


Foreign Relations of the 
United States 





Current Economic 
Developments 
1945-1954 


Microfiche 
Publication 


~% 


way 





Depart cmen of Siete 
W ach itgtcer 


oe 'ED FOR PUBLICATION in FOREIGN | 
' 1ONS OF THE UNITED STATES 














Foreign Relations of the 
United States 


ee nee et a ae a eo 





= —- 


Current 
Economic 
Developments 
1945-1954 


Microfiche 
Publication 


Editor in Chief John P. Glennon .> 





Editor William F. Sanford, Jr. 
~\ 
.Y 
“ 
< 
Department of State 
Washington 
1986 Ps 
DECLASSIFIED FOR PUBLICATION IN FOREIGN 1/9 (ar) 


RELATIONS OF THE UNITED STATES 








Department of State Publication 9484 
Bureau of Public Affairs 
Office of the Historian 








For sale by the Superintendent of Documents 
U.S. Government Printing Office 
Washington, D.C. 20402 





ee eg 


DECLASSIFIED FOR PUBLI N FORE 
CATION IN 
RELATIONS OF THE UNITED STATES 








PREFACE 


The Office of the Historian of the Department of 
State prepared this microfiche publication containing 
the 1945 through 1954 issues of Current Economic 
Developments. It is a supplement to the series Foreign 
Relations of the United States, the official documentary 
record of U.S. foreign policy. The Foreign Relations 
series was begun by President Lincoln in 1861. The 
series presents the authoritative record of American 
foreign policy. More than 260 printed volumes have 
been published in the series since its inception. 


The foreign affairs record of the United States after 
World War II becomes ever larger and more complex. 
Even the most careful selection of major official papers 
far exceeds the reasonable prospect for publication in 
print form. The Department of State is determined to 
gather and publish the basic, comprehensive record of 
American foreign policy, but it has concluded that not 
all that record can be published in book form. Some 
important or useful bodies of diplomatic records will be 
published in microform. These microform publications 
will carefully supplement the continuing printed 
volumes and will consist of special or useful files of 
general foreign affairs importance. These files may be 
internal Department publications of special historical 
importance, or they may be bodies of documents on 
substantive foreign affairs issues but not so historically 
valuable as to warrant printed publication. 


Current Economic Developments is published here in 
the most complete, authoritative text available to the 
Department. This edition is derived from a master 
mimeographed set maintained by the Department of 
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State as lot file 70 D 467. It has been reviewed by 
declassification authorities in the Department and other 
concerned agencies. The only omissions are those 
required for reasons of continued national security 
sensitivity. These deletions represent a very small 
portion of the total text. 


With regard to the textual omissions in this 
microfiche edition, a cross hatched pattern has been 
superimposed over material deleted in declassification 
review. In addition, a few issues contain blank pages 
resulting from original printing errors in the set from 
which the microfiche was made. Since these 
mimeographed copies are now the only known issues in 
existence, substitute pages could not be inserted. All 
biank pages contain a note indicating that the missing 
texts could not be found. The mimeographed set for 
these 1945-1954 years has been retired to the National 
Archives and Records Administration, Washington, 
D.C. 


The index for this publication covers the major 
subjects and names of individuals appearing in the 
serial issues. In addition, four issues contain indexes 
which could be useful to the researcher. Country and 
subject indexes containing entries for the previous six 
months accompany Issue Nos. 418, July 28, 1953; 430, 
December 22, 1953; 443, June 8, 1954; and 457, 
December 21, 1954. 


This microfiche publication was completed under 
the general supervision of David S. Patterson. Nina J. 
Noring and Charles S. Sampson guided the project 
through its early stages. William F. Sanford, Jr. wrote 
the introduction and prepared the final manuscript for 
publication. Tracey R. Peterson and Stephen C. 
DeMuth provided clerical support. 


Mr. Sampson compiled the index and list of 
abbreviations for the 1945-1949 period. Francis C. 
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Prescott compiled the index and list of abbreviations for 
the 1950-1954 years and consolidated the entries for the 
entire 1945-1954 period. 


Rita M. Baker of the Publishing Services Division 
(Paul M. Washington, Chief) supervised the technical 
editing. 








William Z. Slany 
The Historian 
F ureau of Public Affairs 
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INTRODUCTION 


Origins and Early Development (1945-1952) 


Current Economic Developments (CED) first 
appeared on an experimental basis on June 25, 1945, and 
was distributed to officers within the State Department 
for comment. The Department published the second 
issue the following week for distribution to overseas 
posts. William L. Clayton, Assistant Secretary of State 
for Economic Affairs, conceived the classified 
publication to fill an information gap at U.S. missions 
abroad. “For some time,” Clayton wrote to CED 
recipients in a letter accompanying the July 2 issue, “we 
in the Department of State have been aware that our 
diplomatic and consular officers have not been kept 
adequately in touch with developments in Washington.” 
He announced that Current Economic Developments, a 
new weekly publication, was the Department’s latest 
step to keep Foreign Service officers informed of the 
major economic issues receiving Department attention 
and to provide an authoritative record of the 
Department’s economic activities. !. 


To edit the new series, Clayton selected Ruth 
Donahue, who combined a journalistic background with 
economic credentials gained from her work at the Board 
of Economic Warfare and the Foreign Economic 
Administration during World War II. Her initial staff 
consisted of one assistant from each of the three major 
offices in the Bureau of Economic Affairs, namely the 
Offices of International Trade Policy (ITP), Financial 
and Development Policy (OFD), and Transportation and 
Communications Policy (TRC). Donahue’s staff wrote 
the individual articles and assigned appropriate 
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security classifications for each story, all under her 
general editoria! supervision. During the late 1940s 
important stories on the British loan, the Greek- 
Turkish crisis, and the Marshall Plan received the 
acclaim of Department officials both at home and 
overseas. All articles were generally cleared with 
interested bureaus before publication, although in the 
early years the CED staff published some Embassy 
accounts without receiving bureau clearance. This 
practice prompted Department concern in the late 1940s 

when the CED staff published an article on Yugoslavia 

reflecting an Embassy viewpoint in conflict with the 
established position of the Bureau of European Affairs 
(EUR). EUR subsequently insisted that all future 
writing on European issues be submitted to it in 
advance, a practice that the CED editors thereafter 
followed with all Department bureaus.2 


By 1953 the CED staff, which as the Policy 
Reporting Staff was directly responsible to the Assistant. 
Secretary for Economic Affairs (E), had grown from 4 to 
10 persons, including an assistant editcr. The staff had 
expanded and deepened CED coverage of major 
economic topics and had increased its circulation to 250 
copies in the Department and other government 
agencies and 330 copies to posts abroad. In addition, the 
staff had initiated the Daily Economic Summary, a 
classified service which distilled economic reports both 
from the field and from within the Department for 
distribution to the various bureaus.3 





Transformation and Demise (1953-1974) 


In 1953 the publication and its staff were cut back 
for budgetary reasons. The personnel cut obliged the 
staff to publish Current Economic Developments on a 
biweekly rather than a weekly basis beginning in 
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September 1953. It continued as a biweekly series until 
Ruth Donahue’s retirement in 1970. 


In the early 1970s the CED editorial staff was shifted 
from the Office of the Assistant Secretary to another 
division in the Bureau of Economic Affairs. Other 
bureau priorities put added burdens on the small staff, 
which could barely meet its primary editorial 
responsibilities. Finally in 1974 the new Assistant 
Secretary of State for Economic and Business Affairs 
(EB),4 Thomas O. Enders, terminated Current Fconomic 
Developments, believing that the personnel assigned to 
it could be more efficiently used elsewhere. He 
authorized the preparation of a cable series reporting on 
economic developments at irregular intervals, but this 
too was abandoned less than a year later due to a lack of 
resources and sustained interest within the Department 
and in the field.5 





Creation of a New Economic Reporting System 
Since 1980 


During the following five years, it became 
increasingly clear that some system of economic 
reporting to the missions abroad was indeed essential. 
In June 1980 Secretary of State Edmund Muskie 
commissioned a committee of three former economic 
officers, chaired by former Assistant Secretary for 
Economic Affairs Edwin M. Martin, to recommend 
improvements in the operation of the economic function 
in the Department. Among its many conclusions, the 
committee determined that the flow of information and 
advice between the Department and its Embassies could 
be greatly improved. It found, much as Clayton had 35 
years earlier, “that Embassies were not adequately 
informed on a timely basis about foreign economic policy 
issues under consideration in Washington” and that this 
deficiency adversely affected the value of Embassy 
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views on policy alternatives and their anticipated 
impact on foreign governments. The committee 
accordingly recommended the establishment of a system 
of sending “frequent, informal and uncleared cables to 
the field on multilateral or functional economic 
developments and on the U.S. economy.”6 





As a result of the Martin Committee’s 
recommendations, the Bureau of Economic and 
Business Affairs initiated the “EB Economic Issues 
Report,” prepared monthly in a cable format as an 
unofficial and uncleared document for internal 
distribution only. These reports have continued up to 
the present as the primary method of disseminating 
foreign and domestic economic news to Department 
officers. Each cable approximates the coverage of the 
original Current Economic Developments, although far 
more concisely, consisting of no more than four telegram 
pages. To supplement the monthly report, an even more 
concise weekly cable was inaugurated in 1985 to satisfy 
the need of Foreign Service officers for continually 
updated information. 


The creation of the new economic reporting system 
after the termination of CED underlines the importance 
of the need the original series was created to fill. It is 
also a need tnat frequently becomes invisible once it is 
satisfied. Current Economic Developments received 
plaudits from the White House as well as from many 
recipients after its first issue and then went through a 
protracted period when it elicited very little feedback. 
Only upon its demise in 1974 were some voices raised 
attesting to its usefulness, among them that of 
Ambassador at Large U. Alexis Johnson.’ It seems 
clear, particularly from hindsight, that the original 
series made a substantial contribution to meeting the 
informational needs of the Foreign Service, and 
consequently to the foreign economic decisionmaking 
process as a whole. 
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Editorial and Research Value of Current Economic 
Developments 


State Department historians have acknowledged 
the usefulness of CED articles in compiling volumes of 
Foreign Relations of the United States. Foreign 
Relations editors first included extracts from CED 
issues in the annual volumes on Western Europe and 
Eastern Europe and the Soviet Union for 1948 (volumes 
III and IV, both released in 1974) and expanded their 
use in subsequent volumes. CED articles and extracts 
served the function of summarizing events and policies 
when space limitations prevented full documentary 
coverage. In this regard they became a more complete 
substitute for the editorial note, which Foreign 
Relations editors used to bridge gaps in the 
documentary record. Examples of the wide variety of 
telegraphic and internal documents used to produce 
CED articles are provided in the few cases where they 
were annotated for publication in Foreign Relations 
volumes. The editorial footnotes to the 1949 CED 
article on the Council for Economic Mutual Aid in 
volume V, 1949, for example, identified the Tass 
communiqué, the Yugoslav note of protest to the Soviet 
bloc, and the six Department telegrams on whic” the 
article was based.8 





In the volumes devoted largely to economic foreign 
policy, CED articles have been used to describe 
conferences and to review the course of economic 
legislation or commercial negotiations. In the general 
and economic volumes covering the years 1949 through 
1952-1954, published CED articles have described the 
results of commercial and tax treaties, trade 
conferences, transportation and communications 
negotiations (particularly aviation issues), and 
Congressional discussion and action on Mutual Security 
and foreign aid legislation.9 
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CED articles on regional or bilateral issues have 
also appeared in Foreign Relations. In 1948 and 1949 
European volumes, for example, editors published 
summaries of both Eastern and Western European 
efforts to achieve recovery and economic integration. 
Specifically, CED articles covered U.S. policy toward the 
United Nations Economic Commission for Europe, the 
establishment of the Council for Mutual Economic Aid 
in Eastern Europe, and the progress of the European 
Recovery Program (ERP) in Western Europe. Articles 
also effectively presented US. and Allied attitudes and 
decisions on East-West economic relations with 
individual Eastern European countries as well as the 
Soviet bloc as a whole.10 


Microfiche Edition of the 1945-1954 Period 


This microfiche edition of Current Economic 
Developments provides the researcher access to the full 
range of CED coverage of economic topics from 1945 
through 1954. Scholars interested in pursuing any 
major international econimic issues reflecting a cross 
section of Department, mbassy, and foreign 
government attitudes should find Current Economic 
Developments useful. The documentary sources on 
which CED articles were based, however, are generally 
not identified in the articles and are not provided by this 
microfiche publication. Ir: addition, CED reports often 
fail to provide precise information on the dates, 
locations, and the full names and positions of 
participants surrounding the events described. 
Consequently, scholars may want to supplement their 
CED research by consulting other sources. 


Current Economic Developments nevertheless 
highlights the most important State Department and 
U.S. foreign economic policy decisions over an extended 
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period. The CED coverage of the Marshall Plan, which 
received the commendation of State Department 
principals, illustrates this point. Following Secretary of 
State Marshall’s Harvard commencement address on 
June 5, 1947, CED articles covered major international 
and domestic aspects of the European Recovery Program 
(ERP) through its enactment and subsequent operation. 
Researchers can thus easily track not only the issues of 
greatest concern to State Department policymakers at 
specific times, but also gauge the depth and persistence 
of U.S. and European attitudes toward important 
developments. In 1947, the first article on the Marshall 
Plan (Issue No. 104) summarized international and 
domestic reactions to Marshall’s proposals and detailed 
the resulting Anglo-French negotiations. In this and 
subsequent issues CED editors focused on the economic 
and political conditions in European countries, the 
results of the Paris Conference, and developn ~ .ts 
relating to the passage of interim aid legislation in 
Congress, particularly the deterioration of political and 
economic stability in Italy and France. In 1948 CED 
issues chronicled legislative developments through the 
passage of the ERP that spring, and they also registered 
the growing European unease at Congressiona! delays 
and the possibility of reduced ERP appropriations and 
allocations to specific countries. 


From 1949 through 1951 the emphasis in CED 
coverage shifted to the achievement of European 
recovery and other goals of the program, such as the 
economic integration of participating European 
countries. Articles also focused on lingering problems: 
the continuing existence of the dollar gap throughout 
most of the life of the program and the consequent 
failure of most European countries to overcome balance 
of trade and payments deficits. 








The CED series also provides continual coverage of 
many other basic economic issues involving 
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transportation and communications, commodities, 
international and Kast Weat trade, foreign aid and 
economic development, and World Bank and 
International Monetary Fund lending policies Articles 
cover the impact of these issues on individual nations, 
geographic regions, and the world as a whole 


NOTES 


'Letter from William L. Clayton to recipients of 
Current Economic Developments, June 30, 1945 (CED 
lesue No. 2) 


2W F Sanford interview with Ruth Donahue, 
December 14, 1983 


3Memorandum from Leonard Kamsky to Walter K. 
Seott, “Policy Reporting,” April 21, 1953 (Department of 
State A/MS Files, Lot 54 D 29) 


4The Bureau of Economic Affairs (E) was renamed 
the Bureau of Economic and Business Affairs (EB) in 
1972 


}Memorandum from Thomas O. Enders to L. Dean 
Brown, “Current Economic Developments,” August 7, 
1974 (Department of State files, Bureau of Economic 
and Business Affairs). 


6Department of State, “Recommendations 
Concerning the Economic Function, Organization and 
Personne! of the Department of State and the Foreign 
Service,” November 1980, pp. 5, 46 (Department of State 
files, Bureau of Economic and Business Affairs). 
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TW. F. Sanford interview with Francis Wilson 
(former Director, EB Executive Staff), December 7, 
1983. 


8Foreign Relations of the United States, 1949, vol. V, 
pp. 4-7. 


9See Foreign Relations of the United States, 1949, 
vol. I, pp. 636-638, 647-650, 789-790, 791-792; 1950, 
vol. I, pp. 684-686, 686-687, 688-689; 1951, vol. I, pp. 
425-428, 440-442, 1233-1236; 1952-1954, vol. I, pp. 
120-126, 385-389, 392-395, 402-405, 428-434, 505-509, 
514-516, 633-638, and 744-746. 


10See Foreign Relations of the United States, 1948, 
vol. III, pp. 443-435, 442-443, 459-462, 612-613; 1948, 
vol. IV, pp. 547-550, 585-588; 1949, vol. V, pp. 4-7, 
61-63, 75-77, 81-83, 105-106, 117-120, 157-158, 
385-397, 398-400, 851-853; 1949, vol. V, pp. 900-902, 
946-947, 964-965; 1951, vol. IV, pp. 141-144, 
1204-1206. 
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LIST OF ABBREVIATIONS 


AAF 
ACA 


ACC 


ACEP 
ACR 


AFHQ 
AFL 
AFN 
AGIP 


AIOC 
ALI 
AM 
AMAG 
AMC 
AMG 


AMINCO 


ANMB 
ANPB 
AOA 
APC 


ARAMCO 


ATC 


American Air Force 

Allied Council for Austria 

Allied Control Authority (Germany) 

Allied Control Council (Commission) 

Air Coordinating Committee 

Advisory Committee on Export Policy 

Allied Commission on (German) 
Reparations 

Allied Forces Headquarters 

American Federation of Labor 

Armed Forces Network 

Azienda Generale Italiana Petroli 
(Italian Genera! Petroleum 
Enterprise), Italian State Oil 
Company 

Anglo-Iranian Oil Company 

Area Linea Italiana (Italian Air Line) 

Allied Military 

American Aid Mission in Greece 

Additional Measures Committee (U.N.) 

American Military Government 

American Independent Oil Company 

Army-Navy Munitions Board 

Army-Navy Petroleum Board 

American Overseas Airways 

Alien Property Custodian 

Arabian-American Oil Company 

Army Transport Command 

Austrian Treaty Commission 
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AVIANCA Aerovias Nacionales de Colombia 
(Colombian National Airways) 


BBC British Broadcasting Company 

BCPA British Commonwealth Pacific Airline 

BEA British European Airlines 

BIS Bank for International Settlements 

BMA British Military Authority 

BOAC British Overseas Air Corporation 

BOT Board of Trade (U.K.) 

BRT bulk register tons 

BSM(ME) British Supply Mission (Middle East) 

CAA Civil Aviation Administration 

CAB Civil Aeronautics Board 

CALTEX California-Texas Oil Company 

CAO Civil Aviation Organization 

CARE Committee for American Relief for 
Europe 

CC Control Council 

CCC Commodity Credit Corporation 

CCIR Consultative Committee on 
International Radio 

CCS Combined Chiefs of Staff 

CEA Cinema Exhibition Association 

CEEC Committee for European Economic 
Cooperation 

CEMA Councial for Economic Mutual Aid 

CEXIM Export-Import Department of Bank of 
Brazil 

CFB Combined Food Board 

CFM Council of Foreign Ministers 

CFTC Confédération Francaise des 


Travailleurs Chrétiens (French 
Confederation of Christian Workers), 
French labor union 

CGA Confédération Générale de l'Agriculture 
(General Confederation of 
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Agriculture), French farmer 
confederation 

CGIL Confederazione Generale Italiana del 
Lavoro (Italian General 
Confederation of Labor) 

CGT Confédération Générale du Travail 
(General Confederation of Labor), in 
France 

Confederacién General del Trabajo 

(General Confederation of Labor), in 


Argentina 

CGU Customs Gold Unit 

CIF cost, insurance, freight 

CIM Comitato Italiano Reconstructione 
(Italian Reconstruction Committee) 

CIO Congress of Industrial Organizations 

CIP Comitato Italiano Petroli (Italian 
Petroleum Committee) 

CIT Inter-American Federation of Trade 
Unions 

CMA Companhia Mexicana de Aviacion 
(Mexican Aviation Company) 

CMC Collective Measures Committee (U.N.) 

CMP Controlled Materials Plan 

CN Chinese Nationalists 

CNC Chinese National Currency 

CNPF Conseil National du Patronat Francais 
(National Council of French 
Employers) 

CNRRA Chinese Nationalist Relief and 
Rehabilitation Agency 

COCOM Coordinating Committee (on Export 
Controls) 

COMINFORM Communist Information Bureau 

CPA Civilian Production Administration 

CPC Chinese Petroleum Corporation 

CPRB Combined Production Resources Board 

CRC Central Rhine Commission 
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CRI 
CRMB 
CSA 


CSC 
CTAL 


CTC 
CTM 


CWP 


DDSG 


DEPA 
DKV 


DM 
DMPA 
DMS 
DP 
DPA 
DSA 


EARC 


ECA 
ECAFE 


ECE 
ECEFP 


ECITO 





Combined Rubber Committee 

Committee for Reciprocity Information 

Combined Raw Materials Board 

Ceskoslovenske Aerolinie (Czechoslovak 
Airlines) 

Coal and Steel Community (Europe) 

Conferderacion de Trabajadores de 
America Latina (Confederation of 
Latin American Workers) 

Combined Tin Committee 

Confederacién de Trabajadores 
Mexicanos (Confederation of Mexican 
Workers) 

Combined Working Party 


Donau-Dampfschiffahrtsgesellschaft 
(Danube Shipping Company), in 
Austria 

Defense Electric Power Administration 

Deutscher Kohlen-Verkauf (German 
Coal Sales Office) 

Deutschemark (German mark) 

Defense Materials Procurement Agency 

Defense Materials System 

displaced person 

Defense Production Agency 

Defense Shipping Authority 


Extraordinary Administrative Radio 
Conference 

Economic Cooperation Administration 

Economic Commission for Asia and the 
Far East (U.N.) 

Economic Commission for Europe (U.N.) 

Executive Committee on Economic 
Foreign Policy 

European Central Inland 
Transportation Organization 
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ECLA 


ECO 


ECOSOC 


EECE 


EFRU 


EIT (QO) 


EPU 
ERP 
ESM 
ESP 


ETO 


FAO 


FAS 
FCC 
FEA 
FEAC 
FEB 
FEC 
FGTB 


FLC 
FO 
FOA 
FOB 
FSRC 


FSS 


Economic Commission for Latin 
America (U.N.) 

European Coal Organization 

Economic and Social Council (U.N.) 

Emergency Economic Committee for 
Europe 

Emergency Food Reserve Unit 

European Inland Transportation 
(Organization) 

European Payments Union 

European Recovery Program 

Economic Survey Mission (U.N.) 

Office of Economic Security Policy, 
Department of State 

European Theater of Operations 

European Transport Organization 





Food and Agriculture Organization 
(U.N.) 

Foreign Agricultural Services 

Federal Communications Commission 

Foreign Economic Administration 

Far Eastern Advisory Commission 

Financial and Economic Board (NATO) 

Far Eastern Commission 

Fédération Generale du Travail de 
Belgique (Belgian General Federation 
of Labor) 

Foreign Liquidation Commission 

Force Ouuriére (Workers' Force), French 
labor union 

Foreign Operations Administration 

free on board 

Foreign Supplies and Requirements 
Committee 

Federal Supply Service 
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GA 
GARIOA 


GATT 
GEPC 
GDR 
GNP 
GOI 
GPC 
GSA 
GY 
HICOM 
I[A-ECOSOC 
IAR 
IARA 
IATA 
IBRD 
IC 


ICA 
ICAC 


ICAO 


ICC 
ICCH 


ICCICA 


General Assembly (U.N.) 

Government and Relief in Occupied 
Areas 

General Agreement on Tariffs and 
Trade 

German External Property Commission 

German Democratic Republic 

Gross National Product 

Government of India 

Government of Italy 

General Purpose Committee 

General Services Administration 

Gold Yuan (China) 


High Commission(er) 


Inter-American Economic and Social 
Council 

International Authority for the Ruhr 

Inter-Allied Reparations Agency 

International Air Transport Association 

International Bank for Reconstruction 
and Development 

Division of International Conferences, 
Department of State 

International Control Agency 

International Cotton Advisory 
Committee 

International Civil Aviation 
Organization 

International Chamber of Commerce 

International Commodity Clearing 
House 

Interim Coordinating Committee for 
International Commodity 
Agreements 
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ICE 


ICEM 
ICFTU 
ICITO 
IEFC 
IEPA 
IFRB 


IGCR 


Istituto nazionale per il Commercio con 
U’Estero (National Institute for 
Foreign Trade), in Italy 

Intergovernmental Committee for 
European Migration 

International Confederation of Free 
Trade Unions 

Interim Commission for the 
International Trade Organization 

International Emergency Food Council 

Intra-European Payments Agreement 

International Frequency Registration 
Board 

Intergovernmental Committee on 
Refugees 

Institute of Inter-American Affairs 

Division of International Labor, Social 
and Health Affairs, Department of 
State 

International Labor Organization (U.N.) 

International Materials Conference 

Intergovernmental Maritime 
Consultative Organization 

Istituto Mobilari Italiano (Italian Credit 
Institute) 

Intergovernmental Maritime 
Organization 

Instituto Nacional de Industria 
(National Institute of Industry), in 
Spain 

Iraq Petroleum Company 

Informal Policy Committee on Germany 

International Resources Division, 
Department of Stcte 

Interdepartmental Radio Advisory 
Committee 

International Rhine Navigation 
Administration 


ee 
— 


' DECLASSIFIED FOR PUBLICATION IN FOREIGN 
RELATIONS OF THE UNITED STATES 


- wens 


- a  e 


Fay WP agen, TIT | i — -° 
bs =" 4 








18 Current Economic Developments, 1945-1954 





IRO International Refugee Organization 

IRWC Interim Rhine Working Committee 

ISAC International Security Affairs 
Committee 

ISG Intergovernmental Study Group (on 
Germany) 

ISP International Social Policy 

ITC International Tin Committee 

ITF International Transportworkers 
Federation 

ITO International Trade Organization 

ITP Office of International Trade Policy, 
Department of State 

ITS International Trade Secretariats 

IT&T International Telephone and Telegraph 

ITU International Telecommunications 
Union 

IWA International Wheat Agreement 

JAL Japan Air Lines 

JCRR Joint Commission for Rural 
Rehabilitation 

JCS Joint Chiefs of Staff 

JEIA Joint Export-Import Agency 

JFEA Joint Foreign Exchange Agency 

JIOA Joint Intelligence Objective Agency 

JIWA Japanese International World Airways 

KLM Koninklijke Luchtvaart Maatschappij 
(Royal Dutch Airlines) 

LAI Linee Aeree Italiane (Italian Air Lines) 

LATAS Libyan-American Technical Assistance 
Service 

LAV Linea Aeropostal Venezolana 
(Venezuelan Airmail Line) 

LDA Liberian Development Authority 

LOT Polskie Linie Lotnicze (Polish Air Lines) 
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MAAC 
MAORT 


MDAP 
MEA 
MESC 
MFN 
MG 
MNR 


MOFD 
MOS 
MPEA 
MRP 


MSA 


NAC 


NARBA 


NEC 
NEI 
NEP 
NERWA 


NIOC 
NPA 
NSA 
NSRB 


Mutual Assistance Advisory Committee 

Magyar-Amerikai Olajipari . 
Reszvenytarsasag (Hungarian- 
American Oil Company Limited), 
Hungarian subsidiary of Standard Oil 
of New Jersey 

Mutual Defense Assistance Program 

Mission for Economic Affairs 

Middle East Supply Center 

most favored nation 

military government 

Movimento Nacionalista Revolucionario 
(National Revolutionary Movement), 
Bolivian political party 

Ministry of Fuel and Power 

Ministry of Supply 

Motion Picture Export Association 

Mouvement Républican Populaire 
(Popular Republican Movement), 
French political party 

Mutual Security Agency 


National Advisory Council on 
International Monetary and 
Financial Problems 

North American Regional Broadcasting 
Agreement 

Northeast Currency (China) 

Netherlands East Indies 

New Economic Program (Israel) 

Near East Relief and Works Agency 
(U.N.) 

National Iranian Oil Company 

National Production Authority 

National Shipping Authority 

National Security Resources Board 
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OA 
OANLC 
OAS 
ODM 
OEEC 


OES 
OFD 


OIR 


OIT 
OMGUS 
OPA 
OPS 
OSR 
OWI 
OWMR 


PAC 


PANAGRA 


PAL 
PAW 
PBEIST 


PBOS 


PD 
PFB 


Division of International Organization 
Affairs, Department of State 

Office of the Army-Navy Liquidation 
Commissioner 

Organization of American States 

Office of Defense Mobilization 

Organization for European Economic 
Cooperation 

Office of Economic Stabilization 

Office of Finance and Development 
Policy, Department of State 

Organisation Internationale de 
Radiodiffusion (International 
Broadcasting Organization) 

Office of International Trade, 
Department of Commerce 

Office of Military Government, United 
States 

Office of Price Administration 

Office of Price Stabilization 

Office of the Special Representative in 
Europe (ECA) 

Office of War Information 

Office of War Mobilization and 
Reconversion 


Payment Agreements Committee 

Program Adjustment Committee 

Pan American Grace Airways, !nc 

Philippine Air Lines 

Petroleum Administration for War 

Planning Board for European Inland 
Surface Transport (NATO) 

Planning Board for Ocean Shipping 
(NATO) 

Program Determinations 

Provisional F'requency Board 
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PICAO 


PL 
POW 
PPC 
PR 


RAG 
RCA 
RDC 
RFA 
RFC 
RGR 


RIAS 
RM 
RSA 


SACMED 


SALTE 


SANACC 


SAS 
SCAP 


SED 


SD 


SESO 
SHAEF 


Provisional International Civil Aviation 
Organization 

proclaimed list 

prisoner of war 

Petroleum Planning Coinmittee (NATO) 

public resolution 


Socony Vacuum Austrian subsidiary 

Radio Corporation of America 

Rubber Development Corporation 

Radio Free Asia 

Reconstruction Finence Corporation 

Rassemblement des Gauches 
Républicaines (Assembly of Left Wing 
Republicans), French political party 

Radio in American Sector 

Reichsmark 

Rest of Sterling Area 


Supreme Allied Commander Middle 
East 

Saude, Alimentacao, Transportes, 
Energia (health, food, supply, 
transportation, and power) 

State-Army-Navy-Air Force 
Coordinating Committee 

Scandinavian Airline System 

Supreme Commander, Allied Powers (in 
Japan) 

Sozialistische Einheitspartei 
Deutschlands (Socialist Unity Party 
of Germany), the Communist Party in 
East Germany 

Shipping Policy Staff, Department of 
State 

Shanghai Economic Supervisory Office 

Supreme Headquarters, Allied 
Expeditionary Force 
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SHAPE 


SL 

SLS 
SMA 
SMOA 
SOH YO 


STEM 


SUNFED 


SWNCC 


TAC 
TEAL 
TCC 


TCRT 
THC 


TRC 


TUAC 
TUC 
TWA 
UIR 


UKCC 
UMA 

UMCC 
UMEB 


UMW 
UNCIO 


Supreme Headquarters, Allied Powers 
in Europe 

statutory list 

Safety of Life at Sea (Convention) 

Soviet Military Authority 

Soviet Mineral Oil Administration 

General Council of Trade Unions of 
Japan 

Special Technical Economic Missions 

Special United Nations Fund for 
Economic Development 

State-War-Navy Coordinating 
Committee 


Trade Agreements Committee 

Tasman Empire Airways, Limited 

Telecommunications Coordinating 
Committee 

Temporary Committee for Rhine Traffic 

Technical Industrial Intelligence 
Committee 

Office of Transportation and 
Communications Policy, Department 
of State 

Trade Union Advisory Committee 

Trade Union Congress 

Trans World Airlines 

Union Internationale de Radiodiffusion 
(International Broadcasting Union) 

United Kingdom Commercial Company 

United Maritime Authority 

United Maritime Consultative Council 

United Maritime (Authority) Executive 
Board 

United Mine Workers 

United Nations Conference on 
International Organization 
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UNCURK 


UNESCO 
UNICEF 
UNISCAN 
UNKRA 


UNO 
UNRRA 


UNRPR 
UNRWA 
UPU 
USAFIK 
USCC 
USDA 
USFA 
USFET 
USGCC 


USI 
USIA 


USPOLAD 


VHF 
VOA 
VOUSA 





United Nations Commission for the 
Unification and Rehabilitation of 
Korea 

United Nations Edi:cational, Scientific 
and Cultural Organization 

United Nations International Children's 
Emergency Fund 

Union between the United Kingdom and 
Scandinavia 

United Nations Korean Reconstruction 
Agency 

United Nations Organization 

United Nations Relief and 
Rehabilitation Administration 

United Nations Relief for Palestine 
Refugees 

United Nations Relief and Works 
Agency 

Universal Postal Union 

United States Armed Forces in Korea 

United States Control Commission 

United Stated Commercial Company 

United States Department of 
Agriculture 

United Stated Forces in Austria 

United States Forces, European Theater 

United States Group Control Council 

United States of Indonesia 

Upravleniye Sovetskogo Imushchestva v 
Auvstrii (Administration for Soviet 
Property in Austria) 

United States Political Adviser 


Very High Frequency 
Voice of America 
Voice of the United States — 
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WAA War Assets Administration 

WFA War Food Administration 

WFTU World Federation of Trade Unions 

WHO World Health Organization 

WPB War Production Board 

WSA War Shipping Administration 

WTUC World Trade Union Conference 
*YPFB Yacimientos Petroliferos Fiscales 


Bolivianos (Bolivian Government Oil 
Deposits), Bolivian Government 
petroleum monopoly 
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in the printed volumes of the Foreign Relations series. 
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States Government. Documents which were declassified 
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KEY TO MICROFICHE CARDS 
AND INDEX 


This key lists the issues (page numbers in paren- 
theses) of Current Economic Developments appearing on 


each microfiche card. 

Fiche Issue Fiche Issue 

1 Guide(1-89) 43 219(2)-226(3) 
2 Guide(90-172) 44 226(4)-233(4) 
3 1(1)-4(9) 45 233(5)-233(9) 
4 4(10)-9(5) 46 235(1)-241(2) 
5 9(6)-14(5) 47 241(3)-248(1) 
6 14(6)-18(17) 48 248(2)-255(4) 
1 19(1)-23(12) 49 255(5)-262( te) 
8 23(13)-28(13) 50 262(1)-269(3) 
9 29(1)-33(14) 51 269(4)-276(6) 
10 33(15)-38(8) 52 276(7)-283(7) 
il 98(9)-43(6) 53 283(8)-285(12) 
12 43('7)-48(4) 54 286(1)-292(8) 
13 48(5)-53(15) 55 292(9)-299(5) 
14 54(1)-59(4) 56 299(6)-306(4) 
15 59(5)-64(15) 57 306(5)-313(10) 
16 65(1)-70(2) 58 312(11)-319(2) 
17 70(3)-74(17) 59 319/3)-325(4) 
18 15(1)-79(17) 60 325(5)-332(4) 
19 79(18)-7919) 61 332(5)-336(10) 
20 80(1)-85(4) 62 337(1)-343(14) 
21 85(5)-90(9) 63 344(1)-350(2) 
22 90(10)-95(te) 64 350(3)-356(9) 
23 95(1)-99(14) 65 356(10)-363(2) 
24 100(1)-105(11) 66 363(3)-369(tc) 
25 105(12)-111(1) 67 369(1)-375(7) 
26 111(2)-117(9) 68 375(8)-381(13) 
27 117(10)-124(4) 69 382(1)-388(8) 
28 124(5)-130(10) 70 388(9)-388(11) 
29 131(1)-131(8) 71 389(1)-394(13) 
30 132(1)-137(10) 72 395(1)-401(9) 
31 138(1)-144(6) 73 401(10)-408(te) 
32 144(7)-150(13) 14 408(1)-414(11) 
33 151(1)-157(11) 75 415(1)-421(5) 
34 158(1)-164(6) 16 421(6)-427(8) | 
35 164(7)-171(11) 11 427(9)-430(14) | 
36 171(12)-178(6) 78 431(1)-436(9) | 
37 178(7)-182(11) 79 436(10)-441(14) | 
38 183(1)-190(3) 80 441(15)-446(8) 
39 190(4)-197(4) 81 446(9)-451(18) 
40 197(5)-204(3) 82 452(1)-457(4) 
41 204(4)-211(6) 83 457(5)-index(7) 
42 211(7)-219(1) 


26 





DECLASSIFIED FOR PUBLICATION IN FOREIGN 
RELATIONS OF THE UNITED STATES 





INDEX 


Abbink, John, 159(8-9), 174(8-9), 193(3) 

Acheson, Dean, 26(3), 47(17), 65(13), 66(3), 73(2-3), 
77(14), 89(12), 189(1,6), 238(7), 239(4), 254(2), 
289(5-6), 315(4), 351(1), 352(9), 364(4,7), 380(2) 

Act of Algeciras, 1906, 391(8-9), 408(1) 

Adams, Sherman, 438(10) 

Aden, 409(6) 

Adenauer, Konrad, 254(5), 265(6), 272(6), 297(4), 
374(11), 391(7), 411(9-10), 454(5,7) 

Afghanistan, 324(1), 341(3), 353(9), 390(1-2), 406(11), 
409(5), 430(13), 438(8,17), 451(13), 452(2) 

Economic situation in, 7(12-13) 

Soviet policy toward, 390(2), 451(11-13) 

U.S. economic and technical assistance, 
440(8), 451(13) 

U.S. emergency wheat loan, 390(1-2), 451(13) 

Africa, 206(11), 240(7) 

African transport problems, 244(10-11), 273(7-8), 
281(9) 

Agricultural production, 10(18), 16(17-18), 20(8), 
60(9), 67(10), 71(1-2) 

Agriculture Department (U.S.), 269(5), 281(5), 289(3), 
293(8), 305(13), 314(2d Sup. 4), 321(Sup. 4), 333(5), 
347(8), 351(5), 364(8-9), 374(14), 406(4-5), 412(1,3), 
416(8-9), 424(1-2), 432(5), 434(8), 437(4), 
438(6,8,13), 445(15), 452(6,14), 457(16-17) 

Air France, 298(4-6), 378(5) 

Air India, International, 420(1), 432(7) 

Airlines. See Civil aviation. 

Air-sea-land rescue, 24(10), 27(14-15), 30(15-16) 

Albania, 3(17-18), 17(15), 19(5), 79(1), 110(8), 260(8), 
265(2), 311(5), 334(1), 375(14), 393(11), 445(16-17) 

Aldrich Committee, 230(1-3) 

Aleman, Miguel, 79(4), 84(11), 97(13), 108(13), 
123(13), 166(10), 269(2) 

Algeria, 270(13), 280(8) 

Allen, George, 71(12), 72(9) 
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Alphand, Hervé, 10(1-2), 31(5), 38(12), 46(4) 

Aluminum, 281(1,3), 284(2), 314(1st Sup. 4-5; 2d Sup. 
1-6), 339(2-3), 342(9), 348(1,3-4), 352(5-6), 353(6), 
400(8-9), 452(11-13) 

Aly Maher, 372(4) 

American and Foreign Power Company, 255(3), 
264(13), 361(2) 

American Bar Association, 248(9) 

American Farm Bureau Federation, 248(9) 
American Federation of Labor (AFL), 15(14), 127(5), 
131(5), 135(10), 144(5), 166(5), 186(8), 195(10), 

198(3), 203(3-5), 210(4-5), 233(4-5), 240(6), 245(6), 
274(7-9), 291(9-10), 365(12) 

American Foreign Ministers, meetings of, 300(4-8), 
312(1,4), 313(6-7), 316(5), 317(1), 323(8), 333(8) 

American International Association, 288(7) 

American Jewish Joint Distribution Committee, 
349(11) 

American Merchant Marine Institute, 442(15) 

American Motion Picture Association, 255(3), 266(5) 

American Overseas Airways (AOA), 258(6-7), 
263(6-9), 273(3-4), 277(5,7), 303(4), 309(16-17), 
344(3), 364(12) 

American Republics (see also Latin America), 73(16) 

American Tariff League, 248(9) 

American Telephone and Telegraph Company, 395(9), 
450(9) 

American University in Beirut, 446(5) 

Anaconda Copper Mining Company, 301(5), 358(3) 

Anderson, Clinton P., 5(11), 36(9), 38(6), 42(11,13), 
44(8), 47(11), 51(14), 56(14) 

Anderson, F. Sheed, 369(9), 442(14), 450(8) 

Angell, James W., 18(1), 22(9), 24(6), 36(5) 

Anglo-American. See under United Kingdom. 

Anglo-Egyptian Sudan, 409(6), 428(5) 

Anglo-Iranian Oil Company (AIOC), 275(%), 297(6-7), 
329(5), 365(1, 3-5), 403(5), 448(14) 

Angola, 371(6) 

Arab League, 83(11-15), 97(8-9), 374(11), 393(6), 
422(10) 
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Arab refugee problem (see also Palestine refugee 
problem), 320(4), 408(8), 420(5) 

Arab states, 235(5), 258(5), 284(10,12), 306(2), 320(4), 
408(8), 420(5) 

Arabian-American Oil Company (ARAMCO), 
258(8-10), 347(3), 365(3), 443(4-6), 446(1-2) 

Aranha, Oswaldo, 429(1,4), 452(9) 

Arbenz Guzman, Jacobo, 454(10-11) 

Arburua, Manuel, 443(9) 

Arey, Hawthorne, 388(8) 

Argentina (see also under Civil aviation and Export- 
Import Bank), 1(7), 2(17-18), 3(5,11), 5(9), 8(3-5), 
13(11), 29(2), 37(18-19), 39(17), 42(16), 102(8), 
114(1,3-4), 158(12-13), 187(13), 190(1-3), 196(1-3), 
199(7-8), 218(1-3), 219(10), 262(6), 268(3), 
270(11,13), 280(8), 285(11), 288(7), 291(9), 294(7), 
296(4), 318(13), 319(15), 320(Sup. 3), 324(2), 
331(11), 332(8), 336(3), 349(11), 352(12), 354(10), 
357(10), 359(9), 360(5), 378(10), 381(5), 384(4), 
386(1), 389(7,9-10) 394(9), 399(2-4), 403(8,10-11), 
404(9), 407(7), 410(4), 414(7), 416(9), 430(4,6,9,13- 
14), 431(6), 432(6), 438(9,14), 439(1), 440(9), 441(7), 
444(14), 447(16), 448(6,9), 455(10) 

American Motion Picture Association, agree- 
ment with, 255(3) 

Discrimination against U.S. shipping, 423(13) 

Economic Commission for Latin America, parti- 
cipation in, 406(12-13) 

Economic situation in, 250(1-4), 297(8-9), 
383(9-13) 

Exchange rates, 237(9-10) 

Five-Year Plan, second, 392(3-6) 

Food supply, 43(12-14), 44(9), 51(14), 55(1), 
67(4), 77(5) 

Friendship, Commerce and Navigation treaty 
with the U.S., 1853, 255(1-2), 302(8) 

Friendship, Commerce and Navigation treaty 
with the U.S., proposed, 246(6), 255(2), 302(8) 

Reciprocal Trade Agreement with the U.S., 1941, 
255(2), 414(2) 
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Argentina—Continued 
Tax treaty with the U.S., proposed, 242(9) 
Trade, 11(17), 13(5), 44(12), 48(12), 52(3-4), 
64(11-12), 66(5-6), 73(17), 76(9-10), 79(8-9), 
83(7-8), 85(11), 89(8-10), 95(17- 18), 109(4-5), 
128(10), 132(6), 139(6), 166(9-10), 206(1-3), 
229(7-8) 
United Kingdom, trade negotiations with, 
293(10-11), 383(10) 
U.S. agricultural surpluses, attitude toward, 
439(2) 
U.S. economic and financial assistance, 255(1-3) 
U.S. export policy toward, 27(3-5), 43(11), 
229(7-8) 
U.S. tariffon wool, 384(5-7) 
Wheat exports, 445(8) 
Wool allocations, 268(3), 274(1-2), 276(4), 318(8), 
324(14) 
Armed Forces Radio Network (AFN), 412(8-9) 
Armstrong, Willis, 314(1st Sup. 5) 
Army, Department of the (U.S.), 334(3,5-6), 351(7), 
366(6), 405(4) 
Atlantic Oil Company, 365(5) 
Atomic Energy Commission (U.S.), 253(6), 266(4), 
307(2), 314(2d Sup. 7), 334(1-2), 368(10), 400(8,11) 
Attlee, Clement R., 18(3), 34(8), 110(1-3), 226(7), 
284(1), 288(1) 
Australia (see also under Civil aviation and Interna- 
tional Monetary Fund), 51(6), 55(8), 56(3,10), 71(3), 
77(10-11), 75(12), 129(5), 238(7), 241(3), 247(4), 
248(9), 252(6), 254(10), 255(9), 260(12), 261(1), ; | 
262(6), 266(1), 268(2-4), 270(11-13), 272(5), 275(6), ’ | 
276(2), 277(1,10), 280(10-11), 281(2), 282(10), | 
285(2-3), 294(6-7,9), 296(4), 301(1,3-4),302(6), | 
307(4), 311(1,3), 312(7), 320(1, Sup. 3), 326(10), 
330(2), 332(8), 338(7,9), 345(4-5), 347(4), 350(1,11), 
352(1-2), 353(9), 356(8), 357(13-14), 359(3,11), 
360(4), 362(10), 367(8), 374(11), 380(10), 381(9-11), 
382(4), 386(1), 391(12), 405(10), 407(2,7), 410(1), 
416(4), 422(7), 423(3,5), 425(6,10), 426(2-3,5), 
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Australia—Continued 
429(8-9), 430(13-14), 431(5-6), 434(12), 436(5), 
448(4,8), 449(13-14), 453(5) 

Coiombo Plan contributions, 453(7) 

Economic and financial situation in, 365(7-11), 
391(3), 401(7) 

Friendship, Commerce and Navigation treaty 
with the U.S., proposed, 246(6), 288(12-13), 
302(9), 365(11) 

International Trade Organization charter, 
ratification of, 239(11) 

Korean situation, attitude toward, 279(9) 

Tax treaty with the U.S., proposed, 242(9), 
325(10) 

U.S. disposal of surplus agricultural commodi- 
ties, attitude toward, 424(1) 

U.S. wool tariff, 384(7) 

Wheat allocations, 238(10-12), 239(4), 246(7-8), 
293(9), 332(7), 369(8), 403(8-11), 405(11), 
418(5), 445(8), 453(13) 

Wool allocations, 268(4), 274(1-2), 276(3-4), 
282(7-9), 318(9), 324(13), 384(5) 

Austria (see also under International Monetary Fund 
and United Nations Relief and Rehabilitation 
Administration), 3(13-14), 15(4), 21(5), 26(1-2), 
37(1-2), 39(6-7), 43(4-5), 46(14), 48(11), 54(7), 68(9), 
71(11-13), 78(4), 81(7), 88(9), 102(4), 148(4-5), 
159(5-7), 166(11), 246(8), 253(6), 260(2), 267(5), 
272(5), 277(1), 280(11), 282(4-5), 285(5,9), 289(9), 
293(3), 294(2), 301(3-4), 304(4,6), 305(1), 307(4), 
308(11), 309(1), 311(6), 317(4), 318(1,4-5), 319(15), 
322(9-11), 324(1,11), 332(8), 348(4), 351(8-10), 
322(9-11), 324(1,11), 332(8), 348(4), 351(8-10), 
353(6), 354(10), 359(8), 361(9-10), 395(7), 414(8,10), 
416(9), 428(4), 429(5), 434(12), 441(6), 444(6), 
450(6), 456(6) 

Allied Control Council, 239(5) 

Assistance to, 71(11-12), 81(1-2), 97(3), 105(4-6), 
109(9-10), 132(8-11) 

Aviation matters. See under Civil aviation. 
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Austria—Continued 
Currency conversion, 126(9-11), 128(1-3) 
Danube Convention, 245(1-2), 407(4-5) 
Danube river traffic, 369(10) 
Economic situation in, 304(3-6), 364(4-7), 375(7), 
385(2) 
EPU relationship, 413(5), 423(10) 
Food supply, 51(12-13), 75(2-3), 78(2), 124(2) 
Friendship, Commerce and Navigation treaty 
with the U.S., 62(10) 
GATT negotiations, 241(1), 291(5), 330(2) 
German assets in, 23(3-4), 30(13-14), 43(4-5), 
44(4-5), 53(7), 56(1-4), 71(12-13), 79(12-14), 
87(4-5), 97(2), 120(1-3), 123(1-2), 135(6-7), 
138(3-5) 
Peace Treaty, 102(1-2), 105(6), 111(1-2), 
120(1-3), 135(6-7), 138(3-5), 224(6-8) 
Pre-war debts, settlement of, 392(7-9) 
Restrictive trade practices, 242(7) 
Soviet policy toward, 421(1) 
Supply problem, 16(8), 26(1-2), 38(13), 61(7), 
62(6) 
Tax treaty with the U.S., proposed, 242(9) 
Trade, 139(2), 151(11-12), 155(2), 173(10-11), 
291(5-7) 
U.S. economic assistance, 343(13), 364(4-7), 
384(2), 408(8), 457(16) 
U.S. policy toward, 78(1-2) 
Avianca, 240(8), 320(7) 
Aviation matters. See Civil aviation. 
Azores, 364(12-13) 


Baker, George P., 12(9), 18(1), 33(9), 52(8) 
Baker, John, 415(1) 

Bahama Islands, 345(10) 

Bahrein, 365(3), 409(6) 

Balkans, 105(10), 258(6) 

Bank for International Settlements (BIS), 362(3) 
Bao Dai, 244(7), 253(2) 

Baraduc, Pierre, 46(3), 54(9), 58(8-9) 
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Basra Petroleum Company, 346(7), 393(3) 

Batt, William L., 36(12), 53(9), 75(6) 

Battle, Laurie, 312(1), 423(14) 

Battle Act. See under East-West trade controls. 

Becu, Omar, 417(6-7) 

Bechuanaland, 397(9) 

Belgian Congo, 281(1-3), 282(10), 319(15), 349(4,6), 
366(1), 371(6), 381(2-3), 397(9), 430(3), 437(3), 
456(10) 

Belgium (see also under International Monetary 
Fund), 87(9), 246(8), 247(6), 254(5), 260(2,4-5), 
263(1,4), 267(2), 272(5), 273(7), 276(4), 277(2,4), 
278(8), 281(9), 282(10), 285(3,8-9), 290(8), 293(9), 
294(6-7), 298(11), 299(4), 301(3), 306(10), 307(4), 
311(7), 318(9), 322(7), 325(3,7), 326(6), 327(6), 
331(2), 332(8), 338(5), 342(5), 343(3-5), 344(11), 
348(3,10), 349(11), 350(11), 351(2-3,8), 353(5-6), 
354(10), 356(7-8), 359(8), 360(5), 368(2,5-6,9,12), ° 
375(9-10), 376(3,5), 378(11), 384(5,7,12), 399(7), 
401(5), 402(11), 405(10,12), 407(4), 410(1), 
414(5,8,10), 415(5), 421(2,4), 422(9), 426(8), 428(4), 
429(5), 430(14), 431(5), 436(13), 4373), 440(12), 
441(7), 442(14-15), 443(12), 444(14), 448(6), 449(13), 
450(6), 453(13-14), 455(12), 456(10) 

Assistance to, 27(3) 

Aviation matters. See under Civil aviation. 

Coal production and supply, 56(6-7), 322(9), 
362(5-8) 

Danube River Convention, 245(1) 

East-West trade. See under East-West trade 
controls. 

Economic relations with the U.S., 13(2-3), 14(2), 
18(8), 66(14), 142(6), 336(1-2) 

European Coal and Steel Community, 275(1), 
278(2}, 284(8), 290(6), 302(10), 367(11-12), 
390(3,8), 395(3,5-6), 410(9), 440(12) 

European Payments Union, 280(4), 293(1), 
318(2-4,7), 340(5-6), 351(8), 362(i-2), 397(2), 
423(10) 

Flood damages, 394(1-2) 
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Belgium—Continued 

Food supply, 47(13-14), 124(3) 

Friendship, Commerce and Navigation treaty 
with the U.S., proposed, 246(5), 302(8) 

GATT negotiations, 330(1, 3-4), 336(3), 346(1), 
376(1,4-5), 382(1-4), 397(2), 434(12) 

Lend-lease settlement agreement with the U'S., 
382(9) 

Tax relief agreement with the U.S., 349(7) 

Tax treaty with the U.S., 242(9), 325(10) 

Telecommunications, 242(10) 

Trade, 11(15-16), 15(15), 18(8), 89(5), 96(11-12), 
124(10), 129(6), 12.9(2), 222(1-2) 

Wage program, 44(12) 

Belgo-Luxembourg Economic Union, 330(3-4), 382(1), 
384(2), 413(4), 421(10), 439(14) 

Bell, C. Jasper, 16(3), 22(11), 34(10) 

Bell, Daniel, 275(3-4), 281(7-8), 286(4-5), 300(9), 
337(7) 

Benelux countries, 246(5), 263(4), 268(2), 277(1-3), 
285(5), 294(6), 298(1), 301(3-4), 302(8), 324(7,14), 
330(6), 376(4), 439(12,14), 442(2), 447(5) 

Benelux Economic Union, 155(6), 196(4-7), 230(4-6), 
267(1-3), 275(2), 410(8), 421(8-11), 442(7) 

Benes, Eduard, 20(5), 127(1) 

Bennett, Martin, 18(1), 20(11) 

Benson, Ezra Taft, 438(12-13) 

Benton, William, 342(3), 347(8), 384(1,3), 388(11), 
414(1-11), 420(8) 

Berlin, economic situation in, 156(6), 191(1-4) 

Berlin Protocol. See Potsdam Declaration and | 
Protocol. q 

Berne Conventions on railway transport standardiza- 
tion, 1952, 413(12) 

Berne International Bureau, 413(12-13) 

Berne Literary and Artistic Union of 1886, 

280(11-12), 374(11) 

Berne Union for International Railway Transport, 
416(7) 

Berry, E.Y., 404(3), 405(5) 
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Berry, Burton Y., 48(4), 53(1-2), 87(2-3) 

Bethiehem Steel Company, 334(5) 

Bevin, Ernest, 8(14), 16(18), 38(4), 49(8), 51(1), 
5€(4-6), 65(7), 91(1), 97(1,7-8), 104(1-2,5-6), 105(1), 
106(1-2), 108(2-3), 109(8), 114(10), 115(13), 116(1), 
126(7), 133(1,4), 135(3-5), 141(1), 168(1), 169(1), 
193(1), 217(1), 220(1), 223(1), 254(2,5), 277(3) 

Bidault, Georges, 37(8), 56(4-5), 72(4-5), 101(1), 
104(1-2), 105(1,4-5), 106(4-5), 108(1-2), 113(6), 
114(7,1%), 125(7), 226(8) 

Bierut, Boleslaw, 38(12), 39(16) 

Black, Eugene R., 423(7-8), 452(1,5) 

Blaizdell, Thomas C., 21(13), 43(16-17) 

Blum, Leon, 46(4), 50(2), 64(7), 86(3-5), 101(1), 105(3), 
121(10) 

Blum-Byrnes understanding. See Motion pictures: 
France. 

Bogota Economic Agreement, 1948, 176(4-6) 

Bohan, Merwin, 307(6) 

Bolivia (see also under Export-Import Bank and 
international Monetary Fund), 67(4), 74(3), 
79(8-10), 106(13), 129(8), 246(8), 255(2), 280(3), 
282(10), 294(7), 298(11), 302(8), 319(15), 324(4), 
332(8), 369(9), 399(2,4), 405(10), 414(7), 445(10,17), 
449(14) 

Agrarian reform, 439(5) 

Economic and financial situation in, 243(6-10), 
244(5), 260(9-11), 406(15), 425(1-2) 

Economic Commission for Latin America, parti- 
cipation in, 406(12) 

Exchange rates, 237(9,12), 409(10-11) 

Land reform, 436(7) 

Nationalist Revolutionary Movement (MNR), 
366(2), 392(1) 

Nationalization of mining companies, 381(1-5), 
389(11-12), 392(1-2), 409(10-11), 416(3) 

Tin agreements with and sales to the U.S., 
323(4), 326(6-7), 348(3), 349(4-6), 366(1-3), 
381(1), 392(1-2), 409(10-11), 414(1), 415(5), 
416(1-2), 425(2-3), 430(3), 437(2) 
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Bolivia—Continued 

U.S. economic and technical assistance, 288(6), 
416(1-2), 425(1-3), 438(5), 440(9) 

Bonnet, Henri, 58(1), 65(1), 104(1) 

Borneo, North, 352(1-3), 429(8), 438(17), 453(5,8, 10) 

Boyd-Orr, John, 353(4) 

Bramuglia, Juan Atilio, 196(1-2), 199(8) 

Braniff Airlines, 240(9), 410(6) 

Brazil (see also under Export-Import Bank, Interna- 
tional Monetary Fund, and Oil), 51(5), 23(6-7), 
239(10), 246(8), 254(6), 262(6), 270(11,13), 272(5), 
277(1), 280(10-11), 281(3), 282(10), 285(3), 291(9), 
294(6-7), 298(11), 301(3-4), 302(6), 307(4), 311(3), 
319(15), 322(7), 324(13), 326(9), 330(7), 337(5), 
352(2), 353(6), 354(10), 360(5), 376(5), 378(11), 
382(4-6), 405(10), 407(7,10), 414(7), 423(5), 426(3), 
430(13), 431(5-6), 434(12), 436(7), 439(2,5), 442(14), 
444(11), 445(8,17), 447(16), 450(8), 453(12), 456(10) 

Aviation matters. See under Civil aviation. 

Coffee production and exports, 414(1) 

Economic Commission for Latin America, parti- 
cipation in, 406(12,15) 

Economic and financial situation in, 55(9), 
107(11-12), 130(6), 142(7-8), 159(8-9), 
174(8-9),191(8-11), 203(7-9), 219(11), 233(7), 
297(9), 387(1-2), 406(13-14), 452(8-10) 

Economic talks with the U.S., 214(9) 

Exchange rates, 237(10) 

Export-Import Department, Bank of Brazil 
(CEXIM), 429(1,3) 

Food supply, 43(13-14), 67(4), 115(5) | 

Foreign remittances, 339(7-9) | 

Foreign trade control system, 429(1-5) | 

Friendship, Commerce and Navigation treaty 
with the U.S., proposed, 246(6), 254(6) 

Joint Brazil-U.S. Economic Development 
Commission, 336(8-10), 361(2), 380(2), 
394(6-7,10), 402(5), 419(3, 5) 
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Brazil—Continued 
Joint Brazil-U.S. Technical Commission, 
238(10), 254(7), 339(7) 
Lend-Lease settlement agreement with the U.S., 
382(10) 
Shipping discrimination, 380(1-2), 423(12-13) 
Tax treaty with the U.S., proposed, 242(9), 
254(6) 
Technical assistance agreement with the U.S., 
239(8-9,11), 288(6-7) 
Trade, 44(12), 66(7-8), 73(17), 83(9), 114(4), 
211(1), 274(5) 
Transport decree regarding freight charges, 
242(12-13), 253(11-12), 380(1) 
U.S. economic assistance, 254(6-7) 
U.S. surplus agricultural commodities, sale of, 
457(15-16) 
Bretton Woods Monetary Agreement, 10(10-12), 
20(1), 26(5-6), 75(12), 79(11) 
Brewster, Owen, 108(12), 121(6) 
Briggs, Ellis O., 436(4) . 
British Broadcasting Company (BBC), 240(12) 
British Colonial Africa, 319(15) 
British Commonwealth Pacific Airlines (BCPA), 
312(8), 378(5) 
British European Airlines (BEA), 450(2-3) 
British Overseas Airways Corporation (BOAC), 
378(5), 450(2-3) 
British West Indies, 309(9,11), 319(15), 321(9) 
Brookings Institution, 279(1) 
Brownell, George A., 64(4), 77(7-10) 
Bruce, David K.E., 254(4-5) 
Brussels Convention for Tariff Nomenclature, 278(9) 
Bulgaria, 3(16), 11(17), 45(7), 51(5-6), 90(15-18), 
94(2-3), 107(8), 110(7,10), 111(5-6), 124(10), 133(9), 
139(3-4), 149(3), 236(10), 245(1), 265(2), 285(7), 
293(6), 309(6), 311(6), 316(10), 334(1), 369(11), 
375(12,14), 401(3,8), 414(6,8), 445(16-17) 
Bullitt Agreement, 27(12) 
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Bureau of Foreign Commerce (U.S.) (see also Office of 
International Trade), 426(11) 

Bureau of Mines (U.S.), 411(3) 

Bureau of the Budget (U.S.), 242(12), 258(6), 279(1), 
286(1), 294(1), 301(12), 309(9), 327(2), 364(11,13), 
384(1), 395(8) 

Burgess, W. Randolph, 442(2), 447(5) 

Burma, 77(7), 89(9), 91(3), 153(3-5), 221(13), 234(1), 
238(6-7), 253(3-4), 254(10), 256(11), 258(4), 266(10), 
271(8), 276(1-2), 281(10), 294(4), 307(4), 319(15), 
330(4), 341(3), 344(8), 346(6), 347(4), 352(1), 353(4), 
355(2-3), 360(5), 361(8), 366(7), 274(1,15), 378(10), 
383(5,8), 402(9), 410(1), 42Z0(2), 427(6), 429(8,12), 
430(13-14), 434(6-8,12), 438(16-17), 443(12), 452(4), 
453(5,10-11), 455(6) 

Burns, Arthur, 421(7-8) 

Bush, Prescott, 422(12) 

Butler, Richard A., 351(1), 434(1), 442(2), 447(5-6), 
452(1,5) 

Byelorussia, 318(13), 430(11), 445(16) 

Byrd, Harry F., 422(12), 433(7,12, 16) 

Byrnes, James F., 5(5), 9(8), 10(13), 12(1), 20(6), 
26(9,12), 27(1), 30(13), 32(1,3), 38(4), 49(5,8), 
50(1-2), 56(5), 65(7), 121(10) 

Byrnes, John W., 293(6) 


Cabot, John M., 399(1), 416(2) 

Caffery, Jefferson, 24(13), 43(2), 72(3-5), 91(13), 
101(11), 105(3-4), 110(1), 113(3,6), 114(7), 124(1), 
154(8), 199(9) 

California Texas Oil Company, 256(6) 

Cambodia, 253(2), 280(9), 294(9), 298(11), 303(10), 
324(4), 347(4), 352(1), 355(2-4), 371(5), 402(7), 
408(6), 410(1, 3), 429(8), 441(6), 443(12), 444(14), 
449(9), 453(5) 

Cameroons, 280(8) 

Canada (see also under International Monetary Fund), 
254(10), 260(12), 261(11), 262(6), 264(5), 267(1), 
270(11-12), 272(7), 276(1, 4, 8), 277(1), 278(7), 
280(10-11), 281(1-3), 282(10), 285(1,5), 287(5), 
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Canada—Continued 


290(9-10), 294(6-7,9), 296(4), 298(10), 299(9), 
301(1-4), 302(6), 307(3-4), 309(9,11), 311(1,7), 
316(2), 320(2, Sup. 3), 324(13- 14), 325(1,3,5), 
328(6), 332(8), 333(6), 337(9), 339(5), 344(7,11), 
345(4-5,10), 347(4), 348(3-4,6), 350(10), 351(1-2), 
352(1-2,13), 354(10), 355(10), 356(7), 357(13-14), 
359(9-11), 362(16), 363(16), 365(2), 368(2), 372(13), 
374(11, 14), 375(6), 378(11), 380(9-11), 381(9-10), 
382(1-2), 384(12), 387(3-4), 391(12), 395(3), 397(2), 
399(6,8), 401(7), 402(6), 404(2-3, 9-12), 407(3,7), 
410(1,3), 413(1-2), 415(3), 422(9), 423(2), 425(6), 
426(7-8,12), 429(8-9), 430(5-6, 13-14), 432(5-6), 
434(12), 435(3), 436(5,13), 438(7), 442(3,7,14), 
443(12), 445(5), 446(6-7), 449(4, 13-14), 452(6-7), 
453(5,14-15) 
Agreement with the U.S. regarding safety on the 
Great Lakes, 352(10), 449(1) 
Assistance to Europe, 8(11-12), 17(4), 167(1-3) 
Aviation matters. See under Civil aviation. 
Colombo Plan contributions, 453(7-8) 
Combined boards, 10(7), 11(8-9), 16(12), 40(14) 
Currency exchange, 4(14), 226(12) 
East-West trade. See under East-West trade 
controls. 
Economic relations with the U.S., 252(5-10) 
Economic talks with the U.K. and the US., 
237(3), 247(4) 
Exchange rates, 275(5-6), 276(9), 338(7, 9-10) 
Food supply, 44(9), 56(1) 
Friendship, Commerce and Navigation treaty 
with the U:S., 22(8), 56(10) 
Hyde Park Agreement with the U'S., 1941, 
352(6) 
International Joint Commission (U.S.-Canada), 
352(9) 
Joint U.S.-Canadian Economic Committee on 
Trade and Economic affairs, 427(12), 
438(7,10-13) 
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Canada—Continued 
Jojnt U.S.-Canadian Industrial Mobilization 
Planning Committee, 352(6) 
Mineral production, 66(12-13) 
North American Broadcast Agreement, 246(12) 
NATO obligations, 238(6-7) 
Potato exports to the U.S., 242(3) 
Raw materials shortages, 288(3) 
Settlement of claims, 193(9-10) 
Surplus agricultural commodities, 430(4) 
Tax treaty with the U.S., 242(9), 325(9-10,12) 
Wheat questions, 238(10-11), 239(4), 246(8), 
293(9), 317(10), 403(8-11), 405(11), 418(5), 
425(3), 445(7-8), 453(12-13) 
Canadian Air Transport Board, 325(3-4), 237(12) 
Cannon, Cavendish, 160(3), 163(1), 164(1-2), 165(5) 
Cannon, Clarence, 288(4), 289(1-2), 294(3), 305(2) 
Cardon, Philip V., 430(6), 453(15-16,18) | 
Capehart, Homer E., 319(2), 400(11), 447(14) 
Carey, James, 55(10), 27(6), 136(4), 151(6-7), 186(3) | 
Carlson, Frank, 411(1)7-8), 416(7), 429(5) 
Cartels, 7(1), 9(7), 13(3), 20(1) 
Castillo Armas, Carlos, 454(10-12) 
Central Intelligence Agency (CIA), 324(1), 326(5), 
331(10), 339(10), 403(7) 
Central Rhine Commission (CRC), 23(5), 30(12-13), 
44(7), 52(6), 84:6), 71(10-11), 99(13), 101(7-8), 
416(7), 429(5) 
Ceylon. See Sri Lanka. 
Charguerard, Pau!, 35(6), 71(9-11) 
Chase National Bank, 239(3-4), 436(1) 
Chiang Kai-shek, Generalissimo, 24(17), 68(5), 86(1) | 
126(1,4), 176(2) | 
Chicago and Southern/Delta Airlines, 410(6), 420(3) 
Chile (see also under Export-Import Bank and Inter- 
national Monetary Fund), 16(16), 24(16), 63(11), 
64(12), 73(10,16), 79(8), 83(7-8), 94(9), 98(6), 
112(9-10), 114(2), 129(7), 136(8), 143(6), 144(8), 
163(6), 206(8-9), 239(9,11), 255(2), 262(6), 
270(11,13), 277(10), 281(1), 294(6-7), 298(1 1), 
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Chile—Continued 
301(3), 307(7), 319(15), 321(Sup. 1), 324(13), 
325(3,5), 326(9), 332(8), 339(4), 344(7,10), 345(8), 
352(12), 354(5), 360(5), 376(5), 377(5), 382(5), 
405(12), 407(7), 414(7), 423(5), 426(3), 430(9), 
434(12), 439(1-2,4), 457(16) 

Copper agreement with the U.S., 301(5-7), 
348(3), 358(1-3), 367(6) 

Economic Commission for Latin America, 406(2) 

Friendship, Commerce and Navigation treaty 
with the U.S., proposed, 246(6) 

Import restrictions, 285(1-3) 

Shipping rate discriminations, 253(12-13), 
423(12) 

Technical assistance agreement with the U.S., 
288(6) 

Trade with the U.S., 274(6) 

China, People's Republic of, 243(1-2), 247(7), 252(6-7), 
253(8), 261(4), 267(8), 284(11), 285(12), 309(4), 
338(1), 353(6), 355(2), 360(1-2,5-6), 361(11), 379(1), 
385(3), 387(5), 396(5-6), 401(8), 407(10), 410(1), 
415(10), 419(8), 425(7), 432(11), 436(4), 455(4) 

East-West trade. See under East-West trade 
controis. 

Famine relief, 249(5-7) 

Korean war, intervention in, 287(1,3), 288(9), 
292(10), 294(4) 

China, Republic of (see also under Surplus property 
disposal and United Nations Relief and Rehabili- 
tation Administration), 240(10), 242(1-2), 246(8), 
261(4), 266(10), 274(5), 277(8), 278(7-8), 286(5), 
294(10), 296(8), 301(8-9), 317(4), 319(15), 324(4), 
326(9), 334(5-6), 343(13), 346(1), 360(5-6), 376(5), 
382(8), 386(10), 396(5), 415(10), 422(7, 9), 431(5-6), 
438(8), 442(14), 445(17), 448(6), 450(8), 456(10) 

Aviation matters. See under Civil aviation. 

Confiscation of Japanese property, 13(18), 14(13) 

Economic Commission for Asia and the Far East, 
402(7) 
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China, Republic of—Continued 

Economic situation in, 6(15-16), 12(10-11), 
15(16-17), 21(10-11), 24(17-18), 28(1-2), 
32(10-11), 38(3-4), 50(9), 62(11-13), 65(11-12), 
69(15), 76(13-15), 86(1-2), 87(7-8), 92(3-4), 
95(1-2), 126(1-5), 137(1-2), 144(10-12), 
160(11-12), 165(7-8), 170(4-5), 176(1-2), 177(9- 
10), 201(5-8), 231(1-3) 

Exchange rates, 87(7-8), 113(8), 117(9) 

Foreign firms registration, 2(8), 12(10), 
21(10-11), 29(12), 47(11) 

Friendship, Commerce and Navigation treaty, 
2(15), 4(11), 13(8-9), 36(7-8), 72(5) 

Investment in, §7(4-7), 65(12-13), 117(9-11) 

Joint Commission for Rural Rehabilitation 
(JCRR), 301(9), 372(7) 

Land reform program, 372(7-8), 436(6) 

Lend-Lease settlement agreement with the US., 
382(10) 

Oil, 57(4-7), 71(8-9) 

Settlement of claims, 193(7-8) 

Territorial claims, 93(8-9) 

Trade, 62(13), 73(19), 76(14-15), 164(9), 194(7-8), 
215(4) 

U.S. assistance, 36(7-8), 37(16), 40(13,15), 
41(5-6), 42(3), 46(4), 59(9), 68(4-5), 92(4). 
95(1-2), 98(4-6), 102(6-7), 105(13), 109(10), 
123(10-11), 126(1-5), 137(1-3), 145(7-8), 
148(1-2), 157(9), 163(9-10), 198(10), 408(8), 
433(11), 440(6-7) 

China Area Aid Fund, 269(6) 

Ching, Cyrus S., 287(3) 

Christian Trade Union International, 365(13) 

Chrome, 281(1), 338(1), 359(5-6), 373(9), 452(12-13) 

Churchill, Winston S., 2(10), 3(3), 80(8), 338(1-2), 
341(5), 438(1-3) 

Civil Aeronautics Board (CAB), 2(6), 4(5), 12(12), 
19(2), 27(14), 30(15-16), 43(8), 63(8-10), 66(15), 
68(13), 71(6-7), 138(6), 181(8), 235(4), 237(12), 
240(8-9), 258(6-7), 263(6-7), 268(10), 271(11), 
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Civil Aeronautics Board—Continued 
273(3), 303(4), 309(10-13), 314(3-6), 320(7-9), 
344(3-6), 364(11-14), 367(4), 378(2-3,5), 383(1-2), 
400(9), 410(7), 420(3), 426(10), 441(12), 443(13), 
444(7-8), 446(11) 

Civil aviation (see also International Civil Aviation 
Organization), 2(6), 7(11), 15(13), 27(13-14), 30(15), 
37(17), 53(5), 58(4), 59(3), 61(3), 63(8), 66(15), 
73(13-15), 76(5-8), 77(7-10), 84(14-15), 85(5-6), 
91(2), 108(12), 109(11-13), 110(11), 

Africa, 206(11) 

Air Coordinating Committee (ACC), 66(15), 
76(5), 81(10- 12), 85(5-7), 88(12-13), 95(4), 
109(11), 136(9-10), 199(11), 239(5) 
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398(2), 400(11), 402(1-2), 403(1), 405(3), 407(6), 
408(10), 412(1, 4-5), 413(6), 415(2), 416(8-9), 417(1), 
418(1), 41(91), 422(1,12), 427(12), 428(1-3), 430(7, 
9), 431(11), 432(5), 434(1), 437(1), 438(1, 3), 439(15, 
20), 442(7-9) 445(4), 446(6,8-9), 447(9-10), 448(2), 
449(1, 12), 450(4-6, 10), 451(1-2), 452(6), 453(14-15), 
455(10-12), 457(13) 

Eisenhower, Milton, 414(1, 4), 416(1), 425(2), 439(2) 

Elizalde, Joaquin, 418(3) 

El Salvador, 54(11), 246(8), 277(1), 322(7), 330(7), 
332(82), 338(6), 376(5), 382(6), 400(6-7), 405(10), 
406(13), 414(1), 445(10) 

Emergency Economic Committee for Europe (EECE), 
1(13-15), 5(13), 6(8-9), 7(8), 10(17), 11(10), 12(8-9), 
16(17-18), 20(9-10), 23(16), 36(9-10), 38(13), 
43(14-17), 47(12), 51(4), 52(5), 58(1,14-15), 63(3), 
68(5-7), 76(17), 98(17), 101(8), 108(8-9) 

Emergency Food Reserve Unit (EFRU), 406(2) 

Employment (see also Full employment proposals 
under United Nations Economic and Social 
Council), 1(12), 3(1-2), 10(13), 25(1-4), 26(1), 29(1), 
31(7-9), 58(16), 67(1), 68(1-3), 70(4-5), 77(1), 86(12), 
200(6), 237(6-9), 240(5) 

Erhard, Ludwig, 435(12-13) 

Erhardt, John G., 30(14), 37(1-2), 58(13), 79(12), 

111(1), 124(2) 

Eritrea, 344(10) 

Erkin, Feridun C., 452(2) 

Estonia, 414(8) 

Ethiopia, 54(9), 55(8), 60(12), 129(6), 139(8), 277(7), 
302(6), 312(10), 317(4), 319(15), 324(4), 359(11), 
446(3, 5) 
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Ethiopia—Continued 
Defense Installations Agreement with the U.S., 
446(3) 
Mutual Defense Assistam: e Agreement with the 
U.S., 446(3) 
Treaty of Amity and Economic Relations with the 
U.S., 1953, 318(14-15), 400(1), 418(8-9), 446(3) 
U.S. economic and technical assistance, 440(8), 
446(3-5) 
Ethiopian Airlines, 446(5) 
Europe (see also under United Nations Relief 
and Rehabilitation Administration): 
Coal supply, 2(1), 4(1-4), 6(6-8), 8(6-7), 10(8), 
11(10) 
Relief, 1(1-3, 7-8), 2(5-6), 5(10-13), 8(11-12), 
13(6), 17(4) 
European Agricultural Pool, proposed, 308(1-4), 
350(1-3), 377(4), 401(4-5) 
European Broadcasting Union meetings: 
1946, 55(2-3), 59(10), 70(17), 72(12) 
1948, 159(11-12), 163(8), 166(8), 168(8-9), 169(7) 
European Central Inland Transportation Organiza- 
tion (ECITO), 1(14-16), 6(9), 7(8), 8(14), 11(11), 
13(4), 14(10), 15(10), 17(11), 18(2), 19(7), 23(13-14), 
26(8), 30(12-13), 31(11), 33(16), 34(3), 37(1), 38(8-9), 
51(4), 56(12-13), 61(12-13), 63(3,15), 67(12), 68(5-7), 
78(6-8), 79(5-6), 84(8-9), 86(10), 87(15-16), 
96(14-15), 98(17), 101(7), 102(5), 105(9), 108(8), 
110(11), 429(6) 
European Clearing Union, proposed, 238(4), 240(2-3) 
European Coal and Steel Community, 250(8-9), 
254(1-5), 263(1-4), 271(1-6), 275(1-2), 278(1-4, 8), 
280(8), 284(5-11), 290(6-7), 291(8), 297(5), 298(1), 
302(10), 304(2), 308(2), 310(2), 322(8, 11), 324(7-8), 
346(1), 350(1), 359(9), 365(13), 367(11-12), 376(1,3), 
377(1-4), 382(1), 384(3), 387(2), 391(7), 395(3-8), 
401(4-5), 404(4,8), 410(7-11), 416(7), 423(10-11), 
426(5), 429(5), 435(5-10), 440(10-11) 
Reports of High Authority of, 390(2-9), 423(6) 
U.S. loan to, 440(1-12) 
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European Coal and Steel Community—Continued 
U.S. policy toward, 372(2), 390(2-3, 9), 395(4, 7), 
435(9) 

European Coal Organization (ECO), 1(14-15), 2(10), 
4(10), 4(3-4), 5(7), 6(6-8), 7(8), 8(5-7), 10(2), 
11(10-12), 18(2), 23(15-16), 28(7, 11-12), 31(17), 
51(1-2), 63(3), 66(11), 67(11), 68(3, 5-6, 11), 75(9), 
86(8-9), 91(1-2), 92(1-2), 96(7), 98(17), 101(6-7) 

European coal shortages, 322(8-12), 351(4), 357(10), 
362(5-8) 

European Commission of the Danube, 407(3-5) 

European Common Market, 390(3-5), 395(3), 435(6-7) 

European Conference of Transport Ministers, 429(5-7) 

European Conference on the Organization of 
Agricultural Markets (Green Pool), 447(12-13) 

European Customs Union, 230(4-6) 

European Customs Union Study Group, 285(7-9) 

European Defense Community, 367(11), 391(6-7), 
401(5), 404(4), 420(5-6), 435(5, 9), 450(3-4) 

European economic integration, 242(2-8), 247(1, 4), 
254(2-4), 255(5), 260(1), 262(2), 274(8), 308(4). 
350(1-3), 367(11), 404(4) 435(5) 

European econo ‘ic situation, 375(7-12) 

European Inland Transportation Conference, 1945, 
8(7), 11(10), 12(9), 14(10) 

European Inland Transportation Organization 
(EITO), 11(11), 12(9), 37(14) 

European labor mobility, 236(2-4) 

European migration, 262(5-6), 270(11-13) 

European overpopulation, 345(4-5) 

European Payments Union (EPU), 247(1-4), 254(4), 
257(1), 260(1-5), 262(1, 3), 268(11), 270(1), 272(2, 4, 
7), 276(9), 280(1-4), 284(4), 285(5), 291(5-6), 
293(1-3), 297(1-4), 304(3-5), 306(8), 308(6), 313(7), 

318(1-7), 321(7), 322(1), 330(3), 339(1-2), 340(5-7), 

343(6), 347(10), 351(1, 3-4, 8), 355(1-2), 359(1,3), 
362(1-3), 368(5), 373(4-7), 375(8), 376(5), 382(2), 

387(2-3), 396(6), 398(1), 399(6-8), 401(10), 402(1-4), 
404(4), 406(14), 413(4-5), 420(8), 424(11), 433(18), 
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European Payments Union (EPU)—Continued 
434(4), 435(13), 439(13-14), 442(1-2, 4, 12), 447(5), 
451(17) 
Reports of, 423(10-11) 
US. policy toward, 351(3), 402(1), 420(8), 447(9) 
European Recovery Program (ERP), 104(1-5), 114(10), 
118(1-4), 122(1-3), 123(4-6), 124(4-6), 135(5-6), 
138(7-12), 142(2-6), 145(2-4), 147(13-15), 148(1), 
149(7-10), 162(3-7), 167(1-3), 171(8-10), 172(8-9), 
200(7-9), 239(8,11), 246(1-2), 253(9), 259(8), 
260(2,7), 264(8), 272(2), 274(4, 8), 276(1), 278(9), 
287(13), 289(7), 290(8-10), 291(7-8), 294(14), 
301(10), 306(1), 307(5), 318(1-2), 323(5), 347(11), 
351(5), 364(5), 371(2), 387(3), 388(10), 400(5), 
414(8), 429(6), 452(3) 
Allocations, 44(8), 151(4-6), 154(6-9), 155(8), 
189(5), 190(5) 
Bilateral agreements, 157(6-10) 
Czechoslovakia, 127(1-2) 
France, 154(7-8), 237(4) 
Germaiy, 106(4-8), 108(3-5), 133(1-3) 
Hearings on, 189(5-8) 
Italy, 107(1), 154(8-9) 
Paris Conference, 1947, 117(1-4) 
Reaction to proposal, 104(1-5), 112(5-6), 114(10), 
142(4-6), 166(5-6), 179(6-8) 
United Kingdom, 154(8), 241(6) 
European Regional Broadcasting Organization, 
241(8), 242(10) 
Executive Committee on Economic Foreign Policy 
(ECEFP), 1(6-7, 17-18), 2(12), 4(12-13), 7(1, 6, | 
10-11), 10(19), 11(8), 16(3, 15-16), 22(11), 25(7-10), | 
26(6), 31(9,14), 32(14-15), 33(14-15), 40(11), 92(15), | 
104(12), 105(12), 127(7-10), 150(5-7), 154(2), 
190(8-9) 7 
Export-Import Bank, 13(3), 14(4-6), 18(9), 20(12-14), 
21(6-7, 13), 22(1), 23(9-11), 24(18), 25(12), 27(3), 
28(1-2), 29(7), 32(1-2), 34(8), 42(4-6), 45(11), 46(1-4), 
47(1), 55(8-9), 56(9), 70(5), 87(8-9), 137(8-9), 161(4), 
176(8-11), 207(2-6), 225(6-8), 235(8), 238(8-9), 
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Export-Import Bank—Continued 
239(3-4,10), 245(6), 250(5-8), 272(3), 279(3), 286(3), 
296(5,10), 305(1, 6-7), 306(1, 4), 307(3, 5), 316(1), 
317(4), 321(Sup. 4), 324(1), 333(9), 347(8), 357(3), 
375(1), 388(10), 390(11,14), 404(3), 409(4-5), 433(8, 
16), 435(2), 439(3, 5), 441(14), 445(12), 449(8), 
454(8-10), 457(3,6) 

Afghanistan, 211(1-3), 390(1-2), 451(13) 

Argentina, 250(2), 255(1-3), 264(10), 280(4-5), 
383(11), 423(13) 

Australia, 266(1) 

Austria, 71(11), 87(3), 108(11), 110(13), 137(8), 
364(7) 

Belgium, 127(4-5), 351(8) 

Bolivia, 87(8), 243(8-9), 264(12), 381(2), 416(2), 
425(2) 

Brazil, 87(9), 96(19), 254(7), 264(10-12), 280(4-5, 
7), 361(1-2), 380(1-2), 386(2), 394(10), 396(3), 
402(5), 419(4), 452(8-9) 

Canada, 125(11-12) 

Chile, 126(11), 223(7-8), 264(11-12), 280(4-5), 
326(9) 

China, Republic of, 36(7-8), 41(5-6), 42(3), 326(9) 

Colombia, 264(11-12), 280(4-6) 

Cuba, 280(6) 

Czechoslovakia, 67(3) 

Ecuador, 215(2-3), 264(11,13), 280(4-7) 

Egypt, 280(4-6) 

Ethiopia, 137(8), 446(3,5) 

European Coal and Steel Community, 
440(10-11) 

Finland, 83(7), 87(8), 95(5), 168(3), 454(1) 

France, 137(8), 157(5), 418(6-7), 423(13) 

Germany, Federal Republic of, 360(10), 435(12) 

Greece, 67(3) 

Guatemala, 264(13), 280(6) 

Haiti, 137(8), 264(13) 

Hungary, 93(15), 110(3) 

India, 211(1,3) 
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Export-Import Bank—Continued 
Indonesia, 241(3), 253(5), 280(4-6), 348(12-13), 
371(2), 429(10), 453(8) 
Iran, 264(1-3), 275(7-8), 280(4-5), 448(15) 
Israel, 186(4-5), 280(6) 
Italy, 81(1), 87(8), 110(13), 119(2-3), 129(4) 
Japan, 148(3), 291(1-2), 404(10), 427(1,3) 
Latin America, 225(6-7), 264(10-13), 280(5-6), 
414(4), 439(1) 
Liberia, 280(6) 
Mexico, 79(4-5), 91(4), 97(14), 128(6), 212(9-10), 
264(10-11, 13), 265(9), 280(4-7), 347(2) 
Middle East, 225(8), 409(9) 
Netherlands, 137(9) 
Nicaragua, 280(6) 
Norway, 91(17) 
Pakistan, 130(5), 211(1-2), 372(14) 
Panama, 280(5) 
Peru, 264(13), 280(4-5, 7) 
Philippines, 384(7), 429(10), 453(8) 
Poland, 68(11) 
Portugal, 371(6), 397(9) 
Reorganization of, 447(13-15) 
Saudi Arabia, 71(7), 280(4-5) 
Southeast Asia, 243(11) 
Spain, 287(12-13), 303(4-6) 
Thailand, 453(8) 
Turkey, 93(2), 94(16), 95(5) 
U.S. policy toward, 5(5-6), 6(11), 7(10), 9(11), 
10(2, 4), 19(13), 21(7), 35(14-15) 
Uruguay, 280(6-7) 
Venezuela, 264(11, 13), 327(5, 8) 
Yemen, 280(7) 
Yugoslavia, 244(6-9), 251(6-8), 265(1-2), 
280(4-7), 395(12), 456(6-8) 
Export controls. See East-West trade controls. 
Extraordinary Radio Administrative Conference 
(EARC), 264(4-6), 267(6-7), 313(9-12), 318(11-13), 
335(1-4), 339(10-11), 342(6-7), 389(13) 
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Falck, L. James, 22(13-14), 56(14) 

Falkland Islands, 280(7) 

Far East, 11(3-4), 17(7), 338(i-2), 425(6-10) 

Far Eastern Advisory Commission (FEAC), 17(10-11), 
18(7), 26(10), 27(5-8), 28(12) 

Far Eastern Commission (FEC), 33(6), 35(5), 37(6), 
38(11), 45(2-4, 10), 47(9-10, 14), 50(4), 59(1-2), 
60(4-6), 65(16), 67(1-2), 69(3), 70(14), 78(15), 84(1), 
85(8), 86(14), 91(5), 94(10), 107(5), 126(5-6), 
133(12- 13), 181(9-10), 200(10-11), 219(5), 256(9) 

Farm Bureau Federation, 451(1) 

Faure, Edgar, 452(15) 

Federal Communications Commission (FCC), 10(17), 
17(8), 30(16), 49(3-4), 288(11-12), 298(7-8), 
399(10-11), 345(9-10), 352(10), 359(12) 

Federal Reserve Bank, 254(9), 433(18), 435(3) 

Federal Reserve Board, 268(1), 314(1st Sup. 2, 7), 
320(Sup. 3), 441(2), 442(6), 445(12), 452(8, 10) 

Federal Supply Service (FSS), 266(2-3) 

Federal Trade Commission, 365(1-5), 366(8-9), 
397(11), 403(5) 

Ferguson, Homer, 364(10) 

Ferrous scrap arrangements. See under individual 
countries. 

Figl, Leopold, 39(6-7), 56(1), 75(2), 109(9), 124(2), 
128(2), 364(4-7) 

Finland (see also under East-West trade controls, 
International Monetary Fund, and Reparations), 
6(14), 11(16), 23(9-10), 27(8), 39(16), 45(7), 54(5), 
55(8), 85(2), 87(10), 110(9-10), 173(11), 196(10), 
276(4), 280(11), 311(6), 317(15), 325(10), 330(2), 
360(5), 375(7), 382(5), 405(2), 412(9), 422(10), 
423(5), 426(3), 428(4), 429(6), 434(12), 441(6), 
442(15), 450(6), 454(1) 

Commercial treaty with the U.S., 1934, 418(8-9) 

Economic situation in, 419(6-8), 454(1-5) 

Mutual Assistance Pact with the Soviet Union, 
1948, 379(2) 

Peace treaty, 1948, 379(2) 
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Finland—Continued 

Trade agreement with People's Republic of 
China, 379(1) 

Trade agreement with the Soviet Union, 
379(1-3,5) 

Trade with Soviet bloc, 379(1-5), 419(7-8) 

U.S. economic assistance, 454(1, 4-5), 457(16) 

U.S. policy toward, 379(1-5), 438(8), 454(1) 

Finletter, Thomas K., 242(11) 

Finletter Commission, 1947, 242(11) 

Fisheries, 16(6-7), 20(8), 177(13) 

Fleming, Lamar, 422(12) 

Food and Agricultural Organization (FAO), 10(17), 
15(10-11), 16(17), 20(7-8), 33(1-3), 43(15-16), 47(12), 
48(10), 49(6-7), 53(11), 55(15), 60(9), 66(4, 11), 67(4, 
11), 69(4), 71(1-3), 72(1-2), 73(8-9), 75(1-2), 125(10), 
134(2), 188(8), 195(9), 200(5-6), 224(8-9), 242(1-2), 
254(10), 271(7), 276(4), 260(9-10), 285(10-11), 
288(7), 308(4), 311(2), 313(7), 325(3, 8), 329(1), 
337(1-5), 344(9-10), 346(6), 355(1), 357(6-7), 
362(11), 363(13, 16-17), 368(4), 372(2-3), 374(15), 
379(10), 381(8), 383(5, 12), 386(1-2), 394(11), 401(3), 
402(6), 406(1-3), 407(9), 410(2), 415(4), 424(14), 
425(6-7), 428(5), 432(9), 436(5), 438(5, 8-9), 
453(15-18), 456(8), 457(7, 18) 

Commodity problems, 444(9-11), 453(1 7) 

Council meetings, 406(1), 416(3-5), 453(15-18) 

Famine Relief plan, proposed, 406(1-3), 416(4) 

Meetings: 1st, 3(15), 4(4), 8(5), 10(17), 11(13), 
35(5), 36(4), 38(14); 3d, 1947, 112(11-13), 
120(11-12), 123(12); 4th, 1948, 176(13-14), 
180(9-11); 5th, 1949, 211(8-11), 232(7-9); 6th, 
1951, 372(2); 7th, 1953, 406(3), 430(4-6) 

Surplus food disposal, 430(4), 438(8-9), 
444(9-10), 453(17) 

U.S. policy toward, 416(4), 430(4) 

Food and Drug Administration (U.S.), 445(14) 

Ford Foundation, 344(9), 381(9), 391(11) 

Food controls, Europe, 5(1-13), 6(8-9), 8(5-7), 12(8-9), 
16(17-18) 
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Food crisis, world, 1946, 34(8), 35(3-5), 36(9-11), 
37(18-19), 38(11-14), 39(15-17), 40(13-14), 41(8-10), 
42(14-17), 44(8-11), 45(9-10), 47(11-17), 48(10), 
49(6-7), 51(11-15), 53(11), 60(9), 67(5-7), 73(9), 
84(5-7), 91(9-14), 98(9-12), 100(15), 112(11-13), 
115(3-6), 122(5-6), 142(12), 205(3-5), 211(8-9) 

Foreign Agricultural Service (FAS), 457(17) 

Foreign Bondholders Protective Council, 243(9), 
244(9), 265(1) 

Foreign Economic Administration (FEA), 4(15, 18), 
5(16), 6(3), 7(4), 8(15), 10(3), 11(8-9), 13(11), 14(7), 
16(15), 17(2), 18(13-15) 

Export controls, 5(15-16), 13(3, 9), 82(17) 

Food programs, 3(10), 6(8), 7(6), 8(7), 14(3), 18(3) 
Iberia, 2(14) 

Philippines, 2(13-14), 8(13) 

Rubber, 3(11), 12(6) 

Foreign Exchange Retention Quota Schemes, 267(3-6) 

Foreign Ministers’ Meetings (U.S.-U.K.-France), 
290(3-5), 298(1-3), 302(8), 324(5-6, 8), 367(11), 

369(5) 

Foreign Operations Administration (FOA), 420(8), 
424(2), 425(1), 427(4), 432(1), 436(4), 437(1), 440(9), 
446(5), 449(10), 450(10-11), 451(14-15), 454(5), 
455(2), 456(7) 

Foreign Supplies and Requirements Committee 
(FSRC), 296(5-6), 316(1) 

- Formosa. See China, Republic of. 

Foster, William C., 281(7), 286(5-6), 289(3), 290(2), 
300(8-9), 315(4), 384(7) 

Fowler, Henry H., 388(8) 

France (see also under East-West trade controls, Inter- 
national Monetary Fund, Motion pictures, Oil, and 
Surplus property disposal), 258(5), 260(2, 12), 
261(9), 262(5-6), 263(4), 267(1, 4-5), 268(2), 272(7), 
273(6-7), 276(8), 277(1-2, 5), 278(5), 280(10-11), 
281(9), 282(4-5, 10), 284(9), 285(3, 5, 8-9), 287(5), 
289(8-9), 290(8-9), 291(7), 292(9-10), 294(6-7), 
301(3-4), 302(6), 303(10-11), 304(7-9), 307(4), 311(3, 
7), 319(15), 322(7, 11), 324(13), 325(3), 327(6), 
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France—Continued 
329(1, 4), 332(1, 8), 337(1, 3, 9), 344(7, 11), 347(6), 
348(4, 10), 349(1), 350(11), 352(13), 353(5-6), 354(8, 
10, 12), 356(9), 357(11, 13), 359(8, 11), 360(5), 
362(1-2), 363(16), 367(7), 368(2-3), 369(11), 371(5), 
372(13), 384(7, 12), 386(1), 389(2), 394(5), 399(9), 
401(3, 5), 402(10, 12), 406(12), 407(3-4, 8), 409(8), 
10(1, 3, 8), 412(7), 414(7-8, 10), 418(6-7), 422(9), 
423(13), 424(14), 326(8, 13), 428(4), 429(5, 7), 
430(5-6, 13-14), 431(5-6), 436(13), 437(3), 438(9), 
442(4,14), 444(14), 446(2), 447(5, 13), 448(6), 
449(13), 450(6, 8), 455(8), 456(10) 
Abrasives agreement with Germany, 259(8-10), 
262(4), 271(9), 444(11) 
African transport problems, 244(10) 
Air transport agreement with the U.S., 277(6), 
283(3), 286(4), 298(4-6), 303(3-4) 
Aviation matters. See under Civil aviation. 
Assets in the U.S., 15(13-14) 
Assistance to, 64(6-7), 73(11), 96(5-7), 121(1-4), 
122(1-2), 132(8-11), 140(9), 154(7-8) 
Coal supply, 4(2), 10(2), 41(1-2), 45(12), 49(12), 
96(7), 152(6-7), 176(2-5), 322(9), 362(5-8) 
Credits to, 16(2-3), 33(9-10), 43(1-2), 46(1-4), 
173(5) 
Commodity arrangements, 290(1-2), 315(1) 
Communist strength in labor unions, 317(7-9) 
Currency exchange, 4(12-13), 135(2-3), 144(9-10), 
174(4-6), 221(7-8), 226(8) 
Customs union with Italy, 132(2-3), 188(4-5), 
196(7-8) 
Devaluation, 28(9), 72(2-3) | 
Discrimination against U.S. shipping, 423(13) 
Economic situation in, 10(1-2), 16(1-2), 22(1-4), 
24(8), 25(12), 35(13), 37(10), 40(1), 41(1-3), 
46(15), 54(8-9), 59(14), 66(8), 72(2-5), 86(3-5), 
105(1-4), 110(3-4), 115(1-2), 133(5-6), 
144(9-10), 164(6-8), 174(4-6), 184(4-5), 
193(9-10), 237(4-5), 331(1-?°, 343(4, 6), 
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France—Continued 

Economic situation in—Continued 
368(5-9), 375(7-11), 399(6-8), 401(7), 404(2), 
452(14-18) 

Economic talks with the U.S., 22(1-4), 37(8-10), 
40(1), 41(1-3), 43(1), 399(6-8) 

European Coal and Steel Community, 254(1-5), 
263(1-4), 275(1), 278(1-3), 284(5-11), 290(6-7), 
302(10), 367(11-12), 390(3, 6), 395(3-4, 6-7), 
410(8-10), 435(6-7) 

European Payments Union, 280(1, 3), 293(1), 
318(7), 331(1), 340(5), 343(6), 351(3), 373(4), 
402(2-3), 423(10), 442(2) 

Food supply, 38(12), 39(15-16), 40(13), 41(8-9), 
72(4-5), 91(13-14), 96(6-7), 115(4), 121(1-2), 
124(1-2) 

Friendship, Commerce and Navigation treaty 
with the U.S., proposed, 246(4-5), 302(8) 

GATT negotiations, 330(2, 6), 338(5), 342(8), 
$46(1), 376(2-3), 382(4, 6), 395(1), 412(5), 
423(6), 426(3-4), 434(12), 442(7) 

General Confederation of Labor, 415(10), 424(15) 

Korean situation, 279(9) 

Laber situation, 131(5-6), 220(4-6) 

Lend-lease Settlement Agreement with the U.S., 
382(9-10) 

Monnet Plan, 86(4-5), 96(6-7), 114(7) 

Oil cartels, policy regarding, 403(6) 

Palestine refugee problem, 235(6-7) 

Raw materials shortages, 284(1-3), 288(1-3) 

Restrictive trade associations, 242(7) 

Rubber Study Group, 254(10), 443(12) 

Soviet trade proposals, 405(2) 

Tax relief agreement with the U.S., 349(7) 

Tax treaty with the U.S., 242(9) 

Telecommunications, 242(1i0) 

Trade, 6(12), 7(4), 15(12-13), 24(8), 50(2-3), 
64(14), 66(8), 86(5), 89(5), 100(9), 106(11), 
151(11), 178(2), 207(1-2), 222(1-3) 
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France—Continued 
U.S. economic and financial assistance, 237(4), 
278(9), 331(1-2), 342(1, 4-5), 343(14), 384(2), 
399(8), 408(8), 457(16) 
Wheat allocations, 238(11), 246(8), 293(9), 
403(8, 10-11), 405(11), 445(8) 
Wool allocations, 274(1), 276(3-4), 318(9), 384(5) 
Francis, Clarence, 457(16), 438(5) 
Franco, Francisco, 239(3), 365(13) 
Franks, Sir Oliver, 121(6), 133(2-3) 
Frazer, Gordon, 369(9) 
Freedom of Information Convention, proposed, 240(7) 
Frelinghuysen, Peter H.B., 445(4), 449(2) 
French Africa, 319(15) 
French Union, 313(9) 
French West Africa, 330(7), 376(5), 452(4) 
Friends Service Committee, 288(7) 
Fulbright, J. William, 361(10), 455(2) 


Gaitskell, Hugh T.N., 276(2), 322(1-2), 328(1), 332(1) 

Galbraith, J. Kenneth, 32(13), 46(6), 51(2), 60(2), 
74(17) 

General Agreement on Tariffs and Trade (GATT), 
133(13-15), 144(4), 146(3), 158(5-6), 163(4-6), ! 
176(7- 8), 178(7-9), 215(4), 256(3), 261(7), 263(4), ! 
265(4), 275(2), 278(4), 281(6), 284(8), 285(9-10), 
286(8), 288(13), 289(5), 295(5), 298(11), 302(8-9), 
307(8), 309(6-8), 311(4-5), 312(5), 326(6), 338(6), 
347(10), 352(5-6,11) 356(2), 363(13), 370(10), 376(6), 
384(10), 387(3), 398(3), 406(15), 413(8-9), 416(5, 9), 
421(5), 422(8), 428(2, 4), 436(5), 434(4), 435(9), 
439(6), 440(16), 442(7), 444(3), 446(7), 447(8), 
449(12), 452(7), 453(7), 455(10, 14-15), 457(5, 12) 

Balance of payments problems, 278(8), 285(4), 
330(4), 376(1), 382(1, 4-5), 423(5-6), 426(3-4), 
448(1, 4), 451(3-4) 

Belgian restrictions on dollar imports, 330(1, 
3-4), 346(1), 376(1,4-5), 382(1-2), 397(2) 

Brazilian internal taxes, 376(5), 382(4) 

Chilean restrictions on dollar imports, 376(5) 
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General Agreement on Tariffs and Trade 

(GATT)—Continued 

Chinese representation question, 243(1-2), 
278(7-8), 376(5) 

Conference at Torquay, 1950, 255(5), 261(8), 
262(5), 269(1-2), 272(5-6), 277(1-5), 285(1), 
301(1-4), 321(7) 

Convertibility questions, 441(3) 

Cuban negotiations regarding modification of 
certain duties, 376(5), 382(6) 

Czechoslovakia, 241(1), 243(1-2), 309(6), 
316(9-10), 322(3-4), 330(1-2) 

Escape clause, 255(4), 276(7), 277(4-5), 285(3), 
322(7), 330(1-2, 4-6), 338(4-6), 351(5), ' 
356(12-13), 370(4), 376(5), 382(3), 395(2), 
412(1, 3), 423(5), 426(2) 

European Coal and Steel Conimunity Waiver, 
376(1, 3), 377(1, 3-4), 382(1, 4), 390(2-3), 426(5) 

French tax on imports and exports, 426(3) 

French West African schedules, 376(1) 

Greek complaint regarding U.S. export subsidy 
on raisins, 376(5) 

Greek contribution tax, 376(5) 

Greek tariff concessions, 426(3) 

International Chamber of Commerce resolutions, 
376(1, 3), 382(5-6) 

Japanese accession, 376(1-2), 382(1, 5), 395(1-3), 
396(8), 400(3), 412(5), 423(1-3), 426(1-2), 
427(6), 434(11-12), 438(11), 445(2-3), 448(1-3), 
455(3) 

Libyan products in Italy, treatment of, 376(5), 
382(6) 

Most-favored-nation provisions, 382(1) 

Netherlands’ reduction of imports of U.S. wheat 
flour, 382(1-2), 388(2), 406(6), 412(2), 426(2) 

New Zealand’s special exchange agreements, 
376(5) 

Nicaragua-E] Salvador free trade area, 376(5), 
382(6) 

No new preference rule, 391(4-5) 
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General Agreement on Tariffs and Trade 

(GATT)—Continued 

Review of, 488(1-2, 4), 451(1-5) 

Sessions: Ist, 1947, 119(1-2), 122(10), 
126(14-15); 2d, 1948, 169(5-7); 3d, 1949, 
195(3-6), 201(1-3), 206(5-9), 213(2-5), 217(5-8); 
4th, 1950, 241(1-2), 243(1-3), 249(1-5), 
272(5-6); 5th, 1950, 272(5), 277(1, 3), 278(7-9), 
285(1-6); 6th, 1951, 322(3-7), 330(1-7), 360(4), 
364(9), 367(12), 382(1, 5-6); 7th, 1952, 346(1), 
376(1-5), 382(1-6), 404(5), 406(6), 423(1, 5), 
426(6); 8th, 1953, 423(1-6), 426(1-6), 
434(11-12), 442(7); 9th, 1954, 426(6), 448(1, 4) 

Tariff proposals, 376(1-2), 382(6), 426(4-5), 
447(6), 448(3-4) 

Union of South Africa-Southern Rhodesia 
customs union, 376(5), 382(6) 

Union of South African import controls, 278(9), 
346(1) 

United Kingdom: Import restrictions, 342(7-8), 
343(1), 346(1), 356(12-13); preferences, 
423(1,3); purchase tax, 376(5), 382(4) 

U.S. export subsidy on raisins, oranges, and 
almonds, 382(3), 423(1, 4), 426(1 ,3) 

U.S.-Haitian consultations, 376(5) 

U.S. policy toward, 242(1), 254(8-9), 255(7), 
272(4), 279(3), 283(1-2), 295(3), 297(11), 
316(9-10), 322(3-7), 330(1-7), 376(1-5), 
382(1-6), 411(9), 412(5), 413(2), 419(2), 
423(2-3), 431(11), 433(2-3), 434(11-12), 435(4), 
438(11), 440(12), 442(6), 445(1-3,14), 446(6), 
448(2), 449(1,3,14), 450(5), 451(1-6) 

U.S. restrictions on imports of dairy products, 
dried figs, and shelled filberts, 330(1-3), 
346(1), 351(5-7), 364(9), 376(1, 4), 382(1-2), 
388(1-2), 406(6), 412(2), 423(1, 4-5), 425(10), 
426(1-3) 

U.S. withdrawal of concessions to China, 
260(8-9), 322(3-4) 

U.S. wool tariff, 384(7) 
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General Services Administration (GSA), 287(4), 
289(3), 326(10), 334(4), 341(6), 346(2-4), 351(7), 
353(12), 381(2), 419(9), 427(10), 434(6), 439(18), 
452(11, 13) 

Geneva Convention on Road Traffic, 313(7) 

George, Walter F., 42(12), 184(6), 422(12), 
433(7,10,12,16) 

German Democratic Republic (East Germany), 
269(3-4), 311(6), 334(1), 343(2-4,7), 353(6), 356(7), 
373(14), 374(8), 375(12, 14), 401(8), 412(7, 9), 
414(6, 8), 417(7), 422(9), 439(8) 456(11) 

Economic situation in, 436(9-12) 

Socialist Unity Party (SED), 385(4,7) 

Sovietization of economy of, 385(4-8) 

Germany, Federal Republic of (West Germany) (see 
also under East-West trade controls, International 
Monetary Fund, Surplus property disposal, and 
United Nations Relief and Rehabilitation 
Administration), 260(2), 262(8), 263(4), 267(3-4), 
268(2), 272(5), 274(8-9), 276(4), 277(1, 4), 280(9), 
282(4-5), 285(8-9), 289(9), 290(8), 291(6), 293(8), 

 294(2, 6-7), 295(7), 298(10-11), 301(3-4), 304(4), 
306(7), 307(4), 309(1), 311(1), 318(8-9), 322(1-2), 
324(13), 325(1), 327(6), 332(8), 347(10), 348(4), 
349(2), 350(2, 11), 353(5-6), 359(8), 360(5, 10), 
361(9), 367(7), 368(11-12), 380(11), 383(11), 384(5), 
389(2), 393(6), 394(1), 401(5), 404(8), 405(10), 
407(4), 409(8), 410(18), 412(7-8), 414(8, 10), 419(7), 
428(4), 429(5), 430(5), 431(5-6), 435(12), 437(3), 
439(8), 442(14-15), 443(12), 444(14), 445(16-17), 
449(13), 450(6), 456(6) 

Allied Control Council (ACC), 2(4-6), 3(5), 7(5), 
10(1-2), 12(2), 13(3, 12), 14(8-9), 16(8, 10-11), 
18(1-2), 20(2), 21(3), 23(4-5), 24(11), 25(6-7), 
26(8), 27(3), 28(7-8), 31(5-6), 32(6-7), 37(1), 
43(2), 58(2), 61(6), 62(3-4), 64(1-2), 68(8), 
311(6) 

Allied High Commission,254(1-2), 255(4-7), 
257(4-6), 261(2), 265(2, 5-6), 267(8), 272(5-6), 
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Germany, Federal Republic of—Continued 

Allied High Commission—Continued 
277(4), 298(1-3), 324(5, 8, 11), 326(3), 341(9), 
373(12), 391(6), 393(9), 450(2-4) 

Aviation matters. See under Civil Aviation. 

Bizonia, 100(1-2), 101(1), 104(5-6), 113(5), 
115(13), 130(2-4), 133(3-9), 134(7), 145(14), 
171(6-7), 261(2-3) 

British policy toward, 61(5-6), 73(1-3), 76(1-4), 
96(8-10), 104(5-6), 133(1-3), 135(4-5), 147(1-2), 
235(1-2), 257(3), 261(2-3), 265(5-6), 298(2-3), 
324(7) 

Broadcasting services, 229(2-3), 231(5-6) 

Coal production and supply, 4(2-4), 7(5), 11(12), 
18(3), 19(7), 20(9), 28(6), 33(5), 40(5), 44(5-6), 
45(12-13), 46(5-6), 51(1-2), 56(3-4), 65(2-3), 
66(11), 75(8-9), 91(1-2), 108(2-3), 117(4-5), 
118(4-5), 152(6), 322(9-11), 362(5-8) 

Commercial treaty with the U.S., 1953, 
411(9-10), 418(8), 440(16), 450(10), 454(7) 

Contractual Agreements, 324(5-8), 391(6-7), 
412(7), 450(1-3) 

Convertibility policy, 447(5) 

Currency exchange, 82(4), 226(9) 

Danube Convention, 245(1-2), 

Dawes Plan bonds, 369(7) 

Debt settlements, 290(3-5), 306(10-12), 324(10), 
336(7-8), 369(4-7), 373(10-11), 392(8-9), 
398(9-10), 427(6), 435(13), 455(6) 

Decartelization and deconcentration programs, 
43(10), 87(6), 156(5-6), 324(6-7) 

Delivery of war materials and industrial 
equipment, 3(3-4), 14(10), 17(12-13) 

Dismantling program, 64(1-2), 146(1), 166(3-4), 
186(1-2) 

Disposition of former Nazi held property, 49(2) 

Double tax. ‘~n convention with the U'S., 
449(5), 450(10) 

Economic and financiai situation in, 3(12), 6(14), 
7(1), 13(4), 14(9), 16(8-9), 17(12-14), 21(1-3), 
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Germany, Federal Republic of—Continued 

Economic and financial situation in—Continued 
24(13), 25(5-6), 34(5-7), 37(8), 40(4), 45(13-14), 
62(3-4), 76(1-4), 96(8-10), 180(2-8), 343(2,4-5), 
375(8-10), 385(2-3), 401(7), 435(11-15), 
439(12-14) 

European Coal and Steel Community, 254(5), 
263(1), 275(1), 278(1-2), 284(6, 9), 290(6-7), 
297(5), 298(1), 302(10), 322(11), 367(11-12), 
390(3, 5), 395(3, 5-7), 410(8-10), 435(7), 440(12, 
16) 

European Payments Union, 280(1-4), 293(1-2), 
297(1-4), 318(1-2, 4), 402(3), 413(4), 423(10), 
435(11, 13), 442(1-2) 

External assets (see also under individual 
countries), 13(12-18), 16(10-11), 19(14-15), 
20(2), 23(3-4), 24(11-12), 28(3-5, 7-8), 39(18), 
41(4-5), 42(2), 43(8-9), 46(11-14), 83(3-4), 
373(10-14), 393(8-11) 

Ferrous scrap arrangements, 334(3-5) 

Food supply, 6(9), 35(3-4), 37(8), 40(14), 51(12), 
56(17), 72(17-18), 73(2-3), 76(4), 86(6), 
89(10-11), 93(1-2), 105(7-9), 124(2-3), 135(3-4) 

Foreign interests in, 180(2-8) 

Foreign investments, policy regarding, 257(2-3) 

French policy toward, 58(1), 61(5-6), 63(14), 
64(9), 65(1-2), 96(8-10), 113(6-7), 133(3-5), 
265(5-6), 298(1-3), 324(7) 

Friendship and Consular Rights treaty with the 
U.S., 1923, 411(9-10), 418(8-9), 440(16), 
454(5, 7) 

Friendship, Commerce and Navigation treaty 
with the U.S., 1954, 454(5-7) 

GATT negotietions, 241(1-2), 243(1), 269(1), 
285(5), 330(2, 7), 376(3), 382(3-4), 411(9), 
426(3), 434(12), 442(7) 

International Wheat Agreement, accession to, 
238(10-12), 246(7-9) 

Joint Export Import Agency (JEIA), 261(2-3) 

Labor movement, 365(2) 
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Germany, Federal Republic of—Continued 

Level of industry, 29(9), 30(14), 31(5-7), 32(6), 
38(1-2), 39(1-2), 40(6-7), 41(7), 44(6), 52(5), 
54(11), 61(6), 65(1-2), 68(7), 71(9), 82(2), 97(1), 
104(5-6), 106(7), 108(1-2), 113(6-7), 114(7-8), 
197(3-6) 

London Debt Agreement, 435(13) 

Military Security Board, 254(2), 265(6), 298(2), 
391(6-7), 450(1-2) 

Navy, disposal of, 32(7-8) 

Patents, 218(3) 

Population problems, 236(2-3), 254(11-12), 
262(6), 270(11-12), 345(4), 362(10), 381(11) 

Postal communications, 79(3) 

Prohibited and Limited industries, 298(1-3) 

Reparations (see also Reparations: Germany), 
324(5-7), 324(11), 373(10), 393(8-9) 

Restitution (see also Restitution: Germany), 
324(8-9), 374(7-10) 

Rolling stock, 199(9), 217(8) 

Ruhr Authority (see also Ruhr), 254(2,4), 284(9), 
297(5), 302(10), 322(10-11), 324(7), 367(11), 
377(2) 

Ruhr industries, reorganization of, 255(7-8) 

Scrap, 147(4-6), 171(6-7) 

Shipping questions, 265(5-6), 326(9) 

Socialization of industry, 94(4-8) 

Tariff proposals, 255(4-7) 

Trade, 34(5-7), 36(5-6), 43(2-4), 62(5-6), 64(13), 
66(i-3), 72(9-10), 76(1-4), 79(1-3), 82(3), 
96(8-12), 99(1-3), 116(8), 124(7-8), 128(9), 
145(14-15), 151(9-10), 175(2-3), 195(6), 206(7), 
214(5-9), 231(6-7) 

Trademarks, 74(9), 94(4-8), 132(7-8), 187(4-5) 

Tripartite Agreement on Industrial Controls, 
391(6-7) 

Tripartite Commission on German Debts, 
369(4-6), 374(10) 

Tripartite (U.S.-U.K.-France) Commission on 
Looted Monetary Gold, 243(5), 393(10.11) 
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Germany, Federal Republic of—Continued 

U.S. economic assistance, 297(3-4), 383(2), 
408(8), 424(2-4), 433(11), 435(14), 440(7) 

US. policy toward, 2(3-6), 4(16), 7(1), 12(2), 18(3), 
21(1-2), 23(1-3), 24(13), 26(12), 33(12), 34(5-7), 
40(5-6), 51(3-4), 55(5), 57(11), 58(1-4), 60(1-2), 
61(5-6), 62(3-5), 65(1-2), 68(5-7), 73(1-3), 
76(1-4), 96(8-10), 104(5-6), 105(7-9), 106(4-8), 
108(305), 133(1-3), 135(4-5), 147(1-2), 298(2-3), 
324(7) 

U.S. surplus sales to, 438(8) 

Western boundary, 35(8), 37(7-8) 

Western Europe, role in defense of, 324(5-6) 

Young Plan bonds, 369(7) 

Gibson, Edwin T., 302(6) 

Gibson, Hugh, 362(11), 407(6) 

Gold, Sup. 7/9/45(10-12), 24(7), 84(10), 113(5), 151(8), 
163(10-11), 332(3-5) 

Gold Coast, 84(3), 281(3) 

Goonetilleke, Oliver, 373(1) 

Gordon, Ferenc, 27(3), 46(11) 

Gordon, Lincoln, 331(8) 

Grace Steamship Company, 449(11) 

Grady, Henry F., 241(1), 264(3) 

Grain, 162(10-11) 

Gray, Gordon, 272(1), 279(1), 296(11) 

Greece (see also under International Monetary Fund, 
Surplus property, and United Nations Relief and 
Rehabilitation Administration), 246(8), 258(5), 
260(2, 12), 261(5), 273(6), 276(8), 280(11), 285(9), 
289(9), 291(8), 293(1-2), 307(4), 318(1, 4-5), 319(15), 
324(4), 326(9), 332(8), 349(7), 350(2), 359(11), 
370(9), 374(13), 376(5), 382(1,8), 388(8), 401(3), 
403(7), 405(10), 407(4), 414(8,10), 426(2), 429(5), 
430(14), 439(11), 442(14-15), 444(11), 447(5), 450(8) 

Assistance to, 31(1-2), 32(8-9), 57(8-9), 62(7-8), 
67(3), 70(2-3), 72(13), 78(17), 88(1-2), 90(4), 
96(1-4), 98(14-15), 99(7), 119(4-5), 149(8, 9), 
327(10), 332(3-5), 343(13-14), 384(2), 388(10), 
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Greece—Continued 

Assistance to—Continued 
403(3), 408(8), 433(11), 440(8) 

Commercial treaty with the U.S., proposed, 
302(6-7), 315(8,9), 317(7), 347(10), 400(1), 
418(8) 

Currency exchange, 3(14-15), 33(15), 226(9) 

Currency devaluation, 403(3-4) 

Danuhe Convention, 245(1) 

Economic situation in, 23(10-11), 29(6-7), 30(14), 
41(10), 80(3), 96(1-4), 97(7-8), 98(11), 125(2-6), 
167(5-6), 215(4-7), 385(2), 442(4) 

European Payments Union, 413(5), 423(10), 
442(2) 

Foreign trade organization, 47(8), 50(12) 

GATT negotiations, 241(2), 370(4), 376(5), 
382(3), 412(3), 426(3, 5), 434(12) 

Gold sales to, 288(8-10), 332(3-5) 

Population problem, 263(3), 254(12), 262(6), 
270(11), 345(4-5), 362(10) 

Tax treaty with the U.S., 242(9), 325(9) 

Trade, 100(11), 115,35) 

Trade union, 97(7-8), 98(14-15), 103(8-9) 

Grew, Joseph C., 1(6), 3(4), 6(11) 

Gridley, J.C., 1(14), 5(7) 

Griffin, Allen, 243(10), 253(1-3,5), 256(10), 258(4), 
274(10), 281(10), 286(3), 371(3) 

Griffis, Stanton, 303(4-5) 

Gruber, Karl, 64(3), 138(5) 

Guatemala, 241(1), 246(8), 264(13), 267(6), 272(5), 
277(1), 280(6), 288(7), 324(2), 326(3), 332(8), 338(6), 
399(1), 405(10), 406(12-13), 414(1), 424(14), 439(1), 
444(14), 447(16) 

Land expropriations, 439(2) 

Land reform program, 372(8-9), 439(5) 

U.S. economic assistance, 454(10-12) 

Gudin, Eugenio, 452(5, 8, 10) 

Gulf Oil Company, 365(1,5), 403(5) 

Gutt, Camille, 58(13), 79(18), 177(11), 2896, 8), 
413(7) 
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Haile Selassie, 446(3) 

Haiti (see also under International Monetary Fund), 
87(10), 222(8-11), 241(2), 246(8), 264(13), 285(4), 
297(9-10), 301(3), 324(4), 376(5), 405(10), 406(12), 
430(14), 431(5-6), 434(12), 436(7), 444(14), 450(7), 
456(10) 

Halifax, Edward, 11(7), 13(1-2), 18(8) 

Harriman, W. Averell, 1(6), 13(18), 21(14), 27(1), 
29(1), 30(1), 31(3), 32(3), 57(8), 122(1), 127(6), 
149(10), 166(5), 178(1), 189(6), 205(2), 227(2), 
232(7), 240(3), 244(10), 253(8), 256(1), 289(3), 
307(2), 320(1), 324(1), 327(11), 331(8, 10), 347(8), 
365(6) 

Harrison, R.L., 39(16), 42(13), 109(9) 

Harrison, William H., 287(3), 290(2) 

Hauge, Gabriel, 421(7), 424(5), 438(10) 

Hawkins, Harry, 4(7), 5(1), 8(5) 

Heinz, H.J., 451(6) 

Henderson, Leon, 366(3) 

Herter, Christian A., 238(8) 

Hickenlooper, Bourke B., 278(9-10), 422(12), 

433(7, 10, 16) 

Hilldring, Gen. John H., 58(1), 60(1-2), 67(1-2), 68(8), 
73(1), 75(8-9) 

Hinshaw, Carli, 93(19), 121(6) 

Ho Chi Minh, 244(7), 253(2), 313(9), 372(6) 

Hodge, John R., 21(14), 33(7-8), 37(4-5), 65(13-15) 

Hoffman, Paul, 181(5), 187(10), 188(9), 189(6), 217(1), 
227(4), 235(1), 239(11), 240(1) 

Holland, Henry F., 452(8), 457(2) 

Honduras, 260(12), 288(6), 338(6), 369(9), 405(10), 
436(7), 444(14) 

Hong Kong (see also under East-West trade controls), 
252(6), 261(1), 266(10), 2'71(7), 284(11), 285(12), 
321(7), 355(2), 383(7), 402(10), 432(11) 

Hook, Charles, 388(8) 

Hoover, Herbert, 44(8), 45(1.0), 47(11), 48(10), 
89(10-11), 104(7) ; 

Hoover Mission, 38(14), 41(8-10), 44(8), 51(14) 

Hoover Report, 17(12), 18(3), 23(1), 89(10-11) 
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Housing, 58(14-15), 67(10-11) 

Human rights (see also United Nations Commission 
on Human Rights and Universal Declaration of 
Human Rights), 37(13), 49(14-16), 55(13), 85(7), 
88(12-13), 93(13), 142(12-13) 

Humphrey, George M., 452(1, 5) 

Hungary (see also under Civil aviation, East-West 
trade controls, Oil, Reparations, Restitution, 
Surplus property disposal, and United Nations 
Relief and Rehabilitation Administration), 254(10), 
260(8), 280(11), 285(7), 289(10), 293(6), 311(6), 
321(1-2), 334(1), 343(3), 356(7), 361(12), 369(11), 
371(3), 372(13), 375(12, 14), 401(8), 407(5), 410(1), 
414(6, 8) 422(9), 431(5), -t39(12), 443(12), 
445(16-17), 450(7), 456(5) 

Assistance to, 29(9-10), 101(5) 

Commercial and consular treaty with the U.S., 
1952, 349(11) 

Economic and financial situation in, 46(9-11), 
§4(7), 57(1), 59(16-18), 65(4-7), 72(7-8), 
98(13-14), 99(9-12), 349(8-11) 

Expropriation of American properties, 243(3-4) 

Food supply, 82(13-14), 84(12-13), 86(9), 
99(10-11) 

Peace Treaty, 1947, 243(4), 245(1), 325(8) 

Sweden, trade negotiations with, 243(3-4) 

Trade, 11(17), 12(7), 20(4-5), 21(3), 24(6), 27(1-3), 
28(10), 33(3-5), 42(9-11), 44(11), 99(12), 
110(8-10), 139(4), 149(3-5), 183(4-6) 

Treaty of Friendship, Commerce and Consular 
Rights with the U.S., 1926, 243(4), 309(6), 
316(10) 

U.S. policy toward, 35(9), 36(2-3), 37(2-4) 

Hurley, Patrick J., 12(11) 


Iberia, 2(14) 

Iberia Airlines, 446(10) 

Iceland, 158(10), 242(10), 280(7,11), 285(9), 318(1, 
4-5), 324(1), 337(9), 349(7), 358(7), 384(12), 405(10,, 
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Iceland—Continued 
426(8), 436(13), 446(6-7), 450(9) 

Ickes, Harold L., 1(7), 3(4), 5(6), 13(10), 15(2) 

Ikeda, Hayato, 427(1-3, 5-6), 455(2,5) 

IMF. See International Monetary Fund. 

India (see also under International Monetary Fund), 
45(10, 14-15), 46(17), 53(8), 67(4-5), 92(11), 115(5), 
161(7), 226(4-5), 233(2), 236(1), 240(10), 246(8), 
247(4), 256(11), 257(7), 260(12), 261(5), 262(7), 
267(6), 271(7-8), 272(5, 8), 276(1, 4, 8), 277(2), 
280(7, 10-11), 281(3), 282(10), 285(2), 293(9), 294(7, 
9), 296(4), 301(1, 4), 302(2,6), 307(4), 311(3), 
312(10), 317(4), 318(8), 319(15), 320(11), 324(1), 
325(3, 7), 334(3, 5-6), 342(11-12), 344(5, 7-8, 11), 
346(6), 347(4), 352(1-4), 353(4,9), 355(2), 357(10), 
361(11), 367(7), 374(11), 379(7), 380(12), 382(4), 
383(8), 386(1), 389(12), 405(10), 406(9, 11), 407(10), 
421(4-5), 424(14), 429(8), 430(12-14), 432(11), 
434(7-8, 12), 438(9, 16-17), 441(8), 444(14), 450/°), 
453(5), 456(10) 

Australian assistance, 381(9), 391(12) 

Aviation matters. See under Civil aviation. 

Canadian assistance, 381(9), 391(12), 453(8) 

Colombo Plan assistance, 381(8-9), 429(9-10), 
453(8) 

ECAFE relationship, 402(6-7, 9-10) 

Economic situation in, 386(10), 391(3), 402(7), 
429(11), 453(9-11) 

Five-Year Plan, 391(10-12) 

Friendship, Commerce and Navigation treaty 
with the U.S., negotiations regarding, 251(4), 
273(4-6), 302(9) 

GATT negotiations, 442(7) 

Land reform program, 372(5-6), 436(6) 

Lend-lease settlement agreement with the US., 
382(9) 

New Zealand assistance, 381(9), 391(12) 

Pakistan, economic relations with, 243(1, 3), 
261(5), 262(7), 292(11-12), 295(6-9), 372(13) 
404(5-6) 


aan et 





mee 


DECLASSIFIED FOR PUBLICATION IN FOREIGN 
RELATIONS OF THE UNITED STATES 


se 


_) 





86 Current Economic Developments, 1945-1954 





India—Continued 
Tax treaty with the U.S., proposed, 242(9) 
Technical assistance agreement with the U'S., 
1952, 288(6), 331(10), 366(7), 381(6) 
U.N. technical assistance, 381(7,8-9) 
U.S. economic and technical assistance, 251(1-3), 
372(6), 381(6-7), 391(11), 408(8), 420(5), 440(8) 
U.S. Food-Aid Program, 292(10-12), 294(10-11), 
301(11), 302(9), 352(2), 372(13), 381(7), 
390(1-2), 391(12), 408(8), 429(10), 453(8), 
457(15-16) 
Wheat allocations, 403(7,10), 418(5), 453(13) 
Indochina (see also Cambodia, Laos, and Vietnam), 
12(6), 219(5-6), 258(4), 271(8), 276(1-2), 278(8), 
281(10), 307(4), 313(8-9), 317(4), 324(1,4), 331(2), 
355(3-4), 360(5), 376(5), 383(8), 399(6,8), 408(5-6,8), 
418(7), 425(6), 427(6), 433(11), 447(2), 453(9), 455(6) 
Indonesia (see also under Export-Import Bank and In- 
ternational Monetary Fund), 23(11), 50(8), 71(5), 
89(5), 91(3-4), 98(16-17), 118(8-9), 150(12-13), 
164(9), 227(11-12), 237(2), 238(7), 240(10), 243(1), 
253(4-5), 254(10), 256(10), 258(4), 260(12), °31(1), 
262(8), 266(10), 271(7-8), 272(5), 276(1-2), 277(2), 
281(10), 287(5), 290(1), 293(9), 294(9), 296(1), 
299(4-6), 301(1,3), 303(7-10), 319(15), 324(13), 
326(9), 343(5), 346(4,6), 348(3), 352(2), 353(4,6,9), 
355(2), 357(8), 360(5), 371(3-5), 374(. 4), 378(10), 
381(2-3), 383(6-7), 402(11), 405(10), 410(1,3), 
415(4-5), 422(7-8), 424(14), 425(9), 427(6, 8), 429(8), 
430(3, 13), 434(12), 438(16-17), 443(12), 450(8), 
453(5), 455(6), 456(11) 
Colombo Plan assistance, 429(9) 
Economic and financial situation in, 371(1 2), 
429(12), 453(9-11) 
ECAFE relationship, 402(6-7, 9) 
Tin agreement with the U.S., 349(4-6), 366(1), 
437(2) 
UNESCO membership, 246(7) 
U.S. economic and technical assistance, 361(8) 
366(7), 371(2-3), 440(7) 
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Inland transportation, 18(2), 23(5), 49(13) 
Europe, 1(1% | 4), 10(15), 37(14), 52(6), 53(7-8), 
54(6), 55(4), 57(10), 58(3), 64(9-10), 71(9-11), 
80( 12-14), 82(5), 122(8), 123(7-8), 146(5), 
171(5-6) 
Institute of Inter-American Affairs (IIAA), 264(13), 
274(10), 288(6), 380(4-5) 
Interagency. See individual subheadings under 
United States. 
inter-Allied Reparations Agency (IARA), 38(5), 46(9), 
49(1), 52(5), 53(14), 59(15-16), 69(3), 78(13-14), 
80(5), 95(7-8), 133(2-3), 156(4-5), 168(1), 175(4-5), 
199(9), 257(4), 292(9), 311(5-7), 341(8), 373(10), 
393(8-9) 
Establishment, 15(4-5), 17(14), 18(1), 20(14-15) 
Sessions, 22(9-10), 24(6-7,11-12), 28(3-5), 34(9) 
Inter-Allied Reparations Commission for Japan, 
19(11), 45(4) 
Inter-American Coffee Agreement, 1940, 14(16), 
22(14) | 
Inter-American Coffee Board, 14(16), 40(10) 
Inter-American Conference of Cooperatives, 1946, 
§1(15) 
Inter-American Conferences on Agriculture, 
10(18-20), 285(10-11) 
Inter-American Cultural Council, 319(5) 
Inter-American Econemic and Social Council 
(IAECOSOC), 19(11-12), 30(9), 186(6), 229(6-7), 
246(9-11), 249(9-11), 261(9-10), 274(10), 288(1), 
300(7-8), 307(8), 313(4), 316(5), 318/8), 319(1-5), 
323(8-10), 331(5), 383(12), 399(1-5), 40€(12,15), 
414(2), 439(4-6), 447(17), 457(4-7) 
Inter-American Economic Conference, 1954, 455(10), 
457(1-7) 
Inter-American Federation of Trade Unions (CIT), 
291(9) 
Inter-American Highway, 307(7), 313(7), 380(5), 
447(16), 454(10) 
Inter-American Radio Conferences: 1945, 9(9), 
10(16-17), 15(15); 1949, 200(11-12), 210(8-9) 
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Inter-American Technica! Economic Conference, 
14(15), 15(3) 

Inter-American Travel Congress, 1949, 185(8) 

Interdepartmental committees. See under United 
States. 

Intergovernmental Agreement on German External 
Debts, 398(9-10) 

Intergovernmental Committee for European 
Migration (ICEM), 362(9-11), 381(10), 407(6-9), 
417(7), 440(9) 

Intergovernmental Committee on Refugees (IGCR), 
53(6-7), 74(8-9) 

Intergovernmental Maritime Consultative 
Organization (IMCO), 141(9-10), 156(9-10), 203(10), 
261(11), 337(9-10), 430(14), 441(9), 442(15) 

Intergovernmental Study Group on Germany (ISG), 
261(2), 290(3-5), 292(9), 298(1-2), 306(10-11) 

Interim Commission for the International Trade 
Organization (ICITO), 278(7-8), 322(5) 

Interim Coordinating Committee for International 
Commodity Agreements (ICCICA), 261(5), 269(6, 
9), 325(6-7), 357(1), 376(5), 406(9), 422(6), 441(7), 
444(4), 448(6), 457(7) 

Interior Department (U.S.), 286(8), 289(3), 321(Sup. 
4), 334(3), 345(6), 347(8), 349(6), 366(6), 405(5), 
437(1), 439(18-19), 456(13-14) 

International Administrative Aeronautical 
Conference, 313(11) 

International Agreement regarding the Regulation of 
Production and Marketing of Sugar, 1937, 422(6) 

International Air Transport Association (IATA), 
30(15), 68(13), 222(6), 425(5), 441(12) 

International Bank for Reconstruction and Develop- 
ment (IBRD), 3(15), 16(20), 31(2-3), 40(12), 46(8), 
57(9), 68(14-15), 73(10-11), 78(12), 96(5), 114(8), 
121(13-14), 142(8), 153(6-7), 159(12), 171(8-11) 
175(5-7), 186(6-7), 230(2-3), 235(8), 237(8-9), 238(7), 
240(5), 241(3), 245(6), 246(11), 250(5-8}, 256(4,11), 
259(6-7), 261(5), 262(3, 7-8), 276(2), 279(3), 281(9), 
292(7-8), 294(10), 296(10), 306(1,4), 310(4), 325(5), 
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International Bank for Reconstruction and 
Development (IBRD)—Continued 
329(3), 346(7,11), 347(4-5, 8-9), 352(2), 357(2-4), 
359(5), 363(11), 368(2), 370(2), 372(2), 380(8), 
386(10), 388(10), 389(8-9), 404(3), 405(13), 
406(9-10), 407(7), 409(4), 415(1), 425(8), 429(8), 
430(6-7, 9-10), 439(3), 441(8), 447(14-15), 448(9-10), 
453(7), 457(6) 
Consultations with, loans to, etc.: 

Afghanistan, 452(2) 

Australia, 266(1), 321(8), 357(6), 365(7-11), 
423(8), 437(5-7), 452(4) 

Belgian Congo, 323(7) 

Belgium, 323(7), 357(6), 423(8) 

Bolivia, 243(9), 425(2) 

Brazil, 254(6-7), 264(11), 270(11), 280(7), 
321(8), 361(1-2), 394(6-10), 402(5), 423(8), 
452(4,10) 

Burma, 374(1) 

Canada, 374(5) 

Chile, 264(12), 323(7), 423(8), 452(4) 

China, Republic of, 272(7) 

Colombia, 264(12), 268(6-10), 270(10-11), 
321(8), 371(7), 423(8), 452(4) 

Cuba, 264(13), 270(10) 

Czechoslovakia, 374(1), 415(8), 423(7), 452(2) 

Denmark, 423(8) 

Ecuador, 264(13), 452(4-5) 

El Salvador, 264(11), 270(11) 

Ethiopia, 272(8-9), 321(8), 446(3,5) 

Finland, 212(5-6), 224(4-6), 270(11), 355(6-7), 
423(8), 454(1-5) 

France, 374(5), 423(8) 

Germany, Federal Republic of, 374(1), 423(7) 

Guatemala, 270(10), 454: 10,12) 

Haiti, 374(1), 423(7), 452(2) 

Iceland, 321(8), 323(7), 371(7-8), 374(5), 
423(8), 452(4) 

India, 270(11), 381(9), 391(12), 392(10-11), 
423(8), 452(5) 
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International Bank for Reconstruction and 
Development (IBRD)—Continued 
Consultations with, loans to, etc. —Continued 

Indonesia, 374(1), 423(7), 452(2) 

Iran, 264(1), 275(7-8), 488(15) 

Iraq, 270(11), 321(8), 346(12-14), 409(9) 

Israel, 452(2) 

Italy, 323(7), 327(5,7), 452(4) 

Japan, 360(2), 374(1), 423(7), 427(1-4) 

Jordan, 374(1), 423(7) 

Korea, Republic of, 418(2), 452(2) 

Latin America, 264(10-13), 414(4), 439(1) 

Lebanon, 452(5) 

Malaya, 452(5) 

Mexico, 175(8-9), 264(11, 13), 265(9), 270(11), 
386(3-7), 449(16-18) 

Netherlands, 212(5), 270(11), 423(8) 

Nicaragua, 321(8), 323(7), 374(5) 

Nigeria, 453(5) 

Norway, 423(8), 452(4) 

Pakistan, 272(9), 319(7-9), 323(7), 372(14), 
451(7), 452(5) 

Panama, 380(3-5), 452(4) 

Peru, 264(13), 323(7), 423(8), 452(4) 

Portugal, 371(6) 

Rhodesia, Norther, 397)8-9), 423(8) 

Sri Lanka, 452(5) 

Switzerland, 321(8), 423(8) 

Syria, 272(9), 452(5) 

Thailand, 263(9-10), 321(8) 

Turkey, 270(10), 321(8), 360(10-11), 409(9), 
423(8), 452(2,4) 

Union of South Africa, 272(9), 287(9-11), 
321(8), 422(12-13), 423(8), 452(4) 

United Kingdom, 429(10), 434(3) 

United States, 374(5), 378(10), 433(16) 

Uruguay, 264(13), 321(8) 

Yugoslavia, 224(4-6), 244(9), 265(1), 270(11), 
309(1-3), 327(5-7), 344(2), 353(1-3), 374(5), 
378(9), 395(10-13), 423(8), 456(5,8) 
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International Bank for Reconstruction and 
Development (IBRD)—Continued 
International Finance Corporation, proposed, 

350(4-8), 421(2), 444(1) 
Meetings: 
2d, 1947, 111(6-7), 121(13-14): 
3d, 168(8); 
4th, 218(4-6), 221(11-12); 
5th, 1950, 270(1,7-11), 272(7-9), 321(1,8); 
6th, 1951, 323(5); 
7th, 1952, 374(1); 
8th, 1953, 423(7); 
9th, 1954, 452(1-6) 
Mission to South and East Asia, 233(1-3) 
Reports of, 357(6), 374(5-6), 423(7-8), 441(9), 
452(4-5) 

International cartels, 242(8) 

International Cereals Conference, 1947, 107(7-9) 

International Chamber of Commerce, 322(7), 330(5), 
376(1-3), 382(5-6), 406(9), 413(6-12), 426(6), 441(9) 

International Civil Aviation Conference, 1944, 
4(5-7), 12(12), 18(10) 

International Civil Aviation Convention, 1944, 
239(8), 255(9-10), 260(13), 304(1), 311(7), 367(4), 
426(10), 445(9) 

International Civil Aviation Organization (ICAO), 
43(8), 52(8), 81(10-12), 89(9), 91(2), 133(13), 168(6- 
7), 222(6), 232(11), 241(8-9), 255(9-11), 260(13-14), 
271(10), 288(7), 320(9), 328(2-5), 377(10), 354(11- 
12), 383(12), 426(7-8), 431(10), 436(13), 441(10,12- 
13,16), 442(9-10) 

Meetings: 

Ist, 1947, 93(10-11), 94(18), 101(12-13); 

2d, 1948, 125(6-8), 126(13-14), 152(7-9), 
154(10), 158(9-10); 

4th, 1950, 255(9-11), 260(13-14); 

5th, 1951, 311(7), 321(4-8); 

6th, 1952, 445(10); 

7th, 1953, 417(8-10), 420(2); 

8th, 1954, 445(9-10) 
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International Commission on the Danube, 407(3) 

International Commodity Agreements, U.S. policy 
toward, 312(5-7), 313(1) 

International Confederation of Free Trade Unions 
(ICFTU), 233(3-5), 248(8), 274(7), 280(7-8), 
291(8-10), 335(8), 360(9), 362(11), 365(12-14), 
402(6), 415(3), 417(6-7), 424(14-15), 445(17) 

International Conference of American States: Ninth, 
Bogota, 1948, 143(1-5), 150(1-5); Tenth, Caracas, 
1954, 399(3,5), 431(6), 439(1-6), 457(1-2) 

International Conference on Cotton Textile Problems, 
379(7-9) 

International Convention concerning Creation of an 
International Union for Publication of Customs 
Tariffs, 1890, 449(5) 

International Convention for Avoidance of Pollution of 
the sea by Oil, 1954, 442(15-16) 

International Convention for the High Seas Fisheries 
of the North Pacific Ocean, 449(5) 

International Convention on Safety of Life at Sea, 
1948, 261(11), 384(12), 449(11) 

International Convention to Facilitate the 
Importation of Commercial Samples and 
Advertising Materials, 449(5) 

International Cooperative Alliance, 240(7) 

International Cotton Advisory Committee (ICAC), 
7(7), 48(9), 257(10-12), 361(11-12), 407(9-10), 428(5- 
7) 445(5-7) 

International Cotton Study Group, 16(14), 32(15) 

International Court of Justice, 278(9-11), 280(13), 
289(9), 328(8), 382(9), 391(8-9), 408(1-2) 

International Development Advisory Board, 
296(10-11) 

International Development Authority, 357(1-2), 
359(4), 368(1-2), 405(12-14), 406(12) 

International Emergency Food Council (IEFC), 
53(11), 56(12), 58(8), 64(11-12), 65(5), 68(12), 
70(6-7), 72(16), 73(9), 74(12), 84(5-7,12), 87(2), 
91(12-13), 100(15), 123(12), 125(10) 
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International Federation of Christian Trade Unions, 
424(15) 
International Finance Corporation, proposed, 
350(4-8), 357(1,3), 359(4-5), 368(1-2), 374(6), 
389(8-9), 390(14), 406(7,12), 413(11), 415(1), 421(2), 
430(7,9-10), 444(1), 448(9-10), 452(5), 457(3,6) 
International Frequency Registration Board (IF RB), 
264(6), 267(7), 313(12), 318(11), 389(13) 
International Labor Organization (ILO), 29(10), 
55(10), 56(14), 67(11), 76(16-17), 134(2), 188(8), 
195(11), 236(3-4), 240(9-10), 245(7), 261(4-5,11), 
262(6), 270(12), 280(8), 288(7), 292(8), 298(10-11), 
325(3), 328(6-7), 332(7), 337(10), 362(11), 365(13), 
390(7), 406(11), 414(5-7), 415(1,4), 416(7), 417(7), 
421(2), 424(14), 433(6), 435(9), 436(5), 441(8), 448(7) 
Conferences on Migration, 254(10-11), 328(6-7), 
332(7-9) 
Sessions: 28th, 1945, 13(8), 15(14-15), 
17(15-16), 18(2), 21(12-13), 22(13-14); 29th, 
1946, 66(13), 69(5); 31st, 1948, 160(12-13), 
168(6); 32d, 1949, 205(7-8), 236(4), 240(6); 
36th, 1953, 415(10-11) 
Soviet policy toward, 455(15-17) 
International Materials Conference (IMC), 294(6-7), 
296(4), 299(9), 302(1-6), 305(11), 307(3-4), 
309(12-16), 312(6), 313(1-2), 314(1-3,1st Sup 5), 
315(1-3), 318(8-10), 319(1), 322(2), 323(8), 
324(11-14), 326(3), 331(4), 333(7), 339(4-6), 
348(3,5-6), 355(8-16), 357(1), 358(1), 363(13), 
364(8,10-11), 367(5-8), 377(5-7), 383(12), 399(4) 
400(9-10,12), 426(13-14), 430(13) 
Controlled Materials: | 
Cobalt, 281(1,3), 290(1), 294(6-7), 296(4), | 
299(9), 302(1,4-5), 309(14-15), 314(1st Sup 
4-5), 316(2), 318(10), 324(12,14), 339(4-6), 
348(5), 352(5), 355(11,13-14), 367(6-8), 
373(9), 377(6), 400(11), 426(13), 430(13), 
452(12-13) 

Copper, 238(4), 281(1-2), 284(2), 290(1), 
294(6), 299(9), 301(5-7), 302(1, 4), 309(14), 
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International Materials Conference 
(IMC)—Continued 
Controlled Materials—Continued 

Copper—Continued 
314(3, 1st Sup. 5, 2d Sup. 1, 3-6), 315(3), 
318(10), 324(12-13), 333(7), 338(1), 339(2, 
4-5), 342(9), 348(1-3), 352(5-6), 353(6), 
354(4), 355(9, 13-14), 358(1-3), 359(2), 
367(6), 373(9), 377(5-7), 400(8-9, 11), 
430(13), 437(3), 439(2, 4), 452(12-13), 
455(13-14) 

Cotton, 281(1-2), 284(2-3), 290(1), 294(6-7), 
296(4), 299(9), 302(1,4), 309(15), 314(2), 
315(3), 318(10), 324(12,14), 337(3), 339(5), 
355(12-13), 361(11-12), 367(5), 377(5), 
379(9), 380(12), 389(1-3), 407(9-10), 430(13) 

Lead, 238(4), 281(1), 290(1), 294(6), 296(4), 
299(9), 302(1,4), 309(14), 314(1st Sup. 6, 2d 
Sup. 6), 318(10), 324(12-13), 338(1), 339(5), 
352(5-6), 355(10,14), 367(6), 373(9), 377(5), 
378(11), 430(13), 437(3), 439(2,4), 449(12- 
13) 

Manganese, 165(11), 170(2-3), 199(5-7), 
281(1,3), 290(1), 294(6-7), 296(4), 299(9), 
302(1,4), 309(14-15), 314(3, 1st Sup. 5), 
318(10), 324(14), 338(1), 339(5-6), 
355(10,13), 359(5-6), 373(9), 400(11), 
426(13), 430(13), 452(11-13), 455(13) 

Molybdenum, 281(1), 290(1), 294(6-7), 296(4), 
299(9), 302(1,4), 309(13-14), 314(1, 1st Sup. 
4-5), 318(8,10), 324(12,14), 339(4,6), 348(5), 
355(10,15-16), 367(6-7), 373(9), 377(6-7), 
400(8,11-12), 430(13), 452(12) 

Nickel, 281(1,3), 284(2), 290(1), 294(6-7), 
296(4), 299(9), 302(1,4), 309(14-15), 314(1st 
Sup. 4, 2d Sup. 6), 318(10), 319(9), (324(12, 
14), 338(1), 339(4-6), 348(5), 352(5-6), 
355(10,13-14), 367(6-8), 373(9), 377(6), 
400(8-9,11), 426(13), 430(13), 452(11-13) 
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International Materials Conference 
(IMC)—Continued 
Controlled Materials—Continued 

Paper and Pulp, 202(10-11), 284(2), 302(1,4), 
309(16), 314(2-3), 318(8-9), 319(1), 
324(12-14), 339(5), 348(6), 352(5), 
355(8,12-14), 367(5-6), 377(5,7), 430(13) 

Sulphur, 281(1), 284(2-3), 290(1), 294(6), 
296(4), 299(9), 302(1,4), 309(13,15), 314(1-2, 
1st Sup. 5), 318(8,10), 319(1), 324(12,14), 
333(6), 339(4,6), 348(5,7), 355(12-14), 
359(2), 367(6,8), 373(9), 377(7), 400(9-11), 
406(13), 430(13) 

Tungsten, 281(1,3), 290(1), 294(6-7), 296(4), 
299(9), 302(1,4), 309(13-14), 314(1, Ist Sup. 
4-5, 2d Sup. 6), 315(3), 318(8,10), 324(12,14), 
338(1), 339(4,6), 341(6-7), 348(5), 
355(11,13,15-16), 367(6-7), 373(9), 377(6-7), 
381(2), 400(11), 430(13), 439(2,5), 452(1) 

Wool, 281(1,4), 284(2-3), 290(1), 294(6-7), 

296(4), 299(9), 302(1,4-5), 309(15-16), 
314(3), 315(1), 318(8-9), 322(2), 324(12- 
14),337(3), 339(5), 343(5), 355(13), 356(5,7- 
8), 363(13), 367(6,8), 377(5,7), 380(12), 
384(4-6), 430(13) 

Zinc, 238(4), 281(1-2), 284(2-3), 290(1), 294(6), 
296(4), 299(9), 302(1,4), 309(14), 314(1st 
Sup. 5-6, 2d Sup. 6), 318(10), 324(12-13), 
333(7), 338(1), 339(4-6), 348(5), 352(5-6), 
355(8-10, 13-14), 359(2), 367(6), 373(9), 
377(5), 378(11), 430(13), 437(3), 439(4), 
449(12-13), 452(12-13) 

International Monetary Fund (IMF), 3(15), 25(3-4), 
31(2-3), 37(9-10), 40(12), 58(13-14), 68(14-15), 
79(18-19), 105(15-16), 107(18), 153(7-8), 154(3), 
170(11-13), 171(10-11), 237(9-12), 238(4), 246(11), 
254(9), 256(4), 259(6,8), 261(4-5), 262(7-8), 264(7), 
267(5), 268(9), 269(8), 272(4), 275(5-6), 279(3), 
284(8), 285(1-4), 289(6-8), 291(5), 292(7-8), 299(2), 
306(11), 310(1), 316(5), 317(7), 331(6-7), 340(6)1, 
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International Monetary Fund (IMF)—Continued 
346(1,11), 356(2), 357(2), 363(13), 368(2,5), 369(6), 
373(7), 382(3,5), 386(2), 387(3), 388(10), 391(1), 
401(9), 402(2,6), 404(4), 406(9), 413(7-8), 421(4), 
430(5-6), 431(7), 433(18), 434(2,4), 435(3), 438(12), 
444(3), 445(12), 447(6,8,14), 451(3), 457(6) 

Balance of payments problems, 321(5-6), 323(6), 
330(4) 
Chinese representation question, 270(2), 323(5) 
Consultations with, drawings by, etc.: 
Afghanistan, 452(2) 
Australia, 224(2-4), 321(7), 355(5-6), 365(7, 
9-10), 374(2-3) 
Austria, 364(5-6), 374(4) 
Belgium, 270(7), 362(1-2), 374(1) 
Bolivia, 243(6), 260(9-11), 374(4), 409(10), 
452(3-4) 
Brazil, 289(7), 372(3), 387(1-2), 429(1), 
452(3,10) 
Burma, 330(4), 374(1), 452(4) 
Canada, 275(5-6), 276(9), 296(9), 321(6-7), 
374(4) 
Chile, 270(1), 374(4) 
Colombia, 374(4) 
Costa Rica, 270(7), 374(4) 
Czechoslovakia, 170(13), 323(5), 374(1), 
415(8-9), 423(7), 452(2) 
Denmark, 374(4), 439(15) 
Ecuador, 321(7) 
Egypt, 374(4) 
Finland, 321(7), 374(3-4), 452(3) 
France, 100(16), 135(3), 321(7), 374(4) 
Germany, Federal Republic of, 324(11), 
346(1), 374(1,4), 423(7), 435(12), 439(13-14), 
440(16) 
Greece, 288(8), 321(7), 374(4) 
Haiti, 270(7), 330(4), 374(1), 423(7), 452(2,4) 
Hong Kong, 321(7) 
India, 295(7), 452(1-2) 
Indonesia, 330(4), 374(1,4), 423(7), 452(2) 
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International Monetary Fund (IMF)—Continued 
Consultations with, drawings by, 

etc.—Continued 

Iran, 329(5-6), 374(3-4) 

Israel, 374(4), 452(2) 

Italy, 321(7), 374(4) 

Japan, 291(1-2), 321(6), 360(2), 374(1), 423(7), 
452(3-4) 

Jordan, 374(1), 423(7), 452(4) 

Korea, Republic of, 418(2), 452(2) 

Latin America, 321(6) 

Lebanon, 321(7) 

Liberia, 270(7) 

Libya, 304(7) 

Mexico, 265(7), 347(2), 412(10), 440(13), 
452(3-4) 

Netherlands, 100(16), 374(4) 

New Zealand, 321(7) 

Nicaragua, 270(7) 

Pakistan, 270(1,7), 295(7), 321(7), 451(9) 

Paraguay, 321(7), 374(3), 452(4) 

Peru, 321(7), 374(4), 436(1-3) 

Philippines, 275(3), 457(9) 

Romania, 374(4) 

Southern Rhodesia, 321(7) 

Sri Lanka, 270(7), 321(6-7), 374(3) 

Sweden, 374(3), 439(15) 

Syria, 321(7) 

Thailand, 270(7), 321(6-7), 374(4) 

Turkey, 452(3) 

Union of South Africa, 258(8-9), 270(1,6), 
272(8), 296(9), 323(5,7), 374(2) 

United Kingdom, 289(6-8), 321(4,7), 323(6-7), ? | 
338(7-8), 374(4), 434(1), 441(2,4-5), 442(2) | 

United States, 204(1-2), 224(1-2), 321(4-8), 
323(6), 330(3), 374(1-2), 415(9), 442(6), 
452(2) 

Yugoslavia, 221(2), 224(4), 244(8), 270(1), 
309(2), 337(6), 374(3) 
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International Monetary Fund (IMF)—Continued 
Devaluations, effects of, 270(2-7) 
Gold policy, 258(8-10), 270(1), 272(8), 296(9), 
321(1), 323(5), 374(2-3) 
Meetings: 
2d, 1947, 111(6-7), 121(13-14; 
3d, 1948, 168(8); 
4th, 1949, 218(4-6), 221(11-12); 
5th, 1950, 270(1-7), 272(7-8), 321(4-8); 
6th, 1951, 323(5-7); 
7th, 1952, 374(1); 
8th, 1953, 423(7); 
9th, 1954, 452(1-6) 
Reports of, 357(6), 374(2-4), 423(6,8-9), 441(9), 
452(2-4) 

International Radio Conference, 1947, 240(13) 

International Radio Consultative Committee (CCIR), 
354(7-8), 368(12-13) 

International Railway Union, 429(5) 

International Refugee Organization (IRO), 69(10-11), 
84(4-5), 90(7-10), 95(9), 102(11-13), 134(2), 236(3), 
257(6), 269(10), 270(12), 325(7-8), 328(8), 332(7-8), 
335(9-10), 341(8), 362(9), 373(11-12), 381(12), 
393(9), 407(8) 

International Road Federation, 429(5) 

International Road Transport Union, 429(5) 

International Rice Committee, 337(3), 355(1) 

International Rubber Conference, 1951, 389(5) 

International Rubber Development Committee, 
254(10), 410(2), 443(12) 

International Rubber Study Group, 7(5), 18(11), 
24(20-21), 70(9), 75(6-7), 77(6), 104(13-14), 
107(13-14), 146(9-10), 149(11), 197(9-10), 254(10), 
287(6), 296(1), 303(10-11), 357(7-5), 363(13), 
371(4-6), 393(1), 410(1-3), 427(7-10), 434(4-6), 
443(10-12) 

International Security Affairs Committee (ISAC), 
301(11-12), 308(5-7), 327(7,11), 331(8) 

International Slavery Convention, 1926, 406(11) 

International Sugar Agreement, 1937, 258(1-2), 
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International Sugar Agreement—Continued 
350(9), 378(6), 390(11), 422(6-9), 431(5-6), 442(14), 
450(7-8), 456(10-11) 

International Sugar Council, 350(9), 378(6-7), 
386(11), 422(6-9), 431(5-6), 442(14), 450(7-8), 
456(10-11) 

International Telecommunications Convention, 1947, 
119(8-9) 

International Telecommunications Union (ITU), 
49(12), 70(16-17), 72(12), 92(12-14,, 110(12-13), 
116(10), 184(5), 202(4), 215(7-8), 241(9), 264(4), 
267(7-8), 318(11), 337(10), 354(12), 383(12), 389(13), 
415(1) 

International Telephone and Telegraph Company, 
450(9) 

International Television, U.S. policy regarding, 

354(7-10) 

International Tin Conference, 272(5-6), 276(5-6), 
282(9-10), 430(1-2) 

International Tin Stabilization Agreement, 1953, 
430(1-3), 434(4), 437(1-3) 

International Tin Study Group, 244(4-5), 261(5), 
276(5), 282(10), 323(1-4), 326(6), 363(13), 402 
(10-12), 415(5-7), 430(1), 437(1) 

International Trade Organization (ITO), 5(1-4), 9(12), 
25(2-4), 35(1,3), 37(11-12,19-20), 45(1), 58(15-19), 
68(1-3), 69(4-5), 71(1,3), 72(2), 73(7-9), 74(10-12), 
75(1-2), 77(1-4), 81(1), 82(6), 85(1), 88(3,16), 92 
(15-16), 97(4-5), 99(5-6), 101(9-11), 104(11-12), 105 
(11-12), 107(13), 109(1), 113(9-13), 119(2), 125 
(13-14), 131(1-2), 132(1-2), 134(14-15), 135(7-9), 
136(2-3), 138(13-14), 140(1-4), 141(4), 142(1), 144 
(3-4), 152(3), 164(3), 165(8-9), 170(5-6), 184(6-7), 
197(1-2), 202(4), 213(3-4), 238(7), 239(11), 242(1-2), 
243(1),244(4-6), 248(9), 251(9), 254(8-9), 256(3,5), 
258(1), 260(7), 261(5,7-8), 262(4), 263(4), 267(1), 
268(4), 269(1,9), 262(4), 273(6), 276(4,6,8-9), 278(8), 
279(3), 281(6), 283(1), 285(2,8,10), 292(7), 312(5), 
315(1), 322(5), 325(6), 331(5), 337(2), 344(11), 
347(10), 357(1), 376(5), 377(9), 397(5), 406(9) 
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International Transportworkers Federation (ITF), 
394(5) 

International Waterways Union, 429(5) 

International Whaling Conference, 1946, 67(14), 
77(12) 

International Wheat Agreement, 1948, 141(8), 
159(7-8), 238(10-12), 243(8), 246(7-9), 256(5), 
260(6,12), 276(7-9), 293(8-9), 296(3), 311(1), 312(5), 
317(9-10), 332(6), 356(6), 357(12-14), 369(8-9), 
403(7-11), 405(10-11), 418(5-6), 431(8), 433(9), 
445(7-8), 453(12-14) 

International Wheat Council, 10(14-15), 12(11), 
87(12), 96(16), 129(3-4), 141(8), 189(1-3), 
212(10-11), 226(5-7), 238(10-12), 246(7), 260(12), 
293(9), 303(8), 311(1), 317(9-10), 332(6-7), 357 
(12-14), 369(8-9), 403(7-11), 405(10), 445(7-8), 
453(12-14) 

International Wool Study Group, 268(4), 274(1-2), 
276(3-4), 281(4), 282(8), 363(13), 384(4-7) 

International Wool Textile Organization, 265(5), 
276(4) 

Interparliamentary Union, 433(12) 

Interstate Commerce Commission, 429(6) 

Intra-European Payments Agreement (IEPA), 261(2), 
293(1) 

Iran (see also under Export-Import Bank, Internation- 
al Monetary Fund, Oil, and Surplus property 
disposal), 43(17), 44(2), 94(14), 101(12), 122(11), 
128(4), 229(1-2), 258(6), 261(5), 273(6), 276(4), 
307(4), 319(15), 341(3), 353(4,7,9), 368(4), 389(11), 
409(5), 415(11), 430(6,13), 439(12), 443(4,6-7) 

British policy toward, 297(6-7), 329(5-6), 448(14) 

Economic situation in, 329(4-6), 409(8) 

Joint Commission for Rural Improvement, 
288(6-7) 

Land reform program, 372(3-4), 436(6) 

Lend-lease settlement agreement with the US., 
382(10) 

Nationalization of oil industry, 297(6-7), 
320(1-4), 322(1), 332(2), 357(10), 359(2), 
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Iran—Continued 

Nationalization of oil industry—Continued 
374(6), 389(12), 409(6,9), 448(12) 

Oil agreement between National Iranian Oil 
Company and International Consortium, 
1954, 448(12-14) 

Soviet policy toward, 448(12) 

Trade with the Soviet Union, 275(9), 329(6), 
409(8), 448(12) 

Trade with the U.S., 274(5) 

U.S. economic and technical assistance, 264(1-3), 
306(2), 327(10), 331(10), 372(3), 408(8), 420(5), 
440(8), 448(12,14-15) 

Iraq (see also under Oil and Surplus property 
disposal), 42(5), 78(3-4), 103(6-7), 143(9-10), 235(6), 
319(15), 324(1), 341(3), 409(5-6), 430(6,13), 443(4,6) 

Aviation matters. See under Civil aviation. 

Economic situation in, 393(2-7), 409(7-8) 

Land reform program, 372(4-5) 

Oil agreement between Iraq Petroleum Com- 
pany, Mosul Petroleum Company and Basra 
Petroleum Company, 347(7-8), 393(3), 443(6) 

Palestine refugee problem, 409(9) 

Trade with the U.S., 393(6) 

United Kingdom, relations with, 393(6-7) 

U.S. technical assistance, 288(6), 372(5), 393(3), 
440(8) 

Iraq Petroleum Company, 347(7-8), 365(2-3), 393(3), 
443(6) 

Ireland, 222(6-7), 226(9-10), 242(9-10), 246(8), 247(4), 
258(5), 270(11), 274(9), 280(11), 285(9), 317/4), 
319(15), 324(1), 341(3), 364(12), 384(7), 405(11), 
415(11), 422(10), 426(8), 428(4), 430(14), 436(13), 
441(6), 450(6) 

Tax treaty with the U.S., 242(9), 325(9-10) 

Treaty of Friendship, Commerce and Navigation 
with the U.S., 1950, 238(5-6), 246(5), 
277(7-8), 317(7), 347(10) 

Israel (see also under International Monetary Fund), 
154(1), 197(6-7), 234(1) 246(9), 276(4), 280(6), 
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Israel—Continued 
284(10), 319(15), 384(12), 393(6), 405(11), 409(5,9), 
430(14), 436(13), 438(8) 

Air transport agreement with the U.S., 1950, 
258(5-6) 

Arab states, relations with, 235(5) 

Commercial treaty with the U.S., proposed, 
246(6-7), 285(9-10), 302(6-8), 311(3-5), 3/5(8), 
317(7), 347(10), 400(1), 418(8) 

Economic situation in, 317(5-6), 361(3-6), 
370(1-3), 405(6-9), 409(6-8) 

Palestine refugee problem, 235(6), 279(8), 40:9(9) 

Restitution agreement with Federal Republic of 
Germany, 1952, 374(7-11), 393(6) 

Tax treaty with the U.S., proposed, 242(9), 
325(10) 

U.S. economic and technical assistance, 288(6-7), 
306(2), 361(5-6), 370(1-3), 405(7-9), 408(8), 
420(5,8), 440(8) 

Italy (see also under East-West trade controls, Inter- 
national Monetary Fund, Motion pictures, Oil, 
Surplus property disposal, and United Nations 
Relief and Rehabilitation Administration), 246(9), 
247(6), 254(10), 260(2), 261(5), 263(1, 4), 267(4-6), 
272(5), 276(4, 8), 277(1,8), 280(11), 282(5, 10), 
285(3-4, 9), 286(3-4), 287(5), 294(6-7), 301(3-4), 
302(6), 303(10-11), 304(7-9), 307(4), 311(3), 318(9), 
319(15), 320(Sup. 3), 322(11-12), 325(10), 326(9), 
327(6), 329(1, 4), 331(2), 332(8), 337(9), 343(3-4), 
348(4), 349(1), 351(3), 352(13), 353(5), 354(10), 
355(2-3), 359(8), 364(9), 370(6, 9), 372(1), 377(7), 
381(10), 383(10), 384(5, 12), 389(2), 393(9, 11), 
394(5), 396(2), 401(3,5), 404(8), 405(11), 407(3-4, 8), 
410(1, 8), 414(8,10), 424(14), 426(2), 428(4), 429(5), 
430(13-14), 436(13), 438(9), 439(11), 441(6), 442(15), 
443(12), 444(1, 11, 14), 447(5), 449(13), 450(6), 
453(18) 

Access to markets in, 54(5-4) 

Air transport agreement with the U.S., 1948, 
286(4), 298(4,6) 
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Italy—Continued 

Assistance to, 42(5-6), 70(1-2), 79(7), 84(1), 
93(3-4), 101(12), 107(1), 110(4), 119(2-3), 
121(3,5), 122(2-3), 132(8-11) 

Claims against, 80(3), 103(1-3), 110(14), 185(7) 

Customs union with France, 132(2-3), 188(4-5), 
196(7-8) 

Danube Convention, 245(1) 

Economic situation in, 81(1-3), 93(3-4), 94(1-2), 
95(2-3), 100(7), 208(2-4), 375(8-9), 385(2), 
401(7), 424(9-11), 442(4) 

European Coal and Steel Community, 254(5), 
275(1), 224(8), 290(6), 302(10), 367(11-12), 
390(3), 395(3,5-6), 410(8,10), 435(7), 

European Payments Union, 340(5,7), 402(2-3), 
423(10), 442(2) 

Exchange rate, 83(4), 128(11), 141(7-8), 202(8-9), 
226(8) 

Food supply, 7(6), 8(7), 14(3), 44(10), 81(2), 93(4), 
98(11), 124(3) 

Foreign films, 52(9) 

Friendship, Commerce and Navigation treaty 
with the U.S., 1948, 246(6), 277(8), 347(10), 
418(8) 

GATT negotiations, 330(2), 338(5), 351(5-7), 
370(4), 376(3), 382(4), 412(5), 423(5), 434(12) 

General Confederation of Labor, 415(10) 
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Reparations, Restitution, Surplus property 
disposal, and United Nations Relief and 
Rehabilitation Administration), 240(10), 256(11), 
262(8), 272(3), 274(8), 280(7), 295(7), 298(10-11), 
311(1), 318(8), 319(15), 325(10), 326(9), 328(5), 
332(3, 6), 338(1-2), 342(11), 345(7-8), 346(5-6), 
347(10), 348(3), 353(5, 9), 354(10), 355(2-3), 359(8), 
368(11), 373(2), 374(11, 13-15), 377(7), 378(10-11), 
379(7, 9), 380(11-12), 383(5, 8, 10), 384(12), 389(2, 
5), 390(12), 393(6, 9-10), 404(7-9), 405(11), 407(2), 
410(1), 414(8), 422(9), 426(12), 428(4), 430(6), 
431(5-6), 432(11), 434(7-8), 438(17), 441(6), 443(12), 
444(1), 445(1, 16-17), 449(4), 450(6, 8), 456(11) 

Assets in the U.S., 455(1,6) 

Bond debt settlement, 377(11) 

Colombo Plan membership, 453(5) 

Commercial treaty with the U.S., 418(8-9), 
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Mexican Labor Federation (CTM), 291(9-10) 

Migratory Labor Agreement with the U.S., 1951, 
309(9-12), 347(3), 361(12-13), 434(9-11) 

North American Broadcasting Conference, 
attitude toward, 279(4-5), 347(3) 

Oil exports to the U.S., 411(1) 

Technical Assistance Agreement with the US., 
347(3) 

Territorial waters, questions regarding, 265(8-9) 

Trade, 98(7), 103(11-12), 107(10), 112(9-11), 
121(12), 123(13), 129(7-9), 148(8-9), 177 
(12-13), 223(6-7) 
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Mexico—Continued 
Trade agreement of 1942, U.S. denunciation of, 
252(1-2), 265(8), 286(7), 295(3-4), 319(6-7), 
347(2), 352(11), 372(10) 
U.S.-Mexican Stabilization Agreement, 1941, 
412(10), 440(13) 
Meyer, C.E., 364(5) 
Middle East (see also under Oil and Surplus property 
disposal): 
Economic development in, 409(5-9) 
U.N. Economic Survey Mission (ESM), 235(4-10) 
U.S.-U.K. talks on, 125(8-10), 132(11) 
Middle East Supply Center (MESC), 8(15), 14(14), 
19(17-18) 
Mikesell, Raymond, 370(1) 
Millikin, Eugene D., 85(1), 88(2), 92(14), 156(8), 
422(12), 433(1,4-7,10,16), 455(11-12) 
Minc, Hilary, 79(14), 199(4) 
Miranda, Miguel, 128(7), 132(6), 166(9-10), 187(13) 
Molotov, V.M., 7(1), 30(13), 31(3), 38(3), 56(5), 94(1), 
104(2), 105(1), 106(4), 108(1), 183(2) 
Molybdenum. See under International Materials 
Conference. 
Monaco, 280(11), 444(14) 

Monick, Emmanuel, 33(10), 43(1) 

Monnet, Jean, 16(1-2), 22(1), 33(10), 41(1), 43(1), 
46(4), 254(2), 275(1), 290(6), 367(11), 377(1,4), 
399(7), 410(9-11), 435(8-9), 440(12) 

Montgomery, Bernard L., 11(2) 

Montreux Convention of 1937, 279(6) 

Moody, Blair, 384(1-3), 388(11), 414(9, 11), 420(8) 

Moore-McCormack Steamship Company, 449(11) 

Morgenthau, Henry, Jr., 6(11), 31(6) 

Morocco, 208(4-5), 232(10), 270(13), 280(8, 11), 349(7) 

French discrimination against U.S. nationals, 
264(7-10), 408(1-4) 

French import restrictions, 236(10-12), 391(8-9) 

Telecommunications, 242(10) 

Treaty of Meknes with the U.S., 1836, 391(8) 
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Morocco—Continued 

U.S. treaty rights in, 236(12), 278(9-11), 328(8), 

391(8), 420(8) 

Morrison, Herbert, 47(11), 51(13) 

Morse, David A., 66(13), 85(7) 

Morse, True D., 403(9) 

Mosadeq, Mohammaad, 372(3-4) 

Most-favored-nation treatment, 243(1), 246(6), 
261(8-9), 262(4), 271(2), 273(6), 277(4, 8), 278(4), 
281(6), 286(6-7), 288(12-13), 295(4), 297(11), 
302(7-9), 309(6), 311(5), 315(S), 316(10), 318(15), 
349(11), 360(4), 382(1), 391(4, 8), 395(1), 396(8), 
400(1-2), 408(3), 411(9), 422(10), 433(2), 435(4), 
439(6) 

Mosul Petroleum Company, 347(7), 393(3) 

Motion pictures, 21(2), 41(11-12), 46(3-4), 50(3), 52(9), 
81(13-15), 121(9-11) 

Australia, 121(11) 

Czechoslovakia, 81(15) 

Denmark, 121(11) 

France, 50(2-3), 55(8-9), 58(8-9), 81(13-14), 

121(10), 154(5), 169(8-9) 

Indochina, 121(11) 

Italy, 41(11), 81(14) 

Soviet Union, 171(4-5) 

United Kingdom, 81(13), 121(10), 154(6) 
Motor Vehicles Convention, 1949, 220(7) 
Mozambique, 371(6), 397(9) 

Muccio, John J., 252(4), 341(6) 

Mudaliar, Ramaswami, 245(5), 311(2) 

Multer, Abraham J., 289(3) 

Munitions Board (U.S.), 266(2-3), 267(8), 268(5), 
295(2), 334(3), 336(5), 404(8) 

Murphy, Robert D., 17(13), 18(3), 21(1), 23(15), 
31(6,11), 32(7), 51(1-2), 55(5), 61(6), 80(12), 
106(5-8), 110(1), 166(8), 400(1) 

Muscat, 409(6) 

Mutual Security Agency (MSA), 327(11), 331(8), 
338(1-2), 340(5), 342(1-5, 347(8-11), 348(1.2,4), 
354(6), 360(10), 361(8), 364(5-7), 366(9-10), 367(10), 
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Mutual Security Agency (MSA)—Continued 
368(10-11), 371(7-8), 372(7-8, 14), 373(8, 10), 379(5), 
380(6), 384(1-3, 8-9), 388(5), 389(3), 390(11,16), 
398(7-8), 400(3-5), 403(3), 404(1, 7), 407(1), 411(8), 
412(6), 416(1), 418(1), 425(1) 

Meyers, Lawrence, 456(10) 

Myrdal, Gunnar, 63(2), 90(6), 98(16), 101(6-7), 102 
(3-4), 104(1), 108(7), 142(10), 231(4-5), 256(1, 3, 5), 
260(6-7), 276(8), 321(3), 349(2-3), 405(1), 442(13) 


Naguib Bey, Mohammed, 372(4), 389(1) 

Nagy, Ferenc, 59(17), 65(5), 101(5) 

Narcotics, 37(12), 69(14), 164(5) 

National Advisory Coun‘ on International Monetary 
and Financial Problems (NAC), 13(3), 31(7), 
32(2,10), 33(9, 10), 35(11, 14-15), 36(7), 51(5), 57 
(13-14), 65(10), 70(1), 79(7), 95(4-5), 107(18), 134(3), 
141(6), 153(6-8), 165(2-4), 172(6-9), 207(2-6), 217 
(3-4), 224(1-4), 228(2-3), 286(1-3), 296(10), 319(2), 
347(10), 373(10), 388(11), 433(16), 443(3), 447(13), 
456(8), 457(14) 

Brazilian proposals, 239(10), 254(6) 

Currency appreciation, 299(1-3) 

Debt Servicing Capacities of Foreign Countries, 
Report on, 334(10-12) 

ECOSOC programs, 240(4-5), 357(3), 359(4) 

European Clearing Union, 238(4) 

European flood reliof, 394(2) 

European Payment Union, 356(1-2) 

Export-Import Bank loans, 264(11-13), 265(1), 
266(1), 269(2), 287(12), 371(6), 409(4-5), 
452(8), 454(8-10) 

Financing strategic materials, 310(4-6) 

Full employment measures, 237(9) 

Greece, 288(8-9), 332(3-5) 

IBRD loans, 263(10), 264(1, 11-13), 266(1), 
287(9-11), 319(7, 9), 327(7), 360(10), 397(8) 
India, proposed commercial treaty with, 273(4) 

IMF, 331(6-7), 415(8) 
Lend-lease settlements, 382(9-10) 
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National Advisory Council on International Monetary 

and Financial Problems (NAC)—Continued 
Pakistan, wheat loan for, 372(14) 
Palestine refugee problem, 235(4-10), 279(7-8) 
Philippines, U.S. economic aid for, 275(4) 
RFC loans, 337(8) 

National Airlines, 410(6-7) 

National Association of Manufacturers, 248(9), 406(9) 

National Farmers Union, 248(9) 

National Foreign Trade Council, 248(3), 339(9) 

National Iranian Oil Company (NIOC), 448(12-14) 

National Planning Association, 248(9) 

National Production Authority (NPA), 302(6), 
304(10-12), 314(2d Sup 1,3-4,7), 319(9), 321 
(Sup. 1), 324(14), 333(9), 348(5-6), 353(11-12), 
366(1), 368(11), 377(7), 400(8-12), 404(7), 413(2), 
426(12) 

National Security Council (NSC): 

Defense production policy, 295(1-3), 348(1) 
456(12) 

East-West trade controls, 272(2), 288(5), 289 
(1-2), 294(1, 4), 300(1), 305(2), 307(1-2), 312(1), 
317(4), 324(1-3), 326(3-4), 327(3), 331(10), 
345(1), 354(1,5), 438(1) 

International Tin Agreement, 437(1-2) 

Korea, Republic of, U.S. economic aid for, 
431(1-4) 

Members of, 296(10), 457(14) 

Oil cartels, 403(6) 

Radio usage, 395(8-10) 

Soviet Union: Jamming of VOA, 283(6); U.S. 
aviation policy toward, 236(8), 309(4) 

Trade with People’s Republic of China, 253(8) 

U.S. minerals policy, 439(17) 

National Security Resources Board (NSRB), 237(1), 
266(2-3), 267(8), 281(4), 294(7), 319(3), 363(7), 
375(2), 388(3-7) 

National Shipping Authority, 322(11-12), 427(11) 

Nationalization: 

Argentina, 44(15) 
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Nationalization—Continued: 

Austria, 64(3) 

Bolivia, 381(1-5), 389(11-12), 392(1-2), 409 
(10-11), 416(3) 

Bulgaria, 131(7-8), 133(6-7), 150(12), 170(9) 

Czechoslovakia, 39(8-9), 44(19), 50(11-12), 
70(10), 74(6), 123(3-4), 131(4), 150(11-12), 
170(9), 192(3-6), 287(13-14), 316(9), 438(13-15) 

Europe, 36(3-8), 161(2-3) 

Finland, 44(15) 

France, 30(7-8), 44(13-14), 45(13) 

Hungary, 44(15), 99(11), 150(12), 164(5-6), 
170(10), 243(3-4) 
Iran, 297(6-7), 320(1-4), 322(1), 332(2), 357(10), 
359(2), 374(6), 389(12), 409(6,9), 448(12) 
Poland, 30(3-5), 39(9-10), 70(7-9), 75(13-14), 
79(14-16), 123(3), 150(11), 170(9) 

Romania, 39(10), 83(15-16), 95(6-7), 150(12), 
168(2-3), 170(10) 

United Kingdom, 30(5-7), 44(13), 46(4), 56(8), 
80(9-10) 

Yugoslavia, 30(8), 39(10-11), 78(9-10), 123(4), 
150(10-11), 170(9) 

Nauru, 414(5) 

Near East College Association, 288(7) 

Nehru, Jawaharlal, 269(5) 

Nepal, 89(3), 100(11-12), 288(6), 317(4), 324(4), 
346(5), 352(1), 402(6,10), 429(8,12), 438(16-17), 
440(8), 441(6), 453(5,11) 

Ness, Norman T., 60(2), 89(13) 

Nesterov, Mikhail V., 353(4-6) 

Netherlands (see also under Civil aviation, East-West 
trade controls, and International Monetary Fund), 
36(11), 40(11), 45(9-10), 47(13), 54(9), 55(4), 56(13), 
67(14), 71(5), 73(11), 81(8-9), 96(1 1-12), 151(9), 
153(8), 246(8), 254(10, 12), 160(2, 12), 261(9, 11), 
262(6), 263(1-2, 4), 267(1-2, 4-7), 270(1), 272(5, 7), 
273(6), 276(4), 277(2,10), 278(8), 280(11), 282(4,10), 
284(9), 285(9), 287(5), 291(8), 293(8), 294(8), 299(4), 
301(3-4), 306(10), 307(4), 320(Sup 3), 322(7), 327(6), 


——— ee ee - - 


| DECLASSIFIED FOR PUBLICATION IN FOREIGN 
RELATIONS OF THE UNITED STATES 












Index 119 





Netherlands—Continued 
332(8), 337(1,3,9), 342(4), 343(3-4,7-8), 345(4-5), 
347(6), 349(4), 350(1-2,11), 353(5), 354(7-8), 
356(7-8), 359(8,10), 360(5), 361(11), 363(16), 371(3), 
375(8-9), 384(12), 386(1), 388(2), 394(5), 397(4), 
401(2,4-5,7-8), 405(11), 406(12), 410(1,3), 414(8,10), 
415(3), 426(8), 428(4), 429(5,7), 430(4,8,14), 
431(5-6), 436(13), 438(9), 439(14), 440(12), 443(12), 
444(1,14), 445(2), 447(5,13), 450(6), 455(12), 456(10) 

Coal production, 362(5-8) 

Double tax convention with the U.S., 242(9), 
325(10), 449(5), 450(10) 

European Coal and Steel Community, 290(6), 
302(10), 367(11), 377(1,4), 390(3,5-6), 
395(3-4,7) 

European Payments Union, 280(1,4), 293(1,3), 
297(2), 318(7), 351(3), 413(4), 423(10), 439(14) 

Flood damage, 394(1-2) 

Friendship, Commerce and Navigation treaty 
with the U.S., proposed, 246(5), 302(8), 
450(10) 

GATT negotiations, 330(2), 346(1), 376(3-4), 
382(1-2), 388(2), 406(6), 412(2), 423(5), 
426(2,4), 434(12) 

Lend-lease settlement agreement with the U.S., 
382(9) 

Oil cartels, policy toward, 403(6) 

Population problems, 362(10) 

Tax relief agreement with the U.S., 349(7) 

Telecommunications, 242(10) 

U.S. economic assistance, 384(2) 

U.S. surplus agricultural commodities, attitude 
toward disposal of, 424(1) 

Netherlands East Indies (NEI). See Indonesia. 

Netherlands West Indies, 383(2-3) 

New Guinea, 426(5) 

New Zealand, 52(5), 60(7-8), 77(10-11), 238(7) 246(9), 
252(6), 260(12), 262(6), 268(3-4), 270(11-13), 272(5), 
277(1), 280(11), 285(2,4), 294(6,9), 301(1,3,7), 
320(Sup. 3), 321(7), 322(7), 330(2), 332(8), 337(9), 
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New Zealand—Continued 
347(4), 350(10), 352(1-2), 353(9), 359(11), 362(10), 
376(5), 380(10), 381(9), 382(2,5), 383(12), 388(2), 
389(12), 291(3), 402(6), 403(7), 405(11), 416(9), 
423(3,5), 425(10), 426(2), 429(8,10), 430(14), 
434(12), 436(5), 438(9), 448(4,8), 453(5) 

Colombo Plan contributions, 453(8) 

Kaw material shortages, 288(3) 

Tax treaty with the U.S., 242(9), 325(9-10) 

U.S. surplus agricultural commodities, attitude 
toward disposal of, 424(1) 

U.S. wool tariff, 384(7) 

Wool allocations, 268(4), 274(1), 276(3-4), 282 
(7-9), 384(5) 

Newsprint shortage, 307(3-4) 

Nicaragua, 114(3), 237(9,11), 246(9), 270(7), 280(6), 
288(6), 297(9-10), 322(7), 324(4,13), 330(7), 376(5), 
382(6), 405(11), 434(12) 

Nickel. See under International Materials 
Conference. 

Nigeria, 430(3), 437(3) 

Nixon, Richard M., 422(12), 425(6, 10), 427(10) 

Noriega Morales, Manuel, 406(12) 

North Africa, 3(10), 5(10) 

North American Regional Broadcast Agreement, 
246(12), 279(4-5), 345(9-10), 347(3) 

North American Regional Broadcasting Organization, 
34(7), 37(16), 55(3), 219(6-8), 232(9-10) 

North Atlantic Ocean Stations Conference, 1954, 
431(10) 

North Atlantic Petroleum Planning Committee (PPC), 
358(7), 385(9-10) 

North Atlantic Planning Board for European Inland 
Surface Transport (PBEIST), 358(7-8), 385(9) 

North Atlantic Planning Board for Ocean Shipping 
(PBOS), 358(7-9), 385(9), 427(11-12) 

North Atlantic Treaty Organization (NATO), 238(7), 
253(1,9), 259(8), 268(1), 274(8), 282(1), 284(2-4), 
287(1), 288(1-2), 394(8), 298(1,3), 300(12), 
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North Atlantic Treaty Organization 

(NATO)—Continued 

301(10-11), 302(2), 306(1), 308(6), 309(1), 313(2,12), 
315(7-8), 316(3-4), 319(3), 324(2), 327(10), 331(1), 
332(3), 338(10), 340(5),343(1-2,12), 347(11), 
348(10), 349(7), 351(1-2), 352(7), 356(1-2), 358(7-9), 
361(8), 365(12), 367(1-2,11), 375(3), 383(3), 408(4,7), 
424(4), 433(11), 438(3), 440(6-7,9), 450(9) 

North Atlantic Weather Stations, 426(7-8), 431(10), 
436(13) 

North Borneo, 271(7), 276(1), 383(7) 

Northwest Airlines, 360(7), 364(12), 367(3) 

Norton, Garrisen, 52(8), 89(7), 91(18), 121(6) 

Norway (see also under Civil aviation and East-West 
trade controls), 11(14), 51(5), 79(11), 100(11), 
118(6-7), 120(12), 139(9), 246(9), 260(2), 267(4), 
272(5), 277(1-2), 278(8), 280(11), 282(10), 284(9), 
285(5,9), 290(8), 293(1), 294(6-7), 301(3-4), 306(6), 
307(4), 320(Sup 3), 322(7,9-10), 330(2), 332(8), 
337(9), 342(4-5), 343(3,7), 348(4), 349(7), 354(10), 
356(8), 359(10), 377(7), 381(9), 382(3-4), 384(12), 
399(11), 405(11), 407(7), 414(8,10), 415(3), 426(8), 
429(5), 434(12), 436(13), 438(8), 442(15), 443(6), 
446(2,6-7), 447(13) 

GATT negotiations, 382(3-4), 426(3) 

Tax treaty with the U.S., 242(9), 325(9) 

Telecommunications, 242(10) 

United Kingdom, financial arrangements with 

the, 235(1-2), 240(3) 

U.S. economic assistance, 384(2), 457(16) 
Novikov, N.V., 33(5), 40(8), 54(1), 61(8), 94(1) | 
Nyaradi, Miklos, 72(7), 98(13) | 
Nyasaland, 448(4) | 


Oatis, William N., 325(2), 438(15) 

O’Conor, Herbert R., 289(3) 

Odria, Manuel A., 436(2) 

Office of Alien Property, 414(8) 

Office of Army-Navy Liquidation Commissioner 
(OANLC), 1(9-11), 6(11), 15(1), 18(15), 19(5) 
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Office of Defense Mobilization (ODM), 289(3-4), 
305(10-11,13), 308(7), 310(3), 314(1st Sup. 1-8), 
316(1), 319(10), 324(1), 326(4), 328(5), 331(8,10), 
334(4), 338(1), 355(8), 358(3), 400(8,10), 404(8-9), 
411(5-8), 413(2), 426(12), 427(11), 437(1), 
439(17-19), 452(11), 456(13) 

Office of International Trade (OIT), 314(2d Sup. 1-2, 
6-7), 328(1), 333(9), 338(6), 345(1), 348(1-2), 
368(10-11), 380(7), 400(10) 

Office of Price Administration (OPA), 7(4), 11(8-9), 
16(15), 18(9), 22(6), 25(10), 40(10), 46(3), 52(2), 
358(1) 

Office of Price Stabilization, 290(2), 321(Sup. 2), 
322(1), 358(1-2) 

Office of War Information (OWI), 415(9) 

Office of War Mobilization and Reconversion 
(OWMR), 9(7), 12(6), 13(6), 17(2), 24(8), 39(14), 
46(15), 53(9), 57(12), 77(6) 

Offshore procurement, 155(8), 174(1) 

Oil, 16(8), 18(11), 43(4-7), 63(4-6), 80(1-3), 81(6-7), 
90(12-14), 94(15), 102(3-4), 103(6-7), 122(9-10), 
140(9-12) 

Anglo-American discussions concerning, 
294(7-8), 316(3-4) 

Argentina, 2(17-18), 8(5) 

Austria, 43(4-5), 78(4), 81(7), 88(9), 102(4) 

Bolivia, 74(3) 

Brazil, 2(17-18), 3(10), 5(8-9), 26(13-14), 71(8) 

Bulgaria, 133(9), 149(3) 

China, Republic of, 57(4-7), 71(8-9) 

Finland, 54(5) 

France, 15(13), 22(3), 90(12-13), 94(15) 

Hungary, 33(4), 43(5-6), 44(2), 54(3-4), 81(6-7), 
90(14), 102(4), 112(8-9), 133(10), 149(2-3) 

Iran (see also Nationalization and Oil agreement 
under iran), 43(7), 44(2), 63(4-5), 80(1-3), 
94(14), 122(11) 

Iraq (see also Oil agreement under Iraq), 78(3-4), 
103(6-7) 

Italy, 54(4-5), 90(14), 108(10-11) 
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Oil—Continued 

Jordan, 41(6), 80(3) 

Kuwait, 80(2-3) 

Latin America, 19(7), 143(5) 

Mexico, 19(13), 184(7-9), 206(10-11) 

Middle East, 135(13-14), 143(7), 146(2), 157(1-3), 
160(9-10), 176(3), 196(8-9), 203(6) 

North Africa, 3(10) 

Red-line agreement regarding Iraq Petroleum 
Company, 1928, 365(3-5) 

Romania, 43(6-7), 63(5), 81(6), 90(13-14), 100(6), 
102(4), 114(9), 133(7-9), 149(1-2) 

Saudi Arabia, 7(10), 80(1-2), 170(3), 192(8-9), 
198(8-9) 

Soviet Union, 2(17), 3(8-9), 5(8), 61(8) 

Sterling-dollar problem, 200(3-4), 227(6-7) 

Sweden, 22(7-8) 

Switzerland, 63(5), 72(15) 

Thailand, 73(12) 

Turkey, 387(9), 432(1,3-4) 

United Kingdom, 2(16-17), 3(8-9), 15(2-3), 74(13) 

United States, 239(1-3), 294(7-8), 411(1-5) 

Oil cartels, U.S. policy regarding, 365(1-5), 366(8-10), 
403(5-7) 

Oil equipment, 3(8-10), 4(8-9), 21(4), 46(14), 69(7), 
70(11-12), 72(15-16) 

Okinawa, 334(5-6), 367(3) 

Olaya Herrera, Henrique, 240(8) 

Oidenbroek, J.H., 417(6-7) 

Oliver, Covey, 18(1,14), 97(2) 

Oman, 409(6) 

Onassis, A.S., 443(4-7), 446(1-2) 

Organization for European Economic Cooperation 
(OEEC), 147(11-13), 149(6-7,10), 162(4-7), 165(2-4), 
173(1-4), 179(4-5), 1283(1-4), 187(10), 207(1-2), 
210(1-3), 222(1-3), 225(1), 227(3-5), 232(1-7), 235(1), 
236(1, 3), 242(4-6), 243(2), 246(4), 259(8-10), 
260(3-4), 262(5-6), 263(4), 267(2), 268(1), 269(80), 
270(6, 12), 271(5), 273(7), 276(1,4), 278(4, 8), 281(5), 
284(2-3, 8), 285(1, 5, 8), 288(1-2), 289(1), 293(2), 
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Snyder, John W.—Continued 
36(12), 46(15), 68(14), 79(4), 85(11), 101(1), 113(1), 
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Socony-Vacuum Oil Company, 365(1,3-5), 403(5) 

Soong, T.V., 11(5), 15(16-17), 20(14), 24(17-18), 92(3) 
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Colombo Plan, 238(6-8), 241(3), 253(3), 
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425(8), 427(6), 429(8-13), 453(5-11), 455(4) 
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regarding U.S. aid, 243(10), 253(1-5), Z256(10), 
262(11), 274(10), 276(2), 281(10), 286(1-3), 
301(10), 371(3) 

Rice situation, 271(7-8), 355(1-4), 438(9) 

U.S. economic and technical assistance, 
243(11), 258(4), 306(3), 352(2), 361(8), 366(7), 
429(10), 449(9) 

South Pacific Commission, 274(10) 

Soviet satellites (see also under East-West trade 
controls and Soviet Union), 236(8-10), 238(5), 
282(4-5) 

Soviet Union (see also under Civil aviation, East-West 
trade controls, United Nations Relief and 
Rehabilitation Administration and Soviet 
subheadings under individual countries and 
subjects), 1(4-7), 7(1-2,8), 20(4-5), 29(1,3), 31(8), 
40(1-2), 42(7-8), 45(8), 47(17), 53(13), 59(11-12), 
64(14), 68(10), 74(4-5), 78(14), 80(6-7), 105(15), 
130(9-10), 171(4-5), 192(7), 197(10), 349(10), 
354(10), 361(11), 403(8), 406(11), 407(9-10), 422(7), 
430(9-10), 431(5-6), 442(14), 450(8), 456(5,10) 

Agriculture, 67(8), 74(4-5) 

Assistance to, 2(8), 13(7), 17(5), 19(4), 32(3), 
44(1), 49(1) 

Budget, 88(13-15), 137(4-5) 

Commercial agreement with the US., 
termination of, 316(10), 342(12) 

Danube Commission, 285(6-7) 

Danube River traffic, 369(10-12) 
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Soviet Union—Continued 

Economic Conference at Moscow, 342(10-13), 
349(3), 353(3-7), 354(1), 368(1), 385(3), 405(2) 

Economic doctrine, 387(5-8) 

Economic plan, 91(15-17), 213(5-7), 
375(13-15) 

Economic situation in, 291(3-4), 343(1, 8-12), 
349(2), 356(5,7), 401(8) 

Food supply, 67(5-6), 74(4-5), 107(7-8), 115(6) 

Forced labor, alleged, 414(5-7) | 

Industrial production, 161(5-6) 
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regarding (see also under Lend-Lease), 258(2- 
3), 270(14-15), 282(6), 285(6), 294(10), 305(9), 
320(10), 382(8-10) 

Oil production, 2(12), 3(9), 4(8-9), 5(8), 61(8) 

Radio jamming, 283(6-10), 412(7-9) 

Reparations from Germany, 311(6) 

Ruble revaluation, 244(1-3) 

Soviet satellites, trade with, 20(4-5), 24(6), 
25(15), 27(1-3), 28(10), 30(3), 33(3-5), 35(9), 
36(2-3), 37(3-4), 38(6), 39(2-3), 42(10), 43(5-7), 
44(2), 45(5-8), 48(2-4), 54(3-4), 57(1), 59(16- ‘ 
18), 79(10), 89(4), 95(13-14), 100(6), 106(8, 10), 
110(6-9), 139(1, 3-4), 145(12-13), 149(3-5), : 
159(3-4), 173(7-8), 183(2-4) 

Sweden, trade with, 53(3-4), 59(11), 61(1-2), 62 
(1-2), 63(1-2), 68(9), 69(2), 76(9), 83(9-10), 
92(8) 

Telecomunications questions, 318(13), 389(3) 

Trade, 79(10), 94(14), 95(14-15), 100(8), 
106(10-11), 109(6), 128(8), 132(3-5), 139(2), 
144(1-2), 145(13), 163(2-4), 173(6-7), 181(1-2), 
190(3-5), 247(6-10) 

U.S. policy toward, 30(1-3), 40(1), 44(1), 49(1), 
§0(9), 52(12), 53(4) 

Wool purchases, 268(6) 

Spaak, Paul Henri, 13(2-3), 16(1), 18(8), 104(4), 
114(10), 147(12), 196(6), 377(1) 
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Spain (see also under Civil aviation and Export- 
Import Bank), 4(10), 12(7), 35(8), 38(9), 46(7-8,13), 

: §2(9), 93(15), 94(18), 191(7-8), 198(1-2), 230(6-7), 

258(5), 260(12), 267(5), 280(8-9,11), 294(7), 
311(1,6-7), 317(4), 319(15), 324(4,13), 349(7), 
352(13), 354(10), 360(5), 365(13), 383(11), 392(7), 
393(9), 405(11), 406(11), 414(7), 416(6), 429(5), 
436(13), 438(8), 444(11,14), 447(12) 

Commercial treaty with the U.S., proposed, 
246(5), 302(8) 

Discrimination against U.S. shipping, 423(13) 

Economic situation in, 239(3), 443(8-9) 

Franco-Peron protocol, 239(3) 

German external assets, 73(5-6), 85(3-4), 
89(12-13), 147(9) 

Trade, 151(11) 

U.S. economic and military assistance, 
239(3- 4), 327(10), 328(8), 343(13), 427(2), 
433(11), 440(7), 443(8), 449(10), 457(16) 

Special United Nations Fund for Economic 
Development (SUNFED). See United Nations 
Special Fund for Economic Development and under 
United Nations Economic and Social Council. 

Sri Lanka (Ceylon) (see also under East-West trade 
controls, Internatinal Bank for Reconstruction and 
Department, and International Monetary Fund), 
77(7), 161(8), 178(9-10), 237(2), 238(7) 246(8), 
254(10), 260(12), 271(7-8), 276(1), 285(2), 287(5), 
293(9), 294(9), 303(10), 326(9), 327(4), 346(6), 
347(4), 352(1-3), 355(2), 374(3), 382(4), 391(3), 
405(10), 410(1-3), 415(11), 423(5), 425(9), 426(3), 
429(8, 12), 434(7-8, 12), 438(17), 441(6), 443(12), 
444(14), 448(4), 453(5, 10-11) 

Colombo Plan assistance, 429(9-10), 453(8) 

ECAFE relationship, 402(8-10) 

Rice imports, 373(1-2), 374(14), 389(5) 

Rice-Rubber agreement with People’s 
Republic of China, 389(4-6), 408(9) 

U.S. technical assistance, 288(6), 373(1, 3), 
389(6) 
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73(6), 74(17), 89(13), 91(18) 
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65(9), 164(11), 179(11-13) 
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50(4-5), 54(7), 59(2), 66(4-6), 61(13), 63(12), 68(9), 
70(14), 74(8-10), 80(5), 82(4), 83(1), 86(6), 89(2), 
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Strategic materials (see a/so under International 
Materials Conference: Controlled materials), 
316(1-3) 

Stuart, Douglas, 438(10) 

Stucki, Walter, 43(8-9), 46(1) 

Submarine Cables, Ltd., 450(9) 

Sudan, 409(6), (428(5) 

Suez Convention of 1888, 284(11) 

Sugar, 1(17), 3(12), 7(6), 8(10), 9(3), 19(12), 20(3), 
26(11), 56(14), 224(10), 225(3-4) 

Sulphur. See under International Materials 
Conference. 

Supreme Commander, Allied Powers in Japan 
(SCAP), 22(5-6), 50(17-18), 31(4), 33(6-7), 35(3-4), 
37(6), 38(10-11), 39(12), 40(8), 41(14), 49(7-8), 50(4- 
5), 51(12), 60(4), 67(2), 68(12), 70(14-15), 79(3), 
85(8), 88(10-11), 89(2-3), 91(5-9), 94(10-13), 98(1-2), 
107(2-3), 109(7), 126(6), 133(12-13), 164(9-10), 
176(11), 231(3), 233(3), 245(7-8), 256(9), 266(6), 
271(7-8), 340(2), 346(6), 354(3), 360(5,8), 400(2) 
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Supreme Headquarters, Allied Expeditionary Forces 
(SHAEFP), 1(8, 14-15), 3(3), 6(9), 11(11), 13(14), 
18(7), 29(13), 45(4), 106(2) 

Supreme Headquarters, Allied Powers in Europe 
(SHAPE), 291(8), 367(2), 385(9-10) 

Surinam, 456(10) 

Surplus » ‘uperty disposal, 1(9-11), Sup. 7/9/45(13-14), 
4(15-16), 9(2.9), 11(7), 12(5-6), 15(1-2), 25(11), 
31(13-14), 34(12), 35(17), 37(10), 42(3), 51(5), 
53(13), 70(5), 87(9-10), 169(3), 231(8-11), 242(1-3), 
248(10), 382(9-11) 

Austria, 46(14) 

Belgium, 87(9) 

Brazil, 51(5) 

China, Republic of, 44(17), 53(13), 64(8), 
102(6-7), 231(10) 
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Czechoslovakia, 28(3), 51(5), 62(9), 63(7) 

Denmark, 44(17) 
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Surplus property disposal—Continued 
Egypt, 51(10) 
Finland, 87(10) 
France, 22(4), 44(17), 87(9), 231(9) 
Germany, Federal Republic of, 4(16), 70(3), 

121(5), 126(7-8) 

Greece, 51(5), 70(3), 72(13), 87(10) 
Haiti, 87(10) 
Hungary, 52(13), 54(9), 87(10) 
Iran, 19(5-6), 25(10), 29(7-8), 87(10), 231(9-10) 
Italy, 65(17), 231(9) 
Japan, 60(6), 79(7) 
Korea, Republic of, 60(6) 
Middle East, 10(4-5) 
Netherlands, 56(13) 
New Zealand, 52(5) 
Norway, 51(5) 
Philippines, 18(4), 65(10), 248(10) 
Poland, 6(11), 28(8), 47(1), 66(14) 
Portugal, 66(9) 
Saudi Arabia, 42(3) 
Soviet Union, 44(17), 53(13) 
Thailand, 43(7) 
United Kingdom, 15(1-2), 24(4-5) 
Yemen, 87(10) 

Sweden (see also under Civil aviation, East-West trade 
controls, International Monetary Fund, and Soviet 
Union), 1(18), 5(16), 10(5), 35(16), 166(6-7), 
243(3-4), 246(9), 248(9), 253(8,10), 260(2), 262(8), 
266(10), 272(5), 277(1-2), 280(11), 285(5,9), 288(3), 
294(7), 298(11), 301(3-4), 302(2), 306(10), 307(4), 
311(6), 312(10), 322(9,11-12), 325(3), 328(1), 332(8), 
337(9), 340(5), 343(3), 344(11), 354(10), 356(7-8), 
359(8,10), 368(3,11), 375(8-9), 379(2), 382(5), 
384(12), 388(2), 393(9), 395(7), 399(11), 401(7), 
405(2), 414(8), 415(3), 421(4), 423(5), 426(3,8), 
428(4), 429(5), 434(12), 436(13), 442(15), 444/14), 
445(8), 447(13), 450(6), 455(12) 

EPU relationship, 340(7), 413(4) 
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Sweden—Continued 

Friendship, Commerce and Navigation treaty 
with the U.S., proposed, 246(5-6), 302(8) 

German external assets, 46(12-13), 49(4-5), 
§2(1-2), 53(14-15), 57(2-3), 147(9) 

Hungary, trade talks with, 243(3-4) 

Looted monetary gold question, 243(5) 

Oil monopoly, 22(7-8), 88(9), 98(12) 

Payments agreement with the U.S., proposed, 
264(6-7), 295(5-6) 

Tax treaty with the U.S., 242(9) 

Telecommunications, 242(10) 

Trade, 4(15), 53(3-4), 59(11), 61(1-2), 62(1-2), 
63(1-2), 68(9), 69(2), 76(9), 79(11), 83 
(9-10), 90(6-7), 92(6-8), 93(6), 100(11), 104 
(10-11), 118(6), 129(6), 131(2-4), 132(7), 
137(10), 139(4), 151(13), 158(13) 

United Kingdom, financial arrangements 
with, 235(1-2), 240(3) 

Switzerland (see also under Civil aviation and East- 
West trade controls), 63(5), 72(15), 241(2), 243(4), 
246(9), 253(8,10), 258(5), 260(1-2), 262(1), 267(4), 
276(4), 280(4,7,11), 282(10), 285(9), 294(6), 302(2), 
306(10), 308(1), 309(6), 316(10), 318(2-3), 320 
(Sup. 3), 322(1), 324(11), 331(2), 332(8), 338(9), 
343(3, 8), 349(11), 350(1), 354(10), 370(8), 395 : 
(7, 10), 405(2, 11), 414(8), 429(5), 430(6, 14), 
436(13), 444(14), 447(5, 13) 

EPU relationship, 340(7), 413(4), 423(10), 
442(2) 

German external assets, 19(14-15), 35(6-7), 
41(4-5), 43(8-9), 46(11), 49(4-5), 147(8-9), 
175(4-5), 194(9), 257(4-6), 261(3), 292 
(9-10), 341(8-10), 373(10-14), 393(8-9) 

Tax treaty with the U.S., proposed, 242(9), 
325(9-10) 

Trade, 51(7-8), 59(14), 73(19), 76(11), 151(13), 
178(3), 183(8-9) 
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Switzerland—Continued 
Trade agreement with the U.S., 1936, 
255(3-4), 265(4), 276(7) 
Unblocking of accounts, 76(12), 141(6-7) 
Watches, 19(15-17), 26(3-4), 27(9), 44(16-17), 
192(3-4), 447(10-11), 456(1-3) 

Symington, W. Stuart, 12(1), 17(2), 267(8) 

Syria, 62(8), 70(11-12), 206(7-8), 213(7-8), 258(5,8-10), 
280(11), 284(12), 302(9), 311(4), 319(15), 320(4), 
321(7), 324(1), 372(13), 374(10), 409(6,8), 428(5), 
430(13) 

Land reform program, 372(4-5) 

Palestine refugee problem, 235(5,10), 409(9) 
Political conditions in, 246(7) 

U.S. technical assistance, 288(6), 440(8) 


Tapp, Jesse W., 422(12) 

Tariffs (see also General Agreement on Tariffs and 
Trade, United States: Trade and tariff policies, U.S. 
Tariff Commission, and under individual 
countries), 5(2-3), 8(9-10), 25(3), 58(16), 109(3-4), 
113(10), 115(13), 202(3) 

Tasca, Henry, 418(1), 431(1) 

Tasman Empire Airways, Limited (TEAL), 312(8-9) 

Tauber, Arnost, 306(7) 

Tax treaties. See under individual countries. 

Taxation, 31(14-15), 48(5), 65(11), 67(14), 75(5), 82(8), 
174(9-10), 177(6) 

Technical Cooperation Administration (TCA), 
331(10), 343(13), 347(8), 361(7-8,10), 372(14), 
373(3,8,10), 377(9), 380(6-7), 390(1,11,16), 398(7-8), 
400(3-6), 407(1,11-12) 

Technical Industrial Intelligence Committee (TIIC), 
15(16) 

Technology, export or dissemination of, 8(11), 13(3), 
18(16-17), 82(11-12) 

Telecommunications, 1(11-12), Sup. 7/9/45(16), 9(9), 
10(17), 13(11), 14(16), 15(13), 17(8), 20(3,6), 22(3), 
33(17), 49(3), 55(2-3), 59(3), 63(13-14), 7811 12), 
92(12-14), 139(7), 184(5-6), 189(9), 207(9-10), 
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Telecommunications—Continued 
214(10), 215(7-9), 221(3-5), 240(12-14), 241(7-9), 
242(10), 246(12), 250(9-11), 2&7(7-8), 264(4-6), 
267(6-8), 279(4-5), 283(6-10), 313(9-12), 368(13) 

Atlantic City Conference, 1947, 110(12-13), 
116(10-11), 119(8-9), 318(11), 389(13) 

Atlantic City Convention, 1947, 313(9), 
389(13) 

Bermuda Conference, 1945, i4(16), 25(11), 
28(5-6) 

Copenhagen Convention and Plan, 241(8-9), 
242(10), 412(8-9) 

Five-Power Conference, 1946, 70(16-17), 
78(11) 

Four-Power Conference, 1946, 72(12) 

Mexico Conference, 1948, 171(11-13), 
189(10-11), 195(12-13), 197(2-3) 

Provisional Frequency Board (PFB), 

318(11, 13) 

U.S. policy regarding, 31(16), 39(13), 46(16), 
55(2-3), 57(9-10), 61(2), 63(13), 214(10), 
242(10-12), 259(11-12), 288(10-12), 339 
(10-11), 368(12-13), 389(13) 

Telegraph rates, 49(3-4) 

Tennessee Valley Authority, 392(10) 

Texas Oil Company, 365(1,3,5), 403(5) 

Textiles, 16(15), 22(6), 76(16-17) 

Thailand (see also under International Monetary 
Fund), 10(9), 21(9), 25(13-14), 43(7), 45(10), 55(9), 
73(12-13), 78(15-16), 210(9-10), 219(5-6), 233(3), 
237(2), 238(7), 240(10), 253(4), 254(10), 256(11), 
266(10), 271(8), 276(1-2), 277(10), 280(7), 281(10), 
282(10), 287(5), 294(9), 296(1), 393(10), 317(4), 
319(15), 324(4), 326(9), 334(5), 346(6), 352(2), 355(2- 
3), 374(15), 378(10), 381(2), 383(5,8), 393(9), 410(1), 
415(5-6), 429(8), 430(3,6), 434(8), 438(17), 443(12), 
453(8,10) 

Colombo Plan relationship, 453(5) 

ECAFE relationship, 402(9) 

U.S. economic assistance, 440(7), 457(16) 
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Thorp, Willard L., 3(19), 10(1,15), 33(9), 46(6-7), 

70(5), 73(6), 100(7), 135(1), 174(3), 187(5), 231(1), 
248(9), 366(9) 

Thye, Edward J., 446(9) 

Tibet, 280(8) 

Tildy, Zoltan, 27(1-2), 65(5), 98/" * 

Tin, 42(14), 69(7-8), 73(12-13), 78(15-16), 92(9), 
96(18),137(6-7), 146(10), 148(4), 172(3-4), 
177(10-11), 192(1-2), 208(8-9), 215(1-2), 225(2-3), 
226(2-4), 244(4-6), 248(3-4), 261(5), 276(5-6), 281(1- 
2), 282(9-10), 284(2), 290(1), 299(4-6), 303(2), 
314(1st Sup. 5, 2nd Sup. 6), 315(3), 319(1-2), 322(2), 
323(1-4), 326(6-7), 336(4-6), 339(2), 343(5), 348(3), 
349(4-6), 356(5,7-8), 363(13), 366(1-3), 373(9), 
378(11), 381(2), 402(10-11), 439(2,5), 452(12-13) 

Tito, Josip Broz, 191(4-5), 207(8), 244(6-7), 265(2-3), 
285(6), 424(14) 

Trade (see also East-West trade and General 
Agreement on Tariffs and Trade, and under 
individual countries), 2(9-12,14), 68(1-3), 73 
(17-20), 76(9-12), 89(3-7), 95(13-18), 100(8-12), 
106(10-13), 118(6-8), 124(7-10), 128(7-10), 139 
(1-7), 145(11-15), 146(6-7), 151(9-13), 170(1), 
173(6-12), 178(12-13), 183(2-11), 209(3-13) 

Europe, East, 2(9-10), 3(12), 7(1-2), 89(4-5), 
95(13-16), 100(8,10), 106(10-12), 110(6-10), 
116(5-9), 118(6-7), 124(8-10), 134(8-10), 139(1- 
4), 145(11-13), 159(1-5), 161(3-4), 173(6-9), 
175(5-6), 183(2-8), 188(1-3), 209(7-8) 

Europe, West, 2(11-12,14), 3(1-2), 4(10-11), 
89(3-6), 95(16-17), 100(8), 106(10-12), 116(8-9), 
124(7-8), 128(7-10), 139(2,5-7), 145(13-15), | 
151(9-13), 155(7), 173(9-12), 175(5-7), | 
183(8-11), 209(8-10), 222(1-3), 225(1), 227(3-5), 
232(1-7) 

Latin America, 2(12), 89(6-7), 95(17-18), 

100(12), 106(13), 173(12), 176(4-6), 183 
(10-11), 209(11-12) 
Trans-Atlantic Coaxial Cable, proposed, 450(9) 
Trans-Atlantic Passenger Conference, 394(4) 
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Transocean Airlines, 450(1) 

Trans World Airlines (TWA), 22(1), 29(7), 39(13), 
41(6), 42(15), 46(16), 47(6), 48(11), 258(5-6), 263 
(6-8), 273(2-3), 277(5-6), 283(4), 284(10), 286(4), 
344(3-6), 364(11-13), 378(5), 422(10), 444(7) 

Treasury Department (U.S.), 239(10), 281(6), 286(1), 
289(3), 319(13), 322(1), 324(1), 325(10), 326(5), 
331(8,10), 347(8-9), 364(1-3), 384(4-6), 388(4-5), 
403(2), 404(1), 408(10), 410(5), 418(6), 433(4-7,15), 
436(1), 437(1,4-5), 438(13), 447(11,13), 449(2), 
455(15) 

Treaty of Paris, 1856, 407(3) 

Trieste, 61(9-12), 89(14-17), 140(7-8), 141(7-8), 147(6), 
161(4), 202(6-8), 238(12), 324(4), 345(4), 361(9), 
362(10), 381(13), 406(11), 407(8), 429(5) 

Triffin, Robert, 406(14) 

Trucial Oman, 409(6) 

Truman, Harry S., 1(4-7,12), 2(1), 3(3), 5(10), 8(7), 
9(8), 12(5), 13(12), 16(6), 27(5-6), 32(9), 33(1), 34(8), 
38(12), 39(16), 40(5), 44(8), 47(13), 51(13), 66(3), 
75(3), 88(3), 90(4), 108(12-13), 130(6), 150(3), 
179(9), 187(5-12), 194(6), 197(1), 217(2), 238(10), 
239(9,11), 240(11), 259(1-2), 275(4), 283(3), 284(1), 
286(7), 288(1), 320(Sup. 1), 327(9), 342(12), 344(3), 
352(9), 358(2,4), 361(7), 363(7,17), 364(8-9, 11-13), 
365(1,6), 366(8), 367(1,9), 372(14), 378(2), 403(5-6) 

Truslow, Francis A., 252(7,9) 

Tsouderos, Emanuel J., 29(6), 31(1), 32(8) 

Tungsten. See under International Materials 
Conference. 

Tunisia, 242(10), 270(13), 380(8,11), 364(12), 365(13), 
424(15) 

Turkey (see also under East-West trade controls and 
International Monetary Fund), 17(6), 35(13), 
36(15), 40(15), 42(4-5), 55(9), 90(4), 99(7), 108(5), 
149(8-9), 151(13), 255(10), 258(5-6), 260(2), 272(5), 
277(1,10), 280(8), 282(10), 285(5,9), 293(1), 301(1,3), 
302(9), 318(1,4-6), 319(15), 327(4), 332(8), 349(7), 
350(2), 372(13), 374(13), 378(10), 382(1), 388(8), 
393(9,11), 401(5), 403(8), 409(6-9), 414(10), 421(2), 
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Turkey—Continued 
426(2), 429(5), 434(12), 439(11-12), 441(7), 442(4), 
445(8), 447(13), 448(6), 452(7) 
EPU relationship, 413(5), 423(10) 
GATT negotiations, 241(1), 330(2), 382(3), 
412(3) 
Investment policy, 432(1-3) 
Land reform, 436(6) 
Looted monetary gold question, 243(5) 
Palestine refugee problem, 235(6) 
Petroleum policy, 387(9), 432(1,3-4) 
Telecommunication problems, 242(10) 
Trade agreement with the U.S., 388(6) 
U.S. assistance, 327(10), 343(14), 384(2), 
433(11), 440(6,8) 
U.S. surplus agricultural commodities, sale of, 
457(15-16) 
Turkish Petroleum Company, 365(2) 
Tydings, Millard E., 18(4), 22(11) 


Ukraine, 318(13), 369(11), 401(3), 430(11), 445(16) 

Ullrich, Josef, 401(1), 439(8) 

Union of South Africa (see also under Civil aviation 
and International Monetary Fund), 10(10), 15(17), 
23(12-13), 31(15-16), 50(7), 178(7-8), 184 
(1-3), 190(8), 246(9), 255(8), 260(12), 268(2-4), 
270(1,11,13), 272(5,7-8), 273(7), 276(1), 278(9), 
280(11), 281(3,9), 282(6,10), 294(6-7), 301(1,3-4), 
311(7), 312(10), 319(15), 322(7), 326(10), 330(7), 
332(8), 337(9), 346(1), 352(13), 359(10), 376(5), 
382(5-6), 384(12), 389(12), 397(9), 405(11), 416(9), 
422(7), 423(5), 426(2,4), 430(1-13), 431(5), 434(12), 
447(13) 

African transport problems, 244(10) 
Forced labor allegations, 414(5-6) 

Import controls, 278(9) 

Manganese exports, 359(5-6) 

Racial policies, 365(13) 

Tax treaty with the U.S., 242(9), 325(9-10) 
U.S. wool tariff, 384(7) 
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Union of South Africa—Continued 
Wool allocations, 268(4), 274(1), 276(3-4), 
282(7-9), 318(9), 384(5) 

Union of Soviet Socialist Republics. See Soviet Union. 

United Fruit Company, 439(2) 

United Jewish Appeal, 405(9) 

United Kingdom (see also under Civil aviation, East- 
West trade controls, International Monetary Fund, 
Motion pictures, Oil, Surplus property, United 
Nations, Relief and Rehabilitation Administration 
and British and United Kingdom headings and 
subheadings), 260(2-3,7,12), 261(9,11), 262(5-6), 
263(2), 267(1), 268(4), 269(6-7), 272(5,7-8), 274(1), 
275(6), 276(2,5), 277(1,3,5), 278(5,8), 280(10-11), 
281(3,9), 282(4,10), 284(9), 285(5,8-9), 287(11), 
289(8-9), 290(8,9), 292(9,10), 294(9), 298(9-11), 
299(4), 301(1-2,4), 302(10), 303(10-11), 304(7,10), 
306(6), 307(4), 308(1-2), 311(1,3,7), 318(12-13), 
319(15), 322(11), 324(13-14), 325(3,7), 326(7), 
327(6), 329(1,4), 330(6-7), 331(2), 332(8), 334(3-5), 
337(9), 344(7,11-12), 347(4), 348(4), 349(5-6,11), 
350(2,10-11), 352(1-2), 353(4-7), 354(8,12), 355(2), 
357(11-13), 359(8, 11-12), 360(4), 361(11), 362(1), 
363(16), 368(2-3,12-13), 369(11), 373(1), 378(6,10), 
379(2,4,7,9), 380(9,11), 383(12), 386(1), 389(12), 
394(5), 401(3), 402(10-11), 404(1-10), 405(12), 
406(12), 407(3-4,8), 410(1,3), 412(7), 414(7,10), 
415(3,7), 416(4), 419(8), 421(2), 422(9), 426(2,8,13), 
428(4), 429(5,7-10), 430(5-6,13-14), 431(5-6), 
436(13), 437(3), 438(9,16,18), 441(7), 442(15), 
443(6), 444(11,14), 446(2), 447(13), 448(6,8-9), 
449(13), 450(6,8), 453(5), 456(6,10) 

Anglo-American Financial Agreement, 1945, 
24(1-5), 72(6), 84(2), 88(7), 99(4-5), 107(17), 
111(8), 113(1), 117(8-9), 128(3), 169(2), 172(1), 
207(1), 217(4), 222(2), 247(5), 283(4-6) 

Anglo-American Oil Agreement, 1944, 
2(16-17), 4(9), 13(10-11) 

Anglo-American Oil Agreement, 1945, 

15(2-3), 63(4) 65(7), 74(13), 78(3-5) 
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United Kingdom—Continued 

Anglo-American Petroleum Allocations 
Board, 4(9) 

Argentina, trade negotiations with, 
293(10-11) 

Bases agreement, 121(14-15), 140(12) 

Coal production and supply, 36(6), 75(9), 
80(8), 86(7-9), 87(13), 92(1-3), 94(4), 322(9-10), 
362(5-8) 

Colombo Plan contributions, 453(8) 

Commercial policy, 13(5), 14(1), 17(1-2), 
18(1-2), 24(5), 50(3), 56(10), 69(1), 73(8) 

Commodity arrangements, 290(1-2), 313(1), 
315(1-2) 

Convertibility question, 442(2), 447(5), 452(1) 

Devaluation, 220(1-3), 221(5-11), 226(7-8) 

Double taxation protocol with the U.S., 449(5) 

ECA assistance, suspension of, 284(4), 322(1) 

Economic and financial situation in, 
115(6-11), 128(4-6), 209(1-2), 212(1-4), 
217(1-2), 248(1-2), 322(1-3), 328(1-2), 332(1-2), 
338(7-8), 339(1-3), 343(2-3, 5-7), 348(9), 
356(8-9), 359(1-3), 365(9-10), 368(5-9), 
375(7-11), 385(2-3), 401(7), 404(2,4), 
439(12-13), 442(2) 

Economic development projects in Africa, 
239(9), 24 4(10) 

Economic policy, 6(4), Sup. 7/9/45, 8(14-15), 
13(1-2), 16(12), 40(9-10), 50(10), 66(5-8), 
74(1-3), 80(8-11), 87(13-15), 175(8) 

Economic talks with Canada and the US., 
237(3), 247(4) 

Economic talks with the U.S., 1953, 397(1-2), 
398(4), 402(2), 417(1), 441(1) 

Elections, 1945, Sup. 7/9/45 

EPU relationship, 247(1-4), 257(1), 260(2-4), 
280(4), 293(1,3),, 318(6-7), 322(1), 340(5), 
343(6), 351(3), 359(1,3), 373(4), 397(1), 398(1), 
402(2-3), 423(10-11), 442(1-2) 
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United Kingdom—Continued 

European Coal and Steel Community, policy 
toward, 377(2), 390(2-3,9), 395(7), 435(9) 

Ferrous scrap arrangements, 334(3-5) 

Film agreement with the U'S., revision of, 
266(5) 

Financial arrangements with Denmark, Norway, 
and Sweden, 235(1-2), 240(3) 

Financial assistance, 2(7-8), 17(4), 88(6-7), 
110(1-3), 111(8), 120(1), 154(8) 

Flood damages, 394(1-2) 

Food supply, 34(8), 44(9), 45(9), 55(1), 67(5), 
98(10-11), 124(3) 

Franco-German iron and steel pool, reaction to 
proposed, 254(5) 

Friendship, Commerce and Navigation treaty 
with the U.S., proposed, 246(5), 302(8) 

GATT negotiations, 342(7-8), 343(1), 346(1), 
356(12-13), 376(2,5), 382(3-4), 412(5), 
423(1-3,5), 426(3,5), 434(12), 441(3-4) 

Hungary, trade agreement negotiations with, 
243(4) 

Import restrictions, 243(2), 245(2-3), 348(10) 

International Materials Conference, 294(6-7), 
302(6) 

International Rubber Study Group, 254(10), 
443(12) 

Korean situation, 279(9) 

Lend-lease agreement with the U'S., 
382(9-10) 

Oil cartels, policy regarding, 403(6) 

Oil import curbs, 236(1-2), 241(6-7), 245(3-5), 
248(4-5), 256(6) 

Palestine refugee problem, 235(6-7) 

Raw materials shortages, 284(1-3), 288(1-3) 

Restrictive trade associations, 242(6) 

Rubber supply question, 287(4-5), 296(1-3) 

Steel allocations agreement with the U.S., 
368(11) 


ew or VT, 


| DECLASSIFIED FOR PUBLICATION IN FOREIGN 
RELATIONS OF THE UNITED STATES 











~~ EG AE RO EE OE LE a — - 


Index 151 





United Kingdom—Continued 

Sterling balances, 88(6-8), 92(11-12), 
103(10-11), 107(17-18), 110(1-3), 113(1-4), 
115(8-11), 135(2), 247(4-5), 317(1-4) 

Tax relief agreement with the U.S., 349(7) 

Tax treaty with the U.S., 1946, 242(9), 
325(10) 

Telecommunications questions, 242(10), 
368(13) 

Tin purchase agreement with the U.S., 366(1) 
Trade, 10(3), 11(7), 12(1), 13(1-2), 24(1-5), 
31(17), 32(4-5), 42(14), 48(1), 52(3-4), 
59(11-13), 60(7-8), 69(1), 76(10-11), 79(9-10), 
80(11), 83(10), 84(3), 85(11), 87(14), 88(7-8), 
89(5), 99(4-5), 100(8-9), 106(10), 107(15-16), 

109(6), 113(9), 115(8), 116(8), 117(8-9), 
132(3-7), 135(11), 139 (5-7), 145(14-15), 
151(11), 173(11-12), 178(2), 183(9), 206(1-3), 
207(1-2) 

U.S. assistance, 332(1-3), 342(4-5), 343(14), 
384(2), 408(8), 424(2), 433(11), 457(15) 

U.S. sale of surplus agricultural commodities 
to, 438(8-9), 457(15-16) 

U.S. wool tariff, 384(7) 

Wheat agreement and allocations, 238(10-12), 
246(7-9), 293(8), 317(9-10), 403(7-8,10), 
405(10-11), 418(5-6), 445(8) 

Wool allocations, 274(1-2), 276(3-4), 282(7-8), 
302(5), 318(9), 384(5) 

United Maritime Authority (UMA), 1(16), 5(14-15), 
6(9), 18(12), 26(8), 35(16-17), 70(13) | 
United Maritime Consultative Council (UMCC), | 
52(6-7), 54(7), 55(6-7), 58(10), 69(4-5), 70(13), | 
72(10-11), 75(3), 81(15), 94(17), 137(9-10) 
United Nations Additional Measures Committee 
(AMC), 354(2) 
United Nations Charter, 237(6), 322(6), 325(8), 
414(5), 441(8), 444(7) 
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United Nations Collective Measures Committee 
(CMC), 330(8-10), 354(5) 

United Nations Commission for the Unification and 
Rehabilitation of Korea (UNCURK), 265(6), 
277(10), 279(9) 

United Nations Commission on Human Rights, 
245(7), 269(9), 421(6), 444(5), 448(10) 

United Nations Commission on International 
Commodity Trade, 457(4) 

United Nations Commission on the Status of Women, 
421(6) 

United Nations Economic and Social Council 
(ECOSOC), 1(19), 13(8), 24(14-16), 28(11-12), 
32(2-3), 34(8), 37(11-14), 45(1), 49(9-17), 52(7,10), 
55(11-15), 57(11), 60(8), 66(9,13), 67(9-13), 69(4-7), 
70(13), 92(13-14), 193(6), 204(5-7), 225(5-6), 240(9), 
241(2), 254(11), 255(11), 256(1,10), 258(4), 259(3-8), 
262(11), 265(6), 276(5), 305(3,6), 306(7), 307(7-8), 
310(2), 311(2-3), 313(5,7,11), 328(7), 330(5), 333(8), 
337(1-5), 344(7-10,12), 346(6-8), 349(3), 350(4), 
363(16), 374(6), 389(8-9), 399(2), 401(3), 402(7), 
406(15), 413(10-11), 416(4), 424(14), 430(10), 431(7), 
438(18), 439(10) 

Advisory Commission on International 
Commodity Trade, 441(5-7), 444(3-4, 11), 
448(5-6) 

Chinese representation question, 245(5), 

261(4) 

Czechoslovak policy toward, 245(5), 261(4) 

Fiscal Commission, 406(10), 415(4), 448(11) 

Forced labor question, 414(5), 430(13), 

441(6,8) 

Full employment proposals, 259(3-8), 

361(4-6), 269(6-8), 346(8), 357(5), 415(2-3), 
421(3-4), 444(5), 448(7) 

Human Rights Commission, 444(5), 448(10) 

International Finance Corporation, proposed, 
421(2), 441(1), 448(9-10) 

International trade policies, 444(2-3), 448(7-8) 

Korean relief, 277(9), 279(9-10), 406(11) 
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United Nations Economic and Social Council 

(ECOSOC)—Continued 

Land reform, 325(3), 372(2-3), 436(5), 441(8) 

Narcotic Drugs Commission, 406(11) 

Polish policy toward, 245(5), 261(4), 421(1,3-5) 

Population Commission, 406(10) 

Restrictive business practices, 344(11-12), 
347(10), 359(10), 362(13), 377(8-10), 397 
(3-5), 406(7), 415(1), 416(10), 421(5) 

Sessions: 3d, 1946, 69(9-14), 72(10-11), 

63(3); 4th, 1946, 83(5-6), 86(10-13), 93 
(12-15); 5th, 1947, 107(12), 112(13-14); 6th, 
1948, 135(10), 142(8-13), 162(7), 164(2-5); 7th, 
1948, 158(11-12), 168(4-7); 8th, 
1949,188(5-8), 190(8-9), 195(8-12); 9th, 1949, 
208(5-8), 216(3-10), 240(4-7); 10th, 1950, 
237(6,8), 240(4-7), 245(5-7), 261(4); 11th, 
1950, 259(3-8), 261(4-6), 269(6-10), 276(8), 
292(1); 12th, 1951, 292(6-8), 296(10), 
298(8-11), 331(3); 13th, 1951, 314(6-10), 
325(2-8), 365(14); 14th, 1952, 357(1-6), 
359(4), 368(1-9), 389(9); 15th, 1953, 401(6), 
406(7-11), 424(4); 16th, 1953, 397(3) 406(11), 
415(1-4), 416(10-11), 420(6), 421(1-6),430(12) 
17th, 1954, 406(9), 430(10), 431(6), 436(5), 
441(5-9); 18th, 1954, 441(7), 444(17), 
448(5-11); 19th, 430(9), 441(8) 

Soviet policy toward, 245(5), 261(4), 269(6), 
298(8-10), 325(3,5-6,8), 368(1-2), 406(7,11), 
421(1,3-5), 430(11), 441(6,8), 444(2), 448(5,7-8) 

Special U.N. Fund for Economic Development 
(SUNFED), 421(1-2), 430(7,9), 444(1-2), 
448(8-9) 

Statistical Commission, 406(10) 

Transport and Communications Commission, 
406(10), 423(12), 441(9) 

U.S. policy toward, 240(4-5), 292(6-8), 
292(10-11), 322(5), 325(3,6-7), 357(1-4), 
359(4-5), 368(1-4), 377(8), 397(3-5), 406 
(7-8,11), 415(1-4), 416(10-11), 421(1-4), 
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United Nations Economic and Social Council 
(ECOSOC)—Continued 
US. policy toward—Continued 
423(12), 441(5-9), 444(1-7), 448(5-6,8-9,11) 
World economic situation, reports on, 
406(7-8), 444(4,6), 448(6-7) 

United Nations Economic Commission for Asia and 
the Far East (ECAFE), 164(3-4), 168(5), 194(5-6), 
195(10), 197(8-9), 211(3-8), 256(10-11), 307(8), 
328(8-9), 344(10), 347(5-6), 349(3), 352(4), 372(3), 
383(5), 402(6-7,9-10), 406(11), 429(8), 441(6) 

Chinese representation question, 256(10), 
346(5), 402(7,10) 

Domestic capital mobilization, 379(10-12) 

Reports of, 357(1), 386(8-11), 402(7-8), 
438(16), 441(9) 

Sessions: Ist, 1947, 98(3-4), 106(14); 2d, 
1947, 126(12-13), 130(7); 3d, 1948, 153(1-3), 
158(6-8); 4th, 1948, 178(10-16), 182(8); 5th, 
1949, 223(8-11), 228(8-10); 6th, 1950, 
256(10-11); 7th, 1952, 346(5-7), 372(3); 9th, 
1953, 402(6-10); 10th, 1954, 438(16-18) 

Soviet policy toward, 256(10), 328(8-9), 
342(12), 402(6-10), 438(16-17) 

Trade between Asia and Europe, report on, 
432(9-12) 

U.S. policy toward, 402(9-10), 438(16,18) 

United Nations Economic Commission for Europe 
(ECE), 86(11), 93(12), 103(3-5), 152(5-6), 164(2-3), 
170(1), 172(1-2), 183(1-2), 191(6-7), 195(19), 
213(4-5), 247(9), 256(1-5), 260(5-8), 276(7-9), 280(8), 
282(4), 311(2), 313(7), 322(11-12), 343(1-12), 
334(10), 375(7-12), 394(11), 395(7), 406(11), 413(11), 
416(7), 429(5-7), 435(9), 441(6) 

Committee on the Development of Trade, 
455(7-9) 

East-West trade, 321(1-3), 405(1-2), 439(8-9), 
442(11-14), 444(3), 455(7-8) 

Reports, 385(1-3), 439(10), 448(8) 
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United Nations Economic Commission for Europe 

(ECE)—Continued 

Sessions: Ist, 1947, 96(12-14), 98(15-17), 
101(6-9); 2d, 1947, 108(7-9); 3d, 1948, 
146(4-9), 148(5-7), 151(1-4); 4th, 1949, 
200(5-7), 202(1-3), 204(2-5), 256(2); Sth, 1950, 
256(1-5), 260(5-8), 276(9); 6th, 1951, 306(5-9), 
310(1-2); 7th, 1952, 349(1-3), 401(1-2); 8th, 
1953, 401(1-3); 9th, 1954, 439(7-11) 

Soviet policy toward, 260(5-7), 276(8), 
310(1-2), 321(1-3), 346(5), 349(1-2), 357(5), 
401(1-3), 405(1-2), 439(7-11), 442(11-13), 
455(7,9) 

US. policy toward, 306(5-7), 349(1), 357(5), 
401(1-3), 439(10-11), 455(8) 

United Nations Economic Commission for Latin 
America (ECLA), 204(5-7), 210(6-8), 269(10), 
331(5), 344(10), 349(3), 357(6), 381(11), 383(12), 
394(11), 399(2), 441(9) 

Sessions: 3d, 1950, 261(9-10); 4th, 1951, 
307(6-8), 313(4-7); 5th, 1953, 406(12-15), 
414(3) 

United Nations Economic Survey Mission for the 
Middle East (ESM), 235(4-10) 

United Nations Educational, Scientific and Cultural 
Organization (UNESCO), 17(8), 18(8), 22(15), 
245(7), 257(7), 274(9), 280(11-13), 288(7), 298(11), 
316(11), 325(3), 362(11), 365(13), 374(11,13), 381(8), 
424(14) 

United Nations General Assembly, 292(7), 31311), 
330(9), 414(2), 444(1) 

Commodity trade and economic development, 
report on, 431(6-9) 

Forced labor, questions regarding, 430 
(7, 12-13) 

Full employment proposals, 444(5) 

International Development Fund, proposed, 
344(7-8), 357(3), 368(2), 405(12) 

Land reform reports and resolutions, 372(2-3), 
389(10-11), 436(5-9), 441(8) 


DECLASSIFIED FOR PUBLICATION IN FOREIGN : 
RELATIONS OF THE UNITED STATES 











156 Current Economic Developments, 1945-1954 





United Nations General Assembly—Continued 

Nationalization of natural waterways, 
proposal regarding, 389(11-12), 399(2), 406(9), 
413(11), 430(10) 

Palestine refugee problem, 235(4-5) 

Resolution of Dec. 8, 1949 establishing U.N. 
Relief and Works Agency for Palestine 
Refugees, 235(4-6) 

Resolution of May 18, 1951 regarding embargo 
of the People’s Republic of China, 340 
(1-2), 354(2), 389(4,6), 410(1) 

Sessions: 5th, 261(5), 372(2); 6th, 330(8), 
344(7-10), 372(2), 389(9), 405(12); 7th, 
389(7-12), 406(9); 8th, 430(7-13), 431(6); 9th, 
430(8-10), 431(6) 

Soviet position, 389(7-8,10-11), 430(11) 

Technical assistance program, 240(9-10) 

U.S. position, 389(7,9,11-12), 430(7-10,12-13) 

Uniting for Peace resolution, 311(2), 321(4) 

United Nations High Commissioner for Refugees, 
362(11), 381(12-13), 421(6) 

United Nations International Children’s Emergency 
Fund (UNICEF), 240(7), 253(2), 261(5-6), 269(10), 
361(7,9), 363(16), 366(8), 381(8), 420(5), 421(6), 
440(9), 449(7) 

United Nations Korean Reconstruction Agency 
(UNKRA), 277(9-10), 279(9), 326(8), 397(6-7), 
408(9), 418(1), 420(5), 430(7,12), 449(9) 

United Nations Relief and Rehabilitation 
Administration (UNRRA), 1(9), 6(1-3), 8(11), 
13(2,6), 17(5-7), 23(6-8), 25(4), 26(6-9), 29(1-2), 
30(9-10), 33(2-3), 34(13-14), 36(9,13-14), 41(7), 
58(11-13), 67(10), 69(1-11), 75(4-5), 77(11,13-15), 
81(4), 85(10), 100(13), 363(16) 

Albania, 19(5) 

Austria, 23(7), 32(11), 34(13), 37(1), 39(5-6), 
41(7), 56(2-3), 58(13), 61(7), 62(6), 71(11-12), 
75(3), 77(5), 78(1-2), 82(1-2) 

Brazil, 23(6-7) 
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United Nations Relief and Rehabilitation 
Administration (UNRRA)—Continued 
China, Republic of, 11(4), 23(8), 32(12), 86(2), 

87(7) 
Council sessions: 3rd, 5(1-3), 11(1-5); 4th, 
3/15/46, 37(15-16) 
Czechoslovakia, 17(6), 31(10-12) 
Denmark, 36(14) 
Europe, 1(3-4), 16(17), 17(4), 23(7) 
Far East, 11(3-4), 17(7) 
Germany, 23(7), 34(13), 36(13) 
Greece, 23(8), 29(6,10), 31(1-2), 36(14), 62(7), 
72(13) 
Hungary, 29(9-10), 32(7-8), 84(12-13) 
Iran, 29(7-8) 
Italy, 7(6), 8(7), 14(3), 17(7), 18(13), 36(14), 
39(3), 42(6), 58(12), 70(1-2), 72(14), 81(3) 
Japan, 30(17) 
Philippines, 14(14), 23(8), 36(14) 
Poland, 4(1-2), 17(5-6), 44(10) 
Romania, 34(13) 
Shipping, 31(12), 38(5) 
Soviet Union, 12(7), 17(5), 34(13-14) 
United Kingdom, 3(6), 15(1-2) 
Yugoslavia, 58(12), 63(3), 134(12) 
United Nations Relief and Works Agency (UNRWA), 
279(7-8), 440(8) 
United Nations Relief and Works Agency for Palestine 
Refugees (NERWA, UNRWA), 235(4,10) 
United Nations Relief for Palestine Refugees 
(UNRPR), 235(5-7) 
United Nations Security Council, 261(1), 265(6), 
277(10), 284(10,12), 289(2), 292(7), 327(2), 330(9) 
United Nations Special Fund for Economic 
Development (SUNFED), 405(12-14), 415(2), 
421(1-2), 430(7-9), 444(1-2), 448(8-9) 
United Nations Technical Assistance Board, 352(4), 
416(11), 421(3) 
United Nations Technical Assistance Program, 
240(9-10), 245(6), 246(11), 255(11), 256(11), 258 
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United Nations Technical Assistance 
Program—Continued 

(3-4), 260(13), 262(10), 274(9-11), 288(7), 306(1), 
325(5), 344(8-9), 346(7), 352(4), 361(7), 363(11), 
389(8), 408(9), 415(3-4), 416(10-11), 420(6), 421(3), 
430(10-11), 433(12-13), 438(17), 440(9), 444(5-6), 
448(10), 449(2-3,9) 

United Nations World Economic Reports: 1950-1951, 
356(3-11), 357(4); 1952, 401(6-11) 

United Nations World Population Conference, 453(18) 

United Nations-International Labor Organization 
Committee on Forced Labor, 414(5-7), 415(1,10), 
421(6) 

United States (see also United States and U.S. sub- 
headings under individual subjects), 328(6-7), 
329(1), 330(4), 332(8), 337(9), 344(7,11), 347(4), 
352(2), 356(8), 361(11), 374(11), 384(5,12), 386(1), 
387(4), 405(12), 407(8,10), 410(1,3), 429(1), 
430(13-14), 436(5), 442(15), 444(14), 453(5) 


Act for International Development, 361(7), 
377(10), 440(9) 

Advisory Board on Economic Growth and 
Stability, 421(8) 

Advisory Committee on Export Policy (ACEP), 
426(11-12) 

Agricultural Act of 1949, 384(6), 449(7) 

Agricultural Adjustment Act of 1935, 309(8), 
384(6), 403(2), 406(4-5), 412(1,3), 416(8), 
419(2), 423(5), 424(2), 426(2), 432(5), 
437(4), 438(13), 439(20), 445(13), 451(3), 
452(6), 453(14) 

Agricultural policies, 16(15-16), 433(8-9), 
435(2-3), 438(5-9) 

Agricultural Trade Development and 
Assistance Act, 1954, 449(1,5-10,12,15), 
452(11-13), 453(9,14), 455(1), 456(6), 
457(15) 

Agricultural Trade Mission, report of, 
445(10-15) 
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United States—Continued 

Agriculture Advisory Committee, 403(9) 

Air Coordinating Committee, 296(4), 426(8), 
441(10) 

Anti-dumping Act, 449(2) 

Balance of payments, 173(1-4), 229(7-8), 
378(9-11) 

Basic materials program, 373(8-10) 

Benton Amendment, 342(3), 347(8-12), 361(9) 

Buy America Act of 1933, 266(3), 272(4), 
351(5,7), 363(12,15), 366(4-6), 375(3), 388(5), 
404(3), 405(3-4), 413(6), 433(4), 435(4), 442(6), 
445(13), 455(4), 457(11-12) 

Chief Joseph Dam, British views regarding 
bids on, 405(3-5) 

Civil Aeronautics Act, 1938, 441(10,12) 

Coal supply, 75(7-8), 123(2-2), 143(10), 162(9) 

Commercial policy, 3(2), 5(2), 11(7), 14(7), 
15(11-13), 17(1-2), 19(8), 20(1), 24(5), 30(1), 
31(9-10,14-15), 50(3), 56(10-11), 73(8-9), 77(1), 
79(16), 82(7-8), 92(14-15), 113(11-17), 134(16), 
200(1-2), 227(7-10), 277(7-9) 

Commodity arrangements, 289(1), 313(2-3), 
433(9-10) 

Communications Act of 1934, 242(1), 449(11) 

Containment policy toward Soviet Union and 
Soviet satellites, 236(9) 

Controlled Materials Plan (CMP), 314 
(1st Sup. 2, 2d Sup. 2), 333(4-9), 342(9), 
348(1-3), 352(7), 364(10-11), 368(10), 400(8,10) 

Copyright law, 374(12) 

Council on Foreign Economic Policy, 

457(13-14) 

Customs procedures, 229(3-4) 

Customs simplification legislation, 254(7-9), 
279(3), 283(1-2), 403(2), 404(2), 408(10-11), 
419(3), 433(5), 438(11), 445(4), 449(2) 

Defense Electric Power Administration 
(DEPA), 314(2d Sup. 1, 4, 6) 
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United States—Continued 

Defense Production Act of 1950, 281(4), 289(3), 
290(3), 296(7), 319(2), 330(2), 406(4-6), 412(1), 
423(4), 426(2), 438(13), 439(17), 452(11-12), 
456(12) 

Defense Production Act of 1951, 320(Sup. 1-5), 
321 (Sup. 2), 322(3), 326(Sup. 3), 351(6),352(5), 
367(5-6), 376(4), 382(1-2), 388(1-2,6,10), 
398(2), 400(11-12), 404(3) 

Defense Production Act Amendments of 1952, 
364(8-11), 376(4) 

Depression in, 212(6-8) 

Displaced Persons Act of 1948, 345(4-5), 
362(10) 

Economic situation in, 305(10-13), 
326(Sup. 1-6), 343(1), 348(7-10), 368(5-8), 
401(8,10), 421(7-8), 424(4-9), 439(8-9) 

Economic Cooperation Act of 1951, 391/8) 

Employment Act of 1946, 259(4-5), 415(3) 

Escape clause procedures, 379(6-7), 
428(1-2,4), 433(3), 435(5), 442(7-8), 445(5,13), 
447(9,11), 449(12), 450(5), 451(5), 455(4,11) 

Exchange rates, 114(1-5) 

Export Control Act of 1949, 289(3), 400(11), 
413(2) 

Export surplus, 274(3-6), 357(9-11) 

Famine Relief Act, 1953, 424(1,3), 425(1,3), 
430(5), 438(5) 

Ferrous scrap policies, 334(3-6), 404(7-10), 
413(1-3), 426(11-12) 

Flammable Fabrics Act, 449(4), 455(4) 

Food policy, 6(8-9), 34(8) 

Foreign Aid Act, 1948, 132(8-11), 145(1-9) 

Foreign Aid Programs, 286(1-3), 30i(10-12) 

Foreign Assets Control Regulations, 364(1-3) 

Foreign assistance, 18(9), 38(14-15), 53(12), 
74(1-3), 187(6-12) 

Foreign economic policies, Gray report on, 
272(1-4), 279(1-4) 

Foreign export needs, 304(10-12) 
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United States—Continued 

Foreign financial policy, 2(7-8), 11(7), 37(9), 
84(2), 88(15-16) 

Foreign investment policy, 4(13), 154(2-4), 
166(11), 230(1-3) 

Foreign Petroleum Materials Committee, 
325(1) 

Foreign Petroleum Supply Committee, 
320(3-4) 

Foreign private investment, 377(9-10), 435(2) 

Foreign restrictive business practices, 
359(7-10) 

Foreign Supplies and Requirements 
Committee (FSRC), 290(1), 310(3-4,6), 
312(5-7), 313(2-3) 

Fulbright Act, 361(10), 455(2) 

Full Employment Act, 1946, 421(7) 

Gold reserves, Sup. 7/9/45(10-12) 

Gross National Product (GNP), 411(7-8) 

Hickenlooper Amendment regarding U:S. 
treaty rights, 278(9-10) 

Immigration and Nationality Act, 1952, 
400(1) 

Immigration and Naturalization Service, 
394(5) 

Interagency Committee on Agricultural 
Surplus Disposal, 457(15-16) 

Interagency Foreign Petroleum Committee, 
333(5) 

Interagency Land Reform Committee, 372(1) 

Interagency Regional Coordinating 
Committee on Migration in Latin America, 
381(11) 

Interdepartmental Advisory Committee on 
Export Policy, 326(1) 

Interdepartmental Air Coordinating 
Committee, 319(3) 

Interdepartmental Committee for Far East 
mobilization, 338(1) 
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United States—Continued 

Interdepartmental Committee for Reciprocity 
Information, 451(4) 

Interdepartmental Committee on Foreign 
Supplies and Requirements, 292(1) 

Interdepartmentail Committee on Internal 
Security, 326(4-5) 

Interdepartme:tal Committee on Trade 
Agreements (TAC), 243(1), 252(1-2), 265(4), 
269(2), 286(8), 293(5), 295(3), 297(10-11), 
308(1), 316(6), 338(6), 348(11-12), 372(10), 
445(3), 455(16) 

Interdepartmental Defense Materials Policy 
Committee, 375(3) 

Interdepartmental Foreign Petroleum 
Committee, 320(4) 

Interdepartmental Radio Advisory 
Committee, 288(11), 342(6) 

Interdepartmental Shipping Coordinating 
Committee, 319(3) 

Interdepartmental Stockpile Committee, 
266(2-3) 

Interdepartmental Working Committee on 
Synthetic Rubber Legislation (Turner 
Committee), 237(1) 

International Development Advisory Board, 

350(4-5), 357(3), 377(9-10) 

Maritime Sea Transport Service of the U.S. 
Navy, 443(5) 

Materials Policy Commission, 363(7-15), 
375(1-6) 

McCarran-Walter Immigration Act, 394(4-5) 

Merchant Marine Shipping Act of 1936, 
367(9-10), 433(8), 449(10-11) 

Military appropriations, economic impact of 
new, 268(1-2) 

Minerals Policy Committee, 439(15-19), 
449(14), 456(11-14) 

Mobilization Readiness Plan, 411(5-8) 
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United States—Continued 

Mutual Assistance Advisory Committee, 
331(8), 384(2) 

Mutual Defense Assistance Control Act 
(Battle Act) of 1951, 327(1), 331(10), 334(1), 
341(1), 354(1-2), 367(1-2), 383(3), 442(1) 

Mutual Defense Assistance Program (MDAP), 
290(8,10), 294(11), 306(1), 314(1st Sup. 3), 
322(1), 327(11), 366(6), 373(8) 

Mutual Security Act of 1951, 327(9-11), 328(7), 
332(8), 341(3), 342(1,3-4), 343(13-14), 349(7), 
361(5), 362(9), 388(11), 390(1), 408(9), 451(13) 

Mutual Security Act of 1952, 347(3,8,12), 

348(8), 349(5), 361(7-10), 362(9), 367(10), 
371(3), 373(8), 384(1), 388(11), 398(7), 414(9) } 

Mutual Security Act of 1953, 367(11), 370(1), | 
424(1), 425(3), 427(2,4), 430(4), 446(9), 449(6), : 
456(6) 

Mutual Security Act of 1954, 438(5,7), 440(9-10), 
443(8), 445(11), 449(1,8-9), 457(17-18) 

Mutual Security Appropriations Act, 1954, 

420(4-8) 

Mutual Security Program, 306(1-4), 327(2), 
328(8), 331(1,8-10), 332(1), 351(3), 365(6), 
366(4-8), 384(7), 398(7), 399(8), 405(3-4), 
408(7-9), 414(9), 424(1), 435(1), 438(8), 
440(6-10), 449(3,8-10) 

Mutual Trade Security Advisory Committee, 
331(10) 

National defense program, 4(15-18) 

National Stockpiling Act, 452(11) 

Oats, limitation on imports of, 432(5-6) 

Point Four (Technical Assistance) Programs, 
187(5-12), 193(3-6), 194(6), 198(3-7), 201(4-5), 
203(1-4), 207(2-6), 210(5-6), 225(4-6), 
231(11-12), 235(8), 238(8-10), 239(11), 240(10), 
241(3,7), 243(10-11), 246(4,6,9,11), 262(10-11), 
264(3), 274(8-11), 279(1), 280(7), 281(10), 
288(6-7), 294(3), 296(11), 305(1), 306(1), 
319(3,14-15), 327(11), 329(4), 338(2) 346(6), 
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United States—Continued 

Point Four (Technical Assistance) 
Programs—Continued 
361(5-6), 366(7), 372(3,5), 373(1,3), 377¢ 10), 
380(6-8), 381(6) 383(12), 388(4-5,10), 389(3,6), 
393(2-3), 400(6), 433(12-13) 

President’s Commission on Migratory Labor, 
309(9-12), 361(13) 

President’s Committee on International 
Information Activities, 395(9-10) 

President’s Communications Policy Board, 
241(11-12), 288(10-12), 298(608), 339(11) 

President’s Material Policy Commission, 

312(7), 388(3-7), 399(5) 

Price ceilings, 303(1-3) 

Price controls, 290(2-3), 320(Sup. 2), 331(3-5) 

Private investment abroad, 390(11-16), 
433(13-17), 450(10-11) 

Producer-Trade Advisory Committee, 403(9) 

Program Adjustment Committee (PAC), 
314(2d Sup. 1-2,4) 

Program Determinations (PD), 314 
(2d Sup. 2) 

Psychological Strategy Board, 412(7) 

Public Advisory Board for Mutual Security, 
365(6), 398(2-7), 408(10) 

Public Housing Act, 405(5) 

Raw materials shortages, 284(1-3), 288(1-3), 
380(8-12), 402(11-12) 

Reciprocal Trade Agreements Act and exten- 
sions, 239(1), 269(1), 272(4), 274(8), 279(3), 
283(1), 286(8), 289(4-6), 293(4-7), 295(3-4), 
301(3), 309(5-8), 316(10), 319(6), 322(3), 
326(6), 338(5-6), 351(5), 352(11), 356(12), 
363(12), 370(4), 372(11-12), 376(2), 379(6), 
382(5), 388(10), 396(1), 398(6), 402(2), 
403(1-2), 404(2-3), 405(5), 411(1-2), 413(6), 
419(1), 422(11), 423(4), 428(1-3), 433(1,3), 
438(11), 442(5-6), 445(1,13), 449(1,3), 451(5) 

Restrictive business practices abroad, 446(8-9) 
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United States—Continued 

Rice production and exports, 374(14-15), 
383(5-6) 

Rubber Act of 1948, 262(10), 353(12), 

397(10,12) 

Rubber Act of 1950, 237(1) 

Rubber legislation and policies, 237(1-3), 
267(8-9), 287(4-6), 296(1-3), 303(7-8), 338(6), 
346(2-4), 353(10-12), 357(7), 371(4-6), 410(1), 
419(9-10), 427(7,10), 434(4-6), 443(10-12) 

Rural Electrification Act, 405(5) 

Rye import quota, 439(20) 

Sawyer Economic and Trade Mission to Europe, 
388(8-11) 

Selective Service Act, 320(11), 411(10) 

Selective Service System, 314(ist Sup. 7) 

Shipping questions, 315(6-8), 326(8-10), 
352(12-13), 367(9-10), 449(10-11) 

Steel production and allocations, 368(10-11), 
390(3-4,9) 

Stockpile program, Sup. 7/9/45(1-5), 150(5-7), 
165(1-2), 170(2-3), 172(3), 174(6-7), 189(8-9), 
192(1-2), 244(4-6), 262(9), 266 
(2-4), 267(8-9), 295(1-2), 299(4), 302(2), 
303(11), 306(8), 313(2-3), 315(2), 323(1,3), 
343(1), 346(3), 348(3-4), 349(6), 353(10), 
355(9-10, 13-14), 363(8,15), 364(10), 366(1), 
371(4), 373(2), 375(1,5-6), 377(6), 381(6), 
388(5-6), 416(1), 420(7), 434(5-6), 437(3), 
439(15-18), 443(12), 449(6,12-15), 452(11-13), 
455(13-14), 456(11-12) 

Strategic and Critical Materials Stockpiling 
Act of 1946, 266(2), 405(5) 

Strategic materials, procurement of, 316(1-3), 
353(8-10) 

Sugar Act of 1948, 261(7,9), 301(1), 321(9-10), 
390(10), 404(3), 455(13) 

Sugar policies, 350(10-11), 422(6-7,9) 

Surplus agricultural commodities, 424(1), 
430(4-5), 435(2), 439(2,5), 440(9), 445(11 13), 


DECLASSIFIED FOR PUBLICATION IN FOREIGN I> 
RELATIONS OF THE UNITED STATES 





166 Current Economic Developments, 1945-1954 





United States—Continued 

Surplus agricultural commodities—Continued 
449(6-7,10-11), 451(3), 451(17), 453(9), 
455(14), 457(3,15-19) 

Surplus Property Act, 439(17) 

Synthetic rubber program, 262(8-10), 
397(10-12), 419(9-10) 

Taft-Hartley Act, 321(Sup. 2) 

Tariff Act of 1930, 254(7), 360(4), 384(6), 

398(5), 410(4-5), 419(1), 428(3), 435(4), 437(5), 
442(6), 445(1), 449(1,8) 

Tariff increases on certain watch imports, 
447(9-11) 

Tariff quota on alsike clover seed, 445(4-5) 

Tax treaties. See under individual countries. 

Technical Policy Steering Committee, 
339(10-11), 343(6-7) 

Telecommunications Coordinating Committee 
(TCC), 288(11-12), 298(7-8), 339(10) 

Telecommunications Policy Committee, 450(9) 

Trade Agreement Act, 1945, 1(12), 9(12), 

19(10), 26(1), 156(8) 

Trade and tariff policies (see also General 
Agreement on Tariffs and Trade, Tariffs, and 
U.S. Tariff Commission), Sup. 7/9/45(5-10), 
4(7), 6(12-14), 8(3-5, 9-10), 10(3), 11(7), 12(1), 
13(1-2), 19(9), 24(1-5), 25(1-4), 26(1), 31(17), 
32(4-5), 34(10), 35(1,3), 48(1), 50(2-3), 65(9), 
82(6-7), 85(1), 88(2-3,15-16), 92(6-8), 
107(15-16), 109(1-4), 134(3-4), 151(14), 152(9), 
156(8-9), 179(14), 220(6-7), 246(4-7), 296(5-7), 
335(7), 398(2-6), 403(1-2), 404(2-3), 412(1-3),,. 
417(2-4), 428(1-4), 433(2-8), 435(4-5), 436(6), 
450(4-6), 452(1,6-7), 453(14-15), 455(10-12) 

Trade Agreements Committee (TAC). See 
Interdepartmental Committee on Trade 
Agreements above. 

Trading with the Enemy Act, 289(3), 364(1), 
438(13), 455(6) 

Transportation policy, 228(5-7) 





- ene alll, 
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United States—Continued 
Tuna duties, 345(6-8) 
Watch imports, 255(3-4) 
Wheat exports, 293(8-9), 403(8-11), 405(11), 
418(5-6), 445(7-8), 453(13) 
Wool Act, 1954, 449(8) 

U.S. Chamber of Commerce, 248(9), 451(1) 

U.S. Protective Council of Foreign Bondnolders, 
369(7), 392(9) 

U.S. Steel Company, 334(4) 

U.S. Tariff Commission, 277(4), 289(5), 293(4-6), 
309(7-8), 319(6), 338(4-5), 345(6), 351(5), 
356(12-13), 370(4-7), 372(10-11), 379(6-7), 
384(4,6-7), 392(1-2), 403(2), 406(4-5), 411(2), 
412(1-5), 416(8-9), 419(2), 423(4-5), 426(2), 428(1-2), 
432(5), 433(3-5), 435(5), 437(4-5), 439(20), 442(7-9), 
445(3-5), 446(6), 447(9-10), 449(2,8,1-13,15), 
450(4-6), 452(6-7), 453(14-15), 455(10-11) 

Universal Copyright Convention, proposed, 
280(11-13), 316(11), 374(11-14), 449(4-5) 

Universal Declaration of Human Rights, 274(9), 
325(8) 

Universal Postal Convention, 284(10) 

Universal Postal Union (UPU), 49(12) 

Uruguay, 45(10), 57(14), 60(12), 67(4), 73(16), 78(16), 
168(8-10), 237(9-10), 246(8), 255(2), 268(3), 280 
(6-7), 301(3), 313(3), 319(15), 324(13), 325(3,7), 
330(1,7), 332(8), 344(11), 354(10), 360(5), 367(8), 
368(4), 382(6), 384(4), 389(7,11), 399(2), 416(9), 
431(11), 434(12), 439(6), 444(14), 457(4) 

Commercial treaty with the U S., 1949, 
246(6), 277(7-8), 284(12), 302(6), 347(10) 

Land reform program, 372(9) 

Trade agreement with the U.S., 1942, 410(5), 
414(2), 431(11) 

U.S. agricultural surplus, 439(2) 

U.S. countervailing duties on imports of wool 
tops, 410(4-5), 414(2), 437(4-5), 439(2) 


V/ 
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Wool allocations and exports, 268(3), 274(1-2), 
276(4), 384(5), 414(1) 


Valentine, Alan, 287(3) 

Vandenberg, Arthur H., 69(9), 85(1,10), 88(2), 133(1), 
156(8-9) 

Van Zeeland, Paul, 302(10) 

Vargas, Getulio, 339(7-9), 361(1), 380(2), 402(5), 
452(8) 

Vatican, 242(10), 280(11), 332(8), 369(9), 418(5), 
444(14) 

Venezuela (see also under Civil aviation), 239(1), 
246(9), 253(12), 261(9), 262(6), 264(11,13), 
270(11,13), 272(8), 277(1), 281(6), 302(7), 319(15), 
327(5,8), 332(8), 337(5), 352(12), 405(11), 407(7), 
414(7), 439(4), 447(16), 448(9) 

Economic situation in, 297(9), 406(13) 

Oil exports to the U.S., 411(1), 414(1) 

Petroleum legislation, 320(4) 

Trade agreement with the U.S., 1939, 
286(7-9), 295(3-4), 319(6-7), 338(6), 352(9), 
372(10-11), 411(2) 

Trade agreement with the U.S., 
supplementary, 1952, 372(1-12) 

Trade with the U.S., 274(5-6) 

U.S. oil interests in, 2521-2), 365(2,4) 

U.S. oil quota, 286(7-9) 

Venezuelan Airline (LAV), 320(8), 378(3), 383(3-4), 
420(3) 

Veterans Administration, 314(1st Sup. 7) 

Vietnam, 240(10), 253(2), 256(10-11), 280(9), 
294(9),298(11), 303(10-11), 324(4), 346(5), 347(4), 
352(2-3), 355(2-3), 371(5), 402(7), 408(6), 410(1), 
429(8,12), 441(6), 443(12), 449(9), 453(5, 10) 

Land reform program, 372(6-7) 

U.S. economic and technical assistance, 
313(8-9), 372(6-7) 

Vinson, Fred M., 2(7), Sup. 7/9/45, 6(11), 9(8), 12(1), 
17(2), 28(9), 32(9) 


—————— ~~ ———— 
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Virgin Islands, 372(12) 

Vogeler, Robert, 349(11) 

Voice of America (VOA), 242(12), 264(5), 327(3-4), 
395(8), 412(8) 

Soviet jamming of, 283(6-10), 395(9), 412(9) 
Voice of the United States (VOUSA), 240(12) 
Voroshilov, K.Y., 21(3), 54(3) 

Vorys, John M., 422(12) 

Vukmanovic-Tempo, 456(4-9) 

Vyshinsky, Andrei Y., 43(6), 48(9-10), 54(3), 57(1), 
90(8), 162(1-3), 163(1), 164(1-2), 165(5-6) 


Wadsworth, George, 443(5) = 
Waerum, Emily, 98(16), 101(9) : 7 
Wage Stabilization Board, 314(1st Sup. 2), \ 
321(Sup. 2-3) 
Waley, Sir David, 20(15), 73(1) 
Walter, Francis E., 394(4) 
War Production Board (WPB), 2(15), 3(11), 6(3), 
14(15}, 18(1,9) 
War Shipping Administration (WSA), 6(6), 7(6), 
8(7,13), 11(8), 18(13), 19(4), 23(5), 24(18), 30(10), 
31(10), 32(13), 33(16-17), 38(5), 56(12), 66(11) 
Warner, Edward P., 2(6), 12(12), 18(10), 260(13) 
Watches (see also under Switzerland and United 
States), 19(15-17), 26(3-4), 27(9), 44(16-17) 
Watt, Robert J., 15(14), 21(12) 
Wattumull Foundation, 381(9) 
Waugh, Samuel C., 421(7), 439(2), 442(2), 447(5), 
451(1-4), 453(9) 
Webb, James E., 339(10) 
Wen-hao, Wong, 24(17), 65(12-13), 177(10) 
West Indies Conferences: 1944, 22(12), 30(10-12); 
1945, 39(17-18) 
West European Union (Brussels Treaty) meeting of 
Finance Ministers, 1948, 149(6-7), 151(6) 
Western Hemisphere Trade Corporation, 433(14) 
Whaling, 24(19-20), 67(14), 68(12), 77(12), 154(9-10) 
Wheat (see also International Wheat Agreement and 
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Council and under individual countries), 10(14-15), 
12(11), 29(2-3), 33(1-2), 35(4), 36(9-11), 55(1), 58(8), 
72(17-18), 87(12), 91(12), 96(16-17), 129(3-4), 
141(8), 159(7-8), 180(8-9), 189(1-3), 195(7-8), 207(8- 
9), 212(10-11), 215(6), 226(4-7), 228(10-11) 

Wheeler, Leslie A., 16(14), 19(14), 66(9), 243(10) 

White, Eric Wyndham, 413(8) 

White, Francis, 434(9) 

White, Harry D., 17(2), 32(9), 58(13) 

Whitney, John Hay, 422(12), 433(10) 

Wilcox, Clair, 7(4), Sup. 8/9/45, 39(9), 46(3-4), 68(1), 
70(4),125(14) 

Williams, John H., 422(12) 

Williams, Langbourne M., 388(8) 

Williams, Walter, 447(16) 

Willis, Frances E., 447(11) 

Wilson, Charles E., 287(3), 290(2), 314 (1st Sup 1, 7), 
348(1), 355(8) 

Wilson, Harold, 109(6), 141(4) 

Winant, JohnG., 11(12), 16(18), 73(7) 

Wood, C. Tyler, 58(12-13), 91(10), 431(1,3-4), 436(4) 

Wool (see also under International Materials 
Conference and individual countries), 16(14-15), 
72(8), 74(16-17), 90(3), 93(9), 97(4-5), 101(9-11), 
105(11-12), 172(9-10), 268(3-6), 274(1-2), 276(3-4), 
278(6), 282(7-9) 

World Federation of Trade Unions (WFTU), 
17(16-17), 29(8), 55(10-11), 69(12), 101(8), 103(8-9), 
127(5-6), 131(6), 135(10), 136(3-5), 144(5-6), 
151(6-7), 166(6), 170(7-8), 175(8), 177(5), 179(8), 
186(2-4), 195(11), 198(2-3), 203(4-6), 205(9), 
210(4-5), .'33(3,5-6), 240(6), 261(5), 291(9-10), 
298(11), 4)2(6), 414(7), 424(13-15) 

World Feder ition of United Nations Associations, 
379(10) 

World Food Board, 60(9), 66(9), 71(1-3) 6(10), 16(13) 

World Health Organization (WHO), 6(10), 16(13), 
52(11), 59(9-10), 69(12), 142(14), 156(11), 167(7-8) 
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World High Frequency Broadcasting Conferences, 
240(12-14), 257(7-8), 264(4-5), 267(6-8) 

World Meteorological Organization, 292(8) 

World Peace Council, 342(10-11,13) 

World Sugar Conference, 1953, 422(6-9) 

World Trade Conference, 19(1-2), 112(11) 

World Trade Union Conference (WTUC), 15(14-15) 

World War II blocked assets, freeing of, 414(8) 


Yalta Agreement, 1945, 311(5) 

Yang, You Chang, 382(7) 

Yemen, 47(10), 51(9), 87(10), 280(7), 288(7), 409(6), 
430(6,13) 

Yoshida, Shigeru, 360(6), 427(1), 455(1-2,5-6) 

Young, Owen D., 369(7) 

Yugoslavia (see also under Civil aviation, East-West 
trade controls, Export-Import Bank, and 
International Monetary Fund), 3(16-17), 30(8), 
39(10-11), 58(12), 63(3), 67(6), 79(11), 96(4), 99(12), 
100(6), 105(14), 134(11-12), 260(6,8), 265(6), 272(8), 
276(4), 280(10), 307(4), 319(15), 324(13), 337(9), 
343(3), 344(8), 349/1), 351(7), 384(12), 389(9), 
401(3), 405(12), 416(6), 418(5), 429(6), 438(8), 
439(11), 441(8), 442(15), 448(8-9,14) 

Austrian credits, 265(1, 3-4) 

British credits, 244(8-9), 344(1-2), 456(8) 

British policy toward, 265(2-3) ' 

Claims settlement, 129(10-11), 136(7), 

158(2-4), 160(7-8) 

Currency devaluation, 337(6) 

Danube Convention and Commission, 
participation in, 285(6-7), 289(9-10), 
369(11-12), 407(3-5) 

Economic situation in, 114(4), 115(12), 181(2-4), 

194(1), 213(1-2), 244(7-8), 386(1-2), 401(8), 456(4- 

10) 

Food supply, 91(12-13) 

French policy toward, 265(2-3), 344(1-2), 

456(8) 
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German credits to, 265(1-3), 395(11) 

Political and military situation in, 235(3) 

Trade, 87(11), 95(16-17) 100(10), 106(12), 110(8), 
111(5-6), 124(8-9), 128(9-10), 159(2-3), 173(8- 
9), 181(4), 183(6-7), 188(3), 191(4-5), 196(2-4) 

Tripartite (U.S.-U.K.-France) assistance for, 
309(1-3), 353(1-3), 378(9), 386(2), 
395(10,12-13), 456(8) 

U.S. and Western assistance to, 196(2-4), 
207(6-8), 213(1-2), 219(4-5), 244(6-8), 251(%-8), 
265(1-2), 294(11,13), 301(11), 306(2), 308(1), 
327(10), 343(13-14), 344(1-2), 390(12), 408(8), 
433(11), 440(6-7), 456(4,6-9), 457(16) 


Zahedi, Fazollah, 448(15) 

Zellerbach, David, 15(14), 21(12), 66(13) 

Zinc. See under international Materials Conference. 
Zolotas, Xenophon, 439(8) 
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_ NOTE 


‘This is a.trial copy of a new weekly econonic 
periodical designed to inform State Department per- 
sonnel, particularly those in the field, of current 
developments on the ccononic front, This issue is 
being distributed only departmentally, in hopes that 
suggestions and criticisms will be forthcoming before 
an issuc is actually propared for the field,,; Such | 
suggestions should be sent to Mrs. Ruth Donahue, 

209 G St. Bldg,, Ext. 2112, or your Information Officer. 





July 2 will be the publication date of, tho 
first issue going to the ficld, so any connents 
should be made before then, if possible, That issue 
may include some of the articles which appear in 
this trial copy. . (ee back > $e we 
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FIUANCING OF RELIEF Preliminary discussions have beon held 
TO EUROPE with tho UK and Canada concerning a ro- 
- ' wision in tho policy of financing relicf 
to Zurope by the Ajlics and UNRRA. The 
Department has propared a memorandum for the President incor- 
porating its recommendations, and discussions will be resumed 
shortly with the other two governnents. 


Present Ar rangement s Under present provisions civilian 
supplies are furnishod by the ccmbined military authorities in 


Western Europo and the Mediterranean under arrangoments whcro- 
by the US finances procurement in this country, the UK finances 
procurenent in the British Commonwealth oxclusive of Canada, 

and the Canadian Government finances procurement in that 
country. In other countries the cost is borne equally by the 
US and the UK. D,.mand for paynent will.be made on all recipient 
Governnents, peynent to be made to supplying countries jointly. 


The original agreement statod that irrecoverable losses 
would be shared by appropriate division of proceeds from paying 
countries as follows: US-67%, UK-25%, Canada @%. The agreomcnt 
covered one ‘billion dollars in procurement and provided that 
when the losses reached $400 million, negotiations would take 
place rogarding firthor arrangomonts. This presumptive loss 
has now been reached on shipments to Italy.and the Balkans. 
Westcrn European countries are to be considcred as paying 
countries; Germany and Austria will be charged on the prin- 
ciple that payment for essential imports shoutd me -& sha 
charge on exports. , rear 


British Proposal On May 15, the UK requested :that ne- 
gotiations be reopened and presented certain proposals, tho 
nost important of which are (1) continuation of existing arrange- 
nents for Northwest Europe, (2) broadening the eee 
for the initial financing of supplies to Germany, (3) UNRRA . 
to assunec rosponsibility for Italy, Austria and displaced _ 
persons in Germany, and (4). on the sosponsibil sty of 
the UK in Italy and Austria. | ¢  ogtt 


The Canadians requested that thoir rosponesbility for 
seoees be nodif ied. sonewhat, : 


. 
a -e- fe ee oo 


35 Position In roply to a Lstter of May. al Seen: the 
President to tho Sccrotary of War, . the Army has outlined its 


plans for teminating responsibility. for civilian sypplics 
inthe liberated arcas. No funds.will bo included in the 
War Dopartment Budget for fiscal 1946 for civilian supplies. 
to Holland, Norway, Bolgiun, and Dennark, and the Ayny will 
terninate provision of supplics with August. loadings. Sup- 
plics alroady in the pipeline will be adcquate to nects 
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requircnents until then. The army will also terminate pro- 
vision of coal to France at the same time. No funds will be 
included in the military budget for fiscal 1946 for civilian 
supplies to Italy. 


The tentative position of this government in financing 
relief after cessation cf military shipments is; . 

(1) Northwest Burope; Transfer to Lend-Lease delivery 
of Plan A supplies for the Netherlands and Belgium and coal 
for France after midsummer loadings; Norway and Denmark to 
be considered as paying countries. (2) Germany: Responsibility 
for Germany to be limited to the American zone of occupation 
until after the establishment of an effective mechanism for 
the nandling of German imports and exports and interzonal 
trade; UNRRA to assume financial responsibility for displaced 
persons when it assumes distributive responsibility. (3) 
Austria; Determination of the reparations program for 
Austria before final assumption of responsibility for supplies 
by the Allies or UNRRA. In the meanwhile Austria should be 
put under the same procedure as Germany. (4) Italy: Supplies 
now in the pipeline and shipments financed with FEA appropri- 
ation now before Congress will be sufficient to carry Italy 
through November or December of this year. The possibility 
of UNRRA assuming responsibility for Italy thereafter should 
be investigated.. This would necessitate increased funds 
for UNRRa. 


The United S,atos is willing to reduce the Canadian sharo 
of losses to Shand assume tho 3% difforenco. At this time 
we see no reason for allowing a reduction in British financial 
responsibility, 


LED LEASE End of the war in Europe has resulted in ques- 

POLICIES tions wnich require decisions regarding future 
lend-lease policies. The Department of State and 
FEA, in a scrics of memoranda to the President, 

have outlined policies which they believe should be followed. 


Budget and General Policies Prosident Truman on June 4 


sent to Congress a mossage recommending a lond-leasc budget 

for the fiscal year 1946 of $4,375,000,000, of which $1,975,000,000 
is a now appropriation and $2,400,000,000 is to be handled by 
reappropriation of funds from the 1945 budgot. The State De- 
partnent has given its support to the gencral program coverod 

by this budget message, although this did not constitute a 

support of the particular figures presented in the message. 

There is some difference of opinion even within FEA as to whether 
the program is based on a correct assumption as to the requi- 








sitions which will be cleared during the romainder of fiscal 


teria ae on Sonen nn iret ars 
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1945, and 1 also ome aitderdice of opinion ¢ as "" whether the 
ostinate of funds available for raqperonriaticn is correct, 


P While the Departnent and Fra are in full agreement with 
rospect to the general considerations and policies concerning 
the continuation of lend-lease after Y-E day enunciated by 

the President in his message to Congress, memoranda of specific 
directives have since ‘been furnished wre President by these 
agnngtes.: a, , 


The matte directives ‘recommended are: (2) fulfillment 
of the Phase II program for the UK and British Commonwealth, 
with such adjustments as are warranted by tho supply conditions 
and the program of proportional reconversion in the US-and UK; 
(2) carrying through on the USSR policy directivo anproved by 
the President »n May 11, 1945; (3) maintenance of present policy 
in the Far East and Saudi Arabia subject to rovision if sea 
lanes to Qhina arc reopened; (4) shipment of essential civilian 
supplies to the NaI, on approval of Commandor-in-Chief of the 
Pacific on straight lend-lease torms with periodic roviow as i 
to the advisability of accepting rovorse lend-lease; (5} do- a 
livery, under straight lend-lease,; to Belgium, tho Netherlands 
and France of those items contained in the 3(c} schedules ' 
which have a direct relation on the further prosecution of 
the war, including rodeployment hag supply of our armed forces, 
Other scheduled items which can} Me delivered by December 31, 
1945 should be put on a deferred payment basis, Whon Congres— 
sional authorization has becn obtainod, payment of scheduled 
itoms which cannot be dclivorod this yoar and which are of 
long-run commercial value should be handled through the Export- 
Import Bank, In the neantine, efforts should bo mado to trans- 
fer to these three countrics trucks, locomotives, rolling 
stock and othor Ayny ae wnich will eeeway be surplus 
in the arca. bs i 


USSR The Soviet lond-lease program presents special 
problens because that country has not yot declared war against 
Japan, because a 3(c) Agreemcnt had not beon signed liniting 
our authority to oxtend credits aftor the defcat of Gormany, 
and because of reports of leond-lcase retransfers of lend-- 
loase material by the Sovict. USSR has been greatly concernou, 
particularly with reference $0 dcliverios on nts shipped 
industrial plants end post-war credits, 


4 Current and future supply prograns will bo ondant. 
without the couclusion of a Fifth’ ‘Protocol, on the basis of 
infornation rogarding tho oseentiality of Sovict nilitary 
supply requiroctients ané in tho light of all, competing demands 
for supplies and in the changing nilitary situation. 
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Meanwhile, Ambassador Harriman has been instructed to 
approach the USSR on the subject of retransfers, requesting 
full information concerning past and future proposed retrans- 
fers to third parties and domaniling acceptance by the USSR of 
the principle that such retransfers will not take place un- 
til the matter has been referred to and approved by the US. 


United Kingdom Two issues have arisen recently as to 
the exact nature of the commitments made to the British with 
respect to lend-lease after the defeat of Germany. One con- 
corns furnishing certain munition items which Britain could 
produce but by so doing would jeapordize her reconversion 
program and the other is whether the Phase II program refers 
to deliveries or requisitions. 


_ dn aide-memoire to the British is being prepared which 
proposes that negotiations should be begun with the UK 
looking toward a 3(c) Agreement. Tho UK some time ago indicated 
that it was not prepared to make any commitment to pay for 
lend-leaso transfers after V-J Day. In view of the virtual 
certainty that, under existing arrangements, lend-lease trans- 
fers to the UK would stop approximately on V-J Day, the aido- 
nemoire will suggest that it would be advantageous to both the 
UK and the US to make supply arrangenents pernitting an orderly 
transition. Such arrangenents might be through a 3(c) agreo- 
nent which would provide for specified deliveries on agreed 
terms for a linited period of about six months. 








Anerican Republics On June 22 the Staff Committee 
adopted a menorandun, the chief rocommendation being that lend-lease 
transfers to the other Ancrican R,publics should be clininatod 
as rapidly as possible unless the nilitary make a certification 
that the transfor or other action proposed to be taken is for 
the defense of the United States in accordance with the Lend- 
Lease Act as amended. On the same date it approved a letter 
of transmittal to the SecrctariesdéfWar and Navy which cn- 
phasized that Congressional action and statements of Mr. Truman 
and Mr. Grew linits the future use of lend-lease and that, 
therefore, a sharp reduction in lend-lease shipments of any. 
kind to the other American Republics was indicated, The 
letter also asserted tho right of the Statc D,partment to 
participate in conversations concerning future arns policy 
toward the other american Republics. 


ferns of Lend-Leaso Settlcomont A nemorundun prosenting 
a number of recommendations rogarding settlement for specific 


categories of lend-lcase materials not alroady covered by 
agreements providing for financial settlement has been sub- 
nitted to the Staff Committee but has not yet been submitted 
to the ECEFP or the Prosident. | 
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Pho most important recommendation is that financial 
paynents should,not.be sought. with reference to services 
or to supplies destroyed, lost or consumed, Other. recomnenda- 
tions include (1) benefits of a non-financial ua*ire should 
be sought for arms. and munitions retained by. len: lease 
countries subject to exceptions in special cases, and (2) 
paynent should be required for the retention of civilian-type 
lend-lease goods. 


FOOD SUPPLY PROBLEMS European Situation Serious General 
Eisenhower has reported that a shortage 
of 126,000 tons is estinated in the 

SHAEF food requirements for May, June and July, the principal 

items being fats, pulses, nilk and canned meats. A letter 

of May 21 fron the President to Mr. Krug, Mr. Jones, Mr. Ickes 

and Mr. Crowley called attention to the extremenly serious 

econo ric situation in the liberated countries of Northwest 

Buror), as indicated in the Rosenman report, and called for 

the priority necessary to meet the nininun civilian requirenents 

"to tho fullest extent that the successful prosecution of 

nilitary operations and maintenance of our essential donestic 

econony pernit." 


The Food Ministers, or thoir representatives, of the 
countries who are nmenbers of the Emergency Economic Comnittee 
for Europe met last weck in London at the invitation of the UX 
to survoy the world food situation and to discuss ways end — 
means of increasing local production of foodstuffs. Mr. D. A. 
Fitzgerald, Special Adviser to the War Food Adninistrator, 
was the US representative at the meetings. No attempt was 
nade to present resolutions or reach decisions, the conference 
serving only as a nedium for the exchange of infornation. 


Argentina as a Source of Supply The British Enbassy is 
seeking US cooperation in representations to the. Argentine 
governnent with a view to maxinizing Argentine exports... 
Since Argontina has acquired the status of an Ally, the. 

UK feels that sho may reasonably be asked to. make the. nmaxi- 
mun possible contribution to (a) the needs of countrios . such» 
as the US and UK which are actively prosceuting the war 
against Japan, and (bd) the rchabilitation noods of the ;- 
liberated areas. Referring specifically to recent unsuc- 
cessful negotiations of the UK to purchasc neat, the British. 
point out that the threatened intervontion of the French and 
Belgian governments in the Argentine market may be deterring 
Argentina from coming to an agroenment which would provide 

the naxinum quantities of meat at a reasonable price for 
equitable distribution anong the United Nations. Both 
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France and Belgium have expressed serious concern over the 
lack of neat for those countrics and have nade moves to pur- 
chase in the Argentine market, which would interfere scriously 
with US-UK-Canadian efforts to ellocate equitably available 
world supplics. A survey is currently under way to detormine 
whether the understanding reached at the tripartite food 
discussions in April is being carricd out. 


Danish Food Surpluses With refcrence to Danish surplus 
goods, some differonces have arisen between the US and UK 
regarding the dostination of exports and their appropriate 
financing. The Department's position with regard to deter- 
mination of a US position in Conbined Food Board discussions 
on the procurement of Danish food surpluses has been comnuni- 
cated to WFA and FEA as follows: (1) Allied nilitary pur- 
chasing authorities in the Zuropean Theatre shall procure 
foodstuffs in Denmark for use elsewhere in the Theatre in 
quantities and for purposes approved by the Combined Civil 
Affairs Committee;. (2) Procurement of food surpluses reo- 
maining in Denmark after SHAEF purchases shall be made in 
accordance with CFB recommendations as to allocation. If 
they wish, third countrics acting upon such CFB reconnen- 
dations may use the UK Ministry of Food as purchasing agent; 
in any event coordination of buying must bo achieved; (3) 
Paynent for all Danish surpluses purchased shall be nade 
under arrangeronts satisfactory to the Danish governnent; 
(4) By agreenent with the nilitary theatre commander, the 
Ministry of Food nay provide shipments from UK stocks to 
meet requirements of SHAEF in return for shipment to the 
UK from Denmark, provided such shipments aro of the sane 
kinds of foodstuffs and in equivalont amounts. 


North African Wheat Shortage The French have raised 
the problem of the scrious shortage of wheat in North Africa 


and have asked for additional supplics and shipping space 
to meet it. The question is now under consideration in the 
Departnent and its seriousness is recognized. However, 

the deficit is of such proportions that complcte fulfill- 
nent ef North African requiremonts appears hopeless in view 
of other European demands, the shipping shortage, and the 
strain on inland transportation and loading facilitics. 

The proposed US position is that the North African require 
nents cannot be handled separately from the overall French 
allocation, and that the Fronch themselves nust first nake 
tho maxinum possible adjustment of their program to nect 
the North African denands. 
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DISPOSAL OF MOVABLE In new regulations governing forcign 
SURPLUS PROPERTY aND disposals, the Office of Arny-Javy 
FIXED INSTALLATIONS Liquidation Gommissioner, the Arny, 
the Navy and the Maritime Commission’ 
are the only agencies authcrized to dis- 
pose of surplus property abroad. The OANLC will carry out 
disposal operations for the War and Navy Departments in those 
areas where a field commissioner is appointed. Under these 
regulations the Foreign Economic Agministration is eliminated 
as a disposal agent. 





Guide for Disposal Adopted Interested agencies have ap- 
proved a working guide for the use of the field commissioners 
of OANLC in disposing of surplus property. Broad discretion 
is given the field commissioners tc make deviations from the 
guide after consultation with the ae 8 State Depart- 
nent mission. 





While the regulations emphasize sales for dollars to a 
greater extent than the Department would like, it is willing 
to try the OANLC plan for an experinental period. The first 
offering of property is to be limited to purchasers paying 
immediately in dollars, with priority in the following order: 
(1) US agencies; (2) UNRRA, Red Cross, Amcrican religious, 
educational and charitablo institutions; (3) manufacturers 
and their roprescntatives as to tradomarked itoms; (4) tho 
foroign government within whose tcrritory the surplus pro- 
perty is locatod (substituting local curroncy or other obli- 
gations for dollars in smounts as recommended by State and 
Treasury); (5) any other purchascr including any other govcrn- 
ment as may be doterrined by the ficld commissioner. The 
second offering is limited to purchas-rs paying in foreign 
currency. The priority is as follows: (1) respective foroign 
governments within whose territory the surplus property is 
located; (2) any other party, including any other govoern- 
ment as may be determined by the field commissioner, Each 
foreign government within whose territory such salcs will 
take place will be requested to agree that no custon dutics 
or other taxes will be imposed which are discrininatory or 
which will prevent the sale of surpluses at fair prices to 
the US. 


Disposal in Stcrling Aroa A najor problem in surplus 
disposal in the stcrling aroa is the shortage of doll-r exchange. 


Thore was little surplus available until carly in 1945 whon tho 
issuc became scrious. Due to the inability of the US and 

the UK to reconcile their divergent proposals on tho dis- 
posal procedures to be followed, salos of US surpluses ond 
British goods "sinilar to those undor ‘kond-Loaso" were 
suspended, 
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In April the State Department, on behalf of the US disposal 
agencies and the Treasury Department, made a proposal to the 
British that our surpluses be disposed of pari-passu with British 
surpluses, that sales of US surplus be for local currency, with 
the understanding that the proceeds of sales of "essential" goods 
would be converted into dollars. The local currency balances 
would be guaranteed against exchange fluctuation, would be used 
to meet all US expenditures other than those related to the pur- 
chase of goods for export, and that any balances remaining at 
the end of three years would be subject to future negotiations 
between the US and the local governments with a view to conversion. 


On June 12 the British made a counter proposal of an ex- 
perincntal arrangement, subject to review aftcr six months, for 
the disposal of US surpluses in the British Colonies, India, 
Egypt, and Iraq. Thoy proposed that no distinction would be 
nade between "essential" and "non-essential" goods and that 
ell US surpluses would be sold for local currency on an equal 
basis with British surpluses. Local currencies arising fron i 
sales of JS surpluses would be used only for US Government ' 
expenditures, there would be no guarantecos against exchange 
risks, and no commitments for the conversion of any unexpended 
balances, In the case of Egypt and Iraq there would be no 
charge against the dollar quotas. Also the United Statcs would 
be expected to withdraw its objoction to sales by the British 
of goods similar to Iend-lease goods, 





This proposal is a substantial improvement over the earlior 
British position, but it is not yot satisfactory. Pocnding a 
final understanding, the Department is suggesting that an in- 
terim arrangement be provided for the resumption of sales of 
american surpluses as well as tho resumption of sales by the 
British authorities of goods similar to goods of lend-lease 
origin. 


Disposal of Fixed Installations Various types of fixed 
installations have been constructed abrond by United States 


military forees including petroleum storage tanks, pipe lines, 
refincrics, airports, harbor facilities, railroads, communica- 
tions systems, hospitals, barracks, and othcr permanent or 
temporary structures, For military or econonic reasors the 
US after the war will desire to retain some of these instal- 
lations; in other cases disposal or abandonncnt must be con- 
siderod, 








Disposal of fixed installations, as distinct from novables, 
is complicated because in many countries thcy are considerod 
a part of the realty, eithor by virtuc of local law or by their 
own physical charactoristics. While disposal rmst be in ac- 
cordance with the Surplus Proporty Act, tho State Department 
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has the responsibility of secing that disposal, as well as 
retention, of fixed installations abroad is consistent with 
the. foreign policy of the United States. 


The Coordinating Committee of the State Departnent has 
approved a policy recommending that reports should be sccured 
fron US agencies having fixed installations abroad indicating 
those which should be retained ordisposed of. If necessary, 
comnittees to facilitate this step will be set up abroad and 
in W,shington. The Department will undertake negotiations with 
foreign governnents to prove US title to installations which 
this governnent wishes to retain or to secure desired post- 
war rights of use. Negotiations for disposal should be undor- 
taken as soon as possiblo by the disposal agencies and the 
State Depertnent on a basis sinilar to that applicable to 
movables and wherever possible merged with nogotiations for 
novables,. 


Disposal of Surplus Airports Built by the US Abroad The 


Special Subcommittee on Foreign Air Bases and Rights of tho 

Air Coordinating Committoce is considcring whether excess foreign 
airports and facilitics should be retained for "trading purposes" 
(whore. previous agrocononts permit) or should bo turned ovor 
without further delay to the liquidation authoritics for dis-— 
posal under the regular procedures. | 


The Derartnont!s preliminary ovinion is that theso ex~ 
cess airports will be of rolativeoly little valuo in obtaining 
aviation concessions, primarily because the nilitary have al- 
ready agreod to return most of thom to tho appropriate coun= _ 
tries withcut any ‘strings. attached. Other considorations ares — 
(1) the civilian agency concerned would have to receive ap- ' 
propriations covering tho value of the property with no assurance © 
that the full value of samo would be exploited; (2) the Chicago 
Two Freedoms‘ Agreemont has already assurod us of the use of 
certain.aifports in many countries for non-traffic stops; (3) 
re commercial entry rights, wo have already initiated nogoti- 
ations for these with many countries through bilatcral air 
transport agrecnonts. These nogotiations are being treated 
on their own merits and it is belicved that making specific 
offers of surplus property to some countries would croatean 
undesirable precedent. 


INTERAATIONAL an interdepartnental position has not 
TELECOMMUNICATIOIS yet been reachod on the question of a 
MERGER merger of intcrnational tcleconmunications 


facilitios. Tho State Departnont position 
is that a merger within typos is acceptable but that a complote 
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nerger is unteneble. Justice Department is also opposed to 
complete nerger and further objects to merging radio tele- 
graph companies. 


TRADE AGREEMENTS The Scnate June 20 approved and sent to the 
ACT PASSED _ White House without amendment a three-year 
extension of the Agninistration's reciprocal 
Trade Aprecnents program with broad new 
authority to cut tariffs. President Trunan and the State De- 
partment had recommended the Bill as the keystone of this 
Governnent's postwar ccononic policy. 


FULL EMPLOYMENT GROUP The inter-divisional comnittce which 
MAKES RECOMMENDATIONS is undertaking cxploratory work on 

the full employment problonms to be 

discussed at the forthcoming confer- 
ence on World Trade and Zmploynont has prepared five recon 
nendations for the considcration of the inter-departnontal 
connittec which will be sct up shortly on this subject. 
The recommendations arc: (1) that there should bo recognition 
by those participating in such a confcrence that nany other 
international ccononic undortakings will in some measure con- 
tribute toward tho achicvonent of stablo and high levols of 
eaployneont; (2) that cach nation should undertake to achieve 
by domestic measures the highest level of omploynent possiblo; 
(3) that in the pursuit domestically of full cmploynont the 
-Signatory countrics would refrain from ccrtain types of policies 
and programs likcly to be prejudicial to the efforts of othor 
nations to achicve full cmployment, or to the successful 
operation of othcr international undortakings; (4) that nations 
should co:sult on employment mattors; and (5) that a collabora- 
tive effort should be made to collect and exchange necessary 
infornation. 











-The. inter~divisional committee will also rocommond that 
the intor-dopartmental conmittco considor: (1) stronethening 
cortain other international undertakings to pronote employnent 
and prevent depression; and (2) the proposal for some collabora- 
tive intornational effort in the ficld of omploynent over and 
above intcrnational cconomic undertakings in tho ficld of trade, 
financo, investment, ctc. 
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EMERGENCY ECONOMIC COMMITTEE FOR EUROPE The Emorgency Xconomic 

Committec for Europe 

was cstablished at a 
meeting in London on May 28 by representatives of US, UK, France, 
Belgium, Luxembourg, the Netherlands, Norway, Greece and Turkosy. 
Denmark has since joined and a represontativo of Czechoslovakia 
is sitting as an observer pending reccipt of instructions from 
his government. Acting as a consultative and advisory body, 
ELCE's general terms of reference will be "to provide a forum 
for discussion and interchange of information and for the formu- 
lation of recommendations with respect to (a) economic questions, 
particularly those relating to production, supply and distri- 
bution requiring solution in Europe during the transition period, 
and (b) questions of reconstruction policy and longer-term de- 
velopment of which account must be taken in considcring the 
matter, | 


The USSR is not participating in EECE, thoir viow now 
being that no cconomic group, even of a temporary emergency 
nature, should be set up until after the conclusion of the 
discussions at San Francisco on the Economic and Social Coun- 
cil. Since the establishment of the Council depends on ratifi- 
cation of the whole chartor, which will not take place for 
many months, the Council will provido no immediate moans for 
dcaling with urgent operating cconomic problems. 


At tho first mecting ESCE sct up its organization with 
Sir Arthur Saltcr as temporary chairman. a suggostion that 
thrce separate working parties be cstablished to draft roports 
on the terms of reference, probable agenda and procedure of 
sub-committeos in (a) food and agriculture questions, (bd) 
the problem of obtaining exportable surpluses from Germany, 
and (c) industrial raw matorials problems, was rejected and 
c counter suggestion put forward by the US ropresentatives 
adopted. .24.: & 
It was agreed that (1) each country will make available 
to an intcrnational secretariat one or morc persons on a full- 
time basis, to be paid by their govornments but not to act 
as represont:tives of their governments in tho performance 
of their functions; (2) as an interim measure there will be 
established temporary committccs to prepare qucstions for study 
imnediatcly by ad hoc committces in (a) food and agric.:lturc, 
and (b) industry and raw matcrials. 


With rogard to onemy oxportable surpluses it wos agreed 
that (1) mombers of the Committcc will obtain from thoir . 
governments a short list of supplies most urgently required 
which might conceivably be available in Germany or Austria, 
and (2) military authoritics in occupicd cnomy territory will 


be requested 
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be requested to make availoble information on supplies in tho 
reserved commodity list which must be obtained in enemy territory. 


Regarding a suggestion from the Departmont that US and UX 
should not take too promincnt a placc in EECE, Embassy London 
reports that the British agree with this view and that only 
the present disorganization of the administrative machinery 
of the liberated Buropean countrios, and their extrome shortago 
of trained civil servants mekes it necessary for the US and 
the British to play more prominent roles at first than will 
later be necossary. 


At the next meeting the Committec will consider a paper 
defining the relationship of EECE to ECO and ECITO. 


EUROPEAN COAL ORGANIZATION Representatives of the US, UZ, 
France, Belgium, Luxembourg, 
Netherlands, Norway, Greece, 
Turkey and Denmark are members of the European Coal Organi- 
zation established in London on May 18. J: C. Gridley of the 
UK has been nened chairman of the organization and B. 0. 
Aicard of France, secretary. One representative from each 
member country, together with the chairman who docs not 
officially reprosent any country, will constitute a Europoan 
Coal Boarc; an additional represontative from cach country, 
preferably a technical cxpert, will also attend mcetings 
and act as an altcrnate member; additional technical experts 
will form advisory panels to which special problems will be 
submitted; and a permanent staff is to be recruited to be on 
loan from and paid by their governments. SHAEF and the 
London Coal Committee representing the Combined Boarés are 
the only organizations being invited to send representatives 
at present. A small consultative committec will be named by 
the chairman to assist him with specific problems during 
the next few weeks, Subject to military authorization a 
SHAZF offer to loan members of its Solid Fuels statistical 
staff to ECO, pending establishment of ECO's secretariat, 
has been accepted. 


"tthe Soviets have declined to participate in ECO, dis- 
agreement having arisen over their insistence on incorporating 
in the Organization's terms of reference statements on the 
priorities of reparations deliveries, and on excluding any 
discussion of. German coal until after reparations decisions 
have been made. 


The ECO does not have executive powers, but will act 
through recommendations to the appropriate governments and 


bodies, It will Pes oe in which can be discussed 
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means of increasing the production of coal, and the equitable 
allocation of coal, mining times end supplies. , 

Coal Shortage A cesbeneh US-UE nission which oxamined the 
situation in Northwest Europe and. Germany, states "unless in- 
nediatec-and:-drastie steps are taken, . there wi}l gecur in North- 
west Hurope and: the; Mediterranean, next. wintcr a coal famine 
of such. severity- as; to: destroy all semblance. of-law and order, 
and thus delay any chance of reasonable stability.4 In spite 
of efforts to increase coal production dn France, Bolgium and. 
the: Netharlands, substantial quantities will have to be in- 
ported ihto tho Scandinavian countrics, Northwest Europe, “* 
Italy. iand: ithe. Balkans, Since shipmonts. from overseas cannot 
be inoreased sufficiently to meet tho problem duo to linita~-- 
tions of supply, shipping and port facilitics, reliance must 
be placed on two European areas that normally export coal, 
Germany and Poland. 


. The Silesian mines, traditional supplicrs for all parts 
of yt — Avy are.in both the Sovict zone of Gormany and.in™ 
Poland, - The missiqn report recommends that an offort be 
nade.at:.the Big Threo Mecting to arrange for the cxport of 
ton’ mdilios. tons: fren these mines before April 1946. 


The pretusties of coal ‘dn Germany will involvo spocinl: 
decisions as to priorities of nining equipment which nay 
have to be shipped into Germany, and food allotments to miacrs 
would probably have to be above the genoral average for the 
' rest of tae. population if officicnt operation of the ninos 
-' is sought. . Under the Allied Control Council a unificd ap-.- 
ore 8: these. permerr =. necessary... . 


.. EUROPEAN CENTRAL INLAND «. The Provisional Organization for 
TRANSPORT ceemtarmnntadl  Buropean Inland: Transport comprising 
se. representatives fron tho US and UK, 
_ France, Belgiun, Luxembourg, the . 
vetherlands and Sorves., was ostablished May. 8. Brigadier 
General C. D. Young, Deputy Director of. tho Office of. De- 
fense Transportation, was designated. the US nonmince on the 
Provisional Exocutive on a temporary basis. On his return 
from Europe where -he worked with the Transport Organization 
and met with ‘the transportation officers of- SHAEF and the 
+: - BPO, Goncral Young reported that the most important matter 
* for ECITO attention is the proparation of such basic. studies 
as inventory, traffic load, and priority studics:in order 
that requ: wbenaies can be determined. 


. Netther. tho Us nor-; the i. may. ‘be ‘Gepeated upon # as a. 
 .gource for substantia} quantities. of locomotives and rolling 
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stock for a considerable period. Consequently improvement of 
-Eurcpean transportation must depend upon repair, efficiont uso 
of available equipment and new Continental nanufacture. 


The role that ECITO might play in assisting. in yedenleye 
ment has been discussed but it is to early to get any clear 
understanding of what difficulties might arise. As long as 
there are troops in the libcrated countries, the Arny intcnds 
to retain control over transportation, which will probably 
be until early summor of 1946. 


UNITED MARITIME On May 24 the control of merchant shipping 
AUTEORITY | under the United Maritime Authority came 
into effect, and the following nations are 
now members: US, UK, Australia, Belgiun, 
Brazil, Canada, France, Grecce, India, the Netherlands, New 
Zealand, Norway, Poland, South Africa and Sweden, Denmark's 
adherence is expected shortly. 


RUBBER In order to encourage plans for naxinun production 
AGREEMENTS of rubber over the next two ycars, the US is seck- 
ing a renowal of the rubber agroencnts, including 
the price promium arrangenents, without any cHange 
in terms from Decomber 31, 1946, when they are scheduled to 
expire, through June 30, 1947. To date extension has beon 
agreed upon cither formally or informally by Mexico, Honduras.,. 
British Honduras, Nicaragua, Costa Rica, Colombia, Peru and 
Venezuela. Minor difficultics have arisen over renewal in 
El Salvador, Panama and Guatemala, while greater obstacles 
exist with respect to tho agreonments with Bolivia, Brazil and 
Ecuador, 


Bolivia Embassy LaPaz has been instructed that the US is 
unwilling to make any concessions or acccpt any conditions to 
obtain extension of the rubbor agreement and if it is not _accopt- 
ed during June the offer will be withdrawn for reconsidcration. 
Bolivia had asked for cortain concessions, particularly on Dee 
velopment Fund problens. 


Brazil “The RDC roprosentat ive in Brazil has been inforned 
that the ex extension of the rubber. agrecment nust be. concluded 
as 2 separate action and not related to any other open question, 
such as the resumption of Brazil nut ocxports, which Brazil has 
been trying to incorporate in the agrcenent. . a 


Ecuador Extension is hold. up owing to irritation by Ecuador 
over the dol: dclays in shipment from Brazil of quarterly tire and 
tube allocations which are here eemeed under the agreaNES. 


eee . 
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RECENT SUGAR Nogotiations with Ouba United States represen- 
DEVELOPMENTS tatives aro now in Cuba negotiating for the pur- 
chase of the 1946 crop. In spite of handicaps 
resulting from inaccurate press reporting both 
as to the price and the munber of crops to be purchased, neg - 
tiations are proce in a complctoly orderly and cordial 
fashion. 


The United States has proposed: (1) purchase of the entiro 
1946 Cuban sugar production, except 250,000 short tons raw value 
for local consumption and 50,000 short tons for froe export to 
countries other than US, UK and Canada, (2) the price to be 
3.45 cents per pound f.o.b. Cuba, (3) tho amount of any reduction 
from the present duty which night be made under a possible new 
Reciprocal Trade Agreement to be added to tho contract price, 
(4) the ceiling escalator clause and the cost-of-living escalator 
clause of the 1945 purchase and sale contract to be continued 
with appropriate rewording, (5) an exchange of notes to be made 
Sinilar to that of 1945 covering the stabilization of wheat 
flour, rice and lard, except that in the case of flour the 
general export ‘subsidy price in effect in the UB shall be ap- | 
plicable and the special subsidy price granted to Cuba in 1945 \ 
discontinued. While US requirements for blackstrap and alcohol 
are 25 percent smaller than two months ago, an offer was made 
to continue in principal the purchase program for those itens. 


Cuban sugar negotiators say it will not be possible to 
give a definite answer to the US proposal for at least 15 days. 


Extension of Sugar Agrccnent Recommendation that this 
Government agree to a one or two-yoar extension of the Inter- 
national Sugar agreement on condition that quota provisions 
thereof continue inoperative was approved by the Executive 
Committee on Foreign Economic Policy Juno 1. Since sugar will 
be in short supply for some time, the Agreement will not be 
of immediate practical importance. It is considered desirable 
to continue it, however, as abandonment of the Agrecnent may 
raise doubts as to the policy of this Governnent townrd post- 
war connmodity agreenents and impair intor-Anmcrican rclations 
by creating a feeling of insecurity and suspicion, In dis- 
cussions with other countries it-will be nade clear that tho 
US does -not favor restoring the Sugar Agreenent in its presont 
form.to an operative basis as it is not altogether in accord 
with the Government's Commodity agrcement Policy. 


Study of West Indics Sugar Economy The Com:ittco on Rec- 


ommendations of the West Indian Conference was reconstitutod 
at the ECEFP meeting June 1 in order to examino and make policy 
recommendations on economic and social problems of the arca 
which wore not actually included in the recormendations made 
by the Genference, including a study on tho relation of the 
sugar industry to employment and living loevols. 
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STSRLING AREA Ask British Clarification State Department and 
PROBLEMS Treasury will seek from the British an official 
letter or statement concerning the Sterling arca 
dollar pool and its futuro. aA comnitment is 
sought as to the principles according to which availablo dollar 
exchange will be allocated among countries ‘ond uses during tho 
renaining life of the pool, and a statoment that the sterling 
pool and exchange control of current transactions will be re- 
laxed and abandoned at the oarliest possiblo time. Nogotiations 
between State and Treasury have proceeded sone distance, but. 
the British have not yet been approachod. 








Committee to Consider Trado Problems aAn ad hoc conmnittce 
is being established, upon the recommendation of the Executive 
Connittce on.Foreign Economic Affairs, for considoration of 
trade problons in tho sterling area, The Committee will furnish 
as soon as possible a monmorandum concerning the barricrs and 
discriminations against American trade in the areas and suggest 
possible methode of dcaling with the problom. It will also ~ 
prepare a goncral. statement which might be used by the intercsted 
agencics as a basis for replying to protosts recoived fron 
Ancrican trade interests conccrning the barricrs and discrinina- 
tions in question. The committee will consist of represontatives 
of the agencies having menbdership on wey, nd will be under the 
chairnanship of Comnorec. 





Surplus Property Disposal (Seo article. on page 9 of this 
issuc discussing disposal in tha storling areca.) 





SUPPLY NEGOTIATIONS WITH Tho post-hostilitics supply agreo- 
‘SWEDEN NEARING COMPLETION ment with Swedon is noaring con- 
pletion, although some differcnces 
with, “the “British romain to be ironed 
out, particularly in connéction with inclusion of the supply 
annex and a request for detailed supply justifications fron 
Sweden, 


Under the provisions of thc proposed toxt the US and UK 
agree to recommend to the Combined Alliod Supply Boards alloca= 
tions of items in short supply sufficicnt to maintain Sweden's 
ecconony at a reasonable level, and roserve the right to dony 
shipnént unless “assurod. that it will not be made available to 
persons of firms on tho British Statutory or US Proclaincd Lists. 





In return, the Swedish government will coordinate its pur- 
chases with Allicd nachinery to. further. rehabilitation of Europe; 
continue in effcct its ombargo on trade and communications with 
Japan; expedite procurement in §wodon of Allicd military necds; 
use oxportable surpluscs' as “far es ‘possible for rolicf and ro- 
construction of devastatad ATCAS }. and make available current in- 
formation on its oxport progran, 


aromammperein- A 
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ECONOMIC AND Far greater interest in the strengthening of the 
SOCIAL COUNCIL powers of the Economic and Social Council was 

evidenced at UNCIO by all nations than had been 

originally anticipated. Representatives at the 
Conference, realizing that in tho next ten yoars the nost inpor- 
tant task of the members of the world organization is not likely 
to be enforcement of peace but the preparation of the economic 
and social basis of peace, opened the way for international co- 
operation in economic and related fields on a scale unknown in 
the past. 


With a viow to creating conditions of stability and well- 
being based on respect for the principles of equal rights and 
solf-deterninations of peoples, the charter states that the 
Organization shall promoto (a) higher standards of living, full 
employment and conditions of economic and social progress and 
development, (b) solutions of international econonic social, 
health and other related problems; international cultural and 
educational cooperation; and (c) respect and observance of human 
rights and fundemental freedoms, Ag outlined at Dunbarton Oaks. 
the responsibility of these functions shall be in the General 
assembly and under the authority of the Assombly in the Econonic 
and Social Council. 


The powers of the Council, though only of a recomnendatory 
character, provide a means by which the members of the United 
Nations can promote inmprovenent in econonic conditions ali over 
the world. The Eeononic and Social Council is now given broad 
authority to initiate studies and reports, make recommendations 
to the member csovernnents of the Organization, and to special- 
ized agencies created by or brought into relationship with the 
Organization, and follow through to seo that such recommendations 
are carried out. 
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DOCUMENT SECURITY INSTRUCTIONS 


This document should be treated in accordance with 
current instructions regarding security measures for 
SECRET material. Extreme care should be exercised to 
avoid public or private discussion of the information 
herein with or in the presence or hearing of any person 
not authorized to have knowledge thereof. For general 
purposes all classified Foreign Service Officers are 
authorized to have knowledge of the contents of this 
document, responsibility for the safekeeping of which 
will be assumed by each: recipient thereof. It may be 
retained ir protected files or, at the discretion of 
the recipient, destroyed by burning. If not personally 
disposed of by the recipient, he will assure himself 
that it is burned in the manner prescribed for SECRET 


material. 
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June 30, 1945 





To the recipients of Current Economic Developments: 





For some time, we in the Department of State have 
been aware that our diplomatic and consular officers 
abroad have not been kept adequately in touch with devel- 
opments in Washington, A number of steps have already 
been taken to improve the Department's information ser- 
vice, The latest of these steps is the publication of 
a new weekly periodical, Current Economic ete Tek 9 
the first two issues of which are being distr ed a 
this time, 


om 


This publication is designed to highlight dcvelop- 
mconts in the economic divisions of the Department of 
State, and to indicate the cconomic problems which are 
currently recciving attcntion in the Department, It is 
hoped that Current Economic Developmcnts will beocomo a 
comprohonsivo and authoritative record of tho economic 
work of the Department of State, 


It has beon found necessary, in order to maximize 
the uscfulness of this publication, to give it a Secret 
classification, Copics should bo handled in accordance 
with the oppropriate security regulations, and should bo 
used only with the permission and at the discrotion of 
the Chicf of Mission or the Principal Economic Officor, 


It is suggested that copies be rctainod on filo, as 
refercnce will somctimes be made: to previously rcported 
items to avoid repetition, 


Comments and criticisms concerning Current Economic 


rowel opments arc invited, They should be addresscd to 
Mrs, Ru onchuo, Room 209 G Street Building, Department 


of State, Washington 25, D.C. 
eee 
fi Va Maye 


We. L, Clayton 
Assistant Secretary 











, Saeennternmereen vem 
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PRESIDENT ISSUES DikECTIVE 1N The President is sending 
ORDER TO ALLEVIATE CUJAL Fadi NE a directive to General 
Eisenhower urging the mili- 

tary to exert every effort 
to increise German coul production and to furns$h for ex- 
port pewet the whole quantity over ana above minimum German 
needs, in view of the coal famine which threutens Europe 
this coming winter. 


Prime wiinister Churchill has been usked by the Presi- 
dent to issue a similar directive to General Montgouwery, 
and Generai ce Gaulle was asked to cooperate by giving 
the same type of orders to the appropriate French authori- 
ties in the Saar region. On June 28 General de Gaulle 
replicd to the President's message, stuting thet the 
principles contained thercin agree entirely with the 
views of tne French governinent. 


President's wiessage Stating that "unless large qua.i- 
tities of coal are made available to Liberated Europe 
in fortncoming wucoatas, there is grave danger of suci: politi- 
cai and economic cilaus as to prejudice the redloyment 
of alliea troops and to jeopardize tnc achievement of the 
restorution of economic stability wiich is the necessary 
basis for a firm and just peuce," the President has 
directed General Lkisenhower to take ull steps necessary 
to uchieve the following objectives: 


(1) To make availuble for export from Gerisun produc- 
tion a minimum of 10 wiliion tons of coal during 1945 anda 
a further 15 nillion tons by tne end of aprii 1946; (2) 
to give nighest privrity to all matters pertiining to 
MaXimiziiig such production and export, subordinate only 
to requirements necessary to ensure the hneaith and safety 
of the occupying forces and their speedy redeploy:sent; (3) 
to recommend to ACC assigninnunt of similar urgency to the 
production and eaport of coal from Eastern Germany; (4) 
to give privrity to the export of coal up to tne amount 
given in (1) over qomestic use, even though this will 
delay the resumption of industrial activity in Germany; 
(5) to make available to the European Coal Organization 
full infor aation on coul production and allocetion witnin 
Germany, (6) to assign « high priority to production of 
brown coul ana of additional quantities of other cvel in 
excess of the specified z5 wiliion tons, (7) to maximize 
production of coai in the Runr and Saar to meet the emer- 
gency in Western Europe. 





General Eisenhower is also directed to take any action 
required to control unrest and dissatisfaction wiich may 
arise among Geraans as uw result of the above policics. 
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General de Gaulie's Reply in addition to saying 
that the French views coincided with the President's 
message, General de Gauile said he vould send airectives 
Similar to those to be sent General Lisenhower to tne 
Commanderof the trench forces in Gercaany. 








Expressing the appreciation of the French government 

, for this move, Generur de Gaulle states that the arrival 
in France of substantiul quantities of German coal will 
permit that country to take a more active part in nili- 
tary opcrutions against the common enemy and in reestab- 
lishing the economic conditions necessary for world: peace 
and stability. Emphasizing the urgency of the French 
need for coal, he points out that unless large quantitier 
«re received uuring the Summer months, France will have 
to reauce further its aircudy meager industrial produc- 
tion. Ine coming sugar beet harvest, for example, will 
be lost unless fuel is availuble for refining, end stocks 
must be built up for donestic neating during tne couing 
winter. the tiue of delivery thus is as ifportint es tne 
quantity suppiied. 


Tne Generul asks that the US anc UA cunsicer the 
Gelivery tu France during tne sccond semester of certain 
quantities of fuel, to be considered, if necessary, an 
advence on imports from Germany to be repuid when deliv- 
eries of German coal arc made. 





Outloox for Fourth Guerter Shipwents to Eurspe Ten- 
tative estimautes snow that the Ub wiil supply for Burope 
a totel of about 1,3uuU,UuU0uU tons of coul for the tuira 
Quarter, in addition to <ou,vuJuy tons indirectiy supplied 
by bunker switches. It is essentiui, uowever, tnat the 
National governuents Snould not assume frow these ailoca- 
tions that the US will supply coaparebdle usounts after 
September. In the first placc, wswucn Less shin»ving space 
Will be aveilable for this purpose in the fourth quarter, 
and in addition tunis large third-quarter alloc:.tion is 
aue to the fact that the Var Departwent is willing to 
| assume responsibility for coul suppiies througn September 
arriviels and that the Solid Fuels administrator is viiling 
to. make coal available to military «euthorities in pite 
of our current domestic difficulties with coal 








Since the military plen to give up responsibility for 
European coal imports ufter august louuings, the prospect 
of obtuining coal after that time from the US is poor. 
Continued shipments of coal, within tne limits imposea by 
fourth-quarter shipping availabilities wouid dey,end on a 
high policy decision to supply coel frou the US regardicss 
of dowestic consequences. This uecisiuon is not Likely to 
be made if shipment of cuval to burope vould result in un- 
employnent in this country. 


Sree semen — ere. em 
a 
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US PULICY TOWaKD GERwANY Ud policy was developed \ith 
EdPHablaeko THE Poupuba the terms of reference framed 
UF JNLFLED CUnTRoL by President Roosevelt when ne 

Suia thet our alm is to "pre- 

vent Gerinany from ever again 
becoming & threut to tne peace of tne world." To acnieve 
tuis objective it is tuis Government's intention to car- 
ry ut (i) the industrial cisurwagent and uewisiterizetion 
of vVeriany; (<) the cenazilication of the Gernen socias 
stricture, and (5) the enforcement of progrias of restitu- 
tion una repuration. , 


[Ine directive for tne Coasander-in-Cniet of the US 
forces in Geraeny Stipulates that in carrying out these 
objectives tue econvaic ana politicul structure snoula 
be GeCcuutrauiized. Controis ure to be imposed on tie 
economy only to the catent clearly necessary and tne 
veriden pespie ung eutaorities wili be neld responugsidic 
to the aaXimun extent for running the «conomy. ne Geruun 
Stunurd-uf-liviug is to be kept ut tne Lever requircu to 
prevent Starvition, aisease anu unrest aug never aight? 
tuun of 4 ne Lgaboring United Wetion. Tnc vutput ol agri- 
Custural goods is to be waximizea, aiming at self-sufficien- 
ey in fovcsturls. 








ficxtiun IAnitie«i aeusures of economic aiseraunent 
prohibit tne production of arus, umaunition, LlipLeucnts 
of war, Snins, Lignt metals, syitua:tic rubber ana oil. 
henabilitation of plant ana eaqui;aent except fur tne ob- 
jectives of occupation is furbidaen. Kesearch activities, 
except unuer supervision, and berien participi.tion in 
intcraativnei curtelsS, are proiuibitedc. 


Deailitarizeation incsudes not onsy the demobiiization 
of tne army, Wavy aiid airfurce, but ulso the aisbuncuing 
of ali purunilitery organizetiuns sucn us the 65, tiie SA 
and tie Gestiro. 


Industriel Lisersament, Demiliturizition ana Denezi- 
| 
| 


Denizificatiou entails not oly tne Gisbundainy of the 
iuzi verty unc its efiisietcd orgenizativns but tue reavval 
ak. exeidSion froa pubiice office anc from positi is of 
Lilportunce ui qgaasi- ub. ic aud private enterurise versons 
wiv: (i) neid office in aiy Nuzi orgenization or eny 
organization furtucriug uiiitarist docawines, (<) authorized 
vr particinatcd affiraativeiy in any Nuzi criwes, recisl 
persecution or disecriwincution, (3) huve becn avowed 
Delievers ii WuzZiSa Or Yrucial of wisituristic creeds, 

(4) nave Voiuitarily given substantial uoral or acteriat 
Support or osviicicel uscistaunce of any “Kiud to tuc wWazi 
party or Nezi officials ana icuders. 
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Problem of Unified Control This directive has not 
as yet come Into force, but will come into force when 
the Control Council begins to function as a quadripartite 
international organization, It is of greatest importance 
to reach substantial agreement with the other three powers 
occupying Germany on unified policy in the four zones if 
our occupation is to be a successful onc, We will one 
deavor, therefore, to convince tho other occupying aue 
thorities to seccept our general policies, The consequences 
of failure to agrec to the treatment of Germany as an 
cconomic unit, might woll result in the cstablishmont of 
a pormanont cconomic wall bctweon Eastcrn and Westcrn 
Germany, Hénce, it is the Department's belicf that agrcee 
ment must be reached by tho occupying authoritics on the 
following points: 





1. adoption of uniform ration scales in all 
zones 


2e cquitable distribution and unrestrictcd 
interzonal movement of csasontial goods 


Se adoption of uniform policies for agricul- 
ture and industry. 


4, formulation of an agreed program for German 
exports and imports 


Se establishment of an allicd agency for con- 
tralized issuance and control of currency 


6. agreed arrangements for financing of an 
approved minimum of imports required for 
all of Germany 


7. adoption of a centralized transportation 
system under the Control Council 


8. agreement on exports to be made prior to 
reparations settlement 


ee a ee a 
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PROGRESS MADE IN FORMULATING The position of this 
US PULICY ON RELLEF TO EJRUPE Government toward finuncing 
relief in Europe is not 
yet final, but definite 
progress nus been made during the past week. AS previously 
reportea, the Department beiieves that Northwest Europe 
is able to finance its owa relief and rehabilitation. 
Funds for major reconstruction will, of course, have to 
come from private sources or from tne Export-Import Bank 
or the Bretton Woods bank. 


Tne Question of Germany The major difference of 
opinion between the State und War Departments is in the 
nandiing of Geruaany. Before Germany is pliced on a footing 
where sne will be selt-sufficient, a plan must be devised 
ior the financing of imports. Originally the Wer Depart- 
ment argued that iaports of mechinery or food necessary 
to produce coal und other products for export for the 
renabilitation of countries devustated by the Nazis is 
not the finencial responsidi.sity of the military. The 
Departuent meintéined that the aliitury was responsibie 
by Preside.tial directive for supslying from Gerneny 
material necced to renabilitcte uedjucent countries, as 
weit aS for supplying our occupetion forces, displuced 
persons, and & aininum consumption for Germen civilians. 
This carries with it the responsibility for finuncing 
imports necessery for the production of exports for re- 
habiilitation purposes. The \iar Department now has expressed 
Willingness to uccept this respuisibiiity if it receives 
& hign policy uirective to that effect. 





}aen the allied Control Council begins to function, 
one of its first probiems will be the formul:tion of the 
principles governing tne procurewent anu financing of 
essentiul German igports. If possible, an agreed Supply 
progreaa for Geruany us © wnole shoulc be put into effect 
as Suon 4s redeployment into Zones hus been cuapicted. 
Such @ progré.a shouid incluce srovision for equiteble 
iater-Zonal cistribution of supslics aveil olc within 
Germany so as to uinisize the net deficit for, and in- 
ports into, Germeny us a whole. Tne sum necessary to pay 
for liauports into bermeny should be a first charge on all 
Geruun exports frou current production or stocks on hand. 
in the event, and to the extent, that tne -rocecus of 
exports are insufficient to pay for approved wininun in- 
ports, the necessary arrungesents for interiau financing 
Should be sade by the Allicd countri¢s concerned on a 
basis to be negotiated. Reimbursewent for any net out- 
luys made in connection with the provision of supplies 
for Germany shouid be sought from subsequent Gerrnan 
exports. 
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At this time the US Government is not prepared to 
continue the present combined military procurement and 
Supply program and machincry beyond October 1945 loadings. 
If at that time the aCC nas not estavlished permanent ma- 
chinery, the Department feels that eucn occupying power 
should assume procurement and finuncial responsibilities 
for the supplies required in its Zone. 


Possible Exparsion of UNRKA The Department's position 
on austria and Italy are the sume as reported in tiie June 
25 issue of Current Economic Developments. The importance 
of reaching &@ decision on the possibility of using UNKhRa 
for further international relief and rehabilititation, 
including Italy, is fuliy realized within the Department. 
If we fail in our relief measures to Europe, we will be 
faced with disease, starvation und probable revolution 
during the winter end spring of 1946. 





Present UNRRA funds will take cure of Europe and 
displaced persons onty through april, 1946, with only 
#50 million for Italy and $200 million for China. To 
prevent fasine, epidemics and unrest, an additional 
1.5 to $2 billion are needed. An proposal is pending 
vhichn woula, if accepted by the JUS and other interested 
governments, recommend to. the UNRRa Council 4 doubling 
of the present quotas. This proposal also recommends 
extending UNRRa operations to cover the needs of Itély, 
displiuced persons in Eastern Europe througn 1946, and 
a program for Cnina after tne expulsion of the Japanese. 
argentina, Turaey and neutral countries should be admitted 
to a contributing membership of some sort. 





The reiici program as a wnole is under discussion 
between the various interested agencies and the White 
House. UNRKA is the object of severe criticism both 
in tnis courtry end the UK. However, every effort should 
be rade to strengthen and uid this first United Nations 
organization in its tremendous tisk. 


PROVISlUNaAL INTERNATiONAL The first meeting of the 
CIVIL aAVLATLON ORGavLZATION Provisional International 

Civil aviation Organization 

is to be held in montreal 
August 15th. The US representative on tne Council will 
be Dr. Edward P. Warner, Vice-Chairwun of CAB. A sub- 
committee of the air Coordinating Committee has been 
drawing up terms of reference for Dr. warner. 
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US FORLIGN FliiaNClaL PULICY The foreign finencial policy 
ls UNDER CUNSIDERATIUN BY of the United Stzetes is 
JUDGE VilwsS0ON AND DEPARTIWENT the subject of discussions 

— currently taking place between 

the Department and Judge 

Vinson. An integrated program has been adopted in principle 
by the Department but is subject to further discussions 
with FEa, the Treasury, Wer and Navy Departments. wnen 
finally agreed upon, the program will be presented to 
the President for approvil. 


This tentative program contemplates carrying out a 
lend-lease policy adequate for the ful.est prosecution of 
the war; full participation in reiief and renabi-itution 
measures, international cooperation in monetary and ex- 
Change manegenent through tne International wonctury 
Fund supplesented by Diluterul arraungeacnts with tne 
Britisn and pernups certzin otier netions; and public and 
private dollar investoents abroad to the extent of <5 
to $3U biliion during the next decade. 


Such a program should be coupled .ith an adequate 
policy of full eaployment within the United States and 
with other elements of an internationai program of ex- 
vanding world economic activity and trade. 


Proposed Cooperztion with UK United States financial 
aid will be needed by the UK in order to bridge the transi- 
tion from wartime controls to peacetime equilibrium. Uniess 
the British receive some sort of financial aid, tiicre is 
a danger that they will atteapt to work out tneir probileus 
within tne sterling area by the devices oi blocked balances, 
excnange control, exchenge pooling, bilateral clearing 
arrangements and forced exports in lidauication of stcriing 
balances. 


Therefore, it is definitely to our interest to offer 
the British as much as 2 or $3 biliion in credits at 
a low rate of intercst repayable over a proxim tely 2 
30-yeer period. any such credit wouid be conditioned on 
the termination of the sterling area dollar pool and free 
convertibility of sterling on current transactions. 
Canada, India and possibly Egypt should be sounded out 
on transitional financial aid to Britain. In addition, 
we should press for the eliaination of Kapire preference. 
it is not probable that the British would agree to com- 
plete elisination but we cun look forwerd to a substantial 
reduction in tnis tieic. Various degrees of liquidation 
of the abnormal steriing bailunces held by certain countries 
Should be pushed. Domestic import controls over non- 
essentials couid be maintained so as to reduce the transi- 
tionai struin upon Britain's balance of payments. 
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It is of the utmost importance to accelerate Britain's 
reconversion to multilateralism, otherwise bilateralism 
and restrict onism might become a firm part of British 
policy. wsoreover, tne american business public will in- 
Sist on evidence that the British are going along with 
us on our postwar trade policy. 


, Credit for Russia The Soviets have requested a 

$6 billion credit for the purchase of industrial equip- 
aent. While the Depurtment believes that credits to 

the USSR can serve as a useful instrument in our over- 

all relations with hussia, it is felt that the initial 

loan should not exceed $1 billion. Subsequent loans of 
Similar amounts should be handied either through tne 
Export-Import Bank or the bretton Woods Bank at established 
rates of interest. Russia's gold stocks end production 
provide adequate assurance that she will be able to finance 
such loans. It should be made ciear to the Soviets that 
any loan we extend is to lay the foundation for a healthy 
expansion of « mutually beneficiai foreign trade. 


Congressional action Wiil be Necessary Positive 
action on the part of Congress will be necessury to bring 
this contemplated financial progran into effect. Present 


status of legislation to implement this program is as 
follows: 





Bretton Woods Institutions--The House passed this 
legislation by a wide margin with only minor 
amendments. It is now in the Senate and the 
Department and Treasury are pressing for a vote 
before the summer recess. 


Repeal of the Johnson Act--This Act prohibits private 
lending to those governments which are in de- 
fault to the United btates. at present Biils 
Caliing for its repeal are in Senate and House 
Committees. The report in both cases is ex- 
pected to be favorable. 


Export-Import Bank--Legislation has been introduced 
in both branches of the Congress increasing the 
lending ability of the Bank to $3.5 billion. 

The Bilis were referred to the Banking ~-°i Cur- 
rency Committees. Further expansion of tne Bank 
during the next decade will probably be necessary. 


Cancellation of World War I Debts--The Depurtment 
is giving scrious consideration to a proposal 
whereby the President would be empowered to settle, 
adjust, compromise or cancei debts arising out of 
the first World War. 


open mn 8 
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TRADE ARRsANGEWENTS aRE The close of hostilities in 
NEGOTLATED IN LUROPE Europe has given an impetus to 
AND LATIN AMERICa arrangements for resumption 
of private trade, subject to 
restrictions imposed by the 


tight shipping situation. 


Russian-Runanian Agreements Of particular interest 
are the two agreements signed by the USSR and Rumania, 
the first a one-year trade agreement, and the second 
an arrangement for a five-year period of economic collabora- 
tion. The first agreement provides for shipment by the 
Soviets of semi-manufactured steel, cast iron, copper, 
tin, coal, etc., as well as raw cotton--half of which will 
be returned to Russia as thread. Rumanian exports in 
exchange will include petroleum products, timber, glass, 
cement, etc. Embassy Bucharest reports that this trade 
agreement ana the neavy demands made by Soviet officials 
under articie XIll of the armistice virtually eliminate 
any possibility of Rumenian exports to countries outside 
the Soviet orbit. 





Under the second agreement, a prospectus was out- 
lined to be implemented within two months by a Russian 
Economic Commission to Bucharest whicn provides for Soviet 
participation in all phases of Rumanian industry and 
transport. A Rumanian-Soviet Oil Company will be organized 
on equal shares and will have preferential rights in 
securing oil exploration concessions. Similar joint com- 
panies are to be organized for heavy industry, lumbering, 
and river, Black Sea and aerial navigation. a Soviet- 
Rumanian bank also is plunned to finunce tne execution 
of the two agreements. 


The Runanians arc encouraged to make eariy trade 
agreements with Poland, bulguria, Finland anc Hungary. 
Trade with Turkey and the Near Eust is discouraged on 
the ground that Rumania could receive all its needs from 
the Soviet Union and the previously named countries. 


soviet-Yugosluv Agreement A trade agreement has 
been signed by the Soviet and Yugoslav governments but 
the US has not yet obtained a4 copy of the text. Un- 
confirmed information is that it is an ordinary commercial 
arrangement, that Yugoslavia is not at the moment in a 
position to export anything to the USSR, but that it has 
already arranged to purchase from Russia considerable 
quantitics of salt, wool and cotton wool. 





Finnish Agreements with USSR and UK The Soviets have 
also recently conciuded a trade agreement with Finland 
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providing for Soviet deliveries of grain, petroleum pro- 
ducts, Salt, tobacco and other raw materials. This will 
greatly reiieve the tight supply situation in Finland. In 
return, Finland will furnish prefabricated wooder houses, 
paper and ceiluiose. 


The UK will also purchase wood products from Finland 
to aid in the JK housing program. A Finnish finencial 
mission vill go to London soon, to be followed by a trade 
mission to complete some of the details. Britisn sources 
indicate some ditficulties have arisen in their trade 
negotiations as it appears Finland, faced with further 
Russian demands for Lumber, is reducing the supply which 
England expected. In addition, the Finns have used so 
many pit propos for fuel that supplies are inadequate for 
early deliveries to England. 


The small ainount of Finnish commodities available 
for export after reparation piyments to hussia will go 
to the USSR, the UK and Dennerk with littie or none 
available for export to the US. The Finns would like, 
Mowever, to reopen triude channels with the US, payment 
coming cither from unexpended credit balances in the US 
or possibile new credits. 


Denmark and Finland Sign Agreement A trade arrange- 
ment was concluded June <6 between Denmark and Finland 
under wnich the Danes will export to Finland goods up to 
31 million crowns in value. This will consist mainly 
of macninery but will include «<lso agricultural products, -: 
pharmaceuticals, cluy, iron, fish, cheese, etc. Danish 
exports will inc:ude principally ood and paper products 
and will total in vaiue about 18 million crowns. fhe 13 
million crown difference will balance accounts between 
the countries now in Finland's favor to that amount. 


UkK-Belgian Private Trade Private trade between 
Belgium end the UK has reopened, with tne Belgian Purchesing 
Mission continuing purchases on government account but 
obtaining shipping allocations for private imports. Im- 
porters into <ither country must have en export license 
from the other country before a license to import will be 
granted. The Belgian Priorities Committee is responsibic 
that quantities specified in the civilian import program 
do not exceed allocations from the reserved comaodity 
list. approval must be obtained from other Belgian agencies 
for the release of the necessary exchange and for shipping 
Sspece allocation. 





Because of the shortage of shipping space, it is be- 
lieved that the opening of private trade wili not result 
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in a greatly increesed volume of business between Belgiuin 
and the UK, although continued restrictions on US-Belgien 
trade will probably cause unfavoruble comment. Embussy 
brussels has therefore urged immediate steps to reopen 
US-Belgian trade at least in token form. 


France and Sweden iwake Trade Arrangement aA one- 
year agreement providing for the excnange of comnouities 
has been signed by France and Sweden. France agreed 
to import from mweden merchandise consisting principally 
of paper, wood pulp, steel products, mecnanicél und 
electrical equipment, bell beurings, tractors, prefabricated 
wooden nouses, and tug boats for Riine River nevigetion. 
sweden will buy from france wines and spirits, potash, 
colonial woods, perfume products and phospnate. The 
truce agreement was accompanied by a monetary accord 
fixing the rate of excilnge ut 11.83 francs to one 
svedish crown. 





Italian Foreiyn Trade The Council of Ainisters in 
Rome has approved in princivie two draft decrees reoganizing 
ICE (the Italian government agency concerned with foreign 
trade). It is reconstituted as a semi-independent public 
agency, having an adininistrutive council representing 
<1l public bodies interested in foreign trade and a con- 
sultative assembly which provices representation for pri- 
vate interests. A separate decree concerns nandiing by 
ICE of imports from and exports to Ailied Nutions. Under 
these arrangenents the 1ltalian government proposes to 
Manage rather than conduct foreign trade. The functions 
of allocating and pricing goods and making generiul 
policy decisions rewain with the ministries.directly con- 
cerned, advised by an export-inuport committee under the 
dinistry of Industry, Commerce and Labor and representing 
all interested government agencies. 





ICE is negotiating s.ith the USCC for an «egreenent 
under which USCC would te.uporarily éct as narketing agent 
in the United States for Italian products. This agreement 
would be teruinated as soon as privete trade chnaiinels 
could be utiiized. 


Authorization to resume trade witi neutrais nas been 
granted to Italy for some :wonths und negotiations are under 
way, an Italian economic mission is at present in Switzer- 
land. Italy is also negotiating with France for opening 
of trade. 


Swiss-Turkish Trade Agreement Extended The existing 





trade agreement between Turkey and Switzerland has been 
extended to september i. a Turkish delegsetion is in Bern 
negotiating a new agreewent, vaich is expected to be sinilur 
to the old one and of « compensation type. 
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Turkey and Czéechosiovuxia Arrenge wen & modus 


Vivendi pertaining to trade und paynents transactions 
betveen Turkey and Czecnoslovauki.a nas recently been signa. 
Inis is not « formal treuty but is desixgned to Liqui- 

uate outstanding accounts uncer tne oid Turkisn-Czechosiovin 
truade und Dayagents egreeucent of 1920, una to persuit new 
negotiutions under comprvnisation tradlay arrangewerits cna 
the asuel :nost-fuvored-nation clause. khubassy ankare 
points out that tnis interia arrangeaent reflects Turkey's 
interest in re-cstudsisning cloSe cOuwucrciai reLutiuns 
with Europcun Suppiiers, ena in using compensation truae 
fi tious wherever possivle. 





whexico-argentiné Proposél a proposca trade treaty 
between wexXico and argentina is unuer consider tion by 
tne ti.o gOV:-Titents. 





UA-Cnile sagrecenicnt Tae British ambassauor to Culiic 
Lad the Chilean Forcign winister neve si,nea an &@greeucnt 
to eXtend the present coaucrelai urrangi went beti.eca tne 
two countrics. It vill next be presented to tne Ciiidian 
ocnate for retification. 





PHILIPPLNE TRADE PULICY ECEFP Adopts Trade Repurt A 
ESTABLLOHED; PRKIBLELI OF policy of coiutinuing trade 
C1ViuisN SUPPLY CUNTIWUES preferences hich obtained 

December 7, 1941, until 1949 

or 50, followed by <£U years 
of deciining preferences witn full duties tuereafter was 
aedooted by the Executive Comaittee on Economic Foreign 
Po.1icy at its meeting June 26. 





A propoSal for a ZOQ-year period of free trade following 
independence nad been made by officials of the Conuonwealth 
of tne Philippines. The sub-comuittee recomiended aecliuiing 
oreferences on tne basis that preferred treutuent is in- 
Cousistent with tue US policy to reiove trade preferences 
which obstruct expension of worlc trude. It is feit 
tnat transition from free-trade to full duties would be 
tuo abrupt and tnat prolonging a period of free tride 
would enc vurage rebuilding preference protected inaustries 
inste.a of adjustiug to world market conditions. 


The propused program would not liuit tne right of 
either Government, after consultation with the otner, to 
give effect t» any generel internutioael aupreenment locking 
toward tne development of international trade on a wulti- 
htt. unconditional uo st- fuvore 2d-\iation baSis. 
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Military Considerations a letter frow the War De- 
partuwent to adr. Clayton expressed the hone that uiiitary 
objectives would be considered in formulating US policy 
on tunis matter. Froa a militury standpoint, it is ob- 
vious that poLicies should be avoidec wnich woula cause 
ecuonouie or political penetration of the Philippines by 
other powers. 





Interior bepartuent's View Dissent was expressea 
by Interior on tae ground that: (1) The advanteges of 
our tride arriangeients with tue Philispines nave been 
reciprocal, ana it Would be u regressive step to terminate 
them. (2) the historic relutionsni, between tne US and 
tae Philippincs, might justify special treatiaent for the 
latter. a chunge in truue status wuy Serlously disrupt 
the Pniilippine econouy in the next few yeurs, toereby 
Lapeiring our doral, political and ceonouic situation 
in the cutire Far E.st unu threatening our security in 
the Pacific. (3) The veiue for security purposes of 
future buses in the Philippines devends on the friendly 
uttitude of the netive population. 





Comuerce Departsent's Views The Comaerce Departwent 
coneurrea in the recouwiaenagutiwms but twourd uiave preferred 
tersination of preferences on tne date of Philippine in- 
dependence, providing that Congress wouid authvorize « 
finencial arrungeJwent for rehabilitation and that a trade 
agreeuent would be aecgotiatcc offering substantial con- 
cesSiuiis on tiie principul export products of the Pnilip,ines. 
This view is based on tne beriet that tne wer-inuucea 
econouic sepuration of the Js and the Pnilippines offers 
« favorabieé opportunity for the Lsianus to develop its 
econoiuic.structur: on tne Solic basis of Long-range needs, 
rutner tian artificial ceconviaic depenaence on tie US. 





Comuerceée waS joined by tne Foreign Econowic sadminis- 
tration in besieéving that it would be preferable to re- 
instate the program of declining preferences us eurly as 
Januury 1, i947 insteaa of cuntinuuing toc present urrauge- 
wents untii 12949 or i95u. | 


liniwediate Problen of Civiliai bupplies weanwhile, 
we ure faced with the problem of distribution in the 
Phiiippines of civilian goods wien the army terminetes 
its responsibility bseptcuber 1. The Commonwealth Govern- 
nent first planned to tuke over procurement und distri- 
bution of alt civilian supplies on the Islands. This 
was followed by u« tentative plan for comercial distri- 
bution of all civilian goods, except reiief supplies, with 
FEA passing on ali orders forwaracd to iocal iaporters. 
Direct re.ier will probubiy be taken over oy tne Philippine 
povernment. lt is now being ¢~iven to about 1LuU,CUU people, 
inciuding 7U,UuU in :dunila alone. 
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Several important probloms arc raised in this regard 
and are under discussion in the Department. These rclate 
to: (a) the ability of private trade to purchase, ship 
and distribute goods in view of the limited facilitics for 
such commerce, (b ) allocation probloms duc to a lag bce 
tween the close of the military program and allocations 
made to FEA and private trade, (c) the unwillingness of 
Gencral MacArthur to permit any civilian businessmen to 
visit the Islands, (d) the inability of USCC, which may 
have to undertake a part of this program, legally to sus- 
tain losses on such a transaction which are likely to occur 
due to the nature of the supply program, and (e) the wmreal 
price ccilings which have bcen established in the Islands, 
considcrably below the real cost of JS purchasc, shipping 
charges, insurance and distribution cxpenscs,. 


US AND UK CONSIDER The British proposal to dispense 
DISCONTINUING IBERIAN with joint cconomic agreements 
TRADE AGRIEMENTS with Spain and Portugal has bccn 


agreed to in principle by the 

Department and FEA. The vicw 
is that in so far as fcaesible supplics for neutrals 
should be programmcd and screcencd in the same way as 
libcrated arca imports, with no more guarantee of sup- 
plics for neutrals than for other European countrics, 


It is hoped agrecment on list of import ccilings 
and sources for items on Combined Boards rescrved com- 
modity list can be reached by making it plain to Spain 
and Portugal that only through thoir cooperation can 
they assure themsclves of a reasonable share of supplics 
which must be divided among all according to necd, By 
cncouraging Spain and Portugal to participate in redis- 
tribution discussions of short supply materials, coopcra- 
tion may be achicved in limiting and coordinating such 
purchascS, 





Safchaven objectives will not be affected matcrically, 
if at all, by abandonmont of supply-purchasc agrecmonts, 


The British agroc to a limitation of quantativo 
control of Spanish and Portugucse imports to reservod: 
conmodity list itoms plus petrolcum products. MEW is 
re-cxamining the oxisting Spanish and Portugucso quotas 
for these itcms in the light of the current supply po- 
sition and will submit recommendations for US concurrence, 
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US AND CHiLNESE OFFICIALS Preliminary discussions began 
DISCUSS PROPUSED TREaTY June 19 with Dr. Kan Lee, Com- 
merical Counsellor of the Cni- 
nese Embassy, on a proposed 
treaty of friendship, commerce and navigation. In the 
discussions Dr. Lee and his colleagues have shown particu- 
lar interest.,in the treatment Chinese corporations would 
receive in the US under the draft treaty provisions. 


US ITO PRODUCE FEA and the State Department have 

CIVIL salkCRaFT recommended and received informal 

FOR FOREIGN LINES approval from WPB for establishing 
a production program to meet the 
essential needs of foreign airlines. 





Transports Needed for War Supporting Purposes The 
need of many foreign airlines is unquestioned. In the 
liberated areas, where considerable equipment was des- 
troyed or is now oboslete, transports are required in 
connection with relief.and rehabilitation. The countries 
of Latin america and Africa, where alternative transport ; 
is in many cases inadequate or unavailable, are supplying 
us with indispensable materials such as rubber, industrial ’ 
diamonds, quinine, etc. Requirements of countries allied 
with us in the prosecution of the Pacific war such as 
Australia, india, the Netherlands and France are obvious. 


Acquisition of Surplus Planes While many foreign 
carriers nave applied for surplus DC-3 type planes, 
conversion to civilian use presents a difficult problem. 
In this country it taxes more than half again as many 
man hours to convert a surplus DC-3 type plane than to 
produce a new plane of similar type. Due to scarcity of 
skilled labor, facilities and parts it is impracticable 
to undertake conversion abroad. 








Upportunity for US to Become Established in Foreign 
Markets It is felt tnat supplying these aircraft 


will arford an opportunity for American aircraft to become 

established in markets to which we have not had access. 
‘Other nations are cognizant of the opportunity and it 

is reported that britain intends to subsidize the sale 

of Britsh transparts to foreign airlines as well as Enpire 

carriers. | 


Implementation of the Program It is on the above 


grounds that FEa and State Department are urging that the 
production program for nev. transport aircraft incorporate 
the requirements of foreign carriers. Preliminary needs 
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of the foreign carricrs have already been drawn up by 
FEA in consultation with State, and submitted to pp, 
The contemplated procedure for orders is that the De- 
partment will reccive applications for cxport liccnses 
and approvals will be returned to the manufacturers, who 
will submit WPB form for materials and priority. The 
WPB will decide whether there is justification for allo- 
cation of the materials, 


OIL PROCEDURES ARE Revisions in the Anglo-American 

UNDER SONSIDERATION oil agreement and procedure for 
handling civilian petroleum sup- 
plics in liberated areas of Europe 

have been matters of major concern to the Department during 

the past few wecks, 


Civilian Administration of Petroleum Supplies Shortly 
after the close of the war in furope military authorities 
indicated a desire to be relieved of civilian petroleum 
responsibilities in Europe when military operations no 
longer required their control of supplies. This necessi- 
tated arrangements for transition which would ensure equi- 
table allocation until thé supply and transport situation 
permits the free and efficient functioning of competitive 
demand, 





Arrangements involve the establishment of an adequate 
committee structure within this Government and intergovern- 
mentally with the British, and the conduct of preliminary 
negotiations with various European governments, A Foreign 
Petroleum Supplies Committee, with function and status 
somewhat comparable to the Combined Boards, will be the 
top committee, Affilitated thereto will bo area committccs-- 
initially the Petroleum Committee for Libcrated Areas and 
the Essential Requirements Committee (Latin America), h 
the near future additional arca committecs would h ave to 
be established for the Far East and perhaps Africa, The 
top Committee will confine its interest chiefly to broad 
probloms arising between competing areas which are beyond 
the scope of the aroa committoes, However, it is not pre- 
cluded from looking into problems arising within the aroas 
covered by the other committecs, 


It is anticipatod that at least France and Belgium 
will go on civilian supply programs on or before September l. 
In supplying civilian petroleum requirements in North ‘frica, 
the French havo indicated agrcement with a proposal for tho 
assumption of responsibility by the petroleum industry and 
by British and American civilian agencies, 


ee 
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anglo-smerican Oil Agreeaent Embessy London has 
been «uesked to inuicate to tne proper UK authorities that 
tne US would Like to sena representatives to Lonaon in 
the near future to renegotiate the Anglo-anerican Jil 
aAgreewent. Inc original agreement sipgnea on august 6, 1x44, 
was transaitted to the oenate for ratificatio.. However, 
certéin sisunuerstandings with the petroleum industry 
und others arose us tu the purpose and scope of the text, 
and in January the President requestcd the Senate to re- 
turn the document for wnetever revision uppeared nuccessary 
to achicve its objectives unc remove grounds for wisunder- 
Stanaing. Incere nave since been conversations between 
representatives of tnis governuaent ana of tne industry 
and agrecizent nis Deen acuieveu within the Jnited stutes 
Government coucerming &@ Trevisead draft to be used as the 
busis for renegotation vita the britisn. This draft nas 
been presentec to President Truaan, and if he approves it 
is expected that @ sweil Geregetion will go to Loudon 
Guring tne Sunier. 





Js-JVdsth Petroieun Problews IAnstructions neve been 
sent to tne Liabassy in ..wsco’. on Verivus matters relitec 
to tne treatucnt of adericun petroieum interests in 
nudunle ana dungery, particuiery the delivery on Pre psara- 
tions account of vil produced by american-ownead com vanies 
ana tne entry of sanaerican compeny personnel into tncse 
countries for operating pursuses. 





with reference to obtaining inforuwation us to possible 
Guantitices of p»pctroleum prouucts wnicn the Soviet Union 
mignt be able to 2cke eveiluble to vtner countries, Euabas- 
Sy w#woSCOvW Teplies that tne oil commissariut has been re- 
orgaiized with a view to increzsing petroleum production, 
MAicn would indicate tue Soviets tieaseives fuce a shortage. 
ine Embussy suggests that best results would be obtained 
Dy aaking. thc USon a detuilea quid pro cuv Proposition 
for delivery of specific. times and piaces, LIcuving it 
t> tnem to calcuiute tueir own iiaitativnus of supply, trans- 
portation, etc., and tu aecice what offer they cun make. 


Cairo-Suez Pipeline Instructions nave been sent to 
Cairo uuthorizing the initiation of aegotiautions (a) witn 
tne Britisn cuthorities, (b) with the interested vil com- 
panies, and (c) with the Egyptian Government, concerning 
the uitimate cispusition of tne Cairo-sSuez Pipeline, wnich 
waS Constructeu by tne British aruay with Llend-leasea 
muterliais. 





Argentine and brazilian sArraungesents The agreement 





tnat argenina excnange vegetable oiis for fuel vil was 
undertuken Dy the Ud to assist to tne waxiaum degree pos- 
Sible in srovidliig tne united Wations with u badly needed 
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commodity. However, critical press comments resulted 
from the agreement to provide fucl 11 ta Argentinn, and 
Brazil reacted by requesting larger quantities of fuel 

oil since Argentina was alleged to be in a better position 
than Brazil. 


The US recently allocated an additional 5,000 tons 
of petroleum products monthly to Brazil. It is proposed 
to tic the added allotment in with US procurement efforts 
in Brazil by indicating to the Petroleum Council that it 
is cxpected that this quentity of petroleum will be 
directly or indirectly uscd to facilitate transportation, 
which will in turn expendite the FEA food procurement 
programe 


It is of the utmost importance both politically and 
cconomically that Argentina fulfill without rescrv-tion 
the spirit and intent of the fats and oils-fuel oil 
agreement. The proposed incrcase in taxes on occa 
vessel freight is hard to reconcile in this connection, 
Embassy Bucnos Aires has been requested to furnish the 
Department the fullcst pessible information regarding: (a) 
progress made in the attempt to obtain agrecd interpre- 
tations of certain ambiguous clauses and provisions of 
the agrcement and (b ) estimates of what can be cxpoctcd 
with respect to quantitics of specific items that have 
been made available and will be made cvsailsble in succccding 
months. 


CHINA GRANTS POSTPONEMENT OF The doadline for regis- 

FOREIGN FIRM REGISTRATION tration of Amcrican corpor- 
ations operating in China 
will be postponed until 

thc now Chinese company law has been cnactced. Rovision 

of the prosent law, which is obsolctc and complex, ond 

which would imposo an cxtremoly heavy tax burden on Amcri- 

can corporations doing msinoss in China, hes beon undor 

considoretion in Chungking for some time, Mcanwhilc, 

forcign firms have been cxompt from registration under 

two previous extensions of present arrangcnents, the 

lest having been granted in Decomber 1945 for six months, 





be completed beforc the Junc 30 cxtcension was duc to cx- 
pirc, the US expressed concern and asked for an intcrim 
arrangement until the enactment cf the new logislation,. 
Chinese officials in discussion with Embassy officials 
statea that the PASTS vould be p POCRPINIRs 
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US AND UK SEEK AUVREEMENT ON An agreed US position on 
INTERNATIONAL TRADE POLICY international trade policy 

. is sought as a basis for 

the discussions Mr, Clayton 

and other US o*ficials will hold with the British in London 
in carly August. Preparations for the proposed conference 
on international trade and employment cannot go ahead until 
a common policy is established with the UK. 


Mr. Hawkins is in Washington this week to discuss US 
policy with Department officials and formulate a statement 
which will go to the Executive Committee on Economic Foreign 
Policy for endorsement before the London discussions. A 
draft document has already been prepared in the Department 
which brings together previously endorsed papers on com- 
mercial policy, commodity policy and cartel policy. | 


| Organization US policy, approved earlier, calls for 
a single international trade organization "to promote 
national and international action for the orderly expansion 
of the production, exchange and consumption of goods, for the 
reduction of tariff and other trade barriers, and for the 
elimination of all forms of discriminatory treatment in 
international commerce." The principal organs would be 
(a) a Conference; (b) an Executive Board; (c) three Com- 
missions of Experts - the Commodity Commission, the Commercial 
Policy Commission, and the Commission on Business Practices; 
and (d) a Seeretariat, 


The unofficial UK position, as recently reported by 
Embassy London, also strongly favors a single international 
trade organization, with subsections for’ commercial policy, 
commodity policy and policy on restrictive commercial 
practices, 


Employment Policy, US and UK officials are in agreement 
that a separate section on employment policy should probably 
not be set up in the International Trade Organization. UK 
officials suggest that there be included in the statement 
of principles the obligation to avoid national action detri- 
mental to employment policy in other countries, leaving to 
the Econamic end Social ‘Council specific responsibility 
for suggesting the appropriate coordination of employment 
programs. 


The US Government will probably suggest in addition that 
each member state undertake to use all practicable measures 
to attain high and stable employment domestically; and recom- 
mend a general recognition that other measures of international 
economic 
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economic cooperation (trade barrier, financial, commodity, 
investment, etc.) will thémselves contribute substentially 
toward the achievement of high and stable employment in 
each member country. 


cial Policy It is in the field of commercial 

policy that a definite difference of opinion exists between 
the US and UK. Since 1934 the US has adhered to what has 
been termed a "multilateral-bileteral" approach to the prob- 
lem of tariff reduction. Under the Reciprocal Trade /.gree- 

_ wMents program the US has negotiated tariff reductions with 
its most important suppliers and then generalized the bene- 
fits through applicetion of the most-favored-nation clause- 
Various possibilities are being explored for using the ex- 
panded authority of the Trade «greements ..ct to fit into the 
need for early action on a broad front while at the same 
time preserve the scrutiny and selectivity which charac- 
terizes the Trade i.greements proccdure,. 


UK officials object to the multilateral-bilateral 
method for three reasons: (1) negotiation of so many 
bilateral agreements takes too long; (2) negotiators must 
make general commercial policy obligations without knowing 
to whom they will be applied; and (3) uniform percentage 
reduction has great psychological advantages. 


- * = 


COFFEE BO..RD .CCEPTS ..t a meeting of the Inter-American 
PROTOCOL EXTUNDING Coffee Board July 3, a draft was ac- 
:.GREEMENT CNE YEAR cepted of the protocol providing for 

| @ one-year extension of the Coffee 

i.greement, with quota provisions in- 

operative. The protocol will now be referred to the par- 
ticipating governments for signature. Senator Connally will 
be consulted on the question of possible Congressional action 
on the extension. Previous extensions have not involved any 
change in the original agreement, and approval of the Senate 
was not considered necessary. In view of the suspension of 
quotas this time, however, it is likely that Senate action 


will be called for. 


Two committees were appointed, one to meet in New York 
and one in “eshington on July 19, to formulate plans for 
a study of the world coffee situetion. .s called for in 
the protocol, they will also consider the possible need for 
a broader. international agreement. The next meeting of the 


full board on July 20 will consider these plans. 
te e@e« 
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GERMAN DELIVERIES The problem of removing equipment 
URGENTLY NEEDED FOR and supplies from Germany for the 
LIBERATED COUNTRIES use of the Allied Nations is one 

_ of greatest economic and political 

significance. We desire the removal 

of supplies and equipment from Germany to aid in the recon- 
struction of Allied Nations and to attain our economic 
security objectives in Germany. To date there have been 
no substantial deliveries of goods from the area occupied 
by SHAEF. Delay in getting started on deliveries from 
Germany has been mainly due to lack of transport, the 
movement of troops and the reorganization of the chain 
of command in Germany which included the dissolution of 
SHAEF. 


Requests for Immediate Delivery of German Goods The 
US has recently received a series of identical notes from 
the Belgian, French, Netherlands and Luxembourg Governments 
urging:, that they be allowed to negotiate with the mili- 
tary authorities for immediate deliveries of supplies 
and equipment in Germany. The urgent need of the respec- 
tive economies is stressed. These governments have stated 
that records will be kept of all deliveries without pre- 
judice to final settlements on restititution or weparations 
account, 


Coal _Is of Prime Importance Unquestionably the most 
urgent need is for coal. The President will ask Eisenhower 
to provide for delivery of 25 million tons of coal from 
Germany by April 1946. He has requested that Churchill 
and deGaulle issue similar orders to their Commanders. 


(Page 1, July 2 issue Current Economic Developments) 


Churchill has replied that he is in full agreement 
in principle withthe President's directive. He has suggested, 
however, that the Russians be consulted immediately, in 
order to obtain unified action by all four occupying powers 
and so that there will be no misinterpretation by the Rus- 
sians of the coal proposals. This is possible in view of 
the interest the Russians have shown in early reparations 
deliveries of coal, The British recommend that the ques- 
tion of coal deliveries’ be brought up in the Control Coun- 
cil by Generals Eisenhower and Montgomery. 


Problems of Organization and Ultimate Designation 

G n iveri At Pauley's suggestion restitution 
has been made subject to the approval of the Reparations 
Commission in the US zone. In order that this may not de- 
lay, unduly, removals from Germany the Department suggested 
that Pauley appoint a representative to Eisenhower's staff 
with instructions that supplies and equipment may be re- 
moved provided that the receiving government agrees that 
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the Reparations Commission will make the ultimate decision 
as to whether deliveries are to be considered as exports, 
reparations, restitution, war booty or occupation costs 
accounts. in order that deliveries will move as rapidly 

as possible, the Department suggests that removals of 

plant and equipment should not be considered as exports, 

for which payment might have to be made. It is believed 
that this would hamper the transfer of plant and equip- 

ment with consequent delay to the economic reconstruction 
of liberated countries and to the attainment of our security 


objectives in Germany. 
i * 


DEPARTMENT CALLS FOR Ina letter to Judge Vinson, As- 
COAL EXFORTS FROM US sistant Secretary Clayton has re- 
affirmed the Department's view that 
13,600,000 tons of coai should be 
exported from the US for the 1946 coal year to help meet 
the needs of liberated areas, Latin America and the 
European neutrals, This amount of coal for export was 
originally recommended in a letter sent to the President 
on April 25 and signed by Messrs. Grew, Ickes, Crowley 
and Krug. However, Mr. Ickes has now withdrawn his sup- 
port of the recommendation. The Department also recommends 
the export of an additional two million tons to Italy. 
The liberation of North Italy has’inereased requirements, 
urgently needed for industrial purposes. 


The threat of economic chaos as @‘result of the serious 
coal shortage has increased rather than diminished since 
the recommendation was made. Im orts from the US on the 
above scale will be needed in addition to the 25 million 
tons sought from German production by the end of April 
1946. (See page 1, July 2 issue of Current Economic 


Developments.) 


The Department feels that the proposed export pro- 
gram should not be abandoned or curtailed, especialiy in 
the next few months when domestic production will pro- 
bably exceed domestic consumption. Shipping is available 
now that will latcr be needed for military purposes. 
German production will not reach the minimum rate neces- 
sary before October or November, and none of it will be 
available to Italy or the. neutrals. until the needs. of 
the Western European Allies are met. ae 


SE epee: 
CONN Pee eR IGT? 





DECLASSIFIED FOR PUBLICATION IN FOREIGN | 
RELATIONS OF THE UNITED STATES 


Rca RCE 








ote 


DEPARTMENT “'ANTS ACTION Embassy Buenos Aires has been 
ON ELIMINATION OF NAZI queried as to suggestions for 


FIRMS IN ARGENTINA US procedure with refcrence 
to elimination of Nazi firms in 
| Argentina. 
G R Wide publicity was given 


Assistant Secretary Clayton's testimony before a sub- 
committee of the Senate Military Affairs Committee in which 
he showed that Argentina was still riddled with "spearheads" 
of Nazi economic penetration. The Argentine Government 
immediately took cognizance of the statement, with Foreign 
Minister Ameghino issuing a press statement saying that 
"interventors" had been appointed for 123 commercial firms 
"presumably owned by German or Japanese concerns." He 

said that 17 other firms would be added to the list shortly. 


| Representations have been made repeatedly to Argentina 
as well as other Amcrican Republics to eliminate Nazi and 
Japanese firms to speed the reductions in the Proclaimed 
List. The Department has been greatly concerned by the 
failure of the Argentine Government to make progress in 

this direction, although she is committed to do so by 

her adoption of the Mexico City Resolutions. Elimination, 
cither by liquidation or by sale to non-Nazi interest, has 
not been accomplished in a single instance in Argentina. 
Assistant Secretary Claytons testimony pointed out that 

fact and added that only four firms were in tke process 

of elimination while 104 firms were being "intcrvened." 

In these instances the Government has appointed an in- 
dividual to oversee or manage the actions of the firms. 

The statement was misinterpreted in press reports, however, 
and the story was published saying that Argentina "is moving 
against only four of the 108 firms," no mention being made 
of intervention steps. 


Actully the misunderstanding of the press was salutary, 
according to Ambassador Braden, and may spur /.rgentina into 


action. 
ACC Vesting Suggested In an effortto force Argentina's 


hand, it has been suggested that threat might be made to 
greece German assets in Argentina under control of the Al- 
ied. Control Commission 4s the legitimate successor 
to the German Government. Allied’ vesting of German pub- 
lic and parastatal property is being effected in European 
neutral countries. Actually, such action would reach 
only Argentine concerns owned or controlled from Gcrmany 
or by German nationals. It would not affect local un- 
desirable firms and individuals that have otherwise been 
active in the Nazi cause, for example in espionage activi- 
ties or as cloaks for German interests. Such-threat might 
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BRITISH POSITION After a study of UNRRA's present 

ON UNRR:'S FUTURE and projected financial position, 
the UK has submitted several pro- 
posals to the Department concerning 

the future of UNRRi: 


(1) UNRRA should assume responsibility for civi_ian 
supplies in Italy #t the earliest possible date. 
it en appropriate time UNRR/. should elso assume 
this responsibility for Austria. 


(2) It is necessary to arrenge for a further general 
contribution to UNRRA and a statement on the 
availability of funds should be made et the 
August meeting. : 


(3) & general contribrvtion of $1 billion should 
adequately cover tne needs of the non-paying 
countries in Europe. When the needs of non- 
European countries are more fully known, the 
principal contributors to UNRRA can judge the 
amount of funds needed. 





(4) In order to avoid countries relying on UNRR/. 
help, a statement should be made that after the 
post liberation period contributing countries 
cannot be expected to subsidize non-paying coun- 
tries through UNRR/:.. The British suggest spec- 
ific dates for particular countries but feel that 
a public stetement should use the date of June 


30, 1946. 


(5) While the UK is prepared to contribute its share 
of the new general contribution, the UK does not 
feel that in view of its exchenge position it 
can contribute as large a proportion as it did 
originally and would like to limit its contribu- 
tion to $100 million dollars. However, the UK 
is prepared to contribute up to 15 percent of the 
additional funds or $150 million in supplies and 
service, provided that the US and C-neda seek a 
total contribution of $1 billion. 


— a 


(6) Before the end of the year a review should be 
made of UNRR..'s financial position. 


(7) The present program for Italy should be con’ 
until UNRR/. assumes responsibility. The UK vu... 
presses willingness to accept responsibility for 
Supplies fron the UK, BritismColonics cond South. -- 
ifricenm coal,’ 
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POLISH GOVERNMENT IS Soviet-Polish Commercial Treaty Ne- 
NEGOTIATING TREATIES gotiated - A basic commercial 
treaty between Poland and the USSR 


has been under negotiation recently 
in Moscow and was expected to be signed on July 6. While 
the details are not yet known, Embassy Moscow says the treaty 
apparently includes short-term and long-term credits to be 
extended by the USSR to the Poles, and "investment" by the 
USSR in the Polish economy, delivery by the USSR in the long 
run of certain industrial plants, and the exchange of Soviet 
raw cotton, manganese ore, ferro-alloys and other raw 
materials and semi-manufactures in return for Polish coal, 
cement, textiles and other goods. 





Poles to Export Co t ed Embassy Stockholm 
reports that en agreement will be signed within a few days 
between Sweden and the present Polish Government in Warsaw 
providing for Polish export to Sweden in the next five 
months of one million tons of coal and 200,000 tons of coke, 
in addition to an unspecified quantity of zine and zinc 
products. The Swedes in turn will supply to Poland machinery, 
100,000 tons of iron ore, and freight cars to transport coal 
from the mines to the Polish ports, 


Payment js *»9 be made in free crowns and will leave 
Poland a surplus after payment for the Swedish goods so far 
provided for. The Soviets are reported not to have taken 
part in the negotiations except to assure the Swedish Govern- 
ment that the ports of Gydnia and Danziz would be swept to 
aired we et al of Swedish vessels. - 


Poland Indicates Interest in US Trade The Polish 
Minister of Economy has stressed to the Embassy his country's 
interest in buying goods from the US and has asked for pre- 
liminary information on trucks, aluminum, natural or syn- 
thetic rubber, and tenning extracts, inachine tools and 
textile machinery. He felt that adequate exchange would be 
available for Poland to make cash purchases here, particularly 
since the Swedes have offered to pay for the large quantities 
of Polish coal they desire to the extent of 55 or 60 percent 
in Swedish balances in New York. The Minister also reported 
that the Silesian coal industry, including the German mincs, 
was taken over intact, and that Poland would be able to export 
large amounts of coal in the near future, 
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OIL EQUIPMENT IN SATELLITE British Approach USSR 
COUNTRIES AND OTHER PETROLEUM v 
MATTERS CONCERN DEPARTMENT The reported Soviet view 


that oilfield equipment 

in Rumania is war booty 
and subject to removal is causing concern both in the 
UK and the US. Soviet assurance was given last January 
that there would be no further removals. However, it 
has been reported recently that Soviet military authori- 
ties in Rumania recommended that oilfield equipment be- 
longing to certain British-owned oil companies be re- 
moved. The British feel that such action injures an 
indisputable British interest and that it cannot fail 
to have a damaging effect on the productive capacity 
of the Rumanian oil fields and therefore on world oil 
supplies. They are contemplating a strong protest to 
the Soviet Government along this line. 


Definition of War Booty The British suggest seeking 
Allied agreement at the Reparations meetings on a defi- 
nition of war booty, and on retroactive application of 
that definition to goods the Soviets have already removed 
from Rumania. They ask the Department's views on the 
problem, 


In view of the difficult task that the Reparations 
Commission faces in formulating policy with respect to 
Germany, the Department is oprosed to discussion there. 
It is of the opinion that satellite country reparations 
matters should be discussed for the present by US and 
UK diplomatic representatives in Moscow. 


US Instructions to Moscow Parallel rather than joint 
action with the British is favored by the Department, 
since we are not entirely sure that equipment taken from 
British-owned companies in April actually has been 
moved to the USSR. The Department has instructed Embassy 
Moscow to re-state our position that UK and US oilfield 
equipment is not war booty and to remind the Soviets of 
their pledge. The Embassy is also instructed to inquire 
whether the Soviet government has returned or intends 
to return any of the equipment already removed. 


The following main factors in the oil situation 
have also been communicated to Embassy Moscow for possible 
use in discussion with the Soviets: 


(1) In view of the recent Soviet-Rumanian eco- 


nomic treaty, resorted on page 9, July 2 issue of 
, » it appears that the USSR 


is seeking predominant, if not exclusive, control of the 
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petroleum industry and treding postion in Rumania, It 
is enticipated thet the USSR will seek a similar petro- 
leum agreement in Hungary and other producing ereers, 


; (2) The Depertment favors conversetions with the 
Soviets to obtain a satisfactory solution of these nrob- 
lems. Reference should .be made to (a) supply of petro- 
leum to the USSR from US source; (b) allocation of oil 
well drilling, refining and merketing equipment to USSR 
from US sources; and (c) interchange of informetion, 
technical cata, and processes relating to the production 
of petroleum, 


It ig suggested thet, since the Rumenian-Hungerian 
oil picture is one aspect of a worldwide rroblem, ar- 
bitrary meesures taken by Soviet euthorities informer 
satellite states, such es removing eouirment, monorolizing 
petroleum supply, end deleving entry of petroleum experts, 
may adversely affect US willingness to continue its pre- 
vious policy of sympathy to Soviet needs, 


Drop in Soviet Oil Production Embessy Moscow re- 
ports that Soviet output of crude oil without neturel 
ges is estimeted to have fellen from 31,1 million met- 
ric tons in 1940 to approximately 21,5 million in 1945, 
This wes in reply to the Denartment's reauest for in- 
formation as to the ourntities of petroleum the USSR 
would Ye able to make availeble for other countries, 
either from her own indigenous production, from Russian- 
controlied productions, or from repears teens, 





Because of the decline in domestic production, it 
is concluded thet USSR will not be in a position to ex- 
port petroieum in the immediete postwar pveriod except 
in limited quantities, for specific purnoses and at 
some sacrifice to internal economic programs, In ed- 
dition, USSR will probably endeevor to maintain control 
of petroleum production in Soviet-eccupied ereas of 
eastern Europe, 


British Protest Petroleum Trensfer Arrangement 
The decision of the Combined Civil Affeirs Committee to 
transfer responsibility for civilien netroleum suppniles 
in western Europe from militery to civilien euthorities 
September 1 is protested by the British, They feel 
thet trensfer should be mede earlier in Frence, possibly 
as soon es July 15, end et successively later detes in 
Other countries, The US plens to stend firm on the CCAC 
decision, 








The French have stated in writing that they do not 
want the chenge-over made before September 1, They feel 


=e = 
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that proper arrangements for the flow of supplies cannot 
be made before that time. 


North af ) P For 
The Department and the military agree that every effort 
should be made to transfer the civilian petroleum: supply 
program for North Africa from military to civilian con- 
trol immediately. This will @ll for sale of stocks for 
civilian purposes to local interests as of July 1, with 
the military continuing to slate cargoes during July for 
August delivery. Formal approval of the Joint Chiefs 
of Staff of this turnover is expected shortly. 


It is expected that military petroleum supplies 
will remain under military control until September 1, 
with French military requirements taken care of out of 
the Mediterranean pool until that time. 


Ad (1 A In 
reply to a request from Brazil for an additional 8,000 
tons of fuel oil monthly for use in Brazilian textile 
mills, the Department has notified the Embassy that no 


increase in the Brazilian allotment can be made at this 
‘time in view of the global fuel oil shortage. 


The recently-approved increase of 5,000 tons monthly 
was expected to aid the transportation problem by mini- 
mizing the transport of wood to industrial plants for fuel 
purposes, and thereby to assist the FEA food purchasing 
program by loosening transportation. The fuel oil would 
be allecated to those industrial plants which could make 
the most effective use of it. The Embassy is asked to 
find out whether the possibility has been considered of 
giving the textile mills, now burning wood, a priority 
in this fuel oil- 


=~ * « 


LEND LEASE PAYMENTS ARE SLO Only seven of the other 
FROM OTHER AMERICAN REPUBLICS American Republics are 
(aires i. current in paying their 

lend-lease installments 
to the US. -.All:the other Republics are in arrears 
and most of them have not made any payment to date. The 

Department is giving serious consideration to steps pres- 
sing for payment. Existence of serious cases of arrearages 
may be considered an independent reason for curtailing 
lend-lease deliveries. 
ote 
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DECISION M.Y BE POSTPONED ‘PB, FEA, RDC and the Depert- 
ON RUBBER FOR ARGENTINA ment have discussed the tire 

and tube program for zrgentina 

and made a proposal for the 
coming year. Since ..rgentina now has 150 tons of natural 
rubber and should receive 16.6 tons from Bolivia each 
month, the proposed program could be carried through for 
the third and fourth quarters of 1945 without any additional 
natural rubber and without tire and tube impérts. This 
would make it possible to postpone :ntil late 1945 a de- 
cision whether netural rubber should be supplied to ..rgen- 
tina in the light of the supply situation then prevailing, 
the political situetion, and -rgentina's success in stop- 
ping contraband shipments. . 


argentine factories are not likely to be producing 
until September because of the necessity of waiting for 
raw materials. However, it is felt thet tires should not 
be supplied from the US ” and Brazil in the interim, since 
the tire shortege is too acute and there is no evidence 
yet that the ..rgentines have taken action to control 
smuggling. The Argentine factories should make up the 
deficit in the last four months of 1945 by producing the 


entire eenterted programmed for July through December. 
e Be 


CONFERENCE NEEDED TO ..LLOC.A.TE Lack of regulation of 
INTERN..TION:L R..DIO ae internetional telecom- 

munications, which has 
: been an.inevitable out- 
growth of the war, makes imperative the establishment of 
an interim system of control. 


Before the war all countries in the world registered 
their redio frequencies with the Bureeu of Internaticnal 
Telecommunicetions Union at Bern. Since the outbreak of 
the wer there has been practically no registration with 
the Bern Bureau. Military services of the Allied Nations 
have used large numbers of frequencies previously allocated 
to civilian services. without regerd to registretion or 
prior claim. There has been no regulation over these fre- 

- quencies, The liberated countries of Europe will soon wish 
to resume use of fhosa. préviously assigned. to:-them. . 


The increased demands for frequencics by aviation 
needs, television, shortweve.broedcasting and military 
services has not been accompanied by a corresponding in- 
crease in the availability of radio frequencies. The result 
is a crowded spectrum and disastrous interference. 


There is a greet need for 4 preliminary and int crim 


— un 
ae 
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solution to remedy the present situetion. 4s a world 
conference on telecommunicetions takes lengthly pre- 
paration, it has been suggested that 2 radio engineering 
conference of the Big Five should be held to set up a 


new system for registration of frequencies, 
ite me ee | 


CUBAN SUGAR DISCUSSIONS United Stetes representatives 


POSTPONED UNTIL OCTOBER have returned from Cuba after 
oe : presenting the US proposel to 


| purchase the 1946 sugar crop. 

_ The Cubens reacted very favorably to the proposal, which 
was reported page 17 of the June 25 issue of Current 
Economic Developments. apparently they felt that the 
offer of 3.45 cents was realistic, particularly in view 
of the fact that it is equivelent to the price and bene- 
fits we are paying the Puerto Ricans. However, they do 
not wish to carry on further discussions until the middle 
of October when the size of the crop and the wages which 


will have to be paid will be more certain. 
e @« 


WORK OF TID COMMITTEES. Last September President Roose- 
IS ‘NE:-RING COMPLETION velt requested FEA. to accelerate 
economic studies on controlling 
Germany's war making powers after 
surrender. 4s a result FE’. established 19 Technical In- 
dustrial Disarmament Committees (TIDC), utilizing technical 
. experts from private industry and from other governnmmt 
agencies, These groups have been studying the disarmament 
possibilities of all the major German industries ranging 
from instruments of war to forest products. The studies 
are designed to furnish a basis for industrial disarmament 
decisions which will constitute a long-range policy toward 
Germany, to follow the immediate postwer period, policy 
for which has already been established. 


The final reports with recommendations are scheduled 
to be completed this month. They may be submitted to the 
Informal Policy Committee on Germany (IPCOG), which is the 
top committee on formulating US policy toward Germany. 

e @« . 


- Pe. ~ ee . 
’ 


USSR-HUNG..RY ii KING Preliminary steps 2re reported to 
TRi.DE 4ARR..NGEMENTS have been taken toward the negotietion 
of a comprehensive Russien-Hungarian 

| trade agreement. Russia is said to 
be prepared to send Hungery large quantities of cotton for 
processing by Hungarian factories which are now idle for 
lack of raw materials. Textiles represent the principal 
sector of Hungarian industry which has not been destroyed, 
dismantled or fully committed for production on reparation 
account, , 
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CURRENCY EXCHANGE PRORL™MS Serious currency situations 
REQUIRE NEGOTIATIONS “ITH for both 8 troops end Em- 


MANY EUROPEAN COUNTRIES bessy personnel have develoved 
in many of the libereted coun- 


| } tries of Europe. In several 
ePreas troop morrle hes been edversely effected by the un- 
reelistic exchenge retes. The currency situetion is only 
pert of the generel chaotic conditions caused by industriel 
devastetion end leck of supplies. Prompt end drestic 
meesures ere celled for--end while most of the countries 
heve issued enti-inflationary decrees it will be some 
time before their effectiveness can be judged, 


In many cases our efforts to obtein a more reelistic 
exchange rete hawebeen belked by the governments in power, 
To e certain extent this is understendeble since they feel 
thet even temporary measures will be considered es a pre- 


‘cedent when the time comes to esteblish firm retes of ex- 








chenge. These countries ere meking every effort to main- 
tein some sort of bergrining nower, In eddition, it is 
difficult for them to get excited about foreign troops 
end »ersonnel when their own peonle rre suffering from 
the general inflation, 


The Secretery of War hes more than once »xnressed 
his great concern over retes of exchenge which do not 
provide our troops with "feir nurchesing power", end h-s 
esked the Stete end Trersury Denartments to teke firm 
ection in this metter, As en indie-tion of the meny prob- 
lems involved, e resume follows of the currency situation 
in some of the centrel Europern countries, 


Austrien Problem Recuires Joint Action The currency 
situation in Austria hes rercned a point where four power 
discussions are sought to esteblish procedures end policies 
which will permit:.eerly conversion end help stabilize the 
economy of the country. 





To emphesize the intention of freeing Austrie from 


Germeny, the Allies decided some time ego to introcuce 


the schilling as militery currency rether than to issue 


Allied Military (A.M,) marks, © In accordence with this. 
ceCision, Soviet forces in Austrie ere using A.If, schill- 


ings for the vay end expenses of the d- Army, For the- 
present, the. reichsmerk will remain in circuletion et 
per with the A.M, schilling end: both have been giyen °. 
velue for militery nurposes of ten cents. The rete set 
by the Soviets is 50 kopnecs per schilling, — 


Recently 
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Recently’ the Russians eddressed -n official request 
to the British for en additional 2 billion A.M, schill- 
ings to be used by the Russians in Austrie. Apnroximetely 
1.5 billion hed already been mede availeble to them, The 
new request also specified thet e l-erge number of high 
denominetion notes were needed, The British were reluctent 
to advence further schillings immedietely since the emount 
alreedy issued to the Russiens had been: considered ample 
for direct military use for e considerable period, Further- 
more, reports from the field, coupled with the demend for : 
high denominetion notes, geve credence to the belief thet 
the Russiens hed been advancing *schillings et e much higher 
rate than enviseged, This prectice would endanger the 
‘possibility of en eerly currency conversion end perheps 
undermine the Austrian economy, The British felt thet 
before further schillings were issued the ouestion of 
financial procedures end policy should be discussed by 
the four powers set Vienna, 


The US urged © modificetion,cf the British position, 
Recently, egreement w7s reached between the US and UK 
to provide 900,000,000 A,M, schillings to the Russians, 
This will bring to one-third the Soviet's shere of the 
7,2 billion schillings printed and-shinped, British 
agreement wes contingent on the US meking @ perellel 
approech to the USSR emnhesizing, the US desire for an 
early currency conversion end re‘uesting thet a currency 
program be discussed et an early meeting of the four 
powers in Vienna, Embassy Moscow hes been instructed 
to make such en approach end the Currency Section in 
Austria hes been recuested to furnish the schillings 
to the Russiang, . 


Greek Situetion Shows Some, Improvement ‘A more 
favoreble rate of exchenge is elievieting the finencial 
_gituction of US troops and Embessy officials in Greece, 
However, unless the Greek Government's anti-infletionery 
meesures‘are successful, the solution will be short lived,  — —. 





- Prior to April 16, US troops in Greece were paid in 
British Militery Authority (BMA) pounds, This wes vith 
the understanding that. even though these. were obtained 
from the British, finel settlement in, @plilers would be 

‘mede directly, with the Greek Government, The Bank of 
Greece, hoeyer, withdrew BMA notes from circulation 
on Mey 31. These notes were exchanged for drachma eat 
the rate of 600 to the pound, Te Governor of the Benk 
of Greece while in Washington egreed thet the smell num- 
ber of US militery personnel in Greece should be paid 
in drachmes to be purchesed by the US with doller drefts 
at the officiel rate of exchenge, Any unused draechme~ 
remeining in the hends of US militery units were to 7 
reso 
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resoid to the Benk of Greece et the rate at which they 
were purchesed, The inflationary situation in Greece 
mede the official exchenge rete highly unsatisfectory,,. 
but the US suggestion to use invasion currency, known 
es yellow sesl dollers, for US expenditures wes fletly 
refused by the Greek Government. 


On June 5 an adjustment wes made in the rate of ex- 
chenge from 150 to 500 drachma per doliar. There wes 
also announced et the seme time an economic program 
involving heavy taxation, strict price control and a 
‘new drive egeinst gold speculetion. ‘hile this rete 
eppears to be satisfactory, the "mbassy hes informed the 
Greek Government that we are reserving the right to use 
yellow geel dollars or gold to finance US military and 
Embassy expenses in the event thet stabilization mesures 
feil end the drachma depreciate even further, 


After the reveluation of the drachma, en adjustment. 
was made in the exchange rete for funds held by US trnons, 
This was felt necessery inesmuch es paydey ves only two 
deys prior to the chenge in the officiel rate... A census 
was made of funds held by troops on June 5, end eech soldier 
weg peid 350 edditional Ccrechma for each 150 drachme held 
On thet date. A similer edjustment was meade for the cur- 
rency in the hands of British troops. The 3ritish Govern- 
ment has undervritten the cost of the cdjustment for its 
troops. On the other hend, we have felt thet the cost 
of the edjustment for Arericen troops, which-aicunted to 
ebout $31,000, should be borne by the Greek Government, 
The: Embessy et Athens, however, hes exvressed the view 
thet since the British, with e much lerger number of 
troops in Greece, ere not pressing the Greek Government 
for reimbursement, it might be indelic-te for the US 
to do so, Reimbursement to the British vould involve 
e tremendous outley end would encenger the entire Greek 
finencial structure which is sheky et best, 


Czechoslovekia Exchenge Rate Still Unsettled The 
entry of American troops into Czechoslovakia creeted ea 
currency problem in regerd to troop péy and military 
expenditures, A.M, marks were used since crowns were 
not immediately eveileble. The militery rete of exchenge 
between these merks end the crown wes esteblished et one 
to ten which weg the seme rete preveiling between the crown 
end the reichsmark formerly used by the Germens in this 
free, This resulted in ea militery rate of 10° crowns to 
the doller, The: Czechs agreed to temporery continuation 
of these errengemente but indiceted thet they haped to re- 
turn to the exclusive use of crowns in the neer future 
at e rate eporoxineting the nre-wer doller- crown rete, 


Se ee ~ 
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An additional complication is provided by reason of the 
Soviet's setting a rate of 5.5 crowns to the ruble which 
provided a rate of approximately 3.43 cents per crown. 
This is almost the same as the pre-war rate of 3.425 cents 
per crown, 


In the latter part of May, the Czechs presented an aide 
memoire proposing the establishment of an exchange rate for 
military purposes’ of 30 instead of 100 crowns to the dollar, 
It was pointed out that the US policy was continuing the 
inflationary program. Reference was also made to our more 
favorable treatment to France and Belgium. 


This past week a reply was sent to Czech aide memoire. 
Before agreeing to.a revision of the military rate, we pro- 
pose that further discussions be held in Praha, where the 
necessary information can be obtained, The spineer concern 
of this Government is the effect of a revision on US troops 
quartered in that country, The contemplated withdrawal of 
Allied troops should help this situation somewhat, although 
negotiations will have to go forward on a crown-dollar exchange 
rate in any évent. 


Bulgarian Negotiations must be Undertaken The official 
exchange rate in Bulgaria of 120 leva to the dollar is com- 
pletely unrealistic since the existing price structure in 
relation to pre-war prices would require a dollar rate of about 
1500 leva. For some time it has been virtually impossible 
to dispose of yellow seal currency, This is due to stringent 
control of all bank withdrawals, wide-scale seizure of both 
gold coin and yellow seal dollars and a forced government 
loan of 26 billion leva. The US decided to authorize the 
use of foreign gold coins but word has been received that - 
holders of yellow seal currency and gold coin are being 
shot, so use of gold will also have to be discontinued, ~ 


Alternative’ methods cf financing include outright pur- 
chase of leva at a reasonable rate from the Bulgarian Govern- 
ment, or advance of leva to American missions by the Bulgarian 
Government under an agreement that reimbursement would sub- 
sequently be made in dollars at a rate to be decided later, 
Instructions are going forward to. proceed with negotiations 
on establishment of an exchange rate, 


Propos ade to Yugoslavi Several months. ago the 
Yugoslav Government took steps to control the inflationary 
spiral and to establish a new currency through a.conversion 
program. Exchange rates were set for all currencies based 
on a ratio of 100 Serbian dinars to five new dinars of 
Democratic Federal Yugoslavia, Each person was permitted 
a maximum of 5,000 new dinars and given receipts payable 
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in three months for amounts in excess, Laws were also estab- 
lished fixing: wages and establishing price ceilings for 
staples. Severe penalties were imposed for dealing in the 
black market, 


After the conversion, the Yugoslav Foreign Office with- 
drew its previous offer of a diplomatic rate for financing 
US establishments. The new bank rate is 50 dinars to the 
dollar, one-half of the rate previously offered. Considerable 
hardship has resuited, particularly since the effect of the 
price, wage and distribution controls has not yet been felt. 


US army personnel, because of the unfavorable rate and 
the uncertainty regarding future price movements, have been 
selling yellow seal dollars on the black market at the rate 
of 150 dinars to the dollar. This, of course, is contrary 
to Yugoslav regulations but the Government has been closing 
its eyes to the procedure, 


The Embassy is obtaining its dinar requirements through 
the sale of dollars to the National Bank at the official rate. 
The State and Treasury Departments have instructed their 
representatives in Belgrade to request permission to continue 
selling yellow seal dollars in the black market, If this 
is refused, they are instructed to request a special dip- 
lomatic rate, However, it is anticipated that both of these 
proposals will be refused, and in this event, the Yugoslavs 
will be asked to provide special stores and other facilities 
for US personnel, Study is being given by the Department 
to an increase in the allowance of Embassy personnel in an 
effort to alleveate the situation. 


Albanian Rate Unsatisfactory For some time now, 
Albania has been providing local currency for the British 
Military Liaison Mission against receipt pending settlement 
in sterling. The US proposal to buy Albanian francs with 
yellow seal dollars in order to pay the small number of 
American troops has been refused. Therefore, US Army per- 
sonnel has continued to obtain francs from the British 
Military Mission, ; 


In view of the refusal of the Albanians to accept dollar 
currency, two alternatives are open to us. We can continue 
to obtain francs through the British, reimbursing them in 
dollars, or we can place the dollar equivalent of the ex- 
penditures in a special account in the Treasury Department, 
making settlement with the Albanians at a later time. It is 
not possible to open an account in the Federal Reserve Bank 
of New York in the name of the Albanian National Bank or 
Government because certification of such an account is im- 
possible until the Albanian Government is recognized. The 
Albanian authorities have been accepting yellow seal dollars 
from the Embassy at the rate of 25 francs to the dollar, 





ne This 
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This rate compares with the open market rate of 35 to 38 
francs per dollar. In view of the unfavorable official 
rate, the Embassy has been authorized to finance itself 
temporarily through the sale of gold to the State Bank. 


Hungarian Proble volves Captured Currenc 

To stop the rapid currency depreciation that was taking place 
in Hungary, the Government instituted several currency re- 
forms. The trouble was due in part to efforts to convert 
into foreign exchange Hungarian currency imported from 
Rumania and in part to the removal by the Szalasi Govern- 
ment of the currency reserves of the country. A currency 
conversion program is contemplated and in the meantime 
1000-pengo notes have been declared invalid. These notes 
were. withdrawn from circulation in order to invalidate cur- 
rencies removed by the Szalasi Government. Another recent 
decree prohibits the importation of Hungarian currency ex- 
cept by the National Bank. 


Since no US troops are in this area, the troop pay 
problem does not arise. However, a problem has arisen with 
_ regard to captured currency, About 10 days ago the Deputy 
Chairman of the Allied Control Council in Hungary notified 
the Prime Minister that Moscow would deliver to the National 
Bank 2300 million pengos in 1000-pengo notes to be exchanged 
for legal tender. These notes are probably part of the 
currency reserve removed by the former Government and cap- 
tured by Russian troops in Austria, The Governor of the 
National Benk does not look with favor on such an exchange. 


- * « 


MET iLLOC..TION FOR i. tentative allocation of 125,000,000 
LIBER/.TED COUNTRIES pounds of meat has been made for the 

, liberated areas, some 25,000 tons 

of which may go to France. i, cable 

was sent from President Truman to Prime Minister Churchill 
indicating the US would provide meat for the liberated 
areas if the UK would also contribute. The British Embassy 
has confirmed that the UK will make available 15,000 tons 
of meat to France, 
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NEW APPOINTNENTS MADE A number of personnel changes 

IN ECONOMIC OFFICES have taken place in the Economic 
Offices of the Department be- 
cause three members of the staff 

resumed their activities at colleges from which they had 


been granted leaves of absence, 


Mr. Edward S. Mason, Deputy to the Assistant Secre- 
tary for Economic Affairs since the reorganization of the 
Economic Offices last winter, returned to his post at 
Harvard University. He is succeeded by Mr. Willard lL. 
Thorp, Trustee of Associated Gas and Electric Corpora- 
tion and Director of Economic Research for Dun and 
Bradstreet, Inc. Mr. Thorp will also serve as Vice- 
Chairman of the Executive Committee on Economic Foreign 
Policy. He has served the Government in various capacities 
since 1933--as Director of the Bureau of Foreign and Do- 
mestic Commerce, Director of Price SKudies in the Labor 
Department, Director of the Consumer's Division of the 
National Emergency Council, Chairman of the Advisory 
Council of the National Recovery Administration, and 
Economic Adviser to the Secretary of Commerce. 


Mr. Bernard F. Haley resigned as Director of the 
Office of International Trade Policy and is returning 
to his work at Stanford University. Mr. Clair Wilcox, 
who has been serving as Consultant to the Assistant Sec- 
retary for Economic Affairs, becomes the new director 
of ITP. Mr. Wilcox is Professor of Economics at Swarth- 
more College, and has served with a number of govern- 
ment agencies, the latest of which was the Office of 
Price Administration. 


Mr. John E. Orchard, who since June 1944 has been 
Special Assistant to Mr. Clayton, and prior to that 
served the Government in the FEA and Office of Lend- 
Lease Administration, returned to Columbia University 
to his position as Professor of Economic Geography. 


Mr, Livingston Merchant will take over the duties 
ef Special Assistant. Mr. Merchant has occupied various 
posts in the State Department during the war period, most 
recently as Chief of the “ar Areas Economic Division. 
Mr. Donald Gilpatric becomes Chief of the “lar Areas 
Economic Division. 
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QUESTIONS AND ANSWERS ON FOREIGN "CONOMIC 





PROBLEMS AND POLICIES 








In connection with the prenaration of a Quarterly 
Report of the Office of “ar Mobilization end Reconver- 
sion, the Department of State was reouested by 
Judge Fred M, Vinson, Director of O’MR, to prenare 
camrere to a series of questions relating to foreign 
economic problems and nolicies. 

The enswers to these questions, prenered early in 
June by officers of the Department, constitute authori- 
tative statements on as number of problems of central 
immortence. The ouestions end anevers are renroduced 


herewith as a supnlement to Current Economic Develon- 





ments for the information of the recinients of this 


publicstion. 
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"1, During the war this country greatly increased 
its purchases of materials and supplies from South 
American countries, Does the ‘'nited States have a 
policy to cushion the shosk when United States needs 
drop sharply? For example, would we taper off 
surchases and stockpile the excess? ‘hat countries, 
if any, are likely to need such economic support?" 


War purchases of meterials end supplies from Letin 
American countries will decline before long, It is gen- 
erally understood thet these purchases will be curtailed 
sradually end along with domestic purchases, due considera- 
tion being given to the impact of the curtailment on local 
situations, At the Inter-Americen Conference on Problems 
of “ar end Peace, held in Mexico City in eerly 1945, it was 
resolved "than when, during the transition period, it should. 
finelly become necessary to effect reductions in the volume 
of procurement ,.. of certein besic products snd strategic 
materials,... the affected country or countries end the 
country or countries purchesing such nroducts and meterials 
shall adopt, through bilateral srrengements, measures 
designed to minimize, during the trensition period, the 
adverse consequences..." of such reductions, 


The gradual reduction in Americen purcheses of key 
meterials from Latin Americe will effect e number of 
Countries end commodities, such as: conper end nitretes 
from Chile; tin, tungsten and antimony from Bolivia; a 
considerable range of non-ferrous metals from Mexico; 
mica, quertz crystals, mengenese, tungsten end rubber 
from Brazil; pletinum from Colombia; end sisal, manila 
fiber, belse wood, kapok end cinchone from several different 
countries, 


Tapering off of public purchases hes already begun for 
a few commodities, but it hes not vet reached significant 
proportions. It would not seem likeiy that the military 
stockpile would be eble to absorb large quentities of Letin - 
American products. 


"2, After the war, the Army end Navy may went 
to stockpile certain stretegic materials which will 
be in short world supply, Is there any denger that 


such 
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such a policy will raise problems in our relations 
with other countries? “hat commodities are involved?" 


The Department of State has given continuous study to 
the postwar stocknile problem since mid-1943, Its position 
is that there should be a postwar military stockpile, for 
use only in e nationel emergency, end ecministered by en 
inter-agency board on which both militery end civilian 
@gencies are represented, This nrogrem would be strictly 
confined to militery needs end should not be used to 
meintein high cost merginal nrocuction or peg prices. 





For reesons of both militery end commercial policy, 
stockpile materials should be obtained from the cheapest, 
most ebundant source, whether et home or abroed, One of 
the importent purposes of the progrem is the conservation 
of our strategic natural resources. Depletion of certain 
domestic raw meterials sources during this war makes it 
especially important thet some foreign sources be used, 
Stocks on hend at the end of the war can be readily trens- 
ferred to the stockpiling authority. Though accumtletions 
must be adequate, they should not be unduly lerge nor un-- 
duly rapid, 


Adherence to the above nrinciples would minimize the 
danger of the stockpiling program disturbing our political 
Or economic relations with other countries, 


The Army-Nevy Munitions Board has already recommended 
stockpile goals in 5» report to Congress, Jenuary 3, 1945, 
in accordence with the Surnlus Property Act of 1944, Governe 
ment surpluses remeining et the end or the wer méy go far 
towerds meeting these goals, The goals in that report 
will neturally be subject to chenge in the light of techni- 
cel developments, 


"3, As domestic production end distribution 
controls are relaxed by the ‘’ar Production %o0erd so 
that private domestic nurchasers cen enter the merket 
for supplies without nriority restrictions, will it 
be the policy of the State Depertment:‘and the Foreign 
Economic Administretion to ~ermit foreign buyers to 
come into the markets without quote restrictions? 


Similerly, 
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Similarly, will quotes be lifted on imports?" 


It is the policy of this Government to return im- 
port and export trade to privete channels as repidly as 
possible consistent with the most effcctive prosecution 
of the war, Supply and shipping shorteges ere the 
limiting fectors, 


As War Production 3oard production and distribution 
controls ere relaxed, domestic nurcheses will be able 
to enter the merket for sup»ylies without priority 
restrictions, Similar treetment should be accorded 
foreign buyers seeking to purchase in United States 
markets. Thet is, foreign buyers should receive 
treetment neither better nor worse than thet received 
by domestic buyers, 


"4, Will the Government undertake to essure 
foreign countries of sunnlies necessary to their 
economy? “hich commodities or nroducts?" 


This question has two mejor espvects, the assurance 
of supplies in the physicel sense, end finenelel 
assistance to nermit their eacouisition, Assurence of 
physicel supply cen only be provided by ellocetion of 
meterials end shipping through the continuence of 
established ellocetion procedures where necessary, 
Finenciel assistence, where it is reouired, mey teke 
@ number of forms, 


The policy interests of the “nited Stetes, and 
consequently the ections teken to éessure supnlies, 
differ from country to country, Policy toward a 
particuler country is based on its relation to the 
wer, our political ane economic interests, and 
humeniterien consideretions, 


In the cese of countries participeting in or 
directly contributing to the prosecution of the war, - 
this Government hes mede end will meke eveileble 
essentiel sunplies, to the extent possible, taking into 
account the necessity of supporting our own wer effort 


end our 
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and our essential domestic economy, Where eppropriete 
these supplies will be provided under Lend-Lease, Under 
the adjustments in Lend-Lease resulting from the end of 
hostilities in Furope, supplies furnished to certein of 
these countries will be linked to the successful 
prosecution of the war in the Pacific and the redeploy- 
ment and supply of our ermed forces in Europe, 


The President hes recently reiterated our nationel 
interest in furnishing the greatest possible assistance 
to liberated countries devastated by the war, Besides 
the humeniterien desire to elleviete suffering, it is 
in the netionel interest that economic stability be 
reestablished in these countries as soon as vossible, 
since only thus can strong democratic government be 
restored, This Government elso wishes to see the 
economies of these countries rapidly restored so thet 
tney may play their pert in an exnended ‘end ney 
international trede, | 


These countries, physicelly devestated’ end sudéenly 
torn loose from the integreted Germen war economy; re- 
Culre immediately consumer goods. such. es food; medicel 
supplies, clothing, etc., end the restoretion- of their 
cepecity to procuce «ssentiel commodities. Certain of 
them ere finencielly eble to nay for their needed relief 
end rehebilitation sunplies, For those which are not, 
UNRRA has been set up with full American supnyort, to 
help finence end menage besic relie? and rehabilitetion, 
end this Government hes mede e substentiel contribution 
to its funds. 


This Government hes furnished end will continue to 
furnish essential supplies to the other American republics 
to the very fullest extent possible, This nolicy is de- 
Signed to assist in maintejning the vroduction of 
commodities needed for war, relief end rehabilitation, 
end is, above ell, e reflection of our objective of 
hemispheric solidarity. Letin American countries have 
not ordinarily needed substentiel finaneial assistence 
to meet their essential needs, 


Certain 
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Certain supplies, in smell amounts, will be made 
eveilable to neutrel countries, primerily es e means of 
achieving our remaining economic werfere odjectives, 
particularly those relating to the sterilization and 
recepture of Axis loot end secreted assets, Some 
supplies will have to be made aveileble to accomplish 
these objectives and elso to insure thet other neutral 
supplies will be eveileble for relief and rehabilitation 
purposes. It has not been necessery for us to make 
either money or ships available in furnishing these 
supplies, 


It will continue to be our policy to take govern- 
mentel action to assure availability of essential 
Supplies to foreign countries in accordance with the 
ebove princinles as long as serious shortages persist 
either in suvvly or transportation, As shortages 
disappear and positive action to assure satisfaction of 
essentiel needs becomes no longer necessary, ellocetion 
procedures “fill be withdrawn and foreign buyers will be 
permitted to enter domestic markets without restriction, 


This Government is edvoceting the esteblishment of 
the International Bank under the Bretton Woods Agree- 
ments, Increased canitelization for the Export-Imvort 
Bank, and removel of the Johnson Act restrictions on 
foreign lending ere under consideretion. These 
financiel measures will help assure supplies for 
reconstruction and development ~urnoses, 


"S. What is the postrver foreign trede program 
of this country? How do the Trade Agreements Act 
end the Bretton Woods pléen fit into this ~rogrem? 
Some indicetion of potentiel nostwer foreign trede 
és compered with nrewar levels should be helpful," 


. (This enswer treats some of the noints reised in 
question No, 8). slo 


The postwer foreign trade progrem of the United 
Statee eims at an expanding Amer'‘can end world trade, 
conducted by competitive private entervrise, on ea 
multileterel basis, end freed from discriminatory 


practices 
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practices of netionel governments, 


Successful execution of our foreign trade progrem 
requires certain imnortent financial Measures, Exchenge 
rates must ome again become reasonably steble end multi- 
lateral payments must be permitted, While the breakdown 
of the internetional monetery system in the early 
thirties - the rise of exchange depreciation, exchange 
control, bileterel clesring egreements and multinle 
currency systems - was in pert a result of the world- 
wide depression, these financiel impediments to trede 
beceme, in turn, a powerful fector in preventing trede 
recovery later in the decade. Restrictions on free 
payments for imports and exnorts have become still 
more widespreed during the war, 


It is cleer that we must cast off stifling moneteary 
controls end bileteral finencial methods if we hone to 
cerry out our foreign trede program, On the other hend, 
it is equelly cleer that a return to rigid exchange 
rates end complete freedom of international capitel 
movements is neither feasible nor desireable, A new, 
more flexible, end more cooperative method of securing 
multileteraéal payments end reasoneble exchenge stability 
is required to reach our vnostwar trede objectives, 


The International Monetary Fund agreed upon at 
Bretton “Yoods in the summer.:of 1944 is the "nited 
Netions' enswer to this need, It provides the desired 
belance between exchenge stability end flexibility, 

‘and between nationel control. over exchenges end inter- 
“‘national cooperation, necesséry ‘to permit resumption of 
" multileterel trading by the countries of the world, 


Sound internationel borrowing ‘enc lending ere also 
integrel parts of growing end vrosperous world trede, 
wony netions will require reconstruction loans to revive 
their capecity to proauce and hence their cevacity to 
consume, In eddition there ere wide trade frontiers in 
Latin Americe and in’ the ‘Iéss developed countries of the 


world - 
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world - frontiers which cennot be developed without 
initiel capitel investment on e very substentiel scele, 


The United Strtes Export-Import Benk can pley an 
important role in foreign lending in the post-wer yeers, 
A substential increase in its borrowing euthority is 
proposed to permit needed expension of its operations, 
At the seme time it will be necessary to remove the 
restrictions on United States.vrivate lending immosed 
by the Johnson Act end the compereble restrictions on 
United Stetes government lending in existing Exnort- 
Import Bank legislation, 


The Internetional Benk for Reconstruction and 
Development proposed by the Bretton “oods Conference 
is an important eddition to the machinery of inter- 
Netionel lending, This Government end the governments 
of the 43 other netions represented at the Conference 
recognized thet postwar internetional lending is an 
internationel problem calling for internationel ection, 
end thet by pooling their resources and nroviding for 
internetionel guerentee of loans, sound foreign lending 
— - greetly stimuleted nd its risks substeantielly 
reauced, 


Institution of these importent finenciel measures 
will be insufficient to bring ebout en exnended inter- 
netionel commerce unless the berriers, governmental end 
nrivete, to the movement of goods betveen countries ere 
removed or reduced, Neerly every country in the world, 
including the United States, hes during the wer, imnosed 
strict quantitative controls on imports end exnorts, 
The United Stetes opnoses the corntinuefice of these 
controls beyond the wer emergency veriod, excent in- 
sofer es geome form of control mevy be necessary to cGeal 
with shorteges of supplies for essential civilian 
requirements, 


Import teriffs heve long been a principal govern- 
mental berrier to internstional trede. Since 1934 the 
United State has ‘striven, through the reciprocel trede 
egreements progrem, to. reduce teriffs in a systemetic 
menner, Under the principles laid down by the Congress 


in 
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in the Trade Agreements Act, the United Stetes enters 
into agreements with other individuel governments to 
reduce specified trede barrierg in exchange for similar 
reductions by those governments, The reductions grented 
by the “nited States ere made aveilable under the Act 
to ell countries which do not discriminate egainst 
Americen commerce. Thus these agreements contribute 
both to the expansion of world trade and the evoidence 
of discrimination, To sefeguerd the netional interest 
end the rights of economic groups affected by proposed 
concessions in trede agreements, an interdepartmental 
trede agreements organization advises end assists the 
Frresident in administering the trede agreements 
progrem, Reconversion to peecetime production and 
trade vives us © unique opportunity for constructive 
cooperetion with other countries in this field. 


International cartels are effective berriers to 
anternetionel trade. Seperate end divergent netional 
policies are not sdequate to deal with these privrte 
berriers, since every netion's trade is affected by 
some internationel cartels which are beyond the reach 
of its laws, 


The problems raised by internetionel certels cen 
best be met by intergovernmentel coordination of national 
policies, This Government is prepered to seek the con- 
currence of other countries in an agreement prohibiting 
the participation of commercial enterprises in contrects 
end combinetions which restrein internetionel trade, 
restrict eccess of international merkets, or foster 
monopolistic control of internationel trade, It 1s 
“~roposed thet governments perticipeting in such an. 
egreement would underteke to enforce its provisions 
within their resnective domains, Orgenizetional 
machinery, tied into the United Netions Organizetion 
through the Economic and Social Council, would fecilitate 
intergovernmentel coovneration in the egreement, 


Intergovernmentel action will comtinue to be called 
for in the case of certain, individual, mostly vrimery, 
commodities of world=—wide importance which are likely 
to be in substential surplus even though efforts to 
reduce berriers to trade ere successful and high levels 


of industrial 
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of industrial production ere meinteined, Such surnluses 
could become serious sources of economic maledjustment. 
This Government is prepered to colleborete with other 
governments to seek @ solution to these problems, end 

to use, where appropriete, intergovernmentel commodity 
agreements with respect to production and prices,. 


The use of commodity egreements in the nostwer 
period should, however, conform to certain specified 
reouirements designed to insure thet their effects wiil 
be remedial, that their restrictive features ere form- 
uleted with a view to the public interest,. and that the 
interests of consuming countries ere fully teken into 
eccount. The emphasis should be first unon the maximum 
possible stimuletion of demand end only lest unon oa 
curteilment of production and trade,. If the attemnt to 
stimulete demand proves inadecuate and the development 
of a burdensome surplus threatens to leed to economic 
distress and possible undesireble unileterel ection by 
the producing countries, then intergovernmental meesures 
temporarily setting nroduction or exnort ouotes or 
-llocating mesxets mey be a necessary meens of eesing 
the transition for the countries most effected, 


The extension and strengthening of the Trede 
Agreements progrem, the acoptian of the Bretton ‘“oods 
Monetery Fund and Internetional Benk, and the other, 
measures discussed above should tog-ther nermit postwer 
American foreign trede et levels substantielly ebove 
those of prewer yeers, ‘hile no sound program of 
Stimulating our foreign trade éen hove to hold our 
exnorts for long at the ebnormally nigh level they 
have reached under the stimulus of wer, exnorts of es 
much-as $10 billion per yeer cen be reasonably expected 
if favorable financial conditions are crested and if we 
increese our imports substantially. 

Since the level of our exnorts denends so directly 
on the level of our imports, end since our imports are 
s®© sensitive to domestic income end emmloyment, our. 
foreign trade progrem cennot be fully successful unless 
domestic policies rre also directed towards © high level 
of productive employment. 


The 
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The United Stetes favors nolding, in the not 
-distent. future, en Internetionel Conference on Trede 
end Employment to consider the »roblems of stimuleting 
internationel trade, of promoting domestic employment, 
of establishing e code of feir prectices in internetionel 
trede, and of creating en internationel trede orgeniza- 
tion under the “conomic end Social Council to assist 
nationel governments in dealing with such international 
trade matters as trade barriers, cartels end commodity 
agreements. 


"6, What ere foreign holdings of gold and 
net dollar essets, short term end long term, 
today? How does this compare with pre-war? 
What is the significance of the chenge for 
postwar U, S, foreign trade?" 


Foreign gold holdings end foreign-held dollar 
Oalances heave, in the eggregete, increased substentielly 
Guring the wer yeers, It is estimated that foreign gold 
reserves at the end of December, 1944 egvregated some 
$15,2 billion, officiel coller belences of foreign 
Countries roughly $3,3 billion, end foreign-held 

private dollrer belences ebout $0.3 billion, a totel of 
roughly $20.8 billion, Corresnonding emounts for 
December, 1938 were $13,3 billion, $0.3 billion. and 

$1,7 billion resnectively, or = totel of bout 15,2 
billion, The eggregrte increase since the wer has 
therefore been roughly $5.5 billion, 


During the wer, there hes elso been some increerse 
in eggregete foreign holdings of long term assets in 
this country end some reduction in United Stetes 
holdings of long term essets ebroed, As a result, 
our heevy overall internetional creditor nosition has 
been substentially reduced, elthough the "nited St-tes 
remains a creditor country, both long-term end overell, 





The ebove developments eprerr favoreble for 
Americen foreign trade in the eerlier nost-wer yerrs, 
Certein countries, not heaving to use such lerge 
quentities of the dollers they obtein on current eccount 
to service their indebtedness; cen import larger emounts 
of United Stetes goods, In ecdition, many countries 
will be able, by drawing on their gold end doller 
balences, to finence eat leest e vart of their abnormel 
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post-war requirements without developing export 
balsnces or borrowing. 


It would be e mistake, however, to rely heevily 
upon the improved eggregate financiel position of 
other countries to provide the finance for increased 
exports from the United Stetes during the yeers follow- 
ing the wer, The gold end doller balances ere very 
unevenly distributed. A large pert of them are un- 
aveileble for this purpose, Looking further ahead, 
the persistent tendency for United Stetes exnorts to 
exceed its visible end invisible imports is e more 
importent factor then the current finenciel nosition 
of our foreign trede customers in determining Americen 
export opportunities, : 


Severel nationg will heve to use e considerable 
part of their gold and doller holdings for relief end 
rehabilitation in the immediete post-wer period. A 
number of countries will consider their gold end foreign 
exchenge holdings as reserves to be used only in 
criticel periods, end some countries cen be expected 
to adopt extreme devices to protect them, The Inter- 
netionel Monetary Fund will help evert the hoerding of 
these liquid internetionel reserves by vroviding 
additional resources when needed, but even under the 
most favoreble conditions it can be exnected thet most 
netions will move cautiously in emloying their gold 
end dollar balences to pey for adverse trede belences 
with this country, | | 


The uneven-distribution of gold end dollar belences 
among countries is enother source of difficulty, It 
can be illustrated by the important difference: between 
the position of the Latin American countries on the one 
hand end Great Britein and the so-called "Sterling Aree" 
on the other, 


As e result of lerge wartime pnurcheses by this 
country, coupled with supply end shinning shorteges 
affecting their imports, Letin American ‘countries as 
@ groun heave greetly increased their gold end doller 
holcings during the war, These toteled ebout $1.1 
billion in 1939, end hed grown to roughly $3,4 billion 
at the end of 1944, more than triple their nre-wer 
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level, This factor indicetes e frvoreble outlook for 
trade with Letin America over the next few yeers, 


Greet Britein, on the other hend, beceuse of lerge 
expenditures in this country end throughout the world, 
has experienced e substentiel decreese in its holdings 
of gold end doller belances, in addition to e reduction 
of severel billion in its longer-term assets and en 
ancrease of more than $12 billion in its short-term 
sterling liabilities, The so-celled "shortege of 
Gollers" has been the critical finenciel vroblem of the 
United Kingdom end the Sterling Aree during the whole 
of the war, despite lend-leese eid, It hes been nerhenps 
the most importent fector necessiteting the imposition 
of wide-spread exchrnge controls -nd other restrictions 
on British end Sterling Aree pnurcheses in this country. 


The British Government has estimeted that a further 
deficit, of several billion dollars, will eccumulete on 
Oversees treansections during the first few veers follor- 
ing the victory over Jepan, when lend-lease assistance 
hes ‘ceased but British military expenditures ere only 
gredually subsiding, end while wer-cisrupted British 
export. trade is reviving, During this trensition 
period, end perhenos for - considerroly longer time, 

Greet Britein end meny arees of the Commonreelth end 
Empire will be forced, cy one mesns or enother, sherply 
to restrict importation of Americen coods unless the 
vnited States vrovides edditionsl dollers by foreign 
loans and an increase in our imports, Since, more- 
Over, trade with meny imnortent erers has elways been 
finenced by peyments involving conversion of sterling 
sroceeds into dollers the difficult finencial position 
of Great Britain, which prevents convertability of 
sterling into dollers, must odé relieved in a constructive 
manrter before a return to world-wide multileterel treding 
Can be confidently enticineted, 


"7, Have eny policies been developed to 
settle lend-lease accounts?" 


The Lend-Lease Act euthorizes the President to 


determine 
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determine the conditions under which a foreign govern- 
ment receives lend-lease eid, end states that the 
senefits. may be payment or repayment in kind or property, 
or eny other direct or indirect benefit which the 
President deems seatisfectory, The Mester Agreements 
between the United States end foreign countries provide 
thet the finel determination of the benefits thet the 
United Stetes is to receive for lend-lease aid is to be 
deferred until the extent of thet eid is known and until 
Cevelopments meke clearer the tyne of settlement thet 
will be in the mutuel interest of the United States and 
the receiving country, end thet will promote the 
establishment end meintenance of world peace, The 

State Department end the Foreign Sconomic Administra- 
tion are studying the oucstion of settlement policy, 

but no final recommendetions heve es vet been 
formulated, 


"8, What economic problems end policies not 
Sspecificelly mentioned here will confront the 
Stete Depertment up to VJ-Day end efter VJ-Day: 
For example, subjects now being considered by the 
Executive Committee on “conomic Foreign Policy, 
such as internetionel commodity end trede controls, 
certels, etc,?" 


The following economic problems end policies not 
covered in the sbove enswers mey be mentioned: 


‘ 


Surplus Property 





The disposal of surplus pronerty loceted in foreign 
countries will continue to give rise to many complicrted 
internetionel problems, both politicel and econoric, 


One of the chief difficulties srises from the. 
Shortege of doller exchenge in the countries in which 
most of our surplus property is loceted, It may be 
expected thet thesé countries will zerslously horrd 
their dollers for their vost-wer trede necessities 
end will be extremely reluctent to permit peyment in 
dollars for any except the most necessery items of 


surplus 
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surplus property, For the seme reeson most foreign 
countries will not wish to pllow the Ynited Stetes to 
sell surplus property (except in the crse of necessery 
goods) even for locel currency, if we insist on 
conversion into dollers or intend to use the local 
currency for goods or services we would normelly 
purchese for dollers, Another complication is that 
the total emount or velue of surplus property in eny 
country is not yet known, Foreign. countries heving 

a shortege of dollers will nadurelly be hesitent to 
commit themselves to lerge purcheses of surplus 
nroperty, ; 


Some foreign governments have indiceted thet 
United Stetes surnluses loceted within their 
territories should be largely sold to them. Other 
governments hzve reouested thet surpluses be sold 
only through their own egencies and not by United 
Stetes disnposel egencies, It now envesrs that 
surpluses will largely be sold either to or through 
the govei:‘nments in whose territories the goode are 
located, The possibility of disposing of surpluses 
in third countries is. being actively explored, All 
arrengements, especielly thogee with foreign govern- 
Ments, must be circumscribed by adecuste sefeguerds to 
vrotect esteblished trede channels, vnarticulerly the 
interests of American concerns, snd to nromote 
legitimate United States intereste ebroad, 


Surplus disposel operetionse ebroed must. ordinerilvy 
be preceded by an a:reement or understending with the 
local ~xovernment, even in those countries where sur- 
pluses ere not to be disnosed of through such govern- 
‘Ment or sold to it, These agreements ere generally 

_-Megotieted by or under the guidence of the State De- 
pertment and its Giplomatic Missions, Problems such 
es those which have been mentioned continually erise 
once disposal operetions have begun, end their solution 
requires the guidence end. essistance of the Department, 


Saeerestiena) 
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International Organizations 





Development of economic cooperation on a world- 
wide scale will require establishment of internetionel 
machinery for promoting such cooperation and for carry- 
ing out agreed policies and programs, Among the 
international organizations, existing or proposed, in 
the economic field are the International Labour Office, 
the United Nations Food and Agriculture Organization, 
the International Monetary Fund, and the International 
Bank for Reconstruction and Development, Present 
problems in regard to internationel economic organiza- 
tions involve (a) establishment of machinery for 
promoting collaboration in dealing with trade berriers, 
restrictive cartel practices, and commodity surpluses 
and (b) the coordination of the sctivities of the 
severel specialized international economic organiza- 
tions under the "conomic end Sociel Council nrovided 
by the Dumbarton Osks pronosals, 


Work on these problems has been underway for some 
time and can now be cerried forward on the basis of 
Gecisions msde et the San "rancisco Conference, 


Aviation 





The chief avistion economic problem facing the 
Department is to essist in the esteblishment, at the 
earliest possible date, of an Americen-flag. netvork 
of international civil air routes on a sound economic 
basis, The problem will be intensified after VJ-Day 
as this network is expanded to worldwide proportions. 
The Department's role entails the acauisition of 
landing rights for Americen air carriers from foreign 
countries, either by securing the latter's adherence 
to recently concluded multilateral agreements, or by 
negotiating bilateral eir trensport agreements, 
Acquisition of such rights on a broad basis, ~ith a 
minimum of restrictions as to the- tariff which may 
be carried, will contribute greatly. to the operation 
of economically strong Americen sir services sbroad, 


The Department must also deal with the difficult 
questions of the disposel of surplus trensvort sircraft 
to foreign eirlines end the disposition and use of 


airfields 
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airfields and fixed installetions vuilt with United 
Stetes funds as part of the war effort. 


Shipping F 
~ 

The Department's primary concern with respect to 
merchent shipping vrrior to YJ-Day is its contribution 
to the effective operation of the United Maritime 
Authority. This means promotion of the most effective 
operation of ell evailable sea-going merchent shipving 
in support of the oojectives of the United Netions, At 
the seme time the Department is giving preparatory: 
attention to post-war shinoring problems of int«rnationel 
concern ~wnich vill come increesingly to the fore as 
VJ-Dey epproecnes, These include the reedjustment of 
merchent shivping to peace-time conditions, including 
the postwer disnosel of our war-built merchei.s fleet, 
now the subject of Congressional consideration, 
Appropriate policies end procedures must be formulsted 
to foster development of the netionel shipping policy 
‘eas it affects international shipping comnetition, with 
a minimum of conflict with the policies °nd pr@rems 
friendly foreign covernmente find necessary in their 
own nationsel interest, 





Telecommunicetiong 





In generel the Devartment's economic problems 
in this field ere the provision of adeauete facilities 
for speedy end effective internetionsl communications 
at reasonable cost end the rnrotection of “nited States 
interests in them, both Government end nrivete, Out- 
stending problems involve the pnrovosed merger of 
United Stetes companies engaged in international 
treffic, the future of direct shortweve broadcasting, 
the establishment end meintenence of direct redio 
Circuits between the United States end foreign countries, 
the future of internetionel cebles end their continued 
use in the light of less exnensive end frequently more 
direct redio fecilities, the protection of the interest 
of United States telecommunicetions companies ebroad, 
interaationel orgenizetion of telecommunications, and 
internetionel rete end treffic nrobdlens. 
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EUROPEAN COAL SHORTAGB §Europe's number one economic 
REMAINS THORNY PROBLEM problem -- the coal shortage -- 

shows a few heartening develop- 
ments in the past few weeks. However, the picture as a 
whole continues to be grim, with transportation a major 
stumbling block and food for miners an additional problem. 
US agencies have agreed on policy for German coal production 
which will be discussed with the UK, France and USSR. 


Poland as a Source. Recognition of the Polish Pro- 
visional Government of National Unity has increased the 
hope of other European countries for obtaining coal from 
Poland. With the exception of the Dowbrowa group of mines 
which sustained considerable damage, the mines in upper 
Silesia are in good condition. Poland has immediate surpluses 
of coal, coke and cement and is very anxious to dispose of 
them in order to acquire foreign exchange. 


Surpluses of coal may eventually reach a very high 
figure, possibly 50 million tons or more yearly. Much 
of the Silesian coal went to German heavy industries now 
being scrapped, so the potential surplus is clearly huge. 
Of this the present available coal is a trickle -- 300,000 
tons by the end of September, but important in view of the 
general deficit in Europe. 


The Danes are planning to raise the question of pos- 
sible imports of coal from Poland in view of the inability 
of the US and UK to supply their fuel needs in full. Last 
month a Polish representative was said to be in touch with 
the Danish coal trade and indicated that they were in a 
position to supply Denmark with 100,000 tons of coal per 
month. 


Embassy Rome reports that negotiations will be under- 
taken shortly by Italy for a share in Polish coal exports. 
The Poles have apparently told Italian officials that as 
much as 20 million tons annually can be supplied them if 
transport is available. In Northern Italy 50 percent of 
industriai employees are reported working only two or 
three hours a day or not-at all due to the coal shortage. 


It was reported last week that Sweden had concluded 
an agreement with Poland which includes provision for the 
export to Sweden in the next five months of one million 
tons of coal and 200,000 tons of coke. 


The Polish Minister of Foreign Trade has made a 
specific proposal for the sale to the US of coal, to be 
delivered at Danzig and Gydnia as return cargo for US ships 
bringing UNRRA supplies to these ports. About 50,000 oat 
— metric 
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metric tons monthly can be delivered to these ports with 
Polish railway transport in its present state. However, 

if the Poles can receive 1500 coal cars and 50 locomotives, 
either as a loan or reparations, they can double this amount. 
The Poles wish to ‘sell:eoal to the US in order to obtain 
dollar balances. .Should such an arrangement be made, the 

US would make the coal thus acquired available to liberated 
areas. ca Poi an 


Ruhr Situation.. An informal summary of the Ruhr coal 
situation states that production in the area has jumped 
to 60,000 tons of marketable coal daily. This makes a 
total of about 1.5 million tons monthly, in addition to 
that consumed at the mines for operations. An increase 
to 4 million tons monthly is expected within two months. 
Stocks on hand now total between 6 and 7 million tons on the 
surface, | 


“A change in management has been one factor contributing 
to the production step-up. A staff of well qualified 
British mining engineers and managers, assisted by two 
French representatives, is now in charge. The labor sit- 
uation is also improving, additional personnel being ob- 
tained from released prisoners of war and from Ruhr 
industries now at a standstill. 


Transportation appears to be a limiting factor. The 
key to the problem is the waterway system of canals and 
Rhine river, Rail. transport to the Rhine is now well 
developed. 


It appears likely that the requested 10 million tons 
by the end of this year, and the fifteen million tons by 7 
the end of April, 1946, can be exported without great diffi- 
-Culty. The major problem now is food for the miners, 
present allowances being too low for efficient operation. 
An effort will be made to meet local Ruhr food needs out 
of German stocks and delay importation of food for German 
consumption, 


h Out ighter. Just received is a report 
showing a substantial improvement in coal production during 
May in. the Departments of Nord and Pas de Calais. More 
than 60 percent of French output ccnes from these two 
Departments, Better labor relations account in part for 
the improvement. A further substantial increase in out- 
put is hoped for by September. To achieve this goal, a 
larger food ration will have to be maintained and an 
additional 15,000 prisoners of war made available to work 


in the mines, In addition, certain urgently needed 
| supplies, 
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supplies, such as conveyor belting and rubber hose will have 
to be delivered, 


Even if the expected improvement in production is re- 
elized, a considerable quantity of imported coal will be 
needed to meet France's minimum needs, 


US Policy on German Coal Production Agreed Upon, At 
a meeting of representatives of the Department, FEA, “ar 
Department, and the US side of the Combined Production and 
Resources Board, agreement was reached on several aspects of 
this Government’s policy with respect to stimulating German 
coal production for export and distribution. These decisions 


are: 


1. The European Coal Organization (ECO) should 
be the agency which, in effect, determines 
the physical distribution of German export 
coal among the claimant nations. The ques- 
tion of whether these exports shall be 
charged to the receiving countries on 
reparations or commercial xcount will re- 
main in suspense and supplies necessary 
for production, as well as exports, will 
move forward without reference to the so- 
lution of this problem, 


2. it is desirable to have a strong central 
organization responsible for coal production 
in Germany. US authorities in “ashington 
should not attempt to establish the details 
of such an organization beyond recommending 
that it should consist of representatives 
from either the three or fovr zones partici- 
pating. 


3. The US will seek procurement from sources 
outside Germany of supplies, including food, 
which are essential to coal production in 
Germany. 


Embassy London has been authorized to inform French 
and British colleagues on ECO of the US policy and to in- 
vite their participation in discussions of implementing 
this policy with the US, French and British military officers 
concerned, It is contem:lated that participation by the 
Soviets in the German coal export program, along these lines, 
will be sought at the Potsdam meeting. The President will 
speak to Stalin of the directives to be issued to US, UK 


and French military commanders and express our wishes for 
concerted 
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concerted action of all occupying powers, pointing out that 
accounts will be kept of all exports. 


Meanwhile, the European 
Coal Organization has set up an ad hoc steering committee, 
composed of representatives of US, UK, France, Norway, Belgium 
and Holland, to consider problems in advance of the full 
general meeting of ECO. This group held its first meeting 
on July 5. A statement in the New York Times saying that 
the Soviets had agreed to name representatives to ECO, as 
well as EECE and ECITO, was based on a misunderstanding. 
The USSR attitude toward European economic organizations 
appears to be unchanged. (June 25 Current Economic Develop- 2 
ments). Arrangements are going ahead for the loan of 
SHAEF coal experts to ECO. 


x* * * 


PLANS FOR FAO MEETING The first meeting of the Food and 
DISCUSSED “ITH BRITISH Agriculture Organization is the 
subject of discussion between the 
Department and the British. No 
word has yet been receive’? from the Soviets as to whether 
they plan to join the Oisuniization. The UK asks US support 
of a recommendation that the Interim Commission go ahead 
with plans for the meeting regardless of USSR adherente, 
keeping the Soviets informed and continuing to express the 
hope that they will acvept membership before the meeting. 


Thy British suggested that the first meeting should 
be primarily a business session to set up the essential 
administrative machinery, and that discussion should be 
confined to the future work to be undertaken by the Organi- 
zation and not include resolutions on general questions of 
economic policy. The Department agrees tentatively that 
the major considerations should be organization and future 
work but feels that it would not be desirable to avoid ali 
discussion of substance. However, it is not considered 
appropriate for the first session to make policy recom- 
mendations to member governments. 


The meeting is scheduled for this fall and the British 
pee Seances that it be convened in Canada rather than in 
ondon, 
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STATUS OF US INTERNATIONAL International aviation ne- 

AVIATION AGREEMENTS GIVEN gotiations acquire a new 

FOR NORTH ATLANTIC ROUTE urgency in view of the an- 

: nouncement by the Civil 

Aeronautics Board July 5 

that three US airlines are authorized to operate trans- 

portation routes across the North Atlantic with some routes 

extending as far as India. The CAB will later certificate 

routes in the Latin American, South Atlantic and Pacific 

areas which will combine with the North Atlantic routes 

to~-make up the US world air transport network. 


Pan American Airways, Inc., American Export Airlines, 
Inc., and Transcontinental and Western Air, Inc. were the 
three companies certificated for the services. In its de- 
cision in the North Atlantic route case, the Board "recog- 
nized that routes established cannot be operated into and 
through the foreign countries involved until those coun- 
tries have granted the necessary permits." 


Some sort of rights will be necessary from 33 coun- 
tries in order that the "North Atlantic" route pattern can 
be established. Stops are scheduled for all of these. 
countries except Bulgaria, in which case transit rights 
will have to be acquired. In some instances agreements 
have already been made and in most of the others negotia- 
tions are under way. 


Five Bilatera) Aereenents sith Broad Rights In De- 
cember of last year and early 1945 the Department con- 


cluded bilateral air transport agreements incorporating 
the "five freedoms" with Iceland, Sweden, Denmark (in- 
cluding Greenland), Ireland and pain. 


"Five Freedoms" Defined The doctrine of air freedoms 
was established at the International Civil Aviation Con- 
ference in Chicago last fall. The entire five freedoms, 
as granted by one country to the ‘others, are as follows: 


(1) ° the ge to fly across its territory 
without lan 
(2) the privilege = land for nontraffic purposes; 
(3) the privilege to put down passengers, mail 
and cargo taken on in the territory of the 
State whose nationality the aircraft possesses; 
(4) the privilege to take on passengers, mail and 
cargo destined for the territory of the State 
whose nationality the aircraft possesses; 
(5) the privilege to take on passengers, mail an 
cargo destined for the territory of any ono 
contracting State and the privilege to put down 
passengers, mail and cargo coming from any such 
territory. | 
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‘At the present time we have no five freedoms rights 
in any country on the new route network by virtue of ac- 
ceptance of the complete five freedoms agreement concluded 
at the Chicago Air Conference. 


: , fom Exsedon, Bishi Acce tance of the so-called five 
freedoms agreemen the f azcluded; by the Nether- 
lands and Turkey guarantees the US the first four freedoms 
in those copntries. In addition, a bilateral agreement 
is now’ being negotiated with Turkey, granting broader 
rights; and it is expected that the "Netherlands will with- 

draw her present reservation on the fifth freedom shortly. 


. Iwo Freedom Rights The first two freedom rights-- 
beaeott flying and landing privileges without traffic-- 
have been accorded the US by the following eight coun- 
tries by reason of their acceptance of the two-freedoms 
agreement: Canada, UK (including Newfoundland and Labra- 
dor, Bermuda, Palestine and Transjordan), Norway, Poland, 
Czechoslovakia, Switzerland, Iraq and India. Negotiations 
of bilateral. agreements are under way with six of those 
countries--Switzerland, Norway, Poland, Czechoslovakia 
Iraq and India--and it is hoped that five-freedom rights 
can be obtained _in. each case. 


" “Ne Aviation Rights We have no rights in the following 
nine countries either under bilateral agreements or thpugh 
the approval of the two-freedoms or five-freedoms agree- 
ments: Belgiun, Italy,, Yugoslavia, Greece, Egypt, Lebanon, 
Syria, Saudi. Arabia, and Iran. Negotiations are under 
way 9 or will. soon be initiated, with all of these coun- 

ries. - ee oN 


Special Bente The Department is also negotiating 
bilateral agreements with France (including Algeria and 
Tunisia) and Portugal (inqluding the Azores), In France 
we have some rights ‘by virtue of a prewar bilateral agree- 
ment which providéd for a lirited number of schedule fre- 
quencies, It is: hoped that a broader bilatéral agreement 
can be concluded, With Portugal, the US has landing rights 
under"a prewar private contract ‘between the Portuguese 
Government and Pan American Airways. These called for an 
unlimited number of frequencies. We expect the inter- 
ee agreement with Portugal to be on a broader 

asis. 


The Prewar axvcngenent with Great Britain, Ireland 
and Canada for trans-Atlantic services provided that Pan 
American Airways and Imperial Airways (now British Over- 
seas Airways Corporation) could each operate two round 
trip frequencies per week between the US and British 
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Isles. Negotiations with the British for expanding these 
arrangements on a postwar basis have not yet begun, 


Military Zones It is believed that operating rights 
in Germany and Austria, at least on an interim basis, can 
be obtained from the military or Allied control authorities 


in the near future. 


Negotiations Not Yet Undertaken The route network 


schedules stops in the following five countries with whom 
negotiations have not yet been undertaken: Finland, USSR, 


Hungary, Rumania and Bulgaria. 


* * * 


TRADE CONFERENCE At a meeting this week of the Executive 
PLANS OUTLINED Committee on Economic Foreign Policy, 
Mr. Harry Hawkins, Economic Counsellor 
of the London Embassy, outlined proposed 
US procedure in preparing for the international conference 
on trade and employment. (1) The first step, currently 
being taken, is to prepare an agreed US position on com- 
mercial policy, commodity and cartel policy and employment 
policy; (2) the next step will be the cabinet level dis- 
cussions in London in early August, at which Assistant 
Secretary Clayton and other US officials will explore the 
points on which US and UK differ and see if agreement can 
be reached; (3) if the two countries agree substantially, 
a statement will be made public, to be the basis of the con- 
ference on trade and employment, and it will be sent to the 
other governments along with an invitation to the conference. 
Between the issuance of the invitations and the time of 


_ the conference, discussions will be held with key countries 


in an effort to get their agreement and insure the success 
of the conference. 


The British agree to points 1 and 2 of the above pro- 
cedure but feel that it would be difficult to get general 


- agreement through the method suggested. Instead, they 


propose as the third step an informal exploratory meet- 


ing of representatives of the countries concerned to con- 
sider a possible area of agreement and perhaps later draft 
a revised document for the conference. 


* * * 
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PETROLEUM MATTERS CONTINUE Rumanian-Soviet Oi] Company 
TO BE OF MAJOR IMPORTANCE Plans are Presented, Discussions 


are under way between the USSR 

and Rumania concerning the organi- 
zation of a joint Rumanian-Soviet oil company, according to 
Embassy Bucharest, This is the first step in the program of 
Rumanian-Soviet economic collaboration briefly described on 


page 9 of the July 2 issue of Current Economic Developments. 


Under the proposed plan the Soviet-Rumanian Petroleum 
Company would be created by the two governments on an equal 
basis with a capital of five billion lei, (about $25 million), 
the shares to be paid by the participating parties within 
three years. 


Soviet contributions would consist of: (1) a transfer to 
the proposed company of all the shares of Rumanian petroleum 
companies formerly belonging to the Germans and their in- 
stallations, and (2) tubing necessary for petroleum exploita- 
tion at average 1939 prices. 


Rumania would contribute (1) the shares of Rumanian oil 
companies belonging to the state and those of companies in 
which German capital participated; (2) a 60-year concession 
for new oil areas to be decided upon jointly, with the right 
in addition to explore other areas; (3) 50 percent of the 
crude oil accruing to the state annually as revenue on the 
production of other oil companies; (4) the right to build and 
own pipelines in Rumanian territory; and (5) sale by the 
State to the company of all surplus crude oil to which it is 
entitled after meeting its obligations for payment of its 
share of capital. | 


Both governments would participate equally in adminis- 
~ tration of the company, the President and Assistant Director 
General to be Rumanians and the Vice President and Director 

General, Russians. 


The Rumanian oil industry has prepared for the Govern- 
ment a critique of the proposal pointing out the glaring 
inequality of the proposed contributions by the two govern- 
ments. It also questions the advisability of the Rumanian 
government's participating as a share holder in an oil 
company, particularly in one which would subject private 
Rumanian and foreign petroleum companies to completely 


discriminatory treatment. The critique also questions the 
legality 
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legality under Armistice Article XIII of the Russian contri- 
bution, of shares of Rumanian oil companies which belonged 

to the Germans, including two predominantly French and Belgian 
companies seized by the Germans and doubts that the Rumanian 
Government may legally dispose of shares of private oil 
companies, 


Anglo-American Oil Agreement Discussions Postponed. 
Since the new government will not be formed until early 
August, the UK has indicated they will not be prepared to 
discuss renegotiation of the Anglo-American 0il Agreement 
until late August or early September, They request a draft 
of any changes that have been worked out in Yashington in 
order to facilitate discussions, stating that this would not 
prejudice any subsequent revisions of the draft the US might 
wish to make, 


French pompropise on 73 Committee Membership. The French 
have agreed tentatively not to press their demands for member- 
ship on the Anglo-American Petroleum Allocation Board, but 
would like to be included on any committee or subcommittee 
which deals with European civilian oil programs. This is 
a considerable concession on the part of the French, as 
they have been insisting for some time on membership on 
the Board. Embassy Paris recommends immediate acceptance 
of this counter proposal. The French ‘vill send a further 
memorandum on the question shortly and in the meantime 
are establishing a petroleum distribution committee in Paris, 





( Military Fre Sum Frrograr n belés n to End peptempde 

US, UK and Belgian officials in Brussels agree that Septem- 
ber 1 should be the target date for termination of military 
responsibility for petroleum imports into Belgium, although 
SHAEF confirmation has not yet been received. It is recom- 
mended that Belgian civilian imports begin in August to 
permit storage of at least one month's stocks before termina- 
tion of the military progran. . ' 
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NO STEPS TAKEN YET TO Present indications are that 
ABANDON IBERIAN SUPPLY discussions will probably take 
PURCHASE AGREEMENTS Place shortly with Spain relative 
to waiving the joint supply-purchase 
agreement, However, the British 
prefer to postpone any discussion with the Portuguese for the 
present. The US and UK are in general agreement on the methods 
to be used in abandoning agreements for both Spain and Portugal. 
However, the US hopes that the contemplated bilateral payments 
arrangements between these countries and the UK will be super- 
seded at the earliest possible moment with multilateral 
payments, 


Spanish Cooperation Predicted. UK Embassy Madrid 
indicates that the Spanish will cooperate in limiting and 
coordinating their purchase of short supply items and states 
that it is unnecessary to retain as a bargaining device 
the removal of quota restrictions on non-reserved commodity 
list items, That Embassy recommends that our plans. be 
disclosed to the Spanish as soon as possible. : 


In view of this information, the UK will recommend that: 
(a) quota restrictions on Spanish imports of non-reserved 
list items be removed, (b) non-reserved list items subject 
to inverted navicert procedure revert to straight export. 
licensing procedure. Pending agreement on reserved-list 
ceilings, supplies will continue to be moved subject to 
ad hoc clearance.-by¥--fhe-Combimed Boards. 





Portugal way Make Demands, The supply-purchase agree- 
ment with: Portugal expired on June 30 and a joint UK-US 
approach had been contemplated which would propose abandon- 
ment of the arrangements in the present form with con- 
tinuance of supplies without interruption. Meanwhile, it 
was hoped that the problems of’ sharing supplies of scarce 
commodities among the various European countries could be 
worked out satisfactorily without making commitments as to 
Portugal's share. 


Recent reports, however, indicate that the Portuguese 
will want a firm assurance of minimum amounts of certain 
goods with which they have previously encountered diffi- 
culties, They are likely to be uncooperative about releas- 
ing to liberated arers commodities for which the Combined 
Boards have recommended Portugal as a source and also with 
respect to cooperating on short-supply commodities from 
uncontrolled sources unless such assurance is given. In 
view of these reports, discussion will probably be postponed 
until we are prepared to go into the entire reserved 
commodity list program. 

Meanwhile, 


~ : 
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Meanwhile, the Portuguese invited US and UK representa- 
tives to a meeting to discuss future coal and fuel oil 
supplies: for thet country. They say their economy will 
be seriously threatened unless they can have the same 
petroleum program as under the previous supply-purchase 
agreement, plus an extra program quantity of approximately 
25,000 tons of fuel oil and 300,000 tons.of coal, 


t May C ugu 

Portugal, with inadequate shipping for domestic needs, is 
more subject to control than Spain. Bearing on this point 
is the question of re-export of goods imported from the US 
through Portugal to liberated areas, The Department and 
FEA agree that, while it is desirable for neutrals to con- 
tribute to the economic welfare of liberated areas, it is 
not considered advisable to allow the neutrals to become 
middlemen between the US and liberated areas, 


In the case of short supply commodities, allocations 
to the Portuguese are based on their minimum requirements 
for internal consumption. Therefore, if re-export is possible, 
allocations should be reviewed. The Portuguese shipping 
position does not warrant its use for re-export, particularly 
if such traffic would cause the Portuguese.to make a further 
claim for shipping assistance from UMA. If, in any specific 
instance, the liberated country should request sucha trans- 
fer of goods, due consideration will be given its feasibility. 





* * * 


WASHINGTON TREATY DISCUSSIONS The conversations officials 
CONCLUDED “ITH THE CHINESE of the Department and repre- 
sentatives of the Chinese 
Embassy have been holding 
with respect to the proposed treaty of Friendship, Commerce 
and Navigation have been concluded. or. Kan Lee expects 
to depart for Chungking in about a week to discuss the pro- 
posed draft with interested agencies of the Chinese Govern- 
ment. During the conversations the Chinese stressed the 
desire of the Chinese Government that the treaty should be 
completely mutual and that its hands should not be tied 
with respect to future policies which it may wish to adopt 
in order to control economic conditions. . 


* * * 
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WARTIME TR:.DE CONTROLS . The Committee on Wartime Trade 


COMMITTEE REEST/.BLISHED Controls, inactive since Decem- 
ber 1944, was reconstituted at 


_ this week's meeting of ECEFP. 


Under its terms of reference the Committee will in- 
vestigate the need of continuing wartime trade controls 
..or of .supplementing them with other controls for the pur- 
pose of dealing with problems arising during the war or in 
the immediate period of transition. This applies to war 
controls originally undertaken by this government unilaterally 
or in conjunction with other governments. : 


The Committee will bear in mind the desirability of 
restoring private enterprise in international trade relations ‘ 
and of eliminating wartime trade controls as rapidly as is 
consistent with the national interest and world covert Sy, 


and will consider the question of trade controls with re 
erence to the periods before and immediately following 


V-J Day. | 


- a 


The Committee was directed to take into account, in 
connection with its work, the objectives of this Government 
regarding the following matters: relations with neutral 
countries in respect to procurement of supplies for the 
war against Japan; climination of Nazi influence in foreign 
countries; aiding in the relief and reconstruction of war- 
torn areas; supplying essential civilian requirements to 
liberated areas; economic assistance to friendly countries, 
prevention of inflation ‘and existing international commit- 


ments. 


x *k * 


DISCUSSIONS i.RE UNDER WiY The growing discontent of Ameri- 
ON FRENCH SCRIP ISSU/.NCES can troops in France with the 
TO UNITED STATES SOLDIERS exchange rate of 50 francs to 
the dollar has raised the ques- 
. tion of how the French Govern- 
ment.might contribute tothe improvement of the American 
soldier's position. The central feature of a program cur- 
rently being negotiated in Paris is the monthly issuance 
of scrip francs to soldiers stationed or vacationing in 
France. The French have offered to make a total «xpendi- 
ture of five billion francs for this purpose. The Treasury 
Department has countered with a proposal for an xpenditure 
of eight billion franes, which would provide an allowance 
for cach soldier of approximately seven hundred and fifty francs 
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per month. Bargaining continues for the scrip allotment, 
tied in with the question of the possibility of applying 
these French disbursements on any adjustments which might 
be made in eventual settlement of Franco-American debts 

if a change occurs in the franc value vis-a-vis the dollar. 


Delivery of increased amounts of supplies to post 
exchanges and other centers is another method which the 
French are prepared to take to improve the soldiers’ 
financial situation. The lifting of taxes on articles 
sold to soldiers for direct export and on merchandise pur- 
chased by the Army for sale to soldiers is also contemplated. 


x * * 


ECEFP ESTABLISHES COMMITTER In an effort to encourage’ 
ON FOREIGN INVESTMENT POLICY private investment abroad, 
the Executive Committee on 
Economic Foreign Policy has 
appointed a sub-committee to prepare a statement clarifying 
this Government's policies with respect to foreign invest- 
ment. Due to the unfortunate experiences of private inves- 
tors in the 1920's and the general disturbed world conditions 
private capital has shown a hesitancy to export capital. 


The Committee will prepare a statement indicating: (1) 
the keen interest of the US in private and public foreign 
investment; (2) the pertinent regulations affecting such 
investment; (3) treatment of American capital by foreign 
governments, and (4) measures being taken to coordinate 
investment in line with international economic conditions. 
The Committee is also to consider the advisability of issuing 
a public statement on our foreign investment policy. 


The State Department will chairman the Committee, with 
the following Departments represented: Treasury, Commerce, 
Federal Reserve Board; Securities and Exchange Commission; 
Foreign Economic Administration and Labor. 
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PRESS REPORTS OF STEPS ° Recent press reports of UK-Canadian 
TO INCREASE CANADIAN EX- discussion of an increase in the 
CHANGE RATE ARE FALSE Canadian exchange rate are without 

: foundation. Official financial 

| circles in Ottawa believe that 
the. rumors may have been inspired by persons interested in 
Canadian securities. There is also indication that the 
reports may reflect a natural British @sire for an advance 
in the Canadian rate on sterling. 


The Canadian official attitude regarding a change in 
the present exchange rate, as indicated informally by 
various Canadian officials, is tnat: (a) a return to par 
with the US dollar will ultimately occur; (b) such action 
will be taken, however, only in connection with definite 
fixing of the US dollar-sterling rate; and (c) an early 
stabilization of the value of the pound sterling is not 
anticipated in view of many uncertainties confronting the 
UK. The Canadian position regarding the dollar rate has 
no relation to the Bretton Woods machinery, according to 
the Canadian officials consulted, and was probably adopted 
before‘ any question of relating the change in the rete: ‘to. 
the Bretton Woods proposals would have arisen. 


; -“Départmental and Canadian representatives met on trade 
and financial problems in Washington on Monday, July 9. 

At that time it was indicated that reeent Canadian discus- 
sions.in London on credit problems, which provoked ‘the 
above press reports, have not gone very far, mainly be- © 
cause the British feel that Canadian aid would. go only a 

_ Short way in solving the British financial problem. — The « 
Canadians favor a joint credit program with the US, with 
generous credit terms. While they feel that such. evetite 
should be conditioned upon some general agreements ac-. 
celerating British relaxation of wartime financial controls, 
they say that the British did not direetly express their 
London. towards such a program in their conversations in 
London. 





‘The Embassy in Ottawa has ‘ pemueres that the Canadian 
officials who conferred with the British in London returned 
convinced that the UK is in a quandary over its credit po- 
sition, is genuinely concerned over the danger of bank- 
rupting the country if it accepts credits or loans on 
eny terms whatever where repayment is req: ired, and is 
most urgently seeking some alternative. These officials 
also declared themselves convinced that the UK has no 
intention of turning to bilateral trade arrangements ex- 
cept as a last resort and has no intention of using blocked 
sterling balances as é& negotiating weapon. 


—_ 
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DEPARTMENT MAKES COMMENTS ON The Kilgore sub-committee 
DRAFT OF MEAD COMMITTEE REPORT of the Senate Special 
ON EUROPEAN INVESTIGATIONS Committee to Investigate 


the National Defense Program, 
recently returned from the 
European theater of operations, has made available to the 
Department and FEA a draft of their proposed report. The 
report severely criticizes the handling of many imnortant 
matters affecting our foreign policy. Much of the criticism 
seems to rest upon a basic misunderstanding on the part of 
the Committee as to the responsibilities of the various agencies 
involved. The report also contains errors of fact, 


Department's eonnents Were Not Published. Mr. Crowley 
and Mr. Clayton sent a joint letter to Senator Mead protest- 
ing against the report and calling attention to certain out- 
standing mistakes in it. With the letter went a memorandum 
dealing with individual items in the report and pointing 
out in further detail the mistakes both of fact and of inter- 
pretation. As a result of this letter and the accompanying 
memorandum the report of the Committee was aitered in a num- 
ber of places but as released to the press on July 6 it still 
contained many serious mistakes. The press notices on the 
report did not play up the criticism of the State Department, 
and no statement has been issued by the Department in answer 
to the report. 





Following is a brief on the conclusions of the Committee 
and the Department's comments. 





Surplus Property Disposal. The Committee complains 
of delays in disposing of surplus property. Fear is expressed 
that disposal is not being channeled through the Army- 
Navy Liquidation Commission, This criticism specifically 
referred to direct transfer to UNRRA of excess military 
stocks. However, direct procedure in the case of UNRRA 
was provided for by Congressional Act. A further criticism 
on surplus property is that present disposal procedure does 
not assure the highest net return. The Surplus Property Act 
calls for a return of "fair value", not necessarily for sales 
to the highest bidder. As the Committee indicates, one 
of the chief difficulties in the disposal problem abroad 
is the shortage of dollars. This has been recognized in 
our plans which call for disposal in the first instance to 
governments in whose territory the surplus is located -- 
for dollars where possible, for local currency where dollars 
are unavailable. It is unrealistic to think that we can re- 
cover the cost of war property which has no civilian utility, 
and this was pointed out to the Committee. It was also 
emphasized that established trade channels are being safe- 
guarded in surplus disposal procedures. 
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Criticism of the program on 
disposal of fixed installations centers around the fact 
that American rights ‘to such installations have not been 
clearly defined, It was pointed out to the Committee that 
the Department is not a disposal agency. It is responsible 
only for seeing that any disposal program is in line with .- 
the foreign policy of the US. At the time installations 
were constructed, slow and careful negotiations on post- 
war rights would not have served our interests, Actually, 
most of the installations will not have a postwar value to 
the civilian economy and should be abandoned, with the 
expenditure charged to war costs. In the case of fixed in- 
stallations which do have a postwar value, the bargaining 
power of the US should not be overrated. The Department 
‘seriously doubts whether our long-run interests will be 
served in demanding special rights which are contrary to 
national laws and which we would not be willing to grant 
to foreign countries in the US. Most of the rights desired 
by the US should be secured reciprocally. 


W Immediate action is recom- 
mended by the Committee to establish inventory and disposal 
needs of captured enemy war materiel. Under present pro- 
cedure, equipment captured outside of Germany is subject to 
allocation by the Combined Munitions Assignment Board; 
property captured in Germany is being held and disposed 
of by SHAEF on behalf of the United Nations. 


Treatment of Germany. The possibility that Germany 


will be accorded better treatment than liberated areas is 
expressed by the Committee, As a matter of fact, the re- 
construction work in Germany is being carried on either to 
facilitate the task of occupation or to prevent disease 
and unrest among civilian population which might endanger 
our troops. More important, a certain amount of industrial 
production will be undertaken so as to make available 
German coal and other German resources to the countries 


that have been devastated by the Germans. 


Coordination Among the Four Zones, We agree with the 
Committee that there is a need for a coordinated policy in 
the four zones. of German occupation. It is expected the 
Control Council will begin functioning in the very. near 

“future. It is the aim of the US agencies concerned 
prevent the erection of barriers to interzonal*movement of 
all essential goods and services, (See page 4, July 2 


issue of Current Economic Developments) . 
| ; | Reverse 


Steere: sane bacon : ». 
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Reverse Lend-Lease Accounting. Numerous statements 
in the report suggest thet adequate information is not 
available on the cost of articles and services provided 
under reverse lend-lease. This is not true. “hile the 
type and extent of informetion varies, it is available. 
The British have been most cooperative in aliowing us to 
see original invoices, vouchers, records, etc. Both the 
Department and FEA believe the amount of informetion avail- 
able with respect to the cost to the British of furnishing 
reverse lend-lease aid is adequate for all jpractical 
purposes, 


Rates of Exchange. Strong objections were raised by 
the Committee with regard to the artificial exchange rates 
now in effect. Not only is this a blow to the morale of 
the US soldier but the Committee charges that these rates 
create serious problems in the settlement of lend-lease 
accounts and in the disposal of surpluses abroad. However, 
the statement that the Department negotiated exchange rate 
agreements for the lira and the mark which overvalue these 
currencies is incorrect. The military authorities set 
the rate of exchange in Italy and Germany, and the French 
authorities established their own rate of exchange. The 
charge that. action was taken by the State Department in 
opposition to the recommendation of the Treasury is like- 
wise untrue. In all cases the action taken was agreed 
to by the Treasury Department and other interested American 
government agencies, 


Lend-Lease Settlement. The rate of exchange will be only 
one of many factors taken into considerationat the time of — 
lend-lease settlement. The intention of the Lend-Lease Att‘ ° 
is to avoid repetition of the war debt controversies that 
followed the last war. Lend-lease and reciprocal aid are 
not financial transactions, but a system of combined war 
supply in the interest of effective combined military 
operations. An exact monetary valuation of the aid ren- 
dered or received is not to be the controlling factor in 
settlement. The report of the Committee is unfortunate in 
that it may foster the impression that lend-lease settlements 
are to be essentially the same nature as the war debt settle- 
ment, The Master Agreements commit this Government to a 
settlement that will not "burden commerce." 


US Representation in Foreign Countries. The last con- 


clusion of the Committee states that our representation 
in foreign countries has bcen essentially weak, This 
charge was leveled at the State Department, apparently 
because the Committee believes the Department is respon- 
sible for detailed operations in addition to the formu- 


lation of policy and coordination of ertivities affecting 
our . 
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our foreign relations. This misunderstanding has-led to 

the sweeping conclusion that our foreign service is weak and 
that the Department is remiss in the protection of American 
interests, . The Department has repeatedly emphasized the 

need for improving our representation abroad during the post-~ 


‘war period to meet the expancied needs of our foreign service. 


‘Other Criticisms. The Committee felt that insufficient 
thought had been given to using in the Pacific War the lend- 


‘lease supplies no longer neeced in the European theater. 


_& program has, however, been set up and is presently func- 


tioning whereby the War or Nevy Departments may request the 


return of lend-lease articles in the »ossession or control 
of the.armed forces of a lend-lease country. Similar arrange- 


. ments are in effect for FEA with respect to civilian 


commodities. 


_- The wisdom of rehabilitating European industry from the 
standpoint of ‘merican industry and labor is questioned by 
the Committee, particularly in regard to $6,000,0C0,000 of 
machine tools to be shipped to France with apportionate 


‘shipments to Belgium’ and the Netherlands. Actually, the 


total amount of funds requested from Congress for the fiscal 


year 1946 for machine tools for these three countries is 


~The authority of FEA to transfer machine tools to the 
United Kingdom is questioned. The Department and FEA fel 


that the Lend-Lease Act provicies such authority. The Surplus 


Property Act is not pertinent since these tools were not 
surplus to the needs of the UK war production program at 
the time of their disposal, | 
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This document should be treated in accordance with 
current instructions regarding security measures for 
SECRET material. Extreme care should be exercised to 
avoid public or private discussion of the information 
herein with or in the presence or hearing of any person 
not authorized to have knowledge thereof. For general 
purposes all classified Foreign Service Officers are 
authorized to have knowledge of the contents of this 
document, responsibility for the safekeeping of which 
will be assumed by each recipient thereof. It may be 
retained in protected files or, at the discretion of 
the recipient, destroyed by burning. If not personally 
disposed of by the recipient, he will assure himself 
that it is burned in the manner prescribed for SECRET 


material. 
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US INITIATES PROPOSAL FOR AN The most important 
INTERNATIONAL TRADE ORGANIZATION development on the 

economic front the 

past week has been 
the formulation of US policy on international trade in 
preparation for a world conference on trade and employ- 
ment. The policy includes a proposal for the establish- 
ment of an International Trade Organization. The Execu- 
tive Committee on Econamic Foreign Policy was in almost 
continuous session considering recommendations which 
were taken to Europe by Mr. Hawkins Sunday. 


Mr. Clayton will discuss the US proposals informally 
with the British at the cabinet level at the end of the 
month and prior to that time will discuss them briefly 
in Berlin with the Presicent and Secretary Byrnes. On 
the basis of the London discussions proposals will be 
formulated and referred to all other countries for study, 


The US proposals are prefaced by a statement on the 
interrelation of trade and employment problems and mea- 
sures since the proposed conference is to consider oth 
problems. The statement outlines briefly specific under- 
takings which each nation should accept with respect to 
its national employment progran, 


The recommendations cover in some detail general 
commercial policy, including commercial provisions, 
quantitative trade restrictions, tariffs and equality 
of treatment, subsidies, state trading and exchange con- 
trol; intergovernmental commodity arrangements; and 
prevention of restrictive business practices. They 

hinge on the establishment of an International Trade 
Organization and include recommendations for its organiza- 
tion, membership and functions. Throughout the document 
the need for international economic cooperation is stressed 
as one of the prime factors in preserving international 
security. Emphasized throughout the document are: (1) 
equality of treatment, (2) cooperation between the pro- 
posed Organization and other special international 
organizations with related responsibilities, and (3) 
provision of full information to the Organization by 

the member states. 


The US 
believes that permanent machinery is essential to formulate 


7 > -— rt ae 
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policies, procedures and plans and to develop rules of 
conduct on matters affecting international trade. The 
prime objective will be the expansion of world trade, which 
in turn will directly contribute to maximum levels of en- 
ployment, production and consumption. 


The prorosed International Trade Organization would 
consist of a Conference, an Executive Board, a Commercial 
Policy Commission, 2 Commodity Commission, a Commission 
on Business Practices, and a Secrcteriet. 


: Commercial Policy The US recommends that 
‘members should, in general, accord to products imported 
from other members treatment no less favorable than that 
accorded to domestic products in matters of intcrnal 
taxation and trade regulation. Discriminatory treatment 
of ell kinds, including customs and transit duties, should 
be avoided. International and standardized valuation 
procedures are recommendec. General rules for antidumping 
and countcrvailing duties should be established. Customs 
formalities should be simplified with a view to eliminating 
unnecessary requirements which afford an indirect protection 
to dorestic products. Excessive requirements regarding 
marks of origin, and governmentelly financed or organized 
boycotts arc frowned upon. adequate publicity regarding 
laws and regulations is urged. 


Quantitative Trade Restrictions Members should under- 


take in general not to maintain any quotas, embargoes, 
or other quantitative restrictions on their export or in- 
port trade with other members. This would not apply to 
restrictions in the early postwar ;criod (tentatively 
set at three years) which are necessary for the efficient 
use of shipping space, equitable distribution of short 
supply products or the orderly liquidetion of temporary 
surpluses or govcrnment stocks accumulsted as a result 
of the war. Neither would it affect terporery measures 
to relieve conditions cf distress in certain cases of 
severe shortages of temporary surpluses. Nor would this 
undertaking affect export or import quotas imposed under 
intergovernmental commodity agreements. 


Tariffs and Equality of Treatment Members should 


undertake to take effective and expeditious measures, 
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in accordance with methods to be agreed upon, for the 
substantial reduction of tariffs and the elimination of 


tariff preferences, 


Subsidies Except with regard to commodities in 
world surplus, members should not grant subsidies on the 
exportation of their products. Any subsidization other 
than an export subsidy which tends to increase exports 
or reduce imports should be reported to the Organization 
with the reasons therefor and the probable effect thereof. 


Where there is a world surplus the restrictions on 
subsidies would not apply, and affected members should 
agree to promote consumption and reduce uneconomic produc- 


tion and to seek commodity agreements if necessary. 


Members engaging in state trading in 
any form should accord equality of treatment to all members, 
Certain recommendations are made where state monopolies 
of individual prcducts exist. and where there are complete 
state monopolies of foreign trade for purchase from other 


members, 


Exchange Control Members should undertake to elininate 
restrictions on current exchange transactions as soon as 
possible, and not later than five years from the date 
on which the International Monetary Fund begins operations. 

_The accumulation of exchange balances not freely convertible 
into other currencies should be avoided. Equality of 
treatment to all member nations should be accorded in all 
aspects of exchange control. Exchange or quantitative 
restrictions in ‘tthe form of published quctas may be used 
to meet balance-of-payments difficulties if so authorized 
by the International ‘Monetary Fund (or the International 
Trade Organization ir. the case of members who are not 
members of. the Monetary Fund). Exchange controls will 
not be precluded in connection with the regulation of 
international capital movements and in dealing with scarce 
currencies, in accordance with Article V, Section 3 and 
the operation.of Article VI of the International Monetary 


Agreement. 


me) g S Certain 
general exceptions are listed for all of the commercial 
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policy undertakings discussed above. Customs territories, 
frontier traffic and customs unions, and relations with 
non-members are also considered, 


i It is recog- 
nized that intergovernmental commodity arrangements in- 
volving restriction on production or trade may be desirable 
in solving particular commodity problems without resorting 
to unilateral action; in preventing or alleviating serious 
economic problems when difficulties of alternate employ= 
ment prevent adjustment in production as rapidly as is 


necessary; and to provide a period of transition for the 


orderly shift from over-expanded industries into new and 
productive occupations, | , | 


Provision is made for affected members to propose 
and participate in the consideration of commodity arrange- 
ments. However, the proposed Organization is given wide 
powers to investigate the problem, and to determine whether 
conditions cannot be corrected by the operation of normal 
market forces, Only after such determination by the Organi- 
zation may members enter into intergovernmental commodity 
arrangements involving an agreement to limit production 
or exports or to allocate markets, at the same time they 
must adopt a program of economic adjustment which should 
insure solution of the prodlem within the time linits 
of the arrangement. i 


Provisions are also set forth for the operation of 
commodity arrangements, termination and renewal of such 
arrangementeé, and their review by the Organization. 


c In 


order to curb the abuses which have arisen from the 
restrictive practices of cartels and combinations in 
international trade, it is ‘recommended that (1) members 
should: prevent participation ‘by commercial enterprises 
within their jurisdiction in such restrictive agreements; 
(2) certain practices should be regarded ipso-facto as 
improperly restrictive and should be prevented by the mer- 
ber having jurisdiction; and (3) members should cooperate 
with the Organization and with each other by making infor- 
mation available so:that restrictive practices will 


not be allowed to develop. 


* * * 
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LEND-LEASE DIRECTIVE RAISES On July 5 the President 
SERIOUS PROBLEMS “ITH REGARD issued a directive to the 
TO OTHER AMERICAN REPUBLICS effect that delivery of war 

, equipment on lend-lease was to 

be limited to items to be used 

in the war against Japan. Prior to the directive the Departe 
ment had already adopted a policy calling for rapid termina- 
tion of lend-lease to the other American republics, but 
commitments already made were to be carried out. 


The agencies concerned were not consulted prior to 
issuance of the directive and were therefore uncertain of 
its interpretation. Read literally, the directive appears 
to be very restrictive and‘the Army "and Navy have so intere 
preted it. This immediate cut-off would prevent orderly 
termination and might well have unfavorable political re- 
percussions in the other American republics. Ambassador 
Berle has instanced a number of commitments which, in his 
opinion, should be carried out. These include return of the 
Brazilian Expeditionary Force from Italy, transfer to the 
Brazilian Navy cf equipment which otherwise would be aban- 
doned.and sacrificed, transportation back to Brazil of 
Brazilian personnel now in the United States for training. 


In view of the seriousness of the situation, Secretary . 
Byrnes and Mr. Clayton, who are both at the Berlin meeting, 
have been asked to recommend an int terpretation which will — 
allow existing commitments to be carried out, ° 
SECRET 


x * & 


EXIMBANK LEGISLATION IS’ A major step toward American parti- 

IMPORTANT TO US POLICY cipation in postwar reconstruction 
and development was taken this past 
week when the Senate unanimously and 

the House by a vote of 102-6 passed the Export-Import Bank 

Bill, The legislation ties in with the whole US foreign 

july 2. policy as discussed in Current Economic Developments 

uly 2. 


‘Significance of Bill By the new legislation, the Bank, 
which has already had a successful existence for ten years, 
will be able to expand its operations and help finance European 
reconstruction. The lending capacity of the Bank under the 
Bill will be increased to 3.5 billion dollars and the Bank 
in its loan operations is specifically relieved from the 
limiting provisions of the Johnson Act. (Congressional leaders 
prefer to postpone general repeal of the Johnson ‘ct until a 
later date.) The Export-Import Bank will complement rather 
than compete with the proposed Bretton Woods Bank, which 
engrese ¢ also approved this week. In fields where the 
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two institutions touch, they are supplementary. Private 
foreign individuals and companies will need assistance in 
reestablishing their businesses and in acquiring needed goods 
from the US. As trade returns to a more normal basis, 
/merican exporters and importers will need the continued 
assistance which the Export- Import Bank has rendered in 

the past. Operations of this type are not the kind for 
which the International Bank is being established. Develop- 
mental projects in neighboring countries are of special 

US concern and may be smaller projects than the International 
Bank would customarily finance. A particulerly important 
field for the Eximbank is that of implementing American 
foreign policy. In many cases strengthening of the economy 
of a friendly government is material to the welfare of the 
US. The International Bank obviously cannot finance all 
worthwhile projects throughout the world, so that a large 
field remains for other institutions, 


UNRESTRICTED 
* * 


HIGHLIGHTS OF WEEK'S COAL US Coal is Scheduled for Europe 
DEVELOPMENTS ARE OUTLINED An allocetion of six million tons 


of US coal for continental Europe 

was agreed to this week by Mr. 
Ickes to be shipped between now end Jenuary 1, 1946. This 
was carried in a news release July 21. Aithough Mr. Ickes 
had agreed in april to allocations for Europe, he had re- 
versed his decision because of the coal and labor shortages 
in this country. (See Current Economic Developments July 9, 
page 4). Due, however, to the political and eccnomic ur- 
gencies in Europe, outlined to him by various representa- 
tives from US Government agencies, Ickes released the coal 
which will now move forward as rapidly as possible. 


UK Coal Position Serious Another gloomy note was 
added to the coal picture this week when the UK coal 
situation became so serious that discussions for solution 
were carried to the highest level. The Ministry of Fuel 
and Power cannot guarantee sufficient coal even to meet 
reouirements in the UK itself for the coming winter. 
After August the UK is contemplating the discontinuance 
of; supplying loco coal to the continent. 


Power Negotictions Break Down Over Coal Issue Nee 


otiations for the export of electric power from Switzer- 
and to Frence have been adjourned because no agreement 
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could be feeched concerning coal. An understanding had 
been reached on power delivery during the summer months 
when the Swiss power situation is reletively favorable. 
The Swiss asked no coal supplies from France in exe 

° change during that period. However, the Swiss insist on 
the delivery of 400 grams of French coal per kilowatt 
hour. of electricity, while the French are insisting on 
200 grams. The French had previously indicated that if 
they were to deliver any coal to the Swiss they would 
make a request of the military authorities and also the 
European Coal Organization (ECO). 


Some Recent ECO Problems Poland has apparently 
made duplicating offers for coal deliveries--one to 
the US military mission in Moscow for 100,000 tons 
_ per month in August, September and October through the 
, ports of Danzig and Gdynia and another to Embassy Moscow 
- for 50,000 tons per month through the same ports, possibly 
in UNRRA ships. French and Italian officials have been 
informed of the availability of Polish coal. This illus- 
tretes the necessity for coordination of.coal distribution 
by ECO and also shows the importance of drawing Poland and 
Czechoslovakia into the ECO and also the European Central 
Inland Transport Organization as full members. 


The guestion of Swiss and Italian participation in 
ECO hes erisen. Chairman Gridley (UK) and the US repre- 
sentatives are not anxious to include Switzerland immediately 
and the suggestion has been mede that the CPRB coal com- 
mittees handle Swiss demands temporarily. In the meantime 
the Swiss are asking for clarification on the status of 


US supplies for them. 


ea 


The Department, on being advised that the Italians 
desired membership in ECO, informally explored the matter 
with the British, It hes been suggested that decision 
be deferred until <fter the military relinquishes its 
responsibility for importing: coal to Italy. Hovevyer,, 
it has been recorrended thet SACMED appoint an adviser 
to attend ECO allocation meetings and to supply US and 
Toten’ of ECO with particulars of the Italian coal 
Situction,.. | ; 


*x* * * 
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RULU.NIAN-SOVIET OIL COMPANY Rumania and the USSR have 
«AGREEMENT HAS BEEN SIGNED concluded the discussions 

concerning the Rumanian- 

Soviet 0il Company and an 

egreement regarding its formation was signed July 17. 
The agreement as signed made some changes in Rumania's 
contribution from the proposed plan as outlined on page 8 
of the July 16 issue of Current Economic Developments. 
However, these are of a technical nature and while sig- 
nificant with respect to certain specific properties do 
not materially change the relative magnitude of the 
Rumanian contribution, 


Only the day before the agreement was signed, the 
Department sent a cable to Embassy Moscow asking that 
a strong presentation of US views be made to the Soviets 
emphasizing that the conclusion of any arrangement affect- 
jing Rumanian oil or other industries is of concern to . 
this Government and should be deferred until after the 
Berlin meeting. (An indication that the matter is actually 
being discussed at Potsdam is suggested by a telegram 
from Depertment personnel at the meeting requesting de- 
tailed baekground information on reparations and petroleum 
problems in Eastern Europe.) The question has been raised 
as to whether the approval of the US and UK members of 
the Allied Control Commission should not.be obtained 
since the agreement involves companies acquired:by the 
Germans through duress from members of the United Nations. 


* * * 





SOLE GASOLINE WILL BE Brazil will be supplied with 
MADE 4V..ILABLE FOR enough gasoline as of August 1 
PRIVaTE C..RS IN; BR.ZIL . to allow for the rationing of 
% , . eight gallons per month to pri- 
: ' vate ear owners generally, and 
ten gallons per week to doctors, This arrangement was 
worked out by the Department and the Pctroleum édminis- 
trator for ‘Yar and should be hailed by Brazilians as an 
improverent in their situation inasmuch as private cars 
heve not been allowed to operate for the past two years 
because of the gasoline shortage. No overall total 
quantity is mentioned, but if the estimates are correct 
as to the number of cars which will be put in operation 
approximately 21,000 barrels per month will be required. 


However, it is not anticipated that this arrange- 
ment will entirely satisfy the Brezilians, who have been 
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pressing for an additional 8,000 tons of fuel oil 
monthly for use in their textile mills which at pre-e 
sent are burning wood. 


The petroleum situation in Brazil has been extremely 

; touchy ever since the conclusion of an agreement last 

May between the US and Argentina whereby Argentina sup- 

plied linseed oil in retum for 500,000 tons of petroleum 

products of which 100,000 tons would be shipped in WSA P 

bottoms. Brazil resents the fact that supplies and 

tankers were found to meet the Argentine needs when the 

global shortage of petroleum and shipping space had been 

given as the reason for refusing to increase the Bra- 

Zilian allotment. The Brazilians point out that the 

Argentines are able to provide transportation for a 

large part of their allocation because their ships 

had not been used for war purposes. 


However, the Argentine linseed was urgently needed 
for the war effort and was being burned for fuel. 
The only acceptable exchange was the equivalent heat 
value in fuel oil. The procedure employed in allocating 
world petroleum supplies has been to weigh the urgency 
of the end use, and if it justifies a priority, to 
meet it first and adjust other allocations accordingly. 


The problem was further complicated by Argentina's 
offer to Brazil to transport in Argentine tankers petroleum 
products up to the amount of the Brazilian quota which 
the US or Brazil are unable to transport. The Brazilians 
immediately seized on this as an argument for an in- 
creased quota. The Department has replied saying that 
there is no evidence that Argentina has enough tanker 
capacity to fulfill its own Shipping obligations under 
the linseed-fuel oil exchange arrangément. Any with- 
drawal of tankers from the linseed agreement would lead 
to greater demands on US shipping and would not make any 
net contribution to. the shipping problem. It was pointed 
out that the critical supply situation, rather than 
tanker shortage, prevents further allocation. 
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FOOD CONTROL MACHINERY The problem of feeding Evrope, 

MAY BE REVAMPED TO MEET the seriousness of which has 

LIBERATED AREAS PROBLEM been emphasized by Judge Rosenman, 
General Eisenhower, President 
Truman and various missions, has | 

been receiving a good deal of attention, Present control 

machinery is being studied with an eye toward modification 

of existing methods to meet changed conditions, It is 

recognized that another winter of hunger will have far 

reaching consequences and may cause irreparable damage 

in political and social, as well as economic fields. 

Unless food is supplied in excess of mere subsistence 

levels, there will be rioting or worse and the way will 

be paved for discrediting democracy. 


i : Sit The Germans 
stripped most countries of animals and surplus food, and 
starvation and malnutrition are rampant. The cumulative 
effect of broken-down distribution controls, disruption 
of internal transportation, decreased production and the 
black market has been that in some of the urban centers, 
such as Paris, and in battle areas like the Netherlands 
and many parts of the Balkans, the psople have had less 
food since their liberation than they were provided under 
the Germans. After nearly six years of war the people 
face the prospect of a decline in food production of from 
five to ten percent below last year's supply. 








In Holland, where beth supply and transportation 
facilities are serious handicaps, 150,000 starvation cases 
were under treatment in June. Italy is suffering its 
worst drought since 1922. The wheat crop this year will 
be nearly 1,964,000 tons less than it was a year ago. 
Unless large imports are available there will be hunger 
and starvation. In Greece the situation is still un- 
believably bad. 


France is frantic for supplies--some of which, for 
example, fats, sugar, pulses and beans, were allocated 
but could not be delivered beeause of world shortage. 
Wheat can be obtained for France provided there is trans- 
portation, and the dairy problem for the fourth quarter 
is expected to be settled on a more adequate basis than 
had been believed possible. 


The North African famine presents a political hot 
spot of no mean dimensions. Because of the seriousness 
of the situation the French are making a supreme effort 
to expedite the procurement of wheat and have even diverted 
some substantial shipping tonnage to North African ports 
from metropolitan France. A tentative target of 2,300,000 tons 
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for North African grain imports over the current crop 
year was recently agreed upon by the Department, FEA — 
and the North African Supply Mission, 


The supply situation in meat and sugar is becoming 
increasingly serious, it was pointed out at a meeting of 
the Supply Subcommittee of the Corbined Civil Afiaiys 
Committee with the Combined Food Board. No meat has yet 
been allocated for the liberated areas, but it appears 
that the US will be able to provide at "least 2, ‘700 tons 
for the third quarter. It is expected that a somewhat 
smaller quantity will be .made available from British 
stocks and smaller amounts will probably be obtained 
from Argentina, Mexico and Canada. Fats and oils and 
pulses are also falling short of expectations, but there 
is some hope for improvement in the fourth quarter. 


0,0 s i For Europe alone, it is 
estimated the total food imports needed in the first 
year well may reach 18,000,000 tons, In addition quan- 
tities of food will be "required to feed civilians in 
the Prilippines, in China, in North Africa and other 
areas’where the United States shares with the other United 
Nations an obligation to hep sustain the populations 
to the minimum required to sustain the war, 


. The British have made large cuts in their food re- 
serves, have further reducec their rations, and are willing 
to make additional sacrifices wageuse of ue importance 


- of preserving order, 


US. Roaction to Problem ‘Secretary of Agriculture 


Anderson recently pointed out that US citizens wili con- 
tinue to endure food deprivations because of our obligations 
to liberated areas and our responsibility for supplies 

for the Pacific Wer. I,» that regard it is interesting’ to 
note that US public opinion is. behind the principle of: 
sending food to Europe.’- Trroe sources of public opinion 
were recently sampled to obtain the reaction of the people 
on whether the US should assist the liberated areas by 
sending food. Sev nty-five to ninety percent of those 
questioned apereved the principle--if it were necessary. 
Sizeable minorities arc opposed to the idea, and the size 
of the opposition increases in direct proportion to the 
length of time it would be necessary to retain-domestic 
restrictions in order to feeé. Europe. There is, also, 
some scepticism of the need. However, the American 

public seems to be growing tc appreciate the problem-- 

as Gallup's Poll for June 17 showed that 85 percent were 
willing to put up with present shortages of butter, sugar, 
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meat and other rationed food products in order to give 
food to people who need it in Europe, wherees the same 
question polled in April, with the addition of specified 
time periods, brought only 65 percent approval for one year 
and 57 percent for two years. 


- Danish Surpluses Allocated The only country in 
western Europe that has sizable food surpluses is Den- 
mark. Even there a problem exists--that of obtaining 
fuel for export purposes. France and Belgium are ex- 
pressing a strong interest in Danish supplies, It was 
agreed last week that until the end of the military 
period, which ceases with August loadings of military 
civil affairs supplies for liberated areas, all Danish © - 
surplus food would be allocated as follows: one-third 
to Civil Affairs, one-sixth to British Army group on 
the Continent,,.and one-half to the US Army, The UK Food 
Minister plans’ to ship all of the one-third allocated 
to Civil Affairs to England, where Danish food may be 
exchanged for substitutes from UK stocks. After the 
end of the military period it is expected that Denmark 
will be invited to join the meats and dairy and poultry 
products allocating subcommittees of the Combined Food 
Board. The allocation of exportable food surpluses will 
be jointly determined by the CFB having in mind the fi- 
nancial requirements of Denmark and the view of the US 
Government that no exclusive purchase arrangements should 
be granted. | 

Food B Meanwhile, 
existing methods of coordinating purchasing and allo- 
cation procedure, membership in the Combined Food Board 
and studies of world féod needs and supplies are re- 
ceiving the closest scrutiny. 


The Department of Agriculture suggests expanding the 
Combined Food Board eommodity committees to include other 
countries in addition’ to the US and UK in its membership. 
The British agree that such a change is necessary. AS 
military controls decline and shipping becomes less sub- 
ject to central management, it becomes increasingly apparent . 
that the Board's present membership is inadequate for satis- 
factany control over the world supplies of food. Recent 
requests by France and Pelgium to purchase meat in the 
Argentine marxet when the:Combined Board failed to allocate 
any meat for ‘them is evidence of the need for broader 
membership. | 


hes The Department has been asked to comment on a draft 
of a letter to the UK outlining US policy, which was, 
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prepared by Agriculture. It emphasizes the necessity of 

continuing the CFB mechanism and suggests broadening it 

to include membership of all major exporting and importing 
. countriés on the commodity committees. A tentative list . 

of countries to be added to each committee is suggested. 


Purchasing and Allocation Procedure Agriculture, 
meanwhile, is concerned over a proposal for modifying 
existing methods for coordinating purchase of foodstuffs 
in world short supply. The proposal was prepared for dis- 
cussion at the meeting of the subcommittee on food and 
agriculture of the Emergency Economic Committee for 
Europe (EECE). Agriculture feels that the EECE subcom- 
mittee is going much further than was originally contemplated 
and planning to undertake work that will to some extent 
duplicate that of the Combined Boards, 


The subcommittee's plan, aimed at associating the 
various European governments more closely with the pro- 
cedure, is still undergoing revision and was scheduled for 
discussion at the July 20 meeting. Briefly the proposal 
is that whenever it is necessary to use in a particular 
country the system of coordinated purchasing for a 
conmadity, (a) the purchase should be made jointly by 
all countries concerned instead of by a single country; 
(b) each country obtaining food under a joint contract 
should be free to make its own arrangements for payment 
provided price and other general provisions of the: 
contract are maintained, and (c) if the:allocation ma- 
chinery of the CFB should bé. terminated before the end of 
a joint contraét entered into, the supplies, purchased 
will be distributed by agreement of the various purchasing 
countries concerned in the contract. , 





With regard to' allocation of the supplics jointly 
purchased, it is proposed that: (a) allocation of food- 
stuffs in short supply should continue to be made by the 
Combined Food Board; (b) all European countries interested 
as .producers or consumers should be represented on the 
appropriate commodity committee of CFB; and (c) the food 
and agriculturé subcommittee of EECE should have the 
right to make recommeridations on generat policy or on 


specific weeny 


The EECE subcommittec is 
also making a ‘comprehensive study of food necds and ways 
.of maximizing supplies. 


US foreign Service officers in 32 foreign missions 


and consulates have been asked to supply information to 
the Department of Agriculture which will assist in a study 


of the world food supply situation and of the problem of 
using to best advantage the food resources of the US and 
other surplus producing countries. 
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UMA FACES PROBLEMS ON Shipping problems have arisen 
UNIFIED SHIPPING CONTROL in connection with countries 
like Russia and Italy who are 
) , not members of the United 
Maritime Authority (UMA). The Department feels that their 
accession to UMA would facilitate the solution of these 
problems, _ 


The UMA was established to broaden and adjust the 
arrangements for unified shipping control after the de- 
feat of the Axis in Europe. The UMA went into effect 
on May 24th and at present the US, UK, Netherlands, 
Norway, Belgium, Canada, Greece, Poland, New Zealand, the 
Union of South fprica, India, Australia, Brazil and Sweden 


- are members with Denmark and Chile's accession expected 


DE 
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USSR It is believed that present hostility toward 
UMA on the part of the Soviets springs from lack of know- 
ledge of its purposes. The fact that the Polish Govern- 
ment in London was one of the original members of UMA 
may have contributed to the position of the USSR. The 
Department has suggested that the UMA question be dis- 
cussed with Soviet authorities at the Berlin meeting. 
It is to be noted that: (1) UMA is strictly an interim 
organization designed to secure the orderly employment 
of available shipping to the maximum common benefit, 
(2) it carries no long-range postwar implications or 
obligations, (3) it would be to the interest of the 
USSR to adopt a favorable attitude toward UMA, preferably 
by acceding. Benefits would accrue to the USSR with ac- 
cession in view of their requirements for more shipping 
space, Since the UMA was established to deal with the 
problem of requirements in an orderly manner, the handling 
of Soviet claims for additional tonnage would obviously 
be facilitated through Soviet membership. 


It is also believed that agreement should be reached 
on the disposition of ships which have come into our pos- 
session as a result of the defeat of Germany. It is es- 
sential that their disposition for immediate use as well 
as for permanent possession should be on the basis of 
tripartite understanding and agreement. At present the 
US and UK have reached agreement on handling of recap- 
tured vessels, T-c agreement provides’for the return of 
the vessels to the United Nations Government to whom they 
had previously belonged, with the understanding that they 
are to be made irmediately available for United Nations 
purposes through thé UMA, The question of permanent 
disposition of vessels captured ftom Germany involves, 


of course, 
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of course, reparations considerations. It is felt that 
agreement should be reached upon their immediate utili- 
zation in order to avoid delay in their employment for 
current Allied needs, 


Italy The US Government is in favor of Italian ac- 
cession to UMA. We feel that this is in line with our 
general intcntion to regard Italy as a member in full 
standing of the United Nations. The situation is com- 
plicated somewhat by the shipping authorities who hold 
doubts over the ability of the Italians to operate 
their fleet in accordance with UMA principles. The Bri- 
tish have also expressed the feeling that Italy should 
not become a member until after the Italian peace 
treaty has been drawn up, 


Poland The change of Polish Governments hs raised 
several shipping problems. The London Government was 
a member of the UMA and it is now hoped that the Pro- 
visional Polish Government will accede, in order that 
shipping problems arising may be handled through the 
existing machinery. The change in governments has re- 
sulted so far in the tying up of five ships chartered 
to the London Polish Government which have been operating 
off Britain. The seamen are on strike in protest against 
the recognition of the Provisional Government, It has 
also caused the cancellation of the proposed transfer 
of an additional ship which was scheduled for the 
London Polish Government, 


* * * 


EXPORT CONTROLS RELAXED FOR The Department and FEA have 
OTHER AMERICsN REPUBLICS - agreed that the Decentral- 

ization Plan for Export’ Con- 

trol should be liquidated 
entirely as of October 1, 1945, for all American republics 
except Argentina. Elimination of the import recommenda- 
tions does not mean that commodities involved will be 
placed under general license. 


Embassy Buenos Aires has been informed that it is 
proposed to eliminate the certificates of necessity pro- 
cedure in Argentina on the same date with export controls 
centralized in Yashington. The Embassy will be consulted 
if necessary, Export licenses will be required for all 
shipments from the US or Canada for which they are now 
required, Embassy Rio is asked to inform the Brazilian 
authorities that these proposals will not change the basic 
program for supplying tires and tubes, which will continue 
under strict quota allocetion and export license control 
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SWEDISH SUPPLY AGREEMENT Mr. Lovitt of the Department 

IS PRACTICALLY COMPLETED and FEA representatives have 
returned from Sweden where they 
assisted the Embassy in nego- 

tiating a postehostility supplies agreement. The tri- 

partite document has been approved in principle by the 

UK, US and Sweden although a few textual changes remain 

to "be agreed upon. 


The US and UK agree to recommend to the Combined 
fllicd Supply Boards allocetions for Sweden of items in 
short supply. The Swedes wanted to have their quarterly 
allocations guaranteed, but it was pointed out that we 
cannot undertake any more than to do our utmost to make 
the supplies available, In case of extreme shortege it 
might be impossible for the Combincd Boards to make the 
allocations to Sweden. It was agreed that where the 
Swedes cannot lift allocations in one quartcr, everything 
possible will be done to make the supply available in 
succeeding quarters; however, sometimes the supply situ- 
ation is such that it will not perrit quarterly carry- 
overs, 





Sweden does not question US and UK right to continue 
blockade controls and have agreed to continue their embargo 
on trade and communications with Japan and to cooperate 
in carrying out our Safehaven objectives. In addition 
Sweden will coordinate its purchases with Allicd machinery 
te further rehabilitation of Europe and make its exportable 
surpluses available for relief and reconstruction of devas- 
tated areas, 


As soon as the textual changes are agreed upon, the 
three governments will initial the agreement. . An "dnterin 
agreement", which has been signed, will be in effect for 
three months after the initialing of the post-hostilities 
supply agreemcnt. During that threemonths period the 
Swedes are to issue decrees which will guarantee our Safe- 
haven objectives. If at the end of that period the de- 
crees seen unsatisfactory or are not producing the desired 
results, we will not be obligated to perform under the 
supply terms of the agreerent. 
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IMPORTANT QUESTIONS A number of controversial ques- 
FACE UNRRA CONFERENCE tions will come up at the Third 
Council Session of UNRRA which 
opens its ten-day meeting August 7 
in London, These concern the equitability of supply 
programs between receiving nations; contributions to 
UNRRA; allocation to UNRRA by countries rather than on 
a broader basis; care for displaced persons; and UNRRA's 
future role in the Far East. 


uitabilit Ss Perhaps the knot- 
tiest problem is that of the Combined Boards' allocatinan 
of supplies.’ The basic problem, of course, is that there 
are not enough supplies to meet Liberated "hewn needs. 
The UNRRA countries feel that the paying countries of 
Northwest Europe are getting more than their share. 
They also feel that allocation among the UNRRA countries 
has been unfair. Yugoslavia, for example, feels that 
her supplies should be increased to bring them more in 
line with the country's population. (Actually, she feels 
that Greece is getting more than her proportionate share.) 
In fact, the Yugoslav representative on the UNRRA Com- 
mittee of the Council for Europe went so far as to submit 
a resolution charging the UNRRA administration with 
violation of the principle that goods shall be distri- 
buted fairly. This resolution was defeated at a meeting 
July 3 by a vote of five to three. US, UK, France, 
Canada and Greece voted against the resolution, which 
was supported by the Soviet and Czech representatives. 


The Committee on Supplies has considered questions 
relating to this problem and it has been suggested it 
would be useful if that Committee, in its report to the 
Conference, would cover not only the conclusions reached 
on the problem of equitable distribution but also the 
extent to whieh the Committee feels that further support 
by the member governments for UNRRA supply programs may 
be necessary, 


Allocation by Country Tied in with the problem of 


equitable distribution is the question of whether allo- 
cations should be made to UNRFA in a block or broken 
down by countries. UNRRA prefers the former but the 
Combined Boards prefer country allocations. It is be- 
lieved that Congressional action on the US appropriation 
for UNRRA would be facilitated if allocationwere on a 
country basis. 


Contsibutions to UNRRA Another controversial is- 


sue will be the matter of contributions to UNRRA. It 
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is acknowledged that the Administration will need as 


much, if not more, in the way of contributions than it 
has had heretofore, The problem is complicated because 
some of the countries have not yet made their scheduled 
contributions for the last period and because paying 
countries regard UNRRA as their competitor before the 
Combined Boards. The UK, in view of its exchange posi- 
tion, does not feel it can contribute as large a propor- 
tion as it did originally. Only last week the USSR 


' requested 700 million dollars in aid from UNRRA. It 


is our understanding that the Soviet request is for UNRRA 
operation in the Ukraine and White Russia. As an in- 
vaded territory, Russie is, of course, eligible. It 

had been assumed, however, since a claim had not been 
entered earlier, that Russia would probably classify 
herself as a paying nation. 


' Displaced Persons It has been proposed that UNRRA 
should take over from the military the care of all dis- 
placed persons in Germany. Practically all of those 
left are non-repatriable and cannot or do not wish to 
be returned to their homes, Most of them are persons 
opposed to the present governments of their homelands 
which gives political significance to the question of 
their aid. The countries fromwhich these non-repatriable 
persons came are objecting to UNRRA helping them, main- 
taining that no aid should be given until they are re- 
turned, Ambiguity exists in the original UNRRA reso- 
lutions, with Resolution 57 appearing to require agree- 
ment of the government of the country of which displaced 
persons are nationals before UNRRA can undertake their 
care in enemy or ex-enemy territory, and Resolution l, 
which requires such agreement prior to repatriation or 
return, but not prior to care. 


The US view is that UNRRA should extend aid wherever 
necessary. We feel that any othcr course would be con- 
trary to the UNRRA spirit of aid regardless of political 
belief. The USSR and Yugoslavia support the opposite 
view, 


Program for the Far East Political considerations 


play an important part in the problem of whether Korea, 
Formosa and Thailand shall be considered as liberated 
areas, when freed. A proposal for such a resolution 
has been made, however the British are at war with 
Thailand and oppose the suggestion as regards that 


country. 


Other Agenda Items The question of increasing 
UNRRA membership will come up--Argentina, Turkey, Syria, 
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a Lebanon and others will be considered. In addition, 
there is the problem of admitting France and Canada to 


. the Central Committee. 


Reports of the Director-General and of various com- 
mittees will cover every phase of UNRRA operations since 
September 15 of last year. Statements will be made by 
the Combined Boards and from represcntatives of the Al- 
lied Military Authorities. 


& question which has not been placed on the agenda 
but which may come up is that of UNRRA aid in educational 
rehabilitation. UNRRA is ready to assist generally with 
supplies necessary to restore essential schools en an 
emergency basis as well as the provision of scientific, 
technical and engineering equipment necessary to help 
each country train its own people. Under a proposed 
procedure the Conference of Allied Ministers of Education 
would formulate policies for defining needs, review re- 
quirements submitted by various countries and assist UNRRA 
in making final decisions, Political considerations arise 
with regard to the conference of Allied Ministers of 
Education and the US position is still undetermined. 

The possibility of securing such assistance from UNRRA 
probably will be outlined to the governments of Europe 


at the meeting. 


US Representation Assistant Secretary Clayton is 
the US member of the Council and he will be accompanicd 
by about twenty officials from various government agencies. 
Mr, Clayton's alternates will be Ambassador Winant and 
Rupert Emerson, Special Assistant to the Administrator 
of FEA, Advisers include William Batt, Vice Chairman of 
WPB and US member of CRMB; Eric Biddle and S. S. Sheppard 
of the Budget Bureau; E. é. Collado, George L. Warren and 
Donald Gilpatric of State; Harold Glasser of Treasury; 
Marshall McDuffie, Francis McIntyre and Herbert Parisius 
of FEA; Congressmen Stephen Pace and Christian 4. Hester 
of the House Committee to Investigate Food Shortages; 
Ruth G. Amend, William Bruce Lockling and E. F. Penrose 
of the 4merican Embassy London; Albert Viton, Deputy 
US Executive Officer of the Combined Food Board; Ogden 
White, US Executive Officer of the CPRB; and Mrs. Ellen 
Woodward of the Social Security Board. 
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SHIFT IN BRITISH GOVERNMENT General Trade Policy Specu- t 
RISES QUESTIONS OF POSSIBLE lation on the econoric changes 


CHANGES IN ECONOMIC POLICY that will occur with the 
coming to power of the British 
Labor Party indicates that 
there will probably be more emphesis on the use of Government 
controls and there may be some reluctance to go along with 
the US policy in abandoning such controls. 


Fira i 


It is generelly thought that the policy on reduction 
of trade barriers will continue to be favorable, however, 
and that there will not be a major difference between the 
US and UK on this issue. 4s far as cartels are concerned, 
past public statements by Morrison, Bevin and Laski are 
definitely in line with our views and the chances for 
agreement on cartcl policy are probably better under the 
Labor Party. 


There is some possibility that the holding of the 
Internationel Conference on Trade and Full Employment 
will be delayed until we have sct up a working relation- 
ship with the new Cabinet. 


Aviation The Labor Party has gone on record as 

favoring complcte nationalization of civil aviation. 
It is speculated that the change in government will neces- 
sitate the drawing up of a new British “hite Paper on 
this subject. The “hite Papor as it stends now represents 
a compromise between nationalization and private owner- : 
ship. It sets up three operating bodies, the Government- 

ovmed BO/.C, the shipping interests and the rail interests. 
atl three arc controlled by the Ministry of Aviation 
which was given the power to assign routes and pass on 
the appeeNTeNTs of directors. 





In addition, the ILaborites have favored the inter- 
nationalization of all air transportation. They have 
envisaged the creation of a World 4ir Authority which 
would own and operate "World Airways", i.c., the main 
trunk lines around the world, 
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MASS DELETIONS FROM PL The "hard core" residue for 
STILL UNDERGOING STUDY Proclaimed List deletions for 
Western Hemisphere countries 
has not yet been determined. 
Latin American missions generally have recommended 
considerably longer lists than were selected by the 
British authorities in London several months ago. 
This necessitates a case-by-case study of the names in 
question in an effort to arrive at an agreed list. The 
Proclaimed List Committee has appointed a working party 
to consider all such cases, The working party has studied 
approximately 250 Peruvian and 500 Chilean names and 
transmitted their recommendation to the British authorities 
in London and to the Missions for concurrence. It is an- 
ticipated that Proclaimed Lists for Chile and Peru will 
be reduced to a tentative hard core by the end of this 
nonth, 


er | 


The Department is preparing summaries on approxinately 
1,700 Argentine names and names on the Proclaimed List 
for various other Latin American countries. When these 
have been completed the working party will be in almost 
continual session selecting a hard core list for these 
' countries, 


The last revision of the Proclaimed List, issued 
as a supplement June 22, made a ten percent reduction 
in the Western Hemisphere list. 


Meanwhile, 


Progress in Eliminating Spearhead Firms 
preerees in eliminating spearhead firms in most of the 
merican Republics is admitted to be slow, 


Argentina, largely as a direct consequence of Mr. 
Clayton's testimony (See page 5 Current Economic Develope 
ments July 9) has taken steps toward the elimination of 
a few eneny spearheads, It remains to be seen, however, 
whether the steps are genuine and effective or whether 
they are merely a gesture. The Argentine Government is 
supplying the Embassy for the first time with lists of 
enemy personnel dismissed from spearhead firms, and with 
copies of reports concerning the intervention heretofore 
exercised by the Argentine Government over these firms. 
It has agreed to dismiss from enemy firms under its con- 
trol any undesirable employees designated by the Embassy. 











The Colombians admit that the legislation providing 
for expropriation of German funds has been completely 
ineffective, Plans are now going forward to draft new 
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legislation and it is expected that it will be acted on 
this month. Essentially the same legislative problers 
ere present in Uruguay. 


The Mexican Government has vested a large number of 
business enterprises and whether the vesting action is 
permanent in the sense that the properties will never be 
returned to former owners is open to some question. 
Recently legislation wes drefted settling this question 
of title but later the Mexicans decided to abandon the 
idea and are still undecided as to what to do, 








Brazil continues to make steady progress in the 
liquidation and forced transfer of enery companies. 
Because of the relative importence and size of German 
industry and the many administrative difficulties in 
consummating the nationalization program, the process 
is necessarily slow. 


* * * 


AUGUST COAL ALLOCATIONS MADE: Inland transportation, 
TRANSPORTATION IS PROBLEM port facilities in the 
US, and ocean transpor- 
, | tation are the major 
problems now in supplying coal to Europe, The War. 
Shipping Administration estimates that there will be. 
a shortage of 400,000 tons of shipping in August, 
more than 500,000 tons in September and October and an 
even greater shortage in November and December. In- 
mediate steps are being taken to obtain from WSA an 
estimate of how much shipping can be allocated for 
coal, If it is insufficient the matter may be taken 
.to the White House. 


August allocations of US coal for Northwest Europe, 
have been tentatively agreed to by the American side of 
the Combined Coal Committee and intercsted US agencies. 
The recommendations of ECO were taken into consideration 
in making these allocations. It is contemplated that 
the allocations will remain constant for the months of 
August through December 1945, The allocations, which are 
set forth in the following chart, we being coordinated 
with ECO so that announcement will be made sinultancously 
in Washington and London. P 
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ECO Suggested Allocation of Coal for Europe 
_ for September Arrival and US Actual 


(000 tons) 





Recormended Allocated 


Requirenents 
from US by ECO from US 





te el 





UK bunker acct. 90 90 200 (1.) 
Switzerland 30 30 15 
Spain 10 0 0 
Portugal 50 35 30 (2.) 
Italy (ineluding 
— Sicily) 367 367 367 
North Africa 86 46 46 
Greece 18 0 8 
Belgium 174 70 65 
Dennark 213 67 : 50 
France 1,277 282 400 
Holland 250 60 100 
Luxerbourg 102 0 0 
Norway 241 152 = 6=—C(<SS 
Total 2,908 1,200 1,431 
OTHER AREAS 
Brazil 90 
Cuba 22 
Uruguay 
Argontina 20 (2.) 
weet? + 
merica —s{- 
Total 163 
Grand Total 1,594 


Notes (1.) Includes all UK Bunker in US and elsewhere 
(2.) Argentina and Portugal eliminated fron 
schedule by Ickes, 


&lthough Secretary Ickes has struck the allocations 
for Portugal and Argentina from the list, it is the De- 
partment's opinion that allocation should be made to 
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Portugal lest our economic relations be prejudiced, es- 
pecially in view of the fact that we need Portuguese 
cork and other war supplies for use in the war against 
Japan. The Department also believes that to restrict 
coal exports from the US to Argentina would affect ad- 
versely US procurement of vital materials or require us 
to divert our own shipping to Argentina to lift whatever 
materials could be obtained. 


Shipments to Switzerland were reduced to 30,000 
tons monthly because the Swiss have the best stockpile 
of any country in Europe. No coal was made available 
for siipment to Sweden in view of its recent arrange- 
ments to secure 1,200,000 tons annually from Poland. 


* * * 


US SENDS FOOD POLICY Chief development in EECE the 
TO EsCE REPRESENTATIVE past week concerned the proposal 
of the Food and Agriculture Sub- 
committee in regard to purchasing 
and allocation procedure, Reports of the fifth and sixth a 
mectings of the organization and reports of working par- 
tics anc subcommittees indicate that work is getting under 
wey. but thet many administrative arrangements are still 
having to be made on an interim basis. 


Purchasing and Allocation of Foodstuffs US policy 


on purchasing and allocation procedure of foodstuffs in 

world short supply, agreed upon by the Department, Agri- 
culture and FEA, has been transmitted to London for at- 
tention of the EECE. The US position differs consider- 

ably from the plan of the Subcommittee on Food and Agri- 

cuiture of the EECE. (See page 13, July 23 issue Current 


Economic Developments.) 


Our position is that: (1) Coordinated purchase 
should be uscd only where necessary and should not apply, 
in general, to all Reserved Commodity List items; (2) 
coordinated purchase means that one country, by agree- 
ment anc within CFB general policics for prices and terms, 
becomes the exelusive purchaser as trustee for all coun- 
tries particivating in the procedures; (3) distribution 
will be by CFB as long es that Board is in operation and 
if it is disbended curing contract period, distribution 
will be by consent of parties involved as importers; , 
(4) long contracts are opposed; (5) each country should 
be frec to make its owm currency arrangements for pay- 
ment to supplying country. 
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The US believes it would be better to work out all 
problems of allocation and narkets at CFB comnittees 
rather than to have European surpluses considered by the 
Food and Agriculture Subcomrittee of EECE, 


b u n The working party 
on exports from enemy countries agreed that each member 
of EECE who wishes to do so may subrit a short list of 
goods urgently desired during the remainder of 1945. 

The lists, preferably limited to 20 iters, may include 
electric power, coal, transport equipment and strictly 
military iters. These will be consolidated to show ag- 
gregate needs only and transmittcd to military authoritics 
as a tentative indication of the supplies rost in demand. 
To facilitate exchange of information with the militay, 
the lattcr has been asked to designate an officer to 
maintain liaison with the EECE through the US repre- 
sentative. 


Utility Resources SHAEF officers, concerned with 
control and allocation of utility resources in Northwest 
Europe during the nilitary period, recormended that EECE 
set up a group of technicians to continue sore of the 
work done by SHAEF in this respect. «4 working party 
will review the situation with military authorities anc 
report recommendations back to EECE, 


Other EECE Developments Exchange of information 
between BSECE, ECO, UMA and ECITO will be effected by 
making papers mutually availsble through liaison officers. 


On the recommendation of the Committee on Food and 
Agriculture it was agreed as desirable to transfer the 
present work of the London Fertilizer Committee to an 
international group, to be known as the Fertilizer Con- 
mittee and report alrectly to EXCE, maintaining proper 
liaison with Food end Agriculture and any other sub- 
committees having connection with its work, The French 
delegate will act as chairman for the group. Principal 
staffing in interim period will be provided by the Min- 
istry of Production, 


Food and Agriculture also proposed that conference 
be organized to exchange inforrration on new insecticides 
such as DDT and 666, This met with approval but no 
specific plans have yet been agrecd upon. 


feenwhile varicus comrittecs, sub-cormitteces and 
working parties are studying other problems in the fields 
of food and agriculture, industry and matcrials, timber 
_ anc textiles. 
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DEPARTMENT WORKS ON Plans Move Forward Proposals 
PLANS FOR INTERNATIONAL for an International Health 
HEALTH ORGANIZATION Organization are being drafted 


by the Department following 

the strongly supported Brazilian 
and Chinese declaration at San Francisco that such an 
organization should be set up under the Economic and 
Social Council. 


Although no formal plans have been announced, the 
Department has been unofficially informed that Brazilian 
and Chinese technical experts have asked their respective 
governments to send notes to the US, USSR, UK and France 
Suggesting that the Big Hive and Brazil join together 
to sponsor an international health conference. The 
Department is of the opinion that our government should, 
of course, accede to the request. 


It has further been suggested that a preliminary 
preparatory commission be called not later than October 
of this year to formulate plans. There is some discussion 
as to the number of countries to be included in the pre- 
paratory talks, but this decision will be made on re- 
ceipt of the Brazilian and Chinese notes. 


n The fundamental ob- 
jective of an International Health Organization is to 
improve the health and nutritional standards of all 
people throughout the world. The first step, as visual- 
ized by the Department and the Public Health Service, 
is the strenthening of national health services so that 
epidemic diseases may be controlled at their source. Such 
development can best be stimulated by an international 
organization broad in scope and of such standing as to 
merit the confidence sa governments and invite consulta- 
tion by then, 


The Pan American Sanitary Bureau is working in 
this direction, but it is a regional organization. The 
Health Organization of the League of Nations was de- 
veloping this trend, but it will probably soon be li- 
quidated. The Office International d'Hygiene Publique 
has limited functions of a specialized nature and the 
Health Section of UNRRA is a temporary agency. The 
experience of the past 25 years has demonstrated that 
one organization can carry out the functions for which 
states have been maintaining various agencies, 


* *k * 
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POLAND LOOXS TO US Recognition of the new Polish Govern- 
FOR ECOWNOLIC AID ment brings forward the question of 
economic assistance to Poland, That 
Government is looking to the western 
powers, particularly the United States, for financial and 
economic assistance, If it is not forthcoming within a 
reasonable period, the Polish leaders will, of necessity 
request help from the Soviets, This problem was examined 
in some detail with Ambassador Lane before he left ‘for his 
new post, ‘“Jith respect to relief and rehabilitation, it has 
been agreed that the United States will give full support 
to UNRRA in fulfilling the contemolated Polish program, 
This program calls for almost half a million tons of supplies 
in both the third and fourth quarters of this year and will 
absorp all the available shipping and port facilities, 


Eximbank Loans The Export-Import Bill paesed last 
week by Congress will permit the extension of loans to 
Poland for developmental and reconstruction purposes, A 
specific recuest nas not yet been received from the Polish 
Government, However, Poland will be asked to prepare a 
Statement of requirements setting forth the types of goods 
needed, quantities, specific projects and supporting data, 
as well as a statement of present financial resources, trade 
prospects and other material relevant in determining the 
type of loan the Zenk might be willing to support, In 
addition, the United States is willing to consider proposals 
designed to facilitate payments in dollar exchanse for 
Folisn exports, especially of coal, 





Surplus Property, Reparations and Red Cross Several 
weoks azo Amoacsador narriman cabled the Devartmont urging 
that trucks be made available to Foland to mecot urgent 
transportation needs, As a result, Mr. Grew, Ur, Morgenthau 
and iir, Vincon recommended that the Army declare 1000 trucks 
Ssuxsplus and that the Army Navy Liquidation Commissioner, 
(OANLC) make these available to Poland on dollar credit terme, 
OANLC approved of this proposal and the nocessary arrangements 
have dcen made with the army, 





Another source of assistance will, of course, come from 
restitution and reparations, This is a question to be 
~Setticod by the: Reparations Commission now meeting in moscow, 
The request of the Polish Government for increased Red Crocs 
assistance is being studied, It is quite possible that 
euch additional aid can be made available if a guarantee is 
Given that the dietribution of cunplies can take place in 
accordance with Red Crose principles, 


Private Trade Just as soon as mechanical limitations 
and facilities »normit private trade will be re-ertablicshed 
between Poland and the United States, The Department 
regards the Treaty of Friendship, Commerce and Consular 
Rights between Poland and the United Statec, cigned in June 
1931, as still in effect. However, we would welcome the 
Opportunity of negotiating an improved treaty, 
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TRADE ARRANGEMENTS ARE Trade arrangements between the : 
SUBJECT OF DISCUSSIONS US and other governments and 
between other countries continue 
to be the subject of discussions 
and negotiations. These were summarized in the July 2 
and July 9 issues of Current Economie Developments and 
& resumé of subsequent events in this field is as follows: 


US-French Trade Problems under Discussion Repre- 
sentatives of US Government agencies will discuss cur- 
rent trade relations this week with two French officials, 


Conversations will center around French desire to 
increase their exports to the US and the possibility of 
restoring a portion of Franco-American trade to private 
trade channels, France has already concluded equalization 
agreements with Sweden and certain other European coun- 
tries and would like to conclude a similar arrangement 
with us. The basis of the plan is that in consultation 
with representatives of particular countries. the French 
Government, by a system of subsidies and rebates, attempts 
to equalize the price of French goods exported to foreign 
countries with the domestic price level, as well as to 
equalize the price of goods imported into France. 


Under present law it is not possible for the US to 
conclude such an agrzsement with France. The main problem 
raised by the French .proposal is whether the Treasury 
would immediately impose countervailing duties on im- 
portation into this country of French products that would 
be involved. Another problem is whether acquiescence 
by us in such a transitional arrangement would seriously 
impair the attainment of our postwar commercial policy 
objcctives,. : 


Cubans Seck New Trade Agreement with US The Cuban 
Embassy has indicated its government's interest 1n nego- 
tiating a new trade agreement with the US under the in- 
creased authority of the Trade Agreements act, The Over- 
all situation is being explored within the Department 
and the Embassy will be informed later of the Department 
views on this proposal, 


Liberian-US Trade The Vice-President of Liberia, 
when in Washington the first of the month, discussed 
with Department officials the possibility of a reciprocal 
trade agreement between the two countries, It was pointed 
out to him that since tho function of a trade agreement 
is to reduce duties by cach participating country, and 
since 99,9 percent of US imports from Liberia enter 
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duty-free it would be difficult to promote US-Libcrian 
trade further by means of an agreement, The Department 
is exploring the subject further with the Department of 


Commerce. . 


Italian Trade Italian efforts to liquidate their 
financial debt to Sweden on a separate besis and in the 
meantime to import machines and material from Sweden 
to be financed by Swedish long-term credits have not 
been accepted by the Swedes. Sweden suggested that Italy 
export to Sweden without any counterpart in imports with 
10 percent of exports to be used for extinguishing clearing 
debt and the balance to be set aside for use when trans- 
port situation permits exports from Sweden to Italy. 
Italians have rejected this proposal, but it is still 
hoped that agrecment can be reached on exchange of par- 
ticular commodities with transport facilities provided 
by the Allies, 


Embassy Rome states that a British economic mission 
sponsored by the UK Ministry of Supply is in nortnern 
Italy investigating the possibility of using Italian 
industrial capacity for the Allied war effort in the 
Far East. The Embassy, without evaluating the need the 
US might have for the products of Italian industry, calls 
attention to the importance from the standpoint of tiding 
Italian industry over an acutely critical situation by 
doing everything possible to start it operating, which 
oot 6 especially for making raw material available to 

aly. 


Mexican Economic Mission Returns from Europe 4 
Mexican Economic Mission rcturned home the first of the 
month after visiting various European countrics to study 
markets and establish bascs for commercial relations 
interrupted by the war. The group is reported to have 
laid the foundations for commercial treatics with Sweden, 
France, The Netherlands, Belgium, Portugal and Switzerland. 
The Mexican Government looks forward to a future arrange- 
ment with the UK, although the present economic situation 
there does not nermit consideration of a commercial agrce- 
ment at this time. An important result of the mission 
is said to be a provision for the exchange of Swedish 
paper and wood pulp for petroleum and other lkicxican 
products, | 


Indication of Restoration of P te teh 
The Council of Ministers in Tehran dissolved by decerce 
the Government Economic Organization, transfcrring its 
offices and departments to the Minister of Finance with 
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instructions to retain only those which seem necessary. 

The raw cotton monopoly was abolished and indications 
point to further restoration in private trade of monopolies 
formerly government controlled if the present government 

is confirmed, 


Finnish Trade Finland is considering sending a 
trade mission to the United States to discuss the re- 
establishment of Finnish-amecrican trade. As a result 
of the Anglo-Finnish trade arrangement Finland is as- 
sured of certain supplics and rew materials necessary 
to meet reparations obligations, At present it appears 
that Finnish exports to the United States would be 
limited because of previous commitments and because Fin- 
nish industry is functioning et only ebout half of its 
capacity, 


Syria and Lebanon Syria and Lebanon are contemplating 
the negotiation of substantially similar commercial treaties 
with the great powers--the US, UK, USSR, China and France, 
These newly independent countries seem especially anxious 
to work out such an arrangement in view of their desire 
to counteract vigorous French efforts to secure special 
rights, The Department has authorized its Minister at 
Beirut to discuss with the Syrians and Lebanese the sub- 
stance of its "standard draft" of a Treaty of Friendship, 
Commerce and Navigation of the type which the US might 
negotiate with another country in the near future. 4 study 
has recently been completed which compares this standard 
draft with a Lebanese draft handed informally to the 
American Minister. 


Private shipments to the Philippines 
have already begun. The Army has granted priorities for 
twelve businessmen a month to travel to the Islands. The 
FEA Philippine Mission has been studying the situation 
and detailed procedures will be announced shortly. 


*x* * * 


INTERIM POLICY FOR The Department understands that 
GERMAN “AR MATERIEL captured or surrendered German war 
materiel will probably be made 
available for prosecution of war 
against Japan through the London Munitions Assignment 
Board. In accordance with this interim policy, the De- 
partment is advising the French Embassy that instructions 
to US military authorities in Germany permit destruction 
of captured or surrendered German war materiel only if it 
is considered dangerous to public or military security. 
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RAPID RISE IN CHINESE Inflation in Free China has spiraled 
’ INFLATION ANALYZED in 1945 at twice he previous rate, 

according to a report prepared in 
June by Dr, C. F. Remer, Adviser 

on Far Eastern Affairs in the Division of Foreign Economic 

Development. Dr. Remer recently returned from Chungking. 

Prices have been rising at the rate of 20 percent a month 

as compared with an earlier ten percent and are now at 

1500 times their prewar level. Moreover, two of the fac- 

tors which have contributed to the increase--expenditures 

on the Chinese Army and on the Anerican military establish- 

ment in China--will continue to grow and contribute to the 


situation, 


More than one competent observer believes that China 
has reached a state of runaway inflation, but there are 
various interpretations as to the cause. The differences 
in interpretation are significant both from the point of 
view of understanding the economic situation in China and 
of determining American economic policy toward China, 


Admitting that an entirely trustworthy analysis of. 
the current economic situation in that country requires 
more information than can be brought together and more 
time than is available in the midst of war, Dr. Remer 
points out that practical decisions must be made and policy 
cannot wait upon elaborate statistics or perfection in 


analysis. 


Economic Exhaustion May Be Cause Two interpretations 


are advanced in his report. The first of these places 

the pressure of inflation upon the econony of Free China 
generally. This theory leads to the conclusion that run- 
away inflation, if it has started or when it comes, is an 
indication that the capacity of the Chinese economy to wage 
war has been fully reached. A persistent cffort to go 
beyond this caprity would result in economic collapse which 
would be most serious in its consequences, 


The chief obligation of the US under this interpre- 
tation, according to Dr. Remer, is to discover as quickly 
and as accurately as possible how much of a burden-the 
Chinese economy can carry. A second obligation is to work 
out, if possible, a continuous index of China's capacity. 
h third and related obligation is to adjust the demands 
on the Chinese economy, in so far as the American Govern- 
ment can, to the possibilitics which have been discovered. 


i is] Machi Lf The second in- 
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not in the ultimate capacity of the Chinese economy to wage 
war, but in the effectiveness of the financial machinery 
of the Chinese Government. The Government simply does not 
have at its disposal the financial means of exerting a 
strong pressure upon the economy of the country. China 
has never had a modern government with modern finances. 

It is impossible to collect adequate taxes. Bonds cannot 
be sold by the Government on eny but the smallest scale. 
The Government cannot ration, nor can it control prices 
effectively. It does not have at its disposal a real 
central bank as a4 means of dealing with the Chinese economy. 


If, under this interpretation, inflation is pushed ; 
to the extreme, the result will not be a collapse of the 

Chinese econany but a revision in the methods of economic 
mobilization. The Chinese Government will be required to find 
different solutions, --direct levies such as the tax-in-kind, 

rice allowances to the soldiers, direct assignment of raw 

materials to plants engaged in war production and similar 

devices, 


. The US Government under this interpretation, Dr. Remer 
says, is called upon by her oblige tion to an Ally to as- 
sist in making as effective as possible the financial 
machinery at the disposal of the Chinese Government. The 
detailed methods recuire full examination from the technical 
point of view in collaboration with the Chinese Government, 
The inflationary effects of American military expenditures 
in China should be thoroughly studied, 


* * * 


US FAVORS CONTINUING PRESENT The US will take the posi- 
RADIO AGREEMENT UNTIL 1946 tion at the Third Inter- 
Americen Racio Conference 

| at Rio de Janeiro this 
September that the Sentiego Radio Cormunicetions agree- 
ment of 1940 should be continued until after the World 
Telecormunications Conference which will be held in 
1946. While the lattcr 4greement is not highly satis- 
factory, interested parties within the Government feel 
that some of the highly technical decisions, particularly 
those concerning frequency ellocation, must await the 
World Conference. The future US position on radio con- 
munications should be formulated prior to the Rio con- 
ference, however, as the other delegations will wish to 
go into these matters at this tire. 
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ADDITIONAL RECOMMENDATIONS Dissolution of all German do- 
ON GERMAN CARTELS APPROVED mestic cartels without regard 
for administrative convenience, 
and immediate repeal or annul- 
° ment of all laws and directives legalizing or. supporting 
such groups are among the supplemental cartel recommenda- 
tions approved by the ECEFP at the August 3 meeting. 


Agreements, whether made within the formal framework 
of a cartel or otherwise, which have the effect .of restrict- 
ing production or trade, ” should be declared invalid and 
performance forbidden. This applies specifically, though 
not exclusively, to production and sales quota agreements; 
price agreements; agreements providing for the division of 
fields of production or market territories; and arrange- 
ments for exclusive access to technological information in 
excess of the normal monopoly granted by a patent or trade- 
mark. It does not apply to agreements made by bona-fide - 
consumers, housing and agricultural cooperatives nor to 
cooperative arrangements of self-employed praducers in the 
non-agricultural field. Such independent cooperatives dis- 
appeared under the Nazis and, as they are reconstituted dur- 
ing the occupation, they should be required to adhere to the 
pre-Nazi legislation regulating this type of association 
which called for compulsory public auditing, open member- 
ship and equal votes per member, 





Legislative or administrative measures limiting the 
entrance of new firms into industries should also be re- 
pealed, except for regulations to protect the. public in- 
terest, as in the case of public utility franchises. 


Any necessary public functions of cartels, it is pro- 
posed, should be transferred to public agencies. 


The purpose of the policy is to elaborate on the cartel 
section of the IPCOG Directive on Military Government of 
Germany and is to assist US officials responsible for im- 
plementing that directive or negotiating on the basis of 
it with other occupying powers, 


* * * 


USSR AGAIN APPROACHED ON BLOCKING During the Potsdam Con- 
ALL ASSETS OF SATELLITE COUNTRIES ference a note was de- 

livered to Foreign 

Commissar Molotov ex- 
pressing the wishes of this Government that all Rumanian, 
Bulgarian and Hungarian assets in neutral countries be 
blocked. This culminates a series of discussions with the 
Russians beginning in March of this year, 


In 
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In March we informed the USSR that we were planning 
to request the Government of Switzerland to extend block- 
ing decrees to the assets of the satellite nations. In - 
view of Swiss-Soviet relations at that time it was thought 
desirable to consult the USSR before an approach was made ~ 
to Switzerland. It was pointed out to the Russians that 
this action would also be in the interest of the Soviet 
Governnent because concealment and dissipation of assets 
of the satellite countries could thus be prevented. The 
Soviet authorities replied that since Hungary, Rumania, 
Bulgaria and Finland had declared war on the Axis, they oa 
should be permitted to use their resources freely for re- 
habilitation and reconstruction and that, consequently, 
state-owned assets, including the assets of public or quasi- 
public entities, shoula not be blocked in any of the neutral 
countries. However, they did recommend the blocking of pri- 
vate assets of these countries provided control over such 
assets was vested in the respective /llied Control Com- 
missions. 


The most cogent. arguments of the US in favor of a to- 
tal freeze of the assets of the satellite countries failed 
__ to sway the Russians. Our underlying purpose is, of course, 
to identify and immobilize enemy property which may have’ 
been secreted through nationals of the satellites during the 
occupation period, In view of the technical and administra- 
tive difficulties neither the USrr the UK felt that neutral 
governments should be approached with a request to institute 
a freezing control which would distinguish between official 
and private properties, (Spain, however, took action against 
assets of the satellites prior to our receipt of the USSR 
position. ) 


- The matter was therefore veferred to Potsdam, where the 

- Russians were once again asked to agree to a blanket freeze 
and census. However; nq mention was made of. Finland. Infor- 
mation concerning subsequent developments has not yet been 
received, : 


ed 
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QUESTION OF SUEZ CANAL As a result of critical newspaper 
TOLLS AGAIN PUT TO UK articles, the Department has been 
flooded with inquiries as to why 
United States vessels carrying 
US troops and materials through the Suez Canal should pay 
canal tolls when British vessels carrying British troops 
and supplies going through the Panama Canal have been put 
on lend=-lease, The question is raised as to why the British 
do not put US Suez Canal charges on reverse lend-lease, or, 
if the British do not put them on reverse lend-lease, why 
the United States should continue to put Panama Canal toll 
charges on lend-lease, The Department has been concerned 
only secondarily with this question since the negotiations 
have been handled almost exclusively by FEA. While the | 
records are not yet complete, there is an indication that 
tolls through 1944 reached $11.5 million, It is probable 
that 1945 charges will exceed $6 million, In the ‘fall of 
1942, the US Government first requested the British.to pro» 
vide Suez Canal toll charges under reverse lend-lease. 
This was followed up in 1943 by formal discussions. in London, 
At that time our request was refused, The subject has again 
been brought to the attention of the British authorities and 
discussions are now going on. Although FEA has indicated 
to the British that it would be agreeable to the US if the 
British secured participation by the French in reverse 
lem-lease, the current discussions contemplate the 
_ British alone assuming the cost of US vessels passing 
through the Suez Canal, 


The British have argued that the Suez Canal is owned 
by a corporation organized under the laws of France, in 
which the British Government, while the largest single share- 
holder, owns only 44 percent of the stock, On the other 
hand, the Panama Canal is directly owned by the United 
States Government, : + 


_ The British pay for their own vessels: going through 

the Canal. Payment must be in Egyptian pounds. If, there- 
fore, the British were to pay tolls on US vesséis, they would 
be making an expenditure in foreign currency for our 

- account,. The Reciprocal Aid Agreement between the US and 
the UK clearly excludés the provision of aid which requires 
expenditures in third countries, such as Egypt. Only in 
exceptional circumstances have we lend-leased goods or ser- 
vices that were procured in foreign countries for foreign 
_currency,.. These arguments hive been sufficiently strong 
preclude prompt agreement. however, due to the strongly 
verse US press and public reaction we are asking the Britisn 
to reconsider their previous objections and indicating that 
favorable reconsideration would bring about a good public 
reaction in the US. ae 


_* * * 
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FRENCF TRADE RELATIONS Current US-French trade relations 
DISCUSSED IN WASHINGTON were the subject of discussions 

with two French officials in 

Washington the past week, Mr. Clair 
Wilcox, Director of the Office of International Trade Policy, 
summarized briefly US foreign economic policy emphasizing 
tariff reductions, arrangements for commodity agreements, 
abolition of private cartels ani our proposals for an inter- 
national trade organisation. 


The French stated that in general they shared these 
objectives but were primarily concerned with immediate sup- 
ply problems during the transition period. Mr. Wilcox 
pointed out that although the long range objectives would 
not come to fruition this year or next they did have a direct 
bearing on immediate problems in that they governed the direc- 
tion in which to drive. 





3! The French "equalization" plan was discussed with mem- 
bers of Treasury, Commerce and FEA present as well as State 
‘Department representatives, The French were informed that 
this Government could not enter into an arrangement such as 
the Franco-Swedish agreement and that if the French put their 
plan into effect unilaterally, subsidized French exports to 
this country would be subject to counterveiling duties and, 
in the event of-injury or *hreatened injury to American 
industry, to the provisic”: of our Anti-Dumping Act. 


-Representatives of OPA joined the Department in dis- 
cussions concerning ceiling prices. Our OPA ceiling prices 
are-an obstacle to French exports to this country because 
of the high French price level. The French were informed 
that removal of price ceilings was under consideration 
with respect to certain luxury products, including some 
that would be of interest to French exporters. 


The possibility of restoring some portion of French im- 
ports from the US to private commercial channels Was sub- 
sequently discussed with representatives of State, Commerce, 
and FEA. The French suggested that initially the same 
items might be restored to. private trade as were retently 
so restored from the UK. This proposal will be studied 
by the. interested agencies and will be discussed again u , 
return of the French officials from Cenada in about ten hays. 


SO ee ett 
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EXPORT OF GERMAN COAL The Presidential directive urging 
TO BE MATTER FOR ACC an export target of 25 million tons 
of coal from Germany by April 1946 
, (discussed in detail in July 2 issue 
of Current Economic Developments) has been sent to General . 
Eisenhower. It was revised to include instructions to seek 
agreement on a program for export of German coal through the 
Control Council, The President discussed the directive with 
Stalin in Berlin and invited Soviet cooperation in the forn- 
ulation of a common coal policy for Germany as a whole. 


Military estimates from the theater disagree on the 
possibility of reaching the 25 million ton target, The McCabe- 
Marley report estimates that only 7.9 million tons can be ex- 
ported. This is based on the assumption that transport can 
only carry 28.2 million tons and that 20.3 million tons 
will be required for military consumption, railways, civilian 
requirements for hospitals, food processing and other essen- 
tial requirements, The Koenig report is more optimistic 
and indicates that possibly 21.75 million tons could be ex- 
ported if certain targets for manpower and output per man can 
be achieved, 


* * * 


QUESTION ARISES OVER The Rubber Study Group had been 
TIME OF MEETING OF scheduled to meet this fall to con- 
RUBBER STUDY. GROUP sider changes in supply-demand con- 
| - ditions, rehabilitation programs, 
US synthetic policy, postwar alloca- 
tion problems, and general principles ented to the price 
of natural rubber. 


The British Government now ‘states that it would prefer 
to postpone the meeting frcmOctober to January. In the opin- 
ion of the American Embassy the primary reason for postpone- 
ment, among several reasons given, is the ‘change in govern- 
ment, Until the new government has had an opportunity to 
form a definite colonial policy it would be difficult for 
them to discuss long term rubber objectives with authority. 
Department officials are not in favor of postponing . the dis- 
cussions and are studying the matter further. 


The UK and Dutch representatives in Washington are - 
hopeful of holding another meeting of the original partici- 
pants of the Group -- US, UK and Netherlands -- before 
expanding membership. However, the Department believes 
that expansion is unavoidable and are willing to support 
the French request for admission provided the UK is will- 
ing to include Brazil if it wants membership. 


x * * 
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INTERIM PROCEDURE SET UP FOR Civilian supplies for Italy 
ITALIAN CIVILIAN SUPPLIES became a problem this week 

with a War Department pro- 

posal to end combined military re- 
sponsibility with August loadings. . UNRRA is unable to take 
over until about November l, . 


An interim procedure will be undertaken-whereby there 
will be a combined British, Canadian and US civilian pro- 
gram.: US activities will be financed out of the $100 million 
FEA fund. Under this procedure FEA will buy the goods and 
transfer them to the Army at shipside; WSA, acting as Army 
agent, will deliver them to their representative in Italy, 
who will then turn the supplies over to the Italian Govern 


me it. 


The US Government, in view of the short time available 
to establish a program for September loadings, went ahead 
unilaterally in contacting the necessary supply agencies 
in order that supplies could move on schedule. 


SUGAR COUNCIL SEEKS Extension of the International Sugar 

AGREEMENT EXTENSION Agreement for one year beyond August 31 
s was the chief item on the agenda of the F 
ee International Sugar Council which met 

in London August 3, The British presented a draft protocol 

calling for extension together with a resolution asking that 

the represented governments consider the terms of the proto- 

col and then furnish their respective diplematic represen- 

tatives full power to sign. 


William Fowler, US delegate receritly appointed to suc- 

ceed Alan Steyne, was instructed to vote for the resolu- 

tion in accordance with the June 1 ECEFP recommendation 

that this Government agree to a one or twoeyear extension 

of the International Sugar Agreement on condition that quota 
provisions thereof continue inoperative. (See page 17, 

June 25 issve Current Economic Developments.) The Council 

re considered the matter of making sugar statistics avail- , 
able. | 
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MULTILATERAL COTTON A proposed multilateral cotton agree- 

‘ AGREEMENT PROPOSED ment has been drafted by the Cotton 

Study Group and will be reviewed by 

. the. participating governments prior to 
the second PROvO me: of the Group on September 10, :The..Group 
was established by the International Advisory Committee. on. 
Cotton and is composed of representatives of Brasii, : ‘Egypt, Pe 
France, India, UK and US. | 7 


The US Government must now Moeeretin its sees ttn with ye 
respect to the general framework of the proposed agreement 
and formulate instructions to guide its. representatives | at 
the forthcoming meeting. : 





The draft agreement provides for the establishment. es ..:; 
an International Cotton Council which would allocate export — 
quotas based upon negotiated percentage shares and establish 
reasonable export prices in order to enable a maximum liqui- 
dation of stocks, The agreement obligates each exporting. 
country to follow a production policy consistent with ome 
tic and export. requirements and stock positions. a 


In forming the TS views on our participation in such 
an agreement, consideration will have to be given to the 
fact that our present large portion of world export trade 
ii cotton will not continue indefinitely. It is due in 
part to our ability to dispose of cotton under lend-lease 
or under favorable credit terms and to the shortage of ship- 
ping space from other cotton exporting countries. A dis-. 
proportionate share of carry-over stocks is accwmulating in 
other producing countries and it may’ be expected that as 
soon as shipping space becomes available, if not before, 
other exporting countries will resort to ’ whatever means 
they find practicable to dispose of their cotton to import- 
ing countries, This government's foreign economic policy 
will be judged in part by its success in finding a basis for 
cooperation with other governments in dealing with the present 
world cotton situation, 


CORPORATION LAW IS SUBJECT The Egyptian Foreign Minister 

OF DISCUSSION WITH EGYPTIANS Bedawi Pasha, when in Washington 
last month al scussed with De- 
partment officials the proposed 

Keyptian corporation law. Our Legation in Ceiro had presented 

an aide-memoire on this subject to the Egyptian Government 

in May. 


a The 
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- *« The proposed draft of the law requires, among other 
things, that at least 51 percent of the share capital be 
held by Egyptians; that a majority of the Directors must be 
Egyptians; and that at least 90 percent of all workers must a 
be Egyptian.. Existing corporations would have to conform 
to these provisions within a three-year period, 


The Department has held that the proposed action would 
be inconsistent with specific sections of the Montreaux 
Convention of 1937 in that it would constitute burdensome 
discrimination against foreigners, including American nationals 
and corporations, and adversely affect Egyptian corporations 
in which foreigners have an interest. In the conversations 
Department officials pointed out that the US would like to 
see Egypt industrialize and conditions develop. so that there 
would be freer flow of capital, but that, rightly or wrongly, 
prospective foreign investors might be aiscouraged from enter- 
ing the Egyptian field should the law be enacted. It was al- ‘ 
so emphasized that the US maintains a policy of relatively 
siberal treatment of foreigners in matters relating to cor- 
porations in.the US. 


. Bedawi Pasha insisted that the proposed law would, in 
the long run, help American businessmen operating in Egypt 
as the Egyptians would be more cooperative; that American 
business firms have lately shown a tendency to associate 
more directly with the nationals of countries in which they Fj 
operate which isin line with the Egyptian proposal; and 
that the law will actually be enacted merely to give legis- 
lative backing and sanction to the principles which have — 
been practiced for the- ‘past twenty-five years. 


If, in: the light: of the conversation, the US has any 
new objections, the Foreign Minister asked that ante be trans- 
mitted to him SAS OPERLEY , 


* * * 


SOVIET MEMBERSHIP IN ECONOMIC No clear definition of 
ORGANIZATIONS STILL UNDETERMINED Soviet attitude emerged 
from discussion in Berlin 
of Russian participation . 
_ in EECE, ECO and ECITO. The Soviets have agreed to review: 
+4 the relevant documents in order to determine their position, 
They have accepted the US-UK oral invitation to participate ; 
in the reconvening of the European Inland Transport 
Conference, 


Ot ee eee * 
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ECONOMIC MATTERS OUTLINED TO Economic projects for -Saudi 

‘ SAUDI ARABIANS IN WASHINGTON arabia were the subject of 

informal conversations in the 

an Department the past week with 
Prince Amir Feisal, Foreign Minister, and other officials of 
the Saudi Arabian Government. As an important link in the 
war against Japan and as a stabilizing factor in the Middle 
East, it is of interest to the United States to promote a 
strong economy in Saudi Arabia. Our concern for the welfare 
of the people was expressed and steps were outlined that the 
US is prepared to take, — 





Supply and Lend-Lease Programs, A joint Anglo-American 
supply program has already been established for 1945. [It 
totals $10 millon worth of commodities with the US and the 
UK sharing the cost equally. The US delivers on credit lend- 
lease and the UK portion is delivered free of charge. In 
addition, the US is providing funds for a supplementary pro- 
gram of 46 million. Half of this will be in commodities -- 
trucks, tires, spare parts, etc., -- and half in silver for 
coinage purposes, A program has been worked out in coopera- 
tion with the Treasury Department whereby the Saudi Arabian 
Government will derive a substantial profit from the resale 
of silver coinage. These programs will provide the necessary — 
budgetary assistance for this year, | 





The general desirability of signing a Lend-Lease igree- 
ment was discussed. This Government has Lend-Lease Agree- 
ments with more than 35 countries and it is our policy to 
conclude such agreements with all countries participating 
in lend-lease transfers. Such an agreement would cover past. 
as well as future transfers, It was in the middle of 1943 
that we first discussed the signing of an agreement with ° 
the Saudi Arabian Government. | 


Long Range Financial fssistance Program. It will prob- 


ably not be possible to use lend-lease for budgetary assistance 
after this year, and a long range financial assistance program 
for Saudi Arabia 4s under consideration. The program has not 
yet been fully developed. It was pointed out that such a: 
program must be agreed to by many US Government agencies, and 
approval of the Congress and the American public obtained, 

This support will be more likely if an American economic. and 
financial adviser is appointed to assist the Saudi Arabians. 





Loan, The Saudi Arabians were told that the 
US is prepared to make a loan of $5 million through the Export- 
Import Bank, The loan would be for development of natural 
resources and for such projects as water works, electric power 
plants, highway and port improvements to be constrypeted under 
the supervision of the Export-Import Bank. ! 
7 Petroleum 
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Petroleum. The subject of petroieum was discussed in 
relation to the Saudi Arabian financial position. Charles 
Rayner, Department Adviser on Petroleum Policy, reviewed the 
production record of the Arabian-American Oil Company show- . 
ing thet it had an average daily production of 20,000 barrels 
in 1944, «a firmly scheduled PAW program calls for an average 
daily production of 55,000 barrels in 1945 and 100,000 
barrels in 1946, These programs are geared to refinery ca- 
pacity which has been increased by the completion of a 
refinery on Bahreim Island and will be further augmented by 
the completion of a large refinery now under construction at 
Ras Tanure on the mainland of Saudi Arabia. These two re- ’ 
fineries, both owned by the Arabian-American Oil Company, 
will have ae total capacity of approximately 120,000 barrels 
of which 10€,000 barrels will be supplied by Saudi frabian 
production. In terms of royalties to the Seudi Arabian Govern- 
ment, it was pointed out, tnis amounted to approximately $1.5 
million in 1944, and will reach $4.5 million in 1945 and 
$8.25 million in 1946, 


As for future production, the US can make no commit- 
ments as it does not plan the commercial operations of the 
company beyond the war period, However, with the prospects 
of a pipeline to the Mediterranian, a bright future was fore- 
cast for Saudi frabian oil, 


{viation, Details of the bilateral air transport agree- 
ment, the proposed construction of an airport, and arrangements 
for upkeep of the airport were discussed, 


Telecommunications. The question of the establishment 
of a radio telegraph station in Saudi Arabia was again dis- 
cussed, The proposal of the Mackay Radio and Telegraph 
Company to build a station for the Saudi Arabian Government 
was first presented in May at the suggestion of Legation 
Jidda. The Saudi Arabian Government had secured the right ® 
modify its exclusive contract with Cable and Wireless, and 
had made known its wish to attain freedom in external commu- 
nications. Postponement of a long-term loan has held up tis 
project. 


ECEFP MAKES SLIGHT CHANGE US policy with respect to cut- 


IN US PROCUREMENT POLICY backs in our procurement program 
for strategic purposes in the 


other American Republics, approved 
October, 1944, was amended at the August 3 meeting of the ECEFP. 
The original policy contained a statement to the effect that 


such procurement should not be curtailed Ghagroper ss ena Bee” 
fe) 
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to domestic curtailment during the transition period except 
in the case of marginal high-cost production. This provision 
will now be deleted from the US statement of policy in view 

of the more recent position taken at the Mexico City Con- 
ference which provides for the adoption of bilateral arrange-. 
ments to minimize adverse consequences to other American Re--: 
publics resulting from curtailment of procurement, 


This action was not regarded, however, as préjudicing 
in any way further consideration of the oussass rs : 


FIRST MEETING OF PICO WILL The agenda for the first meet- 
LARGELY CONCERN PROCEDURES ing of the Interim Council of the 
7 Provisional International Civil 


: Aviation Organization (PICAO), 
epening in Montreal August 15, will be centered on the struc- 
“ture of the new organizations. Rules of procedure, form of 
the secretariat, election of officers, establishment of com- 
mittees and subcommittees, and the general scope of functions 
to be undertaken by the Organization will be formulated. 


It is unlikely that the issues relating to air transport, 
~ so hotly debated in Chicago, will be taken up by the Council 
at its first meeting. These discussions will probably com= 
mence after the secretariat has conducted studies and the 
Committee on Air Transport has reviewed them and made'its 
recommendations to the Council. 


Work on the technical regulations which will fix inter- 
national standards for air navigation was begun at the Chicago 
Conference and has since been advanced by the US. It is 
anticipated that the Air Navigation Committee of the Organi- 
zation and its various subcommittees will soon be convened 
to review and approve the regulations in order that inter- 
national flight may have a uniform set of rules. 


PICAO was provided for under the Interim Agreement ‘con-= 
cluded at the Chicago Air Conference of 1944, That agree- 
ment came into force June 6, 1945, upon its acceptance by 

-the 26th nation. | 
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KABUL SENDS COMMENTS Afghanistan should be included in any 

ON DEPARTMENT POLICY post-war Middle East regional institu- 

PAPER ON MIDDLE EAST tion, according to a dispatch just re- 
ceived from Legation Kabul. Since it » 
was not a participant in the Middle 

East Supply Center during the war, this country does not know 

the potentialities of such an institution and the Legation be- 

lieves it would be well to broach the subject informally to 

the Afghan Government. 


The dispatch was a comment on the Department's policy 
document entitled "American Economic Policy in the Middle 
East", It summarized aspects of that policy as they would 
apply to afghanistan and pointed out that the economic situ- 
ation there is bound up with political considerations with 
respect to both Great Britain and the Soviet Union, 





Financial Situation. Afghanistan has carefully avoided 
incurring foreign indebtedness, fearing that foreign money 
would bring with it foreign control of the domestic economy. 
Responsible officials have indicated this policy will be con- 
tinued and that Afghanistan plans to finance its postwar @- 
velopment from current income. 


The war has shifted the karakul market from London to 
New York, and the Afghans are determined that it shall remain 
there, (Karakul comprised 96 percent of the value of Afghan- 
istan's 1944 exports to the US.) This means Afghanistan will 
have a good source of dollar exchange to finance postwar imports 
of American consumer goods and also machinery and equipment for 
developmental projects, 


~ Although Da Afghanistan Bank is the only institution in the . 
country authorized to deal in foreign exchange and there are 
many restrictions on foreign exchange transactions, it does ‘ 
not appear that exchange contrcel is being used as an instru- 
ment of trade policy. This is probably because of the favor- 
able dollar position, but the possibility always exists that 
the Government will use exchange controls for discriminatory 
trade purposes, 


Foreign Trade Afghanistan has taken long steps in the 
direction of state control of foreign trade by the grant of 
monopolistic trading rights to quasi-private cqrporations. 

The Legation has been pressing for the establishment of a 
specific shipping quota for American exports to Afghanistan, 

in order that the present strict programming of Afghan imports 
might be relaxed and private traders given a better opportunity 
to participate in foreign trade. “hile there is little pros- 
pect of the Afghan Government cancelling monopolistic rights 


already 
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already granted, it may be possible to prevent an increase 
in these rights by giving all possible assistance to private 
traders dealing in uncontrolled commodities, 


The Legation says that if the Afghans carry out their 
avowed intention of diverting as much as possible of their 
postwar foreign trade to the United States, we may find 
ourselves in the embarrassing position of being the bene- 
ficiary of a discriminatory trade policy. The Legation 
continues to emphasize US distaste for trade discrimina- 
tion, even though it may be intended to benefit the US. 


A standard commercial treaty providing for most- 
favored-nation treatment, right of residence and trade, 
et cetera could probably be concluded to the mutual satis- 
faction of both countries. However, with karakul on the 
free list in the UK trade agreement, wool enjoying re- 
duced rates in the Argentine and Uruguayan agreements, and 
carpets covered by the trade agreement with Turkey, it is 
difficult to find a basis for a trade agreement. 


Political Considerations. Any consideration of 
American participation in the economic development of 
this country must be related to the long history of 
Russian and British rivalry resulting from the overlap- 
ping of their spheres of influence in Afghanistan. US 
policy and intentions are a matter of keen speculation 
among the Afghans, the British and the Russians. [The 
Afghans hope the US will undertake the responsibility of 
developing their country and they do not wish to look to 
neighboring countries for help. The Legation emphasizes 
that care must be taken lest our activities become an addi- 
tional irritant in the politically precarious situation of the 
country, and urges complete frankness with the British, the 
Russians, and the Afghans. The fear Afghanistan has of for- 
eign financial influence, the reaction of the british and 
the Russians, and the risk involved combine to make it un- 
wise for American private capital to be used in the develop- 
ment of the country, according to the Legation. 
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.. What effect will the Labor Party's recent 
victory have on 3ritain's willingness to accept our 


international economic program? 


The veritaole flood of commentary on the 
British election throws surprisingly little 
light on tais question, The following undocu- 
mented discussion should oe considered as 
speculation rather than prediction, To believe 
that the Conservatives would-have acceptéd our 
entire program is tempting but erroneous, Hence 
speculation on the extent to which the new Gov- 
ernment will accept our program actually combines 
two lines: (1) on the aritieh position regardless 
of the party in power, and (2) on the differences 
oetween the Laoor and Conservative pesitions, 
Although this distinction is real, it is 
operationally unimportant for us at this time 


since the Laoor Party is solidly entrenched as 
the dritish Government, . 





It is convenient to seek an answer to the 
general ouestion asked here by raising three 
subsidiary ouestions: x4 


(a) What sre the mein characteristics of 
the present sritich economic situation? 


(>) What economic pattern does the new 
Labor Government -desire to see in 
5 years? . 


(c)’ What steps is the new Government 


likely to take in the near future 
in moving toward their desired pattern? 


The resent situation: The 3ritish economy is 
highly controlled by the Government, presumably as 
highly controlled as the Labor ‘Party would want. The 
Socialists do not have to "seize" the control from the 


"capitalists"-- 
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"sapitalists"--the most they can do in this vein is 
to subetitute government oonds or especial government 


eecurities for corporate shares, 


The country feces a sizable but auite manageable 
reconversion proolem, Britain's reconversion problem 


is simpler than ours mainly because of the size of the 
economy -- levor force one-third and gross national 


product one-fifth of ours -- and the greater disposi- 
tion to use centrel government control.during the 
traneition period, Winding up of the Japanese War 
may delay to some extent the shift.away from the war- 


time proves tea pattern, The new Government is deeply 
committed to ensure full employment, expanding social 


security oenefits, and large numbers of new housing 
units, , 


The sritish internetional financial situation 
is in the worst condition it has been in modern times, 
UK economy, ef presently organized, must have rether 
extensive imports. Imports normally represent about 
one-sixth of the netional income, Imports have not been 
peid for entirely by revenue from current exports for 
several years, The resulting indebtedness has been 


financed by gifts, loans, lend-lease end the liaquida- 
tion of sritish foreign assets, sritein is now a net 


depdtor on internetional account; mcreover, its debts 
ere short term, while its acsets are long tern. 


In the long run there are only two solutions to 
thie net debtor eituation: (1) repudiation by 3ritein 
or cancellation by her creditors oF some of the debte; 
end (2) development of an export surplus, In the short 
run, there are three expedients--not solutions: (1) 
conversion of short-term debts to foreigners into long- 
term debts, (2) payment of short-term deots with long- 
term foreign assets, and (3) new borrowing from aoroad. 


In seeking to improve her internationel financial 


position sritein will seek to consolidate her ties with 
the Empire end Western Europe, consistent with good 


relations 





mi oe 
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relations with the United States, 


Pattern desired five years hence: There is no 
evidence that the 3sritish Labor Party contemplates a 
"five-year plan" with detailed ouarterly or other 


-veriodic production schedules for different industries, 
The Labor Ferty platform in the recent election called 


for public controls of various tyves rather than for 
detailed government management of the economy, 
Significantly, there was no mention of increased 
productivity of labor, although Morrison,Shinwell and 
others have stressed it, s3ritish outvut per man eauals 
only one-third thet of the US. One may judge, there- 
fore, that the Laoor Ferty looks principally to more 
constant emvloyment of the laoor force and the driving 
of better international bargains as a means of raising 
the level of living. Many trade unionists apperently 
think technological progress yaneenena ty unettainadle, 
or too dieturoing. However, some Labor tes contend 
that the government can spur modernization, particulerly 
in coal, transport, power end steel, 





The picture one might draw of the 3ritish economy 
five years hence is one characterized oy: 


Fairly full employment 


Generous treatment of the unemployed, ill 
anc aged 


Less uneerned economic vrivilege 
Feirly staole investment flows 


Modest technical: improvements 


Feirly steole wage-rate and price structure 
at or eaove the present levels 


Current exports elmost vaying for current 
imports, the latter still suoject to some 
priority controls 


Industry 
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Industry control similar to that during 
the wer 


Public ownership of a few concentrated 
industries 


Settlement -- probably not compulsory-- of 
labor disputes by government tribunals 


Some dramatic but not extensive improve- 
ments in the physical lendscape--town and 
country planning projects, highways, houses 


Increased eGucational opportunity at all levels 


The general level of well-being not significant- 
ly different from that prevailing in 1958 


Concisely, the economy will be one in which sociel 
justice is the guiding principle, The picture, as I 
see it, is not one of progress ac menifested oy lerge 
capital accumulation, rapid technological edvence, 
and rising levels of living. The political institutions 


will presumably remain intact, The 3ritish may sacrifice 
some individuel liberty for increased economic security 


and steoility, sBritein may be expected to perticipate 
ectively and wholeheertedly in the verious international 
Orgenizations, 


Steps likely to be teken in the near future: The 
actuel steps in rearranging the sritish economy to 
reech within five years the pattern descrived in the 
vreceding paragraph will resemble those teken for war 


purposes, Reconversion plans will be drawn up and ex- 
executed, 





But the new Government needs, it seems to me, to do 


something drematic to start off its term of office, The 
people who voted Leoor, particularly the middle class 
group that swung over from Conservetive or Lioeral 


to 


_ OTT een + + 
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to Labor, went their feith vindiceted thet Laoor is a 
perty of ection, Therefore, it is highly probeble 

:; that the Government will meke-some drematic moves with- 
- in the next few months, even though these moves heve no 
long-run significance, For exempvle, the Government 
could rush through Parliement e number of dills provid- 
ing in generel terms for the Leoor’progrem es it is now 
advocated, 


Suostitution of public for wrivete ownership of the 
Bank of =tngland is too nominel a. change, 1 fear, to 
setisfy the politicel thirst, The Government bedly 
needs some symool of lerge purvosive ection to confirm 
to its followers thet "we ere really on our way," 





Effects on our internationel economic propren: The 
3ritien know that they need US political end economic 
support over the next few years, if not longer, This 
recognition will tend to mske them go along vith our 
international economic progrem even though it mey not 
suit them in some verticulers, Some 3ritishers have 
ei easy pointed out that if Chey reject the multi- 
leteralism we are edvoceting, they will oe inviting 
bilateral oargaining competition in which we could 
outoid them with considereole eese, -It is interesting 
to note that American opinion hes not yet articulated 
this alternative, 


We need not expect any 3ritish frontal etteck on 
our internetionel economic prorram, but we may expect 
Sritish insistence on accommodation to their enecial 

_ needs, 


My guessee as to British resections to the main 
perts of our program are as follows: 


(a) Bretton Yonds: The 3ritish will accept 
ooth the Fund end the 3ank, 





(0). United Stetes loans: hey will prooebly 
pccepte Lerge loens, even if they -re re- 


quired to reduce their exchenge controls 





more 
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more rapidly than they would otherwise. Ae 


(c) Trede barriers and discriminations: They 
will propebly go along with us on the re- 
duction of tariffs as far and as fest as 
we are politically and procedurelly able 
to move, Empire preference will be 
licuidated only gradually, They will , 
license imports for some time yet. 


(a) Commodit eements end Combined 3oerd 
LING c Oe They ti it be opportunistic 


but generally favoreole to these errange- 
ments, elthough they will give way to our 
position if heavy preseure is put on them. 








(e) Certele: They will be more inclined to 
-  y@gulete than to ebolish them, out coopera- 


tion in concrete cases should not be too 
difficult eince they ere "“enti-cartel" 
in spirit, 


(f) Privete vs, State trading: They will tend 
Oo engege in Oulk purchasing end olleteral 
. deals oy etete egencies or pgents more than 
we would like, although the field for these 


-treneections will be confined largely to 
food and raw meateriele, 


My tentative conelusion is thet the 3ritish will 
accept most of our internationel economic program end 
that the chenge of governments mekes little difference, 
perticularly in the short run, However, if the 3ritish 
actuelly meintein a tightly-planned economy, it will 
mean ppanncs ese len trade, end plenned foreign trade. 
with its cumbersome organizetionel mechinery, will ~ 
elmost certainly mean reduced foreign trade as contrasted 
with properly functioning privete compétitive trade. 
Whether the long-run prospect would have been markedly 
different under the Conservetives is doubtful. 


te ee me 
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POTSDAM! DECLARATION REFLECTS The Potsdam ultimatum to 
DEPARTMENT'S ECONOMIC POLICY Japan is in line with the 

besic economic policies 

which had been drafted in 
the Department, particularly as it concerns reperations 
and industrial disarmement. The final interpretetion of 
certain phrases, however, may modity some of the methods 
by which it had been suggested these objectives could be 
accomplished, 


This is particularly true because the declaration 
apperently leaves the wey open for a limited occupetion 
and the continuance and exercise of certain functions of 
the Japanese Government. Department volicy had been 
based on the assumption that the Allies would teke over 
the government of Japan and assume all of its resvonsibil- 
ities. It was presumed thet the Allied Government ‘ould 
enforce its demands directly and administrative machinery 
would function under it. The ultimatum eonerently vnermits 
giving the Jepanese Government the responsibility of carry- 
ing out some, end possibly all, of the Allies' demands, 


It should be pointed out that the ultimatum is still 
open to interpretation and that its status is in question 
inasmuch as it was at first rejected and inasmuch as 
Russia hes become an ally in the "ar against Japen since 
its issuance by the US, UK ard China, Fowever, a pre- 
liminery interpretation of the economic policies as they 
compare “ith Department recommendetions is of interest. 


The Departnent's demilitarization nolicy, which is 
in line with the ultimatum, not only recormends dismantling 
armament ovlants but calls for control of sll heavv industry 
cepacity and those key industries which might later be 
develoved for war purvoses, Tis reduction in heavy in- 
dustries would, of necessity, lower the general standard 
of living, Wo maximum living level is recormended in the 
Case o* Janan, although the Department suggests that iib- 
ereted areas should have preferential treatment where suvplics 
needed by Japan ere in short world suvply, “ilitarv govern- 
ment should not take stens to reise the living level "out 
of line" with thet of neighboring countries, but a mininum 
subsistence standard, preventing stervetion, or such diseese 
and civil unrest as vould interfere with ~iliter’ govcrn- 
ment should be naintained. 


Financial controls, essets abroad, reparations, relief 
for libereted arees, civilian sunplies and scrvices, and 
cartel agreements are all subjects on which Devartment 
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- MIDDLE EAST SURPLUS DISPOSAL The doller situetion in 


ie Ge 
policy toward Japan has been formulated. 


| Modificetion of the Department's ideas and proposed 
methods may prove to be greatest in the area of economic 
‘reform measures--land tenure, labor and industrial organ- 
‘izations, taxation reforms, etc. Obiectives in this 
field have not yet been defined in any detail. 


It is believed that the general objectives of the : 
Department can be adhered to for the most part whether ' 
they are initiated and carried out by Allied forces or 
by the Japanese Government. 


* * * 


DEPARTMENT IS “ORKIVG Suggestions for terms of the 
ON ITALIAN PEACE TERMS Italien peace treaty are being 

drafted in various divisions 

of the Department, preparatory 
to the September 1 meeting of the Council of foreign 
Ministers, The Potsdam proclamation cited the Italian 
peace treaty as one of the first tasks of the Council. 
Mr. John Loftus of ITP, Mr. “lplter Redius of TRC and "r, 
Jacoues Reinstein of OFD are coordinsting the work for 
the economic offices. 


* * 


PROBLEI! REFERRED TO LONDON the Middle Eest sterling 
area countries has been 
referred to London where 

‘Anglo-American economic matters are now under discussion. 

The problem is particularly acute at the present time be- 

cause of the cuestion of dispossl of US surplus goods in 

that eree. Our proposal for an interim agreement, whereby 

_ seles would go forwerd for local currency to be later con- 

verted into dollars up to a specified amount, was refused 

the past week by the British. In the meentime, the freeze 
continues on the sale of US goods and British goods similar 
to those of lend-lease origin. 


The interested egencies in Yeshington are now consider- 
ing the contents of a reply to be made to the original British 
position that US surpluses in the Middle East be sold only 
for locel currencies; that there be no guarentces against 
‘exchange risks; and no commitments for conversion into 
dollars of the unexpended local currency balances. The De- 
pertment is of the opinion that no workable solution of 
the financiel cvestions will be reached until the position 
“of the British Government with respect to the release of 
some of its dollar availabilities is determined at the 
highest level. ee 
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US OPPOSES LONG TERM The US position against long~term 
ARGENTINE MEAT CONTRACT government contracts for the pur- 

chase of particular commodities 

was emphasized this week in con- 
nection with British negotiations to purchase meat and other 
supplies from Argentina. While the Department is in sympa- 
thy with the UK desire to obtain necessary quantities of 
Argentine meat at reasonable prices, it is pointing out to 
the Eritish the arguments against such a four-year contract 
as is proposed, 


The Department believes it desirable to limit the term 
of the contract for the purchase of Argentine meat to two 
years because: (a) the supply situation might change in 
such a manner that the contract then would have discrimi- 
natory effects on other countries which are potential pur- 
chasers or suppliers; (b) it is hoped that present plans 
for an international agreement on commercial policy, in- 
cluding state-trading problems, will be completed within 
two years, and prior qualifying commitments might retard 
rather than advance the objective of expanded world trade 
on a non-discriminatory basis; (c) such a contract would be 
contrary to the principles of Article VIII of the US-UK 
trade agreement which provides that either government in. 
making foreign purchases, shall be influenced solely by 
commercial considerations such as price, quality, market- 
ability and terms of sale, 


Background of the Argentine Meat Case. Early in June 
the British informed the US that they had made no progress in 
negotiations with Argentina for a supply of meat for the 
current year. It was suggested that the British and the US 
make concerted representations to the Argentines impressing 
on them that their responsibility as an Ally included making 
available maximum supplies, on reasonable terms, under the 
system of international allocation of Argentine products re- 
quired in rehabilitation of the European economy. We agreed 
to this suggestion and instructed Embassy Buenos Aires to 
take appropriate action after consultation with the British 
Embassy. Since that time there has been an exchange of 
aide memoires between the British and the Argentines and 
between the UK and the US. 


Proposed Contract. The UK-Argentine proposal was the 
subjett of a British aide-memoire to the US. The proposal 
covers the exportable surplus of Argentine meat, excepting 
quantities to other American Republics, with certain pro- 
visions for supplies for continental Europe, Meat is to be 
furnished at the prices to be agreed upon by the British 
and the Argentines, such price to be reviewed at the end of 
two years, British suggestions to the Argentines include a ~ 

; oe statement 





- 
— 


DECLASSIFIED FOR PUBLICATION IN FOREIGN 
RELATIONS OF THE UNITED STATES 


ee rn ee . 


— a 





-- 4 


statement that British payments would be in sterling but 
payments from countries outside the sterling area would 
be made in other currencies acceptable to Argentina. 


Argentine meat would be subject to allocation by the 
Combined Food Board. ‘The US believes this procedure is 
essential to prevent discrimination. AS a part of this 
procedure, the CFB Committee on Meat and Meat Products 
should be expanded immediately in accordance with a sug- 
gestion which the US has already made to the British. 


Supplies for argentina. The question of argentine meat 
is tied in with an Argentine request. for other merchandise 
to "assure the stability of production and transport to exit 
ports of products under negotiation." The materials re- 
quested include railway equipment, rubber, fuels, lorries, 
agricultural machinery, iron and stecl, wood, and chemical 
products, 


_ The British have informed the Argentines that they can- 
not enter into barter arrangements and that Argentine claims 
to short-supply items must be related to those of devastated 
countries and those actively engaged in the war against Japan. 
However, the British have some materials which they may be 
able to.make available to Argentina -- on a basis of need — 
rather than barter. In this regard the. British inquire 
whether or not there is any possibility. of the US providing 
Argentina with such quantities of rubber, coal and oil as. 
may be considered essential inasmuch as the UK has none- of: 
these .items available. The British are c unsidering supply=~ 
ing railway equipment, small quantities of iron and. wwe : 
lorries, agricultural machinery and chemicals. 


The US is pointing out to the British that we will be - 
unable to make any rubber, coal or oil available in addition 
to present. arrangements, which are as follows: 


(a) Under the Argentine-Brazil-US agreement, a tentative 
program provides for synthetic rubber from the US to Argentina 
at-the rate of 2,700 long tons per half year between July l, 

1945 and June 30; 1946. Locally available stocks and regular 
imports from Bolivia will provide the requisite natural | 
rubber through the end of 1945 for use with this synthetic, 
and at that time Argentine requirements of natural rubber 
will again be reviewed, Concurrence of Brazil to the pro-. 
gram is being sought. fy 


(b) The Department has asked for a review of the cecal 
situation, shipments of which have been stopped from the US _ 
to Argentina and Portugal in light of US assumption of re- — 
sponsibility for shipping coal to dur Allies in Europe.. 

(See page 8 June 30 issue of Current: Economic Developments)» 


(c) The US 
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(c) The US is making every effort, in conjunction with 
the UK, to supply 500,000 tons of fuel oil to Argentina 
from Caribbean sourtes to meet the undertaking of the May 
agreement with Argentina for fuel oil in exchange for lin- 
node of (See page 9, July 23 issue Current Economic Develop- 
ments). ‘ 


* * *- 


EECE HAS NOT ACTED ON Final decision on the modifications in 
FOOD RECOMMENDATIONS existing methods of allocation and co- 

ordinated purchase of foodstuffs in 

world short supply was deferred until 
the August 15 meeting of EECE at the request of the UK 
Denmark and Norway. However, the US suggestions as outlined 
on page 8, July 30 issue of éurrent Economic Developments, 
were presented and will be considered. 


The US had indicated, among other eines, that it was our 
position that all problems of allocations and *markets should 
be worked out at CFB committees rather than to have European 
surpluses considered by the Food and Agriculture Subcommittee 
of EECE. This recommendation was apparently concurred in by 
the subcommittee, It recommends that "EECE continually sur- 
vey food conditions in Europe and make recommendations when 
considered desirable to the CFB on general policy or on spe- 
cific problems in connection with allocations." 


Conference of Food Statisticians. EECE, the Interim 
Commission of FAO, and the Combined Food Working Party will 


call a conference of food statisticians in the near future 
to agree on methods by which comparable food statistics can 
be prepared, 


Panel of Besant | on Public Utilities. A panel of public 


utalite experts representative of France, Belgium, Luxembourg, 
the Netherlands and any other interested "allied countries, as 
Well as the CPRB and ECO, will be appointed shortly to discuss 
specific utility. problems as they arise. The panel will report 
directly to EECE so that this committee will have pertinent 
information necessary in anapTeng measures of economic coordi- 
nation. 


Dechnica} Personnel for pmE. It is probable that Mr. 
Hawkins he member o will need to enlist temporary 
services of technically qualif ed personnel from other US 
missions in Europe. With that in view, various missions 

and consular offices have been asked to notify. Mr. Hawkins 

of any experts they have in the fields of electric power, 
textile production and: fertilizers.- ae , 


* * K .. 
eri eee — 
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SUCCESS OF ECO INDICATED Recommendations on allocation of 
BY SEPTEMBER ALLOCATIONS coal for Northwest Europe for 
September have been unanimously 
agreed to by a subcommittee of 
the European Coal Organization. This is most encouraging 
as a decision of distribution which all claimants accept 
is important in view of the deficiency in supply, and as 
it strengthens the position of ECO as an effective organi- 
zation. While ECO members are not satisfied with the aggre- 
gate amounts of coal which they will have, they have agreed 
to the recommended allocations as being a fair distribution 
of what is available. ) 


Some anxious moments were experienced when the French 
initially said they opposed on principle any discussion of 
French allocations of coal exports from the US on the grounds 
that those allocations. were a separate priority arrangement 
which could not be changed. It was pointed out by the US 
representative. that this Government has not and would not 
make any side commitments that would act as a priority for 
the delivery of US coal to any government. It was further 
pointed out that the Department gives full support to the. 
operations of ECO and would: not make, any commitments to any 
Government that would sabotage the efforts of that crgani- 
zation. The arrangement by which the Army has agre:d on a coal 
replacement program for France ‘is strictly an internal mat- 
ter designed to secure additional allocations of coal from. 
US source, but this does not serve as a firm commit- 
ment to deliver coal to France irrespective of deliveries 
to other deficit areas of Europe, 


The French came into line, expressing their desire to 
support ECO and to complete a successful meeting. It vas 
obviously the feeling of the committee that the French 
should make some concession in favor: of the Dutch and on 
August 4 the French offered the’ Dutch 15,000 tons either 

from the US or German supply. The Dutch’ took the latter. 


While the availability of German coal is not yet firm, 
and while shipping difficulties make uncertain the actual 
US deliveries, the assumed availability for September for 
Northwest Europe totals 1,696,000.tons. This includes 
765,000 from the US, 161, 000 ‘fr rom the UK and 750,000 ‘from 
‘Germany. | 

The total. recommended allocations ares Belgiun, 

275,000 - tons; Denmark 218,500 tons; France 708,000 tons; 

Iuxembourg 167, O00 tons, Netherlands 206,000 tons, go! as 
181,000 tons. Norway concurred that two cargoes of 8,500 

tons each be transferred ‘from the 150,000 tons of US coal 
originally proposed for Norway. One of each of these car- 

goes go to Belgium and Denmark, - 
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It. was agreed that if US deliveries for September fall . 
short of the program, pro-rata distribution vetwees countries 


should be made. 


Shipping Situation. As of August 4 shipping had- been 
obtained for 951,500 tons of US coal for August loadings. 
The Army is scheduled to ship 697,000 tons, of which 
331,500 will be for Italy and Sicily 297,500 for France 
and 68 yO0O for Northwest Europe. Shi pping has been ar- 
ranged "for 254,500 tons under civilian programs, includ- 


ing Greece and ‘North Africa as well as Northwestern Europe. 


Because of the time element it was necessary for the US 
to make some decisions regarding August loadings without 
full ECO participation. Allocations in the future should 
be agreed to at least four weeks prior to the month of 
loading. 


x* * * 


TARDINESS IN PROCURING ITAL - 
SUPPLIES IS CAUSING NGucean eas Re nag 

possibility of a complete 

breakdown :in delivery of 
suppries. for-Italy after Séptember arrivals. He states that 
the British are apparently over optimistic about UNRRA's 
assumption of the future burden. The result is that procure- 
ment is not being undertaken for food and other supplies 
needed after September in accordance with the interim pro- 
cedure described in last week's Current Economic Develop- 
ments. Grave political unrest can be expected unless con- 
tinuity of supply is assured, 





The Department is doing everything possible to speed 
up the operations of FEA, Treasury and WSA-so that goods 
may move forward on requisitions which have just been 
initiated for September requirements of wheat, sugar ~ 
and other ‘food, coal and petroleum. 


x * * 


TRANSPORT CONFERENCE Reconvening of the European Inland 
RECONVENES AUGUST 22 Transport Conference, which has . 
been agreed to by the Soviet CGovern- 
ment, is scheduled for August 22, 
Mr. Clayton and Mr. Taft have asked that Robert Hooker be 
sent from the Department to participate in view of his ex- 
perience in the previous negotiations, | 


* * * 
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PRESIDENT INTERPRETS President Truman on July 30 issued 
LEND LEASE DIRECTIVE ‘two directives. to the: Joint Chiefs 

of Staff interpreting. his directive 

of July 5, which had limited the issue 
of lend-lease munitions of war and military. and naval equip- 
ment to "that which is to be used in the war against Japan". 
The presidential interpretation:is much broader than that 
which the War Department had given the.original directive, 
and in the case of the American Republics makes certain spe- 
cific exceptions which‘eliminate most of the problems that 
had .been raised by the original directive of July 5. (See 
page 5, July 23 issue Current Economic Developments). 


The new directive permits lend-lease which is used in 
direct support of the redeployment of American troops or of 
Allied troops in connection with their redeployment in sup- 
port of the war against Japan, It also allows issues to — 
any Allied service forces that are directly serving United 
States forces in any area, 


the directive refers specifically to the President's 
memorandum of July 17, 1945 tothe Prime Minister in regard 
to the Phase II lend-lease - arrangements that had been worked 
out between British and American representatives in October 
and November 1944, The Phase II discussions covered civilian 
supplies and munitions for the period between V-E and V-J Days 
to permit the equitable reconversion to civilian production 
in the: two countries, Issues to the British Empire are to: 
‘be made "generally in accord" with the schedules worked- out 
on these Phase II discussions, the only exception being that 
requirements for occupational forces in Axis territories 
will._not be eligible for lend-lease, |. ey 


To take care of the maintenance of British equipment 
of American origin used in Axis occupation and for other 
purposes ineligible under this directive,-specific provision 
is made for the supplying of maintenance items under lend- 
lease against payment terms, to be determined by the State 
Department and the Foreign Economic Administration. — 


The replacement and maintenance of French units that 
had been equipped by the United States is authorized for sub- 
sistence until the end of August 1945, and for other items 
until the end of September 1945,. " : 


In the case of Latin America specific authorization is 
given.to handle the return of the Brazilian Expeditionary . 
Force and the hospitalization of Brazilian wounded;to pro- _ 
vide material for approved air and naval patrols and:for air 
sea rescue; and items in.support of American redeployment. 


The 
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The directive, however, does not clarify the situation 
as to the handling of commitments already made to Latin 
America. The Department is working on this question in con- 
nection with the War Department and is also working on a 
solution of the Iranian problem that will permit the delivery 
to Iran. on some basis of the cash reimbursement lend-lease 
items in process of procurement or already shipped to Iran 
for issue by the Army. 


¢ et 


Discussions with FEA to work out the terms of payment 
for the replacement items not used in support of the war 
against Japan have been started, 


* * * 


\ US-UK VIEWS DIFFER ON The need for reducing trade barriers 


TARIFF REDUCTION METHOD is clearly recognized by the US 
and UK but there is some difference 


of opinion on how to accomplish 
the objectives, 


British Recommendation, The British are in favor of 
a multilateral convention under which all participating coun- 
tries agree simultaneously to reduce all of their import 
duties by a certain percentage. This would also make pos- 
sible the general termination of non-tariff trade barriers, 
with appropriate exceptions, as part of the convention. 





The British proposal departs from the principle of se- 
lectivity required by the Reciprocal Trade Agreements Act 
and presents several problems from the US point of view. In 
respect to certain commodities there would be real difficul- 
ties for domestic producers which might necessitate subsi-~ 
dization of domestic industry and/or quota restrictions on 
imports. It would also be difficult to negotiate internation- 
ally since each country would tend to propose reservations 
or exceptions to take care of individual industries which 
might seriously impair or even nullify the whole program, 


US Proposal. For immediate purposes of the discussions 
now going on in London with the British, the US representa- 
tives have proposed an alternative to the multilateral- 
horizontal approach. It is a selective "nuclear-multilateral" 
approach which we believe comes nearer to meeting the Eritish 
viewpoint than any of the other methods which are practicable 
undér present grant of authority by Congress. Under this pro- 
posal a nuclear group of eight to twelve countries would agree 
to the following procedure: 


aia le Each 
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1. Each member of the group would immediately 
begin to negotiate: bilateral agreements with 
the others. These agreements wo ld provide 
for selective tariff reductions contingent 
upon the acceptance by all members of mutually 
satisfactory provisions regarding tariff 
preferences and non-tariff matters (e.g. 
quotas, exchange control, commodity policy 
and cartel policy). 


2. At the time of beginning the bilateral tariff 
negotiations or at a later stage, the US would .: 
issue a public statement proposing the estab- 
lishment of an international trade organiza- 
tion and setting forth the outlines of a pro- 
posed multilateral convention. 


3. Simultaneously with negotiating the bilateral 
tariff agreements, the nuclear group of coun- 
tries would conduct negotiations regarding tt.: 
non-tariff parts of the whole plan. These 
negotiations would probably be conducted multi- 
laterally. 


4, When the above negotiations have resulted in 
substantial agreement all around, a general . 
international conference would be held to | 
bring into the arrangement as many countries 
as might be prepared to join. The agreement 
among the nuclear group, plus these others 
would then be concluded and mede effective. 


5. Other members would be added to the arrange- 
ment upon adherence to the non-tariff parts 
of the arrangement, and such tariff provisions 
aS may be agreed upon. 


) The British reaction to this plan is not yet known. A 
preliminary comment was that it would be difficult to line up 
the nuclear countries by separate diplomatic talks. 


SUGAR AGREEMENT, A resolution extending the International 

.EXTENDED ONE YEAR Sugar Agreement was adopted August 3 by 
the International Sugar Council meeting 
in London. 


* * * 
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DEPARTMENT APPROVES DISCLOSURE In a letter to the Bureau of 
OF TECHNOLOGICAL INFORMATION the Budget, the Department 


has approved in principle 
a proposed executive order 


authorizine free and general public dissemination of scien- 
tifie and industrial information obtained by any US agency 

in enemy countries or liberated areas, Under the proposed 
order the Office of War Mobilization and Reconversion, with 
the concurrence of the War and Navy Departments, would effect 
such disclosures without restriction. 


In stating its views the Department has brought to the 
attention of the Bureau of the Budget the objections received 
against such disclosure. One foreign government and one do- 
mestic US firm have already protested. The first protest does 
not question the right of this Government to seize and disclose 
information -=- contention only arises if such information is 
used without proper compensation being paid to the affected 
party. The s’ccnd case does not question the right of the 
US to make seizures, but protests disclosure of such infor- 
mation in the US where it is alleged it would be of value 
to the affected company's competitors. 


In the opinion of the Department no cause of action could 
be had by any party in our courts who alleged injury, but con- 
firmation of this view is being sought from the Department of 
Justice, 


*' * * 


US PRESENTS POSITION ON The US proposal for a program of 
FINANCING MILITARY RELIEF joint financing of military relief 
(that part which falls outside the 
scope of UNRRA) to liberated and 
conquered areas of Europe has been presented to the Eritish 
and Canadians. This is in reply to the British note of 
May 15 and the Canadian note of May 17 asking this Govern- 
ment to reconsider the distribution of financial responsi- 
bility for relief supplies delivered through military channels. 


; Nations covered by this proposal include France, Belgium 
(including supplies for Luxembourg), the Netherlands, Norway, 
Denmark, Greece, .lbania and Yugoslavia. In addition, com- e 
bined financing is proposed for Italy, whether or not supplies 
are furnished through military channels. This would be an 
interim plan since it is hoped that the UNRRA Council meeting 
now in Lonaon will vote to include Italy as eligible for 
UNRRA relic Se 


Under 


ee 9 
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Under the terms of the American proposal, each of the 
three participating countries would be financially respon- 
sible for supplies procured within their own territory, 
with the UK assuming financial procurement for the British 
_ Commonwealth outside of Canada. Cost of procurement from 
all other areas would be borne equally by the US and the 
UK. Originally, the US had intended to assume sole responsi- 
bility for procurement in the other American Republics as 
of June 1, 1945. This was not found to be feasible since 
the War Department had assured Congress that third country 
procurement would be undertaken only in conjunction with the 
British. Procurement in this area is not expected to be im- 
‘portant, . 

: The US reserves, the rignt to put on a lend-lease basis 
certain supplies it furnishes as follows: (a) petroleum, 
oil and lubricants delivered to France, Belgium, Luxembourg 
or the Netherlands on or after July 1, 1945; (b) -coal de- 
livered to France on or after August 1, 1945; (c) any other 
supplies delivered to Belgium, Luxembourg or the Netherlands 
on or after August 1, 1945. 


Payment in full shall be requested of all governments, 
unless other arrangements are mutually agreed upon, but it is 
realized that a certain percentage will be irrecoverable. 
This Government believes it essential that losses continve 
to be shared on a percentage basis and therefore recommends 
that the three countries share losses up to $400 million in 
the following proportions: US, 67%; UK, 25%; Canada, 8%. 

In excess of $400 million the US would assume 74% of the 
losses; UK, 21%; and Canada, 5%, 


As a stop gap measure we propose that supplies going to 
Germany and Austria come under the terms of this agreement 
but in no event beyond October loadings. 


Neither the British nor Canadians have commented on the 
acceptability of the US financing plan. The memorandum 
presented to the UK and Canada has been forwarded to Clayton 
and Collado who are in London. It is expected that while 
there, they will discuss the matter with top British officials. 


* * 


aot 
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PLANS MADE FOR PRIVATE Resumption of private trade with the 


TRADE WITH PHILIPPINES Philippines, with an eye toward con- 
trolling black market activities, 


will be based on a policy of grant- 
ing export licenses only for shipments to an approved list of 
importers, according to plans worked out by the Foreign Econ- 
omic Administration and concurred in by the Departments of 
‘Interior and State. This is a counter-proposal to the recent 
plans submitted by FEA, Interior and State representatives 


in Manilla, 


The plan calls for the establishment of a committee in 

_ the Philippines, chaired by a representative of the Depart- 
ment of Interior, and composed of representatives of FEA and 
State and perhaps a representative of the Commonwealth Govern- 
ment, This committee would prepare a list of approved im- 
porters classified intwo groups: (1) those possessing capacity 
to handle unlimited quantities of goods, and (2) those with 
capacity to handle limited quantities. Importers would be 
approved if they possessed adequate facilities and if they 
agreed to observe local price regulations and to require 
their customers to do so, Removal from the approved list 
would thus constitute an effective sanction against black 
market operations. 


YEA takes over from the Army on September 1 the respon- 
sibility for obtaining allocations for civilian goods, for 
shipping licenses, and for ship loadings, Under its program 
the largest part of these exports is to be handled by private 
traders, In the case of cotton textiles and certain basic 
foodstuffs, which are in critical supply, it may be necessary 
for the USCC to assist private trade. This would only be done 
when it is patently impossible for private traders to handle 
those iters. 


FEA is assured that domestic distribution of supplies 
in the Philippines can be handled by private importers there. 
This appears nore probable in view of Theater willingness 
to admit twelve businessmen per month, a figure which FEA, 
State and Interior are attempting to have raised. As a fure 
ther indication of Army willingness to be of assistance they 
have agreed, in so far as necessary, to make facilities avail- 
able within the Islands to assist in distribution. 


The FEA plan was suggested after the rejection of a former 
proposal, which called for control of shipments through issuance 
of shipping permits to importers within the Islands, this being 
the final step in the process of export contol procedure. It 
was thought that .merican exporters would not attempt to obtain 
goods from manufacturers or to seek export licenses if they 
had no assurance in advance of their ability to obtain shipping 
and distribution. The War Shipping Administration, moreover, 
was unwilling to operate on this basis, 
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SUGGESTIONS MADE TO ECITO Two suggestions concerning the 

CONCERNING USE OF TRUCKS use of trucks have been made by 
the CPRB to the European Central 
Inland Transportation Organization, 


The first suggests that all road transport equipment 
should be limited to short hauls to the extent found nec- 
essary to relieve rail and water transportation facilities, ‘ 
This could be done by governmental regulation or controls 
being put into effect by the member countries as recommended : 
by ECITO. . 


The second suggests that ECITO request investigation 
of the practicability of inserting a provision in sales con- 
tracts which would limit trucks to such usage as ECITO might 
determine justifieble. Investigation would be made by the 
various disposal agencies of the US, UK and Canada. Some 
doubt has been expressed in the Department as to the feas- 
ibility of this suggestion chiefly because of the impossi- 
bility of enforcement, 


* * * 


LONDON OUTLINES LABOR'S Embassy London is of the opinion 
PROBABLE ECONOMIC POLICY that the major economic lines taken 

by the Coalition Government will 

be continued by the Labor Govern- 
ment during the transition period. Subsequently, however, 
Labor can be expected to modify any policies which may be 
incompatible with the full employment program to which it is 
committed. Labor's traditional international mindedness should 
facilitate discussion of international economic problems. 


Briefly summarizing the probable effects of the change of 
governient in the economic field, the Embassy indicates the US 
can expect: 


(1) The Labor Government will be reluctant to tie itself 
to any rigid international financial or trade arrangements which 
might impair its ability to resolve Britain's balance of pay- 
ments problem and which might prevent its adopting measures of 
protection against serious economic fluctuations from abroad. 


(2) Bretton Woods will be subjected to further close | 
examination, in view of the Labor Party's suspicion of gold 
and since Bevin has said he is not convinced that the Bretton 
Woods proposals are sufficiently flexible to give Labor the 
necessary latitude of action. However, the Labor Party is 
seeking advice of a number of professional economists who 
support Bretton Woods, 


(3) Imperial preference will be rec. ..idered if other 
countries will cooperate to reduce trade buriiers, 


(4) Export 


DECLASSIFIED FOR PUBLICATION IN FOREIGN 
RELATIONS OF THE UNITED STATES | 





aS BEST COPY AVAILABLE 


(4) Export trade is likely to be left largely to private 
enterprise, which will be given full encouragement and freedom 
of action. 


(5) A substantial degree of government control over se- 
lected imports may be expected in accordance with the Party's 
objective of a planned economy. The policy of bulk purchases 
will be continued, 


‘ (6) An anticartel policy in the international field will 
be supported. 


(7) Proposals for international public ownership, or 
at least effective intergovernmental control, will be made 
by the Labor Government, 


* * * 


TERMINATION DATE OF MESC The British have expressed opposition 
NOW UNDER CONSIDERATION to liquidating the Middle East Sup- 
ply Center (MESC) as of October 1, 
the target proposed by the US. Their 
objection is based on administrative difficulties in organizing 
post-MESC supply controls and on the necessity of informing 
Parliament prior to publication of the decision. Instead they 
propose December 31 as the termination date, with British and 
US separate missions continuing any commodity controls still 
essential and consulting when necessary, 


US representatives have urged an early elimination of 
MESC in view of our policy to eliminate wartime controis as 
rapidly es possicole. In view of the British proposals termi- 
nation date is uacertain. FEA's position is not fully formu- 
lated and the Department, primarily concerned that liquidation 
be orderly and that friction with the British be avoided, is 
considering the deadline problem. Developments in the supply 
situation and the extent of deletions from the "short list" will 
have a considerable bearing on the decision. 
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END OF WAR MAKES CHANGES IN The overnight shift from 
MANY PHASES OF ECONOMIC PROGRAM full scale war to veace 

: brings to all agencies 

tremendous problems in 

adjusting their programs to meet the new conditions. “While 
the Department's economic offices had been operating with 
an eye to the postwar period and policies have been formu- 
lated with that in mind, the end of hostilities inevitably 
cails for immediate action in some fields, for intensifica- 
tion of effort in other fields, for relaxing and abolishing 
controls, and paves the way for long range peacetime planning 
and international collaboration. 


This issue of Current Economic Developments is de- 
voted exclusively to recent developments in the economic 
field occasioned by the end of the war and to the problems 
which must be faced--with regard to both domestic recon- 
version and economic problems in connection with our foreign 7 
policies, ve 


* * * 


RECONVERSION “'ORKING COMMITTEE TO On August 11, three 
STIMULATE TRANSITIONAL PROGRAMS days before the end 

of the war, Reconversion 

Director Snyder called 
on twenty-six agencies to appoint representatives to a Re- 
conversion Working Committee. The devclopment of coordinated 
plans and the maintenance of a critical review of planning 
and operational progress under approved progrems is of first 
importance, Snyder seid in his letter to the heads of De- 
partments, 


The group mct for the first time on August 13. Robert 
Nathan, Chairmen, asked the members to outline in memorandum 
their plans, programs, problems end questions, including 

' Suggested legisletion for amending cxecutive orders. This 
work is progressing repidly, the goal being the formation 
of a mastcr plen coordineting all agency activitics. The 
plan will be revealed step by step as the heads of agencics 
agree on how to proceed in unwinding our wartime economy 
and switching it to peacetime production. 


The Roed to Reconversion The job ahcad is one of re- 
directing from war to peace the four main resources from 
which the wealth of our cconomy springs: manpowcr, rew 
materials, plant end equipment, and menegeriel know-how, 
The switch to full peecctime output requires a numbor of 
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immediate steps: 


1. Contract cancellation - The plent and equipment, 
materials and manpower engaged in war production 
must be released by immediate cancellation of 
all wer contracts no longer needed. Terminated 
contracts must be promptly settled. Plants must 
be cleared. Businessmen must be ready with their 
plans for peacetime production and expansion and 
must move ahead quickly. 


2. Armed services - The armed services must be demobil- 
ized without delay. 


3. Controls - Some controls must be removed to speed 
reconversion and expansion. Other -.controls must 
be reteined for the same reason. 


4. Prices and rents - To prevent ruinous inflation, 
prices and rents must be held in linc until an 
abundant supply and sharpened competition can 
operate to prevent excessive riscs,. 


5. “ages - Wherever their increase would cause in- 
flationary prices, wagcs must also be held in } 
line. At the same time measures must be taken to 
oppose the rapid shrinking of purchasing powcr if 
business is to reach and hold high levels of pro- 
duction and employment. Strikes must be held to 
a minimin, 


This is the general plan, but in the next few weeks 
many implementing jiecisions will have to be meade. As Mr. 
Snyder stated in his report to the President, '"c cennot 
make millions of job shifts, cut off billions of dollars 
in war contracts, radically change the cheracter of our 
national output. without meeting many unexpected situations. 
Our basic policics are set. Our strategic objectives are 
clear. We must b2 prepared, however, to change end adjust 
our tactics to meet new problems and take advantage of . 
opportunities as they arise." 


x *k x } 
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DEPARTWENT OUTLINES TO RECONVERSION COMMITTEE In a memo-. 


PROBLEMS IN INTERNATIONAL ECONOMIC RELATIONS randum for 
the Recon= 


| version 
Working Committee, the Department has summarized the prob- 
lems in international economic relations which will have 
2n impact on reconversion. The following points ere par- 
ticularly important: 


Termination of Some Controls The Department holds to 
the policy it has long maintained that wartime trade con- 
trols designed to contribute directly to the war effort 
should be terminated as soon as possible. Particular 
reference is made to General Imports Order M-63 which 
assured preference in shipping allocetions to imports of 
commodities essential to the war production program. These 
commodities should now be reviewed to see which of them 
can be removed from control end items in ample world supply 
should receive first consideration. 





The memorandum points out that there will be a dis- 
position to recommend the continued use of import controls 
to stabilize prices in the postwar period, or to assist 
in the readjustment of domestic industry to altered con- 
ditions. Recommendetions to this effect should be examined 
criticelly end should be held inconsistent with the general 


US commercial policy. 


Conflict between domestic stabilization and foreign 
policy objectives will be, to some extent, inevitablc. 
Cuban sugar is cited as an example of the area of potential 
conflict. The objectives of the public purchase arrange- 
ments for Cuban sugar were to stabilize price levels by 
eliminating competitive privete purchase, to permit the 
most efficient utilizetion of ocean freight space, and to 
cushion the impact of wer upon the one-crop Cuban economy 
by providing an assured 2nd stable outlet for that country's 
sugar. Through public purchase this Government has been 
able to hold the price of Cuban sugar down to $2.65 per 
hundred weight for previous crops and $3.10 for the 1945 
crop. Abortive negotiations eerlier this year for the 1946 
crop were discontinued at a point where the price negotiations 
were in the neighborhood of $3.45. In the neantine, the free 
‘’ world market price for raw sugar has shown itself to be 
around $7.00 per hundred weight. If public purchase were 
discontinued, the free world price would be substantially 
above $3.45. There is, accordingly, a tendency to embark 
upon public mrchase again in the hope of preventing an 
abrupt rise in the domestic price of refined sugar. If 
this decision is taken it will meen that domestic price 


——— —— —_ 
stabilization 
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stebilization objectives have been put eheed of the com- 
mercial policy objectives of restoring trede to private 
chennels as promptly as the exigencies of war permit. 


Likewise, a conflict will arise in the case of coffee, 
Unless US ceiling prices are either increased or eliminated, 
there is reel danger that postwar coffee rationing would © 
have to be instituted when there is a shortage neither 
of the commodity nor of shipping. Producers maintain 
that present US ceiling prices are too low in contrest 
to production costs and,’other countries ere purchasing 
et one and one-half to two cents per pound above US 
ceiling. 


Retention of econ to Meet Commitments While care 


should be exercised to avoid continued utilization of war- 
time controls, the Department hes told the Reconversion 
Committee that indiscriminate relaxation of controls should 
be guerded egeinst--controls that will either (1) render 
firm commitments by this Government incepable of fulfill- 
ment, (2) nullify undertakings and efforts arising directly 
out of the war, or (3) be incompatible with econoric 
foreign policy objectives, 


1. Relicf and Rehabilitation The US has 2 large 


responsibility in-restoring sound economy in 
Europe. he Department strongly urges that 
allocations and related controls should be 
continued in'so far as the general relexation 
over short supply commodities would make it 
impossible for UNRRA and liberated countries 

to obtain reasonable access to them. The 
commodities most likely to require such con- 
trols include coal, fats and oils, meat, sugar, 
hides and leather, textiles, lumber, phosphates, 
agricultural machinery, textile machinery, and 
transportetion equipnent,. 


2. Combined Boerds The Department believes the 
Combined Boerds should not be precipitously 
eab-ndoned, since an abrupt termination would 
prevent stabilization of prices and distribution 
which ere indispensible. to the fulfillment of 
US commitments vis- -~a-vis liberated areas and UNRRA, 


3. Public Purchase Procurement Contracts “e should 
not terminate public purchese procurement con- 
trects when the negotietion or renegotiation 

_ suggest the assumption by this Government of 
an obligation to cushion egeinst abrupt shock 
the economy of a friendly vase 
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isk as 3 4, Export Controls While the Procleimed List in 
ie ~ itself need not be a determining criterion 
‘- with respect to the termination or continuence 
of export controls, nevertheless the decision 
as to when and under whet circumstances export 
controls are to be terminated should not be 
teken without reference to the list. 


5. Treasury Controls The Department believes that 
Foreign Funds and other Treasury controls should 
not be relinquished without consideration of 
the effect such action would have upon repara- 
tions and restitution questions, 


6. Shipping Controls In line with certein United 
Nations responsibilities, the Department feels 
that neither national nor international wartime 

‘ shipping controls should be absndoned if it would 
injure effective performance of these major tasks, 
including supply of occupying forces, repatriction 
of troops and supplies, end transportation of 
relicf supplies. 


Discontinuance. of Wertime Finencial and Commercial 
Arrengements | 


* Lend-Lease With the termination of the war, lend- 
lease comes to =n end, This will (a) eliminate 
a significant outlet for US production in various 
categories, and (b) deprive foreign governments 
of a mechanism for obtaining continuous flow of 
necessary supplies. The Department's memorandum 
outlines to the Reconversion Committee the 
anticipated- effects. 





Curtailment of lend-lease munitions, in- 
cluding motor vehicles end water craft, is 
merely e part of the probiem of contract cane 
cellation ard curteilment of munitions pro- 
duction. The curteilment in lend-lease trans- 
fers of foods end egriculturel raw materials 
will not have a severe impact on the US cconomy 
since most of these materials will continue in 
short supply end any cut cen be absorbed in 
increased domestic consumption or by foreign 
shipment through UNRRA and cormercial channels. 
The remaining category of lend-lease transfers, 
which includes machinery, metals, petroleum 
products, etc., hai 1s been subject to graduel re- 
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duction in recent months end much of that cur- 

trilment can be teken up by increased cash pur- 
chases both et home end abroad. Countries with 
which » 3(c) egreement has been signed may con- 
tinue to receive such meterial on peyment terms. 


The impact on the economies of other countries 
of terminstion or reduction of lend=-lease trans- 
fers will not be uniform. In most cases it will 
not come eas a shock, or without presumably ade- 
quete preperation by the receiving country. 
(Presidential recommend’tions on curtailment 
of —, will be found elsewhere in this 
issue, 


Difficulties may be encountered with refer- 
ence to trade in certain commodities and pey- 
ments from particular countries. In petroleun, 
for exemple, abrupt lend-lease termination might 
induce the British to esteblish import controls 
to ensure that all requirements of the UK will 
be met out of sterling sources. Such 2n eventu- 
elity wes intimated by the British in the 4nglo- 
American oil conversetions in August, 144, It 
would represent e violent dislocetion of the pre- 
war market positions of Anmericen privete companies. 


2. Petroleum The petroleum supply situation no 
longer necessitstes the maintenenee of ellocation 
mechanisms. Probably the availability of tankers 
within the near future will be such es to permit 
unrestricted flow of oil in internstional trade. 
It therefore becomes necesssry to provide for 
2n orderly trensition from tightly controlled 
supplies to free rovement of oil. 








3. Procurerent Contracts Csnecllation of procurement 
contracts for verious minerals end other materiels 
should recognize the need of meintaining economic 
end politicel stability in the countries affected, 
the Department recommends. It should be prepses see 
upon a criterion of equitable treatment vis-4-vis 
domestic production of the seme materials. 





Commodity Agreements It is enticipeted thet inter- 
nationel egrcerents will be concluded with respect to a 
number of commodities involving burdensome world surpluses. 
Such agrechients, in so far as predicated upon restriction 
of exports, will require the maintenance of certain controls 
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on exports end imports. Provision will s1lso have to be 

° mede for shifting productive resources away from present 
utilizetion toward alternate uses. Such egreements with 
other countries may leed to commitments with reference 
to the retention and extent of export subsidies, 


Cartels No actions should be taken or policies adopted 
in connection with reconversion which would militate agzinst 
the Department's policy of preventing restrictive busineés 
preetices and curbing abuses which have arisen from the 
scetivities of cartels and combinations in international 
trede. Cere should be exercised thet the use of trade 
controls during reconversion may not foster the develope 
ment of restrictive proctices,. 


Rubber On June 28, 1945, the Department wrote to 
O'’MR urging the nppointment of a committee to establish 
© US position with respect to various aspects of the 
domestic and internstionel rubber problem, The Department 
is again urging that this committee should be constituted 
immediately to consider the msintenance of synthetic 
rubber capacity adequate for security; competitive relation- 
ship between synthetic and natural rubber; disposition of 
government-owned synthetic plants; and the natural end 
synthetic capscity necessary to supply domestic needs. 


Shipping Necessities of wor have caused drastic 
distortion in ownership end registry of shipping. The 
US now owns roughly helf of the world's seagoing tonnage. 
Readjustment is necessary end will involve (1) sale or 
charter of government-owned vessels to private operation, 
-nd (2) disposition of ships emong maritime netions in 
accordance with national requirements of peacetime, The 
Department is advocating that readjustment be directed 
toward maximum efficient utilization of war-built ship- 
ping so es to discourage excessive posStwer expansion in 
ship building. A ship sales bill (HR 3603) hes been 
reported to the House for ection. The Department has 
expressed to OWMR its misgivings about this bill in the 
hope thet that egency may find it wise to initiate e broad 
interagency view of the whole subject of ship disposal. 





* *K * 
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PRESIDENT ISSUES ORDERS The President hss ordered the 
ON LEND-LEASE CURTAILMENT termination of lend-lease,. This 
action was agreed upon last week 
at « “hite House conference with 
Mr. Crowley, Secretary Byrnes, Secretary Vinson and others. 
Letters of notificetion have been sent to the purchasing 
representetives in the US of all lend-lease countries. 
There is ample authority under the 4ct to work out a pro- 
grem providing for disposal of goods in the pipeline and 
stockpile, and while broad policies sre covered in the 
Presidential directive a great desl remains to be done in 
formulating special policies with respect to the individual 
countries, Presidéntieal instructions are as follows: 


2. No new contracts will be entered into for goods 
to be furnished under lend-lease except for 
such iters as the Joint Chiefs of Staff may 
approve for payment ont of militory appropriations. 


b. Countries with which 3(c) agreements are in effect 
will take and pay for goods involved in contracts 

“-yet to be completed, goods awaiting shipment, those 
in transit, end inventories abroad. 


c. Countries which heve not entered into 3(c) eagree- 
ments mey obtain goods now in process of manu- 
facture, in storage awaiting shipment, being 
shipped; or in inventory abroad, upon their 
‘agreement to pay for them on such terms as may 
be determined by this Government. 


d, «411 uncompleted contracts for goods not to be 
delivéred as outlined above shall be irmedistely 
reviewed to determine whether their completion 
would be in the best interest of the Government 
and, unless so determined, such contrects will 
be cancelled, | 


Those countries not having 3(c) 2grcerents cre 
being notified by FEA that new requisitions cen be pro- 
cessed agairist existing contracts for-the next sixty days 
on a eash reimbursable basis. Those countries having 3(c) 
agreerents ere being notified thet no further requisitions 
will be accepted under the 3(c) arrangement, 


11 lend-lease countries ere being requested to enter 
into irmediate negotistions to determine conditions tf 
peyment of lend-losse supplies now in inventory or in g 
process of being transferred. In this regard they are 
requested to furnish inventories as of V-J Diy. 


x * * 
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SURVEY OF ECONOMIC OFFICES INDICATES 4 survey of the De- 
SPEED UP IN WANY PHASES OF PROGRAM pertment's ceononic 


offices indicates 

changes and intensi- 
ficetion of.some programs which ere not reflected in the 
foregoing memorendum to the Reconversion Working Committee. 
&£ brief summary of these follows so that the picture of 
V-J D: y problems may be more complete, 


Telecommunications The close of the war shifts em- 
phasis in telecommunicetions activities from highly 
specialized militery problems to the technical, economic, 
and politicel problems of peacetime, It accentuates the 
chaotic condition into which internetional radio has 
fellen during the war by reason of the eerly seizure 
by the enemy ofthe radio frequencies of territories 
they overran, cnd the registration of these frequencies 
as their cwn with the Bern Telecommunications Bureau, 
Now the problem arises as to the reallocation of these 
frequencies, 


The future of direct shortwave broadcasting comes 
forwerd with the close of hostilities. Decisions must: be 
made as to the quantity and character of such broadcasting 
end of the establishment and meintenance of controls. 


‘eroneutical needs for communicstions services ere 
expanding repidly end decisions must be mede xs to how 
these can be fitted in with elready existing services, 
such 2s commercial point-to-roint, maritime, amateur, ctce 


These and other problems point tc the urgent need for 
internetionel agreerents. The Department is working on 
gostgar proposals in preparation for numerous conferences. 

he “orld Telecommunicetions Conference of 1946 is one of 
these; the Inter-:merican Radio Conference at Ric next 

month is another. In November converssttons will be had 
with the British in Bernmuda on world proposals and numerous. — 
policy questions, such as maintenance of direct radio cir- 
cuits to points in the British Empire, new and lower inter- 
national rate schedules, the future of enemy castles, etc. 


The need for some new form of internstional teleconm- 
munications organization is evident. The-Departrent is 
now considering a proposal for a greetly expanded organ- 
ization which will be evaileble constantly to solve 
highly technical questions. 
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&kviation V-J Day intensifies the problem of establish- 
ing, at the earliest possible date, an american-flag net- 
work cf international civil air routes on a sound economic 
basis. The Department's part in this entails the adquisition 
of landing rights for American aircarriers from foreign 
€G€ountries, either by securing adherence to the multilateral 
Two and Five Air Freedoms Agreements, or by negotiating 
bilateral air transport agreements. Acquisition of such : 
rights on a broad basis, with a minimum of restrictions 
as to traffic which may be carried, will contribute 
greatly to the operation of economically-strong American 
air services abroad, : 


The Department must also assist the Air Transport 
Command in its interim quasi-commercial operation of 
an extensive system of air routes preparatory to the 
inauguration of widespread operations by US civil 
airlines, 


The difficult problem of disposal of surplus trans- 
port aircraft to foreign airlines looms as an immediate 
problem. This has broad implications in encouraging the 
future sale of American aviation equipment abroad, Another 
difficult problem to be faced is the disposition and use , 
of airfields and fixed installations built with US funds 
as a part of the war effort. 


The Department will continue to funnel to the American 
aircraft manufacturing industry information received from 
the field on opoortunities for the sale of US equipment 
ebroad, and to the American air transport industry con- 
petitive information on the operations of foreign airlines. 


- Surplus Property Disposal of surplus property and 
fixed installations ebroad should be speeded up now that 
hostilities are over, Many new items will become surplus 
and made available for purposes of relief and reconstruction. 
It is highly probable that many lend-lease items will be 
declared surplus and that negotiations for settlement of 
such items will be combined with the financial aspect of 
surplus propérty disposal, 


Proclaimed Lists and Safehaven Neutral governments 
are being requested to plece Japanese assets in the same 
cetegory as German external assets, consisting of a 
complete freeze on such property with the acknowledgement 
that final disposition is within -the jurisdiction of the 
Allied Control Council, 


_ 
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The size of the Procleimed and Statutory Lists 
is still under study. The new Labor Government in 
Ergland may be more favorably disposed to the US view 
thet a second reduction in the lists should not be 
made. “hile a year after V-J Day has been mentioned 
: as the possible date of abolishing the lists, the time 
will probably depend on the duration of other financial 
and economic controls. 


The closing by the Office of Censorship lifts all 
restrictions on the transmission of communications to 
firms on the lists. 


Financial j.ssistance Termination of hostilities 
is likely to lead to requests for financial essistance 
from the United States for purposes of reconstruction 
and development of industries and naturel resources 
throughout the world. ‘hile oreliminary estimates 
have been made of the total financial assistance needed 
for these purposes, it should soon be possible to 
determine the extent of damege and to revise estirates 
to & more accurate degree, 


The US by enlarging the lending >owers of the 
Eximbank end the removal of the restrictions of the 
Johnson /.ct from trensactions of the Bank will now be 
able to take the lead in reconstruction and rehabili- 
‘tation assistance. Bretton “loods, when signed by 65 
nations, will create ancther reservoir of funds to 
essist in the development end stabilization of the 
world economy. 





Trend of events during the rast year had enabled 
the US to give considerable ettention to financial needs 
in Europe, the Middle Eest end in the other .merican 
Republics, Little hes been done so far, however, with 
respect to the Far Hest. T. V. Soong is now in 
“ashington and finenciel assistance to China may be 
one of the major subjects of his discussion with US 
officials. 


Trade Policy ‘ith the end of the war the Depsrt- 
ment faces the task of promoting world-wide acceptance 
of 2 policy of freer international trace. i reduction 
of tariff and non-tariff barriers, perticularly import 
quotas, and a consequent rapid expension of world trace 
can be an important factor in specding reconstruction 
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of war-devastated cconomies. General US policy on commer- 

cial, cartel end commodity problems, and recommendations 

with regard to the proposed International Trade Organization 

have been fully reported in the July 9 and 23 issues of 

Current Economic Developments. These statements have pro- 
vided the basis for the commercial policy discussions 
currently being held with the British in London in an 

effort to secure carly agreement on broad policy among P 
the key countries before the International Conference on 

Trade and Employment is called. 


Meanwhile the Department is pushing ahead on the 
Trade agreements program, following the recent renewal 
by Congress of the Trade Agreements Act. Preliminary 
study is being made to determine with which countries new 
agreements may be negotiated or old ones renegotiated in 
the light of increased bargaining power provided in the 


renewal legislation. | 
4 possible immediate step to be taken to assist the “4 

exrcansion of foreign trade is the raising of OP: price 

ceilings on certain imported luxury products. In many 4 


cases inflated costs of procuction in other countriecs-- 

accompenied by an exchange rate too high in dollar terms-- | 
make it impossible for them to sell these goods in the US | 
under our ceilings. This problem was recently discussed A 
with the French end an indication was given them thet 

ceilings may be raised on some luxury iters, which would 

promote US imports fron that country. However, any change ‘ 
in ceiling prices must be carefully considered in the 

light of continued need for domestic price control. 


* : 
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NOTICE 


Some posts have indicated that they sre 
not receiving sufficient copies cf Cur- 


rer* Economic Developments. 


Wg ill %e gled to increase the number 
upon request. Such notirication should 
be addressed to the Information Service 
Committee, Department of State, Washing- 
ton, D. C. Any comments or criticisms 
about the contents and usefulness of the 
publication vould be appreciated. 
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FRENCH ECONOI:IC PROBLE:S DISCUSSED Reparations, supply 

"ITH -EI-BER OF DE GsULLE'S P..RTY © problers and financial 
aid for a long range 
prograr for France 

were discussed Saturday by Ir. Thorp and other Department 

econoric officers with °?°. 4lphend of General de Gaulle's 

party. The discussions were or a general character and 

constituted an inforral exchange of ideas rather than 

. actual negotiations. 


Rep2trations and Restitution 1’. ilphand presented 


a vigorous staterent of the French view that restitution 
of identifiable looted property should be expedited fror 
all zones of Gerrany including the Russian zone. He 
emphasized that French public opinion was becoring very 
restive under continued delay in restoring recognized 
French property from Gerrany. He was inforred that the 
Departrent is pressing for early application of a broad 
prograr. of restitution and that adequate provision would 
be made for sending French missions into Gernany to as- 
sist in the identification of looted property. US views 
were expressed with regerd to the pooling of all gold 
found in Gerrany to meet pro rata the gold losses of 
liberated areas, 





With respect to reparations, I°. slphand stated that 
the French were interested in obtaining a share in the 
removals of capital equipment from the western zones as 
well as substantial labor reparations, a share in Germany's 
external assets, and some current German output, particu- 
larly of coal. He denied thet the French were asking 
coal deliveries as a "first charge on reparations," ex- 
plaining that thé French recognized the necessity of 
paying cash for at least part of their imports from Ger- 
many in order to cover the cost of German imports. He 

‘expleined that while the French were not signatories to 
the Berlin protocol, in general they fornd the economic 
and reparations principles contained in that document 
fully acceptable. He emphasized in particular French 
interest inusing reparations as an instrument for ac- 
complishing economic disarmament. 


With respect to reparations procedure, M. «1lphend 
presented a proposal emanating from l:. Rueff, French de- 
legate to the Reparations Commission, This proposal 
constitutes a Compromise between the Russian view thet 
the Allied Reparations Commission should prepare a de- 
tailed program of reparation deliveries from Germany and 
the US view, based upon the terms of the Berlin protocol, 
that the Allied Control Council should determine the 
amount and character of capital rerovals from Germany. 
The French would place the initial burden for drawing 
up this program upon the «llied Reparations Commission 
but would provide for close working relationships on the 
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project with the Zonal Commanders in Germany constituting 
the allied Control Couwnéil. lL. Alphand was told that 
US views as to further procedure had not crystallized 
prior to the return of Ambassador Pauley but that early 
action was anticipated. 


International Zone The French were asked to elaborate 
on their proposal that the Ruhr should be an international 
zone, and were requested to state specifically what could 
be gained by that form of government that couldn't be ef- 
fected by a strong policy of control in Germany. Alphand 
said he covldn't comment extensively at this tire, but 
that they felt a much more effective permanent control 
could be placed on German industry by establishing this 
area as a separate international zone with full Allied 
control over the use of the resources. He stated that 
the French contemplated giving the Ruhr full currency and 
customs autonomy so that its transactions with Germany 
proper would be comperable with those to any foreign 
country. li, 4lphand made clear that no large scale 
displacement of the German population in the Ruhr was 
intended although, of course, ardent Nazis right be ex- 
pelled to Germany proper. 


Supply. and Financia] Discussions Supply conversations 


centered primarily on coal, the key to French economic 

rehabilitation. The US recommendations to ECO for French 
allocations for September, October and November were out- 
lined, . 


The termination of lend-lease, as announced by lr. 
Crowley, contemplated that goods already contracted for 
would be transferred to the thirty-year.3(c) cradit terms 
of the lend-lease agreement, but that all other goods 
would have to be paid for by cash in advance. However, 
under a subsequent policy decision by. lir. Crowley food 
items already tentatively allocated for the third and 
fourth quarters will be treated as though under contract. 


On financing current and future procurement beyond 
$150 million delivered and up to $250 million already 
contracted for, the US emphasized that provision should 
be made imrediately for cash payment, particularly for 
consumer items such as food and coal. I. Alphand stated 
that tentative agreement: had been reached with Mr. Crowley 
but not confirmed by the Eximbank Board of Trustees for , 
loans of $305 million for long life equipment not yet 
unde¥ contract. There is a reasonable possibility that 
a loati of approximately this amount will be made, Alphand 
diseussed with Crowley an additional loan of $250 million 
for current needs and $500 million for reconstruction, but 
these will. probably not be forthcoming. 


We expressed dissatisfaction with the present trends 
in France toward American business, particularly in the 
film.industry. We stated that any financial assistance we 
would render the French would necessarily have to be tied 
in with the Freneh comrer¢tial policy toward American business. 
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PRESIDENTIAL STATE) ENT ON POLICY MThe economic divisions 
TOWARD JAPAN ‘JILL BE ISSUED SOON of the Department have 
been busy since the 
Japanese surrender on 
revisions in the statement of policy for the treatment 
of Japan in the initial post-hostilities period. This 
work has been going on in consultation with the Army and 
Navy through the medium of the State-War-Navy Coordinating 
Committee (SuNCC) , and proper clearances have been made 
with FEA and Treasury in their respective fields. The 
policy will be issued in the near future as a Presidential 


statement. 


Simultaneously 1% vork has been going forward on the 
economic and financial directives to General MacArthur, 
which have to be based on the President's policy state- 
ment. A copy of the.economic directive as it stood on 
August 22 was sent to MacArthur for planning purposes 
as an indication of the type of document he might. expect 
shortly. Pending completion of the financial directive, 
State and Treasury have been in communication with Treasury 
representatives in Manila on a number of questions relating 
to an emergency financial directive which MacArthur has 
had to draw up.in the field for both Japan and Korea. 


US-UK FINANCIAL AND TRADE TALKS Due to the change of 
‘WILL BE CONTINUED IN “‘ASHINGTON government in Britain, 

the diseusstoms of fi- 
nancial and trade policy 

which Assistant Seeretary Clayton has been holding with 

UK officials in London during the past two weeks have not 

progressed very far. The British wish to handle the eco- 

nomic problems which must be settled with the US in the 

following order: first, lend-lease wind-up and settlement; 

second, financing the British balance of payments; and 

oo third, trade policy matters. 


Mr. Clayton, however, pointed out that the US could 
not commit itself to any financial arrangement until agree- 
ment had been reached between the two countries on the 
kind of an "e¢tonomic world" we will have. If the UK trade 
policy is aeceptable to this government, the US would be 
willing to extend liberal crédit. The British say that 
they fcel bound to honor their existing creditors in the 
stcriling area before repaying any new creditors. If the 
US does not agree to this policy, the British may resort 
to a policy of bilateralism and state trading. Mr. Clayton 
emphasized that a US loan could never take a subordinate 
position to the blocked sterling balances. 


Lord Keynes called for a meeting in Washington at an 
early date to continue the discussions, 
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LEND LEASE TERMINATION ORDERS MThe termination of lend- 
STAND IN SPITE OF CRITICISM lease scems to have come 
as a blow to recipicnt 
countries, particularly 
the British. Prime Minister Atlee and Opposition Leader 
Churchill both vigorously expressed themselves as being 
disappointed in the sudden termination without prior 
consultation. The only modification in the Presidential 
directive reported so far is that those countries not 
having 3(c) agreements with the US may obtain goods in 
the pipeline upon agreement to pay for them "on terms 
to be mutuelly agreed on" rather than "on terms to be 
determined by the US Government." Mr. Crowley has stated 
that future support for the economy of lend-lease countries 
will have to come through other means than the Lend-Lease 
Act, notably the Export-Import Bank, 





At the time the FEA notified lend-lease countries 
of termination of the plan, no letter was sent to Saudi 
Arabia. The US has undertaken a long-range program of 
financial support of Saudi Arabia. At present this ‘pro- 
gram is being implemented through lend-lease. In the 
light of the new directive the question arises whether 
or not lend-lease can continue to be used for this pur- 
pose. « request is to be taken to the President for the 
continuance of the lend-leese program for Saudi srabia 
until December 31 of this year on the grounds that this 
would be by 211 odds the most convenient vehicle for : 
extending the promised financial aid. Congressional 
approval is necessary for the long-range support program. 
However, the Department feels lend-lease should be utilized 
as an interim measure as Congressional &4ction will probably 
not be possible before the first of the year. 


US AND UK AGREE ON INTERIM PROGR ‘4 FOR Mr. Clayton 
DISPOS..L OF MIDDLE EAST SURPLUS PROPERTY has been suc- 
, cessful in 
getting the 
British to agree to an interim program for the disposal 
of surplus US property in the Middle East. The matter 
has been nanging fire since last February in spite of 
frequent US attem ts to obtain an interim agreement. 
During those months surplus sales have been frozen of 
US goods and British goods similar to those of lend- 
lease origin. In an exchange of letters between Mr. 
Clayton and Sir “ilfred Eady of the British Treasury 
it was agreed that the interim program would apply to 
Egypt, Iraq, Palestine, Transjordan, Aden, Cyprus and 
Anglo-Egyptian Sudan. All US surpluses will .be freely 
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sold for local currency, no distimetion being made between 
essential and non-essential goods. Subject to the con- 
currence of the local governments concerned no import li- 
censes or similar restrictions shall be placed on the 
Sales. The local currency obtained from such sales may 

be used only for US government expenses within the indi- 
vidual countries. 


The British will be permitted to dispose of their 
surpluses, except those of identifiable lend-lease ori- 
gin. For those articles, the origin of which is un- 
identifiable a special acccunt will be created pending 
determination of the US-UK shares in the proceeds. 


This interim agreement will lift the freeze on 
surplus sales. It had been feared that continuation 
of the freeze until a final program was agreed to would 
result in the deteriorstion of many goods. Final agree- 
ment between the US and UK will cover such points «as 
convertibility and exchenge guarantees for the balance 
of local currency left to US account. 


* * * 


S/EDISH SUPPLY ANNEX SUB=- The Supply Annex to the US- 
MITTED TO COMBIYED BOARDS UK-Swedish Post-Hostilities 
agreement has been submitted 
to the Combined Boards by 
the European Neutrals Committee. The Annex contains 
a list of commodities on the reserved commodicy list 
requested by Sweden, together with the amounts the US 
-and UK have agreed to recommend to the Combined Boards 
for ailocation to Sweden. . It is expected that these 
requirements will be approved promptly, since the Boards 
have already been advised informally of the nature of 
the Swedish recuests. 


The petroleum program has been accepted unofficially 
and awaits only formal approval, which appears certain 
in view of the easing of the supply situation with the 
end of the war.. The main agreement has only been 
initialled to date’ and will not be signed until Safe- 
heven provisions are carried out. Meanwhile, an interim 


arrangement is in effect. 


ok * 
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POSTWAR CONDITIONS BRING During the past week sweep- 
CHANGE IN SOME CONTROLS ing changes toward reconversion 
have oeen made, Rationing 
controls in the US are vanish- 
ing rapidly and production of civilien goods hase already 
commenced, In the international field specific postwar 
policies are being developed with respect to retention 
or aoandonment of controls and to commodities which are 
now availaole, ’ 


The Department's recommendations to the Reconversion 
Working Committee, as recorded in last week's issue, 
have undergone some changes in view of recent develop- 
ments, 


‘Shipping Controls Relaxed. Shinping space is now 
availaple for all exports from the US, The “lar Shipping 
Administretion is offering all cleimants as many shins 
es they can use, The only limitation on the amount of 
exports will oe the availeoility of cargo, 





Since shipping is now easy from all aress, the 

WSA has evproved the removal of import ouotas, Import 
“shipping list and import priority ratings, however, are 
to be retained, This action is taken in order to provide 
smooth transition into a period entirely free from import 
shipping controls, at the same time ensuring the prompt 
movement of meterials and commodities important to the 
reconversion progrem, Materiale and commodities not 

now on the import shipving list mayv oe lifted in space 
which may oe availaole after the movement of priority 
cargo, 


General Imports Order M-63 will oe amended £0 as to 
include only 25 commodities, Of theese 25 commodities 21 
are oeing reteined on M-66 voecause trey ere sundject to 
Comoined 3oard ellocetion, As soon es the commodities 
are removed from Comoined 3oard sllocetion they will be 
removed from M-63, 


Public Purchase Procurement Contracts. Many public 
procurement contracts are oeing cancelled end further 
cutoacks ere under consideration, It is hoped that euch 
cutoacke will oe governed oy the principle embraced in 
the Mexico City resolution to the effect that such 
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cutbecks will not oy unilateral action adversely affect 
the economies of countries which have been producing 
strategic materiels for the US and thet anvropriate 
errangements should be worked out to cushion the shock 
of reedjustment, 


Increased Petroleum Supplies for Latin America, 
Substahtial additional ouantities of petroleum will be 
availsole to all tne Latin American countries just as 
soon es tankers are released from military use and ere 
peck in the Atlentic, which should be in the neer future, 
With the terminetion of gasoline rationing in the US, 
there is an increased public demand for relaxation of 
restrictions in South American countries-—-perticularly 
ins d3razil, where the Petroleum Council has asked the 
US Emoassy to urge preferential consideration for fuel 
oil, gasoline and kerosene as coon as shipping facilities 
ere eveileole, 








Brezilien Ruooer Program, The US exnects within a 
few days to lift restrictions on the importation of 
rosewood o1i1, gums, and srazil nuts, These restrictions 
were originally imposed to utilize 3rezilien manpower 
in the rudder program rather then in production of the 
aoove items, With the propable evailability of rudbder 
from the Far East, the necessity for such strict control 
has passed, While the Emoessy has deen authorized to 
inform the srazilian government of this development, 
caution is to oe exercised so thet the informetion will 
not ve ooteined prematurely by the trede. 





In eddjtion, 3razilian authorities are to be in- 
formed that the US is prevsred to egree to cencellation 
oreferebdly on Sevtemoer SO end not later than Decemoer 31, 
of the tire and tuoe agreement end the synthetic ruooer 
egreement, out not of the oasic ruooer agreement sal 
Mareh 2, 1942, 


Combined 30erds, Last week's issue renorted the 
Department's view thet the Combined 3osrds should not be 
precipitously abdendoned, In accordance with this policy, 
Secretery syrnes has recommended to the Fresident -that 
the US, . UK end Canada issue a joint stetement to that 
effect, The soardswill continue until a policy is See 
on and announced by the three governments, 





Future of Supply Committees The British feel that 
the Four Party and Three Party Supply Committees no 
longer heve a screening, controlling or authorizing 
function, and that full responsibility for programming 
should be placed on the netional governments as. soon 
as Possible. They feel that as long as the liberated 
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countries want to_retain the Committecs as advisory bodics 
they should not be “bolished provided there is no sugges- 
tion that they be continued for restrictive purposes; 

It is: recognized thet the Committees could uscfully pro- 
vide a forum for discussion on economic matters until the 
new international organizations are under way. France 

and Belgium are ready to assume responsibility, but Norway, 
Denmark and the Netherlands are less advanced and the Com- 
mittees may still have value in expediting procurement. 


The Department has not yet expressed its views on 
this subject but is inclined to the view expressed by 
FEZ that the Committees should be continued as long as 
national authorities. in a given country desire and as 
long as a.useful function can be performed that is not 
in conflict with the general policy of the US Government 
favoring relaxation of controls. 


US CO.:.L SHIPMENTS Barring limitations on inlend tr2ns- 

CAN BE INCRE..SED port and port facilities, it might , 
now be possible to increase US exports 
of coal to liberated areas, Latin 

omerica ‘and the neutrals to 2.5 million tons per month 

during the remainder of the cosl yesr. Consultation ‘vith 

ODT and WS! reveals, however, that the maximum smount 

which can be handled under present conditions is 1.85 

million tons a month. Accordingly, = revised schedule 

of shipments totalling 1,858,500 tons for Cetober has 

been submitted by the US "side of the Combined Coal Cor- 

mittee and is being transmitted. to. ECO for further recon- 
‘mendations. Included is a 35,000 ton allocation for Por- 

tugal, but the Depertment is awaiting word from imbas- 

sador Braden before allowing rélescse of the argentine 

allocation. (Current Economic Developments had previously 

reported, July 30, page. 7, that-alloce allocations for Portugal 

and Argentina were eliminated-from the September schedule , 

by Mr. Ickes. )- 

In addition to the bituminous ‘coal available, an 

offer for the month of September has been received of 

100,000 tons of Anthracite Fines which can be lighter- 

loaded in the New-York Harbor, It-is proposed that 

liberated areas be given preference on the 4nthracite 

Fines, with Latin America and the neutrals following. ‘ 


Shipments may yet be increased to include the full 
2.5 million tons available provided they can be handled 
here, port reception in Europe becomes adequate, and fi- 
nancial arrangements can be made. 
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US FORMULATES ECONOMIC In order to give economic 


POLICIES TOWARD THAILAND reality to the US political 
policy toward Thailand, which 


was approved by the Staff 
Committee last June, the Office of the Assistant Secre- 
tary for Economic Affairs last week approved recommenda- 
tions concerning US-economic policy toward Thailand. The 
basic political policy favors "restoration of a free, 
independent and sovereign Thailand under a government 
representing the free will of the Thai people." 


The economic recommendations include: 


1. Support of the appropriate efforts of the Thai 
Government and the Thai people to make their own decisions 
concerning agreements or commitments on economic matters 
of international import. 


2. Provision of financial and economic advice upon 
request and by this and other means to facilitate the 
development of the Thai economy and its Fores trade on 
a multilateral basis. 


3. Extension of private credits to the Thai Govern- 
ment and to Thai industry; provision of Government or 
Government-guaranteed loans, 


4, Making operative between the US and Thailand the 
existing commercial treaty which provides for the eco- 
nomic rights and privileges of American nationals. This 
should be done, however, without prejudice to later 
revision. Extension of similar non-discriminatory rights 
for nations of other members of the United Nations. 


5. Assistance in obtaining imported relief and 
rehabilitation supplies for Thailand. 


6. Assistance in carrying out the policies adopted 
by the United Nations for the liquidation of Japanese 
investments, leasenolds, and concessions, and participa- 
tion by Thailand in whatever agreements are entered into 
by members of the United Nations for the future regula- 
tion and control of Japanese economic penetration. 


7e Postponement of reparations end restitution 
questions as between Thailand and the United Nations 
and as between Thailand and Japan until the general 
Far East reparations decisions are made, 


x ok x 


a 


_— asec a ceeeent . 
DECLASSIFIED FOR PUBLICATION IN FOREIGN 
RELATIONS OF THE UNITED STATES 








eg 











| 
BEST COPY AVAILABLE 


US AND SOUTH AFRICA TAKE LEAD The United States 2nd 
IN RATIFYING BRETTON ‘JOODS South Africa are the 

' only nations to date 

which have approved the 

Bretton Woods Agreement. While many countries are ex- 
pected to follow our lead and declare adherence to the 
Agreerent, it is.evident that others are holding back, 
waiting to see what action England will take before cor- 
ritting ther:selves to a definite policy. The delay in 
action by other United Nations can be explained partially 
by the fact that rany legislative bodies are not now in 
session and will not reconvene until f1l or early next 


yeare 


The Fund Agreeitent will become effective when ep- . 
proved by nations heaving 65 percent of the quotas; the 
Bank Agreement will become effective when approved by 
nenbers of the Fund whose minimun. subscription to the 
Bank comprises 65 pereent of the total suscription ~ 
scheduled. However, the acceptance deadline is set for 
Deceriber 31 of this year and there are no plans for dead- 
line extension. The Agreements are being considered by 
the forty-four countries which participated in the ori- 
ginal-Bretton Woods discussions. After the establish- 
rent of the Bank and Fund other nations will be invited 
to subscribe. 





The Departrent has received reports on the status 
of the legislation in rost-.of the countries invited to 
participate which are interesting in view of the approaching 
ratification deadline. . . 


Other Merbers of the Big Five The Lebor Governrent 
in England has not given any officicl staterent of its 


attitude cn Bretton Woods. Statements in the British 
press point out that while the Agreerents erbody many 
features which are undesirable fror the English view- 
point, political considerations seer to assure adoption. 
Parliarentary debate is expected to begin in October, 

by which tine the British hope to have ironed out finan- 
cial relations with the US. 








France, while meeting some opposition, expects 
ratification within the next several weeks. The Chi- 
nese Supreme National Defense Council has endorsed the 
Agreerent and transmitted it to the Legislative Yuan. 
for action. Ratificetion can be expected sorie time this 
month. The Soviet Foreign Office has not as yet indicated 
what action Russia will take, although information is 
pone | it has been referred to the proper departments for 
study. 
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Australia would ;refer to follow the action of the British 
and it was ~1anned that the ~rozosals would not be sub- 
mitted to its Parlisrent until after the UK had acted. 
The Australien Parliarent -lans to recess in Se;terber. 
However, we informed Australia thet the deadline cannot 
be extended, end it is therefore possible that the Aus- 
tralian Parlionent will now take action prior to the 
British, or that 2 s;ecial session will be called fol- 
lowing British action, Belgiur and Canada are -1so ex- 
-~eeted to follow the British lesd. Crsnada has ex,ressed 
2 desire to get the United Nations charter out of the way 
before taking u, Bretton loods Legislation. 





Egy~t is now studying the .ro.os2l snd it will be 
yresented to the Council of Ministers to - yrove or 
subrit to the next session of Parlicrent the latter 
pert of Noverber. If the UK has previously 2,;roved, 
no difficulty is entici.scted. 


>~ ort nm r_E Czechoslovakia 
is now yrerering cor; “rchensive vlans for partici: ation 

but the deteils cre not yet available. In Norway the ap- 
~roval of the Parliament must be secured, however the 
Foreign Minister does not antici;ate any difficulty. 

He is insistent, however, that the , yrograr be subritted 

to the new rather then the ; resent legislative body. 
Elections will be held in October but the new grou; 

will not ect until January. This is unsatisfactory 

since the deadline for ratification wil] have passed, 





Inforration from the Greek Foreign Office is that 
the Government is ,roceeding irrediately with custorary 
forralities for legislative ratification and official 
~ubliceation of Bretton Woods. This implies that rati- 
fication will be made by cabinet , “roelat cation, the pre- 
sent method of law enactrent, rather then awaiting ~ar- 
liarentery action after the élections, At the norer.t the 
Polish Government "does not have sufficient information 
on which to base a decision," and Dutch authorities are 
studying the ~royosals but say that it may. take some 
time. The Agreerent has been submitted to the Consul- 
tative Assembly of Luxembourg but not re,ort has been 
received as to action taken. 


Western Heriszhere Prompt a;,;roval is expected from 


the Mexican Congress when it reconvenes Se, tember 1. Cuba 
reports that the Agreements will be subritted to Congress 
irmediately upon reconvention Sertember 17. The situation 
is siniler in Panera where the constitutional assembly 
wili meet in session in the next few wecks, In Ecuador 


-— 
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the regular session of Congress does not reconvene until 
1946 and a decision has not yet been made as to whether 
a special session will be called. Coste Rica re-orts that 
the Government would like to obtain ratification as soon 
as possible but that the reguler session of Congress ead- 
journed this week without considering the matter because 
of the lack of a certified copy. 4£ special session will 
have to be called. In Venezuela the legislation is in- 
cluded on the agenda of a s,eciel session of Congress 
that is now under way. The Guatemelan parliament re- 
convenes in September and will consider Bretton ‘Joods 
along with a revision in their own monetary end banking 
decrees and structure so that the two will conforn. 


& quick ratification is ex ,ected from the Nicaraguan 
Congress. The Central Reserve Bank of El Salvador has 
prepared a program but the Government has not yet asked 
its advice. The US Embassy is requesting the Foreign 
Office to see that the Government considers the Agrec- 
ments soon. 





Chile wants a copy of any modifications made by the 
Congress of the US before submitting to the Chilean Con- 
gress. However, they ex,ect to act promptly and it is 
understood they propose to enter the Monetary Fund without 
change in their exchange rate. The Dorinican Republic 
was merely awaiting action by the US and upon recei;t 
of certified cojies the Agreements will be subritted to 
the a.propriate Cabinet officers and to the Senate and 
Chamber of Deputies for apyroval. The Finance Ministcr 
of Brazil has presented for presidential consideration 
enabling legislation covering compliance with Bretton 
Woods, including financial particiyation. Peru, Uru- 
guay and Haiti do not appear to have rade definite rlans 
towards implementing the prozosals, although it is likely 
that action will be taken within the next few months. 
Peru is already undertaking a study of its financial 
structure with the idea of revarzing it to conform with 
the Bretton loods structure. A preliminary re;ort from ' 
Bolivia gives the impression that the Government is not 
teking active steps toward ratification. 


“ Reports from Other Countries The New Zealand Par- 


: liarent is now debating the question; when zassed it will 

: still be subject to ratification by the Cabinet. Iceland 

will consider Bretton Woods when the Althing convenes 
October 1. President Osmena, in his message to the 

 Philiy:ine Congress, stated that before the end of the 
present session he would send a special message reconh- 
mending passage of the Agreements. 








No reports have been received fror Colorbia, Ethiopia, 
India, Iran, Iraq, Liberia, Paraguay, Jugoslavia, or Denniark. 
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DOMESTIC EMPLOYMENT POLICIES With the end of hostilities 
AFFECT INTERIATIONAL TRADE and consequent shut-down 
in war industries, attention 
of all nations is naturally 
focused on full and stable erjloyment. Secretary Byrnes, 
in a statement to the Senate Committee considering the 
full employment bill, pointed out the inter-relation be- 
tween full employment in this country and economic sta- 
bility in other countries. He emphasized that only by 
attaining stable employment can we hope to see our rolicies 
developed with regard to a reduction of trade barriers 
and ex;ansion in international trade and cooperation. 


Byrnes Testirony "’. dorestic program for the main- 
tenance of erm; loyment is an essential part of the pattern 
of international collaboration in the pursuit of peace 
and prosperity," Mr. Byrnes said in indorsing the objec- 
tives of the prorosed bill. "If our econoric life is to 
be rarked by industrial instability and mass vnerployment, 
we shall alrost certainly involve others in our distress. 
Deyressions rove easily across our boundaries. If our 
factories should fall idle. . . if we should suddenly cease 
our foreign lending. . the trade of other countries would 
fall off and their employment would decline. . . They would 
raise new barriers in trade in an effort to insulate ther- 
selves against a troubled world. 


International Erployrent Undertaking While Secretary 


Byrnes confined himself to cormrenting on the relationship 
between domestic employment policies and ex.anded inter- 
national trade (and incidentelly did not corment on the 
merits of the particular bill as a riece of domestic legis- 
lation), it is of interest that the executive agencies 

of this government have forruleted a _rogram of pro;osed 
collaborative international action with respect to en- 
ployment. This prograr accepts as'a point of departure 
the rledge of the United Nations in the charter of UNO 

to take joint and separate action to rromote, among other 
things, full ermployrent and higher standards of living. 


In irplementation of this pledge the executive agen- 
cies of government ere prepared to suggest at the “orld 
Trade and Employment Conference that there be an intér- 
national employrent undertaking along the following lines: 


1. Each nation will take action designed to achieve 
and raintein full erployment within its own 
jurisdiction. 


2. In the event of a threat of serious decline in 
employment in any country, stimuletory action 
will be taken by that country through private 
investrent, support of private consumption, 
increase in public outlays, or other suitable 
neasur es. 
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3. No nation will seek to raintain employment through 
measures which are likely to creete unemployment 
in other countries or which are incompatible with 
international undertakings designed to zromote 
an expanding volume of internstionzl trade and 

-investment in accordance with comprretive ef- 
ficiencks of production. 


4. Signatory nations will make arrangements, both 
individually and collaboratively, under the 
eneral sponsorship of the Economic and Social 
ouncil for the collection, analysis, and ex- 
change of inforretion on employment problems, 
trends, andpolicies, (Assuring that the Inter- 
national Labor Organization is to be brought 
into appropriate reletionshis with the Economic 
and Social Council, the US prefers that reporting : 
on employment should be through that organization 
under the s,onsorship of the Council.) 


5 Réguler consultations and special conferences 
in case of threat of widespread unemployment 
should be held under the general sponsorship 

- of the Economic and Sociel Council. 


fUGUST MEETING OF “HELT The International “heat Council 

COUNCIL TO BE IN LONDON will meet in London the end of 
this ronth instead of in “Nashing- 
ton as originslly scheduled in- 

asmuch es some of the Celegetes are in London attending 

the UNRRA conference, The Council, consisting of repre- 

sentatives of Argentina, Australie, Conade, the US anc 

the UK is required to meet at least twice yearly, in 

January and in August. 


Mr. Leslie &4 “heeler of USDA, the US celegate, will 
press for adjournment as soon as the re;ort of the Execu- 
tive Committee has been read on the ground thet discus- 
sions of the Committee have shown it is impracticable to 
arrive at an egreement with regard to ;rices and >rice 
equivalents without at the same time having exzort quo- 
tas in effect. Another meeting would then be called and i 
an effort made to reach agreerent on some new basis. . 


+ minimum price of $1.00 and a maximun of $1.50 per ‘ 
bushel of Manitoba Northern No. 1 wheat (f.0.b. Ft. “illiam) 
was agreed upon by the Executive Cormittee last Spring, 
but negotiations broke down when an effort was mede to 
determine equivalent. ;rices for wheat produced in other 
countries. Australia has pressed for an agreement that 
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the maximum should apply only to wheat shipped to the UX 
and Euro;e, with a second figure for countrics closcr to 
the source of supply. The UK has opzosed such a dual 
price arrangement. The .rgentine, US and Canadian repre- 
sentetives indicated thet if two price ranges were granted 
to the Australians, their countries would expect similar 
treatment. Mir. Donald Kennedy of the Department will at- 
tend the sessions. 


COUNCIL OF FOREIGN MINISTERS The question of international 
TO CONSIDER ‘“..TER..Y REGIMES watcrwey regimes was con- 

sidered at Potsdam and it 

was agreed that these mat- 
ters would be referred to the Council of Foreign Ministers 
in London. The Devartment is now prepering its position 
with respect to the future status of the Rhine, the Danube, 
the Straits and the Kiel Canal. 


UK-ARGENTIiE MEAT CONTRACT US opposition to a UK-Argentine 

DISCUSSED ‘ITH THE BRITISH meat contract (see page 3, 
Current Economic Developments, 
August 13) on a four-year 

basis was outlined to Mr, Makins of the British Embassy 

August 22 in a discussion with Mr. Thorp and Mr. Kennedy 

of the Department. Makins urged, however, that we with- 

hold presentation of the aide memoire stating our views 

on the basis that it would create serious difficulties in 

London at this time due to the present lend-lease disturbances. 

Ne comolied with this request. He indicated that the British 

had made a firm 4 year offer to the Argentine government 

and that the US might be willing to adjust its position 

when the details were elucidated. It was agreed to await 

further action until Turner, the British negotiator ex- 

plains the terms. He is expected in “ashington shortly. 


* * x 
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US POSiTICN AT RIG RADIO The Coordinsting Committee has 

CUOLFENENCE IS FORMULATES approved the position which 
the US will take at the Third 
inter-American naGio Confer- 


ence at Rio in September. 


‘e will urge the negotiation and signing of a new 
Inter-American Conv-ntion covering the general policy 
with respect to Conferences, to the Inter-American 
Office, and to special provisions; but we will take the 
position that the Santiago nadiocommunic: tions agreement 
of 1940, a technical document, should remain in effect 
until after the World Telecommunications Conference in 


1946. 


The new Convention, we believe, shovld include 
certain changes in past policy, among which are: 


le Ustablishment of an Inter-American Telecommuni- 
cations Union. The liabana Convention of 1937 would thus 
be altered considerably as it applied only to radio, 
“whereas the nei: Union would include related fields. 


2. uUst:blishment of an Inter-American ielecommuni- 
cations Office in place of the Inter-American Radie Office. 
Its duties should be amplified, particularly with respect 
to organizing urgent conferences and to publishing a 
quarterly telecommunications journal. 


3. Administrative conferences should be called on 
short notice to meet problems arising from the extremely 
rapid development of the art, especially in the field of 
aviation. 


4, Instead of placing the Inter-American Telecom- 
munications Oftice under the supervision of the Gevernment 
of the country where it is located, its budget and finan- 
ces and its accounts should be within the purvicw of the 
Pan American Union, 


5. The provisions insuring maintenance of an ade- 
quate radio service to promote the safety of life at sea 
and in the air snould be strengthened, 


6. Specific provisions should be made for the use 
of telecommunications by the press. 


7. The right to make bilateral or multilateral sub- 
regional agreements should be reserved providing these do 
not conce-n the governments of the American region in 
general or a.o not in conflict with the Convention. 


sthile 
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While the Santiago Radiocommunications Agreement of 

1940 is not highly satisfactory, the US feels that some 
of the highly technical decisions, particulerly those 
concerning frequency allocation, must await the World 
Conference. Our policy will be that this Agreement should 
remain in effect until that time, but that our position 
should be formulated prior to the Rio conference as they 

_ may be discussed there. I1t is contemplated that the 
Santiago agreement will be changed very shortly after 
the. conclusion of the “orld Conference. 





US AND UK TALK INFOR:»LLY Informal discussions looking 
ABOUT TELECOMUNICATIONS toward the Yorld Telecommuni- 

cations Conference took place 

in Yashington last week between 

the UK and US. Revision of the International Telecommuni- 
cations Convention of Madrid, 1932, and the International 
Radio and Telegrarh Regulations of Cairo, 1938, were con- 
sidered. “Jhile no effort was made to reach any agree- 
ments or make any commitments, thinking was clarified on 
both sides and useful groundwork was laid for future 
planning. 


US agencies taking part in the diseussions ‘were 
State, War, Navy,Coast Guard, FCC and CAA. The UK dele- 
gation included representatives from England,: Canada and 

South Africa as well as from the British Embassy. 


x *« 


FOOD AND AGRICULTURAL STATISTICS Member countries of 
TO BE SLUZJZCT OF EECE CONFERENCE the Emergency Economic 
Committee for Europe 
have been invited to 
send representatives to a conference on agricultural and 
food statistics in London September 17-22. The interim 
commission preparing for the Food and Agriculture Organi- 
zation and the Combined Working Party have been asked to 
cooperate. fttention will be focussed on methods and 
techniques employed in assembling data in the various 
countries with a view to obtaining the greatest pos- 
sible uniformity. “hile in the past efforts have been 
made to standardize production data, no previous con- 
ference has emphasized the importance of preparing stan- 
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CARACAS CONFERENCE PASSES RESOLUTIONS The Third Inter- 
ON COM.ODITY AGREEMENTS AND PRODUCTION American Confer- 

ence on Agricul- 

ture, which met 
in Caracas July 24 to August 7, was very successful, ac- 
cording to returning US officials, Three policy resolu- 
tions dealing with adjustment of wartime agricultural 
production, expansion of trade and consumption, and com- 
modity agreement principles, were accepted as well as a 
number of resolutions on technical matters, 


Adjustment of agricultural Production The most im- 
portant resolution concerned measures which should be 
taken to adjust wartime agricultural production to peace- 
time conditions. It was recognized that the war has 
fostered certain production wnich will be inefficient 
ina peacetime economy, but that certain economically 
justifiable industries have grown up during the war that 
should be given an opportunity to expand. 





Elirinating undesirable industries must be accome 
plished with as little disruption as possible to all 
countries’ concerned. In thisrespect the immediate post- 
war period will be regarded as a transitional one in 
which an orderly termination of wartime production will 
be sought. The subsequent permenent period should wit- 
ness a return to more normal conditions of prodiction, 
with due consideration for the historic position of each 
producing country, if it has been an efficient producer, 


Agreement was reached on the basic principle of an 
expancing economy, with increased production in the areas 
best suited for a particular commodity It was also agreed 
that new industries utilizing raw materials should be 
developed as closely as might be feasible to the point 
of production. Development and diversification of sound 
industries should be aimed at increasing em;loyment in 
rural areas. Sales prices should insure a decent living 
standard to producers but should not be so high as to 
be out of reason for consumers. : 


In order to accomplish these objectives trade bar- 
riers should be reduced to promote expansion in inter- 
national trade. Etfective measures of cooperation between 
the American Republics must be adopted so that country 
economies will not be disrupted by the shock of adjust- 
ment, and so that excessive economic nationalism through 
artificlal measures will be discouraged, 





Cormrodity Agreements The second resolution of 
particular interest to the US dealt with principles to 
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be followed in international commodity agreements. Pro- 
posed by Argentina, the resolution included in general 
terms the commodity agreement principles approved by the 
ECEFP, 


Recognizing that commodity agreements may provide 
} , a means for solving problems created by surplus production 
of particular commodities, the resolutions recommends 
that international agreements on agricultural products 
4 cover specific commodities and that the following basic 
principies be observed in such agreements: 


1. Joint participation of countries concerned 
as producers and as consumers, equitably 
safeguarding their respective interests; 


2. The promotion of the expansion of efficient 
production and cooperation in such changes in 
production as may be necessary for that pur- 
pose; 


3. Assurance to each exporting country of an 
equitable share in the available market at 
reasonably remunerative prices for efficient 
producers giving due consideration to the 
historic position of each country; 


4, Inclusion of measures furthering the expan- 
sion of consumption for the product concerned; 


5. International agreements, insofar as they 
imply a limitation of production or expor- 
tation, shall not be applied before: 


(a) Investigating the basie causes of the 
problem to be solved; 


(b) Determining that the production surplus 
developed or which threatens to develop 
is really burdensome and capable of pro- 
ducing in itself a real situation of 
excess supplies; 


(c) Determining that such conditions may not 
be eliminated or corrected by the normal 
or the ordinary forces of the market; 


(d) Formulating an adequate program of adjust- 
ment to assure substantial progress toward 
the solution of the problem within the 
time limits of the agreemert. 





-— 
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©. International commocity agreements which imply 

~~ the limitation of commerce, production, or 
markets shall be carefully limited as to their 
duration and shall be accompanied by accejtable 
measures for the eliminstion of the basic 
causes of the dislocation, 


7+ The application of the various commodity agree- 
ments be coordinated in accordance with the 
recommendations of an international. agency 
charged with the study of the operation of 
such agreerents as a whole. 


Expansion of Trade and Consumption The third reso- ? 


lution of particular interest to us concerns expansion 

of trade anc consumption. It recommends that steps be 

taken to improve marketing, distribution, and production 
eystems. International trade in agricultural commodities 
should be fostered by positive steps and institutions such 
as the International Bank for Reconstruction and Development, 
the Monetary Stabilization Fund, and other agencies to 
encourage production and consumption and thereby promote 

a higher standard of living. 


Countries should exert even greater efforts to adopt 
a sound commercial policy, including reduction of trade 
barriers and prevention of dumping surplus products on 
world markets. 


The resolution also recommended specific steps with 
regard to warehousing, packing, etc. of agricultural ¢ 
products, 


ERRATUM Page 11, Issue 9 of August 20, end paragraph 
under Financial Assistance should read "when 
| signed by nations contributing 65% of the quotas" 
instead of "when signed by 65 of the nations." 
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UNRRA PROBLEMS SETTLED AT At the Third Council Session of 
THIRD )SETING OF COUNCIL UNRRA, which closed in London 

August 24, it was estimated 

that the UNRRA job will be 
finished in Europe by the close of 1946, and three months 
later in the Far Hest. Major decisions made at the meeting 
concerned extension of assistance to Austria and Italy; 
relief for displaced persons refusing repatriation; enlarge- 
ment of the Central Committee and contributions to the 
Administration. 


Displaced Persons The most controversial issue at the 
session was the matter of whether or not UNRFA should extend 
aid to displaced persons who cannot or do not wish to be 
returned to their homes. Most of those persons, of course, 
are opposed to the present governments in their homelands. 
The countries from which these non-repatriable persons came 
object to UNRRA helping them, maintaining no aid should be 
given until they are returned, 





Russia, Yugoslavia, Poland and Czechoslovakia, through 
their delegations, all insisted vigorously that UNRRA cease 
providing care for displaced persons once they have declined 
an opportunity to return to their homes. The British pro- 
posed a resolution which would resettle these persoris else- 
where, but it was not accepted. Mr. Clayton presented the 
firm US view that displaced persons should be assisted, re- 
gardless of their political affiliations or whether they 
refuse repatriation. He said the United States would hesi- 
tate to contribute funds incase of discrimination because 
of political beliefs. 


The problem was tempcrarily settled by a decision that 
relief should be given for a time but it was agreed that the 
matter should be gone into again at the next meeting of the 
Council,which will probably be before the end of the vear. 


Contributions to UNRRA Although Director General Lehman 
asked for a $500,000,000 increase over past contributions, 
it was voted unanimously to make the second levy identical 
with the first--l percent of each member nation's income for 
the fiscal year ending June 30, 1943. This means the US 
contribution will be §1, 320,000 ,000—-about 75 percent of the 
total UNRRA funds. 


Some of the countries have not yet made thcir scheduled 
contributions for the last period and they were warned unless 
full contribution is made, UNRRA would have to scale down its 
program. Mr. Clayton warned that Congress might balk at making 
the US appropriation if other nations fail to put in their 
proportion, and the UK and Canada made similar statements. 
Despite these warnings, some delegates said they were doubt- 
ful if their countries could pay their full shares. (The 
Soviet request for UNRRA aid and the manner in which that 


' 
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problem was scttled will be covered in next week's issue 
as the facts are not available at this time.) 


Membership France ana Conada were admitted without 
objection to membership on the Central Committee. Formerly, 
the Central Committee had comprised only Britain, US, USSR 
and China. The action was delayed a little, however, by 
Austrelia's sugcestion that Australia, Brazil and Yugoslavia 
should become members also. The discussions and speeches 
on this subject were particularly hot. Australia pointed 
out that her contribution is the fourth largest of all 
peying governments. She charged that the Council had not 
made adequate plans to deal with the colossal problem of 
relief in the Orient. 


To increase the Central Committee there must be as- 
sent from two-thirds of the Council and unanimous consent < 
by the Central Committee. Russia at first vetoed the Aus- 
tralian resolution and was bitterly assailed by the Aus- 
tralians for this action. Then the Soviet delegation ex- 
plainea that the question had come up vithout prior notice 
so thet they were without instruction on this point; more- 
over, they considered enlarging the Committee a serious move 
and one on which they should have instructions. They asked, 
therefore, that their veto be disregarded and instead merely 
abstained from voting, saying they would be prepared to vote 
on the matter at the next Council mecting. The US also had 
abstained from voting on the theory that such abstention 
would leave the door open for reconsideration of this reso- 
lution at the next meeting. 


The 44 member notions were increased to 45 by the ad- 
mission of Denmark to membership in the UNRRA Council and 
again to 47 when White Russia and the Ukraine were admitted, 
thus giving the Soviets three votes. Precedent for this 
action was set at the United Netions Conference in San 
Francisco, 


Mr. Clayton introduced a resolution, which was ap- 
proved, to allow any member of the United Nations to join 
UNRRA on application to the Central Committee and its de- 
cision to admit. This action affects Argentine, Turkey, 
Syria, Lebanon and Seudi Arabia. 


Extension of UNRRA 4id to Austria and Italy Austria, 


which faces one of the grimrest outlooks in all Europe this 

wintcr, will receive UNRRA aid, it was decided at the Coun- 

cil meeting. Although there was no vote against letting 

Austria share in UNRRA benefits, it is likely that some 

opsosition may develop unless this help is givtén wisely 

and judiciously. Greece and Yugoslavia have a deep feeling . 
that no help should be sent to any former Axis country or , 
part of an Axis country until enough relief has been given 

to the peoples of their ovn country. They have, in the past, 

objected to Italy's sharing UNRRA benefits. The question 
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of aid to Austria was touched off when Mr. Clayton dis- 
closed that the US, USSR and UK had decided against making 
any reparations claims against Austria. 


Mr. Clayton then said that the US considers Italy now 
deserving the treatment accorded a liberated nation instead 
of a former enemy. By a vote of 29 to 1 (Yugosavia dis- 
senting) it was decided to extend UNRRA aid to Italy so that 
country will receive all benefits. UNRRA activities to date 
in Italy have been confined to provision of medical and 
sanitary aid and sup;lies; assis tance in care and return 
to their homes of displaced persons; and eare of children 
and nursing and expectent mothers, 


Mr. Clayton estimated that rehabilitation assistance 

' in Italy might require $45,000,000. The present assumption 
is thet the UNRRA program cannot start operating in Italy 
until azgproximately the end of the year, and that a Combined 
Liberated Areas Committee program will cover the interim 
period beginning with September loedings inasmuch as the 
program of the combined military authoritics was discon- 
tinued the end of August. 


Actually the admission of Italy wes one of the most 
hotly contested issues before the Council. Yugoslavia 
protested bitterly; Grecce abstained from voting; end 
Ethiopie rcfused to sanction the action until the reso- 
lution was chenged to say that "relief was urgently needed 
in Italy" instead of because "Italy had rendered assistance 
to the United Nations." 


F ast The end of the war with Japen, which came 
in the midst of the Council scssion, neturally highlighted 
the Far Eastern relief problem. Immedistely a resolution 
“as passed asking member governments of supply countrics 
to take measures with regard to production, distribution 
and shipping, so thet « prompt and equitable flow of goods 
from current stocks and new production coulc go to the 
liberated ercas of the Far East. 


Another resolution was passed which provided that mili- 
tery end civilian supply agencies should be instructed to 
make available to UNRRA and to the governments of liberated 
areas as much of their war supplies as possible with the 
least amount of delay. 


“é 


UNRRA, meanwhile, insisted that it was not "caught 
short" in the Far East, and that plans and programs are 
underway. A canvass of nations in the Far East had been 
made by the Aqministretion to see just what type of aid 
would be requested, and, aside from China, the job seems 
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small, largely concerned with medical supplies and help 
in the control of epidemics and, in a few instances, care 


for displaced persons. 


Korea and Formosa will be considered as liberated areas, 
but Thailand will not be put in that category for the time 
being. However, it may de that a decision will be made on 
Thailand at the next Council meeting. 


Relief needs for China are, of cowse, limitless. 
Chinese experts have estimated a minimum program for Chi- 
nese relief the first year of $3,439,000,000---and the 
Chinese Government has asked UNRRA to defray 37 percent 
of this, or about $945,000,000--4,000,000 tons of supplies. ‘ 


UNRRA already had a program under way for sending 
800,000 tons of relicf supplies to China as soon as ports 
were open and shipping permitted. This matcrial, totaling 
about $192,000,000, for the most part is made up of agri- 
cultural machin. ry, earth-moving equipment and productive 
machinery to aic in a public works program. In addition, 
30,000 tons of medical and other supplics were scheduled ' 
to go over the Burma road, 


& regional Far Eestern UNRRA office will be estab- 
lished somewhere in China. At present there is a egional 
office for the Southwest Pacific located in Australia, which 
that country does not wish to rlinquish. The question 
remains to be settled as to whether there will be Wo re- 
gionel offices in the Far East, or whether the Southwest 
Pacific office shall be moved to China, 


Organizational Changes In the financial resolution 


it was provided that the Central Committee should be in 

session more often end exercise 2 closer supervision over 

matters of allocation of supplics among the recciving 

countries. There has been considerable complaint that ‘ 
allocetion among the recipient countries has been unfair. 
Yugoslavie, in particular, was most veherent in this re- 

gard, since she fecls Greece is getting better treatment 

than she’ is. As a mattcr of fact, Yugoslavia is not in- 2 
terested in the grains and nitretes which UNRRA has avail- ‘ 
able and which Greece is eager to get. UNRRA feels, however, 

that aid to Yugoslavia, Poland and other countries can be 

increased, 


It was decided that the committees on ability to pay, 
under Resolution 23, should become standing committees, | 
and in addition to their existing functions, keep under 
continuous review the financial situation of the receiving 
countries and the extent of their need for free assistance. 
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Another organizational change was made when it was 
decided not to have standing committees on heaith, welfare, 
displaced persons, industrial rehebilitation and agricul- 
tural rehabilitation both et headquerters and at the Coun- 
cils for Europe and the Far East, they shall be established 
at headquarters only and under the direction of the Central 
Committee. 


SEVERAL CHANGES ARE MADE IN Certain modifications have 
LEND-LEs+SE TEREINATION ORDER been made in the original 

Presidential directive ter- 

minating lend-lease, although 
the fundamental principles have been maintained. On con- 
sideration, this Government decided that extension of lend- 
lease until the formal Japanese surrender would relieve in 
‘some measure the tension resulting from the President's 
original announcement, Straight lend-lease transfers © 
were continued until officiel V-J Day. Shipping chafrges 
will continue on a straight lend-lease basis until 30 days 

! after V-J Day. 


In eddition, FEA has instructed that procurement of 
' allocated food should be continued for the third and fourth 

quarters, even though contracts have not as yet been entered 
into. Delivery of food requisitioned but not on allocation 
will be stopped unless put on a cash reimbursement basis. 
For 60 days efter V-J Day, requisitions on a cash reimburse- 
mont basis will continue to be accepted for items already 
prograrmed under former arrangements. 


For those countries which have 3(¢) agreements with 
the US, Mr. Crowley has indicated thet transfers on the 
equivalent of 3(c) terms may be arrenged for goods in the 
pipeline and that goods already trensferred and in transit 
or in inventory ebroad may be retained on similar terms. 
"Three (c) terms" means payment over a 30-year period with 
interest at 2 3/8 percent. The Department understands 
thet Mr. Crowley has informed the 3(c) countries that for 
goods not yet requisitioned the US Government would enter- 
tain applications for Export-Import Bank loans on terms 
similar to 3(c). This opportunity, if acted upon quickly, 
would forestall a stop in the flow of goods. 





The status of lend-lease to the UK, USSR and China is 
as follows: T. V. Soong, who has been in Yashington for 
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several weeks, has inferred that Chine will apply for an 
Eximbank loan to cover necessery items. The UK will discuss 
lend-leese termination during the September financial and 
trade talks to be held in Washington in September. In the 
meantime, R. H. Brand, Chairman of the British Supply Coun- 
cil in Washington, has stated that the British will purchase 
"upon terms to be mutually agreed upon" goods contracted 

for and unshipped, and goods transferred under lenda-lease 
and in transit or in inventory abroad. The British have 
taken this position so that the flow of sup lies to the 

UK will not be interrupted. 


The Soviets have indicated that they are interested 
in picking up on 3(c) terms lend-lease items amounting to ‘ 
approximately $400 million. In addition, they wish to 
secure-an Eximbank loan for $1 billion for industrial equip- , 
ment, ctc., on similer terms. 


The directive should not affect Iran, Iraq, Lebanon 
or Egypt since deliveries to these countries have been on 
a cash reimbursement basis. Howevcr, no definitive policy 
has as yet been reacred. The President has agreed to con- 
tinue the lend-lease program for Saudi Arabia until De- 
cember of this year as the most expeditious way of granting 
econoric support to that Government, 


The lend-lease programs for the other American Re- ‘ 
publics are military and, therefore, not directly eaf- 
fected by the letest Presidential directive. Further 
action will have to await the approval by the President 
of a Joint Chicfs of Staff document on military lend-lease 
after V-J Day. FEA has, however, indicated its intention 
to discontinue its lend-lease procurement for the mili- 
tary, although for the present FEA will continue its pro- 
cedural functions with respect to reporting end centralized 
acceptance of requisitions. The JCS Directive will, it 
is anticipated, stop the issue of Army-Navy lend-lease goods 
and services except for purposes of mopping up operations 
and exce,t in certain unavoidable cases where cessation 
would cause undue hardship. Such exceptional issue shall 
not include munitions and shall not continue beyond six 
months from the effective date of the Directive. Issue 
would include such items as rations, fuel, transportation 
services, medical supplies where these cannot reasonably: 
be furnished by the foreign government. 


a 
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AGENDA AGREED ON FOR US-UK The agenda has been agreed 
TALKS ON TRADE AND FINANCE upon with the British for 

the discussions on trade 

and financial policy which 
will continue in Washington probably next week. The fol- 
lowing topics will be covered: (1) Lend-lease questions, 
including terms for continued delivery of the: non-munitions 
pipeline, arrangements for the windup of the munitions 
program, reverse lend-lease and lend-lease settlement, 
with related questions of inventories, capital installations, 
etc.; (2) Financial questions, such as financial arrange- 
ments during. the transition period, sterling area arrange- 
ments, and exchange convertibility, anticirating the 
Bretton “Woods formula; (3) Commercial policy questions, 
including the proposals for an International Trade Organi- 
zation presented to the British August 4 and covering 
reduction of trade barriers, cartel policy, and commodity 
policy; (4) Surplus property disposal; and (5) Use of US 
agencies-for ¢ash procuremamt,. 


Lord Halifax will be chairman of the British mission, 
other members including Lord Keynes; Harmer of the UK 
Treasury; Hallpatch of the Foreign Office; and Brand,UK™ 
Treasury representative in this country; as well as other 
staff now in Yashington. Keynes will first stop: in Ottawa 
for discussion of mutual aid matters with the Canadians, 
arriving in Washington September 6 or 7. Lord Halifax 
will arrive here between September i0 and le, and it is 
hoped that the discussions will begin about that time. 


Assistant Secretary Clayton is concerned because the 
British group includes no ranking members on the trade 
side and is insisting, with Department supyort, that no 
financial arrangements for the transition period can be 
concluded without a satisfactory understanding on com- 
mercial policy. 


ee 
KOREA DIRECTIVE A draft of a political, economic and 
H&S BEEN DRAFTED financial directive for-Korea has 

. been prepared by a subcommittee of 
the ‘State-ar-Navy Coordinating 

Committee (SWNCC). This is for the southern half -of the 
country, which will be o¢cupied by US forces, and covers 
only the initial occupction period. As soon as the docu- 
ment has SWNCC approval the contents will be reported. 
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RECENT DEVELOPMENTS SUMMARIZED The past week saw the :-: 

ON POSTWAR CONTROL MEASURES establishment of a = 
committee on international 
adjustments, interagency 

consideration of US policy with regard to the Combined Boards, 

and other developments in postwar and reconversion fields. 


International ac Jusmments sabe om tee The Reconversion 
Working Committee has established a Subcommittee on Inter- 
national Adjustments which will review plans of the interested 
agencies in the area of international economic relations during 
the reconversion period which affect the discontinuance or 


maintenance of wartime financial and commerciel arrangements 





and transition to interim or semi-permanent arrangements. It ‘ 
will also promote formulation of coordinated policies and 
programs in. this field and make recommendations to the Recon- ‘ 


version Working Committee, 


Agencies represented are State, Treasury, War, Navy, 
Agriculture, Commerce, Foreign Economic Administration, Office 
of Price Administration, War Shipping Administration and ‘ar 
Production Board, An. observer will be appointed from the 
Bureau of the Budget. Harold Stein of the Office of War 
Mobilization and Reconversion will be. chairman and Willard 
Thorp, has been named as State Department representative, 


Combined Boards Public: announcement hes been made by 
the President of the US and the Prime Iinisters of the UK 
and Canada thet the Combined Food Board, the Combined Raw 
Materials Board, and the Combined Production and Resources 
Board will continue in operation for the time being to 
ensure that there is no break in the machinery which is , 
handling various critical supply questions of immediate 
importance. Meanwhile a study is being made of the need 
for continuing such control over short-supply items. 


It is the established policy of the US government 
that all wartime controls of international trede, and 
government participation in such trade, be terminated as 
rapidly as is consistent with the objectives of this 
government for an orderly transition from war to peace, 
These objectives include: (a) prompt-conversion of the 
economies of the world to maximize the production of 
goods and services, (b) stabilization of the general price 
level, and (c) equitable distribution of available supplies. 


In line with the above policy, the subcomrittee on 
Wartime Trade Controls of the Executive Committee on 
Economic Foreign Policy has drawn up for consideration by 
the ZCEFP recommendations with respect to postwar control 
of certain short-supply iters, Briefly, the committee 
recommends limiting centres to products in global short 
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supply which would be subject to substantial price increases 
in the absence of centrols, and to products relatively in- 
portant to stazbilizgation, reconversion or rehabilitation 
programs. They recommend establishment of a committee for 
each commodity comprised of representatives of all countries 
“which are important producers or consumers of that commodity. 


Where Combined Board comritteecs already exist for 
certain cornmodities, they would be continued and eappro- 
priately e::pandei. The responsibilities of the Combined 
Boards should ke terminated promptly -s the committees 

. assume responsibility in their respective ficlds. Each 
commodity committee, the trade Controls Committee recom- 
mends, should be liquidated es soon as the conditions 
calling for its esteblishment cease to exist, or as soon 
as it becomes apparent that the level of supply will not 
be cdequate to meet long-term demand without the price 
increase which would result from the removal of controls. f 


USCC Contracts Officers of the Department are con- 
cerned about the position FEA nay take with regard to: the, 
cancellation of US Commercial. Company purchase contracts. 
lir, Crowley has raised the question of whether the USCC 
has authority to continue purchasing in view of the end 
of the war. Tentative judgment fror: the Reconstruction 
Finance Corporation is that such authority does exist. 
The Department is dr: fting a lettcr to FEA reouesting 
that it be consulted before any drastic or large-scale 
cancellation of contrects is undertaken by USCC. 





Luxury Imports The Liberated /reas Committee, in 

a letter to OPA, recommended the relaxation of price 
control on imports, especially of luxury or semi-luxury 
‘goods, or of raw materials whose costs do not heve a 
significant effect on the retail selling prices of 
finished goods. Such ection would encovrage eae larger 
volume of trade with liberated areas and would not 
only be of direct economic assistance to ther but 
would provide dollar exchange for necessary purchases 
in the US. Under present conditions, the flow of goods 
from liberated areas tc the US is hindered because 
foreigi prices are higher than US ceilings. Also present 
regulations permit manufacturers to import raw nmatcrials 
oo their ovm use reg-rdless of OPA ccilings. This puts 

i211 business, which is not able to deal directly with 
Padoien suppliers, in a critical position by denying it . 
rew materials normelly purchased through importers. 








Decentralization Plan Terminates The decentralization 
plan for hendling import permits to Latin American countries, 
whieh hes been in operation during the war, will terminate 
September 30, cand public announcement was made September l. 
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ECO AND ZECE HAVE Mr. ‘Jayne Jackson, who has recently 
IMPORTANT ROLE returned from London, is most encourag- 
ing about the importance of the European 
Coal Organization and the Emergency 
Economic Committee for Europe. The value of these organiza- 
tions is seen not only in specific accomplishments, he reports, 
but also in the opportunity which they afford for a joint 
approach by the liberated areas to problems of common 
concern. This is the view not only of US representatives 
who have followed the activities of the orgarizations in 
London but also of representatives of the European 
countries who are participating-- Norway, Denmark, the 
Netherlands, Belgium, Luxembourg, France, Greece and 
Turkey. (Czechoslovakia and Yugoslavia are observers.) 


Set up three months ago to review and make recommen- 4 
dations on urgent economic problems in continental Europe, 
these groups have provided a useful forum for discussion 
and exchange of information. Specifically, ECO has made 
recommendations on the allocation of coal as between 
certain allied countries and the recommendations have 
been unanimously concurred in by all member nations. 
The importance of the committee's work lies not only in 
the ability to reach agreement, however, but in the fact | 
that all the countries concerned have come to realize 
that the critical problems are common to all. 


&£ comparable situation exists in the case of certain 
technical groups working under the general supervision 
of EECE in the fields of food and agriculture and 
electric power. The discussions heve brought to the 
attention of the members that while they are facing 
severe and difficult problems themselves, other 
countries are facing many of the sare problems and 
that their difficulties, not being unique, can be solved 
only in relation to and after taking into consideration 
the problems of their sister countries, 


Future US Participation Additional US support through 
an increase in personnel and by firm backing in ‘‘ashington 
for the activities of these organizations should be pro- 
vided, according to US representatives. It is now clear 
that ECO and EECE are providing a useful mechanism by 
which the regrowth of economic inter+«relationships in 
Europe can be fostered and it is to the interest of the 
US to see that this is accomplished. ‘ith the decline of 
activities by the Combined Boards and the “ilitary coordi- 
nation jobs exist in many fields which might possibly be 
handled through EXCE. The future operations will depend 
considerably, however, on the support and initiative 
given to the organizations by the US and UF. 





“h preliminary discussion will be held next week in the 
Liberated Areas Committee of the substantive operations or 
activities of LECL for the future. 
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EIT CONFERENCE RECONVENES Attendance difficulties, 
BUT ENCOUNTERS DIFFICULTIES which beset the European 

Inland Transport Conference 

when it reconvened in London 
August 24, seemed to be clearing slightly at the second 
meeting the following Tuesday. The Convention was sched- 
uled to include the US, UK, USSR, Belgium, Luxembourg, 
Yugoslavia and Poland, It was earlier agreed that the 
Danish and Turkish Governments should not be invited to 
send delegates as it might entail further delay. However, 
when the first session opened the Soviets and Poles were 
not present and the Czechs and Yugoslavs were represented 
only by observers. 


The Polish delegation attended the second session. 
The Soviets, Czechs and Yugoslavs were represented only 
by observers but the Czechs stated their delegation 
would arrive sometime during tne week, The Soviets ex- 
plained that they were without instructions on certain 
points and were not prepared to discuss any part of the .- 
Graft agreement until these have been received. They 
hoped to have them by the end of the week. 


The problem to be decided by the group is whether 
the provisional organization should be continued or 
whether a permanent organization should be established. 
Meanwhile the work of the provisional organization is 
continuing. Efforts have succeeded in securing closer 
working relations with the military. The provisional 
organization has been granted representation on all mili- 
tary transport policy committees at present operating 
in the European Theater. Dissolution of SHAEF emphasized 
the need of machinery for consultation between military 
and civil transport agencies, with the result that CALA, 
the liquidating agency for SHAEF, undertook the job of 
promoting liaison between the military and the Provisional 
Transport Organization. 


* * * 
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US STICKS TO POSITION The question of minimum coal recuire- 
ON GERMAr COAL OUTPUT ments for Germany hes again been 
Praised by Marshal Bernard lL. 
Montgomery of the British zone in 
Germany. The US maintains its stand that exports take. ; 
Precedence over domestic use even though this Will delay 
the resumption of industrial activity in Germany, 


food, building materials, medical and Sanitary Supplies 
and similar "fundamental requirements." He ergues that 
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The Department has informed Anbassador Winant that 
it is unalterably Opposed to makins any émendnent in the 
existing directiy> which Clearly establishes the principle 
that the greatest amount of German coal] Possible be made ee 
available for “xports, and that the use of coal in Germany . 
Should be the hinimur necessary to protect the Occupying : 
forces and the redeployment program, | 


A similar Proposal was considered during the preparation 
Of the directive and was rejected. The US is particularly 
Opposed to the use of coal in Germany for the purpose of 
avoiding unemployment When it is needed so desperately in 
Other Eur opean countries for the sare Purpose, 


appointment of the Suggested coa] commission Provided the 


Cxperts selected have competence in 8ll factors related to 
coal Production, 


* * 


OTIC: I gy 
petiteriemmmene ’ 
_— 


DECLASSIFIED FOR PUBLICATION IN FOREIGN 
RELATIONS OF THE UNITED STATES 














e 13 « 


£©£OCD AND AGRICULIURE OF}.GALIZATION The Food and Asriculture 
WILL CONVENE OCTOPER 16 Il CATADA Organization will be the 

first of the new perma- 

nent international organi- 

..zations to come into existence. The conference at which it 

will be established will open in. Canada October 16. The new 
orgarnizetion is designed to frit into the general framework of 
the United Nations Organizetion and will "promote common 
welfare through national and international action." Its 
objectives include improving efficiency in the production and 
distribution of all food and agricultural products; raising 
the levels of nutrition and standards of living; improving the 
condition of rural populations; and contributing by these 
means to an expanding world economy. 


Forty-four countries have been invited to attend and 
more than 20 have agreed to accept the constitution of the 
organiz:tion and send.delegates to the conference. Others 
are expected to ratify before the meeting date. 


Arrangements for the Food and Agriculture Organization 
were made at the first United Nations Conference on Food and 
Agriculture at Hot Springs in 1943. An interim commission 
was set up to draft the constitution and to arrange the con- 
ference. This commission will be dissolved after the 
meeting convenes, 


The first session of the organization will be concerned | 
primarily with setting up essential administrative machinery. 
However , urgent ‘prenyers in need of immcdiate attention will 
be considered, 


UNRESTRICTED 


US WITHDRAWS OFFER TO EXTEND RUBBER - The Rubber Development 
AGREEMENTS WITH T:IREF. COUNTRIES Corporation has. with- 
, drevm its offer to | 

| cxtend the rubber agree- 
ments with Bolivia, Ecuador, and Guatemala. The agreements, 
which encouraged maximum production of rubber, were all 
scheduled to expire the end of 194€. During the early 
summer the US sought to extend them through June 30, 1947, 
on the theory that if the agreement price were continued 
for a longer period there would be no interruption in 
production. 


Extensions were reneved with Mexico, Honduras, British 
Honduras, British Guiana, Nicaragua, Costa Rica, Colombia, 
Peru, Venezucla, El Salvador, Trinidad, Panama and Brazil. 
The offers to extond ‘vere withdraym in’ the cases of Bolivia, 
or and Guatemala after warning them that unless there 

as carly acceptance, the matter mignt have to be reconsidered. 
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COMMERCIAL AGREEMENTS AND STEPS TO Postwar trade agree- 
RESUME PRIVATE TRADE ARE REPORTED ments and steps for 
. resumption of private 


trade are of major 
concern in all countries at this time. A resumé of recent 
information received by the Department in this regard fol- 
lows: 


Norway After the initial success of the Swedish 
trade agreement, the Norwegians are looking toward ar- 
rangements with other countries. Negotiations have 
started with Denmark and a mission was expected to go to 
Belgium last week. 


The Norwegian Ministry of Foreign Affairs has for- 
mulated a new procedure for procurement in the US which 
is described as an intermediate step toward complete 
private trade. All foreign purchasing so far has been 
conducted directly by the government through its own 
agents in the US and other principal markets. 


Briefly, the arrangements provide that trade associ- 
ations will select and pay representatives to go to the 
US, with Government sponsorship, to purchase for the 
trades represented. Direct communication between the 
Norwegian importer and the US exporter will establish speci- 
fications, prices and terms. The Norwegian representatives 
in the US will sign contracts as agents, but only after 
clearance with the Norwegian purchasing mission, which 
will allocate funds in accordance with the purchasing 
program previously approved. FEA will be asked to ac- 
cept only those licenses representing exports contracted 
for by these trade representatives. 


This arrangement gives US exporters most of the ad- 
vantages of private trade--direct negotiation oh specific 
brands and distribution through established agents. Nor- 
wegians say full freedom of private trade within the 
limits of available foreign exchange will be possible as 
soon as the US lifts export controls. 


Denmark As long as the tight exchange situation exists, 
the of Danish exports and imports will remain subject 


to strict control. Businessmen are urging an early return 

to private trade and there are indications that the Govern- 
ment is desirous of withdrawing controls as soon as conditions 
permit, 


At present exporters must have licenses issued by the 
Director of Supply, the Minister of Commerce, or the 
Minister of Agriculture depending on the commodity. Importers 
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must have licenses issued by the Director of Supply and 

may deal directly with approved countries except the US 

and UK, where Danish government purchasing missions are 

maintained. In those cases the missions make purchases 

and consign them to the Director of Supply, and local 

~ -° @istribution is made through private firms ona quotea- -—-~ 

? system based on previous shares in the market. An early: 

change to direct purchasing on a quota basis by importers 

is anticipated, 


The Danes are said to be primarily interested in 
purchasing from the sterling area since dollars are 
expected to continue tight. 


Sweden The Soviets and the Swedes are reported to 
be still negotiating a new financial and trade arrangement. 
Swedish officials feel that the Soviets have not yet made 
up their minds to buy in Sweden and are not likely to 
decide unless Sweden grants a substantial credit in crowns 
to the USSR. The amount of an earlier offer was not con- 
Sidered edequate. At present the strict clearing arrange- 
ment under which Swedish-Soviet trade operated in 1941 is 
still in effect, and there has been little activity. 


It is reported that the Swedes are using the relative 
importance in Swedish trade during the last three pre-war 
years as the basis of issuing import licenses. to Swedish 
importers. This arrangement is a disadvantage to Swedish 
agents of US firms and local American subsidiaries who 
did comparatively little business there in pre-war years 
in competition with German and other continental European 
firms. The Department has asked the Legation to express 
to Swedish officials US concern over this discrimination. 


Sweden and Argentina have exchanged notes looking 
toward maintenance of trade between the two countries 
which‘has been carried on during the war under safe con- 
duct. Both governments indicate that they will grant 
to tie other country the necessary export licenses for 
essential conditions "to the extent possible." Unfavorable 
comment in the US press has disturbed the Swedes and they 
state that the agreement in no way violates the spirit 
of the US-UK-Swedish agreement since it does not refer to 
torms of payment and merely lists unspecified quantities 
of commodities which will enter into trade between the 
two countries. 


Belgium Commercial agreements have already been signed 
with France, Sweden, and Switzerland. The Belgians are 
eager for the return of private trade and present controls 
will be exercised only as long as they are necessary. The 
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only legal restrictions on private trade at this time are 
the requirement of export and import licenses and exchange 
permits for payment. The priorities committee, however, 
expects to continue as long as shipping and supplies are 
limited restricting issuance of import licenses to essen-~ 
tial needs of food and clothing for the population and 

of raw materials for industry. 


= s A nt Following recent financial 
and trade negotiations in Bern, new commercial agreements 
were signed between Italy and Switzerland. They are re- 
ported to cover regulation of payments, reciprocal exchange 
of goods, and gradual amortization of payments still over- 
due. Fifteen percent of Italian export, it is said, will 
go for amortization of the Swiss debt, Switzerland will .j 
advance a loan to Italy of 80 million Swiss francs under ¢ 
certain conditions, and the ports of Genoa and Savona will | 
be used as soon as possible for Swiss supplies. i 
) 
| 


UK-Finnish Agreement As a result of a trade agreement 
signed early in August, UK restrictions have been removed 
and private trade can be resumed with Finland. It is re- 
ported that Finland will obtain from England sugar, wheat, 
saccharine, potato starch, wool, hemp, shoes and chemicals 
and metals for reparations industries and civilian uses. | 
If Finland can sccumulate funds in the UK through exports, | 
it can obtain additional amounts of chemicals, textiles, 
raw materials and metals. The UK will import Finnish 
wood products to aid in its post-war housing program, 


a Reports from Praha indicate that the 
Czechs are taking vigorous action to revive domestic in- 
dustry and foreign trade, Commercial negotiations with 
the British looking toward a commercial agreement between 
the two countries have reached the final stage. 


French delegates visited Praha recently to discuss 
the re-establishment of economic financial relations 
with Czechoslovakia, and a Czech delegation is said to 
have left for Bern to arrange resumption of trade rela- 
tions with Switzerland. Negotiations with Italy, Sweden 
and Hungary have begun, and delegations are being sent 
to Rumania and Bulgaria. Arrangements have been made for 
the exchange of specified amounts of Austrian iron ore 
for Czech coke, 


Representatives of the Department and other US agencies 
have discussed with a Czech Embassy official the restoration 
of private trade between the two countries and the Trade 
Agreements Committee has set up a Country Committee for 
Czechoslovakia to explore plans for a new trade agreement. 


Hien 
——" 
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Plans are also progressing for an Eximbank loan. Mcanwhile 
FEA has offered the Czechs a 120-day loan to pcrmit immediate 
advances of credit prior to the conclusion of a Bank loan. 


Embassy Praha points out that every effort should be 
made to expedite supplies to Czechoslovakia so that the 
US will not lose its trade position with that country. 

In this regard, the Embassy feels that 1,000 four to five- 
ton trucks should be made available at once from Arny 
surpluses, 


Hungery Hungary has negotiated and signed secretly 
a trade agreement with Rumania, acccrding to Embassy 
Budapest. Under the arrangement Hungary will receive 
lumber, coal, salt, window glass and various chemical 
products. Rumania will receive specified amounts of 
iron and steel ingots, aluminum, tanning dies, light 
bulbs and sugar. In addition, supplies of petroleun, 
food, electrical appliances, and medical equipment will 
be exported to Rumania in quantities to be determined 
later. pe 


-- 


&According to confidential reports received by the 
Embassy, a trade agreement has been signed between Hun- 
gary and the Carpathian Ukraine. Hungary agrees to supply 
barlicy, onions, beans and peas, tobacco, cabbage, cement 
and botties in exchange for railway ties, firewood, coal, 
salt and lumber products, 


Bulgaria The present regime in Bulgaria is attempting 
to discourage private foreign trade and conduct it ona 
governmental basis through cooperative marketing and pur- 
chasing. Barter or compensation arrangements are the 
only kind of arrangements under consideration and every 
effort is being made to direct this trade to the USSR 
or countrics within the Sovict sphere of influence. 


Argentina It is reported that Argentina is negotiating 
. with Chile, Bolivia and Uruguay for a South American re- 
gional agreement which would reducc import duties 10 per- 
cent each year until duties between these countries are 
eliminated completely. The Department is seeking further 
information on the proposal. 


* * 
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US DELEGATION NAMED FOR US-UK The US delegation-which will 
FINANCE AND TRADE DISCUSSIONS begin discussions of finane 
cial and trade questions with 
the British on September 12 in 
Washington will consist of Assistant Secretary Clayton, acting 
as chairman until Secretary Byrnes returns from London; 
ri Mr, Crowley, FEA administrator and Chairman of the Board of 
Directors of the Eximbank; Mr, Vinson, Secretary of the 
Treasury; Mr, Eccles, Chairman of the Board of Governors of 
the Federal Reserve System; Mr. Symington, Chairman of the 
Surplus Property Disposal Board; and Mr. Wallace, Secretary 
of Commerce. The UK group has not been definitely announced, 
but will undoubtedly include the memhers named in Current 
Economic Developments, September 3, (P. 7). 





The Department has undertalien responsibility for 
scheduling and organizing the meetings, The discussions will 
be divided inte four main parts, for each of which a subcom- 
mittee will be formed to carry on discussions with the British. 
There will be subcommittees on: (a) Financial problems, with 
Secretary Vinson as chairman, (b) Lend-lease questions, headed 
by Mr. Crowley, (c) Commercial policy, with Mr. Clayton as 
chairman, and (a) Surplus property disposal, under the naire 
manship of Mr. Symington. 


Recommendatioris of the subcommittees will be submitted 
to the US delegates named above, who form a top committee, ~ 
The Department's Office of European Affairs will have an 
observer at these top committee meetings. The recommenda- 
tions of the top group will then be submitted to the 
President, 


DEPARTMENT FORMULATES: POLICY ON During the. past week the 
SOME TOUCHY REPARATIONS MATTERS Department has taken 
acticn on certain of the 
' outstanding problems 
> facing the Allied Commission on Reparations (ACR). However 
the US position on many problems is still unresolved, 


Continuation and Responsibility of the Reparations 
Commission The Department has now taken the position 
that the Reparations Commission should be continued as a 
distinct body. It is possible that the USSR will raise 
this question in the Council of Foreign Ministers now 
meeting in London. Ambassedor Pauley had formerly taken 
the attitude that the ACR had a short-run term of responsi- 
bility and that the implementation and furtherance of the 
policies established by the ACR should be turned over to 
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the Control Council (CC). The Russians are holding to the 
principle that the ACR should be the initial detcrnmining 
body on the amount and character of industrial equipment 
to be removed from Germany. The Soviets apparently feel 
that the CC, as the Government of Germany, vould be pri- 
niarily concerned with keeping industrial removals toa 
mininum whereas the ACR would be more favorable to re- 
movals., In this position they have French support. 


The US position was taken after consideration of 
several factors, nanely: (1) the Russian opposition to 
turning over all reparations work to the CC; (2) many 
broad policy decisions have yet to be determined; (3) the 
Russian and French belief that the military is not likely 
to carry out vigorously any extensive program of removals 
for deindustrialization; and (4) adequate provision nust 
be made for additional claimant nations. 


The Department's compromise between the Russian 
position and fmbassador Pauley's position now states that 
renovals should go forward under the general policies laid 

down by Reparations Commission, and that the Reparations 
Commission should serve as an advisory group to the Control 
Council and should be physically situated in Berlin so as 
to permit consultation. The Control Council should subnit 
before February 1, 1946, to the ACR for approval a final 
program on removals of industrial equipment. 


The British are considering a sinilar compromise 
and it is likely that the French and Russians will be 
receptive to a decision such as the one proposed by the US. 


US Supports Unified Treatnent for both Eastern and 
Western Zones The US is still striving for quadripartite 
treatment of Germany as a single economic unit. Therefore, 
we wila not act on the Soviet proposal requesting participa- 
tion in discussions concerning removals fron the western 
zones until the USSR agrees to the principle that removals 
from the eastern zone must be based on a unified progran 
for all of Germany. Soviet agreement should be shown by 
submitting data on removals from the eastern zone to date, 
The request of the Soviets to permit a commission of in- 
dustrial experts to enter the western zone is contingent 
on the USSR permitting a mixed commission of the western 
powers to conduct a similar survey in the eastern zone. 

If the Soviets are unwilling to comply, the US will insist 
that the Russians be excluded from deterrination of re- 
novals from the western zone. However, this would not 
mean that on other aspects of economic cooperation the 

US would not continue to push for quadripartite agreement. 








Under the Potsdam Protocol 25% of industrial equip- 
nent removed from the western zone is to be delivered to 
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Russia and Poland, 15% of which is to be delivered on 
straight reparations account, and 10% is to be delivered 
in exchange for food and raw "materials from the eastern 
zone. The Russian proposal whereby the Reparations Conm- 
mission would allocate industrial equipment from the 
western zone first to Russia and Poland and then to all 
other clainants is unacceptable to the US. Such a scheme 
would give the USSR a preferred position over all other 
claimant nations in securing reparations from the western 
zone. 


Other Reparations Claims to be Met From Western Zones 
The British have proposed the creation of an IntereAllied 


Reparations Agency composed of those countries invited by 
the US, UK and France to make reparation claims against 
Germany. These claims, in accordance with the Potsdam 
Protocol, will be met from the western zones. The US 
warnly supports this proposition, &n invitation has been 
received from the UK to send representatives to London on 
September 20 to organize such a group. if similar invita- 
tion has been sent to the French Provisional Government. 
One of the first tasks of such an i:gency will be to obtain 
lists of material the claimants want as interim deliveries 
even though the Control Council has not as yet prepared a 
list of materials available for such interim deliveries. 
The Russians, on the other hand, have prepared a list of 
material which they want from the western zones but this 
cannot be acted upon until comparable lists fron other 
countries are obtained. Copies of such lists will be 
furnished to the Control Council for its guidance, although 
the CC has not as yet prepared a list of its own. 


In the latter part of August, the governments of 
Canada, Australia, New Zealand, South i.frica, India, 
Belgium, Norway, the Netherlands, Greece, Luxembourg, 
Czechoslovakia, Yugoslavia, Denmark and Egypt were in- 
vited to supply data relating to the reparations clains 
of their respective governments against Germany and the 
value of pre-war German assets held by them. The informa- 
tion is to be submitted by October 1. Suggestions were 

, made as to the type of data to be included which should 
not only reflect physical losses and damage to property 
and persons, but should include the contribution of each 
country towards organizing the victory and its war burden, 
Specifically, loss in industry, commerce, transportation, 
agriculture, housing, personal belongings, labor, personal 
injuries and damage to health, cost of the German occupa- 
tion and other pertinent data are to be included. Informa- 
ticn is also requested concerning the amount and status 
of pre-war German holdings in each country. (None of the 
other /merican Republics was invited to submit its claims 
because it was felt that all such legitimate claims can 
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looted property. Similar difficulties have prevented this 
Government from issuing a definitive policy up to the present. 
General Clay believes that restitution should be linited to 
the extent that it will not result in requiring relief for 
Germany and thereby causing the US to finance restitution, 
{mother group headed by Jmbassador Pauley and the US Treasury 
supports the position that the US should use the disposition 
of gold as a bargaining power in its relations with claimant 
countries. Some decision on US policy must be taken within 
the very near future if the liberated areas of Europe are to 
benefit. If the decision is postponed much longer sone 
material eligible for restitution will deteriorate and lose 
its identifying properties. 


DEPARTMENT OBJECTS TO PENDING In his message to Congress 
SURPLUS SHIP S/.LES LEGISLATION the President requested 
legislation for disposing 
of our surplus ships. Ship 
sales bills are now - before Congress but the Department con- 
siders them inadequate, 


President Truman said, “It is recommended that suitable 
legislation to permit such sales be exnedited so that the 
uncertainty about the disposal of our large surplus tonnage 
may be rerioved, In this way imerican shipping companies 
may undertake commercial operation as rapidly as ships can 
be released from governnent control and the foreign market 
can also be used for selling those vessels which are in 
excess of the needs of our postewar American merchant 
marine and national defense." The principle objective of 
ships sales legislation should be the sale of as many ships 
as can be used for economic purposes in post-war commerce. 
Legislation should therefor contemplate sales to foreign as 
well as citizen purchasers, 


The present ship sales bills before the House and the 
Senate are considered inadequate by. the. Department. because 
for all practicable purposes they place undue limitations 
on the sale of ships to foreign nations. It is estimated 
that of our present merchant marine fleet of 50 rillion 
deadweight tons the post war needs for /merican companies 
and a laid up national defense reserve will amount to a 
naximum of 25-30 million deadweight tons. If we are to 
dispose of the remaining 20-25 million tons it is apparent 
that we must offer such reasonable terms and suitable types 
of vessels that foreign nations will buy from us instead of 
building new ships and thus adding to the anticipated 
burdensome world surplus, The Department is willing to 
accept the pre-war foreign cost level as the most practica- 
ble price level calculated to effect the maximum disposal 
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of ships for cconomic post war commercial use, 


additionally the Department feels that there should 
be no discrimination for or against citizen purchasers 
except for the advantage which will result from a prior 
opportunity to purchase preferred ships; and that authority 
to charter to citizen operators and limited authority. to 
charter Liberty ships and possibly tankers to non-citizen 
operatorsis desirable to assure administr<:tive sufficient 
flexibility to deal with problems as they arise. , 





* * * 


RUBBER COMMITTEE J. top Government cowmittee on rubber 
SET UP BY OWMR problems has been named by Reconversion 
Director Snyder. It will survey natural, 
synthetic and reclaimed rubber probleris 
and recormrend a national policy looking toward expanding 
supplies at low and stable prices, encourage the development 
of synthetic, and guard against the possibility of another 
crucial wartime shortage. “illiam L. Batt, Vice Chairman 
of the Yar Production Board, will be head of the inter- 
agency group, which will consist of representatives of the 
following: State, Justice, War and Navy Departments, OWMR, 
Surplus Property Board, RFC and FE. 


Esteblishnent of this corrittee follows the recommenda- 
tion made in a letter of June 28 from the Department to O'VMR 
urging the appointnent of such a committee to formulate a US 
position with respect to various aspects of the domestic and 
international rubber problen,. 


UNRESTRICTED 
* kk y 


FRENCH POLICY TOWARD 4. French Embassy official has indicated 
INDO CHIN/. CHANGES that there will be a sharp change in the 
previous French economic policy toward 

| Indo-China which will provide increased 
autonony as well as expansion of trade on a non-discrininatory 
basis. i.s soon as the program is completely formulated, the 
French Government will inform the Department in full. Accord- 
ing to the report the French Government plans to establish 
tariff autonomy for Indo-China and encourage a tariff syster: 
Set up on a non-preferential, non-discrininatory basis; establish 
nonetary autonoriy with an exchange rate between the piaster and 
other currencies not tied to the franc and without exchange con- « 
trols; establish eventual equality of opportunity for other 
foreign businesses in Indo-China, although for a brief transi- | 


q 


tional period plans are to provide an advantage. to Frénch 
business so it may become established on a basis of competitive 
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SOVIETS AND HUNGARIANS SIGN ECONOMIC Two agreements, one a 
COLLABORATION AND TRADE AGREEMENTS trade and the other an 

economic collaboration 

agreement, have recently 
been signed by Soviet and Hungarian representatives in Moscow, 
The trade agreement includes provision for the exchange of 
30,000 tons of cotton and 2,000 tons. of wool from the USSR for 
17; "000 tons of Hungarian textiles, 


The collaboration agreement provides for participation 
by the USSR in Hungarian economic activity identical to that 
provided in the Soviet-Rumanian agreement, (Page 9, July 2 
issue of Current Economic Developments) except that it covers 
a wider range of industries. For the field of agriculture, a 
Soviet-Hungarian scientific research institute is planned; 
while in industry there is provision for joint Soviet-Hungarian 
enterprises in iron and steel, bauxite, oil, coal, electric 
power, chemicals and machinery. Collaboration is also pro- 
vided for in the transportation field, to promote river and 
ocean shipping, and air and motor transport. Banking firms 
are to be created with joint participation and will be con- 
cerned primarily with the financing of various enterprises 
resulting from this agreement. 


US ARMY PURCHASES OF DANISH SURPLUSES FEA, Agriculture and 
HAS IMPORTANT BEARING ON FOREIGN TRADE the State Department 
have agreed that if 
the Denes desire to 
sell their surplus butter and eggs to the Army, the US Govern- 
ment will not object to purchases by the General Purchasing 
Agent of the US Army of reasonable amounts up to June 1946, 


Agriculture originally supported the principle that the 
US Army in Europe should import all food from home because 
public opinion in this country favors. exports for the US Army 
but is not enthusiastic about exporting scarce foodstuffs to 
civilian populations in liberated arees, The Department and 
FEA presented other considerations to Agriculture with the 
result that fgriculture's representatives have now agreed to 
the above proposal, For-example, the Danes desire to pure 
chase in the United States imports for reconstruction 
purposes that are not obtainable elsewhere, This has an 
important bearing on our foreign trade and will give the US 
an opportunity to foster certain types of American exports. 
Sale of butter and eggs to the Army should yield around 
$1,500,000 a month in foreign exchange for the Denes. 


* * * 
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FOODSTUFFS METHODS The Emergency Economic Committee for 
“PASSED ON BY EECE Europe, at its August 29 meeting, 
| finally approved a recommendation on 
: | the modification of existing methods 
of allocation and coordinated purchase of foodstuffs in 
world short supply. The recommendation was in general 
accord with US proposals. (See July 30 and August 13 
issues of Current Economic Developments) A further 
recommendation was approved concerning methods dealing 
with exportable surplus of short supply foodstuffs arising 
in Europe. 


The discussions were lengthy chiefly because the 

’ Danish representative was reluctant to limit their free- 
dom to make bilateral arrangements and his desire to have ' 
a portion of Danish surpluses excluded from a recommended 
allocation by the Combined Food Board so that it could be 
used for trade as the Danes saw fit. The Norwegian rep- 
resentative wished to change the recommendation to 
facilitate barter arrangements which might be inconsistent 
with provisions of coordinated purchase arrangements. The 
French and Belgian representatives had earlier stated that 
unless they received what they corsidered a more equitable 
proportion of certain commodity allocations they would go 
into the open market and purchase at whatever price is 
necessary to get the product, 


The US representative feels that it was a signal 
victory that the resolutiors passed and the dangerous and 
selfish tendencies were overridden. He feels it augers 
well for the future of EECE and recommends a prompt ac- . 
ceptance by the Combined Food Board. The CFB is already 
operating in line with the resolution except for the pro- 
visions on non-competitive purchase, and those have the 
approval of at least the American side, 


Allocation and Coordinated Purchase Representatives 
of European countries are of the opinion that the Combined 
Food Board mechanism should be continued in recommending 
allocations of foods in serious short supply provided 
that: (a) countries important as exporters or importers 
of a particular short supply commodity should be made 
members of the appropriate commodity committee; (b) con- 
tinuance of non-wmpetitive or coordinated purchasing 
should be used only where necessary and permit as much 
restoration as possible of normal trade and exchange 
relationships; and (¢c) when the actual supply falls 
short of the eStimate used cs e basis for allocations, 
—— should be assured of their proportionate 
share, - , 


Exportablé Supplies of European Foodstuffs The 
second recommendation provided that, in general, the 
Same machinery for allocation and purchase should be 


used for exportable supplies of European foodstuffs as 
ae devingpers for 
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for similar supplies from other areas. However, because 
of their peculiar importance to the restoration of the 
trade and economic relations among European countries, 
they deserve most careful consideration and EECE should 
advise the Combined Food Board and other bodies on the 
distribution of such supplies. The methods by which 
collaboration between EECE and CFB should be attained — 
were set forth in detail in the recommendation. : 


Wheat Control It was decided that EECE representa- 
tives should meet with the present Wheat Control Section 
of the Combined Allied Liquidating Agency in the near 
future, probably in Brusseis, to decide under what 
auspices the functions of that group should be carried 
on following dissolution of the Combined Allied Liquie 
dating Agency. 


Membership in EXCE The Committee agreed that the 
Polish Provisional Government should be invited to become 
a member of EECE and that the USSR should be informed and 
reminded of the outstanding invitation given then. 


* * * 


SOVIETS PROPOSE LIMITING EITO The Soviet delegation has 
TO MATTERS OF RAIL TRANSPORT introduced amendments 
limiting the functions of 

; the European Inland Trans- 
port Organization to railway transport. Since this issue 
was not raised during the initial conference discussions 
last year, the Department believes that the new Russian 
position is related to the waterways discussions in the 
Council of Foreign Ministers. 


The US delegation will oppose this amendment as it 
would alter the concept of the organization and limit its 
ability to coordinate all forms of transport. 


* * * 


GEORGE BAKER HEADS OFFICZ OF Mr. George P. Baker has 
TRANSPORTATION. & COMMUNICATIONS taken the place of | 
Mr. Charles P, Taft as 

| Director of the Depart- 
ment's Office of Transportation and Tommunications Policy. 
Mr. Baker was Vice-Chairman of the Civil Aeronautics Board 
prior to his entrance into the Army in 1942 where he was © 
attached to Army Air Force Headquarters as Chief of the 
Industrial Demobilization Division of the Special Projects 
Office, (UNRESTRICTED) 
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US COMMENTS ON DRAFT OF At the recuest of the Chinese, US 
CHINESE CORPORATION LAW officials have been offering sug- 

gestions with respect to a draft 

corporation law under which foreign 
corporations doing business in China as well as companies 
incorporated in China would operate. China has postponed the 
deadline for registration of American corporations until the 
new law is enacted. (See July 2 issue of Current Economic 
Developments) The third and last reading of the law in the 
Legislative Yuan has been postponed until September 14 and 
final passage is expected a few days thereafter. 


A draft of the proposed law was given the American 
Embassy at Chungking by the Chinese in August with a request 
for comment. While there was insufficient time to give the 
matter the study it should have, the Department made several 
comments which, if incorporated, should help to clarify the 
regulations somewhat, For example, the draft provides that 
a foreign corporation "shall have the same right and obliga- 
tion and subject to the same control of the competent authori- 
ty as a-domestic corporation unless otherwise provided for in 
law." It is our assumption that this applies only to the 
external activities of the corporation--its dealings with 
outsiders--and not to internal activities relating to 
organization and procedure within the business itself. We 
also raised a question concerning a requirement that a 
certain.percentage of the total capital investment should be 
set aside for reserve, stating that it presented obvious 
difficulties. Such a requirement would discourage American 
investors from doing business in China. Other matters, such 
as the definition of "head office" were commented upon. 


Meanwhile, the Chinese have apparently eccepted certain 
other suggestions made by the US Embassy among which were 
(1) a nominal registration fee instead of a fee based on the 
amount of capital; (2) data required on the 30 largest share- 
holders only instead of on those having more than half the 
shares; (3) use of Chinese as the official language in cor- 
respondence with the Chinese Government but not in "all 
documents and papers sent to people without the corporation." 


A meeting of representative US businessmen was held at 
the Department of Commerce August 22 and the draft law was 
further considered and comments sent to Chungking. The "s 
Department made it clear, however, that these comments were 
from private business and did not necessarily have the en- 
dorsement of this Government. The chief compleint of the 
businessmen wis that the draft law was "not modern in that 
it is not similar to that of any other of the leading com- 
mercial nations," and that it is complicated and unclear. 
Actually, it appears that feeling in the Department is that 
although the law is far from perfect American business could 
operate under it quite satisfactorily. 
ea ores 
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US BUSINESSMEN CAN American businessmen going to China will 
GO TO CHINA SOON find transportation available around the 
f 7 first of October, according to the War 

Department. A few business representa- 
tives have already gone, but these were under the aegis of the 
Army and their services (they were power and telephone techni- 
cians, etc.) are of benefit to the US forces. 


£n arrangement has been worked out between the Embassy 
and General Wedemeyer whereby the War Department refers re- 
quests for theater clearance from representatives of American 
business to the Embassy for its approval and will grant such 
clearance for persons approved by the Embassy, providing it 
is understood the Army will not assume responsibility for 
furnishing transportation or billets. 


| Ambassador Hurley is urging the Departments of State 
and Commerce to give every assistance to American business- 
men Boing to China so that US investment and trade interests 
may be expanded. As Chinese resources for potential indus- 
trial expansion are largely located in Manchuria and North 
China, the possible significance of the recent Sino-Soviet 
treaty with regard to increasing economic collaboration 
between the two countries cannot be minimized, Hurley says. 


WHEAT COUNCIL FAILS Efforts to agree on wheat prices . 
TO AGREE ON PRICES failed at the recent meetings. of the 
International Wheat Council in London. 
The Council has been operating under a 
memorandum of agreemént pending acceptance of a draft conven- 
tion. This agreement provided that if no determination of 
prices had been made by the cessation of hostilities, the. 
last price negotiated by the UK for a bulk purchase from 
"a Supplying country would obtain for a period not exceeding 
six months. Under present conditions, the Council deemed 
it wise to delete that provision from the memorandum. A 
resolution was passed calling on the member governments to 
take all steps possible to minimize price increases, 


The Council recommended that a preparatory committee 
meeting be held soon in Washington to begin work on a new 
draft agreement. A resolution was passed calling upon the 
US to issue invitations to this meeting. Membership of this 
committee will include the US, UK, Canada, /ustralia and 
Argentina, new members of the Council, and in addition other 
countries which have an interest. 


* * * 
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TRANSPORT PLANES NOW AVAILABLE Two and four-engine trans- 
FOR FOREIGN AND DOVESTIC LINES port planes will be availa- 
ble for purchase shortly by 
foreign and domestic airlines, 
On four-engine aircraft the Surplus Property Board has just 
announced the allocation of twenty C-54 Es to domestic air- 
lines and it is anticipated that Ce54 Bs will be allocated 
to foreign airlines shortly. The Ce54 E and B planes are 
priced at $300,000 each with an allowance of up to 50 percent 
to cover conversion costs. 


It is now believed that if the operetions "over the hump" 
decrease and redeployment demands are lowered that four-engine 
equipment will come on the market at a growing rate each month, 


. On twoeengine equipment the Department has been informed 
that 450 C-47s will be surplus in the next month to six weeks 
with an additional 450 in three months. Five hundred Ce46s 
are expected:in 90 days and it is probable that DC-3s will 
become available before the end of the year, 


* * * 


US PICAO REPRESENTATIVE WAS Dr. Edward Warner, Vice Chairman 
NAMED PRESIDENT OF COUNCIL of the Civil Aeronautics Board 
and the US representative to the 
Interim Council of the Provisional - 
International Civil Aviation Organization, was elected President 
of the Council during the opening session at Montreal, 
Mr, Gerald B, Brophy has been appointed by President Truman to 
succeed Dr, Warner as US representative, © 


The opening session concerned itself mostly with organ= 


izing the Council and determining its: procedure, It is 
expected that the. Provisional Council will reconvene October 15, 
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KEYNES PRESENTS BRITISH Following the formal opening on 
ECONOMIC POSITION September 11 of the US-UK 
financial and trade negotiations, 
Lord Keynes outlined the financial 
problems of the UK for the next five years. He presented an 
analysis of the current and prospective deficit of the UK on 
current account. As of V-J Day, the deficit at the current 
annual rate was running at about {5 billion, which is ex- 
pected also to be the apyproximate figure for the whole of 
1945. This 1945 deficit is expected to be met to the extent 
of about $2 billion by non-munitions Lend-lease and to an 
extent of about $3 billion by an increase in sterling 
balances. There will be little reduction in the rate of 
deficit before the end of 1945. Despite the assumption 
that exports in 1946 will be almost double those for 1945, 
the deficit is expected to be about $3.2 billion for the 
coming year. It should fall very sharply in-1947. The UK 
expects to have to run a deficit for the next three to five 
years. 


Keynes stated that the UK can recover in five years 
with a "very austere" import program and in three years with 
can "austere" import program which would permit greater ex- 
pansion of exports. An "austere" import program will have 
to be instituted in any event. "“hether recovery will come 
in three or five years depends also on the amount of 
pressure exerted to increase exports and the degree of 
curtailment and regulation of domestic consumption. The 
cumulative deficit over. the three to five year period will 
fall between four and six billion and will probably be 
nearer to the latter figure. It is "inconceivable", Lord 
Keynes stated, that the deficit will be less--than ‘4 billion. 
The crucial factor, aside from the ability to’ hold down 
imports and to taper off overseas military expenditures 
rapidly, is the question of expanding exports. The major 
difficulties here are the manpower shortage (slow rate of 
release from military service and concentration of pres¢nt 
manpower in non-export industries), reconversion of factorics 
and the unavailability of factory space. “hile Keynes gave 
no estimates of exports for 1947 and subsequent years, he 
agg that the UK had.to increase them by fifty percent 
er prewar volume (in terms of quantity - not in monetary 
vakue) to reach balance on current eccount.. Lord Keynes 
presented detailed information regarding gold and dollar 
balances, gross and net, es well as British sterling 
obligations by countrics. 


Delegates Determined to Conclude Successfully 
Negotiations At the opening session, Lord Halifax said 
that he hoped thet the outcome of the discussions would be 
such as to demonstrate to the rest of the world a rallying 
point of sanity and cooperation to which hard-pressed men 
can turn with confidence as they face the difficulties of 
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the post-war era. The same spirit of cooperation and 
determination to successfuly conclude the present talks 
wes expressed by Mr. Clayton. Both Mr. Clayton and Lord 
halifax made it clear from the very beginning that any 
finel agreement would have to be submitted to their 
respective governments for approval, although each group 
has been given substantial authority to make a definitive 
approach to the problems under discussion, 


It was agreed that the Dominions will not be asked 
to participate directly in the negotiations, but will be 
consulted on matters of common concern. It was the opinion 
of the UK delegates that questions affecting the Dominions 
should be discussed separately with the US. The UK does 
not wish to give the impression that it is negotiating 
on behalf of the Dominion Governments although UK repre- 
sentatives are prepared to facilitate such discussions. 


Terminetion of Reciprocal Aid A preliminary meeting 
of the US-UK lend lease sub-committee agreed to the termina- 
tion of reciprocal aid. No decision was reached, however, 
es to whether the US will pay in freely usable dollars for 
goods and services from the British, or whether payment will 
be made by a deduction from the British obligation for goods 
in the pipeline and for goods in inventory and in transit. 





Surplus Property At the first meeting the British 
made it clear that they do not intend to purchase all US 
surpluses in the UK. They prefer to see the bulk of US 
surpluses removed for sale to the continent or for transfer 
to UNRRA. ‘Willingness to negotiate for the residual amount 
at low prices was expressed, and there was some indication 
thet the UK would be willing to consider purchasing more 
than the residual. The US delegation was asked for complete 
figures and categories showing the amount of US surpluses 
in the UK. 


US Urges Aviation Discussions The Department has told 
the British thet we are extremely anxious to.include aviation 
questions in the trade and financial talks in order that the 
question of the "fifth freedom" may be brought into a similar 
position with our commercial policy questions. It is expected 
that the UK Minister of Civil Aviation will arrive in Washington 
shortly. 











* * x 


BELGIAN MISSION “TO DISCUSS Foreign Minister Spaak and other 
ECONOMIC RELATIONS WITH US members of the Belgian Government 
| : will be in Washington during the 


ba next few weeks to discuss : 
economic and financial matters with US officials. Unfortunately 
these talks will coincide with the British negotiations, but the 


Department 
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Department is prepared to discuss economic warfare controls, 
lend-lease, and Export-Import Bank credits. It is possible 
that the Belgians will raise the issue of restitution and 
reparations and telecommunications. While the discussions 
will be principally conducted by the Department, the appro- 
priate agencies of the Government will be represented at 
the talks. 


Since the Belgians have provided the US as reverse lend- 
lease with approximately 110 million dollars more in goods and 
services than they received on direct lend-lease, it is likely 
that Speak will request a comparable "credit" for free goods 
as an offset to the reverse lend-lease excess, The Export- 
Import Bank and the National Advisory Council havc both 
approved in principle a credit of ®100 million for Belgiun. 
This is a substantial reduction from the Belgian request for 
‘300 million. 


* * x 
DEPARTMENT POLICY RE GERMAN A draft of the US group 


CARTELS AND COMBINES Control Ccuncil proposals 
recommending the immediate 
prohibition of cartels and 
combines has been sent to the Department. The Departrent 
approves of the general objectives and administrative vro- 
cedures set up by USGCC but is suggesting that combines 
should be dealt with iifferently from cartels. It is 
belicved that in the case of cartels efter illegality 
is asserted the problem becomes a policing problem. With 
combines, however, a highly skilled offirmative remedy 
will be required, Tae Department will forwerd in the 
near future tentative plans prepared by the Cartel Come 
mittee for techniques of disestablishing German conbines. 
The Department has also requested opportunity to review 
and comment on plans for discussion of specific combines 
while they are in the process of formulation and negotiation. 


* * * 


EXPORT OF TECHNICAL DATA FEA hes submitted informally to 
a State a proposal permitting the 
export of unclassified technical 
data under general license to all countries except those with 
which the US has been at war and with which peace treaties 
have not been concluded. At present general license for 
.éxport of unpublished technical data covers only Australia, 
Canada, Great Britain end New Zealand. 


The proposed general license will specifically prohibit 

the transmission of such deta to firr:s and persons included 
in the Proclaincd List of Certain Blocked Nationals. U&xciuded 
fror export is data that is currently classificd as restricted, 
or higher, by ‘Jar, Navy or other Government departments, and 
data that is contained in patent applications based on inven- 
tions made in the US. Pending forr:al submission of the proposal, 
State has given preli:.inary approval. 

re n= m= 3 
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INTERIM RESTITUTION POLIGY The Department and Ambassador 
SENT TO GENERAL CLAY ' Pauley have tentatively agreed 

on an interim restitution policy 

which does not apply to gold, 
silver and currencies. In response to his request for euid- ' 
ance General Clay is being advised that restitution should . 
go ahead not only on cultural objects but also livestock, 
agricultural equipment and transport equipment. The Depart- 
ment is inviting France, Belgium, Luxembourg, the Netherlands, 
Norway, Denmark, Poland, the USSR, Czechoslovakia, Greece and 
Yugoslavia to prepare lists of items taken by the Germans in 
order to facilitate identification of their property in the 
US zone. After the lists have been examined by the zone 
commander the countries will be permitted to send small 
missions into Germany for identification of these items 
and arrange for their return, 


The Department also suggests that (1) it will not be 
necessary to investigate the question of payment by Germany 
for property taken from occupied countries since the United 
Nations are on record refusing to acknowledge the acquisition 
of such property by Germany no matter how effected; (2) 
receipts for restituted property should not impose any con- 
tingent liability for payment on the recipient country but 
should leave open the question whether returned property 
will be incorporated within reparation accounts; and (3) 
restitution should not be restricted to items not neces- 
sary to the German economy (as was suggested by General 
Clay) as this would unjustifiably limit the restitution 
program. Restitution of articles identified as having 
been taken by Germany may be deferred, though this power 
should be used sparingly and ead in exceptional 
circumstances. 


a ee 


SOVIETS GET NO SUPPORT The amendment introduced by the. 
ON ECITO AMENDMENT Soviet delegation, which limits 
the functions of the European 

Central Inland Transport Organi- 
zation strictly to matters of railway transport, has re- 
ceived no support from other members of the conference, 
‘The amendment has been discussed but not put to a vote in 
order that the Soviet delegation might seek new instruc- 
tions. The British Embassy in Moscow, in the meantime, 
has addressed a note to the Soviet Foreign Office request- 
ing that the USSR withdraw the amendments proposed by 
their delegation. 


* * * 
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UK = ARGENTINE MEAT CONTRACT NOT Mr, Henry Turner, the 
INDICATIVE OF UK COMMERCIAL POLICY British Negotiator, in 

justifying to Depart- 

ment officials the UK- 
Argentine 4-year meat contract which is now a firm commitment, 
stated that it was not indicative of UK commercial policy but 
was a necessary special arrangement. The arrangement covers 
the purchase by the UK of the exportable meat surplus of 
Argentina for the period October 1, 1944 through September 30, 
1948 with certain provisions regarding quantities to be set 
aside for continental Suropean countries and with provisions 
for possible review of prices at the end of the second end 
third years of the contract. 


| Turner pointed out that after extensive discussion in 
London it had been agreed that the Pritish domestic meat 
situation could not be brought back to normal until 1946; 
that accordingly the -British had instituted a domestic 
program of assistance to their farmers extending through 
1948; that they had concluded arrangements with several of 
the Dominions also running through 1948 and had approached 
Argentina with the same period in mind. He said that the 
meat under agreement ‘vould be subject to allocation by the 
Combined Food Board or its successor. In response to a 
specific incuiry he said the British had refused an 
Argentine request for commitment on products which they 
would get in exchange for their meat and that the arrange- 
ment ‘vas not a barter arrangement. The sterling arising 
from British purcheses of meat would, towevor, be blocked. 


itr. Clayton pointed out the sinilarity of such. an 
arrangement to agrecments which Germany particinated in 
during the inter-war period. “ce indicated that the 
Americen people end Government do not like such arrange- 
ments and thet ve intend to do everything in our pover to 
return trade to private channels and to recauce barriers 
to the movement of goods in international trede,. 


In an aide memoire subseque sntly forvarded to the 
British, we stated the grave misgivings the US has to 
long-term contracts and noted, as explained: by the 
British representative, that we were glad to receive 
assurence thet the Argentine meat case is a special — 
arrangement end not indicative of UK long-range com- 
merciai policy. 


— 


oie 
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CCC TO PURCHASE Mr. Snyder, Director of the Office of 
RELIEF SUPPLIES War Mobilization and Reconversion, in 
‘a letter, dated September 8, to the 
Secretary of Agriculture authorized 
the expenditure of up to $100,000,000 of Commodity Credit 
funds between now and November 15 for the purchase of food 
supplies in anticipation of later requirements for relief 
and rehabilitation of UNRRA and the paying governments, 
This arrangement was made as an interim measure following 
a meeting with State, FEA, Treasury, /griculture, OWMR and 
UNRRA representatives in which the problem of food procure- 
ment for relief needs was discussed. Pending the aveila- 
bility of additionel funds for UNRRA and the conclusion 
of current negotiations with e number of forcign countries 
for post-war financing, Agriculture will spend CCC funds es 
the need arises. 


As of V-J day, lend-lease was discontinued and other 
methods had not developed for financing shipments of food 
to Europe other than for those quantities already in the 
pipeline. Moreover, funds presently available to UNRRA 
had been fully committed. Coincidentally, however, sub- 
stantially more food became available for relief and 
rehabilitation due to military cutbacks and if not cur- 
rently purchased would have to flow back into civilian 
consumption except for those relatively few items for 
which purchase might have to be made in order to carry 
out price support commitments. 


For example, the army has contracts outstanding for 
about 100 million pounds of canned meat and vegetable 
stew and meat and vegetable hash. Unless immediate 
arrangement can be made to take over these contracts, 
the Army will be forced to cancel them. Furthermore, 
an additional 200 or 300 million pounds of meat could 
be procured in the next few months for export without 
any real inconvenience to domestic consumers, 


This Government has a direct interest in meeting, 
insofar as possible, the food requirements of liberated 
countries and our allies. It has been suggested that 
igriculture determine for the remainder of this calendar P 
year as specifically as possible the additional require- 
ments of UNRRA and the paying governments for food and 
develop procurement plans for the obtaining of these 
supplies. ' 
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RUSSIA TO REDUCE REQUEST FOR Unless some compromise had 
UNRRA AID TO $250,000,000 been made, the Soviet re- 

quest for $700,000,000 

UNRRA relief which was made 
known just prior to the opening of the recent Council meet- 
ing might well have caused a serious breakup within UNDRA, 
US representatives at the meeting explain. A flat turn 
down would have been politically very difficult and yet 
-granting the full amount to the Soviets would have jeopard- 
ized, because of lack of sufficient funds, the proposed 
Chinese, Italian and Austrian programs strongly supported 
by the US and UK. The solution agreed to provided that the 
Soviets would withdraw their original large request which 
would be replaced by applications from the Ukranian and 
Byelorussian republics for relief in the amount of 250 
million. These new applications the US and UK agree to 
support. The Canadian delegation was most sympathetic to 
the Russian request. 


The Soviet application was not surprising, and they 
were fully entitled to make an application within the terms 
of the UNRRA agreement and council resolutions. ifany 
persons argued that Soviet needs should be taken care of 
through credit facilities, but the availability of external 
credit is not regarded under the UNRRA plan as a necessary 
reason for denying free assistance. "It shall be the policy 
of the Administration that an applicant government shall not 
be required to assume the burden of an enduring foreign ex- 
change debt for the procurement of relief and rehabilitation 
supplies and services." The Russian case differs only in a 
matter of degree from Poland, Czechoslovakia and China. 
These areas which are getting UNRRA aid are already or may 
soon be able to get loans for reconstruction purposes. 

UNRRA aid is for relief and early rehabilitation only. 


Mr. Clayton offered the solution finally agreed to 
provided the Russians withdrey their original request, 
agreed to the admission of the other United ations, the 
extension of relief to Italy, Austria, Korea and Formosa, 
egreed to adhere to all UNRRA procedures including arrange- 
ments for UNRRA missions in their areas and permitted the 
establishment of effective program control over all UNRRA 
operations. Our delegation felt the whole UNRRA negotia- 
tion with the Soviets had been quite successful and that 
the results of the Council meeting vere on the whole most 
satisfactory. | 
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DEPARTMENT SEEKS STRONG REPRE- In view of the political 
SENTATION AT ILO MEETING considerations underlying 

the coming ILO conference 

to be held in Paris on 
October 15, the Department is seeking stronger representa- “ 
tion in the US delegation than in the past. The delegates 
have not yet been named but an announcement will probatilv 
be made next week, Under the ILO constitution each member 
names two delegates on behalf of the government, one 
representing the work:rs and one representing employers. 
In addition there are a number of advisors. 


Topics to be discussed include (1) the Director's 
report on social problems of the immediate vostwar period 
and the future policy and program of the ILO; (2) the 
maintenance of high levels of employment during the period 
of industrial rehabilitation and reconversion; (3) welfare 
of children and young workers; (4) work of the constitu- 
tional committee; this may involve proposals for the rela- 
tionship of the ILO with the United Nations Organization; 
(5) minimum standards of social policy in dependent areas; 
(6) reports on the application of conventions. Action will 
‘be taken on the requests of Iceland and Italy for admission 
to the ILO, strongly supported by the US Government. 


An invitation to attend the conference has been sent 
to all members of the United Nations not already ILO 
members. Russia is the outstanding power in this category, 
but no reply has yet been reported. As is well known the 
ILO was a subject of controversy at San Francisco with the 
British favoring special relationship of the ILO to the 

_Economic and Social Council and the Russians onvposing. 
The Soviet Government. has never tal’en a clear cut public 
position on the ILO, and the grievances mentioned infor- 
mally do not justify the strong opposition. However it 
is probable that the Russian concept of an international 
labor organization is that it should be the mouthpiece 
of the world proletariat end they do not feel that the 
ILO meets this definition. 


ok OK ok 


EARLY CONCLUSION OF TREATY The importance of an early ; 
WITH CHINESE SOUGHT conclusion of a treaty of 


friendship, commerce, and 

navigation is being: dis- 
ecreetly emphasized to the Chinese Government. A draft 
treaty was presented to the Chinese on April 2 and informal 
conversations concerning it were held in “Yashington in July 
between officers of the Department and Dr. Kan Lee. With 
the cessation of hostilities business interests in the US 
have urged the increasing need for such a treaty. Delay 
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may be due to the removal of the government from Chungking 

to Nanking. The Department recognizes that undue pressure 

may adversely affect our bargaining position, but has 

asked Embassy Chungking to find out whether the government 
, will be ready to begin negotietions soon, 


FEA WITEDRAWS !'O0ST CONTROLS Following a complete review 
OVER INTERNATIONAL TRADE of existing procedures for 
export control, FEA has 
provided for the following 
system of control, which will be subject to revision, 
however, as the need for such arrangements decreases. 
The number of country groupings for the purpose has been 
reduced to two, "E" group and "K" group. The "E" coun- 
tries include: Argentina, -ustria, Bulgaria, the Crrsline 
Isicnds, Hivnsary, Italy, Korea, the Marcus, Marianas and 
Marshall Islands, humanie and Spain. The "K" group in- 
cludes all other countries, except for Germany and Japan, 
which are outside these arrangements, 


For "K" countries controls will be maintained only 
on a "positive list" of critical commodities and commodi- 
ties continuing in short supply. There are two exceptions 
to this general rule: (1) Certain of the commoditics on 
the positive list may be shipped under general license in 
any value to all other American Republics except Argentina; 
and (2) FEA has provided for most of the commodities on the 
positive list value limitations within which shipments will 
be permitted unuer general license. 


For "E" countries all commoditics will be retained under 
individual license. In the cese of Argentina and Spain the 
continued control is largely 2 propaganda device. Instructions 
to the FEA licensing officer may actually permit unrevicved 
licensing of commodities in generel frce suppiy, with controls 
exercised only in such a way as to prevent strengthening the 
present governments in those countries. (UNRESTRICTED) 





i vs sears “= 
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RENEGOTIATION OF ANGLO- A US group, headed by Secretary 
AMERICAN OIL AGREEMENT Ickes, has gone to London for 
conversations with the British, 
beginning on September 17, which 
look toward a renegotiation of the Anglo-Americen oil : 
agreement. Other members of the group, in addition to 
Mr. Ickes, are Mr. Davies, Deputy Petrcleum Administrator 
for "ar; Mr. Rayner, Petroleum Adviser, Department of ol 
State; Mr. Hardwicke, General Counsel, Petroleum Admini- 
stration for “ar; Mr. Loftus, Special assistant to the 
Director of the Oftice of International Trade Policy, 
Department of State; ifr. Sessions, Foreign Relations 
assistant in the Petroieum Administration for Wars; and 
Mir. Botsford, Foreign lielations Analyst, Petroleum 
Administration for ‘jar, In addition six representatives 
of the petroleum industry will participate in an advisory 
capacity. [iir. Sninvell, the new Minister of Fuel and 
Power will head the UK group participating in the talks. 


“- 


Original ;greement The original agreement, signed 
on August ©, i944, was transmitted to the Senate for 
ratification. However, certain misunderstandings with 
the petroleum industry and others arose as to the purpose 
and scope of the text, and in January President Roosevelt 
asked the Senate to return the document for whatever re- 
vision appeared necessary to achieve its objectives and 
remove grounds for misunderstanding. 





Revised Draf After conversations between repre- 
sentatives of the US Government and of the industry, a 
revised dreft of the agreement was dravn up emb dying 
certain changes in the original having to do with (1) 
the anti-trust provision, (2) import limitations, and 
(3) conversion of the documents into ean open-end agree- 
ments. 





Points to be Discussed The following notes on 
topics to be discussed have been communicated to the 
British: 


1. Distinction between principles and commitments. 
The US Government feels that declarations of principle 
and formal commitments contained in article One of the . 
Zugust 8 draft should be segregated. 


2. Redefinition of Functions of Proposed Inter- 
netionel Petroleum Commission. The US will propose a ; 
redefinition of the functions of the proposed Commission + 
to allay fears as to the possitle scope and authority. 


'°3, Adherence of a 
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3. Adherence of other nations. For political and 
other reasons the US *2els that the multilateral character 
of the agreement, which was remote and eventual in the 
August 8 draft, should be made more imminent. 


4, Minor revisions of text. The US will recommend 
minor revisions in the text to make clear that the agreement 
is voluntary and flexible rather than mandatory. 


* * * 


ARGENTINES TO BE PRODDED ON In view of the report from 
DELIVERIES UNDER OIL AGREEMENT Buenos Aires that -rgentine 
officials are not doing their 
part in implementing the Oil- 
secds-Fuel Oil Agreement, FEA and the Department are suggest- 
ing that Embassy Buenos sires and the FEA representative there 
confer with the Argentines concerning the obligation they 
undertook in signing the agreement to (1) give hichest 
railroad priorities for these commodities, and (2) sect ceiling 
prices at levels to permit movement of seeds to crushers 
and of peanuts for export. They should be asked to take 
these and any other necessary measures, such és inventory 
controls, to make available to the US all such oils not 
reasonably needed for current domestic consumption or for 
normal export quotas to other American Republics. 


* * * 


INTERIM CONTROL OF ALLOCATION The military euthorities in 

_ OF RADIO FREQUENCIES - Europe are concerned with the 

_ chaotic conditions which would 
.-result in Europe, with permanent 

detrimental effects to US interests, if an authoritative civilian 
body with sufficient power to control frequency allocations is 
not established in the next few months. A conference on 
Civilian Radio Frequencies for Liberated Countries of Europe 
will open in London. September 17, to aitempt to solve some of 
the problems on an interim basis. The Departrient hes sent the 
following instructions to the US delegation to the conference; 
the US cndorses the establishment cf a single agency to deal 
with European frequency assignments. The frequencies so 
established snould be on an interim basis, permanent solution 
of the problem of international priority shall be dealt with at 
the next International Telecommunications Conference or “orld 
Interim Allocation Board. The US will recognize frequency 
allocation with Bern prior to September 1, 1939 subject to 
overriding military needs, but not subsequent to September 1, 
1939. The US will recognize the registrations of neutrals but 
will not agree that they have priority where not so registcred. 


The delegation is instructed to cooperate in bringing 2bout 
a solution where overriding military needs are involved, however, 
it should be understood that we should not be obliged to accept 
or offer alternative frequencies. 
Toe enema =o 
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SAFEHAVE! AND PROCLAIMED In view of the end of the war the 
LIST PROGRA:IS REVIEWED Department is reviewing the entire 
situation with regard to the con- 
tinuance cf economic warfere ' 
controls and is giving. particular attention to problens 
regarding the external assets of enemy countries. 


Vesting of Enemy Assets At Potsdam the Big Three 
agrecd that control of German external assets should be 
achieved through the medium of the Allied Control Council. 
The method urged by the United States is for the Council 
to issue a general vesting order taking title to German 
external essets in neutral countries. An alternative 
method would be to essvme control over German business 
enterprises and through them reach their subsidiaries 
and branches 2broad. This plan is objectionable tecause 
it tends to preserve existing patterns of control from 
Germany. 





President Truman early in August directed General 

' Clay to urge immediate adoption of a vesting decree by 

‘ ACC. The American draft of a vesting decree is still 
pending before ACC. Proposals of the Spanish Government 
to acquire German-o:med concerns of importance to its 
economy, as well as reports from other areas, clearly 
indicate the necessity for formal vesting ection by the 
Allied Control Council in Germany at the earliest pos- 
sible moment. For the time being the line is being held, 
with decreasing effectiveness, by warning the neutrals 
not to take action inconsistent with our possible claims 
to ownership or control. | 





Formation of an interim consultative body composed 
of representatives of the US, UK and France is being 
considered to assume day-toeday responsibility for the 
handling of German external essets until such time as 
the Allied Control Council assumes authority over these 
assets. A proposal for a consultative and reparations- 
allocating committee has also been made by the British. 
Merging of the two proposals is being considered, 


Allied Position May be Explained to Neutrals 
Anticipating that neutral governments will raise objections 
to the Allies assuming control of external German assets ‘ 
prior to satisfaction of neutral claims against Germany, 
a memorandum has been prepared outlining the position of 
the US, UK and France, If approved by the three govcrne- 
ments, the neutrals will be presented with a note pointing 
out that, in comparison with the damage suffered by the 
Allies, the neutrals benefited from the war and surrender \ 
of German assets to the Allies will be indicative of the 


willingness of the neutrals to participate in the United ‘ 
Nations job of rehabilitation. Certain safeguards would 
DECLASSIFIED FOR PUBLICATION IN FOREIGN be 
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be instituted toc prevent the wholesale flow of capital out 
of the neutral countries, and thus to eliminate one source 
of neutral resistance to Allied control of German assets. 
It is hoped that an overall approach to the ncutrals under 
the comprehensive plan suggested in the memorandum will 
expedite achieving control over German external assets and 
enable the proceeds of such assets to be used for repare- 
tion and rehabilitation purposes. 


Russian Position Meanwhile, there has been some dis- 
cussion as to whether tne Soviets should be included in 
action on German external assets. Embassy Moscow strongly 
recommends against consulting the USSR before the US, UK 
and France take action in those countries where Russia 
waived claims under the Potsdam Protocol, as such consulta- 
tion might lead to confusion and delay. They suggest that 
the Sovicts simply be informed immediately as to any action 
taken, 


No reply has vet been received from the Russians to 
the note delivered to Foreign Commissar Molotov expressing 
the wishes of this Government that all Rumanian, Bulgarian 


and Hungarian essets in ncutral countries should be blocked. a 
The note leaves open the possibility of action independent 

of any USSR reply. The Russians had previously held that 
state-owned assets of these countries and of Finland, in- \ 


cluding assets of public or quasi-public entities, should 
net be blocked in any of the ncutral countries, but should 
be used freely for rehabilitation and reconstruction. They 
did recommend the blocking of private asscts of those 
countries, providing control over such assets was vested 

in the respective Allied Control Commissions, Tne US and 
the UK prefer an approach to the neutral governments which 
would institute a blanket frceze and census. 


Continuation of Procleimed and Statutory Lists The 
British Foreign Office has sent a remorandun to the US 
Embassy in London stating their position with regard to the 
Proclaimed and Statutor- Lists. They propose that reduc- 
tion to the "hard core" take place in November and that the 
entire list be dropped not later than May 1946, The Departe- 
ment is reviewing the situation, paying particular attention 
to the effect droppirg the lists would have on the replace- 
ment program in the other American republics. 








Ye are concerned also lest former Proclaimed List 
nationals receive appointments es trade connections for 
American firms. We fecl that everything possible should 
be done to prevent the establishment of trede connections 
by undesirable nationals with American firms, To discourage 
sucn action, the Commerce Department has agreed to continue 
its wartime service of informing American concerns about 
the political undesirability of consignees, and with 
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infornation as to which nationals were deleted from the 

Proclaimed List on thcir merits and which were deleted 

not on merit but because of the change in security re- 

quirements or because of the satisfactory nature of , 
locel controls. 


Censorship Lack of censorship controls formerly 
maintained by SH4EF and the US Office of Censorship has 
weakened our position in tracing movements of eneny 
nationals and enemy assets. However, the Department is 
attempting to invoke the cooperation of the governments 
in which SHAEF previously maintained censorship standards, 
and has suggested to the anerican lissions that they dis- 
cuss with local governmental authorities maintenance of 
desirable censorship technicues which are considered 
necessary to fully support the Safehaven and Proclaimed 
List programs, All of the countries concerned have 
éither formally or informally recognized the British and 
American published lists of enemies. “’e are urging nain- 
tenance of these indigenous censorships until local con- 
trols become fully effective, 


Japanese Assets in the Neutrals Except in Spain, 
Japanese assets in the European neutrals have not, in the 
past, been subjected to a freeze and census. The Fritish 
end american Governments had refrained from requesting the 
neutrals to take such action in view of the possibility of 
reprisals by the Japanese Government against Allied per- 
sonnel interned in the Far East. However, with the 
acceptance by the Japanese of the Potsdan Ultimatum, cables 
were dispatched to the American Missions in the neutral 
countries (and in Ankara and Kabul), requesting that de-ands 
be made promptly to the neutral governments to apply existing 
Safehaven controls to the assets of Japan and her nationals. 
Switzerland, Sweden and Portugal took the desired action 
promptly and without qualification. 


Safehaven Activities in Various Countries A resumé 
of recent developments in various countries is as follows: 


1. Portugal and Spain The Embassies at Lisbon and 
Madrid continue to report a number of disturbing develop- 
ments in connection with controls over German properties. 


While the Portuguese Government has blocked German 
assets and subjected them to a census, it has become in- 
creasingly apparent that the controls are superficial. 
Reports have been received that at least twenty cCerman- 
owned entities in Portugal are now operating under lax 
authorizations permitting exercise of so-called "normal 
commercial activities" which will probably result in 
dissipation and concealment of assets. 
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& comparable situation exists in Spain and in both 
cases the Departinent has instructed our Embassies to ‘hold 
the line against any action on the part of the government, 
or private interest, which would prejudice the ultimate 
and complete assumption of authority by the Allied powers 
over German external properties. 


Lisbon was instructed specifically to request the 
Portuguese Government to permit a review of previous 
authorizations granted to German firms, to restrict their 
activities to purely domestic operations, to fix monthly 
withdrawals from blocked bank accounts to a minimum 
figure necessary to support approved domestic operations, 
to prohibit any alterations in the capital structure of any 
enemy firm, to review monthly reports of all expenditure and 
to request the Government to revoke the operating license of 
any German firm which attempted to conceal or dissipate its 
assets, is a final measure, should the Portuguese Covern- 
ment decline to revoke a license, Lisbon was given authority 
to act with the British in the appointment of temporary 
Allied management of any German firm whose activities are 
prejudicial to the eventual assumption of control by the 
Allies over its assets. 


2. iurkey A full-dress Safehaveri 2pproach to the 
Turkish Government had been withheld penuing a decision as 
to whether or not Russia should be incluced in a joint 
demarche to the Turkish Government. Eroassy Ankara hed 
previcusly stated thet the inclusion of the Soviet ‘rould 
endanger the chances of obtaining complete Turkish ccopera- 
tion. Now, by the terms of the Potsden Communique , it is 
not necessary to have Russin join the US end UY in assuming 
control of Germen assets in Turkey and cur Embassies in 
Ankara and Moscow have been so instructed, The British 
have concurred in principle to the context of a proposed 
note to Turkey, but have not instructed their repre 2senta- 
tive at Ankara to join with us because they feel the 
proposed approach is tor complicated to be effectively 
administered by the Turks. The entire “afehaven situation 
in Turkey is to be reviewed as soon as an officer of the 
Embassy at Ankara is available in Yeshington for consultation. 


3. Switzerland After considerable delay, and 
apparently as a result of much edverse comment both in the 
Swiss and imerican Press, the Swiss Government least July 
decided to implement its Decree of May 29, 1945, requiring 
the declaration of ell assets held in or through Svitzerland 
by or, on behalf of courtries covered by the besic freezing 
Decree, by publishing e communique requiring ovmers or 
holders of German assets to disclose beneficial ownership 
to the Swiss Compensation office. This is a development 
of major importance to the Safchaven program. Constant 
pressure has been exerted on the Swiss authorities to make 
mandatory the disclosure of the beneficial ovmership of 


assets held in Switzerlind,. The Swiss have not, nowever, 
tt 
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yet agreed to make such information available to this 
Government. However, they have cooperated in providing 
information on specific requests. 


4. Sweden The Swedes have issued the necessary 
decrees to implement the Safehaven objectives incorpo- 
rated in the US-UK-Swedish Post Hostilities Trade 
Agreement. An interim trade agreement is in effect for 
a three months period, during which time it will be 
determined whether or not the controls are effective, 
and if so, the post hostilities agreement will go into 
effect. There is strong indication that our Safehaven 
objectives in that country are being fulfilled. The 
question whether Sweden will yield German assets for 
reparation or similar purposes without subjecting them 
first to Swedish claims (mainly on German bonds) remains 
to be settled. 





5. Italy The British and American Governments 
are now in agreement as to the provisions to be included 
in the desequestration decree to be issued by the Italian 
Government. Some difference of opinion still exists as 
to whether the decree should be initially applicable to 
French assets in Italy in view of the proposed Safehaven 
program to be instituted in Italy whereby the assets of 
enemy countries, neutral countries, and formerly enemy- 
occupied countries will be frozen and released on a 
certification basis. 


In recent months isolated Italian-cwned or controlled 
coneerns have been deleted from the Proclaimed List on the 
grounds that the home office is in friendly hands and under 
adequate control or supervision of the Italian Government, 
or that the listed subsidiary is now unobjectionable or 
because satisfactory assurances have been received con- 
cerning the future conduct of the subsidiary. 


However, it is the US position that before extensive 
deletions of concerns owned or controlled from Italy take 
place, the Italian Government must first adopt the Pro- 
claimed List. Meanwhile the Department is reviewing the 
listed Italian firms so as to be in a position to make 
extensive deletions if and when the list is adopted by 


Italy. 


6. Hungary Hungary has promulgated a decree re- 
quiring that all foreign currencies and assets be declared. 
The National Bank is authorized to call in all such currency 
and assets at rates yet to be determined. Budapest reports 
that unless the political police interest themselves in this 
matter the decree cannot be enforced, 
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7. Greece The Greek Foreign Office, in a note to 
Embassy Athens, has stated that Greece is prepared to 
adopt the Proclaimed List. There is some existing 
legislation on sequestration of enemy property which 
will now be implemented by executive measures. 





8, Norway The Norwegian Government has expressed 
its willingness informally to recognize and observe the 
Proclaimed List and its internal controls have been re- 
ported by the Mission at Oslo to be effective. In view 
of this, the Department has cabled Oslo that we have no 
objection to termination of the SHAZF ban on transactions 
business communications between Norway and the non-enemy 
world. 





9, Eire The Department suggested to Dublin, in 
response to a request for guidance from the Mission, the 
desirability of requesting the Government of Hire to 
institute control over enemy assets along the lines of 
control adopted in other European neutral countries. No 
approach had heretofore been made because the lack of 
information as to the nature and scope of the problem. 
It was also suggested that the locai authorities be 
notified of Allied claim to title or to control of 
German assets located in Eire, The Legation at Dublin 
has recommended that such an approach be made to Hire. 


10. Finland Legation Helsinki calls for immediate 
revision of US Procleimed List policy in Finland to corres- 
pond to the position taken by the other Allies. Russian 
and French firms, as well es tne British, are treading freely 
without reference to the Proclaimed List. The original 
reason for the adoption of the List wes to get Finland out 

.of the war, and with the disappearance of that objective 

. continuation of the list is harmful. to US business in- 
terests according to the Legation. The Dcpartment hes 
not yet expressed its policy on this suggestion. 


ll. Brazil The Brazilian Government has departed 
from its usual rrocedure of eliminating enemy interests 
in 2 firm by the sale of enemy shares and assets to non- 
enemy purchasers, Instead, it recently incorporated 
into the national patrimony the shares of a concern which 
was owned by a German firm loccted in the Russian occupa- 
tion zone. This vesting may heave been treceable to the 
Potsdam Declaration or it may be due simply to the fect 
that the Government wes unable to find satisfactory 
purchasers, 


12. Colombia The Colombian Government has recently 
issucd a resolution ordering the expropriation and szle of 
nineteen Proclaimed List firms which the Embassy at Bogota 
had designated in July 1944 as the spearheads of Arix 
economic penetration in that country. An earlier series 
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of decrees subjecting these firms to expropriation were 
issued in September 1944, but no action to implement . 
them was ever taken and the enabling legislation lapsed. 
It is hoped that the new resolution will result in 
climination of the spearheads. 


13. Uruguay The Embassy at Montevideo has reported 
that the Uruguayan administration is now sponsoring before 
its Congress a bill which provides for the elimination of 
the Axis economic spearheads in thet country. Meanwhile, 
the government is cffectively going ahead vith intervention 
of many firms even without legislative authority. 





* * * 


CHINESE PLAN TO CONFISCATE Embassy Chungking has received 

ALL JAP PROPERTY IN CHINA . a note from the Chinese Foreign 
Office which states that the 
Chinese Government plans to con- 

' fiscate all Jap enterprises operated in China, as well as 

Jap public and private property, in an effort to recuperate 

the large losses suffered by the Chinese. Our assistance 

and support is requested in preventing from concealment, 

removal or destruction of such property by the Japs. A&A 

similar note was sent to the USSR. 


Several weeks ago we requested the Soviets to immobilize 
Jap assets, Ambassador Harriman does not feel that our re- 
guest will have any effect, primarily because of the lack of 
understanding on the part of the Soviets of the legalities 
of international property holdings. The USSR expects to 
confiscate Jap assets which come under their control and 
Harriman states that the USSR expects the US to take simi- 
lar action. In addition, Mr. Harriman feels that any sug- 
gestion from the US on what to do in areas under Soviet 
control will be deeply resented, as the Soviets intend to 
deal unilaterally with Japanese assets, It remains to be 
seen how the Soviet will react to the Chinese note request- 
ing it to safeguard for the Chinese all Jap property which 
comes under its control. 


DECLASSIFIED FOR PUBLICATION IN FOREIGN 
RELATIONS OF THE UNITED STATES 











¢ urren T SEPTEMBER 24. 1945 


Economic Flt — 


7 Developments 





prepared weekly for the information of the 
Foreign Service of the United States 


- under the auspices of the Information Service Committee 











DEPARTMENT OF STATE, WASHINGTON, D.C. 





- —. 


DECLASSIFIED FOR PUBLICATION IN FOREIGN 
RELATIONS OF THE UNITED STATES 


re 








een me 8 em 


see security regulations herein 











This weekly publication is designed 
to highlight developments in the economic 
divisions of the Department of State, and 
to indicate the economic problems which 
are currently receiving attention in the 
Department. It is suggested thet copies 
be retained on file, as reference will 
sometimes be made to previously reported 
items to avoid repetition. e 


DOCUMENT SECURITY INSTRUCTIONS 


This document should be treated in accordance with 
current instructions regarding security measures for 
SECRET material. Extreme care should be exercised to 
avoid public or private discussion of the informetion 
herein with or in the presence or hearing of any person . 
not authorized to have knowledge thereof. For general 
purposes all clessified Foreign Service Officers are 
authorized to heave krnowlecge of the contents of this ‘ 
docurent, vesponsibility for the safekeering of which 
will be assured by each recipiert thereof. It may be 
retained in protected files or, at the discretion of 
the recipient, destroyed by burning. If.not personally 
disposed of by the recipient, he wil] assure himself 
that it is burned in the manner prescribed for SECRET 
material. 


DECLASSIFIED FOR PUBLICATION IN FOREIGN 
RELATIONS OF THE UNITED STATES 





September 24, 1945 


CONTENTS 
Page 
Commercial Policy Discussions with British to 
Begin Next “eek - - +--+ +--+ +--+ e+ - -- ee ee = | 

Belgian-US Financial and Trade Talks Open --+-+-+-+--. 2 

Belgians Hope For Equitable Adjustment 

US Proposes Using Surplus Froperty 
Provision of Essential Supplies to Italy ----+--+-- 3 


UNRRA Hopes to Take Over by January 


Export-Import Bank to Issue General Policy Statement - - 4 
Pur pose 
Funds 
Organization 
Basic Principles 
Types of Projects Financed by the Bank 
Prohibitions 
Credit z..vailable to Many Groups 
&£Applications [fust be Justified 
Interest Rates 
iid to Small Business 
Shipping 


Department Recommends Commercial Policy Principles 
be Tied to Loan Agreements --+--+-+-+-+-e¢-+-+-+-+--. 7 


Termination of Lend-Lease Raises Shipping Problems - - - 7 
British to Divert Cargoes to Sterling Ships 
Transfer of Lend-Lease Ships Raises Questions 


Russian Reply to US Reparations Note and British Reaction-8 


Problems Relating to "Exclusion of German Industry 
From US to be Discussed - --+-+-+-+-+-+-+-+-e+-+-e+e-- 9 


Trade .gencies Proposed for Three “Ylestern Zones - = = = i) 
EIT Conference Terminating Successfully - ---+-+-+-+=- =. 10 
Disposal of Germen “ar Material - --+-+-+#-+e+#-+#-+e+-e+-e-e-s. 10 


Statement of Policy Toward Japan Signed by President- - ll 
Economic Demiliterizetion 
Promotion of Democretic Forces 
Resumption of Peaceful Economic ictivity 
Reparations and Restitution 
Fiscal, Monetary and Banking Policies 
International Trade and Finencial Relations 
Japan Property Located / broad 
Equality cf Opportunity for Foreign 
Enterprises “ithin Japan 


US POLICY 








—_— —_ 


DECLASSIFIED FOR PUBLICATION IN FOREIGN 
RELATIONS OF THE UNITED STATES 


a 





elite td 





Contents Continued September 24, 1945 bs 
Page 

US Policy re Japanese /ssets ----+-+-+-+-+-+-+---46 13 

Department Policy on Imports to Japan- - - ---+-- - 13 

Philippine Request for UNRRA Lid Discussed - - - - - - 14 


UK-US Will Jointly imnounce end of MESC on November 1 - 14 
Rubber Committee Holds First Session ------+---- 15 
Rubber Reserve to Lower Export Price of Synthetic- - - 15 
Inter-imerican Economic Conference may be Postponed- - 15 ' 


iAgenda for US and British Commonvealth 
Telecommunications Conference - - - - - - -_\2feeer 16 


Senate to Consider Protocol Renewing 
Coffee Agreement - -----+-+-+-+-+-+-+-+-+-+-- 16 


DECLASSIFIED FOR PUBLICATION IN FOREIG 
N 
RELATIONS OF THE UNITED STATES 














COMMERCIAL POLICY DISCUSSIONS The subgroup on commercial 
WITH BRITISH TO BEGIN NEXT WEEK policy in the Economic 

Negotiations currently being 

held with the British will 
delay its meetings another week to await the arrival of UK 
commercial policy experts. “hen it was pointed out to the ~ 
British that their original delegation was composed almost 
entirely of experts in finance, they said that it was neces- 
sary to keep their commercial policy men in London to study 
the proposals Mr. Clayton presented in August, and that they 
would come here later in the discussions. 


The group arriving next week will consist of Leisching, 
Shackle, and Andrew of the Board of Trade, Robbins of the 
Cabinet Secretariat, Enfield of the “inistry of Agriculture, 
and Clauson of the Colonial Office. Young will act as 
secretary. If necessary, a '!inistry of Food official may be 
added from the Food !‘ission here, 


Leisching has said chat the British are opposed to 
working on a suggested draft convention, or even a summary 
of one such as we have given them, at this stage. They 
feel that the forthcoming talks should be centered on the 
most difficult outstanding issues of principle and that 
the groups discussing these issues should be kept as small 
as possible. He reiterated the uncompromising UK opposition 
tc export subsidies on world surplus commodities. He also | 
pointed out the political importance in the UK of dealing 
carefully with the preferences and tariffs questions. The 
UK feels that both problems must be placed in a similar 
framework of discussion, although Leisching did not oppose 
the suggestion that there was an obligation to reduce 
preferences initially in greater proportion than tariffs. 
The ministers in the UK who understand the issues best are 
convinced that it would be unwise at this stage to review 
the subject in detail with the whole Cabinet. Instead UK 
officials will try to work out lines of agreement in 
“ashington which they can recommend to the Cabinet for 
adoption. . 3 


NOTE: The Pitish firancial program has been outlined to top 
US officials. On the basis of this program, 
the talks are continuing and it is expected 
that within the next few weeks more informa- 
tion will be available for foreign missions. 


* * * 


— 
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BELGIAN-US FINANCIAL As the Department anticipated, the 
£ND TR:DE TALKS OPEN Belgians emphesized at the opening 

of the financial and trade discussions 

the fact thet reciprocal aid to the US 
was in excess of the lend-lease aid cxtended by the US to 
Belgium. They also referred to the fact that whereas Britain 
end Canada have covered promptiy Belgian currency advances, the 
US has put up only a minor fraction of the dollars due Belgium 
as a result of franc advances for US military expenditures in 
Belgium. They indicated that they were not prepared to pre- 
sent an overall reconstruction program at this time, but 
wanted to discuss primarily the settlement of some of these 
immediate problems, and to arrive et an agreement as to what 
to expect in the future with regard to goods and services that. ‘ 
had formerly been delivered es reverse lend-lease,. 


Belgians Hope for Equitable Adjustment The Belgians are 
making nc «necific claim that straight Lend-Lease and reverse 


Lend-Lease accounts should be balanced, but they hope that some 
equitable adjustment may be possible by increasing the Lend- 
Lease account or decreasing reverse Lend-Lease. Tentative 
figures showing the past record were submitted to the group . 
holding the discussions: Straight Lend-Lease to Belgium es of 
September 2 equals ‘53 million; Freight charges for 60-day 
period after V-J Day, ‘5 million; Defense aid to Belgium and 
Congo under Master .greement, {5 million; Plan fA deliveries 
for July and ..ugust from US sources absorbed by Lend-Lease, 
¢25 million; Total, $88 million. To be transferred to Belgium 
under 3-C terms, °41 million; reverse Lend-Lease from Belgiun, P 
£177 million, of which ‘ 82 million accrued between V-E and V-J 
Days. In order to decrease reverse lend-lease the Belgians 
suggest payment by the military for that portion of the $82 
million above-mentioned which went for army-of-occupation 
purposes. They also raisedagain a point which was reserved 
by them at the time of the 3-C Agreement that reverse Lend- 
Lease items that could only be replaced by importation should 
be replaced in kind or paid for in cash. This is estimated at 
about $5 million. The Belgians indicate that they may have 
further suggestions regarding the treatment of 3-C items. 

US Proposes Using Surplus Property 

The US side proposed that, pending further discussion of 
adjustment, the possibility of utilizing surplus property in any 
settlement which may be agreed upon should be considered. The 
Belgians did not oppose this in principle. A subcommittee is . 
holding meetings this week on this matter with Mr. McCabe of the 
Surplus Property Board. When the Belgians asked for transfer of 
additional Plan 4 supplies to Lend-Lease, it was explained that 
termination of Lend-Lease left no funds which could be committed 
for this purpose. 4 meeting on reimbursement for advances for P 
Army pay is also scheduled as well as a meeting between Treasury 
officials and the Governor of the Benk of Belgium, who has now 
arrived, on unfreezing Belgian blocked essets. 4 





* * 
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PROVISION OF ESSENTIAL Arrangements have been worked out 
SUPPLIES TO ITALY - with the UK for a civilian supply 
program for Italy covering the period 
between cessation of the military pro- 
gram, which took place August 31, and when UNRRA will take over 
some time in January of 1946, dependent of course on the appro- 
priation to UNRRA by Congress, 


This interim program, however, has presented the US and UK 
officials with many complicated problems, some of which still 
remain unsolved. The financial arrangements have caused one of 
the biggest worries. The British Government had ecuthority to 
spend money for Civil Affairs supplies on a military basis or 
an UNRRA basis, but there was no authorization for any third 
type of spending. The British War Office and SLAO (Supplies 
Liberated reas Officials) have now convinced the British 
Treasury of the political necessity for financing part of the 
program for the interim period. On our part a special appro- 
priation cof $100,000,000 supported by the “ar Department was 
granted to FEA by Congress. Under present arrangements, all 
allocation, procurement and shipment of supplies will be 
handled in Washington by FEA. The specific items in the pro- 
gram, recommended by the ..llied Commission in Rome, will be 
or have been cleared with the Combined Liberated Areas Com- 
mittee. The principal supplies to be shipped by the US include 
coal, food end a few basic raw materials. The British contri- 
bution is confined to petroleum, raw rubber and 5,000 tons of 
wool. 


UNRRL Hopes to Take Over -by January In the meantime steps 
are being taken by UNRRA to take over responsibility as soon as 
possible, with a target figure of approximately £450,000,000. 

In the UNRRA Council discussions, the proposal for Italy was not 
put up as an carmarking of a certain amount of money, but simply 
as an authorization for UNRRA to conduct in Italy a program com- 
parable to the UNRRA programs in other countrics. However, 

Mr, Clayton consistently used two figures to indicate the magni- 
tude of the program we heve in mind (a) he quoted an approximate 
figure of $500 million as the cumulative cost of relief and re- 
habilitation program carricd through by the US, UK and Canadian 
Governments through this year; end (b) he estimated that about 
€450 million would be needed for next year, So far the UNRRA 
staff has been reluctant to state any dollar figure until they 
have a little clearer idea whet their total funds will be. 
Moreover, UNRRA has to date declined to proceed with detailed 
organizational problems until the appropriation has been 
assured, This point is of course important as assumption of a 
program of this size by January will involve a very real and 
immediate strengthening of staff here and in the field if the 
flow of supplics in the pipeline is not to be interrupted. 


The Department feels that it is of utmost importance for the 
US Government agencies concerned to cooperate to the fullest ex- 
tent in the preliminary steps toward getting the UNRRA program 
for Italy “off the ground", and every effort will be made to give 
UNRRA support, 
ene hee a a 
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EXPORT-IMPORT BANK TO ISSUE Cognizent of the important part 
GENERAL POLICY STATEMENT it will play in the reestablish- 

ment of foreign trade and the 

rehabilitation of war destroyed 

economies, the Export-Import Bank is planning to issue a com- 
prehensive statement of its organization and general policies. 
The Department of State was consulted, along with the other 
agencies having representation on the Benk's Board of Trustees, 
on the formulation of the policy stetement. 


Purpcse The general purpose of the Bank is to aid in 

"the financing and facilitating of exports and imports and the 
exchange of commodities between the US or any of its Territories 
or insular possessions and any foreign country or the agencies 
or nationals thereof". 411 of the operations of the Bank are 
and must be related to this fundamental purpose. “ithin this 
framework, the Bank has been given broad powers to do a general 
banking business and to make practically any type of loan, with- 
out limitatior as to amount to any one borrower so long as the 
loan is in accordance with the fundamental purpose of the Benk. 





Funds In addition to its capital stock of {1 billion, the 
Bank may borrov from the Treasury Department an amovnt not in 
excess of 2-1/. times its authorized capital stock. At eny one 
time, the outsianding obligations of the Bank are not permitted 
to exceed 3-1/2 times its authorized capital or $3.5 billion. 
Private banks miy participate with the Benk, and the Bank is 
permitted to se.1 commercial paper. The Bank encourages such 
participation ot private commercial banks to the greetest 
extent possible. In this way, the Bank does not compete with 
private capital tut rather supplements it and encourages it. 


Orgenization The management of the Bank is under a five 
man board of directors. So long as FEA is in existence, the 
FEA Administrator will serve as Chairman, the members being 
the Secretary of State and three others appointed by the 
President. Not more than three directors may belong to the 
same political party. In eddition, there is an Advisory Foard 
composed of the Chairman of the Benk, the Secretaries of State, 
Treasury, Commerce, and the Chairman of the Board of Governors 
of the Federal Reserve System. The National Advisory Council 
on Internationel Monetary and Financial Problems composed of 
the same membership, with the Secretary of the Treasury as 
Chairman, serves to coordinate the policies of the Bank with 
the Bretton 'oods Institutions and with the operation of other 
Government agencies interested in foreign loans and financial 
transactions. 


esic Principles Only loans and guarantees which serve ; 
to promote the export and import trade of the United States are 
grented. Foreign trade is promoted by financing exports end 
imports as specific transcctions, and by financing exports in 


connection 
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connection with development projects and programs in foreign 
countries. The Benk fully realizes that a country highly 
developed economically and with an ever increasing standard 

of living is the best customer for the US. In general, the 
Benk only makes loans for specific purposes. This snables 

the Bank to determine the economic and technical feasibility 
of each project for which money is lent. Moncy is usually 
edvanced in installments as needed to cover pzst transactions, 
thereby giving the Bank an additionel opportunity to see that 
the funds are being used wisely. Naturally, reasonable assur- 
ances of repayment must be provided before a loan is granted. 
4S a general policy, credit is extended to purchase materials, 
equipment or tecrnical services from Americen firms. The 
Department, in its comments on the policy statement, suggests 
that the impression should not be given that loans were 
necessarily "tied" to the use of American products and services 
since in many cases expenditures in the borrower's country may 
tend to increase the American export trade. “hile it is felt 
that the use of the expression "as a general rule" provides 
some leeway for the acceptance of loans not tied directly to 
the purchase of American products, the Department is not 
completely satisfied with this provision. 


Types of Projects Financed by The Bank Under proper 
conditions, the Penk is prepared to finance exports and imports 
of products of all kinds end to aid in the purchese of engineer- 
ing and technicel services in the US. Financing of exports is 
usually of two types: credit for the benefit of individual US 
exporters who do not wish to assume the entire risk of export 
scales, and credit in favor of a foreign government, bank or 

irm to be available during 2 stipulated time for the purpose 
of fecilitating the purchcse in the US of specific materials, 
equipment or services. The second type of loan is preferable, 
since it covers in one agreement matters that would require 
separate arrangements with hundreds of US suppliers. 





Prohibitions There are e number of things which the 
Bank is expressly prohibited from doing under existing law or 
which are prohibited by its general policy: where private credit 
is available in adequate amounts and at reasonable terms the 
Bank will not extend credit; the Bank cannot purcnese stock in 
any corporation; as mentioned in a previous paragraph, the Rank 
does not make lump sum advances; the Bank is not authorized to 
finance export trade between the US and its Territories; the 
Bank ordinarily does not finance local expenditures; the ®ank 
does not assume the obligation or responsibility to procure 
matcricl or essist in the procurement of material, or to give 
advice on suppliers or the selection of engineering or other 
technical firms. 





Credit 4veileble to Many Groups The facilities of the 
Bank are open to US exporters of goods or services; US 
importers; Forcign governments, agencies of foreign governments; 








up , “+ firms 


DECLASSIFIED FOR PUBLICATION IN FOREIGN 
RELATIONS OF THE UNITED STATES 








- = - PP enn ean 











- 6 - 


firms or individuals; in fact to anyone to whom the granting 
of credit vill assist the foreign trade of the United States. 
The provisions similar to the Johnson act, prohibiting the 
extension of credit by a private firm to those governments 
which were in default to the US, have been removed from trans- 
actions by individuals or firms that participate with the Bank 
in loans to such Governments, 


E£pplications liust be Justified 411 applications for 
credit must be accompanied by ae justification for assistance 
from the Benk, and a finenciel statement as regards ability 
to repay. Applications for loans from foreign firms or 
individuals usuelly must be supported by their government or 
banks before ercdit will be considered, In the case of US 
exporters, approval in principle may be obtained for credit 
before formal application is submitted to the Bank. This 
procedure provides e« freer hand to American exporters in 
bidding for foreign markets than would otherwise be the case. 
In fact, the Bank does not favor the «cxtension of credit to 
firms that heve not received the approval of the Bank prior 
to making foreign commitments. As & general rule, the Bank 
extends long term credits for developmental projects, short 
term credits sometimes being given for immediate needs, 





Interest Rates The interest retes charged by the Bank 
are the seme for similar type credits, and are adjusted so 
as not to be in competition with privete banking firms. At 
the present time the National /dvisory Council on International 
Monctery and Financial Problems is considering the interest rate 
policy of the Bank, cspecially for reconstruction type loans. 
In all but exceptional cases in the past, the interest rate has 
been 4 percent. It is probable that this will be changed. 





&id to Small Business Of especial interest is the Benk's 
policy with respect to aid to smali business firms engaged in 
export and import trade. These credits are designed to help 
small firms increase their export commitments without the neces- 
sity of raising additional capitel. The credits are revolving 
and are available for limited periods, 








Shipping One policy of the Benk which is recuired by a 
Resolution of the 73rd Congress is that the transportation of 
all products "fostered" by loans shall be carried exclusively 
in vessels of US registry, unless such ships are not available 
at reasonable rates. Much difficulty and dissatisfaction is 
expected as a result of this Resolution, particularly from the 
Maritime nations who will have a surplus of merchant vessels as 
a result of wartime construction. The Department is making an 
effort to see that this Resolution is withdrawn or at least 
modified. 


x* * * 
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DEPARTMENT RECOMMENDS COMMERCIAL POLICY The Department recom- 
PRINCIPLES BE TIED TO LOAN AGREEMENTS mends that commercial 
policy principles he ticd to 
certain Ex-ImBank loan 
agreements. A note embodying these principles has been prepared 
by the Department and FEA. [In order to promote the expansion of 
production, employment and the exchange and consumption of goods, 
the US and the other signatory government, under the terms of 
the note, would undertake to "begin negotiations in the immedi- 
ate future for the reaching of agreement between themselves and 
other countries of like mind on measures directed to the reduc- 
tion of tariffs and other trade barriers and the elimination of 
all forms of discriminatory treatment in international commerce, 
payments and investment". The note further states that "pending 
agreement upon the arrangements enviseged in the foregoing", 
the US and the other signatory government "declare it to be 
their policy to avoid the adoption of new measures affecting 
international trade, payments and investment which would pre- 
judice the objectives of such agreement". 


* * * 


TERMINATION OF LEND-LEASE Merchent shipping problems have 
RAISES SHIPPING PROBLETS been brought to a head with the 

termination of lend-lease and 

will probably be discussed during 
the present trade and financial talks with the British, The 
main difficulties are; (1) the question of continued carriage 
of British cargoes on ships, charges for which are payable in 
dollars (these having formerly been charged to lend-lease), 
as against carriage in ships, charges for which are payable 
in sterling; and (2) the status of vessels owned by the US 
which have been transferred to the British flag and operation 
under lend-lease authority, 


British to Divert Cargoes to Sterling Ships It is only 
natural that with the termination of lcnd-lease the British, 
being unable to spare the doller exchenge to pay freight 
charges on American or other dolilar-earning ships, will divert 
their traffic to sterling ships so far as possible. The result 
of the diversion of British cargo to British ships will be to 
intensify the substantial iaying up of American tonnage in the 
near future. This situation is further complicated by a Joint 
Resolution of Congress of 1934 providing that cargoes financed 
by US Government credit must be carried in American ships 
unless adequate vessels are not available at reasonable rates. 
From the point of view of our liberal trade policy and the 
present dollar-pound exchange position it is difficult to 
justify carriage of cll cargoes in American ships. Implementa- 





_tion of this Resolution ‘vould augment substantially the total 
‘dollar requirements to pay for a given volume of products, 


The 
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The Maritime Commission has suggested as a way out of this 
dilemma that cargoes should be carried on a 50-50 basis, 
Such division of cargoes by government action would be a 
serious restraint on private competitive maritime transport 
and aes such not in line with our general commercial policy. 


Transfer of Lend-Lease Ships Raises Questions ‘vith 


respect to vessels transferred to the British under lend- 
lease it is understood that the details of their transfer 
contemplated their return six months after V-J Day, unless 
the President or Congress required an earlier return. The . 
termination of lend-lease, however, may raise a question of 
dollar peyments for use of these vessels. The Maritime Com- 
mission, being responsible for an orderly transition from 
wartime to peacetime shipping operations fears political 
repercussions due to the British keeping their ships, in- 
cluding those we own, in operation while we are laying up 
"hundreds of ships" for lack of cargo. It is questionable, 
however, if we would operate these ships even if they were 
returned by the British. 





The root of these difficulties lies in the vast expansion 
of shivping which was necessitated by the war. Return to 
normal conditions is particularly difficult to the US where 
the expansion hes been greatest and where shipping cannot 
compete in an unrestricted market with other maritime nations. 


* * * 


RUSSIAN REPLY TO US REP.s.RTIONS The USSR is expected to propose 
NOTE AND BRITISH REACTION to the Council of Ministers. 
the moving of the seat of the 
Reperations Commission from ’ 
Moscow to Berlin (as suggested in: the US note); setting October 15 
as the date for figures on advance reparations deliveries from 
the western zones to be available and setting December 15 as the 
date for figures on total removals of industrial equipment from 
_ the western zones to be available. The Russians agree to provide 
the necessary information on equipment which hes been left in the 
Soviet Zone and will allow mixed commissions of specialists to 
enter their zone. This concession towards treatment of Germany 
as an economic unit will presumably give Russia a voice in the 
discussions concerning removals from the western. zones. The . 
Russians have expressed dissatisfaction with setting up a multi- 
partite Inter-Allied reparations agency to allocate removals from 
the western zones and have suggested that the Control Council 
decide this. 


The British have written informally thet they are opposed *" 
to the October 15 and December 15 deadlines; that the Control 
Council should determine the character and amount of reparations 4 


removals from western Germany but suggest that the Reparations 
Commission determine what portion of western removals go to Russia. 


i 
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PROBLE!'S RELATING TO EXCLUSION OF GERMAN A small committee 
INDUSTRY FROM US TO BE DISCUSSED is being established 
| to review the current 
thinking in various 
government agencies on the question of exclusion of German 
interests from reentry into the US. The Alien Property Custo- 
dian, James E. Markham, in a letter to the Secretary stated 
that the possibility that various large vested holdings may 
be offered for sale by his office during the coming year 
necessitates a crystallization of the points of view on the 
problems involved so that recommendations may be made for 
appropriate legislation. Since effective exclusion of German 
industry from reentry into American key industries may require 
that a divested owner such as 1.G. Farben be barred from reentry 
in some new corporate guise, the question is a segment of the 
larger prceblem whether a demilitarized reconstituted Germany 
should be permanently excluded from reentry into American busi- 
ness life, 


Mr. Seymour J. Rubin, Director of the Division of Economic 
Security, and lr. Robert P. Terrill, Commodities Division, have 
been named the Department's representatives. _The other members 
will represent the Alien Property Custodian, the Attorney 
General's Office and the Treasury. 


x * * 


TRADE .GENCIES PROPOSED 4A provisional plan for control of 
FOR THREE WESTERN ZONES German exports and imports has been 
approved by the Coordinating Committee 
of ACC. The plen provides that the pro- 
ceeds from exports should be credited to e special account of the 
Control Council and shall be used for payment of imports of each 
respective zone. Payment for imports into one zone for the 
account of exports from another may be made only by decision of 
the Control Council, or as may hk agreed between any zone com- 
manders. imbassy Berlin believes that it will be difficult to 
treat Germany as an economic unit and to conduct foreign trade 
on a quadripartite basis under the above plan. It suggests that 
the Western zones establish provisional agencies to facilitate 
inter-zonal and foreign trade pending the formulation of a 
final export-import plan on a quadripartite basis. The Russians 
should be assured thet the inter-zonal agencies for the “‘estern 
zones are for the interim period only. 


Detailed plans for control of German trade are being con- 
sidered in the Department. 


* OK OK 
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EIT CONFERENCE The European Inland Transport 
TERITINATING SUCCESSFULLY Conference which reconvened in 
London August 24 is cxpected to 
come to a successful conclusion 
on September 27 with the signing of the European Central 
Inland Transport Organization Agrcement by the members of 
the Provisional Organization and the USSR, Poland, Czechoslo- 
vakia, Yugoslavia and Greece. The Soviets, after receiving 
no support for their amendment to limit the scope of ECITO 
to railway traffic alone, and after receiving further ex- 
planation as to the function of ECITO with regard to water- 
ways, sought new instructions from Moscow. Their amendment 
was withdrawn and new ones containing no substantive changes 
have been unanimously accepted by the conference. The US 
delegation considers that the successful outcome was achieved 
by keeping the conference open long enough for the’ Sovict 
delegation to convey their views to their Government and 
obtain new instructions. 


The purpose of ECITO is to provide for the coordination 
of traffic and the allocation of transport equipment and 
material so as to ensure the most rapid movement of supplies 
both for military and civilian needs, the speedy repatriation 
of displaced persons and redeployment of Allied Forces in 
Europe. The Provisional Organization established on ‘ay & 
was set up by the US, UK, France, Belgium, Luxembourg, the 
Netherlands and Norway and will be dissolved on the establish- 
ment of ECITO. The question of Polish participation had pre- 
vented Russian participation in BCITO, and had resulted in 
the establishment of the Provisional Organization. The 
Polish political question having been settled, it was sug- 
gested at Potsdam that the EIT Conference be reconvened; and 
the Russians agreed. 


* * * 


DISPOSAL OF GERMAN A directive has been sent to General 
WAR | ATERIAL Eisenhower recommending that all enemy 

war material in the US zones of Austria 

and Germany be destroyed as soon as pos- 
sible, and that he endeavor to obtain quadripartite agreement 
on this policy for all zones in the Control Council. Exceptions 
to the directive include war material suitable for civilian use 
(except for aircraft all types of which should be destroyed 
except what is needed for intelligence purposes) war munitions 
needed for trophy purposes, restituted war material and navy 
equipment which was dealt with by the Tripartite Naval Com- 
mission. During discussion of disposal of var material in 
the council Embassy Berlin reports that all material in the 
British and Russian zones has already been destroyed. The 
French, hovever, have requested material nov in the US zone. 


* * * 


(eel — ——— — 
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STATEMENT OF POLICY TO’ARD The President on September 6 
JhPAN SIGNED BY PRESIDENT signed a statement of policy for 
the treatment of Japan in the 

. initial post-hostilities period, 
The economic section of the statement covers steps to be taken 

.in economic demilitarization; promotion of democratic forces 
and organizations; resumption of peaceful economic activities; 
reparations and restitution; fiscal, monetary and banking 
policies; international trade and financial relations; Japanese 
property located abroad; and equality of opportunity for 
foreign enterprises within Japan. There will be a subsequent 
cirective to the Supreme Commander containing separate economic 
and financial sections based on the policies ayvproved by the 
President. 


In general the directive looks toward a firm demilitari- 
zation, disarmament and reparations policy with responsibility 
placed on the Japanese for the eventual rehabilitation of 
Japan permitting physical reconstruction and an economy ade- 
quate for peaceful living. 


Economic Demilitarization The statement is founded on 


the policy that the existing economic basis of Japanese mili- 
tary strength must be cestroyed and not permitted to revive. 





To effectuate this production of all goods designed for 
military use will be prohibited, selected industries whose 
chief value is preparation for wer will be eliminated, and 
facilities for production or repair of implements of War, 
including naval vessels and all forms of aircraft, will be 
done away with. Moreover, no specialized research will be 
allowed in the fields which might lead to develovment of war 
making power, Japan's heavy industry will be limited in size 
and character so thet it can procuce only the basic require- 
ments for peacetime existence and merchant shipping will be 
restricted to accomplish the objectives of demilitarization,. 


A system of inspection and control will be instituted 
which will prevent concealed or disguised military presaration. 


The eventual disposition of Japanese facilities which 
will be eliminated will be determined later, At that time 
it will be decided whether they will be scrapped, transferred 
ewes as reparetions or converted to other uses. 


Promotion of Democretic Forces The directive urges the 
promotion of democracy by favoring develozment of labor, in- 


dustrial and agricultural organizations which are bxsed on 
democratic principles and which will strengthen peaceful 
enterprises and make difficult the directing of economic 
activity toward military perposes, A policy is favored which 
permits a wide distribution of income as well as wide owner- 

! ship of the means of production and trade, In this respect 

a dissolution is urged of the existing large industrial and 

banking concerns which have controlled Japan such as the 
Zaitabsu, Individual Japanese who are not devoted to peaceful 
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economic policies will be prohibited from occupying places 
of importancee ; 


- Resumption of Peaceful Economic Activity The directive 
definitely places the responsibility for rehabilitation on 
the Japanese people. In addition they must vrovide goods and 
services to the occupying forces to the extent possible with- 
out causing starvation or widespread disease, 





In this regard Japanese authorities will be expected and, 
if necessary, directed to maintain, develop and enforce pro- ‘ 
grams that will avoid acute economic distress, assure just 
and impartial distribution of supplies; meet reparations ree 
quirements; and facilitate restoration of an economy which will 
setisfy the reasonable peaceful requirements of the population. 
This will permit the Japanese authorities to establish and 
administer controls over large business services, finance 
banking, production and distribution of essential commodities, 
all subject to the approval and review of the Supreme Commander, 


Reparations and Restitution Japanese pro;yerty located 
outside the territories to be retained by Japan will be trans- 
ferred on reparetions account according to the determination 
of the eppropriate allied authorities, Goods and capitel 
equipment and facilitics which are not necessary to a peaceful 
Japanese economy or for the supplying of occupation forccs 
will elso be subject to transfer, 


Pending reparations determinations by allied authorities 
deliveries from existing stock or continued production of 
gocds urgently needed by United Nations who were victims of 
Jepancse aggression and by liberated ercas may be made, This 
will be without prejudice as to whether such deliveries shall 
be considcred as reparetions or as exports for which payments 
are to be made, The policy for such determination will be that 
payment should be made for such deliveries to the extent necded 
to enable Japan to defray the cost of approved Japancse imports. 


: Full and prompt restitution will be required of all 
identifiable looted property. 


Fisc: Monctery_ and Banking Folicies Japanese authori- 
tics will remain responsible for the menagement and dircction 
of the domestic fiscal, monetary and currency policics subject 
to the ap-roval end revicw of the Supreme Commander, 


international Trade and Financial Relations Normel trade 
relations with the rest of the world will be permitted Japan 


cventually, such trade, of course to be confined to that nec- 4 
essary to a peacctime cconomy,. 





Control will be maintained over all imports end exports , 
and foreign exchange.and financial trensactions, and the Supreme 
Commender will see thet these are only used for essential 
peacetime needs, 


DECLASSIFIED FOR PUBLICATION IN FOREIGN — depen 
RELATIONS OF THE UNITED STATES 




















i 


~ 





e 13 « 


BEST Copy AVAILABLE 


Japan. Property Located broad Revelation to occupying 
euthorities is required of ell Japanese external assets and 
Japanese assets located in territories detached from Jepan 
under surrender terms. This will include assets of the 
Imperial Household and the Government. 








Equality of Opportunity for Foreign Enterprises “ithin 
Japan No exclusive or preforred opportunitics shall be given 
to enterprises of any forcign countrics nor shall Japanese 
authorities cede to such enterprises control of any important 
branch of economic ectivity. 


( UNRESTRICTED) 


US POLICY RE The US does nct object to the Chinese con- 
JAPANESE ..SSETS fiseating on behalf of the Chinese Government 
Jepanese public and private property located 
in Chinese territory provided United Nations 
interests which have been coemingled with Japanese properties 
are not confiscated. Provision should elso be made for subsis- 
tence of Japenese nationals pending repatriation and for financing 
expenses directly related to repatriation or resettlement of 
Japanese nationals or other displsced persons in China. 


On final reparations, we will take the pcsition that Jap 
assets confiscated by the Chinese shall be credited against 
China's reparation claim. However, we believe Chine should not 
confiscate Japanese property physically located outside of China 
but should merely freeze it until disposition is decided as pert 
of the final reparations settlement. 


DEPARTMENT POLICY ON 4 letter vas recently received by the 
IMPORTS TO JiPi.N Secretary from ‘ir. McCloy, ..ssistant 
Secretary of ‘’ar, suggesting to the 
Department that ‘ve negotiate with the 
countries of the Far East to secure priority for food imports 
for Japan. McCloy further suggested that such countries finance 
these supplies. 


In reply to McCloy, the Department hes taken the position 
that our policy is to call on the countries of the Far East to 
‘assist in feeding the Jepanese only to the extent that these 
countries have real surpluses of food which are not more urgently 
needed in other parts of the Far East. Furthermore, the Depart- 
ment believes that it would be wiser to rely on US funds to make 

such purchases as are needed, expecting to be compensated in 
due time out of the proceeds of Javanese exports vhich in 
accordance with present policy are to be held by MacArthur for 
the purpose of paying for approved imports into Japan. 
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PHILIPPINE REQUEST FOR At a recent meeting of Department, 
UNRRA AID DISCUSSED UNRRA and USCC officials with 

Mr, Hernandez, Secretary of Finance 

of the Philippines, the Philippine 
request for UNRRA aid was discussed. i’r.. Hernandez stated 
that the purpose of the request was to tap every possible 
source of aid since the Islands are receiving only about one- 
third of their requirements, and the black market is flourish- 
ing. It was pointed out to him that current loadings, arranged 
by private trade with some. help from the USCC, were using the 
available unloading facilities to the fullest extent possible. 
About 60,000 tons a month of civilian merchandise is now being 
sent to the islands, which will be increased to 120,000 tons 
when the military release additional unioading facilities. 
Since the private trade shipments began only in July, there 
has hardly been time for their effect on the black market and 
Supply situation to be felt. Any disturbance in the channels 
arranged by UNRRA's entry into the situation might reduce 
rather than increase aggregate receipts of goods. 


Discussion was also held on the question of payment which 
resolves itself into the most adequate use of UNRRA's limited 
funds. The Philippines present an unusual case in that there 
is adequate purchasing power in terms of dollars, although the 
government itself is short of funds and prima facie it does not 
seem fai. to more impoverished areas to spend funds in an area 
where the financial difficulty is the inability of the govern- 
ment to raise revenues from a relatively well-to-do population, 
in terms of money. It was thought, therefore, there were two 
principal fields to explore. First, the direct relief needs 
in the Philippines, apart from the commercial movement of 
supplies, and second, what means might be found by which the 
Commonwealth Government itself could come into adequate finan- 
cial means to defray the cost of direct relief. A meeting will 
be held shortly after these problems have been explored within ¢ 
the American Government end between the Commonvealth Govern- 
ment and UNRRA as to direct relief needs and between the 
Commonwealth Government and the US Government as to financial 
measures which might be taken. 


xk Ok Ox 


UK-US WILL JOINTLY ANNOUNCE In a memorandum to the UK Embassy 
END OF MESC ON NOVEMBER 1 the Department has indicated its 
agreement to a formal joint 
announcement that the Middle East 
Supply Center will be liquidated on November 1. The elimination 
of MESC will require certain revisions in existing Middle East 
import procedures, and the US assums that normal commercial 
channels will be reopened at the earliest practicable time for 
the importation of those heavy-tonnage commodities (cereals, , 
coal, sugar, fertilizers, etc.) which have been imported largely 
through centralized channels. If the UK feels that it is neces- 
sary to continue centralized importation of these commoditics, ; 
the US will not consider it practicable to shape its export 
controls to help implement such procurement, as the US plans to 
allow export of all commodities within the limits of the 


available supply. kk OK 
ee ——————— _ 
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RUBBER COMMITTEE At the first meeting of the newly- 
HOLDS FIRST SESSION formed Interagency Policy Committee 
on Rubber two immediate problems 
: were raised for discussion: (1) It 
i. was agreed that an obligation existed to the British re- 
garding the ceiling price for natural rubber from Ceylon 
..and otner areas of the Far East, and (2) it was egrced 
thet RDC would negotiate an interim price for natural 
rubber from the Far East to apply to rubber ‘contracted 
for the balance of 1945 only. Both these questions will 
be discussed further with the Department. Reauests for 
membership on the Committee herve peen received from 
Agriculture, Commerce, and 'YPB, but so far no action has 
been taken in providing for cdditional memberships. 


RUBBER RESERVE TO LOWER The Office of Rubber Reserve 
EXPORT PRICE OF SYIiTHETIC oof RFC (successor to. the 
Rubber Reserve Company.) is 

| expected to announce shortly 
a reduction in the export sales price of all syntnctic 
rubber to the equivalent of the domestic selling pyice. 
Previously the domestic selling price was set in relation 
to the immediate prewar natural rubber price, with a sur- 
charge of 17-1/2 cents added to export sates to assure 
receipt of approximate cost. 





The differential will be eliminated because it is 
now undesirable and the Department is informed that inm- 
proved techniques in manufacturing various. types of 
synthetic rubber, reduced requirements (permitting the 
closing down of highcr-cost producers), and reduced cost 
of certain raw materials meke it possible now to sell at. 

a uniform domestic and foreign price. The Department is 
gxplaining the change in advance of the announcement to 
- the UK, Netherlends, Belgian, French, Uruguayan and — 
' Mexican authorities. ) es 


INTER-Ai"ERICAN ECONOMIC At 2 recent mceting of the 
CONFERENCE ‘14Y BE POSTPONED Governing Board of the Pan 
7 American Union, the US 
representative propvosed the 
postponement of the Inter-American Technical Economic Con- 
ference schcduled for November. & committec wes appointed 
to study the proposal and make recommendations to the Board 
for action. ,' 
* * * a — 
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AGENDA FOR US AND BRITISH COMMON] At the suggestion of 
WEALTH TELECOMMUNICATIONS CONFERENCE the US, a telecommruni- 
cations conference is ; 
to be held this 
November in Bermuda between this Government and the Govern- 
ments of the British Commonwealth. The agenda, based on US 
proposals, follows: 
1. Telecommunications rates for Commercial, Government 
and Press messages and division of the tolls; treatment of 
press instructional messages. 
2. - The future of trans-Atlantic cables, maintenance of 
cables including the operation of cable ships. 
3. The ultimate disposal of seized enemy cables through- 
out the world. 
4, Continuance of existing and possible establishment of 
new direct radio telegraph or radio telephone circuits. 
5. Post war structure of International Telecommunications 
Union, 
6, Revision of the International Telecommunications Con- 
vention 1932, 
7. Revision of the International Radio Regulations, 1938, 
Cairo, 
8, Revision of the International Telegraph Regulations, 
Cairo, 1938, and possible adherence thereto of the US. 
9. Time schedule for the International Conference. 
10. Procedure for recording any agreement reached as a 
result of the discussions and exchange of information on 
methods of securing the implementation of such agreement. 











* * * 


SENATE TO CONSIDER PROTOCOL The Senate Foreign Relations Com- 
RENEWING COFFEE AGREEMENT mittee has asked that the protocol 

providing for continuation of the 

Inter-American Coffee Agreement 

be submitted formally to the Senate for consideration. In the 
case of the two previous renewals of the Agreement, the Foreign 
Relations Committee was informed but no Senate action was re- 
quired, since what was involved was only continuation in the 
same form of an agreement that had been ratified by the Senate 
in 1941. The third renewal, however, involves suspension of 
the quota provisions. 


It was pointed out to the Committee that continuing the 
framework of the Agreement, with the quota provisions in sus- 
pension, would be psychologically much better from the view- 
point of our relations with the coffee-producing countries 
than would complete termination at the present time, as the 
latter would give them the impression that we are no longer , 
interested in their coffee problems now that the war is over, 
There is also an advantage in continuing the Inter-American 
Coffee Board as a forum for discussion of problems of mutual 
interest. The coffee price problem was mentioned as a matter 
that has been effectively handled because of the assistance of 


the Board. 
ee 
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SURPLUS PROPERTY DISPOSAL NEGOTIATIONS In Presidential 
CONTINUE AS DEPARTMENT TAKES OVER OalLC orders abolishing 
the Foreign 
Economic Admini- 
stration and the Office of Army-Navy Liquidation Commissioner, 
the State Department was given, among other things, the job of 
disposing of surplus US property abroad, It was provided in 
tne order that while the State Department had sole responsi- 
: bility for the job of liquidation, it could call on the 
4 personnel of the Army and Navy to do the work. Administrative 
. /* steps are now being taken by the Budget Bureau and the Depart- 
ment to implement a prompt and smooth transfer of functions. 
Meanvhile, negotiations for the disposal of surplus property 
continue, 


ourplus Negotiations with UK Discussions are continuing 
in Jashinzton as to the financial aspect of surplus property 
disposals in the UK and European countries. Insofar as the 
Eritish are concerned, they are adhering to their original 
position that they consider US surpluses in the UK as 
miscellaneous left-eovers and that the major portion of such 
supplies should be transferred to UNRRA or the continental 
countries. If surplus goods in the UK are given a low 
valuation, the British might consider bulk purchases, but 
they are definitely not interested in purchasing surplus 
property at commercial prices even though allowance is made 
for depreciation, 





Interim Financial Program Early this month, State and 
Treasury agreed on er interim progrem which allows surplus 
sales to go forward for local currency up to a certain figure, 
pending negotiations of overall financial arrangements. OANLC 
has been informed that it may proceed to sell surplus property 
for local curreney in the following countries in the following 
amounts provided assurances are given by these countries that 
they will negotiate financial agreements providing for conver- 
Sion and exchange guarantees: 





France ® 40 million 
Belgium and 

Luxembourg 30 . 
The Netherlands 10 . 
Italy 15 . 
Yugoslavia 2 . 
Greece Z . 
Denmark 5 . 
Norway 5 7 
United Kingdom 100 . 


In cach of the neutral countries of Sweden, Switzerland 
anc Portugal, surplus seles for local currencies up to $ 1 
million may be accepted. Above this amount sales must be for 
cash payment in dollars. For the time being, seles to Spain 
may be made only for dollars. 
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Treasury's Proposal for rinal Settlement More recently, 
the Treasury Department proposed a program looking to the 
final financial arrangements to be made for payments for 
surpvlus property sold in the countries listed above. Depart- 
ment approval is being held in abeyance pending further con- 
sideration of the plan. Basically the proposal vrovides that 
paymert for surrlus sales be made in local currency, such 
currency to be made available for US expenditures in the 
country concerned with an agreed program for conversion of 
the unexpended balance. The agreement would cover time and 
rate of conversion, number and amount of installments and 
an exchange guarantee. The vlan, in effect, amounts to the 
sale of surplus property on deferred dollar payments over a 
period of 10 vears and without interest. It would be a | 
rlanket proposal offered as a basis for discussions in 
“ashington between representatives of foreign countries and 
the treasury Depertmer.t with the participation of State, 

The Department cuestions the desirability of making a uniform 
eapproacn to all countries regardless of their economic and 
financial position. 





It is anticipated that overall negotiations similar to 
the present discussions with the Pritish will be held with 
a number of other countries. The Department believes that 

he financial arrangements for surplus sales should be con- 
sidered as part of the overall settlement of war obligations 


* * 


ANGLO-AMERICAN OIL AGREEMENT SIGNED; MULTI= ‘ith only one 
LATERAL ARRANGEMENT MAY BE CONSIDERED LATER substantial 
change, the 
draft of a 
revised Anglo-American Oil Agreement as proposed by the US 
delegation was accepted by the British and signed in London 
on September 24 by Secretary Ickes on behalf of the US and 
Emnanuel Shinwell, the UK linister of Fuel and Power, 


The US negotiators yielded to RPritish opposition to an 
open-end egreement, which they felt would be administratively 
impracticable. Instead it is proposed that an international 
conference be held later to consider a multilateral petroleum 
agreement. Considerations, other than those expressed by the 
British for persuading the US delegates to withdraw their 
support of the open-end proposal, were: (1) a multilateral 
azreement should be negotiated by the parties thereto rather 
than presented for accescion or rejection with no opportunity 
to influence its terms, and (2) since the present agreement 
may be not fully compatible with commodity agreement princi- 
ples proposed for multilateral discussion, provision for the 
early negotisetion of a multilateral agreement will permit a 
fresh approach. 
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Agreement Provisions The bilateral agreement establishes 
on international petroleum commission vested only with powers 
of study and recommendation, and also lays down the broad 
principles for the orderly development of international oil 
resources, “hile it does not affect the domestic petroleum 
industry of either country, botn signatory governments 
agree to adhere to the principles of equal opportunity; to 
respect each other's concessions and rights of unrestricted 

, exploration for and development of, resources, 


In its present form the agreement apparently meets the 
approval of representatives of the petroleum industry in 
this country, whose objections led to the withdrawal of the 
original agreement last January when it was in the Senate 
for ratification. They insisted on a clause, which is now 
included stating that "nothing in this agreement shall be 
construed es impairing or modifying any lew or regulation 
or the right to enact any law or regulation, relating to 
the importation of petroleum into the country of either 
government." In this way they sought to prevent the 
Federal Government from lowering tariffs or removing other 
protective measures for the home incustry. Ne difficulty 
is expected in obtaining Senate ratification for the agrce- 
ment. 





a“ 


INTER-AMERICAN TECHNICAL ECONOMIC The Inter-American 
CONFERENCE POSTPONED UNTIL APRIL Technical Economic 
Conference, which was 
scheduled for November 15, 
will be postponed, it wes decided by the Governing Board of 
the Pan American Union upon the recommendation of a subcom- 
mittee which hed been set up to consider this cuestion. 


Items of urgent imvortance which vere on the agenda 
will be considered by the newly-formed Inter-smerican 


} Economic end Social Council, which will be called into 
{ special session for the purpose Noverber 15 in “eshington, 
the permanent seat of the organization. The Council will 


elso present to the Governing Board of the Pan American 
Union before December 31 a revised program for the postponed 
conference, covering the less urgent items which the Council 
has not teken up. 





The Governing Board will then set a date during the 
first two weeks of April 1946 and a place for holding the 
conference, 


RELATIONS OF THE UNITED STATES 


DECLASSIFIED FOR PUBLICATION IN FOREIGN 





2 
5a~’ 


Is 


DISAGREEMENT EXISTS CONCERNING Difference of opinion in the 
ECONOMIC TREATMENT OF AUSTRIA Control Council over Austrian 

import requirements revealed 

the Russian view on the economic 
treatment of Austria to be substantially different from that of 
the US, French and British. The Austrian supply question was, 
therefore, referred to the Council of Ministers, The Department 
forwarded to the Secretary its views on the general question of 
the economic treatment of Austria in the event that this issue 
vas raised and the alternatives if it was not, 


Department Views Austria as Liberated Area In the first 
event, the Department's opinion is that the Moscow Declaration 
on Austrie end the necessity for creating strong support for 
continued independence from Germany impels us to consider 
Austria as falling under the category of a "liberated area" 
end makes necessary a clear distinction between treatment of 
Austria and treatment of Germany. A broad program of rehabili- ‘ 
tation would be necessary to realize our aims and would involve: 
sufficient food supplies for a proper dietary standard, raw 
materials and capital equipment to enable Austria to "get off , 
relief", ard a restrictive application of claims by occupying 
powers to Cerman property in Austria, 





Alternative Vicws If the general question was not 
raised then tne Department felt the alternatives to be either: 
(1) te accept any real contribution to Austrian relief the 
Russians can be persuaded to make even if it involves a some- 
wnat disproportionate contribution from the other occupying 
powers and a lower standard of living for Austria as a whole 
than we consider desirable; or (2) to set up in the US zone 
and perhaps in the three western zones a separate economic 
unit. Since the latter covrse would delay the transfer to 
an Austrian Government of the responsibility for its admini- \ 
stration, would extend the period and degree of American 
mil itary. government, and would prejudice the eventual 
establishment of a uni fic d independent Austria, it is not 
advocated by tne Department. 





INITIAL STEPS TAKEN IN ESTABLISHING Discussions between the 
INTER-ALLIED REPARATIONS AGENCY US, UK and the French on 
setting up of the Inter- 
Allied Reparations Agency =. 
CIARA) started off gioomily with the British expressing a pessi- 
mistic outlook on the possibility of early action on reparations 


deliveries, and British and US disagreement over the questions 4 
of an invitation to Russia and of procedure for determining , 
allocations, 

" oii _— The 
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The decision hovever has now been reached that IARA will 
be given authority for allocation of reparations from the 
three western zones for all countries except the USSR and 
Poland; and the Allied Control Council will allocate as between 
Russia and Poland on the one hand and the other claimants on 
the other. The US has consented to this arrangement--whicn was 
originally proposed by the USSR and which the British have felt 
to be the only solution in view of Nussia's refusal to enter 
into the iARA--with the understanding that the US member on the 
IARA shall be given the opportunity to advise General Clay on 
the initial division of reparations between USSR and Poland 
and all the other claimants. 


Preliminary agreement has been reached on the procedure 
for allocation of equipment. Tne british have suggested that 
allocation should be formulated by the IARA Secretariat in 
case of a dispute and referred to a committee of five which 
shall include permanent representatives of the US, UK and 
France, witn other two places rotating for two-month pericds 
among other members. The US has taken the position that this 
arrangement was too dictatorial with respect to the smaller 
powers and has reserved the right to reconsider its agree- 
ment to this scheme in the event thet other claimants are 
reluctant to accept it. 


Agreement has not yet been reached on the questions of 
an invitation to Denmark and the inclusion of restitution in 
the I4RA. The US opposes the Pritish view that Danish claims 
will not be such as to entitle them to any reparations and 
that therefore an invitation should not be issued. It is 
our belief that this prejudges the situation and that it is 
better to invite Denmark. The Eritish have also suggested 
that restitution matters be included in the IARA's scope of 
authority. we feel that restitution should be handled by 
the Control Council, 


As things stand now it is probable that a preliminary 
meeting will be neld in London early in November of repre-# 
sentatives of the claimant countries: Canada, Australia, 
New Zealand, South Africa, India, HKelgivm, Norway, The 
Netherlands, Greece, Luxembourg, Czechoslovakia, Yugoslavia, 
and possibly Denmark, The permanent seat of the IARA will 
be Brussels as conditions in Berlin are felt to be unsatis- 
factory. 


* * x 
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DEPARTMENT POLICY FORMULATED ON JAPANESE The Devartment 

RELIEF, FOOD Al"D AGRICULTURE, AND FISHING has submitted to 
tne State-"Jar- 
Navy Coordinating 


Committee (SWNCC) its suggestions for policy toward Japan with 
respect to (1) relief, (2) food and agriculture, and (3) fishing 


and aquatic industries, “when approved, these statements will 


form the basis of directives to General MacArthur supplementing 


the President's directive on Japan and the economic and 
financial directives which are now in the final stages of 
compietion. 


The whole tenor of our policy toward Japan is that the 
Japanese people are responsible for their hardships and that 
they themselves must find their way out. The occupation 
forces assume no responsibility for the economic rehabilita- 
tion of Japan or the strengthening of the Japanese economy. 
They assume no resvonsibility for any particular standard 
of living. 


Department Policy with Respect to Relief No relief 
assistance will be provided by the Supreme Commander unless 
the safety of the occupying forces is jeopardized by wide- 
spread disease, starvation or civil unrest. In this case 
the Supreme Commander may authorize importation of supplies 
to supplement iocal resources, efter assuring himself that 
the Japanese Government and people have made every effort 
to correct the situetion. Such imports will be confined 
to the minimum quantities of food, fuel, medical and sani- 
tary supplies and other essential items. including those 
which will eneble local production of goods which would 
otherwise have to be imported. For imports beyond this 
level, he must seek approval from the Joint Chiefs of Steff. 





Disecse rates, independently verified by the occupation 
forces, should be used es the most reliable vardstick of the 
adequacy of living conditions in terms of danger to the 
occupying forces and the objectives of the occupation. 
Physical hardship of the Japanese should not for the present 
be construed as endangering the occupving forces if there is 
not a pronounced increase in disease rates. In fact, our 
policy implies thet a considereble period of hardship would 
accelerate Japanese efforts to help themselves and would not 
harm our ultimate objectives, At the ovtset, an everage of 
1200 calories a day should be considered adequate to pre- 
vent starvation, with a 15CO daily average to prevent disease 
and unrest. 


Dispersion of people from food deficit areas to food 
surplus areas should be prolonged, except for people 
possessing needed special skiils. It is recognized that 
there is likely to be disease and unrest in the cities unless 
services are rcstored--particularly water, sewage cisposal 
and 


— 
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and transportation facilitics. The Japanesc themselves 

must undertake this work; however, if necessary to prem 

vent widespread disease and civil unrest, scme equipment, 
such as trucks, may be imported. In order to make relief 
measures unnecessary, specific consideration 4s also given 

to the importation of other material such as fertilizer, 
minor parts ond supplies to facilitate local production of 
textiles, fuels, ete. Even these imports are limited to tne 


amount necessary to insure the sefety of the occupying forces. 


Department's Policy on Food end 2 riculLture Pending 
availability of detailed information, only general recommenda= 
tions are made emphasizing the most important motters in the 
fields of food and agriculture to which the occupation authori- 
ties should give attention. | 


The maximum responsibility for formule ting and executing 
food and agriculture progrems should be placed upon the 
Japanese Department of fLgriculture and Forestrys These pro- 
grams should be prepared with the advice and approval of 

the American agricultural experts appointed by the Supreme 
Commander and should be within the proad policies laid down 
py the occupation forces. 


The chief aim 45 to maximize eericul. tural production, 
especially of food. If nt all possible produc tion and 
consumption should be prought into balance in order to re- 
lieve the occupation forces of ony responsibilty for food 
imports. Since normally Jepen impor ted 10 to 15 percent 
of her food, this program calls for vigorous measurese 
However, in view of our determination to force Japan to 
pay tor imports with its own exports during the occupation 
period, it is believed wise to keep most of the remaining 
mulberry and tea plantations intact as ra’ silk and tea 
production provide the best means of securing eesh income 
for farmers and obtaining foreign exchange - Only in case 
q mulberry oF tea plantation is about to be abandoned, OF 
in cease the land would be especially productive if used 
for food production, shovld tne transfer to food crops be 


made 


Immediate action should be taken to secure supplics 

o° fertilizers for the winter crops, especially wheat and 
parley. he heavier imports for spring crops should be Se~ 
evred and distributed according to seasonal requirements e 
Fertilizers hcve been in short supoly during the war years 
ond there is unusual need for it. Since China will probably 
wish to utilize her own output, including Manchuria's, 6” 
much less of Korea's product will be availcble for Japany 
the lack of fertilizer may constitute the most impor tant 
bottleeneck in the entire food progres Japan's nitrogen 
fixation plants mey be one means of meeting tne shor tage « 
It is suggested that surveys be made of all such plants 

and of other fertilizer plants and raw materials in Japan, 


together with inquiries és to import possibilities. 


The 
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The production of farm tools and implements in short 
supply should be encouraged. Spades, hocs, plows and 
other tools have been taken from the farms for the preparae- 
tion of fortifications. Some of the labor formerly employed 
in armament industries may well be employed making "plow 
shares." There should be a plentiful supply of scrap iron 
for this purpose. 


Livestock plays a small but important part in Japanese 
rural cconomy. leat does not figure to any degree in the 
vapane se diet, but work animals are essential for rougher ; 
- field labor. To the extent practiceble stock from the army 
ete farms should be distributed to areas most dependent 
cn animal power, 


Import of essential spare parts for fertilizer plants 
and seukaapebeeatnt plants, especially for flour mills and ; 
fruit, fish and vegetable Ganncries, should be assisted. 


In order to prevent farmers from hoarding their crops 
end depriving the general public of food supplies, which 
is done because the farmers refuse to accept depreciated 
money with which they can buy littie or nothing, production 
of uscful consumers goods should be encouraged. These 
shoila be goods which have becn in short supply and which 
farmers are likely to wish to purchase. Since it is our 
policy to hold imports to a minimum, production of goods 
which can be made from indigenous rew materials should be 
encouraged. It may be necessary, however, to import rai 
material, such as raw cotton, which could be manufactured 
into cloth or yarn, some of which might be exvorted to 
meet the cost of the imports. 


Food rationing programs shovld be formulated and 
operated by the Japanese cgencies, although the Supreme 
Comuender may render such assistance and advice es he 
deems practiceble,. 


Attention shoula be given to the possibility of pro- 
viding synthetic vitamins to | ag tmeen the probable 
inadequate diets during 1945-46, especially for the ill 
end for children and expectant and nursing mothers. 


Departr:cnt's Policy on Fishing and Aquatic Industries 
Fish is virtually the sole source of animal protein in the 
Japanese diet, and also supplies fertilizer, animal oils, 
fats and skins. The Japanese fishing industry , formerly 
the largest in the world, has decreased from a a ‘ 
rn: catch cf nearly 3 million tons to about 1.4 

llion tons in 1944-45, 





To meet the needs of the occupying forces, 2s well 
as domestic consumption requirements and to reduce food 
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import requirements, the Japanese authorities will be 
expected to rehabilitate the production facilities of 
the fishing and processing industries, To do this all 


available vessels, gear, equipment and supplies should 
be utilized. 


Insofar as possible, the coastal fisheries and 
aquiculture should be utilized as the primary sources 
for domestic consumption, with strict enforcement of 

> national and local regulations for fish conservation, 
iventually it may be advantageous to reestablish and 
develop all Japanese fishing industries, but for the 
present the coastal and interior fisheries shovld be 
exploited, The latter heve, in the past, supplied the 
bulk of domestic requirements and they consist of simple 
operations requiring equipment which can be produced 

locally. International problems of rights to fisheries 
will thus be avoided since the majority of coastal fish- 
ing vessels stay within 30 miles of shore, 


Export of fishery rroducts may be undertaken: (1) if 
the vesseis and equipment are not suitable and cannot te 
converted to use in providing for domestic consumption, 

(2) if Japanese needs are less urgent than those of 
United Nations for animal »roteins and oils and (3) as 
a means of securins foreign exchange for essential imports, 


Japanese fishing operations should be prohibited near 
the American continents, island possessions of the United 
States and in strategic areas. This is recomrended in 
order to preserve security and to permit the establishment 
of an adequate conservation regime, It is recognized that 
Similar zones for protection rey be established at the re- 
quest or allied or néutral nations in other waters where 
the need for protection of fisheries is evident. In 
addition, Japanese fishing operations must conform strictly 
to the provisions of the present whaling agreements and 
other announced egreements and policies relating to conserva-= 
CT1LON. 


EMERGENCY REGIME TO BE The Council of Ministers has been 
ESTABLISHED FOR RHIIE unable to reach egreement on the 
proposals for vvaterways. The 
Secretary has suggested that the 
Control Council or the Commanders of the zones concerned 
| should imrediately establish an Interim Control Organization 
over the German portion of thé Rhine. The organization would 
be empowered to: (1) clear the Rhine River system in German 
territory; (2) initiate movement of traffic and make arrange- 
ments with representatives of riparian states on technical 
and operating matters; (3) exercise river police powers; 


‘ (4) plan and execute necessary engineering projects and (5) 
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enter into arrangements with eny vrovisional international 
Rhine commission which may Se set uv to regulate navigation 
of the river ee a whole end =CIiT 


In the meentime Britain, France, Seigium end the 
Netherlands heve discussed the nossibility of the reconsti- 
tution of the Centrel Rhine River Commission as soon as 
nossidle with the US nerticineting. The wrincinle nrodlem 
will be the renresentetion of Germany, or the Allied Con- 
manders The French have nronoced revresentetion by zonal ‘ 
commandere on the Rhine without a vote. The US believes 
the Control Council shoulc heve direct renresentation énd 
vote. This view is sharec by the Hritish and Americen 


trensvort euthorities in Eeriin,. 


L PROGRAM OF WORK & vrovisional vrogram of 
R FAO'S FIRST SESSION work for the first session 

of the Food and Agriculture 

Confevence, which will con- 
vene October 16 st Quebec City, has been nrevared by the Executive 
Committee of the Interim Commission. The Conference will | 
concernec. with the vroduction, distridution, and consumytion 
of food and other products of faris, forests, and fisheries; 
with the work the Food énc Agriculture Organization of the 
United Nations can do in these fields; and with the contri- 
dution its activities can make to the weifare of »roducers 
and consumers. The primary objectives of the first session 
are to take the necessary stens to organize FAO, and to 
formulate the nlans for its work. 


The Executive Committee vnoints out that it is important 
that the nroceedinss of the session should nromote vnublic 
understending of the scone of FAO's work ena meke it clear 
that its activities ere of interest not only to the two- 
trirés of the world's nonulation that derives its livelihood 

rom agriculture, forestry or fisheries, but elso to all 
neonle e€¢ consumers. 


The business of the Conference will de considered by 
two commissions--Commission A, Policy and Progrem; and 
Commission 5, Organizetion and Aaninistretion—-and | 
the commissions will set un committees to which various * 1 
asnects of the worz wili be &scigned. 


Policy and Program This Commission will be concerned ; 
with (1) the »rogram of FAO itself and with wnronosels for 
the consideration of the respective governments, and (2) . 
other related matters on which the Conference may desire to 
meke suggestions to governments, to the forthcoming General 

“Assembly of the United Nations, and to the ao»ronriate ; 
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snecialized international agencies. It is »~ronosed thet this 
' Commiscion should establish committees to deal with the 
_ following subjects; nutrition and food man:gement, agricul- 
ture, forestry and forest nrocucts, fisheries, marketing, 
r end statistics. Swecific nroolems are sugzested for the 
consideration of each of these committees. 


<a 





Organization and Administration This Commission will 
d° concerned with launching the Food and Agriculture Organi- 
° etion anc the task of eneuring that it is adecuately 
quinned to verform its allotted functions. In order to 
assist covernments in the consicersetion of matters thet may 

e 
h 





oe allotted to this Commission, the Executive Committee of 
the Interim Commission has vrenared and circuléted to 
covernments the following drafts: (2) temnorary rules of 
orocedure, first session; (db) nermanent rules of vrocedure 

of FAO; (c) regulations governing initial financial arrance- 
ments of FAO; and (d) finenci#l reguletions. It is orovosed 
thet this Commission should estadlisn committees on rules 
end vrocedure, finance, administrative arrangements and 
constit:tional and divlométic questions. 


Accevtances of FaO Constit ition Forty-four countries 
have deen invited to atterc: the conference and twenty-seven 
heve now agreed to accent the constitution of the organiza- 
tion and send delegates to the conference. Others are ex- 
vected to ratify before the merting date. The countries 

hich have accented, in the order of éccentance, are as 
follows: tre Philinnines, Honcuras, Guatemala, Haiti, 
Belgium, Nicarageua, Lominican heouclic, nexico, Poland, 
Eeynt, Czechoslovakie, tne Netherlands, Australia, India, 
Iceland, United Kinsdom, Norwey, Liberia, China, Frence, 
Venezuela, New Zealoend, Luxembourg, United Stetes, 
rerecuey, Ecuacor, and I[raa. 





* « 
EhBaSSY PARIS FEELS US SHOULD SEEK FRENCH Embassy Peris 
SUPPORT OF OUR COMMERCIAL POLICY OBJECTIVES feels that, as 


soon es the US- 
| UK commercial 
wvolicy discussions have bern completed, the French should de 
informed more svecificélly of our long-rsnge commercial onlicy 
olans and thet technical finencial end trade discussions 
should begin on the exvert level. 





US-French trade relations were discussed in Washington 
with two French qfficisls early in august.and st that time 
the Devertment exnleined our long-range comuerciel policy 
vleans, but it was evident the French were »vrimarily con- 
cerned with immediste sunoly vroblems during the trénsition 
neriod. Embassy Paris now states that there is a tendency 
for the French Government to delay consideration of long- 
renge commercial end economic nolicies under the nressure 
of immediate technical and onerating »orcblems. It will 


ate 
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reouire considerax.l= time for France to establish the 

necessary organization to study these nroblems and at 

nresent the French heve not determined the direction of 
their lone-range commercial nolicy. As a result con- 

flicting tendencies are evident in their vresent policy. 


am 


Present Trends Which are Inconsistent with US Policy The 
French heve concluded comercial agreements with Sweden, 
Pelgium, Switcrerland, the UK and Canada and are now negctiating 
with Czechoslovekis, Snéin and Egyot. An integral vart of 
each of these exre-ments is the “eaualization plan." Under ' 
this plen, dv & system of sudsicies and imvort téxes, the 
French Government attemz“s to eauelize the vrice of French 
goods exnorted to foreign countries with the domestic orice , 
level, as well @s to equalize the vrice of goods imvorted 
into Frence. ‘Under our oresert law it is not »ossiole for 
the US to conclucs® such #n égreement and the French have : 
been ¢o informed. 





The equelizestion vlan was ~ut into effect beceuse of 
the higr rete of exchange for the frenc. Embassy Paris sug- 
eests thet the exchange rete should be one of the tovics 
for discussion since maintenence of the vrescnt exchange 
volicy mekes it technice ily im-ossible for France to edovt 
tre vrincivles of trede liberalization which we edvocate. 
Seperse 5268 - even on its currently limites oasis, is im 

ocsible without subsidization. Taxation of imnorts is 
necessary not only to finence exnort: tion, but elso to 

otect local nroduction «nd to vnrevent disruntion of the 
official nrice structure. There is, therefore, a vronounced , 
trend towerd economic euterchy énd @ closed economy. 


Freneh foreign trede serms to be directed into the 
sterling bloc and there is increasing use of bilateral as 
oomosed to multiléteral trade srrangements, which on a L 
permenent basis would not oe in line with long-term inter- 
national trade volicy advoceted by the United States. 
The French have avowed thet the "egualizetion vlan" is a 
transitional measure gnd their agreements are of limited 
duration &@ncd in general include cléuses vnroviding for 
their mocification if either varty enters into an inter- 
netional egreemant such és Bretton ‘Joods. oreover, the 
exchenge rate will need to be reduced to restore French 
tourist trade. 


Private Trade On the other hend, rrance hes sus— 
vended avonlication of its custom cuties for most of its 
imports for over e@ year, eng stenos are being taken to ‘ 
return € vnortion of French invorte from the UK, Canada, 
end the US to nrivete commercial channels. 





Other US-French Economic Problems Peris lists, in 
addition to finéneial and commercial »olicy, other svecific 





policy 





te a -~ 
DECLASSIFIED FOR PUBLICATION IN FOREIGN 
RELATIONS OF THE UNITED STATES 


te tt tt 











-15- BEST COPY AVAILABLE 


nolicy wroblems which micht »e included in diecussions with 
the French: 


1. American Business in France. There isc widesvread 
Cissatisfection of American ousiness revresentatives in 
France over the exorditant costs of living in Paris, French 
mrokibitions on transfers of funds to the US, taxation of 
Americ’ns vermanently residing in France on incomes derived 
from and assets located in the United States, and the lack 
of French nolicy toward American investment. 


<. Motion Picture Industry. The Department has vro- 
tested against French orovosais to nlzece further restrictions 
on the imvortation end cistribution of American motion »ictures 
on the grounds that they are not in harmony with the existing 
recivrocal trade agreement. 


&. Telecommunications. The 'S favors direct, fast and 
cheaov international telegrenhic services, and Embassy Paris 
suesests that ciscissions should again take nlece concerning 
& reduction in telerranhic rates on westodound traffic from 
France to the US, to tring the rates more in line with the 
recuced rates on eastbound traffic from the US to France. 


4, Petroleum Problems. The Petroleum Attaché sugeests 
thet any ciscussionse should include reversion of vetroleum 
business from French sovernment sunervision and nool overa- 
tion to free tréde sy oil comynanies; a »volicy of non-dis- 
crimination agéeinst foreign-ovned oil comoanies; non-inter- 
ference with netroleim suoylies movi:ig to North Africa; end 
a nolicy of vreferential treatmert in connection with selling 
surnlus US Army eauinment to American-owned or controlled oil 
comnenies. 


5. Aviation Policy. Embessy Peris also suggests that 
MS necotiations with France concerninsc an Air Transvort 
Acreement might be included in general trede and financial 
ciscrssions. 


* x # 


FRENCH ASSETS WILL 32 On Octoner 5, essets of French 
UNRLOCZED OCTOBER FIFTH nationals which are located in the 

'"S will be undiocked. During the 

War, the apyvlicetion of a general 
freeze orevented the «enemy ‘from looting rrench assets held in 
the US. France will now assume the resvonsibility of carrying 
out the relaxetion of controls on the »ronerty of its nationals 
loceted in the US send wili maexe sure that no national of Germany, 
Janan, Bulgarie, Hungary or Rumania is involved in the ownershino 
or control of such intevests. French obligations which accrued 
to US nationals during the war will row be nermitted to be naid, 
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the Government facilitetine the vurchese of doliars. In ; 
eddition, the French Government will relax its exchange 
controls so as to authorize current nayments from the 

frene zone to the US, and will elso consider apnnlication 

for the withdrawel from the france zone of small amounts of 

canitel investment. Similar negotiations with Relgium ere 


underway. 


NTERNATIONAL LABOR CON Of interest on the labor front 
FERENCES ARE OF INTEREST are the develonments at the 
second World Trade Union Congress, 
now meeting in Paris, and the vreva- 
t ere deine mede for the International Labor 


rations the 
Orgernization conference which will oven in the same city 
October 15. 


Nemes of ILO Delegates The President has anvroved the 
designation of the celegates anc edvisers recommended by 
the Secretary, efter consultetion with the Secretary of 
Labor, for the 27th conference of the International Labor 
CrEeni sation. The celegates are: for the Government, 
Senetor Thomes of Uteh and i.itsse Frances Perkins, former 
Secretary of Lebor; for Leoor, Hobert J. Watt of the AF of 
L; end for Employers, Devid ceilerbéch of the Crown-Zeller- 
bech Comvany. This year revresentstives of the CIO, Un 
and Reilroed Srotherhood are included smong the labor 
edvisers. 








Develonments et Vorld Trede Union Conference Sidney 
Hillmen, heeding the Cio delegetion, apnarently is ecting as 
2 mecietor betweon the two onnosing voints of view at the 
cor.fer-nce--represented by th Communists and the Socialists. 


she Socielist fection, heeded by the British, fears 
eventuei control by the Communists and for thet reason wents 
tre »oronosed orgenization to be set um on a six months 
interim besis. Trey tenc to e more conservative organization 





the Communists, who fevor e strong centrel coritrol. It 
renereally believed that the conference will ammrove the 
teblishment of e ‘orld Federation of Trede Unions, but it 
till unvredictabdle whether it will be © strong orgeniza- 
on om € federetion with edvisory functions only. 
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constituion, the Swedes ere reported to heve warned that the 
preemble covered voliticel fields where unity is unattaineble, 
‘ end thet the Swiss steted that it wes imnracticable to try to 
enforce observence of international decisions mede by the 
WIUC. Meanwhile, British provosels on Article 13 were not 
oresented snd thus the summary of criticisms on the draft 
; constitution touched only gingerly on the thorniest issue of 
ell--British unwillingness to eccept any but vrovisional 
ennointments to the Executive Committee and the chief staff 
positions beceuse of their stend that only an interim orgeni- 
, zetion should be formed. 


BTLGIAN AND BRITISH The onening of commercial volicy 
DISCUSSIONS CONTINUE negotiations the pest week was the 

most imvorteant develonment in the 

US-UK economic discussions. Other- 
wise, the time hes been devoted to meetings of joint technical 
sub-committees. These sub-comiittees have been endeavoring to 
compile statistics and to arrive at agreed figures on British 
overseas investment, extent of lend-lease inventory to be sub- 
mitted, sterling belences held by the various countries and 
similar statistics. 


Commercial volicy auestions are now under way with 
Belgian officials, following oreliminary talks on lend-lease, 
financial. and surplus  ~roverty matters. | 











INTER-Al.ERICAN RADIO All of the vroposals of the United 
CONFERENCE. SUCCESSFUL States delegetion were embodied in 
the finel cocuments of the Rio Radio 
Conference. (See August 27 issue of 
Current Economic Develovments) The one unsettled voroblem 
reised ¢«t the conference wes the dissatisfaction of the Cubans 
with the North Americen Regional Broedcasting Agreement. The 
NA'B egreement allocetes vroedcé sting frequencies in North 
* Americe end the Cubens heve asked for reconsideration of 
oresent ellocations on the grounds that they do not have any 
frequencies free from interference. It wes agreed that 
revresentetives of ell North American countries would meet 
in Weshington in December to consider an interim arrangement. 
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SOONG DISCUSSES CHINA'S NEED T.V. Soong's recent visit to 

FOR FINANCIAL ASSISTANCE Washington has brought to the 
fore the question of post-war 
economic development of China 

and the extent to which US Government and private investors 

will participate in such a program. Consideration is being ° 

given in Washington to the possibility of extending US 

financial assistance to China along. special lines which | 

would be comparable to assistance which we may extend to the 

United Kingdom. It is contemplated that a special appropria- 

tion would be requested of Congress. Governmental aid from 

the US would be based on economic and rehabilitation needs 

rather than for political purposes. It is US foreign policy 

to encourage a sound Chinese economy which will provide a 

higher standard of living and increased foreign trade. 


Proposed Type of Loans Loans are most likely to be ‘ 
directly tied to projects of industrial development, sta- 
bilization of China's internal finances, and as a supplement 
to the aid received from other sources for reconstruction. 

Taking precedence over industrial expansion is China's need 
to increase available food supplies through agricvltural 
improvements and the rehabilitation and extension of means 
of transportation, particularly railways, so that produce 
may be moved to markets, 





Because China's existing industrial equipment is so 
meager, simuitaneous demands will be voiced for the develop- 
ment of many kinds of industries. As yet, no Chinese agency 
has laid down an approved program of priorities for economic 
development. However, in the latter part of 1944, the 
Supreme National Defense Council adopted a resolution entitled </ 
"Gereral Principles on Economie Enterprises during the First 
Period of Reconstruction". This statement deals in large 
measure with government ownership, private enterprise and 
foreign investment, and enunciates a policy that the establish- 
ment of any important private enterprise must first be sub- 
mitted to the Chinese Government for approval. Chinese 
officials have indicated that they would appreciate the b 
assistance of American technical advisers in planning their si Mes 
postwar economic program. The Department feels strongly that 
extension of aid to China must be prefaced by a planned pro- 
gram of economic development, Chinese adherance to US policies 
on trade and free enterprise, and stabilization of the Chinese ° 
financial situation. 


Amount of Aid Needed Various studies have been made in 
the US of China's probable postwar financial resources and 
requirements. Using the lowest Chinese estimate of total re- ‘ 
construction needs during the first five postwar years end . 
deducting presently evailable credits, the estimated deficit 
for the first five years runs at about 1.5 billion dollars. ‘ 
Other Chinese estimates place the deficit at figures ranging 
from 1 billion in the first 2 years to 3.5 billion for the 
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first five years. This wide range can be accounted for 
because opinion varies as to the amount of capital equip- 

: ment needed. An undetermined amount of capital equipment 
will be available to China in the form of reparations from 
Japan and this may be expected to reduce financial require- 
ments for capital goods imports, 


Many Chinese Favor State Enterprise The Chinese 


realize that foreign investment is essential if China is to 
achieve substantial economic progress during the postwar 

- years. However, there is disagreement in informed Chinese 
circles as to the methods by which foreign investment is to 
be obtained, Foreign assets can be employed in China through 
enterprises owned by the Chinese Government, through wholly 
foreign owned establishments, or through enterprises es- 
tablished under joint ownership of foreign interests with 
the Chinese Government or with private Chinese firms, 
Nationalistic sentiment, while recognizing the need for 
foreign capital, is tending to militate against the free 
admission of such capital. In addition, many Chinese favor 
government ownership and prefer government loans to finance 
state enterprises as against free admission of foreign 
companies. Recent action by the Chinese Government in re- 
fusing to guarantee private Chinese applications to the 
Export-Import Bank plus a reported statement by a prominent 
Chinese that the Government itself prefers to obtain all 
foreign loans seems to be indicative of future policy. 


The willingness of private foreign capital to invest 
in China will depend a zreat deal on the interpretation 
given the corporation law now uncer consideration which will 
regulate the activities of foreign corporations in China. 
The final reading of this lav has been postponed from 
September 14 until September 29, The United States sub- 
mitted suggestions to China concerning the proposed statute, 
(See Page +4 September 10 Issue of Current Economic 


Developments 





* * * 


SOUTH AFRICA'S STATUS ON Foliowing the story on the Bretton 
SRETTON OODS CLARIFIED Woocs Agreement snreering on nage 

10 of the August 27 issue of Current 

Zconomic Levelooments, word wes re- 
ceived from Pretorie that the Union of South Africa hed not as 
yet declered formel edherance to the Agreements. The South 
Africen Perliement hee adovted the unénimous renort of © Select 
Committee which recom.ended that, vorovided there ere sdequete 
indicetions trat there will be suf icient internationel sunvort 
to give the Fund end the Séenk e@ truly multileterel character, 
the Union should cecome én original member. This Prrliamentery 
Resolution mskes it nossibdle for the legisletive imnlemente tion 
to be effected by nroclemetion. No further varliementery action 
is necessary. In the cese of the United States, formel edherance 
to the Acresm nts saweits Presidentisl sioneture. 
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This weekly publication is designed 
to highlight developments in the economic 
divisions of the Department of | and 

Cc 


to indicate the economic problems which 
are currently receiving attention in the 
Department. It is Suggested thet copies 
be retained on file, as reference will 
sometimes be made to previously reported 
items to avoid repetition. 


DOCUMENT SECURITY INSTRUCTIONS 


This document should be treated in accordance with 
current instructions regarding security measures for 
SECRET material. Extreme care should be exercised to 
avoid public or private discussion of the information 
herein with or in the presence or hearing of any person 
not authorized to have knowledge thereof. For general 
purposes all classified Foreign Service Officers are 
authorized to have krowlecge of the contents of this 
docurent, responsibility for the safekeering of which 
will be assumed by each recipiert thereof. It may be 
retained in protected files or, at the discretion of 
the recipient, destroyed by burning. If net personally 
disposed of by the recipient, he wil] assure himself 
that it is burned in the manner prescribed for SECRET 
material. 
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DRAFT AGREEMENT SCCEPTED: BY US AND BELGIAN At the 
NEGOTIATORS; SUBJECT TO APPROV!.L OF PRESIDENT fourth meeting 
of the US - 
Belgian group 
discussing financial end commercial policy cauestions, the 
draft of a lctter to be addressed to “. Spaek by the ’ acting 
Secretary of State was presented to the Belgian delegation. 
“hen the draft has been approved by the President, the 
letter will be considered a binding arrangement between the 
two governments. Presidential approval is required particu- 
larly for the provision calling for the transfer to straight 
lcnd-lease of an amount not to exceed $42,000,000 in the form 
of goods. end services =. would otherwise have been settled 
by a credit under 3(c) term “hen the letter is approved, 
it will be releascd to the eas sinul taneously in both 
countries. The arrangement proposed is not a final settle- 
ment of lend-lease but rather edjustments in lend-lease and 
reverse lend-leese accounts to mcet cmergency problems. It 
is not clecr on the US side whether the President, Congress, 
or the Secretary will negotiate a finel settlement. 





The letter, subject to approval, will state that the 
US Government is prepared to: (1) meke dollar payments on 
2 monthly basis for frane advences (beginning September 2) 
by the Belgian authorities to the Ut /rmy. Immediate pay- 
ment of 61,100,000 will be made for troop pay advances 
prior to September 23; (2) make dollar payments for all 
goods and services furnished the army efter feptember 2; 
and (3) ersate a more equitable a between stra ight 
and reverse lend lease by considering as streight lend 
lease goods end serviccs which vould otherwise heve been 
settled by a credit under 3(c) terms in an amount not to 
exceed °42,000,000 and iny. stigete further the possibility 
of making additionsl supplies of goods owned by the US 
available to Belgiun. 


4, loan of %100 million is being erranged by the Belgians 
with the Eximbank, £55 million of this amount to cover lend- 
lease requisitions presented but nct ected upon prior to VeJd 
dey ° 


Concerning commercial policy, the letter stctes that 
the governments of Belgium and the US mutually agree to con- 
_fer together and with other governments in the near future 
on questions of commercial policy, and meanwhile to avoid 
adoption of new measures vhich would prejudice the objec- 
tives of such a conference, 


(oo 
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EXIMBANK APPROVES CREDIT OF During the recent visit 
€509 MILLION FOR FRANCE of M. Monnet to “ashington 
the Export-Import Zank ape 
proved a $550 million 
credit to pick up certain items on the lend-lease schedules 
which were not eligible for supply to the French on 3 (c) 
arrangements, In accordance with the present nolicy, the 
credit terms offered by the Bank are the sare as 3 (c) 
terms. The credit is in addition to ‘400 million worth 
of lend-lease items already contracted for,: which the 
French may acquire under 3 (c) arrangements, ". Monnet 
did not sign a loan agreement with the Bank but carried 
with him on his return to Paris a letter from the Penk 
informing him that the credit had been approved. 


In line with the principle adopted by the Department 
that future loan contracts should be related to a commercial 
poliey commitment, we asked the French to agree to an ex- 
change of notes embodyins an interim policy statement under 
which the French would agree to enter into discussions as 
to reduction of tariffs and elimination of discriminatory 
policies in fields of trade, payments and investments and 
would undertake not to increase discriminations or the 
general level of protection prending discussions of these 
problems with the US -r.d other countries, ‘%!. Monnet was 
not willing to sign such ¢n agreement ani wished to amend 
the proposed note to make it an agreement to discuss the 
financial assistance which France would require before 
any commercial nolicy commitments could be undertaken. 

The Department is unwilling to eccept this change and 
Ii. Monnet will discuss this with his Government, 





FURTHER FRENCH TRADE AND FINANCIAL DIS- In addition to 
CUSSIONS MAY TAKE FLACE AFTER TLECTIONS the credit of 
“550 million, 
which is a lend- 
lease "take-out" credit, M. Monnet indicated that his 
government was interested in an immediate reconstruction 
credit of about ‘5CO million plus additionel credits after 
the French reconstruction program was more fully developed, 
The amount of the reconstruction credit sought by France, 
M. Monnet indicated, will depend primarily on the extent 
to which the French Government undertakes a program of ‘ 
modernization of French industry. It is believed by the 
Department that if, es indicated by M. Monnet, the French 
Government epproaches us with regard to reconstruction 
credits after the October elections, the discussions will 
be of an over-all nature similar to those currently taking 


place with the British Government. 
Contrary 
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Contrary to the suggestion of the Embassy at Paris, 
the Department did not consider it advisable to link 
specific items (other than the interim commercial policy 
commitment) to the lend-lease "take-out" credit. In the 
case of the aviation agreement and the present controversy 
between the American moving picture companies and the 
French Government, the Department was not prepared to go 
further than to indicate to M. Monnet the importance which 
it attached to prompt and favorable settlement of these 
issues. The Department did not believe it advisable to 
link relaxation of the French exchange control and adjust- 
ment of tax questions to the credit. In view of the French 
interest in large scale reconstruction credits the Depart- 
ment believes that outstanding differences with the French 
can be discussed better in connection with such credits 
than with a lend-lease "take-out" credit. 


* * * 


BILL INTRODUCED IN HOUSE CALLS FOR Congressman Bell 
2O-YEAR TRADE PREFERENCE FOR PHILIPPINES has introduced a 
bill in the House 
providing in effect 
for a 20-year trade preference errengement with the Philippines. 
This is contrary to the Tydings Bill and the policy established 
by the Executive Committee on Hconomic Foreign Policy last 
June which opposed a 20-year preference errangement as incon- 
sistent with the objective of this Government to obtain re- 
moval of preferences and discrininations obstructing the expan- 
sion of world trade. The ECEFP policy vroposes a period of 
declining preferences with the first increase of existing 
rates of duty to become effective in 1949. 


President Osmena is in “ashington and hes conferred with 
the President on the formulation of a broad program for this 
government in respect to the Islands. "This program will," 
the President said, "reflect the traditional friendship of the 
US and the Philippines, and it will take into account the 
heroic and loyal conduct of the Filipinos during the war." 
Further conferences are scheduled with the President and with 
Mr. McNutt and Mr. Fortas, Acting Secretary of the Interior. 


* * * 
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DEPARTMENT¢S POLICY ON CIVIL The Japancse are to be 
AVIATION IN JAPAN FORMULATED virtually grounded, . 
eccording to a rigorous 

| ) US policy outlined for 
Japenese civil aviation activities. The statement, 
representing the views of the Department, has been ap- 
proved by the Aviation Coordinating Committee, and is 
now in the hends of the State-"er-Navy Coordinating 
Committce and the Joint Chiefs of Staff for approval 
before going to General MacArthur. It recommends steps 
to be taken in carrying out the civil aviation portion 
of the President's directive on Jepen which says "Japan 
is not to heve an army, navy, air force, secret police 
organization, or any civil aviation." 


Japenese Prohibited from Civil Aviation ‘ctivities 
Destruction is recommended of ell nonemilitary aircraft, 
parts and accessories as well as fixed improvements which 
are not sclected for commercicl use or for the use of oc- 
cupation forces. Japanese will be prohibited from flying, 
owning aircraft, or belonging to acronautical organizations. 
Training of pilots will be prohibited. £11 governmental 
and semi-governmental bodies concerned with commercial and 
other civil aviation will be abolished and all commercial 
air transport companies will be dissolved. 





International iviation Control Body Recommended 
Inasmuch es no Japanese interests, whether governmental 
‘or private, will be permitted to perticipete in civil 
aviation, it will be necessery to establish an outside 
euthority, preferably representing the countries directly 
concerned, This authority will heve the pover to establish 
rules and reguletions with respect to the operation of air- 
fields, sefety devices, aircreft safety standards, weather 
stetions, traffic control, etc., as well as to pass on 
-apvlications for nermits to establish air service within 
Japan and between Jepen and other countries.: However, <s 
long as the Supreme Commander is in control, he shall be 
author:.zed to cancel, suspend, or othervise modify any 
permiis granted if security fcctors make it neccessary. 





Non-discriminatory Measures for other Nations The 
United States favors non-discriminatory measures in inter- 
national evietion, and will not opvose the entry of air- 
lines flying the flags of other United Nations if they 
wish to enter this ficld. Presumably such participation 
would in prectice be confined to British, Chinese, and 
Russian services. Provisions should be mede in the 
armistice torms and made permanent in the subsequent 
peace treaty for rights for fmericen commercial air 
ccrriers to enter and serve Japan without limitation 
on frequencies or type of traffic allowed. 





Domestic 
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Domestic eviation services connecting various citics 
of Japan will be desirable if the economy of that country 
is to be rebuilt. Such services would be supplied in the 
beginning by the occupation forces and subsequently could 
be taken over by subsidiary cefipanies of American inter- 
national operators serving Japan or by companies set up 
by the operators of other nations. 


. Airports which may be useful for international end 
domestic operations should not be destroyed. . These should 
be put into use and maintained and operated by the occupa- 
tion forces with an increase in participation of Japanese 
technicians. v4 


‘Eventually they would be turned over for maintenance 
end operation by the Japanese under rulcs to be established 
and enforced by the international body. The right to main- 
tain and operete the fields would carry with it no right 
to fly cither at those ficlds or elsewhere. 


Primarily a Security Measure Japanese loss of control 
over air services and the right of thcir nationals to fly 
aircraft will have no serious economic consequences, and 
it is felt that this policy will give additional emphasis 
to the completencss of Japenese defeat and is a sound 
security meesure. Japanese eviation was closely related 
with the government, the military and with industries con- 
cerned with making wer, The dissolution of business and 
organizations concerned with eviation, and the prenibition 
against flying or. training pilots will make it more diffi-. 
cult for the Japenese to evade controls and prepare for 
rearmement. Registration of all officers, engineering end 
rcscarch personnel and pilots, instructors, etc., will be 
required to permit a check of persons who might form the 
nucleus of a new Jepanese aviation industry. Ucstruction 
of aircraft is recommended instead of transfer as the 
latter method would makc the recipients dependent upon a 
continuing supply of Japenese parts end eaquipment. More- 
over adequate supplies of such equipment are available from 
non-Japanese sources, much of it at greatly reduced prices. 





* * * 


ECONOMIC PERSON! EL ARE BEING Recruitment of economic 
SELECTED FOR COCNTRCL *° ORK advisers to represent 

the State Denertment in 

the control of Japan and 
Korea is going forward. General Maci.rthur hes requested 
the Department to sppoint top economic end financial 
edvisers for Japan. They will be assisted by a steff of 
advisers end reporting personnel in the financial. 








emis " agricultural, 
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agriculturel, industriel end labor ficlds. Mr. Woodbury 
“iloughby, issociate Chief of the Division of Comrercial 
Policy, is lezving for a two to three months assignment 
in Jepan to work particularly on the control of imports 
and exports. 


Mr. £rthur Bunze will represent the Department as 
Economic .dviser to General Hodge. He will be leaving 
for Korea within the next few weeks. Mr. Bunze comes 
to this post from the Federal Reserve Board where he hes 
been the chief agricultural economic adviser. Ue hes 
also been in charge of the Fer Eastern work of the 
Coordinsting Committee on Foreign Food Fects. Mr. Bunze 
spent several years in Korea in egricultural educational 
work. Recruitment is goins forward for economic advisers 
in specific fields for Korea as requested by Generels 
Macarthur end Hodges. 


PRESIDENT ISSUES PROCLAMATIONS CONCERNING US jurisdiction 
CONTINENTAL SHELF AND COASTAL FISHERIES over natural 

resources of the 

continental 
shelf contiguous to the coests of the US end its territories 
and establishment of conservation zones for protection of 
fisheries in certain areas of the high seas was publicly 
proclaimed by President Truman lest week. The action was 
taken on the recommendation of the Secretaries of State and 
Interior, 


The United States recognizes the rights of other 
countries to cstablish conservation zones off their 
own coests where the interests of nationels of the UC 
are recognized in the seme manner that we recognize the 
interests of the nationals of other countries. In cases 
where the continental shelf extends to the shores of 
another State or is shared with an adjecent State, the 
boundery shall be determined by the US and the State con- 
cerned in accordance with equitable principles. 


The proclametion does not abridge the right of frce 
and unimpeded navigation of high seas above the shelf, 
nor does it extend the present limits of the territorial 
waters of the US. 


Territorial waters are recognized -s those within 
the three-mile limit. The proclamations extend US 
interest and will make possible the devclopment of subsoil 
extending beyond that limit since submerged land contiguous 
to a continent which is covered by no more than 600 feet of 
water is considered as continental shelf. 
ae Mineral 
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Mineral Resources The world-vide need for new sources 


ef petroleum and other minerzls and the fact that modern 
technology makes possible the exploitation of the subsoil 
motivated the proclamation concerning the continental shelf, 
Experts believe that petroleum and veluable ores exist off 
the coast of the US and our Government now assumes an in- 
terest in their conservation and prudent utilization. 





The policy proclaimed by the President does not touch 
upon the question of Federal versus State control. it is 
concerned solely with establishing the jurisdiction of the 
US from an international standpoint. For administrative 
purposes the subsoil is placed under the jurisdiction of 
the Department of Interior, 


Coastal Fisheries Protection and perpetuation of 
fishery resources contiguous to our coasts are insured 
for the first time by the proclamation. Intensified fish- 
ing over wide sea areas has in certain cases seriously 
threatened fisheries with depletion. This is particularly 
true of alaska salmon which, through peinstaking conserve 
tion efforts, has been meintained at high levels. Since 
salmon spends a considerable portion of its life in the 
open sea, uncontrolled activities hzve been an ever present 
menace to the industry. 





The only high seas fisheries in which the US hes 
participated in reguleting, through treaties or conven- 
tions, are those for whales, Pacific halibut end fur 
seals. Explicitly bounded zones wiil now be set up in 
which the US may regulete end control all fishing acti- 
vities where only the US hes maintained fishing activitics. 
Where fishing activities hrve also been maintained by other 
eountries reguletion and control will be worked out vith 
the other countries. 


The Secretaries of State end Interior shail jointly 
recommend the establishnent by ixecutive Oraers of 
fishery conservetion zones and pooemnend »rovisions for 
the administrition, regulation and control of the 


resources. 


UNRESTRI 
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RESTITUTION PROBLEM REFERRED Failing to reach agreement 
TO ALLIED CONTROL COUNCIL in the Council of Ministers 
on a formula for restitution 
under which the Control Council 
would be directed, the question wes referred to the Control 
Council. The Secretary has approved the interim restitution 
policy sent to General Clay (see page 4, Current Economic 
Deveitopments, September 17) and has recommended that the 
Derartment work out a definitive settlement of the restitu- 
t1on question for prompt submission to the Control Councils 
of Germany and Austria. 








COUNCIL OF MINISTERS DECISION In considering the Austrian 
ON AUSTRIAN SUPPLY PROBLEMS supply question, the Council 

| of Ministers set a minimum per 

capita ratior. of 1550 calories 

a day and asxed Yugoslavia, Czechoslovakia, Hungary, Bulgaria, 
and Rumania whether they are in e position to supply sustria 
with food stuffs. The Austrian Control Council has been re- 
quested to prepare a report on a long-term arrangement for 
Austrian food supplies on the basis of reports received from 
the above countries and from stucy ng the maximum availability 
of food in fustria,. 





: SECRETARY BYRNES DISSATISFI£D ‘“‘ITH PRESENT The Secretary 
APPROACH TO GERMAN REPARATIONS CUESTIONS has indicated 

: that he does not 

like the present 

arrangement providing that Ambassador Pauley's deputy shovld 
act for him on German reparations questions. He believes 
that it would be difficuit to cbtain a person of the neces- 
sary stature and competence to serve in this capacity and 
feels that he would be at a disadvantage vis-4-vis other 
members of the Allied Reparations Commission. The Secretary 
plans immediate discussions of German reparations problems, 


7 ~ * 
END OF STRIKE SHOULD 'E..’ FREE The world petroleum supply 
SUPPLY SITU/.TION IN PETROLEUM situation is now becoming ‘ 
clearer end indications are 
that within a short time ie 


after settlement of the present strike it will be possible to 
declere almost ell petroleum products in free supply without 
limitation. Hovever, the tanker situetion will require co- 
ordinetion over the next month or two, The proposed supply 
plan for Europe can now be rodified in thet supplies may be 
obtained from any source availeble, provided no excessively 
long tanker hauls are involved. 
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QUESTION RAISED AS TO EXTENT Ambassador Murphy has 
OF GERMAN DEINDUSTRIALIZATION reported that quadri- 
partite policy decision 
mvst be made soon on the 
extent to which Germany will be deindustrialized. He 
suggests that the US consider the following issues: 
(1) How far is the US determined to strip Germany of 
her industry if it becomes obvious that this will require 
at least for a year or two, higher US costs in terms of an 
assistance in limiting starvation, disease and unrest as 
well as support of our occupation forces; and (2) the re- 
lationship of the German economy to the rest of Europe. 
US officials on the spot are gradually realizing, he 
reports, that any wholesale transfer of German plants to 
liberated areas will greatly disturb production in general 
for several years and is likely to drag down the standard 
of living for all countries concerned thus creating and 
extending the chaos in Europe, 


LITTLE TRADING VALUE ATTACHED TO The Air Coordinating 
AIRPORTS CONSTRUCTED BY US ABROAD Committee has expressed 
concurrence with the 
Department's opinion 
that most airports :nd fecilities constructed cbroed by 
the US have no velue for trading purposes (see July 2 
issue of Current Economic Developments.) The decision 
of the Committee ves that cirports and frcilities de- 
clared surplus should be turned over to the liquidetion 
authorities with the exception of: (1) bases determined 
by the Joint Chiefs of Steff to be of strategic value to 
this country, (2) cirports loceted st points where we 
desire commercial entry for US cerriers, «nd (3) destroyer 
bases. This decision w-s besed on the following observa- 
tions: 








Fields to be kept for trading 
purposes would have to be retained by 
the military or transferred to a 
civilian agency, until the trede was 
concluded. The civilian agency con- 
cerned would hzve to request and re- 
ceive appropriations covering the 
velue of the property. 


Most of the airports are to 
revert to the country in which they 
ere located et the end of 2 certain 
period, usually six months after the 
end of the war. This weakens our 


. 4 
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oargaining position which deteriorates crs 
the reversion time grows near. The neces- 
sity of keeping at leest a "corporals guard" 


at each airport creates resentment on the 
part of the country concerned. 


The Chicago Two Freedoms Agreement has 
already essured us of the use of certain 
airports in many countries of the countries 
concerned for nonetraffic stops, With respect 
to commercial entry rights, we have already 
initiated negotiations for these with many 
countries through bilateral eir transport 
egreements. These negotiations would proba- 
bly not be aided by offering excess cirports 
for air rights--bearing in mind the little 
trading value involved--and would create an 
undesirable precedent. 


The Department is having difficulty in selling this 
point of view to the Mead Committee, 


RECOMMENDATIONS MADE ABOUT The Department hes recommended 
GERMAN PROPERTY IN THE US to the Alien Froperty Custodian 
that APC continue its policy 
vith respect to the handling of 
property in the US belonging to German nationals. The recom- 
mendation was in response to a request from APC for our 
views, Present policy is to refrain from vesting the property 
of German nationals residing outside of Germany unless there 
is evidence indicating that such persons were aiding the 
Nazis. The proverty of all persons residing in Germany has 
been vested. The Department recommended, however, that 
some effort should now be made to free the property of those 
Germans who remeined in Germany because of detention in con- 
centration camps. 





a 


ACC VESTING POSTPONED AGAIN At the October 1 meeting of 
DUE TO BRITISH OPPOSITION the Allied Control Council 
hee in Berlin it wes decided to p 


postpone action on the | 
issuance of a deerce vesting all external German assets 

in the name of the Control Council. The legal directorate ° 
of the Council in consultation with the Finance directorate, 
will consider the problem further. 


Postponement 
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Postponement of action was due to strong British 
objection to the immediate issuence of a vesting decree, 
The British expressed doubt as to '‘yhether the Council had 
the legal authority tc take this step. Such a decree 
would give the Control Council wider powers over external 
assets than normally ¢ssumed to be within the jurisdiction 
of a sovereign state. The Britisn feel that if an excep- 
tion is meade in the case of external German assets, a 
> precedent might be established in international law which 

would endanger the practice now in effect among allied 
nations of their own courts deciding the validity of trans- 
fers of property situated within their jurisdiction. 

Mr, Rubin, Chief of Economic Security Controls in the 
Department, has proposed that in conjunction with ACC 
vesting, the nevtrals be approached on the ground that 

the Allies fought and saved them from Nazi tyranny and 
that, therefore, German external assets should be handed 
over as a form of recompense, The British have approved 
the idea of approaching the nevtrals but feel that this 
should be fully explored before the issuance of a vesting 
decree. The British point out that an (CC vesting decree 
would have to be effectuated through the courts of the 
neutral governments and thet several neutrals heve indicated 
that they will not uphold the legality of such a decree, 


£t the-meeting Octvz.ver 1, the French representative 
stated that he recognized the force of the British argument 
and would refer thc matter to his Government. However, he 
also stated thet the matter could not be postponed indefi- 
nitely. General Eisenhower, supvorted by the Russian 
representative, said he could see no objection to establish- 
ing a new precedent in internaticral law end cited the prece- 
dent established by the /llics in trying war criminals...’ More 
important, he stated that the issuance of a vesting decree 
would prove to the vrorld that the four allics were as 
interested in bringing to justice the "big shots" who were 
able to conceal their assets in countries outside of 
Germany, as well as the "littlc shots" who vere unable to 
do so. 


The delay in issuing the vesting decree is proving 
embarassing in several sreas. Spain has procrastinated in 
implementing her controls and there is the sver increasing 
danger that she vill confiscate German companies and incor- 
porate them into the Spanish economy. ‘Switzerland is in- 
creasingly permitting the disposal of German assets. 
Argentina, of course, has cooperated only to a limited ex- 
tent. All of these reports of inrction or sction contrary 
to the sefeheven principles esteblished by'the Allies point 
up the great need for immedicte fC@ vesting. The delay in 
implementing the Potsdam Protocol recommending CC vesting 
is encouraging nations in the belief that the fllies will 
not take strong ection against nations not cooperating cone 
pletalyin Safehaven measures, 





et 


DECLASSIFIED FOR PUBLICATION IN FOREIGN 
RELATIONS OF THE UNITED STATES 


| Ne mre ee 














| 








» «a 


US INVITES CANADIANS AND BRITISH TO The Department has 
DISCUE*S FUTURE OF CCNEINED BCARDS sucgested to the UK 
and Cunadian Embassies 
that discussions now 
be undertaken to determine the future of the Combined 
Boards. US views on the cuestion, as approved by the Execu- 
tive Committee on Foreign Policy, and concurred in by the 
President, have been transmitted to them, as follows: ‘Yhile 
it is the established policy of the US to remove all wartime 
controls of international trade as rapidly as is consistent 
with the objectives of this government for an orderly transi- 
tion from war to peace (prompt conversion so as to maximize 
production for domestic and foreign needs, stabilization of 
the general price level, and equitable distribution of 
available supplies), a continuation of some wartime controls 
may be necessary to attain these objectives. Control, how- 
ever, should be limited to products in global short supply 
which would be subject to substantial world price increases 
without such control, and to products relatively important 
to stabilization, reconversion or rehabilitation programs, 


A commodity committee is recommended for each commodity 
for which control is continued, to be composed of. representa- 
tives of principal producing and consuming countries. Where 
Combined Poard committees already exist, they should be 
appropriately enlarged, The. Department of Agriculture and 
WPB should coordinate US representation. The committees 
should be liquidated when the conditions leading to their 
establishment no longer exist, or when it appears that a 
price increase is needed for the long-term adjustment of 
supply and demand. The Combined Boards should terminate 
as rapidly as commodity committees are ready to take over 
their functions. 


* * K 


FOREIGN PURCHASING MISSION The Committee on Wartime Trade 
PROBLEM UNDER DISCUSSION Controls is studying the problem 
, involved in the continuation by 

: other countries of their govern- 
ment purchasing missions. Arguments against continuation are 
that the missions, by means of bulk buying, can get goods at 
lower prices, thereby forcing the private exporter out of the 
field. There is also danger that they will result in elimina- 
tion of normal trade channels with loss of private trade 
contacts, trade names, service organizations, etc. 


Should these problems be solved, however, there is general 
feeling that the foreign purchasing missions would not cause 
much difficulty if they were continued for a short time. They 
might even serve a useful function in expediting procurement 
and deliveries and clearing transactions so that available 
exchange of a country would go to the most important uses. 


k * x 
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EXPERTS “ILL ADVISE ON PROROSED The Secretary has 
INTERNATIONAL HEALTH ORGANIZATION issued invitations 
to a group of 36 
representing the 
. best professional and scientific opinion in the fields 
of puklic health, medicine, welfare and labor, to serve 
as an scvisory Health Group under the chairmanship of 
Surgeon General Thomas Parran of the U.S. Public Health 
service. Tis committee, which will meet for two or 
three days beginning October 11, will make recom: endations 
to the Government on the scope, functions and structure of 
the proposed International Health Organization. A tenta- 
tive, unofficial draft constitution for such an organiza- 
tion, which has been prepared by the Department in coopera- 
tion with the Public Health Service, will serve as a basis 
for discussion by the Advisory Eealth Group. (See July 30 
issue of Current Economic Developments.) 





This grouv makes possible United States consideration 
of sound professional opinion prior to taking any steps in 
the international field. A preliminary commission of 

technical experts from each of the nations sponsoring the 
Organization is expected to meet at an early date in Paris 
to iay the groundwork for an International Health Confer- 
ence. The Conference will be asked to submit to the 

' various Governments a plan for a permanent organization, 

; It is expected that Surgeon General Parran will be the US 

delegate and will be accompanied by a small group of 
technical advisers. 


In view of the strong stand of the delegates of all 
Governments at UNCIO on a declaration by China end FPrazil 
favoring establishment of an International Health Organize- 
tion, the Chinese and Brazilian Governments are taking the 
initiative in arrenging the International "“ealth Conference. 
The two Governments have sent notes to the 1S, UK, USSR and 
France asking them to join in sponsoring the Conference. 

The U.S. Government is accepting. The United States has 
been asked by Brazil to be the host end will accept if all 
sponsoring Governments desire this also. 


It is hoped all preliminary steps may be taken in 
time to hold the conference early in 1946, 


—— 
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BRITISH OBJECT TO US DRAFT OF COTTON The British have 
AGREEMENT; WANT BILATERAL DISCUSSIONS serious objections 

to the US draft of 

a cotton agreement, 
according to a memorandum from the Eritish Embassy. The 
UK favors a multilateral method of dealing with the cotton 
problem, and therefore accepted the invitation to partici- 
pate in the International Cotton Study Group. The British 
regard tne proposals in the US draft as inconsistent with 
the principles of commodity policy discussed at Hot Springs 
and in Article VII negotiations and think they might be in- 
effective in disposing of the existing cotton surplus or in 
‘securing a long-term adjustment of supply to demand. 


¢? 


In the memorandum end in discussions in London last 
month with ir. “heeler of Agriculture and Mr. Kennedy of 
the Department, the British centered their objection on 
US price policy, which seems to contemplate a basic price 
not far below the present level in the early stages of the 
‘agreement. They consider the present price level too high, 
because they believe it will stimulate vroduction, dis- 
courage consumption and thereby add to the existing surplus 
problem. 


With regard to export controls, the Fritish object 
to a slan wrich would freeze indefinitely the existing 
or some previous distribution of world production. , 
There should be some means of steadily increasing the ; 
shere of low-cost producers. Production control they 
also feel is called for until an effective vrice policy 
removes the need for it. 


The British abendoned their original pzoposal that 
the second Study Group meeting be »nostponed in fevor of 
informal Anglo-American discussions, but feel that such 
discussions should follow the Study Group meeting, now 
tentatively scheduled for around the first of November. 


BRITISH EMPIRE WOOL “ILL PE DISPCSED OF In view of 
THROUGH FOUR GOVERNMENT ORGANIZATION the current 
trade policy 
discussions, and 
the British view of the US proposal to negotiate a multi- 
lateral cotton agreement, the British Empire ‘ool Schere, ‘ 
which went into effect August 31, is of interest, 


The UX, Australia, New Zealand and fouth Africa form ‘ 
a joint organization which has as its purpose the disposal 
of stocks of Dominions wool concurrently with the marketing 


of new 





DECLASSIFIED FOR PUBLICATION IN FOREIGN 
RELATIONS OF THE UNITED STATES ) 


oe 2 rset ae aa 








- 15 ~- BEST COPY AVAILABLE 


of new clips. The four governments share the capital 
costs of the wool held by the joint organization, and 

of new purchases by it, the cost of holding and marketing 
the wool in’ stock, and will share in the ultimate vrofit 
or loss, 


The plan calls for offering current clips at auction 
as before the war as soon as conditions permit, and in 
additicn the joint organization will offer wool from stock 
at the auctions, witn the object of maximising total sales 
and turning over stock. All wool will be offered subject 
to minimum reserve prices and the joint organization will 
take up such new wool as is not sold at or above tnese 
prices. ‘ihe trend of wool prices must move in accordénce 
with general world conditions end the need to expanc con- 
sumption. At the same time, wide price fluctuations will 
be avoided by the joint measurcs of edequate offerings and 
reserve prices. 


The major non-Empire countries producing for expcrt-- 
Argentina and Uruguay--have not and apparently viil not, be 
consulted with respect to price policy. They will be able 
to dispose of accumulated stocks and annual clips at prices 
comperable with the Empire reserve prices. The joint 
organization stock will thus be, in effect, a vorld buffer 
stock. | 


Importing and consuming countries, except the United 
Kingdom, have no official representation even in an ad- 
visory capacity. However, the International ‘ool Textilc 
Organization will be invited to nominete representatives 
to form, with the addition of rereezsentatives from major 
consuming countries not members of the Organization, a 
committee to act in a consulting cepecity on the views of 
wool consumers to the Board of the Company. 


No vrovision is made for direct rroduction control 
end it is apparently contemplated that voroduction vill 
be adjusted to demand through the influence of price. 
It is expected that at least thirteen vears will be re- 
quired to reduce surplus stocks to a point where carry- 
over can be handled in commercial channels. 


* ¢ & 


ECEFP SUBCOM‘ITTEE TO STUDY DOMESTIC AGRICULTURAL 4 sub- 

POLICY IN RELATICN TC ECONOMIC FOREIGN POLICY comrittee 
with rev~re- 
sentatives 

from Agricvlture, State, Commerce, Labor, Teriff, FEA and 

OPA hes been appointed to prepare a report pointing out 

the bearing which our present agricultural policy has on 


DECLASSIFIED FOR PUBLICATION IN FOREIGN our 
RELATIONS OF THE UNITED STATES 














7 Y BEST COPY AVAILABLE 


our economic foreign policy. Recommendations as to 
changes in either policy will be submitted to the . 
Executive Committee on Economic Foreign Policy. 


The conflict between our trede end commodity 
policies and our domestic agricultural programs 
necessitated formation of the group. “while efforts 
are being mede toward yorld-wide tariff reduction, 
our domestic progrems result in new forms of trede 
barriers; namely, export subsidies. In connection with 
the proposed internetional cotton egreement recently 
submitted to the ECEFP, the question arises as to what 
provision is to be made, in accordance with approved 
commodity agreement principles, for increasing the 
export quotas of the most efficient sources of produc- 
tion. This would mean presumably a decrease in the 
quotas of the US over a period of time unless pcrhaps 
a domestic program is undertaken *o shift high-cost 
cotton producers into other fields of ectivity end to 
remove restrictions on the production of low cost 
cotton grovers. In either case, a chan e would be ree 
quired in our existing agricultural legislation. 


The committee will consider the suestion of how, in 
specific terms, our domestic agricultural policy might be 
modified to reduce the inconsistencies between it and ovr 
commercial policy. 





* * * 





PRESIDENT OF CHILE WILL DISCUSS President Rios of Chile, 
ECONOMIC PROBLEMS HERE IN OCTOBER accoranied by <« party 

, : of five, is expected in 

“rshington ebout October ll. 

The Department's economic offices are working on an agenda 
and it is contemplated thet it will include discussions cn 
loans and credits for developmental projects; a continued 
market in the US for Chilean copper and nitrates; end a 
reciprocal trade egreement between the two countries. In 
addition, the Department may raise the question of dollar 
bond settlements; the use of exchange control as a device to 
protect domestic industry against importation; and the pro- 
visions of greater security for foreign private investments. 
No indication has yet been received from the Chileans to 
the subjects they wish to discuss. 


a 
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EECE DEVELOPMENTS CENTER ON ‘Conference on Food Statistics 
FOOD STiTISTICS AND SEEDS The conference on food and 

| agricultural statistics, held 

rR ome under the sponsorship of the 

Emergency =conomic Caant thee for Europe and the Interin 
Commission in London September 17 through 22, was highly 
successful. For the short term the conference agreed upon 
provisional statistical methods to examine the food and 
agricultural situation in liberated countries so that 
supplies may be distributed equitably. For the longer term 
it suggested improved methods of making data more comparable. 
Representatives were present from Belgium, Cenada, Czecho- 
slovakia (as an observer), France, Luxembourg, Netherlands, 
Norway, Yugoslavia, Denmark, UX, US, USSR, UNRRA, the Com- 
bined Food Board, and the Allied Commission. 








Subject to approval by the central committee of the 
Combined “orking Party (CP) the following recommendations 
were adopted: (1) The fullest possible support will be 
given by all countries and organizations at the conference 
to the Combined “forking Party, (2) CWP will provide liaison 
during the emergency among the countries and organizations 
on questions relating to food and agricultural statistics; 
(3) the countries will send before November 1 estimates 

and forecasts of food and agricultural supplies and con- 
sumption during the crop year 1945-46, the- data.to be 
revised on Feb-uary 1 and May 13 (4) cmp should issue as 
soon as possible, with the aid of each country concerned, 
suggested definitions of terms currently used in its work, 
and facilitate exchange of information; (5) CP where 
necessary should ask for clarification of statistical in- 
formation collected in order to present it in the form 
determined by the conference; (6) CP should issue a 
"Digest of European Stetistics on Food and Agriculture" 
for circulation to EECE, CFB, UNPRA and the countries at 
the conference; (7) C”’P should prepare on request for 
EECE or a similar international organization estimates on 
European food and agricultural supplies and consumption; 
(€) all material prepared by Cl”P should be made immediately 
available to the Food and Agriculture Organization, and 
CP should adopt any principles agreed upon <¢t the Quebec 
conference of FAO and hand over its work to FAO when that 
organization has an adequate staff. 


Working Committee on Seed Supplies On the recommenda- 
tion of the Food and agriculture Subcommittee, EECE at tne 
September 12 meeting approved establishment of a working 
committee to consider and make recommendations concerning 
the problems of European seed supplies for the 1946 spring 
planting. Both member and nonmer ber European governments 
will be asked to nominete seed experts for the committee. 
The first meeting will be held in Brussels in early October 


with 
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with representatives bringing to the mceting all available 
information on their country's exportable supplies and im- 
port needs of sceds. In so far as they refer to seeds 

uncer allocation by the Combined Food Board, the recommenda- 
tions of the working committee will be transmitted to the CFR 


Compilation of Industrial “tatistics At the suggestion 
of tne US representative, EECE approved establishment of a 
technical working party: of statistical experts. This group 
will investigate the adcaquacy and make recommendations on 
the collection of economic statistics relating to countrics 
represented on EECE and any other appropriate countries. 
These statistics will have-for their purpose the measure- 
ment of economic recovery and the planning of emergency 
measures in the trensition period. 








World “heat Supply Critical Members were asked to 
inform their respe etive governments that the world wheat 
supply situation is se rious. Estimetes. will be made 
available by the Subcommittce on Food and Agriculture et 
or prior to the next meeting. 





Italy Seeks Membership in ECE Italy has esked 
permission to participate in the Emergency Economic Com- 
mittee for'Europe, in view of the greve problem vresented 
by Italy's food nceds. Ambassador Kirk sugrests that in 
the abserice of important reasons to the contrary Italy 
should discuss its own and general European economic 
problems in EECE es a full member without Allied Commission 
intervention. Since decisions..of EECE on various European 
problems will have to be implemented by voluntary actions 
of individual countries, including Itely which is already 
free to negotiate with other countrics without the inter- 
vention of AC, direct representation seems desirable. 

For similar reasons he feels that Italy should as soon as 
possible be represented directly on the European Coal 
Organization. The sugsestion-hes already becn mode that 
Italy be represented through the AC. 





* x* * 


UK DELAYS SENDING AVIATION. -Ambassador ‘Vinant has pressed 
EXPERTS FOR DISCUSSIONS . Foreign Minister Bevin to send 
British aviation experts to the 
US with the authority to con- 
clude the sir Transport Agreement and has emphasized our , 
position thet these talks should be held at the same time 
es the trade and finence discussions. The Pritish are 
having real difficulty in preparing ea “hite Paper on Civil ‘ 
iviation satisfactory to all concerned, They have stated 
that it will be two or three weeks before thcy will be eble 
to work out any errengements for sending aviation experts 
to Washington, 
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RRCIAL POLICY DISCUSSIONS “ITH In the past two 
H APE PROCEEDING SATISFACTORILY weeks the US and 
UK have reached 
agreed positions 
on all principal commercial policy matters except cartels, 
exchange controls and preferences, It is honed that an 
agreement on the first two of these wili be reached shortly. 
Agreement was reached on (a) the procedure for holding the 
proposed conference on trade and employment, (b) export 
taxes, (c) state trading, and (d) subsidies. These posi- 
tions, previously worked out by combined subcommittees, 
were ratified Thursday by the US- UK Committee on Commercial 
Policy. , 


ca ty 


nternational Trade and Employment Conference It was 
agreed that a general international conference on trade and 
employment should be held in June 1946 and be preceded by a 
preliminary negotiating meeting of the principal trading 
nations in larch 1946, Under procedure agreed to the June 
conference will, if possible, be called by the United 
Nations Organization and not by the United States. There 
was also agreement on the treatment which should be accorded 
to the trade of countries which do not adhere to the pro- 
posed multilateral arrangerents on trade barriers or which, 
having adhered to provisionally, fail to carry ovt the obliga- 
tions as to tariff reduction in an adequate menner. 








Export Texes It. was agreed that export taxes are 
substantially. Bogs pet to imvort tariffs and should be 
dealt vith on:a selective basis and not subject.-to blanket 
abolition, | 





State Trading There was no difference in basic 
objectives with regard to. state treding and it was agreed 
that provision should be made that state trading enter- 
vrises should not efford protection to domestic producers 
in excess of maximum margins to be negotiated in the 

 ménner contemplated for tariffs. 





subsidies The agreed statement on subsidies pro- 
“vides for certain moderate, limitations on the use of 
Subsidies in general and certain. more stringent limita- 
tions on the use of export subsidies, these limitations 
not to apply, hovever, to subsidies granted on commodi- 
ties in world surplus where prior efforts have been 
made to relieve the surplus situation by other measures, 
including the adoption of commodity agreements. In no 
event may export subsidies be used for the purpose of 
enlarging a country's normal snare of the world market. 





Matters: Still Under Discussion Preliminary discus- 
sions on the elimination of tariff preferences revealed 
& considerable difference of approach between the US and 
British groups. Efforts are being made to find a 
mutually acceptable solution. 
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The British agree in principle in opposing cartels 
and restrictive practices, but would leave the door open 
for the existence of some cartels whose effect is not con- 
sidered. harmful. They object to the flat prescription the 
US would like to see applied to described practices such 
as price-fixing and would prefer to deal with abuses ona 
case by case basis, This divergence in opinion makes a 
difference in the powers that are ascribed to the proposed 
Commission on Business Practices under the International 
Trade Organization. 


With regard to exchange control the British feel 
that since this subject has been covered in the Inter- 
national Monetary Fund Agreement, no new provisions of 
a substantive nature relating to it should be included 
in the proposed multilateral agreement on commercial 
policy. .. 


Financial discussions are proceeding and wiil be 
reported es soon es possible. 


Reorganization of Committees The reorganization in 
US Federal Agencies, with State Department absorbing OAMNLC 
and much of FEA, has resulted in a reorganization in some 
of the committees of the US-UK economic negotiations. The 
US Lend-Lease and Surplus Disposal Committees have been 
combined under the chairmanship of Mr. Clayton, with 
Mr. McCabe as Deputy and Mr. Vinson and Mr. fymington as 
the other two members. Mr. McCabe will head up a working 
committee composed of Collado (State), Angell (FEA), 
Fetter (State), White (Treasury), Glasser (Treasury) and 
Stein (O"%™R). Subcommittees will handle petroleum, ships, 
claims, non-lend-lease surplus evaluation, lend-lease pipe- 
line and undistributed inventory evaluation and capital 
goods, installations and intangible benefits. 





* * * 


BRITISH AGREE TO INTERIM US AIR CARRIER In response to 
OPERATIONS PRIOR TO FORMAL AGREEMENT the latest British 
; statement on avia- 

7 tion questions the 
Department has expressed great satisfaction to the state- 
ment that the British Government stands ready to agree to 
the start of operations on an interim basis by US air 

‘ carriers approved by the Civil Aeronautics Board in advance 
of any formal agreement. Operations will be inaugurated on 
such a basis without delay. 


The draft bilaterel egreement, however, appears to . 
show little if any change in the British position from 
that expounded et the Chicago Conference, which was found 
unacceptable to the American delegation there. - Re peated 
analysis by our aviation officials since that time has not 
changed our views. 
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. The Department has informed the British thet we 
believe that the air transport problems faced by the 
two governments form an integral pert of their over-all 
trade and economic problems, It is therefore urgently 
requested that the proper British euthcrities come to 
the United States for the purpose of negotiating a 
mutually satisfactory air transport egreement before 
the. conclusion of the presen nt Washington discussions, 


SWISS-ITALIAN FINANCE AND The Italian Government sub- 
TRADE TREATY CONSIDERED mitted the financial aspects 
: of the Swiss-Italian Trade 
Treaty of August 10 to the 
. Allied Commission for approval in accordance with present 
directives which require the Italian Government to submit 
for approval any agreements providing for the settlement 
of pre-armistice debts. 


The Departrent is primarily concerned over the clauses 
providing for the use of 15 percent of the annual proceeds 
of Italian exporis to Switzerland for the settlement of the 
old Italian clearing debt to Switzerland, a war supplies 
debt to the Swiss Government, and certain pre-armistice 
private Italian debts to Swiss nationals. 


While the Eritish have expressed to the Department 
willingness to approve the agreerents, the Department has 
been unwilling to endorse an agreement which recognizes 
an obligation on the part of the Italian Government to 
pay for supplies used in the war against the Allies. The 
Department, however, is contempleting appréval of the 
agreement on the condition that no settlement will be pro- 
vided for Swiss Government credits to Italy during the war, 
end provided that the Swiss loan of 80 million francs end 
other provisions favoreble to the Italian Government, now 
in the Trade Treaty, are retained. It is believed that 
settlement of private debts or repaym-:nt of the old clear- 
ing debt will not materially endanger the ability of Italy 
to pay Allicd claims against her. 


Discussions will be held with the British this coming 
week in an attempt to reach an agreéd position. 
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UK AND CANADA REPLY TO US NOTE The British end Canediens 
ON COMBINED PI! ANCING OF RELIEF heve replied to our note 
, of August 9 which provosed 
certein errangemcnts with 
regard to combined financing for thet pert of relief ship- 
ments to liberated end concoucred arces of Europe which fell 
outside the scope of UNRRA. (Current Economic Developments 
Issuc 8, August 13) This Government had proposed thet losses 
in excess of $400 million be shered in the following pro- 
portions: US 74%, UK 21% and Ceneda 5%. The $400 million 
figure wes rieched in June. 





Cenade has eccepted the proposed If as her shere of 
losses incurred up to September 1, but has withdrawn completely 
from the European civilicn supply program efter thet date. 
The British have accepted the proposed 21% as their shere 
with the following reservations: (1) financiel responsibility 
for the Itelian progrem only up to and including October load- 
ings, (2) procurement for <1l programs to be limited to sup- 
plics from the British Commonwealth excluding Caneda. The 
British arc agreeing to bear 21% of the loss on the $82 
million Itelian program Vor Scptember and October on the 
assumption that UNRRA will assume responsibility for Italy 
beginning with November. The British share of the loss would 
be $17 million. They arc willing to bear a totel loss of 
$17 million even though the scheduled program for September 
end October is not filled until e later date. 








In the note covering their acceptance of the US proposal 
the British meintrincd thet the suggested proportion of 21% 
is higher then might reasonably be expected of the UK under 
its present financial position. Because of this fact, the 
British point out that there is the possibility that they 
will have to reduce any new contribution to UNRRA. 


While the British reply carricd no reference to the . 
Germen and Austricn supply progrems, the Department was in= 
formed verbally thet Britain would be willing to accept 21% 
of the loss there as well up to and including October loadings. 


Since the militery supply progrem terminated for the 
most pert for the liberated areas at the end of August ex- 
cept for certain dcliverics of petroleum and coal, the 
present arrangements rclate primerily to programs for Italy, 
Germany end Austria. 
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UNRRA IS OUT OF FUNDS; UNRRA is in a precarious 
OTHER PROBLEMS OUTLINED position financially. At 
present it has practically 
no funds left. Procurement 
has nearly stopped for that reason and all the Admini- 
stration can do is ship the supplies already procured 
and contracted for. The programs | approved at the 
Third Council Session, including 450,000,000 for Italy, 
£250,000,000 for the Ukranian and Byelorussian Republics, 
and the plans for Hungary, Austria, Formosa and Korea 
cannot be inaugurated until funds are available. 


Congressional | Action Necessar While the US Congress 
last year approved ‘1,350,000,000 for UNRRA, only ‘ 800 
million was actually appropriated. Hearings are being 
held on appropriation of the remaining $550 million, 


Congress will consider a new appropriation of $1,350,000,000 
after action hes been taken on the °550 million. 





Another picce of legislation for which a bill has been 
drafted but not yet submitted grants diplomatic privileges 
and immunities to UNRRA and its representatives. The 
United States is the only member nation which has not 
granted such privileges and communications into and out of 
the United States consequently are uncertain and unsatis- 
factory. , 


Russia Request for UNRRA Aid As reported in the 
September 17 issue of Current Economic Developments, the 
Russian request for UNRRA aid was finally reduced to 
£189 million for the Ukrainian and #61 million for the 
Byelorussian Republics. “hether or not the aid would be 
forthcoming depended on the decision of the Committee 
under Resolution 23, which determines whether or not ap- 
plicants are "paying countries." That Committee has made 
a decision that the Byelorussian Republic has no foreign 
exchange, because all foreign exchange belongs to the 
USSR, and is therefor a non-paying country and eligible 
for aid. Undoubtedly the same decision will be made on 

' the Ukrainian request. “hether or not the aid will be 
given now depends on the availability of funds. 





UNRRA at Odds with Hoxa Regime in Albania Difficul- 
ties with Albanian authorities have resulted in the resigna- 
tion of a number of members of the /lbanian mission, The 
Albanians say that UNRRA is not shipping in sufficient sup- 
plies and UNRRA authorities insist that supplies are in 
warehouses but that the Albanians, are unable to move them 
because transportation is being used for strictly military 
purposes. UNRRA officials feel that the Albanians are 
using their supplies to support an army on the Greek border, 
which, of course, is contrary to UNRRA regulations. 





Mission in Poland The agreement on UIRRA operations 
in Poland was signed on pee 14, It follows the 
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normal pattern of UNRRA country agreements providing 

the furnishing of relief supplies and services, and 
supervision -in the UNRRA mission of the distribution 

of supplies ‘and receipts and expenditures of the Govern- 
ment in connection therewith. The mission will probably 
consist of 30 or 40 members, headed by a British director 
and two deputies, one of which will probably be a Russian 
and the other an American, 


Turkey and Egypt Urged to Contribute to UNRRA Embassy 
Ankara has been “asked to express to the Turkish Government 
the hope of the US that Turkey will take advantage of the 
opportunity offered all signatories of the United Nations 
Charter to become members of UNRRA. This would entail the 
appropriate contribution of one nercent of the 1943 national 
income. It will be suggested to Turkey that taking this 
step to aid devastated countries will offset ill feeling 
among other countries engendered by Turkey's position during 
the war, and will indicate that country's willingness to 
take her place in a world organization. 





Egypt has been asked to make a new contribution eoual 
to the one million pounds sterling already promised as pro- 
posed for each member nation at the Third Session of the 
UNRRA Council. The last information received by the Depart- 
ment is that Egypt has declined to make a further SON: Due 
tion. 


Reports of Misuse of UNRRA Supplies Ambassador Stein- 
herdt has asked permission to take up with the Czechoslo- 
vakian Government and the head of the UNRRA Mission the 
report he has received that in one-Czech city there is an 
agreement between the Russian military commander and the 
civil government of the city. whereby UNRRA canned meat is 
turned over to Soviet troops in return for a reduction in 
the cuantity of fresh meat thet the city is supposed to 
give to the Soviet troops. No instructions heve been 
sent to the szmbassedor as yet. 





Meanwhile Steinhardt indicates that the report thet 
UNRRA deliveries to the Czechs were made to appear as 
Russian gifts is not serious. It is true that UNRRA sup- 
plies have all been received on trains coming from the 
east and this mey lead to public assumption that Russia 
is supplying the food. However, supplies will soon be 
coming from the west, which will counteract the false 
impression. loreover, Steinhardt says, the peckages 
bear UNRRA markings and the public recognizes them as 
originating in the US. 


Embassy “arsaw reports that UNRRA articles are no 
longer being sold by the Polish Government at inflated 
prices. As soon as the UNRRA position on this matter 
was clarified the prectice was stopped. Meanwhile, 
some pilferege snd deflection of UNRRA railway ship- 
_ments probably does exist. The rumor is neither 





om DECLASSIFIED FOR PUBLICATION IN FOREIGN substantiated 





RELATIONS OF THE UNITED STATES 





7 « 
( 


substantiated nor disproved that UNRRA material is being 
used to renlace Polish goods removed from Poland as war 
booty by Soviet authorities. 


Vhile UNRRA hes.not yet gone into Hungary, it may 
if funds’ are «-vaileble and the US representetive in 
Budapest has been asked to raise the point that ship- 
ments mede to Hungary might in effect only- replace 
equivalent supplies taken out as reparations by the 
Soviets--2 cuestion which should be settled directly 
between the USSR and Hungary. 


- Surplus Property Re UNRRA in Italy Embessy’ Rome 
expresses fear that transfer of surplus property located 
in Italy to UNRRA for the use of other countries will 
seriously retard the reconstruction of Italy. Sinte 
UNRRA will not assume responsibility for italy until 
1946 the current transfers would be used for the 1945 
Mediterrancan program exclusive of Italy. Ambassador 
Kirk recommends thet before any surplus property is 
transferred to UNRRA, Italian end FEA authorities be 
permitted to screen such property, reserving part of 
the supplies for immediate nurchrse by or in behclf 
of Italy. The $15 million limit on the use of local 
currency for Italian purchese of surpluses is con- 
sidered much too low, and the Embassy requests that 
this be increased to "75 million. Meanwhile, Greece 
objects to the suggested procedure on the basis that 
it would prevent her from getting needed supplies. 








| UNRRA_in tne Far East The whole Far Eestern pro- 
gram depends on whether or not funds are mede cvailable 
to UNHRA. The only program under way so far is in China, 
were Supplies are being received... UNRRA plans to send 
large number of represcntatives to that country and 
that is the only recruitment of personnel that is taking 
place now, 





UNRRA set aside one million dollars for emergency 
relicf in the Philippines. A Philivpine request for 
additional UNRRA cid is being held in abcyence pending 
the visit of President Osmene to the US. “hether the 
request will be withdrawn or not will rrobebly depend 

_on the financial arrangem nts that are made between the 
JS end the Commonwealth Government. 


Korea and Formose are to be considered liberated 
areas, according to a decision at tne Third Council 
session. UNRRA has not vet startcd to carrv out a vro- 
grem there, but ere making their plens for working with 
the military es soon as funds are available. 
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US RAISES QUESTION OF POSTPONING CONFERENCE The US Govern- 
Ol cDUCATIONAL AND CULTURAL ORGANIZATION ment has asked 

the British 

Government for 
its opinion on postponing the conference scheduled for 
November 1 in London at which the United Nations Educational 
and Cultural Organization would be established. The timeli- 
ness of the original scheduled date is ouestioned in view of 
the outcome of the meeting of the Council of Foreign Minis- 
ters. No date sas proposed by the US, but it was suggested 
that a new time should be agreed upon later. However, we 
indicated that if the British wish to go ahead, we will be 
represented, No reply has vet been received from the 
British. : - 


China and Mexico have asked for postponement until 
January, and the French have not stated their views. To 
date twenty-five of the United Nations have answered the 
original invitation to attend, with Russia the only member 
of the Big Five not having responded. 


In the meantime the draft constitution of the proposed 
organization was discussed at a conference held at the Depart 
ment September 24. It was one of a. series being held through- 
out the country for the purpose of informing representatives 
of interested organizations about the Proposals and for 
obtaining suggestions for changes in the draft constitution. 
Similar meetings have been held in New York, San Franeisco, 
Chicago and Denver. 


* * * 


TELECOMMUNICATIONS CCORDINATING The Department has proposed 
CO ‘(ITTEE PROPOSED BY DEPARTMENT the dissolution of the 
Special Committee on Communi- 
cations and the establish- 
ment of a Telecommunications Coordinating Committee, modeled 
on the existing Air Coordinating Committee, and composed of 
representatives of State, the FCC, “ar, Navy and Commerce, 
The functions of this committee will be to examine the inter- 
national telecommunications rroblems and developments affect- 
ing more than one department or agency; to coordinate policy 
matters in the executive branch of the government and to recom- 
mend integrated policies for and action by the Department's 
represented on the committee or by the President or any other 
government agency charged with responsibility in the field. 
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DEPARTMENT RECOMMENDS POLICY FOR In order to effectively 
CONTROLLING JAP ARMAMENTS INDUSTRY disarm Japan and pre- 
clude her rise to mili- 
tary might again, the 
Department recommends that a Technical Disarmament and 
Demilitarization Commission be set up as a part of the 
occupation authority. This recommendation is included in 
the Department's policy statement on the control of the 
Japanese Armament Industry which has been sent to the 
State-"ar-Navy Coordinating Committee where it will have 
to be approved and then passed on by the Joint Chiefs of 
Staff before transmittal to General MacArthur. 


The proposed Commission would be headed by a representa- 
tive of the Department of State and include representatives 
from the “ar Department, the Air Forces and the Navy Depart- 
ment. Its formulation is suggested because the problem of 
deciding which plants and industries should be disposed of 
will combine the elements of technology, economics, engi- 
neering and political policy. The Commission would make 
its decision in accordance with very general guides and, 
although administratively under the Supreme Commander, 
would make its own decisions subject only to policy direc- 
tives from the “ashinzgton headquarters of the agencies 
represented on it. 


The Department's policy recommends the occupation 
forces immediately stop the production and repair of all 
implements of war, including specialized components and 
repair parts except in cases where they are needed by the 
occupation forces. They should forbid the ownership or 
importation of implements of war, and stop all research or 
other services related to production. At the same time 
they should take into custody and protect from destruction 

. or loss all assets and supplies of war production facili- 
ties, and all records relating to ther, until a decision 
is made as to their disposition. Only in emergency situa- 
tions, involving the security of the occupation forces, 
should immediate destruction be undertaken. 

Once military and civil order has been established, 
the occupation forces should recuest the Technical Dis- 
armament and Demilitarization Commission to make an 
examination of each such facility. The Co’ ission should 
make a thorough study and then certify which facilities 
should be destroyed and which could be used in civilian 
production and which are available for shipment as 
reparations. The occupation forces should accept with- 
out question the certifications of the Commission and 
proceed to scrap the facilities and supplies as 
recommended, 


All 
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All Japanese corporate or legal entities or other 
organizations which have been engaged in the production 
of or research on implements of war will be dissolved 
and prohibited from reforming. The occupation forces 
should comnile and maintain a register of the managerial 
and professional research and engineering persoinel of 
the dissolved organizations and make it available to the 
Department of State. 


TYPE OF REPARATIONS ORGANIZATION MThe form that the 
JAPAN WILL HAVE BEING CONSIDERED Inter-Allied Repara- 
tions Organization 

: for Japan should take. 
is the. subject of a paper now in preparation in the Far 

Eastern Subcommittee of the State-War-Nawy Coordinating 
Committee. 


FAR EASTERN ADVISORY The Secretary last week made 
COM:ISSION ESTABLISHED public the US proposal to the 

j , Governments of China, USSR and 

the United Kingdom that a Far 

Eastern Commission be set up to advise on Japanese con- 
trol policy. Proposal telegrams were sent on August 21 
giving the terms of reference of the Commission and pro- 
posing that Canada, /ustralia, New Zealand, France, the 
Netherlands, and the Philippines be invited to participate 
in the work of the Commission. Each of the states party 
to the agreement is to have one representative on the Com- 
mission and the merbership may be increased, as conditions 
warrant, by the addition of‘representatives of other United 
Nations "in the Far East or having territories there. Such 
United Nations as are not members of the Commission shall 
be invited to sit with the Commission when matters under 
consideration primarily affect their interests. In addi- 
tion, the Commission shall provide for full and adequate 
consultations with representatives of the United Nations 
not members of the Commission in regard to matters under 
consideration which are of particular concern to them. 


All three governments have accepted the proposal, 
but the British requested that India be invited to join | 
the participating governments and that the Commission be 
authorized to meet in Tokyo as well as in Washington. 

The US has indicated its willingness to invite India and 
has submitted the request to China and the USSR but has 
not yet received replies on that subject. In regard to 


meeting 
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meeting in Tokyo, the attention of the British has been 
called to the terms of reference which state that the 
Commission could meet outside of “eshington as occasion 
required. However, the terms of reference provide that 
the Commission's headquarters shall be in VYashington. 

The Russians prefer headquarters to be in Tokyo and this 
may be taken up with the President and the Army and Navy, 
but it is the Department's policy to maintain headquarters 
in “lashington. 


On October 9 the US sent identical telegrams to the 
nine countries concerned stating it is our desire to 
have the Commission meet in “ashington on October 23 and 
reouesting them to appoint represéntatives. The US 
representative will be General Frank McCoy, USA, retired, 
president of the Foreign Policy /‘ssociation. 


Functions of the Commission, according to the terms 
of reference, shall be to make recommendations to member 
governments on "policies, principles and standards" and 
on machinery for strict compliance by Japan with her sur- 
render obligations. Jowever, the Commission shall not 
make recommendations with regard to the contluct of mili- 
tary operations nor with regard to territorial adjustments. 


— 


UNRESTRICTED 


' 
o. 


* * * 


ECITO COUNCIL SESSION The first Council Session of the 
“ILL MEET SOON European Central Inland Trans- 

portation Organization will be 

held in London the letter part 
of. this week or early next week. The Departrent has sent 
instructions on the draft agenda for the session. Among 
other things the US favors rotation of the chairmanship of 
the Executive Board among the full time members of the 
Poard on a monthly or quarterly vasis. While no instruc- 
tions were sent es to election of a chairman, vice chairman 
or temporary secretary for the Council, the Department 
feels that a representative of e continental country would 
be preferable. The US favors moving the seat of the 
Organization to the Continent as soon as possible in view 
of living conditions and communications fecilities, stating 
Brussels as our preference, 


We also favor membership on the Board for Czechoslo- 


vakic and one other castern or southern member nation. 
Immediate admission of Denmerk is suggested. 


* * 
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DEPARTMENT AND PAULEY REFUTE STATEMENT Amb: ssador Pruley 
ON UNWORKABILITY OF POTSDAM PROTOCOL has «uestioneu the 
; ° velidity of the 

report of econo::ic 
edvisers to US military government in termany which maintains 
thet the Potsdem formula for the collection of reparations 
-nd the industrial disarmament of vermany is difficult if 
not impossible to achieve. 


Publicity wes given to this statement (the Hoover report) 
in a lead story in the October 8 edition of the New York 
Times. The substance of the argument presented was that it 
will be necessary to allow vermeny an export trade equal in 
value to that she enjoyed before the war if a minimum standard- 
of-living is to be maintained and if the costs of the Allied 
occupation are to be met. If this export trade was to be 
achieved then removals of capital esuipment on the scale 
envisaged by the Po’sdam Declaration could not be carried 
out. Major reason given by the experts for the difficulty 
in balancing the German trade account was the loss of the 
eastern territories to Poland. 


Principle objection of the Department to the Hoover 
report is thet the report does not prove that large scale 
industrial removals are incompatible with permitting post- 
war Germeny a stendard-of-living approximating the European 
average. It is clear that very large removals can take place 
from available German capacity in western zones in respect 
to such industries as steel, chemicals and those using machine 
tools, (all of these industries were much expanded 1938-44). 
before reaching the level of industry required for pre-war 
German peacetime needs, let alone leve2s envisaged in the 
Berlin protocol. The report fails to make clear that such 
an excess is available even should apparent foreign trade 
deficit be met by edditional exports from these industries 
rather then by reduced imports or removel of occupation costs. 


The Department does not believe that large removals in 
accordance vith the Berlin protocol over the next year or 
two "ill give rise to need for increased U- essistance. The 
_ revival of the German economy over a short period is con- 
ditioned not by the availability of capital equipment but 
primarily on improvements in coal and raw material supply, 
transport, on expansion of inter-regional and interzonal 
trede and in generel on efficient reorganization of German 
economy. 


For the following reasons the Department does not agree 
that the progrem of removals vill have 6 marxed effect 
on progress of Luropean economy recovery as « whole either 
from the short-term or long-term voint of view: 


(a) Short run retovery is determined by availability 
of coal, transport, rew materials and food rather than pro- 
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ductiye equipment. /s long as this condition exists re- 
activation of industry in the United Nations must have 
priority over that of German industry. Germany can make 
meximum contribution to short-term economic recovery of 
Europe by maximizing exports of coal and other products of 
extractive industry and by selective rehabilitation of 
certain German consumer goods industries like textiles. 

It is not envisaged thet removals vill prejudice shipments 
of goods in above categories to the rest of Europe. 


(b) In the long run, reparation removals will not 

bring about substantial reduction in European capecity as 

a whole but vill bring ebout ¢ shift in relative industrial 

strength of Germeny and of the rest of Lurope. Moreover 

the prescribed reduction in German stendard-of-living and 

German industry for purpose of determining removals for 

reparation should not be necessarily regerded as nermanent. 
The whole aucstion of restrictions on Germéen industry ‘ill 
presumably be consicered enew in framing the peace settle- 
ment end it is essumed that within such limitations 2s may 
de imposed in 2 peece treety, the Germans will be free to 
expend their stendard-of-living. 


The Depertment hes suggested to ffurphy that in further 
studies of this question emphasis be placed on (1) means of 
reducing Germany's necessary imports, (2) possibility of 
larger exports from industries not of military import, and 
(3) maximization of removals efter ellowance for minimum 
necessery exports "rom industries of military importence, 
such es metal febricating end chemical. 


IMPORTS ILL BE FIRST CHARGE An interim arrangement re- 
Ol GERMAL EXPCPRTS specting German exports 
apnroved by the Economic 
Directorete of the Control 
Council »nrovides for peymint by the recipient countries in 
suitabl< foreign exchange up to 80% of the value of such 
exports... rroceeds lrom exports are to be credited to ¢ 
special account under the Control Council and are to be 
-: used to pay for imports. This arrengement is to run until 
the cnd of Octovcer at which time it is expected thet more 
. permernent arrengements will be edopted or that the present 
arrangem nts ill be reviewed. . Proceeds from the exports 
from one zone cen be uscd’ to pay -or.imports imto another zone 
only as agreed between the two zone Commenders or by decision 
of the Control Council.” * 
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There is currently under consideration in the Sete 
and “ar Departments a draft Combined Civil Affairs Committee 
paper which will terminate combined Anglo-American supply 
responsibility for Germeny end. Austria end will establish 
mechinery for negotietions betveen the zone Comnenders look- 
ing toward agreement on the proposal thet exports should be 
paid for 100% in suitable currency and the proceeds used to 
pey for imports. The details of this arrangement will be 
reported later as agreement is reached. 


FIRST MEETING SC. EDULED FOR A meeting will be held in 
INTE\-ALLIED REPARATIONS AGENCY Paris November 9 of the 
officials of claimant 
countries to establish 
the Inter-fllied Reperations Agency. (Sce Current Economic 
Developments Issue 15, Oct. 1) IARA will allocate repara- 
tions from the western zones of Germéeny emong netions, 
other then the USSR and Poland. ‘ith the exception of these 
two countries invitetions are being sent to «ll countries 
eligible for Germen reparetions. It was previously decided 
that allocetion of reparations from the western zones be- 
tween the USSR-Poland on the one hand and other claimants on 
the other was the responsibility of the Control Council. 








The first item on the agende will be the orgenization 
of the IARA. The meeting will also uUueal with the percentage 
distribution of reperations to be ellottea each claimant. 


The US position thet the IARA should not deal “ith 
restitution, st least et the present time, has been agreed 
to by the UK end France. 


* = * * 
PRESIDE! T GIVES DEPARTMENT RESPONSIBILITY FOR The President 
GETTING SATISFACTORY SHIP SALES LEGISLATION hes asked 
4 gra the Depart- 
ment to’'be - 


responsible for getting edeauete and satisfactory legisla- 
tion on Ship Ssles through Congress. © : 


* *« * 
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INSTRUCTIONS ISSUED TO US The Department has issued 
DELEGATION FOR ILO CONFERENCE formal instructions to the 

US delegation at the twenty- 

seventh session of the Inter- 

national Labor Conference which opens in Paris October 15. 
The instructions call for unequivocal US support of ILO as 
the competent intergovernmental agency within its sphere, 
due to its established tripartite representation, seasoned 
experience, and the most nearly universal character 
practicable, 


The sustedetions were prepared in consultation with 
the Department of Labor, the State Department drafting 
the portions having political or broad economic implica- 
tions and the Labor Department drafting those sections 
dealing with technical matters of labor standards, Ata 
joint meeting of the two agencies the final instructions 
were discussed and agreed upon. 


. All members of the United Nations which were not 
members of the ILO were invited by the Governing Body 
to send observers to Paris. At present it is not known 
how many will accept but it is uncerstood that the 
Philippines are sending a tripartite delegation as 
observers. 


Some of the wore important instructions are as 
follows: 


', 1. The dissolution of the League of Nations, on 
thich ILO was technically dependent, makes necessary 
amending the constitution to insure orderly functioning 
of the ILO. The US will support a resolution which pro- 
vides that the proposed instrument for amendment be 
transmitted to the members of the Organization with re- 
plies required in a four months. period, so that. the 
matter can be taken up at the. next conference meeting, 
Valter Kotschnig,Associate Chief of the Department's 
Division on International Organization Affairs, will 
advise the delegation on these matters, ; 


2, The US will support a. resolution ‘concerning 
maintenance of high levels of employment during the 
period of industrial rehsbilitation and reconversion,. 
However, the position of this Government should be re- 
served with reference to financial arrangements on the 
grounds that the ILO Conference is not an appropriate 
place in which to negotiate. inter governmental obliga- 
tions of this sort, I eh 4 


3. Support will be given toa resolution concern- 
ing orovisions for the protection of children and young 
workers in reference to their employment: or preparation 
for future activity in labor. Cooperatiom in. this re- 
gard will be urged between the ILO and present or pro- 

posed specialized orgenizations in the field of relief, 
welfare, and education, 
4, The US 
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4, The US delegation will also support a resolution 
which arranges for cooperation of the ILO with the United 
Nations to promote the objectives of the United Nations 
and the International Labor Organization. 


5 The instructions call for use of the Report of 
the Committee on Dependent Areas as guidance for the Be: 
delegation. Ralph Bunche, Associate Chief of the Depart- 
ment's Division of Dependent Areas Affairs, is adviser to 
the US delegation to handle this subject. 


6, The Labor and State Departments agreed that © 
international pressure should not be encouraged which 
might lead to the extension to other areas end groups 
through legal sanctions the labor standards obtained in 
specific collective bargaining agreements. 


Otis HE. Mulliken, Chief of the Division of Inter- 
national Labor, Social and Health 4ffairs, is serving as 
Consultant to the delegation to advise on matters of con-— 
cern to the Depertment,. 





WORLD TRADE UNION A World Trade Union Federation 
FEDERATION ESTABLISHED was established last week when 
., labor representatives of approxi- | ) 
mately 50 nations approved a con-': 
stitution which has for its immediate goal the winning of . 
a voice for union members in the United Nations Organiza- 
tion and especially the forthcoming Economic and Social | 
Council, Sir Welter Citrine, UK, was elected President. 
end Louis Saillant of France was named Secretary General 
of the: new Federation. John Brophy of the CIO was chosen 
one of the two Assistant Secretaries General; a Russian: © 
will be-named as the other, 


As finally adopted, the constitution wes amended to . 
meet virtually all objections raised by the British dele- 
gation with. the exception that the organization should be | 
an interim one. In that regard it fulfilled the demand 
of the American and Soviet delegates that a permament 
organization be made operative at-once. The British view 
on negotiating the position in regard to-the trade secre-_ 
tariats prevailed as well as their position that the - 
organization and personnel should be open to change by the 
Executive Committee until the next Biennial Congress. | 
While the constitution contained no restriction against ~ 
political activity by the Federation--in line with Soviet — 
desircs--it gave the Executive Committee broad powers to_ 
make sure that only bone fide trade union organizations + 
be edmitted,. pte a | 
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Adjournment came peacefully on October 8 leaving to 
the Executive Committee of 26 major action concerning reso- 
lutions, “FTU representation on international bodies, 
German trade unions, etc. Some of the outstanding resolu- 
: tions adopted concerns: (1) A demand for effective representa- 
: tion in the UNO, (2) the breaking of diplomatic relations 
with Spain and /rgentina, (3) support of the right of self- 
determination for all nations, colonies and territories, (4) 
an attack on raciel discrimination and (5) support of 
assistance to economically undeveloped countries, 


Basic politicnl cleavage flared up only in the closed 
meeting of the General Council over nominations to the 
Executive Committee by groups of countries entitled to one 
representative. In the Middle and Near East the Arab groups 
took the position that they should name the regular representa- 
tive because they were more numerous than the Jewish; both 
agreed finally on a representative from Lebanon as a substi- 
tute. US and IK had suggested that Jewish and Arab dele- 
gates alternate and the USSR supported the Lebanese. In 
deciding between a Northern Rhodesian and a South African 
member, the US end UK preference was outvoted by a group 
consisting of the USSR, the European and Balkan satellite 
countries, France, the CTAL (Latin American Feder tion) 
ana a bloc from the colonics who supported Goodwin, - com- 
munist from Rhodesia. This action evoked an cngry protest 
by Hillman against the idea of 2 Communist bloc and of 
putting through decisions by strength of numbers, 


“hile the delegates are generslly hopeful about the 
future of 'FTU, they realize th-t the long-run work of the 
organization is contingent upon the diplometic relations 
of the major povers and Soviet restreint in not pushing the 
= vloc and the middle-of-thce-ronders too far or too 

2st. 
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ANGELL. HEADS US REPARATIONS ‘ORK James '’, Angell has 
FOR GERJIANY; DELEGATION LEAVES SOON been designated Ameri- 
can representative on 
ale = | the £llied Commission 
on Reparations for Germany, with the personal rank of Mini- 


~‘ster. His predecessor on the Allied Commission on Repara- 


tions for Germany was Edwin Pauley, who is now devoting full 
time to the problem of Japanese reparations. As Assistant 
.dministrator of the Foreign LCeonomic /:dministration, 

Mr. Angell has actively participeted in the formulation of 
US policy on German reparations. 


i. delegation neaded by the new minister will leave 
shortly for Berlin and Paris to join with other é#llied 
members of the Commission in implementing the Potsdam 
Protocol, Dudley Maynard Phelps, State Department, has 
been designated es Deputy to Mr. Angell and as. US revre- 
sentetive on the Inter-Allied Reparetions Agency (IARA). 
Covey Cliver, State Department, will serve as Counsel of 
the Dclegation, as alternate to Mr. Phelps on IARA and 
will be in direct charge of the Sefehaven espects of repa- 
ration. Wr.’ Yilliam iicCaw, CRPB, will be Deputy-Secretary 
General of IARA and will remain in Brussels. 


In addition there will be a financial team, headed by 
Reymond *., Goldsmith, “PB; a Gerran Economics team, headed 
by Martin Bennett of FEA; and an External Asset team, 
headed by George Beker of the Department's Division of 
Economic Security. 


* * * 


RECENT REPARATIONS Department Recommends Token 
DEVELOPMENTS OUTLINED Advance Deliveries to USER-Poland 
The Department agrees thet irmedi- 
ate token deliveries of one or two 
plants of modest size, such es the EMV number one plant in 
liunich, should be made to the Russians as evidence of our 
intention to carry out the reperetion program. However it 
belicves that no extensive edvance reparations deliveries 
should be mede to the USSR and Poland until: (1) other 
claimants have mede known their claims by type of plant, 
(2) the process of evaluation has progressed and (2) the 
question of reciprocal Russian deliveries is settled. 





Token deliveries to other claimants must await ascer- 
tainment of types of plants and equipment wanted by all 
claimants and the arrival of tiic US member of the IARA to 
advise Murphy on advance deliveries, The Department has 
requested Murphy to transmit lists to the US missions in 
countries invited to the Peris conference on reparations 
shares. These lists will include plants declared avcila- 
ble by the ..CC for interim delivery so that such missions 
can supply governments concerned with more concrete infor- 
mation on reparation availabilities. 
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Determination of Amount of Productive Capacity 
Surplus to Minimum Peacetime Needs The Department 
believes that the functions of the proposed "mixed 
commissions" (See Current Economic Developments, : 
September 1C) should be defined clearly. They should 
determine the productive capacity of particular indus- 
tries, left in the Russian zone and the existing produc- 
tive capacity of particular industries in the three 
western zones. After the final cetermination of the 
amount of productive surplus to minimum peacetime needs 
in each industry, which can only be done by ACC after a 
general analysis of the German economy as a whole, the 
"mixed commissions" might advise on selection of plants 


which should make up surplus capacity available for re- 
moval. 


Russian Reciprocal Deliveries The Departrent believes 


that Russian reciprocal deliveries should commence as soon 
es the value of interim reparation deliveries to USSR 
reaches a total agreed upon with the USSR, and that the 
evaluation of Russian deliveries should be at 1938 prices 
in Germany, with 10% addition for raw materials and 15% 

for manufactured goods. The Department takes the position 
that Russian deliveries should be considered es reparations 
available for claimants in the three western zones and that 
it therefore should be apportioned by the IARA. It is ex- 
pected that in this way the US will claim a considerable 
portion of such deliveries .and that its share will be made 
available “o meet import requirements of the US zones in 
Germany anc Austria. 


* * * 


COMMITTEES ON COAL AND INLAND TRANSPORT The International 
ARE CONVENED BY GOVERNING BOARD OF ILO Labor Conference 
opened in Paris 
‘ October 15 and 
the Governing Board decided to ccnvene two industrial 
committees. One will concern coal and is scheduled to 
. meet in Londonon December 5, the other is on inland trans- 
port and is scheduled to meet December 13. The United 
States will have six. representatives on each of these com- 
mittees, two representing the Government, two representing 
employers and two representing workers. It is expected 
that the activities of the industrial committees, which 
relate to working. conditions, will be undertaken in 
cooperation with. ECO and ECITO, 


Saal * * 
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GERMAN COAL EXPORTS SHORT OF GOAL; German coal exports 
US MAY APPOINT ZONAL COAL CZAR to western Europe 


during September fell 

considerably short of 
the objective. Murphy was asked by the Department to give 
the problem of German coal exports his personal attention. 
He was advised of the Department's informal proposal to 
the War Department that the President appoint an American 
coal expert who would be responsible for all coal produc- 
tion problems in the American zone and suggest to Atlee 
and de Gaulle that similar appointments be made in their 
zones. Murphy has replied to the Department that the 
transport bottleneck cannot be solved until adequate traf- 
fic is possible on the Rhine. He declares that "the Presi- 
dential appointment of an American coal expert would greatly 
facilitate coordination of action concerning the producti o.: 
and movement of coal particularly if Prime Minister Atlee 
and de Gaulle make simultaneous appointments." He stipu- 
lates, however, that such an expert should be someone 
familiar with the complex military-civilian organizations 
concerned in German coal production. 


A coordinated Rhine Traffic Organization should, 
according to Murphy, facilitate clearing the Rhine. The 
Department has under consideration the propsal for es- ~ 
tablishing an Interim German Rhine Control Organization. 
The question of whether the Allied Control Council should 

. have representatives on the Rhine Commission or whether 
only those Allied military authorities controlling German 
riparian territory should be represented, is being dis- 
cussed in the Department. 


* * * 


S DEPARTMENT RELEASES IPCOG Instructions to General 
} DIRECTIVE TO EISENHO”“'ER Eisenhower of last April pro- 
viding for the industrial dis- 
armament and demilitarization 
of Germany, the denazification of the German social struc- 
ture and the enforcement of the programs of reparation and 
4 restitution, were released to the public October 17. Release 
of the directive, prepared by the Informal Policy Committee 
on Germany (IPCOG) composed of representatives of State, ‘Yar, 
Navy, Treasury and FEA, has been under discussion for many 
months and its publication at this time was undoubtedly in- 
fluenced by release of the Hoover report by the New York 
Times last week, (See page 12, October 15, Current Economic 
Developments) The measures called for in the directive are 
along the line of those subsequently adopted by the UK and 
USSR in the Berlin Protocol. 
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- SENATOR TYDINGS TIES PHILIPPINE TRADE.: On October 18 
IN WITH OTHER MATTERS IN A'NEW BILL. ~Senator Tydings 
we ant ore introduced $.1488, 
which was referred 
to the Committee on Territories and ‘Insular Affairs of which . 
Tydings ‘is chairman. The new bill includes Tydings' original : 
bill on trade relations, S. 1279, two other’ bills -- S. 1280 
and 1399, -- and two additional. titles, resulting in a bill 
_ combining Philippine trade relations, compensation for war 
damage, disposal of surplus property, transfer of enemy 
“property: and survey work and training. 


The provisions of the original Tydings' Bill on trade 
relations (S. 1279) were consistent with the policies of 
the Department and the Executive Committee -on Economic 
Foreign Policy. The Bill proposed a period of declining 
preferences beginning in 1950 and continuing until 1967. 
Senator Tydings' new pill S. 1488 includes the same trade 
provisions originally set forth in S. 1279. State Depart- 
ment approval of the Bill as.a whole, however, might be 
complicated by the fact that additional programs relating 

. - to the Philippines are included in the same Bill with the ‘ 
: trade proposals. 


The Bill provides for the establishment of a Philip- 
pine War Damage Commission of six members, five represent- 
ing the US Government and one representing the Commonwealth. 
- War damage compensation totaling “100,000,000 would be allo- 
cated among persons whose property was damaged, however a 
maximum compensation of US $500 would be allowed, 


The Bill also ‘provides for the establishment of a , 
Commission for the Disposal of Surplus Property in the 
. Philippines, made up of six Americans and two Filipinos, 
to. which control of surplus property would be transferred. os 
It would have authority to dispose of property totalling ' 
$100,000,000 either by transferring the property to the 
Commonwealth or by selling, leasing, or otherwise disposing 
of it and turning’ the’ proceeds over toa "rehabilitation 
fund" of' the.Common:vealth Government. Surplus goods in 
excess“ of the $100,000,000 ‘would : be disposed of. in accord- 
ance with the. Surplus ‘Property 4£ct:of 1944. i _* 


The Bill provides. for the. transfer of eneny ‘money 
and property to. the::Commonwealth Government. It also pro- 
vides for certain survey and training work now being per- 
formed by the Coast and Geodétic Survey of the Department 
of Commerce, the US Merchant Marine, and the Fish and Wild 
Life Service of the Department of Interior. 





DECLASSIFIED FOR PUBLICATION IN FOREIGN 
RELATIONS OF THE UNITED STATES 








S 
-_ 2 - 


US TO MAINTAIN RIGID CONTROL A tight rein on Japanese 
OVER JAPANESE FOREIGN TRADE exports and imports will 
be maintained by the 

United States, according 

} to the Department's policy on the ccutrol of Japanese 
foreign commerce during the initial period. The policy 
statement has been sent to the State-War-Navy Coordinating 
Committee for approval and will then go to the Joint Chiefs 
of Staff for concurrence before going to General MacArthur 
as a directive. 


For the present the State Department has assumed the 
, responsibility for determining from which countries in- 
ports should be purchased and to which countries exports 
should go. The Department will consult with the Combined 
Boards and the governments of other countries which par- 
ticipated in the war against Japan, Official notice has 
been received from the “ar Department of the availability 
' of certain goods for export purposes and the Department 
' is investigating the disposition that should be made of 
. them, 


The Department believes the US should propose future 
establishment, through inter-governmental agreement, of 
an inter-allied supply committee for Japan. 





The United States Commercial Company has been 
agreed upon to conduct all import and export arrangements 
other than those transactions carried out by the War 
Department involving external relations and a letter of 
request has been sent to USCC, 


The Japanese Government will have the responsibility 
for all operations in connection with Japanese imports 
and exports, not involving external contacts, except deci- 
sions as to what shall be exported and imported. 


The Department's policy recommends that the Supreme 
Commander will determine what goods are available for 
export, taking care that (1) goods clearly required to 
meet minimur subsistence requirements are not considered 
available and (2) that the need for exports shall not be 
deemed a reason for requiring or permitting any branch of 
Japanese industry to be restored or developed to an extent 

’ that might contribute significantly to Japan's war making 
potential, wr (3) dependence by other countries on Japan 
for strategic products is not promoted, and (4) no exports 
of. capital goods or equipment shall be made pending repara- 
tions and restitution decisions. 


The Supreme Commander will submit recommendations for 
imports into Japan. to the Joint Chiefs. of Staff for review 
and final determination as..to quantity end type, dis- 
tinguishing between those necessary to prevent starvation, 








disease 
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disease and unrest which would endanger the occupying 
forces and those required to meet other purposes. of the 
occupation. 


Direct relations between Japanese nationals and 
foreign persons and businesses will be prohibited until 
security and other considerations permit. 


While these provisional arrangements are in effect 
the Japenese import tariff is to be suspended, 


DEPARTMENT FORMULATES POLICY ON Encouragement of demo- 
JAPANESE WORKERS' ORGANIZATIONS cratically managed trade 
, unions and of collective 
bargaining between 
genuine representatives of the employees and employers 
should be encouraged in Japan, according to policy drafted 
in the Department and “o'ng to the State-War-Navy Coordi- 
nating Committee for approval. It recommends that the 
occupation authorities should prohibit strikes only where 
they adversely affect the objectives of occupation. 


In giving effect to these basic policies the Depart- 
ment suggests that the occupation authorities instruct the 
Japanese Government to issue a proclamation recognizing 
the freedom of workers to join trade unions. -Legal status 
for workers' organizations should be aehicved and existing 
laws preventing free erqanteatcen should be ebrogated. 


Trade Unions should have freedom of speech, assembly, 
and press as wéll as access to broadcasting facilities on 
' &@ non-discriminatory basis. Conciliation machinery for 
dealing with industrial disputes should be established by 
the Japanese Government, 


Encouragement of democretically organized and inspired 
workers' organizations during the period of occupation, it 
is felt, will be an important step in the direction of the 
development of democratic organization and ideas in Japan. 
For many years Japanese labor groups have been openly 
opposed to the policies of the militarists. When political 
activity is permitted, the workers' organizations may be ex- 
pected to oppose extreme nationalistic candidates for office 
and to fight against reactionary national policies. One of 
the most valuable democratic functions which an enlightened 
labor movement might carry out in post-war Japan is that of 
guardian of civil liberties, the maintenance of which will 
be essential to the existence of workers' organizations. 





* * ~~ 
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INTER-ALLIED UNIT PROPOSED TO COORDINATF An Inter-allied 
INTELLIGENCE ON JAPANESE EXTERNAL ASSETS unit in Japan to 
coordinate intelli- 
gence on Japanese 
assets in liberated areas was proposed by the British in 
September, The Department has drafted a reply concurring 
4 in the proposal and has submitted it to the State-War-Navy 
Coordinating Committee for approval. In the reply the US 
suggests that the UK may wish to raise the question at the 
: meeting of the Far Eastern Advisory Commission: scheduled 
to open October 23, 


It is important that intelligence regarding Japanese 
assets in the various liberated areas be coordinated and 
exchanged in order to insure development of a full record. 

No steps in this direction have been taken in the Far East. 

In the European Theater it was obtained through several 
coordinating mechanisms, made possible by the existence of 
SHAEF and the Combined Intelligence Objectives Sub-Committee, 
The Department feels it is desirable to establish a system 

of exchange in the Far East on as permanent and well developed 
a basis as is pcessible at the outset. 


The plans of the US for the control of Japanese assets 
include the requirement of a census in the areas occupied 
by forces under US command. This census would require 
revelation of all property interests, public and private 
and include foreign exchange assets and other intangibles 

_where (a) the assets were owned or controlled by Germany, 
Rumania, Bulgaria, Hungary, Finland or the nationals there- 
of; (b) the assets located in Japan were owned or controlled 
by persons residing in areas under Japanese domination at 
any time since 1894; (c) all foreign exchange and external 
assets owned by the Japanese Government or Japanese nation- 
als, regardless of where the assets or the owners might be 
located; and (d) property acquired by the Japanese through 
acts of spoliation. 


Early in September we invited the UK, France, USSR, 
the Netherlands and China to issue parallel instructions 
to their respective authorities in other areas liberated 
from the Japanese. The inter-allied unit would coordinate 
and exchange the information thus obtained. . 


* * * 


USSR HAS NOT YET ACCEPTED PLAN Russia has not yet 
FOR FAR EASTERN ADVISORY COMMISSION accepted the invita- 
tion of the US to be 


represented here on 
October 23 for the establishment of a Far Eastern Advisory 
Commission. Almost all of the ‘other nations have agreed 
to the meeting which is scheduled to go forward, with or 
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without Soviet adherence. Russia still holds out for the 
establishment of a four-power Allied Control Council in 


Tokyo:on the Berlin model prior to the functioning of our 
projected ten=-nation Advisory Commission. ‘ 


The. following. representatives have already been . f 
designated by. their Governments: Australia, Dr. H. V. Evatt,’ S 
Minister for External Affairs; Canada, Lester B. Pearson, ! 
Canadian. Ambassador. in Yashington; China, ‘Yei Teo-ming,, 

Ambassador in !‘ashington; UK, Lord Halifax, British Ambassa-. 
dor; the Philippines, Brigadier General Carlos Romula, 
Resident Commissioner; and US, General Frank McCoy, USA, 
retired, President of "the Foreign Policy Association, 


(UNRESTRICTED) 


PRESIDENT APPROVES The President has approved the 
BELGIAN AGREEMENT memorandum outlining arrangements 

agreed upon with the Belgians in 

the recent US-Belgian financial 
discussions. As was reported in the October 8 issue of- 
Current Economic Developments, the letter covering the 
provisions agreed to addressed to M. Spaak by the Acting 
Secretary now becomes a binding arrangement between the 
two governments, It does not provide for a final settle- 
ment of lend-lease but rather adjustments::in lend-lease 
and reverse lend-lease accounts to meet emergency problems. 
The information has been released to the press in Belgium 
and the US, 





(UNRESTRICTED) 


* * * 


CONFERENCE ON EDUCATIONAL AND CULTURAL The British have 
ORG/.NIZATION WILL BE HELD 4S SCHEDULED replied to the US 

inquiry about the 

conference. for 

establishment of: the United Nations Educational and Cultural 
Organization indicating that there should be no postponement, 
but that the conference should be held on the scheduled date ; 
of November i. ; 


4 
——> = 


Some thirty nations have accepted invitations to send 
delegates to London. Four of the Big Five have responded 
affirmatively to the original invitation to attend but no 
reply has yet been received from Russia. 
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’ QUESTION RAISED AS TO WHETHER FOREIGN Whether or not 
CREDITS WILL CAUSE INFLATION IN US extension of US 
credit to other 
. nations will pro- 
duce inflation in this country and the possible effect it 
might have on our reconversion plans was the subject of 
discussion by the Reconversion Working Committee the past 
week, The question is particularly pertinent now in view 
of the US-UK trade and financial discussions, loans which 
are being approved by the Export-Import Bank, and the 
arrangements with various countries for delivery under 
3(¢) agreements of lend-lease items already contracted for. 


Because no final decisions have been made on the 
amount of credit to the British or for other special loans, 
it was not possible to arrive at definite conclusions but 
it was the preliminary concensus of opinion that the con- 
templated credits could be made without fear of their in- 
flationary effect in the United States. As a basis for 
: this judgment the Committee assumed that something like 
$10 to $12 billion will be credited to other nations and 

spent mostly in this country within the next two or three 
years. The size of the resulting export surplus will | 
determine whether or not there will be a resulting infla- 
tionary trend. The Committee feels that if such export 
surplus does not amount to more than $3 or $4 billion per 
year, the inflationary effects in the US will probably be 
negligible. Should this surplus reach $8 or $10 billion 
> it would be a matter for deep concern. 





In the opinion of the Committee, present inflationary 
trends will be weakened or offset in less than a year by 
unemploynert (demobilization of the armed forces and war 
workers anc the lag in absorbing them in private industry) 
and a reduction in Government expenditures for war purposes. 
Other important variables in the problem are the budget 
deficit, private investment and consumer spending. 


Closely related with the problem is the continuance of 
some of the WPB and OPA controls beyond their present ex- 
piration dates. It was the tentative feeling of the Commit- 
tee that the additional demand for certain commodities made 

; possible by the loans would not be crucial in determining 
> the need for the controls since the domestic pressures would 
in all likelihood be great enough to require them. 


The. thought of the Committee on this subject will be 
transmitted tc the heeds of the various agencies concerned 
for their use in formulatin7? programs and policies. The 

, question was raised ty Mr. Eccles, Chairman, Board of 
-. Governors, Federal Reserve System. . 


* x * 
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CONTROVERSIAL ATTERS IN PICAO Most of the controversial  -: 
COUNCIL TO Datei ebarcs matters coming up for con- 
: sideration by the Council 

ogi of the Provisional Inter-... 
national Civil Aviation Organization (PICAQ). will have to. 
be postponed until the first of the-year, according to 
Dr. Edward P, Warner, President of the Council. Dr. Warner. + 
also said that the "conference”™ stage of PICAO has now 
passed and that it was settling down to the continuous acti- 
vity of a functioning organization. Principal problems now 
are involved with the creation of airway organization, com- 
munications and weather service, airdromes' and traffic con- 
trol and the various national methods of operating them. 
"The necessity for collective action in these matters," 
Warner said, “is too obvious to need emphasis." 


One of the most controversial matters for considera- 
tion.of the Air Transport Committee of PICAO and to which 
Dr. Warner may have been referring is the question of the 
development of a multilateral agreement on commercial 
rights in international air transport. More broadly stated 
this means the Committee must try to discover a generally 
acceptable form of multilateral agreement to,define the 
scope of the rights to operate international air transport 
services and to pick up and discharge traffic which would 
be conceded to each member state by all the other member 
states; and to determine the conditions, if any, which | 
would govern the exercise of those rights. ' 


At the International Civil Aviation Conference in | . 
Chicago last fall there were attempts by the British and 
the Canadians to develop a multilateral agreement on inter- 
national commercial air rights both of which envisaged the 

- creation of an international body endowed with extensive 

. powers to regulate international air transport. The US 
opposed the British and Canadian, views as to what should 
be included in a multilateral.egreement and our position 
has not changed. We believe that PICAO and its council 
should be of a technical nature without authority to regu- 
late international air transport; that there should be no 
limitation upon frequencies or type of aircraft employed 
and that there should be’’'no limitation on pickup and dis- 

EF ‘of, wfifth freedom" traffic. 


INTERIM CONTROL SET UP OVER RADIO The’ Gonference on 
FREQUENCIES IN LIBERATED COUNTRIES Civil Redio. Frequen- 


cies for the Liberated a 
Areas of Europe has 
established an interim secretariat composed of representa- 
tives from the USA, the USSR, Great Britain and France which 
will 
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will forward to the four countries,requests for frequencies 
from any of the liberated countries. It is believed that 
this will avoid chaos in distribution of radio frequencies 
in the liberated nations until the World Conference of 1346 
settles the problem of frequencies more definitely. It was 
also agreed that civil frequencies for the liberated nations 
registered at Bern prior to September 1, 1939, would be re- 
stored as rapidly es the military situation permitted. 


The American delegation reported that there was an un- 
usually fine spirit of cooperation by all delegations. The 
USSR informally indicated that they saw "eye-to-eye" with 
the US on all cuestions raised at the conference, that they 
would prefer that the next International Telecommunications 


‘Conference be held in the US and that they would underwrite 


the establishment of e Central Frequency Board. 


NOVEMBER MEETING SCHEDULED The Rubber Study Group is 
FOR RUBBER STUDY GROUP scheduled to meet November 20 
in London. Originally the group 
had been scheduled to meet in 
October but the British requested a postponement to January 
in view of the change in Government. The November date has 
now been agreed on by the three original participants of the 
Group -- US, UK and the Netherlands -- as well as the French 
who are being admitted to membership. The question of 
Brazilian membership is still under discussion. 


The Group will consider changes in supply-demand con= 
ditions, rehabilitation programs, US synthetic policy, post- 
war allocation problems, and general prineipies relating to 
the price of rubber. . 


Donald D. Kennedy, Chief of the Commodities Division, 
witl attend. as the Department's representative. bet esa 


RESTRICTIONS ON PETROLEUM As of October 31, all restric- 

SHIPMENTS TO -BE LIFTED tions on the shipment of 
petroleum products to all 
countries, with the eaqepsnen 


- of Argentina and possibly ee will "be lifted. 


* -*« * 
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UMA TO BE MAINTAINED The decision to maintain the 
UNTIL MARCH 2, 1946 United Maritime Authority in 
: effect for six months after 
V-J day was announced after 
the meeting of the October 11 United Maritime Executive 
Board. In order to facilitate the transition to normal 
commercial ship operations the Board agreed to the 
following: (1) Certain limited areas are to be established 
as “commercial areas" and tonnage assigned to these areas 
by UMA will operate free of UMA control. (2) All tankers-- 
except certain numbers already contracted for 1945 -- are to 
be released from UMA control. (3) Certain restrictions, re- 
- lating to the transfer of vessels to non-UMA nations, and 
. relating to time charter of vessels to private individuals 
_: or firms within the contracting nations, are to be relaxed. 


During discussions of the world shipping situation 
Admiral Land stated that it was the policy of the Maritime 
Commission and tne WSA to put into reserve, as untouchable 
except by statute, something in the neighborhood of 2,000 
ships. It was decided that a further United Maritime 
Executive Board meeting should be held in London in early 
January to consider further the desirability of extending 
arrangements of limited control over international shipping 
beyond the UMA period, 


UNRESTRICTED 


NEGOTIATIONS REOPENED WITH The past week saw the reopening 
CUBANS FOR 1946 SUGAR CROP in Washington of the negotia- 
, tions with Cuba.for the purchase 
of the 1946 sugar crop. United 
States representatives went to Cuba last June and negotia- , 
tions were commenced but the Cubans asked that further dis- 
cussion be postponed until October when they would be more 
certain of the s.ze of the crop and the wages. 


‘the Department! s representatives are George Scheuer of 
the Office of American Republic Affairs and Francis Linville 
of the Commodities Division. Mr. Earl Wilson of the Com- 
modity Credit Corporation discussed general matters relating 
to sugar at the first meeting October 17 and stated that the 

.. US price offered would be 3, on 1/2. cents per pound. 


Embassy Habana has informed the Department that the 
Cuban Office of Pricé Regulation and Supply is not enforc- 
ing any ceiling prices for foodstuffs and it would appear 
desirable for the Department to omit price stabilization 
concessions in negotiating for the 1946 crop. . 


* * + 
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US OUTLINES PLAN FOR RETURNING In an effort to return 
ITALIAN TRADE TO PRIVATE CHANNULS as far as possible all 
fat trade with Italy to 


_-— 


| private channels, the 
United States has proposed steps which will terminate by 
the end of the year direct participation by the United 
States Government in the purchase of -Italian imports and 
sale of its exports, The proposed recommendations recog- 
nize the fact that the Italian Government may find it 
necessary to enforce some controls to prevent the exporta- 
tion of products needed for their economy, to assure that 
Italian foreign exchange is used only for "essential imports, 
and to carry out pertinent directives of the Allied Comnis- 
sion affecting Italian trade, 


' Ambassador Kirk has been asked to tates: the Italian 
Government of tne proposed steps and suggest that the 
Italian Government may wish to. establish licensing or 
other appropriate machinery and make arrangements for 

Government purchase in this country of those imports 
which for the present cannot be properly handled through 
private channels. ‘/e are asking the Italians to discuss 
the, détails of the arrangenents with us in Rome or in 
a Washington as soon as possible. The British Government 
- has already issued.orders authorizing the resumption of 
private. trade between the UK and Italy and expressed views 
similar ‘to those. of the US for the need of setting up an 
effective Italian import ai export licensing organization. 


Our plan proposes that the United Statés Government 

will cease participation in the program of essential im- 
ports on December 1 with the exception that procurement 
will be completed under the FEA Interim Program. Pur- 
chases in the US. for present and proposed UNRRA programs 
would continue to be made by UNRRA through US Government 
- procurement agencies. Direct participation of the US Com- 
mercial Campany in the exportation of Italian goods 
would be terminated not later than January 1, 194€. Trade will be 
returned to private channels subject only to controls es- 
tablished by he Italian Government. 


val Present US export licensing controls will be libera- 

- lized shortly and Italy will be placed in the same category 
‘as other liberated areas. The Treasury will issue a new 
general license permitting transactions in Italian funds 
accruing after the dete of issue; Until that. time Treasury 
licenses will continue to be recuired for all: transactions 
involving Italian assets. This ‘will automatically make 
specific licenses for commédities unnecessary except for 
those 4n short supply; ‘and.will enable ‘American business- 

- .men to deal. directly with Italian firms, subject only to 

- Italian.end.AC. regulations. “At the same time provisions 
for shipping -space for..commercial shipments to Italy will 
be madé within "SA: allocations so, that individual exporters 
may make arrangements directly with ener hed companies for 
space. 
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ECONOMIC OFFICES OF DEPARTMENT With Departrental 
UNDERGO SOME REORGANIZATION absorption of certain 

functions previously 

carried on by FEA and 
the Office of Army Navy Liquidation Commissioner, major 
organizational changes are taking place in the economic 
side. .Two new Offices are being established--the Office : 
of Economic Security Policy and the office of Foreign 
Liquidation Commissioner, 


The Office of Economie seauntte Policy will be 

responsible for initiation, formulation and coordination . 
of policy and action by the Department for economic. security 
policy, including economic aspects of the occupation of 

Germany, Austria, Japan and Korea. Seymour J. Rubin has ‘ 
been named Acting Director and Deputy Director of the 
Office. It will consist of three divisions: (1) Economic 
Security Controls, Covey Oliver, Acting Chief, will handle 
matters relating to foreign funds or properties, safehaven, 
external assets and their use for reparations, replacement 
programs in Latin American, Proclaimed List, and Alien 
Property Custodian questions including the use of German 
and Japanese property and return of United Nations property, 
as well as certain claims questions. (2) The Division of 

German and 4ustrian “conomic Affairs will handle economic 

‘and financial matters related to the occupation and control 

of Germany and Austria in accordance with the principles * 
established by the Potsdam Protocol and aimed towards the 
reestablishment of Austria as an independent state; indus- 

trial disarmament, reparations, restitution, and the “ 
economic and financial aspects of peace treaties insofar as 

they relate to Germany and Austria. The Division will 

maintain liaison with other offices on related political 

and economic questions and with State-War-Navy Coordinating 
Committee and the Commission on Reparations with regard to 
European matters. (3) The Division of Japanese and Korean 
Economic /.ffairs, headed by Edwin M, Martin, will handle 
economic and financial matters relating to the occupation 

and .t@ontrol of Japan and of Korea with reestablishment of 

the latter as an independent state; reparations, restitu- 

tion, and economic and financial aspects of peace treaties 
insofar as these relate to Japan and Korea. It will main- 

tain liaison with other Offices and with SWNCC on Japanese 

and Korean affairs, © 


With the establishment of the new offices the old 
Division of Economic Security Oontrols and 
the Offices of advisers on German and Fer Eastern 
Economic Affairs, with their functions ore absorbed 
into the three new divisions. Subsequently, certain NY 
personnel and functions: from the. Enemy Branch of FEA . 
will be absorbed. 





The Office 
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2 the Office of ‘Foreign Liquidation Commissioner, 
headed ‘by: ‘Thomas McCabe, formerly OANL Commissioner, 
will combine the functions of .foreign surplus disposal. 
- and lend-lease settlement, UNRRA, end; 2aberated areas 
~ problems ‘previously performed by FEA andthe Office. of . 
‘army Nevy Liquidation Commissione.. The. foreign pern,.... 
sonnel of FEA concerned with the functions transferred 
_ to State are also being temporarily assigned into-this 
a: pending final organizational arnangements », Santas 


. St a 


- 


ir 


"Simultaneously with the ‘setting up of. the new 


-"4 offices is the establishment of a Deputy on Financial as 


Affairs who shall coordinate the work of the Office of .. 
- Financial and Development Policy, and of the Office -of. 
"” - Economic Security Policy. He shall also coordinates. ‘the. 
~ policy of the Office of the Foreign Liquidation Commis- 
sioner with the volicy of the other offices. named: and . 
will advise the Assistant Secretary in charge: of. Economic 
Affairs on financiel policies. Emilio G..Collado, who . 
apg abe 4 headed the Office of Financial. Development Policy, 
as been named Deputy on Financial Affairs. Dudley Maynard 
Phelps is Acting Director of OFD and John Hooker is Deputy 
Director of that Office. nt 


DANISH SURPLUS FOODS TO BE DISTRIBUTED. 4 meeting was -_ 
UNDER INDIVIDUAL COUNTRY AGREEMENTS . ealled by the _ 
Ministry of Food 

; . : in London last 

month to discuss Danish exportable food surpluses. The UK, 
US, Denmark, Netherlands, Norway, Belgium, France, and UNRR 
and UMA were répresented. Since the arrangements previously 
made were found not workable because of shipping, financial 
and other difficulties, it was decided efter extendéd dis- 
cussion thet Danish supplies wovld.be. distributed in accord- 
ance with: trade arrangements made‘'or to-.be made by éach coun- 
try‘with Denmark. iny exportable supplies not lifted as 
scheduled, ‘or for which purchase or.shipping arrangements are 
tiot, made’, wild be lifted-by the UK. -i.11 deliveries will be 
“takén into consideration by the Combined Food Board in, making 
total allocations to the countries concerned. UNRRA will par- 
ticipate in the arrangements y which are for the period ending 
December 3i, 1945, : 


It was reported that trade agreements involving food 
supplies have bcen or are being negotiated by Denmark with 
Norway, Sweden, France, Belgium, Netherlands, Poland, Russia 
and perhaps with Czechoslovakia, 
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US ACQUIRES vast ‘AliOUNT “OF GERMAN How US experts picked 
TECHNICAL SKILL AND "KNOW HOW" . the brains of German 


scientists and industri- 


alists is the story of 


TIIC (Teehnical Industrial Intelligence Committee), created 
nearly a year ago by Joint Chiefs of Staff directive and re- 
cently absorbed by the Joint Intelligence Objectives Agency 


(JIOA), The Department is one of the member agencies, and 
a brief summary of TIIC activities wey be of interest to 
economic officers. 


Subcommittees were formed in the following industrial 


fields: aeronautics, automotive, building materials, chemi- 


cals, communications, food, forest products, general 


industrial equipment, liquid fuels and lubricants, war utili- 


ties, machinery, medical, metals and minerals, railroad, 


rubber, safety and technical ts pas | ship building, sold 


fuels, "and textiles. TIIC screened an 
quests of US agencies -for technical information on German 


coordinated the re- 


processes in these fields, selected targets where information 


might be obtained, and dispatched 318 investigators to the 


Continent to obtain intelligence on German methods. The re- 


sulting information was made available to the US agencies 
concerned, . It is estimated that the overseas field work 


initiated by TIIC will be completed by the end of this year 


and that the Department of Commerce will be the point of 
dissemination of the information to private industry de- 
pending on the downgrading of security classifications by 
the War and Navy Departments, 


The harvest of these investigators has been rich and 
approximately 120 technical reports have resulted while 
between: 450 and: 200 reports remain to be written by in- 
vestigators. ve 


omaeee of the type of useful intelligence obtained 
are: | 


(1) A German method of producing quartz crystals ts 
‘synthetically, Substantially all usable quartz crystals 
intended for electrical oscillator controls is obtained 
from Brazil and to a large extent the communications art 
is dependent upon these crystals for its oscillators. 


(2) A novel form of lathe developed by German engi» 
neers, quite different in theory and design from anything 
produced in this country, performs at ultra high speeds 
the turning of Shanks of bolts to reduced diameters. 


-. (3) German improvements in aeronautics, including 
methods of rocket and jet propulsion, new structural 
shapes of airplane wings and bodies that eliminated the 
necessity of fuselage and the horizontal tail control 
surfaces, 


_...—s—s« (44+) s« German 
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(4) German use of a substitute white bearing metal that 
proved very satisfactory under service conditions in railroad 
locomotive bearings. That substitute contained only ten per- 

~ cent tin instead of the usual 80 percent. 


(5) A new process for coating with a film of 2luminun 
. the reflecting surface of searchlights used in signalling. 


(6) For radio and radar, new types of fixed paper con- 
densers have been found that are smaller and have longer lives 
than condensers of similar capacities manufactured in the US. 


(7) New developments in X-ray, including improvements of 
tubes, an unusual type of flexible cable that withstands ex- 
tremely high voltage potentials, and new types of fluorescent 
materials thet are used as powders to coat fluorescent X-ray 
screens, 


(8) The Germans considered the development of the hard 
carbide cores for armor piercing projectiles as one of their 
outstanding metallurgical accomplishments of the war. New 
methods were developed whereby hard carbide materials were 
subjected to an economical hot pressing process that resulted 
in cores with high densities. As ths war progressed German 
shortage of tungsten resulted in a new grade of hard carbide 
for cutting steel that was considered a suitable substitute 
for tungsten carbide tips. 


(9) Methods for improving the properties of Bessemer 
steel until it would compare very favorably with open hearth 
steel. Development of super-structures for open hearth 
furnaces made from basic materials that hed a longer life 
than previous structures, 


(10) Methods for producing satisfactory synthetic mica. 


(11) Complete sets of drawings and considerable informa- 
tion regarding details of design for forging presses having 
30,000 tons and 15,000 tons capacity. One of the problems in 
the US has been the development and design of iarge forging 
presses. 


(12) New methods for making rayon. 


(13) New processes for developing synthetic fats and 
proteins. 


(14) Processes for making synthetic liquid fuels, in- 
cluding new catalysts which increase the production of high 
octane gasoline, 


(15) New methods for processing very hard types of 
synthetic Buna rubber into tires and other finished goods 
as well as a new type of reinfoicing pigment, an aluminum 
oxide filler, which wes found so suitable for Buna that 
plans have been made to continue its use after the war. 
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TENTATIVE TIME TABLE IS SCHEDULED FOR Discussions with 
STEPS LEADING TO WORLD TRADE CONFERENCE the British on 

| commercial policy 

- questions have 

been continuing this week and final agreement on three out- 
standing points (preferences, cartels and exchange restric- 
tions) is hoped for within the next few days. leanwhile the 
following time schedule has been tentatively set for events 
leading to the World Trade Conference; 


Octooer 29: Final clearance with the British of the 
commercial policy statement, to be issued 
as a US Government White Paper, 


November 3: White Paper dispatched air mail to missions 
abroad, 


November 7: Background conference with Congressmen and 
Senators, 


November 8: Press conference. 


Noven ber 9 and 10: ‘hite Paper delivered to other 
governments by our rissions 
abroad, and to foreign missions 

) in Washington. Background meet- 

ite-@! -: ings in the Department and Com- 

, : merce with business and other 
organizations. 


*- November 11: White Paper in morning papers. 


November 12: Invitations issued to selected govern- 
.. ments to take part in tariff negotia- 
tions in March. Secretary “allace to 
speak to National Foreign Trade 
Convention, 


November 14: Secretary Vinson to speak to National 
Foreign Trade Convention, 


December 12: Public notice of intention to negotiate 
trade agreements with those countries 
which have accepted our invitation to 
the March meeting. Lists of products 
issued on which. US. concessions will be 
considered. 


January 7; Hearings begun before Committee for 
Reciprocity Information on above 
notices and lists, 


The question is still open whether announcement of 
agreement on the British loan should be simultaneous with 
the announcement of the White Paper on Commercial Policy 
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or follow it after a brief interval. The White, Paper 

announcement should precede Secretary “lallace's speech 

on November J2, and the loan announcement should be 

made before Secretary Vinson's speech on November +4 
-. to the foreign trade group. . 


* * * 
| DIFFICULTY IS EXPERIENCED IN OBTAINING FIFTH ‘The rapid 
FREEDOM AIR PRIVILEGES FOR NORTH ATLANTIC ROUTE demobili- 
zation of 
the Air 


transport Command and the increased demand for air trans- 
portation in Europe have emphasized the urgency for ob- 
_taining satisfactory air rights for the three United States 
airlines certificated by the CAB for routes across the North 
Atlantic intc Lurope and extending to the Middle East, In 
. order to establish commercial services into all countries 
on the CAB's route pattern, appropriate rights must be ob- 
tained from thirty-three countries. 


The objective of this Government is to obtain the so- 
called "Fifth Freedom" rights (See July 16 issue of Current 
Economic Developments). Considerable difficulty has been 
encountered in this connection due to the fear of many 
countries that the American services will take away a large 
part of the traffic from the local or regional services. 
Also, the United Kingdom continues its opposition to the 
"Fifth Freedom" objectives of this Government, and:has ex- 
erted pressure on other countries to keep them from con- 
cluding agreements with us. While the final conclusion 
of bilateral agreements with certain countries may have 
to.be deferred until the question of "Fifth Freedom" 
privileges can be satisfactorily adjusted, the Depart- 
ment believes that interim rights can be obtained in 
most of these countries to permit the inavguration of 
American air services on a provisional basis pending the 
eeherete A out of permanent agreements. 








To date the’ US has concluded bileteral agreements 
granting full "Fifth Freedom" rights with Spain, Denmark, 
Sweden, Iceland, Ireland, Switzerland: and Norway. Com- 
mercial'rights have been ’ pranted by Italy and arrangements 
are being made with the military authorities to implement 
them, Negotiations are in progress with most of the other 
countriiés’'on the CAB's route pattern. Some of these coun- 
tries, however, have indicated that we should settle our 
differences with Great Britain before they will be ina 
position to conclude definite arrangements, 


In addition to the bilateral agreements mentioned a 
above, we multileteral "Two Freedoms" agreement concluded 


red 


——. at Chicago 
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at Chicago hes been accepted by all European countries 
not under Allied occupation except Yugoslavia. The 
multilateral "Fifth Freedom" agreement resulting from 
Chicago has been accepted by the Netherlands and Turkey 
(the latter having made reservations) as well as other 
countries not included on the routes to Europe and the 
Middle East. In addition, Pen American Airways enjoys 
limited commercial rights in the United Kingdom and 
Portugal. ate. 


Although we have informed the British that we are 
anxious to have aviation discussions included in the 
finance and trade talks now being held in -’ashington, 
they heave not yet sent experts to participate in these 
discussions. Tne Embassy at London has reported that 
there is still disagreement within the Cabinet on avia- 
tion policy altnough the Government is committed to meke 
Some stetement by November 1. Meanwhile, the British 
have consented to interim operations of United States 
airlines pending a formal agreement, although they now 
propose to limit the schedules to be flown during this 
interim period, 


Negotiations with the French now appear to be in the 
final stages, and it is hoped that an agreement can be 
concluded in the very near future. 


It is expected thet permission for survey flights 
througn United States zones in Germany and Austria will 
be forthcoming and that these may be supplemented by 
authority for scheduled operations. Difficulties have 
been encountered in obtaining transit rights in Hungary, 
Bulgaria and Rumania, and unless these rights can be ob- 
tained in the near future, it may be necessary to divert 
Pan American's Central European group to Italy instead of 
the Balkens, 


DIRECT RADIO CIRCUIT BETWEEN US The British have 
END SAUDI ARABIA AGREED TO BY UK agreed to inform 
Ibn Saud that they 
no longer have any 
objections to the establishment of direct radio circuit 
between the US and Saudi Arabia. 


* *  * 


ge cameron 
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RUSSIA AND US SIGN AGREEVENT The USSR and the US 
FOR GOODS IN LEND-LEASE PIPELINE have signed a formal 

| is agreement covering the 

terms of Russian pur- 

chase of approximately £400 million worth of lend-lease 
goods, including everything which was in the pipeline with 
the exception of military supplies and equipment for the 
USSR war effort at. the termination of lend-lease aid. The % 
terms agreed on are substantially the same as in the origi- 
nal 3-c proposal made to the Soviets last year, including 
the provision that payment will be made over a thirty year 
period, with amortization beginning in the tenth year, and 
with interest payments of 2-3/8 percent on the unpaid 
balance commencing July 1, 1947. | 


Shipments to the USSR which would normally have been 
handled under the sixty day extension of lend-lease freight 
charges were held up until after the signature of the 3-c 
agreement. In view of the fact that the USSR has received 
less favorable consideration in this regard than other 
countries which had either signed such an agreement prior 
to V-J day or which continued to receive aid without an 
agreement, the Department is considering authorizing the 
War Shipping Administration to utilize lend-lease funds 
to cover transport charges for the seventeen ships delayed 
during the 3-c negotiations, 


* * * 


DEPARTMENT RECOM’ENDS STOPPAGE OF LEND- The Department 
LEASE FREIGHT PAYMENTS AFTER NOVEMBER 2 has informed the 
7 War Shipping 
| Administration 
that it cannot find justification for incurring the addi- 
tional expense involved in the extension of lend-lease 
freight payments for an additional thirty. days. The 
Department pointed out that previous extensions granted 
at the reauest of WSA, were not on the basis of the dollar 
position of foreign countries but in consideration of the 
effect of termination of lend-lease aid on US shipping 
interests. 








2k * * 


MARITIME COMMISSION OBJECTS TO DEPARTMENT'S The Department, 


PROPOSED AMEI'DMENTS TO SHIP SALES BiLL having been 
made responsi- 


ble by the 
President for carrying out his legislative program for ships 
sales, prepared a number of amendments to the Ships Sales 
Bill. These removed undue limitations on sale of ships to 
foreign countries and permitted the charter of ships to 
foreign countries. “hile the Maritime Commission has agreed 
to some reduction in floor prices for Liberty Ships as sug- 


geste by the Department, it still objects to chartering US 
s to foreign countries. 
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US HAS DIFFICULTY WITH IRAN IN Although the Iranian 
REGARD TO DISPOSAL OF SURPLUSES Government has pur- 
chased $8 million 
worth of US surplus 
rolling stock and other railroad equipment, the surplus 
disposal problem in that country is by no means settled. 
Iran has, for the past few months, been one of the 
thorniest problems in the surplus disposal field. 


Iran has steadfastly maintained that all American 
fixed installations, which amount to approximately 
$37 million, should be turned over gratis to their 
Government. -They claim this shouldbe done in accord- 
ance with the terms of a "financial accord" between the 
two governments of September 1, 1941. However, the US 
never formally adhered to the agreement and has tried 
in various ways to force the Iranians to take a different 
attitude and come to some sort of purchase terms. The 
Iranians have indicated willingness to make arrangements 
for purchase of movable surplus, but have been adamant 
on fixed installations, 


During the past four months the US has made various 
proposals which were ignored, originally suggesting that 
all fixed improvements would first be offered to the 
Iranian Government at a fair price. An exception was made 
of oil installations which would first be offered to US 
private enterprises, When this suggestion failed to bring 
results ve notified the Iranians that unless they would 
make satisfactory arrangements promptly the US was pre- 
pared to move everything out or rase the installations. 
The matter was especially urgent because of the contem- 
plated withdrawal of American troops which had been 
looking after the property. Such withdrawal would result 
in deterioration and a tremendous US loss. Early in 
October railway equipment was already being packed up and 
readied for shipment. 





On October 14 Ambassador Murray issued a statement 
’ to Iranian newspapers outlining the position of the US 
stating that (1) US troops entered Iran under agreement 
with the Prime Minister but all attempts to obtain a 
written agreement to this effect were blocked by the 
Iranians; (2) the US is willing to negotiate with the 
Iranian Government or with private individuals for the 
sale of fixed and movable surplus items at a fair price, 
in many cases far below actual costs; (3) since the US 
has no need for any but limited amounts of rials received 
from suth sales, the Iranian Government had agreed in 
principle to the conversion of rials into dzilars over 
a period of years but that the Iranians had then declined 
to sign the proposed agreement. He pointed out that the 
US and UK were following the same policies in this respect 
even though they were not acting in concert. 
While 
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While the Iranian Government has now purchased 
¢8 million worth of US surplus rolling stock and other 
railroad equipment and paid for it in US dollars, no 
conversion agreement has as yet been signed, 


State, Treasury and the Liquidation Commissioner 
are at present considering a plan which would call for 
Signing a reconversion agreement prior to November 1 
and giving the Iranians until December 1 to contract 
for sales. Thereafter and prior to February 1, all 
property not sold for which markets exist elsewhere 
would be loaded out of Iran. This approach is based 
on plans for the complete evacuation of US troops in 
Iran by March l. 


DEPARTMENT CONSIDERS Working groups, including officers 
MUNITIONS QUESTIONS from the political and economic 

offices of the Department, are 

studying the question of arms of 
lend-lease origin. The State-\War-Navy Coordinating Com- 
mittee will make the final policy decisions on (1) the 
extent to which the US has made or intends to make com- 
mitments to support foreign countries with military 
supplies for their postwar armies; and (2) determination 
of what arms of lend-lease origin should be recaptured 
from particular foreign nations for reasons of inter- 
national security. 








Meanwhile, the question of surplus arrs is being 
studied. In the past the Army has,as a general rule, 
demilitarized arms before transferring them to the 
Army-Navy Liquidation Commission (ANLC), however, the 
Army is willing to do so without demilitarization. 
This means that the arms are rendered no longer use- 
ful for military purposes and will therefore be con- 
verted to civilian uses or for scrap purposes, It is 
the Department's opinion that the ANLC should not ac- ' 
cept surplus arms without demilitarization unless aware 
of clear commitments of the US to a country. The ANLC 
has been advised to check, with the Army to see that 
these commitments are supplied out of surplus arms in 
a country and not out of production in the US. 


oe + 


PERSONNEL CHANGES IN Charles. Kindleberger, who has 
ECONOMIC DIVISIONS headed up the Department's work 


on reparations in the Division 

of Financial Affairs, has been 
named Chief of the new Division of German and Austrian . 
Affairs, 


John A, Loftus has been designated Chief of the 
Petroleum Division of the Office of International Trade 
Policy, succeeding Charles Darlington, resigned. 
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UK DIRECTS MONTGOMERY TO LPPLY The British have directed 
ECITO AGREEMENT TO GERMANY Field Marshal Montgomery 

to utilize the European 

Central Inland Transport 
Organization (ECITO) in the British zone to the fullest 
extent applicable with the fulfillment of military tasks 
in Germany. “Montgomery has been directed to propose to 
the ACC that ECITO be accorded the right of advising and 
assisting it on all questions coming under its competence, 
particularly cuestions relating to the movement of priority 
‘traffic through Germany and /llied countries or in transit 
through Germany. Similar directives are going to the 
British representatives on the ACC's of Austria, Hungary, 
Bulgaria and Rumania. 


The British believe the proposed directive inappro- 
priate for Italy and that some other procedure must be 
adopted until Italy is in full control of her transport 
and eligible for membership in ECITO. 


_ The Foreign Office has sent copies of the directive 
to US, French and Soviet Governments and expressed the hope 
that the respective governments will send similar instruc- 
tions to their representatives. A similar directive for 
General Eisenhower is being considered now by the Department. 


OUTLOOK IS IMPROVED FOR OCTORER As a result of a meeting 
COAL SHIPMENTS FROM GERMANY of ECITO, representatives 
, of all western european 
railway systems, and US, 
British and French military transport experts, measures 
were taken to improve the transport situation which it is 
understood hes caused the outlook for October coal move- 
ments from Germany to be considerably better than September. 
Feilure to meet the Ruhr coal export program was discovered 
to heave been due to maldistribution of railway wagons rather 
than a. shortage. - 





* * * 


DEPARTMENT CONSIDERING ‘AR The Department, with a view 
DAMAGE RELIEF TC PHILIPPINES to developing a statement 

of policy toward relief of 

war dameges and losses in 

the Philippines, is analyzing the report of a special in- 
vestigating mission which was sent to the Islands by the 
Nar Damage Corporation. The report estimated that total 
war damages and losses in the Islands will approximate 
$800 million and that about 740,000 claims for indemnifica- 
tion will be made. 


ee 
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SIGNING OF TRADE AGREEMENT WITH SWEDEN DELAYED Swedish 
BECAUSE SAFEHAVEN COMMITMENTS NOT FULFILLED repre- 
sentatives 
have been 
‘informed that the US is not prepared to initial the tri- 
'. partite Trade Agréement until commitments have been re- 
ceived from the Swedish authorities on several safehaven ; 
questions still at issue. An interim agreement was 
Signed last July, to be in effect for three months during 
which time the Swedes were to issue decrees guaranteeing 
our safehaven objectives, with the understanding that if 
the decrees did not produce the desired results, we were 
not obligated to perform under the supply terms of the 
agreement. (See July 23 issue of Current Eeonomic 


Developments). 


The Stockholm Legation has furnished a complete 
resumé of the present status of safehaven negotiations 
and emphasized that there were a number of major points 
on which complete agreement with the Swedish authorities 
have not yet been reached; namely, the question of availa+- 
bility of information, the right of access by the Allied 
missions to Swedish interventors in enemy-owned or cone 
trolled companies, and the cuestion of consultation with 
Allied missions on individual cases involving the dis- 
position of enemy property. 


* * * 


GENERAL LICENSE WILL RELEASE The Treasury Department 
DOLLARS FOR CURRENT TRANSACTIONS proposes issuance of a 
general license which 
will remove practically 
all treasury freezing control restrictions on current 
transactions with all countries except Germany, Japan, 
Portugal, Spain, Sweden, Switzerland, Liechtenstein, 
and possibly China and Tangiers. At "the present time 
assets in the United States of all countries of conti- 
nental Europe except the USSR are restricted by Treasury 
regulations as well as those of China, Japan, Thailand, 
and Hong Kong, 


This proposed general license will provide for the 
free use of dollars hereafter accumulating in Italian, 
Bulgarian, Rumanian and Hungarian accounts as well as in 
the accounts of liberated countries. 


The license will not permit debits unless expressly 
authorized to property or income thereon which is pre- 
sently blocked. Dollars accumulating after the effective , 
date of the general license will be available for current 
transactions without further licensing by Treasury. 


PS =e 


x * * 
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STATE ENT PREPARED IN REPLY TO COMPLAINTS FROM! A state- 

US INTERESTS ABOUT STERLING APEA EXCHANGE PROBLEM ment has 
been pre- 
pared at 


the request of the Executive Committee on Economic Foreign 
Policy to assist government agencies in replying to com- 
plaints from US interests about the sterling area exchange 
problem, The fundarental fact is emphasized that the 
dollar pool is a system of rationing and not primarily an 
attempt by the UK, as is often believed, to curtall US ex- 
vorts to the sterling area. 





Origin and Purpose of the Dollar Pool In spite of 
sarge dollar receipts from (a) liquidation of foreign 
capital assets, (b) borrowing abroad, and (c) current 
expenditures <broad by the US, and the substantial as- 
sistance rendered by US Lend-Lease and Canadian Mutual 
Lid, sterling area countries during the war constantly 
eced the necessity for additional dollars to finance 
their tremendous foreign expenditures. As the wer pro- 
gressed, the shortege of snipping and the conversion of 
industry to military production in sterling area coun- 
tries mede it increasingly difficult for them to main- 
tain a level of exports which would earn tne necessary 
foreign exchange. Dollars vere therefore treated like 
any other short commodity and a rationing system intro- 
duced in all British countries except Canada and lew- 
foundlard recuiring that all dollars (and other hard 
currencies) in excess of the amounts needed for imports 
of military end other essential goods, be surrendered to 
centralized control in the UK. Dollars were then 
rationed in accordance with the -elative strategic im- 
portance of tne demands of the individual countries. 
The dollar pocl did not reduce the total capecity of 
the sterling area to import from the US, but it ‘did 
redistribute those imports. 





Prospects for US Exports to Sterling Area Recognizing 
(1) that the searcity of dollars has caused sterling area 
countries to encourage the use of sterling instead of 
dollars, and sterling area products instead of US products, 
and .(2) that it is characteristic of a rationing system 
that purchases and sales must be subject to decisions of 
authorities rather than derand and supply forces, the US 
Government is nevertheless firmly committed to the earliest 
possible elimination of the dollar rationing system. 





However, since ,the obstecles to US exports to the 
sterling area are the result ratrer than the cause of 
present world trade dislocations, dissolution of the 
dollar pool would not solve the basic problem. Total US 
exports to the sterling area must be limited to the 
capacity of that area to acquire dollars. The end of the 
war unfortunately has in many cases intensified the dollar 


shor tage 
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shortage: (1) many goods formerly financed under lend- 
lease will still have to be imported; (2) repatriation 

of US troops will reduce dollar expenditures in the 
sterling area; and (3) the sterling area countries have 
lost a substantial part of their prewar capacity to earn 
foreign exchange due to the liquidation of foreign assets, 
the eccumulation of foreign obligations, conversion of 
industry away from export trades, and the loss of shipping. 
It will be the concern of this government that during the 
continuing period of dollar scarcity such controls as are 
used shall be administered as simple rationing devices and 
not es instruments for the indiscriminate exclusion of US 
products. 


Meanwhile the US is seeking by every practicable means 
to bring about a reduction in world trade barriers and a 
consequent expansion of international trade. ‘Steps toward 
this goul are the recent expansion of the lending pover of 
the Eximbank, the extension of the Trade Agreements Act, 
participation in the Bretton Yloods Bank and Fund, and cur- 
rent discussions with the British preparatory to an Inter- 
national Conference on Trade and Employment. 


* * * 


DEPARTMENT RECOMMENDS ORGANIZATION The United States 


OF JAPAN REPARATIONS COMMISSION should take immediate 
steps to form, under 


its own chairmanship, 
an Inter-Allied Reparations Commission for Japan, according 
to Department recommendstions which are going to the State- 
“ar-Navy Coordinating Committee for approval. The Commis- 
sion should consist of representatives of the Governments 
of Great Britain, the USSR, China, France, Australia, New 
Zealand, Canada, the Netherlands, the Philippines, India, 
and the US. Other nations not members of the Commission 
may be invited to sit with or be provided opportunity for 
full. and adequate consultation with the Commission when 
reparations questions affect their interests. 


Tne functioning of the Commission will be within the 
framework of :llied governmental policies, particularly 
with respect to Japanese standard of livinz and the 
demilitarization of Japan. The Commission will be respon- 
sible for (a) establishment of the general volicies and 
procedures to be followed in handling reparations from 
Japan; (b) determination of what categories of Japanese 
assets both within and outside of Jepan shall be available 


to meet reparations claims; and (c) apportionment of availa- 


ble assets among reparations claimants, 


The 
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The Supreme Commander,-however, shall have the risht 
to delay, temporarily pending a decision by his Government, 
any removal from Japan should such removal be inconsistent 
with the objectives of the occupation. The Supreme Com- 
mander shall be responsible for arranging to deliver 
Japanese assets to appropriately designated claimants on 
the basis of decisions made by the Inter-Allied Fepara- 
tions Commission. 


The initial meeting of the Commission will be in 
fashington, according to the Departrent's recommendations, 
and decisions will be made by a two-thirds majority vote. 


BRADEN WILL REPRESENT US ON INTER- Assistant Secretary 
AMERICLN ECONO'IC AND SOCIAL COUNCIL Spruille Braden will 
be the US representa- 
| tive at the first 
meeting of the Inter-American Economic and Social Council, 
which is to have its seat in “ashington. Emilio Collado 
will be a general alternate and other Department officials 
will represent the US on particuiar committees which are 
expected to be set up. Due to the absence of representa- 
tives of three or four countries in Quebec at the Food 

and Agriculture Conference, the date for the organization 
meeting of the Council will not be set until it is known 
when they can arrive here, 


= 





The Inter-American Economic and Social Council was 
conceived at the Inter-American Conference on Problems 
of Yar and Peace at !‘exico City. It was then agreed that 
the emergency organization known as the Inter-American 
Financial and Economic dvisory. Committee would be replaced 
by a vermanent organization known as the Inter-American 
Economic and Social Council. The organization is to be 
subsidiary to the Governing Board of the Pan American 
Union and serve as the coordinating agency for all offi- 
cial econoric and social activities in the estern 
Hemisphere and maintain liaison ‘vith other related inter- 
national organizations. 


The Governing Board of the Pan American Union was 
authorized to establish the Council provisionally, 
definitive establishment to await the Ninth International 
Conference of American States, scheduled to take place in 
Bogoté in 1946. On August 29 the Governing Board approved 
a resolution providing for the provisional establishment of 
the Council and its internal organization. It was generally 
understood that when two-thirds of the countries had 


appointed 


DECLASSIFIED FOR PUBLICATION IN FOREIGN 
RELATIONS OF THE UNITED STATES 














-12- 


appointed their representatives, the first meeting “ould 
be held, The fourteen countries have now done so and the 
meeting awaits only the conclusion of the Food and Agri- 
culture Conference, 


The US will recommend that the Council operate on 
a basis of five permanent committees:.an Executive Come 
mittee to handle policy ouestions affecting operation of 
the Council and to maintain liaison with related agencies; 
and four technical committees on (1) commercial and 
commodity problems; (2) finance and development; (3) trans- 
portation and communications; and (4) social and labor 
problems, 


The authority of the Council will be limited to 
making recommendations to the governments as to action 
which should be taken. It can call upon the eonomic 
and social divisions of the Pan American Union for 
Studies it needs to have. A chairran and vice-chairman 
are contemplated as well es an executive secretary-general, 
who will also be in charge of the economic and social divi~- 
sions of the Pan American Union. 


After its organization, the Council will as its 
first business consider and act on the more urgent items 
which had been on the agenda of the postponed Inter- 
American “echnical Economic Conference. These items are: 
(a) transition problems affecting products vital to the 
economies of the American Republics; (b) eauvitable allocae 
tion of consumer goods and capital goods in short supply 
in the immediate post-war period; (¢c) problems of infla- 
tion and deflation, including price controls; and (4) 
Blacklist questions, enemy asséts and related problems. 


* * * 


CUBANS WANT ASSURED The Cuban sugar negotiators at a 
MARKET FOR SUGAR IN US meeting last week presented a 
memorandum to the US members 
giving their views of the U5 
proposals, They say that the price of 3.67-1/2 cents 
per cwt. and most of the other terms offered are ace 
ceptable to them, However, they emphasize the importance 
of assuring the future of Cuban sugar in the US market. If 
we cannot assure the Cubans of a share similar to that 
which they have had during the war, they would like a 3-year 
contract, rather than the one-year contract proposed, The 
US group is studying the Cuban memorandum and will prepare a 
reply. An effort will be made to see if the necessary aS- 
surances ean be offered without a 3-year contract, 


x* %*«* * 





» 
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US GOVERNMENT CREDIT CANNOT BE The Department has 
USED TO DEVELOP MEXICAN OIL formulated its 
policy concerning 
the Mexican petro- 
leum industry providing, among other things, that no 
Government loan can be considered for commercial 
development of Mexican petroleum resources, 








It will be recalled that in March 1938 the proper- 
ties of many large foreign oil companies were expropri- 
ated by the Mexican Government. For the last three years 

efforts have been made by the US to encourage a situation 
whereby American and other foreign oil interests might 
again participate in the development of Mexican oil re- 
sources. In view of the political popularity of the 

1938 expropriation, the conversations are necessarily 
delicate and protracted and, at the present time, while 
pre-electoral activities are at a height in Mexico, little 
progress is being demanded of the Embassy in its efforts 
along this line. 


The ‘Department is not supporting any given company 
but is exerting its efforts on behalf of any legitimate 
non-Mexican interest. Moreover, US Government efforts 
are not limited to American interests but include all 
foreign interests, Any limitation of efforts to Ameri- 
can interests might endanger US interests elsewhere in 
the world, The US Government itself will not negotiate 

final arrangements, but is simply trying to develop a 
situation so that non-Mexican interests may themselves 
negotiate with the Mexican Government. 


* * * 


EXIMBANK TO FINANCE The Export-Import Bank has 
COTTON SHIPMENTS established a line of credit 

to finance cotton shipments 

to Italy, Belgium, Netherlands, 
Norway, France, Denmark, Czechoslovakia, China and 
Poland. The arrangement is a result of requests for 
financing of cotton on the part of the Department of 

_ Agriculture, cotton shippers and foreign | governments. 

To initiate the program a sum of : £100 million is being 
allocated which is expected to cover.800,000 bales. The 
terms of the program are 2-1/2 percent interest; repay- 
ment within a maximum of 15 months after arrival and 
acceptance of the cotton abroad; end repayment to be 
guaranteed by approved foreign banks and the foreign 
governments and, where necessary, supported by assur- 
ances regarding provision of dollar exchange. 


The Export-Import Bank will finance 85 percent of 
each agreement, commercial banks 7-1/2 percent and 
shippers 7-1/2 percent, 


* * ee 
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SWISS ARE ADVISED THAT THEIR STEPS TO The present 
UNCOVER GERMAN ASSETS ARE UNSATISFACTORY unsatisfactory 

situation with 

regard to une 
earthing information on German assets in Switzerland has 
been the subject of discussion between our Legation and 
Swiss officials the past few weeks, We feel that there 
has been failure on the part of the Swiss to live up to 
their March commitments for exchange of information which 
would prevent the dissipation of German blocked assets and 
to plug loopholes in the existing federal decrees. 


Meanwhile the Swiss Government and Swiss public are 
showing increasing concern over the adverse effect of the 
continued application by Allied powers of economic warfare 
policies to Switzerland, particularly to the maintenance 
of Allied blacklisting of firms which traded with the Axis 
during the war. At present there are approximately 11,443 
firms still blacklisted in Switzerland, which is a reduc- 
tion of only about 400 names from the list when it was at 
its maximum. A blacklisted company is unable to export, 
and further is prevented from receiving raw materials, 
since the firm supplying such materials thereby renders 
itself liatle to blacklisting. 


Swiss firms have pointed out to the Federal Council 
that because of. the shortage of raw materials many firms 
are on the point of closing and will shortly be forced to 
institute the-.gradual dismissal of over a thousand workers. 
The Swiss press and public opinion generally bitterly 
oppose the black list, maintaining that it cripples 
Switzerland economically which will impede European re- 
covery and react unfavorably on the economy of Allies 
depending on Swiss markets for the export of their goods. 
Moreover, the Swiss say thet the blacklist is being main- 
tained to promote the interests of foreign competition and 
eliminate Swiss firms from world trade. 


Meanwhile, the US early this month indicated to the 
British that.we would agree to their proposal to reduce 
the Proclaimed and Statutory Lists to a "hard core" in 
November and withdraw them completely next May if the 
British agree to accept the hard core list in the Western 
Hemisphere as determined by “lashington. In that event the 
US would accept the list for the Eastern Hemisphere as pre- 
pared by London without conducting an independent review. 





Our Bern Legation, however, has since indicated that 
it is not in favor of the proposed handling of the Pro- 
claimed List in so far as Switzerlend is concerned. The 
Legation points out that the Proclaimed List is the 
strongest weapon the éllies have and now that the war is 
over persons on that list find themselves at a disade 


vantage. Applications are coming in for deletion and 
these applications give us even further information about 


hidden 
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hidden German assets. To reduce the list will encourage 
the Swiss in their dilatory tactics with regard to German 
assets. The Legation feels that an exception should be 

’ made for Switzerland and that the list should be continued 
there beyond the time contemplated and that full publicity , 
should be given to the relention of the Swiss lists and the | 


—— 


reasons. therefore, 


Meanwnile the US has discussed Safehaven matters with 
the Swiss and the French have indicated they will open 
similar discussions soon. The US listed specific sugges- 
tions as to what measures the Swiss authorities should 
take, including furnishing information resulting from the 
census of German assets, penalties for disposal of German 
controlled property, reduction of present exemptions under 
the census decree from 25,000 francs to 10,000 francs, 
establishment of a special tribunal to hear cases involving 
looted property; and declaration of all royalty annuity 
patent. licenses and exploitation rights. 

The Swiss have indicated that the census would be 
completed by the middle of November and said progress had 
been slow because the task was so complex. They promised 
.to consider the suggestions and discuss the matter further 
in the near future. 


QUANTITATIVE LIMITATION ON IMPORTS OF SWISS The inter- 
WATCHES IS REQUESTED BY US WATCH INDUSTRY departmental 
trade-agreements 
organization has 
been considering a request for a quantitative limitation on 
the importations of Swiss watches and watch movements sub- 
mitted by representatives of the American watch manufacturing 
industry. The Country Committee on Switzerland, which is a 
sub-committee .of the Committee on Trade Agreements, has 
recommended that: (1) informal conferences be held with 
representatives of the American watch manufacturing industry 
7, and representatives of the American “’atch Assemblers Associa- 
tion; (2) a formal note be handed the Swiss Government asking 
it to limit the export of watches and watch movements to the 
US during the reconversion period of the American watch manu- 
facturing industry, if it develops from the informal con- 
ferences that such limitation is necessary; (3) negotiations 
with the Swiss be started, looking toward modification of the 
existing agreement by incorporating an escape clause; and 
(4) a survey be made to obtain more accurate information 
oan yg the alleged flooding of the market by Swiss 
imports,, 





The US 
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The US watch manufacturing industry has asked for 

the imposition .of an- import ouota of six million units 
for 1945 end two million units annually thereafter. 
This cuota is requested on the grounds that it is neces- 
sary to permit domestic manufacturers to rcconvert from 
war work with the assurance of a domestic market for its 
product. The trade agrcement with Switzerland, however, 
expressly prohibits the imposition of auotas on imports 
of watches and watch movements, 


The Swiss have indicated that exports to the US 
may reach cight million units in 1945. During the ten 
years before the war, average annual American consumption 
of jeweled watches was 3,000,000 units, of which the Swiss 
share vas about 52 percent. In the war years, United States 
manufacturers were obliged to withdraw from the domestic 
civilian market because of war production demands, and 
Swiss imports incrcased from the 1936-1940 annual average 
of 2,638,000 to seven million units annually. United States 
industry representatives declare that these imports satis- 
fied a large portion of domestic demand for watches, and 
that unlike manufecturers of automobiles, refrigerators, 
radios, étc., who also withdrew from the civilian market, 
they have no backlog of demand to tide them over the recon- 
version period. Moreover, it is asserted that US watch 
manufacturers will have difficulty in regaining their 
former ‘share of the domestic market without restrictions 
on imports, since labor represents 70 to 90 percent of the 
cost of a watch, and since US wage rates are higher than 
those of Swiss workers, 


Representatives of the American Yatch Assemblers 
Association and the American Watch Importers Association, 
as well as representatives of several watch companies in 
these Associations, have protested against the establish- 
ment of any quantitative limitation on the importation of 
watches and watch movements, asserting that the domestic 
market has not been saturated. The Committee for Reci- 
procity Information has held informal conferences with 
both parties. Eech appears to be concerned with competi- 
tion during the next few years from the other party. It 
is expected that the Committee on Trade Agreements will 
make some recommendation in the near future. 


Meanwhile, US manufacturers have been trying to 
obtain from Switzerland watch making machinery which is 
badly needed to replace equipment worn out because of the 
abnormal use made of it during the war. The Swiss refuse 
to allow export of certain machine tools and equipment to 
United States watch manufacturing companies, pointing out 
that the watch industry is extremely important to Switzer- 
land and it is the responsibility of the Swiss Government 
to preserve it. They say that the interests of other 


countries 





— 
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countries will be taken into consideration only to the 
extent that they do not interfere with the means of 
livelihood of such a large segment of Swiss workers. 
This prohibition on Swiss export of wateh machinery 
may lead to manufacture of the machinery in the United 
States, and if production costs are high, the United = 
States industry will press more strongly for quantita- 
tive limitation on imports of Swiss watches. re 


f 


x *  * 


US AND UK MAKE PLANS FOR POST-MESC UK to Set Up Supply 
SUPPLY ACTIVITIES IN MIDDLE EAST Mission The British 
have accepted certain 
US proposals for re- 
vision of their press release on the British Supply Mission 
(Middle East) and will meke it clear that the Mission will 
be active only during a transition period and that it will 
be concerned only with scarce commodities which the Middle 
East necds from British Empire countries and from sources 
in which the British Government can give supply assistance, 


ioparently as a result of Serntor Pepper's unpublished 
report to the President that he found on his recent trip to 
Syria, Lebanon“end Seudi Arebia "unmistakable instances of 
certain officials of the British Government undermining US 
interests and good will in the Middle East", UK Embassy 
officials asked the Departrent's opinion of the press re- 
lease describing the activities of the proposed BSM (ME), 
to be established on dissolution of the Anglo-American 
Middle East Supply Center on November l,. 


It appeared to the Department thet the proposal as 
originaily drafted was a plan whereby the British uni- . 
laterally would take over the functions of the joint MESC, 
though with respect to a smaller number of items, and that 
the tone of the release suggested controlling rather than 
facilitating functions, which would be unfortunate in view 
of the current US-UK negotiations on commercial policy 
objectives. 


US Will Continue Office of Regional Economic Counselor 
Meanwhile an American statement has becn sent to Cairo. 
Prepared in the Department, and based on suggestions from 
the Acting Economic Counselor, it seeks to clarify US supply 
assistance activities during the transition period. It will 
be used first as a statement to local officials and then re- 
leased to the press at an early date simultaneously with 
the british press release, 





The statement says in brief that to achieve the ob- 
jective of an early return to private trading, and to assist 


the 
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the government of the Middle East in meeting the problems 
of transition from wartime to peacetime trade, the US will 
continue for the time being the office of the regional 
Economic Counselor in Cairo which will assist those coun- 
tries in procuring commodities from the US still in short 
supply. The only limits imposed by the US Government on 
US exports, now that the shipping shortage has been relieved, 
will be in shortesupply items, Certain items the US will 
not be able to supply to the Middle East at all, but the 
steadily improving supply situation in the others will 
make it possibile to meet Middle East demands within 
reasonable limits. US diplomatic missions, working in 
conjunction with the Office of the Regional Economic 
Counselor, will handle communications with the local 
governments on imports from the US. 
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PUBLICATION OF US ‘YHITE PAPER ON ~ Publication of the US 
COMMERCIAL POLICY IS. POSTPONED White Paper on Commercial 
Policy, scheduled in the 
, time table reported .in 
last week! S issue of Current Economic Developments for 
November 11, has been postponed indefinitely and will pro- 
bably not occur until overall agreement on financial arrange- 
ments has been reached with the British. Since the last 
meeting of the US-UK main committee on commercial policy on 
October 11, work on the outstanding points of difference has 
becn proceeding at the technical subcommittee level and agree- 
ment on exchange control, preferences and cartels seems 
reasonably certain, 





Exchange Control It has been agreed in subcommittee 
that the trade proposals should include a provision requiring 
the Fund, provided for at Bretton “foods, and the proposed 
International Trade Organization to have a common membership 
and should incorporate by reference the exchange principles of 
the Fund, 


Preferences The draft on preferences the British are 

now clearing with the Cabinet. It provides: (a) that defi- 

nite arrangements should be made for the substantial reduction 

of tariffs and for the elimination of tariff preferences; 
. (b) that as an initial step it should be agreed that reduction 
i in most-favored-nation rates of duty will operate avtomatically 
to reduce or eliminate margins of preferences; that existing 
arrangements should not stand in the way of preference reduc- 
tion and no new préferences should be introduced; and (c) that 
action to eliminate preferences should be. taken in conjunction 
with adequate measures for the substantial reduction of 
barriers to world trade on a broad scale, ‘“‘e are thus ‘not 
asking the British for a unilateral commitment on preferences 
in consideration for financial aid and apart from what may be 
done on tariffs and trade barriers generally. 





Cartsls The UK Cabinet has already approved the draft 
on cartels agreed upon in the subcommittee, which largely 
reflects the original UK proposal for a case-by-case approach 
to the vrablem of restrictive business practices, 





= * * 
USCC OPER/.TION YILL° The US Commercial Company will operate 
CONTINUES UNDER RFC under the Reconstruction Finance Corpora- 
. tion in the sare manner in which it 
| formerly operated under the Foreign 
: Economic Administration. The same administrative framework 
"® «¢ will be maintained, and the present management has indicated 
its interest in revitalizing the Board of Directors as an 


operating entity. This will assure interagency cooperation 
heretofore lacking in the direction of the Corporation. 


* * * 
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-CC GERMANY TO ASSUME CONTROL The Control Council has agreed 
OF sALL GER Al’ ASSETS ABROAD to enact a law vesting and 

marshalling German external 

assets. The Department is 
drafting a note, in conjunction with the British and French, 
to go to all neutral countries, with the suggestion that a 
meeting be held to discuss the application of the law within 
their territories. Although the time and place of the 
meeting has not yet been decided it is hoped that it will 
take place in December. - 


- <_ = 


The vesting law sets up a German external property com- 
mission composed of representatives of all four powers which 
has the authority to vest all rights, titles and interests 
in respect of any property outside Germany which is owned 
or controlled by any person of German nationality inside or 
outside of Germany, or by any branch of any business or 
corporation or other legal entity organized under the laws 
of Germany or having its principal place of business in 
Germany. 


The vesting law is not applicable to assets subject to 
the jurisdiction of the UK, the British Dominions, India, 
colonies and possessions, the USSR, the US, France, and any 
other United Nations determined by the Control Council. 
"Any person of German nationality outside Germany" is fur- 
ther defined to apply only to persons who have enjoyed full 
rights of German citizenship under Reich law at any time 
since September 1, 1939, or have been within any territory 
then under the control of the Reich Government. It shall 
not apply to citizens of any country annexed or claimed to 
have been annexed by Germany since December 31, 1937. 
Finally the question of compensation for the property seized 
and the disposal of the property is to be determined by the 
Control Council in such manner as it may desire. 


US, UK AND CANADIANS TENTATIVELY UK representatives have 
AGREE TOC ABOLISH CPRB AID CRIB suggested that the Com- 
bined Production and 

; Resources Board. and the 
Combined Raw Materials Board be abolished on December 31. 
This was proposed at a meeting last week, of US, UK and 
Canadian officials. The future of the Combined Food Board 
is to be discussed later. 


The question of what commodity committees should be con- 
tinued to handle short-supply items beyond that date was con- 
sidered, and it was suggested by the British that these 
include rubber, tin, coal, hides and leather, and textiles. 


On 





- 
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On Committee membership, the question of admission of 

Russia was raised and the US representatives indicated that 
we would have no Objection to extending an invitation to 
that country. The British stated they would like to be 

free to invite producers of commodities to sit on allocating 
committees when it seems desirable, They also expressed an 
interest in having some of the committees moved to London. 
These questions will be discussed further. 


CUBANS LEAVE WASHINGTON WITHOUT The Cuban delegates 
CONCLUDING SUGAR NEGOTIATIONS rejected the revised US 

provosal offered last week 

and left for Habana. It 
is hoped that negotiations will be resumed on December 4 and 
an early settlement reached. The final US proposal, while 
recognizing Cuban assistance in solving the critical wartime 
sugar problem and Cuban interest in receiving maximum future 
participation in the US market, states that the US Congress 
will determine sugar policy after expiration of the Sugar 
Act at the end of 1946. Accordingly no long time sugar con- 
tract can be signed at present, , 


The Cubans indicated a willingness to compromise on the 
major point of difference by accepting an agreement to pur- 
chase two crops, rather than the three crops which they had 
been holding out for. Tne US offer was to cover only the 
1946 crop. However, Mr. Harl “ilson, the principal US 
representative, will seek approval by Secretary Anderson of 
an attempt to persuade agricultural leaders in Congress to 
support a twoeyear offer. 


SECRET 


BRITISH OVERSEAS TELECOMIUNICATIONS The British Minister 
TC BE TRANSFERRED TO PUBLIC OWNERSHIP oof Trade, acting on 

the recommendations 

of the Commonwealth 
Telecommuncations Conference, recommended to Parliament the 
transfer to public ownership of overseas telecommunications 
services now operated by Cable and Wireless. This is expected 
to bring about a fundamental change in the organization of 
Commonwealth telecommunications; public ownership of overseas 
telecommunications services of all Commonwealth Governments; 
replacement of Commonwealth Communications Council by a new 
board with wider functions representing all Governments of 
the Commonwealth; and financial contributions by members of 
the Commonwealth for maintenance and use of cable system. 
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STATUS OF SOVIET. AGREEMENTS WITH The US press has been 
HUNGARY AND RUMANIA JS REVIEWED _ greatly concerned: about 

ey : - the Soviet-Hungarian and 
Coviet-Rumanian agreements 
for economic collaboration, which were reported in the 
September 10 and July 2 issues of Current Economic Develop- 
ments, These agreements enable the Soviet Union to obtain 
e preferential economic position in these countries, 


Status of Rumanian Agreement While some delays are 
occurring, it appears that the provisions of the Soviet- 
Kumanien agreement for trade and economic collaboration are 
in the process of being implemented, Oil, lumber, water and 
air transport companies and a joint Soviet-Rumanian bLank 
were .to be established within two months after the signing 
of the collaboration agreement. The oil company was 
actually established on June 17, ‘only a few days over due. 
The water transport company, scheduled for formation June 15, 
was. established July 19. The Soviet-Rumanian Bank was re- 
ported to have been established in July; the air transport 
company on August 6, one month later than planned; and no 
information has been received on the formation of the 
lumber company.. It nas been reported that so far there is 
no movement of any capital equipment from the Soviet Union. 
into Rumania for equipping the joint companies which nave: 
been cstablished. On deliveries of goods under the trade 
agreement, only cotton deliveries by the USSR are definitely 
known to have been made; however there seems to be little 
doubt that the delivery of. Russian: cotton, which .is of good 
quality, will fully occupy the Rumanian spinning capacity 
if the soviets can supply the GUSRSS Soee agreed Cs - 





a 


Status of Hungarian Agreement The Soviet-Hungarian 
agreement has been ratified by the Cabinet but has not yet 
been ratified by the Netional ‘ssembly and the National 
Council, which must ratify it before it becomes effective. 
The President of these groups took the position that the 
proysesenes government is not authorized, to approve it. 

He feels that an agreement determining the economic status 
of Hungary for the indefinite future should be considered 
by the government which will come in after the national 
election, Prime Minister Miklos seid that he will seek 
postponement of final acceptance until, on the basis of 
the Yalta end San Francisco Agreements, the US and UK 
Governments can give their views, He asked for an Allied 
Control Commission decision and support of the US. The 
Fritish informed the Hungarians thet they consider this 
question properly one for submission’ by the Hungarian 
Government to ACC. 





Secretary Byrnes lnst week mede clear thet the US is 
"fully aware of Russia's special security interests in the 
countries of eastern and central Europe." However some time 
ago we expressed to the USSR and the British our interest in 


the 
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the formulation of a program of economic collaboration to 
assist in the economic recovery of Hungary. 


‘The British have reported receiving a reply from the 
Soviets to UK protests regarding the Soviet-Hungarian and 
Soviet-Rumanian economic agreements to the effect that the 
USSR does not consider British interests affected as the 
agreements concern countries located geographically near 
the Soviet Union, 


Meanwhile the US Political Adviser at Budapest has 
discussed with the Hungarian Foreign Minister the effect 
of the Soviet economic agreement on the desire of the US 
for non-discriminatory treatment in commercial and economic 
matters as enunciated in the US-Hungary Treaty of 1925. The 
Foreign Minister feels the question is one for settlement 
among the :llies and said he would welcome information on 
the US standpoint. 


ts INDUSTRIES On October 24 President Benes signed four 
ARE N/TIONALIZED decrees nationalizing Czech industries, 
The first covered mines and other key 
industries, the second food industries, 
the third joint stock banks, and the fourth private insur- 
ance companies. Eech nationalized enterprise will become 
tho property of the Czech state and will be managed by a 
board, headed by a director and responsible to the govern- 
ment. Compensation to former owners will be determined on 
the basis of current market value after deducting liabilities, 


Existing factory trustees and councils are legalized 
end their spheres of activity defined. + factory trustee 
protects employee interests ir enterprises employing from 
three to nineteen persons, while in those with twenty or 
more employees this fuhction is performed by a factory 
council, consisting of three or more members and the same 
number of substitutes cccording to the size of the enter- 
prise. Trustees ana council members are to be elected for 
one year. Rules governing their election will | be the sub- 
ject of a later decree. 


Specifically, fectory councils, who must not intcrfere 
witn mannagement of the enterprises, are charged with pro- 
tection of the economic, sociel, sanitary and cultural 
interests of the employees. They ere entitled to (1) decide 
in conjunction with management on hiring and firing workers, 
(2) participate ‘in adjustment of working conditions, (3) 
control errange ments for the. welfare of the employees, and 
ad supervise’ social and hygienic protection of employees, 


They 
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They are authorized to help prepare and execute commercial 
and production schedules and supervise operation of enter- 
prises from a technical, administrative and economic point 
of view. Enterprises are required to devote at least ten 
percent of thei: annual net profits for the social needs of 
their employees, Arrangements similar to the above are 
being made for industrial combines, CivilService offices, 
law courts, public institutions and corporations. 


UNRRA BILL PASSES HOUSE WITH The House last ‘week otested 
A FREZ-PRESS A™ENDMENT ADDED a bill to make $550,000,000 
additional available as "the 
United States share of the 
UNRRA program, but only after an amendment was added pro- 
viding that these funds should not go to help countries. 
where the Amcrican press was prevented from reporting on 
the use of the funds. The amendment is contrary to ‘tate 
Department policy. Secretary Byrnes wrote a letter to the 
Chairman of the House Appropriations Cormittee before the 
bill was passed stating that suggestions for such an amend- 
rent were undesirable because, in his opinion, the UNRRA bill 
was not an appropriate means to seek this objective and that 
it would make use of relief funds for political purposes. 
The bill will be considered by the Senate soon. 


- American Deputy Chief of Czech UNRRA ‘lission Named A 
US citizen has been appointed to act in the temporary capacity 
of Deputy Chief of the Czech Mission of UNRRA. As Deputy _ . 
Chief he will heave supervision of UNRRA personnel who distri- 
bute UNRRA supplies and will report not only to the present 
Chief of Mission, a Soviet citizen, but also independently to 
the Director General in “eshington. The Deputy Chief's 
assignment will. be (1) to assist the Chief in reorganizing 
and strengthening the Mission, and (2) to see that UNRRA 
supplies shipped to Czechoslovakie receive the widest and 
most equitable ‘distribution possible. 





UNRRA in Hun ungar y There is no indication that UNRRA will 
go into Hu Hungary or that any funds will be made available for 
this purpose. (See Current Economic Developments, October 15) 











RUSSIANS AGREE TO INFORMAL . The Soviet authorities have 


TELECOMMUNICATIONS | DISCUSSIONS agreed to the US proposal to 
hold preliminary talks on 


teleconmunications matters 
before a general conference is held, 


Eo eS 
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FAO CONFERENCE AT The Food and Agriculture Organization, 
QUSBEC IS ENDED first of the new international bodies 

to be established, came into being at 

Cuebec during the past two weeks, with 
thirty-seven member countries. The first session ended 
November 1. Sir John Boyd Orr, world-famed scientific 
nutritionist and rember of the British Parliament, was 
elected Director-General for a term of two years, Also 
elected were fifteen members of the executive committee 
to fill terms of from one to three years. Permanent head- 
guarters will be at the same location as that of the United 
Nations Organization. Pending a decision on UNO, temporary 
headquarters will be in Yashington. It was agreed that 
regional offices were necessary and the cuestion of location 
and number of these offices is under study. 


The Conference was considered highlv successf"l and 
it appears that the Organization is off to a propitious 
start. Keen disappointment was felt, however, when the 
Russians reported the USSR would be unable to join the 
Organization until further study had been given to the 
"organizational forms." They also stated that time was 
needed to consult with those Soviet Republics which are 
large producers of agricultural products and agricultural 
raw materials. Some of the Russian representatives cone 
tinued to attend the first session as observers and the 
way was left open for the Soviets to sign FAO's charter 
at a later date. 


Organization The first session was organized in 
accordance with the recommendations cf the Executive Com- 
mittee of the Interim Commission and had two commissions: 
One on policy and program, with committees on nutrition, 
agriculture, forestry, fisheries, marketing and statistics; 
and one on organization and administration, with committees 
on rules and procedure, finance, administrative arrange- 
ments and constitutional end diplomatic questions. 





Discussions concerning organization centered on the 
reiationship of FAO with other international organizations 
and it was decided that: (a) FAO will affiliate with UNO; 
(b) the work and property of the International Institute 
of Agriculture at Rome will be taken over by FAO; (c) all 
material prepared by the Combined ‘Jorking Party should be 
immediately available to FAO and the work should be handed 
over to FAO when the latter is adequately set up to handle 
it; and (d) close relationships should be maintained between 
FAQ and other international or regional organizations in re- 
lated fields. 


Marketing The Marketing Comrittee stated that market- 
ing is the crux of the whole food and agriculture problem. 
It is the link between producer and consumer and should 


provide 
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provide the solution to the twin objectives of giving 

improved nutrition to all consumers and to furnishing < o 
producers with an adequate return for their products. 

The Committee recognized that primary responsibility 

for commercial and commodity policy lies with other 

international organizations but states that provision 

‘should be made by FAO for establishing and maintaining 

close liaison with such organizations and for FAO as- 

Sistance in formulating policies relating to food and 

agriculture, 


Agriculture The Agricultural Committee outlined 
FAO's objectives and recommended activities to be under- 
taken in the fieldsof rural social welfare; development 
and conservation of soil resources; education, extension, 
and exchange of technical and scientific information; 
integration and coordination of agricultural progrars and 
policies; and agricultural credit. Needs of special areas 
were elso considered, such as areas devastated by war, and 
tropical and subtropical areas having special needs. 


Fisheries The Committee on Fisheries recommended 
that en advisory committee on fisheries be established. 
This comrittes also recommended specific measures to be 
taken in conservation and development of fishery re- 
sources; improvement of processing, marketing and distri- 
bution of fishery products; policies for adequate fishery 
credits; commodity arranger ents for fishery products; as 
well as fishery research and exchange of information and 
publications, 





Forestry Among the recommendations made by the 
Forestry Committee were steps to be taken to bring about 
systematic forest management, forest research and educa- 
tion, integration of forest industries and elimination of 
waste, as well as improved conditions in marketing, ex- 
change of information and statistics. The Committee 
recommended thet FAO take steps to call the Third World 
Forest Congress in 1946, 





Statistics The Statistical Committee's recommenda- 
tions include the formation of a strong central statistical 
unit to service ell FAO activities and to be responsibile 
for collecting, compiling, and disseminating recurrent 
statistics, and for promoting improvements in statistical 
techniques. The Committee stressed the importance of re- 
suming publication of internationel egricultural statistics 
which were discontinued during the war. It also recommended 
that a study should be made of the possibility of taking a 
‘rorld census by 1950 or as soon thereafter as possible. 





* > * 
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DANISH SURPLUS CATTLE PROSLE* The Emergency Economic Com- 
’ BE CONSIDERED EY EECE mittee for Europe (ECE) 
_meyassist in solving a serious 
problem with regard to diffi- 
culties in disposing of Danish surplus cattle. The Depart- 
ment has suggested that this is an excellent example of the 
type of problem that should be discussed by ELC. 


The Danes have a surplus of cattle, which they would 
like te dispose of chiefly because feed is high priced and 
in short supply’. anish slaughtering houses are operating 
at capacity at present and the surplus cannot be slaughtered 
there, and shipping difficultics are involved in sending them 


elsewhere. 


The US representative has been asked by the Department 
to suggest to the Danish representative that the matter be 
brought up for consideration by EECH. Possible solutions 
sugzested by the US are: (1) Every vossible means should be 
explored to dispose of cattle to liberated areas. With 
regard to the high prices asked by Denmark it should be 
pointed out that as long as the cattle remain in Denmark 
they will consume large quantities of scarce and high priced 
feed. (2) Failing this, the possibility of shipping cattle 
to jermany, Prague or cther areas for slaughtering should be 
examined, In US opinion, the following should be the order 
of preference: (2) libernted areas or UNNRA; (b) occupation 
forces and displaced persons in Germany; (c) German citizens 
in occupations helping in the rehadiiitation of Europe, such 
as coal miners. 





Question of Coal for Denmark The Denish cattle situa- 
tion is sonewhat complicated by the fact that the Danes will 
have to import German coal. Under the present arrangements 
such coal must be paid for in dollars and this will aggravate 
the alrendy scrious shortage of dollars for purchases in the 
US. The Danes feel that they can hardly be exnected to pay 
in dcllars since tney have a surplus of fish and meet which 
they know is badly needed on the continent and which they 
will be glad to send to Germany in Peynent for coal shipments. 
However, exports of these prod ucts to Germany to pay for coal 
imports sight mean that the Germans would have a higher meat 
ration than liberated arecs. 





Consideration is being given in the Depertment to the 
question of whether any solution can be worked out of these: | 
immediate problems which arise out of dollar shortages. 


ELC Membership Problems Questions regarding member- — 
ship in EECe of the USSR, Italy, Sveden, Switzerland and 
the ex-enemy countries are being discussed by Embassy London 
and UK Foreign Office officials. The Soviets have said they 


will 
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will not join for the reason given during the original 
negotiations that EECE is superfluous because of the 
impending establishment of the Economic and Social Council. 


It is considered desirable eventually to bring together 
in EECE all the countries whether formerly allied, neutral 
or enemy, facing common economic emergencies. Most of 
these problems are shared by Allied end cx-enemy countries, 
While the neutrals face regional commodity shortages in 
comion with the others. While there are good economic 
reasons for including the ex-exemies, there are complicating 
political factors. It is probable that for the present ACC 
Germany will maintain relationship through the EECE secretariat 
and the working party on German exports and imports, and 
through ELCE subsidiary activities. Since Italy will soon 
control its own foreign trade, it will probably be in order 
to admit Italy to =cECE shortly. 


For the time being and at least until there is a 
clarification of the Sefehaven situation, we would not 
favor admission of the Swedes and Swiss as members. In 
particular cases they might be admitted to informal partici- 
pation in technical conferences. 


SECRET 


EISENHOWER REPORTS ON SITULTION IN General Eisenhower, 
US ZONE; PRCPOSHS CIVILIAN AUTHORITY in his third report 

to the Joint Chiefs 

of Staff, declares 
that the social, political and economic objectives of the 
Fotsdam Declaration ere being carried out satisfactorily 
in the US zone. He expressed fears of revolt, however, if 
widespread unemployment persists. General Eisenhower 
attributed the failure in setting up a central unified 
edministration of Germany as a whole to the unwillingness 
of the French who were not parties to the tripartite con- 
ference, to agree to the establishment of central German 
agencies for transport, finances, communications, foreign 
trade and industry, and to the "imperfections in the 
quadripartite machinery as an instrument of government". 
He asserted that food is the main economic problem in the 
US zone and that 60% of the people are living on a sub- 
standard diet that could lead to general malnutrition and 
disease. 


On the troublesome provision for the industrial 
disarmament of Germany, General Eisenhower declared his con- 
viction that a formula could be found in time for payment 
of reparations and the maintenance of a minimum standard- 
of-living for the Germans, notwithstanding the report of 
economic experts who recently held this to be unworkable. 
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In a ltter to the President, Eisenhower proposed the 
ereation of an independent civilian agency to assume US 
share of control over German Government. The President 
stated that he, State and Yar were in agreement on the 
principle of separation of occupational and governmental 
responsibility. He also stated that the head of the civil 
government would be responsible to the President. 


UNRESTRICTED 





INTERII! CONTROL MAY BE SET UP The Austrian provisional 
FOR AUSTRIAN DANUBE governnent intends to 
request the ACC Austria 
to initiate action to 
reopen the Danube to the Black Sea as an important element 
in the revival of economic life of Austria. US authorities 
consider this will offer an opportunity to effect an interim 
organization for control of the Danube within Austria and 
raise again the question of international regulation of 
the Danube throughout its length. 


SECRET 


REPARATIONS STATS FOR The Fresident announced November 1 

JiiPAN TO LuAVE SHORTLY that Ambassador Pauley and his staff 
were to leave for Japan sometime 

oft early this month for the purpose of 

developing a reparetions program for Japan. Accompanying 

‘ir. Pauley will be Lt. Col. G. S. Carter, Chief of the 

Secretariat; Dr. /.rthur G. Coons, Special Adviser; 

Josiah &. DuBois, Counsel and Financial Adviser; Luther E. 

Gulick, Adviser on Government and Administration, 

Commander J. P. Hurndall, Resources Consultant; David R. 

denkins, Agriculture Economist; William Green Johnston, 

Industrial Consultant; and ifartin T. Bennett, Industrial 

Engineer. (Mr. Bennett was listed as going to Germany 

with the /llied Commission on Reparations in the October 22 

edition of the Current Economic Developments. His place in 

the German reparations group as Chief of the German Economics 

team has been taken by Moses ibromowitz.) 





UNRESTRICTED 
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SUMMARY IS GIVEN OF Since recent legislation was passed 
EXIMBANK ACTIVITIES increasing the lending powers of the 

Export-Import Bank, credits totalling 

$130 million have been signed for the 
Netherlands, Denmark and Mexico, Credits totalling $122 
million have been approved by the Board of Trustees and agree- 
ments are pending signatures for Norway, brazil, Chile and 
Ecuador. Negotiations are under way for credits totalling 
‘769 million to Belgium, France, the Netherlands East Indies, 
Greece, and additional loans to Ecuador and Mexico. Appli- 
cations totalling £2,795,000,000 have been filed by 
Czechoslovakia, Yugoslavia, Turkey, Poland, China, the USSR 
and Belgium. 


In many cases the credits are to bridge the gap between 
the cessation of lend-lease shipments and the establishment 
of the International Bank proposed under the Bretton Woods 
agreements. Others are for specific developmental purposes. 
In conjunction with the credits, the US is endeavoring to 
promote its commercial policy and in many instances a clause 
to that effect is a part of the credit agreement. 


The Netherlands A $50 million credit to the Netherlands 
for reconstruction purposes was concluded in Washington 
October 31. This is in addition to the *50 million credit 
signed September 22 made under the 3 (c) provision of the 
Lend-Lease Agreement for the purchase of pipeline goods in 
the US. The reconstruction credit is for a 20 year. period 
with interest at 2 1/2 percent for the first ten years, 
three pereent for the next five years, and 3 1/2 percent for 
the last five years. 








Denmark A credit of ‘20 million has been signed with 
Denmark to finance importation of American products. The 
credit runs for 20 years, amortization to start after five 
years with interest et 3 1/2 percent. 


Mexico A credit of $10 million has been signed with 
the Mexican Government for highway construction materials 
and equipment and another $20 million credit is under nego- 
tiation with the Federal Electric Company for federal power 
equipment. 


Norway The Board of Trustees has approved a £50 
million credit to Norway but the agreement is not yet signed. 
Thisis for the purchase of US agricultural and manufactured 
products. The credit runs for 20 years, amortization to 
start after 5 years with interest at 3 1/2 percent. The 
Norwegian Government has indicated that it is opposed to 
the provision that 211 goods purchased with the proceeds 
must be carried in American ships, a requirement imposed by 
Congressional Act. The Board has also approved the cancella- 
tion of Norway's outstanding balence of an olc credit 
amounting to $9,773,388. 


| a Chile 
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Chile The Roard of Trustees has approved a credit of 
$28 million for steel mill equipment and £5 million for pur- 
chase of power equipment. The agreement still awaits 
signature. , ; 


Brazil A credit of $38 million dollars has been 
approved ani and only awaits signature to Lloyd Brasileiro for 
cargo steamers.: 


Ecuador One million dollars has been approved for 
engineering services for Ecuador. This will pay for the 
services of an American firm to work up projects and give 
engineering advice. Meanwhile negotiations are under way 
for $19 million for purchase of US materials, equipment and 
services. The Government of Ecuador originally requested 
a ¥2O million credit to be guarantted: by the returns from 
the Galapogos Island. The Bank is willing to consider the 
credit on the condition that we reach an agreement on the 
Island negotiations. In the meantime, the $1,000,000 credit 
has been approved. 7 , 


Belgium As a part of the recent discussiors on finan- 
cial and commercial policy questions with the Felgians an 
agreement was reached and approved by the President whereby — 
Eximbank loans of {100 million would be arranged. Of this 
amount, £55 million is to cover lend-lease requisitions 
presented but not acted on prior to V-J Day and negotiations: 
are procecding towerds its conclusion. The other {45 
million credit is fill considered as in application status. 


France The Board of Trustees of the Eximbank have 
approved in principle the extension of a line of credit to 
France amounting to $550 million. Embassy Prris recommends 
that the granting of aid be contingent on satisfactory action 
by the French Government on commercial policy, exchange con- 
trcels, taxation of foreign investments in France and tele- 
communications and petroleum problems. 7 


Netherlands Fast Indies Negotiations are uncer way with 
the NEI for a credit of £100.million. The loan would be 
guaranteed by the Netherlands Government, and the terms would 
be the same as the Norwegian and Danish credits. 





Greec> The Greek Ambassador has supmitted a request and 
negotiations are underway for an immediate Export-Import Bank 
eredit of “25 million. Specific technical data and require- 
ments have been submitted. Ina letter to “Ir. Crowley, the 
Greek Ambassador pointed out that this iequest does not mean 
the withdrawal of e former request for a iotal credit of 
~250 million. The US has asked for a detailed program out- 
lining the use. to which funds would be put. 





USSR 
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USSR Russia hes epplied for a credit of $400 million 
to cover lend-lease requisitions presented but notacted ‘on 
prior to V-J Day. While Russia did not sign the: 3 (c) pro- 
posal made to ther last year, a similar arrangement was made 
and signed last month under which they are authorized to 
make these purchases. The $400 million application: is to 
furnish funds to cover this pipeline material. 


China When lr. Soong was in Washington recently he 
talked with Mr. Crowley concerning a $560 million Eximbank 
credit and application for this amount has now been received. 
Mr. Soong is believed to have secured the general approval. 
of the President to this amount. 





Czechoslovekia A Czech application for ¢300 million . 
has been delayed until that country's program on nationali- 
zation and treatment of American property, is clarified. 
However the Bank is ready to discuss financing shipment of 
raw cotton so that mills can begin operations. 





Yugoslavia An epplicetion for $300 million credit has 
been received. 


Turkey The Turkish Anbagse dor has presented a note to 
the Department requesting consideration of a $500 million 
Eximbank credit. 


Poland. Applications have been received for $190 
million immediately plus {500 million eventually. The Depart- 
ment in September outlined to Ambassador Lane its position 
with regard to Eximbank credits to Poland. While it is 
realized that certain restrictive trade measures might be 
necessary for the next several months, Poland should look 
forward to a policy of multilateral foreign trade, free 
capital movement on the basis of non-discrimination, .and 
equal treatment to foreign investors. Poland should give 
assurances that it will avoid new barriers to trade. 


VIEWS OF PARTICIPANTS DISCLOSED AT The first plenary 
ALLIED REPARATIONS COMMISSION MEETING session of the Allied 
Commission on Repara- 
tions was held October 30. 
The discussions brought out the British position that distribu- 
tion of shares should be based on political considerations 
rather than statistical data, that the French claims were 
excessive ard that the unwillingness of any participating 
nation to take an alloted percentage share from one reparations 
source should not entitle it to a larger percentage from another 
share, The US remained firm in its position that no further 
discussion of shares should tale place until data is compiled 


and 
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and made available. It was evident that the British pre- 
ferred the limitation of discussions to assignment of shares 
in removals and evidently “eley, the British representative, 
hoped that a quick decision could be made on US, UK, and 
French shares without much reference to data submitted. 


General arrangements were discussed and agenda were 

decided on for future meetings: first, determination of 

. percentage quotas; second, arrangements for the November 9 
meeting; third, organization and functions of Inter-Allied 
Reparations agency; fourth, interim deliveries; fifth, 
restitution; sixth, external assets. It was decided that 
the USSR should not be invited again to participate as an 
observer in the November 9 meeting, 
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Korean Neationel Life Disrupted by Establishment 
“of Two Zones = - e+ See ee eee he ee eee ee 


SYNCC Subcommittee Formulates. Policy Regarding . 
Displnced Persons in Japan--+-*-*+-+-+-+-+-+-- = 

Neutral Nationals. .-. 
United Nrtions. Netionals ; 
Non-Jaepanese Enemy Netionrls. — 
Formosan-Chinese and Koréans 
Return to Homes in Jepan Ba 
Responsibility of Jspanese Authorities ,. 
Political, Recieal end Religious Prisoners 
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CLAY AND MURPHY REQUEST URGENT CLARIFICATION General Clay 
FROM DEPARTMENT OF THREE OCCUPATION PROBLEMS and Ambassador 
: Murphy in dis- 
rao | : cussions with 
Department officials have requested immediate decisions on: 
‘(1) the amount and character of reparation removals, (2) the 
development of administrative machinery for the interzonal 
treatment of Germany trade, finance and transport, and (3) 
the relation of restitution to reparations. 


Amount and Character of Reparation Removals General 
Clay pointed out that it was of the utmost importance for 
him, in fixing the level of German peacetime economy on 
which reparation removals are to be based, to know this 
Government's attitude towards the French proposal for the 
internationalization of the Ruhr-Rhineland. For if the 
Ruhr-Rhineland is to*be separated from Germany and trade 
from this region is to become international, the shape of 
the German peace-time economy to be planned for, will be 
altogether different. General Clay was informed that dis- 
cussions with the French on this cuestion are to be held in 
a very few days. He explained that it was essential for 
him to have the US views as soon as possible so that work 
might proceed with the determination of the amount and 
character of reparation removals, which the Berlin proto- 
col requires be finished by February 1946, 





Central Administration of Finance, Trade and Transport 
After reparation, General Clay stated that the most t pressing 
problem confronting the +CC was that of creating centralized 
machinery for the operation of German finance, trade, trans- 
port, and industry. All attempts to create this machinery 
have thus far faiied due to the opposition of the French. 
Clay declared that the USSR believes the French are re- 
ceiving tacit support from the British and the US in this 
position. ‘Mr. Clayton made it clear that the US does not 
support the French. It was apparent, however, that the 
Department has not brought pressure to bear on the French 
to accede, 














Relative Position of Restitution’ and Reparation General 

Clay also asked the Department for a definite indication of 
the relative priorities between restitution and reparation, 
in connection witn plants already declared eligible for repa- 
ration. He said that he would prefer to see restitution 
distinctly inferior to reparation in this connection. His 
- preference for reparation over restitution, he said, was 
based on the same considerations as the Soviet position 

that countries whose capital equipment was destroyed to pre- 
vent it from falling into the hands of the enemy or in heavy 
fighting, would be penalized if restitution were to take 
priority. 
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Russia’ Has Cooperated in Implementation of - Berlin 
Protocol The question of the cooperation of the USSR in 
the implementation of the Berlin protocol was raised and 
General Clay said that the Russians had shown no evidence 
of unwillingness to collaborate with the other powers in 
- operating Germany as a single unit both economically and 
politically. In such matters as land reform the USSR was 

- acting unilaterally but. so was the Commanding General USFET. 
As for the positions taken by the USSR in the Control Council, 
Clay stated that they had ‘blocked no more than two or three 
‘papers and that the record of the other seougyeng ponare was 
certainly no better. “yr Pau itt 


- 


Economic. Conditions. in German ny In response to ques-- 
tions asked by Mr. Clayton, General Clay reported that 


economic activity in Germany is still extremely limited due 
to the shortage. of coal and the difficulties of. transport, 
lie does not believe thet tt will be possible to meet the 
terms of the directive on coal exports. A considerable 
portion of the difficulty lies in transport. The British 
did not succeed in clearing the lower Rhine in time for 
navigation which the approach of winter now makes impossi- 
ble. In rail transport the shortage appears to be: cars - 
rather than locomotives and he asserted that gains. in cars 
derived from the curtailment of redeployment needs are being 
offset by restitution. General Clay had some reservations 
about the desirability of restitution since he understood 
that the Germans had encouraged the manufacture of cars in 
occupied territories, 





DEPARTMENT CONSIDERS ALLOWING The Department is consider- 
BUSINESSMEN TO GO TO GERMANY ing relaxing restrictions 
| | against American businessmen 
| going to Germany. At present 
no American businessmen have been permitted to visit their 
erman properties except for a few technicians requested by 
the Army to aid in supplying services or in producing com- 
modities acutely needed. Factors that might be used in. 
determining priorities among applicants are also being con- 
sidered. 


Any decision to relax: restrictions would not constitute 
a modification in basic policies with respect.to reparations, 
denazification of German industries, Sefehaven proceedings, 
evoidance of international-cartel agreements, and expedi- 
tious settlement of German economy by the Control Council. 
Hence, businessmen would be required to have the appropriate 
Treasury licenses defining the scope and limits of their 
activities in Germany. Upon receiving passports, they would 
be briefed in Allied and American policies and the military 
zone procedures, Any entrance into zones other than that of 
the US would depend on future negotiations between zone com- 
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Policy in regard to treatment of American property in 
Germany has not: been announced publicly because it is still 
in the process of formation, through the considerations of 
the Allied Reparations Commission and the procedures of the 
Control Council in Berlin. However, there is considerable 
pressure for a public Statement which would define the ex~- 
tent to which it may be removed for reparation payments to 
other countries. Similar questions about policy with re- 
spect to American-owned business property in ‘ustria are 
also being formulated. 


* %* * 


NEW DEVELOPMENTS REPORTED ON USSR-US A reply has been 
PROBLEMS IN HUNGARY AND RUMANIA received from the 
USSR to our repre- 
sentations on the 
Soviet-Hungarian economic collaboration agreement. It is 
similar to the reply received by the British and reported 
in last. week's issue of Current Economic Developments. 
The Soviets see no foundation for our uneasiness since the 
aevelopment of Soviet-Hungarian economic relations springs 
naturally from the mutual economic interests of two neighbor- 
ing states. This economic collaboration contains no element 
of discrimination against third countries. The USSR does not 
agree with the conclusion that economic agreements should be 
postponed until the peace treaty is concluded since the 
Hungarian economy is upset and needs help. Since the chiefs 
of the three governments at the Berlin Conference considered 
it expedient to act independently in extending recognition 
to Hungary, the conclusion of economic agreements with 
Hungary should not be postponed until after the peace treaty 
is signed. The note points out that although no peace treaty 
with Italy has been concluded, this does not impede develop- 
ment of economic relations between the US and Italy. 


_ Apparently the Soviets are confusing, in their refer- 
ence to US activity in Italy, the trade agreements and the 
agreement for collaboration. The US has no particular ob- 
jection to the USSR short-term trade agreements, which have 
much the same objectives as the US Commercial Company opera- 
tions in Italy from the standpoint of assisting in rehabilita- 
tion of the commerce of Italy. However, the US has no ar- 
rangement in Italy as far reaching as the USSR-Hungarian 
agreement for economic collaboration. 


Marshal Voroshilov, Soviet Representative and Chair- 
men of -CC, has denied that the economic collaboration 
agreement was presented to the Hungarian Government by 
ACC and said it has been negotiated between the USSR and 
Hungary. He readily agreed to a request that he refrain 
from pressing the Hungarian Government on behalf of the 
ACC to ratify the agreement. 


Rumanian 
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Rumanian Oil Eauipment Still a US-USSR Problem fThe 
fourth meeting of the American-Soviet Oil Equipment Comris- 
sion was neld October 30 vith little progress. 











The US, last summer, objected to the oil arrangement 
as provided for in the Rumanian-Soviet economic agreement, 
part of the objection being that the Soviets had no right 
to take over as war booty oil equipment that had belonged 
to Americans prior to German occupation. At Potsdam ar- 
rangerents were made for two bilateral commissions of ‘ 
experts, one UK-Soviet and one US-Soviet, to investigate 
the problem of the removal of oil field equipment from 
Rumania. 





At the fourth meeting of the American-Soviet Oil Equip- 
ment Commission the Soviets were informed that settlement of 
cuestions arising from Soviet removal of oil equipment from 
Pumania hinged on (1) Soviet-American agreement as to materi- 
als removed by the Soviets, through comparison of the list 
prepared by the oil company with the Soviet list; (2) ques- 
tion of ownership of material removed; and (3) restoration 
of American-owned ecuipment or replacement in kind after the 
oil company establishes ownership. 


The Soviets tock the position that the cuestion of 
ownership was the basic factor and auvestion of quantities 
secondary. They maintained that the ouestion of ownership 
was raised by the US, which should therefore furnish proof 
of American ownership end that we have not presented such 
proof although the Commission hes been meeting for three 
months, The Soviets do not feel thet they are responsible 
for the delay. They refused the American offer as a test 
of method to supply information on ownership for part of 
the material, insisting on information in all goods ac- 
quired in 1942-44 in order to determine items lifted and 
ownership thereof. Soviet reaction to our pronosal to 
base ownership on Rumanian law was unfavorable and they 
maintain they have no authority to discuss the question of 
restoration. Moreover, they stated that the Americans, 
instead of supplying answers to their questions had made 
new proposals embodying a complete new approach to the 
problem and the question would therefore have to be re- 
ferred to their Government. 


The US representatives have taken the following position: 
(1) the Americans refuse to accept the principle that the 
burden of proof es to ownership rests on the US maintaining 
that it is a». vrocal responsibility; (2) the Soviets had 
. asked for information on ownership of all materials whereas 
the Commission's assignment referred to materials lifted 
only;.and (3) US raised the auestion of Soviet's supplying 
a list of materials lifted but received an evasive answer. 


* * ** 
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DEPARTMENT INVESTIGATES PROBLEM OF The Department is 
OWNERSHIP OF AUSTRIAN OIL:PROPERTIES . seeking evidence. . 

ao"  * that American owned 

petroleum properties 

in ‘Austria came under control of the Nazis under duress. If 
this can be established, the petroleum propertiés would not 
be regarded as German external assets and thus would not be 
evailable to Russia for the satisfaction of reparation. claims. 
instead, recourse would be permitted to the United. Nations. 
declaration on forced transfers of property as well as the 
provisions of the Moscow declaration with respect. to Austria. 
Concurrently the Department is seeking an” apgreéeed-definition 
of “German external assets" in eastern Austria which, among 
other’ things, would establish that an Austrian subsidiary of 
a German subsidiary of an Allied company wears the ie 
of thé ultimate parent. This applies particularly - the: . 
present holdings of Socony-Vacuum in Austria. 


A Soviet oil administration for Austria was established 
in early October to supervise oneration of substantially all 
petroleum properties in eastern Austria. With the exception 
of Rag, in which Socony Vacuum is 50 percent interested, and 
the British controlled Van Sickle firm, a Soviet technician 
is installed as director. Soviets have presumably taken the 
position.that all other properties were owned by German in- 
terests during the war and they have now come into Soviet 
possession under Potsdam agreements. Rag and Van Sickle 
firms: which the Soviets evidently place in e special 
eategory of non-German property, are still subject to Soviet 


observation or supervision. 


~ - - 
- 


CZECH ECONOMIC SITUATION The first of e weekly series of 


SHOWS SOME IMPROVEMENT telegrams dealing with economic 
| ‘ developments in Czechoslovakia 


reveals that gradual, but 
noticeable, improvement is taking place in the general 
economic situation. 


Trade irrangements Trade between the Czechs and the 
Russians has been stimuleted by a trade agreement which is 
in operation although not yet ratified. The Soviets are 
shipping iron ore, Buna, hides, gasoline and coal in return 





for cotton and flax reported to be en route from Czechoslo- 


vekia. The Czechs are also negotiating with the French, 
Dutch and Bulgarian Governments for trade agreements and 
are preparing to undertake negotiations with Yugoslavia end 
Belgium, 


Meat and Fat Shortage Recent surveys show a decline 
of 35% in the number of hogs and 7% in the number of cattle 


since 
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since 1935. Accordingly, the, Government- has.-reduced. the 
meat ration. - A reduetion 4m-the fat ration is. believed 
inevitable in view oF the acute shortage. 


Transportation - The opening for. commercial shipment 
of railway lines -in the British and American zones of oc-- 
pa 3 a in Germany hes made -a. noticeable improvement in 
the Czech transportation :situation. As a result first 
shipments of hops are going to the: US. 


| Monetary Sateen Meesures “it is. anticipated that the 
monetary reform measures now being undertaken will bring 
about an.increase in: the labor supply, with a consequent 
increase in production. At present the measures, since 
they have not been implemented, have caused a practical — 
stoppage of business except by persons who want to get 
rid of the old currency. 





DIFFICULTIES ENCOUNTERED IN EXIMBANK "Resolution 17"'a 
LOANS DUE. TO RESOLUTION RE SHIPPING Joint Resolution of 

: t Congress specifying 

2 that goods bought 

free the US through credits made by some lending agency of | 
the Government, must be carried exclusively in vessels of 
the US, has attained great significance in view of negotia- » 
tions and applications for loans from Eximbank totalling _. 
approximately $4 billion (not inclusive of the British loan). 


Protests against the application of Resolution 17 have 
been made by both the Norwegian and the French Governments. 
The Norwegians protest not so much because of the $5 million 
carrying charge involved for Norway but because of the in- 
direct loss to Norwegian shipping that will result from the 
application of the Resolution to other countries’ trade. 


The Maritime Commission has expressed its views on the 
relationship of Resolution 17 to Maritime Commission policy 
in a letter to the Chairman of the Eximbank, It is proposed 
that the US should insist ‘that US goods purchased with ~xim- 
bank loans in all cases be shipped 100 percent in US bottoms, 
"unless the foreign. government involved gives satisfactory 
assurances with respect to reasonable participation by 
American vessels'in the transportation of imports to and 
exports from thet-country. As a rough guide it is proposed . 
thet a minim m of 50° percent participation: would be uséd," 
This in practice would result in the Maritime Commission's 
having the power to allocate cargoes, which power War .. 
Shipping Administration exercised during the war,. There is 
some question as to whether the Maritime..Commission has the 


authority 
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authority to divide traffic with foreign governments, The 
result of such errangements will be the maintenance of high 
freight rates which in the long run will have an edverse 

3 affect on the free flow of intérnational trade, 


The Department is at present considering the best 
method of obtaining the meximum amount of administrative 
frecdom in the application of the Resolution. It is felt 
that any attempt now to have Congress repeal the resolution 
might result in an even tighter legislative directive. A 
review of the history of the application of Resolution 17 
reveals that there have been many individual waivers which 
heve been couched in terms of one of the exceptions included 
in the resolution, primarily ‘non-availability of shipping | 
and rates. These exceptions though numerous heve not sube -..22.. 
stantially modified the principle. It is believed, however, 
that an interpretation by the Attorney General in 1934 sets 
up enother means by which waiver may be ettained. The 
Attorney General declared that Public Resolution 17 can be 
interpreted as a "rule of guidance" rather than..a mandatory 
law, to ba.applied, "if it is feasible to do so as to which 
I suggest that the views of the Shipping Board Bureau" (now 
the Maritime Commission) "in each instance also be obtained," 
The Department is considering drewing up a criteria of 
feasibility for the Executive Committee on Fceonomic Foreign 
Policy to pass on. which would guide the Eximbank in drawing 
up the: loan contracts, 


* * * 


CANADIANS SEEKING INCREASED All Canadian Trade Commissioners 
TRADE WITH LATIN AMERICA in Latin America are being called 
to Ottawa for 2a conference 
: during the latter part of 

November to map ovt a broad and vigorous program of peacetime 

trade promotion in Latin America. The conference will.cover 

the whole field of trade promotion, including consideration 

of existing trade opportunities, tariffs, exchange, shipping, 

advertising and publicity. Canadian exports to Latin American 
: countries have increased by 70 percent and imports from those 

countries by nearly 400 percent over the prewar period. 
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UK AND US OBJECT TO CERTAIN PARTS OF Comments or 
SWISS-ITALIAN TRADE AND FINANCE TREATY clearance is 

F awaited from . 

London on a . 

draft of identic notes. - ‘be handed to the Italian Govern- 
ment by the US and UK disapproving ¢ertain parts of the 
Swiss-Italian trade and finance treaty of August 10. This 
action will be in accordance with present directives re- 
quiring -the Italian Government to submit to the Allied ‘ 
Commission for approval any agreements providing. for the 
settlement of pre-armistice debts (See page 3, Current 
Economic Developments, October 15). | . 





The notes will state that the US and UK do’ ‘not approve 
the provisions relating to the recognition or settlement of 
debts contracted during the period of hostilities between 
June 10, 1940, and September 8, 1943, Ye are not. raising 

_ objections, however, to use of part. of the proceeds. of cur- 
‘rent exports to Switzerland for the-settlement of pre-war 
debts on the limited basis provided in the REPOS Ds 3: 





The notes will state also thet it is noped that the. 
unobjectional features of the agreement can. be put into — 
effect. It is also requested that the Italians reach a ~ 
clear understanding with the Swiss: ‘that the agreements. - 
are subject tg revision as: soon as multilateral:arrange-.- 
ments or ‘other conditions permit the. elimination of the 
clearing and guota provisions -which “ane contrary to our 
general commercial policy objectives. — 


Meanwhile Embassy Rome is being instructed to bring 
to the attention of appropriate Italian officials US 
commercial policy principles with particular reference to 
their application to the terms of the, Italo-Swiss agree- 
ments. The Italian Government should specifically indicate ‘ 
_, the temporary nature of certain interim measures which it 
~heas had to resort to in order to revive Italian foreign 
trade and which are contrary to sound long-term commercial 
policy objectives. The Italian Government should not make 
use even temporarily of discriminatory practices tending 
primarily to foster uneconomic industries or impede the 
reestablishment of Italy's foreign trade on a permanently 
healthy and expanding basis. 





Specifically censured are all import-export price 
adjustment schemes, especially the compensation fund pro- 
vided for in the Italo-Swiss agreement; bilateral clearing : 
arrangements, barter arrangements, and import and export 
quota systers, although it is recognized that under present 
conditions these devices may be necessary to revive Italian : 
trade quickly; end discriminatory import and export licensing 
and foreign exchange control. 
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US SUGGESTS ALLIED CLiIiis The US Government. has expressed 
COMtISSIOF FOR SIAM... --- to the UK Government the - view 
‘ mete | that Siam cannot provide a rice 
levy of 1,500,00C tons and also 
pay full compensation for all demeges done to Allied property 
- interests during Jepsnese occupetion without serious adverse 
efccts' upon the Siamese economy, For that rerson the Depert- 


ed to pass om claims, determine Siamese capacity to pay, and 
to determine the type and allocetion of compensation. “Je 


in kind and that the Claims Commission should determine the 
clloection of the rice. - 


History of the Siem Rice Proposals Last June the British 
proposed that en exclusively British group should serve es 
sole procurement agency for rice in Siam, but that the rice 
procured would be subject to allocstion by the Combined Food 
Board. At thet time reports were thet Siam hed two million 
tons of rice aveilable for export. 











The US disapproved of an exclusive British purchesing 
mission end the UK then recommended a combined Anglo-American 
rice unit, but proposed to require the Siamese to accept such 
2 unit ond a number of fllied controls of their economy as 
e pert of an Allied military agree ent. As the US was not 
et wor with ‘Sian, it could not take part in such an arrengerient 
which wes in the nature of terms imposed on a defeated eneny. 


We epproved of the Anglo-American rice unit for the in- 
mediate period of shortage, if acceptable.to the Siamese, ‘Ye 
clso edmitted the right of the British to denand a certain 
amount of rice as wer indemnity but disclaimed eny US interest 
in receiving a shere of thet rice. However, we made our pos- 
ition clesr on the fact that all rice ex orts from Siam should 
be subject to Combined Food Board Allocction, 





4rount of Levy is Questioned There was apparent mis- 

g between t US end UK on the enount of the levy 
which the British would demand. The US assumed. that the levy 
would be adjusted in accordance with the ectucl amount of rice 
eveilable. The British estimated that the levy would total 
et least AT ced gg tons, The original estimates of the anount 


of rice avrilable. were highly inaccurste and reliable estimate 
at this tine indicate that léss han 800,000 tons ere necumulst- 


ed. The proposed British levy would ecuel the full stocks 
_ accumulated during the war, plus «ll-of this year's unusually 
small crop end 2 substential part of next year's crop. We 
believe that this levy would be so burdensoime on Sianese 
econony that it would effect our interests -s well as those 
, of other netions and might seriously hrenper the econonic 
recovery of Siom, 





co 
Ce 


Sismese Rice for the Philippines. Meanwhile, the De-~ 
pertrent has called to the <ttention of the US Commercial 
Company that it is possible to purchase rice in Siam for 
shipnent to the Philippines, where it is urgently needed, The 
CFB hes signed 2 recouriendstion for the interim allocction 
of Siamese rice, of which 15 thousend tons is alloccted to 
the Philinvines, half of which will be shipped ixmedictely. 
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- | sEVERAL DEYELOPMENTS CONCERN US Chinese Company Law The 
~ BUSINESSMEN -QPERATING IN CHINA revised Chinese Company 
| Law (See page 10 September 
| ce a. 10 issue Current Economic 
Develovments) has been approved by the Legislative Yuan 
and eweits finel promulgation by the Executive Yuan. It 
is expected to be enforced from January, 1946, However, 
the latest information is that because certain elemerts in 
Chinese Government believe that the Law as drafted is in- 
consistent with the principles enunciated June 18, 1945 by 
the Supreme Netional Defense Council, the Lew is being 
returned to the Council for its consideration and approval 
prior te promulgation. ' 








Embassy Chungking protested to Chinese officials points 
in the draft law which appecred prejudicial to trade and 
investment relations between the US and China. Chief ob- 
jection was the requirement that a foreign corporation must 
transact business in its country of origin in order to qualify 
for registretion, .This provision was strongly approved in 
the Legislative Yuan and is intended to prevent Chinese or 
foreigners from incorporating companies ebroad to do business 
solely with China. a , 


Under this recuirement a number of Ame “ican companies 
which are considered to do business exclusively within 
China, such as American utilities in Shanghai, will have to 
reorganize as’ Chinese corporations. Those firms which 
- are required to reorganize as Chinese companies*must, if 
they tske the form of limited liability share companies, 
have a Chinese as chairman ofthe Board of Directors, and 
half of the incorporators and directors and one supervisor 
or examiner must reside in China. These requirements concern- 
ing. internal organization will not be imposed on firms that 
ere recognized as foreign corporntions, but such corporations 
will be subject to Chinese law in their external relations 
in China on the same basis as Chinese companies. 





_ Interpretations by Chinese officials indicate that. 
Anerican corporetions, even though orgenized especially for 
busihess in China, will not be required to reorganize as 
Chinese corporations if, in the course of their activities, 
trey buy or sell in their home countries. Thus it has 
becn suggested that American oil‘ companies need not reorganize. 
How far this interpretstion will reach, and whether it will 
cover China subsidiaries of American corporetions which 
drew rew. materials and equipment from this country, remains 





a | to be 
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to be seen. Also, the future status of corporations orgen- 
. ized under the China Trede Act is not entirely clear. 


a 


o (US to Urge Action-on Treety with Chinese The Chinese 
’ Governinent will be asked by Embassy Chungking to indicate 
if possible a tentative date for beginning formal negotia- 
tions for a.treaty of friendship, commerce and navigation. 
i. + This question is becoming increesingly urgent as US business 
interests insist that « mutually setisfectory treaty is a 
i? | necessery preliminary to trading with Chine on any consider- 
’ sole -scele. 








Exchenge Rete on Business Remittances The unreelistic 
exchange rete appliceble to remittances by é#merican business 
firms to their representatives in China has been protested 
through the US Treasury representetive at Embassy Chungking. 
Although a US doller bill brings upwerds of 1000 Chinese 
dollars in the open market in China, the official exchenge 
rate appliceble to business remittances is only 40 Chinese 
dollars to one US dollar. The Chinese at one time offered 
to raise this rate to 500 to 1, but later declined to re- 
effirm this cornitment. 





Government thet unless a vealictic rete is soon provided 
through officicl banking channels, Tressury will have no 
choice but to remove -11 US freezing controls on current 
transactions with China. This would mean, among other 
things, that there would be no US restrictions on transfer 

by an fmericen firm of dollar funds in the United States 

to the 2ccounts of individual Chinese residents who pur- 
chased US dollsr drafts with Chinese ollzrs from the firm's 
representatives in China, There. would clso be no restrictions 
on use of the dollar funds Sy the Chinese recipient. 


Under such circumstances, dollsr drafts would become 
worth almost as much to Chinese buyers‘ as dollar currency, 
‘end Americen businessmen could probebly reslize on dollar 
‘drefts at the rete.of at least 1000 Chinese doilars per 
, US dollar. This procedure would be disadvantageous to the 
-Cninese Government cs compared vith normal remittance 


procedures, whereby the Chinese Government secures dollar 
exchange rether than Chinese individuals. 


™ * * 
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ILO CONFERENCE ENDS; UK DELEGATE Myrddin Evans, UK, was 

IS NEW CHAIRMAN OF GOVERNING BODY elected Chairman of the 
Governing Body of the 
International Labor 

Office. David Zellerbach,employers' delegate of the United 

States, and Leon Jouhaux, "workers! representative from France, 

were elected Vice-Chairmen. Evans succeeds Carter Goodrich 

-- « OF the US and the change is in accordance with the principle 

of rotation of that office which had been abandoned during 

the war. Zellerbach replaces Sir John Forbes-Yatson, UK, ‘ 

who has long held--the post of Vice-Chairman. Robert J. Watt, 

American workers' delegate, was elected to the Workers' Group 

on the Governing Board and Zellerbach is a member of the 

“anagement Group as well as being Vice-Chairman. 


The new Governing Body is composed of thirty-two 
members and functions as the executive committee of the ILO. 
Australia, Brazil, Chile, Lgypt, 'lexico, Peru, Poland and 
Sweden were elected to eight of the sixteen seats held by 
Governments.- The retaining eight Government posts, which 
are not elective, are held by the "states of chief industrial 
importance" -- Belgium, Canada, China, France, India, the 
Netherlands, United Kingdom and United States. 


A Committee of the Governing Body was appointed to 
represent it at the Conference of American States Members 
of the ILO, scheduled for Mexico City about April l. 


The Conference adopted. without substantial change the 
Office's recommendations on minimum standards of social 
‘policy in dependent territories. They cover such aspects 
of social policy as minimum wage fixing machinery, social 
security, hours of work, labor inspection and health and 
safety in employment. The se recommendations, which are 

supplementary to those adopted at the Philedelphia Confer- 
ence in 1944, will be submitted ‘to States Merbers for dis- 
‘cussion and action. First discussion of a draft convention 
on protection of children and young workers occurred in ac- 
| cordance with ILO procedure, 


Among other actions taken at the Conference was. the 
revision of the constitution to sever all ties with the 
old League of Nations and clearing the way for application 
of affiliation with the United Nations Organization. A 
Constitutional ‘VYorking Party was elected to formulate con- 
stitutional changes for ILO admission to ™NO. A recommenda- 
-tion was reported that world trading nations refrain from 
the prewar practice of selling surpluses at vrices ruinous P 
to producers in other countries. 


Italy, Iceland, and Guatemala were all unanimously : 
admitted to membership. Touchiest matter was the question 
of whether or not Argentine delegates should be seated. 7 
The Yorkers' Group at the Conference protested when the 








—— - Argentine 
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Argentine delegation presented its credentials for inspec- 
a tion more than a week after the opening session. The 
British workers' delegate at that time said, "The. purpose 
of the protest is to indicate that workers are not prepared 
. to continue discussion at which the mesence of a fascist 
government is allowed." The Credentials Committee recom- 
mended that the +rgentine workers' delegate be excluded 
from the meeting and this recommendation was: unanimously 
accepted. However, it is reported that the Credentials 
° Committee decided that it had no authority to exclude 
Argentine Government delegates from its meetings, as that 
would be tantamount to expelling Argentina from ILO. Cre- 
dentials were never formally submitted for an employers" 
delegate from Argentina, 
( UNRESTRICTED) 


NO-EXIMBANK. CREDITS TO BE Ambassador Lane has urged that 
GRANTED POLAND AT PRESENT no credit, including the rro- 

as posed cotton credit (See page 13 

October 29 issue and page 13 

November 7 issue of Current Economic Developments) should be 
granted to-Poland pending the elimination of "objectionable 
features" in the present Polish situation. This refers to 
the lack of equitable exchange rate, absence of freedom of 
the press, continued arrests of persons for political offenses 
and uncertainty as to compensation to American owners of 
property in connection with the program for nationalization 
of industry. The =xport-Import Bank has been requested to © 
defer action on all credits to Poland at the present time. 





MISSION FOR ECONOMIC AFFAIRS ith the assumption by the 
ABSORBED INTO LONDON EMBASSY Department of many functions 
of the Foreign Economic 
Administration and other 
agencies, the activities of the Mission for Economic Affairs 
are.: Weenereares to the London Embassy. 


‘Mr. Thomas C, Blaisdell, who has been Chief of MEA, will, 
witn the rank of Minister , serve the Department as US repre- 
sentative on the European Coal Organization, the Emergency 
Economic Committee for Europe and the European Central In- 
land Transport Organization, , 
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KOREAN NATIONAL LIFE DISRUPTED General Hodge reports that 
BY ESTABLISHMENT OF TWO ZONES the division of Korea into 
two zones of occupation has 

; | disrupted national life 

and unless agreement is reached soon on many vital issues, 
“that. the committments of this Governrent and the USSR, that 

all Korea shall be independent in due course, will be ’ seri- 

ously jeopardised. 


Hodge has suggested that the negotiations be started 
immediately with the Russians. Harriman has been instructed 
to approach the Soviet Government with a view to obtaining 
its agreement in principle to the following: (1) Assurances 
of adeouate regular delivery to the American zone of coal 
and electric power; (2) resumption of railroad traffic and 
other means of communications between the two- areas; (3) 
adoption of uniform fiscal policies throughout Korea; (4) 
resumption of coast-wise shipping; (5) orderly settlement 
of displaced persons including repatriation of Japanese to 
‘Japan; and (8) the resumption of normal trade in minimum 
commodities needed in both areas, 


: Harriman has also been informed of specific requirements 
which Hodge considers should be agreed to by the Russians and 
of reciprocal commodities available from the south for the 
Soviet zone. Up to the present no agreement could be reached 
in negotiations between Hodge and the Soviet Commander due to 
lack of authority on the part of the Soviet Commander to act. 


SWNCC SUBCOMMITTEE FORMULATES POLICY The Far Eastern Subcom- 
REGARDING DISPLACED PERSONS IN JAPAN mittee of the State-War- 

Navy Coordinating Com- 

mittee has formulated 
policies concerning the complicated problem of repatriating dis- 
placed persons in Japan. The policies are now in the hands of 
the Joint Chiefs of Staff for approval before transmittal to 
General liacArthur and the interested governments, 


The major policies are that: (a) persons of non-Japanese 
nationality, including Formosan-Chinese and Koreans, will be 
repatriated if they desire as early as possible except such 
persons as are held as war criminals or for security reasons; 
and (b) subject to the general control of the Supreme Com- ‘ 
mander, the Japanese authorities will be held responsible for 
the care, safety and welfare of such persons and for their 
transportation to ports of embarkation. ‘ 


Neutral Nationals ‘ith regard to nationals of neutral 
countries, the policy statement requires registration and 


notification 
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notification of the governments of the location and status 
of. these persons. If they have actively participated in 
the war against any of the United Nations they should be 
arrested... me hat 


: _. United Nations Nationals Civilians of United Nations 
should be repatriated if they so desire, subject to security 
conditions. The policy provides for identification, ciose 
examination and placing in custody or restricted residence 
if the Supreme Commander believes necessary. Any person 
believed to be a quisling should be held for disposition 
in accordance with other directives. 


No person of Japanese race claiming US citizenship 
should be repatriated unless there is conclusive evidence 
that. he consistently asserted US citizenship throughout 
the war period and unless there is no suspicion of collabo- 
ration. Persons of Japanese race claiming citizenship of 
any other nation should be repatriated only upon concurrence 
of the government of such nation. 


Central European refugees from Nazi oppression and 
Italian non=-Fascists should be treated in the same manner 
as United Nations nationals. 


Non-Japanese Enemy Nationals Nationals of Bulgaria, 
Finland, Gerrany, Hungary, Italy, Rumania and Siam should 


be carefully identified, registered and interned or their 
activities curtailed as may be necessary under the circum- 
stances. Diplomatic and consular officials, unless identi- 
fied as loyal to the United Nations cause will be taken into 
honorable custody, investigated and repatriated under speci- 
fied rules, 


Formosan-Chinese and Koreans The Supreme Commander 
should treat Formosan-Chinese and Koreans as liberated 
people insofar as military security permits. They may be 
repatriated if they wish under such regulations as may be 
established by the Supreme Commander but priority will be 
given to repatriation of United Nations nationals. The 
Supreme Commander may direct and coordinate the repatria- 
tion of Formosan-Chinese and Koreans with repatriation of 
Japanese nationals from Formosa and Korea, and arrangements 
for repatriation of Formosan-Chinese should be made with the 
Government of China. Until arrangements concerning repatria- 
tion of Koreans formerly resident in northern Korea are 
agreed upon with the USSR, the Supreme Commander may repatri- 
ate Koreans to the southern portion of Korea. It is esti- 
mated that there are 2,100,000 Koreans and 38,000 Formosan- 
Chinese in Japan, principally laborers. 








Return to Homes in Japan Non-Japanese displaced 
persons having homes in Japan and not held as war criminals 
or for security reasons, should be permitted to return home 
as soon as conditions permit. 

Responsibility 
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Responsibility of Japanese Authorities . ‘The Japanese 
Government will be held responsible for insuring the health, 


welfare and transportation to a port of transoceanic embarka- 
tion -of nationals of United Nations and neutral countries, 

In the: case of repatriates of ex-enemy countries Japan shall 
“stand the expense of transportation to point:of embarkation. 
“ith respect to Japanese displaced persons wanting to return 
to their homes, all responsibility is placed on the Japanese 
Government, subject to oupervision and eenTries of the Supreme 


Commander. 


| Political, Racial and Religious Prisoners — Prisoners 
of non-Japanese nationality found as Jap prisoners should 


be carefully examined and those found detained solely on 

political, racial or religious grounds, should be released 

unless the Supreme Commander decides to hold for security 
. reasons, in which case they should have a prompt'trial. 
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to highlight developments in the economic 
divisions of the Department of State, and 
to indicate the economic problems which 
are currently receiving attention in the 
Department. It is suggested thet copies 
be retained on file, as reference will 
sometimes be made to previously reported 
items to avoid repetition. 
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This document should be treated in accordance with 
current instructions regarding security measures for 
SECRET material. Extreme care should be exercised to 
avoid public or private discussion of the information 
herein with or in the presence or hearing of any person 
not authorizeé to have knowledge thereof. For general 
purposes all classified Foreign Service Officers are 
authorized to have krowlecge of the contents of this 
docurent, responsibility for the safekeering of which 
will be asswred by each recipient thereof. It may be 
retained in protected files or, at the discretion of 
the recipient, destroyed by burning. If not personally 
disposed of by the recipient, he wil] assure himself 
be is burned in the manner prescribed for SECRET 
material, 
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General economic dis- 
‘cussions with the 
_.French.will probably 

ie. : 6 commence around the 

first of the ycar. Monnet, President of.the French Supply 
Council in Washington, now in Peris, is scheduled to arrive 
here this week to discuss the proposed. agenda which is being 
prepared in the Department. fs soon as agreement: is reached 
on the agenda, Monnet will return to Paris to meke prepara- 
tions for the discussions end. will return «bout tie first of 
the year. : . . 


“| ee 
GEND:. IS BEING PREPJRED FOR GENERAL 
ECONOMIC DISCUSSIQ'S VITH THE FRENGH: - 


Commercial Policy and Loan 4zreements In line with 
Departizent recorrendations thet. cOmmercial palicy principles 
be tied to certain Eximbank loan agreements (Sec page 7, 
September 24 issue Current Economic Developments) notes have 
been prepared for exchange between this country and France. 
These notes call for negotiations "on mutually cdvantegcous 
measures directed to the reduction of tariffs and trade 
barriers, and the eliminction of e1l1 forms of discrininatory 
treatment in internationcel commerce, paymcnts and invest- 
ments", The notes provide further that pending the conclu- 
sion of such negotictions, each Government egrees to.avoid 











‘ the adoption of new long-term measures affecting international 


trade, payments or investments which would prejudice the 
objectives of such negotiations consistent with the appli- 
cation of the provisions sf the International Monetary Fund 
.greement. These notes are accompanied by an exchange of 
informal notes in which we agree to enter into discussions 
with the French with respect to their needs for reconstruc- 
tion and moderriization of their agricultural and industrial 
econony prior to the initiction of commercial policy 
negotiations. ° 7 : : 


Meanwhile, the Board of Trustees of the Eximbank has 
approved in*principle the extension of a line of credit to 
France ‘aridunting to $550 million. Embassy Paris recommends 
‘the granting of aid be contingent on satisfactory action by 
the French Government on commereial policy, exchange con- 
trols, taxation of foreign investments in France, and.tcle- 
Representatives of 
the French Government, in-connection with Eximbank.credits, 
recently émphasized’ its policy for-participating in broad 
negotiations looking towerd fostering multilateral trade. 





Enbessy Paris Makes Additional Coz:.ents for. Considere- 
tion in Formulating igenda- The October lst issue of Current 
Economic Developments reported problers which Enbassy Perris 


believed should be considercd in general ceononmic discus- 


Sions with the French. Subsequent information on develop- 
ments with respect to those problems has been received fron 


the 
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the Embassy. 


1. Exchange Policy - The necessity for revaluation 
of the franc has become increasingly obvious. Financial 
circles agree that the time for devaluation, postponed 
for political considerations, has arrived and that any 
short-term advantages of overvaluation are now outweighed 
_ by loss of good will, hindrance in the revival of French 
export trade, and trends. toward a controlled economy. 


2. Commercial Policy - France has negotiated bi- 
lateral commercial agreements with Spain, Denmark, 
Czechoslovakia and the Belgo-Luxembourg Economic Union, 
These are of short duration, usually six months, and each 
provides for the French program of, equalization. Negotia- 
tions are under way for conclusion of similar agreements 
with Norway, Egypt and Switzerland. 


3. American Business in France - Some progress has 
been made since September as foundations have been laid 
for revising the double taxation agreement on incomes. 
However, problems still exist concerning high cost of 
living, exchange control regulations, capital levy on 
Americans domiciled in France on assets. situated outside 
of France, and lack of policy toward American investments. 


4, Motion Picture Industry - The French Government 
proposed to establish an exhibitors' quota in France, 
whereby 55% of the exhibitions would be reserved ex- 
clusively for French films. The Department rejected this 
proposal on the grounds that it is not in harmony with 
our irade Agreement of 1936. The French thereupon made 
an alternative proposal fixing an import ouota lower than ; 
that fixed in the Trade ‘greement. While the Department 
was not disposed to protest a temporary reduction in the 
import of foreign films, es the /merican movie industry 
in appreciation of the French economic situation was 
agreeable to a certain reduction, it believes that the 
import figure proposed by the French is entirely too low. 
The American industry insisted -that this figure would — 
' automatically force them to withdraw from the French market, 
.- Furthermore, the Trade Agreement assured American industry 
that their position in the French market would not be 
_ worsened, and the American relative position at the time 
of the Agreement amounted to 80% of the French import. 
France’: now feels it cannot permit the import of as. great 
a number of films as fixed by. the Trade Agreement in order 
to protect its own industry from dislocations arising from 
general éconofty measures. She therefore proposes for a ‘ 
. temporary trial period an import of 80:films a year without 
-regard to their allocation by countries. The Department 
feels the estimate of possible imports is too low, and has ° 
instructed the Embassy to press for a higher figure with 
assurances that 80% of the total shall be allocated to US 


trade, 
5. Telecommunications 
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5. Telecommunications - Recent organization of a 
group which will pool the patents and techniques of the 
participating compamies manufacturing long distance 
cables in France has resulted in defense measures by 
IT&T, If these measures are pursued fully, it would re- 
sult in curtailment of its manufacturing and research in 
France, the possible withdrawal of capital and technicians, 
which would militate against American business interests in 
France, 


6. Petroleum - The Petroleum Attaché believes assur- 
ances are needed from the French that importation of 
petroleum would be returned rapidly to normal commercial 
channels with exchange available for paying suppliers, 
dividends to foreign shareholders and to export funds of 
amortization of cavital investment. Word has been re- 

- ceived that the first step nas been taken to return 
petroleum to private channels, with the French Mission of 
the Ministry of Industrial Production ceasing petroleum 
purchases as of December 1, under an interim arrangement 
witn full return ta commercial channels predicted by 
spring. 





However, the Department feels the general pattern of 
French petroleum policy as regards Government control of 
importation, refining and distribution through licenses 
and quotas should be discussed. If, as has been asserted, 
the pattern described by the 1938 law as amended should be 
reconstituted, the. consistency of this pattern with the 
general program for liberalization of trade and elimination 
of restrictive business arrangements might well be examined 
with the French. — 


Furthermore, it is reported that the French propose 
' to require a mandatory minimum size of post-war refineries 
of one million tons per year. This would require consolida- 
tion and would result in control of the refining industry 
by three or four large companies, including as a very dominant 
factor the French Covernment-owned vonengane Francaise de 
Raffinage. 


The intention of the French Government with respect 
to compensation of war damages sustained by American 
companies having French subsidiaries is an important 
problem in general and particularly with regard to petro- 
leum since estimated petroleum damage. is in the neighbor- 
hood of 1-1/2 billion francs. 


In addition, the Petroleum Attaché advocates the. 
establishment of consumers prices permitting reasonable 
profit; reestablishment of brand names; nondiscriminatory 
rights: extension of refining licenses: and facilitation 
of financing by French Government in reconstruction of 


plants, 
7. Aviation 
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7. Aviation - Negotiation of the Air Transport Agree- <i 
ment is now under way. : 


8, Surplus Disposal - If surplus disposal negotiations 
do not take place prior to the general discussions, Embassy 
Paris believes the transfer of moveable surplus could well 
be considered, as one of the factors the French should take 
into account in making concessions in financial and com- 
mercial policy that will be requested, 





+ & 


STATUS OF US AVIATION ARRANGEMENTS GIVEN UK and US to 
WITH REGARD TO UK, FRANCE AND BELGIUM onfer November 26 
The British have 
been unwilling to 
date to make a permanent bilateral aviation treaty with the 
US, but it is now expected that they will come to Bermuda on 
November 26 to confer on a formal treaty. Present air 
service to Britain is being conducted on the basis of a 
verbal agreement and provides three flights a week each by 
American and Pan American Airlines. Britain has offered us 
an interim agreement of 500 seats a week in each direction, 
coupled with various restrictions which this government is 
not willing to accept and the British are being so notified. 


Company Agreement an Issue with French and Belgians 
Meanwhile, conclusion of a permanent US-French g@iation 


treaty rests on one clause, which the French hold a pre- 
requisite to signing and to which the US objects. This 
clause would require the acceptance of an additional agree- 
ment between the operating companies before the overall 
agreement would become effective. TWA now has a workiag 
agreement with Air France, but PanAm does not, and the 
French plan means that PanAm would have to sign an agreie 
ment to operate at all in France. US feels this propoaai 
might well offer a device on the part of the French to « 
achieve regulation not covered in the general agreement, 











Negotiations with Belgium for a bilateral air trans- 

-_port treaty heve likewise locked on this question of inter- 
.company arrangement. The US will not: accept this proviso 

in the belief that it will force US airlines into agree- 

ment on a bad bargaining position and will result in terms 

far less favorable than those currently achieved by volun- 

tary agreements, It is believed that Britain and France , 
are exerting pressure on the Belgians and that successful 

termination of US-British treaty would settle these re- 

lated problems, | 


. ~~ * 
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STATE AXD JUSTICE HAVE SOME RESDRVATIONS REGARDING The US 
SCAP PLAN FOR VOLUNTARY DISSOLUTION OF ZAIBATSU hes com- 
mitted 
itself, 
in the White House statement of Japanese policy, September 23, 
to the dissolution of the large _Jepanese femily combines, 


commonly known as "Zaibatsu". Taking the initiative in 
* accordance with US policy, Yoouta. one of the prominent 
» ' “femily houses" submitted recently to the Supreme Commander 


of the Allies in the Pacific (SCAP) a dissolution plen which 
w2s based on discussions with officicls of Mitsui, Mitsubishi 
end Sumitomo. The plan was to serve as a modelfor disestablishn- 
ment of other combines. Provision was made for the creetion 
of a Japanese Control Com mission, to be steffed by Japanese 
Government officials, to supervise the “liquidation”. The 
plan envisaged the withdrewal of the femily members from 

the top holding company and all positions in banking and 
industry and the sale of ell Yasuda family, holding company 
and Yasuda Benk shares in affiliated or controlled companies 
in exchange for 10-year non-negotiable Japanese Government 
bonds. 


S'NCC has informed SCALP to proceed with the plan 
reserving the right to full freedom of future action cone 
cerning subsequent ‘elaboration of modification of the plan. 
In this regard. the State-WVar-Navy Coordinating Committee 
(SWNCC) suggested that (1) interlocking directorates end 
intercorporete stock ownership below the top holding com- 
pany, should be included in dissolution plans; (2) the 
Control Commission should be rigidly supervised; end (3) 
the sale of securities should await the decisions on 
reparation and economic disarmament, otherwise full appraisal 
of their velue cannot be meade. 


The suggestion of the Department of-Justice that the 

"Zaibatsu" be prohibited from transferring securities was 
forwarded by SCC to SCAP. It was also pointed out that 
while recognizing some adventages in the initiation by the 
Japanese of the solution of the Zeibatsu problem, this 
Government cannot depend upon them for a satisfactory 
progrem of enforcement until the active exponents of 

al militant nationalism and aggression are eliminated from 

ies government, industry and finance. Therefore, it was urged 
that it is most important that SCAP does not tie its hands 
or those of future Japanese Governments by arrangements of » 
a contractual or consent decree nature with persons now in . 
the position of leadership in government and industry. 


. + General ifeCloy's proposal. that a technical mission be 
sent to Jepan hes been cleared with SCAP. This mission, 
composed of State and Justice Department experts, ‘vill.examine 
the combine orgahizations at first hand and will. prepare : 
criteria to serve as guides in carrying out this Government's 
policy of disestablishing Japanese combines and other concen- 
trations of private business control. 
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DEPERTMENT MAKES ARRANGEMENTS TO The Departient has been 
SEND TEXTILE MISSION TO JAPAN recuested by the CPRB to 
secure informetion on the 
position’-of the Japanese 
textile industry for the use of its textile subcommittee in 
ailocating the world supply of textiles, particulerly cotton. 
War Department cooperation in the setting up end dispetch of 
the mission hes been requested. The mission will be expected 
to survey thoroughly the position of the major elements of 
the &panese textile industry, to report on the ability of 
the Japenese to produce textile products of which there ere P 
world shortages, and on the shortages of materials and 
ecuipment which are the most significent limiting fectors 
on Japanese out-put of these products. 


* * » 


DEPLRTMENT BELIEVES IT SHOULD The Department believes it 
LLLOCATE EXPORTS FROM JAPAN must take responsibility 

for disposing of goods which 

the Supreme Commander of the 
Allies in the Pacific (SCAP) determines to be available for 
export from Japen on a cormercial basis. It is the Depart- 
ment's view thet since SCAP is acting for all the Allied 
powers concerned, rather than just the US, end the other 
countries may cuestion the sale of these commodities rather 
then their apportionment on reparations eccount and beceuse 
of the necessity of securing for the Japenese foreign ex- 
chenge or goods which can be used in providing essential 
Jepanese imports, their destination must be decided in 
consultation with the other Allied powers. The Department 
has recommended to the Combined Boards, therefore, that 
the Department, using diplomatic channels for consult:tion, 
teke the responsibility for edvising SCAP on the allocetion 
of Japanese éxports, 


>* *~_ * 


DEPARTMENT -RECOIMENDS LIFTING In reply to a recuest from 
PRICE CEILINGS ON RA” SILK Chester Bowles, OPA Ad- 
ministrator, for the De- 
| pertrent's opinion of 
alternative methods of dealing with the probler of price 
ceilings on raw silk, Mr. Clayton has recormended thet raw 
silk be exempted entirely from price control. Th 


The Department's position is based on three major con- 
siderations: (1) Imports of silk from Japan and Italy will 
make available to those countries the exchange needed to’. 
purchase essential imports. Unless they obtain exchange 4 
some such manner, we will hsve trouble in getting payment | 
fer the supplies we furnish. (2) The present ceiling price — 
of £3.08 per pound, based on the 1941 price, seems unduly 
low. As 2 result the US has not been able to get raw silk +. 





—— 
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from Italy, although Italy has sold some at substantially 
higher prices to the UK. (3). "hen Japanese silk comes on 
the market, the problem of. equitable allocation among con- 
suming countries will. be raised. If the US price is ‘con-. 
siderably below that which other countries are willing to 
pay, we will: have trouble obtaining our share. | 


Mr. Clayton's letter also points out that silk is not 
an important factor in the cost of living and thet the early 
appearance on the market of nylon may keep the price from 
rising very high even without the ceiling. 


* * x 


WAR DAMLGE .COMPENS/.TION POLICY Recent communications: of 
SOUGHT BY US BUSINESSMEN ABROAD Enmbessy Paris and repara- 

Ss ad tions staff with American 

representatives of business 
in Europe reveals uneasiness over the question of compensation 
for wer damages incurred in Europe by US companies. Regarding 
reconstruction of properties and plens for post-war business 
programs in. Europe, their future plans- will be largely con- 
ditioned by whether they can expect compensetion from the 
US, the European governments in whose territories losses 
were sustained, or possibly from neither. The. problém is 
especiclly acute in France where large losses have been 
sustained and because the French Governnent has revised 
its compensation laws to apply only to persons or plants of 
French nationality, unless exception to this rule is nade 
. through international agreement. | 


The conelusion reecned by the Embassy cand the US 
Reparetions staff is that since it appears likely that if 
umerican businesses and businessmen are to receive any 
consideration for compensation it will have to come through 
the US, we should announce e procedure for filing claims 
for US ’ proper ty losses sustained in Europe, formulated on 
the besis of such legislation as the executive branch 
intends to suggest to Congress. 


-, 


* * * 


-. INDICATIONS OF SWEDISH STATE PETROLEUM Legation Stockholm 
MONOPOLY CAUSE CONCERN IN US AND UK has been giving 
active attention in 
. | recent weeks to the 
. proposed Swedish petroleum monopoly. The question of state 
monopoly ‘of the petroleum trade or part of it is not new in 
Sweden, having been first considered in the nineteen-thirties. 
The matter wes reopened early in 1945 with a motion in the 
-Riksdag calling for a governmental investigetion of the im- 
. portation and distribution of oil, coal and other fuels in 
Sweden with a view to determining the future organization of 
these industries, 
From 
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From the instructions establishing an oil investigating 
commission and from the character of the appointments to 
that commission, there appeared to be little doubt that the 
question to be considered was not whether there should be 
a state monopoly in Sweden, but rather what form and extent 
such a monopoly should take. This caused considerable con- 
cern among the foreign oil compenies opereting in the Swedish 
market and led to a general belief that a monopoly measure 
of some sort, based upon the report: of the oil commission to 
we ’ would be acepaes and put: into force by Jenuary 1, 
1947. | : 


Upon instructions from the Department, Minister Johnson 
spoke to Swedish officisls indiesting this Government's in- 
terest in anything the Swedish Government might -bé contem- 
plating along the lines of state monopoly. He pointed out 
particularly the reasons for our concern, namely the effect 
of such & proposal upon American property interests in 
Sweden and our interest in the general pattern of world 
trade in primary commodities, He was assured that the US 
Government would be kept fully informed of any proposals 

_ developed in Sweden. At the same time tir. Shinwell, the 
British Minister of Fuel and Power, expressed to Professor 
Myrdahl of the Swedish Cebinet Eritish concern over the 
proposed monopoly. Shinwell was assured that the Swedish 
Government would take no ection without SeREEE SENG the 
British Government. 


It is believed, on the basis of these conversations, 
that the Swedes will not act precipitously and that a 
- future opportunity will arise for the interchange of. views. 


DRAFT TREATY TO BE _A draft treaty of friendship, 
PRESENTED TO CANADIANS commerce and nevigation has been 
sent to Embassy Ottawa cs illus- 

, trative of the type of trecty the 
US is willing to conclude with Ceneds and other countries. 
Adaptations to reletions with Ceneda will recuire verious 
changes and the Departrent feels thet negotictions looking 
to the signing of such a ety vin should be: held at an ‘warey 
date,. is 


The treaty negotiations might be dovetailed from time 
to time with the Article VII negotiations which, it is expected. 
will be taking place during the coming months. Embassy 
_, Ottawa is asked for its opinion <s ‘to the suitability of 
' this draft for presentction to the Canadian Government, as to 
,_ the appropriate time for epproaching the Cansdians concerning 
;, . the treaty. proposel, and as to the best method of procedure, 


ee ot 
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, REPARATIONS DISCUSSIONS PROCEEDING; Essential Aims of Inter- 
SECOND PLENARY IAR4 SESSION HELD Allied Reparations 





Agency Steted The second 
plenary session of the 
heads of delegations to the Inter-Allied Reparation Agency 
(IARA) was held November 10. The document on organization 
enumerating the functions of the Secreteriat wes approved. 
It was egreed that the delegates were not free to publish 
. claims at this time, aithough on motion of the Belgian 
delegate, approvel was given of the right to publish claims 
later if "found necessary", provided that the Conference 
received prior notification. 


The essential aims of the Conference were stated as: 
(1) the study of allocations to various countries, and (2) 
‘the adoption of a charter for IARA. Items to be included 
on the agenda are: Czechoslovakia - restitution and gold; 
Yugoslavia - war booty and merchant shipping; Belgium - 
return of investments transferred to German hands during 
the occupation; external assets; patents; reparations fron 
current production and existing stocks, particularly cocl. 


Paris Conference Ponders Use of German Labor as Repars- 
tions The use of German labor as reparstions was discussed 
at tripartite meeting of the Inter-Allied Reparations Agency 
on November 9. The French position appears to be to obtain 
their full share of other reparation items: with subsequent 
determination of their:additional share of labor services. 
The UK, however, feels that the Paris Conference should 
decide how receipt of labor shall effect giobal reparation 
shares. ‘Although France stated thet labor as reparations 
must be considered on a quadripartite basis including USSR, 
the UK did not believe that the USSR was involved as this 
was a question of labor from the western zones. The Berlin 
protocol was based on the principal that Soviets could get 
50% of capital removals: plus whatever labor they. might 
obtain from the eastern zone. 





angell, imerican Representative on the Allied Repara- 

tions Ccrmmission, expressed the view that at the very least 
the Paris Conference:should decide upon a:method for . : 

> accounting for lebor..service in the event that labor is 
regarded as reparetions. According to. Lngetl's preliminary 
feeling, in order to reach agreement, it may be necessary 
for us to compromise by assenting to a fairly low value bor 
labor services for at maaan accounting purposes... 


| Disposition of Foreign Currencies Tentative agreenent 
has been Fedehed at preliminary meetings of the Inter-atlicd 
° Reparations iAgenty. a Hae 5 ge ea of 'forcign currencics found 
in Germany as follows: (1) Currencies issued by the United 
Nations which Gerneny invaded shall be delivered to the 
governnents of those countries by way of restitution. (2) 





Currencies 
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(2) Currencies. issued. by Bulgaria, Finland, Hungary and — . 
Rumania shall be turned over to the USSR as external assets - 
by way of reparation. (3) Except for a reservation by the §~ 
French Government, it was agreed that currency issued by — ” 
Italy .shall be delivered by the occupying powers to the 
Italian Governnent without compensation. (4) Currencies 
issued by the neutral countries shall be regarded as German 
external assets of those countries and divided accordingly 

by way of reparation. (5) Currencies issued by uninvaded 
United Nations shall be regarded as German assets in those 
countries and disposed of according to their procedure 
regarding Germen assets internally. 





The US position regarding gold coins is ‘reserved 
temporarily. The French and US representatives have sub- 
mitted these proposals to their governments and Angell 


recormends our imcediate cpproval of ther. 


- Rueff will be named permanent chairman of the Intcr- | 
illicd. Repsari tions ...cney and De Carbonnel secretary general, 
subject to the approvel of all participating countries. 


US Supports Recognition cf Greek and Yugoslav. Cleims 


to ptadicn Reperations Although payment of reparations by © 
Italy will increase the economic distress there and impose 
a further burden “on those who are contributing to Itelian 
relief and reconstruction, the Department feels it would be 
highly desirable for some recognition to be given to Greek 
and Yugoslav claims for Italian reparations.. It is. there- 
fore proposed that tne claim ageinst. Italy be recognized in 
determining their share of German reparations. 





The Department recommends to Angell that this matter 
be discussed with his French and British colleagues. It 
is. pointed out that as percentage shares will, in the final 
analysis, be determined by negotiation, it should be | 
possible to lend support to the Yugoslev and Greek claims 
without necessarily confusing the question of the statistical 
basis upon which the allocations will be made. 


Ireatment of Reparations from Current Production and 
Cormodity Stocks British, French and US representatives 
agree that if reparations from current production and 
commodity stocks are made available, the Reparations Commis- 
sion must prepare e formula for allocation of such repara- 
tions. It is understood that only such current production 
which is surplus to (1) German mininum requirements (2) 
exports to pay for necessary imports and (3) other prior 
charges, will be considered for reparations. The period of 
time over which claims for reparations from current produc- 
tion will be considered, has not yet been decided. The 
British favor a ten year period with review of the situation 
in five years. 
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COMPROMISE BILL Is DRAFTED At at meeting at the “White Youse 
FOR PHILIPPINE TRADE last week attended by the Secre- 
tary, Assistant Secretary Clayton, 
‘Senator Tydings, Representative 
Bell, US Commissioner to the Philippines Paul V. McNutt, and 
Under Secretary Fortas of Interior, a compromise position on 
Philippine trade relations was decided upon which the Depart- 
ment will support. Representative C. Jasper Bell has intro- 
duced a new bill (H.R. 4676) which contains the compromise 
proposals -as well as a number of other provisions which were 
in his original bill (H.R. 4185). (See Current Economic 
Developments October 8). 








The compromise provides for an eight-year period of 
duty free trade, subject to quotas on imports of certain 
Philippine products, and for a subsequent twenty-five year 
period of declining preferences during which the tariff 
rate would be increased annually by 4% of the free US and 
Philippine duties. 


At hearings before the Committee on ‘Jays and Means on 

November 15, a statement representing the views of Assistant 
Secretary Clayton on the new bill was read by Mr. Stinebower, 
Deputy Director of ITF. In the statement it is indicated-’ 
that the Department accepts the compromise proposals since 
they incorporate a program of declining preferences, although 
the date when declining preferences would begin is postponed 
from 1949 (as recommended by the ECEFP) until 1954. Reduc- 
tion of preferential treatment gradually will permit pro- 
ducers in both the United States and-the Philippines to 
adjust and develop most efficiently on the basis of the 
human and natural resources of the two countries. 


It is explained in the statement that too long an 
interim pericd, such as was proposed in the original Bel] | 
Bill, before application of declining preferences might. — 
encourage.the Philippines to establish or rehabilitate 
industries-which could exist only on the basis of subsidy 
or preferences. "Even the provision of the Bill under 
consideration for an eight-year waiting period might to 
some extent have this effect. The Department believes, 
therefore, that this.is the maximum period of continued 
free trade that should be contemplated." 


The statement pointed out that in current conversations 
with the British we are asking for ‘the reduction and 
eventual elimination of mpire preferences and that the 
efforts and leadership of the United States in this direc- 
tion would be jeopardized if we were to abandon our policy 
of gradually eliminating preferences in our trade relations 
with the Philippines and maintain a system of preferences 
inconsistent with the international vrograms we are 
advocating. 


Although 


—_— 
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‘Although the Department-aacepts the main features of 
the trade progrem set-forth in-the Bill, certain modifica- 
tions of ‘some of the other. provisions were set.forth in’ the 
statement: (a) it was suggested that the Bill, be amended to 
permit imports in excess of quotas, provided that full Us 
duty is paid on imports over and above the quotas; (b) “that 
quotas should be established 6n npr of additional 
Philippine products. efter Januery 1, 1948; (c) that Sec- 
tions exempting certein Philippine products from internal _ 
taxations are inconsistent with our policy of most-favored- 
nation treatment concerning internal texation. of imported 
articles; (d) that the unilateral restriction on Philippine 
tariff automomy set forth in the Bill which would prevent 
the Philippines from reducing rates of duty applicable to 
imports from third-counctries except in exceptional circun- 
stences during the period of preferential treatment would . 
be inconsistent with Philippine independence and with our 
commercial policy; (e) it wes suggested that eae proviso 
celiing for the negotiation of a treaty of friendship, 
commerce, and navigation should be substituted for Section 


19, which would secure for Americen citizens and corporations 


national treatment with respect to property, residence, and 
occupetion and (f) that there should be full discussion with 
the Treasury on Section 21 which seems to constitute a 
freezing of head ree currency law for the duration of the 
Act. | 


The wese ‘paéttion which was incorporated in Senator 


Tydings omnibus bill on the Philippines (See Current Beonomic 








Developments Oc tober 22) is now deleted from S. 14°8, 


* * 


TANTATIVE PLANS ARE.7C HOLD SECCND Tentative plens are to 
WEST TEDINS «CONFERENCE . 10 FEBRUARY .. hold the second West 
Indian Conference in 
Februery. Subject to 
coneurrence of the UK Foreign Office, the text of an agreed 
"Joint Statement of the.Governments of the US and UK 7 
Regarding Recommendations Made by the West Indian Conference 
Held in 1944" will be released to the press simultaneously ~ 
in:xLondon end “cshington.: The French and Dutch have been 
invited to participate. not: only in the work of the ——. 
Sion but.in the Conference itself... © } 


“A stetement of policies by whieh the ontecade ‘objebtives 


of the “est Indien Conference could eppropriately be. imple- 


mented, approved by the. Executive Committee on Economic Fore- 


ign Policy, has been modified after. conversations with the 
British. Uk approvel awaits concurrence of the Governors of 
the Yest Indies territories. 


x * & 
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INSTRUCTIONS SENT GOVERNMENT DELEGATE OF The Department 
MARITIME PREPAR/ TORY TECHNICAL CONFERENCE has sent instruc- 

tions to the US 

Government delegate 
concerning the Social Insurance item on the agende of the 
Maritime Preparetory Technical Conference which was convened 
at Copenhagen November 15 by the International Labor Orgeni- 
zation (ILO). The instructions were prepared efter: consulta- 
tion with the Secretary of Labor and the Chairman of the 
Social Security Board. Other agenda items are under conside~ 
ration and additional policies may be sent later. 


Social Insurance for Seafarers The instructions 
euthorized the US Government delegate to support action which 
will embody the following: 





1. General principles and policies with respect to 
social security for all groups adopted at the 
Philadelphia Conference of the ILO in 1944 should 
apply to seamen. 


2. Specific principles regarded as basic are equality 
of treatment for national and foreign seamen under 
social insurances laws; payment of long-term 
social insurance benefits without distinction as 
to country of residence; and provision of maximum 
practical continuity of social insurence protec- 
tion for seamen. 


3. Methods which should be favored are extension of 
the Maintenence of Migrants' Pension Rights Con- 
vention of 1935 for long-term benefits, and pro- 
vision for adoption of egency agreements between: 
and among nations on mutually agreeable terms for 
short-term benefits. 


The US Government delegate is authorized to support 
the text of the Proposed Internctionel Regulations submitted 
to the Conference by the ILO if specific changes involving 
the above principles are incorporated. These changes, if 
not incorporated in the text, should be submitted to the 
Maritime Session of 1946 for consideration and the US 
would, in that case, not favor accepting the text of the 
Proposed International Regulations. 


US Delegates to Conference A. Ford Hinrichs, Acting 
Commissioner of the Bureau of Lebor Statistics is the US 
Government delegate. He has Congressman Henry IM. Jackson, 
Commedore H. C. Shepheard of the Coast Guard, L. James 
Falck of the Department, Charles W. Sanders end Erick Nielsen 


of 
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of “er Shipping end Merrill Murrey, Social Insurance Section 
of US Group, Control Council, Berlin, as advisers. °'. S. 
Pennington, Secretary-Treasurer of the National Federation 
cf American Shipping is employers' delegate with 4. C. Kemp, 
Manager of.the European Office of the US Lines as adviser. 
Vorkers' delegate is i. Hadley Stone, Treasurer of the 
National “aritime Union (CIO). He has as advisers: Andrew 
MacDonald, General Chairman of the Marine Division, 
Commercial Telegrephers Union (AFL); and Frederick N. Myers, 
Vice President of National liaritime Union (CIO). John L. 
Selter, Technical Expert, Merine and Fisheries Committee of 
the House of Representetives is technical expert to the 
delegctions. 


* * * 
SHIP SALES BILL REPORTED The controversial Ship Sales 
TO SEXATE CCIfERCE Ci Itt Bill (Current Economic 





Develonments September 10 

and October 29) has been 
reported out of subcommittee to the full Senete Commerce 
Committee, with Department objections pertieily satisfied. 
An attempt will be made by the Department to incorporate 
edditionei chenges considered essential in final version 
of the Senate Bill. A similar House Bill hes veen passed, 
and reconciliation of the bills in Joint committee will 
follow. 


The principal points stressed by the Department are: 
(1) reduction of sales price; (2) charter to non-citizens, 
at least to cover present lend- lease ‘charters and allicd war 
losses. | 


The Bill as reported out of subcommittee lowers the 
floor price on Liberty ships 2nd tankers to 31 1/2% and 
50% respectively of the domestic war cost; the Department 
hed recommended 25% for Liberty ships. The subcommittee 
took no action on the problem of chartering ships to foreign- 
ers but referred the question to the full committee, 
The Bill provides thet better type vessels cannot be sold 
abroad until they have been made aveilable in this country 
for a 90-day period. | 


* kk 


ALL COUNTRIES SIGN INTER- Ali countries party to the 
AMERICAN CCFFEF AGREE‘ENT Inter-American Coffee Agreement 
have signed the protocol extending 
that agreement for one year. The 
protocol wes open to signeture only until November 1. It 
will be submitted formally to the Senate for consideration. 


* * 
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UNESCO ESTABLISHED AT Forty-four countries on November. 16 

4 LONDON CONFERENCE in London unanimously adopted a 

ue constitution establishing a United 

Nations Educational, Scientific -and 

, Cultural Organization (UNESCO), intended to "raise cultural 
levels and provide an international basis for educational - 
progress. The action brought to an end the meetings of 

© the conference that began November 1 which were attended 

by representatives of every important nation.except the 

USSR. As finally drafted the charter represents the views of 

both small and large nations. Esch country, regardless 

of size, is to have one vote in the new organization. 


To preserve the independence of the nations, the 
educetional body is prohibited from intervening in metters 
"which are essentielly within their domestic jurisdiction," 
The new agency is to be under control of the United N-ticns 
Organization. 


; The educetional organizetion is to be made up of a 
General Conference, an Executive Board and a Secretariat, 
Each country is to have five delegates to the General 
Conference selected after consultation with culturcel 
groups. Highteem members will be on the Executive Board 
and the Secretariat will consist of a Director-General 
and necessery staff. The constitution will come into 
force when twenty nations have adopted it. All members of 
the United Nations are eligible to membership. Countries 
not now in the United Netions can be admitted by a two-thind 
majority vote of the General Conference, An Intcrim Com- 
mission hes been established to serve until the full organ- 
ization gets under way, This Commission consists of a 
representetive of esch of the United Netions that signed 
the cherter. An Exccutive Cormittee of the Interim 
Commission is to be appointed to prepare the agenda for 
the first session of the General Conference, scheduled 
tentetively for esrly next f-ll in Psris, ‘hich will be 
the seat of the Organizction,. 


a 
F UNRESTRICTED 


INTERNATIONALIZATION OF THE MThe French have mede clear, 
"RUHR" PROPOSED BY FRENCH in discussions with Depart- 
ment officials on disposition 
of the Ruhr-Rhineland, that 
they believe the only way to assure that Germany will never 
again be in a position to wage war is to remove from its 
control the mineral and industrial resources of the "Ruhr." 
Their proposals involve the setting up of the "Ruhr" area 
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into a separate .political and economic entity then © 
establishment of an international public utility ‘corpora- 

_ tion of Ruhr: industries to be run by an executive council 
of those powers directly interested, i.e. France, the UK, 
Belgium, Luxembourg and Holland, Germany would lose the 
favorable balance of payments ordinarily accruing from 
the Ruhr. area. The effect of the French proposal on: the 
reparations program and on the economic position of ‘the — 
future German state has not been assessed by the Freneh.-: 

but is being considered by the Department. 
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to highlight developments in the economic 
divisions of the Department of State, and 
to indicate the economic problems which 
are currently receiving attention in the 
Department. It is suggested that copies 
be retained on file, as reference will 
sometimes be made to previously reported 
items to avoid repetition. 
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avoid public or private discussion of the information 
herein with or in the presence or hearing of any person 
not authorized to have knowledge thereof. For general 
purposes all classified Foreign Service Officers are 
authorized to have krowlecge of the contents of this 
docurent, responsibility for the safekeering of which 
will be assured by each recipiert thereof. It may be 
retained in protected files or, at the discretion of 
the recipient, destroyed by burning. If not personally 
disposed of by the recipient, he wil] assure himself 
ew + is burned in the manner prescribed for SECRET 
material, 
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BERLIN PROTOCOL PROPOSITIONS The War Department:has.‘asked 


ARE REAFFIRMED BY DEPARTMENT State for a clarification of 


its policy on the relation of 

the reparation settlement to 
the long-run economic policy of the US towards Germany. The 
Department has replied that our aim is to abide strictly by 
the terms of the Berlin yrotocols to weaken effectively the 
economic ~-base from which war industry can be revived until 
a peaceful democratic government is firmly established; to 
provide for materjal assistance to those United Nations which 


-have suffered from Nazi aggression and now face tasks of re- 


habilitation:and reconstruction; and to“ensure in the recovery 
from economic:chaos left by the war in Europe, that the ag- 
gressor nation, Germany,.shall not reconstitute a peacetime 


“standard of living at an earlier date than the countries 


ravaged by German arms, 


The question has reference to the Hoover report (see 
Page 12 October 15 issue Current Economic Developments). 
Publication of both the Hoover report and the State Depart- 
ment report is under consideration. 





: i 

Specific War Department Questions More specifically 
“ar has requested information on: (1) the level of the 
balanced peace economy in Germany which the Department 
envisages as the measure of the industrial plant to be left 
to Germany after implementation of ‘the reparation-and in- 
dustrial disarmament program; (2) the criteria by.which the 
level is to be determined, and whether or not in determining 
a desirei ievel provision must be made for sufficient resources 
to enable Germany to srovide foreign exchange :to pay :for occupa- 
tion costs; (3) whether or not military government activities 


£ 


in the cveretic: of the Geruan economy should eontinue to be 











limite: tc the rep. vr of transport, the emergency repair of 
housins and esser’i9i utilities, the maximization of coai 
and agriculturas vvodueticn « id-the im -sition-rof certain 
economic contrelg end toe . utrt- to w sh the military authori- 
ties should tas. of.i. mats steps ge wrally te rehab_litate 
._ the German econea., “ah ve ‘ticular reference ...the relation 
of the Germar econory "9 Evvope as a whole: .ad (4) ithe exteat 
‘to which t+ JS wisi assur: respunsibilit: for the provision 
of imports to siiz.°7t tke Geeran ecorom:. . | 
-. | Liwing Level, Der tlite ia ion unit Reparation: Removals 
The ‘Department has repiies <.us the security interests of the 


‘US and other Allies require th: destruction in Germany of 
‘industrial capital equipment which cannot .be removed .as 
. reparation and which can only be used for production of: arma- 


ments or of metallurgical machinery or chemical products in 


excess of .the peacetime needs. It:is pointed out, however, 


that this action is not designed to impose permanent limita- 
tions on the German econory, after February 2, 1946, the 


volume of permitted industrial production of a peacetime 


character 
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character will be subject to tohstant review and final 
allied decisions regarding permanent restrictions on the 3 
German eccnomy must. be. .determined at the peace settlement. 


A euide for determining the base on which the amount : “ 
and character of reparation removals is.to be calculated 
is to be found in the provision in the Berlin protocol 
stating. that the economy must provide the German people 
with a standard of living not in excess of the European 
average, exclusive of the UK and USSR. In determining the 
base on-which the amount and character of reparation re- 
movals are to be calculated it is assumed that the gcographi- . 
cal limitations of Germany are the Altreich minus the terri- 
tories east of the Oder-Neisse. The Department proposes that , 
Germany, after reparation removais, should be capable of pro- 
ducing a standard of living equivalent to the European average, 
say in 1948, -It shall assume that the average standard of 
living in Europe in -1948 will be approximately what it was in 
1930-38 If this assumption is. adopted then the method by 
which one would calculate from the standard. of living, the 
capital equipment which must remain. in Germany , could be 
arrived at by use of German consumption data in a year in ‘ 
which the German standard of living as measured by national 
income indices most rsarly approximates the 1930-38 average 
in Europe, The German consumption data in the year selected 
must be subject to adjustments, for any overall difference 
between the German standard in the year selected and the 
European evérage, for changes in populetion and for notable 
deviations -in the pettern of German consumption in the 
selected year from the normal ‘pattern, Additionally, ae 
allowances should be made enabling the Germans to make good 
at reasonable construction rates the widespread damage to 
buildings and transport system as are required,to meet the 
German peacetime economy; and enabling her to produce export 
goods in sufficient quantities:to pay for essential imports, . 
but not to pay for occupation costs including saper'ss of 
goods consumed: BY the occupying: forces, 


Finaneing Imports Into Germany | “The dinedtenet feels 
that the responsibility “falling to the occupying powers to 
finance imports into Germany and possibly. pay for such ime . 
ports in the next few years does not arise in ‘the first 
instance from the policy agreed upon at Potsdam. The 
German economy was brought virtually to a standstill by 
Germany's defeat which produced an almost complete break- , . 
down cf transport, economic organization, administration Sg 
and direction, It is the Department's opinion that even if 
no reparation removals were to take place Germany would still 
require United Nations aid in financing and possibly in pay- 
ing for minimum imports necessary to prevent. disease and unrest. 





The Department recommends that the military government i 
authorities should, in general, provide and set conditions 
within which: the Germans can essume responsibility for the ‘, | 


performance ' 
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performance of the German economy. It is suggested that for the 
immediate future 4'’G should concentrate on repair of transport, 
cmergeney repair of housing and essential utilities and meximiza- 

r tion of coal and agricultural production... As long as coal and- 

"< raw materials romain in’short supply it is DS policy to make + -- 
them available in the :ftrst instance for the revival of industrial 
output in liberated areas, rather than for. industrial purposes 
within Germany, =. ox Lief 


‘ <2 ”~ n> - . 
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DEPARTMENT POLICY OUTLINED US Interpretation of the... 
R& GERMAN: ASSETS: IN AUSTRIA Berlin Protocl Concerning |. ..° 
Ruperation Claims /gainst 
German Assets in Austria. 
It is the: opinion of the Departrent that the US policy with 
regard to:reparations claims against Austria must be. con-.:- 
sidered within the framework of the Berlin protocol, +the-- 
Moscow Deecjaration:on Austria of November 1943, and. tie. 
United Nations-Declaration Regarding Forecd Transfers- of - 
Property in.- Enemy-Controlled 7 erritory of January 1943. - 








It is regormended: by. the oe (subject to. peserva- 
tions of US political adviser in Lustria) that the transfer 
of German assets.-from sustrie and the conditions. surrounding 
the substitution of Allicd for Gerran property interests .within 
Austria should. leave capacity, and conditions for its operation, 
ceapeble under. -full utilization of yie lding in the immediate 
post-war years a standard of living at least egual' to the 
Austrian stenderd: of: 1938. To cchieve this atin it.is evident 
thet removals must ‘be limited and sclective’ in character. 
The Departrent recormrends that reparation removals be subject 
to the following limitations: (1) Any transfer of property 
in Austria owned by nationals of the United Nations or Austria, 
to German interests, by unilateral ection of the German Govern- 
ment, including “transactions apparently legal. in-form even ' 
when. they purport ™to. be! “yoluntarily effected" can be declared | 
invalid by the governnent’s ‘concerned, Such property would 
then revert to illied or Austrian ownership and not be sub- 
ject to reparations etstins by the occupying authorities. 
(2) The USSR r eparation ¢laim in ustria (paragraph IV, 9 of © 
Berlin protocol) shoulda be limited to property physically : 
located in the Soviét zone. Nor-physical assets such es . 
deposits, claims, sharés; etc., end treir liabilities do not -: 
lend themselves to a division by zones or would if so divided, 
prejudice the independence of svstria's banking and credit 
system with serious conseduences for Austria's economic 
survival. Procedure for tre transfer of shares.and renege- 
ment of enterprises from German ownership to a new control: 
and the disposition of German claims against such enter- 
prises should be handled by a oquadripartite board (see below)» 


Procedure for Determining German Foreign iLssets in 
Austrie Appropriete for Reparations The US Government 











—~ proposes 





Ne ated 
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proposes setting up of a board composed of the four occupying 
authorities, with the Austrian Government sitting as observer, 
to determine what property is appropriate for reparations. 

The board would be. authorized to: (1) make a census of physical 
property located in Eastern Austria and other zones, owned 
wholly by German nationals, German Government or its agencies, 
owned in part by companies domiciled in Austria and/or in 


. Germany which are in turn owned in whole or in part by German 
nationals or the German Government or any subsidiary or agency 


thereof; or owned in part by nationals or corporations of the 
United Nations; (2) determine the extent of German ownership 
and the appropriateness for reparations of such assets as are 
found to be completely German; and (3) decide on the disposi- 


tion of non-physical German property, such as deposits, claims 


shares, etc, (With respect to such claims it is the US view 
that they be transferred to the Austrian Government to be 
applied towards Austrian claims against German companies or 
individuals.) | 


If the property is wholly German owned this Government _ 
recommends either (a) removal of the physical property, with 
cempensation for claims against such property; (b) retention 
of the property in Austria with the claimant power assuming 
for itself or its nationals the German interest in such 
property, (in such cases the property would remain part of 
Austria's economic resources), or (c) purchase of German 
assets by the Austrian Government or nationals. If mixed 
ownership. exists we recommend in the eases where Allied 
interest is substantial (i.e. 50%) removal take place only 
with the approval of the Allied owners. Lacking such ap- 
proval:.the reparation claimant can receive compensation or 
continue a minority interest. If German interest is over 


: 50% then removal by the claimant might be effected and the 


minority interest should be compensated or may retain a con- 
timuing minority interest,. | “ 


* *«* * 


_ 


US REGARDS DISTRIBUTION OF GERMAN ACC Berlin has come to a 
SHIPS AS A REPARATIONS PROBLEM provisional agreement on 
the minimum shipping ton- 
a . Mage required by Germany 
to.maintain her basic economy, of 175,000 tons with top size 
of 2259 deadweight tons, and the US holds that distribution 
above this figure should be treated as a reparations issue 
as oppesed to Britain's proposal to handle shizs separately 
as “war-booty", It is believed that Britain may be induced 
to change her stand if it is made clear to her that the US 
will probably be able to release a larger portion of her share 
for redistribution to other Allies under the Potsdam protocol 
if ships are treated as reparations, since that would mean a 
reduced charge against our share on the overall reparations 


account, 
War 
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-War Chipping Administration desires the Europa, some 
small refrigerator ‘vessels, and some ships of possicie use 
for partial settlement of the Normandie claim with France, 
The most desirable procedure from the US point-of-view is 
to turn the balance over to the Inter-Allied Reparations 
Agency for redistribution. 


US IS INTERESTED IN United States policy, as expressed 
CENTRAL RHINE COMMISSION by President Truman at Potsdam, is 

ae aimed toward early reestablishment 

of interim international commissions 

for. the Rhine and other European international waterways to pre- 
vent conflict and misunderstandings in their use and to promote 
economic reconstruction. The US is therefore interested in 
the reestablishment on a provisional basis of the Central Rhine 
Commission, which existed for some time prior to this war, and 
is the first international waterway commission to be established 
after the war. We are represented at meetings currently in 
progress at Strasbourg, along with representatives of UK, 
Belgium, Netherlands, France and Switzerland, and of the 
Allied Commanders- in-Chief in Germany having military juris- 
diction over German territory <butting the river, 


The Commission is concerned with a study of river con- 
ditions and establishment of uniform regulations, advancement 
of navigation, and clearance and improvement of the waterway 
system. Direct US interests in the Rhine stem from occupation 
of much of: the Rhine by US military forces, dependence on the 
Rhine for the movement of quantities of military supplies for 
our forces in Germany and Austria, and responsibility for 
supervision and regulation of Rhine river matters within its 
occupation territory. 


Broader US interests in Rhine matters stem from belief 
in principles applicable to all European international water- 
ways, end include: international regulation of international 
waterways; freedom of navigation for all United Nations 

citizens; commercial vehicles and goods; administrative 
regulation on an equitable basis, designed to promote naviga- 
tion, and not to impede or cdversely influence waterway , 
traffic; no tolls for navigation of any part of a naturally 
navigable waterwey; no obstacles to navigation in navigable 
channels; submission of-any international dispute relating 
to any phase of international waterway for peaceful sevcle- 
ment, according to UNO; establishment of international 
technical agencies to regulate use of systems, to be related 
with UNO and ECITO; general promotion of economic and social 
progress and peaceful relations among nations. . 


* x* * 





' ”~ 
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| UNRRA AWAITS OUTCOME OF - Funds:for UNRRA The matter 
APPROPRIATIONS LEGISLATION of funds for UNRRA is still 
ee. Eo, the subject of debate in 
; : Congress, The House’ Foreign. 
| Relations Committee has been holding kLerrings on the 
, bill to authorize a second and final appropriation of 4 
| $1,350,000,000 from the US, which contribution was 
urged by the President in a message to Congress Nov- 
ember 14, Director-Genere1 Lehman, Clayton and Acheson 
of the Department, and General Eisenhower vere among 
those appeering before the House Committee in support 
of the new appropriation, pee 


Meanwhile a. Senete Appropriations Subcommittee 
struck the "news freedom" cleuse‘from the $550 million 
appropriation due on-the first authorization for funds, 
A-rider was inserted requiring UNRRA to pay at least — -: 
parity prices for any ferm products purchased in the US. 


- December and January procurement in the United . 
States will come out.of the $550 million and any oper- 
ations in the remaining critical winter months will 
depend entirely on the new contributions to UNRRA 
pledged by the contributing governments at the Third 
Session in London last August, . | ie 2 


UNRRA now has no serious difficulty in obtaining 
¢ large volume of supplies and getting them to their 
destination, provided it hcs.the funds, From military 
surpluses, UNRRA.is obtaining adequate amounts cf . 
trucks, medicel supplies and engineering stores, and 
substantial amounts of mens' clothing.and food. How- 
ever in some areas UNRRA is having difficulty in ob- 
taining sufficient tires, rubber for recepping, and 


spare parts, 


The House of Commons has epproved the "UK's second 
contribution amounting to 75 million pounds. 


Brazil Approeched on Contribution The US, UK and 
Cenadian Embassies made representations to the Brazilian 
Government on, increasing contributions to UNRRA. It 
was pointed out that such action by Brazil would have 
the effect of spurring other Latin American Governments 
to fulfill their existing obligetions, if not to pledge 
further dontributions, It may also influence Congress 
in considering US appropristions, as during the recent |. 
hearings both Congress and the press gave considerable 
attention to the fact thet many governments had failed 
to meke the contributions previously agreed pe The 
Secretery General‘of the Brezilian Foreign Office said, 
in reply, that the question had been discussed with 
President Vergas before he left office and would now 
be given further attention, However, he added that 
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he understood Brezid hed already contributed more 
than ell the. rest. of: Latin America together. 


> “~v : 


Dtsptaced neeeee in Germany Negotiations are 


~ edntinuing with the military. ‘regarding assumption of 


responsibility by UNRRA for displaced persons in 
Germany. Present plans call for more gradual take- 
over. than was first contemplated as the military 
has considerable-resources at its disposal end in 
some areas UNRRA is not yet ready. UNRRA is still 
short of personnel,. especially on the medicel Side, 


‘The orgenization-.of a Central Tracing Bureau 
for displaced:persons is+being greatly extended | in 


—- 


. cooperation with. the milite TH. 


a: 7 2 @- 







+ Advi sor: ‘Gunes ee: on Bducctiona 
advisory. committee 
df: éduc¥ tiohal: requirements. which will provide assistance, 
whe tequested,:to member: governments secking to re- 
establish: contacts: with educational institutions: or 
reseerch -nd scientific organizations to obtain books, 
ete, The committee will not critically review the 

eduee tional program of ‘any country, nor make any re- 
commendetions concerning the educrc tional rehabilitation 
of a requesting country, but will ect only as a co- 
ordineting and transmitting service between ‘member 
governments end institutions and orgéenizations. 








“i -UNRRA Plans” Starr to-R Dont “on ecnomic Condit ons 
As c resuit of the 7: irda ,URRA.Europeen Operations 
_Conference in Rome, the idgministrztion plans to appoint 
“a stéft €3°réportzon ccongmic conditions in UNRRA 
countries end to make redolumendstions to UNRRA.: he ad- 
quarters cn neéds of these: countries with a view to 


thin. helping’ them resume normal economic.life. The steff 


is intended’ to be chicfly American end’ British, and 
will circulcte among UNRRA countries with London 


as ee neadquarters. 


. ‘ UNRRA also tees ‘to appoint more observers to re- 
ort constantly on distribution of. UNRRA supplies ‘within 
receiving countries, Recent investigations of reports 
of inequity in distribution heve proved the charges 
‘either unfounded or of ‘minor importence end ones which 


. the. Governments concerned have .immedie tel y. agreed to 


rectify,  ="° ° shin ta og 9 


| : UNBRA Mission: to- ‘Study ‘gadteten Relief Needs UNRRA 
‘has been asked' by -Controi- aut erities in Austria to send 


“tyo. or three people: to: participate with the military 
san studying Ristrian relief. needs. The report of the 
“--“" mission will determine. whether. UNRRA, if it gets new 
| funds, will take. over. relief in Austria in addition 
"to! displaced persons, which function UNRRA is already 
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UNRRA Mission In Greece There will be some suffer- 
ing in Greece this winter for want of food, especially 

in remote end inaccessible districts, largely dueé to 

the shortages of grains.and vehicles to distribute 
supplies. There have also been shert falls in deliver- 
ing the UNRRA program, presumably because of the re- 
ductions in ellocetions to UNRRA and the steedy de- 

cline in eveilable funds. However, local production 

of foods and industrial production are picking up 

slowly. Be eb | 











The situation in Greece is serious because of the 
failure of that country to progress toward normal 
functioning of economy, due to lack of. capable leader- 
ship with power..to enforce its policy. Meanwhile, 
there hes been discontent on the part of UNRRA officials 
.with Greek distribution officials, disappointment. in 
the.lack of economic staff in the US Embassy in Athens 
end the policy which has kept US representatives from 
participating with the Greek Government, UNRRA and 
the British in their regular policy meetings, | 


UNRRA representatives renewed their efforts to . 
cooperate with the Greek Government in the revival 
of trade and said they understood that some private 
imports hed recently been licensed by the government, 
They agreed that the definition of the UNRRA--progrem 
from now until the end of UNRRA's operations would — 
further stimulate private trade, which until now, the 
Greck Government has been restraining to avoid dupli- 
cction of the UNRRA program, 


Assistance for the Philippines Extension of em- 
ergency assistance to the Philippines ‘by UNRRA is | 
contemplated in the amount of $2,000,000 in addition . 
to the $1,000,000 already spent as. an emergency measure, 
The over-all request of the Philippines for UNRRA aid 
will be left pending.. Be 2 . 


The forep..rt of this month the.Philippine Con-. . 
gress passed a bill creating the Philippine Relief _.-.- 
and Rehabilitation Administration especially to work. 
with UNRRA, ' ti ary 


UNRRA-China Agreement The "Basic Agreement with 
the Government of China" is now being reviewed! at UNRRA 


headquarters prior to signing, This agreenen’; differs © 
significantly froe all other egreements between UNRRA and 
the various governments in that the signatory for the “ 
Chincse Government, Dr. Tsiang, is also head of his : 
Government's relief and rehabilitation agency, which with- 
in China hes functions corresponding to those of UNRRA 
throughout 211 the arees where it operates, Under this 
circumstance there is established from the beginning a 
close and intimate functional relationship between the 
two egencies at work in Casna-<UEERA and CNRRA,. 

7 
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°FINWISH REQUEST FOR EXIMBANK ‘LOAN: is SCRUTINIZED JA Finnish 


3 FOR POSSIBLE INDIRECT MEPARAT SONS PAYMENTS TO USSR ~ trade 


+ 


eo agg ee 2 delegation 
bee), Ma has been 
conferring in Washington with US -Governsieht officials during 
the past few weeks | discussing trade problems, defrosting of 


-!FPinnish assets, and an Eximbank loan, At the°first meeting 


oor with De per tment. officials the Finns expressed agreement with 


- the US Government.view of the importance of returning trade 


to a private. basis as quickly as possible and were informed 
they could begin to negotiate with private firms immediately. 


Request for » Eximbank Loan Tne delegation is asking for 
an Eximbank credit of $65 mizlion for 1946 and $45 million for 
1947 to facilitate the resumption of production of their in- 
dustrial capacity which is now idle. While Finland's credit 
rates high and the country's ability to repay is not open to 
much deubt-once production is restored, a‘ complicating factor 





‘is the extent to which a credit may indirectly represent repa- 


‘ rations ‘payments to Russia. 


To meet Department objections, the list of commodities 
the Finns wished to purchase from the US was revised to 


- eliminate items that might be used in manufacturing deliveries 


for Russia. The Department is supporting a small credit for 
the purchase of certain commodities not related to reparations, 
although the difficulty of drawing a line is recognized. The 


' pévised list groups commodities under seven heads, Five of 


the classifications including such items as foodstuffs, feeds 
and fertilizers, textiles, hides and rubber, machines, means 

of transport, chemicals and pharmaceutical products, would not 
go to Russian reparations. Some doubt exists as to the two re- 
maining groups--solid fuel and petroleum products and iron, 
steel and other metals. 


The Finns would like to obtain 300,C00 tons of coal and 


“ @oke from the US and they expect to operate their plants on 


this amount plus 300,000 tons promised by Russia, in addition 
to using their wood for fuel. -On the basis of 50% of their 
coal coming from the US and 50% from Russia, it is concluded 
that US coal and coke will assist the general economy and 
would not be used specifically for Russian reparations. . This 
position is strengthened by the relation of the values of 
Russian reparations, $47.5 million a year at present prices, 
to the total value of Finnish output or exports. When pro- 
duction is in full operation the Finns expect exports to.. 
amount to $250 million. 


With regard to iron, steel and other metals, Finland is 
requesting 50,000 million tons, which is about half of the 
original amount. requested. This is about 21% of normal im- 
ports and indicates that it will be applied to the general 
rebujlding of the economy and not specifically to Russian 


reparations, 
Tentative 











+ 
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Tentative Defrosting Agreement Defrosting of Finnish 
assets in the US has been the subject of discussion between 
members of the Finnish Mission, Department and Treasury 
officials. The form of a proposed general license was dis- 
cussed.:and tentative agreement reached. It is expected that ‘ 
the general license unblocking Finnish assets in the US will , 
be issued ten days after the receipt of a letter of assurances 
from the Finnish Minister of Finance, The letter of assurances 
sets forth the certification procedure to be followed in re-. 
leasing Finnish assets in the US and gives assurance for the = 
substantial relaxation of controls over American property in 
Finland. 


\ 
REHABILITATION OF GREECE, EXIMBANK Rehabilitation As a 
LOAN AND COMMERCIAL POLICY CONSIDERED result of serious con- 
cern over the economic 
situation in Greece, a 
memorandum was forwarded to the President in which it was pro- 
posed that the US Government present to the Greek Government 
a note along the following lines: (1), The US, deeply concerned 
with the present situation in Greece, urges the Greek Govern- 
ment to undertake a stringent internal program of economic 
stabilization in order to start Greece on the path toward 
ecenomic reeovery; (2) The extent of economic assistance which 
the US- could offer to Greece in the forms of loans or other 
aids would necessarily be influenced by the effectiveness 
with which the Greek Government itself pursues a.sound pro- 
grar of economic stabilization; and (3) the US would be pre- 
pared to make available the assistance of technical economic 
experts, if requested by the Greeks, to consult on its fi- 
nancial and economic PrOHrarss ; 


The President has approved the undertaking of discussions 
with the British on a note to the Greek Government along the 
foregoing lines, He stipulated that he would like to see the 
proposed note before its delivery. 


oxoppank Leap In connection with the contemplated 
Eximbank loan of $25 million to the Greek Government, the 
Greek Ambassador met with Department officials. The purpose 
ofthe meeting was to present to the Greeks a draft of exchange 
of notes looking toward commercial policy discussions and the 
-nternational Trade Conference and to urge adherence by Greece 
to the Fifth. Freedom of the air and to*the establishment of a 
radio telephone circuit between Athens and the US. 


The Ambassador expressed his support of the general 
philosophy of our commercial policy and promised an early 


reply. 
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reply. However, the Greek representatives had same reserva- 
tions concerning an unqualified Fifth Freedom and further 
discussions will take place on this matter, 


The Greeks also raised several questions about the terms 
of the loan agreement and were advised that the Bank might be 
willing to extend tne loan period slightly and that the possi- 
bility of a liberal’ interpretation of Public Resolution 17 with 
n-- plaaame to the use of US ships was being studied in the Depart- 
mente 


a en - o—- 


* * fad 


NEI EXIMBANK LOAN DEFERRED The US Commercial Corporation has 
PSNDING TIN NEGOTIATIONS propos2d to the Dutch an arrange- 

ment whereby it would be given an 

option to purchase 15 to 20 

thousand tons of tin ore or concentrates annually from the 
Netherlands Bast Indies. The Export-Import Rank has agreed to 
defer action on the NEI loan pending the outcome of the tin 
option negotiations, 


fn official delegation of the Netherlands Government was 
scheduled to leave November 20 for the United States with full 
authority to negotiate on the tin proposal. In a letter from 
the NEI Board informing us of the delegation, it was steted 
that the Netherlands Government recognized the importance of a 
strategic reserve supply of tin ore in the interest of world 
peace and would cooperate "to the extent of its potentialities" 
vith the US in regard to the proposal. 


Meanwhile the Departrent is reviewing the broad background 
of the tin option proposal, involving the operations of the tin 
cartel, the disposition of the Texas City tin smelter, the 
Dutch interest in the management of the smelter, and the com- 

mercial policy aspects of the tin ore option. 


PROGRAM NOW. BEING OUTLINED Steps are being taken to initiate 
FOR LiND LEASE SETTLE*ENT lend-lease settlement negotiations 
| with el11 countries. A committee 
hes been appointed to map out a 
program and formulate policies and instructions, The top com- 
mittee is chaired by Thomas B. McCabe, Foreign Liquidation 
Commissioner, with Emilio G,. Collado, Deputy on Financial 
ffairs to the Assistant Secretary for Economic Affairs, as 
vice-chairman,. Other Department officials concerned with. 


lend-lease 





—— 
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lend-lease and surplus property policies, with the Office of 
Furopean Affairs, and. with FEA iJend-lease petri ton al as well 
as" | Treasury representatives, are tne iused. 


British Settlement is Part of Current Rieehiattune Dis- 
cussions of lend-lease settlement are a part of the current 
. finence and trade negotiations with thé British. These dis- : 
cussions have led to a refinement of our definition of what 
-' we want in the form of an inventory, Agreement has been 
reached in subcommittee in connection with the claims of the 
two governments regarding lend-lease operations and certain 
procurement operations closely associated with lend-lease. 
Agreement has been reached on all items, with the exception 
of the US claim for the furnishing of Suez Canal tolls as 
reciprocal aid; the UK claim for payment for airplanes taken 
over by the US after Pearl Harbor, and for airplanes diverted 
to Russia; and the UK claim for reimbursenent in connection 
_-with the operation of the Iranian State railroad. These will 
. be referred to the top US-UK lend-lease cormittee for final 
decision, 





Steps Taken With Regard to Other Countries Russia has 
been asked for a physical inventory. However, some question 
exists es to the form the inventories should take. In October 
notes were sent to Australia, India, New Zealand, and South 
Africa, proposing discussions on lend-lease settlement and the 
disposal of surplus property. Australia carly in November 
aareed to go forward with. negotiations, indicating that govern- : 
ment had no desire ‘for a-loan to finance settlement for lend- 
lease inventory or surplus. However, ‘ustralia made objections 
to the principles for ascertaining inventory. New Zealand has 
indicated willingness to start discussions about December l. 

A chief consideration on the side of New Zealand will be 
settlement of claims for’ reversc lend-leese,. 





South African Policy is Nearing Decision Policy with | 
regard to South African settlement presents a special problem 
in view of the large gold holdings of South Africa end a docu- 
ment is being prepared for consideration of the Staff Com- 
mittee. Civilian’lend-lease to South Africa was terminated 
on March 13, 1943, and military lend-lease on February 15, 
1944, largely due to the excellent gold position of the Union, 
It is the opinion of State and Treasury that payment for the 
full amount of lend-lease sent to South Africa for its own. 
account, less the value of reciprocal aid received, should ‘be » : 
asked, Treasury representatives are in favor of requesting 
full payment for transfers. to the Union, although anticipating 
a substantial reduction in the sum realized in the course of 
the negotiations. The Department suggested that a substantial 
sum might be realized without. a bendoning the principle of non- 
payment for goods lost, destroyed’ or consumed, if South Africa 
were asked to pay for all goods in inventory or pipeline on 
the dates of termination of lend-lease. Representatives of . 
FEA advocated asking ~ayment also for additional lend-lcase 


material 
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~ net result of this stand is to limit air service to Britain 
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material used in the. ficld by South African. forces. operating 

under UK commani. Since these materials were not retrans- 

- ferred to South .irica, it was generally agreed that this US 
contribution might be mentioned in negotiati pns bus. that pay- 

ment. should not: be requested. 


Peru and aaa aa Make Payments The US has received a 
check for , from Peru as a payment on account for 
materials received on lend-lease. This is whderstood to be 
the first of a series of six equal monthly payments which 
will turn over a total sum of $4 million now set aside for 
lend-lease payment. Transfer of this sum would leave over 
$1,000,600 still in arrears. A check in the amount of 
$269, 000 was recently received from Ecuador in payment of 
lend-lease account which brings that account to within 
$1,( 000 of current status. 


err 


3 ' 


US REJECTS BRITISH INTERIM The US has rejected the pro- 
PROPOSAL ON CIVIL AVIATION posed interim agreement of the 
: Pritish to govern air service 
pending conclusion of a formal 
treaty (See Page 4; November 19 issue of Current jZconomic 
Developments). It is felt by the Department that Britain's 
proposal was in fact a reiteration of her stand at the 
Chicago Aviation Conference, and an attempt to introduce 
. regulation of capacity in addition to regulation of fre- 
' quencies=-—a subject of sharp disagreement at Chicago and 
opposed to US palicies of developing mass transportation by 
eir. - US rejection of the proposed agreement was countered 
by an aide-memoire from Britain to the effect that they 
preferred to consider no hew frequencies at this time, in 
the absence of an agreerent on their other. proposals.. The, 








to the present level of five wéckly flights baseq@ on verbal 
agreement with American and Pan American Airlines. 


ALLOCATION OF ECITO EXPENSE fThe European Central Inland 
CREATES SEVERAL PROBLEMS Transit Organization (ECITO) 
faces a knotty problem in 
establishing a system of 
allocation of expenses-of the organization acceptabl«= to 
the thirteen member nations. The annuel budget of ECITO 
has been cstimated at $2 million, and the system of initial 
contributions was based on relative total prewar rail and 
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waterway traffic. For the US, UK, and USSR, initial contri- 
butions matched .France's figure (the highest, since »cccupicd 
areas are not included) of approximately 17% of total expenses. 
Russia protested on the ground that she does not derive as 
much benefit as the other ‘¢ontincntal countries from the 
traffic concerned. She has theretore made an initial contribu- 
tion of only half of her assessed 17% of the--total and has 

. countered with a proposal for permanent allocation which is 

_ not acceptable to the'US, UK, or France, 


‘ A second problem arose when Czechoslovakia, Poland and 
Yugoslavia stated that they can't pay in sterling™and asked 

- to be allowed. to pay in loéal currencies, Czechdslovakia 
raised a third question when she proposed that assessments 
should be made of France, the UK, US and USSR to Gover the 
interests of occupied areas, on the assumption that: they 
would be reimbursed by reparations payments. Recomputation 
of contributions in line with this proposal would mean that 
the US, for example, would pay 10% of the total budget directly 
for US, and another 10% for occupied zones in Germany, Austria 
and Italy, and would bill reparations. claims in those areas for 
that amount. Russia is expected to balk at this proposal which 
would raise her share, which she already considers too high, 
and since reimbursement from reparations is a doubtful prospect, 
The Department hes been asked by US representatives for instruc- 
tions on these questions, 


x* %*« * 


DEFROSTING OF ASSETS OF. The Treasury relaxed the controls 
. LIBERATED COUNTRIES IN US over Belgian assets in the US on 
November 20. Substantial agree- 
ment has also been reached with 
the Danes, the Norwegians and the Finns with respect to the 
defrosting of their assets in this country. Agreement with 
the’ Dutch is expected to be reached following conversations 
with the mission from the Netherlands which will be here 
shortly. Negotiations with Luxembourg should be completed 
in about three weeks. Preliminary discussions have- been 
heid with representatives of the Governments of Czechoslovakia 
and Yugoslavia. Embassy Athens has been instructed to initiate 
defrosting discussions with the Greeks, The licensing arrange- 
ment for each of these countries is the same as that already 
‘contemplated for. France. fhe first license issued was that 
of October 5 for France when controls over French assets in 
the “US. -were substantially relaxed, 
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; cuthorities, Luxembourg. faces a’serious economic sit- 


DECLASSIFIED FOR PUBLICATION IN FOREIGN tons of 
RELATIONS OF THE UNITED STATES 


ele BEST COPY AVAILABLE 


SHORTAGE IN NOVEMBER DELIVERIES OF Deliveries to Italy 
US COsL TO EUROPE CAUSES PROBLEMS The short fall in 

to : November deliveries 

of US coal to Europe, 

resulting from the corl strike, wiil be felt most heavily 
in Italy, and therefore AFHQ has requested 100,000 tons 
of Ruhr coal in November to hclp meet the deficit. The 
Department's reaction to this proposal was that it 
would strongly favor any messure by which Italy would 
egcin draw its coal from European sources, but only 
if such action would not reduce the amount of German 
coal available to European Corl Organization countries, 
or if it would not prejudice the negotiations now go- 
ing on in Germany with regard to inter-zonel shipments 
of coal. 


Ambassedor Murphy feels that such'action would 
prejudice the negotiations now proceeding for coal 
shipments from the British to US zones in Germany and 
Austria. 120,000 tons of the 150,000 tons of solid 
fuels from the British zone allocated to the Soviet 
zone for November are now being redirected to ‘the US 
zone to m-ke up short deliveries of Ruhr coel result- 
ing from critical transport limitations. UK and US 
transport officials agree thet shipment of additional 
coal by rail to Italy would be at the expense of ship- 
ments to the US zone. 





- Polish-Itsliear Coel sAgreement Mesnwhile deliveries 
under the Polish-Itelien Corel agreeme:;', signed Sept- 
ember 18, have been held up by lack of transportation 
‘ facilities, 


+ ' Shortages Reported in Other Aress The coal short- 
. age continues to be a “a mejor source of concern to European 





urtion owing to leck'of os for her steel industry, 
_She,hes received only « small part out of an allocated 
_ 87,000 tons of cdke for Setebe. Embassy Paris hes 
urged that the US make a special effort'to send coal 
to North Africa inmedistely. Unless ° large pert of 
the November sllocntion of coal to North Africa from 
the US is delivered in November, railroads, power 
plants and gas plents will probably be forced to close. 
The French position has been weakened by reduced ship- 
ments of US coal for November delivcry on top of O0éto- 
ber deficits ex-Germany, Frence con drzw on production 
end stocks but ernnot help Nor: Africae, which depends 
eimost solely on imports. 

French _voke Fxeheage ercecs2.3 Cs ao rroveol has 
been given to one of two rrencn proposes vo cxchange 
coke and coal purchesed in the US for other 1ceded 
commodities. Denmerk will take delivery of 30,000 
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cated oe GONE of coke France hrd contrected for in the US. 
| France will pay for the coke and Denmark will reim- 

-burse France in kind, for exemple with butter and 

_dacon. The second proposal mede by the French is to 
transfer US coal to Switzerland in exchange for 
electric power, The Department raised some question 
on the consistency of this proposal for exchanges in 
view of France's stated coal position and also in 
view of her attitude towerd admission of Switzerlend 
to ECO. The French reply that they consider the coal- 
electric power exchange to be purely a business arrange- 
ment entered into for mutuel economic edvantage with : 
no implicetions of politicel colleboration, With re- 
gerd to her coal position, France maintains she will 
reccive more power from Switzerland then she could 
produce with the cool she is sending to Switzerland. 
The power produced in Switzerland is hydro-electric, 
They fccl thet it would be inappropriate-to invite 

the Swiss to participate fully in an association of 
Allied nations while the US, French and British are 
trying to emphasize their disapproval of the Swiss 
attitude on Sefeheven questions, 


ECO Membershi In reply to the UK renewal of 

the invitrtion to the Soviets to join ECO, Vyshinski 

yee hes stated thet he has @lrerdy previously given the 
Sovict Government's attitude towrrd the similar 
question of membership on EECE, Since the st-tutes 
of the United Netions Org: nization provide for an 
Economic and Sociel Council, there is, in Russian 
Opinion, no necd for EECE nor ECO. 





Polish and Czech membership in ECO is still be- 
ing urged. by the US, UK and France, so far.witkout 
“success. It is hoped thet acceptance would facilitate 
ar imports into. Austria of vitally needed @zech.and Polish 
+ -' Coal to meet present serious fuel deficiencies there. 


te - * Dec&stons regarding membership of all neutrals 
_ in ECO is temporsrily delayed pending compliance with 
‘ellied Sefehaven objectives. 


* %* *- 
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Relation of Credit to Other UK Obligations 

Dollar Sterling Pool Will Be Removed 

Other Exchange Arrangements 

Import Controls 

Accumulated Sterling Balances 
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Lend-Lease and Surplus Property 
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US To Present Views To Hungary Concerning USSR- 
Hungary Economic Collaboration Agreement - - - - - = = 6 


Department Sends Comments on Suggestions From American 
' “Reparations Representative = -----+-+-+-+-+-+-e-e4 6 
Départment Wants Adjustment of French Reparations 
Share to Account for Labor Services 
Gold Pot Recommendations 


Difficulties Evident in Coming Financial Discussions 





With French - ---+-+-+-e+8-+e2+-+2-+-+ee+-+-e--6 . 8 
Purchase of Copper Recommended to Ease Cutback Impact 
in Chile, Mexico and Peru--+--+-+-+-+-+-+-+-+-+--e-- 
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Interdepartmental Conference Will Consider the Problem 
of Joint Air-Sea-Land Rescue ----+-+-e+-+ee-+eee% 10 
Disposition of German External Assets Subject of 
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Department's Proposals for Administering German 
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for International Shipping Organization ----+-+--- 12 
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Ruhr Question =---+-*+-+-+-+ee2+2+7 77 2777 7 TTF 13 
. Report to the President on Germany Emphasizes 


French Obstructionist Tactics, and Need for Imports 
French-US Exchange of Views on Ruhr-Rhineland Cause 
French to Reconsider Their Proposals 
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(Note: We have delayed printing 
this issue of Cunrent Economic 

- Developments for several days 
so that it could include the . 
final results of the US-UK . 
trade and,financial negotia- 
tions. The following article 
is as of December 5, whereas 
the remaining articles in this 
issue are as of December 3.) 


NEGOTIATIONS .WITH BRITISH The US will extend a line of 
ratte, senate COMPLETED credit to Britain totalling 
: | $3,750,000,000, if Congres- 
sional "approval is obtained, 
The US-UK trade and financial negotiations were success- 
fully concluded this week when agreement was finally 
reached on the amount and terms of the loan and cn a lend- 
lease and surplus property settlement of $650 million. 
Commercial policy questions were agreed to in a preliminary 
way by the two governments several weeks ago and the US 
white paper on commercial policy will be issued this week. 


Maitilateral arrangements, if carried out, will put 
_-’an end to the fear of an economically divided world; will 
'make possible, throughout the world, the expansion of em- 
ployment and of production, exchange and consumption of 
goods; and will bring into being for the first time a com- 
men-code of equitable rules for the conduct of international 
trade - policies and relationships, 


Ss Purpose of the Loan The loan is to facilitate pur- 
chases by the UK of goods and services in the US, to assist 
the UK to meet transitional postwar deficits in its current 
balance of payments,. to help the UK to maintain adequate 
reserves of gold and dollars, and to assist the Government 

of the UK to assume the obligations of multilateral trade. 
It is recognized that the pound must be convertible and 
-that this requires confidence throughout the world that the 
British have on call the mpeeesery resources. 


‘This. credit will make it possible for the UK ‘to relax 
import and exchange controls, including exchange arrange- 
ments affecting the .sterling area, and generally. -to move 
forward with the US and other countries toward the common 
objective of expanded multilateral. trade, oa 


Payment Terms The $3,750, 000, 000 credit will be 
available until December 31, "1951, "and during the first 
five years "grace period" no interest nor amortization 
will be paid. Repayments will then be made over a 50-year 

_ period with interest at 2%. This will amount to payments 
of $31.8 million for each billion dollars outstanding en 
December 31, 1951. 

Either 
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Either government shall be entitled to approach the 
other for a reconsideration of any of the provisions of 
the financial agreement, if in its opinion the prevailing 
condition of international exchange justifies such recon- 
sideration, with a view to agreeing upon modification for 
presentation to their respective legislatures, 





: Waiver Clause A waiver of interest payments was 
- agreed upon for adverse years but no such provision is 
made for waiver or deferment of principal payments. In 
- -* such adverse years, the US at Britain's request, will 
. agree’ to waive the amount of interest due that year if, " 
' as certified by the International Monetary Fund, the 
income of the UK from home-produced exports plus its net 
"WRPEL ‘income from invisible current transactions in its balance 
of payments was on the average over the five preceding 
years less than the average annual amount of UK imports 
| during 1936-38, The British agree not to request that 
~ ° - interest be waived if their reserve position permits 


payment. 


Relation of Credit to Other UK Obligations “None of 
the funds from this line of credit will be used by Britain 
to pay off debts to other countries which are outstanding 

_ at the time the agreement becomes effective (the date that 
| ' * the US notifies the UK that Congress has made funds availa- 
' ble.) Britain also agrees not to arrange any long-term 

loans from other governments within the British Common- 
wealth between now and the end of 1951 which are more 

‘ . favorable in terms to the lender than. the terms: of this 
loan are to the US. ” ; 





A. pari-passu arrangement was agreed to in regard to 
debts of the UK to other countries. .In.case of a bad 
| _ financial year when a waiver might be requested by the UK, 
- “jit is agreed that the total amount due. the US shall not 
. be reduced under waiver unless interest on the loans re- 
' ‘ferred to above is also waived and unless the aggregate 
of the releases or payments in that year of sterling 
balances accumulated to the credit of overseas govern- 
‘ ments, monetary authorittes and banks (¢except in case of 
. colonial dependencies) before the effective date of the 
. agreement is reduced proportionately. 


Dollar Sterling Pool Will Be Removed One year from 

‘s the effective date of the loan arrangement, the UK agrees 
that sterling receipts from current trarisactions of all 
sterling area countries will be freely available for cur- 
rent transactions in any currency area without discrimina- 
tion. This does not apply to receipts and interest arising 
a. certain military expenditures made up to December 31, 
1945, 








The result 
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The result is that the sterling area dollar pool 
will be entirely removed and each member of the sterling 
area will have its current sterling and dollar receipts 
free for current transactions anywhere e 


Other Exchange Arrangements After the effective 
date of the agreement, the UK agrees that it will not 
apply exchange controls in such “a ‘manner as to restrict 
(a) payments or transfers in respect of products of the 
US permitted to be imported into the UK or other current 
transactions between the two countries, OF (b) the use 


‘of sterling balances to the credit of residents of the 
US arising out of current transactions. 


- The US and UK agree that not later than one year 
after the effective Aate. of the agreement (unless in 
exceptional circumstances & later date is agreed upon 
after consultation) they will impose no restrictions on 
payments and transfers for current transactions - The 
obligations of this paragraph would not apply to the 
. ‘balances of third countries accumulated up to the end of 
- ‘one year after the date the agreement becomes effective. 


Import Controls If either eountry imposes quantita- 
tive import restrictions , ¢t is agreed that such restric- 
tions shall not discriminate against imports from the 
other country except: (a) where application of the rule 
of °F discrimination would preven® the restricting country 
from using inconvertible currencies accumulated up to the 
end of 1946, for purchase of needed imports, or (b) in 
eases where there may be & special necessity for the 
country imposing restrictions to assist a country whose 
economy has been disrupted by war by use of measures 
which are not a substantial departure from the general 
rule of nonaiscrimination. The provision in respect to 


import controls will become effective not later than the 
end of 1946. e 


| Accum ated Steriin Balances ° Britain agrees to 

seek an early settlement of the accumulcted sterling 
balances -held: by sterling area and other countriese. 

The. settlements to be sought with the sterling area coun- 
tries will vary according to circumstances and the balances 
will be divided into three categories: (1) those to be re- 
leased at once and convertible into any currency. for cur= 
rent transactions; (2) balances to be similarly. released 
by installments over a period of years beginning 19513 

°(3) balances to be written off as contributions to the 





° ‘ 


settlement of war and postwar indebtedness. 


ss Britain agrees that, in‘atty event, releases of sterling 

balances (whether to sterling area or other countries) will, 

not later than one year after the effective date of the 
agreement, be in the. form of freely convertible currency. 
for use without discriminatione — | 
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Scarce “Currencies With regard to the exchange pro- 





visions and quota provisions appropriate exceptions are 
made to take into account the provisions of Article VII 
of the Monetary-Fund Agreerent relating to scarce cur- 
rencies., | ae 


- Lend-Lease’ and ‘Surplus Property An overall sum of 

. $650 million was agreed wpon;as UK settlement for lend- 
lease and reciprocal aid items and surplus war property 
in the UK owned by the US and for settlement of claims 
of each government against .the other arising out of the 
conduct of the war. Specific agreements necessary to 
‘implement.these understandings, setting forth the terms 
in detail, are in the course of ‘preparation. Full cogni- 
zence has been taken of the general obligations assumed 
in Article: VII of the Mutual Aid “Agreement of February 23, 
1942, and the understandings on ‘commercial policy. Both 
governments will continue to discuss arrangements for 
agreed attainment of, the economic objectives of Article 
VII, and the governments expect, in:-these discussions to 
reach specific conclusions at’ an early date with respect 
to urgent problems, syeh as those in the field of civil 
aviation. . us | . aa 





3 Of the $650 million, approximately $118 million will 
' be. Schedule A (post V-J. Day) items, and wili be subject 
to exact accounting, the total. ‘amount varying in accord- 
ance with any changes in the $118 million estimate that 
the accounting may reveal. ~ 


_ The remaining $532 million will cover Schedule B 
end surplus property. Certain provisions are included 
regarding nondiscriminatory treatment. of US nationals 
concerning installations, US rights of recapture of 
military lend-lease items, and US consent for disposals 
for military use to forces other than the. UK: and for 
: disposals for civilian use other than ‘in the UK. 





All new transactions between the two governments 
after December 31, 1945, will be settled by cash payment. 


The UK will repay the lend-lease settlement over 50 
‘years on the same payment terms as are specified for the 
$3,750,000,000 loan, . However, it will come under authori- 
zation of powers of Lend-Lease and Surplus Acts and will 
not, therefore, require Congressional action. The UK 
agrees, when requested by the US from time {to time prior 
‘to December 31, 1951, it will transfer, in cash, pounds 
sterling to an aggregate dollar value not in excess of 
$50 million at prevailing exchange rates. This amount 
will be credited against dollar payments due the US as 
_' principal under. this lend-lease settlement and the US 
. “will use ‘these pounds exclusively to acquire land or to 
--aequire and construct buildings in the UK and colonial 


«dependencies 





tithes 
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dependencies for use of the US, and for carrying out 
educational progrens in accordance wi th other agree- 
ments. 


Separate lend-lease and surplus property arrange= 
ments will be made by the US with Australia, New Zealand, 
the Union of South: Africa and India. 


Commercial Policy As previously reported, enattntaity 
agreement was reached some weeks ago between the UK and US 
on commercial policy. The Secretary of State is making 
public this week proposals for consideration by an Inter- 
national Conference on Trade and Employment. These pro- 
posels have the endorsement of the Executive Branch of 
the US Government and have been submitted to other govern- 
ments as a basis for. discussion predininary to nezcing 
such a conference. 








The UK.is in full nieenenh on all important points 
in these ‘proposals and accepts them as.a basis for inter- 
national discussion and will, in common with the US, use 
its best endeavors to bring such discussions to a success- 
ful conclusion, in the light of views expressed by other 
countries, 


The tro governments have also agreed upon the pro- 
cedures for the internationel negotiation and implementa- 
tion of these proposaiIs. To this end they have undertaken 
to begin preliminary negotiations at an early date between 
themselves and. with other countries for the purpese of 
developing concrete arrangements to carry out these pro- 
posals, including definitive mcasures for the relaxation 
of trade barriers of all kinds. These negotiations will 
relate to tariffs and prefersnces, quantitative restric- 
tions, subsidies, State trading, cartels, and.other 
types of wace barriers. 
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US TO PRESENT VIEWS TO HUNGARY CONCERNING fn view of 
USSR-HUNGARY ECONOMIC COLLABORATION AGREEMENT indications 
that the 
Hungarians 


may be about to ratify the economic collaboration agree- 
ment with the USSR, the US representative in Budapest has 
been instructed to inform the Hungarian Foreign Minister 
of the position of this Government. Although the US will 
not make any commitments to the Government of Hungary for 
not ratifying the agreement, it believes that ratification 
of such an agreement is not desirable. However, if the. 
agreement is ratified this Government would be concerned 
if in practice some of the provisions of the agreement 
should prejudice US economic interests in Hungary, or deny 
to states other than the USSR access to Hungarian markets 
or raw materials and opportunity for trade and investment 
in Hungary equal to that accorded the USSR. In any event 
the US intends to seek, at the time of the peace treaty 
with Hungary, assurance of most-favored-nation rights and 
guarantee of non-discriminatory treatment of US nationals, 
associations and corporations in Hungary, without limita- 
tion to the treaty of 1925 between the US and Hungary. 





The British propose taking the position with regard 
to their treaty with Hungary that the armistice agreement 
automatically restored their prewar rights, including that 
of most-favored-nation treatment. The Soviets have denied 
the validity of treaties concluded with Hungary before the 
war. iIn this connection, the Department is considering the 
possibility of an agreement with the Hungarian Government 
prior to the peace treaty recognizing the renewed validity 
of the US-Hungarian treaty of 1925. Meanwhile, the Depart- 
ment feels that Hungary is not in a position to take action 
inconsistent with US rights under that treaty. 


The US is interested in the reconstruction of Hungary 
and to this end is willing to collaborate with other 
principal Allied Governments. , 


DEPARTMENT SENDS COMMENTS ON SUGGESTIONS Department Wants 


FROM AMERICAN REPARATIONS REPRESENTATIVE Adjustment of 
French Reparations 


Share to Account 


for Labor Services Angell, American Representative on the ~ ' 
Allied Reparation: Commission, proposes thet we adopt a 7 
British suggestion that labor be taken into account by rough * 
adjustment of the share of French and other countries that 

now use or may use large quantities of labor. Angell does 

not envisage that this would change the overall French share 


of reparations 








ee 
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- ef reparations because: (1) labor services have already 

'.. beem taken somewhat into account in determining the 
French share; (2) prisoners transferred to France were 
given without stipulation as to charge against repara- 
tion share; and as labor is likely to. be-surplus the French 
should not be charged at full rate for such surplus labor. 


% The. Department agrees to.the suggestion for accounting 
for labor servifes,.but has difficulty in seeing. without 

“. figures how this’ can fail to affect the. proposed Fr-nch 

‘ . Share. -It is suggested that at the minimum Angell alter 
the distribution of the 16% of industrial capital equip- 

- ment. given up by the US for France and other countries, to 
take account of labor services of prisoners of war. This 
should be done in view of the fact that division of this 
16%, which contemplated 6% for France and 10% for other 

+ claimants other than Britain, was already generous for 


France, 


- ° _Gold' Pot Recommendations The Paris conference on 
reparation recommends that: tT 1) all the monetary gold found 
-in Germany, for which restitution claims could be made, 
should be considered as looted gold; (2) this gold be pooled 
for distribution among countries participating in the pool 
-as restitution in proportion to their losses of gold to 
Germany; (3) the portion of monetary gold that each country 
participating in the pool receives will be in full satisfac- 
tion and liquidation of all claims against Germany for the 
restitution of monetary gold; (4) the four powers occupying 
Germany be supplied with detailed and verifiable data by 
the various countries participating in the pool regarding 
the gold losses suffered through German acts of spoliation; 
and (5) the powers occupying Germany be reouested to take 
$9t4sthee steps to implement this Gistri bution. 





“~ 


‘The Department has informed fngell of our agreement 
with these recommendations with certain clarifying and 
‘technical ‘changes, the most important of which would treat 
all monetary: gold found in Germany and Austria as looted 
. gold, We do not believe that the Soviet Union should 

participate in the determination of countries claiming. 
wold-losses, or with the implementation of the gold pot 
in: accordance with Soviet waivers to gold claims at 
Potsdam. 


Gold looted by Oernany and transferred. to another 
country should be included in the. pot as well as gold 
found in Germany, A general declaration to this effect - 
might be made by the entire Inter-Allied Reparation Com- 
mission (7ARA) in order to support the three power 
approach to countries known to havé received looted gold 
from Germany. 


*+* * * 
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DIFFICULTIES EVIDENT IN COMING - Embassy Paris warns 
FINANCIAL DISCUSSIONS WITH FRENCH’ that recent: political ’* 
4 developments in France 
‘have multiplied the 
dangers of any arrangement which would permit the Franco- 
American financial discussions, ‘tentatively scheduled for 
January, to take place unless there was simultaneous dis- 
eussion of commercial policy and specific trade problems, 
(See Page 1 November 19 issue of Current Economic Develop- 
ments.) Monnet was called back to Paris from London in- 
stead of proceeding to Washington as originally planned, 


There may be some difficulty in reconciling Monnet 's 
economic liberalism with the views of Billoux, the re- 
cently appointed Minister of National Economy. The situa- 
tion is further complicated by the fact that the new 
Ministers of Industrial Production, Armaments, and Labor 
are Communists. 


Paris calis attention to De Gaulle's statement in- 
dicating that the new Cabinet wanted to go ahead with 
huge imports financed by US credits, but points out that 
the program-of the "Delegation des Gauches" has so many 
closed economy aspects it will be difficult to reconcile 
it either with our broad commercial policy objectives or 
with the specific concessions we need from the French. 


PURCHASE OF COPPER RECOMMENDED TO EASE The Department 
CUTBACK IMPACT IN CHILE, MEXICO AND PERU has recommended _. 

to the Office of 

War Mobilization 
and Reccnvereion that appropriate steps be taken to request 
the Reconstruction Finance Corporation through the US Com- 
mercial Company to make public purchase of copper in-Chile, 
Mexico, and Peru to assist those countries during the 
transition period, The Department's letter..to OWMR points ! 
out that repercussions of the decision of the USCC not to ; 4 
exercise its options for purchases of foreign copper pro- 
duced after October 31 will be severe in the Latin Ameri- 
can copper-producing countries. In addition to the cessa- 
tion of US Government purchases, the anticipated low level 
of sales to Europe and Asia, and present relatively low 
ceiling prices, domestic subsidies and a heavy tariff in 
the US, which will preclude the possibility of private 
commercial imports for domestic ¢onsumption, will greatly 
intensify the immediate problem faced by er a 
in the above countries. ) 


The 








* 
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The propogal-is made in conformity with .our obli- 
gation under Articlé XXI at the Mexico City Conference, 
which called for adoption of measures to minimize the. 
impact of cutbacks in procurement of strategic materials. 


The Department recommends that purchases should. be 
made in the amount necessary to maintain production at 
approximately the prewar level of 1934-38, allowing for: 
exports to other countries and for cessation of produc- 
tion at major deposits, and should be confined to the. 
period between now and June 30, 1946 when the Emergency 
Price Control Act expires, 


It is also expected that such purchases will help 
mitigate an expected shortage of copper which would be 
a bottleneck to US reconversion, It is understood that. 
the RFC and other domestic agencies are planning to send . 
a similar letter to OWMR urging purchases of foreign 
copper to facilitate US reconversion, It is expected that 
OWMR will act. on this matter when it receives requests from 
domestic agencies. 


DEPARTMENT REPORTS TO MEAD COMMITTEE ON’ In response to 
STATUS OF US*COMMERCIAL LANDING RIGHTS a request from 

ee 2 the Mead Com- 

mittee for in- 

formation on what the Department has done to acquire com- 
mercial rights at airports throughout the. world, a com- 
plete summary on the current status of negotiations for 
landing rights abroad for. = commercial-airlines has been 
presented, ! $+ 4 , 





A careful distinction is made between physical pos- - 
session of an airport in a foreign country, ¢.g., military 
occupation and use,’ and the exercise of commercial traffic 
rights at such an airport, The Denartment feels that the 
US cannot demand commercial lending rights from a foreign 
government. solely. on the basis of expenditures we have ~ 
made on construction: and improvement of airports for mili- 
tary purposes, since each country has the sovereign right 
to grant or withhold civil aviation rights to foreign 
countries. Due to considerations of sovereignty, military 
arrangements for construction or improvement of airports 
generally included no title to the airports themselves 
and made no provision for their post-war commercial use, 
but on the contrary generally provided that the airport 
would revert to the local country iad after cessation 
of hostilities. : 


.. However, 
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However, the Department is proceeding with great 
caution in the abandonment of these airfields, and very 
few have actually been abandoned thus far; It is con- 
templated that when such airports are actually to be 
abandoned liquidation authorities will reouest and ob- 
tain assurances that US commercial services will have 
the privilege of future use on a non-discriminatory . 
basis, The Department is confident that rights of non- 
traffic stop will be readily granted at such airports, 
but believes that landing rights for commercial traffic, 
particularly on a Fifth-Freedom basis, will mostly be 
aequired through bilateral agreements supplemented by 
the Two and Five-Freedoms agreements drawn up at Chicago. 


Considerable progress has been made in negotiating 
bilateral air transport agreements, and while negotiations 
are often protracted, the difficulty in concluding a satis- 
factory agreement has never been due to the proposed use 
of specific airports, but to the reluctance of some coun- 
tries to allow US airlines to operate’ on the basis of 
unlimited frequencies and without control over rates: 
charged. Once this problem is settled, there is usually 
no difficulty about the use of the airports themselves, 





INTERDEPARTMENTAL CONFERENCE WILL CONSIDER Th? Dé paf tment 
THE PROBLEM OF JOINT AIR-SEA-LAND RESCUE has issued an 
invitation to 
Commerce, War. 
and Navy,. and to Coast Guard, Civil Aeronautics Board and 
Federal Communications Commission to send representatives 
to an informal meeting on December 11 to discuss the pro- 
blems of joint air-sea-land rescne and, if they so con- 
clude, to suggest the drafting of a separate international 
instrument to govern organization and procedure of air-sea- 
land rescue, am ie 


_ 


Technical experts in shipping and aviation have re- 
cently expressed concern about the problem of coordinating 
air-sea-land rescue organizations and procedures. There is 
some feeling that perhaps a single organization ought to be 
created to deal with this problem, rather than to perpetu- 
ate the present independent treatment by shipping and avia- 
tion organizations, | 





To date, two separate documents deal with this subject. 
The first is the Safety of Life at Sea Convention of 1929, a 
shipping convention which is currently being reviewed under 
the direction of the Commandant of the US Coast Guard, at 
the request of the State Department, The Chicago Interna- 
tional Civil Aviation Conference of 1944 created the second | 
by providing that aviation standards for Search and Rescue ) 
be drawn up as a Technical Annex to the International Civil 
_Aviation Convention, 


we 
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DISPOSITION OF GERMAN EXTERNAL. .The Department’is ‘con- 


¥ ASSETS SUBJECT 0 OF NEGOTIATIONS ‘Sidering both’ inducements 
if gts “is Fe a Oe and sanctions*in determin- 
‘ A | ing the best procedure for 

* depotsahtng with .the’ neutrals. on the recognition of the ACC 
-westing ‘decree, (See Page 2, ent Ecoriomic Developments 


‘November 5, 1945.) When Sr eeent is reached by “Weis Gover Govern- 
_ ment on the approach to the. neutrals we will ireient our pro- 

.posals to the British and French — tei par Gite —— 
will be worked ‘out. | 


- De artrient's Proposals for aministefin German External 
‘Assets ‘The Department has tentatively*approved the sug- 

- gestion of Angell, American Representative on the ‘Allied 
Reparations. Commission, for the establishment of a French- 
British-US committee on German external assets but feels 
that it should be informal and provide a: means for the 
facilitation of Allied agrgement in basic policy directives, 








The following general procedure for administration of 

ee German external assets has been proposed by the Department: 
(1) Im each neutral country a committee should be established 
consisting of representatives of the British, French and US 

_. Missions, technical. personnel. from the ACC External Property 
Commission and representatives’ of thé netitral: governments; 
(2) Broad policy directives would be prepared: by the tripar- 
tite Coordination Committee, acting under instructions from 
the three. governments; local committées would be’ given re- 
sponsibility for the. liquidation, sale and reorganization 

_ of German external. assets; (3) German subsidiary companies 
should’ be classified by. the local committee as essential 
or non-essential,. the non-essential shauld be liquidated 
under the directives of .the local committee; (4) Essential 

companies should :be sold, however first’ rights should be 
given to local interests. to avoid éredating the situation 
where we can be accused of using the Safehaven program for 
“imperialistic purposes; (5) The local committees should be 
_Tesponsible for seeing that purchasers’ eliminate undesira- 
ble personnel, that they don't intend to: resell or to dis- 
continue the company in order to eliminate competition; 
and (6) the proceeds of the sale should go ta the Inter- 
Allied Reparations Agency (IARA) to be distributed as 
reparations, 


Procedure for Dealing with German Assets in Latin 
American Republics The IARA charter provides that the 


war related claims of United Nations not represented at 

y the IARA conference (other than USSR and Poland) be met 
out of German external assets within their respective 
jurisdictions, subject to arrangerents between the IARA 
and such countries, Arrangements are being. made for the 
discussion of reparations in the Inter-American Economic 
and Secial Council now convened in “Yashington, The dis- 
cussion will look toward the possible pooling of external 





assets 
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assets in other American Republics and their use asa 
commen fund for the benefit of the American Republic 
claimants. It is felt that this procedure is best for | 
putting pressure on Argentina to yield German assets, 


Swiss Reactions to ACC Vesting Decree The Swiss 


Minister in “ashington in a recent conversation with 
Department officials brought up the question of the 
legality of the ACC vesting decree. He stated that 
the Swiss Government would not have recognized any such 
attempt to assert jurisdiction if made by the German 
Government during the war, Department officials pointed 
out that while the ACC was acting as. the Government of 
Germany it was also acting as something more, that it 
had a position analogous to that of a trustee in bank- |. 
ruptey who was charged with obtaining control of all of 
the assets:.-of the bankrupt estate and allocating them 
to those creditors-deserving priority, They also stated 
that neither the US nor its Allies would advance ea posi- 
tion that German assets in Switzerland should be forcibly 
seized and devoted entirely to the claims of such an | 
Allied nation, but that such assets, if obtained, should 
be devoted to rehabilitation and compensation for persons 
and nations who had been so seriously injured by Germany 
during the wer. We. contend'that the’ position of the ACC 
is based on international law and in no way contravenes it, 
and that if the Government of Switzerland is politically 
so minded it could give effect to the vesting decree with- 
*“ out any conflict whatsoever with international law.. 





x * * 


STATE AND MARITIME COMMISSION VILL CONSULT ON The Department, 
PLANS FOR INTERNATIONAL SHIPPING ORGANIZATION in response to 
: | communications 


aoe. a ae ae rae | , from the Mari- 
time Commission relating to the possibility of establishing 
an international organization to handle shipping matters after 
the termination of the United. Maritime Authority in-March 1946, 
replied that there should, oi course, be prior discussion and 
clearance in the Department of any proposals leading to such 
action. The Department feels that any agreement which the US 
might make in this respect should reflect. the interest of the 
US as a whole, including the responsibilities. of governmental 
agencies other than the agency concerned with the -more techni- 
cal and specialized aspects of the problém, and should take 
account the inter-relationships of shipping, air transport, 
and other forms of transportation. Pa 





The Department has therefore agreed to conferences ‘ 
with the Maritime Commission on these questions prior to the 
January meeting of the United Maritime Executive Board in 
London, | , iy , 


-~ : 


* * * 
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BYRON PRICE REPORTS ON GERMANY Report to the presicent 
FRENCH RECONSIDER RUHR QUESTIO on Germany Emphasizes 
French Obstructionist 
5 : actics, and Need for — 
- Imports of Food to Prevent Epidemics and Disorder Mr. Byron 
Price's report to the President on Germany asserts that as a 
; . result of the French refusal to set up central organizations 
of transport, finance, conmunications, etc., that Germany 
is not being treated as an economic unit, but that it is 
rather being subjected to economic dismemberment, He feels 
‘ that this is a reversal of basic objectives and a certain 
step towards future international friction. On the grounds 
of self-interest he advocates the shipment of food from the 
US to Germany to allow for a ration adequate to prevent 
starvation and prevent the outbreak of epidemics and riots. 


Calling for the reexamination of the entire structure 
of Military Government in Gerrany, including the Potsdam 
Declaration, in the light of experience and new conditions, 
he suggests: (1) that the proposed change-over of Military 
Government from srmy to Civil control will be advantageous 
only if the highest type of civilian administrators can be 
assigned; (2) that instructions to those governing Germany 
be rewritten into a few hundred words of general principles; 
and (3) that the Military Government should be given leeway 
in interpreting the denazification policy, particularly dur- 
ing the critical period this winter, 


French-US Exchange of Views on Ruhr-Rhineland Cause 
French to Reconsider Their Proposals During discussions 
between US and French on the separation of the Ruhr-Rhine- 
land, serious disagreement arose hetween US and French ex- 
perts on the effect of the separation of the Ruhr-Rhineland 
on the German balance of payments. The French estimated 
that the. separation would only increase the deficit of 
rump Germany by 500 million Reichsmarks as opposed to our 
estimate of between 1500 and 2000 million Reichsmarks at 
1936 prices. The differences in estimates were chiefly 
due to the French view that rump Germany will heve food 
surplus for export. Discussion of the figures lead Angell 
to believe that the French estimates were seriously in 
error. 








The French have now informed Caffery that in the light 
of the “ashington discussion they wish to: undertake a new 
study which will answer some of our ouestions and will also 
try to ascertain in what spheres lack of central administra- 
tion for all Germany hempers and makes more difficult the 
administration of the French zone. They admit that their 
proposals have concentrated on:.the: Ruhr-Rhineland and the 
security aspects of the problem: t6 the neglect of the 
German ouestion as-a-whole and: of the economic consequences 
of their proposals. 


*x* * »* 
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ECONOMIC AND SOCIAL COUNCIL WILL PROBABLY MEET MThe date 
IN LONDON DURING FIRST UNO ASSEMBLY SESSION of the 
first 
meeting ‘ 


of the Economic and Social Council provided for,in the 
charter of the United Nations Organization has not yet 
been definitely ‘set, but it is anticipated that the Coun- 
Cil will meet in London during the first session of the 
Assembly, perhaps exienging » little beyond it. The 
Assembly. meeting will tegin between January 2 and 7... The 
first mééting will be cevoted almost entirety to organi- 
zational and administrative problems, 


The Economic and Social Council will haye as its 
function the implementation of the economic and social 
objectives cf UNO, as stated at San Francisco: "With a 
view.to the “vestion cf ecniiticns of stability and well- 
being which are necessary for peaceful and friendiy rela- 
tions among nations based on respect for the principle of 
equal rights and se.f-determination of peoples, the United 
Nations shail promote: | ; 


"a) higher standards of living, full employment and 
conditions of economic and social progress and development; 


- "b) solutions. of international economic, social, health, 
and related problems; and international cultural and educa- 
tional cooperation, and 


"¢) universal respect for and observance of, human 
rignts and fundarental freedom for all without distinc- 
tion as to race, ‘sex, language, or religion," 


Unlike the Security Council, the Economic and Social 
Council will have no coercive powers, . Its method of-pro- — 
cedure will be to.study, discuss, report and recommends" ee 


The Council will have eighteen members to be elected 
by the General £ssembly for a period of three years, with 
six members retiring each year. They will be eligible for 
reelection at any time, a provision which will make it 
possible, if the Assembly so wishes, to ensure that the 
big powers are always represented. Each member will héve 
one representative with one vote,’ : a? 


The first group selected will be divided into three 
sections, one retiring after one year, the second after | 
two years and the third serving the entire three-year 
term. The slate to be proposed by the US is as follows: 
for a three--year term, the USSR, France, Cuba, Denmark, 
Iraq and Greece; for two years, the UK, China, Mexico, 
the Ukraine, Canada and Belgium; for one year, the US, 
Uruguay, Peru, Australia, Czechoslovakia and Turkey. 


The 











~ 
if 
3 


5 
: 
‘ 


DECLASSIFIED FOR PUBLICATION IN FOREIGN 


_RELATIONS OF THE UNITED STATES iittala 











7 - 





- mission and a Temporery Transport and 


15° 


The Charter of UNO provides for a Commission on 

duman Rights to be ‘set uP py the Council. in addition 

_the Executive Committee has recommended to the Prepara@~ 
tory Commission that there be established an Economic, 

: ‘and. Employment Commission, @ Temporary Social Commission, 


~ e statistical Commission, ana possibly a Demographtc Com 
Communications 


Commission. i 


x * * 


CPRB AND CRMB WILL BE DISSOLVED A statement concerning 
DECEMBER 31; CFB ON JUNE 30° the future of the Com- 
re | | bined Boards has been 

drafted for release on 


December 7 by. the President. of the US and the Prime 
Ministers of the. UK. and Canada. It will say that the 
Combined Production af R,sources Board and the Combined 

Raw Materials oard will terminate on December 31- However y 
since many foodstuffs are still in world short SUPPLY y 

the Combined Food Board. will not be dissolved until June 30, 
1946, uniess conditions change sufficiently to permit 
earlier dissolutiom | : 


‘‘gince there remain a few commodities in global short 
supply--cotton textiles, tin, rubber, and hides and 

jeather--it is proposed that the commodity committees set 
up under .th CPRB and CRIB which are concerned with these 


supplies should be continued as long as the shortage con~ 
tinues.. Special arrangements will be made for coal. 

few of the Combined Food Board commodity committees may. 
have to be retained. beyond June 30, 1946 to: recommend allo- 


cations of foods continuing in: serious short supply 


“Commodity committee. representation, both on the © 


industrial and the food.committeess should now be on an 
indus priate international, basiss note will be sent the - 


Coviets explaining plans with respect to the continuance 


of the Combined Food Board and inquiring 4§ to their in- 
terest in committee membershipe 


x * * 


Se 
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‘WARTIME AGREEMENT WITH CHILE FOR REPLACEMENT The Depart- 
.) OF SHIPS UTS PROVISION IN SHIP SALES BILL ment has 
*. brought to 
the atten- 
tion of the Senate Commerce Committee, presently consider- 
c ing amendments to the Ships Seles Bill, our war-time agree- 
ment with Chile to allow her to purchase tonnage in the US 
to replace that sold to us during the war. In 1943 the US 
purchased from Chile her three principal vessels for use 
as troop transports. Chile's reluctance to sell was over- 
come by the specific agreement that she would Have. the pri- 
vilege-"to the extent permitted by the laws of the United 
_- States" of acquiring in the US at her own expense. véssels 
-of an aggregate tonnage equal to that of the three Ships 
purchased, and of such class as may be acquired by any 
other government or steamship line. 


The Depar tinent has received a marraige from the 
Chilean Embassy requesting that legislation for the dis-. | 
posal of US surplus ships take this obligation into. con- 

" sideration, and pointing out that the only type merchant 
vessels which meet the conditions and characteristics of . 

- the ships sold to us are Type C or long-range vesselse oa 
The Ships Sales Pill in its present form provides that 
such ships can be sold to non-citizens only after a 90- | 
day waiting period during which no reasonable. offer to 
purchase or charter such vessels has been. made by a US 
citizen, : | aries 

The Department hed informed the Senate Cémmittee 
that we ‘hold this to be a matter directly concerned with 
foreign relations and that in. spite of the restrictive 
wording of the agreement, the Department believes there 
is a definite moral obligation. to fulfill the agreement 
in accordance with its spirit-and intent. The Department 
therefore proposes ‘that a Clause be added to the Ships 
Sales Bill making, an exception for the sale of C Type 
vessels, on terms :as favorable as those for sale to citi- 
zen purchasers, to the extent necessary to meet the intent 
of war-time agreements with foreign governments, 
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RECENT ECONOMIC EVENTS BZ eme Ec nomic Counci 


IN CHINA AFE REVIEWED ished in Chi 
. Gentralissize Chiang Kai-shek's 
ae: announcement ‘of November 26 that 


a Supreme: Economic Council, would be created as a part of 
a new long-ratige program to! wiify, and. reconstruct China, 
was the outgrowth of discussions in recent weeks between 
Generalissimo Chiang Kai-shek, Premier T. V. Soong, Vice 
Premier Wong Wen-Hao and. Edwin A’. Locke, personal repre- 
“sentative of President Truman. Throughout the talks, | 
Mr. Locke made the point that China would obtain best re- 
sults by marshalling all her economic powers in order to 
_ help herself rather than by regarding foreign aid as the 
main key to the solution of her economic problem, 





The new council, established at the highest level of 
authority, will have as its chairman and vice chairman the 
president and vice-president of the Executive Yuan, Other 
members will include the Ministers of Economic Affairs, 
Communications, Agriculture and Forestry, Food, Finance, 
Education, Social Welfare and the Director of National 
Relief and Rehabilitation ‘Administration. Up to five 
additional members may be appointed by the Preqident of 
the Executive Yuan. | 


It is designed to develop broad and realistic poli- 
cies and programs aimed at the full utilization of China's 
' economie resources for her reconstruction and development; 
provide coordination of the economic activities of the 





’ government; secure more effective follow-up on the execu- 


tion of policies and programs by responsible government 
agencies; and make frank and periodic reports on national 
economic conditions and pregrese made. 


According to press reports, Chiang directed the new 
council to make nation-wide: transportation improvement 
.its first. work; next to develop an intensive program to 
strengthen agr culture, then to aid industry and trade, 
improve health standards and work up economic projects 
to ‘be carried out over the next five years, He also 
said that Japanese prisoners in China, while awaiting 
gradual repatriation, would be put to work rebuilding 
reads and railroads. . 


Report of Economic Condition in Shanghai The out- 


look for economic recovery in the Shanghai region has 
changed to one of pessimism, according to a recent cable. 
The growing seriousness of the civil war situation, the 
lack of prospects for drawing on resources. of Manchuria 





‘for improvement of China's general economy, and the 


shortage of shipping all contribute to the situation. 

In addition, uncertainties as to supplies of raw materi~ 
als, labor unrest, the prospects of a stiff direct tax 
program, together "with the problematic electrical power 


- supply 


re 
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supply, make industrial:-operators hesitant. Uncertainty 
as to the exchange value and the absence of promise for 
an early resumption of foreign trade has resulted in 
hoarding of commodities and US dollar netes. ~ 


Steps Taken to Relieve Chinese Shipping Shortage The 
Departrent has discussed the eerteus Chineoe shines. 
shortage with.the Maritine-Commission and War. Shipping 
Administration and the following steps are now in process 
to relieve the situation: (1) Maritime Commission will 
confer. with the Chinese regarding possible acquisition af 
vessels owned by private US citizens and presently in 
Eastern-waters 3; (2) WSA and the Ministry of ‘lar Transport 
are making available a total of 11 ships, including 5 
Liberties, and it is hoped additional tonnage can be pro- 
vided to meet bulk cargo movements on the Chinese coast, 
principally of coal and rice; (3) The Ministry of Wr 
Transport. advises that they aim to meke available 100,000. 
gross tons of coastal shipping, of which 50,000 tons should 
be achieved by the end of the year, and; (4) The Maritime 
Commission has authorized offering 10 small coasting vessels 
for sale under conditions which will permit US and foreign 
citizens to submit competitive bids. "SA and Maritime do 
not find it feasible at the present time to take action 
requested by the Chinese for possible rapid transfer of 
vessels under some emergency procedure, 


Eximbank Loan Consideration is being given to 
possible economic agreements and understandings that may 
be asked of China in the course of negotiations relative 
to credits by the Export-Import Bank. A $56% million loan. 
has been requested by the Chinese Government, The Chinese 
Supply Commission, at the request of the Eximbank has re- 
vised the application so as to give more information on . 
specific projects, but it is felt that. the revised applica-. 
tion still falls short of having sufficient details, 


US Receives China's Offer for Surplus Disposal The 

War Department has authorized the Commanding General in 
west China to sell-the Army surplus property in that area, 
After discussions of our proposed terms with T. V, Soong 

he conferred with the Generalissimo and the following 

offer was submitted; (1) $25 million US dollars for 
property that the Army valued at CN dollars 5 billion, and 
whieh the Army proposed should be offset against Chinese 
Government no-rate CN dollar advances to our army for the 
fourth quarter of 1945; (2) A cash down-payment of 5 million 
‘US dollars; (3) The terms of payment are to be those of the 
3(¢c) lend-lease agreement, 59 





The Embassy recommends that. we accept this offer, with a 
provision in the 3(c) terms that any surplus of settlement of 
US indebtedness to China for military expenditures in excess 
of @hina's cash down-payments for surplus property, be used 
for immediately offsetting her debt on such surplus property. 


* * * 
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WHALING PROTOCOL FORMULATED AT LONDON; © Whaling Protocol 
NORWAY ASKS FOR ENEMY WHALING VESSELS. Submitted. to the 


> genate The _. 
esident has 


submitted to the Senbhe for its advice and consent to 
ratification a supplementary protocol concerning whaling 
signed at London.on October’ 5, 1945 for the US, Canada 
the UK, Mexico, New Zealand and: Norway. The pur pose of. . 
this protocol: tthe injunction of secrecy on which has not 
been removed by the. Senate) is to bring into force, with- 
Out awaiting the accession of the Government of Eire, the 
whaling protocol signed at London on February 7, 1944, 
amending the International Agreement for the Regulation 
of Whaling signed at London on June 8; 1937 as amended 
by the protocol signed at London on June 24, 1938. The 
provisions of the protocolsigned on February 7, 1944 will 
apply to the first season in which whaling operations are 
resumed following the wartime interruption, which pre--: 
sumably. will be that of 1945-46, Under this protocol the 
whaling sedson will cover the period from November 24 to 
March 24, both dates inclusive; and the number of baleen 
whales. caught in the area to which the protocol is appli- 
cable shall not exceed 16, 000 blue whale units, 


Suan lenentene Whaling ProtocolSigned A quae leaentery 
protocol covering-whaling in the 1946-47 season was signed 
at London on November 26, 1945 following a conference 
attended by representatives of the US, UK, Australia, 
Canada, Denmark, France, Mexico, the Nether lands, New 
Zealand, and Norway. This protocol amends the Interna- 
tional Agreement for the Regulation of Whaling signed at 
London on June 8, 1937, <2 amended by the Protocol] signed 
at London on June 24, 13238, 


The protocol signed November. 26, thes terms of which 
are. secret pending submission to the Senate, provides that 
each contracting government shall give notice to the UK 
when: factory ships registered under its authority engage 
in whaling operations in the area defined in the 1937 agree- 
ment. The UK will inform other governments of this notice 
as well as notify them of any whaling ships operating under 
the: jurisdiction of the UK. Prohibitions are outlined on 
the waters im which whaling operations. shall.take place; a 
maximum limit’is set on the numher of blue whale. units 
which can be taken and the: whalding season. shall be from 
Decenber 8 to April 7° 


or orwe gi hal n Problem : Before. the. war only: four 

~ nations --Norway, Great Britain, Germany and Japan--took a 
‘Major: part in the: so-called pelagic whaling inthe Antarctic 
When hostilities: started, Norway had -thirteen floating 
whaling factories, of which eight were: lost by enemy action. 
The Norwegian Government feels very strongly. that it should 
be compensated for some of these war-time losses by having 


transferred 
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transferred to her a fair share of the still existing 
enemy whaling vessels, Of the German wheling fleet three 
floating factories still exist. It is understood that two 
are whaling. under British manegement this year end one is 
believed to be -undergoing repairs. 


Norway feels that remaining enemy whaling vessels 
should be handed over to Norway and Great Britain as the 
two nations which have established an interest in pelagic 
whaling and have developed it into a permanent industry. 
There is some Norwegian resentment thet Great Britain did 
not consult Norway before taking over the two former 
German floating whale factories. The Norwegians are in- 
formed that the Dutch are converting a Swedish tanker into 
a whaler and, while they agree that whaling cannot be 
maintained indefinitely as an Anglo-Norwegian monopoly, 
they feel strongly that, in view of Norway's sacrifices, 
her present economic plight, and the importance of whaling 
to her ecoriomy, she should be allowed to retain her com- 
manding pre-war position for et least a year or two, It 
is evident that under present conditions it will take a 
long time to replece by new building the losses caused by 
the war end for some time to come Norway will not have the 
necessary foreign exchange for such replacement. 


The Norwegian Government, therefore, has requested 
that the US, the UK and the USSR support their demand 
that the German floating factory now understood to be 
undergoing repairs should be allocated to Norway. 





SECRET — a = 


RUBBER STUDY GROUP RELEASES The Rubber Study Group 
REPORT OF ITS RECENT MEETING ‘comprised of representa- 
7 tives of the Netherlands, 
US, UK, and France, con- 
| cluded its meeting in London November 23. A report of 
the meeting. was given to the press. 


Studies of the prospective world rubber situation, 
including the latest information on the US synthetic i.- 
dustry and such reports as are available from the Far 
East since liberation, were cohsidered,. 


US capacity for production of synthetic is now about 
1,055,000 tons per year and total world synthetic capacity 
may be estimated at 1,300,900 to 1,400,000 tons. Prelimi- 
nary reports indicate that in Indo "China there has been no 
damage to trees on rubber estates and that in Malaya not 
more than 10 percent of the trees were destroyed during 
Japanese occupation, No reliable information has yet been 
received from the Netherlands Indies. The group, while 


emphasizing 
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emphasizing the tentative nature of any conclusions, sug- 

’ gests that supplies of natural rubber becoming available 
in manufacturing countries from all areas of the world in- 
cluding the Far East during 1946 might reach approximately 


600,000 tons, 


The group felt that a maximum of 1,500,000 tons annu- 
ally of all types of natural and synthetic rubber was a 

fair estimate of the amount of rubber likely to be pro- 
cessed and consumed in the next few years with the trend 

of consumption continuing upwards. This figure contemplates 
a high level of economic activity in consuming countries but 
does not estimate a sudden large development of the use of 
rubber, Actual production will probably not approach the 
total world potential capacity of natural and synthetic, 
which is estimated at about 2.7 or 2.8 million tons, 


As regards costs, information discussed at the group 
meetings showed that plant manufacturing costs in the USA 
have shown marked decline recently and are more than 
covered by the present selling price of 18-1/2 cents per 
pound for general purpose synthetic, The uncertainties 
of the situation in the Far East made it impossible to 
reach any conclusions about probable costs of production 
of natural rubber in normal conditions. 


It is hoped to arrange a further meeting of the 


group as soon as more adequate information is available 
of developments in the rubber producing areas, 
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This weekly publication is designed 
to highlight developments in the economic 
divisions of the Department of State, and 
to indicate the economic problems which 
are currently receiving attention in the 
Department. It is suggested that copies 
be’retained on file, as reference will 
sometimes be made to previously reported 
items to avoid repetition. 


DOCUMENT SECURITY INSTRUCTIONS 


This document should be treated in accordance with 
current instructions regarding security measures for 
SECRET material. Extreme care should be exercised to 
avoid public or private discussion of the information 
herein with or in the presence or hearing of any person 
not authorized to have knowledge thereof. For general 
purpoees al) classified Foreign Service Officers and 
other responsible economic officers are authorized to 
have knowledge of the contents of this document, 
responsibility for the safekeeping of which will be 
aseumed by each recipient thereof. It may be retained 
in protected files or, at the discretion of the recipient, 
destroyed by burning. If not personally disposed of by 
the recipient, he will assure himeelf that it ie burned 
in the manner prescribed for SECRET material. 
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US ISSUES PROPOSALS. FOR INTERNATIONAL The United States 


EXPANSION OF TRADE AND EMPLOYMENT Government has issued 
its "Proposals for Ex- 


| pansion of World Trade 
and Employment!’ for consideration by the people of the United 
States and.ali-other countries, in preparation for an Inter- 
“national Conference on Trade and Employment which this Govern- 
ment beliéves should be held under the sponsorship of the 
United Nations not later than the summer of 1946, 


The need for international economic cooperation as an 
important factor in preserving world security as well as 
prosperity has been kept in mind in the preparation of these 
proposals, Such cooperation is held to be indispensable to 
the success of other international economic measures such as 
those dealing with monetary and exchange stability and the 
flow of investment capital. 


The document embodying the proposals was issued after 
discussions with British Government officers on commercial 
policy questions, which proceeded simultaneously with the 
financial talks just concluded, The proposals on trade and 
employment, together with the financial agreement concluded 
at those talks, form parts of a wide area of agreement between 
the two Governments on international economic affairs. [The 
British Government is in full. agree ent on all important points 
in the proposals and will join with the Government of the 
United States in the light of the views of other governments 
in supporting them as a basis of international ROGESIO TEER 
and implementation. - 


The proposals deal with: the four ma ajor types of factors 
that restrict international trade and thereby employment, 
production, and consumption: 


~ (1). Restrictions imposed by eeuesemente, such as 
tariffs, quotas, exchange controls, embargoes, 

preferences, and subsidies. Fffective preparation 

for the Conference must include detailed negotiations 
to reduce or eliminate these restrictions. To this 
end the US proposes to undertake negotiations under 
the Trade ‘greements {ct with a group of other coun- 
tries as soon as a Satisfactory basis can be found, 
the required notices published, the statutory public 
hearings held, and their results considered. 








(2) Restrictions imposed by private combines and 
cartels..In some industries firms have bended to- 
gether and restrained competition by fixing common 
selling prices, dividing the world into exclusive 
markets, curtailing production, ‘suppressing technolo- 
gy and invention, excluding their rivals from par- 
ticular fields, boycotting outsiders, and levying 

" ‘unjust tolls upon consumers, It is suggested that 
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a .special agency be established, within an Inter- 

. national Trade Organization, to receive complaints 
concerning. such restrictive practices, to investi- 
gate the facts, and to advise as to remedies. 


. (3) Fear _of disorder in markets for certain pri- 
mary commodities, Violent shifts in tne demand for 
certain primary commodities, such as frequently 
follow a gre t war, may make necessary certain 
intergovernmental commodity agreements, not to 
freeze existing patterns of production, but to pro- 
vide a program of adjustment within a period of 
time permitting essential changes to be made by 
international consultation and without undue hard- 
ship. Consuming countries should be entitled to 
participate along with producers in formulating and 
administering such agreements, and full publicity 
should be given each scheme. 








(4) Irregularity, and the fear of irregularity in 
produetion and employment. The Conference should 
establish general agreement that each country will 
seek, on its own account, to maintain full and regu- 
lar production, that it will not do so by using 
measures which would damage other countries or pre- 
vent the expansion of world trade, and that all 
countries will cooperate in exchanging information 
and will participate in consultations ‘on anti- 
depression policies, ; SOS 














international Trade Organization The proposals call for 
the setting up of an International Trade Organization which 
would establish principles: (a) prov‘ding an equitable basis 
for dealing with the problems of governmental measures af- 
fecting international trade; (b) providing for the curbing 
of restrictive trade practices’ resulting from private inter- 
national business arrangements; and (c) governing the insti- 
tution and operation of intergovernmental commodity arrange- 
ments. The original members of the Organization would be 
those countries participating in the Conference which accept 
membership, | 


The International Trade Organizat: » would have as its 
principal organs (a) a Conference, with final authority to 
determine its policies, composed of all member’ states; (b) 
an Executive Board, to exercise powers delegated by the Con- 
ference, consisting of 18 member states: with nations of chief 
economic importance having permanent seats; (c) a Commercial 
Policy Commission to review and advise on the operation of 
treaties, agreements, etc., affecting international trade; 
(d) a Commission on Business Practices, to investigate 
activities of private enterprises which restrict inter- . 
national trade; and (d) a Commodity Commission, to investi- 
gate and recommend action on commodity problems, Members 


of the 
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of the three commissions should be ‘experts appointed by the 
Executive Board. © The proposals also call for creation by 
the Conference of an Industrial and Mineral Unit responsi- 
ble to the Executive Board to. promote the expansion of pro- 
, duction and trade in fabricated produets-and minerals. A 
| Secretariat, headed by a Director-General should serve all 
. the organs.of the ITO, The Director-General .should have 
‘three or more Deputy Directors-General.. All. should be 
-appointed by the Conference upon nomination of the Executive 


Boards: 


P abies “specific inennaibe Some of ‘the major points covered in 
the proposals on which h United cies baat policy is there set forth, 
include . the following + : | . 





‘Tariffs and Preferences: The propossls provide that "in 
the light of the principles set forth in Article VII 
of the mutual aid agreements, members should enter in- 
-. to arrangements for the substantial reduction of 
tariffs and for the elimination of tariff preferences, 
action for the elimination of tariff preferences being 
taken in conjunction with adequate measures for the 
-. substantial reduction of barriers to world trade...." 
Export tariffs should be open to negotiation in the 
same way.as import duties. Members should -undertake 
not.to impose export duties whicl differ according 
_..to the destination of the exports. In commitments 
to reduce tariffs, countries should be permitted to 
take temporary action to prevent sudden and wide- 
spread injury to producers. : 





General Commercial Provisions: Members should under- 
take to accord to the products and trade of other 
member countries nondiscriminatory and reasonable 
treatment in such matters as internal. taxation: and 

- regulation; transit charges; imbosition of anti- 
dumping and countervailing duties; customs formeli- 
ties, procedures, and requirements; arid.other matters, 
They should-also agree to the exchangé of appropriate 

, : trade information and statistics and to cooperation 
ae wt in carrying out the purposes of the International 
7 . Trade Organization. 








_ Quantitative Trade Restrictions: It is proposed 
that, except under certain ‘specified circunstances, 
member. countries shawld undertake not to impose 
quotas, embargoes,.or other: quantitative restric- 
‘i : - tions on their trade with othér members and, when 
“applying sugh restrictions under the preseribed 
: exceptions, should administer: them on a basis which 
does not discriminate among sources of supply. Im- 
portant exceptions under this. proposal are related to 
the previsions of thé International Monetary Fund 
. Agreement,.- Meet sousene. imposed under the specified 





exceptions 
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exceptions should i” framed on principles designed 
to promote the maximum development of multilateral 
trade, 


Exchange Controls: The proposals suggest that, in 
order to avoid the imposition of trade restrictions 
end discriminations through exchange techniques, the 
members of the Organization abide by the exchange 
principles established under the International . 
Monetary Fund /greement, and that.the Furid and ‘the 
International Trade Organization have a common member- 
ship. : i : 





Other proyisionas: “It is proposed that member countries. © 
agree on principles for: (1) assuring that members 
which engage in state trading be guided in their .- 
foreign-trade transactions by commercial] . ecnsidera- 
tions, accord equality of treatment: to'all other. 
members, and observe other specified standards ‘in 
regard'to prices and total forei=n purchases; (2) 
regulating and curbing the restrictive operation of © 
cartels by appropriate individual and concerted. 
measures ; QB regulating and limiting the use of sub- 
sidies which operate to increase exports or reduce 
imports; and (4). governing the provisions and opera- 
tion of special international agreements with regard 
to production of and trade in primary commoditics.. | 
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UNRRA APPROPRIATION By a vote of 327'to 39,-the House last 
PASSED BY THE HOUSE week approved the granting ‘of a second. 

| -$1,350,000,000 for. UNRRA..° While a "free 

press" rider of the type’ attached. by the: 

House to the $550 million appropriation due.on the first author- 
ization of funds“was not attached to the new appropriation, the 
House inserted a "request" that President Truman try -to secure 
free access of Americen. journalists ‘into countries receiving 
UNRRA aid. In addition other. House-approved amendments. were. 
added directing US members of the Control Committee of UNRRA * 
to try to obtain favorable action by that Committée or by the 
UNRRA Council on the following objectives: ‘that trade and 
barter agreements and information on exports and imports be | 
made available to UNRRA; that recipient: countries supply. UNRRA 
personnel with: necessary facilities, credentials cnd: safe con~ 
duct; that UNRRA retain title to all. motor-transport equipment 
supplied by the Administration:and thet UNRRA be-allowed to 
route such equipment and direct the use of the fuel cnd lubri- 








cants supplied by the 4dministratior. . The ‘bill now goes before ais, 


the Senate which prababsy will not. consider it béfore a 
Christmas holidays. “5% Ps eel 


The £550 million: aspraprea teen ‘due on thé: first Us 
authorization is now, the subject of conference agre ement. | 
between the House and Senate. ° si 


~ - tee « — ; ~ * 
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DEPARTMENT MAKES PROPOSALS. ON EXPORT In order to. stimulate 


POLICY AND PROCEDURES FOR GERMANY. economic recovery out- 
side of Germany -par- 
~-ticularly in Liberated - 
areas, and ultimately to increase exports from Germany to a 
level sufficient for payment of approved essential imports, 


he Department has forwarded a set of proposals to GenePal- ._.. 


Clay for his comments, 


The Department suggests that steps be taken to investi- 
gate the possibility of exports of stocks of raw materials, 
semi-finished and finished goods, of potash, salt, timber and 
any other products of extractive industries, selected indus- 
tries and crafts such as textiles, leather goods, ceramics 
and toys. It is suggested that the requirements for labor, 
transport, coal and power necessary to produce substantial 
exports.be. taken into consideration in the investigations. 
Recommendations should then be submitted to the occupying 
powers on. the basis of findings in these studies, 


The ‘Department recommends that the export authorities 
in Germany should decide whether goods declared available 
for export should be subject to allocation among claimant 
countries, in view of the importance of the product to the. 
economies of such countries and prevailing conditions of 
supply and demand. The establishment of an advisory con- 
mittee on allocation more representative than the Emergency 
Economic.Committee for Europe as constituted at present is 
suggested, but the coal allocation responsibilities of the 
European Coal, Organization are to be left undisturbed. In 
the .case of #oOods available for export, not subject to 
allocation, it is advi'sed that..the. _ goods should either be 
offered at specific prices or s9l¢. ‘at: bids which quae pro- 
vice the highest returns, | 


. Payment for German —r The Department recotheate 
that the interim arrangement for payment of German exports 
be replaced by an agreement requiring full payment of all 
exports from stocks and current production in currencies” © 
which:eanbe used to pay for current approved imports into 
Germany and to reimburse. the occupying powers for their 
past outlay on such imports. It is suggested that in. 
special cases justified by exceptional supply, transporta- 
tian or other considerations and by inability of .the import- 
ing country to pay in convertible foreign exchange y, payment 
might be accepted in goods .constituting approved imports in- 
to Germany or in inconvertible currencies which can be used 
for the purchase of:such imports. In this connection it is 
felt that there would have to be an agreement. that. there would 
be no- substantial exports of stocks undér*'the guise of war 
booty and no reparation from current output at least until 
after priar charges on export proceeds, such as payment of 
approved imports and externally inctirred- oceupation costs, 
were met. On the latter point, agreement would presumably 
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have to.be reached in quadripartite Reparation Commission, 
Meanwhile. the Department wishes to_ascertain whether in 
fact the Soviets are now. obtaining stocks of goods and 
current output, from its zone. and whether these are regarded 
as war’ bootys: Peperatiog or commercial imports from Germany. 







Trade With | - With regard to trade ‘with the 
neutrals, “the.Department is prepared to seek amendment of 
JCS 1067, which prohibits trade with ‘the neutrals except 
with .the consent of the’ Joint Chiefs of Staff, in-order to 
permit US authorities to make trade’ ‘arrangements. with such 
countries subject: to: certain safeguards, 


Uséc tts ‘Réle- in. Germans Trade Finally. the Departinent 
feels that until it becomes possible to establish an exchange 
rate between, the Reichsmark and. foreign . eurrencies and admit 
private‘importers into Germany, trade transactions between 
Germany and.. foreign countries should be handted by official 
egencies both in Germany dand-in the ‘importing country. The 
Department is discussing with the US Commercial Company pro- 
cedure whereby USCC would arrange for the importation of 
German froducts into the US:and make similar arrangements,. 
when desirable,: : for sounte see having no representation in © 

Germanys apie ' 








Ace COORDINATING COMMITTEE FAILS The Coordinating Con- 
TO, EAR See ON RESTITUTION mittee of ACC Germany 
deg | | has not been able:to 
+ a reach agreement: over a 
aéf inition of restitution: ‘The Russians believe that-resti- 
tution must be’ limited to: ‘property. recognizable as forcibly 
. ». taken by the enemy and that replacement of lootéd property 
_ whfcH has been destroyed or uséd up. by the enemy should be 
. limited ,to- objects of unique ‘chéracter, such as art objects, 
libraries, eté.,-exclusive of gold. The French want -a much 
‘ ,more biberal definition. ' oe 


os - Genetal Clay suggested. a sangeent de ‘definition limiting 
-, , pestytutton to..identifiable goods which existed at the time 
-° of ‘the. -eccupation of the country and which were taken out 
of the-country by the engmy through.use of force; and to 
‘tdentifiadle- goods produced during - the oecupation whose ac- 
quisition was accompanied by an’ act.of force. He suggested 
“also that "&ll;other drticles‘ removed “by the .eriemy which 
eta existed | at the timé of oecupation.are , “eligible for resti- 
a “¢dtion to the extent consistent with. reparations and the 
a P minimum economy left’ to: ‘Germany ." to | 


athe Russian inter of the: Coordinating ‘Committee stated 
Abie. Soviets could not accept General Clay's. compromise defi- 
. mition pnd" ‘proposed ’ deleting the section above quoted. 
e md - fsa The French 
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The French member stated that General Clay's compromise 
had already restricted restitution more narrowly than had 
previously been agreed by the French, the UK and the US and 
said his government could not accept the Russian proposal, 
The British member emphasized the seriousness of the failure 
to reach a definiton on restitution since it has an effect 
on the question of reparations. | 


No decision was reached as to what the next move should 
be except to place the ouestion on the agenda of the 
December 10 meeting of the Control Council. 


ECEFP APPROVES PAPER PROVIDING GUIDANCE The US position 
‘ FOR AMERICAN REPRESENTATIVE AT MEETING OF. on a number of 
INTER-AMERICAN ECONOMIC AND SOCIAL COUNCIL subjects expected 
to arise at the 
7 . early meetings of 
the. ‘Inter-american Economic and Social Council were agreed 
upon last week by the Executive Committee on Economic Foreign 
Policy (ECEFP). Guidance for the US representative, as ap- 
proved by the ECEFP, concerns transition problems, equitable 
alloeation of consumer and capital goods, and problems of 
inflation and deflation. Organizational meetings of the 
Council have already been held and the US r-presentative, 
Mr. Braden, has been elected Chairman and the representative 
of El Salvador, Vice Chairman. 


The US position on transitional problems is as follows: 
(1) Cutbacks, Coirodities should be removed from public 
purchase when no longer in short supply. Latin Amerioan 
countries should work actively to regain prewar foreign 
markets and avoid artificial dependence on wartime US 
markets, The United States will do what it can, legisla- 
- tion permitting, to help maintain total effective demand, 
minimize burdens of unavoidable cutbacks, and speed resto-= 
ration of normal markets. (2) Disposition of Government 
Plants, Pertinent provisions of the Surplus Property ‘ct 
of 1944 are summarized and specific mention is made of ~~" 
those provisions which would be of particular interest and 
concern to the other American Re»ublics. (3) Stockpile 
Policy, Pertinent provisions are summarized of S. 1481, 
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the idministration stockpile bill. Particular reference is 
made -to the fact thet stockpile created would be for national 
security: and not for buffer purposes, and reasons are cited 
yhy S. 1481, if enacted, would be of significance in economic 
reletions with the other /merican Republics, 


“In cansidering equitable allocation of consumer and 

cond iad goods, the ECEFP points to carlier policy statements 
which proposed the continuation of authority to control im- 
ports into the US, to make public purchases abroad, and to 
control and give priority essistance to exports from the 
US of cors.odities in global snort supply. In this connection 
the Department last October urged the House Comittee on the 
Judiciary to extend the Second ‘ver Powers Act in order to pro- 
vide implementing legislation to enable the giving of priority 
assistance to exports from the US. In the absence of priority 
and ellocation authority it would be impossible to assume 
responsibility for supplying consumer and capital goods to the 
other imerican Republics, In that case the US could only 
undertake informal essistence in the procvrement of matericls 
for export, such as bringing foreign buyers into contact with 
US manufacturers or exporters, or informally recuesting manu- 
feacturers end producers to make a portion of their output 
evaileble for export, 

As guidance on problems relating to inflation and defla- 
tion, the ECEFP document points out that OPA decides price 
control matters on imports, but State and OPA agree that 
treatment accorded imports should be generally no less 
favorable then for similer domestic products, On exports, 
the major reason for price riscs on US goods hes been heavy 
markups in Latin American countrics, Better price cortrol 
in Latin America on imports would have lessened appeals for 
inercases in US pricc ceilings on Letin American products, 
Thee US will assist other countries, so far as it properly 
can, with problems of inflation, deflation, : and price con- 
trols, but these problems must be solved prircrily by the 
countrics themselves, ; 


US UISSTON TC IRAN TO A mission headed by Major 
ee eks cl OF SURPLUS. PROPERTY General Donald H, Connolly of 
FLC (Foreign Liquidation Com- 
mission), and composed of 
reprecsntatives of Army, State, and UNRRA left. December 2 
tor Iran. The purpose of the mission is to dispose of all 
US surplus property in Iran by January 1, thereby imple- 
menting the Presidential Directive to the effect that US 
troops should be withdrawn from that area by this date 


* * * 
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BERMUDA TELECOMMUNICATIONS The US-UK Bermuda telecommuni- 
Ss cations Conference was success- 
fully completed December 4, An 
agreerent signed by the United 
States and the British Commonwealth covered the following 
points: (1) Existing direct radio-telegraph service between 
the United States and the UK; new circuits; exclusive arrange~ 
ments for signatory governments; and transit traffic. (2) On 
the subject of telegraph rates, conclusions were reached with 
regard to ceiling rates, press rates, terminal and transit 
charges, division of tolls, currency as related to tariffs. 
(3) With regard to press communications, agreement was reached 
on private point-to-point channels and reception of multilateral 
address press radio communications, (4) Present arrangements 
for mutual consultation and cooperative action with respect to 
the trans-Atlantic cable are to be continued. (5) The establish- 
ment of standardized switch system for international telegraph 
communications based on the standard 5-—unit code is to be made. 
(6) A protocol to the agreement provides that the Saudi Arabian 
Government may determine modifications of the concession re- 
quired to permit the operation of.other direct radio telegraph 
circuits than the British Cable and Wireless. It also provides 
that if the Greek and US Governments wish direct circuits the 
UK Government will promote this as soon as the new UK body suc- 
ceeds to the rights and obligations of British Cable and Wire- 
less Ltd. On the cther hand, if the UK wiskes to open direct 
radio-telegraph circuits with any countries with which the 
United States has exclusive.arrangements the US will cooperate, 


Agreement was also reached on general considerations 
which will be presented at the next international telecommuni- 
cations conference, tentatively scheduled for next spring. 


Full text of the Bermuda Agreement will be sent to the 
Embassies, | 


UNRESTRICTED ° @¢ « « 


LOCAL CURRENCY UNACCEPTABLE Instructions are being sent by the 
FOR SURPLUS PROPERTY SALES Foreign Liquidation Commissioner to 
all field commissioners not to ac- 


cept local currencies in payment of 
surplus property sales. Exception is made for commitments al- 
ready made, and for future sales when specific authority is 
given, Credit terms may be granted when considered desirable, 
and should be used rather than local currencies. /nother method 
of payment may be exchange of property, when specifically author- 
ized. Long-term credit to the extent of 30 years, may be nego- 
tiated in cases where a short period is impracticable. Dollar 
credit arrangements should provide that the U™ may reouest pay- 
ment in local currency from time to time, at current retes to 
meet the expenditures of the US in that country. The Commission- 
ers are authorized to use their discretion in starting explora- 
tory conversations on possible terms outlined above, but final 
approval is required from “’iashinegton,. 


* * *& 
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FRANCE GRANTED EXIM LOAN; France Signs Loan Agreement A loan 
-OTHER CREDITS CONSIDERED:’. agreement in the amount of $550 
million was signed December 4 by the 
French Ambassador and the Export- 
Import Bank. The credit is to supplement the provisions of 
Section 3(¢c) of the Lend-Lease ‘ct which made possible the 
celivery of goods in the pipeline up to VJ-Day, when lend-lease 
was terminated. The new credit will cover purchase of materials 
which had been approved for transfer to the French Government | 
vider. lend-lease but had: not been contracted forion VJ-Day so . 
-Gtd:not @ome-undér provisions: of the 3(c): agreement, The loan 
carries an interest rate of 2-3/8 percent and is repayable over 
thirty yedrs, rate and maturity being identical with that pro- 
vided under the French Lend<bease égreémérit of February 28, 
1945, The loan agreement~-must be submitted ‘to the French As- 
euayey* for ratification, 





, Czechoslovakia The: Departnent 1 has agreed to: cgadeees an 
itmediate credit of approximately [25 million to Czechoslovakia 
for reconstruction purposes. This would be in addition to the 
‘cotton credit now being negotiated. Tre Commercial Counselor 

"of ‘the Czech’ Embassy was so informed and«was referred to the 

‘‘Pank... He reports thet a.delegation will soon visit y vere hee 

to ) negotiate the toans i 





Crédit ‘to ‘Polarid: Inder Consideration sndasseder Lane 
». nas replied toe. Departmental request for his opinion. concern- 
. ing. an immediate small credit to. Poland for réconstruction 
~purposes, such as financing the reconstruction of ‘a single: 
port, Quid pro quo conditions to be attached to the loan will 
‘be fairly simple and within the éebility of Poland to ‘accept 
. without serious difficulty, Ambassador Lane replied that he 
agrees with the proposal, especially the improvement of a port. 
“The Soviets, he reports, dominate the ports and a US interest 
‘in port reconstruction would be. helpful. he 








g 30% In regard to the discussion concerning a cotton credit, 
Lane reports that textiles are not distributed to the persons 
most needing them, but: aré given to a favored group ‘through 
ration ‘priorities.:’ If measures can be taken so that the | 
textiles Would reach the general public, he would agree toa 
cotton credit. 


- - ‘ 
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. 4 °¢ 4 ‘fo . eee 2d ae - “1 eo oe "% } P "% ’ 
4 ‘ ‘ . pe . ~s Sots . 2 ’ 4 °.- » «@ 


DECLASSIFIED FOR PUBLICATION IN FOREIGN & 
RELATIONS OF THE UNITED STATES 














.-13 -: BEST COPY AVAILABLE 


SIAMESE RICE.PROBLEMS ‘ The problems arising from British 
CONTINUE WITH emis claims for Siamesé rice as war in= - 
t ‘demnity and the allocation of rice’ 
, to Southeast Asiar countries, in- 
cluding the: Philippines, have not’ yet. been. solved, 


Proposed: Rice Levy The British attach great ‘inpestinie 
to the free contribution by Siam of 1,500,000 tons. of rice 
which they ‘oatinate as. the surplus accumulated "under war 
conditions". The US previously suggested that an Allied 
Claims Commission be established to pass on claims, determine 
Siamese capacity to pay, including the effect of the rice 
levy, and. to decide on the type and alloeation of compensation. |. 

,See Page 9, November 13 issue of Current Economic Developments). 

The British rejected this proposal stating that the claims of 
the US end other Allies not at war with Siam are’ subordinate 
to those of countries which are at war, and that the US may 
not properly be associated with the British Gavernment in de- 
termining Siamese capacity to pay SERPERSS SER for damage to 
Allied property. , Bt 


in: a strong statement to’ the UK dated November 29, the 
US made it clear that it could not aceept the British posi- 
tion and again urged the establishment of an Allied Claims - 
Commission for Siam on which the US will be equally associated 
with the British Government, 


Amount, of ‘Rice -vailable for Export Information on 
Siamese rice stocks is. admittedly unreliable. There is- 
little likelihodd of obtaining really accurate overall 
figures without careful survey of the whole country, which 
would require months, The Siamese. Government insists that 
expor table surplus stocks, including. accumule ted surplus 
and new crop, do not exceed 800,000 tons,: but admits this. 
is only an estimate based on insufficient informations . . 
Eritish rice officials in Bangkok concede that their figure 
of 1,700,000 tons, though based on the best possible’ infor- 
mation obtainable from Bangkok rice trade, is merely a 
"reasonable guess", They admit that actual amount’ may 
prove to be considerably 1éss, though they. consider the 
800 ,000 figure much too low. Two independent: groups of 
rice dealers.estimate respectively 800,000 and 900,000 and 
predict that if the British take all their available surplus 
leaving Siam only the new crop, which is. estimated at 50% . 
normal, there will be local famine, 








Ve have urged the British, in view of the discrepancies 
between the estimates, to change their rice levy figure from 
1,500,000 tons to the amount of surplus rice stocks accumu- 
lated "during the war by the Siamese, this surplus to be de- 
termined by the proposed Rice Commission, 


Regardless of the amount of surplus in the country, 
difficulties of making it evailable for export are not 
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diminishing. Uncertainty -as to currency leads middlemen to 
hold large stocks until rate of exchange is.established; 
state of railways and roads and shortage of river shipping 
seriously slows transport; rising costs of living is causing 
labor difficulties which have resulted in strikes of mill and 
dock workers and stoppage of rice shipments. The Siamese 
claim it is impossible to export 150,000 tons before the end 
of the year and the. British tend to egree. 


Siamese Rice -for the Philippines- The-15,000..tons of 
Siamese .rice whieh was allacated by: the Combined -Food Board 
for .the Philippines has-not.yet been shipped. The British 





. Maintained that US buying. would upset the entire British 


procurement plan. US representatives -proposed that .the US 
Commercial Company representatives would work closely with 

the British Rice Unit to prevent competititon between them, 
but.stated that USCC would sign a purchase contract with the 
Siamese. Government. British representatives maintained 

that this would have an adverse effect on Anglo-Siamese negoti- 


_ ations .cnd wanted to consult with London, ‘asking American 
representatives to wait a week for a London reply’ before pro- 


ceeding. ‘vhen-no reply was forthcoming in.thet time -USCC 


representatives. instituted immediate negotiation of ¢ontract 


(7. ew th. the Siamese Government for 1, 000 tons rice for delivery 


- 


in the.next-60 to 90 days. . 


Meanwhile the British are contending that the CFB di- 
rective on distribution of Siamese rice to the Philippines 
as well as other deficit areas in Southeastern Asia would, 
if mede on a pro-rate basis, create such shortages in Malaya, 
Borneo and Hongkong «s to cause starvation. They, therefore, 
have urged that the US ship to Southeast-Asian countries, in- 
‘cluding the Philippines, es much rice as:can be loaded between 
now and the end of: the year, . : 


‘ok * x 


SWNCC OPPOSES’ ENTRANCE OF PRIV..TE OR’. Pending .intergovern- 
GOVERNMENT’ REPRESENTATIVES INTO JAPAN mental decisions, the 

| : 7 State-War-Navy Coordi- 

| | ’ nating Committee (SWNCC), 

except in cases of nilitary necessity, has decided that it would 
be premature to perrit foreign governments or their nationals to 
enter Japan... The question arose when. the French and Chinese 
. Governments requested: permission to examine and: liquidate their 
|“ benks. -SWNCC decided that since: banks. constitute: only one of 

many foreign business interests in Japan, the decision to per- 
rit any foreign governnents or private interests to examine 
their holdings. would invite widespread requests.to enter Japan. 
It was-also feared, in view: of- the fact that one .or more of the 
banks mentioned night ultinately- be reopened, thaet.the exami-~ 

nation of these banks by, foreign representatives might become 
‘athenete.bs secure preferential positions in connection with 
their reopening at a cael date. : 


oe " * 
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US-SOVIET OIL CO’ “© IN RUMANIA Work of the US-Soviet 
P STALLED BY PROCEED... vISAGREEMENT Commission investi- 
gating the removal of 
2 oil equipment from 


Rumania to the USSR appears to be stalemated because of con- 
tinued disagreement over the method of procedure. (See page 4 
November 13 issue of Current Economic Developments). The 
coviets are insisting on detailed data on equipment owned by 
7 the American companies as of January 1, 1942 and acquisitions 
‘ since then as they consider material acauired by the company 
efter that date to be German-owned. The US position is that 
this request is irrelevant to the task of the Commission, 
which is to formulate an agreed list of material removed by 
the Soviets and belonging to American companies. 





There is now also a difference of opinion on the publica- 
tion of interim progress reports, the Soviets having first 
acquiesced but now being opposed to the publication of such 
reports. The Department favors a proposal made by US members 
to notify the Soviets that we reserve the right to issue in- 
terim reports unilaterally end that the United States feels 
each government should be free to do so. 





J:iPAN PROPOSES BARTER SYSTEM On November 14 the Japanese 
TO GAIN ESSENTIAL IMPORTS Minister of Commerce and 

Industry subritted to the 

Supreme Comrander a fornal 
epplication for imports to stave off threatening famine 
and to establish some degree of econoric stability. The 
Japanese plan for essential imports and possible exports 
in 1946 proposes a barter system, with Japan offering gold 
end other precious metals, diamonds, raw silk, silk piece 
goods, cotton goods, chemical products, edical supplies, 
machinery, celluloid goods, chinaware, hardvare, tin, 
antimony and industriel art products. The volume of 
planned exports is 17% of 1936 exports, calculeted in US 
dollars. The composition of the exports appears to follow 
the pattern typical for Japan, with textiles accounting for 
more than half of all exports. Imports are planned with 
special consideration of the present shipping situation. 
Korea, Manchuria, Sakhalin and the US appear as the most 
importent sources of raw material supply. 
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are currently receiving attention in the 
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sometimes be made to previously reported 
items to avoid repetition. 
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have knowledge of the contente of this document, 
responsibility for the safekeeping of which will be 
assumed by each recipient thereof. It may be retained 
in protected files or, at the discretion of the recipient, 
destroyed by burning. If not personally disposed of by , 
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US ISSUES INVITATIONS TO NEGOTIATE WITH REGARD TO . Invitations 
PROPOSALS . FOR. SAPARELON OF ‘WORLD TRADE & EMPLOYMENT. to initiate 

| negotiations 

. ee .. for the im- 

plementation. of the thessatasi for Expansion of World Trade and 
Employment". have now been issued to the UK, Belgium-Luxembourg, 
Australia, Brazil, Canada, China, Cuba, Czechoslovakia, ‘France, 
Holland, India, New Zealand, South Africa and the USER. Negoti- 
ations would. take place at a meeting some time next spring which 
would be preliminary to the International Conference on Trade 
and Employment scheduled for-:next summer. Among other things 
these negotiations would involve concrete action for the re- 
duction of governmental barriers to trade, which would largely 
be made effective in so far as this Government is concerned 
uncer. the Reciprocal’ Trade Agreements Act, The results of the 
spring meeting would be subject to review at the general con- 
ference in the summer. : 


If and when the other countries concerned indicate their 
readiness to participate in negotiating with the,US, the usual 
formal notice of intention to negotiate under the Trade Agree- 
ments Act would be published, and hearings will be::called before 
the Committee for Reciprocity Information for the presentation 
of the views of all interested persons both as to concessions 
which may be granted by the US and .as to those to be asked 
from the other countries concerned. The tentative list of 
commodities for consideration of possible tariff concessions 
would -be published alae to the hearings. 


Since the invitations hove just been sent to our missions 
for transmittal to the.governments-concerned,. it Is not now_:. 
possible to report what countries will participate \ ‘or exactly 
when and where the meeting will occur. 


UNRESTRICTED 


OCCUPYING AUTHORITIES FAIL: TO REACH So far the oceupy- 
AGREEMENT ON AUSTRIAN ECONOMIC POLICIES ing authorities 
-have not been able 

yt to reach agreement 

on the important questions of responsibility of ‘occupying — 

authorities for supplying Austria with food supplies suf- 

ficient to meet the standards agreed upon at. the meeting 

of Council of Foreign Ministers, and the interpretation - 

of the Potsdam provisions regarding the treatment of German 

assets in Austria. 


Joint Supply Program for Austria The Department has 
recommended that the Austrian Government, UNRRA, and the 
Allied Commission Austria (ACA) work ovwt.a joint import 
program sufficient to provide Austria with supplies at 
standards approved by the UNRRA council resolutions, i.e. 
2650 calories. In view of the fact th at UNRRA, funds will 
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not be sufficient to achieve jeven.a minimum program for 
-ustria, the Department recommended that the occupying 
- powers agree that each will be responsible for procuring 
and financing civilian relief supplies for its own zone 
sufficient to attain. the standard .of 1550 calories per 
-. day approved by the Council of Foreign. Ministers. Erherdt 
-~-has informed the Department | that, on. the latter question the 
-US: and the UK have tried to secure quadripartite agreement 
without success. . The Soviets insist that. they are under no 
obligation. as a result of the Foreign Ministers discussions 
- in London -to import .food for the establishment of 1550 
calories. per. day in their zone.  They- have, however, agreed 
to maintain the Vienna standard at 1550. They. argue that 
food conditions are extremely bad in Russia and, that there 
are no food. surpluses in Hungary or Rumania... ‘The French. 
have indicated that they acknowledge a moral obligation 
but do not believe they will be able to live up-to, it. 
Erhardt reports that large scale requisitioning of local 
. foodstuffs has ceased in the Russian.zone, although it is 
still practiced freely by the smaller Soviet units. . Some 
purchasing of food ‘supplies is Retna | carried out in the bot 
French ZONE. - foc i aiaie <6 


ican Erhardt states that, as the UNRRA program ‘cannot be 

put into operation until March, the most important problem 
at present is. to secure omergency - aid before then, if 
possible. by January 1, 1946. He feels that the best to be. 
hoped for under present circumstances is that. .the’ French 
and Soviet zones can be brought up to the level of 1550° 
calories abi ay for normal consumers, 


ae US Inter pretation of Potsdam Provisions Re. German | 
“Assets in Austria (See. Page 3, Current Economic. Develop-_ 
ments, November 26). ‘With respect to the Department's pro- 
posals for the treatment of reparation claims against German 
asscts in Austr a, Erhardt states that the US representative 
has been trying for several months to bring this subject up 
in ‘CA but the Soviets refuse to discuss the question stating 
that.any interpretation of the Potsdam provisions is.a matter 
for.direct discussion between. the governments that signed... 
the agreement. .In view of the Soviet stand, Erhardt believés 
it would be futile to bring this up in the *CA until the 
governments have preached agreement and instructed their. 
representatives, .He says it. would he difficylt to.over-. 
estimate the ‘importance of, the ovestion of German assets - 
for it-is, estimated that these assets repré ésént 70-80% of. 

the country's industry..and.that they are. found | largely ins 
castern Austria, a ie a ere 
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US ASKS VOLUNTARY RESTRICTIONS On November 20. Under Secretary 
ON WATCH EXPORTS BY SWISS . . .. Acheson. presented. to the Swiss 
ae :Minister.a note. which stated 
that the US watéh industry is 
considered very important for national defense: that this 
Government is intensely concerned over recent very heavy in- 
creases in irports of Swiss watches and.movements, that we 
realize the trade agreement between the. US and Switzerland 
prohibits the imposition of quota limitations on watches. by 
tne US; and that we, therefore, ask that the Swiss Government 
voluntarily limit the export of Swiss watches to the US during 
the next 13 months. The note also says that we would like a 
Mexican—type escape clause included in our trade agreement, 
so that if unilateral limitation by the Swiss should not pre- 
vent imports into the US through: third countries, we would be 
able to‘impose a quota. If no satisfactory solution is-.worked 
out with the Swiss, the note states that it might be- necessary 
2s a last resort to denounce the agreement. | 


This action was taken in accordance with recemnendations 
of the Interdépartmental Trade Agreements Committee (See Page 
15 of Current Economic Developments, October 29, 1945) follow- 
ing urgent requests by US watch manufacturers for limitation 
of imports of Swiss watches which had increased Oude WANSlE527 
during the war period. : 


Swiss Minister Protests While no formal reply has yet 
been received from the Swiss, the Minister has stated to 
Department officials that the note came as a shock, since no 
such proposal had been made before, and assurance had been. 
given by US officials that there was no intention of denouncing 
the trade agreement. During the war, the US :rmy and Treasury 
had insisted that the Swiss provide the maximum possible number 
of watches to the 'US. ‘Hé added that the livelihood of large 
numbers of the Swiss population depends on the watch industry 
and that the markét for watches in the rest of Europe is now 
almost, non-existent. He said that evén some of the US-watch 
manufacturers felt that there would be a market for all the 
watches that they could produce. The inclusion of a Mexican- 
type escape clause in the trade agreement, he said, would 
render it useless by taking away all the assurance of stability 
the. present, ach cxmmmceh contains. 





In reply to the: Minister! S peotesta,”t it was stated that 
our. proposal was meade after serious consideration, that the 
US watch industry had converted almost ‘holly to military 
production during the war, that it is now faced with the fact 
that civilian demand for watches during the war had been met 
from imports, and there may therefore not be a substantial 
backlog of demand. The special skills ‘of the watch-making 
industry are considered necessary | to the security of the US, 
and we cannot afford to lose them.* He wes reminded that the 
question of the volume of watch imports had been discussed 
with Swiss representatives freauently | ane that there had been 
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long delays in the replies to our inaguiries, There were 
Similar difficulties in connection with our request for 
licenses for export of watch-making machinery. 


Protests against the action taken, which wes made 
public, were also received from assemblers of watches who.’ 
import Swiss parts, from jewelers, and from Congressmen 
who have been pressed by constituents. with an interest in 
continued large imports of Swiss watches. | 


TAC Recommends Final Quota Figure Ata adeting on 
December 13 the Trade Agreements Committee reviewed the 
problem.and recommended the final figure which might be 
used by the. US representative in negstiations with the 
Swiss. The Committee believes that the domestic situation 
should be reviewed ‘periodically with the view of increasing 
the amount of the limitation if cenditions in the domestic. 
market should warrant such action. It would be most un- 
fortunate if a shortage of watches in the US should result. 








oe Exports: to be Discussed The Cemmittee also 
sugeests that the question of ~watch-making machinery might 
be raised in discussing the quota question with the Swiss and 
might be employed as a kind of quid pro auo in making any con- 
cession on the export restriction originally proposed, The 
Swiss had apparently been about to reach a decision on our 
requests for the export of watch-making machinery to.the US 
when the note was delivered to the Minister. We were there- 
upon informed that a decision was impossible now because of 
recent develepments in Washington. .Difficulties which have 
arisen in obtaining jewel wear enge: from ows Teer LENE may aise 
be mentioned, 








The Committee feels that a strong public statement 
should be made when arrangements are completed saying that 
this is an emergency measure and not an expression of the 
long-range international economic policy of the US. Coming 

-at.a time when this Government is launching its program to 
secure world-wide reduction in restrictions on international 
trade, our action in this thatter may have unfor tuna te re- 
percussions, © 


ECEFP Subcommittee to , © tuay Defense Aspects of Watch 
Industry. The Committee has also suggested that the uxecutive 
Comittee on, Economic. Foreign Policy set up an ad hoc sub- 
committee with representatives from State, Commerce,. ar, 
Navy and the Tariff Commission to study (a) the character 
and quantity of the. machinery, équipment, and skilled labor 
force which need to be maintained in peacetime with respect 
to the special position o* the watch industry in national 
defense; and (b) what steps, if any, should be taken within 
the general international and commercial policy of the US to 
insure maintenance of the industry in peacetime at the level 
considered necessary because of security considerations. It 
is hoped that a preliminary report on point (a) may be made 
by March 15. 
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1OUSE OF: COMMONS ACTION MAKES: ESTABLISHMENT The. House of 
OF BRETTON ODS INSTITUTIONS: PROBABLE _. Commone last 
z pease ee week decided 

ee en SP ae ---*-~.°. $0 sien the: 
Pretton Woods Monetary Agreements. This bill, along with 
the bill-aceépting the conditions of the $3, 750, 000 ,*00 
loan and $650,000,%00 lend-lease agreement with. the US, 
now goes to the House of Lords, where debate will be held 
Monday, December 17. The vote in the House of Lords is 
expected to be close. Under British law, if Commons passes 
a bill three times over-the Lords' veto, it becomes lew. 
Sugh-actiohmight-delay passage of the’ measures beyond | 
December 31; the date on which nati6éns contributing 65% of 
the ‘quotas iof the Fund must ratify = ane apaperersane are 
to come: into being. : ‘ : 

With British acceptance , aeaiias by othe Lesibhad . 6 

is.expected to follow promptly end: the present indications 
aré that:the Agreements will probably be signed by the 
necessary number of countries prior to December ji 


1 '- The Department has advised all other nations which 
id ial thie Final :ct of the Bretton “oods: Conference that 

the US expects to sign the Agreements on December 27 and 

inyites: them to (sign at the same time, ae i 7, eae 


_. States whieh have guiher ised: their’ Governments be: sigh’ 
the Agresménhts-are the US, China, Colombia, Yugoslavia, te 
Venezuela, the: Philippines, Ethopia, Ecuador and Guatcmala. 

It is hoped that France will have signed prior. to December 31. 
The French Government has been in fevor of these. agreements ” 
in princfple, but, they cannot be approved without prior: sub- 
mission to the National Constitutional fsegmbly. Aetion ig. . 
expected momentarily, . ; | 


‘No indication hes yet come from Moscow as to..whether or 
not the USSR will sign, although it is generaily assumed such 
approval will. be forthcoiiing since her representatives signed 
the ‘final act’ at Bretton Woods, It is believed :that there 

vill -be sufficient signatures by December 31 to bring the 
igreements into effect even: if. Russia's: accession: Hoes: not: 
occur by that, Hime. ssc : ol 3 i 


“Sa, Belgtan Govebninent: official hes’ eivak ‘Assurance that 7 


the ; Belgian’ Government will- press: Parliament to approve before 
December 31. ‘fhe South African Parliament gome -months ago- 
adopted the ynanimous report of: a Sélect Committee which ' 
recommended thet. the Union should be~ n original member 
if there are sufficient. indications al. international 
support ‘which will. give the Fund: and Bank a truly multi- 
latcral: character. No further parliamentary action is 
necessary, .and implementation can be effected by proclamation. 


Norway 


UNRESTRICTED 


—— 
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Norway will not consider the Agreements until some 
time after the new Storting meets in January. 


The Bolivian National Convention adjourned in November 
without having the Agreements submitted to them, and will 
not convene until next August. India is expected to follow 
the British lead, as is /ustralia; however, it is doubtful 
whether action will-te taken hefore the end of the year. 

- Bretton Woods legislation is now before the Canadian 
Parliament.and it is hoped. to have it out promptly. — 


-. UNRESTRICTED 
; ‘ ore x * x 


UNRRA DEVELOPMENTS Funds Become Available to UNRRA Both 
ARE SUMMARIZED _ Houses of Congress last week voted the 
€¢559 million: balence of the first US 
, Lee BS oi contribution to UNRRAiand the funds 
have since been made available to the: Administration. 
Enabling legislation for the new US contribution of 
$1,358,900 passed the House and wes reported sut favorably 
end without change by Senate Foreign Felations Committee on 
December 13. Senate acceptance is anticipated before the 
Christmzs recess, On December 14 the “enate passed the 
deficiency appropriation measure which included a $750 million 
appropriat’s:, for UNRRA egainst the second contribution when 
enabling 1 .islation becomes law... No difficulty is foreseen 
in House approval of this appropriation and final action is 
anticipated before recess, The $750 million and the $550 
million appropriations will cover all necessary UNRRA pro- 
curement in the US through the middle of March, prior to 
which time it is hoped the balance of the second contribu- 
tion will have been appropriated, 








Embassy Caracas has been.informed that the Venezuelan 
1946 contribution to UNRRA will be made shortly. The 
Colombian Chamber of Deputies hes unanimously approved 
legislation, which authorizes; the government to fulfill its 
financial obligations toward UNRRA. 


UNRRA Draft Budget Sent to Missions for Comment UNRRA's 
proposed program of operations through 1946 in Europe and the 


first quarter of 1947 in the Far Ecst has been budgeted as 
follows /~in millions of US dollars, less cost’for admini- 
stration, mission expenses and displaced persons (181) and 
reserve for shipping costs (580)7: Albania, 25; Austria, 75; 
Byelorussia, 503; China, 5623 Czechoslovakia, 262s Greece, 3753 
Italy, 409; Yugoslavia, 4323; Poland, 444; Ukraine, 158; 
Miscellaneous, 313; Unallocated, 179; Total, 3004. 





The above figures are subject to approval of the Central 
Committee end UNRRA is asking the comments of the local UNRRA 
missions after consultation with the countries concerned, 

All figures include the total 6f goods already shipped and 
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trose programmed unti] the.close of UNRRA operations, The 
- present allocations to Austria and China appear to be low 
and justified needs may make an increase desirable at the 
’ expense of programs for other countries. The reserve es-~ 
tablished for emergencies is high in view of the antici- 
pated failure of some countries to contribute their second 
one percent of income in full. 


A letter wes written by “r. Cleyton, US member of the 
’ UNRRA Council, to the Acting USSR Council member, with the 
approval of UK and Canadian UNRRA Council members, stating 
that, according to the interpretation of arrangements | 
agreed upon at the Third Council Meeting in London, funds 
to be made available to the Ukranian end Byelorussian 
Republics will depend on the availebility of the additional 
funds contemplated in Resolution 80. If such funds are not 
forthcoming, 2 reduction of all outstanding claims, includ- 
in: those of the two Soviet Republics, will heve to be made 
to bring the claims within the limits of the funds avzilable. 


| UNRRA Program Peviewing Procedure Established The Central 
Committce of UNRRA has adopted the following procedure for re- 
viewing the broad programs of UNRRA end advising the Director- 
General concerning them: (1) a Program Subcommittee will be 
established imrcdiately consisting of one member nemed by 
.g@ach member of the Central Committee, and optionally, with 
one alternate; (2) the Subcommittee will review projected 
country progrems submitted by UNRRa and recommend to tne 
Central Committec their ceceptance or revision; (3) the Sub- 
committce mey consult specialfsts from UNRRA or member zovern-= 
ments, as well as fisld representatives of receiving govern- 
ments in carrying out its duties; (4) the findings and recom- 
mendetions of the Subcommittee will be available to member 
governments at the discretion of the Centrel Committee after 
the latter has acted upon them, 











Department Recommends that UNPRA Use Established Neticnal 
Agencios in Solution of Shipping Protlems The Departrent was 
represented at a recent mecting of the UNRRA Subcormittce on 
Shivping of the Committee on Supplics to consider the problem 
of waat form of shipping organization should take care of 
UNRRA's shipping needs after the termination of the United 
Maritime ,Authority in March 1946, Sp:cific ouestions include 
the advisability of the use of shippine conferences or the 
establishment of an UNRRA organization for chartering ships. 











The Department's. position is thet UNRRA should not es- 
tablish any shipping orgenization unless absolutely necessary, 
since its primary responsibility is one of relief and not of 
trensportation, and because of the difficulty of setting up 

. ond maintaining an efficient organization for the relatively 
short period UNRRA will be in effect. The Department hes 
recommended that UNRRA follow the procedure established in 
its Folicy Resolution No, 1-III and make us: wherever pos- 

| sible of the established national egencics of member 


. countries 





{ 
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countries in the solution of its transportation problems. 

Thetigh this policy wes established in wartime, the Depert- 

ment considers it epprorriate et this time. The fubcom 

mittes agrecd that:full investigation should be. mede of the 
, possibility. of utilizing apyoropriate netionel agencies in 

‘the solution of UNRRA's post-UMA shipping problems, and that 

in the moantime, no section will be taken to consult with 

the shipping conferences nor to approve the cxpansion by 

UP RRA of its shipping organization in anticipation of UMA's 

termination. 


| UNRRA Repre sentation on Cormodity Committees The Depart- 
mont is considering support for a proposal that certain UNRRA 
“ reesiving countrics which sre major importers or cxporters 
of particular commoditics be given membership on setartaaes 
eae atid committces: of the Combined Poards,. 








The REC Centre 1 Cow mitts e a TTA, voted a $2,500, C30 

laekcenne relief program for Finnish.Leplend, on the motion 
of US member which wes.seeonded by the Sovic t delegate. The 
US Cos6getson hed originclly supvorted a * 3,000,000 program 


_ Problems Relctinge to Trensport of UNRRA Goods An UNRRA 
recuest for 4200 surplus US militery wegons for relicf ghipe 
ments to eastern Europe hes been revicved by ECITO and 
re prese “ntatives of ECITO, UNRRA, and the Army-Navy Liquidation 
Commission are scheduled to meet in Paris to discuss the aques- 
tion of UNRRA needs in this regard es comparcd with the needs 
of opher sections of Europe. 





A second problem regarding shipment of UNRRA goods has 
been Faigee by thé Czechs, who protest that they are ~— 
to move UNRRA supplies from Bremen beceuse ACC Germany ha 
so fer refused to restitute 2700 identifiable Czech ~ Fag 

snother report is thet all moverent of. UNRRA--goods between. 
Bremerhaven end the. Gzech porder hes been heited because of 
lack of locomotives. Ineuiry és becn msde of the Czech 
Government whether the locomotives used on this route are 
Czcch or -Gerran,. If the usual practice of changing loco- ) 
motives. at the border is used, the German locomotives may 
heave been removed to haul Gerran coal from the Ruhr. In 
that case 2 -ouestion of priorities as between Czech food 
needs and the fucl needs. of. other countries may arise. 
General Clay hes been notified of both of these reports. 





Reports of Misuse of UNRR& Supplies Investigation of 

reports regarding mi suse for political purposes of UNRRA «© 

‘ supplics in Yugoslevie is still going forward, without any ~ 
conclusions heaving toon me ched as yet. A report received 
from. the: Czcch Government concerning alleged transfer of 
unrationed reat confirms’ the fact- that 10,000. pounds of 
unrationed meat were trensferred to the Sovict énd Rumanian 
armics in Brno. it the time the transfer was made apparently 
inadequate instructions hrd been given for distributing UNRRA 
supplies. The explenstion of the Czech Government in this 
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matter ‘te not considered fully satisfectory, however, end” 
it nes becn asked to institute improved investigation and 
accounting fecilities in connection with the distribution 
of UNRRA supplics. 


~ eee ee 
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DEPART’S=NT'S SUGGESTIONS REGARDING The Department has 
DANUPE PROBLE™S FORWARDED T? BYRNES forwarded to Secretary 
lk " Byrnes'a statement on 
current Denube problems, 
és bashebeuad infeieetien in the event discussions of. the 
Denube- problom are included in the current Moscow conferences, . 
The suggestion wes made that a provisional Denube commission | 
be established along the lines of the present provisional — 
Rhing commission. It is believed thet-urgent transportation 
needs in th¢. Danubian arca require that 211 available water- » 
craft: be . put into operation to the fullest: extent that River 
conditions. allow. The ereetion of 2 Danube commission ‘vould 
be consistent with the US position, taken at Potsdam and at 
the Council of Foreign Ministers, that international commis- 
sions ,be established to govern the use of European we. terways. 


At present, obstecles such as destroyed bridges and 
sunken barges prevent normel traffic, and different regule- 
tions with respcet to the movement of vessels and crews, end 
cucstions of restitution and reparations, es well as owner- 
ship end ccntrol of Denube watercraft, discourege the free 
movement of vessels between arces of different political and 
military jurisdiction, 


-- The purpose of a provisional Denube commission would be 
to facilite te cooperction in the clecrance of the River, end 
to insure. the freedom of movement of vessels without prejudice 
to questions of reperati ons, restitution, and title which could 
be worked out ct 2 subsequent time by other euthorities. A 
provisional eamni sion would heve jurisdiction, only over regu- 
Intions and technical works and would not go into a 
of allocction of vessels end control of cergoes. The ob- 
jectives of such a commission would be to make sure that when 
vessels under the control of one suthority move into other 
ae of the River, they will be subject to uniform rules and 

ezgulations ond will not be in denger of seizure or diversion, 
Vessels could remain subject to the direction of military 
authorities or. states in which they ere registered. It is 
‘Dbolieved that such a commission 1 might meet previous objections 
raised by Soviets to US proposals in London. 


Embessy Vienna Reports on Denube Developments In the 
meantime, a detailed report has been received from Embassy 
Vienna on letest developments affecting Rhine traffic. The 
i ita hie catia that USER strongly desires that US release 





ships 


iat 
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ships held in the US zone and that recuests by the Hungarian 
or. Yugoslev officials for US release of ships are due to 
Russian pressure, While the number of ships uncer Russian 
control are about twice those under control of the US, 
Russian controlled ships have to serve greeter distances and 
it is reported they are in bad-repeir generally while ships 
uncer sAmcrican control are in good condition. American mili- 
tary authorities in Vienna believe that the Russian aim is 
mejority interest in Austrian shipping to esteblish economic 
control ovér the Denube which would be more permanent than 
present militarv control. 7 


First hand information on the conditions of control of 
tre Danube in the Russian zone is not evaileble beceuse the 
Russians will not permit surveys of the River within their 
zone. The Embassy believes that the USSR policy is to con- 
fine the shipping of Austrie end other riparian states to ) 
their nationel borders end to allow no creft across national i 
borders unless requisitioned and operated by the Soviets. 


The Embessy recommends thet free navigation of the 


‘Danube be made an essential condition to the return of Ameri-e 


can held creft. Otherwise it is believed that Russian efforts 
to dominate Danubien treffic and to isolate Austrian end other 


- riparien states shipping would be greztly strengthened. The 


Erbassy holds next in importance the consent of the Soviets ; 
to a physical survey of the length of the Piver, to determine ), 


.requirements and projects essential to safe navigation. So 
“far, >ussians have refused to ask their Government for per- 
-: Mission to discuss the question of access to the whole River, 


’ 


elthough the othcr three elements have agreed to ask the 
Austrian Control Commission to approach their respective 
Governments for euthorizetion for such e study. 


PAULEY '“AKES RECOMMENDATIONS ON &rtbessador Peuley has 
REPARATIONS FOR Ji.PiN ND KOREA  rccommended (1) The es- 
, , tablishment of ean inter- 

: national reparations com- 
mission fdr Japan, separate from the Far Eastern Advisory 
Commission;.(2) The im-ediate commencement of interim 
réparations déliveries:-without prejudice to the ultimate 
determination of the finel total of Japan's ability to pay, 


‘or the distribution of shares among claimants; and (3) The 


submission by the chief claimant nations of preliminary 

claims by type snd quantity of equipment by February l. | 

Although he docs not believe thet the USSR would or should 

assert a substantial claim to reparations from Jepan, he . 
indicates that ¢certain plants and machine tools may well be 


Be ' made 
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made available to Russia es the low economic development 
in the Far Eestern countries may. meke it difficult for 
them to. absorb. excess’ industriel capecity we wish to 
eliminate from Jepan,. 


- Karea -t9. be. Reparations Recipient Pauley declares that 
it is. to our - interest nof to. remove capital equipment from 
Korea but rather to.try :eand determine what Jepanese plants | 
. end equipment could usefully be transferred to Korea. ‘He 
recommends, however, that it would be preferable to post-_ 


pone, allocation and ’ shipment of. reparations to Korea until 
the needs of the whole country can be considered as a unit. 


= 33 








: Pauley is expected in Washington this week and: it is 
enticipated that the Departrent will receive his detailed 
reports on reparations ‘problems. 


* *  * 


ANOTHER ATTEMPT 4T NEGOTILTING WITH Negotiations with the 
CUBiNS FOR SUGAR ENDEQ IN STALEMATE Cubans for sugar, which 
| were reopened last week, 

, again ended abortively, 

‘with the Commission returning to Cuba. They sey they will 

not return until after the Cuban Government and the US Govern- 
mont reach an agreemcnt on an exchange of notes giving some 
assurance to Cuba concerning its-.long-run position in the US 
Sugar market, Although it is difficult for the US to give 
an assurance which means much, there are: signs that the 
Cubans may be willing to necept some kind of general come 
mitment which would be acceptable to uS, 


In discussions in VYashington last week the chairman 
of the US group .informed the Cubans that we should be 
willing to buy two crops if other provisions of the agree- 
ment were satisfactory to us, This represented a compromise 
between the Cuban request:for the purchcse of three crops 
cnd the US proposal to. buy only ane. 


The Cubans say they will probably. make some sales of 

sugar. to other american Republics before their return to 

the US, but that they will try to. hold these sales to small 
emounts which are badly ‘needed. . They.say that they will 
charge the full market price in these sales, adding that other 
Latin American countries make no.effort to hold down inflated 
prices, on products which they sell .to Cuba. This policy is 
contrary to that employed by them last year, when they sold 
at s figure only slightly ebove that charged to the US, and 
it ray cause criticism of the US es other /Jnerican Republics 
may feel thet US purchase of so much Cuban sugar places them 
at the mercy of the Cubans with eer to price. 


w* 


x* *« 
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NES DEGLARES GERMANY "ILL PASS TEROUGH ' §imultaneously 
EE | STAGES: IN RETURY ‘TO NORMAL CONDITIONS with the release 
: , ' of "The Reparation 
Settlement and the 
Peacetime Economy of Germany" (See Current Economic Developments, 
Issue No. 23, November. 26) .. Seeretary Byrnes issued a statement 
' declaring that it-is the Department's view that the Potsdam 
_ Declaration involves three stages in the return of Germany to 
‘rormal economic conditions. Pointing out, that the position cf 
*Germany in the present world picture must be looked-.at in re- 
‘lation to.its history of aggression of the: past six years, 
and to the insistence of the Nazis on continuing the war to 
the bitter end thus causing enormous destruction to German 
cities, transport facilities, and other capital of the country, 
‘the Secretary stated that the German people are ‘primarily re- 





-- $porsible for their present position and that even if there 


were no reparations program the German people would be ill- 
fed and German productionremain low for some time to come. 


The Germans are now in the first stage which covers the 
period fromthe ‘surrender of the.armed forces to at least the 
“éra of the present winter. In this stage it is the Depart- 
ment's view that our policy makes possible the maximum con- 
tribution to recovery in areas recently liberated from Germany 
and positively to lay the ground work for the future recovery 
of Germany in conformity with the principles agreed to at 
Fotsdam. It is felt that this winter will be an exceedingly 
hard one for Germany, although’ onlv slightly more-difficult 
‘than for certain of the liberated arees. fny softening of 
Lmerican policy, while it would ease the task of the occupy- 
ing forces, would be: largely at the expense of the liberated 
areas. 


In the second stage it is envisaged. that the German 
economy will gradually recover; German industry will be 
gradually reactivated and’ the broken transport system re- 
vived. German exports should during this period reach a 
level where they can finance the necessary imports end re- 
pay the occupying authorities for their outlay during the 
present emergency period. 


The third stage of. economic déve lopment wil 1 follow 
the period of reparation removals which according to: the 
Potsdam provisions should, be completed by. February 2, 1948. 
The resources left to Germany at this time should enable her 
to achieve a’ stendard of living equal to that of the rest of 
continental Europe, exclusive of:'the UK and the USSR, In 
general the Gérman people will re¢over control. over their 
economy subjéct to.such residual limitations as the occupy- 
‘ins powers decide to impose. These limitations. in. the 
‘"“cpinion of this Government should be designed primarily: to 
prevent German rearmament and not to restrict or reduce the 
German standard of living. 
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CONSIDER:.TION OF OIL REFINERY CONCESSIONS IN The matter 
BRAZIL RISES PROBLE!M OF FOREIGN PARTICIPATION of fitece 
competitive 
entry to both 

oil refinery and eiehaneteda phases in Brezil has been the 
subject of communication betwéén the Department end the Rio 
Smbessy for the past several weeks. The ‘problem erose over 
consideratisn of applications by the Brazilian Petroleum 
Council for oil refinery concessions in Brezird.. 

Certain existing Brazilian laws prevent. American or 

- ' | other foreign nationels from owning or even having minority 

. participation in any phase of the Brazilian oil industry 
except marketing, However, the National Petroleum Council, 
realizing the need for foreign capital and technical as- 
sistance in the development of Brazilian petroleum re- 
sources, has expressed its intention to suggest liberaliza- 
tion of these laws. The Departrent feels that the present 
restrictive petroleum legislation is inconsistent with 
article Six of the Economic Charter of the /mericas adopted 
at Mexico City, in which the Brazilian Government accepted 
the principle that the "American Republics will undertake to 
afford ample facilities for the free movement and investment 
of capital, giving equal treeatrent to national and foreign 
capital, except when the investment of the latter would be 
contrary to the fundermental principle of public interest." 


Aecordingly, the Embassy was instructed to encourage 
the National Petroleum Council in its expressed willingness 
to further liberalization of present laws, to bring this 
matter to the attention of the Brazilian Government, and to 
encourage a postponement of decision on refining concessions 
as granting these might give force to laws which, it is con- 
templated, might be revised. 


The granting of refinery contracts to local interests 
was contingent upon their presenting an assured supply of 
crude oil and edeauate marketing frecilities, for both of 
which they are dependent on foreign oil companies, thus 
foreign interests would participete indirectly in refinery 
operations, It was reported thet local representatives of 
two oil companies were of the opinion that their p2zent US 
companics wouid be satisfied with a minority participation 
in Braziiian owned refineries. The Depertrent felt that 
initial aeceptence by .mericen companies of minority in- 
terests in the development of Brazii's petroieum res-urces 
would heve serious effect on this Government's over-all 
policy with respect to protection of 4merican interests in 
other Latin imerican countries, such as Mexico. 


The finel date for accepting applications for refinery 
concessions was December 6. The eight bids which hed been 
recczived were opened, and four were rejected, It is 


pe ae a expected 
DECLASSIFIED FOR PUBLICATION IN FOREIGN 
RELATIONS OF THE UNITED STATES 


ee eee 














s St « 
expected that-final decision on the remaining bids will be 
ennounced before the end.of fhe yéar. -It. is believed 
likely that not more. than’ two: réfineries,. probably \the- 
original two- initiating groups, will be epproved at this. 
time with the po-sibility. that e third group might eventu- 
elly be considered, The two leading groups. under considera- 
tion could produce eporoximately “ to 65% of Brazil's 
present requirements, i 
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This weekly publication is designed 
to highlight developments in the economic 
divisions of the Depertment cf State, and 
to indicate the economic problems which 
are currently receiving attention in the 
Department. It is suggested that copies 
be-retained on file, as reference will 
sometimes be made to previously reported 
items to avoid repetition. 
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This document should be treated in accordance with 
current instructions regarding security measures for 
SECRET material. Extreme care should be exercised to 
avoid public or private discussion of the information 
herein with or in the presence or hearing of any person 
not authorized to have knowledge thereof. For general 
purpoees al) classified Foreign Service Officers and 
other responsible economic officers are authorized te 
have knowledge of the contente of this document, 
responsibility for the safekeeping of which will be 
assumed by each recipient thereof. It may be retained 
in protected files or, at the discretion of the recipient, 
destroyed by burning. If not personally disposed of by 
the recipient, he will aseure himeelf that it ie burned 
in the manner prescribed for SECRET material. 
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DEPARTMENT SUGGESTS APPROACH ON US Wants Texts of Agree- 
SOVIET-BzLKAN ECONOMIC AGREEMENTS ments The Department 

, ; | has suggested’ to the Sec- 

' ... retary and Ambassador. J 

Harriman that, provided the subject is not covered in the 

: Foreign Ministers'.meeting at Moscow, a note on the Soviet- 
Hungarian and Soviet-Rumanian economie-¢ollaboration agree- 
ments be delivered. to the Soviet Foreign Office during or 
after the: meeting of the Foreign Ministers. The note would 
point out that the Soviet Government should Have no objection 
to giving us the texts of these agreements inasmuch as the 





‘ Soviets have assured us that economic collaboration between 
the USSR and Fungary and Rumania contains no element of 
= discrimination against third countries, On the basis of 


information available to us, concern is felt over apparent 
exclusive features of the agreements, 


Suggest Concerted Help on Rehabilitation ‘Ye are also 
suggesting to the Secretary and Harriman that, if the subject 


comes up in the discussions of the Foreign Ministers, we 

teke a positive approach for the pnurpose of concerting the 
policies of the three Governments in helping the peoples 
of these countries solve their economic problems rather 
than merely protesting against such arrangements as the 

» Fungerian and Rumanian agreements without outlining any 
constructive aiternstive. The first objective of any pro- 
gram for these areas would be to make their economic futures 
reasonably predictable and we therefore suggest that the 
Foreign iinisters reach as definite an understending as 
possible which would fix the econoz.ic commitments of these 
countries as to reparations schedules and prices, restitu- 
tion, war booty, rates of exchange and requisitions of 
occupying forees. It would also be necessary to take posi- 
tive steps to check inflation end restore a basis for sound 
economic development. Althougn the Foreign iinisters could ~ 
hardly elaborate plans for this purpose, they might indicate 
the initial steps and set up machinery for collaboration. 








“Ye think thet aS a desirable safeguard for all parties, 
bilateral arrangements should not be forbidden, but that 
other Yalta powers should be consulted on any long-term 
bilateral arrangements affecting the domestic economies 
of liberated countries or former Axis satellites, and that 
discriminatory features of existing arrangements. should be 
eliminated, | 


Soviet-Hungarian Agreement Retificeation Considered ‘ord 
from Budapest iniicates that the Political Committee of 
the Hungarian National Assembly was scheduled to meet Dec- 
ember 20 to consider ratification of the Soviet-Hungerian 
Economic Agreement. ‘No report has been received as yet 
of action taken but indications were that Tildy, Premier 
of Hungary and head of the Small Holders' party, was pre- 
pared to support ratification. This is a change from the 
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position formerly taken by that perty and apparently stems 
from the fact that no positive action had been taken by 

. the US and UK on the matter and from the necessity of gain- 
ing Soviet goodwill as a means of softening the present 
tough Soviet attitude toward Hungary's economic problems. 


Hungarian Small Holders Fear Issuance of Economic Decrees 
Without Debate As a result of passage by the Hungarian Na- 


tional Assembly ‘of an enabling act giving the Tildy Govern- 
ment authority to issue decrees except in constitutional 
matters until March 1, some members of the Small Holders’ 
party are reported to fear that important economic decrees 
will be issued without opportunity for parliamentary dis- 
cussion. A resolution to draft a bill for nationalization 
of mines and meanwhile to give the Government certein con- 
trol over the mining industry wes also approved, 


Soviet-Hungarian Holding Corporetion Liquidated Legation 
Budapest reported earlier in the month that the Soviet-Hungar- 


ian Holding Corporation, which was created to implement the 
: trade agreement between the two countries, is being licuidated. 
No explanation of the action has been given apparently. 

















Eungerian Economic Situation Appears Desperate The 
rapidly deteriorating financial and economic situation in 


Hungary is described in a series of cables from Budapest. 
The wheat crop was about one-fourth, coal output one-half, 
end total manufacturing activity about one-third of pre-war 
levels. This low level of production is due to raw material 
shortages, labor shortages, transportation difficulties, 
food deliveries to occupying forces, etc. As a consequence 
prices are rising rapidly and the exchange rate is falling 
steadily. The Chief of the Hungarian Supply Ministry's 
Information Section reported last week on the serious food 
situetion and repeated an appeal for help in preventing 
famine. Rations, which are now substantially lower than 
those available to the Berlin population, are being steadily 
reduced, It is expected that the wheat supply will be ex- 
heusted in February leaving only cornbread available. An 
official report says that if Hungary's 1945-46 food stocks 
were distributed proportionately the non-ferm population 

-- would receive a daily retion of only 858 calories. 








In order to secure currency for the Government's re- 

quirements for three or four weeks and temporcrily interrupt ‘ 
-the upward spiraling of prices, a currency stamping program 

affecting one thousand pengo and higher denomination currency 

will be completed December 31. Devaluation will be in ratio 

of 4 to 1 and will be accomplished by affixing to each bank 

note stamps having three times the value of the bank note, 

Bank deposits are not to be devalued, but currency stocks 

of the banks are subject to devaluation. The regulated 

wages and prices remain unchanged, 
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Hungary ‘Appeals to ACC for Help ‘int Rehebilitation Fi- 
nance Minister Gordon déviséd:a plan to:be presented to 
members of thé"Albied-Control Commission, calling for US- 
UK-Soviet: actior in: rehabilitation, and recommending im- 
mediate action.  This- was submitted to the ACC in the form 
of a report on Hungerian economic conditions. The Soviet 
member of ACC returned the report to the Hungarian Prime 
Minister with an accompanying letter saying he was uneble 
to understand the purpose of'the report end was returning 
it unread but he later requested a copy for study. A copy 
was made available unoffic¥dlly-to our Mission. The report 
appeels to the Atlied Powers to send a Commission to examine 
the economic and financial situation of Hungery and the 
methods by which necessary foreign. assistance could be given, 
sc that Nungery might meet its reparation and other obliga- 
tions. Since Hungerian hope was that the report would pro- 
voke three-power consideretion of Hungary's rehabilitation, 
moralc is extremely low as a result of the apparently neg-- 
tive Soviet attitude, Finance Minister Gordon is reported 
to be considering resignetion, but may not do so as he feels 
this would hesten a complete financial collapse, 


SECRET 
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EXIMBANK AGREEMENTS SIGNED #Mexteo Receives Ex-Im Credit 
YITH MEXICO AND BELGIUM An agreement between the Ex- 
port-Import Benk and Mexico 
wes signed on December 7 pro- 
viding for a line of credit of $20 million to assist in 
finencing the purchase in US of equipment, materials and 
services to be used in connection with a broad electrifi- 
cation progrem in Mexico. The credit may be utilized at 
any time prior to June 30, 1948, aAdv-nces under this credit 
will be repaid in forty equal semi-annucl installments. The 
interest rote will be four percent per esnnun, 


Ex-Im Credits Signed with Belgium Agreements between 
the Export-Import Senk and Belgium were signed last week, 
esteblishing two lines of credit for $55 million and $45 
million, The first is for 3(c) lend-lense items and the 
second is for cgricultural snd machinery products in the 
United Ststes, ° 
UNRESTRICTED. 
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US REVISES EXPORT. __ For the guidance of the Commerce 
POLICY TO'ARD ARGENTINA Depertment in edministering export 
controls, the Depsrtment hs out- 
lined in a recent letter our re- 
vised economic policy toward Argentine, ‘taking into con- 
siderrtion the politicrl situatior, the rapid remove l of 
wertime trade controls, and the incressed availability of 
goods in the US and other producing areas. Since the 
politicel situction in Argentina remains critical, cere 
must be teken to svoid section which might be interpreted 


———-- . as evidence 
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as evidence of e chrnge in our ettitude towerd the present 
regime. Also since unileteral economic sznctions will be 
ineffective -s trade rapidly revives, it will be necessary 
to bring our policy in line as quickly as possible with 
prospective conditions of international competition. 


Therefore, commodities still under control should be 
mode eavril-ble to Argentina on the same basis es to the 
Other ‘American Republics. In specific instances additional 
supplies mey be mede available to assure that Argentina 
produces and ships goods urgently needed by our Allies. 
Cere should be taken, however, thet no assistance lends 
direct support to the present-regime, to Axis interests, 
or to the Argentine militcry or naval estcblishments. 


Specific suggestions for implementing this policy heve 
been made to Commerce as follows: 


(1) Bxports of civilian evirtion equipment end spare . 
parts for the repair and maintenance of trainers and 
civil aircreft may be made to satisfactory purchasers 
in Argentina, but not to the military or "cloaks" for 
the militery. 


(2) ‘The Department wishes es much coal es possible to 
be mrde aveilrsble to Argentina, subject to domestic 
supply limitetions, so as to permit exportation of 
such shipments es may be recommended by Embassy 
Buenos Aires. It is suggested that, consistent 

with aveileble port and shipping fecilities in this 
country, unrestricted quantities of petroleum coke, 
‘Slack coel, and other grades in free supply, be 

made evrilable for export to Argentina, - The question 
of <n increase in the coel quota will be covered in 

a letter to the Solid Fuels Administration, 


(3) Cepital equipment may be exported to Argentina, 

if recommended by Erbassy Buenos Aires or the Depart- 
ment, and if it is not likely to contribute directly 
te the Argentine armament industry or to the strength- 
ening of the YPF (Netional oil monopoly). 


(4) Setisfectory consignees in Argentina may receive 
surplus commodities on the same basis as consigneés 
in other Latin American countries. 


_ (5) “ith regard to unknown consignees, the Department 
wants the prese:i procedure continued, applications 
for licenses being referred to Embassy Buenos Aires 
for recommeridetion before corresponding export licenses 
are issued, This question will be reviewed in a month 
or two, ) , 
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The following points of present export policy should 
be continued: (a) Argentina should be retained in Group E 
for export controls; (b) applications for: licenses for 
shipments to the Argentine armed forces should be recommended 
by Enbassy Buenos Aires or the Department; (c) no exports 
of 35 mm. raw film shall be permitted; and (d) applications 
for export of oilfield or refinery equipment should be 
recowmended by Embassy Buenos Aires or the Department, 


Additional statements of policy on specific questions 
‘ill heave to be referred to Commerce in the near future. 
It will be necessary, for exemple, to elaborate on (a) the 
provision of coal for Argentine, taking into consideration 
rapidly. changing supply and port facility conditions; (b) the 
newsprint situation; and (c) the aveilability of tires, | 
synthetic and crude rubber from the US, i 


* *« * 





FEAC SUBMITS REVISIONS TO PRESIDENT'S The Fer Eastern | 
POLICY STATEMENT ON JAPAN TO ITS Advisry Commission 
RESPECTIVE GOVERNMENTS FOR COMMENT (FEAC) has been 
working for the 
past three months 
on revisions on the basic policy directive for Japan which 
was prepared by State-War-Navy Coordinating Committee (SWNCC) 
end sjgned by the Presiddnt on September 6, (See September 
24 issue of Current Economic Developments). The FEAC has 
' agreed to submit the proposals to their respective govern- 
ments for comment, although many members have expressed 
verious reservations to the document as it now stands. 

- SWNCC has prepered a memorandum for Generel McCoy's 
guidance in negotiating in the Gommission before final 
action is taken on the paper. The method and extent to 
“hich the deeision and recommendations of the FEAC will 
be given effect will be determined in the final terms of 
reference drawn up for the Commission. 





The FEAC document reaffirms the original objectives, 
i.e. Japan cannot be allowed to control.her own destinies 
until there is on her part a determination to ebandon 
militarism in ell its aspects and a desire to live with 
the rest of the world in peace, The.FEAC recoumends, 
therefore, that in order to bring about the establishment 
of ea democratic end peaceful government which will carry 
out its internetionel responsibilities and to ensure that 
Jepen will not again become a menace to the peace of the 
worlds (1) Japan's sovereignty will be limited to the 
islands of Honshu, Hokkaido, Kyushu, Shikoku and such minor 
outlying islands as may be determined. (2) Japen will 
be completely disarmed and demilitarized. (3) Jepan will 
be encouraged to develop democratic institutions such 
as respect for human rights, perticularly the freedoms 
of religion, assembly, speech and press, and (4) The 
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Japanese shall be permitted to meintain such industries 

as will sustain her economy and permit the exection of 

just reparations in kind, but not those which would enable 

her to rearm for war, To this end, access to as dis- 

tinguished from control of raw matcrials should be permitted. 
Eventual Jepanese participation in world trade relstions 

will be permitted. (5) The occupying authority should | 
use the existing Japanese Governmental machinery but only cae 
to the extent that it carries out satisfactorily the ob- 

jectives of the occupying authorities; encourage changes 

in the form of government which modify its feudal and 

authoritarian character; and should only intervene if a 

change of government involves the use of force by the Jap- 

anese people where it is necessery to ensure the security 

of his forces and the attainment of the objectives of the 

occupation, ! 





The only substentive change suggested by the FEAC in 
the generel objectives is. that there should be particination 
in the occupation by the forces of the nations represented ; 
in the FEAC, These forces, however, are to remain under- 
the command of a Supreme Commander designated by the United 
States,» 





_ Economic Policies Recommended in FZAC Paper The FEAC 
document covers the same ground es the President's statement, 
nemely; economic demilitarization, promotion of democratic 
forces, resumption of peaceful economic activity, reperations 
and restitution, internetional trade and financicl relations, 
equelity of opportunity for foreign enterprises within 
Japan, fiscal, monetary and banking policies, United Nations 
interests in Japan and Imperial Household property. In. 
cases where there were substantive, and from SYNCC's view- 
point, undesirable chenges from thc original Presidential 
statement, comments were made and reasons set furth in the 
memorandum to General McCoy. The:more important comments 
submitted to General McCoy are:as follows: 





Economic Demilitarization: SWNCC asks for clerifi- 
ection of the phrase "eliminetion , . of . industries 

» e which would eneble Jepen to rearm for war." This 

is felt to be excessively bro-d since it cllows for 
elinination of types of industrial activity without 
which a vieble Jepsnese economy could not be established 
or maintained. It is therefore urged that the 
qualifying phrase "end which are not ne¢essary for the 
purpose of sustaining her economy" be added. 


Promotion of Democratic Forces SWNCC asks for modi- 
ficrtion of the stetement re the removal of persons 

who beceruse of their past associations cannot be 
trusted to direct the Japanese economy towards 
peaceful ends. SWNCC considered that the qualification 
of "past associations" was too restricted and that 
there ere gtounds other than this which may require 

the removal of certain individuals. 
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Resumption of Peaceful Zconomic Activity SWNCC states 
that as it is the view of the US that the establish- 


7 ment of a viable Japanese economy is essential to peace 

- and stability in the Far Eest and therefore we oppose 
the proposal to delete the statement "The Allies have 
no intention of imposing conditions which would pre- 
vent the accomplishment of these tasks in due time," 





Reparations and Restitution SWNCC suggests that the 
phrase in this section which implies that there will 
be reparations from current output should be deleted. 
It is believed by this Government that reparations 
produced from current production could- only be ob- 
tained as a result of very large credits advanced 

to Japan for the purchase of capital goods. In 
addition this would afford Japan the opportunity of 
developing large foreign markets, 





Also it was.felt that to the phrase, "No form of 
reparation shall be exacted which will interfere with 
or prejudice the program for Japan's demilitarization" 
should be added "the defraying of the cost of the 
occupation and the maintenance of a minimum civilian 
standard of living." This change is deemed essential 
to ensure that the United States is not required to 
bear the burden of occupation costs to the extent 
| that these can be defrayed by the Japanese, and to 
express the fact, agreed to bv all the Allies, that 
a minimum standard of living must be maintained in 
orcer to prevent internal disturbances which would 
defeat the purpose of the occupation, 


Equality of Opportunity for Foreign Enterprises : The 
FEAC document recommends that the Japanese authorities 
give equal opportunity to foreign and Japanese business 
enterprises to engage in trede, and give ecuality of 
treatment as among nationals of all states which 

7 have actively participated in the war against Japan 

ae both in the oversees trade and commerce of Japan. 

t SWNCC considers it of substantial importance that 
this be changed to allow for all business organiza- 

. tions of any of the United Nations to have equal 
opportunity in the’ overseas trade and commerce of 
Japen and most-favored=-nation treatment within Jepan 
to all nationals of the United Nations. 


International Trade and Financial Relations S"NCC 
recommends the addition to this section of the: 


statement that "exports other than those directed — 
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to be shipped on reprretion account or. as restitution 

may be made only to those recipients who agree td... 

provide necessary imports in exchange or agree .-_—_., 
—— to pay for such exports in foreign exchange usable anaes 

in purchasing imports." This addition is felt 

to be necess*ry to protect the, US from having 

to carry the burden in finencing imports that are 

not peid for by Jrpen, 


Protection of United Nations Interests The SWNCC 
recommends thet the statement on this point be quali- 
fied so thet it will rerd "it shall be the duty of 

the Supreme Commander to protect the interests, 

assets and rights of United Nations and their netionals 
where such’protection does not interfere with the 
fulfilment of the objectives and policies of the 

occup: tion, ; 








SECRET Bex 
* * * 
FINLAND SIGNS COTTON Public announcement h-s been made 
CREDIT AGREEMENT 3 of the signing of an egreement 
providing 2 $5 million credit to 
finence the export to Finland of 
approximetely 46,000 bales of United States cotton. This 
credit to Finland is the first elloec-tion to be made fron - 
the general credit of $100 million established by the 
Export-Import Bank in October to finance the shipment of 
cotton to European countries. The cotton credit will be 
for a period of fifteen months with an interest rate 
—- of 21/2 percent. Putchases to be financed under the Ss 
credit will be made by private Finnish importers directly 
from American shippers, | 


UNRESTRICTED 
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MEASURES AFFECTING PHILIPPINE The High Commissioner is i 


FINANCE ARE BEING CONSIDERED. reportedly pressing Osmena 
for passage in the present 


special session of the | 


Philippine Congress of his bill reveluing payments made 
end obligetions incurred in Jepanese currency. The 
High 6ommissioner has clso requested the, pessage of a 
companion bill for bank rehabilitation; and he is con- 
sidering a currency conversion program for facilitating 
war-profits-tax collections and inflation reduction, 
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SWISS REPLY ‘RECEIVBD TO GUR NOTE A -reply.has been received 
REGUESTING VOLUNTARY WATCH QUOTA . to the Department's aide... 

ae ' i) hae 9 | memoire to.the Swiss sug-— 

matt fins ae .UT tame, ,. +. gesting a limitation on — 
the export ‘of Swiss:watches to the-US. (See Page 3, Issue 
No. 26, December 17, Current Economic Developments). It 
makes no comment'on the specific proposals of the US, offer-— 
ing instead the counter-suggestion that the US and Swiss 
Governments examine the question of indirece shipments of 
Swiss watches to-the US. It asks for information on the 
countries from:which such shipments are arriving, the firms 
involved, etc, Several reasons for this indirect flow were 
advanced, one being that: cheaper watches than would usually 
come to the US were being sent to Latin America. Because of 
the targe demand here, dealers were buying them in these 
markets. Another explanation is that an exchange control 
limitation divided up Swiss exports among markets, allowing 
only a limited number to the US and additional quantities | 
for other "dollar".markets, The strength of US demand was | 
tending to bring watches here that were originally destined 
for other countries. None of the explanations appeared com- 
pletely satisfactory, and it was felt that the question would 
have to be examined further, Subsequent investigation appears 
to indicate that indirect shipments are much-iess impertant 
than the Swiss note assumes. ie ee oi 


When pressed for a reply to the specific: US proposals, 
the Swiss Minister said that Switzerland could: not accept 
either an export or an import quota, as that :would nullify 
the concession to which they attached the most importance 
in the trade agreement and would be inconsistent with the 
whole trend of world opinion away from quotas. It was . 
pointed out to him. that provisions like the "Mexican Escape 
Clause" are to enable the US to take special action in ex- 
ceptional cases without prejudicing the general purposes of 
reduction of trade restrictions. It was emphasized to the 
Minister that the Departrent considers it essential that an 
agreement be redehed on quantitative limitation, and that. 
the Swiss reply Has not made any contribution to the problem. 


* x x 


CZECH NATIONALIZATION Embassy Praha reports that the pro- 
PROGRAM GETS UNDER WAY gram of nationalizatian of Czech 
‘ industry (See Page 5, November 5 

issue of Current Economic Develop- 





ments) is proceeding, but is impeded somewhat by the shor tage 


of competent business management and the activities of the 

workers' committees in various plants which have resulted in 
failure to increase production. The expected rise in employ- 
ment as a result of currency freezing has been disappointing. 


The 
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The Minister of Industry has appointed the government 
representatives for each of ‘the ll'‘industrial groups which 
the overall program of nationalization contemplates. They 
will be directly responsible to the Government for the 
operation of those plants in the various industries which 
will be nationalized. In a-statement, the Minister of .- 
Industry emphasized that the program was designed to bring 
about a planned economy in the key industries of the coun- 
try. By a decree which became effective November 7, he was 
enabled to direct output and supply of raw materials, semi-~ 
manufactures, auxiliary materials, power machinery and other 
equipment as well as to direct the production and sales of 
same.e On November 29 the Minister of Industry issued an 
order listing 124 companies engaged in thé mining industry 
as being nationalized. The order does not become effective 
until appointment of a national director for each enterprise 
involved, and compensation for nationalized properties must 
be fixed within. Six months of naming the director, 


The Czech Minister of Food, by decree effective 
November 13, has been authorized to regulate and control 
all matters concerning distribution, processing, and con- 
sumption of all foods. He may negulate and prescribe 
standards and quality of foodstuffs. He will exercise 
supervision to obtain compliance with the provisions of 
this decree through his own controllers, national com- 
mittees, and police, 


The nationalization program is contemplated as the 
basis for the introduction of an entirely new social and 
economic order in the country, which would become, with 
the exception -of the Soviet Union, the most socialized 
state in the world. From an economic standpoint, the 
present measures of nationalization seem to reflect the 
conviction that some overall planning is necessary ‘in 
order to speed.the job of rehabilitation. State control 
of industry is‘only one of the recently-enacted legisla- 
tive measures intended to facilitate Czech reconversion. 

‘ Others include a decree issued earlier to stabilize the 
currency, and an edict calling for conscription of labor. 


The Czech state, when the nationalization program is 
fully effected, will become owner of about fifty to seventy- 
five percent of the country's industrial wealth, and by 
“virtue ofthis will also exert indirect control over all 
enterprises remaining in private hands. Small business, 
which have not been affected by the nationalization decrees, 
will depend.on large, state-controlled business for raw 
materials; and-on state-controlled banks for credit. The 
domestic économy will be affected by the disappearance of 
large Czech corporations and likewise foreign companies 

“ may be eliminated from participation in the country" Ss 
‘ economic life, © 


In 
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In this regard a member of the Canadian Embassy called 
to discuss the attitude of the Department with reference to 
loans and credits to Czechoslovakia and the bearing the » 
nationalization program might have on them. He was informed 
that it is our general policy not to intervene in domestic 
affairs but that we are asking that in carrying out the Czech 
nationalization program, American interests receive adequat¢ 
and effective compensation. 


* * * 


LEND=-LEASE AND SURPLUS SETTLEMENT Country working groups 
COMMITTEE'S WORK GETS UNDER WAY for Australia, Belgium, 

| China; France, India, 

| : | the Middle East and 

Turkey, the Netherlands, New Zealand, South Africa, and the 
USSR have been organized under the supervision of the Lend- 
Lease and Surplus Settlement Committee. (See Page ll, 
November 26 issue of Current Economic Developments.) The 
groups on Australia, China and the USSR have started work 
and the group on New Zealand hes already held one combined 
meeting with a representative of that country and negoti- 
ations with New Zealand are expected to proceed to an early 
conclusion, . 


) At its first meeting the working group on USSR agreed 
that the Soviets should be approached on the subject of pre- 
paring an inventory of lend-lease goods, providing the 
Embassy at Moscow agrees, and a letter to the Russians was 
forwarded to Ambassador Harriman for delivery if he concurs, 


Haiti Makes Lend-Lease Payment A check for $10,000 
has been received from the Government of Haiti as payment 
on account for lend-lease transfers, which renders Haiti's 
account paid up until July 1, 1946, when another $10,000 
payment will be due, 





French igreement Regarding Naval Stores A subsidiary 
agreement has been reached with the French Government under 
which terms similar to those of the 3(c) agreement have been 
made applicable to a list of material requisitioned by the 
French Naval ifission under lend=lease and which the French 
Navy still desires. The US Navy, through which naval stores 
are requisitioned, has been requested to transfer such 
material in accordance with established procedure and advise 
the Department of transfers made. Thé amount involved is 
about $4-5 million. 
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US-FRENCH AVIATION AGREEMENT IS. . - A-bilateral air trans- 
ELOCKED ON CONTROL OF — port agreement with 
sgt ‘ France has been under 
negotiation for some 
time, and the French have eapeed to grant Fifth Freedom — 
privileges to US air services. However, conclusion of the 


agreement has been held up by the French who desire assurance © 


that their airlines will not face drastic and uncontrolled . 
rate reductions by US ‘air services operating over identical 
routes, , 


The Beeebtnent and the Civil Aeronautics Board have 
agreed to the French: proposal to include in the final agree- 
ment a phrase from the .US-France Air Transport Services Agree- 
ment of 1939 (the so-called "Bullitt Agreement") which pro- 
vides that each country's air carriers will be required to 
“qualify before the competent aeronautical authorities" of 
the other country before permission is granted to initiate 
contemplated operations. However, the US wants a definite 
understanding that we do not accept anticipated French inter- 
pretation of this phrase which would permit France to fix. 
rates arbitrarily. 

If agreement cannot be reached soon, we are willing to 
conclude an interim arrangement on the following conditions: 
(1) The Bullitt Agreement does not permit either party to fix 
rates; (2) France shall grant frecuencies for the interim 
period to this Government directly, to be further allocated 
between its-carriers; and (3) The interim agreement shall be 
subject to ROPE, ADSI OR. OY either Governmént on 15 days notice. 


. Embassy Paris has béen’ instructed to inform the French 
that the great demand from domestic sources for surplus DC-4 
aircraft may_make it difficult for this Government to justify 
future allocation. of the aircraft at present set aside for 
French: purchase tf. a satisfactory permanent agreement is not 
“concluded. Also, it seers likely that in the absence of a 

' permanent agreement, Congress will be unfavorebly disposed 

to approval of the French. loan, since we are now on notice 
that strong opposition to the British. 20en can be expected 
from Congress on the. same grounds. 


SECRET 


SENATE PASSES SHIPS SALES BILL The Senate has passed 
“ITHOUT FOREIGN CHARIER PROVESION the Ship Sales Bill 

) establishing the terms 

for disposal of our 

surplus merchant shipping. The final Bill included no pro- 
vision for charter of US ships to foreign citizens. It is 
anticipated that a separate bill enabling charter will be 
proposed, 


UNRESTRICTED 
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SEVERAL EASTERN EUROPEAN COUNTRIES INQUIRE Resumption of 
ABOUT RESUMING CENTRAL BANKING RELATIONSHIPS central banking 
relationships 
with eastern 
European countries has recently been receiving consideration 
by the interested parties. . The New York Federal Reserve Bank 
received a communication from the Bulgarian National Bank in- 
quiring as to the conditions under which relationships might 
be renewed, After examining the matter with the Departments 
of State and Treasury, the Federal Reserve Bank is drafting a 
reply which will request the Bulgarian Netional Benk to exe- 
cute various documents indicating which persons have authority 
to operate the accounts of the Bulgarian Benk. These documents 
are expected to serve as the basis of renewed business relation- 
ships between the two banks. 


The New York Federal Reserve Bank ii tine received in- 
quiries from the National Bank of Czechoslovakia concerning 


‘the resumption of banking relationships. The Czech Bank was 


reauested to execute the usual documents certifying euthori- 
ties to operate the bank account;. however the Czech bank re- 
ported to the American Embassy at Prana that such documents 


could not be prepared until after the merger of the National 


' Bank of Czechoslovakia with the Slovak National Benk. The 


Department has been informed that the Decree-Law concerning 


‘this merger became effective November 1 but nothing has yet 


been received from the National Bznk of Czechoslovakia in 
response to the Federal Reserve Bank's request. The Czech 
Embassy is therefore cabling Czech authorities in Praha for 
information on the status of this matter, | 


Bank Polski in London has written the New York Federal 
Reserve Bank inquiring whether the outstanding certification 
of the Bank's accounts with the New York Federal issued by 
the Secretary of State is+still in effect. The Department 
has no information on the relationship of Bank Polski to the 
new National Eenk of Poland established in Warsaw as the 
note-issuing bank of Poland, which apparently also exercises 
other central banking functions, The Department: is inviting 
the new Polish Ambassador to discuss this matter in the near 
future in an effort to arrive at clarification. 


PICAO COUNCIL APPROVES ECONOMIC The Interim Council of 
AND STATISTICAL REPORTING FORMS the Provisional Inter- 
national Civil Aviation 
Organization (PICAO) at 
recent meetings in Montreal adopted a report of the Air 
Transport Committee, embodying eight resolutions on economic 
and statistical matters. In substance, these resolutions 


provide 
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provide for the initiation of a standard statistical report- 
ing system for information to be secured from the member 
states for the year 1946, and as far as possible, for 1945, 


Information will be gathered on the following topics: 
terms used in air transport operations, for the compilation ; 
of e glossary; statistical matters relating to airports, 
such as airport charges, fees, etcs airmail and its relation- 
ship to the economics of-internetional air transport, with a 
_view to considering the desirability of convening a confer- 
ence on the international aspects of zirmail services; forms 
anc degrees of cooperation in international air transport, 
-@eZ8-, pools and traffic conferences between operators, forms 
“-and degrees of cooperation in ownership and operation of air- 
ports; subsidies, direct and indirect, cost of operation and 
tariffs. The Seer etariat was directed to make general and 
extensive economic studies as the information becomes availa- 
ble on these topics, 


ee et 


INTERDEPARTMENTAL AIR-SEA-LAND The first meeting of an 
RESCUE GROUP HOLDS FIRST MEETING informal Joint Air-Sea- 
1 - Land Rescue Group was 

held. this month, with 
representation from the State, “ar and Navy Departments, 
the US Coast Guard, the Civil Aeronautics Administration, 
the Civil Aeronautics Board, the: Provisional International 
Civil Aviation Organization ’(PICAO), and the Federal Com- 
munications Commission, It was decided that representation 
. from the Maritime Commission should be added, and that par- 
ticipation by other agencies should be invited when desirable. 


The main topic considered was -the problem of coordi- 
nating air-sea-land rescue organization and procedure to in- 
sure the maintenance of adequate safety measures and the 
effectiveness of search and rescue operations. US Coast 
Guard is currently making a study of the shipping document, 
Safety of Life at Sea Convention of 1929. PICAO is develop- 
‘ing a set of standards on Search and Rescue of Aircraft, and 
present PICAO plans envisage a program for development of 
regional air route service organizations which would include 
search and rescue. Telecommunications has many responsibilir 
ties toward life-saving. Immediate problems are proper 
representation from all interested US agencies on the PICAO 
technical committee dealing with air route services, and 

..coordinated adjustment of treaty. provisions on safety and 
rescue. in the three independent fields. 


ie the discussion revealed a general feeling that we 
: sii first attempt to work out an adequate. means of 
liaison: and coordination: between independent aviation, 


shipping 
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shipping and telecommunications conventions, and that 

* preparation of an independent agreement on safety and 
rescue will be resorted to only if experience demonstrates 
that the device of joint coordination will not be effective. 


It was decided that the State Department should take 
the following action: (1) Request the Air Coordinating Com- 
mittee to include among the membership of the proposed US 
PICAO technical committee on air route services appropriate 
representation from other interested agencies. (2) Arrange 
for a coordinated study of the pertinent provisions con- 
tained in the international agreements invdived by a com- 
mittee of two representatives each from aviation, shipping 
and te‘ecommunications, the chairmanship of this committee 

} being held by the Department of State, 
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This weekly publication is desizned 
to highlight developments in the economic 
divisions of the Department of State, and 
to indicate the economic problems which 
are currently receiving attention in the 
Department. It is suggested that copies 
be-retained on file, as reference will 
sometimes be made to previousiy reported 
items to avoid repetition. 


DOCUMENT SECURITY INSTRUCTIONS 


This document should be treated in accordance with 
current instructions regarding security measures for 
SECRET materiel. Extreme care should be exercised to 
avoid public or private discussion of the information 
herein with or in the presence or hearing of any person 
not authorized to have knowledge thereof. For general 
purpoees al) classified Foreign Service Officers and 
other responsible economic officers arc authorized to 
have knowledge of the contents of this document, 
responsibility for the safekeeping of which will be 
assumed by each recipient thereof. It may be retained 
in protected files or, at the discretion of the recipient, 
destroyed by burning. If not personally dieposed of by 
the recipient, he will aseure himeelf that it ie burned 
in the manner prescribed for SECRET material. 
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CHINESE ECONOMIC PROBLEMS ARE SUBJECT We have informed 
OF COMMUNICATIONS TO GENERAL MARSHALL General Marshall 

of our attitude 

regarding matters 
relating to interim and longer term credits for economic 
reconstruction and development in China. We invited General 
Marshall's reaction to these matters but stated that until 
the National Advisory Council, on International Monetary and 
Financial Problems in the near future reviews issues relating 
to financial assistance, the views expressed were not neces- 
sarily those of this Government, The existing Chinese fi- _ 
nancial situation was outlined to General Marshall in this 
connection as well as the present commitments of the US to 
China. 


The Chinese Government nas nesubeted the Export-Import 
Bank to advance an immediate credit of $560 million toward a 
three-year program of reconstruction requiring about {2 billicen; 
however-no commitment has been made by the US. 


ft ‘epseers that the Chinese Government, without refer- 
ence to private holdings, has more than $350 million in gold 
or dollar balances in excess of probable currency stabiliza- 
tion requirements. This estimate excludes additional funds 
to be derived from US settlement of yuan advances during 
1945, and costs to China of acquiring lend-lease or surplus 
property. In addition, UNRRA has under consideration "560 
million of materials for delivery by larch 15, 1947 and is 
now determining allocations for the next six months. 


The Eximbank has outstanding two lines of credit for 
the purchase of agricultural and industrial products. Unused 
portions of these credits amount to more than $12 million. 
While these crédits expire December 31, 1945, the Bank would 
ordinarily renew credits of this character on request, and 
will do so,in this case unless General !‘arshall recommends 
delay. The Bank is also committed to a $16 million credit 
to Yungli Chemical Industries for the purchase of equipment 
and services which would become effective only upon guarantee 
by the Chinese Government or Government Benk, which has not 
yet been given, 


The situation as described indicates that China herself 
is in a position to meet costs of imports necessary in the 
immediate future, particularly if account is taken of UNRRA 
assistance. She is not in a strong enough position to re- 
lieve her of. the longer run necessity of foreign financial 
assistance, however, 


We pointed out that should General Marshall so recommend, 
prompt action could be taken by the Eximbank to make available 
a $30 million cotton credit and early action could be taken 
on a credit of $30 to $50 million for non-surplus transporta- 
tion and telecommunications equipment. However, other loans 
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for desired ‘Seconatrvetion: and industrial development should . 
he preceded by appropriate Chinese actions or assurances in 
both political and economic fields, the letter including 
prompt-negotiation of a treaty: of friendship: and commerce; . 
provision either for the transfer..of funds through: official 
channels at reasoncble rates or a4 waiver of penalties: ‘against 
individuals and companies which are being compellied.to resort 
to. the black market because of the completely unrealistic 
official rate of exchange; and détermination of a egtisfactory 
plan Tor currency stabilization. ae 


The basic economic objectives _- the US are the.. expansion 
of trade, investment, and employment. The timing and magnitude 
of -US Government and. International Bank credits will be related 
to progress made by the Chinesé Government-in such matters as 
--the establishment of non-discriminatory comercial.and tariff 
policies; clarification and liberalization of. the .conditions | 
under which foreign companies may operate in: Chine end. of. the 
field of private enterprise, both Chinese and foreign; and 
avoidance of - unduly burdensome effects on: OxieTing enterprises, 

; podoeteda will subsequently be sent to General Marshall 
with reference to. the settlement of war accounts, the supply- 
ing of. ships and transport planes, the contemplated treaty 
of commerce. and navigation, and UNRRA plans in. China. 


SECRET . 
* hk: & - 


BRETTON WOODS £GRBEEMENTS The International Monetary Fund 
CiME INTO FORCE DEC..27 ° and the Internationel Bank for 
2 :  .... \Reeonstruction and Development, 
| provided for’in the Bretton Woods. 
Agreements, came ‘into being December 27 when the Agreements 
were Signed on behalf: of- governments naving 65 percent: of 
the total of. the amounts. subscribed therefore, : A 


k formal ceremony. of signature was held in the + Btate 
Department in Washington D.C. with "nde1 Secretary Dean 
..cheson presiding, Twenty-nine nations took part in the 
‘Signature ceremony. Several other countries are reported 
ready to sign within a-short time. The Agreements can 
still be signed until December 31, 1945 by the other 
countries participeting in the tinited Nations 1944 
Monetary Coriference at Bretton Woods, New Hampshire. 
if ter that date, a nation wishing to perticipate-will ~~ 

ave to be approved by the Fund or Bank Boards. 
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MAJOR OBJECTIVES OF THE.US ACHIEVED The ma jor objectives 
2 LT THE PéRIS CONFERENCE Off REPARATION of the United. States 
were achieved.at, the 
Paris Conference on 


; hebiwetian. The chapter mechinery provided for. the. Inter- 
illied Reparation Lgency is judged to be satisfactory. In 
x several minor respects, such as the treatment of German _ 


assets in the United Nations, there are compromise. provisions 
which make uncertain the precise shere which each -nation will 
finally receive. The IRA Seeretariat will prepare. allocation 
schedules which the ZARA ..ssembly will approve or disapprove 
by a majority vote. A dissenting nation may appeal the deci- 
sion, in which case the disputed claims will be presented — 

to a US arbitretor or an arbitretor eppointed by the US. 

If the US has an interest in the case the President of the 
&ssembly will appoint the arbitrator, 223 


The Conference succeeded in performing its preparatory 
work despite vigorous pressure by smaller nations to make 
restivution a first order of business. . The gold pot resti- 
tution scheme has been accepted witnout substantial modifies- 
tion, 


The a percentage shares of | Senesiokiah-eesiee are 
presented below, with Category 4 inciuding all assets except 
plants and ships and erent B inc Luding plants and ships. 





Category 4 Category B 
ilbania | See * a ae 235 = 
US . 26.400 11.50 
hustrelia | Gate 0.95. 
Belgium . 22/0 4,50 
Canada aot . io 1.50 
Dermark 0.25 0.35 
Egypt 0,05 0.20 
France 16.00 22.80 
UK 28.00 27,80 
Greece 2.70 4435 
India 2.00 2.90 
Luxembourg 0.15 0.40 
Norway 1.30 1.90 
New Zealend 0.40 0.60 
Netherlands 3.90 5.60 
Czechoslovakia 3.00 4,30 
. South «Africa , 0.70 0.10 
Yugoslavia ~ hs : 6.60 : 9,60 
Total »- 100,00 ae 100.00 % 
If a nation's noldines of German assets within its. 
borders exceed. is percentage of é11 Germen external 
assets alloted it under Category a, it may retain the 
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entire amount by relinquishing a corresponding volume of any 
other type reparation. Cenada, the US and the Union of South 
ifrica, which relinquished portions of their plant quotas, 
may charge any 2xcess external assets they may have against 
the plant share given up. The effect of the proviso on 
German assets in the United Nations is to benefit the nations 
with large relative holdings of German external assets, note- 
bly Holland, in type of assets received and to a lesser ex- 
tent in aggregate reparation share. Quantitatively, however, 
these are not important. 


The only major elements in the US proposels which were 
not entirely successful were those dealing with labor repa- 
ration and with a share of reparation for non-repatriable 
persons. In regard to labor, the French claimed they held 
prisoners of war under the laws of war and that these men 
were not actually performing reparat-on labor. They re- 
fused to allow this labor to be an explicit charge egainst 
their reparation share. The reparation share for non- 
repatriable persons, which the Department urged, hes not 
been finally erranged and the agreed share of “35 million 
plus non-monetary gold, is unsatisfactory to us in that it 
appears: to contribute to the welfare of these persons but 
is actually too small to be of any consequence, 


The US and the UK heve agreed to pool their respective 
one-third shares of the German Merchant Marine in the I..RA 
for ailocation with certain reservations. The US wants as- 
surance that the Europa will be allocated to the US’ and 
the British wish similar assurances concerning the whaler 
Unitas. The settlement of allocation criteria is to be 
made by the IARA Shipping Committee. They will decide 
whether to give primary preference to each other's owner- 
ship interest or to consider the magnitude and character of 
each member's losses and of its special needs. The I..RA 
Shipping Committee will also decide whether shipping losses 
of the Fer Eastern wer should be considered in the basis of 
reparation for Germany. 


The allocation of external assets in neutral countrics, 
Russian compensating deliveries, currencies of non-occupied 
United Nations, war booty and all other reparations will be 
provided for when received. 


Yugoslav, French, Belgian, Dutch and other delegates 
have insisted on inserting a proviso in the Paris agreement 
to the effect that while reparation wipes out all wartime 
claims, signature to the Paris agreement does not prejudice 
the right of each country to determine the form, duration, 
or total amount of reparation to be made by Germany. These 
countries may try and extend the duration and volume of 
reparation when the peace treaty is negotiated. 


The 
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The following resolutions were submitted as annexes 
to the final draft of the conference by certain delegates 
not including the United States: 


(1) Restitution, broadly defined from German plants, 
should have priority over reparatione 


(2) United-Nations owned plants in Germany, including 
those in which United Nations interests amount to more than 
48 percent, should not be removed from Germany as reparations, 
except when this is essential for security reasons. To the 
extent that these are removed or destroyed Germany should be 
charged. 


(3) War material captured in Germany should be dis- 
tributed as reparations. 
: * * * 


HIGHLIGHTS OF BERMUDA The highlights of the recent US-British 
CONFERENCE REVIEWED Commonwealth -Telecommunications Confer- 

ence in Bermuda have been informally 

discussed in the Department and the 
view expressed that the success achieved on highly contro- 
versial problems makes feesible similar round table dis- 
cussions on other problems outstanding between the US and — 
the UK, particulariy in the aviation field. 





Details on agenda, organization, representation and 
specific agreements have been reviewed previously. (See 
Page yo December 10, 1945 issue of Current Economic Develop- 
ments). ; 


The questions of US direct radiotelegraph circuits to 
points within the British Commonwealth, and rates for tele- 
communication service were considered the two major issues 
of the conference and were treated in a single committee. 

The radiocireuvits in question were built during the war on 
the agreement that they would operate for the duration of 

the war and six months. The US desires to continue some of 
these circuits on a permanent basis and possibly to establish 
new direct circuits. The UK position was that these circuits 
constituted a threat to their existing cable system if used 
by the US to do business "roundabout" British cable routes, 
Regarding rates, US proposed a world-wide rate of 20 cents 
per word, and the Commonwealth presented a united front 
against lowering rates this far. It was agreed that certain 
direct circuits would be retained and would be restricted to 
handling terminal traffic, except under specified emergency 
conditions, In return, a ceiling rate of 30 cents for full 
rate traffic and 20 cents for code was,established for 
service between all points in the Ut and points within the 
British Commonwealth. ; 


The third 
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The third major issue was that of exclusive arrange- 
ments whereby either US or UK has monopoly telecommunications 
rights in third countries. The Governments represented at the 
conference undertook not to support or approve efforts by 
their companies to prevent or obstruct the establishment of 
direct circuits between US or Commonwealth points and other 
countries. A separate Protocol covered existing exclusive 
arrangements between UK end Saudi irabia end Greece. 


SECRET 
* * * 


COLL EXPERT WILL BE .PPOINTED FOR US A civilian coal expert 


ZONE GERM/.NY TO MXIMIZE PRODUCTION -- for the US zone will be 
owe named by the Secretary 


of War to maximize pro- 
duction and export of coal from Germany. He will be responsi- 
ble directly to the Deputy Military Governor and will have 
authority to disregard normal channels of command when neces- 
sary to the attainment of that objective. This step was 
agreed upon by the Departments of War and State and the Presi- 
dent has signed a directive authorizing the appointment and | 
has asked the Joint Chiefs of Staff to issue the directive to - : 
the Commander of the US zone in Germany. . 


In August 1945 a coal directive was issued by the heads 
of the Governments of the UK, France, and the US to their 
respective Zone Commanders calling for the maximization of 
coal exports from Germany to the liberated countries of 
Europe. While these directives undoubtedly served to im- 
prove the coal production and movement problem which con- 
fronted the respective Zone Commanders, the US feels that a 
further step of establishing a more effective means of 
coordination among the zones is required to achieve maximum 
deliveries to the deficit areas, 


The Governments of the UK, France and USSR are being 
informed of the appointment of a US coal expert and of the 
directive and will be invited to designate civilian coal 
production experts with similar responsibilities and authority 
within their respective zones. The US points out that the 
four coal production experts cculd coordinate the efforts of 
the four Zone Commanders in Germany to produce, distribute and 
export coal. To that end, such coal production experts would ‘ 
be permitted free access to all areas in the US zone, and it ©: ; 
is expected that similar access would be made available to 
the coal experts in ell four Zones. 


UNRESTRICTED 
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US DECIDES ON SANCTIONS TO BE APPLIED TO This Government 
, EUTRALS IF EXTERNAL ASSET. NEGOTIATIONS FAIL feels that prior 
‘to negotiations 
with the neutrals 
on German external assets, full agreement must be reached 
be tween the US, the UK and France on the use of sanctions to be 
% applied’ so that we may be in a position to state to the neutrals 
measures which will be applied by the British, the US, France, 
and other Allied Nations in the event that negotiations do 
finally fail. The Department has requested Embassies London 
and Paris to inform the British and French that this Government 
considers the satisfactory conclusion of the proposed negoti- 
-ations with the neutrals to be of the highest importance, 
Agreement on sanctions is..felt-to be the means of assuring the 
execution of the External Vesting Decreé, | 


Sanctions To Be Applied Sanctions ‘considered by the US 
can be divided into inducements, which consist mainly of re- 
moving certain existing controls and sanctions; and sanctions 
which would be imposed over and above existing controls. In 
the case of inducements the following would be included: (1) 
the deletion from Proclaimed and Statutory Lists of German- 
owned or controlled firms and subsidiary organizations upon 
the liquidation or sale of such firms to the satisfaction of 
UK,-French,* US and the neutrals involved; (2) the institution 
of procedure for defrosting blocked neutral assets in US; UK 
and Fr:: :e and othér United Nations; (3) quick removal where- 
ever possible of all special licensing procedures covering 
financial and trade transactions; and (4) some satisfaction 
oe pre-war claims as outlined be low. . hide 


With respect to imposition of new sanctions the ‘Depart- 
ment feels that the threat. of all available sanctions should. 
be open to’ the negotiators. “e consider the following 
sanctions to be available: (1) The modification of existing 
freezing controls over assets and funds of: neutrals or 
neutral nationals in Britain, France, the US and other United 
Nations; (This would include, for example, withdrawal of general 
licenses now available to neutrals in favor of institution of 
specific licensing procedure.) (2) The withholding from 
neutrals of all surplus property abroad; (3) The imposition of 
an embargo on shipment of certain products such as coal to 
neutrals (shipping facilities might also be withheld); (4) The 
refusal to neutrals of admission to /llied Organizations such 
as the European Coal Organization, etc.; (5) The exclusion of 
neutrals from the International Bank and the International 
Monetary Fund; and (6) The willingness of neutrals to comply 
with our demands will be considered with reference to their 
admission to their membership in the United Nations: Organi- 
zations 


Procedure On Applying Sanctions The Department believes 
that the sanctions should be used only if the neutrals fail 
to agree that: (1) the ACC vesting decree applies to all 
German assets in néutr-1 countrics, and (2) that all 
German assets shall be made available to the ACC for 
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reparation purposes. -With reference to the latter point, 
the Department would. during the course of negotiations. 
consider, if necessary, permitting the neutrals to receive. . 
satisfaction of their pre-war claims out of the German 
assets located in the.neutral-country, provided that an 
effective job is done in uncovering and Curnsng over to 
LCC ali serman: external assets...” | éa 


rn Issue -Reised By. Neutrals. ‘While Hien tin oe 
tae ‘British ‘that: legal argumentetion with the neutrals. 


should: be aveided, this Government feels. that.as long as 
the-neutrals have ’ already raisec the legal issue we must | 

be prepared to take a position. “e .are.therefore prepared 

to take the following stand: The. present situation in 
Germeny hes no précedent. The four: occupying powers, however, 
have "assumed supreme authority.with respect to Germany, in- 
cluding All powers possessed -by:the German Government" accord- 
ing to the declaration made at. Berlin. June:5, 1945, --Since. 
Germany agreed: under the terms of surrender to. give effec* 

to any orders or decrees Bg in by the occupying. powers. the 

Vesting and Marshaling of German External ‘ssets law is of 

no less binding force then would be: any law.enacted by the 
former serman’ Government. - 


is: to the right of a government to marshel and teke 
over foreign exchange assets, there are a number of pre- 
cedents established during recent years not. only by former 
Germen-Governments but-also by other governments, Justi- 
fication for promulgation of.the. law in this cese is the 
self-defense of the whole: civilized world. | : 


The remaining: ovuestion is whe ther exercise of this 
power should be: grented.éxtreterritorial effect..: Under well 
recognized principles of comity, it» will be. granted such ef-. 
fect unless: acceptance pf such legislation is held to be 
contrary to the policy or the public: interest of the foreign 
government. This:Government maintains thet on the basis of 
morel and practical issues the neutrel governments would be 
fully. justified: in granting of extraterritorial effect to 
the Vestine Decree. 


* 7% ‘ ° *.° &. * 
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US CCNSIDERS CREDITS TO:-POLAND i/:XD Prelieiniry discussions . 
CZECHOSLOVLKIL.: FOR SURPLUS PROPERTY have been.held with .. ; 
Se) Wy A ae . representatives. of the 

Czechoslovekian and 
Polish Governments to negotiate dollar credits for the pur- 
chase of US surplus property. The czechs have asked for 
credit up to {50 million to run for 20 years with an initial 
five-year "grace" period end interest at 2-3/8 percent. The 
matter is being discussed by interested @overnmental agencics 
in “eshingtorn. <A maximum, credit of .' ‘25,million is being con- < 
sidered for the Polish Government,. . but. no deteils of terms 
have as ves been works d out. di | 
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DEVALUATION OF FRANC FAVES wAY - On December 25 the French 
FOR REVIVAL OF FRENCH. TRADE. .....-. Ministry of Finance an- 
er ra spt nounced that the franc Wes 
| 3 to be devalued from its 
wranest: pate ‘of 50 to the dollar - to 119,107 to the dollar 
-€480 to, the~pound sterling)... This action was confirmed by 
- the National Constituent Assembly..an December 27, the same 
“day that ‘the Assembly ratified the Bretton Woods Accords. 
The ‘foregoing action applied.to..the currencies of Algeria, 
‘Tunisia Morocég, the French West Indies and French Guiana, 
| “in addition to ‘metropolitan France, The currencies of other 
-"Préench - {frican territorial areas and. of St, Pierre and 
Miquelon were devalued to a lesser. degree :and in-general the 
“curr encies of French Pacific FORTE SaeS not devalued 
at. all e 


2) Bhe- ‘Seahir damediontian was effected. following informal 
eonsiltation: with the Treasuries of the United. States and 
the United Kingdom, Secretary Vinson has written a letter 
to the French Minister of Finance, !!, Pleven, stating that 
a change in the franc rate is an essential step in the 
French prograr of reconstruction and expressing appreciation 
of the fact that this and other governments were informed of 
the French move, 


"The Department hes for some months recognized that-a 
substantial devaluation of the franc was highly desirable 
in the interests of revival of French exports, The alterna- 
tive would have been a widespread subsidization: of exports 
which not only would have been undesirable from a commercial 
policy point of view, -but would in ell probability Have 
necessitated the application of countervailing duties by the 
United States against French exports. 


‘The. actual rate. saleeted-appears to have been a.com- 
pion} $e. between. elements of the political Left.who- feared 
that’ d valuation would. be followed by further price in- - 
crease in Franee, and financial and trading groups who 

were anxious for.a rate low enough to assure revival-of _ 
French export.. industries. Discyssion centeréd on a range 

of between 1ll.francs to the dollar and 120°frants to the 
dollar. The Department indicated informally’ to -the Treasury 
Department thet it.believed a rate of 120 frances was more 
desirable from an economic point-of-view thari’ a | om of ill. 


The French Govenmmant . considered it politically a4 
desirable to essodciate the devaluation with the Peres nee seen 
of Bretton Woods. . . 3 


_"7 o 
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USSR-HUNGARIAN ECONOMIC The Hungarian National Chief 
AGREEMENT IS RATIFIED Council has ratified.the Soviet- 

- Hungartan Economie Collaboration 

7 Agreement on recommendation of 

the political committee of the National Assembly. The Prime 
Minister is said to have directed the local press to minimize 
comment and to assure correspondents who inquire that most- 
favored-netion rights of the US and UK are safeguarded. He 
stated that the decision to proceed with ratification was to 
meet the USSR recuest for removal of an obstacle in Soviet- 
Yungarian relations. The Soviet Minister in Budapest assured 
the Hungarian Government that ratification would clear the 
way for active assistance by the -USSR in the country's present 
economic difficulties. These assurances are so far only on 
the political level and no concrete measures have been pro- 
posed, There appears to be no reason to believe thet Soviet 
experts have even epproached the problem of Hungarian re- 
habilitation. The Soviets apparently do not favor any tri--: 
partite exemination. of the Hungarian economic question. 


RESTITUTION OF RAIL CARS -DEFERRED PENDING The US has re=_ 
CeNSUS AND SURVEY OF REPAIR PROBLEMS ceived numerous 

requests from 

European coun- 
tries for the immediate restitution of their railroad cars 
from the US zone to meet urgent transportation needs. Surveys 
show that about haif of the rolling stock in the US zone 
originated in other countries 


General Clay has notified the “er Depertment that he 
cannot proceed with the restitution of rolling stock because 
OMGUS needs all available equipment for the redéployment of 
troops and the movement of coal, foodstuffs and fertilizer 
in the US zone, It is his. opinion that restitution of cars 
now would either interfere with redeployment or cause serious 
economic collapse in Germany. General Clay further points 
out that ‘large numbers of German-built cers are now in coun- 
tries claiming restitution and feels that these cars should 
be deducted from claims prior to restitution. He has also 
requested. authority to bring into the US zone American-owned 
cars now operating in the general European pool to replace ’ 
rolling stock as it is lost in restitution. 


General Clay has been informed that it.is consistent with 
Department restitution policy that rolling stock restitution , 
may be so phased as to maintain the minimum level required for 
redeployment and occupation purposes. The questions of German 
and US cars in other countries have been deferred until the 
possibilities of repair of cars and rail facilities are ex- 
plored and the contemplated census of European rolling stock 
progresses, 
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NEED FOR ECO FOR AT LEAST ANOTHER YEAR’ All members of the | 
L'ADS TO FORM/LIZATION OF ORGANIZATION -.Buropean Coal Orgen- 

ae ization have agreed 

in principle to 

formalizing the organization under a plan drawn. up by the 
Council. Because the limited availebility of coal in Evrope 
will make its functions needed for at least the next year, 
ECO is to bé operated under an egreement on a self-supporting 
basis end with a civilian staff. “ithdrawal of military. 
personnel which hes made up 2 lerge part of its staff and the 
fect that operating expenses have heretofore been borne largely 
by the UK make this advisable. It is expected that a draft 
agreement will be epproved in the near future and will be 
signed early in January. The points on which the US has been 
insistent are: (1) that ECO was set up as emergency operating 
body for dealing with immediate critical problems and should 
not be planned as continuing beyond the period of emergency; 
(2) thet headquarters should be moved to the Continent as 
soon as possible; end (3) thet the budget and personnel of 
the organization should be restricted to the level appropriate 
for the necessary opereting purposes of ECO. 


During the preliminary discussions in London it was 
proposes that the US and tK should each bear one-fourth of 
he expenses of running the organization. “e are not inclined 
to accept this share since the problems hendled by ECO are 
almost exclusively concerned with increasing the availabili- 
ties and with the distribution of coai to continental European 
countries. The US feels that its principle activities toward 
these ends are outside- of ECO and that a contribution of one- 
fourth of the hudget would be disproportionate. 


An unsettled question is the relationship of =CO to the 
Economic and focial Council. Our position is that the ques- 
tion whether there should or should not be any formal re- 

: lationship to the Economic and Social Council is open to ex- 
ploration when the latter is set up. “e have some doubts 
whether a temporary operating organization should establish 
a relationship to the Council comparable to that of* longer- 

run organizations. 


Membership “hen ECO was formed Czechoslovakia and 
Yugoslavia were invited to become merbers. Although they 
had not accepted up to now, they have been represented as 
Observers. The Czechs have now stated their acceptance of 
full membership. Poland was invited when the governmental 
problem there was solved, and there are definite indications 
that they will eccept at an early date. 


Relationship of Neutra It hes been agreed that certain 
of the neutrals (Hecten, Switzerland, Portugal) and Finland 
will be permitted to present their requirements to ECO giving 
at the same time a full statement of all their availabilities 


and appropriate justification under a procedure by which they 
will 
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will not participate in discussions. or recommendations with 
regard to their requirements, The US hes been hesitant to 
allow any neutral affiliation with ECO, since it might be 
interpreted as too conciliatory a gesture or evidence of a 
slackening of US interest in “safehaven" objectives. 
However, because ECO countries and the neutrals were con- 
cluding bilateral agreements for shipments of coal, it was 
considered essential that neutral requirements be considered 
by ECO. 


SECRET 


FAR EASTERN COM‘ISSION WITH POLICY MAKING A Fer Eastern | 
POWERS AND ALLIED COUNCIL. FOR JAPAN WILL Commission.con- . : 
SUPERSEDE FAR EASTERN ADVISORY COMSISSION sisting of repre- 

, sentatives of the 

US, USSR, UK, 

China, France , the Netherlands, Cenade2, Australia, New 
zealend, India and the Philippine Commonwealth, hes been set 
up by the Moscow Conference with the power to formulate policy 
with respect to Japan and to review any directive issued to or 
by the Supreme Commander for the Allied povers. The Commission. 
is limited in that it may make no recommendations on military 
operations nor territorial adjustrents. In addition, FEC is 
recuired to respect the existing control machinery in Japan 
including the chain of command from the US Government to the 
Supreme Commander's command of occupation forces, and to pro- } 
ceed from the fact that an Allied Council has been formed for 
Japane ‘ 


Allied Council An Allied Council, with its seat in 

Tokyo, consisting. of representatives of the US, the USSR, 
China, and a inember representing jointly the UK, Australia, 
New Zealand and India, has been established for the purpose 
of consulting with and advising the Supreme Commander in re- 
gard to the implementation of the terms of surrender, the 
occupation and control of Japan and of directives supplementary 
thereto. In all cases action will be carried out under and 
through the Supreme Commender who is the sole executive authori- 
ty for the Allied Powers in Japan, but he will consult and 
advise with the Council in advance of issuance of orders on 

matters of substance, exigencies of the situation permitting. 
In case a member of the Council disagrees with the Supreme 
Commander on certain fundamental questions, the Supreme 
Commander will withhold the issuance of orders on these 
questions pending agreement in the Far Eastern Commission, 


UNRESTRICTED 
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MOSCOW CONFERENCE SETS UP A provisional Korean democratic 
ha JOINT COMMISSION FOR KOREA government which shall take all 
necessary steps for developing 
the industry, transport and 


° egriculture of Korea and the natural culture of the Korean 
people, shall be set up and assisted by a Joint Commission 
, consisting of representatives of the US and USSR commands 


in southern and northern Korea respectively, according to 
the communique on the Moscow Conference. In preparing pro- 

, posals the Joint Commission shall consult with the Korean 
democratic parties and social organizations and the recom- 
mendations worked out shall be presented for the considera- 
tion of the Governments of the USSR, China, the UK and the 
US prior to final decision. Proposals of the Joint Conm- 

’ mission shall be submitted for the working out of an agree- 
ment concerning a four-power trusteeship of Korea for a 
period of up to five years. A conference of representatives 
of the US and Soviet commands in Korea shall be convened 
within two weeks to consider the urg?nt problems affecting 
both southern and northern Korea and for establishment of 
measures of coordination in administrative-economic matters, 
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_TEN COUNTRIES HAVE ACCEPTED INVITATION TO.. To date ten coune 
PRELIMINARY TRADE AND EMPLOYMENT MEETING tries--Canada, New 
Zealand, Australia, 
; the UK, "Cuba, France, 
. Belgium, ‘China, the Netherlands, and India-have either formally 
or informally notified us of their intention to accept the US 
invitation to attend the preliminary conference on trade and 


employment. (See page l, - ‘December 7 issue Current Bconomic 
Developments * 


| The Netherlands Renssenees, supports a proposal - to ‘tnvite 
Norway to the preliminary conference, because they ‘ho e to 
develop close economic relations with that country and also 

~ pecause they feel the inclusion of Norway and perhaps some 
other smaller Allies would counterbalance the predominance 
of British Empire countries. : 


Time and Place Still Undecided The time and place for 
the preliminary meeting are s undetermined. Originally 
“prgposed for /pril, the meeting will probably not take place 
before June in order to give the participating governments 
time to. prepare adequately. The UK has suggested informally 


that. the.meeting might be held in Oxford. 


~ - . Department Desires Soviet Participation The question 
of Soviet “par ticipation came up when Ambassador Harriman. 
said that in his opinion it’ was unrealistic to ask the 
USSR, a state-trading nation, to bind itself to purchase 
goods up to a certain minimum value from-other parties - 
to the agreement, to refrain from discrimination, and to 

‘. make purchases and sales solely on the basis of commercial 
‘considerations, 


. had 





s+ ~ The Department replied that the political importance of 
the USSR as a member of the Big Three would alone provide 

- an importent reason for the invitation. In addition, their 
participation is essential since an important purpose of 
the preliminary, as well as the main, conference will be to 
discuss methods of establishing an international trade 











> framework: designed to. encompass both private enterprise and 
. .- state-trading systems. US views on state trading, as in- 

' ‘dicated in the "Proposals", are open to modification, Further- 
y more, it is hoped that the International Trade Organization, 








as an agency of UNO, will have full representation of the 
- parent agency, Also, while certain provisions of the "Pro- 
posals", such as reduction of tariffs, would not apply 
= “<°to the USSR, certain others, such as export subsidies, 
. -? transit duties, cartels and commodity policy, would apply 
even though their application to controlled | economies is not 
specifically stated, , 


‘ 
8 : 
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~ 1 WORLD} WIDE: WHEAT SHORTAGE Immediate high-level action will 
REQUIRES IMMEDIATE ACTION be necessary to alleviate the 
serious world-wide wheat shortage 
which may mean starvation in 
some areas during the first six months of this year. The { 
magnitude of the problem is indicated by Department of 
Agriculture | sive of 3 which .show total world. import ‘require- 
-i. ‘ments,’ exclusive of Japan..and,certain other ‘areas,: for. the 
 , firsttelf Of this year to be 17,6 million tons, as com- 

'” pared. with: thaximum export supplies for the same period of « 
" 12,4 mdllién’ tons from the, four. major exporting countries 

(US) Cahada, Argentina,, and Australia)... Unusually large 

vs spéqhirements this season are for UNRRA. (for eastern: Bbrope 
ics tela’ considerable exeent which has usyally been:a net. 

‘- exporting area), Ital Franée , French North Africa (a: net 
exporter in most years), western and southern Germany (which 
usually imported from eastern surplus. provinces) ,.and China 

vend India, wheré rice ‘shortages nave, Sageegeed : rogrrennvend 
con anes i ia | n Lmeatss 10%, 


. ata 
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ry ‘Clatmant : pepetiaenbe are being asked ‘to review their 
‘Stated:requirements ani.make reductions where possible. It . 
has also been suggested that the January-June requests be 
regarded as accepted requirements covering January-August, 
. the date of the 1946 harvest in most producing countries. 
- Importing countries will be asked to make the maximum use of 
other grains (corn, barley and rye) for breadstuffs wherever 
possible. France has re-instituted bread rationing as of 
“January 1, the ration. for the normal consumer being fixed 
at 300 grams daily. This is 50 grams below the rate prior 
to derationing on Nov smber-. is 
mea ¥ 
“ Transportation Pr sents. eFious Bottleneck Three factors 
in the US are interfering w wheat movement here to. such 
an: éXtent that instead of. incteasing our exports we may 
even” “fall short of the level nai anticipated. These factors 
aré? (a) troop movements, which wil] -be very large during 
Javiuary “and which will tie up railroad facilities and ‘thus 
make it impossible to move additional freight; (b) the 
truck strike, which has thrown an additional. burden. “qt 
‘freight “carriage on the railroads ; and ‘(¢), restrictive ot 
practices of ‘the ‘longshoremen's union, which limit .the.- 
‘number ‘of: workmeti available for loading ships at west. const 
ports to a: fravtich ef those necessary to load all the wheat 
aveilable from ‘the’ Pacific Nor thwest. | P es ” 


— 






bats a shor 'tane: bf: truck tires in Argentine threatened to. , 
cut: off: wheat shipments from that. country, The. Commerce. . 
Depertment informed State last week, that. up to 30,000 tires 
_ will: be made. available from the US‘ for the” sole ‘PURPOSE voll 
movang Argentine wheat to. ports. a cat ar | 
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Mr. John Snyder, Director of the Office of War Mobiliza- 
tion and Reconversion, has issued instructions for the es- 
teblishment of a transportation sub-committee which will 
coordinate all efforts, to overcome difficulties encountered 
in Semnes ties WIR wheat movements. 


* * * 


EMBASSY MOSCOW GIVES INTERPRETATION The fact that the 
TO USSR NON-ADHERENCE TO BRETTON WOODS Soviets did not 
| sign the Bretton 
Woods Agreements 
| before December 31, 1945 5 end thus become one of the original 
members of the. Bank end the Fund has naturally caused a great 
deal of press.comment,. Some newspaper stories erroneously 
stated: thet Russia made no explenation. Actually, a note 
-from Molotov ‘stated they needed additional time to study 
the ‘proposais and that "those new conditions of the economic 
development of the world. . . forming themselves in the 
post-war period" should become more crystallized before.a 
Soviet: SOSl aS em: PeuES, be made, | 


<2 Meanwhile: the Embessy at Hoseow has sent the Department 
its view of how Soviet non-adherence can be explained. (1) Ad- 
herence would prevent future use of the ruble for bilateral 
- trade bargeining purposes with the countries of eastern and 
central Europe. (2) Soviet exchange restrictions would 
havé to.be abolished within a reasonable time or -an explana- 
tion given of why-this. was. not done.’ Under free. exchange, 
gold'‘could..be acquired ata rate of 5.3 rubles to the dollar, 
whereas the present rete.is 200 rubles. (3) Adherence would 
oblige the Soviets to furnish information .on “gold and foreign 
exchange holdings, gold-production, gold expor ts and imports, 
totel exports and imports, balance of payments, investments 
abroad, national income, and. price indices. (4) The Soviets 
‘do not usually enter international bodies in which decisions 
are taken by a majority. vote. (5) The advantage to: the 
Soviets of obtaining Bretton Voods credits would be offset 
by the need of submitting above information as well as in- 
formation on the use of credits. 


Sovict reactions, according to the Embassy, are mostly 
based on security considerations which contemplate an ulti- 
mate conflict between the Soviet and capitalist systems. 
Member ship - of Poland and Yugoslavia will permit the USSR 
to express its views and to keep informed of developments. 


Although the Enbassy believes the Soviet decision to 
be unalterable, it suggests that Molotov should be asked 
for ea fuller explanation of his statement as to the reason 
for non-adherence, 


The Department is preparing a telegram commenting on 
these views, 
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PAULEY REPORTS TO THE PRESIDENT; MAKES Pauley has reported 
RECOMMENDS.TIONS ON J/.Pi.NESE REP/.RATIONS to the President 
that the Japanese . 
are now better fed 
than many of the people who were victims of their aggression, 
and that there exists in Japan surplus industrial equipment 
which has never been used for her civilian economy and which 
_.een be removed immediately without effecting present living 
“ gtandards in.Japan. He recommends that:-(1) this Government 
immediately begin a program of interim-deliveries (this — 
interim program will deal only with capital goods), (2) Japan 
‘be immediately deprived ‘of all foreign assets; (3) Japan's 
gold and precious metals be shipped to the US "to be held in ts 
custodys and (4) the reparations program be administered in 
a manner best designed to break up the influence of the 
Zaibatsu on the economic and political life of Japan. Pauley 
also recommends that steps be taken for the creation of an 
Allied Commission on Reparations and for obtaining statements 
of claims. from the nations entitled to reparation plus lists 
showing specific lists of types and quantities of equipment 
desired under the interim removal program. ‘ 


Interim: Reparations Program. Pauley has advised that 
industrial plants and equipment in the following categories 


be made available as interim reparation deliveries as soon as 


possible: 
1. Half of the capacity for the manufacture of machine 
tools, 
2. i&11 tools and equipment located in Army and Navy 4 
) arsenals, except those useful solely for war pur- 
‘ poses, which should be destroyed; in the aircraft 


industry, including aircraft engines; and in ball 
and roller bearing plants. 

3. 411 equipment and accessories in 20 shipyards 
the extent that it is not needed for the repair of 
shipping essential to the occupation. 

4. 11 steel making capacity in excess of 2.5 million 
tons per year. Japan's present steel capacity is 
over 11] million tons. 

5. .4.11 capacity for making pig’ iron in excess of 560,000 

ons per year. ° 

6. 411 facilities for the production of magnesium for 
the preparation of alumina and its reduction to 
aluminum,- other than those required for processing 

_.8cCrap. a. 

7. Half of the thermal electric generating plants. 

8, All contact process sulfuric acid plents, xcept 
those necessary to recover waste gases from zinc, 

dead, copper and other” heavy metal smelters 
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“9, The most modern large Solvay process soda-ash plant 
in Japan. 

10. -Twenty of the most modern large plants for the pro- 

i duction of caustic soda and chlorine. 


Use of: the Reparations Program To Help Destroy The Zaibatsu. 
Pauley suggests that by depriving the Zaibatsu of their holdings 


outside Japan we will be helping to implement our policy of 
destroying the Zaibatsu's power. He has also recommended to 
Macirthur that several Zaibatsu plants be included on the 
interim reparation deliveries program and that in removing 
plants, Zaibatsu — get priority over non-Zaibatsu 
equipment... 


=) Necessity. For ‘Starting Reparation Foe ep tmmedi ately. 
Pauley emphasizes the necessity for getting the repardt#ons 
program underway. He states that at present conversic: of 


war plants and the rebuilding of heavy industries is going 
forward with apparent expectation on.the part of the Japs 





_ that they..will be able to maintain a higher level of industrial 


‘-@apacity than we envisage. He feels, therefore, that the 
sooner the reconversion program is geared into the reparation 


| program. the peveer.s - 





Pauley also ecunente on’ the difficulties which: such 
countries. as China and the Philippines will have in making 
-full use of reparations from Japan in view of their relatively 
low economic development, He suggests that steps be taken to 
_ aid China and the Philippines organize special technical 
agencies to install and use ae and equipments received 
by them, from —_ 


SECRET : 
. 2: 4 


ZATB/.TSU MISSION & State-War Department group of experts 
LE/.VES FOR TOKYO , left last week for Tyoko to join General 
ee ae Ee ee ‘Macfrthur's staff for the purpose of. 

ee Reef -' studying the effects of alternetive policy 
measures. for. reorganizing Japanese business in accordanee © 
with: United. States;military and economic objectives. - (See 
page 5 November 19.issue of Current Economic Developments). 
The’ group, headed: by Corwin D, Rdwards of the.State Department, 
will recommend specific. stenderds for carrying out:the Allied 
policy .of' disestablishing. the large genres combines, — 
commonly known, as’ heey Zaibatsu. . hes 


UNRESTRICTED 
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PLANS FOR GREEK ECONOMIC AID During the past week Greek ‘ 

#RE UNDER DISCUSSION IN LONDON Ministers Tsouderos and 
Karlatos and UNRRA Director 
Maben were in London to 

Siscees 44% the British and with US representatives in . 

London plans for economic. aid to Greece. The British had 

indicated they did not wish to begin: conversations until: 

the degree of responsibility to be undertaken by the British 


Government in the Greek: situation, as well as the broad ‘ 
outlines of a comprehensive program for ecohomic stabilization, 
are approved at: Cabinet level. Embassy London was asked to i 
make knowm to ‘the. British and the Greeks our desire to,co- 

operate in ameliorating. Greece's economic difficulties. | < 


However, we are unwilling. to take e200 action with the UK. 


US Plans to Ada: Greek Recover: ’ The Department has been 
concerned about the Greek. economic situation for some time 
and has been desirous of giving Greece tangible evidence 
of our support of their efforts to improve conditions. In 
general, we feel that principal US contributions to Greek 
recovery should be provisions of. credits and support of the 
Greek Government's efforts toward internal economic stabilza- 
tion. US steps to ameliorate. the Greek economic situation 
included the proposed extension of a $25 million Eximbank 
loan, Simultaneous with signing. the loan, we expect to make 
public a note to the Greek Government announcing. ty — 
expressing US concern.-over the economic: situation 
indicating willingness to make available : ‘technical a a 
assistance if requested to do so by the Greek Government, 
‘such a8 groups of ‘experts to handle currency and finance, 
agricultural rehabilitation and development, industrial 
rehabilitation, civil administration, price "control and 3 
rationing. “Such groups should be independent of any British 
advisers ‘but should cooperate. with.them. We hold the 
position that.the’ US should not take joint wi ieerel with ‘the 
UK on aid to Greece, 


First Meeting On gublect. in en At a metten Jemaaay 
2 the Greeks summarize eir: problems, emphasizing that © © 
reconstruction measures should take place concurrently with, 
anid are requisite to: ‘ourrensy ‘Stabilization. _ 





.» After ‘the Greeks ‘1éft,; disoussion coritinued with UK repre- 

| séntetives: ‘tn ‘which they. proposed. @.Currency Control Council 
to be established under Greek law, appointed by the Greek 
Government, with US dnd UK nationals. as members with a right 

Of veto.. ‘they also ‘proposed. a: joint Anglo-American stabiliza- ‘. 

tion loan, and stressed the d¢sirability of withholding the 
proposed Eximbenk’™ credit wns, ae \ coeaced area tation have 
been concluded, °°. | | ca ee 





No comment has yet been made fy the ’ Dapad tastit with: Tre- 
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gard to the joint pare suggested by the British at the 
January 2 meeting which ere contrary to our Greek policy. 
Meanwhile, the proposed {25 million credit to Greece has 
been referred by the Board of. Directors of the Eximbank 
to the National Advisory Council without Board action. 


oe * * 


EXIMBANK BOARD OF DIRECTORS On January 3 the Eximbank 

4PPROVES S/.UDI ARABIAN CREDIT Board of Directors. approved 
+. @ line of credit of $25 million, 

é. including $5 million previously. 

authorized, to Saudi teete: L.1though the general policies 

of Eximbank financing restrict the use of credit to imports 

of US” products, provision is made in this case to permit 

Saudi .rabia, because. of its dependence on other sources of 

supply for essential commodities, to purchases outside the 

US subject to the advance approval of the Bank. 


In addition to the general liability of Saudi Arabia 
for this credit, there would be an undertaking for the 
Kingdom to apply its oil royalties to repayment of the 
advance, subject only to the pledge of royalties to the 
US: in connection with lend=lease or silver to Saudi srabia,. 


: The decision of the Board is subject to final action by 
_the Eximbank concerning legal procuedures, 


* * * 


DISPOSAL. OF .SURPLUS PROPERTY IN The touchy problem re-_. 
scald vOWy SOD. EEE COMPLETED _. garding disposal of surplus 
| - property in Iran (See page 

; - 5, October 29 issue of — 
Current Economic Seestammenne s) have been virtually solved and 
all US troops were withdrawn by December 29. Practically all 
surplus property hes been sold except the road, and the 
Abadan ned tani -has been leased to TWA. 


- .: - Some of the movable surpluses were’ sold to private 
buyers and private syndicates; railway equipment went to the 
Government and to UNRRA, with -fixed installations going to the 
government. Iran had maintained that all /merican fixed 
installations, amounting to approximately $40 million, should 
be turned over gratis to their Government, while the US 
Claimed-we should receive a fair price for it. When Iran 
refused to accept our various proposals we prepared to move 
or rege the installations. igreement was finally reached 
whereby the Government of Iran would buy the fmerican 
interest in all fixed snotediations for a totel of {2,861,983. 


This 
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This is the only credit involved in the disposal of surpluses 
in Iran and this amount will be covered by 3, 5, and 7 year 
notes, 


Total amount to be realized by “the US from surpluses in 
Iran will amount to $30,841,955. The declared cost of fixed 
installations and movabies s sold amounts to $85.8 millions. 
Of this amount, realization of $2.86 million on approximately 
$40 million of fixed installetions gives a return of 7 1/2%, 9: 
while the sale of movables for 87% of declared cost realized: 
$28 million. In other words, the realization of the $30.8 e 
million agreed upon for movables plus fixed installations 
gives a return of: 354 on our over-all. declared cost of sure: } , 
plus in Iran. ; me Bist WR a 

is of December. 27. cash payments were "scheduled amounting 
to °28,979,916. Of this amount, $23 $19 916 is in US dollars 
and $5, 360, 000 in rials with the ra exchange at 32 1/2 
rials. to the dollar. No agreement for yBiamcanony of rials 
into dollars has been negotiated, and:there is no commitment 
on the. ‘part of the Tranian — to. do SO. ; 


WORLD FEDER/.TION OF TR/.DE UNIONS TO° The Executive Bureau of 
_ DEMAND HE/RING ON UNO MEMBERSHIP the World Federation of 
ee 7 Trade Unions met in . 
a Paris the latter part 
of -December;,. With the exception of Hillman of the US, the 
‘-\ fall -bureeu attended. It was decided that WFTU should press 
its demand:for representation in UNO. 4A note has becn sent 
to the Preparatory Commission and if no reply is received by 
Jenuary 10 a committee will. be: sent. ta sec the Secretary of 
the Preparatory Commission in person. It was also decided 
that the Secretary-General of WFTU.is. to visit the ACC Berlin 
early in January. to discuss fotthcoming visit of WFTU Commis- 
sion to Germany in connection with the Federation's interest 
in reconstitution of’German trade unions, The Commission, 
of which Sidney Hillman .is a member, is s¢heduled to visit 
Germany January 28. Another Commission will.:go to Japan in 
May to investigate the: possibilities of building a Japanese 
trade union movement. »A group will also be named to visit 
‘for ta chi. before | Greek trade union sapaeene scheduled 
or. March 1, 





ILO CONFERENCE DELEG/.TION WILL The International Labor 
WORK ON CONSTITUTION REVISION Organization Conférence , 
ee Delegation on Constitutional 

Questions, known as a Working 

Party, will meet in London January 21 to review all proposals ¢ 

for changes in the constitution of ILO and to prepare recon- 

mendations for submission to member governments. Miss Frieda 

S. Miller, Director of the Women's Bureeu, Department of Labor, 

will be the US delegate with Bernard “‘iesman State Department, 

és adviser. Miss Miller is also serving as the Department 

of Labor adviscr to the US delegation of UNO. | 
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Germany to fight on land but not on sea and in the air. 
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COMPROMISE ON LEVEL OF GERMAN STEEL During the last two 
INDUSTRY EXPECTED TO BE REACHED SOON meetings of the 

- Coordinating Com- 

ee tS mittee of ACC Germany, 

discussion of the verious proposals for the level of German 
steel industry have revealed divergent Soviet, French, 
British and American views, The Soviet concern with a 
"secure level" of steel production was apvarent through- 
out the discussions. The British emphasized, and their 
point was agreed to by General Clay, that it was not 
economically sound to determine steel figures divorced | 


from other industrial figures, The British plan for 


German industry prevses for the reduction _in value of 
industrial output by over one-third of 1938, the elimina- 
tion of ‘armament plants, aircraft manufacturing plants, 
of the merchant marine, and for control over certain 
other industries. The:Soviet member remarked that the 
British plan safeguarded their interests through the 
elimination of aviation and shipbuilding, but allowed 

for the maintenance of heavy industry which would allow 

















Original proposals for steel production were: USSR, 
4,6 million tons per annum; the US and France, about 7 
million tons; and’ the UK, 10.5 million tons, After many 
attempts at compromise General Clay proposed an annual 
production of 6.0 million tons with a capacity of 7.2 
million. The British agreed, providing the annual pro- 
duction figure could be reviewed from year to year by 
the Control Council "in light of existing export-import 
program and the approved needs of Germany." The Soviet 
member stated that he would consider the 6.0 figure. 


General Clay finished up by pointing out that each 
country should submit its plan for German industry by 
January 10 and warned that the stumbling block may well 
continue to be steel. He also emphasized that pending 
agreement on the steel figure and on the general level 
of industry, further progress on reparations would not 
be possible, 


x* * * 


UNRRA ACTIVITIES Hungary Requests Limited Emergency 
ARE SUMMARIZED Program The Allied Control Com- 
mission Hungary has agreed that 
UNRRA supplies should be used to 
alleviate Hungary's desperate economic situation if 
available. In order to operate in mangety s UNRRA 
must have either an invitation from ACC or a request 
from the Hungarian Government which has ACC approval. 
Such a request was submitted by the Hungarian Govern- 
ment in October but it was not until last week that 
the ACC indicated that it would approve a request 
to UNRRA. UNRRA officials appear to favor a limited 
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emergency program of approximately $5 million for drugs 
and some food products, ‘ 
Greek Mission Seeks Temporary Increase in Rations To : 

help tide Greece over its present financial crisis the 
UNRRA Greece Mission is seeking approval in Washington . 


and London for a sguper ery increase in ration issues 

up to as much as 2650 calories daily, to be offset by 

equivalent deductions some time in 1946, Commodity 

prices are over eight times the levels of six months e 
ago and many essential foodstuffs have disappeared 

from the market. The increased UNRRA rations, it 

is hoped, will restrain prices and. extremist political 





elements seeking to make capital out of food shortages. < 
x * x | | 
PICAO DEVELOPS PLAN FOR The Air Navigation Com- 


ROUTE SERVICE ORGANIZATIONS mittee of the Provisional 
) International Civil Aviation 
Or-anization (PICAO) has 
developed a plan for route service organizations through- 
out the world, to operate under the direct control of 
- the central organization in Montreal. This plan has’ 
been epproved by the Interim PICAO Council and steps 
are now being taken to set up route service organizations 
for the following areas: North Atlantic, European-Nediter- 
ranean, Middle East, Caribbean, South Asia-Australian, 
South Atlantic, South Pacific, and North Pacific, 


The purpose of the organizations will be to imple- 
ment the adoption of the following International Standards 
and Recommended Practices which have been developed as 
technical annexes to the Chicago Convention: Landing 
Area's and Ground Aids, Meteorology, Air Traffic Control, 
Communications, and Search and Rescue, These have been 
completed and it is anticipated that they will be ap-. 
proved by the Council early this year. 





The International Standards and Recommended Practices 
are designed to have universal application and consequently 
do not relate to local procedures and practices. It is 
believed that their implementation in local areas, however, 
requires an international approach to assure the greatest 
degree of uniformity in application and the uvilization ‘ 
of the latest developments in the respective fields in 
both technique and equipment, 


Consideration of the functions and structure of 
route service organizations raised a basic question of 
policy, It was the view of the i'rench representative _ P 


—— a 
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that there should be a decentrelization of the activities 
of PICAO in all of its phases into regional organizetions 
having semi-autonomous status, involving not only 
technical but also economic functions. The US represen- 
tative believed that the result of such a policy would 
be the development of a network of local "blocs" which 
would defeat the whole idea of international cooperation 
in aviation, Such a development was averted and the 
plan of route service organization finally adopted is 
restricted to technical matters and strictly limited in 
its field of action, 


_ The first meeting of the North Atlantic Route Sers 
vice Organization is to be held in Dublin in February 
and the European-Mediterranean Route Service Organization 
in Paris in April. 


x* * * 


US-UK TO CONFER THIS MONTH The US has accepted an 
ON AIR TRANSPORT MATTERS invitation. of the British 

Se _ to hold conversations at 

| : Bermuda on air transport 

matters in hopes of negotiating a bilateral air trans- 
port agreement. The convening date is tentatively 
Jenuary 15 and it is anticipated that the American 
group will be composed of representatives of the 
Civil Aeronautics Board, and the State, War and Navy 
Departments as well as consultants from. Pan American 
and American Airways, . 


* *« * 


US AND SAUDI ARABIA TO CONCLUDE INTERIM AIR’ The US 
TRANSPORT AGREEMENT INCLUDING FIFTH FREEDOM and Saudi 

) Arabian 

| Governments '. 
have agreed to an exchange of notes setting up an interin 
' air transport agreement, on which completion of the 

Dhahran airfield in Saudi Arabia depends. On May 12, 
1945 an agreement was signed between this Government 
and the King of Saudi Arabia, whereby the US was 
granted permission to build an airport at Dhahran. The 
Seudi Government agreed to give US transit and commercial 
aviation rights on a most-favored-nation basis, and the 
agreement provided that the- details of commercial oper- 
ating rights would: be covered in a separate arrangement, 
Negotiations for a bilateral air transport agreement . 
providing full Fifth Freedom rights have been uhderway 
for several months, and British opposition to this 
Fifth Preedom grant | 


was expressed. _ 
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With the conclusion of the war, the Congress and 
the President made it clear that the US position was 
that further expenditures of US funds on ‘public con- 
struction abroad would depend on clear demonstration . 
that such operations were in the US interest. We 
therefore informed Britain and Seudi Arabia that com- 
pletion of the Dhahran airfield would be justified to 
the American public only on the following conditions: 

' (1) conelusion of a bilateral air transport agreement < 
including full Fifth Freedom traffic rights; and (2) 
agreement that the US Army should have rights to operate 
and use the Dhahran installations for as long after 
completion as needed, up to a maximum of three years, - 
with the necessary air transit rights over routes agreed 
upon by the US and Saudi Arabia for the same period 
and that upon termination of US control, Saudi Arabia 
must agree not to turn these installations over to 
a third national power nor its nationals without | 

prior concurrence by the US. 


The British have informed Saudi Arabia that they 
concur in the US fequests concerning the Dhahran air- 
ficld and that they withdraw their objections to the 
grant of Fifth Freedom rights. The US has indicated 
it is willing to accept as an interim measure pending 

conclusion of a permanent bilateral agreement a Saudi 
Arebian proposal submitted in a formal note from the 
King that the US may enjoy air transport rights in 
Seudi Arabia including Fifth Freedom privileges so 
long as they do not conflict with the welfare of 
the Governnent or Saudi Arabian people, and these 
rights will require six months' termination notice. 
This agreenent setisfies the conditions required for 

— of the ences installations. : 


sy * 


. POSSIBILITY OF CHINESE COMPANY LAW The President of 
REVISION DENIED BY OFFICIAL : | the Legislative 
? : ON Paes Yuan in China has 
EOS es publicly stated 
that no. nodification of the ‘proposed | Company Law is 
. contemplated. . This. was in response to questions from 
correspondents after publicetion of a statenent attributed ‘ 
to the Chine-America Youncil that the law would probably 
be revised, Embassy Chungking is continuing its efforts 
to secure a revision but the Council's statement was 


i1l-timed and unfortunate in that it provoked Dr. Sun's ‘ 
public stand against revision. Only a week previous 
the Vice lMinister for Foreign Affairs of China had in- 4 
dicated that the Law would probably be returned to the 
Legisietive Yuan for further consideration before « 
promulgation. 

*x* * 
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INTERIM PROCEDURE FOR RESTITUTION OF The S'NCC subcommittee 
IDENTIFIABLE LOOTED PROPERTY FROM JAPAN for the Far East has 
recommended that any 
‘ of the United Nations 
at war with Japan should be permitted to take property (with 
the exception of gold, other precious metals, tin, precious 
gems, foreign exchange, other securities and ships) looted 
from it or from any of its nationals. Restitution will only 
be granted, however, provided that the Supreme Commander of 
the Allies in the Pacific is satisfied with the identification 
of the pruperty, if the property is not needed by the occupying 
authorities, and if the claimant agrees to abide by final 
Allied decision in respect of any conflicting claims. As an 
exception to the foregoing procedure, the SWNCC subcommittee 
recommends that the Chinese Government should be permitted 
to take the dredger Chien Sho and the light cruiser Yat Sen. 
In the case of the cruiser, SCAP may withhold its return if 
it is considered necessary to SCAP's mission. 


* * * 
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This weekly publication is designed 
to highlight developments in the economic 
divisions of the Department of State, and 
to indicate the economic problems which 
are currently receiving attention in the 
Department. It is suggested that copies 
be’retained on file, as reference will 
sometimes be made to previously reported 
items to avoid repetition. 


DOCUMENT SECURITY INSTRUCTIONS 


This document should be treated in accordance with 
current instructions regarding security measures for 
SECRET material. Extreme care should be exercised to 
avoid public or private discussion of the information 
herein with or in the presence or hearing of any person 
not authorized to have knowledge thereof. For general 
purpoees al) classified Foreign Service Officers and 
other responsible economic officers are authorized to 
have knowledge of the contents of this document, | 
responsibility for the safekeeping of which will be 
aseumed by each recipient thereof. It may be retained 
in protected files or, at the discretion of the recipient, 
destroyed by burning. If not personally dieposed of by 
the recipient, he will aseure himeelf that it ie burned 
in the manner prescribed for SECRET material. 
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MOSCOW MA TENTATIVE COMMENTS Embassy Moscow hes submitted 
ON. US-USiSR CO MIC R ONS tentative comments on US- 


USSR economic relations which 


, ' are subject to modification when Ambassador Harriman returns 
: from Rumania. . | ye | 
. . dL. Long-Term Credits Unless the. Soviets show a recipro- 


cally cooperative attitude and give some assurance that their 
international trading will proceed along lines consistent - 
with our overall approach to international economic collabor- 
ation, the Embassy feels that the Soviets should not receive 
our cooperation in respect to long-term credits, : Chances: of 
our getting assurances along the. proposed lines probably. 
depend on-the intensity of Soviet desire far credits, 


_ Actually, the Seviets have not recently pushed the credit 
question, The Embassy, in attempting to analyze the situation, 
suggests that the Soviets are primarily interested in a long- 
‘term credit of a very large amount with easy payment terms 
and no strings attached. When such a recuest was made a year 
ago we replied that legislative background for such a credit 
did not exist and later referred them to the Eximbank. The 
Embassy doubts if they would consider accepting credit on 
conditions outlined in the Benk's policy statement of Sept- 
ember 1945, The Soviets do not like to accept loans for 
specific purposes, particularly when they are expected to 
present evidence that these purposes have been carried out. 
Again, as in the case of Bretton Woods Agreements, they 
would be reluctant to divulge gold and foreign exchange 
holdings, gold production or international investment position 
of the Soviet Government or of their own analysis of their 
future capacity to pay. The Embassy feels that the Soviets 
are not yet convinced that they cannot eventually obtain a 
credit in our country larger in amount and better in terms 
than the Bank has to offer, © | 


_ 2, Commercial Policy No reply has yet been received from 
the USSR to our invitation of December 21, 1945, that they 
participate in a prelimincry conference on trade and employ- 
ment. All of the other countries,'with the exception of 
Czechoslovakia, have indicated willingness to participate. 

Tre Embassy at Moscow raised some questions concerning 
Sovtet participation since it is a statertrading nation and 
the Department outlined its views on the subject (See page 
1, January 7 issue Current Economic Developments): to the 
effect that Soviet participation was most desirable. The 
Embassy points out that the Soviets’ have no desire to pro- 
mote expansion of international trade as an end in itself. 
They regard international trade first as ae means of. con- 
tributing directly through needed imports to the potential 
of the USSR and second as an economic-political weepon for 
assertion of Soviet power and influence. Their views on | 
discriminatory treetment, blocs, spheres of influence and 
freedom of trading opportunity are all subordinated to these 
basic conceptions, 
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3. Negotiation of preety of Friendship, Commerce and 
vigation .Regarding the later negotiation of a treaty of 
riendship, commerce and navigation, the Embassy suggests 
that the Department study material on the commercial treaties 
of the USSR submitted by the Legation at Riga. That study 
' concludes that traditional most-favored-nation clauses have 
not worked well for other countries in the past because of 
the restrictions which the Soviet Gdévernment has applied | 
on nationals and corporations of all countries. The USSR, 
however, has secured the benefits of mos t-favored-nation: 
treatment abroad. Concrete and detailed international 
arrangements, binding the Soviets to fixed quantities of 
exchanges and containing specific bilateral provisions 
have been widely used end in general worked well. 


4, Properties of Americans in Ex-Enemy Areas The 
Embassy feels that the Soviets would not be apt to consider 


the Department's draft agreement on treatment of properties 
of American nationals in Soviet occupied ex-enemy countries, 
since it runs counter to their interests, except in exchenge 
for substential concessions along other lines. The Embassy 
raises the question of whether the responsibility for con- 
pensation should not rest with the Soviets retherthan with 
the countries in question, | | 


Oe ee ti tement of Pre-1933 American Claims The Embassy 
sees little hope of persuading the Soviets to enter into 
en agreement at this date on the settlement of pre-1933 
American claims, unless a handsome guid pro quo were obtained, 


- 6, Lend-Lease Settlement The Embassy feels that our 
lend-lease relations with the USSR were of a different 
character than wittr-the UK and therefore does not feel 
thet we should follow the same lines in lend-lease settle- 
ment. The USSR. did not. readjust her war economy by mutual 
agreement, as did Britain, to our. combined program of which 
lend-lease was a part, nor was the Russian war effort meshed 
with our own, Lend-lease aid to Russia was a supplement to 
her war effort in an attempt to make up its deficiencies, 
In the case of the Soviets there was not the ‘justification 
for individual items requested, there was not American 
observetion of distribution and utilization of the 
materials supplied. : 


The Embassy believes that our proposal for a lump-sul 
payment for inventory and fixed installations and for re- 
capture appear reasonable but suggested thet careful con- 
sideration be given to extensive use of the recapture ~ ede 
for example with reference to vessels now being ee 
by the Russians, The Embassy also agrees to our sugges _ 
that the USSR should be required to instance all retrans _ 
end diversions of lend-lease material prior to September 2, 
1945, of which it has knowledge and to discuss payment s 
appropriately due to the US as a result. 
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7. USSR and Erstern European: Countries “hile the En- 
bassy concurs generally in the Department's analysis of 
egreements concluded between the USSR and countries of 
eastern Europe, it points out that care should be taken 
not to overrate the importance of formally concluded 
agreements to the neglect of more subtle forms of pene- — 
tration and control. In the opinion of the Embassy, the 
short-term barter and economic. colleboration agreements 
were negotiated and announced principally to encourage 
public opinion in the countries in question to feel that 

their economic future lay toward the east. The Embassy 
points out that Ambassador Herriman may heve views of 

his own on the matter of economic assistance to eastern 

' European countries arising out of his visit to Rumania. 








x* * * 


NATIONALIZATION PROGRAMS Netionelization of industry and 
IN EUROPE GET UNDER WAY socialization of credit in a 
| : number of European countries 
stand forth as some of the more notable economic conse- 
quences of the war. Poland on January 3 passed legislation 
Calling for nationalization of basic industries which 
brings with it problems of compensation to nationals of 
foreign countries, France and England have nationalized 
their central banks and Frence, in addition, nationalized 
four large private banks, The British seem to have taken 
the attitude that the Government must take the responsi- 
bility for planning the netion's economic activities and, the 
Labor Government is embarking on its program of socialization. 
- Czechoslovakia has advanced farther along the road to n:tion- 
ealigetion than eny other country. with the exception of the 
Soviet Union. (See December 21 and Wovember 5 issues of 
Current Economic Developments.) Yugoslavia's netionalization 
program is causing compensation problems, 


Polish Government Passes Nationalization Law Recently 
enacted Polish legislation was in the form of two bills, 


One provided for the taking over by the state of a large 
segment of the netional economy and the other vrovided for 
the establishment of new business and the support of privete 
initiative in trade and industry. The two bills define the 
sphere of action of state industry and of private initiative. 





| The nationalizetion bill ine¢ludes all large-ifdustries 
(those employing 50 workers or moré'@t ‘one shift) 3) railwey 
end air communication; basic banking houses; important ware- 
houses; mines; petroleum, gasoline, and synthetic. fuel 
industries; electric power production and @istribution 
facilities; waterworks; iron and light metal ‘foundries; 
armaments, explosives and aviction industries; sugar 
refineries; beverage distilleries; oil mills; cold storage 
plants; textile industries; printing industries; etc. 
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| The iaw provides that nationalization shell take plece 
without. compensation. in the ease of ex-German business and 
property;. but thet compensation sk2ll. be made in the case 

of business undertakings owned by Polish citizens or citizens 
of friendly countries. Under this formula, according to 

the Polish Government, two-thirds. of the business will. be 
taken over without compensation and three-fourths of the 
property in terms of value, The Poles estimete that after 
passage of the law workers in netionalized industry will 

be 40 percent of those engaged in «11 industries, or approx- 
im-tely 10 percent of all employed persons in the country, 
including peasants, : : . 


. fhe bill concerning establishment of new business and 
support of private initiative, it is planned, will encourage 
heclthy privete initiative by gueranteeing certain necessary 
securities. Private industry in the future will be eble to 
secure basic raw materials only from the State and the State 
will give this help only on condition that private industry 
join the overall Government economic plan. The Government 
expects that cooperatives will play en important pert in 
the new economic structure, especially.in the food industry. 


“Where cooperatives are not yet opis oes f developed to 
take over certain businesses, the state will act as trustee 


until the busitess cen be turned over to them, 


| The Polish Minister of Industry in explaining the bills 
listed the reasons for which the Government proposed nation- 
‘alizetion. First was that the country can be more rapidly re- 
built on the basis of a general state program which can be 
achieved only if basic brenches of industry are netionalized, 
He scored trusts, cartels and banking magnates as bringing 
economic chaos and unemployment and pointed out that large 
sums of credit will be available only if production can 

be meintained, Nationalization will support industries which 
are needed by the people, such es rural electrificiation, 
which would not come into being under capitalists because 
they do not bring the greatest profit, according to ‘the 
Minister of Industry. 


One problem already encountered by the US in the pro- 
gram, hes been Polish refusal to allow US engineers to 
visit US properties in Poland. Ambassador Lane has in- 
formed the Polish Government that while Poland has a 
perfect right as a sovereign netion to nationalize foreign 
industries, tris refusal of allowing US nationals to survey 
their properties is in violation of rights under the 1931 
US-Polish Treaty of Friendship, Commerce, and Consuler Rights. 
When the Polish Foreign Minister replied that the Treaty 
of 1931 does not conform to the conditions of 1945, Lane 
told him the US is agreeably disposed to negotiate a new 
treety, but as long as the present treety is in effect. we 
expect the Poles to abide by it. The De pe rtment is unable 
to reconcile this stetement by the Polish Foreign Minister 
with previous repeated assvrances made to Lane thet the 
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Provisional Government fully accepted the obligetions of 
that trecty. : 


The ‘Department has instructed Ambassador Lane to present 
© note to the Polish Government setting forth US views in 
conndction with the nationalization law, The note will point 
out that US nationals are entitled to. adequate and effective 
-compensation for their property, “hile recognizing that 
the present financiel position of Poland does not permit 
immediate settlement in dollars or currencies freely con- 
vertible into dollars for property of US nationals taken over 
by the Polish Government, the US believes that compensation 
should be mede in-a manner which will permit conversion of 
the -proceeds into dollars at the earliest possible time. 


The note will propose establishment of a mixed com- 
mission, composed of an equal number of representatives 
from the Governments of the US and Poland, to determine the 
details of compensetion of properties of ts nationals subject 
to the nationalization law, 


Both French and Belgian representatives in Warsaw have 
presented the Polish Government with notes on the national- 
ization plan. The French note proposes discussion of the 
question immediately by representatives of French industry 
‘ and the French Embassy and Polish authorities in view of 
the importance of the enterprises with French capital which 
are affected. The French say that indemnification in 
Polish Government securities or in values expressed in 
zlotys cennot be considered by the French Government as 
adequate compensation. 


The Belgian note records that Government's preference 
for the: re-establishment of Belgian interests existing 
before 1939. It states the Belgian Government's conviction 
that the Poles will assure satisfactory compensation and 
that where such is impossible, the enterprise will be ex- 
empted from the nationalization decree, 


The UK Embassy is also seid to have proposed to its 
government that a note be addressed to the Polish Foreign 
Office, 


British Labor Government's S*eps Last fall the British 
Perliament passed a bill "to bring the cepital stock of 
the Benk of England into public ownership and bring the 
Bank under public control." A coal netionalization bill 
was presented to the House of Commons the latter part 
of December and the Government plans to teke up next the 
problems of netional insurance, netional health, and 
town and country planning. 
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The bill for netionelization of the coal industry is 
the first substantial measure in the-industrial <n , 
tion program of the Attlee Government, The most difficult : 


. problems are those arising out of differences in costs of 


production, prices and wage rates, .It is expected that 

the Government will actively pursue technical improvements in 

the coal industry and treat it as the "show window piece" of ' 
the nationalization program. The argument, advanced by | 

the Reid Committee's report on the industry, that the amount 

of capital needed for essential technical changes can be 

raised only by the Government hes convinced many that 
netionalization is the only way to raise efficiency in a 
reasonable time. Some government economists, however, . 
question a large ccpitel investment in the coal industry 

at this time as they feel alternetive sources of energy are 
beginning to lessen the importance of coel. 


The coal nationalization bill provides a Netional Coal 
Borrd with technicsl efficiency as its chief gozl. It wili 
have exclusive right of mining coal and will be charged with 
making supplies of coal aveilable in auentities and at prices 
which seem best calculated to further the public interest. ~- 
The Board will not be expected to take over wholesaling and 
reteiling of fuel, Interests of workers and consumers 
are to be protected by representction on edvisory commissions, 


Compensetion will be paid mineowners "as if mines were 
sold by a willing seller to a willing buyer" to be determined 
by an arbitrrtion tribunal, The Bill gives no direct esti- 
mate of compensations, but indicctes it might total 150 million 
pouness Certain associcted industries, such as manufcctured 

uel plants, colliery electricity rlicnts, and by-products 
are included in netionelizetion. it is anticipated thet work- 
ing out the deteils of the cocl nationalization program will 


take two yearSs. | 


Coal mines neationalizetion was a foregone conclusion 
in England, National ownership of gas industry and operation 
by regional boerds are unanimously recommended by the Hayworth 


Committee appointed by the coalition government. As to 
electricity supply, it is likely that n-tional ownership 


wouid have been edopted by elmost any UK postwar government. 
Intention to netionalize reilroeds and crnals is no surprise, 
dock and harbor undertakings follow in view of .the extent to 
which they ere owned by reilroads, 


The uncertein item in the Government's n-tionaliz-tion 


plans is iron and steel. The Government's position appears 


o be less cleer and prepared in this connection than in the 

Gase of other items, T'e Government is aweiting the industry's .- 
report esked for by the coalition government and does not ‘ 
eppear to be making an independent Government study, The 
question of the extent to which nationalization might be 
practicable in the steel industry raises the difficulty of 
defining the borderline of an industry for netionslizetion 
purposes. There is a difference of opinion withinthe Govern- 
ment as to the borderline point. ‘Jhether the iron and steel 
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industry is netionalized or merely reorganized under govern- 
ment direction, difficult questions of regional costs, prices 
end weges may be expected to rise similar to those of cozl 
mines. | - 7 | 


. _The national health bill will probably be introduced 
in Merch, The Minister of Health takes the stand thet 
provision must be made to abolish purchase and sale of 
medical practices without delay. This would: open the 
wey for a meesure of public control over regional dis- 

> tribution of practitioners. The UK suffers from mel- 
distribution of medical personnel due to greater attractions 
of urben centers. Under the health plan, when a practice 
falls vacant in an area which has more than its share of 
doctors, the control machinery for the national medical 
services cen declare thet the vacency shall not be filled 
so that new entrants will heve to. go to centers where 
shortages exist. A second method of improving distribution 
of doctors nay be to change relative remuneration of over- 
staffed and understeffed arens, 


The bill netionalizing the Bank of England provided 
for the transfer of the existing capital stock to a noninee 
of the British Treasury; for the appointment by the King of 
the Governor, Deputy Governor and Directors of the Brnk; a 
for enabling the Behk of England, if euthorized by the 
Treasury, to elicit information and issue instructions to 

, other bankers. Provision for the compensation of private 
stockholders was based not upon the market price of the 
bank shares but on the averege of the annual gross 
dividends paid bank shareholders of the period of 20 years 
ending Merch 31, 1945, Government bonds are exchanged for 
privately held stock in the Benk. The Benk is to vay the 
Government each yeer a sum sufficient to meet the interest 
charges on the Government stock issued to the Bsnk stock- 


holders, 


French }ationalizetion of Benks as of Jenurry 1 the 
Benk of France and four of the largest commercial deposit 
benks were ns tionelized, and government control was es- 
tablished over the entire banking system. Stockholders 
of the Bank of France are being indemnified with government 
bonds which will be amortized over a fifty-year period. 

The reimbursable value of the stock will be determined, 
within certain limits, by a government commission. The 
stockholders of the four deposit benks which were taken 
over by the stete will receive in exchange for their 
shares securities paying an annual dividend to be determineed 
by the council of administration of each bank and in no 
case will be less than the dividend peid in 1944, The 
lergest of the banks were placed under direct control 

of the Government end a commissioner is to be appointed 
by the Ministers of National Economy and of Finence 

for each bank to attend ell meetings. Such commissioners 
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will have euthority to veto. any decision by the administra- 
_ tion of the bank which is contrary to national interest and 
may recommené action conforming to the netional interest, 


A National Council of Credit-is established, having 
members representing the government,. industrial, commercial, 
and agricultural interests, benks, trade unions, amd con- 
sumers. It will have as president a minister appointed by 
the Government, The Council will edvise the Government on 
cil metters of credit policy and on the reform and develop- 
ment of banking. Through the intermediary of the Bank of 
Frence it will exercise such powers as the licensing of banks, 
approving mergers, esta»lishing rules of liquidity, regulat- 
ing competition, etc, 


. Three categories of banks ere defined: deposit banks, 
investment. banks, and long-and medium-term credit banks, and 
within three months every bank in France is required to make 
formal declaration of its edherence to one of these cate- 
gories. Its character once determined, a benk may engage 
only in operations prescribed for its cztegory. 


Yugoslavian Netionalizetion of Oil Properties Creates 
Problem Embassy Belgrade reports that there appears to be 


little likelihood that the Standard Vecuum Company will 
receive just compensation for claims against the Yugo- 

Slav Government for properties taken over by the Govern- 
ment in its nationalization program. The usual procedure 
followed by the Yugoslav Government in netionalizing banks, 
industries and trading firms is to confisccte them following 
court conviction on collaboration charges, Court cases show 
that having sold goods to Germans or any Quisling government, 
even on requisitions executed by force, is sufficient ground 
for finding the victim guilty of collsboration. 





The Company hed appeeled to the Department for vores 
pointing out that t!e Yugoslav Government was expropriating 
foreign-owned oil properties at the s-me tine that UNRRA was 
sending oil into the country. Tie US, however, is not pre- 
pared to threeten to withhold ail supplies from UNRRA as 
a means of forcing the Yugoslav Government to restore 
‘the Company's properties and business. We instructed En- 
bessy Belgrade, efter consultetion with the top 8tandard 
Vacuum officials in Belgrade, to request the Government to 
return the company's properties end permit it to function 
on a competitive basis or, failing this, to inform them 
that the US Government expects the Yugoslav Government to 
make prompt payment for the expropriated ‘properties. 


* * * 


—— 
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INTER-AMERICAN COUNCIL SETS UP Seven standing committees 
STANDING AND AD HOC COMMITTEES have been set up by the 
‘Inter-American Economic 
and Social Council at its first sessions, which were devoted 
to organizational questions. The committees will consist of 
five voting members each, although any member of the Council 
May sit. in on the. meetings of any committee, and will cover 
the following: (1) Production, (2) Commerce, (3) Transporta- 
tion, Communications and Tourist Travel, (43 Finance and 
Development Credits, (5) Social and Labor Problems, (6) 
Administration, and (7) Coordination and Relations with 
other International and Inter-American agencies. The US 
has a voting member on the Commerce Committee only. In 
addition to the standing committees, various ad hoc com- 
mittees will be set up from time to ” time to consider ques- 
tions which do not fall within the purview of any of the 
_ standing committees. One of the ad hoc committees, which 
' will probably function for some time, was set up on the sug- 
gestion of the US, to deal with ‘prediens of enemy property 
in this hemisphere, 





At the request of several of the Latin American members 
the Transportation committee is meeting January 14 to con- 
sider’ the problem of increased freight rates, 


_ UNRRA COUNTRIES INFORMED. The Department has sent notes to 
OF CONGRESSIONAL ACTION . the. Washington representatives of 
.the countries receiving UNRRA aid 

informing them of the Congressional action authorizing the 
second US contribution. Attention is called to the reso- 
lution requesting the President to facilitate through ap- 
propriate channels the admission to recipient countries of 
properly accredited members of the US press and radio in 
order that they may be permitted to report without censor- 
ship on the use and distribution of UNRRA supplies and 
services, They have also been informed that Congress has 
directed the US member of the UNRRA Council to-try and ob- 
tain the following three objectives: (1) that governments 
receiving UNRRA assistance should make known to the Adminis- 
tration their trade agreements and barter arrangements with 
other nations, and should supply information on all exports 
from and imports to recipient countries; (2) ‘that -these 
governments should provide necessary facilities, credentials, 
documents and safe conduct to UNRRA representatives; and (3) 
that UNRRA, in its option will be permitted to retain title 
to all motor transport equipment supplied by it in each 
recipient country. ; 


UK Submits UNRRA Resolution‘ For General Assembly The 
UK has submit eda draft resolution on UNRRA for addition 

\ 
to the 
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to the agenda of the General. Assembly meeting ‘in London, It 
proposes that. the General Assembly: (1) urge “tates which 
signed the UNRRA agreement to contribute the additional one 
percent of their national income to UNRRA's funds; (2) urge 
other peace-loving states not signatories to join the organi- 
zation; and (3) instruct the Secretary-General to make arrange- 

‘ments with the Director-General whereby the General: Assembly 
may be furnished with full periodic reports on the work of 
UNRRA and the progress made toward economic recovery in the 
countries receiving UNRRA aid. 


Turks, Want Smaller’ Quota The Turkish Foreign Office has 
informed Legation Ankara that the Turkish Government has 
been considering joining UNRRA. However, with a large budget 
daeficit and heavy expenditures needed to maintain a large 
army required because of the internal: situetion, Turkey can- 
not afford to pay a quota of one percent of the national in- 

- come, They inquired whether they could become a: member by 
paying a smaller sum, such as 60,000 Turkish pounds , either 
in cash or in kind, 





of -WSA Requests Trieste Port For UNRRA Supplies For Czechs 
To. help solve the critical transportation: problem which is 
interfering with the movement of UNnHRA supplies to Czechoslo- 
vakia, the War Shipping Administration has requested that 
two ships per month with UNRRA cargo for Czechoslovakia be 
admitted to Trieste. The Department feels this request 
should be supported as far as feasible. Trieste is also 
used as an entry port for UNRRA supplies for Yugoslavia and 
Austria and also for military supplies for Austria,’ However, 
“the proposed arrangement would not interfere with the UNRRA- 
Yugoslavia program, according to the Chief of the UNRRA 
Mission to Yugoslavia, TA. 





US AND UK AGREE CN POL CIES WHICH: The US and UK have 
z agreed on a Joint 

Statement Regarding ~ 
Rec cunéndationes Made By. ‘the West Indian Conference Held in 

-+1944, to be released to the press simultaneously in’ 
Washington, London, Paris: and. the capitols of the several 
‘British, Dutch and "French Caribbean possessions about > ‘ 
January 15. The statement reflects the views of the two | 
Governments on policies which should be followed in -_* 
plementing the economic objectives of the Conference. ., 





General Conclusions In the belief that assistance v8 ‘ 
by governments is necessary to promote food production, - « 


industrial activity, and trade, the expansion of which is 

basic to the economic and social development of the area, 

the US and UK call for the provision of aid both directly, 
through financial aids for agricultural and industrial 








| 





— production 
DECLASSIFIED FOR PUBLICATION IN FOREIGN 


RELATIONS OF THE UNITED STATES 





RELATIONS OF THE UNITED STATES 


~~ 2 


production and transportation, and indirectly, through the 
expansion of appropriate government | services, 


The US and UK feel that their West Indian territories 
should contribute to the full extent’of their ability to 
their ,own ‘development, and that. the responsible metropolitan 
governments. ‘should supplement local resources by grants for 
approved programs. These would include Congressional ap-= 
prepr tations for public works programs in the US possessions. 


Recognition. is given to the tinpor tienes of the stigar 
industry ‘in ‘the area andpolicies to be -pursued in relation 
to +8 weld be kept under continuous review by ‘the’ UB: and UK. 


Agr teultural Diversification The expansion in produce 


tion of: food crops and livestock products. in the Caribbean 
should be encouraged in order to increase productién of 
agricultura). products for which the area is suited and which 
are, needed for: more adequate and better. balanced nutrition 

of, the. ‘people. while expansion to a point where the terri- 
tories would be. independent in this regard would be uneconomic, 
the: following. objectives should be followed: (a) diversifi-~ 
cation programs should result in more effective use of human 
and natural resources; (b) expanded food production should 

not interfere with export crops which mean a more advantageous 
long-run use of resources except for emergency reasons; and 
(c) consideration should be given to agricultural diversifi- 
cation for greater economic stability, Techniques to be 
adopted in: promoting production are left to the individual 
governments, although the use of additional tariffs, import. 
quotas, export subsidies and trade preferences are considered 
undesirable. : 


Industrial Diversification Tesrovenent: of the soeneate 


environment through additional: transportation facilities and 
public utilities, in addition to direct financial aid, is: | 
recommended to encourage the diversification and expansion: 

of certain. types of manufacturing industries. Direct ‘aid, . 
accompanied bymeasures to increase the efficienty of pro-" 
duction and ‘marketing and improvement of labor standards, * 
is favored: as:.opposed to barriers SERERES the : ‘Sapee) of 
low-prifced goods. 


Emplo ent and Standards of. Livin The initiation of 
public works ‘programs is endorsed by the UK and US, to be | 
correlated with agricultural and .industrial diversification 
policies and with projects of development of public and 
social services, such as schools, hospitals, water works, 
and sewage systems. Better educational standards, adequately 
enforced legal employment standards, social security measures, 
health programs, and an appropriate statistical program are 
recommended ; 





Inter-Island Trade and Transportation’ Cocperation 
among local agencies, through the Anglo-American Caribbean 
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Commission, and through genera] international economic 
organizations is recommended for the solution of trade 
problems, The Uf and UK, within the framework of their 
general international trade policies; will’ seek to expand 
the trade of their possessions in the area and will encourage 
other interested governments to pursue a similar policy. 
Possibilities of further reciprocal trade agreements on a 
most- favored-nation basis should be explored. 


Plans: for a regional customs union are considered 

- impracticable and additional preferential tariff arrange- 
ments are disapproved. The two governments propose to 
consider provisions with respect to international dumping 
‘exid countervailing duties imposed to offset subsidies, in 
the course of any wider negotiations in which they may 
engage internationally for the general regulation of inter- 
“aecbenas. commercial practices. 









| ahaa Meeting of C faraies “The second West Indian 
Conference. wiil.be held in St, Thome s beginning February 21. 
Franée‘and the Netherlands have been invited to participate 
-as ‘members of the .Commission,.with the UB, " and nepresentae 
‘tives: of the aeons GEYER RON o 


* * * 
BCITO PROPOSAL FOR INTERNATIONAL RHINE The European 
HAVIGHTION ADMINISTRATION REJECTED BY ION REJECTED BY US Ceritral Inland 





Transport. 
Organization (ECITO) has conveyed for approval to its 
“member governments a recommendation for the establishment 
of an emergency International Rhine Navigation Administra- 
tion (IRNA). The proposed agency would deal with both 
traffic and conservation problems of common concern for the 
‘length of the Rhine and would: refer. to ECITO and the Central 
Rhine Commission (CRC) for advice as appropriate. Voting 
répresentation would. be.from the riparian states (Belgium, 
.France, the Netherlands, and Switzerland) and the three | 
~western zonal military authorities, with advisers from 
ECITO and CRC. IRNA decisions regarding Germany would: be 
implemented through Duisberg (traffic) and Eltville 
(engineering) Committees, which have been established by 
tripartite military authorities to supervise combined 
Corman sirenremines organizations .,,, 7 
“The: us feels that the pr'anbeals for establishing IRNA 
ant superseding the Duisberg Committee by - broader inter- 
NMattonal agency have political ‘tmplications relating to 
‘allocation and use of river equipment and involve delicate 
‘ " “questions concerning the prerogatives -of military govern- 
‘ment: authorities, The control of Rhine trafric is within 
the scope of military government under surrender terms 
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and the Potsdam Agreement, and we see no need nor do we 
desire to depart from this arrangement. 


The US believes that the proposals may be designed 
to break- control of military authorities over shipping and 
traffic in our zone in Germany for foreign benefit, and that 
the ECITO proposal would allow certain combinations to oute 
vote American zonal representation and thus force allocation 
to others of barges needed by military authorities, We 
believe that present organizations are functioning effectively 
except for the need for improved liaison, and that separation 
of traffic and engineering activities as now instituted is 
desirable at this . time. 


We have informed our ECITO seteebeabebien’ that we 
desire that CRC and FCITO proceed with. their established 
tasks as heretofore agreed and that we oppose any plan . 
which will abolish the Duisberg Committee or transfer its 
functions of traffic control and the power of the military 
authorities over the allocation. of - ppenS to any ctner 
wears: 


Ms , >. & = 


USSR WILLING TO OPEN LIMITED DISCUSSIONS At the Moscow 
CONCERNING GERMAN ASS TS IN AUSTRIA . Conference 

.  §ecretary Byrnes 
suggested to Molotov that representatives of the Allied 
Council take up the question of the interpretation and 
application of the paragraph of the Potsdam Declaration 
dealing with reparations from Austria. He then wrote a 
lettér to this effect to-which Molotov replied that al- 
though the Potsdam decisions did not provide for the 
collection of reparations from Austria the zonal principle 
was established for the extraction of German assets on 
reparations account. Molotov agreed, however, that this 
decision did not exclude the possibility of consideration 
by the Allied Council of concrete cases of the origin of 
this or that kind of German essets in Austria if their 
various portions are distributed in different zones of 
occupation and if their origin provokes doubt. He states 
that the Soviet representative will be given instructions 
in the event that any "concrete question" of this sort 
arises, 


The Department has, asked Erhardt to advise it on 
which cases might fall within the categories Molotov 
mentions. ‘Je have suggested to Erhardt that in a survey 
of possible cases for initial discussion if feasible 
selection of the following types should be made: (a) cases 
involving unambiguous forced transfer to German ownership; 
(b) resources which, if retained, would be of significance 
to post-war Austrian economy and/or (c) ownership rights 
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which'if transferred to the.USSR would compromise indepen- 
dence of Austrian economic operations, The Department has 
also asked Erhardt for information on the extent, rate and 
type -of: rémovals taking place from Austria and; with respect 
to oil, whether any Austrian oil is ‘being allocated to. ‘the - 
‘pastrian -Civilien economy by the USSR or for export on 
iietrign ‘walt. * 
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DEPARTIENT FAVORS REACTIVATION Subject. ‘to. the nécessity . 
OF BERNARD TEXTILE sips ie for moximizing coal ex- 

5 »  '* . perts and other factors 
ahind: a bearing on: the coal export program, the Depart~. 
ment favors: the export of a’ substantiel quantity of cotton. 
to* ‘Germany. © ‘The War Departnent'has instrueted OMGUS to pre- 
paré ea plan on the reactivation of the textile industry. for 
submis$ion to the Control-Coun¢il. If this plan is adopted 
it will represent the first deviation from the "disease and 
unrest" formula hitherto applicable to German imports. We , 
feel that the program for exports of cotton is desirable on 
the grounds thats (1) there is a world surplus of raw cotton; 

(2) there is a shortage of cotton textiles; and (3) reactiva- 
tion of a peaceful German industry, as envisaged ‘by the — 
Potsdam Declaretion, would. “ultimately redu¢é the nét amount 
of imports financed by the occupying powers by enabling 
Germany.to satisfy its’ own essential :textile-requirements | 
and to pay for et least part of her. other Sepensses geen. 
with . the © proceeds: of textile CAPER TE 4" ; 











- Discussions: are now being carried: en. e 2s to procure- 
ment and financing. of: the raw cotton: “e.expect to accept: 
cotton textiles as’ tpayment for the. rawieotton. Shipment . 
of cotton /alheteahadlae its ateo ne considered ws Tain. the. . 
Department,” | Tot 
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GREEK LOAN Public announcement: was made January 12 of: 
APPROVED. of the Ex=Imbenk's. approval of a “25 million 

credit to Greece. The US note accompanying . 

the loan, reported in la ist week's issue of Current Economic 

eg ents, was also made..public. Greek-US-UK discussions 
continue in Lonidan on ‘the subject: of 2 Scaprenenseve program 
of economic aid for Greece, , 
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PARTICIPATION OF US AIR OPERATORS IN IATA fThe North 
DEFERRED PENDING RESULTS OF US-UK MEETING Atlantic Regional 


Traffic Conference 
. of the tnterneticne} Air Transport <ssociation (ATA) opened 
January 8.in New York, with representatives from the airlines 
of UK, the Netherlands, France, Belgium and the Scandinavian 
. countries. It immediately. adjourned until February 1. This 
was due to an announcement by the €ivil Aeronautics Board 
that it had decided to defer further consideration of the re- 
guest of US operators for permission to participate in the 
aviation conference which had been filed with the Board, 
Fermission for US operators to enter into agreements through 
the ‘aviation conference to maintain minimum rates for trans- 
Atlantic service is the major immediate issue involved, 











The CAB stated that imminent developments in the field 
of international air transportation caused it to conclude 
that the public interest of the US requires postponement of 
decision on the desirability of the conference method of 
regulating air traffic operations. The Board decision stems 
from the scheduled US-UK Civil Aviation Conference to convene 
in Bermuda January 15. The conference will face the problem 
of definitive action on the: questions of control of rates, | 
frequencies, capacity and Fifth Freedom rights in general, 
which have hampered the conclusion of a bilateral air trans- 
port.agreement to date. If-agreement is reached between the 
US and UK on these problems, the general pattern of inter- 
national air transport traffic can probably be resolved. It. 
is anticipated that the conference will also consider the 
use by commercial aircraft of both countries of military 
bases constructed during the war on a 99-year lease agree- 
ment in exchange for US destroyers. The destroyer=-base 
arrangement did not provide for post-war commercial use of 
the bases, 


Embassy London reports that the general opinion in 
public and private aviation circles in London is that the 
CAB announcement was both unfortunate amill-timed, in view 
of the facts thats: (1) the conferees were already in New 
York; (2) the conference would have been meaningless without 
US participations; and (3) British position on the rate ques- 
tion has been well known for some time. The British apparently 
do not agree that the forthcoming discussions between the US 
and UK obviated the necessity for full participation of US 
operators in the IATA meetings. 


The Department is in sympathy with the CAB position, 


AIR-SEA-LAND RESCUE COMMITTEE The Interdepartmental. 


RECOMMENDS COORDINATION PLAN Committee on Joint-Air- 


Sea-Land Safety and Rescue 
this week held its second meeting in the State Department 
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and made a thorough: study of: end reached tentative conclu- 
sions on a basic plan to -handie joint matters of aviation, 
telecommunications and shipping in safety and rescue organi~ 
zation and procedure, (See Current Economic Deve.opments, 
December 3, Page 10, and: December 2 21, Page 14). it is 
anticipated -that: this plan will now be transmitted to ap- 
propriate authorities of each one of these three groups, 

with recomrendations that it be edopted and included in’ 
proposals for the amendment of one or more of the internationai 
treaties involved, (International Civil 4.viation Convention - 
Safety of Life at Sea Convention - International Telecommuni- 
cations Convention.) 


The plan calls for the creation of an international 
$cchnical coordinating committee, with membership from 
aviation, shipping and telecommunications groups. It is 
believed that if this plan is adopted, matters affecting 
the safety and rescue of human life will be handled by : 
concerted rather than piecemeal activities and the effective- 
ness of this work greatly increased. . 





. The Interdepartmentel Committee includes representatives 
from the State Department, CAB, CAA, US Coast Guard, and FCC. 
It was created at the instigation of technical experts in 
related fields who were greatly concerned over the lack of 
coordination stemming from independent treatment of this 
problem by specialized organizations. Satisfaction has 
been expressed at the measure of success achieved in 
securing agreement from the several agencies concerned 
and the speed and effectiveness of the Committee's work. 





US-CZECH AIR TRANSPORT 4 standard bilateral air 
AGRERIENT i8 SIGNED transport agreement has been 


concluded between US and 
Czechoslovakia, including full: Fifth Freedom privileges, 


: 
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QUE“ TIONS OF JAPANESE EXPORTS The cuestions of the degree 
END IMPORTS BEING CONSIDERED oof control over Japanese 
/ . - exports and imports which 
. shall be retained in “lashington and the resulting freedom 
to operate which shall be obtained by the Supreme Commander 
of the Allies in the Pacific (SCAP) as well as. the question 
of Allied responsibility in allocation of Japanese exports 
end imports are now under consideration in “ashington, | 


. Degree Of Control To Be Held By “ashington General 
MacArthur considered. that preliminary instructions on 
' arrangements for control of Japanese trade provided for too 
' ‘much control. in.ashington and allowed him little freedom 
’ of action. A new proposal has gone to SCAP which states 
that, in view of the world-wide shortage of many commodities 
and the disruption of distribution facilities: throughout the 
world, Washington authorities concerned feel that it is | 
‘necessary to retain control over allocation of all commodities 
in short supply. In emergency cases escape clauses are pro- 
vided allowing for imports without prior clearance from 
“Yashington of not more than two months import requirements 
and of exports amounting to not more than 5 percent of any 
‘reserve on hand or one month's output of current production. 
Emergency imports will not be financed by the War Department 
except for procurement against “'ar Department approved re- 
quirements. At present rubber, raw silk, cotton textiles, 
staple foods, tin, antimony, and hides and leather are con- 
. Sidered to be short supnly export items. 


Finencing of Japenese Imports General MacArthur. has | 

~ committed himself to the policy of not paying for Japanese 
imports and still maintaining standards of living in Japan 
necessary to carry out his mission. He is therefore under 
great pressure to obtain foreign exchange to provide for 
needed Japanese imports, It is this Government's policy 
that the Jepanese will ultimately pay for all imports. 
However, if Japanese foreign exchenge or other assets are 
not available for supplies needed to prevent disease and 
unrest, end to eccomplish the objectives of the occupation 
then the Yar Department will undertake procurement and 
initial finencing of such imports, 


Import-Export Program SCAP has been requested to sub- 
mit as soon és practicable an overall export-import program 
phased for the first and second helf of 1946, It has been 
emphasized that in view of the developing world shortage 
of all foodstuffs Japanese requirements will be in competition 
with those of UNRRA, liberated countries cnd other claimants, 
and it is necessary that firm requirements be submitted soon 
if they are to be considered in allocations of available sub- 
sistence supplies. In this connection SCAP has been advised 
that State Department policv is that the per capita normel 
ration for the first six months of 1946 shall not exceed 
1550 calories per dey of rationed and non-retioned items. 
SCAP has also been requested to keep in mind the need to 
Maximize coal and cotton textile _production. 
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The War Department hes also informed SCAP thet if 
necessary, in order to acquire urgently needed foreign 
exchange, SCAP may.ship to the US (care of USCC) 50 per- 
cent of the rubber, tin, antimony, silk and silk piece goods 
available in Japan. The Department hes informed the 
Philippines , China, the UK, New Zealand, Australia, France, 

the Netherlands, Cenade end India of our desire to ship all 
rubber, tin, antimony, silk, end silk piece goods to this 
country subject to future allocation by Allied euthorities. 
To date answers heve been received from the Philippines and 
Chine stating that these countries aré agreeable to this 
plan. The UK and New Zealand have raised some objections. | 
The. British stated that they believe the source of the stocks 
shovld be examined to see if any were restitutable, 


ers ‘Inter-Allied Cooperation on Allocations of Japanese . 
Trade The means by which the Allies represented on the Fer 
nastern Commission could best be brought in on the oroblem 

_ of allocating Japanese exports and procuring imports is 

‘under consideration in the Department, The Department's 
preliminary plan is to set up an inter-Allied Supply Com- 
mittee for Japan made up of representatives of each country 
on the FEC. It is proposed that this committee advise the US 
on the disposition of commodities available for export from 
J&4pcon-end the procurement of imports for Japan. In the case 
of exports of commodities in short supply the Inter-Allied 
Committe: will review the rccommendations of the Combined 
Boards, or any allocating authority which replaces them. In 
case the Committee fails to reach agreement with the Combined 
Board's decision then it may meke an independent recommenda- 
tion to the US. In the cese. of import recuirements for 
Japen the Combined Boards is to have. final authority over 
goods in short-supply. 
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This weekly publication is designed ' 
to highlight developments in the economic , 
divisions of the Department of State, and : 
to indicate the economic problems which 
are currently receiving attention in the 
Department. It is suggested that copies 
be-retained on file, as reference will ‘ 
sometimes be made to previously reported x 
items to avoid repetition. 





DOCUMENT SECURITY INSTRUCTIONS , 


This document should be treated in accordance with 
current instructions regarding security measures for 
SECRET material. Extreme care should be exercised to 
avoid public or private discussion of the information 
herein with or in the presence or hearing of any person ‘ 
not authorized to have knowledge thereof. For general 
purpoees al) classified Foreign Service Officers and 
Other responsible economic officers are authorized to 
have knowledge of the contents of this document, 
responsibility for the safekeeping of which will be 
assumed by each recipient thereof. It may be retained 
in protected files or, at the discretion of the recipient, 
destroyed by burning. If not personally disposed of by 
the recipient, he will aseure himeelf that it ie burned : 
in the manner prescribed for SEC °ET material. 
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UK SUBMITS PROPOSALS FOR The discussions in London con- 
, ECONOMIC AID TO GREECE cerning economic aid for Greece 


have resulted in a British pro- 
posal which was submitted to Greek Minister Tsourderos 
January 15, ‘The British proposal is contingent upon the 
Greek Government putting into effect measures which would 
stabilize the currency and bring about economic recovery, 


Proposed British Aid Provided the Greek Government 


~ draws up such a program and will undertake to put it into 
force the British Government will be aiemcarde to give 
Greece the following assistance: : 


(1) Ask Parliament: to approve a credit of ten million 
pounds for the stabilization of Greek currency, 


(2) Waive repayment of the 46. million. pounds loaned 
to Greece in 1940-41, ) 


) (3) Make immediately available consumer goods at. a 
cost price of 500, 000 pounds, 


(4) Make available for service in Greek: waters addi- 
tional coastal and shipping dredgers, aocuyene elewetousion 
_of. UNRRA supplies and local produce. = _ 


(5) Release from British military stocks material for 
- reconstruction of reese roads, apsagee and other sane come 
munications, is, 


(6) In consul tetion with the US and UNRRA to mabe - 
available the necessary spare parts and tires for motor 
_ transportation, as well as to provide materials for sale 
to the Greeks to overcome building material shortage, re- 
pair industrial. plants, and restore reiroad and. sea com- 
munications and port facilities. . 


(7) Provide a mission to furnish mechanical assistance 
and, on invitation fom the Creek Government, to appoint 
advisers to work in the Greek Ministries, 


(8) Settle outstanding financial claims. be Cween the 
two countries by mutual: GEROULTESESRs : 


Measures To Be Under taken by the Greeks In the opinien 
of the British Government, the program of the Greek Government 
should include the following measures: : 


(1) Issuance’ of new currency with an immediate announce- 
ment to fix a new rate of exchange for the new issue in re- 
lation to sterling and US dollars and a rate at which drachma 
notes of the current issue will be exchanged for notes of 


the new issue, 
(2) The new 
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(2) The new currency must be fully covered. in ‘sterLing 
or other foreign ORCHANES . 


;, (3) Establishment of a currency committee which would 
have statutory control over the note issue, This would | 
serve to establish confidence in the new currency, 


(4) The new cltveney should be:-made freely convertible 
into sterling and US dollars or other foreign snohanige in- 
_ Sofar as the availeble resources permit, ¥ 


(5) Formulation of plans for balancing the budget. 


(6) An agreement should be worked out with UNRRA which 
would result in revenue from UNRRA goods. It was suggested 
that indigents might be required to work in exchange for 
their UNRRA rations. 





Confidence Necessary The British proposal states 
“that confidence should be largely restored through announce- 
ment by the Greeks of measures involving the issue of new 
currency, increased taxation, and increased revenue from 
UNRRA supplies, together with publication on the assistance 
in money, materials and technical skill from the British as 
well as the announcement of the $25 million ™ximbank credit, 





Ldditional Credit The Greek memo outlining their 
economic plight stressed the need for a long-term recon- 
struction plan and estimated that to carry it through 
Greece would need foreign financial assistance on a large 

- gsecale. The British suggest that the Greek Government 

~  ghould submit proposals to the Bretton Woods Reconstruction 
Bank to cover the period when UNTRA sup»lies will have ceased, 
The British indicate that they will support such proposals 
by the Greek Government, but that the Greeks first tackle 
the problems of reconstruction and currency stabilization, 
so that a firm basis would be established on which to build 
a long-term reconstruction pr ograth. 


FIRST MEETINGS OF BOLRDS OF GOVERNORS FOR The United 
B ON WOODS INSTITUTION .Y BE IN MARCH States, as the 
country with 

- the  Repgent quota and subseription in the International Bank 
and International Monetary Fund, is responsible for calling 
the first meetings of the Boards of Governors, Plans are 
under way for such meetings to take place early in March with 
a preliminary meeting in Washington or a group of the coun- 
tries to prepare the agenda. 





Nine 
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Nine Bretton Woods participants failed to sign 
the two agreements prior to the December 31 deadline 
and a tenth, Colombia, signed Agreement on the Fund but 
not on the Bank. Failure to sign was due in some -cases: 
to procedural difficulties in the way of meeting the 
deadline. For example, the New Zealand legislature..was 
not in session after the UK intention to ratify became . 
known and New Zealand adherance depended on British. 
action. For this reason the Department is planning to 
propose a few days grace period during the meeting of 
- Boards when it would be permissible for Bretton Woods 
countries to join on the same basis as countries that 
- signed before December 31. Countries signing before 
expiration of this period might be able to participate 
in the first election of executive directors, 


Department's Reaction to Soviet Failure to Sign 

The Department has replied to the Embassy at Moscow 

on the Embassy's explanation of the Soviet's failure 

to sign the Agreements, While we are concerned at 

Soviet failure to ratify, because of the possible 

implications as to Russia's interest in international 

economic collaboration, we feel that no pressure should 

be exerted to get them to join and that the impression 
- should not be given them that possible adherence would 
- be making a concession to the United States. 





ef While the Embassy pointed out that Soviet par- 

-‘ticipation in the Bretton Woods negotiations did not 
necessarily indicate intention to join and could be 
explained by Molotov's statement to Ambassador Harriman 
on April 20, 1944, that participation in the work was 
for the sake of maintaining the appearance of tripartite 
collaboration, the Department fcels that subsequent Soviet 
actions in ‘ashington end at Bretton Woods, including 
dramatic last-minute acceptance of the increased Bank 
quota, are difficult to explain unless at that time the 
Soviets intended to join. The Department feels that 
there is still a possibility that the Soviets may adhere, 
depending particularly on the possibility of.obtaining  . 
credits, “e also belicve that if the USSR remains a“nen-- 
participant it may make difficult the extension of an 
Eximbank credit. Any initiative on loan questions will. 
be left to the: Soviets. Lore 
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JAP PLANTS SEIZED FOR INTERIM REPARATIONS General MacArthur 

REMOVAL DEPEND..NT ON INTER-ALLIED APPROVAL is reported to 
Sy ae ; tx irs. : have seized more 

than 400 Japanese war plants for use in the interim repara- 

tions plan urged by Ambassador.:Pauley, According to-an INS 

report the order was intended to prevent the deterioration 

of equipment and: removal of machinery by the Japanese for 


reconversion to peace-time industry, 


, seizure in Line “ith SWNCC Directive MacArthur's seizure 
of the Jepanese war plants is in line with SWNCC recommenda- 
tions on an interim. reparations program for Japan. Follow- 
ing general approval of Ambassador Pauley's interim repara- 
tions program (See January 7, 1946 issue of Current Economic 
Developments) by the President, SYNCC has recommended fur-.. - 
ther that terms of reference for an Inter-Allied Repara- 
tions Commission for Japan be prepared and submitted to the 
Governments on the Fear Eastern Commission and that SWNCC 
prepare for submission to the Inter-Alljed Reparations 
Commission: (a) recommendations régarding the ‘type and 
character of reperation removals under the interim program, 
such recommendations to be besed on the Pauley proposals, 
the comments of the Supreme Cammander of the Allies in 
the Pacific (SCAP) and other pertinent data; (b) procedures 
based on SCAP recommendetions for allowing claimant govern- 
ments to determine whet ecuipment they might wish to claim 
as interim reparations; (c) standards to be used as a basis 
for reparation claims, covering countries eligible for sub- 
mission of claims, categories of damage and cost and 
criteria of eveluation; (d) the US position with regard 





to the trectment of Jspanese assets loceted outside the 


four mein islands pending inter-Allied decision as to the 


_ disposition of such essets; and (e).a decree for the vesting 
of Japanese assets in neutral countries, axis countries 


and such other countries as may be found appropriate, 


>. @ & 


EUROPEAN ECONOMIC COUNSELLORS Economic Counsellors and 


10. MBET IN PARIS IN JANUARY. Advisers from all US 


: ' Missions on the European 
continerit will meet in Peris January 28 to February 2. 


“A tentative agenda calls for discussion of the following 


subjects: (a) problems of the Emergency Economic Committee 
for Europe, the European Coal Organization, and the 
European Central Inlend Transport Ofganization, with 
special emphasis on US participetion; current problems 
relating to European recovery; questions arising from the 
dissolution of the Combined Boards; end the removal or 
reduction of international commodity controls; (b) pro- 
noscls for eonsideration by the International Conference 
on Trede and Employment; and (c) internstional financial 
problems with reference to the Bretton Woods Agreements 
end non financial terms of US loans. 
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FRENCH COMMUNISTS APPROVE GOVERNMENT'S PLAN Communist 
FOR ‘SEPARATION 0 - ND. | member 

, i | : _.. Florimond_ 
Bonté in a foreign policy debate January 15 in the Con- 
stituent Assembly gave Communist sanction to the Govern-. 
ment's proposal for the separation of the Ruhr-Rhineland 
from Germany, Cautioning that the Ruhr must in no cir- 
cumstances be allowed to become the arsenal of a western 
bloc, Bonté said, "Silesia and East Prussia have been . 
detached from Germany. Why then leave: her with the Ruhr . 
arsenal without which she could not: have waged the wars 
of 1870, 1914 and 1939? In what -manner could the French 
solutions for the problems of Germany's western frontiers 
infringe on the interests of any of the United Nations? 
When Herve Alphand visited Moscow, he was told that the 
Soviet Government recognized the danger of not placing the 
Ruhr under a special regime. Poland and Czechoslovakia 
favor the real internationalization of the Westphalian 
basin." 


With the approval of the plan by the Com vunists, the 
MRP, and the Radical Socialists, the Socialists alone re- 
main opposed. Solomon Grumbach, Socialist President of 
the Foreign Affuirs Committee, has argued that nothing 
can be gained from Germany's dismemberment and has asked 
only for a prolonged occupation and continued international 
control of Germany. 


UNRESTRICTED 


BRITISH UPSET COMPROMISE ON GERMAN STEEL By stating that 
REACHED AFTER WEEKS OF CONSULTATION the capacity 
figure of 7.5 
million tons should be the norm for further economic planning 
rather than the 5.8 million production figure agreed upon at 
the Control Council meeting of January 11, the British have 
caused 1 serious setback to agreement on the level of the 
German steel industry. (See Page 9, January 7 issue Current 


Economic Developments). 


Although the French proposed the lower figure be used 
by the Economics Directorate which would then comment on 
the difficulties and obstacles involved in using this figure, 
the British member stated he would have to obtain his Govern- 
ment's views before accepting this figure. Ambassador Murphy 
inquired informally of the British authorities why they had 
injected this confusing issue into the steel tonnage question 
and was informed that London is worried for fear the agreement 
will result in the impoverishment of Germany to a point where 
the German economy and population will become a burden to 
England. lurphy then inquired if this thinking was in terms 
of trade between the UK and Germany and the reply was that 
monument en Tee Ee "this 
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"this was per oni a question: of future trade relations but 
possible expenditures by the’ UK which bothered London," One 
of the British representatives then stated that "you are 
going more and more in Morgenthau's direction." — 


Ambassador Mur phy pointed out that thus far the US is 
the only power which has made a direct expenditure fur the 
support of the German population and that while we do not 
like it we are determined to destroy the German war potential. 
Murphy added that the steel figures are subject to annual re- 
view and that for-the present it is of the highest importance 
to have Allied unity on this subject and that, in any event, 
Germany will be ‘physically incapable of . producing even 5,8 
million tons wntil 1948 or 1949, In discussing the steel 
issue with the Russian authorities after the meeting Mur phy 
reports that they both expressed great. indignation over what 
they termed a transparent British effort. to evade the recent 
agreement, 


Agreement 
has not been 
reached in 
the Control Council on a deconcentration lav for German in- 
dustry, due to British refusal to accept the rigid aualifi- 
cations proposed in defining "excessive concentrations of 
economic power." Conerete action has been taken, however, 
in the expropriation of IG Farben in the US zone, the con- 
fiscation of Rochling steel and coal properties in the 
French zone, the expropriation of the Flic! combine in 
Saxony (the Russian zone) and -more recently the seizure of 
the Ruhr coal mines by the British. | ee a's . 


Disagreenent In ACC On Deconcentratjon Law The US, 
‘USSR, and France have agreed upon the following standards 


to define excessive concentrations of economic ‘powers: em- 

as ployment - of more than 3,000 persoiis, annual turnover aaptede 
ing 25 million reichsmarks and control of more than 20% of 
the total productive capecity by a’given firm-in the industry 
to which it belongs. The British feel that mandatory standards 
are undesirable, Discussions are now being held with the 
British in the hope of meeting some satisfactory compromise, 
The British :have been informed that we are willing to accept 
other standards but that some objective principles must be 
established to ensure that deconcentration of large combines 
will be carried out. 














German, Coal Coal Mine Ovners Dispossessec In British Zone 
The colliery pro properties and assets of 211 coal mines in the 
British zone have been tal:en into custody and brought under 
direct control of the British authorities. The German owners 


have received no compensation for their property and the 








| 


Ma 
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British Government has stated that it was unwilling either 
to subsidize the German owners, who had had a "sinister 
record", or to allow the mines to close, Although the 
scope of the sequestration measures and the ultimate dis- 
position of the mines is not clear, the legal implications 
of the measure are: far-reaching. Most of the properties. 
were owned by large combines, the principal owners being © 
the state, directly or indirectly through Goering Combine 
Companies, the Vereinigte Stahl AG, Flick, Krupp; Hoesch, 
Klockner ,. Gutehoffnungshutte, Mannesmannrohren WOE yf IG 
Farben and Stinnes, 


CZECHS ARE SENDING.MASARYK TO Czechoslovakia has applied — 
WASHINGTON TO DISCUSS LOAN for a loan of $300 million 

but action on this appli- 
cation is being deferred by the Department. It is under- 
stood that Mr. Ian Masaryk, Minister of Foreign Affairs, is 
planning to come to Washington in the near future to discuss 
the proposed loan. The Eximbank, at the Department's request, 
is prepared to finance a year's requirements of raw cotton in 
order that Czechoslovakian cotton mills can begin operations. 
This cotton credit would amount to about $25 million, No 
action has been taken by the Bank pending the opening of 
negotiations with Czechoslovakia. In addition to the cotton 
credit, the Department. has recommended to the Eximbank a re- 
construction loan of about £30 million for items to be sub- 
ject to specific approval by the Bank, No action has been 
taken by the Bank on that recomrendation pending “Mr, Masaryk's 
arrival. In connection with these loans we are undertaking 
to obtain satisfactory assurances from the Czech Government 
in the field of commercial policy and other appropriate areas. 
A note to Czechoslovakia is boing drawn up in the Department 
in this connection, 


The, Department has requested approval by the National 
Advispry Council (NAC) of the initial reconstruction credit 
of about. $30 million so that formal negotiations by the 
Eximbank may begin, - 





ere PROCEED FOR PRELIMINARY. TRADE Czechoslovakia's 
NG AS ACCEPTANCES RECEIVED acceptance..of the 

US invitation to a 
preliminary trade and euploynent conference brings to. 
r° °“3en the number of replies received, all of which in-. 
dicace willingness to attend. The. only country invited 
which has not yet replied is the USSR whose invitation was 
not delivered until December 21, some days later than those 


of other countries, 
peeidi wean a Ke Outline 
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Kennan Outlines Possible Soviet Reaction Kennan 


reports that he has been unable to secure an appointment 
to explain our trade proposals and he believes that the 
Soviets are giving them very careful study. 


According to Kennan the following questions are of 
particular interest to the Soviets: 


(1) Because USSR international economic aims are so 
frequently political in nature, the Soviets may prefer in 
general to pursue economic ouestions through the Economic 
end Social Council of the United Nations Organization 
rather than through a special organization for trade and 
employment, 


(2) The overall objective of increasing international 
trade as a means of promoting peace and security and as- 
suring general employment is not one which would naturally 
find ready enthusiasm in Soviet circles. They view inter- 
national trade as a means of increasing their economic 
strength. The USSR does not have an employment problem 
nor would they be likely to concede thet the employment 
problems of capitalist countries would be solved by an 
increase in international trade, 


(3) While the Soviets have in the past accepted 
certain minimum purchase commitments with individual coun- 
tries, these did not necessarily reveal anything of total 
Soviet plans for foreign trede as would an overell commit- 
ment, as envisaged in our proposals. This question is 
obviously one which Soviet officials will want to study 
carefully from the policy standpoint. 





(4) Kennan feels that they will also want to study 
global purchase commitments from the standpoint of the 
general principles of their trade monopoly. In previous 
negotiations they have freouently obteined for their state 
treding system universel most-fevored-nation treatment 
abroad, while reserving full freedom of -ction for them- 
selves, They will, thercfore, weigh carefully the secrifiee 
in principle they would make in a global purchase commitment 
against modest immediate gains on reciprocal tariff con- 
cessions, 


Norway Seeks Invitation to Preliminary Meeting The 


Norwegian Ambassador here is pressing a request from his 
Government for inclusion in the group to participate in the 


preliminary conference. The Norwegians say they should be e 
included because of their interest in negotiating a trade 
egreement with the US, because of their importance as a ' 


shipping nation and because no northern European country 
is represented in the group, ‘Ye have explained to him 

that the countries invited were selected as a group which 
would be broadly representative of types of economies and b, 


oe trade 


DECLASSIFIED FOR PUBLICATION IN FOREIGN 
RELATIONS OF THE UNITED STATES 














a wae . - 


eo 9 # 


trade and barriers and which would include the: principal 
trading nations. The USSR was included as a member of | 
the Big Five and.as the principal state trading nation. | 
The British Dominions and Cuba were included because of 
the importance of the tariff preference question. It was 
explained to him that no country was chosen to represent 
any particular geographic area, and shipping problems will 
not be discussed at the meeting. The same explanation will 
be given Legation Stockholm in answer to an inquiry as to 
whether Sweden wiil be invited to attend. the wresaatanry 
conference. : 2 a 


ae’ on an lll: 


PROGRESS REPORTED ON PLANS FOR MODERNIZATEON AND In 1944 
EXTENSION OF US_COMMERCIAL-TREATY STRUCTURE the State 


Department 

embarked on e program.of modernizing and extending the . 

nation's commercia] treaty structure, There are now in force 

. fewer than 30 reasonably comprehensive commercial treaties. 
More than half: of these treaties were concluded.in the 19th 
century, a considerable number in the first half. of. that 
century. In addition, there are now in effect approximately 
40 treaties and executive agreements, exclusive of reciprocal . 
trade agreements under the éct of 1934, which deal in some 
measure with subjects appropriate for inclusion in such 
general treaties. 


Draft articles that are considered reasonably adequate 
for the protection of the interests of the United States but 
which can be- modified and adapted to the institutions and 
practice of individual countries, have been developed and 
cleared through the interested Government agencies, and are 
now available for use in considering proposals to other 
COVOSHBER YS» | 


‘In December 1944, the ECEFP recommended that the Depart- 
ment of State should "press forward with the negotiation of 
treaties of friendship, comrerce and navigation with the 
other American countries," A similar recommendation was 

4 made with respect to the countries of the Middle East in 
| April 1945. 


Preparatory studies within the Department, some of 
them well advanced,are now being carried on with respect 
to about a dozen countries. The treaty of January li, 1943 
between the United States and China for the termination of 
extraterritorial rights in the latter country, provides 
for the initiation of negotiations for a treaty of. friend- 
ship, commerce and navigation not later than six months 
after the cessation of hostilities in the war against the 
common enemies in which the two countries were then engaged. 


$$ —____— —————-- —— ancien Pursuant 
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‘-Fursuant sto this provision, a draft was presented to’ the 
Chinese: Government: on April 2, 1945 for -usé ‘as a basis 
,for:7diseussion. ‘Formal negotiations are expected to be | 
opened in the Chinese capital in the near future, 7 





- -TRANSPORTATION OF UNRRA SUPPLIES - The Czech UNRRA pro- 

TO CZECHOSLOVAKIA IS URGENT PROBLEM gram is running at a 
substantially lower 

level than all other UNRRA programs, and the bottleneck lies 
primarily in rail transport from the ports. The War Shipping 
Administration is already maintaining a schedule of ships 
larger than unloading and transportation facilities allow, 
and is willing to increase the number. of . ships. -allovated to 
| Szech UNRRA if the bottlenecks-can be alleviated, .-:°— 








Until Bremerhaven and Hamburg were used, the only route 
operated for UNRRA- shipments to Czechoslovakia was through 
.. ~ the port. @f Constanza and across the Balkans, Congestion 
.and labor unrest at the port and limited rail facilities 
‘méant greatly’restricted shipment from this-source, Ori- 
ginally 2000 tons a day or 60,000 a month were scheduled 
from Bremerhaven and Hamburg by rail through Kassel-Eger- 
Praha, and it was anticipated that this figure would be 
gradually raised to a total of 125, 000° tons a month. 


So far, US military authorities shee that any sub- 
stantial increase over this route would seriously disrupt 
the German economic system, and no appreciablé increase can 
be made at this time, Most recent figures from Murphy state 
that present daily Czech UNRRA shipments amount to 2700 tons. 
The OMSUS Transport Directorate estimates the total capacity 
of this line°as 16,000 tons daily. Recently 80,000 tons of 
UNRRA freight have been redirected from Hamburg to Bremen, 
es a substitute for civil affairs wheat arriving late at 

Bremen, and this should temporarily reduce the backlog. 


US military authorities belteve that the solution lies 
in shipping freight from Bremerhaven and Hamburg over the 
more direct and numerous lines in the Russian zone. This 
is the shortest and normal route used before ‘the war for 
Czech imports, Soviet officials have stated informally 
that their lines are just as congested as ours, but it is 
‘not ‘clear Whether a formal request has been made of the 


“USSR for permission to use this route or what her answer *. 
» wilt be, Re , , 
a.) _A third  -gapgnetion is being considered which at best *: 


will or eehee only partial relief, . The Yar Shipping Ad- 
ministration is willing to send two ships a month to Trieste 
with Czech UNRRA goods ‘if these can be moved by rail to 


w | Czechoslovakia. 
DECLASSIFIED FOR PUBLICATION IN FOREIGN 
RELATIONS OF THE UNITED STATES 


OE Et i Rt 











— ae 











—_—_— 


Czechoslovakia, In this. case, also, permission would be 
recuired from thé Soviets, and in addition from the ACC, 
Austria. ébout 15,000 tons a month would reach Czecho- 
slovakia from this source, 


A second controversy between Czech and US military 
officials arose regarding permission for an express 
passenger and. freight train from PRaris-Strasbourg- 
Nurnberg-Eger-Praha. The French-Czech trade agreement, 
recently concluded with the knowledge and approval of the 

* US, is apparently contingent on the establishment of 
direct traffic service between Praha and Paris. Czech 
officials claim the US military have unnecessarily delayed 
permission for opening of this service. Ambassador Stein- 
hardt supports the Czech claim and feels that USFET fails 
to appreciate the great injury to US interests in Central 
Europe threatened by denial of minimum direct rail cone c 
nections with the west to the one country in Central Europe 
able and willing to resume normal political and economic 
relations with the US. A meeting of FCITO in Paris 
December 18 authorized establishment of combined passenger 
and.express ‘train scheduled five times weekly on this route 
January l. 


Mur phy has denied charges that the military are 
deliberately delaying opening this route and states that 
shipments to Czechoslovakia have actually been at the 
cost of US military needs. Although 500 tons of freight 
per day were allocated and train paths were made ready, 
Murphy says that as of January 11 neither the French nor 
Czechs have presented cars or trains at the borders for 
transit. He feels that the Czéch Government should be 
informed that their claims are unjustified, as demonstrated 
by the fact that all UNRRA freight to Czechoslovakia from 
the west is moving over limited US lines while none is 
moving through the Soviet zone, 


Passenger service three times weekly between Paris 
and Praha via Zurich-Innsbruck, Salzburg and Vienna was 
established January 5, according to Murphy. While the 
Czechs have complained that this is a slow and costly 
route, Murphy reports that the time required in this 
service has proven less than the best possible time 
across the VS zone from Nurnberg under present conditions. 


A Danish-Czech trade agrecment. similarly requires 
transport facilities to become.effective, and the Czechs 
consider the situation unnecessarily handicapped by US 
military refusal to provide rail clearance, while our 
officials feel it is impossible to provide the necessary 
transit. 


The Department has informed Murphy that the diffi- 
culties in supplying Czechoslovakia are so serious that 


immediate 
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immediate action is necessary. to:-expedite regular rail ° 
transport. The War Department has: informed General: Clay 
that-the State. Department’ believes* transport across: Germany .. 
of all goods that UNRRA succeeds in tielivering to German 

ports for Czechoslovakia is a priority obligation despite 

bad effects on the German economic situation, -We feel ‘ 
that US authorities should act on this basis and should 

urge help-by the UK and USSR in transporting UNRRA cargoes 

through their zones so that the transport burden will be 

more evenly distributed, | ) ; 


UNRRA_ SUBCOMMITTEE The ad hoc Subcommittee on Shipping 
REPORIS oN SHIPPING of the UNRRA Committee on Supplies 

which was created to consider the > 
problem of guaranteeing adequate shipping space to UNRRA 
after the United Maritime Authority goes out of existence 
in March, hes submitted its report, 





f. preliminary survey was made of the extent to which 
adequate shipping facilities can be guaranteed to UNRRA by 
the member maritime nat‘ons. UNRRA was given rather quali- 
fied assurances on the part of the UK, Norwegian and 
Canadian representatives to the effect that ship tonnage 
would be made available after March 2. The War Shipping 
4dministeation, which has in effect acted as the shipping 
and forwarding agency of UNRRA for the US, will continue . 
in this capacity after March 2 and will direct the handling 
of all US-UNRRA ocean shipping matters. UNRRA will ‘program 
and submit requisitions to "SA, which will collaborate with 
other national agencies and/or private owners, and will ; 
allocate tonnage to provide the necessary shipping facilities, 


It is not yet clear what methods other nations will 
wish to employ in implementing their assurances to provide 
tonnage. pi. 


The subcommittee made the following recommendations: 
(1) Continuation of the Subcommittee, to keep in touch with 
UMA and the maritime nations and to advise UNRRA on the best 
methods of ensuring adequate shipping facilities in the post- : 
UMA periods; (2) UNRRA shipping requirements should not be met 
ty time-chartering without approval of the Subcommittee; (3) 
Established national agencies should be used when member 
governments make them available to UNRRA for the transport of 
supplies clsewhere, established liner services supplemented . 
by other methods as necessary should be used; (4) Appropriate 
steps should be taken to reduce expenditures for ocean trans- 
port, with particular emphasis on securing freight rate re- 
ductions. | . 
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“ORKING GROUPS GET UNDER WAY ON -Country working groups 
END-LEASE AND SURPLUS SETTLEMENT on lend-lease and sur- 
. plus property settle- 

ment nave begun preliminary work on Australia, China, — 
Ethiopia, France, India, New Zealand, .Turkey, "the Union of 

; South Africa, and the USSR. A new group has been formed 
to study settlements with other American Republics, Com- 
bined meetings have been held with New Zealand representa- 
tives. 


Ethiopia The working group agreed to recommend that 
Ethiopia be requested to pay for civilian items in inven- 
tory as of September 2, 1945. No conclusion, however, was 
reached in this respect concerning copner coin. Ethiopia 
is already ohliged by the original agreement to return the 
silver content of lend-lease silver coins. Military inven- 
tory will await the decision of the State-Var-Navy Coordi- 
nating Committee. The working group has recuested a Treasury 
opinion as to Ethiopia's dollar paying capacity. The matter. 
of an inventory is being pressed, 


China The working group awaits recommendations from 
General Marshall before proceedings with recommendations in 
regard to China. : 


India Indian representatives are expected to arrive 
in Washington late this month and discussions will probably 
begin in early February. It °-s hoped that the general lend- 
lease inventory requested by ne Office of Foreign Liquidation 
will be ready at that time. 


Turkey The Office of Foreign Liquidation Commissioner 
recommends that the Turkish settlement follow a line similar 
to that of the settlement with the UK with cancellation of 
charges for services and supplies lost, consumed or destroyed; 
payment at post-war value for capital goods in inventory as 
of V-J Day; payment for a number of aircraft engines retrans- 
ferred to Turkey by the UK after Turkey was on a cash reim- 
bursement basis; and resignation by the Turks of any claim 
to pay for interned US aviators, Incfusion in the settle- 
ment of certain concessions from Turkey are being given care- 
ful consideration from the, political standpoint, The working 
group's decision on a recommendation with regard to Turkey 
will await a report from the Treasury representative on the 
Turkish capacity to pay. 


American Republics In setting up a working group on 
lend=-lease and surplus settlement with other American 
Republics, the Top Committee agreed that the group should: 
(1) consider all the problems of lend-lease settlement, but 
pay immediate attention to the pipeline; (2) recommend a 
settlement for pipeline, the objective of which would be the 





° ~ most 
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most advantageous financial return to the US; (3) arrange 
financial terms on the basis of cash payment to be com- 
pleted not later than 1949; and (4) review existing 
recuisitions in order to determine which should be kept 
alive and which cancelled, 


LETTERS OF ASSURANCES ARE BEING The Secretary of the 
NGOTIATED WITH SOME COUNTRIES Treasury has recently 

received letters of as- 
surances from the Norwegian and Finnish Finance Ministers. 
Both letters contained the usual statements with respect 
to the desequestration of American property, but they 
differ with respect to the undertakings in the statements 
on liberalizing exchange control restrictions. The 
Norwegian letter clioseiy follows the French and Belgian 
letters in that the Norwegians indicate their readiness 
to authorize transfers to the US arising from personal 
and business earnings, dividends, interest, royalties, 
and similar payments, including balances from these 
sources wnich accrued during the war, On the other hand 
tne Finnish letter merely contains the undertakings to 
give sympathetic consideration to requests for transfers 
in the above categories. 








A Dutch letter of assurances has been negotiated and 
awaits signature. It is the Department's understanding 
that the Dutch letter also declares the intention to 
liberalize exchange control restrictions, but contains no 
assurances on the types of transfers that can be permitted 
under present conditions. 


x« *« * 


DOUBLE TAXATION TREATY The US program regarding double 
PROGRAM IS SUMMARIZED taxation treaties was summarized 

at a recent meeting of the Executive 
Committee on Economic Foreign Policy, . The purpose of the 
treaties is the avoidance of double taxation and the promotion 
of administrative cooperation in the collection of taxes, The 
operational work comes under the direction of the Treasury 
Department. 


We have at vresent four tax conventions with three 
different countries--treaties concerning income taxes with 
Sweden, France, and Canada and concerning death taxes with 
Canada. Two treaties with Great Britain regarding income 
taxes and death duties lack only final Senate approval, 
end two similer treaties with South Africa should be com- 
Dleted shortly thereafter, Negotiations with France may 


— begin 
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begin in February, and with the Netherlands in March. Next 
we may seek. to négotiate with Australia and New Zealand if 
they are ready, or perhaps with Venezuela which has recently 
been reported ready to propose negotiations, We are anxious 
to negotiate with Brazil when possible, and have already had 

. informal negotiations with Mexico, Colombia, and Paraguay 
with which it may be possible to continue when the British 
treaties are ratified, Belgium also has expressed a desire 
to negotiate, 


- UNIQUE COMMERCIAL COMMUNICATIONS SYSTEM An informal US- 
- TO BE ESTABLISHED BET'EEN THE US AND USSR USSR agreement 

7 | has been reached 
for the installation of a communications system that will 
utilize equipnent never before operated commerically and is 
exvected to provide the most efficient commercial system in 
the world. ‘Formal acceptance of the agreement is expected 
soon, to take over at the termination of government war- 
time operations, 








At the beginning of the war, communications between the 
US and USSR were limited and slow, often requiring three 
or four days. The emergency conditions required immediate 
action for the national security, of both countries. Per- 
mission for the Soviets to establish a station in the United 
States was found contrary to our law, and the Soviets re- 
ciprocelly refused us permission to establish a station in 
~ the USSR. . 


An inter-governmental agreement was formulated to 
establish a new channel between Washington and Moscow, to 
be dperated by the “lar Department at this end and by the 
Soviet Government at the other terminal. Megnetic field 
.conditions required relay south of the direct route, and 
a relay station was established at Algiers. One great 
advantage of the arrangement was the tie-in at ‘Jashington 
and Moscow to the respective Embassies. A second was the 
use of teletypewriter printer conference equipment at each 
end, which enables consultation simultaneously with any 
number of participants and transmits messages in code, with 
eutomatic "unscrambling" and complete secyrity. <A third 
advantage was that transmission through Tangier permitted 
a 24-hour service rather than six or eight on the direct 
New York-Moscow route, 


Originally a single channel, alternated hour by hour 
by the two Governments, the system was eventually ex- . 
pended to include two clear channels, The arrangement 
proved extremely satisfactory and so effective that we 
were reluctant to abendon it at the termination of the 
agreemcnt six months after the end of hostilities. 
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' “It.was therefore proposed that our commercial companies 
establish a commercial circuit including the War Department 
teletypewritcr conference equipment, which will become sur- 
plus, and: which is not at present commercially available. 
The USSR has agreed in principle to the establishment of 
tne: new circuit on a commercial basis, with relay through 
the Sahamenbhenat zone of Tengier, Details of the agreement 
are in final stazes of negotiation and it is hoped that the 
final agreement cen be concluded before the termination of 
the government system March l, 


‘ k* *. 


TELECOMMUNICATIONS COORDINATING Preliminary agreement has 
COMMITTEE TO BE ESTABLISHED — been reached by the govern- 
, ment agencies concerned for 
the creation of a Telecommunications Coordinating Committee, 
to operate ona trial basis for one year on an informal basis 
(without an Executive Order of the President), The membership 
will be: State (Chairman), Federal Communications Commission 
(Vice-Chairman), Navy, War, Commerce and Treasury Departments. 
The Committee was proposed to supplant the Board of War Com- 
munications and the Special Committee on Communications which 
functioned during the war, ‘Coase | 


Terms of reference of the Committee will.be: (1) Formu- 
lation of policies and development of plans and programs which 
will promote the most effective use of wire and radio facili-. 
ties as an instrument for the expansion of foreign trade; (2) 
Coordination of the policies of the various. US agencies re- 
lating to domestic and international communication matters, 
to promote the national defense and security; (3) Facilitate 
correlation between, administration of government-owned com- 
munications and regulation of privately-owned systems, and 
encourage the greatest efficiency of both systems; and (4) 
edvise in problems of an international nature, including 
preparation for international telecommunications conferences, 


The action of the Committee will be unanimous and 
edvisory in nature, It is understood that national defense 
and security problems will be referred for advice to the State- 
“Yar=Navy Coordinating Committee. The Telecommunications ~ 
Coordinating Committee will come into existence upon the | 
formal aceeptance of the plan by each of the above agencies, 


~ % 


* * * 
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TRADE PROCEDURES WITH Simplified procedures on control 
NEUTRALS ARE SIMPLIFIED of trade with the neutrals are 

being worked out with the British 
in accordance with US policy of removing wartime trade re- 
strictions as rapidly as conditions permit, 


Certificates of Origin and Interest Following action 
by the British, the US on January 15 eliminated requirements 
for certificates of origin and interest to cover imports 
from the European neutrals (including Turkey, Iran and Iraq). 
This action is based on continuation of existing trading-with- 
the-enemy legislation in the US and UK and blocking decrees 
of the neutral governments, 


Blockade Controls A simplified navicert and export 
license system has already gone into effect in the case of 
Spain, The inverted navicert procedure, whereby the im- 
porter applies for a navicert application, has been abolished 
and the exporter now applies for permission to ship goods, 
For commodities on List A--those in shortest supply--export 
license and navicert applications will continue to be re- 
ferred to London so that a statistical check may be made 
against the quotas. For List B items on the Reserved Com- 
modity List, export licenses and navicerts will be issued 
without reference to London, but the shipper will be warned 
that a Spanish import license is necessary, 





A similar system has been proposed for Portugal, but 
the Portuguese authorities are reluctant to institute an 
import licensing system, Some difficulty has also been 
encountered in putting a similar arrai:gerent into effect 
in Sweden. Agreement has been reached on procedure with 
the Swiss and went into effect January 1. “e have agreed 
to let them drop the guarantee certificate and substitute 
eni import licensing system. Reference to London will not 
be necessary for either List 4 or List B goods. 


Supply Screening It has been agreed that, as a result 
of the dissolution of the CRMB and CPRB, the neutrals should 
approach directly the new autonomous combined supply come 
mittees (tin, textiles, rubber and coal = and hides and : 
leather, on which they are already represented) or the sup- 
plying country regarding requests for their supplies, With 
respect to coal, they should approach the ECO simultaneously 
with their approach to the Combined Coal Committee or the 
supplying country. However, ECO's recommendations are only 
advisory as far as the Combined Coal Committee is concerned, 





Discussions are now taking place regarding a similar 
procedure for individual neutral requests for food items, i.e., 
having the neutrals approach the Combined Food Board direct, 
The chief problem here is one of timing, since the Swiss pro- 
gram for the first half of 1946 has not yet been submitted to 
the Board and it is felt that the blockade authorities should 
not relinquish their responsibility for submission of overall 
supply vrogrars for the neutrals, 
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This weekly publication is designed 
to highlight developments in the economic 
divisions of the Department of State, and 
to indicate the economic problems which 
are currently receiving attention in the 
Department. It is suggested that copies 
be-’retained on file, as reference will 
sometimes be made to previously reported 
items to avoid repetition. 


DOCUMENT SECURITY INSTRUCTIONS 


This document should be treated in accordance with 
current instructions regarding security measures for 
SECRET material. Extreme care should be exercised to 
avoid public or private discussion of the information 
herein with or in the presence or hearing of any person 
not authorized to have knowledge thereof. For general 
purpoees al) classified Foreign Service Officers and 
Other responsible economic officers are authorized to 
have knowledge of the contents of this document, 
responsibility for the safekeeping of which will be 
aseumed by each recipient thereof. It may be retained 
in protected files or, at the discretion of the recipient, 
deetroyed by burning. If not personally dieposed of by 
the recipient, he will assure himeelf that it ie burned 
in the manner prescribed for SECRET material. 
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POLISH MISQUOTATION OF REMARKS While Secretary Byrnes was 
; BY US OFFICIALS CAUSE CONCERN in London Polish representa- 
ol tives informed him that 

Ambassador Lane stated that. negotiations of the Polish Govern- 
‘ment for: an Eximbank loan had been broken off because of that 

- Government's new policy of nationalization of industry. The 
Poles claimed that rupture of these negotiations gives the 
impression that the US attitude toward Poland is unfavorable 
which is an aid to anti-democratic forces. They were told 

- that the US, had no intention of interfering in Polish internal 

- affairs. | 


The Poles misinterpreted Lane's remarks, which were not 
s a protest. against nationalization but a firm stand that US 
citizens should be allowed to inspect US-owned property in 
Poland in accordance with the US-Polish treaty of 1931. 
~° Unless the Poles respect the rights. ‘guaranteed by the Treaty, 
wf Lane stated he could not recommend-credits be given. (See 
: Page 4, January 14 issue of Current Economic Developments). 


Other statements regarding Poland, including some of 
which were made by the Secretary, have subsequently heen 
misquoted by the Poles, which leads us to assume that certain 
officials are wilfully distorting remarks. The US.is making 
its position clear, orally and by presentation of an aide 
memoire, on the following points on which misunderstandings 
have arisens 


(1) We reiterate Lane's protests with regard 
to the failure of the Polish Government to fulfill 
its obligations under the Treaty of 1931 by not 
permitting American nationals to visit Poland in 
order to inspect their properties. 


(2) The- US recognizes the right of the Polish 

Government to nationalize property. Our remarks 

to the effect that the US does not want..to inter- 

fere in Poland's internal affairs refer to Poland's 

right to nationalize and do not imply US relinquish- 
ment of the responsibilities assumed by it in con- 

junction with the UK and USSR with respect to hold- 

ing of free and unfettered elections in Poland. 


’ ‘ (3) The US Government has not indicated that 
an exchange rate of 100 zlotys to the dollar is ae- 
ceptable. This rate has been proposed by the Polish 
Government. and was erroneously reported by them as 
acceptable to the Secretary although Lane had in- 
dicated disapproval. The matter of exchange rate is 
being considered further in the Departments of State 
end Treasury. 


Credit Negotiations Proceed Negotiations with the Poles 
have not been interrupted. An Eximbank credit to Poland of 
up to approximately $40 million has been recommended by the 
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National hindi ie Council and is. ‘being: considered by the ; 
Eximbank, In addition, the Federal Liquidation Commission _ 

has been authorized to sell surplus on the usual terms up _. | 
to $50 million, ) | 


The Poles have been presented with a memorandum cover- 

ing the substance of a proposed exchange of notes to take . 
place concurrently with ar.7 commitment for Eximbank credit 
when and if made whereby t:ie Polish Government will: (1) 
reaffirm the principles of Article VII of master lend-Iease 

agreement; (2) agree to the general tenor of the proposals 
for the expansion of world trade and employment; (3) reaf- 
firm the Potsdam election commitment; (4) reaffirm most-. 
favored-nation treatment under the treaty of 1931; (5).: 
agree to show due respect for rights of Ameriean citizens 
in Polentt and make adequate and effective compensation for 
American properties that are nationalized; and (6) afford 
adequate opportunity for consultation on above matters and 
make’ available full information on Polish Antenge tional 
economic relations. 3 


_ Polish representatives in mashington have indicated : 
difficulty on two of the points. They question the possi- 
bility of committing themselves on the matter of Proposals 
for Expansion of World Trade and Employment in advance of 
final agreement to world trade proposals. While we receog- 
nize they cannot make concrete commitments at this time, we 
feel they should give assurance that they will give general 
support to our proposals at the World Trade Conference. . 
Regarding the Potsdam election commitment, the Poles: con- 
tend that political considerations should “not be injected 
into economic negotiations. 


+ « 


US MOVES :: D ON PLANS. &A tentative timetable has ‘been 
FOR TRADE ‘CONFERENCE , set for preliminary trade 
_ negotiations, and the US repre- 
sentatives at the Economic and Social Council (ECOSOC) have 
prepared a draft resolution providing that ECOSOC sponsor 
mente international. conference on. ‘trade and employ- 
ment. : | , 
Tentative sneai e For Trade Nego tation According 
to a revised and very tentative timetable for: preparation 
for the preliminary trade negotiations, June 30 appears to "3 
be the earliest possible date forthe meetings. The : 
schedule, which is confidential at present, calls ‘for 
issuance on March 15 of public notice of intention to ne- |. 
gotiate with the countries invited to the. ‘pre Limiriary:-meet-- 
ing and announcement of the. date of the opening of public 
hearings. Public hearings are tentatively ‘set to open on 
April 30 and to extend to June 8, 
‘Be tween 









DECLASSIFIED FOR PUBLICATION IN FOREIGN ‘| 








RELATIONS OF THE UNITED STATES 

















—_ s = 


ww 


Between the present time and the opening of the 
hearings the Trade Agreements Committee will consider in- 
formation and data available from Government sources which 
together with the material presented at the hearings will 
‘enable it to.make: recommendations as to the concessions 
which might be made and concéssidns to be sought from other 
-countries, — | 


Sponsorship of International Trade Conference US 
representatives at the London meetings of the UNO have pre- 
pared a draft resolution regarding the calling by ECOSOC of 
the proposed international Conference on Trade and. Employ- 
ment. This draft hes now been substantially approved by 
the Department, The general outline proposed is as follows: 
(1) ECOSOC would indicate the time of the conference in 
general terms only, leaving the exact date to be announced 
by the preparatory committee after consultation with ECOSOC. 
(2) Countries ‘to be invited would be determined after con- 
sultation by President of ECOSOC with members of ECOSOC, 

(3) ECOSOC would designate the countries already invited to 
the preliminary trade meeting by the US, together with two 
other members of ECOSOC, to act as the preparatory committee 
for the full conference. (4) The agenda would cover the 
main headings of our Proposals. ECOSOC might ask countrics 
to submit suggestions for transmission to the preparatory 
committee, ) 


* * * 


a etbelt CONSIDERS USSR INQUIRY The views of Secretary 
OF SURPLUS PROPERTY CREDIT TER?S Byrnes and Ambassador 
: : - Harriman,were sought 

concerning an inquiry from USSR representatives here as to 
the credit terms available for the purchase of US surnlus 
property abroad, The Secretary agrees with the proposal to 
sell the Soviets up to a maximum of’ $100 million worth of 

© surplus on-3(¢c) terms with interest at 2-3/8 percent, 
Harriman expressed his opinion that while we should not object 
to the proposal in principle, the sale should be tied in with 
the general settlement of outstanding economic questions. 


The US is not anxious at this time to raise the question 
of an Eximbank loan to the Soviets, which will probably. become 
one of the issues in the broad negotiations. It is most im- 
portant to us to dispose of surplus as rapidly as possible as 
the Army is anxious to be relieved of the necessity of guarding 
and taking care of US property abroad so that the troops may 
come home. Foreign governments: including the USSR, are aware 
of this tactical disadvantage in the sale of surplus which in- 
creases with the passage of time. For those reasons the Dcpert- 
ment fecls it might be unwise to tie in the matter of surplus 
property with the general settlement of outstanding economic 
questions which would probably include the problem of a loan to 
the USSR and would therefore prolong negotiations. 


2. 
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Declaring that : 

some sanctions 

proposed are con- 
trary to British smtennntitena’ trade policy, others incom- 
patible with declarations of the United Nations and all im- 
practical when considered against the background of progressive 
abandonment of economic controls as the blockade, the British 
flatly rejected US proposals for tripartite agreement on 
Sanctions which might be applied to the neutrals. in the event 
‘that they do not concur in our demands with respect to 
German assets, 





In detailed comments on the six sanctions and four in- :, 
ducements this Government proposed (See Page 7, December 29 
issue of Current Economic Developments) the British made the 
following statements: 


(1) Blocking of Neutral: Funds: The British 
state they. would be reluctant to restrict the use 
of neutral funds in the UK since this would in- 
volve the denunciation of monetary agreements to 
which they attach great importance and would inter- 
fere drastically with financial and commercias re- 
lations with the countries concerned, | 


(2) Denying Sale of Surplus Property to 
Neutrals: The British are unwilling to upset this 
arrangement if only because ti.c effect of withhold- 
ing such supplies from the neutrals would be 
negligible, 7 


(3) Withholding From Neutrals Certain Allo- 
cated Products and Embargo on Trade with Germany: 
a This is considered by the British as incompatible 
si with their determination to set the machinery of 
international trade into motion and they doubt 
whether shipping facilities could be withheld 
from the neutrals with the termination of the 
United Maritime Authority. As an occupying power, 
the British state that such an embargo might | 
seriously prejudice the objectives and responsi-'. 
bilities of the occupation as the neutral country 
may be the only source available for some essential 
supplies, | Fah, é 


(4) Refusal to Neutrals of Admissions to 
lllied Organizations such as ECO and EECE: The 
British believe that neutral admission to such 
organizations would be to the advantage of the 
UK and other European nations and are opposed ‘ 
to refusing them admission. 


(5) Exclusion From The International Bank “4 
and Monetary Fund: The British belicve that the 


neutrals 
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neutrals would not regard exclusion from the 
Bank and Fund as a disadvantage under present 
circumstances or that their exclusion would 
benetit ‘the other members, 





wien? ‘ad (6). Consideration of Neutral. Cooperation 
¥ | In Demands For German Assets Might Be Used with 
| Reference. to Their fdmission to UNO: The British 
/ -suggest that. the Potsdam Communique states that 
all neutrals. are welcome except Spain. 


| a British Attitude Concerning Inducements With respect 
- to the 


fs inducements oe the British nave indicated the 
ss following: ~ 


(1) Deletion From The Proclaimed and 
Statutory. Lists: As the lists will be discarded 
in May, the British feel this is not a eqqyeenane 
inducement. 


(2) Release of Blocked Assets: The British 
point out that they do not block assets as such in 
the UK but they are agreeable if the US wishes to 
block - assets. 


(3). Removal of Licensing Systems: The UK: docs 
not have any special licensing system, 


(4) Satisfaction of Pre-war Claims: The UK 
agrees, 


‘ British Stand Not Incompatible “ith Paris Declaration 
~ Qn External Assets .The British claim that their opposition 
to sanctions is.not incompatible with unanimous Resolution l 
of the Paris Conference on Reparation which states that the 
neutrals should be prevailcd upon by all suitable-means to 
recognize the reasons of justice and of international security 
policy which motivate the occupying powers in Germany to exe 
tirpate German holdings in the neutral countrics, beceuse they 
do not:.consider sanctions a "suitabld' method of prevailing 
upon the neutrals. The British add that they consider the 
neutral countries are in a stronger moral and economic position 
to resist sanctions than they were during hostilities and the 
Allies are in a weaker position to apply thém, They express 
y the epinion: that the neutrals would .be glad to eliminate tne 
._. . German influences and are disposed to be. reasonable, providing 
_. the Three: Powers. adapt an apocmmede Sing attitude towards 
neutral: claims..: “ , 


ench Qualif tio The French want to qualify any 
santions measures taken to the cxtent necessary to ensure 
that they would not conflict with commercial agreements they 
have concluded with many neutral countries, particularly 
Switzerland. 





* * ** 
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CONTROL COUNCIL aay oR ON STEEL ge The British 

DEADLINE OF FEBRUARY 2ND WILL NOT IE stand taken 
: first in the 

Coordinating Committee and then in the Control Council re- 

vealed that their. point-of-view was irreconcilable with. that -? 

of the other powers on the question of ‘the level of German ‘ 

steel industry to be used in planning for the German economy. 

In a bitter criticism of the US position General Robertson of 

the UK stated that if the compromise of a 5.8 million tons 

level was established for production and 7,5 for productive 

capacity, Germany would be turned into a’'wilderness. He 

maintained that neither the British Government nor-any other 

civilized nation was,entitled to impose terms which-would re- 

sult in starvation, misery and slavery and that. the way. to as 

peace did not lie along.these lines. Ata latcr meeting in 

the Control Council General McNarney took the position that 

the British were failing to carry out an agreétiént and- that 

there was no reasonable basis for the British position in 

view of their original stand. (See Current Economic Develop- 

ments, January 21, Page 5). The British representative then 

suggested that two studies be made-~one on the basis of 5.© 

million tons of steel production per year and the other using 

75 million tons as the base, Koenig, French member of the 

ACC, while ‘agreeing with the US and USSR interpretation of 

the Control Council decision, agreed that the matter should 

be further explored in the committees where the difference 

of views would become apparent in terms of the practical 

problems. McNarney then declared that he would have to 

advise the US Government that the February 2 deadline set 

at Potsdam for determining the type and character of 

reparation removals could not be met. He indicated he felt 

the need for a public statement which, in effect, would 

blame the British for the breakdown of industry discussions, 


* er ae, 


COMPROMISE ON TITUTION The following compromise defi- 
EPINI ON AGREED UPO nition on resitution has been 
agreed to by the members of 
the Coordinating Committee of ACC Germany: | | 


“One. The question of restitution of property. removed 
by the Germans from /llied countries must be-examined, in es 
all cases, in light of the declaration of. January . 5. 1943, me 


"Two. Restituion will be limited in the first instance 
to identifiable goods which existed at the time of occupation 
of the countrv concerned and which have been taken by. the 
enemy by force from the territory of the country. 


"Also falling under measure of restitution are identi- 
fiable goods produced during the period of occupation and 


which 





_ DECLASSIFIED FOR PUBLICATION IN. FOREIGN 
RELATIONS OF THE UNITED STATES 








— / —_ 


which have been obtained by force. All other property 
removed by the enemy is eligible for restitution to the 
extent consistent with reparations. However, the-.United 
Nations retain the right to receive from Germany com- 
pensation for this other property removed as reparations. 


"Three, -As. to goods of a unique character, restitu- 
tion of. which is impossible, special instructions wili fix, 
the categories of goods subject. to. replacement, the nature 
of- these replacements and the conditions. in which such goods 
could be replaced: by equivalent objects. 


"Four. ‘Relevant transportation expenses within the 
“present German frontiers and as repairs necessary for 
proper transportation, including the necessary manpower, 
material and organization, are to be borne by Germany and 
are included in restitution. Expenses outside ceruany are 
borne by the recipient country. 


"Five. The Control Council will deal on all auestions 
of restitution with the government of the country where the 
objects were looted," 


Both the Sritish and the US have accepted this inter-- 
pretation of restitution with the understanding that it 
would not result in any additional burdens on the German 
economy which would have to be met from British sources, 
The British and the Ryssians agreed that the provision con- 
cerning "goods of a-unique character" should relate only to 
artistic and cultural objects. The French pressed that 
scientific apparatus be included and agreement was reached 
or: this point. Murphy has pointed out that property volun- 
tarily evacuated to. Germany is not covered by this definition. 
He has requested the Department to forward, to OMGUS any views 
which it might have on detailed procedures and interpretation 
of the definition agreed upon. 


SECRET 
x * * 
TRIPARTITE COMMISSIONS SUBMIT RECOMMENDATIONS The allo- 
ON. ALLOCATION OF GERMAN NAVY AND Mi 3CHANT FLEETS eation of 


the main 
units of the German navy has been agreed upon by the UK, US, 
end USSR, in line with the recommendations of the Tripartite 
Naval Commission, The decision for tripartite division cf 
the German navy and the establishment of the Commission were 
agreed to at Potsdam. All of Germany's battleships were sunk 
during the war, and the division encompasses 1789 warships, 
including 30 submarines. Inoperable ships which cannot be’ 
repaired within six months, and the remainder of the sub- 
marines are to be destroyed. Each country has been allo- 
cated 10 submarines, and the US receives 580; the USSR, 533 


and the 
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and the UK 646 craft. The UK has offered to transfer part 
of its share to the French and negotiations to this end are 
under way. (UNRESTRICTED) 


The Tripartite Merchant Marine Commission has submitted 
its recommendations also, which have. been eccepted with cer- ‘ 
tain reservations by the UK, and by the. ‘USSR, with the single 
exception that the Commission should not yet be dissblved. 
The Department recommended to’ the Secretary when he was in 
London that he approve the report, with technical reservation 
regarding the legal transfer of title for a small number of 
the ships involved. In accordance with the initial agreement 

reached at Potsdam, the USSR is to provide out of its share 
' for Poland, and the US and UK will allocate from their 
_..-Tespective shares appropriate amounts for the other allied 
. States which suffered heavy merchant: marine losses. The US 
and UK have agreéd- informally to turn their shares over to 
the Inter-Allied*Reparations Agency for teallocations (SECRET) 


* * %* 


FINAL AGREEMENT REACHED ON An exchange of letters. consti- 
UK ECONOMIC AID TO GREECE tuting an agreement between the 

UK and Greece on economic aid to 
the latter country was signed January 24, The Greek and UK 

representatives thanked the US for its participation in the 
conversations and the meetings ended on a general note of . 
optimism. Tentative plans are that Greek 'Ministers Tsouderos 
and Kartalis will not return immediately to Greece but will 
remain in London until a definite list of supplies and equip- 
ment which can be shipped immediately to Greece is agreed 
upon.* British representatives are’ urging the Greeks hes send 
a orden stesne | mission to the UK immediately. : 





The letters as signed covered all of the pointe of: pro- 

posed British aid previously reported | (See Page’ i, January 21 

issue of Current Uconomic Develo ients) with the exception of 

the statement that settlement of outstanding financial claims 

between the two countries will be made by. mutual consultation. 
These claims will be settled by.a separate exchange of letters. 

The letters do not refer to any possiblie support by the British 
Government of proposals by the Greeks for assistance from the 
Reconstruction Bank or other international bodies as it was 

agreed that such a commitment would be ill advised from. the 

viewpoint of the role of the Recons+vruction sank as an in- : 
dependent agency. pre ae i | wt 


3 The Greek: Government will tines measures virtpally 
as previously reported. The Greeks agreed to make early 
announcement of a new raté of exchange between-Greek currency 
on the one hand and sterling, US dollars and other foreign 
currencies .on the other hand, They will deposit as cover 

for the currency 15 million pounds from foreign exchang: — 
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resources of the Bank of Greece in addition to the 10 million 
pounds to be contributed by the UK. There will continue to 
be offered for sale to the Bank of Greece foreign exchange 
received from exports and in respect of remittances. In 
addition to the points mentioned in last week's issue, the 
Greeks will undertake to readjust and stabilize wages in the 
light of the new exchange rate and establish a system of 
price control over rationed items and allocated materials. 
All possible measures will be taken to restore industrial 
and agricultural production, so that the standard of living 
may be improved and. a basis afforded for adequate taxation. 


From the discussions it would appear that the Greek 
representatives feel that the functions of the Currency Com- 
mittee should be limited strictly to the management of the 
note. issue, ‘and that the Bank of Greece and appropriate 
Greek Ministries would have clear. authority over and responsi- 
bility for foreign exchange transactions, stabilization 
measures and administration of Greek economy generally. The 
British feel the Committee's scope should be somewhat broader 
and are now reviewing the matter. We have indicated that the 
US would like advance opportunity to comment on the imple~ 
mentation of the Currency Committee and the formulation of © 
its fumctions. The Committee will consist of the Greek 
Minister for Coordination as President, the Greek Minister 
of Finance, the Governor of the Bank of Greece, a member of 
UK nationality and a member of US nationality, "whom the Greek 
Government will invite to act as members of the Committee. 
New issues of currency will only be made with the unanimous 
approval of the Commitee. 


SECRET 


STATE AND TREASURY OFFICIALS NAMED President Truman last 
FUND AND BANK REPRES NTATIVES _ OR US week nominated Treasury 

Secretary Fred M, Vinson, 
as US Governor-of both the International Monetary Stabilization 
Fund and the International Bank for Reconstruetion and Develor- 
ment, He named Assistant. Secretary of State for Economic 
Affairs William L. Clayton as alternate Governor of. the Fund 
and the Bank. Harry D. White, Assistant Secretary of the 
Treasury was nemed executive director of the Fund and Emilio G. 
Collado, finance deputy to Mr. Clayton, was named as US execu- 
tive director of the Bank. Alternate executive directors for 
White and Collado remain to: be selected. 





Invitations went out January 26 calling the first petting 
of the Boards of Governors to establish the Fund and Bank, 
The meetings will open at Wilmington Island, near Savannah, 
Georgia, March 8, a 


UNRESTRICTED 
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OPINIONS ON CHINESE WAR We have informed General Marshall 
SEMIRUENT SENT UARSHALL of our views concerning settle- 

: | ¥ ment of lend-lease, surplus, and 
the US discharge of its obligations for yuan edvances to our 
frmy and expenditures in its behalf by China, and have asked 
for his comments on the time and site of the negotiations. 
The timing.‘depends to a-large extent upon the status of 
Marshail's negotiations. So far as we are concerned, negoti- 
ations should be instituted as promptly as possible, either 
= ene or Chungking, whichever place appears more — 

easible, 


Should. General Marshall recommend that negotiations be 
initiated in Chungking, he has been requested if possible to 
obtain agreement upon basic principles such as: (1) the ex- 
tent to which the principle of offsetting the value of lend- 
lease assistance and surplus property sales against the yuan 
advances and expenditures will be recognized; (2) the cate- 
gories of lend-lease assistance which will be accepted as 
having been furnished without reimbursement of any kind, these 
categories for which immediate cash reimbursement will be re- 
cuired or which will be offset against yuan obligations, and 
those for which credit reimbursement will be accepted; and 
(3) the financial terms .upon which credit payments will be 
made, by category of supplies. : 


Chinese Obligations to Offset US Army and Navy Obli- 
gations The general objective of the US in the forthcoming 
Chinese negotiations is contained in a recent policy state- 

' ment of the National Advisory Council which provides that 
US negotiators shall be guided by the principle that the — 
Chinese Government. should agree to offset Chinese obli-. 
gations on account of lend-lease and the purchase of sur- 
plus property against. the US /rmy and Navy yuan obligations, 


US yuan obligations consist of compensating the Chinese 
for (a) yuan expenditures by the Chinese on behalf of US 
armed forces in China, and (b) for’ advances of yuan to US 
armed forces for procurement of services and supplies in 
China. Two US dollar settlements with the Chinese have 
already been made covering yuan obligations through 1944, 
but estimated 130 billion yuan advances for the calendar 
year 1945, plus advances for 1946, remain to be settled. 


In light of the NLC policy we believe, subject to 
General Marshall's approval, that settlement of the war 
account with the Chinese should be sought in one arrange- 
ment, with two possible exceptions. The first exception 
concerns a Chinese Navy request to purchase on credit terms 
$5 million worth of surplus machinery and supplies. It is 
reported that Soong refuses to include any part of this as 
an offset against the US yuan debt. We feel that we should ‘ 
be consistent in refusing to sell supplics of this category 
unless the purchase price can be concluded as an offset 
against the yuan debt. However, if General Marshall feels 
that the importance to his mission of the Chinese obtaining 
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these supplies warrants the sale without reference to the 
yuan debt, we will reconsider our stand. The other ex- 
ception has to do with a $500 millton loan :to China: which 
was approved in 1942, The credit was extended at. a time 
when it appeared that financial assistance Wag, necessary 
prerequisite: to China's continued active participation in 
_the war and final determination of the terms was..deferred 
. by agreement until after the war. The National. Advisory 
. Council is now considering the question .of settlement of 
this loan,-ircluding.the desirability of Aneluding: this 
item in an overall financial settlement. 


M Ss atens Tentative Loan ieeeaeinien ‘deeered 


Marshall recommends that until he is able to indicate his 
satisfaction with progress in the Chinese political situ- 
ation in accordance with the President's directive, no 
large. loan or other financial assistance be offered China. 
..Marshall believes that. if and when we grant China a large 
i20an it should not be available to China for use at its 
... @iseretion but in the form of a bulk grant. of credit to 
which. each specific item would be approved on. its. merits. 


, oa also asks ‘our view on his ‘proposal that the Chinese 
_ agree to a US appointed adviser to assist them an the ef- 
fective utilization of loans from the wee 2 7 


WILL INITIATE Austrian Program UNRRA is trying to 
ENEROENCY PROGRAES work out an emergency program for 
) -Austrie.which would. statt-this month 


we and last until March 1,:° when the regular program will com- 
-° mence, The emergensy program will probably include food, 
clothing and tanning materiais to process hides which would 
otherwise spoil. UNRRA is now revising tentative programs, 
“pnd the final plan “or: Austrié will be subject to the, ap- 
proval of the Central Committee. A preliminary estimate 
indicates the.total program will come to about %69,500,000 
which will cover ail. except expendables under -the emergency 
program. Ne 


a peacsiney Brogren io Wansary ‘Te ("RRA Central Com- 
mittee, on motion o:° the US member, has approved in princi- 


ple authorization of a limited emergency relief program for 
Hungary, which will. not exceed four million dollars. . The 
program will be aimed ‘primarily toward furnishing medical 
and sanitary suppli2s, concentrated foods principally for 
children and nursing and expectant mothers, and. some trans- 
portation facilities for moving supplies. It has not yet 

- been decided whether. tra es will be through Trieste 
or Constanza. 


. UNRRA 
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UNRRA_ in China Chirese representatives in Washington 
have indicated uneasiness over the proposed $562 million 
program for China, claiming that it is inadequate. We have 
informed General Marshall and told him that our position is 
that no ceiling should be established now but that maximum 
deliveries should be made to China in the first semester 
consistent with available port reception and internal trans- 
port. We believe that some UNRRA reserve should be main- . 
tained in case Chinese needs have been under-estimated, as 
we are aware that their requirements cannot be presented as 
effectively now as those of countries where the program is 
more advanced, - 3 


e UNRRA proposes to spend $40 million during 1946 on 
floating equipment for use in China, and an additional $12 
million on fishing vessels, etc. The Yar Department estimates 
that about 1200. serviceable or repairable vessels in the 
Pacific can be used on Chinese rivers: and are above US Army 
requirements. - In view of the competitive interest of other 
governments and agencies in this type of equipment, we have 
asked General Marshall to advise whether he wants any of 
this equipment to go to the Chinese and, if so, to ask the 
Chinese to submit requirements to the Foreign Liquidation 
Commission and UNRRA, for the coordination of surplus pur- 
chase programs. . 


‘Agreement has been reached 

on the terms of hire for ships 

‘of 1500 tons and over which 

the British. had under lend<lease until November 30. The 

Ships Committee of the US-UK financial negotiations recom- 

mended that the US allow the British to retain vessels for 
commercial use under the terms of the Lend Leathers Agree- 

ment, subject to payment of bare-boat charter at a rate of 

hire commensurate with the charter provisions of the Ships 

Sales Bill. -The Committee further recommended that vessels 

other than those desired for. commercial use should be re- 

-tained by the British under the terms of the Land Leathers 
Agreement without change. The Land Leathers /#greement pro- 

vides that vessels transferred to the British for wartime 

use should remain under the Bri tish flag until six months os 
after Presidential proclamation of the termination of 
hostilities, or such earlier date as proclaimed by Congress 
or the President, with terms of hire to be determined from 
time to time by the contracting governments. The Ministry 
of War Transport, under the seme: agreement, hes thé right - ; 
to return any. of the vessels on 30 days’ notice. 





Recommendations of the Ships Committee were held up 
temporarily on advice of the US Treasury that if vessels 


should 
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should be retained-for.military use without payment of 
charter the matter’ would-have:-to- be réferred:'to the 
President for approval, a-prosedure which would be une - 
necessary if -the British would take bes the ships on a 

- commercial basis. The British have no# indicated their 
willingness to charter all the’ vessels, andthe matter 
has been finalized by a letter from the "ar-Shipping Ad- 
ministration to the British Merchant Shipping Mission. So 

far as the vessels fall within the terms of the Ships Seles 
Bill, the rates to be paid will be identical with those 
charged US charterers under the Bill, but will not exceed 
15 percent per annum of the statutory sales price of the 
vessel. With respect to vessels not covered by the Ships 
Sales Bill, the rates will be in line with the. above, with 
regard to the . age and condition of the vessels. Hire will 
— to be payenic as of December 1, 1945. : 





S ASKED TO SHIP 1946 The Cubans have. been asked to 
-SUGA NG AGREEMENT begin shipping 1946 sugar to 
er | the US and other countries 
-. authorized by us, pending settlement of terms for purchase 
of this year's Cuban sugar crop, Preliminary settlements 
will be made on the basis of a price of 3,675 cents per 
pound and’ the terms and conditions of the 1945 purchase 
contract, final settlement to be based on the 1946 agrese 
’ . ment when executed. 


ovr ; KENNETH GALBRAITH J. Kenneth Galbraith is being 
APF : appointed Director of the Office of 
Economic Security Policy. Formerly 
Editor. of For tune and their expert on German and Japanese 
_ economic affairs, Mr. Galbraith has recently been in Germany 
and Japan with the US Strategic Bombing Survey as Chief of 
the Overall Economic Effects Division. S, J. Rubin, Deputy 
Director of ESP, has been serving as ‘eting Director of the 
Office since its creation pending the aprointment of a 
director. 
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ECEFP RECOMMENDS RES TING MARINE UNDERURITERS. The Execu- 


PROPOSAL O SHIF MENTS : ENANCED “BY EXIM LOA S: ‘tive Com- 
eat, . mittee. on 


Beenente Foreign Policy has recommendied to the Eximbank ‘that 
it reply unfavorably to a’ proposal: of the American: Institute 
of Marine Underwriters that, in shipments financed by Exin- 
bank loans, the Bank require ‘the placing of all. marine in- , 
surance with American companies, including American branches 
‘of foreign companies doing’ business in this country. At::the 
same time that it approached. ‘the Bank with this proposal, 
the Institute asked Department support for an agreement 
between marine insurance underwriters in the US and UK to: 
divide in prewar proportions. the ‘business of markets ‘sup- - 
plied by underwriters of the two countries before the war y 
reserving compe Vs Shen to business in new areas. : | 


The ECEFP decision was based on the facts that: (a) the 
proposal would result in diverting dollars from the purchase 
of goods needed by foreign countries to the purchase of 
services they could provide for themselves equally well or 
better; (bt) such a proposal is inconsistent with US conm- 
meregal policys (c) despite the loss..of potential . business. 
on exports financed by loans to foreign. governments, privately 
financed business, which has been substantial during the war, 
is expected to increase, and the underwriters’ position with 
respect to such business is*in no way impaired, and (d) if 
assistance to the' American underwriter were necessary, a 
direct subsidy would be better than this proposal. 


The Maritime Commission member dissénted from the Com- 
mittee report on the ground that the US marine insurance 
market is important to the maintenance of a US merchant 
marine adequate for national defense purposes, that Congress 
favors promoting such a market, that the UK in making foreign 
loans insists that. insurance be placed with UK underwriters, 
and that the net additional dollats required for this plan 
would be extremely small compared to the total- amount -of the 
foreign loans made by the. US. He indicated, however, that 
his dissent was not based on support of. the " specific pro-= 
posals of the Marine Institute, but that the Maritime Com- 
mission might wish, after consultation with the srasmmens to 
Submit another’ proposal, | 


* * * « 
PC_DISSENTS FROM ECEFP RECOMENDATIO The Executive 
FOR GE L LICENSING OF EX-ENEMY PATENTS Committee on 


Feonomic Foreign , 
Policy has recommended that the Alien Property Custodian 
undertake a policy of promoting royalty-free, non-exclusive 
licensing of all enemy patents and patent rights, including 
"captive" patents, and the wide dissemination of all 


mn unpatented 
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unpatented enemy technology in his control. General 

icensing would-stand subject only to (a) such restrictions 
as may be imposed on the grounds of military security and, 
(b) the reasonable protection of non-enemy interests. 


,... . This policy was adopted at a recent meeting of ECEFP; 
the Office of the Alien Property Custodian dissenting from 
the majority view of the Committee. The purpose of the 

‘Committee's recommendation is to stimulate competition by a 
wide dissemination of technological information and to elimi- 

nate and: prevent the revival of restrictive business arrange- 

“ments which ex-enemy countries have, with the aid of patents, 
maintained for purposes of domination and aggression. The 
APC argues that the policy should not be applied to "captive" 
patents, since in some cases general licensing would promote 
rather than discourage monopolies. Exclusive patent rights, 
APC. says, are often necessary to attract the investment re- 
quired. Also APC feels that since ex-enemy countries have 
the advantage of "know how" in using these patents, general 
licensing would aid rather than discourage the revival of 
economic domination of the ex-enemies,. 


The Department sent a copy of the approved document to 
the Alien Property Custodian pointing out that this policy 
is important for the economic security program of the Govern- 
ment, and that for several years we have been urging other 
governments to make enemy patents in their countries available 
on a royalty-free, non-exclusive basis. 


The Alien Property Custodian has replied to this letter, 
which asked him to reconsider his dissent from the policy, 
stating that his views on the proposed policy are unchanged. 
If foreign policy considerations are paramount, APC feels 
that no steps should be taken until the other United Nations 
are firmly committed to a similar program. He suggests a 
meeting with the Department before the cuestion goes to the 
President. 


* * * 


US REPRESENTATIVES TO SUPPORT The US representative on 
INTERNATIO AL COTTON AG {ENT the International Cotton 
Study Group has been in- 
structed, following recommendation of the Executive Com- 
mittee on Economic Foreign Policy, to support a proposal 
for an international cotton agreement at the meeting of 
the Group Fobruary 4, ECEFP recommended a number of modi- 
fications in the draft agreement to bring it more closely 
in line with our commodity principles. However, it felt 
that under present circumstances, such an agreement could 
not conform in all particulars with these principles since 
it is not possible to give positive assurance that sub- 
stantial progress will be made toward solution of the 
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~roblem of surplus supply and that im 

. h port demand will b 
surplied in increasing proportion from the more ohnaaas 
sources. _ ae was further: gt goog by ECEFP that before 


"te view of the present cotton ot tention howeve 

Committee. recognizes that some form of tony norever, me 

laboration is needed quickly; and, therefore, decided to 
~ xogomappt going ‘ahead: with the agreement, Limiting. its , 
. duration to about two years. It is expected that existing | 
a} proposes commodity agreements will be reviewed in the . 
| asreenants, ‘when, ssh peincdp! to international commodity | 

rinc 
cepted snd’ established, ee ee 
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This weekly publication is designed 


to highlight developments in the economic oa 
divisions of the Department of State, and 
to indicate the economic problems which . 


are currently receiving attention in the 
Department. It is suggested that copies 
be-retained on file, as reference will 
sometimes be made to previously reported 
items to avoid repetition. 


DOCUMENT SECURITY INSTRUCTIONS 


This document should be treated in accordance with 
current instructions regarding security measures for 
SECRET material. Extreme care should be exercised to 
avoid public or private discussion of the information 
herein with or in the presence or hearing of any person 
not authorized to have knowledge thereof. For general 
purpoees al) classified Foreign Service Officers and 
other responsible economic officers are authorized to : 
have knowledge of the contente of this document, 
responsibility for the safekeeping of which will be 
assumed by each recipient thereof. It may be retained 
in protected files or, at the discretion of the recipient, 
destroyed by burning. If not personally disposed of by 
the recipient, he will aseure himeelf that it is burned 
in the manner prescribed for SECRET material. S 
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CABINET ‘JILL CONSIDER RECO:TENDATIONS High level action 

TO _ALLEVIATE WORLD-VIDE FOOD S.ORTAGE is being taken to 
alleviate the -vvorld- 

wide food crisis which threatens to be the worst in modern 

history. : 





Presidential Directive On January 25 the President signed 
a directive celling upon each of the supplying countries to 
accept its proportionate shere of the responsibility in 
meeting the urgent needs of the libersted countries on an 
equitable basis, It further reco mended that each of the 
importing countries procure from its own internal sources 
the maximum quantity of wheat, and make the best possibdle 
use of existing stocks. 


OWMR Director Snyder had previously been asked to co- 
ordinate ell of the movement activities in this country 
to make certain thet we attain maximum shinments of wheat 
as well as coal to liberated countries. -Snyder established 
a tranmsvortation sub-committee to effect this coordination, 
end advisory committees have been appointed in Minneapolis, 
Kansas City, Omahe, and Portland, Oregon. These committees 
are assembling pertinent information on supply and trans- 
portation, repvorting trouble spots, and making recommenda- 
tions to «ccomplish the established goals. 


Cabinet Considers Problem At the suggestion of the 
Department, the food shortage problem, particularly the 
matter of wheat, was taken up in a Cabinet meeting a week 
ago, At that time Under Secretary Acheson presented. 
specific reconmendetions. The President appointed a 
committee composed of Mr, Acheson, Secretery Wallace and 
Secretary Arderson to develop a report on the recommerndetions 
so thet the C-binet could teke final ection at a meeting 
scheduled for February 5, ; 





The paper to be presented to the Cebinet will contain 
nbout eight recommendetions to assure the export from the 
US of at least six million tons of wheat by June 30, 1946, 
The following measures will be recommended: (1) a v gorous 
press and redio cempaign in the US to acquaint the public 
with the seriousness of the vroblem; (2) prohibition of the 
use of wheat in the manufacture of alcohol and beer, vith 
restrictions on the amcunt of other grains used; (33 prior- 
ities for the rail movement ef wheat; (4) a subsidy on 
corn of 25 cents a bushel and specific limitation on the 
use of wheat in cormercial mixed feeds; (5) an increase 
to 85 percent of the extraction ratio of US wheat mills; 
(6) prohibition of -wheat exports from the US to any country 
using less than the 85 percent ratio; (7) direct licensing 
of all grain and flour exports by Agriculture; and (8) di- 
rect control by Agriculture of procurement of exportable 
grains and flour and of domestic use of wheat and flour, 
including mills, bakeries, etc. 
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Recormendetions to increase the wheat supply from 
other sources will include: (1) recapture of 300,000 
tons of wheat purchased by the UK in the US. and still 
unshipped for reassignment to continental countries; 

(2) appointment of one US and one UK revresentetive by 
the CFB to go to Argentina for the purpose of expediting 
wheat exports from thet country, Agriculture is also 

. to send an expert to work with the Embassy in determin- 
ing the /rgentine need for additional -coal, oil and 
tires to facilitate movement of wheat to ports. 


‘Ynile the wheat problem is the most criticel, there .. 
is also a serious shortage in fats and oils and to a 
lesser extent in sugar, meat, and deiry products. Further 
recommendstions covering these items will be made to the 
Cabinet. (1) General steps to increase and conserve the 
suoply of fats and oils including the possible reinstitution 
of rationing; (2) use by Agriculture of set-aside authority 
to procure total export re-uirements of meat <nd cheese; 
(3) maintenance of present restrictions on per-crepita con- 
sumption of sugar in the US; and (4) genercl measures to 
increase the export of corn end other grains, including 
a subsidy on corn. 


The Secreteries of Wer and Navy wi.il be requested to 
review present use of refrigerator ships. 


UNRRA Allocation Problem The report of the Director 
General of UNRRA to the Committee on Supplies revealed 


that UNRRA is getting very iittle wheet, rice, fats and 

oils relative to recuirements, while other claimants are 
getting a much higher proportion of their re-uests, The 
Committee on Supplies held this an urgent problem and 
appointed a subcommittee with representstives from the . 

UK, US, USSR, Canada, Australia, Polend, France, Yugoslavia 
and China to review the situation and to make recommend>tions 
to the next meeting of the Committee on Sunplies scheduled 
for February 5, . 


The subcommittee unanimously edopted = resolution that 
the Committee on Supplies should urge immediate consider- 
etion by the member governments of the Combined Food Boards 
to the advisability of putting wheat beck under formel 
ellocrtion (wheat and flour were removed from internetional 
allocetion in mid-1945), It was the opinion of the Admin- 
istration that under the present system, commitments fre- 
qguently ere mede. by the individual exporting and importing 
countries in advence of general discussion, to the jeopardy 
of UNRRA. 


A second recommendation was introduced by the - Polish 
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representative to the effect that, since UNRRA countries 
are the most deserving of assistance and their clrivis 
screenéd by UNRRA and other international orgenizations, 
UNRRA requisitions should be treated as finel allocctions, 
There the CFB does not agree with such claims, the metter 
should be referred to the heads of the US, UK and Cenadian 
Governments for final decision. This recommendstion was 

» strongly becked by the USSR, China end -Yugoslevia, and 

ZA was defeated 5 to 4, 


A substitute proposal was introduced by the French 
representative which would call upon the supplying netions 
to increase their efforts and sacrifices to make available 
additional quantities of wheat, rice, fats and other foods, 
and to establish all the priorities necessary to meet the 
minimum essential requirements of tie UNRRA countries. with 
due regerd to the needs of the other United Nzetions, to tho 
obligations of the occupying powers in Germany as establish- 
ed by the Potsdam Declaration and to the decisions of the 
Far Eastern Commission concerning food for Japan. This 
proposal was accepted by a 5 to 4 decision. The Polish 
representative gave notice that he would raise the question 
again before the full Committee on Supplies and the United 
Nations Organization, | 


s~e 6 
USSR_ PRESENTS DRAFT AGREEMENTS TO IIUNGARY TO A Soviet del- 
IMPLEMENT ECONOMIC COLLABORATION AGREEMENT egation con- 


sisting of a 
number of high-ranking army officers and civilians organized 
into industrial committees has arrived in Budapest to ne- 
gotiate deteiled agreements to implement the Soviet-Hungearian 
economic collaboration agreement, The ‘‘inister of Finance 
is the nominal president of the Hungsrian industrial com- 
mittees which will negotiate with the Soviets. Dreft 

agreements covering four fields have becn presented to 
the Fungerians--bauxite, oil, shipping, and civil aviation. 
Embassy Budapest reports thet the Hungsrian Finance 
Minister hopes that the US and UK will oppose the Soviet 
proposals and make representctions to thst end, 


° , Bauxite The draft agreament on beuxite calls for a 

‘ Soviet-Hungerian corporction ecaually owned, end heeded 
by a Soviet-appointed maneger and a deputy named by 
Hungery,. The company would have a 60-year monopoly for 
exploiting, processing and marketing Hung-ry's bauxite 
resourcés, The USSR contribution to the -corporstion's 
Capital would be Hungerian bauxite sheres end assets 
assigned to the USSR; the unpaid obligetions, presumably 
reparations, of Hungerian beuxite companies to the UCSR; 
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and eluminum factory installations which Hungary agreed 

to ship to the USSR in the June 15, 1945 reparation cgrec- 

ment. An unspecified amount of Hungarian currency would 

elso be contributed by the USSR. The Hungarizn contribu- 

tion would consist of the Hung&@rian assets of 211 Hungarian 

compe nics producing — or processing bauxite... ‘ 


. The agreement will become velid upon signe ‘ture by both 
parties and the creation of'tne rworporation is giiaranteed 
within one month of the signing.: It can be dissolved only 
with the concurrence of both governmcnts. The Hungarians 
vould unaertrkc to ‘ive the corporation preferential treat- 
ment in foreign exchange and foreign trade privileges. 


Oil. The draft agreement on oil proposes. 2 company 
eque iy” owncd, with - Hungarian-cppointed. choirman, 2 Soviect- 
appointed deputy, a Sovict-appointed gencrel mangger and a 
Hungarian-c ppointed deputy mcnegers-. The Hungérien contribu- 
tion -is,to be guaranteed by the Government and includes the 
exclusivé right to drill and producc crude oil and gas in 
new territories to be specified, and vrior right. of drilling 
ond producing oil in othcr pleces. The Hungericn Government 
will give the ‘company “preferontiel treatment in connection 
with foreign exchange and trade privileges and e guerantce 
that the compzny will reccive 15 percent of the crude oil 
production of all other companies:at 1938 orices, Hungary 
will contribute government-owned oil stocks cnd possibly 
sharcs owned by Hungarian compenics snd individuals, in cx- 
chenge for stocks in tlic new company. 


The USSR contribution will ‘be similar to that in the 

ccse of bauxite--turning ovor acquired propertics and esscts 
including drilling equipment, material for the production of 
crude. oil and proccssing ple nts. Also ss in the case of 
bauxite, creation of the new corporation is to bo guarantecd 
within one month of Signing of the agreement, and the company 
is to be dissolved only with. the’ coneurrence of both govern= 
ments. , | 

: Civil Aviation The draft agréemcnt on civil aviation 
proposes setting up an organization vith equal ownership ~ 
by the USER and Hungary, The Soviet organizers would be 
the Contral Monaging Committee of the Civilien Air Fleet | : 
and the Hungarian orgenizers would be the Ministrics of | 
Commerce <nd Communications. The chrirmen of the Board 
would be appointed by Hungary end the deputy cheirman by 
the USSR, whilc the gencrel menagcr would be Soviet-ap- 
pointed and the deputy menager Hungerian-appointed,. 


The Hungarian contribution would consist of the ‘right 
to the use of cll civil airficlds in Hungary for 40. years, 
and arers necessary for now airficlds nd equipment needed 
to operate ficlds, Hungary would grant the comp:ny pre= 
ferenticl trentment with respect to foreign cxehsnge anc 
would exempt the company from incorporation fves. 
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The Sovict contribution would ‘include a a flect of sire 
plenes, motors, mechanicr1l end radio communications, erd 
other necesscry equipment. Tariffs and charges would be 
detcrmined by the Foard of Governors with rectification by 
the contracting governments, The corporstion would he 
Subject to dissolution only with the concurrence of both 
governments. 


Shipping The draft agreement on shipping proposes 
the creation of a joint. Cungerian-Sovict river nevigetion 
“company to operate ships on the Danube rnd its tri butarivs, 
witn servicing industrics including cquipment for repzir, 
procurement of fucl and ship building. A number of shipping 
cnterprises are spocificd as organizers on the Sovict s*is 
end a single company is specified on the part of Hungary. 
Control and managoment fcratures are similar to those sug- 
gested.in the-oil agreement, without mention of registration 
end transfer of stock, 


In addition to ships, port ecuipment znd so forth, 
dungary would rent to the company five envmerctcd ports 
yith all cquipment at a rental dependont on the extent of 
use by the company, An option on «11 other vorts is >ro- 
vided. ‘lungary would give preferentis ‘1 treatment with 
regard to foreign cxchange and trede and wovld underteke | 
to pay an unspecified annual subsi dy. The Soviet contri- 
bution is not indicated, :, 


USSR REJECTS US PLA! TO sPPOINS Replies ‘sve been 
ZONAL CCLL EXPERGS IN GER ANY reecived from the 

USSR -cnd France to 
our recent notes inviting them to designete civilicn 
cosl production experts within th-ir zon.s to coordinste 
efforts to procucc, distribute snd export cozl. (Sce 
Page 6, December 29 issue of Currcnt “conomic Dovclopm nts). 
The Soviets repli: od that they scc no nocessity for the sp- 
pointment of a civilisnn coel adviser to thc foviet deputy 
commander =t the present time. “hile they attribvte groct 
importance to the vroblems'of corl outprt, distribution, 
trensport and export from Sérmeny, the Soviets believe 
these matters should remein within the competence of the 
Control Council. 








_ The French have replicd informelly thet they will 
appoint a zonal coal cxpert. No reply has, ss yet, been 
reccived from the British. | 


a 
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US MEMBER OF FEC COMMENTS A member of the US delegation 
ON CONDITIONS IN JAPAN on the Far Eestern Commission 
(FEC) has made the following 
comments .on present policies in Japan and the reactions 
of other delegations on the Commission to these policies: 


1. There is a universal demand at SCAP and Py . 
among the Jepanese for clarification of Allied 
reparation policy, in order that Japan may ‘plan 
for its peace economy. 


2. The FEC as a whole seems favorably in- 
pressed with the Pauley mission proposals. It 
will probably agree to the interim reparation 
plan with minor changes. (See Page 4, January 21. 
issue of Current Economic Development 5). 

a 


3. Advocates for a speedy restoration of a 
viable Jepanese economy appear willing to ignore 
US interest in breaking up the Zaibatsu, land re- 
form, labor union developments, financial insti- 
tutions and financial policy. 


4, There is real need among the Japanese for 
incentives to make them revive their economy. It 
is suggested that an overall interim plan be pre- 
pared authorizing retention by the Jeps of ‘plant 
capacity in certain categories from 40-60 percent 
of the ultimate authorized retentions within which 
SCAP can authorize certain plants to reconvert or 


produce, 
* * 
DEPARTMEN RS JAP G ‘ENT The Departrent is disturbed 
HIRKS I ONSIB over what appears to be a. 


growing tendency fer the 
Japanese Government to shirk its responsibility for ensuring 
effective utilization of Japanese economic resources during 
the present critical period, In addition to delaying economic 
recovery end burdening the occupying authorities with details 
of economic policy, the Department fears the present trend 
will eventually result in the identification of the occupying . 
authorities with the responsibility for Japanese living cone . 
ditions. The Depart: ent is considering esking the Supreme 
Commander of the Allies in the Pacific for views on this 
subject, whether a change is anticipated following the 
elections and whether any steps can be taken in “ashington 
to assist in revising this trend, At the same time we 
realize one major factor hampering industrial activity is 
the uncertainty regarding reparation removals, Every ° 


effort 


_— 
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effort is being made here to secure the early establishment 
of an Inter-Allied Reparations Commission and the adoption 
of an interim program based on the Pauley recommendations. 


DEPARTMENT “MAKES RECO: ‘END _-! Phe-Depar tment has pro- 
CONC KING. DISPOSAL OF JAP FLEET posed to the State-"Yar- 
Navy Coordinating Com- 

mittee that'all Japanese submarines and combatant vessels 
larger than destroyers should be destroyed but: that de- 
stroyers and surface combatant vessels of lesser tonnage 
should be divided equally between the UK, USSR, US and 
China. ~ Since these vessels are now being emplayed in tasks 
connected with the occupation, we welieve that transfer 
should take place only after the Supreme. Commander of the 
Allies in the Pacific considers the vessels no songae 

‘necessary for these purposes. | 











DIFFERDNCES OF INTERPRETATION of “"“OSCOW The means for 

S overcoming the 

economic and 

administrative problems confronting Korea as a result of 
its split into tyvo zones was provided for in the Moscow 
Communiaue of December 27, The communicue called for a 
conference "for the consideration of urgent problems af- 
fecting both southern and rorthern Korea and for the 
elaboration of reasures.establishing perran-nt coordination 
in administrative-economic matters between. the US Command 
in southern Korea and the Soviet Command in northern Korea," 









. ‘Negotiations between the US and Soviet representatives, 
which began January 15, disclosed Russian interest to be 
centered on barter between the two zones. The US, however, 
wanted to discuss the broader problem of the need for 
economic and administrative cooperation and integration 
between the two zones, 


Hodge Considers Zonal System Untenable Several months 
ago Hodge informed the Department of his fear that Korean 
smational life would be oeeeres by the establishment of 
two zones, (See Current Zconomic Developments, November 13, 
Page 14), we suggested that negotiations with the Russians 
be held to obtain agreement ons (1) assurances of adequate 
regular delivery to the American zone of coal and electric 
power; (2) resumption of railroad traffic and other means 
of communication between the two zones; (3) adoption of 
uniform fiscal policies; (4) resumption of coast-wise 


shipping 





pee S 
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_ shipping; o) orderly. settlement. of. displaced. persons 
including repatriation of Jepanese. to- ae (6). 
the resumption: of normal tre de. a 


Russiens: Yould Confine Discussions To Barter 
Negoti tions The need for setting up machinery for goods 
_ to move between the two zones was most imperative because 
.. practically all the. coal and electric power is ‘located in 
the northern zone, and most. of the rice is found in, the 
southern. zone. ‘The Ru- sizns heave stated that rice is the 
only thing they want and have thus far tried to limit the 
discussions to barter of rice for electric power and coal. 
The situation in the US zone is complicated by the fact 
that though there is a statistical surplus of rice the 
farmers are hoarding it. General Hodge has inquired of 
“eshington .whether rice will be available for imports to 
Korea in view.of the fact that the hoarding. makes rice 
unavailable. Due. to the world shortege of rice and other 
grains, the Depertment hes indicated that none will be 
available, “‘e have informed Hodge that we still hope some 
rice may be obtained from Korea to meet probable famine 
conditions in 1946 elsewhere in the Fer Eest if it is not 
recuired to reestablish economic unity of Korea. 


Recommendations For pe pheen tine =pierzonas Trade The 
. Department has suggested to Yodge that if commodities for 
... . Southern Korea (from northern Korea) are recuired under the 
disease and unrest formula, then “ar Department funds might 
be used to purchese goods in world markets, not in short 
supply, to exchange with the Russiens for the north Korean 
commodities, On the same basis it is suggested that goods 





not in short supply, and for which farmers will release 
rice, might be purchesed and shipped to southern Korea. If 
“lodge considers either of these suggestions feasible he is 
to radio immediately preliminary data on the items and 

Man ESOS, naceseary. Ae it aie 


_ Arthur C. Bunce is. enboute torKorea 
to serve as Economic anc - g.°- 
cultural Adviser to General Hodge, 

Commanding General of the United States Forces in Korea. He ~ 

is on leave from his post as Chief Agricultural Tconomist on 

the steff of the Poard of Governors of the Federel Reserve 

System. lr. Punce lived in Korea from 192! tc i934 during 

which time he wes employed by the Internetiona] Committee 

of the Yer '.C.A. tc work on problems of raising the level of 

living of the Korean farmers, Accompanying I~. Bunce as 

members of his staff ere Henry D, Appenzeiler, Benjamin T. 

Moore, Gordon Strong, Maxwell E, eer s Robert A. Kinney, 

Raward raden, Eugene VY. Prostov, John K. Rose, and Thelma 
“iltiams, all of tie State Departnent. 
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CREDIT NEGOTIATIONS WITH hile French officials are ex- 
FRENCH WILL START SOON pected in “ashington shortly to 
discuss French credit require- 

ments and other matters, the actual date of arrival has not 
been fixed. As part of the discussions (or prior to them, 
if they are long delayed), it is planned to arrive ata 

' settlement of outstanding lend-lease matters. In additien, 
we shall wish to reach agreement with the French on various 
other outstanding items, A tentative agenda has been pre- 
pared and discussed with the French, but final agreerent as 
to the full scope of negotiations must await the arrival of 
the French negotiators. 


Any credit discussions which the French seek to under- 
take will be begun by the National Advisory Council and con- 
tinued by the agency NAC designates, All other matters to 
be negotiated will be handled by the Department, in consul- 
tation with other interested departments or agencies. 


Economic Committee For French Negotiations In order to 
assure coordination of all matters to be discussed with the 
French an economic committee has been established, with 
Willard L. Thorp, Deputy to Mr, Clayton, as chairman, Henry R. 
Labouisse will act as secretary-general. Other members of the 
committee are Clair Wilcox, commercial policy matters; Emilio G,. 
Collado, financial matters; George P. Baker, matters relating 
to aviation, shipping and telecommuriications; Thomas McCabe, 
who with "r, Labouisse, will handle matters of lend-lease 
settlement, surplus property disposal and various claims; and 
Paul T. Culbertson, matters of a gerne’.1 over-all nature. A 
representative from Treasury and ano’ner from Commerce are 
élso included in the committee, 


Committee members are responsible, within their respective 
spheres, for obtaining the views of the other government depart-~ 
ments and agencies which may have an interest in matters té6 be 
taken up with the French, 


, peliaet shitt Woe Change Economic Policy Embessy Paris 
believes the changes in French policy as a result of th- 
Cabinet shift will presumably be largely concentrated in the 
financial and economic fields, As President Gouin stated, 

the new policy will be rigorously deflationary, involving 
radical reductions in the government budget, particularly 

that of the Army; freezing of wages; blocking and, if pos- 
sible, reduction of prices; and strenuous efforts to stimulate 
production, including shifting to civilian production munitions 
and armaments, It is also believed that the plans for nation- 
alization of the electric power, and gas industries and insur- 
ance companies will be carried out, 


Blum Reported Coming To qhe US Informal reports to our 
Embassy in Paris indicate eon Blum has. been designated 


Ambassador =xtraordinary and charged with the mission of 





—_ negotiating 
DECLASSIFIED FOR PUBLICATION IN FOREIGN , 
RELATIONS OF THE UNITED STATES 4 : 
| = 4 LSS 














- 10 - } ¥ 


negotiating economic and financial agreements with Allied 
countries and securing urgently required imports for the 
coming months. It is thought that Blum's mission is pri- 
marily one of good will and that negotiations will be 

left to technicians and will be headed either” by Monnet 

or Monick, Governor of the Bank of France, or Mendes-France. 


US_ AND UK PATENT The US Commissioner of Patents, ac- 
OFFICIALS TO MEET companied by members of the Department 

of State, will hold conversations.with 
his oprosites in London and Paris, It is anticipated that 
the London conversations will take place between February 12 
and February 18, and the Paris conversations from February 18 
to February 25, | : 


There will be two broad fields of at'scussiori. The 
first part of the agenda will be devoted to a discussion 
of uniform policy among the United Nations with respect 
to the disposition of enemy patents and copyrights. The 
second part of the discussion will deal with problems af- 
fecting the long-run patent policies of the Allies and 
will include the following topics: (a) possible modi- 
fications and revisions of the Convention for the Protec- 
tion of Industrial Property; (b) relation of the, inter- 
national patent system to post-war commercial policy and 
policy with respect to restrictive trade practices; le 
industrial property provisions of proposed peace treaties 
suggested by the Potsdam Conference, and (4) policy to be 
pursued by the respective governments: on foreign patenting 
of a made under government-sponsored or, controlled 
research, 


It is anticipated that the London and. Peris confer- 
ences will be followed by multilateral discussions among 
the major trading nations to take ‘place in the summer, 


The Department has pre- 

OUTLINED; TIMETABLE 15 SE . gented to the National 

: Advisory Council Staff 

the principles to be followed-in settling lend-lease ac- 
counts with other countries. In general the same principles 
will be followed as were established in the British negoti- 
ations, THis requireé’ payment for “the postwar ‘value of 
civilian goods in existence on V-J Day and civilian goods 
end services transferred efter V-J Day, but no payment for 
goods lost, destroyed, or consumed during. the wer period or 








for 








— 





DECLASSIFIED FOR PUBLICATION IN FOREIGN 
RELATIONS OF THE UNITED STATES 




















BEST COPY AVAILABLE 


for goods under the control of the ermed forces of the 
lend-lease countries on V-J Day, the last being subject 
to eppronriate recepture provisions. . : 


In addition, general settlement negotietions will 
be besed on the principle of offsetting US obligetions 
to the foreign countries against foreign obligations 
to the US. As a first epproach to lend-lezse countries 


‘credit terms will be suggested on the net balance with 


payment over 30 years at 2-3/8 percent interest, the 
so-called 3(c) terms, Inthe twenty-first lend-lease 
report to Congress last week it was stated that settle- 
ment of all lend-lease transections is expected by July l. 







ise Negotictions -The following 
tentetive timeteble has been set for country-by-country 
negotiations: ; : 


1. United Kingdom and Colonies. At the time the 
loan negotirtions with the UK were concluded (Sce page 
1, December 3 issue of Current Economic Developments) 
an egreement wes reached for an overall sum of -$650 
million «s UK settlement for lend-lease and reciprocal 
aid items and surplus war property in the UK owned by 
the US. Snecific agreements necessary to implement 
these understandings, setting forth the tcrms in detail, 
should be completed shortly. Dreft subsidiary lend- 
lease settlement agreements have been agreed upon in 
principle between US and UK representatives on all sub- 
jects. Certein details of military lend-leese inventory 
and of non-combat eircreft agreements are still to be 
worked out, 


One of these points relates, as has previously been 
noted, to the definition of ‘and responsibility for the 
military lend-lease inventory in the possession of forccs 
under the command of the Commander-in-Chicf India. Once 
egreement is reached upon these metters, arrangements 
will be possible to effect a degrec of -US control over 
significant future transfers of military lend-lease 
erticles between the UK and Indion forces, and over cer- 
tcin other aspects of use end disposition, Inasmuch as - 
the reasons for such control ere primarily political, the 
Depertment's interested politicel officers have been drawn 
intimetcly into the discussion. Settlement for the 
militery lend-lease inventory finally. design-ted as 
the Indian inventory will be a matter betwcen the US 
and Indian Governments, 

2. New Zealend. Negotiations have begun and discussion 
has been devoted primarily to determination of inventories. 





a : 
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3. Australia.. Negotiations will’ begin within a very 2a i 
short time. ee ~ . 


4, South Africs. Beceuse of peculier circumstances, 

the terms of the lend-lease settlement requested of 
South Africa will be payment in.cssh for all lend-lerse , 
eid provided directly to that government by the US. : : 4 
The South African Minister was informed on December 10, 
1945, of the terms of the settlefient with his Governent. 
% heve not yet received:word es to when the South Africans. 
will send representatives to begin negotiations and the . 
South African Minister will be absent from Washington ¥ 
until the middle of Februcry. ee oe 


_ §, France. “French negoticstions await the arrival 
of ncgotietors originally scheduled to come the end of 
Januery. The chenge in government has been a delaying 
pitdee but it is assumed that negotiations will begin 
shortly. ; | 


6, India. Negotietions with the Indian representatives 
are expected to be delayed beyond the February date pre- 
viously anticipated. The delay in the departure of 
Indian gpa od a has been ccused by conversations 
in New Delhi on surplus disposal. 


7. China. Generel Marshall was asked to recommend 
the timing, scope, and place of the negotiations with 
the Chinese Government (See page 10, January 28 issue 


of Developments). Word has been re- 
ceive .t Marshall approves an overall war settlement 


with Chine and belicves negotiations should be held 
in Washington at a later date, ip 


8, USSR. Negotiations with the USSR have not be 
but the Soviet Government has been requested to wemre 
an inventory of lend-lease supplies. Mecenwhile, we have 
informed the ‘Soviet Embassy that we are prepared to 
sell to the USSR up to $100 million of surplus property 
ebroad on 3(c) terms, The sale of surplus will not be 
poet gy B —* yp Heong outstanding economic 

° ee page enuary 25 issue of Current 

Economic Developnents.} ' 


’ 


9. Letin Americen Countries, The treaties signed 
be pe these countries and the US constitute a ietthonent 
of icnd-lease, All thet remains is to complete collection , 


of funds due the US 
pipeline goods, and determine the terms for sale of 


10, Turkey. The working grout 
: : group on Turkey is in’ the 
process of preparing ea recommend-tion for Fo & 
settlement for the Top Settlement Committee on the . 
general principles of payment for e limited inventory 





DECLASSIFIED FOR PUBLICATION IN FOREIGN consisting | 


_RELATIONS OF THE UNITED STATES 


—_ a _ 














BEST COPY AVAILABLE - PSiSUIEe “Ndrost ~heareay OL Mrealne teoois “na cti_r 





pitel. 200ds end for sircrsaft engines retransferred . 
to Turkey by the UK after the Turks were —_ on a .-.., 
ersh reimbursement basis, eS 82 


The group's recommend: tion to Lint. requests for-- 
peymert to the items mention:d above will be based ‘on 
political as opposed to finencial grounds since the -. 
Treasury member of the group has expressed the view- 
that Turkey would be cz:pable of -pzying US dollars in. full 
if such payment is desired. Stxte feels, however, that 
in view of the current tense political situation, the. 
Government of Turkey would’ pr obably not find it possible - 
to relense any importent sums in gold or foreign exechnnge. 
for.lend=lcase settlement. The Turkish General Staff is: 
meking a strong effort to conserve 211 resources: esnecially 
gold and foreign exchange, 


.- 11, Other Countries Which Have Received Chiefly Straight 
Lend-Lease Aid, Negotiction will be st-rted after infor- 
mation on lend-lesse aid to these countries.is complete, 


12, Other Countries Which Heve Received Lend-Lexse 
Aid On a Cash-Reimbursement Brsis. No settlicment 
negotistions need be undertaken, The problem is cne of 
collesting for past crsh=-reimburse xent Jande}oage aid. 


SECRET 


The. Department. has 
adopted the follow- 
: ing policy in regard 

to prices to be charged foreign governments for surplus 
tactical aircraft as spplicd to the interim program for 
the other American Repu lics, the proposed program for 
China, and a possible program for France: (1) no surplus 
tactical nircraft will be. sold for use as such to foreign 
-governments.except with the advance approvel of the Depart- 
ment; (2) prices will be the seme for all. purchasers; 

(3) prices should be low and the Department does not 
object to s proposed schedule of one percent to five 
percent of the average-cost of the aircraft. These 
policies will not be applied to any other program without 
prior anprovel by the — 





SECRET | 
es | *%  * * 
CRETARY SAYS DEPARTHENT “ILL NO Declaring thrt the 
4KE OVER ADMINISTR ar: ON OF GERM - Army is doing a 


Splendid job of 
administering Germany, Secretary Byrnes last week an- 
nounced it should continue to do so until it was possible 
to turn sdministration over to a small civilian force, 

He explained thet the Department of State is a policy-making 
body ond not en operating body end is therefore not or- 
ganized to tzke over the job of running:Germany. It was 

not possible to estimate how soon the civilian agency might 
take over the task, Mr. Byrnes said, because this depends 
upon how soon we can get France to agree to the establish- 
ment of central administrative agencies. 
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US POLICY ON FOREIGN PURCHASING US policy with respect 
MISSIONS © BY ECE} to continuance during — 


the transitional period 
of wartime foreign purchasing missions now operating in 
this country was established by the Executive Committee on 
Sconomic Foreign Policy at a recent meeting and approved by 
the Secretary, These missions were for the most part set 
up to meet war needs, and have performed ea variety of : 
functions ranging from a simple expediting activity to 
direct procurement and shipment, ‘With the end of the war 
some of the activities heve fallen off, but certain missions 
continue to supervise some aspects of the trade of their 
respective countries and continue procurementoperations in 
order to. aid. their rehabilitation, reconstruction and ait 
development: programs. Some missions have been established 
since V-E day to carry on this work, and there are indi- 
. cations that certain ones ere considering entering into 
import operations in this country, Exporters generally 
fear that they may be permanently established as the 
principal channels of trade between the countries con- 
cerned and the US. 


In line. with our general commercial policy, this 
_ Government favors the use of private channels in inter- 
national trade. “We feel that state trading agencies should 
conduct their trade in accordance with commercial considera- 
tions. While we agree that conditions during the transition 
period make unavoidable continuance of US and foreign govern- 
ment participation in trade, we feel that such participation 
should be conducted under conditions consistent with the 
above considerations, | 


” Whe therefore recommend that: 


(1) Foreign purchasing missions limit their 
operations during the transitional period to 
procurement of commodities necessary to meet 

«>». essentiel civilian needs for relief and rehabili- 

cae > tation; that they use normal trade channels for 
export of these commodities as far <-s-possible; 

- and that. purchasing methods mae “be ‘Conststent 

. with Sommercial practices; , 


(2) The missions be disestablished as. the 
trensition period draws. to and end; 


(3). No new missions .be established unless , 
they agree to the above limitations and then 
only by an exchange of notes in which these 
; Same ea Tene are set forth; ~ 


(4) Department representatives discuss 
informally with existing missions the |. 
desirability of accepting these conditions ond ‘ 
their plans for termination, 
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CCEFP APPROVES POLICY ON SUPPLY The Secretary. has. transe 
ASSISTANCE TO YOREIGN COUNT! Tra mitted to..agencies con- 
: Tye cerned a statement of 
his Goverrment's policy with respect to supply assistance 
tc foreign countries, as recently approved by the Executive 
Committee om Sconomic Foreign Policy. | 











It: has been US policy "to meet the minimum civilian 
requirements of ‘those of our allies who have been ravaged 
by the enemy to the fullest extent that the maintenance of 
our essential domestic economy permits." Assurances were 
iven that we would during the war share on an eouitable 
cacsis those scarce commodities essential for civilian re- 
quirements. The Committee feels that we would be dealing 
less than honestly with these countries if we now relaxed 
controls so as to bring about high levels of domestic con- 
sumption of short supply comrodities at the exnense of | 
nelping friendly foreign countries to meet their minimum 
needs, 


While international allocation is continued for 
certain items in global snort supdly, there are a number 
of items which are not unéer allocation and for wich the 
US is the principal source of supply. ECEFP recommends 
with respect to the latter that: (1) existing euthority 
shouid be used’ to fecilitate export of those items needed 
to meet minimum essential civilian reauirerents of foreign 
countries, but only during the interim period when uncon- 
trolled distribution would fail to provide asststance to 
these countries for needed iters; (2) that if the short 
supply items are not beins exported in cuantities suf- 

icient to prevent dise: se and unrest in other countries, 
acenci es having control aut ority should, to the limit of 
their powers, assist such export; and (33 that reasonable 
consideration should be given *~o the need for materials to 
help these countries increase emplovmert in established 
industries which cannot get enouzh materials from any 
other source and which are highly important to the economy 
of the country. | 


GREEKS SET NEW The Greeks, in accordance with their 
FATE OF EXCYANGE recent agreement with the Fritish 

which included early announcement of 
a new rate of exchange,. pronounced the official rate of 
the drachma as 20,000 to the pound, effective January 26, 
This rate will apply not only to British transactions, as 
was the case in previous changes, but will also apply to 
US dollars and other foreign currencies, 
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COORDINATION OF TRAFFIC IN US AND The European Central 

UK ZONE ESTABLISHED THROUGH ECITO Inland Transport 
Organization (ECITO) 

at the request of USFET is coordinating movements of sup- 

plies and persons in the ETO. Steps taken in this regard 

include: (1) receiving bids from UNRRA, War Shipping Ad- , 

ministration, and the Combined Repatriation Board for 

movements which involve passage through three or more zones 

or countries in Europe; (2) presenting the consolidated. 

bids to USFET by the tenth of each month, for inclusion in 

a movement program in the US zone for the following month; 

(3) defending these bids for the establishment of neces- 

sary priorities; (4) accepting bids similarily for the 

Allied Governments, where the US zone is concerned, and sub- 

mitting tnem in a separate bid for movement priorities. Full 

consideration is given to arrangements for appropriate ports 

of entry before presentation to USFET. “hile the reouest 

for this service came from USFET, it is understood that 

ECITO has prevailed upon the British to accept similar 

movements programs affecting their zones, 








PARTIAL SETTLE TENT REACHED ON COMPENSATION Five year-old 
FOR DANIS? SHIPS RE “UISITIONED BY THE US negotiations 

, for settlement 
of the claims of Danish shipowners for compensation for ships 
recuisitioned by the US in 1941 are nearing conclusion and 
85 percent of the -shipowners' interests involved have ac- 
cevted the terms of the War Shipping /dministration. The 
ships were reauisitioned in April, 1941, under the enabling 
law of June 6, 1941 (P.L. 101) which provided for the requi- 
sition of vessels in US waters end payment of just compensa- 
tion to the owners of the vessels. 








The Danish fleet of about 70 vessels operated for the 
most part in indirect trade out of US ports and was in effect 
part of the US shipping establishment, After the invasion 
of Denmark by Germany in April, 1940 Britain declared Dennark 
out of bounds and announced her intention of seizing Danish 
ships cn the high seas and paying for them not less than she 
would pay her own nationals for requisitioned vessels, 





The owners of the 40 vessels in US ports at that time 
degided therefore to hold the ships here until the end of 
the war to protect their post-war fleet value. This series 
of events had the result of tying up that part of our foreign 
shipping service. In April 1941, when the shipping shortage 
grew acute the US requisitioned the ships. The details for ‘ 
compensation were not entered into at that time, 


The 
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The negotiations for just compensation have been com- 
plicated largely by diverse opinions of the ‘Yar “hipping 
.iministration and the Danish owners as to the basis of 
computing the revroduction cost of the vessels and the rate 
of depreciation which should be used in arriving at a fair 
settlement. The State Department has pressed for equal 
treatment of Denish US shipowners, regardless of different 
costs of production in the two countries, and the present 
settlement recognizes that position, 


An agreement has been concluded between the ‘Jar Shipping 
Administration and about 85 percent of the shipowners! in- 
tercsts, vhich represents a compromise on the part of both 
parties and totals about “35 million, Conversations with 
the remaining interests are still underway, 


* * * 


PLANS UNDER ‘JAY ¥OR CONVERSATIONS PRELIMINARY Plans are 
TO WORLD="JIDE TELECOMMUNICATIONS CONFERD!MCE going for- 
: ward for a 
world-wide telecommunications conference, to be convened 
possibly in July or August of this year. British and US 
euthorities informally suggested the desirability of pre- 
paratory informal conversations in March in which the USSR, 
UK, US, China and France would take part. The USSR is in 
general agreement with this proposal end suggests that the 
preliminary .talks be held in Moscow and agrees that the 
world conference should be held in Washington. 














The conference will include discussions on all phases 
of telecommunications. An urgent need exists for discus- 
sion of frequency allocations and other problems on a werld- 
wide basis in order that post-war ectivities of many services 
may be stabilized on a sound basis, The development of tele- 
communications during the wer and expanded peace-time demands 
require consideration and revision of fundamental inter- 
netional documents governing operations in this field. 
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This weekly publication is designed - 
to highlight developments in the economic me 
divisions of the Department of State, and 
to indicate the economic problems which 
are currently receiving attention in the 
Department. It is suggested that copies 
be’retained on file, as reference will 
sometimes be made to previously reported 
items to avoid repetition. ~ 4 


{ 
DOCUMENT SECURITY INSTRUCTIONS } 


This document should be treated in accordance with 
current instructions regarding security measures for 
SECRET material. Extreme care should be exercised to 
avoid public or private discussion of the information 
herein with or in the presence or hearing of any person 
not authorized to have knowledge thereof. For general 2 
purpoees al) classified Foreign Service Officers and 1 
other responsible economic officers are authorized to 
have knowledge of the contents of this document, 
responsibility for the safekeeping of which will be P 
assumed by each recipient thereof. It may be retained , 
in protected files or, at the discretion of the recipient, - 
destroyed by burning. If not personally disposed of by Me 
the recipient, he will assure himeelf that it ie burned 
in the manner prescribed for SECRET material. ¢ 
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From Peuley Proposals ---+--+-+-+e+#-+-+-+-+e+-+-e---. 4 


British ixpress Reservations Over US Policy Vis-a-Vis 
The Zaibatsu---+-+-e+-+-e-e-22++2+-+ +22 ee © = 4 
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ficulties In Reactivetion Of German Trade - - - - - - 5 
Present Agreements On Exports And Imports 
Proposed Interim Import-Export Procedures 
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UK Action 
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US AND UK REACH ACCORD The major points of difference in 
ON CIVIL AIR TRANSPORT civil aviation policy outstanding 
between the US and UK have been 

resolved at a four weeks' conference in Bermuda, concluded 
on February 11 with the signing of the final act of the con- 
ference and the air transport agreement, and the initialing 
of a document (tc be formalized through diplomatic channels) 
relating to the opening of the 99-year leased bases to civil 








aircraft. 


The work of the delegations has been heralded as a 
solution satisfactory to both governments, Failure until 
now to resolve the controversial questions of control of 
rates, frequencies, capacities, and Fifth Freedom traffic 
has meant that the US civil air service to Britain has been 
operated on a temporary and relatively unsatisfactory basis. 
The agreement reached by the US and UK will offer an oppor- 
tunity for greatly expanded air transport operations, and 
may well mean the successful culmination of outstanding 
negotiations for several bilateral agreements with coun- 
tries subject to British pressure, and completion of US 
plans for world-wide air transport services. 


Simultaneous US-UK announcement to the press was made 
February ll. In brief, the highlights of the conference 
weres | 


(1) Rates Rates to be charged by air carriers 
operating between points in the UK and US are to be sub- 
ject to governmental review, The Civil Aeronautics Board 
nas announced its forthcoming decision approving the 
traffic and rate conference machinery of the International 
Air Transport Association for a period of one year, 


(2) Frequencies Each country is free to determine the 
frequency of operations of its airlines, 





(3) Fifth Freedom Reciprocal grant is made, of the 
right to carry Fifth Freedom traffic, in accordance with 
defined principles subject to adjustment in particular 
cases where such adjustment may be found necessary in the 
light of experience, 





(4) Routes igreement has been reached on an initial 
schedule of worldwide air routes of mutual interest to the 
UK and US, 





(5) Civil Use of Air Bases Agreement has been reached 
in principle as to the terms on which British, US and other 
aircraft should be allowed to use the airfields. The 
positions of both the UK and US in regard to the exercise 
of traffic rights on the bases have been safeguarded and 
provision hes been made to ensure that the US, which will 
maintain tne airfields for military purposes, shall enjoy 





! 
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"most favored nation" treatment. Thus it is agreed that 

no other civil air carrier, including civil air carriers 

of the UK, will be granted any greater or different traffic 
rights at the beses than are granted to US civil air carricrs 
at such bases, with certain exceptions permitted in the case 
of UK traffic between two points under its jurisdiction. 
There is also provision that the US shall have the right to . 
carry between the bases in its own aircraft certain per- 
sonnel traveling on business connected with the leased 

bases. In effect, when the agreement is finalized, the 
leased bases at Bermuda, Antigua, St. Lucia and British 
Guiene will be opened for full civil use while other bases 
will be available as bad weather alternates. The US has 
conditioned its approval of the agrecment upon the working 
out of a satisfactory cgreement covering similar problems 

as regard bases end airfields in Labrador and Newfoundland. 


(6) Disputes and Modifications In general, any dispute 
between the two nations relating to the interpretation or 
cpplication of the agrecment which cannot be settled 
through consultation’shall be referred for an advisory re- 

‘port to the Provisional Intcrnational Civil Aviation 
Orgenization (PIC40O) or its successor. The finel ect pro- 
‘vides for regular and frequent consultation between the 
C4B and the British Ministry of Civil Aviation. Modifica- 
tions to the annex (other than route changes) may be made 
after consultation and agreement betwecn the aeronautical 
authorities of. the two nations, 





(7) Duration of Agreement There is no time limit on 
the agreement but either nation may et any time reouest 
consultation with the other for the purpose of making 

. amendments which may be desirable in the light of experience. 

‘ Pending the outcome of such ‘consultation either nation mey 
give notice to the other of its desire to terminate the 
agreement, In the absence of en.agreement as to the desired 
cmendments the agreement is terminated twelve months after 
the giving of notice, but termination of the.agrecment in 
this way will not affect certain of the traffic rights which 
US air carriers may exercise at any of the leased bases 
which are to be opened for civil yse. 


UNRESTRICTED 


UNITED MA.RITIME EXECUTIVE BOl. RD PL/.NS The Executive 
DISSOLUTION J.ND TRANSITIONAL ORGAN IZ. TLON Board of the 
United Maritime 
futhority, “which is schedulcd to terminate March 2, is 
currently meeting in -London to consider the mechanics of 





dissolution and the need for any further org:nization for 
international shipping programming. Proposals for orderly 


dissolution 
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dissolution have been adonted. The Executive Board hes 
elso agreed with some reservations that during a trensi- 
tion period of approximntely cight months, a consultative 
forum should be provided as well as mechinery for the 
movement of cargoes from particuler arecs for UNPRA ond 
the liberated areas, Detailed proposals are being worked 
out, ond the decisions of the Executive Bosrd will be re- 
ferred back to member governm: nts for epprovel, | 


FRENCH RAISE CUESTION OF In the Coordinating. Com- 
POSSTELE AMUXATION Or SLAR mittee meeting of the 
Control Council, the French 

nised. the question 2s to whether the steel plants ree 
te 1 program could be bsed on two slternatives, one 
under existing conditions snd the other with the Saer 
annexed to Frenee, The British member cgrced to study 
this qucstion if it perteined only to steol plents. The 
Sovict member took the position thet the decision to 
treat’ Germany as an economic unit had clready been settled 
“at Potsdam, ‘Ne also suggested thet this question should 
be reised ct: ‘the governmental level, General Clzey stated 
that he could not participate in this discussion without 
instructions. from his government and hes odvised the Wer 
Department that the cucstion must be resolved ¢ et the 
government level. Generel Clay elso requested that the 
State Department be advised immediately. He pointed out 
that no real progress on the reparations program will be 
possible until this auestion is settled, , 








. ECITO RECUESTS DELAY IN DECL/AR/.TION Th: US member of 

., GF SURPLUS ST..TUS OF TS ROLLING STOCK ) wen - 

ow Inlend 
Transport Orge nization Council hes conveyed “CITO's rce 
quest thet the "ér Department direct USFET to withhold 
declaration of surplus status of approximately 40,000 US 
frmy railroad cars which ere about to become sur plus. The 
purpose of this order would be to prevent disturbance to 
essential freight movements in northwest “urope which would 
accompany the transition to surplus status and reallocation. 
ECITO furthcr believes thet. some systcm of "common user 
pooling" would be the b.st solution to the- present acute 
shortage of rolling stock for international treffic. It 
recommends that these cars form the nucleus'of a pool of 

.wagons for Europe during this transition period, and that 

— yd quo be maintained until errengements for pooling 
aon Cc madec e 
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BRITISH VIEWS ON REPARATION PROGRAM Discussion with 
FOR JAPAN DIFFER FROM PAULEY PROPOSALS British repre- 
‘sentatives in 
Washington on a resebation program for Japan indicates 
that the British are not inclined to go as far as this 
Government in carrying out the economic disarmament as- 
pects of reparation. After reviewing the Pauley program . 
for interim reparation removels British comments revealed 
that they are disposed to be considerably more liberal to 
the Japanese on the matter of removal of industrial capacity 
than is contemplated by the Pauley proposals, They also 
have expressed some doubts as to the necessity for the re- 
moval of Japanese gold to the US, as was recommended by 
Pauley. 





The British have inquired es to US views with respect 
to reparation from current production end were informed 
that this government hopes it can be avoided. The British 
have said that their Government looks upon reparation from 
current production with more fevor and thinks of it esa 
possible form of labor reparation, involving the use of 
Japanese labor in operating Japanese facilities for the 
benefit of claiment countries. It wes pointed out that we 
were very doubtful if Jepan would heave sufficient capacity 
left to provide exports necessary to pay for imports let 
alone exports .which could be handled as reparations. The 
British suggested that this difficulty could be met by re- 
moving less capacity from Japan. The British heave also 
emphasized the necessity for projecting the pattern of 
Japenese foreign trade for the coming few years as applied 
to both Japanese reparation removals or proposed reparations 
from current account, 


With respect ‘to criteria for epportionment of repara- | 
tion, we have pointed out that we sre disposed to accept 
the Yalta formula although it does not decide very much. 
We have indicated our feeling that cbility to use is. an 
important factor in considering removcls and that it might 
turn out. to be a mejor factor as. we may want to remove more 
than the Far Eastern countries will be sble to use effectively. 


The British are suggesting thet the Fer Eestern Commission 
set up a subcommittee on repsrations to handle all reparation | 
problems, However it is belicved they will not object seriously 
to the establishment of an independent reparation commission: 
as proposed by the US. 


* %* * 


BRITISH EXPRESS RESERVATIONS OVER british representatives 

US_ POLICY VIS-A-VIS THE ZATBATSU in “eshington have in- 
cuired as to the purpose 

of the Zaibatsu Mission, The Departrent hs replied that its 
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function is to develop criteria, on the basis of particular 
institutional conditions in Jepan, for evaluating measures 
proposed by the Japanese Government for carrying out the 
directive on the dissolution of the Zaibatsu. It will also 
suggest measures which would essist in filling with more 
democratic organizations the place the Zaibatsu occupied in 
the Japanese economy. The British ave indicated that, al- 
though their policy has not erystalized, ‘they are concerned 
about the possible effect on the Jepanese economy of ‘the | 
withdrawal of the Zaibatsu, both in terms of the menagerial 
skills of their staffs, and of the vertical production re- 
lations wnich hed been established between some of the con- 
cerns. The British cre also concerned over who would take 
over the ownership of the property now held by the Zeibetsu. 
They especially fear the possibility thet Government owner- 
ship would prove necessary in view of the scarcity of 
capitel in Japan. The British do not fcvor ownership by 
netionals of the United Nations cs a possible alternative. 


US_ TO PROPOSE CERTAIN INTERIM ! EASURES TO MEBT © The De part-= 
DIFFICULTIES IN REACTIVATI ON OF GERM AI TRADE ~ ment is 
- deeply con- 
cerned over the failure, so far, to obtain agreement within 
he Control Council on an export-import plen. ‘Ve consider 
quadripertite ogreement of great importance cnd have pre- 
pared interim measures which, efter approval by OMGUS, we 


will present to the other occupying governments. 








Present Agreements On Exports. And Imports Present 
regulations covering Germen cxports end imports stcte thet 
(1) payment for exports from Cermany (other then "goods, 
merchendise -cnd raw matcricls cpplied in payment of ap- 
proved reparations") should be meade in US dollars or other 
forcign curreney ceceptceble to thc Control Council end pro- 
cecds of such exports should be credited to = specicl cccount 
of the Control Council «nd used for the peyment of imports; 
and (2) ecch zone commander should require pcyment for ex- 
ports made since August 1, 1945; and such peyment should be 
for not less than £0 percent of the provisional prices set 
on such cxports by ecch zone commender, 








Difficulties h-ve crisen in executing these reguletions. 

Some countrics recciving exports from Germeny neve cyvjected 
to paying for exvorts in dollers, They hcve suggested such 
elternatives cs peyment in inconvortible currencics nd cx- 
ports cs reparation from stocks or current output. There 

is, moreover, no egrecd view ~s to tho extent of discretion 
cllowed to cach zone commender to use the cxport procecds 
from his zone for pxyment of imports into nis zonc, end to 
exchenge cxports for necded imports by mecns of clearing, 
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compensation end barter. agreements concluded with other 
countries. ~“e contend that-export proceeds should be 
pooled and distributed pro rata among the occupying 

powers in accordance with their outlays for imports. 
However, it is realized that, pending the establishment of 
quadripartite controls, it may be necessary to allow zone 
commanders some leaway in making clearing and compensation 
agreements. Finally there is no agreement on what con- 
stitutes "essential imports". The Department considers 
quadripartite agreement necessary on the level and charac- 
ter of imports if common policies are to be applied to 
Germany as a whole. 


Proposed Interim Import-Export Procedures The Depart- 
ment has outlined the following measures: 








(1) Eech zonel authority shall examine its 
expenditures for imports in order to determine: 
the proportion to the total expenditure of im- 
ports since August 11, 1945 to date in each zone; 
the proportion of the total incurred in dollars, 
sterling, frances, rubles, etc.; and the proportion 
in each zone of expenditures for imports incurred 
in these currencies, 


(2) The zonal authorities shell be free to 
make such arrangements es each sees fit for the 
payment of exports in his zone, including barter 
clearing agreements, provided thev permit ex- 
ports only to those who undertake to pay im- 
mediately in full, and at the end of each three 
month period they pay into « joint account the 
value equivalent of the proceeds of all exports 
mede from their zones during this period, These 
payments are to be made in various currencies in 
the seme proportions as those determined in 
paregraph (1). | 


(3) The zonal commenders shell screen im- 
ports jointly in order to provide cs nearly cs 
possible for uniform import recuirerents, 


(4) Three months efter these mersures go 
into effect the zonal authorities shall divide 
the currencies paid into the joint cccount ac- 
cording to their respective outlay during the 
first three-month period end in currencies con- 
forming to the pattern of expenditure in each 
ZONE » 


(5) The zonel authorities hall inform in- 
terested governments of epproved import: recuire- 
ments so that these governments may heave the - 
opportunity to furnish such imports, 

(6) The zonal 
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(6) The zonal authorities shell furnish 

each othcr e monthly stetement of exports from 

end imports into their respective countries, 


SECRET 


¢IRST MEETING OF IARA ASSEMBLY TO The first meeting of 
Ea HeLD IN BRUSSELS FEBRUARY O68 the Inter-Allied 
Reparation Agency 
Assembly is to te held in Brussels February 28, Important 
items on the agenda tentatively accepted are as follows: 
(1) Rules of procedure for the Assembly; (2) Terms of refecr- 
cnee’ of isscmbly committees (Committes of Experts on External 
Assets, Shipping Committec, Restitution Arbitration Committce, 
Committcc~on Agcney Budget, Board of Audit, others); (3) Re- 
‘port on preliminary organization and budget for the secre- 
tarict; (4) Appointment of mmbers of committees; (5) Pro- 
cedure ; for notification of claimant governments of plants 
designated for r.moval, inspection of plants and placement 
of bids; ond (6) Communication of first list of available 
plants as rececived from ACC. 


SECRET 
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NORTH AMERICAN BROADCAST ENGINEERING The North American 

CONFERENCE. .COUVErES IN “'ASHINGTON Regional Broadcasting 

Engincering Conference 

opened in Jashington February 4 to consider problems related 
to standard band broades.sting in the North American Region, 
particularly as they are affected by the North American 
Regional Froadensting /greerent which expires March 0, 1946, 
The countries which are pertics to the Agreement are: the 
Bahemes, Cancda, Cuba, Dominican Republic, “exico, Newfound- 
Isnd, and the US, The Unitcd Kingdom scnt observers for the 
otner British colonics in the "est Indies, ond observers 
were present for the Republic of ‘Peaneme, The conference is 
cxpected to last two weeks. 











The agcondn includes: (1) Proposals submitted by each 
of the member countries, including various subjects of a 
technical nature designed to improve service in ecch 
country and throughcut the North American Region and to 
minimize interfcrenee between countrics; (2) Continued 
application of the terms of the Agreomont until a new con- 
vention can be negotiated; (3) Discussion as to which pro- 
visions of the Agreement should receive particular atton- 
tion and study in the prepzrations for its revision, in- 
Cluding thc establishment of procedures for the exchange 
of views after the present conference and for the formu- 
lation of proposals, 
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JD UK ACT ON Independent but similar steps were 
WCRLD FOOD CRISIS announced by the President of the 
United States and the Prime Minister 
of Great Rritain to alleviate the world-wide food crisis. 





uS Action Public announcement of US steps was made 
following Cabinet consideration of interdepartmental 
recommendations, (See Page 1, February 4 issue of 
Current Economic Developments) The President ordered es- 
tablishment of a nine-point food conservation program. 
The wheat proposals, designed to supply about six million 
tons of wheat for export during the first six months of 
this year will help keep 10¢,000,000 people from starving. 
Canada, Australia and other countries with food surpluses 
have been asked by the (S and the TK to join’ in the program. 





IK Action The British Minister of Food made a state- 
ment in Commons February 5 outlining the seriousness of the 
situetion and public announcement was made of further 
slashes in meager Pritish rations. A Cabinet committee has 
been set up under the chairmanship of the Prime Minister to 
keep under review all aspects of the food shortage problem, 
such as domestic production, import prioritiss, allocation 
of dollar resources, and manpower, The Government is post- 
poning until after the 1946 harvest calling up 8,000 agr*- 
cultural workers scheduled for the ermed forcecs. 





United Nations Consideretion At the suggestion of the 
(K, the food problem is being considered by the General 
Asserbly of UNO. The British heve proposed thet e special 
cmergoney commission be established under ECOSOC. The US 
will support the proposal only if it appcars that the com- 
mission covld be orgenizcd end opercte cffoctively in time 
to be helpful, and if the commission can porform usefvl 
functions not now being carricd out. 


SECRET 





7 * * 
WAYNE TAYLOR FESICNS AS The Bocrd of Directors of the 





PRESIDE'T O- EXIMLANK Eximbenk lest week announced the 





resignation of Wryne C, Tcrylor es 
President of the Benk,. It wes simvltaneously announced thet 
“illiam eC, lartin, Jr., Cheirman of the Poard, will assume 


' the duties previously cssigned to the President in addition 


to his duties ss Chrirman., The ~“xport-Import Bank ‘ct of 


1945 provided that the management of the Benk would be 


vestcd in a Board of Directors snd mde no statutory pro- 
vision for cc President, Mr. Martin wes -ppointed Cheirmen 
of the Board lcst fell and Mr, Taylor hed remcined cs 
President to cssist in the transition of the Fenk to its 
orcsent form of menagement. | 


UNRESTRICTED 


» * * 
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US-UX AGREE’-NT SIGNED CN FREQUENCY An agreement hes been 
S concluded between the 


FOR ABRONAUTICAL DISTANCH LiDICLT 
US and UK on the gues- 


tion of finding a place in the radio frequency spectrum where 
aeronautical radio distance indicators may be operated, The 
distance indicators will provide an aid to filving, whereby 
the pilot may have exact knowledge of his distance from a 
radio beacon established for this purpose. 








Difficulties arose in regard to separate programs 
developed by the US and UK, The British ‘1ave developed a 
device in the 200 megacycle portion of the radio freoaucney 
spectrum, where US television programs are underway and 
where the Army and Wavy have been allotted space and have 
built or are building millions of dollars worth of cquipment, 
The US hes developed its »rogram on the 1000 megacycle band, 
The UK estimated that it would take them four years to get 
into production on 100C megacycles, since they have con- 
ccntrated on the 200 meagceyele band, The question has been 
whether the US should discontinue its program or whether the 
Commonwealth znd Empire program should be abandoned. Feilure 
to agrec would regult in serious interference with our proe- 
gram? along the Canadien border, 


The US invited the Britigh to witness a demonstration 
of the US development of the 1000 megae7rcle distance indi- 
cator in the hore the UK could be induced to abandon sXe 
wn program on 200 mcgacycles. The demonstrations re 
sulted in the conclusion that the British are unable to ac- 
cept our program as comparsble in stage of development vith 
theirs, and their need of the device is so great that they 
ean no longer withstand pressure in Enslend for completion 
of thcir program, 


A compromise was arrived at ‘hereby a minimum number 
of frceceucneies in the 200 moaesvele band will be used for 
distance indicator equipment. An agreement was signed this 
week in whicn the critish egree to provide ground equipment 
at 1000 megacyeles to US aircraft over their territory, and 
the US undertakes to provide the same service on the 2C0 
megacycle bend for (% airersft at US gateways. Any 2C0 
Rogne "ese ay | onal establisned in the US will be discon- 
tinucd after January 1, 1949, after which date the UK hrs 
ogreed to shift to 2 hnighor frecuency. The British may 
continue to use 200 megacyele indicators within the Empire 
but in that ecse will give the US sufficicnt border protcce 
tion to prevent interference with our television and other 
200 megacycle services, 
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ECONOMIC COUNSELORS CONSIDER 4 conference of Economic 
BILATERAL TR:.DING PROPLEMS Counselors and Advisers in 

the US missions in Europe, 
was held in Paris January 28 to February 2. (See Page 4, 
January 21 issve of Current Hconomic Developments) Questions 
raised by the Department concerning the network of bilateral 
trade and clearing arrangements which is becoming the basic 
pettern of intra-European trade during the transition period 
were discussed. These questions will serve as the basis of 
detailed reports when the officers heve returned to their 
missions. . 


General comment in the discussion revecled that texts 
of agreements have been made svailcble to our missions in 
London, )‘cdrid, Bern, Copenh-gen, Brussels cnd Viennc, 
whereas deteils of egreements cre withheld in whole or in 
part in Belgrede, Stockholm, Moscow, “arsaw, Praha, The 
Hague, Oslo, Paris and Ankara, with no reason being given 
other than a general policy of sccrecy in the national in- 
terest. It was felt thet the sort of cgrecments which care 
being negotiated are an effective intcrim mecns of re- 
establishing forcign trede., Arrengements of ec berter type 
ere o« means of surmountines prescnt foreign exchangec diffi- 
culties, 


It cppears thet cegrcemehts implemcnted directly by 
governments sre more common tnean those ccrried out by 
privete traders, snd where privete trade is ccrricd on, 
it is invaricbly under strict fovernment control, The 
cgreements tend to encourcege stcte treding. Meany of the 
agreements will ‘icve to be revised or termineted to bring 
them into harmony with the policics scdvoercted by the US. 


“nether the sgrcements wore intonded to serve 
political or economic cnds will be der1lt with in the 
missions' reports. No genersl stctement cen be mde, 

The view was expressed thet the imploemcntetion of the 
Bretton “oods agreements ond the US trede proposels would 
do much to change the pcttern to o multilctersl basis, but 
there wes mo concensus on this point. The seme motives 
which have led to the present bil¢terel agreements will 
clso largcly dctermine whether nations will shift to multi- 
lateral trade when edequete fecilitics cre oveileble, 


PHILIPPINE ECOMOMIC PROPLE’S Now Tredc Pill Introduccd 

CURRENTLY R:iCEIVING ATTENTIO?D A new US-Philivpine tredc ‘ 
. bill, HR 5185, has becn 

introduccd by Representetive Bell, who introduced two 

previous bills, (Sce Pege 11, November 19, and Page 3, . 

October 8, issues of Current Economic Devclopments) The 
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new bill retains the provisions of an earlier bill (HR 4676) 
for eight years of free trade and 25 years of declining 
preferences, as agreed to by the Departments of State and 
Interior at a “hite House conference in November, It modifies 
some of the other provisions in view of recommendations of US 
Government Departments and the Philippine Government. 


In line with our suggestions, (1). a provision of the 
earlier bill which wotild have greatly restricted the right 
of the Philippines tod’ lower duties on imports from third 
countries has been eliminated; (2) sections which would have 
prevented the Philippine Government from changing its cur- 
rency laws or the exchange rate between dollars and pesos 
have been modified in a way which partially meets the recom- 
_ mendations of the Department; (3) most of the objectionable 
features with respect to excise taxes have been eliminated; 
(4) embroidery quota restrictions have. been dropped; and (5) 
numerous minor changes in wording have been. incorporated. 


Some. changes suggested by the Department have not been 
incorporated into the bill. (1) The absolute quotas on in- 
ports of a number of Philippine products. have not been 
changed to tariff quotas; (2) the vrovision of a method for 
allocating shares of quotas has not been eliminated although 
it is made clear in the bill that the Philippine Government 
would administer the allocation of shares of the quota; (3) 

_ the provision allowing for establishment of new quotas hes 
not. been eliminated; (4) the new bill would require the 
Philippines to grant US nationals and corporations greater 

_ privileges with respect to residence, property and occupation 
than are allowed by the Philinpine constitution, than the 
Philippines could give any third country, and than this 
country could grant to the Philinpines; (5) the provision 
that no trade agreerent may be entered into with the 
Philippines under Section 350 of the Tariff Act of 1930 has 
not been eliminated; end (6). the new bill provides: for 
preference with respect to the-excise tax on coconut oit and 
provides that coconut oil we from the peeneemene: must 
be rendered inedible. 


The wording of the new bill might be interpreted as 
meaning that the imports from the Philinpines would be 
subject to incrcasing percentages of the preferential 
Cuban rates rather than of our general rates of duty.-. The 
Department will probably request. that the wording be clarified 
so es to make sure thet dutics applicable to such: imports will 
be figured on the basis of the general rates of duty. 


Philippine Revelue tion Developments The President last 
weck indicated his disapproval of en Act recently passcd by 
the Philippine Commonwealth Congress providing for the 
validation of payments mede in Jepenese military pesos. The 
President stated that since the bill affects the currency of 
the Philippines it cannot become a l-w without his approval 
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under the terms of the Tydings-!‘cDuffie ‘ct and the 
Philippine Constitution. He said that the bill would 
give legal approval to transactions and payments made 
under the Japanese regime, without regard for the actual 
value of the Japanese-backed currency in which such pay- 
ments were made, It would give official sanction to acts 
by Japanese officials in forcing the liquidation of busi- 
nesses and accounts of lcyal Filipinos, Americans and 
Allies who were imprisoned by the Japanese and firtheamae it > 
would have a harmful effect on the Philippine financial 
structure. 


In sharp contrast to the law proposed by the Philip- 
pine Commonwealth is one recently proposed by the High Com- 
missioner which ~rovides that occupation payments made dur- 
ing the occupation on obligations incurred before the 
invasion shall be revalued in Philippine pesos on a besis 
of the relative velues of the Jcpznese military notes and 
the Philippine peso on the dates of such payments. It 
elso provides that no revaluetion is recuired on payments 
made during the period of occupation for obligations in- 
curred in that period unless otherwise designated by ef- 
fected parties, 


Commissioner McNutt, who is now in Yashington, recom- 
mended disepproval of the Philippine bill end his recommenda- 
tion was endorsed by the Secretary of the Interior. McNutt 
has also expressed his hope that a trade bill will be passed 
soon, 


US POLICY SET ON DISPOSLL OF The ‘Department hes 
MILITARY-TYPE SURPLUS BCUIPMENT adopted the following 
policy in regard to 
disposal to foreign governments of military-type surplus 
equipment. No disposcls of military-type surplus eguip- 
ment should be mede to arm other na tions, except for 
(1) the transfer en bloc of military equipment left in 
England; (2) the program for equipping the French Army 
to a reasonable extents (3) completion of the program 
for China begun during the war; (4) equipping Philippine 
forces; and (5) fulfilling commitments made in the interim 
program for the other American Republics. All identifying 
US markings should be removed so fer as possible from ecuip- 
ment trensferred to other governments. 
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UNRRA EVENTS During the past week several developments 
ARE RerORTED importance have occurred on the UNRRA front, 

chief among them being objections of Austrian 
officials to UNRRA assumption of supply responsibility for 
that country. 





Austrian Supply Problem General Clark and Mr. Erhardt 
are disturbed at reports that an agreement is being negoti- 
ated in “ashington for transfer of supply responsibilities 
in Austria to UNRRA. Théy urge that no firm commitments be 
made without consulting US representatives in Austria. 

General Clark feels that the supply responsibility should 

not be turned over to UNRRA until there is assurance that a 
level of 1,55C calories will be provided in all zones and un- 
til UNRRA can handle the distribution of supplies. The French 
and Soviets are reportedly having difficulty in meeting their 
food commitments, and full use of indigeneous foods is problem- 
atical if a substantial Soviet occupation force remains, UiiRRA 
has instructed its representative in Austria to negotiate an 
agreement with the Austrian ACC which will define UNRRA's 
responsibility in that country. 





Use of UNRRA Funds for Purchases in — The cues- 
tion has been raised as to the method which should. be used 
in paying for goods, such as coal and salt, which may be pur- 
chased in Germany by UNRRA for shipment to recipient countries. 
The three alternative suggestions are: (1) purchases should 
be charged against the German economy, at least up to some 
percentage of the foreign exchange exvended by UNRRA in its 
displaced person operations in Germany; (2) German exports 
should be paid for in foreign exchange in order to pay for 
German imports; (3) such goods should be paid for by ex- 
change of goods between Geri.any and the recipient countries. 
The subject is being discussed with UNRRA and the Rritish, 


Rumanian Typhus Epidemic A recuest has been made to 


ACC Rumania that UNRRA assistance may be used in procuring 
and shipping medical and sanitation supplies, including 
anti-typhus vaccines and DDT powder for use in combatting 
the typhus epidemic in Rumania... 


interpreting UNRRA Progran. For Soviet Republics Under- 
standing has been reached by the US; UK, USSR and Canadian 
representatives on the UNRRA Central Committee on inter- 
pretation of the agreement reached in London last Septer.ber 
concerning UNRRA assistance for the Ukrainian and Byelo- 
russian Republics, At that time, the US, UK and Canada 
agreed to support an application for a total of $250 million 
UNRRA relief for the two Soviet republics if the USSR. would 
withdraw its original reauest for “700 million, which would 
have jeopardized the proposed Chinese, Italian and Austrian 
programs beceuse of lack of funds. Last week the US, 'K and 
Canadian representatives on the Central Committee agrecd to 
support approval of the programs of supplies for the two 
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Soviet Republics, totallin: $25\ million exclusive of ocean ‘ 
shipping costs, anc an allocation by the Administration of 

an additional amount not to excee* $23 million for ocean 

shipping costs for the two progral’s. 4 


UNC General Assembly tasses Resolution Re: UNRRA The UNO 
General Assembly adopted the following resolution concerning 
UNRRA: (1) Creation of a committee with representatives from 
11 countries to urge WNRRA member staces who have not yet ia 
acted to make the further contribution to UNRRA recommended 
by the UNRRA Council in August 1945; (2) The Committee should 
urge (NO members who are not signatories to the UNRRA agree- a - 
ment to join; (3) The UNO Secretary-Generil should make ar- 
rangements with UNRRA whereby the General Assembly will 
receive full reports on the wort. of UNRRA and on the progress 
made towards economic re:nabilitation in recinrient countries, 








Information Requested About Trade of UNRR: Recipients 
We have requested the Embassies in countries receiving UNRRA 
assistance to asserble information on present and prospective 
foreign trade of those countries togetner with the vain pro- 
visions cof all trade aiid barter agrecments concluced or in 
process of negotiation. This has been done in complia.ce 
with a Congressional recommendation embodied in the last 
two public laws apvoropriating funds for UNRRA, The 
Embassies are further requested to report whether or not 
UNRRA aid is encouraging or discouraging return to normal 
trade relations. 





UNRRA To Receive Fencfits of Public Law 291 A Presi- 
dential Executive Order has been drafted which will extend 
to UNRRA certain vrivileges heretofore denicd. The Order 
names UNRRA as one of the international agencies to receive 
the benefits of Public Law 291, which extends specified 
privileges, exemptions and immunitics to international 
organizations and their. officers and employees, The US is 
the only major member nation which had not previously granted 
diplomatic privileges and immunities to UNRRA and its repre- 
sentatives, consequently communications into and out of this 
country have bern costly and unsatisfactory. 





UNRRA May Realize Reduced Shipyving Rates Governor 
Lehman hes becn informed that existing rate structures are 
-now being studied with a view toward reducing ocean trans- 
portation costs for UNRRA. Any reduction in rates would 
enable UNRRA to apply the savings from ocean shipping 
Operations to procurement of edditionel rcelicf and re- 
hebilitation supplies, 
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This weekly publication is designed ‘ 
to highlight developments in the economic 
divisions of the Department of State, and 
to indicate the economic problems which 
are currently receiving attention in the 
Department. It is suggested that copies 
be-retained on file, as reference will 
sometimes be made to previously reported : 
items to avoid repetition. <f@ 


DOCUMENT SECURITY INSTRUCTIONS 


This document should be treated in accordance with 
current instructions regarding security measures for 
SECRET material. Extreme care should be exercised to 
avoid public or private discussion of the information 
herein with or in the presence or hearing of any person 
not authorized to have knowledge thereof. For general 
purposes al) classified Foreign Service Officers and 
other responsible economic officers are authorized to 
have knowledge of the contents of this document, 
responsibility for the safekeeping of which will be 
assumed by each recipient thereof. It may be retained 
in protected files or, at the discretion of the recipient, 
destroyed by burning. If not personally disposed of by 
the recipient, he will assure himeelf that it ie burned 
in the manner prescribed for SECRET material. 
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US OUTLINES SUGGESTIONS Ol OBJECTIVES AND A memorandum has 
PROCEDURES FOR PRELIMINARY TRADE “EETING been sent to our 
missions in the 
countries invited to ettend the preliminary trade meeting 
for transmittal to appropriate officiels in those countries. 
The memorandum gives our ideas on: (a) the objectives of the 
meeting, (b) procedures which appear to be desirable before 
end at the meeting in order to achieve these objectives, and 
(c) the methods whereby the results of the preliminary meet- 
ing can be broadened internationally at the general world 
. conference on trade and employment which it is hoped UNO will 
, convene later.. 














Objectives of the Preliminary Meeting We feel that the 
objective of the preliminary "eeting should be to negotiate, 
end reach substantial agreement with a representative group 
of nations upon a2 Charter of the International Trade Orgsni- 
zetion of the United Nations, The Charter shovld contain 
not only provisions relating ta the machinery of the Organi- 
ze.tian, but also commitments on the reduction of trade berri- 
ers, treatment of cartcls, principles governing intergovern- 
mental commodity arrangerents, and the international aspects 
of domestic employment policies, Sinee tariff reductions 
must be dealt with ona selective, product-by-product basis, 
it is proposed that « Protocol be ’ »ppended to the Charter in 
which each country pertic ip-ting in the preliminary meeting 
(except those heving complete state monopoly of foreign 
trade) would agree to reduce individual tariffs, or bind 
them against increase. 








It is ‘proposed thet the usval bilateral method of 
negotiating tariff concessions shovld be modified for the 
purposes of these negotiations and a multilcterel proccdure 
developed to tie in with multilateral commitments relating 
to other trade barriers in the Charter itself. Under this 
plan there would-result from the negotiations a total of 
14 schedules of tariff conecssions amicme schedule relating 
to « global vurchase commitment by tne USSR. The products 
listed in each country's teriff schedule would include those 
of which the other countries, individually or in combination, 
are, or -re likely to become, principel suppliers. Each 
country participsting would be entitled to the concessions 
in each of the schedules of the other countries, 





The US will send the other governments for their cone 

sideration within the next six or eight weeks a draft text 

’ of the proposed Charter and of the genersl provisions of the 
Protocol, Under the Protocol it will be provided that certain 
Articles of the Charter (those relating to most-fovored-nation 
treatment, quantitative restrictions, etc.) can be brought 
into force independently of the rest of the Charter and 
simultaneously with the tariff schedules, in the event of 
any delay in the general acceptance by the legislatures of 
the various countrics of the Charter as 2 whole. Procedures 


should 
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independently of the Charter. In order to make clear the 
relationship between the Protoccland the Charter, pro- 
vision might be made whereby the Protocol could later be 
adapted to any changes in the’provisions of the Charter 
relating to non-tariff trade barriers which might result 
from the action of the world conference, . 


It is suggested that any final decision on the con- 
certed withholding from the trade of countries not adhering 
to the Charter of the benefits of the non-tariff trade 
barrier provisions of the Charter, or on the denial of 
tariff concessions to the trade of countries which, having 
adhered to the Charter, fail to carry out adequate tariff 
reductions, can only be made at the world conference. 
However, the countries participating in the preliminary 
meeting should make recommendations on this point. A re- 
lated question on which recommendations should be made is 
the appropriate procedure to be followed in conducting 
tariff negotiations (a) between those countries which 
have participated in the preliminary meeting and newly- 
adhering countries, and (b) between the newly-adhering 
countries themselves, 


‘* * 


WORLD FOOD CRISIS BE-= The world food picture became 
COMES EVEN MORE SERIOUS even blacker the past week with 
, indications that the disease and 
- unrest requirements for Germany and Japan cannot be met and 
with estimates that US exports of wheat will amount to only 
five million tons instead of six million as originally en- 
visaged, 


Disease And Unrest Requirements Cannot Be l’et The “’ar 
Department has informed SCAP of the probability that minimum 
requirements of food for Japen and Germany cannot be met. 
The “ar Department requested the Combined Food Board for 
allocation of a 500,000 ton wheat reserve to help meet 
anticipated disease and unrest reouirements in Germany and 
Japen. The Board advised the Yer Department that the acute 
world food shortage makes it impossible to grant the “ar 
Department additional allocations for feeding occupied areas, 
It stated that the question is not whether sufficient food 
can be made available to prevent starvation, disease and un- 

' rest in the occupied areas, but whether food can be made 
‘available to prevent starvation in the liberated areas. 
The “ar Department is appealing this decision to Mr. Snyder, 
but feels that the chances of a reversal of the CFB decision 
are almost hopeless, 











The War Department further informs SCAP that “ar, State 
and Agriculture officials agree that it is impossible for 
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the Supreme Commanders in Japan and Germany to comply with 
the directives regarding disecse and unrest. A high level 
public announcement is therefore being proposed explaining 
the world food situation, the priority of food.for the 
liberated areas, and consequently the necessity for release 
ing the Supreme Commanders from their responsibilities to 
prevent diseese and unrest, : | ! 


Expected Export of Six Million Tons of heat From UB : 
In Doubt It now appears that the steps called for by the : 


President last weekto increase exports of wheat from this ' 
country, instead of assuring six million tons as originally 
envisaged, will probably. mean only five million tons by 

June 30, ‘ 5 


There are several new fectors in the wheat situation: 
(1) India, which is facing a serious famine, is seeking 
four million tons of wheat instead of the 400,000 they are 
now programned to receive; (2) the rice shortrge is leading 
all the countries that normelly depend largely on rice to 
try to shift partially to wheat;.and (3) US relations with 
Argentina are now such thet we cannot hope for the present 
to obtain cooperation from that country in exporting large 
oucntitities of wheat. 


The issue now under discussion by State and Agriculture 
officials is whether steps can be taken to secure an addi- 
tional million tons from the US. -:The only way it appears 
possible to do this is through a large subsidy, which Agri- 
culture opposes, If the additional million tons cannot be 
obtained, a decision will heave to be made soon on whether 
further cuts in allocations can be made. The liberated © 
countries will have to be squeezed still further, and ship- 
ments cut off to the neutrals, UNRRA, Polend, Czechoslovakia, 
ond Yugoslavia, 


UNO Action On Food Crisis The United Netions Organiza- 
tion unanimously adopted a Big. Five resolution aimed at , 
clleviating the world-wide food shortage. The resolution 
(1) urges all governments and peoples to teke immediate end 
drastic action, both directly «nd through the international 
organizations concerned, to conserve supplies by securing 
adequate collection of crops from the producers, by saving 
food and avoiding waste, and to ensure the maximum production 
of grain in the coming season; (2) notes that several of the 
United Netions heave recently announced measures to reserve -° ‘ 
grain supplies for direct humen consumption and to secure 
increased production; (3) urges all governments to publish 
as full information as possible regarding their own supplies a. 
end requirements of cereals and the steps they have taken or 
are prepared to take to echieve the objectives expressed in 
paragraph one; (4) reouests the international orzanizations 


. : concerned 
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concerned with food and agriculture to publish full infor- 

. mation in their possession on the world food position end 
the future outlook, <nd to intensify efforts to obtain fill in- 
formation on this subject, in order to assist governments in 
determining their short- term and long-term ogricultural 
POLLC Ye . 


: FAO Is — sate Emergency Conference State and Agri- 
culture are consulting with Sir John Orr, Director General 
. of the Food and Agriculture Organization, on plans for calling 
; an emergency FAO conference on the world food situation. Orr 
sent a message to UNO stating that FAO wes willing to accept 
the responsibility for mobilizing world resources to meet the 
food crisis. As a first step he proposed cclling a conference 
at the earliest possible dete of representatives of inter- 
national organizations concerned with this problem, end of 
representatives of countries heaving < major contribution to 
make in increasing production end ma imi zing utilization of 
tesic foodstuffs. One tcesk of the international body will 
be to start vorking now to prevent similar crises next year. 
Requirements will remain unusvelly high in the 1946-47 con- 
sumption year, “nd the possibility of a poor “estern Hemisphere 
crop must be allowed for. 


Meanwhile the Emergency “tconomic Committee for Europe 
is holding in abeyrnce its proposed plan for sponsoring a 
meeting late in March of the agriculture ministers of the 
European countries cnd the US until the ection of the FAO 
or other bodies hes been fully determined. The proposed 
EECE meeting mey not be necessary in view of the FAO pro- 
posal to take the initiative, 


x* * * 


FIRST FORMAL FEC MEETING TQ Members of the Far Eestern 
BE HELD FEBRUARY 25 OR 2 Commission returned to 
“ashington end announced that 
the first formal meeting of the machinery set up by the 
Moscow Conference is expected to be held February 25 or 26, 
. At thet meeting, the Commission was informed, the Soviet 
Union will be represented by either its delegate, Ambassador 
' to Washington Gromyko, or his alternate, Minister Counsellor 
Novikov, Generel MacArthur hes been informed that the Allied 
Council for Japen should be convened in Tokyo after the FEC 
is functioning in Washington, 














| DECLASSIFIED FOR PUBLICATION IN FOREIGN 
‘ 


RELATIONS OF THE UNITED STATES 





eo 6 « ‘ae 





NEGOTIATIONS WITH SWISS TO OPEN MARCY Negotiations with 
OUTST: NDING NG. QUESTIONS STILL U? ILL UNRESOLVED LVED abd the Swiss on the . 
recognition and ~ . , 


applicetion of the ACC Vesting Decree are scheduled to begin: 
in VWashington the week of March 11. Outstanding differences 
of opinion between ourselves and the British are still un- 
resolved. Most pressing of these is the matter of sanctions, 
Others are the extention of the Proclaimed List, and the 
agenda for the.discussions, 


The Ug group will be headed tw Randolf Paul, whose ap- - 
pointment will be announced this week, The US delegation 
will be made up of members of State, Treasury, an American | 
member of the German External Property Commission and some . ; 
specialists, "'e are expecting the first part of the French 
delegation to arrive early tnis week. M. Chargueraud, chief 
negotiator for the French, is expected around February 25, 
The decision as to who is. to head the British delegation is 
not firm. However, it is reported that the British Embassy 
in Washington is to make this decision and they have told the 
Department they favor Mr. Makin, who is Minister for Economic 
Affairs in Washington. Both the French and ourselves had 
indicated to the British we did not favor their choice of - 
Mr, MaeCombe as chief negotiator because he did not have suf- 
ficient rank to impress the Swiss, 


Sanctions Delivery of the notes and setting the date 
for the Swiss negotiations, according to Embassy London, 
have probably precluded. the possibility of obtaining a 
vorthwhile sanctions agreement. They believe the British 
will protrect sanctions discussions until negotiations begin. 
The Embassy suggests that since opinion in France and the US 
is that a united front to threaten scnetions at the ncegoti- 
ations will be sufficient to bring recalcitrant neutrals to 4 
heel, we should try to obtain British agreement to threaten 
sanctions. In the event that sanctions would have to be 
applicd we ean assure the British that we will do so uni- 
laterally. The Embassy points out that the necessity for 
some kind of an agreement on sanctions has bcen reinforced 
by the publicity given to US and British disagreement by 
the .London Daily Worker, and The Worker. The Embassy — 
emphasizes the damaging offects of these articles on the 
negotiations and the likelihood that the neutrels will feel 
sccure in the knowledge thet sanctions will not be invoked 
because of Allied discord. : . 
Agenda The Department hes urged the British that we ‘ 

will not solve difficultics bctween the Allics and the Swiss 
unloss agreement is obtained during the negotiations on: 
recognition of the Vesting Decrcc; methods of disposal of 
German assets; lootcd golds; the Proclaimed List; Swiss funds 

in the US, France , UK and Germany the National "Bank's ond 

the Bank of Intcrnational Settlement 's ecquisitions of 
looted golds; the principles for disposing of German trademarks -" 
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end patents; and the basic principles to be applied by the 
Mixed Commission for the disposzl of Germen enterprises. 


In general the British feel our approach too detailed, 
They prefer negotietions be conducted on broed lines, con- 
centrating on our main objective of obtaining the maximum 
percentege of German property in Switzerland. They fear 
our approech will result in interminabie negotiations in 
Washington, although we have repextedly pointed out that our 
aim is to negotiate an agreement on broad principles and 
: leave. the details to be worked out in Bern. Embassy London 
says thet the. British emphesize that the real problem of the 
negotiations is to obtain Swiss recognition of our right to 
= maximum percentage of German assets in return for which 
ze allow:the Swiss to retain the remainder. The Embassy 
Sears th: t although the British state their desire to con- 
cede to the Swiss a minimum percentage, they will be willing 
to make a substantial percentage concession to the Swiss.: 


>. 


Retention of The Proclaimed List This Government has - 
agreed upon @ vrogrem for the retention of the Froclaimed 
List despite the fact that Embessy London has informed us 
the British consider both the US and UK committed to withdraw 
the list not later than Mey 8. This question will undoubted- 
ly be discussed prior to the opening of the Swiss negotiations. 
The US has recommended the following program: 





Eur opeen Homisphere (1) PL should be withdrawn from any 
country where it is in danger of losing its effectiveness 
without prospect of averting such loss of effectiveness. At 
present time List cannot be considered to have lost its 
effectiveness in any country in European Hemisphere. (2) List 
for the neutrels should not be withdrawn on Mey 8 but should 
be continued as long as it can serve a useful purpose in im- 
plementation of progrem for elimination of Cerman-omned and 
controlled firms in European neutrels,. 

Western Hemisphere (1) PL should be completely with- 
drawn from any of other: American. Republics as soon as local 

: controls program has been completed. (2) PL should be with- 
drewn from any of other American Republics where it is in 
denger of losing its effectiveness without prospect of 
averting such loss of effectiveness, (3) PL should be com- 
pletely withdrawn from Western Hemisphere with possible 
exception of Argentina, one year after V-E Day, i.e, Mey 8, 
1946, provided, if any “estern Hemisphere country should re- 
que st continuation of PL for that country beyond that date, 
such request would be given due consideration. 
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SPAIN RECOGNIZES Although there has been no official con- 
ACC VESTING LAW firmation of the news, the New York Times 
oe : February 14. reported that the Spanish 
Government has recognized the Allied Control Council as the 
successor to the German Government. The exact implications 
of this news report in the question of external assets: cane 
not now be determined. ‘lowever if it entails Spanish 
recognition of the ACC Vesting Decree, it is believed that 
the task of ferreting out German : Beeson assets tn Syase GSis 
be facilitated. 


a! 


a 


GERMAN “IESTERN ROUNDARY MUST BE | SETTLED The Department is 

Tr REPARATION PROGRA' 1S TO PROC) FEI replying to the 

Freneh request (see 
Page 3, Februery 11 issue of Current Economic Developments) 
that two studics be made of steel removels program, one with 
the Saar annexed to France and the. other, under é@xisting con- 
ditions, that we support General Clay's position, i.e. determi- 
nation of steel capzcity for Germany should be made only on 
the basis of.existing frontiers. The Department realizes, 
however, that this answer is not altogether satisfactory. We 

‘ are inclined to believe that if the question of Germany's 
western boundary is not settled the French block on central 
administration will be firmly extended to the eatire repa-= 
ration procedure, 








“le are suggesting thet General Clay point out to the 
French thet: (1) separation of the Saar from Germany will in- 
volve not only different determination of specific plants to 
be left in Germany under present egreed levels of industry 
but also changes in the levels of industries themselves; end 
(2) proceeding on the basis of present frontiers will be 
valuable regardless of the ultime te disposition of boundary 
problems. 


x* * * 


BRITISH FAVOR INTERNATIONAL ECONOMIC CONTROL As an alterna- 
OF RUHR BUT NOT ITS SEPARATION FROM THE REICH tive to the 

French pro- 
posals, (see Page 1, January 21 issue and Pege 15, November 19 
issue of Current Economic Developments) the British Foreign 
Office favors the international economic control of the Ruhr 
but not its separation from the Reich, either politically er 
economically, Their feeling is thet, in view of the pressure 
in the UK and US for demobilization, an indefinite period of 
occupation of the Ruhr by small forces with close economic 
control of Ruhr industries would give us maximum security et 
the least cost. While they tend to oppose political separa- 
tion of the Ruhr-Rhinelend they might agree to French reten- 
tion of bridgeheads, 
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BUDAPEST MISSION SUGGESTS REEXAMINATION Recent developments 
OF US SCONOMIC POLICY TOWARD OLICY TOWARD HUNGARY in Hungary have 
caused Minister 
Schoenfeld to question the wisdom of our current economic 
policy toward that country. He specifically suggests re- 
examination of our avowed policy of participating in the 
rehabilitation of Hungary only in cooperation with other 
powers and of providing help only if the USSR gives as- 
surance that it will not be offset by increasing Russian re- 
movals from Hungary. This policy, according to Schoenfeld, 
, allows the Soviets to exclude the US from Hungary by refusing 
; to provide the guarantees. ‘Coviet strategy appears to be to 
withhold collaboration with other governments in the economic 
rehabilitation of Hungary until the USSR has complete monopo- 
listic control of the economy. (See Page 3, December 21 
issue of Current Economic Developments). 





Meanwhile, the Communist minority in Hungary is wakirie 
effective use of. the argument that the western powers are 
not interested in Hungary's welfare. Schoenfeld believes 
that the success of the current Soviet negotiations to get 
monopolistic control of the ‘iungarian economy will depend 
in part on the degree of interest shown by the US in the 
near future. In that regard he suggests that we extend 
credit to Hungary. te feels that an announcerent that we 
are prepared to discuss credit terms for the procurement of 
surplus army properties would have an important bearing on 
the Soviet negotiations and would, moreover, enable 
Hungarians to procure supplies that are perhaps more urgently 
needed there than in any other country. 


Proposed Soviet-Hungariar Corporations Schoenfeld also 
feels that the US should make representations in Moscow and 
Budapest concerning the current negotiations for establishing 
Soviet-Hungarian corporations because the draft agreements 
either specify or imply monopolies in important Hungarian 
industries, (See Page 3, February 4 issue of Current 
Economic Developments). Current negotiations, which have so 
far been concerned with bauxite, oil, shipping and aviation, 
are designed to implement the economic collaboration agree- 
ment between Hungary and the USSR. When the US made repre- 
sentations on the economic collaboration agreement, 

Vishinsky replied that the agreement did not discriminate 
against third countries nor place any obstacles in the way 

of Hungary's economic relations with them. Schoenfeld points 
out that the proposed beuxite egreement would creat a Soviet 
controlled monopoly of Hungarv's most important natural re- 
source and would adversely affect both the development of 
trade relations between Hungary and third countries and 
Hungary's ability to meet her armistice obligations to 
nationals of the United Nations other than to the USSR. 


Hungarian Official Opposes Soviet Inc Industrial 
Participation It is reported that the Hungarian Minister of 
Industry has proposed to the Chief :of the Soviet Delegation 

now 
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CZECH LOAN NEGOTIATIONS WILL START SOON; The US has 
NATIONALIZATION PROBLE"S WILL 3! © CONSIDERED tentatively 

approved a 
$50 million Eximbank loan for Czechoslovakia and we hope 
to resume negotiations on this matter while seeking clari- 
fication on Czechoslovakia's economic and trade position 
and her plans for compensating foreign losses in the 
nationalization program, 





Status of Loan The National Advisory Council has 
approved the negotiation of a reconstruction loan of approxi- 
mately £50 million but no progress has been made in negoti- 
ations apparentiy because of leck of contact between the 
Czech Embassy and Prague. We have asked Ambassador Stein- 
hardt's advice on prompt initiation of negotiations by the 
Czech Government and have authorized him to discuss the 
subject informally with key officials. According to un- 
official information from Czech representatives now in this 
country it is expected that a Czech delegation will arrive in 
the US in about six or eight weeks to negotiate for the lcan. 


US “ill Want £ssurances Je will address a note to the 
Czech Government when negotiations are begun requesting as- 
surances on the following points: (1) due respect must be 
shown for the rights of US citizens in Czechoslovakia, and 
provision made for adequate and effective compensation to 
US owners of properties subject to nationalization; (2) a 
commitment to abstain from adopting measures of a long-térm 
character which would conflict with our Proposals for Ex- 





pansion of World Trade and Employment, pending Czechoslovakia's 


participation in the preliminary international conference; (3) 


agreement to make available to this Government full information 


concerning Czechoslovakia's international economic relations 
and commitments. ™e are particularly interested in the nature 
of such commitments toward the USSR. 


Compensation for Nationalized Industries The Department 
has asked for the Embassy's comments on the desirability of 
including in the note a provision for the establishment of 
a US-Czech Commission to determine the basis and nature of 
compensation for US owners of properties to be nationalized. 
On January 25 the Czech Foreign Office presented a note to 
the US Embassy concerning the nationalization of certain 
American-owned industries in that country. A summary of the 
note has been received by cable and is being studied in the 
Department but a reply will await receipt of the full text. 
The note asks for the Embassy's help in obtaining a complete 
list of concerns in which American interest exists and 
emphasizes that compensation to former owners for losses 
through nationalization is to be provided for without dis- 
crimination between Czech and foreign subjects. However, 
the note anticipates there may be a difference between cases 
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this year's end, and that exports to the US for scme_ . 
months are unlikely to increase sufficiently to earn. sub- 
stantial dollars. Under these circumstances, Caffery 
believes that a loan’ to France is in our national interest 
and should be weighed in terms: of political importancé. 
-"To refuse it or to chop it down to an unimportant sum... 
. will pull ‘out one of the last props of substance and of 
hope from those in France who want to see France remain an 
independent and democratic party," he states, ‘However, 
Ceffery makes it clear that he favors a realistic and com- 
prehensive settlement of unfinished business with the French 
in return for further dollar credits. 


Washington View On Leas We have given the Ambassador 
an outline of Washington thinking on the matter of credit 
to France indicating that (1) we believe it is impractical 
to approach Congress for a French credit along the lines of 
the British loan; (2) our view on French credit needs heave 
not been adversely affected by the change in the French 
Government as has been feared in some French quarters; (3) 
principal reliance for future reconstruction credits is 
pleced in the International Bank for Reconstruction and 
Development; (4) pending the organization of the Bank, 
France will have available the recently granted $550 million 
Eximbank loan; (5) we will explore the need for another 
Eximbank credit for this interim period and present indica- 
tions are that up to one:half billion dollars might be 
available, 





' We heve also indicated to the French that we hoped the 
discussions which began some months ago witn regard to double 
taxetion and equality of treatment for American property 
losses in France could be concluded at the earliest possible 
moment. Embassy Paris has been informed by the French that 
due to the appointment of a new French Finance Minister and 
current fiscal discussions, the French mission on double 
taxation and death duties will not be able to leave for 
Washington before the beginning of March, 


SECRET 
x * * 


US=TURKEY CONCLUDL AIR A standard bilateral air tre nepest 
TRANSPORT AGREEMENT agreement was signed February 12 
between the US and Turkey. US 
operators are granted full Fifth Freedom privileges, with 
right to commercial stops at both Ankara and Istanbul on the 
US to India route, A Turkish-British air transport agree- 
ment wes concluded on the same day. 


UNRESTRICTED 
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NAC MAKES STATEMENT ON-US A statement of the foreign loan 

FOREIGN LENDING PROGRAM program of the US will this week 

' be sent to the President by the 
National Advisory Council. The report stresses the need for 
credits for foreign reconstruction in the period before the 
International Bank begins operations. It recommencs an in- 
crease of $1.5 billion in the lending pever of the Eximbank, 
which would give the Bank a total lending power of $5 billion. 
It is the expectation that the British loan is the only one 

‘which will require Congressional approval, and that all other 
US Government loans will. be extended by the Eximbank,. 











The National Advisory Council (NAC) was established by 
Bretton “‘oods Agreement Act and consists of the Secretary of 
the Treasury as Cheirman, the Secretary of State,. the 
Secretary of Commerce, the Cheirman of the Board of Governors . 
of the Federal Reserve System, and the Chairman of the Board 
of Directors of the Eximbank, The NAC has the responsibility 
of recommending to the President the general policy to be 
followed by the United States representatives on the Inter- 
national Monetary Fund and the International Bank, and of 
coordinating the foreign lending and credit programs of 
different egencies of this Government, and of echieving 
maximum consistency between foreign lending operations of 
this Government and those of the Interneticnal Bank. 


international Bank The International Bank will be the 
principal agency to rake foreign loans for reconstruction and 
development which private capital cannot furnish on reasonable 
terms. It is expected that the Internetional Bank will begin 
lending operations in the latter half of 1946, With its 
present membership, the International Bank will be authorized 
to lend approximately %7,.5 billion and during the calendar 
year 1947 it is expected to assume the primary responsibility 
for meeting the world's international capital requirements 
that cannot be met by private investors. Pending the ef-. 
fective operation of the ™nternational Benk, it has been. 
the policy of the US to limit loans through the Eximbank for 
reconstruction and development to the imredicte, minimum needs 
of the borrower, | 


Congress Will Re Asked For /dditional Lending Authority 


For Eximbank Requests received by this government for 
foreign loans--mostly from war-devastated countries--have 





amounted to more than ‘20 billion, Pending the establish- ~ . 
ment of the International Brenk, the US can meet only ae small 

proportion of the needs for credits for reconstruction and ‘ 
development, The NAC hes concluded that the most urgent i 


foreign needs will involve negotiations for loan commitments 
by the Eximbank of cpproximetely $3.5 billion .from. January 
1946 through June 1947, exclusive of the British loan, This 
will necessitate asking Congress to increase the lending 
authority of the Bank by $1.5 billion, which NAC regards as 
a minimum figure, 





— , a British Loan 
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British Loan The NAC regards the proposed loan to 
Britain as an integral part of the foreign economic program 
of this Government. The report states that while the British 
loan requires. Congressional authorization it is a special 
case and that no other country is in a position to justify 
extension of this type of credit. ; 


 ° §ummary of Eximbank Credits In July 1945 Congress in- 
creased the lending power of the Eximbank tc $3.5 billion. 

At the end of 1945 fhe Bank had outstanding commitments of 
$1,560 million of which $1,040 million was committed in the 
last half of 1945, Of the amount committed in the last half 
of lest year $655 million was for-the purchase of goods 
originally included in the lend-lease programs of Felgiun, 
the Netherlands, and France; $165 million wes for the pur- 
chase of other goods and services necessary for the recon- 
struction of Belgium, Denmark, the Netherlands and Norway; 
$100 million was to:various European governments for the 
purchase of raw cotton; and $120 million was for specific ex- 
port and development. programs, mostly to Latin American coun- 
tries. 


| On January 1 of this year ‘the Eximbank hed unused lend- 
ing power of $1.9 billion in addition to which epproximately 
$50 million will be available during the fiscal year 1947 
from repayment of principal. An additional sum, which may 
reach $100 million, will be available from the cancellation 
of earlier commitments. 


Loan Program Is In Accord “ith Political and Economic 
Interests of the JS The NAC points out thet US loans are 


for economic reconstruction and development, They enable 
the borrowing countries to increase their own production, 

. relieve their foreign trade from excessive regulation, and 
expand their trade with us. Economic reconstruction fosters 
political stability, and political stcbility fosters peace. 
Tne program of foreign lending is essential to the realiza- 
tion of the main objective of the foreign economic policy of 
the US, which is to lay the economic foundations of the peace, 








* * * 


COMMONWEALTH AVIA. ION CONFERENCE Representatives of 
WILL BE HELD IN NEW. ZEALAND Australia, Canada, New 

. | Zealand and the UK will 
meet February 28 in New Zeeland to discuss plens for a joint 
company of the Empire countries concerned to run trans- 
Pacific air services between Australie and Canada vie the US. 
It is antictpated that the US proposals to Australia and New 
Zealand for bilateral air transport dgreements will also be 
discussed, _ “ 





* *« * 
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US AND UK WANT VOICE IN SALE Sweden has accepted bids for 
OF GERMAN SHIPS BY SWEDEN the sale of German vessels .__ 
which were under construction 
for Germany in Swedish shipyards, and has closed bidding as 
of February.6. Legation Stockholm understands that prospec- 
tive buyers include Swedish, Norwegian, French, Danish, 
Soviet, and Rumanian interests. British interests have pro- 
tested that the Ministry of Economic warfare did not know 
that definite arrangements had been made nor the closing date 
for submission of bids fixed. Embassy London suggests that ml 
we should support the UK's request for a six-weeks' extension 
in the bidding time. | | 


US and UK diplomatic representatives in Stockholm beiieve 
thev should have a right to participate in the selection of 
buyers and the determination of price. Swedish authorities 
hold that since the original contracts were broken, Swedish 
yards have full right of disposal provided that German in- 
stallments less disbursement charges are paid into blocked 
accounts. In order to expedite the sale of the vessels, 
Sweden has agreed to consult with the US and UK prior to 
making final decisions. This will satisfy Legation Stock- 
holm's requirements with regard to blacklisting and obtaining 
the best possible price, and is considered not prejudicial to 
any agreement which may be reached later in regard ‘to the 
overall question of German assets in Sweden, 


* * & 


UMEB ROCOMMENDS INTERIM SHIPPING The Executive Board of the 
COOPERATION FOR RELIEF CARGOES . United Maritime Authority 

: met:in London February 4 
ta ll and agreed unanimously to recommend to member govern- 
ments the creation of thé following agencies and functions: 
(1) A Contributory Nations Comrittee in Washington, with a 
Canadian Subcommittee in Montreal, to program relief and 
renabilitation cargoes from the US and Canada and to allocate 
voluntarily contributed tonnage for such cargoes; (2) A 
Coordinating and Review Committee in London, to consider 
UNRRA loading requirements in other areas and to recommend 
measures in the event that commercial channels fail to en- 
sure adequate tonnage; and (3) A United Maritime Consultative 
Council, to exchange information and make recommendations re- 
garding international shipping problems. ‘ 





If accepted by the member governments, these meesures ‘ 
will be in effect until October 31, 1946 unless unanimously 
terminated earlier, The first mectings will be held in May 
under chairmansnhips other than the US and UK. The US is to 
take the initiative in starting the new organization in the 
“estern Hemisphere and the UK in the Eastern Hemisphere. 





DECLASSIFIED FOR PUBLICATION IN FOREIGN | The 
RELATIONS OF THE UNITED STATES 





- ~ te Senne 8 ~ 











' 


| 


BEST COPY AVAILABLE 


The United Maritime Authority was established as an 
Agreement among the principal maritime Allies for an inter- 
national war-time shipping control organization during the 
transition period between the defeat of Germany and the end 
of the war with Japan. UMA came into existence after the 
surrender of Germany and ends March 2, The recommendations 
summarized above are intended to meet the need for a 
temporary arrangement to ensure ocean transportation space 
for the requirements of UNRRA and other relief and rehabili- 
tation cargoes. 


POLICY ESTABLISHED FOR DISPOSITION OF FLC Field Come 

SURPLUS AVIATION COMMUNICATIONS EQUIPMENT missioners have 
been informed 

that the “ear Department has authorized theater commanders 

to declare surplus certain AAF communications facilities-- 

communications, navigational aids and weather inst-llations 

complete with installed equipment. Continued operation of: 

this type of installation is in the US hational interest 

end it is hoped thet certain strategic installations can be 

transferred to foreign governments as operating installations. 


Transfer to foreign governments should include the pro- 
vision that the recipient country will assure continued 
service without any extra charge to any US military or civil 
eir operations authorized in thet area by separate agreement. 
Surplus Property ‘dministration reguletions do not allow 
transfer of these facilities solely in return for this type 
of concession, Any bulk transfers which are made for other 
considerations should, therefore, include specific provision 
for the recipient government to provide such concessions for 
any air navigation installation included in the bulk sale. 


* * * 
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This weekly publication ie designed 
to highlight developments in the economic 
divisions of the Department of State, and 
to indicate the economic problems which 
are currently receiving attention in the 
Department. It is suggested that copies 
be-retained on file, as reference will 
sometimes be made to previously reported 
items to avoid repetition. 


DOCUMENT SECURITY INSTRUCTIONS 


This document should be treated in accordance with 
current instructions regarding security measures for 
SECRET materiel. Extreme care should be exercised to 
avoid public or private discussion of the information 
herein with or in the presence or hearing of any person 
not authorized to have knowledge thereof. For general 
purpoees al) classified Foreign Service Officers and 
other responsible economic officers are authorized to 
have knowledge of the contents of this document, 
responsibility for the safekeeping of which will be 
assumed by each recipient thereof. It may be retained 
in protected files or, at the discretion of the recipient, 
destroyed by burning. If not personally disposed of by 
the recipient, he will assure himeelf that it ie burned 
in the manner prescribed for SECRET material. 
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US SUGCESTS TO USSR T’AT ECONOMIC- A note wes sent to the 


CREDIT NSGOTIATIONS BEGIN SCON Soviet Embassy February 2l 
aa ao ‘ proposing US-USSR credit 


negotiations should begin as soon as possible in Washingten. 
The Soviets made a recuest for a “1 billion Eximbenk credit 
lest August. In addition to credit, we suggest thet the 
negotiations should cover the following outstending economic 
issues: ; 


If 





(1) Claims of US nationals against the USSR; 


(2) Determination of concerted policies to be followed 
by the US and the USSR together with the UK, under the terms 
of the Crimea Agreement, in assisting the liberated peoples. 
of Europe to solve their economic problems by democratic 
means 5 3 


(3) Arrangerents to guarantee thet navigation on rivers 
of international concern should be free and open to all 
merbers of the United Netions; 


(4) Preliminary discussions of a comprehensive treaty 
of fricndship, commerce, cnd navigation, and egreement to 
enter into negotiations in the near future for the conc lusion 
of such a treety; 





(5) Arrangements to assure adequate protection of the 
interests of inventors and other holders of copyrights; 


(6) Methods of giving effect to the terms of Article VII 
of the Soviet Lend-Lecse Agreement; 


(7) General settlement of lend~lease obligetions; 
(8) Civil avietion matters of mutual interest; 


(9) Discussion of such other economic questions as are 
deemed by either government to be conducive to the attain- 
ment of the general aims of the negotiations as herein pro- 

ds posed. ' | 


In addition, the note ihvites the USSR to send observers 

to the March f meetings of the Boards of Governors of the 
International Bank end Fund at Wilmington Islend, Georgie, 

end informs them of our intention to introduce a resolution 

permitting the -dmission to membership in the Benk end Fund 

of those countries which participeted in the Bretton “oods 

Conference, but failed to sign before the Decer:ber 31, 19%). 

deadline, : | 
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SCHOENFELD AGAIN STRESSES NEED FOR Minister Schoenfeld, 
ACTION IN REHABILITATION OF HUNGARY in enalyzing the signi- 
| . | ficeance of economic 
developments during the first yeer of Soviet occupation of 
Hungary, comes to the conclusion that Soviet predominance ern’ 
be avoided only elong two lines: (a) unequivocal US effort 
to reach possible US-Soviet understandings with regard to 
eastern Europe, end (b) in anticipation of that eventual 
understanding, giving Hungariens all essistance consistent 
with American policy and which promises to foster efforts 
of the Hungarians themselves to maintain some semblance of 
political and economic eutonomy. 


Immedicte steps thet should be teken ard which are 
beyond the power of Hungerian euthorities are: (1) re- 
scheduling Hungary's foreign obligations, especially 
reparations, over longer period of yeers to accord with 
the country's present and prospective production capacity; 
(2) reducing and regularizing cleims mede on the country 
for provisioning the army of occupation; (3) providing 
foreign assistance in the form of transport raw matericls 
cnd equipment most urgently needed for r:sumption of pro- 
duction; and (4) importing sufficient food and medical sup- 
plies to provide urben population until next harvest with _. 
the minimum required for working cfficiency. 


Sovict Penetration Tactics During the psst months it 
hes scemed evident thet the USSR is not prepered to give 
Hungery rehabilitation assistance, and thet cpart from de- 
layed consent to UNRRA and other minor relicf, Sovict policy 
seeks to prevent such essistence from oth:r sources. This is 
exemplified by the Soviets stalemating US offcrs to cooperate 
with the UK and USSR in Hungarian reh-bilitation. 





Hungery's financicl deterioration is now proceeding at 
€ runewey pece. During the pest week the American dollcr 
increased from 800,000 to over 1,800,000 pengo and prices 
more than doubled. The time is rapidly epprosching when 
Hungaricn currency will ceese entirely to be acceptable cs 
a medium of exchenge. All cconomic activity will then stop 
except thet which can be transected one barter basis, The 
feeling of hopelessness in regard to the finencial situation 
by Yungarian leaders is a strong indication that the Hungaricns 
will accept Sovict economic proposels currently under negoti- 
etion. (See Page 3, Februcry 4 issuc cnd Page 9, February 18 
issue of Current Economic Developments.) Schoenfeld antici- 
pates a start of Soviet interest in rehabilitetion of “ungery 
just as soon as the Sovict cconomic penetration program is 
substcntially completed and no sooner. It will then be to 
Soviet intercst to revive Hungarian cconomy cnd we may expect 
Mescow to support a view thet Yungarian reconstruction reouires 
forcign capital end thet the US should provide canital for 
thet purpose. “ce will then be confronted with ¢ choice of 
cithcr essisting a bedly devestated area, knowing thet such 
assistance will primerily benefit tho USSR, or of decliming 
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. to render essistance with the knowledge that there is still 
enother aree to threaten world pezce. 





Soviets Mey Waive Reparations In Return For Contrel In 
Hungarian Industries Schoenfeld hes learned that the Sovicts 
ere proposing to cencel Hungarian reparation obligations in 
exchange for interests in companies producing goods for 
reperation eccount. He stetes thet more then 75 percent of 
» present Hungarian industriel production would fall into this 
category. 


Proposed Sovict-Hungarien Corporations The Hungarian 
Economic Council hcs cgreed to trensfer to the USSR sheres 
in Hungarian beuxite propertics which the Soviets claim to 
be German-owned through Gerran participation in the Beuxite 
Trust in Zurich. acquisition of these assets, which repre- 
sent 35 percent of Hungary's total bauxite resources, 
probably insures Hungarian ecceptence of the Sovict plen for 
a joint USSR-Yungerien beuxite compeny with a monopoly of 
the Hungarian beuxite eluminum industry, 











The US Legation hes been informed thet Hungarian | 
negotictors in the proposed eviation agreement have insisted 
on including a stipulation that foreign airlincs, including 
British, American end Dutch, will be able to use Yungarian 
éirports. The sare stipule tion is included in the proposed 
Hungariean-Sovict shipping cgrecement and vessels of any nation 
"ould have access to Hungery's Danubien ports. 


US _to Reouest Interim Air Rights in Hungary Legztion 
Hungery hes been unofficiclly informcd thet the Yungarian 
Government is cxtromely anxious to reccive a proposal for a 
civil aviation agreement from the US, to help them resist 
pressure to accept in toto the Sovict proposal for a joint 
Hungarian-Sovict aviation company. We heve informed 
Schoenfeld that this Government is not yet able to offer a 
bilcterel air transport agreement to Hungary which would 
grant reciprocal rights, pending conclusion of the peace 

. treaty and settlcment of the question whethcr and when ex- 
enemy countrics may engege in internation air services, 








We suggest thet Schoenfeld eddress the Hungerien Govern- 
ment along the following lin-s: (1) the US contempletes opere- 
ation of commercial services from the US to India via Central 
Europe and belicves inclusion of Budapest on the route would 
strengthen tics between US and Hungary cnd would contribute to 
the development of the Yungarian economy; (2) ™“c therefore re- 

—oucst the Yangarian Government to grant interim operating rights 
to the US including “ifth Freedom, end most-favored-nation 
troatment in all metters pvertaining to eirlinc opore tions; (3) 
the US Govery:"% will consider the nogotié tion of e reciprocal 
bilateral c1i wransport egreement with Yungery after the con- 
clusion of the peace treaty and et at to its terms, 
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US POLICY CONCERNING INTERNATIONAL The Department has 
PEGULATIO!N OF THE SHE _DASUES FORMULATED approved in principle 

. the following policy 
regarding taterns tions} regulation of the Danube River with 
the understanding that-no specifie instructions with regard 
to this policy will ve issued without Beview as the occasion 
recuires: 














(1) The US should support the re-establishment of the 
general principle of freedom of commerce and navigation on 
the Danube River in the satellite peace treaties, 


(2) The US should use this policy insofar as possible 
to promote the principles of freedom of comrerce and navi- 
gation in East-Central Europe end to support the political 
indepenience of the. peoples of this region, 


(3) The US should not seek permanent membership on a 
Danube Commission, but should state its position without 
prejudice to the Anglo-French ppsition, which rests on 
treaty rights to which the US is not a party, 


(4) The US should seek to implement this long-range 
policy end to support the comrercial interests of non- 
riparian tates in general through its position on the UN 
Economic ‘and Social Council and ‘through UN itself, 


(5) In addition to‘its long-term interests, the US 
should seek immediately on an ad hoc basis, freedom of navi-' 
gation on the Danube River, either through a temporary com- 
mission, or through US membership: on. the Allied Control 
Council, or through direct government- to-government négoti-~ 
ations, in view of its role as an | CoeURyENS power in Austria 
and Germany, 


The question whether the US should seek permanent repre- 
sentation on a Danube Commission arose as result of a recuest 
for instructions or this subject from the US delegation 
negotiating ‘the satellite peace treaties in London. Permanent 
US participation would involve the principle of non-riparian 
representation to which the USSR is opposed, and would also , 
conflict with traditional US policy, which has favored ri- 
parian representation on the international waterways of the 
“estern Hemisphere, The UK and France, however, have insisted 
on the principle of non-riparien representation. on the Danube 
on the basis of their treaty rights, 


While the traditional policy of the US precludes this 
Government in principle from supporting the /nglo-French posi- 
tion, the policy outlined above would neither prejudice the 
case of the ’K or France nor prevent the US from pleying a 
constructive role'in resolving the conflict. he primary 
interest of the US in the organization of a temporary 


commissien 
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commission at this time is, as an occupying power, ‘to 


promote the re-establishment of free navigation arid the 


orderly utilization of the Danube. The stated policy 
rests on the pricciple of freedom of commerce and naviga- 
tion and not on the permanent participation of the US in 
a Danube Commission. ¥ 7 


ALLIED COMMISSION ON GERMAN James W. Angell, American 





RSPARATION WILL DISBAND representative on the Allied 
Commission on German Reparation, 
reports that there is little likelihood that any major repa- 
ration problems will arise for many months which cannot be 
effectively handled by the Control Council. He agrees with 
views of the French and British members against abolishing 
the ACR on the grounds that the USSR would suspect ulterior 
motives and the ACR should be kept in existence on paper to 
deal with appropriate problems at some later date. He feels 
such problems as current production for reparatien versus 

the first-charge principle, or labor reparation may come up 
within the next three years which could best be salved by the 
ACR. With the completion of the Paris. Conference on Repara- 
tion and organization of the Inter-Allied Reparation Agency, 
the Angell delegation, which has been in Europe since last 
October, will disband, 





* * * 


GULDRIPLRTITE AGREEMENT REACHED ON GERMAN The Economic 














EXPORT -IMPCRT B/.LANCE OF THREE BILLION RM Directorate 

7 has agreed for 
the purposes of the reparation program that: (1) the value 
of exports from Germany shall be planned as 3 billion Ri! for 





. 1949 and thet sufficient industrial capacity shall be retained 


to produce goods to this value and cover the internal require- 
ments to Germany in accordance with the Potsdam Declaration; 
(2) approved imports shall not exceed 3 billion RM; (3) not 
more than 1,5 billion RM of the proceeds from exports shall 

be used to pay for imports of food and fodder, with the 
understanding that any portion of that sum not needed for 

food and fodder will be used to pay for externally incurred 


‘costs of occupation end external services such es transport, 


insurance, etc,.; and (4) the Food and Agriculture Committee 

is directed to prepare a program of requirements to echieve 

the maximum agricultural production in order to reach the 

pre-war ylelds by 1949 or as soon thereafter as possible 

— Germany in order to reduce required imports of 
ood, 
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Discussions of the exporteimport balance had made 
little vrogress due primarily to the differences in US 
and USSR estimates of food and fodder imports. The Soviet -. 
estimate was .6 billion RM and the US estimate 1.5 billion §- ; 
RM, The Russian overall balance, however, centained a figure > 
of .8 billion RM for cost of occupation and invisible imports. 
Neither the British nor the US estimates contained a similar 
item. Since the Russian overall figure totalled approximately 
3 billion Ri’, or slightly hisher than the US estimate of 2.78 
billion R™, the US delegate recommended the acceptance of the 
3 billion figure. He pointed out to the Russians that if their 
figure for food imports was sufficient, a balance could be 
struck allowing for the estimeted Russian cost of occupation 
and invisible imports. The Russian delegate accepted the 
compromise as refusal to do so would have indicated lack of 
confidence in the Russian estimate of needed food imports. 


The Department fears that the agreement may allow a. 
situation to arise in which the first cherge principle would 
be abandoned./lthough provision is made for externally in- 
curred occupation costs, no statement is made under point (3) 
as to payment for accrued import costs which by 1949 will 
have grown large and will be largely borne by the US. We 
will ask for further clarification in line with our concern 
over protection of the first charge principle, 


* * * 


UK_ GOVERNMENT WARNS The UK Minister of Fuel and Power 
PUBLIC OF COAL CRISIS Shinwell, bearing in mind the 
| criticism levelled against the 

- Government for failure to forewarn the country of the im- ! 
pending food crisis, has taken steps to inform the public of 
the critical coal situation in Britain, The production drive 
he initiated to make up some of the deficit which existed 
when the Labor Government came into office has been a failure. 
While he promised that there would be no further cut in sup- 
plies of household coal, the Minister stated that uhless pro- 
duction increases immediately by 250,000 tons weekly, some 
factories will have to stop operations and the UK will be in 
a "very dangerous position" within two months. 





Manpower shortage and lack of lebor discipline were 

ramed by Shinwell as the two major causes of the difficulty, 

The former he regarded as less serious than the latter es a 

program of labor recruitment appears to.be getting results, 

He criticized the miners for slackness,~absenteeism, and : 

lateness, The Embassy agrees with the Minister's view thet . 
_ labor discipline requires immediate action, and is less 

optimistic than he about the manpower shortage problem, 


| a 
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SPECIFIC LOANS APPROVED FOR CHIN: BUT }AJOR Credits to 




















‘ CRESITS WILL A™ATT T WAP P SETTLE! ENT NEGOTIATI( TONS China The 
Board of 


Directors of the: Eximbank lest week approved in principle 

a credit-to China of ‘ 32,300,000 for ships, railroad equip- 
ment, and power plant units, No announcement will be made 
until final action is taken. The credit will enable China 
to buy certain available coastwise and river ships, railway 
repair materials and ten power plant units. 


On January 18 the Bank announced but has not yet con- 
summated a ‘$33 million line of credit to assist in financing 
the export of raw cotton to China through private channels 
in the US. This would be sufficient to provide for the ship- 
ment of 275,000 to 300,000 bales of cotton to speed reconver- 
sion toa peacetime basis by permitting cotton cloth manu- 
facture on a larger scale than was possible with existing 
supplies of raw cotton in China. 


Any major progrem of financial assistance to China will 
be postponed until such time as political end economic develop- 
ments provide a more adequate basis for decision. Last fall 
when Soong wes in Washington he asked for a “560 million 
credit. General Marshall has been fully informed of the 
history of loan conversations and any future action will be 
besed on his recomendations, 


The National Advisory Council (NAC) lest January re- 
solved that a commitment for a substantial credit to the 
Chinese should not be made prior to satisfactory action by 
that Government with regard to: (a) the prompt negotiation 
of a treaty of commerce end nevigation: (b) acceptable 
ection concerning foreign exchange; and (c) steps toward 
stabilization of Chinese currency, including ellocation of 
sufficient foreign exchange resources for this purpose. 

The NAC also indicated that the timing end amount of credit 
would relate to the character of Chinese actions on com- 
mercial policy of a non-discriminatory character, satisfactary 
stevs with regard to foreign companies operating in China, 
and satisfactory progress in settling war obligations. 


War Settlement Negotiations Vill Be Next In answer to 
the Department's : suggestion that war settlement negotiations 
proceed promptly (See Page 10, January 28 issue of Current 
Economic Developments) General ! farshall has indicated that 
he is in agreement, but suggests that our conclusions await 
definitive recommeridations besed on the process of meetings 
of the Central Executive Committees of the leading Chinese 
parties, scheduled to meet early in March, The negotiaticns 
will be held in “eshington. T.V. Soong hes agreed to accept 
the principle of offsetting Chinese otligations on the pur- 
chase of surplus property against US Army and Nevy obligations. 


Treaty of 
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Treaty of Friendship, Com-erce end Favigation Last 
i.pril a draft treaty wes presented to the Chinese by the US ‘ 
end the Chinese subseouently prepared a counter draft. Pre- 
liminary discussions in Chungking between US and Chinese 
‘officials were completed on these drafts last week and the 
Embessy hes submitted an analysis to essist in evalucting 
the Chinese proposals, © ; 








Throughout-the negotiations the Chinese have shown con- 
cern (a) to evoid any conflicts whetever with their existing ‘ 
lews, (b) to avoid commitments to-give American rights which 
would later be sought by other foreigners, and (c) to retain 
for China a large measure of freedom in plenning her own 
economic life. ; 


To eccept some of the provisions in the US draft, which 
tne Chinese excluded from theirs, will apperently require re- 
vision of some of the Chinese lews which are not entirely 
compatible with modern conditions. The law on some of the 
subjects involved is in e state of transition. With regard 
to much of it there is uncertainty as to source of authority, 
inedecucte opportunity for foreigners to know what the law 
is, end inedequate opportunity to challenge the velidity of 
the enactments. While there cre few differences between the 
two governments on the comiercial end nevigation articles, 
there are still unresolved difficulties with respect to 
other parts of the proposed treety. 


SECRET 
, x kk 


JAPANESE: GOVERNUENT TAKES The Japanese Government has issued 
STEPS TO COMBAT INFLATION two emergency ordinances freezing 
: bank deposits end providing for 
forged food collections from the farmers, In an accompanying 
‘statement the Government gave details of its long-range plan 
to.cut living costs. 50 percent and stated that further steps 
will be taken to combat inflation. The Government plan to ob- 
tain food now being hoarded by the farmers provides for ration- 
ing of fertilizer deliveries to farmers according to the amount 
of food they deliver under a quota system. fuel oil supplies 
for fishermen will also be dependent upon their turning over 
their catch, The program for currency controls includes out- 
lewing the present currency after March 2; prohibition of any 
single person from a salary of more than 800 yen a month and 
‘the head of a five-person family of more than 1,100 yen a 
“month; and prohibition of business from withdrawing funds for 
repair anc reconstruction unless it can be proved that maversase 
and labor are available at euthorized prices, . 


UNRESTRICTED 
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WORLD. FOOD CRISIS IS Cabinet Committee Proposals é 

STILL OF MAJOR CONCERN Cabinet committee, consisting of 

Secretaries Anderson and Wallace 
and fssistant Secretary Clayton acting for Secretary Byrnes, 
has presented proposals to the President designed to insure 
the availability of six million tons of wheat for export 
from the US. Measures previously announced (See Page 4, Feb.18 
and Page 1, Feb 4 issues of Current Economic Developments) 

P were designea to provide six million tons but /griculture 
reports that it now appears these measures will yield only 
five million tons, The new proposals provide for additional 
domestic control and better coordination of transportation 
facilities. 








Impact of World Wheat Situation on Occupaticn Policies 
The Department has been greatly concerned over tne impact of 
the wheat ‘situation on US occupation policies. Providing the 
US is only able to export 5 million tons of wheat in the first 
half of 1946, one proposed division of the 5 million tons 
reveals that world supplies covld only be balanced by severe 
cuts in the liberated areas program and by limiting shipments 
to Gerrany to 700,000 tons and to Japan to 900,000 tons. Im- 
ports at this level wovld permit the non-farm populations in 
these countries a daily average intake of 1100 calories in 
Germany and 600 calories in Jepan, In the case of Germany _ 
this would mean a reduction of 40 percent in present caloric 
intake. , 





The Department fears that the starva..cn certain to 
come under such levels of feeding will deiteat a major ob-=- 
jective of US occupation policy which is to foster the growth 
of democratic political life and institutions. In addition 
we mey expect widespread starvetion in Germany and Japan (1) 
to delay the rehabilitation of the economies in those coun- 
tries and thus increase the strain on the resources of this 
country; (2) to upset present demobilization plans; (3) to 
cut and possibly eliminate Germen cnd Jepanese contribution 
to the economic revivel in the liberated countries; end (4) 
to subject the US to criticism at home and abroed. 


EECE To Hold Food Conference Invitations heave been for- 
warded by the Chairman of the Emergency Economic Committee for 
Europe to Ministers of EECE countries, including Secretary . 
Anderson; also to the Food and /griculture Organization, the 
Combined Feod Board, UNRRA, end the control authorities of 
the occupied countries for a meeting /pril 3 to consider 
European food problems, The objectives of the meeting are: 

: (1) to consider action which could be taken during the balance 
of the 1945-46 cereal year to maximize the quantity of wheat 
end coarse grains for human consumption and when necessary to 
restrict consumption by livestock; (2) to consider any further 
cction which might be taken immedictely to increase production 


of 
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of grain-and related crops in the 1946 harvest with par- 


ticular reference to cultivation end harvest requisites 


end to the farm labor situation; (3) to give general con- 
sideration to the probable situation efter the next harvest 

in order to provide guidance for decisions which must be 

mede immediately affecting the 1946-47 consumption year cnd 

the 1946 autumn planting program; (4) to obtein the views 

of delegetes concerning commodities and meterials for which 

some form of international mechinery for determining-re-... P 
cuirements and planning distribution should be maintained, 

cnd (5) to develop recommendations and suggestions which 

might be of value in connection with the later F/.0 conference. 


While the Food and Agriculture Organization is planning 
€ conference to consider the world food crisis and the 
measures which may be taken, Fi/.0 agreed that an earlier 
regionelized meeting by EECE would not be a duplication of 
objective, 


UNRRA Supply Committee lakes Endorsements UNRRA's full 
Committee on Supplies hes accepted the report of a special 
subcommittee which was set up to study the situation that 
UNRRA recipient countries are receiving - much smaller pro- 
portion of their rcouisitions of wheat, rice, fats and oils 
then are non-UNRRA countries, including neutrels. 








The subcommittee recommended that (1) the Combined Food 
Boards consider the advisability of putting wheat back under 
formal allocation; (2) supplying nations be asked to make 
every. effort to increase cvailcble oucntities; and (3) — 
priorities for the recuirements of UNRRA countries should be 
established which would be consistent with the needs of 
other United Nations cand the responsibilities of the occupy- 
ing countries towerd the ex-enemy nations. The recommendc- 
tions heve been sent in a report of the Director General to 
the United Nations Orgcnizeation enc to the supplying governe- 
ments, | 


Wheat Locding Priority The US Interstate Commerce Com- 
mission hes issued ean order to the netion's reilrords to give 
preference to londing of railrocd cars with vheat cand other 
foodstuffs destined for export. The order was cffective | 
February 21 and expires June 30. In addition to wheat, corn, 
mcat and other essential foodstuffs, priority is also given 
to seeds for relief programs cbrorcd, 


Black Market "heat From Tangier The Spanish Ministry 
of Industry end Commerce hes expressed concern to Embassy 
Nedrid over the continving .crriveal in the free port of 
Cediz of wheat, eithcr from Tengier or directly from the 
US, end later sale in Spain at black market prices. The 
Spenish have asked US cnd' UK Embassy help in solving the 
problem, for while they urgently need the wheat, they 
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went -it to cnter through reguler channels, In view of the 
prcsent world short:ge of wheat, Embassy Madrid agreog with 
the Spanish Ministry thet controls over the export and re- 
export of wheet and flour to Tangicr should be poinst2 tuted 


to prevent diversion, 


The ‘British tceke © serious view of this situation and 

fecl: thet immedicte drestic action to stop further diversion 
is werrented. While the British -grec thet adequate con- 

trol should be exercised et the importing end they doubt 
thet these measures would vield much results particularly 
since no preventive cction at Cadiz scoms possible because 
the British Consul cannot control coastal shipping by ships 
nevicerts, The British fcel that wheat, flour for Tangicr 
should be returned to individuel s30qnee. 


P Winent Urgcs /ttcntion To Reaue est For Food For Indic 

. &Ambessador inant hes rade a plea for. attention to the 

_. desperate food needs of India. Te fea rs that our pre- 
occupation vith problems of European rolicl, end the fact 
thet UNRRA exists ss a vehicle for helping “uropean coun- 
tries may lead to inedecucte consideration of India's claims, 
“Mudaliar of India, he scys, made the most poverful appeal 
in the debate in the General issembly on.the whect and rice 
resolution, and plzns to come to the US soon to discuss the 
possibility of obtaining food supplies here for India, 
“inant says Mudalicr hes beon cxtraordinarily helpful to 
the US in the work of the “conomic and Social Council and 
should be given every opportunity to present his case, 








Nuc 4PPROVES CREDIT The National Advisory Council hes 
TO_TEE PET ERLNDS approved an Eximbenk credit of not 
more then “50 million to The 
Netherlends and recommends thet the Rank make every effort 
to enlist the participetion of private capital of st least 
an equal smount. 
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STL.TE E:T OM FUTURE RUBBER The Interagency Policy Committee 

POLICY SUBMITIED TO S'YDER oon Rubber, established last 
September under the chairmanship 

of Mr. Batt, has presented its report on future rubber policy 


to Reconversion Director Snyder, , . 











‘ 


Interim Policy Calls For Continued Control The short- 
run r~econrendations of the report call. for: (1) continued high- 
level operation of the synthetic industry, (2) continued inter- ‘ 
national allocation of natural rubber for eaouitable distri- 
bution, (3) maintenance in operation or standby of all but 
least efficient plants until ample supply of natural rubber 
is assured, (4) increased US stocks of natural rubber so that 
adecuate supplies will be available to support higher natural 
rubber consumption and safeguard national interests, (5) ex- 
tension of authority over rubber under the Second War Powers 
act to allow government allocation of natural rubber among 
manufacturers and control of end product specifications while 
the shortage of natural continues, (6) increase in the content 
of natural in civilian products consistent with receipts and 
increasing inventory of natural, (7) allotment of small 
amounts of natural to manufactvrers to experiment with best 
matural-synthetic proportions in any product, (8) continued 
government ownership and operation of plants until they are 
cequired by private interests, (9) continued government- 
sponsored broad research programs and government encourage- 
ment of: privately-financed research, and (10) establishment 
of a national rubber supervisory body representing all egencies 
having rubber responsibility to review problems continuously 
and recommend national policy to the President and Congress. 








Long-Term Policy Endorses Use Of Synthetic For the long- 
run the report recommends: (1) maintenance of production and 
use of synthetic, regardless of cost, to meet one-third of 
domestic recuirements, excluding specialities, and use of 
most efficient existing facilities, (2) method of assuring 
use to be determined later but iegislation né¢essary to pro- 
vide minimum government interference, maximum vcrivate enter- 
prise, (3) a major objective to be privete ownership and 
operation of the synthetic industry, (4) government to main- 
tain in standby efficient cepacity exceeding the minimum 
(including one alcohol butadiene). No government operation 
after the shortege except in national rubber emergency. (5) 
Broed government and private research on auality and cost, 
(6) government stretegic stockpile to be accumulated ex- 
clusively for emergency use except for rotation, separate 
from commercial stocks. No figure is nemed in the report 
but Mr. Bett is privately recommending 600,000 tons, 








Future Report will Deal with Plants and Research A 
leter supplemental report will discuss (1) the means of as- 
suring use of the recommended synthetic capacity, (2) re- 
search and devclopment (including petent cuestions), (3) 
plent disposal, and (4) composition and functions of the 
national rubber supervisory body, 
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UNRRA PROBLE'S Austrian Supply Problem To Be “Assumed By 
LRE Si’) .R1IZeD ## UNRRA UNRRA is scheduled to assume supply 
responsibilities for /ustria, and UNRRA 
Washington has instructed UNRRA Austria to take up the ar- 
rangements With the ACC. UNRRA proposes to assume responsi- 
bility for loading supplies 'arch 1 and for distribution in 
Austria on April 1. The British are expected to press for 
UNRRA assumption of distribution and financial responsibility 
by March 1. ‘Je do not object, provided UNRRA can work out 
satisfactory distribution arrangements and sign an agreement 
with the Austrian Government prior to that date. 





General Clark and Il'r. Erhardt share the concern of the 
Departrent that ACC food item of “41 million in the proposed 
UNRRA program of {70 million for /ustria is inadequate. 








US_ Opposes UNRRA Dollar Peyment For German Transport 
Services The UX, USSR and Frence hold that Germen rail and 
handling costs of UNRRA supplies cerried from a German port 
of debarkation to the Czech end Polish borders represent an 
export of German services and shovld be paid for by UNRRA in 
US dollars. “'e believe that these should be considered oc- 
cupation costs to be berne by Germany because (1) UNRRA suv-- 
plies are destined for use in countries devastated by Germany: 
(2) if UNRRA pays dollars for such services, a corresponding 
. amount of dollars will not be available for UNRRA to purchase 

supplies needed by the devastated countries; and (3) it seems 
likely that the differential between funds made available to 
UNRRA and the percentage of dollars which would be received 
back for Gerran transport costs by each of the four powers 
would operate to the finencial gain of the UK, USSR, and 
France, : 





UNO UNRRA Committee and UNRRA Council To Convene UNRRA 
will hold its Fourth Council Yeeting in itlantic City March 15. 
The UNO Committee on UNRRA will convene there simultaneously. 





Central Committee To Study Congressional Stipulations 
The Department representative on the UNRRA Central Committee 


will present resolutions at the next meeting, embodying the 
recommendations of Congress which were written into the UNRRA 
authorization and appropriation acts of lest December. These 
stipulations concern making available to the Administration 
trade and barter agreements; supplying Administration person- 
nel with all necessary facilities, credentials, documents and 
safe conduct to carry out UNRRA objectives; and retention of 
title to motor-transport equipment. 





Tie “er Department h-s instructed its representative on 
ACC iustria to hold in ebeyance further attempts to obtain 
Soviet ecceptances to these principles through the CC, It 
is believed thet ection through the UNRRA Central Committee 
will plece the question et high governmental level, covering 
ell recipient countries. 
Lest 
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Last Januery notes were sent to the countries re- ‘ 
ceiving UNRRA aid informing them of the Congressional ection. 
(See Page 9, January 14 issue of Curren Economic Developments). 
Embassy Praha reports thet requests: for texts: of trade and 
barter agreements: between Czechoslovakie and other countries 
has béén refused on. the grounds ae consent of. other signa- 
tories would be required. 


Denmark Makes UNRRA Gontet tation . Denmark hes ante an ’ 
offer to UNRRA of 10 thousand horses. and 5 million kroner of 
fish, with a total value of 25 million kroner,’ in. response to 
UNRRA's reou¢gst for a Danish contribution. 


Program in Greece -UNRRA informed the Greek Government 
that it hed to assume responsibility for financing end pro- 
curing cll petroleum, oil, lubricants, coal end coke reouire- 
ments, The current UNRRA food target in Greece is to sup- 
plement indigencous food to provide a 2300 calorie diet for 
the first quarter of 1946, However transport and other diffi- 
culties ere bringing the evercge down to cbout 1700 calories, 
UNRR/. expects to be forced to reduce the second quarter dis- 
tribution to e point where only 1400 calories per person will 
be the daily everege, 








UNRRA fid to Philippine Rehabilit: tion To Be Studied The 
High Commissioner of the Philippines has indicated in informal 
discussions that the presently cuthorized.emergency UNRRA pro- 
gram for tne Philippines is sufficient to take care of the 
needs for free relief distribution to the indigent. The re- 
mceining problem involves the rehabilitation of public utili- 
ties, agriculture and industry. 4 study will be meade to 
determine to whet extent UNRRA can assist in this problem and 
whether alternative. methods of finencing are available, 





UNRRA Program for italy Protested At a meeting of the 
UNRR/. Committee of the Council for Europe the Yugoslav, 
Soviet, Ukraine, and Byelorussian delegates complained thet 
the Ita vlicn prograr is compcratively too large, and thet 
under existing UNRRA resolutions Italy should not be treated 
on the same basis as United Nations but that..the United 
Nations should be given priority. “ resolution was pzssed 
requesting the Administration to call the attention of the 
Director-General to the discussion on the question of how 
the prograr proposed for Itsly as compared with the liberseted . 
creas is reconciled with existing UNRRA Council resolutions. 
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TURKEY SUB) ITS PL..N FOR On October 2, 1945 the Turkish . 
DEVELOPMENT/.L CREDIT imbessador in the US presented 

e note to the Secretary of State 
indicating that Turkey hed decided to undertake a "thorough 
ond scientific plan of industrialization". To obtain the 
necessary equipment Turkey was anxious to secure a credit 
of $500 million. "“e suggested that the Turkish Government. 
mcke aveilable its development plans and data on the 
materials and cquipment which might be required from the US. 
We stated, however, that the US desired mutually profitable 
economic and commercial developments with Turkey on the basis 
of multilateral trade cgreements. ‘Ye also pointed out that 
the amount of credit wes probebly larger than could be granted 
in view of other urgent demands upon the limited funds of the 
Eximbenk, 


On February 6, 1946 the turkish Embessy presented to 
the Chairman of the Board of the “ximbsnk an "Explanatory 
Statement Concerning a Credit of ‘500 “illion", which in- 
cluded plens for development in industry, transportetion, 
agriculture, public health, etc. 


The Bank informed Turkey that immediate consideration 
would be given to its request and that - preliminary opinion 
could probebly be given in several weeks, In connection with 
this request for credit the substentiel Turkish gold holdings 
end their use in finencing developments will be considered, 





The Bank approved last September a reouest by the 
“estinghouse International Electric Company for a Turkish 
eredit of $3,060,000 for financing materials for modernizing 
Turkish airports, 
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This weekly publication is designed 
to highlight developments in the economic 
divisions of the Department of State, and 
to indicate the economic problems which 
are currently receiving attention in the 
Department. It is suggested that copies 
be-retained on file, as reference will 
sometimes be made to previously reported 
items to avo‘d repetition. . 


DOCUMENT SECURITY INSTRUCTIONS 


This document should be treated in accordance with 
current instructions regarding security measures for 
SECRET materiel. Extreme care should be exercised to 
avoid public or private discussion of the information 
herein with or in the presence or hearing of any person 
not authorized to have knowledge thereof. For general 
purpoees al) classified Foreign Service Officers and 
Other responsible economic officers are authorized to 
have knowledge of the contents of this document, 
responsibility for the safekeeping of which will be 
assumed by each recipient thereof. It may be retained 
in protected files or, at the discretion of the recipient, “y 
destroyed by burning. If not personally disposed of by 
the recipient, he will aseure himeelf that it ie burned 
in the manner prescribed for SECRET material. 
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AUSTRIA WILL BECOME RUSSIA SATE: LITE In 2 summery of the 
If PRESENT SOVIET POLICIES ARe REALIZED conflicting aims of 
cea the USSR end the US 
in Austria, Erhardt states thet if present Sovict policies 
towards 4ustria cre realized, Austria will have more the 
character of « dependent Soviet satcllite then of a free and 
independent democracy, Erhardt belicves thet Austria's f*"re 
depends iargcly on -ction takcn between the Governments af- 
fceting: (1) the nature of ultimate scttlement of ex-German 
assets; (2) the success or failure of an carly reduction of 
Soviet occupating forces and occupation costs; (3) the ex- 
tcnt «nd pettern of Sovict penctretion into the Austrian 
economy and its rclationships with Danubicn countries cnd 
ecstcrn Europcen countrics. 





In pointing up the basically different points-of-view 
of the USSR end the US vis-a-vis iustric, Erhardt cites thet 
wien the Moscow Declaretion is brought up western members 
only nention the part cbout freedom cnd independence of 
4ustria snd the Soviets only mention the part about the 
responsibility of Austria for participation in the war on 
the side of Hitlcrite Germany. Moreover, as far as Soviet 
instruction and basic policy <ppear to be concerned, a free 
end indtpendent Austria is not necessarily preferable to a 
Austria dependent upon the USSR. The initicl phase of Com- 
mission work went comparatively smoothly, according to 
Erhardt, because there wes a feirly broad area of agreement 
on policies of denazification, demilitarization and separation 
from Germeny and because of favorable Soviet attitude towards 
the Renner Government. The new phese, however, reveals the 
fundamental policy differenecs, The western membcrs' policy 
ccolls for reconstruction, rehebilitation, currency stabi- 
lization and the promotion of foreign and domestic trade, 
In these ficlds thc Soviet ettitude is cpathetic except where 
it is eithcr directly cpposed or directly interested, es for 
exemple in the incidental flow of resources from western 
zones into the eastcrn zone depleted by the Soviets. 
Erhardt points out that the Sovicts remember thet Austrians 
fought at Stalingrei und ean in all honesty see no reeson 
why the Austrian standard of living shovld exceed with 
&llicd help thet of the Sovict Union, 


During rccent months the following action on the part 
of the Sovicts in Council Executive Commission mcetings have 
set the pettcrn of the USSR policy. They have refused to 
agree to resolutions to: (1) invite the ECITO to establish 
offices in Vienne; (2) order the Transport Division to study 
the necd for nevigation on the Danube within sustric; (3) 
permit Austrian transport officiels to attend the international 
reilway confercnecs in Paris end Bern; (4) invite the trade 
mission from {CC Bcrlin to discuss emergency trede between 
Austrie,cnd Germany; (5) ¢effcet US Congressional stipulations 
regarding UNRRA appropriations; (6) consider data prepared for 
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the Council of Foreign Ministers on availability of food 
supplies from Hungary, Rumanic and Bulgaria; and (7) with- 
hold seizures of the Danube Stesmship Company (DDSG) assets 
pending discussion in the Council. Companies like the latter, 
the Creditanstalt, and the oil industry which are subject to 
seizure under the "Russian interpretation of the Potsdem Agree- 
ment, constitute the core of Austrian ecconoric life, 


s 





“Declaring, thet time is on the side of the Soviets, 
Erhardt stcetes that economic disruption in Austria due to 
such policies as present stranguletion on imports and inter- 
zonel moverents, may not be displezsing to the USS& as @ 
mecns of meking more pliable a people who ‘vowed overwhelmingly 
against communism. 


US INTEREST IN HUNGARY EVINCED BY RECENT ACTIONS; US Grants 
SOVIETS STIEL PRESSING FOR INDUSTRIAL AGREEMENTS Surplus 
Propert 








Crecit to Yungary On Fet vary 21 decision was made to. grant 
Hungary a credit of £10 million, payable over thirty years at 
2-3/8 percent for the purchase of surplus property. This was 
in line with Schoenfeld's recommendation as reported on Page 9 
of the February 18 issue of Current Economic Developments. 
Although the Hungerian press end public reaction to the credit 
hes been STUSISO NSS the pelitical effect has been somewhet 
tempered by a Communist whispcring campaign minimizing its 
importance, ‘The theme of the Communist-inspired rumors is 
thet Hungary was forced to renounce all interest in Hungarian 
displaced property in Austria and Germany in exchange for the 
loan. Predomins t opinion, how-ver, remains that this credit — 
marks renewed US - interest in Hungerien affairs, The Prime 
Minister hss presented a personal note to Schocnfeld stating 
that the credit signifies "extremely great" assistance in 
Hungary's grave economic situction. 





Thc Department wishes to avoid a situation where initial 
overecnthusinsm concerning the surplus arrangement will give 
way to disappointment end result in eventual dinamage to 
Amcricen prestige. “We have asked Schoenfeld to point out 
thet the’crcdit is not * "losn" end does not represent a2 com-: 
mitment by the US that surplus property in the amount of 
#10 million can be made available to Hungary. The arrange- 
ment is thet if the surplus property wanted by Hungary is ‘ 
available end egreement on conditions is reached, FLC will 
meke every effort to place it et Hungary's disposal. 






US isks Tripartite iction in Hungerizcn Rehabilitation A 
communication has been prepared and will given to the Soviet 
Government urging concerted ection by the US, USSR and UK 


representatives 
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representatives of the ACC- in devising ea constructive pro- 
gam looking toward the rehabilitation of Hungary. In ac- 
cordance with the agreements reached st the Crimea Confer- 
ence, the US feels that the economic life of any defeated 
country should not be. subject to exploitation of one of the 
victor powers to the detriment of the internal economy of _ 
the country end the aims of the United Nations in general. 
The note urges concerted action in the iCC prior to March 15. 
The history of Hungary's disintegration, the interest of the 
US, and the ineffectiveness of previous suggestions in fCC’ 
are ull set forth in the note. 


Hungariens To Be Offered JS Cotton Legation Budapest 
hes been asked to find out whether Hungary would be interested 
in discussing an offer " 5,0CO tons of US cotton, payment to 
be mede in textiles man tured therefrom. The cotton would 
be supplicd by the US ae oy be Credit Corporation through the 
US Commercial Compery end textiles would be handled through 
USCC,- Hungary might turn over as much of the manufactured 
textiles. as desired for USCC marketing above the ouantity 
needed to pay for the rew cotton. Doller proceeds eccruing 
from the sale of textiles ebove the n-eded <nount could be 
ercdited to Hungary, - thus giving Hungury sone nuch nocdod 
forcign «xchange,. 








. ACC approvel of the scheme will be necessary, 2s well 
es assurance of safc transit for the cotton and tcxtiles. 
Mr, Szasz, the cconomic adviser with the Hungarian Legation, 
called ¢ at. the Stcte Department March 1 and expressed on behalf 
of his Government great interest in the proposal. He was told 
that the plan would be formally proposed to the Hungsrian 
Government if Minister Schocnfcld approved, 


In September two us cotton firms turned down a similar 
barter proposcl made by Hungarian cotton mill representativ::s 
to the effect that the US compenics supply the Hungarian .... 
textile industry with 30,000 bales of US cotton in return 
for textiles manufactured therefrom or other available 
unger te an commodities, . 


Proposed Soviet-HYungarian Corporstions The Hungarian © 
Minister of Finenee hes informed Schocnfeld that the Sovict- 


Hungartan civil aviation and Danube shipping agreements.are 
ncoring completion. He said that the US request for landing 
privileges in Hungary strengthened the Prime Minister's hand 
in resisting the exclusive character of the -viation corpoe 
retion, it Hungarian insistence the present dreft of the 
agreement provides that Hungery will grant landing rights to 
third governments on reasonable terms, No agreement is now 
in sight on Sovict proposals to crecte jointly owncd bauxite 


and 
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end oil corporations, Schoenfeld has received a note from 

the Hungarian Government to the effect that Hungary will give 
favorabie consideration to US proposals for landing rights P 
and is willing to open technical negotiations. The Hungarian 

note points out that during the Soviet military occupation of 
Hungary the Government is "in no position to dispose freely 

in matters connected with eirports, eir routes and navigation 
facilities" and requests thet the US secure from Moscow and , 
through the /.CC freedom for Hungary to make its decision on 

this matter, Schoenfeld recommends that we assert our in- 

terests both in Moscow and through i.CC Hungary. 


Soviet Shipments Under Trade Agreement Suspended The 


Hungarians heve been edvised that Soviet shipments to Hungary 
under last summer's trade agreement were suspended as of 
February 27 beceuse of alleged non-compliance with Hungaricen 
obligations under thet ‘greement, The Hungarian Prime 
Minister mede another desperate appeal to Voroshilov to per- 
mit issuance of one million pengo note currency es the 
benks had insufficient currency to meet demands and business 
was peralyzed. While the Finence Minister interpreted this 

cs additional intense pressure by the Soviets to force through 
the pending industrial agreements, Schoenfeld believes it may 
be unrelated to that issue. On February 2& Voroshilov author- 
ized the issuance of one million pengo denomination currency, 





At a press conference February 27 the Prime Minister 
seid that the Soviet attitude toward Hungary hed cooled during . 
the past ten deys and implied that .the change was due in part 
to the pro-i/.nglo Sexon slant of the Hungarien press. He said 
it was regretteble in view of the importcnt economic ouestions < 
now under discussion with the USSR and suggested that the 
press avoid anything which might further irritate the Soviets. 





* * * 


A&I GENERAL HODGE'S SUGGSSTION DEP/.RT MENT The Department 
“ILL uNNOUNCE CONSIDERATION OF KOREAN LO..N is releasing a 

| statement thet 
we are considering giving financial sssistance to the newly 
organized Korean Government in response to General Hodge's 
Suggestion that an announcement of < loan to Korea would 
have a favorable effect on the Korean situation. To provide 
the necessary information on the methods by which the US can 
assist Korea to develop « strong and independent economy, 
free from Japanese influence, the Department has sent 

Mr. Gordon Strong of the Office of Financial end Development 
Policy to Korea where he is serving with Mr. ‘rthur Bunce, - 
the Economic and igriculturel ‘dviser to Generel Hodge. 
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US CUTLINES ITS VIEWS Ol DISPOSITION OF JAPANESE The Depart- 
EXTERNAL ASSETS TO LONDON, i.0SCOY AND GHUNGKING ment has in- 
formed 
Embassies London, !ti:oscow and Chungking about this Government's 
views on the disposition of Japanese external assets so that 
the Embassies may explore informally the views of the respec- 
tive British, Soviet and Chinese Governments on this subject. 
Our general policy statement for submittal to the Far Eastern 
Comrission is now being prepared. Department thinking is 
along the following lines: (1) title to all Japanese-owned 
property in countries at war with Japan and invaded and oc- . 
cupied by the Japanese shall be taken by the country in which 
such. property is physically located with its value charged 
against that country's reparation claim; (2) countries actively 
engaged in the war with Japan but not occupied or invaded by 
Japan shall keep Japanese assets within their territory up to 
the value of the reparation claims approved for them by the 
Reparation Commission, but if there are additional assets they 
shell be mede eveilable for general allocation; (3) countries 
et war with Jepan but not active participants shell make Jap 
« Ssets within their territory evaileble for disposition by the 
Reparation Commission: (4) essets of the Japanese in neutral 
countries shall all be made availeble for distribution to meet 
claims of countries that were at war with Jepan; and (5) 
Jepanese property in Xorea, or its equivalent value, shall be 
turned over to the Joint Commission in trust for the Korean 
people and the future government of Korea, in order to assist 
Korea in becoming economicelly indevendent of Japan. 

















Japenese Excernel Assets In }anchurie and ‘orea The 
problem of cisposition of Japanese external ‘assets ‘in Man- 
churia and Korea is of imzsediate importance due, in the case 
of Manchuria, to the romovels of Japanese property by the 
Soviets, and in Korea to the desire o* US military authori- 
ties to dispose of Jabanese-owned farmlands to-Koreans: as 
rapidly <s possible, In “Manchuria the Soviets are reported 
to be meking removals of Japanese property end to be bar-“ain- 
ing with the Chinese for perticipation in Jenenese invest- 
ments in Manchuria, The letter hes more significance in 
view of the fect that Je pene se investment in Manchuria wes 
for the most confined to heavy vrimery industries such as _. 
railroed, mines, port installations end blest furnaces vhich 
cannot be removed economically, Light industry in the form 
of mechine tools which not only is removeble but evidently 
hes elready been removed, represents a smell proportion of 
totel Japanese investment in the area, According to news- 
pe per reports discussions h-ve reopened in Chungking on the 
cuestion of Russian participation in l’eanchnurien industry. 








General Yodge has proposed the immediate disposition of 
some 875,000 acres of South_Koreen fa rmlend formerly J-pcnese- 
owned, now vested by military fovernmcnt. ‘n order to improve 
rural fe rm conditions in en aren where tenency exceeds 50%, he 
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meade the following proposals: (1) the land be sold only to 
fermers who now work lend, with preference to tenants now 
on the lend; (2) the size of farms sold be limitcd to an . 
area capeble of sustaining one farm family; (3) credit be 

provided with long-term loans at low interest; (4) the title 

trensfer be controlled to prevent the lend from reverting to 
lendlords with large holdings; and (5) the program should be > 
opereted by Korean personnel with advice and essistance from ‘ 
“ilitery Government. The military authorities feel that a 
constructive program along the lines indicated would be a 
zood counter to Russian lend reforrs, 


In response the “State-War-Nevy Coordinating Committee 
hes authorized military authorities in Korea to transfer 
Japanese farmland, urban residences and small business 
holdings. General Hodge has been instructed to announce 
availability of property for sale conditioned upon eventual 
confirmation by the Korean Provisional Government in par- 
ticipation with the Joint Commission, It is contemplated 
that the US members of the Joint Commission will not authorize 
finel approval of such sales until agreement has been obtained 
from our Allies on disposition of such property and until the 
Japenese Government divests its nationals of property. in Korea, 
if the Fer Eastern Commission feels such a procedure is neces- 
sary. S'YNCC also recommends that all salés be screened to pre- 
vent cloaking transactions and transfers to undesirable persons, 


* *« * 





GENER/.L M.CLRTHUR BELIFVES FEC COULD C/.RRY OUT General Mac- 

FUNCTIONS OF INTER-/.LLIED REP/.RTION GOMMISSION i/rthur has . 
: informed the 

Ver Department, that he believes the Far Eastern Commission 

(FEC) can edequately perform the functions of the proposed 

Reparation Co;mission. (See Page 4, January 7 issue of Cur- r 

rent Economic Developments) “hile approving the proposed 

terms of reference insofar 2s they concerned relations between 

allied responsibility to fix reparation policy and his 

responsibility for execution, Mecirthur declares the cumber- 

some and top-heavy method of supervision and control of Jepan 

would be further increased by a separately constituted Inter- 

fllied “eparation Commission for Jcpan. The Department is ° 

considering, as an answer to SC/.P's criticism of an imdependent 

Commission, recommending setting up a committee of FEC to 

hendle reparation problems, Within the framework of FEC 

economic policy the committee would be delegated the euthority 

to ect independently, however, so'that its decisions would not 

heve to cleer through the Fer Eestern Commission, | 

















Sf 


* * * 
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SW'CC_APFROVES RESTITUTION The State-“ar-Nevy Coordinating 
TO EX-ENE?"Y COUNTRIES Committee hss approved the resti- 

tution of property from Germany 
cnd Austria to Italy, Hungery, Rumenia, end Finland, end from 
uermany to Austrie, with certain cuclificeations, Goods this 
Government has defined cs restitutible are: works of art and 
other cultural objects, machinery, equipment and other goods 
&s livestock and valuables, excluding gold securities ani 
foreign currencies. Except for art objects the cleiment must 
be able to prove the objects were removed through on act of 
force during the respective periods the countries were sub- 
jected to Germen militcry occupetion, Restitution of trens- 
port equipment may be deferred ct the discretion. of the 
Supreme Commenders of the US Zones in Germany and Austria if 
it is needed for redeployment, reperction removals, minimum 
German and Austrian requirements or for purposes assigned it 
by the European Central Iniend Transport Organization, Finelly, 
restitution of any item mey be deferred if it is considered by 
the Supreme Comrenders of the US Zones in Germany or Austria 
to be cssenticzl to the minimum requirements of the economy cf 
either country, 








US policy is besed on the belief thet the cbove resti- 
tuticn procedures will: (1) nullify the Germen cttempt to en- 
rich Germeny at the expense of Italy, Hungary, Austria, Rumric, 
cnd Finland; (2) preserve our general restitution policy; (3) 
reduce the prospective US burden in support of the rehebilitc- 
tion of Italy, Hungary, Austria, Rum:nia cnd Finland to the ex- 
tent thet restitution of economic resources occurs. 


FRENCH TO.CALL EIG FOUR COKFERD: CE ON According to French 
QUESTION OF WESTER! GER: iN FRONTIER - newspaper reports, the 
French are expected to 
propose a conference of the fovr occupying powers to settle 
the question of Gerrany's western frontier end centralized ed- 
ministrations, The French proposals reportedly include interim 
procedures for setting up central edministrations. The interim 
procedures, proposed by Bidault, represent e compromise from his 
original stand and is said to be his "lest effort to try to 
formulate a mutually satisfactory compromise." It involves the 
creation of "ministerial departments in Germany whose euthority 
would extend over ell former German territory." The French 
liken their plan to the formula for administrative control 
edopted by the Russians in their zone, where Russian repre- 
sentatives hold strategic positions in all the ministries, 
The plan also calls for an Inter-Allied Commission, es a kind 
of extension of the Control Council, to make policy decisions, 
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The French Government is split on the cuestion of 
separation of the Ruir-Rhinelend and establishment of 
central administrations, sccording to Caffery. The 
Socialists ars apparently willing to reach <« satisfactory. 
agreement with us particulerly since they feel this may heve 
an affect upon the success of the Blum mission in obtaining 
substantial credits. Bidault, however, who has been pri- 
marily responsible for French policy with respect to Germany 
up to now, declares thet he will resign if eny further steps 
ere taken to compromise his position. He would base his 
resignation on Socielist ebandonment of legitimate French 
security cims. Caffery does not feel that we should press 
our position on central edministrations any further beccuse 
a split in the coalition government would certainly widen 
the breach between the MRP and the Socialists and be capi- 
talized on by the Communists, Finally, Ceffery fears thet 
elements in France hostile to the US would play up a disso- 
lution of the coalition as dircet intervention by the US in. 
French internal effairs, 


QUZSTION OF CENTRALIZED CONTROL The guestion of establish- 
OF FOOD IN GERMANY RAISED IN ACC ment of central adminis- 

) tration wes raised in the 
Control Council last week cs e result of a discussion on the 
seriousness of the food situation. The French member re- 
ported serious food shortages had developed in their zone 
Similer to those in the British zone cand s7gested thet the 
four occupying povers menifest solidcrity in the face of the 
critical situation. <“e suggested ti. t uniform food rationing 
ond pooling of reserve stocks be ndanted end the entire oues- 
tion be discussed by the Coordinsting Committec. Generel Clay 
seid the American delegation stood for uniform retion sehedules 
end a centralized food distribution syste7, “e recommended 
that the Coordinating Committee might simultcneously discuss 
the constitution of a central agricultural agency to cffecet 
the desired uniformity end distribution. The Russian member 
proposed that the Coordineting Committec be instructed to 
consider practical measures for the increase of general inter- 
zoncel trade and the reduction of zoncl berriers, | After the 
meeting General Cley remarked to the French member thet es oc 
practical matter he did not see how uniform retions end country- 
wide distribution. of food could be obtcined eases through tne 
machinery of a national agricultural agency, 


£ team of experts 
is being: sent to 

? Germany by the Wer 
Department to mcke a survey of inflationery conditions, The 
group which is to be headed by Reymond Goldsmith and Gerhard 
Colm, is to work under the direct supervision of General Clay 
and will report their findings to him, 
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BRITISH ARE CONCERNED ABOUT The delay in ratification 
CONGRESSIONAL APPROVAL OF LOAN of the Anglo-American 
financial agreement and 
unfavorable US comment has resulted in increasing British 
‘ concern over the possibility of rejection by Congress, and 
preoccupation with alternatives in the event the loan should 
fall through. The decline in Britain's gold and dollar re- 
serves in the past few months has been marl:ed by reductions 
in certain food rations. At the sare time it is reelized 
that fundarental measures to check tlie decline cannot be 
adopted so long as ratification of the financial agreement 
is a possibility. From official comment it would seem likely, 
ho.ever, that e continued drain on Britain's foreign exchange 
reserves will be followed before long by further restrictions 
on imports, including cuts in the importation of films, 
tobacco, oil, and an almost complete ban on foreign travel. 











The Chancellor of the Exchange has stated, moreover, 
that if the agreement is rejected by Congress the United 
Kingdom would have to withdraw from the International 
Monetary Fund in order to conserve gold reserves. A British 
Comnonvealth economic conference will be held in London to 
discuss the question of Imperial preferences sometime prior 
to the International Trade Conference, It is felt in Fritish 
cuarters that this economic conference could provide the 
mechinery for the consideration of alternative arrangenents 
within the sterling area in the event the financial agree- 
ment has not been ratified by that time, 





Tne Banking and Currency Committee of the Senate begins 
its hearings “arch 5 on the proposed British credit. 








* * * 
MEBTING OF INTERN.ATTOMA aL Final errenge: ints ere being 
BLYK AND FUND OPEN: ...“H @ mede for the Incugur’ 1 “Meeting 
of the :» rds of Governors of 


the Internationcl1 Fund and Bank which Opens in Savannah, 
Georgia, on March &, Forty-‘ive countries are expected "to 
pe~ticipate by sending governors, alternate governors, 
advisers or observers. 


It is proposed thet the governor who represents the 
US will act as temporary chairman. The tentative agenda 
includes tne appointment of committees on the following: 
(a) membership; (b) selection of e site for the principal 
offices; (c) remuneration of the Executive Directors and the 
selary and contract of service of the “‘eneging Directors; 
and (d) by-laws, 


The first committee report for the Board to consider 
will probably be that of the committee on membership. It 





| “er = is expected 
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is expected thet this com ittee will propose a cuvota for 
Denmerk es well as ¢ resolution for the admission of those 
countries who ‘participated in the l’retton Woods Conference, 
but who did not accept membership in the Fund and the Bank 
prior to the December 31 deadline. Quick action is hoped 
for from the com-ittee on membership in order that those 
countries which are prepared to accept membership may par- 
ticipate in the Saret meeting and in the first election of. 
Executive Directors. 


SECRET 


US EXTENDS SURPLUS A decision was made recently to. grant. 
PROPERTY CREDITS Hungary, Austria and Greece credits -y 

£10 million each for the purchase of. _ 
surplus property. The terms cell for payment over 30 years 
at 2-3/8 percent interest. Detailed agreements are being 
negotiated. 








Svria and Lebanon have received a credit of {5 million 
each for the purchase of surplus property. These credits 
are pee in ten semi-annual installments, interest at 
2-3/5 percent, first payments due June l, 1946, and June 1, 
1947, respectively. 


£ similar surplus. property credit has been extended 
to Turkey. The amount, however, is 10 million, payable in 
ten ennual installments, interest at 2-3/6 percent, with 
first payment June 1, 1947. This credit is to be used to 
purchase surplus proper ty outside of Turkey. For all sur- 
plus inside Turke*, cesh dollars shall be paid. 


SECRET 


FRENCH NEGOTIATIONS POSTPONED The Blum “ission, which 
UNTIL AFTER SAVANNA? “SETING - hed been expected to arrive 
in Washington the first of 
larch to start 'S-French financiel negotiations, has been 
postponed, according to word just received from Paris. The 
postponement was due to the ill health of Nr. Blum and to the 
fact that: the meeting of the International Fank and Fund will 
necessitete the presence of US financial negotietors in 
evanneh !arch 8 and for some little time therecfter. The 
French Government has reported that the deverture of its 
delegation has been postponed wntil the conclusion of the 
Sevenneh Conference, 


UNRESTRICTED 
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IMPORTANT ECONO:"IC_ ACTIONS TAKEN The Economic and Social 

BY ECOSOC AND UNO ARE REVIE‘VED Council will onen its next 
session in New York May 25, 

Among the important economic resolutions adopted at the first 

meeting of. ECOSOC ard by the UNO in London were the folloving: 





Relations of UNO and Yon-governmental Agencies During 
the final session of thé General Assembly, a resolution was 
edopted on the hotly contested ovestion of relations of 
UNO and non-governmental agencies, The. Soviet delegation had 
sought to secure an especially favored position for the Worlé 
Federation of Trade Unions, and this trend had been resisted 
‘by the US and other’ delegations, A US resolution was finelly 
adopted providing the Economic and Social Council should es- 
tablish consultative relationships with international non- 
governmental egencies such as the “FTU and the Internaticnal 
Cooperative Aliiance, and with national and regionsl organ- 
izations such as the American Federation of Labor. ECOSOC 
established a begotiating Committee on Speci: lized Agencies 
and a Committee on Non-Governmental Organizations. 





Refugee Problems. The General ‘ssembly likewise adonted 
the US delegation's anendment on the internationel relief 
of destitute persons and refugees, the essence of which 
was thet refugees who were not qui:lings or war criminals 
and who did not wish to return to their former countries, 
should not be compelled to do so and should become the 
concern of whatever international body may be recognized or 
established as the result of ECOSOC's examinetion of the re- 
fugee problem in all its aspects. To implement this resolution 
on refugees, ECOSOC estebdlished a Refugee Committee on wreich 
20 nations are represented and wrich will hold its first 
meeting in London April 8. 


Trade Conference Considering it essential to supplement 
cooperative economic measures already taken with further 
international measures dealing directly vith trade barriers, 
ECOSOC approved a resolution introduced by the US calling 
for an Internetional Trade Conference, end constituted 2 
Preparatory Committee to elaborate an annotated draft agends, 
ECOSOC suggested, as a basis of discussion for the Preparatory 
Committee, that the agenda include the following topics: 

(a) international agreement relating to the achievement and 
maintenance of high and stable levels of employment and 
economic activity; (b) international agreement relating to 
regulations, restrictions, and discriminations affecting 
international trade; (c) {international agreement relating 

to restrictive business practices; (d) irternational agreement 
releting to intergovernmental commodity arrangements; and 

(@) establishment of an international trade organization, 

as a specialized agency of the United Nations. 





The Preparatory Committee was asked to take account 
of special cenditions in countries here manufacturing is in 
its initial stages of development and problems of commodities 


subject to special difficulties of adjustsent in international 
Z hs . markets 
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embers appointed to the Preparstory Committee ore the 
representatives of Australia, Bclgium-Luxembourg, Brazil, 
Ceneda, Chine, Cuba, Czechoslovakia, France, Indie, the } 
Netherlends, ™.w Zealand, S-uth Africa, the USSR, US and 
UK, ell of which heave been invited by the US to a preliminery 
trade conference, and in addition, Chile, Norway and Lebanon, 


Health Conference Toward the close of the Economic and ‘ 
Social Council a resolution wes adopted providing for the 
celling of an Internetional Health Conference not later than 
June 20, 1946. A Technical Preparatory Committee to set the 
wheels in motion for this Conference will meet in Paris 
on March 15. Members of the Technical Preparatory Cormmittée 
ere cxperts from Belgium, Brazil, Chine, Canada, Egypt, 
Frence, Mexico, Norway, the UK, the US, Yugoslavia, India, 
Greece, Czechoslovakia, Poland and Argentina, The Inter- 
netionel Heelth Conference will consider the scope of, end 
the appropriate mechincry for, internetional action in the 
field of public health and the proposals for the establishncnt 
of a single international heelth orzanizetion of the United 
Netions, The Technical Preparatory Committee will prep-sre 
a draft annotated agenda and proposals for consideration 
of the conference and will report to the members of the 
United Nations and to the Council not later than Mey l, 


Commissions ECOSOC, in order to gct its subordin-te 
commissions into the process of orgenization, decided to set 
up "nuclear commissions" of not more than nine members to 
be composed of exnerts chosen from.a panel submitted by 
members of ECOSOC. Nuclear cormissions have béen established 
for the Commission on Euman Rights (including + Subcommission 
on omen), the Economic end Employment Cormission, the 
Stetisticel Commission, Temporary Trensport and Communicetions 
Commission, and the Temporary Social Comission. 





Ine Commission on Narcotic Drugs ws fully established, 
however, on the basis of rcepresentetives to be designated 
by fiftecn states. The purpose of the Commission is to: 
(2) essist the Council in exercising its powers of supervision 
over the application of internctionel conventions and egrce- 
ments dealing with narcotic drugs; (b) advise the Council 
on all questions of narcotic drug control end prerare any 
necessary draft international conventions; (c) continuc 
necessary functions of the League of Nations Advisory Cor- 
mittee on traffic in opium and other dangerous drugs; and 
(d) consider needed changes in the echinery for the inter- 
netional control of narcotic drugs end submit proposals thereon 
to the Council. .Members of the Narcotics Commission are 
representatives of the US, UK, USSP, China, France, Cenedr, 
Egypt, India, Iran, Nexico, the Netherlands, Peru, Poland, 
Turkey, and Yugoslavia, : 


The 
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The Economic and Employment Commission will assist 
the Council in "carrying out its responsibility under 
the Charter to promote higher standards of living, full 
employment, conditions of economic and social progress 
end development, and solutions of international economic 
problems," The Commission will advise ECOSOC on general 
economic questions, economic cuestions involving concerted 
ection by more than one specialized egency of ECOSOC, and. 
world economic problems w ich reruire attention, It "will 
also have the function of advising the Council on economic 
reconstruction of devastated areas and other urgent economic 
problems arising out of the wer promotion of world-wide 
full employment, and problems of economic development es- 
pecially those relating to under-developed. areas, It will 
establish subcommissions on Employment, on Belances of 
Payments, and on Economic Development. Further consideration 
is to be given to the possible desirability of a subcommission 
on ‘Reconstruction of Wer Devasteted Areas, 


The Commission on Human Rights is charged with assisting 

ECOSOC in its responsibility "to promote universal respect 

for and observance of, human rights and fundamental freedoms for 
all without distinction as to race, sex, language, or relizion," 
The functions of the commission including making recommend: tions 
and reports to the Council on "an international bill of rights 
and the pretection of minorities", Other functions touch upon 
such vital subjects as an international statement of civil 
liberties, and freedom of informetion. In Connection with 

this last. item the work of the Commission will be complciicntary 
to that of UNESCO, Subcommissions may of course be set up and, 
in fact, ECOSOC hes already esteblished 2 nuclear subcommission 


on Women, 


The Temporary Social Commission is expected to initiate a 
general review of existing internstional organizetions in the 
social field and, in addition, to note those problems not 
dealt with by existing organizations for inclusicn in its re- 
port end recommendations to ECOSOC as to what stevs should be 
taken in this field, While this Coumission is of a temporcry 
neture it will assume, on an intcrim besis, the work of the 
League of Nations in such ficlds es the traffic, in women and 
children and child welfare, this last being a subject of press- 
ing importance. It is expected that other activities carricd 
on by the League on such subjects as penology will also fall 
within the Commission's jurisdiction end that subsequent action 
by ECOSOC will further-define its functions, ) 


The Statisttenl] Commission will assist in the develovment 
of the central statistical service for the secretarizt and 
serve in an advisory capacity to both the members am the 


orgens 
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organis of UN, It will further assist "in the coordination 
of national st-tistics and the improvement of their 
comparability, as well as in coordinating the statistical 
activities of the various specialized agencies," 


The Temporary Transport end Communic:tions Commission 
will make a general review of the transport and communic-tions 
field with a view to making recommcndetions regarding intcr- 
netionel orgenization in this field, To this end, it will 
esteblish prelimin-ry contact with intergovcrmmental agencies 
in the transport end communicetions field and make recom- 
mendations-to ECOSOC es to what intergovernmental agencies 
to this field are cligible for relationships with UNO . 
under Article 57 of the Cherter and as to possible reletionships 
to be csteblished with other intcrgovcrnmental .gencies, 
including those of a regional cherecter. The Commission will 
elso report to ECOSOC on substantive problems in the 
transport and communicsctions field requiring immediate 
attcntion end adv*se ECOSOC on the disposition of the functions 
of the Communicetions and Transit Organization of the League 
of Netions. 


ECOSOC elso dcelered its intention of establishing = Fiscal 
Commission,. 2 Demographie Commission and « Coordinetion Com- 
‘mission at its next session, , | 


* * * 


VIE"S FORMULATED ON EX-ENEMY AND NEUTRAL The Department hes 
MEMBERSHIP IN TEMPORARY ECONO?.IC AGENCIES formulated its 
gencral view with 
respect to membership in the tcmporary economic agencies and 
in agencies like the Europecn Inlcnd Trensport Organization 
which, although not necessarily t:mporrry, are in their prescnt 
form designed to mect an emergency situation, The ow stion of 
membership of former enemy or neutral states should bk detcre- 
mined on the basis of practical results desired. The dJecpart- 
ment would generally favor full membership, regardless of non- 
membership in UNO, if the egencies can operate more efficiently 
with the full perticipetion of these states, ‘- However, if this 
would raise serious difficulties beceuse of factars such «s 
status in relation to the United Nations, or if it would be 
inconsistent with over-riding political or economic objcctivcs 
releting to thrt country, the Dcpartnment would favor working 
out the most effective possible reletionship short of full 
membership. Full finenciel contribution should generally not 
be required where full membership rights ere not given. fcrms 
of any proposed junior membership, as distinct from an nformel 
cooperetive arrengement, should be reported before agrcencnt 
is mede,. 





* * & 
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AGENDA PROPOSED FOR TOURTH The UNRRA Council will hold its 
SESSION Of UNRRA COUNCIL fourth session Merch 15 in 
Atlantic City, and will consider 
the report of the Director General covering the activities of 
the Administration for the past eight months. Representatives 
of member governments will heve an opportunity to discuss tie 
activities and the developments covered in the Director 
General's report. It is anticipated that detailed consider- 
ation will be given to the problems arising from the world- } 
wide wheat shortage. The size of the Italian program may meet 
strong- opvosition from those countries which have urged pri- 
ority to the United Nations countries in U)NRRA programming. 


| 


— 
J 

-_ 

-_ 





Displaced Persons Will Be Main Topic The agenda includes 
consideration of the authority of the Administretion with 
respect to displeced versons. The third session of the Council 
in August 1945 authorized UlNRRA to care for displaced persons 
of United Nations nationality in ex-enemy countries irrespective 
of whether the government of which such persons are netionels 
consent to such essistence. The euthority granted wes to be 
reviewed in six months and 2 subcommittee of the Central Com- 
mitteé is studying this question in preparetion for its re- 
view by the Council, 





The Council will probably consider the problem of con- 
tinued assistance to displsced persons who cennot or do not 
desire .to-be returned to their countries of former nationality 
or residence and who are ertitled to UNRR4A care for a temnorsry 
period. The time and conditions for terminating tniis period 
of temporary care, end the cuestion of whether arrangements 
should be meade for the trensfer of UNRRA responsibility to 
otner organizations will be discussed. 


The »roposed agenda includes considerction of the problem 
of extension of essistence to displeced versons loceted in 
United Netions territories wrich never were occupicd by the 
enemy. As now vrovided UNRRA can extend essistence in such 
territories only to "stateless' persons cnd netionals of the 
Unitec Nations. The cuestion will be discussed as to whether 
aut*ority can be extended to include all persons who heave 
been displaced by action of the enemy beccuse of rece, religion 
or cetivities in fevor of the United Na BELONG, making this grovp 
eligible for assistance on the same besis as other displcced 
persons for whom the /drinistration hes responsibility. 


Other Major ‘genda Iters The application of Albania 
for membersnip will be considered by ths Council, es well 
cs the request of the ‘ustrelian Governm>nt thet the Council 
enlarge the Centrel Committee to include fustralic, Brezil, 
and another European country. The Covncil is also expected 
to teke appropricte ection on the request of the UNO /ssembly 
for periodic reports on the work of UNRRA cand on the progress 
of recipient countries towerd econoric rericbilitction. Also 


included 
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included in the agenda is the cuestion of recommending to 
the governments signatory to the International Sanitary 
Conventions that these conventions, which are being ad- . 
ministered by UNRRA, continue in force until UNRRA responsi- 
bilities may be transferred to another oryani vation ‘or ‘until 
UNRRA ceeses operations, 


SECRET 


INTERI"' NORTH AV ERICA REGIONAL The second North Americen 
BROADCASTING AGREB'ENT IS SIGNED. Regional Broadcasting Con- 
ference concluded its 
three weeks' sessions in Washinzton February 25, with the : 
signing of an Interim Agreement by the following countries: 
Canada, Cuba, the Dominican Republic, the Behemas, Newfound- 

land, Mexico, and the US. The conference wes to consider 
problems related to standard band (long-wave) broedcasting 
-in the North American region, particularly as they are af- 
fected by the expiration on March 28, 1946, of the NARP 
i.greement of 1937, and the insistence of Cuba on additional 
facilities for broadcasting purposes. 


Since the complexity of the problem did not permit the 
negotiation of a new convention at this time, an Interim 
Agreement was designed to be in effect for three years, by 
which time it is hoped e new convention can be concluded, 
The Interim Agreement preserves the inter-American organ- . 
ization end provides for the applicetion of the terms of the. 
existing convention with certain modifications. In addition, 
an Engineering Committee composed of representatives from 
Cenede, Cuba, l'exico and the US has been esteblished end its 
mer bers will be permitted to visit <cnd test the transmission 
of new stations in the mémber countries end elso existing 
stations which may ‘be causing interference. 7 


UNRESTRICTED 
* * * 


M/RSHALL INDIC/.TES CHIN. IS RE/DY General larshall hes 

FOR MAJOR LOAN NEGOTIATIONS WITH US indiccted' thet actions 
of the Chinese Govern- 

ment, in the light of the President's December 16 statement 


of policy toward China, now justify our commencing negoti- 
etions for 2 .major lorn by the Eximbank to that Government. 
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DEPART! oNT "ILL NEGOTIATE: FOR The Air Coordinating 
FUTURE USE ; Or US SURPLUS AIRPORTS Committee (representing 

| the State, Wer, Navy and 
Comrerce Departments and the Civil Aeronautics Foard) has 
decided that State should endeavor to obtcein assurances from 
foreign governments that US civil aircraft will be permitted 
future use on e none—discriminatory basis of US surplus air- 
ports when these airports are returned to the foreign govern- 
ments in which they are located, with the understanding that 
the exercise of comrercizl traffic rights in such airports 
will be covered by intergovernmental eir transport agreements, 
All US diplomatic end consuler offices are being requested to 
cooperate with the Foreign Liquidation Commission in obtaining 
such assurances. (SECRET) . 





NORTH ATLANTIC AIR RCUTE SERVICE The North ftlantic Route 
CONFERENCE CONVENES "MARCH 4 ‘Service Conference is 

, van opening in Dublin “‘arch 4 
with representatives from Pelgium, Cenada, Denmark, France, 
Iceland, Ireland, Netherlends, Norway, Portugal, Spain, Sweden, 
Switzerland, the UK, end the US. (See Pege 10, January 7 issue 
of Current Economic Developments.) The conference will con- 
sider the applicction in the North Atlentic Area of the "Draft 
Internationel Standards end Recommended Practices" which have 
been approved by the Air Nevigation Committee of the Provi- 
sional Internetionel Civil Aviation Organization (PICAO) in 
the fields of communications, cir traffic control, landing 
arees and ground aids, search end rescue, and meterological 
protection of interne tional aeronautics, 








PICAO has approved plens for ten regionel route service 
orgenizations. In addition to the North Atlantic Area these 
are: European-l'editerrenecen, 'iddle Zest, South Eest Asia, 
South Pacific, Caribbean, South Atlentic, South Americe, 
Africa-Indian Ocean, and North Pecitic Areas. Conference 
dates and host countries have been decided for six-of the 
areas, and it is anticipeted that all ten will convene in 


1946 or 1947, (UNRESTRICTED) : 
a * 





PICAO INTERIM ASSE’ BLY The first meeting of the Interim 
WILL CONVENE IN “AY . Asserbly of the Provisional Inter- 
national Civil Avietion Orgenizetion 
(PICAO) will convene in Montreal “ey 21. The Interim Council 
has. decided to invite the 54 countries which were represented 
ht the Chicago Civil Aviation Conference, Scudi Arabic «nd the 
USSR which were invited but did not ettend the Chicago Confer- 
ence, the Ukraine end Byelorussian republics, end Argentine. 
The Assembly will review the activities of the Interim Council 
since its inception in August, 1945, and will consider the 
PICAO budget. (UNRESTRICTED) 














x* * * 
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PRESIDENT URGES VOLUNT..RY REDUGTION. OF FOOD it c White 


CONSUMPTION TO FEED WORLD'S STARVING MILLIONS House confer- 
. ence colied 
by President Truman for March 1 e group of 13 civic leaders 
undertook to map out c campaign to secure public support in 
the US for a voluntary program to reduce food consumption. 
This Famine Emergency Committee, with former President 
Hoover <¢s honorary chairman and Chester Devis, President of 
the St. Louis Federal Reserve Bank, as operating cheirman of 
the nation-wide food conservation campaign, is seeking @ 
vcluntary reduction of 25 percent in domestic consumption of 
wheat ond wheat products and substential conservation of food 
oil and fats. The Committee is now starting to interview 
representatives of the commercial food industry on ways and 
means of slashing waste, Ss. 








: Ceiling Prices on Grains Raised New ceiling prices, 
effective March 4, call for a 3-cent-a-bushel inecresse in 
wheat end corn; a 2=cent-a=-bushel rise in the price of oats; 
< 4ecent increase in berley, and a 9-cent per 100 pounds in- 
crease in grain sorghums, These increased ccilings are cx- 
pected to speed the movement of wheat and other grains from 
the farrs to the ports for shipment. 





Freight Cars To Be Pooled inother step to push the 
transport of wheat to ports wes taken by the Office of 
Defense Transportation, which hes arranged for e.pool of 
freight cars, Without regard to ownership these cars wiil 
be sent where they can do most to help the export of grain. 





Meat and Fats and Oils "xports To Be Increased Supplics 
of fats and vegctable oils allotted domestic manufecturcrs of 
shortening, salad and cooking oils will be reduced about 4,4 
percent beginning «.pril 1 to help mect forcign food commit- 
ments. igriculture hes st-ted thet quotas of these manu- 
fecturers will be maintained et &€ percent of the brse neriod 
rate of use. Since October these vsers heve been receiving « 
special additions1 ouote which is now being withdra:m to help 
meet the President's promise to export 375,000 tons of fats 
cnd oils this year, /gritulture hres also issued orders re= ° 
quiring fcderally-inspected slaughterers to sct cside larger 
portions of their output of meat for shipment cbroed..° * 


Executive Order "ill Be Issued If Voluntary Compeign 
Foils It was agreed at a recent Cebinct subcommittec mect- 


ing thet if cx-President Hoover's regu st for voluntary rce- 
duction of consumption in the US docs not produce imrcdiate 
results, an cxecutive order to restrict the use of wheat «nd 
wheat products in this country by 25 percent will be issued, 












Lrgentine Tekcs Steps in Food Urisis The /rgentine 
Government has made ©,000 tons of wheat avrilable to UMNRR. 
for immediate delivery, The “ar Shipping jdministration hrs 
indicated that there is no space eveileble for movement of 


this 
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this wheat now, and Embassy Bucnos .ires ‘5 esking assistance 
lest the wheat be allocated to other claimants. The Argentine 
representative at a wheat mecting here last week said that he 
had urgently recommended to his government that ‘rgentine send 
an emergency shipment of whcat to Brazil, The Brezilien 
Embassy in “lashington has recuested thet smergency shipments 
of wheat be made from the US to Prazil in March, to be de- 
ducted from Brazil's ¢ventvrl wheat all.zation. We are not 
making any commitments until we sec whether /rgentine acts 
favor:bly on the recommendation of its representative here. 
“e have suggested thot the Prezilians ask their Embassy in 
Buenos ..ires to press the irgentine Government to mect their 
needs, : 





The /rgentine Secretariat of Industry and Commerce 
through a press and radio release on February 15 made a 
public appeal to the people of frgentina to help the starv- 
ing peoples of Europe by abstaining from meet one day per 
week. Sinee the requcst was not backed by an officiel decree 
nor accompanied by persuasive documentation of European need, 
many observers, including the local British Ministry of Food 
office, cxpect the appeal to herve practically no effect, ex- 
cept among local socicl grouvs of Pritish leanings who have 
been advocating consumption restraints for some time. General 
public orgenizati ons heve so far not expressed their support 
of the appeal. While the Vovernment's request probably shows 
genuine concern by some officicls for the European food 
situation, Embcssy Buenos j.ires suspects that the underlying 
motive is ” probably to enhance the prestige of .rgentine in 
Combined Food Porrd and UNO circles, 


Fect-Finding Food Greup To Go To Japan .~s < result of 








inter-departmental differences over the nature of J’ panese 
food requirements, representatives of ..griculture end State 
will leave for Jepan on March 4 to inoguire into the food 
situation, 


The US h*s proposed that, 
b@rrixng unforescen develop- 
ments, September 1 should be 
the date for the opening of the preliminary trade mectings 
somewhere in the UK. This will give <n opportunity for 
thorough preparatory ‘vork end will also give the British 
time to prepare adeouate facilitics for the mcetings, 


The 
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The Department hres s1lso been considering the possi- 
bility of holding a short session of the Preparstory Com- 
mittee for « few days in June or July, possibly imcdietcly 
following the sccond session of the “conomic end Socicl — 
Council in New York. The main purpose of the m-cting would 
be to exehange ideas on preparations for, end appropriate 
procedures at, the Septomher mecting. It is hoped thet an 
earlier session would bring out gencral reactions to the 
Proposels and elso offset somewhat the loss in fceling of 
urgency and importance which would tend to result from the 
postpon- ment of the definitive negotiations, 


Certain Embsssy London officials fecl that exrly con- 
currence on the Proposals, with which only the British, the 
Cenecians and oursélves cre o far in agreement vould be 
desirable preperation for tre September meeting. They 
therefore sugg: st en earlier mecting in .pril, 


The members of the Preparetory Committce «as consti- 
tuted by ECOSOC include the US and. the fiftccn countries 
invited to the preliminary mecting end in addition Chile, 
Norway and Lebanon, ‘“hilc the USSK hes not accepted our 
invitation to the preliminary mecting, the Sovict repre- 
scntative participated in the ECOSOC discussion of the 
r-solution on the trade conference and voted for the 
resolution. Embessy London feels thet the Soviets would 
probably find it difficult to declins to participete in a 
discussion of principles if this is hendled by the Prep-arce 
tory Committee in carrying out its task rather then by a 
preliminary meeting called by the US. 
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This weekly publication is designed a 
to highlight developments in the economic 
divisions of the Department of State, and 
to indicate the economic problems which 
are currently receiving attention in the 
Department. It is suggested that copies 
be ‘retained on file, as reference will 
sometimes be made to previously reported 
items to avoid repetition. 


DOCUMENT SECURITY INSTRUCTIONS 


This document should be treated in accordance with 
current instructions regarding security measures for 
SECRET materiel. Extreme care should be exercised to 
avoid public or privete discussion of the information 
herein with or in the presence or hearing of any person 
not authorized to have knowledge thereof. For general ‘ 
purpnoees al) classified Foreign Service Officers and 
Other responsible economic officers are authorized to 
have knowledge of the contents of this document, 
responsibility for the safekeeping of which will be 
assumed by each recipient thereof. It may be retained 
in protected files or, at the discretion of the recipient, 
destroyed by burning. If not personally disposed of by 
the recipient, he will aseure himeelf that it ie burned 
in the manner prescribed for SECRET material. 
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VALHOST COUPLETE" AGREEMENT ON LEVEL OF GERMAN Subject to re- 
IP DUSTRY IS REACHED IN COORDINATING COMIITTEE view by French 
4 and British’ 

P Governments and excepting a minor difference on electric pover 
installed capacity, agreement was reached on the level of in- 
dustry to remain in Germany. The agreed figures, which will 
be referred to the Control Council, were besed upon the assump- 
tions that the German povulation would be 66.5 millions, that 
Germany would be treated as a single economic unit, and that 
German. exports would be accepted in international markets, 











Steel production capacity was set at 7.5 million tons of 
ingot steel and ellowable annual production at 5.8 million 
tons, subject to annual review. Yearly consumption, including 
exports, of products containing metals was fixed at the foliow- 
ing levels: copper ore, 40,000 tons; zinc, 135,000 tons; lead, 
120,000 tons; tin, 8,900 tons; and nickel, 1,750 tons, 


The agreement provides for the prohibition of production of 
arms, ammunition and implements of war, sea-going ships, and 
aircraft, and for the elimination of industrial capital ecuip- 
ment for the production of synthetic oil and gasoline; synthetic 
rubber; synthetic ammonia; ball and taper roller bearings; 
heavy machine tools of specified types; heavy tractors; specifie 
war chemicals and gases; radio transmitting equipment; primcryr- 
aluminum, magnesium, beryllium, and vanadirm produced from 
Thomas slags; radio active materials; and hydrogen peroxide 
above 50% strength. . Production faci ities for synthetic gas- 
Oline and oil, syrithetic ammonia, synthetic rubber, and ball 
and taper roller bearings will be temporarily retained to 
produce for domestic consumption until imports of these pro- 
ducts can be obtained and paid for, 





Annual production capacity of the basic chemicals, nitro- 
gen, phosphate, calcium carbide, sulphuric acid, and chlorine, 
was limited to 40% of the 1936 level. Production capacity for 
other chemicals was fixed at 70% of the 1936 level. 


For heavy engineering industries, heevy mining machinery 
material handling plants, and heavy power-equipment, the cap- 
acity level was set at 31% and for other mechanical engineering 
industries at 50% of 1938 capacity. Capacity will be retained 
to produce 40,000 passenger cars, 40,000 trucks, 4,000 light 

_ road tractors, 10,000 motorcycles with cylinder sizes between 
60 and 250 cubic centimeters, 30,000 freight cars, 1,340 passen- 
ger coaches, 400 luggage: vans, and 10,000 light agricultur-1 
tractors, Locomotive production capacity will be retained for 
repair only, to build up from existing stock a pool of 15,000 
locomotives in 1949, For agricultural machinery other than 
light tractors capacity is placed 80% of 1938 level. "Normal 
quantities" of spare parts for transport and agricultural 
machinery can be produced. 
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Unless further reduction is proposed, capacity will be... 
retained to produce precision instruments to the value of 
220,000,000 reichmarks for domestic use and 120,000,000 for 
exports, a total of 340,000,000 reichmarks (1936 value), 


Production of coal and potash are to be maximized, with 
hard coal production set at. 155,000,000 tons, 45,000,000 for 
export. Vee heed Noahs Caer s oe ee : 

Requirements for other products were set as follows: 
rubber, 50,000 tons; pulp paper and printing needs, 2,129,000 
tons, plus 400,000 for exports; textiles and clothing industries, 
665,000 tons.of fiber; boots and shoes, 113,000,000 pairs. 


The building industry will be subject only to the limite- 
tions of available resources and a licensing system. Existing 
capacity will be. reteined for building materials with the ex- 
ception of cement. No limitations except available resources 
were placed upon the furniture end wsodwork, flat. glass, bottle, 
domestic size ceramics, end bicycle industries. : 


a a 


VOROSHILOV TAKES INCREASINGLY Refuses _to Name Economic Inves- 
ACTIVE ROLE IN GARY tigation Committee Schoenfeld 

. : reports that eat an informal 
meeting with US and UK representatives on the Allied Control 
Commission, Voroshilov, Soviet Chairman, definitely declined to 
appoint an economic investigation committee. This was recommend- 
ed by the US some months ago. Voroshilov is said to have told 


General Key that the United State since it recenti anted 
Hungary a ten million dollar surplus credit, could nat be ser- 


aeeery concerned about eventual peperwent and hence could not 
consider the Hungerian economic situation excessively grave. 


Communications For Hungerian Negotiators feported As Sigtied 
By Voros ©) eek suggeste 


oenteld an a 
Oo Hungarian officicls that the Hungarian claim that “it is in 


no poss aoe to despose freely in matters connected with air 
routes due to military occupation" would seem to apply in equal 


force to eny request for pse of these facilities by. any fored gn 
government Or eirline. The Eungerian res;,onse was in answer to 
our reouest for US landing rights. The question was then raised 


as to whether the Hungarians’ can sign the proposed Soviet- 
Hungarian air agreement. The Foreign Minister replied that 


"th atus. t it.c from , 
a sinsts RPP ba Covssnment whereas negotictions for impleventa- 
tion of Soviet-Hungarian economic collaboretion pact are corcuct- 


ed in.the name of the principal allies." ke further stated, 


and his statement has been confirmed by the Prime Minister 
in strict confidence, that communications for Eungarian nego- 


tiators are signed by Voroshilov as chairman of ACC Hungary 
and therefore are being negotiated in the name of the principel 





x * * 
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FU ATHER REPRESENTATIONS MADE..TO- Q@W-ON BASIS OF Roth the 
CHINESE 4£:°D SOVIET REPLIES O CUR eases INCUIRY Chinese 
and the 
Russians have now replied to our note. of Heheeery 9 in which 
we expressed concern over reports. of Chinese-Soviet negoti- 
ations on the disposition and control of industrial enter- 
prises in Manchuria. The negotiations have revealed funda- 
mental differences in Soviet interpretation of war booty and 
the interpretation generally accepted by international law. 














Russian Explanation On Manchurian Negotiations Molotov 
has made the following. response in a letter to Embassy loscow: 
(1) The negotiations between the Soviet and Chinese Govern- 
ments on the former Japanese industrial enterprises in Man- 
churia concern the creation of Chinese-Soviet stock companies 
for the exploitation of a portion of the enterprises, which 
served the needs of the Japanese Kwantung Army, and which, in 
consequence, constitute trophies of the Red Army which smashed 
the Japanese Kwantung Army; (2) since this is a question of 
war booty the Soviets do not consider this a problem of Japanese 
reparations;.and (3) the creation of the above mentioned Chinese- 
Soviet stock companies do not imply the.establishment of exclu- 
sive Chinese-Soviet control over all industrial esteblishments 
in Manchuria, Since only a portion of Jepenese enterprises ‘s 
being transferred to the administration.of the Chinese-Soviet 
stock compdnies, the negotiations ars not discriminatory with 
respect to kmericans, and do not cor.stitute a violation of the 
Open Door. 








Kennan comments that Molotov defines war boc.y and implies 
that the USSR is the sole judge of what property. ¢omes. under 
this category. He states thet this position is in conflict 
with our proposals with respect to Japanese external assets, 
which have not, as yet, been communicated to the Soviets. 
Kennan also points out that Molotov suoted him incorrectly 
in referring to an assertion that creation of Chinese-Soviet 
companies ‘could lead to the establishment of exclusive Chinese- 
Soviet control over all industrial establishments in ?’anchuria. 


Chinese Say They Cannot Agree To The Russian Proposals in 
reply to our note, the Chinese have said that since they cannot 
aceept the Soviet definition of war booty.they have had some 
difficulty in reaching agreement with the Soviets on the fund- 
mentals involved. The Soviets have proposed to hand over to 
China a part of the Jap enterprises which the Soviet Govern- 
ment regards as war booty and tooperate jointly such enter- 
prises as specified coal mines, power plants, iron and steel 
industries, chemical industries and cement industries. The 
Chinese have not felt they could agree to this latter pro- 
posal as it is contrary to Chinese policy with respect to 
J¢panese external assets in China and because it goes beyond 
the Sino-Soviet agreements of August 14, 1945. 








Te 
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“e Concur In Stand Taken By Chinese The Department 
has asked Embassy Moscow to inform the USSR that, as a 

major participant in the Japanese war: (1) We cannot 

recognize any final disposition of Japanese external assets 

either by the Soviet Government or by agreement between the . 
Soviet. and Chinese Governments without our prior approval; 

(2) Ye believe that the discussions on Japanese external 

assets should only take place after the Chinese Government 

has been able to resume administrative control over Manchuria 
end the governments and individuels of other nations concerned 
are'also in a position to discuss with the Chinese Government 
industrial development in Manchuria. Only in this way do we 
feel the principles. of the Open Door and equality of opportunity 
can be preserved; (3) In answer to the Soviet note this Govern- 
ment feels that the Soviet note substentiated our concern but 
did not invalidate the position taken by this Government; (4) 

Ve regard.as unprecedented and inequitable the Soviet conten- 
tion that enterprises in Manchuria which served the needs of 

the Japanese Army constitute trophies of the Red irmy; and (5) 
Our views on the disposition. of Japanese property, (i.e. that 
title to all Jap-owned property in countries at war with Japan 
and invaded or occupied by the Japanese shrill be taken by the 
country in which such property is physically located with its 
value charged against that country's reparation claim) have 
already been made known to the Soviet Government. (See Page 5, 
March 4 issue of Current Economic Developments). 


JSSR PROTESTS FAILURE TO MEET REPARATION In notes to the 
SCHEDULE, PARTICULARLY ADVANCE DELI’ERIES US, UK and France, 
the USSR has pro- 
tested their failure to fulfill: (a) fixing the general 
quantity of equipment subject to removel on reparations ac- 
count, (b) the decisions relating to ndvance deliveries, (c) 
the decision af. the Council of Foreign Secreterics of 
September and (d) the promise of Ir. Bevin and !r. Byrnes of 
December 21 that measures /sovid be teken to carry out the 
decisions of the Berlin Conference within the period fixed. 
The Soviets have made clear that they feel the failure to 
meke advance deliveries, despite the decision of the Control 
Council, is inadmissible. They request that the US, UY and 
France take urgent measures to terminate further delay in the 
realization of the reparation decisions of the Berlin Confer- 
ence as the delay is creating great difficulties in the pro- 
gram of economic reconstruction in the USSR and other /llicd 
countries devastated by the German invasion, 
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NO:'-OCCUPYING PO'’ERS OF IARA DISAPPOINTED Angell reports 
WITH PROGRESS ON REPARATION REMOVALS that at the 

second meeting 
of the Inter-Allied Reparation Agency (IARA) all non- 

_ occupying powers agreed strongly-on-the following: (1) 
amazemer.t at the lack of progress of the ACC; (2) disap- 
pointment that official lists of plants available to IARA 
had never been received; (3) dissatisfection with the amount 
of descriptive material available on plants; (4) need for 
inspection of declared plants by all interested countries; 
and (5) need for some estimate of the total value of repa- 
rations so that the smaller powers could use their per- 
centages intelligently. 











The IARA Assembly decided that a subcommittee should 
draft a communication to the Commanders-in-Chief of the 
western zones putting forth these opinions and also asking 
for more detailed information on these subjects. Other 
points to be included in the memorandum were that: many 
countries were worried by rumors that ecuipment was being 
renoved from Germany by the occupying powers; the equip- 
ment is depreciating rapidly; the countries with small per- 
centages should be authorized to request certain needed 
equipment; and future division between the USSR and IARA 
should be made only after IARA has been given opportunity 
to state the desires of all its members. Angell believes 
thet this meeting reveeled e211 the rajor sore points of 
the present reparation situation and pressure for their 
settlement will continue throughout all IARA assembly 
and co:mittee meetings. | 


* * * 


UNREA WILL REALIZE The Wer Shipping Administration 
REDUCED SHIPPING COSTS hes informed the Department that 
the existing liner rate structures 
for the shipment of UNRRA cargoes to certain areas will be 
revised downwards, retroactive to Jenvery 1, 1946. Re- 
duction of rates for UNRRA shipments to other areas is 
being studied and will be granted if justified by the 
factual data being collected. It is anticipated thet 
UNRRA will realize a substantial saving in its oceen 
transportation costs. The revisions include reductions 

in berth and liner rates for some areas and the waiving 

of erbitraries and discharging allowances in most areas 


end will be applicable to UNRKA shipments, except livestock 
when vessels fead full at one port End discharge the entire’ 


cargo at one port. 





* * * 
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US MAKES ANOTHER ATTEMPT TO SECURE TEXTS The Department 
Or _ ECONOMIC AGRLEMENTS FROM THE USSR feels that 

another effort 
should be made to obtein from the Soviet Government the 
texts of <11 economic -greements made with the szetellite 
states, in view of the deterioration of the economies of 
those states and particularly in view of our recuest to 
the Soviets thet talks be initizted in Budapest on the 
economic situstion in’ Hungary. (See Page 2, March 4 issue 
of Current Economic Developments). Embassy Moscow hes 
therefore been directed to address a note to the Soviet 
Government, referring to the requests already made for this 
information, and saying that it hes come to our attention 
thet specicl egreemerts sre being negotisted to implement 
the Soviet-Hungerian cconomic collsboration agreement. 





The note will point out taat earlier refusals to US 
representetives on the Allied Control Commissions are 
contrary to the understanding which resulted in the es- 
tnblishment of the ACC's and the agreements at Yalta. While 
we have noted the Soviet view thst the economic agreements they 
heve made with satellite states do not limit commercial op- 
portunities or discriminate ag-inst other countries, in the 
-bsence of information on the terms of the agreencnts we 
cennot determine whether we would meke the same interpreta- 
tion of the facts. Concern is fclt by the US thet some of 
the implementirg agrcenents to estrtliish joint Soviet- 
lung:rian companies provide monopolistic rights and special 
privileges not extended to other companies, These deveiop- 
ments cre herd to reconcile with Mr. Vyshinski's statement 
thet the economic coll-borrtion <egreement "contains no 
element of discrimination ‘:gainst third countries." 


Poles Cannot Officially Give the US 4 Copy Of Commercial 
Agreement With the USSR A Pclish Government official has in- 
formed Ambasssdor Lane thet beccuse of Soviet insistence the 
Polish Governnent cannot officislly give us a copy of the bi- 
Icateral conmercial egreement between Poland and the USSR. 
Information could be furnished us unofficially, however, end 
it was suggested thet the tresty could be «xemined by a US 
officicl sand notes made. 











> oa 


State and Agriculture officers sre 

BOARD UNDER DISCUSSION considering the possible future of 
the Combined Food Bocrd, which under 

our present agreement with the UK, is slated to termine te 

on June 30. Secretnry Anderson hes stated informally that 

he fccls the Board should be continued es presently consti- 

tuted for an additional six months efter that d-te, with such 

additions to the membership of subcommittee cs appears n.ce 

essery. 





* * &...... 
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PRESIDENT SIGNS The Ships Sales Bill wes signed by the 
sure Saas BILL President last week, The princfpal 


provisions of intefest*to the Depert- 
ment are? | 


: (1) Price. Prices will be uniform for all purchasers. 
For dry cargo ships, the base price will be 50 percent of 

prewar domestic costs, and for tankers, &7-1/2 percent of - ~~ 
prewar domestic costs. These basic prices are to be subject - - 
to adjustments for depreciatton or other considerations, but 
may not fall below the specified floor prices which are set 
at 31-1/2 percent of war costs for Liberty vessels, 35 per- 
cent for other dry cargo vessels, and 50 percent for tankers, 

The prewar cost price base may not exceed 80 percent of the 
actual war cost, 


(2) Charter to non-citizens. There is no authority to 
charter to non-citizens, 


(3) Sale to non-citizens. Sale to non-citizens is per-~ 
mitted, except for passenger, Liberty collier and Liberty 
tanker tynes. Non-citizen sales are subject to a waiting 
period wiich, for tankers and C-types, must be not less than 
$0 days after the publication of the applicable prewar do- 
mestic costs, Sale to non-citizens will be subject to Mari- 
time Commission determination as to financial resources, 
ability to pay, experience and other considerat’ ons. 





(4) Order of preference, Disposal must be made ac- 
cording to the following order of preference: citizen pure 
enasers, citizen charterers, and non-citizen purchasers. In 
the last category, first preference goes to Philippine citi- 
zens, and priority for other nonecitizen seles will be besed 
on consideration of relative war shipping losses in the in- 
terest of the United Nations war effort, 


(5). Financing, Eximbank loan funds may not be used to 
purchese surplus war built vessels stnce the 'aritime Com- 
mission has financing facilities of its own, Eximbank loan 
funds mey be used for the purchese of prewer ships and newly 
constructed ships which are non-war built,.. 


Some delay is enticipated before vessels can be sold 
because the Maritime Commissien must first prepare and pub- 
lish the necessary calcvlations as to prewar and wartime 
costs. Considerable interest in the possibility of purchase 
of US surplus vessels is being expressed in inquiries from 
foreign governments, | 


UNRESTRICTED 
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ECITO CONSIDERS ALLOCATION Alternative solutions for the 
OF US ARMY SURPLUS WAGONS disposal of 43,000 US Army 





railroad cars which may become 

surplus have been considered by the European Central Inland 
Transport Organization, and a proposal that the cars be 
operated in a "common-euser pool" has been rejected by the 
Executive Board, The pooling arrangement was proposed as a 
device to keep these cars operating with as little interuption 
as possible and to avoid the disturbing effect on essential 
reight movements in the northwest Europe area if they are 
declared surplus and brought into surplus depots for disposal. 
Furthermore, it was held that some system of pooling would be 
the best solution to the present acute shortage of rolling 
stock for international traffic. The proposal was based on 
the plan that these cars should form the nucleus of a pool of 
wagons for Europe during this transition period, 


The Executive Board rejected the pooling plan, and substi- 
tuted a preliminary recommendation for the allocation of the 
cars among various ECITO members, as follows: 20,000 to 
Belgium and France, 10,000 to Poland, 10,000 to Czechoslovakia, 
and 3,000 to Greece and Yugoslavia. The Board also recommended 
that these countries should have the right either to purchase 
immediately, as the Eastern countries wish to do, or to 
cuarantee to take up their allocations by July 1, failing other 
purchasers. The several governments concerned would thus give 
an undertaking to US authorities that by July 1 they would pur- 
chase a stated number of the wagons. If at that time they do 
not want to purchase them, end other parties do wish to buy 
them, transfer could be approved by ECITO. Any country re- 
fusing to guarantee future purchase, or failing to buy on 
schedule, would lose all rights to keep the wagons, 


Under this proposal, there would be no change for a 

. four months' period in the provisional distribution of the 
wagons, and no immediate disbursement of dollars by any 
parties wishing to wait until July 1. Also, governments 
would not be asked to acquire wagons before they knew what 
their positions would be after the census of rolling stock, 
wnich is to take place this month, and should show how many 
wagons still exist outside the country of origin. On the 
other hand, there would be a danger that some countries might, 
during the intervening period, spend their dollar loans on 
other purchases and be unable to buy wagons when the final ‘ 
ellocations are made, It is possible, also, that Belgium 
and France will not want to buy these wagons at all, since 
they have large orders outstanding for cars from North 
America, Eastern Europe may therefore be the only practical 
market for surplus Army cars, 


From the US point of view, the cars are of light con- 
Struction and lack spare parts and will probably be com- 
pletely worn out before long. A proposal‘has been made by 
O:!MGUS that cars currertly in use in the civilian economies 
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of Germany and Austria should be sold outright to avoid 

complete loss to the US. ‘‘eanwhile, conflicting reports 

ere still being received on the transport situation in 

Germany, to the effect that there is a wagon shortage in 
the US zone, and on the other hand that surplus Army 
wagons are not needed. The question is further related to 
the problem of restitution of cars of other countries in 
use in the US zone, the lack of spare parts for repair of 
Army wagons, and the retention as reparations of German- 
omed cars now in other countries, 


SPAIN PROPOSES RECOGNITION OF ACC 4S In a note to Embassy 
SUCCESSOR TO FOR!ER GER AN GOVERNMENT $$ Madrid the Spanish 
Government specifie 
cally proposes thet: (1) Spain recognize ACC as the successor 
of the former Serman Government (and Embassies as its quali- 
fied representatives), but without political or legal responsi- 
bility of the Spanish Government as a result of Allied posses- 
sion of the assets; (2) the trusteeship and the Foreign Office 
agree on the total identification of German official property 
in Spain which is: then to be handed to the trusteeship; (3) 
the costs of Spanish blocking administration and supporting 
internees 2s well as funds identified as private are to be 
deducted from funds being handed over; (4) the trusteeship may 
not directly or indirectly remove funds from Spain without 
Spanish consent; (5) corporations controlled by trusteeship 
will remain subject to Spanish law affecting private corpo- 
rations;and (6) Spain, in promulgating and implementing the 
blocking law, reserves the political and economic rights to 
which it may be entitled internationally and particularly 
ngainst the German state. 








Madrid Embassy Makes Suggestion For Reply Embassy. 
..adrid notes that the Spanish proposals relate only to 
official and quasi-official assets in Spain and not to 
vorivate assets. It proposes an agreement with Pritain and 
France to reply, expressing due appreciation of Spanish 
efforts in promulgation and implementation of blocking law 
as well xs in transferring possession of German Government 
properties incident to German surrender and thereafter speci- 
fieally: (1) aceepting recognition of ACC title and taking 
due note of Spanish disclaimer of political or legal re- 
sponsibility based on Allied possession of assets; (2) ac- 
cepting proposal for mutual identification and Spanish 
handover of German Government property (mutual identification 
is necessary incident to registration of title as requested 
by US) but reserving rossibility of further property being 
discovered and also referring to an understanding of 
February 22 with the Foreign Office that handover balance of 
OFLC funds is to be immediate without awaiting total 


identification 
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identification of German Government property; (3) main- 
taining principle that German Covernment funds seized by 
Spain without Allied consent must be returned intact 
“with privilege of the Spanish to present their claims for 
independent consideration and therefore rejecting proposed 
deductions from funds except as to 283,000 pesetas agreed 
in December; (4) accepting reauisite of Spanish consent A 
before any transfer of funds from Spain; (5) accepting — 
principle of normal corporate obligation under Spanish law 
but reserving Allied right to such special privileges as 
vere conceded Germany; (6) taking due note but not accepting 
such Spanish internationel political end economic claims as 
may be reserved in connection with blocking law and its ad- 
ministration. | | 


* * * 
: DEPARTMENT COMMENTS ON SCAP EXPORT-IMPORT PROGRAM: The 
UK s»GREES TO PROPOSAL FOR INTER-i.LLIED TRADE COMMITTEE Depart- 








s . vias ment 
has received SCiP's Getailed export-import programs for Japan 
and is considering what export items involve problems of 
international allocation. SCi/.P will be free: to export the re- 
maining items. The Department's position on SCAP's proposals 
is as follows: (1) Up to 20,000 bales of silk cen be shipped 
to the US pending finel agreement on portions of silk to go to 
ell countries. Part of the lower quality silk febric can be 
shipped to this country at once, but the better quality 
fabric must be held until the Indian Government or other 
interested countries can inspect snd make offers; (2) crude 
rubber has been allocated to the US and shipment of all 
10,00C tons can take place immediately; (3) 50 percent of 
the antimony can be shipped to’ the US pending further dis- 
cussion with the UK and other governments; (4) tin could 
not be shipped pending final ection by the allocating 
authority; (5) canned food could not be shipped pending 
aetailed description and action by the allocating authority; 
(6) tea could not be shipped pending action by the allocating 
euthority; and (7) the export of the belance of the items 
were approved to any suitable markets. However, it was to. 
be understood that other countries would be informed of the 
program and should be afforded the opportunity to enter 
the market for items in which they are interested provided 
errangements for sale in the US heve not been completed. 








The Department's proposals have been discussed with 
interested members of the War and Commerce Departments and 
the USCC. No objections heve been raised although the USCC 
and War Department representatives foresee some trouble 
vnen other countries begin competing in the Tokyo market. 
Ye have pointed out that it is important to permit other 
countries some share in the market if they are willing to 
pay sufficiently high prices and that, if necessary, com- 
mercial interests of the US could be protected by suitable 

Saati anti oer . measures 
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measures, The ‘Jar Department feels that the Joint Chief 
of Staff will have to nass on SCAP's program because of 
the military angles. 


British Agree To Support the Department's Proposal 
For International Trade Committee (nder Fac The British 


smbassy in ‘lashington tias informed the Department that it 
has received word from.London requesting that the UK pro- 
posal for an Allied trade committee in Jepan be withdrawn 
from the FEC and the Department proposal for an inter- 
allied supply commission in Washington (See Page 18, 

January 14 issue of Current Economic Developments) be 
supported. The original tK’ proposals were not considered 
by the Department to be satisfactory, because they did not 
concur with our interpretation of the division of responsi- 
bilities as between SCAP and the FEC. 











&PPEALS FOR AID SHOW FOOD Urgent appeals for help in the 
CRISIS OF TOP IMPORTANCE food crisis continue to pour. 

in from all parts of the world 
from peoples who are depending upon substantial aid from 

the US to save them from starvation. South .frica, Prime 
Minister Smuts of the Union of South africa hss sent a 
message to President Truman expressing appreciation for the 
steps taken to make more grain and food available for export 
from the US and calling. his attention to the plight of South 
Africa. Maize, he states, is seriovsly short, and the 
natives, who rely heavily on tiis grain, can be supplied with 
only a subsistence ration. The coming crop is so poor as a 
result of the drought that 700,000 tons will have to be im- 
ported .to keep the natives from starvation. South Africa 
hopes to obtain a substantial portion of the deficit from 
Argentina, but may later have to appeal to the US. The 
Prime linister's greatest concern is for wheat, of which 

the country has less than a twoemonths' supply. Unless tne 
360,000 tons asked of: the Combined Food Foard for this year 
is granted, starvation will result among the European 
population, as they have no other cereals to fall beck on. 
He points out that all possible steps to conserve grain héeve 
been taken: wheat extraction has been 96 rereent for the pest 
four years; during the last year maize extraction has been 
raised to 100 percents; and stock fe ding has been reduced to 
almost nothing. 





In reply the President stated that UNRRA is making 
every effort to secure supplies to satisfy the critical 
needs of all the countries requiring aid, but that available 
supplies will undoubtedly fall below the "level we would lite 
to achieve. It is confidently expected that current efforts 
to reduce grain consumption of the people of the grain-nro- 
ducing countries will improve prospects for additional sup- 
plies for areas where they are most urgently needed, 
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Greece Legation Athens reports that the basic food 
shortage in Greece is as serious as in any country in 
Europe, Greek relief rations are being adjusted to meet 
the crisis, and the possibility of further reductions in 
the calorie levels is being discussed wit UNPRA. UNRRFaA 
rations provide 1100 calories in February and 900 in ‘laren, 
relying on indigenous production tc supplement these figures 
and bring them up to a 20C0-calorie total. Some parts of 
northern Greece are falling well telow this total because of 
leek of indigenous supplies and difficulties of transportation 
of relief supplies. 


France if, Alphand has exvressed serious concern to an 
Embassy Paris officer over French ‘vheat prospects. France, 
he said, is worried by the strong rossibility of having to 
reduce the bread ration. Fear of "riots" in France and 
"revolt" in North africa have led the French to tap all pos- 
sible sources, On February 26 the Government decided to ree 
cuest 500,000 tons of grain from the USSR, Soviet officials 
having indicated that such a request might be favorably con- 
sidered. The grain, they seid, might be made available from 
stocks on the Soviet-Iranian border. No reply to the re- 
cuest has yet been received. The French Food Minister be- 
lieves that the Soviets plan to make political capital of 
the situation and will offer the wheat to the Freneh telling 
them it is their responsibility to supnly transport. He is 
convinced that the Soviets believe the wheat cannot be moved 
from its present location "somewhere in the vicinity of 
Odessa", but that they would get credit for having made the 
offer, while the /.nglo-Saxon powers would be blamed for not 
heving made transportation available. It also has been re- 
ported that the wheat stocks in ouestion total 200,000 tons, 
and not 500,000, as publicized, 


Meanwhile, to meet the critics] food situation in North 
Africa, the French have diverted s/:: shiploads of wheat 
which were scheduled to leave US ports between 'arech 1 and 10 
and which were intended for metropolitan France. The French 
Yood Ministry hopes to avoid decreasing the bread ration in 
Korth Africa as it might antagonize consumers to a point 
‘there small exports to France on a loan basis after the 
June harvest would be impossible. Wetherlands officials are 
said to be still discussing a possible offer of wheat to 
Franee, but no indication has been given of the status of 
the negotiations, 


Poland President Beirut of Poland recently asked 

President Truman to intervene and prevent the cut in UNRRaA 
shipments of grain to Poland. President Truman, in reply, 
pointed out that the US does not control the administration 
of UNRRA, which is an international organization. Beirut 
was reminded that UNRRA has given no undertaking to supply . 
any specizic amount of grain, as this would be meaningless 
since shipments are controlled by the amounts made available 
by the supplying countries. The Polish press, in its 

— campaign 


~ 
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campaign against UNRRA, has been alleging that the cut 

in wheat supplies is a political move and discriminates 
against Poland. The Soviet imbassador to Poland severely 
criticized UNRRA for failure to meet Polisn cereal needs 
and stated publicly that the USSR was giving 200,000 tons 
of cereals to Poland, 


Austria General Clark has informed the Joint Chiefs of 
Staff that the food ration for the current week in Vienna 
will not exceed 1480 calories per person per day. At first 
‘report it was announced that the French could contribute 

_ only about 5 percent, the Soviets 60 percent and the British 
95 percent of their full commitment. The US contributed 
its full share. General Clark reminded the Soviet Commander 
of his repeated essurances that the Soviet element could con- 
tinue to meet its full 1550 calories until UNRRA took over. 
The following day Clark was informed that the Soviets could 
provide additional supplies. To improve the situation in 
Vienna, he proposes to reduce the ration scale in the US 
zone to bring the two areas more nearly into balance, and 
to divert from US stocks for Vienna for distribution through- 
out the entire city the difference between this reduced level 
and 1550 calories. He feels that this action is necessary 
to prevent possible disease and unrest in the city where the 
population does not have access to indigenous food because 
Soviet-controlled territory completely surrounds the city, 





International Action Agreement has been reached by 
UNRRA, State and Agriculture that a working party should be 
established, consisting of representatives of the Combined 


Food Board and UNRRA, to try to reconcile divergent statistics 


of indigenous stocks and consumption in receiving countries 
and to make recommendations to UNRRA as to the proper allo- 
cation of such supplies as UNRRA revsives. It is believed 
that the difference of opinion between the Combined Food 
Board and UNRRA regarding UNRRA's distribution of its sup- 
plies can be resolved through this method without allocation 
to the individual UNRRA countries by the Combined Soard,. 


The Emergency Economic Committee for Europe will hold 
its postponed conference of Ministers of Agriculture in 
London on April 3. In addition to EEC® member countries, i 
was agreed at a meeting on March 4 to send invitations also 
to Allied countries not members of EECE as follows: USSR, 
the Ukraine, Byelorussia, Poland, and Yugoslavia. It wes 
further agreed that unless objections were raised by the 
above countries before March 15, invitations would then be 
extended to the following groups of countries: (a) to coun- 
tries with whom the Allies are still technically in a state 
of war: Rumania, Hungary, Austria, Italy and Finland; (b) 
through the USSR to the /llied Control Commission for 
Bulgaria, to be represented by one person empowered to speak 


t 


for 
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for all the occupying powers; and (c): ‘be: Sweden, Switzer- 
lend, Eire and Portugal. It was also-agreed to send im- 
mediate invitations to the UK, US, USSR ard French elements’ 
of the Control Council for Germany. - 


The Food and Agriculture Organization’ Ss ‘iiss, Meet- 
ing on Urgent ‘orld Food Problems" is now tentetively 
scheduled for May 20 and will b é held in or. near. Washington. 


Hoover Mission The Hoover Mission, representing the- 
Famine Emergency Committee, will visit various European 
countries to examine and report. on the food situation there. 
They will visit Frence first, arriving there about March 16, 
The Mission is designed primarily to dramatize the urgericy » 
of the need in the deficit areas so that the conservation | 
measures recently taken in the US will receive the fullest 
support and result in a maximum saving of food in our 
Cameetie economy in order to. increase our exports. 
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This weekly publication is designed ; 
to highlight developments in the economic 
divisions of the Department of State, and 
to indicate the economic problems which 
are currently receiving attention in the 
Department. It is suggested that copies 
be-retained on file, as reference will 
sometimes be made to previously reported 
items to avoid repetition. 





: DOCUMENT SECURITY INSTRUCTIONS 


This document should be treated in accordance with 
current instructions regarding security measures for 
SECRET materiel. Extreme care should be exercised to 
avoid public or private discussion of the information 
herein with or in the presence or hearing of any person 
not author!7zed to have knowledge thereof. For general , 
purnoees al) classified Foreign Service Officers and 
Other responsible economic officers are authorized to 
have knowledge of the contents of this document, 
responsibility for the safekeeping of which will be 
assumed by each recipient thereof. It may be retained 
in protected files or, at the discretion of the recipient, 
destroyed by burning. If not personally dieposed of by 
the recipient, he will assure himeelf that it ie burned 
in the manner prescribed for SECRET material. ‘ 
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LEVEL OF INDUSTRY PLAN FOR Upon Soviet agreement to a nine. 
GER ANY ACCEPTED SY ACC million «ilowatt electrical... 
) generating capacity for Germany, 
the Allied Control Council in Berlin accepted the propcsed . 
level of industry plan for Germany with two reservations. 
(See Page 1, March 11 issue of Current Economic Developments) 
After prolonged debate, the following compromises had been 
suggested: Production of pharmaceuticals would be limited to 
a value of RM 332,000,000, dyestuffs to 36,0CO tons, synthetic 
textiles to 185,000 tons, cement to 8,000,0.0 tons, and 
capacity for the production of machine tools to 11.4 percent 
of 1938 eapacity. The French had agreed upon the production 
of pharmaceuticals proposed for domestic use but requested 
that exports be limited to RM 50,000,000, and they had asked 
for a dyestuffs production level of 30,000 tons. The first 
reservation was that the compromise on pharmaceuticals and 
dyestuffs would have to be approved by the French Government. 
The second was that the entire plan should be subject to ap- 
proval at a subsequent. meeting of the Coordinating Committee, 
which would give the British an opportunity to review it. ~ 








The Council agreed to instruct the Economics Directorate 
to proceed with determinations of the level of productive 
capacity which will be left in Germany as a whole, the amount 
of capacity which will be moved from the Western Zones, and 
also the allocation of such removals and a listing of the 
plants available. 


General Clay stressed that the purpose of the plan was 
to allow early planned reparation removals rather than to 
establish the final production limitations. Ye pointed out 
that the plan contained such definite disarmament objectives . 
as the long-term agreement on steel capacity and the elimi- 
nation or limitation of many industries, but that the level 
for light industries would be allowed to vary in accordance 
with changes in world markets, He further emphasized that 
the plan assumed inclusion: of -the Saar and the Ruhr as in- 
tegral parts of Germany, but that, if boundery or other 
changes were agreed upon later between governments, the. plan 
would have to be modified, 


The Sritish agreed with Clay's comments and reiterated 
the British position that an increase in the German population 
beyond the assumed 66.5 million would require modification of 
the plan. It was the French interpretation, however, that 
food imports of RM 1.5 billion. (1936 value) and the proposed 
commercial balance would not be chariged even though the popu- 
lation exceeded the assumed level. The USSR position was that 
worry on this score "is imaginary" as the. Soviets believe that 
the population. figure will prove to-be-iower--than 66,5 million. 


- In the forty-third meeting of the Coordinating Committee, 
the French delegate reported his Govérnment's position stating 
that the French policy toward German industrial capacity 


limitations 
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limitations has been the maximum reduction ofthe German’ wer 
otential. The French desire a machiné tool figure of from 
to 10 percent of 193& capacity, as compared with -the 
American figure of 11.4 percent, and prefer that the types 
permitted be those with the least war potential. They agree 
to raise their figure for pharmaceuticals production toa 
value of RM 310,000,000, including RM 80,000,0CO for exports 
(the American figures are RM 332,000,000 "and "RY 120 5000 ,00C 
respectively), and to raise dyestuffs from 20,000 to 30, 000. 
heaaah dt as compared with the 36,000 tons suppor ted by the US. 


Further discussion on the subject will be postponed to 
a later meeting, pending receipt of instruct:ons from London 
to the British ‘delegate, : 


‘SOVIETS MAKE PROGRESS ON Aviation Proposal Accepted The 
AGREEMENTS WITH HUNGARY Hungarian Minister of Financo 

has informed Sehoenfeld that the 
Hungarian Cabinet has approved the Soviet proposal for a. 
Hungarian-Sovict Civil .zviation Corporation, and that formal 
ratification is scheduled for this week. ‘The Cebinet 
apparently approved the aviation agreement as the least 
offensive of the four proposals which the USSR has made and 
because it considered a concession to the Soviets timely. 





The aviation agreement as approved does not include. 
the paragraph proposed by Hungary which would have enabled | ‘ 
airlines of third countries to use airports leased to the 
newly created corporation. “hile the agreement does not 
preclude the building of new fecilities to enable third 
countries to land in Hungary, Schocnfeld feels this does 
not alter the discriminatory character of the agreement. 


Soviets Press Bauxite Agreement Allegedly acting on 
Moscow instructions, Soviet representatives in Budapest are — 
nov insisting on early agreement concerning the proposed 
Soviet-Hungarian bauxite corporation. ‘A c-unter-proposal 
submitted by the Hungarians offered to place all bauxite 
at the disposal of the proposed corroration provided that: 
(a) a specified portion of the compeny's production be re- 
served for disposition by the’ Hungarian. Government, and (b) 
the USSR undertake to purchese a specified portion of the | ‘ 
company's output. The Soviets had reouested that the 
counter-proposal specify that all Hungarian bauxite pro- 
ducing areas be assigned to the ‘proposed corporation. 


ugreement Reported Near On Soviet- Hungarian Oil 
Corporation The Hungarian Foreign ! “inister has said that. 


he believes agreement is near on the proposed joint Sovict- 
Hungarian oil corporation, The Soviet negotiator has ine ‘ 
dicated a willingness to reduce his demands in the interest of 
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reaching an early understanding. accordingly the Hungarians ~ 
propose to contribute as Hungarian capital tne’ concession 

to oil drilling in unallocated areas within Hungary plus 

the Molaj refinery. Tne Soviets wovld contritute a former 
German oil concession assigned to the USSR under the Potsdam © 
agreement in addition to industrial equipment. A 'AORT 
representative reports that part of the unallocated oil con- 
cession has important oil-producing potentialities, The 
Molaj refinery is government-owned and was built during the 
war. It now operates at a 16,000 tons monthly capacity, 
which exceeds the production of other refineries in the 
country. Under the proposed plan the Soviets would have 

oil rights in all Hungarian territory except that leased 

t 0 MWA ORT e 


UK :grees To US Note On Pungarian Sconomic Situation 
The UK has informed the Soviets that it agrees with the US 
note of March 2 in which we set forth our position on the 
present economic situation in Hungary. (See Page 2, March 4 
issue of Current Economic Developments.) The British repre- 
sentative in Budapest hes been instructed to concert not 
later than March 15 with his Soviet and US colleagues to 
-devise an economic program for Hungary whic. will not only | 
halt the present disintegration there, but also provide the © 
framework making it possible to rehe.ilitate Hungary and 
integrate her economy at an early date with the general 
_Buropean picture, The British said that they trusted the 
‘Soviet Government would send similer instructions to its 
representative in Budapest in time to enable him to act 
with the US and UK representatives. The Department has. 
asked the /merican representative on the /CC to raise the 
question inasmuch as no response has yet been received from 
the Soviets, 








soviets Seek Firm Commitment From Hungarian Textile 

Manufacturers Legation Budapest has received no official 
reply to the offer of US cotton to “ungary to be repaid in 
finished textiles. (See Fage 2, March 4 issue of Current 
Economic Developments,) Information from the textile in- 
dustry there indicates that the proposal will not be ac- 
cepted because of Soviet. pressure to use Hungarian capacity 

' in full. The Minister of Industry recently demanded that 
the manufacturers of textiles sign an agreement with the 
Soviets that the full amount of textiles contracted for 

: under the Hungarian Soviet trade agreement will be delivered, 
He threatened to name Government administrators for’ the 
textile factories if the manufacturers do not sign, The 
direct contract would make the manufactueres subject to 
penalties for non delivery on schedule. The Legation says 
the Soviet action is not necessarily related to the US cotton 
offer, but may be explained by pocr Hungarian performance unier 
the trade agreement and by belief of Hungarian officials that 
the industry plans to sabotage the ¢-viet trade agreement. 
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1946 UNRRA PROGRAM The UNRRA program for Italy for 1946, 
FOR ITALY REVIEYED as defined by the Agreement signed by 

; the President of the Italian Council 
of Ministers and the Chief of the UNRRA “Mission Italy, went 
into effect on March 1, The 1946 program, as presently ap- 
proved, is fixed at *383 million, and the funds will be dis- x 
tributed as follows: 48 percent for food, 14 percent for © 
clothing, 26 percent for industrial rehabilitation, five per- | 
cent for medical supplies, and three percent for agricultural 
rehabilitation. Four percent of the funds are so far unello- 
cated. The 1946 program must also pay for the cost of finish- 
ing the limited program of assistance for 1945, a balance of 
ebout [15 million, end the care of non-Italian displaced 
persons, about £10 million. 





The program does not provide as high a standard-of- 
living as was previously realized by Italy under the allied 
army program or the FEA interim program, and Italy is now 
receiving probably the lowest urban calorific intake per 
day in Europe with an average rationed diet of only about 
650 calories which must be supplemented by open market pur- 
chases at inflated prices. In the case of Italy, the caloric 
figure used by UNRRA for estimating indigenous supply was 
that as of mid-1945, based on a more or less normal grain 
crop, and did not reflect the severe drought. The present 
estimate of indigenous availability per capita is 200 calorics 
less than that used by UNRRA as a basis for preparation of the 
1946 requirement estimates. 


Another factor contributing to the difficulty was that 
overall requirements on which the program was computed had 
already been carefully screened, first by che Italian Govern- 
ment and then by the AC, on the basis of s: verel years of ex- 
periencé, whereas those of other covntries were broad figures 
received from the recipient countries and unscreened by an | 
impartial agency before receipt by UNRRA. As a result across 
the board reductions of allocations made by UNRRA because of . 
severe current supply shorteges have had a severe impact on 
the Italian supply situation. 





The world-wide wheat shortage is resulting in a further 
reduction in the amount of grain it was hoped could be sent ’ 
to Italy. The President of the Italian Council of Ministers ' 
has announced that an even more rigid food rationing system 
would be instituted, and the bread ration has been cut to 
215 grams per person per day, but that even with these 
measures the daily ration will be less than 790 calories for 
the urban population. 
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UNRRA PROGRAM FOR AUSTRIA TO 4 Soviet reavest of the 
BE CONSIDERED AT COUNCIL MEETING Austrian Government for 
27,000 hectares of 

Austrian land to feed the Red Army has raised serious gues- 
tions regarding the proposed UNRRA program now under consider- 
ation for Austria. The US feels that the Soviet request 

‘ seriously endangers the whole process of four-power cooper- 
ation in Austria, in that it violates the agreed procedure 
of operating through the AC on all questions affecting 
Austria as a whole. In addition, the withdrawal of this 
large percentage of arable land from the production of food- 
stuffs for indigeneous consumption is actually a requisition 
on the Austrian food supply and is clearly a matter which 
should be discussed in the AC and undertaken only if the con- 
sent of the other powers is obtained. 


The US has seriously considered oppos*°ng the proposed 
UNRRA program for Austria unless assurances are received 
that the Soviets will make substantiel reduction in their 
occupation forces and will withdraw no land for the ex- 
clusive use of the Red Army. An alternative considered its 
the abandonment of the proposed program for the whole of 
Austria on the grounds that Soviet action is in violation 
of provisions of the UNRRA charter and resolvtion involving 
equitable distribution of relief goods. A second alter- 
native would be to approach the UK and France with a pro- 
posal that supply arrangements be maintained in the three 
western zones, with pooling of resources and equalization 
of.consumption standards. A third alternative ‘vould be 
an UNRRA program on a tripartite basis until such time as 
an UNRRA program can te inavgurated in Austria as a whole. 
In any event, it would be made clear to:'the Austrian people 
and the other Governments involved thet UNRRA relief has 
been made impossible by Soviet action, which would place a 
further burden on the inhabitants of the Soviet zone and 
would endanger the fulfillment of agreed Allied objectives 
in Austria. 


The Rritish Government hes indicated that it is pre- 
pared to support the US position in the /C, but does not 
wish to take a categorical position at this time to oppose 
forthcoming. The British feel that the absence of an UNRR4 
program for the whole of Austria might perpetuate economic 

, frontiers between zones and set back the recovery of Austric, 
creating a situation which may not be undesired by the 
Soviets. "“e therefore requested General Clark to state to 
the £C that the US intends to recons_der its position on the 
UNRRA program for. Austria in the light of Soviet action and 
that the matter will be raised at the UNRRA Council meetings 
which convened Mareh 15, 


The Austrian UNRRA program was considered at the Central 
Committee meeting on March 8, and the US member proposed 


acceptance 
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acceptance of the program with the following reservations: 
(1) that the UNRRA Council consider the ‘question. in “the 
light of the Soviet request for the Austrian lend, and (2) 
the US reserves the right to oppose the Austrian program 
at the Counei1 meetings. 














SOVIET DEMANDS ON AUSTRIA FOR REPAYMENT OF LOAN Recent 
IN SCHILLINGS RAISES QUESTION OF UNILEIERAL A TION demand 
by the 
USSR for repayment of 400 million schillings: by the Austrian 
Government raises again the question of unilateral action 
which is threatening the currency stability of Austria and 
the authority of the Jllied Council. 





The Soviet.demand is based on the fact that the Soviets 
in June, 1944, advanced 400 million “eichsmarks to the Austrian 
Government to be stamped and used to effect conversion of cir- 
culating RI" into stamped RM. This plan was later abandoned 
in favor. of conversion to fM schillings. The Austrian Govern- 
ment desired to repay the loan in Reiehsmarks but the Soviets 
refused to accept delivery of Reichsmarks and on January 11 
demanded repayment in full in Austrian schillings, arguing 
that they had advanced legal tender currency and were 
entitled-to repayment in legal tender currency. 


Unable to reach agreement with Soviet authorities, the 
Austrian Government appealed on February 6 for decision by 
the .llied Council, pointing to the danger to currency 
stabilization for which the Allied Council, through the con- 
version .program, had assumed responsibility. ‘Soviet General 
Sheltov then summoned Chancellor Figl and in the ensuing 
interview the Chancellor agreed to the repayment of 400, 
million in Austrian schillings. Prior to action by the 
Austrian Cabinet on Figl's commitment, the Austrian Foreign 
Minister informed the US element of the situation. 


Believing that the Soviet ection represents an attempt 
to undermine authority of the AC and substitute direct 
dealings with the Austrian Government on matters for which 
iC has responsibility, the US representative informed 
Chancellor Figl that if the proposed agreement were signed i & 
with the Soviets, the US element would submit -a claim for 
1,975 ,660,000 schillings to the Austrian Gcvernment, which 
represents the amount of AM schillines advanced by the TS. 
It was stated that. the basis of the .S claim would be that 
recognititon by the /ustrian Government of the Soviet claim~ 
implicd recognition of US advances, since in both cases the P 
bulk of advances was for purposes of effecting a conversion 
that was never carried out. The Austrian authorities have 
now informed the Soviets that in view of a total of two 
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claims they cannot act without direction by Allicd 
Council. 


The Soviet authorities have been displeased by 
Chancellor. Figl's insistence -that the--question of re- 
payment of the loan sHould..go through the. AC. and are 
now insisting that- the Austrian Government write a note 
to. Moscow explaining its failure to live up to state 


contracts. | , 
x * * 


US AGREES TO JOINT APPROLCH WITH UK TO--In response to an 
USSR FOR PROVISIONAL DANUBE COMMIS STON aide-memoire from 

, the British Govern- 
ment of February 22, the Department has agreed to associate 
‘itself with the UK in parallel instructions to their respec- 
tive Ambassadors in Moscow on the followin: points: (1) the 
re-establishment of the general pri-ciple of freedom of com- 
merece and navigation on the Denube River on terms of entire 
equality to nationals, vessels of commerce and goods of all 
members of the United Nations; (2) the establishmert. of a 
provisional Danube Commission to be composed of representa- 
wares of the USSR, the US, the UK, and France in their 

respective roles aS occupying powers, together with such 

riparian governments as have been recognized by the four 
major powers, 








The policy of the US Government regarding the inter- 
national regulation of the Danube was reported on Page 4, 
February 25 issue of Current Economic Developments. In reply 
to the British aide-memoire, we have stated that we are not 
prepared to discuss with other governments the subject of a 
permanent international commission for the Danube at this 
time. 





a ee 


US RECUESTS USSR APPROV/:L FOR REGULARLY ##Embessy “oscow has 
-SCHEDU LED ATC sLIGHTS TO THE BALKi.NS eddressed a letter 





to Vyshinski re- 
questing the Soviet Government to approve in principle the. es- 
tablishment of regularly scheduled flights of ATC planes to US 
. Missions on the air route Vienna-Budape st-Felerade-Eucharest- 
Sofia and return, leaving the necessary arrangements for a 
corridor of flight and other details to be worked out between 
the local Soviet military authorities and the US representa- 
tives in the countries concerned. Flights over Yugoslav 
territory would be subject to direct negotiation between the 
US and the Yugoslav Governments, It is understood that no 
person would be transported without prior permission to enter 
the country involved, The letter reviews the unsatisfactory. 
situation which has prevailed in the past few montns in ob- 
taining necessary clearance from local Soviet officiels,* and 
the dependence of our Missions on filghts from Vienna for 
transportation, mail and supplies. Sach flight has been flown 
as a separate mission with from 5 to. ad days required for 
clearance. 
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QUESTIONS ARISE IN EASTERN EUROPE OVER Nationalization 
COMPENSATION FOR NATIONALIZED PROPERTIES oof industries in 








Eastern European 
countries continues to create problems for the US, particu- 
larly with regard. to compensation for US citizens for nationa- 
lized preperties. (See Current Economic Developments , Page 3, 
Jenuary 14; Page 9, December 21; and Page 5, November 5.) 


Czechoslovak Negotiations Will Begin The US is indicating 


in a note to the Czechoslovak Foreign Office, that we are 
ready to enter into negotiations, as proposed by the Czechs, 
on the manner in which compensation will be paid.US citizens 
or concerns for properties nationalized under recent decrees. 
The Czech Government has assured us that US citizens or cor- 
cerns will not be subject to discrimination or treated less 
favorably than citizens or concerns of Czechoslovakia or of 
any other country. We stated our view that nationals of the 
US are entitled to adequate and effective compensation and 
expressed the hope that the Czechoslovakian Government would 
recognize the significance of such compensation for the . 
acevelopment of mutually beneficial economic relations between 
the US and Czechoslovakia. 


The Czechs have been taking inventories of all foreign- 
owned establishments which have been nationalized as a basis 
for opening negotiations, While the Czechs have made it 
clear that they intend to compensate US nationals in the pro- 
posed national budget for the calendar year 1946 no direct 
provision was made for compensation to foreign owners of 
nationalized enterprises, That budget, which is still ina 
preliminary state, estimates that nationalized state enter- 
prises will yield a net profit of 10 percert,. Steinhardt 
says that this is difficult to believe sirce at the present 
time most of the nationalized state aie bade} particularly 
the larger ones, have large deficits. The Minister of Finance, 
in submitting the budget to the Assembly, expressed the hope 
that it would not be necessary "to curtail the government 
plan for the expansion of various industries now under its 
management and control" in order to save money and reduce the 
deficit. He added that money would be resuired to meet the 
deficit and that it was proposed to acquire it. through loans 
raised partly at home and partly abroad. ~ , 


























The Nationalization Decree was approved by the Czech 
Provisional National Assembly on February 28 when it enacted 7 
a bill approving and declaring legal the decrees and all 
other acts of the London Emigre Government, prior to 

. October 27, 1945. This gave blanket approval to many ir- 
portant acts without any debate as to their individual 
merits. It is considered significant that the elements now 
in control preferred immediate action by the Provisional 
Assembly without risking full debate which would have occurred 
if action were deferred until the question could be considered 
by the Constituent +tssembly. cas 





On 
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On February 20 the Czech Minister of Industry pub- 
lished decrees nationaJizing the power industry in 
Czechoslovakia and on hruary 22 decrees were issued 
nationalizing 126 te oterprises. In both cases the 
decrees were retroaci » October 27, 1945, These are 
in addition to the mi and other key industries, food in- 
dustries, joint stock w.anks and private insurance companies, 
which were nationalized by Presfdcent Benes on October 24, 


Claimants To Property National*zed In Poland To Cooperate 

The UK Foreign-Office is reported: to have. approved a plan for 
cooperation between British claimants and those: in other - 

ecuntries to properties in Poland which. have been ‘nationalized. 
Close cooperation, it is said, has already been achiéved |. 
between groups in the UK and Belgium, with some collaboration 
with claimants in France, the Netherlands ; Sweden and Switzer- 
land. The British and Belgian sponsors hope to enlist the 
support of some organized group of US claimants, apparently 
hoping that their claims would be reinforced if presented in 
association with similar American claims. A proposal for: 
uniting all the claimants in an international organization with 
headquarters in London was discussed with the Foreign Office, 
but it was felt this might be embarrassing to the UK Govern- 
ment as Moscow and “arsaw could charge that a block of 
western countries was trying to influence internal Polish 
policy. The present plan is for national associations in 
the above-mentioned countries to cooperate with a centrally- 
established Secretariat, This proposal will be put up to 
interested Americens in the near future, 





The British sent a note to the Polish Government in 
February stating that the UK assumed proper compensation | ‘, 
would be paid to foreign interests for nationalized property, tiga 
just’as the UK proposes to safeguard foreign interests -— 
nationalized in Britain. The British made it clear that ef- 
fective compensation must be made in sterling or other ac- 
ceptable currency. They suggested that a -ixed. commission 
of UK and Polish Government representatives be established 
to consider principles of. compensation and to adjudicate 
all claims of British interests. hey also asked that the 
Polish Government grant permits for representatives of 
British interests to visit their properties in Poland. 


Ambassador Lane presented a note to the Polish Govern- 
ment setting forth US views in connection with the 
nationalization law. (See Page 5, January 14 issue of 
Current Economic Developments -) Ina private conversation 
a Polish official reported to Ambassador Lane that the _ 
Polish Government wanted to give US’interests more favorable 
compensation treatment than.would be given to nationals of 

. other countries. He said it would be impossible for the 
Polish Government to compensate all property owners on 
the basis of’ prewar values, which he estimated at over 
one billion dollars. If the US Government would be agreeable 
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to acceptance of a reasonable amount of cepital investment, 
the official said he thought the Polish Government would 
accept our proposition. -Lane stated that -he personally would 
oppose any terms more favorable to the US than to other coun- 
tries. He had in mind obvious attempts to create ill fceling 
between the JS and other nations which have large interests. in : 
industrial property in Poland.: | 7 ve 


US, UK, and Rumania To Discuss Compensation The US 
Political Adviser in Kkumania proposes together-with the UK 
Mission to approach the Rumanian foreign Office on a satis- 
factory arrangement concerning rural property of US and UK. 
citizens now confiscated or pending confiscation under the. 
egrarian reform of Narch 23, 1945, : 





They plan to offer the following proposals for tri-: 
partite discussion: (a) that only property inherited or pur- 
chased by US or UK citizens shall be considered. Property’ 
purchased by citizens of dual nationality, who used Rumanian 
citizenship to avoid certain provisions of the Rumanian. con- 
stitution, will be considered subject to Rumanian law and. 
not entitled to US or UK protection; (b) because of the com- ‘ 
plications of restoring property elready appropriated for 
private sale, the Rumanian Government will be responsible 
for full compensation for such properties; (c) a period of 
grace of one or two years will be granted UK and US citizens ~ 
owning property through inheritence or purchase, not yet 
expropriated, during which time thev will have ‘the privilege 
of selling the property to private .‘dders; (d). a satisfactory 
arrangement will be sought for transferring the proceeds of 
Sale or government compensation in dollars to US citizens 
residing in the US who own rural property in Aumania,. end 
in lei for rural property owned in Rumania by US citizens 
resident in Rumania; and (e€) mutual agreement will be sought 
on a satisfactory method of essessing the value of the 
property at the time compensation is paid by the government, 


Since expropriation has been carried out most indis- 
criminately, a satisfactory agreement with the Rumanian 
Government is most urgent. 


Yugoslavs May Return Some Foreign Properties As pre- 
viously reported (See Page 8, January 14 issue of Current 
Economic Developments) the US Embassy at Belgrade was in- 
structed, after consultation with the top Standard Vacuum 
officials in Belgrade, to request the Yugoslav covernment | 
to return the company's properties and permit functioning 
on a competitive basis, as otherwise we would expect prompt 
payment for the expropriated properties. “hile the Embassy 
has not yet reported in this regard, the UK Board of Trade 
Journal says that the Yugoslav Government has made.a 
general decision regarding foreign properties ‘and businesses 
in Yugoslavia and will restore them to owners under certain 
conditions. These conditions provide ‘that there must. be no 
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question of camouflaged enemy properties and no question 
that the vroperties were confiscated by the Yugoslav 
Government beceuse of collaboration witn tne enemy. (The 
usual procedure followed by the Yugoslav Government in 
nationalizing banks, industries and trading firms is to 
confiscate them following court conviction on collaboration 
charges. Court cases show that having sold goods to Sermans 
or any Quisling government, even on requisitions executed by 
force, is sufficient ground for finding the victim guilty of 
collaboration.) <Any returned properties would have to pay 
taxes on war profits on the same conditions as Yugoslav 
businesses. The propnerties would be restored in the con- 
dition they were in at the time of liberation; any capital 
appreciation which took place during the var would be the 
property of the Yugoslav state whether carried. out by the 
occupation administration or by Yucoslav management. 


A mixed commission was suggested by the Yugoslavs 

which would sit in Felgrade to settle questions of Pritish- 

‘med property. The UK does not intend to accept this rro- 
posal until the Yugoslavs allow two representatives of a 
Pritish company which owns the Trepcea lcad mines to go to 
Trepea and:examine the mines, The representatives have been 
in Eclgrade some time awaiting permission which has not been 
forthcoming. The draft law for nationalization of minerals 
has not yet been passed and the tendency of the Yugoslav 
Government appears to be to restore foreign-owned mines to 
the owners, However, it is felt that this is only temporary 
and that nationalization will follow at a later time. 


x* ** * 


ACTION “ILL HAVE TO BE TAKEN TO PROTECT The Seeretary has 
PHILIPPiN=: RiGStTS ViDER US TRADE TRrATIES written General 
Romulo, Resident 
Commissioner of the Philippines, offering the Department's as- 
sistance in obtaining the continuance in force with respect to 
the Philippines after independence of commercial treaties end 
agreements between the US and other countries which are now 
epplicable to the Philippines. Unless arrangements are made 
with the governments concerned to extend the application of 
the agreements to the Philippines on an interim basis, tneir 
rights under the agreements will cease upon the inauguration 
of the independent Phiiippine Government. In fact, the law 
in several countries may operate to require discrimination 
against Philippine commerce. The Department will arrange for 
an exchange of notes between the independent Philippine Sovern- 
ment and the several foreign governments to give protection to 
Philippine nationals and trade pending the negotiation of new 
treaties, The following procedure is suggested: after the 
elections in April a formal communication would be addressed 
to the US Government by the Commonwealth Government in which 
the latter would assume the present obligations of the US with 
respect to the Philippines under US commercial treaties in re- 
turn for the continued application by the foreign governments 
concerned of the appropriate treaty provisions to the Philip- 
pines after independence. 
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SERIOUS FERTILIZER SHORTAGE SCAP states that fertilizer 
IN JAPAN, SCAP REPORTS imports to Japan are next in 
importance to food, that the 
residual fertility of the poor Japanese soils has been ex- 
hausted by progressively decreasing applications of fertilizer 
since 1941, and that the full requirements previously outlined 
by SCAP for phosphate rock and chemical fertilizers should be 
_ pe ereee to prevent widespread disease and unrest in Japan 
n 1946, é, 


It is estimated that one ton of nitrogenous fertilizer 
increases the Japanese rice yield by-2.8 tons and the wheat 
yield by 3.7 tons. One ton of phosphate rock in phosphatic 
fertilizer will increase yields as follows: rice, 2.5 tons; 
wheat or barley, 6.3 tons; sweet potatoes, 20 tons. Long- 
term field experiments in Japan demonstrate that lack of 
"normal" nitrogen, phosphorus, and potash applications over 

_ a number of years results in reductions in crop yields amount- 
ing to 46 percent for rice, 68 percent for wheat, 61 percent 
for sweet potatoes, and 69 percent for barley. 


In 1945 Japanese fertilizer production was as follows: 
nitrogenous, 335,000 metric tons; phosphatic, 45,000; 
potassic, 3,000. These totals represented only 10 percent 
of average indigenous production for the years 1936 to 1940, 


Fertilizer requirements previously’ reported by SCAP 
were based upon an estimated indigenous Japanese production 
of 760,000 metric tons of nitrogenous fertilizer in 1946, as 
compared with an average of 1,813,000 fot the period 1936 to 
1940. Indigenous production of phosphatic fertilizer is 
dependent upon import of phosphate rock, and production of 
potassic fertilizer has always been negligible. 


SCAP strongly recommends that certain shipping space 
originally required for the delivery of food be made available 
for shipments of fertilizer if food cannot be procured. AS 
much fertilizer as possible should be made available before 
July 1, 1946, to be used for this year's crops, but unfulfilled 
deliveries at that time should be concentratrated in July and 
August. 


The total fertilizer import schedule proposed for 1946 
is as follows: nitrogenous (20 percent ammonium sulphate 
equivalents) 1,040,000 metric tons; phosphate rock (33 per- 
cent P 0) 750,000 tons; and potash (5 percent potassium 
sulphate equivalents), 150,000 tons. 


Negotiations are under -way for the procurement of phosphate 
rock from Kita Daito, Rota, Angaur, Tobi, and Sensoral--islands 
in the South Pacific--and also from Haichow, China, and Haiphong, 
French Indochina. There is not assurance, however, that the 
bulk of the supplies contemplated from these areas can be 
secured in the immediate future. SCAP asks to be advised of the 
tonnage of phosphate rock and commercial fertilizers that can 
be shipped from the United States for arrival in Japan be ginning ; 
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TELECOMMUNICATIONS COORDINATING The first meeting of the 
COMMITTEE HOLDS FIRST MBBTING newly established Tele- 
communications Coordi- 
nating Committee (TCC) was held March 14, with members from 
the State; Navy, War, Commerce and Treasury Depar tments and 
the Federal Communications Commission. The TCC was created. 
to supplant tthe Special Committee on Communications which 
functioned during the war and eventually the Board of War 
Communications. Its functions will be primarily the study 
of international telecommunications problems from' the policy 
standpoint, and the formulation and coordination of telecom- 
munications policies. as they effect the several agencies of 
this Government as well as the US telecommunications industry. 





Primarily an er ganizations}. meeting, the TCC session 
drew up a complete membership list, decided on a schedule for 
meetings for alternate Thursdays, and discussed the general 
problems TCC will consider, Some support was expressed for 
emphasis of the TCC on coordination of policy rather than 
formulation of policy lest its activities interfere with the 
statutory directives of communications agencies. 


It was decided to retain the existing Technical Subcom- 
mittee which operated during the war, and to establish a 
limited number of ad hoc committees for the consideration of 
specialized problems. ~ The Technical Subcommittee has drawn 
up the agenda and will prepare the US proposals for the Five 
Power Telecommunications Conference expected to convene in 
Moscow in the near future, and will take similar action with 
respect to the ‘Yorld-Wide Telecommunications Conference later 
this year, for submission to the full TCC. 


An ad hoc subcommittee ‘was created to study the question 
of merger of US companies engazed in international..communi- 
cations in the light of all recommendations and studies which 
have been made on this subject to date, and to formulate US 
policy on the merger question for future consideration of the 
TCC. A survey will be made of the records of the Special Com- 
mittee on Communications by the secretary of the TCC, to report 
on outstanding problems, 


* * * 


‘ 


US AIR MISSION IS IN FRANCE TO #£=Representatives of the State 
NEGOTIATE BILATERAL AGREEMENT Department and the Civil 
Aeronautics Board are in 

France to assist Embassy Paris in the negotiation of a perma- 
nent air transport agreement. TWA is at present operating one 
flight a week to France and is authorized to conduct seven 
flights under an interim US-French arrangement concluded. in 

. December. Panam has not initiated service to France owing to 
failure to secure approval from France of its announced trans- 
Atlantic rate of $295, : 





x* *« * 
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WOOT PROGRAM PRESENTED The President iuas replied to 
FOR ACTION BY CONGRESS Senator O'Mahoney's letter of 
January 5, which suggested that 

the interested agencies of the. government. confer.and pre- 

pare an agreed wool program to serve as & basis for legis- 
lation in Congress. State, Agriculture: ‘and OWMR repre- 
sentatives drafted the croposed plan which has the follow- 

ing essential points: — | 





, (1) Wool parity prices should ts éiianabiate ata 
_ level equivalent to parity prices | for other farm products. , 


(2) The Commodity Credit Corporation should support 
incomes to wool producers, through purchases, loans, or ‘ 
payments, at the same minimum percentage of the revised 
parity prices as it is directed to support prices to pro- 
ducers of basic agriculturel commodities. 


(3) The Commodity Credit Corporation should be author- 
ized to continue to sell wool at prices competitive with .- 
imported foreign wool, irrespective of other provisions of 
lew, since existing legislation would prohibit any sales 
at prices below parity. . 


| (4) Funds from the gross receipts from duties collected 
under the customs laws each year should be made available. 

to the CCC in sufficient amount to equal the losses incurred’ 
by the Corporation under purchase or loan operations or pay-. 
ments to wool'y;roducers. 





(5) Marketing agreement and order programs under the 
larketing Agreement Act of 1937, as amended, should be made 
applicabse to wool on the basis "of the comparable, or re- 
vised parity, price.. 


(6) A research and developmental program should be pro- 
vided to improve the quality of domestic wool and wool 
marketing practices and the processing and utilization of 
wool. 


In addition to the legislative program, the letter 
states that it would be desirable to have.’ the executive 
agencies undertake the development of an irfternational 
wool agreement in collaboration with the various interested 
foreign governments, to provide for coordinate action and > 
more unified supervision of world wool marketing and- price 
policies from the standpoint of producers, consumers and 
international. trade, 


An important feature to the Department of the proposed : 
plan is that it will give the executive branch of the govern- 
ment the necessary freedom to reduce the import duty on wool 
if that is found desirable in forthcoming trade agreement 
negotiations, 
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COFFEE BOARD WILL AGREE The Inter-American Coffee Board 
TO SUBSIDY EXTENSION has indicated that it will not 
oppose an OPA proposal to ex- 
tend to June 30 the subsidy of three cents a pound which 
was placed on coffee last November and was scheduled to 
terminate March 31. The Coffee Board regards this as a 
stop-gap measure, however, and is anxious that a more 
permanent solution be worked out before June 30. Before 
the subsidv was announced last Fall, the coffee supply 
in the US fell to a very low level, and some action, such 
.. as extension of the subsidy, is necessary to prevent a 
similar situation from developing this Spring. Members of 
the Coffee Board are continuing to press for the removal 
of the price ceiling on coffee, or failing that, for a 
higher ceiling in line with treatment accorded domestic 
agricultural products. Costs of production have increased 
greatly since the ceiling was fixed and producers have 
been squeezed. Since large quantities are being produced, 
suspension of the ceilings, they feel, should not lead to 
any substantial price rise. 





‘“r. Bowles has pointed out that when the subsidy was 
established it was hoped thet the food situation would be 
easier soon and that many agricultural products would be 
removed from control by now. However, it has gotten 
tignter, making matntenance of price ceilings on agricultural 
commodities critically necessary, In view of his stand that 
the food line must be held, Mr. Bowles feels that continuation 
of the subsidy is the preferable course of action. | 


FOOD SITUATION GROWS France Officials of the French © 
LUCREASINGLY SERIOUS | Foreign Office and the Food Ministry 
nave confirmed the rumor that the USSR 
has promised to make available to France 400,000 metric tons 
of wheat and 100,000 tons of barley, the French to furnish 
transportation for the wheat from Black Sea ports. “ar 
Shipping representatives in the USSR have been instructed 

to make US shipping available, including use of vessels dis- 
charging UNRRA food cargoes in Black Sea ports for the : 
Russian Republics Ukraine and Byelorussia. Prior to the’ 
Soviet commitment to France the US had no information that 
the USSR was in a position to export any food surpluses for 
relief of other countries. The Department is discussing 
making inquiriés of the Soviet Government on the availability 
of Pea, with particular reference to UNRRA's needs. — 








French Ministry of Food officials strongly object to 
any policy which would call for a reduction of their wheat 
allocation from North America as a result of their having 
obtained grain from the USSR. If adequate stocks are to be 


omen assured 
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assured as of June 30, present allocations would fail to 
maintain existing ration scales by apvroximately the 
quantities reportedly available from Russian sources, The 
addition of the 500,000 tons of grain from the Soviets would 
thus merely permit maintenance of present bread rations in 
France and North Africa. 


Finlend A Communist paper in Helsinki recently carried 
an article, which was reprinted in summary by all Finnish 
papers, steting that Finland can get all the grain it needs 
from the USSR. The item says that US grain stocks are 
larger than have been declared and thet American capitalists 
are speculating in grains and refusing to sell so that prices 
will rise. Confidential information -from a Finnish Cabinet 
Minister indicates that Soviet officials in Helsinki were 
annoyed by the newspaper report of large grain supplies in 
the USSR, Legation Helsinki believes that the article is 
authentic, however, and that it seems to be important evi- 
dence of Soviet ability to supply cereals, but only by 
barter, which would further reduce Finland's slim export 
surplus. The attack on US capitalists and grain speculators 
they feel is part of a Communist counter-offensive to the 
firm position we have taken recently in several Soviet 
troubled areas. & Finnish trade delegation which will go 
to Moscow soon will try to obtain enough cereais to increase 
rations and kill the blackmarket in grains. 


Poland President Beirut has given permission for the 
publication in the US and Polish press of the notes recently 
exchanged by Beirut end President Truman regarding the 
critical Polish grain situation. Making the notes public, 
it is hoped, will counteract rumors that curtailment of: 
Polish grain allocations by UNRRA is a US political move. 
Beirut says that the return to Poland of three million dis- 
placed Poles is one reason for the critical food situation 
there. The rumor, he feels, may stem from the bitterness 
growing out of six years of occupation and ecual treatment 
with Poland of countries which have not suffered as much 
or contributed eas loyally. 

Japan The food fact finding group, composed of Col. R.L. 
Harrison and Mr. Frederick Rossiter of Agriculture and 
Mr. Charles Shohan of State, has recommended that shipment 
to Japan of 200,000 tons of grain a month for March, April, 


and May be given highest priority, This group reports thet’: . 


their investigation of SCAP estimates of food requirements 
reflect conservatism and realism, and were arrived at after 
maximum allowances for all available resources, and economic 
and production increases. They point out further that (1) 
SCAP has agreed to reduce the basic rations to the Japanese, 
which is already 20 percent below the recognized subsistence 
level, to the lowest possible level; (2) even this level can 
not be maintained unless there is a total shipment for the 
next 75 days of not less: than 600,000 tons; (3) to the extent 
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there are available oats and dried white potatoes of equal 
caloric value may be susbstituted for cereals; (4) it must 
be recognized that the lowered basic ration will have an 
adverse effect on reconversion and production in all vital 
industries, especially textiles, mining, and fishing, and 
that if the reduction proves to have been too great, sub- 
sequent shipments of foodstuffs will have to.be increased 
to reestablish basic rations at a higher level; and (5) 
SCAP estimates this quantity of grain will provide a total 
caloric intake of only 800-900 calories per day for the 
non-farm population. 


Argentina Internal transportation remains the major 
obstacle to wheat exports from Argentina. The /rgentine 
Secretary of Industry and Commerce has indicated a willing- 
ness to particinate in allocation of world wheat supplies, 
although Argentina wants to keep all her regular customers 
end promises to furnish all the data desired. .s of 
February 26 the only wheat commitments the Argentine Govern- 
ment recognizes are: 217,000 tons to Spain, 89,000 to France, 
205,000 to Brazil, 71,000 to Mexico, 5,000 to Norway, 100,000 
to Italy and 133,000 to UNRRA. Because of transport diffi- 
culties in getting the wheat to port, they plan to substi- 
tute corn now in port up to two-thirds of these amounts 
wherever it is possible. The wheat will be available for 
Combined Food Board use later, 


SECRET 


WEST INDIES CONFERENCE “MAKES RECOMMENDATIONS Recommendations 
TO FRANCE, THE NETHERLANDS, THE US AND UK made by the 

. West Indian 
Conference, which adjourned larch 12 after a 20 day session 
in St. Thomas, Virgin Islands, are being submitted to France, 
Great Britain, the Netherlands and the US for their con- 
certed approval. Among other things, the recommendations 
called for the creation of a central secretariat to be 
located within the Caribbean area. However, a site for it 
has not as yet been selected. Establishment of a regional 
tourist promotional organization was recommended; specific 
recommendations call for meetings on industrial and tourist 
development within the next year. Need for more information 
in undertaking region-wide approach to problems and poten- 
tialities of the Caribbcanarea was emphasized in committee 
reports. Other recommendations asked for the setting up in 
the area of basic terms of social legislation already es- 
tablished by international agreements in such matters as 
workmen's compensation, social security and child japor, 
Another committee report stated the need for international 
discussion at the earliest possible date of the Caribbean 
area's major export crops. 


Territories 


—_— 
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Territories represented at the conference were: 
US--Puerto Rico and Virgin Islands; France--iartinicue, 
Guadeloupe, and French Guiana; Netherlands--Curacao and 
Surinam (Dutch Guiana); Great Britain--—Bahamas, Barbados, 
Jemaica, Trinidad, British Guiena, British Honduras, 
Leeward Islands, and Windward Islands, 





UNRESTRICTED 
* * | ’ 


SWISS-ALLIED NEGOTIATIONS PEGIN The negotiations with 

ON GERMAN EXTERNAL ASSETS the Swiss opened formally 
in Washington March 18 

after preliminary meetings between the French, US and UK 

delegations. 
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This weekly publication is designed 
to highlight developments in the economic 
divisions of the Department of State, and 
to indicate the economic problems which 
are currently receiving attention in the 
Department. It is suggested that copies 
be-retained on file, as reference will 
sometimes be made to previously reported 
items to avoid repetition. 


DOCUMENT SECURITY INSTRUCTIONS 


This document should be treated in accordance with 
current instructions regarding security measures for 
SECRET material. Extreme care should be exercised to 
avoid public or private discussion of the information 
herein with or in the presence or hearing of any person 
not authorized to have knowledge thereof. For general 
purnoees al) classified Foreign Service Officers and 
other responsible economic officers are authorized to 
have knowledge of the contents of this document, 
responsibility for the safekeeping of which will be 
assumed by each recipient thereof. It may be retained 
in protected files or, at the discretion of the recipient, 
destroyed by burning. If not personally disposed of by 
the recipient, he will assure himeelf that it ie burned 
in the manner prescribed for SECRET material. 


_ DECLASSIFIED FOR PUBLICATION IN FOREIGN _ 
| RELATIONS OF THE UNITED STATES 








_— 


€ : 











March 25, 1946 
CONTENTS 
Page 
USSR Replies to US Note on Credit Negotiations ---- 1 ° 
Credit Negotiations With French Begin ---+-+-+-+-- 1 
Embassy Moscow Reviews USSR's Economic Situation in 
View of Five-Year Plan ---+-+-+-+-ee-+-eee-e8 py) 
Regional Balance of Economy Shifted to Hast 
Industry 
Basic Raw Materials 
Transportation 
Consumer Goods and Personal Liberty 
War Production 
State and Yar Ask For Moratorium on Extension of US 
Investment in Germany - - - - - “cfc ee ---- 4 
Factors To Be Considered in Determining Property 


Policy 


Disagreement Over /llocation of German Coal For Second 
Quarter May Bring About New Coal Directive ----- 5 


Policy Agreement Reached On Organization and Functions 
Of Trade Unions Within The US Zone - -----+-+-- 5 


Agreement On Level of Industry Plan For Germany 
Deadlocked On Principle of Review ---+-+-+-+-+-- 6 


Clay Recommends Reply to USSR Note Concerning Failure 
To Meet Reparation Schedule Particularly On 
Advance Deliveries ----+-+-+-+-+-+-+-+-++e-8 7 


Soviet Embassy Here Questions The Workability of a 
Semi-Autonomous Reparations Committee Under FEC - - 8 


Centralized Cotton Purchase To Be Continued In Eritain - 9 
Cotton Purchasing Commission 
Commons Debate March 28 

Coffee Subsidy To Be Extended To June 30 --+--+-+-+-+ 6 10 


ECEFP Recommends Policy For US Representation On 
Combined Committees Other Than CFP - --+--+-+-+-+- 11 


Ex-Im Board Approves Credit For Netherlands ---+-+-e- 11 


Inaugural Meeting Of World Fund and Pank Are Concluded 12 
Membership in Bank and Fund 


(Continued) 





DECLASSIFIED FOR PUBLICATION IN FOREIGN 
RELATIONS OF THE UNITED STATES 


etl it, litle ne tt 











(Contents Continued) os . Page 


Food Continues To Occupy Spotlight ----+--+---- ‘cee 3 
_ France — — , | 
China : 
Southeast Asia Food Conference oe 
Canada 
Japan 
Germany 


China Credit Negotiations Expected To Begin Soon---+- 15 
Turkey Offers To Repossess Low-Grade Chrome Stocks - + - 15 


US and French Will Sign Eileteral Air Transport 
Agreement March 27 ----+-+-*+-e2*22+-e+22e-e+e-5 a 








| DECLASSIFIED FOR PUBLICATION IN FOREIGN 
RELATIONS OF THE UNITED STATES | 


ee 











USSR REPLIES TO US NOTE The Soviets have replied to our 
ON CREDIT NEGOTIATIONS note of February 21 proposing 
that negotiations begin as soon 
as possible in Washington concerning the USSR reauest for 
an Ex-Im credit. The reply states that the USSR is pre- 
pared to discuss the following points: 








(1) The amount and conditions of a long-term govern- 
mental credit; 


: (2) the conclusion of 2 treaty of friendship, commerce 
and navigation between. the USSR and the US; and 


' (3} methods for giving effect to the terms of Article 
. VII of the Lend-Lease Agreement and the | quneties of lend- 
lease settlement. 





The note states, however, that the USSR does not con- 
sider it expedient to discuss other points in the US note 
in connection with the credit, but that a future time and 
place should be mutually agreed upon. The Department does 
not consider the Soviet reply entirely satisfactory. The 
points mentioned in the US note which the USSR does not wish 
to discuss at this time include: 


(1) claims of US nationals against the USSR; 


(2) determination of concerted policies to be followed 
by the US and. the USSR. together with the UK, under the terms 
of the -agreement reached at Crimea, in assisting the liberated 
- peoples of Europe to solve their economic problems by democratic 


means} 


(3) arrangements to guarantee that navigation on rivers 
of international concern should be free and open to all 
members of the United Nations; 


(4) civil-aviation matters. of mutual interest; 


(5) protection of the interests: of inventors and of 
writers and other holders of copyrights; and 


(6) any other economic questions deemed by either govern- 
ment to be conducive to the attainment of the general aims 
of the negotiations as herein proposed. 


ak ae ee 
CREDIT NEGOTIATIONS The Blum delegation is holding its 


WITH FRENCH BEGIN first meeting with the US financial 
committee on French negotiations 





today, March 25. 
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EMBASSY MOSCOW REVIEWS USSR'S ECONOMIC In view of the 
SITUATION IN VIEW OF FIVE YEAR PLAN fourth Five-Year 

Plan of the USSR, 

adopted unanimously by the Supreme Soviet March 18, ‘Embassy 
Moscow has reviewed the current state of Soviet economy and 
points out particular problems to be met in the next few 
years. The analysis is made bearing in mind the ultimate 
objectives of the Soviet Union as expressed in Stalin's 
speech of February 9 in which he set up production goals 
in 15 years of 60 million tons of steel, 500 million tons 
of coal, and 60 million tons of oil per ’ year--goals which 
were justified on the ground that the Veen must be prepared 
for "all exigencies." 


Regional Balance of Econom Shifted to East A vast 
area inhabited by 88 million people and producing over 60% 
of Soviet coal and similar percentages of ferrous metals 
and other vital materials was overrun by the Germans and 


devastated so thoroughly that not until 1950 or later will 








industry there be rehabilitated completely. Dire necessity — 


forced development of the Soviet East to which whole in- 
dustries were evacuated from the “est to the Urals, Siberia 
and Central ‘sia. During the war large amounts of capital 


were invested throughout the Soviet East. The Embassy feels 


that this change is permanent and the Soviet East will re- 
main the basic industrial bastion of Russia. Among the 


present economic tasks of the Soviet state is the rehabilita- 
tion of the West, which in 1945 produced only 30% as much as 


before the war, and consolidating and further pushing the 
development of the East by new capital investment. 


Industry War accelerated development in certain 
branches of the economy and seriously retarded others. The 
machinery industry svffered Jess from invasion than other 


branches of the economy. Many of the facilities originally 
located in occupied areas were successfully evaeuated to the 


East. The Embassy estimates that the net effect of evacu- 
ation and new investments was to increese machinery output 
by 55% in 1944 as compared with 1940, The 1945 situation 
was different due to the end of the war and consequent re- 
conversion of part of the war industry to capital goods in- 
dustry and retooling of much of the remaining war industry, 
so that a decline in machinery output occurred as compared 
with 1944, »Production of electrie power, equipment, mital- . 
lurgical equipment, mining equipment and machine tools ap- 
pear to have been at a fairly high level in 1945. Other 
branches lagged, such as the production of locomotives and 
railway cars and machinery output for civilian economy. 
The war industry must in great part be reconverted to 
capital goods output to satisfy great needs in many lines. 


Basic Raw Materials The output of basic raw materials 
fell off very seriously during the war in contrast to 


machinery output. The 1945 production had recovered greatly 


due to 
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due to rehabilitation in reoccupied areas and new invest- 
ments in the East during the war. However, basic lines of 
production of raw materials must reattain and surpass their 
prewar output. The Embassy concludes that several years will 
be required to recover the prewar position in these lines as 
a whole, although individual items such as coal and electric 
power will probably completely recover in 1946, 


Transportation Recovery of transport in toto will in 
all probability require fully five years. Railway and river 
transport must be completely reconstructed and re-equipped if 
the rest of the plan is not to fail. . 7 


Consumer Goods and Personal Liberty Consumer goods 
production for civilians almost completely stopped in 1941 


and resumed only in 1944 to a limited extent. The price of 
consumer goods during the war was too high to permit the 
average worker to purchase. Housing, always inadequate, 
deteriorated throughout the country. | 





Workers wént without even the most fundamental liber- 
ties during the war. No Soviet worker could leave his 
plant for a better. job without permission. Tardiness was 
punishable by prison sentences if repeated, as. was 
absenteeism, York hours were long and vacations prohibited. 
No one could move from one city to another without police 
permission. Although work hours have been reduced and 
vacations restored, most of the restrictions continue in 
effect even now. Deprivations of var have had a serious 
effect on the cultural level of workers, have certainly 
affected the general level of health and, with the end of 
the war, there is a serious decline in morale. Therefore 
the Soviet Government must meke substantial concessions in 
terms of consumers' goods, housing and probebly also in- 
creased freedom to workers if morale is to be improved 
essentially. ae , 


War Production ‘While the above aims are being carried 
out, the USSR will undoubtedly continue to maintain a large 
army and sufficient war production to keep it up to date, 
At the same time, as announced as one of the objectives of 
the Five-Year Plan, large investments will be made in the 
development of atomic energy. These investments may burden 
most heavily some of the least developed branches of Soviet 
industry, , 
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STATE AND WAR ASK FOR MORATORIUM ON The Department has 
EXTENSION OF US INVESTMENT IN GERMANY been approached by 

| | ; . certain US companies 
wishing to expand their investments. in Germany or create new 
property interests, The Department refused to accept these 
- proposals on the grounds of: (1) absence of final quadripar- 
tite agreement on levels of industry, designation of in- 
‘dustrial capital equipment to remain in Germany, and con- 
ditions under which extension of foreign investments in 
Germany will be permitted so as to ensure equal opportunity 
for ali and discourage speculative transactions; (2) un- 

certainty as to the date of resumption of normal economic 
' functioning of industry of Germany; and (3) the present fi- 
nancial disorder in Germany. At the Department's request the 
Yar Department has instructed General McNarney to seek agree- 
ment in the ACC. for a moratorium on new foreign investment 
in Germany whether as share holdings or real property, pend- 
ing agreement on the points set forth above. We have also 
requested information as to the practices in other zones of 
occupation regarding new foreign investments. és an ex- 
ception to the moratorium policy, the Department feels we 
should seek agreement in the Control Council that United 
Nation owners of property, destroyed or removed under 
security or reparation program, be permitted to attempt 
voluntary purchase in any zone of Germany of plant or equip- 
ment to replace property destroyed or removed but not to ex- 
pand former holdings. At the same time we urge that agree- 
‘ment. be sought on the question of resumption of control 
over property in Germany by the United Nation owner. 


Factors To Be Considered In Determining Property Policy 
The Department is preparing policy for eventual quadripartite 


agreement in Council on quasi-permanent policy to follow 
moratorium. In this connection we are taking into consider- 
ation the following factors: (1) The USSR suggested ata 
meeting of the Coordinating Committee that all foreign in- 
vestment in Germany be eliminated as dangerous to economic 
security. This suggestion was rejected. Earlier the Soviets 
suggested at Potsdam and informally at the Moscow Reparation 
Commission meeting that reparations take the form of foreign 
holdings in German corporations; this was rejected also. © 
(2) The policy in reparation removals of selecting German 
plants for removal first, except in special instances, will 
result in large increase in proportion of foreign ownership 
in general and in certain industries such as automobiles, 
oil refining and distribution, electrical and radio equip- 
ment, etc. (3) In addition to security interest in which 
ca~tel policy should be included, German foreign-exchange 
position over the long run must be considered, (4) In this 
connection propositions advanced thus far have as bases com- | 
mercial or economic advantage other than profits to be made 
in Germany and transferred to the US. The Department will 
welcome any views on this question which OMGUS may have now 


or develop in the near future, 





* * * 
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DISAGREEMENT OVER ALLOCATION OF GERMAN COAL FOR In determin- 
SECOND QUARTER MAY BRING ABOUT NEW COAL DIRECTIVE ing the 
allocation 
of German coal for the second quarter, the Department approved 
US Military Government recommendations for an average increase 
of 19% in domestic consumrtion of coal for this period in 
view of the German food import and fertilizer situation. The 
French have protested the increase in domestic consumption. 
They have pointed out that production of German coal has in- 
creased and the ability to transport coal has improved. They 
maintain that, in accordance with the Presidential Directive 
of last July, coal exports to liberated areas should be pro- 
portionately increased and the amount of coal allotted to the 
different zones for German domestic needs should not be in- 
creased, 





When the subject was raised in the Coordinating Com- 
mittee of ACC, the French cited figures indicating that there 
has been a steady drop in the ratio of exports to total sup- 
ply and declared that if the allocation figures approved by 
the US, UK, and USSR were accepted, the 25 million ton goal 
set py President Truman could not be met. General Clay re- 
plied that despite large coal exports from Germany, there 
has been no payment elthough the agreement called for dollars 
in exchenge. He also stated that he believed the lack of 
central German agencies had hampered production and transport 
of coal and that failure to receive adequate coal in the US 
zone had greatly increased the burden of the occupation authori- 
ties. He then proposed that the problem be handed over to the 
Economic Directorate for further consideration. 


POLICY AGREEMENT REACHED ON ORGANIZATION AND Agreement has 
FUNCTIONS OF TRADE UNIONS YITHI' THE US ZONE been reached 
in State and 
concurred in by the “ar Department permitting the formation 
of free trade unions in the US Zone Germany providing the 
trade union officials are anti-Nazis, are elected according 
to democratic principles, and providing the social and 
economic policies of ‘Military Government are not contravened. 
Military Government authorities in the US zone are being in- 
structed to permit, with or without shop council elections, 
proven anti-Nazis to organize primary trade unions with the 
understanding that these officials must be subject to elec- 
tions not later than three months after the establishment 
of the unions. 





The following proposed policy statement is being sent 
to Military Government ("G) for its guidance in setting up 
the framework within which the unions should operate: (1) 
trade unions may bargain collectively with employers or 


—_— 
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employers' associations concerning wages, hours and labor 
conditions within the framework of the social and economic 
policies established by MG; (2) charters of trade unions 
should provide for annual elections of trade union officials 
by the membership; (3) the publication of at least one 

trade union periodical should be permitted in the US zone; 
(4) traue unions should receive preference in the allocation 
on a custodial basis of certain non-industrial property es- 
sential to their normal functions (such as meeting halls, 
office space, etc.); (5) trade. unions may also act on behalf 
of the professional economic or social interests of their 
members; and to this end MG should seek the cooperation of 
the unions in such matters as denazification and the elimi- 
nation of militarism, education in democracy, execution of 
i.llied policy regarding the elimination of monopolistic 
practices and types of business organization, reconstruction 
and development of a peaceful German economy; (6) trade unions 
should be invited to participate jointly with employers and 
German authorities in (a) the administration of Labor Offices 
and in the administration with other interested groups of 
social insurance institutions on all levels; and (b) invited 
to participate in the discussion of and planning for denazi-. 
fication of enterprises; price control measures; rehabili- 
tation of industry, trade, transportation, communications, 
egriculture and housing policies; (7) insofar as the German 
administrative organs do not deal with the problems cited 

in (6), the trade unions shovld be consulted directly; and 
(8) trade unions should be given equal representation or con- 
sultative powers with any other economic groups before the 
Secretariat of the Council of Minister-Presidents. 


EGREEMENT ON LEVEL OF INDUSTRY PLAN FOR Quadripartite 
GERMANY DEADLOCKED ON PRINCIPLE OF REVIEW agreement on 

the general 
level of industry plan for Germany has been blocked pending 
resolution of British insistence on the principle of mandatory 
revision of the plan should any of its fundamental hypotheses 
eventually prove false and the Soviet insistence that the plan 
remain unchanged urtil completion of the reparation program. 

















Debate in the Coordinating Committee was opened by tke 
British member who stated that the new plan was acceptable 
on the assumption it was drawn on the Potsdam principle that 
in present western boundaries Germany would be treated as an 
economic whole. Revision of western frontiers or treatment 
of Germany other than as an economic unit would neééssitate 
alteration of the plan. He made clear that British approval 
was conditional on periodic review of the plan. He suggested 
annual review starting on January 1, 1947, and pointed out 
that the Coordinating Committee had already accepted. the 
principle of periodic review for steel. 
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The French member recalled the French position and 
emphasized that one helf billions of food imports must be 
the maximum to be lowered as soon as possible and 45 million 
tons of coal exports a minimum, He concurred with the 
British on the principle of periodic review, 


General Clay said he also understood that failure to 
operate Germany as a unit, either through lack of admini- 
strative apparatus or further change of frontiers, would 
make the plan subject to revision; and that except as 
specifically stated in the plan, agreed figures do not 
limit industry in Germany, but will permit reparations, and 
that plan is subject to review, 





The Soviet member steted his Government's acceptance 
was conditional upon agreement that: any changes in detail 
can be made only after reparations have been effected; any 
modification in the German economy must be only at the 
cost of internal German resources, cannot cost anything to 
to the occupying powers end should not violate the basic 
principles of Potsdam. Upon questioning by the other 
members, the Soviet representative said that although he 
did not oppose in principle any change in the plan no 
change would be admissable unless the rcparations plan 
hed been executed and then only efter unanimous agreement 
in the Control Council. 


In order to give all the members opportunity to study 
their positions carefully with the view to attaining agree- 
ment as to reviev and revision of the plan, the Chairman 
proposed to interrupt the discussion until the next 
Coordinating Committee meeting, 


CLAY RECOMMENDS REPLY TO USSR NOTE CONCERNING FAILURE TO 
MEET REPARATION SCHEDULE PARTICULARLY ON ADVANCE DELIVERIES 
General Clay has suggested that the reply to the USSR note , 
protesting the failure to meet the reparation schedule, 
particularly with respect to advance deliveries, be along 
the following lines: (1) This Government regrets the delay 
as much es the USSR. However, the reparation settlement 
necessarily awaits quadripartite agreement in the ACC on 
the overall question of the level of industry. In this 
connection he points out that no later than March 20 the 
Soviet position, which varied from the compromise accepted 
by the other three powers, prevented agreement from being 
reached on the general level of industry. Hence it would 
appear that the Soviet note really is a protest against 

the unwillingness of the other occupying powers to always 
accept the Soviet interpretation of the Berlin protocol. 
(2) With respect to advance deliveries, they were being 





———— held 
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held pending agreement on the methods and procedures of 
evaluation. It is understood that the US, French and 
British representatives in the 4CC have reconciled their 
views and reached agreement among themselves some time 

prior to the reaching of an overall agreement of e11 four 
powers, There is now no obstecle known to the US in the 
making of deliveries to the USSR provided early agreement 

is reached as to the reciprocal reparations to be made 
available by the Soviets in payment of that portion of the 
reparations available from the US zone. (3) This Govern- 
ment's representatives in Berlin have been given full author- 
ity to effect these arrangements and are prepared to discuss 
these matters and to reach agreements as rapidly as any 
differences in views can be reconciled. 


* *« * 


SOVIET EMB.SSY HERE QUESTIONS THE WORKABILITY OF A Mr. Novikov 
SEMI-AGTONOMOUS REP/RATIONS COMMITTEE UNDER THE FEC - ™ 
ovie 
Embassy has questioned the feasibility of a semi-autonomous 
reparations committee set up under the general framework of 
the FEC as proposed by this Government. (See Current 
Economic Developments, March 4, P. 6) He expressed a personal 
preference for an independent reparation commission composed 
of the US, UK, USSR and China, with the retention of the pro- 
posed committe under FEC to serve as a liaison body to 
assist the FEC in coordinating the decision of the reparations 
commission with overall FEC economic policy. Novikov foresaw 
difficulties with respect to the jurisdiction of the FEC out- 
side the four main islands of Japan. He commented that to 
assign the responsibilities of external assets to the com- 
mittee before the Manchurian question was resolved would in 
his judgement be futile. He aiso commented on the difficulty 
of having the committee work within the FEC and still not 
come under its reviewing power and on the difficulty of reach- 
ing decisions on some of the more difficult questions with 
all eleven governments. 





Novikov asked for clarification on the following points 
of the US proposal: (1) the reiations between the committee 
and the FEC with particular reference to its reviewing 
power; (2) the ability of the Commission rather than the 
governments to establish such a committee with direct 
channels to SCAP; (3) the ability of the committee to per- 
form its work in ’ washington rather than dividing its time 
between Washington and Tokyo; (4) the relations between the 
work of the committee and the responsibilities assigned to 
SCKAP; and (5) the voting procedure contemplated for the com- 
mittee, On several of these points it was agreed that 
Clarifying language could be inserted to advantage. Novikov 
indicated he would send our draft plan to his Government for 
its views, 


* * * 
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CENTRALIZED COTTON PURCHASE Sir Stafford Cripps, speaking 
TC SE CONTINUED IN BRITAIN in Commons on March 15, an- 
nounced that the UK Government 
has decided. to continue the central purchase of cotton and 
that a permanent Cotton Purchasing Commission will be es- 
tablished to work in close contact with the spinning in- 
dustry. An interim scheme will be operated by the wartime 
cotton control and it is proposed that the spinner will be 
given the assurance of stable cotton prices. The Labor 
Government has taken the view that it is unlikely that post- 
war international conditions will favor the operation of a 
cotton futures market: of the pre-war type. They are satis- 
fied that centralized purchase, which has operated success- 
fully during the war, will in the future enable cotton sup- 
plies to be obtained at least as economically as by private 
importation, and with greater certainty and regularity. Such 
an arrangement will also help maintain reasonable stabiiity 
of price to the spinner and will help stabilize the price of 
utility cloth, an important element in the cost-of-living 
policy. 





Erbassy London reports that the Cripps announcement 
is believed to have been made at this time because of in- 
creased pressure from the "cotton market." The market was 
unwilling to continue on the wartime basis and had been 
urging the Government to decide on the restoration of a 
free market. 


Cotton Purchasinz Commission The proposed Cotton Pur- 
chasing Commission is expected to operate substantially the 
same as cotton control, which would probably have continued 
in any case through 1947 for supply reasons. The Commission 
may use any or all of four methods of operation: (a) cable 
offers through UK agents of exporters, the method used for 
buying US cotton since January; (b) a Government purchasing 
mission in the exporting country; (c) use of exporters as 
ouying agents for the UK Government; (d) intergovernmental 
contracts. All these methods were used in various countries 
during the war, 





Commons Debate March 2% The Government will allow time 
on Maren 25 for debate in Parliament on the opposition's 
motion against the Government proposal. | 





Discussions of the proposed plan have been held between 
Embassy London and UK Board of Trade representatives in 
London and the Department and the UK Embassy here. The US 
is concerned since commitments in the US-UK Financial Agree- 
ment might de quite meaningless if the British should extend 
State trading to a wide area. The cotton purchase proposal 
is not inconsistent with the UK commitments under the Financial 
Agreement or our Trade Proposals but it does raise the question 
of the scope of government trading by the UK. This question is 
expected to be raised in Congress in discussion of the Financial 
Agreement, 





The British 
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The British have indicated that the centralized pur- 
chase of materials will be considered case by case in the 
light of special circumstances. The Department has also 
suggested that a public statement to this effect might 
be made during the forthcoming debate in Commons on the 
proposal. ‘We propose that they say they have no intenticn 
of extending state trading over wide areas of the import 
trade, that cotton is a special case, and that although 
there might be other special cases, they would be ex- 
ceptions rather than the rule, 


The Liverpool and Manchester Cotton Associations and 
the: Federation-of Master Cotton Spinners Associations have 
asked the President of the Board of Trade for a deputation 
at an early date in order to obtain clerification of the 
Government's plans. at ea meeting i‘arch 19 to discuss the 
proposal, the Liverpool é£ssociation said it would take 
every ster to try to persuade the Government that the 
knowledge and experience of cotton merchants and brokers 
Shovld not be lost to the industry or the nation. Press 
reaction has generally been unfavorable to the plan. 


COFFEE, SUBSIDY TO BE In line with OPA's proposed:-solution 

EXTE: DED TO JUNE 30 to the coffce price problem, exten- 
Sion of the subsidy of three cents a 

pound has been announced. The subsidy will be continued from 

March 31, when it is nov scheduled to terminate, to June 30 

and will be paid on a maximum of 7,500,000 bags imported 

Curing that period. Continuation of the subsidy, it is 

believed, will forestall any need for restricting coffee 

consumption in this country, and at the same time will be 

in line with Mr. Bowles' announced policy of holding the 

line on food prices to the consumer. In order to insure that 

the subsidized coffee will move through the ordinary -trade 

channels into consumption in an orderly and eguitable 

manner, an inventory control on green coffee will be es 

tablished by the Department of agriculture through a 

“lar Food Order. 





The members of the Intereimerican Coffee Board have 
accepted this solution of the coffee problem as a stop- 
gar measure, but hope for a more permanent solution before 
June 30. They would prefer removal of the ceiling price, 
or failing that, a higher ceiling. 
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ECEFP RECOMMENDS POLICY FOR US REPRESENTATION The Executive 








ON COMBINED COMITTSEES OTHER THAN CFB Committee on 
, Economic 


Foreign Policy has adopted a policy statement regarding US 
representation on Combined Committees other than Combined 
Food Board Committees. At present responsibility for 
coordinating US representation on these committees rests 
with the Civilian Production Administration, successor 
agency to the ‘lar Production Board. Because of the need 

for close integration of the recommendations of the combined 
committees with domestic controls in the US, responsibility 
for designating US representatives should rest with CPA. In 
addition ECEFP recommends that: 


(a) A US operating committee should be established for 
each combined committee in which the US participates, 
chairman and secretary of the operating committee to be the 
US member and the US secretary of the combined committee 
concerned; (b) members of the US operating committees should 
represent interested departments or agencies of the US Govern- 
ment; (c) the function of the operating committee should be 
to.advise and consult with the US members of the combined 
committees so'as to develop a unified US position. Final 
decision in negotiations should rest with the US members of 
the combined committees, but when issues arise that are with- 
in the specific responsibilities of individual US Government 
agencies, the US members should not deviate from the US 
position as determined by the operating committees; (d) the 
operating committees should follow established US economic 
foreign policy. In the case of important questions not 
covered by such policy, or where modifications of policy ap- 
pear desirable, the views of ECEFP should be sought. 


EX-IM BOARD APPROVES The Board of Directors of the 
CREDIT FOR NETHERLANDS Eximbank and the Mational Advisory 

Council approved the extension of a 
two-year credit of *200 million to the Netherlands at 2-1/4 
percent for procuring goods and services in the US during 
1946. The credit is intended to meet the most urgent re- 
quirements of the Netherlands pending the time when the 
facilities of the International Bank will become available. 
This decision cancels the recommendation of NAC that the 
Eximbank consider a credit of $50 million with private 
capital participation as reported on page 11, February 25 
issue of Current Economic Developments. 
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INAUGURAL MEETINGS OF WORLD The machinery for the 
FUND AND BANK ARE CONCLUDED operation of the Inter- 
national Bank for Recon- 
struction :and Developrient and the International Monetary | 
Fund was set in motion at the inaugural meeting of the 
combined boards of governors which concluded at Savannah, 
Georgia, March 18. Delegates felt the unanimity of the 
conference was a good augury for. future world. cooperation 
in financial and- econeni¢ fields. 


as 





Washington was chosen as the site for the Bank and the | 
Fund, and the executive directors will meet in “lashington : 
about May 7 to elect a president of the Bank and a managing 
director of the Fund. The combined boards of governors ere 
scheduled to meet egain in September to pass on the interim 
work of the executive directors. Thereafter there will be 
annual meetings of the governors, between which meetings the 
-@€xecutive directors will be in charge. , 


It is expeeted that the Bank will be ready to begin 
making loans by fall, with the possibility that these credits 
may total between one or two billion dollars-before the end 
of 1947. 


The twelve-man executive board for cach insitution is 
comprised of the representatives of the five countries with 
the largest quotes in the Fund and the largest subscriptions 
to the Bank--the US, UK, France, China, and India. The 
other member countries elect the other seven members of each 
board. Those countries which now have elected representatives 
on the executive board of the Fund are "“'exico, Brazil, the 
Netherlands, Canada, Belgiur, Czechoslova’-ie and Egypt, and 
of the Bank are Greece, Chile, Cuba, Felgium, the Netherlands, 
Canada, and Poland. 


Membership in Bank and Fund Action was taken at Savannah 
to give an oxtersion until the end of 1946 to all Bretton 
WYoods signatory nations to sign agreements. Previous dead- 
line was lest December 31. Nations which are affected by 
the extended deadline are the USSR, Australia, New Zealand, 
Haiti, Liberia, Venezuela and Colombia for the Bank. 
Nicaragua, El Salvador and Panama became members during the 
conference. The Soviet observer seid thet USSR decision re 
with regard to ‘membership would be "given later" and inferred ' 
that action might be withheld until after the international i 
trade conferences in which removal of trede barriers will be P 
discussed. His government, he said, wished to study "most 
carefully" the Bank and Fund arrangements. 





The membership committee also adopted procedure to admit 
nations which did not attend the Bretton “oods Conference, 
The Committee gave Denmark (which attended Bretton “oeds as 
an observer) a tentative quote of “68 million for membership 
in the Bank and a like amount in the Fund, 


UNRESTRICTED ———n. 
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FOOD CONTINUES TO The food crisis continues to loom as 
OCCUPY SPOTLIGHT one of the greatest, if not the 





greatest, immediate problem the world 
has to face. Governor Lehman at. the UNRRA meetings in 
Atlantie City has urged establishment of a single inter- 
national food control board, with the USSR included, to 
deal with the world famine and to sit in continuous session, 
if necessary, until the crisis is past. The Soviet delegate 
at the meetings charged the Combined Food Board and other 
supply agencies with failing to recognize the international 
authority of UNRRA and with cutting the allocations of re- 
sistance ‘nations, in spite of UNRRA's pledges. as to their 
rights to relief and rehabilitation as indemnity and not 

as charity. Premature lifting of food controls was blamed 
by Governor Lehman for contributing to the present 
desperate situation. 


France Some difficulty has arisen over the treans- 
portation of the grain offered by the USSR to France, which 
was to have been made available at Black Sea ports. (See 
Current Economic Developments, March 18, 1946, P. 15) 
Following confirmation of the reported. offer , War Shipping 
Administration representatives in the USSR-were instructed 
to make US shipping available to move the grain. WSA as- 
signed nine ships returning from the Black Séa after dis- 

charging UNRRA cargoes, presumably foodstuffs, to deliver 
the wheat to France, However, the Soviet representative 
at Odessa said he had no instructions for loading wheat 
for France when approached by the ‘SA representative at 
Odessa. The French Foreign Office has since received word 
that the wheat is there and is enroute to the docks, The 
WSA agent says 1500 tons of wheat is to be shipped by. rail 
into Odessa daily, which will mean 45,0CO tons per month. 
This amount can be handled by US vessels, There is no in- 
dication yet of how much will be available at Novorossisk, 
although séven French and two Soviet ships are reported 
currently r-ady for loading at that. port. The French have 
now consented to a reduction in their stated overseas im- 
port requirements corresponding to quantities ‘that actually 
may be received from Soviet or other sources, 





China Embassy Chungking has received fren the Chinese 
Minister of Food a statement of China's critical food 
shortage which has already resulted in famine conditions in 
many areas. The Minister asks that UNRRA allocate 209,000 
tons of rice and 750,000 tons of wheat and flour for the 
first half of 1946 instead of the smaller allocation pre- 
viously decided upon. He asks also that the Combined Food 
Board allow China to purchase 200,000 tons. of rice from 
Siam and 300,000 additional tons of wheat and flour from 
the US and Canada, 


“ Southeast Asia Food Conference A-conference on’ the 
critical food situation in Southeast Asia, to be held in 








— Singapore 
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Singapore between April 12 and 20, has heen called by 

Lord Killearn, a Special Commissioner, The Food Depart- 
ment of the Government of India will send a representative 
as will Burma , Ceylon, the Malay States, Singapore, Borneo 
and Hong Kong. The UK representative in Siam and UK Foreign 
Service and military representatives from French Indo-China 
and the Netherlands ‘Tast Indies will also attend. Official 
experts at Singapore are holding a preliminary meeting to 
prepare an agenda for the main conference. 


Canada The Canadian. Prime Minister has listed several 
new proposals to conserve grains and make, increased quanti- 
ties aveilable from Canada: (1) Farmers are urged to plan 
their production so as to obtain the maximum yieid of food- 
stuffs over the next four years; (2) a campaign to encourage 
saving in.the use cf wheat and wheat products by consumers, 
and to encourage home gardens is ta be undertaken; (3) the 
reduction of inventories of wheat and wheat products is to 
be encouraged; (4) modification of regulations..on bulk ship- 
ments of flour and feed is planned; (5) priorities for rail 





transport of wheat for export have been established; (6) in- 


creased quantities of oats and no, 4 wheat will be made 
available for export if possible; (7) wheat available for 
domestic milling is being reduced by 10 percent on the 
basis of 1945 purchases; (8) wheat for distilling is being 
reduced by 50 percent on the basis’ of amounts used in 1945; 


and (9) special arrangements are being made to encourage 


immediate marketing of wheat stored on farms. 


Japan Agriculture has informed the food fact finding 


- group.in Japan that SCAP's request, which. the food group 
‘upheld, for 200,000 tons of grain for “arch will not be 
met, March loadings are expected to be 104,000 tons at a 


maximum. Agrieulture has pointed out that they have in- 
formation indicating that: (1) indigenous supplies in 
Japan would have provided 1,340 calories rer capita until 
November, without including the winter wheat crop which 
will start becoming available in May; and (2) indigenous 
supplies in Japan including the winter wheat crop would 
provide 1,900 calories per capita throughout this year. 
Agriculture has inquired whether supplies have been © 
utilized at such a high rate that availability has been 
very greatly reduced or hoarding or leck of full collec- 


tions. explain the present critical situation. They com- 


ment that there is evidence of a low rate of collection | 
this year compared with last. 


, Germany General Clay has informed the War Department 
that if imports of 50,000 tons of wheat per month can be 
guaranteed he will be "able to maintain a ration of 1200- 
1250 calories per day for the normal consumer in the US | 
zone. The War Department has indicated their belief that 
his request is reasonable and have promised to back it in 
meetings with the allocating agencies. 
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CHINA CREDIT NEGOTIATIONS General Marshall appeared 
EXPECTED TO BEGIN SOON before the National Ad- 
visory Council on March 20 
and urged that negotiations for a long-term credit to 
China begin as soon as possible, The Council is study- 
ing General Marshall's recommendation and negotiations 
are expected to begin soon, 








TURKEY OFFERS TO REPOSSESS Embassy London nas been in- 
LOW-GRADE CHROME STOCKS structed to take steps with 

UK authorities to ensure im- 
mediate acceptance of an unusually satisfactory offer of 

the Turks with regard to the disposal of stocks of chrome 
bought by the British under the preclusive purchasing agree- 
ment they signed with Turkey in 1940, 











US interest stems from the fact that we agreed at a 
later date to share with the. British losses incurred under 
the chrome and other preclusive buying programs. The 
problem of what to do with the low-grade stocks was a dif- . 
ficult one from the beginning, since they had little com- | 
mercial value unless concentrated, A conference was called 
in London last sum:er to consider the question, and after 
considerable discussion within the Department and with the 
British it was decided to try to get Turkey to take back 
the Guleman low-grade chrome stocks only. A much more 
favorable settlement than was first envisaged has now been 
proposed by Turkey. They now agree: (a) to repossess all 
Anglo-American low-grade chrome stocks in Turkey totalling 
297,000'toris (not just the Gulemcn stocks) and to waive, the 
20 percent. belanee duc on these stocks; (b) to make 4 cash 
payment of 500,000 pounds sterling. (This means a return 
of about $7 a ton average, a substantial increase over the 
initial proposal which amounted to an average of about %4); 
(c) to permit us to dispose of nigh-grade chrome stocks to 
any country, a concession which the British had been seek- 

‘ing for over a year; and (d) to make return payment of 20 
percent on those low-grade stocks on which final payment of 
100 percent has been made, 











US_AND_ FREMCH ‘JILL SIGH BILATERAL The US-French bilateral 
AIR TRANSPORT AGREEMENT MARCH 27 air transport agreement, 
which will be signed 
March 27, 1946, parallels closely the US-UK Bermuda /gree- 
ment. Both negotiations involved difficult reconciliations 
on Fifth Freedom traffic, rate control, and the designation 
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nol specific routes, Both agreements are considered 

reciprocally successful and are expected to play an im- 
portant vart in the development of international air 
transportation. 


Although the French were fearful of Fifth Freedom 
compet: tion without rate control on their most remuner- 
ative routes, such as that from Paris to Rome, they 

nevertheless gave way on the matter of rate control on 
this Fifth Freedom traffic. 


It is agreed that czpacity shall be related to: (a) 
traffic requirements between the country of origin and 
countrics of destination; (b) the resuirements of through 
airlines operations; (c} area requirements taking into con- 
sideration local and regional services. Points (a) and (c) 
were reassurances to the French, and point (b) constituted 
protection for the US position. , 


As in the case of the Bermuda agreement, rate control 
will be conducted for 1946 through the conference machinery 
of the International Air Transport Association subject to 
the approval of thse aeronautical authorities of both ccun- 
tries, with reference to PICAO in the event of disagreement. 


Although sereement on specified routes was probably more 
fficult in the case » the British negotiations than the 
French, the latter necessit: tcd considerable mutual compro- 

miss. Provision is mode. fer reciprocal rights of transit 
and technical stops, and for commercial entry end departure 

) for international traffic in passengers, cargo and mail 

at specified stops on agreed routes... The French have con- 
ceded stops for US certified airlines at Faris, Marseille, 
Daxar, algiers, Tunis, Saigon, Hanoi, New Celedonia, French 
Guiana, Cuadaloupe and “artinique. The US has granted . 
French certified lines stops at Boston, New York, “lashington, 
Chicago, and Puerto Rico.: 





This agreement supersedes the Air Transport /.greement 
which rested on an cxchenge of notes of July 15, 1939, and 
the rrovisional arranger cents of December 26, 1945, Tne new 
agreement mav be. terminated on one year's notice by either 
covatry. amendment will be by consultation of the aeéro- 
nautical authorities, and by an exchenge of notés through 
Giplomatic channels, ) 


— 
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FINANCIAL DISCUSSIONS French financial negotiations got 
WITH FRENCH BEGIN under way last week with Leon Blum, 





special emissary, opening discussions 
with the Financial Commtttee. This was followed by presenta- 
tion by Jean Monnet of a comprehensive statistical review of 
the economic and financial situation of France as a factual 
basis for the French request for financial assistance. After 
meetings on two afternoons between the top US Financial Com- 
mittee and the French, the French case for financial assist- 
ance was referred to a technical sub-committee for further 
study and analysis, The svb-committee meetings have been 
going on and will continue this week, 


_ The committee on lend-lease settlement and related 
matters is continuing its discussion with the French. 


It is expected that agreement will be reached this 
week on other items which will be included ‘in the agenda 
for the overall discussions. These will be in the commercial 
policy field, as well as including certain shipping and tele- 
eommunication matters and matters affecting US business in- 
terests in France. Discussions on double taxation questions 
are also going on, 





French Situation Report The French point out that 
France's economic situation differs from that of her mejor 
Allies because during occupation she was unable to maintain 
even the buildings and machinerv which had escaped destruc- 
tion and plundering. All in all, the war and occupation 
inflicted on France a domestic cisinvestment estimated at 
$28 billion. Ever if replacement is restricted to the most 
essential needs, 720 billion is necessary. The modernization 
of the French economy, for which detailed plans are now being 
formulated, would recuire a further investment of from $14 to 
$17 billion. To effect reconstruction and reconstitution with 
only. a reasonable delay, and at the same time provide for 
normal replacement of worn-out capital goods, 34,280,0C0,000 
will be recuired yearly for reinvestment. In order to devote 
this amount to investment and to produce the export surpluses 
necessary to achieve eouilibrium in her balence of payments, 
it is estimated that the French national income must be ex- 
panded to a level exceeding that of 1929 by perhaps as much 
as 25%. France hopes to reach this goal by 1950. 


In a summary statement of French balance of payments to 
1949, it is estimated that France will need credits or out- 
side assistance in the form of reparations or otherwise 
amounting to $1,131,000,000 in 1946 and for. the four-year 
period, to $4,186,000,000. | | 


- Coal is of Paramount Importance Regardless of 





' eredits, France must heve coal. At present France is pro- 


ducing on a basis of only 60% of her agricultural and in- 
dustrial capacity. She hes been unable to put her existing 
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means of production fully to work largely because of lack 
of coal. President Gouin recently declared that "the key ae 
to France's industrial rebirth lies in the coal supply and 
if this difficulty could be surmounted, we would reach 
- within a few months end without difficulty the 193& ievel 
- of industrial production." French coal production has risen 
‘to about 105% of pre-war level but French coal imports are 
running about 960,000 tons a month compered to a prewar 
average of about 2,000,000. The only solution, according ‘ 
to Monnet, is that France get more German coal. He indicated 
that Germany is now producing in the Ruhr approximately 
4,000,000 tons a month, of which only about one-fourth is 
exported; and implied that Germany is being permitted to 
retain far too much of the Ruhr output since, in addition 
to their herd coal the Germans are retaining their extensive 
lignite output which is being used in Germany but not in 
France for heating homes. Monnet says that by importing one . 
' million tons of German coal a month, France could raise her 
' over-all production very quickly to the prewar level. 


France Needs Coal, Credits, Free Access To Markets 
Summarizing, the French report stetes that France is 
determined, by increasing her production and productive 
efficiency, to create those conditions that will ‘make pos- 
sible the replacement of her lost capital and her full par- 
ticipation in a world of expanding production and trade. 

She will devote to the achievement of this objective all of 
her own resources and energies, but the goal can be attained 
in a reasonable period of time only through the cooperation 
of other nations in the satisfaction of certain basic needs: 
(1) an adecuate end sustained supply of coal and power; (2) 
freer access to world markets end particularly those of the 
US; end (3) credits to be obtained in amounts and on terms 
which will enable France during the transition period to 
procure the raw materials and equipment required for her 
rehabilitation and modernization, as well as for the achieve- 
ment of an equilibrium in her balance of peyments. 











US Tentative Arenda The US Special Committee on French 
Negotiations has worked out a tentative agenda for discus- 
Sions with the French which will be teken up with Monnet 
this week and it is hoped that agreement will be reached on 
a final agenda. The tentative agenda includes: 


--. .1, Commercial Policy. a. Endorsement of policies set 
forth in our "Proposals for Expansion of World Trade snd 
Employment," ' 


b. Private Trade, Return all import trade to private ; 
channels, with the possible exception of a short list of 
products of prime importance to the French national. economy. 
Certain commitments should be obtained concerning the French 
~ 1 «Amey Continue export trade through private 
channels, 


( c. Motion Pictures, 
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ec. Motion Pictures. Preserve the US percentage right 
to French imports of motion pictures as set forth in the 
1936 trade agreement with the French. 


d. Nationalization of French Industries. Agreement 
should be reached for prompt, edequate and effective pay- 
ment for US property interests affected by French nation- 
alization programs, | 


e, War Damages to US Property Interests. “e should 
obtein agreement that the French would accord the same 
treatment to US interests in France as to the interests of 
French nationals, 


f. Courtiers Maritime. Dispense with charges for 
the translation end certification of shipping documents in- 
volving US vessels, 


g, Taxation. Revision of the Franco-American Tax Con- 
vention anc a new Death Duty Convention, 


2. Lend-lease, Surplus Property and Claims. a. Settle- 
ment of lend-lease and reciprocal aid to V-J Day. 


b. Goods and services received since V-J Day, 


c. Accounting for frances received for troop pay and 
procurement, 


d. Claims arising out of the war. 

e,. Surplus disposal, 

f. — ote benefits to be given the US. These include 
arrangements for a fund in French currency for an educational 
program in France, | acquisitions of possible technical formulas 
and patents, and possible assumption by the French of payment 
of tort claims since V-J Day. 

3. Further credits to France. 


4, Shipping. Including Normandie settlement, French 
requirements for additional tonnages, German naval vessels. 


5. Telecommunicetions. 


6, German Patents taken out in France. 


IGN 
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ALLIED-SWISS NEGOTIATIONS RESULT IN In the opening state- 
PROPOSAL TO SWISS BY US, UK AND FRANCE ment to the US, UK and '° 
France, the Swiss dele- 
gation took & strong moral position that German private assets 
could not be used for any claims, on the grounds that to use or 
consent to use such property would be a violation of Swiss 
neutrality. Several days later.the Swiss presented the Allies e 
with a specific proposal which was, in their terms, to be used 
as the basis for settlement of certain general principles. 

The US, UK and French delegations agreed, however, that the 
Swiss proposal was little more than a proposal to enable the 
Swiss to mobilize German property in Switzerland in order to 
pay Swiss rather than Allied claims, and was, in effect, in- 
consistent with the stand taken in their opening statement. 





In reply the Allies pointed out that the Swiss proposal 
did not even meet the security needs of the situation, since ‘ 
it merely provided for such elimination of German holdings as 
the Swiss might deem desirable; the negotiations were not 
planned merely to assist the Swiss in realizing undefined 
Swiss claims to German assets; and there were grave ambi- 
guities in the Swiss proposal. At the same time the Allies 
egreed to compensation in reichsmarks to the German owners 
of property in Switzerland, The Swiss then declared they 
would waive their claim against Germany arising out -~* the 
German deficit in the clearing account, but intimate: chat 
other Swiss claims would exhaust whatever funds migh: arise 
out of the liquidation of German property in Switzerland. 


The following committees were then established to look 
into some of the basic factual problems: looted property, 
including gold; Swiss claims against the Germans. and pro- 
cedures for the elimination of German interests, for the 
sale of properties, etc, 


Allies Propose Certain lieasures For Liquidation Of 


German Assets In Switzerland On the basis of the discussions 
between the Allied and Swiss delegations, the US, UK and 
France presented i. Stucki upon his departure for Switzerland 
with proposals for tie formation of machinery to carry cut 
the liquidation of German assets in Switzerland, and for the 
allocation of proceeds. The Allied note stresses that German 
assets in Switzerland should and can be mobilized; that the 
Swiss have recognized this principle in their own ’ proposals; that 
revarations do not represent punitive action so much as re- 
construction for damage and losses caused by the war; and 
that in general we are willing to apportion proceeds between 
the Allies and the Swiss. 





We have proposed that the Swiss Government designate a 
Swiss agency which will be charged by the Swiss with the 
responsibility of uncovering, marshallinz and liquidating 
all German assets covered by Law No. 5; that a joint com- 
mission composed of Allied and Swiss representatives be 
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set up responsible for Swiss-Allied coordination in un- 
covering marshalling and liquidating German assets; and 
that the liquidation of German assets be conducted with 
full regard to the needs of the Swiss economy. We have 
emphasized that any procedure adopted should not constitute 
an infringement on Sviss sovereignty but fully recognize 
this sovereignty and at the same time assure the necessary 
cooperation and full use of the talents and information of 
f£llied and Swiss representatives. 





With respect to the Swiss claims upon Germany and pos- 
sible retrocession of a share to Switzerland, we have ex- 
pressed our appreciation over the waiver of the Swiss claim 
based on the clearing balance, subject to the conclusion of 
a setisfactory over-all egreement. It nas been pointed out, 
how¢ver , that the claims listed, as the coal credit, the 
claims based upon shares of stock in German enterprise and 
the claims of holders of German bonds, are assets of most 
uncertain and doubtful value. The Allied conviction that 
Swiss claims must be greatly scaled down to be consistent 
with Germany's status as a bankrupt nation is made quite 
clear. 


On the ovestion of looted property the Allied note 
refers to the statement and the legal provision made by the 
Swiss to assure the return of all loot. The chief item of 
German loot being gold we heave pointed out that discussions 
between the Allies and the Swiss heve revealed that Germany 
hed, at the beginning of the war, a demonstrable amount of 
gold. On any hypothesis at least two hundred million dollars 
of the gold transferred to Germany during the war was loot 
and it is our belief that a mucn larger amount of looted gold 
actually went to Switzerland. "“e have stressed in this con- 
nection that the question of the good faith of the receivers 
of looted property is irrelevant. 


x* «© * 


CHINA WILL PROBABLY GET As a result of frequent conferences 
A LOAN FOR £500 MILLION between General Marshall end the 
NAC, it has been tentatively agreed 
to recommend that China be given an Eximbank line of credit 
‘of $500 million to be used for specific approved projects. 





Since V-J Dey the Eximbank has extended or approved 
eredits to China aggregating about 478,500,000 in addition 
to an eerlier credit of $16,000,000 to the ’Yungli Chemical 
Industries. Credits so far ’ agreed to on lend-lease pipeline 
and surplus property aggregate about $83,000,000. Other 
surplus may be acquired as an offset to yuan advances to 
the 8 Americen Army. 


_s 
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Most recent credit for China is an item approved in prine 
ciple in the amount of $1,500,000 for mining equipment and 
Supplies. The agreements between the Bank and China for a 
£33 million credit for the purchase of cotton (See page 
7, February 25 issue of Current Economic Developments) has 
been signed following presentation of a letter from the Chinese 
Supply Mission, on behalf of the Government and tne Bank of 
China, which stated that the credit and the cotton would be 
available to private eas well as government textile mills 
without discriminaticn, ‘ 








* * * 


DIFFICULTIES ENCOUNTERED IN DISPOSING OF PAYNE The Egyptian 
FIELD AND REACHING alR sGREEMENT WITH EGYPT aviation sit- 
uation is 
complicated by two factors: (1) the disposal by the US of 
Payne Field, and (2) the desire of the US to conclude a 
bilateral air transport agreement with Egypt. Payne Field 

is said to be the finest air field in Africa. The army has 
decided to deactivate its ATC forces in Egypt by May 1. It 

is the desire of the Meade Committee that the US dispose 

of its surplus eir fields only for concessions. It is the 
policy of the State Department not to buy intangible con- 
cessions but to negotiate the rights on economic rether than 
financial considerations. The land on which Payne Field 
rests is partly owned by the Egyptian Government, partly by 
private interests, end is partly conceded to the British 
Government in its defense pact with Egypt. “hile the US 

has an agreement with the British that service can be 
maintained, the British have the prior use of the field on 
strategic grounds whenever they so desire. The US has no 
agreement with Egypt on the field. These factors make 

Payne Field a unioue situation and an extremely important . 
issue for reconciling the best interests of the US as seen by 
Congress and by the Department, There is an alternative ficld 
outside of Cairo (Almazar), but CAA has placed safety restric- 
tions upon it so that it wonld be impossible for en airline to 
maintain a schedule. It be.omes exceedingly important, there- 
fore, that US civil airlines heve commercial rights on Payne 
Field after its decleration as surplus. It is also important 
thet the US military have use of it for strategic purposes, 








Legetion Cairo has informed the Department that the 
Esyptian Prime Minister indicated that the continuance of 
rights indefinitely for US military aircraft would probably not 
be acceptable because of the forthcoming negotiations between e 
Egypt and the UK. The Prime Minister also indicated that 
Egypt did not wish to permit the US to have Fifth Freedom 
rights between Cairn and Lydda and that this would prevent 
the conclusion of a bilateral air transport egreement with 
the US even though TWA had Leen willing to waive this local 
traffic by a separate agreement with MISR, an Egyptian aviation 
company. It may be necessery, therefore, for the US to hold 
back the surplus declaration’ of Payne Field even after May 1. 
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, AGREEMENT REACHED ON REVIEW OF Agreement was reached in. 
GERMAN LEVEL OF INDUSTRY PLAN the Coordinating Committee 

on the review of the level 
of industry plan when the Soviet member recommended that 
the "plan is subject to review as may be agreed by the Con- 
trol Council in the event that the fundamental assumptions 
of the plan are bound to be changed." At the same meeting, 
the Economic Directorate was instructed to prepare a detailed 
plan of industrial equipment subject to be removed as repa- 
ration and present it for confirmaticn:to the Coordinating 
Committee at an early date. 


* * * 


UNRRA TO SANCTION AREAS WHERE The UNRRA Council has agreed, 
OCCUPYING FuRe.i5 RE REQUISITION . FOOD the Soviets abstaining from 

voting, that UNRRA should ad- 
just its program in a country where any of the occupying forces 
are requisitioning indigenous foodstuffs so that the areas where 
there is no requisitioning will not suffer a reduction in their 
standare of living as a result of this requisitioning. The 
Director General in consultation with the Central Committee, 
however, may take other apvrepriate action if he deems it 
‘advisable, 














The UNRRA Council also resolved that those member govern- 
ments having military forces in countries receiving UNRRA aid 
should instruct their military authorities not (1) to consume 
locally produced foodstuffs (other than fresh fruits and 
vegetables of a perishable nature which are in temporary local 
surplus); fuel or other supplies which are normally included 
in an RA program; (2) £0 use land or other local resources 
which sould be utilized for the production of supplies to meet 
the relief needs of the local population; (3) nor to impede in 
_any way the equitable distribution of imported and indigenous 
relief supplies or the effective use of Jand or local resources 
for.the production of such supplies. 


* * * 


UNRRA TO TAKE OVER RELIEF SUPPLY The US, UK, USSR and 
RESPONSIBILITY FOR AUSTRIA APRIL 1 France have agreed 

through their repre- 
sentatives.in Austria and on the UNRRA Council that UNRRA 
“shall take over the responsibility for civilian relief and 
rehabilitation from the military. Due to the difficulty in 
obtaining allocations, UNRRA stipulated as condition to the 
above agreement that each occupying pcewer provide a 60 days' 
supply of food at present ration-scale from April 1. UNRRA 
agrees to pay for imports of supplies’ subsequent to April l 
and will become responsible for procurement for deliveries 
starting June 1. “fe have taken steps to inform the French, 
Soviet and British Governments of our preparedness to meet 
the commitment regarding 60 days supply and our hope that all 
the occupying powers are prepared to give similar assurances 
on the question of 60 days. supply. 








iit 
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HOOVER MISSION REPORT INDICATES The Hoover Mission, after 
FOOD SITUATION NOT HOPELESS having visited France, 
French North Africa, and 
Italy, reports that in general food conditions in these 
countries are difficult but not intolerable, provided 
present rations can be mayntained. In Italy rationing is 
limited largely to bread, fats and sugar. Fresh vegetables 
are available in larger volume there than in France or North 
Africa. Generally low wages and the large number of unem- 
ployed prevent millions of Italians from getting any pertion 
of their food from the flourishing black market. 











Some fresh vegetables are beginning to be available in 
French North Africa, but the volume is still small. Unlike 
‘most of the other countries the farm population there is no 
better, and perhaps worse off than the urban population. 

The drought was very severe there and livestock losses amounted 
to as much as 80 percent in some areas. 


In France meat and some other items are rationed, as 
well as bread, fats and sugar. The fat rations are not 
being met at present. Wine, an important source of calories 
in all three countries, is rationed in France to only about 
one-third of the pre-war level, 


All three countries are having serious difficulty in 
maintaining present rations of fats and sugar and will have 
to cut bread rations below existing low levels unless adequate 
quantities of wheat can be received between now and the next 
harvest. Both France and Italy will need substantial imports 
of cereals in 1946-47 even if this year's crops are better 
than last years, which now appears probable. 





oe pres On USSR Grain For France Embassy Moscow 
reports that the Soviets have been jockeying for position — 
in the matter of transporting Soviet grain to France. While 
the War Shipping Administration representative in Odessa was 
informed as early as March 15 that we were ready to have US 
ships used for the purpose, it was March 21 before the Soviet 
authorities there would admit any knowledge of a plan to 
transport grain to France. Meanwhile two Soviet ships ap- 
parently were already loading grain at a nearby port, and 
they are said now to be én route to France, where they will 
probably get the desired publicity for the USSR ettendant 
upon the first deliveries, 


In dealing with the French, the Embassy says, the 
Soviets have tried to suggest that US ships would "not be 
ready by the promised dates to load the grain, giving as 
proof the probable unloading dates of our vessels. These 
dates are from a week to ten days later than our estimates. 
Speed of unloading of these ships in Soviet ports is;6f 
course, governed almost exclusively by the action of the 
Soviet authorities. 


Apparently 
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Apparently grain has been available for loading at 
Nikolaev, a shallow port where our vessels cannot be loaded, 
The Soviets said the grain would be ready at Odessa beginning 
March 25 at the rate of 1,500 tons per day. There is no con- 
firmation as yet that this has materialized, 


Ambassador Ceffery is urging that every effort be made 
to load at least one US ship immediately and that full pub- 
licity be given the US shipping contribution. 


Wheat Allocation For Occupied Territories Places Japan 
On Lower Level Relative To Germany At a meeting of War and 
State representatives I'arch 25, it was pointed out that 
present shipping schedules for wheat would place Japan on 
much lower level relative to Germany than could be justified 
on the grounds of physiological differences, It was agreed 
therefore that the Department would urge Arriculture to raise 
shipping commitments to Japan from 150,000 to 200,000 tons 
per month... This figure would give the Japanese an estimated 
800-900 calories per day for urban consumers and would just 
meet the minimum requirements set by SCAP and the Food Fact 
Finding Mission. This is still considerably lower than the 
1275 calorie ration now provided for the normal German con- 
sumer, 











The question of equality of treatment for the three 
western zones in Germany was also discussed, It was decided 
that the only acceptable manner of equalizing would be to 
raise the diet levels in the Eritish and French zones to that 
of the US zone. The only available source for raising the 
diet level in the British zone is apparently from British 
stocks, which we estimate will reach the level of four 
months requirements by July l. 


Belgium Grain Supplies Will Be Exhausted May 15 
Belgium has joined the list of countries reporting a critical 
grain situation. According to Embassy Brussels, supplies 
will be exhausted by May 15 and the Government is seriously 
concerned over the situation. ra 





French-Danish Exchange of Wheat and Corn Under a re- 
cently concluded agreement Denmark will supply France with 
20,000 tons of wheat in return for 20,0C0 tons of corn, the 
letter to be used for feeding purposes by Denish agriculture, 
The difference in value of the two will be paid by France in 
US dollars.- Greece has hoped to receive wheat from Denmark 
elso, but Denmark cannot undertake further exports because re- 
maining stocks are estimated to be barely enough to cover 
local requirements, 





Sweden Withdraws Requests For Cereals In view of the 
present world food crisis and in order to cooperate in the 
efforts of the United Nations to secure the maximum quantity 
of cereals for shipment to needy countries, the Swedish 
Government withdrew for the time being requests for 65,000 tons 
of wheat and 25,000 tons of rye from the Combined Food Board 
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for the first half: of 1946. This is in spite of the fact 
that Swedish stocks of cereals are at present lower than 

at any point during the war years, bread is still rationed, 
end Swedish auchorities are now.considering a further re- 
duction or this ration ard an increased percentage of ex- 
traction. They will also withdraw their application for 
imports of rice for which they had submitted neaipearel 


Argentina Puts Food Froducts Under Export Control ‘By 
a resclution of the Department of Industry and Commerce, (: 
virtually all food products have been placed under export 
control in Argentina. The resolution is based on a decree 
of December 31 citing as a principal objective the need for 
adopting measures to permit accumulation of the greatest 
possible cuantities of foodstuffs to contribute to the 
needs of suffering peoples, The Exporters Association has 
protested this action on the grounds of the plentifulness of. , 
supply and the lack of need for export controls at this 
time. Unbiased trade and industry groups are said to believe 
the measure is probably desirable to prevent internal short- 
ages and to direct exports where they are most needed. 





Cancellation of a Spanish-frgentine agreement whereby 
Argentine wheat was exchenged for Spanish iron and steel 
has recently been ennounced in Buenos Aires. Spain has 

een notified that Argentina is no longer interested in 
acquiring iron from Spain and ro more wheat shipments will 
be made to them this year, 








.: a = 
US TECHNICAL EXPERTS In accordance with the position , 
WILL GO TO GREECE taxen by the US during the Anglo- 








Creek financial negotiations in London 
See Page 6, January 7 issue Current Economic Developments), 
the Department has submitted to the Greek Anbassador a panel 
of names of /mericans qualified to serve as members of the 
Greek Currency Committee. The Greek Government will make its 
selection from this panel and will negotiate e contrect with 
the person selected. The US position is that an American 
serying as a member of the Greek Currency Committee would 

have to act in 2. private capacity and not as a representative 
of the: ‘US Government. 





The US, in the note accompanying the {25 million Eximbank 
loan to Greece, offered to make technical edvisory personnel 
evailable to the Greek Government if it so desired.. The 
tentative schedule for such assistance provides for three ex- . 
perts for eight months. They will probably be in the eyeens 
egricultural and general soenense fields, 
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- US FILM INDUSTRY EXPERIENCES The shortage of dollar ex- 
DIFFICULTIES IN EUROPE change and the spread of 
economic nationalism heve 
contributed to the difficulties which the US motion picture 
industry.is experiencing in Europe. 





“Spain The situation in Spain is very difficult and is 
complicated by the fact that the US has no trade agreement 
and only a very indefinite commercial treaty, which offers 

» no basis for effective complaint on the grounds of dis- 
crimination. As a result of- the system of selling import 
licenses, black market raw film operations, etc., a large 
vested interest has grown up and the American industry has 
been disproportionately taxed in order to remain in the 
market, 


An American ban was placed on raw film shipments to 
Spain, in view of the short supply in this country, and it 
was hoped some satisfaction could be obtained to the Depart- 
ment's protests against restrictions. When Spanish supplies 
of raw film dried up, conferences between the Spaniards and 
the US resulted in a new film proposal by the Spanish Govern- 
ment which eliminated most of the previous bad-prac*ices and 
set up a fixed sum of dollar remittances against a limitation 
on the number of films to be imported. However, slowness on 
the part of the American industry in accepting the offer re- 
sulted in its withdrawal by the Spanish, and the American 
ban on raw film shipments to Spain continues. The Embassy 
has been instructed to encourage any suggestions for the 
renewal of the Spanish agreement, 


France Despite special provisions of our trade agree- 
ment with France binding the American film market position 
as of 1936, the French have in general refused to license 
the import of American commercial films since the liberation 
of the country. On the grounds of lack-of dollar exchange, 
the Government has been trying to change the basis of re- 
striction, which the American industry believes to be un- 
economic and which the Department hes rejected as being out 
of harmony with the trade agreement. The matter has been 

. placed on the agenda for discusston with the French financial 
mission now in Weshington,. 


Italy There are no dollars available for films as 
well as for other important commodities in Italy. The. 
Government seems to be trying within its limited capacity 
to rehabilitate the local film production industry but on 
a considerably reduced scale compared with the war period 
when the US trade was out of the market. Ambassador Kirk 
has arranged conferences between American representatives 
and Italian film officials and the Americans have agreed to 
place a limit on their film shipments this calendar year 
against non-remittable Italian currency, which, however, is 


expendable 





— es itn 
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expendable in Italy for specific purposes. The Department 
is waiting for final word from Kirk as to final decision 
reached. 


The Netherlands’ After considerable effort by the 
Department, the Netherlands Government withdrew its State — 
Film Monopoly, which had been decreed by the Government-in- 
exile, and gradually is adjusting the differences between 
the local film Chamber of Commerce and the American trade, 
which had withdrawn from that organization since the liber- 
«tion because of certain alleged monopolistic tendencies. 
The latest word received from Ambassador Hornbeck is that 
there is no legal reason now why Americans cannot resume — 
their business in that country. 


Germany Film trade in Germany is the responsibility 
of the military, but the Department is in communication with 
Berlin as to the prospects and possible conditions of re- ‘ 
turning the business to private companies. 





Yugoslavia This country, along with the others con- 
stituting eastern Europe, has established a State Film 
Monopoly. As the American trade is not permitted to operate 
there with any degree of freedom, it has notified the Depart- 
ment .that it intends to’ stay aloof pending further devclop- 
ments. The Department has instructed the Mission to notify 
the State Film Monopoly that any showings of American pictures 
that have remained in the country since the war are unauthor- 
ized and that the American companies concerned repudiate 
agrecments which their prewar representatives signed, pre~- 
sumably under duress, with the Monopoly for the release of 
films.. 





“Czechoslovakia A State Film Monopoly also exists in 
Czechoslovakie which has kept American trade out of a market 
which they formerly dominated. The Czechs have gradually 
become aware of the impossibility of imposing permanently 
this situation on the public snd have been: approeching the 
American trade to return. 


* * * 


CZECH ASSETS IN- US A&s a result of meetings at Treasury 
TO BE DEFROSTED with Czech representatives agreement 

| has been reached on the basis on which 
frozen Czechoslovak assets in the US will be defrosted. As 
soon as the agreed letter signed by the Minister of Finance 
is received from Praha, Treasury will aid Czeehoslovakia to 
the list of countries covered by General License 95. as of 
June 14, 1941, the value of US assets held by Czechs was ° 
$9,400, 600. 


ee ee 
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SEOUL JOINT COMMISSION “iEETINGS DEADLOCK OVER The Soviet 
QUESTION OF FORMATION OF EW PROVISIONAL GOVERNMENT stand that 
economic 
and administrative matters should only be discussed bv the 
Joint Commission after the establishment of a provisional 
government and our belief that the present confused admini- 
strative and economic situation between the two zones would 
interfere with selection of a truly representative govern- 
ment have deadlocked present discussions within the Joint 
Commission. On a meeting March 25 the Seviet delegation 
7 sought a commitment that the work of the Commission proceed 
in two stages, the first concerning formation of the pro- 
visional government and the second to deal with trusteeship 
problems. 








DEPARTMENT PROPOSES SUPERVISION OF KOREAN The Department 
FOREIGN TRADE DURING PERIOD OF OCCUPATION is proposing to 

2 SWNCC that trade 
between the US zone Korea and other areas be supervised for 
the time being because of the extensive influences of 
Japanese firms and individuals on the economy, and the 
limited availability of essential imports and exports. The 
Department hopes that at the appropriate time our recom- 
mendations for control of foreign trade will be applicable 
for the whole of Korea. We hope through the imposition of 
controls to insure that the flow of goods and services in 
inter-zonal trade is as free as possible; foreign trade is 
reoriented in accordance with the interests of an ultimately 
free and democratic Korean economy; imports are for the 
present confined to those items necessary to prevent disease 
and unrest or to achieve cther purposes of the occupation; 
goods approved for exportation are sold on the most favorable 
terms obtainable from purchasers able to provide essential 
imports into Korea; and that foreign assets rising out of 
trade are not acquired by persons engaged in activities which 
are contrary to the purposes of the occupation. 








In supervising the conduct cf foreign trade and admini- 
stering the recommended controls we recommend that the US 
miiitary authorities snall not discriminate against the. 
nationals of any country allied to the JS in the war against 
Japan. The question of the conditions under which business- 
men may enter Korea will be decided by this Government after 
the recommendation of our military authorities in Korea. 





Control of Trade Under Military Government In order 
to control Korean foreign trade during the period of military 
government we are recommending that General Hodge institute 
a system of licensing to authorize certein persons or firms to 








participate 





| DECLASSIFIED FOR PUBLICATION IN FOREIGN 
: RELATIONS OF THE UNITED STATES 


Sei ee 














- 14 - | rv? 


participate in foreign trade and that the general system 
of licénsing be integrated with the system of foreign 
exchange control. For the time being, it is likely that 
.licenses for exporting might be confined to a few public 
or semi-public agencies, At present the responsibility for 
procuring imports restssolely with the War Department. 
_ However, at a later stage it will become possible for 
licensed Korean importers working through approved American 
or Allied exporting firms in the covntry of origin to par- 


ticipate in import procurement. The military authorities 4 
should have for its disposition all foreign exchange pro- 
ceeds arising out of the export of goods and services, ‘ 


Finally the military authorities should transmit to. Washing- 
ton any application for the import or export of a commodity 
in short world supply. 


Inter-Allied Korean Trade Committee The Department is 
also suggesting that an Inter-Allied Korean Trade Committee f 
be formed of the trusteesnip powers, the US, UX, USSR and 
China, to consider and advise on long-run problems of Korean 
foreign trade, , 





FERTILIZER ALLOCATION FOR JAPAN The War Department has 

TO FALL F4R SHORT OF NEE , informed SCAP that com- 
plete status of its import 
requirements can not be given pending future action by the 
Combined Food Board but thet cue to she world fertilizer 
shortage, allocations will robably f 211 far short of SCAP 
needs, For the first haif of 1946, with the exception of 
possible 100,000 tons of phosphate rock from North Africa, 
there is nothing availcble for Japar. from CFE sourees. 

War also reports that there is a plan under urgent con- 
sideration to meet SCiAP's nitrogen needs in part, by pro- 
duction of fertilizer grade ammonium nitrate in “lar Depart- 
ment controlled ammonia plants. In view of the need to 
increase Japanese indigenous fertilizer production both 
War and State have agreed to support a public announcement 
in Japan excluding the fertilizer industry from reparation 
and disarmament. | 





DECLASSIFIED FOR PUBLICATION IN FOREIGN 
RELATIONS OF THE UNITED STATES 














- 15 - BEST COPY AVAILABLE 


US OFFICIALS REPORT ON Undersecretary of War Kenneth C. 
PACIFIC SU2PLUS “FROGRAM Royall and Thomas B,. “icCabe, 

Foreign Liquidation Commissioner, 
have completed a tour of the principal Pacific surplus property 
bases: Hawaii, Guam, Saipan, Iwo Jima, Tokyo, Shanghai, Okinawa, 
Manila and the Philippine Islands, to obtain first hanc infor- 
metion from the Army, Navy, Air Forces and Foreign Liquidation 
Staff, and to discuss the procedure for returning to the US 
certain property in short supply. Mr. Royall announced that 
shipment of items to the JS will continue in increasing 
amounts. Mr. Royell also stated that property which is 

needed for Army Theater demands, but which will deteriorate 
either through weather or lack of maintenance before it can 
ectually be used, would immediately be declared surplus or 
returned to the US. 





Mr. McCabe revealed that the Pacific offices are 
presently processing $75 million worth of seles in addition 
to the $55 million already reported. This will bring a re- 
turn to tne US Treasury of -130 million. These sales are in 
ade tion to the transfer sales, amounting to approximately 

#50 million, made directly by the Army end Navy to the Dutch 
and Chinese Governments. Some of the other principal buyers 
in the Pacific have been UNRRA, USCC, the Philippine Common- 
wealth, Philippine Chamber. of Commerce, Philippine Nationals, 
end Dutch and Indo-Cchinese Governments. 


lr, Royall said, "in view of the numerous allegations 
tc Congress and in the press before I left “'ashington that 
there was wanton destruction of usable US property, I have 
inquired into destruction at every stop. I am convinced 
that there has been no wanton destruction I feel that any 
tax paying American citizen wouid realize, after seeing the 
situation first hand, as I have, thet US property is as well 
cared for by the Army and Yavy as circumstances permit." 


RESTRICTE 


* * * 


US-UK CONCLUDE LEND-LEASE Agreements covering settlement 
ObTILE: ENT NEGOTIALTTONS of lend-lease, reciprocal aid, 
surplus war property and claims 
were concluded with the signing by the US and UK of a 
memorandum on March 27, 1946. The agreements cover the 
following subjects: (1) lend~lease and reciprocal aid pipe- 
lines end offsetting arrangements | (2) intergovernmente 1 
claims; (3) civilian holdings; (a3 military holdings; (5) 
non-combat aircraft; (6) petroleum; (7) installations; (2 
US surplus property and surplus instailations in the UX, 
and (9) tort claims. 











) 


The above agreements are designed to implement and set 
forth in detail the terms arrived at in December, 1945. (See 
Page 4, December 3, Current Economic Developments). 


UNRESTRICTED 
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US OIL COMPANY WILLING TO PAY TRANSIT In view of the fact 
TAX FOR USE OF TRANSJORDAN PIPELINE that the Arabian- 

American Oil Company 
has indicated a willingness to pay a reasonable transit tax 
to the Transjordan Government in return for the granting cf a 
pipeline concession, Embassy London has been instructed to 
make representations to the UK Colonial and Foreign Offices 
and to the Emir of Trensjordan, who is at present in London. 
The Company wes persuaded by the Department to agree to pay a « 
transit tax rather than follow the terms of the IPC ( a 
company dominated by British interests) concession contract, 
which provided nominally for no payment at all to the Govern- 
ment of Transjcrdan. Actually they have paid various amounts 
up to £30,000 rer annum to protect the line. The US company 
has been persuaded that a transit tax based on tonnage moved 
through the line would obviously be an equitable arrangement 
and that the Transjordan Government ought to be paid accord- 
ing to the amount of oil that is commercialized, as a recogni- 
tion of the service it renders the company. 








The British Colonial Office, supported by the Foreign 
Office, opposes the transit tax since it would upset the IPC 
position. The Permanent Mandates Commission of the League 
of Nations had viewed unfevorably the IPC contracts. Embassy 
London is instructed to tell the British that we reserve all 
of our rights under the Palestine Convention to receive their 
support in getting a concession for the Aamericen company not 
less favorable than that granted the UK company in 1921. This, 
however, would not prejucice the right of the American company 
to offer the Transjiordan Government an amount in excess of that. 
The Embassy is to tell the Emir of Transjordan that the Depart- 
ment endorses the idea of a transit tax, but to remind him 
that the oil transported through the pipeline has to compete 
with that from other ‘‘iddle Eastern sources, and we hope an 
excessive tax will not be demanded. 





The issue, of course, may be resolved by the Arabian- 
American company negotiating a contract involving a flat-sum 
payment of at least £40,000 a year, if it is necessary to do 
this in order to complete the negotiation promptly. In that 
event, however, the company has agreed to re-negotiate the 
contract to a transit-tax basis some time after Trans jordan 
has actually become independent and before oil starts moving 
through the line. 


The Emir and Transjordan Prime Minister have now returned 
to Amman where the negotiations will be concluded. Embassy q 
London reports that the principal parties of interest; namely 
the Transjordan Government, the Company and the British 
Political representative, appear to be in nearly complete 
agreement. The Embassy accordingly anticipates successful 
consummation of the negotiations. 


* ~*~ * 
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BILATERAL AIR AGREEMENT Conclusion of a bilateral air transport 
SIGNED BY US AND GREECE agreement with Greece, based on the 

: standard form drawn up at the Chicago 
Conference, was announced by the Department last week. The 
annex to the agreement allows authorized US air services to ob- 
tain rights of transit end non-traffic stops in Greek territory 
and commercial entry for internetional traffic at Athens, The 
route will extend from the US to the Middle East via Ireland, 
France, Switzerland, Italy, Greece, Egypt and other Near 
Eastern points to India. Reciprocal rights are granted to 
the Greek Government, Fifth Freedom traffic is permitted un- 
der the principles of the US-UK Agreement. 
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not authorized to have knowledge thereof. For general 
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have knowledge of the contents of this document, ) 
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BRITISH TO PROPOSE LEVEL OF The British have esked the 
INDUSTRY PLAN FOR JAPAN TO R JAPAN TO FEC Department for informal comments 
on a comprehensive plan for 
Japanese industrial disarmament which they plan to submit to 

the FEC.in the nesr future. The British progrem envisages a 
"restricted but reesonable" production level for the Japanese 
economy, with steel consumption reduced to 3.5 million tons . 

(or 3.7 million if Japan is permitted to build ocean-going ships); 
a clothing ration which is ebout three-fifths of the present 

UK clothing ration; a.diet roughly the equivalent of Japan's 
war-time diet; and export end import totals eech valued at 

1,265 million yen, at 1936 prices. The British do not. intend 

to keep Japen's consumption down permenently to these levels. 

The level suggested is felt to be a reasoneble level for 

Japan to have -in five years time, in view of the claims of 

other netions which heve been her victims. 








Mechinery of Control Emphesizing thet the UK ds: not 
prepared t to undertake any finencial ‘burden in assisting 
Japan to meet the economic consequences of any r-stricetions 
imposed on Japanese industry, the British stete that re- 
strictive measures necessary for sécurity from Jaren ere 
different from those required for Gerrany 2nd ere much 
more readily setisfied by control over imports than in 
Germany. The British suggest the following machinery for 
the enforcement of the proposed prohibitians end restrictions, 

including the control of imports of certein commodities 

- such -as aluminum ingots, iron ore, screép iron, coking coal, 
and oils: (2) 2 smell steff of inspectors in dapan who would 
heve the right of entering buildings where it is thought that 
a breach of the prohibitions of restrictions is occurring 
end the duty of reporting any such breach to the UN; (bd) 

arrangements for making e periodicsl eeriel re ‘conneissence 
of Japen for the purpose of detecting zny suspicious 
activities; (c) a steff of United Nations representatives 
located at the chict ports snd =ttached to the Jepanese 
customs administration; end (d) a United Netions' staff to 
supervise the exchenge control system. 





Prohibitions end Restrictions of Production Prohibition 
of procuction is recommended for eircraft, aiumine end alu- 
minur, megnesium, exzlosives of all types, 211 types’of crme- 
ments, werships, bombs end ammunition, guns end rifles, var 
gases, rockets, synthetic oil, end synthetic rubber. ‘Reduction 
of cepecity ofr supply and restriction on subsccquent expension 
of cepacity or production beyond the fixed ceiling @re re- 
commended for iron snd stcel and oil refining «nd stor-ge. 

No capacity for manufecturing high octane products is to be 
retained snd the refining industry is to be restricted to 

the use of streight distillation process. These recommends- 
tions would mean that Japan would import refined rethcr then 
crude oil 2nd so would increase the domencs of her foreign 
exchange. Reduction of capacity to the emount redguired to 

meet domestic pescetime needs, but no restriction on subsequent 
development, excent such *#s may: result. indirectly from the 
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controls over iron and steel consumption,-is recommended for: 
railwey locomotives end wagons, motor vehicles and tires; mechine 
tools; copper smelting; coal carbonization; end certein branches 
of chemicals as nitric acid, cerbice, sulphuric ecid, chlorine 
and ceustic soda. In the light of the world-wide shortage 

of fertilizers the British do not recommend the immediscte 
destruction or removel of Japan's ammonium nitrate plants, 

They fecl an investigation should be made to ascertzcin 

whether these plants cen produce fertilizers useful to 

Japanese agriculture. If so, the plants should be retained 
until supplies of other nitrogenous fertilizers become edecuete 
end should then be destroyed or trensferred elsewhere. The 
British meke no reference to the Japanese shipbuilding industry 
as they feel this guestion should be left open for discussion 
by the Commission. 


Effects On The Japenese Economy of the British Plen The 


British estimete that the effects on the Japancse economy 
of the prohibitive and restrictive measures outlincd will be 
negligible on Jepan's peacetime economy (though this tekes 
no eccount of any earnings that Japan might heve mede from 
exports of munitions). The reduction of capecity in 
certain industries will in some cases deprive Japen of the 
opportunity of developing quickly a lerge export trede in 
certein products; it will not make her worse off than she 
was before the period of wer preperetion. The ceiling to 
be imposed on steel consumption will heve e similar effect, 
although in this case it will permit © fairly large export 
trade in metal goods, and the restriction on oil refining 
will add slightly to Japan's foreign exchenge difficulties. 
The British estimste that these prohibitions end restrict- 
ions taken together will not prevent Jepen from attaining 
the levels of imports and consumption envissged by the 
program nor prevent her from reising those levels after 

a period of years. 


QUESTION OF TITLE TO GERMAN EXTERNAL The Depertment hes 


ASSETS TO BE RAISED WITH SOVIETS suggested that Dunn 
reise the point of 
title to all Germen externel essets with the Soviets. Fe 

is to inquire whether they wish to reech an understending, 
which then could be notified to the representatives of the 
four governments in Germany, under which the ACC would 
transfer such title as it possesses to German essets in 
Eastern European countries to the USSR and et the same 

time trensfer its title to other German extcrnal assets 

to the other three occupying powers, who are to act on bchelf 


of the IARA. 





* * > 
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RECENT DEVELOPMENTS ON Finland Negotiations are being 


SURPLUS PROPERTY CREDITS PROPERTY CREDI TS completed between the US and 
* Finland for an additional $5 ~ 


million surplus property ‘credit, A credit of $10 million 
was granted Finland shortly after the first of the year. 
The terms are 3(c), payment in 30 years at 2-3/8 percent 
interest, 


Siam Arrangements are being made to negotiate a $10 
’ million surplus property credit. to Siam on regular 3(c) 
terms, with the additional provision that the credit ean be 
extended to- £20 million at a later date, : 


Gaudi . ‘rabia Legation Jidda advises that the Saudi 
Arabian King desires to purchase surplus property up to 
$500,000: in bulk lot provided that agreement is reached 
on price; that short-term credit can be arranged to be re- 
paid in four equal installments beginning January 1, 1947; 
and that all interests or service costs can be included in 
@ single lump sum representing the price of the goods. 
Officials of the Savdi /rabian Government are optimistic 
concerning the outcome of the Government's request for a 
loan through commercial chennels. Minister Eddy recommends 
that we postpone our reply to the King's request for a US 
Government loan of $10 million until commercial loan negoti- 
ations succeed or fail. 


* * 


EXIMBANK WILLING TO ADVANCE On april 4 officials of the 
CHIN MAXIMUM OF $500 MILLION Department and Eximbenk met 
with the Chinese Ambassador 
and the head of the Chinese Supply Commission to inform them 
of the Bank's willingness, up to June 30, 1947, to advance 
credits for specific projects in the aggregate amount. of not 
more than $500 million. The Chinese mbassador was given a 
copy of a suggested letter from his Government to the Exim- 
bank expressing its understanding of.the- general character | 
of the. proposéd credit, as well as its understanding that - 
the Benk's approval of credits for specific projects would 
be influenced by China's progress toward stability and | 
es yeeseve participation in international economic affairs. 





‘The notification of the Eximbank's willingness to ex- 
tend credits in the above emount was given the Chinese 
representatives after discussions between General Marshall, 
the Department , the National idvisory Council, and the 
Eximbank. 


At the same time an Aide Memoire. was given. to the 
. Chinese stating that we desire early negotiation of the 
settlement of war accounts between the two governments, 
including cceatieiatd. surplus enantead disposal, and yuan 
edvances. 
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DEVELOPMENTS ON EXIMBANK Czechoslovakia Czech officials 
CREDITS ARE SUMMARIZED who were in this country to 

. attend the Savannah Conference 
discussed the matter of an Eximbank loan with Department 
officials, They were informed that the Department considers 
three questions to be of particular importance in connection 
with a loan to Czechoslovakia: (1) information on international 
agreements and economic commitments toward other countries, 
particularly the USSR; (2) early conclusion of an interim 
agreement on commercial matters, which has been under dis- 
cussion in Praha for almost nine months; and (3) early agree- 
ment by the Czechs on adequate and effective compensation 
for American properties nationalized in Czechoslovakia. With . 
regard to item (1) the Czechs have informally indicated to 
us that they do not believe they will be able to supply this 
information prior to the forthcoming elections on May 26. 
This will probabiy mean that no conclusion of the loan agree- 
ment will be reached until after that time, 








Mr, Mladek will return to this country early in May 
for a meeting of the International Monetary Fund. It is 
expected that Eximbank loan negotiations may be resumed 
at that time, 


Meanwhile thc Czechs have replied to our note concern- 
ing negotiations for compensation to US interests for 
nationalized property in Czechoslovakia. (See Page 1l, 
February 18 issue of Current Economic Developments) Their 
note states that the Czech Government recognizes that agree- 
ment on adequate and effective compensation will benefit the 
economic relations between the two countries to which they 
attach great importance. Before entering into negotiations, 
the Czechs state it will be necessary to obtain from all the 
countries concerned the total amount of their interests in 
Czechoslovakia so they will know the value of all the 
property they will have to take into consideration. Stein- 
hardt suggests that we may wish to give suitable publicity 
to the Czech statement so that US interests may submit 
their claims promptly. 








Turkey Ambassador Wilson believes that if the total 
credit extended by the Eximbank to Turkey for 1946 and 1947 
does not exceed $25 million, and if predicted short terms . 
apply, they will be a severe shock to Turkey. The Turkish 
request was for a loan of $500 million and at the ttme the 
request was made Turkish representatives were informed that 
the amount was much larger than the Bank would be able to 
advance in view of funds available and other commitments. 
(See sae 15, February 25 issue of Current Economic Develop- 
ments). 





Wilson suggests that before a final policy decision on 
the loan is meade we might wish to review the following 
points: (1) Turkey is likely to misinterpret what it would 


regard 
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regard as a relatively unfavorable loan treatment, 
’ especially in view of recent public announcement that 
a billion dollar loan to the USSR is being considered; 
(2) Turkey feels its wartime policy was beneficial to 
the United Nations and, although it was not devastated 
by the enemy, its financial needs for certain economic 
readjustments are vital; (3) projects in the fields of 
agricultural, mineral development, transportation and 
communications require early credits; (4) the Turks regard 
® much of their gold holdings in excess of those normally 
required for currency backing and governmental obligations 
as essential to maintain a highly liquid financial position 
while the Soviet situation remains threatening and because 
of Bretton Woods Fund and Bank obligations. 


Iraq The Prime Minister of Iraq has been pressing 
for a reply to an informal request for an Eximbank credit, 
due to the fact that negotiations are in progress in 
Baghdad for further extension of the Anglo-Iraqi Scarce 
Currencies Agreement. The Legation was asked to inquire 
if the Bank could extend a loan to Iraq for purchases in 
the US of 1946 essential needs unobtainable elsewhere. 

The Prime Minister mentioned a loan of $20 million but 
seemed to consider $10 million the irreducible minirun. 
While the Eximbank policy hed previously been outlined to 
the Iraqi Government, the Legation stated that a new Prime 
Minister appeared to wish a new inquiry and a new answer 
to a more modest request, 


“e suggested to the Legation thet Iraq submit a for- 
mal application to the Eximbank and that it would be well 
if this initial request were limited to about ‘5 million, 
to be used in connection with one or two specific projects. 
f1though we gave no assurance that the Bank would approve 
even such a limited request, such a proposal would have a 
better chance of being approved than a larger request 
couched in vague, general terms. It was also pointed out 
that one of the specific purposes of the UK loan is to end 
financial strangulation of Irag and other sterling area 
countries by eliminating the dollar pool and making sterling 
receipts from current transactions of all sterling area 
countries freely available for current transactions in any 

. currency area without discrimination, 


_ Italy In February the US received a request from 
the Italian Government for a $940 million credit of 
whieh $235 million was requested as soon as possible. 
The National Advisory Council approved in principle making 
available to Italy the dollar suspense account (now about 
$110 million) which represents lire furnished the fmerican 
arny for expenditures other than troop pay. In addition, 
NAC is considering an Eximbank loan to Italy of $150 million. 
However, final decision hes not been made on the latter, The 
Department believes the total of this US financial assistance, 
together with UNRRi.'s $450 million program, will go far toward 
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enabling Italy to finance minimum 1946 import require- 
ments and permit substantial progress in 1946 toward 
recovery of. pre-war levels of Italian industrial out- 
put. In addition to the above, an.agreement has been 
signed between the Eximbank. end Italy. for a cotton 
credit of $25 million. The Italien, press reports that 
Sacerdoti, Chief of the Italian Purchasing Mission in 
the US, has been discussing loan- negotiations with the 
Interministerial Committee for Reconstruction. It is 
believed that the Committee will establish a general 
order of priority of purchases in the Fats of urgent 


Italian needs, 
* * * : ; 


ITALY TAKES STEPS TO  # The Italian Council of Ministers hes 
INCREASE FOREIGN TRADE approved a decree: which provides that 
50 percent of the proceeds of exports 
from Italy shall be placed at the disposal of the exporter, 
within a limited period for the purchase of imports from a 
list of essential articles, Italian exchange regulations 
have: heretofore required exporters to deliver to the Govern- 
ment the full exchange proceeds from export transactions. 








omg 








There is said to be widespread dissatisfaction with 
government administration of foreign trade in Italy, and the 
people feel that state intervention is crippling commerce. 
ambassy Rome reports that, although there is. considerable 
feeling that the 50-percent measure has serious shortcomings, 
high officials are inclined to accept it since the Government 
is unable to undertake en effective licensing system under 
present conditions. It is understood by competent Italian 
officials, but not yet by private traders, that Italy must 
obtain quotas from the Combined Eoards end Committees and 
be prepared to administer the quotas through an export 
a system. The Embassy has taken no stand in the 

matter, but has tried to explain trade control procedures 
in the US and to clarify Italian obligetions vis-a-vis 
the Combined Boards. 


Agreenent has been reached in diseussions between the 
Depertrient and the UK Embassy here on the manner in whieh 
the Italian Government can bring its foreign.trade within 
the framework of the combined allocating bodies. In the 
future the Italian Government will have direct access to 
the Combined Food Board and combined commodity committees 
in seeking to obtain -its requirements of materials outside 
the UNRRA program which are still under international allo- 
cation.. The Government will be expected to keep these bodies : 
informed of any exportable surpluses of the same items, The 
Emergency Economic Committee for Europe is expected shortly 
to invite Italy to participate in various activities of the w 
committee, particularly with the Food and /griculture Sub- 

‘committee. Italian association with the Combined. nanan 
Committee in Yashington is being discussed, 





x * * 
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Ei BASSY MOSCOW MAKES TENTATIVE INTERPRETATION OF Embassy 
: SOVIET 1945 POSITION 4S INDICATED IN FIVE YEAR PLAN Moscow 





has made 
en interpretative report on the Soviet Fourth Five Year Plan, 
: It emphasizes, however, that the report is only tentative, 


based on the material it has been possible to gather to date. 
The plan was outlined in Voznessenski's report to the Supreme 
Soviet March 15 and has been followed by debates in the 
Supreme Soviet end issuance of a Text Law on the Five Year 
Plan, as well as isolated statements in the press on certain 
fields. The Embassy points out that the nature of informa- 
tion revealed on the Plan is cuite incdnclusive as, in the 
first place the material is based on goals for 1956 which 
ere compared not to 1945 but to 1940, the last pre-war year, 
end thus comparatively little light is shed on the current 
economic situation; and in the second place all information 
‘was so carefully screened from a security point-of-view and 


in some cases deliberstely designed to mislead, that it 
cannot be completely assimileted until additional information 


comes out. 


Total industrial production in 1945: was 127 billion 
rubles Ss compared wath 39s SenEEe 471838 and the Pian 
for 1950 of 205 billion rubles. From 1942 through 1944 in- 


dustrial production avereged 120 billion rubles per year, 
thus confirming the thesis that due to greatly increased 


war production, the Soviet total industrial production did 
not fall off greatly during the wer in spite of invasion 
losses. . 


Ferrous metel production is scheduled for a very large 
increase in output by 1950. In that yeer 25.4 million tons 
of steel and 19.5 million tons of pig iron ore are to be 

‘ produced compared with 18.3 million tons of steel and 15 
million tons of pig iron ore in 1940, Since pre-war output 
of pig iron will not be attained until 1949, ean increase ef 
4 million tons is planned for 1950 alone. Steel will regain 
the pre-war level in 1948 and increase -3.5 million tons per 
year in 1949 end 1950. The indicated current level of pig 
iron ore production is about 9 million tons. 


Contradictions in material indicate that the non-ferrous 


metal production goals for 1950 are cuite thoroughly obscured, 
presumably deliberately. Production eluminum (primary metal 


only) is indicated ct 86.5 thousand tons for 1945; nickel © 
about 15,000 tons. Production of magnesium in 1945 was 45% 
greeter than in 1940; tin production increased 122% between 
-1940 and'1945 and 790% between 1937 and 1945. Molybdenum 
increased 309% between 1940 and 1945 and tungsten 113% in 

tne same period. Since increases in the production of sonnet, 
lead and zine are not stated production may have decrease 


during the period, 


TER ee 
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Coal production in 1950 is planned at 250 million tons 
as compared with 166 in 1940; oil production at 35.4 million 
tons as compared with 31.1. According to the Plan the 1940 
level of petroleum production will not be regained until 1949. 
While no conclusive oil estimate for 1945 is yet possible on 
the basis of new information the “mbassy is inclined to place 
1945 production at 19 to 20 million tons, a downward revision 
of previous estimates, 


Electric power capacity of the USSR at the end of 1945 is 
revealed as 10.7 million kilowatts. At the end of 1950, ac- 
cording to the Plan, capacity will be 22,4 million kilowatts. 





The figures given on railway transport in the Plan ingi- 
cate that railway transport-is the worst bottleneck of the 
economy at present. In 1945 railways epparently hauled only 
two-thirds to three-fourths as much as before the war even 
though coal production was just 10% below 1940 and industrial 
production was almost as great and there was an unprecedented 
demand for haulage of construction materials to devastated 
areas, all in addition to military needs. In 1940, haulage — 
was 415 billion ton-kilometres and according to the Plan 1950 
haulage will be 532 billion. 


River transport in 1945 carried less than 50% of the pre- 
war freight load, Planned increase of haulage in 1950 over 
1945 1s 170%, which would exceed prewar tonnage by 38%. 


According to the plan retail trade in 1950 will be 275 
billion rubles, or 28% more than in 194C, measured in compare- 
ble prices. It is indicated that on the average 1950 planned 
prices will be about 25% above those of 1940. Production of 
foodstuffs and consumers goods will rise 17% per year from 
1946 to 1950 and in 1950 the retail market supply of foodstuffs 
will exceed that of 1940 by 23% and of industrial consumers 
goods by 36%. This indicates that in 1945 the market supply 
of food and consumers goods taken together and in total was 
from 60 to 70% of the 1940 level. Since 1940 itself was a 
bad year as compared with the previous five years, the 
figures show very conclusively how severely the Soviet standard- 
of living suffered from the war even as late es 1945. “ages in 
1950 will be 48% higher for workers and employees than in 1940 
and will average per person about 500 rubles per month, At 
the diplomatic exchange rate of 12 rubles to the dollar (which 
considerably exaggerates the purchasing power of the ruble) 
this is equivalent to $40 per month. Since prices will have 
risen 25%, however, ~, the rise in real wages will be roughly 
only 20% even if the Plan is fulfilled in all respects, The ‘ 
number of workers and employees in 1945 was 27.3 million as 
compared with 30.4 million in 1940 and a planned total of 
33.5 million in 1950, | ‘ 


* % * 
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HUNGARIAN ECONOMIC Reports from Hungary continue to be 
SITUATION WORSENS disturbing. Schoenfeld points to 

the following fectors bearing on 
any program for rehabilitation of Hungary. The country 
is in the advence stages of hyper-inflation, end unpre- 
dictable political and psychological factors will determine 
when it reaches the point of complete economic collapse. 
Domestic production shows little sign of recovery. The 
growing entrenchment of leftist elements in government con- 
trol posts hes intimidated private enterprise. Hungary's 
current reparation obligations substantially exceed present 
production, yet the.Soviets insist on-full payment of ac- 
cumulated liabilities before the end of the year. The oc- 
cupation force imposes a heavy drain on the country' s- 
limited resources. 





Soviet Economic Agreements The first phase of Soviet _ 
economic penetration is approeching completion. The civil 
aviation and: shipping agreements have been signed and it 
is expected that the bauxite and oil agreements will be: 
signed within the next few days. 








- eo 


. Our Mission in Budapest has been instructed to address 
2 note to the Hungerian Covernment pointing out that the US 
will oppose air agreements granting exclusive or monopolistic 
privileges to any country, and will recommend that the matter ~ 
be presented to ACC. The note will indicate that US-Hungarian 
negotiations should not be considered different from Hungarian- 
Soviet negotiations. The Department believes Hungary's posi- 
tion that she is not free to dispose in eir traffic matters 
is unfounded since the armistice agreement does not preclude 
interim agreements of non-exclusive nature by that Government. 


US-UK Plan to Examine Economic Plight Rejected Despite 


representations in Budapest and Moscow, the Soviet repre- 
sentative on ACC has failed to cooperate with the US and UK 
members in exemining Hungary's economic pligh* with a view 
to formulating a plan of rehabilitation. (See Page 3, 
March 18 issue of Current Economic Developments). 








Schoenfeld Stresses Importance of Restitution Schoenfeld 
declares thet he is less concerned with immediate large-scale 
restitution to Hungary than with utilizing this non-recurring 
opportunity to gain our objectives in this country and with 
preventing pro-Soviet elements in Hungary from. pointing ‘to 
American handling of displaced property for anti-American 
propaganda. He states that since an inventory of properties 
removed from Hungary is not now availatle, it is impossible 
to determine accurately the proportionate importance of those 
items of property, the return of which is conditional upon 
meeting the. minimum requirements of the Austrian and German 
economy. However, it is clear that this condition applies 
to the bulk of valuebles removed. In view of the importance 
of restitution to Hungary, Schoenfeld suggests that appoint- 
ment of State and "ar representatives would permit investiga- 
tion of differences in views held by American authorities in 
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Austria and by the Hungarian Government regarding the 
quantitative impoftance of displaced Hungarian property. 


Soviet Occupation Troops Lease Land In Hungary The 
Hungarian press has announced that the Minister of Agri- 
culture has contracted to lease over 70,000 acres of agri- 
cultural land scattered in various parts of the country to 
the Soviet occupation forces. Schoenfeld is informed that 
last month the Soviets requested the Hungarian Government 
to lease idle lands for cultivation and that the Agriculture 
Minister was at first reluctant to accept the proposal but 
yielded under pressure when confronted with a list of idle 
estates prepared by Soviet commenders. In discussions with 
Hungerian officials the Soviets have stressed their particu- 
ler interest in land belonging to Serbians. This has given 
rise to fear that the Soviets will later claim ownership of 
the land now leased on the grounds that it is German-owned 
end under the Potsdam agreement belongs to the USSR. 


Oil Fields' Return in Hungary eee Press reports 
from Hungary indicate that the US military mission has 
addressed a note to Marshal Voroshilov stating. that the 
US Government wants all Soviet personnel withdrawn from 
the Hungarian-American oil fields in southwestern Hungary 
and menagement of the wells returned to American owners. 
Failure to withdraw Soviet personnel from the wells would 
be considered a violation of the armistice agreement. The 
note called attention to an oil company complaint made to 
the £CC that the company had "suffered from repid wastage 
of gas from a number of wells due to their operation under 
direction of Soviet engineers." The ection was along the 
line of instructions sent to US representatives March 5; ‘ 
however, a good deal of discretion was left to US repre- 
sentatives and the Department hes not yet received the 
exact text of the note as it was delivered, 


Prime Minister of sunet a Mekes Speech On March 31 
the Hungarian Prime Minister made a speech concerning that 
country's economic policy. He explained in some detail the 
economic ties which are being developed with the USSR and 
expressed gratitude to the Anglo-Saxon democracies for 
assistance in overthrowing forces of Fascism and appreci- 
ation for decision of the US to return part of Hungarian 
assets stolen by Germen and Hungarian Fascists. 


He said that the Government is preparing a program to 
terminate economic chaos and that the plan would soon be 
made public. Under it, not only mines, but industrial 
companies and factories pertaining to mines, as well as 
bauxite and aluminum, oil companies and refineries and . 
power plants will be nationalized. Certain large industri- 
al enterprises are to be under state control, Private enter- 
prise and capital may carry on work of reconstruction and 
capital is expected to cooperate unless the Government is 
compelled to teke further restrictive measures. Land reform 
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is to be terminated at the end of the yeer. A law re- 
garding cooperatives will be submitted to the National 
Assembly before May 1. In order to raise individual 
® bread rations obligatory grain surrender will be re- 
quired. A new system of taxation will shift the main 
burden to war incomes. Every effort will be. made to ~ 
give the country stable money and price control of vital 
commodities and oe ciebeeed of. industrial stocks will be 


inevitable. 


* * * 


SECRETARY OF AGRICULTURE CALLS ON OTHER ~~ US missions in 
COUNTRIES TO HELP IN FATS AND OILS CRISIS the UK, Australia, 

New Zealand, 
Belgium, Netherlands, Denmark, Sweden, Argentina, Canada 
and Brazil have been asked to deliver to the Minister of 
Food in. those countries a personal communication from 
Secretary Anderson calling on them to cooperate with the 
US in reducing consumption and increasing exports of fats 
and oils. The fats and cils situation is now much worse 
than at any time during the war. With the end of the war 
the deficit areas has expanded greatly without any corres- 
ponding increase in supplies. Very little vegetable oils 
heve come from the liberated areas of the Far East, which 
formerly exported about 35 percent of the total entering . 
into international trade. Drought in eastern Europe and 
the Mediterranean areas greatly reduced last year's crop 
of vegetable oils, and the shortage of feedingstuffs has 
reduced the production of animal fats. 





The US has announced support prices for flexseed and- 
soybeans and as qa result will be. able to reduce imports of 
these products: from over a million tons annually before the 
war to about 300,000 tons in 1946, Exports will be increased 
to at least 375, 600 tons, Sécretary Anderson calls for greater 
efforts to use all oils available in the liberated Far Eastern 
areas and particularly asks Australia and the Netherlands to 
review the situation in the areas under their control. 


The Fats and Oils Committee of the Combined Food Board 
is making a study of present consumption compared with pre- 
war to be used in negotiating for the 1946 allocations. 

The Committee will meet in about two weeks, Meanwhile, 
Secretary Anderson is appealing to the other Food Ministers 
to re-examine the fats and oils situation in their countries 
and determine what contribution they can make to the emer- 
gency and report immediately. Their suggestions, together 
with a statement of what additional contribution the US will 
make, will be presented to the CFB committee, 
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DEPARTMENT'S POSITION ON BELL BILL In a letter of April 2 
GIVEN TO SENATE FIN COMMITTEE to Senator weorer, the 


. Acting Secretary set 
forth the Department's views on‘the Bell Bill (H.R, 5856) now 
before the Senate Finance Committee which provices for an ex- 
ecutive agreement governing trade relations with the Philippines. 
The Bill passed the House March 29 and is now in the Senate 
Finance Committee before which Assistant Secretary Clayton testi- 
fied last week. While the Department agrees with the basic 
principle of the bill that there should be an eight-year 
period of duty-free trade between this country and the Philip- 
pines tc be followed by twenty years of gradually declining 
preferences, we are disturbed by some of the provisions whicn 
are clearly inconsistent with the basic US commercial policy 
and with our Trade Proposals, and some which cannot be recon- 
ciled with our promise to grant genuine independence to ‘ne 


‘Philippines on July 4. 


Absolute Quotas Emphasizing the importance of general 
acceptance of the Proposals in creating the kind of economic 
world in which nations can live peaceably and prosperously, the Act- 
ing Secretary points out that certain provisions of the Bell 


. Bill would seriously limit our ability to obtain commitments 


from other governments to accept the central elements of the 
Proposals. He refers specifically to the numerous absolute 


quotas and the internal tax preference for Philippine coconut 


oil provided for. The Department recommends deletion of all 
provisions for absolute quotas, which the Department considers 
one of the most vicious of trade restrictions and which we are 
asking ail other countries to abandon in our Proposals. 


We do not object to diminishing duty-free tariff quotas 
as a means of eliminating preferences on coconut oil, buttons, 
cigars and tobacco. Since in practice the application of full 
duties would prevent substantial imports beyond the quotas, the 
elimination of the absolute quotas would not heve any signifi- 
cant effect on US imports. 


Since discrimination against imported articles in the 
application of internal taxes is also a major barrier to world 
trade and one which we are seeking to eliminate in the Proposals, 
the Department recommends deletion of the provision for a guar- 
anteed two-cent internal tax on Philippine coconut oil. 


Provisions Limiting Independence One section of the 
Bill would require amendment of the Philippine Constitution 
to grant Americans the same rights as Filipinos in the ex- 
ploitation of Philippine resources. If this is not granted, 
the benefit of the tariff treatment provided in the Bill would 
be denied the Islands, Other provisions would give Americans 
in the Philippines the same rights as Filipinos in all other 
fields of activity, the President of the US being directed to 
terminate the trade program if these rights are not granted. 


These 
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These provisions are not reciprocal and are not necessary 
to protect existing American property rights in the Philip- 
pines’ which will be fully taken care .of under the Tydings- 
MeDuffie Act. Any further rights should be provided ona 
mutual basis in a treaty of friendship, commerce. and navi- 


gation. 


Pre-war producers would have a virtual monopoly for 
more than a generation of most of the important Philippine 
exports, under provisions of the Bill concerning the allo- 
cation of the absolute and diminishing duty-free cuotas,. 
These provisions should be eliminated, The US should not 

take advantage of the need of the Philippines for special 
tariff treatment due to war devastation to obtain special 
privileges which would impair the indeperidence we have 
promised the Philippines. . 


Reciprocal Trade Agreement The Bill also prohibits 
for twenty-eight years the negotiation of a reciprocal trade 


agreement with the Philippines. There appears to the Depart- 
ment to be no valid reason why the Philippines should be the 
only independent country which could not enter into a trade 
agreement with this country. 





“e feel that the changes indicated above can be made 
without difficulty and without effecting the basic provi- 
sions -of the Bill for eight years of duty-free trade and 
twenty years of declining preferences, 


SE _ RATION TO BE REDUCED; SHIPMENTS The Food Fact 
RECOMMENDED BY SCiP WILL PROBABLY BE MET Finding Mission 
- reports that the 
military authorities are worried over the possible effects 
of an announced reduction in the food ration in Japan, such 
as political unrest and increase in hoarding and black 
market prices. SCAP, therefore, is considering not making 
= announcement of a ’ reduction in rations but reducing the . 
actual deliveries, In addition SCAP is contemplating moving 
food stocks to urban centers where they may be more adequate- 
ly protected. 









Secretary Anderson has assured Harrison, the head of 
‘the food group, that he will do his utmost to see that SCi.P's 
request for shipment of 200,000 tons of grain monthly for the 
next three months will be met. He apparently sees little 
difficulty in making this amount available for Japan. 
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ABOLISHMENT OF INTERNATIONAL /MThe US has indicated to the 
TIN COMMITTEE DISCUSSED Foreign Office in London that 
| we are opposed. to continuance 
of the International Tin Committee (ITC) as ea regulatory body 
end that we would not be prepared to enter into a Tin Study 
Group prior to the demise of the ITC. However, we are not 
opposed to the operation of the statistical service section 
of the Committee and the Tin Research Institute. The (XK 
agrees to vote against renewal of ITC after its expiration 
December 31, 1946, but meantime has been requested by ITC 
to invite the US, USSR, France, Chine and Siam to meet with 
the governments represented on the ITC for the purposes of 
"framing international arrangements in regard to tin, ac- 
ceptable to both consumers and producers." It is evident 
that the UK is under pressure from the Netherlands and 
Bolivia to maintain ITC's nominal existence until some sub- 
stitute is prepared. Even though e Study Group is established, 
it is felt that signatories to ITC other than the UK would 
vote for continuance of the Committee. Embzssy London feels 
no harm would result in our acceptance of the invitation to 
attend the preliminary meeting if the UK representatives as- 
sure thet they will vote against renewal. Embassy adds, ) 
however, that no commitments whatsoever were made on either 
side pending further discussion. 





SECRET 


PARLIAMENT VOTES TO CONTINUE On March 28 the British 
CENTRALIZED COTTON PURCHASE Parliament voted to continue 

centralized purchases of raw 
cotton. (See Page 8, Merch 25 issue of Current Economic 
Developments) It was emphasized that the Sritish Government 
is Sonstaering each, case independently and is not following 
the policy of bringingall imports under centralized purchase; 
and thet importation of certain commodities has already been 
returned to private enterprise, 





The Government believes that the establishment of a 
permanent Purchasing Commission will avoid confusion and 
delay in reverting to pre-war arrangerents, and, by keeping 
the Liverpool exchange closed, a larger import market will 
be secured. Through the promotion of the exportation of 
finished goods, the Government expects to make up for the 
loss of foreign exchange previously received for commissions, 
on transactions between foreign countries and earnings from/ 
re-exports, ' a 


j 
U 
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UNRESTRICTED 
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US-UK DIFFERENCE DEVELOPS OVER RESUMPTION On February 11, 

- BY IT/.LY OF ITALIAN CIVIL AVIATION - - 1946, TWA signed 

with the Provisional 

Italian Government a contract providing for the formation of a 
joint TWA-Italian owned corporation to operate exclusively the 
airlines indicated in the contract. It would appear that these 
lines comprise all practicable routes in Italy, Sicily and 
Sardinia. The Department is informed that the proposed corpo- 
ration would be 60% Italian owned and 40% TWA owned, with voting 
control in TWA through the two-third's rule, Although to all 
intents and purposes an exclusive agreement, the contract does 
contain the following elause; "Both parties agree that this 
agreement could be modified as to other participants in order 
to comply with any directives from the Combined Chiefs of 
Staff." It also provides that: "The parties to this agreement 
recognize that the performance of the provisions of this agree- 
ment may be subject to the approval of the general headquarters 
of the Allied Forces in Italy, and that consequently it could 
not be given effect until the parties obtain such approval or 
ascertain that the said approval is not necessary". 








On March 16, 1946, the Combined Chiefs of Staff, through 
SACMED, approved without qualification the Italian Govern- 
ment's application for permission to re-establish internal 
civil aviation. TWA contends that as of that date the pro- 
vision of the Instrument of Surrender forbidding the Italians 
to operate internal civil aviation was cancelled and that with 
respect to such operations the Italian Government became a 
free agent. TWA further contends that the Combined Chiefs of 
Staff were fully aware of the terms of the contract and that 
Since the order issued by the Combined Chiefs of Staff was 
without qualification the above-quoted provisions of the 
contract have been satisfied. 


The Government of the UK, through its ambassador in Rome. 
has demanded that the decree law under which the proposed 
corporation would be formed must specifically provide that 
the TWA-Italian Agreement of Februery 11 could not be con- 
sidered valida if found to be in conflict with clauses of 
the peace treaty concerning civil aviation. The British 
Ambassador alse stated that his Yovernment would insist 
upon Italy's withholding decree pending further examination 

, of the problem despite the fact that the Combined Chiefs of 
Staff have authorized the resumption of internal italian 
civil aviation without attaching any conditions thereto. 


TWA has asked that the Department take steps to protect 
"our legitimately acquired interests in Italy from this 
pressure on the part of the British Government", 
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US SIGNS AIR TRANSPORT The US an Beleitn signed a 
AGREEMENT WITH BELG IU bilateral air transport agree=- 
ment April 5 on the model of the 
A | Bermuda agreement and the US-French agreement. Belgium 
obtained commercial landing rights in New York. The US 
obtained reciprocal rights in Brussels, 





UNRESTRICTED 
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ARGENTINA INQUIRES REGARDING MEMBERSHIP The Argentine 

IN THE MONETARY FUND AND BANK Embassy has 
inquired as to 

the procedure in applying for membership in the International 

Monetary Fund end Benk. The Embassy indicatec that argentina 

is about to apply for membership in -both the Fund and. the 

Bank, 
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This weekly publication is designed : 
to highlight developments in the economic . 
divisions of the Department of State, and 
to indicate the economic problems which 
are currently receiving attention in the 
Department. It is suggested that copies 
be-retained on file, as reference will 
sometimes be made to previously reported 
items to avoid repetition. 


DOCUMENT SECURITY INSTRUCTIONS 


This document should be treated in accordance with 
current instructions regarding security measures for 
SECRET materiel. Extreme care should be exercieed to 
avoid public or private discussion of the information 
herein with or in the presence or hearing of any person 
not authorized to have knowledge thereof. For general . 
purpoees al) classified Foreign Service Officers and , 
other responsible economic officers are authorized to 
have knowledge of the contents of this document, 
responsibility for the safekeeping of which will be ¢ 
assumed by each recipient thereof. It may be retained 
in protected files or, at the discretion of the recipient, 
destroyed by burning. If not personally dieposed of by 
the recipient, he will assure himeelf that it ie burned 
in the manner prescribed for SECRET material. 
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FRENCH FINANCIAL NEGOTIATIONS F £ 
French nego f 
STILL IN SUBCOMMITTEE STAGE - credit os oo ore 
| Technical Financial 
has met with Monnet, Monick, Kaplen and other ve Det go ay ua 
French delegation, Meetings have been devoted to a general 
presentation of the present French economi¢ picture and the 
French plans for 1946-50. The French have made no formal 
request for any sum, appsrently proceeding on the theory 
that their exchange deficits tell their own story. The job 
of detailed examination of French data has been delegated: 
to two joint working groups: ome to examine economic data 
and another.to examine financial data. 





The results of discussion and analysis of French data 
by the economic working group is not yet complete, however 
some tentative conclusions have been made. One of these is 
that the limiting production factor this year and possibly 
well into 1947 will be the coal su=ply. Industrial production 
in 1947 is expected to average slightly above 1938 if coal 
can be imported at the 1938 rate of 1,800,000 tons per month. 
Increase of production above this rate. will require extensive 
investment in industrial plant and machinery, increase in 
energy. supply and transportation cepacity. Total new invest- 
ment required in the period 1946-50 to achieve Monnet's planned 
production goals is estimated roughly at $15.5 billion, of 
vhich $2.9 billion is imported eauipment, largely from the 
US. Plan estinatcs total foreign financial aid required 
for four vears 1946-49 at $4 billion, even after licuidation 
of $1.9 billion of gold and public and private for*.gn assets, 


In appraising French need for financial aid, the economic 
working group is concentrating on 1946 and 1947, The French 
estimate of finencial necd during these two vears will probably 
be substentially reduced by careful screcning of the import 
programs, . 


The financial working group has been concerned with the 
French gold position, the availability of foreign private 
assets, credits obtained under financial agreements with 
third countries, financial items in the French estimated 
belance of payments plan for 1946-50, and the possibility of 
finsencing French needs in the American private capital market. 


Meanwhile, the Commercial Policy Committee started 
meeting last week, but no definitive action has yet been 


reported, 


Canada Extends Credit to French Under the Franco-Canadian 

Financial Agreement of April 9; [546 Canada will place at 

the disposal of the French Governnent successive credits up 

to 242,500,000 Canadian dollars. The credit will be used for 
the purchase from and payment to exporters of merchandise 

of Canadian origin exported to France and her possessions, 

or for any other purpose approved by the Canadian Government. 
Interest will be at the rate of 3 percent per annum from the 

date of deposit of each sum until June 30, 1947, when the 
rincipal and interest will be combined into a consolidated 


debt 
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debt against which the French Government will issue bonds to 
Cenada in a nominal value equal to the consolidated debt. 
Interest on the bonds will be at 3 percent per annum, payable 
in semi-annual installments; amortization to be in 30 equal 
yearly installments from December 31, 1947 until 1976. 
Repayments will be in Canadian dollers. Any portion of the 
1toan not drawn on by June 30, 1947 will be cancelled unless “ 
the two governments agree otherwise. If the French Govern- 

ment so desires, repayment may be made, in whole or part, 

prior to the date set for amortization. On the ratification 

of the Agreement by the French Netional Constituent Assembly, 

the -Agreement will become effective. 


Caffery Emphasizes Need for Adequete 2 Caffery calis 
attention to the fact that both the food situation and the 
success of the Blum mission will have an important effect 
on the outcome of the French elections, He urges that an 
"adequate". loan be advanced, saying that the overall figure 
of US assistance should exceed one billion dollars with the 
Eximbank line of credit comprising more than 50% of the total 

- figure, . He suggests that an agreement might be made to con- 
sider additional applications for fresh funds on a staggered 
-schedule, as French reconstruction needs are developed. 


The US‘press has carried stories saying that Blum inm- 
plied that. France would turn communistic unless the loan is 
forthcoming. Although Caffery has no precise information, 
he understands thrt the French communists are considering 
the possibility of attempting to get the Sovicts to make 
Some sort of an offer of gold or credits to France -which 
might tend to offset any US credits which may be forthcoming 
prior to the elections. 


* K * 


PL/.NS FOR RESUMPTION OF GERMAN TRADE H/I.LTED BY Quadripartite 
SOVIET INSISTENCE ON MLINTENANCE OF ZONAL SYSTEM discussions 

| , looking 
toward the adoption of common policies with regard to foreign 
trede received a severe setback this week when the Soviet 
member of the Economics Directorate made it clear that his 
government was not willing to-cgree..to the treatment of 
Germany as an economic unit, with respect to exports and im- 
ports, until Germany is self-sustaining. 


Emphasizing that each zone has very serious difficulty 
in supporting its economic life, he said: ""e adhere to the 
zonal principle for foreign trade and propose to allow in 
addition to this barter. This is necessary because Germany 
is divided into zones and we heve the zonal responsibility of 
the corresponding powers and so long és‘ foreign trade does 
not support the normal function of production, it cannot be 
conducted with zones existing except on a zonal principle," 4 
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We have indicated that the reparation and economic 
disarmament programswere. beascd on the assumption that 
Germany is to be treated as an economic unit. In the event 
Germany is not‘tobe trated as a unit certain adjustments will 
necessarily have to be made in the reparation program. ' 


. Plans For Unifying German Trade Discussion of common 
trade policies have been held in Berlin for many months. 
(See Page 5, February 11 issue of Current Economic Develop- 
ments). The first positive outcome of these discussions 
was.the submission by the Economic Directorate of a proposal 
to establish en £llicd Export-Import Bureau for Germany. 

One of the provisions in the report instructed the Bureau 
to prepare and organize a central German administrative | 
department for trade. "hen the proposal was raised in the 
Coordinating Committee meoting the French member objected 
to inclusion of this provision, although he was willing to 
establish the Allied Bureau for an indefinite. period. Clay 
then asserted that he found the French position untenable 
and at his request the paper was dropped from the agenda. 
By way of explanetion Clay said he felt that if we accepted 
the French proposal, we would be agreeing to the type of 
agence’ the. French have been aiming at without the qualifica- 
tion that it represents only an interim and transitional 
method: of control. ‘Such a preceicnt he felt would tend to 
erystalize thc zonal boundaries, 





Principles To Guide Trade Transactions ifter the Import- 
Export Bureau was considered by the Sconomic Directorate, the 
British suggested a statement of principles to be applied to 
all import and export transactions, exclusive of reparation 
removals. The following principles were recommended: (1) ap- 
proved imports shall be the minimum necessary to meet essential 
requirements of consumption «nd production besed on common 
standards of living for Cermany as a whole; (2) all approved 
exports out of current production or stocks and approved export 
services shall be paid for in full by the recipients; (3) ex- 
ports shall be charged for in dollars or other currency ap- 
proved by the :CC, except where a country supplies the ‘CC 
with coods or commodities to be paid for in currency other 
then the above mentioned it may have the right of-paying in 
that currency to the same extent for any exports it may re- 
ceive from Germany; (4) the export proceeds shall be used 
fer payment of approved imports, including the rcimbursement 
to the occupying powers of any sums edvanced by them for this 
purpose in finencing imports, these proceeds shall be pro- 
rated to each occupying power; and (5) any deficit at the 
end of a given period shall te made good by the occupying 
powers in proportion to the population of the respective 
zones, and carried forward as a loan, | 





. When the British proposal wes introduced into the 
Coordineting Committce, the Soviet position was revealed 
for the first time: i.c., thet e plan should be accepted 
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with the maximum of independent action for each zone and 

fewer limitations; thet such principles as the British . 
proposed would place the occupying powers in.a difficult 

position with respect to prectical-action; and that a 
common.import-export program would not be possible until - 
reparations hed been completed in full and/or a belanced 

trade becomes possible leaving no deficit to any zone. 


TOUCHY SITUATIONS EXIST WITH Oil has been taking the 
REGiARD TO EASTERN ECROPEAN OIL spotlight in recent weeks 

. in the Eestern European area, 
‘the outstending development being the Soviet-Iranian agree- 
ment for the development of the oil industry in northwestern 
Iran. Austria, Hungary and Rumanie have also been important 
in the picture, as the Soviets are seeking, or have already 
obtained in these countries agreements which will give them 
virtual control over oil exploration and development, 











fustria While there are still difficult legal angles 
to be straightened out, the situation in Austria appears 
hopeful. The Soviets have recognized the US nationality 
of Vacuum 4G, the distributor company, and have promised 
that ‘any needed measures of restitution will be taken" to 
compensate for its occupation and operation by the Soviet 
army since it entered /ustria. The company's holdings are 
valued at about fifty million dollars and represent eround 
15 percent of Austria's total oil capacity. No decision has 
yet been reached in the case of Lobau, the refining company 
which is being run for the account of Socony and Shell. 
While the Soviets may try to prove that the refinery was 
built with German funds, the companies hope that recognition 
will be accorded.to the ” ultimate beneficial interest. -- 50 per- 
cent American, 20 percent British and 30 percent Dutch. 


socony=-Vacuum and Shell are closely associated in an 
organization known as Rag which before 1938 produced 30 per- 
cent of the oil in Austria. There are now five other 
companies operating there: Van Sickel, owned by Canadian 
interests; the Nieder Donau formed under Nazi law, which 
turned over the exploration of fields (particularly those 

owned by Rag) to a group of German oil companies; Itag, - 

acquired under duress from former British interests; the 
Deutsche Erdoel Company, which acquired certain Van Sickel 
exploration properties, and Erdoel Produktion Gesellschaft, 
in which the Germans bought out 50 percent of. capital former- 
ly held by Swiss intercsts, allowing /ustrians to retain. the 
other 50 percent, The Soviets have indicated a desire to 
state their position on Rag before the Allied Control Com-. 
mission, Socony-Vacuum attorneys think they can prove 
future exploration rights were tken away by forced transfer, 


The 








DECLASSIFIED FOR PUBLICATION IN FOREIGN 
RELATIONS OF THE UNITED STATES : 





ere oR om 











- 5 - BEST COPY AVAILABLE 


The cese of Van Sickel and Rag differs from that of 

the other companies in that they were regarded as enemy 

property by the Naxis during the war. The Soviets have 

indicated that they will recognize foreign title to pro- 

ducing fields that were in Allied hands before the war and 

were recognized by the Germans themselves as enemy property. 
~ The other companies the Soviets regard as German and thus 

as "German assets" under the Potsdam clause. 


In addition to seizing and operating Socony properties, 
the Soviets removed five million marks worth of drilling 
and producing ecuipment. They have been paying in schillings 
for oil taken, . 


The Soviets are apparently planning to combine the 
companies they claim were German assets into a single con- 
cern to control 70 percent of Austrian crude oil production 
and 50 percent of refining capacity. They have tried to 
persuade the Austrian Government to take a 50 percent in- 
terest in the projected corporation. : 


Hungary The Soviet-Hungarian oil agreement was signed 
on April 8 and provides for jointly-owned oil corporation. 
The Hungariens will contribute the concession to drill for 
oil in unallocated areas within Hungary, said to have im- 
portant oil-producing potentialities, and the Molaj re- 
finery which was built during the war and is government- 
owned. The refinery now operates at a 16,000 tons monthly 
capecity. This gives the company oil rights in all Hungarian 
territory except those leased to MAORT, Hungarian subsidiary 
of the Standard Oil Company of New Jersey, The USSR's con- 
tribution consists of a former German oil concession assigned 
to the USSR under the Potsdam /greement «nd certain drilling 
equipment. A Soviet-appointed general manager has full 
executive powers, 


In the draft charter of the joint company the Department 
hes discovered nothing that would violate MAORT's contractual 
rights, However, we still don't know, because. of the ambiguity 
of certain provisions in the charter, whether the joint company 
will heave a preferential position with respect to foreign ex- 
change and other metters that will involve a violation of 
most-favored-nation' treatment. "“e have therefore asked 
Legation Budapest's views on the compatability of this ar- 
rangement with the rights of US nationals under: (a) the 
treaty of 1926, (b). the Armistice provision reinstating the 
rights of /llied nationals as they existed before the war, 
and (c) a statement in the Potsdam protocol that it is 
deemed "essential thet the satellites not conclude treaties, 
agreements or arrangements which deny to ‘llicd nationals 
access, on equal terms, to their trade, raw materials, and 
imfiustry." The Department feels that both US rights and 
Hungarian sovereignty would be impaired if the joint company 
were not subject in all commercial matters to applicable 
Hungarian laws, on an equal basis with all other oil companies 


operating in Hungary. 





- — . Vyshinski 
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Vyshinski hes replied to a US note calling for the 
withdrawal of Soviet and Hungarian personnel from the . 
property of MAORT and resteretion of control to the 
company. Vyshinski says that the Soviet authorities sent 
e delegate to the company because they-are interested in | : 
guaranteeing sufficient oil production by the company in 
view of the fact that a-portion of this production is con- 
signed to the reparations account of the USSR and to the. 
needs of the Soviet occipation troops in Hungary. They are 
also interested since they expended funds to restore the 
enterprise and since (they allege) the company's enter- 
prises hold ‘some investments of German capital transferred 
to the possession of the USSR. ‘hen it becomes apparent 
that production of the company will not be lowered, aS was | 
planned, the necessity for the Golegate will cease. 





wero’ 


There has been some controversy: over the proper level 
of production, < Standard Oil of New Jersey representative 
in Budapest having stated at one time that 43,000 tons 
monthly was the maximum volume that cculd be turned out . 
without impairing the property. The company was then pro- 
ducing 50,000 tons monthly end the Soviets wanted to bring 
it up to 60 yOCO. Standard officials in New York have in- 
dicated a willineness to produce at about 60,000 tons 
monthly, or if that isn't physically feasible, as near to 
that figure as they can get. 


While the operating significance of Vyshinski's note 
is not yet apoarent, it clearly recognizes that there is a 
US property interest there which the Soviets intend to 
respect. There is an implica promise to pull out when they 
are satisfied on the level of production. 


Rumania The joint Us-Sovict 011 Commission, appointed 
to investigate removals of oil equipment from the US-owned 
Romano-Americano Company has failed to make any progress to 
date beceuse of a procedural difficulty. The terms of 
reference of the Commission authorized it to investigate 
what equipment had been removed by the Soviets and to 
determine whether it could legitimately be considered es 
German-owned. However, the Soviets asked for documentary 
information on all the equipment in Romano inventory in 
Januery 1942 with all increments to and removals from in- 
ventory since that time. Embassies Bucharest and Moscow 
feel that no progress can be made at the present level and ° ’ 
that the whole question is a part of the larger one of 
defining war booty. The Departrent has not yet abandoned 
hope that the Commission may complete its function, 


At ‘Potsdam we gave the Soviets a note saying liftings 
from US properties in the satellite states for reparation 
purposes were all right unless current production were 
taken on such a scale as to deprive the US company of an 
opportunity to sell its products in strong exchange markets 
and thereby acquire strong exchange with which to purchase 
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equipment indispensable for continued operation. To 
date Romano-,mericano has been unable to sell oil in 
any strong money market for free exchange, | 


Romano-/.mericano is reported to have lost $3,000,000 
last year trying to compete with the joint company formed 
-under the Soviet-Rumanian oil agreement. We are still 
eweiting with coneern further indications of what kind of 
2 position the joint Soviet-Rumanian compeny will demand 
for itself in the Rumanian petroleum industry. 


Iran The Sovict-Iranian Oil fgreement has received 
wide press publicity in connection with the broader. Iranian 
case which came before the Security Council eat its current 
session. In an exchange of notes on April 4 between Prime 
Minister Qavam of Iran and the Sovict imbassador to Iran 
a joint oil company was cclled for. During the first 25 
vears of the company's cperations 49 percent of the shares 
will be held by Iran and 51 percent by the USSR, and during 
the second 25 years the division will be 50-50. The company 
will have exclusive exploration rights in the northeast part 
of Iran. Iran's contribution will be the exploration rights 
indicated, whilc the Soviets will contribute payment of any 
kind of expenditures involved, instruments, equipment, and 
the salarics of the experts and workers engaged in the ex- 
traction and refining of oil. .cfter the expiration of the 
50-year period of the company's operation the Iranian 
Government will have the cight to purchase the shares 
belonging to the USSR and/or to prolong the period of 
operation of the company. Iranian security forces will 
protect the land and the installations thereon. The agree- 
ment to be concluded later for the establishment of the pro- 
jected Irano-Soviet oil company will be presented for rati- 
fication by the new Iranian Majlis as soon as it has been 
elected. 


x* *« * 
UNBLOCKING OF FUNDS AND SURPLUS PROPERTY £11 blocked Siamese 
CONTRACT ENTHUSIASTICALLY HAILED IN SIAM funds in the US will 





be unfrozen April 19 
through issuance of a Treasury general license. This action 
will not affect property which is blocked by reason of enemy 
interest. /nnouncement of the unfreezing of Siamese Government 
funds was made in the Siemese issembly on April 4 and was greeted 
by prolonged applause, The announcement of the unfreezing of 
private Siamese funds will be made within a few days. 


i, surplus property contract was announced on April 8 with 
Similar expressions of enthusiasm. The contract is in the 
emount of £10 million, with the provision that additional pur- 
chases may be made when and if needed up to a total of £20 
million. The contract includes a cleuse stating that the 
terms are subjcct to a deferred dollar credit agreement, which 
will be negotiated between the US end Siam at Bangkok. The 
agreement will relate to means of payment, including possible 
barter of surplus property for real estate or other tangible 
or intangible property, 
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US PROPOSES NOTE OUTLINING se FOR ITALY'S In view 
E UAL PARTICIPATION IN INTERNATIONAL AVIATION of the 

| fact 
that there appears to be a general feeling among the British, 
the Civil Aeronautics Board and the State Department that 
Italy should not be permitted to enter into the field of ° 
international aviation until it is actually accepted into 
the International Civil /J.viation Organization (ICAO), the US 
is preparing a note to be sent to the Italian Government out- 
lining the various conditions under which.Italy may ultimately 
engage in international aviation. This note would be discussed 
with the British and French by the US delegation negotiating 
the peace treaties, prior to transmittal to the Italian 
Government. The British and French will be asked whether 
they wish to send a similar note to the Italians, 


| The proposed US note would refer to the recent decision 
to permit the resumption of Italian internal civil aviation, 
the presumption being that once an Italian. internal company 
is in opcration it would soon seek external operations as 
well. Inasmuch as the US takes the position that there 
should be no reference to Italian civil aviation in the 
peace treaty (although it is understood that the British may 
wish to have the issue ‘settled therein), the US believes that 
the Italians should be told in advance of--the conditions 
under which it would be agreeable to the-US to have them 
enter upon international operations. These conditions would 
involve adherence to the principles of the Chicago Convention 
of 1944 and its technical standards and practices, pending 
Italy's actual membership in ICAO. The US will be willing to 
aid in obtaining approval of ICAO for Italy's application for 
membership. The US would also stipulate that present uni- 
lateral air traffic rights for US air carriers into and 
through Italy would remain effective until the conclusion 
of an air transport agreement between the two governments. 
We would be willing to discuss the negotiations of such an 
agreement as soon as Italy has become e member of the UN and 
a memter of ICAO, 


* * * 


. SJISS GOVERNMENT STILL MAINTAINS ALLIES Upon his return 





HAVE NO LEGAL CLAIM TO GERMAN ASSETS. from Bern, M. Stucki 
_— as revealed that his 
Government's position had not changed. The Swiss still main- . 





tain thet the Allies derive no legal right under Law No. 5 
for the surrender of German assets in Switzerland; and thet 
they cannot accept our position on the gold problem. Despite 
these considerations the Swiss state their willingness to 
envisege certain concessions to the Allies, on the conditions 
thet Swiss assets in the US be defrosted and continued 
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discrimination against Switzerlend be' termtneted, Under 
these conditions the Swiss Government ‘déclares it is ready 
"to make voluntarily new contributions,” particulerly for 
the rehabilitation of Europe. It has’ therefore authorized 
the Swiss.delegation.to stzte: (a) that.a shore of .the 
proceeds. from the liouidetion of the assets in Switzerland 
of: Germans residing in Germany will be ceded to the 
Alifes; (b) that the Swiss Government would be ready to 
submit to the Swiss Parliament a proposel to meke volun- 
tarily available to the Allies for rehabilitation purposes 
a part of thet gold which the. Swiss-Nationat -Bank acquired 
after February 23, 1944 from Germany." | , 


Since the Swiss Government has denied again that the 
Allies have any legal right to German assets in Switzer- | 
land, the US, UK and France have restated the following — 
essentials: "German assets in Switzerland are German. - 
assets, not Swiss assets, It cannot be denied that the 
German individual or institution could and.may liquidate . 
their assets in Switzerland, and if so ordered could : 
end mey place the proceeds at the dispdsal of govern- 
mental authority. No country can question, as a matter 
of law and legal effect, the right of government in 
enothcr country to mobilize the foreign assets of the 
peveene and institutions who are subject to its juris- - 

ction. ax 


The Allied delegations heve refrained from further 
comment on the subject of looted gold, as the Swiss are 
to furnish a further memorandum on this question, . 


Upon the conclusion of a sctisfactory agreement, 
this Govermaent will be prepared to discuss procedures for 
the unfreezing of legitimate Swiss assets in the US, and the 
Allied delegations will examine the question of economic 
controls, the modification or removal of which would be 
in harmony with the settlements for which they look, 


The Swiss were reminded thet the Allies act in these 
discussions as trustees and spokesmen for all the countries 
which have just claims upon German external assets, and 
are therefore in a position to make «djustments and to 
offer concessions. “’e heave pointed out that had there . 
been less concern in the Allied delegations for possible 
effects on the Swiss economy, we might have mede trans- 
fers of title of individual German assets to the other 
Allied countries, which would have created a position 
edversely effecting Swiss relatiorships with those countries, 






" Wiss lega . was’ cx= 
ploded when the Allies steted thet compensation would be 
peid to the German owners in reichsmarks and has stated that 
the two major issues are: (a) the allocation of the assets 
between Switzerland and the Allies, end (b) looted gold. 


* *« * 
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AGREEMENT REACHED ON TECHNICAL The Department has asked 
Ssbossy Lenten, $0 eqprendh 
the Foreign Office formally 
and state in view of the fact that & basis for agreement has 
been worked out on the technical level on the Deconeentration 
Law, and in view of the fact that approximately four manths 
have elapsed since the metter was introduced into ACC, we feel F 
the final resolution of the issue is in order. The Embassy is 
requested to emphasize thet this Government regards the deeon- 
centration of economic power as basic to the reorganization of 
Germany along democratic lines and feels that positive and 
concerted measures to accoplish this end should not be delayed. 


Mandatory Application of Standards US and UK representa~ 
tives working 6n the technical level have agreed to the ‘ 
following proposal for mandatory application of objective 
standards as the basis for defining excessive economic power: 


"1. Any firm above size blank, as measured, for example, 
by gross assets in 1938 RM, will be disestablished unless, 
following an investigation "which will include an opportunity 
for the firm to appear before a tribunel, it is found that 
the firm would suffer a serious and permanent impairment of 
its technological efficiency. 


"2, Any concern, however, regardless of size or con- 
siderations of technological efficiency, shall be subject 
to disestablishment into its component units if in the 
judgment of the Economic Directorate it represents an un- 
desirable concentration of economic power," 


While procedures for applying these principles as 
well es the drafting of the law itself are left to Berlin, 
the working committee passed on the following suggestions: 


"A, It is understood that within any single firm sub- 
ject to deconcentration, some units may be severed, while 
others may for reasons of technological efficiency "be re- 
tained under unified and reorganized menagement. 


"B. Considerations of technological efficiency shall 
not be construed to include economies incident to joint 
administrative and selling costs but shall be limited te | 
economies arising out of common mangement of the production ‘ 
process itself, +. P 


"'C, It is understood that existing or ohi bi tions and re- 
strictions on Nazi ownership or management of industrial 
property will apply to any new firms set up as part of the 
disestablishment process but that such prohibitions and 
restrictions will not be confined to property subject to 
disestablishment under the terms of the. Deconcentration 
Law," 
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DEPARTMENT ae oe A revised export policy 
EXPORT POLICY TOW. ARGENTINA toward Argentina has been 

formulated by the Department. 
In a letter to Mr. Arthur Paul: of Commerce the Department. 
recommends that Argentina should now be placed on an equal 
footing with the other American republics with respect to 
economic.controls., This involves the transfer of Argentina 
from the list of Group "E" countries to the Group "K": 
category. Argentine requirements of controlled materials 
will have to be carefully reconsidered by Commerce, and also 
license applications for shipments to Argentina reviewed in 
so far as possible, on the basis of criteria used in screen- 
ing shipments to the other American republics. 


No special controls or restrictions are to be retained 
for shipments to Argentina in the case of raw stock film and 
eil field drilling and refining equipment and current special 
restrictions on toluene and light coal tars are eliminated. 
Control of arms and munitions of war will be discussed with 
the War and Navy Departments and will be carried out primarily 
through the authority given the State Department by the 
President's Proclamation of April 9, 1942, based on the 
Neutrality. Act. If discussions with War and Navy indicate 
that proper controls call for authority and techniques not 
provided under the President's Proclamation, State will con- 
sult further with Commerce, , 


With respect to consignee control, Commerce has been 
requested to review license applications only against 
specifically listed firms and individuals and discontinue 
the practice of referring to Embassy Buenos Aires the names 
of unknown consigneeg and government entities. , 


While the removal of Argentina from the "E" category 
is certain to receive considerable attention in the US end 
elsewhere, the Department,considers it highly important 
that this revised policy be given as little official pub- 
licity as is administratively possible, 





This policy revision was made necessary by a number 
of important factors: (a) the impossibility of securing 
multilateral.cooperation in a program of economic pressure; 
-(b) the rapidly increasing world-wide availability of goods 

. and expanding international commerce, with concomitant 

though gredual relaxation of national controls; (¢c) the 
spread of famine conditions through Asia and Europe with 
consequent emphasis upon maximizing food shipments from 
Argentina; and (d) the current political situation. 


* * *. 
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ARGENTINA PLAYS IMPORTANT ROLE The world food shortage has 


SLL 


iN INTERNATIONAL FOOD PICTURE materially increased the im- 

- | portance of achieving -gree- 
ment with Argentina on additional exports of wheat, corn, oats, 
berley, rye, flaxseed and meats. A substantiel incrense in : 
grain exports is not probable at this time due partially to 
the fact that producers and country dealers fcel strongly 
thet those grains still undcr some measure of government 
control should be allowed frecly to command !|igher prices 
more in line with uncontrolled grains. The sale price of 
oats, berley and rye is anywhere from 25 to 70 percent higher 
than prices offered by the government for the purchase of 
wheat for export. Producers and dealers believe that world 
demand for their products will a pib ot 3. | result in the 
government relaxing controls or completely abandoning them, 
While the marketing of corn is essumed to be free, the gov- 
ernment has issued only a restricted number of export permits. 
However, a decree of March 13 cuthorizing the Regulating 
Boerd of Agricultural Production to deliver corn of the 
1944-45 harvest ageinet outstanding wheat don: tion commitments 
of Argentina to UNRRA, Itely and France has slightly increased 
the amount of grain aveilable for European relief, 














Really reliable statistics on the monetary value of 
wheet shipments for relief purposes are not available. 
Figures on metric tons, committed and delivered, are some- 


- what more accessible. Commitments to UNRRA on wheat amount 


to 150,000 metric tons, of which 24,900 had been delivered 
as of the first week in April, In addition, 16,000 tons of 
corn, substituted for an equivalent quantity of wheat es 
provided for by the decree of March 13, have been shipped. 


During the latter pert of April, ea further shipment of corn 


or wheat amounting to 16,000 tons will be ready for shipment. 
Outside of UNRRA allocctions, Argentina is committed to 


~ ship 40,000 tons of wheat to Norway, 51,188 to hae 50,000 
é 


to Finland, 100,000 to Italy and 190,000 to France, livefies 
against these schedules include 32,250 to Norway, 51,188 to 
Greece, 50,000 to Finland, none to Italy and 16,000 to France, 
Promised meat donations to France emount te 5,000 metric tons, 
of which 1,800 tons hve already been delivered. While the 
total value of these donations cannot be determined exactly, 
estimates place the deliveries at about $5,000,000. 


Individual purchasing programs in Argentina have not e 
been too successful and therefore, the proposal was made 
nt a meeting of some of the Europcan Ministers of Food, 
attending the cereals conference in London, thet it might 
be desirable to effect a unified buying program by the 
European importing countries of wheat end corn in Argentina, 
The proposal was accepted without dissent «nd on April 8 a 
meeting of six European countries was held at the Ministry 
of Food to discuss and perfect the proposal. 





—— 
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Fats and Oils Argentina is one of the countries to which 





Secretary of Agriculture Anderson recently addressed a letter 
on reducing consumption of fats and oils so as to increase 

the supplies to be made available to the liberated areas. 

(See page 11, April 8 issue of Current Economic Developments) 
The Combined Food Board, of which Argentina is a member, has 
recommended that Argentina make available for export 600,000 
tons of fats in 1948. The Anderson.letter requests the 
Argentine Government to consider the possibility of increasing 
this allocation. The high and unrealistic prices that Govern- 
ment has put on vegetable oils has been a retarding factor in 
increased shipments. Reports from US Department of Agriculture. 
representatives now in Buenos Aires point out further that 
none of the Latin American countries has given any indication 
of restricting internal use of fats and oils, "regardless of 
any statements they may make to the contrary", In our talks 
with Argentina officials we plan to point out the conservation 
measures being sponsored in the US and the steps taken by 
other countries to conserve fats and oils so that the supply 
will be increased for the devastated countries, 


Brazil-Argentine Negotiations The need of Brazil for 
additional wheat supplies and the critical Argentine trans- 
portation problem, resulting from worn-out equipment and the 
scarcity of tires and fuel, was the determining factor in the 
recent visit of Colonel Joaquin Sauri, Argentine Minister of 
Industry and Commerce, to Rio de Janeiro. As a result of 
the talks, Brazil has recuested US permission to ship as 
soon as possible to Argentina 1,500 to 2,000 tons of crude 
rubber in order to facilitate immediate shipment of wheat — 

. from Argentina. This particular rubber delivery would be 
outside of the 1942 Rubber /.greement which provided that 

the US would have exclusive purchase rights on Brazilian ex- 
portable rubber and outside of the terms of the Tripartite 
Agreement of 1945, which provided that the United States, 
Argentina, and Brazil in consultation should determine 
Argentina's rubber requirements. Einbassy Rio strongly sup- 
ports this move, primerily because cf the good publicity 
which would result. Anti-fmerican fections in Brazil have 
been making capital of the fact that the present rubber 
agreements are preventing the importation of needed 
Argentine wheat. No formal agreement was reached between 
Sauri and the Brazilian Government. However, if both 
governments publicly express their desire to conclude such 
an agreement saying it was impossible to do so because the 
US refused to digress from the letter of the 1942 and 1945 
Rubber Agreements, public opinion will turn against us. 

It is further reported that the Brazilian Government is 
attempting to negotiate a five year contract for /rgentina's 
natural rubber requirements on the basis of 30 cents a pound 
in exchange for wheat. Since the US to date has not given 
any indication to Argentina that we would be willing to 
alleviate its critical situation, there is the danger that 
an Argentine-Brazilian rubber-wheat agreement may be signed 
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which would conflict with the 1942 agreement between Brazil 
and the United States, 


The Combined Rubber Committee designated the US as the 
sole source of rubber to be supplied to Argentina. The 
Department has informed Embassy Rio that we would have no 
objection to Brazil using the first and second quarter P 
rubber allocations as a guid pro quo for Argentine wheat on 
condition that the sale price for the first quarter alloca- 
tion be set at 60 cents per pound and the second quarter 
allocation at approximately 22-1/2 cents per pound. In order 
to adhere technically to thé “Rubber Agreements and help pre- 
serve the allocation system, we suggest a bookkeeping transaction 
whereby the Rubber Development Corporation would purchase the 
rubber from Brazil but for actual purposes ‘of bilateral ne- ‘ 
gotiations Brazil would provide the rubber to Argentina. The 
RDC would purchase the rubber from Brazil at the regular 
agreement price of 60 cents per pound, thereby having the 
US rather than Brazil absorb the lass on the resale of the 
second quarter allocation. Since second quarter allocations 
have not been finally determined by the Combined Rubber 
Committee, it will be suggested to Brazil that it, with the 
assistance of the US,endeavor to get a larger allocation for 
Argentina. If the above suggestion does not lead to the 
s 2ssful conclusion of bilateral negotiations between Brazil 
ar. argentine prior to April 18, it is expected that the UK and 
the Netherlands will ask for a reassignment of the Argentine 
allocations at the next meeting of the Combined Rubber 
Committee scheduled for April 18. —_ 





x * 1 


EECE CEREALS CONFERENCE URGES At the EECE-sponsored 

STEPS 70 ALLEVIATE WORLD FALINE emergency cereals cg > vente 
Lee held in London April 3-6, 
representatives of 17’ tountries, the three zones in Germany, 
and 7 organizations discussed the world-wide food famine and 
what steps the European countries could take to meet the 
crisis, A general resolution was passed calling on all 
European countries at the conference to adopt all possible 
means for closing the gap between cereals supplies and require- 
ments before further reducing consumption. 








The formal resolutions approved were of a general nature 
and with a few exceptions did not bind the governments to follow | 
definite lines of action. However, the generel feeling of 
the conference was that the governments now have a moral 
obligation to work toward the objectives ete 


Other important resolutions were: 


(A) That a minimum extraction rate of 85 percent for 
wheat and 90 percent for rye should be adopted at once by 
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all countries; that the sovermments should consider the 
possibility of raising the extraction rate of wheat to 
90 percent; that wheat flour in all countries concerned 
should be diluted by at least 5 percent addition of other 
erains; that the use of grain and potatoes for. purposes 

. ather than food should be reduced to a. minimum; and that 
any country unable to raise the extraction rate of wheat 

. to 90 percent and dilute flour’ by 5 percent should report 
the reasons for this to the E™CE secretariat; | 





(B) That every country should under take vigorous 
measures to extend control of infestation of grain by 
rates; 


(C) That every country should take appropriate measures 
to curtail the waste of food on farms, in distribution, and 
especially in homes; | 


(D) That inter-country adjustment of cereals consumption 
should be made through substantial reductions in domestic con- 
sumption of wheat and flour in countries relatively well off 
for food; 


(E) That collection of grain from farms should be 
maintained or intensified, use of grains for feed purposes 
controlled, black markets stamped out; and eceperausen of 
farmers secured through publicity campaigns; . 


(F) That any country not able to close its deficiency 
in bread grains by other means. should consider diverting to 
human consumption grain which wovld otherwise be fed to 
livestock and that livestock numbers should accordingly. be 
reduced; ° 


(G) That every country should reduce its stocks at _ 
the end of the crop vear temporarily to a minimum neceés- 
sary to maintain regular distribution of bread and other | 
cereal products, the size of these minimum stocks to be 
determined by the particular circumstances of each country; 


(H) That the Food and Agriculture Organization and the 
governments concerned should give immediate consideration 
to possible adjustments in existing international machinery 
for allocating and. distributing foodstuffs and that this 
should be placed on the agenda of the FAO meeting in /.pril; 





_ (I) That every effort should be made to bring as much 
lend under cultivation as possible in 1946-47 with main emphasis 


on the production » of bread grains; 


(J) That special efforts should be made to get the con- 
siderable fish surpluses into consumption which representa- 
tives of Denmark, Norway, Sweden and Portugal indicated were 


available; 
(K) That 
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(K) That all efforts should continue to be made by 
exporting countries to ship as much food as possible during 
the next few months and that they should be urged to export. 
maximum quantities of fertilizer, agricultural machinery, 
seed, farm requisites and also consumer goods such as tea, . 
coffee, clothing, shoes end tobacco, all of which will | | 
facilitate the collection of food from European farms; 


(L) That the governments represented at the conference 
make joint and individual eppeals to the /Jrgentine Government 
and people to increase exports of wheat and other grains -- 
to a maximum in 1946; and | 


(M) That the FAO be invited to note these recommenda-_. 
tions for the period before the next harvest with - view to | 
applying them during the 1946-47 crop year if the cereals 
outlook continues critical. i resolution was also passed 
that importing countries should be invited to. attend the 
FAO conference, | 


The following countries and egencies were represented: 
Austria, Relgium, Denmark, Eire, France, Greece, Italy, 
Luxembourg, Netherlands, Norway, Poland, Portugal, Sweden, 
Switzerland, Turkey, the UK and US, the British zone in 
Germany, the French zone in Germany, the US zone in Germany 
(by an observer), the Food and /griculture Organization, 
UNRRA, United Nations Economic end Social Council, the 
European Central Inland Transport Organization, the European 
Coal Organization, and the Emergency “conomic Committee for 
Europe | . 7 | 


US Representative on EECE Comments on l’ceting Blaisdell 
in commenting on the work of the Conference said that while 
it was limited to possible sction by the Europenn countries, 
and only indirect. and very general statements were made af- 
fecting the exporting countrics, there wes considerable in- 
formal discussion of the situation in the US end the possi- 
bilities of increasing food availabilities from this country. 





4lso an informal meeting, not pert of the Conference recorded, 


was heid by Sir Ben’ Smith end the European Food Ministers in 
which agreement was reached for unified purchesing from 
Argentina by European importers, with the UK ecting as the 
sole purchasing country. “hile somé immediate relief in the 
food shortage could be obtained through ¢« reduction in UK 
stocks, Blaisdell feels any significant reduction now depends 


on assured availebilities from the US and Argentine. Canadian 


export availabilities for July and /ugust are said to be too 

low to meet essential UK requirements and -this seems to be a 

basic difficulty in the way of further important stock reduc- 
tions. aa 


Poland, Italy, Germany and /ustria appear to be in the 
greatest need and Blaisdell urges thet the US refuse to 
follow the stated UK policy of treating Gerrany as a residual 
claimant. Strong sentiment exists in the UK for modification 





DECLASSIFIED FOR PUBLICATION IN FOREIGN 
_ RELATIONS OF THE UNITED STATES 





of 





ae 








ee eee EE eee aaa nnn nr 


of this policy. The inability to ecsteblish a unified 
Germany he feels is a serious administrative handicap 
to the establishment of a sound policy on feeding Germany. 
German food policy should receive the special attention of 
all interested US departments end General Clay's position 
should be supported. ..1]1 countries appeared at the Con- 
ference to be aware of thc seriousness of the shortage of 

, grain and to be prepared to take action for local conserva- 
tion, but some are still convinced that they will be able 
to buy more than their share of limited supplies. 


Blaisdell also indicates that since US and Canadian 
surpluses will not be availeble again, the 1946-47 require- 
ments in Europe mey fall farther short of being met than are 
this year's. This may happen even if European production 
approximates 75 percent of the 1936 level, which Blaisdell 
regards as questionable. He therefore calls for early in- 
ternational action to work out an eauitable distribution 
cf supplics for the 1946-47 consumption vear. This action 
should be taken at the time of, if not in the Food and Agri- 
culture Conference. World machinery for the distribution of 
supplies must provide for the flexible adjustment of agrced 
programse 


“hile the availebility of forcign exchange does not 
now appear to be a major problem, unless European exports 
can be increased, or sizeable loans obtained, the foreign 
exchange shortage may become serious. t¢ can in any case 
prevent rapid development in industry enc commerce, es- 
pecially in equipment needed for agricviltural production 
and consumer goods incentives tn farm collection campaigns. 
These shortages in turn will react unfavorably on the supply 
of available food, 


* >* * 


TRADE AGREEMENT NEGOTIATIONS Agreement has been reached with 
WITH PARAGUAY ARE COMPLETED the Paraguayan Government on 
211 points in connection with 
the prorosed Trade Agrec ent and the Fresident has approved 
of the signing, which is expected to take plece within a few 
weelis in Asuncion. Only 2 few of the products on which it is 
proposed to grant concessions to Pernguey have not been in- 
cluded in other trade agreements, and no domestic interests 
have opposed these concessions. US products on which the 
Prragueyan Government will grant concessions accounted for 
about 32 percent by value of total Pareguayan imports from 
the US in 1940, The general provisions of the proposed agree- 
ment ere similar to those conteined in otner recent trade 
agreements. As in the crse of agreements with a few other 
American republics, an exchange of notes wili provide that 
the terms cf the agreenent providing for non-discriminatory 
trestment will not be invoked in respect of certain special 
edventages cecorded by Poraguay to contiguous countries or 
Uruguay, but such exception is subjcct to crncellation under 
certain specified conditions, Public notice of intention to 
negotiate a trade agreement with Paraguay was issued on June 
23. 1943 and public cerings were held by the Committee on 
r-ciprocity Informetion on August 4, 1943. 
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This weekly publication is designed ' 
to highlight developments in the economic 
divisions of the Department of State, and 
to indicate the economic problems which 
are currently receiving attention in the 
Department. It is suggested that copies J 
be retained on file, as reference will 
sometimes be made to previously reported 
items to avoid repetition. 
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This document should be treated in accordance with | 
current instructions regarding security measures for 
SECRET material. Extreme care should be exercised to 
avoid putlic or private discussion of the information 
herein with or in the presence or hearing of any person 
not authorized to have knowledge thereof. For general 
purnoees al} classified Foreign Service Officers and . 
other responsible economic officers are authorized to 
have knowledge of the contents of this document, 
responsibility for the safekeeping of which will be 
assumed by each recinient thereof. It may be retained 
in protected files or, at the discretion of the recipient, 
destroyed by burning. If not personally dienosed of by 
the recipient, he will assure himeelf that it ie burned 
in the manner prescribed for SECRET material. 
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US SUGGESTS SCHEDULE OF DATES FOR FINANCIAL We have replied 
AND_ ECONOMIC DISCUSSIONS WITH THE SOVIETS to the Soviet 
note of March 15 
concerning the subjects to be included in negotiations on 
their request for a billion dollar credit from the US. (See 
Page 1, March 25 issue of Current Economic Developments). 
Our position on inclusion of economic subjects to be discussed 
in this connection is made clear and we suggest a schedule of 
dates on which discussion of specific items should commence. 
We indicated, however, our willingness to have discussions with 
regard to aviation and river navigation unrelated to the loan, 
but stressed our interest in these matters and suggested that 
negotiations on these two subjects commence June 1. The 
Soviets had stated they were willing to discuss two points in 
connection with loan negotiations and wanted to postpone dis- 
cussion of other items until a future time and place to be 
mutually agreed upon. 


Our reply agrees with the USSR note that discussions 
should begin on the following: (1) preliminary discussions 
of a comprehensive treaty of friendship, commerce and navi- 
gation and an agreement to enter into negotiations in the 
near future for the conclusion of such a treaty; and (2) 
methods for giving effect to the terms of Article VII of 
the Lend-Lease Agreement and the general question of lend- 
lease settlement, | : 


Our note states that in addition to the issues above 
referred to, it is essential to have concurrent discussion 
of the following: (1) claims of US nationals against the 
USSR; (2) determination of concerted policies to be followed 
by the US, the USSR and the UK, under the terms of the agree- 
ment reached at Crimea, in assisting the liberated peoples 
of Europe to solve their economic problems by democratic 
means; (3) protection of the interests of inventors and of 
writers and other holders of copyrights; end (4) any other 
economic cuestions, deemed by either government to be con- 
ducive to the attainment of the general aims of the negoti- 
ations. 


The note suggests that negotiations on these subjects 
should begin in “lashington on May 15. Preliminary discus- 
sions with respect to the technical details of the lend- 
lease settlement should. begin May 5, . 


Our note concludes with an expression of hope that the 
USSR will accept membership in and participate in the Inter- 
national Monetary Fund and Bank and expresses the view that 
the successful conclusion of the financial and economic di: - 
cussions will be facilitated by cooperation of the two 
governments in "these two of the principal United Nations 
organizations designed to further international economic 
progress," 


* * * 
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RECENT SOVIET OIL AGRESMENTS APPARENTLY DO NOT Hungary The 


IMPINGE ON RIGHTS OF UK OR OF US NATIONALS US representa- 
tive of MAORT's 


shareholders agrees with Legation Budapest that his company's 
contract is not impaired by the retently-signed Soviet-Hungarian 
Oil Agreement. (See page 5, April 15.dissue of Current Beonomic 
Developments.) The. Legation feels that the terms of the agree- 
ment do not impair either Hungarian sovereignty or the rights 

of US nationals. The agreement as signed differs substantially 
from the original Soviet proposals and provides for the creation 
of a Soviet-Hungarian crude oil company for exploration, pro- 
duction and processing of crude oil, The Soviet contribution 
to the new company consists of the Manat concession obtained 

as a German asset under the Potsdam Agreement, in addition to 
small quantities of drilling equipment, transport and build- 
ings to house the new company, Hungary contributes explora- 
tion and production rights in part of the area north of the 
Manat concession, plus the Government's share of one year's 
crude oil production of companies operating in Hungary. The 
protocol attached to the agreement gives the USSR 50 percent 

of the Molaj state-owned refinery, 








vr 





Iran In reply to a question asked in Commons last week 
ltr. Bevin said that the UK Government is studying the pub- 
lished terms of the Soviet-Iranian 0il Agreement and so far 
sees nothing in it to impinge upon British oil supplies from 
Iran, The UK has not objected to the USSR making arrange- 
ments for getting oil from northern Iran, but urged that 
negotiations should not be conducted under duress, ‘ 


Iranian Prime Minister 
Qavam has stated that 

, the Soviet Government 

is ready to begin discussions on economic subjects. The 

first question to be negotiated, he said, was that of the 
blocked dollar credits and gold held in )}’oscow for Iran | 
under the terms of the 1943 financial agreement, which ex- 
pired on March 2, 1946. The gold, which forms bo percent of 
the balance in question, must be furnished Iran on demand, 

but the dollar credit which forms the remaining 40 percent ‘ 
was to be the subject of further discussion. Qavam's position 
is that Iran must either get free use of these credits or be 
permitted to procure from the USSR highly essential goods such 
as tractors, trucks, or railroad equipment and not be forced 
to accept whatever goods the Soviets might wish to supply. 
Qavam admitted that the situation might open the way to 
further Soviet pressure, 





* ++ 
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COMMUNICATION FACILITIES WITH MOSCOW Ambassador Smith does 
REPORTED AS BEING UNSATISFACTORY not consider US com+ 
munication facilities 

be tween Moscow and US Government representatives in Europe 

4 as satisfactory. At. present all traffic from Moscow destined 
for US representatives in Europe 1s transmitted by means of 
ra’io-teletype tape-relay through “ar Department net control 
station in Weshington and then to Frankfurt, The Washington- 
Frankfurt circuit is overburdened.end delays of from two to 
four days are experienced in transmitting messages. Smith 
believes that communications will be still more unsatisfac- 
tory and expensive after the establishment of teletypewriter 
service on a ‘commercial basis between Moscow and Washington. 
(See Page 15, January 21 issue of Current Economjec Develop- 
ments.) He suggests proposing to the Sovict Government the © 
establishment of a radio teletypewriter circuit between 
Moscow and Berlin as soon as possible. This agreement should 
continue until US occupying forces are withdrawn from Berlin 
or until the agreement would be terminated on six months' 
notice. "hile he is not certain the Soviet Government would 
agree to his proposal he believes it would be of great ad- 
vantage to the US and said he would appeal to the Soviets 
on: the basis of it being mutuelly edvantageous,. 





Although Soviet approval hes not bcen received in 
writing of the commercial teletype egreement between Moscow 
and Washington, the Embassy at Moscow has received a request 
from the Sovict Ministry of Foreign Trade for.a list of 
needed teletype equipment thet they desire bad through 
the US Government. : 


USSR_ REFUSES US REQUEST FOR APPROVAL OF The USSR has 
REGULARLY SCHEDULED ATC FLIGHTS TO PALKANS refused the 
US request for 
. approval of regularly scheduled flights of ATC planes to US 
Missions on the air route Vienna -Budapest—Belgrade-Bucharest~ 
Sofia and return. (See page 7, March 18 issue of Current. 
Economic Developments.) The basis for refusal is that Soviet 
military authoritics are not in a position to: permit establish- 
ment of regularly scheduled flights of < airplanes over terri+ 
tory where Soviet troops are deployed. 
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US AND UK CONSIDER APPROACHING SOVIETS A simple, clear cut 

ON -PROBLEM OF GERMAN ASSETS IN AUSTRIA approach to the 

: ww F Soviets on the ques- 

tion of German assets in Austria is. under consideration by the 

US and UK. A slight but noticeable improvement in the USSR 
attitude during the past several weeks with respect to quadri- ‘ 
partite action has lead us to support the British desire to 

take up with the Soviets as soon as possible the entire ques- 

tion of ex-German assets, including oil and land, 














British Proposal The British have submitted a proposal 
for our consideration whith, in essence, states that the USSR 
. Should not -be required fo abandon or subject to review owner- 
ship rights to assets already acquired in its zone which have . 
not already been challenged. In return, the USSR would 
abandon further claims and negotiate on such cases as DDSG, 
which have been specifically questioned, 


US Proposal As a modification of the British proposal, 
the Department has under consideration a plan whereby the 
Allies would agree to presentation to a quadripartite body , 
within AC by May 1 of all alleged German assets to which 
they desire to make permanent ownership claims, and that from 
that time on no further claims would be allowed under the 
Potsdam Agreement. The quadripartite body would review such 
claims with the. understanding that all such claims would be 
confirmed in those cases where it is determined that the assets 
were in German ownership prior to March 13, 1938, or that the 
transfer to German ownership on or after that date was not a ‘ 
forced transfer, In reality, such a program would mean that 
property removed from Austria by the cut-off date would be 
lost to Austria; property not claimed by the cut-off date 
would be foresworn by the Allies; and property claimed. but not 
removed by the cut-off date would be subject to review. Non- 
removable property, such as land and oil, would therefore 
come up automatically for review. Another aspect of the 
problem is the compensation for non-German property removed 
from Austria, While we are principally.concerned with 
Allied and neutral property so removed, the US would like to 
see Austria compensated for the removals of purely Austrian 
property also. However, it is doubtful if Soviet agreement 
to negotiate on this point can be obtained. Discussions are 
also centering around the question of permaent foreign owner- 
ship rights in Austria, -The Department is holding to the ¢ 
position that such property should be assimilated to the 
status of Austrian corporations subject to Austrian laws an 
regulations, 





ae 


Soviet Position on Austrian Land Part of the overall 
cuestion of ex-German assets and one which is foremost at 
the present time is land which has been requisitioned by the 
Soviet Government on the theory that the Potsdam Agreement gave 
the USSR title to all German assets in eastern Austria including 
land which had been owned by German nationals. Currently, the 
Austrians and Soviets are negotiating on this question. the 


ee 


DECLASSIFIED FOR PUBLICATION IN FOREIGN most 
RELATIONS OF THE UNITED STATES 















= 


most recent Soviet stard is that they will not take any 
Austrian owned land; if the /ustrians can nrove chat 

German ovnership of land was obtained under pressure, such 
land will. be returned; and if proof is not furnished that 
land was obtained by dermans through forced transfer, the 
land will be considered as Soviet owned. On this latter 
point, the Soviets have stated that in particular cases 

they may sell to Austria land desired by the Government. 

Land which without question was owned by the Germans 

amounts to between ) yOOO and 10,000 hectares, although it 
might be difficult for Austria to prove non-German owner- 
ship of up to 20,000 hectares, Austria is, of course, 
immediately concerned with land : which, if it had not been 
requisitioned, would heve been used for food production. — 
Soviet seizures include some of the choicest and most proe 
ductive soil in the Soviet zone. The Austrians are main- 
taining, with our ‘support, that regardless of the ownership 
of the land, its:‘use and the products thereon should be 
subject to Austrian laws and regulations. Sinee Soviet 
acceptance of this principle is not likely at the. present 
time, the 4ustrian Government would like UNRRA to take the 
position that food produced-on land in the possession of the 
Soviets must be disposed of in accordance with Austrian regue 
lations. UNRRA is obliged to see that food produced in 
Austria is made available to the Austrian.population and, 
therefore, some benefit might derive from such UNRRA action. 


DDSG At the same time as we present a program on the . 
handling of German assets in Austria to AC, the Department 
believes it advisable to present specific proposals on 
DDSG. The Department has outlined to Erhardt alternative 
proposals aiming at the establishment of an ‘ustrian shipping 
company which will be independent, 


CLAY'S COMMENTS RECUESTED To succeed the present coal . 
ON PROPOStD COAL DIRECTIVE directive which expires. the end 

of April, the Department has pre- 
pared a new draft directive which has been forwarded to 
General Clay for his comments. US policy has. as its objectives 
the reactiviation of the German economy to the agreed level of 
industry for 1949 and the strengthening of the non-German. 
nations of Europe by reparation removals, US loans and German 
aid such as coal exports. The draft directive is.an attempt 
to reconcile these two aims. It is also cimed at meeting 
French demands for the adoption of a comprehensive policy which 
will assure thet the Western European countries receive. adequate 
current and future coal exports from Germany. Part of the 
French hesitancy in agreeing to treat Germany eas an economic 
unit is based on her dissatisfaction with the present coal 
policy. 





The draft 
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The draft-directive outlines US policy as follows: 
(1) assignment of the highest priority to the coal mining 
and related industries so as to maxirize German coal pro- 
duction and improve distribution; (2) allocation of coal 
vithin Germany so as to achieve uniform industrial recovery 
within the four zones of occupation (this point is primarily 
aimed at the Rritish zone which has the highest percentage 
of industrial recovery, believed to have been brought about 
by unapproved methods of coal allocation); (3) exportation 
of coal to United Nations to permit a:15 percent higher 
consumption of coal in those countries than in Sermany, : 
based on the 1938 usage of each United Nation and the 1949 
usage in Germany based on the agreed level of industry; 
(4) effective action by each zone commander to secure pay- 
ment for past and current exports; (5) maintenance of an 
adequate food ration to miners; and (6) allocation of coal 
based on net pithead production less coal used for the 
operation of mining and that issued to coal miners. Since 
item six'would recuire the establishment of new statistical . 
reporting rethods, an interim formula is proposed which 
would permit German consumption of coal at a monthly level 
of 3,500,000 tons, hard coal equivalent, or 70 percent of 
merchantable, whichever is higher; the remainder of mer-. 
chantable coal to be exported, All consumption of coal out- 
side the allocations, i.e., those categories of coal consump- 
tion which together with merchantable coal are net pithead 
production, would be held at the amounts consumed in 
December 1945, 


SUGGESTIONS Mi:DE TO RECONCILE PL:.NT "hile the Department 
REMOVALS WITH MAXIMUM COAL PRODUCTION is aware that in cer- 

tain cases plant re- 

movals for reparations of coal mining related plants will 

create difficulties in the way of the reactivation of German 
industry, we have suggested to Clay that as a first step 

the highest priority should be given to the production of 

supplies and parts for mining in plants which are within 

the level of industry plan. If produetion is not then 

maintained at the necessary level, quadripartite agreement 

would have to be obtained in each case for the retention of 

a plant whose removal would endanger the coal output. Re- 

quests for retention of each plant should include: (1) proof 

that every effort had been made to secure maximum output from 
remaining plants; (2) a statement of the period of time dur- 
ing which the plant in question would not be available for - 
reparation; and (3) plans for securing an alternative source | 


of supply at the end of this period. | 
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DATIONS ARE At the meeting of the Central 
Sener nna PrN CON N Rhine Commission (CRC) held at 
Streusbourg April 10, 11 and l2, 
the US, the UK'ond France agreed to invite riparian states to 
reinforce their representation on the Rhine Interim Working 
, Committes operated at Duisburg by the military authorities of 
the apes ZINSS. ; 





‘The Commission will ultimately recommend to the govern- 
ments concerned the reestablishment of freedom of navigation 
- on the Rhine. It was agreed that thc nocd for a separate 
priczritices committee does not exist at the present time because 
Nl the ecnpacity of equipment exceeds actual requirements but this 
is pr°cbably a temporsry phenomenon, The Commission will urge 
the removal and replacement of various bridges at the earliest 
possible dats. . It has set minimum clearances for semi-permanent 
bridges. This will involve an increase in the vertical 
clearance of three bridges in the US zone one at Mannheim 
and two at Mainz. The Commission ha requested that traffic 
Signals and bottlenecks slong the river be uniform throughout 
the Rhine in accordance with a plan submitted by the chief 
engineer of the Commission. It also recommended that revised 
US gauges be placed on bridges of limited clearance so that 
navigators can 2scertain the clearance availeble at any given 
moment. It further urges that new soundings are to made 
throughout the navigable course of the Rninc. Steps are being 
taken to provide English translations of police regulations... 
Certein new semi-permanent bridges are recommended for con- 
struction. Assurances were given by th: delegations of the 
US, UK and Franes that the propo sed internstional passport 
for boatmen shall. be reeognized thrcughout the course of 
the Rhine and that steps shall be taken within the three zones 
of cecupation t> permit. mov vement of 2gents and navigation 
companies for business purposes. Proesdures for the reestab- 
lishment of the navigation tribunals and for :ppeal from them 
to the Central Rhine Commission were diveloped. Progress is 
being made on the internationnt control card for food -retions 
on the Rhine. The CRC noted that work on the Rhine was 
hindered by poor telephonic and post2l communications between 
the zones of oecupetion and the other riparian states. The 
Commission, therefore, urged maximum cooperation in communicea- 
° tions in accordance with the plen submitted by the chief 
engineer of the Commission. The next session of the Commission 
will be held in the course of a trip on the Rhine which will 
take place from July 1 to July 7, 1944, sailing from Basel. 
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FOOD PRODTICING COUNTRIES TAKE The drive to mobiltze air ~~ 
STEPS TO ALLEVIATE WORLD FAMINE possible food resources to 
meet the threat of world- 

wide famine moved into high gear this weekend with a radio 
broadcast Friday night in which President Truman, UNRRA 
Director-General La Guardia, Former President Hoover (speak- 
ing from Cairo), and Secretary Anderson made a plea for 
greater sacrifices by the American public. The survey of the 
food needs of European countries, recently completed by the 
Hoover Mission, has indicated that a total of at least 

5y30C,000 tons of cereals, 300,000 tons of fats, and an 
additional 100,00C tons of special food urgently needed ton 
restore subnormal children, will have to be shipped to the 
continent during each of the four months April through July 
if a aes of even about 1500 calories a day is to be main- 
tained, 








To narrow the gap between food needs and supplies 
Mr. Hoover recommended: 


1. That the us Government acquire enough wheat to ensure 
export to the famine areas of an average of 1,100,000 tons 
monthly during the period April-July. Similar action is 
needed on fats. 


2. That all European countries where the bread ration | : 
exceeds 300 grams per person daily should reduce it to that 
figure. If the US reaches the above export target, our con- 
sumption of wheat products will be about 200 grams dailys--- - 
European countries, of course, need more bread than we do 
because of lack of substitutes or supplemental food, 


3. That the British redute their million-ton pipeline 
and stocks of breadstuffs to one half this amount. 


4, That the Latin-American countries accept a 40 per- 
cent reduction in their imports of wheat from the US, 
Canada and érgentina. 


5. That the USSR raise her contribution to 300,000 tons 
per month for the four crisis months. 


6, That priority in supply be given to the smaller 
liberated countries, They have suffered most and have the 
most limited domestic resources, 


The Hoover l’ission was scheduled to leave Cairo on 
4pril 21 for the Far East where they will examine the food 
situation in India, Siam, Chine and Japan, Stopping in r 
Hawaii en route, they will probably return to this country 
on May 10, 


Use of Flour by US Millers Cut Secretary Anderson an- 
nounced that, “after consultation with the Canadian and UK 
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Governments, the US had determined on the following six- 
point program to maximize our exports of wheat during the 
next four months: 


1. US millers will be required to reduce the produc- 
tion of wheat flour for use in this country to 75 percent 
of the amount they distributed for that purpose in the 
corresponding months last year. 


2. Food manufacturers will have to limit their use of 
wheat to 75 percent of the amounts used in the same months 
of 1945, 


3. Millers and food manufacturers naving more than 
2l-days' inventories of wheat will not be permitted to 
grind unless they make this excess of flour equivalent 
available to the Government, 


_ 4, 4 bonus of 30 cents a bushel will be paid on wheat 
delivered under the certificate plan before May 25. 


| 5. Agriculture will uwndertake a corn purchase program 
‘to divert more corn from use as livestock feed to use as 
human food, paying a bonus of 30 cents a bushel above the . 
market price. 


6. The Government will offer to buy an unlimited 
quantity of oatmeal from 7S millers. Whole oats will also 
be purchased for relief shipment, 


Canada and argentina Join In Taking Action Canada has 
agreed to make available at once an additional five million 
bushels of oats and 2,500,000 bushels of low grade wheat for 
famine relief, while /rgentina has promised an additional 
150,000 tons of heat to the 150,090 already allotted to 
world relief. This new allotment will be made available 
during the next three months. FEightecn ships are now en route 
or are being loaded for shipment from Argentina to famine areas, 





UK_Expected To Give Up Immediate Deliveries arly action 
by the UK Cabinet to divert grain, nov on the high seas for 
shipment to Britain, to countries where the need is more 
urgent, is expected shortly. Following Cabinet discussion of 
the US proposal that the US would consider a 25 percent set- 
aside order to millers if Canada would take similar steps and 
if the UK would act to divert wheat now in transit, Mr. Bevin 
hed replied that they cannot forego immediate shipments un- 
less they can see the flov of supplies ahead, The result, 
he said, would be to run down stocks just at the time when 
they know the interruption in supplies against which the 
stocks are held is certain to occur. Tney call for US action 
to secure for export wheat now held on farms or fed to .live- 
stock. If the Cabinet members could be assured of repayment 
of any loan they may meke from present shipments and of sup- 
plies to replace any shortfall that may occur in shipments 
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from Canada to the extent that they cannot be replaced by 
domestic economy measures, they would be more ready to 
make a constructive offer. Since the steps announced 
Friday night by Secretary Anderson are designed to meet 
the British objections, they will probably take the neces- 
sary action imrediately. 


Egypt Answers Hoover :ppeal Wit: Grain Export The 
Egyptian Governmcnt, in response to Hoover's appeal for aid 
in meeting the food crisis, has egreed to place at the dis- 
posal of the Combined Food Board 25 to 30 thousand metric . 
tons of grain sorghum, CFB is to designate the recipients 
of the grain, but the Egyptians have expressed a preference 
for Greece, French North Africa, or the Zastern Mediterranean 
4£rab States. The Egynoticns have also expressed a willingness 
to postpone until October the import of 20 thousand tons of 
wheet due in July. If a deficit attributable to this contri- 
bution should occur in the future, Eceypt would expect sympa- 
thetic consideration of any recuest it might make of: the CFB. 
Legation Cairo recommends acceptance of the Egyptian offer. 





The Hoover Mission reports that the food situation in 
Egypt is satisfactory, with only sugar, fat and tea rationed. 
iverage cercal consumption, including rice, is about 600 
grams a day, but millions of low-income consumers get 
practically nothing clse,. 


o 






Poland Contemplates Using Seed Grein For Bread Faced 
with a desperate food situation, the Polish Government is 
contemplating rcleasing 50,000 tons of bread grain reserved 
for April sowing to the urban populetion of “estern Poland. 
Even this will provide breed for only 10 days. Ina tele- 
gram to the Director-General of UNRRA, the Director of UNRRA 
Foland points out that the situation is a result of UNRRA's 
inability to procure. end deliver to Polcnd enough grain to 
provide a daily ration of 220 grams of bread. apart from 
90,000 tons of seed provided by Russia, Poland hes not been 
cble to obtain more then 16 percent of the balence of the 
contemplated 400,000 tons of grain for seed this spring. 





Food Crisis Gets Primary Attention in Italy The Italian 
press, which hes. been highlighting Government activities to 
meet the food crisis, reports that the Prime Minister has 
been discussing with the Nealth Commissioner and the Minister 
of Agriculture new legislation on the national pooling of 
grein and the fixing of an economic price before the next 
harvest in place of the present political price for wheat. 

It is reported that this price will probably be twice the 
present officiel price. The US recucst to divert to Italy 
certain ships loaded with wheat for Northern Furope has been 
confirmed and it is also reported that 43,000 tons of wheat 
and 50,000 of corn are awaiting shipment from /‘rgentina to ‘ 
Italy. Two Italian ships in Buenos sires and one in Rosario 
are loading grain for UNRRA account end will bring a total 
cargo of 22,000 tons of grain to Italy. 
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At a recent meeting of the. Interministerial Committee 
for Reconstruction, it was agrecd thet cereal producers 
would. be requested to deliver to the Peoples' Cranary six 
percent of the grain they hed legally retained from the 1945 
harvest for family consumption. It was emphasized that the. 
surrender of additional grain by the farmers would tend to 
equalize -hhardships-resulting from reduction of the bread 
ration, At the same meeting the problem of grain collection 
for the 1946 -harvest was discussed, but no decision was 
reached. In addition to approving the ection of the Inter- 
ministerial Committee, the Cabinet has passed measures pro- 
hibiting restaurants ond bakeries from menufacturing cakes 
cnd sweets using flour, end from baking bread in violation 
of cxisting regulations. Restaurants cen now offer but two 
courses and fruit, cheese or sweets, Popular restaurants 
organized by public agencies and cooperatives are to be 
actively encouraged by government food distribution egencies. 
The Minister of Interior has been instructed to apply all 
existing food regulations rigorously. 


s 


HUNGARIAN DELEGATION REPORTS The Hungarian delegation 
ON NEGOTIATIONS IN *"OSCOW that recently visited 

“oscow returned apperently 
well satisficd with their mission. Thev report that Soviet 
leaders seemcd to heve e thorough knowledge snd understand- 
ing of “ungery's protlems and will treat Hungary with 
equality as an ind: rendent sovereign nation rather than as 
& concuered country. The delegation emphatically stated 
that the Sovicts demanded nothing of them.and that no treaty 
agreement, secret or otherwise, had been discussed, — 





According to the Hungarians, they received satisfaction 
from the Sovists on (1) reparation deliveries; (2) return 
of rolling stock to facilitate delivery of reparations; 
(3) reduction of occupation forces; (4) sympathetic recep- 
tion of minority problems; (5) waiver of a charge’ of 
“16,000,0CC against the Hungarians for bridge construction 
end railroad improvements made by the Red Army; (6) a half 
year extension for delivery of cotton goods by the Hungarians 
under the cotton processing agreements; and (7) expediting 
return of POW's and permitting correspondence between them 
end their relatives. 
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BELGIAN WJAGE-PRICE PLAN MEETS Premier Van Acker of Belgium 
vila OPPOSITION FROM. UNIONS announced last week that a 

sc wage-price program would be 
presented to the Cabinet for approval. It embraces the 
following points:.(1) All prices are blocked; (2) A drastic 
price-reduction policy will be instituted, the Premier and 
labor orgenizations to meet when necessary t2 assure applica- 
tion. of the measures. onacted; (3) Measures will be taren at 
snee to systematize the work of the price-control commission; 
and to control effectively the cost and price of commodities; 
(4) Incustrial enterprises failing to respect the price policy, 
or hoarding merchandise, or exporting fraudulently will be 
sequestered and their raw materinrls and finisned products con- 
fiscated. Commercinl enterprises acting similarly will be 
closed and their stocks confiscated; (5) “ages and salaries 
are stabilized and firms increasing them in any way will be 
sequestered; and (6) A national work conference will be called 
for the first half of Msy t>2 discuss price and wage policy and 
sspecially means of incressing workers' purchasing power. 





Van Acker, stressing the seriousness of the situation, 
scys if the price and wage line cannot be held the only possi- : 
ble recourse is devaluation. While he said, in announcing 
the proposal, that the policy was agreed to by all unions, 
the unions have since denounced it as imprectical. They claim 
that it is impossible for workers to continue bridging the 
gap between wages and prices. A demand for an official . 
genernl wage incrense is expected at the National Labor Con- 
ference in May. A 10 percent increase over present scales 
will be sought, but actual wage increrses resulting from this 
are expected to be two to threes times that. | 


_ Embassy Brussels feels that, importsnt as the wage issue 

. is in present Belgian efforts to lower prices, reduce costs 
of production, resume exports, and preserve the present 
value of the franc, this first. serious breach between Premier 
Van Acker and the unions is more than a wage controversy. It 
is the beginning of a2 more vigorous phase of Left-wing unionism. 
Socinlist union leaders say the serious st2te of international 
offairs had led them to insist on basic national and interna- 
tional reforms, 





BRAZIL /.ND ARGENTINA REACH 4n informal verbal agreement, 
AGREEMENT ON WHET AND RUBBER .to be formalized later, hes 

' been reached by Brazil and 
Argentina on a rubber-for-wheet exchange. (See Page 14 of 








the April'15 issue of Current Economic Developments). The . 
irgentines heave agreed to give Brazil 50 thousand- tons of a | 


‘wheat monthly for the rest of the year, Brazil in return will 
ask the US to ship Argentina's first quarter rubber quota and 
to establish and ship a quota for the second avarter of 1946, 
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RECEIT TRENDS IN NATIONALIZATION Progress of a number of 





OF VARIOUS GOVERNMENTS REVIE 2D governments in their 

nationalization programs 
was reported in the January 14 issue of Current Economic 
Developments. Reports since that time show that the programs 
are going forward although, in some cases, not as rapidly as 
head been anticipeted. , 





Great Britain A heated debate occurred in Commons last 
week on the nationalization of the iron and steel industry. 
Discussion of the national health bill will be opened about 
April 30. The coal nationalization bill will probably be 
enacted at the end of June and the National Coal Board is 
already sitting unofficially. The Government has assented 
to a number of conservative amendments to the bill. 





The uncertain item in the Government's nationalization 
plans for some time was the iron and steel question. Cur- 
tailed production and suspension of new industrial projects 
are said to heve resulted from this uncertainty. However, 
on April 18 the Minister of Supply announced in Commons that 
plans for the iron ana steel industry call for a large measure 
of public ovnership. A control board:to replace wartime iron 
and steel control will be established to exercise general con- 
trol and supervision of the industry. The Supply Minister 
said that the Government has decided to nationalize in the 
industry whatever close study by the new control board re- 
veals should be nationalized. Weanwhile, they will attempt 
to force heavy investment in modernization in preference to 
public control of privately ovned industry on the grounds 
that separation of control and ownership would be bad for 
the industry. The lack of specific statements ied to 
vigorous attacks by the Conservative opposition that the 
Government has no plan at all. An observer from the US 
Embassy stated that it was his impression that the Govern- 
ment's statement was very general in character and that both 
Attlee and Wilmot put forth few points which would justify the 
measure in the present critical state of Rritish industry. 

Churchill too, he thought, should have made a better case for 
the opposition. 


France Nationalization in France, Gouin promised early 
in the year, would be limited to the gas and electric power 
industry, leading investment banks, some insurance companies, 
and mines, and to the merchant marine and inland waterway 
transportation (which will probably be partially nationalized.) 
All other activities not already nationalized are to be defined 
as fields for private enterprise. As a further assurance to 
private enterprise, Gouin promised relaxation of government 
controls in branches of the economy where recovery is well 


advanced, 


Leading investment banks were nationalized January 1 (See 
page 7, January 14 issue of Current Economic Developments). 


ss 
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Since then there have been steps on the nationalization of 
insurance companies and the gas and-electric power company. 
Since the Government's nationalization program is relatively 
moderate, and since there is at present no effective political 
opposition to nationalization, realization of at least a sub- 
stantial: part of the program ds expected, However, early in ‘ 
March political truce between the Socialists and Communists 
was shaken by a dispute in Assembly committee over the project 
to nationelize gas and electricity. The project hed been 
adopted by the Cabinet and was sent to the industrial equip- 
ment committee. During discussion there both Socialist and 
MRP committeemen put through various amendments which the 
Communists alleged would emascvlate the project. “hen the 
revised version come up for final vote in committee the MRP 
members abstained from voting and thus the Communists and 

the Right were cble to defeat the Socialists end the project 
was rejected by a vote of 16 to 14, MRP's position was that 
the project should have exempted small and medium industries 
from nationalization and that indemnities were inadequate. 

The fate of this netionelization measure is still uncertain, 
some believing that the committee's negative vote means its 
postponement until’ the next legislature meets. 


The proposed law to nationalize certain insurance 
companies has not yet been presented to the French Assembly. 
Caffery coubts whether the measure will be taken up at this 
session as the. calendar appears to be crowded, Under the 
proposed. law ten lerge French insurance companics will be 
nationalized, the stockholders to be reimbursed by negoti- 
~ble profit-shar ing interests bearing an interest rate of 
three percent a year to be- guerrnteecd by the state. Excess 
holdings over 200,00C franes fnce velue will be blocked by 
the Benk of France. sf National Council of Insurance is 
provided for. The state will not guarantee policies written 
by nationalized companies, which are required to deposit 
their technical reserves with the Ceisse des Deports et Con- 
Signations., An sdministrative reguletion vill provide for 
(2) the general conditions under which « Ceisse Centrele de 
Reassurance will operate; (b) the proportion of their French 
business which 211 companies must reinsure with it; (c) the 
amount each company will be rcquired to subscribe to its re- 
serve fund. The Caisse is to be empowered to conclude reine 
surance eccords witn French and foreign companies. 


In response to questions rceised by the American Embassy 
in Paris, the Department has advised thet there does. not ap- 
pear to be any immediate basis for an indemnity claim on 
behalf of Amcricen interests affected by the measure, as no 
US-owned insurance company..is to be nationclized. However, a 
we have stcted that we would expect edeauate and effective 
compcnsation for /merican stockholders in nationalized French. 
insurance compenies ond reserve o1] rights to claim indemnity 4 
as developments might indicate. ‘Ye have also advised the 
Embassy in Paris thet nationelized French insurance companies 
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would be permitted to do business in most US states on a 
reciprocal basis. However until we receive and study the 
text of the proposed measure, we are unable to make firm 
statements in regard toit. 


| Abgentine The Argentine Government on March 25 decreed 

. the nationalization of the Central Bank, The preamble of 
the decree emphasized the need for concentrating the economic 
and financial power of the nation and cited the UK as a 
precedent. The provisions included reimbursement of present 
shareholders and elimination from the directorship of repre- 

. sentatives of domestic private banks and foreign banks. 
Banking, investment and business circles in érgentina ex- 
pressed surprise at the decree as its preparation had been 
carried out with great secrecy, Financial circles interpret 
the measure as a first conerete step toward complete state- 
directed economy and toward the ultimate revaluation of the 
Bank's gold and foreign exchange holdings. It is reported 
that the Peron Government will probably nationalize public 
utilitiese-railways, clectric companies and telephones. 





Finland In February the Finnish Cabinet appointed a 
: e5-member committee to study the possibility of nationalizing 
: certain branches of the conomy or of increasing national cone 
trol by other means. Headed by Associate Supply Minister 
Takki, the committee includes representatives of the Diet, 
and trade, industry, employers' and labor organizations. 
Legation Helsinki rcports that the members of the committee 
are not well known, that its eppointment is regarded as a 
gesture and that it is believed Finland is ngs pressing 
nationalization plans vigorously. 


Czechoslovakia As a part of its policy. of nationalizing 
industry the Czech Ministry of Industry is proceeding with a 
program of consolidation for the purpose of rationalizing pro- 
ductien end eliminating marginal plants. This has already been 
done in the agricultural implement industry and is now taking. 
place in the metallurgical industry with an anticipated reduc- 
tion of approximately one-third of the number of firms now in 
that business, In the glass industry 58 nationalized firms 
have been merged into 15 establishments. The objective is to 

‘reduce overhead, concentrate management, decentrealize control, 
rationalize production, and to effect unification of produc- 
tion in specific areas. Plans are being made for similar re- 
organizations in textile, sugar, and distilling industrics. 





Hungary Nationalization legislation is expected to be 
introduced shortly in Hungary, with coal mines first in the 
legislative agenda. Compensation for nationalized coal mines 

° will be covered by the legislation. "ine owners pressed un- 

successfully for inclusion in the Government sponsored bill of 
a provision that compensation would be made in a stable medium, 
In a speech which was interpreted by industry as indicative of 
the limits of the Government's nationalization P1Ans, the Prime 
Minister called for public ownership of the country's under- 

ground resources and for government handling of heavy industry 
working for reparations. 


ee eee we 
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SWISS ISSUE DECLARATION RESTRICTING The Swiss watch 
WATCH EXPORTS TO UNITED STATES problem (see page 3, 
, December 17, 1945 
issue of Current Economic Developments) was satisfactorily 
settled this week when the Swiss Government issued a uni- 
leteral declaration which will limit the export of Swiss 
watches to the US during the reconversion period and will ‘ 
permit the American industry to obtain watchmaking machinery 


from Switzerland. The Swiss announced that: - 








| 1. The Swiss Government is willing to effect a schedul- 
ing of the exports of watches and watch movements during the 
period of the reconversion of the US watch manufacturing in- 
dustry to civilian production (which is estimated will be un- 
til March 31, 1947) so that the volume of watches and watch 
movements reaching the US shall not be such as to interfere 
with the ready marketing in the US of the products of the 
American watch industry. 

2. In order to facilitate such scheduling described in 

Paragraph 1, above, the Swiss Government further declares 
itself prepared to: 





(a) Initiate immediately such measures as are 
available to it to channel the shipment of 
watches and watch movements. from Switzer- 
land directly to the US and to prevent 
their indirect shipment to the US. 


(b) Initiate immediately such measures as may 
be necessary to assure that direct ship-- 
ments of watches and watch movements from 
Switzerland to the US during 1946 shall 
not exceed the amount of direct exports 
in 1945, The limitation is to become ef- 
fective retroactively to January 1, 1946. 
The volume of the direct shipments during 
the first three months of 1947 shall be 
calculated pro rata temporis. 


3. The two governments will review the question of 
the volume of imports of Swiss watches and watch movements 

from time to time as the government of either country may 

deem necessary. If at any time during the reconversion 

period satisfactory evidence appears that the US watch in- - 
dustry is finding difficulty in marketing its products, the 
Government oi Switzerland will make a further reduction in 

exports of watches and watch movements to the US. 


A joint review shall be made whenever the imports in e 
any three-month period during 1946 exceed the average direct 
imports during a similar period of the years 1942-45, 


4, The Swiss 
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4, .The Swiss Government will expedite the issuance of 
export permits for watch parts and for jewel bearings to be 
used in the manufacture of watches in the US, The Swiss 
Government also will issue export licenses to supply the 
American watch manufacturing industry with the watchmaking 
machinery which it is now endeavoring to purchase in Switzer- 
land and will consider sympathetically the granting of ex- 
port licenses for such further watchmaking machinery as US 
watch manufacturers may desire to purchase in Switzerland. 
The Department will present a list of machines which the 
American watch manufacturing industry is now desirous of 
obtaining in Switzerland. 


UNRESTRICTED 


* %-* * 


MORE SURPLUS PROPERTY China <sAuthorization has been 

CREDITS AUTHORIZED granted for extension of a $150 
million credit to the Chinese for 
purchase of surplus property and delivery of emergency items 
against the credit, which will be negotiated in Yashington. 
The credit may be used only after offset of CN debts has been 
employed for purchase of surplus property. The Department 
plans to obtain approximately $10 million in real estate and 
buildings as Embassy and Consuler property in this exchange. 





France a surplus property credit of $25 million has 
been authorized for France. This is in addition to a $15 
million exchange of surplus for Embassy buildings. Virden, 
Foreign Liguidation Commissioner for Europe, recommended a 
credit of $115 million on 3-c terms, plus the $15 million for 
real property. However, the exact size of the credit for bulk 
sale is being explored by the US negotiators now meeting with 
French representatives in Jashington,. 


Denmark Denmark has been offercd e surplus property 
credit of $10 million at 2-3/8 percent interest for a period 
of 15 years. Virden has been asked whether he believes the 
details of the agreement should be negotiated in Europe or in 
Washington. 


USSR The Soviets replied on ipril 13 to an offer by 
the Foreign Liquidation Commissioner of a £100 million, 3-c 
credit by requesting that the drawing of local currency be 
limited to the amount of 10 million rubles per annum, This 
is being examined in consideration of ordinary US Govern- 
mental expenditures in the USSR, as well as the annual local 
currency requirements of the Embassy building program. 


_ — 
—— 
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This weekly publication is designed 
to highlight developments in the economic 
divisions of the Department of State, and 
to indicate the economic problems which 
are currently receiving attention in the 
Department. It is suggested that copies 
be-retained on file, as reference will 
sometimes be made to previously reported 
items to avoid repetition. 


DOCUMENT SECURITY INSTRUCTIONS 


This document should be treated in accordance with 
current instructions regarding security measures for 
SECRET material. Extreme care should be exercised to 
avoid public or private discussion of the information 
herein with or in the presence or hearing of any person 
not authorized to have knowledge thereof. For general 
purposes al) classified Foreign Service Officers and 
other responsible economic officers are authorized to 
have knowledge of the contents of this document, 
responsibility for the safekeeping of which will be 
assumed by each recipient thereof. It may be retained 
in protected files or, at the discretion of the recipient, 
deetroyed by burning. If not personally disposed of by 
the recipient, he will assure himeelf that it ie burned 
in the manner prescribed for SECRET material. 
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DEPARTMENT DRAFTS NEW A new time schedule of steps 

TRADE MEETING SCHEDULE leading up to the world trade 
conference has been prepared in-.- 
the Department and is being sent to Embassy London for com- 
ments and possible discussion with the British. Revised 


plans call for: 





(a) A meeting in New York of the ECOSOC Preparatory 
Committee about July 1, the purpose of which would be to 
organize the Committee, begin consideration of work assigned 
to it by ECOSOC, discuss the Proposals on a general explora- 
tory basis, and establish a drafting subcommittee of five or 
six countries (e.g. US, UK, USSR, Canada, France, Cuba) to 
draft a detailed Charter of the International Trade Crgani- 
zation on the basis of discussions of the Proposals and of 
drafts submitted by various countries. Agreement on the 
Proposals would not be an avowed goal of this meeting, but 
it is hoped a substantial measure of agreement on the main 
lines of the Proposals might emerge. Toward the end of the 
meeting we would present our draft charter to all members 
of the Preparatory Committee and ask that it be considered 
by the drafting subcommittee. 


(b) Shortly after the close of the Preparatory Com- 
mittee meeting the drafting subcommittee would begin to 
meet, the draft to be formally submitted, say by October 15, 
to all members of the Preparatory Committee for study. 


(c) A second meeting of the Prevaratory Committee would 
be held, after allowing time for study of the draft, for a 
thorough review and revision of the draft Charter. This 
could and probably should coincide with the negotiating 
meeting on trade barriers. 


(d) Our public notice of intention to negotiate would 
be issued in time to permit the holding of the negotiating 
meeting about larch 15, 1947. 


(e) Meanwhile we will push our program of sending to 
other countries our preliminary and tentative requests for 
concessions on US exports and continue to urge other coun- 

-? tries to transmit their requests to us. ‘“e will also press 
forward with a vrogram of bilateral discussions on the Pro- 
posals and our draft of the Charter. 


An advantage of the drafting subcommittee would be 
that while participation in it would commit no country 
definitely, the meetings of the comrittee would in fact 
reveal the extent of agreement among countries concerned 
and so forward the preparations. Countries selected must 
accordingly be important and representative. In discussions 
| with the British the point will be emphasized that the July 
meeting will be relatively small and that agreement on the 
| Proposals will not te the main object (thus possibly fore- 
| stalling a demand for a prior meeting of Empire countries). 





—_ 





DECLASSIFIED FOR PUBLICATION IN FOREIGN 


_ RELATIONS OF THE UNITED STATES ii 











sia 
POLICY ON SOURCES OF SUPPLY FOR JAPANESE Pending final 


IMPORTS IS UP FOR TOP SYNCC APPROVAL determination 

ps : of policy on 
over~all trade matters with Japan by the Far Eastern Com- 
mission, the Department has prepared a policy statement to 
govern determination of the sources of Japanese imports. 

The immediate problem is that the US needs guidance with 
respect to sources of imports into Japan of commodities 

in world surplus, particularly raw cotton. It is our 
declared policy in occupying Japan to govern in the in- — 
terests of all our Allies, and we will not use our position 
to exploit commercial opportunities. Our propesal takes in- 
to consideration the "pre-war" division of the Jepanese mar- 
ket. Although our first concern is with commodities in world 
surplus, it was deemed advisable to cover the problems of 
commodities in world short supply at the same time. The 
Departmental proposal is now up for top S"NCC approval prior 
to presentation to the FEC. 





Primary objectives of the proposal are the selection of 
sources of supply--except for commodities subject to inter- 
national allocation--so as to minimize costs and difficulties 
of procurement. Price, terms of purchase, and speed of 
delivery must be taken into account. 


In presenting Japanese needs to the various allocating 
authorities for commodities in world short supply, the par- 
ticular needs of FEC member countries would be evaluated. 

It is not believed that precise standards can be adopted 

with respect to the relative needs of other countries because 
of the complexities involved in drawing up such a formula. 
Japanese needs vis-a-vis Allied countries must be considered 
in the light of disease and unrest reouirements, importation 
of supplies for the occupying forces, and the relative im- 
portance of occupation objectives as well as the problem 

of world shortages. 


In the case of commodities not subject to allocation, 
interested members of the FEC would be consulted as to 
the proper source of any particular commodity. For com- 
modities in world surrlus or of substantial export importance 
to a member of the FEC, due consideration vould be given to 
customary suppliers through the use of an allocation of quotas 
where alternative offered prices are similar. Insofar as 
practicable, any special factors which may affect the trading 
in that commodity would be taken into account. “jeight would 
be given to applicable international comrodity egreements 
covering the commodities in question. 


With respect to the cuestion of ra cotton, the Indian 
Government hes already made known its desire to share the 
market equally with the US and has raised the issue in the 
FEC. ‘While the Department is currently discussing with 
Agriculture the percentage and years to be used in relation to 


allocation 
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allocation of quotas for the Japanese cotton market, as 
an interim measure the US is planning this month to ship 
US cotton in sufficient quantities to meet Japanese re- 
quirements for the first three months of industrial 


operation, 


* %*« * 


FEC TO CONSIDER PROPOSALS FOR This week the US submitted a 
HANDLING JAPANESE REPARATIONS proposal to the Far Eastern 

) Commission for the establish- 
ment of an Inter-Allied Reparations Committee as the agency for 
the handling of reparations from Japan. The Committee, oper- 
ating within the administretive framework of the FEC and sub- 
ject to its over-all economic policies, would be composed of 
one representative each of the member governments of the 
Commission, The voting procedure would be similar to that 
of the Commission itself, i.e., decision by a majority vote 
which must include the US, UK, USSR, and China. Functionally, 
the Committee would be the agency charged with final re- 
sponsibility for determination of categories and total amounts 
within these categories which shall be made available as 
reparations, This would include external as well as internal 
Japanese assets but would exclude restitutable items and 
war booty. Operating somewhat like the Inter-Allied Repar- 
ation Agency for Germany, the Committee would receive claims 
of those countries who participated in the Japanese war or who 
suffered from the effects of Japanese aggression; evaluate 
the claims; and, determine the »ercentage allocation to each 
claimant country. The propose@ terms of reference of the 
Committee are such as to permit it to consider related matters 
which may be assigned to it by the FEC. Subject to review 





upon being notified of the Committee decisions, would be 
responsible for all technicel and administrative operations 
in Japan required to carry out these decisions, including 
the designation of ae a0 industrial plants and items of 


equi>ment for remova 


__ , USSR serecable To Provosed Committee The Soviet Foreign 
Office has stated that the USSR is not opposed in princtpte 

to the establishment of a Reparations Commission to carry out, 
in accordance with the Potsdam Declaration, a removals program, 
Such a program, the Soviets state, should include arms, vessels, 
transports, industrial enterprises, equipment, strategic raw 
materials, gold stores, precious metals, currency, securities, 
etc.; but should exclude Japanese property, in and out of 
Japan, which comes under the classification of war booty. 
Finally, the Soviets indicated that it would be acceptable 

to the USSR for the Commission to discuss the question of 
Jepanese property located in Korea. 
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soviets Less Cooperative On Manchurian Removals Soviet 
attitude on the disposition of Japanese industrial enter- 
prises in / anchuria has not been as cooperative, however, 
as evidenced by a recent note which flatly rejects US claims 
that the USSR in its removals program has exceeded "by far 
the scone of war booty as generally recognized by international 
law." In this regard the USSR maintains that its policy with 
respect to war trophies corresponds to that agreed upon in the 
Bulgarian and Rumanian armistices. Also. sharply contradicted 
in the note is the US statement that present Soviet-Chinese 
agreements for the exploitation of a considerable part of the 
Manchurian enterprises disregards the interest of the US and 
other Allies and discriminetes against them. 








In replying to a similar British protest on Manchurian 
removals, the Soviets state thst insofar as such removals 
come under the heading of war trophies, they cannot agree 
with the British that these assets should be debited against 
the eventual share of the USSR in the allocation of reparations 
from this area. 


UK Proposal Includes Labor At the time the US provosal 
for the establishment of an Inter-Allied Reparations Com- 
mittee comes up for discussion in the FEC, it is expeeted 
that a comparable UK paper, présented to the FEC in January, 
will also be on the agenda. Less specific than the US 
proposel, the UK paper describes the scove of FEC responsibdil- 
ity in handling the reparation problem and includes an additions 
point insofar as it suggests that the terms of reference for 
such a Committee include the question of whether Jepanese 
labor should be used ‘for reparation. 





SCAP Issues Directive On Looted Property In the mean- 
time, and prior to any decision on an inter-governmental 
level on reparations, restitution and wer booty, SCAP is 
issuing a directive to the Japanese Government directing 
it to seek out, inventory and impound all indentifiable 
looted property which is now in Japen. A complete inventory 
must be submitted by June 1 and shovld include full descrip- 
tion of the property, quantity, name of owner at time of 
seizure, disposition of property upon arrival in Jepan, pre- 
sent holder and present location of such property. All 
such properties are to be retained under custody of the 
Japanese Government with a prohibition on any transactions 
or movement of such properties. 








* * * 
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USSR TRADE TRENDS REVIEWED IN LIGHT OF The USSR on 
RECENTLY SIGNED POLISH AND CZECH AGREEMENTS April 12 

ry signed trade 
agreements with Czechoslovakia and Poland--agreements which 
will tend to increase the trade between these countries and 
which will supercede former arrangements which expired at 
the end of 1945. As with previous barter treaties concluded 
by the USSR, texts of the agreements undoubtedly will be 
kept secret, but some reports have been received as to their 
contents. 








Continuing the statistical blackout of the war years, 
the Soviet Government has not published any foreign trade 
figures for 1945, It is, however, possible to estimate the 
volume and composition of Soviet exports in the past year 
with the help of two sets of data--one set being information 
on the bilateral trade agreements which the USSR has con- 
cluded with Finland, Poland, Czechoslovakia, Hungary, Rumania, 
and Bulgaria, and the other set being US and UK statistics on 
the trade of these two countries with the USSR. 


Soviet trade with the above-mentioned six western orbit 
countries is considerably larger than Soviet trade with the 
US and UK. Under the bilateral trade agreements the USSR 
was to have exported in 1945 goods valued roughly at about 
$130,000,000 (imports were to have had the same value). 
Hardly any trade had been carried on between the USSR and 
those countries prior to the war. US imports from the Soviet 
Union amounted to epproximately %56 million for the vast year; 
whereas between 1935 and 1941 the figure varied from $17 
million to $31 million; prices, of course, being much lower 
at that time. During the first nine months of 1945 Great 
Britain imported from the USSR goods valued at $13,597,000 
compared with %68,289,000 in the corresponding period of 
1936. Thus Soviet exports to Great Britain have shrunk 
while shipments to the US have increased. 


' There is a marked difference in the pattern of Soviet 
export trade with the US and UK on the one hand, and the 
western orbit countries on the other. The USSR continues 
to ship to the US and UK commodities of which she tradi- 
tionally has produced surpluses--non-ferrous metals, fur, 
",ax, woods, etc, The orbit countries, however, which 
before the war bought practically no Soviet goods, are now 
receiving raw materials and some semi-manufactured and manu- 
factured goods, in which the USSR herself is deficient. The 
Soviet Government has two reasons to supply its satellites 
with scarce commodities. First of all, part of the raw 
materials returns to USSR after being processed in the orbit 
countries--yarn and goods for cotton, machinery and iron and 
steel products for ores and metals; second, the orbit coun- 
tries are supplied with some scarce materials for general 
political reasons. | 
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New Soviet-Polish Treaty The trade treaty signed with 
the Poles April 1l2 provides that each party should supply 

the other with goods and supplies during the year April l, 
1946 to April 1, 1947, to the value of $96 million. This 
agreement represents the third commodity exchange arrange- 
ment between the two countries since the liberation of 
Foland. The first agreement, October 30, 1944, provided for 
exports from one country to the other to the value of approxi- 
mately $5 million each, with the Soviet authorities granting 
a short-term credit to the Polish Government. This agreement 
was changed in-July, 1945, and at the same time a new Soviet- 
Polish trade agreement was signed covering the second half 

of 1945 and involving a total exchange of $120 million worth 
of goods bv both sides. The extent to which this agreement 
was actually fulfilled is unknown, but it is quite probable 
that due to disorganization of both Polish and Soviet econo- 
mies and because of transport difficulties, it was not ful- 
filled by either side in full. In fact, available data on 
actual deliveries indicate that the USSR supplied 47 percent 
of the amount contracted for, while Poland fulfilled 6C per- 
cent of her obligations. Hovever, Coviet-Polish trade has 
been deveioped to a larger degree than in the case of trede 
between the USSR and other countries in the Soviet sphere of 
influence, 


The new agreement provides for ae still greater expansion, 
Since shipments in each direction shall be in the value of 
$96 million. Details about commodities and prices under the 
new agreement are not yet known, Under a three-year plan 
of reconstruction Poland appears to be concentrating on the 
production of coal, steel, and machinery. The Soviets have 
shown interest in absorbing a portion of this output. Irres- 
pective of any commodity exchange under the new agrecment, 
Poland will furnish the Soviet Government with a substantial 
part of her most exportable commodity, coal. The Polish- 
Sovict reparations agreement of jugust, 1945, provides that 
Poland deliver to the US°%R during 1946 eight billion tons of 
coal at a special low treaty price (cost of production) in 
compensation for Soviet relinouishment of pert of their 
share of reparations from Germany to Poland. It is not known 
whether this reparation coal is included in any form in the 
trade treaty just signed. 


New Soviet-Czech Agreement A "business trcaty" was 
signed April 12 by the Soviet Union and Czcchoslovakia asa _. f 
result of a Czech delegation's visit to Moscow. This agrec- 
ment is based on a conception different from the trade 
agreements between the USSR and other states and is. reported 
to bind both governments to the timely and precise fulfillment 
of contracts concluded between Sovict and Czech firms. Regu- . “ 
lation of this trade will be effcctcd by the Czech Minister 
for Foreign Trade ane a business trustce attached to the 
Soviet Embassy in Praha. The types of goods in which trade 
will be carried on are listed, but not yet published, and it 
is understood that no quotas are fixed. Prices will follow 


world 
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The Czech “tinister for rorcign Trade told Stcinhardt 
that at no time Gurinz the negotiations did the Soviets put 

pressure on him. Con fining thzir ciscussions entircly 
to cconomic questions, the Soviets medc it clear that their 
principal interest was in machinery with which to manufacture 

, che ip own consumers' goods. The USSR off-red iron ore, 
manganese, aluminum, lead, zinc, seit and cotton, but will be 

uneble to supply more than one=thira of the Czech cotton re- 
quirements, A good deal ofc idcer-ation was given to im- 
oroving mcans of transport, si seta ‘countrics regard this 
es the:-chicf obstacl« to cn expensicn of creas, 


> fo 


The soviets indica thzy would woledne an expansion 
of tredc relations betusen Cac choslovakir Ra the U3 end: the 
Czechs fecl that the agreement in no way interfcres with the 
devclopment of Czecn trade with the ro By 





Soviet-Finnish Agro-mernts A hy ge delegation has been 
in Yoscoy and, while no ictal word been received of 
the outcome » | the Soviet vress on April 35 carried a communique 
on the negotiations which states tnat a series of questions 
was rovieved eonecerning fulfillnent by Finland of its obli- 

gations to the “SSR under the armistice sereement. It 
further states that the Soviet Government found it possible 
to free Finland from furthcr deliveries in restitution for 
property removed from the "5°SR ard reacted positively to the 
Finnish proposal on sale to Finlerd of 10C,00C tons of grain, 
on supplying fertilizer ana 71so on improvement of Finland's 
transport facilities, The grain will be delivered in two 

st 


ecuel installments in June and August, thus assisting Finland 
during the worst period before new crops are available, 
however, the total amount of the new Sovict commitment is 

less then the total under a previcus ecegreement. Certain _ 
tions of Soviet-Finnish cconomic cooperation were also di 
cussed and understending was reached on the question of paste 
ing the USSR concession for cléectric power to supply the needs 
of the Sovict nickel works in the Pechenga district. It is 
reported that negotiations were conducted in a friendly 

shee sntaied and in a spirit of mutual uncerstaniling. 


Provieus Soviet-Finnish trade agresments were for the 
periods January.1, 1945, to ?ry 31, 1945 snd June 1, 1945 to 
December 31, 1945. . 


& WwW 





Sovict-Bulgarian Agreement ‘hile the Sovict press an- 
nounced conclusion on April 27 of a Soviet-Bulgarian agrese- 
ment on mutual deliveries of commercial goods during the 
year 1946, we have not as yet reecived further information 
from our Embessy. This apparently continues the Soviet- 
Bulgarian trade agrecment covering the period I’arch 14, 1945 
to December 31, 1945. 








Rumanian 
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Rumanian and Hungarian Agreements With The Soviets Pre- 
vious issues of Current Economic Developments summarized the 
agreements which these countries have with the Sovicts. The 
present Soviet-Rumanien trade agreement covers the period 
May 8, 1945 to May 8, 1946 and no word has been received of 
negotiations to supercede this arrangement. The Soviet- 
Hungarian Agreoment is for the period August 27, 1945 to 


December 31, 1946, 








Recent Soviet Trade Nigotiations Outside Their Orbit A 
Soviet Trade Mission is now in Buenos fires, Ina published 
statement it has expressed the hope that concact between the 
Mission and representatives of Argentine Trade and Industry 
would open prospects of commercial interchange between the 
two countries. No further werd has becn received of the 
negotiations, although it is rumored the Russians are trying 
to buy Argentine linsced oil--a product which the US is also 
desirous of obtaining. 





At the request of the USSR the Icelandic Government 
hes named a commercial delegation to go to Moscow 7" dis- 
cuss a trade agreement. The Soviets heve indicated a desire 
to buy herring and herring oil and to sell to feel aa lumber, 
paper, and a few other products, An official of the Icelandic 
Foreign Office has informed our Legation thet he does not ex- 
pect the negotiations to resvlt in successful agreement. 
Iceland prefers to sell frogen fish rather than herring pro- 
ducts. 


While it was reported in February that an Italian com- 
mercial attaché would leave for !'oscow to open negotiations 
fer a commercial treaty betwecn Italy and the USSR, no 
further word of this mission has been reccived,. However , a 
commercial representative of the USSR arrived in Rome in 
March and opened an office. The Soviets are said to be in- 
terested in obtaining the construction of ships and heavy 
machinery in return for which the Italians want necessary 
raw materials, It has been rumored that the primary Soviet 
interest is in building a factual case to prove the Italian 
ability to pay lire reparation in goods. 


At the close of last year a new Soviet-French trade 
agreement was signed in Moscow covering ea five-year period. 
Corresponding to Article VI of the Sovict-French Treaty of 
Alliance and Mutual Aid of December 10, 1944, it provides 
for mutval granting of most- favored-nation tree tment with 
regard to goods exchange, navigation, and the status of 
persons in carrying out economic activity in the territory 
of the other party. I*% also defines the legal status of f 
trade representation of the USSR in France and establishes "7 
the terms under which this organization may conclude con- 
tracts or guarantee contracts concluded by other Soviet 
orgenizations, 
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OFFER OF Viteal BY UK AND NETHERLANDS The Britisn have agreed 
MAKES FOOD PICTURE 2» LITTLE FRIGHTER to divert to deficit 
areas 200,000 tons of 
wheat now en route to the UX, if the US will undertake to make 
up this amount by July 31. In addition, the US must agree to 
make up any shortfalls in Canadian wheat deliveries to the UK 
during July. ‘'S officials feel that a diversion of up to 
600,000 tons should be agreed to by the British. It was esti- 
mated that the 400,000 tons scheduled for Britain by Canada 
in July would fall short by 200,000 tons, thus leaving an addi- 
tional 200,000 or a total of 400,000 tons to be paid back to 
Britain by the US. However, in view of Canada's recent announce- 
ment of increased commitments of both wheat and oats, such a 
shortage may not develop. The British have also indicated the 
sources to which they wish the diverted wheat to go: 60,000 tons 
to the Eritisn zone in Germany, €0,000 tons to India, 60,000 
tons to UNRFA, 10,000 tons to South Africa and 10,000 tons to 
Belgium. The British have also agreed to reduce their standard 
e-pound loaf of bread to 1-3/4 pounds without any change in 
price. To conserve barley, brewing of beer will be reduced to 
90 percent of prewar productinon, which will mean a decline of 
about 15 percent of present production. 





Netherlands Offer At a recent meeting in The Hague of 
Netherlands, French and Belgian officials, the Netherlands 
Government agreed to make available 40,000 tons of wheat 
from present stocks for immediate delivery if the Combined 
Food Foard would guarantee the return of 2C,000 tons of wheat 
or flour equivelent by July 1 and the remeinder by July 15. 
It was agreed that france would get nolf of the total, the 
rest to be divided as decided by France and Belgium. 





The Department feels strongly thnt a much larger loan 
should be arrenged in view of the criticel world food situation 
and the commitment ve are prepared to give as to repayment of 
any loan made. The utmost effort, we fccl, should be made to 
secure a loan of 100,0CO tons to be distributed as follows: 
20,000 tons to Pelgium, 50,000 to Franec, some of which may 
be used for repayment of the Belgian wheat loen, and 30,000 
to UNRRA. Of the UNRRA allotment about 10,000 tons should 
go to Austria where the situation is extremely critical. 

If transportation considerations make it edvisable, larger 
quantities may be made evailable to France and Belgium and 
less to UNRRA. If 100,000 tons cannot be secured, Lmbassy 
The Hague is instructed to settle for 80,000. In exchange 
the US is prepared to give a firm end unconditional guarantee 
of shipment from the US of 2C,000 tons of flour in June, 
35,000 tons of wheat and flour in July and 45,000 tons of wheat 
and flour in August. In addition we will provide in August 
or early September quentities necessary to maintain at least 
a four-weeks' working stock. Also we will give an export 
license in June for 8,658 tons of flour purchased earlier 

by the Dutch at a lower price than is expected to prevail in 
June due to the bonus. This will represent an important 
exception to the rule.and will be financially profitable to 


the Dutch. . ' 
oa Every 
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Every effort will be made to urge the Netherlands to 
make this considerable sacrifice even at the expense of 
~ lowered bread ration. “hile their present favorable 
position is largely due to good management, for which they 
should certainly not be penalized, the importance of a 
generous attitude from supply, psychological and political 
standpoints will be emphasized to them. 


viet Grains For Rumania The UStR has allocated 2,600 
tons rye and 1,00C tons of corn to Bucharest from the 
deposit at Gclati, which may supply the cereal needs of the 
capital.until the next wheat harvest. 





So 
of 


Wheat For Uruguay US authorities have aprroved 
allocation of one cargo of wheat, approximately 8,000 tons, 
for shipment to Uruguay in i’ay. Allocations of additional 
cargoes for shipment in June, July, August and September to 
meet the request for 50,C0C0 tons may be made if the need 
continues. However, because of the terrific demand on US 
supplies no commitment can be made peyon:? that for ifay. A 
delegation of Uruguayan bakers in Buenos fires to try to 
cbtain wheet recently was received by Peron, who expressed 
friendship for Uruguay and said his greatest concern after 
June 4 would be to supply Uruguayan wheat needs directly. 
It is believed in some quarters in Uruguay that the current 
.rgentine reprisals are temporary and that their main pur- 
pose is to enable Peron to make a grand zesture of forgive- 
ness when he takes over the covernment. 





Slamese Aid For India ‘ir. Hoover recently discussed 
the food problem with the Frime Minister and principal 
Cabinet members in Pangkok and urged the necessity for sub- 
stantial Siamese exports, wiich would be reflected in part 
in food relief for India. Fecause of the long haul and 

our .obligations in Europe, he said, the US cannot help 
much, and only Siam and ‘Australia can save the Indian situa- 
tion. The Prime Minister assured him thet Siam would do 
everything possible to zet out rice. 





Hoover expressed the view privately that delay in 
starting this move was inexcusable, the British rather than 
the clamese being primarily responsible; and that since the 
British and Indians are tending to shift to the US responsi- 
bility for failure to meet India's requirements for grains, 
consideration snould be given to showing just where the 
responsibility lies for the failure to acaguire even the 
necessary rice for India. 


FEC Resolution On Japanese Food Import Policy The Fer 
hastern Commission has adopted a resolution stating that _ 
Japanese imports should not be allowed which have ‘the effect 
of giving the Japanese priority or preferential treatment ov 
the requirements of the Allied nations or liberated areas. 
ceptions to this general policy should be allowed only to th 
extent that imports are necessary for the safety of occupati 





er 
Ex- 
e 
on 


forces. The US should review its food import program. The US 


4 


has in the past followed this policy. 
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POLAND RECEIVES Last week the US approved credits to 

CREDITS FROM US §Poland--a *40 million Eximbank credit 

| and a °50 million surplus property 
credit. The terms of the surplus credit are 3(c), thirty 

| years at 2-3/8% interest, with the provision that the US 
may draw up to ‘2 million of local currency for US Govern- 

he ment expenditures in any year. “The Eximbank credit is te 
be used: for purchase of locomotives and coal cars in the 
US which will facilitate transportation of coal from Poland 
to the countries of “estern Evrope and the Balkans. This 
loan is for a' 25 year period with five vears of grace, 
equal payment of amortization and 3% interest to be made 
in the last 20 years. The Board of Directors of the Bank 
also agreed to refund the present Polish loan amounting to 
about $3,300,000 with 2% interest up to the date of the 
signing of the contract, and at 3% thereafter. Payments 
are to be made in 10 years, the first five years on in- 
terest only and the second five years to include amorti- 
zation and interest. , 








In an exchange of notes accompanying confirmation of 
the loans the rrovisional Covernment of Poland agreed te 
"honor and to discharge faithfully" certain obligations 
set forth in the US note: (1) giving effect to the princi- 
ples set forth in Article VII of the Mutual Aid Agreement 
of July 1, 1942, so as to result in the elimination of ell 
forms of discriminatory treatment in international com- 
merce, and the reduction of tariffs and other trade barriers; 
(2) accord with the general tenor of the 'S "Proposals for 
Expension of World Trade and Fmployment" and abstention 
from adopting new measures prior to the conference on trade 
and employment which would prejudice the objectives of that 
conference; (3) continued accord to nationals and corpera- 
tions of the U5 of the treatment provided for in the US- 
Polish Treaty of Friendship, Commerce and Consuler Rights 
signed in 1931; (4) edequate and effective compensation te 
nationals anda corporations of the other country whose 
properties are requisitioned or nationclized; (5) opper- 
tunity for consultation on the above matters and making 
available to the US information, similar in scope and 
character to that normally made public by the US, concern- 
ing the economic relations of Foland. 





: 

: 

A supplementary note was received from the Polish 
Ambassador which pledged the Polish Government would hold 

"free end unfettered" elections this year in that country, 

in accordance with commitments made st Yalta and Potsdam. 


UNRES TRICTED 
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US STRIKE REDUCES The Department has suggested that a 
COAL SHIPMENTS rank statement of US coal export 

: prospects be made in the European 

Coal Organization and an effort made to obtain some allo- 
cation from other sources, especially from Germany, for — 
Italy and other countries particularly dependent on US 
coal. Because of the continuing coal strike, loadings for 
Europe have fallen drastically. In March the '* shipped 
2,040,000 tons of coal to Europe, but during April shipments 
will amount to less than 300,000 tons. If the strike lasts 
long, exports may not recover to substantial levels for two 
or three months after settlement. The Denartment suggested 
that the possibility of providing Folish coal to UNRRA for 
Italy should also be explored. 





Italy Takes Stevs To ‘eet Shortage According to the 
Rome press, steps are being taken to meet the impending 
fuel shortage brought about by the US coal strike. The 
italian case has been presented to ECO and to US Government 
authorities. UNRRA is assisting the Italian Government to 
open new sources of supply and as a result 26,000 tons of 
coking coal are expected in the three months April-June 
from the Ruhr. During April and May 6,000 tons of anthra- 
cite for electrodes are expected. Efforts are also being 
made to solve transportation difficulties so that Polish 
coal may either be brought by rail throvgh Czechoslovakia 
‘or by sea fror Danzig. The possibility of importing coal 
frem Turkey is being investigated, although this coal 
would cost twice as much as iS coal. Talks with Belgium 
are continuing on the nossiblityv of cetting coal from that 
country by sending in workers. The possibility of diverting 
a. portion of Belgian, Dutch and Austrian quotas to Italy is 
also being investigated. “eanwhils auotas in effect up to 
March 20 have been cancelicd ard emergency quotas assigned 
for April and May ona basis of essentiality. Less essential 
industries have been cut by 50 to 6C percent. 





French Coal Situation During the last week of March 
coal production was only slightly lower than the mid-March 
post-liberation peak weekly figure. Coal imports totalled 
approximately 250.000 tons. This figure, though only 
Slightly lower than the favorable cuantities registered in 
recent weeks, is still only 14 percent of the 1936 monthly 
average. ‘Vhile there were slight declines in receipts from 
the Ul and UF, the German total was considerably higher 
(118,000 tons), an encouraging development in view of the 
present ('S coal strike and anticipated drop in shipments 
from that source. : 





Anglo-French Diséussions on Gerran Coal _ In order 
to increase German coal production tne French, in the reeent 
Anglo-French coal discussions, recommended: (1) the assign- 
ment of French mining technicians to replace exnelled Germans, 
The British were reportedly well impressed by the technical 
competence of the French engineers in the delegation and 
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accepted this proposal. (2) Appointment of a French coal 
consultant to the North German coal control. This proposal 
was also accepted. (3) Improvement of river and rail trans- 
portation away from mines. Various French suggestions along 
this line may be given a trial. (4) Allocations of coal to 
German industry should be heavily in favor of manufacturers 
of fertilizers and mining equipment. (5) Moderate improve- 
ment of rations for miners. “hile this, at the present, 
would be at the expense of other consumers, the French feel 
that eventually the situation would be bettered as increased 
food production would result from favoring fertilizer manu- 
facturers with coal allocations. (6) The French believe 
that the German workers must be "commanded" and contend that 
the British merely "suggest." The cleavage between British 
and French psychology became especially evident in the 
apparently fruitless conversations on this aspect. 


SECRET — a 


FRENCH CONTINUE PROGRAM! OF The French Under Secretary 
NATIONALIZATIO!N OF INDUSTRIES of State and Acting Minister 

of Information announced last 
week that a bill had been prepared for early submission to 
the Cabinet and Constituent Assembly which would nationalize 
that portion of the French motion picture industry which has 
already been sequestered by the state because of collabora- 
tionist activities during the war, This action would include 
a modern studio, the continental distributing company formed 
by the Germans during occupation, and 28 important theaters. 
The bill is expected to result in nationalized production of 
documentary films. 





The French Constituent Assembly voted 487-63 on April 24 
to nationalize 45 big insurance companies holding 68 percent 
of total French insurance premiums. The Assembly since last 
fall has nationalized deposit banks end the gas and electric 
industries. (See January 14 and April 22 issues of Current 
Economic Developments.) 
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CENTRAL ADMINISTRATIVE AGENCY In the face of Soviet un- 
FOR GERMANY NOT YET IN SIGHT willingness to limit the 
time period for zonal con- 
trol of industry, the US and UK have becn unable to get 
quedripartite agreement on a report for the establishment 
of a Central Administrative igency for Germany. [t is 
recognized that the ability of centralized egencies cur- 
rently to perform a useful function vould be somewhat 
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restricted due to the fart that common policies have not 
yet been estadlished by the occupying powers in many 
--importent ficlds, and unilateral action has been taken in 
many instances in the Soviet and French zones which hamper 
the “economic unit" ‘objectives. However, the United States 
Political Adviser in Berlin beLieves that such an egency 
could still perform.a useful function, especially in the 
fields of statistical rcporting on egriculture, manpower, 
industrial production, availability of raw materials, ex- 
port-import prospects, wholesale prices and prices for 
services such as transportation and telephone rates. The 
operation. of central statistical and information offices 
might lead to the development of working agreements which 
would provide a pattern for -solving some of the issues 
under quadripartite consideration. In addition, such 
departments could free the quadripsrtite committees from 
metters of detail. Cormon policies have not yet been 
edopted on such matters es currency conversion, settle- 
ment of public and private debts, financial cnd banking 
progrems, climination of inter-zonal trade barriers, 
rations, agricultural and industrial production plens, 
equitable distribution of goods in short supply, methods 
of supplying occupation forces, accounting for exports, 
pooling receipts from all exports to pay for imports, 
elimination of zonal hoarding of supplies, terminetion 
of attempts to maximize exports from a particular zone 
resulting in reduced interzonal trade, transportation, 
distribution of the labor supply, etc. Information sup- 
plied by the proposed agency should facilitate the reach- 
ing of quadripartite agreement on meny of the ebove ques- 
tions. Unilateral Soviet ection in tne fields of land 
reform, banking and insurance operations, nationelization 
of certain industries, control of a centralized labor 
union, plus the reparations removal program, complicates 
the problem of erecting and operating an effective Central 
Administrative .gency but J: bassador Murphy believes we 
should continuc to press for the creation of such an 
organization, 


* * * 


U 
AND SURPLUS SETTLEMENT Government of India delegation 
, a basis of settlement which 
“ald result in a complete wesh of all lend-lease, reciprocal 
aid, post V-J Day bills of the US forces in India, US surplus 
property in India, end cleims,with the proviso that India 
would provide 2 $15 million fund in blocked rupees for the 
Department's information end cultural program end »5 million 


JS_ PROPOSES INDIA LEND-LEASE The US side hes proposed to the 
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in reel estate end buildings. The overall settlement would 
elso include acceptance by the Government of India of 


To 


US pronvosais in regard to aviation end commercial policy. 


This proposal was a consecuenee of the apparent impasse 
reachcu by tne two sides as between their respective prin- 
ciplés of settlement, The Indian delegstion initicted the 
negotictions by proposing settlement of reciprocal aid and 
lend-lease on the basis of the totel1 contributions of the 
two governments to cach other during the wer, and presented 
figures showing « considerable excess of reciprocsl aid over 
lend-lease, The Indian representetives maintcined that 
responsibility for lend-lease as betwecn India and the UK 
was decided by e finencirl 2greement of 1940 between India 
end the UK. The US representatives, on the other hand, 
held that responsibility wos determined by the consignment 
of the lend-lease materials, and that the UK-Indiean financial 
agreement wes no concern of the US. The US side could not 
accept the Goverrment of India basis of settlement due to 
the widely differing estimates of totel lend-lease for 
Indian account resulting from this disagreement on respon- 
sibility, and therefore originally proposed settlement on 
the besis of residuel velues of inventories as of V-J Dey. 
This principle of settlenert vould have resulted in a 
substantial sum due to the US. 


The Indian representztives heave the US compromise 
proposal under consideretion. It is anticipated that 
further meetings will be held immediately in an attempt 
to reach a mutuclly sctisfactory settlement. 


* * 
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This weekly publication is designed ‘ 
to highlight developments in the economic . 
divisions of the Department of State, and 
to indicate the economic problems which 
are currently receiving attention in the 
Department. It is suggested that copies 
be retained on file, as reference will ie 
sometimes be made to previously reported 
items to avoid repetition. 
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purpoees al) classified Foreign Service Officers and ‘ 
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have knowledge of the contents of this document, 
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assumed by each recivient thereof. It may be retained 
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EXIMBANK LUTEORIZED TO PROCEED WITH FRENCH LOAN The top 
NEGOTIATIONS ; PROGRESS MADE ON COMMERCIAL Policy committee 


for the French 
loan negotiations today considered the. report of the technical 
committee and approved Mr. Clayton's motion authorizing the 
Eximbank to proceed with loan negotiations. 











In connection with the loan negotiations, Department officers 
have been discussing commercial policy questions with the French 
looking toward an agreement on principles which would be em- 
bodied in a joint declaration at the time the loan is made. 


General Commercial Policy The French indicated thet they 
are in accord with the fundamental ideas contained in our Pro- 
posals and agreed to provide a strong statement in favor of 
them. They consider it a prerequisite for French economic re- 
construction that France play a much larger part in world 
trade than before the wer. However, full participation of 
France in the development of world trade, on the basis of 
free competition between nations, cannot be realized until 
the reconstruction and modernization of French production 
makes possible the reestablishment of equilibrium in the bal- 
ance of payments. It is rot France's intention, they said, 

' to increase the degree >. tariff protection over pre-war. 

The new tariff being presared contains only ad valorem duties 
end reduces many of the orevious rates, The French Government 
has disavowed also the use of import aquotas for protective 
purposes, Such quantitative restrictions ss might be main- 

- tained would be necessitated by balance of payments vroblems 
during the reconstruction period. The French import program 

. Will not be discriminatory except where shortsges of particular 
currencies make discrimination unavoidable, lo discriminations 
will be made for comrercial reasons. The French perequation 
(equalizationy plan has been completely abandoned and there 

is now no subsidization whatever of French exports. 








Government Purchasing Missions In line with US policy to- 
werd government purchasing missions, we asked: (1) thet the 
French Supply Council limit its purchases to satisfaction of 
essential civilian requirements; (2) that it make the maximum 
practicable use of normal trade channels; (3)\thet it pursve 
methods consistent with cormercial practices; and (4 ) that it 
cease operations as soon as possible. We recognize that a 
transition period is necessary, but the US wants assurance 
that the functions of the Supply Council will be reduced during 
the period and will not extend beyond the time necessary for 
restoration of private trade, 
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The French replied that as far as French North Africa is 
concerned, except for food, 80 percent of trede is already 
in private hands. Imports through the groupement system (char- 
acterized as "regrouped private trade") is limited to coal 
end petroleum. As for other French colonies, since April l 
trade has been restored to private channels except for food 
and heavy equipment. In continental France, the French wish 
to reestablish as soon as possible a normal private import 
System. At present imports of many manufactured goods are 
handled through private traders under import license. Raw 
materials and semi-manufecturs are being importec through 
associations of private importers (groupements), while short 


supply food items, steel, wood, tires, certain medical supplies, 


and goods used by the Government itself, are purchased under 
Government procurement, 


Courtiers Maritimes As a result of complaints by US 


shipping companies, we raised the auestion of the French require- . 


ment that US privately-operated vessels in French ports employ 
the services of the courtiers maritimes whether they-are wanted 


or not. French vessels are not required te do so. The.’ question 


is one of national rather than most-favored-nation treatment, 
as the requirement applies to all foreign ships, The French . 
are willing to have the question of possible national tre-tment 
for US ships raised in over-all negotiations for a commercial 
treaty. As a temporary solution they suggest that the US 
acquiesce in the payment of courtiers maritimes charges, with 
assurance of repayment by the French Government if a general 
commercial treaty provides for national treatment of US vessels 
in French ports. 


Compensation For War Damages Ye hove taken the position 
that while other governments are not under obligation to com- 





pensete for wer damages, when they do decide to pay compensation, 


we expect that US nationals will receive ecucl treatrent with 
citizens of the country in ocuestion. The French, on the other 
hand, maintain that compensation by the French Government is 
reserved to French nationals and should be granted to other 
nationals only on the basis of a special cgreement which 
provides economic benefits to France, Tc French delegc tion 
would not agree that they were under any obligation to do so, 
but. they finally consented to the payment of compensation to 
US nationals. By tying the compensation egreement to the 
general economic agreement, France hopes that this concession 
will not serve as a precedent for similar demends from third 
countries, 


Nationalization It was suggested that the French make a 
statement on the possible future effect of the French national- 
ization program on US business interests in France. Since this 
is not a point at issue between the two governments, the form 
and content of the statement is left to the French. 





German-Owned French Patents Our position with respect t» 
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former German-owned French patents which France hes vested 

is that, since they no longer act as a stimulus to invention 
and hence are not effective in the light of the principal 
justification for the patent system, they are important only 

as a trade barrier. They ere a means of enforcing trade re- 
strictions or even embargoes. However, the French sey that 

the Germans during the war patented many of their most in- 
portant technologicel developments in France, and that these 
patents constitute a real source of wealth and income to 
France. The French indicated some willingness to accept the 
principle of freeing former German patents if such a policy were 
agreed upon in some sort of multilateral undertaking by all the 


major countries. 


_ Price Control Problems The French expressed an interest 
in greatly increasing their exports to the US and hence in the 
lowering of all US trade barriers to Fre:ch exports. They re- 
ferred to the OPA regulation of March 18 establishing ceiling 
prices on imported commodities, under which OPA retains the ; 
right to reduce prices at any time in the future. The uncertain- 
ty, the French said, makes it difficult for French exporters to 
plan sales programs in the US, Tt: French will discuss this 
and other price control problems directly with OPA officials, 
and no statement on price controls will be included in the 
cammercial policy staternent. 





Valuation of French Goods For Customs Duties The French 
raised the question of the inclusion of certain internal French 
taxes in the valuation of French goods for assessment of US 
customs duties, The problem involved is similar to that in 
the British Pitcairn Case, which is still in the courts. Pro- 
visions of the US Tcriff Act appecr to make this necessary. 
Further discussion of the French problem will await the out- 
come of the Pitcairn Case; if this does not decide the issue, 

. the general problem will, in any case, be considered at the 
World Trade Conference, 





The two groups also discussed protection of original 
designs and models, protection of trademarks and appelations, 
limitation on duty-free importations by returning residents, 
and reduction of duties on high-value products. 


Taper ing Cuota Eroposed For Films Concurrently with the 

loan and commercial policy negotiations, Mr. Wilcox has becn 
discussing informally with M. Baraduc the motion picture limi- 
tation question, Bzeraduc said that the French want to abandon 
the import quota system, both because quotas are objectionable 

; on commercial policy grounds and because of the diffieulty of 
allocating quotas among foreign countries. He then proposed 
a screen quota arrangement under which French theaters would 
be required to show French films during six weeks in each 
quarter, but later reduced this period to five and then four 
weeks, when it was pointed out that six weeks would give the 
French industry more protsetion than the pre-war import quota. 
He emphasized that the French Government regards the screen 
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quota as a’ temporary protective measure to be eliminated 
when the French producing industry gets back on its feet. 


No restriction whatever would be placed on imports of 


foreign films if the screen. quota is adopted, 


After: conference with US film industry representatives, 
Mr. Wiicox proposed a tapering quota, perhaps four weeks 
per ‘quarter. during the first year, three weeks in the second, 
declining to no: protection at 411 in the fifth year. “Ne 
have been informed that.Mr. Wilcox's proposal has been ep- 
proved by Blum, ‘fonnet and Alphand, but we are wes Stag for 
word from the French Minister of Information. 


; 


CHIN LPPLIES FOR J.DDITIONLL The Chinese Supply Com- 
TRANSPORT:ATION CREDIT - mission has applied to the 

Eximbank for a credit of 
#28 million to purchase railway end bridge ties and 











structural timbers for railway bridge repairs. This ap- 


perge Sees is in addition to the ercdit of 16,650,000 for 
railway repair materi@ls recently extended by the Benk, 
.t the request of the Bank we heve asked General Marshall 
for his recommendation before any action on this request 
is to be taken. , 


SECRET 


BRITISH GOVERNMENT IS {,BOUT TO TAKE 4 British ‘hite Paper 
OVER CONTROL OF C41BLE AND WIRELESS ~ -has been issued and a 

: ‘bill drafted. providing 
for transfer to-public ownership of Cable and Wireless, Ltd. 
The Parliamentary Bill: provides for the necessary mechanism 
for government acquisition of C&W's outstanding ‘stock, the 
anount of compensation to be paid, the disposition of "the 
dircetorships and. the rclationships between C&™ group of 
cotipanies and the Commonwealth Governments. 





UNRESTRICTED 
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GERMAN COAL PROBLEM IS In commenting on the proposed German 
STILL UNDER DISCUSSION coal directive (Page 5, April 22 issue 
zo of Current Economic Developments) 
General Clay urges the Department to refrain from issuing an 
over-all directive which would bind the US in future cuadri- 
partite negotiations. In the face of the food crisis in 
Germany, another coal directive would be meaningless; but, if 
any is issued at this time, Clay feels it should be limited to 
a general statement of aims, making no mention of specific ex- 
port allocations. A realistic coal directive must be based 
on an understanding of production possibilities and the domestic 
requirements of Germany to insure coal production. ffter de- 
ducting current requirements of occupying troops, the repa- 
rations program and the 2,500,000 tons a month commitment to 
Austria, only 59% of anticipated German requirements to meet 
the level of industry program will be available. 








Even if coal from all four zones is pooled, only 1,000,0CO 
tons will be available monthly for export. However, up to the 
present the USSR has permitted only a token amount of coal to 
be exported from the Sovi:t zone and most of the exporteble 
surplus for the next nine months will be from that zone. Clay 
states that the best way to increase coal allocations is to 
obtain Soviet agreement to share her coel with the other zones 
end to export any surplus. Since coal aveilability in most 
countries is already greater than the suggested 15% over 
Gcrrcr coal availability, Clay warns against giving in to 
pressure to increase the export allocations. “ith the anti- 
cipated decline in the export potential of tne UK and with 
Polish commitments directed toward the U"°R, Germany must 
be reesteblished as ea firm source of coal production. Sub- 
stituting for the Department's proposal thet 1938 production 
in other countries be used as the guide for Serman exports, 
Clay recommends that coal be allocated in e manner which will 
permit the maintenance of the minimum economy in Germany 
necessary to maximize coal production and to promote prompt 
recovery in the importing countries. He suggests further 
that the US should not urge the /CC to commit itself to cxport 
more then nine million tons of coel tetween Avril end December 
end that attempts should be mede to get Poland and Russia to 
assume the obligation to export the 2,500,000 tons a month to 
Austria, thereby releasing a like emount for export to the 
western countries. Only through a prograr of pooling from 
all four zones will the maximum amount for export be realized. 
Clay also defends the more rapid recovery in the British zone, 
pointing out that the British zone is the chief producer of 
coel, steel and mining supplies and that recovery in the US 
zone is largely dependent on the prior recovery of the Fritish 
zone . 


French Propose Plan To Increase Production August Lecoeur, 
the French Minister for Coal Production who is presently in 
Jashington, has presented to the Department 2 plan for increas- 
ing coal production in the Sacr based on experience in increas- 
ing French production of cozl. The French desire to take 





DECLASSIFIED FOR PUBLICATION IN FOREIGN certain 
RELATIONS OF THE UNITED STATES 











315. 


- 6 -. 


certain steps provided that they receive for France, within 
ECO allocations, any increment above the Januery 1946 level 

of production in the Saar. Lecoeur asserts that France can 
increase the Saar production by 300,000 tons in the near 
future and within a reasonable length of time by approximately 
an equal amount which will restore Saar production to its 

1938 level. The French proposal includes: (1) providing 
French technical direction in detail; (2) providing French 
machinery, equipment and mine supplies as needed; (3) in- 
stallation of the French system of incentives and penalties 
for miners--preference for miners in the way of food, housing 
and consumer goods increasing as production goes upward and 
the -withdrawal of these privileges as a penalty for absentecisn; 
and (4).the recruitment of miners from prisoners of war. 





_ The Department is sympathetic to the French plan and is 
urging its adoption. At the same time, the Department is 
esking General Clay to comment on the suggestion that a coal 
production plan be formulated immediately elong the same — 
lines for the Ruhr with full time advisers appointed by the 
other occupying powers to British coal euthorities. “hile 
the USSR will be invited to participate, the other three 
powers would go ahead regardless. In addition, top priority 
would be given production of mining equipment, machinery end 
supplies, and vigorous measures would be taken to economize 
the use of coal at pitheads, in coal mining areas and through- 
out Germany. A publicity camperign, emphasizing that increased 
coal production is beneficial to German as well as Zuropean 
recovery would elso be underteken by the Control Council, if 
agreeable to the USSR. The compeign would include statements 
to the effect that Germeny would receive ea shere of the in- 
creased production. 


Decision as to a temporary cessation of coal exports as 
e means of immediately increasing coel production is being 
held in abeyance for the present. Current political factors 
make it advisable to maintain the allocation between German 
domestic consumption and exports on the February-March basis. 
The Department will send Willard L. Thorp, Yeputy to /ssistant 
Secretary Clayton or J. Kenneth Galbraith, Director of the 
Office of Economic Security Policy, to Berlin to discuss the 
problems of allocation of coal and steel as soon as possible, 
if Clay agrees, 
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REVISED EXPORT POLICY TOWARD SPAIN In a letter to 

TS SET FORTH TO COMMERCE DEPART'ENT Mr. Arthur Paul 

of the Commerce 
Department, ifr. Thorp has outlined a revised export poli- 
cy toward Spain. Spain is now the only neutral country 
remaining in export control Group "E", which includes 
those countries for which all shipments must be licensed. 
This situation, coupled with public conjecture regarding 

a shift in economic policy toward Spain, suggests a review 
at this time of US export policy toward that country. 





It is evident that any policy which involved the ap- 
plication against Spain of unilateral economic pressure 
would create practical difficulties sufficiently imposing 
to defeat the original purpose of the policy. For example, 
US businessmen, precluded from the market by our Government, 
would vigorously resent capture of that market by foreign 
competitors; unilateral action would be ineffective due to 
the rapid development of alternative sources of supply and 
unlimited possibilities for transeshipment from third coun- 
tries; the rapid removal of wartime controls by all coun- 
tries léssens still further the effectiveness of remaining 
US controls, In view of this situation the Department's in- 
tention to continue Spain in Group "E" is based on political 
and psychological rather than on economic factors, In general, 
therefore, special US restrictions on exports to Spain should 
not be applied when similar goods may be secured by Spanish 
importers from other sources. 


The following are specific recommendations conditioning 
the general policy. For items under allocation and items 
under export control but not allocation, the Department sug- 
gests that Spain be given treatment no better than that af- 
forded other neutrals. No special restrictions should be . 
applied on shipments to Spain of general license commodities 
except for the embargo on 35 millimeter raw stock film, which 
should be retained temporarily for bargaining purposes in 
securing the modification of Spanish restrictions on US com- 
mercial films. 


It is the Department's intention, so far as existing 
controls and international circumstances permit, to give 
no direct support to the Franco regime, to Axis interests 
remaining in Spain, or to the Spanish military. or naval es- 
tablishments. While this policy will continue to be 
implemented mainly through the Department's licensing pro- 
cedures, based on the Neutrality Act of Noverber 4, 1939, 
the Department suggests that Commerce refer questionable 
cases or licenses to State, and in apvropriate cases to 
Embassy ladrid, For example, export licenses for capital 
equipment which would appear to contribute directly and sub- 
stantially to the improvement of the Spanish armament in- 
dustry or to the strengthening of her military and naval 
establishments should not be approved without reference to 
the Department. Consignee control should,.of course, be 
continued. 
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We feel that domestic war surpluses, as released 
by the War Assets Corporation, should also be subject 
to the policy recommendations and specific qualifications 
noted above. Commerce will be informed orally that during 
the present critical political situation vis-a-vis Spain, 
the Spanish Government should not be allowed to purchase 
domestic war surpluses directly from the US Government. 


x * * 


INTERNATIONAL BANK SCHEDULED The International Bank for 

TO BEGIN OPERATIONS MAY 7 Reconstruction and Development 
is scheduled to get under way 

on May 7 in “ashington, D.C. Emilio G. Collado is Executive 

Director of the Bank for the United States and John S. Hooker 

is Temporary Secretary. The British Treasury has announced 

that Mr. Hugh Dalton, Chancellor of the Exchequer, has as- 

sumed office as Governor of the Fund and Bank in place of 

the late Lord Keynes. Sir Jemes Grigg, Minister of War in 

1942-45, has been designated és the “xecutive Director of 

the Bank for the UK. , 





The US has suggested a tentative agenda for the first 
and subsequent meetings of the Executive Directors. It in- 
cludes the election of a Presidents; procedural and admini- 
strative matters pursuant to the organization and function- 
ing of the Bank; and matters of policy as referred to the 
Directors by the Board of Governors at Savanneh. Among the 
latter are applications for membership from Tyrie, Lebanon, 
Italy and Turkey, and liaison arrangements with other inter- 
national organizations. 


Executive Directors or their alternates who will ettend 
the first meeting ares: United States, Emilio G. Collado; 
United Kingdom, R. H. Brend; China, Shen Yuen-Ting; France, 
Leonard B. Riat; India, N. Sundaresan; Greecc, Kyriakos 
Varvaressos; Chile, Victor Moller; Cube, Luis 'achedo Y Ortego; 
Belgium, Camille Gutt; Netherlends, Crene de Jong; Canada, 
R. B. Bryce; Poland, Leon Baranski. 


* * * 


NEW DIRECTOR APPOINTED FOR OFFICE George F. Luthringer has 
OF FINANCIAL 4ND DEVELOPMENT POLICY been eppointed to succeed 
Emilio G. Collado as 
Director of OFD. Mr. Luthringer has been with the Department 
since 1937, interrupted by a short period of service as Fi- 
nancial Adviser to the Joint Preparatory Commission on Philip- 
pine Affairs, Manila in 1937, and Financial ‘dviser to the 
US High Commissioner to the Philippines in 1943. For the 
past two years Mr. Luthringer has been Chief of the Division 
of Financial Affairs. lhir. Collado has resigned to become the 
US Executive Director of the International Pank for Recon- 
struction and Development. 














* * * 
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GENERAL CLAY PROPOSES INSPECTION The IARA countries are 
PROCEDURE ON REPARATION PLANTS continuing to press for 

permission to visit 
plants in Germany for purposes of inspecting them prior to 
submitting final bids for allocation. 


The following program has been suggested by General 
“Clay: Prior to allocation between IARA and the USSR by the 
coordinating committee, a preliminary description of each 
plant will be furnished to the IARA. A period of 21 days 
will be allowed for expressions of interest in particular 
Plants, after which allocation will be made to IARA.or the 
USSR. IARA will then inform the 4CC of those governments 
which desire to make detailed inspections of plants allo- 
cated to IARA, prior to final submission of bids to IARA.. 
Inspection trips will then be arranged by OMGUS to permit 
plant inspection by these governments. An attempt will be 
made to arrange the trips so that each tour covers plants 
of the same type. Each interested government will be per- 

mitted only one representative on the tour. The time 
allowed for inspection will be proportionate to the size 
and importance of each plant with a maximum of one day for 
inspection of any one plant. 


The Department considers the OMGUS inspection policy 
too restrictive, particularly the specifications of one 
representative from each claimant government and a maxi- 
mum of one day for each plant. However, the question of 
greater inspection latitude has not been raised with 
General Clay, except to state that the Department considers 
it necessary that any proposed inspection procedure be satis-~ 
factory to IARA as well as OMGUS. Minister Russell Dorr will 
notify IARA of the OMGUS proposal. If IARA indicates dis- 
satisfaction with the proposed procedure, the Department will 
again raise the question with OIGUS. 


STATEMENTS IN VYSHINSKI'S NOTE ON HUNGARIAN ECONOMIC Vyshinski 
SITUATION CONFLICT WITH CONFIDENTILL INTELLIGENCE refused to 
accept the 

US proposal contained in Kennan's letter of March 2 that repre- 
sentatives of the US, UK and USSR on ‘CC jointly work out a 
plan for economic reconstruction of Hungary, saying that the 

- formulaticn of such a plan falls within the competence of the 
Hungarian Government. He further stated thet: (1) Hungary's 
fulfillment of its reparations obligations and the presence 
of occupation troops in Hungary do not exercise any serious 
inflvence on the economic situation in the country. (2) The 
real reasons for the economic situation in Hungary are 
Hungary's expenditures in the war against the United Netions 
and the ravishing of the country by the Germans and former 
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Hungerian rulers. (3) One of the main reasons for the “ 
present situation is the fact that e large quantity of 

Hungary's property remains in the US zones of /ustriea end 

Germany. Vyshinski estimated the value of this property at 

about three billion dollars, which would exceed Hungary's 

total reparations obligations by ten times. (4) He also 

stated that the Cheirman of the 1.CC has systematically in- 

formed the representatives of the US and the UK regarding 

Hungary's fulfillment of reparations obligations and of 

Hungary's economic difficulties. 


Information From Hungarian Officials Conflicts With 
Vyshinski's Schoenfeld reports thet, according to confiden- 
tial information received from Hungarian officials, Vyshinski's 
reply contains scarccly a single truth. He points out, however, 
that Hungariens would probably deny heving supplied the infor- 
mation if questioned by Soviets. He believes thet ultimate 
public release of the Soviet-US exchange of notes on the 
Hungerian cconomic situation should make use of the informa- 
tion obtained from the Hungarian officials. 











Among other things, this intelligence reveals that: 
(1) Reparations absorb et least 75 percent of all Hungarian 
manufacturing industry and 90 percent of iron and steel 
capacity. “ith the exception of some bridge and railway re- 
construction for indirect Soviet requirements, Hungarian in- 
custry is producing little if enything for domestic consump- 
tion. (2) All items directly attributable to armistice obli- 
gations account for at least 60 percent of current Hungarian 
public expenditures. (3) Soviet drains on Hungarian food 
supplies are tremendous end unarthorized requisitioning of 
private food stocks is still being practiced. Food supplied 
to Soviet forces during the last half of 1945 would have pro- 
vided urban population with en cdditional 400 to 500 calories 
per day. (4) Calculations of war demage recently completed 
by the Hungarian central statistical office plzce total war 
damage to manufacturing industry et %345 million which is 
attributed 43 percerit to destruction by war operations, 16 
percent to removals by Germans, 5 percent to removals by 
Hungarian Nyilas and 36 percent to removals by Soviet forces. 
(5) Sovict interference with Hungarian cconomic affairs 
permeates the entire Hungarian cconomic structure. Direct 
interference comes through oral directives to members of the 
Hungarian Government in the name of CC but without consulta- 
tion of non-Soviet members of /CC, indirect interference 
through Hungarian economic high council which has usurped 
functions of several cconomic ministries and is dominated by F 
three l!oscow trained Communists and aiso through Communist 
controlled Trade Union Council. (6) The present Hungarian 
commissioner for displaced property stated: in a press con- 
ference carly in April that he estimeted the total value of 
displeced Hungarian property -t three billion prce-wer pengo, 
whieh corresponds to approximately S500 million. Erhardt 
terms the Vyshinski estimate of three billion dollars as 
fantastic", saying that Fungerian property in the US zone of 
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jZustria has not been completely identified or appraised, 

but that it is felt that the value will not exceed five to 
ten million dollars. While he has no full information 

about Hungerian property in the US zone of Germany, Erhardt 
understands the value is in the neighborhood of “36 million, 
(7) The smerican representative on 4CC has not been informed 
on Hungarian cconomic and financial difficulties. 


Hungary Presses For Eximbank Credit Finance ™inister 
Gordon has expressed gratification over the surplus property 
eredit extended by the US, however he does not believe that 
it can provide in either range or quantity enough consumers 
goods to combat inflation, He hes stressed the importance 
of an Eximbank credit es vital to the country end has out- 
lined the political and economic problems, emphesizing the 
some Seams ee influcnee in the government of the Communist 
minority. 





Schoenfeld, however attaches little significance to 
Gordon's opinion that an Eximbank credit would have an im- 
portant local political effect. He states that the 
Hungarian Government has discarded virtually all pretense of 
political and econoric independence and believes that Soviet 
penetration can no longer be combatted by direct Americar- 
Hungarian action. Hungary is no longer in a position to make 
good on any commitments it might be ready to make in, behalf 
of its rehabilitation as a condition of /merican assistance. 
American assistance to Hungary, Schoenfeld believes, 
whether by loans or restitution, should be predicated on 
Soviet-imerican understanding and should include close super- 
vision on the use of /.merican funds end supplies within 
Hungary. : 


SWISS N=GOTILTIONS RESUMED ON EXTERNI.L LSSETS; i.fter an 
DISCUSSIONS “ITH OTHER NEUTR/.LS SCHEDULED "interruption" 
of several 
deys the Swiss Government has instructed Stucki to resume 
negotiations on questions of German external assets. The 
Swiss balked et /.llied proposals that German assets be 
allocated one-third to Switzerlend and two-thirds to the 
illies, and that the Swiss restore $130 million of looted 
gold. On their return, the Swiss proposed setteling for $62 
million and a fifty-fifty division of German assets. 
Randolph Paul, the US representative, informed Stucki that 
the US would be willing to consider the Swiss offer if gold 
was increased to an equivalent of “70 million and that the 
US would press the other .-llied governments to accept this 
amount. Stucki stated he could not modify his previous 
offer, i/.t the same time, Stucki stated that he assumed that 
the Swiss Government would receive a two percent commission 
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fee on the liquidation of German assets in addition to the 
fifty-fifty proposal. ifter some discussion this latter 
point was retracted by Stucki but the manner of approach . 
left an umfavorable impression on the Allied delegation. 


S otiations Proposed For Ma To expedite 
over-all Safehaven negotiations, the US, UK and French 
now propose to invite Sweden to open discussions in | 
Washington on May 13. This may heave a salutory effect on 
the Swiss to conclude their negotiations. Another reason 
for the immediate opening of the Swedish talks is the in- 
portance of concluding the discussions as long before the 
withdrawal of the Procleimed and Statutory Lists as possible. 


The proposed agenda for the Swedish negotiations includes: 
(1) elimination of German owned and controlled property in 
Sweden and the use of the vroceeds to aid in the rehabilita- 
tion of areas devastated by German action; (2) disposition of 
looted property, German trademarks, patents, etc.; (3) 
repatriation of officials and obnoxious Germans; and (4) 
present and future legislative plans for the implementation 
cf the Safehaven program in Sweden. Once these points are 
satisfactorily agreed upon, the US, UK and France will be 
willing to discuss Swedish assets in Germany, Swedish blocked | : 
assets and the Procleimed and Statutory Lists. It is believed — < | 
that the .Swedes will welcome a quick compromise solution on 
Safehaven questions and related problems. | 


Because of past Swedish rcluctance to pass legislation 
validating in its entirety ACC Law No. 5 (Vesting Decree), | 
the Department has forwarded to Legation Stockholm for pre- - 
sentation to the Government of Sweden en egreed US, UK, and 
French statement outlining the legal basis of the /Allied 
claim’to Ger an external assets. The statement points out 
that the legality of the claim exists by reason of the sur- 
render of Germany and the declaration of Berlin on June 5, 1945 
when the Governments of France, the UK, the US and the USSR 
assumed "supreme authority with respect to Germany including 
all powers possessed by the German Government", i.s the 
supreme authority in Germany, the i.CC has the right and duty 
of a government to issue laws and decrees, and following the 
practice ofthe former German Government has assumed the 
right to marshall German assets, internal and external. The 
dphey wey me on to the effect that the only remaining ques- 
tion is whether Sweden will cooperate in marshalling Scrman 
assets in its territory. Since the US, UK and France on be- 
half of themselves and the other Western powers are entitled 
to dispose of such assets, they believe that Swedish public 
policy calls for permitting German assets in Swedish terri- 
tory to be used for partial indemnification of those who were 
victims of German aggression. 





While the f.llied claim to such assets is fully justified, 
the proposed negotiations will be designed to take into 


account 
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account Swedish problems concerning the Swedish economy 
and cCwedish interests. 


Discussions To Fe Yeld in Spain and Portugal Concur- 
rently with the Swedish negotiations, it is or oposed to hold 
tripartite Giscussions with the Portuguese and Spanish 
Sovernments to be conducted jointly by the US, UK and French 
Ilissions. During the pest several weeks, Spain has indicated 
that except for blocking German assets in territory under its 
control, no further action will be ta’en until an over-all 
agreement is reached and certain conditions met. These con- 
ditions include the unblocking of Spanish funds in the US; 
establishment on a juridical basis of iCC title to official 
Germen assets: < guarantee that the Spanish Government will 
be free of any claims prcsentcd by a future German Government 
as the result of ection taken in ccocperation with the /llies; a 
recognition of Snanish claims egainst Germany. Spanish claims 
ere Stated to embrace Gcrman overdrafts in commercial clearing; 
expenses incurred in the cnforcement of the Spanish blocking 
ew and indernitics to which Spain or its nationals mey be 
cntitled for damages suffered through action of the Reich 
or its agents. No mention was made of Spain's civil war 
debt to Germany. If these conditions are met, the Spanish 
Foreign Office hes expressed willingness to ecopera te in ob- 
taining an inventory end disposing of official German assets; 

prohibiting the trensfer to ea foreign country of assets in 
its possession without prior perrission of the Foreign Office; 
. end submission to the jllies af Spenish legisletion regarding 
parestatal ccmpanics having German ez pitel participation. 








in en effort to DPe ek the apparent stalemate, US and UK 

Embassies in ‘‘adrid have oreposed to provide the Foreign 
Office with eo statcnent ‘outlining the legal basis for é&CC 

' ‘assuming the government of Germany and to offer a guarantee 
to the Spanish Government against any possible claim from a 
future cerman Government arising cut of action teken by 
Spain as the request of the .CC. They also propose to grant 
recognition of the right of the Spanish Government to file 
clains with the JCC as the successor cf the German State and 

° to give assurance that such claims will be considercd but 

only when the status of the ..CC has been recognized, and with- 

out prior commitment es to the accentance of claims either 

) individually or by classes, The Department has sent to 
Medrid and Lisbon a proposed accord which we will endeavor 
to get accepted at the tinc of the negotiations. The steps 
to be taken by the Spanish and Portuguese Governments in the 
liquidation of German esscts are outlinc¢c. In cach case it 

a is propose? that a Joint Commission of tne US, UK, rrance, 
and “pain or Portugal be established to carry out the pro- 
visions of the accorc. as 2 first cherge on the proceeds 

t realized through liouidation cf assets in Portugal, $12.5 
million would be set aside fcr non-repatriable victims of 
German action. In exchange for Portuguese cooperation, an 
undetermincd percentage of the proceeds would be given 
Portugal. With respect to Spain, n> commitment would be 
made on a percentege ellocation fror the proceeds, but upon 
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the completion of the Spanish program, the three Allics 
would consider ceding a sum to be determined by the Joint 
Commission in payment of certain equitable and bona fide 
claims of Spain against Germany. In both cases, Spain and 
Portugal would be ceded two percent of the proceeds to pay 
for the expenses incurred in carrying out this program. 


US TO T..KE FIRM ST/.ND ON RUM/NIAN The Department has 
OlL EQUIPMENT REMOV/.LS C..SE instructed the US 


members of the US- 
Soviet Oil Commission, appointed to investigate removals 
of oil equipment from Rumania, to (1) sumit at its next 
meeting a factual report reciting the Commission's terms 
of reference, outlining pertinent developments, including 
a statement thet in tne US view this seems to complete the 
york of the Commission end that unless the Sovict side 
submits evidence refuting US ownership of the equipment 
removed, we will consider this report the final report of 
the Commission, (2) indicate that the raport may be pub- 
lished, and (3) state that if the Commission cannot agree “- 
the case must be pressed at the diplomatic level. 





ZUSTRIANS RECEIVE SURPLUS im agreement has been signed 
CREDIT OF $10 MILLION with the Austrians for a 

credit of $10 million for the 
purchase of surplus property in Europe. The terms are 
3(c), 30 years at 2-3/8 percent, with the provision that 
the US may draw up to $2 million of local currency for US 
Government expenditures including the acquisition of 
Embassy property in any one year. 





a 
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ZNGLO-FRENCH FINANCIAL uanglo-French financial negotiations 
NEGOTIATIONS CONCLUDED were concluded ipril 29 and resulted 
in eae formula for renewal of a previous 
agreement which expired on February 28, and for settlement of 
the belance of the French debt still outstanding to the UK in- 
curred in. 1945-46 for purchases from the sterling area. After 
the transfer of 40 million pounds worth of gold from Paris to 
London on Februcry 28 of this year, the balance now stands at 
110 million pounds. This is to be paid off in installments 
over the next three years. i. tentative schedule has been 
agreed as follows: 5 million pounds in gold immediately; 50 
million pounds in March, 1947; 25 million pounds by March, 
1948; and the balance of 30 million pounds by March, 1949. 
These payments are to be financed in part by the liquidation 
of sterling securities of French nationals. An additional 
gold payment due fron France is apvroximately five million 


pounds e 





The negotietions provide for the financing of current 
purchases during 1946. An inportant concern was the solution 
to the problem of financing French purchases in the sterling 
area during 1946, which were tentatively estimated at 85-95 
million pounds. J.pproximately 40 million pounds in liquid 
assets should be available to the French by utilizing sterling 
assets requisitioned by the French Government. Ouestions of 
closer economic integration for the future were not discussed. 
u.ccording to a British Treasury official, both countries were 
hesitant to raise future economic and financial relationships 
until there is clarification on the US long-term loan policy. 


« * * 


LEAD SHORT/.GE BECO.ES CRITIC/.L iS The supply situation in 
STRIKES FURTNER REDUCE SUPPLIES lead is becoming steadily 
more acute. “hile indi- 
cations at the first of the year were that we would be short 
100,000 to 200,CCO tons for domestic use, since that time the 
situation has deteriorated further as a result of the strike 
of domestic lead smelters and refiners and of Nexican mine 
workers. On #.pril 18 Director Snyder of OWR called a meeting 
of heads of several government agencies and of representatives 
of the lead and petroleum industries. As a result of this 
u session, State, “ar, Navy and the RFC have been given the 
" responsibility of investigating all possible foreign sources 
of lead. Stcps initiated some months ago by the Department 
ares (1) investigation of the progress of rehabilitation of a 
British-owned mine in Burma which was destroyed by the Japs 
in their retreat from the country, and (2) investigation by our 
. Minerals f.ttaché at Pretoria of the Tsumeb mine in the terri- 
tory of Southwest ‘frica, Formerly operated by German owners, 
' this is a high-grade mine with substentiel reserves, though 
. the ore is complex and presents substantial treatment diffi- 
culties. This idle mine is presently under the control of 
the Custodian of lien Property. In eddition, there has been 
close cooperation with RFC and CPi. on foreign lead procurement 
and allocation, 








-— > 
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ISPHERE COMMUNICATION SYSTEMS The War and-.Navy Depart- 

REGARDED AS A SECURITY PROBLE? ments have informed the 
. State Department of their 

opinion that, for security reasons, all communication facili- 
ties in the western hemisphere should be owned by hemispheric 
interests and, if possible,. by companies controlled by US : 
citizens. They do not, hovever, feel justified in advocating 
financial support of any particular communications company 
but urge the State Department to support the acquisition by 
American interest of all communications systems now owned 
directly or indirectly by agencies other than American. 
They believe that if the suggested policy is adopted the 
implementation is a State Department function. 





Present US policy is that Eximbank loans shall not be 
extended to enable particular communications companies to 
acquire systems now owned by interests of other countries, 
unless for security reasons it is in our national interest 
to do so. No action has yet been taken by the Department 
on the statement of the “ar and Navy Departments. 


x* *« * 


SOLUTION BELIEVED NEAR ON DIFFICULTIES WITH All negotiations 
BRITISH OVER TWA-ITALIAN AVIATION CONTRACT oon the problems 
posed by the TWA- 
Italian aviation contract are being conducted in “lashington 
between the Department, the TA, the British and the Joint 
Chiefs of Staff and it is believed that a solution is close 
at hand. As previously reported on page 15, April 8, issue 
of Current Economic Developments, difficulties developed with 
the Britisn over the exclusive character of the agreement 
TWA signed with the Provisional Italian Government on 
February 11. The Embassy in Rome was notified of the negoti- 
ations here as was the Paris Embassy following a report from 
the latter that a meeting had been held at the British Embassy 
in Paris between T"A and British officials. 





At that meeting TYA expressed willingness to have the 
word "exclusive" removed from the agreement but was unwilling 
to accept the British proposal thet British European Airways 
(a BOAC affiliate) participate in the operations. The TA. 
representative suggested that the British start a second 
company but they replied that the TWA agreement covers all 
logical Italian routes. 


The Department's position on the matter will be based 
on international trade policy considerations, TA takes the 
position that the Department has no right to trade away com- . 
mercial interests which are negotiated by a private company. 


* * * 
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DIFFICULTIES ARISE CONCERNING FILATERAL Conversations be tween 
AIR TRANSPORT AGREE. NT VITH INDIA Government of India 





officials and members 
of the US Mission in New Delhi indicate that prospects are dim 
for ccncluding a bilateral air transport agreement in the near 
future. The US vresentei a merorandum to the Indian External 
Affairs Secretary settin: forth the inter-relationships between 
the lend-lease and surplus property disposal negotiations now 
taking place in “ashineton and the eviation negotiations being 
conducted in India. It emphasized the necessity of concluding 
the air agreement either prior to or concurrent with the fi- 
nancial settlement. The Secretary's reaction was one of dismay. 
He believes that it is a most inopportune time for aviation or 
any other negotiations, inasmuch as an "!xecutive Council assumes 
office in the next few weeks and since the Viceroy is on the 
point of leaving for Simla for what may be the most important 
political discussions in India's history. 


The Indians do not view the Bermuda /greement with favor 
Since it represents a compromise on principles they advanced at 
Chicago. Among other things India appears determined to exclude 
fifth freedom traffic with Ceylon and Burma and are adamant on 
the question of route frequencies. “hile the US has pointed 
out that it seeks no special position but merely asks for ecual 
Xpportunities with other foreign lines, the Director General of 
Civil Aviation for India renlied that the most important inter- 
national eir route to ar aa was that to the UK and that India 
intended to particin:.te in such service. The "S claim to &0% 
of the current internationoa : air «traffic, ne said, ignores the 
fact that UK steamshin lincs hed been handlins UK-Indian traffic 
for 10C years. Now thet a vert of such trevel will be shifted 
to air, it seems natural to the sOI that FOAC and other im- 
perial ‘colle poratine airlines srould carry e« major portion of 
the traffi whieh haa sen built up by the Pritish Empire over 
generations. The basic principle to govern the frequencies 
of US lines to and over tris would have to be traffic between 
the US and indie witn limited rights to nick up intermediate 
traffic. The Director-General clso is reluctant to agree to 
the VS vroposal that no mention should be made of specific US 
eirlines on the ground that this would meke it possible for the 
Civil feronautices Foard to certify 12 or 15 lines, which would 
not be acceptable to the Indiars. 

The Legation as wnether it vould be possible for UC 
lines to start service to Indiz under sore kind of a provisional 
arrangement Since there will arnarertly be « deley in conclud- 
ing a permenent egreerent. The Indirns replici that this 
youle be possible only cfter ne US Army returns the Kerachi 
airport to Indio znd after it b has been reorerrized for civil 
aviation purposes. They further stated thet eny interim 
errengerent vould nave to be governmental in character and 
not be between the Govornment of India and individual American 
compenics,. 
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Apparently the Indians will make no agreement which 
does not include specific arrangements regarding capacity 
and frequency schedules, since they believe the bermuda 
agreement machinery is inadequate to police this aspect of 
the question. Furthermore, fifth freedom traffic on regional 
routes will be difficult to negotiate. It appears that the 
Indians are stalling deliberately, evidently hoping that 
lend-lease and surplus property negotiations (in which the US 
is in a stronger bargaining position) will be concluded before 
an eir transport agreement. The Legation believes that only 
orders from the Viceroy, who may consider it necessary to con- 
sult London, would make possible the kind of an agreement 
desired by the US. 
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This weekly publication is designed ’ 
to highlight developments in the economic ‘ 
divisions of the Department of State, and 
to indicate the economic problems which 
are currently receiving attention in the 
Department. It is suggested that copies 
be-retained on file, as reference will : 
sometimes be made to previously reported 
items to avoid repetition. : 


DOCUMENT SECURITY INSTRUCTIONS 


This document should be treated in accordance with 

current instructions regarding security measures for 

SECRET materiel. Extreme care should be exercised to 

avoid public or private discussion of the information 

herein with or in the presence or hearing of any person : 
not authorized to have knowledge thereof. For general 2 
purposes al) classified Foreign Service Officers and q 
other responsible economic officers are authorized to 

have knowledge of the contents of this document, 


responsibility for the safekeeping of which will be + 
assumed by each recipient thereof. It may be retained 

in protected files or, at the diecretion of the recipient, 
destroyed by burning. If not personally disposed of by « ¢ 


the recipient, he will assure himself that it ie burned 
in the manner prescribed for SECRET material. 
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CZECH EXIMBANK LOAN APPROVED On May 8 the Eximbank approved 
SUBJECT TO PREREUISITES a °50 million credit to 
Czecnoslovakia. The loan is 
subject, however, to notification from the Department that 
prerequisites have been met with regard te: (1) supplying 
the US with full information on Czech economic relations 
similar to information which is made public in the US; (2) 
adequate and effective compensation to US nationals and 
corporations whose properties are nationalized; (3) organizing 
economic relations between the two countries on the principles 
of Article VII of the Mutual Aid Agreement to result in the 
elimination of all forms of discrimination in international 
commerce and reduction of tariffs and other trade barriers; 
(4) agreement with the general tenor of our Proposals for 
the Expansion of World Trade and abstention from adopting 
new measures prejudicial to the objectives of the Proposals 
prior to the international trade conference; and (5) entering 
negotiations at an early date to conclude a comprehensive 
treaty of friendship, commerce and navigation. Negotiation 
of an interim commercial agreement as a credit prerequisite 
has been tentatively dropped. - 





The Eximbank is considering the Czech request for 24 
months repayment of a proposed cotton credit. If this re- 
cuest is granted, the Czech Foreign Trade Minister has 
indicated that they will imrediately start purchasing a mini- 
mum of 10,00C bales of cotton monthly, which is their estimate 
of the maximum amount of US cotton to which they can give 
transportation priority at this time in view of the acute 
shortage of rolling stock and barges and the large incoming 
UNRRA shipments. “Steinhardt hes recommended that this con- 
cession be granted and is convinced that if transportation 
conditions improve, Czecn purchase of US cotton will increase 
steadily. The arrival of American commercial cotton would 
have the immediate effect of relieving the textile industry 
from its dependence on the Soviets. Cotton credits are 
usually only extended for a 15 months period. ‘Ye have asked 
Steinhardt to indicate the probable total amount of cotton 
the Czechs will want to purchase under this credit, and have 
also requested reasons why the usual repayment period should 
be extended, | 


* * * 


FURTHER SHIPMENTS OF SURPLUS Virden, Foreign Liquidation 





PROPERTY TC POLAND SUSPENDED Commissioner in Paris, has 


been requested to suspend all 
negotiations, commitments end deliveries of surplus property 
to the Polish Government. This is in accordance with US 
decision to suspend delivery of surplus property supplies 
because the Poles have not lived up to the conditions agreed 
upon in the "ximbank contract. (See page 11, April 29 issue 
of Current Economic Developments.) 





* * * 
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REPARATIONS PROGRAT! ENDANGERED Continued disagreement with- 
BY BY FREI CE 4D SOVIET ATTITUDE in the Economic Directorate 
and the Coordinating Com- 
mittee of ACC on the applicetion of the principles of Potsdam 
es they relate to the treatment of Germany as an economic 
unit has forced General Clay to order that, except for plants 
on the first list alloceted by the Control Council, all 
physical labor on reparation removals cease in the US zone 
of Germany. Following General Clay's example of interrupting 
reparations, General Robertson, the UK member on the Coordinat- 
ing Conmittee, has asked his government for instructions to 
de the same. — 











. Conflict centers eround two issues: (1) the refusal. of 
the USSR to agree to a unified program for exports and im- 
ports prior to agreement on which plants are to be delivered 
as reparations, which plants are to be left to sustain. the 
German economy, and which plants are to be destroyed as war 
potential; and (2) the refusal of the French to consider the 
establishment of central administrative agence! oe until the 
Ruhr-Rhineland question is settled. 


It is impartant to determine hether present negative Soviet attitude 

is based onthe conviction that Europe will inevitably be 
split into eastern end western blocs, and, therefore, they 
want to keep the eastern zone-of Germany under unilateral 
Soviet control; @the belief that it is necessary to con- 
solidate economic and political control of the Soviet zone 
so thet unifcetion of Germany will take place under condi- 
tions most favorable to the USSR; or the fear that appli- 
cation of common economic policies to the whole of Germany 
would endanger the present Soviet practice of obtaining 
reparation from current output and would force the Soviets 
to help meet the deficits of other less self-suf<icient 
zones. 


US insistence on carrying out the Potsdam Declaration 
of treating Germany as an economic unit is based on our de- 
sire to prevent the division of Gernany into eastern and 
western zones on a permanent basis, which would be reflected 
immédiately in the splitting of Europe into irreconcilable 
blocs and the definitive failure of four-power collaboretion. 
én important, but secondary interest of the US is the desire 
to reduce the over-all German trade deficit,. which can only 
be accomplished through a unified export-import program of 
pooling resources and receipts, 


To avert this crisis within ACC, the Departzent has 
prepared a proposed program which calls for cuadripartite 
agreement to negotiate immediately on the settlement of the 
Ruhr-Rhineland since it is not considered possible to carry 
out the present reparations program without definite knowledge 
as to whether or not this area will be available to the 
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German economy within the agreed level-of-industry program. 
French acceptance of the plan for the creation of central 
German administrative agencies is also contingent on the 
settlement of the Ruhr-Rhineland question. 


ae = 
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The other point in the proposed plan calls for the 
continuation or resumption of the reparation program for a 
60-90 day period provided that the Soviets agree to proceed 
within ACC on negotiations for the establishment of common 
economic policies primerily aimed at the adoption of an 
export-import program, General Clay has indicated thet since 
his position in stopping reparations until common. economic 
policies have been agreed upon is wholly consistent with | 
Potsdam, there is nothing to be gained hy proposing a ; 
provisional resumption of reparations at this time, R:ther, | 
he feels that he should maintain his position until the 
Soviets egree to take action on positive lines, especially 
since there is.some indicetion that they are weakening in 
their insistence on settling reparations prior to the es- 
tablishment of common policy, | 


There is nothing in Potsdam thet pleces the establish- 
ment of a reparetion plan prior to the development and 
applicstion of a program on common policies. .They should be 
worked out at the same time. Indefinite suspension of the 
reparation program might well endanger the continuation of 
ACC and injure reparation claimants other than the USSR, 


We would like any discussion on common economic policies 
to be based on. the pooling of resources through free inter- 
zonal trade (this would result in ¢ reduction of the import 
needs of Germany); allocation of imported and indigenous 
materials in such manner es to attain uniform economic 
recovery in all zones; division of German output between 
domestic consumption and exports to be handled in ae manner 
that will meintain some fixed differentiel in the rate of 
German economic recovery and that of the rest of Europe; 
proceeds from current output end stocks to be used to pay 
only for imports until Germany can be self sustaining. 


During the course of negotiations on common polity, the 
Department believes we should also try to get Soviet agree- 
ment on those points on which they profess an interest similar 
to ours. These would include action egainst German combines 
end trusts, division of large estates, and netionalization 
of properties of combines, convicted Nazis and wer criminals. 
By taking the initiative with the Soviets on economic reforms, 
we can avoid the charge of seeking to impose "western capital- 
ism" on Germany." 


* ——— 
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SOVIETS APFROACH US IN VIENNA ACC REGARDING The Soviet repre- 
RESULPTION OF NeVIGsTLON ON TEE DANUBE sentative on the . 
+ Transport Division 
of the Control Counc? Vienna has asked ‘for a discussion with a 
US member of the 4CC of the question of resumption’ of. Danube 
River traffic. The Department has instructed our represéenta- 
tive to meet the Soviet representative as soon as possible to 
ascertain their proposals. “e also suggested that the US 
representative propose an exchange of information on available 
shipping facilities through the entire Danube and that recipro- 
cal inspection tours of navigable. rivers ‘be proposed .: 19 








. ‘The Department believes it would. be anivies for. the us. 
representative to take the initiative with regard te a pfoposal 
recently recommended by Vienna (thet the US and’USSR work out 
a provisional modus vivendi for the resumption-of: navigation 
on the Danube without reference to the British and French). ; 
Vienna was informed that the question of US-Soviet negotiations 
on a bilateral basis for establishing temporary operating agree- 
ment between two'zone commanders will be discussed with the 
French and British in Paris or London. 


If the Soviet military authorities accept our proposals 
on exchange of information and reciprocal inspection tours, 
and if the British and French concur in a US-Soviet operating 
arrangement without their participation, further instructions 
will go to Vienna. | 


~ The Departmént pointed out thet the formation of any pro- 
visional Danube conservancy commission would revive the con- 
flict over British and French participation on a future Danube 
Commission and might prejudice.any temporary working agreement ’ 
with the Soviets, Any course of action involving the contro- 
versial issue of permanent control of waterway by other than 
riparian states should be. avoided in the establishment of a 
temporery traffic opereting agreement to permit movement of 
US. and Soviet controlled vesséls through the navigable course 
of the river. Release of Danube vessels now held by US forces 
in Austria and Germany is contingent upon promisé. that US. 
controlled vessels-can move through the lower Danube and. tipon 
assurances that such vessels will not be seized’ by Soviet 
military forces. ... | | 


In the March.18 issue of Current Economic Developments we 
reported that in response to a suggestion from the British, 
we had agreed to a joint approach to the USSR for.a Provisional 
Danube Commission which would re-establish the general: princi- 
ple of freedom of commerce and navigation on the Danube on 
terms of entire equality to all members of thé United Nations. 
The Provisional Commission was to be composed:of: representatives 
of the USSR, the US, the UK and France in their respective 
roles as occupying powers, together with such riparian govern- 
ments as had been recognized by the four mejor powers, | 
£ccordingly the US issued instructions to Ambassador Smith, 
but these were subsequently suspended because of e later request 
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from the UK which indicated that the French were reluctant to 
undertake a tripartitie approzch at that time. 


The French and the UX then esked the US to take the lead 
at the meeting of the CFM, as it hed done at the London meeting 
in September 1945, with refcrenee to the Danubien problem. The 
US replied thet it was not in a position to teke the initiative 
on the Danube question in Paris because there had been inadequate 
discussions on the controversial issues on 2 tripartite basis. 
At the London mecting we had raised the subject with the idea 
of reestablishing a provisional regime on which the US, UK and 
France might be rcpresented as occupying powers. The UK and 
France now do not wish to rest their positions on the basis 
of occupying powers which would prejudice their case for repre- 
sentetion on a permanent Danube Reguletory Commission. It has 
been the Department's position that the US did not seek parti- 
cipation in 2 permanent regime. 


&pparently no solution of the problem of control of European 
waterways will be reached 2t the meeting of the Council of 
Foreign Ministers in Paris, 


« x * 


DEPARTMENT “ILL NOT APPROVE SWISS SUGGESTION The Department 
CONCERNING SETTLEMENT OF ITALIAN-SWISS DEBTS adheres to its 
decision that 
we cannot approve of any agreements recognizing debts incurred 
by Italy during the period of hostilities against the United 
Nations. In August, 1945, the Italian and twiss Governments 
negotiated financial and trade agreements, providing, among 
other things, for the settlement of debts incurred by Italy 
to Switzerland durinz the war period -‘rom vune 10, 1940, to 
September 8, 1943, Under the terms of the finarcial directive 
governing relations between the £C in Rome and the Italian 
Government, Italy is required to consult with the AC before 
entering into any agreement involving settling of any Italian 
debts incurred prior to September ©, 1943, 








"hen the Swiss-Italo Agreement came before the /C, the 
US and UK advised Italy they could not permit the settlement 
of war debts of Italy to Switzerland but, recognizing the 
advantages offered Italy by the agreement, particularly the 
extension of a credit of 80 million Swiss francs, permission 
was given for settlement of Italian pre-war debts to Switzer- 
land. (See October 15 and November 13, 1945 issues of Current 


Economic Developments). 


In rebruary of this year the Swiss Government set forth 
a compromise solution asking for permission for Italy to 
settle certain indebtedness to Switzerland incurred during the 
war period which, the Swiss claimed, had no direct relation 
to the war. The Department is of the opinion that such ap- 
proval cannot be granted, as the credits in question indirectly 
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assisted Italy in the prosecution of the war against the 

United Nations, and that since this Government is cur- 

rently providing assistance to Italy. it would be incongsis- 

tent to approve Italian settlement of debts incurred to 

prosecute the war against us. ‘We believe that the question . 
of settlement of such debts must be subject to provisions. 

which may be included in the Italian neace treatv. The 

British Treasury representative here indicated that he could 

not agree to such a reply without consulting London. 


DEPARTMENT REQUESTS MODIFICATION Ina note of May 9. to 

OF TWA-ITALIAN AVIATION CONTRACT the Pritish Embassy in 
“ashington, the Department 
has replied to the British request that the T’A-Italian con- 
tract be modified to provide for British-US participation with 
Italian interest in operation of an air service. (See May 6 
and April 8 issues of Current Zconomic Developments.) ‘e 
advised the British that T"A considers such an arrangement 
impracticable from the standpoint of effective operation and 
is opposed.to a mixed company as suggested. The note points 
out that the Department is without authority to compel a 
private US corporation to modify contractual arrangements 
meade legally. However, we further stated that the US will 
not consider implementation of the contract until it has been 
modified to omit the exclusive features regarded by us as ob- 
jectionable. Once modified, the US could advise the Italian 
Government to proceed with implementation of the contract and 
it would be vossible for the Italian Government to enter into 
arrangements to provide for a joint British-Italian company. 
We believe that participation in internel civil aviation of 
ex-enemy states should. not be restricted to any one state or 
combination of states to the exclusion of others, but we also 
believe that such participation does not necessitate OSRINE 
of foreign interests in a single enterprise, 











In e letter of the same date to the Fresident of TA 
the Department says that it cannot intercede on T’A's behalf 
with Italy as long as the contract nrrovides for exclusive 
right to conduct air transport operations over the extensive 
routes specified in the contract. If the contract is modi- 
fied to omit this feature, the Department states that it 
will urge Italy to proceed with implementation of the agree- 
ment. 
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PROGRESS IS “MADE ON | Turkey Final and overall settle- 
- LEND-LEASE SETTLEMENTS ment of lend-lease eccounts and 


claims wes signed with Turkey on 
May 7. The agreement, which was negotiated in Ankara, calis 
. for cash payment of | +h »500,000 within 30 days for civilian- 
' type materiel now located in Turkey. All other lend-lease 
articles will be kept in the hands of the armed forces sub- 
ject to the right of recapture, This is the first country 
which received substantial lend-lease supplies to agree to 
“immediate cash liquidation of its entire resulting financial 
obligation, 


A surplus agreement was consummated with the Turks about 
two weeks ago, by which Turkey pays {500,000 in cash for all 
surplus remaining in that country. 


Australia The general terms of settlement have been 
agreed upon between the US and Australie and a net payment 
to the US of $27 million is contemplated. Detailed agree- 
ments are in the course of preparation. Tnese will include 
the establishment by the Australian Government of two funds 
in Australian pounds. One of these will be for US acquisition 
of real estate in Australia for the use of the US diplomatic 
mission, and the other will be for the promotion of cultural 
and educational relations between the two countries. 


India Agreement has been reached on a final overall 
settlement of war accounts with India, covering lend-lease, 
reciprocal aid, surplus wer property, claims, and bills of 
the US forces in India since V-J Day. <s¢ccording to the 
terms of this settlement, the US will receive half of all 
proceeds from surplus seles over a sum couivalent to $50 
million, payment to be mede in real estate and buildings or 
in blocked rupees to be used exclusively for cultural and 
informational programs to be agreed upon between the two 
governments, and for US Government administrative expenses. 
All other payments on both sides will be waived. The 
Indian obligations to return lend-lease silver and to 
negotiate concerning conversion of rupce balances held by 
the US as a result of previous surplus sales are exceptions 
end are not affected by the agreement. It is expected that 
the agreement, if approved by the Government of India, will 

> be signed on or about May 16, 


New Zealand The fact-finding activities of the Combined 
US-New Zealand ‘Jorking Group have been essentially completed 
and a combined report to the top committee will be made shortly. 
It is probable that the settlement recommended will envisage 
no net dollar obligation to the US on lend-lease and surplus 
account, but will embrace agreement on certain intangibles and 
establishment of two funds in New Zealand pounds, one for US 
acquisition of real estate and one to promote cultural and 
educational relations. 


x* * * 
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GREEK FOREIGN wile ORGANIZATION The Greek Minister of | 4 
UGGESTED BY UK ECONOMIC MISSION Economic Coordination 


has asked Embassy Athens' 
views ona proposed new commercial organization to promote : 
the import and export trade of Greece. In general, Greek 
officials say, the organization would not interfere with 
the normal transactions of private trade, but would restrict 
itself to finding essential commodities abroad and directing 
them through normal trade channels to Greece. This same 
principle would prevail in the case of export trade. In ex- 
ceptional cases the organization would, on Greek Government 
request, purchase supplies abroad for the account of the : 
Government. The organization would be established initially 
for one year, would be a non-profit undertaking and could 
be licuidated when Greek Government end Allied foreign 
circles agree that it_is no longer necessary. The Greek 
Government has agreed in principle to such an organization . 
on condition of US representation in its administration. 





Embassy Athens reports that this plan is based on recom- 
mendations of the Britisn Economic Mission. However, the 
icitish proposals calied for a Greek president of the Board 
and a British deputy, but not for any American member. Greek 
insistence on US representation is doubtiess an effort to 
obtain US approval.. Members of the British Economic Mission 
have assured the Embassv that their proposals are not in the 
direction of monopoly, but would give to an organization 
similar to the USCC functions now ineffectively carried out - 
by various Greek Government agencies. An official of the 
Greek Ministry of National Economy however, feels that the 
proposed scheme probably would result in monopoly of Greek 
import and export trade. The new organization would not be 
able to remedy basic difficulties confronting Greece's im- 
port trade at present which are due to world shortages, ex- 
port license difficulties in exporting countries, rising 
prices, transport difficulties, and shortage of funds oe... 
financing trade, With regard to exports, he feels that the 
organization can do little to eliminate present discrepancies 
between domestic cost of production prices paid by foreign 
buyers and high freight rates. 


The Embassy has brought to the attention of Greek . 
officials the fact that the US is likely to disapprove of 
any scheme of the UK Government to underteke state trading 
or monopolistic trading in Greece. They have also been in- 
formed of our policy toward government. purchasing missions, 
which calls for their termination as rapidly as a transition 
to private trade can be made. As a result of preliminary dis- 
cussions the Greeks are redrafting the orizinal proposals . 
apparently to forestall US oppositéon. ‘ 


* * * 
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EC STUDYING JAPANESE The FEC hes under study a proposed 

, ReESOTITUTION DIR-CTIVE policy on restitution from Japan 
of items which were located in 

Allied territory at the time occupation took place by the 
Japanese and which vere then rerzved by freud or duress. 
Unless proved otherwise, 211 such transfers will be assumed 
oe wree bes en forced trensfers even though pcyment may have 
een made, 








Articles to be included in the restituiable category, 
necorcing to the proposed policy, are: industrial and trans- 
portation machinery and equiprent; gold, other precious 
metals, precious gems, foreign securitics, toreign currencies 
end other forciegn exchenge assets; culturel objects; and 
agriculture! products end. industric ‘l row materials. Also 
included are ships found in Jzepanese weters which can be- 
identified as heving been registered in an Allied country 
et the time of whe tr capture, ecquisition or reported 
Sinking. At the request of the claimant country, dameged 
or sunk ships wh ich ere found in Jenanese weters will be 
sclvaged, rcepcired or refitted before return to the country 
of origin. “hile the costs of salvage and repair will be 
borne initially by the Jepanese Government, the cost in- 
volved will be charged to the finel reparation account of 
the cleim-nt country, 


The processing of restitution claims for industrial 
“nd transports:tion machinery will not be allowed to delay 
removals under the reparation program, but claims for 
specific items will be eeted upon prior to their declaration 
of cvailability under tne reparation progran,. 


411 trensportation and other expenses incurred within 
Jepan in returning the articles to the country of origin 
will be borne by the Japanese Government; cxpenses outside 

' of Jepan will be paid for by the recipicnt government. 

The government in which the property ‘77s formerly locatcd 
will mcke the restitution claim end iters will be restored 
directly to the government concerned. In the case of ships, 
th. claim should be filed by the government of registry or 
by the government under whose flag the vessels were operating 
at the time of sinking, seizure or accuisition. 


The proposed document provides that, as a general rule, 
no items will be included in the export program which are 
subject to restitution, but if such items are exported for 
purchase, adequate compensation is to be made to the 
claimant government. 


A differerce of opinion exists es to the time to be 
officially recognized «s the period during vhich the 
Japanese mede forced transfers now subject to restitution. 
The proposal reads "during the recent conflict". The 
Cenadians regard it as undesirable to present claims against 


Japan 
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Japan regarding property seized prior to September 18, 
1°31, the date of the Mukden Incident. The Chinese : 
Government supports that view insefar as the current pro- 
posal is concerned: however, they feel that acceptance of 
this date should not prejudice Chinese claims on the 
restitution of objects looted prior to thet date, such 
claims to be presented at the time of the peace treaty or 
later through diplomatic channcls,. On the other hand, the , 
Pritish believe thet the "recent conflict" should be P 
limited to mean after July 7, 1937, in the case of China 

end after December 7, 1941 in the case of the other Allies. 


In FEC discussions the Soviets have refused to agree 
to any policy which would deny them the right to apply for 
the restitution of cultural objects looted by the Japanese 
between 1918 and 1922, They have indicated willingness to 
climinate mention of any specific date, thereby permitting . 
any country to present claims for restitution of property 
looted by the Japanese in the period prior to 1937 or 1931. 


Tne above policy proposals are designed to modify and 
‘dd to the interim policy on restitution previously adopted 
by the US Government and trensmitted in e directive to SCAP. 
The FEC proposal has now been referred to the US Government 
for determination of our position. 


US_AND THE YEMEN CONCLUDE Through an exchange of notes on 
PROVISIONAL AGREE EMENT May 4 the Government of the US 

and the Kingdom of the Yemen con- 
cluded at Sana'a a provisional agreement covering diplomatic 
end consular representation, juridical protection, and commerce 
and navigation, following the recent recognition of the indepen- 
dence of the Yemen by this Government. The agreement includes 
a provision that nationals of both governments are to be 
treated in accordance with the requirements and practices of 
international law. Most-favored-nation principles will serve 
as a basis for commercial relations between the two countries. 
The egreement will remain in force indefinitely subject to 
termination on 39 days' notice, or when superseded by a more 
comprehensive commercial egreement. 








The Yemen already has treaty relations with a number 
of other countries including Belgium, “gypt, Ethiopia, 
France, Great Britain, Iraq, the Netherlands, Saudi Arabia, 
end the USSR. 


* * >* 
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REVISED CHINESE COMPANY LAW The revised Chinese Company 


WENT INTO EFFECT APRIL 12 Law, the draft of which has 
been under discussion since 
early 1945, was promulgated on April 12, 1946, and went — 

° into effect on that date. /YFroreign companies have until 
June 30, 1946 to register for doing business under the Law. 
It ig. understood that, in accordance with instructions of 
the Supreme National Defense Council, the Law permits 
foreign companies to do business in China without neces- 
sarily having to do business also in their country of origin, 
a requirement which was included in earlier drafts of the 
Law and which was vigorously protested by the US business 
groups. 


WORLD FAMINE IS STILL THE Developments In Food Situation 
BIGGEST ECONOMIC PROBLEM Domestically Today President 
um 


an will confer with two 
world food suthorities--Herbert Hoover, who hes completed 
his survey flight around the world, and Herbert Morrison, 
Lord President of the British Council, with whom the Presi- 
dent will probably discuss the possibility of reducing 
excess stocks, particularly in the UK, and of securing loans 
from the UK stocks for critical areas. 





Yesterday a committee of 100, headed by Governor Lehman, 
proposed to the President that drastic steps be taken. Their 
proposals were simultaneous with UNRRA Director LaGuardia's 
announcement of the failure of grain-producing countries to 
meet UNRRA commitments. The Lehman committee asked the 
President to use his war powers to requisition foods for 
export and to return to food rationing as soon as possible. 
The committee called on Americans to give up cakes and 
pastries during the critical six weeks period ahead and 
urged restaurants to conserve bread. Secretary of Agriculture 
Anderson has asked farmers to produce 10 »ercent fewer pigs 
next fall than they did a year ago in order to save grain. 


Combined Food Board To Be Extended And Reorganized The 
, President of the US and the Prime Ministers of the UK and 

Canada have announced that the Combined Food Board will be 
continued until December 31, 1946, instead of terminating on 
June 30 as had been scheduled, The question of whether it 
will be necessary to continue the Board beyond the end of 
this year will be reviewed after the food outlook for 1947 
becomes clearer. Meanwhile, US, UK and Canadian officials 
are seeking agreement on a plan for revising the structure 
of the Board and its commodity committees, The question of 
revision will be on the agenda of the Food and Agriculture 
conference which will open in “‘ashington May 20. 


Food 
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Food and Agriculture Organization Meeting ‘Varning that 
the world food situation is likely to remain critical for the 
next four or five years, UN Food and Agriculture organization 
has invited governments and international organizations 
heving major contributions to make to the solution of the ’ 
food crisis to send representatives to a special meeting in 
“ashington May 20. The meeting will not deal with the 
present phase of the emergency, but will look ahead to the 
winters of 1946-47 and 1947-48. Governments invited to send 
representatives are Argentina, Australia, Brezil, Canada, 
China, Cuba, Czechoslovakia, France, India, Siam, the USSR, 
the UK, the US and Chile. International organizations: in- 
vited to send representatives are the Combined Food Board, 
UNRRA, Emergency Economic Committee for Europe, and United 
Nations. The International Bank for Reconstruction and 
Development and ILO have been invited to send observers. 





EECE Countries Asked To Report Action At a recent 
meeting of the Emergency Economic Committee for Europe, the 
Food and Agriculture subcommittee reported that all coun- 
tries which participated in the Emergency Food Conference 
have been asked to report steps taken to implement resolutions 
edopted at the Conference. A standing committee on starvation 

' conditions has been established to keep the food situation 
under constant review. UNRRA, or any country anticipating 
starvation conditions, is to report to this committee which 
will then consider possible steps to meet the emergency. 








The Committee agreed to a UK proposel that non-member 
countries Poland, Austria, Italy, Portugal, Sweden, Switzer- 
land, Finland and Iceland be invited to become members of 
the Food and Agriculture subcommittee of HECE. 


The EECE has set. up e working party to consider the 
ellocation of food grain for livestock. {t the recent con- 
ferencea resolution was adopted celling for allocation of 
fodder grains as well es bread grains by the Combined Food 
Board. The working party will try to agree on principles 
to be put into practice when supplies of imported fodder 
end indigenous production figures are clarified. 


Purchases For Foreign Governments Continue The Depart- 


ment of Agriculture announced it would continue to make food 
purchases.after July 1, 1946, for foreign governments whose 
food sources have been radically dislocated by war. Agri- 
culture initiated a program of supplying foreign claiments 
with food on a cash reimbursable basis following the termi- 
netion of lend-lease last September. Purchases under this 
program are made in addition to those mede for UNRRA, as 
none of the countries participating in this plan is eligible 
for UNRRA assistance, 


US Falls Short On Shipments Acheson announced last 
week that the US has fallen 150,000 tons short on its relief 


7 exports 
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exports of wheat and flour in the first week of May, sending 
abroad only 100,000 tons during that period. 


; President Trumen Sends Message On UNRRA Grain To Stalin 
A personal message is being delivered to Stalin from Fresi- 
dent Truman expressing the hope that the USSR will make 
available to UNRRA as lerge an amount of bread grein as pos- 
sible and that this action will be coordinated with other 
grain-exporting nations in order that the best use may be 
made of inadequate supplies. 





The USSR is reported to have promised the Czechs 
30,000 tons of wheat by May 15. Two new ministries have 
been established by the USSR, the Ministry of Food Reserves, 
to have control over all state food reserves, and the Ministry 
of Material Reserves. 


‘US To Leeept 60,000 Tons Of Dutch Theat Loan Offer 


Secretary Anderson has requested Legation The Hague to cx- 
press our appre¢tiation of the decision of the Netherlands 
to reduce bread consumption to 300 grams daily, to raise 
the extraction rate of wheat and to reduce stocks to four 
weeks, While we appreciate the Dutch offer, to loan a total 
of 80,000 tons of wheat, we cannot give the required firm 
zuarantee of replacement arrivals of 20,000 tons weekly 
beginning July 1. However, we are accepting the offer 

for a loan of 60,000 tons and will give a firm guarantee 
to ship 20,000 tons from the US for the Netherlands by the 
end of June and the remainder during the first two or three 
weeks of July. The loan of the remaining 20,000 tons may 
be sought soon, depending on replacement possibilities and 
the urgency of the need in June. Secretary Anderson sug= 
gests that 20,000 tons of the loan should be advanced to 
France and 20,000 to Belgium, Ovr recommendation as to 
distribution of the remainder of the loan will be made 

. shortly. 


Pelgium Ta Takes Further Steps To Conserve Food The 
Belgian } finister of Food hes announced that the bread 
ration will be reduced from 400 to 350 grams except for 
certain categories of heavy workers. Bread constitutes 
55 percent of the basic Belgian ration, which seems not to 
be readily understood in the UK and the US, where the 400- 
gram. ration seems excessive. Measures will also be taken 
to prevent hoarding. Restaurants will have one breadless 
day a week and on other days ration stamps will be required in 
. restaurants, Restrictions are being placed on the uses to 
which milk and eggs can be put. By way of compensation to 
. the Belgian people, the price of meat will be held rigorously 
to official figures and black market operations avoided, 
while the butter ration for the next ration periods will be 
ineréased, The extraction rate of wheat is already 89 per- 
cent in Belgium, with ten percent of "): being mixed with 
wheat, The entire financial and ecor wic policy of the country 
is reported as jeopardized by food sh» .ges. If the bread 
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shortage requires the mass of the population to buy higher 
priced food it will necessitate immediate wage advances 
and may endanger the political stability of the country. 


FEC Expands US Food ectives for Japan In view of 
the fact that the Japanese Government has failed to prevent 
hoarding, retention of crops on farms, use of supplies for 
livestock feeding and black market operations and has 
generally failed to realize its responsibilities in the 
present food crisis, the FEC has expanded its food policy 
statements and directives as follows: (1) Imported supplies 
ere to be permitted -nly after maximum Japanese efforts 
heve failed to provide the necessities to prevent starvation, 
widespread disease and civil unrest which might endanger the 
occupying forces, No responsibility will be accepted to 
import food supplies to meet any deficit arising from the 
failure of the vovernment to assure just and impartial dis- 
tribution of available supplies. (2) Except as determined 
necessary for the safety of the occupying forces, no imports 
of food shall be allowed during a period of world shortage 
which will give the Japanese a priority or preferential 
treatment over the requirements of the Allies or of 
liberated areas. (3) Disease rates will be used to indicate 
the adequacy of living conditions but in the absence of pro- 
nounced increase in disease rates a state of physical hard- 
ship will not be construed as endangering the occupying 
forces or the objectives of occupation. (4) Publicity should 
be used to point out to the Japanese that SCAP does not as- 
sume responsibility to maintain a particular standard of 
living in Japan, but that the standard will depend on the 
Japanese people in their efforts to adequately distribute 
available supplies and increase indigenous production. 


Other Food Notes The US has asked Sweden to reduce her 
demands for oilseed cake end meal in 1946 to a minimum. 


The Norwegian Government has acted favorably on a pro- 
posal to allot three million kroner to buy fish and fish pro- 
ducts for export to the needy countries of central Europe. 


Embassy Lima has been asked to find out whether Peru 
is willing to take a shipment of corn from the US in May 
insteed of wheat, 


The Iranian Ministry of Commerce hes recommended that 
70,000 tons of barley be sold to UNRRA and foreign govern- 
ments but that no wheat be sold until the new crop becomes 
available, 


* * *& 





DECLASSIFIED FOR PUBLICATION IN FORE!GN 
RELATIONS OF THE UNITED STATES 


ee ee a 








cU . 48 
. Current ISSUE HO, 49 


- | Economic FILE 


¥ Developments 








prepared weekly for the information of the 
Foreign Service of the United States 


» «© under the auspices of the Information Service Committee 


SECRET 











j DEPARTMENT OF STATE, WASHINGTON, D.C. 





ne 


DECLASSIFIED FOR PUBLICATION IN FOREIGN 
| | RELATIONS OF THE UNITED STATES 
| 


see security reguiations herein 








This weekly publication is designed 
to highlight developments in the economic 
divisions of the Department of State, and 
to indicate the economic problems which 
are currently receiving attention in the 
Department. It is suggested that copies 
be-retained on file, as reference will 
sometimes be made to previously reported 
items to avoid repetition. 


DOCUMENT SECURITY INSTRUCTIONS 


This document should be treated in accordance with 
current instructions regarding security measures for 
SECRET materiel. Extreme care should be exercised to 
avoid public or private discussion of the information 
herein with or in the presence or hearing of any person 
not authorized to have knowledge thereof. For general 
purposes al) classified Foreign Service Officers and 
other responsible economic officers are authorized to 
have knowledge of the contents of this document, 
responsibility for the safekeeping of which will be 
assumed by each recipient thereof. It may be retained 
in protected files or, at the discretion of the recipient, 
destroyed by burning. If not personally dieposed of by 
the recipient, he will assure himeelf that it ie burned 
in the manner prescribed for SECRET material. 
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REPLY RECEIVED FROM UK ON OU) The British have made a 
PROPOSED TRADE MEETINGS SCHEDULE formal reply to our pro- 

posed trade meetings 
schedule. (See Page 1, April 29 issue of Current Economic 
Developments.) They recognize the necessity for postponing 
the detailed discussions on tariffs until next year and the 
advantages of a meeting of the Preparatory Coumittee to: (1) 
exchange views and remove any doubts of the intentions of the 
US proposals, (2) expound the considerations which led up to 
the joint US-UK staterent of last December, and (3) enlist — 
support for the principle of world-wide reduction of trade 
barriers. 


VY 
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However, the British do not see any merit in the pro- 
posed drafting subcommittee. They feel that either there 
would be constant reservations which would thwart progress 
or a degree of commitment would be involved for which governe- 
ments would not be ready until commitments on actual tariff 
reductions were also under negotiation. 


They consider July too soon for the meeting of the Pre- 
paratory Committee, The UK cannot attend such a. meeting un- 
til Congress has acted on the US loan to the UK and six 
weeks' preparation thereafter would be needed. October 1 is 
Suggested as the earliest practicable date, and a city in 
coat preferably London or Geneva, as the preferable 

ocale, 


x *« * 


COMBINED LIBERATED AREA Through the mutual agreement of the 
COMMITTEE IS DISSOLVED US and UK Governments the Combined 

Liberated Areas Committee has been 
dissolved as of May 15. The Liberated Arcas Committee (a U 
group), which was terminated on larch 15, was established in 
the spring of 1944 with representatives from State, “ar, Navy 
and Treasury Departmerts, and the Foreign Economic Administra- 
tion. The purpose of the committee was to provide a forum in 
which various US Government civilian agencies might formulate 
policies on wartime economic problems of appropriate concern 
to the civilian agencies, arising in areas which were or had 
been under enemy domination, and to coordinate such policies 
with the War and Navy Departments. In July, 1944 the UK ac- 
cepted an invitation from the Secretary to send representatives 
to a Combined Liberated Areas Committee the purpose of which 
was to deal with questions affecting liberated areas and con- 
quered enemy territory which were of concern to the two govern- 
ments, Its terms of reference covered the broad field of 
policy relating to liberated areas from the date of termina- 
tion of military control until such time as a broader method 
of economic collaboration should be possible. 


x* *«* &* 
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SOVIET GRIP ON RUMANIAN ECONOMIC LIFE IS NOT RELAXED The 
ALTHOUGH TRADE MISSION TO US AND UK IS APPROVED = 

: S, 
since the armistice, attempted to achieve an orientation of 
Rumanian economic activity toward the USSR and to prevent 
the Western Powers from establishing an economic foothold 
in that country. This program has been carried out by 
engaging as much as possible of Rumania's productive capacity, 
in tying up Rumanian industry in fulfilling armistice terms, 
in creating joint Soviet-Rumanian companies to exploit 
Rumanian resources, and in setting up barter trade agreements. 
However, the need in Rumania for American capital and techni- 
cal advice to assist in the reconstruction of the country 
appears to have led to a certain modification of this policy, 
reflected in recent indications that Rumanians, with the ap- ° 
proval of the Soviets, are desirous of obtaining American 
participation in economic undertakings. These moves do not 
appear to indicate any fundamental shift in Soviet policy in 
Rumania, and there is certainly no indication that the 
Soviets intend to let economic power shift to other hands. 
In fact there are signs that the Soviets want to impose con- 
trols which would more than ever model Rumania on the Soviet 
economic pattern. However, a recognition is shown of ‘the need 
for US capital to speed up reconstruction, and Rumania may 
possibly indicate the pattern envisaged by the Soviets for 
American economic participation in Soviet-dominated south- 
eastern Europe, 


Soviets Propose Five Point Program For Economic 
Recovery At a joint ACC meeting early this mont the Soviet 
Chie 


of the ACC Economic Section submitted a report on 
economic conditions in Rumania and then rroposed a five point 
program for economic recovery which, with joint ACC approval, 
he suggested be presented to the Rumanian Government. The 
proposed program suggested: (1) Organization of a centralized 
government industrial planning agency which wovid, among 
other things, assign manufacturing quotas to the more im- 
portant industrial enterprises and arrange differential 
treatment in the matter of raw materials, transport, labor, 
etc. (2) Establishment of government control over export 
and import of all goods with special attention to early 
import of essential raw materials and semi-finished pro- 
ducts. (3) Establishment of an agency to supervise all 
banks in order to insure that a large portion of their 
assets are devoted to the task of financing the more im- 
portant industrial enterprises of the nation. (4) Establish- 
ment of new controls over distribution of liquid and solid 
fuels to eliminate present bottlenecks in distribution. This 
would include controlling fuel allotments, rationing auto- . 
mobile fuel for personal use, preferential treatment for 
workers in the fuel and oil industry, and expediting com- 
pletion of the natural gas pipe line from Transylvania to 
Bucharest, thereby releasing additional fuel oil now required 
for the capitol. (5) Revision of the budget with a view to 
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approaching a balance in the near future. It was suggested 
this would include increasing taxes in excess profits and on 
merchants, and by eventually withdrawing from circulation 
up to one thousand billion paper lei. 


General Schuyler, US representative on the ACC, said he 
felt questions involving stricter government control of 
private enterprise must be carefully examined before being 
accepted. The Rumanian Government to date has not shown 
itself capable of establishing and enforcing just and im- 
partial systems of economic controls. He added that he 
would prefer to see the government take steps to encourage 
private enterprise, releasing it from existing controls, 
particularly in the field of foreign trade. The British 
representative asked for additional time to study the pro- 
posed suggestions and it was agreed that it should be con- 
sidered at a joint ACC meeting at a later date. 


Soviets Report Steps The USSR Has Taken To Alleviate 
Situation Before submitting the above proposal the Soviet 
representative submitted a report on economic conditions in 
Rumania, stating that it had been prepared on. the basis of 
joint conferences held during the past few months by British, 
American and Soviet ACC economic experts. Among other things 
the report pointed out that the USSR had loaned Rumania 
3,000 tons of grain and has now agreed to another loan of 
100,000 tons which should solve Rumania's immediate food 
problem, It stated that the USSR has extended the time 
limit for delivery of reparations from six to eight years 
which will reduce Rumania's annual budget and release more 
goods for foreign exchange purposes. The Soviets have also 
extended from three to six years the time limit fixed for 
return by Rumania of the last 300,000,000 lei of Soviet 
goods, To relieve the transport situation, the Soviets have 
sold Rumania 1,350 motor. trucks and have turned over with- 
out charge from Soviet war booty 15,000 freight cars and 
115 locomotives. In addition tney have leased to Rumania 
for two years,5,356 freight cars which the Soviets had 
taken over from the Germans. Property formerly »locked 
under Article 8 of the armistice has now been authorized 
for return to’ 4umanian citizens, In addition, the USSR re- 
ported it had instructed the Red /rmy units in Rumania to 
render all possible assistance to Rumanian peasants in 
accomplishing their spring planting. 


Trade Mission May Come to US and UK It is reported 


that the ACC in Bucharest and the Rumanian Government have 
granted approval for a Rumanian trade commission, which would 
probably include Malaxa and Max Ausnit, the second leading 
industrialist, to come to the UK and us for the purpose of 
approaching American industrial firms and interesting Ameri- 
can capital in the development of Rumanian natural resources, 
In England the commission would probably complete details of 
a lumber trade transaction whereby the British proposed to 
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obtain approximately 70,000 cubic meters of lumber from 
Rumania in exchange for several British products includ- 
ing dyes, wool, coke, firebrick and small machine tools. 
The proposal involves an exchange of goods valued ‘at 
approximately 500,000 pounds. 


While the granting of authority for the commission to 
go to the UK and US at first was regarded as highly signi- 
ficant of a change in attitude on the part of both Soviet 
and Rumanian authorities, more recent developments in 
Rumania show no clear move toward opening up of international 
trade to private enterprise. Berry reports that the Soviet's 
alleged and publicized lenient treatment of Rumania in ex- 
tending the armistice burden, and Rumanian Government - 
gestures toward resumption of US and UK trade relations 
should be viewed with skepticism in view of the oblique but 
coercive moves to socialize the nation along the Soviet model. 
In the forthcoming trade trip he predicts that Malaxa will 
seek to buy goods with several million dollars of personal 
assets now frozen in the US, and to sound out sentiment for 
securing credit. He emphasizes that the Soviets do not per- 
mit exports from Rumania to world markets, although several ° 
staples are available in formidable quantities and although 
the country sorely needs imports. 


As a result of extersion of the arristice burden, 
Rumania will have oil products available for export to 
markets other than the USSR. Such export would materially 
help Rumanian oil production by providing for import of 
special equipment available only in the US, and thus tend . 
to ease the decline in crude oil production. In local dis- 
cussions between ACC members, the Soviets have manifested a 
disposition to accept the principle of allowing British and 
American-owned oil companies to export a quota of their pro- 
duction to free currency markets, but in practice they snow 
no willingness to implement such arrangerents and have pre- 
vented export programs to countries other than the USSR from 
being realized. 


Rumanian-Czech Trade Agreement Forecasts Nationalization 
of Banks On May & the Cabinet Council ratified a new 
Rumanian-Czech trade agreement which provides for Czech exe 
ports to Rumania in the amount of 300 million Czech crowns 
to be paid by Rumanian gold. Berry reports that this coerces 
the Bank to act contrary tu precedent and climaxes backstage 
efforts of the Communist party to control the benk, It is 
now expected that nationalization of banking, among the 
last major barriers remaining in the Soviet March toward utter 
ds ony of Rumenian economy, will take place in a matter of 
months. 
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PROGRESS an: ON arron Considerable progress has been 
AVOIDING DOUBLE ON made on the US program: regard- 
ing treaties to avoid double 
taxation. and to promote administrative cooperation in the 
collection of tates. As of the first of this year the US 
had four tax conventions with three different countries-- 
treaties concerning income taxes with Sweden, France and 
Canada, and concerning death taxes with Canada. (See 
page 14, January 21 issve of Current Economic Developments. ) 


Two treaties signed with Great Britain on April 16, 

. 1945, regarding income taxes and death duties lacked only 
final Senate approval. On May 10 the Senate Committee on 
Foreign Relations favorably reported these treaties and re- 
ferred to assurances given the Committee that the appropri- 
ate branches of the two governments would promptly sign a 
supplementary protocol deleting a paragraph relating to 
actors and other public entertainers, which would also re- 
quire Senate advice and consent, 


Ad referendum negotiations with France have resulted 
in the initialling of a draft treaty modifving the income 
tax treaty of 1939, and providing for the prevention of 

double taxation of estates, 


An income tax treaty with the Union of South Africa 
has been fully agreed upon and will soon be signed. The 
death duties treaty drafted at Pretoria July, 1944 is being 
re-drafted by South Africa for further consideration. 


Tax treaties with the Philippines are under discussion 
with the President of the Fhilippines in preperation for 
that country's independence July 4. 


The UC nas accepted an invitation of the Belgian 
Government to send a delegation to Brussels for ad refer- 
endum negotiation of conventions relating to income taxes 
end deatn duties as soon as work on the fcregoing items 
permits. Luxembourg has suggested that it join with the 
Belgians in preliminary negotiations concerning the princi- 
ples of such treaties to be followed by separate discussions 
on the technicalities. It is noped that the US delegation 
may also proceed to the Netherlands in response to a long 
standing desire of that country to reopen negotiations which 
had been carried to an advanced drafting stage in 1938. 


The Venezuelan approach of some months ago looking to 
the negotiation of tax treaties was accepted in principle 
but has not as yet been followed up by Venezucla. 





* * * 
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SWNCC APPROVES DIRECTIVE ON INTERIM The Policy Paper on 
REPARATION REMCVALS FROM JAPAN interim reparation 


removals from Japan 
has been approved by S"NCC. Final approval of the paper 
by the FEC has not yet been obtained although the Commis- 
sion has given the go-ahead signal on those sections dealing 
with Army and Navy arsenals, aircraft, lignt metals ard the 
Zaibatsu. It is expected, nowever, that the FEC will approve 
the paper in basically the same form as-approved by SWNCC. 





The program constitutes only the initial step in the 
elimination of Japan's war-making potential end is designed 
to allow for the development of Japan's peace-time economy. 
Only obviously excess industrial capacity is earmarked for 
removal under the interim plan and these removals in no way . 
should be considered final. Primary aims of the Paper are 
to reduce the unbalanced industrial cavacityv of the four 
main Japanese islands to a peace-tire status. Excess capaci- 
ty is to be removed to those countries whose war effort and 
sacrifices entitle them to reparations and which will help 
raise the industrial and living standards of those countries 
without unduly depressing the standards in Japan. 


Calculation of Japan's peace-time needs has heen based’ 
on the requirements of domestic consumption during the period 
1930-1936, taking into account the increase in population and 
other factors that may legitimately be expected to affect post- 
war requirements. 


The four sections of the Policy Paper already approved by 
| the FEC are summarized below briefly: 


Army and Navy Arsenals For the most reart, the Army and 
Navy arsenals, plus the equipment contained therein, should 
be declared available for reparations. ‘ovever, since the 
arsenals contain some items of machinery designed especially 
for war purposes these particular items should not be declared 
as available but should be held for later determination of | 
their disposal. Shipring fecilities should in part be retained 
to assist in construction and repair of Japenese vessels since 
Japan must have a certain amount of shipping facilities to 
maintein even a minimum existence for its nopulation and to ‘| 
handle the repatriation to Japan of military and civilian per- | 
sonnel. While complete information is not vet availabie it 
is believed that the arsencls can make available 50,000 -to 
60,000 machine tools and an indeterminate amount of other 
machinery and equipment including secondary metal working 
machinery, such as forges, presses and hammers, wood-working 
machinery, metallurgical equipment and some chemical equipment. 
Also there will be some general purpose equipment related to 
communications, transportation, materials hendling and electric 
power generation. Consumer goods such as textiles, clothing, 
fuel, fertilizers, food, etc., should be set aside for later 
disposal. 








Aircraft 
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Aircraft Industry Since the policy has been adopted not 
to permit Japan to manufacture or operate aircraft, such plants 
ond facilities are available for reparations. Some of the 
machinery, however, can be used for legitimate post-war acti- 
vities and therefore the facilities of the industry have been 
broken down into two broad classes: (a) plents and establish- 
ments originally designed, or plants converted through major 
change to engage in the manufecture, assembly or supply of 
the aircraft industry; and (b) other plants and establishments, 
products of which are used in connection with aircraft produc- 
tion representing merely a diversion of th>se products fron 
their peace-time use ‘ithout substaritive changes in their 
character. Class (a) facilities amounting to about 95,000 
machine tools have no place in Japan's peace-time economy. 

The 25,000 machine tools in Class (b) should not be disposed 
of until Allied decision is reached on the disposition of the 
industries with which they are normally associated. 


Light Metals Exc.pt for two or three cement plants all 
Japancse facilities for the production of prime metals should 
‘be declared as excess, as should rolling and drawing facili- 
ties, allocated to the fabrication of the light metals and 
their alloys. Facilities for reworking light mctal scrap in- 
to secondary ingot should, however, be retained in Japan. 


Zaibatsu Facilities under the control of the Zaibatsu 
are to be removed in such @& way as to contribute towards 
destroying Zaibatsu wealth and influence. 


The other items in the Paper approved by SWNCC but 
not yet cleared within FEC are as follows: 


Machine Tool Industry The current capacity of the 
machine tool industry is approximately 55,000 machine tools 
per year. Based on tool consumption for the period 1933-36 
about one-half of this amount is deemed necessary for the 
maintenance of Japan's industrial machine, leaving the other 
nalf available for claims under the interim reparation re- 
movais program, The designated capacity for production of 
the 27,000 tools annually to be left Japan should be handled 
so as to permit a balanced distribution of that capacity 
between the various types and sizes of tools to support the 
peace=-time economy. 


942802 oleh ee During the war years, 
aporoximately oO percent of this industry was allocated to 
the Army, Navy and Air Forces, the remaining 20 percent 
allocated to so-called civilian industry. Adjusting the 
figures for 1939 consumption, it is felt that 90 percent 

of the existing capacity can be released for reparation re- 
movals. The remaining 10 percent cannot be considered as a 
war potential and should be left in Japan. This would 
eliminate the need for importation of this item and, in view 
of the unfavorable balance of trade that Japan will have, 


this 
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this will relieve the strain on Japan's foreign exchange 
problem. : 


Naval _ and Merchant Shipyards That portion of machinery 
and equipment which is entirely of a military nature must 


wait an over-all decision on reparations. The merchant fleet 
will only be reduced from 4,2 million gross tons in 1930-36 to 
3.0 million gross tons and certain shipyard facilities will 
have to be used to revitalize the Japanese merchant fleet, 
When SCAP determines that the merchant fleet has reached the 
desired level, more of these shipyards can be declared avail- 
able, For a temporary period also, shipyards will have to be 
retained for use in the reconstruction, repair and servicing 
of Allied vessels, 


Iron and Steel During the base period, steel consump- 
tion for civilian needs was estimated at 2.95 million metric 
tons. An increase of 10 percent is considered valid due to 
the increase in population, which would bring the present 
requirements up to 3.25 million metric tons. However, under 
UK pregsure the Economic Sub-Committee of the FEC has informally 
recommended that this figure be increased to 3.5 million metric 
tons, There may be a possibility that we will go along with 
this figure providing other governments do not object to this 
increased rate, Production of the 3.25 or 3.5 million tons 
of steel calls for a blast furnace capacity of 1.75 million 
metric tons annually to be retained in Japan, thus making 
evailable for reparations removals a capacity for produetion 
of 7.8 million metric tons of pig iron. 





Thermal Electric Power Industry There is excess eleetric 


power generating eapacity in Japan, and pending a detailed 
study of her requirements, a reduction can be made without 

~ Gamage to her ecoriomic recovery to the 1930-36 level of 2.1 
million kilowatts, This will leave for reparation purposes 
2.0 million kilowatt capacity, a 


Sulfuric scid Industry Current capacity is about 4,9 
' million metric tons. It is contemplated that this could be 
reduced to 3.5 million tons, allowing for increased demands 
of the fertilizer, petroleum, iron and steel, synthetic fiber, 
paints, and pharmaceutical industries. Due consideratien must 
be given to the nature and affiliation of the operation of the 
plants before declaring them available, 


Soda Ash, Chlorine, and Caustic Soda Industries Available 


for reparation is thet part of the soda ash industry in excess 
of 500,000 metric tons; the chlorine industry in excess of 
60,000 metric tons; and the caustic soda industry in exgess of 
66,000 tons, 


Otten me on 
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At the final 
session of 
“es | its fifth 
meeting, held May 14, the International Cotton Advisory Coz.- 
. mittee adopted resolutions setting up a more formal organi- 


zation than has existed heretofore. An Executive Committee 
consisting of twelve member. governments divided equally 
between catton exporting and importing countries is to be | 
established. The members of the Executive Committee to serve 
until the next meeting of the full committee are to be repre- 
-sentatives named by Argentina, Belgium, Brazil, Canada, China, 
Czechoslovakia, Egypt, France, India, Peru, the UK and US. 


The duties of the Executive Committee will be:’(a) to 
establish practical cooperation with the Food and Agriculture 
Organization and other international bodies concerned with 
the cotton situation; (b) to provide a medium for exchange of 
views on current developments in the cotton situation; (¢) to 
develop further the work on an instrument of international 
collaboration to deal with the world cotton situation; (d) to 

. maintain at "ashington a secretariat which will compile. com- 
plete statistics on world cotton production, trade, consump- 
tion, stocks; and prices; (e) to maintain the necessary staff, 
having in mind the desirability of drawing qualified person- 
nel as broadly as possible from participating countries; and 
(f) to propose a budget and receive contributions of funds 
from member governments of the Advisory Committee, not to 
exceed {50,000, ! 


Bach member government of the Advisory Committee will 
be asked to make an intitial contribution to the Executive 
Committee of 2,500, the ultimate basis of assessment to be 
decided upon at the next meeting of tne Advisory Committee 
following establishment of the secretariat. 


EARLY CONCLUSION SOUGHT ON Early agreement with the 
US-CHINESE COMMERCIAL TREATY Chinese on the proposed 


roe commercial treaty is 
’ anticipated. General Marshall feels that resumption of 
negotiations is desirable, Negotiations continued from 
February 5 to April 3, when they were suspended in order 
that certain policy decisions on points of disagreement 
might be made in Yashington. . 





ee 
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FOOVER PROPOSES ‘IN--FOOD Speaking at the opening session 
£DMINISTRATION UNDER FAO May 20 of the Food and Avricul- 
ture Organization's conference 
on urgent food problems, former President Hoover proposed that 
a United Nations Food Administration be set up under the FAO P 
headed by a single Food Administrator and with e srall ad- 
visory committee on wrich should be represented the surpjus 
food-producing nations. Certain regional orgenizations he 
roposed should be set up under the Administration to deal 
with food problems relating to particular areas. Criticizing 
the lack of coordination in handling the distribution of food- 
stuffs, Mr. Hoover proposed that the Administration should 
take over the functions in this field of UNRRA, the Combined 
Food Board and other international agencies end should operate 
from September 1 for four or five years as long as the re- 
habilitation period lasts, The Administration, he said, should 
direct the distribution of a certain marginal quantity of 
food, the exact percentage to be determined when total availa- 
bilities. are determined, 








The present conference, meeting this week in Washington, 
is considering world food problems on a longer-range basis 
than did the EECE-sponsored conference last month, which con- 
fined itself to considering ways end means of meeting the 
famine emergency until the next harvest. Delegates are 
present from /ustralia, Brazil, Cenada, Chile, China, Cuba, 
Czechoslovakia, Denmark, France, India, the Netherlands, New 
Zealand, Norway, Foland, Siam, the UK, US, Yugoslavia, the 
UN, the Emergency Economic Committee for Europe, UNRRA, and 
the Combined Food Board. In addition observers have been 
nemed by Greece, the Union of South Africa, the ILO and the 
International Bank, | 


US TO SUGGEST MODIFICATIONS The report in Current 
IN PROPOSED JAP FOOD DIRECTIVE Economic Developments, 

Issue No. 47, Page 14, 
on the expansion of the food directives for Japan stated 
that the FEC had adopted a more restrictive policy in the 
Jepenese Food Program. The recommendations were approved 
by the Economic Sub-Committee but have not as yet obtained 
final FEC approval. Further consideration is being given 
to the resolution within FEC committees. The US Govern- 
ment proposes several changes to clarify ambigvities in 
the wording of the resolution and is contemplating sug- 
gesting elimination of the disease rate formula. 
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AC AUSTRIA AGREES Agreement has finally been reached 
ON UPATION COSTS within AC Austria on the percentage 
Sy of the Austrien civil budget to be 

“otcupational costs. -Accord was reached on the . 
s (1) the four powers will ascertain before the 
g of each quarter the amount to be incorporated in 
meet for the following quarter; (2) the Austrian _ 

nent will be informed that the AC does not contemplate 
that ‘occupation costs will be greater than 35 percent of the 
oereteet (3) 400,000,000 schillings will be used for 
ation costs between February 12 and June 30. The French, 

US and UK will receive 60,000,000 schillings each and the USSR 
220 ,600,000. While the Soviet share is more than three times 
as targe as the allocations to the other occupying powers, it 
is a decrease over previous allotments. Clark suggests that 
accéptance of this reduction by the Soviet member AC might 
foreshadow a reduction in the size of the Soviet occupying 
forces, especially if it is true that Soviet forces have not 
been paid since February and this sum will be used to catch up 
on back pay. ‘ > | 






In addition, the Soviets have agreed to allocate 28,000 
tons of fuel against UNRRA's May needs of 30,500 tons, the 
remainder to be taken up by the other powers. 


* * * 


PAULEY RECUESTS £XTENSION Ambassador Edwin Pauley is 

OF STAY IN KOREA now in Seoul conducting a sur- 
vey of conditions in Northern 

Korea prior to making recommendations on the reparations 

program for that area. The USSR authorities have granted 

him permission to remain there for only five days. Due 

to the urgent necessity for making a thorough study of 

the industrial program and reparation removals from 

Northern Korea, Embassy Moscow is asking the Soviet Foreign 

Office to allow the Ambassador and his party to remain in 

this area for 15 to 30 days. 


* *« * 
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TWA ES CLAUSE IN ITALIAN AIR TWA has presented 
CALLING FOR EXCLUSIVE RIGHTS a letter to the 

| | Italian Air Minister 

Saying. thet, because of US Government refusal to support 

an exclusive contract between TWA and the local Italian aire 

line, TWA requests the elimination of the terms setting 

forth the privilege situation. (See Page 6, May 13 issue of | 


Current Economic Developmenis.) 
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SOVIETS AND NORWEGIANS HAVE BREN Embassy Oslo has been in- 
NEGOTIATING CONCERNING AVIATION formed by the Norwegian 











Minister of Foreign Affairs 
that the Soviets have offered. to permit Norwegian planes to 
establish a regular service between Norway and the Soviet Union 
as far as Memel, from which point Soviet planes would operate 
service to Moscow. The offer included a condition whereby the 
Soviets would be permitted to fly through Norway "on special . 
occasions", The Norwegians agreed provided Norwegian planes 


could go through other points in the USSR “on special occasions". 


Norway would like to institute a weekly service of at least 
one and possibly two flights a week in each direction. . 


Embassy Moscow subsequently informed the Department that 
the Soviets have no desire at present to open a regular Soviet 
airline to Moscow but they are definitely interested in ob- 
taining landing rights in Norway. Negotiations have been 
temporarily suspended vending the return of the Norwegian dele- 
gation to consult with the Norwegian Government. The Norwegians 
have been insisting upon a line into Moscow with reciprocal 
rignts to Soviets to establish a line into Oslo. Embassy 
Moscow indicates that one of the reasons for the Soviet pro- 
posal may be the difficulty that the Soviets foresee in ob- 
taining passage rights over Sweden for Soviet planes. The 
Norwegians and the Swedes have already concluded an air transit 
agreement but the Soviet negotiators are reluctant to discuss 
the transit problem of the USSR vis-&-vis Sweden, 


The Soviets requested the Norwegians to keep details of 
the negotiations and terms of the final agreement secret, but 
the Norwegians have taken the position that as a signatory of 
an interim agreement on civil aviation they must register the 
agreement with PICAO,. It is believed that the Soviets plan to 
make Warsaw their principal terminal point for international 
air transport coming to Moscow. 


x * * 


BRITISH ARE INFORMED OF US POLICY The Department has advised 
ON EXPORT OF AIRCRAFT TO ARGENTINA Embassy Bicnos Aires that 
it may inform the British 
that the US is denying export to Argentina of arms, munitions, 
implements of war or other goods particularly adapted for war 
uses and is authorizing export of goods of essentially civilian 
character although capable of military use. Each aircraft to 
be exported is handled on an ad hoc basis. Licenses are being 
granted for certain commercial 1 aircraft as well as trainer air- 
craft to satisfy Argentine purchasers, including Argentine 
military. No licenses will be granted for tactical or advance 
trainer aircraft. The Embassy is to inform the British that 
we expect them to follow the same policy in accordance with 
their aide memoire of April 23. 


* * * 
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PICAO ASSEMBLY CONVENES The first meeting since its founding 

_ MAY 2] IN NONTREAL at Chicago in 1944 of the PICAO 

assembly (Provisional International 

Civil Aviation Organization) opens May 21 in Montreal. The 
assembly: will revicw the work of the Interim Council, established 
last Augtst, and will consider the international technical and ~ 
operational standards recommended by the Committees on Air 
Nevigation and Air Transport and the standards recommended at 
the two regional conferences held this spring at Dublin and 
Paris. Another item on the agenda will be consideration of 
filling the vacancy on the 2l-nation Council created by the 
fact that the Soviets have not yet signified intention to 
participate. The assembly will also consider the locale for 
a permanent seat for the Organization, 


Invitations to send delegates to the assembly meeting 
went to the forty-four member nations. Italy was invited to 
attend as an observer. 


The Provisional Organization will become permanent when 
twenty-six nations have adopted the International Civil 
Aviation Convention drafted at Chicago, It has been ratified 
by eight nations at the present time, 





UNION OF SOUTH AFRICA IS WILLING TO The Union of South 
DISCUSS BILATERAL AVIATION AGREEMENT Africa has indicated 
that it is willing to 
discuss the negotiation of a bilateral civil aviation agree- 
ment with the US on the general lines of the Bermuda Agree- 
ment concluded between the US and the UK in February, 1946, 
with possible proposals which the Union Government may deem 
necessary to meet particular situations concerning the Union 
of South Africa. 








* * * 
OCCUPATION AUTHORITIES PREVENT HUNGARIANS Hungary has 








FROM GRANTING US REQUEST FOR AVIATION RIGHTS found it im- 
possible to 
accede to the US request for aviation transit and landing 
rights as requested in the US note of April 25 because of 
inability to obtain the consent of the occupation power. 
While the Hungarian Cabinet approved without opposition 
acceding in principle, the .CC Soviet element referred the 
Hungarians to the Occupation Army Command as the appropriate 
agency for exercising competence in this matter. The 
Fungarian Prime Minister reported that after two days' con- 
versation with the latter, the Soviets vetoed the proposal 
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on the ground that under the armistice the Soviet army alone 
has control of air fields and air space in Hungary and that 
it does not agree to the Hungarian Government making any dis- 
position of them, even in principle. The Prime Minister. 
stated that if the question could be handled on a diplomatic 
level he would make an issue of it, but that when it was re- 
ferred to the occupation authorities, the Hungarian Govern- 
ment was powerless. He expressed deep regret that circum- 
stances beyond his control prevented compliance with our re- 
ouest, which he thought would benefit Hungary, and said he 
hoped the United States would understand. 


We have requested that. the Soviet veto be formally com- 
municated by the Hungarians in reply to our note, 








a eteee ae 


DECLASSIFIED FOR PUBLICATION IN FOREIGN __ 
RELATIONS OF THE UNITED STATES | 











Current ISQUE NO. 49 


| Economicfilt 


Developments 





prepared weekly for the information of the 
Foreign Service of the United States 


under the auspices of the Information Service Committee 





SECRET 











DEPARTMENT OF STATE, WASHINGTON, D.C. 








—_—— oe 


DECLASSIFIED FOR PUBLICATION IN FORE!GN 
RELATIONS OF THE UNITED STATES 


—_————e ee 
a le he ed ee “~ 


$e@ security regulations herein 


Pay 2 oe* 








This weekly publication is designed 4 
to highlight developments in the economics | 
divisions of the Department of State, and 

to indicate the economic problems which s 4 
are currently receiving attention in the 

Department. It is suggested that copies 

be retained on file, as reference will 

sometimes be made to previously reported 

items to avoid repetition. 
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DOCUMENT SECURITY INSTRUCTIONS 


This document should be treated in accordance with 
current instructions regarding security measures for 
SECRET material. Extreme care should be exercised to 
avoid public or private discussion of the information 
herein with or in the presence or hearing of any person 
not authorized to have knowledge thereof. For general 
purpoees al) classified Foreign Service Officers and 
other responsible economic officers are authorized to ’ 
have knowledge of the contents of this document, 
responsibility for the safekeeping of which will be 
assumed by each recipient thereof. It may be retained 
in protected files or, at the discretion of the recipient, 
destroyed by burning. If not personally disposed of by 
the recipient, he will aseure himeelf that it ie burned 
in the manner prescribed for SECRET material. 
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UGGR REPLIES TO US NOTE ON PROPOSED The USSR has replied 
SCHEDULE FOR ECONOMIC DISCUSSIONS to our note of April 18 
in which we proposed a 
schedule for economic discussions, The note states that the 
Soviets are ready to start negotiations on the amount and con- 
ditions of a long term Governmental credit; the conclusion of 
a treaty of friendship, commerce and navigation between the 
US and the USSR; and methods for giving effect to the terms 
of Article VII of the Soviet Master Lend-Lease Agreement of 
June 11, 1942, such as are suggested in the US Government's 
"Proposals For Expansion of ‘Jorld Trade and Erployment." 





With regard to the other economic questions mentioned in 
our note, although the Soviets see no direct relation between 
these questions and those mentioned above, they are prepared 
to exchange infcrmal opinions during the negotiations. 


They are also prepared to enter into negotiations on 
civil aviation questions and navigation on rivers of inter- 
national concern, and suggest that a date for these ques- 
tions can be named during the negotiations which should be 
started during the second half of May. 


PATENT CONFERENCE TO A patent conference to arrange for 
BE HELD IN LONDON the opening up of German patents is 
expected to be held in London in ac- 
cordance with a British suggestion. The conference will aim 
at drafting and approving a multilateral agreement whereby 
all participating governments will pledge themselves to 
opening up to nationals of other participating governments, 
on a reciprocal basis, German-owned patents in their resvec- 
tive countries, 





The following countries are to be invited by the US, UX, 
and France: Australia, Pelgium, Canada, Czechoslovakia, the 
Netherlands and Norway. The other IARA countries are not to 
be invited because of their comparatively minor holdings in 
German patents. It is expected that the conference will open 
on July 15, although informal discussion will probably be held 

, between July 10 and 15 by the three nations issuing the in- 
vitations. To avoid complications which would result if 
German-owned patents in the invited countries were sold vo 
third parties prior to the conference, we are asking the coun- 
tries to be invited to stipulate that current disposition of 
any German-owned patents within their territory is subject to 
final conference decisions. 


* * * 


DECLASSIFIED FOR PUBLICATION IN FOREIGN 
RELATIONS OF THE UNITED STATES 








sue 


DEPARTMENT APPROVES DISPOSITION Departmental approval has 

OF FORMER NAZI-dELD PROPERTY been given to the ultimate 
disposition of property in 

the US zone formerly under the control of convicted war 

criminals and active Nazis including nationalization. The . 
USSR has been contemplating nationalizing such property in . 
the Province of Saxony. To prevent a further break in the 

economic unity of Germany which would result from unilateral 

action on the part of the Soviets, the Department has recom- 

mended that the question of expropriation and disposition of 
property be presented by the US to the ACA* for cuadripartite 
consideration. 





Three categories of persons would be affected by any 
such program--convicted war criminals and those classified 
as either major offenders or offenders and recognized as 
such by some juridical body. The program to be presented 
to the ACA will emphasize our basic objectives, namely: 
that the property so confiscated should be used to carry out 
a program of internal restitution and rehabilitation of indi- 
viduals and institutions despoiled or damaged by the Nazi 
regime; where appropriate the property should be used to 
carry out the reparation removals. and external restitution 
programs; such property should be used to restore the German 
economy to the agreed level, and; to promote the decentrali- 
zation of the German economy and the sound deveiopment of 
municipalities, Laender ind other political sub-divisions 
or public agencies. 


In the first instance the property would be turned 
over to the ACA with the stipulation that the ACA would, in 
turn, hand it over to the appropriate zone commanders for 
disposition. During a limited period in which claims should 
be settled, the property would be held in trust by German 
authorities in the political subedivisions. During this 
period the Military Government authorities would direct the 
settlement of claims and meke any other disposition desired. 
At the end of such an interim period, full legal title to all 
remaining property would be vested in municipalities, Leender 
and other political sub-divisions or public agencies for tneir 
own use, operation or other disposition as may be decided by 
democratically elected German legislative bodies. 


While the Department is primerily interested in obtain- 
ing cuadripartite adoption of such a program, we have in-. 
structed Murphy to institute such procedures in the US zone 
if quadripartite agreement cannot be reached, 


*Allied Control Authority, formerly referred to as the 
Allied Control Council. 
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US AND UK "TILL MAKE JOINT APPROACH TO USSR The UK and US 
ON PRELIMINARY TELECOM/UNICATIONS CONFERENCE have agreed 

to a joint 
approach to Moscow inquiring whether the Soviet Government 
still plans to hold a preliminary five-power conference on 
telecommunications in Moscow and, if so, at what date. hen 
making plans for e& world-wide telecommunications conference. 
to be convened possibly in July or August of this year, 
British and US authorities informally suggested the desira- 
bility of preparatory informal conversations in March in 
which the USSR, UK, US, China and France would take part. 
(See page 17, February 4 issue of Current Economic Develop- 
ments.) The USSR indicated general agreement with this pro- 
posal suggesting that the preliminary talks be held in 
Moscow and agreeing that the world conference should take 
place in “’ashington, 








Meanwhile the Interdepartmental Telecommunications 
Group reached tentative conclusions concerning the Moscow 
conference: that the conference should be confined to the 
governmental level, that the meetings reacn as specific 
understandings as possible, and that the US group would be 
ready to confer late in March. A tentative agenda was pro- 
posed which included: (1) time and place of the world con- 
ference; (2) questions of interim registration of frequencies 
prior to the entering into force of a new Telecommunications 
Convention and Regulations; and (3) consideration of basic 
issues in the revision of the Convention and Regulations, 
principally the General Radio Regulations. 





Unofficial word to Embassy “oscow in late March indicated 
that the Soviet Government contempleted calling the preliminary 
conference late in April. However, no official word has come 
from the USSR regarding the conference since their initial ac- 
ceptance of our general proposels for a world conference and 
their proposal that the preliminary talks be held in Moscow, 
The US belicves it desirable to begin the preparatory work 
of the world conference, which we now feel should be scheduled 
either this fall or next spring. ‘ith this in mind, we recom- 
mended to the UK representation to the Soviets at a high 
governmental level urging a decision on whether or not the 
USSR still planned to call the conference, 








US_ AND UK VIEWS DIFFER ON LOW TELEGRAPH In April the Depart- 
RATES FROM US TO NON-BRITISH POINTS ment received a 
letter from FCC 
expressing the desire of RCA to introduce new World telegraph 
rates (30 cents to certain non-British Commonvealth points). 
These rates were established on May 1 although on April 30 


the British Embassy in “eshington submitted a memorandum of 








protest 
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protest on the grounds that rate reductions run counter to 
the Bermuda telecommunications agreement. The British 
Foreign Office particularly objected to the “unilateral 
action" undertaken by the US. The UK pointed out that it 
was understood at Bermuda that any ceiling rate agreed to 

by the Conference for US-British Commonweclth nations would re 
eventually be offered to other countries on the same condi- 
tion. The British also understood that the 3C cent ceiling 
rate for traffic to foreign countries was to be conditional 
upon acceptance by the other parties to the maximum terminal 
rates and 66-2/3 co-efficient. 


The Department received «= letter from the FCC on May 21 
replying to the various statements from the British authori- 
ties. The Commission hed refused to suspend the effective 
date of the schedules filed by the US carriers establishing 
the outbound rates to the various non-British countries 
throughout the world, The letter justifies FCC's position 
as follows: the Commission does not believe that the 
Bermuda agreement reouires new outbound rates from the US 
to non-British points to be conditional upon the application 
of all other aspects of the Bermuda rate. pattern, The US 
interpretetion is that whenever a reduction of rates is pos- 
sible the Bermude rate pattern should be negotiated promptly. 
The Commission believes that the adoption of dollar sterling 
and the establishment of caual rates in both directions and 
similar matters are further objectives of the agreement, not 
limitations on the extension of lower rates to other coun- 
tries. The FCC does not interpret the Bermuda agreement 
as requiring joint action on such matters as rates between 
US and non-British points. Since there wes no assurance 
aes to when British authorities would be prepared to establish 
the rates provided by the agreement, end inasmuch as the 
Commission had no grounds to question the lawfulness of the 
rates filed to non-British points, it was thought improper 
to suspend the rates. The Commission hes asked the Depert- 
ment to convey its views to the eppropriate British 


euthorities, 

* ok , 
SWISS SAFEHAVEN NEGOTIATIONS CONCLUDED; On May 26, final . 
NEGOTIATIONS WITH SWEDEN SCHEDULED agreement was , 





reached between 


the US, UK, and France also representing the IARA netions, ~ 
end Switzerland, also representing Licchtenstein, on the 
disposition on German assets and looted gold located in 
Switzerland. The most disputed point in the negotiations 
(Page 11, May 6 issue of Current Economic Developments) was 
settled by the Allies accepting the Swiss offer of 150,140,000 
of gold instead of our previous demend for 70,000,000, as 
final settlement of th: cleims of the IARA nations and their 
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central banks for restitution of monetary gold from Switzer- 
lend. The "accord" alSo gives the Allics one half of the 
German assets located in Switzerland, estimated at about 

" ©7005 000,000. 


Through a Swiss agency ieteen in close collaboration 
with a Joint Commission, Switzerland will undertake the 
marshalling and liquidation of German asséts located within 
her’ territory and that of Liechtenstein. The. half of the 
proceeds so realized and turned over to the Allies will be 
distributed in conformity with the Paris Reparations Agree- 
nent through the IARA and will be used in aiding the re- 
habilitation of those countries, 


The agreement will come into effect when it is passed 
by the Swiss Federal Council which will probably. be in early 
June. At trot time, the Proclaimed and Statutory Lists of 
Swiss nationals will be elirinated and Swiss funds in Allied 
countries will be unblocked 


Swedish resotistiong f Arranged Mr. Seymour Rubin, Deputy 
Director of the Office of Economic Scevrit’ Policy has been 
appointed by Secretary Byrnes as the "S representative to 
the forthcoming Allied-Swedish negotiations, Supreme Court 
Justice Emil Sandstroem will represent Sweden; F.W. McCombe 
of the British Embassy, Washington, the UK; and Paul 
Chargueraud of the Frenen Foreign Office, the French, 


Representatives of the three Allies in Stockholm have 

already presented to the Swedish Foreign Office formal notes 

. maintaining the authority of the ACA to assume title to all 
German assets, During the negotiations the Swedes will 
probably insist on a complete and fvll demonstration of the 
basis in international law for recognition of ACC Law No. 5, 
which vests in the Allied Control Authority title to ail 
German assets, 


Swedish pre-war claims against Germany are estimated 
; between a low of $192,000,000 and a high of $255,500,000 set 
, off by only $85,700, 000 Gernan Claims against Sweden at the 
end of the war. Sweden has been insisting that any substantial 
withdrawal of German assets fror the Swedish econoriy will 
. seriously endanger her economic stability, 
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FAO COMMITTEE RECOMMENDS TEMPORARY As this issue goes 
INTERNATIONAL EMERGENCY FCOD COUNCIL to press, a draft 

: report of the Special 
Meeting on Urgent Food Problems called by the Food and Agri- 
culture Organization in Washington is before a plenary ses- 
sion for approval. Of particular interest are the recom- 
mendations of Committee III, appointed to consider existing 
temporary machinery in the field of food and agriculture with 
a view to making recommendations on any extension, modification, 
and coordination needed. Recognizing that the future of UNRRA 
is a question for the UNRRA Council to determine, the Committee 
recommended to the full conference that FAO and UNRRA should 
maintain close cooperation and coordinate their work in agri- 
cultural rehabilitation in order to effect a smooth transi- 
tion from the short-term program to the long-term objectives 
of FLO, 





Emergency Food Council Proposed A temporary International 
Emergency Food Council has been proposed by the Committee 
which would in effect be an expanded version of the Combined 
Food Board. According to the proposal, which was developed 
from suggestions submitted by the US, UK and Canada, the 
Council would consist of all governments represented on the 
CFB commodity committees. These committees may be expanded 
by the Council to ensure that the membership of each committee 
includes those countries having an important interest in the 
international trade of the commodity in question. A Central 
Committee, whose membership should be determined by the Coun- 
cil, would be the operating and policy-making unit. A 
Secretary-General to be nominated by FAO and a secretariat 
drawn from the staff of FAO are also called for. The functions 
of the Council, which it is proposed will continue during the 
shortage of basic foodstuffs, would be to consider and make 
recommendations to member governments on ouestions of food sup- 
ply and distribution, in narticular on the international dis- 
tribution of food, feedingstuffs and fertilizers in short sup- 
ply. The Council would also work in collaboration with others 
of the United Nations and witn other international bodies to 
secure the most effective use of food resources during the 
present emergency. The Council would work closely with FAO 
and UNRRA and the latter two organizations would be entitled 
to send representatives to participate in all meetings of 
the Council end its Central and Commodity Committees. 





Longer-Term Agency To Be Considered The Committee, 
while recognizing the need for providing longer-term machinery, 
decided that it was beyond the competence of this meeting to 
consider any such plan in detail. The Director-General of FAO 
is examining the need for establishing a longer-term organi- 
zation and the Committee asks him to present his findings 
at the next FAO meeting and to the United Nations. 





Periodic Appraisals of Food Situation Recommended Com- 
mittee I on Jorld Food Appraisal approved in general the 
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conclusions reached in a report prepared previous to the 
Conference by a technical group which indicates a gap of not 
less than 10 million tons of food between supplies and require- 
ments. Noting that the forecasts of food supplies assumed 
: "reasonably favorable" weather conditions until the 1946 
harvest, the Committec stated that the situation might turn 
out to be worse than the report indicated. The Committee . 
recommends to the Conference that the Director-General es-~ 
tablish an international food, agriculture and fisheries 
intelligence service which would prepare such appraisals and 
keep the situation under continuous review. This service 
should publish its first appraisal of the situation in 
September when the size of the 1946 harvest will be approxi- 
mately known, subsequent appraisals to be made quarterly, at 
least as long as the world food situation remains serious. 


Means of Conserving and =xpanding Supplies Proposed 
Committee II on Conservation and “xpansion of Supplies has 
divided its recommendations into three groups: (a) those con- 
cerned with utilizing the 1946 harvest supplies in such a way 
as to avoid repetition during 1947 of the shorteges and famine 
which occurred in 19463; (b) measures which can be adopted to 
make the 1947 hervest as large as possible; and (c) principles 
to be adopted in procurement, collection, allocation and dis- 
tribution of foodstuffs in short supply. ‘With regard to (a), 
the Committee recommends that economies be effected through 
such measures as increasing the extraction rate for flour, 
diluting wheat by other grains and by potatoes, rationing 
bread, controlling domestic distribution of flour, etc.. 

The most important measure to this end they consider to be 
the curtailment of the use of wheat and other grains for 
feeding animals. To increase the 1947 hervest the Committee 
points out that fertilizers, seeds and equipment are urgently 
needed. Also producers need reassurence thet special efforts 
made now to increase output will not be to their detriment 
in years to come when the possibility of surpluses may become 
a danger, 


| UNRESTRICTED 








JAPANESE ECONOMIC STABILIZATION & Japanese Government 

BOARD AND COUNCIL ARE ESTABLISHED - Econoriic Stabilization 

‘ Board has been established 
to exist for one year. The Board will be on a cabinet level 

: and have responsibility for the economic policies which are 
necessary to stabilize ‘the economy of the country. It will 
coordinate the economic plans of the various ministries and 
give SCAP a single agency with which to deal on matters of 
economic interest to the various ministries. The Premier 
will be the President of the Board and its Director General 
will hold the rank of Minister of State. Five divisions are 
contemplated to handle general affairs, allocations, pri- 
orities, rationing, labor and price policies, 
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An Economic Stabilization Council has also been es- 
tablished composed of the Premier as Cheirman and the © 
Ministers of the Government Departments primarily con- 
cerned with economic matters as members. The Council, to 
which SCAP hes registered no objection, wil] decide on 
basic policies and give public representation to the 
economic policies established by the Board, 


US AND UK TO "LOAN" FRANCE During the Ccuncil of Foreign 
ADDITIONAL COAL FOR JUNE Ministers meeting in Paris, 
Secretary Byrnes discussed 

the French Saar coal problem with Bevin and Bidjault as 

well as with General Clay. At that time it was egresd 

that the French proposal of increasing Saar production with 
any increment over January production gcing to France should 
not be considered because it might esteblish 2 dangerous 
precedent and would be inconsistent with quadripartite con- 
trol. However, realizing the necessity for increasing coal 
ehipments to France, it was agreed that every cffort should 
be made to raise French June allocations to renlece the 
coal formerly shipped from the US, Generrls Clzy and 
Robertson have now reeched tentative agreement to make 
160,00C tons of coal available to France from 1S and UK June ° 
@llocations, This woul”? be on a loan basis t-> be repaid 

when future production permits. The US contribution would 

amount to 60,000 tons and would be teken fron reserve /rnmy 

stocks in Germany. UK governmental approval of.tnis pro- 

gram must be obtained before it is mut irto effect. Further 
increases up to a total of one-half million tons for June 

are also under consiceration through Giversion cf eral 

stocks in the US and UK. 








* * * 


INCREASED EXPORTS OF LUMBER FROM Study is being given to | 
US_ OCCUPATION ZONES UNDER STUDY the lumber export potential | 
of the US zones in Germany “| 
and Austria for the second half of 1946 anc 1947. In view of 
the world wide lumber shortage, US agencies are particularly 
anxious to minimize US exports and to maximize German and 
Austrian contributions to the srries of occupation and to 
the civilian needs of “estern European countries, If produc- 
tion bottlenecks arise in Austria, consideration will be given 
to the use of part of the existing FLC eredit of £10 million to 
purchase surplus equipment, use of part of the eventual Eximbank 
loan, and provision of machinery and supplies by US agencies. 
Current lumber exports have been sold te. the UK and will pro- 
bably be allocated through the EECE. Since this is likely to 
confirm the export-import position of the EECE, with respect 
to German exports, both State and Yar would prefcr that export- 
import representatives be assigned to the Berlin staffs of 
the #.llied Missions, | . 
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NUCLEAR COMMISSIONS :} REPORTS The second session of the 
TO BCONOVIC an SOCIaT OUNCIL Economic and Social Coun- 
cil opened in New York 

May 25. Reports of the nuclear commissions will be considered 
as well as the report of the Technical Freperatory Committee 
for the Health Conference. Terms of reference and composition 
of the Fiscal Commission, the Demographic Commission, and the 
Co-ordination Commission will be discussed, as was decided 

at the last session. (See Current Economic Developments, 
Issue 37, March 4, 1946). Other items on the temporary agenda 
include the question of the assumption by UN of the functions 
and powers connected with public loans iscued with the assistance 
of the League of Nations; consideration of arrangements for 
conferring with representatives of the Security Council and 

of the Trusteeship Council concerning methods of cooperation 
with these bodies; the report of the Committee on Rules of 
Procedure; report of the Committee on Negotiations with 
Specialized Agencies; report of the Special Committee on 
Refugees and Displaced Persons; and consideration of the 
Belgian proposal concerning the League of Red Cross Societies. 




















Time Table For Trade and Employment Conference It will 
be announced at an carly meeting of ECOSOC that the prepara- 
tory committee for the trade and employment conference will 
hold its first meeting in London on October 15. Presumably 
the trade agreement negotiations and a second session of the 
preparatory committee will be held early next year. There is 
still no agreement between the US and UK as to whether a 
drafting committee should meet between the two sessions of the 
preparatory committee, 








Nuclear Commissions The five nuclear commissions sub- 
mitted reports to ECOSOC for consideratior. These make 
recommendations on the tasks of the commissions, their 
organization, as well as some recommendations on specific 
problems. One of the points which met with a difference of 
opinion in the sessions of most of the commissions was 
whether or not the members of the permamert cormissions 
should be zovernmental representatives. Some commissions 
recommended that members should be governmental representa- 
tives, others that they should be technical experts, and in 
one case a mixed commission was recommen . 





Summaries of the veperee of the nuclear commissions 
follow: 


Economic and Employment Commission 








In its report to ECOSOC the nuclear Economic and Employ- 
ment Commission recommends revision of its terms of reference 
as follows: The Commission shall act as the permanent advisory 
body to ECOSOC on economic questions, particularly: (a) the 
prevention of wide fluctuations in economic activity and the 
promotion of full employment by the coordination of national 


full 
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full employment policies and by international action; (b) 
problems of reconstruction of devastated areas and other 
urgent problems arising from the war, with due regard to 

the need for meeting short-term situations most consistently 
with the requirements of long-term policy; and (c) problems 
of economic development ir less developed areas and of 
economic expansion in general, 


Three Subcommissions To Be Formed The Commission may 
establish subcommissions on (a) sconomic Stability, to 
study full employment policies and fluctuations in economic 
activity, to analyze the causes of fluctuations, and to ad- 
vise in consultation with other subcommissions on the most 
appropriate method of promoting full employment and economic 
stability; (b) Balances of Payments, to advise in consulta- 
tion with the subcommission on Economic Stability on balance 
of payments problems, particulerly those requiring concerted 
action by governments or more than one specialized agency; 
end (c) Economic Development, to advise the Commission on 
the long-term development of production and consumption 
throughout the world, especially cn methods of increasing 
production, productivity and levels of consumption particu- 
larly in less-developed regions, and the effects of in- 
dustrialization and technological chenge on world economic 
conditions and the adjustments required. In addition, as 
provided in the resolution establishing the Economic and 
Employment Commission, the nuclear commission considered the 
advisability of a temporary subcommission on the Economic Re- 
construction of Devastated Areas, It recommended that such a 
subcommission be esteblished to advise the Commission on the - 
nature and scope of theeconomic reconstruction of those coun- 
tries which face great and urgent tasks in this field, 
whether by reason of occupation or physical devastation, the 
progress of reconstruction and the measures of international 
cooperation by which reconstruction in those countries might 
be facilitated, bearing in mind its influence on economic 
stability, full employment and the establishment of an inte- 
grated world economic system. 








In the case of the first three subcommissions named 
ebove, the Economic and Employment Commission is authorized 
to appoint not more than three persons other than Commission 
members without the approval of the Council. In the case of 
the subcommission on DevastatedArees, the nuclear commission 
proposes that all members of the subcommission who ere not P 
members of the Economic and Employment Commission be ap= 
pointed by ECOSOC. Three members of the Commission would be ap- 
pointed to this subcommission. Since it is important to avoid 
delay in the work of the subcommission, and since the Economic 
and Employment Commission may not have an opportunity to meet by : 
the time a preliminary report of the subcommission is available, 
it is recommended that this report be submitted to ECOSOC not 
later than September 3, - 


Allocation of Short-Supply Items To Be Considered Other 


problems mentioned as requiring immediate attention are those 
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concerned with the control and allocation of materials in 
short supply until reconstruction and rehabilitation have 
reached a stage where the free flow of such goods in world 

) trade on the sole basis of world price will not lead to in- 
flationary prices or seriously interfere with the return to 
economic stability. Another immediate problem is that of 
providing an agency to carry on many of UNRRA's functions in 
the field of food and rehabilitation, which will be essential 
during at least a large part of 1947, 


Information Services Proposed The report also makes 
recommendations on the type of information services that will 
be needed in order to carry out the work of the Commission, 
It is suggested that formal authorization be given to initiate 
work ons business cycle analysis, public finance, money and 
banking, production and prices, international trade in raw 
materials and foodstuffs, world trade, balances of payments, 
national incomes, and world resources, To this end it is 
suggested that the United Nations should appoint officials 
‘to act as "economic liaison officers" or "economic attaches" 
in the more important capitals of the world who would assist 
in the collection of statistical data and information. 





Commission To Have Fifteen Members As tc composition 
of tne full commission, the nuclear group recommends that 
it consist of fifteen members. Every three years ECOSOC, it 
is suggested, should designate ten countries from which ten 
of the Commissionsmembers shall be selected. Each country 
will submit the names of two of its own nationals and the 
Council will appoint one of them. They should be familiar 
with the policies of their respective governments. The re- 
maining five will be selected by the Council from a panel 
submitted by the Commission, subject to approval of their 
governments, These should be persons of distinction in 
economic life or science. In addition, it is suggested that 
ECOSOC name ten to fifteen corresponding m:mbers from coun- 
tries other than those represented by regular members of the 
Commission. They will be kept informed of the work of the 
Commission, may submit memoranda, and will be ready to assist 
the Commission in its studies or inquiries. Tne Commission is 

. to hold three ordinary sessions each year prior to the ordinary 
| sessions of ECOSOC and may decide at its own discretion to hold 

additional sessions. On appropriate occasions representatives 
of specialized agencies may attend meetings of the Commission 
and participate in the discussions. 





Temporary Transport and Communications Commission 








It was recommended that three new members should be added 
to the nuclear group to form a Temporary Commission consisting 
of twelve members, These should be appointed by ECOSOC, after 
consultation with or on nomination by governments as to candi- 
dates who are nationals of their respective countries, to act 
as individual experts not bound by governmental instruction, 
The three new members should consist as far as possible of a 
postal expert, a legal expert, and a statistician. A 
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A Permanent Transport and Communications Commission was 
recommended to advise the Council, but it was agreed that 
such a commission would in no sense be "over" the specialized 
agencies, which will report directly to ECOSOC. It was further 
agreed that there should be only exceptional subcommittees to 
deal with matters not already covered by specialized agencies, 
Te Commission, advisory in character, should assist ECOSOC 
in tasks concerned with transport and communications, com- 
menting on the work of specialized egencies when requested 
by ECOSOC and advising on fields where no permanent inter- 
national organization yet exists and on problems concerning 
more than one sphere of transport and communications. It as 
should also act as a conciliation body in cases of disputes 
between states end/or specialized agencies on problems in 
this field, !'2:ting three times a year, the Commission should 


= 


have a permanent Secretariat. 


World-Yide Agencies Proposed in Four Fields The nuclear 
commission belicves tnat there should be a permanent world- 
wide agency in each of the following fields--postal, telecom- 
munications, aviation and shipping. In working toward the 
development of such agencies, as much use as possible should 
be made of existing bodies, In three fields there are existe 
ing world inter-governmental organizations which, with some 
possible revision, appear suitable for relationship to ECOSCC; 
the Universal Postal Union, the International Civil Aviation 
Organization (which will supersede PICAO), and the International 
Telecommunications Union. In the shipping ficld there has 
been little inter-governmental organization. 








It was recommended, therefore, (1) that negotiations 
begin immediately with the Provisionel International Civil 
Aviation Organization to bring it into relation, as a 
specialized agency, with ECOSOC; (2) that the Ul! sponsor con- 
vening of a world conference in the field of telecommunica- 
tions to review the organization of the Internationel Tele- 
communication Union and its Radio Regulations in order to put 
ITU in relationship with UN as e specialized agency, and to 
bring the arrangements for allocation of redio frequencies 
and the body of radio regulations into line with technical 
developments; (3) that ECOSOC bring to the ettention of the 
preliminary five-power conference on telecommunications ex- 
pected to be held in ifoscow the questions which will have to 
be considered in bringing ITU into relation with UN; (4) 
that a meeting of postal experts be convokecd to: prepare a 
draft agreement between UN and the Universal Postal Union 
in regard to the relation of UPU as e specialized agency to 
the UN for submission to the members of UN for approval prior 
to the Congress of the Union which is to be held in 19473 - 
(5). that the UN sponsor the establishment of e world-wide 
inter-governmental shipping organization to deal with -techni- 
cal matters. The United Maritime Consultative Council should 
be requested to consider at its meeting in Amsterdam in June 
the permanent inter-governmental organization needed in the 
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shipping field and to consider whether it could be trans- 
formed into such an organization, reporting to ECOSOC pre- 
-liminarily before its next session. 


Regional Coordination In Inland Transport Recommended 
Inland transport (which includes railways, road transport, 
and inland navigation) presents so many problems of a regional 
nature that the Commission concluded that emphasis should be 
on regional rather than world-wide coordination. dowever, 
it was agreed that it may be desirable to create standing 
world organizations dealing respectively with railways, 
roads and inland waterways. In the absence of such standing 
bodies, world conferences of regional organizations might fe 
employed. It was agreed that the European Central Inlend 
Transport Organization should be a prototype of the regional 
coordinating agency and it was therefore recommended that 
ECITO should be brought immediately into relation with ECOSOC 
on a provisional basis pending its eventual reconstitution as 
@ permanent specialized agency, ECOSOC to request ECITO to con- 
sider the question of its permanent functions as a coordinating 
agency for the different forms of inlzand transport in Europe 
and report to ECOSOC, 


It was also recommended that the Temporary Transport and 
Communications Commission be authorized to make contact with 
non-governmental internationel bodies where such contact is 
desired by both parties; that the UN sponsor early convening 
of a world conference on passports and frontier formalities; 
that the Temporary Commission examine the situation and 
make recommendations on the machinery required for coordination 
of activities in the fields of aviation, shipping, and tele- 
communications in regard to safety at sea and in the air. 


Disposition should be mede to ensure that the activities 
of the League of Nations Organization for Communications and 
Transit are not interrupted, In that regard, specific recom- 
mendations were mede xs to the continuation of various studies 


and publications, 


It was also recommended that cppropriate bodies be advised 
of the need for prompt decisions concerning reparations and 
restitution in the matter of railway rolling stock and materials 
end inland waterway craft as one of the elements in the 
problems arising out of present shortages. 


Members of the UN interested in transport in Central Europe-- 
especially as regards occupied territorics--should be requested 
to accede as far as possible to the requests of the Central 
European States desirous of facilitating traffic between these 
countries and the traffic in transit through occupied ccuntrics. 
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Statistical Commission 
The nuclear Statistice. Commission recommends to ECOSOC 

thet a permanent Commission of not more than —- members 

be established and that the members be appointed on the basis 

of technical competence and professional eminence. The Come 

mission will be given the task of assisting the Council in: 

(a) promoting the development of national statistics and the 

improvement of their comperability; (b) coordination of the 

statistical work of specialized agencies; (c) the develop- 

ment of the central statistical services of the Secretariat; ° 

(d) advising the organs of the United Nations on general 

questions relating to the collection, interpretation and 

dissemination of statistical information; and (e) promoting 

the improvement of statistics and statistical methods 

generally. It is recommended that suitable provision be 

made for coordinating the statisticel activities of the 

United Nations and specialized egencies which are brought 

into relationship with the United Netions. Maximum cooperation 

should be sought in the collection, analysis and dissemination 

of the statistical information, the elimination of ell undesira- 

ble duplication, the most efficient use of technical personnel, 

and combined efforts to secure the greatest possible usefulness 

of statistical information and to minimize the burdens on 

national governments from which the information is collected, 


UN Statistical Unit Recommended Arn adequate, thoroughly 
competent central statistical unit is called for to serve all 
departments and organs of the United Nations. Action also 
should be taken promptly to assure maintenace withovt inter- 

-ruption of the statistical work of the Economic, Financial 

and Transit Department of the League of Nations and of other 
statistical activities carried on uncer the sponsorship of 

the League. Study should be made of the role of the Inter- 
national Statisticai Institute and other such organizations 

and the means by which their activities may be fully utilized 
in fostering the improverent of statistics. Recognition should 
also be given to the role of regional statistical organizations, 
such as the Inter-American Statistical Institute. 


Subcommission Proposed on Statistical Sampling A subcom- 
mission on Statistical Sampling, of not more than nine members, 


is recommended, to be charged with the immediate tasks of: 

(a) drafting recommendations upon its detailed terms of refer- 
ence and composition, and (b) examining the present status of 
the methods of application of statistical sampling in different 
countries and fields of subject matter. , 


Commission on Human Rights 


The nuclear Commission on Human Rights recommends that 
the full Commission draft an internntional bill of rights as 
soon as possible and thet the nuclear Commission proceed with 
the preparations for such a bill. The draft should be circulated 
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among United Nations governments for their suggestions. 
Without waiting for an international bill of rights to be 

. written, the Commission recommends that provisions for 
basic human rights should be included in international 
treaties, particularly peace treaties, and that similar pro- 
visions be accepted by all States, Members of the UN and by 
States seeking admission to UN. It also recommends thet an 
international agency of implementation should be created 
which would be entrusted with the task of watching over the 
general observance of human rights, in order to prevent the 
recurrence of ects as monstrous as those which formed a pre- 
luce to the Second World Yar. Pending the establishment of 
such an agency, the Commission on Human Rights might aid the 
appropriate organs of the UN concerning the promotion and 
observance of human rights and funda-ental freedoms for all 
and to aid the Security Council by pointing to cases where 
violation of human rights committed in one country may con- 
stitute a threat to the peace, 


The Commission considered that the number of subcon- 
missions, for the time being, should be limited, but that 
in addition to the existing Subcommission on the Status of 
Women, a twelve-member Subcommission on Freedom of inter 
mation and of the Press should be estabiished,. 


Full Information Held Vital Agreeing that the fullest 


possible documentation and information concerning the whole 
ficld of human rights is of the utmost importance, the Com- 
mission recommends the compilation of a yearbook containing 
all declarations end bills on humen rights now in force, and 
publication of information on the eectivities of the UN aid its 
organs dealing with this subject, including information on 

the . Nurnberg and Tokyo trials which might be important in 

the field, and developments in the whole field of human rights 
including plens of specialized agencies and organizations. 

In that connection the Commission recommends that ECOSOC sug- 
gest that member nations establish information groups or 

local human rights committees within their countries to trans- 
mit periodical information to the Commission. It is also 
recommended that in order to obtain essential information, the 
organization of regional conferences of experts should be 
taken under consideration. If such conferences prove im- 
practicable before the full Commission is convened, the advice 
of individual experts from different regions should be scught,. 


Recommendations concerning membership for the full Com- 
mission are set forth in detail and incluce, among other 
things, that the Commission should consist of eighteen non- 
governmental representatives, ECOSOC making the selection 
from lists of nominees submitted by all member states with 
due regard to equitable geographic distribution and personal 
qualifications of the nominees, 


Subcommission 
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Subcommission on the Status of ‘Yomen The Subcommission, 
having for its purpose raising the status of women to equality 
with men in all fields of human enterprise, recommends speci- 
fic aims and policies with regard to: political equality; 
equality in civil matters such as marriage, guardianship, 
nationality and property; educational equality; and certain 
provisions concerning social and economic equality, including 
recommendations on health and social insurance legislation. 
The nuclear Commission on Human Rights, having due regard 
for the importance of these policies, nevertheless recommends 
that they be referred to the full Commission on Human Rights 
for study, and that the attention of the governments of all 
Member States should be drawn especially to the suggestion 
concerning education and political rights wherever women are 
not yet in a position to assume their full responsibility. 
The Commission also recovmends initiation of ea complete and 
detailed study of legislation concerning the status of women 
end its practicel application. It recommends that consulta- 
tion should take place with the governments of Member States 
on problems concerning women by women's conferences. 


The Commission concurred in the Subcommission's recome 
mendation that the future composition of the Subcommission 
should be fifteen members, including three from the full Com- 
mission on Human Rights, anc that members should be appointed 
by ECOSOC in their individuel cepacities from among women 
prominent in public affairs, For other questions concerning 
composition of the Subcormmission, the Commission recommends 
ree Similar to thet recommended for the Commission 
itself, 


Temporary Social Comnission 








The Temporary Social Commission recommends the creation 
of a permanent Social Commission consisting of 18 members, 
appointed by ECOSOC. It woulc advise ECOSOC on development 
of genera’ social policy, aid in coordinating ectivities in 
the sociel field, keep informed of the extent to which 
social policy is applied, and consider and advise on practical 
measuges that may be needed. The Coxnission agreec that 
special provision is needed for study and action in the field 
of "social welfare," particularly measures for helping the 
individual and family to make use of or have access to oppor- 
tunities and resources available for his needs; adninistra- 
tion of social assistance; care, protection and service for 
special groups, such as children, the egec and handicapped; 
social services, as part of the application of general social 
policy in special regions such es under-developed areas and 
countries affected directly by the war. This should be done 
within the frene of ECOSOC which could be provided with 
‘staff service and financial assistance through UN. “Whether 

-the permanent Social Commission should itself carry on all — 
these activities, utilizing subcommissions in certain fields, 
or recommend a social welfare comnittec or subsidiary organ 
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of the éssernbly, should reccive early consideration from 
the permanent Social Commission when established. 


Subcomnittee on Children Recommended In any case, the 
Commission recommends the establishment of a Subcommittee on 

Children, and believes other subcommissions may be needed but 
edvises against too elaborate a subcommittee structure at the 
beginning. 





& surcmary of the recommendetions of the Temporary Social 
Commission was not available as this issue goes to press. 
However, previous reports show that consideration was given 
in the meetings of the Commission to coordination of inter- 
national economic and social policy, methods of carrying on 
the work of the League of Nations in the social field, par- 
ticularly in the fields of traffic in women and children, 
child welfare, and treatment of offenders, In connection 
with the latter the Commission believes that the Permanent 
Social Commission should consult with the International Penal 
end Penitentiary Commission. 
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This weekly publication is designed 
to highlight developments in the economic 
divisions of the Department of State, and 
to indicate the economic problems which J 
are currently receiving attention in the 
Department. It is suggested that copies : 
be retained on file, as reference will 
sometimes be made to previously reported 
items to avoid repetition. 





DOCUMENT SECURITY INSTRUCTIONS 


This document should be treated in accordance with 
current instructions regarding security measures for 
SECRET material. Extreme care should be exercised to 
avoid putlic or private discussion of the information 
herein with or in the preeence or hearing of any person 
not authorized to have knowledge thereof. For general 
purnoees al) classified Foreign Service Officers and 
other responsible economic officers are authorized to 
have knowledge of the contents of this document, 
responsibility for the safekeeping of which will be 
assumed by each recipient thereof. It may be retained 
in protected files or, at the discretion of the recipient, 
destroyed by burning. If not personally disposed of by 
the recipient, he will assure himeelf that it ie burned 
in the manner prescribed for SECRET material. < 
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SOVIETS REFUSE TO APPROVE US PROPOSAL TO in a result of 
INVESTIGATE DISARMAMENT IN GERMANY Soviet charges 
during the Paris 

meeting of the Council of Foreign Ministers that the western 
powers were not serious in carrying out the disarmament of 
their zones in Germany, General Clay, at the request of. 
Secretary Byrnes, introduced a resolution within the Coordi- 
nating Committee for the appointment ef a special commission 
to investigate the progress of disarmament and demilitarization 
in all four zones of. occupation. Agreement was reached on the 
appointment of such a commission with the commission preparing 

_ its own ferms of reference subject to the approval of the 

_ Coordinating Committee. Since we have received a number of 
* seeret: reports on the continued manufacture within the Soviet 
zone of implements of war and related articles we strongly 
favor such an investigation, Some of these reports have 
specifically mentioned the continued production in the Soviet 
zone of jet propelled planes and high explosives. The western 
powers are principally concerned with the present utilization 
of plants designed for war production rather than the question 
‘thether complete disarmament has taken Place among the former 
members of the German army. 





- The Soviets, however, refused to agree to a commission 
which: had among its functions the investigation of production 
in former war.plants, insisting that the sole function of 
the commission should be the. investigation - -of the disarmament 
and disbanding of the armed forces. There was also a dif- 
ference of opinion between the IK, Frenchy and Soviet. members 
>on: the: physical organization of the proposed commission, the 
-- UK -and France recommending. simultaneous ‘examination of all ? 
zones by specialized teams, covering érmy, Navy, Air Force 
and general economic operations, On the other hand, the 
Soviets support.a plan for specialized sub-éommissions, eX- 
cept on economic questions, to.visit the zones in succession. 
Soviet opposition. to an economic sub-commission is based on 
their insistence ‘that no economic disarmament has been carried 
out in the western zones and, therefore, such an investigation 
would be fruitless, They maintain the most efficient means 
of carrying out economic disarmament is to continue reparation 
removals, General Clay refused to accede to the Soviet stand. 
~ Dratvin, the Soviet member of the Coordinating Committee, 
“suggested that the entire question be. put before the Control 


ot Bohiet even as to the wording of a. press release -‘ating that 


‘agreement could not reached, . However’, Flay ddes not feel 
that any constructive measures. wtil ‘be gasacs. ad such action. 


ane — 
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WAR SETTLEMENT AND COMMERCIAL POLICY The US-French economic 
AGREEMENTS WITH negotiations were con- ‘ 
: cluded on May 28 with 
—_ signing of general agreements by Mi, Leon Blum and Secretary 
yrnes. 


A Memorandum of Understanding relating to war accounts 
comprehended final settlement of lendelease and reciprocal 
aid, the sale to France of US Army and Navy surpluses (in- 
cluding installations) in France and certain French overseas t 
territories, and the settlement of other financial claims | 
arising out cf the conduct of the war. 


The net sum to be paid to the US in settlement of these . 
war accounts is $720 millions, of which $300 millions repre- 
sents surplus property. Payment will be over 35 years, with 
interest at two per cent per annum beginning July 1, 1946 
(first payment July 1, 1947), and equal annual installments 
of principal and interest beginning July 1, 1951. 





Discussions will continue respecting an aciitional credit 
of about £25 millions in connection with the planned purchase 
of up to 75 Liberty ships. 


The settlement takes into account the benefits to each 
country from the contributions of both to the defeat of their 
common enemfés. Surplus property to be purchased by France 
includes American-built air bases at Casablanca and other 
points in French territory. Franee has promised nondiscrimi- 
natory treatment of American nationals in the use of such in- 
stallations, - 


The agreements included settlement of all claims against 
the US concerning operation or loss of French ships under 
American control during the war, including the loss of the 
French liner Normandie. 


As part of her payment to this country under the 
$720 million credit agreement, France agreed to turn over to 
the US on request up to $15 million worth of real property, 
and up to $10 million in francs to be used for acquisition 
or improvement of property or to carry out educational pro- 
grams. Concurrently, an Export-Import Bank loan to France 
of $650 millions was approved. 


In addition to French commitments to support our trade 
policy as contained in-the Proposals (See page 1, May 6 issue . 
of Current Economic Developments), the agreements include an ‘ 
understanding with respect to the showing of US motion 
pictures in France, Effective July 1, a screen quote system 
will be instituted as a temporary protective measure to aid 
the French industry to recover, The quota reserved for French 
films will be four weeks per quarter beginning July 1, until 
reduced to three weeks by the operation of the following 
formula. If in any two-year period ending on June 30, 1948, 
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or on June 30 of any subsequent year, feature films: produced 
in France should obtain total playing time in. Freneh theaters 
of five weeks or.more per quarter the quota shall be reduced 
to three weeks per quarter as of October 1 following the ex- 
piration of such two-year period. The quota will be terminated 
entirely if after the three-week quota has been effective dur- 
ing a two-year period French films have obtained a total play- 
ing time of five weeks per quarter. The French agree not to 
impose restrictions on the importation of US films into France 
and no restrictions other than the screen quota on their show- 
ing, except’ suchas are applied also to French films. 


UNRESTRICTED ° 


DEPARTMENT ENDORSES ESTABLISHMENT The Economic and 
OF A -UN RECONSTRUCTION SUBCOMMISSION Employment Commission 
' “% of UN has.recommended 
the establishment of a Sub-Commission on the Reconstruction 
of Devastated Areas, ‘Ne have endorsed this recommendation on 
the following grounds: The extent end method by whieh the re- 
construction. policies of the ™S, USSR and UK are reconciled 
during the next two years will have an important bearing on 
the development of major power relations. Unless some such 
means can be found to reconcile the three powers' security 
and economic interests which ere closely bound up with recon- 
struction, there is grave danger that the reconstruction 
policies of these powers may degenerate into unilateral conm- 
petition for political adventege in Europe and Asia with con- 
sequent intensification of the present bloc tendency. The 
establishment of the proposed Sub-Comnission would provide an 
essential agency within which reconstruction policies could be 
coordinated and made to serve the purpose of world unity. 
It is believed that the proposed Sub-commission would be a 
forum within which the bargaining power of US economic as- 
sistance could be used to moderate the Soviet drain on 
Bastern ruropean economy and to press for the economic reine 
tegration with Western Europe on which Eastern Europe's 
prosperity depends. | 








Embassy London has been asked to 
reopen witn the British the ques- 
| | tion of a commercial treaty which 
we are anxious to negotiate, unless the Embassy feels this should 
be postponed until after the loan is concluded. ‘We would present, 
if they approve, a draft treaty of friendship, commerce and 
navigation. If the British prefer, the establishment end neavi- 
gation articles could be discussed first pending developments 
in the nuclear negotiations which might affect the draft com- 
mereial articles. Commercial provisions would of. course be 
consistent with the Proposals. 
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SWNCC APPROVES FOUR POWER APPROACH ON SWNCC has approved 
CONSERVATION OF JAP EXTERNAL ASSETS the first step in a 

: program designed to 
mobilize and dispose of Japanese external assets. Since 
the cooperation of the neutrals with respect to the recognition 
of ACC Law No. 5 which vests German external assets has not 
yet been obtained, and since SCAP has expressed doubt as to 
the wisdom of issuing a vesting decree at this time, it was 
thought best to postpone for the time being the issuance of 
a decree vesting Japanese external assets. Instead, SWNCC 
has approved the Department's proposal to make preliminary 
approaches through diplomatic channels. Therefore, SCAP is 
being informed that it is not intended to request him to 
take isolated action unsupported by provisions necessary to 
implement such a decree in areas not under his control. Un- 
til it is known what cffeet Law No. 5 has in vesting German 
external assets, no action will be taken by the occupation 
authorities to vest Japanese external assets. 








Coneurrence of the Chinese, British and Soviet Govern- 
ments is being sought to a joint approach through diplematic 
channels to certain governments in an effort to obtain uni- 
form treatment of Japanese external assets. To that end, and 
in an effort to secure econeerted intereAllied policy, the 
Department has drafted a contemplated joint approach to all 
US diplomatic missions exeept those in the neutral eountries 
and in London, Paris, the Hague, Chungking, Moscow and the 
other fmerican Republies, The proposed appreach has been 
sent to London, Moscow and Chungking where it will be dis- 
cussed with the Foreign Offices of those countries. 


The preposed approach outlines Allicd requests pre- 
viously made to the neutrals to institute freezing of 
Japanese assets in arder to prevent their dissipetion and to 
conserve such assets for eventual disposition by the Allied 
powers. Action taken by the US through the Alien Property 
Custodian to vest property in this eountry of non-resident . 
Japancse natianals is included, as is a statement to the ef- 
fect that the US is proposing te introduce within the FEC 
en agreement on the control and vesting of all Japanese ex- 
ternal assets in neutral and ex-enemy countries. This proe- 
posal would reeommend to the FEC that it have the Committee 
on Reparations draw up formal statements of policy to be 
despatehed on behalf of the FEC to the gevernments eencerned, 
together with such legal documents as may be required to sub- 
stantiate the legal basis of trensfer of title from Japanese 
hends to the representatives of the Allied powers. However, 
since the adoption and implerentation of this policy may take 
considerable time, it is thought advisable to explore the 
feasibility of a four power approach through diplomatic 
channels. The joint approach would go on to say that if the 
governments have not already taken action to identify, 
immobilize and preserve such assets, the four Allied govern- 
ments are now requesting them to freeze, take a census and 
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vest the assets of their non-resident Japanese nationals 

> and those to be repatriated; to conserve the proceeds 
realized from such vesting procedures and, furthermore, to 
establish provisions for the depertation of non-desirable 
Japanese, 


Since the other American Republics have in many in- 
stances already taken action with respect to the control 
of Japanese assets within their jurisdiction, the Depart- 
ment interest in this area is vrimarily concerned with 

: receiving a current report on the action taken by the 
Governments in their attempts to prevent the dissipation 
of Japanese assets, 


The reaction of the British, Chinese or Soviets to the 
US proposal has not as yet been received. 


NEGOTIATIONS CONTINUE ON Lendelease settlements have pro- 
LEND-LEASE SETTLEMENTS gressed to a point where repre- 
sentatives of Belgium, Norway, 

and South Africa are expected in ‘lashington this month to 
conclude agreements. US proposals have been made to New 
Zealand, and Guatemala and general agreement with Australia 
has been reached. As previously reported,. settlements have 
been concluded with the UK, Turkey, India, and France. 


Belgium The Belgiens have been invited to begin dis- 
cussions leading toward an overall final settlement of war 
accounts and ere expected to send representatives to “ashing- 
ton this week. Such discussions would doubtless include the 
status of the October 1945 Agreement. The US position, assum- 
ing that all Plan A obligations would be charged to lend-lease, 
ss that total lend-lease (including Plan £ supplies) and recipro- 

al aid accounts should be belanseed, leaving a difference in US 
faver estimated at $20 to $30 miilion, to be paid by Belgium 
as post V-J Day shipments. Surpvius property would be excluded 
from the general balance but it would be necessary to conclude 
a final bulk surplus sale at the same time as a part of the 
overall agreement in order to settic questions left over from 
the October 1945 Agrecment. Claims would be included in the 
general balance and troop pay accounts excluded, although 
final settlement of the latter may be .concluded at the same 
time. Funds for buildings and cultural >urposes would be 

‘ offset against the sum due from Belgium, 


' Norway It is expected that discussions of lend-lease 
end other war accounts will begin with the Norwegians this 
month. Most of the lend-lease and reverse lend-lease issues 
are claims related to shipping. 


——— ene eee 
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South Africa South African representatives are 
scheduled: to arrive in mid-June to commence discussions ‘ 
of settling all outstanding accounts. The US has not ac- 
cepted a payment offer made recently by the South African 
Government, 





New Zealand The US has offered New Zealand an overall 
final settlement proposal which would cover lend-lease, re- 
verse lend-lease, surplus, and other accounts. This pro- 
posal has been referred to the New Zealand Government for 
decision inasmuch as the representative here was not author- 
ized to accept any proposal except a complete wash. Our pro- - 
posal is for a complete wash of all accounts, including un~- 
settled post V-J Day accounts, except that New Zealand should 
establish a fund in NZ pounds of an amount equal to the agreed 
value of surplus property which they teke and to the established 
disposal values of lend-lease aircraft which they wish to re- 
tain for civilian use. This fund would be used for real estate 
and buildings to the extent of 1.2 million and for eultural 
programs to be agreed upon, The net return to the US under 
this proposal would total between $4 and $4.5 million NZ pounds. 
The reverse lend-lease pipeline is valued at about $4 million 
more than the lend=-lease pipcline,. 


The US also suggested agreement by New Zealand to ex- 
press mutual desire to conclude understandings concerning com- 
mercial policy, aviation aims, etc., but it was made clear 
that the acceptance or rejection of this proposal will not 
affect our overall settlement proposal, since the commercial 
understandings are considered to be a matter of mutual benefit. 


Guatemala The US has proposed to Guatemala the transfer 
of about (1,7 million, cost price, in interim arms program 
surplus materials, in discharge of the qutstanding $1.5 million 
lend-lease obligation, 


Zustralia The terms of the lend-lease settlement agree- 
ment are being worked out and will be signed shortly. As now 
egreed, Australia will pay to the US %20 millicn in US dollars 
within 90 days from the effective date of the agreement; and 
¢7 million to be employed as follows: up to “2 million in real 
property and the balance to establish a fund in Australian 
pounds for educational and cultural programs of mutual benefit. 


Mexico The Mexican imbassador has been informed, in 
response to an informal inquiry, that our established policy 
of collection of lend-lease accounts stands and that there ap- 
pears to be no reason for reconsideration of this position. ° 
In response to an invitation from the Ui} to discuss sale of the 
pipeline, the liexican Embassy has replied informally that they 
ere no longer interested in purchasing the materials, which 
will be disposed of, presumably es surplus, as soon as the 
official reply is received. 


—_ * * 
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FIFTEEN GOVERNMEN COMMENT ON Recently conversations were 
US POLICY ON PURCHASING :‘ISSIONS held with representatives 

of fifteen governments having 
purchasing missions in this country: Australia, Belgium, China, 
France, Greece, India, Italy, Netherlands, New Zealand, Norway, 
Poland, Portugel, Unicn of South Africa, the USSR and UK. 
Officers of the Department explained US volicy toward govern- 
ment purchasing missions as follows: while we recognize that 
government participation in trade during the transition period 
may be. necessary, we favor the use of private channels in inter- 
national trade as most consistent with the principles of liberal 
trade policy. ‘Where prompt conversion of econories, stabiliza- 
tion of prices, and equiteble distribution of available supplies 
make continued government participetion necessery, we feel that 
state trading agencies shculd conduct their trede ir accordance 
with usual commercial considerations. “e therefore desire that 
existing foreign purchasing missions in the US limit their 
operations during the transition period +o the procurement of 
those commodities necessary to meet essential civilian require- 
ments for relief and rehetilitation and should use normal trade 
channels to the maximum extent practicable. The missions 
— be discontinued as the transition ~eriod draws to a 
close, 








All of the revresentatives at these reetings except the 
Indian, Polish, Chinese end Soviet stated specitically that 
they agreed with the policy set forth in our eide-méroire. 


The position teken by these governments may be summarized 
as follows: 


Three governments--gustrali2, Nev Zealand and Norway--said 
they were winding up the business of their ourchasing missions 
and expected to disband them by the end of 1946. The Australians, 
however, subsecuent to the meeting and after reaffirming this 
position by letter, wrote to say that they thought it would be 
necessary for the Mission to procure commodities under inter- 
national allocation or subject to control by US Government 
agencies, Australian Mission euthorities nave been informed 
that insofar as these commodities are in global short supply, 
such procurement would be consistent with our purchasing mission 
policy. Our letter also agreed that Australian Government de- 
parituents might procure supplies directly. , 





The South African Legation has written to the Department 
saying that the Union Government wishes to continue its Supply 
Mission for some months to come to purchéese certain meterials 
in short supply on behalf of the Government. This does not 
necessarily mean the exclusion of American agents in the Union 
or exporting agents in the US. After this interim period, the 
Mission might be considerably cut in size and would then act to 
obtain tenders from US suppliers for the requirements of the 
Central Government and its agencies, In these operations it is 
most unlikely any US agents resident in the Union would be un- 
favorably placed as regards tendering. 


_ DECLASSIFIED FOR PUBLICATION IN FOREIGN 
| RELATIONS OF THE UNITED STATES 


The 











_s. BEST COPY AVAILABLE = *** 


The. Greek and Polish Governments intend to use: their Pur- 
chasing Missions to procure railroad or other transportation 
equipment for public agencies vith funds obtained from the 
Export-Import Benk. Both of their Missions expected to pur- 
chase only for government account during the transition. The 
Greek representatives said that they would like to use their 
Mission to expedite the shipment of short suppiv goods between 
privete treders in the US and Greecc. Greece is the first of 
the liberated countries to restore broad scale private trade. 
The Polish Mission representative indicated tnat in his view 
future trade between Poland and the US misht be handled by a . 
Polish American tradir.g company incorporated in tne United 
States with private end government capital. 


The representatives of the Dutch Government saia that 
purchasing mission egencies would be maintained in New York 
to provide essential supplies almost exclusively for the 
Netherlands Fest Indies, The termination of those activities 
would depend on political and cconomic conditions, especially 
in NEI where it is nct now possible to carry or private trade. 
Private trade in Holiend is to be taken over by commissions 
made up of industry representatives. It is expected eventually 
to channel private trade in NEI through similer local commissions. 


The purchesing mission representative of Belgium said that 
his Mission was engaged only in completing xd EUENE Treasury 
Procurement contracts end in the vrocurerent of foods. Frivate 
trade in industrial products hed been restored on Caruary 15, 
1946, but Pelgian importers had encountered many difficulties 
in obtaining US export licenses This matter will be taken 
up with our licensing authority. 





Portuguese representatives said thet until recently, 
only about one percent of US trade with Portufal was procured 
through its Mission here, The present fcod crisis forced the 
Mission temporarily to step into the procurement of wheat, 
The Mission has not and does not intend to procure manufactured 
products. The Portugucse Ambassador suggestcd that if Portugal 
was able to lease American ships, the terminetion of the 
Mission would be greatly hastened. At the same time, he indi- 
cated his primary interest in a shipping lecse arrangement in 
return for a settlement of Portugal's "flag discrimination." 
This matter is being discussed currently with the Portuguese, 





Italian representatives said that their Mission has just 
begun government purchases of supplies urgently needed for 
relief and rehabilitation. In view of the few dollars that 
Italy had to spend and the size of their requirements, they . 
felt that only through mission procurement could they properly 
conserve their slim dollar resources. 


Discussion with the French about their purchasing mission 
policy was held in‘connection with the fin-ncial end economic 
+ ae wag ly See Current Economic Developments, Issue 46, 

fay 6, 1946, Pages 1 and 2, 
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Indian representatives said that since the present 
Government of India is a transitional one, it was impossible 
to indicate a future pclicy on purchasing missions. In 
. view of India's projected programs for industrial develop- 

ment, it was felt that supstantial governmental purchases for 

government use and aid of some sort to small businessmen would 
be necessary. The India Supply Mission is currently purcheas- 

ing only supplies and equipment for public projects in India, 

such es irrigation projects. 


China has been cerrying on government purchasing through 
. its Supply Mission and the Universal Traiing Corporation, a 
New York corporstion. At present they are purchasing only for 
government account. The head of the Chinese Supply Ifission 
said that it was not possible for China <9 go back immediately 
to private trade. He personally favored what he termed a 
trading plan midway between Amtorg end laissez-faire. He 
thought that in any case it would be two or three years before 
the building up of China's economy vould make rossible the 
termination of the Purchasing Mission. iir. Shou-Chin “ang, 
Chairman of the Chinese Supply Mission, replied to our aide- 
mémoire by letter. He said that the Chinese Supply Mission 
is not a state trading agency in the ordinary sense, since 
its procurement cctivities are limited to transactions on 
behalf of the Chinese Government undertaken on its specific 
direct instructions to meet essential needs for relief and 
rehabilitation. Mr. “ang also said that the Mission prefers, 
where practicable, to use normal trade channels and that its 
purchasing methcds are designed to be consistcnt with usual 
commercial considerations. He went on to say that despite 
the enormous damage done to the Chinese cconomy during pro- 
longed resistance tc the Japanese occupation, the Government 
of China is struggling toward a stege of «conomic stability 
that will efford a besis for normal peacetime domestic and 
international trade policies and practices. We are currently 
seeking to obtain an official reply to our aide-mémoire from 
the Chinese Embassy. 


Our aide-mémoire to the USSR differed from thet hended 
to other governments in as much as it sugg:sted that the 
United Statcs believes it desirable for the Sovict Purches- 
ing Mission to wind up its current operetions and to return 
to the prewar pattern of US-USSR trade. TheSovicts were 
informed that we would not oppose the establishment of 
several agencies incorporated in one of the states of the US. 
The USSR replied to our aide-mémoire by saying that the Soviet 
Government considers it expedient to discuss the ouestion of 
the future of their Purchasing ‘‘ission during the forthconing 
credit negotiations. The Soviet aide-mémoire also said that 
their Mission would continue its activities fulfilling the 
functions envisaged in Mr. Litvinov's note of March 4, 1942, 
end in particular fulfilling the agreement of October 15, 1945 
between the USSR and the United States concerning lend-lease,. 





British 
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British representatives. discussed our purchesing mission 
eide-mémoire on two separate occasions end a week later esked 
for clearance of their gloss on the aide-mémoire,making the 
following points: 


(1) The cide-r¢éroire is not intended to cpply to 
eny long-term cerrengements which the IK may 
wish to make in the light of national policy. 
If such arrangements were to involve permanent 
purchasing missions in the United States, the 
US Government would want to discuss the ques-= ; 
tion further with the UK. 


(2) The US desires that commodities procured 
through government channels shouid, as far as 
possible, be confined to "essential civilian 
requirements for relief and rehabilitation." . 
The US recognizes that during the transition 
period, governmental channels may heave to be 
used to procure: (a) foodstuffs; (bd) military 
equiprent and purchases by UK Governmcnt 
agencies; (c) commodities which have to be 
purchased from US Government agencies; (d) come 
modities in short supply subject to internation- 
el allocation or subject to raticning or in- 
terncl allocation in the UKs; and (<) commodities 
of which the UK requires to carry stockpiles for 
Strategic reesons, 


The US feels thet government purchases should be 
made through normal trade chennels as far as 
practicable, 


(3) As for other commodities, particularly manu- 
factured end branded goods, tne U5 is anxious 
that UK purchases should be conducted through 


private trade channels. 


In discussions with severel of the governments, we con- 
curred in the necessity of government procurerent ectivity with 
respect to (2) purchases for government eccount and (b) com- 
modities subject to international allocation, including coal 
and wheat. WWhen the question was raised, ve agreed that the 
missions might be used’during the transition period to ex- 
pedite shipping and transactions between privete traders in 
this and other countries. 


These conversations have been followed up by official ’ 
written communications by Australia, Greece, lew Zealand, 
Norway, UK, Italy, Portugal, Union of South Africa and the 
USSR. Written replies are expected from the other countries. 


* * * 
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STEINHARDT REPORSS a PROGRESS OF The nationalization pro- 
CZECH NATIONALIZATION PROGRAM gram, a basic part of the 
Kosice program and the 
platform of each of the four political parties, is undoubtedly 
popular with the grea*s majority of Czech neople, according to 
a report from Steinhardt. Legislative measures come out by 
sectors of industry and originated by the President's decrees 
on banks, insurance, mines, etc. This development is not yet 
complete. 








Decrees establishing new working conditions and wages 
have been issued which apply to the non-nationalized as well 
as the nationalized industries, 


Administrative regulations are now being elaborated with 
the entire nationalized industry divided into 11 divisions, 
each functioning under a centralized National Administrator 
and his assistants. The basic metnod of overation is that 
each nationalized industry shall be required to operate 
profitably. If it does not do so, it will either cease to 
exist or possibly be reorganized under new management. The 
State will not be responsible for obligations incurred by- 
such nationalized establishments, a stand which will undoubted- 
ly affect the situation of extending credit to such firms. 


Within the scope of the nationalization program all 
foreign investments, whether wholly or partially owned by 
nationals of ome or more foreirn countries, were taxen over. 
Negotiatiors are now under way to determine tne value of 
such holdings and the rate and kind of corvensation. 


Former private managers have in general been replaced 
by government appointees either because they reputedly 
collaborated with the Germans or because they sre objected 
to by the workers as having been unsocial. Simplified pro- 
duction, frequently fcllowing the Swiss pian of all the plants 
in an industry coonerating on very few models, has been intro- 
duced into the radio, telephone, and automotive industries. 


It is probable that procurement ani cistribution to 
nationalized and non-nationalized industries of most raw 
materials will be centralized for the present through govern- 
ment purchasing and this is being carried out now through 
numerous trade and barter agreements. This holds trve of 
purchases of surplus war material as well. 


The nationalization of all plants, which is not yet com- 
pleted, is presumably a permanent step. There is a possi- 
bility, however, that through successful management, particu- 
larly of smaller plants, the managers may be etle to purchase 
the business out of profits, paying for it over a neriod of 
three or more years. It is believed by many people tnat the 
nationalization »rogram has been carried to an extreme and 
that in many industries it may not prove as efficient as 


_ DECLASSIFIED FOR PUBLICATION IN FOREIGN private 
| RELATIONS OF THE UNITED STATES 








BEST COPY AVAILABLE «= 


private management and that a certain amount of denationali- 
zation may eventuallv take place. Logically, this would 
apply to feshion business and smaller specialty firms and to 
businesses employing highiv skilled craftsmen, 


» Pe 


UNRESTRICTED 


DEPARTMENT TENTATIVELY OPPOSED TO While information 
PROJECTED CREEA THALES ORTANIZATION available to date is 
inadequate for the 
Department to take a firm position on the proposed Sreek 
foreign trade organization (See Current Economic Developments, 
Issue No, 47, May 13, 1946, Page &), we feel that tne plan 
does not come tc grins with the basic issucs. Rehabilitation 
of Greek foreign trace calls for (a) a d2flationary fiscal 




















mobilization and strict tontrol of foreign exchange assets 
and’ earnings; and (d) an effective import licensing system 
to enforce an import program. In view of the similarity of © 
the proposed agency to the USCC end UKCC, whose operation in 
Greece we have cpposed, we are not inclined to epprove the 
proposal. It has also been pointed out to Embassy Athens 
that, in view of our opposition to Soviet control of the 
foreign trade.of the satellite countries, we would de reluc- 
tant to take what might appear to be an inconsistent position 
in Greece. 


The Greek Undersecretary of Coordination carlier inti- 
mated that Department disapproval of the scheme would be 
enough excuse for dropping it. The Prime ifinister has told 
the US Ambassador that he does not like the project and feels 
it can contribute little to the Greek economy. While he feels 
that anything approaching a foreign trade monopoly is unlikely, 
he considers the political effect unfortunate. However, since 
the Greek Government is looking for british support of other 
projects, he prefers not to refuse to accept the proposal, 
which will be presented to the Assembly for epproval. It will 
probably be defeated there, unless a vote of confidence in the 
government is involved. The British are said to be suggesting 
the latter. . \ 
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- SOLUTIONS SOUGHT ON embers of the Department havé recently 
GERIU.N CO:.L PROBLEM # returned from Berlin where they discussed 

the problems of coal and steel allocation 

. with General Clay and imbassacor Murphy. (Current Economic 

I Developments, Issue No, 46, May 6, 1946). in agreed line of 
action was reeched on policy and the principles of distribution. 

| Since practically the entire German output of coal is centered 

a in the British zone, the proposed plan is aimed primarily eat 
the British. .. difference of opinion exists as to the basic 
philosophy of recovery of German coal production, The British 
contention is that recovery of the coal mining industry is 
dependent on the prior recovery of the German economy while 
the US has maintained that concentration on coal recovery 
through the issuance of the highest priority to coal mining 
equipment would lead to a more rapid recovery in coal mining 
and would promote recovery elsewhere. 





Agreement was reached during the Berlin discussions to 
attack the problem in the following way. (1) The British should 
be epproached on increasing the food allocation to the Ruhr 
miners and their families. The US would join with them, or even 
take the lead in requesting ECO countries to contribute part 
of their present allocations to provide this extra fooc. The 
western zoneSof Germany would also be requested to participate 
in this procurement. It is not believed that pro rata contribu- 
tions would materially effect the ration consumption of the con- 
tributing countries. “hile attempts could be made to obtain an 
additional allocation from the Combined Food Bosrd as well, it 

is doubtful if anything but © small amount of fats could be so 

) allocetec. Bevin has, in the pest, objected to increasing the 
ration of German miners, claiming thet this would give the 

: Germans a higher food sllowence then “clsh miners. HOWSVOF it 
' is felt that this argument is not a realistic one. Morrison, 
in the recent food discussions in “eshington, agreed to the 
principle of "specisl emphesis on miner's rations" in the 
British zone in view of its importence to coal production, end, 
therefore, it is belicved thet Bevin's reluctsnce to incresse 
rations of Germen miners may be overcome. (2) Tc second point 
in the progrem is to demand prompt payment for pest cosl exports 
end current exports, particulerly from the French. The British 
are now willing to bill the French for coal shipments mede last 
autumn. ‘When these funds are obtained, the program calls for 
obteining the agreement of the British "the t theso funds vill 

be put back into mine oe through the procurement and 
distribution of two classes of goods, namely, general purpose 
steel supplies such as onthe. rail, steel pit props etc., and 
personal supplics for the miners such es hesvy clothing and 
protective footwear, tobacco and utility consumers goods for 
miner's households and families, ittempts should be made to 
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get the former type of supplies from ECO countries which pro- | 
duce stecl or failing this from the UK and the US. It is not 
considered desirable to use special purpose mining machinery 

or parts which are uniquely German in design. It is recognized 

that distribution of personel supplies from US sources might 

well be a profiteble investment for the US but ‘the technical 

question arises as to whether the US can procure goods on , 
behelf of the UK zone. It is possible that the Germens in the 

US zone might be willing to make such contributions on their | 


own initiative from indigcnous resources. Some mine supplics 

must continue to be produced in Germany, but that is considered “4 
to be cleerly 2 British responsibility, The US can only exert 
such pressure on the British as ONGUS deems legitimate to give i 
steel for coal mining the over-riding priority it deserves. (3) _ 


On the matter of incentives, quadripartite egreement should be 
obteined to the generel principle that the Germans will shcre 
proportionately in the recovery of Europe through a system of 
coal allocation. | . 


The entire question of improved manegerent for the mines 
end de-Nazification of personnel are primarily e British prob- 
lem end must be solved in the first instance by the British. 


Department Comments On Proposal On the basis of this Clay- 


Galbreith egrecment, the Department has instructed l’r. Gelbraith, 
who is still in Europe, to open discussions with the British and 
French. The Department feels strongly thet the British should 

be able to supply the reletively small quentities of food nec- 
essary to increase adecuately the food retions of the miners 

and their families. Should the British continue to refuse to 
release any of their supplics, the Departrent would then be 
willing that the ECO countries be contactcd 2s to the possibility 
of making food contributions for this purposc, If these measures 
fail to produce additional fooc, the question of exporting food 
from the US zone will be cxplored, but such a step is considered 
undesirable since this might well be taken 2s 2n indication that 
food suppiies in the US zone exceed the diserse and unrest level. 





Support is given to the proposal thet Fr-nce snd ell coal 
recipient countrics be required to pay for past anc current 
imports of German coal. The disposition of «xport proceeds is 
still a matter of conflict between the British end ourselvss:. 
Due to the feilure of obteining quadripartite agreement on the — 
establishment of central agencies, the British, several weeks 
ago declared that they would have to operste on their ovm and use 
export proceeds to pay for necessary imports into their own zone. 
The US hes refused to accept this unilateral decision of the 
British. In discussions with the British the mstter of shortrun 
imports of mining equipment will be developed, but the US will 
refrain from making any commitments on the use of export proceeds 
to finance mining imports until the size and character of such 


imports are determined. ..t the present timc, the. Department, recor- 
nehas that personel supplies Per Einers be céntributed from ind g= 


enous resources and suggests exploring the possibility thet Germans 
in the US zone might be willing to make contributions of such 
commodities as an aid to increasing coal production. 
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PLiN TO PERMIT US BUSINESSPEX ##$The Department has taken the 
: TO ENTER GER: ANY IS OUTLINED first step in formulating a 
: program which would authorize 

on a limited scale the visits of American businessmen to Germany, 
in.order to ascertain the nature and extent of their losses 
during the war and the possibilities of continuing business 
operations with their firms in Germany. Since the Trading 
with the Enemy Act is still in effect, some procedure must be 
worked out to provide for the licensing of business representa- 
tives permitting them to enter the US zone Germany. To this 
end, the Secretary has forwarded to Secretary Vinson a memorandum 
outlining a general program for the admission into US zone Germany 
of a limited number of businessmen, with the request that the 
treasury Department formulate a plan under which acceptable persons 
could be licensed to enter into business contacts with Germans. 
411 visits would, of course, have to be in the national interest. 
Permission might be granted to representatives of firms which 
have substantial American ownership and where the products manu- 
factured or the services rendered are either important to the 
needs of the German civilian economy or the occupying authorities 
or where the operation of such enterprises reduces the necd for 
imports into Germany or produces readily exportable commodities. 
Unless the Zone Commander recommends otherwise, visits would be 
limited to one month. All visitors would be subject to the rules 
and regulations within the zone and would be prohibited from 
engaging in any transaction looking towards changes in ownership 
or business relationships. "hile in Cermany, the representatives 
would be permitted to inspect their properties and to suggest to 
appropriate military government officials operating policies or 
procedures which might tend to increase the efficiency or protect 
the property. 





It is desirable that a reciprocal arrangerent be worked out 
for interzonal visits and the Pritish have expressed a desire to 
enter into such an arrengemcnt. Once the policy is in operation, 
similar arrangements should be made with the French and Soviet 
zones. In addition, and if sufficient accommodetions are available 
the Department would like to see provisions made to permit cntry 
into Germany of a small number of persons of other allied end 
neutral nationalities to inspect their busincss property. Persons 

° of ex-cnemy nationality ere not covered in the proposed program 
at this time. 


Expenditures of American representatives and their firms in 
Germany will necessitatc the development of a standard procedure 
for providing Reichsmarks to defray locel expenses. The only 
exchange rate in existence is the militery rete which mey be 
utilized only for military pay and accounting purposes. Finance 
- Division, OMGUS, has in several cases been using the following 
procedures advancement is made in Reichsmarks to an American 


business 


~~ A 


DECLASSIFIED FOR PUBLICATION IN FOREIGN 
| RELATIONS OF THE UNITED STATES 











ue 


i 


business firm egainst the latter's agreement in writing, 
authorized by its Board of Directors, to effect repayment to 
O:GUS in US dollars on the basis of the rate of exchange to be 
established in the future or at a rate of ten Reichsmarks to the 
dollar (the current military rate) whichever mey be greater, or 
in the event’ that a commercial rate of exchange is not esteblished 
within six months from the date of the first advancement, OMGIS 
may elect to evaluate the metérials and services purchased and - 
call for repayment in’ Copter. 





EECE CONSIDERS ECITO PROPOSAL ON. The Emergency Economic Com- © 
GERMAN TRANSIT TRAFFIC Ct GES mittee for Europe at its meet- 
ing on May 23 considered a pro- 
posal of the European Central Inland Transport Orgeénization that 
German zone, commanders state charges for transit treffic in 
terms of a “single unit of account." ‘This suggestion, which 
EECE was asked to support, was made in order to facilitate calcu- 
lation by foreign railways administration of their liabilities 
in terms of their own national currencies, EECE agreed (2) to 
consult its member governments, (b) to support in principle any 
measure for the advancement of trade within Europe, and (c) to 
support the ECITO reouest to the extent of calling it to the 
attention of the appropriate eh palma of the US, UK and 
French Governments. 


The UK Control Office for Germany reports that the ACC is 
considering a study comparing existing rail traffic charges in 
Germeny and other countries with e vic to establishing a co- 
efficient to be used as a basis for fixing traffic charges 
throughout Germany. The mark rate to be used would be 2 pro- 
visional military rate of 10 merks to one doller. Results would 
be quoted in dollars only and would provide a basis for calcu- 
lation by foreign railways administrations. The question will 
be discussed further at the next meeting of EECE on June 13. 


i 


DANISH LETTER OF ~~ While for all practical purposes the de- 
SSURAMCES SIGNED frosting negotiations with the Danes were 
concluded some months ago, the letter of 
assurances was first signed May 24 as it hed been held in 
abeyance pending satisfactory implementation by the Danes of 
their enemy control legislation. The Danish letter follows 


closely the lines of the French letter of assurances 2f last : 
October. (See page 13, October 1 issue of Current Egsnonie - 


Developments.) 


* %* 
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RECENT SURPLUS PRO; ERTY Surplus property agreements heve 
EGRET EIS NEGOIILTED  #=rcecntly been negotiated or approved 
for Czechoslovekia, Greece, Brazil -nd 
Norway. Previously dollar credit agreements had been consummated 
with Iran, Italy, Ethiopie, the Philippines, Lebanon, Turkey, 
Finland, Poland, Hungary end Austric. -In-addition, tke oversll 
financial negotiations with the UK and Frence covered. surplus 
property agreements. NAC has euthorized agrecments with the 
following governments and they are in the process of negotiation: 
the’ USSR, Netherlands Indies, Siam, Denmark, Chile, Uruguay, Saudi 
Arable, Koree, China, and the Netherlends. ”h bulk ‘sale agrcement 
with Belgium is imminent. Agreements heve not yet been signed 
with ee the Union of South 4frics, and Egypt. 





fe ment S ed sé surplus property eredit. egreement 
of $50 million has been signed with Czechoslovekia. The terms 
are 3(c), 30 years, at 2-3/8 percent, with the provision thet the 
US may drew annually locel currency up to $2 million or 10 percent 
of the total individual sales 2s of December 31, 1947, and in any 
succeeding year, whichever is greater, 


Greek Credit Signed A $10 million neeetinn: tintinanty credit 


agreement was signed with Greece on May 16. - The terms are 3(c) 
and materials will be procured through the Paris FIC office. 


Brazilian Credit Authorized FLC hes been authorized to 
extend a credit of. $12 million, payable in five equal annual 
installments, for the purchase of surplus property located at 
airbases in Brazil built by the US during the war.’ The property 
consists of airplane spare parts, other moveable goods, and six 
small vessels, «an immediate cash payment of $500,000 will be 
required and embassy and consular resl estate amounting to 
$3,875,000 will be acquired under thc locsl currency provision of 
the credit contract. 


G10 Million Credit Recommended For Norway Approvel has 
been given to FLC Peris to negotiate a $10 million credit agree- 
ment for surplus with the Norwegians and to convert previous 
$5 million locel currency cuthorization into this dollar credit 
agreement, thus obviating the necessity for Norwegian payment 
before May 19 of $1,100,000 in kroner for prior purchases. 


* * ~ 





US DISCOUR..GES BULG/.RIAN General Stoytcheff, Bulgarien repre- 

REQUEST FOR EXIh CREDIT  sentrtive in the Us, hes been inform 
thet an Exim loan to Bulgaris at this 

time is impossible. Reasons cited were non-recognition of the 

present Bulgerian Government, the general nature of Bulgsrian 

trade relations, occupation forecs in Bulgaria and yy 

of an undetermined amount. Commenting on occupation force 

General Stoytcheff Yramarked. that there were not to be seer’ 

50 to 60 thousand Russian troops in his } aE and thet, because 


| DECLASSIFIED FOR PUBLICATION IN FOREIGN of supply 
RELATIONS OF THE UNITED STATES 














= -o 


of supply consideretions, it would be easier for the USSR to. - 
maintein large forces in Rumania rather than Bulgaria for 
possible use against Turkey. The general impression was con- 
veyed that the US decision was not wholly unexpected v. the 
Bulgarian representative. 


SECRET 


DISCUSSION HELD ITH AUSTRIAN MINISTER ON . Dr. Kleinwaechter, 
PROPOSED LOi.N +PILICATION OF CREDITANSTALT. Austrian Minister, 

has inquired in- 
formally whether a -loan application by the Creditanstalt Bankverein 
for a short term Eximbank credit for raw materials would have to 
be accompanied by ea formal guarantee of the.Austrien Government. 
He has been advised that the Eximbank would require such a , 
guarentee in event of any credit. He was further advised that 
the loan application by the Creditanstalt could: not be considered 
by the Eximbank until AC hed approved a resolution making -ustrien 
export proceeds available for the service of foreign credits. 
This resolution, introduced by the US, has received favoreble 
consideration from the British end French in the quadripartite 
Finance Committee of the 2C who have promised to ask instructions 
from their governments. The Soviet:  s2ve not yet expressed their 
view. Dr. Kleinwaechter indicated  :et it might be preferable 
to weit for:further clarification ot the economic end politicel 
situetion in Austria before making a formal application for the 
credit to the Eximbank, 











fn imerican cotton export firm hes offered to sell cotton 
to Austria on credit terms, repayment to be made in finished 
textiles, The proposel has been submitted by Dr. Kleinwaechter 
to the Austrian Governmert. The Department hopes this transac- 
tion can be effected without delay, 


SECRET 


COTTON CREDIT APPROVED The Eximbank Board of Directors last 
FOR CZECHOSLOVAKIA week approved a cotton credit to 

Czechoslovakia of S20 million. In 
accordance with the Czech request, the repayment period is 24 
months instead of the usual 15 months, 





UNRESTRICTED —s_-:—Cs a , . 
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SWITZERLEND UNDERTEKES TC RUESTAPLISH The Swiss Government 
TRAD. ITH SAS o-i, LUROPEA. COU Tiis has been taking steps 
recently to reestablish 
trade relations with eastern European countries. A trade and 
“ayments agreement betveer. Switzerlanc anc Hungary went into 
effect May 15 and will be valid wntil June 30, 1947, although 
it may be extended to Senterber 30, 1947 if it is necessary 
to include tre new harvest in order to fill the Hungarian exe 
port quotas. After the latter date it may be denounced at any 
time upon two months' notice. All payments are to be in Swiss 
francs, The countervalue of Hungarian goods and services is 
to be paid into the Sviss National Dank and wili be credited 
to a commercial account of the Hungarian National Eank. The 
-countervalue of “wiss exports and services is to be paid to 
tie Swiss creditor through the transfer of Swiss francs. 
Hungary will ship certein cuaentities of wine, noultry, eggs, 
preserves, chicory roots, bed feathers, strew, wood, willov, 
hemp, pharraceutical plants, racio tubes, electric bulbs and 
other articles. ‘Switzerland will send to Hungary urgently 
needed goods such as foodstuffs, breeding livestock, machinery, 
end chemicals. 














4ustria Preliminary discussions are currently being 
eid.at.:ern with an sustrian commercial delegation which came 
Svitzerland at the tixe of the recent sample fair at resel. 
“reft agreement will be prepared and presented to the Allied 
euthorities in Lustrie for ap-roval. It would follow the form 
of the agreenent aljlreadv concluded with French military authori- 
ties for Vorarlberz and 2aPOS, and would provide merely for en 


Dm ct i 
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account with the Fationel Ean of Svitzerlend in the nave ef 
the Austrian Tstional Tank, Trede would be carried out in both 
Girections in “wiss francs. Zxnorts from “witzerland would be 


only against the credit in the Austrian eccount, unless the 
cwiss exporter chooses to extend credit on his wn account 
No provision for a credit or exnort credit sverentees would be 
made by the Swiss Government or by the National Bank. Quotas 
to be delivered by each country within 2 specified period 
yOulc’ be named in the agre: emeat., Austria is not in a position 
at present to send many goods to Switzerland that the latter 
needs although model dresses, handbags, belts, etc., could 
probrbly be exported, Svitzerlend would su»ply needed materi- 
als for the restoration of 4ustrian incustry, such as electric 
carbons, but no exports of food products are expected. 


Rumania Economic negotiations with a Rumanian delegation 
have begun in Bern. It is not yet known what the Rumanians vill 
offcr for export or will esk of the Swiss, or whether Rumania 
Will heve the authority to carry out its part of the agreement 
independently of the USSR. “The Swiss are not disposed to 
grant an outright loan to the Rumanians, but they might con- 
Sider <« temporary credit of 5 million frenes to allow for 
seasonal fluctuations between the amounts of imports and exe 
ports. This would depend on th» volume of grain, petroleum 
products and other goods Rumania is prepared to offer, The 


——— a Swiss 
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Swiss also want first to have some sgreement regarding the 

service of the Rumanien debt to Switzerland. They will not 
object to delivery of the 40 million francs worth of goods 

which were ordered ‘and paid for by Rumanie during the past 

few years but which are still in Switzerland. : 


Yugoslavia The Swiss Legation at Belgrade was in- 
structed early this year to make arrangements for negotiation 
of a trade agreement, but the. Yugoslav Government is not yet 
prepared to enter into on agreement. Also the Swiss want to 
sce first what provision is meade for Swiss-owned property in 
connection with netionalization in “ugoslavia, which will = 
have a direct bearing on the Swiss attitude toward the credit ° 
Yugoslavia intends to request. VYugoslavis will probably not 
be able in the near future to send CEwitzerlend any large quanti- 
ties of the goods it necds, end prices would have to be lmvered 
to permit the Swiss to import. 


USSR Inereesing recyests for information and orders, 
principally for machine tools, gear milling machines and 
welding equipment are being received in Switzerland from the 
SSR. While Swiss factories need long periods to make delivery, 
industry is trying to satisfy urgent Soviet requests for such 
materiel as screws, nails, precision equipment, mechine parts 
and gheap textiles, The USSR is offering Oriental rugs, f.0.bd., 
Bleck Sea port, egainst payment in dollars. The Swiss requests 
for Sovict grein heave been refused. The Swiss have still not 
been informed of Soviet plzns for a trede agreement. They do 
not consider feasible the suggestion made by a Soviet official 
that the Russo-Swiss trade egreement of February 1941 merely 
be pleced in operation egain, even tnoueh thet treaty is still 
technically in force, The gcrsral provisions might be retzined, 
but the lists of quotcs are no longer satisfactory, It is 
believed that provisionally trace with the USSR could be- 
allowed to continue es at present, with occasional orders 
placed with Swiss firms end payeble in “wise franes, but if 
the trade were to reach any scope, it would be necessery to 
regulete it and provide for lists of quotas. The USSR is exe 
pected to ask for a eredit from Switzerland, and as in the 
case of Rumania, the Swiss cttitude toward this will depend 
entirely on the amounts ana kinds of goods the USSR is pre- 
pared to send to Switzerland at prescnrt,. 





* * is 
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CalTRO-SUEZ FIPELINE DISPOS.L lagotistions are under way with 
IS_STILL tiDEPR SIscr'sston the VK Governrent preliminary to 


nc gotictions vith the Egyptia 

Covernment for disposition of the vessennees pipeline, A UK 
Forcign Office officiel hrs state 2d the TK position on disposel 
2s follows: (1) the pincline is of vitoh importance to Egvpt 
uné the UK military, particularly w th regard to defsnse, and 
should be kept in opcretion:. (2) Ay UK end US agrce that it 

shoule be trensferred to private oil companies and opereted 
Sointly by thom; (3) the Eryptian Governrent, it is believed, 
will press for netions1 o: “nership or opcretion; (4) UK author- 
ities fecl thet the question of disposal should not be raised 
until efter Egyptian tresty negotistions have been ervstellized. 
“e fecl it mey be possible for US end TK officiels in Cairo to 
Giscuss the asking price or valuetion without consulting the 
Feyptian Government and before the erystallizetion of the treaty 
negotistions. 





Vee! SOVSRNEEEL ANTS | j Following the conclusion of 
PARTICVL:ELY AS TO TE “TECHNICAL CIE £10 the US-Yemen Provisionsl 


Agreoment (Sce page 10, 

Mey 13 issue of Current Zconomie Developments), the Yemen Govern- 
mant has indicatcd ¢« dssirea to implement es fully as possible 
earresngements for commcree anc friendship. Yeomcn officials have 
Giscussed their plens, necas and problers vith "S representatives 
snd herve indiested 2 ccsire to have the cssistcnec of various 

US teehnier] oxperts--2 ronda Suilcing expert, 2 harbor engineer, 
mediesl assistenc:, “me re) ipri¢stion expert. they ere proceed- 
ing to heave a VS ne! ancerins firm plen th: layout for a complete 
textile mill, 





in eddition, the Yemoni wish to purchase vehicles anc eir- 
ereft from surplus oroperty. They sskce for frvoreble action ; 
on spplicctions to «xport cotton textiles to the US end indicsted 
. €csire for en Amcrictn import firm to est: blish itself in Yemen. 
“hile the mattcr wes left in sveysnce, for the first time offi- 
cinls, inclucing the Prime itinister, stctec thet there are both 
minsrel cna retrolcnm Te teens in Ycrmen end exvressed the hope 
thet the US will exploit ther 


Vany other subjects were discussed inclucing the need for 
expansion of Yemeni exports nd for a new currency structure anda 
banking system, as well 2s hope thrt errangencnts enn ‘be rade 
to send Yemeni stués nts to Americsn schools in the Neer Uast this 
fall, 


> * K 
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US AND EGYPT SOON TO CONCLUDE AIR Conclusion of two aviation 
SERVICE and TRaNSPCRT AGREEMENTS agreements between the US 
end Egynt is expected soon. 

The first is an Air Service fgreement involving the purchzse 

by the Egyptien Covernment from the JUS Foreign Liquidation 
Commission of the remaining property of the US Army and Navy 
yithin the borders of Egypt. These properties include fixed 
installetions, sotor vehiclcs, boats, railway rolling stock, 
machine .tools, road anc construction equipment, clectrical ; 
cand communication equipment, clothing and shoes, plumbing and 
heating and hardvare, food, medicine and drugs. Up to 50 per- 
cent of .the price to be paid by the Egyptian Government will « 
be used for the purchase of real estate and property in Egypt 
for the American Legation end Consulates; and 50 percent will 
be paid in Zgyptian currency for expenditures of the US in 
Egypt for such iters as cotton. The US will transfer without 
charge Payne Field at Cairo, one of the largest and. best 
ecuipped eirfields in the world, The trensfer:will include © 
fixed installetions and improvercnts, a year's maintenance 
parts, excess sircraft parts and ell non-flyeble ciroraft 
stored in Lgypt. The Es:ptian Government has egreed to 
maintain Payne Field in full operation as a civil airport 

‘ avelliable for international use on a non-ediscriminetory basis, 
Furthermore, Payne Field will be available to US military air- 
craft, for a period of six mont:s which mey be extended by | 
mutual agreement, for the vurpose of meintaining communication 
and furnishing transportation between the US and our occupa- 
tionel forces in the Far East, The US will withdraw all of 
its uniformed personnel within six months from the date of the 
egreement. There will be collsboretion between the two Governe 
ments in treining the ncccesssry replecement technical personnel 
for the continuetion of the communication, navigational and 
weather services of Peyne Field when US military withdraw, 
Concurrent with the signing of the eir service egreement a 
standard bilateral air transport agrecmernt will be signed 
by the two Governments in accordance vith the vrinciples 
agreed upon at the 1944 Chicago Civil Aviation Conference, 















US AND UK CONSIDER ACTION Oi Vi .V NOTES The Yugoslav 
DE“ AUDING RSviOVAL CF AVI . 









has sent a note 
to Embassy Belgrade to the effect-that aftcr June 1, aircraft 
nt the disposal of the Embassy cannot be used on Yugoslav 
territory hecause communications in Yugoslavia are now Tree 
esteblishoed and it is neither necessery nor justified for 
foreign missions to use special sircraft there. A similar 
note was sent to the British Exnbassy. Proposals were made by 
both the US end the UK Embassics to their respective Gevern- 
ments that Yugoslevia's action on the air fecilitics situa- 
tion warranted drastie reprisal even to the withdrawal ef the 
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missions, The British Yorvign Office suggested alternetive 
action along tne following lines: that a note be given to 

the Yugoslav Government expressing willingness to withdrey 

RAF personnel if a mutuelly satisfactory substitute arrange- 
ment is reached; failing this, the Foreign Office would then 
consider the desirability of retaliation, viz., that Yugoslavian 
planes would be forbidden to fly over British territory or 

zones and that Eritish planes would not carry Yugoslav offi- 

. cials, freight or mail. The US did not believe that this 
vould be effective since Yugoslavia could use Russian planes 
end fly across Russian territory. Subsequently the Yugoslav 
Government agreed to immedicte discussions for withdrawal of 
the RAF staging post. The UK understends thet the Yusoslav 
Government wishes the iiscussion conrinecd to the withdrawal 
of the staging post but both the UK and the US believe that 
negotiations should also cover the replacement of the trans- 
port commend carrier service by normal civilian service as 
soon as possible and thet in the meantime the current machinery 
should remain. Despite the US belicf that sanctions would not 
be effective, the UK is pressing for refusal by British and 
frerican cirlines to carry Yugoslev traffic. The UK believes 
that airmail service with the vest is largely dependent on 
Allicd service and that vital UNRRA medical supplies are all 

- broughtin by the carrier service, 


FOOD CRISIS THREATEN SUCCESS OF “hile there are some bright 
OCCUPATION IN GER ANY alD JAPEN spots in the food picture 

in reccnt wecks, starvation 
continues to be e serious threat throughout large areas of 
the world, particularly in the occupied countries, 





Lend-Lease Pipelinc Food Yo Be Shinncd “Zuestion has 
arisen concerning future shipments of cgricultural commoditics 
in the lend-lease pipclines to the UK, France and the Nether- 
lends. It was originally expected that shipments of agri- 
cultural commodities would be comnleted before June 30 and 
would not go forward to these countries sfter that date, 
However, in view of procurement delavs and of the extremely 
serious international food situation, and in order to avoid 
any action which might be interpreted to be a violation of 
commitments made in pipeline agreements, it has been recome 
mended that the date be extended to December 31, 1946, so far 

. as present lend-lease budgets ellow, This is to be a final 
deadlinc date and no lend-lease shipments of agricultural 
products should be made after thet date. 








Food Crisis Threatcning in Jepan There heave been mass 
demonstrations in Hokkaido, Tokyo end Yokoharia recently 


because of the critical food situation there, It is estimated 
that 150,000 individuals appealed to the Imperial Pelece in 
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Tokyo on May 19 for ean emergency ration. SCAP has released 
8705 tons of importeJ cercals in the Tokyo-Yokohama area 

oa 25 76€ tons in Hokkaido. Repatriation and the fact that 

thu smaller rural villeges are dependent upon food allocations, 
n2s oabae ‘sced constantly the population subjicct to the ration- 
‘ing system. SCAP reports that, in spite of the relief af- 
forded by Sent nuous imports, widespread starvation and unrest 
are developing and that any reduction in scheduled food ship- 


ments to Japan can only produce a calamitous reaction from ‘ 
the population. SCAP Headquarters says thet only by immediate 
and definite ection cen ''ashington avert a major crisis in . 
the conduct of the occupation in Jepen within the next fow ‘ 
months. : | 


Nutrition Committee Finds Situation in Germany Alarming 
The fourth report t of the Nutrition Com-ittoe covering observa- 
ts ons in the US, British and French zones of Germany has been °. 
received recently. The conclusions are besed, insofar as the 
“38 zone is concerned on the effects of the 1275 celory ration, 
end do not reflect the effects of the recent reduction. 








The Committce found the gcneral situation of the popula- 
tion in the larger towns to be quite alarming, sincs they are 
fecing 2 nutritional disaster the magnitude and consecuences 
of which the Committec feels may seriously retard the recovery 
of “estern Europe end probably disturb its nolitical develop- 
mont. it has b-en found that the greeter part of the town 
populations are now in th: denser zone end thet the deterioration 
which has resulted since the reduetion of the ration from 1550 
to 1275 calorics is significent. Ricketssrc becoming prevalent 
in children from onc to six years of BEC s Retarded cr arrested 
growth is ovidcnt in those from six to cighteen years of age, 
with the children uncer weight and éontinuine to lose weight. 

Anacria is prevelent and the signs of rAlnutrition are wide- 
sprcads The famine cndera, which vas evident imuediately 
i aster the oecupatior, but which hed disap: cerca after.the end 
‘of January, ics elrocdy rec pocerea in ranv urban areas end is 
“‘pDecoming more prevelent. The nutritionel oxperts e¢srce that 
the preszint deterioration will ee my unicss immediate 
corrective measures ere tekken. It i it thet ovr objectives 
feec certain frilure unless some kind of relief is forthcoming. 











Austrian Food Situation Not liaterislly Improved A report 

f the Austrien Food Ry oe vil to a reeont AC éustria meeting “ 
pees ‘led thet ave 2 indigenous ‘supplies, plus present 
UNRRE stocks, works: on ily 700 to :8CC eelorics | for the average 
consurcr, .fter - debato in which the Covict meriber attempted F 
to force ‘the western povers ‘to contribute all the additional 
Supplics nevdec to bring the deily ration up to 1.,000 calories, : 
oy Sovicts cereed to contribute 7,50C tons. The "French stated s 

wt they vould be cable to bring in 7,00C tons dn tine. for July 
distribution, Clark promised 15,C0Cc tons from. his stocks, and 
the Pritish State Te | thoy 70u].d tO everything possible to ine 
ernase their contribution but could not thon make a firm 
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commitnent. If the promised Soviet contribution is forth- 
coming, it should be possible to maintain a daily ration , 

of 1,0CO calories. A resolution was approved establishing 

in cach zone a commission consisting-of e representative 

of the occupying power, UNRRA and the Austrian Government 

to ensure that full use is made of indigenous supplics. 

Such commissions will be charged with location of any hidden 
stocks, soviet proposal to establish quadripartite missions 
for this purpose wes defcated, 


Stalin's Reply To Truman Stalin has replied to President 
Truman's message on the allotment of bread grains for UNRRA 
(See Current Economic Developments, Issue No. 47, May 13, 1946, 
Page 13) by stating that he greatly regrets that the question 
was not referred to him three months ago when the USSR could 
have icone something about it, instead of in the middle of 
May when it had already allotted grain to France and other 
countries and when its resources were exhausted, He went on 
to say that in principle the question of coordination of the 
work of the USSR with other countries exporting grain meets 
no objection from the Soviet Union, but demands, however, 
special study. | 





iorrison Visit Sir 
Herbert !‘orrison, Lord President of the Council, visited this 
country in May and discussed with "S officials coordinated 
action to be taken in the food crisis by the two governments. 
He reported to Commons that it was widely believed in the US 
that since V-E Day the UK hed held larger grain stocks than 
were necessary. He therefore took the hazardous step of 
agreeing to diversion of 200,000 tons of wheat destined for 
shipment to the UK without any condition of replacement, and 
US officials have agreed that criticisms of the level of UK 
stocks are now fully met. ‘“‘isunderstancing arose over a 
statement he made in his report that "The US Government heave 
now felt able to associate themselves unreservedly with the 
task of supplying India end the British zone of Germany to 
the full extent that aveileble resources allow, and they have 
instructed their representatives on the Combined Food Board 
accordingly." He went on to say that it had been agreed that 
there should not be <« starving UK zone in Germany with - US 
zone getting assured food supplies, but that both zones shall 
work toward the same standard of rstioning, This was inter- 
preted in some cuarters as involving new commitments on ['5 
supplies, «lthough none were in fect made. Assistant Secretary 
Clayton gave ifr. Nekins of the British Embassy a note clari- 
fying our position, and Makins has given assurance that this 
interpretation was not intended by ‘iorrison,. 


The UK Ministry of Agriculture has announced sharp cuts 
in feed rations for next October to April, in order to con- 
serve protein and coerse grain supplies. The cuts will be 
40 percent below last year for dairy herds and 50 to 60 per- 
cent fok commercial pig and poultry production on small hold- 
ings, and greater on larger holdings. 

, Peron 
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Peron Asks Trucks and Tires To Transport “heat Also on | + 
the brighter side of the food picture is a statement made by 
Peron to Ambassador Messersmith that there are 150,000 tons 
of wheat in the interior of Argentina which can be ready for 
shipment for UNRRA by the end of June if 500 trucks and 5,000 . 
tires are made available for hauling. Because of the tight 
supply situation here it has been suggested to Argentine authori- 
ties that they designate a representative in “eshington to ex- 
pedite procurement of the trucks. The Department and Commerce > 
are willing to license the 5,000 tires requested, cithough -. . 
under the Tripartite Rubber Agreement, such sales are subject 
to Brazilian concurrence, which can probably not be obtained 
until the Brazil-Argentine agreement for the exchange of rubber 
for wheat is concluded. Peru is also seeking to obtain wheat 
from Argentina. A Peruvian delegation is currently in Buenos 
Aires to negotiate ec petroleum-for-wheet exchange. 


- Dutch Wheat Loan Offer pecepies Secretary Anderson has 
formally accepted a loan of 50, tons of grain by the 
Netherlands to Kelgium and France (see Current Economic Develop- 
ments, Issue No. 47, May 13, 1946, Page 13). ‘Ye hope that 
Belgium may receive 30,000 tons of this total and France 
2C,000 tons. In return the US will give the following assur- 
ances: (1) ™e will support for the Netherlands in the CFB 
Cerecls Committee a program of about 19,000 tons weekly from 
211 sources, which will be enough to maintain the present bread < 
ration; (2) 30,000 tons will be shipped from this country to 
the Netherlands before the end of June; and (3) the remaining 
20,000 tons will be shipped during the first two weeks of © 
July. In eddition the US expects to program another 20,000 
tons for the Netherlends during July. 





Hoover Nission in Latin America Former President Hoover. 
is continuing his investigation of the world food situation 
with « trip to Latin American countries. His itinerary in- 
cludes Mexico, Panama, Colombia, Fceuador, Peru, Chile, Argen- 
tina, Uruguay, Brazil, the British “est Indies, Yenezuele and 
Cuba. The mission will return to the US about June 20. Peru 
is reported to be ready. to offer 10,00C tons of rice for ime . 
mediate export from domestic stocks, while Ecuador is said 
to have about 8,000 tons of rice for export monthly from June 
to September inclusive, in addition to 15,000 tons already ‘ 
sold to Cuba. The Minister of Economy is prepared to ¢&-+ J 
tablish a pool of this rice and to arrenge delivery in ac- 
cordance with Combined Food Board recommendations. 
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US INVITED TC ATTEND INTER-AMERICAN 
j IVE, CONFERENCE Il) COLOMBIA 


An invitation has been 
extended through the 
Colombian Foreign 
Office for the US Government to take part in an IntereAmeri- 
can Conference of Cooperatives scheduled for Junc 20825 in 
Bogota. The purpose of the conference is to coordinate all 
continental programs dealing with the teaching of coopera- 
tivism, to found an inter-Americen school of cooperative 
orientation in the US and to promote cetivities relating to 
the development of cooperatives in Americen countries. 






LEND-LEASE AND SURPLUS PROPERTY 4&4 lend-lease and surplus 
SETTLEMENT SIGNED WITH AUSTRALIA property settlement agree- 

ment with Australia was 
signed on June 7. australia will pay the United States the 
total sum of £27 million, of which {20 million is due within 
90 days, and the remaining ¢7 million will be in the form of 
real property and «= fund in Australian pounds to be spent by 
the US for educationel and cultural programs. Under the 
agreement Australia will purchase surplus property from the 
US up to the amount of $6,500,000, 


oe eae . 
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$@@ security regulations herein 








This weekly publication is designed 
to highlight developments in the economic 
divisions of the Department of State, and 


to indicate the economic problems which | 
are currently receiving attention in the ty 
Department. It is suggested that copies .| 
be retained on file, as reference will 

sometimes be made to previously reported . 


items to avoid repetition. | 


DOCUMENT SECURITY INSTRUCTIONS 


This document should be treated in accordance with | 
current instructions regarding security measures for - 
SECRET materiel. Extreme care should be exercised to 
avoid public or private discussion of the information 
herein with or in the presence or hearing of any person 
not authorized to have knowledge thereof. For general 
purpoees al) classified Foreign Service Officers and 
other responsible economic officers are authorized to , 
have knowledge of the contents of this document, 
responsibility for the safekeeping of which will be 
assumed by each recirient thereof. It may be retained 
in protected files or, at the discretion of the recipient, 
destroyed by burning. If not personally dieposed of by 
the recipient, he will assure himeelf that it ie burned 
in the manner prescribed for SECRET material. 
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ALLIED-SWEDISH NEGOTIATIONS The past several weeks of the 
PROCEEDING SATISFACTORILY Allied-Swedish negotiations on 
‘ German external assets has been 
devoted largely to an exchange of opinions concerning points 
of mutual interest. Both sides have indicated satisfaction 


with the present rate of progress. 





Justice Sandstrom, head of the Swedish Delegation, has 
stated that Sweden will turn over to the Allies any gold trans- 
ferred to Sweden which was looted from territories occupied by 
the Germans. It is expected that the amount of gold available 
in this category will apvroximate $8,300,000. In turn, however, 
Sweden expects to lay claim against the Reichs bank for such gold 
sold to them and will attempt to set this claim off against 
Reichsbank assets in Sweden. The Swedes also agreed to view 
with sympathy any agreement reached by the Allies on the dis- 
position of German patents, and to take under consideration the 
Allied policy on trademarks. In addition to the special court 
already established to prevent the dispersion of looted objects 
within Sweden, tne Delegation has indicated that it would be 
willing to transmit any information received from. the Allies 
on looted securities to the Swedish Stock Exchange. 


Swedish Property in Germany During the discussions, a 
creat deal of concern has been expr essed over Swedish property 
in Germany. Justice Sandstrom and his colleagues were informed 
by the Allied Delegations that priority in removals is given 
to German-owned plants and that if Swedish owned plants are re- 
moved as reparations, gust compensation will be made in Reichs- 
marks. This seems satisfactory. arrengenense are being made 
in the three western zones to permit the entry into Germany of 
a Swedish Government Delegation which will travel in the three 
western zones in order to ascertain for itself the amount of 
any removals of Swedish property which may have taken place. 
This Delegation will be limited only by the necessities of 
military security, general censorship rules and similar non- 
discriminatory and necessary restrictions. All expenses will 
be porne by the Swedish Government which will also furnish its 
own supplies. Details of the trip will be worked out in Stock- 
holm. Primary concern of the Swedes with respect to their 
properties in Germany are with those located in the Eastern 
zone, concerning which these negotiations are not competent 
to discuss. Swedish claims are limited to removals from 
Germany and will not cover war damaged property. 





German Assets in Sweden In some instances, German property 

; in Sweden has been sold to Swedish interests with the Germans 
retaining an option to repurchase. The existence of such op- 

tions shall either be used as evidence by the Swedes that the 

property is still German controlled and will, therefore, be 

vested by the Government, or investigation ili be made to 
determine whether or not the sale has resulted in the enter- 
prise being cloaked, 


Swedish 


DECLASSIFIED FOR PUBLICATION IN FOREIGN 
RELATIONS OF THE UNITED STATES 











La 
ee | 
J» 


= 


Swedish estimates of German assets in their country ‘ 
closely approximates the list which the US had drawn up prior 
to the opening of the negotiations. These assets are broken 
down into several categories: German private assets--upon Z 
which agreement has not yet been reached; assets of Germans 
resident in Sweden--the Swedes insist that these funds be left 
intect unless the Germans in question are to be repatriated 
as obnoxious Germans; German state property--Sweden feels this 
property should be used to meet the obligations of the German 
state to Swedish nationals, such as holders of Dawes-Young 
bonds, Kreuger and Toll bonds--no conclusion has as yet been 
reached on this point; German official buildings--still under 
consideration. The Swedish-German clearing balance constitutes 
the largest sum of money to be liquidated. About $25,000,000 
remains on the German balance of the clearing account, and 
about one-half of this the Swedes consider as German state 
owned since the German state had already paid off on its end 
to its nationals. The remaining part of the balance, the 
Swedes consider German private property. The Swedes admit that 
if the Allies insist, they can obtain control of all German 
private assets in Sweden, but this would result in Sweden's 
revising and reducing its present loan and credit policy to 
certain of the liberated countries, including Finland. ‘“wedish 
loans, grants, or promises to lend near two billion Swedish 
crowns. If the Allies insist on receiving all the German assets 
in Sweden, which comes close to four hundred million crowns, 
there will be considerable Swedish pressure to revise downward 
their credit policy. 





problem, for which 
| & stop-gap solution 
was found last Fall in the three-cents-a-pound subsidy, ex- 
tended in March to June 30, is under consideration again with 
the coffee-exporting countries. While the Department favored 
meeting the request of the producers for removal of price 
ceilings, we were not willing to urge this over the strong 
opposition of OPA and the Office of Economic Stebilization in 
the absence of a supply commitment involving an offer of a 
sizeabdie quantity of mild coffees. OES felt that the stabi- 
lization »~rogram would be seriously injured if there were an 
increase of six to eight cents per pound in coffee prices to 








consumers, 
The following proposal was developed after the Department . 
strongly recommended en average price increase of about five s 


cents a pound. It has been discussed with Brazilian repre- 
sentetives here. (1) The US Government will take immediate 
steps to replace the present subsidy of three cents a pound 
by a subsidy of 35 percent of the value of coffee imported 
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into tne US. (2) If this subsidy should be withdrawn while 

price control of coffee is still in effect here, ceiling 

prices on coffee would be adjusted correspondingly. (3) The 
Governments of the coffee-troducing countries will freeze 

their minimum export prices and their export taxes on coffee 

at present levels, except that the taxes may be increased by 

not more than five cents . per bag in eccordance with commit- 
ments some of the Governments have already made. (4) Exchange 
rates will not be altered so as to increase the cost of coffee 

to the buyer or otherwise restrict its flow. (5) If necessary 
to maintain an adequate flow of coffee, the Governments which 
control coffee stocks will, at the request of the US Govern- 
ment, place these stocks on the market at the subsidized prices. 
No one country will be asked to furnish from Government-controlled 
stocks more than 500,000 bags per month. (6) The Governments 
will refrain from action likely to encourage withholding of 
coffee from the market. (7) The US will approach the Governments 
of other coffee-importing countries to secure their cooperation 
in assuring the success of this arrangement. 


UK_ AND ARGES TINA TO DISCUSS It has been announced that 


TRADE AND FINANCIAL MATTERS Percival Liesching, Second 
Secretary of the UK Board of 


Trade, will head a Trade Mission, leaving London June 18 for 
Buenos Aires, to seek coordination of irgentine and British 
viewpoints on trade development in relation to the forthcoming 
International Trade Confererce, The immediate purpose of the 
trip, he explained, is to secure an additional year's extension 
of the frgentine-UK trade agreement of 1936, which is due to 
expire sugust 20 efter a six months' extension negotiated in 
February 1946. The British have made it clear that they are 
anxious to live up to their comrercial policy commitments to 
the US, and in discussions regarding the manner‘“in which the 
two.countries will be affected by the "Proposals for Expansion 
of ‘Yorld Trade and Employment", Liesching hopes to enlist 
irgentine support for the principles embodied in the Proposals. 
He feels that if the Argentines agree with these, they will not 
be disposed to allow the Argentine-UK agreement to lapse, with 
the consequent increase in argentine rates of duty. The Depart- 
ment has instructed the Embassies at London and Buenos Aires 
that it has no objection either to a simple extension of one 
year of the agreement or to its lapse, 


& Treasury Mission, headed by Wilfrid Eady, in charge 
of Finance, British Treasury, and consisting of several fi- 
nancial and railway experts, will also go to Buenos /ires to 
discuss matters concerning sterling balances, Fritish-owned 
railways, and related problems, The press in Buenos /.ires 
has interpreted these developments, coupled with the recent 


establishment 
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establishment of a British Food Mission in Argentina, as . 
indicating that the two countries have agreed to examine 
exhaustively the whole scope of their mutual economic re- 

lations, and as the beginning of a new phase in iAnglo- 

frgentine relations, 


* * * 


US-CHINESE AGREEMENT COVERING 4 formal agreement has been 
LEND-LEASE PIPELINE CONCLUDED signed with China covering 
the civilian pipeline on V-J 





— 


Day, amounting to $59 million. This previously had been 
covered by an interchange of letters. The terms are the so- 
called 3(c) and the agreement requires the Chinese to pay for 
the cost to the US, plus 7-1/2 percent and ocean freight. The 
pipeline consists mainly of trucks. ; 


im agreement was 
signed in Rome on 
June 10 by repre- 
scntatives of British Overseas Airways Corporation and officials 
of the Italian Government for the creation of a joint aviation 
company (AII). Like the T’A-Itelian agreement (see Current 
Economic Developments, Issue No. 48, May 20, 1946, Page 11), 

it requires an Italian decree authorizing formation of the 
company for implementation. The agreement provides that AII 
shall have a teneyear ccncession to operate the routes granted. 
The concessions previously operated by the Italian company LATI 
will be transferred to i.II, and the Italian Government gives its 
consent to the transfer to iII of tne concessions of any Italian 
"undertakings" participating in the new company. 








Italian officials maintain that the agreement does not 
confer any exclusive rights. TW”. officials, however, belicve 
that the acquisition by AII of the concessions of the Italian 
companies, which include a wide network of international routes, 
may be tantamount to exclusive rights to perform Italian inter- 
netional air services. r 


Embassy Rome has officially requested the Foreign Office 
to defer implementation of the agreement until the US has time 
to study it fully and judge its effect on the proposed TWA- 
Italian company. | 


ee 
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MEETING OF. EUROPEAN COUNTRIES PROPOSED Various European coun- 
ON GERMAN LEVEL OF INDUSTRY PROGRAM tries have from time 

‘. to time expressed the 
desire to find some forum within which to discuss the level 
of industry plan in Germany as it affects their economies. 
It is realized by the Devert ort that the European countries 
have an interest not only in short run problems of German 
trade, allocation of bulk commodities in short supply use of 
various ports, etc.; but an extremely vital interest in the 
long-run problems of what industries must be developed in 
their countries to replace former German sources of European 
imports which will be eliminated by the level of industry plan. 
The British have proposed to hold such talks in the EECE and 
the subject is already scheduled for examination under their 
leadership. While favorinz such discussions from an informa- 
tional and educational point of view, the Department realizes 
the possibility that the resulting debate might embarass our 
efforts to achieve economic unity in Germany. 





_. The discussions will be held in any event in the EECE and, 
therefore, the Department is asking General Clay to comment on 
a US proposal that the EECE and IARA jointly sponsor an ad hoc 
conference on long run problems to be held in Brussels in the 
latter half of July. In addition to the countries represented 
on these two organizations, it would be possible to invite 
representatives or observers from the USSR, Poland, the 
neutrals, Austria, Italy, ‘ungary, Rumania, Bulgaria, and Fin- 
land. If it is agreed to hold such a representative forum, 
members of the Economic Directorate and Industry-Covmittees of 
the ACC could present statements on the implications of the 

level of industry plan on German industry and the long-run 
export position 'of Germany. Opportunity would be afforded the 
European countries to as alas and excnange information. 


This proposal is considered more accentable to the Depart- 
ment than the proposed discussions to be held by: the EECE in 
London. 








the Department that the rs 
lend-lease and surplus settlement proposal is acceptable to 
the New Zealand Government. Mr. Nash, the Minister of Finance, 
is expected to arrive in the US on June 30 end will probably 

, - gign the agreement at.that time. The announcement of the 
terms of the lend-lease settlement with Australia has been re- 
‘ceiving favorable comment in Mew Zealand from both conservative 
and labor groups, and the New Zealand public:is expecting that 
their country will receive similar favorable terms, 


os 
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RIPARIAN POWERS PRESS FOR HEARING Belgian, Dutch, French 
ON LEVEL OF GERMAN RHINE SHIPPING and Swiss representatives 2 
: on the Central Rhine Com- 
mission have expressed the fear that the result of the general 
attitude of the US zonal authorities will be to reestablish the 
German Rhine fleet at the expense of the interests of the non- 
German riparian fleets. The controversy over interim admini- 
stration of the German Rhine fleet is tied to the basic question 
of the future level of German inland shipping which must ulti- 
mately be decided by the Allied Control Council. Pending this 
decision, British and American representatives have pressed for 
a tripartite zonal pool, to be operated under German administra- 
tion, and have agreed to a bilateral arrangement since the 
French refuse to pool the German barges they control. 





Dutch representatives have expressed concern that the use 
of a German organization by US zonal authorities would tend to 
recartelize German shipping and rebuild the pre-war position 
of Germany, which in pre-war years dominated the Rhine. French 
representatives agree, and point out that French policy is to 
reduce the German Rhine fleet to serve German internal needs 
only, and not to include international traffic. The US zonal 
authorities, on the other hand, are faced with the problem of 
efficient operation of the German barges to relieve the over- 
burdened railroads and feel that utilization of German person- 
nel and organization is required to achieve this end. ' 


The French and Dutch are agreed on the urgency of a 
prompt decision and propose a meeting of Belgian, Dutch, 
French, Swiss, US and UK experts to consider the future size 
of the German barge fleet and to submit their recommendations 
to the ACC prior to final determination. We have conveyed to 
General Clay the opinion of the US representative on the 
Central Rhine Commission that the Dutch, Belgians and Swiss 
should have the opportunity of openly presenting their views 
= = important matter before any decision is reached in 

e ° 


* * * 


UNITED MARITIME op ee The first meeting of 
MEETS THIS MONTH IN THE NETHERLANDS the United Maritime . 

_ Consultative Council 
will be held in Amsterdam, the Netherlands from June 18 to 
June 27. The Council was created in compliance with the 
recommendation of the Executive Board of the United Maritime . 
Authority at its final meetings in London in February 1946, 
and is designed to provide an opportunity for exchange of . 
information and recommendations regarding international ship- - 
ping problems. The following maritime countries will be 
represented: Belgium, Canada, Denmeri, France, India, the 
Netherlands, New Zealand, Norway, Poland, South Africa, Sweden, 
the UK and the US, 
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The UMCC will consider the following ma jor topics: 


(1) Rovicw of the eperte: athe other machincry este blirhed 
at United Maritime Executive Eoard (UMEB) recommendation, 

This includes the Contributory Nations Committee in “’ashington, 
to program relief and rehabilitation cargoes from the US and 
Canada and to allocate voluntarily contributed tonnage for 

such cargoes, and the London Coordinating and Review Committee, 


which considers UNRRA loading requirements in other areas. 


(2) Review of thc progress in the restoration of the 
normal process of international shipping, which UMEB recom- 
mendations unanimously held should not be retarded. This 
will inelude the exchange of information in respect:to the 
present shipping policies of the nations which have accepted 
the UMEB recommendections. aa hs 


(3) Relation of the United Maritime Consultative Council 
to the United Nations, The ECOSOC Drafting Committee on the 
reports of the Economic Commissions has approved a text that 
the principle of a world shipping organization dealing with | 
technical questions be eccepted and that the question of tne 
nature of the organization be referred to the UMCC for study ~ 
and recommendations. The Drafting Committee has also recom- 
mended that ECOSOC refer the matter of a world shipping 
organization back to the Transport and Communications Commis- 
sion for further study. 


SECRET 
: k * 


FIRST PICAO INTERIM ASSEMBLY The first Intcrim Assembly of 
CONSIDERED HIGHLY SUCCESSFUL the Provisional International ..- 

_ Civil Aviation Organization mct 
from May 21 to June 7 in Montreal, in accordance with the pro- 
visions: of the Interim Agreement drewn up -t the International: 
Civil Aviation Conference held at Chicago in 1944, Delegates 
from 44 of the 46-member states attended and ten non-member 
states and eight international organizations sent observers. 
The work of the Assembly was divided among five Commissions; 
on General Policy of PICAC, Air Navigation (Technical), Air 
Transport (Economic), Legal Questions, and Administration and 
Finance, respectively. | 








The Assembly meetings were on the whole considered highly 
successful and were conducted. in an atmosphere of cooperation 
and good-will, While some controversial questions were post- 
poned for further study and consideration, agreement was 
reached on the general objectives of the Assembly on these 
matters. Decisions were made on a-.number of controversial 
questions, among them, the selection of Montreal as the seat 
of the ‘permanent organization, and the election of Ireland to 
fill the twenty-first Council seat, previously held open for 
the Soviet Union. | 7 : ’ 
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The relationship of PICAO to the United Natiomns was dis- 
cussed at the request of the UN, and the PICAO Interim Council 
was authorized to participate in drafting an agreement on this 
question for submission to the next Assembly for approval. In 
addition, the Council was authorized to make the necessary co- 
operative arrangements with the UN during the coming year, so 
long as the autonomy of PICAO is preserved with respect to the 
purposes for which it was created. 


The Assembly agreed that a multilateral agreement on com- > 
mercial rights in international civil aviation is the only 
solution compatible with the character of PICAO and the envisaged 
permanent organization, but that a multilateral agreement should 
not be completed at this Assembly. Arrangements were made for 
frank and open discussion to be held on all problems involved 
in developing a multilateral agreement, so that the different 
national viewpoints may be made known, These discussions will 
be incorporated into documents to form the basis of further 
study by the Interim Council, for the purpose of drawing up a ' 
dreft multilateral agreement for submission to the next Assembly. ; 


e 


Agreement was reached that CITEJA (International Technical 
Committee of Aerial Legal Experts) should be merged into the 
permanent International Civil Aviation Organization. Member 
states were urged to retify the permanent convention and a 
"target date" of March 1, 1947 was set for simultaneous deposit 
of the instruments of ratification. Thus far, only nine states 
have formally ratified the permanent agreement. The Council 
was authorized to formulate plans for a permanent organization 
for submission to the first permanent ‘Assembly. 






TRC_ANNOUNCES REORGANIZATION PLAN Mr. Garrison Norton has 
AND_4PPOIN OF NEW DIRECTOR been appointed Director, 
Office of Transport and 
Communications Policy, effective as of July 1, 1946, to succeed 
Mr. George P. Paker who is resigning to accept the James J. Hill 
Professorship of Transportation in the Harvard University 
Graduate School of Business /idministration., !r. Walter i. 
Radius has been appointed Deputy Director of TRC to succeed 

Mr. Norton. Mr. Norton has been with the Department since 
November 1, 1945 and Mr. Radius has been employed in the 
Department since June 1942, ; Mee 








4-reorganization of TRC, effective June 1, 1946, establishes 
the following plan: The sviation Division consists of the Air ‘ 
Transport Section, Facilities Section, and Technical Assistance 
Section. The Shipping Division includes a Traffic Section, 
Shipping Law and Treaties Section, Inland Transportation Section, é 
and Seamen's 4ffairs Section. The Telecommunications Division 
consists of the Telecommunications Law end /.greements Section, 
Communications Section and Technical Plans Section. Each divi- 
Sion will now include a Planning and Coordinstion Section and 
necessary advisors, o | 
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ITALY TO IHPORT FOREIGN The Italian Minister of 
WITHOUT QUOTA RESTRICTIONS Foreign Commerce has in- 
formed Embassy Rome thet 
a plan for regulating importation of foreign films into 
Italy, which was approved by the Department end by the US 
film industry, will enter into force immediately being ef- 
fective as of January 1, 1946. Under this plan the importa- 
tion of foreign films will not be limited, and financial con- 
trol will not extend beyond certain specified bounds. These 
concessions are premised upon reciprocity of treatment of 
Italian film exports. 


The agreement, which will be in effect until December 31, 
1946, provides that amounts due foreign renters must be paid 
into non-transferable accounts in lire in a bank authorized 
to deal in exchange chosen by the importer and that they may 
be used in Italy for certain specified purposes connected with 
the film business, Further use of these deposits will be 
subject to the approval of the Ministry of Foreign Trade. The 
foreign seller in whose name the account in lire is entered 
will be authorized to dispose of foreign exchange derived 
from his export of Italian films up to the equivalent value 
in foreign exchange of the expenses of production of such 
films. At the end of this year the Italian Government will 
re-examine these regulations. Sixty days per year of pro- 
gramming in the theaters have been reserved for Italian films 
as the result of a private trade arrangement between the 
Italian exhibitor and distributor associations. 


DEPARTMENT RECOMMENDS LIFTING In view of reports from 
OF EMBARGO ON FILM TO SPAIN © Embessy Madrid that the 


present raw film control 
is ineffective, the Department has recommended to Commerce 
that the present restriction on shipments of 35 millimeter 
raw film to Spain be withdrawn. This restriction was re- 
tained temporarily when other restrictions on general li- 
cense commodities for Spain were removed in a recent re- 
vision of our export policy toward that country. (See 
Current Economic Developments, Issue No. 46, May 6, 1946, 
Page 7.) The Department has suggested that no public an- 
nouncement be made of the lifting of the film embargo and 
that approval of pending applications for these shipments 
to Spain should suffice. 
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tended by the United Nations 
Economic and Social Council 

to members of the UN to participate in the United Netions 
International Health Conference, opening in New York June 19. 
Sixty-seven States will be represented, including, in addition 

to the UN members, observers from former enemy states and non- 
members_of the UN. Germany, Japan, Spain and several. small 
principalities are the only ‘countries which were not. asked to ' 
attend. _ However, the Allied Control Commissions for Germany 

and Japan, and the Military Government of Korea will send 
representatives to the Conference. Several international 
organizations interested in health and related fields have also 
been invited to send observers. The US Delegation, headed by 
Thomas Parran, Surgeon-General of the Public Health Service, 

will consist of Dr. Martha M. Elliot as vice chairman, four P 
other delegates, Secretary General, and 14 advisers. The Depart- 
ment will be represented by Durand V. Sandifer, Division of 
International Organization Affairs (0A), as delegate; Otis E. 
Mulliken, Division of International Labor, Social and Health 
Affairs (ILH), Secretary General; Advisers, Ward P. Allen, 

John Maktos, Marcia Maylott, all of OA; and Richard Wheeler 
Division of International Conferences (rc), Executive Secretary. 


_ he Proposals for the Constitution of the World Health , 
Organization, prepared by the Technical Preparatory Committee 
which met in Paris from March 18, 1946 to April 5, 1946, will 
be the principal item on the agende for the Conference. These 
Proposals envisage a World Health Organization, membership in 
which should be open to all Nations, as a specialized agency 
through which States will cooperate for the protection and pro- 
motion of health throughout the world. In order to achieve its 
specific aims and objectives, the Organization should be the 
general directing and coordinating authority in international 
health work, whether the work is done by the Organization ite 
self or in conjunction with other agencies. It is proposed 
that a Conference, composed of delegates from Member States, 
shall meet in regular session at least once each year to 
determine broad policies of the Organization. An Executive 
Board, Director-General, and Secretariat are to be responsible 
for giving effect to the policies of the Organization, .. 


* *. * ' bao . 
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NORTH AMERICAN REGIONAL BROADCASTING The first meeting of 
ENGINESRING COMMITTEE NG COMMITTEE HOLDS MEETING MEETING -the North American 

Regional Broadcasting 
Engineering Committee was held in Washington June 3 to June 75 
in compliance with Article XII of the Interim Agreernent con- 
cluded at the North American Regional Broadcasting Conference 
of February 1946. The Agreement is designed to regulate the 
use of the standard broadcast band in the North American 
region. The purpose of the Engineering Committee is to in- 
sure that adequate provision is made to prevent interfering 
radiation toward other countries in excess of the acceptable 
maximum, to investigate whenever observed interference indi- 
cates the possibility of maladjustments of transmitting equip- 
ment and to recommend adjustments or modifications to insure 
that be specified radiation in pertinent directions is not 
exceeded, 





Three representatives, one each from Canada, Cuba and 
the US, and technical advisors agreed on the rules of pro- 
cedure to be followed in initiating and conducting investi- 
gations of interference or potential interference including 
detailed requirements as to methods of measurements in any 
of the three countries, “hile Article XII included Mexico 
as a member of the Engineering Committee, Mexico made a 
reservation regarding Article XII at the signing of the In- 
terim Agreement and was therefore not represented at this 
meeting. At any time that Mexico withdraws its reservation, 
a full meeting of the Committee will be called to ratify or 
modify the rules approved by the Committee in these sessions. 


The Engineering Committee's duties reflect a unique 
feature in international organization in the derogation of 
national sovereignty to the extent that the Engineering Com- 
mittee may come into the country and make electrical measure- 
ments on that country's soil at the request of a foreign 
member country. This feature of the NARBA Interim Agreement 
was described by a Cuban delegate as "a trial balloon in inter- 
national relations" which may serve as a precedent for similar 
structures in other international organizations, Member coun- 
tries are required to notify cach other in advence concerning 
any new stations or changes in existing facilities which might 
effect the propagation internationally of radio signals, Any 
mer ber government receiving notice of construction of a new 
or changes in an existing station in’ another country may re- 
quest an inspection by the “ngineering Committee prior to 
regular operation. 
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US NOTE TO THE USSR STATES NECESSI OR In a recent note 
INCLUSIVE NATURE OF ECONOMIC CUSSIO to the USSR the 

US has reaffirmed 
the position, as stated in earlier notes, that the settlement 
of all the questions enumerated in them are, to our way of 
thinking, necessary to establish sound economic relations be- 


tween the US and the USSR. 


Accordingly, the following proposals are made concerning 
the procedure to be followed: (1) Negotiations to begin if 
possible on July 10, 1946 on: (a) the credit request of the ‘ 
USSR; (b) preliminary discussions of a comprehensive treaty 
of friendship, commerce, and navigation between the US and 
the USSR and agreement to enter into negotiations in the near 
future for the conclusion of such a treaty; (c) methods for 
giving effecc to the terms of Article VII of the Lend-Lease 
Agreement, such as are suggested in this Government's "Pro- 
posals for Expansion of World Trade and Employment", which 
were sent to the USSR on December 21, 1945; (d) general 
settlement of lend-lease obligations on the basis of an in- 
ventory of lend-lease supplies in the possession of the USSR 
or subject to its control at the end of hostilities; (e) claims 
of US nationals against the USSR; (f) determination of concerted 
policies to be followed by the US and USSR together with the UK, 
under the terms of the agreement reached at the Crimea Confer- 
ence, in assisting the liberated peoples of Europe to solve 
their economic problems by democratic means; (g) protection of 
the interests of inventors and of writers and other holders - 
of copyrights; and (h) any other economic questions deemed by 
either government to be conducive to the attainment of the 
general aims of the negotiations as herein proposed. (2) 
Negotiations on civil aviation matters of mutual interest to 
begin two weeks after the commencement of the negotiations re- 
ferred to in item (1). (3) Negotiations on the following ques- 
tion to be held at a time to be fixed in the course of negoti- 
ations referred to in item (1) above: arrangements to guarantee 
that navigation of rivers of international concern should be 
free and open on terms of entire equality to all members of the 
United Nations. It is further proposed that these negotiations 
be held in Washington. 


In addition, the note states that neither this correspon- 
dence nor any negotiations resulting therefrom should in any - 
way preclude or postpone negotiations and settlement of these 
matters at the Conference of Foreign Ministers, and again re- 
affirms the view expressed in earlier correspondence that 
successful conclusion of the proposed discussions will be 
facilitated by the membership of the USSR in the International 
Monetary Fund and International Bank for Reconstruction and 
Development. ; 


*¥* * * 
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Y MISSION ASSUREB Conversations have recently been 


FUNC 
OF US ECONO"IC COCPERATION concluded between the Hungarian 
Prime Minister and his party and 
US representatives in Yashington. “e presented a memorandum 
to the Prime Minister embodying the following points: In 
order to facilitate the stabilization of the Hungarian mone- 
tary system and economy we are prepared to return the Hungarian 
gold now in custody of US forces upon receipt cf assurances from 
the Hungarians that they will undertake to return any part of 
this gold subsequently established to have deen looted, US com- 
manders in Germany and Austria are being instructed to proceed 
with the restitution to the Hungarians of identifiable dis- 
placed property removed from Hungery under duress subsequent 
to Januery 20, 1945. Commercial inland watercraft will not be 
returned pending the outcome of current negotiations with the 
USSR looking toward the establishment of the free movement 
of vessels on the Danube. Interim agreement is desired to 
permit operations of sir transport services by designated UC 
carriers into, through and cway from Hungary durirg the period 
preceding the conclusion of a peace treaty. Although the US 
Goes not make the conclusion of such an agreement a condition 
to the return of displaced Hungarian property and gold, it 
nevertheless attaches great importance to the conclusion of 
such an agreement. Concerning the 4ungarian request for an 
additional surplus property credit, it is deemed advisable 
to determine whether there would be sufficient surplus still 
available in Europe to utilize this increased credit. 








The memorandum again emphrsizes our rcpeated requests for 
comprehensive information concerning all aspects of FEungearian 
economic conditions which would facilitate consideration by 
the US Government of the Hungarian resucst for assistance. 


The Prime Minister stated that he considered our position 
on aviation and information entirely r-asonable. “ith regard 
to aviation, he added that he would egsin raise the matter 
with the Cabinet and also requested thst we approach ACC once 
more in connection with our rccuest for information on 
Hungarian economic conditions. We stated that we would do so, 
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TRIPARTITE FLANNING RECOMMENDED Lt a recent joint meeting 
BY US FOR RECOVERY IN RUMANIA of the ACC the Soviet Chief 

of the ACC Economic Section 
proposed a five-point program for economic recovery: which, he 
suggested, should be presented to the Rumeni-n Government after 
joint ACC ap»rovel,. 








In a communicstion to the American Representative et 

Bucharest we are stating our general position with regerd to 

s progrem for furthering economi*s recovery in Eestern Europe 
ond, in particular, in Rumania, as enviseged in the Yalta 
Declaration. It is our hope that tripartite consultative 
mechinery on Rumanian economic recovery could te continued 
even after the dissolution of the ACC. ‘“e are, therefore, 
enxious to continue end extend the scope of (US end 'K par- 
ticination in economic consultative groups in which economic 
policies of the mejor powers can be dealt with at a technical 
level with the least possible reference to politicsl end 
security issues. To this end, it is suggested that consider- 
etion be given to the possibility of participetion of US and 
UK civilian representatives in discussions. 


In connection with possible US-USSR loan negotiations 

we have proposed 2 discussion of the means to further the 

<conomic recove ry of Eastern European countries. "Ye have 
elso endorsed the creation under ECOSOC of a Sub-Commission 
on Reconstruction of Devastated Areas with similar terms of 
reference. To the extent that prior agreement on questions 
concerning remedies for the Rumanian economic situation could 
be worked out et the -ucharest level, the work of the above 
groups on Rumanian problems could be greatly facilitated. 


“"e ore suggesting to “erry and the US representative 
ACC a rough sketch of 2 prograr for promoting Rumanian economic 
recovery for 1946-1947 to be worked out in the ACC end with 
the Rumanian Government. The program envisages the achievement 
of basic cconomic objectives including the maintenance of a 
rinimum standard of living for the civilisn population; suf- 
ficient exports to pay for minimum imports necessary to main- 
tain e minimum standard and, in general, to mximize essential 
production and to meet other essential foreign exchsnee obli- 
gations including service cherges on any reconstruction credits 
which may be received; and the fulfillment of clearly defined 
armistice obligations to the meximum extent consistent with 
the above objectives. In order to achieve the above besic 
objectives, a program must be developed which will deal ef- 
fectively with problems of industrial production, food and 
agriculture, rail and road transport, forcign trade, end price, 
fiscal and wage policy. 








US Comments on Sovict Program for Rumania Pegarding the 
specific USSR proposals (See Current “> mic. Developments, 
Issue No. 48, May 20, 1946, Page 2), s noted that they 


| — refer 
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refer largely to the esteblighment of administrative con- 
trols. “hile these controls are probably necessary for 
economic recovery, the more basic question is the economic 
program to which these controls will give effect. Emphasis 
should, therefore, be placed on tripartite preparation of a 
general economic recovery program as fundamental if the con- n 
trols are to be effective in promoting recovery. Concerning 
government intervention in private business, we believe thet | 
this is primarily en internal affair. Our attitude is based _* 
entirely on whethcr in individual cases Government cazitral 

is likely to promote or hinder production or distribdtion of , 
essential commodities and services. We are, however, @ager “| 
to have our representatives participete in the preparetion of 
e tripartite economic recovery program. 


We are informing 3erry that our policy is not to grant 
credit to e reparations paying country unless reparations and 
other economic armistice obligations have been clearly defined 
and fixed at a size which permits the country to carn foreign 
exchange sufficient to pay for essential imports and to service 
the credit. In addition, no i's economic assistance for Rumania 
could be considered unless a satisfactory economic recovery 
program hed received tripartite approval end had been accepted 
by Rumania. ‘e have edvised Berry that if conversations pro- 
ceed favorably and there appears to be some possibility of 
tripartite agreement on e recovery program which meets these 
conditions, and if the question of a credit is raised, he may 
inform ACC. and the Rumanian Government along these lines. 
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COSTA RICA ISS President Picado published an im- 
rOKEIGN portant decree tightening foreign 








| exchange control. Ail imports are 

divided into two categories. The first category includes cer- 

tain specifically listed articles and the secona category in- 

cludes everything else. Seventy percent of all available 

foreign exchange is to be earmarked for articles of the first 
category; ten percent is to be made available for all other im- «| 
ports; the remaining twenty percent of available foreign debt 

is to be divided to take care of private remittances abroad, 

foreign travel, payment of dividends and the interest on foreign .-~ 
investments in Costa Rica. Articles specified in the first : 
category include in general basic foodstuffs, cotton and wool | 
goods, drugs, gasoline, oil, paper, machinery for national in- 4 
dustries, plumbing equipmen » paints, agricultural machinery, 
electrical equipment, kerosene lamps, china kitchenware, some 
types of clothing, ordinary watches, certain office.® ! 
shoe polishes, matches, insecticides, brushes, toot 
soap, cattle, fertilizer and seeds, 
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FROM EN IN TRADE DIS S rently béing held in 
' Stee i ) Moscow between the USSR 
: and SWeden are reported to contemplate an agreement involving 
a Swedish commercial credit to the USSR of one billion kroner, 
ae. or two hundred million kroner apnually over the next five 
years. Swedish exports to the USSR would amount to three 
hundred million kroner annually and imports from the USSR to 
> one hundred million, The goods to be exchanged have not yet 
been definitely determined, although the Soviets have asked 
the Swedes for machinery and high quality steel. As yet the 
Swedes have not completed an investigation.of their commit- 
ments to other countries and hence are not ina position to 
inform the Soviets whether the goods desired are available 
for export. A Swedish official has said that Sweden will not 
break her commitments to the western countries, but might find 
it oe to reduce domestic consumption to meet the Soviet 
requests, : : 





While the Soviets are reported to have taken the initia- 
tive in requesting this credit, the Swedes say it should not 
be. regarded as in the nature of tribute demanded of Sweden. 
As far back as the autumn of 1943 the Soviets were urging a 
Swedish credit and they were not then in a position to demand 
tribute. Then, as now, they claimed that if the Swedes wanted 
large-scale trade with the USSR they would have to provide 
eredit, as the products which the USSR wants from Sweden are 
capital goods, which would not become productive for a time, 
while Sweden would receive in return raw materials and goods 
“which would erter immediately into consumption. 


In addition to political consicerations, Sweden's in- 
terest in more friendly commerctal relations with the USSR ° 
is believed to be influenced by a desire to trade with the 
Soviet zone of Germany, to resume air traffic with Soviet- 
controlled areas, anc to resume sea traffic between Trelle-~ 
borg and Saswitz. These concessions which Sweden is seeking 
will be considered separately from the credit negotiations. 


A Swedish official has expressed his personal opinion 
to Legation Stockholm that, since the Riksdag would not be 
‘ in session for such a long period of time, the agreement 
would be put into effect provisionally when signed, but would 
ultimately be referred to the Riksdag for ratification. The 
Legation points out that several difficulties lie in the way 
of great expansion of Swedish trade with the USSR at the 
present time. (1) Swedish factories are preoccupied with 
| orders for domestic and other foreign markets, and the Swedes 
themselves do not believe the USSR will be able to make much 
use of the 200,000,000 crowns curing the first year beceuse 
of existing demands on their production. Carry-over of credit 
will not be allowed. (2) Granting the necessary credit for 
such a trade expansion will accelerate the inflationary trend 


in 
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in Sweden. And (3) Swedish firms are physically-wepie: 
produce goods to fill large-seadle Soviet orders: betarise - 
- limitations~of blast equipment and an acute manpower shortage. 
According to information received by the Legation, Swedish : 
manufacturers have for some time limited their acceptance of 
orders with the proviso that delivery is promised in one to 
eight years. 





The Stockholm newspaper Ss. Was decidedly 
various aspects of the proposed credit, stressing 
sum would be spent on purchases of Swedish capital 
would impair Sweden's own construction projects at a: 
material shortage and that it would provide no future: 
in the USSR for normal Swedish exports. ‘The new-threat to ? 
increased inflation in Sweden which would be inherent in such 
large credits of this character was also stressed. D 
considers it important that the Soviet exports-to Sweden should 
not consist exclusively of expensive luxury articles, such as 
furs. 
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US PREPARES AGREEMENT TO USSR R REATMENT In connection 
OF US NATIONALS' FROPERTIES FOR NEGOTIATIONS with the pro- 
i -posed economic 


discussions with the USSR (See Cur re et Economie Developments, _ 
Issue No. 52,-June 17, 1946; Page 12), the USSR Area ttee 


is continuing the preparation of materials for use by the . 
negotiators. Its most recent discussions have been on the 
proposal for USSR treatment of rroperties of US nationals. In 
this connection it is studying the text of an agreement with 
the USSR. The principal points covered in the proposed agree- 
ment are reeognition of property rights, the return of property 
removed, compensation for property losses, visits by repre- 
sentatives of US owners to their property ‘and designation of 
administrative agencies including an appeals commission to 
carry out the agreement. 





SECRET 
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Discussions between the US and . 


toward the conclusion ‘ef :9-d1- 

lateral agreenent for eootaninal air services between the two | 
countries will begin in Mexico City on June 24, 
tion to assist Embassy *exico City in these negot 
consist of Mr. Oswald Ryan (Head of the Delegata peor ge 
Neal, Mr. John Wanner and Mr. John Sherran, Civil | wut 
Boerd, and Mr. Joe “alstrom and lr. “illiam MecLean ‘or 

State Department, Representatives of the five US airlines which 
already operate or plan to operate services to Mexico wili serve 
as urofficial advisors to the US Delegation. : 











a 





tetntehannaaianl . 
UNRESTRICTED DECLASSIFIED FOR PUBLICATION IN FOREIGN ' 
RELATIONS OF THE UNITED STATES 














































BEST Cury AVAILABLE 


i= 
4 


— 
ATTORNEY GED HOLDS COMMERCIAL AVIATION. In a letter 
AGREEKENTS VAI TD UNDER CIVIL ABRONAUT] LCT “* to. the 
ala oe ee 


General Clark B&® expressed the view -that existing 
‘aviation agrBéements to which the US is a party are 
ro The Attorney General states that he was consulted 
about and concurs in the President's statement in his message 

. to Congress of June 11, in which he urged. ratification of the 
- International Convention on Civil Aviatiori. . The President 
pointed out. that the Convention leaves the controversial ques- 
tions of commercial aviation rights to be settled by other 
international agreements and that he has actively undertaken 
to consummate such agreements under authority vested in him 
by Congress, that such agreements are consistent with the re- 
quirements of the Civil Aeronauties Act, are valsé under its 
terms, and protect the public interest, 






The Attorney General finds that ".., .the provisions of 
the Civil Aeronautics Act make it clear that Congress con-. 
templated the consummation of agreements with foreign nations 
relating to international civil aviation. . .The only argument 
‘which, so far as I know, has been advanced that existing agree- 
ments in this field are not valid, is based on.-. .fthe/section 
- - LWhich?, , -provides that 'no foreign air carrier shall 
engage in foreign eir transportation ess there is in force 
a permit issued by the Authority /BoardgZ ..' ". The Attorney 
General concurs in the State Department's opinion that the 
jurisdiction of the CAB and of the President in connection 
with the granting of such permits is not affected by any of 
the civil aviation agreements. This ruling by the Attorney 
General is related to the controversy which arose following 
the Bermuda Aviation Agreement »etween the US end the UK, 
when.the Senate Commerce Committee passed a resolution ad- 
vising the Senate that agreements of this character should. 
only be made in the form of treaties considered and ratified 
by the Senate. The Attorney General's opinion answers the 
questions which some foreign aviation authorities have raised 
as to the validity of our. bilateral agreements, SUAAOUERG the 
Senate Commerce Committee action. 


"We 


™-. 


. SENATE FOREIGN RELATIONS COMMITTEE RECO: 7"ENDS SENATE The 
RATIFICATION OF INTERNATIONAL CIVIL AVIATION CONVENTION Senate 

Foreign 
Relations Committee, in Executive Session on June 18, voted nine 
to one to report favorably on the International Conventiorr on 
Giyil Aviation and to recommend its ratificetion by the Senate. 
The Convention was drewn up 2t the Chicago Civil Aviation Con- 
cesques: in 1944, : 
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~REPATRUABUE Make: TEES. 

Se Ay ae eo on Reparations which. 
for the allocation of the:first-§85,000,000 of. the see m 
assets realized in neutral. countries:for the rehabilitation ° 
and resettlement of the nonerepatriable victims of Nagi‘ action, . 
the Governments of the US, [K,-France, Czechoslovakia and: 
Yugoslavia were charged with ormulating a program forthe dis- 
persal of such funds, in working out the procedureg .f@: be 
followed, representatives of the above governments-.iiiie 
Sisted by the Inter-governmental Committee on Refu 
Agreement has been reached:as follows: (1) The funéew@ 
used for the rehabilitation-and resettlement -.of eligéhae 
. persons and not for the.compensatior of individual victims. 
All work in rehabilitation should look toward the eventual 
resettlement--highest priority in this program is to go to 
children; (2) Since the majority of those in the eligible 
classes are Jewish, the funds to be allocated will be pri- 
marily directed towards Jewish resettlement, with ten per- 
cent of the § 25,000,000, ten poreen® of the proceeds of the 
"non-monetary gold" found in Germany, and five percent of the 
"heirless funds" (estates of those victims of Nazi action who - 
have since died in neutral, countries leaving no heirs) going 
to the relatively small numbers of non-Jewish ret'ugees from 
Germany and Austria -who do not wish to return to those coun- 
tries or who are regident there and wish to emigrate; (3) 
The funds shall be administered through the IGCR or its 
successor org ition ° ih shall make the funds available 
to private Itc field organizations on presentation of 
acceptable programs; (4) Title to all the "non-monctary gold" 
found in Germany shall be giver to the IGCR; (5) The French 
Government, acting for the other four governments, is to ap- 
proach the: governments of the “neutrals requesting that all 
"heirless-fundé" be made available to the IGCK; and (6) All 
funds willbe ‘retai#ied in the currency of origin until their 
eventual use ‘Ss “determined. pas 


a 


called 

















Fed 





IGCR Ina letter of in- 
struction : ive powers outline the admini- 
strative responsibilities of that orgenization. The American 
Jewish Joint Distribution Committee and the Jewish Agency of 
Palestine are specifically designeted as the field organizations 
to carry out the work of rehabilitation and resettlement for 

the Jewish victims, with the IGCR charged with selecting the 
orgenizations to carry out the prograr for the non-Jewish “ 
victims. Othe? -rospo1 ties include obtaining tigie ‘to — ‘ 
end liquidating all. "nonesonetary gold" made availathe by 

the occupying powers and obtaining title to the 50% 
























Swiss francs from the Government of Switzerland as An 

the Allied Swiss Accord-on German external gti 4- 
i oo amounts to be made davaileble up to the $26, 

, to ° ; -— eftay * 


ett pees There is still some uncertainty as 
to what countries should be sent the French letter requesting 





thet 
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that "heirless funds" be made available to the IGCR.” The 
French have suggested that. for the present the letter be 
limited to Switzerland, Sweden, Spain and Portugal since 
techmicaliy Turkey and ” argentina might be considered in a 
different category. The position of Eire is likewise un- 
certaim. If the submission of the letter is now limited to 
the four principel neutrals it would not preclude later ection 
on the part of the Allies with respect to the other countries, 
In the proposed letter, it is steted thet the Allied Powers 
recognize that "heirless funds" are not strictly a reperations 
metter since all those who died without heirs were not of 
German. nationality, but it is felt that since these funds 

have arisen out of a violation of every cannon of morality and 
‘international law, thet the neutrals should be requested and 
will be willing to make these funds available to the German 
victims of Hitlerite action. Necessary action includes the 
identification, collection and liquidation of all such funds. 
Where legal and fiscal obstacles exist to such ection, the 
neutrals are asked to overcome these obstacles by special 
legislative action. The letters to the IGCR and to the 
neutrels are not to be made public. 


Source of"Non-Yonetary Gold" The question has also 
arisen cs to shether or not the source of "non-monetery gold" 
should be extended to objects found in Austria and other 
depositories of Nazi loot. In this regard, ediditional sources 
. Of non-monetary gold may be made available under the de-Nezi- 
fication program of both individuals end organizations and 
perhaps from valuebles belongins to convicted war criminals. 





US-AND. FRANCE DISAGREE ON TRIPRI ITE CONTROL Negotiations 
OF OF GERMAN RHINE PlCET: NUCOTIATIONS (fi “TALLED for tripar- 
tite’ traffic 

control of the German Rhin: fleet appear to heve reached an 
impasse, and the Transport Division, U'.US, has authorized 
its representatives to proceed with icgctiations for a bipar- 
tite traffic arrangenent with Prit“sh waterway authorities. 
bes | Current Econotic Develoonents, Issue No. 52, June 17, 
Page 6) General egreement among the three Western oc- 
vii povers on a uniform policy for the Rhine appears un- 
likely inasmuch as French and US policies are rigidly opposed 
and neither has been willing to compromise. US zonal euthori- 
ties have rejected the compromise *roposal that a tripartite 
traffic committee supervise the German Rhine fleets, which 
would be operated by the French shipping combine in the case 
of the French controlled vessels, and German operating 
organizations in the case of British and US controlled vessels. 
The French are willing to accept this plan, end refuse to eac- 
cept the US position that a tripartite organization should 

















control 
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control the actual operation of all German Rhine craft, 
British zonal Tere have been willing to accept 
either plan, 


Frer.ch action in Placing its. German barges under French 
operation is considered by O::GUS to be tantamount to placing ‘ 
them under French ownership. In response to charges that US 
policy will act to recartelize the German Rhine industry, 

_ ONGUS states that reasonably free competition can be expected. 

The German Rhine fleet is not considered a war potential by . 
MGUS but a mejor business in which the Germans excelied, 

and essential to a balanced export-import program. ‘Less of 

revcnue from operation of the barges would increase US fi- 

nancicl liability. - OMGUS feels that the French position is 

dictated by commercial desires only and not by desire to 

destroy the war potential. 


INTERIM AGREENENT REACHED ON Pending a final determination 
COTTON SHIPEENTS TO SAPEN of the proportionate sharing 

of the Japanese cotton market, 
the US has agreed to permit India to ship up to 300,000 bales 
of cotton to Japan. The Indian Government will negotiate ace 
ceptable credit terms with SCAP. Sometime ago, India requested 
permission to re-enter the Japanese cotton market according 
to the pre-war pattern of trade. It has not been possible to 
reach a finel agreement satisfactory both to India and to the 
US Department of Agriculture on the percentage of trade to be 
allowed the major cotton growing countries in the Japanese 
warket, Agriculture insisting that current stock positions 
rather then normal trade relationshins should be the determin- 


ing factor in current shipments to Japan. 


Since it is feared that the Indian cotton will not reach 
the Japanese textile mills for some tire, it has been egreed 
between State and Agvicvlture that the Commodity Credit 
Corporation should set aside for shipment to Jaran an addi- 
tional 240,000 bales above the 650,000 bales already com- 
mitted for’ shipment from the US. This additional cotton of 
240,000 bales may be used by SCAP to meet immediate require- 
ments for 1946, or may be counted against future requirements 





depending on the amount of cotton to be procured from other . 
areas. | 
= * . 
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BATT COMMITTEE SUBMITS INTERIM REPORT The Inter-Agency 
ON DISPOSAL OF § IC RUBBER PLANTS Holicy Commiftee 
a .On Rubber, of which 

Mir. Batt is chairman (see Current Economic Developments, 

Issue No. 36, February 25, 1946, Page 12), has submitted to 

the Director of the Cffice of War Mobilization and Reconver- 
P sion an interim report dealing with the disposal of butadiene 

and copolymer plants in the GR-S program. | 




















In its First Report, the Committee recommended that 
synthetic rubber plants in the US should be transferred to 
private ownership as soon as practicable and that Government- 
owned plants producing butyl, neoprene, styrene, and special 
chemicals be made available for immediate disposal to private 
owners. Although a final report completing the Committee's 
recommendations is expected about July 15, an interim report 
calling for immediate action was necessary, since, under the 
Surplus Property Act, a plan for the disposal of plants costing 
over $5,000,000 must be before the Congress for 30 days, while 
it is in session, prior to the consummation of any sale. The 
Committee urges prompt consideration of a plen which the ‘Yar 
Assets Administration hes already submitted to the Congress 
regarding the disposal of plants producing butyl, neoprene, 
styrene, and special chemicals, in line with the Committee's 
recommendations. Unless a policy is established before Congress 
is adjourned, all butadiene, copolymer and plants costing: over 
$5,000,000 will be frozen in the hands of the Government until 
Congress convenes early in 19/4.. 


Disposal of the butadiene and copolymer plents is com- 
plicated by the need for insuring that the trensfer from 
government to private ownership is made without curteiling 
adequate output by the industry during the period of short 
supply of natural rubber. The plants transferred to private 
owners must be subject to such government production planning 
and allocation procedures as are continued while natural rubber 
is in critical supply. : 


"Basic" plants, which are those most likely to be needed 
either in production or standby for the long-run synthetic 
rubber program, because of low cost and favorable location, 
and because they use different feedstocks and diversified 
engineering principles which it is desirable to maintain in. 
the interest: of a well-belanced program, should be disposed 
of with the following reservations: (1) that the plants must 
be operated for the production of synthetic rubber during the 
short-run period of inadequate rubber supply, subject to 
existing government controls in the light of the continuing 
rubber emergency; (2) that the plants must not, without the 
consent of the government, be so altered after the short-run 
period that they are not reconvertible in a reasonable period 
for the production of syntehtic rubber; and (3) that the 
government will have the right to reacquire the plant if these 
two conditions are not met. About 450,000 long tons of GR-S 


is 
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is estimated to be the annual capacity of plants in the 
"basic" category. Basic plants not purchased by private 
interests should be retained by the government, which 

should commit itself not to operate them in competition 

with private industry except in the existing rubber shortage 
or in any future national emergency. 


As soon as it has been determined that a particular 
copolymer or butadiene plant is in the "fringe" group--those 
which in all likelihood will not be required at all for 
synthetic rubber production or standby capacity under the 
proposed national security program--it should promptly be 
offered for disposal. The sole condition which should be 
attached to their disposal is that they may be called upon 
‘to produce synthetic rubber during the short-run period of 
inadeouate rubber supply. 


The Committee believes that all of the three alcohol 
butadiene plants can immediately be offered for disposal. 
Because of the high cost of alcohol, it will probebly con- 
tinue to be much cheaper to produce butadiene from petroleum 
rather than from alcohol, and the need for alcohol butadiene 
is not likely to arise except in emergencies. Only one of 
the three plants should therefore be disposed of subject to 
the condition that it be maintained in standby condition for 
the production of butadiene even after natural rubber is in 


ample supply. 


The Committee favors sale of the plants offered for dis- 
posal over leasing arrangements, as ownership would offer a 
sound impetus to expenditures for »ohysical improvements and 
the development of new manufacturing technicues. However, if 
satisfactory terms of sale cannot be egreed upon, leases 
should be considered. The requirements of national security 
and interest must take precedence over dollers and cents con- 


siderations. 


Rubber Purchasing Agreements Concluded Agreements have 
been reached ‘vhereby the US Government will purchase 145,000 
tons ox netural rubber from British, Netherlands, and French 
Far Eastern sources, in accordance with allocations by the 
Combinec Pvtber Committee, for the period July 1 to December 31, 
1946 at the bacic price of 23-1/2 cents per pound f.o.b. steamer 
Ocean ports, British participation is 95,000 tons for shipment 
from Malava, Singapore, and North Borneo; French, 25,000 tons 
from Indo-China; and Dutch, 25,000 tons. 


The present arrangement whereby the UK purchases all 
rubber for export from Maleya and resells to the US or other 
governments will cease, and the US will be able to purchase 
rubber in British areas as desired, except in Ceylon where ar- 
rangements already in force will continue until the end of 
September. The British have also egreed to bid an equivalent 
of 23-1/2 cents per pound in order to coordinate British and 
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US purchases, end are recommending export licensing in 
Malaya, Singapore, and North Borneo to effectuate CRC. 
allocations. [aes 


; US arrangements for procurement in Netherlands and 
French Far Eastern territories are still under consideration. 


SECRET 


INTERNATIONAL EVERGENCY FOOD COUNCIL The International 


‘ ESTABLISHED TO RECC'"END ALLOCATIONS Emergency Food Council, 

provided for by the 
recent meeting on urgent food problems of the Food and Agri- 
cultire Organization (See Current Economic Developments, 
Issue No. 49, May 27, 1946, Page 6), was set up this week 
when the US-UK-Canadian Combined Food Board met end dissolved 
into the nineteen-nation Council. Twenty-one countries having 

‘membership on the CFB commodity committees were invited to 

- become members initially. Of these only the USSR was unrepre- 
sented at the organization meeting, while the Argentine repre- 
sentative was present only as an observer since he had not yet 
received instructions from his government. ™“r. ™. A. Fitzgerald 
of the Department of Agriculture was unanimously elected 
Secretary General of IEFC, which is charged with the task of 
making allocation recommendations regarding world foods in 
short supply for the duration of the shortage of basic food- 
stuffs. December 31, 1947 has been set as the-tentative 
terminal date, | 








A Central Committee of nine members vas chosen and the 
irgentine observer authorized announcement of his government 
as one of the members contingent upon its acceptance of the 
invitation to join IEFC. Other members of the Central Com- 
mittee are: Australia, Cconada, China, Fronce, India, Denmark, 
the UK, and the US. It was voted thet the Council of which 
Mr. Peters of the Netherlands wes elected Chairman, would 
meet at. least every three months, anc thet the mectings would 
be executive unless otherwise determined. 


UNRESTRICTED 
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SECRETARY: AUTHORIZES cae The Secretary has authorized 
OF SUSPENSION ON POLISH CREDIT Ambassador Lane to inform the 
Polish Government that in view 
of Polish assurances to make available information on Polish 
economic agreements, we are removing the suspension recently 
placed on the surplus property credit to Poland. (See a 
Economic Developments, Issue No. 47, May 13, 1946, Page 1). 
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antag Um SETTLEMENT OF US CLAIMS AGAINST NORTHWEST The US 
EUROPEAN GOVERNMENTS FOR CIVILIAN (PLAN A) SUPPLIES - Govern- 
: ment has 
recently concluded an agreement with the British and Canadian 
Governments which makes possible independent settlement by the 
US of its shere of combined bills submitted to the northwest 
European governments for civilian supplies distributed through 
the combined military authorities. The debtor governments were 
informed in Yashington on June 19 that the US will deal with 
them independently for the US share and that the US share is 
equal to 62 percent. The UK and Canada, on the same date, in- 
formed the debtor governments to the same effect, the UK share 
equaling 35 percent end the Canadian share three percent. 








The program for the provision of these civilian supplies 
to the northwest European governments was undertaken by the US 
in cooperation with the British and Canadian Governments for 
the purpose of prevention of disease and unrest in the areas 
of military operation. The original agreements with the 
British end Canadian Governments provided for combined col- 
lection of the combined bills. The recently negotiated agree- 
ment now permits unilateral settlement of each of the supply- 
ing governments' share of the combined bills. 


The agreement thus makes it possible for the US to 
pursue its current policy which is in general to treat the 
obligation for the US share in the sare way as lend-lease, 
i.e. as part of the over-all settlement of war accounts. 

When so treated, the agreement with the UK and Canada pro- 
vides that the JS reouire the debtor government to establish 

a reserve fund in its central bank equal to ten percent of 

its total combined bill for possible distribution to the UK 
and Canada, contingent upon losses vroving greater than these 
governments agreed to bear under present loss-sharing arrange- 
ments. Funds in this reserve account not thus distributed 
would eventually revert to free disposition of the debtor 
government, 


The US share of the combined claim against the French 
Government was waived in connection with the recent US-French 
financial negotiations with the stipulation that, in accordance 
with the agreement reachec with the Pritish ana Canadians, 
the French Government establish a trust account in the Bank — 
of France equal to ten. percent of the combined bill, for the 
purpose of making payments to the British andi Canadians if 
necessary. The US is proposing similar treatment of its 
share of the combined claim against the Belgian Government to 
the Belgian representatives in connection with the settlement 
of war accounts between the US and Belgium, 
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PROSPECTS FAVORABLE FOR EARLY The successful con- 


COMPLETION OF BULS SURPLUS DISPOSALS pletion of negotiations 

: in the Far East, together 
with agreements already concluded and negotiations in process 
in Europe would dispose of the great bulk of US surplus 
oroperty in Europe and the Pacific. “ith the exception of 
Germany there would remain for further disposal only relatively 
small amounts in scattered areas, 


China Negotiations are now in progress for the bulk 
disposal to the Chinese Government of all uncommitted surplus 
property in the Pacific Area. The estimated procurement cost 
of the surplus is $1,750,000,000; this is subject to revision. 
Foreign Liquidation Commissioner McCabe has requested a credit 
authorization for China of ‘3425,000,000, to enable that country 
to purchase these surpluses, 


Belgium The bulk disposal of surpluses is now being 
negotiated in connection with the lend-lease settlement. 


USSR Negotiations on financial details have consideratly 
delayed the conclusion of the $100 million surplus property. 
credit to the USSR. However, the Under Secretary has advised 
Foreign Liquidation Comrissioner icCabe to proceed to conclude 
& satisfactory deal soon. 


The original proposal to the USSR which was on 3(c) terms, 
modified in the light-of the October 15 lend-lease pipeline 
agreement providing for an eight year grace period, was ob- 
jected to by USSR representatives, who wished to limit the 
US privilege of calling for local currency to ten million 
rubles per year at the exchange rate prevailing at the 
moment. The counter proposal] now being offered will agree 
to accept $5 million at the exchange rate most favorable to 
the US and used by the Russian Government in any transactions 


in the previous year. 


BRAZIL TO BUY ENTIRE Brazil has agreed to buy the entire 
LEND=-LEASE PIPELI lend-lease »rineline valued at about 

; $2,100,000 on terms equivelent to 
the terms of the lend-lease agreement with thet country, i.e., 
35 percent of procurement cost. There are no remaining 


major lend-lease pipelines to the Latin American countries 
the disposition of which has not been decided. 


* * * 
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DISPOSAL OF GERMAN ASSETS IN SWEDEN The Allied-Swedish 
a ELOCK ALLISD-SWEDISH NEGOT TIONS negotiators on German 





external assets have 
been unable to reach agreement on the disposition of German . 
assets’ in Sweden. Maintaining that it is not possible under 
Swedish law, the Swedes have continuec to refuse to recognize ‘ 
4£CC as the now legitimate owner of all ex-German property. 
In attempts to offset Allied arguments, a counter offer was 
proposed by the Swedish Delégation "completely aside from 
the question of ownership of German assets in Sweden and 
-purely as a good will measure” looking toward. Swedish partici- 

_- pation in the relief. end reconstruction needs of Europe. ‘ 
Briefly, they proposed that Sweden grant 100,000,000 kronor 
for this purpose, the first 25,000,000 being " earmarked for the 
non-repatriable victims of Na zi ageression: with the remaining 
75,000,000 kronor to be turried over to the US, UK and France 
for aliocetion to those European countries which have received 
reconstruction credits trom Sweden, 


-, +» The US Delegate mede an alternative proposal whereby the 

funds for the non-repatriables would be raised to 50,000,000 f 
"kronor (which together with the Swiss allocation would meet 

tne £25,000,000 allocated under the Paris Conference on 

Reparations for the rehabilitation and resettlement of non- 

repatriables) and that the sum of 75,000,000 kronor be ac- 

cqpted by the US, UK and France for final distribution through 

TIARA. Within TARA, the three governments would support the 

allocation. of kronor funds in a manner giving due recognition 

to the financial and credit position of Sweden. ‘ 


Since these funds would be, in the words of the Swedish 
Delegation, an outright grant, the US Delegate further pro- 
posed that German assets in Sweden be used in the first 
instance to balance the Swedish-German clearing. It is esti- 
mated that settlement of the clearing would take approximately 
228,000,000 kronor, leaving a remainder of 150,000,000 kronor. 
It was then proposed that this 150,000,00C kronor should be 
given to the Allies in recognition of the fact that the Allies 
have been supporting a minimum German economy. allocation of 
these funds for this purpose should overcome the stated ; 

' Swedish objection that the funds were to be retained by Sweden 
for the use of a future German Government. 


The Swedish Delegation ind icated that our’ proposal sounded . 
reasonable but since this was an entirely new conception it 
might be necessary to interrupt. the negotiations until the 
Swedish Government could be informed of the proposal. At the 
most recent meeting the Swedish Delegation proposed that the 
150,000,000 kronor be used to finance Swedish-German trade 
at such time as e new independent German Government is 
established, but leter modified this proposal. The modified 


proposal 








————s 
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proposal would permit the 150,000,000 kronor to be used by 
the ACC to finance Cwedish-German trede in the near future. 
This proposal was initially rejected by the Allies, but 
will be discussed further at a subsequent meeting. 


* * bad 


US AND FRANCE CONCLIDE An air service agreement between 
AIR SERVICE AGRELLENT the US and France was concluded 

in Paris on June 18 by an exchange 
of notes, The agreement provides for the transfer of US air 
navigation, communication and weather facilities in French 
territory as these installations may later become surplus to 
US military requirerents, together with one year's supply of 
maintenance parts and expendable supplies, in return for the 
operation of these installations without interruption on a 
non-discriminatory basis. The French Government undertakes 
to furnish a sufficient number of suitable personnel to be 
trained to operate and maintain all facilities transferred 
under this agreement. A supplemental agreement will be con- 
cluced by the egency of the French Government which will 
eventually take over the operation of the facilities and the 
agency of the US Government which undertekes the training and 
interim operation and maintenence of the facilities pending 
the transfer of full operating responsibility to the French 
Government. The French Government will not be held responsi- 
ble for the operation of the fecilities until this training 
program shall have produced an adequate number of trained 
French personnel, 
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This weekly publication is designed 
to highlight developments in the economic 
divisions of the Department of State, and 
to indicate the economic problems which 
are currently receiving attention in the 
Department. It is suggested that copies 
be-’retained on file, as reference will 
sometimes be made to previously reported 
items to avoid repetition. 


DOCUMENT SECURITY INSTRUCTIONS 


This document should be treated in accordance with 
current instructions regarding security measures for 
SECRET material. Extreme care should be exercised to 
avoid public or private discussion of the information 
herein with or in the presence or hearing of any person 
not authorized to have knowledge thereof. For general 
purpoees al) classified Foreign Service Officers and 
other responsible economic officers are authorized to 
have knowledge of the contents of this document, 
responsibility for the safekeeping of which will be 
assumed by each recipient thereof. It may be retained 


in protected files or, at the discretion of the recipient, 


destroyed by burning. If not personally disposed of by 
the recipient, he will assure himeelf that it ie burned 
in the manner prescribed for SECRET material. 


| DECLASSIFIED FOR PUBLICATION IN FOREIGN 
| RELATIONS OF THE UNITED STATES 





BEST COPY AVAILABLE 


CONTENTS 
Page 
1S Attompts To Secure USSR z.pprovel of New Definition 
of Japancse Externel issets --+-+ +--+ +--+ ee ee we ee 1 


Chine Signs 3(c) .greement “ith TS ----+-+-+6e-+---+-+-- 


Sovicts Deny Our Charges on Removals From MAORT Property - - 





2 
3 
US isks Feir Share of Italian Market For US Oil Companies - - 4 
iCC Demands Finnish Oil Firn Pe Turmed Over To Soviets ----+ 5 


Henry R. Lebouisse, Jr. To Be ippointed Special Assistant 


on Feonomie ..ffoirs -----+-+-+-+---+-2++--+-+---- 5 
Department Favors Comprcerise Plan on Tripartite Rhine 

Traffic Control ---+--e+-+-+-+-++-++-+-++-+-+-+-+-+--6 6 
UNCC Appoints Committee To Study Need for International 

Shipping Organization - --+-+-+-+-+-+-+-+-+-+-+-+-++-+e-- 7 
fZustris anc Hungary Nezotiate Railvay Transit igreement 

Subject to 4CC Approval - ----+-+-+-++-+-+-+-+-+-+e8 7 
SYWNCC Sees No Security Objection tc Itnlien Resumption of 

International Civil .viation ----+-+--+-+-+-+-+-+-+--s- 7 
US-French Filr Understanding Protested; Violxtions “ey Occur - 8 


NaC Steff Committes Reeornecnas “xinbdank Credit For “thiopia - q 
Loan to Dutch Considered by US Privetc Investment Benks - - - 9 
Hungsry Receives .dditionsl VS Surplus Property Credit ----+ 9 
Agreement ‘Jith Brazil Provides 2.075 Cents Coffec Price Rise - 10 


Dominican Republic Plans To Sst-blish Own Curreney Soon - - - 10 


Cley approves lecting on Level-cf-Industry Plan - - - - - = - dll 
El Selvador Amnounces Pond "cadiustment Plan - - - - - = - - 11 
> * * 


—~ ee 


DECLASSIFIED FOR PUBLICATION IN FORE!GN 
RELATIONS OF THE UNITED STATES 


le it en ~ 

















US ATTEMPTS TC SECURE USSR ATPROVAL CF In efforts to break 
aaa 1 — 7A T AT * , aA S banks ta a an 
hoW DEFINITION Of JAP EXTER‘AL ASSETS the impasse regarde- 





ing the definition 

enc disposition of Jepnnese external assets, 2 new proposal 
has been presented to Ambessacor Novikov for trensmission to 
his government. This has beer necessit:ted by Soviet in- 
sistence thet war booty should not be considered es external 
assets aveileble for fulfillment of reparation clzims and by 
the wide interpretation given the term war booty by the Soviets 
with respect to industrial ecuipment. If Soviet concurrence 

: is secured, the proposal will be introduced in the FEC where 
it is believed to te acceptable to the other countries. There- 
fore, the USSR has been presented vith the following proposal: 


"1. Mo distinction should be mde between war booty and 
other types of Japanese externrl assets as they may be applied 
to the fulfillment of recognized and approved national repa- 
rations ciainms, providins thet simultaneous agreement be 
reached that: 


(2) All countries at var with Japan may 
retain cll tyres of Japanese property, supplies, 
or equipment, militarv, quasiemilitary, or civilian, 
under their administrative control, existing within 
their territories on the date of Japanese capitula- 
tion, or removed tc their countries prior to 1 June 
1946, «nc thet no wnileterel removals will be made 


by any country -fter that date; 


-s defined in (a) 
ec] national per- 

se assets, both those 

e for reperations and 


(bd) ¢ 
above sheul. 
centage shrres cf totel Jaren 
yithin Japan declared svailabl 
those outside Japdanj and 


a 
rf 
a 


ra Se 
Ga be offset -fains 


(c) £il countries cat war with Jepan should sup- 
nly to the Jepanese rerarations ezency inventories 
of all tynes of Japanese property, sunvlies, or 
equipment, militery, gucsi-military, or civilian, 
held by them except for military supplies and equipe 
ment cetrally destroyed. 





"Oo, Prior to submittal of the above conclusions for 
interecllied considerstion, the Trited States should secure the 
agreement of the Government of the Union of Soviet Socialist 
Republics to the propositions thats 
b), end (c) are to be 


(c) Paregraphs 1 (ca), ( 
the two Jovernments 5 


‘9 
necerted as the nolicy of 


Se assets st present in Korea are 
orea ond held in trust for the 
Korean peoples; 


(b) Ali Jepene 
to be retain-c¢ in K 
benefit of tne 

(ec) The 
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(c) The two Governments will inform the Far 
Eastern Commission of those decisions and, if the 
Union of Soviet Socialist Republics so desires, 
will jointly suggest thet Jcvocnese assets in Korea 
rcteined temporrrily within the administretive con- 
trol of the United States and the Union of Soviet 
cocialist Republics should not bo offset against 
the total repsrcations cllotments to the United 
States and the Union cf Soviet Socialist Republics; 
ana 


(d) The propossis here mnde shall be - limited 
in their epplication to Jnaprnese assets and not be 
construed es < waiver of claim to property of United 
states netionals seized cs wer booty." 


CHINA SIGNS 3(c) & 3(c) Lend-Lease /igreerent with China 
aGREE:ENT ITH US covering © reoccupation progrear, the 
occuration of Japen and training programs 
was Signed on June 28, The three major points in the agree- 
ment provide for: (1) the transfer of goods and services up to 
an amount of $25 million from July 1, 1946 to October 31, 1946 
te complete the repatriation progrem and the reoccupation of 
formerly occupicd arens of China; (2) the transfer of supplies 
and services in support of Chinese forces engeged in the oc- 
cupetion of Jepan, in an amount detertined by the Senior US © 
Cormander in Japan to be necesscry to supplement supplies and 
services availsbl<c to Chinese forces from Chinese resources 
(the amount of US assistance in this prograr will probably 
not excecd »5 millicn per ennum); (3) the continuetion to 
December 31, 1947 of 2 program of training Chinese air cadets 
in the US, the initietion of a new training progrey in the 
US for Chinese ground and medicel officers at the request of 
the Chinese Ministry of “lar «nd supported by Genersl Marshall 
end the US Commending General, China Theatre, end naval maine 
tenance supplics end scrvices for US neval vessels trans- 
ferred to China under the Lend-Lecse Jct before June 30, 1946 
.nd continued training of Chinese nevel personnel at Tsingtao. 








The agreement is limited in its reference to programs of 
sssistance after June 30, 1946, and provides that cll the sub- 
ject progrars will be pcid for by the Chinese Government 
egainst bills to be rendered. Further, with respect to item 
(3) peyment ill be required in ecdvance of any cash disburse- 
monts by the US Jar and Nevy Departments. The Chinese Govern- 
ment b-s instructed the Central Rank to reke pertial advance 
pryments to the US Jar Depertment toward the costs of the cir- 
foree training proersn. This is without prejudice tothe 
settlement for Lend-Lease nssistanee modo availsble to Chine 
prior to June 30, 1946. 


* * * 
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SOVIETS DENY OUR CHARGES ON MAORT, the wholly-owned oi: 
ran — ne ee 
REMOVALS FROM MAORT PROPERTY producing Rimes pe ao Meiers 
of the Standard Oil Company of 
New Jersey, is still the subject of negotiation with the USSR. 
The 58 million dollar investment of the US company in its sub- 
sidiary continues to be jeopardized by: (1) Soviet military 
control Of MAORT's producing properties and the growing dis- 
position of the Hungarian Government to nationalize the oil 
industry, (2) inadecuate prices and delayed payments made by 
the Hungarian Government for MAORT's output, and (3) failure 

' of the Hungarian Government to provide MAORT with sufficient 
free currency to finance supplies end equipment not available 
locally, and to service the investment of US shareholders. 








-Vyshinski's reply to our earlier note calling for with- 
drawal of Soviet and Hungarian personnel from the property of 
MAORT and restoration of control to the company (See Current 
Economic Developments, Issue No. 43, April 15, 1946, Page 6) 
was not considered satisfactory, and Embassy Moscow was asked 
to renew representations, pointing out that we are unaware of 
any German assets in MAORT to which the Soviets are entitled 
or of any apprecicble Soviet expenditures for rehabilitation 
of the company. In any case, we cannot «accept the unilateral 
eetion of Marshal Voroshilov as Chairman of the Allied Control 
Council in appointing 2a Soviet delegate to MAORT. Soviet con- 
trol has extended to (1) compulsion to operate producing fields 
at wasteful rates, (2) denial to US representatives of the 
company of access to the properties, (3) removal by Soviets of 
equipment, warehouse supplies, and oil products, and (4) ex- 
tensive use of company workers, fesilities and supplies for 
the repair, maintenence and operetion of Soviet military equip- 
ment, 








We have repeated our request thet Soviet personnel be 
withdrawn at once. When this is accomplished the company has 
agreed to (1) produce at the maximum possible rate without 
damaging the property, (2) consult with a duly authorized ACC 
representative on legitimate production questions, (3) reccive 
from Sovict authorities in Hungary 2 statement with supporting 
proof on German assets in MAORT subject to transfer to the 
USSR end Soviet expenditures for rehabilitation of company 
properties, and (4) fully compensate the Soviet Government 
for any Soviet equities which may be established. 


Lozovski has replied to this on behalf orf the Soviet 
Government by repeating the statement that the principal 
reason for having a Soviet representative in the company is 
the interest of the USSR military authorities in guaranteeing 
normal oil production in the company's enterprises. The letter 
states that the fields of the company were restored through 
material expenditures of Soviet military authorities in Hungary 
who spent up to .300,000 on reconstruction and maintenance of 
the fields. The extent of German investnents, he said, remains 
to be determined. The Soviet Government does not agree with the 
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statement in Embessy Moscow's letter that Soviet authorities 
removed equipment from the company's warehouses, used workers, 
resources and stores of the company on a large scale to repair 
Soviet military equipment, and refused to the company's manage- 
ment access to its producing properties. According to data in 
the possession of the Soviet Government there was only one in- 
stance when an insignificant amount of technical material was 
received by Soviet military authorities from company warehouses, 
and this was with authorization of the management. 


The letter further denies that the oil fields are being ; 
used in a wasteful manner, present production being at a level 
of 59-60,000 tons monthly while loss of g-s during production 
has been reduced. As soon as it has been established that the 
company's management is in a position to maintain oil production 
at its present level, the need for a Soviet representative will 
no longer exist and he will be withdrawn. The Soviet Govern- 
ment does not agree with our statement as to violation of 
arni:stice terms and of the Potsdam protocol, since there have 
been no impairments of property rights. Soviet representatives 
in Hungary want information on what level of production the 
company's management considers normal, and whether it is pre- 
pared to accept the recommendations of the Allied Control Coun- 
cil on such questions, 


US_ASKS FAIR SHARE OF ITALIAN The Department has approved 
MARKET FOR US OIL COMPANIES a note verbaie which Embassy 

i Rome will deliver to the 
Italian Government regarding instances of discrimination 
against foreign oil companies, and the quota position to be 
allowed US interests in the Italian petroleum market. ‘We 
assume that definite abrogation of all laws and regulations 
imposing discriminatory restrictions is understood by the 
Italians to be a condition of our proposal. The British | 
have clearance to present a similar note at the same time. 
The first part of both notes lists documented evidence of 
discriminatory practices. In referring to market positions, 
the British use the average position enjoyed between the 
years 1928 and 1934 as the basis for a fair share in the 
Italian market for British interests. Our proposal in this 
regard. is as follows: 








The US cannot accept the Italian offer that when con- 
trols are removed the various companies wili again operate 
in Italy on a basis not less favorable than that enjoyed 
before the beginning of hostilities, since US petroleum in- 
terests lost heavily during the prewar period of discrimi- 
nation. We insist therefore that the American position be 
that existing just prior to hostilities plus restitution of 
loss of market position broueht about by discriminations. 


ww re 
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“hile we ‘rc not in sccord vith the theory of imposing 
quantitative restrictions on irports, we must insist that 

until the removal of present necessary controls cn imports 

and the restoration of frccs competition the US relative 
position must be determined on - fair besis. A fair percentage 
30 Be allowed US interests, considering our position before 

the period of discrinination, we f2el would be: gasoline, 

34.82 percent; gas oil, 37.67 percent; «nd kerosene, 39.43 
percent. US and UK oil compenies have agreed to these per- 
centages, 


ACC DEMANDS FINNISH OIL FIRN ACC is demanding that the 
BE TURNED OVER TO SOVIETS Firns turn over to the USSR, 
in conformity with the agree- 
ment governing ‘ernan property nbroed, 7998 shares in an oil 
company in Finland, Sucinen Pstrooli. A Finnish Foreign Office 
official hes been orally requested by Legation Helsinki to 
withhold delivery of thes: shares until the Department can 
present cvidence of US ownership of the company, but he says 
that the Sovists are inercssing pressure for the transfer and 
he cannot promise thet the Finns cnn hold the shares much 
longer. The Departient hes definite evidence that a US 
company owns Crusader Petroicum in London, which in turn owns 
Burotank in Berlin, «hich ons Suomen Fcetrooli. Because 
op Finnish directed Suomen Petrooli, 
csentatives in Finland regard Suomen 


t 


German citizens rather t 
the Finns and covi-t rep 
Petrooli es Germane-orned 


HENRY R,. LABOUISSE, JR. TO Be /PPOINTED itr. denry R. 
SPECIAL ASSISTANT ON ECONOMIC AFFAIRS Lc bouisse, Jr. is 
to be appointed as 
Special Assistant om Scononic .ffairs to the Virector of the 
Office of European Affeirs. Frior to this, “r. Labouisse 
served as Special issistart to i.ssistrnt Secretary Clayton 
yhere most recently ne was charged with responsibility for 
ccordineting the French losn negotiations and vas directly 
responsible for the Lend-Lease cond “ar Settloment problems. 
‘p, Labouisse 2ntered the Depsrtment in December, 1941, and 
hos served in various esprcities, including that of Special 
issistant to ir. Dunn on the Combined Civil .ffairs Conm- 
mittee and iinister-Counselor for Zeonomic .ffcairs at the 

US tmbassv in Paris. 








* * * 
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DEPARTMENT FAVORS COMPROMISE PLAN The Department is con- 

ON TALPARTITE RUTNE TRAFFIC CONTROL cerned at the delay in 

the creation of a Tri- 

partite Traffic Comittee for the German Rhine (see Current 

Economic Developments, Issue No. 53, June 24, 1946, Page 7 

and feels that the compromise plan which is acceptable to the 

French. should be accepted by the US. Negotiations for tri- 

partite traffic control of the German Rhine fleet have ape 

parently been stalled by the instructions issued to the US 

zonal representatives that all German vessels must be pooled 

in a central operating agencv if tripartite control is to be ' 
established, The French are unvilling to participate in a ' 
Cerman Rhine operating organization but will accept an ar- 

rangement whereby thev will not pool the German. vessels they 

control but will varticinate in a tripartite traffic committee 

made up of representatives from the three zones. Under this 

plan, French-controlled German vessels would be operated by 

the newly organized French shinping combine and British- and US- 
controlled German vessels would be pooled under a German 

cperating organization. 

















. The Department feels thet the French vosition is under- 
stcndable in view of the delay of ACC Germany in reaching a 
decisicn on the level of industry in regard to German inland 
Shipping end the amount of surplus shipping evailable for 
reparations. The fear of the French that tre formation of a 
combined German operating organization wovld reconstitute the 
German Rhine monopoly is recornized. The compromise plan ac- 
ceptable to the French is considered an effective solution for 
coordination of the German Rhine treffie rrograr, without com- 
plete pooling of German vessceis. 


-—_ vw 


been instructed to inform the 13 zonal representative that 
failure to establish trivartite zonal azreement for the 
German Rhine will jeonardize nlans to strengthen the inter- 
national Interim Working Comizeittee on the regulation of traffic 
cffcirs for the length of the Rhine wich have been supported 
by the US. Representatives of the riperian stetes are to be 
reassured thet the US hes no intention of permitting re- 
emergence of German domination in Rhine shivping. “le agree 
that ample opportunity should be afforded the Dutch, Pelgians 
und Swiss to make their views known prior to any decision by 
ACC on-matters of Rhine shipping available for reparations. 


The US representative, Central Rhine Commission, has 








eed cme ou | 
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UMCC APPOINTS COM’ I2TIE TO STUDY PEED whe CUrnitec  sritime 
FOR INTERNATIONAL SU IPPl. G OnGi TZATiCN  Consuitative Council, 

crented in complience 
with the recommendation | of the Executive Roard of the United 
Maritime ,utnority <t its finel meetings in London in Februarv 
1946 (See Currer.t Zconozic Develoomen S Issue No. 35, 














February 1£, 1944, page 16), met in Amsterdar, th> retherlands, 
froma June 18 to June 27e the Council rptonacn A the view that 
on inter-governmentel cody is likely to be recuired to provide 


for consultation on shipping metters snd appointed a committee 
. to consider in detail the possible constitution, scope and pro- 
cedures of such = body and to drew up 2 dreft report for further 
consideration of the Council. 


The Committee will be corvosed of one revresentative from 
oees of the followin: countries: Belgium, Consde, Frence, the 
letherlands, iiorway, Polsnd, the UK and ™S. The Committee is 
directs d to report to the Council ret is ster than September 15, 
1946 and the Council vill meet to consider the report and m-ke 
its recormendetions to the member g¢cvernm:nts prior to 
October 31, 1946. The Council will probably reet in the US 
to expedite coordinetion witn CCOSOC and with the United x 
Trensport end Com~urnications Commission. 


UNRESTRICTED 
x * x 
AUSTRIA £AND HUNGARY MEGOTIATS RATL AY The szustrien and 
TRA SIT AGRE NT SUESECT TC 4 2 PRO L ilungarian State 








cilwys heave 
negotiated an agreement for ths exenenge cr railvay freight 
cers and the establishment of « wetnod of Db lancing freight 
cherges, The agreercnt has the gcner’] purpose of reestablish- 
ing normal] internstionsl traffic. in nerticrler, it provides 
for freight passage betveen Svitzerlsna snd Hungary to im- 
plernent the trade cerecment reecntly conclidad between theo 
letter two countries, anc for the pessage of recently purchs sed 
'S surplus property fror Frenee to Hunzery. he Hunserian 
Foreign. Office hes requested US aid in securing ACC Austria 


approve ‘1 of the agreement. 





SECRET | 
. 


SWNCC SHES NO SECURITY ORJECTIO: TO ITALIAN S"“NCC has in- 
RESUUPITON. OF INTERNATION SS CIVIL aViIaATiONn formed the sir 
Coordinating 
Committee that it sees no objection from a security point of 
view to the resumption by Italy of international civil aviation 
activities following the retifiertion of the Italian Peace 


Treaty. 
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US-FRENCH FILM UNDERSTANDING Following publication of 
PROTESTED: VIOLATIONS “AY OCCUR the French-US Financial 
Agreement (see Current 
Economic Developments, Issue No. 50, June 3, 1946, page 2), 
protests emanating chiefly from the movie industry and the 
Communist Party against the Film Understanding have repeatedly 
appeared in the French press. These protests culminated 

June 15 in a meeting in Paris of representatives of the French 
movie industry, who urged that the film agreement be revised 
to prevent the death of the French film industry on the follow- 
ing grounds: (1) substantial uncmployment will result from the 
four weeks' guaranteed playing time clause which will reduce 
production of Frenen films to 45-60 a year; (2) the agreement 
provides for no corresponding assurance for the export of 
French films; and (3) tne damnge to France is not simply to 
commerce, but also to culture and cducation. The following 
action progran was proposed: (1) Creation of a nationalized 
section of the movie industry by confiscating former enemy 

and collaborationist interests; (2) refunding to producers 

the 17 percent luxury tax; (3) establishment of an export sub- 
sidy; (4) opening of credits for the distribution of French 
films abroad; (5) decrease in the rate of interest on and in- 
crease in the annual 300 million franc credit which is granted 
for the production of French films; (6) prohibition of block- 
booking; and (7) creation of a national committee for the : 
movie industry. 











The public campaign egainst the film n2ccord seems to be 
based on ignorance of the fact thet the French Government re- 
garded the film understanding es a more favorable scrrangement 
then the film terms of the 1936 trade agrouement and that, while 
the French have been violating the 1936 cereement since D-Day, 
the US has continued to accord to France the benefits provided 
in the 1936 agreement. 


The Department is disturbed at evidenee that the French 
Government is contemplating ection wich violates the terms 
of the understanding. The Paris represent:tive of the ‘Motion 
Picture Association of Americe has bezn informed by the French 
Motion Picture Commission that the French wish to maintain a 
three million dollar yearly transfer fund for two years for 
US films and to establish an import license system in connec- 
tion with the fund. The Department has requested the Embassy 
to make it clear to the French authorities that although the 
fund question was discussed here, it was not part of the under- 
standing, and the Department informed the French Embassy that 
the French proposal should be deferred for a recsonable time 
until total US film earnings could be more closely estimated. 
The Embassy has also been csked to emphzrsize that even if the 
Department should agrce in the future to « transfer fund, it 
would object to the establishment of an import license svstem 
in connection with the fund ss being contrary to the under- 
standing, which states that the French Government will impose 
no restrictions whatever on the importation of /merican films 
sate 4k M. Baraduc's 
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M. Baraduc's statement to the Paris representative of 
the Motion Picture Association thet films dubbed in French 
in the US could not be imported into Frence, with the cx- 
ception of a few dubbed films prepared st the request of the 
De Gaulle North African Government, is 2lso - violation of 
the agreement. If made officiallv mandatory, the proposal 
thet French nationalized theaters be reserved exclusively 
for French films is regarded as contrary to the letter of 
the Film Understanding. 


NAC STAFF COMIITTEE RECOMMENDS On June 21 the Staff Com- 
EXIMBANK CREDIT FOR ETHIOPIA mittee of the NaC recom- 
mended that the National 
Advisory Council epprove consideration by the Eximbank of 
a credit to Uthiopia not to exceed ‘3 million. This credit 
would be for the purchese in the United States of capital 
equipment and services essential to the meintenance of the 
gthiopian cconomy. The original credit request of Ethiopix 
was %5,730,000, 


LOAN TO DUTCH CONSIDERED BY 

US PRIVATE INVESTMENT BaNXS during the pnst several weeks 
representatives of prominent 

US investment banking houses have conferred with the Nether- 

lands Government officials regarding long-term finencing. 

A representative of Kuhn Loeb, now in The Hague, has informed 

Smbassy officers thxt his firm is considering plecing $50 

million of 3-1/2 percent 25-year bonds, which he believes is 

the maximum US investment the merket would absorb at this 

time, Representatives of Morgan Stanley and Company who 

visited The Hague several weeks cgo inforned the linence 

Minister thet they believe this is not the opportune time for 

tnem to advise when or how lerge an issue could be placed. 


BY Embassy The Hague reports that 
% 





HUNGARY RECEIVES ADDITIONAL The Department has approved an 


US SURPLUS PROPERTY CREDIT edditional credit for Hung:ry 
of {5 million for the purchase 


of surplus property. This brings the tote1 surplus: property 
eredit extended to Hungary to-$15 rillion. 


»* * * 
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AGREEMENT "ITH P S The Office of Economic 

2.075 CENTS COFFEE PRICE RISE Stabilization announced 

this week an increase of 
2.075 cents per pound in the price to be paid coffee producers, 
which is expected to result in a three or four-cents per pound 
increase in the retail price of roasted coffee. An earlier 
proposal to meet the coffee price problem by adding two cents 
per pound to the existing three-cent subsidy (See Current 
Economic Developments, Issue No. 52, June 17, 1946, Page 2) 
had to be abandoned, since the pending bill extending the 
Price Control Act forbids any increase in subsidy payments 
efter July 1, and it was decided that such action could not 
properly be ordered only four days before the deadline. 








Brazil on its part has agreed not to increase the minimum 
export prices or export taxes on coffee above present levels. 
It also has agreed not to alter its exchange rate in such a 
way es to increase the cost cf coffee to the buyer, or other- 
wise restrict the flow of coffee. Should such action be 
necesszry to ¢ssure an adevvete flow of coffee under this 
arrangement, the Government of Brazil, at the request of the 
US Government, will plece coffee from governirent-controlled 
stocks on the market at the agreed price up to a total of 
three million bags, and not more than 500 thousend bags per 
month. In addition the Brazilians have riven a general con- 
mitment not to take "any action likely to encourege withe- 
holding of coffee from the merket." This agreement is ef- 
fective until March 31, 1947. “Jar Food Order No. 63, im- 
posing quotas on coffee importers, is suspended, but inventory 
restrictions imvosed by the Devartment of Agriculture on 
roasters and importers will continue in effect. 


UNRESTRICTED 


DOMINICAN REPUBLIC PLANS TO The Governor of the Reserve 
ESTABLISH ON CURRENCY SOO} Bank of the Dominican Republic 
nes informed Mnubassy Ciudad 
Trujillo of the Dominican Republic's pinns to cstablish its 
own currency in the fall. He further advised that the Aneri- 
can Bank Note Company would engrave the bills and that the 
United States Treasury would be approached regarding ¢ 
stabilization fund. It is wnofficielly e¢stimated that the 
Dominican Government will buy “2 million of gold in the Us 

and that the gold reserve against currenc’ in circulation 

will be set ect about 40 percent. Circulation of US bills 

in the Republic zt this time is thouzht to be about °19 million. 
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CLAY #PPROVES MEETING ON Ge al Clay has expressed epproveal 
LEVEL-OF-INDUCTRY’ PLL of a general European informational 

conference on the German level-of- 
industry program. (See Current Economic Develo vmrents, Issue 
No, 52, June 17, 1946, Page 5) Invitations to such > mecting, 
however, should cxpressly point out thet the concleve is for 
informational purposes only 2nd not for the expressed or ime 
plied purpose of arriving at solutions to particuler Germa 
problems, which must remain a matter for quadripsrtite dcci- 
Sion, Each country must find its ovn solution to problems 
arising from the relationship of individuzl economics to the 
future of German export potentinl. Te insure Soviet peartici- 
pation, General Clay recormends that any such conference 
should be sponsored by the four occupying powers. EECE and 
the IAR/ should be invited to assist in the organization of 
the conference, 














SECRET 


EL SALVADOR AIMNOUNCES im advertiserent by the Republic of 
BOND READJUSTiclT Pi.N 21 Salvador in nevspapers of June 27 
gnnounced cn offer to its bondholders 
of new bonds in tot-1 amounts of 710,032,500 and £946,590 in 
exchange for $2,475,000 of 8 percent bonds, $5,485,600 of 7 per- 
cent bonds and £763,390 of 6 percent bonds and arrears of in- 
terest thereon, The Republic will provide ‘800,000 annually 
for debt service on the nev bonds, the rates of interest on 
which are one half ths origincsl retes. Bondholders are to 
give up the first lien on the old bonds held on customs 
revenue. lew bonds are dated Janucry 1, 1946. 





This announcement is the result of discussions which 
have been going on between El Selvador and the Foreign Bond- 
holders Protective Council since icy 1943. in agreement 
ennounced March 3, 1944 was unset by political chenges but 
Yas substantially accepted with minor changes by 2 Selvadoran 
Decree of December 31, 1945. The Department has been actively 
concerned with the ncgotiations from the beginning and head an 
important part in shaping end achieving the agreement. 
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This weekly publication is designed 
to highlight developments in the economic 
divisions of the Department of State, and 
to indicate the economic problems which 
are currently receiving attention in the 
Department. It is suggested that copies 
be_retained on file, as reference will 
sometimes be made to previously reported 
items to avoid repetition. 


DOCUMENT SECURITY INSTRUCTIONS 


This document should be treated in accordance with : 
current instructions regarding security measures for . 
SECRET materiel. Extreme care should be exercised to 
avoid public or private discussion of the information 
herein with or in the presence or hearing of any person 
not authorized to have knowledge thereof. For general 
purpoees all classified Foreign Service Officers and 
Other responsible economic officers are authorized to 
have knowledge of the contents of this document, 
responsibility for the safekeeping of which will be 
assumed by each recipient thereof. It may be retained 
in protected files or, at the discretion of the recipient, 
destroyed by burning. If not personally disposed of by 
the recipient, he will assure himself that it ie burned | 
in the manner prescribed for SECRET material. { 
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US PROTESTS TO BRITISH CN LONG-TOR’: e have sent an aide 
WHEAT PURCHASES CONTRACT WITH CATADA memoire to the "K 

p umbassy expressing our 
concern over the proposec neat contract between the ™ and 
Canada for the purchase of fixed quantities of wheat over the 
next two years at a fixed price, and minimum quantities at a 
minimum price for the following two years. The pronosed con- 
tract represents a large-scale bilateral trade arrangement, 
‘hich is contrary to our interpretation of the Proposals, and 
Congress and the public have been led to believe that passage 

’ of the British loan would make it possible for the UK to support 
a policy of multilateral trading. 


On the other hand, the Canadian Government has been trying 
to hola wheat prices at $1.55 a bushel, as compared with prices 
of 4»2.10 in the US and “2.50 in Argentina. Countries members 
of the International “heat Council have been trying to establish 
minimum and maximum prices for wheat for several years now, but 
have not succeeded because of the difficulty of working out dif- 
ferentials. Cenadian farmers have been persuaded to cooperate 
vith the efforts of the government to hold wheat prices down 
by a promise that the price will not drop below ‘1 a bushel 
over the,next five years, The proposed bulk purchase arrange- 
ment appears to the Canadian covernment as a means of making 
good on this promise, 


The effect of the agreement would be to give Canada a 
preferred position in the UF wheat market for the duration of 
the contract, and to prevent sellers of wheat in other coun- 
tries from competing for this important segment of world trade. 
Our aide memoire to tne British refers to the similar problem 
reised last fall by the UK proposal to undertake a relatively 
long-term meat purchase contract with Argentina. ‘'e expressed 
grave misgivings then concerning such longeterm purchast are 
rangements and were assured that the Arventine meat agreement 
"as considered by the UK Government to be a special case during 
the transition period and that it did not reflect the long-run 


comrercial policy of the UX, 





The aide memoire states that in the light of the special 
problems affecting world food supplies and international trade 
at the present time, we fecl that a temporary bulk wheat purchase 
arrangement, within the limits of any allocations made by the 
International Emergency Food Council and limited to one year, 
would not be open to cbjection. However, the suggested arrange- 
ment appears to us to be contrary to the sections of our Trade 
Proposals which provide that commercial considerations should 
govern purchases made by state trading agzurcies, ‘when purchases 
are fixed for so long a period thet market conditions must he 
largely unknown, we do not consider that they can be based on 
commercial considerations. “e are concerned over the dangers 
of the extension of long-term bulk purchasing agreements to large 
areas of world trade, which tend to canalize much of that trade 
on a bilateral basis and to establish patterns which carnot 


easily Be changed. 
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USSR ASKS FOR EIGHT VOTES IN The Zuropeen Broadcasting 
BURCPhahk cROADCASTING Uhich Union (UIR) meetings in 
*russeis concluded with a 
sharp split amone its members on the cvestion of dissolution 
of the old organization ari the esteblishment of a similar 
broadcasting organization %7t on a vorld-ewide basis and proe 
duced unexpected developments which have created concern at 
the political Jevel, The ''IR haQ previously been « technical 
orfarnizatio:: for international control over allocation of 


Y 


"ave jengths in the Luropean area. 








Preliminary meetings of the UTR rere helc in “arch and 
lay 1°45 to rake plans for resiusinc the activities which were 
interrupted by the war. The 73 did not nave membership in the 


hurcneal organization and yas not revresented at tn«se meetings. 
“e jearnec, indirectly, novever, thet the USoX pressed Sor the 


aissolution cf the ULR on the grounds thet it had been brousht 
under Nezi intjuence, and urged the creation of LF nev orzaniza- 
tion on a vyorlaeyide basis. Tre british representative opposed 
the creeticr of a new orpen ization penains the pte oa of study 
by UN of the relationship of such specialized agerecies to the 

GN ond UFESCO, 


Thirtv-one nations vere reures-nted at the Brussels meet- 
ing vnich centered on tne svestion ef whether to create e nov 
organization at this time and wh:t the secpe cnd statvtes of 
sucn an or sanizition should be, The US recuested end secured 
permission to send an observer and ves represented by the Tele- 
communications Av teche, bibassy London, in discussions on 
voting right of y the UsSk insisieda on eich votes, one for the 
VSR and one for each of the Popeg soviet Kenublics: 
Ukraine, Byelorussia, Lithuani i 
ana Finnish Karelia, on the gr 
free and — states wi 
they so elect 


a 
ounias that these Pecvblicse are 
th the right to secede wherever 


A motion for cissolvtion of the UIR faiiea to secure 
unenimity, and the matority, vnich favored dissolution : 
created a new organization end are exnected to resign from the 
UIR leaving the 1s tter in tHe contr: Oo]. or tne sinority. <Agrece 
ment was finally; reached thet both the old and new organiza- 


tions “rill coonerete in hte bony Yor a world=aide bpreedcest= 
ing conference prior to November 1946 to erente a vorld 
trosdcasting union to rerleace (& UI and that follovinz the 
convening of « world brocdessting organization, both the old 


and new organizetions will dissolve. 


oe US observer was authorized to inform the Assembly of 
the following vievs of this Government, but instructions vere 
received too late to be conveyed to the assembly: (1) US con- 


currence ir pypbtiden ps of constituent Soviet republics in any 
internetional cwgenization is = mited to the participation of 


the Ukraine and Evelorussie: Tepublics in TN and does not ex- 
tend to their partici: tion in any internation: organization 
which 





—— Saw 
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which is not a part of the UN; (2) The UIR should be a 
regional union for Zurove, similzr to the North American 
Regional Eroadeasting Organizetion, and should be concerned 
solely with technical matters; (3) There shovld be 2 world 
shortewave: broadcasting union within the framevork of the 
Internationel Telecommunications Union; (4) “uestions deal- 
ing with the content of programs, etc., fall within the " 

and UNESCC; (5) “e asree with the British position that it 

‘ould be undesireble to make e definite plan for tne establish- 
ment of a new UIR before the I™ has completed its contemplated 
studies of the future relationship between such bodies; (€) "fe 
naturally do not oprose tne allocation of long-wave broadcast- 
ing station frecuencies in Euvrove by the UIR but would wish to 
participate in any conference on shortewave frequency allocation, 


The USSR is apzarently attempting to secure membership in 
the proposed world broadcasting organization for its consti- 
tuent republics which would estadlish a precedent for similar 
participation in other international organizations. lUmbassy 
London has been instrueted to confer with epvropriate British 
officials and to coordinate the US and UK approach to this 
situation, 


PL AND SL LISTS On July 2 announcement wes made of the termine- 
ARE TERMINATED tion of the Froclained and ttatutory Lists. 
The British, French and Ceonadians are taking 
parellel action, and it is expected that similar steps will be 
taken by other countries which have cithor recognized the PL 
or maintained their own lists based on it. At the same time, 
the US announced the withdrawal of the “chedule of Special 
Blocked Nationals. Assets in the US in the custody of persons 
on the latter list "hich represent loot by the Axis powers or 
which are beneficially owned or controlled by Gerrany or Japan 
or by residents of those countries vill be blocked by the 
“reasury,. 





™e had urged that the UY“ retain the SL for “pain and 
Pertugal until efter the forthcoming negotiations on Sefehaven 
but this proposal vas rejected by the British. ‘Since it is not 
Department policy to maintain the FL unilaterally the lists are 
being withdrawn on ae world wide basis. The Embassies in Madrid 
and Lisbon vere given diseretion to reguest the Govamrents to z¥ve an 
undertcking noay,nthe basis of the withdrawal of the lists, that 
the future negotiations will, on their part be designed inter 
clic to achieve complete climination of German external asscts 
in their countrics and to devote the proceeds to relicf and re- 
habilitetion of the devastated areas. The Embassy in Lisbon 
nes decided not to make such an spprozch on the ground thet it 
qould be ineffective with Solazer. 


* *  * 
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DEPART ENT STUDIES POSSIBLE USE CF The Belgian and Dutch 





510); VSM OESINT A SUndescd FERPA RETOOL IOT ry 
PORTS Ci ANISR?P AND ROTTURDA®: Governments, supnvorted 

by the French, nave pro- 
tested to the 1% and Eritish Govermments against the extensive 


use of the German ports of Frenen, cemburg and imden in handling 
imports into and exports from Germany. They point out that 

Antwerp and Rotterdam are more advantageously situatec for the 
handling of traffic with Germany and attribute the continued use 

of North German ports at Jeast in part to the retention by the ’ 
f£llies of Gereen railway rates which discriminate in fevor of 

serman ports, The Denartrnert is, therefore, requested to take 
appropriate measures to restore to Antwerp and Kotterdam their 
rightful share of the traffic with Germany. 


The ope pity has teken the position that the ‘ar Departe 
ment should explore all practicable means of using Antwerp and 
Rotterdam for imports into end exports from Germany. Since 
USFzT nas indicated to the ‘ar Departrent that the use of 
Rotterdam and eh woulda entail a considerable dollar outlay 
and would involve @ iffievlt administrative and personnel problems, 
the Devartment hes suggested certain measures to overcome these 
diffievlties. sirst of all, it proposes to obtain a commitment 
from tne “utch arc Relgians that they are prepared to shoulder 
the cost of handline cearzo trensported via Rotterdam and 
AntwerDd, one.uding the cost of transport to the Gortan border. 

The Depar rtment 4 12s received some indication thet the Dutch and 
Belgians might make such a commitment for the purpose , pre- 
sumably, of reestablishing a pattern of traffic which would 

carry ovr: r into the post-oceupation perisd, If such & commit- 
ment “ere obtaincd, the Department believes that the only 

doilar expenses incurred would be for = use of versonnel 

to rearrange the supply line and for US personnel to supervise 
unloeding and reshipnent of inbound supo’ trey Secondly, the 
Department requests information for its viev (1) that a supply 
tine running from Antverp and Rotterdam into Germany would, 

‘hen once established, be shorter and more econonical of man- 
power then the current supply line from Erenen into the 5 
zone, ard (2) that such a suppiy lins, with alternetive yater 
and rail routes, would be more secure than the rail ins from 
Fremen. Finally, the Departrent expresses its opnosi tion in 
orinesp le to the maintenance of railway tariff discrimination 
in fevor of the Nortnern verman ports. 


The position of the Department has been outlined to the 
Yar Devartment end USFET will probably be asked to commert on 
tne proposal. 
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MURPHY HOLDS OUR VIEWS OM RYINE TRAFFIC The Department's 

CONTROL COncRARY To us OCCUPATION FCLIC’. views on trivartite 
treffic control of 

tne werman Rhine fleet have been discussed by i urphy and ey vd 

Clay. ‘lurphy expresses serious concern at the greater importance 

attached by the Derart:-ent to Rhine transport problems than to 

the nressing problex of central edministrative ne achinery involved 








we Le 


in this question. He feels that French refusal to pool their 

Cerman barges for operation by a central Cermar organization 

ea the proposed compromise, whereby the cvench combine would 
operate Frvench-controlled barges so poe tne US and Uh pool their 

9 tei barzes under a “erman or 

whole principle OSS has bee 

ty ror German centrai adminis 

the Potsder Agreement. “ur 


: figs aan Cor, na eke the neseeéie 
trative machinery as Srovided in 


oan possibly hee, oa would mrejudice the whole CMGUS posi- 
tione 


"GUS feels that ai gh French verticipation in Rhine 


PATS tho 
traffic contrel. would be Ae! 2, the real urgency of th 


Hhine transport situation is “seePe There are now more barges 
available than cargo to be moved ana the Rnine transvort 
bottlenec has been cleared at least for the ovoresent. “turphy 
feels that the combinec superiority or Briti sh-US barge caracity 
means that ve need not yield to the French or Dutch position on 
this retter,. 


a = 
i 

9 

— 

_! 

D 


‘urphy saprosese concern -t the increasing evidence that 
the Fren Ich, Duten and Relzians are aiming at a permenent 
Grestic reduction in the German Rnine Fleet end the ests*lish- 
ment of a dorinant or monopoly Riine position in te Pee to 
German traffic on the Rhine. Ae believes that this is counter 
to basic level of industry and revaraticns plans, would reduces 
Gerran ability to meet its own imnvort needs, sid would there} 
fore increase the cost of o-cupation. ap phy fecsls that a 


mrogram of closer collaboration on tie Rhine should safeguard 
with our princi- 








Jegitimate German interests and ve consistent 

ples as an occupying pover. ; 
CInNpmamMm p 

SJCReT * a * 

CARISEEAM ATR CCNFERENCE the Caribbean Regional Air Favisation 
Mm: .T TR IAAT 3 ‘ ~ af Tv 

TO MEET IN “TASHINGTCH conference under th: auspices of PICAO 





: will meet in ne pee ps August 26, 
This is the third in a ~orldewide serics of rogional sir navizae 
tion conferences, and the US will te the nost government. iore 
then 2C countries will be a pee ed, including all countvie 
locseted in th: Caribbean arca 25 well as ‘those operating air 
cervices through this arec. “this meeting nes svecial intercst 
for tne United States in vicw of the lerge number of act carriers 
certified to operate in the Caribbean arca by the recent CAFR 


"Letin American" deeision. 
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UNCC LOCKS TO"'ARD ROCTORATION At the first session of the 
OF NORMEL SnipPina racchosss nited “«itime Consultative 

. Coune'2, held in awsterdan 
cune 18 to 24, present shipnin: controls and the return to 
normal processes of interneticral shincins were the vrinciple 
matters considered, ‘The followinz nations were represented: 
Australia, selgium, Canada, (nile, “enmar’, Frarce, ‘reece, 
india, tae Netuerlands, er Sealand, Porway, rola ote South 
ASP Ie8 “weden, tne (UE, ang the '. Czechoslovasia was repre- 


Under the chairmanship of the -etherlands ' selezate, the 
Council reviewed tre work of tse Contributory Nations Committee 
im ashincton and the Shippin: Coorainating and Review Conrittee 
in Londori, vhieh were estactlishsd by ai greerent emong tne govern- 


rents concernsd, *2 facilitate prerse ion of shipping for the re- 
cuirenents of (?hP: and liberated nations. The Council coneluded 
that the errensenent 7S mede in Sepeh ers workings effectively and 
to the satisfacticn of tne nations concerned. These comrittees 
will expire as of Gets ser 32., TO4E, 


— 





Fresent Controls Considered he Council also aiscussed 

the probler of restoration of the normal processes of intver- 
notional snippines, in accord with the unenimous recommendati or: 

of the United Naritire Sxeceutive Board that the retrvrn to normal 
processes of internationei shipnins should not ve revarrea. 
staterents by delesations cn the current shipping policy of their 
governments were presenter aca discussed, «nd tre following sure 

ary presents the vresent stativs of naticral shicping ecntrols: 


The UR has been takirg up foreirn fl 
cuantities for the trans port cx rovernmen 
e 
Cc 


care ! 
use or forcien flag liner sail ingS. id zn flaz tonrage for 
ull cargoes has been taren up throwusch nerrel market channels 
“hen offered there, or, in tne cese cf US sovernment-owned 


u 
ton ina Ge > 7 trr Oue eae b.2e “Ae Sir ; 


fered on the market for the rec 


r 
Y} 
e A 
avly, US asin as been of- 
j s of other nations ana 
mi 








de nermi tne Full extent permitted by 
the , needs cf tne '% a-c other nrograms for whi the Tay 
or “rensport is responsibie. Netherlencs' shine ver relcased 
fror, requisition after iaren 2, i946. “early ali ? etherlands' 
ships have now been returred to their owners, but sore control 
ts still peeseeare in order to regulate the edecvate allocation 
of tonnage for essential needs, The Yetherlands covernmert in- 
tends to heey all control as soon es tne surply of tonnage 
is again in a more palaneed vroportion to the demand. Sters are 
already in process to trarsfer to private owners any ships owned ; 
hy the Netherlands Government. Australian snipning is still ’ 


is sti 
inder requisition and while the covermment has been discussin? 
cuestion of the return of ships to ouners, this is not pos- 


te 


st 1,-. . y samen 3 29 -~ f -~ 
{tlc until mere normal cirevmstances are cbtainca. 
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Canadian tonnrg.: is stiil uncer cortrol end veretime 
huLit hopne fe is in proccss of teins Aispes2d of to -rivate 
omners, “ne charterin, of Danish ships and frsichts is still 
controlled. Frances is feeea oy en abrormal crograz: of irports 
for rehabilitation wrnveses and the deecontrol ef French shin- 
ping is not vet possihie, The French Sovernment is ettiumptire 


- 


Ss far as possiblie. all 
to their ovrmners, Une Coverne 


. = 


to use the normal warket ret e 
ceeek snips have now been ro ed 

mnt of India intends to re Se as soon as vossible the pr-¢ent 
measures of control of Indien : shine Tif. (All forvetian shice “sve 
pcan returned to their ovners and are opereting independently 

f sovernmernt control oxeert insofar as ee ig a charter ecn- 
rol wich ig designed to =nsure that Nor: TES 0 am needs we 

26 Genuded of tonnage. “ne we 

hes to be continucd for ths tire DEINE » “Lieensing in ee 











nas to centinue for the time being, but the gove romnt is rind- 
ful of the Laportence of a avick return to normal sroccsses. 
Y-uyv general statements vere made by rerresentatives cf other 


eouitries,. 
igsolution Locks Tovard oral Processes Tre Council 
adonrted a resolution recomenaineg thet in crader tc continue the 
progress which hes boen mede on this problem: (1) zovern- 


a 





ronts should refrain from. action over carcc or ena 0ene to re- 
tard the efforts of x= a age t nations to rcestablish their shipe- 
pint connecticns: (2) he sSiasetion of cevepement santas. 706 
arroes of a nonerilitery cheracter in a regular Liner tra 
snould not ba used as a means of — oe the ds cributd on 
of traffic amon: tre participating Flacs in that feedes and (3) 
governments ecnartering ships for full cargo s should use ‘Snes 
nor:al mechinery of tire froicsht marksts so thet ships availatle 
under ell : Plazs “eve an onvportunity to provide tne services ree 
Guired, 





mntéer-Jovernmontal Oresrization Cossicgercd a yorking cone 
rittee was established to study the cuestion of en interesoverne 
mont:2 shipping organization. It will set in London July 1¢ 
otrl will ioelule representatives from Relgium, Caneda, Trance, 
tue Netherlands, “orvay, Pol\end, the TK ani the .o. Cther 
govurnmments which ere members o* the Council will ueve an 
opportuni t ty to state their views to the committee The Couneil 


will mect arain in Yasninston ¢s 
eicer the renort of tne committ. 


OS amas oe 


S ° 
cone time before Cetobcr 321 to cone 
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RECE: T DEVELOPHGFTS ON EY ~~ Austr: le have advised th 
BANK CREDITS ARE & SU ARI ABD. Austrians th<at we do not. con= 


sider the Crediterstalt a 
evle agercy to reaues tt US eredits and, therefore, en 
benk credit eprliertion should be submitted by the 
rian Government. (Sec rage ¢, gune 10 issve of Current” 
wie Develovmerts.) Further consideretion of the 
austrien request by the Departzent. — the Eximbeank is 
contingent on the subcission by the Austrian Government 
of dzta reruired in the Genera al Police y Stetemert of the 
Eyimbank regerding the purposes of the eredit, the materials 
to be purchased, and other economic and’ financi sl date con- 
cerning Austrials present condition. in view of the limited 
furds evniladle to the Eximbenk, credit to Austria is not 
iimcly to exceed $25 million. 














Czechoslovskia Tne wrovosed $50 wii2?ion Eyimbenk re- 
eonstruction Joar to Czechos lovrkia is cor.tingernt on the 
Czecns meeting our conditions with respect to co ‘mercial 
policy and compensction. (Se: vege 4, April 6 issue of 
Current Economic Develorents. ) “egotietiors orn. these 
matters with rerresentetives 72 the Czech Exbassy in “ash- 
SAgTCR were resumed June 24 and ere proceeding satisfactorily. 
Discussion concerning compeysation for US vropertics are 

checuled to begin in Pggtete «Ab one month efter the 
.ew government hes boon corstituted. 








Ss - 





| Ethiopie The iational Advisory Council Staff Co-nittce 
or v né 2] recommended that the !aC anprove considerstion 
oy the Eximbank of a credit to Dthiopia n not to excecd ~3 miliion. 


re credit vould be for the purchase in tre US of cavritel 
eee. and sorvices essential to the mrinterence of the 
Ethtop!: wo omy. The originrl ercaoit reavert of Bthiopic 





Firlend The Finnish Sovcrnment reprcsents thet t. ere 
‘1°72 be « deficit of y20 to +30 “iillion in its intcrnationeal 
oclance of payments for 1946, Finland wents to send e« dele- 
e-tion to %: shinzton to discuss with the szithenk er. eaditional 
ersdit of %20 to 20 million ond ct the secve tize to diseuss 
rext verr's ercdit, Finland nes elrecdy received 440 million 
in eredit from the Exizm>enk ard G15 million in co nection with 


the cele of surplus, 


Tae Eyimbenk rrcfers to clerify its view of the Firnish. 
ituction before expres cing re-diness to discuss further 1945 
ercdt ts. It hrs asked Piniend to supnl: informition wita 
respect to the list cf the commoditics purchased unjer the 
35 million credit, a current estimate of the 1946 imnort 
Fe quironenss ror sil sourecs, and *. éetniled revised estimate 
of the 1946 inte rnationel brisnce of teyments. The Eryimbank 
exprcsscd its unvillingness to discuss 1°47 ercedit recvire- 
rents unless the situ-tion has changed miteristly, since it 
regerds this os *« fiunetion of the Irternctioncl Benk. 
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Poland OFLC has been authorized to resume deliveries 
of the $50 million surplus property credit in view of Polish 
assurences tnst tresty texts would be made vnublic end infor- 
mation would be furnished us regarding Polish economic 
agreements. The suspension of tre $40 million Exirbank credit 
hee not, however, been removed pending Polish compliance with 
conditions of this credit. (See page 11, June 24 issue, and 
pege l, Jey 13 issue of Current Economic Developments. } Texts 
of cowmerciel agreements, exclusive of prices, nave now been 
received and we are assured that information on prices will 
be forthcoming within a fev days. 











cudi Arabia The Board of Directors of the Eximbank has 
indicated willingness to consider making available to the 
Government of Seudi Arabia a $10 million line of credit. The 
credit could be used only to firance purchase in the US and 
the transportetion to ‘audi Arabia of textiles, cereals and 
grains, certain tyves of mactinery, automotive cquipment, 
and possibly cert-in other items, The terms have been formu- 
lated so as to meet, insofar es possible, King Ibn Seud's 
orjections to a previous draft loan agreement which he be- 
licved infringed upon his sovereignty by providing for de- 
tailed supervision by the Bank of all purchases, 2nd an agrce- 
ment not to »nledge his oil roynlties to any third party during 
the life of the credit. 





Siam Prince Vivant, Governor of the Bank of Siam, during 
a recent visit to “shington, informally requested consider- 
tion of a $10 mi?lion iyimbank crédit, repayable over a 20- 
year period, to assist in the rchabilitation of Siamese rail- 
road and truck transportation and irrigstion, and in the im- 
port-tion of incentive goods. 


Brazil The Brazilian applic» tion for e credit of $379 
mizlion to finance in part ea fiveevenr program for the rc- 
hadilitetion and develonment of its transportation system, 
which has been under consideration since the orrival in this 
country of the Srazilirn ifirister for Trarsportstion, is now 
under study by the ‘vorking group for consideration by the 
NAC, The Brazilisns have been advised that they should look 
to the Irtcrn-tional Berk for Reconstruction and Development 
for the greater part of the funds necesssry for this program 
and, at the suggestion of the Eximbank, the Brazilians have 
scaled covn their original request to 2n amount canproximating 
@50 million, 


Turkey The tximbank on July 3 approved participation 
up to ~25 million in exporter credits for Turkey. The total 
anount of exports this credit will finance depends on private 
credits which may be advanced by exporters or private banks, 


* * * 
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i: ASCUTIVE goss: i* WFTU The Zxceutive Committee of the 
CONCLUDES NOSCOT “EETING “orld Fedcration of Trade Unions 
reecntly concluded its meeting in 
oseov, with the following results: (1): establishment of a 
eolonial trade union department to be headed by a Secretary- 
Gsncral; (2) s:ttlement of various internal adininistrative 
matters, including a 2c percent pay inerease for the staff of 
Pry 5 (3) admissicn of new orgariizations, including the Greek 
ation of Labor, and the Unified Trade Union Council of 
‘some tvo million new members); (4) decision to absorb 

he trade secretariats of old International Federation of Trade 
Unions in “FIT; (5) autherization for a FIU commission to visit 
é“pan, Korce, China, <ndcochine , wd Bats 4-4 ple ‘"alava, to study 
trade union movements and make recommendations; (6) approval of 
the Poport of the “FIT Commis sion. of Germany 3 (7) adoption of a 
rosolution de mending actual renresertstion of “FTU in UNGSCO; 

and (¢) adoption of a resolvtion callins for severence of 
ciplomatic relations with the «ranco Sovernment, recognition of 
ths Spanish Republican Government, and admission of we Repuvli- 
can “overnment to TI’. Deakin of the British transport worker 
was nominated to succeed Citrenc as “FIV president, but the 
final decision was delayed until the next session of the Execue 
tiv: Comrmittec of "FTU tcceuse of Coviet objicetions. Tha 

“OVict delegation desires en amcriecscn president and suggested 
thet ali future reetings of the “PTU be held in the U5, if 


rhilip “urray vould accert the presidency, 











> 
= 


ecasurer of the CIO, attaches 

io;. to teve over the trade secrce 
tariats of IPT. ‘te states tert the CidO telicves that partici- 
pation of individual -covict trade unions in intcrnationel con- 
forenecs discussing wreblems such as waves anc standards of 
living will hev. «2 salutary cffoet vithin the VSSR. A confer- 
ene: will be held in Avcust to decide the basic question of 
tne relation of the wage seerctariats to @TU. Carey also 
felt thet the Soviet dclegate's stetement that the Soviets 
were reconsidering their attitude toverd ee a yas imvortant. 
Throughout the meeting, retters on which the U3 SR and tne CIN 


biine wow 


differed vere e .ttled largely in favor of the CIO. 


T 5 (* Sar - r+ 
vemes Carey, Seeretarye-' 


mi 

c ] 

great tmportence to the decis 
t 
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~ CCN) Si5..T0"% Cr SCCSCC CORTIDERS The second session of 

REPORTS CF NUCLSL= COMMIS TONS + = 43 

Par Ch to Cr TUCULL: COIs. TON che sconomic and Social 

? f . Council] met in Few York 

fpom avy 25 to June 22, erly in the méwtings «ne “Seeretarve- 
_ a) 


. 
(L 
> 
Z 


uA 

ral announced thet the Prenaratory Conrittea of the Con- 

e on Trade an¢ imployment vould meet in London o1 

oor 15 as the first step in the progres leading uv to the 
vi orld confercne>, a 


Oo cts 


© 
3 
» 





World Hzalth Conferesnee The Council considered the Ae 
port of the Prenare ‘tory Committee on te International Health 
Conferenec, which it had decided to call ct its first session. 
The Confer. nee is now mcotisg in Few York. Its major cbhicetive 


- = ~ 
-§ to set up a VYorlad Yeclth Crecnization. 


Renort of Committe: on Arrargerents for Consultation vith 
-one-Covernmontes Oroenizati ons Tat Sormittse's report, which 
was adopted unanineously, r scomncended that the folioving princi- 
ples be applied in ‘ostehlierine a jist of non-zovernrental 
crganizations to he elizibie for consultation: (1) the organi- 

rica 7tth ratters falling vithir thc come 
} tie aims end rnurposes of the organization 
vy with those ef the Charter of T™; (3) 
toa in fascist activities shall 
cds (4) the oresnization shall be 
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1 
the press roo be admit 
of recornized stand 2} r r 2 
To meet thic soguinanent : sroup of ore 
joint comrittcs te sonsult “or tne croup 
organization shell heve csteblished bead 
officer, anc a rolicvenaking body: (5) i 
to speak for its resbers;s (7) 1% should 
structure vith mumbers who -xercise votin: rights in Pesetsen 


34 
~ VG pe eRriares 6! -! 


ad ~. 


to the policies or action of the intorrational orgarizetion; 

(2) netional orgonizatiors ‘vill be Ztnelvded only if they cover 

ea Tizla not covered by an internctionel crecnization or have 
special experience upon which the Council wishes to dra; (9) 

the Coune??, in determining the scope and methods of consulta- 
tion ‘ith each nonesovernmental organization should take as a 
basis the nature cnd scope of activities of cach organization 
considerins the assistarce wae Council mar expect from it; and 
(10) the most close consnitative comnection should be established 
rth the Torld “ederation sP Trade Unions. A standing corrittce 
corposed of the President of the Coune!l ond five members (China, 
Franee, the TK, US, snd USSR) will pass on applications for con- 
sultative status. 

















Report of Comrittec on Negotiations “ith Snecialized 
SFomrmittes coneluded ne rs with the Intere 
0 n 


s Educational, 
ne Food and Agri- 

hese groups into 
sacrsement on the 


= t 
neti onal La reanization, the United 
Scientific ond Culturei Crganizatiorn, and 
culture Orgenizatior. with = view to drins 

UN Thers "as sore a 


relationshio with the UN. inet 
article 


A 
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article covering relations with the International Court of 
Justice in the draft agreement with FAO and it was agreed 

that two alternative clauses would be referred to the Council 
for further consideration. The Committee agreed to the request 
of the International Bank for Reconstruction and Development 
and the International Monetery Pund to postpone negotiations 
with them since they had not yet completed their own organi- 
zational arrangements. 


Resolution on the Beonomic and Employment Commission An 


important item on the agenda of the ECOSOC meetings wes the 
consideration of the draft reports prescnted by the nuclear 
commissions, (See Current Economic Developments, Issue No. 49, 
May 27, 1946, Page 9) The terns of reference of the Economic 
cnd Employment Commission were amended to read that the Com- 
mission shall advise ECOSOC on economic questions in order to 
promote higher standards of living. It shail examine questions 
submitted to it by the Council and on its own initiative shall 
report to the Council on problems it feels require immediate 
attention, It shall make recommendations to the Council on 
economic questions involving study or action by more than one 
specialized agency or commission of the Council. In particu- 
ler it shell advise the Council on (a) the prevention of wide 
fluctuations in economic activity and the promotion of full 
employment by the coordination of national full employment 
policies and by international action; (b) problems of the re- 
construction of devastated areas; and (c) promotion of economic 
development and progress with special regard to the problems 

of less developed areas. The following subcommissions ere 
cuthorized: (a) on Employment, (b) on Balance of Payments, 

and (c) on Economic Development, and (d) a Temporary Sub- 
commission on Economic Reconstruction of Devestated Areas. 








Temporary Cubcommission on Dconomice Reeonstruction of 
Devestated Areas The Council established a temporary subcom- 
mission on Ecunomic Reconstruction of Devastated Areas composed 
of the following members: Australia, Belgium, Canada, China, 
Czechoslovakia, Ethiopia, France, Greece, India, Netherlands, 

New Zealand, Norway, Peru, Philippine Commonwealth, Poland, 
the Ukraine, USSR, UK, US, end Yugoslavia. The representative 
from France is to be chairmar and the representative from China 
vice-chairman of the subcommission. The subcommission will ad- 
vise on (a) the nature and scope of the. reconstruction problems 
of those countries which face great and urgent tass in this 
field, and (b) the progress of reconstruction and the measures 
of international cooperation by which reconstruction in those 
countries might be effectively facilitated and accelerated. A 
preliminary report on problems of reconstruction in countries 
devestcted by war, except Germany and Japan, is to be made not ‘ 
later than September 2. In considering these problems, the sub- 
commission shall take into account their economic relatiors with 
Germany and Japan end with neutral countries and, where feasible, 
the cooperation of the governments of these neutral countries 


shall 
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shrjl be enlisted. The Seerctery-Genereal is aut orized to form 
t10 7orking groups out of the members of the subcommission, one 
1or .urope and Afrier cond one for Asia and the Wor Fast. 


Resolution on the Statis tical Commission The terms of 
reference of the Commission will te substantially as recommended 
by the nuclear commission. The Commission is authorized to 
establish c subcommission on statistical Ssarpling of not more 
then nine members, 





one Commission on Human Rizhts The Secretary- 

‘on to make arrangements for: (2) publication 
a7 and usage relating to human rights, the 

f wich sould include .11 Geclarations and 
bills on ‘ja rights now in force in the various countries; 
(b) collection ard nublicetior of inforretion on the activities 
concerning humen richts of al} organs of tne United Nations; 
(c) collection and publication of information concerning human 
rignts av ising from trials of wr criminels, quislings and 
treiterss (d) puvblicstion of a survey of the development of 
human rizhts; end (c) collection and pubdliertion of plans and 
acelerations on human rights by specialized agencies end non- 








e 
wy 


ak otf 


\ uc 
—_ 
of Fs] yearbook 0 on 


sovernmental netionel and =intarnetional organizations. Pending 
the edoption of an interne tional eill of fm the general 
prineinic shell te accepted thet international treaties involving 
basic humcn rights Sheti conrorm to tha Fendenontal standards 
relatiy: to such richnts set forth in the Chartor. 

ECOSOC nes decided to confer on the Subcommission on the 
Status of ‘omen tre status cf s full commission, whose function 
will be to nrepare recommendations znd reports to ECOSCC on 
promoting -romen's rights in rolitienl. cconomic, social and 
eduentional fields, The Commission rev submit proposals to 
the Council regerding its torms cf refreronce. 


The Commission on Muman sights is empovered to establish 
2 Subcommicsion on Freedor of Information ana of the Press, 
wnese primery function will Le t amine what rights, obli- 
gations, and preetices should be included in the concert of 
frecdor of information, and to report to the Commission on 

eny issues that may arise from such exnmination. The Com- 
mission is also empo'cred to establish a Subcommission on the 
Portectiorn of ‘inorities, with the duty of examining what 
provisions snculd de adopted ° in’tne definition of the princi- 
ples wisen arc to be anplicd in the ficld of protection of 
minorities, end to deal with the urgent problonis jn this field 
by making rcoeormendetions to the Commission. A Cubcommission 
on the Prevention of Discrimination is to % established to 
oxamine what provisions should be adopted in tre . definitions 

of tne principles which are to be applied in the field of the 
prevention of diserimination on the grounds of re CS, SEX, 


language or roligion. 
Resolution 





DECLASSIFIED FOR PUBLICATION IN FOREIGN 
RELATIONS OF THE UNITED STATES | 











BEST COPY AVAILABLE 











-l4— 

Reso ution on the Temporary Social Commission The Core 
mission vill: nevase tne Council on social quu'stions of a 

goneral characte » especially matters in ws social field not 


at 


covrsred by spe statées mel inter-governmer.tel agencies, 


Resclution on Transport od Communications Commission 

A formenent Transport and Communiestions Commission will ne 

steblish..d to repl-es tac teamporer: Commission. Negotiations 
will be instituted for the rurpose of bringine PICAO into re- 
lationship vith the Ul, he Council ¢xpressed the hope that 
a vorld. poy in the field of telecormunications will be 
convened as soon as nosriile end the Seerotary-Gonerel will 
convene mes otinge ¢ of veseoeununs ie’, ions ind postal experts 
from all UF members which desire to rxerticipate in drafting pro- 
noscls on the ve tionship of the Inte rnetional Tclecommunica- 
tions “nion and the Universal Postal Union, respectively, to 
tac UN. <A corr ittee of experts to nrevare the vround for a 
‘orld conference on ps ‘ssperts end frentter formalities will 
“1s0 be enlled, The Commission is directed to strdv further 
the cuestions of (1) establishing relations between ECOSCC 

-end interegovernmental esencics in the ficld of inland trans- 
port, (2) a worldevwide intcr-governrcntal shipping organization 
.to deal with technical matters :nd (3) coordination of sctivi- 
tics in aviation, shipping anc tclecommunicaticns rcgarding 
scfoty at sea erd in the air, The Secreteary-Gencral will take 
cpbronricate action to sffoet tne Genercl Assembly resolution 
charging ZCOSOC with responsi bility for th: work previously 
done by the Economic Finzneial end ‘ransit Department of the 
League of Mations pv cs*ing BCrT0 to continue the study of 
coordination of inland transport and PICAC to continue the 
study of identity napers for flying steffs and new facilities 
for air navigation. The Council called attertion to the need 
for international machinerv for ccordiration of railway problems 
in Europe ‘and for improvement in the present situation of inland 
waterways in Burope. 





Composition of the Commissions A rcsolution or Composition 
of the Commissions provides that the members shall be representa- 





“_—_ 


tives of their respective governments, The Economic end Employ- 
ment Commission, the Transport ond Communications Commission and 
she Commission on the Status of Women will neve fifteen rer bers 
oleh, while the St- tisticel Commission will have twelve snd the 
Social Commission eightoen members. In all cases the term of 
of*ieo will be three years with one-thirc of the sembership ree 
tiring each year. For the initial period one-third of the 
members shall serve for two-years, one-third for three years 
‘nd oneethird for four vears,-: . 


Resolution. on Rcfugecs “the Council revised and amended 
h; suggestions for # Drart.Constituttor of an International 
cfugce Organiz-tion sub-itted by the Snecial Committee on 
ofugees and vespas ‘ecd Persons and requested the Secerctary- 
cnernrl to draft such technica 1 Clniscs es ore necessary to 


y Ud c+ 





: complete 
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connlete it from e legal point of vie. The Council established 
a Comrittes on the Finances of the International Refugee 
Crzganization,. whose function is to prepare nrmovisional admini- 
strativ. and operavionel budgests for the first vear and allocate 
cor.tributiors among tember countries, The Coruittzc will con- 
sist of one me ber ‘from each of the following countrics: France, 
CEngda, } N vtherlonds, Polend, USSR, UX, "Sy Brazil, Chine an 
L.tenon. The Direetor cf the Inter -zovernnentel Committee on 
Refugees and the Dircetor Ceneral of UN"RA shall be invited to 
sit-:witn the Committe: in o consultative espacity. Comments 
of Mumbers on the Draft Constitution snd on the report of the 
Corimittce on Finenees will be reviewed at the third session 
of nCOSOC, and the Constitution as eicnded will be transmitted 
to the Cenecral Asser bly as soor as possiple after the opening 
of the second part of its first session. 











BAO “pecial “outing on Urgont Food Proklems The recom- 
onde tions of the — yg ® “seting of ‘rzernt rood Problems held 
ently adopted or Mey (See Cur wrent Tconomic Developments, 
taken No, 49, May 27, 1946, age yere presented to the Coun- 


v2), and the resolution se Me by the U5 thet the Council r- 
vost the Seere arv-General to offer all possible assistance 

bo the Director-General of FAO in makiny the survcy called for 
A: prspering proposals concerning longer-terr international 
nehninery with referer 2 to focd as adopted. The “eerctary- 

el is asked to renort to th: next session of the Council. 
Thira Tession of ECCSOC It was Gecided that the third 


session of tne Reoromie and Socinl Council vould meet in New 
Yor on lLuzgust 31. 











* * * 
Ae DECART gl PROPOSES SETTLE EN inforral discussions 
Cr ant D DEPTS TO CZncHOoLOVA’ IA anong intercsted US 





“Sovernment agcncics 
and with Dr. ‘lnadek, former Czceh Deputy y SRANOS Minister, to 


settle 0° army debts to Cz-choslovakie hevs recently been 
taxing place, 


Arny indebtedness on nest procurercnt totels “4 million 
of which “500,000 is for cosl shipaed to Germany for which 
the US Governrcnt has contrrected to pay entirely in dollars. 
In addition, valid tort claims egeinst the Arny ere cstirated 
at about 500,000, Fettlenent of this indebtedness has been 
compliected by the faet thet the Army nov holds $3.3 million 
of oxecss erowns ynich it accunuleted in its troop pay opera- 
tions. These erowns ere not secured by any Jollar cquivalent 
in US Treasury special derosit necounts. “‘orcover, return of 


these erowns wculd rosult in a return to the Cze chs of rmore 


erowns than the amount originclly obtained by the Army from 
fficial 
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official Czcch scurees, the Arry statcs thet this situation 
chicfly results from thc fact thet th: ™ troops yers paid 
full ;.onth's salerv inc:ediately, before an inercase in the 
oxehange rate from one ecnt to two cents per crown, end the 
troors wer. then suddenly withdrewn fror Czcchoslovakia 
forcing the ‘ar 5D: wpertvent to buv back at two cents many 


erovns issucd to the troops at onc cent, 


The ‘var Denartment has submitted a proposal to the Czechs 
ror ar overall settlement of its indebtedness. This proposal 
onvisages application of Arty holdings of $3.3 million surplus 
crowns egainst Lrrv indebt: anes: to Czec* osiovel tia of “4 million, 
consisting of tort claims and pest -roeuremcnt exclusive of 
coal. This will lceave a belence of about 7700,000 payable in 
dollars. Th: Army will also pay ¢5CC,000 in dollars for coal 
prsviously procured —" # 1 Seller prnyments on account 


of pest indebtedness .1.2 rillion. War Department repre- 
sentetives in Pr sirfur hove reeent_v coneluded negotintions 

71th the Czechs fur ua nurcheses “2 the use of the US 4rry 
in-Germeny totelirs «2, mill.on. 42:2 -vcanee of the ‘ar 
vetartrent propos + retucher via nen troeurpenent of “1.5 sillion 
gould result in t27-1 3:7 power. to the Czechs of %2.7 


million. In additicn, ‘-« ari.y viii cxenonge ~ ceh Government 
holdings of a’ rarks tovnling cbout %140,0¢ “for "* dollars at 
th: rate of ten cents per Al! mark. 


& telerrer* to hen as Prehe sight bere Wy submission of 
the Wer Department proposs1 to the aprropriete Czech cuthori-g 
ties has been lagna tenets 

* %* % 
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This weekly publication is designed : . 
to highlight developments in the economic 
divisions of the Department of State. and 
to indicate the economic problems which 
are currently receiving attention in the 
Department. It is suggested that copies ° 
be retained on file, as reference will 
sometimes be made to previously reported f 
items to avoid repetition. -° 


DOCUMENT SECURITY INSTRUCTIONS 


This document should be treated in accordance with 
current instructions regarding security measures for “7 
SECRET material, Extreme care should be exercised to 
avoid public or private discussion of the information 
herein with or in the presence or hearing of any person 
not authorized to have knowledge thereof. For general 
purpoees all classified Foreign Service Officers and i 
other responsible economic officers are authorized to 
have knowledge of the contents of thie document, ‘ 
responsibility for the safekeeping of which will be 
assumed by each recipient thereof. It may be retained 
in protected files or, at the discretion of the recipient, 
Gestroyed by burning. If not personally dieposed of by 
the recipient, he will assure himself that it ie burned 
in the manner prescribed for SECRET material. 
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SOVIETS SEIZE GERUAN ASSETS IN EASTERN AUSTRIA; US Soviet 
ASSIGNS aSSETS IN US ZONE TO AUSTRIAN GOVERNMENT action in 
assuming 
title to German assets in eastern Austria, followed by US as- 
signment of trusteeship of German assets in the US zone to the 
Austrian Government, is expected to lead to eventual clari- 
fication of the entire question of German assets located in 
Austria, The text of the Soviet order, which was communi- 
cated to the Austrian Government through the publication of a 
Tass dispatch in the Vienna Red Army newspaper, appeared on . 
July 5 although it was dated June 27, one day before the new 
control agreement was signed. | 





coviet Announcement Initial reaction to the Soviet an- 
nouncement was that ell German assets in eastern Austria would 
be absorbed as Soviet state property, which would have given 
the bulk of all property in eastern Austria to the USER. How- 
ever, a later statement by the Soviet Deputy Commander, Ziniov, 
interpreted the order as confiscating only: (1) property which 
was owned by Germans prior to 1948; (2) essets brought into 
Austria by the Germans or erected in Austria with German capi- 
tal after the Anschluss; and (3) assets purchased by the. 
Germans after 1938 provided thet the former owners received 
edequate compensation. Ziniov said that in doubtful cases 
Austrian claims would be given careful consideration. He fur- 
ther stated that industrial properties taken over by the USSR 
would remain in Austria and would be subject to Austrian law 
and control, This is the first time that the Soviets have 
given any indication cs to what constitutes their definition 
of German assets in Austria. Kurasov, Supreme Commander of 
the Red Army Forces in Austria, has persistently refused to 
discuss such a definition vith Clark in spite of repeated US 
attempts to obtain aquadripertite agreement on the entire ques- 


tion. 





Austrian Definition of Assets Chancellor Figl, in an 
extraordinary session of Parliament held on July 10, gave the 
Austrian definition of German assets which is comparable to 
that of the US. There is no serious divergence between the 
Au rian definition and Ziniov's statement except that the 
Soviet definition contains an implication that the burden of 
proof rests with the Austrians to prove thet any transfer of 
property after 1938 was made under duress. The Austrians hold 
to the position thet any such transfer is presumed to have been 
made under duress and the burden of proof that it was otherwise 
should rest with the Poviets. Figl did state that a sufficient 
proportion of post-Anschluss assets must be retained for the re- 
establishment of the /ustrian peacetime economy, especially since 
part of these assets were created from Austrian tax resources, 
raw materisls and labor. lost important, the Chancellor pointed 
out that under Potsdam only that property which is physically 
present in the respective zones can be considered as available. 
This would tend to nullify Sovict claims to shares in German 
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credit and insurance companies. The adoption of this princi- 
ple in the case of DDSG (where 26 percent of the stock was 
ecquired by the Germen Government without any compensation 

ond 25.percent of the shares owned by the Creditanstalt was 
transferred to the Germens at a loss of approximately 40 per- 
cent and obviously under curess) would assure Austrian control 
of this important Danubian shipping. company. 


US_ Action Fcleases 300 Plants In the face of the Soviet 
action, General Clerk, with the coneurrence of Erhardt, 
Strongly urged tiat the US renounce all claims to German assets 
in Austria, Such assets, he pointed out,. could then be used 
eS on offset against Austrien claims to property in Germany. 
With the approval of the President and the Secretary, Clark 
notified the sustrien Government thet the US wes prepared to 
center into negotiations with other Allicd Governments and with 
the Lustrian Government looking tovard the renunciation of US 
Claims to German assets in Austria as part of a general settle- 
ment of German assets in Austria. “hile the negotiations are 
unaer way, the US will turn over to the Austrian Government, 
as trustee, ell German assets physically loceted in the UES 
zone, with the assurance thet such assets may immedictely be 
used for purposes of reconstruction in Austria without fear of 
future removals, but with the cuestion of ownership to be re- 
solved later. Clark's note pointed out that the US will refuse 
to recognize any trensfer of property which does not conform 
to the terms of the Potsdam Agrcement; which does not conform 
to the terms of the United Nations Declaration on Forced Trans- | 
fers; and, which docs not leave Austria in sovereign control 
over resources within its borders. The US action will im- 
medietely release about 300 plants to the fustrians. Whiie 
the plants will be vnder the production management of the 
Government, accrued profits will not be disposed of until a 
decision is reached on ultimate ownership. The British, who 
have already vigorously protested the Sovict step, are seriously 


considering similar action. 


UNRRA Responsible for Food and Coal Imports It is hoped 


that the US action will, to some extent, offset growing Austrian 
discouragement with the western democracies arising chiefly 

from the failure of UNRRA to supply Austrian needs sufficiently 
and the action of the Council of Foreign Ministers in awarding 
the South Tyrol to Italy. The Allied policy of reconstructing 
Austria as an independent and democratic state is losing ground 
also in the face of the critical food shortage. Labor unrest 

is on the increase and labor leaders are finding it difficult 

to prevent strikes, UNRRA funds, used mostly for food ago 
ment, are insufficient to maintain a daily ration of = 7 
calories. It was only through the transfer of US and Sovie tate 
militery stocks that a June ration of 1200 calories was Pe 
and even this is below the ration standard set in US zone — Ve 
One of the basic reasons for this situation is believed to ss 
the misunderstanding which hes existed up to the present on 
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responsibilities of UNRRA Austria. The Mission there has. 

been operating under the assumption that UNRRA aid supple- 

ments but does not supplant the former system of military 
Supply, particularly for items other than food. Instructions 
have now been issued clearly stating that it is entirely with- 
in the jurisdiction of the Austrian Government and the Chief 

of the UNRRA ilission, subject to 4£C supervision, as to how 
funds are to be allocated. The new UNRRA budget is tentatively 
set for $110,000,000 which includes provision for industrial 
items such as coal as well as food. Payment for coal imports 
must to a large extent come out of the UNRRA allocation or 

the import program for coal will be reduced to that which can 

be obtained thrcugh barter, At the present time, coal alloca- 
tions to Austria are handled through ACC Berlin end the Depart- 
ment believes this the most advantageous procedure for Austria. 
However, the Fritish seem determined that future Austrian coal 
allocations should be handled through the %CO and, if the UK 
insists on this procedure, we do not believe a strong argument 
exists for opposing this method of allocation. Industrial pro- 
duction is down to 28 percent of the pre-/.nschluss rate and 
even this cannot be maintained much longer without incrcased 
imports of raw materials, spare parts and machinery. JC li- 
censes have been granted for trade with 15 countries, among 
wnich are the occupying povers, Rumania, Switzerland, Czecho- 
Slovakia, Italy, Hungary, Sweden, Relgium and Hollandi However, 
trade with Germany, except on a dollcr basis, is prohibited and 
since Germany was the preewar source of supply for large quanti- 
ties of Austrian industrial and transport equipment, much of the 
xnustrian productive equipment is falling into disrepair. 


Possibilities of Eximbank Loan Preliminary and informal 
discussions have been held on sustria's obtaining an Eximbank 
loan from the US. In reply to an inouiry from the sustrian 
Government, we have informed them that any request must be 
meade by the Government and not by the Creditanstalt as originally 
contemplated, Specific data on plans for economic reconstruction 
must be submitted before the Eximbank can undertake a study of 
a ercdit to austria. In the meantime, end before the formal 
.pplication is received, the Departrent has advised the Eximbank 
of an impending austrian application with the view of having 
$25 million tentatively set aside for this purpose. at the 
reeommendetion of the Department, the formal request of the 
Austrian Government will probably be for *50 million, although 
it is expected that any loan granted will be limited to 925 7: 
million, The Austrian foreign credit program is being coordi- 
nated by the various Government Departments and while there has 
been some discussion of seeking private credits, it is unlikely 
that any positive action will be taken until after the comple- 
tion of the peace treaty. To pay for the servicing of any new 
loans, a resolution has been introduced within /.C to defer pay- 
ments for relief supplies delivered by the military under the 
disease and unrest formula until tne latter half of 1947, using 
the proceeds from current exports for this purpose. In addition, 
quadripartite approval has been received for the purchase of US 
surplus material up to “10 million. 


ao. ae " j Mone tary 
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Monetary Situation The main stumbling block to Austrian 
monetary stability has been the tremendous Soviet expenditures 
for occupation costs. Clark's success in obtaining agreement 
on the use of only 35 percent of the civilian budget for the 
second quarter did a great dcal towards stabilizing the economy. 
(See Page 11, May 20, 1946 issue of Current Economic Developments) 
He now plans to propose e total reduction for each succeeding 
quarter with e corresponding reduction in the amount allocated 
to the Soviet occupation forces. The goal for this quarter is 
é maximum of 30 pereent of the civilian budget and for the 
next quarter a maximum of 25 percent. 





The proposal of an exchenge rate of 10 schillings to the 
dollzr, proposed by Clerk, has rcoceived the approval] of the 
State and Yar Departments for 211 purposes other than merchan- 
dise trade. Exports are to continue to be priced in foreign 
exchenge, 





* * 
CFM Ci.LLS FOR INVESTIG/.TION OF GERMAN CO/.L French, British 
PRODUCTION; POSTPONES OTHER ECONOMIC PROBLEMS ond US repre- 














. , sentetives held 
discussions on the cuestion of increasing coal production in 
the Ruhr and Sear basins simultaneously with the meetings of 
the Council of Foreign Ministers. The “Soviet delegation was 
notified that the discussions were being held end was furnished 
with a copy of the report at the conclusion of the tripartite 
discussions. It was agreed thet special investigators should 
examine ways and means of incressing coal production in Germany 
cnd thet the J.CC was the responsible body to handle this in- 
vestigation with the object of covering all of Germany. 





During a discussion of over-all German questions among 
the Foreign Ministers, Bidault brought up the question of coal, 
emphcsizing its importance to the revitalization of the French 
eccnomy and stating that it was essential that a large portion 
of the German coal output be put at the disposal of the /llics 
ond not be used principally or exclusively for purposes of 
Gerren reconstruction. The Foreign Ministers cgreed to in- 
struct the iCC-to investigate the problem end report to the 
Council by September 1 on steps to be taken to increase the 
coal output and to recommend general principlcs of allocation 
betwcen domestic consumption and export. 


In accepting this resolution, Revin pointed out that the 
feilure to reach agreement on common econoriic policies must 
be taken into account when considering the coal situation in 
the Ruhr. The UK is spending “320 million a year for the - 
support of the UK zone and Bevin emphatically stated that un- 
less adverse trade balances are reduced through the adoption 


of 
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of common export-import policies and unless general reci- 
procity between all the zones is agreed upon, the UK zone 
would have to be organized so thet its administration 

would no,longer be a tax burden on the British people. In 
supporting the pleas for adoption of a common economic policy, 
secretary Byrnes pointed out that the administration of the 

S zone was costing about $200,000,000 a year and said the US 
could not be expected to maintain this flow of dollars into 
Germany. On condition that the Sacer wouid be drewn into the 
French economic and industrial orbit, Bidault accepted the 
principle of central administrative agencies and the adoption 
of common economic policies. 


The Soviet attitude during the entire discussion on 
Germany was markedly aggressive. Molotov first attacked the 
US proposal of a 25-year treaty as not taking into consideration 
military and economic disarmament, the democratization of Germany 
end the delivery of reparations, “ith respect to the latter 
point, the Soviet Foreign Minister insisted that it had been 
egrecd at Yalta that the USSR was to receive £10 million in 
reparations and that the US -ics putting obstacles in the way 
of achieving this sum, .B::t1 Byrnes and Bevins categoricaily 
denied that such a sum had been agreed upon, and the additional 
statement was made by Secretary Byrnes that available reports 
indicate that the U°SR has already removed property and goods, 
including land, with a total value of more than this amoun”,. 
General Clay's recent action in stopping reparation deliveries 
until corron economic principles had been adopted received 
special Soviet criticism. "“’estern occupation policies, in 
general, were criticized, “olotov stating that Fascism was 
far from eliminated, that there had been no start on land re- 
form and that cartels, trusts and syndicates which supported 


the fazis ‘crc still qvite active. 


The request of the Secretary that the Foreign lNinisters 
instruct the /CC to implement the decisions of Potsdam with 
respect to common economic volicies, taking into consideration 
absorbing the Saar into the French economy, met with a request 
from Molotov for more time to study the matter. 
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RECENT DEVELOPMENTS IN Polish Bilateral Arrangements Poland 
EUROPEAN COAL SITUATION has been making bilateral agreements 

with other countries under which it 
would receive essential imports--particularly mechinery, rail 
equipment, and food--in return for its exports of coal. They 
recommended that all or at least a large part of coal .exported 
under these bilateral arrangements should not be considered by 
ECO in its allocation recommendations. A distinction, they 
feel, should be made between ordinary deliveries, made on pay- 
rent of an agreed price and without any special advantages 
ettached, and those made in return for special advantages 
given Poland by the receiving countries in order to facilitate 
reconstruction, and in particular the increase of coal produc- 
tion, electric power or transport facilities. To date Poland 
has already concluded bilateral agreements with Sweden and 
Switzerland, and is negotiating them with France, Belgium and 
the Netherlands. Others are contemplated. 














Belgium is supporting bilateral trading in coal, although 
somewhat less vigorously. The Belgians feel they cannot ob- 
tain needed French iron ores except by linking ore imports to 
deliveries of coking coal. In addition, France, Switzerland, 
cweden, Finland, Italy and Portugal supported in principle the 
‘Polish proposal when it was discussed in the Statistics Working 

. Party of ECO. The UK, US, rorway, letherlands, Luxembourg ard 
Denmerk were opposed. “hile we recognize that economic condi- 
tions in Poland are serious and that the Poles need to use 
coal to procure necessary imports, we feel that disregarding 
any part of Polish shipments in computing availabilities is 
inconsistent with the objective of ECO to obtain an equitable 
distribution. It would encourage bilateralism and competitive 
bidding for Polish coal and would defeat the main purpose of 
ECO. The US representative has been asked to make a strong 
statement, pointing out that: if the offering of special bene- 
fits for coal is established, the special compensation needed 
will become greater and greeter, and the seme principle will 
be applied to other short-supply items under allocation; the 
practice would be unfair to countries like Denmark whose 
principal export supplies are under international pianning in 
the International Emergency Food Council and also unfair to 
UNRRA; adoption of the proposal would benefit most of those 
countries in the best economic position, for exemple the neutrals 
who suffered no war damage. In supporting ECO the US, which is 
probably in the best position to supply world needs and thus to 
make hard barter deals for its coal, has rejected many attractive 
opportunities to do so. We would not object to having ECO give 
special weight in its allocation recommendations to arrangements, 
such as the Belgian-Italian coal-labor deal outlined below, 
which would lead directly to increased coal production. 





Belgian-Italian srrangement Italy and Selgium have 
signed an agreerent for sending Italian coal miners to work 
in the Belgian mines. The agreement calls for a maximum ex- 
change of 50,000 miners in return for 3,00C,000 tons of coal 





annually 
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annually on the following terms: for every 1,000 Italians 
yorking in Felgian mines Italy may purchase 2,500 tons of 
coal monthly if total Belgian production does not excced 
1,750,000: tons monthly; 3,500 tons if monthly production 

is between 1,750,000 and 2,0C0,000 tons; and 5,000 tons if 
monthly production exceeds 2,000,000 tons. Italy does not 
have enough miners to send the 50,000 maximum. A few 
thousand workers, generally with no mining experience, have 
clready been sent, and it is planned to send 2,000 more each 
yeek for some ten weeks, 


Department Approves American Companies Furnishing lining 


Equipment to Czechoslovakia In response to an inquiry from 
private industry, the Department hes indicated its approval 

of American companies furnishing mining equipment and techni- 
cal assistance in the reconstruction and modernization of coal 
mines to Czechoslovakia and possibly to Poland. In discussing 
the question of the foreign exchange available to these coun- 
tries to pay for equipment and assistance, it was pointed out 
that their dollar holdings are negligible and that there is no 
assurance that the proceeds of any Eximbank loans to these 
countries, if made, would be used by them to purchase mining 
equipment. Foland's loan, held in abeyance pending compliance 
vith credit terms, vhen finally extended will be used largely 
for the purchase of coal cers to facilitate exports of Polish 
coal to other European countries. The Czech loan, not yet 
approved, allocates spproximately $1 million of the $50 million 
for purchase of mining machinery. 











Coal Purcnase for Liberated sreas Representatives of 
France, Belgium, Denmerk, Norwey end the Vetherlands have 
been informed that, in accordance vith their requests, the 
US has made arrangements to be able to continue assistance 
in procurement of coal in this country through US Government 
procurement channels until December 31. In order to achieve 
maximum shipments it has been necessary to use the lend-lease 
requisitioning mechanism under cash reimbursement requisitions 
end Treasury's procurement authority for purchasing coal allo- 
cated to these countries. UYovever, transfer authority under 
the Lend-Lease Act terminated on June 30, except where such 
transfer is mede to fulfill commitments meade by the US Govern- 
ment to recipient governments prior to thet dete. Large 
guantitics of coal allocated to the countries in cuestion for 
the months of April, lay and June could not be transferred 
before June 30 because Treasury Procurement was unable to buy 
the coal as a result of the strike in this country, 





Arrangements have now been made with the Reconstruction 
Finance Corporation to accept requisitions on a cash rein- 
bursable basis in accordance with the coal allocations 
rendered monthly through the US Coal Opersting Committee and 
the Combined Co2l Committee. RFC will direct the purchase 
of coal through Treasury Procurement and will transfer the 
funds received from the purchasing countries to Treasury. To 


facilitate 
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facilitate eventual trensfer of procurement to private 
channels arrangements have been made so thet on August 1 
at least 20 percent of the monthly coal allocations will 
be bought through regular commercial channels. Each suc- 
eceding month this percentage will be increased until by 
December 31 all coal will be procured through regular 
sources, 





UK Coal Nationalization Bill Through Parliament 
Perliament has completed consideration of the bill providing 
Tor nationalization of the UK coal industry and it is expected 
to receive Royal assent this week. Early next week the 
National Coal Board, which has becn sitting informally since 
April, will be formally constituted. A Commission to fix the 
value of the industry for compensation purposes hes been 
sitting informally for several months and will probably re- 
port before the end of the year. Actual transfer from private 
to public ownership is expected to take plece about January l. 


x * * 


RUMANIANS TO PROPOSE FORMATION The Rumanian industrial dele- 
OF VS-USSR-RUMANIAN COMPANIES gation, due to arrive in the 

US shortly, is expected to 
propose US-Soviet-Rumanian cooperation on a broad basis in 
Rumanian industry. In September, 1945, a proposal along this 
line was made with Soviet ap»roval when Malaxa of Rumania sug- 
gested a tripartite operating company owned 22.5 percent by 
Graham-Paige (Kaiser-Frazer), 22.5 percent USSR, and 55 percent 
Malaxa to rent the facilities of Malaxa S.A.R. and manufacture 
trucks and tractors. Kaiser-Frazer interest has since cooled, 
but Malaxa is interested in other possible US companies. The 
US partner would not be reoquired to furnish capital, but would 
provide plans, technical assistance, parts and supplies, all on 
a cash basis. Mikoyan, Soviet Commissar of Foreign Trade, is 
said to have recognized Soviet inability to provide technical 
help on the scale required by Rumanian industry and consented 
to U5 participation on a tripartite basis. The Rumanian Govern- 
ment is said to be ready to furnish gold or foreign exchange to 
pay US partners for services and goods. 





Rumanian representatives have emphasized to Department. 
officers that they attach great importance to this type of 
three-aided development, since they see it as the only possi- 
bility for securing American: influence both politically and 
economically in Rumania. They consider that Department support ‘ 
of the proposal is essential to secure the cooperation of US in- 
dustry as American companies are suspicious of the provision 
that no US capital is recuired. If Rumania fails to get the 
type of arrangement which Malaxa desires, the Rumanian repre- 
sentatives say the country will feel abandoned by the US and 
will inevitably mae the best terms possible with the USSR. 
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While this abandonment would relate only to the economic field, 
it would inevitably aprlv in the minds of the Rumanians to the 
political as well, 


Embassy Moscow's reaction to the proposed plan is that as 
long as US firms cannot actually control property owned by 
them in Rumania before the war, it is difficult to see how US 
firms entering into this arrangement would be able to have an 
effective voice in its management. The proposal appears to 
the Embassy to amount to glorified technical assistance con- 
tracts, which shculd be examined on their own merits without 
confusing them with the issue of ownership. They point out 
that the policy of grenting concessions to foreign firrs, 
followed by the USSR in the 1920's, did not give foreign 
capital a foothold in the USSR beeause Communist Party policy 
called for eventual expulsion of these firms. The decision 
to be made is whether the US shall encourage technical aid to 
the satellite countries to build up their economies before the 
permanent pattern of US economic relationships with these areas 
has been defined, 


The American Legation in Hungary was asked to report on 
similar developments in Hungary, but reports thet they have 
no reason to believe the Soviets are interested in American 
participation in Hungarian or Soviet enterprises. There has 
been no coviet interest in the tripartite natural gas develop- 
ment proposed by the Hungarian Finance Minister in April. It 
appears to Legation Badapest th:t fovict action in.Hunzary .. 
is directed et restricting present and preventing future Ameri- 
can investments .in Hungary. 


EXIMBANK POSITION ON PROPOSED Ina recent letter to Senator 
EXPORT INSURANCE ACT OF 1946 “‘agner the Board of Directors 
of the Eximbank expressed 1tTs 
position on the proposed Export Insurance Act of 1946. The 
Bank does not cppose Government export credit and transfer 
guarantees in principle but cuestions the need for guaranteeing 
credits, particularly short-term credits, on the ground that 
private facilities are adecuate. The Board indicated willing- 
ness to offer transfer guarantees under its existing powers 

and to accept specific legisiation for this purpose, but is op- 
posed to the separate Insurance Division and to the large and 
far-flung organization provided for in the proposed. Act. Th 
Department's attitude is one of neutrality toward the Bili, 
favoring measures to expand foreign trade, questioning the 
adequacy of any evidence thus far presented as to the need 

for transfer and credit insurance, but not opposing the iegisla- 


tion. 








x * * 
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TREATY STEPS In line with the broad, positive program 
TAKEN BY US approved by the Department last year (See 
Page 9, January 21, 1946 issue of Current 
Economic Developments) steps are being taken to modernize 
and extend the commercial-treaty relations of the US. 








Canadians To Receive Draft Treaty Embassy Ottawa has 
been instructed to present, as soon as clearance is received 
from the President, our draft of a proposed treaty of friend- 
ship, commerce, and navigation to the Canadian Government, 
together with an explanatory memorandum, telling them we feel 
negotiation of such a treaty et an early date would be highly 
desirable, 





Consider Treaties With Southerr Dominions The US Embassy 
in Australia, and the Legations of New Zealand and the Union 
of South Africa have been informed that the Department is con- 
sidering the possibilities of negotiating treaties of friend- 
ship, commerce and navigation with these countries. lo treaty 
of the type contemplated has ever been negotiated by the US 
with any of the three Southern Dominions. The Embassy and 
Legations have been asked for their views in connection with 
the proposed treaties, particularly with reference to the 
probable attitude of the governments concerned toward such 
negotiation and the timing of the effort. 





Pritish Agree to Commercial Treaty Revision If Personnel 
Can Be Spared The US is anxious to replace the-treaty of com- 
merce of 1615 with the UK with a more comprehensive and up-io- 
date agreement as soon as practicable. In response to our in- 
quiry as to the possibility of starting negotiations, the 

ritish have indicated their concurrence in the desirability 
of revising the treaty. They wili be glad to study our draft 
roposals and will send us their suggestions for prior stucy. 
However, they point out that as far as the British side is 
concerned, tne personnel who would be involved in preparing 
and negotiating a commercial treaty with the US would be 
largely identical with those wozking on preparations for the 
forthcoming trade meetings. The latier work, the British 
feel, requires a prior claim on this personnel. 





Negotiations “ith China Are Under Way Negotiations have 


been resumed with the Chinese on the proposed commercial treaty 
and it is anticipated that early agreement wili be rezchec. 


Middle Eastern Countries A draft treaty of friendship, 
commerce and navigaticn has recently been sent to Lebanon 
with instructions authorizing the US Iiinister to present it 
to the Lebanon Governinent. A similar Craft is nearing com- 
pletion in the Devartment for submission *o the Egyptian 
Government. Under the terms of the Montre2z: Conica'..on Egypt 
indicated willingness to conclude treaties of tnis type with 
the signatory countries and the Foreign Ilinister has said ne 
would welcome proposal of such a treaty by the Us. 
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An executive commercial agreement, different in several 
important respects from the treaties described above, was pro- 
posed to the Saudi /rabian Government last December. to supple- 
ment the provisional agreement concerning trade and diplomatic 
relations concluded on November 7, 1933. This draft agree~ 
ment contains the broader and more comprehensive comrercial 
clauses found in current executive agreements. However, the 
King feels that no such negotiations can be undertaken at 
present because of the US attitude toward Palestine. 


DIPLO; ‘ATIC EXCHANGE RATE FOR The problem of establishing a 
POLAND €TILL UNDER STUDY satisfcctory diplomatic exchenge 
rate with Poland is still being 
studied, with consideration being given to the possibility of 
eventually using zlotys obtained under the surplus property 
sales agreement. Sale of yellow seal dollars on the open 
market was stopped in April by the US on receipt of a Polish 
note which called attention to Polish forcign exchange control 
laws prohibiting dealings in foreign currencies except through 
certain specifically authorized Polish financial institutions. 
At thet time the US was willing to accent a Polish proposal 
for retroactive adjustment through parallel drawing accounts 
in the event Polend later established a higher than 100 to l 
legal rate. Ensuing discussions with the Poles concerning the 
operetion of the drewing accounts revealed Polish views con- 
sidered by the US Embassy as tantamount to. withdra: val of the 


proposal. 








“Ye then suggested that the imbassy notify Polish authori- 
ties that future mission zloty reauirements would be covered 
_._ by sale of US Treasury chee’s through approved channels at the 

10C to 1 rate. The Embassy countered with the suggestion that 
zlotys be obtained under the surplus property sales agreement. 
The Department, however, does not consider this feasible for 
meeting immediate needs as zlotys become available only as 
formally requested and es the nct outstanding principal balance 
accrues. The procedure for obtaining local currency has not 
yet been worked out for countrics such as Foland without US 
Army disbursing facilities, and the exchenge rate at which 
zlotys will be mede aveilable by the Polish Government under 
the surplus property cgreement remains to be determined, 
“hile zlotys cannot, therefore, be acquired under the surplus 
egreement to meet imncdia te mission needs, the D<«partment is 
_ studying the problem and it is hoped that this crrangerent can 
€ worked out and become effective in about two months time. 
In the mcantime the Embassy vill heve to obtain zlotys, if 
necessary, by sale of US Treasury checks through authorized 


-ehennels at the 100 to 1 rate. 
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COMION FOOD MEASURES TO Common measures for the four 
BE SOUGHT IN GERMAN ZONES zones of Germany with regard to 
determining food import require- 
ments will be sought by the US and British Zone Commanders in 
accordance with an identical directive which resulted from 
the discussions on food problems which Morrison had lest May 
with US officials. Immediate agreement will be sought on come 
mon measures for collection of food statistics, food rationing, 
end enforcement measures for collection of indigenous produce, 
When the Zone Commanders deem it appropriate, they should , 
seek agreement on a uniform system for computation of import 
requirements and presentation to the International Emergency 
Food Council (IEFC) for allocation as well as for joint screen- 
ing of import requirements by the Zone Commanders, In addition, 
the directive requested that the matter of special inducement 
rations, conditioned on performance, be considered for workers 
in mining and related industries. 








The British and US Zone Commanders were asked to obtain 
quadripartite agreement if possible and, if that cannot be 
done, to secure agreement between the three western zones 
‘hich are dependent on allocations by the IEFC, 


INFORIY.L DISCUSSIONS REVEAL DIFFERENCE Informal discussions 
OF OPINION ON EFFECTIVENESS OF ECITO with Dutch, French, 
US and ECITO officials 
in jmsterdam, the Hague and Paris have revealed a wide dif- 
ference of opinion on the question of ECITO's present and 
future usefulness and its relationship to the UN. Dutch of- 
ficials favored relating ECITO in its present form to the UN 
and instructed the Dutch Ambassador in the US to support 
strongly the Belgian representative to ECOSOC when this ques- 
tion was under consideration. This support of ECITO may have 
been secondary to the Dutch desire to support the UN and to 
maintain © common front with the Belgians. Some high Dutch 
transportation officials expressed hostility to ECITO on the 
grounds that it serves no useful purpose or that its limited 
usefulness could be performed in some other way. This hostili- 
ty stems in part at least from Dutch conern about shipping 7 
port problems, and some Dutch officials apparently blame ECI 
for failure to persuade the US and UK to use Dutch ports ~ ae 
shipping to Germany and Czechoslova'ia. Other Dutch y ote = 
apparently do not share this hostility toward ECITO. ees g 
views are ¢lso held on the question of need for a coordinating 
agency for inland transport in Europe on a long term basis. 





ici i Shi .dmini ation feel that 
Officials in the US “ar Shipping administra . 
ECITO has been invaluable in organizing the movenent of ot ph 
aeross Lurope. ECITO officials feel thet hostility in vario 


quarters 
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quarters to ECTTO, including some US and British military 
transport officicls and officisls of some European transportation 
administrations, arises in pert from unfaniliarity vith the 
york actually done by ECI and that those who participate in 
its functions do not chaos this feeling. ECITC officials feel 
that the organization has often suceccded in coordineting acti- 
vities where the national or snvernntionad orgaemizations di- 
_rectly concerned have been unable to reach agreement and that 
the absence of ECITC would be caotgnie feit. ‘he French 
Forcign Office official took a more conciliatory attitude than 
is sometimes taken by French transportation officials tovard 
ECITO. He expressed the oninion that ECITO is be rood work 
elthough the organization is considered somewhet over~-claborate 
end ¢x ‘pensive, 

Th 


é next session of the ECITO Council, to conve 

August 29, will heave to ceal with the probier: of 1947 budget 
and several other important orgen zation croblems, There has 
been widespread demand for reduction in expenditures. The USSR 
is asking that the 1947 bvdget he no rore than the 1946 buiget 
which would mean a roduction in exvenditures. The Executive 
Board has asked the Direcctor-Generai to explore cconomy measures. 
The Dutch Government is expected to ask the Belgian_ Government 
to join in proposing to the ECITO Council that the Executive 
Board hereafter be composed of persons paid by their Governments, 
that it meet monthiv and that the functions of the Regionel 
Offices be performed by Government liaison officers. The rela- 
tionship of Eastern countries to ZCITO presents another im- 
portant probler., Czechoslovakia is the only Eestern country 
which cooperates fully vith ECITO. The USSR and Yugosiavia as 
of June 30 had not paid any of their contributions. Poland, 
Yugoslavia and the USSR (in behalf of its occupied areas) have 

not turned in any information on their internal transport situa- 
tions. A conference may be heid in Praha for Hastern Europe, 
Similar to the once held in Copenhagen fcr “estern Europe, for 
the coordination of inland transport. 


Sunror 
Nad ed * . 7 
SURPLUS CREDIT im agreement has been signed with the 





wGREEVENTS SIGNED Netherlands Government granting that 

country 2a credit up to “20 million for the 
purchase of surplus Proper ty. This a tneted the agreement 
nuthcrizing the Netherlands to purchase US surplus property up 

to the value of $10 millicn-end pay yn it in Duten guilders. 

& contract was signed Juiy 5 between the US and Brazil whereby 
Brezil will vurchase the remainder of the US surplus property 
located in Brazil. 4 ercdit has been extended to Brazil not to 
excced *& million to enable Brazil to purchase this property with 
repayment scheduled for five equai instaliments beginning July l, 
-1947, Interest is at the rate of 2-3/8 percent. The agreement 
will facilitate the withdrawal of small US troop detachments still 


yvisw in Vv 
at air beses in Brazil, FLC was authorized to extend a credit 


of $12 million to Brezil. The romeining {$4 million of the 
original $12 million credit may be used for purchases in Europe. 


UNRESTRICTED 
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MARITIME SESSION OF ILO SETS The 28th Maritime Session of 
UP MINIMUM “AGE FOR SEAFARERS the International Labor Office, 

; with delegations from 32 coun- 
tries, which convened in Seattle, “’ashington on June 6 to dis- 
cuss social policy in the maritime industry, was adjourned on 
June 29. The outstanding accomplishment of the conference was 
the adoption of a convention wiich, for the first time in ILO 
history, provices for the establishment of an international 
minimum wage for seafarers, Tue minimum wage finally agreed 
upon was $64 a month, 





in addition to the US Government delegation, consisting of 
Secretary of Labor Schwellenbach, Representative Henry M. Jack- 
son and 14 advisers from the Departments of State and Labor, US 
Maritime Commission, “ar Shipping Administration, Coast Guard, 
and Social Security Board, there were delegations representing 
shipping employers and shipping unions in the US. The Depart- 
ment's advisers were Mr. Holland, ILH, and Mr. Falck, SD, and 
Mr. Clarke Willard of IC served as secretary of the delegation. 


The Preparatory Conference, which met in Copenhagen in 
November 1945, submitted the following agenda for consideration: 
(1) Director's report; (2) social security for seafarers; (3) 
crew accommodations on board ship; (4) food and catering on board 
ship; (5) entry, training and promotion of seafarers; (6) holi- 
days with pay for seefarers; (7) continuous employment for sea- 
farers; (8) recognition of seafarer's organizations; and (9) 
wages, hours, manning. Conventions on recommendations were 
edopted covering the agenda, except items (6) and (7) on which 
resolutions were passed. In addition, resolutions were 
adopted: (1) reauesting the governing body of the iLO to con- 
sider the question of seamen's welfare in ports, with the pos- 
sibility of international cooperation; and (2) asking the ILO 
to study the possibility of reguleting working conditions for 
fishermen. ) 


* * 


US AND CUBA CONCLUDE Cuban sugar negotiations were concluded 
SUGAR NEGOTIATIONS last week when President Grau and 
Secretary Anderson reached agreement on 
2 sugar purchase contract under which the US will buy the 1946 
and 1947 Cuban sugar crops. The besic price for the 1946 crop 
will be 3.675 cents a pound, with an increase for third and 
fourth querter shipments in proportion to the rise in prices | 
of the US Bureau of Labor Statistics Food Index. The highest 
price in 1946 will be the basic price for the purchase of the 
1947 crop, plus any further increase in the US food price in- 
dex. ie will also buy a minimum of 115,000,000 gallons of 
blackstrep molesses in 1946 and 165,000,000 in 1947. Over the 
next two years we will purchase from Cuba 40,000,000 gallons of 


‘alcohol. 
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This weekly publication 46 designed 
to highlight developments in the economic 
divisions of the Department of State, and 
to indicate the economic problems which 
are currently receiving attention in the 
Department. It is suggested that copies 
be retained on file, as reference will 
sometimes be made to previously reported 
items to avoid repetition. 


DOCUMENT SECURITY INSTRUCTIONS 


This document should be treated in accordance with 
current inetructione regarding security measures for 
SECRET material. Extreme care should be exercised to 
avoid public or private discussion of the information 
herein with or in the preeence or hearing of any person 
not authorized to have knowledge thereof. For general 
purpoees all classified Foreign Service Officers and 
Other responeible economic officers are authorized to 
have knowledge of the contents of thie document, 
responeibility for the safekeeping of which will be 
assumed by each recipient thereof. It may be retained 
in protected files or, at the discretion of the recipient, 
Gestroyed by burning. If not personally dieposed of by 
the recipient, he will aseure himeelf that it ie burned 
in the manner preecribed for SECRET material. 


FR RE cE 


| DECLASSIFIED FOR PUBLICATION IN FOREIGN 
RELATIONS OF THE UNITED STATES 





> 





CONTENTS 


Page 
JS Will again Request Soviets To Concert ‘With 
US and UK on Hungarian Rehabilitetion ---+-+-+-+-+-- 1 
Allied-Swedish Negotiations on German Assets 
fre Concluded ee ew eerenvreveeceereceeceee = 2 


US O11 Companies Reluctant To Invest In China In View 
of Government Activities ---+-+-+-+efr-++e-+- < 
Proposed Cooperative Venture 
Purchese of Surplus Refinery Facilities 
China Petroleum Company, Ltd. 
State Department's Position 
Companies! Position 
Instructions to Embassy 


Consideration Is Given to Establishment of a 


Shipping Coordinating Committee ----+-+-+---+-- 7 
Greek Economic Mission Is Coming to the US- - - ----- 8 
Department Policy on International Telecommuniceations 
Is Mstablished- - --+-+-+-+-+4-e2+2e8-+e2e2e2-+ecece+<- © 9 
' Clay States US Policy on Future German Rhine Fleet- - - - 10 
MeNarney Announces US Policy on Interzcnal 
Economic Cooperation- ---+-+-+-e+-e%-+-+-e8-+-++e+e-6 11 
i Studies Being Prepared on Devastated 4Areas- - - - +--+ = = 11 
Batt Committee Issues Second Rubber Reporte - - - --+= = 12 
NAC Recommends Bucgetary Assistance to Philippines - - - 13 


Original Loan Request 

Philippine Bucgetery Position 
Congressional Action Is Necessary 
NAC Considers Loan Application 


Surplus Credit Extended to Uruguay and NEI - ---+--- 14 


* * * 








DECLASSIFIED FOR PUBLICATION IN FORE!GN 
RELATIONS OF THE UNITED STATES 


en lal Mi me 











US WILL 4GAIN REQUEST SOVIETS TO. CONCERT In a proposed 
WITH US AND UK ON HUNGARIAN REHABILITATION reply to 

: : Vyshinski's 
letter to Kennan of fyril 21 relating to Hungarian reconstruc- 
tion, (see page 9, May 6, 1946 issue of Current Economic 
Developments) , which has been forwarded to Embassy Moscow for 
delivery to the Soviet Government, the US again requests that 
prompt instructions be sent to Soviet represent tives in 
Hungary to concert with American and British re -esentatives 
there in assisting Hungary in the financial stabilization pro- 
gram which it is initiating on August 1. The US emphasizes 
the fact that it has no desire to force acceptance by Hungary 
of any economic program, but desires only to assist in the re- 
habilitation of Hungary and in its reintegration in the general 
economy of Europe through a concert of policies, such as was 
envisaged in the Yalta Declaration, and which was requested by 
the Hungarian Government in December, 1945. Embassy Moscow 
has been instructed to inforr the Soviet Government orally 
that we intend to nake public this note, 











~The US, in taking exception to the Soviet staterent that 
reparations and occupation troops do not exercise any serious 
influence on Hungary's econoriic situation, points out that 
Hungary is still unable to reet its reparations obligations 
even though one-half of the output of its manufacturing indus- 
try, which is operating at only one-third of its prewar level, 
is absorbed by requirements of the occupying power, and that 
in the case of heavy industry urgently required for Hungarian 
rehabilitation, reparations alone absorb between 80 and 90 
percent of the current output. We have reliable information 
that during 1945, mostly during the first six months, the Red 
Army removed 4 million tons of grain from Hungary, and during 
the second half of 1945 absorbed nearly all meats, 1/6 of wheat 
and rye, more than 1/4 of legumes, nearly 3/4 of lard, 1/10 
of vegetable oil, and 1/5 of milk and deif®y products available 
for support of the Hungarian urban popul-tion,. 


In response to the Soviet statement that the reasons for 
the difficult economic situation in Hungary are expenditures 
incurred in the war and ravaging of the country by Germans and 
former Hungarian rulers, we state that total war damages to 
Hungarian manufacturing ere estimated at $345,000,000 of which 
$124 ,200,00® was due to Soviet removals. Official Hungarian 
statistics which estimate Hungarian war damages attribut- 
to Germans and Nyilas at $1,250,900,000 make it clear th 
the Soviet estimate that Hungarian property valued at appr ox~ 
imately $3,000,000,000 remained in the American zones in 
Austria and Germany must be exaggerated, The US Government 
has already notified Hungary of its intention to return to 
Hungary the looted gold in its custody, approximately $32 
million, and tu expedite restitution of identifiable looted 


. property, 


* * * 
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ALLIED-SWEDISH NEGOTIATIONS CN Following six weeks of nego- 
GER’ AN ASSETS ARE CONCLUDED tiations, an accord was 
signed on July 18 by the US, 
UK, France and Sweden on the disposition of German assets 
located within Swedish territory. The Swedish Government 
confirmed its intention to pursue a program of eliminating 
German interests in Sweden, with special attention being 
given to the complete elimination of all forms of German 
control and economic influence. To this end, the Swedish 
Foreign Capital Control Office will continue "to uncover, take 
into control, iiquidate and sell or transfer German property. 
Sales will be made in the interest of the Swedish econony. 

In those cases where the property is not taken over by the 
Swedish Government, sales will be public and the property 
will go to the highest bidder of non-Gernan nationality. 
Procedures for the exchange of information between the “Swedish 
Control Office and the Allied Missions in Stockholn will con- 
tinue as heretofore. 








The estimated 375 million kronor, which will probably be 
realized on the liquidation of German’ assets, will be utilized 
to settle the German-“wedish clearing. This will take approx- 
imately 228 million kronor, ?*<7ing an agreed to balance of 
150 million kronor, (See pz: 1, June 17 issue of Current 
Economic Developments). The 150 million kronor will be made 
available in a special account to be used to finance Swedish 
purchases in any market of essential commodities for the 
German economy. Compensation in German currency will be made 
for German property which is liquidated by the Swedish Govern- 
ment. So that Allied military authorities may make whatever 
arrangements are necessary to compensate German owners, the 
Swedes have agreed to provide the Allies with the pertinent 
details as to ownership and physical location of German 
property holders. ; 





The accord also provides that all gold which has been 
acquired by the Swedes which is proved to have-been looted by the 
Germans will be restituted to the ‘llies, who will make proper 
disposition of the gold. Restitution will include any gold 
transferred by the Swedish Riksbank to third countries. To 
receive consideration under this procedure, former occupied 
Me re fa and their banks must submit their claims prior to 
July 1, 1947. Estimates of the amount of gold to be restituted 
are set at seven oe 4 | including that portion of the gold looted 


from the Bank of Belgium deposited in Switzerland by the Germans 
and then later transferred to Sweden. 


The above portion of the agreement was signed by the US, 
UK and France for themselves and on behalf of other countries 
Signatory to the Paris Conference on Reparations. 


In addition to the sums made available from the disposal 
of Germen assets, the “wedes agreed to make availcble to the 
Inter-Governrentel Cormittee on Refugees 50 million kronor 


“or the 


a 
ee ™ 
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for tne rehabilitation and resettlerent of non-repatrinble 
victims of Nazi action; and a sum of 75 million kronor to be 
allocated to aid in the rehabilitation of I4RA countries 
dewmstatea by war, with due regard being given to the wishes of 
“weden as to the use of this latter sum. The US and UK have 
agreed to relinquish their shere of the 75 million kronor in 
favor of France in return for including a comparable sum in 
the allocation which the US and UK will receive from the 150 


million kronor designated for use of the German econony. 


An exchange of letters accompanying the eecord covers 
agreement reached on Severs] other points among which is a2 
commitment by the three Governments to make arrengements for 
the admission into Germany of an officiel Swedish delegation 
for the purpose of inspecting properties in which Swedish 
nationais ‘have a substantial interest. Action has already been 
initiated to permit a limited number of Swedish representetives 
to enter the US zone. Since some Swedish property located in 
Germany will undoubtedly be removed for purposes of reparation, 
provision will be made for equitable compensation to Swedish 
property holders for all removals from the three western zones, 
During the discussions, the Swedes expressed a great deal of 
interest in ré-estsblishing representation within Germany. 
General Clay proposed to the Control Council that a *wedish 
mission be accredited to the ACC but the proposal was blocked 
by the Soviets. Pending quadripartite determination, US 
military authorities are considering authorizing the establish- 
ment in the US zone of a limited number of offices representing 
countries with interests in Germany. Informel approval has al- 
ready been given to establish an office in Bremen to handle 


shipping problens, 


The Swedish delegation also stated that sympathetic con- 
sideration would be given Allicd proposals on locating looted 
securities; repatriating obnoxious Gcermens; disposal of German 
patents; any future ‘llied decision on trademarks and copy- 
rights; and the question of placing at the disposal of the 
Allies the rolling stock and accessories found in Sweden 
belonging to the German State Railways. 


The Allies, on their part, restated their intention to 
give non-discriminatory protection to property in Germany of 
friendly foreign states and to protect Sweden from any claims 
of a future German Government on German property in Sweden, 
The US agreed to unblock Swedish holdings in the US as soon 
as possible after the Swedish Parliament ratifies the Agreement. 


* * * 
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US OIL COMPANIES RELUCTANT TO INVEST IN Representatives of 
Coin, 1 IN VIE" OF GOVERIEDT ACTIVITIES one British and two 
US oil companies, 

(Sholl, Standard-Vacuum and Californie-Texas) which supplied 
practically all of China's prewer petroleum requirements, have 
been discussing with Department and with Chinese officials 
implications for the future operation of these companies of 
recent steps taken by the Chinese Government, 








Proposed Cooperative Venture Lest summer the Cninese 
Minister of National Economy initiated discussions with the 
companies looking toward: (1) prompt rehabilitation of their 
distributive facilities in China which were badly dameged by 
the war, and (2) e possible cooperative venture for joint 
development of Chin: 's indigenous petroleum resources. The 
companies tentatively committcd themselves a year ago to 
rehabilitate their distribution facilities provided that rea- 
sonable essurences were given that these new invesments would 
not be jeopardized by subsequent netional competition or 
restrictive legislation, T°. compenies-elso approved in prin- 
ciple a Sino-American corporntion with the Chinese Government 
holding 55 percent of the stock and the three companies 15 per- 
cent cach. This company would underteke explceration and 
development in the K -su end other areas in Northwest China 
end, if sufficient production were found, build a 1400-mile 
pipeline from there to Hankow, the nea rest large city. Plans 
called for a refinery to be built at Hankow, Certein merbers 
of the Chinese National Resources Commission, a unit of the 
Ministry of National Fconomy, opposed the formation of a Sino- 
American development cnterprise and expressed their desire to 
limit ell development in China to a government operation. This 
position was not then supported by the “inister of National 
Economy. 





Purchese of “Surplus Refinery Facilities However, last 
January, while specific provisions of “the proposal were being 
discussed, it came to light thet the office of the Chinese 
National Resources Commission in the US had arranged to pur- 
chase some surplus US /rmy portable petroleum refinery units 
located on the west coast. These were bought with cash. 
Subsequently through a cash purchase the Chinese Government 
acquired four ocean-going tankers and eighteen shallow draft 
river or coastal tenkers. Concurrently there fell into the 
hands of the Chinese storage fecilities and other equipment 
at Tientsin, Shanghai and Hankow previously the property of 
the Japanese. Similerly they came in possession of an almost 
completed refinery at Takao, Formosa. The Chinese Government, 
it thus appears, is making carre ngements to est: blish facilities 
porejleling those which the private compenics opereted before 
the war. ‘Thile asking the companies to join in a long-term 
project for the development of China's own oil resources, they 
are at the same tame teking steps which would set up under 
separate government auspices a competing unit in the refining 
and morketing fields, 
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China Petroleum Company, Ltd. . This month information was 
reccived that the Chinese Government has formed the China 
Petroleum Company, Ltd. to cover ell phases of the oil indus- 
try. Participation will certainly be refused to non-Chinese. 
The Company is also empowered to control prices, rationing and 
imports of petroleum products, Representatives of the three 
private companies mentioned above recently concluded meetings 
in China with Wong Wen-Hao, Vice-President of the Executive 
Yuan and President and Chairman of the Board of the Chinese 
Petroleum Corporation, at which the Kansu development project 
was further discussed, From a business standpoint this pro- 
ject has never appeared attractive to the foreign companies, 
but they apparently have felt that were they permitted to con- 
tinue their marketing business as before, the gamble on 
aevelopment might reasonably be offset. 





However, in view of the apparent decision of the Chinese 
Government to engage in the refining and marketing of petroleum 
products, and the dual role of the Chinese Petroleum Corpora- 
tion as a business competitor and as a government regulatory 
body, the companics feel that the Kansu project has become far 
less attractive, since it is evident that their capital and 
Services are wanted only in remote areas where risks are heavy. 
The Chinese have clearly indiccted that their Government is in 
the oil business "to stay", not only in exploration, production 
and refining, but in merketing as well. They have stressed 
the point, however, that the Chinese market is a growing one, 
that the Chinese Government wants only to compete feirly with 
existing companies, and that there will be room for all. 


State Departrent's Position Department officials, in 
discussing this problem with US oil company representatives, 
have pointed out that developments in China are similar to 
those in Poland, Czechoslovakia and other countries which 
have nationalized or are netionalizing their oil industry. 
However, in the case of these other countries US properties 
have been included in the nationalization program and in each 
case the government concerned has been pressed to provide early 
and adequate compcnsation to the owners. The Chinese it would 
appear are nationalizing the petroleum industry in China with- 
out offering to take over the property of existing companies, 
and therefore, in effect, squeezing the companies out of busi- 
ness. We acknowledge that the Chinese Government has a right 
to establish a petroleum company if .it chooses, but in the 
absence of total nationalization of the industry, there should 
be no discrimination as between the government company and 
private companies. This immediate problem has focussed atten- 
tion in the Department on the need for a policy to cover cases 
where various types of national instrumcnts may involve compe- 
tition with and possibly ultimate exclusion of US business 
interests in a particular country. It has been Department 
policy that "if new and economically suited undertakings are 
est: blished in foreign countrics, with or without the assistance 


of their 
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of their governments, and this expansion does not involve un- 
fair competition or discrimination against American business, 
the US would have no legitimate basis for objection on the 
ground that these enterprises are in competition with existing 
American firms". However, if, as in this case, unfair compe- 
tition and discrimination are involved, the question arises 
what, if anything, can or should be done to discourage the 
Chinese from using their own cash resources, or credit 
facilities available for the purchase of surplus property, to 
acquire equipment of a kind which might not be looked upon 
with favor by lending agencies such as Eximbank, or even the 
se arees anes Bank, if funds for the purchase had been asked 
of them, 


Compgnies' Position The companies appear to feel that 
credit facilities and projected US loans to China have en- 
couraged the nationalization of industry there. On being asked 
what minimum assurances they would require of the Chinese Govern- 
ment to continue in business in China, they outlined the 
following: 





The companies would be willing to participate in a joint 
Sino-American company for the development of indigenous Chinese 
oil resources, provided the US companies are given management 
control in this enterprise, They will invest up to $80 million 
but insist that the Takao refinery in Formosa, even though 
uneconomic, be included in order that all refining facilitics 
come under the one company. If these conditions are met, .. 
Stendard-Vacuum is willing to spend $30 to $50 million dollars 
in rehabilitating its pre-war distribution facilities. The 
other companies will spend similar amounts. If it were 
necessary to fight for (a) participation in the Sino-foreign 
production refining company, or (b) preservetion of the dis- 
tribution position of the US companies, they vould choose (b) 
but feel that they also have a right to (a). On the basis of 
these requirements, the Department will seck to obtain assurances 
from the Chinese Government that will be satisfactory to the 
US companies, 


Instructions to Embassy Embassy Nanking has been re- 
quested in its discretion to present US views on this problem 
to the appropriate Chinese authorities. ‘Je feel that since 
the China Petroleum Company has governmental regulatory func- 
tions with regard to rationing, price control and import 
licenses, it is in a position to dictate on the distribution 
of products end the terms of market participation and may dis- 
criminate against US companies and impeir their capital invest- 
ment. The US companies say they will invest $50 million in 
rehabilitation of their facilities there and in new construc- 
tion only if they are assured egainst discrimination. There- . 
fore, the transfer of regulatory euthority from a competing 
government company to an impartial government agency jis 
being requested. 
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The US companies ere reluctant to-invest $80 million in 
the new joint company to develop indigenous oil resources 


. in China because of uncertainty over their future status in 


view of the apparent Chinese intention to nationalize a large 
part of the oil industry, . We recognize the right of China to 
nationalize industry but regret any policy that discourages 

the inflow of private capital at a time when China's capital 
requirements exceed available supplies of US or international 
public funds. The oil companies believe that Chinese- plans, 
Which they feel include. gradual exclusion of private companies, 
ere based on the assumption that US public funds will be 
available for financing nationalized oil industry projects. 
Public funds are to provide a net increment beyond that possi- 
ble through private channels. They are not designed to (a) 
replace or substitute for private capital where it is available 
and willing to participate on reasonable terms, or (b) to 
finance projects the purpose or result of which is the acqui- 
sition or displacement of existing and economic private enter- 
prises, The US Government view is that high-risk enterprises 
like oil development should be financed by private capital. 

We understand that such private capital is available if proper 


assurances are given. Under these circumstances it is unlikely 


that US public funds will be loaned to the Chinese Government 
for oil development. 


SECRET 
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CONSIDERATION IS GIVEN TC ESTABLISH}ENT The Department is 
OF A SHIPPING COORDINATING COMMITTEE considering plans 
for the establish- 


ment of a Shipping Coordinating Corimittee to coordinate this © 





Government's policy in matters affecting international shipping 


problems, The need for some form of inter-agency coordination 
has become apparent with the resumption of international 
commercial shipping operations and the growing interest of 
international bodies in.shipping matters. It has been pro- 
posed that a Shipping Coordineting Committee, patterned after 
the Air and Telecommunications Coordinating Committees, should 
be established on an informal trial basis (without an Executive 
Order of the President) for a period of one year. Informal 
discussions have been held with representatives of interested 
agencies and it is anticipated that the Department will issue 
invitations to participate in the formulation and operations 
of the committee. , 


RESTRICTED 
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GREEK ECONOMIC _MISSION The Greek Deputy Minister’ for Economic 
IS COMING TO: THE US Coordination, Ailianos, recently pre+ 





sented the US delegation ‘in Paris with 

a long-range loan program for Greek economic reconstruction 
amounting to several billion dollars. The loans were to cover: 
reconstruction of material damage; balance of payments deficit 
after UNRRA program ends; internal budget deficits over five 
vears; and the future development beyond the pre-war level of. 
Greek economy. The program is projected as a compréhensive plan 3 
to restore the Greek economy to Greece in five years and en- ‘ 
visages assistance by the US and UK. 


In discussing this program with the Greeks the UE repre- 
sentatives indicated that the scale of loans was far beyond the 
realm of possibility. The only possible US source would be the 
Eximbank and its funds are extremely limited. The Greeks were 
advised that we would examine the possibilities of an additional 
Eximbank credit, and if it seemed desirable, Ailianos could 
visit ‘washington to discuss the matter. Subsequently, the Greek 
Prime Minister and the Greek Ambassador in London discussed 
with the Secretary and Harriman Greece's problems of reconstruc- 
tion and the need for financial assistance. After those conver- 
sations and the Greek Ambassador in Vashington's message that 
the Eximbank would be willing to discuss the matter, the Greeks 
proposed a mission to the US. 


They were informed, however, that there was very little 
possibility in the foreseeable future that an additional Exim- 
bank loan would be made availeble for the following reasons: 

(1) the Greeks have not used any of 425 million credit granted 
in January 1946, and have to.date shown little ability to.make 
effective use of funds;:(2) the Eximbank's uncommitted :funds — 
are very low; (3) a number of loan requests are under considera- 
tinn from other needy countries which have received no Eximbank 
assistance to date; and (4) the International Benk may be ina 
position to make Small loans by the end of the year. 


Although the Eximbank has been discussing with Argyropoulos, 
Chief of the Greek Supply and Economic Mission, the. possible 
future submission of a new credit application, it has made clear 
that no commitment was thereby made or implied. Despite this 
knowledge the Prime Minister has decided to send a mission of 
three, headed by Ailianos, from London on July 19 to Washington. 
In discussing this mission with Harriman, the Greeks stated 
definitely that they do not intend to ask for financial assistance 
from any US Government sources and will limit their talks to 
details of Greek import needs, export possibilities, and balance 
of payments position for 1947. 


In their discussions with the Greeks on economic matters, 
the British indicated that nothing approaching the request for 
$6 billion would be available from the UK. It was, however, 
suggested to the Mission thet the Greeks snould work out a 
practicable plan for economic rehabilitation of their country 
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The Britisn further informed the Prime Minister that they 
would undertake to purchase surplus stocks of todacco presentiy 
held ia Greece as well as this year's crop. Although most of 
this tobacco will vrobebly be used in the British zone in 
Germany, Some will be brought to Greet Britain, 


* * * 











DEPARTMENT POLICY ON INTERNATIONAL The foliowing general 
TEiLFCOMMUNTCATIONG 1S bis PEP LICRED pciicy hes bean approved 

by the Department in re- 
gard to internationel telecommunications: 


(1) Blimination of discriminatory practices in interna- 
tional telecommunicsticns services and Iazcisitics. 


(2) The securing of the benefits of equivalent rates for 
equivalent services. 


(2) Full freedom for 211 teleccmmunications enterprises 
to purcrsce ecuipment from any manufacturer on equal telms. 


(4) Retention and estsblishment cf direct circuits from 
she US to any point abroad, In meritorious ceases where the FCC 
nas autnorized tne establisnhmenc of a circuit om has indicated 
thet it ctelieves the establishment of a circuit To be sesirabie, 
the Ut should assist diploma tically US communications companies 
to estabiis:: or maintain communications circuits; with Toreign 
countries cn a nanos lastes basis, 


(5) AL? transtission of traffic shall be by direct routes 


Ssrment of iow and uniform rates witn special 
s rates, 

) Establishment of an ezuiteable basis for CGivistoa of 
ocetweer US and Foreign communications systeus, 


. Wo arrangements Shail be made which trricht exoressly 
ae | limit the freedom of acticn of the US with re~ 


spect to future deve Lotec mt in the velecoumtnicaticns tieid in 
any region of the worid, 


(9) The policy of the US shovid be to favor the develop- 
ment and conduc’ witnain foreign cuutmies of curmarnicaticn 
secvices cortrolied by their own nationais. ue US sueould net edont 
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& general policy of eiding US companies to develop or parti- 
cipate in internal communication operetions within foreign 
couitries. However: (a) In meritoricus cases the US shouid 
assist, through loans to governments, the procurement of US 
communications equipment by foreign countries. One cf the 
resuity would be promotion cr standardization and re 
0 communication service within the foreign country anc betwee 
“a US and the foreign country involved. (pb) Where foreign 
countries desire tne technical essistance of outside companics 
fo: tne establishment and ecministretion of their internal 
cummudaicatici systems, the US in individual meritorious cases 
may properiy assist US companies dipliomaticaily and finan- 
cialiy--if adequate funds are not availabie from other sources 
on reasonsaole verms-~provided that in maxing arrangements 
between tne US company and forcign enterprises, noc.ing snall 
be done by the US company to discourage equat oppor tuaity to 
eli competing companics on a non-exclusive basis eitner vo 
SupD.iy eguipment or to bid for the provision of scrvices. 





SECRET 

* * * 
CLAY STATES US JS_POLICY _ON Ceneral Cley has replied as follcws 
FUTUR GERMAN RHINS FLE=T to the questions regarding US 


policy toward tne future German 
Rhine fiect. which were transmitted through che War Depertucnt 
at ¢ ‘eyguess of the State Department: (1) The US does not 
intend to reestablish Germen inlend water transport at the ex- 
pense of the non-German riparians, Dut dees intend to reestab- 
iish it to the extent nes essery to mect the needs of the agreed 
German level-of-industry, to reduce the necd for US dollars 
for occupational costs: (2) Germany wili eventually be permitted 
a free competitive positicn in inver ersonas wa cei transport on 
a fiee and intezrnationaliized Rhine to assure a stable, seif- 
supporting economy; (2) Until current guair partite discussions 
are compicted, the relation of the iuture German Rhine fleet to 
the prewar fleet cannot be stated. Agrecmens has been reached 
on a a oe level that all possibie traffic will be 


spifted te water in order to reduce the German war potentials: 
(4) Aad aoe Gorman Rhine craft are beirg restituteda as rap.dt; 
as ownership can be established; (5) bresent indications are 


that ne initancd water wart wiil be availavie for reparations 
pas £5 provisions are made for the agreed German economy. pri- 
rily because of the great o> yarn of craft dur ie the war; 


(6) US policy regarding the vitimate organization of the Rhine 
12 to ree stabuish a free, iuhaouathaneli eed Rhine open to crait 
of atl. viparians on an equal conpei itive basis, to thorongiiiy 


decartetize all vertical eombines that seracusiv resctrictet 


Rhine compevltion and vo separate Rhine trans oort from occas, 
suecl ana chemical coxbines. 
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MCNARNEY ANNOUNCES US POLICY ON On July 20, General McNarney 


INTERZONAL ECCNOMIC COOP=RiTION announced to the Control 

Council that the US wes pre- 
pared to join with any occupying power or powers in treatnent 
of their respective zones as ean economic unit. This wes a 
follow-up of the statement by the Secretary that until such 
time as agreement was reached on a quedripartite besis in line 
with the’ Potsdam Protocol of treating Germany as an economic 
whole, the US would join with any other power to achieve a 
semblance of economic unit. The US is prepared to esteblish 
the appropriate administrative agencies in the fields of finance, 
transportation, communicstions, industry, and foreign trade in 
such a way as to further the cohesion of the various zones of 
occupation. “hen presenting the proposal to the Control Coun- 
cil, McNarney emphasized the US belief that Germany cannot con- 
tinue to be administered "in four airtight compartments" and 
that continuation of this policy will lead to economic chaos. 
#t the CFM meeting in Peris the French indicated willingness 
to go along on the basis that the Saar be excluded from any 
arrangements for economic unity, and McNarney has been authorized 
to negotiate with the French representatives on this basis. 





At the Control Council meeting the British representative 
stated that the UK is this week scheduled to discuss their 
attitude toward the Secretary's proposal and therefore he would 
have to seek the edvice of his Government before making any 
commitment. The French member stated that this was en entirely 
new matter on which he could voice no opinion, while the 
Soviet representative refrained from any comment. Following 
the official session of the Control Council, the Soviet political 
adviser indicated that he personally doubted that this was the 
way in which to achieve German economic unity. 


In the neantine, US occupation officials ere developing a 
plan for inter-zonal organization to implement the US proposal. 
Preliminary conversetions have been held with the British. 


STUDIES BEING PREPARED The Department is preparing country 
ON DEVASTATED AREAS surveys to be used by the US repre- 
sentetive of the Sub-Commission on 
Economic Reconstruction of Devastated Areas at its scheduled 
meeting in London July 29 prior to the September meeting of 
ECOSOC. The purpose of these country surveys is to present 
and interpret the basic economic data to enable the US repre- 
sentative on the Sub-Cormission to formulate policy recommenda- 
tions with respect to loans end relief grants; trade; payments 
or exchange rate egreements; allocetion of commodities in 
short supply; reduction or rescheduling of deliveries on repa-~ 
rotion and occupation account; commercial policies; domestic 


economic measures, etc. 
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BATT COMMITTEE ISSUES . The Inter-Agency Policy Committee on 
oLCOND RUBELR REPORT Rubber (the Bett Committee) -has pre- 

: pered its second major report for 
submission to the Officecof War Mobilization and Reconversion 
end for transrittal to Congress. The first report of the 
Committee was subritted to OVWMR last February. (See page 12 
February 25, 1946, issue of Current Econonic Developments). 
Lest month an interin report was issued wnich covered the 
Committee's further recommended action on piant disposal. 
‘(See page 9 June 24, 1946 issue. of Current Economic Developments), 
The present report deals more fully with: (1) research and 

. development; (2) the recommended structure for national 
rubber supervision, together with a more precise definition 
of the proposed administrative, coordinating and advisory 

, functions; and (3) the adrinistrative method by which ea mini- 
mum.use of synthetic rubber can best be essured,. 








Major recommendetions are as follows: 


(1) The synthetic rubber industry should be transferred 
to private hands as rapidly as possible. | 


(2) Resecrch and development in synthetic rubber are 
necessary to netioncl defense and they will progress more 
rapidly under priv-ete ownership. A resesrch problem involving 
original thinking and constructive imaginetion may better be 
solved by a number of research organizations working inde- 
pendently end in competition with one another then by one 
orgenization which mey have undertaken the problem under 
Government sponsorship. 7 


(3) The basic. plants should not be sold until all bids 
are received and it is determined thet a nuclear group of 
at least 250,000 long tons capacity can be sold to private 
owners at the same time, subject to the following conditions: 
(a) that such plants continue to produce GR=S during the | 
period of shortage; and (b) that the plants not be altered, 
without the consent of the Government, to the extent that 
they are not reconvertible within a reasonable period of time 
for the prceduction of synthetic rubber, 


(4) Existing agreements for the exchange of technical 
information and the cross-licensing of patents in the styrene, 
butadiene and copolymer field should be renegotiated with a 
view to termination et the time of the disposal of the 
nuclear group of plants. 


(5) A national rubber supervisory body to supervise 
end coordinate all activities relating to national rubber 
policy should be established before June 30, 1947 by Congress, 
The body should consist of a high-ranking officer of each 
Government Departnent or agency with substantial responsi- 
bility in the rubber field, together with an indepondent 


chairman, 
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(6) Congress should declare by resolution that the main- 
tenance of synthetic rubber industry whose production wit 
be continuously used is essential to the national security of 
the US, The report nekes no further recommendations regarding 
the size of such industry, allowing the recommendations in the 
first report to stand unchanged, 


(7) The several methods by which the necessary support 
assuring the minimum production and use of synthetic rudber 
may be secured are discussed without specific recommendation. 
The report indicates that methods such as the tariff and the 
import quota plan are disapproved, and states that if it were 
necessary to make a decision today, the Committee would favor 
the use of product specificction or subsidy, or a combination 
of both, The rost satisfactory form of government support 
can best be determined in the light of domestic conditions 
and internetional cormnitmenis as they exist at the time such 
Suppor’ is necessery, 





NaC RECOM’ENDS BUDGETARY The National Advisory Council 








AS°ISTANCE TO PHILIPFINES agreed on July 15 to recommend 

that Congress authorize a credit 
of $75 million to finance the projected deficit in the ordinary 
bucget for the year ending June 30, 1947 on terms and condi- 


tions to be set by the Secretary of the Treasury with the 
approvel of the NAC. / dreft of a joint Congressional reso- 
lution to authorize the credit was prepared by Treasury and 
intrcduced in the House of Representetives by Congressran 
‘Beil - onJuly 16. Mr. Bell, however, increased the amount 
of the authorization to $100 million. The resolution was 
referred to the House Committee on Banking and Currency. 

Mr. Pell hoped to obtain Congressional action on the Resolu- 
tion before Congress adjourned. ‘ 


The NAC also agreed that a joint Anerican-Filipino Conrnis- 
Sion should be estcblished to consider the financial and 
budgetary problems of the Philippines and to make recorrcuda- 
tions to the two Governments. 


Original Loan Reguest In a conference with the Secretary 
of the Treasury on May 13, President-elect Roxas and McNutt 
indicated thet a loan of approximately $400 mil‘lion would be 
needed by the Philippine Government to cover anticipated 
budgetary deficits over the next five years. The request was 
formalized in a cabled message from President Roxas on June 14, 
endorsed by McNutt, and requested $100 million for the fiscal 
year 1947, with four succeeding annual installments decreasing 
annually by 12-1/2 percent. President Roxas pointed out the 
need for maintaining ordinary governmental services in order to 
avoic chaos and disorder. 
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iniiippine Eucsotary Position Philippine budget estimates 
for Tisceei year 1947 anticipate an ordinary operating deficit 
of $96.3 million. It is estinated thet the present balance 


in + general rund plus anticipated receipts, would not cover 
ordinary gcvernment outleys bevond January 4, 1947, Uniess 
adaitionel funds become aveileble, it appears the Philippine 
Governrent would not only be unabie to carry out any rehaoilita- 
tion projects, but would be unable to meet fuliy its ordinary 
gcvermicntal obligations during tne second haif of fiscal 1947. 


Coneressional action Is Necessary Extension of a budgetery 
loan wili require Congressional authorization. The Philippine 
Rehabilitation biil lcft the wey open for future aid by stceting 
thet it wes cxpectcd that proposals for additional legislation 
wouic nave to be made from tire to tine to auger ‘ont and supple- 
ment the benefits of that Act. The Eaxirmbank's auvhority does 
not cover extension cf credits for the purpose of 
reeting bulgetary problers. No othor US Governnent agency 
has funds or authorization to finance the anticipated budgetcry 
deficit of the Philippine Republic. 





ria Consitcrs Loan spplicati The Nationel Acvisory 
Council has teen consicering the Then application for the past 
two morthns, While it seers prohable that there are a nurber of 
ways ia which the Philippine Governr:ent couic itsel? raise adci- 
tional funds, it is possible that a crisis in the governmental 
services in the Philippines could arise before the addcivionas 
funcs coulc be raised internaliy, The Nuc, therefore, recon- 
rended authorization of credcit to enebie the Phiiinpine Govern- 
nent to meet its obligations cnly cut ing the fiseni year 1947, 
anc recyrmended establishing a joint Jrerican-Filipino Comnis- 
sion to consider the financial: anc budgetary probdiems of the 
Philippines and to make recorrende tions tc the two Governnents 
on how best to meet the future anticipated Philippine bucgetary 
ceficits,. 
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SURPLUS CREDIT EXTENDED igreemcnts have been concluded for 
ZO URUGUAY sND NET two smiore surplus credits Uruguey 





will be enabled to purche se surplus 
property in the Pacific aree through a <creci “extension arount- 
ing to two-thirds of the purchase price of items seiectes, with 
Q maxinum crecit of $566.000. Repayment will be in two annuai 
instaliments beginning July 1, 1947 with interese at 2-3/8 
pereent, 


Lereevent wes reached with the Netherlands gy 3 Indies 
ts extend a surplus crec lit with a ceiling of 200,000,000, 
which must be used prio: t7 Janusry 1, 194¢. interost is ct 
e-3/6 percent with repayrent in seven annuel ins zaliiments 
beginning July 1, 2947. 
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_ This weekly publication is designed 
to highlight developments in the economic 
divisions of the Department of State, and 
to indicate the economic problems which 
are currently receiving attention in the 
Department. It is suggested that copies 
be retained on file, as reference will 
sometimes be made to previously reported 
items to avoid repetition. 


DOCUMENT SECURITY INSTRUCTIONS 


This document should be treated in accordance with 
current instructions regarding security measures for 
SECRET material. Extreme care should be exercised to 
avoid public or private discussion of the information 
herein with or in the preser.ce or hearing of any person 
not authorized to have knowledge thereof. For general 
purpoees all classified Foreign Service Officers and 
other responsible economic officers are authorized to 
have knowledge of the contente of this document, 
responsibility for the safekeeping of which will be 
assumed by each recipient thereof. It may be retained 
in protected files or, at the discretion of the recipient, 
destroyed by burning. If not personally disposed of by 
the recipient, he will aseure himself that it is burned 
in the manner prescribed for SECRET material. 
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DEPARTIENT PRECENTS NOTE, TO On July 24 Generel Hilldring 
FRENCH ON GER'IAN ECONC IC POLICY presented a note to Frencna 
Anbassador Bonnet referring 
to French occupation policies in Germany which are causing grave 
concern to this Government, Jhile quadripartite agreement has 
been reached in certain instances, such as on the agreed level- 
of-industry, the French have in sone fields followed policies 
contrary to those of the US and to egreed Allied objectives. 
Objectionable French policy includes: (1) unilateral rerovals 
of equipment which are at variance with the agreed level-of- 
industry program and the objectives of the Paris Conference 

on Reparations; (2) incorporation within the French economy 

of certain sectors of the Gerran economy which France holds 

in trust; and (3) use of French position as an occupying power 
to gain commercial advantazes in Germany "even to the extent 
of seeking to innerit the German position in certain interna- 


tional cartels", 











The note goes on to cite various examples of the prac- 
tices mentioned above, such as the marketing cf German cheni- 
cals through French chemical firms which, together with the 
imposition of special restrictions, tends to integrate the 
German chemical industry in the French zone of occupation 
with that of France; the refusal of the French to pool Gerran 
Rhine barges in their zone of occupation with those of the 
other western occupying powers; operation of the German Rail- 
ways in the French zone by a French cor:pany after integretion 
with the French railways; rarketing of Gerran wines through 
French sources in part for the benefit of Alsations; and 
refusal of the French representative to the ENCE to regard 
French zone timber as available for allocation to the general 


European economy. 


It is pointed out that this type of unilateral action 
by the French ignores the agreerent reached on reparation 
removals and tends to increase the ronetary outley of the 
other occupying powers for the maintenance of a nmininur 
Gerran economy. “hile appreciating the efforts of the French 
people in reconstructing their own economy, we have asked 
M, Bonnet for assurances thet France will refrcein from follow- 
ing a unilateral policy in the adrinistration of Germany. 


In presenting the note to the French Ar.bassador, 
General Hilldring orally mentioned that this Governrent 
would consider sanctions, e. g, deferring restitution to 
the French, unless the objectionable actions referred to 


in the note were ended. 
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SOVIETS CHARGE LOOTING The Soviet representative to the 

IN US ZONE GER ‘ANY Coordinating Committee, ACC Germany 

has raised the issue of more effi- 

cient protection to plants which are subject to reperction. 
Present procedure for the safeguarding of plants was attacked, ‘ 
with the Soviet representetive saying that equipment in the | 
US and UK zones which had been allocated to the USSR was 

either missing or had been stolen and sold to Germans.. Ten 
aviation plants in the US zone subject to reparations in 

which there wes no equipment whatsoever were cited as an 

example. These charges, together with General Clay's stoppage 

of reparation celiveries, were stated to be a violetion of 

Potsdam and of Control Council agreements, and provided further 
proof that active derilitarization was nottaking place in the 
Western zones. A Soviet proposal was offered to the effect 

that zone commanders be charzed with responsibility for inven- 
torying plants available for reparations; for protecting such 
equipment; and for teking appropriate measures to trace 

stolen property. | 


Clay Asks For Inventories From All Zones General Clay, 


stating that it was below the dignity of the US to answer 
charges on looting, raised the fundamental question which had 
been ignored by the Soviets, namely, whether the Soviets were 
prepered to furnish an inventory of plants and equipment in 
their zone subject to reparations. He said if tney were, the 
US would bé most willing to submit a comparable list. He 
pointed out that the Soviets at least had the advantage of 
knowing that aviation plants in the US zone were not engaged 
in production, but that the western powers did not have similar 
information as to operation of plants in the Soviet zone. Any 
decision on inventory must apply equelly to all four zones as 
it is just as important to know what plents remain in the 
Soviet zone for the support of the level-of-industry program 
as to know what plants or equipment are removed as reparations. 
Taking a strong line, General Clay stated that with respect to 
the USSR, the US was no longer living on « one-way street, and 
cited as an exemple of non-cooperztion the refusal of .the 
Soviets to permit entry into their zone of inter-allied con- 
missions on the level-of-industry program. The British 
member pointed out thet the Soviet charge would have been 
unnecessary if the Soviets had acceded to the US request for | 
an investigetion in all zones of economic derilitarization,. 





While the question of taking an inventory of plants, 
before their declaration of availability, was referred to 
the Economic Directorate for further study, Clay emphasized 
that the procedure could only be adopted on e comparable 
basis for all four zones, 


* * * 
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ERMAN MERCHANT FLEET 4ND RESTITUTION Merchant Fleet The 


OF INLAND “'ATERWAY CRLFT CONSIDERED Coordinatiny Comitter 
of aCC Gernany,n July lt 
considered a report of the Tripartite Merchant Mcrine Commis- 
sion on the list of vesscls so far alloceted for Germany's 
peacetime needs and a proposal that these be distributed 

anong the British, US end Soviet zones on the ratio of 81, 

12 and 7 percent, respectively. The list included 427 ships 
totelling 165,256 aw tons while the Control Council has set 
175,000 dw tons es the merchant ship linit for Gerrany. 


op) 


























Clay stated thet the US ennnot egree to a decision which, 
in effect, would divide Germany's residuel flect between three 
countries nor to any proposal for civision of Gerreny's capitel 
assets among the four zones. He said thet the US will kcep 
title to the German ships it holds pending establishrent of 
a central agency, but vill pool them or lend excesses for 
operction in other zoncs. The British rember st-ted that 
the total allocated tonnage ney prove inadequete for Gerrany's 
peacetime ncecs, that the average age of the larger ships is 
over 38 years and that he is seeking instructions regarding 
the possibility of permitting Gerreny to construct ships. 

The Soviet member considered that the allocated tonnare is 
more than adequate and that any edditional ships ltécted 
should go to the -/llies,. 


The Coordinating Cormittee agreed to consider at its 
next meeting a British proposel that the Control Council should 
decide whether ships which rey be found in the future in ex- 
cess of the 427 should be made avcilzble for reparetions, 
Since it is impossible without - six-months tricl to decide 
whether the age and condition of the 427 already located make 
them adequate for Germen necds, 


Inland “‘aterways Craft Also considered was a paper con- 
cerning the application to inlend wstervays craft of the 
agreed definition of restitution. Clay exvressed doubt 
because this might establish priority for one-way restitution 
(i.e. the return of liberated erea equiprent vithcout a con- 
parcble return of German equipment) over reparetions and 
certain countries might receive more craft through restitution 
than the German craft they ere holding. He proposed that the 
Control Council determine the number of such crseft necessary 
for Germany's minimum economy end that the rest be offered 
for reparstionss; that inland waterway creft be dealt with in 
the same way as German rolling stock; and that there be a 
generel census of both for reparstion plrns. The British 
member felt thet the treatrent of wetercreft as war potential 
and subject to reparation was a new idea end was unable to 
teke a definite stand. The French member proposed that such 
ships should be regarded «es foreign assets and should be blocked. 








The Coordinatins 








- 
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The Coordinating Comrittcee agreed to consider at its 
next meeting ec US proposal that restitution should be carried 
out on a eraft- for-craft cxchange basis. Where there are 
more of a country's crafts in Germany than there are German 
crafts in thet country further restitution will tcke place. 
“here there are more German creft in the country than there 
are restitutable craft in Germany the excess shall be 
returned to Germany end would be available for repcration 
if found by the ACC to be surplus to Gerran rininmum needs. 


SECRET 


DRAFT LAW ON INTERN/L GER!AN Throughout the US zone -in 
RESTITUTION UNDER CONSIDERATION Germany steps have been 
taken directed toards 
the transfer to German authorities of administration and 
custody of property which has been under Military Government 
control. In connection with this transfer of authority, a 
draft law has been prepared aimed at the internal restitution 
of identifiable property to those persons who were deprived 
of their property by the Nazis beccuse of race, religion, 
ideology or political creed. The law will cover the return 
of real and personal property which was involuntarily trans- 
ferred without adequate compensation during the period 
January 30, 1933 to May 8, 1945. The exact provisions of 
the law are now under study by OMGUS and the Department. 


SECRET 


US RATIFIES INTERNATIONL On July 25 the Senate unanimously 

CIVIL AVIATION CONVENTION approved the International Con- 
vention on Civil Aviation, which 

was drawn up at the Chicago Air Conference in December 1944, 
The Convention provides for the establishment of an Inter- 
national Civil Aviation Organization to promote the safety 
of life in the air and to study the economic problems of 
international air transport. The Convention elso restates 
and codifies the accepted principles of international law 
pertaining to air navigation. The President in a. special 
message to Congress had urged ratification. The Convention ‘ 
requires ratification by 26 states before coming into 
effect. The US ratification is the tenth. | 


UNRESTRICTED 
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US-UK AGREEVENT ON CIVIL USE & proposed US-U¥ agreement on 
OF LEASED AIR BASES IS DRAFTED the opening to civil aircraft 
of naval and air bases in 
areas leased to the US under the Leased Naval and Air Bases 
Agreement of March 27, 1941 has been drafted by a conference 
between US and UK representatives held in Jashington from 

June 18 to July 18, 1946, Final approval and signature must 
await further review by interested agencies of both governments 
and by the British Colonial Governments concerned, and the 
reaching of a satisfactory agreement with Newfoundland concern- 
ing the opening of certain airfields there to civil use. The 
airfields involved in the agreement are Kindley in Bermuda, 
Coolidge in Antigua, Beane in St. Lucia, Atkinson in British 
Guiana, Carlson and ‘Jaller in Trinidad and Vernam in Jamaica. 








The Washington conference was a sequel to_the US-UK civil 
aviation conference in Bermuda in Januery and February, 1°46. 
The Heads of Agreement initialled at Bermuda on February 11 
were intended to form the basis of a final agreement. While 
the US delegation at Bermude had understood this to mean that 
no new substance could be introduced, the UK delegation at the 
Washington conference presented a new draft in improved form 
and with new substance. The US delegation held that new sub- 
stance was not admissable while the UK delegation urged that 
the Heads of Agreement are merely a memorandum of agreed prin- 
ciples to govern a proposed agreement rather than a rigid 
statement of its substance. The US delegation cecided it 
should not refuse to consider the UK draft, and a comparative 
analysis of the UK draft and the Heads of .greement was made 
and substantial agreement between the two delegations was 
reached with respect to improvements in the form of the Heads 
of Agreement and major changes of substance. On the part of 
the US, the proposed agreerent has still to be approved by the 
Joint Chiefs of “taff and the Air Coordinating Committee, and 
on the part of the UK, by the interested British Colonial 
Governments and eight agencies of the UK Government. 


Newfoundland Bases Since it was stipulated at the Bermuda 
conference that finel approval of the agreement would be con- 
tingent on reaching a satisfactory agreement with the Govern- 
ments of Newfoundland and Canada regarding civil use of air- 
fields in Newfoundland, namely Goose, Gander, Harmon and 
Argentia, representatives of the US, Newfoundland and Canada 
met in Washington to negotiate a Newfoundland agreement on 
June 14, using the Bermuda Heads of Agreement as a basis. It 
was decided that Cenada would not appear as a party to the 
agreement but would take part in the consultations and would 
indicate concurrence by an exchange of notes with the US. 
After two weeks of negotiation, substantial agreement was 
reached with respect to all matters of substance except the 
term of the agreement (Newfoundland favors a term of consider- 
ably less than fifteen years) and a Ur requirement that Harmon 
be aveileble for regular use in lieu of Gander if fees at 
Gander should become unreasonable. 
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US WILL MAKE PROPOSALS TO SOVIETS It is anticipated that 
CONCERNING EUROPEAN RECONSTRUCTION specific proposals con-. 

‘cerning European recon- 
struction will be presented to the Soviets during loan negoe : 
tiations. 


_ In our notes of February 21, April 18 and June 13 to 
the USSR, we state that among the matters to be considered 
in connection with a loan is a "determination of concertéd 
policies to be followed by the US and the USSR, together with 
the UK, in assisting the peoples liberated from the domination 
of Nazi Germany and the peoples of the former Axis satellite 
states of Europe to solve by democratic means their pressing 
economic problems, under the terms cf the agreement reached 
at the Crimea Conference", The proposals to be made to the 
USSR are designed to implerent this policy. 


-. We believe that compe tition between the major powers 

for influence or control in Zurope disrupts the European 
-economy and threetens to keep the standard-of-living of large 
parts of Europe well below the pre-war level, and that a rapid 
economic recovery of Europe will itself help. ease tension 
between the major powers by increasing domestic political 
stability in European nations and lessening the opportunity 
for SERPS TELE VE intervention by the major powers, 


The major objective of US policy in Europe is to create 
between the major powers an area of agreement and joint action 
which will resolve a large part of the present conflict and 
promote the economic recovery and political stability of — 
Europe. One important means to this objective is to transfer 
as much as possible of the present conflict over “urope- out 
of the arena of unilateral diplometic and economic competition 
and into various international bodies, 


; Discussions on European reconstruction should begin, we 
believe, by examination and agreement at the technical level 
on the basic economic data for each country, in a manner 
similar to that used in the British and French loen negotia- 
tions. The data to be considered and agreed on would vary 
from country to country but in general would relate to present 
economic conditions, estimates of import needs and of commodi- 
ties available for export in 1946 and 1947 on the basis of 
agreed standards of consumption. It is hoped that some of the 
data will have been agreed upon by the FCOSCC Sub-comrission ‘ 
on Reconstruction of Devastated fsreas before negotsaticne | 


with the USSR begin. 


The proposals would outline a realistic economic recovery 
program for the countries considered and for the European 
economy including loans by the Eximbank end International ‘ 
Bank and advances by the International Fund; relief or other 
free assistance after UNRRA goes out of existence; size, 


composition 


renee 
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composition and scheduling of reperation deliveries; size 

of occupation forecs and magnitude and incidence of occu- 
pation costs; pattern of intra-European trade; implementa- 
tion of proposals through existing internetional economic 
agencies or establishrient of new ones for that purpose; and 
certain domestic economic measures (such as currency stabi- 
lization, price control, etc.) and, perhaps, to make outside 
assistance contingent on their adoption. : 


SECRET 
* * * 
US REPEATS REQUEST THAT SOVIETS “We have presented a 


DISCONTINUE PURCHASING COMMISSION second aide meroire to 

3 the Soviet Embassy with 
regard to our purchasing mission policy, which states that 
the US Government notes the feeling of the Government of the 
USSR that it would be expedient to discuss the disestablishrent 
of the Sovict Government Purchasing Corrission in the US at 
the time of the loan negotiations. (Sce page 9, June 3 - 
issue of Current Economic Developments). However, we feel 
that the status of the Purchasing Commission should be 
determined promptly to conform with arrangements being made 
with other governments. The Soviets are informed that we .- 
will accept their proposal thet the Comrission continue 
operations 2s long as necessary to liquidete its lend-lease 
obligations and particulerly to fulfill the egreement of 
October 15, 1945 between the UE and USSR. ‘Je request that 
activities of the Commission not related to the above be 
terminated immediately and transferred to a private corpora- 
tion or corporations of one of the states of the US, in 
accordance with our aide memoire of May 3, 1946 on purchasing 


missions, 


~ SECRET 





* * * 


US=MEXIC/.N 4AVILTION T..LKS Negotietions for en.air transport 
TERMIN.TE “ITHCUT AGREEMENT agreement with !exico which had 

been carricd on in Mexico City since 
June 24 were suspended on July 25 as the Mexican and US delega- 
tions could not reach agreement on route patterns and certain 
other fundamental questions. The US was willing to accept the 
nine routes which the Mexican delegation requested and asked for 
eight routes.to be operated by US eirlines. Agrecment was reache 
on the first seven of these but the Mexican celegation was not 
willing to permit the eighth, namely, the proposed new San © 
Antonio-Mexico City route. fn alternative proposal of the US that 
we grant Mexican airlines seven routes -in return for the seven 
routes approved for US airlines was unacceptable to the Mexican 
delegation. A further point of difference wes the Mexican propo- 
sal for a fifty-fifty division of schedulcs and capacity between 
the respective US and Mexican airlines. The US delegation held 
that this would be 2 fundemental departure from US policy and 
would violate our established principle of free enterprise and 
regulated competition. * * * 

UNRESTRICTED - 
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UK-CANADIAN ‘HEAT AGRESMENT SIGNED; ° The UK and Caneda' have 
BRITISH DENY CONFLICT “Ii “ITH. PROPOSALS signed a bulk wheat 
purchase agreement 
that has been under corisideration’ ‘for severel weeks. The 
principal provisions are that.the.UK will buy from Cenada 
during the first two years of the agrcerent a ninimur of 

160 million bushels of wheat and during the second two years 
140 million bushets. Specified quentities of these purchases 
may be supplied as flour, The price during the first two 
years will be £1.55 a bushel. That for the second two years 
is to be negotiated, with a minimum price of $1.25 set for the 
third year and ‘l,. 06 for the fourth year. 











UK Views The British reply to our aide nenoire protesting 
the proposal agreement. (See page 1, July 8 issue Current 
Economic Developments) said that they disagree with our con- 
tention thet the agreernent.is not based on commercial consid- 
erations. The balancing of short and long-term advantages 
and disadvantages--assurance to Canada of a market over a 
relatively long period in return for immediate advantage to 
the UK in ler prices--they point out is common commercial 
practice. They also said thet the amount of wheat received 
by the UK would continue to depend on. decisions made in the 
International Emergency Food Council and that any excess in 
the contract above the quantity prograrmed for the UK would 
be sold to other countries. In answer to our charge that the 
agreement involves discrimination against other wheat sellers, 
the UK said their policy would be to permit all supplying 
countries to participate in such long-term contracts on conm- 
petitive terms. They leid special stress on the fact that 
the contract carries a clause for revision in the event that 
both parties sign any internationel agreement with which it 
would be inconsistent, 





While the Prime Minister of Canada and the Minister of 
Trade and Commerce were opposed to the agreement and realized 
the impact on US public opinion of signature so socn after 
passage by Congress of the British loan, the Minister of . 
Agriculture felt that the Cenadian Government was committed 
to the agreement and insisted that it be signed, 


POSITION MAINTAINED ON M, Baraduc, of the French Foreign 
NCH 1 QUESTION ‘Office, hes informed Embassy Paris 
that, during cebate in the Assembly 
on financial aspects of the ° Blur agreements, objections may 
be raised to dollar expenditures involved in the Film Under- 


standing. (See page 8 of July 1 iseue of-Ctrreht Econoni 
Developments). In that event, the Governrent desires fo 





state 
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state that it has been agreed that a $3 million annual linita- 
3 ticn will be placed on current film earnings transferzble to 
the US. The Department has informed Embassy Paris, that, 
while appreciating the French attitude, we must maintain our 
position that the transfer fund limitation was not a pert of 
the Understanding and should be deferred until film earnings 
can be more closely estirated. Hcwever, the eight US com- 
panies heving French branches heve voluntarily eegreed to 
limit feature filr exports to 124 for the year which commenced 
July 1. This substantial reduction from pre-war totals should 
reassure the French and strengthen the Department's position 
opposing the French proposal until US film earnings are more 
closely determinable. Baraduec hes stated thet, contrary to 
previous reports, the French Government is not contemplating 
establishing en import license systcr:.. He also stated that 
the French Government hed no intention of reserving to French 
films former German-.wned theaters which will probably be 
organized into a joint governrent- end a private-owned chain 
of thceeters, 


With respect to the importation into France of /rerican 
filrs dubbed in the U~ during the war, Baraduc stz-ted that a 
pre-war French "dccree" requiring cubbing of foreign films 
in France applics to ell foreicn films. The US moticn 
picture industry has approxinetcly 32 featurcs dubbed here in 
French during the war which it desires to have admitted with- 
out restriction. Although the Departrent considers that the 
Film: Understanding bincs France to allow the importation of 
these films, it is rclucteant to press the point now since the 
French will apparently edrit some of the features dubbed in 
the US, and the motion picture incustry has indicated that it 
would be satisfied if half such features were adnitted. Since 
US companies plan in any case to cub films in France while 
costs ‘remain reasonable, the Department prefers not to raise 
the question of the validity of the prewar local dubbing 
requirenent, 


While the French have indicated that they interpret the 
film provisions of the Mey 28 Understanding as superseding 
the 1936 trade agreerrent, the Departrent maintains that the 
Understanding does not emend or supersece the 1936 trade 

agreerent, but merely suspends, during the lifé of the 
Understanding, the quota restriction permitted by that 
agreement. Should the Understanding be terminated while the 
1936 trade agreement is still in force the latter's terms 


shall apply. 


* * * 
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WORKING COMMITTEE OF UNCC IS CONSIDERING The “orking 
FUTURE INTERN..TIONZL SHIPPING ORG..NIZ..TION Committee of the 
} United Maritime 
Consultative Committee (UICC), created to consider in detail 
the possible constitution, scope and procedure of an inter- 
governmental body to provide for consultation on shipping 
matters and to draw up a dreft report for consideration, of the 
UMCC, convened in London July 18, and is currently in session, 
(See page 7, July 1 issue of Current Economic Developments), 














The US delegate was instructcd es follows: (1) The US 
assumes that an international organization cf general competence 
will eventually be esteblished for the purpose of considering 
Shipping questions which mizht arise at iunter-governrmental level, 
However, the US, neither within 1ts own strusture nor in conjunc- 
tion with the US snipping incustry, has formally approved such 
an orcenization, Various sovernnmentcai agencies dealing with 
shipping have not confirmed tne necessity or cesirability of such 
an organivation, beyond - indications wnich have been given by a 
special shipping committee composed of inter-agency membership, 
which authorized the Departneny to reyucst the Commandant of the 
US Coast Guard tc set up an organization for the purpose of ree 
vising the Safety of Life at Sea Conventions, The primary problem 
at this time is not estcblishnent of the ultimate overall organi- 
zation which is believed to be in the making, but the question 
of when such en organization shail take place. (2) The “orking 
Committee should consider first the technical portion of an 
international organizetion for the purpose of considering shipping 
questions, both as a matter of expedience and es a matter of pro- 
cedure. The speciai shipping committee referred to above on 
the question of Safety -f Life at Sea has reached the point 
of generai consideration of principles, «nd combined US 
interests in the technicel fieid ere presently considering a 
draft plan for the establishment of an international technical 
orgenization. It is estinated that at least two years will be 
required before this proposed organization will be in a posi- 
tion to receive general approval. (3) Pending the development 
of the situation with respect to this propcsed technical organ- 
ization end until it epvears that the time has arrived when 
technical and economic § problems can be handled by the same 
inter~-governnental orgenization without engendering oppeosi- 
tion which would endanger all proposals for international 
cooperation in the field of shipping, ea forum without plenary 
powers should be retained for the study and discussion of 
appropriate economic problems which the United Nations or 
member governments may sec fit to refer. The UMCC, or a 
successor organized along similar rather informal lines, would 
appear to be appropriate for the interim period, (4) In light 
of the situaticn witnin the US Government described above, 
care should be exercised to evoic cormitting the US to any 
particuler draft which might be produced by the Vorking Committee, 
or to any course of procedure which may be decided there, 


* * * 
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US MAKES LAST UNRRA APPROPRIATION; US Appropriation On 
FINAL COUNCIL MEETING TO BE HELL July 23 Congress approved 

= the Third Deficiency Appro- 
priation Act which included $465 million as the final US con- 
tribution to the work of UNRRA. This is expected to cover the 
US portion of the UNRRA budget until the end of the UNRRA pro- 
gram, scheduled for December 31, 1946 for Europe and for 
March 31, 1947 for the Far East. 








In approving the allocation of this sum to UNRRA Congress 
conditioned the use of funds on: (1) recipient countries per- 
mitting the entry of a reasonable number of US newsmen with 
freedom to report without any deletions or modifications on 
matters dealing with the acquisition, transportation, delivery 
or distribution of UNRRA supplies or commodities; and | 2) 
these funds not being used for the transportation, delivery 
or distribution of any supplies, commodities or equipment to 
or for any recipient country until the Director-General of 
UNRRA advises the Secretary of State that each country has 
arranged for the prompt distribution of such supplies, commod- 
ities and equipment. The resolution on freedom of press re- 
porting is somewhat less restrictive than was originally pro- 
posed in the House but nevertheless provides that the deletion 
of any news report, even though the item itself is unsubstan- 
tiated, is cause enovgh for the stoppage of deliveries. With 
respect to the second resolution--complete certification has . 
been made for all countries except China. However, arrangements 
have been made for the prompt distribution to China of food, 
medical supplies, fertilizers, supplies for the displaced 
persons program and agricultural spare parts. Other items in 
the China program are now under review, i.e. industrial equip- 
ment, mining equipment, raw materials, etc., and it is expected 
that within six weeks the Director-General will be able to 
certify the availability of distribution facilities in China 
for the remaining items on the program. 


UNRRA Council Meeting On August 5 a meeting cf the UNRRA 
Council will open in Geneva. The provisional agenda deals 
primarily with the consideration of future policy for UNRRA's 
present work in the field of supply, displaced persons, health 
and weifare. 





The US is going to the meeting firmly resolved to obtain 
the implewentation of Resolution 80, which cells for the 
cessation of UNRRA operations in Europe at the end of this 
year and in the Far Eest shortly thereafter. It is not 
presently planned that at the meeting any general program 
will be adopted on providing assistance after this time. Out- 
side of Italy and Austria, the US assumes thet all UNRRA 
recipient nations probably will be able individually to make 
necessery arr:ngements to finance their economies through in- 
creased exports, the International Bank for Reconstruction 
and Development, end through the extension of loans cn a 
bilateral basis. Special arrengements will probably have to be 
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made to provide food and other essentials to Itely and Austria 
since these countries are not expected to have sufficient for- 
eign exchange to enable them to purchase UNRRA-type imports. 
The Italian deficit might reach {200 million end the Austrian 
deficit $150 million. Informal preliminary discussions have 
been held with the UK end C:nada on the possibility of making ‘ 
some donstions, outside of UNRRA procedure, to take care of 
these two countries. Whatever relief arrangements are de- 
veloped, countries such as Australie, Brazil end Argentina 
(which has close ties with Italy) will probably be asked to 
ine, See seereene to meet the requirements of Itc-ly and 
ustric. 


Congress now has under consideration.a Bill proposed by 
the Department which would authorize the Commodity Credit 
Corporation to use $150 million for advance procurement of 
egricultural commodities, food, feeds and fertilizers for 
subsequent sale to foreign countries. This provision, if 
adopted, will permit advance buying this fell for sale both 
to those countries which will be able to pay for such procure- 
ment within a reasonsble length of time and to Italy and 
Austria if a donation is subsequently voted by Congress. 


The care of displaced persons will eventually be turned 
over to the Inler-governmental Committee on Refugees. If 
UNRRA ceases to function prior to the essumption of this re- 
sponsibility by the IGCR, the US is considering asking the 
individual occupying euthorities to assume financial respon- 
sibility. US military authorities heve indicated a willingness 
to assume the feeding of persons in DP camps in the US zones 
of occupation. 


The medical work of UNRRA will probably be assumed by 
the Internetional Health Crgenization and, while there is no 
orgenization «at the moment set up that could take over the 
welfare work of UNRRA, this is a problem for ECOSOC. 


UNRRA Trouble Spots Prior to the meeting in Geneva, 
Director-General LaGuardia and C. Tyler Wood, head of the 
UNRRA office for the Department, are meking a tour of European 
UNRRA recipient countries and will investigete reports of the 
misuse of UNRRA funds. 





Recurrent reports ere being received from Yugoslavia on 
the misuse of UNRRA supplies such as diversion of UNRRA goods 
to the military, sale of supplies at three to five times their 
cost to UNRRA, end en unsatisfactory system of maintcining 
accounts. The UNRRA adviser stationed with Embassy Belgrade 
hes recommended thet for practical as well as political reasons 
the Yugoslev prosram be tepered off and terminated as rapidly 
as possible so that the Government will be forced to face 
economic realities. 


In Austria 
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In Austria, LaGuardia is expected to consult with General 
Clark, Erhardt and Soviet officials on the new wave of land 
grabbing which wes instituted by the Soviets. Under the new 
order on confiscction of German external assets 7 5787 hectares 
of agriculturel land, plus 9,000 }ectares of forest land, have 
already been requisitioned. This is in addition to the 13,068 
hectares previously requisitioned by the Red Army. Lend requi- 
sitioning by the Soviets is expected to result in an estimated 
harvest loss to Austria of 72,000 tons of food. The Soviet 
ection is being studied to determine whether there has been a 
violation of UNRRA Resolution 91, which provides for equitable 
distribution of indigenous resources in those countries under 
Allied occupation which are receiving UNRRA aid. If the US 
feels that there has been a violation of Resolution 91, our 
delegetion to the Council Meeting probably will present the 
facts to the Centr2l Committee for action. 


While in -ustria, LaGuardia is also expected to discuss 
with Clark appropriate steps to force the Soviets to take a 
reasonable attitude on the allocation of indigenous oil pro- 
ducts. The USSR has been meeting fully the fuel requirements 
of its zone in Austria from indigenous resources instead of 
permitting equitable distribution throughout Austria of the 
oil produced in the Soviet zone. 


REPORT ON ACTIVITICUS OF The International Monetsry Fund 
INTERNATIONAL MONETARY FUND has, thus fer, been largely 
engaged in organizational ac- 
tivities and it is expected thet actual operctions may begin 


in the early part of 1947. 





Organizetion Plans for organization end staffing are 
progressing satisfactorily in the Fund. Camille Gutt, Belgiun, 
was elected Managing Director on lay 6. Harry D. “hite, 
formerly Assistant Secretary of the US Treasury, was appointed 
US Executive Director. Gcorge F. Luthringer, formerly —. 
Director of OFD, “tate, has recently been appointed as his 
alternate. Frank Coc, formerly Dircctor of the Division © 
of Monetary Research, US Treasury, has been appcinted as head 
of the Secretariat. The operations section, which will begin 

oe functioning this winter, will be headed by a Britisher, the 
Research atd Analysis Division by an American, while the 
Legal Division has es its heed a Belgian. The head of the 
Comptroller's Office will be a Canadian. 


Rules _and Procedure The first draft of rules and pro- 
cedure will be rency for consideretion of the National Ad- 
visory Council in ebout a month. This dreft will incluce a 
number of policy questions, including gold purchase price, and 


depositaries 
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depositaries, “ith the exception of some items on which 
immediate settlement is not necessery, the final draft will 
be completed before the Board of Governors! meeting in 
September, 


ene. CO 


Applications for 'lembership At the Sevannah meeting of 
the International Bank and Fund in March, the US supported 
applications for membership of Syria, Lebanon, Turkey and 
Italy. Action on these epplications was deferred until the 
annual meeting of the Boards of Governors of the Fund and , 
Benk in late September. Siam has esked the advice of the US 
as to the appropriateness of its epplication for membership. 
The French Director of the Bank has informed the US Director 
thet France would have strong objections to Siamese membership 
at this time, This objection is based on France's considera- 
tion of Siam <s an ex-enemy state with which relations are 
still unfriendly owing to the Siamese border dispute with 
French Indo-Chine. Some doubt wes also raised as to whether 
it would be proper: *o adrit Siam before the peace treaty is 
signed. The Department, nowever, feels that it should support 
the Siamese applicetion in spite of France's objections. 





Revaluation of the Canadian Dollar Canada did not consult 
with the Fund on either the extent of revaluation, or its 
timing. While it can be argued thet the Canadians were not 
required to take such action, the spirit of the agreement. 
might be held to require comsultetion. The Canadians have 
announced that this rate is the one they will submit to the 
Fund for its approvel. 


INTERNATIONAL HOUSING ORGANIZATION Emergency housing problems 

IS RECOMMENDED BY EX SE CONFERENCE ## were discussed and an inter- 

) national housing organiza- 

tion was recommended at a conference July 16-19 in Brussels 

under Emergency Economic Committee for Hurope sponsorship. The 
conference urges ECOSOC to sponsor a permanent international 
organization on housing and town planning and believes that 

EECE should set up a housing committee as an interim measure 

until a permanent organization is established. All countries f 
are urged to set up nationel agencies for collecting, evaluating, a4 
and distributing information on housing and planning, and to : 
adopt national programs for housing and reconstruction based 

on the principle that all classes should be made to share the 
necessary sacrifice, and that use of existing supplies fcr 

temporery housing must be regarded as an emergency expedient 

and in no way dimirishes the urgency of permancnt new housing 

and reconstruction, Ke, 





Rationing was suggested as the best means of stretching 
existing supplies of building materials. Efforts should be 
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intensified to ensure maximum deliverics of timber to European 
countries and reconsideretion should be given to effect the 

most cfficient utilization of available coal in production of 
building materials, It was pointed out thet lack of foreign 
exchange and delay in bringing a flexible internstionel monetary 
system into operction is hampering the exchange of building 
materials, and it wes suggested thet administrative procedures 
should be simplificd to facilitate such exchange. 


Official deleg-tions were present from Belgium; Czccho- 
Slovakia; Denmark; Frances; Greeec; Italy; Luxembourg; the 
Netherlands; Norway; Poland; Switzerland; UK; US; AC Austria; 
British, French and US zones in Germany; ECITO; ILO; and UNRRA. 


DRAFT OF ITO CHARTER The Executive Committee on Economic 
APPROVED BY KCEFP Foreign Policy has approved a sug- 
gested draft of a Charter for an 
Internationel Trade Organization of the United Nations. 

This draft represents an elaboration of our recommendations 
contained in the trade proposals (See page 1, Juiy 23, 1945 
issue and page 2, December 10, 1945 issue of Current Economic 
Developments) and is to be trensmitted to the other governments 
members of the Preperatory Committee to serve as a basis for 
discussion. Present plans calli for publication of the Charter, 


together with an analysis, in September, 














Purposes The purposes of the ITO are stated to be: (1) 
to promote solution of problems in international commercial 
policies and relations through consult<:tion and collaboration; 
(2) to enable members to avoid measures destructive of world 
commerce by providing expanding opportunities for wtneir trade 
and economic development; (3) to assist the industrial and 
general economic development of member countries, espectasiy 
those in the early stages of industrial development; (4) in 
general, to promote national and international action for the 
expansion of the production, exchange and consumption of goods, 
for the reduction of tariffs end other trade barriers, and for 
the elimination of all forms of discriminatory treatment in 
international commerce; thus contributing to an expanding 
world economy, to the establishment aid maintenance in ail 
countries of high levels of employment and real income, and to 
the creation of economic conditions conducive to the maintenance 
of worid peace; and (5) to provide a centralized agency for the 
coordination of the work of members to the above ends. The 
original members will be those agreeing to the cherter at the 
world trade conference, membership also being open to other 
countries accepting the provisions of the charter, subject to 


the approval of the conference. 
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Employment Provisions Recognizing that maintenance of 
useful empioyment opportunities for those able, willing and 
seeking to work is essential to full realization of the pur- 
poses of ITO, each member agrees to take action to achieve 
and maintain full employment within its own jurisdiction, and 
in doing so will refrain from adopting measures which would 
create unemployment in other countries. ECOSOC will supervise 
the exchange of information and consultation on employment 
problems, 





General Commercial Provisions With respect to customs 
duties and internal taxation, general most-favored-nation 
treatment is called for among all members of ITO, except that 
this shall not require automatic elimination of any preference 
in customs duties which does not exceed that in force on 
July 1, 1939, and which falls into one of the two categories: 
(a) preferences in force exclusively between territories having 
on July 1, 1939 a common sovereignty, or (b) preferences in 
force exclusively between the US and Cube. No preferences 
shall be increased above their level on July 1, 1946 and all 
shall be subject to processes of climinaetion. National treat- 
ment on taxation, and freedom of transit for products of any 
member country in any other member country ere called for and 
limits are placed on antidumping and countervailing dutics. 





The members undertake to work toward the standardization 
of valuation of products for tariff purposes and accept certain 
general principles with regard thereto, Members agree that 
subsidiary fees and cherges in connection with importing and 
exporting should be limited to the approximate cost of services 
rendered and not represent indirect protection; most-favored- 
nation treatment with regard to merks of origin is called for; 
and certain products will be cxempt from marking requirements. 
Members agree to make aveilable promptly to ITO such statistics 
relating to their foreign trade as the Organization deems 
necessary, and to discourage boycotts of products of other 
member countries, 


Tariffs and Tariff Preferences Any member at the request 
of another will enter into mutually advantageous negotiations 
for the reduction of tariffs and the elimination of tariff 
preferences. Prior international commitments shall not be 
permitt:d to stand in the way of action on tariff preferences. 
All negotiated reductions in most-favored-nation import tariffs 
shall operate automatically to reduce or eliminate margins of 
preference, so that, in respect of any product on which the 
most-favored-nation rate of duty is reduced, or bound against 
increase, the margin of preference which may apply to such 
product may not exceed the margin by which the most-favored- 
nation rate exceeds the preferential rate as of July 1, 1939. 


Quantitative 
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Quantitative Restrictions Prohibitions and restrictions 
on imports or exports are abolished except for (a) restrictions 
imposei during the early post-war transitional period to pro- 
vide equitable international distribution of short supply items 
or the orderly liquidation of temporary government-controlled 
stocks; (b) export restrictions temporarily imposed because of 
severe shortages of foodstuffs or other essentials; (c) re- 
strictions necessary to the application of standards for the 
ciassification and grading of commodities in international 
commerce; (d) quotas imposed under inter-governmental commodity 
agreements provided for in the Charter; (e) import restrictions 
on agricultural products necessary to enforce governmental 
measures to (i) restrict the quantities of the like domestic 
product permitted to be marketed, or (ii) remove a temporary 
surplus of the like domestic product by making the surplus 
available free or at prices below the market level to certain 
groups of domestic consumers, “ubject to certain conditions, 
however, any member confronted with an adverse balance of 
international payments may impose import restrictions, YJith 
certain exceptions, quantitative restrictions so imposed must 
be non-discriminatory. 





Exchange Control To avoid imposition of trade restric- 
tions through exchange techniques, members agree not to inm- 
pose exchange control on commodity transactions with other 
members, except where this is permitted in the Articles of 
Agreement of the International Monetary Fund. However, members 
agree to relinquish their freedom of action to impose exchange 
restrictions on commodity transactions under Article XIV of 
the Fund (post-war transitional period). 





Subsidies Members undertake to notify the ITO of any 
subsidy to domestic producers of any product and to discuss 
with other members the possibility of limiting such subsidi- 
zation if it is found seriously injurious to the trade of any 
member, Export subsidies wouid in general be prohibited after 


a transitional period. 





State Trading State trading enterprises shall accord to 
the trade of all members nondiscriminatory treatment, as com- 
pared with the treatment accorded to the commerce of any 
country other than that in which the enterprise is located. 
Such enterprises shall be influenced solely by commercial 
considerations in making external sales cr purchases, ‘State 
monopolies of individual products shall undertake to reduce 
margins of protection accorded to domestic producers and 
complete stave fiinspolies of foreign trade shall negotiate 
with the other members an arrangement by which, in return for 
tariff concessions, the state monopoly will undertake to im- 
port over a period products of other members to an agreed 


value, 
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Emergency Provisions An escape clause permits withdrawal 
or modification of any tariff or other trade-barrier concession 
which proves to threaten serious injury to domestic producers 
for such time as may be necessary to prevent this injury. 
However, previous notice in writing must be given the ITO and 
penalties are provided in cases of abuse. 





Restrictive Pusiness Practices ‘embers agree to take 
appropriate individual and collective measures to prevent 
business practices among commercial enterprises which restrain 
competition, restrict access to markets, or foster: monopolistic 
control in international trade. The ITO will receive and con- 
Sider written complaints from eny member, persons or organiza- 
tions that a particular practice has this effect. If the cor- 
plaint is found justified, the ITO will recommend appropriate 
remedial measures. The ITO may request information from 
members and conduct studies relating to restrictive business 
practices and where eppropriate make recommendetions for 
action by the members, 





intergovernmente] Commodity frrengements When special 
difficulties exist or ere expected to arise concerning a par- 
ticuler commodity, members and possibly non-members substan- 
tially interested in the commodity shall be entitled to 
appoint representatives to a Study Group to make a study of 
the commodity and recommend to the ITO how to deal with such 
difficulties. The ITO mey call an intergovcrnmentel conference 
to freme an intergovernmental commodity agreement in accordance 
with certain principles: (a) any member with a substantial 
interest in the production, consumption or trade of the 
commodity may participate in the consideration of the proposed 
agreement and non-member countries may be invited to do so; 
(b) members agree not to enter into intergovernmental commodity 
agreements except after investigation by the Study Group of 
causes of the problem and determinetion that a burdensome 
surplus exists which would cause widespread distress to small 
producers accounting for a substantial portion of the total 
output, or that widespread unemployment, unrelated to general 
business conditions, is developing in the industry concerned 
and cannot be corrected by the normal pley of competitive 
forces. Members must also first adonvt a program of economic 
adjustment to insure progress toward solution of the problem 
within the time limits of the agreement; and (c) agreements 
relcting to other than primary products shall not be resorted 
to except in exceptional circw:stances. Agreements ere not 
to remain initially in effect for more than five years and 
renewal will be subject to the principles governing new agree- 
ments. f Commodity Council is to be established under each 
agreement with equal voting power to be given to importing ‘ 
end exporting countries, ' 





Organization 


DECLASSIFIED FOR PUBLICATION IN FOREIGN 
RELATIONS OF THE UNITED STATES © 


Bal pene ae 











Organization The organization, es was called for in the 
Proposals, will have a Conference, an “xccutive Board, a 
Commission on Commercial Policy, a Commission on Eusiness 
Practices, a Commodity Commission and a Secreteriat. An 
Interim Tariff Committee is elso provided for to act tempo- 
rarily on behalf of the ITO in investigsting a complaint of 
a member that another member has failed to fulfill its obli- 
gations to conduct tariff negotietions. The Charter provides 
in saeese for membership in these groups and the duties of 
membdcrs, 
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This weekly publication is designed to highlight developments in the eco- 
nomic divisions of the Department of State, and to indicate the economic prob- 
lems which are currently receiving attention in the Department. It is suggested 
that copies be retained on file, as reference will sometimes be made to previously 
reported items to avoid repetition. 


Document Security Instructions 


This document should be treated in accordance with current instructions 
regarding security measures for SECRET material. Extreme care should be ex- 
ercised to avoid public or private discussion of the information herein with or in 
the presence or hearing of any person not authorized to have knowledge thereof. 
For general purposes all classified Foreign *«rvice Officers and other responsible 
economic officers are authorized to have ~ .wledge of the contents of this docu- 
ment, responsibility for the safekeeping of which will be assumed by each recipient 
thereof. It may be retained in protected files or, at the discretion of the recipient, 
destroyed by burning. If not personally disposed of by the recipient, he will 
assure himself that it is burned in the manner prescribed for SECRET material. 
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JAPANESE REPARATIONS CONFS CONFERENCE .PROPOSED; The US representa- 
SOVIETS SILENT ON JAPANESE EXTERNAL ASSETS tive tc the Far 
Eastern Commission 
has submitted e proposal for the holding of a Reparations Con- 
ference for Japan. Our plan calls for the conference to be 
under the: sponsorship of the FEC, to sit in continuous session 
until a complete settlenent. is reached on all reparetion prob- 
lems. Decisions reached at the conference would be subject to 
final FEC ratificetion. The proposal suggests that the meetings 
be held outside "‘ashington to free the negotiators from other 
responsibilities--with'the.possibility that prior to -final 
completion of the program at leest some of the delegates would 
go to Japan on an investigatory trip. 








_ Prior to submitting the above proposal we had hoped to 
reach agreement with the USSR on the disposition of Japanese 
external assets. and wer booty. However, no reply has been 
received to our note of June 24 on this "matter. (See page l, 
July 1 issue of Current Economic Developments). Soviet offi- 
cials in Washington have suggested that the delay is probably 
due to the presence of high ranking Soviet officiels in Paris. 
Therefore, we have asked that the US delegation to the Paris 
Conference raise this issue with the cognizant Soviet officials. 
Since Chinese, British end Australian representatives to the FEC 
have informally indicated general approval of the US formula 
on external assets, Soviet concurrence to the US plan might mean 
prompt passage through FEC. If the Soviets continue their'delays, 
the US will propose to the FEC that its formula for the defini- 
tion and disposition of external assets be made the basis for 
conference negotiations, The Soviets are likely, however, to 
veto such a proposal and we would then be faced with the ques- 
tion of whether the conference should be held regardless. The 
UK, the Philippines, the Netherlands and Canada have accepted 
our conference proposal but the other nations represented on 
the FEC are still awaiting instructions from their governments. 


Present thinking within the Department is to permit the 
conference itself to draw up its terms of reference and to 
determine its own voting procedure. FEC Committees vote by 
majority rule and we are recommending this or the two-thirds 
rule. Final approval of the conference report would be made 
by the FEC which operates by unanimous decision. Contrary to 
procedure in Germany, where the Control Council drafted the 
level-of-industry program, many level-of-industry decisions 
for Japan would be reached by the Reparations Conference, 


H. D. Maxwell, Chief of Staff for the first Pauley Mission 
to Japan, has accepted appointment as the U5 delegate to the 
proposed conference, 


US 
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US Claims Against Japan Agreement has been reached at 
the working levels on the US reparation claims against the 
Japanese and it is now up for SWNCC considerntion. The 
figures listed below, covering the period December, 1941 
through August, 1946, are tentative and preliminary until 
final government approval is obtained. —- 


1. Occupation Costs (including attendant expenses): 
Incurred by the US Government through occupation 
Of Japan and Kore2eeececccacscccccsccccsecccvese 
coccccceseceseetO be Supplicd the War Department 
11. Direct Wer Damage duc to Hostilities with Japean 
(excluding damage to militery installations and 
CQUIPMENt) ee wecesecevevecccescceses ey) 0,000,000 
lil. Budgetary Expenditures Alloceble to the War 
against Japan 
In current dollars...eeeeseeeeees 0Gl39 9000, 000 , 000 
In 1938 dollars...seceeseccevecsee 105,000,000 ,000 
IV. Man-years Allocable to the Prosccution of the War 
ET PPP eTTTTITT Teer ere rT eer eres 
Civilian. .cccccccccccccccescvecesesees cle gW00, 000 
V. Civil and Military Casualties Suffered in the War 
Killed and MisSinge ccccccccccccsccccesese cts, 
WOUNKCd. .cccccccccccccccccccccccecccesc ce coat yO 
VI. Other private and governmental claims, including 
depletion of national resources 
a. Depletion of natural resources 
Aue CO WEPeseceseesvessevesesess 000,000, 000 
b. Amounts of certein key resources uscd in 
prosecuting the wer: 
ae (in millions) 
BAGS, 6 ont cr esdsoensetseososaened short tons 
Iron WGnc 606 086 66006 6000686 8.0 long tons 
Petroloumecesescccesevesevcgh 8.0 barrels 


The proposal before SWNCC also recommends thet necessary 
imports be a first cherge against external assets in neutral 
and enemy countries and territories except Siam and Korea; 
existing gold and silver in Japan; current stocks; precious 
metals and gems; and current production. After the US has 
been compensated for dollar expenditures made under the 
disease and unrest formula or made to fulfill occupation 
requirements, and provided the US is satisfied that Allied 
control of the Japanese economy is adequate, we are proposing 
to S'NCC that reparation claims, other than for occupation 
costs, may be met from current production. : 
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USSR TO CONVENE FIVE-PO'VER The Soviet Foreign Office has 

. TELECOLUNICATIONS CONFERENCE informed Embassy Moscow that 
) the USSR recognizes the necessity 
for holding a Plenipotentiary World Telecommunications Con- 
ference but also considers it necessary to hold a Preliminary 
Five-Power Conference. A formal invitation from the USSR sets 
the date for a conference of the US, UK, USSR, France and 
China for August 28, 1946 in Moscow, and suggests the following 
agenda: (1) The time and place of calling the “orld Telecommun- 
icetions Conferences; (2) Questions of provisional registration 
of frequencies until the entry into effect of a new Telecomnun- 
ications Convention and Regulations, and of a Provisional 
Bureau for the distribution of radio frequencies for civilian 
purposes; (3) Consideration of fundamental problems of revision 
of the Madrid Telccommunicetions Convention and Regulations, 
including strengthening the organization of the International 
Telecommunications Union and the establishment of relationship 
between the ITU and the UN; and (4) Preparation for special 
mectings in addition to the World Telecommunications Conference, 








The US had previously been unable to secure a reply to our 
propesal for a preliminary conference in Moscow. (See page 3, 
May 27 issue of Current Economic Developments). To avoid 
indefinite postponement of the Yorid Conference, we therefore 
issued a general proposal on June 14 that a Plenipotentiary 
Telecommunications Conference be convened in the US as early 
as possible to revise the Madrid Convention of 1932. 


SECRET 


US WILL CONTINUE AHDERENCE TO FIYTH FREEDOM The decision of 

PRINCIPLE THROUGH BILATERAL ATR AGRE ELTS the US to with- 

draw from the 
International Air Transport Agreement, announced July 25, 1946, 
to become effective one year from that date, was based on the 
failure of most of the nations principally concerned with the 
operotion and development of air transport services to accept 

this particular document, together with the dissatisfaction 

, with it as reflected at the meeting of the Assembly of the 
Provisional International Civil Aviation Organization in Montreal 
in April. The US believes that the Agreement cannot be relied 
upon as an effective medium for the establishment of interna- 
tional air routes for operation by US airlines. At the same 
time, the US still adheres firmly to the Fifth Freedom princi- 
ple, even though it is achieved through the bilateral rather 
than the multilateral approach, All of the 18 bilateral 
arrengements concluded by the US with other countries since the 
Chicago Aviation Conference provide for such Fifth Freedom 
traffic and the US will continue to seek to have this principle 
incorporated in bilateral air arrangements with additional 
countries, 
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US AVIATION OBJECTIVES IN NEAR AND MIDDLE US negotiations 
E£ST MAY MEST STIFFENING OPPOSITION for civil air 

. ts rights in Near 
and Middle Eastern countries, to authorize certificated US 
carriers to extend operations through these areas, are en- 
countering varied obstacles. It has become increasingly 
clear that the Indian Government is reluctant to grant Fifth 
reedom rights on a basis satisfactory to us, and is also 
adamart on certain other arbitrary restrictions. In the Arab 
League there is strong support to reserve Fifth Freedom traf- e 
fic among the Arab states to their own existing or prospective 
cirlines. 








frab League .ctivities US diplomatic representatives in 
the Near Eest have learned through unofficial channels that 
the érab League Air Conference held in Lebanon July 8 to 
July 15 approved a secret resolution to the effect that no 
Arab Government having a national cirline will grant Fifth 
Freedom rights to eny foreign trunk line. The purpose is to 
reserve Fifth Freedom traffic in this erea to irab states if 
eny 4rab airline can carry it. A policy of "relative restric- 
tion of Fifth Freedom within irab League States" was defined 
by the Conference to mecn that a foreign carrier would be 
allowed to carry Fifth Freedom traffic into one approved point 
in the 4rab area but would not be allowed to pick up local 
traffic in and destined to any point within the /reab erea. 





The Conference rejected proposals which would have pro- 
vided for the establishment of a single consolidated Arab 
League airline for local operctions, the formation of an 4rab 
League air transport company for the operation of trunk line 
services, and the restriction of Fifth Freedom rights to in- 
Clude areas adjacent to the rab States: «4 Conference of the 
irab League Communications Committee is scheduled for August 
10 at Sofar, Lebanon to consider all types of communications 
and transportation problems, including aviation. This Con- 
ference will consider the action taken by the July fir Con- 
ference, and the policy recommendations recommended by the 
Communications Committee will be submitted to the sraeb League 
Council for adoption as ..rab League policy. 


Egypt ¢. bilateral air transport agreement with Egypt 
was concluded in June, simultaneously with an air service 7 
agreement for air nevigation fecilities and an arrangement ; 
providing for the transfer of Payne Field to the Egyptian | 
Government (see page 10, June 10 issue of Current Economic 
Developments). “hile Egypt signed these documents, the 
Egyptian delegate to the .reb Lir Conference is reported to 
have given assurances that the Egyptian Parliament will not 
ratify the US-Egypt air transport agreement which granted 
Fifth Freedom rights, dlthough it wes clearly understood at 
the time of negotietion thet the Payne Field settlement wes 
conditional on the signing of the air transport agreement, we 
have decided thet this Government must proceed with fulfillment 
of its obligations to turn Payne Field over to the Egyptians as 
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rapidly as possible. It is felt that the secret information 

cannot be used cs a basis for representctions to the “gyptian 
Government of lack of good faith, and thet the US position is 
stronger if we meet our commitments. 


Seudi srabia The US has already acauired operating rights, 

including Fifth Freedom, from Saudi irabia in accordance with 

- the agreement under which Dherhan .zirport vas constructed by 

the US Army (see page 11, January 7 issue of Current Economic 
Developments). The ire ‘b ‘ir Conference resolution benning 
Fifth Freedom grants by Arab states with national airlines 

would not affect US rights in Saudi /rabia since that country 

as no netional airline. 











Lebanon 4. draft bilatersl agreement with Lebanon has been 
under discussion for over a yeer end US attempts to bring nego- 
tiations to a head have increased since /.pril, when the UK 
exerted pressure on the Lebanese Government for an agreement 
including Fifth Freedom privileges. The Ministry of Foreign 

ffeirs has recently informed our representatives thet the 
Lebenon YOvePrRme TIS is now prepared to sign an agreement iden- 
tical with the U S-Egyptian air trensport agrecment, provided 
that no refererce is meade to Iraq in the /.nnex to the agreement 
specifving routes over which treffic may be cerried. In lieu 
of mentioning Iraq, the Lebanon Government is prepared to 
exchange notes providing that Lebanon will grent Fifth Freedom 
rights from Feirut to Iraq immediately that Iraq grants Fifth 
Freedom rights to the US. This proposal reflects Lebanon 
policy not to isolate itself es fer as air trensport is con- 
cerned but at the same time to respect the views expressed 
by Iraq and some other .reab states regerding the desirability 
of ae uniform rab League air transport policy. The Ministry 
urges that the US accept this modification and sign the egree- 
ment before ..ugust 10 on the grounds that when the .rab League 
Communications Committce convenes, Lebanon and Saudi. .rabla 
may not be able to continue resistance to strong Egyptian, 
Iraqi and Syrian pressure to adopt the resolution banning 
Fifth Freedom grants. | 7 





Iran The Iranian Governacnt has agreed to temporary 
landing r rights, including satisfactory Fifth Frecdom pesvesegs Sy 
which are expected to continue until such time as a satisfac 
tory bilateral agreement can be concluded. The certificated 
US carrier on this route, however, has not yet initiated 
service to Iran due to the impesse regarding necessary transit 
and traffic rights through the Balkans. duthorization for the 
US certificated carriers to conduct operstions to Iran via 
Italy and Greece as an alternate route has recently been 
granted by the C..B. 





Meanwhile, the USSR has requested an exclusive aviation 
concession including cabotage rights and covering the five 
northern provinces of Iran and some additional territory, to 
be operated by a joint USSR-Irerian company on eae fifty-fifty 
basis. The proposal is apparently designed to prevent any 
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other than Soviet-controlled planes from flying over the 
northern part of Iran and is part of the Soviet campaign to 
extend its sphere of influence, Embassy Tehran has been in- 
formed by the Minister of Posts and Telegraphs that the 
Iranian Government will reject this proposal. The Soviets 
have recently made a second bid for concessions in this area 
by requesting permission to fly four international routes, 
including some cabotage privileges, apparently in anticipation 
of rejection of their original proposal, 


The question of disposal of Abaden airport in Iran will 
probably be raised shortly as the War Department has indicated 
there is no military necessity for further operations. The 
Iranian Government is interested in acquiring these facilities 
and it is anticipated that any agreement for turning over the 
ibadan airport would contain a clause enabling US civil air- 
craft to use the airport in the future on a non-discriminatory 
basis. Iran has not yet ratified the International Convention 
on Civil sviation or the Two Freedoms .greement which it signed 
at the Chicago Air Conference, We have informed Embassy 
Tehran that we consider it inexpedient to tie ratification of 
these agreements to the sale price of any US surplus equip- 
ment. “e feel that if the Iranian Government is in a position 
to maintain and operate weather and aids-to-navigation installa- 
tions without discrimination, we would consider an air service 
agreement as adequate intangible consideration for the trans- 
fer of the facilitics at fbadan airport. 


Iraq The US has no agreement covering civil air opera- 
tions with Iraq. i proposal for a standard agreement was 
countered by an Iranian offer to allow US certificated 
carriers to operate through Iraq on a provisional basis pro- 
vided they do not carry Fifth Freedom traffic between irab 
states. We have recently been advised by the Iraqi Foreign 
Minister thet the time is not now propitious to press for a 
reply from the Government to our proposal for a bilateral 
since Iraq is not ready to agree to unrestricted Fifth Freedom 
rights and that insistence on a reply at this time would re- 
sult in a formal rejection of the US proposal. Legation 
Baghdad reports that the Iraqi attitude is conditioned largely 
by four factors: British pressure to resist US proposals; the 
US attitude on Zionism which Iraq bitterly resents; the oppo- 
sition of the Director General of Iraq's State Railways, who 
insists that Fifth Freedom be reserved to Arab states; and 
the desire of Iraq to follow a Pan=irab policy. The Legation 
feels that the latter is subordinate to the other factors. 


Syria The US has submitted a draft bilateral agreement 
to the Syrian Government and has recently asked Legation 
Damascus to renew efforts to conclude the agreement on the 
grounds that the granting of Fifth Freedom rights by Saudi 
Lrabia and Egypt answers previous Syrian objections based on 
alleged arab League policy. 4 recent discussion with the 
Syrian Prime Minister indicated that he apparently does not 
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consider the mattcr urgent and prefers to await a further 
clarification of the /Jrab League policy. 


a recent report revcals thet Syria is prepared to allot 
ore million Syrian pounds for the organization of an aviation 
school to train Syrian pilots, and may be interested in pur- 
chasing equipment from the US, although the British are 
exerting pressure for the purchase of British training planes. 


india The US has beei attempting for some time to secure 
a satisfactory agreement with India which would permit US 
carriers certificated for routes to India to begin operation. 
Indian counter-proposals for an interim arrangement or perma- 
nent agreement have not satisfied US requirements, and 
present US policy is: (1) Not to meke an interim errangement 
which will in any way compromise US commercial aviation 
principles as stated in the US-UK Bermuda Agreement; (2) To 
send an exploratory mission to India in an attempt to narrow 
the creas of disagreement; end (3) To attempt to influence 
the Indian Government toward this end by building up a desire 
on tne part of Indinn nstionais for the conciusion of a sat- 
isfactory agreement and by exploring the possibility of 
exerting British pressure on the Indian Government to accept 
the Bermuda /.greement principles. 


The attitude of the Indisn Government is apparently 
conditioned by a desire not to erent full Fifth Freedom rights 
which the Indisns believe might serve to hamper the develop- 
ment of Indisn internstioneal services by taking away some of 
the traffic potential between India and third countries 
neignbor*ng on her. India appsrently desires to reserve as 
much India--Burma and India-Ceylon treffic as possible for 
carriage by indian airlines by excluding Burma and Ceylon 
from the areas where US carriers could exercise Fifth Freedom 
traffic. Sir Frederick Tymms, the Director of Civil . virtion 
in India, is apparently determined thet India will not erent 
Fifth Freedom rights on a basis acceptable to us, and is 
furthermore secking to protect whet he describes as "the 
historical preferred position" of the UK with respect to India. 


ifter the Chicego .viation Conference in 1944, we in- 
structed Mission New Delhi to submit to the Indian Government 
a dreft bilsteral agreement based on the Chicego standard 
Five Freedoms agreement. Nearly six months later, the Indian 
Government submitted a counter-proposel which provided for 
strict control of rates, frequencies and capacity end for 
limitations on Fifth Freedom rights, Further discussions were 
postpened pending the outcome of the US-UK negotiations and 
following the signing of the Bermuda iigreement in February, 
1946, Mission New Delhi was instructed to inquire whether the 
Indisn Government would be disposed to open negotiations to 
conclude an agreement based on the Bermude model. The Indian 
Government countered with e suggestion for an interim agree- 
ment pending the conclusion of e permanent agreement. On 
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May 9 we therefore asked whether the Indian Government would 
authorize the two certificated US carriers to operete on the 
routes authorized by the C/.B on a frequency of at least tyo 
flights weekly with full traffic rights, pending the negotia- 
tion of a permanent agreement. 


Before a reply to the US proposal was received, the 
problem of surplus property disposal end lend-lease settlements 
arose and the Indian Government tock the position that no civil 
aviaition rights would be granted to US carriers until full 
control of their air fields had been recovered from the US 
urmy, ittempts by the US to use the lend-lease settlement:and 
the surplus property disposals as a lever in obteining air 
rights were unsuccessful and settlement was reached without 
Indian concessions regarding civil air rights. 


The Indian Government has now proposed en interim arrange- 
ment with unacceptable restrictions, including frequency and 
rete controls and Fifth Frecdom restrictions. The proposal 
is apparently designed to initiate services on Indian terms 
in the belief that the US will be reluctant to abandon 
services once they are initiated, and tht a temporary public 
abandonment of principles will pressure the US to accept the 
restrictions on 2 permanent basis. We have replied that we 
will not accept even a temporery arrangement based on Indian 
restrictions and have suggested that interim operstions be 
initiated by a simple exchange of notes, supplemented by a 
personal understanding thet the interim operations will 
terminate in India, will not excecd two frequencies a week 
and will not be at a lesser rate then that now charged by 
BO..C and KLM (Royal Dutch sirlines). The exchange of notes 
would specify that interim arrangements would later be 
subject to any permanent agreement reached. 


US TO PROPOSE ..GRES ENT FOR The Philippine Country 
R..DIC OPER.TIONS IN PHILIPPINES Corrittce hes approved the 
draft of = proposed egree- 
ment between the US and the Philippines to cover the Depart- 
ment's radio operations in the Philippines. The agreement 
would authorize the ownership and operstion of a US station 
for relay on short and medium wave to the Fer East. The 
stetion would be avzilsble to the Philippine Government during 
daylight hours for coverage of the Philippine Islands. If 
consummated, the agreement would in effect permit the continu- 
ation of already existing fecilities enc would be unique in 





that we have no other peacetime egreerent with any country 


for the US to operate e broadcasting station on foreign soil. 


* * * 
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M..RSHLLL SUPPORTS DELAY OF General Marshall agrees with 
EXIMB..NK CREDIT TO CHIN the Eximbank's view that con- 
sideration of the recent appli- 
cation of the Chinese Supply Commission for a credit of $31 
million cannot be considered until the political situation in 
Chine is clarified. Marshall believes that the present situa- 
tion does not warrant a reversal of our decision to defer 
definite commitment on the proposed $500 million credit, 
against which individual items listed by the Chinese Supply 
Commission would presumably be charged, unless for urgently 
needed reconstruction of or repair of communications. 





The Chinese Supply Commission's recent applications 
included $16,750,000 to complete a modern port at Tang-ku; 
- $5 million to restore and modernize the refinery at Takao, 
Formosa; $6,750,000 to rehabilitate coal mines at Fuhsin and 
Peipiao in Jehol; end %2,500,000 to rehabilitate three cement 
plants in Formosa. 


Marshell agrees with previously expressed Departmental 
views regarding loans for rehabilitation of industrial and 
mining properties to the effect thet US public funds are not 
designed to replace or substitute for private capital where 
such capital is evaileble and villing to participate on rea- 
sonable terms, or to finance projects the purpose or result 
of which is the acquisition or displacement of existing and 
economically feasible privete enterprises. In this connection, 
it may be noted that fmerican oil companies have indicated 
a Willingness to invest in the Tekao refinery but have been 
informed that foreign participation is not necessary or 
desired except for certein technical assistance anda assured 
supplies of crude oil. (See page 6, July 22 issue of Current 
Economic Developments). 








SECRET 


a“ 


SIXTY-ONE Nu.TIONS SIGN ‘“’ORLD The International Health 
HE..LTH ORG..NIZ/.TION CONSTITUTION Conference, convened in New 
York on June 19, 1946 by the 
Economic and Social Council, took definitive action to establish 

& Sinzle internetional health organization and to provide for 
interim action pending the entry into force of the instrument 
creating the organization. Sixty-one netions signed on July 22, 
1946 the constitution of a ‘orld Health Organization, 61 an inter- 
national arrangement establishing its Interim Corrission, and 60 

a protocol providing for the transfer of the functions of the 
International Office of Public Health of Paris to the “orld Health 
Organization or to its Interim Comrission for the ultimate disso-=- 


lution of the Office. 


The Constitution establishes the Yorld Health Organization as 
a specialized azency to be brought into relationship with the United 
Nations as provided in Article 57 of the Charter of the United Na- 
tions, It includes a provision allowing for the integration with 
. a a rs . ‘ P ta 
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the World Health Organization of existing regional inter-govern- 

mental health agencies, including the Pen /merican Sanitary 

Burecu, throurh the mutuel consent of such erencies and the 
Torld Hee lth Organization. 


UNRESTRICTED 


US VIE” ON UIR We have informec our Telecommunicetions 
CTIVITIES SL.TED ..ttaché in Loncon thet the Department has 
acoptea the followins policy in regard to. 
activities of the Buropes in Broadcasting Union (UIR). (See 


pare 2, July 8 issue of Current Economic Developnents). 








(1) The UIR or some substitute organization would serve 
a useful purpose for the “uropeen rezion. The US would not 
participate. 


(2) “le tentatively perceive no objection to a “orld 
Broadcastine Orgenizetion, end would probably be willing to 
participate in Jiscussions toward thet end. The technical 
scope of such en organization should be within the frarework 
of the World Telecormrunications Convention and Regulations. 
Revional broaccastins organizations wovld heve to decide 
iniivicually whether to participate... Matters of cultural rela- 
tions and program content properly fell within the scope of 
indivicvual governments or UN azencies,. 


(3) The US strongly feels thet eny world broadcasting 
conference shoulc be postponed until after the scheduled world 
telecommunications conference. However, no action should be 
taken to close the Goor on US or UK perticipetion if such 
ce conference is called sooner over their objections. 


(4) The US woulc not participate in a conference called 
by an organization in which there is plural Soviet representa- 
tion unless it is affiliated with the UN, in which case the 
US woulc agree to Ukraine and Byelorussian participation. 


(5) The proposed world organizetion shoulc not take 
premature action or otherwise impede the solution of. prob- 
lems of frequéncy allocstion or other matters to be accom- 
plished at the world telecommunications conference, 


(6) The US will send observers to the next meeting of 


UIR, scheduled for /-ugust 20, but they will not be authorized 
to me ‘ke any commitments on behalf of the US. 


*¥ * * 
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WORLD ECONOMIC PICTURE INFLUENCED UK-Soviet Trade Negotiations 
BY BILATER/.L TRADE AGREEMENTS Reported Completed Embassy 
London has been confiden- 
tially informed that the UK-Soviet trade conversations, which 
took place in July, have been concluded successfully but that 
the agreement has not yet been signed. The terms generally 
meet the UK Foreign Office wishes. The British will grant 

13-14 percent reduction in outstanding invoices, while the 
Soviets will not contest further invoice prices and will pay 

40 percent of outstanding bills promptly with the remaining 

60 percent on credit. This represents a settlement of talks 
following VE Day wherein the Soviets contested bills in connec- 
tion with £11 million of civilian goods already delivered, while 
requesting delivery of ordered goods manufactured or in process. 
In ell, some £48 million were involved. The British did not 
want to deliver any further goods until dispute on the 411 
million outstanding was settled. Apparently the Pritish will 
not grant any large future credits to the USSR. In earlier 
talks the Soviets mentioned £100 million for post-war credit 
but these talks were discontinued when the UK offered credit 

of £30 million. In future trade the UK will receive Soviet 
forest products, while the USSR will import Empire-grown 

rubber, and prices in this future trade have been juggled to 
take the 13-14 percent reduction into account. Earlicr USSR 
trade propositions had been rejccted because the UK had received 
no lumber for deliveries of manufactured goods. 











soviet-Swedish Negotiations Continua Embassy Stockholm 
reports that while the Swecish trade delegation in loscow is 
making the greatest efforts to draft a trade agreement mutu- 
ally satisfactory to the Soviets and to Swedish industrialists, 
it is becoming increasingly evident that the gap between 
Soviet desires and Swedish ability to fulfill the agreement 
within the prescribed five-year period cannot be bridged. 
(See page 3, June 24 issue of Current Economic Developrents). 
It is reported that the Swedish Government is trying to extend 
the validity of the egreement to seven or eight years and that 
certain revisions in the items the USSR wants from Sweden are 
called for. The list of commodities involved is confidential 
and cannot be relecsed without Soviet consent. It is reported, 
however, thet the Soviets desire only capital goods, and that 
no compulsions would be exerted on Svedisn firms to fill 
Soviet orders. Certain Swedish firms are reported to have 
been "advised" by the government to cancel present orders 
and start on orders for the USSR. Firrs are aware that unless 
they follow government "advice" they will experience daiffi- 
culties in receiving export licenses end allocations of fuel 
and other raw materials. Swedish incustrielists hve been 
condemning the agreement, saying it is wreslistic in view 
of outstanding orders and the press, witl the exception of 
the semi-official newspaper and the Communist organ, has been 
extremely criticel of the proposal. It is estimated, if the 
agreement is consummated, that from 10 to 15 percent of Sweden's 
total exports would henceforth be sent to the US&R. 








Soviets 
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Soviets To Purchase Butter {nd Pork From Denmark “Yhile 
the text is not yet available, the Denish press indicates that 
a trade agreement with the USSR hes been signed in Moscow 
ccvering the period July 1 to December 31, 1946. Denmark is 
to send 15,000 tons ‘of. butter and 10,000 tons of pork, at a 
price of 4.71 kroner and 2,84 kroner, respectively. The 
agreement also includes fishing craft of 60 to 8&0 tons to a 
total value of 20 million kroner anc industriel products of 
nearly 80 million kroner in velue. In return the Soviets 

will ship to Denmark 10,000 meters of ozkwcod, 7,000 of which 
will be used in the fishing craft to be delivered to the USSR, 
potash, fertilizers, sawn wooden goods, plywocd, cotton, pig | 
iron, plaster of Paris, pitch, various chemicals, gesoline, — 
petroleum, oil and peraffine. The newspaper eccounts do not 
mention ofl cake or oil seec, which the Danes were seeking 
from the Soviets, and it is believed that priccs demanded by 
the Soviets were too high. , 








Other Recent Soviet Developments In June the USSR end 
Iceland signed a trade agreement under which the Soviets pure 
chase frozen and salted fish and herring and cod oil in ex- 
change for lumber and coal. In late upril a Finnish-Coviet 
trade agreement was signed, under which gocds to a value of 
$32 million will be exchanged. The USSR sends grain, ferti- 
lizers, salt, sugar, coal and certain rew materials necdced by 
Finnish industries in-exchange for Finnish wocden houses, 
barracks, cellulose paper, paper products, luiber and metals. 
The Czech mission recently returned. from Moscow reports.that 
an accord was reached by which the existine provisional trade _ 
agreement between the two countrics will become permanent. 
(See page 6, .pril 29 issue cf Current Economic Developments). 
No definite word hes been received concernine extension of 
USSR trade agreements with Hungary and Rumanic, although an 
unconfirmed report from Budapest indicated th:t the Soviets 
hed proposed an expension of the cxisting ssrcenent which 
expires December 31, 1946, and e Rumanian cornerciel attaché 
in Moscow has asked the US Embassy there for latest world 
market prices on a list of. goods to be included in a trade 
egreement for which negotiations were reportedly to take 
place in Moscow. No recent inforr:tion hes been received 
about the Soviet trade nission now in -reentine. 

















UK-:reéntine Trade Talks Center On Mert Prices «reentine 
authorities insisted thet the ‘nglo-irgentine general trade 
talks (See page 3, June 17 issue of Current Economic Develop- 
ments) first take up the question of meat scales ana prices. 
The British are reportea to heve offered urezentine approxi- 
mately the same meat price increase just erented New Zealand 
(7.5 percent).: The British proposal, which includes e provi- — 
sion thet the UK will continue to take /rgentina's total 
exportable meat surplus exclusive of normal shipments to Latin 
zmerican and neutral countries, is now beins considered by the 
argentine cabinet. No i:ncdieation has yet been receivec of the 
officiel .recntine position on the offcr, but the British 
believe Argentine may moiify its position on price in exchange 
for an assured market for the next four years. 


| DECLASSIFIED FOR PUBLICATION IN FORE!GN !. @zech 
_RELATIONS OF THE UNITED STATES 








- Vv 








BEST COPY AVAILABLE 


i. Czech economic mission was scheduled -to arrive in 
Buenos Aires toward the end of July to negotiate a commercial 
end financial agreement. In June . rgentina concluced a one- 
year commercial agreement with Peru calling for the sale of 
180,000 metric tons of /rgentine wheat in exchange for unspeci- 
fied quantities of any exporteble surplus of Peruvien coal, 
petroleum, rubber, lead, antimony and other minerels. i 
financial agreement and commercial protocolwere signed by 
irgentina and Belgium in May which allows Belgium a maximun 
unfavorable operating balance equivalent to 110 million 
irgentine pesos. The agreement is for cne year but may be 
renewed for additional one-yeer periods by mutual consent. 

The two-year commercicl protocol is designed to further inter- 
change between the two countries and replaces the old exchange 
egreement of 1934. 


atte 


UK-Danish Trade J.zreerent Coneluded The UK Minister of 
Food has announced in Perlianent thet, after two months of 
negotiations, an agretnent hes been reached with the Danish 
Government for the purchase of butter, bacon and eggs up to 

the end of September 1949. Details of the agreement, including 
prices and quantities, will be ennounced shortly. It is under- 
stooc that mininun prices have deen guarenteed with actual 
prices to be specified later. In return,the Denes heve offered 
a very high proportion of their exportable surplus of these 
commocities and have agreea to consult the UK before commiting 
themselves to send more then certein specified quantitics to 
other markets during 1948 and 1949. The Focd Minister reportei 
that the prices to be paid during the first year are higher 
than the prices the UK is paying for similar procucts fron 
other countries because farm costs in Denmerk are extrerely 
high today in relation to costs elsewhere,due to the world 
Shortage of animal feedinzgstuffs upon which Denish agriculture 
is normally so largely dependent, He asked unierstanding fron 
the Dominions saying thet the high-cost situation in Dennerk 
it is hopec will be short-lived. In spite of the fact that 
the egreed prices appear relstively hish clse‘mnere, the Danish 
Governnent has said it will be necessary to recor~cnd to the 
Danish parliament payment of subsities to farmers to supplement 
these prices, 





UK Extends Purchase Contracts “ith New Zealand snd 
w#ustralia Board of Trade officials have conficentially in- 
formed "mbassy London of changes in purchase contracts with 
New Zealand and Jj.ustralia for meat and dciry products. An 
increase of 7 1/2-10 percent in mest prices nd 15 percent in 
prices of dsiry products hes been -grecd to in the New Zecland 
contract, which will be extended for two years. in agreement 
to increase «.ustralian prices was reached, but the question 
of extending the life of the contract will be deferred until 
May 1947. Higher prices were necessitated by increased costs 
needed to step up production. 











Swiss 
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Swiss Plan Trade Negotiations With Several Countries : 
& Swiss official has informed Legetion Bern thet Switzerland 
plans to enter into economic negotiztions with several countries 
shortly. (See page 7 June 10 issue of Current Economic Develop- 
ments). Discussions begun with .ustria in Mey will be resumed 
soon looking toward conclusion of a trade agreement along the 
lines of the draft agreement already prepared. No indication 
has been received from the Soviets that they intend to nego- 
tiate a new trade agreement, but the Swiss expect that with 
their respective diplomatic representatives taking up residence 
at the end of July an agreement will be sought to provide for 
reestablishment of trade relations. Meanwhile Soviet interest 
in Swiss precision instruments, lathes, and machine tools is 
in abeyance following refusal by Swiss banks to discount Soviet 
bills of exchange. The Soviets are continuing to make heavy 
purchases of machinery in Switzerland. Swiss negotiations with 
Yugoslavia will be held the latter part of august as will those 
with Greece, which were postponed from May for technical reasons. 
A Swiss+Rumanian agreenent was sicned in mid-July end further 
information will be furnished by the Swiss Government following 
ratification, On July 15 negotistions were begun between the 
French and Swiss to conclude a trade agrecment to replace that 
of Nov. mber 16, 1945 which had~just expired. 4s the credit of 
250 million Swiss francs rranted by the Swiss Government to 
France is now exhausted, trade with France must be placed on 
a new basis unlcss a further credit is extended, 











France Negotiating 4£ Number Of Jgrecments i. commercial 
agreement signed by France and Rumania went into effect 
July 15. in overall limit for the total amount of trade 
between the two countries is to be set, and it is reported 
that this ceiling "for the first period" is to be four 
hundred billion francs. It is reportec that the agreement . 
setting forth the schedules of comrodities to be exchanged 
between France and the Belgo-Luxembourg Economic Union will 
be signed soon. The agreement is for a one-year period ending 
June 30, 1947 and goods to be exchanged will amount to a total 
of approximately 34 billion French francs, a substantial in- 
crease over the preceding acreement. Negotiations for renewal 
of a commercial agreement between France and Sweden, concluded 
a year ago, are currently under wey in Stockholm, Filateral 
commercial agreements are also being nesotinted with Poland, 
Switzerland, and Czechoslovakia, In June azreements were 
signed with Iceland and Yugoslavie and eerlicr in the year 
agreements were concluded with Denmark, Finlend, Italy, and 
the Netherlands. 
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LANE SATISFIED ON POLISH FULFILLMENT Ambassador Lane has 
OF EXIMBANK CREDIT PREREQUISITES advised us that most 
a of the information 
required.of the Polish Government to fulfill its commitments 
concerning the Eximbank credit of $40 million has now been 
furnished. Despite some price omissions and despite lack 
of assurances that we will receive copies of the new Polish 
trade agreements when they are concluded, Lane feels that 
the information already furnished constitutes reasonable 
fulfillment and that the prerequisites to the conclusion of 











. the credit have been met to our satisfaction. 
* = * 
AGREEMENT REACHED ON THE The Patent Conference held in 


DISPOSAL OF GERMAN PATENTS London to arrange for the 
opening up of German-owned 
patents was concluded on July 27 with the adoption of an 
agreement by the Governments of the US, UK, France and the 
Netherlands, Delegates of Australia, the Union of South . 
Africa, Canada and Czechoslovekia have recommended prompt 
adherence to the agreement on the part of their governments. 
The Accord will come into effect when signed by the US, UK, 
France and four other countries, Due to special situations 
existing in Belgium, Luxembourg, Denmark and Norway, the 
delegates of the countries stated that it would be necessary 
for their Governments to carefully study the /ccord before 
toming to a decision as to their policy. Until December 31, 
1946 the agreement is open for signature to any United Nation 
or neutrel country and any government mey sign on behalf of 
its colonies, overseas territories, or territories under its 
protection or jurisdiction. 





Supplementary to the Accord, 2 Resolution was adopted 
committing each country perticipating in the Conference to 
refrain from taking any action efter August 1, and until 
such time as the country decides as to whether or not it will 
accept the Accord, which will interfere with its ability to 

: carry out the provisions of the Accord if eventually adopted. 

' It was also agreed that IARA should be approached on the 
adoption of the principle thet any participating country that 
places its German-owned patents in the public domain should 
not be charged with the value of the patent egainst its 
reparation share; and, where a government does receive a 
Toyalty or other finenciel benefit from the patents under 
its control, IARA should consider whether any charge should 
be made against the reparation share of thet government. 


The Articles of the Accord are eas follows: (1) After 
January 1, 1947, and subject to the other /rticles of the 
agreement, each country signature to the pact agrees to place 
at the disposal of the public or place in the public domain 
or continuously offer for licensing without royalty to the 
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nationals of all governments party of this agreement, all 
former wholly German-owned patents which have not been al- 
ready terminated or dedicated to the public; (2) where a 
government has made available to its nationals patent rights 
in which there was a former German interest, comparable rights 
are to be made aveilable to the netionels of all other coun- 
tries signatory to the agreement; (3) all patents under 
Article 1 and all licenses granted under /rticle 2 shall 
include the right of free use of the product of the patent 
regerdless of where the product is menufactured; (4) where a 
license is lawfully granted to a non-German prior to August l, 
1946, the protections included in the patent grant shell remain 
in force. This can be done by declining to issue new licenses 
on patents granted on an exclusive basis and by imposing on 
new licenses restrictions similer to those put on licenses 

for the use of non-exclusive patents; (5) each government may 
consider as non-Germen patents or interests in patents belonging 
to German citizens residing outside Germany, German refugees, 
etc., if the property of that individual has been exempted 

or in the future will be exempt from the restrictive laws on 
German-owned property: and (6) the esteblishment, by the 
French, of a clearing office for the exchange of information 
between governments perty to this agreement, with each parti- 
cipating government to furnish e list of all German-owned 
patents which are no longer avcileble due to prior disposal, 
and a copy of the license under which each patent operates. 
Where convenient, each government is to submit also a list 

of patents which heave been placed in the public domain or are 
aveilable on a royalty free basis, 


SEC RET 


USSR_ REJECTS OUR In a public statement August l, the 
HUNGARIAN PROPOSAL USSR rejected our proposal for joint 

US, UK, USSR collaboration on a plan 

for the economic rehabilitation of Hungary, es suggested in 

a letter of July 23 from Ambassador “mith which was later 

made public, (See pege 1, July 22 issue of Current Economic 
Developments). The Soviets maintained that "the working of 

such a plan belongs exclusively to the competence of the 
Hungarian Government", Moreover, they branded es "unrealistic" 
the conclusions set forth in our letter both es to the present 


state of the Hungarian economy and the reasons therefor, 








In answer to our charge that 'ungcery is still unable to meet 
‘its reparetions obligetions even though one-half of the ocut- 
put of its manufacturing industry, which is operating eat only 
one-third of its prewar level, is absorbed by requirements 
of the occupying power end that reparetions alcne absorb 
between 80 and 90 percent of the current output of heavy indus- 
try, the Soviets reply that Hungarian reprration payments to 
the USSR in 1945 did not exceed 10 million--"2 quite insig- 
nificant sum". They pointed out that they had made considerable | 
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concessions to the Hungcrians, extending the term of repara- 
tion deliveries from the six years prescribed in the armistice 
agreement to eight years and head accepted a Hungarian plan 
for future reparation deliveries, Under this plan deliverjes 
for 1946 are fixed at $21,800,000; for 1947, $23 million; for 
1948, $25 million; for 1949-53, $30 million annually. At the 
same time the Soviets released Hungary from payment of a $6 
million fine for non-fulfillment of reparation deliveries in 
the first year. In addition, the Sovicts state that under 
the Soviet-Hungarian trade agreement, et received from 
the USSR in 1945 goods to the amount of $6,300,000, while 
Hungary delivered to the USSR goods only in the emount of 
$26,600, Taking into account these goods, the Soviets point 
out thet all Hungarian deliveries for the USSR did not exceed 
$3 3 700 000. 


They reject our statement on Red irmy removals of grain, 
meats, lard, etc. es “entirely incorrect", claiming that the 
Soviet forces received not more than three percent of the 
total emount of these products of the 1945 grain harvest and 
not more than eight percent of the swine. Further, it is 
claimed that "the Hungarian Government did not make deliveries 
of industrial products for the Red army, with the exception 
of fuel and a certain amount of commissary supplies". 


In our letter of July 23, we stated that total war demages 
to Hungarian manufacturing are estimated at $345,000,000, of 
which $124,200,000 was due to Sovict removals. The USSR 
maintains that its forces removed from Hungary as trophy 
equipment only certain military enterprises of a value not 
exceeding $11,000,000. 


Our letter charged that the Soviet estimate of 33,000,C000,0C0 
for Hungarian property in the American zones in Austria and 
Germany was greatly exaggerated since official Hungarian sta- 
tistics estimated total Hungarian war damages attributable to 
Germans and Nyilas at only $1,25C,000,000. Moreover, we 
pointed out that the US had elready notified Hungary of its 
intention to return to Hunzary the looted gold in its custody, 
approximately $32 million, and to expedite restitution of 
identifiable looted property. The Soviet reply claims that 
Hungarian Prime Minister Nagy in a statement to Parliament 
on February 7 declared thet.the Hungarian Government had 
registered the property located in the amcrican zones of 
occupation at more than %2 billion and said as more property 
comes to light this sum would reach about $3 billions The 
Soviets point out that the US is still prepering lists of 
Hungarian property carried away to Germany and Austria and has 
still not determined the value of the property, Moreover, 
they add that the gold and "a large quantity of the most valu- 
able industrial equipment and raw materials which fell into 
the hands of the American Government to the present time has 
still not been returned to Hungary". Meanwhiie, word has 
been received here from Germany thet restitution to Hungary 
from the US zone has been proceeding end ectuel shipment of 
gold to Hungary was scheduled to teke place on a special train 
to Budapest August 5. 
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Our estimate of the capacity of Hungarian industrial 
enterprise is challenged, the Sovicts maintaining thet by 
July 1946 production of pig iron, stcel, rolled metal and 
machine building had risen to 70-85 percent of prevar expacity 
and production of light industry to 85-90 percent of prewer 
level. In addition they point to a nurber of new fectory 
shops and plants as en indicetion of Hungarian recovery and 
a refutation of our alleg-tion that current Hungserian output 
is being consumed by repaeretions and thet nothing remains 
for the restoration of the Hungerian econony. 


oe” eae ae 
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EXPERTS ' ESTI.TES OF RUILNIN ARMISTICE Totel official 
DELIVERIES REJECTSD 3° COC 7UNIST OFFICIAL armistice deliveries 
from Rumania to the 
USSR by July first reeched a value of about “1 1/2 billion 
and unofficial deliveries sbout {1/2 billion, according to a 
recent report from Bucharest. cspparently a secret peremptory 
demand hes been made by the USSR that Rumania furnish greater 
dezivery of iron and steel, petroleum products and timber. 
Preliminary indiestions are thet the Soviets snticipate large 
deliveries prior to the signing of peace perhaps six months 
hence, notwithstending the ermistice deliveries elready made. 











With respect to armistice deliveries it is interesting to 
note that a detailed report on Rurania's performance under 
the .rmistice contract from inception until Mey 1, 1946 was 
prepered by a staff of Rumanian experts in the former srmistice 
Commission and its successor agency, now headed by Dr. Oeriu, 
a Communist, The experts considered it to be the most ob- 
jectively analytical of any of its reports but Dr. Oeriu re- 
jected its findings. It was not announced to the public and 
nost of the copies were destroved. The report estimated 
armistice deliveries up to Mey 1 as totalling °1,330,484,455. 
This emount represents 7.7 times the cverrge annucl budgetery 
income of the country for the period 1933-37, or 8.3 times the 
value of exports during the period. The report covers a detailed 
survey of oil, cereals, livestock, lumber, industrial production, 
building materials, chemical products, inaustrial equipment, 
and transportation, giving both actual units and the dollar 
valuation. The factors for converting lei into dollars cre 
explained in detail, 
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DEPARTIENT APPOINTS COMITTEE Under the direction of 

‘ TO REVIEW US GERIAN POLICY Assistant Secretary 

Hildring a Departmental . 

committee has been appointed to conduct a comprehensive re- 
view of US policy with respect to Germany. The conclusions 
and recommendations of the committee are to be ready by 
September 15 for consideration prior to the fall meeting of 
the CFM on Germany. The status of the committee is confidential. 
It is expected thet ten days to two weeks will be spent in. | 
Berlin to permit full discussion with US occupation authorities. 





The committee's terms of reference call for framing the 
objectives of German policy, and include a study of the 
fundamental factors affecting this solution. Attitudes and 
objectives of other povers and likelihood of disagreement 
between the US and foreign objectives are to be thorcughly 
explored and analyzed. In addition, the committee is euthor- 
ized to prepare an agenda for the CF" meeting on Germany and 
a list of items which will probably be brought up by the 
other powers together vith our attitudes on these specific 
questions. In case of disagreement between our objectives 
end theirs, alternative progrems should also be considered 
and recommended. | 1 | 


The committee has divided its work into three parts: 
(1) a statement of permanent objectives; (2) current problems 
in relation to our permanent objectives; and (3) immediate 
targets to be achieved if our permanent objectives are to be 
realized, 


Specifically under (1), the committee is to draft a 
broad definition of US policy and objcctives with respect 
to Germany and Germany's relationship to the rcst of Europe, 
outlining the elements of policy ‘vhich serve these objectives. 
These consist of the permanent territorial composition of 
Germany; character of the German government; lIevel-of-industry 
and composition of the German economy and its relation to the 
rest of Europe; the limits on reparation payments and the 
period within which they should be completed; long-run controls 
emd restraints on German sovereignty end the timing of Germany's 
assumption of internal control, | 








The second half of the study will deal with (a) the 
position of the other occupying powers toward Germany as a. 
factor in the belance of power on the continent and in the 
world and a study of the factors conditioning the S position 
on Germany; (b) the present territorial situation, nenely uni- 
fication, the Ruhr, Rhinelend, Seer and the provinces east of 
the Oder-Niesse line; (c) the current politicel structure 
within the four zones end their influence on an cventual 
central government; (d) the current economic, financial and 
trade situation, particularly vith respect to reducing 
cartels end excessivs concentration and centralization of 
industry; (e) reletion of Potsdam and level-of-industry 
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decisions to permancnt cconosmic objectives; (f) the repa- a 
ration situation, rcvalucd with respect to the territorial 

issue (particulerly t>ose areas desired bv the Freneh) and 
evaluation of the present disagreement on continuation of 
reparations until treatment_of Germany as an cconomic unit ( 
is achieved; (g) statement of policy cn long-range rostrie- . . j 
tions, such as the 25-ycer disarmament treaty end inter- Se 
nationalization of the Ruhr, — , 


Part three of the study vill deal with formation of 
a course of strategy for the rehabilitation of the US zone and 
dealings on a quadripartite basis aimed at the unification 
and development of e« reaccful Germany.:. The last part.of 
the study will be the development of an alternative policy 
if our objectives meet with major resistance or reversel. 


General Clay, whose staff has also teen engeged in 
drafting a summary statement of US policy and objectivcs, 4 
has been asked to refrain from issuing any comprehensive 
statement until the government has had the opportunity of 
reviewing the entire situation. ! 


The Departmental committee is composed of the following 
personr.cl who are devoting full time to the vork of tne con- 
mittee: James Riddleberger, Chief of the Division of Central 
European Affairs, Chairman; J. X. Galbraith, Director of the 
Office of Economic Security Policy; Edward i’ason, Professor 
of “conomics at Harverd University, formerly Deputy to 
Assistant Secretary Clayton; and Henry Leverich, Acting 
Chief, Division of Occupied Areas, Office of International 
Information and Cultural Affairs. | 


SECRET ; 
_ x * * 
NORMAN NESS HEADS THE OFFICE -OF ' Mr. Normen T. Ness, 


FINANCIAL AND DEVELOPUENT POLICY formerly with the 
| Eximbenk, succeeds 
Mr. George F. Luthringer as Director of the Office of 
Financial and Development Policy. ‘<r. Luthringer has been e 
appointed as alternate US Director of the International ) 
Monetary Fund. Prior to his service with the Eximbank, 

Mr. Ness was Assistant Director of the Division of Monetary . 
Research of the Department of the -Treasury. 
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HUNGARIAL AVIATION OFFICIALS URGE US Officials of the 
TO REOPEN REQUEST FOR AVIATIO® RIGHTS Aviation Division 

of the Hungarian 
Communications Division have indicated to Mission Budapest 
that the Hungarians are now ready .to discuss civil aviation 
matters with the US. At their instigation, conversations 
have been held with US diplomatic representatives in Budapest 
regarding the reopening of negotiations on the US request 
for transit and landing rights in Hungary. These officials 
have repeatedly urged that the US take the initiative in rais- 
ing the question again. ‘Mission Budapest has emphasized the. 
fact that since we have never withdrawn our requests we con- 
Sider that the matter is still open, that the Hungarian reply 
of May 20, 1946 is definitive, and that reopening of the ques- 
tion is up to the Hungarians. In ‘ay the Hungarian Government 
stated that during the Soviet military occupation the Govern- 
ment was not in a position to dispose freely of matters re- 
garding air rights. This position was protested by the US in 
light of the simultaneous grant to the USSR of widespread 
aviation rights and concessions, 





The Aviation Division officials now claim that they had 
no knowledge of US requests for air rights and express the 
opinion that their office was not consulted because general 
policy considerations may have induced the Hungarian Govern- 
ment. not to treat the US request on its own merits. They 
refer to the 'cthanged conditions" since several airfields have 
now. been turned over to Hungary by the Soviets. Mission 
Budapest suggests that the Soviets may have turned over the 
airfields with a hint that air agreements with the Western 
powers may now be discussed. 


The Communist Deputy Director of the Aviation Division 
has stated that landing and operation rights can now be ar- 
ranged and that Hungary is anxious to have a US airline 
operate into Hungary as soon as possible. However, although 
they promised on August 5 to trensmit immediately a communi- 
cation from the Aviation Division through the Foreign Office 
granting US requests for landing and operation rights, the 
communication has not yet been received and they continue 
to urge the US to address a new request on this subject. 

In the meantime, the Prime Minister has informed Mission _ 
Budapest that he plans to reopen the question of landing rights 
for US commercial aircraft in Hungary as soon as the peace 


treaty is signed. 


The US is doubtful that the Hungarian Government is ready 
to grant aviation rights or that the Soviet policy has changed. 
“e feel that certein Hungarian officials are urging a rapport 
between Panam end Maszvolet but that action on the Governmental 
level granting US rights will not be forthcoming. Hungary ap- 
parently desires US finencial or at least technical assistance 
to improve its airport facilities so that Maszvolet may begin 
operations. Furthermore, even if Hungary should grant US 


aircraft 
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aircraft transit and landing rights, the US may not be 
interested in utilizing them as long as the general ques- 

tion of operations in the Balkans remains blocked. The CAB 
has recently granted Panam permission to route its services 

to by-pass Hungary and the US has for the time being . 

abandoned efforts to secure aviation privileges in the Balkans. 


“a 


* * * 


S'VNCC APPROVES PROGRAM ON ASSURED Approval hes been given 
PRODUCTION CAPACITY LEVELS FOR JAPAN by S"NCC to a Policy 

* & Paper on Assured Produc- 
tion Capacity Levels for Japan. The paper will now be proposed 
by the US representative to the Far'Eastern Commission for 


adoption. ) 








| The Paper was drawn up in line with thet part of the 
Potsdam Protocol which provides that Japan should pay repa- 
rations in kind and should be permitted to retain such in- 
‘dustries as are needed both for this purpose and to support 
a peaceful economy but not those which would permit rearming 
for war. In addition, the S""CC-approved program on Interim 
Reparation Removals recommended thet a program on assured 
production capacity levels for the ten most important indus- 
trial categories should be formulated by S'NCC. (See page 6, 
May 20, 1946 issue of Current Lconomic Developments). By as- 
suring the Japenese people that they may retain a specific 
amount of industrial capacity, even after final reparation re- 
movals, it is hoped to restore the initiative of Japanese in- 
dustrialists, the flow of cavital into these enterprises, and 
the production of goods necessary to support the peacetime 
economy. The proposal to establish a minim assured capacity 
level, parallel with the designation of an obviously excess 
capacity level, will permit SCAP to designate certain plants 
for. permanent retention within the Japanese economy. Because 
speedy adoption and implementation of the plan is necessary if 
benefit is to result from it, S"NCC, in adopting the Paper, 
authorized the US representative to the FEC: to accept. reductions 
not exceeding 20 percent in any of the levels recommended, if 
such compromise is necessery to facilitate and procure the adop- 
tion of the program by FEC. Authority is also cxténded to the 
US representative to increase by 10 percent the levels recom- 
mended except in the capecity of the machine tool and ship- 
building industrics. If.a situation arises where the fear of 
reparation removals seriously retards the revitalization of 
industries other than those covered in this Paper, additional 
industries will be considered for inclusion in the assured pro- 


duction program. 





The figures for each industry were arrived at by esti- 
mating Japan's minimized post-war peaceful requirements. 
Taken: into consideration also was the question of security 
and the support of an economy "appropriate to a defeated | 
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aggressor nation", and the availability of raw materials end 
manpower, 4S an index of need the peacctime rcquirements 6f 
the year 1930 were used as the base year, with adjustments 
made for population changes and for certain intangible fac- 
tors. As the reparation program is one for an interim period 
so is this policy, with US policy as to final levels still to 
be determined, but in no case will they be lower than ‘the | 
assured levels, | | 





-If this proposed program is adopted by the FEC, SCAP 
will bé instructed to designate for retention specific plants 
and establishments in’ cach category. 


Recommended Levels The recommended production capacity 
levels to be retained are as follows: 





(1) Machine Tool Industry. Assured production ‘capacity 
level is placed at 10,000 units annually. © This will ‘leave 
an excess capacity of production of 17,000. units over’ and 
above that approved for the Interim Removals Program. . This 
amount may ultimately be available for reparation. —-» 


(2) Army and Navy arsenals. Since there is‘rio placé in. 
the planned peacetime economy of Japan for arsenals, no pro- 
vision is made for assured capacity. ete 2 | ‘ 





(3) Aircraft. For security reasons US policy denies to 
Japan the right to manufacture or operate aircraft. 


“ (4) Ball and Roller Bearing Industry. Under the Interim | 
Removals Program, only 10 perccnt capacity was to be left in 
the country. At this time, however, no decision. has-been-- - 
made on assured capacity. | te sitSedle Bee eee 


(5). Shipbuilding. -In arriving at a figure certain in- 
tangible items vere taken into consideration, such as the cur- 
rent world excess of merchant marine vessels:' the China program 
for expansion, of her. ferchant. marine which will reduce China's 
dependence on Japanese. shipping; and the US recommendations 
for..industrial:disarmament, which would limit the size of 
merchant vessels to be built by vapan.-. 6n this basis, an as- 
sured annual production capacity of 20,000 gross tons of new 
construction and supporting facilities for the service and re- 
pair. of a merchant :fléet:of 2.0 million‘gross tons was agreed. 
upon. : et; : . 





(6) Iron and Steel. In setting the essured levels for iron 
, and steel, consumption in the base year was adjusted to take — 
eccount of amounts devoted to military uses. Assured capacity is 
recommended at 2.0 million metric tons of steel ingot in the 
iron and steel industry and 500,000 metric tons of pig iron. 


.. (7) Light Metals. Yo figure is given for assured produc- 
tion capacity since under the Interim Reparation Removal program 


the 


DECLASSIFIED FOR PUBLICATION IN FORE'GN 


RELATIONS OF THE UNITED STATES 





use 


I 


id 


LLL 











e 6 « 


the US recommended that all ectual productive capacity in the 
light metals industry should be declared as available for 
reparation removals. | | 


_ (8) Thermal Electric Power. Determination of power . 
capacity is based on installed capacity in 1930 and is set 
at 1.0 million kilowatts, without any adjustment being made 
for the increase in populetion. This figure is based on that 
portion of the capacity identified as "public utility" only, 
since the other types of capacity have been covered within 
the industry with which they are connected. 


(9) Sulphuric Acid. Assured production capacity of 
3.5 million metric tons is provided. : 


(10) Soda Ash, Chlorine and Caustic Soda. Assured pro- 
duction capacity level is recommended at ‘260,000 metric tons 
of soda ash, 35,000 metric tons of chlorine and 100,000 tons 
of caustic soda annually. 


In selecting the particular facilitics to be retained, 
emphasis should be on those facilities which (a) have had the 
least direct connection with military production in the past 
end are the least susceptible to military conversion in the 
future; (b) will encourage new enterprises and which will 
destroy the influence of the Zaibatsu; and (c) have the best 
access to markets, rew materials, manpower, power supply, end 
complementary facilities, | 


x* * * 


KOREA AND JAPAN TO RECEIVE & surplus property credit of 
SURPLUS PROPERTY CREDITS S25 million is expected to be 
This 


extended shortly to Korea. 
credit will be made to the US Military Government of Korea and 
will be assumed by the Government of Korea when it is established. 
The credit will run for 30 years, and amoritization will be paid 
in 25 equal annual installments beginning July, 1952. The 
interest rate is 2-3/8 percent due annually, with first payment 
to be made July 1, 1951. Provision is to be made for local. cur- 


rency and property exchange. 


kh eredit is also to be extended to Japan. The maximum 
amount of this credit hes not been determined as yet. It will 
furnish supplies essential to prevent disease and unrest or 
for accomplishment of the objectives of occupation. The surplus 
property may be sold to Japanese agencies, payment to be obtained 
in US dollars from the proceeds of Japanese exports under the ‘ 
same terms that apply to imports for prevention of disease and ‘ 
unrest or for accomplishment of the occupation objectives. 


t the agreements will be signed shortly 


It is expected tha 
t area is stationed. 


in Manila where the FLC Commissioner for tha 


* * * 
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US CONCERNED OVER UK ATT=MPT T) EXTEND The Department is 
BULK PURCHASES OF NEV ZEALAND LEATHERS concerned over 
| another bulk purchase 
proposal of the UK, following closely on the UK-Canadian wheat 
deal, (See page 1, July 8 issue of Current Economic Developments) 
covering calf and sheep skins from New Zealand. In the case of 
these skins, US interest as a chief importer of these products 
from New Zealand is threatened, since the proposed British pur- 
chases, together with forward contracts concluded with Australia 
-and Canada, threaten virtually to exclude suppltes for the US. 
Officers of Legation ‘Jellington have discussed the problem with 
the New Zealand Minister of Finance and Customs, Mr. Nash. 








Calfskins With regard to calfskins, the Legation reports 
that the major difficulty results from forward sales made in a 
free market since June 26, the date when the Combined Hides, 
Skins and Leather Committee was dissolved. Domestic require- 
ments in New Zealand will receive a priority, and they are 
presently estimated at 250,000 skins. Forward private purchases 
total 548,000 skins, of which Canada has 280,000, Australia 
166,000, the UK 20,000 and the US 30,000. Any large-scale 
repudiation of these contracts appears impracticable, as the 
Canadian and Australian Governments would protest cancellation 
of sales to their nationals. Since production of calfskins for 
the 1946 season just starting is estimated at 850,000, forward 
contracts and New Zealand domestic requirements leave very few to 
satisfy US and UK demands. The British are reported to hav 
already made a firm offer for 350,000 calfskins. ) , 


Sheepskins On sheepskins the Legation reports that New 
Zealand has reached agreement with the UK by which about 
1,000,000 sheep and lamb pelts previously unsold from the 
1945-46 season have been sold to the UK at increases of 30 and 
20 shillings per pelt over the old ceiling prices. Serious 

. consideration is being given to extension of the bulk contract 
into the new season beginning October l. , 





New Zealand Policy New Zealand Government policy.on both 
calf and sheepskins appears to be: 





(1) To give priority to domestic tanners to supply 
essential requirements. Requirements will be screened and 
disallowed if the end product is not subject to stabilization. 


(2) To give preference to the UK by accepting a firm 
offer already made on an amount large enough to meet its 
essential requirements but not to permit trading in skins with 


third countries, 


| (3) Price policy on sale to the UK is not yet determined, 
as it-is involved with policy on disposition of the remainder 
of the exportable supply. “hile New cealand does not want to 
sell to the UK at prices which would enable the British to 
undersell New Zealand's other customers, they want to give 


Britain 
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Britain the advantage of differences in domestic price level 
as compared with the US. However, there is no intention of 
selling the balance of the supply at low preferential prices 
which might be set for the UK as this would deprive New 
Zealand producers of possible income and give an additional 
margin to foreign dealers.-- ---- °° 7 UU 
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(4) Sereened requirements and Britain's historical 
position in the market would determine the: quantity on which 
the preference would be-granted to the. UK. Nash estimates ~ 
the amount tentatively at 32 percent of the exportable supply 
of calfskins. es ts 7 


The Legation feels that if the bulk.contracts with the 
UK are extended into the new season, the best interests of 
the US would be served by requesting an allocation that would 
guarantee the US position, with prices subject to negotiation. 
The alternative, they feel, is to ask for repudiation of all 
deals since June 26 and immediate reconstitution of the Combined 
Hides, Skins and Leather Committee. 


SECRET a 


ECOSOC WILL MEET IN September 11 has been definitely set 
NEW YORK SEPTEMBER 11 #=as the date for the next meeting of 

: the Economic and Social Council, 
owing to postponement of the second part of the first session 
of the General Assembly. The provisional agenda.is as follows: 
(1) Adoption of agenda; (2) International Refugee Organization; 
(3) Preliminary report of temporary subcommission on economic 
reconstruction of devastated areas; (4) Report of committee 
on negotiations with specialized agencies; (5) Election of 
members of commissions; (6) Secretary General's report on 
assistance to FAO; (7) Request to General Assembly for authori- 
zation to Council to recuest advisory. opinions of International 
Court of Justice; (8) Transfer to UN of functions previously. 
exercised by League under international narcotics conventions; 
(9) Report of Secretary General on International Health Confer- 
ence; (10) Transfer to UN of other non-political functions. of: 
League; (11) Report of committee on arrangements for consulta- 
tion with non-governmental organizations; (12) Report of com- 
mittee on organization of the council on the, fiscal commission; 
(13) Report on demographic commission; (14) Report on coordi- 
nation commission; (15) UK proposal on League loans; (16) Belgian 
proposal on League of Red Cross societies; (17) Arrangements for 
cooperation with ‘Security and Trusteéship Councils; (18). Terms . 
of reference of subcommissions of Economic and Employment Com- . 
mission; (19) UK proposal on composition of subcommissions of 
economic and employment commission; and (20) Payment of expenses 


of members of commissions. caw. 


UNRESTRICTED 
* * 
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US TO OPPOSE ORR #OOD PLAN AT Sir John Boyd Orr, Director 
F..0 CCUFEREMCE IN COPENHAGEN General of the Food and 
Agriculture Organization, 
has drafted at the FAO's request a-long-term plan for 
stabilizing agricultural prices and improving nutrition 
throughout the world. The plan, which will probably be 
presented at the next meeting of FAO in Copenhagen on 
September 2, calls for guaranteed minimum prices for important 
agricultural commodities on ea world-wide scale, A World Food 
Board wouid buy storeable commodities when their prices fell 
below the guaranteed minimum and would sell when prices rose 
above predetermined maximums. Also included are provisions 
for loans to advance food production techniques in backward 
areas and loans or gifts of surplus foods to needy people. 
Largely as a result of State Department opposition the Inter- 
agency Committee on FAO has adopted a compromise resolution on 
the plan which received the unanimous approval of the Cabinct. 
Stating that the aims of the proposal ere important both for 
the short term and for the long term and that international 
collaborative ection among nations is definitely needed to 
solve these problems, the resolution calls for an inter- 
national committee to be esteblished by the Second Session 
of the FAO to analyze alternetive proposals and vrepare a 
specific plan of action. The committee vould be required to 
report not later than December 31, 1946 and its report would 
be brought to the attention of FAO countries end the Economic 
and Social Council. The US delegate to FAO has been instructed 
not to commit the US to anything other than study of the Orr 
Plan by a committee. It is believed that the British too will 
Support the US stand egainst the plen. They are said to opposes 
the idea of an international board which would control prices 
of such a large vart of their essential imports. 





Department's Position “hile the Department agrees with 
the laudable objectives of the plan to raise nutritional levels 
throughout the world and provide security for farmers, we consider 
the scheme impracticable and detrimental to the long-run interests 
of food »nroducers and consumcrs. An extension on the inter- 
national scale of the "ever-normal granary", the Orr proposal 
world involve huge expenditures, makins the projected board, it 
is believed, the most potentially expensive of any international 
organization ever proposed. Since the bulk of the financial 
backing would have to come from the US and the UK, the plan is 
expected to appeal strongly to countries dependent on agri- 
culturel exports and those facing food shortages which would 





‘benefit from the relicf aspects of the plan. 


In addition to the financial one, a besic objection of 
the Department to the Orr plan is that it is in direct conflict 
with our Trade Proposals and the machinery to be set up in the 
International Trade Organization for dealing with surpluses. 
The Proposals call for international commodity controls as 
interim devices only until the causes of surpluses can be re- 


moved. 
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FIVE AMERICAN REPUBLICS HAVE FAILED TO Arrears in payments 
'.KE ANY PAYMENTS ON LEND-LEASE ACCOUNTS of lend-lease ac- 
counts have recently 
been the subject of considerable concern in the responsible 


economic and political offices, 








During the war agreements were made with 18 of the other 


American Republics (all except Argentina and Panama) authorizing 
the allocation of equipment valued at approximately $426 million. 


Charges for transfer of equipment to the value of approximately 


~290 million had been reported through February 28, 1946 although - 


final reports are expected to indicate a somewhat higher total. 
The various repayment provisions call for reimbursement to the 
US of about GOB million on transfers so far reported, with a 
total of {578 million now due. Of this ‘78 million, approxi- 
mately $54 million has been received. 


The repayment provisions varied but the important point 
is that each and every agreement called for reimbursement to 
the US and there was never any expectation that these repay- 
ments would be waived, - 


The experience with lend-lease in the other. American 
republics has not been an altorether happy one, since it is 
well-known that with the exception of Brazil and to a far less 
extent lexico, the other republics did no fighting. The 16 
republics in this category received modern equipment and 
materially improved their military establishments largely at 
the expense of the American taxpayer. These arrangements have 
been criticized recently both in the press and in Congress, 


While the repayment record has on the whole been good, 
five .of the countries--llexico, Cuba, Bolivia, Costa Rica, and 
licaragua--have failed to make any payments whatever. 


The amount involved in the case of Mexico is $8,737,000, 
of which $6,600,000 is now due. The Mexican Government a few 
months ago advanced the notion that the agreement permitted it 
to defer payments until 1949. Shortly thereafter the Mexican 
Government shifted its ground and contended that it had re- 
ceived an assurance that no payment at all would be required-- 
that although bills would be submitted pursuant to the agree- 
ment signed by “‘texico, that government was not really expecied 
to make arv remittance. All the officials who were in the 
Departmens at the time and in a position to know the facts of 
the. cese, have been consulted and have denied thrt any such 
assurance was made or implied. There is no known evidence 
‘that President Roosevelt made such a promise. The lexican 
Ambassador was recently informed of the foregoing and con- 

. sideration is now being given to curtailing further arms sales 


+o Mexico, 


The case of Cuba is alse of interest. The financial situ- 
ation there is excellent and Cuba could without difficulty meet 


or its 
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its lend-lease obligations. Its failure to do so cortinves, 
however, and the Cuban Ambassador recently rerarked that 
"after all the equipment is nov antiguated". Cuba at the 
moment is-desirous of purchasing and nas offered to purchase 
for cash approximately 71,550,000 worth of coast guard and 
aviation equipment. The Cuban Ambassador has teen informed 
that until the lend-lease account hes been liquidated no 
further equipment will be made available, and it is hoped 
that at least a partial payment vill be forthcoming in the 
near future, 


In all cases the Department continues to consider lend- 
lease debts es accounts receivable and vill continve its 
efforts to collect balarces still due, 


NEGOTIATIONS CONTINUE ON The Belgian Cabinet is now re- 
LEND-LEASE SETTLEMENTS viewing a proposed lend-lease 
settlement. Negotiations with 
South Africa continue end negotiations with the Dutch are 
expected to commence shortly. The American l!inister in 
Addis Ababa has been euthorized to conclude a settlement with 
Ethiopia. ‘Jorking groups are preparing recommendations for 
settlement with Grevzce and Czechoslovakia. As previously re- 
ported, settlements have now been concluded with the UK, 
Turkey, India, France, New Zealand, China, frazil and 
Australia. 





Belgium The newly constituted Belgian Cabinet is now 
reviewing an agreement recently reached by belgian and US 
representatives in /eshington on an overall lend-lease and 
surplus settlement. The agrecment provides that no payment 
shall be made by either government in settlement of lend- 
lease, Plan A and reverse lend-lease, in view of the epproxi- 
mate balance of the accounts, The Felzgian Government is to 
set up a reserve equivalent to 10 percent of the tota! Plan A 
bill, in accordance with US commitments to the 'K ana ‘anada. 
In addition, the Belgian Government will pay approzime ely 
$18 million for surplus property transferred to it under the 
October, 1945 agreerent. Of this sum an amount up to $8.25 
million will be paid in locel currency for US real estate and 
cultural relations ~rograrss, and $5 million will be offset by 
the underteling of the Belgian Government to pay private 
claims ageinst the ™S Government. The remainder will be paid 
on 3 (c) terms or in Felgian francs, if the US desires addi- 
tional local currency. As of October 1, 1946 title to all US 
surplus property in PFelgium not previously committed for sale 
will pass to the Belgian Government, which will sell the 
property on the basis of a 50-50 division of the gross proceeds 
of sale. In addition, a 3 (c) credit of ‘10 million will be 
extended to Belgium for the purchase of US surpluses elsewhere 


in Europe. , 
South Africa 
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South Africa The South sfrican lend-lease delegation 
has proposed scttlement on the basis of no cherge for goods 
end services used up by the South African forces against the 
cnemy. They have expressed eae willingness to pay for goods 
used in the South African civilian economy and to settic for 
inventories still held by their armed forces. “hen negoti- 
ations opened on July 15, the US presented accounts indicating 
dircet transfers to the Union amounting to “128 million on 
straight lend-leese and .37 million on cash reimbursement, 
cnd indirect lend-leaese aid amounting to about 3730 million. 
The South African delegation had previously offered an overe1l 
settlement of £40 million but they have now stated that offer 
is recognized to be low in vicw of further information on the 
accounts. The US side is nov considering an answer to the 
South Africen proposal. Simultancously with the negotiations 
on principles of settlement, a combined working group has been 
reviewing the figures and has mede considcrable progress toveard 
agreement in most respects, 





Ethiopia An instruction has been sent to the American 
Minister in Addis Ababe authorizing him to conclude a lend- 
le ase settlement with Ethiopic. The proposel calls for pay- 
ment of »200,000, to be taken in improvements to real property 
or in local currency funds for cultural programs, or payment 
in dollars in the event that these purposes are not agreed 
upon vrithin five years. 





USSR SIGNS FIRST FRIENDSEIP, COLERCE JD . Tho Treaty of 
NAVIGATION TREATY “ITH LATIN 7 ERIC. Like Friendshin, 
Commerce and 
Navigation, signed with weet ceremony in !.oscow .zugust 9 by 
the USSR and Uruguay, is the first tne Sovicts have concluded 
with a Latin American country. The Uruguayan Foreign Office 
reports that the treaty contains the customary clcuses, in- 
cluding a most-fevored=netion cleuse. fn innovation is a 
clause providing for personnel to facilitate carrying out 

the treaty. | 
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This weekly publication is designed to highlight developments in the eco- 
nomic divisions of the Department of State, and to indicate the economic prob- 
lems which are currently receiving attention in the Department. It is suggested 
that copies be retained on file, as reference will sometimes be made to previously 
reported items to avoid repetition. 


Document Security Instructions 


This document should be treated in accordance with current instructions 
regarding security measures for SECRET material. Extreme care should be ex- 
ercised to avoid public or private discussion of the information herein with or in 
the presence or hearing of any person not authorized to have knowledge thereof. 
For general purposes all classified Foreign Service Officers and other responsible 
economic officers are authorized to have knowledge of the contents of this docu- 
ment, responsibility for the safekeeping of which will be assumed by each recipient 
thereof. It may be retained in protected files or, at the discretion of the recipient, 
destroyed by burning. If not personally disposed of by the recipient, he will 
assure himself that it is burned in the manner prescribed for SECRET material. 
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US PROTESTS PROPOSED USSR- Legation Stockholm and Embassy 
SWEDISH TRADE AGREE ENT . Moscow have -been instructed to 

| submit notes to the Swedish 
and Soviet Governments expressing US views regarding long-term 
bilateral trade agreements such as the one now under discus- 
sion by those two governments. (See page 11, August 5 issue 
of Current Economic Developments.) Although the two notes are 
different in many respects, they both outline the history of 
our trade proposals and plans for a world trade conference 
and say that we understand Sweden and the USSR are now negoti- 
ating a bilateral trade agreement which might last for five 
years or more, and that the quantities involved may absorb 
for particular commodities a substantial portion of Swedish 
exports, An agreement of this type would allocate for a con- 
siderable period specified cuantities of Swedish exports to 
the USSR and similarly Soviet exports to Sweden irrespective 
of supérior commercial opportunities which might develop else- 
where, thus tending to freeze trade in a bilateral pattern and 
reducing the benefits arising from multilateral trade. Other 
countries would be discriminated against since they could not 
bid for a share of these exports during the period of the agree- 
ment, even though such: transactions might be profitable to 
Swedish firms and the Soviet Government as weil as to the 
bidders, . 





“e are telling the Swedish Government that we hope they 
will conform to the basic principles of our trade proposals 
and will avoid any agreement involving such quantities of 
goods for such periods of time as to make it impossible for 
Sweden to conform to the proposed charter of the International 
Trade Organization, We hope Sweden will at least retain free- 
dom of action by inserting in any bilateral trade agreements 
a clause making such agreements subject to any general agree- 
ments looking toward expansion of trade on a multilateral 
basis to which Sweden may in the future become a party. These 
comments do not, of course, refer to extension of external 
credits by Sweden if the sales made under the credits are 
based on commercial considerations. To the USSR we are saying 
that we hope they will not undertake commitments which would 
not be in consonance with the principles enunciated in 
Article VII of the Mutual Aid Agreement, or which would preju- — 
dice the objectives of the proposed trade and employment con- 
ference, | 7 


Swedish Counters .oposal to USSR The Swedes have said 
that they are unable to furnish all types and quantities of 
products, particularly a large item for electrical equipment, 
asked for by the Soviets under the five-year, one billion crown 
credit being discussed, In their counterproposals they offer 

to supply during the stipulated period 550,0C0,000 crowns worth 
of the products on the Soviet list. If other products available 
for export should be accepted, the total might be raised to 
650,000,000 crowns. Or if the USSR will conclude an agreement 


for a seven-year period, goods totalling the entire billion 
crowns could be supplied. 
Swedish 
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Swedish Government View The proposed credit, larger 
than any ever extended by Sweden, is said to be becked by 
Professor Gunner lyrdal, Swedish Minister of Commerce, and 
Ernst Wigforss, Minister of Finance, who apperently feel 
that by tying its ecconomy to the USSR Sweden can avoid a 
future crash. The totalitarian economy of the Soviet Union, 
they feel, is less subject to world depression than are the 

‘ economies of the western powers, : | 





swedish Industrialists Views Swedisr industry and the 
press cre reported to be continuing their opposition to the ~ 
agreement. Manufacturers pleading labor shortage’ as the 
reason for delay in filling Soviet orders have been-told that 
these’ orders must be given priority over all others. 





Swedish Labor Views ‘“Yhile one view has been expressed 
‘that Swedish labor is opposed to the agreement beceuse com- 
‘pulsion of workers as vell as of capital end management would 
_ be necessary to mect the huge commitments, « more common view 
is th:t present and potential Soviet influence in the Swedish 
‘labor movement is the inspiration for Swedish efforts to con- 
clude the egreement. Strikes which suspended Swedish produc- 
tion of items needed by Finlend for meking goods for. Soviet 
reperations account were promptly settled when Finnish Com- 
munists were sent to Sweden to explain the situation. Ap- 
parently the Swedish Government fecis thet smooth labor 
relations and the maintenance of production levels during the 
next few years will be considerably facilitated if the USSR 
is to receive a lerge shere of the output. A Swedish trade 
union official is reported to have accompanied the Soviet 
trade representative who brought the Swedish counterproposels 
to Moscow. | 











"WER TELECOMUNICATIONS CONFERENCE ##Sovict Foreign Office 
thet the US appreciates 
the invitation of the Soviet Government to a Five-Power (US, 
UK, France, China and USSR) Telecomrunications onference in 
Moscow and is pleased to accept (see page 3, August 5 issue 

of Current Economic Developments). “hile the US will make 
every effort to mcet the date of August 2¢ set by the USSR, 

we fcel that it would be helpful if the date of convening 
might be postponed to September 15 or shortly thereafter. 

It is the US understanding that the purpose of the meeting 

is exploratory and for clarification of thinking in antici- 
pation of the “orld Tclecommunications Conference to be held 
next spring and thet no agreements will resuit from the Moscow 


conversations. 


ee ACCEPTS SOVIET INVITATION TO FIVE ec have informed the 
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US REQUESTS UK TO REAFFIRM. ADHERENCE The Acting Secretary 
TO PRINCIPLES OF BERMUDA AIR AGREEMENT. in a letter to the 
Pritish Ambassador on 
August 12-hes expressed the serious concern of the US regarding 
recent developments in the field of international sir trans- 
portation, particularly with respect to arbitrary limitations 
which have been included by the UK in recent intergovernmental 
arrangements. On the occasion of the conclusion of the US-UK 
Air Transport Agreement at Bermuda on February 11, both Dele- 
gations announced that it represented "a sincere and determined 
effort to reconcile the widely divergent views by the two 
nations on the extent to which international air transport 
should be subject to government controls". The US hoped that 
the Bermuda Agreement would serve as a model for bilateral ar- 
rangements between any two countries. However, in UK errange- 
ments with third countries there nov appears to be a trend away 
from certain of the Bermuda principles, particularly those which 
grent the right to carry Fifth Freedom traffic without undue re- 
strictions and which impose no arbitrary limitations on fre- 


quencies end capacity. 








In regard to the British-French egreement, which provides 
for an equal division of traffic between British and French 
airlines operating on certain routes, and to the British- 
Argentine agreement, which envisages a cuantitative division 
of capacity end would pisce serious limitations on the volume 
of Fifth Freedom traffic, the US finds it difficult to recon- 
cile these arrengements with certain of the Bermuda princi- 
ples. “Ye believe that ea difficult and confusing situation 
‘ill result if the US and U% proceed along divergent lines 
with other countries sfter heaving resolved their differences 
at Bermuda. Furthermore, the US is still convinced that a 
wide development of internationel air transport will be 
hindered by arbitrary restrictions on Fifth Freedom privi- 
leges and quantitative division of traffic and capacity. 


The Acting Secretary feels thet this matter requires 
further consultation between the US and the UK. These ques- 
tions could probably be discussed in greater detail on the 
occasion of the visit of US aeroneutical officials to London 
in September, in accordance with en informal invitetion which 
has been conveyed by the British Government. The US therefore 
hopes that the UX implementation or ratification of its agree- 
ment with Argentina, in varticuler, will be deferred until 


these discussions are held. 


In the meantime, the Acting Secretary has inquired 
whether the UK would be disposed, in the immediate future, 
to join with the US in publicly espousing the principles of 
the Bermuda agreement in toto as a model for bilateral air 
negotiations between cll countries. 


x * * 
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: MAJOR UNAGREZD PROBLEMS IN ECONOMIC The major problems in 
CLAUSES OF DRAFT PEACE TREATIES the economic clauses _ 
of the draft peace ~ 
treaties which have not been agreed upon by the Council of 
Foreign Ministers and which are expected to be settled by 
the Paris Conference concern Italian, Hungarian and Bulgarian 
reparations; civil aviation provisions; most-favored netion 
treatment; compensation for United Nations Property; and an 
economic program for Trieste, a 





Our position on reparations from Italy, which is under- 
stood to be shared by the British end French, is that claims 
of countries other than the USSR (notably France, Yugoslavia, 
Greece, Albania and Ethiopia) should be met out of Italian 
essets in their territories and certain economic benefits 
which they will obtain from territorial cessions, together | 
‘ith a share of munitions-producing equipment in Italy which 
is not technically convertible to peace-time use. We main-~ 
tain that no calls on other sources of reparations, princi- 
Dally current production, are required. The Soviets have 
indicated that they will press their proposel for $200 million 
in reparations for Yugoslavia, Greece, and Albenia. 





The US will probably avail itself of its reservation to 
reopen the Hungarian reparations question and will ask for 
the creation of a special subcommission to examine the ques- 
tion and call on the Hungarian Government for information re- 
garding its economic situation. 


The Bulgarian armistice provides that Bulgaria is to 
make reparations to Greece and Yugoslavia but does not specify 
the amount. The Council of Foreign ‘‘inisters egreed thet the 
matter should be left for the determination of the Peace Con- 
Terence. 


The US will continue to press strongly for full compensa- 
tion in locel currency for all damage to United Nations property 
resulting from or connected with the war, including removals 
by the Soviets under the Armistice agreements end similar 
losses. 


We also intend to continue to press for the inclusion 
of specific provisions on civil aviation. "ce regard pro- 
vision for non-discriminatory treatment as an important part 
of our program for developing international trade and commerce. 


"le will continue to oppose the Soviet proposal for excep- . 
tion of relations between neighboring countries from the obli- 
rations of most-favored-nation treatment, as well as the Soviet 
proposals regarding state-owned enterprises. Both of these . 
proposals, if accepted, would give recognition to a closed 
economic orbit in Eastern Europe. 





“ — llicenllilligeettien 
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US-UK BEGIN INTERZONAL COOPERATION: In one of the first 
FRENCH OFFER COUNTER PROPOSAL: | meetings held between 
- | US and UK representa- 
tives to implement the governmental agreement on bi-zonal 
economic unification of Germany acceptance was reached of the 
following principles: (1) development of a common living 
standard, including the development of a common ration scale; 
(2) inter-zonal utilization of indigenous resources so as to 
equalize standards of living. This point is qualified to the 
extent that certain indigenous commodities are subject to quadri- 
partite allocation. Any surplus over that needed for the main- 
. tenance of living standards will either be available for inter- 
zonal trade or export. (3) Common export and import policies 
to be limited to agreed items and quantities; (4) exports to 
be paid for in pounds sterling to the extent that sterling is 
required, the remainder to be paid in dollars unless otherwise 
agreed to by all contracting parties. 








The British group, headed by General Robertson, personally 
agreed to the adoption of two other principles, although prior 
to obtaining specific approval of the UK Government they would 
not commit themselves on the policies; namely, that (1) after 
the equitable distribution of indigenous resources and imports 
procured from export payments, each government would be responsi- 
ble for additional imports to bring their respective zones up 
to the agreed living standerdy and (2) that the proceeds from 
past exports would be placed in a common account and used for 
the payment of agreed imports, Under this proposal ali future 
proceeds from exports, in excess of need, wouid be so divided 
as to take into account the respective costs of imports. 


Operational instructions will be transmitted from US-UK 
headquarters in Berlin directly to bi-zonal agencies. These 
agencies are to be planned and administered by a German Ad- 
visory Committee composed of three Germans from the US zone 
and three from the UK zone, The responsibility for the 
planning and policy making of the proposed German agencies of 
Food and Agriculture, Industry, Trade, Finance, Transportation 
and Communications will be placed directly on the German Ad- 
visory Committee. Liaison will be maintained with Berlin 
through a small Anglo-American staff. 


. French Position Although the French are cooperating with 
the US and UK in the drafting of joint food requirements for 
their respective zones, they have so far refused to join with 
us in the implementation of an overall economic policy. Depart- 
ment officials had considered taking the question up directly 
with the French in Paris, but before this could be done, the 
French representative on the Control Couicil Germany submitted 
2 counter proposal to General McNarney's paper on economic 

. unity. The French representative on the Control Council re- 
affirmed Frence's desire to work out, through quadripartite 
procedure, the problems confronting the occupying powers. He 


stated 
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cvated that France had no objection to the creatiorr of allied . 
agencies to cerry out, under the authority of the ACC, certain 
principles of economic unity, provided the Saar is incorporated 
within the French economic and monetary system. The French pro- 
pose overzll control of each of the proposed agencies by a ‘ 
board composed of one member of each of the occupying powers 

to have control over formulation of policy. A general manager, 
national of one of the occupying countries, would be responsi- 
ble for the technical execution of policy. Decision on all 
matters would be by majority vote, Germans could be employed 
only in an advisory or operating capacity, responsible to the 
board of managers. Local agencies would receive their orders 
directly from the Allied egencies and Zone Commanders could ‘, 
not oppose execution of instructions except by appeal to the 
£CC, The French believe that this type of organization would 
permit implementation of common economic pclicies but would 
avoid the creation of central German egencies which they claim 
would tend to freeze the future political and economic struc- 
ture of the German state, Until such time es the Allies reach 
agreement on the fundamental questions of German policy, the 
French object to the assumption of any control by a strictly 
German agency. | , | 


The French proposal was referred to the Coordinating 
Committee for further study, but both Clay and !urphy feel 
that no real progress is possible until the entire question 
of economic unity and establishment.of central administrative 
agencies is thrashed out on the governmental level. 


* * * 


[ETING ON LEVEL-OF-INDUSTRY_ PLAN The US proposal for the 

NOT YET APPROVED BY ACC GERMANY hglding of a European con- 
ference on, the German level- 
of-industry. program (see page 1l, July 1, 1946 issue of Current 
Economic Developments) has not as yet received the go-ahead 
signal in the ACC. Lack of instructions from his government is 
the reason given by the Soviet representative on the Political 
Directorate for withholding approval of the plan. The British - 
representative, originally approving the plan in principle, 

has shown little enthusiasm over the conference and has ex- 
pressed reservations as to the list of countries included i 


the US proposal. | 

















To obtain quadrivartite approval of the plan within the 
near future, Ambassador Murphy feels it will be necessary to ‘ 
approach both the UX and USSR on the governmental levél with 
the request that they issue instructions immediately to their 


representatives on the Control Council. 


* * * 


— 
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VIET REFUSSL TO DISTRIBUTE GiSOLINE The critical shortage 
EQUITABLY THRE..TENS AUSTRILN ECONOMY of gasoline in the 

| western zones of 
austria is a direct result of the refusal of the Sovicts to 
deliver indigenously produced gasoline against their July and 
iugust commitments. Despite repeated promises of delivery, 
requirenents have not been met. Private. transportetion in’ 
Vienna hes been reduced 99 percent and public facilities are 
seriously threatened. Gesoline pumps throughout the US zone 
are running dry. In view of the uncooperative attitude of 
the Soviet representatives on J.C Austria, General Clark has 
recormrended to the Jar Department that he be authorized to 
release immediately sufficient military stocks’ in the US © 
zone and in Vienne to maintain essential public services, 
transportation and the operation of key industries, Stocks 
so released would be sold at a lower price than thet charged 
by the Soviets. Because of a comparable situation in their 
zone in July, UK authorities in iustria made available to the 
iustrian economy UK military stocks of petroleum. In addition, 
Clerk recormends thet the USSR be approached on the govern- 
mentel level for the release of indigenous petroleum direct 
.to the custrian Government, and that UNRRA take active steps 
to implerent Resolution 91 "until such time as Soviet coorer- 
ation can be obtained. In the event that the USSR remains . 
adamant in its refusal to release petroleum supplies, Clark 
suggests that it would be worthwhile to study the possibility 
of US commercial firms supplying the needs of the /.ustrian 
Government 

















"hen a similar crisis arose over food in May, the relea 
of US military stocks to the population, accompanic ad by full 
publicity, forced the Soviets into increasing their food con- 
tributions. It is felt that comparable acticn at this time 
with respect to petroleum may well force the Soviets to re- 
lease the indigenous production which wey have repeatedly 
promised, 


“hen the auestion of a policy violation of Resolution 91 
was brought up at the UNRRA Council meeting in Geneva, the US 
representative pointed out that legitimate Soviet claims under 
Potsdam were not being questioned, but question was being 
raised as to the disposition of the production of the land ac- 
quired under the Potsdam Agreement. Forcibly denying UNRRA's 
right to raise what he called-a political issue, the Soviet 
representative insisted that acquisitions in fustria under 
Potsdam are in no way connected with Sovist assistance to the 
UNRRA program, and that any allocation from these sources would 
mean that the "USSR was RERIERG a direct contribution ed Ss aateashatel 
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USSR_TO RECEIVE SME TREATMENT ON Soviet requests for gas 
OIL LICENSES AS OTHER CCUNTRIES oil and residuel fuel oil 

- ‘.. are now being given the 
Same consideration as those of ell othcr applicant countries. 
Appropriate policy on this point hes been under discussion in 
the Department since carly this year when the USSR applied for 
licenses covering large quantities of residual fuel oil. 
These applications coincided with a tight sitvation in domestic 
suprly. ifter the first of the licenses had been granted for 
approximately 500,000 barrels, the propriety of granting any 
new licenses to the USSR ves discussed with other interested 
agencies (Commerce, Jar, Navy, “ar Shipping, and the Petroleum 
:dministration for“ ar). Difficulties encountered at that time 
by the Navy and ‘Si in meeting their reauirements for heavy 
fuels dictated a suspension cf licenses to e11 countries re- 
gardless of political consicecretions, 








fis supplies of gas oil, and ister residual fuel oil, 
became less restricted, there remeinsd the question of re- | 
Sistance to the grenting of licenses to the USSR. because of 
difficulties encountered by several egencies in their relations 
with the Soviets, particularly with regard to treatment of US 
oil interests in Rumania, Hungary and .ustria. There was some 
feeling in the Departrent thet the withholding of licenses to 
the USSR might be used as a bergeining weapon in obtaining 
more equitable treatment for US interests in Eastern Europe. 
Small: amounts of gas oil were meanwhile being mede available 
to the Soviets as the gas oil situation improved. Residual 
oil has only recently been made available in minor quantities. 
Gasoline and kerosene, being on general license, have of course 
been freely available to the Sovicts at all times, 


It has been decided that the bargaining power available 
through the denial of gas oil to the Soviets would not be 
sufficient to achieve the objectives sought in Eastern Europe. 
Therefore gas oil, which is not yet in free supply, cand fuel 
oil, which is still tight, will be nade available to the USSR 
on the same basis as other countries. NUowever, the issuance 

-of.export licenses to the USSR will be stepped up gradually. 


* * * 


USSR IS ONLY POWER STILL ITHHOLDIEG The US proposal for 
APPROVAL OF JAP REPARATIONS CONFEREMGE the celling of a 
capanese Reparations 
Conference has been approved by all countries represented on 
the Far Eastern Commission except the USSR. inbassador Smith 
has approached Novikoff, who is now in Paris, on the importance 
of a Soviet reply on our proposal for the disposition of Japanese 
external assets and for the proposed conference. “hile Novikoff 
stated that he is doing everything possible to obtein a decision 
from his Government and that an answer would be given shortly, 
over a week has passed without any word es tc the final decision 


of the USSR. 














OO 
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ECONOMIC PROBLEMS TO BE CONSIDERED ~The establishment of 
IN ESTABLISHENT OF FRED TRIESTE: Trieste as a Free 

’ . | Territory poses many 
economic problems. The Trieste matter ts scheduled for 
general discussion at the Paris Conference; .The economic 
staff of the US Delegation has-been considering all aspects 
of the.problem and is preparing draft articles end resolutions. 
It is their position that no political solution can survive 
unless there is both an interim economic program, and the means 
of establishing a permanent regime. 








Industries The Free Territory is almost entirely lacking 
in raw material for industry and all fuel and power must be 
imported. The area can produce only a small fraction of its 
food requirements. The most importent industry is shipbuilding 
and in the past Italy has been the principal buyer of ships. 
In the future, the subsidy of the Italian Government will no 
'. longer support the industry end some of the Italian market may 
. well be lost. This may be particlly offset by reductions in 
costs should the Free Territory become a customs-free zone, 
Other industries of the Territory, in addition to an iron and 
steel plant, are primarily involved in processing commodities 
relating to the transit trade of the port. They would suffer 
if cut off from their principal market, Italy, by customs or 
currency barriers. 3 | 





The second most important employer (after manufacturing) 
in Trieste is the port and related transport and commercial 
services. In the future the transit trade will not receive 
the special assistance formerly given by Italy and it will 
face intensified competition of Venice and Fiume-Susak, whicn 
flank it on the west and east. This competition is the more 
serious because the railways serving Trieste pass through 
Italy and Yugoslavia, which are interested in the development 
of these two competing ports end are in a position to impose 
discriminatory freight rates against Trieste. 


The Port of Trieste is operating actively today, but 
about two-thirds of its business is the importetion of UlRRA 
goods, primarily into Yugoslavia. This activity will probably 
decline rapidly through the latter part of 1946. The ort 
suffered bombing damege during the war and one of the two 
petroleum refineries was largely destroyed. At present Allied 
Military Government is spending large sums in the area on re- 
construction and on a works program to provide employment, 

It is estimated thet betveen 15,000 and 20,000 of a labor 
force of 150,000 are unemployed now and the prospect for a 
satisfactory level of employment in the future is not 
encouraging, 


Currency If the lira should continue indefinitely as 
the legal tender in the Territory, Italian currency laws, 
monetary policies and foreign exchange regulations would have 
to apply. This would give the Italian Government a far-reaching 





influence 
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influence on the cconomy of the Free Territory and would 
subject the latter to the vicissitudcs of the lira without 
its having a voice in the formation of Italian economic and 
monetary policy... On the other hand, the introduction of a 
new currency would crcate serious economic problems, such 
as a probable decline in Italian deonend for Trieste's vro- 
ducts when foreign exchange must be used to pay for them. 
The organization of an independent currency system for an 
cconomic area as small as the Free Territory is a difficult 
technical task but has becn done, as in the ease of Danzig. 





As of August 1, the position of the US Delegation on 
the currency plan for Tricste wes thet in order to be indepen- 
dent economically es well cs politically, the Free Territory 
will eventually have to heve its own currency. The Economic 
and Social Council should be recucsted to apnoint a Commission 
of Experts to study, and within six months to recommend, a cur- 
rency system and the methods for introdvcing it.. The Commission 
would include among others rcprescntatives from the Free Terri-. 
tory, Italy and Yugoslavie. ECOSOC would transmit the recom- 
mendations to the Security Council and upon epproval by the 
Government of the Free Territory and the concurrence of SC, 
& new currency system vould be installed. We pdelicve that.the 
Italian lira should continue to be legal tender until the 
establishment of en indcpendent currency ond that the Italian 
Government should during this period supply the foreign ex- 
change needs of the Territory under conditions no less favorable 
than those applying within Itely. lMeanwhile, a11 Italian cur- 
rency and foreign exchenge lavs and r-guletions would remain 
in effect in the Territory, 


Customs and Foreign Trade .Tricste hes been en integral 
part of the Italian customs erean and there are, therefore, no 
adequate data on the trade of the territory ith other parts 
of Italy or with othor countrics. The mejor pert of the trade 
in the products and requirements of the area itsclf hes ap- 
parently been with Italy rather than with the hinterland, The 
first effect of putting Trieste outside the Italian customs 
regime would be to subject the area's products to Italian 
duties, quotas and foreign trade regulations and thus to re- 
duce sales to Italy. The immediete problems would be most 
easily solved by continuing the Free Territory within the 
customs regime of Italy for the time being, while q permenent 
errangement is being worked out. In cese this is politically 
uneecenteble it might be possible to provide in the treaty 
thet both Italy end Yugoslavia should accord free entry for 


products from Triestc. 





“e@ will propose thet the Government of the — 
, with the UN 2 or 
prepare, in consultation with the UN, a pilen 
gy Bt my would not ‘ 


2 customs regime for the Tcrritorv. Such c regime ee 
come into effect until approved by the Security Counc : i 
the advice of ECOSOC. Pending establishment, italy an . 
Yugoslavia shculd not impose customs dutics or other import 
meatienee restrictions 
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restrictions on articles grown, produced 


Tricstc. Equitable compensatory duties 
Italy or Yugoslavia witha respect to raw 


processed commoditics not grown, produced or manufactured 


in the Free Territory but eontnined in artic 


in and expor tea from the Territory « 


should be no less favoretle then those imposed un er the 
with respect to 1ike 
articles of any other country: No customs duties should be 
imposed on any article imported into the Froe Territory: 
States parties to the treaty would recognize the 
treatment accorded to {imports of products of the 
tory as & legitimate sexception to any nost-favored-nation 


analogous regime in Italy or Yugoslavia 


obligations of Italy and Vugoslavite 


Free ™orri- 


ond Finence In oll probability public expendi- 
for at least the 
srhaps permanently ; 


Budget 
tures will consider? bly excced revenucs 


early vears of the Free corritory and perh 
depending oP the development of the sconomys 
. may amount to between five and ten million dolla 


in the early yearse 


This deficit 
rs a year 


Since the Torritory is to be created 25 on internationa lized 


zone in the interests of peace and security, the 
ould eprear to be tho logi al authority in whic: 
t a 


rcsponsibility for its fisecal solvency. 


should 4nelude in sts budget 2 sum sufficient to 
in the accounts of the covernment of the Free Territory for 
the next few years and that this contribution be 
upon appointment py the UN of 4 comptroller "no ° 

















\ 


jection to a UK proposal to gllov tac Free Terri 
on conditions conforring to the general 
“mea by the Government 
anizations domicile 
for czechosiovaky 

any one 0 

their own national 


to open registers, 
practice of maritime states, of ships © 


of the Free Territory oF py persons or org 


therein, end to open special registers 


fystrian and uyngarian ships on the request of 
these countrics, permitting the latter to fly 


flags. 


Free Port The Sceonor.ic coeretar+é 
has drawn up 4 dreft etetute oF convent 
of Tricste whieh provides » in order +O 


Register For Trieste Shins The De par tme 
the US Delegation to the Peris Conference th 


United Nations 


» to lodge the 


cover & deficit 


conditioned 
rould nave 


powers over Tricste's finances during the 


nt nas informed 


nt it has no ob-: 
tory of Trieste 


t of the Us Delegation 
jon for the Free por 


ond transit facilities of Tricste ere oval i 
and by vyugoslavleés 


thet triers shall be 


equal terms by all internationel trade 
Italy end the states of Contrel Europe » 
a customs free port ith freedom © tre 
its hinterland. in Interns tionel Commi 
would b¢ created to supervise the provi 
It would consist of one rooresentative 


states: Franc’, UK, Us TmIS3R, free Terr 
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Czechoslovakia, Hungary, Italy, Yugoslavia, Polend and 
cwitzerland, provided that such State is party to the in- 
strument. The representa tive of the Free Territory would 
be permanent chairman of the Commission and cast the deci- 
Sive vote in case of a tic. 

The Free Port would comprise the area and installetions 
within the 1939 boundaries of the two Free Zones of the Port 
of Trieste and any areas which the Covernment of the Free 
Territory may subsequently add with concurrence of the 
Director of the Port. Vessels and goods of 211 countries 
ould be allowed unrestricted access to the Free Port for : 
loading and discharge both for goods in transit and destined 
for or proceeding from the Free Territory. No customs dues 
or fiscal charges should be levied on goods in connection 
with importation into or exportation from or transit through 
the Free Port, but for goods imported through the Free Port 
for consumption within other arees of the Free Territory or 
of goods exported from such ereas through the Free Port, 
.ppropriate legisletion and reguletions of the Gover rnment of 
the Free Territory shell epply. Herbour dues would be fixed 
end levied by authorities of the Free Territory and charges 
for facilities and services rendered would be fixed by the 
Free Port administration. The dreft statute or convention 
also includes provisions for coastwise shipping; protection 
of health; provision of ater supplies, gas, pover; communi- 
cations 5 transit of goods to the hinterland; establishment of 
a Free Port Laministration as a public corporation; admini- 
stration by a Director appointed by and responsible to the 
Governor of the Free Territory; end settlement of disputes 
between Stectes through the Internatione ‘1 Court of Justice. 


ECITO FACES SERIOUS The Council of the European Central 
FINANCIAL & SITUATION Inlend Transport Orgenization will 

hold its fifth session in Paris 

starting August 29, 1946. Among the most urgent matters on 
the egenda is the serious financial condition of the Organi- 
zation, which has only enough cash on hand to meet one-third 
of its im ediately payable obligations. This situation arises 
from the fact thet certain merber Governments haye failed to 
meet their obligations despite repeated requests for payment 
of their allocated contributions. The following countries 

ore in arrears for the totel amount of their allocations; 

the USSR, Yugoslavia, and Polend, In addition, Czechoslovakia 
owes approxinately one-half of its contribution and Greece and 
Denmark have all belances outstanding. 











Consideration hes been given to the possibility of making 
‘payment of contributions in full a condition for country repre- 
sentation at Executive Board end Council meetings. However, 


~ exclusion 
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exclusion. of non-paying members from participation in the 
ECITO Council and Exccutive Board would in effect reduce ECITO 
to a western European orgenization in which the French have 
indicated they would not be interested. Furthermore, the US 
fcels that the far-reaching political repercussions of such a 
move in ECITO would be very undesirable at this time. 


The UK has-instructed its Embessy in Moscow to reauest 
some explanation from the Soviet Government of its failure to 
pay its share of ECITO expenses. The US representative to 
the ECITO Council has been asked to discuss the question with 
the Soviet Council member, and to point out that the USSR 
enjoys a preferential position in ECITO through permanent 


membership on the Exccutive Board. 


Consideration is being given to the possibility of asking 
peying Governments ‘yhether they can advance further funds in 
order that the vork of the Organization can continue. The 
French member of the ECITC Council has offered to make five 
million francs imreciately aveileble as an advance on its con- 
tribution for the coming year provided that the U¥ and US are 
willing to contribute equivalent amounts immediately in order 
to casc the financial crisis. The US is reluctant to advance 
any funds against the 1947 budget to make up the 1946 deficit, 
but if the USSR does not rcet its commitments by September l, 
the US will advance not more than $100,000, if matched by 
France and the UK, to cover the present deficit and to be ap- 


twa 9 


plied to future budgetary allocetions. 


The 1947 budget which will be considered at the coming 
Council meetings is recommended by the Exccutive Poard at ap- 
proximately £355,000. The 1946 budget was $320,000 and the full 
ECITO program, including the esteblishment of regional offices, 
was gradually developed during the course of this vear. Sub- 
stantial cuts in all sections of the organization will be re- 
guired to bring the budget down to the proposed figure and it is 
considered the lowest estimate that will pormit carrying on the 
functions that the organizetion is set up to perform, The Coun- 
cil will also consider the question of putting the Executive 


Board on a part-time basis. 


SWNCC SECRETARIAT REVISES The S'NCC ‘ecretariat reports 
JiP SULPHURIC ACID #IGURE a chenge in the sulphuric acid 
assured production capacity level 

for Japan from 3.5 million metric tons ennually to 3.4 million 


metric tons ro at Be r, (See Pege 6, sugust 12 issuc of Current 
Econoric Developments.) 














* * * 
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OIL COMPANY SIGNS PIPELINE ifter several months of negoti- 
AGREEMENT WITH ani NORD AN ation, the frabian American Oil 

Company has signed a pipeline 
agreement with the Siu taniian Government. (See page 16, 
april 1 issue of Current Economic Developments.) Although 
considerable opposition had « developed “within the Trans jordan 
Cabinet, thus delaying by severe] weeks the signing of the 
agreement, this had generally been eliminated. However, the 
Foreign vinister asked to be relieved of his post in protest 
against tne agreement, his objections being reportedly against 
the wording of the arrange ment rather than against its basic 
content. While the exact paynent- terms have not become avail- 
able, it is known that the agreerent involves payment of a 
flat annual sum for security plus a sum varying according to 
the volume of oil moved through the line, this latter sum 
being in the nature of a trensit peynment. 








SECRET 

* * * 
US-LEBANON i.1R in eir tronsport egreement between the 
AGREEMENT SIGNED TS ond Lebenon wes signed at Peirut on 








.ugust 11 (soc Page Ds fugust 5 issue 
of Current Economic Developnents). The agreement will per- 
mit US carriers to make cormercial traffic stops at Beirut 
on certificated routes between the US and India. 





UNRESTRICTED 
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SWEDISH MINISTER I?! MOSCOW FEELS PROJECTED Durbrow has 
£GREEMENT DCES NOT VICLATE TRADE PROPOSALS discussed with 
ee the Swedish 
‘finister in Moscow our notes to the Swedish and Soviet 
vovernments on their proposed trade agreement. (See page l, 
August 19 issue of Current Economic Developments) The Minister 
feels that our notes were based on a misunderstanding and that 








_the proposed agreement does not run counter to our trade pro- 


posals, A five-year, one billion kronor credit to the USSR 
would represent a fairly small proportion of Swedish foreign 
trade, which he estimates will amount to four billion krmor 
annually, He said that Sweden has extended credits to Great 
Britain, Holland, Norway and Denmark and its commercial poli- 
CY, far from being based on delivery of a large part of its 
production to the USSR, calls for trading with as many nations 
as possible, 


As tor contracts to be drawn up under the credit, the 
Minister explained that the trade agreement would not specify 
amounts or prices but that this ‘vould be left to the indi- 
vidual companies who woulc draw up contracts with the Soviet 
authorities for goods, primarily electrical equipment, to be 
delivered over a five-year period, with a sliding price scale 
based upon a periodic index of world prices for similar goods. 
The sliding scale of prices follows a similar arrangement 
Sweden made with the USSR in 1941. The contracts, he pointed 
out, would thus be purely commercial transactions. 


Apart from the credit, the proposed agreement also calls 
for the exchange in equal values of manufactured goods from 
Sweden for raw materials from the USSR, including food pro- 
ducts, fertilizer and iron products such as plate. ‘hile 
Sweden produces a considerable amount of iron, it is more 
economic for them to buy certain kinds of plate for use as 
ray material from the USSR. | : 


Political Implications “hile insisting that the agree- 
ment actually conforms with our trade proposals, the Minister 


added that of course we must realize that the political im-. 
plications involved must be considered, Sweden being a close 
neighbor of the USSR. Sweden could hardly refuse credits to 
the USSR when she.has granted them to western countries as 
that woule be interpreted by Soviet authorities as-an anti- 
Soviet gesture. He fears that our notes avpear.to them as an 
effort to keep the Swedes from trading with the USSR and to 
bring. them into a western: bloc. . 4 


Effect of Note In Sweden The effect of the note.on the 
Swedish Government as implied by the comment of. the Swedish 
Minister seems to be: (a) The Swedish Government feels. that 
the note was based upon a misunderstanding because the agree- 


ment conforms to the general proposals of the US; (b) On the 
other hand, the fact that the Swedish !inister took such pains 


- , to 
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to outline the situation seems to indicate that the note may } 
have caused the Government. to give ‘greater consideration to 
our program for expansion: of world trade and employment; 

(c) The Minister also stated that the details of the agree- 
ment, which heretofore had not been forthcoming, could be 
obtained in Stockholm; and (d) All:in all it seems fair ‘to 
assume that the note to Sweden:may have served to advance 

the US trade program and to make: Sweden more conscious of the 
US without having any unpleasant effect on US-Swedish relations. 


Embassy l'oscow's View The Embassy in Moscow, on the other 
hand, felt that the note to the Soviet Government might readily 
fan the flames of Soviet suspicions regarding our announced 
foreign trade policies and might convince Soviet authorities 
that it is not in their interest to join the US and other 
nations in the world trade arrangements which we have proposed. 





The note to the USSR stated that our action in this case 
yas in keeping with our policy of expressing our views to 
other governments on these matters. It concluded with the ex- 
pression of our hope that the Soviet Government would "not 
undertake commitments which would not be in consonance with 
the principles enumerated in Article VII of the Ifutual Aid 
Agreement, concluded between the Governments of the US and 
.the USSR on June 11, 1942, or which would prejudice the ob- 
jectives of the proposed conference on trade and employment." 
We feel that the USSR should take no offense at the expres- | 
Sion of our ,views along these lines and we cannot see that { 
the presentation of the note would prejudice Soviet pertici- 
pation in the. international trade program. If the Soviets 
should use the note as a pretext for not participating in 
the Conference, it.is not likely that they would have co- 
operated whole-heartedly in-attaining the objectives of the 
international trade program, 


Swedish Reaction “hile the Swedish reply.to our note 
has not yet been prepared, Legation Stockholm advises that 
a Swedish official has said they would make every.effort to 
have the desired escape clause-included-in the proposed agree- 
ment. The Swedish official also said that since the trade and 
employment conference will not be held until late 1947 or early 
1948 and agreements reached there will not: become operative 
during a three-year period of ‘grace thereafter, he could not see 
how the proposed five-year Swedish-Soviet agreement would inter- 
fere for any appreciable time with obligations Sweden would 
assume under a general agreement for expanding trade on a 
multilateral basis. This Swedish official was not correct, 
however, in stating that the agreement establishing an Inter- 
national Trade Organization would contain a three year period 
of grace. The 'draft charter which represents the tentative 
US views provides for entry into force on the sixtieth day 
following the day on which twenty nations represented at the 
general international conference on trade and employment have 
deposited their instruements of acceptance with the UN. Al- 
though periods of grace are stipulated for some provisions 
such as exchange control, they, of course, would not apply 
to discriminatory practices, 
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CLAY AUTHORIZED TO INTRODUCE Cabinet level approval has 
FISCAL REFORM PLAN WITHIN ACC been given to the OMGUS 
plan for fiscal reform in 








zones of oceupation. Experience of European countries in com- 
bating post-war inflation was taken into account. 


The extaordinary increase in currency circulation, bank 
deposits and an expanded Reich debt, accompanied by a decrease 
in real wealth and the necessity to equalize the burden of 
war losses have made it imperative that strong measures be 
adopted and put into effect rapidly if complete. financial 
chaos is to be averted, Economic unity without monetary re- 
form would prevent fulfillment of our occupation objectives. 


The possibility of leaving overall financial reform to 
a future German Government was considered but discarded because 
inflationary tendencies must be handled imrediately while the 
creation of a German Government is still in the undetermined 
future. Another reason for Allied action is that since the 
measures in themselves must be harsh and controversial no 
German government introducing them could survive. 


The end of the war found Gerrany with a. one-third reduc- 
tion in national wealth, a production capacity of about one- 
half the prewar level, while currency in circulation had in- 
creased 10 times over that of 1935, bank deposits five times 
that of 1935, and an expansion of the state debt beyond all 
possibility of repayment. 


The plan itself is divided into three major parts: cur- 
rency conversion ai.d scaling down of monetary obligations; 
creation of a “lar Loss Equalization Fund, through the in- 
stitution of: a mortgage on physical property; and the imposi- 
tion of a general capital levy. 


Currency Reform The issuance of a new currency known 
as the Deutszhemirk is provided for with a conversion pro- 


gram at the .2a:¢ v* 10 Reichsmark to one Deutschemark. This 
rate will apciy .» currency, bank deposits, monetary claims, 
mortgage cla.ms, and other obligations in existence on the 

date the pia. ixLomes effective, Social security and other 


pension benefits wili be sealed down but et a more advan- 
tageous ratio, possibly with a ceiling of 200 DM to any one 


individual per month. | 
—. The 
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The German national debt in its present:form willbe... . 

voided, with provision.made for the assumption of. certain 

present obligations uncer a new debt to be assumed by the 

future government. Banks, credit cooperatives, insurance 

organizations and charitable institutions will be issued 

a sufficient amount of a new German debt to insure monetary ° 
Stability. This new obligation is. to be charged against the 

German cconomy:as'a whole, end.will bear an interest rate 

not to exceed three pereent per annum, 


War Loss Eouelization Fund To equalize the burden on 
the German economy, some means had to be devised to effectively 
distribute the costs of the war. The monetary conversion pro- 
gram alone would saddle holders of monetary claims with the: 
full extent of the loss to the German economy. . Thereforc the 
plan proposes further that a 50 percent mortgage be imposed 
on the holders of physical property valued at more than 1000 
DM. The 50 percent figure is based on the owner's equity 
aftcr deducting prior mortgages and other licns on the property. 
Title to the Public “ortgages will finance a “er Loss Equali- 
zation Fund to compensate for losses which can be directly at- 
tributed to the war and which will result in individual claims 
against the government. -Non-intercst bearing certificates 
yithout maturity dete will be issued at the approximate rate 
of 30 Dif to every 100 °R™ of recognized claims. This ratio was 
determined after estimating thet legitimate claims would reach 
a total of 350 billion RM as against an estimated total of 115 
billion Di! which will -be available to the fund. Redemption of 
the certifteatcs will take place, based on economic conditions, 
et the discretion of the “ar Loss Equalization Commission which 
will be set up’ to administer the fund, edjudicate the claims 
and determine ‘the extent of compensetion to persecutees of the 
Yitler regime. The 115 billion DIM worth of. certificates will 
be cbtained not only from the mortgege’ provisions but also 
from the proceeds derived from the imposition of a general 
capital levy end from certain confiscated Nazi :property. 
Pronerty oyvners may redeem the mortgage at any time by paying 
its face value plus ‘eccumuleted unpaid intercst charges. 








Capital Levy -The last step in the plan is the provision 
for a progressive capital levy to be imposed after devaluation 
and imposition of the general mortgege. The first two parts 
of the plen impose an equal burden on rich and poor alike, 
detcrmined. so because it enhanees thc simplicity end feasi- e 
bility of administering the program, However, it is felt that 
some technique is essential, for reasons of cquity, for the 
imposition of an additionel claim on those whose wealth ine 
creased over the period 1935 to 1946. Therefore, a progres- 
sive capital levy is considered necessary as the third step 
in the overell program. The levy wovld be imposed on indi- 
vidual net werlth as it will exist efter the scaling-down 
operation and the equalization measures have taken place. 

It is contemplated that the first 10,000 DM be exempt from 
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this tax, rates then starting at 10 percent and reaching 
up to 90 percent fcr the top brackets. Payment would be 
required within 10 years, with discounts authorized on 
payment prior to.that time. Receipts from this levy, 
estimated at between 10-15 billion DM would be added to 
the War Loss Equalization Fund, : 


Additional Ifeasures The basic concept of the plan is 
embodied in the three steps described above, Additional 
measures are recommended, however, not only for the success 
of the plan but as helpf ful and necessary to the strengthening 
of the German economy. Some of the important measures in this 
category are adjustments in banking organization and credit 
structure; adjustments in price and wage structures by per- 
mitting reasonable increascs; revision in the tax structure 
to encourage production; establishment of a Central Bank; _ 
determination of an exchange rate which will encourage ex- 
ports; and the determination of time in which Germany will 

' be required to pay occupation costs. 


. The adoption of the essential features of the plan by 
the occupying povers should go a long way to overcome the 
threat of inflation, cqualize the burden of war losses, 
climinate the black market and the barter economy now 
prevalent; give the worker and entrepreneur an incentive 

to produce and expand trede; and provide financial stability 


which will be helpful in efforts to democratize Germany. 


GERMAN: EXPORT TRADE TO OMCGUS is now prepared to take active 


JPEN rOR US BUSINESS steps to develop an export program 

from the US zorie Germany to the US. 
In view of: (1) the revival of German interest in the export 
trade as cvidenced by the holding of several export exposi- 
tions; (2) reduced food appropriations; and (3) the economic 
unification with the British zone; General Clay hes requested 
that action be taken to expedite thé travel of US merchandise 
groups to Germany for the purpose of placing orders. “hile 
it is not yet feasible to handle large numbers of US inm- 
porters simultaneously, arrangements can be made to provide : 
for 51 at a time. On the basis of conversations held with 

. the German Ministers of Economics in the US Lacnder, it was 
agreed that the most productive fields to concentrate on 
would be departrent stores 2nd mail order houses ; lry 
and sundries; clocks and watches; and wines and |. 3. An 
initial list of 56 firms with whom the Germens fees ict would 
be profitable to enter into negotiations has been forwarded 
to Washington. OMGUS has asked that invitations be immedi- 
ately extended to these firms to visit Germany and this has 


been done. 
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In. addition, arrangements are being made to forward 
2 consignment of toys to be sold through the USCC and plans 
are being made for.shipments of edditional toys and china-- 
~are to be displayed to interested US sources, 


The prospect of limited export trading with Germany has 
been widely publicized in the US. The individual applica- : 
tions from qualified firms are being handled by the Office 
of International Trade in the Departrent of Commerce . 





CLARK AUTHORIZED TO RELEASE OIL In an effort to alleviate 
PROD 2: ILITARY STOCrS TC AUSTRIA the petroleum situation 
now existing in the US 
zone Austria (see page 7, August 19 issue of Current Economic 
Developments), General Clark has been authorized to release 
a minimum amount of military stocks to maintain public 
services and transportation for a period of 30 days. Repay- 
ment is to be made in kind by the Austrian Government from 
either the first indigenous supplies available to it from 
the Soviet zone or from the first imports into Austria to 
be obtained by " “RA out of funds diverted from the Soviet — 
zone by applic: «ion of sanctions under Resolution No. 9l. 











The above action was agreed upon prior to the Sovict 
releese of 350C tons of gasoline to the Austrian Government 
for August distribvtion. This action is believed to be a 
direct outgrowth of US pressure and unfavorable press pub- 
licity resulting from statements issucd by US euthorities 
in Vienna. Soviet release of gasoline will not, however’ 
completely take care of the needs of the US zone erid General 
Clark is, therefore, releasing 500 tons of gesoline from — 
military stocks for use in the US zone, Austria. 


A rccomrendation will be made to S'NCC that the US 
sceok, within the CF, a clarificetion of the entire German 
assets question vith specific relation to eae statement made 
by the Soviet representative to.the UNRRA conference that 
the produot of Gerzan assets acoquired under Potsdam is not 
subject to UNRRA regulations or other non-Soviet authori- 
ties. The Department is also planning to recommend to 
S'YNCC that.Clerk be directed to ask the 'K and French com- . 
manders in Austria to join with him in requesting that the 
chicf of UNRRA Austric reouest UNRRA “ashington to impose 
sanctions under Resolution No. 91. S”NCC will also consider 
2 recommendation that the US unileterally request UNRRA and 
Austria to reduce supplies, especially coal, scheduled for 
delivery to the Soviet zone by an amount equivalent to re- 
quired petrolcum imports. 





* * * 
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GREEK SCOMOMIC The Greek Economic Mission, which arrived 
MIS" FON LEAVES in the US August 1, (See page 8 July 22 

issue of Current Economic Developments) has 
returned toEurope.. The Department feeis the Mission's visit 
was profitable as it furnished an opportunity to exchange 
views and it will have a good effect if the returning Mission 
can convince the Gréek Government that sympathetic consideration 
of any future US assistance will be greatly facilitated: by a 
demonstration by the Greeks of their ability to help themselves. 








Additional Credit Wanted In spite of the fact that the | 
US informed the Greeks before they left for this country that 
we did not wish to discuss further loans to Greece at this 
time, the Mission suggested a $175 million loan from the Exim- 
bank, of which $25 million would be spent for consumer goods 
in thé US and tne Greek sovernment by sale of this goods could 
obtain drachmas for local expenses in connectién with recon- 
struction and rehabilitation. 


Greek estimates of their import and export position dif- 
fered sharply from calculations made in the Department. The 
Greek Mission estimated 1947 import needs at $195 million, 
while US estimates were $155 million, Exports, remittances, 
and shipping earnings for 1947 were calculated by the Greeks 
at .75 million whereas we estimate these items at ‘165 million. 
The US estimates, therefore, are that the balance of trade in 
1947 for Greece will be more than balanced, while in the opinion 
of the Mission a deficit of $120 million will appear. The 
above data does not include use of the proceeds of a $25 million 
loan approved for Greece nine months ago. Thus far the Greeks 
have not spent any of the loan, nor have they even placed an 
order. We feel that if their new request were granted, the 
Greeks have neither the organization, manpower nor ability to 
put the money to tise. 


One of the chief reasons why Greece cannot use additional 
funds is that no attempt has been made to put its economy on 
a sound basis. Its fiscal system is chaotic; its main source 
of revenue is from the sale of UNRRA *-ogs and excise taxes. 
The Greeks do not believe in income taxes, and believe taxation 
to be inflationary. They have made ro attempt to put into 
effect controls which are necessery to rehabilitate their 
economy. The Varvaressos Government fell because it attempted 
to institute controls over imports and exports and the prices 
of these commodities. Gold is sold on the open market. The 
Government permits the earnings of shippers to be kept in banks 
outside of Greece. 


The Greek Mission insisted that conditions were so serious 
that they felt it necessary to request a loan at this time and 
they stressed the political importance of imrediate further 
credits in order to bring hope to the Greek people and expressed 
fear that the Greek internal social order would collapse if 
early aid is not forthcoming. Their approach on the subject of 





further 
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further credits differs widely from that of the. .Eximbank. 

The Greeks think that obvious need for reconstruction end - 
rehabilitation should justify blanket extension of large - 
credit with specific uses to be: worked out later in conjunc-. 
tion with the Bank. On the other hand the Bank now prefers 

to operate on the basis of submission of individual projects 
with adequately supporting deta and accurate estimate of the 
sums necessary for carrying out each project. The Bank would 
then make individual decision on each project rather than on 
.-a- blanket line of credit. "hen and if the present $25 million 
loan is spent, additional funds might be granted when specific 
projects are presented by the Greeks.in such form and with suf- 
ficient details which will make it possible for such funds to 
be spent on actual construction and rehabilitation. The !"is- 
sion was persuaded not to make a formal application for the 
$175 million loan as that would require an official Bank deci- 
Sion which would, at this time, be negative, 

Other Matters Discussed The general problem of lend-lease 
settlement was discussed with members of the Mission and the 
Greek Ambassador and it is expected that our proposal for lend- 
lease settlement will be presented to the Greek Embassy within 

a short time. Discussions were also held with Treasury officials 
with. a view to the early unblocking of Greek assets in the US 
which ere frozen under Executive Order No. 8389. Progress was 
madc on improved arrangements. for coal allocations, additional 
allocation of cotton textiles end plans for improvement of the 
Greek textile industry, arrangements for the purchase by Greek 
ship owners of vessels to build up the shattered Greek merchant 
marine and promotion of Greek exports to provide exchange for’. 
required imports. Meetinzs of mutual benefit were arranged 
between.members of the Mission and representatives of American 
tébeeco firms with the aim of exploring the possibilities’ of | 
increasing exports to the US of Greek tobacco which constitutes 
one of the chief items in the Greek economy. The purchase of 
materials urgently needed for Greek rehabilitation and recon- 
struction under the $10 million surplus property credit made 
aveilable to Greece la&St l‘ay was also discussed. 
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SYRIA AND LEBANON .TO SET 4A series of Syro-Lebanese Govern- 

UP JOlLT ECONO Ic COUNCIL ment discussions ended in decisions 
_ ~  fors (a) closer economic cooperation 
between the two countries through a joint cconomic council, (b) 
a reduction in the price of Syrian wheat delivcred.to Lebanon, 
(c) a common policy for both countries in cxport end import 
trade, aud also in measurcs to combat infletion, and (d) a 

joint committee of jurists end other experts to study the 
present ord future status of the railway system in the .two 


countries. 





UNRESTRICTED 
* * 
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REMOVAL OF RESTRICTIONS ON US In view of the various general 
EXPORTS TO UfIDDLE EAST SOUGHT  measurcs nov under way to in- 
crease the availability of 
dollars throughout the world, and in view of the continuing 
number of cases in which established importers of US goods in- 
to Middle Eastern countries are prevented from competing with 
renewed exports of other countries, we feel that we can 
reasonably ask that token allocations of dollars be granted for 
the importation of essential goods from the US into those coun- 
tries, During the war Middle Eastern imports from the US were 
restricted by the Middle East Supply Center on grounds of ship- 
ping and supply difficulties. However, since the end of MESC 
in November 1945 they have been restricted through exchrnge 
control, particularly in the case of Egypt and Iraq, and we 
have heretofore not protested cither to the British or the 
local governments ‘yhen dollers heve been refused for the im- 
port of essential ™S goods thst could be bought in areas for 
which exchange was not so difficult to obtain. Token dollar 
allocations, which have already been adopted by India, would 
avoid permament severance of established trade connections 
even when the goods are available clscwhere. Instructions 
along this line have been sent to Cairo and similer instruc- 
tions are being prepared for Reghdad, 








CZECHS PROTEST SURPLUS Embessy Praha received a note from 
PROPERTY DISCRIMINATION the Czcch Forcign Office protesting 
discrimination in connection with 
purchases of American surplus war property. “hile the Czechs 
received a %50 million credit from the US to purchase surplus 
property, the Foreign Office declared that it is doubtful thet 
this amount will be used up end the loan will therefore fail 

to serve the rehabilitation purpose for which it. was intended. 
Specifically the Czechs cherged that while their loan was 

under consileration US-French negotiations were concluded which 
ceded to France at very favorable terms all surplus war property 
on the territory of France at that time, reducing Czech purchase 
possibilities; that the French Government has becn granted 
priority rights for purchase of surplus property in Belgium, 
Germany and Italy; and that although Cacch officials have 

tried to obtain large quantities of tires from the FLC office 

in Paris, their demand has. not been granted and in the mean- 
time Swedish end Swiss Governments have secured contracts for 


delivery of tires. 








Ambassador Steinhardt belicves thet a sharp reply should . 
be made to the Czcchs cmphatically refuting the Czcch charge 
of discrimination. He belicves the Czech ection fits into 
the pattern of making use of individuals who are moderates as 
a front for extracting maximum benefits from the U while the 
Leftist elements simultaneously belittle our assistance and at 
the same time threaten further oricntation to the Eas% if addi- 


tional aid is not forthcoming. 


Qe 
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US-4AUSTRIAN TREATY OF FRIENDSHIP The US Politicel Adviser 
COMMERCE AND NAVIGATION SUGGESTED in Vienne has been asked 

to discuss with the 
Austrian Government the treaty of friendship, commerce and 
navigation with the U 'e feel thet, in addition to defin- 
ing terms under which commercial relations can be encouraged, 
such 2 treaty vould strengthen Austria's hand in resisting 
undue Sovict pressure in the formulation of its economic and 
political policies. ‘“e would like to conclude a treaty along 
the lines of those row being negotiated with other countries 
end somewhat broader than our 1928 treaty as to corporation 
rights, exchange controls and several other matters. 








US EMBASSIES ASKED TO ID CZECH After a visit to the 
ECONOMIC MISSION IN LLTIN AMERICA Department 2 Czcch 
Economic Mission ha 
left for verfous .mericen republics to investigate Sl aemnad 
of supply and current prices of some raw matericls and to 
negotiate for future purchese agrecments. They give the 
likelihood of the cerly liquidation of UNRRA as the chicf 
reason for the Mission's trip at this time, elthough they 
ere also interested in opening up markets for Czech pro- 
ducts « US Embassies have been esked to render the “ission 
all MB: AA. competible with US interests. The Czechs have 
said they want to cooperete fylly with the US to avoid, among 
other things, competitive bidding for short supply items. As . 
part of negotiations for credit for Czechosiovakia, still to 
be. approved, the Czechs eecepted the principle that be rter, 
clearing, and Similar agreements are not in the interest of 
meximizing benefits derived from trading nor consistcnt with 
the goal of eliminating trade discriminations, although such 
arrangements are recognized as necessary to e certain extent 
during the transition period, It is not unlikcly that some 
barter-type agreements will be concluded as a resvlt of the 
present Mission. The Embassies have becn cautioned not to 
appear to lend support to the lMission's objcctive wherever 
it appears that « barter type agreement, which would seriously 
distort trade petterns, is contemplated. : 








UK STATES TH.T COMPRO'ISE OM BERMUD/ PRINCIPLES Pritish aviation 
Wao NECGSSARY IN /IR zGReEEVENT “VITH ~RGEMTINS officials have 
informed the US 
Civil Air Attaché in London that the British dclegation negoti- 
ating the UK-Argentinc civil air agreement lest spring had full 
instructions to get the terms of the US-UK Bermuda agreement 

if possible, but that they simply could not get these terms. 


They 
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They further state that the UK hes everything to gain from 
the application of the Hermuda terms to Anglo-South /merican 
air agreements, although the Hermuda agreement does not com- 
pletely fit their European and Commonyealth problems. 


In reference to the recent letter from the Acting Secre- 
tary to the British /mbassador (see page 3, August 19 issue of 
Current Economic Developments) the Director of Civil Aviation 
Stated that he is vritinz a speech which should go a long way 
toward answering the US suggestion that the UK publicly espouse 
the principles of the Rermuda egreement as a model for bilateral 
air agreement betwecn o11 countries, However, the UK-irgentine 
agreement has been approved by Parliament and hes been issued 
as a “White Paper and cannot be modified or withdrawn at this 
time. For the time being, the UK will not conclude negotiations 
with any South American country on any basis other than the 
Bermuda agreement until the subject hes been discussed with the 
US. It is anticipatcd thet US eviction officials will visit 
the UK early in September for informal telks on these problems. 





USSR RESIGNS FROM The Soviet Government has submitted its 
REFUGEE COMIITTEE resignation from the Intergovernmental 
Committee on Refugees (IGCR) because of 
the resolution extending IGCR assistance to all displaced 
persons, instead of the previous qualification for assistance 
which limited aid to "victims of Fascism." The action of the 
USSR in resigning from the IGCR and declaring itself not bound 
by "any of the obligations resulting from membership of the 
organization" will be discussed by the next meeting of the 


IGCR Executive Committee. 





CHINESE TAKE STEPS TC STABILIZE 4s a result of constantly 
CURRENCY ..ND PROMOTE EXPORTS increasing pressure from 

ie 4 the public in general, 
particularly the business community, the Chinese Covernment 
recently has taken steps designed to forestall a threatened 
economic and industrial collapse. Last week the foreign ex- 
change rate was adjusted to 3350 Chinese dollars. to the U5 . 
dollar in order to secure equilibrium between the internal and 
external purchasing power of Chinese currency and thus encourage 
exports, check over-importing, encourage remittances from over- 
seas Chinese, and stimulate farm and factory production. This: 
new rate is 65.80 percent above the previous official rate. 
The Government also pléns to sustain the domestic value of the 
currency by trading in gold on the open market. | 


- — : The 
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The reaction of leading /.merican and Chinese bankers in 
Shanghai to the adjustment is reported to be neutral on the 
whole as it had been expected for some time. The bankers 
feel that the pegged rate remains undesirable and that it 
would be better for the Central Bank to follow the oven mar- 
ket with sales of gold to check undue short-term and specu- 
lative fluctuations. However, Chinese officials feel that 
such a policy would be very dangerous in the present in- 
flationary situation as the Central Bank would be vulnerable 
to the criticism that it was engaging in speculation. 


The banks report an immediate increase in exports, but 
the general concensus is that the exchange rate adjustment 
is insufficient to bring about any real improvement in the 
situation, especially since the rise in leading prices in 
Shanghai has been only slightly less than the adjustment in 
the exchange rate. However, the Government plans to pour 
enough rice onto the market and prevent excessive hoarding 
in order to keep domestic prices in bounds. The Generalis- 
Simo is reported to have given instructions to hold the line 
until November when a definite clarification of the overall 
situation could be expected, 


Pressure for Tariff Increases The Chairman of the Chinese 
Tariff Commission reports that adjustment of the exchange rate 
has somewhat eased the pressure for tariff increases which has. 
come with increasing force in recent weeks from manufacturers, 
merchants, labor, and others, This pressure tended to become 
political and increasingly difficult to vithstand. However, 
some Chinese officials are convinced that it would be unwise 
to yield to pressure to make tariff revision the means of 
correcting the present disparity between the cost of domestic 
and of imported goods. They point out that without a satis- 
factory settlement of the exchange problem, and reasonable 
stabilization of labor, raw material and transportation costs, 
inflation of prices would continue end increased tariff rates 
would offer no solution. They are also conscious of the un- | 
favorable reaction that would come from abroad if tariffs were 
drastically increased, particularly in view of the pending 
multilateral trade negotiations. Chinese Government authori- 
ties have been informed of US disapproval of any action which 
would prejudice the success of these negotiations. 


The proposal to call on the Ministries of Finance and 
Economic ..ffairs for a plan to increase tariffs drastically 
is apparently now being delayed and has been referred by the 
Legislative Yuan to the Supreme National Defense council. 5 
However, the Chairman of the Tariff Commission feels that 
vressure for highcr tariffs on goods competitive with those 
produced in China will be only temporarily alleviated and 
thet the US should keep our views on tariff policy constantly 
before the Chinese authorities. The ultimate effect of the 
currency change will depend on the degree to which the costs 
of certain key commodities and lebor can be held down, and he 
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is not too optimistic on this score in view of the Chinese 
propensity for speculation in commodities and in view of the 
lack of any effective means for controlling prices. 


Other Measures To Increase Trade In addition to the ex- 
change rate adjustment, the Chinese Government is planning 
several other measures to increase foreign trade. The Supreme 
National Defense Council has approved abolition of export duties 
at an as yet unannounced date. Efforts will be made to restore 
transport facilities and to plan for their expansion when funds 
are available. & new Port of Shanghai Juthority hes been es- 
tablished to deal with the problem of congestion, to reduce the 
costs of loading and unloading end to take other steps to 
facilitate the normal flow of foreign trade. 





T.V. Soong has emphasized thet the Government has no 
intention of embarking on a systcm of state monopolies and 
says that steps are being taken to disvose of enemy and puppet 
enterprises. Time will be needed for orderly liquidation in 
order that full value may be received. The Government is en- 
couraging speedy reopening of the Sherghai Stock Exchange, and 
post-war rehabilitation expenditures not immediately necessary 
are being postponed. Soong has said that the transitional 
period must be one of privation end sacrifice es the Govern- 
ment and public work together to stcady prices, reduce living 
costs, and strive toward a balanced budget. 
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S“EDES AMD SOVIETS EXPRESS SURPRIZE Official replies from 
£T US CCIVENTS ON TRADE FEGOTTALTIONS the Swedish and Sovi-t 

; Governments to our notes 
on the trade agreement currently being negotieted by the two 
countries both indicate surprise at the stand we heve taken. 
(See pege 1, August 26, 1946 issue of Current Econoric Develop- 
ments. 








soviet Note The reply from the Sovict Government savs 
that our comments relating to the negative conseouences for 
international trade of the projected agrecment gave rise to 
bewilderment, particularly that pert concerning disedvantc ges 
which ean allegedly result from the agreement for both of the 
countries, The Government of the USSR, and it is thought the 
Government of Sweden, cdo not reed advice from the US on the 
question of advantages or disadvanteges for them of proposed 
trade agreements. The USSR is especially surprised since the 
US itsclf concludes long-term bilateral credit and trade agree- 
ments with other countries, through the cxtension to them di- 
rectly or through the Eximbank of long-term credits for the 
purchase of American gooas. Cur action, they say, can be 
interpretcd only as an rttempt et interference in trade 
negotiations between two independent states. Our hope that 
the USSR will not underteke obligations which would not cor- 
respond with principles set forth in Article VII of the agree- 
ment of 1942 is puzzling to them, since they feel thet the - 
terms of that Article do not heve any relationship to the 
character of negotiations being carried on by the USSR and 
Sweden, 








US Views on Sovict Note In many respects the Soviet note 
appears to nave distorted the arguments advanced in the US note. 
In the first place: the US, in protesting ageinst the apparent 
exclusive bilateral charecter of the proposed agreement, pointed 
out that a trend toward bileteralism such as existed prior to 
the war would be disadvantageous to both countries as well 
2s to the rest of the world whereas ea multilaterel ‘trading 
system such as contemplated in the Proposals vould serve to 
secure greater benefits-for all countries. In the second 
place, the US did: not object to the conclusion of a long-term 
credit agreement between the Governments of Sweden and the USS 
for the US has for its own part granted to the Soviet Government 
as well as to other governments long-term credits running for 
thirty years. It only.asked thet purchases and sales mede 
pursuent to those credits be based on commercial considerations. 
In the third place, the Sovict Government interprets US action 
in preserting the note as interference in trade negotiations 
between the Government of Sweden 2nd the Government of the 
USSR. It is difficult to understand how the expression of 
the views of the US, pursuant to the Mutual Aid Lgreement 
of June 11, 1942, between the US and the USSR, could be con= 
strucd as unwarranted interference. In the fourth place, the 
USSR feels that the terms of Article VII of the l’vtual Aid 
Agreement do not have any relationship to the character of 
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negotiations being carricd on by the USSR and Sweden. These 

views are contradicted by the terms of Article VII, which 

states that the terms and conditions of the final determin- 

ations of benefits to be provided to the United States of 

America by the Government of the USSR in return for aid 

urnished under the Act of Congress of March 11, 1941 "shall 

include provision for agreed action by the United States of 

America and the Union of Soviet Socialist Republics, open to 
participation by all other countries of like mind, directed 
to the expansion, by appropriate international and domestic 

measures, of production, employment, and the exchange end 
consumption of goods, which are the material foundations 

of liberty and welfare of all peoples; to the elimination 

of all forms of discriminatory treatment in international 

commerce."’ Pursuant to the provision for elimination of dis- 
crimination, the US in its note pointed out that discrimin- 

ation which might arise from the conclusion of a long-term 

bilateral agreement involving large quentities of goods such “ 
as is contemplated by the Governments of Sweden and the USSR. t 


swedish Reply The Swedish Foreign Office note points 
out that members of the Swedish Government have made many 
official declarations looking toward the establishment of 
en international system of free trade on a multileteral 
and non-discriminatory basis. These indicate that Sweden 
is-ready to adhere to a multileteral arrangement which in- 
cludes a guarantee against discriminatory measures, pro- 
vided it is truly international in charecter. ‘“weden did its 
best to encourage a rapid revival of foreign trade, but the 
present state of affairs in Europe is forcing Sweden to 
enter into bilateral arrangements. Sweden is consistently 
careful that these arrangemerits shall contribute to a truly 
international collaboration and shall favor a return to a 
true multilateral trade syster. The note concludes "The 
Swedish Government, which must reserve complete liberty to 
take the opportunity to conclude such bilateral agreements, 
as well as to adhere to an eventual internationel arrangement, 
can understand with difficulty, tie situation being as ex- 
plained above, that Swedish commercial policy has given rise 
to conclusions of the kind described in your note." 





Myrdal, the Swedish Minister of Commerce, and Sohlman, 
head of the Commercial Department of the Foreign Office, have 
told Legation Stockholm that full details of the acreement 
cannot be given us yet because the negotiations are still in 
progress, but they promise full details as soon as agrecment 
is reached. The Swedish negotiators, they assured the Legation, 
will press for inclusion of the escape clause the US hopes will 


be in the agreement. 
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RECOMMENDATION FOR EUROPEAN ECONOMIC 4 US proposal for a 
COMMISSION RECEIVES CONSIDERATION European Economic 
Commission has re- 

ceived the approval of the Belgian, Czechoslovak and Polish 
i me bers of .the ECOSOC Subcommission on Devastatcd /reas. The 
British have indicated general approval of it in rrinciple but 
have suggested that the terms of refercnee for the organiza- 
tions should be brief and in rather general terms, They heve 
prepared a draft paper essentially similrr to our proposal. 





4 drafting committce composed of the US, UK, Poland and 
. the Subcommission Secretariat hes been appointed to reconcile 
conflicting opinions and to submit an agreed draft. With 
. minor changes the British are expected to go along with the 
| fundamentals of the US proposal which are as follows: (1) 
creation of an economic commission for Europe which ghall be 
charged with the task of facilitating concerted action for 
the economic reconstruction of Europe; (2) the commission 
shall collect, evaluate and disseminete data of an economic, 
technological and statisticel nature; (3) the commission 
Shall conduct appropriate studies; (4) the commission shall 
submit recommendations affecting non-Eurovean countries to 
the Economic and Social Council; the work of the Commission 
shall be coordineted with the work of specialized agencies; 
(5) the commission shall undertake the coordination, absorption 
or termination of the activities of EECE, ECO and the ECITO; 
(6) the commission shall be empowered to make recormendations 
to member and observer governments end to svecielized agencies 
concerned; and (7) non-member governments may be admitted to 
the commission in a consultative capacity without vote when 
any matter of particular concern to non-mcmbers is under dis- 


cussion. 
* * ~ 
YUGOSLAVIA REQUESTS =ZCOSOC TO The Department has been in- 





CONSIDER DAIMUBIAN BARCE PROELEM formed that on August 13 the 
Yugoslev Government filed a 
communication dated August 9 with the Secretary Generel of the 
UN, requesting that the matter of restitution of the Danubian 
vessels and barges be placed on the agenda of the third session 
of ECOSOC. A radio broadeast from Noscow on August 22, carried 
in the newspapers of august 23, steted that the Yugoslav Govern- 
ment had recommended that the question be brought to the atten- 
tion of the Security Council. The Chief of the Yugoslev Dele- 
gation to the UN, since the releese or the Yugoslav cormunica- 
tion to the press, has emphasized to newspaper reporters thet 
this request is considered an economic and not a political ocues- 
tion, but that the matter will probably be referred to the 
; General Assembly if Yugoslavia fails to receive satisfection. 
| The US position has been that this barge question is only one 
element in the broader question of freedom of navigation on the 
Denube end the US has been endecvoring without success to dis- 
cuss the broader Danube auestion with the intercsted pertics 


for a long time. 








* 


DECLASSIFIED FOR PUBLICATION IN FORE'GN 
RELATIONS OF THE UNITED STATES 





lal, Mate 





— 





a 2 


OIL SEEN AS SOURCE OF INTERNATIONAL FRICTION; Ever-increasing 














UNITED NATIONS ADVISORY COMMITTEE CALLED FOR. - instanees--in re- 


cent-months of 
political friction, conflict and instability which have arisen 
in the international oil trade have focused attention on this 
commodity as one of prime importance for our foreign economic 
policy. In a recent radio discussion program lr. Loftus and 
Mr. Rayner of the Department outlined the reasons for the in- 
portance of oil in international affairs. The oil industry by 
its natufe is big business; oil is of great strategic impor- 
tance in the machine age--in peacetime as well as in war; and 
oil resources are very unevenly distributed over the earth's 
surface, being concentrated mainly in the least industrialized 
regions, 





Loftus Proposal To guard egainst international friction 
and to assure tne orderly production and distribution of the 
world's oil in the future, Ir. Loftus put forth a proposal 
which has since received widespreed favorable comment in the 
press. He called for some sort of a world-wide committee 
under the United Nations, which would represer.t consuming as 
well as producing nations, to give continuing consideration to 
the political and economic problems of the international oil 
trade, to study the terms ard conditions under which oil is 
developed in various perts of the world, to be ready to advise 
governments and oil companies about the patterns of arrange- 
ments most likely to prove mutually beneficial and conducive 
to stability of commercial operations. In addition, such a 
body might review terms of oil concessions and contracts and 
suggest revisions. It might serve as a sort of appeals board 
where nations and companies that feel thev have been discrimi- 
nated against could come for a hearing and perheps an adjust- 
ment. The international body would make cveaileble inter- 
netionalliy such basic data on the international oil trade as 
costs, prices, royalties, inter-company contracts, etc. 


Anglo-American Oil Agreement ir. Rayner pointed out that 
the Anglo-American Oil Agreement, negotiated last winter but 
not yet passed by Congress (See page 2, October 1, 1945 issue 
of Current Economic Developments), is a first step toward 
world-wide agreement. It sets forth the principles of non- 
discrimination in the development of new oil resources, non- 
interference with each other's present concessions, and the 
principle that oil production must contribute to the economic 
advancement of people in the oil-producing countries. It es- 
tablishes a forum in which revresentetives of the two coun- 
tries cen examine their problems and recormend policies for 
approval by their governments cnd action by private oil com- 
panies. The objectives expressed in the Agreement need to 
be implemented and strengthened on a world-wide basis. 





Propos of Irenicn Armbessedor For Intcrnational Oil 


Corporation An informal proposal has been made reccntly by 
Ambassador Ala of Iran for an internetionel corporation under 
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the aegis of the United Nations to pool and control all the 
oil resources of Iran, including the Anglo-Irenian Cil 
Company concession. The plen presupposes participation by 
Britisn, Soviet, Iranian, Amcrican, and possibly other in- 
terests, preferably through private companies. Ala feels 
strongly that the creation of such a compeny would provide 
a solution for the oil problem in Iran and elleviate noli- 
tical pressures on the ccntral government. Ale referred to 
the proposal made by !ir. Loftus. It was explained to him 
that this called for an advisory rather than a regulatory 
body under the UN and that we could probably not sponsor 
crcation of an international oil organization at this time. 
Furthermore, the Department could not support inclusion of 
the AI0C concession in the proposed orgenization since we 
must observe provisions of the Anglo-American Oil Agreement 
which ccll for respect of existing concessions. 


The Iranian Ambassador wes told: (1) thet we concur in 
principle in the objectives implied in his suggestion that 
the oil situation be treated to protect Iranian sovercignty: 
(2) that ve must study his proposal for the 2steblishment of 
2 joint company vis-4-vis the merit of concessions being held 
by severel privete compenics before further comment on the 
proposal; and (3) that ve will consider, at the appropriate 
level, the question of eprproeching British authorities to es- 
certain their views. 


Swiss-Rumanien Company Reccnt reports from the field 
tend to indicate tht a US press story regarding a joint 
corporation which would heave exclusive rights to distribute 
Rumanian oil in Switzerlend wes inaccurete in severel respects, 
The original story was thet «a Rumenian corporation had been 
organized, owned 60 percent by e« Swiss group and 40 percent by 
“oviet interests, which vould have the exclusive right to ex- 
port oil from Rumanis to Switzerland. It was ssid that the 
corporetion would cepture virtually the entire Swiss market 
to the detriment of UX, Dutch end US interests, now the princi- 
bal distributors in Switzerland, end that the corporation was 
formed with the support of the Rumenian Government and at least 
the approval of the Swiss Government, 





Legation Bern reports that Swiss officiels first learned 
of the matter when various Swiss Government offices abrocd in- 
quired of Bern as to the euthenticity of the reports. They 
hove investigated and report thet e Swiss company ‘vith capital 
of 200,000 Swiss francs is being formed in Zurich, with 60 per- 
cent of the capital subscribed by Swiss citizens and the re- 
mainder Rumanian (‘vith possibly some French); thet its formation 
conforms with Swiss lew; and thet it will sell to established 
distributors since it is too small to distribute Rumanian 
petroleum products to Switzerland, The promoters never ap- 
proached the Swiss Government about any concession or exclu- 
sive rights, and not even about the formation of the company. 
If the company should ask cxclusive rights, it would be refused 
and told thet it must tzke its chances in open competition with 
other countries. 
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Aramco Pipeline Convention With Lebanon A pipeline con- 
vention has been signed by the Arabian-American Oil Company 
with the Republic of Lebanon. A draft convention has also 
been submitted by the company to Syria, which is interested 
in signing only if there is e chance of eventually obtaining 
2 terminus in Syrian soil. The exact route the pipeline will 
take has not yet been determined. One possible route leads ‘ 
through Transjordan end Palestine to Heife. There has also 
been some discussion of terminating it in Egypt. The company 
is hesitent to begir construction until the Pelestine situ- 
ation becomes clearer, 





QQ 


ORM SHORTAGE iU.Y OPEN “AY The Belkans, especially Rumenia, 
FOR CCOPERATION IN RUMANIA are suffering from a drought which 

hes greatly reduced corn crop pros- 
pects, and in turn seems likcly to prevent any significant wheat 
export. We have informed Mission Bucharest thet the US is will- 
ing to consider Rumania's reguest for corn, but the new crop 


will not be availeble until December or Jenuary. 





Sovict officials in Rumenie in the psst several months 
have shown no enthusiasm for continuing tripartite economic 
meetings. It vas felt thet perhaps the greatest reason for 
Soviet loss of interest was their growing conviction that a 
good 1946 crop would automaticeilv solve many problems and ’ 
would permit continuance of Soviet cxploitation of the Rumanian 
economy under the armistice. However, economic conditions have 
deteriorated due to the drought, and the ™S Mission et Bucharest 
has indicated thet this might mcan thet the Soviets would want 
to resume economic mectings. 


The opinion of the Mission hes been requested es tos (1) 
whether the request for corn could be used es a means of 
pressing the Sovicts for the formuletion of an overall tri- 
partite program for the economic rchabilitetion of Rumania 
(See page 1, June 24, 1946 issue of Current Dconomic Develop- 
ments): or (2) whether the specific problem of the corn short- 
age would form a useful basis for a tripertite discussion with 
2 view to obtaining corn imports from the US on the basis of 
essurances of the postponement of reneyment of the USSR grain 
loen and grain deliveries under reparation until after the 
1947 harvest, and arrangements for the export of Rumanian 


products to pay for corn imports, 





We have also requested full information regarding the 
$4 million available to petroleum companies for equipment needs 
from the US, viz, (a) on wht basis will funds be made available, 
. when and over whet period; (bd) who made the decision and, if by 
- the Rumanian Government, are Soviet objections contemplated; (c) 
what restrictions if any will govern whet funds are to be ex- 
pended; and (d) whet portion has been allotted to US oil 
interests. 
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DEPART TENT REJECTS CZECH CHARGE OF The US will reject as 
DISCRIMINATION IN SALE OF SURPLUS without foundation charges 
: recently made by the Czechs 
that we were discriminating in the sele of surplus property. 
(See page 9, August 26, 1946 issue of Current Economic Develop- 
ments.) ‘Ye will point out thet we extended the %50 million as 
a line of credit for the purchase of surplus property and not 
eas a loan, and that no agreement was made to deliver goods to 
thet amount, The reason for Czech lack of success in obtein- 
ing surplus in comparison with other countries is attributable, 
we believe, to the delays of their own Government. For example, 
the line of credit was egreed upon February 18 but it was not 
accepted by the Czech Government until lay 28, However, in the 
belief that the credit agreement wovld eventually be signed, 
we sold surplus to the Czechs in the interim in the amount of 
1,137,567, and committed for sele surplus to the amount of 


$412,000. 














The bulk surplus sele to the French (which the Czechs 
pointed to as discriminatory) was mede as part of the general 
settlement of war accounts and was to the US advantage because 
the Czech Government and others did not aveil themselves of 
the opportunity to buy surplus in France. The Czechs also 
charged that the French Government had been granted priority 
rights for purchase of surplus in Belgium, Germany and Italy. 
Our reply will point out that a commitment was rade to sell 
to France from surplus a selected list of rehabilitation and 
reconstruction items wherever located ebroad. All European 
surpluses applicable to this list have been committed and 
the rest of the list is being completed, in so far as pos- 
sible, from Pacific area surpluses. However, Zuropean sur- 
pluses are far from exhausted and tnere are now or shortly 
will be available for commitment property in Belgium, Italy 
and Germany wortn about one billion dollars from which 
Czechoslovakian purchases cen still be made. 


On the charge that Czech requests for tires had not 
been granted by the FLC office in Paris and th:t in the 
meantime Swedish end Swiss Governments had secured contracts 
for tires, we will revly thet our reports indicate thet 
$751,321 worth of tires, tubes, medical supplies and gloves 
have been committed to the Czech Government. 


“le will also point out that the Czechs have already re- 
ceived or committed nearly %10 million of the credit, and 
still cen use $40 million in purchasing surplus from stocks 
remaining in Europe and in the Pacific aree. 
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US PREPARES TO NEGOTIATE AIR AGREEMENTS A sharp expansion 
TO COVER CIVIL OPERATIONS IN LATIN AMERICA in the volume of 

. ? air commerce be- 
tween the US and the Latin American countries is anticipated, 
-and the CAB "Latin American Decision" authorized additional 
and expanded air services by US carriers to South and Central 
America' and to the Caribbean area. The CAB recently reopened 
the docket on this case to determine the need for additional 
through services from the US to the Canal Zone. Before these 
new services into and through the Latin American States can be 
inaugurated on'a permanent basis, it will be necessary to con- 
clude bilateral air transport agreements with the countries af- 
fected. The US has only one intergovernmental agreement cover- 
ing air transport operations in this area, namely, the 1929 
Agreement with Colombia, which is now inadequate and will have 
to be revised. Pan American Airways and its affiliate Pan 
American Grace Airwavs (Panagra) have for many years been the 
only scheduled US carriers operating in South America. Both 
companies operate under the authority of direct contracts with 
the various governments concerned. The Latin American Decision 
grants routes to several other US carriers and authorizes addi- 
tional routes for Panam and Panagra. If our plans are success- 
ful, a bilateral agreement with every country in this area will 
be negotiated, 








US Policy Our policy in general is to promote the develop- 
ment of additional air transport services between Latin America 


and the US so that adequate services will be available at 
reasonable rates. ‘’e are prepared to negotiate reciprocal agree- 
ments with each of the countries concerned on the basis of the 
Chicago standard form plus the pertinent additional principles 
contained in the US-UK Bermuda Agreement. ‘Je are not willing 

to accept any arbitrary restrictions on Fifth Freedom traffic, 
rates, capacities, or frecuencies. We plan to make available 

to the other American republics such technical assistance as 

may be desired in the form of advice and direction: in connec- 
tion with the establishment of airports and other installations. 
Scheduled services into the US by Latin American carriers have 
already been authorized in several instances by the CAB on the 
basis of recivrocity and applications from several other 
carriers are now before the CAB for decision. Intergovernmental 
agreements would grant reciprocal rights end wovld authorize 
operations over specified routes into the US by Latin American 


carriers. 


Policy Differences ‘ith Latin American States In the ab- 
sence of adequate local air services, certain Latin American 
countries have granted cabotage rights to Panam and Panegra. 
With the development of national fecilities and the entry of 
Latin American carriers into the international field, this 
privilege may no longer be accorded to US carriers. As 
enunciated in the Convention on International Civil Aviation 
drawn up at the Chicago Air Conference and recently ratified 
by the US, we recognize that any state has the right to re- 
fusc permission to the aircraft of other countries "to take 


on 
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on in its territory passengers, mail and cargo carried for 
remuneration or hire and destined for another point in its 
territory". Legitimate refusal to grant new ecabotage rights 
or revocation of existing ecabotage privileges would leave 
very little basis for protest by the US. 


_ However, our basic policy toward international -civil 
eviation difrers considerably from that being followed or 
developed by a few Latin American States. Negotiations with 
Mexico for an air transport agreement were recently broken 

off due to failure to resolve differences, including Mexican 
insistence upon division of capacity. The chief proponent in 
Latin America of restrictive practices is Argentina, which has 
attempted, so far without apparent success, to build up an 
"ABC Bloc" (Argentina, Brazil and Chile) to reserve traffic 
between any two points witnin this area to the carriers of 
those countries, Argentine agreements with other countries, 
including the UK, include arbitrary restrictions on capacity 
and frequency and set up traffic limitations. BA 


Bilateral Negotiations At the present time, we are 
particularly eager to conclude bilateral agreements with 
Brazil, Cuba, Venezuela, Colombia (to supersede the 1929 
Agreement), '‘exico, Haiti, the Dominican Republic, Argentina 


and Chile, 





Brazil Wegotiations with Brazil are now in progress 
in Rio de Janeiro, The first counter-proposal to our draft 
agreement included several restrictions unacceptable to the 
US and suggested radically different routes for US carriers. 
Chairman Landis of the CAB who is assisting with the negoti- 
ations indicates now that prospects are fair for an early 
agreement which would not abridge the Bermuda Agreement princi- 
ples, Some consideration is being given to the advisability 
of deferring conclusion of the proposed US-Brazil technical 
assistance agreement pending the outcome of these negotiations, 
The UK is actively negotiating for an agreement with Brazil 
and has given the US assurances that the agreement will follow 
the Bermuda Agreement principles unless it is impossible to 
secure an agreement on these terms and that, in any event, 
a restrictive agreerent will not be concluded without first 


os 


notifying the US. 


Cuba ‘“e have informed Embessy Habena that the. CAB 
decision to reopen the Latin American Route Case makes it 
desirable to defer the conclusion of a US-Cuba permanent 
sir agreement until after final decision. However, the CAB 
has requested that the Department endeavor to obtain an 
interim arrangement with Cuba to cover tre operations of US 
airlines certificated under the earlicr Foard decision. The 
Embessy has therefore been recuested to obtain temporary per- 


mission from the Cuban Government for duly authorized US 


earriers to exercise Fifth Freedom rights on specified routes, 


Embassy 
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Embassy Habana hes recently brousht to the ettention 
of the Department recent trends in Cuban aviation policy 
which may adversely effect our plans. The Cuban ‘inistcr 
of Communications has issucd verbal instructions to the 
National Transportation Commission to issue no more li- 
censes to operate the Fabena-Miami route in either direc- 
tion for passengers or cargo, except for necessary technical 
stops, on the grouncs thet the present services are adequate 
and should be given an opportunity to handle the traffic. 
The Embassy believes that this might be extended to Habana- 
New York or to other rcutes should e Cuban company initiate 
such services. In addition, the National Transportation 
Commission has recentiy aecided to license operations only 
on a reciprocal basis. which could conccivably lead to the 
cancellation of existing US services. 


Venezuela A draft bilateral air agreement has been 
submitted to Yenezuele through Embassy Caracas and the 
Venezuelan Government has indicated that it would welcome 
the negotiation of an egreement but meanwhile vould appreci- 
ate prompt and favorable action on the eprlication of Linea 
Aeropostal Venezolana, Government-owned eirline, for landing 
rights in the US. A»proval of the Aeropostal application 
is expected shortly. 





Argentina An Argentine mission for the purpose of 
negotiating an agreement with the US is expected to arrive 
in the US this week. The successful outcome of such negoti- 
ations would require a reconciliation of sharp differcnces 
in basic aviation policy. Argentine is clearly anxious to 
secure reciprocal rights from the US and hes recently created 
obstacles to a change in opereting equipment bv Panam, in- 
volving no new schedules, and has cut Panam and all other 
foreign carriers back to the number of schedules authorized 
in their basic contracts where additional schedules had been ee 
granted under special or temporary permits. Repeated state- 
ments have indicated that no new nrivilcges, apart from pos- 
sible temporary arrangements, may be expected until the US 
grants reciprocal rights to Argentine airlines. 





A government decree late in 1945 established FAMA (Flota 
Aerea “ercante Argentina) es Argentina's "chosen instrument" 
in international air traffic. Official statements explained 
that the present competitive situation requires national y 
entity, that reciprocity rights for air traffic belong ex- 
clusively to the nation end are not "negotiable" and there- 
fore cannot be left to private management. FA™“A is des- 
cribed as a "mixed private-public economic entity". 


The UK has informed the US that the British mission 
negotiating their agreement with Argentina last spring was 
instructed to get the terms of the Bermuda Agreement if pos- 
sible but simply could not get them. A lete report from 


Lendis 


een 
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Landis in Rio de Janciro states that Argentina desires an 
agreement witn Frazil modeled on the UX-Argentine agree- 
ment. The Dutch hav: recently approached the US for an air 
agrecment based on the Bermuda principles, rior to Dutch 
negotiation of an agreement with Argentina. The Dutch be- 
lieve that a US-Netherlands agreement on this model would 
help both countries to secure non-restrictive egreements 
in South America,. 


Chile- Embassy Santiago hes recently reported that the 
Chilean airline LAN, in response to strong pressure from 
the Foreign Office, hes rejected a FAIA proposal for an ABC 
aviation bloc. According to the FAMA plan, Argentine air- 
lines would have carried 50 percent of the total air traffic 
between Santiago and Buenos Lires, Chile 30 percent and the 
remaining 20 percent would have gone to foreign airlines, 
Recently Air France has been reported to have discontinued 
its service to Santiago because of érgentine prohibition 
against carrying any passengers between Santiago and Buenos 
Aires. - 


Other Countries Negotiations with ?‘exico have been 
Suspended without an agreement. Temporary operating rights 
have been granted by Haiti and the Dominican Republic has 
been requested to grant interim rights to permit the newly 
certificated US airline to begin operations immediately, 
pending the negotiation of permanent agreements, Temporary 
rights in Colombia have been requested on behalf of Franiff 
Airways. Draft bilateral agreements are being forwarded to 
our Missions at Bogot&, Caracas, Lima, Santiago, Le Paz, 
Asuncién, Cuito, Port-au-Prince, and Ciudad Trujillo, for 
the purpose of initiating bilateral negotiations. 





US TO RETURN ITALIAN Infcrral instructions have been con- 
PASSENGER VESSELS veyed to the “ar.Shipping :dministra- 
tion to prceceed with arrangements for 
the-return to.Italy of the passenger vessels Saturnia and 
Vulcania as promptly as possible. It is anticipated that 
the Saturnia will be returned outright but that the Vulcania 
. will be returned with the understanding that arrangements may 
be sought for charter by the US for continued trans-atlantic 
service for the time being. These vessels were essigned by 
the Italian Armistice terms to operate for the US, as part 
of the Italian contribution to the Allied war effort as a 
co=-belligerent. 
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US PCLICY ON JAP RESTITUTION TO Shortly to be considered with- 
UN NATIONSLS APPROVED BY S'WNCC in the Far Eastern Commission 
ei - is a SYNCC approved paper on 
interim principlesfor the restitution of property holdings in 
Japan of nationals of the United Nations which had been seized 
by the Japanese during the war. The paper is in linc with pre- 
vious SYNCC recommendations on the restitution of looted 
property, and is designed to implement US policy as outlined 
in the President's statement on US Post-Surrender Policy Re- 
lating to Japan. 





While it is US policy to restore fully all property 
proved to have been scizcd by the Jcpanese from nationals of 
United Nations, at the present tire it is not feasible admini- 
stratively to carry out this policy on more than a limited 


basis. Therefore, it has been agreed that restitution should 

be made initially of srall businesses whose owners now reside 
in Japan and of e-rmercial snd service corporations where the ? 
majority of the stockholders are United Nations nationals fpre- 
sently residing in Japan. Restitvtion now is also provided f 
for property of religious end charitable institutions. Gold, eo 3 


other precious mctals, foreign exchange and large-scale com- 
mercial and industrial enterprises will not be considered as 
eligible for restitution for the time being due to the diffi- -.- , 
culty of clearly identifying originel ownership. In all cases, 
identification of the property will have to be proved to the 
satisfaction of SC..P. 


It will be assumed thet all property taken or purchased 
by the Japanese Government, Jap nationals or members of the 
Jepanese armed forces since the outbreak of wer was taken 
under duress, -The present holder of the property will have 
to bear the burden of proof that the particular item was not 
obtained by duress or fraud. In those cases where "payment" 
was made to the original owner of the property, the person 
to whom the property is restituted will be required to remit 
an equivalent amount to the Japenese Government upon repos- 
sessing the property. The remittance will be mede after 
Claims against the Jepanese Government for damage, rent, de- 
preciation, etc., are met. If operation of the restored 
property is considered narmful to the occupying forces or to 
the purposes of occupation, SCAP may withhold permission for 
operation of such properties. On the other hand, if oper- 
ation of. the properties will contribute to our occupation ob- 
jectives, permission to operate them may be given even prior 
to complete restitution. 


Consideration should also be given at this time to the 
possibility of restituting property owned by UN nationals not 
resident in Japan. To this end, SC4P has been requested to 
advise this Government as to when it is considered feasible 
to include restitution to persons outside of Japan of tangible, 
intangible, personal cand commercial nrroperty. 


* * * 
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USSR SETS DATE FOR FIVE POWER © The USSR has informed the 

TELECOIMUNICATIONS COMFERENCE governments concerned that 
the date for convening the 
Five Power Telecommunications Conference in Moscow will be 








September 28 (see page 2, August 19, 1946 issue of Current 

4 Economic Developments). "The US had requested that the date 
of August 2, originally set by the USSR, be postponed to 
at least September 15. 





“orld Telecommunications Conference The US is proceed- 
ing with plans for convening a Plenipotentiary ‘/orld Telecor- 
munications Conference in this country in the spring of 1947. 
The required minimum of twenty countries have now informed the 
Swiss Government of their concurrence in our proposal for a con- 
ference in the US for the purpose of revising the Madrid Tele- 
communications Convention of 1932. Eight additional countries 
have advocated Europe as the seat of the Conference and some 
of these prefer September of 1947. In view of the’ widespread 
Support of our original proposal, however, the US anticipates 
issuing an invitation s:ortly for a Conference to be held in 
the US in the spring of 1947, It is anticipated that the 
details regarding the Yorld Conference will be discussed at 
the Moscow Preliminary Conference, 








OIR BOARD OF DIRECTORS Racuests US observers at the recent 
US_AID IN MEETING OBI Ph rvyes meetings of the Board of 
Direc ter: of the OIR (re- 
organized European Proadcasting Organi 43 !4 on) in Brussels 
report that broadeas«ing organizations fon she following 
countries attended: Beigiun, Czechoslovaxia Fgypt, France, 
Netherlands, Poland and USSR. (See Page .0, Ax ust 5 and 
Page 2, July 8, 1946 issues of Curren Boonom. © Developments. ) 
US observers limited their participation to reaffirming the 
US position that a world broadcasting conference prior to the 
vorld telecommunications conference would be premature. AS a 
result, the Board deferred its decision on this matter. 








In informal meetings with representatives from Belgiun, 
France and the USSR, the following facts were revealed: (1) 
The USSR inadvertently stated that the most important role 
of a world broadcasting organization would be played prior 
to the world telecommunications conference; (2) All three 
recognized that UK representation in the OIR would assure 
the disappearance of the UIR (pre-war European Broadcasting 
Organization) and exnressed the hope that the US would help 
persuade the UK to cooperate in establishing a new European 
Broadcasting Crganization if a world organization proves un- 
feasible. The USSR stated that the US has an interest in a 
European organization because of transmitters in the US zone; 


(3) All 
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(3) All three proposed to seek agreement of the Board of 
Directors to a recommendation to the OIR General Assembly 
that the proposed world broadcasting conference be post- 
poned and that an informal meeting of Belgium, France, the 
US, UK and USSR be arranged immediately following the Pre- 
liminary Telecommunications Conference at Moscow for the 
purpose of examining the possibility of reaching an under- 
standing either regarding a world broadcasting organization 
or a regional organization for the European area. 


The Board of Directors later passed a resolution recon- 
mending that: (1) the OTR General Assembly postpone the call- 
ing of a world broadcasting conference; (2) informal meetings 
should be held between the president of the OIR and broad- 
casting experts from France, UK, US and USSR immediately after 
the Moscow Telecommunications Conference and (3) following the 
informal talks, the Board of Directors shovld reexamine the 
entire question of calling a world broadcasting conference. 


* * * 


SOVIETS REJECT FRENCH PROPOSAL The Soviets have rejected the 
FOR ALLIED AGENCIES Ii’ GERMANY French proposal for Allied 
agencies in Germany, (see page 5, 
August 19, 1946 issue of Current Economic Developments), main- 
taining that such action would only delay further the creation 
of German central administrative agencies as set out in the Pots- 
dam Protocol. Soviet support of immediate establishment of 
German agencies was reiterated as a necessary preliminary step 
toward formation of a central German Government. In addition, 
the Soviet member of the Coordinating Committee, ACC Germany, 
stated that since the -rench propcsal was contingent on the ex- 
clusion of the Saar from the German economy, the ACC lacked the 
eutiority to adopt such a procedure, The question of the future 
of the Saar, he pointed out, could only be settled at the govern- 


mental level. 





Expressing regret at the Soviet answer, the French repre- 
sentative stated that there was very little dissimilarity between 
the US and French proposal, except that under the French proposal 
Allied control would be insured and that under the US proposal 
the Germans would be given a chance to thwart Allied occupation 
policy. Since it was obvious that agreement could not be reached 
in the Coordinating Committee, it was agreed that a report be 
sent to the Control Council stating that the US, UK and the USSR 
support the immediate creation of central German administrative 
agencies as the only effective means of achieving German unity. 
The report to the Control Council will also include the Soviet 
statement that the USSR believes that a change in the orienta- 
tion of the economy of the Saar to France must be referred to 
the governments of the Big Four for consideration. | 


* * * 
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USSR AUTHORIZES PARTIAL PAY rt “e Have been informed by 
ON SCVIET Conta ~T.0. YO ECITC the Eritish Embassy that 
the Soviet Foreign Office 

é‘ has informed the Rritish Embessy in t‘oscow thet appropriate 
Soviet authoritics havc been authorized to meke a ‘pertia 1 
payment on the account in arrears of the Sovict contribution 
to ECITO. See page 12, fugust 19 issue of Current Economic 
Developments.) No indication vas given as to the amount to 
be peid and it is not kn-wn whether this contribution will be 
sufficient to easc the serious financial situation of ECITO. 




















DECLASSIFIED FOR PUBLICATION IN FORE'GN 
RELATIONS OF THE UNITED STATES 








— —--—-—- — — ss —! 
mee 








ISSUE NO. 64 E 
September 9, 1946 ' 
A, 


SECRET 


CURRENT ECONOMI 
DEVELOPMENT 





POLICY INFORMATION COMMITTEE 
DEPARTMENT OF STATE 








DECLASSIFIED FOR PUBLICATION IN FOREIGN 
RELATIONS OF THE UNITED STATES 








This weekly publication is designed to highlight developments in the eco- 
nomic divisions of the Department of State, and to indicate the economic prob- 
lems which are currently receiving attention in the Department. It is suggested 
that copies be retained on file, as reference will sometimes be made ti »,ceviously 
reported items to avoid repetition. 


Document Security Instructions 


This document should be treated in accordance with current instructions 
regarding security measures for SECRET material. Extreme care should be ex- 
ercised to avoid public or private discussion of the information herein with or in 
the presence or hearing of any person not authorized to have knowledge thereof. 
For general purposes all classified Foreign Service Officers and other responsible 
economic officers are authorized to have knowledge of the contents of this docu- 
ment, responsibility for the safekeeping of which will be assumed by each recipient 
thereof. It may be retained in protected files or, at the discretion of the recipient, 
destroyed by burning. If not personally disposed of by the recipient, he will 
assure himself that it is burned in the manner prescribed for SECRET material. 


DECLASSIFIED FOR PUBLICATION IN FORE'GN 
RELATIONS OF THE UNITED STATES 





a ee 





meee 














September 9, 1946 





CONTENTS 
’ Page 
Unilateral Removals From Germany Receive Attention - - --- - 1 


Soviets Reply To- Our Note On United Nations Property 
UK Draft Report On Unilateral Removals 
Dorr Makes Recommendations Concerning 

Unilateral US Removals 


Modification of Nationalization Law Proposed By Austrian 
Foreign Minister ----+-+-+-+-+-+-+-+-+-+e-+-+-+-+-+-+-- - 3 


UK and US Differences in Air Policy To Be Discussed in Lendon - 4 
UK Replies Concerning Recent Trends in Air Policy 
US Air Attaché Gives Views of UK Policy 


$4 “illion Loan To Aid Financing of Air France Constellation 


Order is Not Possible At This Time ----+-+-+-+-+-+-+-+-- 6 
Bermuda-Type Air Transport Agreement Signed by US and Brazil - - 7 
US -UK To Discuss Rubber Situation - ----+-+-+-+-+-+--ee--- 7 


US and China Sign Bulk Purchase Agreement For Surplus Property - 8 


French Now “illing To Participate in Tripartite Control of 
German Rhine - ----+-+-+-+-++-+-+-+-+-+-+-+--+-+-+-- 9 
Meeting Proposed 


ECITO Council Meetings Considered Successful - --+-+-+-+-+--s. 10 


Recent Trade Agreements and Negotiations Are Reviewed - - - - = 11 
IEFC Concludes Agreement With Argentina 
Argentine-Ecuadoran Agreement Signed 
Other Argentine Negotiations 
Chile Concludes Several Trade Agreements 
Efforts To Establish Trade With Germany 
Italy Endeavoring To Renew Foreign Trade 
Czechoslovakia Concludes Trade Agreements 
Recent Soviet Negotiations 
" French Agreements Concluded 





DECLASSIFIED FOR PUBLICATION IN FOREIGN 
RELATIONS OF THE UNITED STATES 











UNILATERAL REMOVALS FROM Soviets Reply To Our Note On 
GERMANY RECEIVE ATTENTION United Nations Property The US 
Embassy in Moscow received a re- 
ply to our note to the JSSR of June 18 concerning removal of 
property in the Soviet zone of Germany in woich JS nationals 
have substantial interest. Our note pointed out that: (1) 
unless determined by the ACC in each specific case, United 
Nations property is not subject to removals as reparation; 
(2) all enterprises picked out for removals, past and future, 
should be submitted to the ACC in order that their suitability 
. for removals may be passed on by thet body; (3) the US proposes 
to introduce within the ACC a procedure wnereby United Nations 
nationals may be compensated in Reichmarks or by transfer of 
shares of similar enterprises in Germany for properties re- 
moved from Germany as reparation; (4) until the ACC determines 
what procedure is to be followed to compensate for such re- 
movals, the US reauests that removals of property in which 
United Nation nationals have substantial interest be discon- 
tinued; (5) where removals do not fall into the category of 
reparation removals as defined by the ACC, the US reserves 
the right to claim compensction for its nationals; (6) the 
US recognizes the right of an occupying power, for security 
reasons, to effect certain type removals as defined under 
Potsdam, but reserves the right to clai.. later in Reichmarks 
for such property. The question of minority interests was 
reserved and not covered in the note and "substantial in- 
terest" was defined as a shareholding of 48 percent or more, 











The Soviets responded September 1 saying that they do 
not object in principle to our proposal that the ACC examine 
the question of a comnensation procedure but they consider 
it should be examined after the ACC has decided on basic 
reparation questions. In that regard they say that, as a 
result of the position taken by the US ard UK, the Control 
Council has not as yet carried out the decisions of Potsdam 
concerning the specified quantity of plant subject to re- 
moval from the western zones. They point to the fact that 
advance deliveries are not being made from the western zones 
to the USSR and refer to the stop order on dismantling of 
plant which was issued by US military authorities. (See 
page 2, May 13 issue of Current Economic Developments.) 
They charge also thet the equipment of enterprises destined 
for dismantling for reparation account is being pilfered by 
German firms or being resold to the latter. 





The Sovicts say they cannot report to ‘ACC concerning 
cases of dismantling of enterprises in their zone in which 
there was foreign capital because thcy did not have informa- 

. tion about the existence of such foreign interest at the time 
of dismantling. However, they offer to examine the claims of 
eitizens of the United Nations regarding their property. 

They believe there should be no compensation where interests 


were 
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FRENCH ANSWER US PROTEST ON iM, Bonnet, the French Ambassador 





_——« ee eee ee 


GERMAN OCCUPATION POLICIES to “ashington, has submitted a 
reply to our note of July 24 in 
which we protested certain practices in the French zone of oc- 
cupation in Germany which we claimed were not in conformity 
with the objectives set by the Allies for the administration 
of that country. (See page 1, July 29, 1946 issue of Current 
Eccnomic Developments.) | 








Stating that the agreement on German level-of-industry 
and the recommendations and decisions adopted at the Paris 
Conference on Reparation constitute the basis for French poli- 
cy in Germany, the French fail to see where their actions 
have been opposed to quadripartite decisions, or to the prin- 
cCipie of economic unity of Germany. 


In our note we mentioned particular practices which we 
stated were at variance with agreed policies and the French 
note attempts to answer each point cited, as follows: (1) 
Unilateral removais of industrial equipment from the French 
occupied zone did take place during the period of hostilities 
and during the first few months of occupation. However, these 
removals were for the most part confined to industrial equip- 
ment classified as war booty or of equipment necessary for the 
reconstitution of French armament factories. In certain cases 
these early removals do not fall into either of the above 
categories and, therefore, are susceptible of being charged 
against reparation account. The French Government is cur- 
rently engaged in tabulating the equipment in this category 
and will submit the final determination to IARA. t is 
pointed out further that recuisitioning was limited to 
scattered items of a war potential nature and that, therefore, 
Germany's productive capacity under the level-of-industry 
decision is not affected. (2) Since August 1, exported raw 
materials have been accounted and paid for in foreign ex- 
change in conformity with Control Council rulings. (3) “hile 
some indigenous food supplies have been requisitioned, the 
amounts have been small. (4) US claims that French producers 
are marketing German chemical products are denied; accompe..iied 
by a statement that in the one exception that has occurred the 
transaction was made with the approval of US Embassy Paris. 
(5) By a note of August 20, the French indicated their willing- 
ness to participate in a tripartite organization for the con- 
trol and administration of German Rhine shipping. (See page 9, 
September 9, 1946 issue of Current Economic Developments.) 

(6) In no way have the German railways in the French zone been 
integrated with the French railway system, although the French 
have repossessed certain railway cars of French origin. ‘%% is 
admitted that plans for requisitioning of rails for the restor- 
ation of the French railway system have begun to be applied. 
(7) Although pexmission had been provisionally granted to cer- 
tain Alsatian firms to market German wines, sucl: transactions 
will be prohibited in the future. (8) Permissicn has never 
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ese 


DECLASSIFIED FOR PUBLICATION IN FOREIGN 


RELATIONS OF THE UNITED STATES 


wae: 


aa Mite@igne: aes ee 








sts 





a S 


been denied to any Allied or neutral country to fell timber 

in the French zone of occupation if the means to do so were 
provided. In this connection it is pointed out that ex- A 
ploitation of the German forests is hampered by the failure 

of the US and UK zones to return from their zones horse 


needed for this operation. 


In conclusion the note states that the above facts 
should dispel the US fears that unilateral removals and 
other requisitioning that has taken place interferes with 
the agreed level-of-industry plan, especially since an ac- 
counting is being made so that removals can be charged 
against the reparation account. The policy of the French 
Government is restated as simply an effort to obtain equili- 
brium of the balance of trade in its zone by closely con- 
troiling the economy, by limiting consumption and by in- 
suring indispensable foreign outlets. 


On the whole the Department is satisfied by both the 
tenor and the contents of the French reply. In conversations 
with members of the French Embassy in ‘‘ashington following 
the Secretary's Stuttgart speech, the impression was gained 
that the French desire to take whatever steps are possible, 
outside of complete partnership, in joining with the US and 
UK in treating Germany as an economic unit. However, posi- 
tive cooperation to this effect on the part of the French 
will probably be deferred until after the discussion of 
Germany by the Council of Foreign lMinisters,. 








* * ** 


PRELIMINARY REPORT The Control Council Germany has ac- 

MADE ON GERMAN COAL cepted the agreed coal report of the 
Committee of Experts and the accompanying 
recommendations of the Coordinating Committee. (See page 4, 
July 15 issue of Current Economic Developments.) The accepted 
portion of the report deals only with production facts and 
recommendations for increased productivity in the mines, 
to disagreement on German internal needs and treatment of 
Germany as an economic unit, no agreement was reached on 
allocations and this matter was referred back to the Committee 
of Experts and the Economic Directorate for further stuay. 





Due 


Present production of hard coal is 40 percent of the pre- 
war level in the British zone and 50 percent in the French 
gone, Productivity per manshift has been reduced to 60 percent 
in the Ruhr and 70 percent in the Saar. Absenteeism runs from 
40 to 100 percent above 1938 levels. General Clay described 
the entire report as "disheartening." To increase production 
and to draw workers to the coal fields, the Committee recom- 
mended that incentives be offered such as food, consumer goods, 


housing 
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housing, higher wages, social insurance and other special 
inducements, This follovs, to a great extent, the French 
practice of incentives to increase coal production in France. 
Tighter technical control, more intensive denazification, and 
improvement of trace union relationships were also recommended 


The areas of disagreement in this preliminary report deal 
mainly with criticism of the administration of the British 
zone by the French and Soviets. The French survey of conditions 
within their own zone was accepted without comment. The US 
zone was criticized by the Soviets for inadequate equipment, 
lack of consultation with labor groups, and operation based 
on the interest of mine owners. Criticism of the Soviet: zone 
by the other zonal representatives centered around equipment, 
maintenance, denazification and the seven-day work weck. The 
accepted report, together with points of disagreemcnt and 
minutes of all pertinent meetings, will be forwarded to the 
individual members of the CFM. 


When the report was considered by the Control Council 
the French member asked that the study on allocations be com- 
pleted within the next several days ana that agreement be 
reached on the following points: (1) total coal production 
in Gerrany should be available for all of Germany and for 
export; and (2) examination should be permitted at any time 
of the submitted requirements of any zone commander. 


Prior to instructing the Committee of Experts to pre- 
pare a more comprehensive report, it was decided that time 
should be allowed the CF" to study the preliminery report 
end submit comments to the Control Council. 


NAVICERT SYSTEM TO US Missions in Ankara, Lisbon, Madrid, 
END SEPTE:'BsR 30 Bern, Dublin, Stockholm and Reykjavik 
have been instructed to notify the 
governments to which they are accredited that the navicert 
System will be abolisned on September 30. This modification 
should be made jointly by the US and UK Missions in each 
country. Ac the same time, the Governments are to be re- 
quested to insure the maintenance of controls on imports oi 
all goods on the Reserve Commodity List cr controlied by 
international. committees or the International Emergency Food 
Council, Those countries which export controlled goods. should 
be asked also to insure the channeling of exports in line with 
the allocations of established committees, Public announce- 
ment of this action will be made on October l. 





* * * 
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US_ PROPOSES DISCUSSING LEND-LEASE SETTIEMENT The Secretary 
WITH USSR INDEPENDENT OF OTHER ECONOMIC ITEMS has approved 

the negotiation 
of a lend-lease settlement with the USSR independentiy of a 
tcan and other economic matters. In accordance with this 
decision a note has been forwarded to the Soviet Government 
proposing the opening of negotiations in Washington on or 
before October 15, While the negotiations will be independent 
of a credit and other economic matters, such topics as come 
within the scope of Article VII of the Soviet Master Lend--Lease 
Agreement may still be considered. 











The note proposing lend-lease settlement discussions 
reiterates the position taken bv the Department in its note of 
Merch 18, 1946 that merchant vessels transferred to the USSR 
muse be returned unless they are purchased in accordance with 
the Ships Sales éct of 1946 or other applicable statutes. 
However, the US expresses its willingness to discuss the 
vessel question concurrently with the overall lend-lease 
settlement discussions provided these discussions are not 
delayed. 


US WILL SEND ANOTH=R NOTE TO SOVIETS The Secretary has 
CONCERNING HUNGARIAN ECONOMIC SITUATION cabled approval of 

a reply to the Soviet 
note of July 27 in which they rejected our proposal for joint 
US-UK-USSR collaboration on a plan for the economic rehabilita- 
tion of Hungary. (See page 16, August 5, 1946 issue of Current 











in our earlier communication and concludes that apparently the 
US and the USSR will not be able to come to an agreement on 
the situation now existing in Hungary or on the causes of the 
situation. ‘Ye will point out, however, that if Hungary is to 
solve her economic problems and contribute to the general 
economic recovery of Europe, assistance is required and that 
the Hungarian Government has asked for the help of the Allied 
Powers. ‘Je will refer again to the Yalta declaration wherein 
the three powers pledged concert in helping the former Axis 
satellite states of Europe solve by democratic means their 
pressing political and economic problems. "'e referred to this 
undertaking in our notes of March 2 and July 23 to the USSR 
but Soviet replies have not been responsive on that point and 
have not indicated reasons for refusing to cooperate in this 
regard, Despite this, we will state that the American repre- 
sentative on the ACC for Hungary stands ready to consult with 
his Soviet and British colleagues to provide a framework for 
the rehabilitation of Hungary. 


Note 
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Note To Be l'ade Public As soon as the note is presented 
it will be released to the press. “hen our note of July 23 
was released only one Eungarian newspaper published any part 
of the text and a government release merely stated that the 
US had proposed that the US, UK and USSR concert their poli- 
cies in helping Hungary to solve political and economic 
problems, This was followed hy Soviet radio comment to the 
effect that the main reason for the difficult economic situa- 
tion in Hungary was the fact that a large quantity of Hungarian 

property still remains in the US zones of Germany and Austria. 

. The Soviet reply received considerable attention in the 
Hungarian press with the Leftist papers quoting only the Soviet 
reply and the non-Leftist papers taking the opportunity tx 
quote portions of the Soviet reply denying details of American 
charges. Prime Minister Nagy told Schoenfeld that the American 
note was factually 100 percent correct and had caused great 
satisfaction throughout Hungary where, in spite of its 
practical suppression from the public press, it was well known 
in all informed circles, 





Financial Stabilization Program Paralyzes Business In 
early August the Hungarian Government announced that the new 
monetary unit, the forint, would be equal to 0.0757 grams of 
fine gold and that the official exchange rate would be 
11,7393 forint to one US dollar, This over-valuation of the 
forint has had the effect of intensifying the isolation of 
the Hungarian economy from the West. Schoenfeld reported 
that confidential sources within the government acknowledged 
that the exchange rates were Communist planned and he himself 
was convinced that it was another Soviet~inspired move to ex- 
clude American and other western countries from the Hungarian 
economy. However, the US Delegation on ACC Hungary recently 
reported President Tildvis statement that the Hungarian ex- 
change rate is not intentionally aimed at the Vest and that 
the Finance Minister and the President of the National Bank 
will confer shortly to alleviate the situation. The low 
value placed on foreign currencies render Hungarian exports 
difficult except to state-controlied barter areas. This re- 
tards Huncarian rehabilitation by imports from the world 

. market except as bought with the monetary gold lately restored 
by the US from Germany. The use of this gold in appreciable 
quantity would weaken confidence in the new currency and would 
not, in any event, go far toward acquiring imports needed for 


Hungarian rehabilitation. 








The immediate effect of the financial announcement was 
paralysis of business because of an acute currency shortage. 
Unexpectedly large amounts of foreign currencies were sur- 
rendered by the population and were paid for in cash which 
has been an imperent drain on the currency supply. By the 
first of Septe~bor one-half of Hungary's heavy industrial 
capacity was idle and 20 percent of industrial employables 
out of work because of the deflation caused by the financial 
stabilization program and government cancellation of reparation 
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orders, In the absence of private and commercial bank credit 
the Hungarian economy is now dependent almost entirely on 
government credit. The government is unwilling to extend 
credit unless its counterpart in goods can reach the domestic 
market within a few weeks and has, therefore, cut off all 
credit for reconstruction and industrial rehabiiitation, 
Schoenfeld reports that more energetic efforts will probably 
be made by Hungarian officials to obtain credits abroad for 
purchase of machines, raw materials and consumer goods. 


Reparations Constitute Biggest Drain on Economy A sum- 
mary of the current status of Hungarian reparation deliveries ., 
shows that deliveries to the USSR during the first reparation 
year, ending Januery 20, 1946, were $10.3 million. Under the 
revised schedule deliveries due during the second year are 
21.8 million. Of this amount $9.8 million were delivered 
by July 31 with the remaining $12 million to be paic as 
follows: $6.1 milliisn in industrial goods end dismantled 
plants; $2.4 million in agricultural products; and $3.5 
million Petrosani coal property. This item refers to the 
very important Hungarian-owned coal mining prorerty in 
Rumania which the Soviets have agreed to accept for account 
of reparation credit with half being credited to 1946 and 
half to 1947 deliveries. The $7 million at which the Sovicts 
are accepting this proverty is only a fraction of its value, 
The Petrosani Mines are 60 percent Hungarian-owned and a 
mixed Hungarian-Soviet committee was scheduled to appraise 
them. The US Delegation on the ACC advised that if the 
joint committee would set the value near the Yungarian 
estimate of $30 million, Hungary's economic recovery would 
be greatly benefited. Deliveries to Czechoslovakia during 
the second reparation year are scheduled at $2.2 million with 
deliveries to date unknown. Deliveries due Yugoslavia during 
the second reparation year are $3.75 million with an additional 
ol.75 million conditional upon adjustment in deliveries to the 
USSR. Goods deliveried up to July 31, 1946 were $1.5 million. 
Negotiations are now in process to pay $800,000 for account 
of this year's deliverics in cffective US currency, 








Foliowing announcement of the revised reparation schedule 
to the USSR (which included cancelintion of a %6 million 
penaity on 1945 delinquency) Hungarian Foreign i‘inister 
Gyongyosi is reported to have instructed his deiegation at 
Paris on Soviet orders not to raise the reparaviion question 
there. However, the US delegation has reserved the right 
to re-open the question of Hungarian reparations at the Paris 
Conference. The Hungarian Prime Minister recently told 
Schoenfeld that, in view of the American note of July 23, 
Gyongyosi had been instructed to ask the Peace Conference to 
authorize payment of Yungarian reparations to the USSR in 
cash instead of in kind. Nagy said raising the issue would 
test whether the Soviet Union intends to permit Hungarian 


efforts 
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efforts, upon conclusion of the peace, to resume economic 
ties with the world markets or whether it is the intention 
of the USSR entirely to subordinete the Hungarian economy 
to that of the USSR. 


US States Position on Requests For Information Schoenfeld 
was recently instructed to inform the Hungarian Government 
that we see no valid basis for any Soviet requirement that 
requests by our Legation for economic end financial: informa- 

tion from the Hungarian Government be handled through the 

. Soviet Chairman of ACC. “hile we agree that requests for 
information originating with the US representative on ACC 
should continue to be submitted through the Cheirman of ACC 
in accordance with ACC statutes, we consider that requests by 
our Legation are a matter which rest entirely between our 
diplomatic representative and the Hungarian Government. 
Schoenfeld will restate the fact pointed out to the Prime 
Minister during the latter's visit in Washington that lack 
of access to economic and financial information seriously 
handicaps the US in giving consideration to Hungarian re- 
quests for assistance. Schoenfeld was also instructed to 
ask the US representative on ACC to communicate these views 
to the Soviet Chairman of ACC. 








BRITISH INVITE US REPRESENTATIVES Two US representatives 
TO DiccUss OIL AGREEMENT IN LONDON will go to London early 
ee in November at the in- 
vitation of the British Governrent to discuss the future 
operation of the Anglo-American Oil Agreement. The British 
have suggested that it would be desirable for the proposed 
discussions to take account of other oil questions which 
would be appropriate for consideration on the agenda of the 
first meeting of any Anglo-American oil commission which 


may be set up under the Agreement, 





A memorandum from Bevin to Byrnes in May hoped for 
early ratification of the Agreoment by the US Senate. In 
replying to this, Embassy London pointed out that Congres- 
sional consideration of the British loan was delaying rati- 
fication, since it would not have been desirable for dis- 
cussion of the loan to be complicated by concurrent con- 
sideration of the Oil Agreement. Hearings on the Agreement 
have therefore had to be delayed until the next session of 
Congress. ‘Je also asked UK opinion on the. best way in which 
a multilateral undertaking on oil might be integrated into 
the United Nations organization and on the procedural steps 
which might be taken in order to expedite convocation of an 


international oil conference. 








* »* * 
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JOINT US-UK DECLARATION REAFFIRMING During the visit of 
A A ON TED D - US aviation officials 


to the exhibition of 
the Society of British Aircraft Constructors in London 
September 11 to 15, informal discussions were held with the 
Minister of Civil Aviation and representatives of the Ministry 
and the Foreign Office on developments in international air 
transport since the conclusion of the US-UK Bermuda Agreement. 
Both parties to the discussions agreed to a joint US-tK public 
statement, subject to the necessary clearance through the UK 
Government, along the following lines: (1) Experience since the 
Bermuda Agreement has demonstrated that its principles provide © 
a sound. basis for the-orderly development and expansion of 
international air transport; (2) The principles enunciated in 
the Bermuda /greement provide the basis for a multilateral 
international agreement of the type advocated at the FICAO 
Assembly meetings in May 1946, and therefore both parties 
believe that in negotiating any new bilateral agreements with 
other countries, they should follow the basic principles 
agreed at Bermuda; (3) Until a muitilateral agreement is 
adopted, the Bermuda-type agreement represents the best form 
of approach to the problen of interim bilateral agreements; 
end (4) Each government is prepared, upon the request of any 
other government with which it has already concluded a bi- 
lateral agreement that is not deemed to be in accordance with 
those principles to make such adjustments as may be found to 
be necessary. 








Particular reference is made to the following principles 
incorporated in the Bermuda Agreement: (1) Fair and equal 
opportunity to operate air services on international routes 
and the creation of machinery to obviate unfair competition 
by unjustifiable increases of frequencies or cepacity; (2) 
The elimination of formulee for the predetermination of fre- 
quencies, capecity or of any arbitrary division of air traf- 
fic between countries and their national airlines; and (3) 
The adjustment of Fifth Freedom traffic with regard to traf- 
fic requirements between the country of origin end the coun- 
tries of destination, the requirements of through airline 
operation, and the traffic requirements of the area through 
which the airline passes after taking account of local and 


regional services. 


In addition to this public statement, the British of- 
ficials agreed to review the recently concluded UK-Argentine 
agreement at the earliest opportunity, to trv to bring it in- 
to line with the Bermuda Agreement. The British will review 
their agreements about to be signed with the Scandinavian 
countries and Belgium, and will probably review their recent 
agreement with the Dutch from the same point of view. 


* * * 





DECLASSIFIED FOR PUBLICATION IN FORE 
E'GN 
RELATIONS OF THE UNITED STATES } 


Pe te ete ee, 





- 
eee oe 


GOT S's pe 














rn 
— Xa —s 


MEETING OF LATIN AMERICAN All diplomatic missions in the 


ECONOMIC OFFICERS PROPOSED other American republics have 

, b-en asked to state their views 
on a meeting of Economic Counselors and Senior Economic 
Officers, such as the one recentiy held in Paris. (See page 4, 
January 21, 1946 issue of Current Economic Developments. ) The 
Missions were asked who would be able to attend and whether, 
in view of the crowded international conference sehedule, it 
would be best to postpone the Latin American meeting until 
next year. They were also asked to indicate a preference as 
to whether the meeting would be held in Rio, Habana, or Lima. 
Suggested topics for the agenda include proposals and draft 
charter of the International Trade Organization, loan and 
investment policy, nationalization trends, replacement pro- 
gram, US exports situation including residval export controls, 
commodity problems, aviation and telecommunications. 





SECRET 


x * * 


US-PARAGUAYAN TRADE On September 12, the US-Paraguayan trade 
AGREEMENT SIGNED agreement, negotiations for which were 
completed early in April, was signed at 
Asunci6n. (See page 17, April 15 issue of Current Economic 
Developments.) Formal discussions, which began after the 
issuance on June 23, 1943 of the public notice of intention 
to negotiate the agreement, were inactive for some time be- 
cause of political developments in Paraguay. A request by a 
new Minister of Finance for ar. opportunity to study the agree- 
ment, and requests for minor changes, contributed to the pro- 
longation of the negotiations. The agreement will enter into 
force, for a two-year initial period, 30 days after the procla- 
mation by the President of the United States or publication in 
the Gaceta Oficial of Paraguay, whichever is later in time. 
As in the case of agreements with a few other American republics, 
an exchange of notes states that the terms of the agreement pro- 
viding for non-discriminatory treatment will not be invoked in 
the case of special advantages accorded by Paraguay to con- 
tiguous countries or to Uruguay. An exchange of notes also sets 
forth the understanding of the two Governments that preferential 
treatment granted by the US to the Philippines will not consti- 
tute a violation of the agreement. A third set of notes pro- 
vides for continuation of special Paraguayan customs treatment 
on a temporary basis for a short list of commodities. If the 
temporary situation is changed, however, duties will be ap- 
plied as provided in Schedule I of the agreement. 





UNRES TRICTED 
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ECONOMIC AID NDED Surplus Property Agreement. On 
TO P PI OVERNMENT September 11 President Roxas and 
representatives of FLC signed a 
bulk surplus property agreement. Of an estimated $147 million 
of surplus property in the Philippines, 100 million is to be 
delivered to the Philippine Government under the Philippine 
Rehabilitation Act. Of the balance $10 million is to be re- 
served for sale to Korea or elsewhere to meet existing commit- 
ments. This amount must be used by other governments within 
90 days or be transferred to the Philippines. The remaining 
$37 million is to be transferred to the Philippine Government, 
together with $25 million in cash, according to the provisions 
of the contract which include that the Philippine Government 
assume: (1) liability for emergency currency advanced by local 
government entities to US forces before the Corregidor sur- 
render; (2) liability for all outstanding euerilla currency; 
(3) liability for any unpaid advances, loans, credit and over- 
drafts by the Philippine National Rank, the Commonweelth of 
the Philippines or any corporation, political subdivision or 
agent thereof, during the war with Japan but not after the 
second day of September 1945. In further consideration of the 
property thus transferred, the Philippines are to transfer 
title to the US of real estate required for diplometic, con- 
sular and other official use to the value of %3 million and 
to expend over a period of years $2 million for cultural ex- 
changes, 


The Philippine Government expressed satisfaction with 
the agreement as it provides the Government with immediate 
cash, leaves proceeds of surplus sales in the country, and 
provides for renegotiation if proceeds of surplus sales fall 
below the anticipated emount,. 


Financial and Budgetarv Program The President recently 
Signed the RFC Extension Act which included an amendment 


authorizing the RFC to lend the Fhilippine Government up to 

$75 million at such time or times before July 1, 1947 ata 

rate of interest not less than two percent, and upon such terms 
and conditions as RFC, after consuitation with tne NAC, shall 
deem warranted by the financial situation of the Philippine 
Government. 





In addition, an advance by RFC of $2 million for the re- 
habilitation of certain former enemy-held abaca plantations 
(now government owned) in the Philippines was authorized. This 
advance is tied to an exclusive purchase contrect for Philip- 
pine abaca which the RFC has concluded with the Philippine 


Government, 


Joint American-Filipino Commission The NAC, in approving 
the $75 million credit (see page 13, July 22, 1946 issue of 
Current Economic Developments), agreed upon the desirability 
of a joint American-Filipino Commission to consider the fi- 


nancial and budgetary problems of the Philippines and to make 
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recommendations to the two Governments, Unless substantial 
improverents arse effected in the financial and budgetary 
organization of the Philippine Government the Philippines 

may need considerable additional financial assistance over 
the next few years, The Philippine Government has expressed 
its agreement in principle to such e Commission. The US has 
proposed that the Commission consist of three Americans and 
three Filipino members with co-chairmanship. The American 
membership of the Commission would consist of representatives 
from Treasury, Federal Reserve Eoard and State, the latter to 
ect as American co-chairman. The Commission would be em- 
powered to consider the financial end budgetary problems of 
the Philippines and to make recommendations thereon to the 
two governments, with reference to the tax system and admini-~ 
stration, budget, public debt, currency and banking reforms, 
exchange and trade problems, and reconstruction and develop- 
ment, 


Philippine #gencies On August 22 President Roxas ap- 
proved the establishment of a Philippine Foreign Funds Con- 
trol Office to begin operation September 1. This agency 
will continue the work of the 5 Treasury Foreign Funds Con- 
trol Office no longer in operation in the Philippines. 


President Roxas has indicated that he will recommend to 
the Philippine Congress the establishment of a Rehabilitation 
Finance Corporation to engege mainly in financing reconstruc- 
tion of industries, housing, irrigation systems, toll bridges, 
and underwriting baby bonds issued by provincial and municipal 
governments and commercial and other self-liquidating projects 
of government corporations. Roxas has »xroposed that the 
Corporation be: capitalized by sums derived from sales of sur- 
plus property acquired by the Philippines under the Fhilip- 
pine Rehabilitation Act, and by sums released from Philippine 
currency reserve, by a currency stamping and registration pro- 
gram, end by reducing the legal dollar rescrve requirements 
for Philippine currency reserves. 


AGREE‘ REACHED ON DOUBLE TAXATION AUS tax delegation 
DE ptt WITH BELGIUM AND LUXEMSOURG has been negotiating 

: taxetion treaties with 
Belgium, Luxembourg and the Netherlands. (See page 5, May 20 
issue of Current Economic Developments.) Substantial agrec- 
ment has now been reached with Belgium and Luxembourg on 
drafts of treaties for the avoidance of double taxation with 
respect to income taxes. No report has as yet been received 
of the dclegation's progress in negotiations at The Hague, 


* * * 
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DR. WONG DEFENDS STATE OPERATION Dr. Wong “'en-hao, Vice 

OF CERTAIT INDUSTRIES IN CHINA President of the Executive 
Yuen and Fresident of the 
Chinese Petroleum Corporation, has replied to a memorandum 

of Embassy Nanking which set forth the US position on problems 
arising from recent steps taken by the Chinese Government, 
particulerly with regard to the petroleum industry. (See page 4, 
July 22 issue of Current Economic Developments.) The Department 
is preparing a rejoinder. It is felt that Dr. “ong's interpre- 
tation may be inaccurate and is slanted to justify the position 
of the Chinese Government, 








Referring to the insistence of the US oil companies that 
the Takao refinery on Formosa be included with those operated 
by the proposed joint Sino-American company for the develop- 
ment of indigenous Chinese oil resources, Dr. “ong said that 
this was not considered desireable es only ea small amount of 
Capital will be required to put it in operation. Hovever, 
cooperation of the foreign companies in other wavs, such as 
the supply of crude oil, would be welcomed. He said that 
with the increasing demand for oil products in China, there 
will still be a good merket for imported petroleum, and 
foreign companies will have the sare facilities for trade es 
before the wer. 


Chinese Economic Policy Regarding the broader question 


of Chinese economic policy, with which the Embassy's memorandum 
dealt, Dr. “Yong points out that the National Government of 
Chine has paid equal attention to the encouragement of private 
enterprise and to the organization of a few state undertakings, 
principally in the basic industries. The Mining Law of 1929, 
for example, provided for control by the state of petroleum 
reserves, iron ores, etc., while many other minerals were left 
open to private interests, The Mcetioneal Resources Commission 
was established in 1925 to operate these state enterprises, 

and is not a newly-created body. oDuring the war, when Dr. ‘Yong 
was head of the Ministry of Economic Affairs, the Industriel 
cnd Mining Adjustment Commission, and the “ar Production Boarc, 
material help was given by the Government to private cotton 
mills, paper factorics, machinc works, metallurgical plants, 
chemical plants, etc., and the present regime is ecually 
onxious to help private industry. 


& resolution of the Supreme rational Defense Council in 
1944 on the policy of the first period of economic reconstruc- 
tion provided that enterprises to be opcrated by the Government 
elone should be limited to post and public telegraph services, . 
arsenals, trunk railroads and large hydro-electric stations, 
while all others should be open to privete operation. It was ‘ 
elso provided thet some large-scale enterprises, such as 
petroleum, iron and stcel, navigation, etc., not within th« 
capacity of private efforts, should be undertaken by the 
Government cither alone or in cooperation with private or 
foreign 


—_— 
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foreign capital. “hencver a mixed corporation is set up, 

the Government shareholder is to deal with the business 
edministration as an ordinary shareholder, although the 
Government retains its rights of supervision according to law. 


Textile Milis The Embessy‘s memorandum pointed to -the 
cotton. textile industry in China as an example of what may 
happen to private enterprise in Cnina when the Government 
puts itself in a position to act both as a regulator and as 
a competitor. Dr. Wong replied that Government operation 

of the cotton textile mills in China is a temporary measure 
to speed rehabilitation of the industry. It has been anh-=.: 
nounced officially that after two years shares will be of- 


fered to private interests. 


US Cooveration Asked Dr. Wong closes with a plea for 
understanding by the US of the reconstruction problem facing 
the Chinese after a long war, which makes certain measures 
necessary temporarily wnich appear to be in confiict with 
the Government's fundamental policy. 





* * * 


US_ POLICY STATFMENTS ON KCREA The statements of US policy 
EXPLAIN OUR ECONOMIC MEASURES in Korea issued the end of 
August by Acting Secretary 
Acheson and General Hodge have been extremely effective, ac- 
cording to word from Seoul. They were enthusiastically re- 
ceived by the Korean people and all Korean papers from the 
extreme right to the extreme left, in the southern zone, gave 
them full coverage. 











Economic Items Stressed By Acheson Acheson pointed out 
that the US gains no economic advantages in Korea from our oc- 
cupation and among the major objectives of military government 
he cited stimulation of production to relieve accumulated 
shortage of consumer's goods; assurance of fair collection 

’ and distribution of food and other essentials so that all 
people may have enough to eat and share equally in other 
goods; restoration of trade between Korea and other nations so 
that the country will develop a healtny economy independent of 
Japan; development of democratic labor organizations and im- 
provement of labor conditions; land reforms which will reflect 
the wishes of Koreans and their desire to replace widespread 
tenancy with full cwnership of land by the individual farmer; 
stable currency and price level that wili achieve a fair | 
balance between farmer, laborer, ana other segments of society; 
and removal of all monopolistic controls in the hands of indi- 
viduals and prevention of unhealthy concentration of wealth, 
particularly in the hands of those who attained their wealth 


through collaboration with the Japanese. 
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General Hodge's Statement General Hodge reminded the 
Koreans that the American command is bringing in many 
millions of co’: 2.s worth of medical supplies, clothing, 

food and othe. it.1s to prevent disease and suffering, "all 
of which is dcne without expense to any future Korean Govern- 
ment", US ships are used for this purpose and, in cases of 
emergency such as the recent cholera epidemic, many tons of 
supplies are rushed to Korea in US planes. He charged as 
false the propaganda that bringing in of these iters is an 
act of imperialism aimed at US colonization of Korea. He 
pointed out that all supplies for the ™S forces in Korea are 
brought from the US so that we will not add to the overburdened 
economy of that country. Americans in Korea are forbidden to 


purckase Korean food and other iter's, 





"The economy of Korea needs a tremendous amount of sup- 
plies to place her fully on the road to economic recovery," 
General Hodge said. "Many items such es trucks, boats, road 
building and irrigation project construction equipment, as 
well as medical supplies and co~munications equipment, are 
available in surplus US Army and Navy supplies scattered 
throughout the Pacific area." ‘ie spoke of the *25 million 
credit extended to Korea for the purchase of urgently needed 
surplus. (See page 6, August 12, 1946 issue of Current 
Economic Developments.) This credit to south Korea is the 
first extended to any but a fully established sovereign 
government. The Military Government is accerting the credit 
and the agreement provides that it will be included as an 
item for negotiation with the Korean Government after it is 
formed. In the meantime, Korea will have full use of needed 
equipment. 








General Yodge explained the grain collection program 
of the lilitary Government, emphasizing that it allows 
farmers to retain ample grain for their own needs, receiving 
reasoneble and adequate payment for grains sold and giving 
the farmers first priority on the purchase of much needed 
consumer goods. It is for the purpose of obtaining surplus 
food to meet the needs of over 1,500,000 Korean refugees and 
the people in the cities and in food deficient provinces. 
It includes search for and seizure of profiteer hoarded 
stocks. In this resnect also, Ceneral Hodge pointed to the 
false propaganda that had been circulated about the grain 


program, 


Statements Te Counteract Anti-US Propaganda It is ob- 
served that the statements were made to counteract a well 
organized and effective propaganda macnine against the US. 
Communists had attacked US policies as impericlistic and 
reactionary and on their own side promised free land to the 
landless, cheap rice to the worker, end work for the unem- 
ployed. in addition, it seemed to be the general feeling 
of ea small erticulete elerent of the population that the 
basic job of the US in Korea had been done. For 35 help in 





repatriation 
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repatriation, establishing a police force and administrative 
and judicial systems, communications and school systems, as 
well as currency stabilization measures and prevention of 
stark famine, the Koreans seemed grateful, but their whole 
thoughts are on the next step--the establishment of their own 
National Provisional Government and the union of their coun- 
try. In the face of this attitude, innovations by military 
government were positively opposed by the Leftists and only 
apathetically received by the Rightists, with exception being 
taken to almost any of our undertakings outside of straight 
basic administration, 





* * x 
US_ TO SEND ECONOMIC The US is preparing to send an 
MISSION TO LIBERTA economic mission to the Republic 








of Liberia, at the request of the 
Liberian Government, to survey its natural resources and 

to make recommendations concerning their development. Funds 
for the program are included in the Department's appropriation 
for fiscal 1947. The project is a continuaticn of a program 
initiated by the Foreign Economic Administration in 1944, 
Mission personnel will include specialists in agricultural 
production, forestry, geology, civil engineering, mechanical 
engineering and ceramics. 


The Mission will also coordinate the activities of a 
sea port, now under construction by the US at Monrovia, with 
the overall development of the country. Cost of the port 
(approximately 420,000,000) is to be returned to the US from 
operating revenue. It is estimated that the port ill be com- 
pleted in late 1947, As a free port it will afford US com-: 
mercial interests a facility for developing African markets 
which has hitherto been lacking. 





Liberia, since its origin in 1820, has looked toward 
the US as its sponsor in international affairs. ‘orld “ar If 
brought into sharp focus Liberia's political and strategic 
importence to the US. The Republic of Liberia is the only 
independent nation on the west coast of Africa and, as the 
closest African territory to Natal on the hump of Brazil, 
it is a vital link in our air route across Africa to the 
Near Kast. 
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-febies ON JAPAM ANESE Prior to the in- 
"O UNITED NATIONS NA IONALS troduction within 
the FEC by the US 
of the SYNCC approved paper on interim principles for the 
restitution of property in Japan owned by nationals of the 
United Nations (see pege 12, Scnicr.ber 3, 1946 issve of 
Current Economic Developments) the UK submitted a paper on 
the same subject. During the past week, the USSR has pro- 
posed several amendments to the British @raft. Both the UK 
end USER papers are less specific than the US proposai and 
refrain from any staterent as to when restitution should 
begin. The British have informally proposed that the USand 
UK papers be consolidated. Since General !’acArthur needs 
immediate authority to institute restitution procedures to 
ir dividuals now resident in Japan, the Department is wiliing 
to propose the immediate passage within the FEC of the non- 
cortroversial aspects of both papers, but the sections on 
compensation will have to undergo more intensive discussion 


and negotiation, 

















British Paper The UK paper, insofar as practical, would 
protect properties owned by nationals of United Nations from 
reparation and the gencral scaling down of Japanese industry. 
Protection, repair 2nd restoration of the property would be 
the responsibiiity of the Japsnese Government. At the time 
the properties are restored to the .sgitimate owners, com- 
pensation in iocal currency sufficient to restore the 
properties to their pre-war condition is provosed., In addi- 
tion, the UK paper would provide compensation to any third 
party who during the war had purchesed and held such proper- 
ties. (This procedure, if adopted, would apparently mean 
that the Allies were assuming jurisdiction over Japanese com- 
pensation to its own nationals.) Furthermore, the paper pro- 
vides that texation on the Japancse cconomy to pay for the 
cost of the war should not be levicd on alien owned property. 
(this would be at variance with the US policy recommended in 
Germany for the cost of the war to be borne by all natural 
and juridical persons iocated in Germany regardless of 
nationality.) In those cases where the combined United 
Nation interest is a minority one, and if the industry ‘vas 
not classified under Jcepenese war-time legislation as United 
Nations property, the UK paper recommends that no compensation 
should be made. Other points in the UK paper cover the pro- 
tection of corporations owned by nationals or United Nations; 
conversion of perpetual leases to ovnersnip rights, establish- 
ment of a Mixed Tribunal to adjudicate disputes on title and 
compensation; and equality of treatment to all property hoiders. 


the sealing down of Japanese ingustries. aouever , it differs 

in that the Soviets would return the property in its present 
condition witn compensation for war losses limited to one-third 
of the actual loss. This paper would aiso provide compensation 
to third parties holding the property fcr vaiue given during the 
mar, The Soviet proposal agrees with the UK paper on the qucse 
tion of texation, minority interests ana the appiicability cf 
non- discriminatory treatment of sr oper ty held by any national of 


any United Nation. — 
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BULK SURPLUS PROPERTY An agreement covering wat Saegees 

SALE MADE TO ITALY property sales to the Ita : 

i os signed in Italy on September ™ 
The contract covers all surplus US Army and 7 ee 
in the Sail ee ee cintee Goak of Bae a te foo , = 
was calculated at an original c i‘ a ye 

, material was sold to the Italians at 20 percent o 

igi cos 2r sales of surplus to the Italians — 

Sy tarts is rina cass _ yo yen a 

) j the total surplus sale to $1 miil _ 

coe thee tel, payments to be made in Sothene over Seay 

five years, beginning in January, 1951, at int oS 3-8 

percent, with provision for the US to acquire P Ne: A 

embassies, consulates, etc., up to the value o j ’ 

end a local currency clause. 


UNRESTRICTED 
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This weekly publication is designed to highlight developments in the eco- 
nomic divisions of the Department of State, and to indicate the economic prob- 
lems which are currently receiving attention in the Deparimen.. It is suggested 
that copies be retained on file, as reference will sometimes be made to previously 
reported items to avoid repetition. 


Document Security Instructions 


This document should be treated in accordance with current instructions 
regarding security measures for SECRET material. Extreme care should be ex- 
ercised to avoid public or private discussion of the information herein with or in 
the presence or hearing of any person not authorized to have knowledge thereof. 
For general purposes all classified Foreign Service Officers and other responsible 
economic officers are authorized to have knowledge of the contents of this docu- 
ment, responsibility for the safekeeping of which will be assumed by each recipient 
thereof. It may be retained in protected files or, at the discretion of the recipient, 
destroyed by burning. If not personally disposed of by the recipient, he will 
assure himself that it is burned in the manner prescribed for SECRET material. 
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STATE AND WAR DISCUSS The visit of General Draper, Economic 
EXPORT DRIVE Adviser to OMGUS, has highlighted the 
need to expand exports from the US 
zone Germany and also from the bizonal area, Not only are in- 
creased exports deemed necessary to revitalize Germany and the 
general economy of Europe, but the US has an immediate interest 
in increasing exports from Germany to a level sufficient to 
defray the cost of approved essential imports. Revitalization 
of trade and opening up of overseas markets requires more 
personal contact between the source of supply and the consuming 
area than has been permitted between Germany and the rest of 
the world, To this end, the Department is interested in al- 
lowing a limited number of US businessmen to enter Germany for 
the purpose of purchasing available export goods in the US 
zone, and if possible in the other zones. (See page 5, 
August 26, 1946 issue of Current Economic Developments.) Up 
to the present time, approximately 35 firms have been granted 
permission to send representatives to Germany to place orders, 
All purchases in the US zone will be made from the zone com- 
mander or from any public agency designated by him. Purchases 
in the other zones will be under the control of the respective 
zone commanders. (Under the US-UK bizonal plan, an export- 
import agency is contemplated, which will be staffed by 
Germans operating under policy directives.) 








Licensing of Businessmen The first step in facilitating 
travel of US businessmen is licensing of such persons to per- 
mit them to communicate with German nationals without 
violating the terms of the Trading With The Enemy Act. Prior 
to the general issuance of such licenses, however, assurances 
will have to be obtained from OGUS that the necessary regula- 
tions will be issued and enforced to insure that persons 
traveling in Germany, under US auspices, will conform in 
their contacts with German nationals to the announced policies 
of this government with respect to cartels, exclusive con- 
tracts, monopolies, patents and trademarks. In addition, the 
US civilian agencies will require assurances from the military 
authorities that all necessary steps will be taken by the 
military to carrv out the limitations or conditions imposed 
on such travel by the State and Treasury Devartments. Among 
other things, the Department will insist on including in any 
general license specific prohibitions against the acquisition, 
disposition or authorization of any interest in business enter- 
prises, in real property, or in any property other than goods 
desired for export from Germany, All visitors would be re- 
quired to comply with all rules and regulations existing 17 
the zone visited by them. 





Screening of Applicants Under the program presently con- 
templated, the Department would be designated by the Treasury 
as the issuing agency for licenses to approved persons. All 
applicants will be screened es to their desirability as trade 
contacts and permission to travel to Germany will not be 





granted 
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granted to non-US residents who were either on the Proclaimed 
or Statutory Lists or on the Confidential Lists. In addition, 
US citizens of known Nazi sympathies will not be allowed to 
travel to Germany at this time. There are several alternatives 
now being discussed as to screening of non-US citizens applying 
for travel to Germany. A schedule of available exports will 
be supplicd to countries having military missions in Berlin 
and also to US missions in each country. The alternative pro- 
grems would be to heve the military missions stationed in 
Berlin present a list of names to OMGUS of former German trade 
contacts which are acceptable to the military missions. OMGUS 
then would epprove or disapprove the names on the basis of 
maintaining our Safehaven objectives. The otner procedure 
vould be for US missions, on the basis of the schedule of 
eveliiable exports, to pass on the applicants and forward ap- 
proved names to OMGUS for final approval. Persons so li- 
censead would be given letters of authority to contact German 
firms for the purpose of placing orders through approved 
channels anc to carry funds in such amounts and in such form 
as may be approved by the military authorities, While in 
Germany, contracts may be entered into with the US zone com- 
inancer, approved agencies or other zone commanders for the 
purchase of exportable goods. Payment for the goods pur- 
chased in the US zone would be made in the US to the account 
of the zone commander. Payment for goods purchased in other 
zones would be in conformity with the wishes of the respective 
zone commanders. Businessmen will be allowed to discuss 
specifications, quantity and availability of the products 
desired, Finai contracts, including terms regarding price 
and exchange notes, would then be worked out between OMGUS 
and the importers, 


Patents, Copyrights, ixciusive Contracts US policy as 


to patents was approved by the President on September 17 (see 
page 3, this issue, Current Economic Developments) but our 
policy on trademarks and exclusive sales agency and distribu- 
tion contracts is still being formulated. Past commitments 
to foreign governments and general international practice 
must be taken into consideration and as yet no definitive 

US position has been teken, 











Draper's Recommendations General Draper has recommended 
thet the following mechanical steps be taken immediately to 
develop further the export program: (1) Establishment of a 
reictisnark-dollar rate at 20 or 25 cents at ieast for a 
temporary period. This rate would be limited to certain 
type of exports and certain other restricted uses. The es- 
tablisnment cf a rate between the dolier and reichsmark and 
cross rates would be one of the greatest incentives to the 
promotion of the export trade. In face of the practiea} dif- 
ficulties of importing from Germany, a price inducement will 
tend to encourage exports since the establishment of a rate 
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at 20 or 25 cents will undervalue the mark in terms of 

world prices, (Under the present syster:, all contracts 

are priced in forcign exchange without any relation to 

mark costs. Prices are based where possible on world 

prices for comparable commodities.) (2) US approvel of 

the opening up of transactional mail so that the subject 

may be introduced for quadripartite discussion, If quad- 
ripartite agreement cannot be reached, transactional mail 
should be permitted in the US anda bizonel areas, (3) Per- 
mission of limited and restricted travel abroad by German 
businessmen for specific purposes and within specified 
expense limitations. (4) Establishment, by OMGUS or in 
concert with the British, of a German export agency to 

close export transactions under proper supervision and con- 
trol. (5) Determination of policy permitting such an egency 
to carry its own foreign balances in foreign bank accounts. 
The Germen agency should be authorized to draw against such 
accounts only for the purpose of paying for approved imports, 
(All transactions, banking end bookkeeping procedures are 
now handled by a small and inadequate staff ettached to OMGT'S.) 


ECEFP GERi‘AN PATENT POLICY Cn September 17 the President 
APPROVED BY THE PRESIDENT epproved the recommendations 
with respect to German domestic 
and foreign patents adopted by the Executive Comrittee on 
"conomic Foreign Policy and transmitted to him by Under 
Secretary of State szcheson. Wot only will the recommendations 
now be considered as formal US policy but other governments 
will be urged to adopt comparable principles, It is felt 
that these measures will, in the patent field, effectively 
carry out the approved program of decentrelizing economic 
power in Germany end furtner prevent German participation 

in international cartels. Safchaven objectives will also be 
furthered by the program. 











German Patent Office i proposal will be introjuced 
‘yithin the ACC for the immediate reopening of a central 
patent office responsible to the ACC. The patent office 
would be empowered, in accordance with Gerran patent law, 
to grant patents on inventions made by Germans and foreign 
nationals. Patents now in existence would continue in ef- 
fect in accordance with the terms of the original grant. 

411 patents, those in existence as well as those to be 
granted at some future time, wouid be subject to the follow~- 
ing conditions: (1) all patents shall be licensed on a non- 
restrictive and non-discriminetory basis to applicants. 
These licenses shall run for the life of the patent and will 
be subject to a reasonable royalty. (2) Delays in issuing 


licenses 
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licenses shall not interfere with production, use, sale, 
etc., if the use of the article is deemed necessary in- 
mcdiately by the occupying authorities. (3) Technical in- 
formation necessary for the exploitation of the pctent shali 
be disclosed, subject, of course, to security measures, 
Failure to immediately disclose such information shall be 
grounds for invalidating the patent grant. (4) German 
petent laws shall be revised to prohibit permanently the 
maintenance by the German petent office of a class of 
secret patents. Secreey, however, shall be maintained on 
certain patents if deercd desirable by the occupation 
authorities. (5) Rights in patents, patent contracts and 
rights to the issuance of patents shall be subject to what- 
ever measures the Allied authorities prescribe, including 
dedication of a particular patent to the public domain. 


Patents Outside Cermany Ger:an ownership of existing 
patent rights in countries other than Germany is elso 
covered in the recormmendations, bringing US poiicy into 
conformity with the i.ccord and Resolutions adopted at the 
Conference on German-Cwned Patents held in London in July. 





Developnents.) An acditional section provides that where 
the German interest hes been eliminated, importers shall be 
licensed to brine shipments of German goods into the US 


under the patent on the sare besis as US nationals in other 
cases, if the military authoritics approve the export. 





The recommendations also provide thet ratents will 
not be granted outside Germany on any invention made by a 
German national either in Germany between the yeers 1939 and 
1945 or in any formerly cnemy-occupvicd territory from the 
date of occupation of that territory until December 31, 1945. 
However, patent applications alreedy filed outside Germany 
with respect to such inventions may issue to patents, which 
will then be treated in accordance wit’: the London Patent 
iccord. Inventions made in Germany subsequent to Decerder jl, 
1935 during the period of Allied occupation end until such 
time as may later be designated, shall be available in other 
countries on a non-restricted:. non-Giscririnetory, non-exclu- 
sive basis at reasoncble royalties, In the future, Germans 
other ‘than obnoxious Germans, may file for and be granted 
patents in the US on condition that such patents become the 
property of the US Government. Licenses will be granted by 
the US on a non-discriminatory non-restrictive basis to U5 
nationals and nationals of countries pursuing a similar 
policy with respect to German petents, /. reasonable royalty 
shall be set by the US and any rovalties collected shall, 
efter deduction of adninistrative expenses, be forvarded to 
the ACC which shall meke appropriate provision for renunerating 
the inventor in reichsmarks, The specificetions of the patents 
filed under the above procedure will be made known by the US 
as soon as prectical and reasonable steps will be taken to 
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meke the German "know-how" available to all licensees 
under such patents. Patents issued under this procedure 

- shall not be used to bar the import of like German cor- 
modities into the US when such imports ere deered ap- 
propriate by the ACC. 


Furthermore, the US shall adopt and recormend for 
general adoption the principle that during the period of 


. occupation, German nationals in Germany be prohibited fror 
obtaining any but non-exclusive rights in inventions or 
° technical information existing in any country other than 
+ @ Gernany. : 
4 
: x * x 


UK CONCLUDES THRES # £=The UK during the past week concluded 
ECONOMIC ACCORDS economic anc financial accords with 
France, argentina and Brezil,. 


firgentina The four-part agreement with Argentina pro- 
vides for: (1) the release of {rgentine blocked sterling end 
gold held in London as indicated below; (2) continued meat 
shipments to the UK from Argentina; (3) establishment of a 
mixed UK-Argentine company to operate /rgentine railways. 
with their eventual purchase by irgentina made possible; 
and (4) immediate distussions for modificntion of the re- 
> cently-expired UK-irgentine trade agresncnt. (See page 12, 

August 5 issue of Current Economic Developments.) 











Payments between irgentina and the sterling area will 
continue to be settled in sterling. 4.11 sterling received 
by irgentina after the effective date of the agreement will 
be freely available for current transactions anywhere. So 
long as present technical difficulties temporarily prevent 
sterling transfers to certain countries, this free availe- 
bility can be exercised by transfer to irericen account or, 
at option of the Bank of England, into gold. In each of 
the next four years 65 million will be made freely available 
for current transactions, with further discussions at the 


A end of this time on the remaining valances. The accumulated 
i balance may be used: (1) to repatriate outstani:1g /rgentine 
: public debt payable in sterling; (2) to transfer to Brazil, 


subject to agreement by Brazil, up to 610 million; (3) to re- 
patriate British investments in Argentine; and (4) to dispose 

° of freely within the sterling area an amount equivalent to 
any deficit in the Argentine balance of payments with the 
sterling area occurring in any year. 


The UK will purchase Argentina's exportable meat sur- 
plus for four years from October 1, after a reserve is pro- 
vided for sale by irgentina to other markets of not more 


than - 
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than 17 percent in the first year and 22 percent in the : 
second, The UK will buy any balance not actually sold to 

the other merkets. Current arrangements will continue - 
under which the UK may assign quantities of meat from this 
Sale to other countries at the contract price. “hile the 
agreed prices, which will remain in force until the end of 
Septer. ber 1948, are at least 45 percent above the original 
bulk contract priccs negotiatec between the two countries 
in 1939, they represent an increase of only 7-1/2 percent 
Over present prices--the same increese granted New Zealand 
in a recent contract. (See page 13, fugust 5 issue of Cur- 
rent Economic Developrents.) These prices will rerain in . 4 
effect after Senterber 1948 unless either party recuests re- 
consideration. To fecilitate adjustment to present produc- 
tion costs, the UK will rake a single cash payment to the 
irgentine Government of B65 million in free sterling. 








The section on railroads provices for formetion of an 
irgentine company, with the participation of Jrgentine 
public and/or private capital, for the purpose of acquiring 
end operating the essets of Pritish-owned railroed companies 
in irgentina. Shares will be allocatec to the British cor- 
panies as the purchase price for assets to be ecquired. The 
irgentine Government reserves the right to ecquire at par 
part or all of the sheres of the new company fror any 
holder. The srgentine Government will provide 500 million ' 
pesos to the company over the next five yeers for roderni- 


zation purposes, 


Pending conclusion of negotiations for a modified 
inglo-..rgentine trade agreement, terms of the Decerber 1936 
agreement which expired on /ugust 21, will be reinstated and 
will continue in force until Decer:ber 31, 


Correnting on the agreement concluded last week, Erbassy 
London reports that the UK Treasury was reluctant to discuss 
its terms and right up to the last minute insisted that there 
were no new developments. The negotiations hac been under 
way for some tire without success and the Pritish said they 
were not hopeful that the Argentines wovld accept even the 
last UK offer. (See pege 12, Sepgerber 9 issue of Current 
Economic Developments.) The Embassy feels that this reluc- : 
tance may have been cue to anticipated US objections to 
some portions of the agreement. The provision that irgentine 
eccumulated balances may be used to repatriate ‘irgentina's 
sterling debts and British investments in /rgentine, and to 
settle current deficits with the sterling area, they point 
out, might be interpreted as contrary to the /nglo-fmericen 
financial agreerent. «nother provision appears to set up 
a special category of sterling to be usec for payments only e 
in the sterling area. This would give argentina an incen- 
tive to buy in the sterling area in preference to other 
areas, Tire meat contract, Erbessy Loncon points out, may be 
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open to some criticism because it is for a four-year 

period, as is the sznglo-Canadian wheat agreement. The 
proportion of the market reserved for the UK does not 
appear excessive in view of her pre-war position if 

fresh meats only are involved. However, if the propor- 
tions named incluce also canned meats, the British are 
taking a higher proportion of irgentina's exportable surplus 
than previously. 


Brazil The agreement with Brazil took the forr of an 
"agreed record of conclusions reached", which has been 
Signed by the UK and transmitted to the Brazilian Foreign 
Minister with a request for confirmation by Brazil. The 
discussions are expected to lead to the signing of a formal 
econoric and commercial agreement, similar to those with 
:rgentina and France. 


4s a result of the negotiations a Braziiian purchasing 
mission will go to the UK to discuss procurement of material 
urgently needed for the rehabilitation and mocernization of 
the Brazilian :rauzpurt system and industry and the utiliza- 
tion of Brazilian sterling balances for these purchases, 
Meanwhile, there is no change in the condition of blocked 
sterling held in the UK for Brazilian account. The UK dele- 
getion welcomed the stetement of the Brazilian Foreign 
Minister that every effort will be meade to ensure that 
Brazil will implenent allocations agreed by the various in- 
ternational organizations for the supply of vital foodstuffs 
and rew materials of which Brazil is the producer. The 
British aiso were gratified at the Minister's assurance 
that everything possible wiil be done to meet the wishes 
of the UK as regards the export from Brazil of rice, maize 
and beans, which are urgently needed in areas of the worid 
threatened by food shortages, and of hides and skins, timber 
and hardwooc, which are essential to incustry in the UK. 
Exports of these commoditiés were recently suspended. The 
Minister for Foreign Affairs said he nad asked the President 
of Brazil to proiong the existing /nglo-Brazilian agreements 
on food products for at least another year. 


The Foreign Minister proposed that mixed commissions, 
consisting of Brazilian authorities and company representa- 
tives, be appointed as soon as possible to study the needs 
of British companies in Brezil for new equipment for re- 
habilitation purposes, and the most effective way in which 
to raise the necessary new capital. The new constitution, 
he said, offers full guarantees to foreign capital, which 
is welcored by Brazil. The UK agreed that, pending the | 
development of Brazilian indigenous petroleum, every effort 
should be made to cover such petroleum needs as Prazil may 
desire to receive from British sources, on the understanding 
that it is the intention of Brazil to draw a fair share of 
her petroleum requirements from such sources, 
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The British also notified the Brazilians of their plans 
for sending a delegetion to Brazil cariy next ronth to 
negotiate a civil aviation convention and of their desire ’ 
that Brazil relax certain of its regulations on foreign % 
airlines operating in Brazil. 


Frence The British and French signed an accord which 
revises the jinglo-French debt scttlement agreerent of last 
April. (See page 15, May 6, 1946 issue of Current. Economic 
Developments.) France's 6110 miilion cebt to Britain, ac- 
cumulated since mid-1945, will be funded, repayments start- | . 
ing in 1950 and ending in 1961. Only one-haif of one per- m 
cent interest wili be paid on the balance, a new low in 
charges for international loans, Under tne agreement rcached 
lest £pril and superseded by today's accord, the French woulc 
have been required to liquidate the entire cebt by 1949 and 
helf of it within the next few ronths. French Finance Mini- ‘ 
ster Schuman, in announcing the agreement, emphasized its 
generous terms. France plans to meet her trace deficit for 
the rest of the year, which is likely to be around 535 million, . 
by gold sales to the Bank of England. After that the French 
will utilize the proceeds of steriing securities already 
requisitioned from private owners anc now being mobilized 
in London, 








Last april both countries were hesitant to raise future 
economic and financial relationships until there was a : 
clarification of the US long-term loan policy. The new ac- 
cord indicates close cooperation between the two countries 
on trade and economic arrangements. Tie ultimate objective 
of the talks is said not to have been the cebt settiement, 
but a broad trade agreement enabling France to more or less 
balance her trade with the sterling area. It was agreed 
in principle that a trade agreerent will be worked out 
ard apparently there is British willingness to revise the 
previous restrictive policy toward French products, many 
of which could find ready markets in luxurv-starved Britain. 


Prom the long-range point of view, the most important 
feature of the new agreement is the decision to hold joint 
meetings of British and French experts, at least every 
three months, to consider developments in trade and belance 
of peyments and the coordination of incustriel planning 
in the two countries, both of which are committed to a 
large degree of econoric planning. 
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FAO REFERS WORLD FOOD BOARD PLAN The Food and Agriculture 
TO SPECIAL PREPARATORY COMMISSION Organization at its re- 

cently-concluded meetings 
in Copenhagen voted to refer Sir John Boyd Orr's proposal for 
a World Food Board (see page 9, August 12 issue of Current 
Economic Developments) to a special Preparatory Commission of 
16 voting members of FAO: Australia, Belgium, Brazil, Canada, 
China, Cuba, Czechoslovakia, Denmar’, Egypt, France, India, the 
Netherlands, Philippine Republic, Poland, the UK and the US. 
Siam is to be invited to join in the discussions concerning 
rice, and the USSR and Argentina, non-members of Fi0, are to 
be invited to participate as full members of the Commission. 
In addition, the International Labor Organization, the World 
Health Organization, the International Bank, the International 
Monetary Fund and the Economic and Social Council will be in- 
vited to send non-voting advisers, 





The Conference accepted the general objectives of the 
Orr Proposals of (a) developing and organizing production, 
distribution and utilization of the basic foods to provide 
diets on a health standard ‘for the peoples of all countries; 
and (b) stabilizing agricultural prices at levels fair to 
producers and consumers alike. The terms of reference of 
the Preparatory Commission cover the Director-General's pro- 
posals and any alternative proposais which may be submitted 
to it, and it is directed to prepare concrete recommendations 
for international action for achieving the above objectives, 
The Preparatory'Commission's concl'.sions will be referred to 
a full FAO meeting, whose action will then be reported to 
ECOSOC. The Commission is directed to convene in Washington 
as soon as possible and not later than November l. 


Other Business On motion of the (S delegate, Hungary 
was aamitted to membership in FAO. Mr, “‘heeler of the US 
was named to the Executive Committee, and other new members 
were appointed from Canada, the UK, New Zealand, Chile, 
Mexico and Egypt. The question of a possible change in the 
composition of the Executive Committee will be raised at 
next year's conference. The agreement with UN was approved 
with no changes, and a budget was passed. Decision was 
deferred on the question of permanent headquarters for FAO. 





BULK SURPLUS SALE A surplus property agreement was signed 
MADE TO PORTUGAL with Portugal on September 19, Under the 
agreement Portugal buys for $859,000 all 
surplus property in Santa Maria, except about two-thirds of 
the total of the surplus petroleum products, amounting to 
probably $500,000. The originel value of the surpluses sold 
is approximately $2-1/2 million. 





-| DECLASSIFIED FOR PUBLICATION IN FOREIGN 
RELATIONS OF THE UNITED STATES 

















BEST COPY AVAILABLE 


uF 
» We 
DEPARTMENT V 0 The Department has expressed its views 
SHIP in connection with the terms of sale : 


recently issued by the US Maritime Com- 
mission governing the sale of surplus war-built vessels to non- 
citizen purchasers and the allegations that these terms of ie 
sale are sharply discriminatory toward non-citizen as compered 
to citizen purchasers. We agree thet the Commission must be 
adequately protected by insurance on ships sold on credit 
terms and that the insurance must be written in dollars. 
However, the Departrent is opposed to the Commission's poli- 
cy of having fixed proportions of insurance placed in certain 
markets and feels that the mortgager should be permitted to ° 
Place the dollar insurance with any company financially ac- : 
ceptable to the Commission. The Department feels that the 
French Government, in spite of its objections, must find 
some way to insure ships purchased on credit under the Ships 
Sales Act. In regard to the immediate delivery of 23 or the 
75 ships desired by the French in return for a deposit of ‘ 
$17.5 million, the Departrent desires a firm commitment in 
writing that in the event the French fail to reach an under- 
standing with the Commission on the terms of a credit sale | ’ 
of the balance of the 75 ships, the full purchase price of 
the 23 vessels will be deducted from the deposit. Sales of 
ships to citizens and non-citizens should be on the same 
terms, and for vessels strengthened in the US or elsewhere, 
the net price should be the same for citizen and non-citizen 
purchasers, The Department does not oppose the extension of 
credit by the Commission to government purchasers but is al- 
so in favor of extending credit to private non-citizen pur- 
chasers. Withholding such credit from private non-citizen 
purchasers while extending it to governments conflicts with 
overall US policy of removing government control from 
business, 





* * * 


US SUGGESTS TAPERING OFF OF In response to British in- 
ALLOCATION OF COTTON TEXTILES quiries concerning the 

3 dnternational allocation of 
cotton textiles, we expressed to the UK Embassy our view 
that Combined Textile Committee recommendations for the 
fourth quarter should be confined generally to liberated 
areas unable to obtain essential requirements without com- 
mittee action and that termination of international alloca- 
tions was in prospect after fourth querter recommendations. 
We referred to the prospective easing of the world shortage 
as production increases and especially as Japan, Italy and 
other producing countries resume exports in substantial 
quantities, Tapering off of the US program is held ad- 
visable, since authority for the continuation of priorities 
is not being depended upon after the expiration of the US 
War Powers Act March 31, 1947. However, the US positgon on 
international distribution for 1947 is not being determined 
finally until reports which the Combined Textile Committee 
and the Textile Division of the CPA are now preparing on the 
world textile situation are available. 
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. ECO RECOMMENDS ITS ce areas The Council of the European 
CONSIDERS GERMAN COAL PROBLEM Coal Organization act a re~ 
: cent meeting passed a 
, resolution that the ECO should continue in existence for one 
year from January 1, 1947, with provision being made for the 
transfer of functions, assets and liabilities, personnel and 
archives to the UN if an Economic Council for Europe is set 
up by the UN as proposed by the Sub-Commission on Devastated 
Areas, The Council endorsed the French view that if the ECO 
Should be absorbed in the UN machinery, the successor agency 
should: be able to make its recommendations directly to member 
governments in order to insure prompt action, 





Proposal To Retain Additional Coal In Germany Althougn 
the Control Council Germany accepted the agreed coal report 
of the Committee of Experts, it reached no agreement on ai- 
locations and this matter was referred back to the Committee 
for further study (see page 2, September 16, 1946 issue of 
Current Economic Devetopments). In order to provide essential 
mining machinery to increase coal production from Germany, it 
was suggested that monthly export aliocations be reduced from 
850,000 tons. To make up the difference if the reduction 
were made in German allocations an inquiry was made as to 
whether the US couid make available fer export an additional 
350,000 tons of coal a month for export to the European coun- 
tries which would be affected. “e replied that it is doubtful 
if US exports could be increased over July shipments of 
2,354,000 tons and an estimated 2,120,000 tons for August. 
The limiting factors in the US since the end of the coal 
strike have not been the coal supply, but the freight car 
supply, port capacity and the shipping strike, plus overail 
difficulties of coordinating and moving this huge tonnage, 
Coordinating difficulties are increasing because a transition 
program for liberated areas was begun in August to shift pro- 
curement metnods from pooled purchase through the US Treasury 
and pooled shipping through “SA vessels to an increasing pro- 
portion of commercial procurement of coal and commercial 
chartering of vessels. It is contemplated that by January l 
there will be 100 percent commercial procurement. 














As a result of the continued low level of German external 
trade, members of the ECO have a more realistic understanding 
of the importance of reviving German industrial production 
than they did several months ar». The ECO has suggested, how- 
ever, that the need for retaini», more coal in Germany would 
be better understood if a meeting could be arranged between 
, the control authorities and the ECO countries. If this is 

not feasible, it has been proposed that an agreed statement 
by the control authorities should be presented at an early 
ECO meeting by the US, UK and French members. 


* * * 
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US AGENCIES CONSIDERING ADVISABILITY OF As a result of . 
CONTINUED OPERATION OF NICKEL PROJECT increased labor 

and other costs, 

the various government agencies concerned are about to review ‘ 
the current status of the Nicaro Nickel project in Cuba to 

determine whether the OWMR directive ¢alling for continued 

operation of the vroject should be reconsidered. The Nicaro 

project was begun in 1942 as an additional source of nickel 

for war needs and came into operation on a small scale late 

in 1943. It reached approximate capacity production late in : 
1944, 








Canadian Note A note presented to the Department last 
Fall by the Canadian Embassy pointed out that with the end 
of the war and the sharp drop in the demand for nickel, 
Canadian production, which had been greatly expanded during ‘ 
the war with considerable capital investment, had been re- 
duced to 55 percent of capacity. The note fur ther pointed 
out that the Nicaro project in Cuba was being operated for ‘ 
the account of the US Government, that the project was un- 
economic, and that, in accordance with our general inter-~ 
national economic policy, we should consider stopping pro- 
duction at Nicaro. Cur reply said that the problem was es- 
sentially one of disposal of surplus property at the best 
price obtainable by this Government for future commercial 
operation, and that out-of-pocket costs, although high at 
the beginning of operations, were now substantially below 
the price at which nickel oxide was being sold competitively 
with Canadian nickel metal. We promised to keep the Canadians 
informed of any future developments. 





Second Canadian Note On August 16 we received a second 
note from the Canadians pointing out thet Canadian production 
was stiil depressed, that the Nicaro project was still oper- 
ating, and that part or the favorable cost showing to which 
our note referred was due to the fact that a large part of 
the project's output was not being sold but was remaining 
in the stocks of the RFC. 








At a recent meeting representatives of the Canadian 
Embessy were toid that RFC has informed us that a sub- 
stanial part of the total Nicaro output is currently being 
sold and that only a small part is being reteined as in- 
ventory. The Canadians were also informed that the Inter- 
national Nickel Company (Canadian) in current stockpile 
negotiations with the US Government asked a higher price 
than is quoted to private steel companies using their nickel ‘ 
on the ground that the US Government does not have to pay duty 
on its nickel imports. This would obviously be a factor in 
determining the commercial feasibility of continued operation © - 
by Nicaro, It was also pointed out that in the stockpile 
negotiations, International Nickel refused to commit itself 
for more than ten months for 20 million pounds at even the 
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higher price. This suggested either that the Canadian 

, company is having difficulty in obtaining the required 
labor and supplies to increase production, or that it is 
contemplating an increase in price. In either case, it 

? seems clear that Canadian production is not being hampered 
by continued production at Nicaro, or by a low level of 
eee for Canadian nickel due to continued operction of 
Nicaro, 


. * * * 


ILO CONFERENCE IS IN The 29th Session of the International 

SESSION IN MONTREAL Labor Conference opened in Montreai 
September 19. US delegates to the con- 

ference are: David A. Morse, Assistant Secretary of Labor, and 

Elbert D. Thomas, US Senate, representing the Government; 

James D. Zellerbech, representing employers; and Robert J. “att, 


AFL, representing labor, 











The agenda, as framed by the Governing Body, for con- 
sideration by the Conference, is as foliows: (1) Director's 
report, (2) constitutional questions, including a possible 
amendment concerning the relationship of ILO with UN; (3) ‘pro- 
tection of children and voung workers; (4) minimum standards 

, of social policy in dependent territories; and (5) reports on 
the application of conventions. 


. The Terms of Agreement between UN and ILO, which were 
agreed upon by the Negotiating Committees of ECOSOC and ILO 
and subsequently approved by ECOSOC, will be submitted to the 
Conference for approval, The Agreement recognizes ILO as a 
specialized agency under UN responsible for taking such action 
as may be appropriate under its besic instrument for the ac- 
complishment of the purpozes set forth therein, 


Following the 27th Session of the International Labor 
Conference, all proposals for alteration of the Constitution 
of the ILO were referred to a Conference Delegation on Con- 

stitutional Questions. Members of the delegation rejected a 

’ proposal which is now being advanced by France that the Con- 
stitution be revised to provide two representatives of Govern- 
ments, two representatives of employers, and two representa~ 

‘ tives of labor in each national delegation, instead of two, 
and one, and one respectively. Subsequently, the French 
Government requested Member Governments to reverse the deci-~ 
sion of the delegation on this issue. The US has asked France 
to review its position on the issue in order that the revision 

. of the Constitution of the ILO, as drafted by the Conference 
Delegation, may be adopted at the forthcoming session, It is 
hoped, therefore, that the subject of changing the representa- 
tion as provided in the Constitution will net be revived at 
the Conference, 





* * * 
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SETTLEMENT ON WAR ACCOUNTS in agreement on the settlement 

REACHED BY US AND BELGIUM. ° of war accounts with Belgium soe 
gs expected to be signed Sep- 

tember 24 in Washington. ‘The settlement covers lend-lease, 

reverse lend-lease, oivilian (Plan 4) supplies, surplus 

property and claims arising out of the War. Regarding 

lend-lease, reverse lend-lease and Plan / supplies both 

governments agree that their contributions to each other 

in the cormon war effort are substantially in balance, and 

thet no further benefits are due or will be sought by 

either government from the other on the accounts, : < 








Previous surplus property obtained by the Pelgians 
emounting to approxinately $18 rillion will be settled 
to the amount of $13,450,000 by the US acquisition of real 
estate in Belgium, development of cultural programs, and ‘ 
the assumption by the Belgian Government of clairs of ‘ 
Belgian private persons azainst the US Government; the 
belance will be paid in US dollars. #& new surplus credit 
up to $10 million is to be used before October 1, 1946 and @ 
is to be paid for in US dollars. 4 third category of sur- 
plus covers property left in Belgium on or after October l, 
1946 which the Belgians will sell, retaining one-half the 
gross proceeds and turning over the balance to the US ac- ? 
count, 11 of the dollar obligations involved in the sale 2 
of surplus property will be paid for on 3(c) terrs, i.e. ' 
30 years at 2-3/8 percent. 


POLES RESPOND TO US REQUEST FOR LOCJ.L The first request 
CURRENCY UNDER SURPI SURPLUS CPEDIT CREDIT AGREEMENT for local currency 
under the provisions 
of any surplus property agreenent wes the formal request for 
zlotys presented to a representative of the Polish Embassy 
in VYashington on jiugust 30. Care was taken in drafting the 
request to avoid any advance commitment by the US as to the 
dollar-zloty exchange rate. The Poles, therefore, were re- 
cuested to supply Polish local currency equivalent to 
$250,000 "in conformity with the provisions of paragraphs 
4(a) and 4(b)" of the surplus property credit agreenent. 


On September 9 the Embassy in “arsaw was informed by 
the Narodowy Bank Polski that it had received for the ac- 
count of the Embassy Disbursing Clerk 25 million zlotys as 
the equivalent of $250,000 in accordance with paragraph 4 — ‘ 
of the Polish-American surplus agreerent. On the basis of 
confidential information received by Embassy Warsaw regard- 
ing a Swedish relief transaction with the Polish Government e 
at the equivalent of a more favorable rate than 100 zlotys 
to the dollar, the Erbassy raised the issue of a US protest 
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to the Poles regarding the rate given us in the surplus 
transaction. "Ye informed the Embassy that since this 
transaction could not be cited to the Poles without 
violating the confidence no protest regarding the 100-1 
rate could be mace on this basis. However, it was sug- 
gested that the Embassy supply US missions at Stockholn 

and Bern with any leads which might aid them in supplying 
infornation.indicating that transactions at more favorable 
rates have been effected by the Polish Government. Unless 
such inforration is received, FLC, Paris, will inform the 
Polish authorities thet $250, "000 is being credited against 
Poland's surplus property credit indebtedness "on the under- 
standing that the exchange rate involved constitutes ‘rost 
favorable rate used in any Polish Governrient transactions 
with any party during the 12 months period preceding 
September 9, 1946,!" This represents the first request for 
local currency uncer the provisions of any surplus property 
credit agreement. 


SECRET 


EXECUTIVE ORLER RECONSTITUTES The President has signed 
LIR COORDINATING COTTIER an Executive Order which 
reconstitutes the fir 
Coordinating Committee to consist of representatives from 
State, “ar, Post Office, Navy and Commerce Departments and 
the Civil Zeronautics Board, ir. Clayton is Presidential 
Gesignee as Chairman and Mr, Lancis as co-Chairran. The 
Committee will examine aviation probleris and cevelopments 
affecting more than one participating agency; cevelop end 
recommend integrated policy end action by any agency of 

the government charged with responsibility in this field; 
and to the extent permittec by law, cocrcinate the aviation 
ectivitics of such igencies. f1lso, the Committee will con- 
sult with Federal inter-agency boards and comnittees con- 
cerned with aviation ratters, recormend to the Departrent 
of State general policy directives anc instructions for 

the guidance of US representatives on PICi.0 and submit 
policy recommendations to the President on aviation 
matters which, by reason of their character or importance, 
require his at ttention. Controversial questions upon which 
the agencies cannot reach agreerent shall be referred to the 


President. 
UNRESTRICTED 





————— 
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This weekly publication is designed to highlight developments in the eco- 
nomic divisions of the Department of State, and to indicate the economic prob- 
lems which are currently receiving attention in the Department. It is suggested 
that copies be retained on file, as reference will sometimes be made to previously 
reported items to avoid repetition. 


Document Security Instructions 


This document should be treated in accordance with current instructions 
regarding security measures for SECRET material. Extreme care should be ex- 
ercised to avoid public or private discussion of the information herein with or in 
the presence or hearing of any person not authorized to have knowledge thereof. 
For general purposes all classified Foreign Service Officers and other responsible 
economic officers are authorized to have knowledge of the contents of this docu- 
ment, responsibility for the safekeeping of which will be assumed by each recipient 
thereof. It may be retained in protected files or, at the discretion of the recipient, 
destroyed by burning. If not personally disposed of by the recipient, he will 
assure himself that it is burned in the manner prescribed for SECRET material. 
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US REJECTS SCVIET RESERVATIONS TO While the USSR is still 

US_PROPOSAL ON JAPANESE REPARATION the only country on the 
Far Eastern Commission 

which has not accepted formally the US proposal for cailing 

. a Japanese reparation conference, informal conversations on 
the terms of reference for such a conference have been held 
between Soviet members of the FEC and officers of the Depart- 
ment. On September 5, Admiral Ramishvili, the Acting Soviet 
member on the FEC, informally notified Generali Hilldring that 
Subject to certain conditions, the USSR would agree to par-- 
ticipate in the fixing of Japunese reparation policy, includ--: 
ing the disposition of Japanese external assets either within 
the FEC or at a special reparation conference, provided the 
US would agree to and support five Soviet proposals: (1) In 
distributing the totel amount of reparation available from 
Japan a definite share should be allocated to the USSR with- 
Out any relation to war booty ta’en by the USSR from Man- 
churia, This would be interpreted *o include not only war 
booty already removed but’ also those items which are cur- 
rently under negotiation betweer the USSR and China. (2) 
Former Japanese assets in South Sakhalin and the Kurile 
Islands should not be considered as available for general 
reparation purposes since these territories are now a part 
of the Soviet Union uncer an agreement between the USSR, US 
and UK at Yalta. (3) Japanese assets in ¥orea should remain 
tnere for the use of the Kcrean people and should not be in- 
cluded in the reparation pool to be made available to claim- 
ant countries. (4) Reparation shares should be determined 
on a "broad political basis", ta’sing into account damage 
suffered by each claimant country and each country's con- 
tribution to the defeat of Japan. (5) Claims of Allied 
nationals for damages and property loss in Japanese terri- 
tory and on territory formerly occupied by the Japanese 
or ceded to Allied countries should be met from the common 
reparation pool. 











Following consultation with Secretary Byrnes, General 
Hilldring replied orally and informally to Admiral 
Ramishvili. It was pointed out to the Soviet representative 
that the US warmly welcomed Soviet agreement to the proposal 
to call a conference to discuss reparation, including the 
question of external assets, and is pleased to accept Soviet 
endorsement of that part of the US note of June 24 which 
provides that Japanese assets in Korea be retained for the 
benefit of the Korean people. (See page 1, July 1, 1946 
issue of Currert Economic Developments.) In addition, he 
was told that the US can agree to the general propositions 
outlined by the Soviets with respect to points (4) and (5) 
dealing with allocation of claims and compensation for losses. 
However, the Soviet proposal to exclude Japanese assets in 
Manchuria from the reparation pool and general accounting 
procedure is a direct rejection of the US proposal of June 24 
on the definition of Japanese assets and cannot be accepted 
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by the US. (See page 1, July 1, 1946 issue of Current 
Beonomic Developments.) Elimination of such assets from 
the common reparation pool would lower potential reparation 
receipts to other governments wnich also pleyed an important 
pert in the defeat cf the Japanese. In addition, the US 
cannot unreservedly endorse that vart of the Soviet pro- 
posal that would exempt former Japanese assets in South 
Sakhalin and the Kurile Islends from the reparation settle- 
ment. However, ve do believe that the principle involved 
in this particular portion of the Soviet proposal can be 
"advantageously explored" by the US and USSR. 








In conclusion, General Hilldring emphasized the con- 
cern of this government with the failure of the countries 
concerned to reach agreement on certain fundamental issues 
which would enable reparetion removals to be used rromptlyintte 
reconstruction of devastated areas. Therefore the US will 
press for immediate FEC action on the US proposal for a 
reparation conference, delayed hitherto pending the conclu- 
sion of US-USSR negotiations with respect to external assets. 
If within a reasonabie length of time the FEC, with Soviet 
participation, cannot agree on the calling of a reparation 
conference, Ramishvili was informed that the US would con- 
sider itself obliged to hold a conference outside the frame- 
work of the FEC in concert with whatever governments are 
willing to do so, Decisions reached at such a conference 
may have to serve as directives to SCAP to carry out a 
reparation removals prograr. 


This Government wishes to avoid any action which would 
cause conflict within the FEC but the rapid deterioration 
of materizi which can be used as revaration and the neces- 
sity of providing SCAP with information on industrial equip- 
ment which is to be retained in or removed from Japan makes 
it imperative that decisions on reparation be reached in the 
near future. 


ARMY AUTHORIZES DOLLAR CONVERSION OF On September 29 US : 
FOREIGN CURRENCIES OF ARMY PERSCNNEL Arry personnel in all 
) theaters (except the 
Philippine Islands) in which the military payment certificate~ 
plan is not placed in effect will be allowed to convert their 
holdings of foreign currencies into dollars and will, there- 
after, be paid in doliar or dollar instruments. No foreign 
currency will be accepted by Army Disbursing Officers after 
that date. However, Army personnel will be able to buy 
local currencies for their legitimate personnel needs from 
disbursing officers at the official rate. 
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CZECH CREDITS “e have informed the Czechoslovak Government, 
ARE SUSPENDED in a memorandum presented to the Chargé in 
Washington, that we have advised the Eximbank 
* to suspend negotiations for the $50 million credit and other 
credits to Czechoslovakia for which applications are pending. 
We stated the following reasons as the basis for our ection: 
(1) the objectives and policies of the US in grenting such 
credits might be misunderstood in Czechoslovakia; (2) no agree- 
ment has as yet been reached with respect to compensation to 
American nationals for their rights and properties in Czechoslo- 
vakia or with respect to certain commercial policy questions, 








Ye have also informed the Czechoslovak Chargé that no 
further surplus sales will be made for the present. He was 
informed, however, that the US will carry out existing com- 
mitments for surplus sales under the $50 million credit ar- 
rangement, but will make no new commitzents. The reasons 
stated for the cencellation of the unused portion of the 
credit include: (1) indications of misinterpretation by the 
Czechs of US motives in exterding economic assistance to 
European countries; (2) the recent charge of discrimination 
in negotiation of surplus property contracts; (3) improvement 
in Czechoslovak economic conditions which places that country 
in a considerably more favorable condition than other countries 
such as Italy; (4) a recent protocol agreed to by Czechoslovakia 
and Rumania providing for resale to Rumania of surplus pur- 
chased by Czechoslovakia amounting to $50 million. In response 
to the Chargé's inquiry whether suspension of surplus might 
be lifted in the future, he was told that no such prospect 
could be foreseen, 





MORE SURPLUS CREDIT An additional surplus credit agreement 
EXTEN DED TO GREECE with Greece totaling “35 million is 
being negotiated in “ashington. Of 
this credit $10 million has been authorized for the purchase 
of maritime equipment. This, plus the balance of $2 million 
remaining from the previous $10 million surplus credit, will 
permit Greece to obtain »12 million worth of maritime equip- 
ment for which a bid had been submitted prior to the latest 
extension of credit. The $25 million credit will be utilized 
to purchase rehabilitation stocks primarily from Italian sur- 
plus, secondarily from Belgian, and lastly from German surplus. 
Agreement is expected to be signed within a few days thus 
bringing to $45 million the total amount of surplus credits 
extended to Greece. 








x* * * 
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WORLD FOOD PROSPECTS World food prospects for 1946-47 
CONTINUE TO BE SERIOUS continue serious although some- 

what improved over c@nditions in 
May, when the Food and Agriculture Organization estimated 
a shortage of 10 million tons of bread grains. In spite of 
reported bumper crops in the US and other countries and im- 
proved harvests in Southern Europe and China, the FAO ex- 
pects the gap between possible supplies and minimum require- 
ments of bread grains to be eight million tons. US grain 
exports will be less this year than last because of our ex- 


tremely low stock position on July 1, 1946. 








QQ 





In view of the present greatly reduced slaughtering and 
the general uncertainty of the US meat situation, on 
September 17 the Department of Agriculture announced that 
no meat will be allocated to foreign claimants in the fourth 
quarter. However, stocks now held in the Department of Agri- 
culture's inventory will be made available for foreign ship- 


ment. 


Situation Critical in Brazil, Uruguay, Bolivia and Peru 
Brazil, Uruguay, Bolivia and Peru are reported in critical 
need of wheat and flour. The Bolivian Government has in- 
formed Embassy La Paz that it considers Argentina to be 
waging an economic war against Bolivia. Embassy Buenos 
Aires, however, believes that the facts do not justify such 
an assumption and that reduced food shipments are probably 
due more to internal distribution difficulties than to 
political causes. Shipments to Bolivia remain at an ex- 
tremely low level, due to Bolivia's inability to obtain ex- 
port permits from Argentine officials and substantial reduc- 
tions in transportation tonnage allotted to Bolivia by 


Argentine officials. 





Ambassador Messersmith stated that Argentine wheat 
available for export up to December 31, estimated at 160,000 
to 200,000 tons, would be insufficient to cover the needs of 
Brazil alone. Since this estimate conflicts with an earlier 
estimate of 500,000 tons available for export September 
through November, we have requested clarification before con- 
sidering !essersmith's suggestion that we consult with the 
Argentine Government to determine what contribution we can 
jointly make in aiding these countries. Both Argentina and 
Brazil are reported to have assumed arbitrary attitudes with 
respect to commercial exchange, An Argentine trade mission | 
was scheduled to leave for Brazil on September 23 to discuss 
commercial exchange between the two countries, and wheat was ‘ | 
to be a major item on the agenda. In the meantime, the 
Department is using its best efforts to insure immediate 
shipments of wheat to Brazil where the need is imperative. 


Food Crisis in Indie According to India's Food Depart- 
ment the often predicted food crisis has arrived, due to 


the 
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the following factors: (1) A hold-up in the movement of 
Indonesian rice; (2) the shipping strike in the US; (3) 
the apparent failure of the Food Mission in Argentina to 
obtain export permits for corn; (4) a slovdown in the pro- 
: curement of Siamese rice; and (5) the holding up of exports 
from Brazil. It is estimated that stocks in all India on 
October 1 will be 818,000 tons, equal to a six weeks' sup- 
ply: Mission New Delhi believes the food situation will be 
precarious unless substantial quantities of grains are re- 
ceived from the US by the end of October. 


Malayan Rice Ration Decreased In Malaya the rice 
ation is 6-1/2 pounds per week per man with lesser amounts 

for women and children. This is only a little over half 

as much as during the worst period under Japanese rule in 

Malaya. There is much local criticism of this fact and 

of the generous ration now being issued Jepanese prisoners. 
’ No immediate relief is seen and probably the rice situation 

will grow worse. 





Rice Shortage in Philippines Severe rice shortages 
which now exist in the Philippines will continue until the 
main crop harvest in December 1946. The domestic rice 
harvest, tentatively estimated at 1,100,000 metric tons 
for 1946-47, will not mcet the essential requirement of 
1,500,000. Corn and root crops will offset somewhat this 
deficit. Essential imports which will be required for sup- 
plementing local production during 1°46-47 include rice, 
wheat flour, sugar, canned and powdered milk, canned fish, 
canned and frozen meats, canned vegetables, vegetabie 
stearin, butter and cheese. 








IEFC Rice Committec Asks Review «.f Tripartite Agree- 
ment The Rice Committee of the International Emergency 
Food Council voted on September 19 to recuest the UK, US 
and Siam to review the Tripartite Agreement because of the 
failure of movement of exports from Siam. It was noted 
that some members believe that the difficulty 1s due to 
the fact that the rice export price is lower than the 
domestic price, as weil as to the limited supplies and high 
prices of consumer goods. 








Decreased Food Production in UK The prospect for 
domestic production of food in the UK for 1945-47 is con- 
siderably less favorable than in 1945-46. Stocks of all 
foods, including imported products, are relativeiy low and, 
for some foods, extremely low. With deteriorating prospects 
for home production, the UK will be faced with greater 
dependence than usual upon outside sources. 








Soviet Food Position Improved Over Lest Year Embassy 
Moscow reports that in general the food situation in the 
"SSR during the consumption yeer 1946-47 shoula show a 





significaze 
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significant improvement over the year 1945-46. Preliminary 
estimates indicate that the 1946 average yield of grain per 
hectare vill be somewhat above the average of recent years 
though a bit below that for 1945. Improved weather during 
the harvest period has resulted in fewer losses due to 
spoilage. It appears that the reason for the postponement 
of the abolition of rationing until 1947 was not, as was 
announced for home consumption, due to reduction of food 
reserves, but rather for internal political reasons. 


Czechoslovak Food Conditions Near Normal Embassy Praha 
reports that the winter wheat harvest in Czechoslovakia hes 
been one of the best in its history. The production of all 
other bread grains, potatoes, other vegetables and fruit 
is close to a record. During August the meat and sugar 
rations were increased, end for the four-week period begin- 
ning September 15 the Government agreed upon an extra meat 
ration of 600 grams. 





Yugoslav Food Situetion Improved The Yugoslav food 
situation is reported greatly improved over last year as a 
result of large UNRRA shipments, increased production, 
general rehabilitation, improved transportation and the will- 
ingness of peasants to market foodstuffs. The carry-over of 
INRRA food and greater production should result in a fairly 
adequate 1946-47 supply. Shortages of fats, meat, milk and 
butter are likely. However, food grains, fruits, vegetables, 
poultry, cggs, oil, fish and sugar are expected to be 
adequate. 





* %*« * 


US WILL ASK STATUS OF All governments having purchasing 
PURCHASING MISSIONS missions here will shortly be re- 

guested to inform us of the status 
of their operations and their time schedule for liquidation 
Although no purchasing mission has been completely liquidated 
at the present time, the missions of four governments--New 
Zealand, Australia, Norway and South Africa---are expected to 
disband by the end of 1946. The Netherlands, Belgian and 
Portuguese Governments have returned considerable portions of 
their trade to private hands, but it is not clear how soon 
the residual activities of their missions will be comrpleted. 
The staff of the French Purchasing Mission has been curtailed 
and an increasing amount of French private trade is now in 
the hands of 'groupements', which are quasi public trade monopolies. 
The Greek and Polish Missions, which are limiting their pur- 
chases to commodities which can be obtained with Eximbank funds, 
are expected to terminate with the expenditure of these funds. 
The UK Mission, whose purchases are almost exclusively limited 
to foodstuffs, and the Indian Mission, which is buying only 
small quantities of goods, have not indicated when they will 
terminate their activities. The Chinese Mission has claimed 
that it must continue for at least three years. The Soviets 
have not yet accepted our proposal that their purch2si:g mission 
terminate its commercial operations. 
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US WILL TRY TO INCLUDE BERMUDA Negotiations for an 2ir 
WORDING IN CHINESE AGREEMENT transport agreement with 
| ; China, on which substantial 

agreement had been reached at the delegation level, will be 
reopened because we wish to include the ording of the US-UK 
Bermuda Agreement, Tentative agreement hed previously been 
reached whereby authorized US airlines wovld obtain traffic 
stops at Shanghai, Canton, Tientsin, and possibly Mukden, 

} while Chinese airlines wovld receive routes to the Pacific 

, Coast of the US. 








In view of the US-UK reaffirmation on September 19 of 
the Bermuda principles (See page 8, September 16 issue of 
Current Economic Developments) our representatives in China 
were asked to include the Bermuda language in the S-China 
agreement. The delegation advised that negotiations were 
considered completed prior to September 19 with the under- 
standing that there would be no further change in the 
language and that formal approval by the Executive Yuan 
would be expedited. They believed that any attempt to in- 
clude the Bermuda verbiage at this stage would result in 
complete renegotiation and would open the door to some un- 
desirable provisions which the Chincse have wanted and 
which are still being vressed by other ministries of the 
government. Thev stat2 there is nothing in the provisions 
of the proposed agreement which is inconsistent with the 
Bermuda Agreement and suggested thet the British be ed- 
vised of the situation and told that because of the ad- 
vanced stage of negotiations we proposed to formally ex- 
ecute the agreement in the present form but that we would 
not sanction any practices under the agreement inconsistent 
with Bermuda and if necessary would make a future attempt to 
emend the agreement to incorporate the Bermuda language, 








However, the Department has informed the negotiators 
that, in view of the obligation incurred bv us as a result 
of the discussions with the UX, it is necessary to attcmpt 
to include the Permuda principles into the Chinese agree- 
ment. “«G have instructed our representatives to approach 
the Chinese with a request for inclusion of an additional 
section in the Annex and to point out that further devclop- 
ments in US policy of seeking a uniform type of bilatersl 
agreement acceptable to all countries is the reason for 
the addition, 


DECLASSIFIED FOR PUBLICATION IN FOREIGN 
RELATIONS OF THE UNITED STATES 








= 2 


SOVIET PURGES On September 20 all Moscow papers carried 
EXTEND TO O FARMS a decree setting forth "measures for 
liquidation of violations of Charter of 
Agricultural Artels on collective farms."" The decree was 
aimed at irregularities described in an official announce- 
ment as “extremely dangerous to the whole Socialist regime." 
The abuses were listed as incorrect utilization of working 
days, misappropriation of collective farm lands, pilifering 
of Kolkhoz (collective farm) property, and violation of 
democratic principles in Kolkhoz administration which ap- 
parently tended to separate the Communist Party from the 
peasantry, Circumstances cited in justification of the 
decree indicate wide-spread favoring of individual peasant 
production to the detriment of collective agricultural uncer- 


takings. 





This is just one of a number of actions during the last 
five months to increase dictatorial control in the USSR: the 
Armed Forces have been exemined and political unrealiables 
are reported to have been eliminated; newspapers, magazines, 
movies and theatres have been purged because "alien" Western 
influence had been allowed to creep in. In several govern- 
mental agencies changes have followed charges of mismange- 


ment. 


The agricultural decree provides that persons guilty 
of misappropriation of collective property, public lands 
and funds "will be removed from their posts and will be 
tried as violators of the law and enemies of the Kolkhoz 
Regime." Attention is also directed at rectifying mis- 
management of collective farms, particularly with respect 
to overstaffing, which implies that the government conten- 
plates, as in 1939, forced resettlement of collective 
farmers to areas of critical labor shortage, such as the 
Urals and Soviet Asia. Inspection of all colicctive farms 
is prescribed within two months and some reforms must be 
completed under penalty before November 15. A council on 
Kolkhoz affairs directly under Government will be established 
for solution of these questions. 


US officials comment that the decree was issued after 
the 1946 crop matured which provides time for institution of 
the necessary reforms prior to the most intensive work of 
1947 farming operations, thus it will interfere as littie 
as possible with actual fcod production. They remark that 
the purge is valuable politically to Stalin and the party as 
a means of escaping onus for failing to make good on the 
February promise to end food rationing this year. In fact, 
this may have been one of the purposes of the decree. Stalin 
apparently is fearful that the Soviet peasantry is leaning 
toward private ownersnip and is determined to take -drastic 
action to maintain control of the rural population. 
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REPORT ON DEVASTATED AREAS DISCUSSED BY The report of the 
ECOSCC; USSR RAISES NUMEROUS OBJECTIONS ECOSCC sub-commis- 

; ! Sion on the Economic 
Reconstruction of Devastated Areas is now being discussed by 
the entire ECOSOC membership. The report was prepared on the 
basis of documentation submitted by the various countries and 
on first hand studies in the devastated areas. While the 
first meetings of the sub-commission were marked by divergence 
of views on the methods and purpose of its operations, agree- 
-ment was finally reached on procedures to be followed in 
drafting the report. 








The report presents a complete picture of economic status 
of the allied devastated areas and contains detailed plans for 
building an integrated economic structure in all fields. The 
proposal for the creation of an European Economic Commission 
(see page 3, September: 3, 1946 issue of Current Economic 
Developments) spearheads the report and appears to be the 
focal point of disagreement in ECOSCC. Discussions currently 
taking place have raised questions over individual sections 
of the report, with the Soviet representative stating that 
the sub-commission failed to follow what he deemed to be its 
terms of reference, i.e. deciding on ways and means of giving 
tangible aid to the devastated areas looking toward their 
speedy reconstruction. The report as a whole was attacked 
by the Soviet representative as representing the views of a 
certain government or governments and which, if adopted, 
would place the devastated areas under obligation and direc- 
tion of certain economically developed countries. Sections 
on food and agriculture, manpower, trade, raw materials, 
and finance were criticized, and the Soviet representative 
expressed the view that the vroposal for the creation of a 
European Economic Commission was unrelated to the problem 
of reconstructing devastated areas. If Europe is to be 
considered as an economic unit, a position which the Soviets 
apparently oppose, the representative of the USSR questioned 
whether the US should be represented on an economic commis- 
sion devoted to Europe. Certain countries from the Near Kast 
and Latin America have indicated that if a European commission 
is established, all countries engaged in trade with Europe 
should be represented. The present Soviet attitude may mean 
that the USSR will refuse to participate in any such organi- 
zation. The Department feels it would be unwise to create 
the commission if the USSR and its satellites refuse to 
participate in its operations. However, if one or two of 
the Soviet satellite countries will rarticipete without 
the USSR, the Department feels that it might be worthwhile 
to give the commission a trial. If the cCoviets remain firm 
in their opposition, “inant has been instructed not to press 
strongly for the establishment of the commission but to adopt 
a favorable but not a leading position, leaving the principal 


initiative to other countries. 
A 
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A drafting subecommittee has been appointed to reconcile 
the different opinions expressed during the general debate 
and to prepare a final report to ECOSOC. The sub-committee 
has been instructed to bear in mind both short and long-term 
projects and to consider all proposals that have been made. 


Original Report The original recommendations and pro- 
posals-of the sub-commission on devastated areas consist of 
sections.on food and agriculture, housing, manpower, coal, 
electric power, raw materials, machinery and equipment, trade, 
financial needs, and the establishment of.a European Economic 
Commission, 


Food and Agriculture Although the 1946 harvest in the 
devastated areas is expected to be higher than in 1945, 
total grain production of warring countries, including the 
UK and USSR, will be far below the pre-war level; and in 
the invaded countries it will be a number of years before 
livestock can be restored to pre-war levels. Endorsement 
is given to the recommendations adopted at the UNRRA con- 
ference for turning over of UNRRA activities in this field 
to appropriate agencies to be designated or established by 
UN. Individual assistance by UN member governments in agri- 
cultural rehabilitation is also recommended. Recognizing 
that UNRRA has played a large part in preventing famine 
and initiating agricultural rehabilitation, the report 
urges that action be taken quickly to ensure that inter- 
national cooperation in this field be continued. The UNRRA 
resolution that‘ FAO should seek to provide "the maximum 
technical assistance in the expeditious reestablishment of 
their agricvltural-: production" in the liberated areas is 
also included in the report. Harvest collections should 
be intensified either by tightening up of state collection 
schemes in areas where this method of operation is in ef- 
fect or by government premiums or other incentives to 
growers so that all available food will be distributed to 
the non-farm population. It is felt that with the rehabili- 
tation of transportation those countries having a surplus 
of grain, sugar and other foodstuffs will be in a better 
position to meet the needs of neighboring deficit areas. 





Housing The sub-commission endorsed the recommenda- 
tions of the EECE group on emergency housing problems. 
This group, in July, recommended that ECOSOC undertake or 
sponsor the establishment of a permanent international hous- 
ing organization. (See page 14, July 29 issue of Current 
Economic Developments.) Even though solutions of the 
housing problem will vary from country to country because 
of climatic conditions, national traditions, ways of life, 
means of living and social aims, the sub-commission believes 
that there is a sufficient amount of "“common-ground" to be 
explored through a central body. Technical, social, financial 
and administrative information and experience can be exchanged 


to 
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to mutual benefit, In addition, a specialized group would 
be able to assist in channeling of materials in short sup- 
ply and in improving methods of construction. 


Manpower One of the greatest impediments to the re- 
construction and recovery of Europe is the shortage of 
skilled and unskilled workers. Certain types of inter- 
national cooperation may be undertaken to alleviate this 
situation in the worst deficit areas. The exchange of labor 
between deficit and surplus areas is recommended as a 
solution to the problem. Budgets on manpower surplus and 
deficit according to skills and numbers of workers should 
be mede and used in assessing the possibilities of the 
transfer of labor in Europe. In practically all cases, 
final arrangements would heave to be negotiated on a bilateral 
basis. International action cen also be taken on the train- 
ing of workers through the exchange of industrial and agri- 
cultural experts. In addition, 2 procedure is recommended 
whereby professional and technicel people may be sent to 
highly industrialized countries for study, utilizing the 
FAO, ILO and UNESCO for this purpose. The Secretariat of 
the UN could also be used as a clearing house for the. loan 
of required technical personnel to assist in immediate re- 
construction work. 


Coal The report statcs that the restoration of the 
coal industry is the most important condition to European 
recovery end that the present low output is the greatest 
impediment to rapid recovery. European output, including 
that of the (K but excluding that of the USSR, is estimated 
at less than 75 percent of the pre-war level. It is pointed 

out that the chief obstacles to be overcome are the shortage 
of skilled workers, the low rate of output per man shift, 
arreers of maintenace, lack of equipment, and difficulties 
of transportation. The recommendations of the May ECO con- 
ference: adequate food for miners, special incentives to 
attract labor, issuance of priorities for the manufacture 
end distribution of mining equipment and supplies, and 
special emphasis on providing adeouate transportation for 
mined coal, are subscribed to by the sub-commission. Until 
such time as the skortage is overcome, the existence of the 
ECO or ae comparable organization is considered necessary, 
particularly in its efforts to increase exports and to en- 
sure that the available coal is distributed in accordance 
with the needs of the various countries, 


Electric Power Since the present installed capacity 
for the production of electric power in Europe, outside of 
Germany, will not be adequate for future industrial needs, 
the sub-commission recommends that ECOSOC designate an 
agency to study and prepare plans for the coordinated 
development of all European power resources, the construc- 
tion of hydro-electric plants and the estsblishment of an 

international grid for the economic distribution of 
electric power to all European countries. 











DECLASSIFIED FOR PUBLICATION IN FOREIGN Raw 
RELATIONS OF THE UNITED STATES 



















































o tS « 





Raw Materials’ Lumber, hides, industrial fats and oils, 
pitch. tar and other by-products of coal, alkalies, rubber, 
textiles, fibres, Manila hemp, lead, copper, zinc and tin 
are frequently in short supply in Europe. In many instances 
this is due, not to a world shortage, but to the lack of or 
inefficient use of transport, foreign exchange and trade re- 
lations. The sub-commission believes that any body created 
for the coordinetion of the European economy should consider 

the allocetion and distribution of raw materials in short 
supply and to cooperate with the supplying countries for this 
purpose. | 


Machinery and Equipment The need for capital equipment 
in practically all European countries is noted and the need 
of foreign credits to import capital equipment is recognized. 
To ensure economic use of available machinery and equipment, 
the sub-commission recommends that reconstruction and 
developmental plans between the various countries be coordi- 
nated. There is also e« short-run problem with respect to 
the lack of spare parts for existing production capacity, 
and the report recommends that imrediete special attention 
be given to this aspect of the problem. 





Transport The continued need for ZICITO is stressed 
and commendation is given that organization for the marked 
improvement that has taken place in European transportation 
since its inception in May 1945. Of prime importance is the ' 
repair and re-equipment of the European mein railroads, ports, 
inland waterways and shipping, including the lines carrying 
international traffic through Germany, and to this end a high 
priority should be given repair end construction meterial. 
Technical services of international agencies should be used 
to the fullest extent and wherever possible. 





Trade While recognizing that the conditions created 
by the war necessitated some barter bilateralism during the 
transition period, the sub-commission associates itself with 
the US proposals on multilateralism as a permanent system 
of trade. The restrictive and discriminatory trade practices 
in use during the transition period should be clearly 
recognized by the respective countries as purely temporary 
expedients. The ability of any country to adhere to the ; 
principles of multilateralism depends on the internal stability 
in each country and the sub-commission recommends certain in- 
ternal financial reforms to gain this stability. 


Financial Needs Financial needs are divided into relief 
needs for 1947 and financial assistance necded for reconstruc- 
tion and development. In the first instance, UN should es- 
tablish or designate an agency to review relief needs in 
1947 and recommend what financial assistance is required as 
a result of foreign exchange difficulties which cannot be met 
by existing agencies. Without outside essistance in 1947 





and 
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and probably for a few years thereafter, the European 
economy cannot be placed cn a self-sustaining basis, The 
agency designated by the UN should analyze the minimum 
import needs, ascertain the ability of the respective 
countries to finance these needs, and recommend methods 
to enable the countries to do so. Since UNRRA relief is 
to terminate by the end of this year, this work should be 
started immediately. 


Long-term reconstruction and developmental projects 
will have to be financed largely from non-European sources 
and the sub-commission recommends the full use of the re- 
sources of the International Bank and Monetary Fund. In 
certain cases there is an immediate need for foreign ex- 
change to pay for certain types of cavital eauipment and 
the sub-commission recommends that special attention be 
given to the "urgent need for this type of advance". 





European Fconomic Commission Since all of the above 
problems require a great deal of coordination and direction, 
the proposal has been made to create an economic commission 
for Europe which would devote itself to the broad principles 
of European reconstruction and international cooperation 
and coordination. 





In general, the terms of reference for the proposed 
commission follow those reported previously. (See page 3, 
September 3, 1946 issue of Current Economic Developments.) 
The one exception is that the US is specifically mentioned 
for rembership on the Commission, membership otherwise 
being limited to European nections. 





In conclusion, the report recommends the continuation 
of the type of study just completed but in a more detailed 
end scientific manner. The type of investigation called 
for should be based on the long-term development plans now 
existing or in preparation in the various countries. 


x * * 





OLICY APPROVED CONCERNING The Acting Secretary hes ap- 
PAY: ENT OF RETRAISSERS proved a policy recommendation 
concerning the financial terms 
of retransfer of military lend-lease articles, namely, that 
retransfers should generally be authorized only for payment 
of current fair velue by the third government. Cases of 
sufficient importance to require a special policy determin- 
ation or where other special consider s exist are ex- 
cepted. Auvchorizations for such ret: rs remain subject 
to arms policy clearance and to clearance by the Wear or Navy 
Department, whichever is concerned. A number af cases have 
been held in abeyance pending determination of financial 
aspects of the retransfer policy. 





* * * 
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US AND NETHERLANDS DRAW UP DRAFT As a result. of discussions 


CONVENTION OF DOUBLE TAXATION at The Hague on the evoid- 


ence of double taxation, 
a draft convention hes been draym up by US and Dutch techni- 
cal delegations which deals with income taxes and contains 
provisions regarding certain extraordinary taxes in the 
Netherlands. The conventior is being presented to the two 
governments for further consideration and signeture. Discus- 
sions concerning estate taxes were not completed, but it is 
expected that this matter will be taken up egain in the near 
future. The US delegation returned to Brussclis for defini- 
tive review of similar income tex treaties with Belgium and 
Luxembourg which were drafted in earlier sessions in those 
countries, 


* * * 


Us AND UK AGREE ON in view of the changed rubber supply 
AUPICR PROCURE’ENT situation, the British requested dis- 
cussion of the problem with the US. 
(Sec page 7, September 9, 1946 issue of Current Economic 
Developments. ) At the mectings, which were held in 

meng ven September 20-27, an agreement was reached whereby 
the Fritish will make evailable to the US during the belance 
of 1946 a total of 200,000 tons of netural rubber at a basic 
price of : 1/4 cents f.o.b. Far Eastern port. As much of 
this tecnage as possible, about 140 ,000 tons, will be bought 
in Malaya. The balance will be supplied from UK stocks at 
an eouivalent basic price of 22-1/4 cents c.i.f. US Atlantic 
ports. , 














We have also reached an understanding with the Dutch to 
purchase at 20-1/4 cents all Netherlands Sest Indies rubber 
cvailable for shipment through December 31, 1946, with a 
minimum of 10,000 tons. 


SECF ET 


* * * 


INTERNATIONAL "'HALING The US will extend invitations shortly 
CONFERENCE TO BE HELD to the following countries to attend 
an International Whaling Conference, 
to be held in Washington commencing November 2C: The UK, 
Yorway, Argentina, Australia, Brezil, Canada, Chile, Denmark, 
France, Ireland, Iceland, Mexico, the Netherlands, Newfound- 
lend, New Zealand, Peru, Portugal, Sweden, Union of South 
Africe end the USSR. The objective of the conference is to 
conserve and develop existing whale resources by establishing 
whaling regulations applicable to the 1947-48 and subsequent 
seasons and creating a commission to focilitate modifications 
of the regulations from time to time as conditions may require. 


UNRESTRICTED 
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| MEETING OF PREPARATORY COMMITTEE FOR Agreement will be 

TRADE CONFERENCE TO OPEN OCTOBER 15 sought on objectives 
and procedures to be 
followed in the months before the world conference on trade 
and employment at the meeting of the Preparatory Committee 
named by the Economic and Social Council which will open 
October 15 in London. The US delegation will be headed by 
Clair Wilcox, Director of the Office of International Trade 
Policy ard will include Harry Hawkins of Embassy London 
(alternative chief delegate), Frank Shields of Commerce, 
Robert B. Schwenger of Agriculture, Lynn R. Edminister of 
the Tariff Commission, John “. Gunter of Treasury, John H. G. 
Pierson of Labor, and from State, Donald D., Kennedy, Robert ~. 
Terrill, Edmund Kellogg, John M. Leddy, Willis Armstrong, 
J. Robert Schaetzel and Basil Capella. Other countries 
members of the Freparatory Committee are Australia, Belgium- 
Luxembourg, Brazil, Canada, China, Chile, Cuba, Czechoslovakia, 
France, India, Lebanon, the Netherlands, New Zealand, Norway, 
south Africa, the USSR, and the UK. 





This meeting is the first of three contemplated ina 
program sponsored by this Government to secure world-wide 
cooperation to reduce trade barriers and promote employment. 
The negotiating meeting will be held in the Spring. With 
the exception of the USSR, which has not yet repiied, all 
have accepted the invitation of the US Government: to 
negotiate for the reduction of tariffs and other trade 
barriers. The International Conference on Trade and Employ- 
ment will probably be held in the late summer or early Fall 
of 1947. It will consist of some fifty nations and will 
adopt a charter setting up an International Trade Organiza- 


tion, 


The tentative outline agenda for the Preparatory Com- 
mittee meeting submitted by the US is as follows: 


A. Organization of the Preparatory Committee 
1. Election of officers of full committee 


2. Creation of commissions or subcommittees, 
assignment of functions, determination of 
membership and election of officers 


3. Rules of procedure 
B. Program of Work of Committee 


1. Development of a draft annotated agenda, in- 
cluding a draft convention, taking into ac- 
count the suggestion of the Economic and 
Social Council that the agenda include the 
following topics: 


(a) International 
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(a) International agreement relating to the 

_ achievement and maintenance of high and 

stable levels of employment and economic 
activity 


(b) International agreement relating to regu- 
lations, restrictions and discriminations 
affecting international trade 


(c) International agreement relating to 
restrictive business practices 


(ad) International agreement relating to 
intergovernmental commodity arrangements 


(e) Establishment of an international trade 
organization, as a specialized agency 
of the United Nations, having responsi- 
bilities in the fields of (b), (c) and 
(d), above 


2. Agreement to sponsor the negotiation of a multi-— 
lateral trade-barrier agreement including: 


(a) Selective tariff reductions; and 


(b) Multilateral provisions for dealing 
with other trade barriers 


3. Establishment of a Drafting Committee to carry 
forward the work of drafting an ITO Charter 
between the first meeting of the Preparatory 
Committee and the negotiating meeting. (This 
presumes some sort of general consensus on 
the principles to be incorporated in the 
Charten) - 


4. Selection of time and place for negotiating 
meeting. 


Proposals and Draft Charter Last December the US issued 
its "Proposals for the Expansion of “orld Trade and Employ- 
ment" (See page 2, December 10, 1945 issue of Current Economic 
Developments) containing ‘our recommendations for action in 
this field. In July a suggested draft Charter for an Inter- 
national Trade Organization of the United Nations was approved 
by the Executive Committee on Economic For reign Policy 
(See page 15, July 29 issue of Current Economic Developments) 
and was submitted to the other members: of the Preparatory Com- 
mittee as a basis for discussion at the coming meetings. 














Foreign 
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Foreign Reactions Since the issuance of our Proposals 
and draft Charter, Department officers have discussed in 
detail the points contained therein with officials in the 
other countries of the Preparatory Committee group and have 
found that while there is considerable unanimity on some 
aspects of our program, the US delegation faces a difficult 

° task of persuasion on others. Canada perhaps comes the 
closest to supporting our program as a whole, UK officials 
gave their approval to the Froposals before they were issued, 
and have criticized the draft Charter only where it differs 
substantially from the Proposals. 





A definitely different opinion is to be found in the 
less-developed countries (Australia, New Zealand, India, 
China, Cuba, Brazil, and Chile) with regard to the reduction 
of trade barriers. These countries, deeply concerned with 
the problem of industrialization and full employment, want 
to use restrictive measures to protect their infant indus- 
tries. In general, they remain unimpressed with our conten- 
tion that subsidies offer the least objectionable method for 
this purpose. They point out that, while tariffs and sub- 
Sidies both amount to charges on their economies, the very 
real difficvlties in raising the revenue to vay subsidies 
make the latter impractical for ther. The Cubans are re- 
luctant to give up their preferential position in the US 
market, as are the New Zealanders in the UK. The Eritish, 
however, are willing to negotiate on preferences if con- 
vinced of the sincerity of the US intention to lower sub- 
Stantially our tariff wall, as a defense against which the 
Empire preferential system was deveioped. 


& major point of difficulty will be faced in connection 
with our cartel provisions. Tne Dutch, the Czechs and the 
Belgians are not willing to concede that all cartels are bad. 
They would be willing to have the Charter state that certain 
practices may have undesirable effects, but they object to 
having the burden of proof put on those engaging in cartel 
arrangements, as our draft Charter now provides. 


x * * 


US AGREES TO ECO PLAN FOR Other European Coal Organization 
ALLCCATION OF POLISH COAL countries apparently will not now 
accept US views of the undesira- 
bility of allocating Polish coal to those countries offering 
Poland the greatest inducements rather than to those in 
greatest need. “le have, therefore, authorized the US repre- 
sentative on the European Coel Organization to state that we 
will not object to the proposed plan, whereby basic allocations 
of Polish coal will be made and supplemental allocations will 
be allowed to those countries providing credits to Poland. 
However, if we find that the total distribution of coal varies 
considerably from the relative needs of the recipients, we re- 
serve the right to reconsider procedures for the allocation of 
US and German coal, 
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ARSHALL GIVES VIEWS General Marshall has advised us con- 
N CREDITS TO CHINA cerning his views on China's recent 

requests for credits, technical dis- 
cussions preliminary to credits, and an economic advisory 
group. 


ML 
0) 





Credits Marshall stated that, in general, he believes ' 
that no consideration should be given to credits to China . 
pending clarification of the political situation. He 
believes, however, that exception can be made for badly 
needed rehabilitation of communications. Consistent with 
this general policy we have advised the US Maritime Com- 
mission of our agreement to the extension by them of a 
credit to China of $76 million for the purchase of 159 war- 
built vessels under the Merchant Ship Sales Act of 1946 with 
the proviso that if it appears to be in the best interests 
of the US the latter may discontinue the transfer of these 
vessels. In further accord with the above-stated policy 
Marshall believes that China's application for an Eximbank 
credit of $4,500,000 for construction of a new Yellow River 
Bridge on the Peiping-Hankow Railroad and $42,654,000 for 
rehabilitation of the Hankow-Canton-Kowloon Railroad are 
urgent projects and cannot be confused with general re- 
strictions on aid to China now. 





In connection with the recent agreement with China for 
the bulk sale of US surplus property in the Pacific, 
Marshall has written T.V. Soong that he will recommend that 
the Eximbank extend a $25 million line of credit for the 
purchase of new spare parts in the US. In his letter 
Marshall proposes that this credit be. contingent upon pre- 
sentation by the Chinese of a satisfactory statement of 
need for and of a plan for sale and distribution of the 
spare parts in China. 


Preliminary Discussions On Credits The Chinese re- 
cently proposed that discussions should be held now with 
the Eximbank on a technical level concerning specific 
projects so as to expedite the approval of credits for 
those projects when the situation in China is improved. 
Marshall has replied that while, in general, he concurs 
in the Department's view that such discussions would imply 
commitments which might be prejudicial to his efforts, he 
would not object to working level discussions regarding 
material or technical assistance for the reconstruction 
or repair of rail communications forreasons stated above. 








Economic Advisory Group In response to a tentative 
proposal from the Department regarding economic policy 
advice to the Chinese Government, Marshall has authorized 
the Embassy to reply as follows: There is no evidence “ 
that the Chinese would consider favorably the establishment . 
of a group of foreign and Chinese personnel to advise the 
Chinese Government on basic economic planning policy. Such a 





as. 


plan 
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plan could succeed oniy if the Ceneraiissimo were sincerely 
convinced of the need for the egrcup and personaiiy took 

the initiative to have it formed. The Chinese will probably 
accept as reasonable our requirement that adequate engineering 
and managerial services should be retained and utilized as a 
conuition of any loans that mignt be made. Tne Chinese 
distinguish in their own ::inds between economic and political 
decisions on the one hand, and engineering ana tecnnical 
organizational decisions on the other. The first tney feel 
capable of handling themseives; the seccna they feel tney 
need a great deal of help from foreign advisers to handie 
effectively. They have been naturally hesitant in giving 
foreigners access to compiete information regarding decisicns 
of high economic policy in process, except in a few cases 
where there has been a very close personal relationship 
between the individual in power and his personal foreign ad- 
viser. Uniess promotion of such an arrangement were handicd 
with extreme care the Chinese wouid conscrue it as resulting 
from a desire to gain a trade advantage rather than solely 

a desire to aid in ths sound devetcpment of the Chinese 
economy. The recently constituted Mission for Agricuitural 
Coliaboration might be considerec a test case. It is at 

work in China on both technical and policy making levels 

and it should shortly be possible to see how effective it is. 





ae Se 
STATEMENT OF RESPONSIBILITIES OF "5" The Departmen*® prepared 
ORGANIZATIONS TO OMGUS UNDER STUDY a stetement of its under- 





standing of the current 
divisions of resvonsibility and reletionship of OMGUS to EUO, 
ECITO and EECE and to MEA (‘‘ission for Hconomic Affairs, which 
acts es the US representative on tiie "E" orgenizations), Gen- 
erai Clay was esked to comment on the Derartment's evaluation 


of the coresent situation cand his reply has now been received. 


European Coal Organization The Departnent stated that 
the ciose working relationsnip between the muropean Coal 
Organization and OMGUS should probably be maintained since 
ECO is the principal vehicle tor expressing US policy with 
regard to the entire European coal situation. The importence 
of German coal production and distribution to the European 
economy necessitates MEA being kept completely informed by 
OMGUS of the German coal situation so that iEA will be able 
to explain and justify tne US position to countries members 
of ECO. “hen practicable all European coal problems, in- 
Cluding the division of German coe] as well as the division 
of all other European coal, should be channeled through the 
consultative procedures of the ECO, Bilaterel barter arrange- 
ments should be discouraged and allocations should be made, 
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where possible, by ECO. (The US has agreed to modificetion 

of this procedure with respect to a certain portion of Polish 
coal. See page 3 of this issue of Current Economic Develop- 
ments.) Outside of Germany, OMGUS and USFOLAD should recognize 
that ECO, through the MEA, is the channel for expressing US 








coal policy in Evrop.. OMGUS should consult ECO and IEA on 
the division of German exports, arrangements with Poland which oo) 
night increase western German coal exports, the avéilability a 


of pitwood and mining supplies for export from Germany, and 

the possibility cf other European countries furnishing mining 
Supplies, incentive goods and otherwise contributing to in- 
creased German production. MEA, on the other hand, should be 
prepared to advise USPOLAD and OMGUS on facts regarding non- 
German cofl matters and to take up, through =CO, any coal prob- 
lems with other European countries, 


General Clay has stated general agreement witn the Depart- 
ment statement on ECO except that he points out that export of 
nitwood and mining supplies from Germany will not be aveilable 
ror some time. 


European Centrai_ Inland Transport ®rganization The Depart- 
ment stated that there must be a coordineted approach to the 
renabilitetion of the internal transportation of Europe. The 
transportation system of Germany and German ecuipmens are 
admittedly important to the European transport systems as is 
the equipment brought in by the US army. Since all the Euro- 
pean allies, including the USSR, are members of NCITO, the 
Departnent considers the maintenence of this organization as 
vital to European recovery. Close cooperetion and effective 
liaison is clearly indicated and the Department suggested 4 
the establishment of an ECITO liaison office in Berlin which 
could take up such matters as restitution of identifiable 
equipment and return of German equipment to Germany, payment 
of transit costs and the use of ports and transport facilities 
of allied countries by the occupation authorities, 


General Clay has steted that present OMNGUS policy with 

respect to ECITO is in accord with that cutlined by the De- 

artment and a liaison office was esteblished in Berlin by 
ECITO June 1 of this year, with complete lieison effective 
between the two orgenizations, Lacking Germen central agencies, 
no single liaison covering all of Germany 1s now possible. The 
onlv suggestion made by Clay is that MEA have a representative 
on the staff of USPOLAD, 











terest rather then for action in any one particular field, In 
addition to the generality of its terms of reference, the fact 
that Czechoslovakia, Yugoslavia, Polen? av ty» USSR are not members 
of this organizetion hes diminished its effectiveness. The 
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Department suggested thet ONGUS pe prepared, however, to attend 
any future meetirgs sponsored by EECE end participate in them 
when there is a di rect reiation basnaen their subject metter 
end the German economy since the ultimate objective of the US 
is to integrate fully the German economy into thet of the rest 
of Europe. It is also a medium by which non- occupying powers 
may be kept informed and consulted on metters in which they 

, have a direct concern. To facilitate the export- import trade 
in Germany, the Department originally asked Cliey as to his 
view on a proposal thet there be set up in Berlin a consulta 
tive group consisting of trade representetives from the missions 
of 2il European non-occunying powers, including. the neutrals 
and the ex-enemy countries, which have allied themselves with 
EECE ectivities and eny other countries that are willing to 
participate excepting Spain. This group would be a sub- 
committee or affiliate of EECE although participation in the 
group would not have recuired membership on EELCE. 


With respect to the above, Clay states that there is no 
pressing need for direct relationship between ErCE and OMGUS 
end that the quadripertite situetion with respect to exports 
and imports would only be compliceted further by the presence 
of an org*nized "pressure" group in Berlin. Instead, he sug- 
gests the use of the militery missions for the purpose of 
disseminating informetion ebout trade opportunities in Berlin. 
The Department is inclined to go elong with this latter pro- 
pos2l in preference to the EECE affiliate end Clay's suggestion 
to initiate frecuent conferences between the cuadripartite 
export~-import sub-committee and the militrry missions in Berlin 
hes received the approval of State and Var. This would be tne 
initial step in developing the reletions between the occupving 
euthorities and the militery missicns to such a degree thet 
the US could then tell EECE countries thet so far es German 
exports and imvorts are concerned “ECE is unnecessary snd 
individual representatives now worxinz on LECE would be more 
useful as members of the respective militrry missions in Berlin. 
Good relz ‘tions et the 'vorking level in tne US--UK bizonal area 
should remove any possibility of the European countries pressing 
for the insertion of EECE into this aree, 


SECRET 


* * * 


LIQUIDATION OF GERMAN WAR POTEKTIAL At the September 26 meeting 

AFPRCVED BY COORDINATING COMMITTEE of the Coordineting Con- 
mittee, ACC Germeny, agree- 

’ ment wes reached on a directive for the liquidetion of Germen wer 
and industrial potential. The directive provides for: (1) <ur° 
ripertite compilation in four main cetegories of Germany's econ- 
omic war potential; (2) liquidetion of pertinent industries by 
the respective zone commanaerss (3) control of the liquidstion of 
such industries by a system of certific-tion by the zone command 
ers; and (4) quedripe ‘rtite inspection of the progress of the 1_- 
quidetion progrem. If the inspection program is carried out as 
contemplated it should go - long wey towserd carrying out the pur- 
pose’ of the US proposxl on a dissrmament commission which was 
rejected by the Soviets some months cgo. Ge page 1, June 3 issue 
of Current Economic Developments. ) UNRESTRICTED 
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FRENCH GIVE QUALIFIED APPROVAL TO The French representative 
RESTITUTION TO EX-ENEMY COUNTRIES on the &CC Germany has 

been unwilling to discuss 
the US proposal for limited restitution to ex-enemy countries, 
namely, Austria, Hungary, Rumania, Italy and Finland. Although 
the UK accepted the proposal in its entirety end the Soviet 
representative indicated acceptance of the proposal in princi- 
ple, discussion was cancelled due to French unwillingness to 
discuss the proposition. 





The Department feels that restitution is of prime im- 
portance both politically and economically. On September 24 
Generel Hilldring delivered a note to the French Embessy in 
Washington expressing our regret at the negative attitude 
taken by the French and stating thet we hoped the French would 
find it possible to cooperate with the US and the other govern- 
ments in this matter. 


On September 30 the French replied to the effect that - 
they did not consider it equitable for ex-enemy countries 
to profit by restitution as long as the Allies themselves 
have not been able to recover property which had been re- 
moved to the ex-enemy states by Germany. Such recovery will 
be made possible now only through the inclusion of specific 
sections in the peace treaties currently being drafted. The 
length of time which has elapsed has been so long that much 
of the material will be unrecoverable by the time the treaties 
become effective. Furthermore, the French Government cannot 
understand why the question was raised in the ACC Germany 
rather than on the governmental level since, in French opinion, 
such restitution has little or nothing to do with the problems 
involved in governing Germany, However, the French say they 
are now Willing to instruct their represcntative on the ACC 
to support the US proposal as soon as the eppropriate clauses 
dealing with restitution from ex-enemy countries have been 
definitely accepted in Paris. They will do this even before 
the treaties have been signed or put into effect provided that 
the CFM wiil agree to take all neccessary mecsures to insure 
that restitution from ex-enemy countries will be made under 
the same conditions. 


In the meantime General Clay has been instructed to 
teke all measures necessary to initiate restitution so that 
delay will not occur when quadripartite approval to the pro- 
gram is received. If unaccountable delays are met in re- ‘ 
ceiving four-power approvel, Cley will be authorized to begin 
restitution unilateraily. 
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US AND UK REJECT SOVIET PROPOSAL FOR The Department has 
AUSTRIAN LEVEL-OF-INDUSTRY PROGRAL replied to the Pritish 
aide memoire commenting 
on long tern controls of the Austrian economy and on the Soviet 
proposal to draft and rut into effect a level- of-industry pro- 
gram for Austria, Opposition is expressed to any general 
limitation on industrial production, end in particular egainst 
prohibition of any armament manufacture. In this instance 

the UK believes that sufficient arms manufacture should be 
permitted to supply the pceace~-time needs of the 4ustrian state. 
The British maintain that, since it is contemplated to admit 
Austria to UN membership, it is not necessary to appoint a 
commission to supervise treaty epplication. They also oppose 
the reported USFA program of interim controls and limitations 
upon end~-production and prohibition of production of war 
material which would impose restrictions not essential to 
security. Rather, they suggest that the only measures which 
should be taken immediately would be those aimed at liqui- 
Gating German influence and the elimination of war production 
in excess of peace-time needs. They consider both these 
questions appropriate for discussion within AC Austria. 








Generally the Department agrees with the Eritish state- 
ment, with particular emphasis on the undesirability of 
control on production as proposed by the Soviet representa- 
tive on AC Austrie. With respect to arms manufecture, 
existing S'WNCC directives already provide for such restric- 
tions. The Department is studying currently the advisability 
of initiating action within S''NCC to revise the directives 
on arms manufacture in Austria. Furthermore, the Department 
does not wish to exclude the possibility that certain in- 
dustrial capecity may later be decided by tne Allies to be 
unnecessary to the peace~time economy of Austria, and in 
the event that such plants and equipments are German essets, 
they are subject to removal <s reparation. Neither do we 
wish to take a final position on the ouestion of 2 cuadri- 
partite commission to enfcrce the provisions of the future 


peace treaty. 


SOVIET-SVEDISH TRA ADE The Swedish Foreign Office announced 


AGREEMENT INITIALE} D to the press Ostober 5 that the 
trade agreement with the USSR nas 


been initialed in Moscow, No details have yet been pesbhueds 
The agreement is subject to ratification by both governments, 


* * * 





DECLASSIFIED FOR PUBLICATION IN FOREIGN 
RELATIONS OF THE UNITED STATES 


~~ tpt: “a tt 

















- 10 - 


EFFECT REPORTED OF The recent action of the Council of 
USSR_ PRICE CHANGES Ministers of the USSR in raising 

the prices of rationed goods and 
lowering commercial prices, Embassy Moscow reports, has 
had a deteriorating effect on already low morale, since 
the reduced commercial prices are still out of reach of 
the average consumer. The order, which became effective 
September 16, calls for an increase of approximately 300 
percent in the prices of rationed foods and a decrease 
averaging 47 percent in prices of foods sold in all conm- 
mercial stores. Taking into consideration the difficulty 
the low and average paid worker would have in paying the 
increased ration prices, the Council decided to compensate 
workers having salaries not higher than 900 rubles a month, 
increasing their pay by 80 to 110 rubles a month. Since 
there is no increase for dependents, the price rise has 
imposed the greatest hardship on those in the lower wage 
brackets with families. People making 900 rubles a month 
or more, whose total income is not sufficient to permit 
any significant purchases in the commercial stores, will 
élso be adversely affected, as will officials, army 
officers, scientists, artists and others who held special 
discount cards which have now been abolished. The only 
group to benefit is a comparatively small one which has 
been patronizing commercial and open markets. It has been 
rumored that all rents will be raised, that the price of 
consumer goods other than food will also go up in the 
near future, and that the bread ration may be cut for 
certain categories of dependents. 


The Government apparently took this action for the 
following reasons: (1) Because of overtime pay and bonuses 
paid during the war there is an excess of rubles in circu- 
lation. (2) Since practically no consumers goods were pro- 
duced for more than three years, and the five-year plan 
does not contemplate a very substantial increase, the 
amount of consumers goods is still small. (3) Speculating, 
black market transactions, and other "capitalistic" tenden- 
cies have resulted from the excess of rubles in circulation. 
(4) If workers are forced to use their savings to purchase 
necessities, they will work harder in order to receive 
enough money to make ends meet, and thus increase production. 
(5) Excess rubles must be drawn off before derationing so P 
the food supply will not be imrediately absorbed by ex- 
cessive buying when placed on a free purchase basis. 


A responsible official told an Embassy officer that 
the possible effects on the people need not be considered. 
They could tighten their belts as the needs of the nation 
come before those of the people even in peacetime. 


* * * 
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POLISH CREDIT FIMALI77D; US The Eximbank credit of 
TO PRESS AVZAtion ACK-MLENS $40 million to Polend, 


auchorized last Anril but 
suspended pending Folish compiiance with conditions of 

the credit, was consummated by an agreement signed 

October 2 in Wasnhington- The originai resolution, which 
limited the credit to the vnurchase of locomotives and coal 
cars, has been amended *o permit the use of up to $5 million 
for the purchase of coal mining machinery and equipment and 
raiiroad repair shops and signal equipment. Tnis acticn was 
tahen as a result of current shortages in this type of 
eguipment which ure impeuing the production and shipment of 
coal to wesvern European countries. Poland nas alse received, 
as previously reported, a line of credit of $50 million from 
the US for acquiring war surpluses abroad. 


In view of the signature of the Eximbank credit, the 
Departrent believes the time is propitious for pressing 
the Polish Government for conelusion of an air transport 
agreement with the US. Poiish statenents in the past 
indicated unwillingness to discuss this matter until 
settienent of basic econcemic problems had been accomplished, 


Although Poland has not madée appiication for further 
credits from the US, because of recurrent press reports 
that we were considering additional loans to that country 
the UK Foreign Office has recommended to Bevin that he 
discuss the question with Secretary Byrnes along the line 
that no additional economic assistance be granted uniess 
the Warsaw Government implements the Yalta Agreement and 
the Moscow understanding. Meanwhile the l’ission for 
Economic Affairs in London sugz¢ests that any future ioans 
should be conditioned upon Folish agreement to commit full 
increases in exportable coal supplies to ECO allocation 
during the period of European short suppizy, to furnish full 
information concerning present commitments to non:--EcO coun- 
tries, and to permit a US tecnhnicai mission to examine Polish 
mining machinery requirements on the spot. The Polish 
Mir-.stry of Industry, who wiil probably leave for the US soon 
to attend the UN Assemviy is reported to te planning to 
negotiate a loan in the US including J20 million for electrical 
equipment and $70 miliion presumably for coal. mining equipment 
in return for Polish coal furnished to western European coun- 
tries which are now being supplied by the US. 


Poland has indicated her intention of seeking a {$600 
million credit from the Iaternational Pank to finance a 
reconstruction plan drawn up by the “arsaw Government and 
covering a three-year period. Lane reports that he has 
learned from good authority that the Polish delegation re- 
cently in Moscow obtained the promise of a $25 million gold 
loan from the USSR but no other economic benefits. 





DECLASSIFIED FOR PUBLICATION IN FOREIGN 
RELATIONS OF THE UNITED STATES | 


+ ~ ee 








BEST COPY AVAILABLE t- 


« a ~ 


US REPLIES TO OBJECTIONS TO SCAP In view of the world need 
DIRECTIVE AUTRORIZING JAP WHALING for fats and oils and of 

the shortage of food in 
Japan, on August 6 SCAP issued a directive to the Japanese 
Government authorizing a whaling expedition of two factory 
ships, twelve killer vesseis, and seven carriers to orerate 
in the Antarctic during the 1946-47 season. 








Soon after this authorization was announced the Govern- 
ments of Norway, the UK, Australia and New Zealand protested 
the proposed expedition. Their major objecticns were: (1) 
the failure of the Japanese in the past to observe whaling 
regulations or gcod whaling practices; (2) concern lest this 
expedition constitute a precedent for further Japanese 
Antarctic whaling operations; (3) proximity of operations to 
New Zealand and Australian territorial claims; (4) failure 
to consuit with other governments interested in whaling; (5) 

actory and killer vessels have potentiai war use; (6) Japanese 
whaling equipment shovid be made available for use by Aliied 
nations; (7) the authorizetion violates the spirit, if not the 
letter, of Resolution Four of the “haling Conference of 
November 1945, which provides thet all parties to the ‘Shaling 
Agrcements shcuid not furnish whaling vessels or equipment to 
countries not party to tre Agreements. The UK and Norwegien 
Governments indicated that thev were willing to agree to 

such an expedition provided it were operated under Allied 
control. 


A reply has been prepared and delivered to the Australian 
Government, and similar replies are ready for delivery to 
the other Governments concerned. The substance of the repiies 
follows: Authorization of the expedition was a matter of ed- 
ministrative action taken by SCAP under directives from the 
US Government, which had been filed with the Fer Eastern 
Commission in accordance with its terms of reference. All 
whale oii produced will be subject to allocation by the Inter- 
national Emergency Food Council. The expedition will be con- 
ducted in strict conformity with all internationai conventions 
end regulations pertaining to whaling; Americen inspectors, 
in eddition to Japrnese inspectors, will be assigned to tne 
two factory snips to ensure the observance of regulations. 
Since the expedition wiil be conducted in conformity with all 
whaling reguiations, end will be under SCAP direction and in 
that sense is an Allied operation, we believe that the spirit 
of Resolution Four of the Conference of November 1945 is not 
violated. As security precsutions, all Japanese personnel 
will be carefully screened by SCAP intelligence officers and 
the ships have been forbidden to approach closer than 12 miles 
to any land beyond the home islands. The northern boundary 
of the area where whaling is authorized is several hundred 
miles distant from the nearest metropolitan areas of Australia 
and New Zealand. The present authorization is a temporary one 
oniy, and the ultimate disposition of Japanese whaling facili- 
ties and equipment, as well as the question of the future of 
the Japanese whaling industry, is a matter for Allied consuita- 
2°n and decision, 
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AVTATTON OA Re ee cae Lass weck nerzotiatloss with arcentinua 
QRGENTINES SCS°ENDED for an air transport agreement, which 
vad commenced about Senternver 15 in 
“ashington, were suspended for the time being The Argentines 
ins? sted upon provision for the division of air traffic between 
the two countries accord? ng to a pr eseribed formula, and aiso 
on iimiting the -Dequency of schedules and the capac*ty of 
services to be offered, the US nedabatand that international 


sir traffic should be covered by free and feir competition 
en the national Br gree otf the respective governmen<s, 


Was tere 

pe twee 

subject to safeguards which are . Rad of the sseeseras agrce- 
ments the US has concluded wita many other countris 


n of these conferences is temporary, and does 


Sus pvensio 
not affect the continuance of American air services now being 
furnished by Panam and Panagra to the Argentine. It was 
pointed out to the argentines, at the close of the conference, 


tC r 
that despite the absence of an air transvort agreement the 
Civil Aeronautics Act provid od a means for the inauguration 
of new services dy a properly esignated argentine carrier 
upon principles of reciprocity “— Wee tment. It is expected 
both countries will do so for their resvective carriers, 


To 


FAMA for Argentina, and Braniff f : the US. 


ions with the 
ion was had and 
le that the in- 


a | 


CAB and th U 


2) 
Argentines haa b 
e 
OV 


eck S 
t> b+ ct 


agreement ‘as r 
crease and impr ment of service the US and 
Argentina would ~ of mutual benefit. ‘epresentatives 
Teel, however, that fuil Sose sonra of air transportation 
is not likely to be achieved unt the tvne of arbitrary 
restrictions, to which tne JS is “opposed, are eliminated by 
international agreement. 
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- 
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JK PROTECTS LACK OF CONSULTATION The UF llinistry of Civil 
, ; MENT Aviation has protested the 
announcement of the Civil 
Aeronautics Board, without prior notification to the Ux, of 
approval of the rates recommended last June by tne Nortna 
Atlantic conference of the International Ai> sransport 4s- 
sociation, The British note stated that they “had been of the 
Opinion that the CAB shared their view that there should be 
concerted action in dealing with the situation which was 
created by IATA's initial decision not to make availabie the 
information and data on which IATA conciusions were formed. 
They can only conclude, the note added, that there had been 
some misuncerstanding on the detailed procedure to be followed, 
They were especialiy disappointed since the CAB announcement 
followed so closely on.tne joint declaration of the US and the 
UK reaffirming ~ne Bermuda principles, and suggest in the 
future that there shouid be prior consul tation before either 
party announces approval or rejection of IATA recommendations. 


* * * 


UNRESTRICTED 


DECLASSIFIED FOR PUBLICATION IN FOREIGN 
RELATIONS OF THE UNITED STATES 











» 1h 2 





WORLD FUND AND BANK The meetings of the Boards of Governors 
CONCLUDE SESSIONS of the International Monetary Fund and 

the International Bank for Reconstruction 
and Development, which convened in Washington September 27, 
ended October 3 with the election of Hugh Dalton, British 
Chancellor of the Exchequer, to succeed Secretary of the 
Treasury John Snyder as chairman of the boards of both insti- 
tutions for the next year. 





Membership Both bodies agreed on the conditions of 
membership for Turkey, Syria, Lebanon, and Italy, the latter 
over Yugoslavia's dissent. This wili bring the Fund's member- 
ship to 43 nations and the Bank's to 42, The US supported the 
admission of Italy in spite of the fact that reparation claims 
against Italy have not been definitively determined. The US 
has made its position clear on many occasions that it does 
not approve of loans for the purpose of paying reparations. 
Since both the Fund and Bank are in a position to confine the 
use of their resources to purposes consistent with their 
respective articles of agreement and since, presumably, the 
financing of reparations would be inconsistent with these 
purposes, US support of Italian membership should not be 
taken as a reversal of its previous position with respect 
to financing of reparations. 





The Governors of the Fund assigned Italy a quota of 
$180 million; Turkey, $43 million; Syria, $6.5 million; and 
Lebanon, $4.5 million. By addition of the four countries, 
and increase in Fund quotas for France and Paraguay, total 
capital subscriptions of the Fund will be raised from 
$7 397,500,000 to $7,707,000,000, The French quota in Fund 
and Bank was raised to $525 million, and Paraguay's Fund 
quota to $3.5 million, provided she applies for a proportionate 
increase in her Bank subscription. Revision will raise France's 
voting power from 4,750 to 5,500 votes but does not change 
her relative position in the Fund as the fourth highest sub- 
scriber. Under the Articles of Agreement, the size of a 
member's subscription generally determines the extent to 
which that member may draw upon the Fund for foreign exchange. 
India, which became one of the "Big Five" of the Bank and 
Fund by virtue of the USSR's failure to join the instituvions, 
immediately made it clear that it regarded the action on the 
French application as a precedent and may be expected later 
on to make similar application if India finds the quota 
inadequate for its requirements. 


Loan Applications At the beginning of the sessions, 
President Eugene Meyer of the Bank told his Board of 
Covernors that the Bank was ready for business and waiting 
for borrowers. He pointed out that no formal applications 
for loans had been received. Intention to apply for recon- 
struction loans had been indicated prior to the meeting by 
France in the amount of $500 million, Czechoslovakia for 
$350 million and Poland for $600 million. Informal lobby 


discussions 
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discussions during the meeting revealed that Denmart will 
seek a loan for buying coal, chericals, textiles and other 
imports; the Netnerlands will need to make up for an 
estimated $400 million in its balance of payments in the 
coming vear but no definite figure has been mentioned as 
to how much will be sought from the International Bank; and 
' Chile will seek part of a $40 million loan for railroad 
electrification, rolling stock and hydrcclectric projects 
from the International Bank and part from the Eximbank. 


Interpretaticns Pursuant to the Hretton Woods Agree- 
ment Act, the US representatives on the Fund requested an 
intervretation as to whether the authority of tne Fund to 
use its resources extended to the provision of facilities 
for relief, reconstruction, armaments or to meet a large 
and sustained outflow of capital. The Executive Poara of 
the Fund made the following interpretation in response to 
this inquiry: "The Executive Directors of the International 
Monetary Fund interpret the articles of the agreement to 
mean that authority to use the resources cf the Fund is 
limited to use in accordance with its purposes to give 
temporary assistance in financing balance of payments 
deficits on current account for monetary stabilization 
operations". 


The UK Governor of the Fund and EFank, Mr. Hugh Dalton, 
expressed satisfaction with the interpretation of the 
Executive Directors of the Fund to the effect that steps 
necessary to protect a member from unemployment of a 
chronic or persistent character arising from a pressure on 
its balance of payments were among measures necessary to 
correct a fundamental disequilibrium. The Fund interpreta- 
tion stated further, however, that whether an elteration of 
the rate of exchange in such circumstances was necessary to 
correct the disequilibrium would have to be considered in 
the light of the circumstances of each particular cease as 


it arose, 
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This weekly publication is designed to highlight developments in the eco- 
nomic divisions of the Department of State, and to indicate the economic prob- 
lems which are currently receiving attention in the Department. It is suggested 
that copies be retained on file, as reference will sometimes be made to previously 
reported items to avoid repetition. 


Document Security Instructions 


This document should be treated in accordance with current instructions 
regarding security measures for SECRET material. Extreme care should be ex- 
ercised to avoid public or private discussion of the information herein with or in 
the presence or hearing of any person not authorized to have knowledge thereof. 
For general purposes all classified Foreign Service Officers and other responsible 
economic officers are authorized to have knowledge of the contents of this docu- 
ment, responsibility for the safekeeping of which will be assumed by each recipient 
thereof. It may be retained in protected files or, at the discretion of the recipient, 
destroyed by burning. If not personally disposed of by the recipient, he will 
assure himself that it is burned in the manner prescribed for SECRET material. 
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US WILL _AGAIN APPROACH UK ON The US delegation to the 
BULK PURCHASING AGREE ENTS Cetober 15 meeting of the 
ry Trade Conference FPrenaratory 
Committee in London has sugzested that this would be a good 
' opportunity to discuss further with the British our views 
on the bulk purchasing arrangements the UK has concluded 
recently. ‘We consider the Pritish aide-memoire on the 
Canadian wheat agreement in response to our earlier repre- 
sentations unsatisfactory, and believe that the agreement 
contains features which may lead to discrimination in the 
UK market against wheat of non-Canadian origin. Reference 
will also be made to recent action of the UK in (1) pur- 
chasing the total supply of hides and gcat skins of Nigeria 
and British East Africa; (2) extending to 1950 existing con- 
tracts for certain New Zealand products; (3) signing a long- 
term purchase agreement with Denmark for butter, bacon and 
eggs; and (4) concluding a four-year meat arrangement with 
Argentina. “'e have also been informed that negotiations are 
under way to extend bulk pur hase contracts for various 
Australian products to 1950. All bulk purchase contracts 
entered into or renewed by the US are considered transitional 
and as supplies become more nlentiful, trade in them wilt be 
returned to orivate hands. ‘Je had assumed on the basis of 
an expression of views by the British that they shared our 
position on the transitional nature of the purchase arrange- 
ments. 








Long-term, large-quantity bulk purchase agreements, 
however, freeze bilateral »natterns of trade, wnich must 
inevitably hamper progress toward the objectives of our 
Trade Proposals. The value of action by the UK to reduce 
tariffs or remove preferences will be questionable if the 
aifected product is included in a long-term bulk purchase 
agreement. ‘With particular reference to the wheat agree- 
ment, the Pritish will be reminded that the UK duty on 
wheat was removed and the preference eliminated under the 
Trade Agreement of 1938, The possible benfits to the US 
of this concession may be largely, if not completely, 
dissipated during the period of the agreement with Canada. 
The Brit‘sh offer to make similar agreements with other 
countrics if supplics are offered at a competitive price 

. does not meet the problem as the onportunity of other coun- 
tries to conclude bulk contracts is severely restricted 
‘vhen such contracts already exist. 1so willingness to 
buy from other exporting countries does not resolve the 
discriminatory effects inherent in a long-term bulk pur- 
chase agreement for substantial quantities. “hen Pritain 
undertakes a program of long-term bulk purchasing, other 
consuming countries will probably feel compelled for their 
own protection to do likewise, and world trace will move in 
accordance with provisions of long-term agreements, rather 
than changing market conditions. This will result ina 
pattern of world trade which differs radically from that 
contemplated under the Proposals, 


* * cg 
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SWEDEN AND USSR SIGN TRADE AND CREDIT fficial communiaves 
AGREEMENT SUBSTANTIALLY AS FROJECTED and press reports 

from Stockholm and . 
Moscow this week announced completion of the negotiations for 
& Swedish-Soviet trade and credit agreement, which has been 
under consideration for some time. The agreement, which still 
awaits ratification by both governments, provides for a credit 
to be granted by Sweden to the USSR of one billion kronor to 
be used over a period of five years for the purchase of 
Swedish goods. The credit is to be repaid in Swedish currency 
within 15 years at three percent interest. However, since no 
interest is payable on the credit during the first three years 
and because of certain other unstipulated terms contained in 
the agreement, the actual rate of interest over the period 
of the credit is 2-3/8 percent. A list appended to the credit 
agreement calls for delivery of the following: electric and 
steam power plant equipment, machinery for extraction and. ; 
concentration of ores, equipment for mechanization of foresi 
industries and for peat mining, building materials and equip~ 
ment, steam locomotives and fishing trawlers. ‘ 




















Simultaneously with the credit agreement a further agree- 
ment was reached on the exchange of commodities between the 
two countries to a value of one hundred million kronor in 
each direction before December 31, 1947. Both contracting - 
parties agreed to prolorg the trade and payments agreement 
of September 7, 1940 for a period of five years. The barter 
arrangement calls for the USSR to send rolled steel and pig 
iron *o Sweden to be used in manufactured products to be 
delivered to the Soviets, as well as manganese, potash, 

Silver, chrome and nickel. Sweden will ship high quality 
steels, horses, cattle, fish, timber, timber-cutting 

machinery and fishing vessels. Negotiations were also con- 
cluded for the "settlement of certain financial claims which 
have developed since 1940". These are believed to apply to 
Swedish investments and credits in the former Baltic Republics. 


Thus, in spite of US notes protesting the proposed agree- 
ment (See nage 1, September 3 issue of Current Economic Develop- 
ments), it seems to have been concluded substantially as 
originally proposed. It is reported that the Soviets tried to 
get large power plant equipment, but the Swedes said they 
yere unable to furnish this and promised medium and small equip- 
ment instead. The Swedes were also unable to accept a commit- 
ment that 50 percent of the credit would be used to supply all 
types of electrical equipment, as requested by the Soviets. 

The exact percentage was not made known. 
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IAR. PROTESTS SLO'NESS OF REPARATION REMOVALS; After a 
ESKS OCCUPYING FO'ERS TO REFoR QUESTION TO CFI! ninimum 
amount of 
debate the IARA assembly adopvted a resolution with respect 
to the slow rate of allocation and removal of reparation 
from Germany. Except for tne US and Egyptian delegates who 
abstained from voting and tne Luxembourg delegate who was 
absent, all other delegates approved the contents of the 
resolution. The resolution states that the present slow rate 
at which industrial capital equipment is being made available 
° to the signatories to the Paris Conference on Reparation is 
inconsistent with the reparation policy enunciated at Yalta 
and Potsdam. It is now 14 months since the Potsdam Declara- 
vion and only an insignificant number of plants have been - 
declared available. The value of the piants is constantly 
being decreased through deterioration and the equipment is 
needed now to aid countries in their reconstruction progréms. 
The resolution also points out that Potsdam made specific 
provision for advance deliveries of capital industrial equip- 
ment to begin prior to the fixing of the total amount of 
reparation to be removed from Germany. 








IARA has not received any official explanation as to the 
cause of the delay and therefore it believes that the situa- 
tion should be c2lled to the attention of the Council of 
Foreign Ministers. The US, UK and French delegates to IARA 
and the Soviet Ambassador to Belgium ere requested to cail 
tnis matter to the attention of their governments and notify 
them that I4RA desires that this situation be placed on the 
agenda of the fortncoming meeting of the CFM. It is likely 
that a number of the member countries will make indepencent, 
supporting diplomatic representations to the occupying powers. 


In the discussions that took place there was no attempt 
to put the blame for this situation on any one power. ‘The 
discussions preliminary to the drawing up of the resolution 
were spearheaded by the UK delegate. 


* * * 


> US PROPOSES TO CALL REPARATION CONFERENCE If the US and the 
FOR JAPAN IF FEC FAILS TO REACH AGREE MENT USSR cannot reach 
agreement on the 
handling of Japenese external assets in the reparation of 
settlement before October 24, the US will call a conference 
unilaterally outside the framework of the FEC to be attended 
by whatever governments on the FEC are willing to participate. 
Prior to the US formally extending invitations, we will ask 
the FEC to call such a conference, but unless agreement has 
been reached on Jepanese external assets it is unlikely that 
this motion will be cerricd since voting procedure calls for 
unanimity of the Big Four. In the meantime, the individual 
members of the FEC are being personall; contacted to asccr- 
tain their views and to obtein their consent to holding the 


conference on or about November ae 
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US _EXSDORSES THE PRINCIPLE.OF AN = We endorse the principle 

INTERNATIONAL SHIPPING ORGANIZATION that there should -be an 
intergovernrental orgeni- 

zation in the maritime field to deal with ell shipping metters 

which may be brought to its attention by member governments, 

by ECOSOC or any other intergovernmental organization, and : 

which shall be related to UN as a specialized agency. While 

this organization may be built primarily around the. technical 

aspects of shipping, we believe it should have terms of refer- 

ence empowering the consideration of any shipping problem of 

international character suitable for intergovernmental action. 

Further, we do not believe that the ITO is the appropriate 

body to assume jurisdiction over shipping subsidies or other 

economic aspects of shipping. | ; 











These principles have been formulated in anticipation 
that a proposal for.inclusion of shipping problems within 
the framework of ITO may arise during the meeting of the 
Preparatory Committee in London. Our representatives at . 
the meeting have been instructed to use the following basic . 
reasons in support of the position that ITO is not the ap- 
propriate body to assume jurisdiction over certain economic 
phases of shipping: (1) Shipping is only one form of trans- 
port and it is inappropriate for the ITC to deal with the 
economic problems of shipping independent of similer trans- 
port problems in other ficlds; (2) Shipping problems involve 
many interrelated elements of which subsidies are only one; : 
(3): The inclusion of shipping subsidies or other cconomic 
aspects of shipping within the jurisdiction of ITO would lead 
to inadequate consideration of one part of a much larger 
problem, or the discussion of all shipping questions in ITO. 


Insofar es the mechanism for international consideration 
of shipping questions is concerned, we believe that the ap- 
propriate place for such discussions would be within the 
framework of an international shipping organization which 
had jurisdiction over all phases of shipping, technical, 
legal and economic, rather than to consider only certain 
economic phases of shipping within the framewor* of a trade 
organization. In fact, we have participated in various 
measures already in progress for the establishment of such 
an international organization in the shipping field. 


At its second session, ECOSOC considered the report of 
the Temporary Transport and Communications Committee which 
included the question of a shipping organization and which 
recommended that such an organization be established at 
least in the technical field. Acting upon this recommenda- 
tion, ECOSOC requested the UMCC at its June necting in 
Amsterdam to express its views on the question of a permanent 
intergovernmental. organization in the shipping field with 
respect to technical questions. (See page 6, July 8 and 

page 10, July 29 issues of Current Econo:ic Developments.) 


Taking 
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Taking cognizance of the ECOSOC request, UMCC appointed 

a Working Committee to consider in detail the proposed con- 

stitution, scope and procedures of an “intergovernmental 

body... likely to be required to provide for consultation 

on all matters suitable for intergovernmental discussion as 

regards shipping...". The Working Committee met in London 

in July and prepared a draft plan for stch an intergovern- 
mental maritime organization. This plan has been distributed 
to the member governments of the UMCC. While the US par- 

. ticipated in the London ‘’orking Committee of the UMCC we re- 
gard the draft proposals, which are broad in scope, as a basis 
for further discussion and have not committed ourselves to 
the details of this proposed organization, 


At the scheduled meeting of UMCC in “fashington on 
October 24, to be attended by representatives df eighteen 
nations, the Working Committee's draft plan and report con- 
cerning a possible worldwide intergovernmental maritime 
organization is to be considered and a reply prepared to 
the inquiry from UN regarding the establishment of such 
an organization to deal with technical matters. 


SECRET 
* * 


INTERNATIONAL LABOR On October 9, the 29th Session of 
CONFERENCE CONCLUDED the International Labor Conference 
concluded its three-week meeting in 
Montreal, (see page 13, September 23 issue of Current 
Economic Developments) after approving conventions which 
provide protection for children and young workers and 
after initiating draft conventions to establish standards 
of social and labor conditions in dependent areas. Chenges 
in the International Labor Office's Constitution--the first 
general revision since the organization was established-- 
were approved. Included in these changes was the agreement 
, recognizing the ILO as a specialized agency under the UN, 
which had been previously approved by ECOSOC. The French 
‘ proposed amendment to change the basis of representation 
from two representatives from government, and one each 
from employers and workers groups, to two from each group 
received little support and was withdrawn. fr. Myrddin 
Evans was re-elected as Chairman of the Governing Body 
of the International Labor Office. 


UNRESTRICTED 
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AGENCIES INVITED TO PARTICIPATE IN After informal consulta- 
A_ SHIPPING COORDINATING COMMITTEE tion with representatives 

| of the Maritime Commission, 
the War, Navy, Treasury and Commerce Departments and the Bureau 
of the Budget, State has extended invitations for formal repre- 
sentation by these agencies on a Shipping Coordinating Com- 
mittee to be established along the lines of the Air Coordinating 
Committee and the Telecommunications Coordinating Committee. 
The purpose of this inter-agency committee is to coordinate 
and implement Government policy in matters affecting inter- 
national shipping problems. The Department's interest in this 
medium for concerted inter-agency participation is prompted 
by the renewal of post-war international commercial shipving 
operations and the expressed interest of ~arious uniis of UN 
and other internaticnal organizations in matters affecting 
shipping. 











A number of questions outstanding which could be re- 
ferred immediatelv to the Committee for consideration are: 
(1) the development of US policy with respect to the establish- 
ment of an international shipping organization and the con- 
sideration of instructions to our representatives dealing with 
such questions at international meetings; (2) the development 
of a shippir.g position with respect to maritime communications, 
particularly as regarcs such items on the agenda of the “orld 
Telecommunications Conference and any preliminary conferences 
for consideration by the Telecommunications Coordinating Com- 
mittee; (3) the deyelopment of policies regarding shipping 
problems arising out of the peace treaties; and (4) the con- 
sideration of substantive matters relating to shipving which 
might arise in international conferences or in international 
or ganizations. 


Should problems arise involving national defense and 
security they will in all cases where obviously necessary 
be referred to the Joint Chiefs of Staff through the State- 
War-Navy Coordinating Committee for information, recommendation, 
or action, as appropriate. 


UNRESTRICTED 
x x 
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cre Eee DECEIBER 31; The Combined Rubber Committee - 
US RUBBER CONTROLS TO CONTINUE and international rubber 

| allocation wili terminate 
December 31, it was announced lest week. Producing countries 
will continue their export controls throughout 1946 in order 
to implement fourth quarter allocations. CPA controls of 
rubber within the US will extend into 1947. The British, Dutch 
and French intend to free rubber purchases to private traders 
December 31 and the Rubber Development Corporation may on the 
same date stop acting as sole US buyer in the Far East. 
Decision on this point will probebly be made by December 1 to 
give private buyers a chance to contract during December for 
January delivery, 





. 
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SOVIET ME?BERS OF OIL COMISSION GIVEN At the eighth meet- | 
1S VIEWS ON SETTLOMENT OF DIFFICULTI5S ing of the US+Sovict 


technical commission 

, investigating renovals of oil equipment from Rumania, the US 

2 members presented a report of their findings, together with 
documents showing ownership of inventories of the Romanc- © 

r Americano oil companies, They then explained to the Soviets - 
that the US Government feels the conflict of views between 
the two parts of the commission is so great that, if the ~ 
above documents are not regarded as sufficient’ proof of 

d ownership, egreement appears impossible and the question 
will have to be settled at the diplomatic level. 





The commission has been trying for over a year without 

success to carry out the assignment given it when it was 
set up under the Potsdam agreement. Disagreement between 
the US and Soviet members on procedure, however, has caused 
the negotiations to be drawn out over many months. (See 

> page 6, April 15 issue of Current Economic Developments.) 
At the end of April the Department instructed the US merbers 
of the commission as a last resort to submit 2 factual report 

. reciting the Commission's terms of reference, outlining 
pertinent developments, and stating that in the US US view this 
completes the work of the commission and that unless the 
Soviet side submits evidence refuting the evidence presented 
of US ownership of the equipment removed, we will consider 

- it the final report of the commission. The US members were 
further instructed to indicate that this report might be 
published and that if the commission could not agree, the 
case would have to. be pressed at the diplomatic level. 


The US members. completed their report and asked for 

a meeting of the commission early in August. However, the 

. top Soviet members of the group were at the Paris Peace 
Conference at the tire end the Soviets asked that the 
meeting be postponed until their return. At the.session 

> last week the Soviets said they would study the-report and 
the documents and give their views to the US members ata — 
future meeting, 


AT Representatives at the 
Ti STUDY GROUP RECOMMEND D Internationel Tin Confer- 
ence, which was held in 

London from October 8 to 1l,. agrced that there was need 

for a continuous intergovernmental review of the world tin 
= situation and that they would recommend to their governments 
the establishment as soon as possible of an international 
tin study group, In addition, they agreed to recommend the 
continuance of the Combined Tin Committee in “Yashington to 
make allocations of tin metal during the period of short sup- 
ply and also to recommend discussions between the principal 





DECLASSIFIED FOR PUBLICATION IN FOREIGN interested 
RELATIONS OF THE UNITED STATES 


ad 


a oo 















































oe Be 


interested countries to provide for the continuation of the 
Tin Research Institute. | 


The Governments of Belgium, Bolivia, China, France, the 
Netherlands, Siam, the US and the UK were represented at the 
Conference, which reviewed the present and future world tin “s 
position from the angles of both supply a.:d demand and tried 
to assess the probable trend of consumption in relation to 
production. It was estimated thet during 1946 world mine 
production of tin would reach 94,000 tons and in 1947 pro- 
duction might reach 142,000. Consumption during 1946 is : 
estimatcd at 137,C0O tons. When production permits and re- : 
strictions are removed world consumption might reach an 
annual rate of about 190,000 tons. It is not expected that 
world production will reach a rate of over 200,000 tons per 
annum until 1949, Thereafter there is the possibility that 
production may exceed the world demand for tin. 


In order that the supply and demand position might be 
kept closely under review, the representatives at the con- 
ference agreed to recommend to their governments the 
establishment of an international tin study group to be com- 
posed of representatives of the countries principally in- 
terested in the production or consumpti.n of tin. The pro- 
posed terms of reference for the study group provide that: 
(1) the group will be free to make any studies of the < 
world tin position that it thinks necessary, cspecially 
those regarding the supply and demand position; (2) the 
group will consider the desirability of measures to stimu- 
late world consumption of tin; (3) it will consider pos- 
sible solutions to the problems which are unlikely to be 
solved by the ordinary development of world trade in tin; 
(4) the group*’may formulate and transmit recommendations 
to the participating. governments; (5) the group will ar- 
range for the collection of necessary statistics, using 
as far as practicable the existing facilities and personnel 
of the International Tin Statistical Office; (6) the group 
will continue to function as long as, in tke opinion of 
each of the participating governments, it continucs to : j 
serve the purpose for which it was designed; and (7) arrange- t 
ments will be made for other interested governments to be 
kept informed of the studies made cnd of the result of the 
discussions as far as practicable. 


During the Conference, the UK Chairman stated that the 
UK Government favored setting up the study group to take 
the place of the International Tin Cormittee. It is generally 
understood by members that the ITC will cease existence 
December 31, 1946, ¢ 


* ** * 
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ECOSOC CLOSES The most controversial questions considered 

THIRD SESSION by the Economic and Social Council at its 

third session, held September 11 to October 3 

in New York, concerned Danube shipping, the economic recon- 

- struction of devastated areas, and the handling of refugees. 

. It was decided that the Fourth Session of the Council would 
be convened about the middle of February, 1947. 





Danube Shipping Following defeat of Czech and Yugoslav 
proposals that the US return their barges now in our custody, 

. the US proposal for a conference in Vienna before November 1 
on the entire problem of the Danube was adopted by an 8 to 5 
vote over the objection of the USSR that no effective deci- 
sion could be reached without the concurrence of the riparian 
states, Subsequently Secretary-General Lie sent inquiries to 
seven countries on their willingness to participate in such 

° a conference. The countries consulted were Czechoslovakia, 

. France, Greece, the USSR, UK, US and Yugoslavia. The Council 
resolution specified that interested states inciude riparian 
states, states in military occupation of riparian zones and 
any states whose nationals can demonstrate clear title to 
Danube vessels which are now located on or have operated 
prior to the war in international Danube traffic. Asa 
basis for discussion on the projected conference, ECOSOC 
made the following recommendations: (1) comrercial traffic 

. be resumed on the Danube from Regensburg to the Black Sea; 
(2) security from seizure be guaranteed to all ships, their 
crews anc cargoes; (3) all Danube vesseis except German be 

allowed to sail under their own national flag; (4) adequate 
operating agreements be arranged between the interested 
States as well as national powers, to permit maximum use of 
limited shipping facilities; and (5) information be exchanged 

” freely on conditions of navigation and responsibility be | 
undertaken for river maintenance over the entire length of 


. the Danube. 


Feonov, the Soviet representative on ECOSOC, in a press 
interview following the Council Session is reported to have 
repudiated ECOSOC decisions on the Danubian problem and ex- 
pressed grave doubts that the USSR would participate in the 
Vienna conference. It was also inferred that other Danubian 


countries would not attend. 


Meanwhile, October 11 the Paris Conference approved by 
a vote .of 15 to 6 a joint UK-US proposal for free navigation 
on the Danute River in connection with the Rumanian treaty. 
By a 14 to 7 vote the Conference also provided that Rumania, 
all other Danubian states and the Big Four would have a con- 
° ference within six months after the Rumanian treaty goes into 
effect for the purpose of establishing the river's "new inter- 
national regime." Senator Vandenburg set forth in detail the 
US position that a free Danube is indispensable to the 
economic health and to the peace of Central Europe. 
Reconstruction 
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Reconstruction of Devastated Areas The Council adopted 

a number of recommendations relating to the report of the 
Subcommittee on Devastated Areas. It endorsed the action 

of the UNRRA Council at Geneva which recommended that the 
General Assembly designate or establish an egency or 

agencies to review tne 1947 needs for foreign exchange and 
to recommend how necessary financial assistance might be 
given, along with a Canadian amendment directing the Secretary- 
General to begin coliection and analysis of information rela- 
tive to relief needs after 1946. However, ection was postponed 
en an Economic Commission for Europe. (See page 9, September 30 
issue of Current Bconomic Developments.) The Soviets questioned 
US participation in such an or ganization and stated that its 
work shouid be concerned with immediate reconstruction assi=zs81ce 
ra*her. tnan Long-term objectives. The Soviet delegate stated 
that his ccuntry had not hed time to study the proposal so he 
opposed eccceptance of the proposal at this time. The US then Cs 
noted that many delegations haa been without instructions on \, 
the subject of the European Economic Commission nd reluctantly ; 
agreed to postpone action at this session. The question of a 








special session cf ECOSOC for this purpos- came up for brief 
discussion the last day of tne Council and although no decision 
was made, some members reserved the right to introduce the 
subject at tne fortncoming meeting of the General Assembiy. 

The temporary Subcommittee on Zconomic Resources was asked 

to meet again if necessary prior to the Fourth ECOSOC Session a 
to complete its reports and recommendations and « schedule of | 
work in the Far East was agreed upon. Chine and India indicated 
interest in surveys or reconstruction being mede in the Far East 
Simiiar to those made in Europe and arrangements were made for 

this work tc be carried on before the next session. 


Refugeé Question After many hours of debate the con- 
stitution for an International Refugee Organization (IRO) was 
approved for transmission to the Generali Assembly along with 
the reservations entered by varicus states, inciuding the 
USSR, Ukraine, and Yugoslavia, who voted against its epproval 
by “he Councii.:.A US resolution recommending thet the Genéral 
4ssembly approve a Preparatory Commission tor IRO was trans~ 
mitted to the Generai Assembly, along with a Soviet reservation 
that the Commission's work shouid be ¢é..tively of a plarning 
nature. The Soviets stated thet UNRRA, which will ode in 
existence until June 30, i947, could continue its work with 
displaced persons until IRO itself is abie to take over. A ‘ 
Lebanese proposal that the Generel Assembly urge ali UN 
governments to pledge to receive for permanent resettlement ‘| 
a fair share of those "residual" people who would not be re- : 
patriated was not discussed. The Chairman of ECOSOC suggested 
that the Lebanese delegate present the proposal directly to s 
the General Assembly. | 





Much of the debate over IRO stemmed from the proposed 
financing of the organization and the definition of persons 
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eligible for assistance from IRC. These two problems vill 
probably receive extensive debate in the General Assembly 
. also. The Council reduced IRO's proposed budget for the 
first year from $258 million to £153 million. The Soviets 
indicated they would contribute only to the administrative 
: budget and objected to contributing to the operational ex- 
penses, maintaining these could be met by countries receiv- 
ing refugees and displaced persons and that the German economy 
should stand the costs of repatriation and maintenance of cis- 
a placed persons. These latter proposals were defeated as im- 
:, practical but the Soviets hav2 warned the matter will be 
& taken up again in the General Assembly. The original budget 
of $258 million was arrived at in the belief that the 1,0C0,0CO 
refugees and displaced persons in Europe on July 1 would have 
diminished to 850,000 by January 1, 1947. In addition, tnere 
is the problem of repatriation of the overseas Chinese. The 
Council included in the proposed budget an item of $3,200,000 
to cover the costs of repatrieting 65,000 Chinese in 1947. 


; Recent developments suggest that the IRO will face dif- 
icult problems: (1) Immigration prospects are limited, The 

Palestine issue is still up in the air. Brezil, which was 
expected to take a substantial: number is now expected to re- 
ceive only approximately 7,0CO in 1947. The US, because of 
immigration quotas, can admit only 39,000 persons a year of 
the nationalities predominating among the displaced persons 
in central Europe. The President may request Congress to 
accept 50,000 outside the quotas. (2). Repatriation has 
been disappointing. Poles, Yugoslevs and Ukrainians in the 
DP camps are reluctant. to go back to their countries of 
origin. The US and UK are unwilling to compel them to do 
so, and the USSR and other countries of origin think they 
should go back or stop receiving international support. 
(3) Infiltration of Polish Jews continues into the US zones 
of Germany and Austria, although at a reduced rate, 3 





———~ a en eee eee 


the setting up of an international fund to carry on UNRRA's 
work among displaced children. Tne fund would-consist of 

any residual UNRRA assets, together with any gifts that 

might be made from governments, organizations and individuals. 
It would be under the direction and control of ECOSCC. UNRRA 
Director-General LaGuardia, in speaking before the Council, 
said that $550,000 donated by the American people had been 

set aside for an International Children's Fund. 


Agreements With Specialized Agencies An agreement of 
. relationships was negotiated with the Provisional International 

Civil Aviation Organization. A Soviet resolution fhat ECOSOC 
should refuse to enter into relations with PICAO until the 
latter had dropped Franco Spain from membership was defeated. 
The PICAO agreement is substantially the same as those pre- 
viously reached with the International Labor Organization, 
Food and Agriculture Organization and UNESCO. | 
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It was recommended that the Secretary--General be 
directed to strengthen and extend working relationships 
with the International Bank and Fund and to continue 
consultations with represertatives so formal negotiations 
can begin as soon as possible, 


ECOSOC approved a resolution supporting the World Health 
Organization and requesting the General Assembly to recommend 
that all members accert the WHO constitution. The Council 
recommended that the Secretary-General also start conversations 
as soon as possible with WHO's Interim Commission in order to 
prepare an agreement which will be negotiated at an early ; 
ECOSOC Session. : 


It was also decided that FAO, PICAO, and UNESCO should 
have access to the Internetional Court of Justice on the same 
terms as previously agreed for the ILO, 


At a subsequent meeting of the Security Council France 
suggested that the draft agreements concluded between UN 
and FAO, UNESCO, ILO and PICAO should be accented without 
debate for one year, but should be piaced on the 1947 egenda 
for the General Assembly for full discussion. 


Non-Governmental Arencies The majority of the Council 
also adjudged satisfactory the errengements for consultation 
between the Worid Federation of Trade Unions and the Council's 
Committee on Non-gdévernmental Agencies. The arrangement 
stresses the role of the Committee on Non-governmental 
Agencies as liaison between ECOSOC and "FTU. In the committee 
meetings the USSR introduced the proposai, favored by France 
and others, that “FTIU be accorded fuli participation in all 
Council meetings without voting rights. Objecticns wer 
raised to this suggestion and the WFIU President expressed 
his appreciation of the difficuities involved in such a 
proposal and stated he would recommend to his Executive 
Bureau that the present arrangements be given fair triai. 

The CIO representative wno was one of the WFTU reprcsentatives 
at the commitee meeting indicated satisfaction with the re- 
lations CIO will have with ECOSOC through WFrfu. The WFTU will 
receive ECOSOC documents in advance and will be able to take 
observations and express support or dissent before the Com- 
mittee, and to suggest new items for the ECOSOC agenaa.. 





The International Chamber of Commeice was recoumended 
for Class A consultative relationships with ECOSOC. 


_ It was decided that more time was needed to study all 
other appjications and discussion was postponed until the 


next session, it t»..7 understood that women's organizations 
will receive consi’cr..tion at that time, In the committee's 
report to the Cour it wes observed that overlapping : 


organizations whic. co not singly represent a substantia 

‘. portion of organized persons in a particular fieid mignt ~ 
find it worthwhile to combine for purposes of the application 
for consultative status. 
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Composition of Commissions Agreed Upon Country menmber- 
ship was decided upon for eight of the nine commissions of 
the Council. (Membership in the Commission on Narcotic Drugs 
was selected at the first session cf the Council in London 
in January-February, 1946.) The initial terms of office, 

. which range from two to four years, were cecided by lot. 
Hereafter ail terms are to be for three years. The elections 
went through as decided upon in prior informal agreements 

| emong the Big Three, the Big Five, and finally with the re- 
maining delegations. The procedure now to be followed in-~- 

. cludes nomiration of individual commission members by the 
government concerned, consultation with the Secretary- 
General, and approval by ECOSOC. A special meeting of 
EcOScC is to be held during the session of the GA to confirm 
these nominetions. Membership is as follows: 





1. Economic and Employment Commission: Cuba, US, 
USSR, Australia, Byelorussia | Caas*a, Caina, 
india, Czechnoslovacia, Nerway, selgiun, #2 ance , 
Brazil, UK, and Poiand. 


2. Transport and Cormunications Commission: US, Egypt, 
USSR, Czechoslovakia, Yugoslavia, Chile, China, 
France, Norway, Union of South Africa, India, UK 
Netheriands, Brazil, and Poland. 


3. Statistical Commission: France, Norway, UK, 
Turkey, India, Canada, Mexico, _— China, 
Netherlands, US, and the USSR 


4, Human Rights Commission: Belgiun, Chile, Australia, 
US, Philippine Republic, Yugoslavia, France, Egypt, 
India, USSR, Iran, Uxraine, UK, China, Uruguay, 
Lebanon, Panama, and Byelorussia. 


5. Social Commission: Caneda, China, Denmark, Ecuador, 
Poland, Iraq, Netherlands, New Zealand, Peru, UK, 
Colomdia, Yugoslavia, France, US ; Czechosiovakia, 
Union of Sovth Africa, Greece, and the USSR. 


: 6. Commission on Status of Women: Denmark, France , 
Venezuela, Costa Rica, Turkey, UX, USSR, US, Syria, 
y Mexico, India, Australia, China, Pyelorussia. and 

gua tenals - 


7; Fiscal Commission: China, Frauce, UK, Union of South 
Africa, Ukraine, Colombia , USSR, ‘Cuba, Lebanon, 
Poland, US, Belgium, ¢ uzechos lovakia, india, and New 


* Zealand 


8, Population Commission: Peru, Brazil, Netherlands, 
Yugoslavia, France, Australia, Cenada, Ukraine, US, 
USSR, China, end the UK. 


——- arcotics 
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Narcotics Convention Direct relations between tne 
United Nations and Spain was a leading issue in the question 
of approving a United Nations Narcotics Convention. However, 
the Council approved the cor:vention and a Soviet-sponsored 
proposal excluding Franco Spein from participation, with 
only the UK voting against this amendment, ‘ 





Yorla Statistical Congress The Counc? 1 approved a 
Lebanese resolution on sponsorship of 2 World Statistical 
Congress. The resciution, efter noting that the 25th sessicu 
of the Internaticnal Statistical Institute was to meet in ‘ 
“ashington in we prteuver » 1947, that the First General Assembly 
of the Inter-American Statistical interests were expected to 
meet at approximately the same time, requested the Sccre tary- 
General, in consultation with the Statistical Commission, to 
explore "the qesirabiiity of coordinating these meetings tc © 
constitute a World stetistical Congress. 





Population The Council adopted a resoiution establish- 
ing a commission to study populetion chenges and economic 
and social concitions invoiveda in migrations of peoples, 


UN_Research Laboratories A French proposal for e« study 
on establishing intcrnaetionai research laboratories which 
would be operated under Uh supervision was also avproved. 
This was accomplisned cover the otjections of the USSR and 
Ukraine which maintained thet the Inboratories would develop 
into cumbersome administrations witn enormous expenses, would 
lead to giving up national systems of education end were im- 
prectical. The Ukrainian delegate felt tnat the main job in 
this field could be accomplished through the exchange of 
scientific and technical informetion through publications 
and journals. 





Passpores and rrontier Formaiities A UK resolution was 
adopted concerning an agenda of a meeting of experts to pre- 
pare for a conference on passports and frontic: formalities, 
in order to facilitate travel since tourist trade will play 
vitai part in rehabilitea $5 many Eurcopeen nations- The 
Soviet representative abstained fror voting, 








Resources Conse ervation Conference The US mace a proposal “7 
for a Resources Conservation Conference to be heid in the TS by 
in the autumn of 1947. This resuited from discussions between 

the Departments of State, Agriculture, Commerce and Interior. 

The first three parts of the proposec progrem are devoted to 

the three principai categories of resources, renewable, non- 
renewable, and energy. The inter-relationship of the problem 

of conserving and develoning each resource is the recommended ” 
fourth part of the program. Consideration of this proposal 

was put over tc the next session of the Council; meanwhile the 
Secretary-Generel is instructed to be in touch with Governments 


of the UN to ascertain their views on such ae conference. 
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CHINA ALARMED AT China has recently issued several orders 
FINANCIAL SITUATION and continues to study possible future 
measures in an effort to alleviate its 
desperate financial situation and to avert, if possible, a 
complete breakdown in its domestic economy and foreign com- 
merce. Late in September the Central Bank issued an order 
directing foreign banks to convert at once into Chinese 
national dollars all their foreign currency deposits. “Yithin 
. seven days foreign banks were directed to forward to the 
Central Bank of China demand drafts payable to the Central 
Bank in US dollars for all accounts in such dollars. The 
Same procedure was ordered in the case of other foreign cur- 
rencies. The Chinese Central Bank was then to forward to 
foreign banks demand crafts in Chinese dollars to cover the 
foreign deposits at the rate of 3300 Chinese dollars to the 
US dollar (official rate) and 12,500 Chinese dollars to the 
British pound. In this connection US banks have received 
instructions from their head offices not to turn over foreign 
currency deposits without instructions from depositors. Chase 
and National Banks state that the actual amount involved is 
around US $1-1/2 million and that they have given the Central 
Bank a list of depositors and the amounts involved. 


* 


The exchange rate continued its upward trend resulting 

in an announcement of a three-day voluntary closure of the 
Open exchange market by the /Shanghai/ Exchange Dealers 
Association, membership of which is composed of exchange 
shops. ‘Shen the market reopened new regulations were issued 
~which were designed to limit speculation in US currency and 
then to put it out of circulation. All appointed banks and 
~icensed dealers were prohibited from buying or selling 

: foreign currency notes at a rate in excess of five percent 
over or under the current rate of the Central Pank. 


In view of the generally disturbed situation, lack 

of confidence in currency and inadeouacy of Chinese con- 
trols it is difficult to see how these measures can have 
any long range effectiveness, It is believed that while 
the program may meet with initial temporary success it 

3 will probably contribute to an eventual further appreciaticn 
of US currency in the blac’: market and further undermine con- 
fidence in the Chinese dollar. Top government officials are 
reported reviewing addivional plans for further stringent 
financial-economic changes including: (1) replacement of 
the present fixed exchange rate by a flexible one; (2) up- 
ward revision of tariff rates; (3) determination of an 

. overall production, transportation and distribution loan 
policy; and (4) introduction of rationing of food, fuel and 
clothing to government employees, school staff and laborers. 
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This weekly publication is designed to highlight developments in the eco- 
nomic divisions of the Department of State, and to indicate the economic prob- 
lems which are currently receiving attention in the Department. It is suggested 
that copies be retained on file, as reference will sometimes be made to previously 
reported items to avoid repetition. 


Document Security Instructions 


This document should be treated in accordance with current instructions 
regarding security measures for SECRET material. Extreme care should be ex- 
ercised to avoid public or private discussion of the information herein with or in 
the presence or hearing of any person not authorized to have knowledge thereof. 
For general purposes all classified Foreign Service Cfficers and other responsible 
economic officers are authorized to have knowledge of the contents of this docu- 
ment, responsibility for the safekeeping of which will be assumed by each recipient 
thereof. It may be retained in protected files or, at the discretion of the recipient. 
destroyed by burning. If no. versonally disposed of by the recipient, he will 
assure himself that it is burned in the manner prescribed for SECRET material 
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RECENT STEPS TATEN TO AID GREECE We are currently studying 
AND ITALY IN FCONOMIC RECOVERY the economic needs of | 
' Italy and Greece, with a 
view to their post-UNRRA requirements, and several steps have 
been taken to aid in implementing recovery and economic 
, stabilization programs in these countries. 





Proposed “Waiver of Plan A (Civilian Supplies) Claim The 

US has proposed to the British and Canadians that the com- 
bined Plan A claim against Italy and Greece be formally can- 

, celled. In all negotiations between the US, UK and Canada 
the three governments have been proceeding on the understand- 
ing that Italy and Greece would be non-paying countries, but 
no formal agreement has been reached on the policy of the 
cancellation. Since the conditions on which the assumption 
of non-collection of the bills being transmitted to Italy 
and Greece remain unchanged, the US is proposing formal 
cancellation of these bills. 











Payment to Italy of Expenditures of US Army On 
October 11 the Secretary notified the Italian Prime Minister 
that the US is making available to Italy the dollar equivalent 
of lira expenditures of the US armed forces for procurement 
in Italy. Arrangements are being made to transfer immediately 
$50 million to the Italian Government on account and as soon 
as the accounts can be processed such additional payments 
will be made as are found due. 





Assistance to Italy The $50 miliion which the suspense 
account will provide to Italy, plus Italian current receipts, 
appear to be below Italian needs for immediate procurement 
of wheat, fuel and industrial raw materials to avoid inter- 
ruption of the pipeline. The Eximbank application presented 
by the Italian Government in January 1946 is still pending 
and the National Advisory Council working group is preparing 
the necessary documentation for a $100 million loan in the 
event action is taken on the Italian application, now that 
the reparation question appears to be settled. Also, the 
Italian Government hes extended arn invitation to the Eximbank 
to send a mission of technical experts to Italy to make a 
first hand examination of Italian industry and to determine 
the economic basis for an Eximbank loan to Italy. 





It now appears likely that in order to meet part of 
the 1947 balance of paymentsdeficit, Italy may apply for 
a loan from the International Bank, since the Bank and the 
Fund have extended an invitation to Italy to join the two 
: institutions. 


Study of Post-UNRRA Italian "reeds A revision is being 
| made of the estimated 1947 balance of payments position in 
connection with post~UNRRA relief needs estimates. Food 
requirements may be affected by a better wheat crop. However, 
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application of the standard 2,200. calories goal accepted 
for all UNRRA countries would require wheat imports much 
larger than previously estimated, An UNRRA-US Embassy-- 
UK Embassy working party is now revising in Rome all 
Italian import requirements. Its overall report is ex- 
pected to be ready by the end of November. Meanwhile, 
the italian Government Interministerial Committee for 
Reconstruction approved a $299 million list of industrial 
end agricultural raw materials and foodstuffs which Italy 
should purchase before the end of 1946 in order to meet 
basic above-UNRRA requirements. 


Econom#é. Assistance to Greese The Department has been 
actively considering further aid to Greece. While there has 
been a remarkable restoration in farm production, no com- 
perable recovery has occurred throughout the Greek economy. 
The administration of Greek affairs by successive govern- 
ments has been singularly ineffective. The utilization of 
the £25 million Eximbank credit, advanced January 11, 1946, 
has scarcely begun. At the time the credit was advanced 
the US stated that further economic essistence would be 
influenced by the effectiveness with which the Greek Govern- 
ment dealt with the problem of economic stabilization. It 
now appears necessary for the Greek Government to take 
much more active responsibility in aiding economic recovery 
end reconstruction. A program snould be developed which 
would include measures to: (1) stimulete exports; (2) maxi- 
mize domestic production; (3) reduce drastically non-produc- 
tive government cxpenditures in order to make funds available 
for reconstruction, and to carry through reforms in govern- 
ment administration end in taxation; (4) obtein control of 
end to utilize effective foreign exchange available to the 
national economy; (5) prepare a reconstrretion program that 
puts first thines first end is within the means of the Greek 
economy, and to carry out reconstruction up to the limits of 
the means available. In this connection the Greek Government, 
at the suggestion of the Secretary, has invited the US to send 
an cconomic mission to Greece to make specific recommendations 
as to measures it believes necessary to implement such a pro- 
gram end to survey reconstruction needs, The mission will 
leave for Greece in the near future. 





“Ye have also suggested to the Greek Government that it 
would be to their advantage if negotiations in settlement of 
lend-lease were begun et once, inasmuch as they heve twice 
requested payment ovced to them for troop pay and this account 
is to be included in the overall settlement of war accounts 
with Greece. Although an early settlemont of lend-lease was 
discussed with the recent, Greek mission to the US, and the 
understancing reached tnat Greece wouid authorize the opening 
of negotiavions in the near future, as yet no action has been 
taken by them, 
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blocked since April 28, 1941 
were unblocked effective 
i of Greece to the countries 
covered by Treasury General License lo. 95, 


Greek funds in the US 
under Executive Order 8389 
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October 15 through additi 


US EXPLORES SURPLUS Ina cable to the “ar Department 
DISPOSAL _ IN GSRMANY rcauesting its concurrence, USFET 
Frankfurt states the besis for its 
opinion that requirements of Greece under the $25 million 
surplus property credit can be met from supplies in Germany 
Only if tnese supplies are withdrawn from the shipments which 
have becn requested by the “far Department to be returned to 
the US. USFET Frankfurt has given the following priority 

in their program for disposal of surplus in the German 
Theater: (1) requirements for Germany besed upon the 
disease and unrest program end upon the accomplishment of 
the objectives of the occupation; (2) materiel required to 
be returned to the U5 because this property, although 

excess to the requirements of that Theater, is not surplus 
to the requirements of the “ar Department (a recent direc- 
tive from the “ar Departmert requesting materiel to be re- 
turned to the US will eliminate, according to "SFET Frankfurt, 
the probability of any considerable surpluses ever being 
declared in Germany) ; (3) materiel needed to fill the re- 
maining shortages on lists of recuirements under the surplus 
agreement with France; snd (4) matcriel required to meet the 
$25 million purchase desired by Greece. The entire question 
of the disposel of surplus property in Germany, which may 
amount to somewhere near $1 billion, is being explored by 
War and State and in this connection the “ar Department has 
sent a representative to confer with USFST, O!’GUS and FLC 
officials on the procedure, methods and terms of payment 
involved in raking sales of surplus property to German 
agencies as is needed for the purpose of occupation and 
revival of the German economy es envisaged by the Potsdam 
Declaration, 








* 


* x 
DEPARTMENT GIVEN RESPONSIBILITY FOR The Department has been 


REPARATION Y_ASETS ALLOCATED T TO Tig US given the responsibility 
for receiving and dis- 
posing of German, Japanese and other reparation assets which 
have been allotted to the US, except shipping. The disposal of 
surplus property abroad is vested in the Department by legisla- 
tion, but the President has authorized the Department to utilize 
the technical advice and assistance of other government agencies 
in this matter. Ships which are allotted to the US through the 
IARA procedure will be disposed of by competitive bid under the 
auspices of the US Maritime Commission and active steps have 
already been taken to sell 13 ships which have been allocated to 
us. It is anticipated thet FLC will act as the disposal agent 
for the State Department for all reparation assets except ships. 





DECLASSIFIED FOR PUBLICATION IN FOREIGN 
RELATIONS OF THE UNITED STATES 











a & « 


PREPARATORY COMMITTEE BEGINS TALKS At the opening meeting 
IN LONDON; BELGI4N CHOSEN CHAIRMAN in London on October 15 

of the Preparatory 
Committee for the International Conference on Trade and 
Employment (See page 1, October 7 issue of Current Economic 
Developments) Suctens of Pelgium was chosen chairman, 
Augenthaler of Czechoslovakia vice-chairman, and Alvarez of 
Cuba second vice-chairman. Mr. “lilcox submitted our sug- 
gested Charter, which was accepted as a basis for study by 
the working committces together with Indian comments on 
the Proposals, The rules of procedure, based on those of 
ECOSOC, were modified to provide: 














A. That officers of the Preparatory Committee will 
be elected only for the current session; 


B. That meetings of the working committees and 
subvommittees will normally be secret (Cuba, 
India, and Lebanon were opposed to this); 


C. That the journal will contain a short public 
summary of the work of the worting committees, 
to be cleared by the bodies concerned; 


D. That Fund, Bank, FAO, and ILO representatives 
may take part in all meetings without a vote; 


E, That four category 'H' non-governmental organi- 
zations will be dealt with under the pro- 
visions of the ECOSOC resolution; 


F, That UN Governments, non-members of the com- 
mittee, may attend public meetings as ob- 
servers and may be invited to attend closed 
meetings as observers (Poland and Colombia 
already have observers in London); 


G. That non-government representatives may attend 
only public meetings. The question of their 
attendance at committee meetings must be re- 
ferred to ECOSOC itself. 





Australian Proposal An Australian proposal, supported 
| ‘py India, China, Chile, Brazil and Lebanon, called for ac- 
) ceptance by all members of the unequivocal obligation to 
take effective action to maintain and expand effective 
demand; positive aid to industrial development of under- 
developed countries and recognition of rational protection “ 
: as a legitimate instrument of development; action to give 

greater stability to incomes of primary producers measures 
to insure that disequilibrium in the balance of payments 

is corrected by expansion of countries with positive 
balances rather than bv contraction of those with adverse 


balances 
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balances; measures to insure the right to protect the 
domestic economy from ths effect of a decline in economic 
activity abroad; and the right to have obligaticns ac-~- 
cepted under the Charter reviewed in the event of per- 
sistent failure of countries to fulfill obligations to 
maintain effective demand. 


Agenda Revised To take account of the Australian 
suggestions an amended agenda was adopted as follows: 





A. International agreement relating to achieve- 
ment and maintenance of high and steadily 
rising levels of effective demanc, employ- 
ment and economic activity. 


B. International agreement relating to in- 
dustrial development, 


C. International agreement relating to regu- 
lations, restrictions and discriminations 
affecting international trade, 


D. International agreement relating to re- 
strictive business voractices, 


E. International Agreement relating to inter- 
) * ‘ 
governmental commcdity arrangements, 


F. Establishment of an international trade 
organization, as a specialized agency of 
the UN, having appropriate responsibilities 


in the above fieids. 


=e 





the exception of the USSR. The Soviets indicated that a 
shortage of competent technical personnel had so far pre- 
vented them from making an adeguave study of the Proposals 
and the Charter. The top economist of the Sovict Foreign 
Ofrice tcld Mr, Thorp that he would be attending the UN 
Assembly meeting in New York and tnat the fact that the 

two came at the same time compictely ruled out the possi-~ 
bility of participation by the USSR in the London sessions. 


EXIMBANK FUNDS APPROVED At its meeting on October 15 the 
FOR DOMESTIC SURPLUS National Advisory Council agreed 

: that not withstanding tne terms 
of its action on February 13, 1946, it approved the use of 
_— funds for the purchase of surplus property in the 
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'S TO _PROPO 
o COn 


TO PRO AL ON EILATERAL In meetings of the 
BEING SID 


AnD DRY “TEFC Interne tional 
Emergency Food 
Council held October 14 end 15, e drafting committee, com- 
posed of representatives from the US, the UK. France , Norway , 
India and Czechoslovakia, was appoints :@ to formulate a policy 
on barter and bilateral trade agreements end report to the 
Councii in about a week. No decision was reached on a pro- 
posai concerning bilateral agreements, which provided for: 
(a) notification to IEFC by member countries of their intent 
to enter into bilatecrai trade or barter arrengements, rer 
IEFC advice in making them conform to broad patterns of dis- 
tribution contemplated by the Councils; (b) inclusion in ail 
agreements of a provision which would "authorize adjustments 
in guantities to bring them into conformity with Council 
recommendations; and (c) provision by commodity committees 
in their recommendations , for the maximum movement of com 
modities included in oiiateral trade or barter agreements 
consistent with tneir recommended distribution. tne US 
Opposed the proposal, arguing that it would encourage the 
making of bilateral arrangements, which would make the 
working out of ecuitable ellocations more difficult. All 
Other countries which entered into the discussion expressed 
approval cf bilsteral trade and barter arrangements. 





Other Matters Discussed With i2spect to relations of 
IEFC and the mergency Economic Council for Europe, it wes 
agreed to request EECE to clear its projects with TERC = 
avoid Gupiication. ERSE wili be asked to notify civ of 
any infcrmation on food problems wnich comes to 1vs attention, 
and not to circularize European countries to check deliveries 
against aliocations. 


The Indian delegate urged that wheat be placed under 
international allocation, thus replacing the present 
system of national export programs: The Cereais Committce 
has been asked to consider the feasibility of estadlishing 
programs for the export and import of cereais on a firm 
basis for periods of not less than three months in advance, 
and of tentative programs for a longer period. 


Brazil was elected to membership on the Central Con- 
mittee of IEFC to fill the place 1lert open by Argentina's 
failure to join the IEFC. The Central Committee nas 
assumed the responsibility for drawing up recommendations 
for submissiou to the Couneil on the following questions: 
(1) establishment of associete (non: -voting) membershin for 
countries whicn have an interest in international trace 
in foodstuffs but do not qualify for membersnip on any 
commodity committee; and (2) the aliocation of raw materials 
to countries for reexport in processed or unfinished forms. 


Tne 
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The Secretary-General revorted that the world food 
Situation was serious with respect to a number of core 
modities, especially fats and oils, ¢eresls, meat and 
sugar. He pointed to the strong tendency at the present 
time to remove wartime restrictions and for individual 
countries to give less attention to the needs of other 
netions,. 


* 
* 
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US WILL PRESENT MOTE NOTE The US will again present 
TO POLES ON NATIC ALT? ZATIO? the Folish Foreign Office 
with a note concerning 
nationalization. It will be a general pvvucest and 
reservation to protect American interests, enumerating 
firm's names and numbers, and explicitly ccrvering firms 

not now identified as the property of American nationals 
but which may subseauently be ascertained as such. The note 
will be presented October 22, one day before the expiration 
of the 30-day neriod within which reservations are required 
to be made on behalf of owners of property included in the 
first Poiisn list. It wiil point out that it is obviously 
impossible for Americans to protect their rights within the 
limit specified because of the time required for communi- 
cations. For example, the September 23 list of nationali- 
zations has not yet been received in the US althouzh it was 
sent airmail within 24 hours after it becare available in 
Warsaw. After receipt of the list in ’ashington, several 
weeks time 1s required to publish notice, prepare proofs 
and documents by owners of the firms on the list, complete 
negotiations for legal represenvation in Poland with power 
of attorney, and to send documents to Poland. For this 
reason we will request an extension of time sufficient for 
necessarv action and reserve the right to support the claim 
of any American national that responds with reasonable ex- 
pedition after learning his firm has been nationalized. 











Polish Lists of Nationalized Properties The Folish 
Government on September 30 released a st of 513 firms 
in Poland which are to be nationalized without comnensation 
to the owners, and another list of 404 firms for which the 
Polish Government proposes to compensate the owners. The 
firms designated for nationalization witnout compensation 
were stated to have been owned bv the German Government or 
by German citizens. Included among these may be firms in 
which US nationals own an interest and in which the alleged 
German ownership was acquired without consent. According to 
an order of the Polish Council of Ministers, dated April ll, 
1946, only 20 days from the date of publication of these 
lists in Poland is allowed for entering protests against 
nationalization with or without compensation with the 





DECLASSIFIED FOR PUBLICATION IN FOREIGN appropriate 
RELATIONS OF THE UNITED STATES 











BEST COPY AVAILABLE 


o« Ow 





appropriate Polish Provincial or Central Committees, The 
effective date of publication of these iistswas September 23, 
1946, although they were not: reieased to the public until 
September 30, 1946, Ciaims for compensation for firms on 
the list to receive compensation may be filed later, however, 


First US Note of Protest On October 12 Lane presented to 
the Polish Foreign Office a note regarding the Polish 
nationalization law which (1) reserved the rignt to ciaim 
compensation in cases where the American owners without 
their consent were deprived of their property by tne Germans 
after the German invasion of Poland; (2) reserved the right 
to protest nationalization where appropriate in accordance 
with the Nationalization Act; and (3) requested an extensicn 

f time beyond the thirty-day period within which reservations 
must be mede on behais of property cwners. 





Polish Reply On October 17 Embassy Warsaw received a 
reply from the s Oreign office refusing exter.ion of tne time 
limit, The reply simply reiterated ine procedure established 
by the Councii of Ministers for the 30-day period and staved 
that it could not be extended. It pointed out tnat after 
iapse of the period for the subnissicn of objections there 
remains a period of at least 15 days fiz the preparation of 
evidence and documents, which gives a toval period of 45 days 
for the ccilection of all ewidence and documentation. The 
Poiish Government agreed that oodjecticns and reservations 
could be of a generai character, but must have exact refer- 
ence to the firm's name and number, No objections were 
interposed to the submission ot claims by the 4mer can 
Embassy in cases where American owners of business under- 
takings have no authorized representatives in Poland on 
the condition that within the shcriest possible time, not 
later than the date cf the hearing, these owners will ap- 
point their authorized representatives ana wiil support 
the reservations submitted bv the Smbassy in their name, 


Practically the same reply was given to the British 
Embassy in response to a protest similar to ours. It is 
reported that members cf the Swiss Government are now in 
“arsaw and that the question of Swiss trece with and as- 
Sisvance to Poland is contingent upon some satisfactory 
agreement as to arrangement for protection of Swiss in- 
terests under the nationalization act. 


US Letter Listing Firms Meanwhile, Embassy Warsaw 
has presented a letter to Kurowski, Vice Minister of 
Finence, who is aiso President of the Chief Commission 
for Nationalization. It enumerates firms from the lists 
pubiished in Poiand in which we believe there is an American 
financial interest. The letter indicated that these and 
possibly other firms will subsequentiy be expected to sub- 
mit evidence in support of their claims and reatfirmea our 
reservation of the right to protest in behaif of other 


firms 
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firms unable to enter protests within the specified 

period, Kurowski said he wouid try to set conmmissicna 
hearing dates for American-owned firms as late as pos- 

sible (perhaps the end cf November) and would give special 
consideration to individual requests for delaying date of 
hearing. As a further concession, he stated 1% would be 
acceptable if American firms filed protests within the 

ime limit at the Polish Embassy in Yashington and indicated 
the possibility that if the time limit proved too short the 
30-day period might be extended by a new order. he furtn-..’ 
said if individual firms cannot have tneir own representa- 
tives present at the commission hearing, he would authvrize 
the Embassy or a Polish attorney to represent the firin witu 
power of attorney, adding that he hoped the Foreign Uffice 
would approve visas for American attorneys to enter Poland 
to participate in the hearings. In spite of Kurowski's 
statement tnat such letters would constitute adequate protest, 
and his fairly lenient attitude, it was deercd best to send 
a new note of protest in view of tne official Polish reply 
to our note, 


* * * 


RUBBER STUDY CROUP « meeting of the rubber study group has 
SCHEDULED TO MERIT been scheduled for November 25 in the 

Hague. The proposed agenda includes con- 
sideration of: (1) the present and future position of rubber 
producing areas: (2) the present status and future plans of 
the synthetic industry, including possible discussion of the 
Batt report; (3) statistical review of demand, supply and 
stocks, with agreed upon estimates for 1947, 1948 and 1949; 
(4) the impact of a free market; (5) the future organization 
or the ruober study group, including provision for an Inter- 
nationai Secretariat, expansion of membership, and modi-. 
fication of terms of reference; and (6) date of the next meet- 
ing. There will probably be informal discussions among heads 
of delegations of the future of commodity agreements, 





TRIPARTITE RUBBER Embassy Buenos Aires has informed 
AGREFMENT TiRMINAIES us that notes dated October 1 were 

: exchangedwith the Argentine Government 
terminating the tripartite (US~Brazil-Argentine) rubber agree- 








ment. On August 29, the US and Brazil exchanged nutes cancelling 


the agreement. 


* * * 
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ERED Following proionged discussions 
fULatS with Czech officials, a preposec 

excnange of notes covering conm- 
mercial policy, ccmpensation for: nationalized US properties 
and related matters of mutual interest has been agreed upon, 
apart from anda without carrying any implication concerning 
Eximbank credits. The formal excrange of notes has been 
tentatively scheduled for October 23, The Government of 
Czechosiovakia agrees: (a) That it is in accord with the 
general tenor of the US "Proposals" and will abstain from 
adopting new measures which would prejudice the objectives 
of the conference on trade and employment; (hb) that bi- 
lateral barter, ciearing and similai agreements are not 
compatible with the goal of eliminating trade discriminat-on 
end Czechoslovakia will direct its efforts to a return to 
multilateralism at the earliest possible date; (c)‘tnat as 
soon as it possesses sufficient free foreign excnrange so 
purchases within the limits of bilateral agreements are no 
longer necessary it will issue import iicenses, necessary 
during the postwar transition period, witnout discrimination 
as among foreign sources of suppiy; ana (d) that 1t will 
make available to the U5 information, Similar in scope and 
character to that normaily made public by the US, concerning 
the international economic reiaticns of Czechoslovakia. 





EXCHANGE OF NOTES AG 
UPON "ita Czech OFr 





The two governments affirm their continued sunport of 
the principles set forth in Article VII of the Iutual Aid 
Agreement of July il, 194e, te achieve the elimina*‘ion of 
all forms of diseriminatory t reatment in int?rnati nal 
commerce and the reduction of tariffs and otner trede 
barriers, and agree that as soon as practicable negotiations 
for the conclusion of a comprehensive treatv of friendship 
and commerce wili be begun, Until then, it is noted that 
each continues to grant unconditional mvost-favored-nation 
customs treatment consistent with provisions of the former 
trade agreement of March 7, 193&. The two governments 
further agree that if either estabiishes or maintains a 
monopoly or grants exclusive privileges to any enterprise 
to import, export, purchase, sell, distrirute or produce 
any artivie, it wiil accord to the commerce cf the other 
country fair and equitabi e treatmen* ia respect to pw- 
Chases and Sales, and such a monopoiy will be influenced 
soleiy by considerations ordinarityvy taken into account by 
private commercial enterprises. They aiso agree to make 
adequate and effective compensation to nationals of the 
other country whose properties nave been or may be 
naticnalized or reguisitioned. A separate aide memoire 
from the Czechoslovak Government will clarify more 
specificaily the questions involved in nationalization 
and revuisitioning. 


* * & 
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SYRIAN PIPELINE NEGOTIATIONS STALEMATED; Negotiations for 
: NO DECISION 1! CAIRO-SUBZ LINES DISPOSAL Gisposal of the 
Cairo-fuez pipeline 
and those for construction by the Arabian-American Oil Company 
of a pipeline through Syria have made little progress in re- 
cent weeks. In-both cases political considerations have put 
obstacles in the way of a satisfactory settlement. 








Syrian Negotiations Halted Negotiations between Aramco 

and the Syrian Government have been halted and the company's 

, representative has asked that we take action to invoke treaty 
rights. The Syrian Government, after studying the proposal 
submitted by the company, agreed to discuss it if the company 
would first agree to pay: (1) a customs duty on all imports, 
(2) income taxes on profits, (3) a combined flat annual ay- 
ment in lieu of all payments for the use of government land 
and for. protection, and (4) an annual payment proportionate 
to the quantity of oil which passes thr ough the pipeline. 
These demands were rejected by the company's representative, 
as acceptance would force revision of the three pipeline 
conventions which have already been signed and would encourage 
agitation for the payment of customs duties and income taxes 
in Saudi Arabia. They would also make it impossible for the 
company to compe te with British companies in the fiddle Hast. 
Hostility toward US interests, generated by the recent pro- 
nouncements of the US Government on Jewish immigration, is re- 
ported to be widespread in Syria. It is said that in meetings 
of the Arab League, scheduled to begin October 30, Syria will 
lead an attack on US petroleum interests in the "iddle East. 





Egyptians Impatient Over Delay The Egyptian Government 
is reported to be losing patience over the prolonged negoti- 
ations for.disposal of the Cairo-Suez pipeline and is study- 
ing the possibility of building a completely new line. 
Embassy Cairo is urging sale of the line, but UK Umbassy 
Cairo says that the Suez-Agrud part of the line, which was 
built by the British Army with British materials is not sur- 
rlus and is not at present for sale. Embassy Cairo believes 
it unlikely that the complete line will .be sold until after. 

. ‘Anglo-Egyptian treaty decisions are made known. 











The Sh2ll Oil Company is still operating the entire 

line on a fee basis for the British Army. However, cooperation 
of the latter is necessary to determine: (a) the total cost 
and present value of the installations, (b) division of antici- 
pated sales proceeds, and (c) division of operating revenue. 
Pritish unwiilingness to sell their portion of the line is 

. said to be due to its connection with the British overall 
defense plan, as well as to failure of expected successful 
treaty negotiations. 


The Egyptian Government view is that British jurisdiction 
over the line was to end at the close of hostilities. They 
will not permit sale cf the line to a corporate group and feel 


that 
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that the Government will have to possess title in any case 
beceuse of the tie-in with the railroad. If the Government 
holds the title, they are willing to have an interested 
corporate group operate the pipeline as a common carrier on 
a non-profit basis, but corporations show little interest in 
this. The Egyptians are studying ae plan, to be carried out 
if they buy only the US portion, whereby they will build a 
line from Agrud to Suez and connect up with the US section. 


Embassy Cairo proposes to determine points (a), (b), 
end (c) above and to press the British to sell the line 
with the US to the Egyptian Government. If this fails, the 
Embassy suggests that the US interest be sold to the Egyptians, 
with operation by interested corporations a condition. The 
Department is asked to decide whether the US part can be sold 
regardless of the UK defense plan, and whether the US lend- 
lease interest remains a part of the military defense in- 
stallation required by the British and not to be sold. The 
Department's assistance is asked in: (1) having London 
authorize UK Embassy Cairo to make all necessary statistics 
available for proper pre-disposal evaluation, and (2) having 
London make a forthright statement of intention regarding 
disposal. 


RATIFICATION OF CIVII, AVIATION Shortly after our deposition 
CONVENTION ANTICIPATED BY MARCH of the instrument of ratifica- 
tion of the Conzention on 
International Civil Aviation and pursuant to a recommendation 
of the Air Coordinating Committee that we press for early 
ratification of the Convention from other countries, a circular 
airgram was sent to 43 of our missions abroad requesting in- 
formation as to the status of the Convention in those respective 
countries. “je also asked for an indication of what type of 
action is necessary to obtain ratification and an estimate of | 
the date on which formal ratification may be expected. The 
replies indicate that, together with ratifications already 
deposited, more than the 26 necessary ratifications will have 
been deposited by March 1, 1947. A tabulation by country of 
the status of the Convention by October 14 reveals that: 
twelve countries heave ratified and deposited instrument of 
ratification, ratification is expected by a definite date 
for 30 other countries, ratification by 13 countries is ex- 
pected in the indefinite future, non-ratification is predicted 
in the case of Yugoslevia. No replies heve been received as 
yet from our missions in Afghcnistan, Australia, El Salvador, 
Ethiopia, India, Iraq, Lebanon, Liberia, Luxembourg, lew 
Zealand, Portugal, Siam and Uruguay. 





* * >* 
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INTER-GOVERIMENTAL MM ‘ARITIVE OR 
WILL BE DISCUSSED AT UNCC MEETING HSRE |§= Maritime Con- 
sultative 
Committee (UMCC) meeting to commence October 24, at which 
18 countries wili be represented, the US will present its 
position regarding the UMCC Norking Committee draft plan 
for an inter-governmental shipping organization and the 
presentation of its views regarding the establishment of 
such an organization to ECOSOC. Discussions are currently 
in progress with other Government agencies and representa- 
tives of the shipping industry in order to arrive ata 


unanimous US position. 


GANT zs TLON At the United 
Ik 





Depertment Position The State Department position, 
which is the besis for the inter-agency discussion, is that: 
(1) it is this Government's policy to work through ECOSOC in 
the establishment of any specialized agencies having broad 
authority; (2) any specialized agency in the shipping field 
should not only have broad responsibilities, rendering it 
capable of dealing with technical, legal and economic matters, 
but should also provide for broad participation by all in- 
terested goverrments through an assembly in which the primary 
powers and functirns of the organization are lodged; end (3) 
such an organization should merely provide a basis for tying- 
na technical secretariat, with such specialized functions 
as may be entrusted to it by a new Safety of Life at Sea 
Convention which would be developed by a world-wide conference 
next year. 





Explanation of Position Adherence to point one implies 
that any dreft for an international organization agreed upon 
by UMCC would be referred to ECOSOC for further action. This 
procedure would be consistent with action already takén by 
ECOSOC and the Temporary Transport and Communications Com- 
mittee, and would definitely shift future activities in this 
field from the UMA-UMCC group of countries to the wreaser, 
base of ECOSOC. 








With respect to point two, the Department believes. 
Hat, insofar’as scope and functions are concerned, the 
waaldantiensd setup eas. proposed in the UMCC plan ‘ould be 
-out of-line with basic US policy toward international 
agencies and would be unlikely to attract more than a small 
number of ship-owning countries. While we favor such an 
organization to cover the entire field of international 
shipping problems, the UMCC proposal. vas considered as 
leaving ‘too narrow a base and could be further limited by 
Council action deciding that a particular matter was outside 
the organization's scope, This plan, in our opinion, would 
be neither acceptable to ECOSOC as a specialized agency with 
broad responsibilities nor an adequate organization to deal 
with the safety of life at’ sea question, which-it is hoped 
ould be entrusted to the organization by 2 revised Safety 
of Life at Sea Convention. 


x * x 
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INTERIM IMPORT-EXPORT POLICY MThe State-ar-Navy Coordinating 
FOR JAPAN APPROVED BY SWNCC Committee has approved a paper 
on an Interim Import-Export 
Policy for Japan, The pertinent portions of the paper have 
been included in a US proposal within FEC where it is now 
under discussion, The program is only for an interim period 
since it is established US policy to turn trade over to private 
sources aS soon as possible. Almost all of the interim policy 
has been the operating policy for some time, following US 
directives which were issued prior to the formation of the FEC. 
This paper is an attempt to consolidate all directives in 

_ operation and to have the FEC review and comment on present 
policy. 








All steps taken now to facilitate an interim export- 
import policy will be taken with a view to reducing state 
trading, export and import quotas, and similar obstacles to 
the free flow of goods and services, At the present time 
both internal conditions in Japan and conditions in the 
world at large prevent the free growth of international 
trade as it relates to Japan, Factors retarding Japenese 
exports are: (1) the non-availability for trade purposes 
of Japanese foreign assets; (2) the necessity of re- 
establishing channels for financing commodities which 
Allied policy will permit to enter into the Japenese import- 
export trade; and (3) the shortage of adequate housing, food, 
and transport facilities, preventing the entry of foreign 
traders into Japan, April 1, 1947 has been set as the target 
date for adoption of a plan initiating steps looking toward 
decontrol of Japanese trade, 


Interim Policy As an interim policy it is proposed 
that export and import trade should continue under the 
direct control of SCAP. Government and private contacts 
with Japanese nationals or the Japanese Government will be 
permitted only under SCAP authorizetion, Subject to SCAP's 
supervision, the Japanese Government will be responsible 
for internal operations necessary for the inspection, pur- 
chase, collection and storage of goods for export, and for 
delivery of these goods to designated ports; custody, sale 
and distribution of imported goods within Japan; and pro- 
vision of ali funds and conduct of internal financial ar- 
rangements necessary for these operations. All external 
purchases and sales will be made.on a government-to-govern- 
ment basis with the Japanese Government guaranteeing title 
of the commodities designated for export. All transactions 
must have the approvai of SCAP, If a non-government firm 
wishes to make purchases in Japan, the negotiations must 
be handled through an official trade representative of the 
Allied power concerned, which will take all responsibility 
for the transaction. 





Development of an Import-Export Program SCAP, as the 
responsible authority for ascertaining the types and amounts 
of goods available for export, would be charged with 
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developing an overall import-cxport program based on a 
twelve-month period with provisions for revision on a 
quarterly basis. This program would then be submitted 
to the US for approval in whole or part, consultation with 
other governments as to sources of suppiy, constant review 
of the food requirements in the light of world food shorteges 
and determination as to what items on the program should be 
disposed of by SCAP and on which the US will issue specific 
orders on disposition. Payment for exports will be in US 
dollars, other currencies approved by the US, or for a 
barter exchange of goods on the approved import list. Ex- 
ports for currencies not having received general approval or 
exports of goods in world short supply must receive prior ap- 
proval of the US. Consideration is being given to allowing 
SCAP a certain amount of freedom in scheduling emergency 
imports and exports without prior approval. 


Imports Imports are divided into three categories: 
(1) those needed to rrevent disease and unrest that would 
endanger the occupying forces; (2) those needed to accomplish 
the objectives of occupation; end (3) those requested by the 
Japanese Government. To the extent that the first two 
categories are available and obtainable within the funds 
allocated by the “ar Department, they may be imported. Imports 
requested by the Japanese Government, however, will not te 
authorized for the time being. Indigenous resources should 
be used to the fullest extent possible with imports kept toa 
minimum, 








Exports Goods which are nceded for the maintenance of 
a minimum Japanese economy will not be declared as available 
for export and for the present no fixed capital goods or 
equipment, except those which result from current production, 
should be exported to pay for imports. In the development 
of the Japanese export trade, industries which could contri- 
bute to the development of a war potential should be pro- 
hibited as should those industries the export of which would 
promote dependence of other countries on Japan for strategic 
products. Encouragement should be given to the development 
of industries the products of which are in world short supply, 
especially textiles and other consumer goods, Export pro- 
ceeds, as in the case of Germany, will be used as a first 
charge against imports. Stocks of materials, precious 
jewels and metals not subject to restitution directives of 
the FEC may be exported to pay for imports, but for the 
present no export of current production should be made to 
pay for reparation. 


| Inter-Allied Trade Board At the request of the US, 
the FEC has now established an Inter-Allied Trade Board 
for Japan to advise the US on the disposition of Japanese 
exports, sources of imports and general recommendations 


for the facilitation of Japanese exports and imports. 





* ad 
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FIVE POVER TELECOMUNICATIONS Llthough complete reports 
CONFEREMCE ENDS .IN i'CSCOY heve not yet been received 
from the Five Fower Teleconm- 
munications Conference, which has been under way in l'oscow 
since September 28 and is supposed to conclude todey, in 
general the progress has been very satisfectory. The purpose 
of the meeting was exploratory end for clarificetion of 
thinking in anticipetion of a World Telecommunications Con- 
ference. (See page 13, September 3 issue of Current Economic 
Developments.) ; 














‘ 


Plenipotenticry International Telecormunications C ference 
General agreement prevailed at the Moscow Conference the 
Plenipotentiary International Telecormunicetions Conferer.ce 

snaould be convened to revise the International Telccormunice tions 
Convention Madrid, 1932, and to reorganize the Interrational 
Tcelecommunications Union. It was decided that the plenipotentiary 
conference should be held July 1, 1947. 





The time, place, and membership of the plenipotentiary 
conference were discussed et some length. On September 16 
the US had recuested Legation Bern to present to the Director 
of the Bureau of the International Tclecommunications Union 
an invitation to the member governments of the ITU to attend 
a plenipotentiary confercnee in or neer mashing ton beginning 
April 15, 1947. This was done following informel discussions 
at the Rio Conference in September 1945 end later with the 
Fritish in Bermuda, and after receipt = 20 aifirmative re- 
plies in answer to a general proposal we meade for such c 
confcrenee. In late September, however, the Political Depart- 
ment of the Swiss Government announced thet it belicved the 
convocation of the confcrenee should be incumbent upon the 
stotc where it is. to meet and that it felt itself obliged to 
consult all contrecting governments to iearn where they 
wanted the conference, since some statcs seemec to frvor the 
US and others favored Geneva. (Apparently the UX end France 
preferred Europe.) The suggestcd ..pril 15 date ve 
oucstioned., However, the US invitations were aisp: 
through the Bern Bureau, 


The Moscow Conference attcmpted to ir 
along this line and Juliv l, 19475 was defi cly agree 
upon as the plenipotentiary conference dat ne of 
f£oril 15. No decision was reached cs to the exect location, 
but our invitation to have the conference in the U5 still 
stands. The USSR delegetion took a firm rosition that the 
Soviets would refuse to -ttend any teleco munications con- 
ference at oe “Traneo Spain" is also represented. In 
view of the essential importance of -continucd participation 
by the USSR and their cooperation in the ‘orld Telecommunica- 
tions Conference and the future work of ITU, it was agreed that 
the delegates should present to their governments the confer- 
ence proposals and the recommendation that ECOSOC invite the 
US to convoke the conference so thet 211 the scnbers of 


Un 


a out confusion 
F 


nh 
Y 
Ni 
= 





the UN, as well as all other countries members of ITU, with 
the exee ption of Franco Spain, shall be invited. = 
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rmunications Conference It was 


idministreative Radi 
slso egreed that an «dmin tive Radio Go. munications Con- 
ference should be convene May lo, 1947, at the same 
locality es the ple me pesensee rv conference, for the purpose 
of revising the redio reg lations, ey up the nev radio 
frecuency allocations emone service and organizing the 
central frequency registration board, 





High Freauency FProsdersting Conforence It was also 
agreed thet immediately folloving tne conelusion of the 
eet sr nine Radio Cormunications Confercnee e special 
conferenee shovid be convened in the sare plcce Tor Low 
purpose of climinating interferences between shorty 
broadcasting statiens. This mesting is to be followed by 
regional conferences on medium cnd shortyvave probleors. “Ye 
hove indicated thet at this conference the US vill support 
the consideration of ea ‘orld Broadessting Organization ct 
the government level with « technical branch cffiliated ith 
IT’ eas one of its vermeancnt boards cr committces. It is our 
opinion thet non-technicel vnhases siiculd be unreletced to ITU 
end the subject of future study; vheress the teennical scope 
must be witnin the fremevork of telecommunications reg lations 

nd convention, ° 





Four Poyver Broadessting 
convene an informal four pove 
Internationcl Rrondexsting Con 
following the lioscow mecting, 
posal for the creation of a ne . g 
tion to revlace UIR, It nes been sugecsted in some quarters 
thet this orgenization hendle nonetechniczl vroblems only 
end not be concerned with frequenev slloentions to stations. 


onference It was decided to 
SOR, Us, UN and irs ane) 

in Paris, immediately 
uss th warepes ‘in pro- 








fe . > gc co -r- ae | Q ‘ e190 7F | 
(Sce age C, august 5 «nd pagc _" July ¢ issues of Current 
Economic Developments.) Wo decision hes yet been reached 





uggestion. This confcrerec is to bc exploratory in 


on this sueg¢? 

nature ond no concrete proposrls are to be formuleted,. “e 

arc scnding representatives to Faris dircetly from the loscow 
meeting; hovever, US attendance is conditioned by the explicit 
understarding that UIR is rurely ce Evronpecn regional body 

“i thout Vs participation execpt for protection of our interests 
in relation to occupational forces in Europe, 


Tolegraph end Telephone Conference The loscoyv Conference 
slso recermends thet the forthcoming plenipotentiary confer- 
ence shall ruthorize the Government of Frence to errange in 
194 the conference for revision of the international telegrap! 
snd telephone regulations. 





jon One of the ob- 
forcenec vill be tne re- 
there wes unanimity of 


Interneti nal Tolecormunicsat 
ectives of the plenipotcnticry c 
seenniecti a of the ITU. at lose 
al 





or the bya wee nt 
ship with UN and sug- 
istre tive council and 


agrecment concerning our propos 

of the Union including close rele 
gested measures for a pcerrancnt oa 
Central Frequency Registration coerd 


a 
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US STAND ON WORLD FC°D BOARD NOT TO FREJUDICE ‘The US delegate 
° COMMODITY DISCUSSIONS AT LONDON TRADE VIEETING on the Pre- 
paratory Com- 
mission of the Food and Agriculture Organization now meeting, 
here (See page 9, September 23 issue of Current Economic 
Developments) has been instructed not to endorse or support 
the plan for a ‘Jorld Food Board or any similar arrangement 
and not to take any position on commodity arrangements which 
would be inconsistent with that being taken by the US at the 
London meeting of the Preparatory Committee for the Conference 
» on World Trade and Employment. Because of conflict between 
the Orr Plan and US commodity policy as set forth in our 
trade Proposals and suggested Charter for an International 
Trade Organizetion (ITO) there was a possibility that our 
position in the London talks might be prejudiced unless the 
US delegation at the FAO meeting took a clear stand against 
the Orr Plan. Discussions between State and Agriculture 
officials have resulted in a set of instructions for the US 
delegation, which consists of Under Secretary of Agriculture 
Dodd with Thorp of State and ‘vheeler of Agriculture as 
alternates. Advisers ere Stinebower, Cale and Coppock from 
State, laddox, Zaglitz end Boyd from "agriculture, Gibboney 
from Commerce, “illiams from Labor, and Wall of Agriculture 


(secretary). 














: Instructions to US Delegate The US supports the ob- 
jectives agreed upon at the Copenhagen Conference of raising 
nutr itional standards throughout the vorld and stabilizing 
egricultural prices at levels fair to both producers and 
consumers, “le heve ,ut forward the ITO Proposals, which 
in dealin= with the problems of prospective burdensome sur- 
pluses stress the importance of expanding consumption, in 
the belief that the Proposals provide the best starting 
“oint for solving the problems before the FAO Preparatory 
Commission, They provide for the reduction of trade barriers 
to facilitate an expansion of world employment, production, 
trade and consumption, without which improvements in nutri- 

. tion and fair prices to both producers and consumers can- 
not be achieved. Since in the case of some egricultural 

> eterles burdensome surpluses may develop which could not be 
corrected without undue hardship by the normal play of 
competitive forces, the FProposais provide for international 
commodity agre-ments. The US suggests that the FAO should 
play a leading role in developing international cooperation 
end consultation on national agricultural programs, and 
that these programs should be developed to meet nutrition, 
consumption and other needs with due regard to the advantages 

7 of international trade. Hxpansion of the world economy 
through the work of ECOSCC, the International Bank and Fund 
and the ILO will also further the objectives agreed upon at 
Copenhagen. 





Morket Prospects for Agricultural Staples Special con- 
sideration we feel should be given to the following facts: 


(a) that 
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(a) that world agricultural production will probably be sub- 
stantially above prewar levels after agriculture in the war- 
torn areas has been revived; (b) that there is a world-wide 
tendency toward national agricultural programs which is 
likely to lead to e reduction of world import trade and at 
, the same time to an increase in exportable supplies; (c) that 
these programs are carried out on a commodity basis; and (d) 
that prices of agricultural staples differ greatly in various 
countries, such differences being likely to continue if un- 
coordinated national intervention continues. 


US View on Worl< Food Board The US feels thet it is 
doubtful whether the World Food Eoard, or any similar device, 
would by itself be adequate to deal with the effect that 
widespread intervention threatens to have on demand and sur- 
Dly situations for agricultural products once the present 
emergency has ended. We doubt that any combination of buffer- 
stock and surplus-disposal operations involving a two-price 
System, such as contemplated by the Orr Plan, can be operated 
successfully without quantitative controls over supply. Such 
controls are not adecuately vrovided for in the Orr Plan, 
Since price, production, and distribution problems differ 
greatly from commodity to commodity, we feel that adequate 
provision is needed for dealing with these problems by 
Special negotiations on each commodity concerned. A further 
objection to the proposed World Food Board is that governments a 
are unlikely to provide the large funds needed to finance it 
in the hands of an international agency over whose operations 
and price policy they would have little direct control. 





Organization of Commission's Work The US will suggest 
that two committees be created to carry on the work of the 
Preparatory Commission. Committee I should deal with the 
development and coordination of national nutritional and 
acricultural progrems end with the consultative machinery 
we feel the FAO should set up. Committec II shouid consider 
the problems of international commodity stabilization and of 
surplus disposals; and the use of international commodity agree- 
ments for these purposes, 





Probeble UK Position A British Embassy official has 
given the main points of the position the UK delegation will 
take in the Commission as follows: ‘While the British strongly 
support the objectives of the Orr Plan, they feel that all 
commodity arrangements, covering both egricultural and non- 
agricultural commodities, should be kept in one organization 
and that that organization should be the ITO. However, they 
wouid be prepared to create the ITO commodity commission im- 
mediately, to be incorporated later into the main organization. ‘ 
The British think that the problems before the FAO Commission 
should be considered with reference to the plans and activities 
of other international organizations. They want consideration 


of 
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of buffer-stock schemes and of long-term contracts for food- 
stuffs. However, no financial aid for charitable purposes 
will be advanced by the UK through World Food Board channels 
at this time, nor will funds be made available for even 
particular commodity buffer-stock plans at this stage. They 
feel that charity schemes of the type contained in the Orr 
Plan should be financed by the export-surplus countries and 
not by charging higher prices to normal importing countries. 


* * * 


AUSTRALIANS AT TRADE CONFERENCE The second week of the 

ASK ASSURANCE OF FULL EMPLOYMENT first meeting of the 
Preparatory Committee 

for the World Conference on Trade and Employment found the 
committees getting down to detailed discussions of specific 
items on the agenda. The Australian delegate made the 
principal speech at the second meeting of the committee 
considering employment and economic activity questions. 

He suggested that each member (but primarily highly-developed, 
"independent" economies) be obligated to take measures to in- 
sure full employment; that all members (primarily under- 
developed, "dependent" economies) be obligated to develop 
their resources to the full; and that all members be obligated 
to take action designed to use fully their international re- 
sources, either through the purchase of foreign goods or 
through foreign investments, Dependent economies, he said, 
must be permitted to protect themselves against depression 
coming from an independent economy by raising the question 

in the International Trade Organization end by being excused 
from obligations. He elso said that Australia opposed tied 
loans, but thought them petter than no foreign lending at all. 











India made the point that, althougn full employment is 
an obligation of highly-developed economies, under-developed 
economies are more concerned with raising standards of 
living. Under-developed countries in promoting industrial 
development, which will necessitate readjustments elsewhere, 
must not be considered as "exporting unemployment". Canada 
stressed the point that the provision for recourse in the 
case of a failure of countries to live up to employment 
obligations must not go so far as to jeopardize trade-barrier 
reductions. Cuba pointed to the need for protection from 
exports of countries with low labor standards, Norway ex- 
pressed sympathy with the employment provisions of our pro- 
posed Charter, while the New Zealand delegate supported the 
Australian view. A subcommittee of representatives from 
Australia, Frazil, Cuba, India, the UK and US has been ap- 
pointed to meet with the chairman and frame issues for the 
consideration of the full committee. 


Proposed Addition of Argentina and Sweden The Depart- 
ment is actively considering the policy to be adopted toward a 
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proposal being strongly urged by the UK and Canada that 
Argentina be invited to participate in the Spring tariff 
negotiations, since Argentina is an important export outlet 
for the UK and since US-Argentine relations have changed 
Since the original nuclear group was named. Iiembers of the 
US delegation feel that it would be necessary to invite 
oweden also if Argentina were invited. The UK and Canada 
are both agreeable to the inclusion of Sweden and feel that 
both countries will be willing to participate. The US 
delegation, believing that US cooperation on this point may 
ease negotiation with the British on other difficult ques- 
tions, has recommended the addition of Argentina and Sweden 
on er poeupears that no new products will be added to 

our st. 


Another proposal under consideration is that the 
Spring meeting should be sponsored by the UN, instead of 
by the US, as originally planned. There are certain techni- 
cal details that would have to be worked out if there were 
any change in sponsorship. 


Views on Our Commodity Proposals The consensus in com- 
mittee discussions appears to be that the US commodity pro- 
posels are generally sound, but too cumbersome and too rigid. 
They should provide greater flexibility, most other countries 
feel, and allow for experimentation. Also most other dele- 
gations appear sympathetic to buffer-stock plans. It is 
believed that the US will probably have to modify its posi- 
tion on some details but should be able to put across its 
fundamental principles. Majority support is expected for 
the US view that all commodity arrangements must be kept 
torether and that the commodity organization should be under 
the ITO. (See also page 1this issue.) 





RECENT DECISION HINDERS FUTURE A recent decision reached 
LEND-LEASE PIPELINE DELIVERIES by the Acting Comptroller 
General wili make delivery 
of lend-lease pipeline materials, with an estimated value of 
over $20 million, impossible after December 31, 1946 without 
further Congressional action, The opinion states that lend- 
lease appropriations for the period ending June 30, 1946 
which were not obligated prior to that date, may not be 
obligated during the current fiscal year for inland freight, 
handling, and other accessorial charges in connection with 
transfers of materials promised under the pipeline sale agree- 
ments. The appropriation for the fiscal year July 1, 1946 to 
June 30, 1947 provides that newly appropriated funds "shall 
not be available for any expense incident to the shipment 
abroad of any commodities after December 31, 1946", An ap- 
peal is being prepared by FLC, 
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CTNCHONA BARK DISCRIMINATIONS asked tne vetherlands yOVeLrin-~- 
ment to take action to insure: 

(a) that US firms be permitted to make direct purchases of 


Vil 


cinchone bark in Java at non-discriminatory prices and in un- 
restricted eee teee Sor direct shipment to the US, and (b) 
that any limitaticns previously imposed by the Kina Bureau 
upon the - satnhne " adaaier. =nc luc ing the level of its 


stocks of cinchona bark and its derivatives, be removed. 








, Since the war, US efforts to procure cinchora bar ard 


its derivative products through the Kina Bureau have faile«. 
The need in this country for quinine saits is critical both 
Tor medicinai and industrial uses. Current negotiations 
between the RFC and representatives of the Netherlands East 
Indies Government in the US reached a tempcrary impasse when 
the NEI rejected R¥FC's initial offer of 70 cents an ovnce for 
pe a Salts, the prewar price, and made a counter offer of 
O cents. 





Netheriands liay Fe Prevared to Discus uss International 
Control A short time azo the Trade Commissioner for the 
NEI indicated in discussions with Department officers that 
the Netherlands Government recognized the evils of the 
monopoly in the cuinine salts trade and would, at the ap- 
propriate time, propose some sort of international control 
of the distributicn of quinine which would insure its 
ecuitable ailocation for non-replaceable medical uses. 











Our reguest for Netherlands action, which is in con- 
formity with vhe pr: ciples of economic cooperation dis- 
cussed during lend-lease settlement negotiations, is also 
in accord with Article VII of the Mutual Aid Agreement 
whien provides for the elimination of all forms of dis- 
criminatory treatment in international commerce and to the 
reduction of barriers to international trade. 


5 SE EA OEY easures Pr mac tases Control over pro.- 


nas been exei “cised “by Dutch epivate ‘pusiness interests wi th 

the actijze narticipation of the Netheriands Government. fnis 
controi is administered by the Kina Bureau which sets quotas 

of bark to be delivered to Amsterdam by each planter, re- 
quires manufacturers to buy through it on the basis of 

annual quotas estabiished by it, and fixes prices of cinchona 
bark as well as tnose of its derivative products. Through par- 
ticipation in the Kina Bureau and through regulatory and super- 
visory activities the Netherlands Government has exercised con- 
Siderable infiuence in the production and marketing of cinchora. 
Owing to this controi US manufacturers have Leen forced to make 
their purchases through the exclusive selling agent of the 
Bureau in New York and have been prevented from imaxing direct 
purchases in Java. US manufacturers have, moreover, been re- 
stricted in their purchases through Bureau quotas and through 
limitations upon the amount of cinchona bark which has been 
made available for purchase in the US. Through its price and 
distvunt policy and its allocation of customers for finished 
vroducts, the Bureau has further dominated the US market. 
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AIR NEGOTIATIONS WITH Negotiations with the Netherlands for 
De  LCH ARE SUSPENDS) =e _- bilateral air transport agreement 
have been suspended over the issue of 
the number of routes to be granted to Dutch carriers. The 
Dutch are unwilling to accept the maximum route offers of the 
Civil Aeronautics | Board, which g>anted the following routes 
only: (1) Amsterdam to New York vie Gander and/or Azores (but 
not Bermuda) ; (2) y AGE to Curacao via Azores, Bermuda 
and San Juan; (3) Curacao to Miami; and (4) Batavia to Los 
Angeles. Among the route sectors asked for by tne Dutch and 
refused by CAB were routes New York to Curacao, Los Angeles 
to Curacao via Houston, New Orleans and Nexico, and Los Angeles 
to Chicago and Canada. 





CAB route offers were rejected by the Dutch, who are 
exceedingiy anxious to complete theiz round--the-worid service, 
and they continued to press for virtually their original route 
pattern request. Taiks were therefore suspended and presumably 
any Jutch applications for additional services will be con- 
Side.ed individually by CAB, uniess discussions are later re- 
opened. The Dutch intimated that CAB action in not approving 
the entire request wili be regarded by the rest of the world 
as a reversai of our policy resarding freedom of the air. We 
explained that our poiicy is for freedom insofar as it relates 
to the absence of arbitrary restrictions on frequencies, 
capacity and "Fifth Freedom", but it has never been our view 
that foreign airlines shouid automaticaliy be entitied to 
multiplicity of routes which could not be justified by actual 
traffic requirements and on reasonably direct routes between 
the home country and othcr countries, 


History of Dutch 1. FAIGUSSLONS Negotiations with the 
Netherlands were initiated in The Hague the middle of 
September following a Dutch proposal for speedy conclusion 
or an air transport agreement in the beiief that such an 
agreement would help both ccuntries to evoid restrictive 
features with South American countries in alr agreements. 
“e submitted the US-Belgian agreement as a basis for 
negotiation but the Dutch considered it too restrictive 
and presented a draft agreement which, with some modifi- 
cations, followed the standard form of air transport agree- 
mene worked out at Chicago but included none of the pro- 
Visions of the US-UK Bermuda Agreement. In view of the re- 
cent understanding of the US and the UK that the Bermuda 
Ag-sement represents the best form of apvroach to an ulti- 
mace multilateral international air agreement, we felt that 
the Bermuda form should be followed, The Dutch regard the 
Bermuda principles as seriously restrictive. At first they 
refused but finally reluctantly agreed to use the Bermuda 
form on the conelusion that it would make possible a more 
Satisfactory multilateral arrangement more quickly and that 
the Netherlands as weil as the US would gain by following 
Bermuca , as oy so doing the British would be constrained 
from making more restrictive agreements and because of 


British 
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Eritish willingness to renegotiate the restrictive features 
of the Anglo-Dutch agreement. 


Tentative agreement had been reached on most points 
except routes at preliminary discussions held at The Hague 
but the CAB was unable to furnish comments on Dutch route 
requests until after tne Dutch negotiators had to leave for 
South America. Negotiations were resumed in ‘’ashington 
after the Dutch delegation's trip to that continent. Al- 
though definite word has: not been received here, it appears 
trat the Dutch have completed arrangements with Uruguay and 
mey return to Brazil to finish negotiations there. Apparently 
they did not reach an agreement with Argentina. They were 
informed of the reasons for suspension of US-Argentine negoti- 
ations (See page 12, Cctober 7 issue of Current Economic 
Developments) and had assured us they would make no arrange- 
ments with Argentina more restrictive than the Bermuda ‘égree- 


ment, 








EXIMBANK WILL ADVANCE $15 MILLION The Eximbank, in a letter 
TO SAUDI ARASIA FCR DEVELOPMENT to Saudi Arabian Finance 
Minister Suleiman, has 
Stated its willingness to advance a credit of not to exceed 
$15 million for purchase of US goods and services in con- 
nection with sound economic development projects in Saudi 
frabie. These might include such projects as water supply 
and electric pover, hospitals, irrigation and transportation. 
Final decision as to projects, however, depends on the pre- 
entation of detailed proposals such as might be developed 
for the Saudi Government by US firms. The $15 million credit 
would be in addition *o a $10 million credit recently ad- 
vanced for purchase in the US of essential foods, textiles, 
transportation and other rehabilitation equipment. 














US Group “ill Study Railroad Possibilities In response 
t) an urgent plea by the Finance Minister during his recent 
visit to “Washington, as well as in reply to King Ibn Saud's 
special message of Cctober 3 to President Truman seeking 
immediate commitment for the construction of a railroad 
from the Persian Gulf to Riyadh, the Eximbank proposed in 
its letter to emend the existing $10 million credit agree- 
ment to permit financing of a study, by an American engi- 
neering firm, of the relative merits of highway versus 
railroad transportation in Saudi Arabia, It is expected 
that a study group composed of representatives of US firms 
will leave for Saudi Arabia on November 6. If any financing 
of the railroad is made, however, it would have to fall with- 
in the limit of the $15 miilion total for all development 
projects, 
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PRAZIL TO BE APPROACHED ON OIL CONCESSIONS;  The- Brazilian 4 
NEW REPRESS! TATIONS BRING HADE TO CHINES Petroleum 


Council re- 
cently granted satennes concessions of 8,000 to 10,000 barrels 
a dey te two Brazilian companies in the “Rio de Janeiro area 
and is reported to be considering transferring one of the con- 
cessions to the Sao Paulo area as well as expanding the con- 
cessions to sores? construction of refineries of doubie the 
originally projected capacity. f approval of the refinery 
concessions is extended to include Sao Paulo and expanding 
in capacity, it will have the practical effect of excluding 
US concerns from perticipation in the refining business in 
these mejor areas whicn serve §5 percent of Brazil's nceds 
since the two projectec refineries will saturate the markct, 
Such action vould furthermore have the effect of placing 
morketing companies in the position of being completely 
a-yvendent upon refiners with possible loss of freedom of 
operation and consequent Gamage of their market position. 
uibassy Rio has been asked to point out to eppropriate 
Brazilian authorities that we feel that their ection in 
granting these concessions under a petroleum lew precluding 
non-Prazilian participation is contrary to the spirit of 
the Economic Charter of the Americas (Chapultepec) and to 
the EBrazilicn Government's announced policy of welcoming 
participation of foreign capital. (See page 132, December 
17 issue of Current Economic Developments.) These actions 
are also felt to be inconsistent with the obdjectives of 
Brazil's new constitution. 








Brazilian Petroleum Legislation Proposed In response 
to a request from brazilian officials for US views on a 
petroleum law which is now in preparation, we have authorized 
the Petroleum Attaché at Rio to furnish advice and assistance 
if requested. Although not inclined to suggest officially 
any specific terms for the law, we submitted the following 
principles which we consider basic to progressive petroleum 
legislation: (1) Eauality of access to exploration and ex- 
rloitation rights and markets for petroleum products irrespec- 
tive of nationality of the capital; (2) freedom of disposal 
of the proceeds of exploitation, with due regard for national 
requirements ; (3) concession areas of sufficient size to 
make feasible the expenditure of sums necessary for adequate 
investigation; (4) the life of the concession should permit 
sufficient time for completion of each phase; and (5) equitable 
production royalties providing the maximum possible benefit 
to the grantor, while insuring a return to the concessionnaire 
commensurate with the risk and investment. As a stimulus to ‘ 
development, we suggest the customary granting of duty ex- 
emptions of necessary imports during the CRPSEPETEES and 
development stages. 








Discriminations by Chinese Petroleum Corporation 
Indicated ‘Je have asked Embassy Nanking to again urge 
Chinese authorities to transfer regulatory powers of the 
Chinese Petroleum Corporation (CPC) to a disinterested 
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agency and at the same time to seek assurances that future 
trading conditions will afford private companies parity 
with the CPC in every respect consistent with basic laws, 
The Chinese Government refused requests of US oil companies 
that the Takao refinery on Formosa be inciuced with those 
operated by the proposed joint Sino-American company for 

the development of indigenous Chinese oil resources. It . 
has now been reported that repairs of the Takao refinery 

are being made under the auspices of the CPC and under the 
direction of Anglo-Iranian Oil Company engineers. Intensi- 
fied coalescence of CPC operations, as evideneed by the re- 
cent Anglo-Iranian crude oii contract and rehabilitation of 
the Takao refinery, indicate a possible crystallizing of 
trading relaticnshins between the CPC and foreign companies, 
with the possibility that the CPC might resort to use of 
regulatory powers if competitive conditions react to their 


disadvantage. 





P Embassy Nanking has been asked to learn whether the 
Chinese Gcvernment intends to follow the 1944 Resolvtion 
of the Supreme National Defense Council which states in 
effect that Government commerciai enterprises shall be 
treated the same as private enterprises so far as concerns 
their rights and obligations, and if so, whether it agrees 
with Department interpretation of the Resolution that 
government enterprises will not be granted functions and 
privileges not accorded to private enterprise, 


RHINE PROBLENS ARE Despite repeated expressions of 
SUBJECT Or DISCUSSIONS willingness and interest by the 
French Foreign Office to participate 
in the proposed tripartite Rhine Traffic Committee for 
Germany, regulation of Rhine traffic continues on a bilateral 
basis with participation by US and UK zonal authorities. 





Discussions Not Yet Hele With French on Tripartite 

Car trol” The French proposal for an i:nformal meeting in Paris 
to be held September 20 with representatives of the three 

° governments and the three zones to discuss French participa- 
tion in a tripartits traffic organization, as weil as ques- 
tions of future level~of-industry and decartelization or the 
German Rhine fleet, (see page 9, September 9, 1946 issue of 
Curvent Economic Developments) was postponed ‘due to the failure 
or US and UK zonal authorities to designate representatives to 
the meeting. The reluctance on their part to participate in 
such a meeting was attributed to the obviously weak position 
of the French in any attempt to bargain regarding the toims 
of entry into the existing bilateral Rhine Traffic Committee, 
Chargueraud, representative of the French Foreign Office, then 


proposed 
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proposed, and tentative agreement was reached, to hold a 
tripartite informal discussion in Strasbourg the day 
following the last session of the Central Rhine Commission 
(CRC), scheduled for October §&, : 


Preparatory to this discussion an informal meeting, 
initiated by the French, was held ir the Foreizn Office in 
London on September 25 to discuss Fre:uch varticipation in 
the US-UK committee for control of the German Rhine barge 
fleet. The French representative repvorted that his country 
was inclined to join the committee but wanted prior clari- 
fication of the future size of the barge fleet and de- 
cartelization measures. The French wanted German barges 
excluded from snternstional trade a the British 
believed that, within the limits of the level-of-industry 
planned, the nares fleet should be able to earn foreign ex- 
change. it this meeting, the French implied that, following 
the Ctrasbourg discussions, they ould join the eormittee 
without conditions. 


Immediately following the London meeting, General Clay 
agreed to notifying the French of JS agreement to their sug- 
gestion for informal discussions in Berlin after the CRC 
meeting. At the request of Chargucrauc, the propose 
Strasbourg discussions were not ‘neld due to French plens to 
discuss the pooling of German craft with zonal authorities 


in Berlin. 





Chargueraud To le ith US and tx Authorities imbassy 
Paris has just reported t Chargueraud is going to Berlin 
to ciscuss Rhine problems with US and UK zonai authorities 
on Cetober 30. Wnile US and (TK zonal auth es ere push- 
ing for unification of inland water trans nd the dele- 
gation of increased powers to the Germans, ueraud is 
critically concerned adout the alleged "m 

Yar cartels into a single giant combine cf Geran onl ppaae” 
wnich he fears under increasing German control may use its 
combined strength against the French and other rip erian states 


ry 
O oO 


‘y 
C 
yy 


even more ef*ectively than before the war. The Dutch end 
Beigians also are worried on this score. Embassy raris 
believes that possibility of egreement is nil and urges that 
uniess the US and UK are wiliing to aliow the French to 


pares @ separate course, we shoulc offer safeguards against 
the possibility of powers ul German Giscrimination as feared 
by Chargueraud. The re os sibility of setting CRC a 
treffic committee charged with review cf trace actices and 
with hearing complaints hes been discussed inf efecily ont 
noncommittally with the Dutch. The Committee will serve as 

a medium for reviewing appeals agains alleged discriminatory 
prac tices. 


J Oc B 
cA 


Che Studics uxchenge j’ecium At the CRC me — -_ 
Strasbourg October ® and 9, general concern 
over the disorganized s ituati ion in Rhine t ~ due pri-g 
mariiy to the lack of exchange mediuin betwe: € 
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other countries. <A committee of all members has been named 
to study this problem and report in advance of the next full 


~~ 


ting of CRC whereupon an attempt will be made to recommend 





meeviz 1s 

steps to be taken by the interested zones and riparian states 
* * * 

FINANCIAL ASSISTS ae The planned termination of the 

r.USTRIA BI ING CONSIDERED UNRRA prog-am in Austria by the 





Tirst of the year has highlight «c 
the need for the adzption of a definite long-:ange program of 
financial assistance to Austria on a part of the victorious 
povers, Immediate action is needed to assure that Austria 
will not be kept ona starve tion diet ‘eth ¢ & ration below 
that prowided for Germany. Preliminary conversations have 
been heid with the British with respect to post-UNRRA relief 
and while definite pians have not been formulated the present 
thinking does not enviscege a joint US-UK program, While any 
program will. of course, be carried out in eonsultation and 
collaboration with the British and any other countries offer- 
ing aid, ? is presumed that each contributor wiil deal 
directly with the Austrian Government. Under this procedure, 
the US boul .d be better eble to advise on the use of aid 
furnished by this Government so as to insure benefit to tho 
Austrian economy as e whole, 


Restoration of Austrian Gold ‘whe first concrete step 
be taken in providing “finencial assistance is the proposal 
restore to Austria monetary gold originally owned by the 
Austrian National Bank but acquired by the Reichsbank and re- 
tained in Vienna to the credit of the German Foreign Office. 
USFA has now been authorized to effectuate the return cof this 


gcld if bona fide proof is offered that it was formerly 


« 
OO 


Austrian owned, In addition to this sum, there are further 
substantial funds uncovered throughout Austria by military 


detachinents which will be returned to tne Austrian Government 
if bona fide ownesship can be proved. If non-Austrian owner- 
ship is proved the funds will have to go to the "gold pot", 
but if non-Austrian ownership cannot be established by a cir- 
ain deadline, Austrian ownership should be assumec., Goid 
found outside of Austria of oropvabie Austrian origin cannot 
be returned to the Austrian Government but must be inciuded 
in the "gold pot.'' However, the US has obtained UK and 
French coneurrence to a policy of permitting sustria to 

share on an eyval basis with other countries the German “gold 
pot" and therefore it is exrected that Austria will receive a 
a 


mos 


-< 


Supstan*ial percent of her es iished goid claim, This, 
together with the return cf Austrian-owned gould found in 
Austria, should provide a guid reserve of $50 miliion or 
more. This amovnt, combined with the contemplated loans 
fron the US and other sources, should provide a sufficient 


reserve to back up Austrian currency. 


~~ 
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Additional FanApes.bl Assistance Considerec Other steps 
currentiv under considerasion include a State Department 
applica tion to Congress for an appropriation to finance relicf 
import requirements in the post-UNRRA period of certain coun- 
trics incapable of meeting these requirements out of their 
on resources, Of the total sum to te requested + pee geet 
$1.50 miilion will be earmarked for Austria, Tne Sta Ye part- 
ment is also considering support of an Eximbenk not of 
Goo million. ‘he congressional appropriation, cf course, is 
subject to reduction in case other powers can be persuaded to 
contribute to the post -UNRAA support of haste ie. oupplercnting 
tne State Department request, the War Department will also go to 
Congress for e deficiency appropriation of $37 million for 
civilian supplies for Austria, including repurchase of Army 
Supplies sold to UNRRA, since the Army expects to take over 
distribution of civilian suppiies after the termination of 
the UNRRA program. Until the end of this year, UNRRA is ex- 
pected to ailocate sufficient funds to enable the austrian 
ration to be increased to the level of tnat in Germany. The 
Department will endeavor to obtain a clear-cut understanding 
with the "lar Department that the supplies furnished to Austria 
end paid for either out of the global reiief appropriation or 
out of the ‘Jar Department approprietion will be treated as a 
US contributicn for the support of Austria es a whole ratner 
than for consumption wholly within the US zone of occupation. 
Only as a last resort, failing quadripartite agrecment on the 
distribution of suppiies, would we way.t to turn to zonal sup- 
ply responsibility. Other possible forms of finencial as- 
sistance to Austria incluce turning over to Austria tne 
dollar equivalent of milivarv payment orders of Austrian PJ's 
returning to Austria; turning over te the Austrian Government 
the dollar equivalent of US net troop pa; spent in Austria 
(this has been done in ail the liberated countries and in 
Italy); and the unfreezing of Austrian essets in the US. The 
first two items are a matter for “er Department negotiation. 

f. procedure for the unfreezing of Austrian essets in the US 
has been approved and through this cpproximately G2 million 
of foreign exchange should be provided the austrian Govern~ 
ment, Legation Vienna further reports thet George /.llen, 
Director of the RFC who has been in Germany and Austria in-- 
vestigating the various possibilities for reopening and ex- 
panding trade, has expressed wiliingness to consider a pcs- 
sible small RFC loan to Austria for the immediate purchase 

cf materials and tools required for industrial reconstruction. 











German Asset Problem Stiil Unsoived Still another source 

of funds to be made available to the Austrian Governnent is 
German assets in Austria, but to date it has not been possible ; 
to obtain a solution to this problem, In conjunction with 

the British and French we are now attempting to dre) up a 
tripartite definition of German assets. After agreement is 

eached on this, implementation of the agreement will have to 

be negotiated either in the three western zones alone, or 

tnrough quadripartite agreement within the Control Council. 





‘Je 
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e also trying to obtain British views on eventual re- 
fation of title to German assets in the westorn zor LES. 


French R Removals Protested Of great concern to the 
Department over the past several months has been the re- 
curring reports thet the French were removing industrial 
, Peents and equipment from thcir zone in austria. ‘e con- 
ider that such action endangers the cconomic reconstruction 
i the country. Jithough a categorical denial on unileteral 
removals was received from the French Embassy in VYashington, 
French occupation authorities have notificd the fustrian 
Crancellor that they have aporopriated the equipment of a 
nrecision instrument factory in their zone for shipment to 
France @s 2 SagSSs Bars 28 on WORSUEC 'e protested this 
ection to the French u..bassy in “ashington on the ground 
that there is no intern tional agree eent regarding demili- 
tarization which nrovides for unilateral action comreratble 
to that taken by the Frenen. Rather, the 'oscow Declaration, 
"rieh provides for disarmament, decl ares that dcemilitarization 
is subject to joint <llied action, Furthermore, the particular 
plant in question was gcarcd to the production of badly needed 
peace-time equipment rather then for the production of the im- 
plements of var. Lastly, we expressed the hope that the 
stated French vosition re garding trede between France and the 
French zone, z.ustria, namcly that it was carried on within 
the framevork of a balanced compensation account, truly re- 
fleets the policy of the Freneh Government. We asked that 
instructions be issued to Freneh authoritics in fustria to 
fully implerent this policy. The most recent reports re- 
ecived in the Department indicate that, contrary to the 
stated French policy, unilatcral removals are continuing 
and incressing demands have been rade for foed products with- 
out vrovision for compensation. 
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This weekly publication is designed to highlight developments in the eco- ‘ 
nomic divisions of the Department of State, and to indicate the economic prob- 
lems which are currently receiving attention in the Department. It is suggested 
that copies be retained on file, as reference will sometimes be made to previously « 
reported items to avoid repetition. 


Document Security Instructions 


This document should be treated in accordance with current instructions 
regarding security measures for SECRET material. Extreme care should be ex- 
ercised to avoid public or private discussion of the information herein with or in 
the presence or hearing of any person not authorized to have knowledge thereof. 
For general purposes all classified Foreign Service Officers and other responsible 
economic officers are authorized to have knowledge of the contents of this docu- 
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TH:RD WEFK OF J.ONDON ThnDE TALKS The views of the 
ENDS WTTHUIT SERIOUS DISAGREEMENT # Department on 
the proposai to 
include Argentina and Sweden in the tariff negotiations 
in the Spring (see page’3, October 28, 1946 issue of 
Current Economic Developments) have been conimunicated to 
the British and it is believed thet they wili not press 
“he matter further, We opposed the proposal because we 
feel: (a) The US bargaining position with Argentine would 
be very poor without canned beef, flaxseed, and casein on 
the jist. Our position would be much better later when 
‘concessions might be offered on these items. (b) If 
Argentina were a member of the nuciear group, its ob- 
jections to the quota and exchenge control provisions of 
the Charter might be much more effective. (c) Argentina, 
because of its strong tendency toward economic nationalisn, 
would add considerable support for broad escape clauses 
in the Charter for industriaiization purposes, Argentina 
might; aiso seek support for the objectionatie type of state 
trading techniques she is now practicing on an increasing 
ale, ‘d) The British shouid be able to obtain in bilateral 
negotiations with argentina at the end of the year almost 
as much as in multilateral negotiations, -The UK-Argentine 
trade agreement must be negotiated at that time. (e) "e 
probably couid not maintain for long our position that 
items of primary interest to Argentina and Sweden would 
not be added to the US iist if these two countries were 
ivsiuded in the negotiations, (f) The politicai and ad- 
ministrative burdens of adding two more countries wouid be 
serious. (g) oven if Argentina would accept (which is 
doubtful at this late date) adverse comment cculd be ex~ 
pected from other Latin American countries not in the 
nuciear group. 





it was also felt that if the question of adding new 
members to the Preparatory Committee were presented to 
WCOSOC, it would probably be very difficult to iirit the 
additions to Argentine and Sweden, particutariy in view or 
the unpopultarivy of rgentina. The Preparatory Committee 
‘would not be abie to invite new members, but oniy to recom- 
mend invitation to ECOSOc. 


UN. Sponsorship of Spring. diegting The US delegation 
Wili propose a resoiution provicing for incorporation of 
the Surine negotiating meeving int -O the second session 
or the Preparatory Committee. A draft of this resolution, 
tentatively agreed to by the Brit tish states that the Pre 
parator y Committee decides (a) to sponsor the meeting of it 
members for the purpose of negoviating tariff veductions 

envisaged by invitations sent out by the US Governmen= 
and (bj to comvene this neetving at Geneve oa April 8, 1947 
in connection with and as part of the sccond session of 
the Committee, 


Incius:cn 
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Setiest on of USSR In Published List The Departrent:h 
concurred with the positicn of the US delegation that a. 

USSR should be included’ in the’ published list of countries with 
which we intend to negotiate trade agreements to be issued next 
mnth. <A suggestion that the Soviets be omitted is opposed by 
ts US delegation in London since: (a) the Soviet trade repre- 

sentative in London has expressed interest in the conference, 
excusing Soviet absence as due solely to the manpower shortage 
and indicating that the USSR may want to participate at a 

12ter date; (b) we should always be in a position to say we 
kept the door open to Soviet participation and not give any 
oasis for a charge that the US unilaterally precluded such 
participation; exclusion of the USSR now might be interpreted 

s indicating that the US feels a complete and final break in 
economic relations be tween the East and “West is inevitable; 

(c) removal of the USSR might seriously weaken the support given 
the US position at the trade meetings by the French and Czechs; 
(d) since the USSR is still a member of the Preparatory Com- 
mittee, they may attend the Spring negotiating meeting if it 
is decided that that meeting too will be a UN-sponsored session 
cf the Preparatory Committee; and (e) the delegation does not 
feel tnat the embarrassment involved in retaining the USSR on 
the list, even though they have not accepted our invitation 
to negotiate, would be serious. 





Commodity Chapter Discussion of the commodity chapter of 
the proposed Charter is reported to be neariy completed, with 
the chapter in tne hands of a subcommittee for redrafting. 

In addition to minor revisions of details, the new draft con- 
tains provision for long-term stabilization agreements. hile 
we are oppcsed to these, the US delegation points out that 

every other country favors them and that by conceding this 

point all other essentiais of our draft chapter can be saved 

ani the transfer of commodity-arrangement functions from ITO 

to FAO prevented. ‘hile the UK and several other countries 
urged the use of buffer stocks, our arguments against enumerating 
in the chapter devices that may be used in commodity agreements, 
singly or in various combinations, prevailed and there is no 
reference to buffer stocxs in the chapter. 


Reicie SEELOUS PROPORTIONS financial, economic and food 
Situation in France has developed 
into a crisis that has serious bearings on the economic and ; 


political stability of the country, 


FFONCH ECONOMIC PROBLEMS Caffery reports that the grave 
R 





ince Devaluation Nine months have . 


the franc. was devalued and the French people 


ncial Field § 
ince 
assured that inflation was ended. In those months note 


circulation 


DECLASSIFIED FOR PUBLICATION IN FOREIGN | 
RELATIONS OF THE UNITED STATES 




















La 


circulation has increased another 20 percent. Government 
expenditures for 1946 are estimated at $7 billion and will 
result in a net deficit of $2.3 billion. Lack of confidence 
in the Government's ability to achieve financial stability 
is reflected in unofficial quotations of 330 frencs to the 
doliar, comparei with 197 francs last December and a current 
official rate of 119 francs. Official prices have continued 
to rise with advances amounting to 58 percent in retail and 
46 vercent in wholesale prices. The black market has resumed 
an upward spiral and an experimental free market has tended 
closer to previous black market than to the official level, 
with eggs selling at $1.80 per dozen and higher quality meats 
at $1.63 per pound. In August wage rates rose approximately 
25 percent and, in view of the subsequent price rises, another 
demand for upward adjustment .is in prospect. Farmers are re-~ 
fusing to commercialize their products at official prices 
because they have adequate liquid assets and believe the 
price trend is still upward, consequently non-farm consumers 
have been unable to supplement limited rations of basic foods 
- reasonable prices, in spite of greatly improved farm pro- 
uction, 


It is becoming increasing clear, Caffery says, that the 
French population is not prepared to accept voluntarily tne 
degree of austerity which the Government's spending and re- 
construction programs require if they are to be accomplished 
without further inflation. There is a growing belief that 
fiscal and monetary policies are in large part responsibié 
for France's plight and that increased producticn and imports 
will not, of themselves, reestablish economic equilibriun. 


France's financial position is not intrinsically hopeless 
and observers are of the opinion that the right kind of fiscal 
and monetary mensures wouid permit recovery in agricultural 
and industrial production and the use of foreign credits in 
such a way as to obtain internal economic stability, the 
adoption of which measures depends on the results of the 
November elections. Communist dominance of government economic 
policy, Caffery reports, might preclude the wage stabiiization 
requisite during the transitional period when adequate fiscal 
and monetary measures are being implemented. A Gaullist re-. 
surgence, he states, might again result in a subordination of 

, economic probiems to political considerations with financial 
results as disastrous 2s those of 1945. fa political group 
comes to power which would be responsive to public demands for 
price and monetary stabilization, Caffery believes that an 
economic policy would be instituted which would rely either on 
budget balancing (bringing within the tax system present black 
market operations and reforming agrarian taxation to syphon off 
excess purchasing power) or one which would combine both a 
Lrlanced ordinary budget and immobilization of a portion of ac- 
cumulated money and bank deposits in an effort to limit active 
purchesing power to an amount commensurate with available goods 


and services, 





Foo?! 


7 DECLASSIFIED FOR PUBLICATION IN FOREIGN 
RELATIONS OF THE UNITED STATES 





BEST COPY AVAILABLE 7 


~ 4 - 


Food Situation Worsens The rationed distribution of 
scarce commodities at officially controlled prices has never 
been effective in France since liberation, reflecting the 
weakness of successive edministrations and shifting policies. 
Rationing programs and the fixing of official ceiling prices 
heave frequently been dominated by political expediency and 
pressures rather than by considerations of economic stability 
end socicsl welfare, and the government has been unwilling or 
unable to force the observance of its multitudinous decrees 
and regulations on food distribution and on practically all 
espects of the economy. 


At present bread grain deliveries are favorable, but 

producers are withholding their supplies of beef, potatoes 
and wine in protest against the official prices recently es- 
tablished. Beef and potatoes have prectically disappeared 
from retail markets at official prices, and the wine ration 
is being only partly met. The new meat distribution plan in- 
stituted by the Ministry of Food on October 21 resulted in a 

. sherp reduction in beef arrivals and the veal supply is ex- 
pected to dry up when official prices become cffective 
(November 4 for retail level.) Farm producers are against the 
economic dictates of the administration if forceful farm 
collection measures are used. I1t is considered unlikely that 
requisitioning of supplies on farms would succeed even in the 
improbable event the edministration were to attempt it. A 
Capitulation by the government for higher producer prices 
or for complete removal of price controls in accordance with 
trader end producer demands would probably result in an in-- 
mediate upward surge of retail food prices and consequent 
increases in wages and prices generally, as vell as serious 
monetary disequilibrium end consumer uiscontent during a 
period of wage and price adjustment. The government threat 
to import beef, wine and potatoes in order to break the dead- 
lock is generally regarded as nothing more than a bluff. 
The lest week in October Bidault made a speech which was an 
effort to quiet the almost psychopathic reaction to recent 
food supply difficulties. He explained the actual situation 
and insisted supplies were sufficient for setisfactory rations 
but not to justify abolishing controls. In that respect the 
Situation differs from that of last year--the non-farm groups 
know that domestic food supplies are available as a resuit of 
favorable harvests. This simply brings into sharp focus the 
government's weakness in its inability to control ‘the collec- 
tion and distribution of these supplies. It is not considered 
likely that Bidault's appeal to the good will and patriotism of 
farm producers will bring the hoarded stock into the markets. 


The repercussions of this situation on the coming elections 
are difficult to evaluate. In general the French peaqple are 

fed up with ell of the political parties. Ceafifery. believes . 
thet French morale is now probably et its lowest point since 
liberation. The CGA (farmer organization which had up to 


now 
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now remained unpolitical) and the CGT (general corfrederation 

' of labor) had jointly recommended the new meat rationing end 

) pricing system now being applied with minor modifications, 

: However, to save face with its members who in effect re- 
puciated the commitments of their organization leaders, the 
CGA washed its hands of ail responsibility in the matter and 
conducted a violent press attack against the Ministry of Food 
for its alicged bungling. However, recent conversations be- 
tween US Embassy staff members and the heads of these two 
organizations indicate that the latter heave become somewhat 
aiarmed over the violence of the political storm which tney 
were so instrumental in stirring up and fear that it may 
prove a political boomerang to both industrial and farm workers, 


* a * 


US-CHINESE TREATY OF FRIENDSHIP, The treaty of friendship, 
COMMERCE AND NAVIGATION SIGNED commerce and navigation 
which hes been under 
negotiaticn by the US and China was signed on November 4, 
1t is to be submitted to the Senate and to the Legislative 
Yuan for approval and will enter into force upon the exchange 
of ratifications. The complete text of the treaty was re- 
leased at the time of signature. The Chinese negotiators 
feit strongly that public demand required the issuance of full 
information at that time rather than waiting for US ratifi- 
cation of the treaty. ‘Ye agreed since this instrument con- 
stitutes a definition of Chinese policy with respect to many 
foreign rights and interests and in most respects will be 
put into effect in China even before formal action is taken by 
the US Senate. Before decision was made to release the text, 
the views of the Chairman of the Senate Foreign Relations Com- 
mittee were ascertained. It is anticipated that there will be 
initiated a series of negotiations for similar agreements by 
cther powers with China. 











This treaty, the first post-war comprehensive commercial 
treaty to be signed by either Government, will supersede 
existing treaties between the US and China relating to estabiish- 
ment, commerce anc navigation, but will not lirit or restrict 
the rights, privileges and advantages accorded by the Treaty 
for tne Relinguishment of Extraterritorial Rights in China cand 

, “.@ Regulation of Related Matters end eccompanying exchange of 
notes between the two countries signed at “asnington on 
January 11, 1942. The treaty is somewhat broader in sccpe 
than existing "S commerctal ireaties: with respéet-to the 
rights for corporations, and includes articles relating to 
estabiishment, land hoiding and industrial and iiterary 
propersy, commercial articies similar in prirciple to the 
general provisions of recent agreements, and more detailed 
coverage of exchange control, the activities of government 
monopolies and other matters, 


* * * 
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US QUESTIONS STERLING DISPOSITION IN In accordance with 
ANVGLO-ARGENTINE FINANCIAL AGREEMENT action recommended 

| by the National 
Advisory Council, the Secretary of the Treasury is sending 

a letter to Chancellor Dalton of the UK expressing concern 
over an apparently conflicting provision becween the United 
States-United Kingdom Financial Agreement of December 6, 

1945 and the recently concluded United Kingdom-Argentine 
Agreement. (See page 5, September 23, 1946 issue of Current 
Economic Developments.) The letter states that an examina sion 
of the latter agreement reveals that Section B (6) of Article I 


provides: 

















"If in any year the balance of pa:;ments with the 

sterling area be unfavorable to argentina, 

Argentina may furthermore dispose freely within 

the said area of its sterling balances for an , 
anount equivalent to the deficit." 


Inasmuch as this provision appears to have the effect 
of making the amounts so released available for expenditure 
solely within the sterling area, it appears to be incon- 
sistent with Section 10 (ii) of the US-UK Financial Agree- 


ment which provides: 


"In consideration of the fact that an important 
purpose of the present line of credit is to pro- 
mote the development of multilateral trade and 
facilitate its early resumption on a non-discrimi- 
natory basis, the Government of the United Kingdom 
agrees that any sterling balances released or 
otherwise available for current payments will, not 
later than one vear after the effective date of 
this Agreement, unless in special cases a later 
date is agreed upon after consultation, be freely 
available for current transactiois in any currency 
area without discrimination." 


The letter recalis that this Section in the US-UK Agrce- 
ment was considered by both Governments to be a very signi- 
ficant provision and states that it seems clear from the 
Giscussions before Parliament and the documentation relative 
to the Agreement that the meaning cf tis section and the 
importance attached to it by the US were fully appreicated 
by the TK. The letter concludes with the hope that the 
matter will be considered and a reply thereto will be forth- 
coring at an early. date. 
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SOVIiBIS AGATN REFUSE UGS PROPOSAL USSR Replies To Cur 
FOR RIPARTITE “ACTION IN HUNGARY Sentemper Note The 

Soviets have rejected 
our proposal of September 21 (See page 4, September 16 issue 
of Current Ecrnomic Developments) for tripartite cooperation 
in a3 Sisting Hungary to > solve pressing economic probiems. 
Tney point to previous Soviet communications as setting forth 
detailed facts about the Hungarian economy and say they see 
no necessity to cite new proof of the incorrectness of our 
positicn inasmuch as our note did not refute those facts. 
~ ihey vehemently reject our assertion that they haven't inm-- 

plemented the Crimea understanding to concert the policies 
of the three governments stating that in their note of 
April 21 they said the Chairman of ACC would be willing to 
examine “considerations" which might be communicated by the 
representatives of the US and UK concerning Hungary's economic 
situation but that no considerations were submitted. They 
allege that they never received a request from the Hungarian 
Government for tripartite participation in drawing up re- 
habilitation pians, loreover, the Soviets take a negative 
view cf such a proposal, particuiarly since the economic 
pesition of Hungsry has improved in the nast few months- 





























2CC_ ER AF EAR. Repiies On Requests For Information In the 

meeting “of ACC Hun gary y October i7 the Soviet Chairman replied 
Cc. ally to the US member's 1etter concerning the procedure 
of our Legation in obtz.ning economic and financial informa- 
tion from the hungarian Government. (See page 7, September 16 
issue of Current Economic Deveiopments-) He said that ali re- 
plies would have to be made througn the Chairman of ACC and 
acced that, while he could not order our Legation to desist 
Tron sending letters directiy to the Hungarian Sovernment, 
the latter will always forward replies through ACC. He said 
that the Legation properiy should forward its iist of yues- 
tions to the US representative of ACC for transmission to 
the Chairman , who would pass them on to the Hungarian Govern- 
ment. the US member protested that the procedure was a con- 
rraventicn of the armistice agreement and tne statutes of 
tie ACC and reninded him that the US has recognized the 
hungarian Government, whereupon the “chai rman reiterated his 
position and requested that the American Legation and the US 
Government be informed of his position, stating that the 

’ Eungarian Government is divectiy under the control of ACC. 








Quacz r Apes $1 ve. Agreement_Expected Socn_ Cn Restitution 
Tne French have made a statement that they are ‘willing to go 
along on 2x-enemy restitution and have indicated that they 
will submit a paner presenting their version of proper pro- 
cedure in ACC Berlin, This should expedite the return of 
Hungarian displaced prcperty in Germany, a problem which is 
Most urgent, according to Nyaradi, Under Secretary in the 
Hungarian Ministry of Finance. Gold and vehicles have been 
restitute2 from the US zone and return of Budapest art has 
now been auihorized. The question of silver has not been 


decided 
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decided pending investigation of its removal to Germany 
and restitution of horses is not yet definite, although . 
Murphy reports he feels sure that it will be authorized. 


Hungarian Petrozani Mission Disheartening While 
‘public announcements in Hungary said that negotiations with 
the Soviets concerning the reparation value of the Petrozani 
coal property were friendly, it is confidentially reported 
that the actual report of the mission to the Prime Minister 
was far from favorable, with adverse comments on the tone of 
the Soviets and the treatment accorded the rission. Although 
no agreement was reached in Moscow it is expected that the 
Hungerian Government will abandon its request for a $40 million 
valuation in favor of the Soviet offer of $20 million if this 
amount is applied to the 1946 and 1947 reparation accounts. 





INTHRNATIONAL WOOL DISCUSSIONS The UK Government has in- 

ZO BE Hund IN LCNDUN NOVEMBER 11 vited the following princi- 
pel wool producing and con- 
suming countrics to ettend discussions in London from November 
11 to 16: Argentina, Australia, Belgium, Canada, China, France, 
india, Italy, New Zealand, South 4frica, Uruguay, the US and the 
USSR. The purpose of the meeting is to provide an opportunity 
for joint review and discussion of the world wool situation. 




















Discussions held with UK representatives indicate that 
they are preparing statistical information on the wool situa- 
tion and will suggest the appointment of a subcommittee to 
develop an international review of demand, supply and stocks. 
The US delegation, consisting of Donald D. Kennedy and 
Clarence “,. Nichols, both of the International Resources 
Division of the Department; Freston Richards, Robert Schwenger, 
end Floyd Devis of the Department of Agriculture; and Paul 
Nyhus, Agricultural Attaché in London, has been instructed, 
if no other nation makes the suggestion, to propose that a 
study group be sot up as a means of continuing consultation, 

It has been suggested that the proposed study group be com- 

posed of representatives from the countries present at the 
forthcoming meeting and any other interested member of the 

Unived Nations. The British have indicated that they are 

willing to agree to the formation of such a group if the con- 
ference so decides, but that they are not prepared to urge its 
establishment. The US delegation hes also been instructed to 
initiate discussions to determine the willingness of other ‘ 
countries to give reciprocal assuranc:s that they will notify 

all interested countries and give an opportunity for discus- 

sion before taking any action seriously affecting. the wool e 
situation. 





* * * 
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aa COMMODITY IMPORTS TO During October, a l2- 
FC FOR _NTERIM PERIOD man economic commi:sion 
headed by Assistant 
Secretary of War Petersen and George E. Alien, Director of the 
RFC, went to Germany to discuss interim arrangements for tre 
financing of certain German imports by the RFC. Direct 

loans will be made by the RFC to OMGUS for the purc.iase of 
import materials needed for the development of specific 
export programs. During the discussions a total of $20 mi‘lion 
was mentioned and approximately $9.75 million vas tazatively aliccated 
for the immediate importation of six or seven commodities. 

These interim arrangements will apply solely in the US zon 

and the loans, carrying a service charge of one and one-na'f 
percent will be liquidated by July 1, 1947. In general, 

RFC will be reovaid from the proceeds of exports of tne finisned 
commodity produced from the materials put into Germany trough 
the use of loan funds. Although subject to furtner negotiation, 
it is contemplated that 50 percent of each export eo 

will be earmarked for RFC until the loan is repaid. OwWG! 

will utilize the United States Commercial Company for procure- 
ment and sales in the US in addition to direct sales from 

CuGUS to US buyers visiting Germany. Sales and procurement in 
other countries wili be handled by OMGUS. Military authorities 
envisage transferring this responsibility to a German export- 
import agency as soon as possible. 





s 
og 
hrj~ 








The present arrangements are temporary and designed to 
cover only immediate urgent requirements. Bi--zonal amalgaration 
of the US and UK zones makes a joint arrangement for common 
financing desizabie and when this takes piace, the present 
program will heve to be replaced by a broader program of 
financial assistance, General Robertson, Clay's UK counterpart, 
is reported to be favorable to the above arrangement ; hovever, 
it is not clear whether he will ask for similar arrangements 
from his government for the interim period or wait until bi- 
zonal trade becomes operative. 


* * * 
BRACHANGE OF GOODS BETWEEN UK AND Agreement was reached, 
SOVIET _ZONIS_IN GERMANY AGHEED TQ probably iate in September, 


on a program of trade 
exchanges between the UK and Soviet zones, Germany. British 
Geliveries wili be 25,000 tons of iron and steei, 4,000 tires 
and tubes per month and a number of horses and pigs. in 
ychange, the Soviet zone is to deliver the following goods 
to the UK zone. 10,000 tons monthly of rye and wheat; 30,000 
tons up to November i5 of potatoes; 1,250 tons monthly of 
sugar; 2,500 tons monthly of oats; 35,000 tons up t> December 31 
of iron ores 20% ,000 t metres up, to becember 31 of pitprops; 
5090 tons monthiy of chemical wood. pulp fcr paper making; and 
20 tons monthly of cord for tires. Provision is also made for 
he conclusion of another agreement relating to miscellaneous 
gocds. The agreement is due for renewal at the end of 1946. 
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US CONSIDERS USE OF PORTS OF BELGIUM AND THE After consider- 
NETHERLAND S DS FOR GERMAN EXPORTS AN AND I . IMPORTS able study and R 
investigation, 
the Department has notified the Belgian, French and Dutch 
Finbassies in Washington that US authorities in Germany are 

now willing to discuss the routing of cargo into Germany (ex- 
cept for that of a military nature) through the ports of 
Reigiun and the Netherlands rather than through Bremen if the 
doliar cost to the US for transporting and handling of cargoes 
destined for the US zone will not exceed comparable costs at 
Bremen. This is a result of the Belgian/Dutch request of iast 
May, supported by the French, that US and UK authorities con- 
sider the use of the ports of Antwerp and Rotterdam for ship- ‘ 
ment of goods in and out of Germany rather than the continued 
use of the ports of Bremen, Hamburg and Emden, which procedure, 
te three governments claim, is building up the German economy 
to the detriment of the western European aliies. (See page 4, 
Juiy 8, 1946 issue of Current Economic Developments.) Any 
transport and handling costs not covered by the difference in 
ocean freight between the US and the Beigian/Dutch ports on 
the one hand end be tween the US and Bremen on the other ha:.?2 
would, therefore, have to be absorbed by the Belgian and 
Netherlands Governnents. In O005 3268» US military authorities 
would reoguire assurances on satisfactory security and insurance 
against losses in transport across Europe. 














Steps have also been taken to revise Gerran railway 
freight rates so as to eliminate freight rate discrimination 
in favor of German ports, The elimination of the freignt 
rate discrimination will encourage exports from Germany through 
non:-German ports, Military authorities are now prepared to 
quote export prices FOB non-German as well as German ports 

which will give the purchases of export goods an option on 
the use of ports. It is expected that ail further discussions 
and arrangements will be conducted by the Governments con- 
cexned with US military authorities in Germany. The Depart- 
ment has not been notified of UK action in this matter. 


PRRMANENT A eae Recommendations were formulated 
ORGANIZATION . PAVYORED BY UMCc at the fina’. session cf the 
United Maritime Consultative 
Couacil (UMC) heid in Washington Octcber 24 - 30 to the ef- 
fect that: (i) a permanent intergovermnental maritime consuita- | 
tive organization should be established as a speciaiized agency P | 
of UN in the maritime field at a conference of interested 
governments tc be convened by ECOSOC; and (2) a Provisional 


Maritime Consultative Council shouid be set up forthwith as s 
an interim measure, since the UMCC ceased to exist October 31, 
a9 4d, 

US 
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, US Proposals Accented In Large 85 ts US objectives 


were achieved in large measure at the conferénce, both with 

respect to the proposal for a permanent intergovernmental” 

maritime organization and as to the procedure for its es- 

tablfmfment. The draft proposal for the permanent inter- 

| goverrmental organization finally edopted by UMCC for recom- 

} mendation to ECOSOC closely follows our proposal (see page 13, 

| October 21, 1946. issue-of Current Economic Developments.) In 
fact the US delegation was successful in having our draft 
substituted for the alternative UMCC London Working Committee 
draft originally on the agenda. No basic principle advocated 
-in our draft was deleted by UMCC. Probably the most sub- 

' stantial amendment made was a narrowing of the scope of the 

_ proposed organization in order thet matters primarily economic 
in nature could be considered by the proposed organization 
only if referred by UN. (Our proposal would have permitted 
such consideration if the economic problem were referred by 
member governments, by UN, or by any other intergovernmental 
organization.) This narrowing of scope or source does not 
apply in the case of technical matters nor in the considera- 
tion of problems relating to discriminatory and restrictive 
practices on the rart of governments and it is believed the 
amendment will not impair materially the effectiveness of 
the proposed organization. 





“ith respect to procedure our view was. substantially 
adopted. The permancnt organization would be set up as a 
result. of a conference of ¢1l interested governments to be 
4 convened by ECOSOC, instead of under the procedure originally 
| contemplated by the London Working Committee, which would 
heve by-passed UN machincry. oa ) 


The UMCC did not adopt the proposal of the Scandinavian 
Governments, supported by the US, for the continuation of 
UMCC as an interim or provisional organization. However, the 
proposal adopted for a Provisional Maritime Consultative 
Council is so similar to UMCC in scope, purpose and informality 
that we consider the departure constituted a difference in form 
end not in substance, 


» 3 , Recommended Course Of Action By US Consistent with the 
’ general course of action agreed by the Council, the Department 

now Pecommends: (1) that the US accept eas soon as possible 
the Agreement for a Provisional Maritime Consultative Council; 
and (2) that the Department at the proper time take action on 
behalf of the US in requesting ECOSOC to convene a conference 
of all interested governments for the purpose of adopting a 
constitution for an intergovernmental maritime consultative 


organization. 





* * * 
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FOUR_POVER BROADCASTING CONFERENCE The Four Power Broad- 
FAVORS OIR REMAINING REGIONAL BODY casting Conference 

- held in Paris October 28 , 
and 29, which discussed the European proposal for the creation 
of a new world broadcasting organization to replace UIR, con- 
cluded with a determination that OIR wil] remain a European 
regional body and will not be extended in scope to become a 
world organization. As previousiy determined at the Moscow 
Telecommunications Conference the discussions were explora- 
tory in nature and represented an exchange of views. (8ec 
page 17, October 21 issue of Current Economic Developments.) 














Specific conference determinations included: (1) Con- 
currence with Moscow Conference suggestion that a high fre- 
quency broadccsting conference be held after the radio con- 
ference next year and in the same place; (2) Consideration 
of the creation of a new world high frequency broadcasting 
organization; (3) Tne new world broadcasting organization 
should be established within the framework of ITU and be re- 
lated to UN. Its activities will involve cultural, technical 
end legal questions related to world short-wave broadcasting; 
(4) Between now and the World Broadcasting Conference, all 
governments would prepare proposals for the conference, in~ 
cluding the creation of a new broadcasting body, and forward 
to Bern Bureau for publication, 


@uestion of British membership. in OIR, which has hither- 
to been withheld; dissolution of the former UIR organization; 
end Soviet votes in OIR were not discussed at the conference, 
which was confined strictly to the question of creation of a 
new world broadcasting organization. 


. US Observers Attend OIR Meeting In Brussels A further 
meting of the OIR is underway in Brussels in continuation 
-of the meetings held there during late summer and early fall. 














ea = 


to. the meeting in Brussels who will report on the reaction of 

the OIR membership to the Four Power meeting in Paris and on 

any possible changes in statute to obviate the existing voting 

difficulty end bring the British: into the organization. The 

British, at the Paris meeting, indicated they will be in no hurry 

to join COIR and are sending no observers to the Brussels meet~ 

ing. They expect that existing regional broadcasting organiza- 

tions will "be federated with" the new world organization. | 
Both British and French expect OIR and other regional organiza- | 
tions to send observers to the World Broadcasting Conference. 
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ORGAIIZATICN PROPCSED &Although the bill for tre este , 

TO HANDLE GREEK SURPLUS ment cf a Greck commercial corporation 
is still pending before the Grec« 

parliament the Minister of National cconomy is expected to with- 

draw it since its sponsors have dropped the project. The US 

opposed in principle the formation of the cornoration in dis- 

cussions with the Eritisn, although no formal protest was 

made to the Greek Government. (See page 12, June 3, 1946 

issue of Current Economic Developments.) 














The British Economic ifission is now urging the formation 
of an autonomous Greek Government organization to purchase, 
transport and effectively dispose of LS and UK army surplus 
prorcrty, and incidentally to absorb drachmas and provide 
buagotary revenues. This organization differs mainly from 
the former proposed commercial corvoration in that there is 
a derinite limit to its duration; it is a non-profit-making 
institution; there will be no foreign participation in its 
management; and it will not be autnorized to engage in im- 
port-export trade or other commercial activities of any kind. 


The law establishing the proposed organization, which was 
drafted with the cooperation of Greek business circles, has 
been initialed by the Ministers of Finance end Economic Co- 
ordination and is expected to be approved without opposition 
by the interim parliamentary committee. The new organization 
will be managed by a wholly Greck administrative board of seven 
members and will act as an agent of the government in handling 
the above-mentioned surpluscs purchased or received free of 
charge by the Greek Government. Subject to egreement witn 
JNRRA, it may be entrusted with the administration of UNRRA 
supplies, except foodstuffs, upon the withdrawal of UNRRA 
from Greece. The organization will be in operation three 
years, subject to earlicr curtailment or extension as necessary. 





* * * 
TERS OF REFERENCE CUTLINED FOR One of the principal purposes 
PROJECTED US Visi IOh TC GREECE of the projected US economic 





mission to Greece (see page 2, 
October 21, 1946 issue of Current Ecornic Developments) will be 
to study the Greek economy and to recommend to the Greck vovern- 
ment stevs for the effective utilization of Greek resources to 
improve internal conditions. In this connection a memorandum was 
delivered October 29 to the Greek Embassy in Washington outlining 
the program deemed essential for economic recovery, including 
steps to: (e) stimulate exports; (b) maximize domestic production 
of essential commodities; (c) reduce non-productive government 
expenditures in order to meke funds available for reconstruction, 
and effect reforms in government administration and taxation; 

(d) obtain control and utilize effectively foreign exchange earned 
_by the Greek national economy; and (@) prepare and implement a 
realistic reconstruction program, Although enother principal pur- 
pose of the mission will be to study the extent of foreign as- 
sistance necded, it is not intended that the Greek Government be 
encouraged to expect more credit than it is likely to receive. 

The Greek Government is being informed that e study by the missiao 
of different segments of the Greek economy or particular projects 
dees not carry the implication of a loan. 
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ITALIAN OIL PROBLEMS SETTLED; SWISS DENY A recent trip of 
INTENT TO ESTABLISH OIL IMPORT MONOPOLY State, UNRRA, and 

Arny-Navy~Petroleum 
Board (ANPB) representatives to Italy to discuss petroleum 
problems of mutual concern to the three agencies resulted in 
egreement in principle on the five major points under con- 
sideration: (a) extension of the Comitato Italiano Petroli, 
(b) reactivation of certain Italian petroleum refineries on 
UNRRA crude oil, (c) de-requisitioning of tankage at the re- 
fineries by the military in order to make the refining pro- 
gram possible, (d) availability of shuttle tankers to trans- 
port products from the refinery at Bari, and (e) the general 
question of desequestration, 





Extension of CIP The Comitato Italiano Fetroli was sect 
up by the Allied forces to control the entire oil industry 
of Italy for a period of not more than two years. Recently, 
however, the Italian Government indicated that it would like 
to see the Committee termineted. If this were done before 
desequestration of the properties of the US and British 
companies, which were sold to the Italian.company during the 
war, the latter would have a temporary monopoly of the 
petroleum industry in Italy. Instructions were given for the 
extension of CIP until December 31, with the understanding 
that if normai operations in the industry had not been resumed 
by that time, the life of CIP would be further extended. 





Use of UNRRA Crude In Refineries UNRRA had carlier pro- 
posed that certain refineries in Italy be reactiveted, using 
crude oil suppiied by UNRRA. Two refincries, ANIC at Bard and 
Socony at Naples, are ready for operation, and two more are 
expected to be brought in on the program. Since the US and 
UK military controlled all the tankage in Italy, it was 
necessary to arrange with them to release the tankage at 
the refineries in order to permit operation. Similarly 
shuttle tankers were needed for transport from the ANIC re- 
finery. It was agreed that initiation of e crude oil re- 
fining program as expeditiously es possible was desirable 
from the point of view of the Italian Government, to which 
will accrue any savings resulting from the supply of crude 
oil instead of refined products; of the US, which is in- 
terested in having industry in Italy revived as rapidly as 
possible; and of the companies, which are eager to resume 
operations there. UNRRA has already entered into a contract 
for a two months' supply of crude oil for the program, which 

.ld begin to arrive at the refineries the latter part of 
tais month. 





Desequestration of Oil Company Froperties Before the 
visit of the inter-agency group very little had been done in 
this line. The oil companies concerned wrote a letter in 
July to the Italian Government giving their views on certain 
issues which nceded to be clarified before they would be in a 
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position to take back their properties under the desequestra- 
tion decree. These included: (a) assumption of responsi- 
bility by the Italian Government for what had happened during 
the period of sequestration; (b) the companies' responsibility 
to take back personnel and the conditions under which they 
were to be taken back; (c) the provision of working capital to 
enable the companies to start operations (They asked for 
emounts approximating the funds in their bank accounts when 
the Government took over.); and (a4) the provision of funds 

for the rehabilitation of damages suffered by the refineries, 
Discussions were initiated between the companies and the 
Italian Government and satisfactory agreement in principle 

was reached on these issues, ) | 


Indications are that implementation of the decisions 
reachcd with the Italian Government is not going ahead as 
rapidly as might have been expected and we have asked Embassy 
Rome to investigate end advise whether further action should 
be taken by the Department, 


Swiss Disclaim Intention To Establish Oil Import 
Monopoly In conversation with a Department officer Swiss 
Government officials categorically denicd that they intended 
to establish an import monopoly in oil, as was earlier inci- 
cated in reports from the field. (See page 5, September 3, 
1946 issue of Current Economic Developments.) They said that 
the petroleum industry was being freed fron the restrictions 
prevailing in the period before the war, and that it was 
their intention to establish a free and competitive market 
of the type they feel our Trade Froposals contemplate. Such 
efforts as are being made toward the re-establishment of pre- 
war marketing agreements, they said, are coming from the oil 
industry and not from the Swiss Government. They did imply, 
however, that certain steps might be taken if there were any 
pronounced tendency for imports to flow into Switzerland at 
prices lower than those prevailing in the world market. 

These measures did not involve an import monopoly, but rather 
some means of equalizing import and world prices at the Swiss 
borcer, with the proceeds therefrom accruing to the Government. 

















The Swiss stated further that, while agreement to import 
from sources prescribed is a condition for the issuance of 
an import license, they do not intend to initiate use of this 
device as a matter of Swiss policy. They will resort to it 
only if forced to do so through failure of plans to free 
trade generally and through the adoption of similar practices 
by other governments, 


Progress Made On Cairo--Sucz Pipeline Disposal Ata 
meeting last week of UK and Foreign Liquidation Commission 
representatives with the US Petroleun Attaché in Cairo to 
discuss disposal of the Cairo-Suez pipeline (See page ll, 
October 21, 1946 issue of Current Economic Developments) it 














was 
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was agreed that the Agrud-Cairo section could be sold to the 
Egyptian Government provided the latter made satisfactory -r- 
rengements for its lease to private companies for operation as 
a common carrier. The British reported that War Cffice in- 
structions were not to proceed with disposal of the Suez- 
Agrud section of the line pending further instructions which 
depend upon the outcome of the present treaty negotiations. 
However, the Army will allow commercial use to the purcheser - 
of the Agrud-Cairo section or they will permit severing of 
the military section to allow construction of a new Suez- 
Agrud line. FLC and the UK Army will proceed immediately 

to final determination of (a) total cost and present value 

of installations; (b) division of sales proceeds between 

the US and UKs; and (c) division of accrued revenue, After 
determining the above, the only steps remaining will be to 
secure approval in London of the procedure agreed upon, 

which is being urged by UK Legation Cairo, | 


IEFC_ ADOPTS COMMITTEE RECOMMENDATIONS ON The drafting 








BARTER AND BILATERAL TRADE AGRESIVENTS committee of the 
International 


Emergency Food Council, which was appointed to formulate a 
policy on the barter and bilateral trade agreements proposal 
which was presented to the Council, (See page 6, October 21, 
1946 issue of Current Economic Developments) suggested the 
following proposal which the Council adopted: The Council 
recommends that (1) its member governments shall notify the 
Council promptly of the relevant provisions of any specific 
arrangements determining the quantities of imports and ex- 
ports, including particularly bilateral trade and barter agree- 
mcnts, insofar as they relate to commodities within the purview 
of the Council; and (2) in developing recormendations for inter- 
national distribution its commodity committees shall take into 
account the total resources available to each country and, 

while giving due consideration to the movement of commodities 
provided for in such special arrangements, shall not regard 

the existence of such arrangements as in any way hindering them . 
from putting forward recormendations designed to insure the 

most effective use of food resources during the present 


emergency. 
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} USSR, CZECHOSLOVAKIA AND YUGCSLAVIA In response to 

UNWILLING TO ATTEND DANUBE CONFERENCE Secretary-Genersl 
hia Lie's inquiries to 

: seven countries on their willingness to participate in a 
Danubian conference before November 1, es hed been proposed 
by ECOSCC, affirmative rcvlics were received from the UK, 
US and Greece while negative replies were reccived from the 
USSR, Czechoslovakia and Yugoslavia. France, while reaf- 
firming her support of freedom of navigation, explained she 
would be unwilling to participate in a conference in the ab- 
sence of the Danubian states, Lie has forwarded all of the 
ansvers to the delegations of the seven interested govern- 
ments with a request thet they state whether, under the 
circumstances, they desire the convocation of a conference. 








The ECOSOC recommendation for the Vienna meeting came 
aftcr defeat of Yugoslavia's proposal that the US return 
their Danubian barges now in the custciy of our military 
authorities. (See page 9, October 14, 1946 issue of Current 
Economic Develooments.) The conference proposal was approved 
by ECOSCC over strong Soviet opposition. 











Refusal to ettcnd the proposed conference makes even 
more important action which will be taken on Danubian 
problems at the New York meeting of the Council of Foreign 
Ministers. The Paris Conference approved by a vote of 
15-6 a joint US-UK proposal for free nevigation on the 
Danube River. It also agreed that e211 Danubian states and 
the Big Four would have a conference within six months 
aftcr the Rumanian treaty goes into effect for the purpose 
of establishing the river's "new internationcel regime," 
however, in Molotov's address at the close of the Paris Con- 
ference he clearly indicated Soviet displeasure over the 
Danubian decisions, emphasizing that in the 15-6 vote of 
the plenary conference decisive votcs were cast by dis- 
interested countries like Norway, India and Ethiopia, 
which might have been expected to be impartial but actually 
were under pressure, 


BRITISH ASK THAT US WHEAT IMPORTS . Tae British have formally 
i ZONES GERMARY Be POCLED requested what wheat sup- 


plics from US sources 
which have been ellocated to the US and UK zones in Germany 
for the October/December period be pooled in order to prevent 
an early breakdown in the distribution of supplics in the UK 








zone 
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zone end a sharp reduction in the ration level. The October/ 
December allocation to the UK zone from US sources is now 

set at 140,000 tons which is deemed wholly insufficient for 
the needs of that aree. Diversion of other supplies available 
to the UK to the British zone is not feasible or possible 
since scheduled shipments to the UK will not meet.the require- 
ments of the UK and other areas of direct UK responsibility. 
It is proposed by the UK, therefore, that the total of 

565,000 tons scheduled for export from the US to western 
Gerrany es a whole be shared between the two zones proportion- 
ately on the basis of their stated import rceauirements for the 
crop year, While this would not permit any stockpiling it 
would permit the continued maintenance of the agreed joint 
1550 calorie ration until the end of the year. 


! 
——_— ~—— 
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This weekly publication is designed to highlight developments in the eco- 
nomic divisions of the Department of State, and to indicate the economic prob- 
lems which are currently receiving attention in the Department. It is suggested ' 
that copies be retained on file, as reference will sometimes be made to previously 
reported items to avoid repetition. 


Document Security Instructions 





This document should be treated in accordance with current instructions 
regarding security measures for SECRET material. Extreme care should be ex- 
ercised to avoid public or private discussion of the information herein with or in 
the presence or hearing of any person not authorized to have knowledge thereof. 
For general purposes all classified Foreign Service Officers and other responsible 
economic officers are authorized to have knowledge of the contents of this docu- 
ment, responsibility for the safekeeping of which will be assumed by each recipient 
thereof. It may be retained in protected “'s or, at the discretion of the recipient, 
destroyed by burning. If not perse:...., disposed of by the recipient, he will 
assure himself that it is burned in .'% manner prescribed for SECRET material. 
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TOP LEVEL DISCUSSTONS TAKING PLACE WITH Beginning November 13 

BRITISH ON GErIAN BI-ZONAL OPERATIONS a serics of discussions 

will be held in 

: Washington between British and US o:ficials on financial and 
economic questions relating to bi-zonal arrangements between 
the two occupation zones in Germany. The increasing cos*s to 
Britain which will result from bi-zonal unification has veen 
of grave concern to the British Cabinet and it was deemed ad- 
visable to corsult with the US and determine on a governmental 
level the program to be followed es a result of the fusion of 
the two zones. Of immediate concern to the UK is the present 
food position in their zone of Germany. An extremely low level 
of stocks endangers not only the joint target ration level of 
1550 calories agreed upon by US and UK authori*ies but also 
threatens a breakdown in the raticn system in the UK zone, 








The British delegation to the “ashington talks, headed 
by General Robertson of the Britisn Element Control Commission 
and Sir Devid “aley of the UK Treasury, inciudes members of the 
UK Foreign Office, Treasury and Control Office for Germany and 
Austria, in addition to members of the Embassy staff. General 
Hilldring, Assistant Secretary of State, will be in charge of 
the discussions for the US, Assistant Secretary Petersen wi. 
represent the Var De partment ang Ceneral Ciay wiil 4-1 TY 


OMGUS, The initial meeting will be opened by Under Secretary 
of State Achescn. 


as follows: (1) estimate of cost (to date, for 1947, and long 
range); (2) division of cost between participating governments; 
(3) short-term economic policy on food, coal and exports; and 
(4) machinery of external trade under fusion. After preilimi- 
nary discussion with the British the following tentative agenda, 
proposed by the Department, was edopteds 


Proposed Agenda A proposed Britisn agenda was submitted 


1. Division of Financial and Proeurcment Responsi- 
bility for Civilian Supply 


a. Costs prior to bi-zonal arrangements 


b. Estimate future cost - 1947 and long- 
range 
. ec. Financial responsibility for above in 
reiacion to past and future exports 
(in light of pooling arrangements, 
quadriveartite agreement) 
d. Treatment of imports for DP's 


: e. Division of procurement responsibility 


2. Short-Term 
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26 Short-Term Economic Policy 


a. Food 
(1) Ration standards 


b. Exports 
(1) Imported rew materials -- 
processing agreer nts, govern- 
mental inventcry edvances 


3. Bi-zonal l'achinery for External Trade 
a. Benking and currency arrangements ‘ 
b. Relaxation of barriers to trade 
c. Bi-zonal German trade agency 


d. Bi-zonal trade with Austria, in- 
ciuding coal, electricity 


4, Date of Entry Into Effect of Bi~-zonal /.rrangements 
ae Completion of German agencies 


b. Announcement of arrangements to other 
occupying powei'’s 


To the extent that details of post-UNRRA financing of Austrian 
relicf remain unsettied, it is likely that the US will propose 
their concurrent settlement. 


Food Crisis In The UK Zone The past*weck has seen a 
decided deterioration in the food situation in the UK zone 
Germany with the British reporting that they expect a serious 
crisis by the middle of November unless edditionel supplies are 
immediately allocated and delivered to *ret area, Newspapers 
in the UK heve placed the blame squarely on the US for failing 
to allocate jointly to the US-UK zones, charging that we are 
sending three-fourths of US supplics to the Amcrican zone and 
only one-cuarter to the more densely populated British arca. 
While it is believed that a temporary solution can be found 
in the Washington taiks, the British press is of the opinion 
that a complete answer can only be found through economic uni- 
fication of the whole of Germany. In the meantime, the US is 
asked to alleviate the situation since the Pritish home ration 
cannot be cut further to previde supplies to Germany. 








The situation has been Giscussed with members of the UK 
Embassy in Washington and the British informally asked the ac- ' 
ceptance of two principles: (1) that the food requirements of A 
the UK and her arcas of direct responsibility be accepted by 
the US on a preferential basis, having as an c’cntual goal the 
lifting of the bread ration in the UK; and (2) that the common 


responsilility 
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responsibility of the US and UK to mcet the requirements of the 
British end Amcrican zones macommon mtimsele be recognized. 


Scheduling of edditional supplies from the US to the UK 
zone would jeopardize War Department food programs for all US 
occupied areas, and the War Department states it cannot reduce 
further its food allocations to Japan to assist the British. 
General Clay was therefore asked to state his position with 
respect to the British proposal that October-December wheat 
allocations be pooled, that the US zone loan a portion of its 
October-December supplies to the UK zone provided repayment 
can be made early in 1947, and that the Octobcr-Becember pro- 
gren for the US zone be reduced in order that the UK zone pro- 
gram may be increased. In reply, Clay stated emphatically 
that supplies should not be pooled until after agreement is 
reached on bi-zonal financial responsibility, especially since 
no agreement has been reached with respect to sharing the 
deficit after indigenous supplies and proceeds of exports 

eve been fully utilized. In addition, the British have 

given no guarantee of actual payment for the US share of ex- 
ports under the export proceeds pooling agreement. Since 
onerel Robertson informed General Clay that he could make 
no commitment with respect to financial arrangements nor with 
respect to settlement of the pooling agreement for past cxports 
until after the New York CFM meeting on Germany, Clay informed 
Robertson that in the absence of such an agreement to share 
the respective costs end failure of the UK Government to _ 
meke an accounting of the export procecds, he could not con- 
sider that a bi-zonal agreement existed. Robertson was also 
informed by Clay that as a result of the above situation, 
Clay could not recormend to his government any favorable 
consideration of the UK request on food. However, General 
Clay stated that ne is prepared to divert wheat shipments 

to the UK zone from the US zone when they can be spared and 
when a definite commitment is received on repayment. In the 
meantime, General Cley strongly urges the “ar Department to 
refrain from making any changes in food allocations. If the 
bulk of the 425,000 tons of wheat allocated to the US zone are 
received before the end of the year, Clay feels tnat he can 
make 150,000 tons available to the UK zone on a loan basis. 

At the present time, flour stocks in the US zone are sufficient 
for 45 days only and for less than 10 days in the UK zone. 
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DANUBIAN RIVER SRAFT TO The President has approved the 

BE RSSTITUTED IMMEDIATELY immediate restitution to 
Yugoslavia, Czechoslovakia, 

‘Hungary, Rumania and Bulgaria of some 450 Danubian river 

craft belonging to those countries and now held in the US 

zones of Germany and Austria. SWNCC has transmitted to JCS 

a statement on this policy, rescinding the previous SWNCC 

directive, for urgent dispatch to the US commanders in ‘ 

Germany and Austria. We have never questioned the ownership 

of these vessels but have been holding them with a view to 

reaching international agreement concerning freedom of 

navigation on’ the Danube. Since the Paris Conference recom- , 

mended by a two-thirds majority that the peace treaties of 

Bulgaria, Rumania and Hungary include clauses providing that 

navigation on the Danube be free and open to ail nationals, 

vessels, and goods of all states, and that a conference of 

all interested states be convened within six months of the 

coming into force of these treaties, we are returning the 

river craft in the hope that they will operate freely 

throughout the whole navigable extent of the river. 








PORTUGUESE SAFEHAVEN NEGOTIATIONS Early in September a 
DISAPPOINTING; SPANISH TS&LXS TO OPEN group from the Depart- 

ment, neaded by 
Seymour Rubin, Deputy Director of the Office of Economic 
Security Policy, went to Lisbon to conduct Safehaven negoti- 
ations with the Portuguese, with piens to later open discus- 
Sions with the Spanish. Negotiations opcned with the 
Portuguese in’ Lisbon September 3 and to date have been quite 
disappointing. The formai opening of the talks with the 
Speniards is scheduled for November 12. 














_ It was decided to keep both negotiations informal with 
full Embassy participation so if a conclusive agrecment is 
not reached, the discussions can be continued by the Embassy 
staff without any apparent break in the talks, Prior to the 
US delegation leaving the States it was decicced that since 
dollar receipts from the two progrems were not likely to be 
lerge in any case, the deiezation would attempt to obtain 
complete and unhindered Ai.ied controi of important German 
holdings, sacrificing, if uscessary, breadth of coverage 
with respect to unimportant properties in. order to eliminate 
insofar as possible adwinistration of the program by the 
locel government. 


Portuguese Negotiations Opening the discussions, the 
Portuguese deiegation stated that their government was 
anxious to effectuate the return of property Looted by 
Germany and to cooperate in neutralizing German economic 


influence 
DECLASSIFIED FOR PUBLICATION IN FOREIGN ant iu 


RELATIONS OF THE UNITED STATES 





ne 


influence. Shortly after the meetings started the Allies 

submitted a draft proposal which resulted only in the 

Portuguese presenting e completely unsatisfactory counter 

proposal. Continuous discussions produced little results 

when the Portuguese insisted on the inclusion of several 

principles totally unacceptable to the Allies. They in- 

cluded: (1) Liauidation of only those German assets ac- 

cuired by Germans resident in Germany after September 1939, 

plus liquidation of property which is proved, to the satis- 

fection of Portuguese authorities, to belong to war lerders, 
their essociates or collaborators. (2) Turning over to the 

Allies the balance of German State property (the Legation 

already being in Allied possession) only after payment of 

all "legitimate" Portuguese claims, These claims were 

tsntatively defined by the Portuguese to include ship sink- 

ings, loss of profits, miscellaneous commercial claims and 
claims of Portuguese agencies against private German companies 
for non-delivery of supplies. "Nile there has been some <. di- 
cation that the Portuguese will accede to a reduction in the 
amount of the claims (loss of profits has already been in- 

' forrally waived) the Portuguese will no doubt insist that 
these claims should be a first charge sgainst German official 
property, (3) Control by Portuguese authorities of the 
marshalling and liquidation procedures with limited and 
minority Aliicd participation and then only in the final 
stages of liquidation. With respect to looted gold in their 
possession, the Portuguese insist that they bought the gold 
in good faith and they must be reimbursed if the gold is 
restituted. Repeated discussions with the Portuguese fail 
to indicate that Allied arguments on gold have convinced 
them or shaken then from their viewpoint. Although we have 
presented documentary proof with respect to. about 13 million 
dollars of gold looted fron Belgium, the Portuguese have 
asked for more information before they will consider the 
proof cdequate, If they finally do offer a gold settlement 
of some sort, it is the beiief of the US delegation that 
they will derand in return complete compensation from tne 
German assets located in Portugal. A new Allied draft ac- 
cord, including the maximum concessions which can be made, 
has been informally presented to the Portuguese Under 
Secretary of State and Minister of Finance. Conversations 
with Portuguese officials seem to indicate that they will 
submit a counter proposal within a few days based on the new 
Allied draft. Reports are that the gold issve is not covered 
in the counter proposal. It has been pointed out to the 
Portuguese that the Allies consider the gold settlement an 
integral part of the overall negotiations and we have emphssized 
the desirability of normalizing the relations of the Bank oi | 
Portugal with the centrai banks of other governments. 


Spanish Negotietions The opening of the Spanish negoti- 
etions was deleyed for e considerable time because of Spanish 
refusal to admit French participation in view of the absence 
of complete diplomatic relations between the two states and 


French 
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French opposition to Spanish membership in the International 
Court. An acceptable formula for French perticipation was 
finally reached the first week in October and accepted by 
Bidault and the Spanish Cebinet. In the letter half of 
October, through an exchange of notes, the Spanish Govern- 
ment agreed to recognize the ACC as exercising the functions 
and rights of the former German Government; to recognize the 
US, UK and France cs the representatives of the ACC in Spain; 
to turn over to the Allied Missions e211 German public and 
Scmi-public property in Spain; and that final disposition of 
Gorman public and semi-public property will be determined in 
later negotiations concerning all German assets in Spain. 
There was considerable controversy over Spanish insistence 
cn the inclusion of e clause which stated tha. the ACC for . ; 
Gerrany "will assume, after its recognition ty Spain as the 
Government of Germany, the rights and obligations incident 
to its status as a Government." Both the Department end 
OMGUS finally consented to the inclusion of this clause on 
the understanding that obligations essumed do not include 
any obligations of a former Germen Government and include 
only such obligations as may result from the program for 

the liquidation of German asscts in Spain. 


At a meetine of the representatives of the three 
Allied Governments it was agreed that they would insist, 
prior to the opening of rormai negotiations, that Spain 
deposit in a bank account in the name ~* the ACC representa- 
tives all official Cerman funds which taney hold; unblock 
Sofindus affilitates so that they may be liquidated or 
sold; transfer title of real property from the nave of the 
previous German Government to the aCC representatives; ap- 
prove for sale certain companies previously contracted for 
but not as yet approved by the Spanish; and deliver to the 
representatives certain companies held to be parestatal. 
In addition, the Spanish wiil be asked to deliver title to 
Gerren schools and hospitals. The first formal meeting 

etween the Allies and Spain is schcduled for November 12, 


SECRET 


* + | * 
THORP _NANED ASSISTANT SECPETARY Willard Thc-\p was named 
OF STATE FOR ECONOMIC AFi®A2 4S last week by the President 





to be Assistant Secretary 

of State for Economic Affairs, filling the vacancy created 

when William L. Clayton becxauv Under Secretary for Economic 

Affairs, The appointment of Ifr. Thorp will be subject to 

Senate confirmation when Congress convenes in Januery. 

Mr, Thorp entered ths fvav: Durcrumen*® on Juns, 1445 waoen he 

was named Deputy to Hr. Clayton, then Assistant Secretary for ‘ 
Economic Affairs. He has been a Department representative .% 
many international conferences including the recent Paris * 
Conference where he was economic adviser to the US deiegation. 
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US DELEGATION AUTHORIZED TO ACCEPT PRICE In accordance with 
STABILIZATION 4S ONE OF ITO OBJECTIVES required procedure 
| under our trade 
agreements program, public notice of our intention to nego- 
| tiate trade agreements with the other 18 countries members of 
the International Trade Conference Preparatory Committee was 
released for publication on November 10. The list included 
Australia, Beigium, Brazil, Canada, Chile, China, Cuba, 
Czechoslovakia, Frence, India, Lebanon (the Syro-Lebanese 
Customs Union), Luxembourg, Netheriands, New Zealand, Norway, 
Union of South &frica, the USSR, and the UK. ijihile the 
Soviets have not replied to our invitation to negotiate is- 
sued 11 months ago, it was decided not to omit them from the 
list. (See page 2, November 4, 1946 issue of Current Economic 


Developmen:s.) 














Soviet Interest ™n ITO In conversation with members of 
the US delegativa, Klentsov of the Soviet Trade Delegation in 
London showed an interest in the drafting of an ITO Charter 
and wouid like to have further discussions. He referred again 

- to the difficuity the USSR is having with regard to competent 
personnel. While his attitude was friendly, he was obviously 
suspicious of western economic projects. Witn regard to the 
global purchese idea he commented that the USSR could not do 
much about planning imports until they were sure of foreign 
exchange possibilities. 





Employmen* Chapter A draft employment chapter, recom- 
mended to the employment committee by a drafting subcommittee, 
has been approved by the US delegation and Mr. Winant. it 
calls for recognition that maintenance of useful employment 
opportunities for those able and willing to work, and of a 
high and steadily rising demand for goods and services, is 
not of domestic concern alone but is a necessary condition 
for the expansion of international trade. Measures teken by 
individual countries to sustain demand and employment should 
be consistent with other provisions of the ITO Charter and 
should avoid creating balance-of-payments difficulties for 
other countries. While these measures will be primerily 
domestic, they should be assisted by the reguler exchange of 
information and views among members and be supplemented by 
international action sponsored by ECOSUC and carried out in 
collabération with the specialized international agencies. 





Each member will take action to achieve and meintain 
full employment and high and stable levels of cffective de- 
mand and to develop economic resources and raise standerdcs 
of productivity within its own jurisdiction through measures 
appropriate to its political and economic institutions and 
compatible with the other purposes of the organization. Each 
member will also act to eliminate substandard conditions of 
labor in production for export and generally throughout its 


~ ga 
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jurisdiction. Each member agrees that, in case of a funda- 

mental disequilibrium in its balance of payments, involving 

other countries in persistent balance--of-peyments difficul- 

ties, which handicap them in maintaining employment, it will 

“make its. full contribution to action designed to correct the 
maladjustment. The ITO will have regerd for the need of men- oo 
bers to safeguard their economies against defletionary pres- 

Sure in the cease of ea serious or abrupt decline in the effec- 

tive demand of other countries. Members agree to participate 

in arrangements sponsored by ECOSOC for the exchange of infor- 
mation on domestic employment problems and policies and for 
consultation with a view to concerted action on employment 


policics, 





Commodity Chapter The US delegation has been authorized 
to approve inclusion of reduction of price stebility among 

the objectives of the iTO as stated in Chapter I, Article I 

of the Charter. It was considered difficult to avoid accent- 
ing this in view of instructions given the US representative 

at the Copenhagen meeting of the Food and Agriculture Organiza- 
tion and in view of pressures domesticaliy and outside the US. 
However, we feel that the objective should be stated in gen- 
\eral terms end should not refer to the desired ievel of 

prices. Phrases such es "levels fair to both producers and 
consumers" and "the level which expresses the Long-term reia- 
tionship between forces of supply and demand" imply that some 
organization wiil try to regulave prices, as cailed for in 

the Irr Plan. The delegation has been instructed not to agree 
to changes wnich would modify in any important way the bur- 
densome surplus and widespread unemployment formule, nor to 
any language which approves international buffer-stock schemes, 


whether for one commodity or several. 





4510 


We feel that the UK, in attempting to inject a ergrpeces 
for buffer stocks, is failing to iive up to tne part of the 
US--UK Financial and Commerciai Agreement relating to commer - 
cial policy in which they state their support of the Proposals. 
The Prcposals say only that the Commodity Commission shouid 
investigate commodity problems, including the problem of an 
international buffer~stocks organization cr other arrangements 
which are proposed as a means of promoting solutions to com- 
modity problems. We have no objection to such a proposed in- 
vestigation, but we strongly object to the British bringing 
up the buffer-~stock questicn at the Preparatvury Committee 
meeting and believe it wiolates their agreement with us. 


At a meeting of the commodity committee to discuss the 
relationshiv between the FAY and tne ITO no disagreement was 
expressed with the US position that ali commodity agreements ‘ 
should come under the agency concerned with trade policy. 
France urged that FAO study production and consumption, ad- 


vise the ITO commodity commission, and suggest means of 


+ 
nn amy ay ah 


implementing 
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implementing FA) progrems. The UK suggested that the FAO be 
given the right to recommend immediate action in urgent cases, 
fkustralia suggested that the FAO inform the ITO what commod- 
ities need attention and thet the FAO be represented in nego- 
tiating agrcements 2nd on the commodity councils. Cube urge 
that a clear statement be made on the relationship between 
the two organizations. 


— 


* *~ * 


US FAILURE TO EET CO! NTTME) NTS ON EXPORT The haste in 
OF SHORT SUPPLY CO 











MMODITiIES HELD SERIOUS abandoning controls 
needed to implerent 
our foreign ccmmitments, which is reflected by certain actions 
of our supply agencies, has been called to the attention of 
Agriculture, Commerce and the Civilian Froduction Administration 
by Clayvon. CPA is showing reiuctance to help in making es- 
sential supplies available for export, and Azricuiture has 
dropped many controls needed to assure supplies of foodstuffs 
ior shipment abroad, thus endangering the continuance of inter- 
national allocations by the international Emergency ft'ood voune 
cil. There is reason to believe that Agriculture intends to 
avandon all national and internationai allocations by the en 

of this vear, even thovzgh tne US Government is committed to 
cooperation in programs for the proper distribution of world 
food supplies tirough the IEFC. 





» Ye feel that the agencies concerned should be persuaded 
that it is still very much to our national interest to maxi- 
mize our exports of supplies critically needed abroad and 
that priorities, set-asides, restrictions on domestic con- 
sunption, import control, Government procurer.ent, and other 
such measures snould be continued to tnis end. ‘“’e hope that 

Agriculture will agree to participate during the life of 

| IE¥C (which is to continue until December 31, 1947 unless 
the food situation should ease sufficiently to permit its 
pricr dissolution) in internationai allocations of important 

commodities in global short supply when such allocations are 
favored by most of the governments chiefly concerned 


UK Comments The British press has been particularly 

vocal in recent weeks in pointing to the failure of the US 

> Government to take action on behalf of foreign purchasers 
in US markets, The papers point out that wheat is not 
coming to the UX in anticipated quantities, that supplies to 
other countries have fallen snort of exvectations, and that 
this situation following North smerican bumper harvests is 
disappointing to many countries. Particular attertion is 
called to the political significance of ignoring the needs 
of eastern and southeastern Europe and India. 





baa * * 
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LOAN A£PPTICATIONS BEING The International Bank hes to 
CONSIDERED BY WORLD “BAI 1K date received and admitted az 





eligible for stucy and negotiation 
ican applications of Chile, Denmars , and Frenec. It has also 
received ietters or intent ’ from Poland and Czcchoslovakia, 
Representatives of the Netherlan nas, Belgium and Luxembourg 
heve indicated the probability thet their nations would short- 
ly apply. It is understood that some loan requests may be in 
process of formitation in Mexico, Brazil, Greece, Egypt, and 
Iran, 


In accordance with the Articles of Agreement, the Bank 
hes estebiished loan committees for Chile, Deumark and France. 
In each case, they are composed of the director or assistant 
director of the four principal departments: Loan, Research, 
Legeai and Treasury, and the representative of the Governor 
for the applicant member. though the Executive Directcrs 
are not yet ready to oR oh forral negotiat- on as Gdistinct 
from study, they have requested the Bank members of the loan 


committces to bring in promptiy interim reports fully 

escrising the loan projects so that the Executive Directors 
mey formu.ate ioan policies and negotiation instructions. In 
crder to speed up the svucyv of vending ioan aQppiications, are 
rangements of an informal character have been made SO thet 
members of the Eximbank steffi w 


t 

111 furnish engincering and 
e2onomic edvice end members of . 

a 


1 

C Staff will supply techni- 
cvl advice and general econorid nd financial berg ye ies. 
A.cangements have been made for “he Bank to consult with and 
rofit by the experience of the w»imbank concerning the draft- 
ing of loan contracts and the establishment of adequate super- 
visory arrangements. 

The Executive Directors have egreed that it would be 
appropriate to contemplate not more than $500-5600 million 
of firm loan commitments prior to testing the mar rket for the 
Be..«'s own obligations. The total usabie funds at present at 
the disposal of the Ban are about ~800 million, 


No decision has been teken as yet regarding the timing 
of the first issue of secu rities by the Bank, but acticn on 
this may be expected be tween Decemver and April. 


Chi tean I Requesv | isl For Develenient Purposes Chile has 
appiied for a loan of ‘$40 mitiion and has presented a program 


encompassing e.ectrification of state railways, wood industries, 


power piants, trolley bus program, port improvements, and 
miscellancous coastrustion items. Included in the amount re= 
quested is the total cost of imported equipment. Since certain 


large manufacturers wouid undoubtediy take a portion of the 
risk, as they heve similerly with Eximbenk loans, the program 


probad..y 
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probably could be carricd out with a somewhat smaller tctal 
Eank credit, ‘The terms asked by Chile are 15 years at four 
percent interest, with amortization beginning in the third 
or fourth year. 


Danish Request Includes Consumable Supplies Denmark 
presented tt the Bank with the same request for 2 S50 miliion 
credit that had previously been considered by the Zximbank. 
About one--third of the total requested from the Eximbank was 
asked for machinery, transport equipment and parts; one.-tifth 
for consumer goods; and the remainder for fuel, feedstuffs, 
and fertilizers. The Danes are now going over these items 
and they may be revised. The Danish data is not well enough 
presented .to make possible precise determination of whether 
those import it2ms which are directly related to a program 
of reconstruction of agricultural industries, even though 
consumed over a brief period of time, may in some circumstances 
constitute part of specific programs of reconstruction. The 
Danes requested twenty-five yeer terns. 








Frenih ant Rehapiis tation Log Loan The French loan request 
on end an overall memorandum re- 

questing ‘this ‘eames st nted it was to pe used for the follow- 
ing purposes: production of enerey, Sans por Se Sen and c-n- 
munications, steel industry, industry of electrical construction, 
industry of mechanical construc ticn, chemical industry, builcing 
reconstruction and public works incustry, other inaustrics, 
Ag-iculture and miscellaneous items amounting to 925 miliion, 
The memorandum proposes ~ long-term credit to we adininistered 
through the wuredit Nacional. 





Polish Reconstruction Request Not Documented The Poles 
have presented 2 Fetcs 


* oT yl 


not yet documented for reconstruction 
loans totaling $600 million to be spread cver thirce years. It 
is not likely that a detailed decumentation of the 1947 pro-- 

: gram will be submitted tc the Bank before December 1, anc no 
consideration of the Poiish request is in progress. 


Czechs Have Not Yet Made Presentation No presentation 
hes been forthcoming fron the Czechs since early in Augusv 
when a simple letter was submitted mentioning the need of 
credits of $350 miilion. The suspension of Czech ican 
negotiations by the US apparently has not hastened the pre-~- 
sentation of a Czech loan program to the International Bank. 





Dutch Reyuest Is Informal Tne Bank has been informai-y 
advised that the Dutch intend to appiy for a $300-$500 million 
credit for recon.iruction projects when their present discus- 
Sicns with the Eximbank have been conciuded, 


* 4 * 
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OIL COMPANIES REACH &GREEMENT WITH SIAM; Negotiations by 
TIN COMMISSION TALKS NEAR CONCLUSION Stancard Vacuum and 








Sheil companies 
with the Siamese Government for purchase of the government 
refinery and instelletion in Siam have resulted in a proposal 
by the Siamese Covernment which the oil companies’ represent: - 
tives consider very satisfactory. Legation Bangkok is urging 
that installation facilities be turned over to the companies 
imnediateiy in order that they may handle the imminent arrival 
of oil stocks, leaving the details of the agreement and tne 
determination of price to be settled as soon as possible. 


Since the Siamese Government cannot give assurance, as 
recuested by the oil companies, that the government oil fue. 
dcpartment if continued as a functioning orgenizetion wouid 
not in the future engag> in the commercial sale and distribu- 
tion of petroleum products, the Government has proposed: 

(1) to abolish the oil fuel department; (2) to sell ell in- 
Staliations, equipment and facilities except the asphalt 
plant and railways running into the installation to the two 
companies at a fair price to be determined by a committee 
composed of representatives of the Government, the companies 
and third parties to be agreed upon by the Government and tne 
companies; (3) to lease the land which is owned by the govern- 
ment railways to the companies for a period of 30 years; (4) 
that the companies teke over insofar es possible the svaff of 
tne installation and the oil fue] department; and (5) that 
the companies undertake to supply government petroleum re- 
quirements at reasonable and competitive prices. Eariy in 
the negotiations the oii fuel department's price demands for 
tankage and other installation equipment were so excessive 
and unreasonable that the companies' representatives believed 
tnat the oil fuel department wished to discourage the saie so 
tnat they might re-enter the fieid of commercial distribution 
of petroleum products. 


Standard Vacuum representatives have expressed agreement 
in principle with the Siarese offer and have given assurarce 
that they will sell petroleum products to tne public and the 
Government at the iowest possibie price which will show a 
reasonable return and be consistent with world market prices. 
They pointed out, however, thet they could not guarantee with- 
cut exception to meet all individual competitive quovations, 
for example when "dumpiig" occurs or distress stocks are 
thrown on the market, 











Siamese Tin Commission, a temporary body to supervise exports 


of tin stocks from Siam. The Foreign Office has informed ‘ 
Embassy London that the Australian Government has withdrawn 
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Legation Bangkok TEports vnat it has been unable *o ob- 
tain an accurate estimate of the exact *onnage of tin meval 
avallavle in Siam because a considetabdle Percentage of the 
metal is being hoarded. The Britisn Legation helilieves tnat 
the Siam Mines Department's report of from 7,000 to 8,9 
tous OF metal 1s low and that the total may exceed 12,000 
cons 


- 


*« om * 
CIVIL AVIATION NEGOTIATIONS Civil aviation relations be- 
PROGRESS _1IN THE FAR EAST tween the US and the ccunvries 


of the Far East are being 


crystallized thr vgn the negotietion of bilateral civil air 
Sgroemenee in line vith this government's policy of expanding 
the internetional network of US airlines and vromoting the 


aonarel jevelopment of SNLOrnetsones air transport. The 
routes authorized in tne CHB Pacific Case decision of August 
1 provide for operations by; (1) Northwest Air lines from the 
Vest Coast over whe Great Circle to tne Kuriles, Tokyo, Man- 
ehuria, Korea, Shanghai, Manila; (2) Pen American Airways to 
Japan, ‘China and the Philippines as welt as Saigon, Singapore 
and Batavia; (3) Presentiy authorizeé Pan Americ 
ruom the US to India extended to "bores. Siam, 5 
MNanila and Seizgon to Ccrina yl »- to Singapore a 
_¢ and (4) Presenily authorized T ‘A services from the U 
india exterded to Indo-China anc China, 


an services 
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We are in the final stages of negotiation for btilaterel 
air transport agreements with Chine and with the Philippines 
wrich will provide the necessary inter-governnental agreements 
for the operation through these countries of our contemplatea 
scheduled commercial services. Existing agreecnents witn the 
British and the French provide for operetion by our carriers 
to points in the Far East under the jurisdiction of those 
states. A bilateral agreement with the letherlands on which 
negotiations will be resumed in the future probably will give 
us rights into Betavia. A special aviation mission has con- 
cluded conversétions with Indian representatives for a bi- 
leteral egreement with thet country which will open services 
into the Far Eest via India, The granting of transit rights 
and rights of non-traffic stop in the Kuriles probably will 
depena upon a satisfactory solution of our difficulties witn 
the USSR over aviation policy. Wo request has been made as 
vet for those rights, 








Philippine Agreement Initielec ur proposed bilateral 
agreement witn the Philippin pu lic has been initialed 
by Embassy and Philippine offici 
agreement is imminent. Tis ag 
yecognition of each country's 1i censes, veurkifieetes. and 
vegulations and as nearly as possible for ecuality of treat- 
mens in all matters ai_ecving trars-Pecific and iocal eir 
traffic. In accordance with Bermuda principles the agreement 
places no arbitrary iimi tations on the frequency or capacity 
of flights. It provides for unlimited expansion of services 
by both countries to the extent that yotential traffic may 
reouire, 


There was considerable discussion over the determination 
of routes to be flown initially by US-Philippoine airlines 
and over the question of pilot licenses in view of the lack 
of sufficient pilots of Philippine nationality to operate the 
Philippine services. As the agreement finally stands Philip- 
pine lines will have the specific raght to use both the San 
Francisco and Honolulu airports. Aliso, the agreement pro~- 
vides that each nation recognize the other's licensed pilots, 
but prevides safeguards in order to prevent pilots who are 
unable to obtain licenses in their own country from going 
abroad and getting operating privileges usable at home. 


Chinese Negotiations Near Close Negotiations for an 
air transport agreement with China are approaching a suc- 
cessful conclusion. Early conversations revealed the pro- 
bability that the principles involved in a Sino-American 
agreement may very well be used by the Chinese as the basis 
for aviation polic’ vis-4-vis other countries. The exact 
description of routes to be flown by US carriers into and 
through China and the character of recivrocal rights to be 
granted heve been the subject of extensive discussion. ”" 





ve 
“inally agreed to drop the inciusion of “ukden es a traffic 
center because of the certainty that Chinese acquiescence to 


our request for operations into ‘‘anchuria would encourage Soviet 


pressure unon the Chinese ir the field of aviation. The only 
remaining voint of issue pertains to rate provisions. The 


DECLASSIFIED FOR PUBLICATION IN FOREIGN anes 
RELATIONS OF THE UNITED STATES 











Chinese appear to Fe gard heart aeceptence of Bermuda language 
respecting Fifth F Pcedorm affic as binding upon us to include the 
Bermuda rate pr ovisi fons as “well. (See page 7, September 30, 1946 
, 


ssue of Current Economic Developments.) One of the major. factors 
which will work to limit the degree of air transport within Chin 

is the poor condition of airports suitable for large aircraft. 

Our. negotiators have been informed by the Chinese representatives 
that approval of the agreement by the Ministry of National Defense 

appears tantamount to recognition of the necessity by the Chinese 

Government to provide airport facilities to accommodate US aircraft. 











ith India The Indian Cabinet approved our 
al air transport agreement on November 11 and joint signing 
2duled for November 13, The finel agreement conforms to the 
les embodied in the Bermuda Agreement, but secures to each 
ty a greater measure of control over the application of those 
inciples. Our negotiators achieved the inclusion of Fifth Free- 
m privileges to Burma and Cey ton. Other provisions relate to 
itegories of traffic which may be carried, the use of airports, 
ntrol of rates for carriage betyeen the territory of the two 
rties, customs duties end exchange of information and statistics. 


ete tt 


tS 


Our negotiations with the GOI met repeated delceys due largely 
to the unsettled political situation. Discussions revolved about 
three major points of difference--frequencies, capacity control, 
and Fifth Frcedoms between India-Burma and India-Ceylon. 


Despite earlier indicetions sha’ Indian aviation policy re- 
ceives prior guidance and approval from the UK, later conversations 
with cabinet merbers indiczted that Indian nationals in the govern- 
ment would themselves make finel decisions on top policy questions 
end that they regarded consummation of the agreement as important. 





Operations In Japan And Korea Anticipated Operations into 

an end Korea by civil air carriers present problems of a special 
nabure: The Air Coordinating Committee has under consideration 
our position regarding tnc exact scope of civil operations indo 
these occupied countries. We have asked SCAP for an informal 
estimate as to when authority can be granted to commercial air- 
lines for trensit and non-traffic stops in Jepan and Korea and 
when the right can be granted to pick up ena discharge inter- 
national traffic in passengers, cargo end mail in Tokyo and 
Seoul. SCAP has indicated there is no objection to proposed 
commercial airlines serving Japan as soon as they are prepared 
to commence operations, provided passengers, cargo ¢ and mail 
deposited or picked up in Tokyo are limited to that destined to 
or originated by the occupation forces ond agencies accredited 
wits SCAP. These proposed limitations on traffic will be re- 
viewed periodically «nd liberalized as conditions warrant. A 
similar message has been received from SCAP regarding traffic 


in Korea. 





DECLASSIFIED FOR PUBLICATION IN FOREIGN 
RELATIONS OF THE UNITED STATES 





~-16- 


SPECIAL AVIATION MISSION & mission has been appointed by the 
GOES TO LATIN AMERICA President to assist in the negotia- 

tion of bilateral civil air trans- 
port agreements with Chile and Peru and possibly Uruguay. The 
mission is headed by William Mitchell, who has been accorded ' 
the personal rank of Minister. An underlying objective is to 
render untenable the Argentine position which seeks the forma- 
tion of a South American bloc, and to increase the number of 
successful agreements with Latin American countries before the 
meeting next spring of the permanent International Civil Avia- 
tion Organization. 








The mission is now in Peru, where negotiations are re- 
ported as progressing in a very friendly atmosphere. A draft 
Civil aviation agreement was transmitted to Embassy Lima 
September 9. Except for minor route changes the major point 
of issue has been the interpretation of CAB language in Arti- 
cle 6, concerning the right to require that substantial 
ownership and effective control of designated airlines be 
vested in the nationals of the other contracting party. [The 
Peruvians are interested in the effect this provision will 
have upon the qualification of Peruvian International Airways, 
with a maximum of only 30 percent Peruvian stock ownership. 


A draft bilateral air agreement was presented to the 
Chilean Government on September 17. This draft was still 
under study by the Foreign Office, Transport and Communica- 
tions Council, when a revised draft, incorporating the Bermuda 
provisions, was submitted by us a month later. Despite 
earlier consideration of a proposed bilateral air agreement 
with Argentina, the annex of which is known to contain provi- 
sions counteractive to those of the US, Chilean officials 
have lately given evidence of a swing from Argentina's air 
theories to a receptive consideration of the proposed US 
agreement. This attitude has been bolstered by recent press 
releases regarding US-UK air transport policy. However, 
recent reports indicate that because of disorganization in 
the Foreign Office it might be best to delay discussions. 
Embassy Santiago suggests the mission go to Uruguay before 
coming to Chile, 


With the purpose of implementing the CAB's "Latin 
American Decision," which authorized additional and expanded 
air services by US carriers to South and Central America and 
to the Caribbean area, we have presented draft air transport 
agreements to most of the other American republics as part 
of the general program for seeking bilateral agreements based 
on the Bermuda principles with every country in the area. 
(See page 8, September 3, 1946, page 7, September 9, 1946, 
end page 13, October 7, 1946, issues of Current Econemic 
Developments.) 
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RECENT BILATERAL TRADE Argentine-Brazilian Commercial 
AGREEMENTS ARE REPORTED Treaty Concluded On October 3, 
frgentina and Erazil signed a 
general commercial agreement, subject to congressional 
ratification in both countries, The agreement, which will 
become effective January 1 if ratified, will be in effect 
through 1951. It provides that Argentina will supply Brazil 
with 1,200,000 tons of wheat annually provided the Argentine 
exportable surplus is not smalier than 2,600,000 tons. If 
the exportable surplus is smaller, Argentina will earmark 

for Brazil 45 percent of the quantity availabie. Brazil will 
sell to Argentina 5,0CO truck ti res during the remainder of 
1946 and 40 yOCO each of truck and automobile tires during 
1947; from 1948 through 1951 Beosit will sell the quantities 
needec.. Erazil uncertakes to ship Argentina 23,000 tons of 
crude rubber during 1947 and 5,000 tons per annum thereafter. 
Other exports from Brazil to férgentina include lumber, pig 
iron, cotton thread, textiles and plate glass.-. All goods 
will be transported in the flag vessels of the two ccuntries 
under equal conditions. In cases of wheat, rubber, tires 

and textiles provision is made that wnile the producing 
country will reserve fixed cuantities for the consuming coun- 
try, purchases are not obligatory end offers from.competitive 
sources may be considered, In the event such prices are 
lower than those quoted by the treaty supplier and if the 
treaty supplier is unable or unwilling to meet the iower 
price, the purchaser may buy from the cheapest source with- 
out prejudice to the agreement. If the treaty supplier 
should find a purchaser who offers a agner price than the 
treaty consumer, the supplier shall be permitted to sell to 
such purchaser if the treaty consumer faiis to meet the 
offered price. 














Brazilian public and official opinion is said to be 
highly critical of the agreement since, while Brazil has 
undertaken to supply Argentina with basic commodities, 
these are also needed in Brazil. Furthermore, other than 
general foodstuffs, Brazil will receive in return only wheat 
which may again be subject to political maneuvering and price 
manipulation, It is felt that the Congress may refuse to 
ratify or will insist on renegotiation of the agreement to 
give Brazil better terms, 


Argentina has also recently concluded agreements with 
India and Spain, © Brazil has signed an agreement with 
Czechoslovakia granting most-favored-nation treatment with 
respect to commerce and navigation, extending Czechoslovakia 
a credit of US $20 million, and listing specific products to 
be exchanged, 





Venezuelan Agreement ~ In response to an inquiry from the 
Colombian Government concerning our attitude tcwards proposed 


tariff 
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tariff preferences to be accorded Venezuelan products im- 
ported into Colombia, we heve asked Embassy Eogotdé to reply 
that we do not consider the free importation of Venezuelan 
products into Colombia a proper exception to the most- 
favored-nation provisions of our trade agreement with 
Colombia. Our agreement with Colombia provides fcr exceptions 
to MFN treatment in order to facilitate frontier traffic or to 
effect a customs union, but we feel that neither of these con- 
tingencies is involved in the present Colombian proposal for 
the preferential duty-free importation of Venezuelan fish : 
preserves into Colombia, We have suggested that since 
Venezuela is the chief supplier of fish preserves, the 
Colombian Government might consider placing this product on 
the free list of its tariff, extending the concession to 

other countries, 


Italian-Polish Trade Agreements Italian-Polish com- 
mercial agreements signed October 10 provide for the export 
of 750,000 tons of Polish coal annualiy valued at $10 million 
in return for Italian exports of industrial products totalling 
$40 million during a four-year period. Italian products to 
be supplied Poland include machine toois, boilers, turbines, 
transformers and electrical apparatus, power station and high 
tensicn installations, electric railway equipment and loco- 
motives, motors, freight cars and instruments. Technical 
collaboration is also provided for. A special agreement pro- 
vides for the immigration of 5,000 workers, including 2,000 
miners, to Poland, 





“hen the agreement was first announced, Embassy Rome 
felt that, in addition to the fact that the four-year com- 
mitment might be subject to objections similar to those 
raised to the Swedish~Soviet agreement, the agreement might 
work to the disadvantage of Italy if Foland was unable to 
supply coal or was long delayed in supplying it, while Italy 
was committed to meet its orders which required the use of 
vital raw materials. However, according to an official of 
the Italian Foreign Office, the agreement provides safe-- 
guards against excessive Italian exports without corre* 
sponding coal imports. Deliveries of Italian products 
ordered by the Poles may be effected only within the limit 
of Poland's dollar account balance. Thus, orders may be 
placed, financed and executed with raw materials guaranteed 
by Italy; however, these orders must be approved oy indi- 
vidual Italian manufacturers, and will not be delivered un- 
til coal arrivals establish a Polish credit. The Italian 
official said that Italy will disapprove orders for products 
unless these can be disposed of elsewhere should Poland fail ‘ 
to deliver the promised amounts of coal. He also expressed = 
the opinion that the agreement was sufficiently unfavorable 
to the Poles and so complicated as to payments, procedures -y 
and rew materials guarantees that in actual practice it 
will scarcely be implemented. 
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Italy And Poland Make Agreements “ith Cther Countries 

Italy has also signed tre .de and payments agreements with the 
Netherlands and will shortly arrenge an additional protocol 

. covering trade with the Netherlands East Indies. Italy is 
currently negotiating a trade agreement with Hungary. At 

; Poland's request, the Swedish-Polish trade agreement is to 
be reexamined, to help implement a contemplated trebling of 
Polish industrial production. A Swedish delegation is going 
to Italy to negotiate for the importation of a small number 
of specialized North Italian workers, probably to aid in 
executing Soviet trade commitments, 





Chinese Commercial Agreements Concluded With Canada And 
Philippines In addition. to concivding negotiations for a com- 
mercial treaty with the US (see vage 5, November 4, 1946 issue 
of Current Economic Developments), the Chinese Government has 
recently exchanged notes with Ca nade providing a commercial 
modus vivenai according mutual most--favored-nation treatment. 
Canada initiated the exchange, feeling it would postpone the 
negotiation of a longer-term comprehensive commercial treaty, 
In the agreement Canada obtained exemption for empire prefer~ 
ences, 











The Chinese Minister in ‘‘anila is also reported to have 
reached agreement with the Philippine Foreign Office on their 
proposed commercial treaty. Terms of the agreement heve not 
becn disclosed but the Foreign Office has indicated that the 
treaty is similar to the old treaty of general relations, 
leaving specific details of commercial arrangements to 
further negotiations. The Chinese withdrew their insistence 
on natonal treatment in the Philinpine retail trade in the 
face of the Philippine Government's expressed intention of 
proceeding toward nationalization, 


swiss Trade Agreements Switzerland and Belgium- 
Luxembourg signed a trade and payments agreement to be valid 
for one year from September 1946, Exports, which are to be 
fixed by Speci fic quotas, are expected to total about 250 
million Swiss francs from Belgium--Luxempourg, hile Swiss ex- 
ports wiil amount to about 200 million Swiss francs. The 
differcnce will be used for Belgian tourist expenditures in 
Switzerland and certain financial trensfers, A suppiementary 
trade and payments agreement, which will be valid until 
December 1, was recently concluded by Switzerland and Denmark, 
An agreement recently signed by Switzerland and Yugoslavia 
will be valid for one year from October 15 and quotas of 
merchandise to be delivered total about 40 million Swiss 
frances for each country. Although it had been assumed that 
ratification of the Swiss-Rumanian trede agreement signed in 
June would not take place until the position of Rumania had | 
been clarified through the conclusion of a peace treaty, the | 
Rumanian press nas reported that Rumania has ratified the 
agreement, The proposed Swedish-Swiss trade negotiations 
which were to have taken place in Bern in September have 


been cancelled. 
Miscellaneous 
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Miscellaneous Trade Agrecments Other trade agreements 
concluded recently include those signed by France with Chile, 
Ceuador and Turkey. According to a press report ae special 
Chilean-Erazilian commercial interchange instrument hes been 
negotiated, and Chile's commercial treaty with Peru has been 
extended for thrce months from August 10. Czechoslovakia 

es signed one-year trade aegrecments with Denmark and 
Yugoslavia, and representatives of the Czech nationalized 
textile industry are in Moscow to negotiate an egreement 
covering the importation of raw meterials for that industry 
in exchenge for finished textiles. A trade agreement, to be : 
in effect one year, which was signed by the Netherlands and 
Spain on October 21, provides that the Netherlands open a 
2,500,000 guilder credit for clearing use. On October 19 
Norway and Finland concluded a trade agreement providing foi 
the exportation of lorwegian hardened fat, salt peter, salt 
herring and sulphur and Finnisn exports of lumber, cellulose, 
chine and veneer, A supvlemental trede agreement between 
Finlena and Belgium provides for an increese in exports of 
cach country to between $7 and {2 million during the coming 
year. Negotiations for trede agreements are underway between 
Rumania and the USSR, end Hungary and Yugoslavia. A Finnish 
delegation is slated to go to Moscow lovember 2 to negotiate 
a trede agreement for 1947; the Norwegians expect soon to be 
called to Moscow to discuss a trade agreement, A Soviet 
trade mission has requested visa permits from the Paraguayan 
Embassy in ‘lashington. 





DECLASSIFIED FOR PUBLICATION IN FOREIGN 
RELATIONS OF THE UNITED STATES 





; ISSUE NO. 74 
| November 18, 1946 
a 


SECRET 








CURRENT FCOQNOMIC | 
DEVELOPMENTS 


POLICY INFORMATION COMMITTEE 
DEPARTMENT OF STATE 





DECLASSIFIED FOR PUBLICATION IN FOREIGN 
RELATIONS OF THE UNITED STATES 





This weekly publication is designed to highlight developments in the eco- 
nomic divisions of the Department of State, and to indicate the economic prob- 
lems which are currently receiving attention in the Department. It is suggested 
that copies be retained on file, as reference will sometimes be made to previously 
reported items to avoid repetition. 


Document Security Instructions 


This document should be treated in accordance with current instructions 
regarding security measures for SECRET material. Extreme care should be ex- 
ercised to avoid public or private discussion of the information herein with or in 
the presence or hearing of any person not authorized to have knowledge thereof. 
For general purposes all classified Foreign Service Officers and other responsible 
economic officers are authorized to have knowledge of the contents of this docu- 
ment, responsibility for the safekeeping of which will be assumed by each recipient 
thereof. It may be retained in protected files or, at the discretion of the recipient, 
destroyed by burning. If not personally disposed of by the recipient, he will 
assure himself that it is burned in the manner prescribed for SECRET material. 
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, US AND UK OFFICIALS DISCUSS RELIEF During tie past six 
PLAMS FOR 1947: ATCER REFCRE UN months the Department 
has been studying in- 
tensively post-UNRRA relief needs in 1947, with specific 
reference to the need for relief financing to European coun- 
' tries during this period. Preliminary studies of minimum 
needs included all countries which have been receiving UNKRA£ 
aid; however, the chief corcern cof the Department is with the 
relief needs of Austria and Italy and to a lesser degree with 
those of Greece. The US,and to a lesser extent, the UX, feel 
that relief financing should be taken out of the hands of 
° "international organizations" and that countries capable of 
providing relief should do so on an individual basis while 
coordinating their relief efforts as far as possibie. ‘Yakring 
into consideration the probability that the iximbank and the 
International Hank will make credits available for the pbur- 
chase of reconstruction materials, the Department has unofficially 
estimated the need for European assistance in 1947 at $450 million. 
Of this amount, it is contemplated that the U\ wouid assume 
responsibility for “4CC million with the remaining $50 million 
being absorbed by other countries willing to participate. Cf 
the US contribution of 94CO million, wnich would have to be ob- 
tained through a Congressional appropriation, about $167 million 
would be earmarked for Austria, ..200 million for Italy and the 


remainder divided among the otner countries. 








Britisn Position Discussions have been going on for some 
time with the Fritish on the question of financing 1947 relief 
needs. “hile no formal position has as yet been taken by the 
UK, an informal note has beer. received incicating current 
British thinking on financing relief for Austria, Italy and 
Greece. Within an upper limit of 10 million pounds sterling, 
the UK is willing to contribute up to 21 percent of the 
Austrian prograr, on the condition that no more than 10 percent 
of the supplies furnished by the UK are cbtained from "scarce 
currency" areas. ‘iowever, the hope was expressed that 
Austria's relief demands on the UK would not reach the 10 million 
pound ceiling. The British have in mind for their contribution: 
(1) a gift or loan of Ruhr coal covering the period July 1, 1946 
to December 31, 1947; (2) a one and one-half million pound credit 
for the importation of raw wool; (3) two end one-half million 
pound weight of Greek tobacco; and (4) a sterling loan to be 
used for purchases in other European countries. “‘hen the pro- 
gram comes up for final consideration the UK will be willing 
to discuss other supplies from UK sources, but in general it 
is their intent to provide supplies from sources which do not 
involve them in too serious exchange difficulties. Although 
final agreement has not been reached as to the need for relief 
to Italy in 1947, the British if they "can be satisfied that a 
proven need exists" informally state that they are orepared to 
consider the extension of a credit for the purchase of surplus 
stores and wool, The British are prepared to consider assistance 
to Greece, although they do not consider that they can formulate 
a final position at this stage. They anticipate tnat their 
main and perhaps only contribution wovld be the supply of equip- 
ment for the Greek arred forces, - 
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“hatever action is taken by the UN! General Assembly, 
will, of course, heve a direct bearing on the final position 
of the UK as to their participation in a relief progran. 





The British have suggested further that the US ask the | 
governments of Austria, Greece and Italy to approach the 3 
governments of Sweden and “Switzerland (and in the cese of 
Italy, the government of Argentina) with e reauvest for relief 
essistance, indicating that the request hes US support. We 
have offered a counter-suggestion whereby Austria, Italy and 
Greece when making their a,proach to Switzerlend and Sweden 
would indicate that they have reauested support from the US 
and UK elso. This would be followed by a US communication to 
the Swiss and Swedes and a UK communication to argentina point- 
ing out that the US and UK are contemplating assistance to 
these countries and that we hoped that they would respond 
favorably to the recuests for eid. Eritish roaction to this 
counter-proposal has not yet been received. 


Relief Discussions In UN The question of UN partici- 
pation in 1947 relief needs was brougnt to a head cn 
November 12 when UNRRA Director-General LaGuardia in an im- 
pessioned plea asked that the UN establish a United Nations 
Emergency Food Fund of ¢$400 million to finance the basic re- 
quirements of countries in need of aid. Ali members of the 
UN would be asked to contribute in stated percentages to this 
fund with a maximum contribution from one country limited to 
49 percent. Under the LaGuardia proposai, the fund would. be 
administered by an executive board nominated by the GA, the 
board to be responsible for estabiishing which countries are 
in need, the extent of their requirements and the programs 
and allocations to be apvroved to meet these requirements, 
Following through on the recommendations adopted by ECOSOC 
(see page 9, September 30, 1946 issve of Current Economic 
Developments) LaGuardia recommended that the executive board 
be given the functions of arranging and facilitating barter 
deais and investigating the possibility of reviving and ex- 
panding the movement of labor across natioral frontiers to 
areas where production is retarded by shortages of manpower. 
The necessary staff would be provided by the UN Secretariat 
and no new agency would be created. Procurement, shipping, 
transportation and distribution would be the responsibility 
of the receiving governments with the Fund providing whatever 
foreign exchange was needed to cower the costs, LaGuardia 
recommended that the above program continue in operation un- 
til after the.1947 harvest and then for tne Ci to consicer 
what further action might be necessary during the winter of 

LaGuardia's request was rejected the following day by 
Under Secretary Acheson in a press statement reiterating the 
US prsition that the time has pessed for an elaborate inter- 
national setup to handle relief needs. He said the US, as 


the 
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. the chicf contributor, is plenning its relicf aid on the 

b:sis of the necds of individual countries. In Committec 
meeting, Adlai ctevenson, US delegate to the Economic end 
Financial Committce, outli-ed the US prcposal for simple 
‘nd direct consultation becween ncedy countries and those 
countries able and willing to offer assistance. He stated, 
further, that the critical need will te in the late winter 
and early soring; the crisis will be over by summer. To do 
this short-term job a new international organization is nov 
needed; in fact, valuable time would be lost in the creation 
of such an organization. It is the view of the US that direct 
contact between governments will result in more satisfactory 
arrangements. Opposition to the US stand and support of the 
LeGuardia proposal was spearheaded by the Sovict delegate 
who charged that the US was using food for political purposes. 





* * x 
BOLIVIA ISSUES DECREE TO Following en investigation by a 
IMPLEMENT PETRCLEUM POLICY Petroleum Committee composed of 





meee me eee ee ee el 


the three Ministers of Public 
Yorks, Econemy and Finance, the Bolivian Junta issued a decree, 
published November 9, est-blishing steps to implement its 
petroleun policy. The present regime favors petroleum cevelop- 
ments, both fiscal and private, but is disinciincd to spend 
large sums of dollar exchange on YPFB (Bolivian Governmen* 
petroleum monopoly) projects without thorough investigation. 
Because of unfavorable public reaction, the question of con- 
cessions to forcign companies has been sheived until it can 
be considered by a constitutionaily elected government. 


The decree contains the followinz vrovisions: (i) Ap- 
proval of projects for the drilling of 50 wells and the con- 
struction of pipclines anc refineries, to cost an estimated 
$10,500,000; (2) authorization for the Bolivizn Development 
Corporation te request an additional loan of $500,009 from 
the Eximbank for the purchase of locomotives -na tank cars; 
(3) approval of contracts vith the South American Oil Develop- 
ment Company and Willicms Brothers; (4) autnorization for the 
YPFB to contract for extensions of pipelines; (5) authorization 
for the YPFB to secure two refining units in the US; and (6) 
authorization for the YPFB to rcauest funds to carry cut this 
program from the Eximbank through the Bolivian Development 
Corporation. The President of the Bolivian Levelopment 
Corpcration is expected to discuss tne loan with the Eximbank 


SON.» 
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EMBASSY MOSCOW COMMENTS ON RECENT Expansion of cc-~erative 
USSR_DECREE CONCERNI! G GCOSERATIVES trade and increzsea j. v- 

Guec*ion of foodstuffs <_nd ’ 
consumer goods are anticipated in a USSR decree announced 
November 11 which mekes sweeping changes in Soviet trade organi- 
zations and practices. 


Rural-Urban Trade To Increase The new decree orcers ccn- 
Sumer cooperatives to organize precurement cf ioodsiuffs ——— 
our the countryside end to organize th. sale of these foodstuff 
not only in rural arees but also in urban centers, railroad 
stations, etc., at prices corresponding tc cpen marizet prices 
but not exceeding fixed high prices in state commercial stores. 
Consumer co-ops heve been operating yiimazrily in rural ereas 
whize urban trede has been aimost completely in the hends cr 
the Ministry of Trade. Mcreover, consumer cooperatives have 
been simply distributing goods allotted them oy ctier organi- 
zations and not producinz or procuring it themselves. The 
decree provides also that consumer co-ops provide essential 
services. such es tailoring, shoe repairing. bcrbering, processing 
of foocstufts, etc. The edict ecprears in part, one of reversion 
and increased emphasis rather than innovation, since injustrial 
cooperatives possessing their own retail outlets and consumer 
cooperatives heaving their own processing plants, end interchange 
of goods between rural end urban ponulsation by cperaeting in 
cities on a large sccie were ali vneses of the distribution 
system at times before the WaT o 

Embassy Moscow points out that while the entry of producer 
and consumer co-ops into the urtan retzii field breaks the 
moncpoly previously held by the linistry ci Trcede, the co-ops 
will be just as much under the gcvermment thumbD as was the 
Ministry of Trade. The Embessy does not see competition cevelop- 
ing, particularly since there will be an indefinite period or 
shortege for all gocds. However, the measwre should result in 
increasing the retail trade network which would be a healthy 

evelopment, particularly in smaller towns, provincial cities 
ani villages where the retail trade network is pitifully in- 
adequate. 

Production Activity Of oo- 20s Expanded Consumer coopera- 
tives, under the decree, are mow orde ed to oi genize production 
of cousumer gocds in thei> cva shops. ‘his, che xmbassy believes, 
will permit attraction cf resources of manpover and materieis in- 
to productive effort which the government is unable otherwise to ‘ 
ect its hands on. This is chiefly deceuse production of cc-ops 

will take place in smail wnits which can be iocated to take ad- 
vantage of surplus resources, such as vurai and female labor, 


and by-products and local materials. 


Ferm Marketing System Is Hit Acccrding to the Embassy the 
| AR KOLINE Ys tems: ik , 

ie sc is the order that con- 
g 


mos. important change maaic by tne decrec 
sumer co-ops purchase foodstuffs, including grain, in collective ' 
farms at prices regulated more or ess by supply and demana over 


c 7 Vv 
wid above centralized procurements et very low fixed prices an 
th-* co-ops also process and sell foodstuffs, includ 
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> direct bio at the collective 
governmens hends at one stroke 

| “whieh heve elweys 

eo Cormunist pervy ss neecssary 

increased anounts of focd to urban 

1 against speculation and 


pon norket prizes which foster 


speculs tion, because it permits #ore or less centreall< e@ distri- 
bution of open market foodstuffs from sur pius vc deficit arees. 
To the extent that it does this it wiis é “$0 equaiizse food sup~ 
ply <s between various areas and relieve strictly local food 
shor tages > 
Ne eed For Consumer 7006 5 Rec osn-2e d The measure impiicit:y 
re cognizes the fact that in Sraer to ge more foodstuffs out or 
the countryside and into the cities, -t is necessary to supply 
ereatly inerense ed: quantities of consume? goois to collective 
farmers. Tne Russian peasent, 22 past times of crisis when ccon- 
sumer goods were lecking or high priced, nes preferred to eat his 
surplus or bury it in the ground 
Effect. On Other Sect. 3 Cf Econck Fxpension of the activ.i- 
ty of relatively qocentraiized co-ops - some extent will leave 


more cent 
for capital 
duction of consume? ¢ a 
capital investmen one mete 
q minimut oxeont * with otac? 
plans > 


inves‘ bment ana rat 


ernment. 


S) 


highly corpetent and 
of econdoi1sc effort. 
the change 


skilicd 
bas * y 


situation 
provides 2 sce negoat ior 
attcntion avay from the centr 


< 
ralized sectors of th 
far material, it also increases pre~ 


nad prior1cy phases 02 
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clatively 4 ittie cost in teri.s of 
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fai resources; thus inierfering to 
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Sovice Cc conomic 


crt Ww 
cr W 
+ 


wv 

f consumer and produce 

i] of | ‘Ministers. The govern- 
we tion in cooperat-ve enter- 

3 and industri a1 goods 

of eunsumer gcOOds « (Press 
choulad oe a “million-ton 
is year in excess of 

2eAve trede expension will 

1947. Another report 
youll be made ave os t 

cr use of the co--Ops: 


it was demended that iocal 
i their attitude 
, and clso that 
attra ted vo thie 


ns oe c ~ 
‘oe or feels thet tne statement abou. 
on if faiiure of the central 
he full seriousness of the 
nt to ecorect it and tneidenvally 
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CZECHS PLAN ECONOMIC PROGRAM: stetus of Comnensation 
CUTLINE COMPENSATION PLANS yee ations Discussions 

between US and Czechcslovakian 
representatives in ‘’ashington have been in progress for some 
time regarding compensation for nationalized 4merican vroverties 
in Czechosiovakia and commercial policy. (See paige 10, October 2] 
1946, issue of Current Dconomic Developments.) Notes on com- 
mercial policy were exchanged on November i4and signed by Slavik, 
Czech Ambassador, and Acting Secretary Acheson, The Czecho- 
slovaks recently submitted and discussed with us on an inforral 
basis a draft memorandum designed to clarify the principles of ‘ 
compensation for nationalized and reaquisitioued American proper- 
ties. The draft memorandum has not as yet been accept’ by the 
Department. According to the memorandum, the Czechs wil! give 
adequate and effective compensation to US nationais for in- 
vestments which have been nationalized in Czechoslovakia. This 
means that unless some other direct settiement has been made 
between the ciaimants and the Czech authorities rayrent will 
be made in US dollars or in other convertible foreign currencies 
if the investments were originally made in, or accomplished 
through the use of US dollars or other convertible foreign cur- 
rencies, The Czechs will not be oviigated to give compensation 
to claimants who acquired property in contravention to the 
Czechoslovakian laws, or to those found guilty of having re 
engaged in activities against the Czechoslovak Repubiic 

















A special commission has been established in the linistry 
of Foreign Affairs to receive applications of claimants. This 
commission will, if requested, give advice and aia to claimants 
with regard to procedure until such claims have been inet. 


With regard to properties requisitioned, tne Czechoslovak 
Government is willing to accord US nationais the same treatment 
es in the case of nationelized properties, provided that the 
property in question has not already been restcred or otherwise 
compensated, 


Properties and claims of persons who beceme nationals of 
the US through naturalization after September 17, 1938 and who 
prior to that date were nationeils of Czechoslovakia wili be t 
treated in the same way as ciaims of Cze choslovisien nationels. ! 
This is in accordance with a provision cf the Naturalization 
Treaty between the US and Czechosicvakis date? July 16, 192é 
which provides that citizens naturaiized during the time 
either country is at war retain their original nationali ty. 
Czechoslova*ia considers herself at war since September 17, 1928. 


If we conclude + this memorandum is satisfactory, our 


reply will state that we reserve the right to reopen discussions 
if Czechoslovakia's Bee Rice. of American cleims is unsatisfactory 
in individual ceases. | 34 


Czechs Two Year Pian On October 23 the Czechs announced 
that legisiation had been passed covering a two year pian for 
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a yA Ke - 3 1 yy 
and renabilitation, the objective of 


economic developmen 
j plenned economy fcr the country. 


t a 
wnich is to establish oa 
surp 


The plan envisages surpessing within the next two years pre- 
yar nroduction and creating conditions making it possibie to 
raise tne living standards. it reqearee the use of a great 

pa>t of the national income for long--term investments amount- 


ing to about 70 billion crowns It does not or opose to finar.co 
planned investments by Treasury subdsiaies. Livery investmest 
proposed under the two year plan, whether for the state, for 
the locai authoritics. or for the nationalized cr private 
scetor of industry must be covered from the budget of the 
orranization concerned, since long-term investrents entail a 


emporary reduction in consumption. 


The bill provides for the creation of a special Parlic.. 
mentary committee which is to control the execution of the two 
year plan. The government hes not asked for emergency powers 
in connection with the realization of the plen, but wili pre- 
sent the probiems necessitating new legislative measures to 

arlicment. 


It has been announced thet cnnitel investments of 60 


billion Czechoslovak crovns sre called for during the two 
year pericd cf which ebout one-third is to be divided <s 
follows: power development, 5.1; chemicels, 3.6; metal work- 


j 
ing and machinery, 35 mining, 2.4; ivon and steel, 1.93; textiles, 


1.5 snd leather and rubber, 1.4. Commenting on the manpower 
probiem which is one of the biggest hurdies to overcome in the 
realization of the two year plan, Deputy Frime [finister 
Fierlinger in an interview declared that it would not be solved 
by compulsory means, but through "a voluntary understanding of 
the higher interests of the state." It is understood, however, 
that a bill is now in preparation which will provide lcgal 
Sanctions against menagerent or labor Genmi tocos responsible 

or maintaining excess labor The bill is said also to provide 
criteria according to hich surplus manpowe: is to be discharged. 


* 
. 


czech View On Credit Suspens 
j 1 t 


C 
Or negotiations of Uo credit ZeCc hosiove Kiet U0 Czed sh Govern-. 
ment officials recently st.t ir belief that the recowery of 
the Czechoslovak economy is not dopendent on the grant of ihe 
Eximbank credit, elthough they would be gied to hrve the credit 
and believe it would be beneficial to the US and world prosperity 
as well. They expressed conficence that Czechoslovekia‘s «n 
strength, plus aid proferred by other states, will permit Aer to 
.cuieve the fulfiliment of the *wo year plan end the further 
successful progress of the eax 


Possibie TK Aid Recentiy the Czechs discussed the possi- 


—- 2+ . 


bility oz obtaining a$160 miilion ercdit from the UK for the pur- 


chase of British surplus war materiais. The US was esxed for its 

reaction iscussicns were held between Je par tine nt cfficers and 

UK Embassy officials on the eccnomic policies or the tvo countrie 
Tic retference to the proposed crea’. 


in eastern Europe. ‘ith Specil 
between the UK and Czechosloye? 
tion that it would leave the ma 
decision, 
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SINCE APPROVES DIR 


ECTIVE ON Implementing the Paris Agree- 
NON-MONETARY GOLD DE 


TI 
SPIUITION ment on Reparation end the 
Five Power Agreement of June 4, 

1946, SNCC, on ilovember 7, approved a paper on the definition 
of non-monetary gold and drefted a directive to be sent by ‘ 
me Joint Chiefs to USFET and USFA for implerentation, 

rticle 8 of the Peris Agreement on Reparation provides thet 
211 non-monetary gold found by Ailied armed forces in German 
should be used for the reh’ Dilitation and resettlement of the 
non-repatriable victims of Nazi action. The Five Peover Agree- 
ment of last June designated the Inter--Governrental Committee 
on Refugees (IGCR) or its successor as the bod; authorized to 
take title to ali non-monetary gold found by the Allies in 
Germany cnd to take the neccessary steps to liquidate these 
assets as promptly as possible. 











) ee 


It has becn Department pclicy consistcntly to zive the 
broadest interpretation possible to Article 8 end we have 
felt that a liberal interzoretatiron should be given to the : 
definition of non-monetary gold, esnccially since the ‘ 
greater the assets realized from this scurce the less will : 
be our burden in connection with financing and resettlement 


{ 
H 
of non-repatriables. The present dircetive is brosder than f 
the Paris Agreement insofar es it applies to areas in nddi- 
tion to Germany end includes other valucbles as well as gold ‘ 


which are not capebie of bcing restituted to their owners. 

However, the present directive is narrower than the Agreement 

in that it limits the source cf asscts to loct scized or ob- 

tained under duress from Nezi victims which cannot be resti- 

tuted, rather than all assets whether or not they can be : 
J restituted. 


The SWNCC directive provides that ail valueble personal 
properties which represent loot Seized or obtained under ‘ 
duress from political, racial or re.igious victims of the al 
Nazis or their sctollites end Which were later teken over 
by the armies of the Allies or by local authorities acting 
under the direction of the Aliies shall be made available on 
demand to the duly accreditcd revresentative of the Inter- 
Governmentai Committee on Refugees subj oe% to the following 
conditions: (1) the property cannot 3 stitet. 4 to the 
government of national origin due to the insecotacability oF 
identifying the origin; (2) the property cannot be restituted 
to the lawful owners in case of death without legal heirs or 
because determination of individual cwnership is impractical; 
(3) aap hae task en of ownership interests in rcal property 
Located in Germany, German currency cr instrumenus of ex- 
chenge payable in German currency; (4) non-inclusicn of 


Jewish 
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Jewish books, manuscripts and literature of cultural or 
religious importance ‘since these items will be disposed 
of under a separate directive; and (5) maintenance of a 
detailed inventory and tentative valuation of property 
turned over to the IGCR with transfer taking place upon 
signing of ¢ joint inventory weich shall be made part of 
the receipt. 


Yotwithstanding any laws for control of foreign ex- 
change, the property may be removed from Germany ard 
Austria or sold therein if payment can be made outside 
Germeny or Austria in acceptable foreign exchange. 


US militery authorities will be instructed to seek 
quadripartite agreement within the Control Council on 
those sections of the directive which deal with property 
the disposition of which is now reserved to the Control 
Council, The French and British are aiso being requested 
to give urgent and favorable consideration to the adoption 
of similar policies for applicetion in their zones of 
Austria and Germany, 


CERTAIN GERIUAN TRADEMARKED ITEMS UST HAVE State and War 
WASHINGTON CLEARANCE PRIOR TO OLGUS EXPORT Departments 
have agreed on 

action with respect to the use of prewar and wartime German 
tredemarks as follows: German trademarks vested by the US 
Alien Property Custodian; German trademarks known to be 
controlied by the Custodian througn the vesting of the 
stoca corporate owners of the trademark: and tuose German 
tragemarks acquired in Latin America by US firms tnrough 
the auspices of the US during the period of the war on the 
commitmen= that the trademarxs would not be used; and trade- 
marks in tue’ Tield of piarmaceuticals, dyestuffs and photo- 
graphic raterials are not to be epproved for export from 
Germany by OMGUS without prior clearance in Wesnington. 

It is considered necessary to obtain clearances in the 
above-mentioned cases because of the complicated legal 
status of the trademarks and the domestic end foreign 
policy questions involved, All wther trademarks may be 
used without Washington clearance. 














* * * 
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WORK OF TRADE PREPARATORY COMMITTEE NEARS The International 
COMPLETION; PLAN TO END SESSION THIS MONTH Trade Conference 
Preparatory 
Committee this week has reported substantial progress in reach- 
ing agreement among the countries represented on various topics 
under discussion and the sessions will probably wind up soon. 





Restrictive Business Practices Work is nearly finished 
on a draft cartel chapter for the ITO Charter. “hile a document 
introduced by the British was the basis for committee discussions. 
rather than the US draft Chapter V, the US delegation reports 
that our position was generally accepted. Provision is made 
that members will agree to take measures "to prevent in inter- 
national trade business practices which restrain competition, 
etc., whenever such practices have harmful effects" on ITO 
Objectives. This refers to practices engaged in or made ef- 
fective by (a) international agreements or combinations (in- 
cluding participation of state enterprises) or by (b) one os . 
more private enterprises subject to ITO investigation "if they ’ 
appear to have or be about to have" harmful effects. The US 
list of such practices is unchanged, 





The ITO is called upon to (a) arrange for conferences 
between any members if requested by another member, (b) con- 
sider complaints of any member or private parties with the 
consent of a member, (c) conduct a preliminary screening, (¢) 
conduct hearings and meke findings, (e) "request each member 
concerned to take every possible action to prevent the con- 
tinuance or recurrence of the practices and at its discretion 
recommend" a remedial plan, and (f) publish a full report im- 
mediately after, withholding portions if justified; maintain 
confidentiel status of information submitted by a member if 
so requested and if disclosure would "substantially damage 
legitimate business interests" of a commercial enterprise, a! 


cod 


Further, each member is to undertake to (a) take all 
possible steps to insure that firms do not engege in the 
restrictive prectices described, (b) take fullest account 
of findings and recommendations of ITO, (c) establish PROe 
cedures regarding complaints, conduct investigations, ald 
"senerally assist in preventing practices" having a restrictive 
effect, and (d) report to ITO on action takeu. regarding recom- 
mendations, and if recommendations are not followed explain 
why and consult with ITO if requested. 


Quentitative Restrictions At a recent meeting of the 
committee on commercial policy the 1K presented an alternative 
dreft section on imposition of quantitative restrictions for 
balance of payments reasons differing substantially from the US 
position. 


A representative of the Fund stressed the primary concern 
of that group in the belance of payments field and urged that 


the 
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the IMF should determine when a member could impose 
quantitative restrictions for balance-~of-pavments reascns. 


France, Australia, the Netherlands, India, Brazil, 
China and New Zealand particularly nde ved the point that 
countries carrying cut reconversicn or development programs 
should have the right to impcse ceuphsba tte restrictions. 
Australia, tne Netherlands, India, Canada end China also 
stressed the importance of a liberal transition per'ied. 

. Canada considers common membership in the ITO and the IMP 
desirable, as otherwise some members of the ITO would have 
the right to currency Svebintashan. If common membershin is 
not provided, they feel there should be some provision 
covering exchange depreciation by non-members of the Fund, 
The Czechs were especially concerned with the question of 
inconvertible currencies, due to their need to trade with 
countries likely to have inconvertible currencies, 





State Trading A drafting subcommittee, consisting of 
representatives of Czechoslovakia, the UK, the US, New 
Zealand and China, has been considei.ng the state trading 
section cf our proposed Charter. In full committee discus 
Sions the US presented the view that this section should be 
allowed to stand substantially in ics prese t form until an 
adequate opportunity for discussion with th- “USSR has been 
afforced, Canada had suggested tha® the giobal purchase 
article be deleted on the ground that it is administratively 
unreasisle, but the US pointed out the reed for something 
in the nature of this commitment and Canada wivhdrey its 9 
jections. Czechoslovakia proposed that Articles 26, 27 and 
28 be reduced to a simple statement guaranteeing operation 
or state enterprises on a commercial basis, 





Relations With Non- y-hembers The US proposed thas this 
section of the Charter be kept in craft form and not a¢opted 
untii the whole Charter goes cefore a Woriu Trade Conference. 

ne UK will pr epare a draft report on various possible courses 
of action, The Czechs are particularly concerned with this 
question, since only about 35 pe y ef their foreign trade 
is with countries now represented @ the Preparatory Committee 
meeting, wnile 65 percent is with countries whos? intentions 
regarding joining the ITO are unknown. They would not want 

to be out in a position of potential economic conflict with 
major nations not members, 


Organization Procedures Tew changes have been made on 
this point in our dvaft Gnarter. Such alterations as have 
—— made are largely in: tre direction of increasing the 

strength of the IT0, The mos‘ important of these ere: (a) 
the page nel is given the generai ~ight to require a 
Minority refusing to accept any aimenament to withdraw fren 
the organization; (b) British Empire countries (except 
Australia and South Africa, which are on th> fence) generally 


favor 
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favor weighted voting. Since there is no other support for 
his, they will protably draft ea minority provision; (c) 


a substantial majority favor perranent seats on the executive 
board, but no generally acceptable formule has yet been sug- 
gested, Norway suggests shat 5 or 6 members be cligible for 
reelection, with the rest rotating; end (d) the initial 
period before which no withdrawal is —- is cut to 
three years (and the period of notics to 6 morths) et UK 
insistence. 





SPONSOR SLED 9h NCS OU SE ARE ee -ing Herds of delegations 
have approved a resoiviion cailinzg for the second session of 
the Freparatory Committee to se heid in Geneva on April &, 
1947, with the Committee sponscring the negotiating meeting 


A drafting committee is to 
w Yor beginning ennuary 20 
Caarter, 


part of this second session. 
eppointed to tne meeting in 
mrepare by February 28 a 


Theo US 


to the 
proposal that the 








abaca agreement Le 
the termination of 
contr S 


7 diately, 


é£nnouncement of 


nd the +22CiNg of import 


rorvember 16, 


rreviousiv the 


Ols in the Us 
US had asked that, 
Fhilippine Government 
export licenses to ail countries except 
15 million pounds of ell grades from the of cancellation 
of June 30, 1947. President Roxas found this proposal unac- 
ceptable and insisted on uncondi tionad cencellation of the 
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a ab pagrsiey- Embassy Manila ged immediate canccliletion 
Since delay meant the san ceerend perelyzation of the market 
ond a decrease in production. 

*_ Rejects Philippine Proposal .'9 Ceneel Copre sgrecment 
On November 2 the Philippine Government proposed the cancci- 
lation of the copra and coconut oil agreement with the US 
and recuested en carly reply to the proposu.. "since tne entire 
industry in the Philippines is confused by the present situation 
vith resultant withholding of deliveries for export." Embassy 


Manila hes notified the Fhiiippine Government that the Depart- 


ment of Agriculture is unwiliing to apereve the cenceliaticn 

of the copra agreemcnt, but is willing for prices to be negoti- 
ated between buyers end sellers anc to rcetein present prices 

in the copra agreement as floor price. The US has also agreed 
that so long es the IEFC allors**" sopra end cocenut oil, the 
Commodity Credit Corprr .cic.. s aesignees wilt be those countrics ~*~ 
with IEFC liocuttvu.s, buyers for which can arrange their own 


ReesAbk « - . 
- ‘ ~ « 


The Government still insists on outright cancel- 


lati OMe 


Philirrine 
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DEPARTSNT CFFICERS TO DISCUTS OIL Lt the invitcticn of the 
‘ rwitet lei oS xT tat oe —_* - , 
AGREEN ENT “ITT BRITISH 18 LCNDCI Eritish, Loftus and Rayner 





of the Department are 
London this weck for inforral discussions on the anglo- 
Amcricen Oil /grecment. Levy, who is in London at present, will 
articipate in the telks. An agende will be decided on at the 
opening session on Yovembcr 19. Discussion is cxpected to cover 
> the folloving points: 


(1) Status and prospects for the Anglo-American 
Oil agreement. 


(2) Pattern, timing, and other aspects of the 
multiiateral oil agreement that was pro- 
vided for in the Anglo-American agreement. 
Particular attcntion will be given to the 
relationship of such en egreernent to the UN 
and to the aucstion of hoy it right be ar- 
ranged -- whethcr by the US end UX or by 
ECOSOC. 


(3) Discussion of various comiion problems that 
would have becn ciscussed in the Petroleum 
Commission if it nad been in {SESERONCS » such 
as the problem of Middle Eastern supplics and 
yossibly the IPC intcr-company ogrcement, labor 
disturbances in the !’iddle East, and the situ- 
ation in verious countries, sucn as Frazil, 
which may be on the verge of onvening to crivate 
capitel. 


The US ow also intends to take up rceent measurcs of the 
Fritish Governmcnt which are apperently moving in the dircection 

of SOntrol ling their own imports on an cxchange conservation 
basis. (See page 7, Se ptember 16, 1946 and page 2, October i, 
1945 issues of Current Seonomi Dévolovnents. ) 


US Approval hes been given for extension of 
VED a 91.5 miliion credit for surplus property 
te Venezuela for ea five-year term at 

2-3/8 percent. An additional credit not in excess of %20 
miliion has been approved to the French Government for pur- 

. chases of surp)"* property for French Indo-China. The terrs 
are identical with tnese of the US-French Financial Agreement, 
that is, for 35 years at 2 percent interest, 


10 MORE SURPLU 
CREDLUS APPROY 


a 


x * » 
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WCRLD SHIPPING ADJUSTS Current problems in shipnping policy 
TO PO:TYVAR CONDITIO.NS involve cuestions of ecceclereted dis- 

position cf ships to forcign pur- 
chrsers cnd rolicy towerd snort-term chartering of surplus 
ships to citizens. In contrest to these problems of an im- 
mediate n nature, consideration is bcing given also to the 
formulation of the Department's views on long-range shipping 
policy. 





The general objective of the Department's shipping policy 
is to «ssure the application of the overall US policy of 
liberal reciprocity, equality of treatment end national treat- 
ment to all merchant shipping in foreign trade as provided by 
treaties cnd otherwise. Further, the Meritime Commission is re- 
cuired by law to promote the maintenance of american fleg 
services on essential trade routes, capable of substentie 
participation in the trade. American shipping, backed ry 
the HNaritime Commission, is seeking expension of its shipping 
services over prewar levels throughout the world, elthough it 
is to be expected that cs forcign corpetition reasserts itself 
there will be very great contr:ction from the level of operations 
rcached under wartime and immediatc postwar conditions. 


Cther Ancricon Republics Our policy is to promote the 
Gevclopment of inter-American services, both cargo and 
passenger, to the highest degree possible consistent with 

vaileble traffic and et the lowest possible rates. gl 
our policy is to render any proper assistance to alléevi 

pocr port facilities end periodic port congestion in a chal 
of tne other American republics, which heve hindered the 
development of adequate shipping services for years. 





As a notural result of the shipping shortages expericnced 
Guring the war, many of the other Amcrican republics now ere 
octively interested in developing thcir own shipping, both 
coastwise and foreign. Assistcnce is being cdvanced through 
the construction of new ships in this country and by the sale 
of surplus vessels. “hile the other american republics heave 
on initial advantage in very low wages, their tendency has 
been to assist their ship»ing by mcans of discriminatory 
practices end many now advocate the restriction of trade to 
the ships of the two countries involved. It is our policy 
to work for continucd freedom of shipping from artificial 
restriction in order that the industry may be permitted to 
develop freely under private manegerent. 


er Enst anc Africa The first step in furthering over- 

211 VE shipping obicctives is to promote the restoration of 
and shipping to e basis of prewar normalcy by elimi- 

nation of wartime restrictions, with the ultimate aim of 

liberelizing international nolitierl and economic controls 

to cnsure, so fer as possible, free, unhampered employment 

of rerchant snipping. 





Generally 
DECLASSIFIED FOR PUBLICATION IN FOREIGN 
RELATIONS OF THE UNITED STATES 


! 
b~ 
V1 

i 


BEST COPY AVAILABLE 


senerally speaking cargo is moving now to end from 

this arca ona commercial basis with *ne exce.tion of Greece, 
' to which the bul a8 of shipments are uncer UNRRA auspices. Te 

pattern of reestablishment of the ne twor k ef shipping services 

will be affected by oo survival of nrevious <conomic factors 

gs weil es pelitical and comnerciai rele tionenips and will be 

important for our merchant mcrine pes icy as it effects the 

share US lines will secure in the oie of this area. 


A strong nationasist element in merchant shipping policy 
is evidenced by the interest of these ccuntries in wne es 
tablishment of national flag Services. The Grecks ere ex- 
tremely active in this respect and the Turks and Ezynpticns 
are experimenting with expansion of their prewar opera vior. ns - 

marked increase in tornage under the indian flag is antici- 
pated alsc. Before the war US tonnege was confined almost 
exclusively to direct liner service to end from the US and 
it is anticipated that eventvally US shipping wiil be ccn- 
fined iargely to liner operations. 


Far fast serious dislocations h-ve occurred in the ship- 
ping in this er due to the removal of the Japanese merchant 
fleet. Our Pine Fett has not yet becn cstabliished as to the cx- 
tent to wnich restoration of tne dsvancse fleet will pe allowed, 
China's abolition of extra-territoraiity, the closing of inland 
ports and coestwise shipping to foreign vessels, and China's 
efforts to develop its own shipping present new and imponder-- 


Boe 


able saesere in the intern..tional Shipping competition, it is 
difficult to foresee to whet extent Chine can hendie its cwn 
shipping ‘requirements, to say nothing of overseas cxpension. 


xtent to which foreir. 


wwe 


cf 
y 
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shipping, mostiy British and lor-egian, will regain some of 

the prewar position, Anotner yeti pas tector in tne erea is 
the reestablishment of shinning in tne iicvherinnds Bast Indies. 
Prior to the war, the Netnerlancs rerchans fleet was occupied 
to a great extent in services within the iletherlends Empire 

ond between the Empire and foreign cowiwries. Traffic between 


A further question concern ns 
} 


the US and Netherlands colonics was controlied in lsrge measure 
by Nectherlanas shipping companies Here agein polit ical 
develonments wili determine Zo ert extent tiie Netherlands will 
aominace shipping in this area and how soon the volune or trade 
wiil te restored, Sovict interest in expansion of services in 
this area is avnarent, but it is Ticuit to foresee how 
successful. their efforts wiil bo Through our poli:y of as- 
sistance in the economic rehabilitation and commercial develop-~ 
- ment.of the Philiprincs, the res*% 2OP a 308 of ships end services 
as well as port facilities will be hestencd, Should future 
circumstances result in increasing trade relations between the 
Philippines and other parts of the Cricnt, rhilippine operators 
may perhaps be abic to supplant in part the strong prewer 


Japanese competition in var Lastern waters, 


Great Brivain 


DECLASSIFIED FOR PUBLICATION IN FOREIGN 
RELATIONS OF THE UNITED STATES 





BEST COPY AVAILABLE <x" 


oe 36 « 


Great Britain And The Continent The future of the 
American merchant mzrine is intimately ticd to the shipping 
policies developed in this region, wich is of vital im- 
rorveance as it includes the leading maritime nations of the 
world, namely, Great Britain, the Netherlencs, France, Belgium 
and the Scandinanvian countries. It is ron this areca thet we 
find our greatest competition in world-wide services. 





in any event, it is likely that any He te tive development 
of international shi pping coliaboration, whether through the 
conference system and similar oproements within the industry 
or through government participation, will be largely but not 
exclusively determined by Anglo-American action, Despite 
wartime losses in shipping tonnege there is little doubt thet 
Over the course of a decade of peacetime commercial shipping 
competition, the British merchant ficet will be restored sub- 
stantially to its prewar s atus despite the increasing con- 
petition from other flags such as the Seendinavian and cther 
fleets, including the US fleet, the expansion of which is one 
of the aims of this Government's merc:ant merine policy. For 
the time being at least the suppression cf German and Japarese 
shipping will relieve British shipping of what was increasingly 
serious competition in prewar years, The Br’ tish merchant flicet 
doubtless will continue to be a dominant fac*or in most cate- 
gories of ocean shipping, inciuding worid-wide tramping oper- 
etions, the tanker fleet which is an adjunct to the petroleum 
incustry, and the long established itiner services within the 
British Empire, between the UK and foreign countrics, and in 
indirec* trades between foreign countries. 
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WOOL, STUDY eG OUE PROP OSED AT Discussions by the principal 
Inve} VATTONAL L Wool, | DISCUSSIONS wool-producing and cousuming 
countries, wiiich were held 
in London from November 11 to 15, heve resuited in full agree- 
ment concerning the desirability of securing expansion of world 
consumption of wocl and avciding as far as possible cxcessive 
price fluctuations. (See page 8, November 4, 1946 issue of 
Current Economic Dewelopments.) The conference agreed on the 
desirability of “keeping the wool situation under intergovern- 
mental review and representatives of ail governments partici- 
pating in the conference --- Argentina, Australia, Belgiun, 
Canada, China, France, India, Italy, New Zealand, South 4frica, 
UK, US and Uruguay --- agreed to recommend to their governments - 
thet an international wool study group be established. The 
conference agreed that the UK Government should be asked to 
obtain by February 1, 1947 decisions concerning participation 


in 
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in the study group from the governments which were invited 

to the conference, and to arrange for the first mecting of 

the group. The conference furtner agrced tlat tae proposed 
study group should maintain cicse liaison with existing 
orgenizations in the wool field with a view to taking ful 
edvantage of the information colilected by these orgenizations, 


The conference considered also the present statistical 
position of world wool stocks, production and consumption, 
and reviewed prospects for 1946-47. Since the end of hostili- 
ties there has becn a heavy tronsfer of stocks from government 
to private hands and a rapid recovery of consumption ir many 
countries, Nevertheless total world stocks of apparz1 wool 
on June 30, 1946 were estimated at some five billion pounds, 
of which over half is stil! in the hands of governmental 
orgenizations., ‘Stocks in government hends alone amounted to 
approximately one year's preduction, and absorption of this 
quantity, as well as the new clips of 1946-47, into final 
consumption rresents a problem. 


Representatives of UK-Dominion "fool Disposal, Ltd., an 
organization established by the Governments of the UK, 
Australia, Tew Zeaiand and Soutn Africse to dispose of a large 
yvartime surplus of wool, were present at the conference. The 
chairman of the organization stated that it intended to 

bute to bility in international trade in wool by 
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reasonable to th ower and at a level to encourage con- 
sumption, 
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FPICH OF ECOUOMIC EXCURILY Hamiiton Robinson has been 
POLICY HAS NEM DIRECTOR appointed Director or ths 
Office of Economic Security 
Policy succeeding J. K. Galbraith who has returned to Fortune 
Magazine. Prior to the war, during which he served as a 
Coionel on General Somervelli's statf in the Jrmy Sersice 
Forces, Mr. Robinson was Washington Counsel for tne British 
Purchasing Cemmission and later Assistant to the Deputy Lend 
Lease Acministzator.,. He had previously becn cssociated with 
the law firm of Sullivan and Creuweli in New York. 
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This weekly publication is designed to highlight developments in the eco- 
nomic divisions of the Department of State, and to indicate the economic prob- 
lems which are currently receiving attention in the Department. It is suggested 
that copies be retained on file, as reference will sometimes be made to previously 
reported items to avoid repetition. 


Document Security Instructions 


This document should be treated in accordance with current instructions 
regarding security measures for SECRET material. Extreme care should be ex- 
ercised to avoid public or private discussion of the information herein with or in 
the presence or hearing of any person not authorized to have knowledge thereof. 
For general purposes all classified Foreign Service Officers and other responsible 
economic officers are authorized to have knowledge of the contents of this docu- 
ment, responsibility for the safekeeping of which will be assumed by each recipient 
thereof. It may be retained in protected files or, at the discretion of the recipient, 
destroyed by burning. If not personally disposed of by the recipient, he will 
assure himself that it is burned in the manner prescribed for SECRET material. 
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ITO CONFEREI'CE CLOSES THIS WEEK: US TO With a final 
PROPUSE INTERIM COM‘ODITY CO MITTEE plenary session 

scheduled for 
Noverber 26, the Preparatory Committee for an International 
Trade Conference has substantially completed the tasx set 
for its first mecting, Agreement has been reached among 
the representatives of the seventeen nations attending the 
meeting on all aspects of a draft Charter for an Inter- 
national Trade Organization, except certain portions of the 
state trading provisions ana those covering relations with 
non-members. The abscnce of the USSR prevented discussion 
of these two points on any but a preliminary basis. 








Commodity Policy A discussion ~f US commodity policy 
on November 22 among State and Agriculture officials resulted 
in agreement that it would be US policy to support at both 
the London ITC mecting and the Yashington Food and Agriculture 
Organization meeting similzer resolutions which would: (1) 
recommend that the governments concerned should adopt the 
chapter on commodity arrangements of the draft ITO Charter 
as tentatively agreed to in London as a guide fcr any inter- 
governmental consultation or action on commodities which may 
be necessary before the ITO is established; and (2) ask the 
Secretary-General of the UN to appoint an Interim Coordinating 
Committee for International Commodity Agreements, pending 
establishment of the ITO. The Committee would consist of 
three members -- the Executive Secretary of the ITO Freperatory 
Committee as chairman, a representative from the FAO to be 
concerned witn agricultural primary commodities, and a member 
to be chosen by the UN Secretary--General who would be concerned 
with non-agricultural primary commodities. Heads of various 
commodity study groups would be invited to consult with the 
Committee. | 





Food And Agriculture Organization A statement of the 
above policy is being read today at the FAO session by the 
US delegate as the US "constructive alternative approach" to 
the problems before the group. (See page 1, October 28, 1946 
issue of Current Economic Developments.) Last week a member 
of the UK delegation spoke on the British point of view on 
commodity policy, stating that the UK considers buffer stocks 
and long-term contrects to be the most important devices to 
use in obtaining greater stebility in agricultural prices. 
The buffer stocks authority, they feel, should be connected 
with the Commodity Commission of ITO, but should have maxi- 
mum authority with respect to individual commodities. Long-~ 
term contracts end bulk purchases, they feel, can be used to 
excellent advantage in bringing about an increased amount of 
stability. Their special advantages are that: (1) they can 
be used to cover almost every type of commodity, while buffer 
stocks cannot be used for perishable goods; (2) such arrange- 
ments can have great flexibility, varying from commodity to 








commodity 
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commodity and country to country; and (3) both buyers and 
sellers are given an assured price for considerable periods 
at a time, 


ITO Preparatory Cemmittee Meeting At the final plenary 
session the US delegation will propose amendment of a portion 
of the resolution recommended by the commodity committee at 
the ITO meeting to bring it in line with our policy. The UK 
has already agreed to the amendment end advance egreement is 
being soucht from all other delegations, 








SOVIETS RESTRICTING MOVEMENT OF The most recent reports 

FOCD TO WESTERN ZONcS iN AUSTRIA from Vienna indicate that 

the Soviets are tightening 
up on the shipment of food from their zone Austria to the 
other zones of occupetion. Russian action during the past 
several weeks has prevented the movement of indigcnous food 
products from their zone to the other parts of Austria with- 

out receiving compensating imports from the other zones, and 
then only after Soviet zone requirements cre met in full. 
Prime Minister Figl has estimeted that not more than 10 per- 
cent of the food produced in the Soviet zone is being released 
to the rest of Austria. 








The Austrian Government inquiry of over a month ago as 
to future Soviet policy with respect to crops raised on land 
seized by Soviet forces has not been answered. However, the 
New York Times has recently reported that conversations are 
now being held between the Cabinet end Soviet authorities on 
the movement of food from lower Austria to the western zones 
of occupation end to the whole city of Vienne. The situation 
became critical last week when the Russians reduced milk ship- 
ments to Vienna---now restored as a result of urgent representa- 
tions on the part of the Figl Government---stopped fifty car- 
loads of sugar from Czechosiovakia enroute to the British zone 
and halted 4,250 tons of grain for shipment to the Tyrol. 


Restrictions Have Increased Since October The restrictions 
were instituted originelly on October 4 when the Soviet land 
commenaders of lower Austria and Burgenland were informed that 
exports of agricultural products, industrial products and raw 
matericels were to be permitted only when authorized by the 
Soviet Commander-in-Chicf through the Economics Division of < 
the Sovict element of the AC and then only with the knowledge ! 
of the Soviet land commander. This applicd to all categories 
of goods but primarily to foodstuffs. On November 4 a further 
order directed that all potatoes moved into Vienna from the 
Soviet zone were to be distributed only to the Soviet zone in 
Vienna. 











soviets 
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Soviets Expected To Disregard Austrian Plans Recent 
conversations between General Clark and the Soviet Commander 
made clear that the Soviets would not permit the distribution 
of indigenous food products to other areas if such action 
would result in a lower food ration in the Soviet zone. It 
was also made clear that food would not be imported from the 
USSR for allecation to the Austrian people. The situation 
in Austria last winter when the western zones were better fed 
than the Soviet zone would appear to be the raison d'étre for 
the current Soviet position. General Clark reports that he 
expects Soviet control over indigenous food in its zone to 
become more and more rigid as the winter progresses and that 
the Soviets will ignore any Austrian Government food dis- 
tribution plan which requires shipment of food from the Soviet 
zone to the other zones without compensating imports. This 
procedure, if carried out, will necessitate direct negotiations 
between the Soviets anc the other zone commanders on a barter 
basis, by-passing the Austrian Government. 














Clark Recormends Action “hile it is too late to take 
any action with respect to cistribution of UNRRA food sup- 
plies to the Soviet zone, Clark recommends that the most re- 
cent procurement by UNRRA of 60 ,OCO tons of wheat be diverted 
to him as a military supply since the purchase was made pos- 
sible only throvgh a reduction in the bill tendered for 
military supplies sold to UNRRA. This wheat would be in 
addition to the supplies needed for the US zone and would be 
used by Clark as a weapon to force more food into Vienna. 
The War Department has informally stated that UNRRA and not 
the US holds title to this wheat and therefore it is not 
possible to comply with Clark's request. However, consider- 
ation will be given to the recommendation that the 60,000 
tons of wheat not be shipped to the Soviet zone, Austria. 




















SECRET 


PRESIDENT APPROVES US PARTICIPATION IN President Truman 
PROVISIONAL MARITIife CONSULTATIVE COUNCIL has approved US 

acceptance of the 
proposed international agreement for the establishment of a 
Provisional Maritime Consultative Council. This agreement 
has been submitted to the US pursuant to the finai recom- 
mendation of the UMCC to the effect that interested govern- 
ments should enter into an agreement establishing a Provisional 
Maritime Consultative Council. (See page 10, November 4, 1946 
issue of Current Economic Developments.) The proposed Council 
is to serve as an interim measure pending the consideration of 
a draft constitution for a permanent inter-governmental mari- 
time organization by a conference of interested governments to 
be convened by 5COSOC for that purpose. 
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PLAN A NEGOTIATIONS ARE IN Little progress was made in 


——_— ee ES SE Se ee ee ee 


PROCESS “ITH UK AMD CANADA the first ten days of discus- 





sions among representatives 

of the US, UK and Canada on an overall financial settlement 
of the program (Plan A) for furnishing civilian supplies to 
liberated countries by the combineu military forces during 
the war, The principal problem is the cetermination of the 
distrioution among the three supplying ccuntries of the com- 
bined collection of $105 million from UNRRA in payment of end- 
stocks of civilian supplies that were turned over to UNRRA 
in the Balkans. 


There is a fundamental difference between the US and UK 
positions since, in the US view, the British are seeking to 
modify the assurptions and conditions upon which there has 
heretofore been agreement. The VK position would result in 
their receiving nearly all of the {105 million collection 
from UNRRA whereas our position would result in tne bulk of 
such collections accruing to the U3. 


Last May, in ccentemplation of ow’ overall financial 
settlements with France, egreement wes reached upon the 
shares of the several supplying governments in the northwest 
European bills, namely, 62 percent for the US, 35 percent for 
the UK, and three percent for Canada, The agreement was based 
on the following assumptions and corsiderations: 


1. The northwest Evropean governments were to be 
considered as paving countries and Italy and 
the Balkan tountries as non-paying countries; 


2. Each of the supplying governments would proceed 
unilaterally to negotiate settlements with the 
northwest Luropean governrcnts; 


3. Any collection from UNRRA, any settlenent for 
supplies used in Germany end Austria, and any 
amounts established in the 10 percent reserve 
(See page 12, June 24, 1946 issue of Current 
Economic Developments) by the northwest 
European governments would be available, once 
all collections and losses had been agreed 
upon, for making such payments to the Eritish 
and Canadians as would keep their losses within 
the amounts they agreed to bear; and 








4, The percentage split-up of the northwest 
European bills--62 percent for US, 35 nercent 
for UK, and three vercent for Canada--were 
not subicct to later change except to the ex- 
tent that the UK and Canadian shares could be 
increased end the US share correspondingly 
decreased by the amount of peyments to be 
meade to the "K and Caneda out of the 10 percent 
reserve. 
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In effect, losses in northwest Eurone would be 
ascertained by ¢ experience, with the result that the final 
assessment of overall loss to the three contributing coun- 
- tries could not now be effected. In view of the uncertcinty 
a Lemerens in this arrangement, the: proceeds from sales to 
UNRRA and from settlement for supplies used in Germany and 
Austria plus the 10 percent reserves established in our own 
northwest European settlements were regerded as available 
for end-adjustments rather than for immediate distribution. 


The Sritish now propose that all of the recipient 
governments including those cf northzest Europe be considered 
as non-peying countries. This vroposel permits the immediate 
assessment of aggregate losses, the elimination of the 10 per- 
cent reserve, and a final distribution at this time of the 
proceeds from the UNRPA peyment. That the British assumption 
of no collections from northwest Eurone is intended simply cs 
a basis for a prompt distribution of UNRRA cash is indicated 
by tne fact thet the British do not intend to waive their 
clzims. Instead they propose that cach supplying government 
proceed to negotiate with the recinicnt governments for 
separate settlement of its share of the Plan A bills. for 
this purpose the British proposal recomputes the respective 
sheres of the supplying governments in the Plan A bills for 
northvest Europe on the basis of the loss-sharing formule. 
The result would be to increase the US share from 62 to 72 
percent and correspondingly to reduce the UK share, 


—" 


PROSPECTIVE TAX TREATY NEGOTIATICNS Eldon P. King, Special 
WITH EX1ICO AND Tun PHILIPPINES Deputy Commissioner of 
Internel Revenue in 
general charge of tax treety negotiations, has been invited 
by the President-elect of Mexico to attend his inauguration 
December 1, as his personal guest. The invitation rests on 
, no personal acquaintance and it is believed to indicate the 
readiness of Mexico to enter into negotiations for a treaty 
for the avoidance of double texation with respect to income 
taxes and possibly another with respect to estate taxes. 
Accordingly, instructions % cuthorizing such negotiations 
have been issucd to the Americen Embassy at Mexico, 











Ambasscdor McNutt is now anxious to negotiate a treaty 
with the Philippine Government with respect to income taxes 
and estate taxes of the two countries. Ir. King is, thereforc, 
preparing to proceed to Manila to open such negotiations early 
in Januery. 





* * * 
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RUBBER STUDY GROUP A meeting of the Rubber Study Group, 
MUSLING BEING HELD composed of representatives of the 

: Governments of France, the Netherlands, 
the UK and the US, is being held in The Hague from November 25 Zs 
to November 30. The Rubber Study Group, which was organized 
as a forum for the informal discussion of problems confronting 
the countries most interested in rubber, met previously in 
Washington in January, 1945 and in London in November, 1945. 
Donald D. Kennedy, Chief, International Resources Division, (IR), 
Departnent of -tate, is the Uf delegate, with “illiam T. 
Phillips, also of IH, as alternate. Advisers are: H.C. 
Bugbee, Attaché, US Embassy London; William L. Batt, Chairman, 
Inter-Agency Policy Committee on Rubber; Alan L. Grant, Fresi- 
dent, Ruboer Development Corporation; George M, Tisdale, 
Chairman, Combined Rubber Committe2; Everett G. Holt, Rubber 
AGVL90P , Department of Commerce; P. . Litchfield, Chairman, 
The Goodyear Tire and Kubber Company; John L. Collyer, Presi- 
dent, 5. F. Goodrich Company; and A. L. Viles, President, 
Rubber iManufacturers' Association, Inc. 





Agenda The proposed agenda for the meeting includes 
consideration of: (1) the present end future position of 
rubber-producing areas: (2) the present statis and future 
plans of the synthetic sete cal including a possible discus- 
sion of the Batt report; (3) statistical review of demand, 
supply and stocks, with agreed upon estimates for 1947, 1948 
ana 1949; (4) the "impact of a free warket; (5) the future 
organization of the Rubber Stud; Group, including provision 
for an international Secretariat, expansion of membership, 
end modification of the terms of reference; and (6) a date 
for the next meeting. 


Ul Position If another government clairs that special 
difficulties exist or are expected to arise and recommends 
action leading toward a world rubber agreement, the Ur 
delegation has been instructed to agree to cooperate in such 
ection, provided that it conforms to the principles expressed 
in the suggested Charter for the ITO. ‘Yne delegation has also 
been authorized to submit to the Group information regarding 
the present and future status of the synthetic rubber industry, 
explaining that the report of the Inter-Agency Policy Committee 
on Rubber , which constitutes the only published rubber policy 
reflecting the views of the Adr:inis tration, is still subject 
to consideration by Congress. The US delegates heve been in- 
structed to make an effort to have the estimates in this re- 
port accepted by the Group. Estimates of supply, demand and 
stocks for 1947-49 submitted by the UK, France and the Nether- ° 
lends in a joint report agree very closely with US estimates. 
The delegation has been instructed to support the continuance 
of the Rubber Study Group as a forum for organized consultation 
between the interested governments with respect to future inter- 
national rubber problems, to support Frazii's application for 
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membership in the Group and to attempt to have the member- 
ship opened to any United Nation which has a legitimate 
interest in the production or consumption of rubber, 
Authorization has been issued to the delegation to agree to 
the establishment of a secretariat under the proposed Study 
Group to carry on statistical and liaison functions between 
governments, and to state that the US is prepared to con- 
tribute a fair share toward the costs involved, subject to 
the availability of funds. 


COAL STRIKE LEADS TO EMBARGO ON SHIPMENTS An embargo on 
FRO! iS. SUPORTE FROM GERMANY ALSO CUT the export of bi- 
tuminous coal, 
which with minor exceptions is the only kind normally shipped 
from this country, has been in effect since the beginning of 
last week as a result of the miners' strike here. The embargo 
applied to all shipments in transit and already in ports, 
except that on vessels partially loaded, which will be per- 
mitted to complete loading. Coal loadings for Evrope and 
French North Africa for the first three weeks of this month 
totaled 868,500 tons, representing 39.4 percent of the total 
November allocation for those areas. Ona pro rata basis 
66 percent of the November allocations should have been 
shipped in that period. Shortfalls in the weeks prior to 
the embargo are attributable to the effect of the threatened 
coal strike upon the movement of commercial coal, 








European countries are watching reports of the strike 
anxiously. For France, the Netherlands, Denmark, Sweden, 
Belgium, Norway, Italy and Switzeriand, the embargo will 
dircctiy reduce their supplies of a vitally-needed raw 
matcrial which practically sets the level of all economic 
activity. In spite of a slowly-improving rate of production 
of coal in Europe, the continent must still import nearly 
two million tons monthly from the US to meet its minimum 
requirements. The UK, which does not import coal, fears a 
stoppage of all shipments from the US as a result of a 
general breakdown of transportation services, The steel 
shortage is already beginning to limit the building, 


automotive 
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automotive and aircraft industries in the UK. Still more 
serious may be the effect of a protracted strike on ship- 
ments of food from the US. Further suffering from lack 
of food may be added to that from lack of heat for homes 
this winter. 


German Coal Fxports The UK zone of Germany, the 
Pritish report,can no longer maintain its previous level 
of coal exports, and the 15C,GCO ton cut per four-week 
period made for October and November has been increased 
to 358,COC for December through March. The 950,000 tons 
allocated to the Eurovean Coal Organization and the 203,000 
tons allocated to Austria in September were first cut to 
825,000 tons and 178,C0O0 tons resvectively. These amounts 
will now be 617 ,C00 tons and 186,000 tons. Austria will 
get an increase of €,0CC tons instead of the 15,CCO tons 
reauested and urgently needed. The UK press reports that 

he extra coal resulting from the reduced exports: (1) will 
be used to make up by the end of December the internal 
ceficit in the UK zone resulting from the past failure of 
actual deliveries to meet allocations; end (2) will then 
be distributed 59 percent to the UK zone, 29 percent to 
the US zone, and 12 percent to the French zone. ‘Within 
the British zone 82 percent of the increase will be 
ellotted to basic industries, 11 percent to sccondary but 
highly necessary industries, and 7 percent to essential 
civilian services, Transport, electric power and steel 
outpvt will thus be improved and a larger production of 
agrictltural machinery and fertilizers obtained. 





Rehabilitation Of Ruhr Nines l‘eanwhile the British 
have submitted an inventory of material they claim is 
needed urgently to increase coal production in the Ruhr, 
Gross requirements for the next six months were listed, 
and the British seid a portion of the iters could be pro- 
duced in Germany. A preliminary examination of the list 
by experts in the US Bureau of Mines indicated that the 
requirements listed were excessive, since most of them 
were of a durable and non-recurrent nature, The UK re- 
quest would seem to indicete a complete re-equipment of f 
the Ruhr mines, since nvcither excessive use nor poor 
maintenance could account for the necessity for the total 
amounts of the items listed. Also included in the UK list 
of reanirements were some consumer items which seem to be . 
in the luxury cless in present German circumstances. The 
British submission also includes a series of proposals for 
general reconstruction in the Ruhr through imports of build- , 
ing machinery and supplies. 





In response to the British submission, General Hilldring 
referred to the extremely tight supply situation which 
governs the availability of the items requested and stated 
that, therefore, a detailed enens nation of the British in- 
ventory is necessary. He suggested that the appropriate US 
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end Uk authorities in Sermany cxamine in deteil the nced for 
each of the items listcd in an effort to make certain the 
urgency of their need for the présent coal production program 
and to arrive at an agreed statement of requirements for the 


requirements which can and cannot be supplied from German re- 
sources. After such an examination, he pointed out, we will 
be in a better position tm consider the additional needs of 
the mines. 


Extre-Ghift Plan Rejected An extra-shift plan involving 
work on one voluntary Sunday a month, to provide coal for 
domestic heating this winter, has been rejected by a vote of 
the Ruhr mincrs in spits of previous approval by their union 
leaders, 'S and UK military government officials nave 
indicated discouragement at the non-cooperative ettitude of 
the mincrs, ‘inich appears particulerly flagrant in view of 
their specini status among German workers becruse of extra 
food, tobsecy, rucl and housing provided them as incentives. 
The mincrs cinim thet their deputies did not consult them 
edecuatcly bdefore committing the unions to the program, 





ida) 


~~ 


Allocetion Of German Coal To Itely The US representative 

on the Luropear Coal Organization has bcen instructed to press 
for maintcrance of italy's former proportionate share in German 
cool cxports in spite of the reduction in the total amount of 
such cxports. Embassy Rome earlier this month pointed out that 
gracually inerocsing coal imports are absolutely essential for 
continued cconomic recovery in Italy, and expressed the hope 

thet the US representative on ECO would continue to opnvose 
excoreise of discrimination on political grounds in the division 
of German coal. The Embassy also suggested thet ECO meetings 

to discuss allocations should be public, so that the views of 
countrics advocating such Giscrimination would be known. However, 
we fecl that the svgcestion of publicity for ECO deliberations 
might scriously prejudice the total effectiveness of ECO. In 
public sessions country representatives would probably take more 
stubborn, natioralistic positions than is now the case in private 
meetings whore give-and-take compromises are made. 





Greet Britain Faced with a possible coal crisis this 
winter, the UK Ministry of Fucl and Fowcr and the Board of 
Trade are aking plens for systematic shut-downs of "non- 
essential" Eritish industries. while no final plen has yet 
been drawn up, indications are that wartime priority schemes 
will be revived if neccessary. The general situation in 
Britein's coal industry eppear to be one or improvement over 
the low point of last summer, but the improvement has not been 
cdequate ard a deficit of five million tons appears provable 
for th: year cnding April 30, 1947. Miners continue to be 
absent from work at the rate of nearly one shift out of six, 
and the total additions to the industry's work force are 
insufficient to replace those rctiring. 





x * * 


DECLASSIFIED FOR PUBLICATION IN FOREIG 
RELATIONS OF THE UNITED STATES . 











c , 
“v , 


oe 26 « 


CHANGES MADE IN LEND-LEASE POLICY; The US Lend-Lease end 
CoTITLEMENT NEGOTIATIONS CONTINUE Surplus Settlement 

Committee has agreed 
that no charges will be made to the other American republics 
for lend-lease pipeline materials undelivered after V-J Day 
due to no fault of the other country. This decision modifies 
@ policy, established by the FEA Administrator in August 1945, 
that lend-lease accounts of other countries should be charged 
with cancellation costs regardless of cause. The Committee 
also ezreed, subject tc arms policy concurrence, to propose 
the sale as surplus of lend-lease naval vessels to the other 
American republics holding the vessels, and to hold the ques- 
tion of cherges for use of the ships in abeyance pending the 
outcome of sale negotiations. 








Pipeline Decision Modified A recent decision by the 
Actine Comptroller General which would heve made delivery of 
lend-lease pipeline materials, with an estimated value of 
over “20 million, impossible after December 31, 1946 without 
further Congressional action (See page 4, Cctober 28, 1946 
issue of Current Economic Developments) has been modified in 
the light of further evidence to cllow payment of all such 
charges except administrative expenses. The Acting Comptroller 
General's latest ruling states that commitments entered into 
before June 30, 1946 for delivery of materisls to other govern- 
ments may be regarded as obligating funds for all expenses 
excevt administrative expenses even though svecific contracts 
head not been executed before thet time, 








British Retransfers To Austria Upon recommendation of 
the ‘ar Department the US is informing the Eritish thet 
blenket authorization cannot be grented to them for retransfer 
to the Austrian Government of lend-lease supnrlies excess to 
the needs of. the British Army in Austric. 





Retransfers From (1K To NEI Following UK and Dutch re- 
quests we ere preparing to meke en exception to the policy 
that no lend-lease arms and armaments shall be retransferred 
from the British to the Netherlands Eest Indies to allow the 
Dutch to retain specific quantities of arms now in their pos- 
session in the Indies. However, the eouipment will continue 
to be subject to recapture by the US. This action is being 
taken as a result of the initialing of the Netherlands- 
Indonesian Agreement, and may be extended to all equipment 
for trensfer to the Netherlands East Indies when the agree- 
ment is ratified. 





Norwegian Negotiations Continue Favorable reaction 
"in principle" has been reported from Oslo to the US pro- 
posal for settlement of lend-lease, Plan A, shipping claims 
and other war eccounts. Although o feirly early settlement 


is foreseen, specific details are still to be worked out 





primarily 
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primerily regarding tne clsims provision. The Norwegian 
have elso indiczted the view that the sum requested for 
the cultural and information program is high. 


The US proposal includes trzinsfer of title to lend- 
lease materizls (except erms, ammunition, implements of 
wor, etc., to which the VS retains title and the right of 
recapture, and merchant end naval vessels which must be re- 


. turned by US lew) without peyment and forgiveness of the US 
share of Plan &£ bills in exchange for the following: (a) , 


Waiver of the Norwegian claim for the balance (of undetermined 
anount) in their favor on shipping claims; (b) provision of 
©900,0CO in real property and ixprovements for the Depart- 
mont's foreign buildings program; (c) provision of %5 million 
in kroner for the Department's culturel cand information pro- 
grar; (cd) processing and liavidation of liability of the US 
in respect to all claims erising out of the war and esserted 
by firms, corvorstiors or individuals in Norway against the 
US Government; (¢) waiver of all other intergovernmental 
cloitrs erising out of the war except those in which the lia- 
bility has been determined and the manner of computation 
egreed; (f) provision of : reserve fund of 10 percent of 

Ficn A bills for possible payment to the UK and Cancda; cnd 


~ 


(=) satisfactory czgrcement for conv:rsion of JS Army kroner 


~ 


holdings to dollars. 


A 


couth Africa Aercerent Expected Soon ‘e heave informed 
couth ‘frica's negotistor on lerd-léease settlement of our 
willingness to accept the offer of 410CG million for the 
Settlement of sll lcnd-leese obligations and for the acqui- 
sition of certain military lend-lease stocks held by the HAF 
in South Africe and under UK control in Italy. At the sme 
time we hope to secure prompt acceptance of telecommunications 
cnd cir transoort agrcements, and © double taxation treaty on 
incore taxes which have been under prolonged discussion with 








~--+ 


tne South Africans. Final settlement on these matters is 
nov 2xpectcd within a short time. 


Tetherlangs Discussions In Progress Alv.ough prelimi- 
rary ciscussions on 2 technicel level hzve been in progress 
for some time, the first meeting of top-level negotiators of 
the US-Netherlands wer account settlement wes held November 2l, 
Separate discussion of shipping claims started November 22. 
The US side has proposed that all the Dutch shipping claims 
should be offsct against the Dutch obligation on tne lend- 
lzecse settloment. However, the Dutch negotiators have ex- 
pressed a desire for pryment of shipping claims in dollars 
to the extent precticavie. Negotiations are continuing on 
both the working and top levels and it is hoped thet overall 
scttlement will be reached soon. 





* * * 


DECLASSIFIED FOR PUBLICATION IN FOREIGN 
RELATIONS OF THE UNITED STATES 











» i « 


US VIE"S ON RESTITUTION The US is committed to the princi- 
OF SUROPEAD ROLLING STCCK ple of restitution of European 
rolling stock from both Germany and 
the satellite countries and we believe that implementation 
should take place without unnecessary delay and with as little 
disruption as possible to European transportation. In answer 
to an inquiry from Embassy Paris we have stated that we believe 
BCITO is the international organization best qualified to study 
and recommend a mutuslly agreeable plan for reciprocal resti- 
tution and hope the issue can be placed on the agenda of the 
next ECITO Council meeting in December. In this regard we 
believe that preliminary US views should be distributed to 
the representatives of the interested states on the ECITO Coun- 
cil in order that they can receive instructions from their 
governments prior to the Council meeting. 








Cur preliminary views include: (1) Concurrence with the 
OMGUS positicn that car-for-car exchange during the period of ' 
critical transport shortage in all countries is a necessary ! 
rrirary step in order to return the bulk of cars to the coun- 
tries of origin, (2) After two-wey restitution on a car-for- 
car basis has resulted in return of the bulk of cars, we 
favor a detailed study of the overall European transport ' 
situation and recommendations by ECITO as to the next steps , 
to be taken. (3) We do not agree vith the French view that 
German rolling stock in France is a German asset subjecwu to 
seizure and reporting to IARA. The present geographic dis- 
tribution of European rolling stock is principally the result 
of war conditions and therefore seizure of equipment as war 
assets by the country in which it is located is unwarranted 
and would result in inequitable distribution especially with 
respect to those countries which through accident find them- 
selves with very little German rolling stock. 


“hile our recommendations are chiefly applicable to 
Gerrany, we believe that they should be applied to all ex- 
enemy countries to the extent ECITO considers feasible. 


« * * 








AUSTRALTAN CABINET APPROVES Embessy Canberra reports approval 


BRETTON WOODS AGREEMENTS by the Australian cabinet of the 


ead 





Bretton ‘“Yoods Agreements and its 
intention to recommend to the Federal Parliamentary caucus that 
Australia should join the Bank and tne Fund, but at the same 
time make clear to the US, UK and other interested countries 
thet Australia's continuing membership in these organizations 
"ill be reviewed when the outcome of the ITC discussions are 

kh ovn. Presumably this is a concession to some Cabinet members' 
earlier recommendation that no action on membership in the Bank 
and Fund be taken until the ITO is in operation with guarantees 
sufficient to insure Australia complete freedom in imposing 
import restrictions. 


* * * 
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POLAND WILL CO! MEMCE HEARINGS ON Embassy “'arsaw ‘.as been 
NATIONALIZATION CLAIMS IN DECEMBER notified by the Polish 
Government that 
nationalization protests of the Embassy for establishments 
listed at Jeast by name before November 23, are recognized 
as having been filed in time, and commission hearings will 
probably begin in mid-December. The Embassy was further ad- 
vised thet ovners should file detailed proofs of their claims 
prior to that time. The Polish Government requires owners of 
nationalized firms to have a legal residence or a legai 
representative in Poland for the receipt of official documents 
and notices regarding the hearing of their cases. Ina press 
release dated November 15, the Department suggested that 
ovners should prepare and send to their representatives in 
Polend prior to the hearings detailed proof in support of 
their claims. In that regard the Embassy reports it is 
becoming obvious that American firms will probably encounter 
considerable difficulty in obtaining Polish ettorneys who 
will forcefully represent American firms as they do not want 
to eccnire the reputation of opposing the Polish Government, 





The Depertrent is now attempting to settle the dif- 
ferenccs of nationalization compensation witn the Polish 
Government by throwing the whole auestion to a mixed claims 
commission which would determine finally for the two govern- 
ments the ownership end valuation of eech nationalized 
preperty cleim-d by Americans to be owned partially or 
wrolly by American nationals. There has been an unconfirmed 
press report from Warsaw stating that such a commission is 
cceceptable to the roles, 


Polish Replies To US Notes On October 30 the Embassy 
dolivered a note to the Foreign Office protesting the pro- 
pored nationelization steps (See page 7, October 21, 1946 
*ssue of Current Economic Developments.) Two Polish replies 
heve been received. The first was : note dated November 4 
end was identical to notes also received by British, Belgiun, 
Dutch, French, and presumably other foreign missions in 
Warsaw. = reviewed the history of nationalization in Poland 
snd, while it protested that sufficient time had been granted 
for the preparation of material and documents, it stated that 
"nevertheless the Pol*’sh Government, animated by the spirit 
of the most loyal international cooperation, decided to grent 
< number of facilities for the protection of the rights of 
foreign owners who had capital interest in the nationalized 
rroperty." “hile the staterent indicated the Poles feel they 


c.. being gencrous in makinz these concessions, the US feels 
that thev cre entirely inadequate. Regarding the first two 
published lists, some of the "facilities" listed were: (a) 
objcetions end appeels lodged bv foreign representation even 
"ithout the formal pow:r-of-attorney from the owner were 
treated in the seme way 2s if presented by the owner; (b) ob- 
feetions and appcels of the most general nature were accepted 
~tithin the prescribed 30-day period, with the provision that 


the 
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the essential evidence be submitted later, at the court 
1earing: (c) objections in foreign languages were accepted, 
but cetailed objections should be presented in Polish or 
English with the provision that a legalized translation 
into Folish should be attached. It was made clear that 
these facilities applied only in regard to the first two 
lists, published on September 23, 1946, 


The second Polish note, dated lovember 13, in effect 
extended the deadline for submissions and read, in part, 
as follows: 


"ne Chairman of the Chief Commission for 
Nationalization sffairs, taking into con- 
Sideration that not all foreign owners and 
shareholders have been able, despite a number 
of facilities granted in connection with the 
submission of objections regarding lists of 
establishments subject to nationalization, 
published in !'CNITOR POLSKI Wo. 94 of 
September 23, 1946, and lo. 98 of September 
20, 1946, to utilize the determined period, 
has expressed agreement to consider favorably 
within legal limits, reauests for restitution 
of the lapsed period, if the requests are sub- 
mitted by November 3C, 1946 to the Chief Cor- 
mission ("arsaw, Ulica Senacka 34) or to the 
Folish Lmbassy in ‘'ashington and after that 
date exclusively to the Chief Commission." 


Traderark Issue Raised ™e have esked Erbassv ‘Jarsaw 
to determine whether or not the Folish Government is in- 
cluding trademarks in nationalized property. If so, the 
Tmbassy has been asked to trarsmit a note to the Foreign 
ffice urging that the Government either permit US concerns } 
whose properties are nationalized to retain their trademark 
rights in Poland when such marks are also identified with 
tooducts of the parent concern end vse in the UE and other 
foreign countries, or that the Polish Government prevent 
the use of such marks in Foland except on products of the \ 
US owner or subsidiaries. ‘“’e believe such action is 
necessary since the trademarks indicete the origin of the 
vroducts, Their unauthorized use would be contrary to 
established trade practices and might harm the goodwill of | 
the owner everywhere. 
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This weekly publication is designed to highlight developments in the eco- 
nomic divisions of the Department of State, and to indicate the economic prob- 
lems which are currently receiving attention in the Department. It is suggested 
that copies be retained on file, as reference will sometimes be made to previously 
reported items to avoid repetition. 


Document Security Instructions 


This document should be treated in accordance with current instructions 
regarding security measures for SECRET material. Extreme care should be ex- 
ercised to avoid public or private discussion of the information herein with or in 
the presence or hearing of any person not authorized to have knowledge thereof. 
For general purposes all classified Foreign Service Officers and other responsible 
economic officers are authorized to have knowledge of the contents of this docu- 
ment, responsibility for the safekeeping of which will be assumed by each recipient 
thereof. It may be retained in protected files or, at the discretion of the recipient, 
destroyed by burning. If not personally disposed of by the recipient, he will 
assure himself that it is burned in the manner prescribed for SECRET material. 


DECLASSIFIED FOR PUBLICATION IN FOREIGN 
RELATIONS OF THE UNITED STATES 





a Te 


a 














BEST COPY AVAILABLE 


December 2, 1446 


CONTENTS 


ae) 

69 
GQ 

© 


- 


US fnd UK Reach baaheas ehh On German Econoric Unity - - - - - 
Sharing Of Financial Resnonsipdility 
Relexation Cf Barriers Of Trade 
Division Of Frocure ment Responsibility 
Currency «and Benking J (prraengéemcats 
Food 
Imports For Displaced Persons 
Memorenadum for Record 


Developments In PICi.0 fre Reviewed -----+--+-+-e+-+-+-+e-- 5 
Mustilateral air Transport agreements 
Standardi zation Of Radio Aids 
iir Tref fic Contr OL 


Italian Vessels Returned For Current Operations ------- 8 


Reports Received Of Trede Facts Corpleted Or Under Negotiation- 9 
Soviet--Swedish agreement 
Other Soviet Bilateral greements 
Italian “ission To urgentine 
UK -Denish Discussions 
Recent Swiss Trede Negotiations 
Miscellaneous Trade agréecments 


Swiss fccounts .re Unblocked - ---+-+-ee e228 22+ +-2-+-]2 


New Troede Regulations Have Net Yet Improved China's Econoric 
Situetion - ---+-+-2+ 2+ 2+ = = ee eee ee 
Budget Fosition VPS E2684 
Remedial Measures Froposed By Business Organizations 
ulations Revised 
e Rewuiations 
L ind Industrial Loans Discussed 


1 Committee On Textiles Concluded; 


Meeting Cf ILO Industria 
Building Committee Meeting Convened - - ---+---+-+-+-+-- 16 
ILO Buiicing Committee Convenes 


ECEFP Approves Report Recommending An Incree 
Duty Exemption On wrticles acgui ired Abroad - --+-+-+-+-+-+e-17 


DECLASSIFIED FOR PUBLICATION 
IN 
RELATIONS OF THE UNITED STATES — 














BEES AGREEMENT Following several weeks discussion 
ECONOMIC UNITY in Weshington and lew York, egree- 
ment has been reeched between US 
end UK efficials on the economic unification of the two zones 
of occupation in Germany. (See page 1, November 12, 1646 issue 
of Current Economic Developments. ) This agreement, "however, is 
cocsidered only as the initial step in achicving the ultimate 
coal of economic unity of the whole of Germany in accordance 
a decisions made at Potsdam. Both this Government and the 

UK have exnressed willingness to enter into discussions with 
the other secrpying ynowers at any time with a view to tho ex- 
tension of the US-UK arrangements. The present accord will 
continue to be effective until agreement is reached on treat- 
ment of Germany eas an economic unit or until amended by mutual 
consent. Provision is made also for the review of the agree- 
ment at yearly intervals. 


US AlD UK 








a) a 











The sconomic fusion of the two zones shall become operative 
on January 1, 1°47 looking towerd the development of a self- 
sustaining economy for the bi-zonal area by the end of 1949, 
After the first of the veer, the two zones will »e treated as 
@ single area for ell economic curposes. To this end all 
resources will be pooled, imports as well as indigenous 
production, The re-uired administrative functions will be 
handlod through German administrative agencies under the joint 
control of the tvo occupying powers. One of the most vital 
agencies will be that dealing with exports and imports. In- 
itially, the two Co manders-~-in-Chief will establish a Joint 
(i.e, Allied) Export-Import Agency which will be responsibla 
for foreign trade. This responsibility will be turned over 
at a later date to a German admiristrative agency for foreign 
trade undsr joint supervision of the two powsers. 


The entire program will be based on a plan which will ver- 
mit the development of a self-sustaining economy by the end of 
194 as indicated in the chart below: 


(in millions of. dollers) scale 
Year : Disease & Un- : Otner Imports : Gross Exports 
rest _Imports* 3 __ ne : enn 
US UK Total: US UK Total : US UK Total 

















ey 4e0e 


1947: 217 480 697 :100 250 350 : 100 250 35) 
1948 : 150 450 £00 :100 275 375 +: 200 475 675 
1949 : 150 410 560 :125 250 375 +: 275 625 900 


— —_ - 


*1550 calories to June 3%, 1947, 1800 calories thereafter 








Sharing 
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Sharing Of Financisl Responsibility All commitments on 
the shering of finencial responsibility are, of course, sub- 
ject to the provision of the necessary approprietions by Con- 
gress and Parliament, Although the UK hed originally asked for 
a 60-40 division of the German deficit, the US position that 
financial responsibility should be shared on en equal basis was 
finally aecepted, In the finel stages of negotietion, the 








“British askei that their responsibility for currencigs be lim- 


ited to 3300 million from their dollar resources. This was 

not accented by the US negotictors,. In consideration of the 
drain on British dollar resources, however, it was agreed that 
in procuring for the bi-zonal eree, efforts would be made to 
purchase from sterling areas in order to prevent too great a 
strein on UK dollar resources, In so far as imports cénnot 

be paid for from other sources, epproved imports efter Dec- 
ember 31, 1946 will be paid for on an ecuel basis in accordance 
with provisions as foilows: 


(1) Imports are to be divided into two categories; 
disease and unrest imports (Category A), and all 
ether imports, including raw material (Category B). 


(2) Export proceeds will be used in the first 
instance to vay for Category B imvorts. ‘‘Yhen ex- 
port proceeds are surplus to import costs, the 
proceeds will be used to defray the cost of Cate-= 
gory A imports. Any portion of the cost of C-te- 
gory A imports which is not met from export pro-~ 
ceeds will be essumed by the two governments in 
eoual shares from appropriated funds. 


(3) Under a vast agreement on the pooling of 
export proceeds, the UK will make available to the 
Joint Export-Import Agency 929,300,000, which is 
the US snare under the old agreement and which 
shell be credited to the US contri-ution to the 
Joint Agency. In addition, the accumuleted prte 
ceeds of exports irom the US zone, estimeted at. 
#14 ,590,.00 wili be made aveilable to the Joint 
Agency for the purcnase of Cetegory B imports. 

To meet t'e avove US contribution of $42,800,000, 
the UK will provide an equal velue of Cetegory B: 
imports to the Joinu Agency. Further, the US 

and UK wi’l prcvide in equal amounts their share 
of the sum to be made avcilable by the Swedish 
Government for the purchases of essential commod- 
ities for the German economy. (See pege 2, July 
22, 1946 issue of Current Economic Developments, ) 
Any additional sums deemed necessery for the. pur- 
chase of Cetegory B imports will be provided on 
ean ecuel basis. To the extent that either 
government edvances sums for the purchase of 
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raw materials for processing and re-export, on 

special terms es regards security and renayment, 

the other rovernment ray advance equal surs on sirilar 
terns. (This poiws cuvers tne RC type loen 
arrangement described on paze 9, November 4, 
1946 issue of Current Economic bevelonnents. 

ne US is considering expending this procedrre to 
firence $50 - 60 miliion worth of imports in 1947. 

Iz is doubtful vhether the Pritish will take ad- 
vertage of this metrod of financing.) 





(4) Reimbursement of costs incurred by the 
two governments for their mnes before Jenuery 
1, 1947 end for t-e saree thereefter vill be re- 
covered from future German exports within the 
chortest orrcticeble time consistent with the 
rebvilding of the German economy on heelthy non- 
egrescive lines, 


Relexetion Of Berriers 02 Trede To facilitate the ex- 
pension of eynorts, the two governments egree that berriers 
in the vey of trade with Gerneny shovld be removed as r-pidly 
es world conditions vermit, félso necessery for the increase 
of tie exnort trede is tne establisnmen it of en exchenge value 
for the merk, financial reform within Germany; and the ex- 
change of technicel end business communicetions between 
Ger ws end otrier countries. It hes been ecgreed that poten- 
tiel b iyers cf Gcrvan goods snould se provided access to 
both zones to tre full extent that fecilities permit and 
noermcl business chernnels should be restored as soon as possible. 











Divisicn Of Procurement Re S00) Lpiaity The Joint Export- 
Import Agency will be the respons ent for determining 
imvort recuirements. Procurencnt of Cate gory A imports will 
be the resnonsibility of either rovernzcnt to the extent that 
onproprieted frnds of tnet government ere used for this pur- 
pose. Crtezory 8 procuremen and procurevient of that part 
of Cetegory it wnich is not firenced through apvroprieted 
funds will »be the responsibility of the Joint agency, with 
such assistance from the two governments as may be desired, 
Unless otherwise agreed, procurement shell be from the most 
economicel sources teking into consideretion the ndesirebil- 
ity of putting too severe a drein on the dollar resources 
of the UK, The US, bv egreeing to take into account the 
limited doller resources of the UK in tre procure”ent pro- 
cedure, grented a concession to the British position, since 
this runs counter to ITO principles In order to facilitete 
the sctual precurement, e joint committee is to be estevlished 
in Veshington to support before the eppropricte authorities 
the recuirements of the Joint égency for co~odities in world 
short supply end to determine, wrere necessery, sources of 
supply end to designete procurement egencies heving regerd 
to the financiel responsibility end erychange position of the 
two governments, 
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Currency_and =snking ‘rrengements In those countries in 
which the Joint Agercy is operating, a US-UK Finance Committee 
will open benk eccounts with cpproved benks, provided that 
egrceements sre entered into with those countries for credit 
brlances to be transferred on demand into dollisrs or sterling, 
whichever is Cecided to be necessery to procure imports. 





Food The ein of the US and UK is to increesse the present 
retior. of 1550 eslovies to 1800 for the normrl consumer just 
-s soor 7s the world food suynply permits, In the meantime, 


= 
ho 1550 erlorie retion is to be meinteined. 


Imports For Displzced Persons To prevent e further drain 
on the Germnn economy, it wes sgreed, subject to eny internct- 
ionrl arrengemerts wiich may subsequently be made for the mein- 
tenrnce of DPis, thet the cnre of displrced persons shell not 
excecd the mrintenence of Germen citizens from the Gcrman econ- 
ony, Other benefits must be without cost to the “erman econory. 





Memorendum For Record In a corolirry memorandum to the 
main pect, it wes -greef that the US will consider the sum 
of $29,300,000 to be made avrilnble by the UK to the Joint 
Export-Import Agency es full scttlement of all claims which 
we may heve against the UK under the arrengeients for the 
pooling of osst export proceeds, Full peyment is to be mede 
to the Joint Agency by April 1, 1947. This is in addition 
to sums to be essigned to the Joint Azercy which mey be re- 
ceive? by the UK from Frence for trensportstion chrrges on 
corl exported from Germany through the French zone of occups- 
tion before April 1, 1946. 





Other points in the "l’emorendum Tor Record" provide that 
cny sum which the UK mney receive for corl exported to Austria 
from the Ruhr prior to April 1, 1°46 shcl1l be assigned to the 
Joint Agency; coal imports from the Ruhr into fustria for 
the use of occupying forces shall be prid for by the occupy- 
ing powers; civilisn cocl imvorts into Austris from the UK 
zone Gerveny from 'iry 1945 through Decexber 1946 shell be 
regrrded os ° charge on the Austricsn economy to be paid for 
in the first instance from the vroceeds of electric power 
exported from Avstria to Germany during the sem« period; 
the Joint Agency will be the responsibie ecent for conducting 
trode between the bi-zonel srea ond Austrir; and the fund 
ellioceted to the UK under the Swedish Sefeheven Accord will 
be mede avcilable to the Joint Agency in the ecsuivrlent of 
their shere in US dollers ct the same time ond to the same 
emount as the corresponding contribution in kronor by the 
US is made eveilerble. 


* * * 
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DEVELOPMANTS IN Multilateral Air Transport Agreements 
PICLC Ane REVIEVED A svbcomnittee of tne Air Transport Com- 





‘ies UK and US, is actively working to develop an acce 
multilateral air transport agreerent fcr submission to 


PTC4C Council in January end to the Assembly of the perranent 


organizaticn in lay, i947. Parallel efforts are being 


in the PICAO panei of the “Air Coordinating Committee (ACC) to 


Tc 


Geveiop the US position in this matter. The latest US 


proposal multilateral agreerent is being reviewed now by the 
airline industry, through the Industr, Panel of ACC, and has 


++ 


a 


been submitted to certain interested members of Congress. 
The CCmECRTS or both industry and Congress, which ere expected 
by the middie cf December, wiil be weighed hcavily in prepa- 


} 


ration of the final drart, 


Drafts represenving US thinking on varicus points have 
been submitted from time to time in the FicszC Air Transport 
subccmmittee. The compiete version of the current Us work- 
ing draft was subnitted cn Noverber 16 and was re- roduced 
as one of the working papers of the subcommittee. SCfeverel 
maior differences between the TS and Fic4ao working drafts 
have been discussed extensively vith only limited success 
in securing adnerence to the 1S point of view. 
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otendardization Of Radio Aids Despite <n early divergence 
of views by the US end UK delegations, stemming from their . 
position es the leeding developers and producers of radio eids 
to navigation, and highlighted by the press end redio, never- 
theless e substantial degree of agreement was reached at the 
recent meeting of the Redio Technical Division of PIC&O. 
Lesting from October 30 to November 23, the meeting was 
attended by representatives of 27 countries. Although 
stendardization of radio aids has been echieved in many of 
the fields of air navigation, current rapid development of 
verious equipments end systems in other fields hes rendered 
premature a final agreement at this time on any one equipment 
or system for universal use in all fields. It was clearly 
snown thet it is preferable to continue full scale service 
tricls of severel promising systems in order to provide en 
rdequate knovledge and experience upon which to bese even 
temporary stendardi:ation and it is a certainty thet the azgree- 
ments reached wili be of vitel essistance to the ultimate world- 
wide edoption of uniform equipments and systcrs for epproved 
universsl use, 





In principle the US end UK delegations agreed that 
neither country would be a perty to FICAC standardization of 
eny equipment or device wh ch would enteil any monopolistic 
or exclusive adveantcge to any one country, business enterprise 
or group of entervriscs. Likewise, both delezetions supported 
the principle of sanufecture by other nations of equipment, 
originally designed and produced in either country, which 
might eventualiy be stendardized by PICAC. 





General agreements were reeched within the four major 
fields: long distence nevigation; short distance aids to 
end eirdrome zone 


eir nevigation; approach and lending aids; 
controls, 


The Division found that no single redio eid is sufficiently 
proved to justify its internetionel sdoption as the sole aid 
for long distence air navigation. However, it was recognized 
thet L/F Loran is the system which 2t present offers the 
greatest promise of meeting: operationcl requirements subject, 
of course, to extensive service testing. Therefore, it was ~ 
recommended that instelletions of L/F Loran be meade in certein 
critical ereas, such as the North Atlantic arca in first 
priority, and tropical ocean erees of the vorld in second 
priority, with e wiew to future standardization. In the 
interim, it wes recummended that Stendard Loran end otner 
existing long distence navigaticnal aids are to be continued 
end expended es necessary, end thet eirborne equipment pro- 
vide for reception of both L/F and “Standard Loran signals. 





The Division meade e similar finding in the field of 
short cistence aids to eir navigation, recognizing, however, 
. Pa) on «@ s~ . 
that e certain degree of uuiformity of equipment along 


important 
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CO re ume. Ch UN on Dea ret LON j Svedish-Soviet trade 
cnd creadlt agreement 

(see page 2, October 14, 1946 Tesus of vuprens Economic 

Developments) vas ratified by the Swedish Rikedag on 





November 13. “hile the Goverrment vas severely eriticized 
Wwealisn econmercial interests 
commitment for a one billion 
nsulting the Foreign Affairs 
it could not disregard the 
commende tion ~ t the agree- 
be ratified. In the Upper Chamber the agreement was 

ed without vote. while in the Lower ‘aakan the vote 
by he me 22 not voting, end 34 absent. The 
ciation announced tnat agreement in 

hed by the appropriate Swedish and 
sing basic provisions connected with the 
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edish lebor unions heve issued eae stcte- 
et :zreement and the part taken by 
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- ine Stockhoimn Conmunist paper, re- 
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pean countries appear ever more 
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Other Soviet _Blistensl iereements The Soviet Ambassador 
end the « oviet Ircde l'ission, which has been in argentina for 
some wees, have presented a dratt of a tiade treaty to the 
Argentine Governinent. The Argentine Foreign linister has told 
Embessy Buenos #ires thet the Argentines are not anxious to 
conclude the treaty, but since it contsined nothing unustel, 
they vould proceed with it in view of the pressure being ap- 
plied by tne USSR. The Iceiandic Government hes told the 
USSR of its wiilingness to negotiate a 1947 commercial agree- 
ment and has esked tnet a deiegation core to Reykjavik. 
Negotiations are also seid to be under way for a trade agree- 
Ben’ between tne USSR and Siam, with the Soviet representavive 


in eangkok offering peper and other merchandise at Vladivostok 
for i2@ to the Siamese Government in exchenge for soybeans 


SQL 
end green peas, 


Italian “Mission To srgentine tei mission is 
scheduled to gO to Buenos Aires to opanet re epedate erabiing 
tely to import foodstuffs, chiefly wheat, rron Argentina 
early in 1947. Smrbeassy Rore hes inforred the Department 
that a two or three-yecr food purchase agreement is con- 
templated. Cur position on long term bulk purchase agres= 
ments Lie. ‘pe ge l, Cetcber 14, 1946 _ issue of Curren 1t # onomte 


has 
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has been told that the US attitude toward any Itclo-/rgentine 
egreerent would depend on its duration, the cuentities in- 
volved, end the bileteral elements. 


Italy is elso reported to be conducting negotiations 

for commercial agreenents or extension of agreements with 
several other countries, including Hungary » Belgium and the 
Netherlendse formal Itelien imports from Huncery cre pelieved 
to be impossible beccuse of large amounts going to the USSR, 
but there is a possibility thet Hungerian petroleum, steel, 

ig iron and coai may be obteined. An attempt is o1s0 being 
mode to extend the existing Italo-Dutch tre de agreement to 
the Netherionds oversees possessions. 


i. French trade delegation is expected to go to Rome this 
week to discuss revision or the commercial egreement Signe a 
lest February, which was found unsatisfectory by both parties 
end vnich the french denounced Several months cgo. in 
Italian mission is going tc Sweden to arrange for renewal of 
the Italo-Swedish commercial agreement, whiie 2 semi-official 
Greek economic mission is wovkinz on 2 commercial agreement 
with Italy. The Eritish too are said to be preparing a draft 
commerciel agreerent to be negotiated with Italy es soon as 
the peace treaty is signed. It is uncerstood that the lK 
plans to sudDpiy rew matericis for Italian incistry and that 
Itely will in return export wine, fruit end :gricuitural 

roducts, as well as manufectured goods. 


UK--Danish Discussions Fritish and Danish officials 
have recently been discussing in London the unsatisfe ctory 

situation with respect to trede between the two countries 

which has arisen foilowing conclusion of the agreement on 

July 31. (See page 13, August 5, 1946 issue of Current 

Recnomic Deveiovments. j The UK was dissatisfied with the 

heavy credits Grawn by the Denes, the failure of Denmark 3 ) 
to furnish the expected quantities of foodstuffs, and the 

unsettled finencial arrangements between the two countries, 

The British felt thet the Denes would hrve to reduce their 

preheses or find some means of paying for them, as so far 

they have required an extension of credits at a rate which 

the UK cannot afford. 
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4s e result of the recent discussions in London the 
Danes agreed to the stcbilization of their trade debt to 
the UK at the approximate figure prevailing on January l, 
1947. This debt at present totals between 500 million end 
6CO million crowns. The question of reduction of the 
trade debt will be discussed later. A tentative Danish 
Government foreign trade program for 1947, showing a 
belance between receipts and expenditures in foreign ex- 
chenge, calis for increased Danish exports and reduced 
imports, Imports from various countries will be reduced 
proportionately, due consideration being given to existing 
trede egreements-. On the export side of this balance 
sheet the Denes heve incliudec the $50 million loan the 
Government hopes to secure through the International Bank. 
The UK delegation agreed to discuss at a later date the 
Danish request for higher prices on butter. 


Recent Swiss Trade Negotiatic & protocol to the 
Swiss-Swedish trade agreement of teh 23; 1946, wnich has 
recently been agreed upon, is designed to bring about a more 
belanced trede between the two countries. It provides that 
Sweden will meke additional emounts of products evelilable 
to Switzerlend and that ronthly exports from Switzerland 
will be reduced becsuse the period of the agreement is ex- 
tended. The quotas fixed in the besic egreement have been 
extended from March 31, 1947 to June 30, 1947. In the case 
of Swiss imports from Sweden, the delivery of the quotas was 
elready behind schedule, so no actual reduction is involved 
in the extenzion of the "delivery reriod, For Swiss cxports 
which were limited by quotas this will involve a reduction 
in the annual rate of 20 percent. Cuotas heve clso been 
set up for Swiss exports heretofore not subject to quotas. 
Even with these adjustrents trede will be far from balanced 
end Switzerl:nd hes therefcre - greed to accept for a further 
— months the customery 10 million frencs in gold which 

yeaen pays monthly for Swiss exports and an additional 
pence in zgoid (between 50 end 80 million Swiss francs) to 
balance the account, 








The Swiss Government hes also issued a communique stating 
that the Swiss end Buigarian Governments have agreed to hold 
negotiations for reguiating economic reéeliations between the 
two countries and that 2. Swiss delegate hes gone to Sofia for 
this purpose. The Scviet-cumanian comrerciel egreement has 
been extended in its present form threugh the end of 1946 
end a Rumanian delegation wilt go to Moscow later this month 
for new negotiations, 


Miscellaneous Trade £ercements Otner agreements con- 
cludst ‘Tecently “inelude cne octwecn France and Austria signed 


on 
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en October 26 for a period of six ronths. Among the products 

mich /ustrie hes egrsed to furnish France are wood products, | 
prerabricated housss ond magnesite, while the orincipel French 
exports to .ustric will incluce mechiucry, spare perts, stecl, 
chericel end phoruee eutical go textiles and colonial 
products. Czechoslovakia and the Netherlands heve signed a 
new trade agreement to replece the onc wrich -xpired on 
October 20, It wiil be valid for one veer and provides for 
Czech exports of timber, paper, metel products, machines, 


automobiles, textiles end chemical and pharmaceutical products 
in exchange "for ferm products, textile rew fatericls, reyon, 
bber erd cococ. Seren cent hes also been reached between 
Duenrerk and Finland on 2 dreft suvplementary trade agreement 
to be presented to the two governments for approvel. The 
me gse trade egreerent was signed on féprii 3, 1946. Denmark 
men ar e710 O Finiand in cx 


wili deliver : a 
one for wood, ce'luicse und verious kinds of Peper » card- 
boerd end psperboerd. The Norwegica Ministry of Foreign 


q 
j 


iffeirs announced the signing on October 29 of o hts» 

to the commercial agrectrernt of last Februeryv between Norway 

end the Belgium-Luxer bourg Custozs Union. the Supplerentary 

egreement provides for the exenenge of Norwegian paper, 

enanncd food, fcidspar, silver fox furs and other products 

in return for pel gaa uperphoespnate, chloride of lime, red 
nd 


an incrossed cuantity of textiles, 


-<CCCUNTS On November 30 Secretrry of the Treesury 
NBUCCKED Snyder announced the unblocking of Swiss 
end Licchterstein funds in the US. 
Gencral Licenses Nos. 94 end 4 heve besn arended to in- 
clude Switzerlend end Licchterstein end the controls over 
current transe:tions witnra theee wo countries are removed 
cnd provision is nede for tne relecse of blo:Ked accounts 
under the certificction procedure of ercl License No. 

a 
> 
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95. Unkioecking resuited from the sa pong | cone Lusion 
tion of the owner- 
shin of property held in tne US in 7: mes of nationaxs 
of Switzerlend and Liechtenstein for the purroses ol 
identifying and segregating any sucth proper’ 

there hes been an enemy interest, 


c? ct 


of negotiations concerning the inves 


. 
-J7 


DECLASSIFIED FOR PUBLICATION | 
N 
RELATIONS OF THE UNITED STATES _— 





« $8 « 








Sd 





NEW TR&DE REGULATIONS HAVE NOT YET Believing that there 
IMPROVED CHINA'S ECONOMIC SITUATION is little hope for 

. solution of the grave 
economic problems facing China unless internal order is re- 
stored, the Chinese are anxiously awaiting the outcome of 

the current meeting of the National Assembly. Fear of a 
major economic crisis by the Chinese lunar New Year, © : 
January 22, 1947, is prevalent end it is expected that many 
firms will "be unable to meet their obligations at that time, 
the traditional date for debt settlement. Factors contri- 
buting to the widespread apprehension include: (1) continuing 
inflation; (2) an increasing import balance of trade, which 
totaled, exclusive of UNRRA goods, some CN $985 billion from 
Jenuary through October; (3) an increasing glut of consumer 
goods in the Shanghai market, attributed to excessive im- 
ports, and transportation difficulties; (4) rises in the 
prices of domestic goods to en extent greater than can be 
regarded es legitimate for price increases occasioned by the 
August readjustment of exchange rates (see page 11, August 26, 
1946 issue of Current Economic Developments); (5) the con- 
tinuing flight of capital from the hinterland to Shenghai, as 
well as flight of capital from Shanghai to Hong Kong; (6) in- 
creased governmental expenditures, which include general pay 
raises in November to civil and military employees--Nanking 
reports indiccte an estimated 7C-90 percent of the national 
income is being diverted to military purposes; (7) up to ten- 
fold increeses in tax rates, public utility service rates crd 
fares, including postal, telegraph, electric light and power, 
railways, tramways and buses, ‘most of which have become ef- 
fective since November 1; (8) industrial stagnation--even 
cotton mills, which have been more active than other indus- 
tries, are operating at only helf of their prewar capacity; 
(9) continued rising living costs; (10) weak tone of the 
stock exchange, with shares showing a downward trend and 
speculative capital being diverted to trading in gold bars 
and US dollars; (11) on November 30 in the so-called black 
market the buyers exchange rate was CN $4900 to US $1 and 

the sellers rate was 4950, while the official rate remained 
at 3350; and (12) unfavorable position of commercial banks 
which are petitioning the Ministry of Finance and the Central 
Bank of Chine for approval of the reduction of their cash 
reserves deposited with the latter against current and time 
deposits, 








Budget Position Critical The Chinese Minister of Fi- 
nance has informed the US Treasury Attaché in Nanking that 
expenditures for this year are expected to exceed CN $5 tril- 
lion and revenues to be around CN $2 trillion. In preliminary 
budgeting for 1947, estimates at the present time, subject to 
revision, are CN 6 trillion for expenditures and CN ¢5 tril- 
lion for revenues. It is hoped that CN $3.5 trillion can be 
raised by taxation in 1947 which would be more than three 


times the expected tax yield for 1946. 





Remedial 
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Remedial Measures Froposed Py Business Crganizetions 
The Nationel Federation of Chembers of Commerce ena the 
National Industrinl Associeti on, which met early in 
November, ciscussed the principel problens facing the coun- : 
try and proposed that the Government edopt the following 
remedial measures: evolve an overall economic policy; in- 
stitute reforms in. the present finencial strvcture; edopt a 
protective trade policy and expand foreign trede: improve 
transportetion to fecilitate domestic trede; ebolish ne wly- 
imposed community taxes and simplify tax collection; end ad- 
rinister enemy property in en equiteble manner. The Chinese 
hrve reluctertly accepted 2s sound policy the decleration | ac 
meade by a Department officer that we are opposed to grenting 
lonns to Chine under present circumstances. It is felt that 
c loan, like a new currency, would do no good until basic 
political and economic reforms hcve been effected. 








Foreign Trade Regulstions hevised The President of the 
Executive Yuan announced revised foreign trade regulations, 
effective Noverber 17, The measure was edopted principally 
to conserve foreign exchange resources, importation of non- 
essenticols will be discoureged end necessities cnd rew 
motericls required for domestic industries will be given 
first consideration. The new regulctions set up 2 board 
for the temporary regulation of imports under the Supreme 
Economic Council, The operative functions of the board ere 
to be performed by a small executive committee consisting 
chiefly of officizls of the Central Ben« end Customs. fhe 
regulations. extend licensing to cll imports except goods re- 
quiring no foreign exchange, i.€., personal gifts and Samples 
of no commercicl velue, the velue not to exceed US °50 snd 
not intended for resale... Only registered importers may epply 
for import. licenses. . 





Imports heave been divided into four schedules, the first’ 
consists of capital goods, the second, of goods to be imported 
under. quote, the third, of goods for which application for im- 
port license will be handled by the Foreign Exchenge Exemina- 
tion Department of the Central Bank, end the fourth, a pro- 
liivited iist which extends the March 1 prohibited list. The 
orchibited list is in effect substantially further extended 
by schedule III-B which includes all commodities not listed 
in other schedules, importation of which is temporarily sus- . 
pended. All articles may be freely exported cxcept those 
which were expressly prohibited in the regulations promulgcted 
on March 1. : 


Effect. of New Trade Regul-tions As of November 23, the 
revised trade “regulations had failed to lessen the growing , 
uncerte inty ond pessimism in the general economic outlook. 
Inter-provincial and export. trede were on the decline. 
Erdassy Menking reports thet regulations will soon be pro- 
muigated by the Central .Benk and Customs in shanghai! 
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regarding commitments msde before the tre nde measures were 
revised. rei ecstimetes th: t these commitments, which amount 
to US $8.5: million for Chase and National City, will total 
between US $30 and £50 million. The En nssy feels thet 
problers connected with these commitments, quote allocations, 
and divisions of quotes between Chinese and foreign importers 
cre bound to erise. Although no comrents have been received 
es yet from the US business community in China, it is ex- 
pected that they will regard the measure as inconsistent 

with the Chinese-US conmercial treaty. “e have asked Consu- 
late General Shanghai to request the Chinese Government to 
ellow the entrance vithout import license of cargo which 

was on US docks awaiting shipment before November 17 but 
which was delayed because of the shipping strike. The 
Chinese are-anvarc of the inopportune nature of the measure 

in view of the proposed ITO. Hovever, in view of China's 
long-run belance of payments problem, the prospects are for 
continued tightening of rather than for relaxation of import 
controls, in spite of Chinese emphasis on the "purely 
temporary" cherecter of the measure, 





scope Of Commercial And Industrial Loans Discussed On 

Fovert.r 17, the rresident of the Executive Yuan announced 
that the government hed agreed in principle to Chinese 
business demands to broaden the scope of commercial and in- 
dustrial lozsns. A conference attended by the Premier, 
epresentatives of the Ministries of Finance and Economic 
Afrairs, CNRRA, the joint board of four government benks, 
and business asscciation delegates leter discussed the 
problers involved. 





Agricultural Reforms Considered Chinese Ministry of 
Agriculture officiels have informed Cor -ulete Generel 
Shanghai that they are drawing up tentative progrems sug- 
gested by the joint China-US agricultural mission to help 
solve present internal difficulties. These proposals re- 
late specifically to agricultural credit, land taxation, 
farm tenancy, agricultural extension work, chemical ferti- 
lizers and irrigetion. The Chinese Communist Farty has 
long alleged inaction on the part of the Government on 
such problers, while cleiming to heve eccomplished signi- 
ficant reforms in its areas. However, little evidence is 
eveilable to show the extent of and value to the population 
effected by any such reforms. Embassy Nanking has sug- 
gested that competent TS observers be sent to recently re- 
leased Communist territory to conduct first-hand surveys. 
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MEETING OF ILO INDUSTRIAL COMMIT Tie. ON TEXTILES The initial 

CONCLUDED; BUILDING COMMITTEE MRETING CONVENED meeting of 
the Inter- 

ational Labor Cffice Industrial Committee on Textiles was 

he? id in Brussels from November 14 to 22, with 117 delegates 

and advisers in attendance representing "the following: eighteen 

countries: Australia, Belgium, Canada, China, Denmark, _heypt, 

rrance, India, Italy, 'exico, the ietherlands, l'orway, Feru, 


Poland, Sweden, Switzerland, the UK, and the US. 








The Committee on Textiles is one of seven major Industriel 
havin tanta established by the Governing Body of the International 
Labor Office in January 1945 to psy close attention to the 
individual industries end to implement the previously evolved 
general principles governing labor stei.ccrds and social policy 
on an individual industry basis. Four of the Industriel Con- 
mittees--Coal Mining, Inland Trensport, Iron end Steel, and 
Letal Trades--have already held their initial meetings. 


This meeting of the Textile Committee wes largely 
organizatioral end exploratory in character. The Committee 
aaopted a report oi: the Sociel Security and Welfare Subcom- 
mittee containing resolutions fevoring improvement of specific 
working conditions and welfare facilities; urging the establish- 
ment of joint labor-menegement conmittees to promote health, 
welfare and accident prevention; recormending the extension 
of socircl services ; and endorsing a two-weeks minimum vacation 
with pev after e suitable length of service. The Comrittee 
ePlso ecopted a report of the Subcommittee on Production and 
Feleted Questions which (1) urged the ILO to underteke various 
rertinent inquiries regarding recruitment of labor force, real 
weees, industrial relations, fatigue and working conditions, 
.ternationel agreements and unfeir competition; (2) declared 
2 oxistence of 2 serious shortage of textiles end appealed 
r inercased output; (3) viewed the 40-hour week in textiles 

ultimately inevitable; and (4) urzed support of a guaranteed 
degunte minimum weekiy wage. The US Government delegates ab- 
ained from the last point since US volicy has been to 
ucrantee hourly rather than weekly minimums. Other resolu: ons 
dupted included endorsement of wages not lower than those 

prid in other industries for similer work and urging of govern- 
ments to define their attitude on the principle of equal pay 
for work of equal value. 
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4, resolution was adopted urging the esteblishment of 
cuate labor standards in the textiles industries of Germany 
Jepan to evoid unfair competition end requesting the ap- 
ropriate international authorities to consider the effect 
or the vorld textile industry of the reconstruction of former 
enemy stetes, 





ILO Building Committee Convenes On November 25, the ILO 


Building Committee convened in Erussels, with 126 delegates 
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and advisers present from the following nineteen countries: 
Australia, Belgium, Brazil, Canada, Chie, China, Denmark, 
Finland, France, India, italy, the Netherlands, Norway, 
Poland, South Africa, Sweden, Switzerland, the UK and the 











US. 
UNRESTRICTED 
. * » 
ECEFr. APPROVES REPORT RECCI MENDING Ae INCREASE IN A recom- 
TCURIOT DUTY EXE. PTIO? Ok ARTICLES LCQUIRED ABROAD mendation 





to increase 
the amount of duty-free personal effects which returning 
tourists could bring into the US was recommended last week by 
the Executive Committee on Tconomic Foreign Policy in order to 
encourege foreign travel. The ECEFP approved a report of the 
Committee on Customs Procedures recommending t:at the present 
exemption from duties end taxes upon such effccts be increased 
from “10C to 5250. This exemption would be available only 

once in six months and, in order thet it be used only by 
genuine tour:sts, a minimum ebsence period of l2 days is recom- 
mended, which would fit in with a normal two weeks' vacetion 
period. The present exemption of £1CC should be maintained 

for short-stayv border traffic, since border business interests 
are ad-usted to this exemntion and to the re gulations which 
accompery it. The {1C0 exemption end tne 25C exemption cc: id 
not both be claimed on the return from a single trip and if 

the entire exemption of ©25C is not obtained on a single re- 
turn, the belance could not be applied on any subsequent return. 





The report adopted by ECEFP suggests that legislation to 
implement the recommendation be withheld pending the Inter- 
netional Trade Conference. 


The rresent $1CO exemption was provided for in legisla- 
tion enccted in 1897. The Eureau of Labor Statistics Index 
of US wholesale prices is now about 2-1/2 times the 1€97 
level, which makes an incresse in the exemption to £250 ap- 
propriate at this time. The promotion and fecilitation of 
international travel by commercial and private tourists is 
a pert of the US program for expansion of world trade. Cer- 
tain foreign countries, notebly France, have urged thet in- 
creased trsde with the US would be promoted if this country 
would increase the duty-exemption on articles ecquired while 
travelling ebroad. It is not believed that an increase in 
the tourist exemption would result in e significent loss of 
customs revenue, nor is significant opposition from American 
business interests anticipated. 
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JS SUGGEST=D The draft charter 
Ve Rn CUTITTSE of an Internationel 
Trade Organization, 
developed at the recent meetings in London of the Preparator 
Committee for an Internationsl Conference on Trade and Employ- 








DRA IIe CAARTS R -BtzSED Ch 
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nent. represents asreement by representatives of the 128 coun- 
tries attending on a wide area of probiers. The principal 
working document of the Committee was the Suggested Charter 
submitted by the US. (See page 15, July 29 issue of Current 
Economic Developments.) A&A drafting committee will meet in 
New York in Jenuary to polish the document prepared in London 
and to draw up alternative drafts of a few articxes left un- 
settled. At the April meeting in Geneva the same countries 
wili complete work on the Charter and will undertake negoti- 
ations among themselves to reduce tariffs and other trade 
barriers and to move he F elimination of preferences. The 
following is a summary of the major provisions of the dreft 
Charter, with special reference to the points on which they 
dirfer from the US Suggested Charter, 











Employment Chapter The new Chanter on Employment 
embodies virtually all of the US draft chapter, but is some- 
what expanded by elaboration ys some of the principles in- 
volved. The importance of increasing productivity, main- 
taining high levels of demand, and eliminating substandard 
wages. as well as of meintaining employment are emphasized. 
Specific recogrition is given to the fact that a country with 
a fundamental disequilibrium in its balence of payments that 
creates unemployment abroad has an obi igation to help relicve 
thet situation. The cha pter also recognizes that countries 
need to defend themselves from the defilationery pressures 
created by « failure in foreign demend, subject to the pro- 
visions of the ITO Charter, 


Commercial Policy Chanter lost-favored-nation treatment 
as provided in the US dreft was accepted. the only changes 
being eliminetion of the reference to public works contracts 
end an exception for purchases by governments for their own 
use, which are to be governed by the state trading a typ ibys . 
The excepcion for preferences nov refers to those not elimi- 
neted by the negotiations in Geneva next spring, instead 
those in effect on a specific date as in the US draft. 


of 


Cuantitative Restrictions Except for certain drafting 
changes, the US version stends. Also two categories are 
addea to the temporary exceptiors to cover transitional 
needs: maintenance of wartire price controls when a war- 
born shortage exists, and the orderly licuidation of un- 
economic war industries. The provisions of the US draft 
governing the use of quotas for balarce of payments purroses 
have been retained. In the new version the criterion for 
using balance of payments quotas is the necd to stop or fore- 
stail an immiment threat of serious decline in reserves (or, 


in 
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in the case cf e country with very low reserves, to build 
them up to e reasonable level). The ITO must be informed 
in advence of the imposition of such quotas and may give 
advance permission. In the latter cause, other countries 
=~ not question whether the restrictions Bess the recuire- 
ments, although they may still ask for consultation ebout 
darage to their trade. 


The ITO may require countries using restrictions to 
consuit with it about them at any tires. If restrictiors 
are used widely, the ITO mey, in consuitetion with the 
International Monetery rune , initiate discussions to try to 
remove the underlying causes of the disequilibrium in members' 
balances of payments. The new version differs from the US 
dreft in thet it provides no grcce period, but puts the rule 
into effect irmedietely. A further change is the requirement 
that the restrictions i. ‘not prohibit entirely imports of 
eny class of goods, elthough it is specificelly recognized 
that members mcy select imports on the grounds of their 
essentiality to domestic progrers. 





The US dreft provision on nondiscrimrinetory eadministra- 
tion of quotes wes accepted, él though Some a | 

ceptions are alioved. Hoveve the iTO nes ob 
to require removal cof Aiserimins tions when, @ 
tion with the International ionctery Fund, it 
they ere unnecessary. It will aiso, before t 
review the situation with ©« view to securing the ¢ 
possible elimination of discriminations. 


5 


change Controis The specific limitation on the use 
of onthe nee controis durin ig the transit ion perioc, @<s pro- 
vided in the US draft, hes been climineted ard a general 
provision substituted in which each country undertekes not 
to frustrete the purposes of the Cuiurter by its use of ex- 


change controls ani, converse.y, not to frustrate the pur- 
poses of the International Monctary Fund Agreezcnt by its 


use Of quotas allowed under the Charter 


SRST Gees While the essence of the US dr-ft on sub- 

1 stend. there is one difference in thet the ITO 
thorized to determine thet certcin two-price 
systems do not constitute export subsidies if they are part 
of a domestic stabilizetion scheme (which Sometimes results 
in domestic prices below world price levels) cnd if they do 
net unduly stimulate exports or damage the interests of 
other members. Australia, for «xampie, ne 1 
which prices peid to its farmers are stabilized reg 
of world prices so that in some years an export sub 
must be paid to meet worid prices, but in others th 
e premium from foreign sales thet goes into tne Fe 
Treasury to finance the subsidy payments of bed ye 


“9 
sts ¢ 
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State Treding The provisions of Articles 26 and 27 
of the (3 Chertcr ‘cre approved with rinor changes. 
Article 28, covering corplete state nonopolies of foreign 
trede, wes left in its original form for further consider- 
ation, since the USSR, the country principally affected, 
wos not repres::tcd at the London meeting. 





Emergency Frovisions The provision permitting 
erergency ection inconsistent with ITO commitments hrs 
been brordened to permit mensures to be teken in cxe-ption- 
cl cascs without informing the orgenization, provided con- 
sultation is undertelen immediately efterwerd. The counter- 
cetion ellovcd to other members is to be limitcd tc thet 
- niving substantially equivelent effect. 





Nullificetion And Impairment Article ‘The principal 
eheng-s here ere the reecgnition thet the benefits of the 
Chrrter may be impaired by developments other then actions 
by othcr members and the grant of permission to the ITO to 
euthorize the witndrawal of benefits es a meens of enforcing 
the Cherter. 





On-embers Consideration of this article 
on. 0 provision covering this will cp- 
rter issued by the Committee, but the 

d in the Cormittee report. 


Reletions Vithn I 
yes vcostroned «t Lord 
peer in the draft Che 
“> Sugg-stion is cite 





Other Provisions articles 9 to 17 end article 32 of 
the US draft, desliing with nationsl treatment in matters of 
t2xation «nd Tegulc tion, frecadom of trensit, anti-dumping 
snd countervailing dutics, tariff velustion, customs formali- 
ties, mervs of origin, publicetion of regulctions, informe- 
tion snd statistics, DOyCOvTS, end exceptions to the rules 
of the Commercial Folicy Cherter, were not put in final form 
ir. London. The drafting committce and the Geneve reeting of 
the i:reperetory Committce will dsel with thom. 





é ces This chepter generally 
Soll 07s 3 the lincs of the US drceft, the most important chenze 
, boire hat the restrictive practices enumerated in the 
chi pter ere no longer considercd offensive prima facie, but 
only when they heve harmful effeets on the purposes ofr the 
Chertor, Tne chepvter hes been broadened to include the 
ectivitics of international combines. 


estrictive Business ir. 








oe fo EES Chanter Althougn this chepter 

Ss ) considcrabiy, the principle hes been re- 

cin ca fren the US dreft the t interzovernmentel commodity 

ere ements thet regulate presusSl en. trede or prices should 

be entered into only under certein conditions. The formulas 
cefining these condi* -_ns of "burdensome surplus" or "widee- 
spread unemployment" are taken over lsrgely from the US draft, 
but cre modified to alloy action hen such conditions "ere 


expected to develop" as well os when they nave developed or 


ars 
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ere developing. The ;rocedure for negotiating such an agree- 
ment is mede somewhet quicker end rore flexible, but the con- 
ditions which they must meet, for instance, as to equal 
representation of consumers as well as producers remain sub- 
ctantially «es they were. Moderation of pronounced price 
fluctuations ov:-r a period of time is now stated as one of 
the objectives of intergovernmentel commodity agreements, 


Organization Cheptcr Only a few chenges have been made 
in the US draft and these tend to give the Organization a 
somewnat greater scope of activity. For example, the ITO 
is given the power to require a country to withdraw from the 
Creanizetion if it does not accept an amendment. Several 
ccountrics fevored permenent seets on the Executive Bocrd and 
some wented weightcd voting in the ITO. The drcefting come 
mittee will prepare alternative drefts on these points. 





Economic Development Cnepter Recognizing the problem 
ro.ised by meny countrics wishing to industrielize, which 
feel that protective rcasures are necessary to allow new in- 
dustries to get started, end the desirability of promoting 
economic development throughout the world, the London meet- 
ing drafted a new chapter on Economic Development. This calls 
for international cooperation through ECOSOC and by other 
means to help countries develop their cconomies and increase 
their productivity. Advenced countries agree not to put any 
unreesonable restraints on the export of capital and equip- 
ment. MIndustrializing countries agrec not to teke any un- 
reesoneble action injurious to fcreign investors who are 
supplying them with facilitics for development. The desira- 
bility of technical aid, through the ITO end by other means, 
is recognized. It is accepted that in some cases protective 
measures are needed to promote industrielization, but it is 

i:o recognized that the unwise use of protection will 
frustrete this purpose end hamper internetional trade. 





In the light of these principles, the new chepter pro- 
vides procedures whereby countrics mey be given a limited 
rcleese from their obligations under the Cherter if these 
hamper their programs of industriel development or recon- 
struction. 4A country wenting such release will present its 
case to the ITO, which will study the question end solicit 
the views of interested parties. Then, if the Charter obli- 
gation from which the applicant wants to be released does not 
aoffcet concessions negotiated under the Charter, the ITO may 
grant the release, subject to such limitations as it wishes 
to impose. However, if the epplicant country wants to raise 
2 duty on which a concession has been given, or to take some 
other action thet would impeir the value of a concession made 
in an agreement negotiated under the Charter, then the ITO 
will sponsor negotiations between the appliccnt country and 
other countries with a trade interest in the matter looking 
toward agreement, after which the ITO may erent a release. 
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CLARK PROPCSES THs EST£SI LISAUENT Following the November 29 
CF ZDVISURY FCOD BOARD “OR £ZTSTRIA meeting of AC Austria, an 


te 
[—_ vit = = 





informal meeting of tne 
four Allied Comranders-in-Chief was néld, at whicn time Clark 
presented a resclution calling for the establishment of an ad- 
visory food board, consisting of representatives of each of the 
occupying povers, UNrsA and the Austrian Government. The 
p.esoivtion provi ‘ded that the board, in cooperation with the 
receral Food Vinistry, would: (1) prepare a monthly food plan 
to be submitted to the AC for approval; (2) insure proper 
utilization of indisenous food in accordance with the food 
plan; and (3) recomrend to the AC any changes in the Austrian 
ration between nov and the next harvest. Clark also asked 
that agreement be reached on the monthly pooling of ail in- 
digenous and imported food which would then be made available 
throughout Austria. He also called on each occupying pover to 
permit the Austrian Gcvernment to move food stocks without 
restriction. The aim of the resolution is to stop Soviet 
interference in the free moverent of food supplies and at the 
sere time to assure the Soviets that they will continue to 
receive a fair share of imports into their zone. US and UK 
revresentatives agreed generally to this orovosal and at the 
suecesti on of che Soviet Acting Cormander it was agreed to 
cail the AC into special session on December 3 in an effort 
to settle the food cuestion, Although no official word has 
bcen received as yet from Vienna, on December 4 the New York 
Times carried a revort to the effect that the Soviets ned 
2ereed thet for the ration period December @ through January 3 
they would permit free flow of food pr-ducts from their zone 


viild ) 


to the other zones when so requested by the austrian Government. 





esxed that éc, CCC tons of UNRPA wheat 
be diverted to him and thet nilitery pipelines in Austria 

be filled immediately in order to enable him to heve a large 
reserve on hend which he feels he could then use as a ~ 
bergeining point with the Soviets on the question of feeding 
ViGRRG s It av»ears imrossible to divert the 60 ysCCO tons of 
wheat to military channels since UNRRA already he s title to 
the “whee t and stevs heve been taken toward procurer ent, 


Clar’: has agein 
a) 


In the meantime, preparetion is continuing of a new 
S NCC Directive on US policy tovards Austria during the post- 
LUPRRa period, Under consideration ere provisions assigning 
responsibility to the ‘‘ar Department for the supplyins of re- 
lief imports for the prevention of starvation end unrest 
yithin Austria end sermittins the Commanding General to pool 
or exchange supplies with the other occupying povers, if 
compereble contributions are obteinebdle from other sources 
for essential Austrian relief needs, or if necessary to 
realize US objectives in Austria. 


* * * 
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RUBBER PRODUCTION AND CONSUMPTION With a further meeting 
ESTIMATES PRESENTED BY STUDY GROUP tentatively scheduled for 
the middle of 1947, the 
third session of the Rubber Study Group at the Hague closed 
on November 25 (sce page 6, November 25 issue of Current ae 
- Economic Developments). Tha participating delegations (from 
France, the Netherlands, the UK and the US) agreed to recon- 
mend to their reagpective governments that membership in the 
Group should be open to all countries substentially interested 


in the production or sonsumption of rubber. 











“orld Rubber Situation Further studies of the prospective 
world rusber situation were presented to the group by the par- 
ticipating governments. These included the most recent in- 
formation on the US synthetic industry and reports on conditions 
in the Far East. Total world production in 1946 is estimated 
at 1,70C,COO to 1,80C,000 tons, of which 940,000 tons are 
synthetic and 76C,00C to 86C,COO0 tons natural rubber. Factors 
hincering production in the natural rubber areas, such as 
serious shortages of labor and food in some areas and the 
general snortage of consumer gcods, were discussed. It was 
predicted that supplies of natural rubber becoming available 
in manufacturing countries from all areas in the world during 
1947 wight reach 1,200,CCC tons with a good prospect of 
arrivels in consuming countries reaching 1,400,000 tons in 
1948. s£ssuming that the recommendations of the Inter-Agency 
Policy Committee on Rubber are carried ovt, this would give 
a total world potential production of natural and synthetic 
of about 2,000,0CO tons. 9% 





World censumption (without provision for increased work- 
ing stocks or for any strategic stockpiling) of natural and 
synthetic is estimated at 1,600,000 tons in 1946, 1,700,000 
in 1947 and 1,675,000 in 1948, This estimate.assumes main- 
tenance of a high level of economic activity in consuming 
countries but no sudden large changes in the use of rubber. 


The disequilibrium between world productive capacity 
and total demand for rubber, foreseen at the first meeting 
of the Group, is not expected to occur in 1947 but is still ; 
considered a possibility during the next two or three years. 


UNRESTRICTED 


2* * * 


US WILL CEASE OPERATION The Cubans have been notified that ; 
CF NICKEL PLANT IN CUBA we are ceasing US Government operation 
A of the Nicaro Nickel project in Cuba, 
probably within the next sixty days, end that RFC is making 
every effort to sell the plant to private interests. O'i'R 
reconsidered an earlier directive calling for continued 
operation and decided that the US Government should no longer . 
operate the plant. (See page 12, September 23 issue of Current 
Economic Developments) Embassy Habana is discussing with tne 
Cuban Government problems related to the closing of the plant, 
such as dismissal pay for workers. 
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FOLTELE SUBUITS FEPORT ON AVIATION In his report to the 
VISSICN TO [Ie Dla «ND THE MIDDIE EasT Department regarcing 





ae 128) 





the special aviation 
mission to.India and the Middle East, George a. Brownell, 

' personal representative of the Presicent, points out spe- 

. cific recommencations concerning future action in our avia- 
tion relations with these countries. 


India According to Mr. Brownell it is highly desirable 
that our airlines begin operations in India in the near 
future regardless of how modest a scale at the outset. Also, 

,* it is importent that when our lines start operations we ad- 
nere closely to the spirit of our agreement and maintain 
close contact with the Indian Department of Civil Aviation. 
India truly needs international air services and it will 
enhance American prestige throughout the Middle East if we 
can take the lead in providing such service. The American 
position will be benefited greatly if we can convince the 
Indians from the beginning that we are not seeking economic 

: exploitation and that we are going to bend every effort to 

_ advance the development of the small local lines of which 
they are so proud. To further the objective of working 
closely with the Indian Government it is recommended that we 
acooint a separate Civil Air Attaché for India (including 
Burma and Ceylon) rather than to rely upon the geogr: phic- 
ally removed Attaché at Cairo who also has responsibility 


for the entire Middle Kast. 


Burma_and Ceylon Immediate steps should be taken to 
complete arrangements with Burma end Ceylon. In form this 
coula be done by executing protocols to the Bermuda agree- 
ment with Great Britain. Brownell discussed this subject 
with civil aviation officials in London at which time the UK 
took tne position that, tnough they have the legal power to 
commit Burma and Ceylon, they would not do so without the 
concurrence of the ictal governments. The Department in the 
meantime had ascertained that the British are inclined to 
settle the matter on the same basis as Newfouncland, i.e., 
acting as agents for the Burmese and Ceylonese Governments 
until such time as they obtain independent status. It is 
ciite possible that Burma may wish to place restrictions on 
Fifth Freecom traffic between Burma and India. However, she 

, may depart from this position, now that India has cropped 
Similar restrictions. As to Ceylon, TA officials are of 
the opinion that the country is anxious to have American air 
services opened and that Ceylon-India Fifth Freedom traffic 
is not an issue. 





irag Brovnell believes that a satisfactory agreement 
can be signed with Iraq in a month or two provided we follow 
up aggressively the general expression of desire by several 
high officiais to complete an agreement with the US and 
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their willingness to consider the question apart from the 
issue of Jevish immigration into Palestine. He recommends 
agéinst formal acceptance of any temporary arrangement that 
embodies conditions contrary to US policies. If for any 
reason we fail to secure an agreement by the time our air- 
lines are reacy to begin operations they should, in his 
opinion, begir operations through Irac on the basis of the 
transit agree..ent stopping at Baghdad anc Basra for non- 
treffiec purposes. Thereafter, locel pressures will operate 
to our acvantage. Brownell does not advocete the invocation 
of the most-fevorec-nation clause of our 1930 treaty except 
és a last resort, preferring that we have a clear-cut agree- 
ment of our own. 


Seucdi Lrable american prestige in Saudi Arabia re- 
quires that the TWA contrect to operate the six planes which 
Ibn Seu obtained from the US should be well executed. 

Every effort should be mece to properly schovl and incoc- 
trinste any group of qualified treinees which Ibn Saud may 
offer to send to the US in orcer thet in due course we shall 
be ebtie to withdrew our personnel from the operation of 
Dahrnan Field and turn it over to Seuci Arebia in eccordence 
with our agreement th the King. 


Beckground of IMlission The primary purpose of the 
Brownell assignment wes the discussion and, if possible, the 
ayecution of a commerciel eir egreement with the Government 
of India, (See page 4, August 5, 1946 issue of Current 
Economic Developments.) Although we had concluded commer- 
ciai air agreements with 21 nations, including all the more 
importent countries on our proposed air routes through 
Europe, the absence of any arangement with India stood in 
the way of the inauguration of round-the-world services 
planned by the CAB for US air lines. Negotiations with the 
Government of Indie had been initieted over a year before, 
but hed never deen brought to fruition for verious reasons. 
It wes felt that if « setisfectory agreement could be con- 
cluded with India it woulc become reletively easier to com- 
plete the few remaining other arrangements with the smaller 
netions in the Middle end Fer East through which our world 
routes were scheduled. 











Since our existing egreement with Saudi xrabia was re- 
garcead as sufficient for ¢1l present purposes, objectives 
there were limited to certein encillery matters such és an 
inspection of conditions at Dahrhan Airfield, the explora- 
tion of possible essistence which might be extended in 
opereting Ibn Soud's plenes enc the formuletion of recom- 
mendetions regerding the stetus end progress of the program 
for training 4rabiens to operate Dharhan Field. 


While 
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“hile we had no egreement with Ireq, our zirlines en- 
joyed transit privileges which alloved them to pass through 
the country, but it was consicered highly desirebdle to ex- 
pend these-rights by the execution of a formal permanent 


teeffiec agreement. 


Preliminery Stop .n London A preliminary stop in London 
wes considered necessary by Brovynell in orcer to ciscuss 
with UK representetives the attitude of their government 
towards our efforts to secure air egreements with countrics 
in the Near end Middle East where their influence is a con- 
sidersble fector. Mr. Brownell served as a member of the US 
Delegation 2t the London discussions of US-UK aviation 
policies. (See page 4, September 9, 1946 issue of Current 
Economic Developments.) Besides the main questions of policy 
and the joint US-UK declaretion resffirming the Bermuda sir 
Agrecmont (see pege 8, September 16, 1946 issue of Current 
Econcric Developments), the conference frankly discussed the 
questicn of the extent to which our air objectives in cer- 
tain perts of the world hed been opposed by Gre2t Britzin. 
The British representztives denied thet there had been any 
such opposition since the conclusion of the Bermudes agrec- 
ment, but undertook to dispel any coubts on our part by com- 
municeting with their representatives in the Near East and 
instructing them that it wes the policy of Greet Britein to 
support the US in securing Bermud2 type agreements in all 
countries. with respect to Indie, the British representa- 
tives stated that the situztion wes different, and thet while 
they wished to sce us secure 2 Bermude type agreement with 
India they believed thet "uncer existing circumstsnces" 
there was not much that they could do to help us. Subse- 
quent experiences in Indie convinced Brownell that any ac- 
tive perticipation by the British Government in the negotis- 
tions there provably vould have prejudiced our chance of 
success. Brovmell is convinced that the Septombcr conversa- 
tions with the English civil avistion euthoritics heave had 
and will heve an importent bearing on our ability to accom- 
plish our eir objectives in the Neer East, and that they 
were incirectly helpful in the Indien picture. 

















Converse tions in Egypt iInform2l conversetions in Cairo 
with Roushcy Bey, a firm suppor ter of the proposed Ar2b 
League form of bilateral air agreement, led Brownell to be- 
licve that if the council should et its present scssion in 
Cairo adopt the recommendations of its avintion committee it 
~S not improbeble thet Egypt will seek to reopen its agree- 
‘sont with the US with . view to modifying it. Our bilatersel 
agreement is still ewaiting reatificstion by the Egyptian 
Parliament (sce pege 4, August 5, 1946, issue of Current 
Economic Developments). 











Negotiations 


‘ 
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Negotiations in Ir2q Because of time limit-tions, 
5rownell planned to initicte negotietions on the first visit 
to Iraq but not to ettempt to complete them before procced- 
ing to Incia. Before seeing sny of the representetives of 
the Iraq Government, Brownell met with British officials, 
who, upon further instructions from London, mace representa- 
tions to the Iraq Government that Greet Britain does not op- 
pese, and in fect, favored completion of a US air egreement 
with Irec elong the lines we proposed. From that point, 
Provnell received support from the British throughout the 
negotistions. Information received from verious sources led 
Brownell to believe that it would heve been most difficult 
if not. impossible for us to have mede eny progress et 2ll in 
Irceq if this prceliminery step had not been tekcn. Prior to 
the Bermuds agreement, the British representatives hed by 
their own admission advised the Ireag Government egainst the 
exccution of an air egreement with the US along the lines 
thet we sought. Until this ection the impression still con- 
tinued in the minds o* some of the important Iraq Government 
officiels that they would be running counter to the desires 
of their British friends if they signed en agreement with us. 





' Extensive meetings with the Prime Minister end top 
1-vél aviation officials on the occasion of both visits to 
Beghdad failed to complete a formal egreement with Iraq. 

The first difficulty encountered wes the almost violent resc- 
tion of certsin members of the Iraq Government egrzinst the 
policy thet hes been adopted by our Government with respect 
to Pelestine. However, prectical egrcement wes reached with 
the eviation officitls of the Iraq Govcrnment 2s to the 
technicel form of an agreement and the new Prime Ministcr 
flistly steted that he favors esrly completion of an agree- 
mcnt along the lines of those with Egypt and Lebanon, 


Negotiations in India A bilatcrel commercial evistion 
eerceement wes signed with India on November 16, 1946. As 
finelly spproved the agreement gives us ell the routes ‘ve 
requested, meintains the so-called Bermude principles, and 
though rearrenged and somewhat simplified es to form, fol- 
lows in all importent respects th? phrascology advanced by 
us. (See page 15, November 12, 1946 issue of Current 


Economic Developments.) 
SECRET 





CIVIL AIR AGREELENTS VONCLUDED Satisfectory bilaterel air 
WITH AUSTRALIA AND NE. ZEALAND transport agreements were 
concluded with Australia and 
New Zealand on December 3, 1946, culminating several months 
c* harmonious discussion in Washington. Both egrecments re 
identical in substence anc ere based upon standard clauses 
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from the Chicago egrecment es well as the Bermuda agreement, 
oorticularly concerning Fifth Frecdom treffic, the settle- 
ment of disputes and the determination of rates. 


? Pan Americen Airveys is authorized by the CAB to oper- 
ste the routes to Australia and New Zealand, both of which 
will proceed from the Pecific Coast via Honolulu, Canton 
Islenc, the Fiji Islends, with an optionsl stop at New 
Caledcnia, thence to Sidney in the case of the Australian 
route end to Auklend on the New Zealand route. Provision is 
mede for an extension of the Austrelien route to Melbourne 
ot such time 2s the latter is designated as 2 terminel for 
internetionel air scrvices. 


The agrccments permit Aaustrelia and New Zealand to 
designote 2 single airline to excrcise jointly the respec- 
tive rights grented, provided substsntiel ownership and 
effective control of such an eirline is vested in nationals 
of the tvo countries. The Austrelien route extends to Sen 
Frencisco via an optionel stop st New Caledonia, the Fiji 
Islencs, Canton Islisnd and Honolulu, with an optional exten- 
_jion from San Frencisco to Vancouver. ‘The New Zealend ser- 
vice is authorized over the seme routc, but omits the 
optionsl stop et New Calcdonic. 














UNRESTRICTE 

” ke x « 
DISCUSSIONS _COMTIEVE | WT THE UX Rcopresentatives of the US, 
AND CANaDE ON "PLAN &£" SETTLEMENT UK end Cs nacs, now en- 





gaged in discussing #n 
ver-2ll financial scttloment of the progrem for furnishing 
Civilien supplics to the liberated countries by the combined 
militery suthorities curing the war (Plen A), are now giving 

consideration to 2 besis of settlement which represents a 
compromise of the initial US and UK positions. (Sce page 4, 
November 25, 1946 issue of Current Economic Developments.) 
be proposed bssis of settlement ould result in distribut- 

ing the $105 million collected from UNRRA 2s follows: US - 
628 million; UK - §75 million; Cenade - $2 million. This 
proposal would also eccomplish a settloment between the US 
and UK for the Itelien Interim Progrom end for the division 
of the costs of the military relicf supply progrsem for 
Venezia Giulic. Further, the settlement vouid make possible 
the elimination of the reacuircment thet the northwest 
Suropeen countrics s°t up a reserve fund equel to 10 percent 
of the total "Pisn 4" obligations which ve are now compelled 
to meke #s a stipulstion to our waiver of "Plen A" in war 
accounts settlements with these countrics. The proposed 
besis of settlement is being ciscussed within the Department 
eud with the Treesury. 
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INTERNATIONAL WHALING The International “haling Conference, 
REGULATICNS EXPANDED which was cor.vened in “ashington on 

= November 20, 1946 to consider problems 
pertaining to the conservation of world whale stocs, adjourned 
on December 2 after reaching unanimous agreement on an Inter- 
national Convention and a Protocol for the Regulation of 


“healing. 








The Convention expands existing international regulations 
aimed at preserving and developing the world's existing whale 
resources and establishes an International “haling Comrission, 
compcsed of one represeritative from each participating govern- 
rent, with powers to amend those regulations from time to time 
in the future as conditions may recuire., The Convention will 
enter into force when ratified by at least six signatory 
governments, including the Netherlands, Norway, the U¥, the 
USSR, and the US. Since the Protocol, which contains the 
Same regulations as the Protocol for the 1946-47 whaling 
season, will be in effect for the 1947-48 season, the Con- 
vention will not be applicable until the 1948-49 and subsequent 
whaling seasons. Any ron-signatory government may adhere to 
the Convention after it enters into force by notifying the U 


Government. 


Provision was made in the Convention whereby the ‘“haling 
Commission ray eventually come within the framework of the 
United Nations. Member governments of the Commission were 
directed to consult among themselves within two years after 
the Convention comes into forc2 to decide whether the Con- 
mission shall be brought within the framework of a special- 
ized agency related to the United Nations. The (* is to 
initiate this consultation and also to convene the first 


meeting of the Commission. 


The Convention and Protocol and Final Act of the Con- 
fererce were opened for signature on December 2 and were 
signed by the delegates of the following 13 governments: 
Lrgentina, Australia, Brazil, Canada, Chile, Denmark, France, 
the Netherlands, New Zealand, Norway, Peru, the UK, and the 
tS. The delecation of the USSR signed only the Final Act 
pending receipt of full powers. The Union of South Africa 
signed the Final Act of the Conference. Portugal's observer 
was absent from the final session, and has not as yet signed 
the Final Act. The final documents remain open for signature 


for a period of 14 davs., 
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UN COMMITTEE UNANIMNOTSEY APPROVES On December 9, Committee 
TC.-UK=-BRAZII R=ESOLTTION Cl RELIEF II of the UN unanimously 
approved the U$-IK-Brazil 
resolution as amenced by Canada on the handling of relief 
during 1947. The resolution now goes to the General Assem- 
bly, where passage is practically assured. 








Background of Discussions As a result of US spear- 
headed opposition to the LaGuardia plan or any plan requir- 
ing an international organization to handle post-UNRRA relief, 
the UN Committee conridering the question studied a number 
of alternative proposals for the administration of relief 
Guring the post-UNRRA period. (See page 2, November 18, 1946 
issue of Current Economic Developments.) 











Originally, the US submitted a resolution to the draft- 
ing committee which would: (1) direct the Secretary-General 
to make available to all members of UN and other pertinent 
international orzanizetions information on 1947 relief needs 
submitted to him pursuant to the ECOSOC resolution; (2) call 
upon all members of the UN to assist in the furnishing of 
relief supplies during this period, and to develop their re- 
lief programs vith the greatest possible speed; and (3) in- 
vite contribuiing governments to coordinate their programs 
through informal consultation. Using our resolution as a 
starting point, the Brazilian delegate offered an expanded 
proposal embocying point (1) of the US dreft; expanding 
point (2) to provice for the extensicn of special credit 
facilities to needy countries in appropriate cases; and 
eliminating our point (3) anc substituting a paragraph recom- 
mending that plans and progress of thc various contributing 
countries on relief activities for 1947 be reported to the 
Secretary-General. The Secretary-General would then make 
such information available to all members of the UN so that 
this information, together with the information submitted to 
him by the various countries on relief needs, could be used 
to facilitate the coorcination of the respective relief pro- 
grams and activities without wasteful duplication of effort. 
she proposal to exter... credit in special csses in addition 
to straight relief was included in the Brazilian draft on 
the Dasis that some of the other American republics might be 
able to contribute in that form more reecily than on the 
“asis of free grants. 


US-JK-Brazilian Resolution After several weeks discus- 
sion on the relative merits of the US and LaGuardia pro- 
posals, the US, UK and Brazil on December 6 introcuced a 
joint resolution containing the principal points of the US 
and Brazilian plans, specifically a program which would: 
(1) direct the Secretary-General to make available to UN 
members and international organizations information on 1947 


relief needs supplied to him pursuant to paragraph 3 of the 
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ECOSOC resolution; (2) call upon all members of the UN to 
assist in the furnishing of relief supplies during this 
perioc and to develop their relief programs with the 
greatest possible speed, anc in appropriate cases to extend 
special credit fecilities to needy countries; (3) recommend 
that UN members keep the Secretary-General informed of their 
plans for meeting relief needs and the progress of their re- 
lief activities in this respect; and (4) direct the Secre- 
tery-Generel (a) to provice to UN members the information 
received pursuant to point (3) so that this together with 
the statements on relief needs may be used by nations, mem- 
bers to UN, to facilitate the coordination of each nation's. 
relief programs and activities without wasteful duplication 
of effort; (b) to facilitete informal consultation among 
governments concerning their relief plans anc programs and 
vo arrange for such consultation among the various govern- 
-ments; and (c) to furnish within the limitetions of avail- 
able staff and funds, such technical assistance in respect 
of the 1947 relief orogram as the governments may request. 


In addition, at LaGuardia's suggestion the tripartite 
resolution in its preamble incorporates a statement from 
UNRRa Council Resolution No. 7 reaffirming the principle 
that at no time shoulc relief supplies be used as a political 
weepon, and that no discrimination shoulc be made in the 
cistribution of relief supplies because of race, creed or 
political beliefs. Further, the wording of the preamble 
makes clear that relief woulc be granted "when and where" 
ncecced. Both the US end UK delegates reaffirmed the deter- 
mination of their Governments to provide speedy and adequate 
rclief. 


In a radio address, Under Seerctary Acheson outlined US 
forcign relief policy, emphasizing thet netions diverting to 
their armies manpower that could be producing the necessities 
of life will not be eligible for relief supplies and that no 
country should receive free relief unless it has adopted ail 
re2sonable measures to help itseif. 


Canadian Amendrent In an attempt to achieve a compro- 
mise between the tripartite relief pien and the formal 
International Board sought by LaGuardia, the Canadien dele- 
pate proposed en amencment to the US-UK-Brazilian proposal 


Committee to study the minimum import neecs for the meain- 
tenance of a basic living standard, to study the means avail- 
eble to finance imports, and the amount of outside financial 
assistence required. The Committee itself would be composed 
of financial and forcign trade experts to be designated by 
Argentina, Brazil, Conada, Chine, Denmerk, France, Poland, 

the UK, the US, and the USSR. They would serve as individuals 
end not as representatives of their respective governments. 
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The Cenedian emencment further proposed that data on rclief 
n:cds submitted to the Secretary-Genereal should be trzns- 
mitted to the Committee rather then to the UN countries end 

’ to other bodies anc thet the Committee should report its 
findings to the Secretary-Generel no later than January 15, 
1947. 


Modified L-Gue:-ia Proposal in the meantime, LeGuardia 
ecvenced 2 modificstion of his originel resolution (which if 
adopted would srovide for mandatory action) to provide for 
an interneationel bocre to review needs, to make recommenda- 
“fons as to what these needs for financial assistence are 
end to make recommencstions 2s to allocations. In presont- 
ing the tripertite relief resolution, Stevenson, the US dele- 
gate, pointed out that the revised LeGuardia plen was 
susceptible to conflicting intcrpret2tions by those who want 
2n intcrnationsl orgenizztion to csteblish requircments end 
to make allocstions, and by those, on the other hend, who 
went to coordinete their relicf plans by consultation with 
eech other. The possibility of misunderstanding, he stetcd, 
would only be intensified under the LaGuardie proposel 2nd 
woulec tenc to hinder the exccution of a relief progren, 
Stcvenson emphsticeclly stzt°.< that the US coulc not pertici- 
pate in eny plen besed upe:. . principle of mendatorv--be it 
moral or cxpresseéed--intcriuavional ellocstion. 
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This weekly publication is designed to highlight developments in the eco- 
nomic divisions of the Department of State, and to indicate the economic prob- 
lems which are currently receiving attention in the Department. It is suggested 
that copies be retained on file, as reference will sometimes be made to previously 
reported items to avoid repetition. 


Document Security Instructions 


This document should be treated in accordance with current instructions 
regarding security measures for SECRET material. Extreme care should be ex- 
ercised to avoid public or private discussion of the information herein with or in 
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For general purposes all classified Foreign Service Officers and other responsible 
economic officers are authorized to have knowledge of the contents of this docu- 
ment, responsibility for the safekeeping of which will be assumed by each recipient 
thereof. It may be retained in protected files or, at the discretion of the recipient, 
destroyed by burning. If not personally disposed of by the recipient, he will 
assure himself that it is burned in the manner prescribed for SECRET material. 
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SWNCC DIRECTIVE OM US POLICY I! sAUSTRIA Now under consider- 
AFTER END Cr UNRRA UP FOR “CONSIDERATION ation by top S"TCC 
is a paper on US 
policy toward relief and rehabilitation in Austria after 
cessation of. the UNRRA program. If adopted, the program will 


provide: 











(1) That approach on a diplomatic level be made by the 
Department to interested Allied Governments to ascertain 
their views with respect to concerted action on the general 
post-UNRRA situation in Austria, on the Soviet position con- 
cerning German essets, and on related problems. The British 
have already stated that they would be willing to support an 
import assistance program to Austria to the limit of £10 
million (see page 1, November 1&, 1946 issue of Current 
Economic Dev relopments) , and we have informally indicated to 
the Uk that we would be Willing to assume the balance of the 
import deficit to be decreased pro rata by whatever contri- 
butions are obtained from other countries, especially the 
USSR, France and Canada. Any recuest to the other powers 
should be made jointly and we heve instructed Embassies 
Paris and Moscow to urge their British colleasues to with- 
hold making an approach to the respective governments until 
the US program has been officially adopted. Our contemplated 
notes to the Soviets and French point not only to Allied aims 
in Austria but also tds the provisions of the post-UNRRA re- 
lief resolutions adopted by the UN General Assembly (see 
page 13, December 9, 1946 issue of Current Hconomic Develop- 
ments). Further, the US and UK have agreed to support 
Austrian requests for assistance from Sweden and Switzerland. 














(2) That the Department support and pursue approval of 
en Eximbank credit for Austria for reconstruction purposes. 
The Austrians have already submitted an application to the 

ximbank for a credit on which final action is being deferred 
for the time being. 


(3) That the Department teke the necessary steps to ob- 
tain Congressicnal approval for financial assistance t2 
Austria to the extent of the US share of the estimated 
balance-of-payments deficit in 1947. It is expected that 
this contribution will run about $22.5 million for the first 
four months of 1947. The US share of the deficit for the re- 
mainder of the year is expected to be much larger. 


(4) That the administration of the contemplated financial 
assistance be subject to the appropriate US authority in 
Austria. 


(5) That during the fiscal year 1947, the ‘var Department 
assume responsibility for supplying relief imports to the 


Commanding General, USFA, besed on requirements of the US 


zone for the prevention of starvation and unrest. This would 
take 
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This would take place after terminstion of the UNRRA program 
in Austria or until steps are teken to enable the Austrian 
Government to finance its own basic relief needs from loans 
or other sources, whichever may be the earlier. 


(6) In view of the great importance attached to the 
treatment of Austria as a unit wherever feasible, the Com- 
mending General should be euthorized to teke such eppropriate 
action, including the pooling or exchanging of supplies, which, 
in his judgment, will elicit comparable contributions from 
other occupying powers or will further the achievement of US 
policy objectives in Austria. 


Food The immediate problem confronting the Austrian 
Government and the abe bry. povers is an edequate distribu- 
tion of food supplies available to Austria both from indigenous 
resources and from imports. The rnrincipal source of indigenous 
food is the Soviet zone of occupation, particularly for grcins, 
potatoes, sugar and vegetnble oils. Tne western zones cre in 
a relatively stronger vosition es to dairy products. in any 
event, indigenous resources are not su. ficient for the main- 
tenance of a 1550 calorie ration, let elone an increase in 
the ration to 18CO celories es plenred for the letter half of 
1947, at wiich time we hope also to incre:se the ration in the 
Germen bi-zonal area to 1700. 


After a greet deal of heggling on the part of the Sovicts 
on the food question, on December 13 the Soviets reversed 
their previous attitude and egreed to join with the other oc- 
cupying powers in a resolution which included substantially all 
of the points which Clark hed previously recommended (see page 
5, December 9, 1946 issue of Current Econoric Developments) in- 
cluding the complete pooling of rg eae food; free eccess to 
this food guaranteed to the Austrie n Government: imported food 
to be pooled and pleccd at the disposel of the Austrian Govern- 
ment for distribvtion throughout ell of Austrie in accordance 
with the monthly food plens to be formulated by the Government 
with the approval of the AC; maintenance of e uniform ration 
scelie throughout Austria so lone as the scale remains above 
oti celories; and a reopening of the food question if the 

eily caloric figure fells below 120C. The maintenance of 

oven a 120° cnzlorie ration scale is, according to Clark, 
dependent on his receiving control of scheduled iaper'se of 
UNRRA wheat. He will be informed again, however, that while 
we sympathize with his position, it is impos sible to divert 
this grain to militery supply lines without reopening the 
entire (NRRA-ar Department settlement or postponing procure- 
ment of UNRRA ellccatiens until after ‘ar Department elliocations 
for the first quarter of 1947, Neither of tnese alternatives is 
consideved feasible. UNRRA officials have agreed, in the event 
the Soviets do not live up to their commitments on the pooling 
of indigenous supplies, UNRRA distribution of food will be con- 
fined in Austria to areas of greatest need. 
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US AND_UK COFCLUDE Ira series of inforral discussions on 
OIL JIsCcuUssici's oil questions cf mutual interest, which 
toox place in London from November 19 
to 30 between representatives of the US Department of State 
and officials of the interested UX Government Departrents, 
views were exchanged on certain espects of the fnglo-s4rerican 
Oil Agreement of September 1945, (See page 13, Noverber 18, 
1946 issue of Current Economic Developments.) Although no 
binding commitment was secured in connection with expanding 
the agreement, the UX has accepted US views and now recognizes 
that it will not be tenable to operate the Anglo-imerican agree- 
ment on a bilateral basis for any significant period of tire 
and also that there will be considerable pressure for a multi- 
lateral oil agreement, It was agreed to give intensive thought 
to the type of multilateral agreement which could be supported 
and to the possibility of convening a world oil conference, 
of a study group character, to consider such an agreement. 
The concensus was thet the most desirable procedure would be 
for both countries to sponsor jointly e world oil conference, 
vith the sanction of UN similar to its sponsorship of the ITO 
Preparatory Committee. 











Anglo-American Commission US rerresentatives reassured 
the British that Senate approval for the Anglo-American Oil 
Agreement would be sought es soon as feasible. Cuestions 
which had been reised in the US were discussed and representa- 
tives reaffirmed that neither government envisages anything 
more than advisory functions for the Anglo-Arerican Commission 
which is called for under the Agreement. In resnonse to our 
statement that the Commission right degenerate into a govern- 
ment-sponsored cartel, due to the provision that the Commis- 
sion should make recormendations to keep supplies adjusted to 
demand, the UK agreed that this article snould not be under- 
stood as obligating the Commission to recommend specific pro- 
duction quotas. 





IPC &£nd Koweit Inter-Company Agreements Discussions 
were held on other oil cuestions, ranging from general trends 
in world oil sunply and demand to specific problems in indi- 
vidual countries. Among the more important items considered 
were those pertaining to the status of the Iraq Petroleum 
Company (IPC) and Koweit inter-company agreements, the conti- 
nental shelf, UX restrictions or imports of dollar oil, and 
problems of US and UK companies in Austria. 





The UK rerresentatives egreed that the "restrictive" 
clauses in the IPC agreement, which prohibit the partners 
from separately obtaining concessions and separately pur- 
chasing oil in the Red Line Area, and clauses in the Koweit 
inter-company agreements contravene the spirit of the Anglo- 
American Cil Agrcement and avpear to be incompatible with the 
right of competition in the international oil trade. The US 
Government is asking US partners in the IPC to reconsider the 


restrictive 
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restrictive clauses if the agreement needs to be reaffirmed. 

It eliso urged tnet both Governments should ask their respec- 

tive nationels to cancel the objectionable peragraph of the 

coweit inter-company egreement. The UK, however, feels that 

it would be ina»propriate for it to intervene. 


Continentel Shelf The UX is considering teking ection 
in respect to the Continental Shelf in the Jamaice end 
Beheras area similer to that taken by the US under Fresident 
Truman's Proclamation of 1945. (See page 6, Cctober 8, 1945 
issue of Current Econoric Developments.) “Shen the British 
inaicated thet oil companies might wish to underteke sub- 
merine oil development in the Fersian Gulf, it wes cgrced 
thet the issuence of any general declaration about the 
division of the sea bed in the Persian Guif would be un- 
cesireble et this time, cnd that if a UK or US company 
wishes to driil in the sec bed in thet area their respective 
governments should consult on an ad hoc basis. 








UK Restrictions On Imports Of Oil “ith perticuler 
r ference to the possible exclusion of Arube fuel oil from 
tne UK market, the US delegation expressed the hcpe thet 
before restricting imports of dollar cil, the UK would dis- 
cuss with us the possibility of some alternative solution. 
the UK representatives steted that they did not wish to 
edopt discriminatory measures if they could be evoided but, 
owing to currency difficulties, it might be necessary to do 
so where, as in the case of fuel oil, there was a surplus 
of the perticuler product within the sterling erea. The 
British explained that UK-registered subsidiaries of US | 
companies, such as the Anglo-American Oil Company, were 
treated exactly as UK companies for currency purposes, 





Problems Of US 4nd UK Companies In Austria Views were 
exchenged on the problems conrronting US and UK compenies 
in cornection with their production, refining and merketing 
position in Austria, and the interpretation of the Potsdam 
Agreement in this regerd. The UK is considering financial 
essistance to British interests in Austria to tide them 
over the present difficulties. US representatives expressed 
the view that the UK proposal for the formation of joint 
companies with the Austrian Government night cause undesira- 
ble repercussions in other ccuntries and suggested that this 
action should not be underteken until it wes certain that 
nationalization plens would be carricd out. 








Trends In Supply And Demand In the exchange of views 
on the prospective levels of world supply end demand for 
petroleum products during the next four years, the possibility 
that the US may cease to be a major source of oil supplies 
for international trade in the not too distant future was 
noted, in which event the present international oil price 
structure,  ased on Gulf export prices, might be effected. 


The 
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The oil companies are already considering this problem. 
Information was exchanged about lebor corditicns in oil- 
producing countries of the Middle East and Latin America. 





Latin America Discussions were held concerning the 
Chilean reouest for an Eximbank loan for the development 
of crude oil production; the exportation of oil technology 
to Argentina; the pipeline and refinery projects of Bolivia; 
company-government agreements, such eas the one entered into 
by the Union Oil Comnany of California and the Paraguayan 
Government; Peruvian and Brazilian draft petroleum laws; sup- 

! plies from Venezuela; the breakdown of negotiations for Mexican 

compensation for expropriated UK oil companies; and the possi- 
bility of readrittence of foreign capital into the l'exican oil 


industry. 





Middle East In addition to problems mentioned earlier, 
transit pipelines and refinery concessiors, such as the Trans- 
Arabian Fipeline Company's concession in Trans-Jordan, were 
discussed, It was agreed that the 1% wovld inform the IPC of 
the Iraqi interest in the developrent of the Easrah concession. 
Discussivns were held concerning the Iranian claim to sovereign- 
ty over Eahrein and the possibility of securing concessions fr«m 
the Iranian Government, as well as the possibility of operations 
in the disputed territery on the Cater-Savdi Arabian boundary. 








Burope Nationalization of companies in Bbastern Europe 
was discussed also. Tne UK does nct question the right of 
other governments to nationalize tneir industries, provided 
adequate compensation is paid Fritish interests. Views were 
exchanged on the suggestion of permitting certain German re- 
fineries to process imported crude oil in order to reduce the 
burden of occupation costs end on the application of the 
decartelization policy to the Gerran petroleum industry. Other 
European vroblems considered were: US, UK and Italian cooper- 
ation to fix a reasonable basis for oil imports into Italy; 
royalty rights in connection with the Brux hydrogenation plant; 
the position of German subsidiaries of UK companies in the 
German territory taken over by Polend; problems of UX and US 
companies in Rumania and the position of Sovrom Petrol; and 
compensation for the assets of oil companies in the territcries 


ceded to the USSR by Finland. 





Far Best In discussing the new petroleum organization 
planned for Japan, US representatives stated that the military 
euthorities agreed that the new organization should be temporary 
and that rentels should be paid on the corpnanies' installations. 
We indicated that the entry of the anglo-Iranian Oil Company in- 
to a contract with the China Petroleum Corporation for the supply 
of crude to the Formosa refinery had rade it difficult for es- 
tablished comvanies to »~rotect their existing assets. It was 
decided to. ask the US Ambassador to Fortugal to investigate the 
possible discrimination in favor of a US company trying to ob- 
tain a concession in Porteguese Timor. 





—_—_—— ~~ 
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SIXTH ECITO COUNCIL MEETING The Departmsnt has studied and 

OPENS IN PARIS DECEVEER 18 prepared its views on the draft 

agenda for the guidance of our 
renresentatives at the forthcoming Sixth ECITO Council meeting 

to be held in Paris, December 1&. The meeting will be con- 

cerned largely with the probleir of restitution of European 

rolling stock. The French Government's demand for restitution 

of rolling stock outside France will be considered as well as 

proposals for the calling of a conference on the restitution of 
rolling stock; the conduct of a census of inland waterway and 

harbor craft; and the consideration of the present goods ‘ 
(freight car) rolling stock position in continental Europe. 
The Council also will consider a proposal for the establishment | 
of a committee of the Council to consider the future of the 

ECITO agreement; the establishment of a Wagon Exchange Commis- 

sion for Central Europe; shifts in European coal transport; and 
various administrative matters and other business. 








French Demand For Restitution The Department reiterates 
its previously expressed opinion that the restitution of 
European rolling stock must be carried out on an overell 
reciprocal basis, (See pege 12, November 25, 1946 issue of 
Current Economic Developrents.) The French rolling stock 
position at 72 nercent of its vrewer level epparently is not 
meterially worse then tnet of other European countries and we 
consider their request for restitution of 6C to 6C,000 cars 
without reciprocal restitution is absolutely out of the ques- 
tion under present circumstances. Furthermore, the French 
request for payment of hire charges for French stock loceted 
outside France, linked with the refusal to pay hire charges 
for ex-cnemy stock now in France, is not ecceptable to this 
Government. 








“e are of the opinion thet reciprocal restitution of 
rolling stock to the country of origin should increase the 
rate of repair. Subject to due consideration by ACC Ferlin, 
in the light of minimum requirements for the Gcrmen economy, 
we would support the allocation of eny excess rolling stock 
as reparation deliveries. The allocetion of rolling stock 
es reperation would have to epply first to eny German rolling 
stock remaining outside Germany after the proposed car-for- 
car exchange has been comple sted. 


In regard to the question raised by the legal staff of 
ECITO concerning the apparent lack of consistency between 
the Department's position on the restitution of European 
rolling stock end Article 69 of the Draft Peace Treaty with 
Italy, the Department points out that any agreed principle 
of the Italian Treaty would not necessarily be a precedent 
in the future German treaty. Further, the Department's 
position regarding restitution specifically refers to. 
Germany, with the suggestion that ECITO extend this princi- 
ple to other countrics as far eas feasible. 
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Restitution Confererce she Denartmsnt supports the 
proposal made in an ECITC peper thet a conference be called 
on the restitution of rolling stock. However, the Council 
should fully understend that the US position at such 2 con- 
ference remains cs previously stsoted. Detailed instructions 


will be formuleted prior to such <« mcting. 





In commenting on the ECITO peper on restitution, the 
Depertrent points out thet two-way restitution on ¢ cer-for- 
cer basis should precede 2 dctailcd stucy of the Zuropecn 
trensnort situation end formulation of recommcndations by 
ECITO for next stcps to be taken by the gov_rnments concerned, 
Prior to any discussion of a provosed pase of restitution of 
Europeen rolling stock in the Restitution Conference to be 
called by ECITO, our representatives heve been instructed to 
confer with US military representatives of the Transport 
Division, OMGUS, to determine the probable results of the 
restitution procedure recommended in the ECITC document. 

The creation of a "conditional pool" ap -srently would cell 
for immediate restitution of allied equi»ment end delay the 
restitution of ex-enemy cquinment, thereby destroying the 
precarious balance of the tresent rolling stock situation 
in Germany. ‘lforcover, it enrears that such a measure would 
penelize the German position virmenently to the extent thet 
equipment in the castern European countries is not returned 
to western Euroneéan countries. 





Trensportation Census “ve unve requested cur representa- 
tives “1 ECITO to press for the submission of census figures 
on roiling stock ard inlend wetervay craft by the ECITO coun- 
tries shich thus far have failed to supply such figures. 





Present Europcen Rolling Stock “osition “’e assume thet 
the difference betwcen ccnsus figures of March 1946, listing 
150,500 cars in the US Sens and the US military estimete of 
97,C00 cars in the US zone as of Cetober 1946 reflects the 
number of dcedline cars plus a critical decline in the car 
situation in the US zone between March snd October 1946, 
Under these circumstences the Departm: nt understands thet 
the eer situation in the US zone is more critical than the 
situation in France end thet a car-for- “car restitution is 
necessary to rainta'n international trensit treffic through 
the US zone. ‘ve consider this the most <«ffective answer to 
French claims for a unilctcral restitution. 





"ith respect to ECITC's recommendation thet highest 
priorities be given to steel for the rcpair of rolling stock, 
the US zone is fully cognizant of the need for additional 
matericls for this purpose and is doing everything possible 
to meet this nced without collapsing other essertiel indus- 
trics, 
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Future Of ECITO "cs a»vprove the Netherlerds proposal to 
sct up e committee which vill consider the future of the 
ECITO agreement. (See pege 1C, September 9, 1946 issue of 
Current Economic Developments.) Further, the Department 
belicvcs this committce snould examine in deteil the progrem 
of work for the orgenization. “e will support the position 
thet ECITO should be taken over by or related to the proposcd 
Economic Commission for Europe, if this Commission is es- 
tablished by UN. The US urges thet plans for the future of ‘ 
ECITO be agrced to by the end of March. 








| ‘'agon Exchange Commission, Central Europe The Devert- 
int arse eny atterpt by ECITO to set up a Central 
Buropean Wagon Exchenge Commission. 





Coal Transport The Depertment requests that our repre- 
scntatives support any practical plan to shift coal movements 
from rail to waterways and any plen to redirect coal move- : 
ments by rail which will reduce long and cross hauls. We ' 
agree in essence with ECITC recormendetions on this question 7 
end consider the ECITO peper on this subject particularly 
helpful. 





Other Business “ec support the edmission of Italy to 
the Council provided Italy indicates en active desire to 
perticipate. We co:rtinue to suppurt the principle of rotating 
chairmanship, Having paid our contribution in full, the US is 
in a good position to urge prompt payment on the pert of other 
governments and suggests that an oral explanation be requested 
of those countries which arc in earreers. 





US_MEMBERS OF JOINT PHILIPPINE- -AMERICAN Presidential dcesig- 
FINANCIAL COM ISSICN WILL , BED NA‘ ED SOON nation is expected 
shortly of the 
American co-chairman and the two other US members of the Joint 
Philippine-American Financial Commission, which will study 
Philippine financial end buigetary problems and make recommen- 
dations to both governments concerning probable further re- 
quirements of the Philippines for assistance. (See page 10, 
Seotember 16, 1946 issue of Current Economic Developments.) 
The American de legetion and steff, “including a tex expert, 
a budget expert, an auditor, a Philippine trade specialist, 
end an industrial economist, is expected to leeve for Manila 
about January 5 and will probably remain in the rhilippines 


for three months, 











* * * 
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N Followines the current trend 
AJTA toward state ownership, 
Yugoslavia on December 4 
adopted a comprehensive ncotionalizetion lew affecting ell 
nrivate economic enterprises of nationel ena state importance 
ahich, in some querters, is interpreted to recn sizeeble enter- 
prises of any kind. The till, adopted without eny advence _ 
lic knowledge, was presented, pessed ard the printed text - 
distributed to the ‘ssembly in less than five hours. lia 
different types of industry cre enumerated, including mining, 
petroleum, trensrortetion, communications, €lectric power, 
food, ban's, insurence, textiles end wholesale trade. 


Be 
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Compensation Provisions A1 croperty affected wes tczken 
over immediately by the Government which assumed all obligations 
except those crising from collsboration, speculation and over- 
Cenitalizction. Compensetion is to be ecnlculated on besis 
equivzlient to the velue of net assets of property on the day 
the government assumed control and is to te peid for in govern- 
ment bonds issued by srecially creeted fecerel and state 

natioralized proverty funds end gusrantced by the Federal 
Government with e specicl “rovisior. thet the Government mey in 
individual esses order full or sart corpensetion paid in ccsh. 
The manner cnd time or bends' amortization, interest rates, 
negotiability, ans procedure in fixins value of rroperties af- 
fected is to be set fortn in e later decree Mo com-ensation 
will be peid for property thet served social, charitable or 


culturel purnoses. 


9 


dzys from December 9 





Appeals Provision Owners have fifteen 
in wnich to Cppeas the ig nbs opting of their property. All 
ézol actions which hrve been teen for the purpose of prevent- 
ing or makirzg difficult tre cedl eustt onbion progrem heve been 
decreed null cnd void. The Government may, hnovever, under un- 
specified conditions, rent natioralized oroperty a private 
perscns or establish joint enterprises with them, with eddition- 
al reguietions snd instructions on these ratters suseated to 
be issued lester. Although e complete list of the firms is not 
now avcileble, apperently only vrivate erterpris:s wrich have 
vreviously been proclaimed of national or state importance neve 
tnus far been affected. 


At present it is irpossible to identify eli known US 
property effected end Embessy Eelgrede states thet it will 
probably be impossible within the specified 15-day period for 
appeals to thus identify the property. The apreals will be 
decided by the government on the sole besis of whether or not 
‘the nationalized property is of nationcl or state inportance 
The decisions of the government are final. There is apparently 
no provision mede for other then rersonel a-pecls by owners and 
2s yet no specificd Yugoslevian government cgencies heve been 


nemed to receive appeals. 
US Action 
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US Action In order to safeguard the rights of US owners 
of nationalized nroperty, we heve recuested Erbessy Belgrede 
to tcke whatever appropriate ection is deercd necessary, with 
perticuler reference to making known to Yugoslavia our reection 
along the following lines: (a) the expectation that US owners! 
involved will receive adequate, prompt and effective compensa- 
tion; (b) epryerent discrimination in compensation egeinst 
ovners' property previously expropriated, whether or not 
nc tionelized; (c) provision for adequate period and arrange- 
ments for filing cleims for compensation; (d) extension of 
time limit for appeals from 15 dcys to permit time for action 
efter lists of netionalized properties end wording of lew is 
received in “ashington. aithough cll US property involved is 
not yet known, some of the firms concerned ere: Socony- 
Vacuum; “esthold Corporation; Forth River Securities Bcta; 
Cisstlantic Corporetion; Corn Products; cand Standerd Electric. 


Re-ctions Of Other Countries The British Emb:ssy in 
Belgrade does not plan to mzke any pretest unless specificeclly 
instructed to do so by their Foreign Cffice, innsmuch cs they 
believe to do so would be futile and difficuit in view of 
their own netion: lization prograr. Also, it is Embcssy 
Belgrede's present belief thet no protests will be raised by 
the French, Eeigian or Swits interests in Yugoslavic. 





Reactions Cf yYugoslavicns Despite government press re- 
ports that the law received spontanecus enthusiaom throughout 
the entire country, the Belgrede populece was apparently 
stunned by the announcement. Some criticism also was ex- 
pressed in the People's Assembly for the extreme hzste and 
lack of notice with which the lew was presented. Proprietors 
of vrivate stores in Pelgrade were srid to be appalled upon 
finding guards on their premises after the law was proclaimed 
end in some cases goods were being removed by confiscation, 

One Yugoslav proprietor scys even his pocketbook was nationalized. 





POLES MAKE ZLOTYS AVAILAPLE TO We recently protested to the 

US GOVERNMENT ESTABLISH ENTS Polish Government the continued 
application of an exchange rate 
of 100 zlotys to the dollar to official US expenditures in 

Polend, stating that use of this rate virtually exhausted the 

: ppropriations of the US diplomatic and consular establishments 
end thet they were facing an immediate financial crisis. (Open 
market quotations for the zloty reached 1100.) We asked that 

the ~olish Government find a setisfactory solution by December 15, 
Discussions were held both in “ersaw and in ‘iashinzton between US 
and “olish representatives resulting in the Poles agreeing, as a 
temporary measure, that they would meke a specified emount of 
Zlotys eveilsble to the US Government in Warsaw on mutually 


Satisfactory terms. 
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US REAFFIRMS POSITION ON HOLDING Legation Bern has been 
TELZC aaa TCATT ONS CONFERED CLS “HERE instructed to ask the 
Fern Bureau to circular- 
ize the members of ITU informinz them that, in the light of 
determinations made at the Preliminary Telecommunications Con- 
ference in Moscow, the US has changed the date of convening 
the International Telecorrunications rlenipotentiary Conference 
and has decided also to irclude the International Radio Confer- 
ence and the cigh Frequency Proaccasting Conference within the 
terrs of its invitation. In view of the vresent discussion in 
Ul concerning Spain, we are suggesting te the Bern Bureau 
postponement for tre tire being of word to the Spanish Govern- 
ment concerning its participation in the teleconmunications 
conferences. 








Concurrently Erbassy London has becn instructed to dis- 
cuss with the Frit’sh roreign Cffice the background leading 
to our determination to hold the Yorld Telecommunications Con- 
ference in the 1S, and to express the hope that the UK will 
see its way to accepting our invitation which was extended 
in perfectly good faith, Confusion has been caused by the 
apparent British position that the conferences should be 
held in Europe. Cur action has been taken in order to avoid 
further confusion and to enable us to start preparations for 
the three conferences as soon as possible. Since the UK and 
the US probably are the greatest users of telecommunications, 
we feel it is rost essential to the future of telecormunica- 
tions tat tese two povers see eye to eve in all problems 
in this field, 


History Cf Nerotiations At the Fermuda T2leconmmunica- 
tions Conference in Noverber, 1945 British and American 
delegations agreed informally that a Five Pover Freliminary 
Telecommunications Conference should be held in the early 
part of 1946 and a “orld Telecormunications Conference the 
latter part of 1946. (See page 11, Decerbder 10, 1945 issue 
of Current Economic Developments.) It was agreed further that 
one of these conferences should be held in l’oscow and the 
otrer in the 7S. "hen adproached, the USSR indicated a prefer- 
ence for the preliminary conference in “loscow and agreed tr? - 
world conference should be held in the US. Subsequently, the 
Moscow Conference agreed that an Internatioral Radio Confer- 
ence should be held on May-15, 1947; the Fienipotentiary Tele- 
communications Confererce on July 1, 1947; and the High rre- 
quency Broadcasting Conference should ‘. ediately follcw the 
Radio Conference. All delegations except the British agreed 
that the three conferences should be neld in the US. See 
page <t Cetober 21, 1946, issue of Current Economic Develop- 
ments. 











Since the British and Soviets had indicated previously 
their willingness to hold the Yorld Telecormunications Con- 
ference in the US, in conformity with the recommendation of 
the Inter-American Conference in Rio in-the fall of 1945, and 
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in the absence of action by any other government, the 
Department on June 14 addressed a circular telegram to all 
£merican Diplomatic Missions suggesting that the Pleni- 
potentiary Telecommunications Conference be convened in the 
US at as early a date aes possible and asking that concur- 


rence with this suggestion be notified to the Swiss Govern- 
ment ° 


Vore than 2C governments concurred with the suggestion 
for convening the conference in “ashington in the spring of 
1947, The Department, therefore, on September 6 authorized 
the Eern Pureau to circulate an invitation for the “orld 
Conference to be convened in or near Washington April 15, 
1947. The Department also issucd invitations directly to 
the respective Foreign Cfficcs, 


For reasons not entirely clear, the UK appears to be 
opposed to holding these conferences in the US and has made 
its views 'nown to other members of the ITU, urging them to 
sucgzgcst that the conferences be held in Europe. AS a result, 
the Swiss Government has uncertexen a poll of me: bers to 
escertein their views as to whether the conferences should 


be held in the US or in Switzerland. 


SOE _CVESTICNS REUALN CONCERNING As the International Rank 
RELATIONSHIPS CF “ORLD FArk 24ND UN reaches the operating 
stage, several questions 
arise concerning the reletionship between the Eank and the UN. 
Vhereas there is a general eagerness on the part of both 
organizations to cooperate, there are some issues which are 

as vet undecided--partly arising out of tne Tract that, eltnough 
the UN is the broader international organization, the Articles 


~ «' 


f fereement for the ~ank were drafted before UN was established. 











The chief issues involved in the relationship between the 
Fenk erd UN ere two. (1) “ritten Agreement. Officials of the 
Penk would prefer not to fcorralize e working agreement with UN 
in writing until greater exnverience has indicated the direction 
such an agreerent should tale, but UN desires an early agree- 
ment. (2) Budgetary Review. “ore seriously controversial is 
the issue of whether the UN is to be empowered to review and 

approve the Fank's budget. The Fank maintains that UN's 

customary budget review of affiliated specialized agencies 
should be restricted to those organizations receiving fi- 
nancial assistance fror UN. 


» baal * 
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RECIPROCLL DELIVERIES DISCUSSED IN BERLIN: UK £°D Pprovisionel 
FRANCE APNOUNCE UNIL:TERsL REPARGATION PROGR/WS agreement 





has been 
reached within the Econoric Directorate, ACC Germeny, on 
reciprocel reperction deliveries from the USSR. Under the 
proposed program, the Sovicts would deliver during 1946, the 
commodities specified in the Potsdam Protocol to the erount 
of one-fifth of 60 percznt of the total residual value of 
reparation delivcries of industrial capital equipment made 
to the USSR and rolend from the western zones of occupation 
from august 2, 1945 through Februery 1, 1947 inclusive. The 
remaining four-fifths would be peid between 1947 end 195C in 
equal annual instalments, the last instalment to be paid 
before November 2, 1950. 


The provisional agreement stetes that in 1947 rcciprocel 
deliveries from the USSR would be made in the amount of one- 
fourth of 60 percent of the total residual value of reparation 
deliveries to the USSR and Foland from the western zones from 
February 2, 1947 to February, 1948. The remaining three- 
fourths would be paid in the years 1948 to 1950 in equel in- 
stelments, with the last instelment to be made before 
November 2, 1950. It vas provisionally egréed also that the 
right to receive the first instelment of reciprocal deliveries 
70uld accrue et the time a unit of allocated industrial equip- 
ment was loaded on barges, wagons or trucks at the aismentling 
Site. It was agreed further that delivery of reciprocal conm- 
moditics should, as far as nossible, be made concurrent with 
the delivery of industriel equipment. any loss in industrial 
equipment between the tire of loading end the time it crosses 
the German bord:r would be deducted from future reciprocal 
deliveries. 





The IARA liaison office in Berlin hes been unofficially 
informed that the Soviets intend to demand from the western 
claimant countries detailed lists of commodtics wanted ac- 
cording to types, quantities, priorities, and ports of ship- 
ment. Our IsRA revresenteative feels thet this is an im- 
practical approach to the problem, since the I.Ré countries 
could not prepere intelligent lists until they know what 
commodities will be available and in what proportion. 


Other Programs Early in November, the US announced 
that we would make available general purpose equipment from 
war plants in our zone in Germany as reperation. This pro- 
gram was apvroved by the Coordinating Committce and detailed 
inventories are being orcpared. This does not constitute ea 
change in basic US policy of stopping disrantling of plants 
until economic unity is achieved, but rathcr it is a stop- 
gap measure until major decisions on Germany are made by the 
CFM. (German discussions, as publicly announced, will be 
held by the Deputies in London early in January and will be 
followed by the CF” meeting in Moscov scheduled for larch 10.) 
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Following the US action, the UK announced that it was 
going ahead unilaterally with a plan for the delivery from 
the rritish zone of "non-unique" machine tools, cranes and 
other equipment to the value of 75 million reichsmarks, the 
rsmovel of which would in no way decreese the peace-time 
productive capecity of any plent. The entire progrem of 
75 million reichsmerks is to be turned over to IARA coun- 
tries. Initially, the UK proposed thet the division of the 
eveilable equipment would be made by the UK zone commander 
in ceccordance with category percentages allocated to each 

_countr:’, disregarding the present stetus of the various 
reperation accounts. The IARA issembly, however, accepted 
the UK proposel subject to ellocetion by IARA rather then 
by the Eritish zone commender. The IARA countries are to 
submit lists of desired items, and the British zone con- 
mondcr will then search his zone for such equipment. 

Severel weeks later, the French proposed a similcer plan to 
the value of 15 million reichsmarks, which was also accepted 
by the IARA Assembly. 


Both the French and British proposcls ere outside the 
egrced Control Council and IARA arrangements. 


While we do not wish to enter a formal protest cbout 
the progrers, we have instructed Dorr unofficially to make 
known our "regrets" that the TK and Ffrence found it 
necessary to sponsor emergency reperetion progrems from 
their zones of occupation and to meke it clear that the US 
hes not as yet taken e firm position as to the participation 
of this country in the two programs, 


* * * 


PRAVDEL CITES USSR Sovict production figures for the 
PRODUCTION INCREAS@TS first cleven months of 1946 show sub- 
stential increases over the same period 
of 1945. Embassy loscow comments that in spite of the fact 
that 1946 was a year of reconversion end in spite of scrious 
internel problems, production of basic industrial raw 
moeteriels, capital goods and consumer goods did increase. For 
the eleven month period pig iron production increased 11.3%; 
steel 12,6%; rolled steel 13.3%; iron ore 19.8%; automobiles 
35%; coal from the Donets Basin 31%; stear turbines 100%; 
special purpose lathes 50%; locomobiles 150%; shoes 31%; 
cotton cloth 14%; and woolen goods 26.4%. Production of 
copper, lead, zinc, nickel, end tin increased; oil extraction 
exceeded its schedule, and, elthough not mentioned in the 
Pravda article, production of locomotives and railway cars 

hes increased during 1946, On the other side of the picture, 
the Embassy notes that the coel industry of the east is far 
behind plan, agricultural machinery is legging and produc tion 
of construction materials, particulerly bricks, has fallen. 
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PEW REPLIZS RACEIVED TO MEW US PLAN Since it hes not been 
FOR HEDLING CF JiPiNESE REFARSTION possible to obtein 
Soviet concurrence to 
the US proposal for handling Jepanese externel assets in the 
reparation settlement, we have teken the position that the 
most practical approach to the question of reparation from 
Japan is the issuance of a series of interim directives to 
General IacArthur on levels of industry, reparation removals, 
allocation of shares, etc., prepared after full consultetion 
vith all FEC countries interested. This is in accordance with 
the terms of reference of the FEC, whereby we are entitled to 
issve such interim direcrives when circumstances require action 
but an FEC policy is not forthcoming. ‘Je have asked the verious 
F"C countries to make known to us their reection to our proposal. 
Official replies have been received from four countries only. 
The replies generally are the same, none too happy with the 
proposition but willing to go along with our suggestion. The 
Netherlands, if any elternetive solution is offercd, would 
likc the opportunity to discuss it. China indicated ace 
ceptance of our proposal with the reservation that the interim 
directive on removrls provide for immediate removals up to 30 
percent instead of the US figure of 15 or 20 percent, and tint 
Chine be given 15 percent imredia tely. New Zealand is willing 
to go elong with the proposal if all the othcr countries are 
willing to do so. Wo suggestion was offered if the majority 
of the other countries object to the US plan. The Philippine 
Government has accepted the US proposition. Unofficial word 
has been received to the cffect that 4Austrelia will oppose 
the plan end that Canada and France will go along teking the 
sore attitude es the Dutch, that is, reserving the right to 
discuss any other oresented alternative. 








in the meantime, the Department hes prepared a time 
schedule for the settlcment of the reparation progrem as it 
epplies to cbtaining overall US clearance on policy and 
issuance of directives to Macirthur. The proposed tentative 
Gates for issuance of the verious directives are as follows: 
idvenee Transfers, December 25; Procedures for i.llocation, 
Janvery ©°3; National Percentage shares , ‘arch 13; Reparation 
Ciaims, March 1; Final Reparation Removal Frogram, March 1; 
Restoration (relating reparation) March 1; and Restitution 
(relating reperation) Februery l. | 


wr! mr 
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* * * 


SIIESE CUADRIF.RTITE On December 7 notes were exchanged 


TIN £GREEENT SPGNED between the Siamese Government, the 
UK end US Ministers cnd the Australian 


yy 


Consul General in Fangkok concluding the negotiations for a 
guedripartite agreement intended to facilitate the export of 
tin from Siam. (Ses page 12, November 12, 1946 issue of 
Current Economic Developments.) The notes "also provided for 
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the scttlement of the Siamese Government's obligations to’ 
UK and Australian tin mine concessionaires whose conces- 
sions were worked by the Siamese Government during the war. 
The agreement provides for a four-member commission to as- 
sist in the movement of stocks of tin metal and tin concen- 
trates into consumption. All tin metal will be shipped in 
accordance with Combined Tin Committee allocations, and all 
tin concentrates and new production up to a date to be agreed 
upon will be purchesed in equal amounts by the US and the UK. 
Prices will be on a basis equivalent to those prevailing in 
Maleya. 


IR TRANSPORT AGREEMENT /. bilateral air trensport agree- 
SIGNED "ITH URUGUAY ment embodying the Bermuda princi- 

ples was signed with Urugucy on 
December 14 in Montevideo. Conversations of our special 
eviation representatives with the Uruguayan committee, which 
had been appointed early in November to study the draft agree- 
mé ent, were merked by complete cooperetion end an alert ad 
preciation of the issues involved. 








Two points of main concern to the Uruguayans--the desire 
to avoid being “off the main route" end the desire to satisfy 
possible Congressional opposition--were satisfied by the 
terms of the final agreement. f.s a guerentee of stops by US 
carriers at the airport serving Montevideo sufficient to as- 
sure reasonable commercial service a provision was incorporated 
thet "so long as treffie requirements justify such service and 
the eirport fecilities provided et Montevideo ere adequate fo 
the technical end operational requirements of US airlines, tie 
number of landings scheduled by US airlines at the eirport 
serving Montevideo shall be eat least es great as that scheduled 
at such airport by US cirlines et the time this agreement 
comes into effect." In order to permit ratification of the 
agreement by the Uruguayan Congress without distorting our own 
executive agreement procedure, provision was made thet the 
agreement will be approved by cach contracting party in ac- 
cordoanee vith its own low and shall enter into force defini- 
tively upon an exchange cf diplomatic notes in Montevideo 
indicating such approval. The contracting parties agreed 
that it would be operative from the date of signature. 
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US SELECTS 2b HS OF The gmericen Economic Mission to 
GREEX ECONOMIC HISSICN Greece (see page 13, Noverber 4, 


1946 issuc of Current Economic 
Developments) is scheduled to leave for Athens around 
January 10. The Mission is to te headed by Paul Forter, 
former OPA Price Administrator, end the delegation will in- 
clude Leslie L. Rood, Executive Secretary of the rresident's 
Cabinet Committee on ‘palestine Francis F. Lincoln of the 
Department's Finrsncial and Development Policy Office; and 
Williem Rountree, a Special Assistant in the Department's 
Office of Near FHestern .ffairs. It is expected that based 
on its findings the lission will maexe recommendations for 
economic reconstruction in Greece sometime around the cnd 
of 4pril. 
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US WILL URGE SOVIETS TO DISCUSS We have asked Embassy 
RECIPROCAL COMMERCIAL AVIATION Moscow to urge the Soviets 
to renew aviation discus- 
sions with us in orcer to examine conditions under which 
reciprocal commercial aviation rights can be exchanged. 
President Truman has indicated willingness to send to or 
three of our highest civil aviation officials to Moscow for 
this purpose. ‘we feel that the matter is urgent since there 
ere a number of related questions whose solution depends on 
the successful discussion of this subject, such as our atti- 
tude toward Scviet requests to OMGUS for technical assist- 
ance and sale of surplus air navigation equipment to establish 
an airway between Moscow and Berlin and the question of selli- 
ing Consteliation-type aircraft to the USSR. 








Embassy Moscow was asked to point out that we believe 
the development of international civil aviation is in the 
interest. of all countries and that we are prepared to assist 
other governments in making possible the establishment of 
international air routes. Obviously it is impossible to 
make progress toward this objective with the Soviet Union 
until the question of reciprocal commercial aviation rights 
has been-resclved. We believe that the opening of a modern 
air transportation link between the USSR and the US would be 
mutually advantageous and would promote friendly relations 
between the two countries. 


The Air Coordinating Committee and the JCS have hoth 
urged active attempts to negotiate bilateral air agreements 
with Soviet dominated countries, but to time the attcmpts in 
such a manner as to avoid prejudicing our chances of obtain- 
ing a reciprocal exchange of routes with the USSR. 


* 
* 
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INTERZONAL TRADE ARRANG 
REPCRTEDLY SIGNED IN G5 








TENTS The pre-Christmas announce- 
ANY ment by British authorities 
of the renewal and expension 
ofa trade agreement with the Soviet zone of occupation in 
Germany highlighted the efforts of both the US and UK zones 
to promote interzonal movement of commodities in an effort 
to forward the economic unity of Gerrany. The new agreement, 
to be operative for the first three ronths of 1947, is 
patterned on the one signed betveen the UK and Soviet zones 
in September, (See page 9, November 4, 1946 issue of Current 
Economic Developments. ) According to news dispatches, “it 
provides that the UK zone, in conjunction with the US zone, 
will deliver to the Soviet controlled area 130,000 tons of 
iron and steel, 15,C0C tires and tubes, and 506 horses. In 
return, the Soviets are to supply the bi-zonal area with 
42,C0O tons of potatoes, 34,00C tons of rye, wheat and oats, 
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and 4,000 tons of sugar. ‘While the US did not sign the agree- 
ment, US officials attended all of the discussions and US 
participation in the agreement is assumed. Provision is also 
made for discussions between Germans in both areas for an 
expansion of the present agreement with the aim of making 
contracts covering a period longer than the present agreement 
provides. 


Previous US-Soviet Zone Arrangements Until June of this 
year interzonal trade was not carried on with any degree of 
uniformity, commodities being exchanged without any prior 
formal agreement as to quantities and types. In that month 
the US and Soviet zones agreed to an interzonal trade program 
for the third quarter, to the amount of 1CO million reichsmarks. 
Under the agreement the US zone received from the Soviet zone 
buna carbon black, raw film, X-ray tubes, industrial alcohol, 
Sulphur, and tractors, for which we provided tires, tubes, dyes, 
electrodes, felspar, automobile parts, and other commodities. 
Although textiles, chemicals, pharmaceuticals, iron and steel, 
wood, and food products were not included in this original 
list, a joint planning committee was established to work out 
the details of adding the above commodities to the trade agree- 
ment. The meetings held between Laenderrat representatives 
from the US zone and the German Central Administration of the 
Soviet zone re-emphasized the interdependence of the four 
zones in the procurement of raw raterials, semi-finished goods 
and finished parts. Even though the Soviets badly needed iron 
and steel from the US zone, the implementation of this agree- 
ment was quite difficult, due primarily to the inability of 
the Central Administrative authorities to commit the Soviet 
zone, Since their role is an advisory one to the Soviet 
military authorities. By contrast, German authorities in 
the US zone in Greater Hesse and Bavaria have successfully 
operated with German authorities in Thuringen, since German 
officials at the Laender level in the Soviet zone do have 
operating authority. One of the major benefits of these 
local agreements has been the comparative freer entry of US 
businessmen into Thuringen. 





The greatest impetus in the US zone toward stimulating 
interzonal trade was the appointment in July by the Laenderrat 
of an Interzonal and Foreign Trade Commissioner. This official 
has authority to approve the release, without prior approval 
of the Military Government, of 17 categories of items which 
had been on the interzonal restriction list, among which are 
foodstuffs, livestock, alcoholic beverages, tobacco, soap, 
textiles, fuels, fertilizers, lumber, electrical machinery, 
and highway vehicles and parts. 


However, free exchange of goods between all zones has 
been hampered by travel restrictions, scarcity of accommoda- 
tions for businessmen, and the limitations on communications. 


Relations 
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Relations With French Zone -While trade between the 
Soviet zone and the western zones has been pretty well. 
ee balanced, being handled generally:on a barter basis with 
a small amount of commcedities being-paid for in marks, 
trade between the French zone and the-US and UK zones has 
resulted in a large export balance in favor of the US and 
UK zones. During the bi-zonal talks with the British in 
Washington there was discussion as to whether. the French 
>." should be asked to pay for imports or to reduce future trade 
to a barter besis. 





An additional obstacle to interzonal trade and economic 
unity will be the recent French action in setting up a 
customs barrier between the territory of the Saar and the 
rest of Germany.: Ostensibly the entry of the customs of- 
ficiais into the Saar was to prevent the diversion to other 
parts of Germany of food sent into the Saer from France. 

The Saar, which produces only five percent of its food re- 
quirements, has been a severe drain on the food resources 
of the. rest of the French zone. However, the French action 
will have the practical effect of bringing the Saar more 
closely under French influence. The customs action was taken 
without specific prior notification to the other occupying 
powers. During the recent CFM discussions in New York the 
French.stated they planned to take certain administrative 
and conservatory measures in the Saar because of the food 
and currency situations, They indicated, however, that 
none of their contemplated measures would prejudice future 
CFM discussions on the future of the Saar. 


* * * 


NON-TRANSACTION MAIL ITH GERVYANY Agreement has been 
JAPAN AND KOREA TO BE PERTITTED reached on the opening 
of non-transactional 
postal communications between Germany, Japan, Korea and 
the rest of the world. Correspondence will be limited to 
the ascertainment of facts and exchange of information. 
Correspondence relating to external assets of both Germany 
and Japan are expressly excluded from the permissible conm- 
munications. In addition, non-transactional telecommuni- 
cations with Japan will be inaugurated. It is expected 
that the new rulings will be put into effect shortly after 
the first of the year. The German program has received 
ACC approval and the Japanese~Korean program has been ap- 
proved by SCAP, 
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UBL a Proposed Fiscai Policy Early in Sep- 
FOR DEVELOPMENT TO US tember, Aleman, Mexico's new Presi- 
dent, who assumec office on December 
1, set forth his views concerning the fiscal policy to be 
pursued by his acministration. At that time the plan en- 
visaged a forcign loan of $60 million, presumably to be 
sought from the Eximbank, to enabie the aaministration to 
Carry out an increased program ef public works without ree- 
course te financing by such inflationary measures as increased 
currency issues, and would have the addei advantage of fur- 
nishing financing at an interest rate considerably below any 
which could be obtained from bond issues in the domestic mar- 
ket. It was believed that the national budget could carry 
the interest and amortization charges on a loan of $60 mil- 
lion without additional taxation and without placing any 
undue burden upon government operations, plus the further 
fact that the additional productive activitics groving out 
of the loan woulc provide an increase in the national income 
more than sufficient to cover interest anc amortization. 








Conversations betveen President Aleman and Secretary of 
the Treasury Snyder early in December explored further 
Mexico's plens for incustrial, public works, and agricultural 
development, although nothing definite with respect to a 
formal loan request was presented at that t.ime. 





Development Plans Outlined Last weck the Mcxican Gav- 
ernment formally presented a wemorancum to the US Embassy at 
Mexico City setting forth in detail the subject matter dis- 
cussed with Sccretary Snyder. The memorandum covers a pro- 
gram of public works and industrialization projects to be 
financed during the next six years by foreign-secured funds 
amounting to $230 million. It anticipates that 20-year for- 
eign credits at four percent to cover the projects will be 
requested at a later date, either from the International Bank 
or the Eximbank. The projects involved include certain 
irrigation and hydro-electric dams, the development of the 
northwest region of Mexico along the lines of our Tennessce 
Valley Authority; port works at Manzanillo anc Tampico; the 
building of a highway anc oil pipe-line across the Isthmus 
of Tehuantepec; and so-called "industrial" projects to be 
financed in part by local funds. 





The memorandum calls attention to the fact that Mexico's 
foreign obligations are currently being serviced, that the 
obligations contracted with the Eximbank are being met, and 
that it is the intention of the present administration to 
negotiate for the equitable liquidation of the Lend-Lease 
account. Although the Government intends to maintain the 
present rate of exchange between the peso anc the dollar, as 
well as the traditional freedom of the exchange market in 
Mexico, private capital investments or long-term loans are 
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deemed essential to the economy because of the rapid drain 

on the present gold and foreign exchange reserves (which 

have decreased over the past eight months by something over. 
30 percent.) No reply has as yet been made by the US as the 


Memorandum is currently being studied. 


ECITO COUNCIL POSTPONES At the ECITO Council meeting 


RESTITUTION DISCUSSION December 18 and 19 in Paris, it 


was decided to defer discussion 


of restitution until the next Council meeting early in 
March. (See page 6, December 16, 1946 issue of Current 
Economic Developments. ) The French demand for restitution 
of rolling stock outside of France was not discussed except 
briefly in view of the fact that another item on the agenda 
contained an ECITO recommendation that a restitution con- 
ference should be called to consider the rolling stock: 
problem. The French, surprisingly, were initially against 
calling such a conference on the theory that ECITO would ‘be 
dodging responsibility. The USSR, Czechoslovakia, Poland 
and Yugoslavia all took tiie position that restitution should 
not be discussed under ECITO auspices, holding that until 
the CFM or approaching peace treaties determine the question 
of ownership, a solution of the restitution problem is impos- 


sible on the ECITO level. 








The US and the UK argued that such a conference would 
reveal all aspects of the problem and that a large proportion 
of the restitution question can be settled on a technical 
level since, in many cases, ownership is not contested. More- 
over, we maintained SCITO would not be shifting responsibility, 
but would be choosing the most expeditious course for its 
solution by calling the interested parties together. The 
French reluctantly switched to this point-of-view and the 
outcome was a concession from the eastern European block that 
ECITO could discuss restitution at a technical level. In 
turn, tne US and UK agreed to the discussion of the problem 
at the next Council session and the idea of a conference was 


abandoned. 


Transportation Census A resolution was approved to the 
effect tnat member Governments and authorities concerned, 
vhich have not yet done so, should forward to ECITO as soon 
as practicable authentic and detailed data as to the railway 
stock, iniand waterway and harbor craft under their authority 


or control, 








Pres2nt European Rolling Stock Position A memorandum i 
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from the Executive Eoard ‘setting forth the present European 
rolling stock position was noted for information without 

detailed discussion, Py 

Coal Fa: 
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Coal Transport The Executive Board recommended, 
particularly in regard to movement of coal traffic, that 
‘the capacity of the various means of transport should be 
increased to the fullest possible extent, by giving pri- 
ority to materials and spare parts for rail transport as 
well as considering adoption of programs for construction 
and purchase; and by giving the same priorities for ecuip- 
ment and repairs to inland waterway craft and by finding 
remedies for the financial problers at present preventing 
full exploitation of waterways as a means of transport. 
It was also recommended that, as far as the economic and 
financiai requirements of the various countries permit, 
the ton-kilometrage of traffic be reduced to the minimum; 
that the utmost use be made of inland waterways even when 
diversion is not entirely justified cn grounds of cost or 
for technical reasons; and that a speedy return should be 
made to the greatest possible freedom of movement on inter- 
national waterways. This resolution was approved with the 
addition of a clause to the effect that the executive board, 
in consultation with the interested parties, should explore 
practical means aimed at the reduction of cross-haulage, par- 
ticularly in the movement of coal, in accordance with ECO 
policy and with the egreements existing between the countries 
concerned. . 





Wagon Exchange in view of the disinclination of all 
central European members except Czechoslovakia to establish 
a wagon exchange commission for central Europe, the Council 
took no action, but invited the executive board to pursue 
the matter further. 





Future Of ECITO A committee is to consider the 
desirability of a coordinating body in the field of transport 
in Europe, and to make recommendations as to the tasks and 
organization of such a ‘body. Each member government is to 
nominate its representative on the committee by January 20 or 
it will be assumed that country does not wish to be representec. 
The committee will present its final report at the next ordinary 


session of the Council. 





Other Business With regard to finances, the Soviet mem- 
-ber said he-was uninstructed but he believes that payment 
will be forthcoming shortly es the ECITO item is included in 
the new budget. Italy reauested no action on membership at 
this session. The new chairmanship went to Poland and the 
vice-chairmanship to Belgium. There was no discussion on the 
ECITO paper on two-way restitution on a car-for-car basis, 
although it was circulated for information. 





>* >* * 
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ITALIAN SITUATION TO BE At the invitation of the 
DISCUSSED WITH DE GASPERI Secretary, Italian Prime 

: Minister de Gasperi plans to 
arrive in Washington around January 6 to begin discussions 
on Italy's financial and economic situation with specific 
reference to Italy's credit and relief needs, needs for 
American wheat and coal, and commercial relations between 
the two countries, 








In Washington and Rome US and Italian officials have 
been studying Italy's post-UNRRA needs to deterrine how 
-much assistance Italy will need from outside sources. The 
Eximbank has currently under consideration Italy's request 
of January, 1946, for a credit of $100 million. Studies 
have indicated an estimated deficit in Italy's balance of 
payments for 1947 of about 425 million. It is hoped that 
this deficit could be met by the ¢100 million Suspense Ac- 
count, $100 million Eximbank credit, and a $200 to $225 mil- 
lion post-UNRRA relief grant. Special projects of recon- 
struction and development are not included in the estimates, 
but it is believed that these projects will probably be 
covered in an aprlication for a credit to the International 
Bank which the Italians may submit around mid-1947. 


Suspense Account Payment On December 20, 1946 the US 
transferred $51 million to Italy as the first payment for 
lira expenditures of the US armed forces for procurement in 
Italy. (See page 1, October 21, 1946 issue of Current 
Economic Developments.) An additional $50 million on this 
account was certified by War to Treasury late last week. 
Actual payment of this amount is expected to be made to 
the Italians at the time of de Gasperi's visit. 











NAC APPROVES ADDITIONAL The National Advisory Council 
SURPLUS SALE TO JAPAN recently approved disposal of 
residuel surpluses in Japan to 
agencies of the Japanese Government. These surpluses are 
estimated at a maximum of 20 million procurement value 
with the determination of terms of payment and prices. to 
be left to the Japanese peace conference. This is in 
addition to the transfer of $56.8 million of surplus pre- 
viously authorized by NAC on June 4 under essentially the 
same arrangements, with payment to be made on the same 
basis as other imports. 








* * * 
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ARGENTINA CONTINUES WITH TRADE AGREEMENTS Argentine-Chile 
PROGRAM; OTHER BILATERAL ARRANGEMENTS MADE On December 13. 

Argentina and 
Chile signed a five-year trade. egreenent, to become effective 
upon ratification which is expected to take place early in 
February, There has been criticism of the agreement by some 
Chilean groups, including the Liberal Party, the Redical 
Democrats ard the Army, and initial reection of one segment 
of the public has indicated fears that there may exist un- 
disclosed details of the agreement which would impair Chilean 
sovereignty by subordinating her economy to that of the Ar- 
gentine, 





The principal provisions of the agreement call for 
reciprocal extension of exclusive tariff vreferer.ces under 
the guise of a so-celled "customs union", the investment 
of 300 million Argentine pesos to develop Chilean industries, 
end grant of a Joan of en additional 300 million Argentine 
pesos for public works, such as roads and ratlroads,. This 
latter sum is to be raised b: the sale of bonds in Argentina 
end will be guaranteed by the Chilean Government. A411 pro- 
ducts excherged betweer frgentina and Chile for domestic 
consumption will be free from duty within quantative limits 
established by periodic quotas except those products which 
‘each country will list within 180 deys, These concessions 
are excluded from the effects of any existing or future 
most-favored-netion provisions. Both countries agree t) 
give preferential ettention to the recuirements of the other 
party within exportable surpluses. To compensate for the 
Ceficit existing in the balance of trade between the two 
countries, Argentina is opening a two-year credit of 190 
million pesos. Argentina will invest 300 million Argentine 
pesos in Chilean industries, particularly copper, steel, 
iron, nitrates, coel, lumber, and electric power, Chile 
will grant free transit to merchendise which Argentina 
will export or import over the Mendoza-Valparaiso route, 

It will also ellow Argentina to construct a frigorifico at 
Valparaiso. The agreement also includes provisions relating 
to shipping, insurance, branch banks and motion pictures, 





Argentina Arxious To Conclude Agreement With Bolivia 
It has been reported that the Argentine Ambassador in La 
Paz has informed the Bolivian Government that unless a 
commission is sent to Argentina immediately with powers 
to conclude an overall trade agreement and customs union, 
no exportations to Bolivia will be permitted after January 
1, when the Argentine five-year plan goes into effect. 








According to the Bolivian /mbassador in Buenos Air2:, however, 
the Argentines have not indicated any intention of ex«rting 
pressure. In response to the request that the US rnment 


attempt to sunply Bolivia with its essential foodsturirs 
requirements for the first half of 1947, to put Bolivia in 
a better position to negotiate with Argentina, we have 
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arranged for the shipments of wheat and an allocation of 
lard and edible oils to meet requirements for the first 
quarter and have suggested that since flour, processed 
oats, spaghetti and evaporated and dried milk are on 
general license, Bolivia place its orders and arrange 
shipments promptly, 


Argentine-Venezuelan Commercial Agreement. Under Study 
Embassy Caracas believes that the proposed agreement now 
under study by Venezuela and Argentina, if as liberal as 
reported, avoids the obnoxious features of tie previously dis- 
cussed barter ekaninken. Since there is considerable 
confusion in Venezuelan economic policy, the final agree- 
ment may differ somewhat from the draft. The proposed agree- 
ment, which would be an emergency measure only, reportedly 
pr ovides for quantitatively unrestricted access to purchase 
ergentine vegetable oils and animal fats and Venezuelan 
petroleum, respectively, at competitive prices, 








The Brazilian-Argentine trade agreement, which was 
negotiated in September, was signed the last of November. 





Colombian Legislature Fails To Pass Bill Increasing 
Tariffs Early in Decerher the Colcmbian House apvroved a 
bill increasing the tariff on approximately 200 items. How- 
ever, due to opposition of the importers association, the 
Senate failed to pass the bill prior to the adjournment of 
the 1946 Congressional session on December 16. The National 
Association of Industrialists nas been active in agitating 
for tariff increases and extremists have even suggested 
denunication of the reciprocal trade pact of 1936 in order 
that additional protection could be sought on a number of 
items, 





The Mexican Chamber of Nanufacturing Industries has 
prepared a report asking the soverrment to eliminate from 
its trade agreerent with the US the majority of the items 
on Schedule One, 


UK-Italian Trade Discussions Completed Negotiations 
for the resumption and development of trade between the Ui. 
and Italy were recently concluded, but no formal trade 
agreement was signed. .It was agreed that a committee of of- 
ficials of the two governments should meet when necessary tc 
review the progress of trade and to consider further measures 
to-develop trade, commercial and industrial relations, Itaiy 
has made arrangements to secure rubber, wool, cotton and 
petroleum products in exchange for its sterling resources, 
On December 22, Italy signed a commercial agreement with 
France, providing for the exchange of goods amounting to 
eight billion lire. 





Trade 
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Trade Measures Adopted By The UK About November 5, 
the Ux issued instructions to administrators of the 
Caribbean colonies to discontinue trade discriminations 
against the. US in favor of Canada. These instructions 
are now presumably in the process of implementation. 

The UK Board of Trade on December 19 announced that 22 
additional items would be placed on the token import list. 
Since the breakdown of UK-Danish trade discussions in 
Copenhagen, the British have been holding intra-governmental 
meetings in an attempt to evolve a firm course of action to 
equalize trade between the two countries, 





Soviets Conclude Agreements The Soviets have concluded 
two-year trade agreements, subject to extension, with Finland 
end Norway. The agreement with Finland provides for an ex- 
change of goods valued at $25 million each way during 1947, 
the Soviets to export foodstuffs, fertilizers, iron, steel 
end other metals, fuel, industrial chemicals and lubricating 
Oils and the Finns to export prefabricated houses, lumber, 
celiulose, paperboard, paper and paperboard products. Norway 
will import 36 commodities in 1947, including cereals, coal, 
lumber, pyrites and other ores, valued at about 65 million 
Nerwegian kroner, Soviet imports from Norway wiil be princi- 
pally whale oil, 





According to an unconfirmed source, the Soviets have in- 
formed the Hungarian Government that when the Soviet-Hungarian 
trade agreement expires on December 31, the Hungarians may 
decide whether the agreement shall be reviewed, a new agreement 
negotiated or commercial transactions resumed. 


Czech Trade Tends Toward The East The Czech Minister 
for Foreign Trade has proposed further expansion of Czech 
trede with the USSR and Central and Sast European countries 
in order to alleviate the impact of a possible crisis in 
international trade which will be felt keenly by Czechoslovakia 
if it becomes too dependent on trade with western countries. 
Czech trade with the Soviet Union at present represents 13 per- 
cent of its entire foreign trade, while in the pre-war period 
it represented only one percent, 





The statement has been made by the Minister f.r Foreign 
Trade that, in signing the Washington Declaration (see page 
6, November 18, i946 issue of Current Economic Developments), 
Czech officials had no intention of accepting obligations 
which would not be compatible with Czechoslovakia's treaty 
and commercial agreement with the USSR: The delegation to 
the meeting of the Preparatory Committee was instructed to 
take the position that Czechoslovakia could not assume inter- 
national obligations which would be incompatible with 
political and economic relations with the Soviets. 


Norwey 
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Norway Negotiates Several Commercial Agreements In 
addition to the agreement concluded with the USSR, Norway 
. has recently signed bilateral agreements with Yugoslavia 
and South. Africa. A Norwegian delegation is in Poland to 
negotiate an agreement and another has recently returned 
from Sweden after completing certain commercial arrange- 
ments there. A Czech mission is now in Oslo to-discuss 
the possibility of purchasing Norwegian vessels for use on 
. the Danube, while a Dutch delegation is expected soon to 
Fa negotiate a commercial agreement. It is also reported 
that there is pending an agreement with France providing for 
the exchange of products to and from the French zone -in 
Germany and a new compensation agreement with the USSR af- 
fecting the Soviet zone in Germany. 





Sweden's Forsign Trade Outlook Unencouraging Accord- 
ing to Sweden's Minister of Commerce, the outiook for 
Swedish foreign trade is not encouraging and Sweden must 
curtail its imports of dispensable commodities in.order to 
be abie to import vitally needed commodities. Shortages of 
coal, iron, steel, rubber, yarn and certain foodstuffs are 
expected to curtail Swedish shipments of industrial products. 
Sweden has renewed its bilateral egreements with Italy and 
Belgium--Luxembourg, and negotiations with Yugoslavia, Rumania 
and Poland are pending, 





Yugoslav--Albanian Economic Agreement Yugoslavia cand 
Albania are reported to have signed en agreement on 

- November 27, providing for the coordination of economic 
plans, the abolition of tariff borders end customs end 
reciprocse] aid in the rehabilitation of both countries, 
The agreement also provides for the coordination of cur- 
rency measures and Yugoslav aid to Albania in production 
end other matters for the latter's full economic develop- 


ment. 





Other Trade Agreements Negotiated Hungary has signed 
a one-year commercial agreement witn Yugoslavia and has 
reviewed and expanded its trade agreement with Switzerland. 
The signing of a Swiss-Bulgarian trade and payments agree- 
ment has been reported. Cenada and Nicaragua signed a 
trade agreement on December 19, providing general most- 
favored-nation treatment »by each country. 





* * * 


VENEZUELA JOINS The Venezuelan Chargé on December 30 signed 
Vie AND FUND the Bretton jJoods Agreements. Embassy 
Caracas reported recently that Venezuela 
planned to establish one rate of.exchange and that the 
- bolivar would be revalued at approximately 3.06 to the 
dollar, which would bring Venezuelan exchenge practices in 
line with Bretton Woods principles. 
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AUSTRIA AND USSR DESIRE TO SETTLE 4 bresk hes finally ap- 
GERMAN LSSETS PROBLEM BILATERALLY peared in Soviet re- 

sistence to the settling 
of the German assets problem in Avstria. Early in December 
the Soviet High Command in Austria indicated that the USSR 4 
might be interested in an Austrian offer to buy out all 
Soviet Zistersdorf oil claims and interests accruing to the 
USSR under the Potsdam Agreement. In originel conversations 
the Soviets mentioned a purchase price of 10 to 15 millicn, 
but it has never been made completely clear as to whether 
this referred to dollars, Swiss francs or schillings. In 
face of this tentative informal offer, the Austrian Govern- 
ment decided to make a formal offer to the Soviets on both 
the sale of the Zistersdorf properties end overall German 
assets in Austria. Prior to epproaching the Soviet authori- 
ties the Austriens submitted a draft of their proposals to 
Minister Erhardt and to British euthorities. With respect 
to Zistersdorf, the Austrian dreft proposal provides for 
Austrian purchase of Soviet claims, Allied interests remain- 
ing intact. All transfers would be carried out practically 
immediately. Although the Austrians include e special pro- 
vision for payment of Soviet claims in foreign exchange, 
they plan to await negotiations for a «= .erminaticon of the 
amount, 





In the ccse of other German assets, the Austrians are 
considering a proposal whereby the Austrian Government would 
confirm by law Soviet ownership of specified German capital 
stock interests in about 50 specified business cntcrprises, 
with the Austrian Government retaining an option tc repurchase 
immediately all listed properties on payment of adequate cun- 
pensation. (An earlicr Austrian draft provided for repur- 
chase of thr2e enterprises within five years.) In the same 
agreoment, the Soviets would undertake not te make any other 
claims under Potsdam. The draft proposals are based on the 
belief that the Soviets are now willing to make substantial 
concessions in order to reach a solution to this problem. 

It is interesting to note that the Austrian proposal makes 
no attempt to define whet constitutes German assets. At 
the suggestion of Minister Erhardt the Austriens included 

in their draft proposal a stipulation thet the offer would 
remain open only until February 1. British representatives 
in Vienna consistently opposed the idea of bilateral negoti- 
ations between Austrian aid Soviet authorities. 


British Cbiections The British on December 19, the 
date on which the Austrians were scheduled to submit their 
proposal to the Soviets, presented an aide memoire to the 
Department formally. submitting their objections to bilateral 
ngotiations. They believe that: (1) once bilateral negoti- 
etions are instituted, the Soviets will make further demands 
on the Austricns, who will then be unable to look to the 
other occupying povers for support; (2) the Soviets will be 





given 
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given five years within which to exploit the particular 
enterprises, and it is unlikely that at the end of this 
period Austria will have sufficient forcign exchange 
available to repurchese the enterprises without seriously 
affecting other parts of the economy; (3) due to short 
notice, less than a week, the British have been unable to 
determine from the list of enterprises to be turned over 
to the Soviets whether there is substantial UK or UN in- 
terest and, therefore, the UK cannot acquiesce in a plan 
whereby the Austrian Government makes reparation to a third 
power of property which may have UK interest; (4) the 
Austrians did not consult further with the UK prior to sub- 
mission of the proposal to the Soviets; and (5) the UK is 
prepared to press for quadripartite discussion of the question 
when the deputies of tne CFM meet in January and, in view of 
this, the Austrian proposal seems untimely and ill edvised. 


US Drafts Reply In reply, the Department is contem- 
plating informing the Britisn that in view of the recent 
Soviet cooperative attitude on occupation costs and dis- 
tribution of indigenous food production, pius their sug- 
gestion that Soviet claims and intercst in Zistersdorf be 
resold to the Austrian Government, we fecl that this may 
be an indication that the Soviets are now prepared to grant 
substantiz1 concessions on German assets in Austria. In 
view of the previous Soviet attitude of resistance to quad- 
ripartite jurisdiction of German assets in Austria, we are 
hesitant to object to hilateral discussions which may now 
lead to an acceptable solution. We fail to see how these 
discussions will prejudice our choice of reopening quadri-~ | 
partite discussion or that we have compromised our right to 
support the Austrian pesition, If the bilateral negotiations 
are unsuccessful, the Department feels it is still free to 
participate in quadripartite discussions in London and in 
tripartite (US, UK and France) discussions in Vienna. Along 
these iines, we have requested the Austrians to withdraw their 
offer by February 1 if agreement is not reached by that time 
end we have also asked that we be kept. informed of the cur- 
re it progress of the negotiations. 





With respect to the British objection that Austria will 
not have sufficient foreign exchenge resources at the end 
of five years to repurchase the assets, our proposed reply 
to the British points out thet the present austrian plan 
contemplates immediate repurchase of the properties, Further, 
we are instructing Erhardt that at his discretion he may sug~ 
gest to the Austrian Government the possibility of making . 
yartial payment in kind after 1947 providing that such pay- 
ment does not encourage Soviet economic penetration of Austria 
or does not measurably retard Austrian recovery. 


In 
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In the matter of protecting UN interest, we agree 
that such protection must be provided whether the interest 
is direct or indirect. It is assumed that any direct UN 
interest will remain intact efter the transfer of the 
German portion to the Soviets. In the case of a UN bene- 
ficial ownership through a parent German company, the 
Department would expect the Austrian Government to make 
whatever arrangements would be necessary for the repurchase 
and ultimate restitution of non-German participating interest. 





* * * 
UNDERSTANDING REACHED WITH POLES The US and Poland have 


IN _ WASHINGTON ECONOMIC DISCUSSIONS reached an understanding 
on Several economic and 
financial problems including the procedure for compensation 
for US citizens whose property has been nationalized, com- 
mercial policy matters, end the release of Polish gold in the 
US. The discussions which culminated in the agreement were 
held in Washington between representatives of the US Govern- 
ment and a Folish delegation headed by Minc, Minister of 
Industry, who has been visiting this country as a delegate 
to the UN Assembly and to the UNRRA Council Session. 











Compensation For Nationalized Properties & statement 
of understanding was initialed by the representatives of the 
two governments on compensation for claims of US nationals 
under the Polish Nationalization act of January 3, 1946. 

The agreements provide that official US representatives may 
file claims on behaif of US nationals and further stipulates 
that if American claimants can show a legitimate reason for 
not having filed their claims within the prescribed time 
(see page 13, November 25, 1946 issue of Current Economic 
Developments} 

if they had been received on time. Provision is made for 

US nationals to petition for the reopening of nationalization 
proceedings closed by decision of the appropriate Polish 
authority in any case in which new and importent circumstances 
heave arisen or the claimant was unable to defend his interests 


ir. the original proceedings. : 








Compensation For Interests In German Enterprises US 
nationals having interests in enterprises found to be German 
will be compensated to the extent of their interests in such 
enterprises on the same basis as interests in other 
netionalized enterprises with the following exceptions: no 
compensation will be granted to US nationals for interest 
in enterprises which before December 11, 1941 were primerily 
devoted to the production of arms, ammunition and implements 
of war, unless such US nationals have been depr ved of their 
right of controlling or managing the enterprise «:ter 
September 1, 1939 by a unilateral ect of German authorities; 
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nor will compensation be granted to US nationals for in- 
terest in any Germen enterprise acquired after September l, 
1939, unless such interests were acquired from persons who 
were at the time of acquisition US or other allied or neutral 
. nationals, Treatment of US nationals' enterprises found to 
be German because of the fact that their head office is in 
the present administrative boundaries of Germany will depend 
on the percentage of ownership, -If it censists of 51 percent 
or more of the total voting stock, US nationals shall be conm- 
pensated to the extent of their interest in the property 
physically situated in the present administrative boundaries 
of Foland. If, however, the stock ownership is less than 
51 percent, US nationals will be compensated to the extent of 
their interest if, under standards set up by the mixed con- 
mission, it is found that such investment by US nationals 
is directed to the control of the enterprise, as evidenced 
by participation in management, and not only to sharing in 
the earnings of an enterprise otherwise German. 


Transfer Of Compensation It was agreed that both govern- 
ments would, when the agsregate of claims is known, determine 


by agreement the terms of ~ayment; they undertake, in doing so, 
to take into account the prospects of the Polish balance of 
payments. Compensation is to be made in dollars for invest- 
ments in dollars of US nationals or in currencies, including 
zlotys, which at the time of investment were convertible. 


Mixed Corrission A somewhat intricate mechanism has 
been evolved for standardization and review of the provisions 
of the Polish Nationalization Act. This resulted from our 
demand for 2 mixed claims commission and the Poles equal 
insistence that they must comply with the provisions of the 
Polish Nationalization Act which are interpreted as giving 
euthority for deciding on valuations and compensation to 
Polish commissions only. Under the terms of the present 
understanding, a Polish-American mixed commission, con- 
sisting of an equal number of representatives (probably one) 
of the two governments, will formulete standards in terms of 
which, pursuant to the provisions of the Polish Nationalization 
Act, the properties are to be evaluated. The standards will 
then be approved by the Polish Council of Ministers and be ap- 
| plied by a special Polish commission appointed by the Council 
. of Ministers. If the US member of the mixed cleims commission 
finds that the factors are not working properly in any case, 
the commission will revise them or add new factors. These re- 
- visions will then go through the same process of review as 
the original factors and, if approved, eventually be applied 
by the Polish commissions. Should the awards to US claimants 
be found unsatisfactory, the two governments will undertake to 
settle the differences in a spirit of mutual understanding. If 
within a reasonable time no understanding is reached on 
specific cases, the differences will then be referrcd to an 
umpire to be designated by the two governments or, failing 
agreement within 20 days, by the Secretary-General of the UN. 
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Meeting Of US Claimants Letters are now being sent to 
US nationals heving an interest in Polish nationalized 
property inviting them to attend a meeting this week in 
“washington to discuss with representatives of the Department 
the abeve understandinz on nationalizetion in terms of its 
application to individual cleimants and to work out mutually 
satisfactory arrangements. 





Release Of Blgcked Polish Gold At the same time the 
above understanding was finalized, the US informed Poland 
that Pelish essets in the US will be released effective 
Januery 7 and that the gold and the accounts in the US of 
the sank of Feland will be relecsed, thereby permitting the 
Fank of Poland to earmark or export such gold, , 





Commercial Policy Commercicl policy agreement was 
reached <s follows: (1) Polish participation in the general 
conference on world treée and employment; (2) A detziled 
statement by the Poles concerning the establishment of the 
Polish-Americen Service end Supply Corporation, and the 
status of the Polish Supply 2nd Reconstruction Mission; 

(3) Polish assurance that they would depart from the syster 

of bilateral trade as soon as it is practically possible, 

and agreement to allot egainst payment in convertible cur- 
rency, rather than under compensatory agrecments, the in- 
creased coal exports mede possible by new mining machinery 

end trensportation equipment; end (4) Copies of Polish trade 
agreements made in recent months, as well as informetion on 
implomentation of existing agreements are to be furnished the 
US Exbassy in Warsew. Agreements recently concluded include 
those with France, Belgium, Itely, Denmark and the Netherlands. 





Economic Aid To Polend The Polish representatives esked 


¢ 
-—— 


that consideration be given at this time to their applications 





for cotton and tobacco finencing. The application for a cotton 


credit amounting to around $32 million has been considered at 
the technical levels, but no conclusion has been reached. The 
Poles were reminded that the US has indicated its interest in 
developing.a market for its cotton in Europe and to this end 
has set aside eae fund for financing the export of US cotton. 
_ They. were informally advised that final action on the cotton 
eredit application as well es a considerebly smaller credit 
request for tobacco will probably be taken about February l, 
1947. The Poles have also requested a loan of $600 million 
from the World Bank including a fund for mining and trensporta- 
tian equipment. 
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US. GN - Our bilateral air transport agree- 
‘ GREEMENT = § ment with Peru was:.signed in Lime 
. - on: December 27 thereby completing 
the second of.a group of air. sareements being negotiated 
by our Special aviation missjon.in Latin America, By the 
terms of: the agreement we. ‘ohbained ell the routes’ through 
Peru for whieh US cemmereiaY carriers ‘heve ‘been certified, 
with the exeeption pf the, re pees internel line from Lima 
to Iquitos, The a uvien request for two routes - 
running from Lima bs gee 9 Panama and Mexico to Los Angeles. 
San Francisco, Vancouver and on to the Orient and from Lima: 
through Panama and Cuba to Washington, Montreal and on to 
Europe was modified to include only the latter with Montreal 
as the terminal point, . 





_Negotiations.were suspended tensiiner tte in Noveuber . 
in order that our aviation representatives might meet their 
schedule with Chile and Uruguay. This’ also allowed a coojing 
off period for the settlement of the major point of dissension, 
namely, the ownership and control conditions set forth in 
Article 6, which subsequently were accepted by the Peruvians. 
(See page 6, Novemher 12, 1946 issue of Current Econ onic 


Developments. ) 


_ ‘The Peruvians:also wished to ine lude A provision: similar 
‘to. article 8 of the Brazil-US egreement, whereby all existing 
rights enjoyed by US airlines would be dancelled; however . 
this-article was excluded from the:final agreement, Actually 
the contract rights of Panegra for commercial’ aviation . 
operations within Peru were subject to revocation at any'time. 


Two questions, concerned the Canal Zone--reservation of 
Canal Zone-US- traffic as cabotage and reservation of the 
right to prohibit the use of the Canal Zone by civil air 
traffic on a non-discriminatory basis for reasons of military 
necéssity, We could not offer the Peruvian AirLine (PIA). 
the right to carry passengers between the Canal Zone and the 
US since the Civil Aeronautics Act. of 1938 definitely pre- 
cludes carriage by foreign aircraft of traffic between the 

, US and the Canal Zone. Until such time as the Panamanian 
Airport is completed and open to international traffic, it 
was decided that the US will bar international traffic 
through Albrook Field in the Canal Zone only on a non- 
discriminatory and national basis. 


ix 
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INITIAL PAR VALUES ANNOUNCED On December 18 the Inter- 
BY INTERNATIONAL MONETARY FUND national Monetary Fund an- 
- mnounced the par values of 
the currencies of 32 nations and 32 colonial areas of the 39 
member countries. Nine of the countries: Brazil, €hina, 
Yugoslavia, Poland, Greece, Uruguay, the Dominican Republic, 
French Indg-China, "and the Netherlands, East Indies, Were not 
ready to have the par value of their currencies announced at 
this time. For the 22 eountries who have declared their par 
values future changes cannot be made without consulting the 


Func and obeying its rules, 


Bretton Woods Provisions On Par Value Changes Article 


IV, Section 5, of the Bretton Woods Monetary Agreement pro- 
vides that a member nation shall not propose a change in the . 
par value of its currency except to correct a “fundamental 
disequilibrium." It further provides that a change in the 
par value can be made only on the proposal of the member 
nation and only after consultation with the Fund. If the 
proposed change, together with all previous changes, is not 
more than 10 percent of the initial par value, the Fund will 
not object, if it is between 10 and 20 percent, the Fund may 
concur or object, but must declare its attitude witliin 72 
hours. However, if the proposed change exceeds 20 percent, 
the Fund can decide whether or not to accept it, with a 
longer period provided for the Fund to reach a deeision. If 
a member nation does not comply with the Fund's decision, 
that nation becomes ineligible to use the resources of the 
Fund and can also be barred from access to the epee 


Bank, 








nd Exche Transactions To Start In March Camille 


Gutt, Managing Director of the $7,400,000,000 Fund, an- 
nounced that on March 1, 1947 the Fund would begin. its ex- 
change transactions, making foreign exchange available to 
those countries which might need it for bolstering their 
currencies. All members of the Fund would be required. to 
pay their subscriptions by that time, as specified in the 
Bretton Woods Agreement of 1944. Mr. Gutt explained that, 
while present conditions in many countries were far from 
normal and while some rates would have to be revised after 
consultation with the Fund, this action marked a start in 
the Fund's establishing contact with all its members; "it 
intends, in close liaison with them, to make a thorough 
study of their situation and to submit to them any recon- 
mendations which it deems necessary." In some cases this 
may call for the Fund's recommendation of ways to keep the 
present par value; in others it will propose changes in the 
exchange rates and in the economic policies to be followed 
accordingly. 


Initial 
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initial Par Values 4s Announced Listed below are the 





initial par velues of the currencies of the 32 nations, in 
terms of US dollers, as announced by the Fund; 


Country 


Belgium 
Bolivia 
Canada 
Chile 
Colombia 
Costa Rica 
Cuba 
Czechoslovakia 
Denmerk 
Ecuador 
Egypt 

El Salvador 
Ethiopia 
France 
Guetemela 
Honduras 
Iceland 
India 

Iran 

Iraq 
Luxemburg 
Mexico 
Netherlands 
Nicaragua 
Norway 
P=nama 
Paraguay 
Peru 
Philippines 
South Africa 


United Kingdom 


United States 


UNRESTRICTED 


Par Values 


in Terms of US Dollars 





Currency units US cents 
per US per currency 
Currency dollar unit 
PPOMR cccacccccece 89-887 F 2.281 67 
Boliviano,.....e.. 42-000 O 2.380 95 
Dollar .....eeeeee 1-000 00 100.000 
POR ccccccesesese Jacuuy VO 3.224 81 
POGRsctcsescscess Ie a 57.143 3 
DEER cccscceseeese 6S @& 17.809 4 
POSS ccccccceceses 1.000 O00 100 .O00 
Koruna eceseceseee 50.000 O 2.000 00 
Kron€ecececsesess 4,799 Ol 20.837 6 
SuUCTE cececeesesee 43.500 0 7,407 41 
Pound .eseceseseeee 0.241 955 413.300 
COLOM cecccccsssccs 2.500 00 40.000 O 
DOLLOP ccccccccece 2.484 47 40.250 O 
Franc ..eseseeeeee 119.107 0.839 583 
CuetTZal ,cccccees . 1.000 CO 100.000 
Lempira weeccsees » 2.000 00 50.000 0 
KrOnhcceccesessse 6.488 8 15.411 1 
Rupee cocescceseee 3.308 52 30,225 0 
Pit scscesesseses EEG 3.100 78 
DOROP sc ccceccesece 0.248 139 403,000 
PRORO. cccccceees ~ 43.827 5 2.281 67 
POGOsccsccccccsee 4.895 @ 20.597 3 
Guilder. ..eecoes » 2.652 85 37.695 3 
Cordobda..ccccccce 5.000 00 20.000 O 
Krone. .cccccsees ~ 4,962 78 20.150 0 
Balboa..c.ce. Trt 1.000 OO 100 .000 
Guarani. ceccces : 3.090 OO 32.362 5 
PPT TTILILrTre 6.500 00 15.384 6 
FOGG ccccccccesses 2.000 00 50.000 O 
POUNG . cccccceses 0.248 139 403.000 
(or 4 
shillings 


ao .  PROPPRETTTELT 


12 553 penec) 
0.248 139 403.000 
(or 4 


shillings 
11.553 pence) 
1.000 O00 100.000 
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OTL DEVSLOPMENTS IN There has been considerable press 
TIDDLE FAST REVIEWED comment on the announcement of 

the conclusion of two agreements 
vroviding for more thorough exploitetion of cil resources 
of the Middle East by US firms. One agreement provides for 
the purchase of oil in Iran and/or Kuwait by two US companies 
and the construction of a pipeline from Abadan to the 
Mediterranean; the other, for participation by the same two 
companies in the ownership and development of the Saudi 
Arabian concession including the construction of a Trans- 


é£rabian pipeline by the Arabian American Oil Company. 








The Department has indicated no objection to the pro- 
posea arrangements as such, Aotaaliy , the agreements will 
serve the US national interest by hastening the development 
ped iiddle Eest o11 and its large-scale entry into worid 

arkets and would reduce the drain on ‘jestern Hemisphere oil 
ree tetine Si however, we have some misgivings lest the arrange- 
ments are accompanied by indirect consequences which might be 
incompatible with US trede policy and objectives and we are 
ccnsidering calling these possibilities to the attention of 
the company officials, reserving judgment on the transactions 
Since they cannot be appraised apart from consequences not 
yet known, 





Purchase And Piveiine Agreement In Iran Standard of 

New Jersey “and soecny-- ‘Vacuum wiitl purchase from the UK-con- 
trolled Anglo-Iranian 011 Company 134 miilion tons of crude 
oil to be deiivered over a twenty-year neriod from Iraa 
end/or Kuwait cnd will participate equally with AIOC in the 
construction and use of a major pipeline from tne Persian 
Gulf to the Mediterranean which wiili have an annual capacity 
of 15 million tons, Embessy Tehran feels that the Iranian 
puviic will probaciy attach some responsibility to the US 
Government for ALOU operaticns in the future, even though it 
has been empnasized that tne arrangement is a private com- 
mercial one. Manv iranians who have “urged Us participation 
in Iran's petroleum development, either through separats 
operations or througa parvic sipation in the British concession, 
wii undoubtediy regard the agreement as - step in the latver 
direction. The Derartment prefers that the pipeline company 
be domiciled in the US, since UX insistence on UK domicile 

of various oil companies opcrating in the Persian Guif crea 
hes placed US interests at a disadvantage. 





Deyelopnent concession In Saudi Arabia Standard of 
New Jersey and Socony-Vacuum propose to acquire a 35 or 40 
percent stock interest in the Arabian American Oil Company, 
which has exciusive rights to the Saudi Aravdian “ae fieids 
end to participate in financing and constructing a pipeiine 
from Saudi Arabia to the Mediterranean, with a capacity or 
300 ,OCO to 500,000 barreis a day. Aramco, wnich has conciuded 


an 
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an agreement with Lebanon covering pipeline rights and re- . 
fining and port facilities, is currently surveying a route 
‘for a Trans-Arabian pipeline. Aramco has indicated that 
_it wili survey the feasibility of a route that would transit 
Trans-Jordan, the northern tip of Palestine and have a 
Mediterranean terminus in Lebanon, by-passing Syria in view 
of that Government's refusal to consider a reasonable pipe- 
line convention. (See page 11, October 21, 1946 issue of 
Current Economic Developments.) In discussions with Depart- 
ment officers, representatives of Aramco agreed that it would 


be undesirable to press for treaty rights to obtain a con- 
cession from Syria eat this time. : 





Gulf Proposal To Sell Kuwait Oil The Gulf 0il Corpo- 

ration proposes to sell to Shell out of its Kuwait produc- 

ion emounts ranging from one million tons in 1947 to about 
10 million tons in 1956, such oil to be marketed by Shell 
in the Eastern Hemisphere on a basis of pooling all costs 
end dividing equally all profits. Under this arrangement 
Gulf would probably obtain additional quantities of Kuwait 
oil for its own disposal in the Western Hemisphere over and 
above the amounts involved in the Shell contrect. ~ 


French Protest US Firms' Oil Agreements A verbal pro- 
test has been received from the French Embessy to the two - 


agreements consummated. The directors of Compagnie Francaise 
des Petroles have approved in principle a motion to bring 
suit against the two companies for breaking the "red line" 
agreement, The recent negotiations may increase a tendency 
among French oil officiels to attempt to use the threat of 
oil commerce with the USSR as a bargaining weapon against 
the US and US companies, a tactic which has been ineffective 
to date due to the unavailability of oil assistance from 

the Soviet and to a French doubt es to the real advantage 

of such assistance, : : 





Iranians Ask US To Seek Concession Various Iranian 
officials have asked Embassy Tehran why the US does not 
attempt to secure an oil concession in Iranian Baluchistan, 
pointing out that it would be highly beneficial to Iran if 
the Government could have a liberal proposal from the US 
for presentation to the Majlis at the same time it presents 
for ratification the Soviet--Iranian agreement which was 
negotiated in April, 1946. This agreement provides for the 
establishment of a joint oil company to explore and exploit 
the northern five provinces, Iran is to contribute the con- 
cession area and security forces and the USSR is to finance 
the operations, Participation and division of profits will 
be 51 percent for the USSR and 49 percent for Iran for the 
first 50 years, and will be on a 50-50 basis for the follow~ 
ing 25 years. The Embassy has replied to Iranian inquiries 
that, as long as the Iranian law prohibiting Iranian of- 
ficials from negotiating oil concessions with foreign 
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nationals remains in force, the US will respect it. The 
President of the Industrial Bank of Iran has stated that, 
although many members of the next Majlis will not approve 
the Soviet oil proposals as they stand, their refusal will 
be mad@ somewhat more difficult by the recent agreement 
between the US companies and the AIOC since the Soviets 
will undoubtedly contend that they ere the only great 
power which does not heve an interest in Iranian oil. 


iPC Makes Bid On Oil Concession In Kuwait Neutral Zone 
An official of the Iraq Petroleum Company visited Kuwait 
in November to discuss the question of a concession for 
IPC in the neutral territory between Kuwait and Saudi 
Arabia. What is involved is a concession for Kuwait's 
half of the undivided oil rights in the neutral zone, the 
Arabian half already being assigned to Aramco, It is } 
rumored that IPC offered a down payment of b200,000 and a 
guaranteed minimum royalty of L50,000 per year. It is 
understood that Gulf has bid or will bid for the same con- 
cession. A representative of Sheikh Ahmad, ruler of Kuwait, 
indicated that the Sheikh is anxious for a US bid and that 
he would grant the concession to the highest bidder. In 
view of the huge potential oil production in the area and 
the Sheikh's interest in US participation in its develop~ 
ment, Consulate Basra has urged that we consider inviting 
the Sheikh to the US. It has been reported that the UK 
has invited the. Sheikh to visit the (K in order to secure 
oil concessions for a British company in Kuwait's terri- 
torial waters and in the neutral zone. 





IPC Bid For Oil Concession In Trans--Jordan Reported 

It has been reported aiso that an IPC representative has 
discussed a petroleum convention where by IPC would have a 
fifteen-year exploitation monopoly in Trans-Jordan., Details 
are based upon the Syrian-Lebanon IPC convention end include 
the payment of an initial lump sum cf L100,000 sterling anda 
yearly payments starting at L15,000. The agreement is ex- 
pected to be signed eariy this month, 

* * * 














US. UK, CANADA AGREE ow CANCELLATION OF The US has proposed 
PLAN “AY CLAliS AGAINS?T ITALY AND GREECE to the UK and Canada 








that the three govern- 


ments agree on the policy of cancellation of their respective 
shares of the combined claims against the Italian and Greek 
Governments for civilian (Plan A) supplies. The UK has agreed 
with this proposal and indicates that it contemplates making 
public announcement soon of its share of the cancellation, 

The US is als» considering a public announcement in the near 
future. Canada, however, has agreed that she will request 

only nominal compensation for her share of the combined claim. 
and, although interposing no objection to the US and UK announce- 
ments. is not contemplating any similar action. 
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US _PROTESTS DISCRIMINATION IN On December 23 Embassy London 
IMPORT LICENSING IN PALESTIN presented an informal memo- 
= : randum to the UK Board of 
Trade {BOT) protesting the import Iicensing policy of 
Palestine which has undergone a decisive change since Septeme 
ber*1945, resulting in the restriction of US imports into 
Palestine and discrimination against imports from the US in -. 
favor of those from the UK and, to a lesser extent, other 
European countries. The BOT promised an early reply and 
“stated that the UK was also having trouble with the Pales- 
tinian import authorities. The Palestine Government has 
transmitted to the UK Colonial Secretary for decision, the 
application resubmitted by Philco International Corporation 
for permission to import into Palestine. We have asked the 
Embassy to take all appropriate action, since this may be a 
test case cetermining the future policy on US imports into 
Palestine, 











On the basis of the available evidence, there seem to 
be grounds for the belief that the trade discrimination 
being practiced by the Palestine import control authorities 
arises not so much from a shortage of dollars as an attempt 
to supplant in the local market US goods with UK ones. We 
are not questioning the right of the UK to restrict imports 
into Palestine on a quantitative basis by means of licenses. . 
We do expect, however, that the UK will adhere to the con- 
mitments made in the US-UK Mandate Convention of December 3, 

" 1924 and the related UK mandate of 1922, which provide that 
there shall be no discrimination in Palestine against 
nationals of the US as compared with those of the UK or any 
other foreign state in matters relating to commerce. As a 
further basis for our position, we point out that the 
reciprocal tradd agreement between the US and the UK, which 
applies to Palestine, provides that in the event of the 
imposition by either party of quantitative import restric- 
tions allocating shares among countries of expvrt, the other 
shall be granted an equitable share of the permissible im- 
ports. This principle was reaffirmed in the US Proposals 
for Expansion of World Trade and Employment, with respect 
to all important points of which the UK has expressed fuil 
fiance ia. In addition, Section 9 of the Anglo-American 





anciai agreement, which became effective December 3i, 

4 Provides that if either Goveriment imposes or maintains 
mtitative import restrictions, such restrictions shall not 

discriminate against imports from the other country. On the _ 
basis of the exchange of notes between the British Embassy in ~ 
Washington and, the Department concerning the applicability of 
Section 9 of the financial agreement to the Fritish terri- 
torial dependencies, it is’ assumed that Section 9 is appli- 
cable to Palestine. ; 


* * * 
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SWNCC DIRECTIVE ON RESTITUTION OF LOOTED ‘SWNCC has approved 
SECURITIES SENT ANGUS FOR UIMPLENENTATION a directive 
establishing poli- 


cies for the disposition of securities found in Germany which 
were #emoved from countries occupied by Germany or otherwise 
i 









subj to German control. . The directive has been forwarded 

to for introduction within.the Allied Control Council | 
and for immediate action on the..part of US forces with respect 
to the compilation of an inventary of foreign securities which 
have been uncovered in the US zone of occupation. The resti- 
tution of securities differs somewhat from the restitution of 
other types of property insofar as many are bearer type securi- 
ties which give no evidence of rightful ownership; some are of 
German issue and require special procedures for tracing; some 
of the original awners are now dead: and the countries have no 
records on which to base a restitution claim; and administra- 
tively it is most difficult to differentiate between securities 
which have been looted and those which were lawfully. acquired. 


In approaching the problem, the US took as its major 
thesis the statament that the restitution of looted securities 
would have the sffect of being of economic assistanee to the 
receiving countries and of assisting in the elimination of 
German control ver non-German eccnomles. . . 


Direetive Briefly, the SWNCC directive. provides that: 
(1) Governments which were at any time occupied by Germany or 
under German control will be asked to prepare and submit to the 
ACC a list of securities looted from their territories. : At the 
same time the ACC will prepare an inventory of foreign securi- 
ties uncovered in Germany. The ACC will then combine the~-lists, 
compare the claims and establish categories of identifiable and 
non-identifiable securities. (2) Securities and. other evidences 
removed from a eountry at a time when it was under German control 
shall be considvred as having been removed under duress and 
shall be subject to restitution to the governments of the coun- 
tries from which they were removed, unless the presumption of 
looting can be disproved by the existing holder of tne securi- 
ties. (3) As a prerequisite to restitution, IARA countries will 
be asked to agree that any German interest in the returned 
securities wil] be reported to IARA for: eventual disposition. 
(4) Securities .emoved to Germany for safekeeping without trans- 
fer of title shall be restituted to the country from which they 
ccme umless they come under the category of loot. (5) The 
securities whioh are subject to restitution under the above 
provisions shall not be subject to vesting by the German 
External Property Commission under Control Council Law No. 5. 








Certain Types of non-identifiable securities (see page 8 
November 18, 1946 issue of Current Economic Developments) wilt 
be turned over to the IGCR. Disposition of the remeining 
securities in this category will be the subject of. discussion 
between a committee of experts since it is not considered _ 
feasible to draw up a program of restitution of non-identifiable 
securities until the extent of the claims and value of such 
securities are known, , 
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USSR MOVES TO ACCELEPLTE The Council of Ministers of the 
CONSUMER GCODS PF. ODUCTION USSR has issued a decree pro- 
| viding for the acceleration of 
the development of state light industry producing consumer . 
oods. This, following the November decree on cooperatives 
(ion Seas 4, November 1£, 1946 issue of Current Economic — 
Developments), shows the Government concern with the poor 











performance in the field of consumer goods, Embassy Moscow 


! 


believes adaption of these decrees, giving the standard of 
living higher priority than planned in the fourth Five Year 


-Plan, indicates that the living standard has already proved 


to be a bottleneck in the Soviet economy which is hindering 
progress toward the fundamental long-term economic goal of 
increasing to the maximum the country's economic potential. 
Although the Soviets have never suggested that these current 
measures represent the slightest deviation from the long-term 
economic goal, the decrees will undoubtedly result in a tempo- 
rary lowering of other economic priorities and a slowing down 
in other fields, The new decree, in order to assure in- 
creased production, provides increased capital investment by 
the Government for textile and other light industries and 
takes measures to assure their needs in fuel, electricity, 
materials, and housing construction. : 


Meanwhile an Izvestiya editorial December 17 pointed 
out that results of the cooperative retail network, which 
was expanded by the November decree in order to improve dis- 
tribution of food and other consumer goods in the USSR, have 
thus far been unsatisfactory. There has been little increase 
in foodstuffs in urban centers, and prices established by the 
cooperatives for certain merchandise are higher than open 
market prices, which is contrary to the principles of the 
decree. In Moscow, the chief consumer cooperative organi- 
zation has opened only two stores and i5 booths. Embassy 
Moscow feels that it is improbable that the effect of the 
cooperative decree will be felt by the average consumer for 
some time. 





Increased Housing Planned For Moscow Another indication 
of solicitude for the needs of the people was the December 1 
announcement of a comprehensive plan for the reconstruction 





and improvement of Moscow, placing great emphasis on living 


quarters. The plan reveals that during the Five Year Plan 
nearly nine billion rubles in centralized capital investment 
would be spent in the capitol, seven billion of which would 
be for improved living conditions: and the development of 
municipal economy. No new factories will be built in the 
capitol but every existing enterprise is to be reconstructed 


-and expanded, In addition to the new building program, which 
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Other improverents planned for Muscovites include an increase 
in gas supply, new water mains and the construction of a new 
pumping station as well as improved transportation services 


and street lighting. 


Soviet Press Stresses Production Increases The Soviet 
press on January 1 stressed accomplishments in increased pro- 
duction in 1946 and gave a picture of uniform increases, 
glsssing over failures. Embassy Moscow reiterates that, in 
spite of important accemplishments in 1946, economic activity 
in many vital branches remains well below the pre-war level, 
end the Soviets are going through a most difficult and criti- 
cal time. Actually the agricultural machinery industry and 
tractor and tractor part factories have failed miserably to 
meet plans; coal production in the Soviet East is aprerently 
seriously behind the plan; the new victory passenger car, 
which was supposed to be in serial production a year ago, is 
still being produced in driblets; and the cost of living of 
the rationed population rose in-consequence of the September 
and October price and ration measures by several hundred per- 
cent. While newspapers stressed the fact that railroad trans- 
port fulfilled its haulage plan ahead of time and increased 
haulage above that of 1945, Embassy Moscow points out that 
even though the railroads may have carried many more passengers 
this year than last, recent observations indicate that a large 
proportion of thc travellers rode on roofs of worn-out, over- 
crowded and behind-schedule trains in search of food. Total 
Soviet oil production in 1946 is probably above that of 1945 
by a fair amount. Production of construction materials has 
increased and cement output is up 89 percent over 1945, window 
glass 81 percent, bricks 90 percent and prefabricated homes 


76 percent, 





ACCORD ON GERMAN PATENTS The London Accord relating 
EFFECTIVE NOVEMBER 30, 1946 to former German owned 
patents (see page 15, 

August 5, 1946 issue of Current Economic Developments) came 
into force on November 30, 1946, with the signing of the 
Accord by the US, UK, France, the Netherlands, the Union of 
South Africa, India and New Zealand. 











* * * 
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COM*ONS WILL DISCUSS The recent introduction in the House 
OK ECONG aC? POLICIES of Commons of transportation and 
acricultural bills has provoked con- 
siderable debate over UF economic policies, Herbert Morrison, 
Lord President of the Council, late in November stated that 
the Government intended to arrange a debate in the House of 
Commons early in 1947 on economic conditions and prospects 
in the UK and said that the debate, preceded by a White 
roe would afford a comprehensive economic survey. Shortly 
fter the farm bill was introduced Winston Churchill said he 
intended to call a vote of censure when Parliament reassembicd 
after the Christmas recess. 





| Steel And 1 Coal Shortages Are Major Problems The British 
economic ou outlook for the immediate future is beclouded not 
only .by the shortage of coal but by an acute shortage of ste¢él. 
The coal shortage has been a matter of grave concern for years 
but the seriousness of the steel shortage has only recentiy 
been widely realized. Recently ‘available production figures 
show output at an annual rate of some 13 miliion tons, abcut 
the level for 1939. Demand, however, has been very strong 
and the quantity available for importing has been disappoint- 
ingly small, In the first quarter of 1947, after allowing 
for imports, it is estimated the supply may be short of demand 
by about 500,000 tons. This shortage is causing great concern 
in many industries. The reduction in allocations is expected 
to retard the upward trénd of output in the automobile industry 
if it does not actually reduce production from the current 
level. Sheet steel is also consumed in substantial quantities 
by the housing program, where supplies are urgently required, 
The housing program has already been hit by the coal shortage, 
with the closing on January 2 of a cerent factory which sup- 
plies most of the cement through a wide area of the Eastern 
counties, The London Brick Company said it had cnly a few 
days' coal supply on hand and if its kilns are aliowed to go 
out, it would cost the country 6,000 nouses in loss of bricks, 
plus 1,500 houses for every week the company's operations were 
stopped. Danger signals that production is ia jeopardy went 
out from factories. all over the country. Coal stocks are re- 
ported so low that even the contemplated cuts of five to ten 
percent for all but key industries are viewed as. insufficient 
to stave off sericus shutdowns, The British coal mines were 
transferred to national ownership on January 1, 1947, The 
Director of the National Coal Board announced over the radio 
the folluwing day that reorganization of Fritain's mines 
shouid be near completion in fifteen to twenty years, although 
some new cullieries might then still be in the developmentai 
stage. 





Move For Government. Control Of Farms Toward the enc of 
December the Labor Government asked for a revolutionary farm 
bill under whicn a farmer could be ousted from his land for 





ignoring 
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ignoring "scientific" advice on how to till his acres. The 
bill cells for subsidies, pegged minimum prices and guaran- 
teed markets, and is aimed at stabilizing agriculture by 
elimineting much uncerteinty from the farmers' plans. A 

White Paper was issued explaining the broad powers proposed 
fer the bill's enforcement. The Minister of Agriculture, 

in explaining the provisions for supervision and even ouster 
of farmers who decline to heed government advice, said that 
society cannot be expected to guarantee prices and markets 

if there is not a guarantee of efficiency in some form or 
other. Safeguards against the wide powers include machinery 
for appeals against dispossession and a requirement for parlia- 
mentary approvel of orders issued by ministers operating under 
the bill's general terms. One of the main features is a 
guarantee to tenant farmers against loss for improving a 
rented farm, coupled with provisions for loans to tenants who 
went to buy farms. The ‘shite Paper said costs of guaranteeing 
prices could not be estimated accurately in advance, but it 
suggested that otner farming services, including subsidies 

for drainage and liming of land would amount to about $92 
million a year. State ownership and development is proposed 
for marginal land which cannot be mede productive without 
heavy outleys beyond the scope of a private individual. 


Bill For Publicly Owned Inland Trensport System The 
Government bill to set up in Great Britszin ea publicly owned 
inland transport system was introduced in the House of 
Cormons on November 28. One of the original eims of the 
Labor Government, the bill enccmpasses nationalizing the four 
main railway systems, 52,000 miles of single track, 20,000 
locomotives, rearly 600 ,600 freight cars, 460 miles of navi- 
gable canals, 200,00C road haulage firms operating nearly 
450,000 vehicles and nearly 5,000 operators of busses, trolley 
busses, etc., controlling approximately 53,000 vehicles. Only 
road transport firms operating distences of less than 40 miles 
yould be exempt from Government action. A five-man Trensporta- 
tion Commission is called for to exercise control under Govern- 
ment ownership, effective January 1, 1948. 





The cost of acquiring railways, including LPTB and 
esnels, would be £1,065 million. The proposed bill contains 
terms for compensation to holders of railway and canal 
obligesions which differ markedly from compensation terms 
used by the Labor Government in previously nationalized in- 
dustries,. Compensation is to be paid in Government-gueran- 
teed stock, bearing ea rate of interest to de fixed at the 
time of issue which will be the everage of the daily mean 
quotations cf the securities in the L-nden Daily Stock Ex-~ 
change for November 1, 4, 5, 6, 7, and &, 1946. An addi- 
tional provision permits payment of an average mean monthly 
price where the stock in question was higher during the six 
months preceding elections in 1945 than in the November 1946 
period. Cost of roed haulage firms will be assessed 





generally 
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generally on net value of assets and will probably be fi-*... 
nanced by stock backed by Treasury guarantee. The method 

of compensation utilized in the first instance of netionsli- ‘ 
zation, the Bank of England, was that of replacing the stock ~- 
of the individual owners with an amount of Government stock 
returning to the investor ean equal income. In the case of 
Cables and Wireless and the Coal Bill, the principle of "net 
maintainable revenues" (earnings) over a period of years was 
used as the criterion in deciding a fair valuation by a tri- 
bunal which sat for an extended period, The award in the . 
case of coal is still on the basis of a total price for the 
entire industry, and several years will elapse before arhbi- 
tration on individual esset basis is accomplished. The 

method chosen in the case of transport simplifies the com- 

plex problem of deciding by tribunal or arbitration a fair 
valuation by using an average free market price during a 

period considered to be normal, 


Financial Grant Offered To Cotton Manufacturing In- 
dustry UK textiie industries are in the position of having 
had many of their mills requisitioned for other purposes, 
their labor force dissipated, and they are operating with 
equipment and under labor conditions badly out-of-date, 

Early in December the President of the Board of Trade out- 
lined proposals for Government assistance to the cotton manu- 
facturing industry, saying thet it must re-equip on a large 
scale with the most modern machinery. He said that upon care- 
ful, consideration the Government believed it was right for 
the cotton industry---and for that industry alone--to be as- 
sisted in a concerted effort to increase production and -re-- 
establish the industry on a sounder and more stable foundation 
by a direct financial grant tcward re-equiping the spinning 
mills. He went on to say that the necessary minimum of con- 
tribution which would attract the financial assistance pro- 
posed would be extensive re-equipment and modernization of 
the milis within a reasonably short period of time, grouping 
the mills into maneuverable units, introduction of the two- 
shift system as the mills are modernized, and the acceptance 
and encouragement of new methods of labor employment and 
utilization. The Government would then be prepared ts make 
grants of 25 percent toward tne cost of mechanical re-equip- 
t of the mills. Plans for the weaving section of the in- 
auatry cannot be finalized until consideration can be given 
reports of a Committee on Textile Machinery end the Qhief 
Inspector of Fectories on re-spacing. *. 
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Aid To British Aircraft Manufacture A recent re fort 
from Embassy London says that the extent and type of sub- 
sidies given to British aircraft manufecturers is diffi- 
cult to evaluate. It is ewident that aircraft manufacture 
is almost exclusively for export purposes. The Government 
is giving every possible assistance to all manufact@rers of 
goods for export with priorities in obtaining raw material 





DECLASSIFIED FOR PUBLICATION IN FOREIGN oe 
, RELATIONS OF THE UNITED STATES ie 











- ll - 





in labor, shipping space, power, etc. Most of the leading 
civil aircraft manufecturers also have government contracts 
for development and for production of military models, 
These contracts reduce overall costs and overhead for civil 
types and enable unit cost of development expenses to be 
lowered. The Government also places its infiuence at the 
service of the aircraft manufecturers selling in foreign 
markets, for example in persuading Indian, Dutch and Irish 
airlines to purchase Vikings. The Government has also 
assisted British manufacturers in staging aircraft shows 
abroad, end helps pay the cost of developing stunts and 
Gemonstrations designed to increase the prestige of British 
air craft abroad. 


Some Produstion Has Increased October production 
figures revealed that motor passenger car, commercial 
vehicie, motorcycie, and bicycle production had reached a 
post-hostility record. It is estimated that for the full 
yeer 1946, 1,000,000 bicycles will have been produced for 
export, compared to 650,000 in 1938. There have also been 
sudstantial increases in the production of various building 
materials until the recent coal curtaiiment--those industries 
being concerned with bricks, cement, asbestos-cement shee“ing, 
roofing materiais, tiles and plasterboard--and in house fix- 
tures, such as cookers, wasnboiiers, water heaters and baths. 
Tne building indust Lr ys however, is experiencing shortages in 
Aumber, paint and steel. 





Export Record Is Good Satisfaction has been expressed 
in all querters of the British press over the UK export record. 
The "British can make it" exposition has been reported a 
phenomenal success, with an estimate of ordezs accepted or 
submitted placed at 25 million vounds  MThe Chancellor of the 
Exchequer recently reported to the House of Commons that 
during the first haif of 1946 the UK had earned through exports 
> pproximately £359 miilion in foreign currencies, compared to 
an estimated &166 million earned Curing the first half of ° 1945. 
The 1946 figure includes ewrencies equivalent to L22 million 
from the US and L192 million from the sterling area, Newspapers 
peint out that, while exports are above the prewar level and inm-- 
ports have been hed te 70 percent of the 1938 ievel, the 
doliar couwitries are supplying 50 percent of the imports while 
taxing oniy 14 percent cf the exports; as a result the UK is 
living iargely on the Canadian and US loans. 








Retaii Trade Increased A wider variety and greater volume 
of goods, both of domestic and foreign origin, have been noted 
in British retail shops. October saies showed an overall in- 
erease of 21-7 percent over October 1945. Non-food merchandise 
was up ty 30.5 percent and food and perishables by 15.6 per- 
cent. Stocks at the end cf October were greater than a year 
earlier by 26 percent for non-food products and 11.6 percent 
for tood and perishebles 
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LAND--LESTHERS AGREEMENT NOT AFFECTED It is the Departthent's 

BY PRESIDENT'S RECENT PACCLAMATION view that the Land- — 
ar | | Leathers Agreement is 

not affected by the President's proclamation declsring legal ; 

cessation of war-time hostilities. While the proclamation 

refers to the termination of hostilities, the Agreement is 

contingent upon the termination of the war. 





The Land--Leathers Agreement, concluded pursuant to the 
terms of a presidential letter to the Prime Minister on 
May 23, 1943, provided for the transfer of a number of _ 
vessels to the British flag on a bareboat basis for tempo- 
lary wartime duty. In accordance with the President's di-- 
rective these ships were to remain under tne British flag 
until six months after the termination of the war. ae 


In view of the uncertainty of the termination date of 
the. Agreement, the British have made proposals to the US 
for the purchase of some of the vessels and the re~delivery 
of the balance over 2a period of time in order to effectuate 
an orderly liqudation of tonnage transferred to them. Dis- 
cussions relating to the procedure whereby the Agreement 
would be concluded are currently under way bevtreei repre - 
Semirate7es OF the US ané the UK 2n Fashington. 


4 


JLTTES ENCOUNTERED Early reports from Murphy 

NG DANUBE VESSSIS indicated that restitution 

eae i | : of Danube barges in Germany 

was proceeding satisfactorily in an atmosphere of cordiaiity 
beiween Hungarian, Yugoslav, Czech, Bulgarian and 0s 
authorities. To speed the return of the several hundred 
vesseis on the Danube, Berlin gave blanket clearance im- 
meciately to all entry requests which were forwarded by 

restitution missions and military government officials in _ 
the field wherever movement was planned, without the normaliy © 
reauired information such as names end identities. Nevertne- 
less, the return of tne large number of barges required care- 
ful checking to determine the movebility of individual barges, 
crew needs, as w2il as scheduling of cocrdinated movement — | 
to avoid possible blotkage under existing low-water conditions. 
By the midéle of December all Hungarian, Yugosiav and Czech 
crefs involving non-controversiai ciaims hed been restitutec, 
A friendiy and understanding atmospiuere prevailed with respect 
to other craft pending clerificaticn of titie, In some 
instances non--riparian states owning craft were negotiaving 
with riparian stetes for sale of craft. Sone of the vssseis 
were proceeding downstreem to the home countries despite tae 
serious impedimenssof low water and channel obstrucvions. 
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Seizure Of Hungerian Barges In late December several 
complications became apparent in connection with barge 
restitution, The Hungarian Legation reported to the Depart- 
ment that some of the Danube craft restituted to Hungarian 
officials in Germany had been atteched by a civil co rt at 
Linz, on the appeal ef British creditors of a Hungarian ship- 
ping company, and head been seized by Austrian river police. 
Meanwhile, on December 17, a Hungarian celebration was held 
when the first group of ships was received. In the speeches 
of top officials gratitude was expressed to the US for re- 
turning the craft, but reference was made to the fact that 
"some of our ships will te prevented from returning home", 
end hope wes expressed that the US would find a way to remedy 
this. 





Nearly 200 of the remaining Hungarian craft are still in 
Austrie and Germany due to the low Danube and the cold weather. 
Hurgarian authorities are of the opinion thet these remaining 
bonts will not return before the spring of this year. In the 
meantime they hope that difficulties may be worked out with 
regard to the seized boats. 


Although Legation Budapest has not been approached of- 
ficially on the matter, at the request of the Department it 
escertained that the Court Order was obtained December 9 by 
Britisn euthorities in Austria and served on vessels moored 
eat Linz, three of which proceeded downstream in defiance of 
the court order and without ships papers which head been 
teken up. 


American perscnnel took no part whetever in these 
ections, The American control officer at Linz wes informed 
unofficially by the Regensburg control officer that Hungarian 
restitution officials state no further MFTR vessels will be 
Gispatched until the situation is cleared up. American of- 
ficials in Vienne and in the US zone Austria were instructed 
by Legation Vienna neither to assist nor to impede the 
action involving Hungerian creditors and Austrian courts 
only and that US responsibilities ceased after relcase of 
the vessels to Hungarians in Germany. 


Unofficial indications are that some of the other coun- 
tries, such as Rumania, are not enxious to obtain their 
berges fearing Soviet seizure. Rumors indicate that ap- 
proximatcly half the barges leaving the US zone Germany cre 
destined for the USSR. 


Problem of Austrian Barges Austrian vesscls were not 
included within the scope of the restitution directive. 
(See page 4, November 12, 1946 issue of Current Economic 
Developments. ) Their river craft are being retained pending 
the devclopment by Austria of a workable plan for kceping 
them indeperdent of Soviet control. The Austrian Ministries 


of 
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of Property Control, <sransport a..d Forcign Affairs are 
studying tce probler of returning Austrian Denube craft to 
the Austrians. They believe it essential that the US ob- 
tein pfior assurance from the Soviets that the vessels will 
not be seized if moved into the Soviet-controiled portion 
of the Danube. The Ministry of Property Control is very 
anxicus' that no steps be taken which would prejudice the 
Austrian position concerning the definition of German 
property subject to reparation, in which DDSG, the company 
presentiy owning the bulk of the Austrian vessels scheduled 
f-.r return, is the leading test case. The Transport Minister 
fears thot the formation of a new operating company might 
prejudice the Austrian claim that DDSG is Austrian--owned and 
_ therefore not subject to scizure as an external German asset. 


Legation Vienna has suggested that, if the Department 
strongly dcsires to be reiieved of the Austrian Danube 
vessels and the Austrians still do net dare bring them out 
of the Americen zone for fear of Soviet seizure, they could 
be turned over at their present location and subsequence . 
movements lcft to the Austrian‘s own choice. Erhardt points 
out that the Austrians may fear this action would weaken 
their position vis-é-vis the Soviets since it would remove 
dizxect american interest end support, The Legation also 
wondered if the interest of other western claiments should 
be considered in view of the undetermincd German ownership 
of 46 percent under our interpretation of Potsdam. The 
Department is preparing a reply. 
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This weekly publication is designed to highlight developments in the eco- 
nomic divisions of the Department of State, and to indicate the economic prob- 
lems which are currently receiving attention in the Department. It is suggested 
that copies be retained on file, as reference will sometimes be made to previously 
reported items to avoid repetition. 


Document Security Instructions 


This document should be treated in accordance with current instructions 
regarding security measures for SECRET material. Extreme care should be ex- 
ercised to avoid public or private discussion of the information herein with or in 
the presence or hearing of any person not authorized to have knowledge thereof. 
For general purposes all classified Foreign Service Officers and other responsible 
economic officers are authorized to have knowledge of the contents of this docu- 
ment, responsibility for the safekeeping of which will be assumed by each recipient 
thereof. It may be retained in protected files or, at the discretion of the recipient, 
destroyed by burning. If not personally disposed of by the recipient, he will 
assure himself that it is burned in the manner prescribed for SECRET material. 
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AID 3) IVALY KEYNOTES | Last week the US was host 
) Mi NISTER 5 US VISIT to Italian Prime Minister, 
| Alcide de Gasperi, who is 
visiting this country primarily to discuss with US officials 
US aid to alleviate Italy's present economic plight. The 
conversations covered a wide range of economic subjects in- 
cluding an Eximbank credit, post-UNRRA needs, payment to 
Italy for lira expenditures of US armed forces, shipping 
matters, commercial policy, and Italian assets in the US. 





Payment Of Lira Account A second payment of $50 
million to cover lira expenditures of US armed forces for 
procurement in Italy was made to the Prime Minister. The 
first payment, ‘51 million, was transferred to italy in 
December of 1946, 





Eximbank Credit For some time the Eximbank has had 
under consideration Italy's application for a large loan, 
and has now expressed its willingness to consider the ex- 
tension during 1947 of credits, with maturities appropriate 
to the circumstances in each case, for the purpose of as- 
sisting specific segments of Italian industry to restore 
and expand their export markets. The Bank has earmarked 
for such purpose a total of $100 million. The extension 
of the individual credits, to be used for financing imports 
from the US, will depend in each instance upon conditions 
in Italy and upon Italy's abiiityv to provide for other in- 
ports essential to the maintenance of its economy. 





Commercial Policy Matters Discussions on commercial 
policy were held during which the Italians were told that, 
although the determination of the countries to participate 
in the World Trade Conference and the organization of the 
ITO countries has not yet been decided, the US will sup- 
port the extension of an invitation to Italy. The Italians 
expressed accord with the ITO‘s proposed charter and princi- 
ples and emphasized the importance to Italy of a program to 
reduce trade barriers, at the same time stating the hope 
that the program for limiting international restrictions 
can be extended to international movement of manpower, in 
view of Italy's cifficult unemployment problem. The Italians 
stated that they had entered into eight bilateral compensation 
agreements with other countries because of the difficulties 
of developing European trade by any other means at present. 
The US and Italian representatives agreed to negotiate a 
modern treaty of commerce and navigation, the proposed text 
of which the US hopes to submit for discussion in the near 
future. The Italians were reminded of the provision of the 
proposed ITO charter dealing with international cartels and 
combines and they replied that Italy opposed restrictive 
national business practices, especially in view of its 
dependence on foreign sources for raw materiais. The US 
was also informed that the Italians were working toward 


the 
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the eventuczl elimination of the Italian Technical Dele- 
gation end the return of trade to private channels between 
the two’countries as soon as possible, 


Agreement On Ships The US will make available to the 
Italian Government tne transport vessels Hermitage and 
Monticeilo, former Italian ships, to be used for urgent 
requirements such as the repatriation of Italian prisoners 
of war and civilian internees from foreign areas, emigration 
from Italy, and other comparable requirements, as stated in 
en aide memoire presented to de Gasperi. A special agency 
agreement to be drawn up by the Maritime Commission will 
cover aetails of the arrangement including conditions and 
term of operation, insurance, revenues, and other necessary 
matters, The agreement will provide that the vessels be 
operated at the risk and expense of the Italian Government. 
By making these ships available to Italy it will be possible 
to arrange for continuation of urgent passenger service in 
which the Vulcania has been operating and is to be replaced 
shortiy by ¢ the ‘Saturnia, and the American Export Lines will 
continue to handie the service under an agency agreement 
with the Italians. (See page 8, December 2, 1946 issue of 
Current Economic Developments.) 

















Although no formal request has been filed, the Italians 
made known their interest in purchasing 50 Liberty ships in 
addition to the 50 already purchased, which would bring 
their merchant fleet to 1,300,000 tons. At present, their 
merchant tonnege aggregates only 90C,000 tons, wnich is 
less than one-third of the prewar fleet of three million 
tons. It was indicated that the Italian request, when 
Tiied, would be supported by the Department. 


Grain And Coal The Italians outlined their present 
short stock position of grain and pointed out that the 
eveilability of grain has become a paramount political 
issue. De Gasperi was given assurances, although no 
definite commitment was made, that efforts would be 
2xerted to maintain the present allocation of 200,000 
tons a month through the harvest in June. Six cargoes 
of wheat are being diverted at sea to arrive in January. 
The Prine Minister advised that Italy was curreatly 
receiving around 600,000 tons of coal per month from the 
US, but needed an additional 100,000 tons per month to 
achieve a reasonable level of industrial production. At 
present, little coal is being supplied by countries other 
than the US. “hile no allocetions for specific amounts 
could be made by the US, due to the uncertainty of trans-~ 
port, the Italians were told that we were aware of the 
seriousness of the shortege and will try to increase 
shipments. 








Post-UNRRA 
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Post-UNRRA Relief Regarding a Congressional appropri- 


ee ee ee ee ee 











ation. _post-UNRRA relief for Italy, the Italians were 
told ‘a bill, recommending a relief grant for Italy 
and : other countries which has the full support of 
the pent, would probably go forward to Congress with- 
in the néxt few days. 


Italian Cables In anticipation of de Gasperi's visit 
the Department reviewed the postwar situation concerning 
Italian cables and took the position that: (1) the peace 
trcaty should not interfere with Italian ownership of the 
cables; (2) the location of terminals is a matter to be 
decided by Itaiy; (3) the return of the cables to Italy 
should not be conditioned upon retention of Gibraltar as 
a relay point; and (4) the matter of the Gibralter 
terminal, as suggested by Bevin, should be dealt with 
entirely from a business viewpoint, 


. The British diverted the Rome-Malaga-Horta submarine 
cabies into Gibraltar in three stages during 1940-1941 and 
compieted the diversion before US belligerence and the 
establishment of the Combined Chiefs of Staff. Although 
this subject has been under intensive study and several 
exehanges of views heve taken plx-e between thc US and the 
UK no acceptable basis hes y-:t teen found for unconditional 
return of the cables to tne Italians. Although at first 
the British evidenced reluctance to return the cables, 
sinté Séptember they have indiceted a willingness to do 
so providing the cables continue to run through Gibraltar 
and be operated there and providing no expense is placed 
on the UK. 


italian Assets In US The Italian delegation raised 
with Treasury the question of the Italian assets, amount- 
ing to $60 miliion in the US. They were told that the 
US hoped soon to negotiate with the Italians an overall 
settlement of financial problems arising out of the war, 
and that the question of the release of these assets 
would be considered in that connection. 









itionai_ Bank And Fund On January 3 the 
esented a note to the US stating that the 

ad apvroved the Bretton ‘foods Agreements end 
agreements would now come before the Constituent 
Assembly some time Late in January, presumably to be ap- 
proved without any further deiay. 
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US RECOMMENDS SHIFT IN RF?AINING The US proposed to the 
UNRR&A PROGFAT'S TO MEET FOCD NERDS Central Committee of 
UNHRA on January 10 
that the remaining resources of UNRRA be shifted between 
the various countries on the basis of food needs for the 
first quarter of 1947. While a relief resolution was 
adopted by the UN Generali Assembly and while a technical 
committee of UN is now assessing the relief needs of member 
countries, it is unlikely tnaet any substantial new assistance 
will be provided during the first few months cof this year. 
The UNRRA programs adopted in June did not envisage a food 
dericit after the end of 1946 but current conditions in 
several countries furecast real suffering unless UNRRA 
utilizes its remain*ng resources to meet urgent food needs. 














The US, therefore, proposed that a shift take place 
between countries so that fcod deficit countries receive 
enougn deliveries to vrevent starvation. Tnis can be done 
by putting into effect a pro rata cut in ail countries for 
presentiy epproved UNRRA programs and increesing food ship- 
ments to those countries in greatest need, In arriving at 
preliminary estimates of the food requirements to be sup- 
plied deficit countries, account was taken of needs and 
availability of supplies. Ow proposal recommends that a 
net increase be made in the V)lRRA food programs for Austria, 
Greece, Poland and Italy to cover their food deficits, with 
the major reduction being applied to the progracs in China, 
Yugosiavie and Czechoslovakia The countries receiving a 
net increzse under the proposal would be called upon to 
shift to their food programs other parts of their presentiy 
scheduled UNRR4 programs. The UNRRA Central Committee re- 
ferred the proposal to the Administratior and the Program Sub- 
committee for further analysis and report. The Chinese, UCSR 
and Yugoslav representatives vciced opposition to the proposal. 


wéizef Reguest To Congress Concurrent with Department 
efforts to revise the UNKRA programs, work is going ahead 


on the nrepatation of a §450 million request to Congress 

ber bicipation in foreign relief for i947. It 1s 
conté.anlated thazt most cf the US contribvution to worid re- 
lie? in 1947 wiis be use2 for food and food producing 
materials. The cowrry-distribution of this granve is stiil 
under study by appropriate authorivies. The bill which the 
Department is preparing for the President to present to 
Congress wiil be vather general in nature and will provide 
that the receiving countries must guarantee: (1) that dis- 
tribution of relief suppiies will be equitable, regardless 
of race, creed or political belief; (2) that reporters are 
allowed to observe freely the distribution of suppiies; and 
(3) that the US be given a full report on the use of the sup- 
pies and that US representatives be given freecom of ob- 
servation. 


* * * 
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RENCH EXPUAT™ REMOVAL OF BOSCH PLAN 
0 Tut SHAR FROY SCUTHERN WURTTEMEERE 


ty 


The Department has 
now received a re- 
' ply to the- US note 
of December 27 on the removal of the Robert Bosch Plant to 
the Saar from southern Wurttemberg in the French zone.by 
French @fiiitary authorities. Prior to the dispatch of the 
US note, Our authorities in Beriin had several tines re- 
quested an explanation but none were forthcoming. Finally 
on vecember 19, General Clay requested that the Department 
make diplematic protest to the French and stated that he 
feit some strong action should be taken, possibly. the 
stonpage of restitution deliveries to France from the US 
zone. This statement by Clay was followed by the Depart- 
ment's note reviewing the history of the sitvation and 
asking for information. Because our request for informa- 
tion was made at approximately the same time the French 
set ud a customs barrier between the Saar and the rest of 
their zone of occupation in Germany, the French connected 
the two and assumed that our note implied a general criti- 
cism cf their action in the Saar. In conversations with 
membde.s of the French Embassy ir Washington, Department: 
officers pointed out that the removal of the plant was @if-+- 











Z 
G 





Saar because this particular plant, which produces magnetos 
Dp ) 


level-of-industry plan. The removal, therefore, would necessi- 
tate a revision in the list of plants declared as available for 
reparation, since it was anticipated that the Saar would be 
removed from the general German economy. Further, since 

piants in the US and UK zones used the products of this plant, 
the removal and re-establishment of the plant in the Saar 

wouid ninder production in the US and UK zones for a period 
from six to nine months, 


The French reply stated that the plant was removed at 
the request of the German managers of Bosch for technical 
reasons, esneciaily to bring the vlant closer to supplies 
of fuel and electric current. Any connection between the 
transfer and the customs measures recently taken in the 
Saar were disclaimed. However, the note went on to say 

if in the future, the Saar is detached from the 
@contmy, the French Governzent would not object to 
f plant charged against its reparation account. 
Contrary to information available to the Department, the 
French claim that the plant has been declared as available 
for reparation and that, therefore, its removal to the 
Saar will not have repercussions on the German economy. 







Before replying to the French note we are asking 
Berlin to confirm the designation of the Bosch plant for 
removal and for recommendations on the next step, 


% 
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PETROLEUM US To Protest Preferential Treatment 
PRORLEMS: REVIE"ED Of Sovrom In Rumania Mission Bucharest 
is being instructed to express to the 
Rumanian Government our concern at the Government's classi- 
fication of the joint Rumanian-Soviet oil company, Sovrom 
Petrol, as a "domestic" oil enterprise, whicn under the 
1942 mining law places the company in a preferential position 
compared with foreign firms, We reel that this violates the 
1942 law which defines "domestic'"' cil enterprises as those 
of which 75 percent or more of the capital is owned dy 
Rumanian nationals and that the Rumanian Government shnouid 
piace the company in the same category as other foreign 
companies. The Soviets allege that they have contributed 
70 percent of the capital assets cof Sovrom as compared with 
30 percent contributed by the Rumanians. 




















We nave asked for further details concerning the Soviet 
petroleum cemarche of December before making further repre- 
scntations. The Rumanian Government in repiying to the 
Soviet demands sukstantially met ali conditions, reportedly 
in order to secure Soviet consent for a Rumanian economic 
delegation to go to Moscow. As reported to the Depertment, 
the Soviets demanded that the Rumanian Government pay 2 total 
of $5,950,000 as the Soviet share of the profits and for 
finished products made from Rumanian crude oil which were 
delivered to Rumania. For 1947 the Soviets have demanded 
that: (1) petroleum products obtained from processing crude 
oil supplied by Rumania be scld directly to foreign markets; 
(2) armistice deliveries imposed on Sovrom in proportion to 
the percentage of oil extracted by the company should not be 
more than the volume deliveries of other companies; (3) 
Sovrom's 1947 profit should be 15 percent of its capitai; and 
(4) the remainder of Sovrom production, including armistice 
deliveries, should be disposed of in such a way as to guarantee 
coverage of all production expenses. The Mission reports that 
tne position cf other oil companies will soon become impossible 
since they witl have to continue exporting their entire produc- 
tion to the USSR at prices well below cost and will be barred 
from free currency markets. 


Soviets Indicate They Nay Nithdraw From MAORT In Hu 


In response to our continued representations to tue s 
Government (see page 3, July 1, 1945 issue of Current Zzconomic 


and withdrawal of Scviet personnel from MAORT properties, 
Embassy Moscow received a letter from the Soviets dated Decem- 
ber 23, which stated that since MAORT has not been directed by 
a Soviet manager since July 8, 1945 and since Soviet controllers 
at the fields are not interfering with production, industrial 
and administrative activities of the firm, US claims that Soviet 
authorities are violating the armistice agreement with Hungary 
are without foundation. The letter stated further that Soviet 
controllers will no longer be necessary only when the admini- 
stration of the firm proves it will maintain oii production 

at the present level, instead of at a reduced level whivh it 
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pruposed as a conservation measure. At about the same time, 
the Hunger’ ai, sovernment informed MAORT officials that the 
Seviets had egreed to evacuate MACRT's properties on the con- 
dition that a commission be apnointed to supervise management, 
production, export «nd price matters. } 





- 


Hmkery Reduces Prices Faid For Crude And Refined Products 
The Hungarian Government informed MAORT officials that esfrective 
January 1 the price for crude oil was to be reduced-to 170 

forint per metric ton, MAORT maintains that the present price 

is necessary to permit replacements and investment returns. The 
Hungarian Government has also informed the Vacuum. 0il Compeny 

of Budapest and the Shell Cil Company (British) thet the price 

of oil products delivered es reparation will be reduced from 

56 to 45 forint per 10° kilograus, to be retroactive to 

August 15, Vecuvm reports that it cannot refuse delivery since 
60 to 65 percent of its output is absorbed by government orders 
for reparation end export. Vacuum asks that representations be 
made since the new price is telow opereting costs and it feels 

US nationals are being forced to pay for Hungarian war reparation. 
The price reduction means a substentiel repudiation of Government 
obligations to the company, now totalling 8,365,000 forint. 
Vacuum points out further that it receives only sufficient crude 
oil for 5C percent of its capacity and that Soviet control of 
MAORT ensures full allocations for Soviet-Hungartan refining 


companies. 





Protest Of Soviet Non-Peyment To US 011 Companies [tn Austria 
Proposed We have esked Legation Vienna to consult with General 
Clark concerning the refusal of the Soviet authorities in Austria 
to pay US oil companies for oil products which they require be 
delivered to the Soviet Mineral Oil Administration and other 
Soviet agencies. The amount now due the companies is estimated 
at 30 million Austrian schillings. If a solution cannot be 
reached in Vienna soon, we propose that Ambassador Smith consult 
with the UX reoresentative in Moscow with a view to presenting 
2 strong coordinated parallel request for action to the Soviet 

















cy 


Foreign Minister. Clark informed us carly in December that it is 
apparent thrt the Soviet authorities heve no intention of recog- 
nizing their obligation to pay for the oil products they have 
required US companies to deliver to SMOA, that they are evading 
this obligation by the subterfuge of making constantly changing, 
t and unjustifiable demands on the companies, and that 


irrelevan 
the eg followin: a policy to force the US companies into 
rkeap y, which might serve as on excuse for the Soviet authori- 


ties to seize and cperate the properties, 


US Oil Compenies Protest Polish Nationalization Of Properties 
Standard Oil of New Jersey and Socony-Veacuum have protested to the 
Polish Government the inclusion of their property in a list of 
allegedly German-owned firrs in Polish-occupied German territory 
which the Polish Government proposes to nationalize without com- 
pensation. We agree that US properties in this territory should 
be eccorded the seme treatment as hes been promised by the Polish 
Government for US property subjected to nationalization in Poland 
proper, 
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ECONOMIC FLAN FOR TEE The Dutch Central Plan Bureau has 





NETHERLANDS REPORTED presented a detailed economic plan 
for 1947 and outlined general esti- 
mates for the. seven-year period 1946-52. For the seven-year 
period it states that the speed and degree of reconstruction 
is limited by two factors: (1) it is neither possible nor 
desirable to decrease consumption below a certain level, and 
(2) it is not desirable to make use of foreign credits to a 
greater extent than the transfer capacity of the Netherlands 
can bear. The fulfillment of these pians is therefore de- 
pendent upon the ability of the Netherlands to produce and 
the rate of consumption and investment must be vroperiy co- 
ordinated. 





Plan For 1946--52 Further industrialization during the 
period 1s envisaged resulting in an increase in average pro- 
duction per man hour. If other available means, consisting 
of recuperation, reparation, foreign credits, and the selling 
of foreign assets, are adced to the national product, the 
estimated means at tne disposal of the Netherlands during 
this period will total 9,500 million guilders in 1946, in- 
creasing to 10,7090 million guilders in 1952. 





Consumption in 1946 fell short of the estimated 78 per-~ 
cent of 1938, and it is concluded that it wili be impossibie 
to increase the level of consumption to that of 1938 by 1953, 
aitnough it should reacn 96 percent of the 1938 figure in 


1952. 


In a discussion of the future structure of industry in 
the Netherlands, it is stated that in addicion to reconstruc- 
tion of industry, some industrial expansion wiil be necessary 
in order to absor>d the surplus of workers, and that this ex- 
pension must be directed toward increased export of inve:t- 
ment goods and high quality consumer goods. 


Plan For 1947 It is conciuded that consumption of food 
and luxury items can be increased only by three percent for 
1947; however, it will be possible tc increase rations for 
the normal consumer to 2,200 calcries per day without a cor- 
responding increase in cost per calorie. Consumption of 
durable consumers goods is calculated at a lower level than 
that of 1946 on the assumption that the extra demand resuit- 
ing from replacement of articles destroyed during occupation 
will decrease. 


While 35,000 new buildings should be constructed this 
year anc 20,000 replaced, the report states that 25,000 new 
buildings in 1947 is the most that can be expected, and re- 
piacement is out of the question. Expected investment in 
agriculture inciudes the building of 1,000 farms and 


e909 99m isiderable 
a ZoTRICTED Col 
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considerarl: reconstruction and purchase cf machinery. Con- 
tembiated investment in shipping will increase the Nether- 
lands merchant fleet to approximately 2,300,000 BRT, an 
increase of 15,000 BAT. 


The coal output has increased, the supply of power has 
ceased to be a reconstruction bottleneck, but it is recog- 
nized that the planned 1947-48 coal allotment of 16 units 
per household will not be sufficient and the jemands of in- 
dustry for power will increase. The general shortage of 
coal in western Europe makes it a good export item; there- 
fore the Plan recommends that allccations of fuel and. ex- 
change of raw materials continue to be made on tne basis of 
the value of resulting products in obtaining more foreign 
exchange; that allocations of fuel be carefully watched to 
fuifill production, import and export plans; and that pro- 
duction of coa? and fuel oil be stimulated. 


Capacity of transportation equipment wiil be sufficient 
in 1947, it is estimated, but the labor supply, which is now 
sufficient, will experience a bottleneck in skilled labor as 
industrialization takes place. Raw material supplies will 
continue to be the limiting factor’ in some sectors, with 
shortages particularly acute in wood, hides, cellulose, 
various metals and chemicals, thread and certain materials 
for earthenware manufacture. 


The influence of the black market, though an important 
factor, is not considered in calculations and strict prosecu- 
tion is recommended. 


To protect the Netherland's position on the vworid mar- 
ket, it is calculated that money wages must be kept constant 
and real wages raised through increased production. Since 
the Government budget deficit will be 2 billion guilders in 
1947, taxes cannot be reduced. Excess purchasing power 
snould be taken up by placing luxury articles on the market 
at much higner prices without coupons. 


Balance of payments in 1947 indicates an excess of in- 
ports ever exports of 1,440 million guilders in 1947, 630 
mil in 1948, 10 million in 1949 and 1950, and en excess 
s over imports of 90 million guilders in 1951 and 
ion in 1952. 






It is estimated that, in total, the Netherlands can af- 
ford to become indebted to the extent of 6 to 8 billion guil- 
ders through foreign credits and sale of foreign assets. 
Since 2.5 billion were used in 1945 and 1946 and another 
2 billion will be necessary in 1947 and 1948, the remaining 
2 billion will fcrm an important reserve for the reconstruc- 
tion period. The question of the extent of dependence on 
credits was discussed, as was the extent of sale of foreign 
assets, 
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AIR COORDINATING COM 
FORIUTATING US POnT 


EZ Several major policy problers 
presentiy before the Air Co- 
ordinating Committee (ACC) 

include: (1) US policy reiative to FICAO sponsorship of an 

international corporation to handie air navigation services; 

(2) US pclicy as to the extent foreign flag airiines shoulc 

be required to be substantially cwned and effectively con- 

trolzed by nationals of the country whose flag they fly; and 

(3) tne formulation of a statement of national aviation policy 

for pubiication. 











International Corporation For Air Favigation Services 
The First Interim Assembly cf PICAO in May, 194€ recomvended 
that the Interir Council study PICAO sponsorship of an in- 
ternational agency to provide, operate and maintain aii com- 

unications facilities and ground aids, but excluding air- 
ports, over ail or certain international civii aviation 
routes. The 4£C0C appointed a joint ad hoc committee to 
deveion US policy on this matter for transmittai to the US 
representative on the PICAS Interiz ‘ouncil. 








This committee found it necessary to broaden the scope 
of its regotiations to include the financing of such services 
on an international basis through all possible methods. It 
recommends that joint financing on an international basis be 
carried out within the framework of the international Civil 
Aviation Orgenization as envisaged by Chapter {V of the 
Chicago Civil Aviation Convention. The establishment of cne 
separate international public corporation was not considered 
feasibie since such a corporation would, of necessity, nave to 
be established by a new multilateral treaty anc, moreover, 
such an-agency would duplicate in large measure the organi- 
zation established by the Chicago Convention. The policy 
recommenced for acoption by the ACc as United States policy 
is elaborated below. | 


The US believes that uniform air navigation facilities 
and services should be provided to serve internationai civil 
aviation in a manner which will promote the maximun efficiency, 
Safety, reguiarity and economy. Iv is our view that member 
states should have primary responsibility for providing witnin 
their own territory the facilities and services determined by 
ICAO as requirements for international civil aviation. ‘“e 
believe the states shouid exhaust ail possibilities in ar- 
ranging for the reouired facilities and services before a3- 
sistance is provided through ICAO. However, when a member 
state finds that it cannot provide those facilities and 
services within its territory ICAO should be preparea to 
take appropriate action. 


"e support the general principle that international fi- 
nancing throvgh ICAO should be considered upon evidence of 


60d faith by the applicant nation to facilitate the economi- 
cal provision and operation of required facilities and to n'sce 
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no obstacles in the way of the project. The US should be 
prepared to participate in-such international financing 

when it is in our interest to do so, subject to certain 
controls. Aithough we support the principie that the cost 
of anysf@eility or service to be financed jointly should be 
borne Wp those nations which will benefit from it, we be- 
pat jt joint financing should be kept at a moderate 
level. ~ 


We believe that ICAO should sponsor training to pro- . 
mote uniform application of standards and procedures on an 
international besis and provision should be made in the . 
regular ICAO budget for training expenditures. 


Ownership And Control Of Foreign Flag Airlines ‘The 
Department has presented a paper to the Air Coordinating 
Committee asking 1t to consider US policy on the extent to 
which foreign flag airlines should be required to be sub-. 
stantially owned and effectively controiled by nationals of. 
the country whose flag they fly. The probiem presents aspects 
of economic, political, and security policy, ail of which 
should be coordinated, 











~ 


The economic aspect divided itself into two major ae 
problems: (1) the extent to which the investment .of US: fund 
in foreign airlines should be permitted; and (2) the extent 
which the US should recognize a like right to exist in foret 
countries. This latter phase of the problem presents a 
concerning spheres of economic influence. . | . 


In the multilateral air transport agreement, which has 
been denounced by the US (see page 3, August 5, 1946 issue of 
Current Economic Developments) and in ali of the bilateral 
air transport agreements to which the US is a party, there 
exists a clause dealing with the right to revoxe a foreign 
air carrier's permit if it is not Ouse SONS ie217 ownec and . 
effectively controlled by nationals of certain specified 
countries. The Department also has asked the Air Coordinating 
Committee to determine a standard policy with regard to (a) 
exercise of the revocation right, (b) circumstances. under 
which the right may be waived, and (c) the determination of 
the questions of fact involved. 









nt Of National Aviation Policy The immediate 
of a statement of national aviation policy, both | 
civil ¢ @ilitary, is being undertaken by the Air Coordi~. 
nating Céamittes. When prepared, it will be submitted to the 
President with a recommendation that it be made public. in 
order to clarify the thinking of the press and tne public as 
to this Government's aviation objectives, to assist Congress 
in considering aviation legislation, the aviation industry 
in chatting its course at. home and abroad, and to give other 
Governments a clear picture of.our aviation policy. The 
Cabinet is reported to be interested in this matter and may 
wish to review the statement when it is finally adopted by 
the ACC. 
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SEVENTH ScSSION PICAO INTERIM The Seventh Session of the 


-_—")\ ce =. 


COUNCIL INDER WAY IN MONTREAL $PICAO Interim Council, which 

consists of 21 nations, -con- 
vened in Montreal on January 7. The agenda provides for the 
consideration of: matters arising out of PICAO Regional Air 
Navigation Meetings; problems of joint support through PICAO 
in the financing of air navigation facilities; interim re- 
ports from the Committee on Air Transport, the Committee on 
Air Navigation, the Administrative, and other Committees of 
the Council; further action on draft conventions on private 
air laws; progress report from the President of the Interim 
Council end the Secretary General of PICAO; relations of 
PICAO with other international organizations; preparations 
for the estabdlis.ment of the permanent organization, staffing, 
financial and oth2r administrative problems. 








The US position on PICAO sponsorship ef an international 
corporation to handie air navigation services, presently 
under consideration by the Air Coordinating Committee, is 
described on page 10 of this issue, 


The Committees on Air Navigation and Air Transport, 
respectively, are to report on the standardization of radio 
aids and the draft multilateral air transport agreement. 
(See page 5, December 2, 1946 issue of Current Economic 
Developments. ) In conferences with top UK civil aviation 
officials concerning developments on the draft multileteral 
agreement, Embassy London reports that the Minister of Civil 
Aviation wants all major difficulties between the UK and the 
US positions on the dreft multilateral agreement resolved in 
advance of the Assembly meeting in May. The UK is anxious 
to avoid presentation of different nationalistic drafts 
end strongly urges that we build on the PICAO draft. They 
have agreed to support our position regarding the Five 
Freedoms, namely, that the exercise of the Five Freedoms 
be deferred until separate agreements are reached on routes, 








At its opening meeting the Interim Council decided to 
cable all council member states asking whether they desire 
to hold the First Assembly of the permanent organization 
(I¢#0) in Montreal or in the European area, probably Geneva. 
The establishment of Montreal as the permanent seat of ICAO 
was one of the major decisions which the US emphatically sup- 
ported at the first interim assembly of PICAO in May 1946. 
We view this move on the part of certain nations for a 
European assembly site as an opening wedge to reverse the 
decision taken at the First Assembly and to move the 
permanent seat to Europe. Our arguments for the Montreal 
site are the factors of efficiency and economy, We have 
sent instructions to our diplomatic officers in the 
majority of the countries which are members of the council 
requesting that they make our views known to appropriate of- 
ficials of those countries. 
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US MOTICN PICTURE FILMS ElCOUNTER The US motion picture 
EUROPEAN DISTRIEUTION DIFFICULTIES industry continues to 
experience difficulty 
in distributing its products in Europe because of new 
attemptg to protect the local industry, increasing nation- 
alism, and continued shortage of dollar exchange. During 
the latter part of 1946, however, arrangements were made 
for the postwar resumption of the American film trade in 
Denmark, The Netherlands, Czechoslovakia, and Poland, 








UK Increased Distributors' And Exhibitors' Quota In 
April 1946 distributors and exhibitors of motion pictures 
in Great Britain experienced the first increase since the 
eeriy pert of the war in percentages of British-made 
feature films required under The Cinematograph Act. This 
ten-year law, which will come up for renewal in i948, has 
conditioned the operation of the American film companies 
in Creat Britain by requiring them to produce films locally, 
and the companies ar2 apprehensive lest more stringent regu- 
lations, now being discussed, result in diversion beginning 
in 1948 of even a larger proportion of their British revenues. 





French Problems Are Numerous Among the problems arising 
in connection with the importation of US fiims into France 
are a French decree conditioning the dubbing of films, dif- 
ference of opinion as to the fair exchange rate for transfer 
of blocked film funds, irreguler importations by US film 
companies during the immediate postwar period, and the delay 
of films in customs. The decree of July 4, 1945, which was 
brought into force on January 1, 1947 anc which provides 
that films may be dubbed (French dialogue substituted for 
English) only after obtaining a permit from three different 
ministries and that such permits may not be issued for fiims 
more than two years oid. is believed not to be in conformity 
with the spirit of the Franco-American Film Understanding of 
May 28. (See Page 2, June 3, 1946 issue of Current Economic 
Developments,) « telegram has just been received from the 
Embassy which states that only the approval of the Ministry 
of Information will be required for cubbing and that the 
prohibition against films more than two years old will be 
postponed in the case of films imported from countries with 















which ince maintaimirelations during the war, The French 
have ged the Embassy's request that US motion picture 
comp | Pa permitted to remit royalties at the exchange 


rates effect at the time applications were submitted for 
exchange permits instead of at the present rate, as proposed 
by the French. The US film industry has agreed to consider 
settling all accumulations from regularly imported films at 
the’ current rate of exchange, with one exception. The 
Embassy has. expressed concern over the irreguiar importation 
of two groups of US films through OCWI-PWD-sArmy facilities, 
lest such actions undermine the position of the US film 
trade and reflect unfavorably on our commercial policy. 


Early 
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Early in November French authorities stated that all out- 
standing licenses for the importation of films and publicity 
material had been axproved and cleared through customs. 

They agreed thet a procedure should be established to pre- 
vent the recurrence of the situation in which films were 
blocked for weeks in customs. 


italian Film Decision For 1947 Overdue Embassy Rome 
hes Depce ved that Cc, although no decision has been made by 
the Italian Government with regard to the import of com- 
mercial motion picture films into Italy during 1947, press 
reports indicate that consideration is being given to 
reservation of fifty percent of the screen--time in Italian 
theaters for the showing of domestic films. In view of 
present conditions in Italy, the US industry would be 
satisfied with extension into 1947 of the Itatian Govern- 
ment's film decision for 1946. During 1946, the unlimited 
importation of foreign films was allowed, but the revenue 
could be used in Italy only, on items connected with the 
film industry. (S ee page 11, April 1, 1946 issue of Cur-- 
rent Economic Develcpments.) 











Spain Imposes Exorbitant Imposts Spanish regulations, 
which are considered too stringent by the US industry, in- 
clude an excessively high import duty, various special taxes 
and a dubbing requirement for all foreign films; while, in 
addition, these films are subject to import rights purchasa- 
ble on the open market from domestic film producers. 





Netherlands Film Regulaticn To Be Protected ‘Ye have 
asked Embassy The Hague to discuss with appropriate Nether- 
lands authorities a protest made by the Motion Ficture Ex- 
port £Association concerning provisions of a film regulation 
which, among other things, imposes import quotas, reyuires 
the submission of foreign press criticism prior to issuance 
of film import licenses, and provides for a screen quota 
for US films oniy. It appears also that the Dutch are 
aiming at a newsreel monopoly whereby foreign companies 
would be denied the rignt to distribute their own newsrecls, 
but would have their newsreel sequences included in a Dutch 
newsreel on an exchange basis. 





Bulgaria Adopts Film Monopoly In October, the Bulgarian 
Assembly passed a bill providing for a monopoly by Bulgarsko 
Delo, a subsidiary of the Ministry of Information, of importa- 
tion and distribution of all films in Bulgaria. The Mission 
at Sofia is assisting the US companies by taking their pre- 
war films into custody, thus preventing seizure by the monopoly 
and leaving the companies free to negotiate their future status 
under the new conditions in Bulgaria, 








Arrengements 
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Arrangements Concluded For US Films In Denmark, 
Czechoslovakia And Poland A one-year arrangement was 
concluded. in September between the principal US film 
producers and the Danish Government providing for the 
reintro@etion of US films into Denmark, There were to 
be no import restrictions and dollars were to be made 
evailable for immediate remittance, The Motion Picture 
Export Association and the Czechoslovak State Film 
Monopoly have reached a one-year agreement for the show- 
ing of US films in Czechoslovakia. Beginning October 15, 
1946, 80 US film programs were to be distributed by the 
Film Monopoly, and dollar remittances were to be authorized 
to cover MPEA's distribution expenses and its share of the 
rentals, A similar one-year arrangement became effective 
in Poland on January 1, 1947, and the Department understands 
that the MPEA is negotiating with the State Film Monopoly 
in Yugoslavia for the same purpose. 





SIX COUNTRIES FORMALLY ACCEPT AGREEMENT FOR The British 
A PROVISIONAL MARITI''E CONSULTATIVE COUNCIL Embassy has 
informed the 
Department that the Governments of Belgium, Canada, Chile, 
France and the UK as well es the US have formally noted 
their acceptance of the agreement for a Provisional Maritime 
Consultative Council in accordance with the recommendations 
made by the UMCC on Octoter 30, 1945, near the close of its 
Washington Conference. (See page 1C, November 4, 1946 issue 
of Current Economic Deve) opments.) Acknowledgment by 12 
countries, at least five of which must have a total tonnage 
of not less than one million g.t. of shipping, is required 
to bring the provisional organization into being and ten 
members are required to constitute a quorum. Acceptances 
from other countries are anticipated in the near future. 














The Department has just been informed by the French 
Embassy that the French Government intends to invite the 
vari Governments concerned to attend the first meeting 
of thewMOvisionel Maritime Consultative Council in Paris, 
“March l, 1947. 
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This weekly publication is designed to highlight developments in the eco- 
nomic divisions of the Department of State, and to indicate the economic prob- 
lems which are currently receiving attention in the Department. It is suggested 
that copies be retained on file, as reference will sometimes be made to previously 
reported items to avoid repetition. 


Document Security Instructions 


This document should be treated in accordance with current instructions 
regarding security measures for SECRET material. Extreme care should be ex- 
ercised to avoid public or private discussion of the information herein with or in 
the presence or hearing of any person not authorized to have knowledge thereof. 
For general purposes all classified Foreign Service Officers and other responsible 
economic officers are authorized to have knowledge of the contents of this docu- 
ment, responsibility for the safekeeping of which wiil be assumed by each recipient 
thereof. It may be retained in protected files or, at the discretion of the recipient, 
destroyed by burning. If not personally disposed of by the recipient, he will 
assure himself that it is burned in the manner prescribed for SECRET material. 
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SECRET 
ANTICIPATED LUSTRIA DEFICIT $175 MILLION; Present esti- 
DEPART 1 SUPPONIS REQUEST -OR RELIEF GRANT mates indicate 





that Austria 
will be faced with a deficit of $175 million exclusive of 
the Prefiainder of UNRRA supplics and on the basis of exports 
amounting to £120 million. In supporting the War Department's 
request for a relief grant to make up this deficiency, General 
Hilldring will cmphesize that: most of the time the Austrian 
people have béen more poorly fed than the Germans; there have 
tcen periodic fooi crises with breakdowns in food supply; 
leck of heating -nd food have threatened epidemics; health 
and sanitation services have been in danger of paralysis 
o.ing to shortages of fuel; and that continuous prospect of 
cconomic insecurity may »rovoke a political crisis of the 
first magnitude. | 


First Six Months Most Critical Provided the relief 
appropriations are granted by Congress, supplies purchased 
with the grant would probsbly not be available for Austrian 

‘consumption before the end of June. Sources of supplies to 
meet the needs of the first six months are: the remainder 
of the UNRR4 relief. program for Austria amounting to ap- 
proximately 518 million on paper but cxpected to be con- 
siderably less in ectual fect; a grant of $22.5 million 
meade by the War Departnent at State's request; and a grant. 
mede by the British. The deficit for the first four months 
is estimated at ‘79 million, which could be cut to $56 
million if only bare subsistence items are imported. This 
estimate does not include UiRRA imports. For the next 
two months approximately $20 million would be required. 

The British Government has already agreed to make a contri- 
bution of £10 million or ¢40 million. However, only $4 
million of this vill be available in dollars, and subsistence 
items which will be the most urgent need for the first six 
montns arc for the most part only available by payment of 
dollars. Of the British sum, 1.5 million ($6 million) is 
a government-guarantced commercial credit which will enable 
Austria to purchase the'necessery wool for her textile in- 
dustries. Of the remainder, which is a direct government 
contribution, £1 million ($4 million) will be availeble for 
the purchase of rubber, 42/5 million ($10 million) for the 
puvmen€é of coat from Germany and the balance for other pur- 


chases in the sterling area. 


~ At the suggestion of the US, the Austrian Government 
hes requested relief aid from both Sweden end Switzerland. 
President Gruber has sent notes to both the Swedish and 
Swiss Governments pointing out Austrian needs and the 
genercus aid extended by the UK as well es the expectation 
of aid from the US. Both France and the USSR have been ap- 
proached by the US rezarding the extension of aid to Austria. 
The French Government has replied that, while it sympathizes 


with 
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with the Austrian situation, it is not in a position to 
extend any aid. The USSR hes not yet replied, 


In order to meet the subsistence needs of Austria 
during the first six months this Government has proposed 
to the Central Committce of UNRRA “nat part of the re- 
maining resources of UNRRA be shifted to Austria on the 
basis of its food needs (see page 4, January 13, 1947 
issue of Current Economic Developments). The proposal 
did not receive favorable comment during the meeting 
end is now being considered by a subcomrittee, 





SOVIETS DENY REPCRT THEY PLN TO The Soviet member of the 
BCOST GERMAN LEVEL CF INDUSTRY Coordinating Committee, 

7 in response to General 
Clay's question regarding the newspaper report that 
Sokolovsky had egreed to a 200 to 300 percent increase in 
the level of German production in the Soviet zone, repudi- 
ated the report but has not as yet agreed to the publication 
of an official denial. The Office of the US Politicel déd- 
viser points out that althcugh similar reports have been 
forthcoming in the past, this recent statement was given 
much greater pro::inence tnan heretofore, 








The story which appeared in the January 16 issue of 
the Taegliche Rundschau asserted thet Sokolovsky, after 
consultation with SED chairmen had granted the SED request 
that dismantling be stopped, and reparation from current 
production be reduced, and had promised that production in 
the Soviet zone would be increased by 200 to 300 percent. 
is a result, 200 large factories scheduled for removal were 
to remain in Germany, 74 of these plants were to be returned 
to state governments and the remainder transformed into 
Soviet corporations. It was also reported that reparation 
would be reduced and only a small portion of consumers goods 
would be taken. Shoes and clothes were to be left "completely 
free"; and the entire phosphate production would be exempted 


from reparation, 
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US FINDS DUTCH T ¢POSAL FOR FINANCING In reply toa 
OF RAW MATERIALS FOR CERMANY SATISFLCTORY proposal of the 
Ne thérlands 


Government for the establishment of a Dutch organization 

to f the importation of raw materials into Germany, 

of *he raw materials and theiz export, the 
Mags-i: dicated its agreement in vrinciple to the 

t to approvai of the export-import agency of the 

US-UK zones, and provided that ali countries should have 

equal oppor tani ty to participate in credit opverations under- 

taken in Germany, | 







&#gency Proposed For Financing Cerman Imports The Dutch 
emphasize that the German coilapse and subsequent develop- 
ments have had disastrous consequences for the Netherlands 
becausé of close and tmportant pre-war economic ties. Among 
the specific issues raised by the Dutch are: (1) Entry of 
Netherlands businessmen into Germany has been exceedingly 
difficult; (2) Exchange of goods is practically non-existent. 
This is fatal to the Dutch economy because a iarge number of 
factory*machines of German make are being forced out of pro- 
duction because of the lack of replacement parts; and (3) 
Important and vital shipping and trede activities are stifled, 
particularly Rhine shipping which is at a low ebb. 





The Netherlands Government has suggested that it is to 
the interest of US and UK taxpayers and essential to the 
Dutch, to reactivate German industry. To this end they have 
created the Nethcrlands Trust Company which is an organization 
of private banks and business crganizations which will act as 
the trustee of the Netherlands Government and will have a 
monopoly in all of its trade contects with Germany. fThis 
organization will be prepared to finance the importation of 
raw materials into Germany, the processing of the raw 
materials and their export to the Nethcrlands and other coun- 
tries, similar to the arrangerents provided for after the last 
war. The Dutch have also asked that, in vicw of the fact that 
thc capital evailable to the Dutch Trust Company is not con- 
sidercd sufficient for the purpose, the US Government under- 
take to make more funds availeble or else to favor participa- 
tion by private US capital. 





ested Type Of Loans Appears Satisfectory In reply to 
s note, we have expressed sytpathy with their economic 
des and stated satisfaction in principle with the type 
fait errangement suggested by the Dutch, subject to the 
approval of the plan by the export-import agency of the US-UK 
zones, and have given assurance that OMGUS will be prepared to 
facilitate negotiations between the Trust Company and the ex- 
port-import agency. The reply elso emphasizes that although 
this Government is not in a position to advance funds there is 
..o enown obstacle to participation of private US capital and 
that, in connection with credit operations undertaken in 
Germany, it is believed all countries should have the oppor- 
tunity to participate within the framework of occupation 
policies for control of Gerten production and trade, 
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S*TCcc YORKING P. , ae AGREFS OF CONVERSICN FACTOR The OMGUS 
FOR INTERVATICWAL TRATSACTIONS ‘ITH GER?'AN reguest for 
euthorization 


to establish an interim ~ate of exchange for the mark to be 
used for specified csemmercial purposes has been turned down 
by a SWNCC working party, However , the working party hes 
reached agreement that absence of 2 rate of exchange ob- 
structs and prevents certain types of international trans- 
ections and, therefore, is recommending that for cases where 
it is necessary to convert prices or values expressed in 
Soreign exchange into merk prices or values, or vice versa, 
a conversion factor should be used of one mark equalling 
thirty cents. This should be used for the following purposes: 
(1) conversion of the value of liquidated German external 
assets into reichsmarks for the purpose of determining the 
compensation due German owners; (2) determination of reichs- 
merk amounts due repatriated prisoners of ver holding military 
payment orders; (3) determination of orices of rail :nd water 
transit services and other services exported; and (4) pricing 
of merchandise exports orly when prices cannot be readily 
determined by reference to vrices prevailing in world markets 
or in the "S or "¥, provided the use of the conversion factor 


results in priccs advantageous to OMGIS. 


Since there will be no change for the present in the 
military cxcheange rate, the working party recommends thet 
purchases of rarks by foreign business firms and missions 
operating in Germeny and for other remittances as may be 
euthorizec shouli be at the present rate of 10 marks equals 
one dollar. ene working varty emphasizes that the US does 
not consider the conversion factcr to be the seme nature as 
an exchenge rete but serves simply <=s a flexible device to 
-ssist in accomplishing certain international transactions 
in the period prior to the establishment of an exchange 
rate. 





The working perty recomrends thet CiMGUS attempt to ob- 
tain ACC ap»roval for the use of the conversion factor, with 
the understcending that any of the four occupying powers ref 
-bondon the conversion frctor by simple notification to ACC 
in edvence of such abandonment. It is felt that such an ar- 
rangcrent would avoid the possibility that the level at 
which the conversion fector originally was placed might 
not conform to further developments in German price levels, 
while at the seme time formal agreement may not be promptly 
attaineble in the ACC to a chenge in the conversion factor. 





* x * 
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TEMPO 






The Temporary Committee for 
Rhine Traffic (TCRT), a 
fully authorized international 
body to” ‘deal with international traffie problems on the Rhine, 
was egt@blighed at the joint invitation of the UK-US-French 
Governments on November 25, 1946. Composed of representatives 
of the Governments of Belgium, France, the Netherlands, and 
Switzerland and of the French, UK and US occupation zones of 
Germany, the Committee {s to hold its firet meeting at 
Duisburg on February 4, The European Central Inland Transport 
Crganization and the Central Rhine Commisston (CRE) will be 
invited to send PepPeeentetives to: ati meetings of the 
organization. : 





The TCRT is established in conformity with the Pecon- 
mendations contained in a resolution concerning the princi- 
ple of freedom of navigation on the Rmtine which was adopted 
by the CRC at its session in April 1946. It supersedes and, 
in effect, is a reorganized and strengthened Rkine Interim 
working Committee (IR"C). The scope of the organisation is 
extended to include coordination of all :thaeffic on-the : 
Rhine from the upper limit of the Port-of Basle to Gorinchem 
and Krimpen, respectively. By terms of reference it is 
authorized to: (1) assess traffic capacity of waters within 
its jurisdiction; (2) receive traffic forecasts and effect. 
any necessary coordinatton-of operatings: (3). ie the 
execution of measures required for implementaffon-of agreed 
traffic programs (wfthout becoming invoived -in- ‘the acteal 
execution of such programs); (4) provide the meang for dis- 
cussion of (but not fixing) freight rates, charges and con- 
ditions of carriage for international traffic with due re- 
gard to other forms of transport; and (5) represent the 
operating aspect in any discussion on currency and other 
clearing arrangements. ouet 





The TCRT should not be confused: with the speneset 
Tripartite Rhine Committee, which is to consist of US, UK 
and French zonal representatives: and is to be concerned 
with the German Rhine problems. (See page 9, October 28, 
1946 issue of Current Economic Developments. j 





4x 


e. : * * 


DECLASSIFIED FOR PUBLICATION IN FOREIGN. =). 2 
RELATIONS OF THE UNITED STATES | ed 4 











eo C=CRET 


RECIPROCAL TRADE AGREEMENT No new or unusual objections 
HEARINGS STARTED’ JANUARY 13 to US tariff concessions have 
; been voiced at the hearings 

which started January 13 on the reessr oes trade agreement 
which we propose to negotiate with 18 othér countries at 

the second meeting of the Preparatory Committee for the 
International Conference on Trade and Employment which is to 
be held in Geneva in April. As is usual, the majority of 
individuals and concerns appearing at the. hearings have been 
there because they were opposed to proposed tariff reductions 
on products in which they are interested. The hearings, con- 
ducted by the Interdepartmental Committee for Reciprocity 
Information (CRI), began with a three-day session on the 
general provisions of the agreements, at which members of 
Congress and representatives of trade associations and 
various organizations appeared. On January 16, discussions 
were begun by five separate panels--chemicals and forest 
products, metals and minerals, agriculture, textiles and 
fibers, and ceramics and sundries. The textile and fibers 
hearings are to be concluded January 23 and will be followed 
by a panel on sugar and fisheries. 








The CRI is responsible for digesting the information 
presented at the hearings and transmitting it to the Inter- 
departmental Trade-Agreements Organization for use in ar- 
riving at final recommendations on the provisions of the 
trade agrecment. ‘We have informally transmitted to most 
of the other negotiating countries tentative lists of the 
requests for concessions which we will advance during the 
negotiations in Geneva. The concessions actually made by 
the US will, of course, depend on whether adequate con- 
cessions from foreign countries can be obtained in return. 


Interim Drafting Committee Convenes At the Geneva 
meeting, the Preparatory Committes is also scheduled to 
complete work on the draft charter for an International 
Trade Organization and on plans for an international con- 
ference on trade and employment. An Interim Drafting Com- 
mittee, established by the Preparatory Committee to work 
on the draft charter, convened on January 20 in New York. 
It is the function of the Drefting Committee, which is 
composed of representatives of the member countries of 
the Preparatory Committee, to edit for clarity and con- 
sistency those portions of the proposed text on which the 
Preparatory Committee has come into substantial agreement. 
It will also prepare alternative drafts of those portions 
on which there remains a divergence of views, as well as 
prepare suggested drafts covering uncompleted portions of 
the draft charter. 





~ 


Hearings To Be Held On Charter Informal hearings on 
the draft chatter for an ITO, as it emerged from the first 


meeting of the Preparatory Committee in London, will be 
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held in six major cities in the US by the Executive Com 
mittee for Economic Forecign Policy to give interested 
persons and groups an opportunity to present their views. 
The first meeting wiil be heid in Washington on February 25. 
Hearings are aiso scheduled to be neld in Eoston, Chicago, 
Denver, New Orleans and San Franciscc. 





Trade Program Arousing Press Comment The opening of 
hearings on the proposed trade agreemenis has precipitated 
wide comment on our foreign trade program, with news analysts, 
commentators and editors taking as their central theme the 
"rising tide of antagonism to the Geneva negotiations." This 
"tide", as perceived by the commentators, has stemmed largeiy 
from: (1) a promise by some Republicens in Congress to con- 
duct a ‘searching investigation" of the Trade Agreements Act}; 
(2) statements by some Republicans in fevor of the protection 
of US interests; (3) the eppearance of industrial representa- 
tives; before tne CRI opposing teriff cuts; and (4) the mis- 
interpreted stend in cpposition to the reciprocal trede agres- 
ments taken by the Southern Commissioners of Agriculture. 





Although wide puplicity has-been accorded these develop- 
mon=s as significent, virtually eil opposition has come from 
long-time cpponcnts of reciprocal trede agreements, There 
does not appear to have been any trarked shift in position 
texen by spckesmen for interested groups either for or against 
tn program. “ith the cdvent of a Republican majority in 
Congress, however, and with the Republican stand on foreign 
eceumomic policy matters still unclear, the complaints of old- 
iine critics are taken more seriously than might otherwise 
be the case. In this, rather than any quantitative rise in 
the volume of criticism, probably lies the significance of 
recent ccmment. 





DEVELOPMANTS ON COMMERCIAL The program for negotiation 
TREATY PROGRAM ARS REVIEWED oof treaties of friendship, 

BS commerce and navigation (see 
page Fv July 15, 1946 issue of Current Economic Develop- 
menté ~ds moving ahead with one treaty signed, another in 
he final negotiation stages, formal proposals made to six 
other countries, and draft treaties in preparation in nine 
other instar.ces. 





As previously reported, a treaty was signed with China 
on November 4, 1946. Negotiations with the Lebanese Republic 
are in the fine. stages, and the treaty should be concluded 
within the next two or three months. 


Formal 
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Formal proposals that negotiations be initiated heve 
been made to tne rojlowing countries: 


Brazil - August, 1946 
Chile - October , i946 
Egypt - September, 1946 
Canada - July, 1946 
United Kingdom - August, 1946 
Philippines - July, 1946 


The Embassies in Cuba and 4ustralia were furnished with 
dreft treaties in the last two months and have been asked 
to present them in the neer future. Foiiowing Premier de 
Gasperi's recent visit to the us when a treaty was discusscd, 
a draft wes sent for study by Embassy Rome, 


Draft treaties are now in preparation for presentaticn 
to the Governments of Portugai, France, Afghanistan, ¢ SECS y 
Austria, the USSR, and Iran. In addition, preliminary work 
has been begun on the text of a provisionai commercial agrec- 
ment, simiiar to the one coneluted with the Yemen, for sub~ 


a7 


nission to the Government of Nepal. 


During the past 
HO year the US has 
pursued en active 
policy of seeking tax treaties for the avoidance of double 
taxation with respect to income taxes and estate taxes. 
(See page 5, May 20, 1946 issue of Current Economic Deveiop- 
ents.) Avoidance of double texation treaties “pespecting 
income taxes are now in cffect with Sweden, Fra nee, Ceneca, 
cnd the UK; end respecting estate texes with Caned ane tne 
UK, On Janua ry 10, 1947 tne President submitted to the 
Senate a new treaty with France relating mainly to “ensate 
taxes, but also modifying the income tax treaty. A treaty 
with South Africa relating to income texes has been signed 
and should go to the US Senate in the near fucure; final. 
agreement on terms of a treaty relating to estate taxes 
will soon be reached. Draft treaties with the Netherlands, 
Belgium and Luxembourg are being revicwed in the interested 
bureaus and snould soon be signed. A Vanish delegetion 15 
‘expected in “ashington January 20 and an American poe 5 2 + pene 
should soon depart for the Philippines, Active negotiatio 
with “exico for tax treaties ere expected to open as soon as 
the Philippine negotiations are completed. 


oc CONTINUES POLICY © 


F 
Ei: DANCE OF DOUBLE TAY! 


! 
TION TREAD 





Ran, Qtr 
BS PLIGHT 
-_ me ae ~* 
a" 
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SUESTADTIAL IMPORTS ESSENTIAL If economic disintegration 
TO BOLSTER KOREAN ECONOMY is to be averted and 

reconstruction in Korea ad- 
vanced during 1947, US officials in Seoul feel that sub- 
stantial imports are absolutely essential, including cereals 
to supplement indigenovs production, commercial fertilizers, 
raw materials for essential industries, supplies and equip- 
ment for the transportation system, and a wide variety of 
miscellaneous goods. To provide for what is considered mini- 
mum subsistence needs the War Department is asking Congress 
for a 1947 supplementary grant of $69 million, 





The economic outlook for South Xorea at the end of the 
year was generally gloomy although there are some indications 
that 1947 may bring increasing economic stability to the 
southern half of the peninsula. Food, fuel, textiles and 
other essential consumer goods are in acute short supply; 
open market prices are rising sharply with a 30 percent increase 
last months; Bank of Chosen currency issue increased over 20 per- 
cent in December; bank deposits are increasing but at a 
relatively slower rete; and industrial production is lagging 
seriously with the shortage of raw materials growing increas- 
ingly serious. However, progress has been made with the 
current rice collection program and it is expected that the 
minimum goal will be met. 





The problems involved in putting thse economy on a sound 
and independent basis after years of Jananese domination is 
rendered much more difficult by the rigid division at the 
38th parallel, 


Food And Agriculture Owing to floods last June and 
an almost complete absence of commercial fertilizers the 
overall 1946 production of all grains and pulses in South 
Korea, comprising about 80 percent of Korean caloric in- 
take, totalled 2,690,000 metric tons, or 77 percent of the 
1940-44 average. This was in spite of the fact tnat rice 
acreage was 107 percent of the 1940-44 annual average. 
Koreans have been cheered in recent weeks by the arrival of 
the first substantial fertilizer imports since the beginning 
of US occupation. 








, The estimated maximum collection of 1946 rice is 
ebout 480,000 metric tons, or 28 percent of the total 
crop. At the year's end about 22 percent had been collected. 
The collection program is going forward in spite of determined 
opposition from the obstructionist minority, but movement of 
rice from rural areas to urban consumers to meet rationing 
schedule is mee‘ing transportation difficulties, Although 
the overall fooa situation has improved, substantial imports 
of cereals are necessary to supplement indigenous rice to non- 
self suppliers, who have a present ration of approximate 1,300 
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calories a day. To meet this rationing schedule about 
€0,000 me tric tcns of cereals a month are required, Rice 
collection provides an average of only 40,000 tons a month 
over a 12-month period.and, since almost all barley, wheat, 
and rye collected last summer have been consumed, cereal 
and corn imports necessary to meet ration requirements 

average at Teast 40,000 tons per month until the 1747 

_ Summer harvest. 


Inflation The Government expenditure for purchases 
of rice has been instrumental in raising Bank of Chosen 
currency issue from 12 billion won in October to 17.4 
billion won by the end of the year. This rapid increase 
in currency in circulation, coupled with recent declines 
in production of consumer goods due to the shortege of raw 
materiais, has resulted in heavy vressyre on prices which 
have increased at least 30 percent during the pest month. 
Both coal and wood are in extreme short suppiy and the 
price of fuel wood has doubled in recent weeks. While 
government control over food stocks should provide basic 
cereal ration at a fixed low price throughout the coming 
year, control over prices of most other basic consumer goods 
is weak and ineffective. Excess of governinent expenditures 
over revenue is currently running about 700 million won per 
month. Under Jap rule about half of the Korean governmental 
revenue was from income-producing agencies such as railway 
and communication systems and from salt, ginseng, tobacco 
end narcotic supplies. However, at present ell such 
egencies except the tobacco monopoiy are operating at sub- 
stantial lusses. In an effort to balance income with outgo 
the railroad fares and rates have been increased.  Strena»us 
efforts are being mede to increase tax receipts and to cut 
government expenditures, and stricter control is being 
exercised over expension of bank credit. 





industry The stockpiles of many essential raw. materials 
such as rubber, chemicals, and cotton, which were eveilebie 
at the beginning of occupation, are now largely exhausted 
end production in large industrial plents is declining even 
below the recently estimated 20 percent of capacity. The 
textile industry will shortly be faced with a shortage of 
raw cotton. This is partly attributable to the fact that 
food crops have been planted since liberation whereas formerly 
farmers were forced to plant cotton end partly because home 
spinning and weaving have increased. In spite of the fact that 
c ‘ernment campaign has been launched to exchange cottcn cloth 
fu. raw-cotton from farmers, substantial cotten imports will be 
required to keep the 200, 000 Spindles operating in 1947. The 
electric power flow from ‘north of the 38th degree is decreasing 
from month to mmth; apparently due to Soviet removals and 
deterioration of plant and transmission ecuipment. In addition 
to the lowering of its efficiency due to cold weather, rail 
transportation is dropping off due to deterioration by long, 
hard usage by the Japanese during the war with almost no upkeep. 
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PROBLE! OF CONTROLLING EXPORT OF UNCLASSIFIED An Inter- 
TECHNOLOGICAL iNFORMATION 1S BEING STUDIED de par tmental 
Committee to 

study US policy on the export of unclassified technological 
information heid its first meeting January 20. It was largely 
an organizational meeting with State, Navy, War, SRUCrSOF 
Justice and Commerce represented. The Committee was established 

as a result of State Depertment's action to obtain advice from 
other agencies. 











Present Policies US policy is to avoid as far as possi 

dle consonant with the national security, controis or re-~ 
strictions over the exvortation of unclassified technological 
information or af materiais indirect_y supplying such informa- 
tion. Technological infcrmation which is freeiy available 
vithin the US to our nationals cannot effectively be denied to 
foreign nationals or governments, Effective control on inter- 
national dissemination of such information would require con- 
trols over dissemination within the US and this would logically 
result in a curtailment of domestic freedom of commerce, and 
might retard scientific and technological progress in this 
country. It would likewise run counter to the present policy 
of prompt elimination of controls and also to our international 
commercial policy objectives, 





Arguments For Control Nevertheless, it is obvicus that 
the export of unclassified technological information may aid 
end increase the military potential of the recipient country. 
It is often extremeiy difficult to anticipate the military 
epplicaticon of such information or the military potential of 
certain by--products of such research. Consequently, the éx-: 
port of unclassified technologival information may carry with 
it, inadvertently, a high military potential. It may be 
desirable, thererore, to establish categories of unclassified 
technological infoimation, according to the degree to which 
contribution may be mede to foreign military potentials. If 
it is decided to estabiish categories, and if controls are 
estabiished by legislation or otherwise, urther questions 
remain which can be answered only on a political besis, 





2 
4 
oli 


Function Of Committee The problem of the new Committee 
is to determine what unclassificd technological information 
may possibly require control in the interest of military 
security to a degree which wouid override the present policies 
of elimination of control and freedom of international trade; 
the legislation which might be required; end the extent to 
which the operation of such controls would be consonant with 
this country's domestic and foreign policy, particularly in 
the commercial f eld, 





Existing Control Mechanisms Limited At present there 
is no legal mechanism in effective use by which controis 
over the export of such information can be realized. The 





Export 
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Export Control Act of 1942, which remains in force until 
June :30.:0f this year, authcrizes the President to prohibit 
or curtail exportation of any arvicles, technical data, 
materials or supplies under such rulcées and regulations as 
he shall vrescribe and provides that the duties of the 
President under this section shall be performed by the 
Foreign Eccncmic Administration. Following the liquida- 
tion orf FEA the authority under this legislation was vested 
in Commerce, with the exception of export of arms, amnuni- 
tion, and implements of war, which is handled by State. 
Although the War and Navy De pat tments have a limited measure 
of authority to classify technol.og> cal information on 
security grounds and tc limit its export by making con- 
tracts with private firms, so mucn has been done to reiease 
Saf ormation from this type of control that much of the in- 

ormation which those Departments might wiznr to prohibit is 
aa free of limitations. 


PROPOSED EGYPTIAN COMPANY LAW Recenv communications from 
UNDER STUDY IN THE DEPARTMENT Embassy Cairo indicate that 
| a araft company law will be 
considered by the Egyptian Chamber of Deputies in the near 
future, The draft follows a series of widely differing 
versions, which during the last wii3 «nd one helf years have 
ranged from th: original highly nationalistic draft to one 
with all unduly restrictive provisions eliminated. The 
latter was foilowed by a drafr revorted January iO to have 
been epprovec py the Egyptian Parliamentary Legislative 
Committee and to be as drastic as any previous version. 
subsequently, however, the Egyptian Minister of Commerce 
end Industry informed Embassy Cairo that the draft law had 
been changed agiza and the reported change is an improve-- 
ment over the preceding draft. 











As now proposed the draft law requires one-third of 
the board of directars of foreign comsanies to be Egyptians 
unless the Fgyptian share of the capital is greater, in which 
cease the percentage of Egyptian directors will correspond to 
the: percentage of Egyptian capital. The previous version 
required that the majority of the board of directors of 
foreign companies must be Egyptian. The last version still, 
requires that 75 percent of the employzes be Egyptian but 
their share of the wages has been reduced from 75 percent to 
65 and possibly 60 percent and while 90 percent of the work- 
men still must he Eey yptian, their share of the wages has been 
reduced from 90 to 85 or possibly 80 percent. Another proposed 
change is that the Minister of Commerce is granted the power 
to suspend the enforcerent of the percentage limitations in 


. DECLASSIFIED FOR PUBLICATION IN FOREIGN | his 
— RELATIONS OF THE UNITED STATES 








- i3- SECRET 


his discretion to avoid undue injury to business firms or 
Egyptian national interest. The new draft is reported to 
provide that the law will not become effective until one 
year efter it is passed, whereas the preceding draft re- 
quired enforcement within 30 days. 


We are deeply interested in the proposed law, particu- 
larly since the Economic Committee of the League cf Areb 
States may be influenced by Egyptian action in its consider-- 
ation of a uniform company law for all League members. ‘Yhile 
we have never made formal protest to the vroposed law, in 
May, 1945 following our first information on the subject and 
previous to later modifidications, we presented an aide memoire 
to the Egyptians which calied attention to the liberal treat- 
ment accorded in the US in comparable matters and pointed out 
that the proposed Egyptian action appeared to be inconsistent 
with the spirit of Article VII of the Mutual Aid Agreement 
end with certain articles of the Montreux Convention of 1937. 
“hen the very naticnalistic version wes reported to us 
January 10, we supported Embessv Cairo's plan to discuss the 
matter again with the Egyptian Minister of Foreign Affairs 
and suggested, among other things, tnat such action is in- 
consistent with the proposed cherter of the International 
Trade Organization end also with the spirit of a draft 
treaty of friendship, commerce and navigation presented 0," 
the US to Egypt last Septenber. Cur rights under the 
Montreux Convention are still under study. In informal 
Giscussions with officers of the Department an Egyptian 
o: ficial in “ashington expressed the belief that a company 
lew in the general spirit of the recent versions was likely 
to be passed by the Egyptian Parliament. 

















HUNGARY SENDING OFFICIAL TO US Jeno Korany, Counsellor 
TO ALLEVIATE FCCD SITUATION of the Hungarian Ministry 





of Supply, wiil arrive in 
the US shortly, primarily to try to secure allcecation of 
80,000 metric tons of wheat. Hungary's bread supply is 
critical and reduction of rations is imminent. 


Korany is reported as prepared to discuss other economic 
problems with US officials, such as membership in the Inter- 
nationel Bank end cotton, surplus, and Eximbank credits. _ 
He may also wish to discuss commercial policy and the possi- 
pility of negotiating a financial and trade agreement. 


The Department is now considering an agricultural 
rehabilitation program for Hungary. Agriculture is the 
most importent basis of Hungary's economy, with about 


one -helf 
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one-half of the total population bcing rural. An csgricultural 
progrem would increase the economic resourccs of Hungary 
making it possible for Hungary to participate in general 
European trade by exporting food surpluses. 


It is felt that any program of this type should proteed 
slowly in two broed areas, education, end material aid in 
the form of seeds, farm implements, and accessories, Al- 
though Hungarian agriculture is recovering from the effects 
of the war, tnere exist acute shortages of items which are 
taken for granted in this counvtry--such as pails, hoes and 
shovels. Consideration is being given to suppiying Hungary 
on the basis of a relatively small credit the items which 
it needs most urgently for the rehabilitation of its agri- 
cultural economy. On the matter of farm education it has 
been suggested that we explore with the Department of Agri- 
culture and other interested Government agencies and private 
groups such ideas as providing for a iimited number of 
Hungarians to take graduate work in US agricultural colleges 
end for some Hungerian farmers to spend six months in this 
country learning agricultural methods in the use of ferti- 
lizers, soil conservation, etc.3; supplying documentary firms 
emphasizing agricultural technicues; and emphasizing in the 
OIC program tne dissemination of publications concerning 
the problems of smail scale farming, hendicrafts, etc., to 
the Hungarian farm population. ' 
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This weekly publication is designed to highlight developments in the eco- 
nomic divisions of the Department of State, and to indicate the economic prob- 
lems which are currently receiving attention in the Department. It is suggested 
that copies be retained on file, as reference will sometimes be made to previously 
reported items to avoid repetition. 


Document Security Instructions 


This document should be treated in accordance with current instructions 
regarding security measures for SECRET material. Extreme care should be ex- 
ercised to avoid public or private discussion of the information herein with or in 
the presence or hearing of any person not authorized to have knowledge thereof. 
For general purposes all classified Foreign Service Officers and other responsible 
economic officers are authorized to have knowledge of the contents of this docu- 
ment, responsibility for the safekeeping of which will be assumed by each recipient 
thereof. It may be retained in protected‘. »., at the discretion of the recipient, 
destroyed by burning. If not persone’: isposed of by the recipient, he will 
assure himself that it is burned in the maaner prescribed for SECRET material. 
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SWNCC SUB-COMMITTEE APPROVES The Far Lastern Sub-Committee 


RECOMMENDATIONS ON ZAIBSATSU of SWNCC has approved the 
Department's proposals with 


regard @® the Zaibatsu and it is expected that tep SWNCC 
will act om it shortly. 








The policy approved by the Sub-Committee is the destruc- 
tion of these excessive concentrations of economic power and 
to prevent the future creation of new concentrations. To 
achieve these ends the following steps are recemmended: (1) 
the dissolution of all excessive concentrations of economic 
power, unless technological censiderations require their con- 
tinuation; (2) the elimination of the control held by the 
persons formerly in power in these concentrations; (3) sup- 
port for varied and diffuse types of private ownership of 
elements of the dissolved concentrations, and support for 
government ewnership of such of these as cannot be dissolved; 
(4) the elimination of financial support for exceSsive con- 
centrations through the divestiture of Zaibatsu holdings in 
banks and insurance companies, through an increase in the 
number of sources of credit, through the termination of 
alliances between financial and nen-financial institutions 
and through the elimination of government favoritism to 
certain financial institutions; (5) the destruction of legal 
support for excessive concentrations, through the terminiation 
of centrol legislation, the creation of an anti-trust law 
changes in the patent law, amendments to corporate law and 
alterations in current tax laws; and (6) the strengthening 
of the instruments necessary to effect these policies .by 
financial and technical aid to preferred types of purchasers, 
creation of public support for anti-Zaibatsu actions .of the 
Japanese Government and through measures to assure the 
independence of governmental personnel from Zaibatsu influences. 


Criteria For Selection Of Zaibatsu Purchasers Specific 
recommendations are put forward for guidance in the sale of 
Zaibatsu assets, the principle objective being that transfer 
should be made in such a way as to secure protection against 
the future creation of excessive concentrations of economic 
power through a wider distribution of income and of owner- 
ship of the means of production and trade. To achieve this 
the foll@Wing points are given priority over the purchaser's 
present @Bflity to pay: (1) the national and local govern- 
ments S@@mid be encouraged to buy divested holdings in enter- 
prises which do not lend themselves to competitive operation; 
(2) sales to wealthy and economically powerful persons and 
corporations should be held to a minimum and technicel and 
financial aid should be furnished to such persons as small 
or medium entrepreneurs, agricultural or consumer cooperatives 
and trade unions; (3) no single person or enterprise should 
be allowed to purchase divested holdings so large as to make 








possible 
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possible the creation of new concentrations of economic ~-_ 
power; (4) the purchase of divested holdings in ex-Zaibatsy . 
concerns by employees of such concerns should only be 
encouraged if the ownership is dispersed widely through the’ 
working force in question and, to render such dispersion 
possible, provision should be made for financing these pur- 
chases at low prices over a long period of time, possibly 
through wage deductions; and (5) all sales should be 
screened. to exclude cloaks for Zaibatsu and other groups 

who fall under any of the purge directives. 


* * x 


USCC FAVORS PROMOTIONAL The USCC has adopted the sug- 
PROGRAM FOR JAPANESE SILK gestion of the Interdepartmental 
Advisory Committee on Occupied 
Area Affairs thet a promotional campaign be undertaken for - | 
Japanese silk; thet a floor be placed under the market until . 
July 31 and probably thereafter; and that no more shipments 

be made from Japan until progress is made in disposing of 

the present inventory. The USCC also has adopted the sug- os 
gestion that a lower price be established for raw silk in Me, 
an endeavor: to expand the market. The upset price established . 
will not, however, be as low as urged in some quarters since - 
USCC feels strongly that e drastic reduction would reduce 
total dollar proceeds. USCC is also to change its method of 
sale; in addition to the auction system USCC will sell 
various grades “by the package" and will also adopt the over- 
the-counter practice in an endeavor to maximize dollar pro- 


ceeds, 











The USCC suggests that a fund be set aside for pro- 
motional purposes in order to help restore silk consumption, 
and has mentioned a figure of $300,000 for a yearly budget 
for this purpose. It proposes to work with the trade through 
the various trade associations. There will probably be a 
group, representing the various phases of the industry, form 
a Board of Directors of a non-profit organization. The 
Directors of the organization would be authorized to disburse 
funds for promotion and advertisement of silk products in 
accordance with USCC regulations. The Department of Com- 
merce, originally not in favor of this scheme, has withdrawn 
its objections. : i Es 


+ 
- . 
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Discussions on conflicts in 
treatment of German property ‘ 
) 7 among IARA governments, which 
opened in Brussels in November and recessed on Deceiiber 17 to 
permit the participants to review the progress of the negoti- 
ations with their governments, will reconvene on January 29. 
During the earlier discussions agrzement was reached in princi- 
ple on the US proposals regarding German-owned securities, cur- 
rency, negotiable instruments, and estates and trusts, but not 
with respect to the disposition of bank deposits. A new US 
proposal concerning business enterprises, revised to meet many 
of the points raised by the other delegations during the 
November meetings, may be acceptable to the other countries. 





mr 
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Tne problem of tne business enterprise is one of the 
most important. The typical case is that of a corporation 
organized in a signatory country, such as the Netherlands, 
with property in another signatory country as the US. Where 
‘the corporation in the Netherlands is not German controlled, 
our proposal is tnat the property in the US will be released 
by the latter except where tne Dutch corporation is a holding 
Company whose outstanding stock is closely held or is not tredd 
in a recognized financial market. ‘Jhen the corporation is 
German controlled, the property in the US will be retained by 
the US. An exception in the latter case is made where the 
property constitutes a necessary and integrated otrt of 
manufacturing or merchandising operations of the Netherlands 
corporation. In such cases the property in the US will be 
released. However, in the above cases, protection is provided 
for non-enemy interests in the business enterprises. 


During the November discussions the US h:d not yet 
formulated a position regarding property outside Germany 
belonging to corporations whicn, altnough organized under 
the laws of Germany, are owned wholly or partially by non- 
enemy nationals. The UK took the position that only where 
the corporation organized in Germany was controlled by non- 
enemy interests should ther2 be any recognition of the non- 
enemy interests in the property abroad. Beigium and the 
Nethneriands urged a recognition of non-enemy interests with- 
out such a limitation. State and Justice have had difficulty 
in arriving at an agreed position: State nas generally taken 
the position with other governments that such property should, 
so far as practicable and to the extent of the beneficial 
american=owned interests in the property, be treated as, and 
given the protection ordinarily accorded to, property directly 
owned by Americans and that due regard should also be given 
to the rights of creditors. Initially Justice tork the stand 
that it would not support in Congress the provisions of an 
intercustodial agreement designed to turn over to non-enemy 
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interests property in the US belonging to corporations 
organized under the laws of Germany. Justice was particularly 
dissatisfied with the failure to specify explicitly the precise 
recognition to be accorded to non-enemy creditors. 


Tentative agreement h2s now been reached between State 
and Justice providing that with respect to creditor interests 
they will be recognized prior to stockholder interests and in 
the initial position, creditors are placed in a preferred 
position if such was their original status. This position, 
however, will be changed if other governments press our dele- 
gation to meet creditor and stockholder interests on the 
sane proportionate basis. Creditor interests in this second 
position would be recognized in an amount egual to that 
portion of the property in the signatory countries which the 
creditor interests dear to tne estimated value of the gross 
assets of the primary company. Stock interests in this case 
would continue to be recognized on a proportionate basis as 
already provided in the initial US proposal. 


* * * 


US AND _ ITALY CONCLUDE As a result of the agreement 
EXCHANGE RATS AGREEMENT reached during the recent visit 
of the Italian Prime Minister 
between Italy and the US regarding the extension of a more 
favorabie lira exchange rate for officiel US Government 
expenditures in Italy, the Italian Government has issued 

a decree effecting the new exchange rate. 





This agreement assures the US thet Itaiy will extend 
to remittances and tourist expenditures made in free ex- 
change and to the official expenditures of the US Govern- 
ment the effective rate of exchange prevailing during the 
preceding thirty cays; the above rate to be calculated at 
2 rate not lower than the average of the present 225 lira 
to the dollar rate plus the average export rate on the 
Rome or Milan market during the preceding thirty calendar 
days,whichever yields the higher effective rate. In the 
event that Italy abandons or alters the existing 50 per- 
cent foreign exchange system, i.e. that exporters are per- 
mitted to sell 50 percent of their foreign exchange pro- 
ceeds in the open market, provision is made for the US to 
receiv2 the most favorable rate to be applied to all cate- 
gories of expenditures covered in the above agreement, The 
agreement also provides that the US vill pay in doliars cur- 
rentiy for all lira supplied it by the Italian Government, 
including lire for pay of military and civilian personnel. 


* * * 
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PERMANENT COMMISSIONS CONVENE Preparatory to the fourth 
PRIOR TO ECOSOC FOURTH SESSION session of ECOSOC, scheduled 
‘to open late in February, 
most of the nine permanent ECOSOC commissions are meeting or 
are scheduled to meet in the near future. The Economic and 
Employment Commission and the Social Commission opened their 
sessions last week; the Human Rights Commission and the 
Statistical Commission will meet this week; the Commissions 
on Population and on Transport and Communications will meet 
the first week in February, and the-Commission on the Status 
of Women will open its session February 12. Of the two re- 
maining permanent commissions, the Fiscal Commission is 
tentatively scheduled to meet in April and no date has yet 
been set for the next meeting of the Commission on Narcotic 
Drugs, but it will probably be after the ECOSOC fourth session. 
This commission held its first meeting last November. The 
General Assembly has authorized the UN to assume all powers 
formerly held by the League of Nations to combat illicit 
traffic in narcotics and dangerous drugs. Meanwhile, the ITO 
Drafting Committee is working on the draft charter which will . 
be considered by the Preparatory Committee at its meeting in 
Geneva in April. 








Preliminary Agreement Reached On ECE The Economic and 
Employment Commission, at its meeting January 23, reached 
preliminary agreement on a recommendation that ECOSOC establish 
an Economic Commission for Europe, emphasizing that it should 
be of a regionel character to do specific tasks within certain 
areas of Europe, The recommendation would also suggest that 
the proposed Commission stress immediate reconstruction pur-~- 
poses but not ignore long-term needs, and would call attention 
to the need for an intimate connection between the proposed 
ECE and the Economic and Employment Commission and the Subcom- 
mission on Economic Development. Decision on the proposed 
Economic Commission for Europe was postponed at the third 
ECOSOC session (see page 10, October 14, 1946 issue of Current 
Economic Developments) at the request of the USSR until the 
next ECOSOC session, In the discussion January 23 the Soviet 
representative emphasized that relief to devastated areas. was 
closely related to the economic conditions in other countries, 
whether damaged directly by the war or not. He said that if 
an Economic Commission for Europe were set up it must also 
consider the economic situation in other countries. The 
Economic and Employment Commission the same day agreed to a 
Chinese proposal suggesting that ECOSOC give favorable con- 
sideration to creating an Economic Commission for the Far 
East with close coordination between the bodies for Europe 
end the Far East. However, drawing up terms of reference 
for the Commission for the Far East will be deferred pending 
the report of the working group now studying devestation in 
thet area, 











Among 
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Among the other matters being discussed by the Economic 
and Employment Commission ere an international code relating 
to foreign investments; collection, exchange and analysis of 
information; assistance to less developed ereas; relation of 
the Commission to its subcommissions; and relation of the 
Commission to specialized agencies and non-governmental 
organizations. 


Children's Fund Is Important Item On Social Commission 
Agenda One of the leading items on the agenda of the Sociel 
Commission is the Children's Emergency Fund to be used for 
the benevsit of children and adolescents and in child health - 
programs in covrntries which were victims of aggression and 
nations now receiving UNRRA aid. The Fund was set up at 
the last Generai Assembly session to take over the children's 
progrems of UNRRA upon that agency's expiration. 





Other items being discussed by the Social Commission 
ere transfer to the UN of League and UNRRA social functions; 
prevention of crime end treatment of offenders; training of 
social welfare workers; and traffic in women and children, 


UNRESTRICTED 
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NEW GAO RULING PROHIBITS The General Accounting Office 


FURTHER PIPELINE SHIPMENTS has ruled that funds deposited 
by foreign governments to cover 
accessorial charges and administrative expenses incurred in 
connection with lend-lease pipeline deliveries after 
December 31, 1946 cannot be used for this purpose. (See 
page 10, November 25, 1946 issue of Current Economic Develop- 
ments.) The ruling, in effect, interprets the Appropriation 
Act of July, 1946 as intending to bar all shipments of lend- 
lease articles after December 31, 1946 whether paid for by 
appropriated funds or by funds supplied by the foreign 
governments. An appeal is being made to the appropriate 
members of Congress for assurances which will permit.a 
reversal of this interpretation, Materials involved in the 
lend-lease pipeline to the USSR amounting to between [20 
and $30 million will be affected primarily, although pipe- 
lines to several other countries are involved. 
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FINLAND RECEIV@S Finland's application for credits to 
EXIMBAMK CREDIT assist in meeting dollar requirements 

for 1947 was approved on January ee, 

1947 bys@he Board of Directors of the Eximbank. Short and 
long-term eredits totalling $32 million will be adv ranced, 

in addition to an expcrter credit up to $5 million "subject 
to the approval of specific applications from American ex- 
porters," These credits are in addition to an unused $1 mil- 
licn remaining from a surplus property credit of $15 million, 
end approximate’y $4 million not yet. drawn upon from a pre- 
vious Eximbank credit of $40 million. (See page 8, July 8, 
1946 issue of Current Economic Develcpments.) 











Under the new arrangements $20 million will be available 
for the rehabilitation of the lumber, pulp and paper industiy 
in Finiand, including a credit of $5.5 million for coal and 
petroleum. This will bear interest at 3-1/2 percent with re- 
payments beginning in 1954 and ending in 1958. A $10 million 
credit, with interest at 2-1/2 percent, fer the purchase of 
feodstuffs 1s also extended. This is a short-term credit to 
take care of the seasonable shortage of exchange in the first 
half of the year and will te repaid by receipts from increased 
exports in the closing months of 1947. Another short-term 
credit of $2 million is made available to finance the sale of 
US cotton to Finland. Participation in an exporter credit up 
to $5 millicn was also approved to cover the purchase of in- 
dustrial commodities in accordance with a special list. 


Since the end of the war Finland has elso received credits 
from Brazil and Sweden totalling approximately $5 million, 
which will be availeble to assist in meeting the 1947 balance 
of payments deficit There is also a possibility that. the UK 
may extend credits to Finland in the form of short-term ad- 


vances, 
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BILATE RALE ARRANGEMENTS isroenent, fe Revised Following 
‘ informal discussions which 
AmbaS$ador Bowers held with officials of the Chilean Foreign 
Office concerning features cf the Chilean-Argentine trade 
agreement which conflicted. with previous commitments entered 
into by Chile, the agreement was re-negoviated and notes re- 
vising the agreement were signed on January 21. (See page 8, 
December 30, 1946 issue of Currents Economic Developments. ) 
Chilean officials stressed, however, that the changes wer 
made to meet possible sobjeczicns which their Congress might 
raise when the agreement was submitted for ratification and 
that it would be unfortunate if the impression were created 
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that the agreement wes modified as a result of our repre- 
sentations. The elimination of the article which exeluded 
the tariff concessions of the egreement from the effect of 
any existing or future most-favored-nation (MFN) provisions 
appears to remove the trade provisions to which we objected. 
"e had pointed out that this article conflicted with Chile's. 
commitments made in its modus vivendi of 1938 with us to 
grant reciprocel MFN treatment, and with its commitments to 
support the proposed charter for the ITO which, with certain 
exceptions not applicable to the Chilean-Argentine agreement, 
provides for unconditional MFN treatment to member countries. 
Also, apparently in an attempt to comply with the spirit of 
the ITO charter, the redraft makes it explicit thet the two 
countries shall take further steps in implementation of a 
customs union, towards which the agreement is regarded as 2 
transitional arrangement. Other revisions included: pro- 
vision that export quotas will be set periodically by mutual 
consent; sales are to be effected on a competitive basis as 
to pricc, quality and type of foreign exchange desired; the 
two-year $100 million credit established for Chile has been 
extended to three years at 3.5 percent annual interest; 
profits on the loan exceeding 4 percent are to remain in 
Chile to cover the possibility of future losses; and. free 
port zones are limited to the period of the validity of the 
agrecment. 


Other Negotiations Concluded Or Suggested By Argcntina 


Prior to the revision of the Chilean-Argentine agreement, 
officials of Bolivia and Peru indicated to our representa- 
tives in La Paz and Lima that they were apprehensive lest 
Argentina suggest the conclusion of similar agreements. 
Also prior to the revision of the agrecment, the Peruvian 
press reported that Chile, in discussions with Peru con- 
cerning a trede agreement, nad suggested the negotiation 
of customs union egrecments with Peru and other South 
Americen countries similer to the onc with Argentina. 
Argentina is reported to heve approached Nicaragua con- 
cerning the possibility of concluding a commercial agree- 
mont, 








Argentina has signed a five-year trade agreement with 
Switzerland which become provisionally effective Januery 20, 
pending ratification. It provides for the purchase by 
Switzerlend of wheat, other cereals, oilseed cake, edible 
oils, linseed oil, hides, quebracho extract and fertilizers, 
providing Argentina has a sufficient export surplus. The 
Swiss may purchase their requirements elsewhere if prices 
are more reasonable, Switzerland undertakes to facilitate 
Argentina's purchases of industrial machinery and parts, 
textile machinery, motors, steam boilers, electrical and 
telecommunications devices, chemical and pharmaceutical 


products, 


DECLASSIFIED FOR PUBLICATION IN FOREIGN aer 
RELATIONS OF THE UNITED STATES 














.as SECRET 


Other Trade Agreements Concluded In Latin America Brazil 
hes recently concluded six-year trade agreements with Uruguay 
and Chile. Uruguay agrees to give preference to Brazilian 
cotton textiles and Chile agrees to give preference to 
Brazilian cotton textiles if Brazil is anle to meet conm- 
petitive prices. Brazil will supply Chile with up to 20 nil- 
lion meters of cotton textiles annually end will set aside 
a quota of 10 million meters of textiles for Uruguay as well 
es cotton thread. Chile agrees to extend to Brazil MFN 
treatment on customs duties and exchange regulations. 

Uruguay will supply Brazil with fruits and a small quantity 
of wool. The Provisional Canmercial Agreement between Chile 
end Belgium-Luxembourg was renewed on January 1 for six 
months. 





Mexican President Given Power To Change Tariffs The 
Mexican Federal Revenue Law for 1947, which was published 
December 31, 1946, includes an article conferring upon the 
President the power to change import and export tariffs 
upon the reccmmendation of the Tariff Commission. This 
grants much broader powers than a previous law which re- 
ferred only to new or necessary industries. Embassy Mexico 
City reports that the Administration appears to be proceeding 
with some caution in respect to tariffs. In an earlier re- 
port the Embassy stated that, in snite of increasing agita- 
tion for tariff protection, governmental circles were becoming 
aware of the importance of international trade and of balancing 
exports and imports. 





Sweden Encountering Difficulty In Fulfilling Soviet Com- 
mitments The Swedish-Soviet trade agreement entered into 
force on December 10 when instruments of ratification were 
exchanged in Moscow and Stockholm, Sweden apparently is 
having difficulty in meeting its commitments made in the 
agreement. It has been reported that a Swedish electric 
company has been trying to induce a Swiss firm to manufacture 
electrical equipment which the Swedes, by re-exporting to the 
USSR, could use to meet part of their commitment to that 
country. The Polish delegation negotiating a trade agreement 
with Sweden is reported to have given an ultimatum that if 
the Swedes do not grant a 500 million crown credit for five 
years, all coal shipments from Poland to Sweden will stop 
the end of March. The Swedish Government feels that with 
enormous credits outstanding, including the one to the 
Soviets, it cannot ask the Riksdag to authorize such a large 
credit. The credit might be available from privace sources, 
in order to reduce their need for coal, the Swedes are re- 
ported to be negotiating with Austria and Czechoslovakia for 
steel. Transportation cosis are expected to make the inm- 
ported steel about 50 percent higher than domestic steel, 
Since the steel is principaliy intended for the manufacture 
of goods for the USSR and the Swedes may not sell to them 
at a price higher than previous Swedisn export prices, the 
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Swedish industrialists are expected to refuse to use the 
imported steel for Soviet orders unless the Government 
assumes the burden of the price differential. 


USSR_Reported Hoping Ino Control Manchurian Trade It 
has been reported that a Sovict official in Na Nanking stated 
unofficially that the USSR hopes to control the bulk of 
trade out of Manchuria by controlling Dairen and will 
attempt to prevent implementing the agreement for joint 
Sino-Sovic® control of Dairen until the Chinese implement 
the agreement on joint operations of the Hangchun railway. 
The official stated that without an effective Sino-Soviet 
commercial agreement Dairen might supply the South and 
Europe with Manchurian gocds to the detriment of the 
Soviet Far Eastern economy. : 











italv Preparing Commercial Agreement For Negotiation 
With USSR Preparatory studies for the conclusion of a com- 


mercial agreement between Italy and the USSR are reported 

to have reached an advancec stage among interested Italian 
agencies and trade associations. The Italian Foreign Office 
hes stated that no negotiations are expected until after the 
peace treaty is signed. 








Bulgaria Plans To Negotiate Several Trede Ag:eements 
Early in January ea Bulgarian delegation went to Moscow to 
renew the annual trade agreement with the Soviets. Upon 
the signing of the Sovict agreement, one part of the 
Bulgarian delegation will proceed to Stockholm and another 
wiil go to Bucharest to negotiate trade agreements. Trade 
delegations are also expected to go to Yarsaw and Paris 
and a Yugosiav trade mission is expected in Bulgaria. 


- UK K_Discusses Trade With Denmark, Belgium And The 
Netherlan A Danish trade “delegation arrived in London 


Jenuary “50° to renew discussions broken off in Copenhagen 

last month. The British are expected to press for larger 
shipments of bacon, butter and eggs to offset the trade 
balance which is currently £25 million in favor of the 

UK. Discussions have been held with a Belgian trade dele- 
gation in an attempt to try to bring about a closer balance 
of: trade. A UK mission is scheduled to go to the Netherlands 
soon: to discuss Anglo-Dutch trade. 














UK_ Increased Prices For Fish Relieves Iceland Of Pressure 
The British claim thet there are no political considerations 
in their recently announced 30 percent price increase for 
Icelandic fresh iced fish and thet the increase is due 
entirely to rising prices in the Wie They add that a profitable 
iced. fish market has been reopened in the UK and with herring 
products in large demand, Zeeland has been relieved temvorarily 
of pressure to seex offers rom Moscow for preclusive purchase 
of the total 1947 fish ideetion. 
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Trade Agreements Negotiated Between European Countries 


The Polish-Icelandic trade agreement, signed in December, 
provides for the exchange of 790 metric tons of wool and 100 
metric tons of sheepskins from Iceland in return for 50,000 
tons of Polish coal. Czechoslovakia has signed a trade agree- 
ment with Turkey. In order to facilitate mutual imports and 
exports, both countries agree to grant each other credits 
(probebly no more than reciprocal clearing). The Czechoslovak 
agreement with Norway for the exchange of goods, which would 
have expired on December 13, 1946, has been extended, Repre- 
sentatives of the Norwegian end Netherlands governments are 
reported to have agreed on the terms of a commercial treaty, 
under which Norway will export to the Netherlands woodpulp, 
fish, codliver oil, sulphur pyrites and granite products, in 
exchange for seeds, vegetables, textiles, chemical products 
and machinery. Switzerlend and the Netherlands have con- 
cluded negotiations for a new two-yeer trade agreement. An 
effort was made to increase exports from the Netherlends end 
it is believed that the Netherlands will be able to maintain 

@ balanced trede with Switzerlend. It has been reported that 
a trade agreement between Italy and Hungary has been concluded. 


** ‘ 





os EAGUE AVIATION POLICY The Arb League Council, at 
IS COUNTER TO US OBJECTIVES its November-December meeting, 
approved an Arab League Aviation 
Convention, including a standard form bilateral air transport 
agreement, which is recommended for use by all Arab countries. 
The Convention has been referred back to cach individual Arab 
state for ratification and adoption as aviation policy. The 
agreement which incorporates most of the measures approved 
by the Arab League Communications Conference of August 10 
is particularly objectionable to us because of reservations 
on Fifth Freedom traffic. (See page 4, August 5, 1946 issue 
of Current Economic: Developments.) The Convention provides 
thet no Arab state will grant privileges to cirlines other 
than Arab airlines more favorable than those contained in 
the standard form bilateral air transport agrecment which 
comprises the Annex to the Convention. The Convention also 
includes a clause providing thet any bileteral air transport 
egreement already concluded by eny of the Arab countries 
will be modified to correspond with the proposed standard 
form recommended by the Arab League. Although the standard 
form agreement, which would require a plan to share traffic 
on competitive services with the various Arab airlines, 
probably would be satisfactory for Ethiopian, Greek and other 
airlines bordering the Arab area, it is too restrictive and 
unsatisfactory for American and Sur opean trunk lines. 
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It has become obvious that each of the Arab League 
states is reluctant to conélude an air transport agree- 
ment with the US which would run contrary to the policy 
of the Arab League regarding the extent to which non- 
irab states should be granted rights involving the 
carriege of traffic between points within the League. 

In addition to this delaying factor, the Palestine issue 
has tended to weaken our position when it comes to ob- 
‘taining air rights in the Near East, 


' These developments have indicated the desirability 
of disseminating throughout the Arab States some expression 
of our views which argue against adoption of the Arab League 
type agreement. The Depertment presently is preparing such 
material. 


Status of US aviation arrangements in Arab League 
countries is as follows: 


Egypt “fe have learned confidentially and informally 
that the Egyptian Parliament may not ratify the bilateral 
air transport agrecment signed with us on June 15, 1946, 
without first modifying it in accordance with the proposed 
Arab air agreement. The French, Dutch, Ethiopians and 
Iranians, who have been negotiating with the Egyptian Govern- 
m-nt for an air agrecment since last November, have encountered 
the same attitude. So far they heve refused to accept Egypt's 
proposed agreement. Temporary operating permission for the 
eirlines of those four countries, which expired December 15, 
hes been extended until March 15, pending the conclusion of 
permanent air agreerents. The British also are expected 
to seek an agreement with Egypt some time this spring since 

‘ the old Imperiai Ai*ways Agrcesoment, under which BCAC still 
operates thrcouzh Egypt, terminates in May of this year. 
Under the cireumtirc:iwcs it is Likely that considerable 
pressure will 6: bro.z2zht to bear upon Egypt, with the pos- 
sible result tnat the Egyptian Government may not ratify 
the Arad League Ccnvention or might endeavor to work out 
some means of granting a less restrictive type of air 
agreement. | : 


Payne Field, which was transferred officially.to the 
Egyptian Government on December 15, has been renamed 
Farouk Airport and its use for all international airlines 
is being encouraged by Egyptian aviation officials. Military 
landing rights desired by this Government were obtained 
December 12 for a period of six months ending June 15, 1947 
and it is understood the Egyptian Government will give 
sympathetic consideration to a request from us for.the ex- 
tension of these rights... A C4A foreign field office has 
been located in Cairo for the purpose of supervising US flag 
air carrier opérations in the area. hos : 


Irag 
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Iraq ‘We have just learned that the iraq Cabinet has 
passed a resolution granting US airlines rights in Iraq 
identical with those we enjoy in Lebanon. We shall endeavor 
to clarify this offer while continuing to press for the con- 
clusion of a bilateral eir transport agreement. 


Iran Our Civil Air Attaché at Cairo, who covers 
aviation matters throughout the Middle East, has been in- 
structed to submit a draft bilateral agreement to Iranian 
authorities based upon the principles embodied in our agree- 
ment pending with Iraq. The Director of the Treaty Division, 
Foreign Office, has indicated Iran probably will ask for in- 
clusion of the Bermuda clauses. 


Iranian Airways, in which TWA has a 10 percent interest 
and a management contract, has met with considerable opposi- 
tion from the British and the USSR. British opposition re- 
sults from the competition being felt by BOAC and the fear 
of increased competition if Iranian Airways succeeds in 
getting up international cperations on a larger scale. 

There is every evidence of Soviet determination to keep 
Iranian Airways, which uses American pilots, from flying to 
eny town in the northern provinces. While we will not inter- 
fere actively to support and strengthen Iranian Airways, we 
have endorsed a policy of restrained and informal support 

on the assumption that, as an Iranian company, it should be 
treated as the enterprise of a sovereign state. 


The operation of a 100 percent Soviet airline in 
Northern Iran continues. There is some uncertainty as to 
the status of the Soviet request for 50 percent ownership 
of a proposed aviation company to have a monopoiy on routes 
in North Iran. On the one hand it is feared that the Cabinet 
may approve the Soviet request, while on the other, it is 
rumored that one significant result of the liquidation of 
the Azerbaijan affair may be the termination of Soviet com- 
mercial aviation operations inside Iran. 


Ye are interested in promoting adherence to the general 
principles of international civil aviation which are ex- 
pressed in the Chicago agreements and by membership in PICAO, 
We will take whatever action we can to prevent Iran from 
yielding to Soviet pressure for the acceptance of aviation 
principles and practices which are opposed to those advocated 
by states which are members of PICAO. 


Lebanon We signed an air transport agreement with 
Lebanon on August 11, 1946. Aithough formal ratification 
is necessary, the provisions of’ the agreement became 
operative from the date of signature. The certified US 
carrier (PANAM) has not been able to operate into Lebanon 
due to the inadequacy of the airport, however the Lebanese 
have approved an initial appropriation of £4 million for 
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the construction of a new airport. It is hoped thet < 
satisfactory agreement wita Iraq will be concluded in nm 
near future thereby resulting in full Fifth Freedom privi- 
leges between Beirut ond Baghdad by the time the eirport 
is completed, 


Saudi 4rabia Although we have not yet concluded a 
formal bilateral agreement with Saudi arabia, cur designated 
carrier enjoys satisfactory operating rights. Through the 
instrument of-agreement concerning Dhahran airfield, which 
gives us rights otherwise difficult to obtain from the 
arab League states due to the policy of prohibiting carriage 
of traffic between these states by foreign airlines, we are 
encouraging a more liberal outlook toward the growth of 
international air transport end the development of domestic 
civil aviation to the greatest extent possible. The CAE 
hes approved the TWA five-year management contract with the 
saudi Arabian Government for the operation of a government- 
ovned Saudi Arebian airline to serve the surrounding area. 
We are accelerating our plans for the training of Saudi 
Arabians in the operation of Dhanran airfield and its 
facilities in line with our policy to implement this com- 
mitment at on early date. 





Syria Our draft bilateral air agreement suomitted 
to the Syrians in M arch, 1945 has not yet been orought to 
a successful eonclision. é£ notice by our certified carrier 
in August, 1946 that it was ready to begin services io 
Syria, brought matters to a head and the Legation was 
authorized to approach the Syrian Government again request- 
ing temporery rights. At a subsequent cabinet meeting the 
Syrians offered temporary rights to PANAM and lsid down the 
conditions for the formation of a Syrian <cirline in couoper- 
ation with either PANAM or TVA. The question of a bilateral 
agreement was left open untii the Prime Minister obtainea 
final word as to Arab League Policy. Syria has asked the 
other Arab states who have signed cereerents with the US 
‘yhether they intend to modify them to conform wivwh the re- 
strictions laid down for the Arab League "model" air agree- 
ment. 


Although the temporary permit granted PANAM was indeJi- 
nite, the Legation has informed us that Fifth Freedom rights 
ot Damascus are included. The airfield at Damascus became 
available for use upon withdrawal of the French military 
forces, The opposition of the British officials to our 
lengthy efforts to obtain an agreement came to an ena in 
early October as a result of US-UK understanding on the 
Bermuda principles and the agreement that both countries 
would cooperate in the efforts of each to ovtain air rights 


in third countries. 
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mn air line was formed on December 21. Pi.YAMV 
the contract, which is purely operational, end 
lowance for stock participation in the airline. 
ted that the airline will operate initiaily in 
r or Syric end that later a service between 
-endad and Damascus-Cairo will be established. 


POSED FORCING There is now pending 
7 ON INDUSTRY perfore the Rumanian 
legislative cvouncil 
pared by the ‘finister of Nati — Zc onomy , 
reportedly at Soviet wee, whicn if adopted will effect 
sweeping changes in the econcemic structure cf the country 
by callectivizing Rumanian industry. ndustry, with the 
exception of joint Soviet-Rumanian companies, is strongly 
opposed to the draft bill since it will result in virtual 
nationalization withcut compensation to the owners and in 
private cepitel continuing to bear the financia! risk. 
Von-communist parties in the sovernment are reported 
determinea to resist the proposed legisiation. The Depart- 
ment is exemining the availeble information to determine *o 
what extent US interests will be affected and what measures 
might be taken by this Government. Je have received no 
details on a law nationalizing tne National Bank of Ruman.: 
hich was issued on December 27 


a ee 
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The draft bill » as reported, provides for the creation 
of industrial bureaus of the government to regulate on an 
industry-wide basis any group of businesses which may make 
up en industry in themselves. In derogation of the rights 
of the constituent companies, the bureaus will be authorized 
to handle the financial affairs of the companies and to con- 
trol the procurement of raw materials, including imports, 
and the sale of finished and semi-finished products, inciuding 
those destined for export. The proposec law eiso provides 
that the Board of Directors for each industry will be conm- 
posed of from 7 to 11 members, of whom the constituent 
company propose to 4, subject to approval by the Minister 
of National Economy. The remainder of the members are to be 


appointed 
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appointed by the Government. The constituent companies will 
be forced to subscribe to the initial capital of the bureaus 
in proportion to their capacity and the companies will pay 
annually for any losses suffered by the bureaus. If any 
company disagrees with the decisions made by the “Seneral 
Assembly of its bureau, it may request that its capital 
share be liquidated. Compulsory arbitration before a 
government tribunal is provided in case a stockholder wishes 
to instigate a suit against a bureau. Extremely heavy 

fines and penalties are provided for noncompliance with pro- 
visions for subscription to the capital of the bureaus, 
non-payment of quotas for losses, and for failure in 
furnishing required information or failure in declaring the 
production of the enterprises. 
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This weekly publication is designed to highlight developments in the eco- 
nomic divisions of the Department of State, and to indicate the economic prob- 
lems which are currently receiving attention in the Department. It is suggested 
that copies be retained on file, as reference will sometimes be made to previously 
reported items to avoid repetition. 


Document Security Instructions 


This document should be treated in accordance with current instructions 
regarding security measures for SECRET material. Extreme care should be ex- 
ercised to avoid public or private discussion of the information herein with or in 
the presence or hearing of any person not authorized to have knowledge thereof. 
For general purposes all classified Foreign Service Officers and other responsible 
economic officers are authorized to have knowledge of the contents of this docu- 
ment, responsibility for the safekeeping of which will be assumed by each recipient 
thereof. It may be retained in protected files or, at the discretion of the recipient, 
destroyed by burning. If not personally disposed of by the recipient, he will 
assure himself that it is burned in the manner prescribed for SECRET material. 
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CANADA REPLIES TO US PROPOSAL ON The Canadian Sovernment 
ADVANCE JAP REPARATION TRANSFERS in response to the US ” 

proposal for using the 
interim directive procedure to start reparation removals, 
has stated that it is concerned lest the US proposal might 
prejudice the future activity of the Far Eestern Commission, 
(See page 15, December 16, 1946 issue of Current Economic 
Developments.) Canada attaches the greatest importance to 
the stabiiization of the Japanese economy at peacetime 
levels, and prefers that decision be made on the level-of- 
industry program within the FEC before any action is taken 
on reparaticn. ‘While appreciating the difficulties in © 
harmonizing US and Soviet views on Japanese reparation, 
Canada suggests further efforts should be mede within the 
FEC to rcach agreement on the procedure to be followed in 
allocating reparation to the Allied Nations, and is willing 
to accept a procedure which does not specifically mention 
how the problem of Japanese external assets will be handled. 
Canada further suggests that the deadlock might be broken 
if the matter were referred to the Council of Foreign 
Ministers, 














If, despite Canada's point of view, the US feels that 
it is imperative to proceed without further delay in an 
interim reparation program, Canada is willing to participate, 
provided that such directives would be without prejudice to 
the final reparation settlement and the US hes reasonable 
essurance that the countries to receive reparation ere in a 
position to remove the items concerned end put them to use 
without undue delay. 


* * * 





ITALY'S SURPLUS CREDIT WILL The US will extend to italy 
BE INCREASED BY J10 TIILLION a supplemental credit up to 

a maximum of $10 million to 
finance the purchese of surplus property not included in 
the bulk sale agreement of September 9, 1946. This amount 
will raise to a total of £170 million credits made available 
to Italy for this purpose. (See page 17, September 16, 1946 
issue of Current Economic Developments.) An agreement of 
Octoher 3, 1946 transferring to Italy surplus ammunition in 
the amount of $152,000, as well as other sales contracts 
made on a credit basis since the bulk sale agreement, will 
be included under the supplemental credit. Credit terms 

are to be those of the bulk sale agreement, i.e. 3(c) terms, 
with interest at 2-3/8 percent, repayment to be made in 
dollars over a period of twenty-five years beginning January, 
1951. FLC negotiators have been instructed, however, to 
attempt to secure an increase in the cnnual limitations in 
the local currency option, as well as the raising of the 
meximum possible local currency cell to a total of {20 mil- 
lion for both contracts. It is expected that the: agreement 
will be concluded in Italy in the near future. | 
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US REITERATES PROTEST TO UK- In a firm reiteration of 
ARGENTINE FINANCIAL AGREEMENT our position, the US 

Secretary of the Treasury 
has replied to the UK Chancellor of the Exchequer's letter 
concerning our protest to Article I of the Anglo-Argentine 
Financial Agreement which we believe to be in conflict with 
the terms of the US-UK Financial Agreement of December 6, 

1945. (See pege 6, November 4, 1946 issue of Current 

Economic Devel opments.) 











The latter agreement requires that any sterling 
balances which are released shall "not later than one yecr 
after the effective date of this agreement. . .be freely 
available for current transactions in any currency area 
without discrimination," while Article I of the Anglo- 
Argentine Agreement contains the following clause: "If 
in any year the balance of payments with the sterling area 
be unfavourable to Argentina, Argentina may. . .dispose 
freely, within the said area, of its sterling balances for 
an amount equivelent to the deficit." The US objects in 
the UK-Argentine Agreement to the provision that in the 
event £rgentina hes an unfavorable belance within the 
sterling area, the blocked sterling balances, instead of 
being freely disposable in any currency area as provided 
in the US-UK agreement, would be confined to use only with- 
in the sterling area. 











Two principal issues ere stressed in the US reply. 
First, although recognizing the difficulties involved in 
the negotiation of the sterling balance settlements, 
these difficulties cannot be regarded as justifying con- 
mitments contrary to the terms of the US-UK agreement. 


The second pcint is addressed to the Chancellor's 
remarks that there is little danger of Argentina having 
a deficit in the sterling area during the next four years 
It is observed in the US reply that this disputed clause 
itself may have the effect of encouraging Argentina to in- 
cur a payments deficit in the sterling area. Further, it 
holds that any commitment which under certain circumstances 
might bring about action which would be contrary toc the 
terms of the US-UK Financial Agreement would not be in keep- 
ing with the spirit of this agreement. 


Finally, a statement is requested from the Chancellor 
indicating the UK's intention to omit such clauses in 
future agreements, and also our position is stated with 
regard to appropriate adjustments expected to be made by 
the UK to Argentina to avoid any discrimination at 
variance with the US-UK Agreement, if Argentina incurs a 
current deficit with respect to the sterling area. 
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US WILL SUGGEST TO UK THAT QUOTA CONTROL OF The Depart- 
GOLD COAST TIMBER BE EASED AS SOON &S POSSIBLE ment has 
received 


numerous communications from trade representatives protesting 
control by the UK of the export of logs end iumber of mahogany 
and other species from the British Gold Coast Colony. “e 
heve suggested to Embassy London that it urge that the Board 
of Trade control of mahogany exports, resulting in a pre- 
ferred supply situation for the UK, be eased as soon as 
conditions warrant and eventually be eliminated altogether. 
Since lumber is in short supply and since most producing 
countries, including the US, have imposed some restrictions 
upon exports to conserve resources, meet internal require- 
ments and insure es equitable a distribution of supplies 
oe possible, we feel that we cannot meke stronger representa- 
ons, 


The UK recently announced the details of the export 
plan to take effect on February 1. It provides that, aside 
from one firm which will be allocated a flat export rate 
of 7,000 tons of timber for the US, all other shippers will 
be required to consign to the UK not less than 66 percent 
of their mahogany exports and not less than 66 percent of 
their total timber exports. Although the quota allotted 
to the US is greater than its share of exports (32 percent) 
in the five years immediately preceding World War II, the 
total will be considerably less than that obtained during 
and immediately following the war. Price controls will be 
removed but the UK Timber Control has guaranteed prices for 
mahogany at not less than the present control price and has 
also guaranteed minimum prices for other species. 


We have suggested that the Embassy point out to the 
Board of Trade considerations reised by trade representa- 
tives here (1) that the export control program will 
seriously disrupt the US industry since there has been 
insufficient warning to permit adjustments in US industry 
plans and (2) it is expected that the hardwood supply for 
export trade from most sources throughout the world will 
increase by mid-1947, accompanied by a decline in prices. 
A more gradual application of the Gold Coast export con- 
trol might therefore be warranted without injury to the 
UK and with less injury to US industry. We recognize the 
significance of the price policy but feel that it is part 
of the general pattern which only an improvement in world 
Supplies can correct. 
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IRO PREPARATORY COMMISSION TO The General Assembly of the 
“MEET IN GENEVA FEBRUARY 11 United Nations approved on 
December 15, 1946, the Consti- 
tution of the International Refugee Organization (TRO) and 
the Agreement for a Preparatory Commission after the matter 
had been debated in the various bodies of UN for eight 
months. Immediately thereafter both instruments were opened 
for signature and they have now been signed by Canada, the 
US, France, the Dominican Republic, Honduras, Guatemala, the 
Philippines, Liberia, and the Netherlands. The signature by 
the UK as been authorized from London and is expected within 
the next day or two. The Constitution comes into force when 
fifteen: governments have definitely become parties to it 
whose allocated contributions to the operational budget 
constitute 75 percent of the total. Since the signatures 
elready made have been accompanied by reservations as to sub- 
sequent acceptance it will be necessary for further action 
to be teken by these governments in order to make their par- 
ticipation definitive. The instrument establishing the 
Preparatory Commission requires only eight signatures with 
the provision for subsequent acceptance and it is therefore 
now in force. 








The Preparatory Commission is scheduled to hold its 
first meeting in Geneva, Switzerland, beginning February ll. 
The agenda is expected to deel with the organization of the 
Commission itself, including the election of an Executive 
secretary, who will be the chief edministrative officer of 
the Commission. The agenda will also deal with the chief 
task of the Commission, which is to expedite the effective 
coming into operation of the IRO by making plans’ for the 
assumption by the IRO of the present functions now carried 
on with respect to refugees and displaced persons by 
existing organizations, UNRRA, the control authorities, and 
the Intergovernmental Committee on Refugees. Since this 
first meeting is expected to last only a week, it is not 
believed thet the Commission can do much more than orgenize 
itself and lay out-ea program upon which the Executive 
Secretary can make recommendations for the next meeting 
which might be held in the latter part of April. 


The IRO is to be a specialized agency corresponding 
generally in its structure and relationship to UN, to FAO, 
or UNESCO, Its mandate is comprehensive, to take’ over 
from existing organizations the entire problem of refugees 
end displaced persons. The obligatory portion of its budget 
for the first financial year wes established by the GA at 
approximately $155 million. In addition to this, there is 
a $5 million item for large-scale resettlement expenses to 
which contributions are voluntary. In the administrative 
portion of the budget ($4,800,000) the US has been allocated 
a percentage equal to its percentage share of the UN budget, 
39.89 percent. To the operational part of the budget 
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($151 million) the US will be obligated to contribute 
45.75 percent. The total US contribution for the first 
financial year will therefore be approximately 973 million. 
Within the next few weeks the Department will submit to 
Congress for enactment eae Joint Resolution authorizing the 
President to accept membership for the US in the IRO and 
authorizing an appropriation therefor. A legislative pro- 
gram is also being formulated in the Department concerning 
the admission of refugees and displaced persons into the 
US in accordance with statements on this subject made by 
the President over the last several months. The exact 
nature of this legislation has not yet been determined. 


ITEFC_ IS CONSIDERING ADDITIONAL In a report on the world 
REQUESTS FOR CEREAL ALLOCATIONS food situation, submitted 
to the International 
Emergency Food Council by the Director General et its third 
meeting in VYashington on January 30 and 31, the seriousness 
of present food shortages was emphasized. The report pointed 
out that the already extremely low caloric diet of many 
Buropean countries is dependent upon imports which supply 
more than one-third of the total calories available and thet 
tens of millions of people in the Fer Eest are on the border- 
line of starvation. Cereals, fats and oils, meat, and sugar 
remain in short supply. The Council, which is now composed 
of 30 members, including 5 new ones--Austria, Egypt, Mexico, 
Poland, end Portugal--voted that a small committee should 
determine: (1) which commodity committees should continue in 
operation beyond December 31, 1947 when the Council is sched- 
ulead to be terminated, and (2) whether committees that no 
longer allocate commodities could be continued as a means of 
exchanging information on supply and demand, The committee 
should also suggest to the next Council meeting ways of 
integrating the short-term activities of the Council with 
the long-term activities of the FAO, 








Cereals Situation Continues Critical A report prepared 
by the Cereals Committee of the IEFC indi icates thet the 
world crisis in cereals will continue for the next few months 
at leest. Whether or not the world food situation deteriorates 
below the acute position of a year ego depends upon transport 
conditions in exporting countries, the effective operation of 
the IEFC's programming of cereal supplies, the assistance im- 
porting countries can give by economizing in the use of grain 
end in stimulating collection of indigenous production, and 
the extent to which stockpiles can be reduced. 
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The Cereals Committee estimctes that export aveailabili- 
ties of all grains approximate 25 million tons, of which 
ebout 18 million tons are whect and wheat flour. Food require- 
ments for 1946-47, as officially presented by cleimant coun- 
tries, totalled nearly 38 million long tons. In addition, 
several million tons of feed grains have been requested. 

The statistical balance between requirements and availability 
which was achieved by the IEFC by recommendations involving 
drastic cuts in requested allocations has been unsettled by 
revisions of requirements upwards and new requests which 
bring the requirements up to about 39 million tons. As a 
result a new deficit, roughly estimated at 2,400,000 tons, 
exists. It is hoped that the US, the only country from 

which any considerable increase in shipments cen be expected, 
may be able to exceed its official export goal of 10 million 
tons. From July to December the US exported 4,500,000 tons 
of grain, even though hampered by lack of internal trans- 
portation and by strikes, and export programs for January 

and February total 2,700,000 tons. Since more than half of 
the available wheat was shipped during July-December, 
however, a relatively greater proportion of other grains 

will have to be shipped during the remainder of the period. 


Reasons For Present Cereals Crisis Generally favorable 
crop reports as compared to last year resulted in a misunder- 
standing of the world grein supply position. Despite im- 
proved crops, in some areas the situation will be worse than 
a year ago and more serious even than during the war. Some 
of the reasons for this epparently anomalous situation are: 
(1) much of the increased production of grains was in areas 
not important for world trade, for example, Spain, Turkey, 
parts of Eastern Europe, central USSR, China; (2) the in- 
crease to e large extent was in coarse grains, use of which 
is limited for direct human food; (3) bad harvesting weather 
reduced many crop estimates; (4) end of season stocks were 
so reduced as to make some rebuilding necessary; (5) reduced 
rice crops in the Orient as compared with pre-war caused 
increased demand for other grains; and (6) although an im- 
portant part of the world increase was in the US, due to 
limitations of rail transport, port loading capacity and 
loss in shipments because of strikes, the US is unable to 
export all of its grain surplus. 


Shortages Of Other Commodities The IEFC hes not 


reached full agreement on preliminary allocations for fats 
and Oils, meats, and sugar for 1947. The fats and oils 
situation is now somewhet better than forecast last October, 
The prospect of world shipments in 1947 is 3,300,000 tons 
which is slightly lerger than the volume for shipment in 
1946, but is only one-half of the volume moved in pre-war 
trade, The world shortage of meat is still acute and inter- 
national shipments of meat will be somewhat smaller this 





year 
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yeer than lest. The severe shortage of animal proteins 

in European diets has caused an abnormally high demand 

for the pulses--beans, peas, lentils--with the result that 
the disparity between demands and availabilitics is greater 
than that for any food under allocation. Rice for the Fear 
East is inadequate, with export supplies allocated for the 
current year totalling 2,900,000 tons, es compared with 
7,800,000 tons exported annually before the war. Prospective 
worid supplies of sugar are five to ten percent smaller than 
pre-war, with increased demands. 


Countries Facing Criticel Shortages Included among 
the countries which heve reported critical shortages to 
the IEFC are France, Rumania, Hungery, Portugal, Switzerland, 
the UK and India. The situation in Germary and Austria 1s 
clso considered serious. At the request of President Truman, 
former president Herbert Hoover left the US February 2 to con- 
duct a survey of food end economic conditions in Germany and 
Austria, The IEFc Cereals Committee, which is reviewing 
French requirements, will presumably give consideration to 
the possibility of edjusting upwards allocations to France 
in view of France's seed requirements resuiting from frost 
damage and since some grain imported from Argentine is unfit 
for human consumption, The committee is considering Rumania's 
recent request, as a new claimant, for an allocation of one 
miliion tons of corn and 15,000 tons of seed oats and 40,000 
tons of seed corn because of 1946 crop failure. It is ex- 
pected that the requested allocation will be drastically cut. 
For February, the IEFC has approved the shipment fron the 
US or 17,000 tons of corn for Rumania. However, the US has 
made no decision on implementation, pending assurances that 
the grain will be utilized to the maximum for the relief of 
the Rumanian people. In current discussions the Hungarian 
economic delegation has requested US assistance in securing 
its requested allocation of 66,500 tons of wheat, 5,000 tons 
of wheat seed and 20,000 tons of barley seed from the IEFC 
in order to maintain even the reduced rations which it is 
considering. The Portucuese report the most serious 
situation they have yet faced, with stocks on hand to meet 
the present ration for only two weeks, Due to other serious 
food shortages, the government believes an increased bread 
ration will soon be necessary. The Swiss stocxs of bread 
grains are lower than during the war years and their bread 
ration is 225 grams per dey. ‘The UK food prospects for 
1947 are littie, if any, better than last year. The British 
people have been warned that meat suppiies are no more than 
adequate for present rations; there may be difficulty in 
maintaining the bacon ration; dried eggs, sugar, fats and 
soap supplies are likely to be maintained at present levels. 
India states that starvation will be staved off by strictest 
rationing and by calling again on the US for cereals. 





* * . 
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PERMANENT EUROPEAN TRANSPORT Establishment of 2 permanent 
ORGANIZATION IS RECO’? ENDED European transport orgeniza- 
tion (ETO) and termination 
of the European Central Inland Transport Organization (ECITO) 
has been recommended by the Committee established by the 
ECITO Council to. consider the future of the organization. 
(See page 6, December 30, 1946 issue of Current Economic 
Developments.) The recommendation came after careful con- 
sideration of the special conditions. under which ECITO was 
established, its temporary charecter, the difficulties of 
modification of the ECITO agreement, the advisability of 
admitting new countries not now members of ECITO and, 
finaily, the economic as well as the technical nature of a 
new organization. It was recommended that ETO should be 
consultative and edvisory end have some close working re- 
lationship with ECOSOC and the proposed Economic Committce 
for Europe (ECE). 














Recommended Functions The committes recommended that 
the new organization should have the following functions: 





(1) Serve 2s an international forum for dis- 
cussion of mutual inlend transport problems. 


(2) Coordinate long-term inland transport policy. 
(3) Advise the ICE on inlend transport. 


(4) Stimulate existing international inland 
transport bodies. 


(5) Promote new international bodies in Huropecn 
inland transport if necessary. 


(6) Eliminate and prevent all preferential and 
discriminatory action in international 
inland transport. 


(7) .Coordinate different forms of international 
inland transport (rail, water and roads). 


(8) Collect all existing documents and promote 
standardization and extension of statistics 
ond documents. Carry out research and make 
all information available. 


(9) Assist governments in revision of existing 
conventions, in conclusion of new conventions 
and in operation of these conventions. 


(10) Advise governments in matters requiring 
conciliation and arbitration. 
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Relationships “With ECE And ECOSOC It was recognized 
that the structure of the proposed ETO is largely dependent 
on future relations between ETO, ECOSOC and the proposed 
ECE. The Committee thus suggested ‘three plens for the 
structure of ETO for Council consideration. The first 
would link ETO directly to ECOSOC. ETO would be autonomous 
to ECE but in close liaison and in this case ETC would heave 
e council. The second plan would make ETO a transport 
branch of ECE. There would be no separate council for ETO, 
but members of ECE would represent governments in transport 
és in other economic matters. The third plen for consider- 
ation was that ETO should be a branch of ECE but have its 

wn transport council, 





Procedure For Establishing Agency The Committce sug- 
gested thet ETO formation be handled through an inter- 
national conference consisting of the member governments 
of ECITO, plus other governments whose participation is 
deemed desireble and possible by the ECITO Council. It 
was suggested thet France take the initiative in issuing 
invitations and that ECOSOC be kept fully informed of all 
developments. 





The Committee felt that terminetion of ECITO should 
coincide with the formation of ETO and thet uncompleted | 
ECITO work should be done: by « special section of ETO 
responsible for its completion as scon as possible. All 
representatives on the Committee were agrecd that emergency 
functions of ECITO such as wagon exchange, recommendations 
regarding restitution of rolling stock, assistance in 
equitable distribution of army surplus, and coordination 
of road, rail and-weter trensport should be continued, al- 
though it was not actually specified in the Comnittee re- 
port that these functions should be handled by the special 
ETO branch. 


The ECITO Council set up the special Committee at its 
meeting December 18-19 and each member government was to 
have a representative on the Committee if it so desired. 
As finally formulated, thc Committee consisted of repre- 
sentatives from Belgium, Francc, Greece, the Netherlands, 
Poland, the UK and US. The Committee recormendetion will 
be considered at the next session of the ECITO “ouncil 
which is scheduled in Murch, 
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DISCUSSIONS OF GOLD US, UK and French representatives 
POOL OPsr IN LC’ DOF began discussions of claims on the 
serman gold pot in London January 30. 
The following cuestions were reviewed: (1) Regarding the 
Freneh claim against Italy, the US and UK proposed the con- 
ciusion of an agreement under which the Italians would be 


given full share in the gold pool, but would be required 

to set aside, pending the determination of cleirs under 

the treaty procedure, the amount of gold eoual to French 

end Yugosisv cleims. The French negotiators indiceted 

they would nave to consult the Foreign Office on this pro- 
posal. The US and ux representatives stated thcir eaten 
tion to rcturn the Fortezze gold. (2) The US and (XK re 
sentatives urged the French to agree to Polish seehhalenaion 
in the gold pot and proposed thet no determination should be 


ecdent of the Hungaria 
thet the gold was identifiable. The US representative egreed 
to request a full steterent of the fects. (4) It was noted 
that both Italy and Albania would probably clair on benalf of 
the forrer benk of Albania and it was agreed that this ques- 
tion wovld have to be settled on its merits through the con- 
rission. (5) It was agreed that the Yugoslev claim to gold 
renoved to italy should be pressed against Italy; that the 
ngoslev claim egainst Gerrany for this gold should not be 
admitted and that Italy should be entitled to claim against 
Gerrany for any part of this gold taken to Germany. (6) In 
orcer to take distribution from the pool without awaiting , 
inai determination of ail the miscellaneous iters, it was 
agreed to recommend to the three governments that in working 
out the distribution, an amount of gold be set aside to cover 
cases which could not be quickly settled and that a partial 
distribution be made on the basis of accepted claims as 
quickly as possible. (7) It was egreed that the plan to 
raise the question of locted gold with Rumania through US 
and UK representatives on the aCC was satisfactory. (8) 
The US representative emphasized our wish that action be 
expedited regarcing the definition of non-monetary gold and 
thet the French take acticn on the Hungerian gold train. 


rede for aisposition of any gold Poland claimed for Denzig 
until the “rontier is settled. The French have since noti- 
fied us of their sgreencnt to the dispatch of the gold 
cuestionnaire to Foland. (3) fhe Eritish and French both 
agreed that Austria should share in the gold pot but indi- 
cated annoyence with US action in returning ©5 million gold 
to the Austrian Government. The US representative explained 
that trsc US position was based on the claim thet the gold 
was the property of the Austrian Netionel Bank end the pre- 
Fungarian gold. The British expressed doubt 
: 


* > - 
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US REPLIES TO MEXICO ‘Ye have replied to the memorandum 

ON DEVELOPITENT PLAN setting forth the Mexican Govern- 
ment's interest in securing develop- 
ment and industrial loans from US official and private 
sources, and the International Bank. (See page 4, December 30, 
1946 issue of Current Economic Developments.) ‘We affirm our 
desire to extend our fullest cooperation for the agricultural 
and industrial development of Mexico, as evidenced by various 
acts of cooperation between the two governments in recent 
years including the granting of Eximbank credits of more 

than $90 million for various projects of national importance 
to Mexico. However, in principle, it is our opinion that 
whenever possible the financing of sucn projects as are 
enumerated in the Mexican memorandum should be obtained 
throug: private investment loans in the US. 











Additional Sources Of Credit In addition to the possi- 
bility of obtaining private loans, we indicate that the 
International Benk is now the appropriate agency to consider 
the finencing of a major development program of the kind 
envisaged by Mexico and, therefore, have suggested that the 
matter be ciscussed directly with that institution. Regard- 
ing additional Eximbank aid, our note states that the Exin- 
bank is planning to limit its activity mainly to those types 
of financing which will directly promote and facilitate ex- 
ports from, and imports into the US. For that reason the 
Bank may consider aiding in the financing of specific projects 
which in themselves, or by their direct effect, promote Mexi- 
can-US trade. On the basis of present information, it is not 
possidle now for us to estimate the extent of essistance that 
may be obtained from this source. : 





Technical Mission To US Regarding the issue raised in 
the memorandum of the adequacy of the credit basis of the 
projects listed, our note suggests that Mexico may wish to 
send a small technical mission to discuss these projects 
in Jasnington and elsewhere in the US with official and 
private lending organizations. (Although not mentioned in 
the note, it is relevant to point out that the Mexican 
Ambassador to the US, accompanied by two financial advisers, 
is reported returning from Mexico to the US to negotiate 
credits.) 





President's Cempeign for _ “Economic Recuperetion" Last 
week Mexican President Aleman announced what he called "a 
campaign for the economic recuperation of Ifexico". The pro- 
gram includes: industrialization, development of natural 
resources and strengthening of economic resources, Aleman 
called upon all citizens to cooperate and told them their 
first duty was to consume Mexican-made goods. Although this 
program is in keeping with the President's campaign promises 
of economic recovery, it is the first time thet a high of- 
ficial hes called upon the people to buy national products. 
US official comment in Mexico City is that this campaign is 
populerizing the high tariff theory and the limitation of 
exports and if carried to extremes mey be prejudicial to US 


interests. 
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ECONOMIC DISCUSSIONS HELD Food supplies, credits, post- 

“TTH HUNGARIAN OFFICIALS UNRRA relief, commercial policy 

and American interests in Hungary 
were discussed at a series of meetings last week with repre- .. 
sentatives of the Hungarian Government including Mr. Szasz, 
Financial Counselor of the Hungarian Legation, and ir. Jeno 
Koranyi, Minister Counselor in the Ministry of Commerce. 











Chief objective of the delegation was to secure an 

elitocation of cereals. Drought at the end of the summer 
and in early autumn reduced the grain and corn crop in 
Hungary so that the food situation has materially worsened 

ince the presentation to UNRRA in September. The Hungarians 
are presenting a request to IEFC for allocation of 66,500 
tons of wheat (which would still necessitate a reduction in 
bread rations), 5,000 tons of wheat seed and 20,000 tons of 
barley seed. The Hungarians are interested also in obtaining 
12,000 tons of fats and oils, 15,000 tons of sugar, and 
85; OCO tons of meat wiich are needed to enable Hungary to 
reach 60 percent of pre-wer consumption. Since it is impos- 
sible for them to see how these imports can be financed at 
this time, their chief concern wes with the grain allocation, 
Department officials expressed appreciation for the detailed 
discussion of the matter but pointed out that it was not with- 
in the power of the US to take final action on these matters. 
As a voting member in the IEFC, however, we assured them that 
Hungarian requests would be given the same careful consider- 
ation as those of other countries end that every effort would 
be made to make deliveries of grain where the need is most 
urgent. 


The Hungarian officials stressed the need for post-UNRRA 
relief, referring to the proposals submitted to the UNRRA 
Council meeting in Geneva concerning Hungarian agricultural 
rehabilitation and a second emergency program. They pointed 
out that Hungary participated in UNRRA relief eat a very late 
stage and to a very minor amount. US officials stated that 
the possibility of post-UNRRA relief wes the responsibility 
of Congress, and that a recommendation had been formulated 
which would soon be submitted to Congress requesting an 
appropriation to meet the most urgent relief needs after 
expiration of UNRRA. While assuring the Hungarians that 
consideration of their needs would be given in any disburse- 
ment of relief, they were informed that our efforts would be 
confined almost entirely to such.items as food, medical sup- 
plies, and fertilizers, end that farm ma .chinery would probably 
not.be included in such a program. 


Charges for transit shipment of UNRRA goods through 
Hungary was also discussed. According to the Hungarians, 
$48,700 is due on transit shipments of potatoes from Poland 
and "Yugoslavia, and 2,184,000 Swiss francs for shipments of 

coke from Poland to Yugos lavia. ae added that these 
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payments were needed at once for necessary imports, par-« 
ticularly the grain for which they are seeking allocation. 
Department officials agreed to talk with UNRRA officers 
concerning the reimbursement of transportation charges. 


Regarding credit possibilities for Hungary, Depart- 

ment officials outlined in general the respective types 

of credits extended by the International Eank and the 
Eximbank. Hope was expressed that eventually Hungary 
would be a member of the International Bank and Fund and 
could look toward requesting development and rehabilita- 
tion loans from that source. The possibility of cotton 

and surplus credits was also explored. During the last 
year several attempts to sell 4merican cotton to Hungary 

on credit terms have resulted in failure due largely to 

the fact that the Hungarian textile capacity was fully 
utilized by Soviet cotton imports. The situation now ap- 
pears to have changed. A formel request by the Hungarians 
to the Eximbank for a cotton credit, in as yet an undeter- 
mined amount, has been recently presented, end is now 

under study. Regarding surplus credits, the Hungarians 
heve already received a $15 million FLC credit which, it 

is believed, has not been entirely-utilized- because of 
inability until now to obtain desired items in the European: 
Theater, They are interested, however, in obtaining an 
edditional credit for the purchase of surplus in the US and 
surplus which may now become available in Europe. In this 
connection they were told that the Yar Assets Administration 
#s now prepared to extend reasonable credit to finance the 
purchase of domestic surplus by foreign governments, but 
that such credits would have to be on a relatively short 
term basis in view of the terms generally given to domestic 
purchesers. No final action was taken on either cotton or 
surplus credits. 


With respect to commercial policy, we expressed our 
hope that Hungary will find it possible and desirable to -: 
adopt commercial policies which will contribute to the 
development of multilateral trade on a non-discriminatory 
besis,. The ITO program was outlined and the treaty which 
wes made between Hungary and the US in June, 1925 was dis- 
cussed as well as present possibilities for trade between 
the two countries, 


Another subject of discussion was the treatment of 
American interests in Hungary, with particuler emphasis 
on the MAORT petroleum situation. 


* * * 
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OTHER COUNTRIES MAY PATTERN THEIR ‘ith the conclusion 
AVIATION SETUPS AFTER OUR CAA of the Sino-American 

. air transport agree- 
ment certain problems relative to the control of civil 
aviation in China have been brought to light, particularly 
the absence of any agency capable of controlling and ad- 
ministering civil aviation within China, the question of 
control of civil aviation as between military and communi- 
cations authorities and the determination of what facili- 
ties will be made availeble for international airlines. 
Yith the probability that US airlines will begin con- 
mercial runs in 60 to 90 days, the Chinese Government 
must take some definitive action on these problems, In 
the absence of a set of laws and regulations to control 
civil aeronautics, the Ministry of Communications, 
Aviation Division, is preparing a proposed plan for 
organization of a civil aviation organ of the Chinese 
Government which will be presented to the Executive Yuan 
for consideration. The first draft of this plan has been 
patterned, although on a much smaller scale, after the 
organization chart of our CAd&. Complete data on -our CAA 
regulations have been obt veined by the Chinese from our 
Civil Air Attaché. There is every likelihood, however, 
that local air transport interests would resist promulga- 
tion by the Chinese Government of laws and regulations as 
rigid and as exacting as those under which US carriers 
operate. The new civil aeronautic administra.or of China, 
appointed in December, has expressed an interést in the 
development of civil aviation along American lines. Since 
all equipment used’ within the country by the two airlines 
is of American manufecture, he favors the establishment of 
an aviation administration similer to ours and desires a 
uniform set of aviation laws and regulations, plus uniform 
communications, navigation and meteorological facilities 
under government control. 








“Pursuant to our policy of extending as rapidly as pos- 
sible the international network of US airlines, we are 
interested in fostering the development of civil aviation 
and the improvement of international air transport facili- 
ties within the countries with which we negotiate air 
transport agreements, The Chinese have requested our aid 
in tne selection of competent technicians in this country 
and at the discretion of the Embassy it will be possible 
to furnish technicai consultation on aviation matters 
through the auspices of the C4d foreign su0u8 office to 
be established at Shanghai. 


The ; 
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The Philippine Government also is confronted with th: 
necessity of establishing mechinery for international civil 
eviation. A Civil Aeronautics Commission has been established 
to advise the Secretary of National Defense on the issuance 
of licenses an. other matters in connection with commercial 
air transportation, including 2uthority to fix rates. Al- 
though no formal request for guidance has been directed to 
us, the Philippine Government hes asked for information 
regarding the establishment of our own Céé-. Technicel 
guidance may be advanced upon request of the Fhilippine 
Government by our CéAé foreign field office to be opencd 
in Manila. 


SECRET 


UNRESTRICTED 


C4ANLDA £ND US WILL MAKE FURTHER STUDY Negotiations for 
OF REVISION OF «IR TRANSPORT AGREEMENT the revision of 
our air transport 
agreement witn Canada, which were resumed in Ottawa on 
January 27, have been recessed for a period of several 
months until both countrics complete more thorough inter- 
national traffic studies concerning the routes under con- 
sideration. Discussions centered ebout the question of 
whether there should be a revision of the text of the 

1945 agreement or a redraft of agreement; the consideration 
of new routes; and whether transborder routes and through 
routes should be inciuded in a single route annex or in 
seperate annexes. 








i1lthough ro agreement was reeched on proposed exten- 
sions of existing transborder routes, we secured elimination 
of the restriction thet Ottawa end Montreal should not be 
served on the same flight and agreed to the elimination of 
the restriction preventing the Canadians from stopping at 
any Canadian point within forty miles of Detroit on the 
Toronto-Chicago run. The Canadians also obtained permis- 
sion to land on the émerican side of Saulte Ste. Mevie. 
It was agreed that the two governments will exchange notes 
covering non-scheduled operations between the US and Canada. 


UNRESTRICTED 


» * * 
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This weekly publication is designed to highlight developments in the eco- 
nomic divisions of the Department of State, and to indicate the economic prob- 
lems which are currently receiving attention in the Department. It is suggested 
that copies be retained on file, as reference will sometimes be made to previously 
reported items to avoid repetition. 
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the presence or hearing of any person not authorized to have knowledge thereof. 
For general purposes all classified Foreign Service Officers and other responsible 
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VANDENBERG-MILLIKEN PROPOSALS MAY Following a series of 
AMEND TRADE AGREEMENTS PROCEDURE discussions with 
Under-Secretaries of 
State Clayton and Acheson, Senators Vandenberg and Milliken, 
Chairmen of the Senate Foreign Affairs and Finance Committees 
respectively, on February 7 issued a joint statement proposing 
executive action to modify trade agreements procedures. In 
addition to suggesting that the US withhold tariff reductions 
and concessions to other nations who do not give the US similar 
benefits, the proposals include the following procedural 
changes: (1) giving the US Tariff Commission the power to 
review all contemplated tariff cuts and to make recommendations 
to the President as to points beyond which reductions should 
not go; (2) inclusion of an "escape clause" in each trade agree- 
ment, under which the US could withdraw tariff reductions if 
they proved to imperil domestic industry; (3) public hearings 
by the Tariff Commission on the question of invokinz the 
escape clause, with direct recommendations to the President; 
and (4) Commission recommendations on escape clauses to be 
open for public inspection. 








The Vandenberg-Milliken proposals, according to their 
authors, are designed to obtain bipartisan support for the 
continuation of the trade agreements program and presumably 
for the International Trade Organization. Ina press con-: 
ference, Secretary Marshall viewed the proposals as a co- 
operative move toward an expansion of bipartisan foreign 
policy. 


The ITO draft charter, agreed to by all nations partici- 
pating in the first meeting of the Preparatory Committee, pro- 
vides for inclusion in the agreements of an "escape clause" 
similar to the one in our trade agreement with Mexico. The 
proposed modification would formalize what is now accepted 
procedure, with the exception of the Tariff Commission as- 
suming responsibility for the administration of the escape 
clause. There has never been an appeal in connection with 
the escape clause which was included in our agreement with 
Mexico, 


The Republican members of the Yays and Means Committee, 
after consultation with Speaker Martin and Majority Leader 
Halleck, announced the Committee would open hearings on the 
trede agreements program February 24, Reports indicate tnat 
these hearings will be of a general investigative character. 
Senators Vandenberg and Milliken stress that since the 
Reciprocal Trade Act, as extended by Vongress, does not 
expire‘ until June, 1948, any basic changes in the system 
should more appropriately be made in the next session of 
Congress. 


* * ™ 


DECLASSIFIED FoR PUBLICATIO G 
N IN FOREIGN 
RELATIONS OF THE UNITED STATES 














as SECRET 


SOVIET-FINNISH AGREEMENT REACHED Negotiations for the 

ON GERMAN ASSETS IN FINLAND disposition of German 
assets in Finland have 
come to a conclusion which is ap»yarently satisfactory to 
both parties. According to early reports of the negoti- 
ations the Soviets originally proposed that half of the 

six billion marks of German assets which the Finns were 
obligated to turn over should be made available in the 

form of stocks in Finnish industrial enterprises at 1944 
valuations on the Finnish stock exchange. Such valuations 
would have been much less than the actuel value. The agree- 
ment as concluded was more satisfactory to the Finns and ac- 
cording to reports in the Finnish press provides for the 
delivery of gece rats d three billion marks worth of goods 
during 1947-48 including: 15,000 horses; 10,000 tons of 
alcohol; 100,000 sq. m. of prefabricated houses; doors and 
window frames; 20,000 standards of sawn timber; 20,000 tons 
wood pulp; 20,000 tons news print; 6,000 cu. m. of plywood; 
2,000 tons of cardboard, as well as various kinds of paper, 
insulations, skis, cobalt, narrow guage railway cars, and 
electric saws. 








The Soviets wanted 1944 prices, whereas the Finns . 
wanted current prices. The question was compromised and 
the prices agreed are 20 percent or more below the present 
domestic prices and still more below export prices. 


Property and services deliverabie to the Soviets and 
also worth approximately three billion marks include: 
(1) the Janiskoski power plant near Petsamo, the cession 
of 176 sq. km, of Finnish territory and the reconstruction 
by the Finns of the power plant, valued at 1375 million 
marks; (2) the repair of Soviet ships in Finnish yards; 
(3) the Finnish coastal defense ship Vainamoinen; (3) 
Finnish Government buildings in Tallinn aad Leningrad; 
(4) the rebuilding of the Soviet Legation in Bulevarden 
Helsinki; (5) fuel wood, power and supplies for th? 
Porkkala area; and (6) a half share in the artificial silk 
factory near Gamla Karlab. This firm which is now capi- 
talized at 125 million marks will be expanded to 650 million 
and another plant will be built. 


The Department has informally discussed the Finnish- 
Soviet agreement with representatives of the British and 
French Embassies here, pointing out that according to our 
information there has apparently been no transfer of the 
German assets under the agreement and that the Soviets are 
to receive goods and properties in lieu of such assets. If 
this is the cese we plan to invite the British and French 
to join us in a note to the Finnish Government asking how 
they plan to attain title to the German assets pointing out 
that Article 26 of the Finnish treaty provides that the USSR 
is entitied to all German assets in Finland transferred to 
the USSR by the Control Council for Germany. 


DECLASSIFIED FOR PUBLICATION IN FOREIGN. 
RELATIONS OF THE UNITED STATES 








= 3? SECRET 


PROGRESS MADE OM PORTUGUESE Representatives of the US, UK 
SAFEEAVEN SETTLEENT — end France met this week in 

| London and agreed thet the 
following procedures for settlement of the Portuguese safe- 
haven settlement should be submitted for consideration by 
their respective governments: (1) The Allied negotiators in 
Lisbon should be instructed to stick to the figure of 139 
miilion escudos to cover Portuguese claims, with 145 million 
es the maximum. (2) The Allied negotiators should be 
authorized to agree to the Portuguese request thet the 
claims figure be omitted from the text of the accord and 
set forth in a separate letter. However, no breakdown 
should be included since this might be embarrassing in 
light of other agreements and it should be made clear to 
the Portuguese thet when the safehaven agreement is pre- 
sented to IARA thet the letter would have to be included 
since it contained this important agreement. (3) The 
Ailied negotiators should be authorized to initial 
the agreement immediately. (4) The general consensus of 
the meeting was that as far as the tie-up between the assets 
and gold was concerned we would lose rather than gain by 
pressing for too close a tie between the two. It was there- 
fore proposed thet the Allied negotiators initial the assets 
agreement first and then invite the Portuguese to continue 
talks on the geld question in Washington. 








In the meantime during discussions held in Lisbon, 
Fernendes, the Portuguese representative, has suggested 
that his government would require 180 million escudos as 
the maximum to cover Portuguese claims although he did 
not consider the ectual fizure would exceed 150 million. 
The British representative suggested end Embessy Madrid 
egreed that in the exchange of letters the Portuguese 
maximum figure of 180 million would be mentioned and also 
the fact thet the Portuguese estimate that 150 million 
would probably not be exceeded. Fernandes reected favorably 
to this suggestion but seid he would have to consult the 
Finance Ministry. 


SPANISH GIVE DETAILS ON EXPROPRIATION DECREE Navasques, the 
TO BE ISSUED AFTER GENERAL ACCORD REACHED chief Spanish 

negotiator on 
Safehaven matters, explained during a recent meeting with US, 
UK and French safehaven representatives that the reported 
decree law is only a project. He agreed that it need not be 
issued until such time as a general accord is reached. 


va 
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As explained by Navasques, the expropriation decree 
provides for the exprovriation of property in Spain of 
Germans residing outside Spain with further agreement to 
include in this category those Germans in Spain which the 
Spanish Government may decide to expell. The proposed pro- 
cedure is that the Spanish Government snall expropriate and 
appraise the property and that the German owner may defend 
his appraisal claims personally or through representatives 
of ACA. The appraisal value is to be guaranteed by the 
Spanish in a blocked account in the name of the previous 
German owner to be opened in the Spanish Foreign Exchange 
Institute; the indemnity is to be paid in Germany, is to 
be subject to the balance of payments study and the ACA 
will undertake to compensate Germans after the balances 
ere determined, 


Navesques said that some Allied participation might 
be allowed in some joint body charged with identification 
of German assets, but that final liquidation or sale of 
exprovriated properties was strictly a Spanish affair. 

The Allies stated in response that ultimate disposition 

of the properties wes of vital concern to them primarily 
for security reasons and also to ensure an equitable sales 
price, The Allies did not agree with the procedure pro- 
posed by the Spanish whereby the appraisal value would be 
finel as regards funds to be realized from the assets and 
propose instead allowing expropriation with trensfer of 
title to a joint agency for liquidetion end with the 

value to be determined b™ sale or liouidation price rather 
than Spanisn Government appraisal. The US representative 
doubts whether at this stage this procedure would be ac- 
ceptable to the Spanish. 


Navasques agreed thet some participation on an 
unofficial basis might be allowed so that the Allies 
would be assured that property would not pass again to 
the hands of the Germans or their collaborators, 
However, he rejected use of powers of attorney and other 
instruments for purposes of transfer of title but readily 
agreed to their employment for the identification of German 
essets. The US, UK and French representatives felt that 
this might be acceptable providing the expropriating body 
was willing to reccgnize such documents as sufficient 
evidence of German ownership to automatically provide for 
their expropriation. Such procedure, it was felt, would 
offer the advantage of the Spanish Government guaranteeing 
title which would not be the case were it possible to make 
transfer direct through power of attorney which might 
subsequently be upset in the Spanish courts, 
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DEPARTMENT * VIEWS ON AVIATION POLICY The Department's 
SUB. ITTsD TO AIR COORDINATING COMMITTEE views on the 
international 


aspects of our national aviation policy have been trans- 
mitted to the Air Coordinating Committee for consolidation 
into a comprehensive statement to be submitted to the 
President. (See is. 10, January 13, 1947 issue of Current 


"e take the position that US policy in the field of 
international aviation must continue to be designed to sup- 
port the basic principles of the UN Charter and at the same 
time conform to the essential security requirements of this 
country. A cardinai point in our policy is the support of 
the International Civil Aviation Organization (ICAO) as the 
azency through which technical, economic and political col- 
laboration on an internetional plane can be achieved success- 
fully. Tais requires the fulfillment of our obligations to 
the Organization as set forth in the provisions of the Con- 
vention on International Civil Aviation end implies also the 
undertaking of measures which will strengthen the Organization 
in its task of enccuraging the development of safe and ef- 
ficient air transport operations, ‘Ye believe the Organization 
should be brought into appropriate relationship with UN with 
a view to obtaining full recognition of the role which civil 
aviation and ICAO can play in the promotion of international 


cooperation 





We define the general principles which shculd underlie 
the development of world air transport in its scheduled 
operations to "meet the needs of the people of the world 
for safe, reguler, efficient and economical air transport," 
nemely, the establishment of a system of rights of air transit 
and eir commerce most convenient for the international transit 
of goods and people available to all nations on terms of 
reasonable reciprocity; opposition to restrictive agreements 
between countries which are ircompatible with the best in- 
terests of the US and world trade; the establishment of a 
flexible rate structure for internationel eir services which 
will ensure healthy competition among international carriers. 


We favor the earliest possible codification of these 
general principles through multileteral intergovernmental 
agreements effected through the utilization of ICAO machinery. 
At the same time we believe that the exchange of routes is a 
matter for bilateral negotiation besed on reasonable reci- 
procity and fair competition. Until satisfactory multilateral 
agreements emong the several nations are developed and in ef- 
fect, bilateral accords incorporating similar provisions 
should be sought with ell states with whom the establishment 
of air relations is desired. By either multilateral or bi- 
lateral action the US should seek to obtain for its certified 


air 
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air carriers transit and commercial rights in all countries 
to or through which its air carriers are certified and so 
obtain for them the full benefits of world air traffic 
potentialities on equal terms with air carriers of other 
nations. 


The US should support the largest degree of freedom 
for non-scheduled flight across international borders con- 
sistent with the overall national requirements for air con- 
tact with other nations and in accordance with the requisites 
Oo: safety and security; the right for private planes crossing 
international borders to land for non-traffic purposes with- 
out individual clearance in advance; the extension of 
technical assistance to other governments in aviation matters; 
and the joint support of programs in concert with other govern- 
ments to promote the safety of flight in international air 
navigation, 








ATR. COORDINATING COMMITTES DISCUSSE: After reviewing the 
MULTILATERAL APPROACH WITH INDUSTRY latest US draft 
proposal for a 
multilateral air transport agreement, a majority of the 
international air carriers, through the Air Transport 
Association, took a position opposing US sponsorship or 
acceptance of a multilateral agreement at this time. (See 
page 5, December 2, 1946 issue of Current Econumic Develop- 
ments.) The industry believes that inadequate experience 


general economic standards suitable for universal application. 








Confronted with this industry position, the Air Coordi- 
nating Committee (ACC) held a meeting for the purpose of 
forming the position of the executive branch of the govern- 
rent as to the multilateral approach in international air 
transport matters, Subsequently a joint acC-Industry Ad- 
visory Panel meeting was held in which agreement was reached 
that: (a) it is in the interest of the US that international 
civil air transport shovid be conducted under general princi- 
ples agreed to by multilateral arrangement, subject to the 
condition that routes be negotiated bilaterally; (b) every 
effort be made prior to the ICAO Assembly in May to reconcile 
differences in views within the government and the industry 
interests concerned as to the provisions of an acceptable 
multilateral air transport agreement, and, in any event, to 
define areas of disagreement which may exist between govern- 


ment and industry. 


In 
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In the meantime, the Department has recommended that the 
ACC: (1) advocate active US participation in the multilateral 
discussions of the Committee and Council meetings of PICAO 
for the purpose of obtaining world acceptance of a multilateral 
agreement satisfactory to the US; (2) advocate similar active 
US participation in the multilateral discussions during the. 
May Assembly, being prepared to reject any unacceptable agree- 
ment; (3) instruct our PICAO representatives to emphasize that 
any agreement will be subject to Senate ratification; and (4) 
invite representatives of the ACC Industry Advisory Panel to 
participate actively in the draft of an "acceptable" multi- 
lateral air transport convention by the ACC PICAO Panel. 


SECRET 
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INTERDEPARTMENTAL COOMITTEE SET UP The Interdepartmental 
ON INTSRNATIONAL SOCIAL POLICY Committee on Inter- 
netional Social Policy 
(ISP), set up in accordance with a Presidential letter of 
last November, held its first meeting in Januery and agreed 
upon organization and procedures, 





The function of the Committee will be to examine problems 
and developments in the social field (labor, social welfare, 
relief, health, human rights and fundamental freedoms, education, 
cultural relations, science and information, end related problems) 
affecting the foreign policy of this country and "to formulate 
recommendations in this regard for the consideration of the 
Secretary of State and, in appropriate cases, of the President, 
for the guidance of the agencies involved." While the most 
immediate policy questions relate to the UN, ECOSOC, Trustee- 
ship Council, and such specialized agencies as the ILO, WHO, 

IRO, and UNESCO, the ISP will not confine <tself to UN matters. 


Subcommittees have been established on Social Welfare, 
Eealth, Labor, Non-Self-Governing Territories, and Human 
Rights and Status of Women. Under Secretuz1y Clayton is Chair- 
man, with Assistant Secretary Morse of Labor as Deputy Chairman. 
Agencies represented are State, Interior, Agriculture, Commerce, 
Labor, and the Federal Security Agency. A non-voting member 
will be present from the Bureau of the Budget. The Secretariat 
of the Executive Committee on Economic Foreign Policy will also 
serve the Social Policy Committee, 


RESTRICTED 
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*C:.P “VIEWS POSITION Consideration cf Japanese reparation 
ON JAPANESE REPARATION policy has been suspended in SWNCC 
as a result of War's request that no 
directive on interim removals be made until directives are 
also issued on minimum assured production and capacity levels 
and on policy aspects of allocation and delivery of particular 
reparation goods. War subsequently informed SCAP that no 
further decisive consideration of Japanese reparation would 
be possible until details of SCAP's program, including the 
relationship of economic disarmament to specific levels of 
industrial capacities to be retained, are available for study. 











SCAP Favors Economic Controls Limited To Steel And 
Petroleum Products In response to War's inquiry, SCAP states 
that industrial disarmament depends chiefly upon the efficacy 
of economic control and that the only practical means by which 
effective disarmament can be accomplished is through control =. 
over a few industries such as steel and petroleum, subject to 
finite surveillance. Limitation of steel capacity, it is 
pointed out, will automatically limit all metal working 
industries and will at the same time allow a flexibility in 
industrial development not nossible under precise delineation 
of allowabie capacities in a long list of industries. In view 
of present conditions, SCAP considers the interim level of 
3,500,000 metric tons of steel ingot per year the most 
realistic limiting level. For petroleum SCAP recommends a 
refining capacity in Japan for imported crude oil of 40,000 
barrels per day and a petroleum storage capacity of 10,000,000 
barrels, 











Determination Of Level.Of-Industry For Japan SCAP has 
pointed out that under present circumstances all owners of 
industrial property in Japan are aware that they may lose 
their plant through reparation or industrial disarmament and 
that recovery of maximum production even under the existing 
short supply situation has been retarded by a lack of enter- 
prise on the part of manageme t. SCAP recommends, therefore, 
that the interim level-of-industry program which has already 
been approved by the FEC shouid constitute the final program 
because (1) this level has already been approved by the FEC; 
(2) continued deterioration of Japanese industrial plant 
imposes the necessity for retention of even larger designed 
capacity to meet peacetime necessity in terms of actual 
capacity, and (3) current reports from adjacent Far East areas 
indicate that the ability of probable claimants to absorb the 
total quantities of industrial equipment proposed in the 
interim program is extremely doubtful. Furthermore, SCAP does 
not consider that acceptance of the interim level-of-industry 
program would leave Japan with any excess industrial capacity 
over legitimate peacetime needs. However, if any excess should 
develop, machinery could be established to permit the disposal 
of such equipment. It is felt that this arrangement would pro- 
vide for sufficient control without making any precise 
determination at this time of such surpluses, 
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1{OUSE COM ITTEE HEARINGS HELD Hearings have been held by 
ON RBTUR! OF AMERICAN SHIPS = a sub-committee of the 
House Committee on “erchant 
Marine and Fisheries regarding the ieturn of American ships 
under charter to foreign governments. The Chairman of the 
Committee has introduced a bill to terminate the Land- 
Leathers Agreement with the British by joint Congressional 
action by providing that these vessels be redelivered upon 
completion of vovages under way at the date of the passage 
of the resolution. The primary issue was the question of 
conflict between the Ships Sales Act, which did not provide 
for the charter of war-built vessels to non-citizens, and 
charter arrangements under the Land-Leathers Agreement, 
which was concluded under authority of the Lend-Lease Act 
end prior to tne passage of the Ships Sales Act. The Com- 
mittee also raised the question of preferential charter 
terms to the British under the Land-Leathers Agreement and 
the competition to American shipping from vessels still in 
the hands of the British. 








The Department assumed responsibility for the agree- 
ment under general Lend-Lease authority. In testifying 
on the legal aspects of the agreement, we established the 
validity of the extension of the charter arrangement on a 
casn payment basis with prior Congressional understanding 
thet final disposition of the vessels would be made in con- 
formance with Congressional policy set forth in the Ships 
Sales Act. apropos of the complaint of American operators 
regarding the competition of these vessels in the hands of 
the Fritish, Mr. Clayton pointed out that we are now in the 
period of highest peacetime profits and that existing high 
freight rates have a restrictive effect on the reestablish- 
ment of normal peacetime trade. As regards the intense 
demand for ships, it was pointed out that 16 million tons 
of shipping are tied up in our reserve fleet, 


The Department took the position that Congressional 
ection in terminating the Land-Leathers Agreement through 
the invocation of arbitrary provisions of law would be too 
rigid and would disrupt shipping services unnecesserily 
during this year. Instead, Mr. Clayton asked the Committee 
to permit termination of the Agreement through negotiations, 
which have been under way since last November, and which we 
feel will accomplish the desired objective in a more orderly 
fashion, (See page 12, January 6, 1947 issue of Current 
Economic Developments.) 








Of the 307 vessels now in British hands under the 
agreement, 229 are Liberties. The latest British proposal 
is to buy 100 Liberties end return the balance at the rate 
of 10 per month beginning June, 1947, thus completing re- 
delivery by June, 1948. Also, the British propose to buy 
15 of the Baltic coasters and return the balance of the 
ships by the middle of 1947. 
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RELIEF HEADS SECRETARY'S LIST  conomic items figured 

OF URGSI'T LEGISLATIVE ITEMS promintently in the list of 
27 "urgent" proposals for 
legislation which the Secretary last week sent to Senator 
Vandenberg, chairman of the Senate Foreign Relations Com- 
mittee. Top priority was for legislation for continuing 

US relief programs after expiration of UNRRA. Other items 
listed in the order of their urgency were: Senate approval 
of peace treaties with Italy, Rumania, Hungary and Bulgaria 
along with implementing legislation; legislation for US 
participation in IRO; ratification of Anglo-American 
Petroleum Agreement; legislation for a Children's Fund from 
UNRRA liquidation; legislation for entry of DP's into the US; 
edherence to the constitution of WHO; legislation to permit 
US cultural relations activity outside of the Western Hemi- 
sphere; proposed resolution concerning accession of the US 
to the Convention on Privileges and Immunities of the UN; 
legislation to permit tax exempt gifts to UN; action on 
Canadian-American agreement on the St. Lawrence waterway and 
pover project; joint resolution approving agreement regarding 
UN site; Senate ratification of the Treaty of Friendship, 
Commerce and Navigation with China; ratification of the Tax 
Convention with France; amendment to the International Organi- 
zation Immunities Act; legislation for authority for control 
cf exportation and importation of arms, ammunition and im-- 
plements of war; legislation for increasing Cuben sugar quota; 
legislation for payment of Mexican railroad workers' claims; 
legislation providing a Federal charter for the Institute of 
Inter~American Affairs; appropriations for completion of an 
inter-American highway; legislation to permit Philippine 
veterans privileges of the GI Bill of Rights; legislation 
authorizing the Government to operate international radio 
broadcasting facilities through a publicly chartered corpo- 
ration; legislation for CAB reguletion of US air carrier 
rates abroad; legislation implementing UN General Assembly 
resolution prohibiting unauthorized use of the UN name, 

seal end emblem; legislation for detail of US military and 
navel missions to foreign governments; legislation author- 
izing US agencies to furnish suppiies and equipment to 
public international organizations; and revision of the UN 
Participation Act of 1945, 
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UK_REPLIES TO US PROTEST Replying to Secretary Snyder's 
ON ~ANGLO-ARGENT INE AGREEMENT letter concerning our protest 
to Clause I, B (8) of the 
Anglo-Argentine Agreement and future agreements about sterling 
balances, UK Chancellor Dalton gave assurances that the UK 
has no intention of including a provision in future agreements 
which would have the effect of confining the use of released 
sterling balances to the sterling area, instead of making them 
freely disposable in any currency area, as provided in the 
US-UK Financial Agreement. (See Page 2, February 3, 1947 issue 
of Current Economic Developments.) In his letter to Chancellor 
Dalton, Secretary Snyder had stated that in the event Argentina 
incurs a current deficit with the sterling area, the US would 
expect appropriate adjustments to be made by the UK with 
Argentina to avoid any discrimination at variance with the US- 
UK Agreement. Cilancellor Dalton gave his assurance that it 
would always be the UK's desire to avoid such discrimination, 
although he reiterated his belief thet the situation envisaged 
wes a theoretical cortingency. With this firal exchange the 
correspondence on this matter has been closed. 
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SWERPING ECONOMIC REFORMS After the failure of sporadic 

ARE ANNOUNCED BY CHINA efforts to halt the increasing 
economic crisis in China, in a 
dramatically worded statement Generalissimo Chiang Kai-shek 

on February 16 announced drastic immediate reforms through- 
out the entire economy. These measures put China virtually 
back on a wartime basis, going in some aspects beyond the. 
system of emergency controls and provisions for their enforce- 
ment which were adopted during the war with Japan. 











Blaming the present situation on the cumulative effect 
of the devastation and dislocation of eight years of war 
and “one year of destructive peace," Chiang announced 
that the exchange rate for the Chinese dollar would be 
pegged at 12,000 to US$1, ordered home alu private fortunes 
abroad, and set wage-price ceilings. Other major measures 
includes decision by the Government to get out of industry; 
prohibition of all dealings in and circulation of gold and 
foreign currency; a flat ban on strikes and lockouts; stern 
economy in all government departments; rigid system of tax 
collection; a half billion dollar import program; and a 
campaign against hoarders and speculators. 


Of major significance is the decision of the Government 
that with the exception of utility industries and those 
necessarily requiring Government operation, all Government- 
operated enterprises will be sold publicly either through 
issuing shares or selling directly to private individuals 
or corporations. Until now the practice has been for the 
Government to operate, in addition to heavy industry, many 
light industries, including those taken over from the 
Japanese, 


In Nanking and Shanghai price control is stipulated 
for commodities. The Government will purchase and resell 
at fixed prices rice, flour, cotton, yarn, fuel, salt, 
sugar, food and oils to officials and teachers. 


Regarding gold, measures are introduced to ban the 
purchese or sale of gold including bars, ingots and 
ornaments, prohibit the export of gold exceeding two 
ounces, and provide for the exchange of gold into cur- 
rency at designated banks. 


All Chinese citizens, corporations or other organi- 
zations having foreign exchange deposited in foreign ccun- 
tries must report this information to the Government and 
deposit these assets in Chinese banks or sell them to the 
Government at the official rate, Millions of American 
dollars circulating in China and used up until now as a 
basis for rents, wages and other charges, will nave to be 
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turned in to the Central Bank at a rate of USS1 to CN$12,000. 
Although the surrender of these notes is not compulsory, 
ded value can be utilized only on the basis of their con- 
version. 





Penalties as yet generally wnspecified, but promising 
to be severe, are to be imrosed for violation of any.of these 
provisions, 


The 100 percent export subsidy and 50 percent import 
tax program announced February 5, which is believed to have 
sharpened the crisis, has been abandoned, , 


In addition, Chiang announced that within a few days a 
new State Council, having supreme policy-making powers of 
government and the conduct of elections under the New 
Constitution, would be organized, Membership in this Coun- 
cil, the Generalissimo promised, would be given "to the best 
men the country could find irrespective of party affiliations". 





Chinese Reogues’s For US Aid During the week preceding 
the public announcement of this program, Finance Minister 
Soong suggested to Embassy Nanking officials that as the 
first step in demonstrating concrete American assistance 
and support, an immediate US credit of $150 million for 
cotton, or cotton and wheat, for a term of twenty years 
would quiet the financial panic and tide China over its 
1947 balance of payments crisis. Further, Soong stated 
that a US official having the confidence of the Chinese 
Government with access to all economic information, should 
discuss in the US what further American financial and ad- 
visory assistance might be forthcoming and under what 

) circumstances this aid might come. 


Regarding Soong's request for an immediate US loan 
of $150 million fcr cotton, or cotton and wheat, Embassy 
officials state unquestionably a loan would be of im- 
mediate psychological and political assistance. Unless a 
drastic revision in the China UNRRA program can be effected, 
the Embassy recommends that an Eximbank commodity loan of 
$40-50 million be considered. In its estimation, however 
the balance of paymer.ts situation is not so ijesperate that 
even in the absence of UNRRA action, the loan could not be 
deferred if overall international policy considerations so 
require, Despite China's request for a 10-year loan, the 
Embassy sees no objection to a reduction in the period of 
the loan to, say, three years, which it believes would 
probably be more in line with what the Eximbank would pre- 
fer to make. | 


* * * 
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“LGES ARE UPPERMOST IN Contrary to rumored alarmist 
FRENCH ECONOMIC’ PROBLEMS accounts of a "powerful 

radical demonstration that 
tied up France," both French Government and General Con- 
federation of Labor (CGT) authorities emphasize that there 
is no unusual or really critical labor crisis or any 
political crisis warranting serious concern at this time. 
Wage negotiations between the Government, CGT ‘and the 
Christian Labor Confederation began February 15 under 
normal conditions, The CGT objects to alarmist versions 
of their wage demands, insisting confidertially that in 
spite of their public position they are not seeking 
general wage increases but are presently interested in 
correcting a comparatively small number of cases where 
the minimum wage is obviously out of line and inadequate. 
Caffery, nowever, emphasizes that there does exist a 
seemingly insoluble crisis growing out of the conflict 
between wages on one side and prices end public finance 
on the other. 








The Communist Secretary of CGT stated last week that 
there is at present no prospect of any major strike move- 
ment in the basic (Communist controlled) French industries 
including coal, steel, chemicals, and textiles, in spite of 
widespread discontent. He said that the recent series of 
strikes in industrial plants to obtain "advances" on the 
CGT proposed minimum monthly wage of 7.000 francs, and the 
demonstration strikes of railway workers are "minor mani- 
festations" of justified discontent. The government workers 
token strike is because of undue delay in promised wage 
readjustments, 


The Director of the Budget in the French Ministry of 
Finance recently informed our Embassy that ne fears all 
budget plans may crumble as a result of insistence by the 
CGT that the Government grant increases in all wage 
breckets. This official expressed the view that the Com- 
munists do not desire economic stabiiization and he expects | 
them to use their domination of the CGT to prevent othor 
parties from terminating the general economic confusion and 
disorder in France. Bidault has said confidentially, how- 
ever, that the Communist Party seems to be cooperating 
satisfactorily with the Government on wege increeses end 
indications are that the Soviets would not approve dis- 
order in France on the eve of the Moscow conference. 


Price Reduction Order The Elum plan to stop inflation, 
which was promulgated shortly after the first of the year, 
aimed at restoration of confidence in the franc by reduced 
prices, but it did not provide for wage increases. It 
called for an immediate gerieral five percent reduction in 





prices 
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prices to be followed by another such decrease within 60 
days and it was accompanied by an appeal to the public 

and by campaigns against black markets designed to un- 
freeze merchandise stocks. The CGT supported the plan 
end, although CGT had also demanded establishment of 
maximum prices on the basis of 1938 price coefficients 

and immediate discussion of minimum living wages, the two 
‘demands were not made conditions of CGT support of the five 
percent decree. Subsequently the CGT has pressed the wege 
issue and Blum has written in the daily papers that "it is 
impossible to pursue at the same time the reduction of 
prices and the raising of wages." 


The Blum price plan met with initial success, ap- 
parently providing the psychological shock needed. But 
‘appraisals during and at the conclusion of the first 
month were not over-enthusiastic and seemed to indicate 
that any beneficial results would be entirely lost unless 
wages could be stabilized. Embessy Paris commented that 
while the plan yieided satisfactory results in some short- 
term aspects, the more fundemental problems are unsolved. 
Whether permanent price stabilization is technically pos- 
sible remains to be seen with a lack of belance in the 
ordinary budget, large scale extraordinary military and 
public works spending and investment demands of the 
Monnet plan. 


Monnet Plan The Monnet plan for modernization and 
equipment became effective by decrec, after adoption by 

the Planning Council, just before the Blum Government 
resigned. The outline of the plan was submitted as a 

basis for the US loan which was granted last year. 

Other foreign credits are calied for and France looks 

to the International Bank for aid in this regard. The 

plan affects six basic sectors of the French economy-- 
fuel, power, steel, cement, agricultural machinery, and 
transport. It applies equipment and modernization to 

each of these which, in turn, are expected to have in- 
direct effe-ts on the rest of the economy. It calls for 
immediate contracting for programs for these sectors and 
for inauguration of an economic program for 1947 after 
consultation between government and economic organizations, 
One feature of this latter ,rogram is the Government under- 
taking to increase available manpower. 





The plan lays down some Spartan lines so that France 
can increase production in 1950 to 25 percent over that 
of the boom year 1929. The people are expected to let 


the 
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the state invest in capital goods, to go from an average 
work week in 1946 of 43 hours to one of 48, and to deny 
themselves housing and consumption goods they badly nced, 


Franco-3ritish Pact A treaty of alliance between 
France and Great Britain, agreed upon during the last days 
of the Blum Government, is scheduled to be concluded soon. 
While it does not provide for specific economic measures 
it calls for economic cooperation between the two coun- 
tries, particularly avoiding conflict between the rehabili- 
tation and modernization programs of the two countries. 
Vhiie Blum's request for Ruhr coal was not granted , the 
British recog nized that the economic recovery of France 
depended on increased imports of coal end said once pro- 
duction results were achieved all efforts would be made 
to increase exports "until. the vital needs of France and 
other importing countries can be met." 


A Bank of Frarce official, in commenting to the 
Embassy on the econvsie aspects of the pact, said that 
"synchronization' cor the Monnet plan end the Fritish re- 
construction plan would not mean any agreement which 


would require immobilization of existing capital equip- 
ment but should meke possible the meshing of new invest- 
ment on the principle of comparative advantage. He re- 
ported that there are many elements within the .’‘rench 
Government which would welcome the broadest possible 
economic arrangement, looking toward an eventual customs 
union including Engiand, France —~ other western European 
powers, but it was recognized there would be the problem 
of convincing the French Semmuniats and the USSR that 
western Euronean economic integretion would not leed to a 
political "bloc" against Soviet interests. The official 
st2ited that Bidault would see to it that any immediate 
Franco-British economic arrangements made would not inter- 
fere with his broader political objectives vis-s-vis Germany. 


Wool credit A tangible British aid to French economy 
was reported in the pr ess in late January with the announce- 
ment thet an arrangement had been concluded through Lazard 
Prothers Ltd, London for 2 revolving credit of 412,500,000 
to finance purchases of wool within the British Empire in the 
next twelve months for fabrication in France and resale 
abroad as finished products, The proposal was reported to 
be approved by the Fank of England, the British Treasury anc 
French authorities and is the largest private international 
credit to be negctiated since the war. 


US Army 2rocurs ement The US paid $81 million to France 
the latter part of January for US Army procurement. This 
reement reached with the Frencn last 
leme 


was in line with the a 
May during overall set nt negotiations. 
* - * 
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RAISE _IN GERMAN In accordance with the understanding 
RATION UNDER STUDY reached with the British in the Bi- 
zonal Accord to raise the German - 
ration level as soon as the supply situation permitted, 
a working party of SYWNCC is recommending that the normal 
German consumer ration should be raised in the US-UK 
zone to 1800 calories per day not later than July 1, 1947. 
State, War and Navy experts believe that while 1550 calories 
per day is the minimum necessity, this ration level cannot 
long be maintained without seriously impairing the health 
of the population and thus jeopardizing the long-term 
objectives of the occupation. In addition, production 
necessary to revive a self-sustaining German economy can- 
not be achieved unless the workers are given reascnably 
satisfactory rations, If, however, world food supplies 
are determined by the US to be insufficient to maintain 
this target ration in Germany and at the same time assure 
the non-farm consumer in the liberated countries of 
western Europe the average of “rehabilitation standard" . 
of nutrition, the target ration in Germany will have to be 
correspondingly loviered, 











Difficulties may arise, however, in connection with 
our policy of maintaining a higher level of food consumption 
in Austria than Germany. In the past, due to Austrian 
dependence on UNRRA, supplies have often not been sufficient 
in Austria to meet the ration of 1550 which has been main- 
tained in Germany. It is planned that, with the termination 
of UNRRA responsibility, the War Department will assume 
interim charge of maintaining food supplies for the US zone 
of Austria, and in State's request for an appropriation 
from Congress to cover a part of the estimated deficit in 
the Austrian balance of payments, allowance has been made 
to permit sufficient food imports to provide a ration for 
the normal consumer of at least 1800 calories per day. In 
view of the political difficulties which might result from 
a raising of the German ration level without a corresponding 
increase in the Austrian ration, State is recommending to 
SWNCC that OMGUS should not consent to a rise in the German 
ration beyond the preveiling level in Austria without prior 
approval of the interested Departments in Washington. If 
it is then judged that such a rise would have serious 
political repercussions in Austria, outweighing in inm- 
portance the beneficial effects of a rise in the German 
ration, Washington will seek to obtain the consent of the 
British Government to a postponement in the increase in 
German rations until a corresponding increase can be made 


for Austria. 


If the working party recommendations are approved 
State is recommending that it should initiate negotiations 
with the British Government to implement the ration increase. 

7 * >» 
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EUROPEAN COAL SITUATION Coal Situation In UK May Remain 
BY UK CRISIS Serious For Some Time Late last 


week Prime Minister Attlee 
declined with "warm appreciation" President Truman's offer 
to support the diversion to the UK of US coal destined for 
other European countries to aid in the British fvel crisis 
which has necessitated strict restrictions on the use of 
power for household consumption and the prohibition of the 
use of power for non-essential industry. Earlier the 
Ministry of Fuel and Power (MOFP) had consulted our Mission 
for Economic Affairs in London concerning the possibility of 
importing coal from the US. MEA stated that although the 
US was very sympathetic to the plight of the British, the US 
position would probably be that any UK imports must be recon- 
mended by the European Coal Organization (ECO). Since the UK 
coal position is still better than that of any other European 
country except Poland, MEA felt it unlikely that ECO would. 
now agree to an allocation to the UK although later the 
situation might change if dollar difficulties prevented conti- 
nental countries from taking all that is available from the 
US. The decision not to request the diversion of US coal may 
be based on the obligation of the UK to ECO and op»osition of 
the Foreign Office on the grounds that competition for ECO 
coal would hurt British influence with other ECO countries, 
particularly France, 


Embassy London reports that even with strict conser- 
vation measures after the present crisis, including probable 
industrial coal and power allocations and continu:>d limitation 
of household consumption, the UK coal position is bound to 
remain serious for some time since production and the manpower 
situation in the coal mines will remain difficult throughout 
1947. The Embassy believes that the Government will now be 
unable to carry out the promise mede by Shinwell, the Minister 
of Fuel, to introduce a five-day week on May 1 and that the 
Government cannot continue to support Shinwell unless he 
reaches an agreement with the miners’ union on the question 
of large-scale employment of Poles and displaced persons. 
Even though it is agreed to emplwy large numbers of displaced 
persons, it will be months before foreign labor can be 
selected, imported and trained. In the opinion of the Embassy 
there is no prospect that the Labor Government will fall 
because of the present crisis. Although there hes been criti- 
cism of a foreign policy which compels the Government to re- 
tain one and one-half million men in the armed forces, Labor 
MP's who led the rebellion against Bevin's foreign policy 
last fall have decided to hold their fire in view of the 


domestic situation. 


: | Increased 
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increased US Coal Exports To Europe Predicted The US 
expects to increase substantially its coal exports to 
Evrope during 1947 and has set its coal export target for 
the calendar year 1947 at 30 to 36 million tons, of which 
24 to 30 million tons is to be shipped to Europe at a rate 
of 2 to 2.5 million tons monthly. This compares with 
total shipments to Europe of slightly over 17 million tons 
in 1946; During January end February it is expected that 
5.4 million tons of coal will be exported to Europe. It 
is believed that severe coal shorteges mey persist in 
Eurdépe for several years. While German production may in- 
crease somewhat as a result of economic unification of the 
US-UK zones and the manpower recruitment drive under way 
to raise the output in the Ruhr, the amount of German coal 
exports is uncertain and there is little prospect for an 
increase from any other area in the immediate future, ex- 
cept for the expanded US export progrem., Included in 
President Truman's announcement of the desire of the US to 
aid the UK, was a request that the Congress act promptly 
to extend from March 1 to June 30 the ‘cuthority of the 
Maritime Commission to operate Government-owned ships. 











ECO Continues Allocations The Eyropean Coal Organi- 
zetion, which has been extended through 1947, is continuing 
to allocate coal to European countries, ECO hes reported 
that it will be unable to comply with the US request. to 
provide a firm allocation of US exports of 6.9 million tons 
of.coal for the second quarter of 1947 before.the meeting 
of the allocations committee on February 25 sinee German 
and Polish availabilities cannot be obtained until then. 
The organization has suggested that -purchasing missions 
in Washington be: authorized to begin procurement negoti- 
ations for temporary allocations which total 60 percent 

: of the 6.9 million tons. 





“ECO Hopes To Reduce Uneconomic Movement Qf Coal The 
Executive Board of the European Central Inland Transport 
Organization has been directed to undertake, in consulta- 
tion with ECO and appropriate national representatives, a 
study leading to a reduction in the uneconomic movement of 
coal, particularly to avoid unnecessary cross hauls through 
Germany. It is planned that current coal prices will not be 
changed but that transportation costs will be reduced. It 
has been proposed that Polish commitments to France could 
be fulfilled from the Ruhr, in return for which Poland would 
deliver an equivalent amount to Austria. Existing contracts 
or financial arrangements would not need to be changed-- 
France would continue to pay Poland, while Austria's obli- 
gation would remain to Germany. In view of Austria's con- 
cern at the uncertainty of coal shipments from Silesia 
through the Soviet zone of Germany and through Czechoslovakia, 





MU 
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we believe that this movement shovld be attempted only with 
essurances which ere acceptable to Austria by the countrics 
concerned, OMGUS has agreed to the proposal cnd has sug- 
gested that the mission should begin its study in Berlin, 
proceeding to “arsaw, Praha, Vienna and Zurich... Arrange- 
mcnts have already been made for the mission to visit 
Warsawe 


Iceland And Fire May Be Asked To Join ECQ The US has 
received requests to export coal to Iceland and Eire. Since 
the US is reluctant to take unilateral action reducing ship- 
mcnts to other European countries to benefit new claiments, 
we have suggested that Iceland end Eire be asked to partici- 
pate in ECO. The UK representative stated tnat, while the 
UK sees no adventaze at this time of participation of Ice- 
lend and Eire in the ECO, it would not oppose their member- 
ship if the US raised the question, 





DEPARTMENT DETERMINES NATURE As a practical means of 
OF ECONOMIC ATD TO HUNGARY demonstrating our con- 





tinuing interest in 
strengthening democratic forces in Hungary, we are pre-. 
paring to announce a program for economic assistance. 
Discussions hrve now been concluded with Eungzrian 
representatives during which a variety of economic 
matters was explored. (See page 12, February 3, 1947 
issue of current Economic Developments.) 





According to the present time-table, an announce- 
ment of a »15 million increase in Hungarian surplus 
property credit to be granted immediately wes mede 
February i5 and subsequent announcements will follow on a 
cotton credit in the neighborhood of $5-10 million, post- 
UNRRA- assistance and other forms of assistance that may 
become feasible. 


In addition to these measures of financial assistance, 
the IEFC has taken favorable action with respect to the 
allocation of wheat, wheat seed, and barley seed, as re- 
quested by Hungary, and has acted favorably on Hungary's 
application to become a member of the IEFC. 


In regard to commercial policy, the ITO, and a treaty 
of commerce and navigetion, it was decided that the 
Hungarians were in no position at this time to make 
specific commitments other than those.contained in the 
treaties, and that we would, therefore, merely continue 
our “educational efforts" on these matters, 
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ECOSOC AGENDA INCLUDES CONSIDERATION OF Chief items to 
SEVERAL NEW INTERNATIONAL ORGANIZATIONS be considered 
at the Fourth 
Session of the Economic and Social Council, which is to 
convene February 28, are the establishment "of an Economic 
Commission for Eur ope ; the International Children's 
Emergency Fund; relief needs after termination of UNRRA 
end transfer of UNRRA functions; the report of the Pre- 
paratory Committee of the International Conference on 
Trade end Employment and a resolution relating to inter- 
governmental consultation and action on commodity problems 
prior to the estabiishment of the International Trade 
Organization; and establishment of a world shipping organi- 
zation and a permanent organization to deal with almost all 
branches of European inland travel. These items will. come 
up either in consideration of Assembly resolutions or in 
the reports of the various Commissions and Committees. 
Other matters listed in the agenda include the report of 
the Secretary-General on the Preparatory Commission of 
FAO; a report on the FAO mission to Greece; report of the 
Secretary-General on sponsorship of a World Statistical 
Congress; and various procedural and organizational 
matters including relationships and negotiations with 
Specialized Agencies and Non-Governmental Organizations. 








Most of the permanent ECOSOC Commissions have been 
in session at New York during the past few weeks, and the 
reports of these Commissions will receive ECOSOC considera- 
tion. Some of the Commission recommendations follow. 


Permanent European Transport Organization Recommended 
The Transport and Communications Commission recommends the 
creation of a permanent organization to deal with European 
inland transport to replace ECITO, which is expected to go 
out of existence by September of this year. The Commission 
recommends that an international conference be held in 
France to create the new organization with invitations going 
to all interested governments of Europe while cther coun- 
tries closely linked to the European transport system would 
heve observer privileges. (The US is less certain that a 
conference would be necessary; it might be possible to take 
action directly through the UN). 





Proposed functions for ETO have been agreed upon but 
no decision has yet been reached concerning the proposed 
organization's status in relation to existing organizations, 
to the Economic Commission for Europe, end to the UN. 


World Shipping Organization Endorsed After agreeing 
to recommend to ECOSOC establishment of a world-wide inter- 
governmental shipping organization to deal "at least" with 


technical 
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technical matters, the Transport and Communications Com- 
mission went further to accept a US proposal that a con- 
ference of experts be convened for the purpose of forming 
the organization, using es a working draft the plan pre- 
pered by the United Maritime Consultative Council. (See 
pege 10, November 4, 1946 issue of Current Economic 
Developments.) The UMCC plan does not limit the proposed 
organization to technical matters, but leaves open the 
possibility of its dealing with economic matters, 











mental experts on passports and frontier formalities was 
agreed to for March, 1947, as preliminary to = world con- 
ference on the subject. 


The Commission also accepted for transmission to 
ECOSOC a recommendation for a WVorld Telecommunications 
Conference and discussed the various telecommunications 
conferences planned for this year, 


On the problem of safety at sea, the Commission recom- 
mends that ECOSOC call a committee of representatives of 
the Provisional International Civil Aviation Organization, 
the International Telecommunications Union, the Provisional 
Maritime Consultative Council, and the International 
Meteorological Organization to survey existing safety ar- 
rangements. This committee would assist in preparations 
for a conference, to be called by the UK, to draw up a 
new convention for safety at sea, 


Proposed Economic Commission For Europe The Economic 
and Employment Commission is agreed on the establishment 
of an Economic Commission for Europe but recommended thet 
consideretion of a similar commission for Asia and the Far 
Bast should wait on the report of the Temporary Sub-Com- 
mission on the Reconstruction of Devestatcd Areas, which 
met on rebruary 14 to draft its report. Certain guiding 
principles for ECOSOC consideration were agreed upon by 
the Economic and Employment Commission in conncction witn 
the terms of reference for the ECE, including priority of 
measures to facilitate the ecoromic rehabilitation and 
reconstruction of devastated countries which are members 
of UN, and immediate consultation with a view to absorption 
of existing European economic organizations, namely, EECE, 
ECO, and ECITO. 





The Council's attention is elso being called to the 
fact that the GA had not expressed its views on recon- 
struction work in North Africa and Ethiopia and considere- 
tion of necessary measures for this work is recommended. 
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Other Decisions Of Economic And Employment Commission 
The Commission discussed at some length the question of al- 
location of functions, as between itself, the Secretariat, 
the specialized agencies concerned, and merber governments. 
In its own role in the field of international economic action, 
the Commission conceives itself mainly as a coordinating and 
policy making body, 





. By previous Council decision, this Commission is to have 
two sub-commissions to vork in the fields of Economic Develop. 
ment, and Employment and Sconomic Stability, respectively. 

It was felt that the composition of the sub-commissions was 
of such importance that appointment of the members should be 
deferred until Commission members had submitted nominations 
vith detailed statements of qualification and that primary 
consideration should be given to the technical qualifications 
of the individual irrespective of the country in which he 
happened to live. 


Child-Welfare And UNRRA Activities A resolution urging 
that first priority be given to raising funds for the Inter- 
national Children's Emergency Fund was adopted by the Social 
Council. A Temporary Committee on Social Welfare was set up 
to determine the best methods of work in this field and to 
study the composition and terms of reference of a permanent 
sub-commission to be created later, and to study requests 
from various governments for advisory welfare services. 





Pill Of Rights To Re Drafted A group was established by 
the Commission on Human Rights to draft a Bill of Rights. It 
will also consider possible methods of enforcing such a Fill. 
The first draft of the Bill is to be considered by the Human 
Rights Commission at its next session (tentatively set for July 
in Geneva) and it is noped it will be ready for presentation 
to the General Assembly meeting in September, There was no ef- 
fort in the Commission to reach specific decisions on the Bill 
of Rights nor to define ereas of agreement or disagreement, 
but views were expressed there which were designed to be a 
guide to the work of the drafting group. This broad exchange 
revealed a wide difference of opinion <s to whether personal 
liberty should be the primary function of the Bill of Rights, 
or whether emphasis should be placed on the cormunity interest, 
Efforts to reconcile the two opposing views were made by the 
UK, French and Australian delegates, all of whom argued that 
individual rights were limited by corresponding obligations. 
There was general agreement that the concept of equality and 
of fundamental security of the human rece should be incorporated 


into the preamble or body of the Bill. 
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Other Decisions Of Human Rights Commission The Com- 
mission on Human Rights closed its session February 10 
efter determining the functions and composition of its two 
sub-commissions, one on Freedom of Information and the Press 
end one on Prevention of Discrimination and Protection of 
Minorities, The Sub-commission on Information will formulate 
recommendations regarding the forthcoming conference on Free- 
com of Information, 





Commission On Status Of Women The Commission on the 
Status of Women is still in session and so fer discussions 
have taken place but decisions deferred on securing infor- 
mation on the political rights of women and on educational 
opportunities for women and young girls. Other discussions 
have chiefly concerned procedural matters and relationships 
with non-governmental orgenizations and specialized agencies, 





Population Commission Decisions A resolution was approved 
authorizing the Secretariat to draw up plans for an early 
census of all trusteeship territories, 





A resolution supporting the plans for a World Statisti- 
cal Congress was also approved and the Commission will ask 
the Secretary-General to develop plans for a Demographic 
Yearbook, and comparable statistics on population and popula- 
tion movements. Unanimous approval was given to preparation 
of plans which will obtain greater comparability of basic 
data, as well as improving the quality and usefulness of 
such data. An ad hoe technical committee will consider end 
report on ways and means of undertaking a comprehensive sur- 
vey of the migration problem, 


World Statistical Congress Urged UN sponsorship of 
the general meetings of a World Statistical Congress to 
be held September, 1947 in Washington was recommended in 
2 resolution adopted February 1 by the Statistical Com- 
mission. Plans for a 1950 Census of the Americas were 
presented and a resolution welcoming this project wes 
cdopted unanimously by the Commission. It was described 
as a "pilot'' study for a possible world census in 1960 or 
1965. Cooperation is expected from FAO on the World Agri- 


cultural Census, 
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US PROPOSALS ON ADVANCE US proposals for handling advance 
REPARATION GO TO FEC reparation deliveries from Japan 
have been submitted to the FEC, 
and except for France, India and the USSR, initial reaction 
was favorable. (See page 15, December 16, 1946 issue of 
Current Economic Developments.) If no agreement is reached 
in the FEC on these proposals by March 7, this Government 
plans to issue the proposals as interim directives to SCAP. 
This is in accordance with the terms of reference of the 
FEC, whereby we are entitled to issue such interim directives 
i circumstances require action but FEC policy is not forth- 
coming. 
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the presence or hearing of any person not authorized to have knowledge thereof. 
For general purposes all Foreign Service Officers and other responsible economic 
officers are authorized to have knowledge of the contents of this document, 
responsibility for the safekeeping of which will be assumed by each recipient 
thereof. It may be retained in protected files or, at the discretion of the recipient 
destroyed by burning. If not personally disposed of by the recipient, he will 
assure himself that it is burned in the manner prescribed for SECRET material. 
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US OFFERS RELIEF FOR RUMANIAN FAMINEs USSR Economic Mission 
NEGOTIATIONS APPARENTLY FROVIDE LITTLE ALD To Moscow Seri- 

ous economic 
problem: based on shorteges of food, heat, light, trensporta- 
tion and communications face the Rumanian Government. The 
Rumanisn-Soviet economic negotiations, which are still pro- 
ceeding in Moscow, have thus fer accomplished little in pro- 
viding ea favoreble solution to Rumania's economic ills, 
according to Ion Christu, one cf Rumenia's foremost econo- 
mists who recently returned from the negotiations. He st-ted 
that Rumenian delegstes, who for the first time were being 
treated by the Soviets on a basis of equality, were succcss- 
ful in negotisting a two-yeer commercial treaty, subject to 
renewal, which provides no special edvantages to the Soviets 
end which conforms to the peace trerty. 








A supplementary one-year commercial egreement does noth- 
ing to relieve the grave strain on Rumania. The Sovicts 
would not agree to discuss importent peace tresty probloms, 
such as the German debt forum, and would not grent a reduc- 
tion or moratorium on repsrations as the Rumenians had hoped. 
A token credit of $15 million mey be forthcoming from the 
USSR, probably for use in transactions with Soviet-Rumanian 
companies. 


It has been reported that demands of Sovrom Petrol, a 
joint Rumanien-Soviet oil company in which the Soviets claim 
a 70 percent interest, will be incorporated in the commer- 
cial treaty. These demands include incressed holdings and 
increased exploretion quotss, 2 greater interest in Rumania's 
natural ges monopoly and compensation for inadequate prices 
paid for processing royalties and for leck of profits. Ac- 
cording to Berry, it seems clear thet the Soviets intend to 
obtain as complete a monopoly as possible on unexploited oil 
lands in Rumania, thus leaving nothing for Rumania to grant 
US and UK interests if they should cleim equal treetment 
under terms of the peace treaty, and thst they intend to use 
the government company Acex es 2n agency through which they 
will obtain additional exploration rights. Should the 
treety be retified by the Rumanian Prrliament, provisions in 
conflict with the petroleum lew of 1942, upon which we heave 
based protests of treatment of US properties, would super- 
sede the 1942 act and Sovrom would be on firm legal ground. 


Christu considers that the negotiations brought out the 
following important facts: (1) the Rumanian Communist 
Ministers, aware of their precarious domestic position, were 


hesitent 
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hesitant to present the extent of the difficulties of their 
country; (2) the Soviets were willing to assist Rumania but 
were unable to supply needed materials beceuse of their own 
criticel situation--drought in. the Ukraine, the magnitude of 
their own reconstruction program and the lack of materials; 
end (3) the USSR does not dere help Rumania, fearing similar. 
reauests from former satellite states such eas Hungery which 
it does not wish to help economically. 


Critical Food Situation In response to General Schuyler's 
personal appeal, in which Berry concurred, for assistance in 
obtaining immediate relief.for the population of Moldevia 
where at least 500,000 peopie are starving, the US is divert- 
ing 4,500 tons of rations and 2,500: tons of beans to Rumania 
to be distributed by the Rumenian Red Cross under the super- 
vision of the American Red Cross. The relief cargo is 
scheduled to arrive in Constanza Merch 3. Schuyler reported 
that thousands have already died in Moldavia and that hun- 
dreds are dying daily. While Schuyler's appeal was based 
primarily on humanitarisn grounds, he pointed out that — 
political aspects of the situation warranted action. The 
present famine, while ostensibly due to the 1946 drought, is 
primarily the result of the stripping of all fooc surpluses 
by the Soviets during the past two veers. Since the USSR 
end the Rumenian Government itself have not taken effective 
steps in furnishing relief, US aid might result ina set- 
back for the Communists, The Rumanien Government hes stated 
that it has teken steps to comply with our specifications 
concerning the distribution of Red Cross supplies, principally 
Governmental assistance to the Rumanian Red Cross in effect- 
ing the immediate hendling and distribution of such supplies 
without political, racial, social or religious discrimina- 
tion, 





Berry recommends that CARE not consider 2 program for 
Rumania, since gift parcel distribution is still deplorable 
and there is no prospect for improvement. About 3,000 gift 
parcels are distributed monthly, while about 45,000 remain 
stored in customs, 


On February 18, we informed the Rumanien Minister here 
that, through IEFC allocation, the US contempleted supple- 
menting the allocation of 17,000 tons of corn and 24,500 tons 
of seed grains already granted by the IEFC for March with 
additional quantities of 17,000 tons of corn monthly until 
conditions in Rumani2 ameliorate, if assurances regarding 
Gistribution are given. On February 22, the Rumanian Minis- 
try of Foreign Affeirs expressed gratitude to Mission 
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Bucherest for US assistance and stated that the Rumanian 
Minister in Washington has been authorized to state that 
Rumania undertakes to meet US conditions, which include as- 
surances thats (1) Rumenia will not use any US grains for 
the payment of reparation; (2) Rumania will not permit the 
export of any grain from Rumania; (3) US representatives in 
Rumania will be free to observe the distribution of grain 
from US sources, which distribution will be effected without 
discrimination. The Rumanian statement that eny seed grein 
originating in the US will be used within Rumania apparently 
falls short of our condition that seed grains shall be used 
for their intended purpose. To secure credit for the pur- 
chase of cereals, Rumania has egreed to cede to the US, as 
the trustee of states having claims on German gold, 15 tons 
of gold of German origin. These assurances as to the gold 
do not meet the conditions laid down by the US Government. 


Berry reports that the Government press in referring to 
relief for Rumania has deliberately tried to avoid mention- 
ing the US as the country offering essistance. Berry is 
skeptical of eny reel show of good faith on the part of the 
Rumanian Government in mecting US conditions regarding the 
use of US grain, believing that political conditions will 
determine the extent of compliance. The Minister of Agricul- 
ture said thet of the presently allocated 17,000 tons of 
grain from the US, about 7,000 would be for Bucharest, 6 ,000 
for the industrial commissaries end the remainder for’ the 
famine areas. If Soviet displeasure will be incurred by 
failure to repay 20,000 tons of corn to Yugoslavia, Berry 
feels it is certain that repayment will be made regardless 
of any promises made to the US. 


AVIATION DISCUSSIONS WITH SOVIETS The Soviet Government has 
WILL NOT BE INSTITUTED AT PRESENT replied formally to our 
request for resumption of 
aviation discussions suggesting that we conclude earlier con- 
versetions for the establishment of USSR-US air communica- 
tions via Berlin. This reply apperently confirms Soviet 
policy not to permit flight of foreign aircrsft over Soviet 
territory, except in speciel individual cases. Ambassador 
Smith recommends that as long as full reciprocity, with some 
traffic point within Soviet borders, remains our minimun 
besis for negotiations no further effort should be made to 
press for a conference which would seem doomed to failure be- 
fore the start. Meanwhile, the Air Coordineting Committee 
has under consideration a study of US aviation policy toward 
the USSR and the satellite states and the Department is con- 
sidering a British proposal for joint talks in London con- 
cerning civil air policy wate eespees to the USSR, the s.iel- 
lites, and Germany. 
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DIFFERENT PROPOSALS ON GERMAW ASSETS © After careful con- 
IN IN AUSTRIA SUBMITTED BY US, ND USSR ~=_— sideration of the 








British and. Soviet 
proposals for treaty settlement of German assets in Austria, 
the Department has informed General Clark that it wishes the 
US proposal tabled immediately. The Department feels strong- 
ly that, although the British draft if -taken as a basis of | 
discussion might give approximately the same result as if 
the US draft were also considered, it concedes too much at 
this stage to the Soviets on the question of bilateral 
settlement. The Soviet proposal is unacceptable in that it 
provides for bilateral settlement, forbids nationalization 
of German preperties by the Austrian Government and defines 
"forced transfers" in a much stricter manner than has been 
agreed in the satellite treaties and in the ACA, 


US Draft For German Assets In Austria We feel that it 
is essential that the German assets question be resolved ©“ 
a quadripartite basis if there is to be rapid, satisfactory 
settlement of this issue. Our view is that the treaty provi- 
Sion should lay down principles regulating procedures as be- 
tween Austria and the Allies to be implemented by. the Heads — 
of Mission in Vienna. The primary purvose of our draft is 
to allow determination of what assets are subject to trans- 
fer under Potsdam to the USSR on the one hand and the US, UK 
and France on the other. Our jiefinition includes as eligible 
for transfer all property, rights and interests beneficially 
owned prior to March 13, 1938 by German nationals or Govern- 
ment, plus ownership interests of Germans created since the 
Anschluss or substantial increases in the property, rights - 
and interests existing before Merch 13, 1938, provided they - 
resulted from investment of German capital and the creation 
of new physical assets in Austria. Property used for govern- 
mental purposes is an exception. We also provide that 
transfers shall be consistent with the Moscow Declaration on 
forced transfers and the Inter-Allied Declaration Against 
Acts of Dispossession Committed in the Territories Under 
' Enemy Occupation or Control, and we take the position that 
Potsdam successors to German assets in Austria shall: be sub- 
ject to ail Austrian laws applicable to foreign interests 
generally, including valid creditor claims against them and 
restrictions on their removal from Austria. © 





Soviet Proposai The Soviet draft provides that Austria 
shall facilitate transfer of German assets in Austria trans- 
ferred to the US, UK, France and USSR "in their respective 
zones" under Potsdam and that these former German assets 
shall not be subject to nationalization without the consent 


of 
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of the owner state. Their definition of German assets is as 
follows: (1) all assets which were German prior to March 13, 
1938; (2) all assets transferred to Germany or German 
nationals after March, 1938 except where the transfer "was 
effected as a result of direct forcible actioi."; and (3) any 
rights re-acquired by the German firms after 1938 and all 
property increases after 1938 resulting from German invest- 
ments. It also provides that "state, communal and other 
property transferred to Germany or Gcr:en nationals without 
any compensetion by way of merging state, credit and other 
institutions or by wey of Aryanizing shell be returned to 
the owners. Voluntary trensfer and increase of capitel at 
the expense of the German assets will, however, form an ex- 
ception." 


British Proposal The British scheme would incluce in 
the treaty e definition of German assets and in an annex to 
the treaty there would be: (1) deteiled refcrence to divi- 
sion between castern and western Austria including proccdure 
for division of properties lying partly in eastern and partly 
in western Austria; (2) for assets falling in the inner stadt; 
and (3) procedures for determination and transfer of German 
assets. Under these procedures Austris shell within two 
months agree to lists of German assets with each interested 
power; supplementary lists, on which agreement cennot be 
reached, shall be submitted to a quecripartite arbitration 
boarc; and burden of proof regerding ebsence of force or 
duress shall rest on the claimant government. As a result 
of this procedure, German interests in eastern Austria shell 
be trensfcerred to the USSR and those in western Austria shall 
be held available by the Austrian Government for transfer in 
accordance with directions to be issued by the US, UK and 
France, 


We feel that the British definition of Germen assets, 
which excludes from specific definition any reference to 
post-Anschluss accretions by the Germans, would be quite un- 
satisfactory to the Soviets and that tactically for purposes 
of negotiation our definition, which includes certain assets 
acquired by Germeny after the Anschluss, 2s well as pre- 
Anschluss holdings, is preferable. We fear the establish- 
ment of detailed list of German holdings in western Austria 
will lead to increased pressure by IARA countries for use of 
these assets as reparetion. The procedures for dealing with 
enterprises located both in eastern and western Austria are 
not considered adequate. 


# * + 
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DECONCENTRATION. LAVS PASSED US and UK decartelization laws 
IN US AND UK ZONES OF GERMANY went into effect in the re- 
spective zones on February 12. 
Although the text of the British law is not available, the US 
law provides for prohibition of restrictive snd monopolistic 
enterprises and vractices, and permits Military Government 
to take tiie following appropriate steps to eliminate pro- 
hibited enterprises or activities: the elimination of corporate 
entities; the redistribution and removal of property, invest- 
ments and other assets; and the cancellation of obisegrtions 
of cartels, syndicetes, trusts, combines or other organizetions 
of a monopolistic or restrictive character, German parti- 
cipetion in internetional cartels is specifically prohibited. 


BEST COPY AVAILABLE 





In view of the particular historicel development of ex- 
cessive economic power in Germany, the law provides that ell 
enterprises heving their teadquarters in the US zone and al 
ing in Germany more than 10,000 persons shell be examined as 
prima fecie corstituting excessive concer trations of economic 
power, and if the enterprises are located entirely within ‘he 
US zone, they shell be dealt with eas\excessive concentration 
of economic power, unl?ss their continuance is approved by 
Militar’. Governmen%, [n determining which enterprises are 
objectionable, the following fectors are to be taken into con- 
siderrtion: (1) the percentege of the total Germen production 
or other economic activity in the field in which the enterprise 
Operates which is produced or controlled by such enterprise; 

(2) the asset value of the enterprise end its ennuel volune of 
business; (3) the number of versons directly or indirectly 
employed by the enterprise; (4) the cheracter of the production 
end the nature of the ectivity of the enterprise; (5) the nature 
of the arrangement wich tends to create special privileges in 
the purchese or sale of materials, to restrict production or 
distribution, to fix prices or to allocate business or sales 
territories or which provides for the exclusive exchange of 
patents or technical information; and (6) eny grouping of en- 
terprises of similer or dissimiler cherncter or any arrcengenents 
covering distinct steges of production. 


The agency designated by Wilitery Government to enforce the 
deconcentration law is sllowed to consider and grant exemptions 
if it is considered that the character or ectivities of the 
enterprise are not repugnent to the purposes. of this law or are 
required to further the declared objectives of Militery Govern- 
ment.. Exemption is elso granted in the law to the Reichsbehn, 
the Reichspost, to public utili ies, and to enterprises under 
control of MG except that these enterprises may be celled upon 
to submit reports’ and any other relevant informetion. Any 
judicial proceedings under this lew shell be taken before either 
German courts or IG courts as iG decides. Violators are 
liable to e fine of not more than RM 200,000 or to imprison- 
ment for not more than ten yeers, or both. 


* * * 
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REACTIONS: TO. CHINA'S Replying to Embassy Nanking's sugges-~ 
SCONCMIC MEASURES tion that unless a drastic revision 





in the China UNRRA program can be ef- 
fected, a short-term Eximbank cotton loan of §40-50 million 
be considered for China, we have informed them that we see. 

no immediate prospect of such a credit. 


The UNRRA Central Committee discussed the Chinese situa« , 
tion at a meeting last week but is taking no action awaiting .. 
more definite recommendations and fuller information.  How-- 
ever, accorcing to present indications it appears that, 
other commitments and shipping deadlines considered, only 
apout. ;20 million would be available for additional purchases 
of cotton. 


Embassy Nenking's Reaction To Economic Reforms In re- 
gard to China's recent measures to avert a financial crisis, 
Embassy Nanking calls attention to the following points: 

(1) Readjustment of the exchange at 12,000 is relatively 
realistic. (2) Measures cesigned to create conditions for 
fiscal. and currency stabilization are not likely to be more 
than temporarily effective until the cessation of civil war. 
(3) Restrictions on price control to one or two areas and to 
specific commodities, while in itself a wise policy, creates 
serious problems of enforcement. (4) On the basis of past 
performances, Embassy Nanking doubts that the provision for 
the application of "rough and ready justice" will be applied 
with the necessary impartiality and vigor to affect persons 
in high government. positions or their families and asscciates. 
(5) In the Embassy's opinion, reference to self-sufficiency 
in cotton and tobacco by 1948 is questionable in view of the 
Chinese peasants! traditional habit of engaging in the pro- 
Cuction of food rather than cash crops and the further sig- 
nificant fact that transportation facilities are inadequate. 





Chinese Commercial Circles Reaction To New fcveizn 
Exchange Measures Reaction in business, banking and trading 
circles to the Chinese Government's revised temporary regula- 
tions for foreign exchange transactions is that many loop- 
holes remain open which may permit violations of the 
principles involved. Some circles are of the opinion that 
if the Government is seriously trying to eliminate the cir- 
culation of US dollar notes and other foreign currency, it © 
should freeiy accept same in payment for licensed imports} 
otnerwise, while they will be theoretically frozen, continued | 
trading under cover is almost certain. Others believe that | 
damming up of outlets for idle funds will mean that holders. 
of CN dollars will turn to commodities for hoarding, and 











shortages 
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shortages of consumable goods thus created will further 
stimulate the upward spiral of prices and living costs, and 
create labor difficulties. 


Market Reaction To Reform Measures Although exchange 
shops remain closed, black market trading continued during 
last week and gold bar prices were reported ranging from CN 
5.8 to 6.3 million as against Central Bank 4.8 million an- 
nounced buying rate. No sales, however, were made nor sell- 
ing price quoted as yet by the Central Bank to goldsmiths. 
Reportedly, in Shanghai it was possible to get curb offers 
anywhere from 12,500 CN to the dollar (official rate 
CN12,000 to US$1} to 15,000 by midweek. Commodity prices in 
general were reported up. 





EXIMBANK BOARD &t the Board of Directors' meeting last 
APPROVES CREDITS week, the Eximbank took action on the fol- 
lowing applications: 








Austria At the request of the Bank of America the Exim- 
bank approved participation with the Bank of America in a 
short-term revolving credit of $1 million to the Hypotheken 
un Credit Institut of Vienna. This credit is to be used to 
finance Austrian purchases in the US. 





Italy with a view to reviving and stimulating Italy's 
exports of manufactured and raw tobacco, a credit of $5 mil- 
lion to the Italian State Tobacco Monopoly was approved for 
purchase of American tobacco. (This is exclusive of the $100 
million credit earmarked for Italy.) 


Finland The Finnish American Trading Corporation's 
credit request of $2,500,000 has been approved. The FATC 
consists of about 35 small manufacturing firms in the light 
and medium industrial field, as distinguished from the basic 
lumber,;. pulp and paper industries of England. The credit is 
to be used to finance purchases in the US of machinery and 
equipment required by these smell private manufacturing en- 
terprises. _ 





Bolivia An additional credit of $3 million for the 
Bolivian Development Corporation was approved to provide for 
an increase in funds to complete the YPFB (Government Petro- 
leum Administration) program for petroleum development. This 
approval, however, is subject to final action on the basis 
of information to be received from the Eximbank's Mission 
now in Bolivia. 
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Brazil Since the Brazilian Finance Minister has recently 
indicated that Brazil no longer has need for the $50 million 
requested from the Eximbank, the Bank considers the applica- 
tion in effect withdrawn. : 


However, the Bank approved an additional credit of 
$7,500,000 for the Companhia Vale do Rio Doce to cover esti- 
mated dollar requirements to complete the program for railway 
and iron ore development. The funds are to be used prin- 
cipally to purchase construction anc railwey transportation 
equipment. The credit, to be guaranteed by the Government 
of Brazil, is subject to a condition that Brazil establish 
a credit in favor of the Companhia Vale do Rio Doce of 240 
million cruzeiros to be advanced at the rate of 8 million 
cruzeiros per month. 


ADDITIONAL SURPLUS FLC has recently been authorized to ex- 
CREDITS EXTENDED tend surplus credits to Costa Rica and 
Haiti, and to grant additional credits 
to Belgium, France and Hungary. Active consideration is 
also being given to credits to Yemen, Greece, and Finland, 
and a credit agreement has been signed with Iran. 








France Under a supplemental surplus credit of up to 
$50 million France will purchese transportation equipment 
and other items under provisions of the US-French Surplus 
Property Agreement of May 28, 1946, including some specific 
purchases for French Indo-China, and about 100 vessels 
which are now held under lend-lease. This credit will also 
cover the US commitment for Levy List items under the May 
1946 Agreement by allowing France to make purchases in Ger- 
many of surplus amounting to $30 million original cost on a 
20 percent basis. FLC has been instructed to grant France 
and Greece equal priority in purchase of surpius in Germany. 
The amount of surplus credit previously extended to Frence 
was $300 million, : : 


Belgium An additional credit authorization of $3 mil- 
lion for Belgium will finance purchases of surplus property 
not transferred to Belgium under the bulk sale agreement of 
September 24, 1946, which provided for a surplus credit of 
$10 million. Under this credit Belgium will also make pur- 
chases of selected items from German surplus. 


Hungary 
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Hungary One of the measures in the US program to help 
Hungary in obtaining urgently needed supplies is an increese 
in the surplus property credit to Hungary from $15 million 
to a total of $30 million. Purchases will be made from sur- 
plus soon to be available in Germany. 


Costa Rica and Haiti Surplus property credits 
authorized for Haiti and Costa Rica are to be for five years 
at 2-3/8 percent interest. Haiti will receive $200,000 and 
Costa Rica $300,000. Requirements of the Department's for- 
eign buildings program will be supplied under local currency 
Clauses of these credits. 


Greece The Department is considering the recommenda- 
tion of the Porter Mission for an additional $19 million 
surplus credit for Greece and the proposal of FLC Paris that 
an additional credit of $10 million be extended to Greece to 
be earmarked for the purchase of maritime vessels and stores. 
FLC Paris differs somewhat from the Porter Mission's recom- 
mendation for additional surplus credit. It believes in- 
stead that the credit for maritime vessels and stores is 
justified by the certainty that such surplus will shortly be 
available and their purchase will contribute substantially 
to the Greek economy. FLC Paris also differs with the Porter 
Mission's recommendation that Greece be given priority for 
purchases with the proposed $19 million credit and the De- 
partment is inclined to believe such a priority would not be 
justified in view of the administrative difficulties cited 
by FLC. 





Yemen Although the extension of a surplus credit of 
1 million to Yemen is being withheld pending information 
concerning Yemen's financial position, Minister Childs urges 
that political factors be given more weight than economic 
factors in this decision. He points out the difficulty in 
obtaining detailed financial information and states that our 
influence in this strategic area “ould be greatly enhanced 
by the eytension of this credit. 


Iran A credit agreement has been signed which grants a 
$1G@ million credit to Iran for the purchase of defense items. 


Finland Finnish officials have been ciscussing with 
FLC a $25 million credit for the purchase of German surplus. 
This would be in addition to previous surplus credits to 
Finland totaling $15 million. 
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YUGOSLAV EXPORT MONOPOLY According to Embassy Belgrade, 
a. ESTABLISHED BY DECREE . a statement recently issued by 
the Yugoslav Minister of Foreign 
Trade, Petrovic, concerning a decree providing for export 
quotas indicates that a drive will be made for expanded 
exports, under a government monopoly, to finance Yug»slavia's 
Five Year Plan... The decree, which became effective February 14, 
provides for the compulsory establishment of export quotas 
and the assignment of them to firms of federal, republic 
and local importance. As these firms have already been 
nationalized, exports appear to have besome a complete 
government monopoly from production through shipment and 
payment. 








The Econsmic Council of Yugoslavia, on the recommenda- 
tion of the Ministry of Foreign Trade, is to set total 
and individual quotas. The Federal ministeries and the 
governments of the constituent republics are to be held 
responsible to produce, purchase and place at the disposal 
of the Minister of Foreign Trade the required quotas of 
goods. The export plan for 1947 was formulated to incr2ase 
shipments of liquors, fruit, fruit by-products, handiwork, 
hemp, tobacco and especially wood and metals and to reduce 
the individual domestic consumption of metals, fuels, 
chemicals and textiles, 


The Embassy believes that the Minister's statement 
indicates that the economy of the country will be directed 
almost exclusively to heavy industry and basic electrifica- 
tion even at the cost of drastic reductions in already low 
living standards. Petrovic claims that in the future 
federal export-import firms, nationalized business, govern- 
ments of the republics, cooperatives and the private sector 
Will participate in the export trade and that.an end must be 
put to the illusion that all export and import could be 
effected through a small number of state commercinl enter- 
prises of a monopolistic character but that control over trade 
must be maintained. The Embassy believes that foreign trade: 
will remain a government monopoly since the decree provides 
for the delivery of quotas only to the Federal Ministry of 
Foreign Trade and offers an incentive to the Republics’ govern- 
ments to fulfill their quotas by giving them authority to do 
their own exporting after the quotas are met. This incentive 
apparently has not been granted croperatives or private firms. 


The Minister of Foreign Trade stated that commercial 
relations with the Soviet and democratic countries of eastern 
Europe removes the serious danger of the success of ev2ntual 
steps which reactionary groups in certain capitalist countries 
might undertake to isolate or blockade Yugoslavia economically. 


* x * 


DECLASSIFIED FOR PUBLICATION IN FOREIGN 
RELATIONS OF THE UNITED STATES 











UNCLASSIFIED 
aw 19 wo 


INTSRNATIONAL WHEAT CONFERENCE On February 18 the Inter- 
TO DISCUSS WORLD ‘WHEAT AGREEMENT national Wheat Council, 
composed of representa- 
tives from 13 major wheat importing and exporting countries-- 
Argentina, Australia, Belgium, Brazil, Canada, China, | 
Denmark, France, India, Itely, Netherlands, the UK and the 
US--issued a draft memorandum which will serve as the basis 
for discussion of a proposed international wheat agreement 
at a conference to be convened in London March 18. The UK 
has issued invitations to all countries members of the UN, 
to such other countries as are members of the Food and Agri- 
culture Organization, to the FAO as an organization, and to 
the UN to send representatives to the conference, 








The Council's memorandum, prepared at a recent meeting 
in Washington, is intended to facilitate the achievement of | 
the following objectives to be considered at London: (1) 
steble international wheat prices fair to both consumers and 
producers; (2) adequate wheat supplies for world consumption 
at ail times; (3) esteblishment of wheat reserves through 
national stocks to insure against crop failure or famine; 
(4) avoidance of the accumulation of burdensome wheat sur- 
pluses; (5) security for efficient wheat producers; (6) in- 
creased opportunities for meeting world needs from sources 
which cen furnish supplics most effectively; and (7) promo- 
tion of increased whest consumption. 


As now proposed, the agreement would become effective 
for a period of four or five years on August 1, 1947, if at 
that time Argentina, Australia, Canade, the US and the im- 
porting countries, including the US, whose imports total 400 
million bushels annually have joincd, or if any three of the > 
above wheet exporters and a number of importers sufficient 
to insure the satisfactory operation of the agreement have 
joined. The fixing of minimum and maximum carryover stocks 
of wheat is provided for as is an export program to be deter- 
mined annually. It has been proposed that the percentages 
established in a 1942 draft agreement be used as a basis for 
sharing .the world export market, up to 500 million bushels. 
Under this plen, Argentina would be allowed 25 percent of 
the export market, Australia 19, Canade 40 and the US 16, 
with percentages allocated to smeller exporters. Provisions 
ere also made for keeping within the import anc export quotas 
end maintaining world stocks of wheat within agreed limits. 
Under the proposed agreement, exporters would be permitted 
to sell at special prices, with the Council's approval, for 
nutrition programs abroad, providing the importers agree to 
pass the special price benefits on to the consumers, to main- 
tain their usual commercial wheet imports and not to export 


wheat or resell wheat on 2 commercial besis. 
» * 


UNCLASSIFIED 


DECLASSIFIED FOR PUBLICATION IN FOREIGN 
RELATIONS OF THE UNITED STATES 





RESTRICTED 








- 13 - 
UK_FCONOMIC WHITE PAPER The UK White Paper "Economic Sur- 
OUTLINES 1947 PROGRAM vey for 1947" was released to the 








public February 21, after having 
been revised to take into account the February coal crisis. 
A grim program to spur output, the Paper outlines a pattern 
for continued controls and individual privations. Embessy 
London comments that the Paper is a restrained, thoughtful 
analysis presenting a frank exposition of the UK economic 
position and fundamental problems, set forth in a manner 
understandable to the average person. Chief criticism, the 
Embassy says, is that the proposed solutions are not equally 
precise and in some sectors, such as international trade, 
the plans are optimistic. While it contains nothing dramatic 
with regard to government policy, the program of placing 
first things first involved courageous decisions. 


The document defines coal, manpower and payment for im- 
ports as the central problems. 


Coal Is First Priority For coal, described as the 
fundamental 1947 industrial problem, a modest but minimum 
and essential target of 200 million tons in 1947 is set. 
This target promises drastic coal economy among less essen- 
tial users and anticipates a net increase of 35,000 miners 
by year's end. The Government will provide more houses for 
miners and will exempt underground miners from military ser- 
vice for five years. Priority will be extended to mechanized 
mining equipment and plants for open cast coal production. 
Conversion to oil burning will take place wherever possible 
and. great reliance will be placed on the miners themselves 
to increase their individual output. 





Manpower Is Second Priority The attack on the manpower 
situation is chiefly through exhortation to increase indi- 
vidual output; to use women and persons past retirement age 
as full or part-time workers; to introduce systems of pay- 
ment and other arrangements which will provide the maximum 
incentive; to employ Poles and recruit displaced persons for 
Civilian work; and to discourage the tendency of consumers 
services to attract too much manpower in the immediate future. 
The Government declines to lower the age at which British 
children may leave school, as had been suggested in some 
quarters, saying that this is a long-term national gain 
which cannot be sacrificed for short-term advantage. 





Perhaps the most significant single statement concern- 
ing labor relations is that "while the Government adheres to 
its long-term objective of raising the standard-of-living of 


the 
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the people, any further general increase in wages and profits 
must be sccompanied by a corresponding increase in produc- 
tion." This appears to the Embassy as an extension and 
strengthening of the principle enunciated in the recent 

white Paper on employee-employer relationships and will be 
useful in halting infletionery wage increeses. Nothing was 
stated about a five-day week except to note that efficiency 
may be lowered by shorter hours or increased holidays unac- 
companied by a compensating increase in hourly output and 
that, while greater leisure is desirable, it is not a prime 
essential like imported food nor as important as coal, cloth- 
ing or housing. 


Trede Targets Outlined Reflecting the crippling effects 
of the winter's industrial crisis, the ‘shite Paper states 
thet expansion cannot be expected for the first half of 1947 
but that the export target by the end of the year should be 
140 percent of the 1938 volume. This compares with 110-115 
percent at the end of 1946, and with the 175 percent long- 
time gool. The target involves devoting 25 percent of manu- 
facturing capacity to exports. 





The import program for 1947 is projected for 80-85 per- 
cent of the 1938 volume as compared with 70 percent last 
year. Imports are limited by shortages--especially food, 
feeding stuffs, anc raw materials, anc by foreign exchange 
resources--tobacco, petroleum products and consumer goods. 
The Peper restates the need to control the total import 
volume tightly but promises continued import facilities for 
essential machinery and equipment for industry and agricul- 
ture not available "in comp2rable conditions from UK produc- 
tion." 


The Dollar Problem The Peper emphasizes that drain on 
dollar resources will exceed 350 million sterling becnuse: 
(a) convertibility under the American financial agreement 
"may result in some loss of dollers," and (b) trade deficit 
with dollar and hard currency countries will continue until 
Eastern Hemisphere countries (where the UK has an export 
surplus) can supply more essernti2l goods. It is pointed out 
that economic recovery of Europe and the Far East are neces- 
sary to solve Britain's dollar problem and thet this 
will not happen very quickly. Meanwhile, the US and 
Canadian credits, the Paper said, must last not only until a 
stable balance of payments has been established but until 
the dollar problem has been solved. 





Other 


RESTRICTED 


DECLASSIFIED FOR PUBLICATION IN FOREIGN 
RELATIONS OF THE UNITED STATES 





R©eSTRICTED 
a 29 « 


Other Basic Industry Provisions A steel shortage re- 
sults from lack of imports and coal but no serious gap is 
forecast for 1947, assuming there is no expansion in the 
major steel consuming industries. The precarious balance 
will require cutting steel exports to a minimum, 








Demand for electricity has outstripped the generating 
capacity, which cannot be immediately remedied, hence the 
power position will probably worsen in the next two years 
end drastic steps must be taken to keep down non-industrial 
loads. ° 


Speed restrictions may have to be applied in the case 
of reilway shipping since the current traffic load is 23 per- 
cent above pre-war and there is a shortage of serviceable 
rolling stock and depreciation of track. The merchant fleet 
will probably earn a small balance "if we are given a reason- 
able time to redeliver the American cargo ships now operated 
on charter." The shipbuilding target is 25 percent above 
that of 1938, plus a large repair program. 


In agriculture, a switch from crops for direct human 
consumption to livestock, pigs and poultry is contemplated 
as soon as the world cereal position permits. More agricul- 
tural workers are solicited, 


Close government control will be maintsined and some 
postponement will be necessary for plant equipment, and it 
is recognized that shortage of timber, steel, and clay 
products may prevent atteining the housing target. 
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US RECOMMENDS POSTPONING ECITO We ere recommending thet 

COUNCIL MEETING UNTIL APRIL the seventh ECITO Council 
meeting, originally scheculed 

for Merch 6, be postponed until some time in April in order 

to coincide in timing with anticipated ECOSOC action in es- 

tablishing the Economic Commission for Europe and convening 

a conference to discuss the formstion of a permanent European 

Transport Organization (ETO) (see page 10, February 17, 1947 

issue of Current Economic Developments). 
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The US, UK and Frence stand oprosed to the Soviet-Polish 
view that the ECITO Council meeting be celayed until after 
the CFM meeting in Moscow on the basis of Soviet unwilling- 
ness to discuss the two major agende items--the future of 
ECITO and the restitution of European rolling stock. We do 
consider it inadvisable to hold further discussions on the 
transport organization pricr to action by ECOSOC on the forma- 
tion of ETO or to precipitate this problem without representa- 
tion from eastcrn European countries in the ECITO Council 
meeting. 


On the restitution question we feel there is no case for 
postponement since no new developments concerning restitution 
heve occurred since the December meeting when a majority of 
the ECITO countries mede concessions to the Soviet view 2s 
to time and forum for discussion (see page 8, Februsry 3, 
1947 issue of Current Economic Developments). The Soviets 
‘are opposed to discussion of restitution under ECITO auspices, 
holding thet solution of the problem is impossible until the 
CFM determines the question of ownership. We are of the 
opinion that ECITO is equippec to handle the technical prob- 
lems of rolling stock restitution and, in any case, that the 
CFM should have an ECITO recomrendetion on this matter. 





+ * * 
FREIGHT RATES AND PASSENGER SHIP REQUIR@MSNTS The general 
TO BE STUDIED BY SHIPPING COORDINATING COMMITTEE shipping 





situation 
in international trade and ocesn transport requirements for 
civilian passenger traffic ere to be studied under the aus- 
pices of the Shipping Coordineting Comrittee. 


The study on the general shipping situation will meinly 
be concerned with the existing freight rate situation, a 
problem which is before the House Committee on Merchent 
Merine and Fishcries. This matter has recurred constantly 
in US-UK discussion on shipping and hes been of special con- 
cern to the Lepartment because of the effect the existing 
retes have on international trede in general and particularly 
on the tenker program and the coal and grain relief progrems. 
The study will consider the demand for and the aveilable sup- 
ply of shipping. It is hoped this will focus attention on 
the steps the US can take to bring more harmony into the 
existing freight rate structure. The Department contends 
that existing practices interfere with the law of supply and 
demand and introduce artificial factors into the shipping 
picture which prevent competitive forces from exercising 


their 


DECLASSIFIED FOR PUBLICATION IN FOREIGN 
RELATIONS OF THE UNITED STATES 





SECRET 
« 17 « 


their influence on freight rates, thereby impeding readjust- 
ment from wartime distortions. The Department feels that 
operations on the basis of present exyhorbitant rates are a 
stimulus to the shipbuilding incustry abroad, and will not 
benefit: the US Merchent Marine permanently. 


The lack of ships which are able to pass requirements 
for passenger traffic will be the chief concern of the second 
study. The world-wide shortage is intensified by ship necds 
for repatriation and resettlement requirements and for com- 
mencing business and tourist traffic. Current efforts to 
ensure legislation permitting the continued operation of 
converted troop ships for a limited -eriod obviously does 
not provide a complete answer to the problem. In recent 
testimony before the House Committee on Merchent Msarine and 
Fisheries concerning the extension of Maritime Commission 
Authority to operate vessels until July 1, 1947, the con- 
verted troop ship program was described and emphasis was 
placed on the necessity for mainteining present emergency 
shipping fecilities, pending development of commercial pas- 
sengcer shipping to meet permanent requirements. 
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This weekly publication is designed to highlight developments in the eco- 
nomic divisions of the Department of State, and to indicate the economic prob- 
lems which are currently receiving attention in the Department. It is suggested 
that copies be retained on file, as reference will sometimes be made to previously 
reported items to avoid repetition. 


Document Security Instructions 


This document should be treated in accordance with current instructions 
regarding security measures for SECRET material. Extreme care should be ex- 
ercised to avoid public or private discussion of the information herein with or in 
the presence or hearing of any person not authorized to have knowledge thereof. 
For general purposes all Foreign Service Officers and other responsible economic 
officers are authorized to have knowledge of the contents of this document, 
. responsibility for the safekeeping of which will be assumed by each recipient 
thereof. It may be retained in protected files or, at the discretion of the recipient 
destroyed by burning. If not personally disposed of by the recipient, he will 
assure himself that it is burned in the manner prescribed for SECRET material. 
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US PLANS SUPPORT TO GREECE The Executive Branch of the 
AS | D TO WITHDRAW AID US has agreed in principle to 
a aid Greece in achieving eco- 
nomic and financial stabtlity and to preserve her democratic 
independence. The US action, subject to favorable Congres- 
sional legigdation, was contained in a note presented last 
weeken® fo the British Ambassador in Washington in reply to 
one received earlier in the week from the UK stating that 
Britain's own precarious financial position prevented her 
from maintaining military and economic aid to Greece beyond 
March 31, 1947, and that this aid, if withdrawn, threatened 
a palitical and economic collapse in Greece, 





YS aid, if forthcoming, will be dependent upon the UK's 
maintaining at least a part of her military force now in 
Greece as a stabilizing element, and continuing UK political 
cooperation to the extent possible, Although no official 
figures have been determined pending further study of Greece's 
foreign exchange requirements, relief deficit for 1947, bal- 
anee of payments, eta., we are now contemplating a long range 
program of financial assistance estimated at around $350 mil- 
lion. This is in addition to the request fer an appropria- 
tion for post-UNRRA relief recently presented to the Congress. 
The British estimate that $250 million will be required to 
supply military operations in Greece during the remainder of 
1947. Congressional legislation will be necessary before 
aid can be granted. UK sources emphasized, however, that 
action must be quick to forestall a collapse of the present 
regime in Greece, Some surplus military equipment may be 
furnished the Greeks; but by far the larger amount of assist- 
ance will be used to put the economy on a sound basis, In 
this connection it is contemplated that a US administrative 
organization will be established in Greece in order to 
achieve the most productive use of the assistance granted, 


Interim Recommendation Of Porter Mission The Porter. 
Mission, which has been studying the economic situation in 
Greece (see page 13, November 4, 1946 issue of Current 
Economic Developments) with a view to recommending steps 
Greece should take to attain the most effective use of its 
resources and to improve internal conditions, is expected to 
make its report shortly, Meanwhile, the Mission has made 
certain interim proposals to the Greeks, including a form of 
exchange regulation similar to that now in effect in Italy 4| 
and Iran. The Greek Government has now instituted a tempo- : | 
rary exchange regulation program, Under this program exclu- | 
sive authority for licensing imports for certain commodities | 
is vested in a newly established committee under the Ministry 
of National Economy. 
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The Porter Mission has recommended an additional $19 
million surplus credit to Greece with a priority to purchase 
surplus property in Germany as it be7omes available. ‘Also 
under study by the Department is a $10 million credit for 
maritime vessels and stores recoimmnerided by FLC Paris.: 


Further measures suggested by the Poerver Mision thus 
far have been that the US appoint a small, highly qualified 
group of government administration experts to recommend ways 
to reorganize Greece’s overstaffei and inefficient civil ser- 
vice; and that allocation of Greece's share in any post-UNRRA 
appropriation be conditioned on the enactment and vigorous 
administration by the Greek Government of eeonomic and fiscal 
measures to insure the effective use of its resources. 


EXECUTIVE ORDER ISSUED ON An Executive Order issued 
TRADE AGREEMENTS PROCEDURE February 25 by President Truman 
prescribing administrative pro- 
cedures for the reciprocal trade agreements program substan- 
tially incorporates the proposals suggested by Senators 
Vandenberg and Milliken to obtain bi-partisan support for 
the continuation of the trade agreements program. (See 
page 1, February 10, 1947 issue of Current Economic Develop- 
ments.) In general, the order formally establishes pro- 
cedures already in effect and involves no significant change 
in the trade agreements program except that the responsibil- 
ity for administering the escape clause is placed upon the 
Tariff Commission and the responsibility for withholding 
trade agreement concessions is delegated to the Interdepart- 
mental Committee on Trade Agreements, to which a representa- 
tive from the Department of Labor has been added. 





‘ Under Secretary Clayton, in a statement regarding the 
order, said that it "should provide reassurance of whole- 
hearted participation of this country in the forthcoming 
negotiations at Geneva for a trade agreement with 18 foreign 
countries." Senators Vandenberg and Milliken issued a joint 
statement to the effect that in the main they counted "the 
President's order as highly useful progress in a desirable 
Girection" but noted that it omitted their proposal for a 
Tariff Commission decision in advance that negotiated con- 
cessions would not result in serious injury to domestic in- 
terests. Legislation which continues to be introduced into 
th houses of the Congress ingicates the extent of the 
epublican split on tariff policy. 
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Hearings On Trade Agreements Postponed The Ways and 


Means Committee hearings on the trade agreements program, 
scheduled to comrence February 24, have been postponed until 
consideration of tax legislation has been completed. The 
chairman of the committee has indicated that the hearings 
may commence before the Geneva meeting of the Preparatory 
Committee for an International Conference on Trade and Em- 
ployment. 


Drafting Committee Adjourned The Interim Drafting Com- 
_mittee, which has been meeting in New York since January 20 
preparing a revised draft of the Charter for an International 
Trade Organization, concluded its work on February 26. Sub- 
stantial agreement was reeched on most points except for the 
questions of economic development, tariff valuation, weighted 
‘voting, and permanent seats on the Executive Board. A provi- 
Sion in the Chapter on Economic Development, as drafted at 
London, has been referred to ECOSOC for consideration. Com- 
mittee members indicated that there will be strong pressure 
at Geneva for the establishment of an Economic Development 
Commission. 





The drafting committee developed a draft trade agreement 
embodying the most important provisions of the Commercial 
Policy Chapter of the proposed Charter. The US reserved its 
position on the inclusion in the trade agreement of a provi- 
sion for a general undertaking to promote full employment. 

A protocol to the agreement was also drafted providing for 
the undertaking by ail countries who sign the agreement to 
carry out to the extent of their authority (i.e., the author- 
ity of the Executive Branch in the case of the US) all the 
provisions of the Charter pending its approval in accordance 
with constitutional procedures. 


ITO Charter Hearings Commence Two of the series of in- 
formal hearings sponsored by the Executive Committee on Eco- 
nomic Foreign Policy to obtain an expression of opinion 
regarding the proposed Charter for an ITO were held in 
Washington and New York last week. During the next two 
weeks hearings will be held at Boston, Chicago, Denver, New 
Orleans and San Francisco. Although representatives from 
organizations such as the US Chamber of Commerce, the Twen- 
tieth Century Fund, industry essociations, trade and labor 
unions, women's orgenizations end religious and cultural 
groups generally encorsed the proposed Charter, verious ob- 
jections were raised. 





* * * 
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RELIEF APPROPRIATION OF The President has requested Congress 
$350 MILLION IS ASKED to appropriate $350 million for 
| | foreign relief to countries still 

in need of free relief assistance, This is in addition to 
appropriations for occupied areas. While Under Secretary 
Clayton in testifying before the House Foreign Relations 
Committee indicated the desirability of not earmarking de- 
finite amounts for particular countries at this time in or- 
der to permit integration of our program with that of other 
contributors, and in order to be able to adjust to changing 

future needs, he stated that Austria, Greece, Hungary, Italy 
and Poland appeared to need further relief following UNRRA 
termination and said China would need free food imports. to 
‘preventserious situations developing in certain areas. 


The total relief needs of all countries is estimated 

. at $610 million. It is hoped that other contributors wili 
make up the balance, When asked what other countries were 
contributing Mr, Clayton said that the UK had announced a 
$40 million program for Austria and is planning aid for 
other countries and that Canada and certain Latin American 
countries are interested and discussions have begun on 
contributions they might make, 


_.,.. If the US contributes $350 million toward a total of 
$610 million it would be providing 57 percent as compared 
with an UNRRA quota of 72 percent. Full control of US funds 
would be maintained by this government. 


The $350 million proposal is apart from the $300 million 
buigeted to the War Department for relief in the occupied 
areas--Germany, Austria, Japan and Korea. : 


In a secret document given to House Foreign Relations 
Committee members, the Department indicated its present 
estimates by countries of the $610 million total need based 
on the difference between minimum imports and resources 
available for their procurement as follows: Austria, $148 
million; Greece, $56 million; Hungary, $40 million; Italy, 
$158 million; Poland, $128 million; and Trieste (tentatively), 
$20 million. In China total emergency food imports were 
estimated at $60 million. 


US relief would be confined to a few basic essentials, 
primarily food. Depending on Congressional action, it is 
expected shipments will start about May 1 and continue until 
the end of 1947. General reaction of the House Committee 
appeared favorable, all members expressing great interest in 
the controls which would be instituted to protect the integrity 
of operations, 


Conditions 
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Conditions To Be Reguired Of Recipients Agreements 
would be concluded with recipient governments providing: 








1. Our purpose in providing. relief is for the 
general benefit. of. all people in the country, 
to prevent suffering, and to prevent economic 
retrogression,. 


2. Procurement is restricted to types and quantities 
approved by the US. The Department would approve 
from time to tim target programs for definite 
periods (probably three months) authorizing pro- 
curement of given types and quantities of supplies, 


3. The receiving country would supply current reports 
- of procurement and shipping activities, including 
copies of contracts and other documents. The 
Depart:ent would, from time to time, advance funds 
to be used by the procurtng country in mesting 
current obligations. 


4, Distribution of supplies would be through the 
regular channels in the country concerned with a 
special provision for meeting the needs of indigents. 


5. Local proceeds arising from sale of supplies would 
be deposited in a special account and would be used 
for relief and renabilitation programs jointly 
agreed upon with the country, including relief for 
the indigent. They would also be available for 
small local costs of the US in supervising the 
program. 


6. The recipient country would maintain fair and effec- 
tive rationing and price control systems and would 
distribute without discrimination relief supplies 
whether they are from the US, produced locally, 
or imported from other sources. There would be 
no diversion of sucn supplies to non-essential 
uses or for export, , 


7. Recipient countries would maintain the most effec-' 
tive procedure possible for collecting local crops. 


8. The recipient governments would provide reports 
covering the arrival of US supplies, allocation of 
supplies through commercial or other channels, use 
of supplies for free distribution, current inven- 
tories and forecasts of availability of local 
supplies. 


9. US 
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7. US representatives would be free to observe and 
report on all operations with full cooperation 
of the local government. -Representatives of the 
US press and padio would be given complete free- 
dom to obsepve and report on relief distribution. 
Recipient gayernments are to cooperate fully in 
providing adequate publicity regarding the arrival 
and distribution of US supplies and the utiliza- 
tion of local funds accruing’ from their sale. 


10, The US reserves the right to’ stop or adjust the 
| program at any time for-any reason. 


Plans For Administration It is planned to attach a 
small staff consisting of a relief adviser, three or four 
observers and clerical help to the Embassies concerned for 
the purpose of observing distribution of supplies, approving 
use of the local proceeds, obtaining full reports on oper- 
ations and, in conjunction with other officers of the Embassy, 
submitting reports to the Department concerning economic 
and supply conditions within the country which might affect 
the need for future shipments. In addition, one man repre- 
senting the Department will travel from country to country 
advising the Ambassador and his staff concerning relief 
programs and providing coordination between the Department 
and the field on relief matters. 





*x -: * 


UK_LOAN. WITHDR/.W/.LS REACH $900 MILLION: In February the 
NEGOTI..TIONS ST..RT ON STERLING ‘B:.LANCES United Kingcom 
withdrew another 
¢100 million in cash from the $3,750,000,000 credit made 
available by the US last July 15, bringing total withcrawals 
to $900 million in the seven months since the ioan was made. 
(See page 1, December 24, 1945 issue of Current Economic 
Developments.) At the time US Treasury officials recom- 
mended to Congress the epproval ofthe loan, they estimated 
that Britain woulde take out $1,500,000,000 during the first 
12 months. ‘iithdrawsls, according to the forecast at that 
time, would decrease to $1,200,000,000 for the second 1le2- 
month perioc, beginning next July 1. The UK budget for the 
fiscal year 1948 estimates that they will draw at the rate 
of $100 million per month during the year. 














The purpose of the loan, as stated by former Secretary 
of the Treasury Vinson, was to permit Britain "to buy the 


ZOOCcS 
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goods she needs from abroac to help maintain her economy 
while she gets back on her feet." Purchases mede by the 
British with dollars drewn uncer the line of crecit are not 
separated in our export statistics from purchases made with 
Collars from other sources. It is, therefore, not possible 
to state specifically for what purposes the loen proceeds 
heave so fer been usec. However, since the bulk of our ex- 
ports to the UK in recent months has been made up of fooc- 
stuffs, raw materials, machinery, oil, tobacco, and films, 
it is presumed thet the greeter part of the loan money is 
being usec to purchese these classes of goods. 


Import Anc Exchange Control Policies Of UK Colonial 
Depencencies Sections Bight anc Nine of the Anglo-American 
Financial Agreement of December 6, 1945 will apply to most 
of the British colonial cCependencies as well as to the UK 
proper. It will be observec that the 4greement es such ob- 
ligates only the signatories thereto, namely, the US anc UK. 
However, a supplementary note from the British Government 
stated that the UK woulc enforce the principles of these 
sections in those coloniel Cepcncencies in which it has the 
required authority to co so, anc that in the more autonomous 
depencencies it woulc use its best efforts to secure compli- 
ance with the principles in question. 








Section Eight of the Financiel Agreement provices that 
efter the effective date of the Agreement the UK "will not 
apply exchange controls in such a menner 2s to restrict... 
payments or transfers in respect of...current transections" 
with the US. It also previces (with certein exceptions) 
that after July 15, 1947 the UK will not impose any restric- 
tions on payments or transfers for current transactions with 
any country. 


Section Nine provides thet, beginning January 1, 1947, 
any quantitative import restrictions imposed or maintainec 
by either country will not Cciscriminate against imports from 
the other country in respect of any procuct. This section 
specifies three types cof ervceptions to the general rule of 
non--ciscrimination in the administration of quantitative in- 
port restrictions. Discriminetion is permitted: (a) where 
necessary in order to use up inconvertible currencies accumu- 
lated up to December 31, 1946 (so far as the colonial Cepen- 
Gencies are concerned, this clause is not regerded as 
permitting ciscrimination in favor of the UK); (b) where 
necessary to assist countries "whose economy has been cis- 
rupted by war"; (c) where the quantitative import restrictions 
woulc have equivelent effect to any exchenge restrictions 
authorized by the International Monetery Func on some currency 
Ceclared to be scarce uncer Article VII of the Func Agreement. 


Discussions are now going on between various British 
Government Departments anc officers of Embassy Loncon with 
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regard to the implementation of Sections 8 anc 9 of the 
Financial Agreement in the colonial Cepencencies anc also in 
the UK itself. It is hoped that as a result of these discus- 
sions there will emerge a clear understancing of the exact 
scope or these sections. 


Preliminery Negotiations On Steriing Balences British 


Treasury officials have engaged in exploratory discussions 
with Incia regarcing its sterling balances anc, although the 
Incians seem et present not inclined to make concessions, it 
is hoped thet eventually a compromise will be worked out. The 
Incian Secretary anc Joint Secretary of Finance feel that be- 
cause of the political situation scaling cown of sterling bal- 
ances at this time would be violently opposed from all sices. 


Ecitorial comment in Loncon by the Economist anc the 
Times is cited as a possible indication of the position that 
the British will adopt in negotiations with Incia anc other 
countries regercing sterling balences. In connection with 
one of the major issues, i.e., the rate at which the belances 
are to be released for current use, these publications point 
out thet it is in the best interests of Incia anc other creci- 
tors to keep Britain in a solvent concition and thet the UK 
is limitec in its ability to work cown the balances. If 
agreement is not reachec within this limit, the UK wouic have 
no alternative but to take unilateral action to block bal- 
ances of these countries insisting on unreasonable settle- 
ments. Although neither publication ciscusses fully tne posi- 
tion in which Britain woulc finc herself if agreements were 
not coneliucec before July 15, 1947, the urgency of conclucing 
negotiations before that cate is rentionec in view of the 
British obligation uncer the «znglo-US Financiel Agreement to 
make belences released freely convertible after thet cate. 





Preliminary discussions are 21lso to be helc by the 
British with Egypt anc Iraq. The Egyptian Uncer Secretary 
of tne Ministry of Finance hes statec to US officials that 
although Ezypt prefers a complete settlement she mey consicer 
a provisional one provicec there is no scaling cown of bal- 
ances. The British woulc probably prefer a temporary settle- 
ment. The Uncer Secretery saic that Egypt may also insist on 
agreement for repatriation of British-held shares in companies 
in Egypt, including the Suez Canal Company, as a condition 
for provisional settlement. Present minimum Egyptian terms 
for complete settlement are no reduction in total balances, 
suitable assurances on the continustion of Britisn cotton im- 
ports, annual convertibility of Sterling balances in suitable 
amount, and funcing of remaining balances over 50 years at 
two percent. 


3 . . 
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SWEDISH COMMITTEE RECOMMENDS The Oil Investigating Committee 

STATE MONOPOLY FOR PETROLEUM in Sweden has recommended to 

the Riksdag that a state 

monopoly for petroleum be est*blished. The question of state 

monopoly of the petroleum trade has been under active con- 

sideration since 1945 and was contemplated as early as the 

1930's. (See page 7, November 19, 1945 issue of Current 

Economic Developments.) If, as seems probable, the Riksdag 
approves the recommendation, all foreign oil interests in 

Sweden will be liquideted within the next two years. 
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Preliminary sccounts of the report submitted by the in- 
vestigating committee indicate that present importing end 
distributing companies will be bought by the Swedish Govern- 
ment for approximately 100 million kronor. It is anticipated 
that the company to handle the importing and distributing 
trade will be 51 percent state-owned, with the remainder of 
the shares controlled by such semi-public concerns as coop- 
erative organizations. The report recommends the establish- 
ment of a state gasoline monopoly from July 1, 1948 and a 
state lubriceting oil monopoly from July 1, 1949. It further 
recommends that the existing shale oil refinery be enlarged 
to meet all of Sweden's gasoline requirements and that a 
Swedish tanker fleet be established to transport imports of 
petroleum products. 


* * sad 


SMOA MAKES PARTIAL PAYMENT On February 22, the Soviet 

TQ OIL COMPAN-ES IN AUSTRIA Mineral Oil Administration 

(SMOA) paid 5,050,800 schillings 
to US and UK oil companies in Austria in partial payment of 

the approximately 30 million Austrian schillings now owed to 
the companies for petroleum products delivered to SMOA and 
other Soviet egencies. (See page 7, January 13, 1947 issue 

of Current Economic Developments.) Consequently, it is un- 
necessary for Embassy Moscow at this time to protest non- 
payment as instructed by the Department after Legation Vienna 
and General Clark reported that it seemed unlikely that a 
solution could be reached locally despite aggressive efforts 

on their part since April 1946. The head of SMOA, in dciscus- 
sions witn the representetive of tne US companies, agreed in 
principle to the payment of the amounts owed US and UK oil 
companies and to the immediate payment of. 10 million schillings 
on account. He also indicated a desire to collaborate with | 
US and UK oil companies. Since the Soviets indicated that a | 
shortege of ready money might necessitate that payment be 

made in two installments, the failure to complete the 10 mil- 
lion schilling payment is not yet viewed seriously by the oil 
companies. * x sk 
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STRIKE REPORT RECOM ENDS ABANDONING The Special Committee 








PRESENT JaPs.Nuc® RGPARATION PROGRAM on Japanese Reparation 


headed by Clifford S, 
Strike, which has just returned from Japan, has reviewed the 
whole reparation program and reached the following conclu- 
sions which are wholeheartedly supported by SC/.P: (1) lack 
of progress in handling reparetion matters is clearly retard- 
ing the rchabilitation of ea self-sustaining Japanese economy 
and is endangering the occupation objectives; (2) the repara- 
tion program as presently constituted cannot be implemented 
with the organization on hand within the foreseeable future; 
(3) the actual vaiue of reparation is inconsequential in 
relation to other matters concerning the occupation and 
should not be allowed to assume such an important: aspect; 
(4) there are certain obvious excesses over’ the requirements 
of the future peacetime Japanese economy in the steel indus- 
tries, oil refining, shipbuilding, end mechine tools; (5) 
there may be. additional excesses in capacity which are not 
so obvirus; however, they would emount to little after losses 
in dismantling and’removing ere teken into consideration; 
and (6) if a more realistic and practical ‘reparation program 
can be substituted it is probable that there will be, a. sur- 
plus of' personnel in the departments concerned with these 
problems. | 


In view of its findings the Committee has recommended 
that the present reparation program be abandoned and a new 
program ‘be formulated taking our recommendations for advance 


swore 


| réPinemente, This would reiuks in. Temovel of all primary 


capacity’ beyond 4.7 million tons per annum of steél ingot 
capacity; removal.of,all petroleum refining plants beyond 
12 million barrels per ennum and of. oil storage cepacity in 
excess of six million barrels; removai of all machine tools 
from army and Navy arsenals: and special purpose machines 
from aircraft plantss. end removal. of shipbuilding capacity 
in excess of the level to be established after further con- 


sideration of the final allowable tonnage of. the Jepanese 


merchant merine. 


The new program, it is recommended, should be announced 
aS soon as possible to the Japanese Government with. instruc- 
tions thet the industry to be retained should achieve maxi- 
mum production at a date set by SCAP, after which the US 
will not support the Japanese economy. The principle of 
free enterprise should be enccuraged and the Japanese should 
be discouraged from subsidizing industry beycnd the time 
when economic self-sufficiency hes been atteined. No 


reparation 
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reparation should be paid from current production, preferen- .. 
tial tariffs ageinst importation of refined petroleum products 
should be berred for a period of five years es a further con- 
trol on domestic refining; control measures recommended by 
SCi.P should be adopted; and the monetary gold and precious 
stones now in custody within Jepan should be used as becking 
to help finence imports of raw materials in order to create 
export of finished products end only after Japan is economic- 
elly self-sustaining should tho gold and stones be considered 
for other purposes. 


In developing its case for adoption of a much more 
restricted reparation policy the Strike report emphasizes 
that industrial disermement hes alreedy been accomplished to 
a large degree through the loss of the overseas empire, the 
military esteablishment,anc demage to Japanese industry as a 
result of strategic bombing. The practical limitations for 
controlling a more elaborate level-of-industry program than 
that enviseged under the interim removels program with present 
personnel aveilable to SC4P is also stressed. 


baad * * 


PRODUCTION C..Ps.CITY -«.SSURED; FOR FEC hes approved a: policy 
EIGHT C..TEGORIES OF J..P INDUSTRY authorizing SC.:P to desig- 
nate specific plants and 
establishments for permanent retention, as a measure con- 
tributing to Japanese industrial revival. The policy states 
that aggregate designated capacity should not exceed levels 
established by the FEC. This will enable SC/.P to mark cer- 
tain plants for retention enc assure the owners and manage- 
ment that such plants will not be subject to removal uncer 
the interim reparstion program or any subsequent disarmament 
or reparation program. FEC has recommenced that choice of . 
plants to be reteined be considered in the light of current 
neecs for the products, aveilebility of raw materials, power 
anc labor. , 





The following levels have been esteblished: (1) machine 
tool industry, essured capacity level of balanced type size, 
aggregate 7500 units; (2) navy and army arsenals,’ no assured 
capacity; (3) aircraft, no assured capacity; (4) iron and 
steel, assured production capacity of 2.0 million tons of 
steel ingot and 800,000 tons of pig iron; (5) light metals, 
no assured capacity; (6) thermal electric power, aggregate’ : 
installed public utility capacity of 1.0 million tons; (7) 
soca ash, chlorine and caustic soda, 270,000 tons of soda 
ash; (8) sulphuric acic, assured capacity level of 23 million 
tons. * * * 
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AIR COORDINATING COMMITTEE The Air Coordineting Committee 
ADOPTS POLICY TOWARD USSR has adopted a statement of US 

aviation policy toward the USSR 
and Soviet-influenced states and has epproved the esteblish- 
ment of a central agency in Europe to implement this policy 
insofar as military units are concerned. 








Our future policy concerning civil aviation erreangements 
with the USSR shall be: (1) periodically to reaffirm to the 
Soviets our desire to negotiate an air transport agreement 
incorporating the Bermuda principles; (2) concurrently to 
press for the conclusion of civil air trensport egreements 
with Poland, Finland, Austria, Hungery, Rumsnia, Ybhgoslavia 
and possibly Bulgaris; (3) to effect a greater flexibility 
of administrative procedures respecting the clearence of re- 
quests for Soviet flights into or over US occupation zones 
or territory under US influence to correspond exactly with 
Soviet practice; (4) to require joint War end State Depart- 
ment, and if necessery Air Coordinating Committee, clearance 
of flights by satellite states over US occupation zones; 

(5) persistently to persuade the Soviet Government that a 
revision of its attitude toward US civil air operations into 
Soviet territory will be the most effective way to obtain US 
flight and air navigation equipment and technicel assistance; 
and (6) to intensify State Department resistance through 
diplometic channels to the conclusion by USSR and: satellite . 
states of non-reciprocel air transport egreements with other 
countries and for concerted ection with the UK and other 
states regerding such of these recommendations as are of com- 
mon interest, ; 


Although the USSR has mede no formal or cefinitive state- 
ment of its international eviation policy, it is obvious from 
the reection to our efforts and through other actions relat- 
ing to eviation that the Soviet Government is intensely in- 
terested in the development of its own overall avietion 
potential but is determined to retain freedom. of action in 
its development and is extremcly reluctant to engage in 
international collaboration. Intensely suspicious of the 
threat to its security letent in the operation of civil or 
military aircreft of major powers in or necr its territory, 
the Soviets eppeer determined to prevent or impede US activ- 
ity in aviation in the satellite stetes. 


Based on this. analysis the Air Coordineting Committee 
proposes that our efforts to improve the possibility of 
ultimately negotiating successfully with the Soviets should 
include: (1) a de-emphasis in every possible way of those 


aspects 
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aspects of our general eviation policy which apparently 
arouse Soviet suspicions end fears; (2) a deliberate ex- 
ploitation of Soviet ambitions to expand its international 
aviation; and (3) e continuing firmness in insisting upon 
whet we regard as our legitimete rights in third countries, 
coupled with a willingness to permit the Soviets to secure 
equivelent rights. 


The determinetion to esteblish a contral agency in 
Europe uncer the Thester Commander to implement insofar as 
militery units ere conecrned US aviation policy respecting 
the USSR and Soviet-influenced states is besed upon a field 
study by USAFE. The structure of the proposed organization 
is to be left to the discretion of the Theater Commender. 


SECRET 
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EEBLSS! MOSCOW MAKES PRELIMINARY The USSR Finence Minister 
COM ENTS ON USSR BUDGHT FOR 1947 presented the 1947 budget 
to the Supreme Soviet on 
Februrry 20. It calls for cxpencitures of 371.4 billion 
rubles and estimetes revenues at 391.5, with en excess of 
income over expenditures of 20.1 billion rubles. Only 18 
percent of the total budgeted expenditure is earmarked for 
tae ermcd foreces in contrest to 24 percent lest yerr and a 
high of 59.5 rercent in 1943. "Expenditures on meinteneance 
of armed forces are reduced 5.6 billicn rubles in spite of 
incre2se in prices for foodstuffs enc increase in money pay- 
ments to soldiers which took place at the end of 1946," the 
Finence Minister pointed out. 








The mein objectives of the 1947 budget are to assure 
financial resources for further development of the national 
economy with priority for fuel end metellurgic2l industries, 
egriculture, transport, consumer goocs industries, and for a 
sharp incresse in housing construction end further develop- 
ment in culture =nc science. Further development of state 
revenues from Socislist enterprises is based on the mobiliza- 
tion of all economic resourees, bettcr use or material and 
financial velues and intensificstion of economic messures. 
Another object of the budget is to further strengthen money 
circuletion and credit rclstions in the neationel economy. 


Embassy 
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Embassy Moscow, in meking preliminary comments on the 
budget, points out that nearly all trends which could be 
observed in the 1946 budget continued into 1947, with overall 
figures at new highs. It is believed that the size of post- 
war budgets are due both to the lower value of the ruble and 
to a larger portion of the national income passing through 
the state budget. The rise in the 1947 plan over 1946 is 
believed primarily due to cheaper ruble plus contempletion 
of some industrial expansion. As an indication of infletion, 
administretive expenses were planned for 12.8 billion rubles, 
but it was steted this item would have been 11.2 except for 
wage-price increases. The excess of planned revenue over 
expenditures leaves a spread either for contingencies or for 
draining off purchesing power by taking in more money than 
is paid out. 


Revenues Dependence on the turnover tex is indicated 
by an increase of 55.2 percent in 1946 over 1945 and an in- 
crease from this source of 63.7 billion rubles over 1946, 
constituting 2 total revenue from turnover tex of 254.7 bil- 
lion rubles. Government loens and otner miscellaneous reve- 
nues show smali change, reflecting a greater dependence on 
Jnecome from the turnover tax. Taxes from profits of indus- 
triel enterprises are fixed at 18.7 billion rubles in 1947 
as against 16,2 billion in 1946. This slight rise, along 
with low absolute levels, indicates the small margin left to 
the discretion of enterprises. Direct taxes rise in 1947 
are ebout proportionate to the total budget, though without 
a change in tax rates, wherezs they declined in 1946 due to 
the abolishment of wer tex. 





Expenditures Total erypenditures for financing netional 
economy are estimated at 131.8 billion rubles in 1947 as com- 
pared with 95.7 billion in 1946. Totel expenditures for 
scciel ard culturel meesures cre 107.1 in 1947 as compared 
to 72.6 in 1946. It should be noted thet both of these itens 
rise more than proportionally, over 30 percent, while mili- 
tary expenditures continue to drop. Among the largest per- 
centage increase in social and culturel items is tlie amount 
going to labor reserve schools, wnich funcamentally_is more 
of an industriai expenditure then a cultural one. 





Heavy emphasis continues on eppropriations to industry, 
and the amount to transportation shows a large percentage in- 
crease. Of the total expenditures on narional economy indus- 
try will receive 97.9 billion rubies in 1947 es compared 
with 61.6 in 1946; agricuitmre 16.2 in 1947 compared with 
12.2 in 1946; transport end communications 13.2 in 1947 conm- 
pared with 8.9 in 1946 and trede and procurements 3.8 in 
1947 compered with 3.1 in 1946. 
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The total centrelized capital investment will increase 
from 44.2 billion in 1946 to 58.8 billion in 1947. Assign- 
ments from stage budget for capital investment correspond- 
ingly inerease 37.4 billion to 49.2 billion. The new capital 
expenditures are not perticularly impressive, according to 
Embassy Moscow. The increase is small and amounts only to 
nbout ons-eighth of the total budget which shows that the 
largest part of the budget funds are going for current 
annuel running expenses end the economic machine as a whole 
is not self-supporting without budget grants. 


CONFIDENTIAL 
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PRAVDA ARTICLE ATTACKS US A& Pravda article of February 19 
TRADE aND FINANCIAL POLICIES bitterly charged the US and UK 
with a goel of expansion and 
dominance in Europe. Entitled "Claimants to Trusteeship 
Over the People of Europe," the erticle is believed to be a 
Clear indication of Soviet views btecause it 2s written by 
Otto Kuusinen, President of the Karelo-Finnish Republic, 
member of the Presidium of the Supreme Soviet and former 
secretary of the Comintern. It is the most elaborate attack 
which has eppesred for a long time in the Soviet press on 
Americen and British policy in Europe. 








"It is well known," Kuusinen says, "that reectionary 
circles in the Anglo-Saxon netions have meade repeated at- 
tempts to interfere in the internel effeirs of the democretic 
governments of Eastern Europe. The objects.of this pressure 
were not only former German satellite netions like Rumenia 
and Bulgaria, but also Allied countries like Poland end Yugo- 
slevia." 


As a Soviet view on the 18-netion trade conference to 
be held in G-neve in April, Kuusinen continues: "The 
Americans, as is known, have worked out a broad plan creat- 
ing a 'world trade end currency system' with the help of 
which powerful American capitel cen become complete master 
in the field of internetional trede enc gradually take into 
its own hands control over the economy of most other nations." 
It is in furtherance of this plan, Kuusinen expleins, that 
the international trade conference is being called. 


Through 
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Through credits, he cherges, the US aims to teke advan- 
tage of the embsrrassing condition of European countries in 
order to compel them to open wide their gates to US goods 
end to give Americen espitrl the opportunity to take over 
the industriel plants it wants. "To leeve industries of 
countries of the Europesn continent without ssfe protection 
and particularly with protective tariffs would mean simply 
presenting Americen monopoly capital (and partly British 
capitel) with unrestricted opportunity to win the dominating 
position in the merkets of these countries." 


He continues by seying that in svite of such unenviable 
prospects, France hes already given in exchenge for Americen 
credits agreement on cil important points in the ITO pro- 
possls,. "This all, of course, renders difficult not only 
the metured task of netirnalizing French trusts 2nd concerns, 
but all successful plenning policy respecting the rehebilita- 
tion and reconstruction cf France's economy. . .Frence has 
paid desrly for 4mericen er-dit, 211 the more.since she has 
undertaken to spend a‘large part of credit on the purchese 
of surplus US wer materials which she does not need and 
which has been valued by Americans et six times its real 
velue," 


The article is particularly interesting in view of offi- 
cial Soviet silence on the Genev2 conference and the general 
preparetions for the International Trade Organization. Al- 
though invited to the meeting of the Preparatory Comrission, 
the USSR did not attend, but attributed her absence to the 
fact that there hed been no time to study the Proposals and 
Soviet officials pointed to the fect thet they did not have 
sufficicnt trained personnel to fill all international com- 
mitments. Similarly, the Soviets have been silent on the 
World Bank end Fund. f£lthough Soviet delegates were present 
at the initinl meeting at Bretton Woods and observers were 
present at the Savannah monetary conference last March, the 
Soviets have not joined the financial organizations. 


US AND SIAM SIGN CIVIL An air trensport agreement between 
AIR TRANSPORT AGREEMENT the US and Siam was signed in 

| Bangxok on February 26. Our draft 
agreement was transmitted to the Siamese Government for nego- 
tiation last October 30 and wes pressed to early conclusion 
because of the desirebility of obteining as soon as possible 





satisfactory 
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satisfactory civil air transport rights for PANAM's round- 
the-world service and because of the cessation of ATC ser- 
vice to Bangkok. The agreement will permit operations 
through Bangkok in both directions by PANAM on its certifi- 
cated routes from the US and Indie to Saigon, Indo-China, 
and beyond to China and the Philippines and across the 
Pacific to the West Coast. A Siamese airline is authorized 
to serve a route from Siam to Honolulu and Los Angeles. The 
text of the agreement incorporates a combinstion of the 
Chicago Stendard Form and the Bermuda principles, 
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DEPARTMENT TO RE°“U"ST GRANT- Agreement has been reached in 
IN-AID LEGISIATION FOR KOREA the Department to ask Congress 
to authorize a grant-in-aid 
.for Korea for the fiscal years 1948, 1949 and 1950. Although 
no final decision has been made on the total sum to be re- 
quested it will probably be in the neighborhood of {600 mil- 
lion. 








Korean Economic Problem Southern Korea, now occupied 
by US forces, is primarily an agricultural economy which was 
organized by the Japenese as a source of food and raw 
materials for tne benefit of Japan and was depencent upon 
Japanese exports for the bulk of its industrial products and 
consumer goods. ‘vith the end of the war and repatriation of 
Japanese managers and technicians there was a complete col- 
lapse of all manufacturing effort. As a result of celiberete 
Japanese policy few Koreans had the technical training to 
fill the vacancies. The collapse of the economy was hastened 
and worsened by the cutting off of trade and financial rela- 
tions with Japan, the former yen bloc countries and tne 
northern zone of Korea. Since the separation of Korea into 
the two zones, southern Korea has been cut off from its 
normal source of coal, hydroelectric power, chemical, metal 
and mining industries. 





Specific Purposes For ‘ihich Grant Is Requested It is 
now tentatively estimated tnat a three-year program requir- 
ing expenditures of $230 million for fiscal 1948, $208 mil- 
lion for fiscal 1949, and $161 million for fiscal 1950 would 
be expected to provide a reasonably stable economic and 
technical basis on which southern Korea could, if lack of 
unification makes this necessary, achieve limited self- 
sufficiency with respect to food products. Unification of 
Korea before the end of this period would aid in assuring 
economic indepencence and might reauire substantially less 
outlay by the US. It is emphasized that probabie expendi- 
tures for disease and unrest alone would amount to $360 mil- 
lion for this period and wouid practicaily insure the 
eventual disintegration of the whoie Korean economy. 





Under the present tentative plan the funds would be 
used for three purposes: First, it is essential to employ 
Americans to run the Korean economic enterprises efficiently 
and even more important that during this period the Koreans 
learn how to replace Americans at the supervisory and techni- 
cal jobs which have hitherto been reserved for the Japanese. 
As a minimum, it is felt that present expenditures for civil- 
ian personnel and their travel of $13 million should be 
raised to $15 million. Second, imports to prevent disease 
and unrest are estimated at about $125 million. Under present 
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conditions southern Korea, known as the Korean "breadcbasket" 
before the war, can do no more than support the local ponula- 
tion and then only under the most fevorablie circumstances. 
Lack of fertilizer during the war and first year of occupa: 
tion, a crippled transportation system and insdequate con- 
trols over distribution and consumntion resulted in serious 
food riots in the fall of 1946, Most of the $125 million 
will be required to supply fertilizer and food for an 1800 
Calorie level for the normal consumer; some will be used for 
petroleum products, co2l and medicines. If funds are ade- 
quate to provide for better supplies of fertilizer and if 
theic is better organization of the collection and distribu- 
tion of food, only $113 million is estimated as necessary 
for fiscal 1949 for disease and unrest imports and $94 mil- 
lion in fiscel 1950, Third, the amounts provided for under 
the disease and unrest formule do not provide funds for 
needed ties, rails and rolling stock without which the reil- 
way system mey break dovm completely. Without more coal, 
repair parts and raw materials than is provided under dis- 
e2se and unrest, the small industrial plant of southern 
Korea now opereting at 10-20 percent capacity, will close 
down entirely, adding to unemployment and cutting off im- 
portant textiles and other consumer goods. This rehabilite- 
tion program, it is estimated, will require about $91 million 
in fiscal 1948, §68 miilion in fiscrl 1949 and $21 million 
in fiscal 1950. 








SCAP SUGGESTS UTILIZATION OF CONVERTIBIS JAP ASSETS A SCAP 
TO CREATE TRUST FUND FOR FURCHASE Jf RAw MATERIALS proposal 





for the 
establishment of 2# speciel trust fund to finance seif-Liqui- 
dating production projects in Jepen has been presented for 
S.NCC consideration. The plan contemplates the liquication 
of all negotieble Japanese Government essets in Japen con- 
sisting of goid, silver, precious metals 2nd stones not sub- 
ject to cleim for restitution to Allied Governments. The ) 
proceeds, estimeted -t $137 million, would be credited to a 
special trust fund for exclusive use in the purchese of raw 
materials for conversion into export items. Keimbursement 
of advances from the trust fund would be mede from proceeds 
of export seles while smounts realized in ervcess of material 
costs would be erecditcd as income to the regular SCAP trust 
fund account. 
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SCAP has emphesized that in their present form these 
assets represent convertible resources lying idle while there 
is an urgent need for additional funds to purchese essential 
rnw materials for production of salable exports. By using 
the trust fund for short-term investments for purchese of 
such items as rewv cotton from India, crude rubber, and 
Australian wool to be manufactured and exported, it is 
argued that the value of the initial assets could be mede 
aveileble for final disposition within a reasonably short 
periodg of time. A further acvantage which SCAP feels might 
accrue is the reduction of US expenditures in Jepan as 2 re- 
sult of the acceleration of Jnpanese economic rchabilitation 
through an incresse in the volume of revenue producing ex- 
port comrodities. State is in agreement with the generel 
outlines of this plan and hes hed a similar proposal under 
considerstion for some time. 


RECENT TRADE AGREEMENTS AND Special Mission To Nepxl A 
NEGOTIATIONS #RE REVIEWED special US mission which is 
going to the Kingcom of Nepal 
about April 1 to establish Ciplomatic relations with that 
country has been empowerec to conecluce a provisional commer- 
cial agreement similar to the one conclucec with Yemen last 
year, ‘hen the Nepalese approschece us anc expressed an 
interest in inaugureting cirect trace relations and in ob- 
taining US technical assistance for the economic development 
of Nepal we suggestec that formal ciplometic relations be 
establishec first Embassy New Delhi hes been asked to as- 
certain the provable attituce of the Government of Incia 
shoulc the Nepalese approach it to obtain reasonabie amounts 
of collar exchange from Nepalese rupee accounts in Incia. 











US Negotiztions For Commerci2l Afreements Anc Treaties 
Our trace egreement with Pereguay, which was signec in 
September, hes been approvec by Psreguay's Council of State. 
The Mexican Government is being informed that we will be un- 
able to consicer negotietions for a trede agreement until 
after the Geneva mecting of the Preparstory Committee for an 
ITO. Saudi Arabie has incicsted thet it may be some time be- 
fore it can determine whether convers?tions can be reopenec 
on our craft commercial agreerent submittec a year ago. The 
Governments of Egypt, Canaca anc the UK have recently reaf- 
firmec their interest in the negotistion of treaties of 
friencship, commerce end navigation with the US. Egypt anc 
Canada hope to be preperec to begin ective negotiations be- 
fore the enc of 1947. 


DECLASSIFIED FOR PUBLICATION IN FOREIGN 
RELATIONS OF THE UNITED STATES 








Soviet-Rumanian 














SECRET BEST COPY AVAILABLE 
—_ a 


Soviet-Rumanian Commercial Acreement Preliminary 
examination by Mission Bucharest of the Soviet-Rumanian 
economic agreement, signed February 20, confirms earlier re- 
ports that it places Rumania further under the economic 
domination of the USSR and brings no material benefits to 
Rumania in the way of appreciable imports to revive the oil 
and other industries, other than Soviet-Rumanian companies, 
or to assist the Rumanian currency and food situations. Al- 
though Rumania secures two substantial benefits in the agree- 
ments--a $10 million, four-year credit and a reduction of 
Article 12 payments from 300 to 100 billion lei--our Mission 
believes that the benefits obtained do not in any way compen- 
sate for the rights of ex»dioration and preferential treat- 
ment given to the Soviet-Kucanian Oil Company. These rights 
may enable the ‘SSR eventuaiiy to gain complete control of 
Rumania's most vaivabie natural resource. Further joint com- 
panies are envisaged anc profits accruing to the Soviet 
partner will be transferre:. to the USSR in merchandise, free 
currency or gold. Most-favored-nation treatment is to apply 
to all procucts of Rumanian or Soviet factories. The USSR 
will export to R-mania goods vaiued at $25 million, of which 
$15 million will be in exchange for Rumanian exports and the 
balance on a credit basis. The Soviets will furnish raw 
materials for metallurgical and textile industries and cer- 
tain types of industric1 materials and equipment, and Rumania 
will deliver to.the USSR petroleum products, construction 
materials and other goods. 





Other Soviet Negotiations During February the Soviets 
infcrmed the Finns that they were ready to discuss tariff 
questions. On February 11, trade delegetions from Iceland 
went to the USSR and to the UK to negotiate fish sales in 
exchange for coal. Iceland apparently still wishes to avoid 
tying its economy too closely with that of the Soviets and 
hopes to induce the British to increase their purchases. 





British Empire Import Restrictions A Colonial Office 
directive, which is expected to be issued soon, may provide 
for non-discrimination in the operation of import controls 
by British colonies. Embassy Canberra has been instructed 
to discuss Australia's import control policy with Australian 
authorities with a view to obtaining some relaxation in the 
present controls, particulerly for those US products which 
had an important established market before the war. Australian 
officials have indicated that imports of motor vehicles will 
probably be restricted to conserve dollers end that the re- 
strictions will be.on a quota basis giving preference to es- 
sential types of vehicles. 








UK-Belgium-Netherlands 
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UK-Belgium-Netherlonds Trade Janusry exports from the 
UK totalled L91,2 million, an increase of 61.3 million over 
the average of the last querter of 1946, while imports were 
£121.4 million, a decrease of b1.5 million from the average 
of the fourth quarter of 1946. The visible adverse balance 
for January was 625.1 million compared with a 627.9 million 
everage for the yeer 1946. UK discussions with the Belgians 
end Dutch, which were held to explore the possibilities of a 
long-range interchenge of goods and the restoration of a 
balanced trede through increased exports from Belgium and the 
Netherlands, have been sdjourned. It has been reported that 
in the UK-Polish trade agreement negotiztions, which 
ere now in progress, the Poles will insist on rgetifica- 
tion of the financiel agreement and the release of Polish 
gold in UK hends. 





The Netherlends! proposed program for dollar purcheses 
for 1947, which anticipated a totsl expenditure of $544 mil- 
lions, may be subject to 2 drastic cut, possibly as much as 
50 percent. Belgium is negotiating trede agreements with 
Turkey and Argentine. 


NEI Export-Import Restrictions Embassy The Hague hes 
urged the Netherlancs to reconsider NEI export-import regula- 
tions which were edopted Jenuery 29, pointing out that while 
the intention of the regulations mey be to prevent the export 
of stolen property end to assure compensetion to the lawful 
owners, the prectical effect is to peralyze trade with the 
NEI, to prolong end intensify economic disturbances result- 
ing from world shortages of the commodities covered by these 
regulations, and to prohibit the import>stion into the NEI of 
commodities urgently recuired for civilien needs. British 
coloniel authorities are hopeful of securing fevoreble re- 
sults from the recently held conversetions with the Dutch 
looking to amelioretion of these regulations. 





French Commercial Agreements Frence hes recently con- 
cluded @ commercisl agreement with Canede and has agreed to 
an expansion of the existing agreement with the Belgo-Luxcmn- 
bourg Economic Union. Negotistions ere now in progress or 
soon will be for the renewal of bileterel commercial 2gree- 
ments with the Netherlands, Bulgarie, Norway and Finland. 





Polish Agreements Poland is negotisting the revision 
of its present trade agreement with Sweden, as well as agree- 
ments with Czechoslovekis, Brezil, Argentine and Egypt. 
Since July 1945 Polend hes signed commercial agreements with 
the following countrics: Sweden, Soviet zone of Germany, 
Switzerlend, the USSR, Bulgariz, Hungery, Yugoslavie, Finland, 
France, Belgium, Rumcnic, Austrie, Denmark, Italy, Iceland, 
Norway, anc the Netherlsnds. 
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Other Europern Agreements There have been numerous un- 
confirmed reports of = possible customs union between Eungary 
and Rumenia end also of the formetion of a customs union to 
be composed of 211 Denubien states. Yugoslevia hes cigned a 
one-year commercial egreement with Hungery and 2 two-yeer 
agreement with Czechoslovakia. Switzerlend end Denmark 
Signed a trede agreement on January 29 covering an incrensed 
exchange of goods for the eslender yeer 1947. Switzerlend 
is plenning negotirtions for the revision of trede agreements 
with Czechoslovakia. Finland and Sweden signed a trade egree- 
ment on Februcry 24 for th: year ending Janusry 31, 1947. 


Argentine Nerotictions According to press reports, the 
Argentine Forcien Minister hes stated thet 2 serics of com- 
mercial agreements will be negotiated with Peru, Bolivie, 
Persaguay end Uruguay. Negotiations with Bolivia heave been 
concluded end the 2greement "as signed on Merch 9. It must 
now be ratificd by the Argentine Government end by the new 
Bolivian Government, which took office March 10. A Foreign 
Office official stated thet while some points of the agree- 
ment ere of interest to Bolivie others are not so eaccepteble 
and will require full exemination to determine whether Bolivia 
retains its liberty of action and sovercignty. He felt that 
. Brazil may object to provisions for rubber production and 
iron procuction close to the Brazilian border and that Bolivia 
mey become = bone of contention betveen Brazil anc argentina. 
To offset this, he suggested the fevorable conclusion of the 
US-Bolivien tin contrect and fevorzble considerstion by the 
US of finencing the building of 2 reilroad from Cochabamba 
to Sente Cruz. 





The provisions of the five-yeer sgreemont incluce a 
200 million peso loan by Argentina for the development of 
Bolivien exports end oublic works, 2 50-million peso revolv- 
ing fund to offset the unfavorsble trade balance with - 
Argentina, the esteblishment of en Argentinc-Bolivien finan- 
cial corporation to promote iron and rubber production in 
Bolivia, the gradual lifting of customs duties on trade be- 
tween the two countries, and the listing of commodities to 
be exchanged. 


The Finnish cabinet recently grented authority for 
signing an agrecnent with argentine for 2a 60 million peso 
credit which will enable Finlend to purchase 50,000 tons of 
rve and 25,000 tons of whcat. The Italian Trade Commission, 
now in Argentina negoticting e commercial agreement, purchased 
20,000 tons of whest for February end hopes to purchase a 
total of 400,000 to 500,000 tons. Argentina is insisting or. 
an agreement covering the emigration of up to half a million 


Ite2lian workers over e five-year period. 
Other 
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Other Letin American Agreements Peru and Chile signed 
e new commercial treaty and agreements on travel anc cultural 
cooperetion on February 6. Brazil and Paragusy concluded en 
agreement similer to those recently concluded with Uruguey 
and Chile, whereby Brazil essures the selec to Paraguay of 
10 million meters of cotton textiles annually for six yerrs. 





US-UK AVIATION DISCUSSIONS The British have invited us to 
WILL TAKE PLACE THIS MONTH send representatives to London 
for informal discussions of 
civil air policy, particularly with respect to. the USSR, 
Soviet dominated countries, and Germany. (See page 3, 
February 24, 1947 issue of Current Economic Developments. ) 
Garrison Norton, Director of the Office of Transport and 
Communications; Henry Labouisse, Special Assistant to the 
Director of the Office of European Affairs; Livingston 
Merchant, Chief of the Aviation Division; and Robert McClurkin 
of the Civil Aeronautics Board will depart for Loncon later 
this month. In addition to the subjects mentioned in the UK 
note, we plan to sound out the British on the status of 
civil air objectives in the Middle East and Italy, the ful- 
fillment of their assurance to us of last Septembe, that 
they would renegotiate the Argentine agreement, and general 
questions relating to the forthcoming ICAO Assembly meeting. 








The British invitation, delivered February 14, suggested 
the urgent need for discussions concerning US-UK aviation 
policy vis-a-vis the USSR and Eastern European states in 
view of Soviet negotiations with France and Denmark, the 
possibility of a "Balkan bloc" in civilian aviation matters, 
and the possible eventuality of having to accept a link ser- 
vice agreement with the USSR. The note stated that the 
British Government would welcome the continuation of common 
action ana full and frank cooperation between our countries 
in all such matters and believes that if we can agree on 
basic strategy we may be able to achieve a useful coordina- 
tion of tactics. The note also referred to recent informal 
exploratory Anglo-American discussions in London concerning 
civil aviation in Germany and suggested that views expressed 
on both sides need further and more authoritative joint con- 
sideration. Finally, the British indicated they would like 
to discuss Austria since it is their understanding that we 
are contemplating a civil aviation agreement with the 
Austrian Government. 


Policy 
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Policy Towed USSR And Soviet Dominated States We plan 
to inform the Biitish of the Soviet Government's negative 


reply to our request for the resumption of civil aviation 
Ciscussions and of our intent to make public a general state- 
ment of our efforts to work out a civil aviation agreement 
with the Soviets along the lines of our other agreements and 
of the rebuffs we have received. The full scope of the Air 
Coordinating Committee's recommendations concerning our 
future aviation policy with respect to the USSR and the 
Soviet dominated states will be outlined. (See page 12, . 
March 3, 1947 issue of Current Economic Developments.) As- 
surance will be made of our firm intent to adhere to the 
Bermuda principles in negotiating agreements with any of the 
Soviet dominated states and of our plan to keep the British 
fully informed of any negotiations with these countries. We 
shall clarify our intention to employ the usual form of 
ownership and. control clause in any future agreements with 
these countries which will leave us the permissive right to 
withhold or revoke certificates of foreign lines where we . 
are not satisfied that substantial ownership and effective 
control is lodged in nationals of the other party. Further, 
we shall state our tentative plan to examine on a case-by- 
case basis any vrojected sales of large trensport aircraft. 
to the USSR or countries in its orbit with a view to ascer- 
taining whether at the time in question the granting or with-. 
holding of export licenses would piey a useful and proper 
role in our negotistions. The same considerations will apply 
in the case of ground aids end equipment. We shall seek to 
ascertain whet siles the British are making or contemplate 
anc what their ysolicy is in this respect. In all these 
measures full assurance will be given of our desire recipro- 
colly to give anc receive support from the UK in every appro- 
priate way short of presenting an obvious united front to 
third countries. 





Objectives In the Middle East. Italy and Argentina We 
shall inform the British of the informal steps we are taking 
in the Arab States to publicize the virtues of Fifth Freedom, 
state our intention to remain firm on our principles in this 
area, and seek to assure a similar firmness on the part of 
the British. 








Likewise, our pl2n to teke the initistive in attempting 
to negotiate a stendard bilateral eir transport agreement 
with the Italien Government will be made known, 


At the seme time we shall reise the question of the 
British bilateral egreement with the Argentines. In this 
connection we shall point out the possibility that we may 
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resume négotie’.ions with the Argentines within the next few 
months and emphasize that an elmost essential pre-requisite 
to the success of any such negotiztions will be prior notifi- 
cetion to the Argentines of the British desire to renegotiate 
their bilateral agreement along Bermuda lines. (See page 8, 
September 16, 1946 issue of Current Economic Developments.) 


Policy On Germany Incomplete We are dubious of the 
uscfulness of discussing German civil aviation problems at 
this time by virtue of our incomplete formulation as yet of 
civil air service policy during the occupation period and 
the risk of duplicctory confusion regarding treaty aspects 
with the Moscow CFM. However, every effort will be made to 
dispel any misunderstandings which the British mey heave with 
respect to the point of development of US policy regarding 
civil ‘air service within Germany during the period of mili- 
tary occupation, cmphssizing the fect that the proposed 
policy is in an advenced state of formulation within the Air 
Coordinating Conmittee. With respect to post-occupation 
aviation policy for Germany, we shall discleim any ability 
to discuss the subject, in view of the CFM meeting, but 
shell seek any information which the British are willing to 
voluntcer. 





IC4O Matters We hope to take this occasion to revicw 
with the UK the development of our thinking with regard to a 
multilateral air transport tresty and to explore this general 
subject so as to. contribute to a firm, united point of view 
by the US-UK delegations at Montresl next May. In this 
general connection, we shall bring the British up to date on 
the success we have echieved recently in reconciling US air- 
line views with the Government's position. 





US SIGNS SURPLUS On Februsry 28 US and Burmese offi- 
AGRESMENT wilTH BURMA ciels signed a surplus egreement for 

#5 million, transferring to the 
Burmese Government former lend-lease goods surplus to UK 
forces and reclaimed by the US. Included in this agreement 
is a $1 million contrect rreviously signed with Burma for 
the sale of jeeps and locomotives. This is a 20-year dollar 
credit agreement with ususl locel currency and property pro- 
visions. The US intends to use the entire amount to finance 
2 culturel progrem and for buildings purposes. 








x * * 
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HOOVER MAKE‘3 REPORT ON Herbert Hoover has reported to the 
GERMAN FOC) SITUATION President on economic conditions af- 








fecting food supplies for the com- 
Hned US-UK zone Germany, and estimated the food deficits for 
the lest half of fiscal 1947 and fiscal 1948, In his report, 
Hoover. stressed the seriousness of the present food situetion 
in Germany. Due to leck of fertilizers, seed, ferm imple- 
ments and skilled labor, agricultural production in 1946 in 
the Americen end British zones is estimated at about 65 per- 
ecnt of pre-war. Population in the bi-zonel unit has in- 
creased by approximately nine million over 1939. With efforts 
being mede to improve agricultural conditions a smell increase 
is expected in 1947, ric tia.” with regerd to potatoes if 
better seed is provided in time 


The nutritional condition is reported as follows: the 

7.6 million self-suppliers ere in good conditions; the supple- 

mconts and priorities given 3.7 million prospective mothers 
end children under six sppear to be enough to keep them in 
good condition; over half of the 6.6 million children and 
adolescents, especially in the lower income groups are "in a 
deplorable condition" and in some areas famine edema is ap- 
pearing in the children; a considerable part of the "normal 
consumer" group is also reported to be in deplor2ble condi- 
tion. The 680,000 displaced persons, two-thirds of whom are 
located in the "US zone, receive about 700 celories per day 
more than the normal consumer in the US zone and the normal 
German ration in the British zone. It is considered that 
this group has an adequate retion. Comparative surveys made 
by a member of the Hoover mission in Italy, France, Belgtiun, 
Holland and Britain has revealed, according to the report, 
that the nutritional conditions in these countries is nearly 
pre-war normal, while the special German groups mentioned 
ebove are not only fer below the other nations but are dan- 
gerously far below, 


State And ‘jar In Generel Agreement With Recommendations 
In general, State and War approve the recommendations of the. 
Hoover report provided: (1) the necessary funds are forth- 
coming from Congress; (2) the British agree to the suggestions; 
and (3) that legal authority is forthcoming where it is re- 
quired. Specificelly, we have no objections to the recom- 
mendation that excess army foodstocks, such as the ten-in-one 
rations, be usec for the supplementery feeding of adolescents, 
provided that this does not affect present plans for feeding 
displaced persons. The recommendation that the rise in the 
normal consumer ration from 1550 vo 1800 calories be post- 
poned until the fall of 1947 and perhaps indefinitely, is 
agreed to in view of the fect that it appeers unlikely that 
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sufficient supplies will be available to implement the in- 
creased ration. Nor is there any objection to the recom-- 
mendations that certain of the normal consumers be upgreded 
to the category of moderate heevy workers; that emergency 
supplies of cereals be given to German welfare organizations 
to provide supplementary food for soup kitchens and needy 
families; that 400,000 tons of surplus potatoes be shipped 
to Germany for seed potatoes and that agricultural seeds be 
included in category A imports, provided agreement can be 
reached with the British on working out these arrangements. 


Regarding the suggestion that idle liberty ships manned 
by German crews be used to transport supplies to Germany, we 
have pointed out that the following fectors should be taken 
into consideration: (1) the reaction of US labor unions and 
ship operators to such a proposal; (2) the possibility of 
manning American vessels with German seamen in view of the 
statutory stipuletion that Americen vessels must be manned 
by American crews; (3) determination of the operating agency 
responsible for the handling of the vessels; and (4) the. ef- 
fect of such action on the quadripertite agreement reached 
at Berlin that Germany shell heave no ocean-going shipping. 
The suggestion that surplus US smell vessels be leased for 
use by the Germans in increasing the Germen fish catch could 
not be approved until it is determined whether there is a 
surplus; to whom such vessels would be transferred; what 
effect such a transfer would have on quadripartite agreement 
limiting the size of the German fishing fieet; and what ef-: 
fect this would have on our relations with other countries 
dependent upon North See fishing, 


With respect to the US and UK making their outlay on 
category A supplies a first-charge principle upon the German 
economy, it is pointed out that it must be decided whether 
this payment would be given priority over repeyments of 
Eximbank credits. It is also felt advisable to await the 
decisions of the Moscow conference before making any deci- 
Sion as to this first charge principle. On tne recommenda-~ 
tion that restrictions on Germar. trade be rclaxed, agreement 
has been reached by ourselves and the Britisn lifting the 
trading with the enemy controls. 
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ACTION EXPECTED BY NEW YORK - In a. letter to Governor Dewey, 
STATE ON HEIRLESS ASSETS '. Under Secretary Acheson has 

' expleined the provisions in 
the Paris Conference on Reparation regarding aid to non- 
repatriable victims of Nazi action, and the agreement reached 
in June 1946 between this Government, the UK, France, 
Czechoslovakia and Yugoslavia in consultation with the Inter- 
Governmentel Committee on Refugees for allocation of "heirless 
assets." (See page 6, June 24, 1946 issue of Current Economic 
Developments.) It has been pointed out that, largely as o 
result of US initiative at Paris, it wes agreod that a share 
of reparation consisting of all the non-monetary gold found 
by the Allied Armed Forces in Germany snd a sum not exceeding 
$25 million to come from the liouidetion of German sssets in 
the neutre] countries would be allocated for the rechebilita- 
tion and resettlement of non-repatriable victims, of German 
action. The neutrzls were further required by the Peris Act 
to make availeble for the rehabilitation and resettlement of 
non-repatriables the assets in those countries belonging to ~ 
victims of Germen 2ction who died without heirs. 














At the five-power Conference in June, the US, UK and 
France also agreed informally thet in view of the foot that 
the “"heirless assets" in question hed arisen out of a viola- 
tion of the canons of morslity and international lev, it ap- 
peared proper to suggest to their respective governments 
that such assets in their own countries be made aveilable to. 
aid the non-repatrieble victims of German ection. In this 
connection, Mr. Acheson stated that it is generally considered 
that the grest bulk of heirless assets in this country are 
probebly located in New York. He therefore requested that 
considerstion be given to reviewing “ith eppropriate offi- 
cials of the Federel Government tne extent to which legisla- 
tion in New York might be necessary to further the above- 
mentioned objectives. 


As a result of this letter, a conference was held be- 
tween members of Dewey's staff and representatives of State, 
Justice and the Office of Alicn Property, and it is antici- 
pated that legislation on heirless assets will be presented 
to the legislature this week. ! 


SAFEHAVEN £CCORD TO BE Agreement h2s been reached in Madrid 
PRESENT™D TO '0_ SPANISH smong representetives of the US, UK 
end France regerding the accord on 











the liguidation of German assets in Spain. Providing home 
office approval is given, it will be referred to the Govern- 
ment of Spain for its consideration. (See page 3, 
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Februery 10, 1947 issue of Current Economic Developments.) 

We heave approved the draft accord with certcin recommended 
chenges. As emended, the accord provides for the oxpropric- 
tion and realization of German property in Spain held or 
controlled by Germans not resicent in Spain, other than 
government assets, which were dealt with by the exchange of 
Notes on October 1946. To expedite the identification, ap- 
preisal end full realization of German property, there is to 
be established a Joint Board composed of an equal number of 
representatives of the Allied and Spanish Governments which 
will be charged with: (1) identification of German property 
and reporting its findings to the expropriating agency; (2) 
liquidation of the expropriated property delivered to it by 
the expropriating agency; and (3) interim administretion in 
appropriete cases of the property identified es German, pend- 
ing its liquidetion. jie have indicated thet we strongly pre- 
fer that there be no appeal procedure from the Joint Board 
but in the event the Spsnish absolutely insist on an appeal 
procedure, we would accept such a tribunal provided it is 
international in composition. 








It is also provided that, in the liauidetion of the ex- 
propriatcd property, the Joint Board shall require from every 
purchesers a gusrentce that he is not ecting for or in asso- 
ciation with eny German or eny company in which there ecxists 
a substential German interest whether in stockholding, manage- 
ment or technical directions; disclosure of the names of any 
person contributing with him to the purchase price and to 
wheat extent; and disclosure of his principle if he is acting 
as agent or intermediary. Additional Articles provide that 
the first German Government recognize the agreement and the 
validity of all actions teken in accordence with it and eac- 
cept responsibility for indemnity to those Germans whose 
property is eppropriated in accordence with the agreement. 
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ALL DEPARTMENT'S LEND-LEASE In addition to present duties 
FUNCTIONS TRANSFERRED TO OFD and responsibilities as Direc- 

tor of the Office of Financial 
end Development Policy, Norman T. Ness will succeed. Chester T. 
Lene in carrying out the remaining Lend-Lease functions fol- 
lowing Mr. Lane's resignation as Lend-Le2se Administrator, 
which is expected to be effective about March 22. Mr. Lene 
will enter private law practice in New York City. 








* * * 
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TRIESTE FINANCIAL COMMISSION The Trieste Commission of 





COMPLETES ITS REPORT TO CFM Inquiry, appointed by the CFM 





last December, has completed 
its study of the general financial position and prospects of 
the Free Territory and of the problems involved in setting 
the Territory up as a separate currency and customs unit, 
with particular reference to any initial difficulties which 
may arise between the entrv into force of the Italian Treaty 
and the end of 1947. Its report has been prepared and sub- 
mitted to the respective Foreign Ministers, and will go to 
CFM for further consideration. The Commission consisted of 
delegates from the USSR, UK, US and France, and it conferred 
with the Yugoslav and Italian Governments in Belgrace and 
Rome and with Missions sent to Trieste by these Govermnents to 
state their positions regarding their obligetions in respect 
of the Free Territory under the Peace Treaty anc suggestions 
for future economic and financial relations. 


Chief recommendations of the Trieste Commission are as 
follows: 


Budget The Commission concluded that a drastic reorgani- 
zation of government administration and taxation is essential. 
A tentative budget estimate for the first fiscal year begin- 
ning July 1, 1947 was worked cut, based on the assumptions 
that: (a) recommended reforms in taxation and administra- 
tion will be adopted promptly after the new government is 


“organized, and (b) the Commission's recommendations for 


eliminating the deficits of the state public service enter- 
prises and social insurance agencies are rapidly put into 
effect by appropriate agreements with italy and Yugoslavia 
and by administrative reorganization. This tentative budget 
estimated revenues at 6,720 million lire with the USSR con- 
Sidering that a further 400 million lire could te derived 
from the corporations tax. Expenditures were estimated at 
6,368 million lire witn the US, UK and France allowing for 

an additional reserve of 5,000 million iire to cover expendi- 
tures which may arise with regard to subsicy on bread price, 
interest on pubiic debt, additional public works, edditional 
police, and deficits of Magazzini Generali and of pubiic 
utilities and social insurance. The USSK recognized as neces- 
sary only an additional reserve of 800 miliion lire, which 
would provide for expenditures on bread price subsidies and 
interest on public debt, but not for the remaining items con- 
sidered necessary by the other three delegations, . 


The deficit in the estimated budget is, therefore, in 
the opinion of the delegates of France, the US, and UK 4.6 
biliion lire, whereas the Soviet delegate estimates the 
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deficit at 48 million lire. Under either estimate, however, 
there will be a deficit, particuiarly during the early 
months of the fiscal year, and to meet 1t the Free Territory 
may have to borrow at short-term. At an appropiate time 

the Free Territory may issue a long-term internal loan to 
finance reconstruction and development and to refund short- 
term debts, However, if the Government of the Free Territory 
obtained, in addition to internai loans, external loans or 
other external financial assistance and the suppiies obtained 
therewith are soid to its citizens, it could eliminate part 
or all of this deficit or perhaps create a surplus in the 
first year. 


Balance Of Payments For the fiscal year receipts on 
belance of payments account are estimated at $65,190,000, 
expenditures at $61,800,000. The Commission noted that, 
with the number of variable and unpredictable factors in- 
volved, these estimates must be based in part on conjecture. 





The Commission did not reach agreement on the deficit 
in the balance of payments for the first quarter of the fis- 
cal year. The French, US and UK delegates concluded that 
there would be a free foreign exchenge deficit of $5 million 
during the first quarter of fiscal ‘47 in addition to the 
need for external assistance to suppiy the food and basic 
necessities during the montns preceding July 1947, and agreed 
that tnis exchange deficit would have to be met by external 
assistance. Tne Soviet delegate believes that there wili be 
no deficit in free foreign exchange during the first quarter 
and that the balence of payments deficit of the Free Terri- 
tory with Itely and Yugoslavia could be met by shert-term 
credits provided by these two countries. 


The Soviet delegate was of the opinion that a substan- 
tial part of the food requirements of the Free Territory 
could be met from Yugoslavia on the basis of a compensavion 
agreement and that Yugoslavia would deliver suppiies in 
anticipation of purchesing the industrial production of tne 
Free Territory. Tne delegates of the other three countries 
considered this soiution to be problematical and dependent 
on factors which cannot now be foreseen. The majority of 
tne Commission drew the conclusion that, in order to avoid 
endangering the success of the Free Territory, it was neces- 
sary that provision be made for ecquiring an assured food 
Supply in otner parts of the world. 


Tne report drews special attention to the fact that, 
from tne date of retification of the Peace Treaty with Italy, 
tne responsibility of the military authorities may cease in 
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providing food and necessary supplies in the »rea now under 
its jurisdiction under the progren of "disesse and unrest." 
The Commission has made its recommendations for the fiscal 
year commencing July 1, 1947; until thet dete tno estimeted 
cost of necessary supplics to be furnished to the Free Terri- 
tory (according to figures supplied by the US delegate) 

would emount to approximstely $1,500,000 monthly. 


Customs The French and US delegates recommended thet 
no customs teyes be levied by the Free Territory on imported 
commoditics unless equivelent excises are levied on goods 
produced in the Territory. The British delcgete advocatcd 
the maintenence of the Italian Customs System, plus the levy- 
ing of the sdditionsl excise texes recommended by the US and 
French to be levied on imports from Itciy elso), ponding a 
decision by the Free Territory on its owm customs policy. 
The British elso consicered treat besic foods and row metericals 
should continue to be admittcd free of tex. The USSR delegate 
recommended the sdoption by the Free Territory of customs 
controls anc of duties on consumer goocs 2s well as on some 
foodstuffs, 





Currency And Banking The USSR, UK and Frence recom- 
mended that the Stete Centrel Benk be owned entirely by the 
government, whereas the US dclegste recommended a simple 
majority ownershiv by the state and prarticipstion by banks 
registered in the Free Territory end other local interested 
parties. The foreign exchenge reserves of the State Central 
Bank, it was agreed by 2711 delegsetes, should be furnished by 
loan or otner means by countries whose economies are closely 
linked with thet of the Territory--Itely, Yugoslavia, Austris, 
Hungery, Czechoslovekia, Foland ene Switzerland. | 





It was agreed thet the Itelien lire, which in sccordance 
with the Treaty is to be used during the provisionel period, 
should be provided by the Banca diItelia as it is now pro- 
vided to Zone A. It was 2lso agreed that both Yugoslav end 
Allied Militery Government lire should be withdrawn as 
rapidly es possible. However, the new currency unit should 
not be established until it is epparent thst it can be main- 
tained with reasoneble stsbdility. Conditions outlined for 
the issuance of new currency included a belanced budget, 
balance of payments in equilibrium on current ecccunt, ede- 
quete reserves in gold end foreign currencies and orgeniza- 
tion of the Centrel Bank. | ae 


Foreign Exchenge An eutcnomous system of forcign ecx- 
change control should be estsblisned as soon as possibie, 
with the Free Tcrritory Government exercising 2 monopoly 
with respect to the purchese and sale of foreign exchange. 
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A single rate of exchange between the lira and the dollar 
should be established with ell other rates determined by 
official cross-rate. All export earnings or other payments 
to the Free Territory should be paid in foreign exchange 
which should be solc to the Government of the Free Territory. 
Before the establishment of the indepencent Free Territory 
currency, foreign exchange earnings from Italy should be 
placed in a special lire eccount to be uscd only with the 
epprovel of the Free Territory Government. Pending the 
orgenization of its own system, the Free Territory should 
utilize the present system of export and import licensing. 
It should, as soon as possible, establish its own liccnsing 
system which would be coordins.ted with the exchenge controls 


in effect. 
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US _FORIULATES POLICY ON A statement of US policy with re- 
GERVAN CIVIL AVIATION spect to civil aviation in Germany 
has been approved by the Air Coor- 
dinating Committee and is to be transmitted by the JCS to 
the appropriate theater commanders. Although the statement 
has been prepared for the immediate guidance of US zonal 
authorities an effort has been made to relate it to civil 
avietion problems which will arise during quadripartite ‘con- 
trol end in the post~-occupation period. The policy paper 
covers five topics: German participation in aviation activ- 
ities; internal transport service; international service 
through Germany; administrative transport for occupationel 
neecs; aviation favilities; and technical regulations. 








German Perticipation In Aviation Activities German 
nationais snouid not be allowed to engege in aviation activ- 
ities during the occupational period. However, during the 
zonal period, German nationals may be utilized in such occu-- 
pations, incidental to the operation of aviation facilities, 
as may be classified "non-aviation activities" by the JCS. 
During the period of occupstion of Germany as a whole such 
nationals may be utilized in occupations agreed upon by the 
occupying powers as "non-avistion activities" or as may be 
agreed are not likely to enrance German war potential. 


internal Air Transport Service It is considered 
politically undesirable and economically impracticable at 
this time to develop within Germany any separate air trans- 
port enterprise operated by Germans or non-Germans. Apart 
from the military and administrative needs of the occupying 
forces, no justification for an internal air transport sys- 
tem hes been demonstrated which would override the security 


and political considerations involved, 








Internal Service Through Germany It is recognized thet 
international commerce, and in particuler the requirements 
of the European economy, necessitate the opening of air 
routes across Germany in view of her central geographic posi- 
tion,.and economic importence. Permission to international 
air. Wines to establish these through services should be re-~ 
lated.so. far as is practicable to the needs of international 
trade @nd commerce, convenience of long-haul operations and 
existence of adequate facilities. 





- (a) By airlines of occupying powers: During the period 
of zonal occupation, airlines designated by any occupying 
power should be permitted to operate over routes between its 
homeland and its zone and to cross intervening zones by 


agreenent 
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agreement with the occupying power concerned. Under similar 
agreement such a power should be permitted to fly over zones 
other. then its ovwm lying across internationel routes from 

its homeland to other countries. During the period of occu- 
pation of Germany as a whole, air transport operstions of the 


. occupying powers should be permitted into, through, and away 


from Germeny and within Germany slong their respective inter- 
national routes. The extent of these operations should be 
determined by multilateral agreement among the occupying 
powers. 

. (b) By airlines of other powers: During the zonel 
period air transport service of UN menber states, with which 
the US has satisfactory aviation reletions, should be per- 
mitted to transit the US zone and to meke technical stops 
therein en route to other countries as are necessary to effi- 
cient and direct route operation. The right to 2 technical 
stop granted on this basis may be expended upon request to 
include the right to pick up and discharge traffic, insofer 
as this is: consistent with occup2tional objectives and inter- 
national aviation agreements. The right to operate services 
between the territory of the non-occupying power and a ter- 
minal in Germany mey also be permitted if necessery for the 
economy of thet power and consistent with the needs of the 
occupying powers. Rights besed upon these principles should 
be grented with respect to Germany 2s ea whole by multilateral 
agreement emong the controlling powers. 


Administrative Trensport For Occupetionel Needs Minimum 
internal end external service 2dditional to that provided by 
the international civil routes, which in the opinion of the 
occupational authorities is recuired for the purposes of the 
occupation, should be operated only by military eir trans- 
port or by civil cerriers under contrect to the occupation 
authorities. At such time as the need for this service ter- 
minates the instellations required to maintain it should be 
withdrawn, if such action is then rcgarded es fcasible and 
desireble. 





' Aviation Facilities During the period of zonal occupa- 
tion, the occupation authorities should control and be re- 
sponsible for the instellation, meintenance end operation of 
all aviation facilities necessary to mect PICAO standards and 
US requirements for the operestions permitted. Any use of 
these facilities by other than the occupying forces snould 





' be subject to appropriate fees. During the period of occupa- 


tion of Germany as a whole, a centrel agency of the occupa- 
tion forces should maintzin and operate such facilities as 
are required with like provision for levying fees. 
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Teahns cet Regulations During the zonel period, ench ~ 
zone commander should establish and enforce rules of the air, 
which should conform with PICAO standards. Every effort 

should be made to achieve uniformity and coordination of 
practice among the severel zones. During the period of occu- 
pation of Germany as a whole, the central agency envisaged 
above should be charged with the establishment and enforce- 
ment ef civil air reguletions corresponding to PICAO st-ndards, 





Objectives Of Policy The limited program outlined in 
this peper envisages the minirum civil aviation require’: 
ments for occupation needs and for basic econoric rehebili- 
tation and, although financed in the first instance by the 
occupational forces, should be charged egainst the German 
economy. Our policy has been vorojected upon two fundamental 
objectives: (1) preventing Germany from ever becoming a 
threat to world peace; (2) assisting German recovery to a 
point which will contribute to Suropean economic stability. 





The JCS has been requested as a matter of priority to \ 
‘assify "non-aviation" activitics in which Germans may be ‘\ 
é.1ployed. 


INTERNATIONAL WOOL STUDY MThe International Wool Study 
GROUP TQ MEET MARCH 33 Group, establishment of which was 

recommended by the principal wool- 
producing and consuming countries last November, wiil meet 
in London on March 31 to consider organizational matters, 
(See page 16, November 18, 1946 issue of Current Economic 
Developments.) Of the 13 countries participating in the 
November meeting, the following have accepted the invitation 
to join the study group and none has objected to the pro- 
posal that invitations be extended to all member countries 
of the United Nations: Argentina, Austrelia, Belgiun, 
Canada, France, India, Itely, New Zealand, South Africa, UK 
and US. China has declined to join the organization and 
Uruguay has not yet replied to the invitation. 














° e 
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PARTMENT CHARTS PROGRAM Following the JK note announcing 
hd AID TO GRE=CE AND “TURKEY tts inability to furnish fur- 
-°- ther aid to Greece and Turkey 
after beh oh 31, 1947, and the direct appeal of the Greek 
Government for US assistance, President Truman, addressing a 
joint session of Congress) asked its support of his program 
to furnish $40@ million to Greece and Turkey to help them 
j "maintain their freedom." In requesting. these funds he made 
| it clear it was in addition to the relief assistance which’ 
would be furnished Greece from the $350 million foreign re- . 
lief appropriation now pending before Congress. 








Acting on the President's appeal, the Department has 
been working out the implementetion of a program of eid and 
has recommended to the President that $250 million of the 
$400 million requested be allocated for expenditures in 
Greece through June 30, 1948. It is estimated that up to 
$150 million of this amount will be used to meet the foreign 
exchange cost of the Greek Army, with the balance to be de- 
voted to reconstruction and rehabilitetion needs. 


Details of administretion both in Washington and Athens 
will await the findings of the Porter Mission which is ex- 
pected to return within the next week or 10 deys and will 
meke its report shortly thereefter. However, it is under- 
stood et this time that competent US personnel will be sent 
to Greece to administer the progrem in order to assure the 
most advantageous use of the essistence grented. 


Aid To Turkey While State and War are currently work- 
ing on a breakdown of the $150 million presently contemplated 
for Turkey, the present thinking in the Department is that 
this amount would be for military use, either direct or in- 
direct. 





It is anticipated that the progrem of aid to Greece and 
Turkey will be submitted to Congress during the week. 


NO AGREEMENT REACHED ON Efforts to reech en agreement in. 
DEBT SETTLEMENT WITH PERU debt settlement negotiations 
with Peru have ended with the an- 

nouncement of the refusal of the Foreign Bondholders' Council 
to recommend acceptence of the offer Peru may make under its 
recent legislation to resume service on its long outstanding 
external debt. Continued defeult on Peru's part, which pre- 
sumably rules out US credit, takes.on special significance et 
this time because of Peru's rapidly diminishing foreign ex- 
change supply. 
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en Offer Following numerous proposals end counter 
@@4s between Peruvien officiels and the Forcign Bond- 
holders*. -Council, the Peruvien Nationsl Congress in its last 
day in “session authorized resumption of service on national, 
municipal and provincial dollar bonds with 2 par value of 
$82,700,000 which have been in default since 1931 «nd 1932. 
Terms of the legislation provide that interest at a rate of 
one percent in 1947 and 1948, 1-1/2 percent in 1949 end 1950, 
2 percent in 1951 end 1952, and 2-1/2 percent in 1953 snd 
thereafter, would be paid from annuities set 1/2 pereent 
higher than these rates, the remainder of the annuitics after 
the payment of interest to constitute a cumulative fund to 
redeem the bonds by purchase in the open market. Interest 
earned up to December 31, 1946 wovld be totelly cancelled. 

An annual ailotment from the budget would be deposited with 
the Feruvian Central Reserve Bank et the beginning of cach 
budgetery period "for its opportune conversion into dollars 


e. 


or sterling and remittance to the peying agent. 







Council's ReasonsFor Refus21 In refusing to recommend 
acceptance of Peru's offer, the Council stated that it hed 
not considered the provosed rate of 2-1/2 percent es ade- 
quate in the cese of any country trying to rehabilitate its 
credit after defeult. The Council's minimum interest demand 
was for an ultimete rate of 3 percent. The Council also ob- 
jected to the proposed csncellation of 211 interest arrears 
and to the fect that the Peruvian legisletion reflects the 
unilater2l1 decision of a debtor insteed of a compromise with 
creditor views. Further, provision for "“opvortune" conver- 
sion into dollars or sterling of budgetary allotments for 
debt service w2s consicered ambiguous by the Council. 





Peru Mey Look To Argentina For Loan Although we are 
anxious to see a settlement of Peru's bonded indertedness, 
we heve stressed to Peruvien officials that a satisfectory 
settlement would not autometicelly insure a US losn. The 
Eximbank authorizetion of $25 million, which wes conditioned 
upon a satisfactory settlement of Peru's externel debt, ex- 
ob December 31,.1946, before Peru wes able to take ad- 
ie of the of ffer. 








Werhing thet unless US credit is forthcoming Peru may 
be forced into the Argentine economic bloc, Embassy Lima 
strongly recommended ecceptance of Pcru's offer as the best 
obtainable for both economic end politicel reasons and es 
being. in the best interests of amicable US-Peruvien economic 
relations. An Argentine Trede Mission is now in Lima seek- 
ing.a.commerciel treaty with Peru. Althougn Embassy Lima 
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believes that Argentina will heve greater difficulty in get- 
ting control of Peruvian industries than was experienced in 
negotiations with Chile, it is rumored that Argentina will 
propose a 200 million peso loan to Peru provided part of it 
is used to increase coal production for export, 


SWEDEN PROPOSES RIGID MThe Foreign Minister of Sweden has 
CONTROL OF IMPORTS notified Legation Stockholm thet 
Sweden's unfevorable financial situa- 
tion makes it imperative that the Government take drastic 
steps immediately to correct the situation. Through the 
operation of its bileterel egreements with countries of 
Eastern Europe involving substantial Swedish credits while a 
majority of imports are obtrined from hard currency countries, 
Sweden has now neerly exhausted its foreign exchenge reserves 
in hard currency end proposes to restrict imports from coun- 
tries with which it hes no bilateral agreements to such im- 
ports as are essential to raintein Sweden's basic economy. 
He denied that the visit of the Governor of the Riksbank to 
the US was being meade to secure a loan to meet the existing 
emergency, stating that such a loan would only serve to post- 
pone the final determination of the matter. 








He emphasized that the action had to be taken without 
delay and that the order restricting imports would be issued 
shortly. Although our trade agreement with Sweden provides 
for 30 days advance notice of such action for products p 
enumerated in the agreement, the Foreign Minister stated 
thet the agreement seemed out-moded in meeting the situations 
in which world trade now finds itself anc that, in light 
of the acute situation now facing Sweden, it was 
necessary to act immedietely and to work out deteils with 
the US later. His discussion with Minister Dreyfus, there- 
fore, was to be construed as notification of the framework 
of Swedish action. Sweden wants to reduce imports by ap- 
proximately 300 million kronor net and to increase exports 
to kard currency countries by approximately 200 million 
kronor. While final decisions have not yet been made on the 
"free" and "prohibited" lists, petroleum procucts and raw 
materials are certain to be included on the "free" list. 


Pi 


Minister of Commerce Myrdal stated that this ection was 
not, an indication of a change in basic Swedish foreign trade 
pcelicy and that Sweden wants to maintein its policy of non- 
discrimination and multileteralism. Dreyfus pointed out that 
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Swede grommitted to issue import licenses for a variety 
of pe through bileteral agreements and inquired 
whethems@e-wes Sweden's intention to. abrogate such bilateral 
agreements and, if not, whether US exporters could be as- 
sured of equality of treatment under such a policy. Myrdal 
replied that any definite commitment to import would be lived> 
up to. Although he indiceted that Sweden would do.every- 
thing it feasibly could to avoid discriminating against US. 
imports, ‘He would riot give categorical assurance that. imports 
from the US would not be discriminated against where bi- 
lateral agreements were involved. He indicated, however, 

that in -the event it wes obviously impossible to insure ! 
equality of treatment for certain American products it might 
be necessary to renegotiate certain aspects of existing 
bilateral agreements. — 3 . : 


- Pending receipt of further information es to details 
and operation of the regulation, the Department is delaying 
taking any definite action. 


a * * 
1: 


SENATE COMMITTEE APPROVES Last week the Senate Foreign 

US_ APPROPRIATION FOR IRQ $$ Relations Committee unanimously 
approved US participation in 

the International Refugee Organization. Two amendments were 

made to the resolution, one limiting US appropriation for 

IRO to no more than $75 million for the fiscal year be- 

ginning July 1 and another specifying that nothing in US 

membership in IRO would imply changes in US immigration 

laws. The itegislation will be brought before the full 

Senate as soon as possible. | 





In the interim before IRO begins operetions the unspent 
balance (amounting to. about $2 million) of the US $4 million 
contripution to the Intergovernmental Committee on Refugees 
(IGC)*4s,-we believe, sufficient to cover the US share of 
actual 16c expenditures on authorized projects. 


State once The Preparatory Commission met in Geneva 
Februa! or about ten days, Arthur Altmeyer, Commissioner 
for’ Social: Security in the US Federal Security Agercy. on 

leave from his present position, was elected Executive Sec- 
retary, UN consented to advance the funds necessary for the 
sheds cre Big 4A Commission's activities, Its next meeting will 
probably take place in Geneva April 15. Meanwhile, Altmeyer 
ha@ ‘been conferring with IGC and UNRRA. officials, as well as 
Preparatory Commission delegates, on the future program. 


** 


Signatories 
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grigtories to the fRO constitution now total eleven 
ty "allocated contributions ‘to 69.8 percent. A total 
ring gnatures with allocated contributions constituting 
35 percent of the operational budget is' réquired before the 
constitution comes into force, «The instrument has been 
signed by Canada, the US, ‘Frances, the Dominican Republic, 
Honduras, Guatemala, the Phtltpptnes, Liberia, the Netherlands, 
Norway and the UK. However, the signatures have been accom- 
panted by reservations as to ‘subsecuent acceptance, and 
further .aetion is to be taken by these governments before 
their participation is definitive. Recent reports. indicate 
thet Lebanon will probably gign.. Vyshinski recently told 
Smith that no final decision had been taken by the USSR on 
IRO but that he personally would strongly recommend against 
signature. Indications from France are that the required 
legislation will not be passed before July lst. The Canadians 
are following, action by the US, Congress. . Honduras, Luxembourg, 
Brazil,-.Cuba, and Costa. Rica indicate. they, may. not join be- 
cause of resulting financial obligations. ++ 


Belgians Recruit DPs as Miners The Belgians are cur- 
rently recruiting DPs in the US zone of Germany as laborers 
in the Belgian coal mines. The Belgians agree to accept 
DPs who do not wish to return to their homes, with no dis- 
tinetion as to nationality or religion. However, they re- 
fuse to accept colleborators and the individuats must be 
acceptable to the Belgian Governmaht and to IGé€. ~# contract 
with the federation of. coal ‘mines,. guaranteed by the Belgian 
Government, insures regular and permanent employment and 
specifies the conditions of, employment and: wages. After a 
probationar perdi of. 90, days. the workers may be joined by 
members of their immediate family. Persons so admitted will 
be encouraged sd remain in. Belgium and will be given an 
opportunity to receive citizenship according to Belgian law. 
They will receive the same working and living conditions and 
wages | as Belgian workers performing the same type of job and 
will’ be, treated in the: same manner, and the Belgian Govern- 
ment ‘gharantées to these persons all the rights and liberties 
ateomehad its claw’ my “RaPSenerS permanently established in 

Belgium. A ai ce ee . 


Punst Recruitment.Of Labor The US and France are 

arriv ng at a solution of. the repatriation of prisoners of 
war and are. conférring on recruitment of German labor, matters 
which, although handléd separately, are interrelated because 
of the French need. for mahpower under the Monnet Plan. During 
the past months the US has been pressing France-to speed the 
repatriation’ of German Pts, - particularly those captured by the 
US and turned'ovér to.the French. These Ps have been proving 
very useful as 4 Source of SqePoney.. fOr French coal mines 

and industries. | 
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AA memorandiim of understanding was last week drafted 
by US and French authorities in Paris which would increase 
as of March the monthly P” repatriation schedule from 
12,000 to. 20,000. “hile this figure is lower than we 
like,it is the maximum that the transportation system can 
handle at this time. There is alse a provisien for on- 
the-spot liberation, at the rate of 25,000 men monthly, of 
those PWs opting to choose the status of a voluntary foreign 
worker in France, 


US and France are discussing French recruitment of 
voluntary German labor in the US zones of Germany and 
Austria. -Recruitment will be qualified by the following’ 
conditions: (1) recruitment of DPs will take priority 
over Germans; (2) recruitment of Germans will be directed _ 
in the first instance at unemployed Germanss (3) no recruit- 
ment will take place without the zone commander's approvel; 
and (4) all labor will be recruited on a voluntary basis. 
While we do not feel that recruitment reouires quadripartite 
approvel, we f-el that it must take plage so as not to con- 
flict with our obligations under the bi-zonal agreement. 

The French are willing to reach agreement on recruitment of 
DPs on terms similar to that of the Belgians. se 





British Set Up Recruiting Offices Recruiting offices 
have been set up in the British zone of Germany and will 
be set up in Austria, to select DPs who might be utilized 
to provide manpower in the UK. As a result of the coal 
crisis the British Government anticipates that the trade 
unions will now agree to accept DPs in those trades where 
manpower shortages are ecute. It is planned that DP labor 
will enter the UK on temporary visas with the possibility 
of eventual British citizenship, but thet no guarantee will 
be given. 


italian DP Problem The position of refugees and DPs 
in Italy consequent on the ratification of the peace treaty 
has been a matter of concern for some time. Under Article 
45 of the Italian peace treety, the Italian Government, 
as soom as the treaty comes into force, may hand over to 
the governmpsnts of their countries of origin any refugees 
or DPs ®@quested by those goverrments. The USSR and Yugo- 
Slavian Governments are most anxiaus to secure the reé- 
patriation of the great majority of them and it has long 
been feared that a politicel dispute is likely to develop 
on this matter. It would make matters ersier if, at any 
rate, those people who qualify for international protection 
could be put under the general cere of some international 
body wrich could intervene in matters of repatriation. 


The UK | 
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The UK and US are now in substentiel egreement that 
IGC should immediately assume responsibility for those 
persons in Allied Commission camps (about 11,000). This 
is besed on the assumption that there is prima facie reeson 
to believe the persons concerned would be eligible for assist- 
‘ance under the constitution and definition of IRO were that 
body in existence. IGC decision will probebly teke place 
this week in Iondon. “e think the cost of the project until 
July 1, 1947 should not exceed one million dollars end can 
be undertaken by IGC within the limits of present funds, 
meking due allowance for current commitments. Should US 
and UK militcry provide supplies on e 50-50 besis for mein- 
tenence of the AC camps to May 1 end then turn over supplies 
to IGC in excess of military recuirements, the cost of the 
project might be held to $850,000. “e think e joint US-UK 
screening teem shou’d be established immediately to screen 
AC camps, to eliminete refugees now in the cemps who cre 
inclizible for internetionel: protection. 





Other DP Problems General Clerk considers the DP 
problem in Austria of major importance, the solution of 
which mey be vitel to successful conclus on of the 
Austrian treaty. As of the end of Februery there were 
a totel of 189,444 DPs in the US zone and the US Vienna 
area of Austria. . . As of February 15 US zone Germany 
hed e totel of 578,604 DPs including both UN and ex-enemy 
DPs. In addition there are 25,577 UN displaced persons 
employed in civilian guard units and lebor service companies 
in the zone. . . .Hungery hes now indicated it has made 
plens to resume movements of Swebians to the US zone Germany 
on April 1 and th:-t 40,000 Swebians will be ready to move 
by that date. In Februery, beceuse of the food, housing 
and employment situation in the US zone, OMGUS decided no 
more Swebians could be received <«t tnat time but egreed to 
meet with Hungerian representetives in Merch to discuss 
possidle movements efter April 1... .OMGUS hes approved 
acceptance in the US zone Germeny of eae totel of 12,000 
German refugees now in Denmerk. The Deres have been 
pressing for repetrietion of the 200,000 German refugees in 
Denmerk and we hed previously teken the position we would 
accept only those heving originel residence in our zone, 
Raising the figure to 12,000 meens thet we ere accepting the 
seme number thet are being accepted by the French and UK 
zones. “Je are infurmed the Soviet zone will reise the 
figure they will admit to 36,000. 





Resettiement of DPs “hile negotistions heve been 
taking plece between IGC end e rumber of Latin American 
countries regerding resettlement of DPs in those countries, 
errangements heve not vet been worked out which will permit 
resettlement on eny very lerge scele. Venezuela has 
indiceted a willingness to eccept 15,000 refugees, and 
Brazil 1,000 experimentally. Discussions are elso takinz 
place with the Peruvian Government. 
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US i COUNTERPROPOSAL TO DK ON Our counterproposals 
WINDIN LEATHERS AGREEMENT for winding up the 


arrengements for bare 
boat chartering of ships covered by the Land Leathers 
Agreement were the subject of 2 note to the British Embessy 
on March 13. Except for a sharpening of the specific re- 
delivery detes our note follows substantially British pro- 
posals of last November 1 and as amended in their note of 
February 3, 1947. (See page 9, February 10, 1947 issue of 
Current Economic Developments.) 





We agree to the immediate cash sale of up to 100 
Liberties to British shipowners in eccordance with the Ship 
Sales Act of 1946 and signify our willingness to entertain 
applications received prior to December 1, 1947 for the 
purchase of an additional 25. The remaining Liberties are 
to be returned eat the rete of not less then 10 per month 
beginning not later than June 1947, with the vessels remain- 
ing under charter on December 31, 1947 to be redelivered not 
later then Merch 31, 1948. This contrasts with the British 
proposal to redeliver 10 Liberties per month beginning this 
June and running through June 1948. The 35 Baltics and 
7 Hickories must be returned not later then June 30, 1947 
unless applicetions for purchase sre received by March 27. 
Remaining miscellaneous types in special services are to be 
redelivered as soon 2s precticable and in any cease before 
June 30, 1947. 


These schedules are sufficiently flexible to permit 
the British Government to adjust redeliveries more closely 
to seasonal shipping needs. The question of applications 
for purchase is dealt with independently of the proposals 
for redeliveries and therefore is not conditional upon ac- 
ceptence of the redelivery schedules proposed. in the British 
memorendum of last November l. 


These proposals have received the support of the 
Chairman of the House Committee on Merchant Marine and 
Fisheries, who has agreed not to take any action on the 
pending -Fesolution for termination of the Land Leathers 
agreement providing the Department works out a satisfactory 
agreement with the British by June 1. Also, he has re- 
quested tne Meritime Comrission to take prompt action in 
considering British OGPSEGET LENG | ‘for the purchase of any 
of these ships. 
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EUROPEAN PETROLEUM US Examining French Oil Policy The 
PROBLEMS REVIEWED Department is examining the problems 


‘presented by current French oil policy 
and the problems outlined by representatives of US oil conm- 
panies with operating subsidiaries in France with a view to 
determining appropriate courses of action which may be taken 
by this Government in the implementation of US foreign oil 
policy and in protecting the legitimate interests of US 
petroleum companies. The French Government now controls the 
imports of petroleum and petroleum products into France 
through the issuance of import licenses to established im- 
porters, on the basis of a specified percentage of the import 
requirements as established by the Government. It has re- 
quested the estadlished importers and refiners in France to 
enter into an agreement distributing the domestic market 
among themselves on a percentage basis. The US oil companies 
are fearful that: (1) if their subsidiaries do not volun- 
tarily participate in a market agreement their position in 
the French industry and market may be prejudiced or the 
French Government may require them to do so by fiat or 
nationalize the incustry; and (2) if the US subsidiaries do 
enter into a market agreement their action may be construed 
to be in violation of the Sherman Anti-Trust Act and the 
principles of the International Trade Organization. The US 
companies feel that their position in the French market is 
particularly delicate in view of the present difficulties 
between the French Government and American companies because 
of the Middle East purchase and pipeline agreements. (See 
page ° January 6, 1947 issue of Current Economic Develop- 
ments. 








There is reason to believe that the French Government 
is not only attempting to control the domestic oil industry 
and supplies but also to control sufficient quantities of 
foreign oil supplies to meet French import reauirements, 
Exploration and exploitation of all sources of cruce oil in 
France and the French Empire are being carried on exclusively 
by French-ownec companies, in all except one of which the | 
French Government has a majority interest. At the same time 
that Compagnie Francaise des Petroles, the company holding 
the French interest in the Iraq Petroleum Company, is bring- 
ing legal acticn in the British courts to restrain the 
Standard Oil Company of New Jersey and the Socony--Vacuum 
Company from ccnsummating the proposed purchase of a 40 per- 
cent interest in the Arabian-American 0il Company, the French 
Government is pursuing the matter at a diplomatic ievel, 
arguing that the US and UK Governments are obligated to 
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support the rights of various participants in the IPC under 
the terms of the group agreement, Simultaneously, the par- 
ticipants in the IPC are attempting by private negotiations 

to effeét a new set of inter-company arrangements which will 
remove the grounds for French misgivings and permit a termina- 
tion of the legal proceedings instituted by the French Govern- 
ment. 





Our position is: (a) that the US Government does not 
have any responsibility for the terms of the IPC group agree- 
ment which is a private contract; (b) that if that agreement 
is invalid, its restrictive clauses should not be reaffirmed; .. 
and (c) that the participants in IPC should make every effort 
to arrive at a mutually satisfactory solution of their diffi- 
culties. , 


Preferential Treetment Granted Sovrom Being sraveeted 
Mission Bucharest hes been authorized to express to g 
Rumanian Government our concern at its granting to Sovrom ~ 
Petrol (a joint Soviet-Rumanian company, largely Soviet - 
owned) "domestic" legal status which, under the 1942 Mining 
Law, places that company in a preferential position compared 
to foreign firms. We are asking that Rumania rescind the 
classification of Sovrom Petrol as a Rumanian enterprise and 
place the company in the same category as other foreign oil 
companies. (See page 6, January 13, 1947 issue of Current 


Economic Developments.) 


Vie ere also ‘protesting, on the basis of rights granted 
in the Armistice and in the treaty of peace which, although 
not yet ratified has been signed by the Rumanian Government, 
the granting of special treetment to Sovrom Petrol in oil . 
exploration concessions, compensation for inadequate prices 
paid for oil products delivered, payment at world prices for 
future oil deliveries and the right to export oil products, 
while failing to relieve the acute financial condition of US 
companies resulting from inadequate oil prices. The Rumanian 
Government will be asked to give assurance that US petroleum 
interest$ in Rumania will receive most-favored-nation or 
nati “treatment and no less favorable treatment than that 
acco “Sovrom Petrol or its constituent companies. 








A similer protest was made by the UK Mission in Bucharest 
on March 1. The British asked for assurence that British 
companies will be granted most-favored-nation treatment and 
that they will be accorded equal treatment with Sovrom Petrol. 


Hungary 
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Reported ave Cancelled Price Reductions 
We have as yet had no report from Legation Budapest concern- 
ing the information received by the British Petroleum 
Attaché in-Washington that the Hungerian Government has can- 
celled its order reducing prices paid for oil products and 
is reexemining the matter of prices and that ACC has satis- 
fectorily settled the crude oil delivery situation. (See 
page 7, January 13, 1947 issue of Current Economic Develop- 
ments.) On Merch 3, the Legation sent a note to the 
Hungerian Foreign Office expressing our concern at the 
failure of the Hungarian Government to make payments within 
a reesonable time for crude oil and its products obtained 
from US-owned oil properties, the reduction to inadequate 
levels of prices, and the retroactive application of new 
prices which constitutes a repudietion of prior obligations. 





Hungary Appoints State Controllers Fc ORT! ertie 
On February 21, Soviet representatives turned over MAORT's 
oil fields to four state controllers eppointed by the: 
Hungarian Government. MAORT has appealed to Legation 
Budapest, protesting the right of the Hungarian Government 
to appoint such controllers whose rights and duties exceed 
those of technical inspector provided for in the concession 
contract. MAORT contents this action imposes control over 
the company not existing prior to the war and is at variance 
with the armistice and the peace treaty. 





Italy Asked To Take No Measures Detrimental To US Oil 
Companies A representative of a US oil company in Italy has 
been informed that the Council of State replied in’ the af- 
firmative to the Treasury Ministry's request whether it 
could issue a decree of annulment of transfer of allied 
petroleum properties to AGIP (the Italian state oil company) 
without taking into consideration the issues concerning 
desequestration raised by the companies last July. (See ~ 
page 15, November 4, 1946 issue of Current Economic Develop- 
ments.) Embassy Rome is, therefore, submitting to the 
Foreign Office a note verbale requesting assurance that 
there will not be issued any decree affecting the status of 
the US-owned petroleum companies and their reactivation with- 
out previous discussion with the Embassy and. the companies — 
and without clarification of the points raised in July. 














We have informed Embassy Rome that, although the US 
Government cannot prevent the proposed action which the 
Italian Government is reported to be considering in trans- 
ferring to AGIP rentals received from sequestered US proper- 
ties, we will hold the Italian Government responsible for 
providing compensation for US properties, and diversion or 
dissipation of accumulated rental funds will not relieve it 
of this responsibility. 

* * 
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BULGA CURRENCY CONVERSION ‘With no advance warning the 
PROG S SNAG IN MISSIONS Bulgarien Government an- 

| nounced on Merch 7 at 7:30 AM 
that all Bulgarian bank notes and bearer bonds of fece value 
exceeding 100 leva (exchange rate 285 leva to the dollar) 
had to be turned in to the National Bank or other accepted 
credit institutions in exchange for new republican notes and 
bonds. Currency and notes of 100 leve or less were not ef- 
fected by tne order. Shortly after the order wes issued the 
Finance Minister in a broadcast speech announced thet 
Bulgarian citizens would be permitted to draw only 2,000 new 
leva monthly and that, in addition, all existing benk ac- 
counts would be frozen. He stated that the decision to make 
the bank note exchenge had been mede in September 1944, but 
"for many reasons" could not be effected earlier. The forced 
loan aspect of the currency conversion program was confirmed 
in a statement by the Manager of the National Bank to the 
press that "everybody knew already that only 2 part of the 
old bank notes and bonds turned into the benk will be ex- 
changed for new bank notes; the rest will remain on deposit 
in banking institutions." Bssic aspects of the conversion 
progrem are generally similar to those adopted since libera- 
tion in other European countries. 





No provision wes made for the exchange of old Bulgerian 
currency held outside the country. However, when US repre- 
sentatives pointed out that Bulgaria had circulated some of 
its currency during the occupetion of Greek and Yugoslav 
Macedonia and that: some of this currency might be held in 
the US, the Governor of the Netionel Benk said that it might 
be possible to arrange exchange for new currency and sug- 
gested thet individual applications be made by US benks to 
the Bulgerian Netional Bank. The Mission is seeking to verify 
the Bulgarian claim that exportation of Bulgerian currency 
hed been prohibited by a "law on trade in forcign means of 
payment" effective since May 2, 1924; the only exccption 
being for 300 leva (later increesed to 2,000) allowed resi- 
dents of Bulgaria proceeding abroad for temporary periocs. 


Special Trestment Of Diplomatic Missions Although the 
order required the general public to present notes end bonds 
between March 10 and 16, "members of diplomatic corps, 
foreign legations, missions under armistice terms, consulates 
and economic representatives of foreign governments" were 
given only until 6 PM of the day the order was issued to 
make the exchange. "Foreign troops" were given until noon 
of the following day. 








The 
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The official announcement mede no mention of whether 
theald notes would be exchenged for new et parity or at 
some-other rete, but the Director of the Netional Benk in a 
verbal statement seid that foreign missions will receive 
perity rate. 


“The US Mission wes informed thet unless it permitted’ 
Bulgarien officials to examine its accounts only e portion 
of the Mission's currency holdings would be converted. 

After the Mission indiceted thst such examination would be 
impossible, it obt2ined agreement from the Netional Bank to 
accept pertiel exchange of the Mission's currency (amounting 
to.40 percent) with the balance being counted end sesled by 
the Bank end returned to the Mission for safe keeping. In 
return the Mission received a letter from the Bank acknow- 
ledging receipt of the funds end steting that the question 
of exchenge of the remaining 60 percent wes "awaiting 
definite solution." This, in effect, amounted to Bulgaria's 
withdrawal of its demend to deposit ell US funds in "obliga- 
tory account" pending determination of the means of acquisi- 
tion. | 





Western Powers Make Collective Protest The US, UK, 
France, Switzerland, Sweden, Turkey, and Italy presented a 
combined note of protest to the Forcign Office emphasizing 
the late delivery of the note regarding exchenge and the 
extremely short time limit; the indefensible position of 
making exchange of old currency for new dependent on the 
examination of accounts; end the fect that missions and 
homes of staff members were surrounded by militiamen since 
early Merch 7, such interference bdcing contrary to the ac- 
cepted standard of diplomecy 2nd democracy; and that the 
provisional arrengement providing for partial exchenge of 
bank notes was not a solution to the problem and exchenge of 
the entire amount was expected. (Diplomatic representatives 
of Albania, Czechoslovekia, Rumania, Poland, the USSR, and 
Yugoslavia refused to participste inesmuch es they were al- 
reedy compensated in full for their holdings.) The note 
also. protested the impression given by the Bulgarian action 

prgveequent press reports leeding the public to believe 
th foreign missions lend themselves to illicit trensactions. 





Bulgarian Explanation To US However, before this note 
was received the Bulgarien Foreign Ministry sent a note to 
the US Mission denying that it intended to create misunder- 
stancings of any nature with diplometic missions, steting 
that the one day deadline hed been arranged to "facilitate 
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the exchenge of bank notes and Bulgserian Treasury bonds held 
by diplomatic missions. . .before the apparatus of the 
National Bank wes occupied with the exchenge of paper money 
held by the public." The note denied thet discrimination 
was intended against foreign nationals, end pointed out the 
necessity for preventing the attempt of certein Bulgarian 
and foreign netionals to escape conditions of exchenge with 
assistance of intermediaries, namely certein persons in the 
service of diplomatic missions. The note also defended the 
measure due to information and evidence establishing the 
fact thet contraband and illicit trafficking in gold and 
foreign exchange was carried on by Bulgerian nationals and 
foreigners through the medium of persons in service of cer- 
tain missions. 


Bulgerian Public Statement Attacks Missions Answering 
indirectly the combined note of protest by the missions in 2 
press statement, Prime Minister Dimitrov blamed the missions 
for the present state of economic chaos, cherging them with 
responsibiiity for the black market in currency and commod- 
ities, with utter disregerd for the laws of the country, 
with being tactiess and provoking incidents, with bearing 
false witness and with imeginary 2pprecietion of their own 
importance. In short, he sav littie justification for their 
presence in Bulgaria. In spite of these accus2tions, 
Dimitrov promised that all funds of the foreign missions, 
regerdless of their origin, will now be exchanged, 





Department's Position We are informing our Mission in 
Sofia that we assume, on the basis of Dimitrov's statement 
that currency holdings will be exchanged in full, that the 
Mission snould maintain its position that totel currency 
holdings should be exchanged for new currency by the Bulgarian 
Netional Bank. It is also suggested thet if 2ction to that 
end is not promptly implemented by the Bank, the Mission 
should take whatever steps it deems necessary to accomplish 
this purpose. In view of the anticipeted early termination 
of the ACC, we are advising the Mission to discuss with the 
Foreign Ministry when feasibie a mutually satisfectory pro- 
cedure for providing the local currency necess2ry for the 
operation of the Mission and the granting of a special diplo- 
matic exchange rate. We are instructing the Mission to dis- 
continue the sale of goid coins, to confine the sale of 
dollar currency end dollar instruments to the Bulgarian 
National Bank and other authorized institutions, and, pending 
the outcome of diplomatic rete negotiations, to keep Mission 
expenses to a minimun, 





Reection 
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Reaction In Bulgaria Although Bernes believes thet the 
regulation on conversion should go fer to destroy the black 
market, if it is applied with as little tact and comprehen- 
sion to the reection of the populetion 2s to the diplomatic 
corps, the results mey prove disastrous. Fear is reportcd 
prevalent among the peasent populstion of a drastic czpital 
levy that may wipe out most of their hoardings, and that 
confiscatory meesures may soon be applied to personal 
jewelry, household veluables and 211 trinkets of worth, 
According to the US Mission, most Bulgarians believe that 
during the months following immedistely upon the entry into 
force of the peace treaty they are in for a period sirilax 
to that in Russie between 1917 and 1923. Recent public 
declarations by the Finance Minister thet new bank notes 
will circulate sufficiently freely to provide funds for all 
heve not yet dispelled the fears of the people. 
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US_AND PARAGUAY SIGN The US-Per2gusy civil eir transport 
CIVIL ALR aGRESMENT agreement, signed Februery 28, pro- 

vides for the operation of two US 
routes, namely, via Peru and/or Bolivia to Ascunsion end be- 
yond ana via Brezil to Ascunsion and beyond, thereby est2b- 
lishing the greetest possible degree of flexibility in the 
event setisf*ctory bileateresl agreements ere not concluded 
with Bolivia or Argentina end in view of the possible desire 
to terminete our routes et Montevideo or elsewhere. The 
agreement includes the new substentiel ownership ance effec- 
tive control clause and is consistent in lengusge and prin- 
ciple with the Bermuda type agreement. The route end US 
traffic point for the Pareguayen cerrier will be agreed upon 
later. 
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CONFLICT. SEEN IN BRITISE In view of the strong position 
AND FRENCE COAL NEEDS taken by the French at Moscow re- 

garding increased coal deliveries 
from Germany end the US and of a prospective British request 
for lS coal which, we believe, if granted would probably de- 
crease allocetions to other ECO countries, we have suggested 
the problem of British needs might be discussed by the 
Secretary with Mr. Bevin. 








French Press UK and US For German Coal The official 
French position =t Moscow has been that the French Govern- 
ment cannot agree to any settlement of Germen cconomic prob- 
lems which does not guarantee a certain level of German coal 
exports to France. Informally, the French delegation at 
Moscow hes initiated coal discussions with the US end British 
delegetions with a view to obtaining positive proposels for 
bringing French co2l imports from Germany to 500,000 tons 
monthly for the last three-quarters of 1947 and to a one 
million monthly ezverage during 1948. The French submit re- 
quirements under the Monnet plan of 73 million tons per 
annum and production of 53 million tons. Frence is at pres- 
ent importing 80,000 tons o* coal monthly from Poland, : 

800,000 tons from US in Merch and 180,000 tons from Germany. 
It is proposed that US imports be increesed to one million 
anc Polish to 100,000. It -s further suggested that German 
oxports for Mey end June be restored to the level of Septem- 
ber 1946 exports, that inercases above 220,000 tons per day 
of Ruhr production be shared equally between export and 
domestic consumption and that Saar coal be considered as 
French production outside of ECO allocations. 





US and UK representatives have agreed: 1) to consider 
percentages of net merchantable coal that may be available 
for export but not to guarentee tonnages; 2) not te consider 
any change in allocetions already made for second quarter of 
1947 which will restore September 1946 production level by 
June if daily production reaches 250,000 tons in May; 3) to 
see what, if enything, can be done to increase US exports; 
4) to ask Berlin experts to restudy coal data to see what 
steps might be taken to increase German exports during the 
third ane fourth quarters of 1947. 





the ‘request the UK intends to submit ‘to ECO for one million 
tons or more of coel for summer delivery. It points out 
that if the allocation is denied and if sufficiently hard- 
pressed the British might take coal from the Ruhr even if 


this 
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this entails withdrawal from ECO. The Sritish have stated 
thet their aim is 6 accumulate winter stocks of not less 


than 15 million tons, “hich is considered the minimum safety 
level, for it is not believed that any UK Government could 
survive a _repetition of this winter's shutdown. MEA con- 
siders tf US aid to Britain now may strengthen tne US 
leter in a Ras we the UK thet it snould undertake to sunoply 
continental Eurone as soon as circumstances permit with 20-25 
million tons of coal annually. Some officials feel that the 
UK should not attempt to be a major coel exporter again. 
Hovever, failure of the UK to resume exports in volume would 
mean, emong other things, either nermanent coal shortage in 
Europe or the necessity for the US to continue as an impor- 
ant supplier “ith a consecuent disporportionate share of 
Europe's dollars being spent for coal to the detriment of 
other American exports. It is also suggested that should 
Britain not rezgsin its position es a significart supplier of 
oal for western Europe, its political prestige might become 
further imvaired and the political position of Poland 


7“. r 
- 2 ¢ 
CG a 


Cc 
7 


juring the "th 


rongly urged our support despite the fact 

ndi ected trat allocation of U° coal to Sritain 
rd cuarter vould probably reduce the alloca- 
tiors to other ECO importers below the second quarter levels 
erd that British statistics indicete that 1944 internal 
eveilabdility is epproximete*y equel to 2935-38 availability, 
vhile all other ECO importir.: countries have been end will 
be in 1947 ell velow 1935-22 aveilability. 


~ 


% 
a 
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US ReonEck TAS1TVES “Til NOT Go For the vresent the Depart- 
TO Loloul FOR aéViszTioOn TALYS ment is declining the British 
invitation to send repre- 














sentstives to London for informal discussions of civil air 
policy. (See page 7, Merch 10, 1947 issue of Current 
Economic Develop ents.) Instee “4 we shell sndecvor to handle 
all vossible items with the British Embassy here and have 
indicated thet we vill welcome a visit of UK officials for 
items recuiring top level discussion either before or after 
the first essemoly meeting of ICAO in May. iIrformal 
assurances to the British Embassy will be followed 

by a note incicating that this decision does rot 7 any 
unwiliinzgnescs to discuss matters suggested by the UK; but 

is based upon vressure of work incident to the evietion leg- 
isletion program, preparations for ICAO end the timing of 
Mr. forton's cconfirmetion as Assistant Secretery of State. 


x * *” 
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INTERIM REGULATIONS ISSUED ON Although the western diplo- 
BULGARIAN CONVERSION PROGRAM matic missions 2re still not 

‘satisfied with the treatment 
which they received from the Bulgarian Government at the in- 
troduction of its currency conversion program, Mission Sofia 
has now retcived from the PBulgarien National Bank new leva 
bank notes for all old bank notes and Treasury bearer bonds 
held by the Mission. (See page 15, March 17, 1947 issue of 

‘Current Economic Devclopments.) 











Interim regulations have been issued by the Bulgarian 
National Bank on the use of bank deposits frozen under the 
conversion program. These regulations, according to Mission 
Sofia, have the cffect of giving the government absolute con- 
trol over every trensfer af funds for business purposes, as 
well as imposing severe restrictions on the use of private 
funds. : 


Specifically, the regulations provide for all commercial 
transections to be carried out by paper transfers between 
blocked deposits; these paper transfers to be controlled by 
the Bank. Provisions are made for cesh withdrawals only to 
meet expenses unpayable by paper trensfers, and then only on 
a very limited basis with a justificetion required for each 
withdrewsl. Above trans*ctions ere to be made only from de- 
posits crested before March 7, except in cases of extreme 
economic need. Withdrawals for salaries are allowed only 
after cesh receipts are exhausted. 





Limits on private funds permit individuals to draw 

3,000 leva cash a month for "genuine" needs, with somewhat 
larger banking transfers allowed. However, both types of 
transactions sre subject to justification. Up to 10,000 leva 
cash may be drawn for proven emergency such 2s death or acci- 
dent end, then, only if payment by trensfcr is impossible. 
Except in cases where an individual has no cash and no fp. c- 
vious account, 211 transfers and cash withdrawals must come 
from deposits meade before March 7. Individuals receiving 
Salaries in cesh are forbidden temporarily to use their ac- 
counts except for the 2bove-mentioned emergency provision. 


DUICE_DISCUSS “ITH US OFFIC aLS Members of a Netherlands 
NETEERLANDS-NEI ECONOMIC ACLORD mission to the US have 
held a series of meetings 
with Department officials to request US "moral support" of a 
four-point economic agreement which the Dutch wish to have 
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accepted by the de facto Indonesian Republic. According to 
the Dutch, this agreement would speed the economic rehabilita- 
tion of the NEI, by establishing conditions calculated to 
attrect priv:te investmental capital. 


The four principal points of the agreement covered: 1) 
en autonomous currency system; 2) autonomous control of NEI's 
foreign exchange; 3) stable and responsible fiscal adminis- 
tration; and 4) a guarantee to private investors of all pre- 
war rights and duties for a specified period--sround 25 years. 


We informed the Dutch thet while the US is deeply in- 
terested in the prompt rehabilitation of the Indies and in 
the role which foreign capital may be called upon to play in 
the reconstruction of that country, we c*nnot give our en- 
dorsement to 2 proposal which the Dutch Government plans to 
prescnt to the Indonesians. It wes further pointed out that 
this government hopes thet whatever plans the Dutch may sub- 
mit to the Indonesians will not include any proposals which 
woulda give foreign capital a position of special privilege 
which might prejudice the Indonesians against western capital. 


The Mexicen Government has formally 
4ANK presented three applications, 

totalling £175 million, to the 
Eximbenk. (Sce page 11, February 3, 1947 issue of Current 
Economic Developments.) The requested credits ere to finarce 
certein segments of the economic development program of the 
Aleomen administration and inelude: 1) $100 million for 
vericus industriel and developmentel projects; 2) $50 million 
for the construction of two intercontinental highweys; and 3) 
$25 million for the construction in Mexico of hotels end 
othcr tourist secommodations. Representatives of the Mexican 
Gove Pnrent , the Eximbank, and the Depertment are currently 

engaged in the tcehnical exeminetion. of ofch proposed project 

in order to fecilitate the "ximbank's consideration of the 
epplicetion. 





VWax.ICO PRESENTS 
arrlic-TIOVsS TO 


~~ 








Mexico also has under preparetion an epplicetion to be 
prescnted shortly to the Internetionel Bank for 2 credit 
emounting to about $190 million to finance certain long range 
irrigetion, hydroelectric and railway projects. 


* * x 
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FURTHER RECOMMENDATIONS FOR JAPANESE The Japanese Diet 





LAND REFOR!’ ARE "NDER CONSIDERATION passed a bill for 
agrarian reform last 
fall which will enable about t:o million Japanese tenant 
farmers to purchase the lands they cultivate, the procedure 
being that purchase of the lands’ will be made directly by the 
government for re-sale to the tenants. This bill-was pre- 
pared by the Japanese Government in compliance with a long 
standing SCAP directive, which was expressed in rather general 
terms. In addition, a proposed FEC paper on agricultural re- 
form, approved by the Far Enstern Subcommittee of SWNCC, 
calis for a reduction in te-ancy such as is proposed by the 
Japanese Government; a further improvement in tenancy condi- 
tions; increased fiscal and financiel aid to farmers; promo- 
tion of operating economy and productivity, and democratiza- 
tion of farmers' organizations. This paper is now being held 
in Si.NCC, pencing receipt of comment from SCAP. 





Reduction Of Tenancy Policy for reduction of tenancy 
requires that the following types of land should be sold to 
the government for re-sale to cultivetors: 1) all private 
agricultural land which is owned by an absentee landlord; 

2) all private agricultural land being held for rentals in 
execss of one cho (2.45 acres) per landlord; 3) all private 
agriculturel lend being cultivated by its owner, in excess 
of three cho per household outside of Hokkaido and in excess 
of 12 cho per household in Hokkaido (variations may be per- 
mitted to allow for differences in land fertility, so long 
as these averages are maintained); 4) 211 land suitable but 
not being used for agricultural uses, ané not already devoted 
to some other essential use. Provision is made for sale to 
housenoiders at fair prices, and for compensation to land- 
lorcs. : ae 





improvement Of Tenancy Conditions Recommendations are 

mede for passing legislation requiring that farmers who rent 
agricultural land'do so only under written leases to be ap- 

roved by the government and that the. government should pro- 
vide a model lease containing the following principles: 1) 
rent fixed at a level judgec fair in terms of the depreciated 
yen; 2) security of tenure, dispossession being authorized 
only after a finding by a government agency. or court; and 3) 
specification of any obligation regarding the availability 
and maintenance of housing, farming eueuerates, and other 
necessary goods and services. 











Fiscal And Finencial Aid Credit paldeton | are celled 
for which woulc make credit available to farmers at reason- 
able rates and to this end the expansion of agricultural 
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cooperative credit societies are to be encouraged, government 
credit is to be made available; and existing indebtedness re- 
sulting from higher rates is to be adjusted. Government 
fiscal policies are also to be revised in order to equalize 
the tex burden borne by farmers and non-farmers and considera- 
tion is to be given to government stabilization of the prices 
paic anc received for agricultural commodities. In addition, 
e system of government crop insurance is recommended. 


Promotion Of Operating Economy And Productivity It is 
rscommencaccd that in order to make as much lend aveilable for 
usc -s possible, the government should: finance necessary 
recinmation activities; re-allocate present holdings to do 
ayay with strip farming; promote the most efficient crop 
utilization; increase the availability of fertilizer and 
other necessary frm supplies: encourage joint operstion of 
farm hoidings by groups of farmers; reduce agricultural dis- 
tributing costs and support research designed to incre2se the 
productivity of agriculture, 





SCaP RECO!” ENDS INTERIM PROGRAM BE ACCEPTED In response to 
aS TRE BaSIC [EVEL FOR JAPANESE INDUSTRY War's inquiry 

| as to whether 
he agrced with the Strike p»oposals on reparation, MacArthur 
has replicd thet, as his familisrity with the problem in- 
crerssea, he has hed growing doubts of any real Jepanese 
reperation potential. He feels that the Strike report (sec 
page 10, March 3, 1947 issue of Current Economic Developmcnts) 
tenas to support his fears that any substantial reparation 
from Js p2n would be of minimum v2lue to the claimant ana 
would ultimately impose 2 continving financial burden on the 
Americen texpayer. However, the position he now holds is 2p- 
parently the seme as that outlined to the Var Department in 
Februsry, i.e., that the interim remova2is program should be 
taken as the besic level for Japeancse industry and that this 
government and the FEC should esteblish only the be2sic 
policies on capacity levels anc should not attempt to assign 
arbitrary criteria. He feels this position is upheld by the 
Strike report anc points as an exemple to the fect that the 
removal of all contact-process sulphuric ecid plants, in ac- 
cordence with criteris set in ‘Washington, cannot be eccomplished 
without serious impect upon the industrial pattern ultimately 
to remain in Jepan. He suggests, furthermore, thet it is 
hardly conceivable that 30 percent of a country's industrial 
capacity could be removed without economic repercussions. 
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Mackrthur is opposed to a restudy of the level-of-indus- 
try progrem, es such an eff.-:t would appear to be without 
prospect of salutary results and would be time consuming to 
the extent of penalizing the economic recovery of Japan. 
While emphasizing the advantages of the flexibility of the 
Strike proposals, MacArthur recommends that the interim 
progrem be acceptcd as final and a revised directive be sent 
allowing him to supervise the economic recovery to the pre- 
scribed levels and select the reparation removals in accord- 
ancc with the most satisfectory method of resolving the 
compicte problem in all its complexities. 


JAPANESE NUTRITIONAL STATUS SATISFACTORY; In a report to 
FOOD PRODUCTION AND COLLECTION CRITICIZED  SCAP of the Joint 
War, State and 
Agricultural Food Mission it is stated that the present 
nutritional status of the Japanese populetion as a whole 
docs not indicets a need for an immediate overall increase 
in the staple food ration level. Ina recent meeting of the 
Subcommittee of the Cabinet Committee on World Food Programs, 
Colonel Herrison, Chief of the Mission, said: that the 
Japancse food situation has been mishandled and thet SCAP 
has Cirected almost all its attention to getting maximum sup- 
plics from the US and very little to maximizing production 
anc collections and improvi.z distribution; that a nutritional 
survey revealed that, on the average, consumers were obtein- 
ing 500 to 750 calories a dry above the staple food ration of 
1246 celories; that the task of stimulating production, col- 
lection of supplies and retioning was turned over to the 
Japancose Government, which has proceeded almost completely to 
ignore them; that no effort has been made to expand fish pro- 
duction though this could be done quite easily; and that, 
although he is recommending the Japanese grain requirement 
approved by the IEFC Cereals Committee be made availeble, it 
should not have been necessary because the Japenese "have 
been eating their heads off." — 








Recommendations To Be Embodicd In Final Food Report On 
the basis of its findings the final report for the Sccretery 
of War will recommend: thet the J2penese Government be in- 
formed by SCAP of the possibility of future curtailment by 
the US of funds for the purchzse of food imports into Japan 
and that as long as funds are provided to pay for cven a por~ 
tion of the neccssary imports, the US expects the Japanese 








Government 
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Government to exert its maximum efforts to increase indigenous 
procuction of food anc enforce collection quotas vigorously; 
that SCAP prepere plens for emergency action in the event of 
partial or totel curtailment of US funds for Japanese food 
requiroments; and that the war Department recognize that 
resent SCAP personnel is not adequate to carry out other 
rocormenastions in the report and thet specialists in the 
ficids of production of food, fertilizer and fish, and of 
coal, as well 2s additional personnel for the Foreign Trede 
Division of SCAP, be recruited without delay. 


Regerding the nutritional status of the Japanese popula- 
tion, it is reccommended: that in planning food imports, par- 
ticuisr attention be given to increasing proteins, fats and 
vitemins; thet SCAP control over imported foods be strength- 
ened by providing for greater distribution through school 
lunches and supplementary rations to industrial workers; that 
until Jepanese exports can pay for the increase in imports, 
the basic stanle food ration for the normel consumer remain 
et the present level; thet as soon as increased food sup- 
plies make increased rations cossible, prefcrence be given 
to growing children, incustrial heavy workers, hospitalized 
and institutionalized consumers; and that greater efforts be 
made to mect tne nutritional needs of the urban population 
by providing = belance between rice 2nd other cereels. 


with ea view to improving collection, distribution and 
rationing, it is rccommended that: the Jepanese Government 
be informed that fooc imports will not be provided to fill 
dcficiencies occesioned by collection failures; collection 
enforcement be executed by eccntral rether than local author: 
itics: maximum provisions be msde for the supply of incen- 
tive goods to farmers, such as fertilizer, farm equipment, 
Clothing snd other consumer goocs; SCAP, at the highest 
level, cxert continuing pressure on the J*panese Government 
to take the necessary steps to insure collection quotes and 
compiiance with rationing rcguletions; action be taken imme- 
Gistely to increase facilitics for preservetion, storage end 
transportstion of fish; anc action be taken to improve the 
accuracy of dats regerding food production and collection so 
that import programming may be based on more accurate data. 


Recommendeticns are also made for increasing indigenous 
production of food and fertilizer 2nd with respect to import 
requirements. 


Conditions 
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tions For Self-Sui ficiency With Respect To Food 
In the réport to SCAP it is pointed out that Japan will be 
unable to pay for necessary imports with its exports until 
at least accomplishment of the following: 1) the reparation 
provlem is settled; 2) financial arrangements are completed 
for purchase of materials needed for rehabilitation of basic 
industrics; 3) indigenous coal production is increased to a 
minimum of three million tons monthly. At the present rate 
of increase this will not be achieved until some time in 1948; 
4) sufficient food is available to maintein the staple ration 
throvghout the year to provide supplementary rations to 
heavy industriel workers; 5) a long-range export progrem is 
formulated that will permit coordineted efforts by SCAP and 
the Japanese; and 6) increased incentive is provided for the 
Jepanese Government and people by making imports, particularly 
food imports, over minimum requirements directly dependent 
upon an eypension of the expert volume. 





WORLD FOOD AND RELIEF PROBLEMS REVIEWED World food and 
IN LIGHT OF MEASURES NOW BEFORE CONGRESS relief problems 

. occupy the news 
spotiight, with all countries watching to see what action 
Congress will take on the r2=quest for 2 $250 million foreign 
relief approprietion, on th. bill for aid to Greece and 
Turkey, and on the extension of certain government controls 
to facilitate shipments of food and coal abroad. | 








Tight Curbs On Foreign Relicf The $350 million program 
for foreign relief was approved in modified form by the House 
Forcign Affairs Committee March 19, and sent to the House. 
Committee action restricted the assistance to food, medical 
supplies, processed and unprocessed materials for clothing, 
fuel, fertilizer, pesticides and seed. While no countrics 
wer3 named in the resolution, the committee report will 
bring out that the liberated countries which appear to need 
relief are Greece, Italy, Poland, Hungary, Austria and China. 
The furids appropriated may be used to pay necessary expenses 
of procurement, storage, trensportation and shipment. The 
resolution provides thet no relief shall be supplied to any 
country unless its government gives assurance that: 1) sup- 
plies made evaileble through the US, as well as similar sup- 
plies produced locelly or imported from outside, will be 
distributed without discrimination 2s to race, creed, or 
political belicf; 2) representatives of the US Government 
and of the US press and radio will be allowed to observe 





freely 
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freely and report fully on the distribution and utilization 
of the supplies; 3) full and continuous publicity will be 
given as to the curpose, source, cheracter, scope, amounts 
and progress of the US relief program; 4) if food, medical 
Suppiies, fertilizer, or seed is made available uncer the 
program, no articles of the same character will be exported 
or removed from the recipient country while a need for relicf 
continues; 5) the recipient country must take, insofar as 
possible, the economic measures necessary to reduce its re- 
licf needs and provide for its future r«construction; 6) the 
recipicnt country will furnish promptly information on the 
procuction, use, distribution, importation and exportation 
of ecny supplics which affect the relief needs of the coun- 
try; and 7) representatives of the US will supervise the 
distribution of the supplics made available by us. 


Violation of anv phases of the agreement would leave a 
country subject to immediete cancellation of further help. 
The President could stop ths program and so could Congress, 
eccording to the resolution , 


for a €4CO million program of aid to Greece and Turkcy. The 
committee fight over the relicf program focused upon the 

fact that Polene enc Hungary ere under Soviet domination, 

and yet -re considered for relicf; 2nd the fact that the pro- 
vision that relief should be distributed among the people of 

e country “ithout discrimination as to rece, creed or political 
belicf vould mean furnishing food to tne communists in 
northern Greece and in China. 


nr 
oe 


E<tcnsion Of Some Controls &sked Congress has been 





asked to extend controls over food allocntion and box car 
priorities under the Second War Powers Act, which is scheculed 
to expire Mereh 31. Administretion testimony has been to the 


effect that the US cannot assure grins and fats and oils, 
ete., for overseas shipments, nor box cars to get grain and 
coal to port without the extension of tne Act with regard to 
these items. Also in question is US participation in the 
Intcrnational Emergency Food Council. C. Tyler Wood, Deputy 
to the Assistant Secret*ry for State for Economic Affairs, 
testifying before the House Subcommittee, pointed out tnat 
we are anxious to get back to a free trade system under the 
ITO .nd reciprocel agreements as soon as possible, but thet 
at oresent western Europe is living largely on American coal 
enc whect end that these ccuntries ere unable to compete for 
food and fuel financielly t~less the requcsted controls are 


retained 
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retained. For fertilizer he made a special plea, asserting 
that every ton sent to Europe now would eliminate the neces- 
sity for sending 10 or 12 tons of food later. 


The President has requested Congress to extend govern- 
ment controls over exports for a year beyond the present 
expiration date of June 30. Pointing out that the list of _ 
items subject to export control had been reduced from a war-. 
time peak of more than 3,000 to about 500, the President 
promised to remove controls as rapidly as the supply situa- 
tion permits and said, while the situation was essentially 
temporary in character, it would remain acute for some time. 


The President pointed out that. uncontrolled exports of 
food products would increase the cost of living of the 
American people and that unlimited export of feeds, seeds 
and fertilizers would make achievement of our food produc- 
tion goals difficult. Then he pointed to the world-wide 
responsibilities of the US. "During a period of world 
shortages, the distribution of this country's exports has 
serious international signi®icance. If we retain the abil- 
ity te channel commercial e: ports of critically scarce 
materials, we can permit export of these products to coun- 
tries whose need is greatest while still protecting the US 
from excessive export crains. Our international responsibil- 
ities cannot be fulfilled without this machinery." He also 
pointed to the loans and other monetary aid we have furnished 
other countries. "These loans will accomplish their purpose 
only if the recipient nations are to obtain critically 
needed supplies from this country. Exvort control is an im- 
portant instrument in carrying out the purpose of these loan 
progrems," 


Effective April 1 until the new wheat crop becomes 
available only emergency allocations of flour will be made 
to countries now under general license. The Department has 
notified the interested missions that this action is neces- 
sary in view of the critical world food situation. 


~s-- 


$2 Billion In Food Exported In 1946 More than $2 bil- 
lion worth of food was exported from the US in 1946, the 
Department of Commerce reported this week. The dollar value 
was 29.5 percent more than 1945. Cash was paid for 62.5 per- 
cent while UNRRA and lend-lease made up the rest. Meat 
shipments rose from one billion pounds in 1945 to 1,300,000,000 
last year. Wheat shipments alone were up from 128 million to 
187 million bushels, and all grain exports up 77.6 percent in 
value to a total of over $788 million. 
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International Wheat Conference In Session Reprcsenta- 
tives from about 40 countries, inclucing Argentina but not 
the USSR, attended the opening plenary session of the Inter- 
national wheat Conference in London on March 18. The US, UK 
anc Canadian delegates indicsted general approval of multi- 
lateral cooperation for a proposed wheat agreement, but ex- 
pressec Givergent views regarding the length of the agreement, 
price ranges, and other matters. 





Ricc Froblem Probed By IFC The Committee on Rice of 
the International Emergency Fooc Council has asked the govern- 
ments of all areas where rice is produced to report at once 
on concitions limiting greater rice production and mobiliza- 
tion of commercial stocks. The shortage of rice is not only 
a crucial factor in the Far East but is also of great impor- 
tance to the entire world food situation since the shortage 
has meant that abnormally large supplies of cereals, which 
could be available to other parts of the world, have had to 
go to the Far Hast to make up nart of the rice deficit. For 
the cvrrent crop year import supplies of rice available in 
the world and allocated by IEFC amount to 2,800,000 metric 
tons. This amount, IEFC points out, has to supply nations 
which in pre-war times imported over 7,700,000 metric tons 
and whicn now have larger vopulations to feed than they did 
before the war. 








The US has been invited to attend a Rice Study Group 
under the auspices of the Food-and agriculture Organization. 
to be held in India during May. The proposal is for a purely 
Asiatic stucy group, and our participation is requested only 
in behalf of Japan and Korea. Other governments invited are 
the UK (for British colonial areas in the Far Zast), the 
Nethcriands, France, India, China, the Philippines, and Siam. 


Yugos Slavia's Request For Grain Refused Yugoslav offi- 
Ciais in Be Nereis recently approacnca our Embassy requesting 
an immediate allocation of grain from tne US to be procured 
by INARA, to meet a food crisis in some areas of that country. 
we have refused the request for the present on the basis of 
the present supply situation, whicn is exceedingly short and 
prohibits any aliocations to Yugoslavia before May or June. 
March end April shipping commitments already exceed the 
amount which the US can move for export in those tv’o months. 
Whether a small allocation from US sources could be made in 
May or June would depend on a confirmed showing by the 
Yugoslav Government of the serious need in relation to other 
critically ceficient countries and a determination in the 
interim to cistribute domestic supplies to deficit Yugoslav 
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areas without discrirination. Our press release on the sub- 
ject and our reply to the request nointcd to Yugoslav mis- 
management of available supplies, exportation of grain to 
other countries, and the apparent ability of the Yugoslav 
Government to finance food imports which might be needed 
prior to next harvest. 














The Yugoslav Amodassedor in Washington recently asked 
information as to the amount of relicf Yugoslavia might be 
erented if Congress epproves the £350 million foreign relief 
epproprietion. We have informed him that, while we desire 
to assist in relieving suffcring in devastated countries, we 
can grant free relief only to those countries having the 
greetest need and, after careful consideretion, Yugoslavia 
was not included in that category. We pointed out that 
Yugoslavia had already received $375 million of supplies 
through UNRRA, 2pproximetely three-fourths of which came from 
US contributions. Over $135 million of UNRRA's contribution 
consisted of food. In addition, the armistice and peace 
treaties with Bulgaria and Hungary provide for current 
reparation including egricultursl products to Yugoslavia 
which assist in meeting the need for relief supplies. 




















Favorable Distribution Of Relief Grein In Rumania 
Mission Bucharest reports the distribution of the US relief 
grain to Rumania (sce page 2, Februery 24, 1947 issue of 
Currcnt Economic Developments) was finished within 12 days 
after its errival. The thoroughness of US observation and 
the cooperation of interested persons sect a local record for 
this type of transaction. Inasmuch 2s the distribution was 
made under ideal circumstances in 2 limited aree, the Mission 
requested guidance as to the cistribution of subsequent 
shipments of purchased grain which ill extend over the 
entire country and will be sccomplished largely after the 
withdrawel of the US representation on ACC. Reports from 
Bucherest indicete that the renk end file of the Ruranian 
people received our ection in sending relief supplies with 
genuine gratitude. So far the Government press has not 
carri-d any expression of thanks 2ithough such a ststement 
was given the Mission. The Communist Centrel Committee re- 
portedly blocked sttempts in Parliament to pass a vote of 
thenks to the US. 








France Asks Additions] Wheet Allocztion The French 
Minister of Agriculture informed Caffery last week that un- 
less the ISFC allocation of 553,000 tons of bread grains, 
inclucing 191,000 tons for North Africa, for the first half 
of 1947 con be supplemented with 200,COO additional tons, 
the bread ration would heve to be reduced to 250 grams. 
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s reduction in the bread retion woule resuit in riscs in food 
prices gencreily, disruoting the price stabilizstion cfforts 
of the government. The latter pert of February I@FC ello- 
cated 200,000 tons of sced wheat for France to be used in 
replienting winter killsd whcat without reducing stocks of 
sheet for French consumption. Officiel sources heve con- 
firmcd press reports that the Netherlands will loan France 
4,000 tons of wheat for seed purposes vith replacement to be 
me ~de from IEFC sources. 


Notcs On Food Situstion In Other Countries an 2gree- 
ment “as resched in London 12st ~eek under which the Nether- 
Ienes ill send “hetever quentities of cheese, condenscd 
milk, eges and becon it can sorre to Britain. British 
fermcrs cstimeted that flood demeage of the pest veck alrcsdy 
head cost them $48 million in crowned e2ttle end sheep. It 
“ill be two weeks before damages e2n be eceleculeted on erow- 
ing crops. ... Bulgarien officials estimete the bread 
grein supply probably will be sufficicnt to last until the 
new harvest, if rations ere rcduced, Bulgaria's recent re- 
suest for a corn sllocstion is probably intended mostly for 
feed, sincc the fced ane foregs situstion is reported 
serious. ... Embassy Wersay has been reliably informed 
that there would not be stervetion in Poland but it is possi- 
ble that there may devclop loc#l shorteges of feed. The 
government hes ordered farmers to expedite threshing anc co- 
operetives and millers to purchsse quotas of grein. The 
Soviets sre reported elresdy to be purchtsing grein in the 
Lublin esrea. .. . Food prices heve risen sherply in Spein. 
Micet and fish are sesrce pertly owing to seasonel condaitions 
anc partly to the bed weather which has affected trensporte2- 
tion. Spain's food prospects for the remainder of the yeer 
ore not unfavorzble although heavy rains have ctused damege. 
‘ . The Czech Government is requesting I@FC for an alloca- 
tion of 150,000 tons of breed grains to mest its minimum 
requirements. - « « The Swiss state they heve been entirely 
dependent on US grein for the last five months, there having 
becn no 2rrivals from Canad and Argentina. Becsuse of the 
critical bresd grain position, two Swiss officiels are re- 
ported coming to the US and Canads to obtein sufficicnt im- 
ports. 
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SOUTH LPRICAN LEND-LEASE The lend-lease settlement agree- 
SETTLEMENT CONCLUDED ment with South Africa, which was 





concluced on March 21 by an ex- 
change of notes, provides for the immediate payment by South 
Africa of $50 million and an additional payment of $50 mil- 
lion within six months. This agreement has been under nego- 
tiation since July 1946 and constitutes settlement of all 
South African obligations uncer lend-lease. 


= = Saad 


USSR_ COUNCIL OF MINISTERS Moscow papers recently carried 
ACCEPTS 1947 ECONOMIC PIAN the text of the economic plan 

for 1947 with emphasis on in- 
creasing production of coal and oil, agricultural machinery 
and electric. equipment, anc an acceleration in development 
of consumer goods industries. 























The plan was prepared by the State Planning Commission 
usually known as Gosplan anc has been accepted oy the USSR 
Council of Ministers. It was made pursuant to 2 decree of 
the Council of Ministers last August which introduced changes 
in the methods of state economic planning in the Soviet Union 
anc a reorganization of Gosplan. That decree provided for 
the Gosplan, ministries and administrations to present for 
review and confirmation by the Council the annual economic 
plan and budget and also annual balances and plans for dis- 
tribution of material funds anc supplies from subcontractors 
giving, along with the annual plan, a quarterly breakdown o! 
basic indices of the annual plan. This allows concentration 
on the verification of fulfillment of the plan anc is aimed 
at avoiding disproportions in the national economy and an 
improvement in the quality of the plan. It allowed material 
funds allotted to the ministries and administrations for 
each quarter to remain active during the whole year so that 
non-fulfillment cf supplies in one quarter could be made up 
in the following quarter. This is in contrast to a previous 
ruling that funds for quarters were active only during one 
quarter and deficits were annulled at the end of each quarter. 
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c of inéustricl production in the se areas 28 percent 
45, tot2:1 industricl production in the devaststcd 

as not yet attzined 50 percent of the prevar level. 


The slov grovth of the co2l industry wes cited 2s hold- 
ing up dev« lopmcnts of the entire economy and reconstruction 
of procuction of consumers goods is seriously behind schecule 
2s compared with reconst ruction of production of cepit-l 


goods. Failure to 1fill the 1946 housing construction 
plen wes also hele ap “s a deterrent to incustrial ~_ ith. 
The electrical and egriculturel mechinery incustrics were 
stztec to be seriously nchinc plen and holding up cevclop- 
ment of other brenche >s of th 


1¢ economy. Production of reils 
enc wheels for reilvey trensvort, pipes for oil incustry «nd 
shect stcel for the sutomot‘l: inéustry ere behind schccule 
ena ere holaing up the ccveloprent on those lines. Procuc- 
tion of construction mstcrisls snc timber were listed -s for 


from setisfying nceds. It was 2lso pointed out thet the 

Ministry of Agricultur-el Mechinery feilcé to fulfill its 
rocuction plen enc the Min detee of Livestock performed un- 
setisfec y work in restoring end developing livestock. In 
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e ettention of 211 
oms of fulfillment and 


2) 
ct 
os 


The Council of Ministers 
institutions to the fect that 
overfulfillment of the five-ye: 
ment in the leedership of aheoeel 
tion anc stetec it was Seeceere7 
approving lowered pl ° 


‘9 
oO 
}— 


cee 'SS O&O’ 


30 
“J 


cemend recical enpreves 


© nn ba k-S C) 
yp ¢ 


"end the ‘yraetiee of 


Torgets For 1947 Growth in production for 1947 over 
1946 was exprcssec in percentages for 211 importent brenches 
of incustry with specific meesures to do teken for scececlera- 
tion of tempos of growth for incivicuel broneches. Generel 
targets ares 2 grest growth in the fuel incustry, eam of 
oil ane coel; incressed output of agricultural machinery : 
electric equ i pment; eccelersticn of cevelopment of consumers 
goods incustry, inercesing output of light and textile incus- 
trics by 27 percent over 1946; mechani ze tion of lsbors; 2ssur- 
ence of a trece turnover in stcte enc cooperative trade of 
325 billion rubles in current priecs; 2accelcretion of produc- 
tive capecitics through reconstruction end new construction; 
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doubling housing construction over 1946; increasing the 
strength of the ruble by increasing state revenues over 
expenditures, by lower cost of production and by strict 
regime of economy: and further mastery of contemporary tech- 
nicues and supply of armed forces with the most modern mili- 
tary technical equipment. 


In former occupied areas the capital investment in 1947 
as compared to 1946 will increase 17 percent, production of 
industry 37 percent, pig iron 58 percent, steel 48 percent, 
rolled metal 64 percent, coal 20 percent and electric power 
49 percent. 


The number of workers and employees in 1947 is planned 
at 31.6 million. Wage fund is planned at 250 billion rubles 
and productivity of labor is to rise 13 percent in industry 
and 11 percent in construction. Strict economy measures are 
to be taken to reduce administrative staffs. Labor norms 
are to be raised 20 to 25 percent in machinery enterprises, 
repair factories, auxiliary enterprises and shops and in 
republican and local industry. It is estimated that 1.9 mil- 
lion new workers will be taken into vocational education. 
Lieanwhile cost of industrial production is to be lowered 1.4 
percent against 1946 and cost of construction lowered 5 per- 
cent. 


* * x 


NORWEGIAN STORTING SIGNS After a delay of 20 months the 
EXL. BANK CREDIT aGREEMENT loan agreement between the Exim- 
bank and Norway for a $50 million 
line of credit to finance purchases in the US was signed. 
Although this credit was authorized in July 1945, the Storting 
delayed acceptance on account of the provision in US Public 
Resolution No. 17 regarcing exclusive carriage of US pur- 
chases financed by government locns in vessels of US registry. 








A waiver of the exclusive carriage provision may be ob- 
tained if the Maritime Commission certifies to the Eximbank 
that US vessels are not available in sufficient numbers, in 
sufficient tonnage capacity, on necessary sailing schedules, 
or at reasonable rates. Although the situation may change 
before the credit is exhausted, at the present time Norwegian 
shipping is reported fully occunied and the shipping clause, 
therefore, occasions no loss to their shipping interests. 
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UK +CCEPTS COUNTERPROFOSALS The British have informed the 
ON Land L* TTERS AGREEMENT Department orally thet they are 








accepting in toto our counter- 
proposzls for the terrinetion of the Lend Leathers Agreement. 
(See page 11, March 17, 1947 issue of Current Economic 
Developments.) They will give redelivery schedules shortly 
for vessels covered by the agreement which ere to be returned 
by June 30. The British heave applications in for the pur- 
chase of 106 Libcrtics, heve indicsted their intention to 
purchese 30 Beltic Cozsters and 1 Hickory, end ere ernected 
to submit applicctions for the purchase of edditionrl 
Fickorics. They have regucsted immediste action on these 
epplications. 
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GARRISON NORTON NavED The Senate hes confirmed the appoint- 
ASSISTANT SECHETARY ment of Gerrison Norton as Assistant 
Sceretery of State, responsible for 
internetionsl1 policy in the ficlds of evistion, shipping, 
telecormunications and inland trensport. 
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US AND UK COAL In response to the Department's inquiry 
OUTIOOK REVIEWED regarding the British request for US coal 

during the third quarter of this year, the 
Secretary has recommended that t' > Department state it is 
reluctant to allocete coal to Br: ain as British availabil- 
ities from their own production a = considerably closer to 
normal than the quantities available to continental countries. 
(See page 1, March 24, 1947 issue of Current Economic 
Developments. ) In view of the fact that at present any allo- 
cation to the British could be made only by a reduction in 
our allocation to the continent, he feels that allocation of 
US coal to Britain, unless wholeheartedly supported by ECO 
importing countries, would lead to | aiouncers tending and bit- 
terness, 











US Production And Export Possibilities After a full 
examination of the possibility of exporting 3.1 million tons 
to Europe per month, the Department has recommended that the 
position be taken thet the British should withhold their re- 
quest for an ellocetion, at least until ECO considers third 
guerter allocations, and then make a request only if favor- 
able solution of uncertainties appears likely; and that the 
French be told that,although we cannot guarantee a specific 
figure, if export prospects for the third quarter reach 3.1 
million tons per month we will support in ECO one million 
tons to France plus French North African requirements. We 
have pointed out: 1) that if the above export program is 
met a shipment af 250,000 tons to the UK would be possible; 
2) that any firm commitme nt to France or the UK from the US 
or Germany would jeoparcize not only ECO but the proposed 
Economic Commission for Europe; and 3) that if British miners 
worked three extra Geys during 1°47. they should produce the 
two million tons of contemplated “mports from the US, saving 
the UK $16 million for coal costs and a probable $24 million 
for shipping costs. 





The Solid Fuels Administration believes sufficient coal 
will be available at the mines to meet ean export program of 
3.1 million tons of coal per month although some will be of 
relatively poor quality. The availability is subject to 
possibtlity of a strike after July 1, which would immediately 
severely curtcil, if not stop, all exports. At present we 
estimate thet internel transport.and loading facilities will 
be sufficient to allow this level of exports.. However, ade- 
quate shipping to carry the program requires legislation plus 
a reversal of the present Maritime Commission policy to 
liquidate its pest operetions in anticipation of the expira- 
tion of certain of its powers on June 30 and December 31, 1947. 
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The Department is discussing the problem with the Meritime 
Commission and will press for th. necessery legislstion. If 
Congressional cpposition to such iegisletion develops it is 
very coubtful that an export progrem of 3.1 million tons per 
month can be cerried out. 


Embassy Iondon Revicvs British Coal Situation After 
revicving the British coal situation, Ambassador Douglas 
states his complete concurrence with the Secretery's posi- 
tion that coal shipments to the UK should only be made if 
wholcheartcdly supported by ECO importing countries. He hes 
submitted for the information of the Department and the 
Secerctary his present estimate of the wey in which the 
British Government is attempting to meet the coal crisis, 
emphasizing thet there are many social and politic2l cross- 
currents which may account for what appeers to be an inade- 
quetely vigorous cpproech. 





Douglas reports that: 1) few steps have been taken to 
date toward an orderly shutting down of marginal mines; 2) 
only leckacaisical efforts appear to have been made towards 
provicing even temporery housing facilities in the more pro- 
ductive coal fields; 3) the wage structure has not been 
eltered so as to relate miners' compensstion to productivity; 
4) the system of taxation is such thet any increased earn- 
ings of the miners resulting from increased individual pro- 
Guction leaves but a small residue in the hands of the miners; 
5) no action hes been undert2ken to increase consumer goods 
in the more productive areas for the miners anc their 
femilies; 6) the treditional practice of requiring lump coal 
of substantial size among many l2rge consumers instead of 
burning the run of the mine product,es is the custom of the 
US, is dceply rooted anc no efforts have beon made to change 
it; 7) there is great resistance to the use of oil in several 
large electrical generating pover stations hich could be 
converted by minor chenges end which might conserve as much 
as three to five million tons of coal annually; 8) in view 
of the high rate of ebsentesism the sdoption of the five-day 
week may not have as adverse an effer* on coal production as 


might be expected; and %) mechanics ‘ipment that is avail- 
able is not being instelled as rapi s it might be. Ac- 
cording to the Ambassador the follo... . steps seem necessary 


to reduce the present high rate of absenteeism: to induce 
the miners to move from the least productive mines, when they 
shut down, to the more efficient mines and fields; to provide 
incentives for increased individual procuctivity end to 
hasten recruitment of additionel men which is now proceeding 
at a moderate rate, 


Prescnt 
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Present UK Conservation Measures’ According to present 
estimates, UK comestic procuction during May 1 to October 31 
will be 92 million tons plus 10 million to rebuild stocks. 
Attlee has stated that the estimated gap will be filled by 
the following measures: 1) a coal oil conversion program; 
2) a 10 percent reduction in railway passenger services; 3) 
further reduction in coal exports; 4) importation of coal if 
this is possible "without unfairness to our friends in Europe;" 
and 5) a 2.5 million ton reduction for domestic and non- 
industrial consumers by restricting the. use of gas and elec- 
tricity. 





CEINA FAVORS SMAIL US The economic situation in China. 
PUBLIC AND PRIVATE CREDITS appears to have been steadied 

somewhat following the. introduc- 
tion of emergency controls (see tage 7, February 24, 1947 
issue of Current Economic Develor~ents), although the basic 
economic and political instability resulting from civil war 
continues. Controls and penalties in force have succeeded 
thus far in reducing commodity speculstion, especially ,in 
the most desirable items to hold for profit or as a hedge 
against inflation. The absence of satisfactory outlets for 
investment funds has begun to make itself evident in the re- 
accumulation of idle money in Shanghai. 














Rumors having been current for some time, the actual 
announcement of the resignation of T. V. Soong on February 28 
as Premier did not cause any great flurry. Banking, import- 
ing and exporting circles, however, were reported disturbed 
because Soong understood their problems. 


New Governor Of Central Bank Of China During the first 
week in Merch Chang Chia Ngau was appointed to replace Pei 
as Governor of the Central Bank of China. Chang and his 
principal assistants have been surprisingly outspoken on 
both political and economic matters in discussing China's 
problems with American bankers in Shanghai. The Chinese 
have predicted sweeping governmental changes with marked 
liberalization soon after March 15, but would not name the 
individual changes. Chang has intimated that the shortage 
of foreign exchange was the reason for establishing the new 
import regulations and that the method of enforcement of 
these regulations will be relaxed only after additional for- 
eign exchange is available. 
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China's New Approach On Credits Present indications 

are that Chinese officials are no longer trying to obtain a 
large US loan of, sav, $500 million, but are now concentrat- 
ing their erforts on securing several small loans either from 
the Eximbank or from private US banks, to be loaned directly 
to the Chinese Government or, in some instances, to finance 
corivete snd municinal enterprises. As further evidence of 
this trenc, Governor Chang tcld t!t.e US Treasury Attaché that 
he was not in favor of China's approaching the US for a $500 
million Eximbank loen, but favored small Eximbank loans, 
possibly totalling atout $40 million, for the rehabilitation 
of railroads and for equipment needed by the National Re- 
sources Commission. His views were reinforced by Li Ming, 
rumored as the nev active heac of import control in China, 
ine talk with Consulate General Shanghai. Li Ming affirmed 
unanimity among 311 concerned, with economic policy formula- 
tion in the new government on the need for full-scale opera- 
tion of the textile incustry and the eventual sale of former 
Japearese textile plants to the nublic. Ee believed that 
Chang “ould shortly be aprrozching the US for at least a 
mocerate cotton loan, probably egreeing to service the loan 
partially through the increase of textile exports. In addi- 
tion, Li Ming referrec to a proposed Hximbanx loan to the new 
Shanghsi genereting .company, saving it would be an important 
test case as to US interest in assisting privete enterprise 
in China and in determining the criteria of future loans or 
financial assistance. 





&s another incication of China's ne aporoach on loans, 
late last week the National City Bank of New York received 
information from its Shanghai Branch that the Central Bank 
of China wanted to errange the financing of $40 million for 
tne purchase of cotton to be shirped prior to July 1, payment 
to be made in accumuletive month’y instellments not to exceed 
a total of $4 million per month. Officials of the Shanghai 
Branch believe that any proposition which would avoid deplet- 
ing Chinese foreign balances by more than the amount indicated 
would be welcomed and that the Central Bank would be willing 
to deposit a total of $40 million with New York banks to 
cover the payments to cotton exporters anc would guarantee, 
if necessary, that exchange vould be made available in 
Shanghai as installments fall cue. Embassy Nenking under- 
stands that the above proposel is prompted by pressure placed 
upon the Centr+l Bank by Nanking political authoritics who 
wish to hold withdraval of foreign exchange balances to a 
minimum for psychological reasons. 


« * ™ 
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PROTECTION OF US PATENT RIGHTS IN We have submitted to the 
FOREIGN JURISDICTIONS RECOMENDED President recommendations 

of the Executive Commit- 
tee on Economic Foreign Policy (ECEFP) for a program for the 
acquisition and disposal of foreign patent rights on inven- 
tiqns resulting from government-financed research, and a 
draft Executive Order for putting the proposed program into 
effect. 








The recommended program has two primary objectives: 1) 
to ensure that access by US nationals to foreign markets for 
products based on US government-financed inventions cannot be 
blocked by privately-owned and "pirated" patents in foreign 
countries; 2) to prevent the present trend toward increased 
ownership of US patents by foreign governments from leading 
to control of important segments of US production and trade 
by these governments. 


This program, which is designed to function within the 
framework of existing legislation and could be put into opera- 
tion upon issuance of an appropriate Executive Order, does 
not involve inventions under the jurisdiction of the US Atomic 
Energy Commission except at the sole discretion of the Com- 
mission. The program provides that, whenever practicable, 
the government shall acquire cyntions to file foreign patent 
applications on inventions produced in the course of govern- 
ment-financed research. The Department of Commerce is to 
take all necessary action to secure, maintain and administer 
patent rights on such inventions 2s it determines to be com- 
mercially or medically important in such countries as it 
iikewise determines to be potentially important producers or 
consumers of products based on the invention. The foreign 
patents thus obtained will be made available only to US 
nationals by non-exclusive, royaity-free licenses, except 
under the following conditions: 1) access to these foreign 
patents will be offered to foreign naticnals by the terms of 
a multilateral, open-end accord among governments to provide 
that the patents owned by any signatory government in juris- 
dictions other than its own shall be licensed on.a reciprocal 
basis: to the nationals of all other signatory governments; 2) 
if such an accord is not reached, access to these patents 
will be offered by the terms cf bilateral agreements; 3) pat- 
ents important to public heaith will be made available through 
licenses designed to maintain adequate medical standards and 
such patents may be licensed to foreign nationals as well as 
US nationals, irrespective of the absence of a pertinent 
intergovernmental agreement on patent rights. 


For 
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For reasons of urgency, this program does not deal with 
the supplementery problem of reciprocal access to patents 
owned by governments in their own jurisdictions, since this 
Question recsuires further stucy. 


In accition to the reguiar ECEFP membership of State, 
Treasury, Agriculture, Commerce, Labor and the Tariff Commis- 
Sion, tne Departments of war, Nai -, Justice, Interior and 
the Office of Scientific Researc:. and Development participated 
in formul2ting the recommendations. 





SWEDES REPLY TO US PROTSST On March 29 the Swedish Govern- 
ON IMPORT _RESTRICTZ ONS rent replied to our protest to 
che recently announced import 
restrictions as 2 violation of the US-Swecisn trede agreement. 
(See page 6, March 17, 1947 issues of Current Economic Develop- 
ments.) Sy eden has suggested tnat it send a delegation to 
the US to Giscuss the questions of principies involved and 
that ensuing cGiscussions regarding the applicetion of the 
princinles agreed upon take piece in Stockholm. On the 
besis of the note ane foilowiug ciscussions with Svedish 
officials, Legation Stocluolm is convinced that the Swedes 
Gesire de f2cto suspension cf the present reciprocal agree- 
ment and negotiation of a new os which will assure 
them of essential imports from the while permitting them 
to restrict other US imports in favor of bilateral commit- 
ments. 











Our March 24 protest to the import restrictions as a 
violation of the reciprocal trade agreement between Sweden 
end the US was based on the failure of the Swedish Govern- 
ment to give the US the required 30 Cays' advance notice of 
its intention to impose import re.trictions which would af- 
fect the amportation into Sweden of commodities listed in 
the egreement. We protested also the discriminatory implica- 
tions of Sweden's announced progrem to permit tne import of 
certain comrodities into Sweljen in fulfiliment of its bi- 
laterel trade agreement commitments, while restricting the 
importation of the same or similar commodities from the US. 
Wie pointed out that under provisions of the trade agreement, 
the US exnected to be granted a share of imports equivalent 
to the proportion of trade which it would normally enjoy and 
to be granted at least as fevorable treatment as that granted 
third countries. 
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In the reply, Sweden stated. thet it was aware that the 
trace egreement provided for edvance notice of the intention 
to impose quantitative restrictions and that it had informed 
Legation Stockholm before the import control was announced 
that Sweden wes prepared to enter into negotiations in ac- 
corcance with that provision before the principles governing 
the control of imports are defini-ely settled. Although the 
Legation notified us of the conve. sation, verbal notification 
does not fulfill terms of the agreement, which provides for 
30 days‘ advance netice in writing. , 


The Swedish Government also stated that our hypothesis 
that Sweden intencs to permit the import of certain com- 
modities into Sweden in fulfillment of its bilateral trade 
agreements while prohibiting or severely restricting the im- 
portation of the seme or similar commodities from the US is 
unfounded. The Legation was assured that import licenses 
would be issued for imports from the US on the basis of an 
equal ratio, to be discussed witn the parties concerned, tnat 
import licenses were not to be issued on the basis of the 
avaiiability of certain currencies. and that all details of 
commodities in bilateral agreements will be furnished the 
Legation, if necessery, for corsultation on alleged dis- 
criminations. Sweden confirms its oral commitment to apply 
the above principlcs unless it is otherwise agreed between 
the US and Swedish Governments, 


Reaction To US Protest Following publication of the US 
note of protest, and before the Swedes made official reply, 
the Foreign Office issucd a statement pointing out that US 
oificials had been consulted before the import restrictions 
announcement was issued end were informed that the growing 
shortage of foreign currencies necessitated: the reduction of 
imports of dispensable goods. The statement concluded that 
the US note "in essential respects: was based on a misunder- 
stancing of the Svedish Government's views and intcntions, 
especially regarding application of the Swedish-American 
trede agreement of 1935." The statement indicated that the 
restrictions might be modified. 





The only Svedish editorial comment thus far states that 
the US protest was much sharper in tone than expected and 
that the Swedes would be unwise now to neglect or minimize 
US reection to the government's trade policy. It emphasizes 
that only application of the import restrictions will deter- 
mine whether Sweden has really violated the existing trade 
agreement. 


Swedish 
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ovedish Reecticon To Controls The initial announcement 

of ths restriction of imports came es 2 gre-t shock to the 
Swedes, They have directed bitte» criticism against offi- 
cials who ere held responsible for the present economic 
Situstion. Government mc2sures which created the neccssity 
for the import restrictions, such as the large credits 
granted the USSR and other foreiren countries, wege policy, 
end the texction program causing the flight of capital from 
Sweden, re bing criticized, rethcr than the restrictions 
themsclves. Unersiness in government circles is evident in 
efforts to placc biome for the present situation on the 
opposition and on big busincss which let large sums of for- 
eign currcncy remain abrosd rether than be pleced at the dis- 
posel of the Riksbrink. The Cormunist press wholzhear ‘edly 

supports the governne nt's meesurcs, except for the rationing 
of coffce “hich ~ss snnounceée at the same time as the restric- 
tions. 





Swiss Also Protest The Sviss Leg2tion in Stockholm hes 
also vrotcstca Swedish import restrictions, mentioning that 
uncer provisions of the HMearch 1946 protocol cither party is 
to be notified before any prohibitions ere introduced and 
uncer 2 supplementary protocol Sweden authorized imports of 
spr:eifica Sviss commoditics. Fending conclusion of a new 
agreement, which Switzcrlend hes essentcad to, Switzerland 
expects thet its sercemcnt "ill be fully respected by Sweden. 








Sovicts Demane 8 wedish Payments In US Dollsrs According 
to the New York Times, the Sovicts heve demended payment in 
US doll-rs for dc -liverics to Svceden, Gespite the fect thet 
the Cwecish-Sovict trede pect signed lest fall stipuleted 
poyront in Ewedish crowns. The Swedish Minister of Trade 
stcted thet Svedish suthoritics voulc immedistely open nego- 
ti-tions ith the Soviets to clerify "this anc meny other 
misur.derstcndings anc difficulti-c." 








ARGENTINA aD BOLIVIA The revised text of the proposed 








ST ch COMMERCIAL TREATY commerciel tresty betveon Argentina 
and Bolivic, 2s egreed upon by the 
commissions of the to countries, was eigned on March 24. 





(See page 6, Merch 10, 1947 issue of Current Economic Devclop- 
ments.) The Boliviens appesr to be convinced that the treaty 
holds the best promise for their country's future. 


Apparcntly 
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Apperently the objections of the Brazilian Government 
to provisions in the draft tresty heve been met. Brazil 
strongly protcsted the devclopment, under » commissionvwhich would 
include Argentine representttives, of the Beni ares for rub- 
ber anc the Mutun area for iron ore end the entry of any new 
influences into the Amazon ares. To offset the Argentine 
proposels, Brezil offered financial 2id, including capitel 
for the Cochabsembe-Senta Cruz railway. The Brazilien 
Ambassedor hes been informed by Bolivian offici2ls that 
Brazilitn views regarding the Amazon basin would be respected, 
thet cleuses refcrring to rubber in Beni and iron at Mutun 
hed becn eliminated from the dreft and thet the Cochabamba-— 
Senta Cruz reilwey hed been pleced last in the priority list 
of railwey lines to benefit from Argentine funds. 


Other changes incluce: 1) revision of the provisions 
on organization of the mixed Bolivinn-argentine corporation 
for economic development; 2) reduction of the duration of 
the revolving fund from five to three years; 3) provision 
for increasing the public works loen beyond 100 million pesos 
if necessery; 4) provision for a special future egreement to 
establish = customs regime for the transit of rolling stock 
and highvay vehicles; 5) modificetions relating to the 
prices which Argentina vill pey for tin purchased under the 
quote sgreed upon; and 6) chenges in the protocol covering 
commocities. The agrecment now provides that, during the 
period 1947-51, Argentine “ill supply Bolivia annuelly with 
60,000 tons of wheet, 15,000 tons of "heat flour, 10,000 
tons of rice, 3,000 tons of lerd, 3,000 tons of sugar, 500 
tons of edible oils, 2,000 tons of t2llo~, 800 tons of 
washed wool, 2,000 tons of rev cotton, oats, caustic soda, 
quebrecho erytrect and 54,600 head of livestock. Bolivien 
exports during the seme perioc will be: tin 8,000 tons. 
lead 3,500, rubber 2,000, asbestos 300, cocoa 500, lumber 
300, wolfram 1,200, antimony 1,600, wild eanimel skins, sul- 
phate of quinine, calcium arsenate, sulphur and arsenious 
acid, 


Tin Negotietions Bolivisn officiels heve stressed the 
seriousness of Bolivia's economic end politicsl situetion, 
pointing out that its stebility depends on securing incressed 
prices for tin. RFC's offer to purchese at 76 cents a pound 
ell of Bolivia's 1947 tin procuction, except for that com- 
mitted to the UK by the Bolivian compeny Petino and the 8,000 
tons committed to Argentine, hes been accepted by the Bolivien 
Government. The US share is expected to approximete 12,000 
tons. Bolivian representetives in London have wired Bolivia 
to resume shipnu.ents of tin concentrates to the UK, leaving 
the question of price to be settled later. 
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Dollar =xchenec Supply Criticel Embessy L- Fez reports 

that Bolivie's dollar cxchsange supply is most critical and, 

ending realization of benefits from the recently agree 
upon tin contrect, its doller income is practically nil. 
although negotistions with other New York benks heve failed 
beceuse of disagrecment on interest rates, the Banco Central 
is reported to be currently negotizting a 60-day coller loen 
from the Federal Reserve Bank of New York. 





’ PERU The Peruvian press 

REATY nas announced that 
the Argentine and 

Peruvian commissions have reached agreement on the principal 
points of a commercial treaty, which vill be submitted to the 
governments of both countries for consicer2tion. Embassy 
Lima suggested that, since Peru hes indicated thet it would 
prefer to deal with the US, we should try to meet Peru's re- 
quirements for wheet end other short supply items mentioned 
for inclusion in the proposed agreement with Argentine. ‘Je 
have replied that the US csnnot give the Peruvians a long-term 
commitment for these items but we will try to meet specific 
recuests from time to time. We wish to avoid taking any posi- 
tion which might be misinterpreted as influencing Peru's deci- 
Sion on the egreement vith Argentine, which reportedly hes not 
2s yet been finally determined, 





PRELIMINARY aGREEVENT REACHED BY 
AND »aRGENTINA ON CO! aL T 





According to rcports received by the Embassy, to meet the 
Argentine treety requirements Peru vould commandeer 300,000 tons 
annually of the exportable supply of oil of the International 
Petroleum Compeny, whose stock is more than two-thirds ovmed by 
US netionals. Although Peru is reported to have refused Argen- 
tina's attempt to assume control over the two Peruvian Govern- 
ment corporations recently set up to control all government oil 
end coal resources, the Director of Mines and Fetroleum is 
scheduled to go to Argentine soon, apparently to discuss the 
loan which Argentina is reported to heve offered to the govern- 
ment corperetion for the cevelonment of its petroleum rcserves. 
Argentina's government-ovned petroleum company vould be repre- 
sented on a mixed council to administer the development. 


No prices have been specified for the 100,000 tons of an- 
thracite, 400,000 tons of petroleum, 30,000 tons of sugar, 1,200 
tons of cotton, 30 tons of rotenonc, end 1,000 tons of rubber 
which Peru is to export to Argentine ennually for the next five 
years. In return Argentina is to export ennually 130,000 tons 
of wheet, 4,000 tons of mest, 8,000 tons of fats and oils, 500 
tons of butter, 100 tons of linseed oil, 300 tons of cheese, 

100 tons of milk powder, 74 tons of lambs' wool, 2,500 tons of 


quebrecho and 800 tons of leather. 
~ * - 
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PROGRESS OF UK IN STERLING During the past few weeks a 
BALANCE DISCSSIONS REVIEWED UK Treasury Mission has been 

holding oreliminary discus- 
sions with Egypt, India and Iraq concerning sterling balance 
settlements. At this time officials seem to believe that 
there is a definite possibility of agreement during May, when 
Egypt and India will send missions to London to continue 
negotiations. In reviewing the progress made during the 
recent negotiations, a UK Treasury representative implied 
that the British Go not want to ask for an extension of the 
July 15 deadline in the Anglo-American Financial Agreement 
for making sterling from current transactions freely con- 
vertible. Thus, although unfavorably disposed to unilateral 
blocking of sterling balances, they may resort to it if it 
becomes necessary in orcer to bring Egypt and India into line 
during May discussions. 








incia During the negotiations, Indian officials regis- 
tered oprosition to any idea of scaling down balances. (See 
page 7, March 3, 1947 issue of Current Economic Developments.) 
However, there is a strong possibility that they will ulti- 
mately agree to offsetting a portion of accumulated balances 
against British surplus property, including instaliations, 
and capitalization of pension obligations of the Government 
of India in the UK. The British proposed that India purchase 
UK surplus property for &200 million and transfer its pension 
obligations in the UK to the British Government for 5250 mil- 
lion, and, in addition, offered to release L150 million for 
current payments over the next five years. Although the 
Indians first considered the figure offered for release for 
current payments entirely too small, they seemed to be more 
sympatnetic to the British position at the end of discus- 
sions. On the Indian proposal that sterling balances not 
made available for current payments should be made available 
for purcnases of capital goods in the UK, the British Mission 
took the position that such 4 plan was impossible since it 
was contrary to the US-UK Financial Agreement and, further- 
more, the UX could not at this time devote a larger part of 
its exports for the settlement of old debts than was already 
proposed. One of the principal difficulties in the negotia- 
tions was the reluctance of either Moslems or Hindus to take 
the initiative in reaching agreement. 





Egypt Indicating that less progress was made in Egyptian 
negotiations, UK officials nevertheless believe that the 
Egyptians may agree eventuaily to acauiring British surplus 
property, including installations in Egypt, at relatively 


high 
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high prices. The British offered to meke £50 million avail- 
able to meet current payments over the nert five years. UK 
negotiators refused to consider the Egyptian prorosal that 
the UK turn over Suez Canai shares as part of the sterling 
balance settlement. 


irag Least successful of the ciscussions on sterling 
Dalances were those with Iraq, where the British proposed 
settlement on the basis of cancellation of one-third of Iraa's 
balances of approximately L65 million, with £15 million being 
released over the first five years to be freely convertible 
into any currency. In refusing to consider cancellation of 
any portion of the balances, Iraqi negotiators indicated 
that they were not preparec to consicer settlement immediately 
before parliamentary elections and that they viewed the dis- 
cussions merely as providing an opsortunity to receive 
British proposals. 


Counterclaims Frovosed With major emphasis on the 
necessity of scaling down sterling balances before an eco- 
nomic crisis compels a waiving of claims on the UK, a small 
eroup of Conservatives in Parliament is advocating that the 
UK abancon its “moral argument" approach in sterling balance 
settlements in favor of a technique involving "counterclaims." 
as recently ciscussed in the Financial Times, it is proposed 
in future negotiations that Britain shoulc put for~ard coun- 
terclaims which would be »ased on the principle of equal 
sacrifice ana calculated on the basis of her excessive finan- 
cial contribution to the ver effort as compared to inacequate 
financial burcens borne by her creditors. Developing this 
thesis, the UK would reserve the right to decuct the amount 
of counterclaims from the sterling balences of any countries 
which refused to recognize tK claims. In order to increase 
the incentive to reach agreement on the balances, as well as 
to emphasize that the counterclaims provision would be en- 
forced, balances accumulated during tne war would be blocked 
prior to negotiations. 








PREPARATIONS MADE FOR INTERNATIONAL US proposals for the 
TULSCOMTUNICATIONS COMFSRENCES IN US Radio Conference and 
the Plenipotentiary 
Telecommunications Conference were transmitted in March to 
the Bern Bureau of the ITU for circulation to all governments 
wnich will participate in the conferences, scheduled 

for May, June and July. Proposals of some of the other 
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governments already are being circulated by the Bureau. Our 
proposals for the Yigh Frequency Broadcasting Conference, 
which will convene at the conclusion of the other two meet- 
ings, are under study by an interdepartmental group. The 
underlying objective of all these conferences it to make the 
most effective use of the very limited number of available 
radio frequencies, to provide for an orderly registration of 
those frequencies in order to prevent harmful interference 
among radio stations in the international service, and to 
provide a continuing facility for the solution of problems 
in this field as they arise between regular conferences of 
the ITU. (See page 16, October 21, 1946 issue of Current 
Economic Developments.) 


eS 








Radio “onference Within the revision of the general 
radio regulations of Cairo, 1938, our proposals for the Radio 
Conference cover many basic organizationai and technical 
problems. They describe in detail the highly complex pro- 
cedure for notification and registration of frequencies 
through the Central Freauency Registration Boards; provide 
rules, largely technical, concerning service documents, radio 
propagation, ciassification of emissions, allocation of fre- 
quencies, choice of apparatus, and interference; and provide 
detailed rules for the use of radio in the maritime mobile 
service, especially with respect to safety, emergency and 
distress. 





Plenipotentiary Telecommunications Conference The prin- 
cipai new feature in our proposals for revision of the Madrid 
Convention, 1932, to be considered at the Plenipotentiary 
International Telecommunications Conference, calls for a com- 
plete reorganization of the ITU and provides for the conven- 
ing of interim administrative conferences to consider emer-- 
gency problems which cannot await regularly scheduled 
plenipotentiary and administrative conferences. 





ECOSOC Recognizes Holding Conferences In US On January 29 
we requested the Bern Bureau to notify the countries which 
had been invited to attend the conferences that all three 
conferences would be held in Atlantic City. The Britisn, in 
a note of January 28, suggested that the Radio Conference be 
held in the US in May and the Plenipotentiary Telecommunica- 
tions Conference be held in Geneva in September. In reply we 
indicated that the telecommunications convention and the radio 
regulations are so inextricably related it is essential to 
consider their revision at the same time; that the Moscow Radio 
Conference envisaged the convening of these two conferences 
ac the same place; and that we felt the Union shouid reflect 
the global character of telecommunications by deviating from 








the 
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the general practice since 1865 of holding its conferences 

in Europe. also ve hac gsined the impression from the Swiss 
Minister here that his government was far more interested in 
having the permanent site of ITU in Switzerlanc than or in- 
Sisting that the conferences should take place there. (See 
page 11, December 16, 1°46 issue of Current Economic Develop- 
ments.) 





US action in issuing invitations was endorsed by ECOSOC 
on March 1C. On March 25 invitations were extended to 
Byelorussia and the Ukraine to attend the World Telecommunica- 
tions Conference as observers. The admission of these 
governments to meetings and mombersnip in ITU will be a mat- 
ter for decision by plenary session of members of the con- 
ference. On the same date we rescinded our invitation to 
Spain to attenc the conferences in view of an ECOSOC resolu- 
tion to the effect that Spain should not attend. 

















CONGRESS EX ALITES COLZTERCIAL POLICY; Congressional Hearings 
REACTIONS OF PUBLIC HRARINGS CN ITO There are as yet no 
indications as to 
re commendations which may be made by the Senate Finance Com- 
mittee and the House ways and Means Committee as a result of 
their hearings on the charter of the proposed ITO and on the 
reciprocal trade agreements, which are planned for negotia-: 
tion at the April meeting in Geneve. The VS delegation feels 
that detailed consiceretion of ITO at this time may be valu- 
able in giving the delegetion a picture of Congressional reac- 
tion in aavance of the Geneva negotiations. 





The Senate Finance Committee, which began its study of 
ITO on March 20, has been giving detailed consideration to 
the charter, article by article, and has carefully questioned 
members of the Department on each voint so far discussed. 
Although Chairman Millikin has criticized many provisions of 
the charter, there is no indication of the final position of 
the committec regarding tne trade program. 


The hearings of the House Ways and Means Committee on 
reciprocal trade agreements recessed March 29 after cross- 
examination of vepeesaen? officials. The chairman indicated 
that no legislation is sclenned at this time and tnat there 
is no intention of netdlar up the departure of the delegation 
to Geneva, but that the hearings are "exploratory." The 
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committee plans to hear represer.tatives of agriculture, in- 
dustry, business and labor on the trade agreements program 
after the Easter recess. It appears that opponents of the 
program now concede that any efforts to curtail the Adminis- 
tration's authority to negotiate reciprocal agreements will 
have to wait until next year when Congress is calied upon to 
extend the Trade Agreements Act of 1938. 


Public Hearings On iTO Charter The Executive Committee 
on Economi? “Foreign “Poli Lcy (ECEFP) has been pleased with re- 
sults of tne iniormal public nearings on the proposed charter 
for an 1T0, held in seven US cities February 25 through 
March 12, 1947. (See page 2, March 3, 1947 issue of Current 
Economic ‘Developments. ) Of the 243 organizations and per- 
sons expressing their views on the proposed charter orally 
or in writing, 207 endorsed its princivles and objectives. 
More than 150 witnesses endorsed the charter almost without 
qualification and only 16 took a position in general opposi- 
tion to it. Approximately 20 had little or nothing to say 
by way of approval or disapproval, but expressed concern 
about the possible impact ITO mignt nave on their own indus- 
tries. 








Suggestions of the majority of persons and organizations 
seemed to be made in the spirit of improving the charter. 
These suggestions are now being studied by the ECEFP for 
possible recommendations to the US delegation to Geneva. In 
every city in wnicn hearings were helc, satisfection was ex- 
pressed that the charter had been presented to the public for 
examination and criticism at this relatively early stage of 
its deveiopment., 


Reactions to ITO by the principal national organizations 
of businessmen interested in foreign trade, as indicated in 
a privately conducted survey, show that, although there are 
differences of opinion on tariff, international commodity 
agreements and numerous other probiems, in general they want 
to see reduction of trade barriers, regulation of private 
and intergovernmental cartels, and removal of import and ex- 
port quotas, currency controis and other restrictions on 
world trade. They also want forcign investments protected, 
a code of rules set up for non-discriminatory, multilateral 
trade, state trading organizations kept from crushing private 
enterprise, and a way left open for the Soviets to join the 
ITO if they decide to cooperate. 


Observers 
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f Observers To Geneva The US and UK are suggesting to UN 
countries not included in the nuclear group that they send 
observers to the Gencva Conference to attend charter discus- 
sions, but not tariff negotiations, so that they may be more 
fully informed regarding the nature and objectives of ITO. 





The British Embassy has informed the Department that, 
in view of the political situation and economic importance 
of Argentina to the UK, the British will urge the Argentines 
to send an observer and will try to persuade that country to 
teke an active part in the world trade conference in November. 
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GERMAN FOOD SITUATION TERM®’ GRAVE: Militery Government 
INCREASED IMPORTS URGENTLY i JCOMMANDED and Department offi- 
cials in Germany are 
seriously concerned over the demonstrations arising in the 
Ruhr against food shorteges, and rear that unless conditions 
improve the strikes and demonstrations will tend to become 
more frequent endo will spread to other parts of the US and 
UK zones. Although they do not under-estimate the effect of 
the failure to meet the targets set for indigenous collec--- 
tions, both OMGUS and USPOLAD feel that the largest single 
factor in the deteriorating food supply is the anticipated 
shortfail in imported breed grains. OMGUS has urgently recom- 
menced that arriv2ls for april and early May must be increased 
at once by 200,000 tons of flour equivalent,and pointed out 
thet German officisais estimate that a cut, on the basis of 
present imports, of 500 calories per day will be necessary. 
War end State have obtesined an increese of 120,000 tons of 
flour-equivalent shipments for April and Mey. However, it 
is not yet known how much of this will arsive in April. 








OMGUS reports thet despite all efforts, the distribution 
of bread end cereals is seriously breaking down in the Ruhr 
and in other large cities of both zones. The present situa- 
tion is due to the failure to obt2in collections from German 
farms; the shortfail in imports; the inabiiity to make use of 
all corn imports; and the breskdown in the German organiza- 
tion responsible for the distribution of food. OMGUS reports 
that collections from the C rmans were 120,000 tons short 
Curing Jenuary and February 2nd it assumes that collections 
for the rest of the Spring vill be much lower than previously 
estimated because of the severe winterkill necessitating 
lerge ferm retentions and because of transport difficulties. 
It is also pointed out that although the emergency in the 
Ruhr may be overcome temporarily by extreordinsry measures 
to move food supplies to urban centers, the prospect is that 
the overell food situation in both zones will grow worse in- 
stead of bettcr between now and the 1947 harvest. As current 
inability to support fully the ration becomes more widespread, 
collections will become more difficult and disappearances 
will increase, Although the military authorities do not be- 
lieve that collection machinery is in danger of immediate 
breakdown, they point out that enforcement difficulties 
growing. Another complicating factor is that tne 
bizonal livestock reduction program is so unpopular with 
farmers that the German authorities have made no serious 
effort to enforce it. 


The 
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The largest single fac‘or in the food situation is 
ascribed by both OMGUS and SPOLAD to the shortfall in inm- 
ported grains. Because of _iversion to otner areas and the 
unusually high proportion o: coarse grains, the expected 
flour-equivalent imports for the first six months of 1947 
will now total only 1,554,000 tons as opposed to the 
1,898,000 tons estimated by the bizonal authorities as the 
minirum necessary to meeting the 1550 ration. In this con- 
nection ONMGUS rerorts that despite all efforts to utilize 
the present imports of corn it is estimated that by the end 
of May there will be in storage in our zone from 150,000 to 
180,000 tons of corn which cannot be used for current con- 
sumption. ONGUS has therefore urged that every effort be 
made to increase the percentage of wheat and flour in future 
snirments and that a program be prepared for OMGUS' use 
which will make possible greater utilization of corn for cur- 
rent consumption. 


Recent food shortages in the Ruhr were in large part 
due to a breakdown of the German administration responsible 
for the distribution of food. Actual tonnages of imported 
food supplics received by the British since the zone merger 
of January 1 r2-- »con at a hizher rate than ever before and 
grain carmarke4 .or the Ruhr is estimatcd at about 6,000 
tons per week, or 25 percent above requirements. Confusion 
between the German food officials and those responsibie for 
transport gave rise to an impossible situation during which 
whole food trains could not be accounted for. in some areas 
fooc supplies received were in execss of approved allocations 
and in otner areas they we-> short. The British have blamed 
the crisis on premature han ing over of responsibility to 
the Germans and since March 24 have re-cstablished direct 
militery supervision and control over the movement cof im- 
portcd supplics. 


RECHiIVE The Eximbank Board of 

TS Directors on April 2 ap- 
roved an application from 
Westinghouse Electric International Company for assistance in 
financing the sale of two 1,000 kilovatt power plants to the 
Eti Bank in Turkey. This credit will be part of the $25 mil- 
lion earmarked for Turkey. The contract price plus shipping 
and erection costs are about £559,000. The pover units are 

to replace to smsll secondhand units for the Tuncbilek Lig- 
nite Mines, opersted by the Eti Bank under the name of Vestern 
Lignite Mines. Peyments are to be made in the form of notes 
to be delivered to tne supplier upon the signature of the con- 
tract. Eximbank proposes to buy up to $354,000 in notes. In- 


terest will be at the rate of 3-1/2 percent per annum. 
* = « 
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ECONOMIC COLLAPSE FEARED Italian officials are concerned 
BY ITALIAN OFFICIAL over the serious financial plight 





of the country, and fear economic 
collapse unless external assistance is forthcoming soon. 


Relief A Paramount Issue When the US request for a 
$350 million foreign relief bill was presented to Congress, 
Premier de Gasperi immediately expressed concern that it 
would not provide $200 million for Italy, a figure which he 
had used in discussions with Washington officials on his 
trip to this country. It was pointed out to him that the 
$350 million represented only the American contribution and, 
in the meantime, the Italians should make every effort to 
obtain help from other countries such as Argentina, Switzer- 
land, Brazil and Canada. ‘We advised Embassy Rome that it 
seemed doubtful, with the tight food situation, whether enough 
supplies could be obtained to permit Italian imports at a 
rate requiring $200 million of relief financing from the US. 
While the amount the US will allocate to Italy will be sub- 
stantially below that figure, we hope it will be sufficient 
to permit procurement of such part of essential supplies as 
are available in the US which Italy cannot finance from other 
resources. 





US estimates for Italy s relief needs during the next 
year total £158 million, a figure erceeding the UN tecnnical 
committee's estimate of $109 million. A note from the Italian 
Foreign Office expressed concern over the UN figure and also 
Called attention to recent actions of the UNRRA Central Com- 
mittee wnich appeared to under-estimate Italy's needs. de 
replied to Embassy Rome on the specific matters cited in the 
Italian Foreign Office note, pointing out the fact that the 
stancard used by the UN committee for all countries was the 
bare minimum of relief and did not include items for rehabili- 
tation and recovery. We stated that the findings of the 
committee were based largely on information submitted by the 
Italian Government, but that there appears to be a miscalcula- 
tion of approximately $20 million as to the extent of UNRRA 
shipments to Italy in 1947, which should have increased post- 
UNRRA relief need of Italy by that amount. 


had made a decision which burdened the UNRRA Italian budget 
with part of the unloading expenses for goods in Trieste 
destined for Austria and Czechoslovakia. Our reply pointed 
out this was not true. The cherge undoubtedly arose from a 
voluntary agreement with the Italians that, for approximately 
€5.5 million worth of lire used at Trieste, UNRRA would give 
the Italians $3 million worth of sterling and the Italians 
would contribute the balan-e from the sale of UNRRA supplies 
in Italy. ~ 
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ge made by the Foreign Office was that 
mn mittee nac cecided to withhold $8.5 mil- 


r 
Co 
the Italian technical delegation for pur- 
R 


D 


The other 
the UNRPA nt 
lion advan 


0 Q, 
‘4 
=) 
> 


Chases of co ebruary. Our reply to the Embassy pointed 
out that there vas no decision or the Committee along this 
ine. .«hile the Italians had hoped their UNRRA budget would 
be large enough to pay for this coal. on the basis that there 
woule be @ reduction in costs of procurement, it did not 
york out that way since the UNRRA Central Committee had pre- 
viously passed a resolution requiring such procurement-cost 
Savings to be recaptured in all country budgets to cover 
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Financial Agreement With (K A financial agreement by 
hich 2ritein will waive her rights uncer the peace treaty 





to seize Italian pr — assets in the UK is almost ready 

for signature. It cannot be Signed, however, until the 
Italian peece sscote hes been ratified because it involves a 
waiver of rights that do not exist until the treaty is final. 
Reports are that the thorny question of British payments to 
Italy for the military lire used to pay British troops is 


Accorcing to UK offic. 1s, the folloving settlement has 
been negotiated. Of a tote. of £38 million of blocked 
sterling, italy will pay about £7 million for the settlement 
of prewar cebts, L8 million for surplus property and all 
other claims of the British Army. Mace available to the 
Italiens for use in or out of the sterling area will be £13 
million. The balance of 110 miliion will remain blocked in 
the Bank of Engla 
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Proposed Economic Mission To The US The. original plans 
of the Italians were to send an economic mission to the US 
around April 15. We suggested that the mission be delayed 
inasmuch as we intended to use the Senate hearings on the 
Italian treaty, which would probdzoly not be concluded before 
the end of april, es a forum for indicating our views on cer- 
tain Italian economic questions. At present, the Italian 
mission ptans to arrive in Washington during the middle of 
May. 








US-Italian Financial Settlement After discussions with 
Treasury and officiels of the Italien Embassy, we informed 
the Italians that no overall financial settlement wes con- 
templated at this time. Ul: er the above-mentioned procedure 
o> stating our views during the Senate hearings on the Italian 
treaty respecting the waive: of claims against Italy and the 
return of Italian property in the US, etc., action could be 
teken on the most important parts of the proposed financial 
settlement without the necessity of submitting the matter as 
a treaty with the ensuing celayv. Legisietion would still be 


oe 


necessary, however, on the return of vested property. 





Financial Situation The Italian foreign exchange mar- 
kets have indicated a further weakening of the lira recently. 
This change is attributed by Embassy Rome to: 1) pressure 
of importers to purchase wool es soon as possible to avoid a 
less favoreble rate; 2) the ineffectiveness of the Ministry 
of Forcigen Trede's program to control the issue of import 
liccnses; 3) the imminence of the announcement of the details 
of the capital levy program; and 4) the publicity given to 
the gencrally weak financiel picture, encouraging flight from 
lira. 





In connection with 4) above, Treasury and Finance 
Minister Campilli on March 27 made to the Constituent Assembly 
his first financial statement since essuming office. He pre- 
sented a dismal picture of Itely's present economic situation 
announcing a revised estimate of the budgetary deficit from 
200 billion lire to 610 billion, with reccipts of 286 end ex- 
penditures of 896. Campilli‘s statement, followed by one from 
de Gasperi stressing the seriousness of the situation and 
reiterating the urgency of ~btaining foreign loans to avert 
econoric collapse heightenc. Italian apprchension and resulted 
in a further decline of the lira. 


In an effort to cope with the serious budgetary situa- 
tion, 2 capital levy tax was approved by the Italien Council 
of Ministers on March 28. The tax will affect individuals 


and 
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and foreign corporations who have capital invested in Itely. 
The progressive taxes imposed range from six percent on 
property amounting to four million lire, to 40 rercent on 
property with 2 value of over one billion lire. 

Membership In Bank And Fund ‘sith the signing by the 
Itelian Ambassador on March 27 of the Articles of Agreement 
of the International Bank and Fund, Italy became the 42nd 
country to holc membership in these organizations. Itsly's 
quote in the Fund is $180 million and its subscription to 
the capital stock of the Bank is 1800 shares of a par value 
of $180 million. 








US DISCUSS We have instructed Legation 

SWHDiSH IlPORT CONTROLS Stockholm to inform the Swedish 
Foreign Office that we are prepared 
to discuss in Vashington tr principles which snould control 
the operation of the Swedis: import licensing system. (See 
page 6, March 31, 1947 issuc of Current Economic Developments.) 
As a basis for the discussions, Sweden is being asked to: 

1) estadlish the facts regarding its gold and foreign ex- 
change position which necessitate the imposition of the 
import restrictions; 2) furnish a satisfactory plan of 
guarantccing that US products will reccive nondiscriminatory 
treatments and 3) provide adequate assurance that import re- 
strictions will be removed as soon as possible. 











If Swecen offers satisfactory assurances on the above 
points, we will forego insistence on strict compliance with 
the US-Svedish Trade Agrecment which prohibits any such 
cuantitative restrictions on US products listed in Schedule lI. 
“wc have adopted this position since we have temporarily ac- 
quicscecd in the restriction of imports from the US by a num- 
ber of other countries, and we realize that certain of our 
earlicr trade agrecments, including the one with Sweden, con- 
tain more stringent provisions on quéenvitative import restric- 
tions than does the proposed ITO Cnarter. The Charter 
specifically permits the imposition of quantitative import 
restrictions by a country when it can establish that its 
balance of payment situation requires such action, if it af- 
fords adequate assurance tnat such restrictions ill be 
applicd in a nondiscriminatory fashion anc if it does not 
apply the restrictions so as to exclude completely imports of 
any class of goods. ‘ie will not agree to renegotiate the 
present agreement. 


* *x * 
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US, UK AND CANADA CONCLUDE After protracted negotiations, 
LGRE TENT ON PLAN "A PROGR’ tne US, UK and Canada have 

reached agreement on the 
financial settlement of the combined military relief program 
for furnishing civilian supplies to certain European govern- 
ments. (See page 3, January 6, 1947 issue of Current 
Economic Developments.) Under the terms of the settlement 
the €105 million collected from UNRRA for civilian supplies 
turned over from combined stocks to UNRRA for use in the — 
Balkans is to be allocated as follows: $28 million to the 
US, $72.5 million to the UK, and $4.5 million to Canada. 














The settlement is based on an assumption that the com- 
bined claims for civilian supplies furnished by the three 
governments to the northwest European governments are 50 per- 
cent collectible. The settlement also provides for the 
elimination of the reserve funds equivalent to 10 percent of 
the combined bills which the zecipient governments of north- 
west Europe who negotiated unilateral settlements with the 
US were required to set un. These reserve funds were estab- 
lisned in order to provice a means of making adjusting pay- 
ments to the UK anc Canada if such payments were necessary 
to carry out outstanding Plan "A" financial agreements. The 
settlement also provides that the combined claims against 
the Governments of Italy, Greece, Yugoslavia, and Albania 
shall be divided among the three supplying governments on 
the basis of their respective contributions. In this connec- 
tion, it should be noted tk t the three governments have 
already agreed to waive the Plan "A" claims gainst Italy and 
Greece. 





Civilian supplies turned over to the US and UK zone 
commanders in Germany anc Austria are valued in the final 
settlement computations at $100 million to be chargeable 
ageinst the US and UK on a 50-50 basis. The settlement pro- 
vides for the division of the combined claims against the 
northwest European governments as follows: US, 62 percent, 
UK, 33 percent; and Canada, 5 percent. 


The final settlement computations also include an ad- 
justment for the purpose of carrying out the outstanding 
financial arrangements by the US and UK with respect to the 
Italian interim program and the supply program for Venezia 
Giulia through December 31, 1946. 
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US EXPRESSES FOCPE THAT TRANSFER As a result of notification 
OF DAIREN TO CHINA .ILL BE SOON’ by the Soviet Government 
tnat it is prepared to ful- 
fill its agreement of August 14, 1945 with China and turn over 
to the Nanking Government the administration of the port of 
Dairen, Manchuria, the US has expressed to both countries the 
hope that the transfer of Dairen to Chinese administration 
would be mace soon. The US also erpressed the hope that 
traffic on the Chinese Changchun Railway would be resumed. 
Uncer the terms of the agreement Dairen will be open to inter- 
national comrerce as a Chinese-administered free port. 











Early this vear a Soviet official stated that the Soviet 
Government was delaying taking action until suitable arrange- 
ments had been mede to assure the diversion of a certain 
amount of Manchurian trade to the east over the eastern 
branch of the Chinese Eastern Railway with Vladivostok as the 
point of exit. He said that ine Soviet Government is aware 
tnat if it withdrayvs from Dairen and the port is opened to 

raffic such eastern Manchurian commerce as there is would 
flow through that port and that if a beginning is made in 
that direction it would tenc to become a fixed outlet con- 
trary to Soviet cesires. 


In a press conference on larch 25, in response to an 
incuiry about what was being cone to take over Dairen, a 
Chinese Foreign Office spokesman stated that before Dairen 
could be taken over certain obstructions on the part of the 
Chinese Comrunists would have to be removed. He stated that 
China has been shipping and "ill continue to ship produce to 
the USSR in fulfillment of its obligstion uncer the Sino- 
Soviet egreement for sunplies furnished China in the early 
years of the var with Japan. 


During 1946 cirect imports into China from the USSR "via 
Asiatic routes" totalled CNC $9,754 million and exports from 
China to the USSR totalled CNC $20,593 million. Calculated 
at open market exchange rates, Chinese imports were equivalent 
to US $2.4 million and exports equivalent to US $6.1 million. 
At official exchange rates, Chinese imports are estimated at 
US $3.1 million and exports at $7.1 million. These totals 
are onlv epproximate since fluctuations in CNC quotations 
varied greatly from dey to cay end since official rates were 
unrealistic, erycent just after their introcuction, owing to 
rapid currency cepreciation. The open market value more 
nearly represents the "intrinsic" value of goods traded in 
terms of US collars. The real trade was probably much lerger 
than incicated by the formelly recorded data constituting the 


basis 
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basis of the above estimates. The long border between China 
and the USSR undoubtedly leads tc sizeable amounts of smug- 
gling and, as a result of the occupation of Manchuria by the 
USSR, some normal trade there wes probably left unrecorded. 
In addition, large amounts of capital and other goods were 
removed as war booty by the Soviets from areas they occupied 
in 1945 and evacuated during 1946. 


WOOL STUDY GROUP ADOPTS The first meeting of the Wool Study 
TERNS OF REFERENCE Group was held in London from 

Maren 31 to April 3, with repre- 
sentatives present from Austraiia, Argentina, Belgium, Canada, 
Cuba, Czechoslovakia, Finland, France, Iceland, Ireland, 
Mexico, Italy, the Netherlands, New Zealand, Paraguay, Peru, 
Poland, South Africa, Switzerland, Turkey, the UK, Uruguay, 
the US and Yugoslavia, together with observers from UN, FAO 
and 'K/Dominion Wool Disposal Ltd. (See page 3, March 17, 
1947 issue of Current Econ: :ic Developments.) 














The group adopted terms of reference, of which the prin- 
cipal features are that membership should be open to all coun- 
tries subdstentially interested in the production, consumption 
or trade in wool; that the group shall have responsibility 
for considering possible solutions to any probdlems or diffi- 
culties which are unlikely to be resolved by the ordinary de- 
velopment of world trade in wool; and that the group shall 
arrange for any necessary collation or collection of statis- 
tics, using for this purpose existing sources so far as prac- 
ticable. | 


It is apparent that total stocks of wool remain very 
large in spite of a very high level of consumption during 
1946-47. Stocks in June are expected to total about 4,500 
million pounds. The study group agreed with the conclusion 
reached by the International Wool Conference last November 
that absorption of stocks into final consumption, with the 
new clips of 1946-47 and later scasons, constitutes a formid- 
able problem. Production in 1946-47 1s estimated at 2,905 
million pounds and total consumption at 3,395 million pounds, 





The heads of the delegations agreed on a draft resolution 
which asks the participating governments to give consideration 
to the appointment of a special subcommittee of the study 
group to meet in the near future to examine the need for, and 
possibilities of, framing an inter-governmental commocity 
agreement for wool. It wes proposed that the special subcom- 
mittee be composed of repr sentatives from Australia and Argen- 
tina, as producing countric;, and the UK and France, as con- 
suming countries. s e s 
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STEPS TakKEN FOR FIRST The first assembly of the Inter- 
MEETING OF IC40O ASSEMBLY nationai Civil Aviation Organiza- 
tion (ICAO) is to convene Mav 6 

in Montreal, permanent site of the organization. The detailed 
agenda has been approved by che Interim Council anc is being 
circulated among member states. Six commissions are envisaged 


to consicer specific problems as follows: 








Commission I will examine the draft relationship agree- 
ment between ICAO and UN in light of the UN Assembly resolu- 
tion calling upon ICAO to debar Franco Spain from membersnip. 
(This sitvation is further complicated by Franco Spain's de- 
posit of her instrument of ratification of the convention on 
March 5, apparently indicating her intention to participate 
in ICAO despite UN's action.) The commission also will con- 
Sider the desirability of any amendments to the permanent 
Convention on International Civil Aviation as well as the 
structure and procedures of tne permanent organization; rela- 
tions with non-contracting states and other international 
organizations; participation of contracting states in divi- 
Sional, regional and special meetings of the organization 
and the character and scope of future assemblies. 


Commission II will appraise the work of the organization 
in the technical field including development and application 
of international standarcs anc practices; the work of 
regional air navigation meetings and the sphere of regional 
action; and the promotion of international coliaboration on 
research and development work on technical subjects. 





Commission III's work will feature the consideration of 
the latest draft Multilaterzl Agreement on Commercial Rights 
in International Civil Air “ransport anc, if agreement can be 
reached, the preparation of a final draft for signature by 
contracting states. The cormission also will consider fur- 
ther international air transport problems which have been 
under study by the Interim Organization, such as ownership 
and operating arrangements, distinction between scheduled and 
non=scheculed operations, facilitation, and onerous economic 
burdens on international air transpnort-~insurance requirements, 
double taxation, etc. The economic aspects of airmail will 
be studied anc recommendations formulated for the Congress of 
the Universal Postal Union ccencerning the development of 
reasonable bases for fixing international airmail rates and 
payments to air carriers. 





Comrission IV will consider the organization and working 
procedure of the Committee on £ir Law and the methocs of 
hancling problems of air law, especially the approval of 
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draft conventions and the general codification of inter- 
national air law. Two draft conventions will be considered-- 
Recordation of Title to Aircraft and Aircraft Mortgages and 
the Legal Status of the Aircraft Comrvancer. 


Commission V is charged with the review of administra- 
tive and financial action including organization, personnel 
policies, publications and documents, apportionment of ex- 
penses, approval of budget, etc. 


Commission VI shall establish the general policy of 
ICAO relating to the joint support of air navigation services 
under Chapter XV of the convention and in the light of PICAO 
experience. Extent of participation, underlying financial 
principles, and the application to different types of facil- 
ities and services will be determined. 





Final Session Of Interim Assembly Preparatory work for 
the assembly and perfecting the structure of ICAO consumed 
the major portion of the time of the seventh and final ses- 
Sion of the Interim Council of PICAO, which was held during 
the first quarter of 1947 from January 7 to April 2. 








Highlighting the period was the announcement that the 
twenty-sixth instrument of ratification necessary to bring 
the permanent convention into force had been deposited and 
that the convention would become operative 30 days later, on 
April 4, 1947. Through April 4, 37 of the 49 members of 
PICAO had deposited their instruments of ratification and 
were thus eligible to participate as voting members in the 
first assembly of ICAO, 





After considerable debate the council decided that the 
first assembly should be held in Montreal, rather than at a 
European site as sevcral member states desired. At the same 
time, it was agreed to recommend that the 1948 assembly be 
convened somewhere in Europe. 


No consensus was reached on the draft multilateral agree- 
ment on commercial air rights. (See page 5, December 2, 1946 
issue of Current Economic Developments.) The major point of 
difference centered about the question of whether the proposed 
agreement should encompass automatic exchange of routes be- 
tween participating nations or, alternatively, whether the 
agreement should simply lay down principles under which routes 
would be exchanged through separate agreements. A final test 
vote on: the issue revealed the automatic exchange of routes 
was favorcd by representatives of Brazil, Canada, Czechoslovakia, 
France, the Netherlands and Norway, while the alternative was 
favored by representatives of China, the US and the UK. Our 
representative to the Interim Council went on record that the 
majority proposal was not satisfactory from our point of view 
and that the US delegation to the first assembly of ICAO would 
be prepared for full discussion. 
* * * 
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ECOSOC CONCLUDES The Feonomic and Social Council concluded 
FOURTH SESSION its fourth session March 29, with the es- 
tablishment of regional economic commis- 
sions for Europe and the Far Fast as its outstanding develop- 
ment. During the session the Council came to grips with 
certain basic problems underlying world economic recovery 

and social advancements; there was a healthy airing of views; 
end the msesure of agreement obtained, much cf which did not 
exist at previous sessions, demonstrated that through patient, 
and often undramatic work, agreement can be reached on funda- 
mental issues. Almost without exception, and then only on 
minor points, the view which the US held was accepted on all 
egenda itcms. The fifth Council session is scheduled for 
July 19. 








Regional Bconomic Commissions The Economic Comrission 
for Europe (ECE) took very concrete form as a result of the 
ECOSOC session. The terms of reference opened the way for 
its work throughout Europe. Under its terms of reference 
ECE is to "initiate and participate in measures for facili- 
tating concerted action for the economic reconstruction of 
Europe, for raising the level of European economic activity, . 
and for maintaining and strengthening the economic relations 
of the European countries both among themselves and with 
other countries of the world." It has the power to submit 
recommendations cirect to governments, and to consult with 
the occupation authorities in Germany. 





Several western hemisphere nations warned that the com- 
mission should not emphasize regionalism over the inter- 
national principles underlying UN and declared it should not 
work without taking into account the intimate trade reletions 
between Europe and the western hemisphere. The USSR sought 
unsuccessfully to have the commission freer from the supervi- 
sion of ECOSOC end less closely essociated with the specialized 
agencies of the UN, only one of which--\HO--claims Soviet 
membership. 


The first mecting of ECE is scheculed for Mey 2 in 
Geneva. Complete integration within the ECE framework of 
the three cryisting "E" organizations--EECE, ECO, end ECITO-- 
is contempleted. The Department essumes there will be one 
standing subcomrittce on coal, enother on transport and one 
or more subcommittees for other major fields of economic 
problems. Martin Hili, adviser to the UN Secretery-General, 
has been nemed acting Executive Secretesry for ECE until a 
permancnt eppointment is made. 


ECOSOC 
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ECOSOC also approved establishment of a similar commis- 
sion for Asia and the Far East (ECAFE), but it emerged in a 
more skeletal form chicfiy because no organizetions similar 
to the "E" orgenizations have existed in that area, and con- 
sequently a considerable emount of preparetory investigation 
on the rost urgent reconstruction problems must be cone. 
The commission will est2blish offices in Shanghei and an 
on-the-spot survey of the Far East will be made to help 
ECOSOC determine the task of the commission. 


The commissions will be composed of the countries 
members of UN in the areas concerned. The US is also a mem- 
ber of both commissions. Other countries will be invited to 
consult with the commissions on matters of particular con- 
cern to them. ‘Working reletionships will be established 
with the specialized agencies such as FAO, the International 
Bank and the Internetional Monetary Fund. 


There wes less enthusiasm for proposals for separate 
commissions for either Ethiopia and North Africa or the Near 
East. After some discussion, however, it was unanimously 
decided to request the Secretary-Generel to make a field 
survey of the reconstruction problems of Ethiopie and other 
Gevastated territories in North Africa which ere not included 
in the reports of the Temporary Subcomrission on Economic 
Reconstruction and Devastated Arces and to report to the 
next ECOSOC session on me2zsures necessary for speedy recon- 
struction. 


Human Rights In the field of human rights, the Council 
is taking constructive steps. One of these is the expedit- 
ing of the plens of the Commission on Humen Rights for get- 
ting to work on the preliminery draft of an international 
bill of rights. An eight-netion drafting comrittce was 
established to draw up = proposed bill for probable considera- 
tion by GA next year. 





Another significant step is the bringing into existence 
of two highly important subcommissions--one on Freedom of 
Informetion enc the Press, and one on Prevention of Discrimi- 
nation and Frotection of Minorities. One of the first tasks 
of the first subcommission will be to vrepare a draft agenda 
for the world conference on freedom of informetion. To this 
conference the US attaches the highest importance, believing 
it cen become 2 milestone in advancing e basic right especially 
essential to the world at this timc--that of the people to 
know. The confcrenee, originally intcnded to take place late 
this year, was postponed until 1948. 


Social 
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Sociel Welfare In the ficld of socie2l welfare provi- 
sion was made to csrry on some of the 2advisory functions of 
UNRRA end the international reguletion of narcotic drugs has 
been teken over 2s a responsibility of the UN. The Inter- 
netional Children's Emergency Fund is to be administcred 
under general review of the Council end funds will be dis- 
tributed without discrimination as to rece, creed, national- 
ity, status, or politicel belief. It was revealed that about 
30 million children need assistance in Europe alone. So far 
the Fund hes received reauests for assistance from seven 
European countrics end China. A lerge part of the resources 
of the fund will have to come from private contributions and 
while a resoiution on 2 proposal thet workers throvrhout the 
world be asked to contribute a day's pay to the fund wes ap- 
proved “in principle," it wes decided tnat the method of col- 
lecting funds should be decided scparantely in each country. 
Governments were urged to fecilitsate the collection end under- 
stencing wes rceeched thet there would be agreement betveen 
the Secretary-Gener2]l anc cech country on the disposal of 
the netionel collections *s to the portion of supplies within 
the country for use elsewhere. Switzerlend was voted to mem- 
bership in the Sxccutive Boerd of the Cnildren's Fund. Al- 
thougn not a UN member, Switzerlend has been one of the fore- 
most countries active in the task of assisting children in 
need, 





Comrission Reports The fourth session of ECOSOC is 
also significsnt becsuse for the first time the Council had 
before it reports from #11 its commissions (except for the 
Fiscal Commission), whicn held their first meetings just 
prior to the session. This gev2 the Council en opportunity 
to revicw its responsibilities in 2 more comprehensive menner 
than has been possible up to now. Rcecommendetions of these 
commissions, being approved by the Council, include the mak- 
ing of specisl studies by the Secreterict in both economic 
and sociel ficlds, special advisory scrvices to be set up 
under UN, end conferences to be heid on specific subjects 
under UN auspices, 





Approv2l wes given to the significsnt report of the 
sconomic and Employment Commission, containing the instruc- 
tions this commission hes given to to other podies which 
can mean much in long-rangc problems of world economy. Tne 
Council is requesting the Economic and Employment Comrission, 
working through these subcommissions, and with the assist- 
ance of the Secretsrist, to probe the underlying causes of 
economic instebility, to teks up such matters as the reason- 
able utilization of menpower, materials and cepital on a 


world 
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world scale, and with particuler reference to underdeveloped 
areas; and appropriete forms of joint action to maintain 
full employment. The US attaches equal importance to these 
twin questions of economic development end stable employment. 


international Conferences On the initiative of the US 
the Council will convene an internetional conference on 
Resources and Conservetion,and a World Statistical Congress. 
The conservetion conference will probably be held in 1948. 
The World Statistical Congress will be held in Washington in 
September 1947, in connection with sessions of a number of 
international professional groups scheduled for that time 
and place. The congress will focus the attention of the 
world's ieading statisticians upon the needs of the UN and 
other specialized agencies and the importance of preparing 
statistics so they will be comparable for all areas. 





Genocide ECOSOC approved a US-Cuban plan on establish- 
ing machinery for drafting a genocide convention under which 
the UN will make preliminary studies and ECOSOC will consult 
with a GA committee on international law and with all member 
governments before taking final action. 





Position On Spain ECOSOC voted to exclude from rela- 
tionships with UN all non-governmental organizations with 
branches in Spain whose policies are determined and con- 
trolled by the Franco Government. However, organizations 
with individual membership in Spain can be admitted to UN 
relationships if 1) individual members in Spain of an organi- 
zation are not organized into an official brench; and 2) if 
organizations with branches in Spcin are of a purely humani- 
tarian character and are not controlled by the Franco Govern- 
ment. The Council rejected the Soviet proposal to exclude 
211 organizations having branches in Spain, no matter what 
the conditions. 





UNCLASSIFIED 
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HUNGARIAN COTTON At its meeting on April 2 the Eximbank 
CREDIT APPROVED Board of Directors approved a credit to 

Hungary for $7 million to finance the pur- 
chase of approximately 8,000 tons of cotton (about 38,000 
bales). Repayment is to be made 18 months from the date of 
the draft with interest at 2-1/2 percent per annum. The 
credit is to be extended to the Hungarian Commercial Bank of 
Pest and the Hungarian General Bank, and is to be guaranteed 
by the Hungarien Government. 








ox * * 
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TRADE wITH NEI STILL UNSETTLED The Acting Governor General 
DESPITE LINGGADJATI AGREEM™N of the Netherlands East 
Indies stated that it was 
hoped that the signing of the Linggadjati (Cheribon) Agree- 
ment on March 25 would, among other things, pave the way for 
quick settlement of the difficult and complicated economic 
relations betveen the Netherlancs East Indies Government and 
the Indonesian Republic. 











In subsequent meetings between Dutch and Indonesian 
officials on economic matters, the Dutch stated that the 
present restrictions on Indonesian trade would remain for 
the time being. These regulations, issued by the NEI Govern- 
ment to become effective January <9, prohibit the export 
from Indonesian-held ports of all estate products, except on 
permit of the NEI Government. In accordance with the terms 
of the decree, estate procucts such as coffee, rubber, cane 
Sugar, tobacco, fibers, cinchona and derivatives, tea and 
palm oil are considered to be the property of the plantation 
companies (Dutch or foreign) and therefore are not at the 
disposal of the Indonesian Renublic. Native products may be 
freely exported. The regulations also provide that ships 
bound for Indonesian ports must first stop at a Dutch port 
for cargo inspection anc clearance. Contraband imports in- 
clude everything suitable for military purposes; all machinery 
and goods which could be used for the manufacture of military 
equipment or munitions; all transport equipment: radio, tele- 
graph and telephone equinment; and gold, silver anc all cur- 
rencies,. 


During February smuggling was stimulated by the high 
prices for tropical products on the world market as well as 
by the dire need for consumers goods in Indonesia. AS a re- 
sult, the economy of the Netherlancs Indies was deprived of 
substantial amounts of bacly needed foreign exchange. Alleg- 
ing that the methods adopted by Dutch naval forces to combat 
smuggling worked undue harcship, Chinese merchants in Singa- 
pore threatened to boycott Dutch business in that port. Pre- 
liminary figures incicate that the volume of legitimate 
exports, particularly of rubber, copra anc tin, was somewhat 
larger in February than in the preceding month, but was still 
far below prewar levels. 


We have urged the Dutch to reconsicer the exyport-import 
regulations lest they prevent commodities neeced for the re- 
lief of worlc shortages from becoming available and lest 
they retard the economic rehabilitation of the Indies and 
the return of commercial relations. The Dutch have taken 


the 
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the view that: 1) estate produce offered for export by the 
Indonesians is stolen property; 2) the Indonesians, having 
borne little of the expense of production, can sell such 
products at extremely low prices; 3) such illegal traffic 
results in the impoverisnment of the NEI; 4) many of the 
products are needed in other areas of the Indies; 5) failure 
to iicense imports would result in the importation of luxury 
goods at the expense of rehabilitation goods; and 6) the ob- 
ject of the segulations is to channel trade, not to hinder 
it. - 


There has been widespread interest in the case of the 
Martin Behrman, a Liberty ship under charter to the Isbrand- 
sten Company of New York, which is under detention by NEI 
authorities at Batavia. Before the vessel left for NEI, the 
company obtained the approval of the Netherlands Indies Trade 
Commissioner and the Nether ands Embassy here for its pro- 
posed transaction with an I ionesian organization for a cargo 
of rubber, sugar and other commodities, upon the condition 
that export duties would be paid and that reasonable evidence 
of title would be obtained. Under terms of the above-- 
mentioned trade regulations, which were promulgated one week 
before the vessel reached Cheribon, the cargo is contraband, 
On the basis of present evidence, we consider that the NEI 
Government has acted within its legal rights in seizing the 
cargo and in detaining the vessel. 








The Isbrancsten Company has rejected the proposal of 
sail for the US with a cargo of commodities similar to the 
one which it originally intended to pick up, provided that 
the company waived its legal rights to the old cargo. On 
April 3 the vessel sailed from Batavia in baliast for 
Singapore. 





SECRET 
7. * os 
RESTRICTED 
"CHOSEN INSTRUMENT" PHILOSOPHY Both the House and Senate 
REFLECTED IN AVIATION BILLS Committees on Interstate 





and Foreign Commerce are 
considering bills which embody the principle of a "chosen 
instrument'in international civil aviation. The Department's 
comments on S-197, the "Ali American Flag Line" bill, are 
being transmitted to the Se .ate Committee. These comments, 
opposing the philosophy of - "chosen instrument,’ also are 
serving as the basis for Air Coordinating Committee views on 


S-987 
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87 and the companion bills H.R.-2827--2830, each of which 
seeks to amend the Civil hebeteutice Act of 1938 to provide 
for the creation of a consolidated international air carrier 
for the US. 


S-197 proposes the mandatory unification of our several 
private international civil air carriers into a single 
government-controlled mono; iy; forbids the ownership of 
securities or stock of the -1ll anericen Flag Line by citi- 
zens or subjects of foreign governments; provides for direct— 
negotiations by the Line with foreign governments or nationals; 
and conterplates that the medium of treaty rather than 

i eement shall govern international agreements 
concerning foreign air transportation. 


The DTepartment is unequivocally opposed to legislation 
of this type. The basic elements of this bill are contrary 
to the American principle of free enterprise anc competition 
under reasonable regulation, and clearly would undermine the 
objectives of our reciprocal trade policy and woulc violate 
our security and international cartel policies. The unifica- 
tion of our international civil air transport industry into 
a Single line by Congressional action probably would be con- 
strued oy other governments as evidence of US acceptance of 
the principles of nationalized industry and as the transforma- 
tion of civil aviation into a weapon of aggressive 
"imperialistic" foreign policy. Further there is no posi- 
tive evidence to the effect tnat only by such action could 
the US maintain a civil air transport industry adequate to 
its needs. Instead it would remove the stimulus of competi- 
tion from the support of US technical and productive 
Superiority in the field of aviation. 





The exclusion of foreign capital from the All American 
Flag Line might lead to retaliation by other countries re- 
Sulting in the compulsory v.thdrawal of US capital presently 
active in foreign airlines nd the end of such investments 
by US citizens. Doubtless this would have adverse effect 
upon the foreign markets for US equipment and would retard 
the worldwide development of civil aviation. 


Negotiating authority by the Line woulc. enable it to 
exert pressure on this government to grant air transport 
rignts to foreign airlines as the guid pro guo for rights 
sought by the Line without regard to the best interest of 
the US; would impinge upon the quthority of the Presicent to 
control foreign affairs and of the Secretary of State acting 
in his behalf; and would conceivably constitute a threat to 


9 
our nati nal security. 
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To meet the challenge of restrictive or detrimental air 
transport agreements sought by certain other foreign nations, 
the executive agreement as a medium for prompt conclusion of 
agreements acceptable to the US is essential. 


While S-987 and H.R.-2827-2830 have eliminated some of 
the objectionable features of S-197, they reflect a reversal 
of the present accepted policy of regulated competition and 
acceptance of a "chosen instrument" philosophy. The Depart- 
ment proposes to oppose these bills on the same general 
premise. 


H.R.-2220, introducec by Representative Henshaw, author- 
izes the establishment of a National Aviation Council. The 
bill is being redrafted by the Air Coordinating Committee to 
incorporate recommendations advanced by the Committee at 
hearings on March 24. In effect, enactment of this bill 
will give statutory autnority to the Air Coordinating Com- 
mittee as presently constituted. The Council is being estab- 
lished for the purpose of unifying and clarifying national 
policies relating to aviation and coordinating the activities 
of the executive branch of the government in accordance with 
such policies. Council membership is to consist of repre- 
sentatives of State, var, Navy, Commerce and Post Office 
Departments and the CAB, cesignated by the President, who 
shall appoint one member as Chairman. Council action will 
require unanimous concurrence by the representatives of all 
agencies participating in the decision, similar to present 
Air Coordinating Committee procedures. Controversial issues 
shall be referred to the President for final determination. 
An Advisory Board of the Council shall consist of ten members 
representing the general public and shall consider matters 
referred by che Council. 
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This weekly publication is designed to highlight developments in the eco- 
nomic divisions of the Department of State, and to indicate the economic prob- 
lems which are currently receiving attention in the Department. It is suggested 
that copies be retained on file, as reference will sometimes be made to previously 
reported items to avoid repetition. 
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regarding security measures for SECRET material. Extreme care should be ex- 
ercised to avoid public or private discussion of the information herein with or in 
the presence or hearing of any person not authorized to have knowledge thereof. 
For general purposes all Foreign Service Officers and other responsible economic 
Officers are authorized to have knowledge of the contents of this document, 
responsibility for the safekeeping of which will be assumed by each recipient 
thereof. It may be retained in protected files or, at the discretion of the recipient 
destroyed by burning. If not personally disposed of by the recipient, he will 
assure himself that it is burned in the manner prescribed for SECRET material. 
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US-USSR TO DISCUSS The Soviet Government has agreed to 
LEND--LEASE SETTLEMENT begin discussions immediately leading 
to the final settlement of lend--lease 
matters. Public announcement to this effect was made on 
April 14 after agreement had been reached in Moscow between 
Ambassador Smith and Foreign Minister Moiotov. The Soviets 
have named Novikov, Ambassador to the US, as negotiator and 
the meetings are to commence upon his rcturn to the US which 
is expected shortly. These negotiations will be limited to 
the topics covered by the Soviet Master Lend-Lease Agreement 
of June 11, 1942. Deliveries to the USSR under the Lend- 
Lease Agreement prior to VJ Day totaled about $11 billion. 





Post VJ Day deliveries were made under the Lend-Lease 
"pipeline" agreement of October 15, 1945 (an agreement to 
deliver goods contracted for before VJ Day). However, de- 
liverics to foreign govermnents, including the USSR, were 
suspended after December 31, 1946. This suspension was due 
to a Generai Accounting orfice ruling with respect to the 
Tnird Deficiency Aspropriation Act of July 1946 making 
Congressionai action necessary to permit the continuation of 
shipments after December 31, 1946. Pipeline deliveries to 
the USSR totaled around $233 million, with about $17 million 
still to be transferved. 


ITALTAN N_ AMBASSADOR CALLiD TO The Italian Ambassador has 
RONG TO DISCUSS ECONOMI 3 PLIGHT been calied to Rome for 

consultation on Italy's 
disturbing economic situation. (See page 3, April 7, 1947 
issue of Current Economic Devclopmonts.) Pefore leaving he- 
talked witn Department officers and said tnat increasing un- 
employment, grain shortages, tne mounting budget deficit and 
rising prices are playing into the hands of the Communists 
and are reflected by increasing Communist pressure within 
the government, He indicated that the Premier needed to 
know the implications for Itaiy of the US policy on Greece 
and Turkey, and the extent to which Italian democratic ele- 
ments might rely upon the US for support. 








While reaffirming our interest in Italy, we outlined the 
emergency nature of the Greek-Turkey program to him, as well 
as the anticipated assistance Itely will receive under the 
foreign relief program and from the Eximbank. Particularly 
emphasized was the importance of stabilizing the internal 
economic situation in order to obtain full advantage of US 
assistance and a loan from the World Bank. 

Measures 


DECLASSIFIED FOR PUBLICATION IN FOREIGN » ~ 
RELATIONS OF THE UNITED STATES j 











« Se 


Meesures To Implement Economic Program Measures ap- 
proved by the Italian Council of Ministers April 9 to imple- 
ment the cconomic program include: 1) confiscation by the 
State of specified excessive profits; 2) a stamp tax of 50 
percent when expenditures exceed specific emounts for meals 
in public restaurants, articles in pastry shops, and luxury 
entertainment; 3) increased telephone rates; 4) rationing 
measures restricting the serving of white bread, pasta meat 
and sweets to certain days cf the week; 5) reduction of 
Ministers! Salaries; and 6) creation of three Ministerial 
committces to examine credit policy, reduction of budget 
expenditures, and violations in the fields of prices, taxes 
and foreign eychangc. A plan is also under consideretion 
for expanding issuence of food packages to low-income classes. 
Under the proposal the US would be asked to supply up to ten 
million completely assembied packages per month, and the re- 
quest would presumabiy be made as post-UNRRA aid. 





COMPLETE SOVIETIZATION OF The Bulgarian Government, ac- 
BULGaRIAN ECONOMY UNVER WAY cording to Mission Sofia, is 
specding toward its goal of 
complete Sovietization. Monetary reform (see page 3, March 24 
and page 15 of Merch 17, 1947 issues of Current Economic 
Developments) has brought all liquid assets under the close 
scrutiny of the government and these assets are now being 
taxed or otherwise "controlled" out of existence. All real 
property is subject to an onerous capital levy, with owners 
already bereft of the means of payment. Labor and capital 
goods are being mobilized wader compiete state control for 
the accomplishment of the two-year plan. Respective fields 
of government enterprise and private initiative, both in 
forcign trade and domestic commerce. are being defined and 
it is clear that only witnin narrow limits of forcign trade 
in specialties and domestic reteil trede in non-esscntials 
will private initiative be tolerated, and then only under 
severest controls. 








Two-Year Economic Plan Passed On April 1 the Bulgarian 
Grend National Assembi iy re the two-yeer economic plan 
which wes introduced in February. While full details are 
net available untii pudlication in the Official Gazette, 
among signiricant features is the intention to increase 
greatly the number of cooperative ferms end to distribute 
iand to landless peasants end small hoiders. It also calls 


for 
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for the opening of state stores in Sofia and principal 
cities in 1947. Passing of this bill follows that authoriz- 
ing a state tobacco monopoly, which includes all tobacco 
process, except growing, and provides for expropriation, 
with compensation largely in guvernment bonds. 


US _SEULDOWNS WILL NOT SERIOUSLY Soft coal production in 

LSFECT COAL EXPORTS _ TO ) BUROPE the US is expected to be 
° near normal this week as 

production is being resumed in most bituminous coal mines 
after a one-week "memorial" shutdown and a one-week curtail- 
ment of production following the Interior Department's order 
requiring bituminous coal mines to be certified as to safety. 
Although production had reached nearly 60 percent of normal 
by the end of iast week, it is estimated that about 17 to 
20 million tons of a normal month's output will be lost in 
April. Exporcs to Europe Guring Aprii will be approximately 
2.1 to 2.5 million tons as compared witn the basic alioca- 
tion of 2.6 miliion tons, for which export licenses were 
issued at 120 percent, or for 3-1 million tons. Marcn load- 
ings to ECO destinations totaled 2,291,800 tons. 





On April 3 the Interior Department issued an order which 
Closed indefinitely, until joint certification as to safety 
by mine managers and empaoyee commivtees , 518 mines found 
hazardous by Federal cozl mine inspectors; and directed that 
the residual category of some 2,000 govermment-held mines 
not resume production until each operating manager reviews 
safety conditions at nis mine and, after consulting Federal 
and State inspection reports and the union mine safety con- 
mittee, certifies that the mine is not unduly hazarcous. 

The April 12 order of the United Mine Workers of America (UMW) 
authorizing UMW district offices to grant permissicn for tne 
immediate opening of ali mines believed safe, is expected to 
open practically all minz3s except possibiy some of the 
criginal 518 "dangerous" pits closed by the government which 
have not yet been certified as safe, 
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UK_EXPECTED TO RECUEST UK officials have indicated that 
CQAB°- ALLOCATION SOON the UK wishes to import US coal as 

quickly as possible in order to 
start rebuilding stocks. It seems certain that the UK will 
place a request before ECO within the next 10 days fora 
third quarter allocation without specifying the US as the 
only source, indicating that the UK may envisage obtaining 
some coal from Poland and/or Germany. In response to indica- 
tions that the UK is anxious to obtain even small quantities 
of coal during the second quarter, Embassy London stressed 
the unlikelihood of any US availability in the second quar- 
ter as aliocations have aiready been made by ECO. An offi- 
cial of the National Coal Board is proceeding to Canada at 
once and thence to Washington, presumably to make preliminary 
procurement arrangements in anticipation that some US coal 
will be made available. 








The UK Ministry cf Fuel and Power has reported that 
various British firms are seeking to purchase coal in the US 
outsice of ECO allocations. In order to discourage these 
negotiations, it has asked Ambassador Douglas to make a pub- 
lic statement to the effect that ¢11 US coal exports are sub- 
ject to export license controls until June 30 and will be 
subject to control beyond that date if the authority for ex- 
port licensing is extended. We have authorized the Ambassador 
to make such a statement and to point out that export licenses 
are issued only to countries which have allocations. 
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SOCIALIZATION PROGRAMS DIFFER Socialization of German heavy 
IN ALL FOUR "ONES OF G@uMANyY incustry is proceeding at 
difterent speeds and in very 
different manners in the four separate zones. Both the 
British Government and the Germans have adopted socialization 
pregrams for the British zone. A large amount of socializa- 
tion has been achieved in the Soviet zone by various means. 
In the traditionally conservative US zone, a small measure 
of socialization has veen approved by popular referendum in 
Hesse. In the French zone, no socialization has taken place 
as yet though the French Military Government is sponsoring 
some degree of socialism. 





Socialization 
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Socialization Of German Incustry In British 7one Two 





separate programs looking towards the reorganization and 
socialization of German heavy incustry have been adopted in 
the British zone, one by the British and the other by local 
German authorities. In commenting on tne German and British 
plans, the US Political Adviser in Berlin notes that they 
are not in conflict and there exists a strong possibility 
that German and British plans are prearranged with consider- 
able cooperation toward a common goal. 


The British reorganization plan for Ruhr coal, iron and 
steel industries ostensibiy covers only the interim stage. 
Department representatives in Berlin believe, however, that 
the pattern for socialization being developed by the British 
will be permanent and that socialization has precedence over 
Ceconcentration and cecartelizaticn. In fact, the recently 
promulgated deconcentration law in the British zone Goes not 
epply to industries taken over by British Military Government 
auvhorities. The interim program provides fox the separation 
of the mining industry from the iron and steel industries. 
Twenty-five basic iron and steel plants wili be establisned 
by the North German Iron and Steel Control and so far four 
new firms have been established. Each firm is capitalized 
at RMN 100,000, obtained from the German state througn taxes, 
and ovnership of the capital is by five bearer shares, one 
for RM 96,000 and four for RM 1,000. The new firms lease 
property from the old combines and receive licenses for but 
do not acquire patents used by the old firms. The present 
developments indicate the British are interested in reorganiz- 
ing the firms along vertical lines to which most German in- 
dustrialists, desiring horizontal orgenizations, are opposed. 
The management of the 25 basic plants will be under the con- 
trol of a German trusteeship which has been appointed by and 
is responsible to the Nerthern German Iron and Steel Control, 
which, in turn, is compesed exclusively of British. The 
trusteeship is represented in the boards of directors of the 
four companies establisnedi to date, oy Heirrich Dinkelbacn, 
former economic organizer of the Vereinigtestahlwerke. 


The German coal industry in the British zone is organized 
in the same manner as the former RWKS (Rneinisch-‘vest 
Falisches-Kolen-Syndikat) and, in the opinion of our political 
advisers, amounts to a super-cartel under the supervision of 
tne British North German Coal Control. 


The German progzam for socialization in the British 
zone is outiined in the resolutions of the appointed Landtag 
of Land North Rhine-‘,estphalia. The resolutions which were 
introducecé by the Christian Democratic Party were apparently 
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derived from the so-called distributive or pluralistic 
socialism. They will eventually be submitted to the Landtag 
to be elected on April 20. If they are passed as law by the 
new Landtag, they must tnen be approved by the new British 
Commissioner. The resolutions may be summarized as folilows: 


1) Mining, iron and steel and chemical industries must 
be decartelized. Coal administration is to be separated 
from iron administration unless decisive economic reasons 
rule to the contrary. Economic structures of mining indus- 
try are to be no larger than units capable of producing five 
million tons annualiy. New units are to remain competitive 
domestically as well as internationally. The existing mam- 
moth economic units in the industry are to be dissolved and 
participations not connected organically with iron producing 
industries are to be eliminated. Ail chemical industries and 
IG Farben, in particular, are to be decentralized and the 
non-chemical participations of IG are to be made independent 
of chemical concerns. 


2) Procedure for deconcentrating key industries calls 
for conversion of mining, iron and steei, chemical and 
monopoly-like industries to communal ownership. Though 
private capital may participate, predominance must lie with 
public interests, inciuding Laender, districts, district 
unions anc workers and trade unions. No one public interest, 
however, would be allowed to possess a majority of the votes 
in general meetings, no private stockholders may directly or 
indirectly control more than 10 percent, and no shareholder 
of non-private capital more than 15 percent of the votes at 
a general meeting. In cases where state ownership seems ad- 
visable the management is to be transferred to the state 
organization rather than the state. 


3) Tne relationship between the workers and employers 
is to be further socialized. 


4) The German eccuomy is to be planned and regulated. 


5) The Cabinet of Land North Rhine-Westphalia is re- 
quested to investigate iimmediately the ownership of coal, 
iron, steel and chemical industries. 


6) All tnese preceding resolutions are to be carried 
out only by Germans in a democratic manner. Until Germany 
is unified the Landtag of the North Rhine-Westpnalia should 
have the right to decide these matters. 
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Sccialization In The Soviet Zone Socialization began 

zone. During the fall of 1945 the Soviet 
Military Authority (SMA) and the individual Leencer and 
Provinces began tc sequester or confiscate the property of 
"Nazis, war criminels, war profiteers ané absentee owners." 
This meant. practically all important business property in 
the zone and a lot of smaller enterprises as well. The 
transfer of legal ovmership to publi¢ enterprises began in 
Land Saxony in June 1946 when a plebiscite was held on hand- 
ing ovc> about 1700 enterprises to the state, communes and 
semi-public institutions, returning about 2,300 smaller ones 
to their previous ovmers and ieaving the 600 largest enter- 
prises under the control of the Soviet Military Authority. 
Through every means of propaganda, pressure and terror a 
large majority was gained in a plebiscite held on these pro- 
posals, The appointed sovernments in tne other Laender and 
Provinces. apparently feeling this was enougn, passed laws 
in the s-me sense witnout plebiscites. 


The administration and ccntrol of the socialized enter- 
prises in Saxony are being centralized into the hands of a 
state Dureaucracy. The pian adopted with Soviet approval 
called for 65 industrial administrations under which 1001 
state enterprises are grovned. The industrial administra- 
tions are cperated iniepeniently and are financially seif- 
sufficient. Each industrial administrsetion is reported to 
be led by a directorate composed of a commercial, technical 
and personnel director, each of whom is to be appointed pro- 
visionaliy for three montns, after which contracts are to be 
signed by them and the Land Government. An administrative 
council composed of works council representatives from the 
branch plants end the directorate will cooperete in forming 
the financial and production plans and will have the right 
to demand information avout the preduction program. 


The Thuringian Government passed a lav in September 1946 
which decentralized management move than in the Land and 
Province Saxony. Less centralized than the state-owned enter- 
orises are tiose oymed by the communes aid by autonomous 
organizations, inciuding the cooperatives. While tnese 
Organizations are subjest to the industrial and agricultural 
plans of the SMA and tne seperate Leaender and Provinces 
there seems to be no control of their administretion beyond 
this point. Over tne various types of socialist adininistra- 
tions in the Soviet sone there exists an all-inclusive plan- 
ning sys*tom which covers tne entire economy, public and 
private. Beginning in 1945 the plans were drawn up by the 


Land 
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Land, Provincia 1 and Zonal German economic enc agricultural 
agencies accorcing to specificetions of the SMA. The first 
priority in these plans was revaretion deliveries to the 
USSR, and it is sakanated that at least half of the present 
industriel procuction in the Soviet zone is taken by the 
Soviets. 


Socialization tn The American Zone Although this 
government has not yet edopt ea any definitive policy with 
regard to socialization in our zone, our position is being 
worked cut in the Department and we expect to present cer- 
tein pro posals to SWNCC snortly. It has been the consistent 
policy of Military Government, nowever, to leave the eventual 
Cetcrmination on the queszion "of socieiizeation to the 
electoratc. In Land Hesse, socialism has gone further than 
elsewhere in the western zones. In the Hessian constitution 
it is provided that mines and works engaged in the produc- 
tion of iron and stecl, power producing and distributirg in- 
dustry and rail gy ag shail be transferred to community 
property, end that tne large banks and insurance uncertakings 
shall be piaced under stete administration or supervision. 
The constitution also provides tnat trade unions and the 
representatives of the enterprises shall have equal repre- 
sentation in state entities carrying out social.and economic 
functions. 








Socialization in, thet frencn Zone In the French zone, 
in which the Chri.ctean Democratic Party has a majority, 
Military Coverumerc ard tne trade unions nave taken the 
initiative in ercauvaging Socialism. As yet, uone has taken 
place. Ia August, the French statec that they intended to 
turn over te tue worrers a numer cf Nati euteverises. It 
is anticipated that chese firs ws é meds eitner into 
producers’ cooperatives o> Limited itadiluty ¢ 


S_AVIATION MISSIGCN fFoliowing Ambassador Messersmith's suc- 
9 Go _Tu ARGENTINA cess in setting the stage for an air 
transport agreement cn tne principies 
¢stablished and maintained by the US since Bermuda, a special 
aviation mission is ieaving for Buenos Aires this week. The 
Mission is to be headed by James M. Landis, Chairman of the 


CAB, who is being accorded the personai renk of Minister. 


oie 


President 
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President Peron. appears anxious that agreement be 
reached before the Montreal Assembly of ICAO so there will 
be umanimity of views among the Americas on air transport 
principles. Apparently there is a reversal of-the previous 
restrictive Argentine policy which prevented conclusion of 
en agreement with the aviation delegation sent to Washington 
last fall. (See page 13, October 7, 1946 issue of Current 
‘ Economic Developments.) ane 





We, too, are anxious to complete an Argentine agreement 
at the earliest possible date, believing that its consumma- 
tion would break the remaining log jam in aviation agreements 
in Latin Americe as the Bermuda Agreement did in Europe and 
the Near East. If. agreement is reached with Argentina, it 
is likely that Chile, Bolivia, Columbia, Venezuela and Mexico 
‘would fall in line and it might be possible to sign a number 
of these countries before the ICAO Assembly. In that event 
our pattern of Bermuda-type bilateral agreements would be so 
extensive anc so greatly strengthened that it is believed 
meny of the difficulties involved in the multilateral ap- 
proech under consideration at Montreal would be solved. 


CHILEAN MISSION DISCUSSES & Chilean economic mission, 
ECONOMIC MATTERS IN WASHINGTON headed by Guillermo del 
Pedregal, arrived in “lashing- 
ton last week to confer with Department officials on various 
economic matters of mutual interest. In addition to discuss- 
ing economic matters between the two governments, the mis- 
Sion plens to talk with representatives of the International 
Bank anc Func and private business and financial groups con- 
cerning private investments in Chile which the mission be- 
lieves will be safe and profitable. The Chileans are said 
to be particulerly interested in discussing the formation by 
the Chilean Government of a copper sales corporation. 








gt present Chile has before the International Bank an 
appii¢ation for a $40 millicn credit to finance specific 


- projects for the development of elcctric power plants, forest 


industries, railway electrification, urban transportation 
and port mechanization. 
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A MENT REACHED ON JAP LEVEL-0 -INDUSTRY; Agreement has 
TO GO AHEAD WITH REPARATION x#MOVALS been reached 





reconciling the 
Strike and Pauley positions and fixing the final Japanese 
level-of-industry at about the level recommended for the in- 
terim removals program. Meanwhile, our representative has 
informed FEC that we are authorizing SCAP to proceed with 
reparation removals under tne Advance Transfer Program, which 
has been under consideration by the FEC since February. (See 
page 14, February 17, 1947 issue and page 10, March 3, 1947 
issue of Current Economic Developments.) During FEC discus- 
sions, US policy was concurred in by a majority of the mem- 
bers. The Soviets, however, proposed changing the recommenda- 
tions, which provided for advance transfers to China, the 
Philippines, Britain and the Netherlands for relief and 
reconstruction purposes in the Far East, to provide for in- 
creased removals with the Soviets receiving 5 or more percent. 





Jgapanese Level-Of-Industry Program Under the final 
level-of-industry program, blast furnace capacity in excess 
of 2 million metric tons of metal per year, steel ingot 
capacity in excess of 3.5 million metric tons per year and 
steel shape capacity in excess of 2.65 million metric tons 
per year will be made available for claim. Refining capacity 
in excess of 40,000 barrels of crude oil per day as well as 
storage facilities in excess of 10 million barrels will be 
made available for claim. No favilities will be removed 
which are necessary to produce cemicals required to achieve 
essential production of fertilizcrs in Japan. Insofar as 
this general rule is not viclated, there will be made avail- 
able for claim as reparation all capacity in excess of: 

1) 30,000 metric tons of nitric acid by the oxidation of 
ammonie; 2) 3.5 million tons of sulphuric acids; 3) 500,000 
metric tons of soda ash, including integrated facilities 
necessary to produce 200,000 tons of caustic soda from soda 
ash; and 4) 82,500 tons of caustic soda from electrolytic 
plants and 75,000 tons of chlorine. 





. » Merchant shipping in excess of 2 million gross tons 
will be made available for claim. However, all vessels of 
more than 3,000 light displacement tons each, or with a 
maximum speed in excess of 15 knots, will be made available. 
Shipbuilding and repair facilities over the capacity needed 
to produce 150,000 gross tons of new shipping annually and 
to service a merchant fleet of 3 million gross tons will be 
made available for claim, subject to the following limita- 
tions: all facilities for building vessels over 3,000 light 
displacement tons each will be included in the facilities 
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made available for removal and immovable installations in 
yards-made available for claim will be destroyed. In addi- 
tion two.20,000 ton drydocks will be retained for purposes 
of - ‘servicing world shipping seme. 


Other restrictions inc] ude the prohibition of any syn- 
thetic rubber or oil production. All equipment termed as 
"primary war facilities or combat equipment end-products 
which has not aiready been destroyed or scrapped under exist- 
ing policy will be made available for claim except those 
facilities which have been producing consumer goods which, 

‘ in the judgment of SCAP, are needed to meet peacetime needs 
- Of Japan. | 





AIR COORDINATING COMMITTEE CONSIDERS The Air Coordinating 

. US CIVIL AVIATION POLICY FOR JAPAN Committee is expected 
to approve this week 

a proposed statement of US policy on civil aviation in Japan 
which covers the period of occupation. This statement will 
be referred to FEC for approvel and transmittal to SCAP as a 
directive. The inaxguration of services by Northwest and 
PANAM over their certificated routes to and through Japan is 
dependent upon a directive going to SCAP from FEC. (See 
page 13, November 12, 1946 issue of Current Economic Develop- 
ments.) 








Patterned closely after our policy on German civil avia- 
tion (see page 1, March 17, 1947 issue of Current Economic 
Developments), the basic intent is to prevent Japan from 
ever again becoming a threat to world peace through the re- 
surgence of a military aviation potential. At the same time 
it is desirable to permit such minimum civil air services as 
may be essential to the economic revival of Japan and Eastern 
Asia. The limited program envisaged, to the extent it is not 
self-supporting, should eventually be charged against the 
Japanese economy. ) 7 





Japanese Participation in hviation Activities The pro- 
posed statement provides that ge. oanese nationals should not 
be permitted to engage in fligh* operations during the period 
of occupation. However, SCAP mey authorize civil air car- 
riers to utilize Japanese nationals in connection with the 
maintenance and operation of aviation ground facilities and 
services provided that no Japanese national may be employed 
in any aviation related activity until both the job and the 
person to be used therein have been specifically approved by 
SCAP from a security standpoint. 

internal 
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Internal Air Transport Service In view of political 
and “security considerations, the proposed statement regards 
it as undesirable at this time to develop within Japan any 
separate air transport enterprise operated by Japanese or by 
non-Japanese. The development of Japanese airports, naviga- 
tional and radio communication srstems, and other aviation 
facilities, which might pass as 2 legacy to the Japanese at 
the ciose of occupation, must be restricted to the minimum 
required for safe and efficient operation of such air trans- 
port services as azte deemed essential. 





international Service To And Through Japan The proposed 
statement recognized that international commerce necessitates 
the opening of air routes across Japan in view of her geo- 
graphic position and economic importance. Permission to 
international ciiiines to establish these through-services 
should be related as far as is practicable to the needs of 
international trade and commerce, convenience of long-haul 
operations, and existence of adequate facilities. 





a) By airlines of occupying powers: Civil air carriers 
of nations participating in the occupation of Japan should 
be permitted by SC&P, on a non-discriminatory basis, to 
operate and carry passengers, cargo and mail into, through 
and away from Japan over routes which they have been specific- 
ally authorized to fly by their respective governments. SCAP 


May authorize such airlines to carry traffic between points 
within Japan which lie on their international routes when 


such carriage would be consistent with the objectives of the 
occupation. 


-b) By airlines of non--occupying powers: Duly author- 
ized.civil air carriers of other UN member states should be 
permitted by SCAP, on a non-discriminatory basis, to transit 
Japan and to make technical sto;s therein en route to other 
countries when such transit and stops are necessary for effi- 


-Chent and direct route operation. The right to a technical 


| granted on this basis may be expanded upon request to 
inelude the right to pick up and discharge international 
traffic, insofar as this is in accord with occupational ob- 
jectives and civil aviation agreements. An airline or air-~- 
lines of any UN member state may be permitted to operate 
between the territory of such state and a terminal point in 
Japan if such operation would benefit the economy of the 
state concerned and would be consistent with the objectives 


of the occupation. 





DECLASSIFIED FOR PUBLICA !ON IN 
rWIN F 
RELATIONS OF THE UNITED TES on 











Sacre: BEST COPY AVAILABLE 
«30 « 


Administrative Transport For Occupational Needs Minimum 
internal and external service, additional to that provided 
by the international civil routes, and which in the opinion 
of the occupation authorities is required for the purposes 
of the occupation, should be operated only by military air - 
transport. or by civil carriers. under contract to the occupa- 
tion authorities. When the necd for this. service terminates, 
the installations required tq maintain it should be with- 
drarm, if such action is then regarded as feasible and desir- 
able, to preclude their availability for use by. the Japarcse. 





Aviation Focilities SCAP <':.uld control and supervise 
the installetion, maintenance an. operation of all-.aviation 
facilities utilized by civil air carriers, in accordance 
with PICAO standards. Any use by civil air carriers of 
facilitics provided by the occupation forces or by other 
carriers should be subject to appropriate and non-discrimina- 
tory fees, payable in forcign exchange useful.for the pur- 
chase of imports for Japan, 





Technical Regulations Civil operations to, through and 
within Japan should be conducted within regulations estab-. 
lished, administered and enforced by SCAP and based on PICAO 
Standards, : 





SECRET 
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PICAO AIR TRAFFIC CONTROL Further standardization of air 
MaSTING IN PARIS APRIL 15 traffic control measures in the 
European-Mediterranean Kegion 
will: be discussed at the special PICAO Air Traffic Control 
Meeting which convenes in Paris on April 15. Basic objec- 
tives of the mecting are to speed up the implementation of 
ICAO stendards in air traffic control and to eliminate dif- 
ficultics thet. have been encountered in their application. 
These difficultics are due to t-~diness of certain European 
authorities in accepting the IC-v standards, and the techni- 
.cal controversies ever present in this field of rapid — 
technical development. Our representatives will support the 
. basic plen developed at the lest Paris meeting and will sug- 
gest that. the US provide technical advice to- states desiring 
- to put the plan into cffcect. (See page 5, December 2, 1946 
issue of Current Economic Developments.) 
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US VIEWS GIVEN ON POSSIBLE On instructions from the UK 
S -IRAN OIL AGREEMENT Foreign Office, British Embassy 
a representatives here recently 
requested our views with reference to the proposed establish- 
ment of an Iranian-Soviet oil company agreed to in principle 
in an exchange of notes of April 4, 194é between Iranian 
rime Minister Qavam and Soviet Ambassador Sadchikov. ~The 
agreement is subject to. ratification or rejection by the 
Iranian Legislature (Majlis), which will convene in a few 
weeks. The agreement, which covers concessions in five . 
northern provinces of Iran, provides that participation 
would be 51 percent by. the Soviet Government and: 49 percent 
by the Iranian Government during the first 25 years, and 
fifty-fifty during the next 25:years. A number of experts 
believe that there.are unexplored and wmexploited oil fields 
inside the USSR which are probably far more productive than 
those in northern Iran. Consequently, Soviet efforts to 
secure oil concessions apparently are motivated largely by 
political consicerations rather than the need for oil. 





There is a division of opinion in the UK Foreign Office 
as to whether-.the Majlis will ratify the agreement when-it | 
is presented anc approve the concession with safeguards in- 
tenced to protect the sovereignty of Iran or whether it will 
adopt the recommendation of the I-anian Ambassador to the US 
that the Majlis refrain from granting any further mineral 
concessions to foreign interests. ‘ie have informed the 
British that, while we feel we must disassociate ourselves 
completely from any pressure whatsoever on the Iranian 
Government either for or against their entering into any oil 
arrangement with the Soviets, we would support fully Iranian 
sovereignty in conformity with our obligations to the UN if, 
in this connection, the Iranian Government were subjected to 
pressures threatening Iranian independence. 


The President of Iranian Airways, Reza Afshar, recently 
informed Embassy Tehran that he plans to organize an Iranian 
corporation to exploit all Iranian oil resources outside the 
exdsting Anglo-Iranian 0il Company concession area. He ad- 
aneees tnat while he noped the company would be successful 

development of petroleum, his chief purpose was to de- 

feat Soviet attempts to obtain an oil concession in northern 
Iran. Iranian interests, expected *o subscribe some 60 mil- 
lion tomans (about $12 million), would own 51 percent of the 
corporation. Although the remaining 49 percent wouid osten- 
sibly be open to any foreign participation, the intention is 
to offer it to US investors only. The Embassy warned Afshar 
that he should in no way represent his project as having the 
approval of the US and reminded him that the US Goyernment 
felt that oil concessions in Iran came within the sole com- 
petence of the Iranian COVSSEMARS . 
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US REPLIES TO. FRENCH PROTESTS On April 10, we replied to 
ON’ BLDDLE BAST OLL ARRANGEMENTS French Government protests 
‘regarding certain aspects 
of: itiereenemenns recently entered into by US petroieum 
companies in the Middle East. {See page 12, March 17, 1947 
‘issue of Current: Economic Developments.) We stated that we 
believe the unde undertakings involved in these arrangements of 
1» US participants in the Iraq Petroleum Company (IPC), in 
which US. and French. companies each have a 23-3/4 interest, 
.-will not retard the development of petroleum resources of 
areas held under concession by IPC, as feared by tne French. 
We: expressed the hope that negotiations which are now in . 
progress in London among the par zicipants in IPC will be 
satisfactorily concluded so that French requirements will be 
met. We informed the French that we consider the IPC Group 
Agreement of 1928, which the French claim has been violated 
by the US companies, a private contract and that we are un- 
able to accept the French view that the US, because of 
governmental negotiations which preceded the conclusion of 
the Agreement, is morally obligated to cause the Agreement. 
to be respected. Although we have taken no position as to. 
the validity of the Agreement, we feel that its restrictive 
clauses are incompatible with our economic foreign policy ~— 
and that if a new or a reaffirmed Group Agreement containing 
the restrictive clauses were presented to us for considera- 
tion at this time, we would be compelled so to inform our 


nationals. 








US Subsidiary To Apply For Oil Exploration Permit In 
France Representatives of Standard Francaise des Petroles 
have informed Embassy Paris that the company will make a 
formal application for an oil exploration permit in France 
shortly. Since French companies have nad no success as yet 
in their drilling program, it is felt that this is an advan- 
tageous time for making application for a small concession. 
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SYRIA AND LEBANON JOIN Syria and Lebanon signed the Arti- 
WORLD BANK AND ¥UND cles of Agrecment of the International 

Bank and Fund on April 10 and 14, 
respectively, becoming the 43rd and 44th members of these 
organizations. .Syria's quota is $6,500,000 each for the Fund 
and Bank and Lebanon! s is $4,500, 000 for each organizetion. 





* * * 
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EXIMBANK APPROVES TWO On April 9 the Eximbank Board of 
MORE TURKISH CREDITS Directors approved two more applica- 
>t. Se tions under the $25 million credit 
eagmarked for Turkey. One from the- International General 
Etéctric Company is for participation by the Eximbank to the 
extent of $614,575 in financing the sale of turbo-generators 
and accessory equipment for the paper.mills at Izmit and the 
Malatya Textile Mills at Dermie, at a total cost:of $1,024,291. 
The other is from the Foster-heeler. Company for assistance 
in‘financing the sale of a steam boiler and accessory equip- 
_ Ment for the paper mills costing about $385,000. The Exim- 
pank is willing to participate ts the extent of $200,000. 
Both orders are covered: by contracts negotiated with the 
Sumer Benk Paper and Cellulose ahem, Delegation of: 
‘Turkey, a } Governaaes agency. | 














PREPARATIONS UNDER WAY FOR This week at Geneva theré is a 
WORLD PASSPORT CONFERENCE meeting of experts to prepare 
for a World Conference on Pass- 
ports and Frontier Formalities. The meeting is held at the 
dircction of ECOSOC and “1s for its aim simplifying and 


standardizing regulaticius in order to increase travel. 








Our position is thet universel abolition of the pass- 
port as a compulsory entrance requirement is not desirable 
at present, but thet bilateral or multilateral agreements to 
waive it should be explored. We favor the universal adoption 
of the "international type" passport, recommended by Confer- 
ences of 1920 and 1926, or an improved version such as is 
used by the US. This type of passport is designed’for quick 

and easy reference by examining officers, convenience to the 
holder, and maximum protection against forgery. The pass- 
port should be valid for all countries and for a minimum 
perioc of two years. Passport fees should be reduced, exit 
visas climinated, entrance visa requirements eliminated by 
countries not having quantitative immigration restrictions, 
and visa procedure should be simplified and standardized. 
As an additional means of facilitating travel, we also favor 
rélaxing currency controls where feasible, providing ade- 
quate fecilities for the exchange of currency and protecting 
tourists from excessive exchange charges, and simplification 
and uniformity as far eas possible in the matter of inspec- 
tions for health, immigration, and customs, 


* Saad * 
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FRENCH PROPOSAL FOR MEETING TO: CONSIDER VARITIME The Frenetr 
ORGANIZATION APPEARS CONTRARY TO. ScOSOC PROCEDURE Goverment 
has pro- 
posed a meeting of the Provisioyal Maritime Consultative 
Council to be held in Paris on ?ny 16. The purpose of the 
meeting would be to prepare a reyort, for submission to the _ 
international conference to be called by UN, of the views of 
the participating countries on the permanent inter-govern- 
mental maritime organization. A note from the French Embassy 
on March 26 recuests US views on the principles involved in 
convening the meeting and concerning the agenda. We have re- 
plied that we are willing to participate in a meeting for the 
discussion of maritime matters, but we hope that the subject 
of inter-governmental maritime organization will not be on 

the agenda. ‘/e believe discussion of that subject probably 
would be construed as a departure from the procedure requested 
by ECOSOC at its fourth session where it was voted to request 
the Secretary-General to convene a conference of interested 
governments to consider the establishment of an inter- 
governmental maritime organization using the draft convention 
prepared by the UMCC as the pasis for discussion. ECOSOC 
specified that all UN members and Albania, Austria, Bulgaria, 
Eire, Finland, Hungary, Italy, Portugal, Rumania, Switzerland, 
Trans Jordan and Yemen be invited to participate in the con- 
ference and to submit advance comments on specific articles 

ef the draft convention or desired amendments. 








The French note contemplates that the Paris conference 
will provide, prior to the’ meeting sponsored by UN, an ex- 
change of views and positions among the nations concerning 
the permanent organization, although the list of governments 
to be invited to Paris includes some which have not adhered 
to the Provisional Maritime Consultative Council Agreement 
and excludes others which will be invited to the UN sponsored 
conference. The French plan to invite representatives of 
Australia, Belgium, Brazil, Canada, Chile, Denmark, Greece, 
India, New Zealand, Norway, the Netherlands, Poland, Sweden, 
South Africa, the US, UK, USSR and Yugoslavia. ECOSOC has 
not requested the Provisional Council to give further study 
to the UMCC draft convention or to make further recommenda- 
tions on any of the questions involved before the date of 
the conference, tentatively planned for some time this Fall. 
(See page 19, November 4, 1946 issue of Current Economic 
Developments.) 
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US TO PROPOSE AMENDVYENT TO EXPEL In view of the UN resolu- 
SPEIN FROM MEMBSRSHIP IN ICAO tion of December 12 that 

Spain be debarred from 
membership in activities or organizations associated with UN, 
whether political or technical in nature, the US delegation 
to the First ICSO Assembly in Ma: will sponsor an amendment 
to the Convention to expei Spain from membership. We shall 
urge thet our text be substituted for that of the PICAO 
Council amendment, which we are convinced does not legally 
satisfy the GA resolution, since it permits suspension of 
Spain as an alternative to exclusion. Our Missions in coun- 
tries which are members of PICAO are instructed to urge that 
representatives from those countries to the ICAO Assembly be 
prepared to support our amendment. It will be pointed out 
that we have reversed our view on Spain's membership in view 
of the UN stand. We had previously been of the opinion that 
the bar to Spanish membership in UN did not apply to Spenish 
participation in specialized agencies dealing with technical 
anc non-political matters such as international civil avia- 
tion. 
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This weekly publication is designed to highlight developments in the eco- 
nomic divisions of the Department of State, and to indicate the economic prob- 
lems which are currently receiving attention in the Department. It is suggested 
that copies be retained on file, as reference will sometimes be made to previously 
reported items to avoid repetition. 


Document Security Instructions 


This document should be treated in accordance with current instructions 
regarding security measures for SECRET material. Extreme care should be ex- 
ercised to avoid public or private discussion of the information herein with or in 
the presence or hearing of any person not authorized to have knowledge thereof. 
For general purposes all Foreign Service Officers and other responsible economic 
Officers are authorized to have knowledge of the contents of this document, 
responsibility for the safekeeping of which will be assumed by each recipient 
thereof. It may be retained in protected files or, at the discretion of the recipient 
destroyed by burning. If not personally disposed of by the recipient, he will 
assure himself that it is burned in the manner prescribed for SECRET material. 
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vS OUT FOELER During the past few weeks various 
Chinese Government officials have 
inquiz ead of representatives of 
Embassy Nanking concerning the advisability of formally re- 
questing financial aid from tne US. Altnougnh arrangements 
have been completed whereby the Netional City Bank of New 
York will credit $40 million to tne Central Bank of China to 
finance shipments of raw zs .tton from the US to cotton mills 
in China (see page 3, Marcn 31, 1947 issue of Current Economic 
Levetonrents), the Chinese are of the opinion that additional 
foreign assistance is necessary to meet China's cotton import 
requirements for 1547. 








Fmbassy Nanking has assessed China's current eccnomic- 
financial situation anc believes that there has been no basic 
Change in tne unfavorable economic picture, While the for- 
elen excnange pcsition snows temporary improvement, tie 
fiscai situation continues to deteriorate accompanied by 
pressure on tue price structure. The Embassy attributes the 
temporary amprovemeny in the foreign exchange position. to 
tne initial effect cf tne emerg ency economic regulations 
introduced in February. Howeve: >. the Embassy believes that 


tausse improvements may be only temporary in nature and will) 
diminish es the efferztiveness of the exchange acjustment 

wears off, bringing witn it a decline in exports, and a possi- 
ble loss of exchange necessitatec by essential imports. 
Embassy Nankine points out that up until very recently the 
prace structure nas remained fairly stable since February, 
but iateiy speculators ani business veople have been trying 

to see just how rigid the enforcement of these controls will 


be. 


After reviewing the situation outlined above, Embassy 
Nankinz is still of the opinion tnat a moderate cotton loan 
" Sudicicously timed and bqoenpEESes by stens by Chinese 
autnorities to mobilize Chinese private foreign excnange 
holdings” would aid consiveratly in controiling the mounting 


_— ese = = S 
NnOve aSSue, 


The Embassy aiso favors the allocation of post-"NRRA 
relier to China, belisving tnat she is in no positicn to as- 
Sume tne costs ci Caves’ relief on ary substantial scale, and 


that no wide reiief distrivuticn in Cnina with either in- 
Cigenous or imported suppiies can be auticipated this year 


In response to China's informal approaches to the Embassy 
regardin- the advisatility of requesting US assistance at 
tnis time, we are proposing that the Embassy suggest to the 


Chinese 
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Chinese the necessity of completing their government reorgani- 
zation, so often promised, before making a formal loan re- 
quest. wWe have cautioned the Embassy, however, to make clear 
that this suggestion is not to be interpreted by the Chinese 
as an automatic assurance of a favorable US response. 


ITALY EMPHASIZES DESPERATE Believing that the US is not 
FOREIGN EXCHANGE POSITION fully avare of the desperate 
foreign exchange shortage, 

Italian officials have announced that Lombardo, who will head 
the Italian economic mission to the US scheduled to arrive in 
May (see page 3, April 7, 1947 issue of Current Economic 
Developments;, plans to leave for Washington ahead of schedule 
in an effort to impress that fact on US officials. 








According to the Director Generali of Econcmic Affairs 
in the Italian Foreign Office, Italy will not have sufficient 
exchange to purchase the required grain and coal for June. 
The Director General of the Foreign Exchange Office stated 
that the basic foreign exchange problem arises from the pres- 
ent paralysis of trade relations with Germany and the Balkans. 
Loss of German, Rumanian anc Yugoslav markets for fruit and 
vegetables has meant the loss of means of payment for coal 
from Germany, and grain from the latter two countries. No 
adequate substitute markets exist for Italian fruits and 
vegetables. He further stated that Italy's foreign exchange 
position could not be stabilized in the foreseeable future 
until Europe is reintegrated into the economic unity which 
existed before the war. 


Some Italians are reported to believe that a loan re- 
guest to the USSR might convince the US of Italy's plight. 
However, the Embassy believes that it is not very likely that 
the Italians will seek Soviet assistance. According to 
Italian officials, the $100 million earmarked for Italy by 
the Eximbank is of littie use because cf the restrictions 
imposed by the Bank on these funds. 


Italians acquainted with the national scene have pre- 
dicted to Embassy Rome that very sharp discussions of the 
government's financiai program may take place during the 
Constituent Assembly meetings which were slated to begin on 
April iO. Generally, the feeling nas been that tne govern- 
ment has not proposed sufficiently strong measures to dominate 


the 
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the financial situation, but has let itself be led by the 
Communists. The Emhassy views the government program as 
adequate as far as it goes, but considers it only half a pro- 
gram for inflation control in its failure even to mention the 
question of further wage increases. Even if the alleged 
attempt of the government to secure the support of the labor 
confederation to continue the truce is successful, the 
Embassy points out the still remaining possibility that 
Communist-inspired agitation and strikes can force further 
increases, thus repeating the events of last July and August 
which not only created a new round of inflation, but also 
intensified strained relationships between the Communists 

and Christian Democrats. 


SECRET 


* * * 


RESTRICTED 


ITALIANS RECEIVE $25 MILLION On April 8 the Treasury made 
FRO?’ US ON LIRA ACCOUNT a third payment of $25 mil- 

lion to the Italian Government 
to cover lira expenditures of US armed forces for procure- 
ment in Italy. The first two payments, made in December and 
January, totaled $101 million. 


RESTRICTED 











* * « 
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US_AND UK AVIATION US-UK civil eviation discussions, 
DISCUSSIONS UNDER WAY originally scheduled to be held in 

London, have been under way this past 
week in Washington between Department and British Embassy 
officiels. Thus far they have touched upon UK views regard- 
ing the organization of civil evietion in Austria and Germany 
and aviation relations with the USSR and Sovict dominated 
states. 





The British propose the early formstion of a tripartite 
Austrian--UK-US air transport organization to be responsible 
for ground fecilitics and air transport operations within 
Austria. They consider the fcrmation of this tripartite com- 
pany should have priority over the negotiation of bilateral 
air trensport egreements with the Austrian Government in vicw 


of 


DECLASSIFIED FOR PUBLICATION IN FOREIGN 
RELATIONS OF THE UNITED STATES 

















SECRET BEST COPY AVAILABLE 


oa 


of recent evidence of Soviet interest in forming an Austrian- 
Soviet civil aviation company and of the need to assign 
responsibility for improvement and operation of ground 
facilities at Vienna. 


London has given careful consideration to our statement 
of policy on German civil aviation (see page 1, March 17, 1947 
issue of current Economic Developments) and is in general 
agreemen’: witn the basic objectives, The only major differ- 
ence concerns the necessity for establishing separate inter- 
nal air trensport services in Germeny. There being little 
prospect in the near future of any quadripartite orzganiza-- 
tion responsibie for civil aviation services and facilities 
in Germany, the British suggest the formation of an Anglc- 
American company to provide services and facilities in the 
US-UK zones. 





British authorities egree with tne recommendations of 
the Air Coordinating Committee concerning our future aviation 
policy toward the USSR and Sovict domineted states. (See. 
page 12, March 3, 1947 issue of Current Economic Developments. ) 
Although the British do not object in principie to inter- 
company link arrangements with tne Russian airline aAercfiot 
they emphasize that no governmentei confirmation should be 
given to such arrengements. They suggest that every effort 
be made to prevent the conclusion of inter--company link 
arrangements with Sovict influenced states. it was also sug- 
gested tnat there be full interchange of information tetween 
Washington and Loncéon regerding inter-carrier arrangements 
with Aeroflot and any civil avietion negotiations with Soviet 
infiuenced states. 
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NAC_BagADENS DOMZSTIC SURPLUS The Netionel Advisory 








CREDIT TERNS TO FOREIGN COUNTRIZS council on April i7 
amended its action of 

July 2, 1946 in order to permit War Assets Administration 
authorities grestcr latitude in fixing terms for credits to 
foreign governments wishing to buy domestic surpius. In its 
amended recommendation tne Council states that althougn the 
terms of WAA credits to foreign governments should, ii-sofar 
as practical, confcrm to the rates granted domestic buyers, 
WAA should give consideration to credit terms similar to those 
extended by the Eximbank on reconstruction and devclopment 
loans, except where the Surplus Froperty Act of i944 may otner- 
wise require. 
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Tne Council's action of July 2, 1946, permitting the 
sale of domestic surplus to foreign governrents, provided 
that the WAA should meintain uniform credit terms for all 
classes of domcstic surplus property se@les. This represcnicd 
a departure from NAC's general policy of moderete rates of 
interest by permitting extension of the periods of amortiza- 
tion for intergovernmental loans. The amendment was prompted 
by WAA reports that administretive difficulties created by 
tne Council's sarlicr action were hampcring the expeditious 
Cisposal of domestic surplus property. 


CONFIDENTIaL 


* * * 
RESTRICTED 


EXI}BANK APPROVES CREDITS The Eximbank recentiy approved 
TO_TURKEY AND FINLAND applications of three American 
firms calling for Eximbenk per- 
ticipation on a non-recourse besis in financing cxports to 
Turkey and Finland. The amount of these credits will be de- 
ducted from the €25 million and $5 million esrmarked respec- 
tively for Turkey and Finland. 








On April 16 the Eximbe2nk approved the Vulcan Iron Works' 
application for participation by the Bank in financing the 
Saiec.of 26 steem locomotives vaiued at $3,354, 000 to the 
Turkish State Railways. This is in addition to the 62 loco- 
motives nich are now being menufacturcd for Turkey by tne 
Vulcan Iron Works and fineneed in part by the Eximbank. 


In approving the appliceticn of tne Eimco Corporation 
which has a contrect with the Eti Benk, the Eximbank has 
agreed to participete to the extent of 75 percent of the cost 
in finsncing the sale to Turkey of 15 rocker shovels and 2ac- 
cessory equipment valued at $41,886. This equipment will be 
uscd to improve procuction in the Eregli Coal Mines east of 
istabul on the Bleck Sea coast. 


| 
| 
The Generei Motors Overseas Operation will receive Exin- 
bank assistance up to $1 million in financing th2 ssle to the 
Finnish Government of 615 Chevrclet trucks et ea total cost of 
$1,300,000. This credit is on a non-recourse basis, with the 
Bximbank purchasing from the exporter 3-1/2 percent notes of 
the Republic of Finiand representing 75 percent of the pur- 
chese price of the trucks. 


* * * 
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RUMANIA HEADING On April 5 the Rumanian Parliament 
TOWARD N-.TIONALIZATION passed a bill which reorganized the 

Ministry of National Economy incor- 
porating many of the severe restrictions of the industrial 
offices bill which has been pending before the Rumanian 
legislative council for some time. (See page 15, January 27, 
1947 issue of Current Economic Developments.) No time was 
given for study of the bill, which is reported to have been 
rushed through over the objections of Tatarescu's Liberal 
Deputies who abstained from voting. 











According to Mission Bucharest, this measure could 
eventuaily amount to nationalization if the government so 
desires, inasmuch as it implies that the government is to 
have control over every operation of any industry or commer- 
Clial enterprise whenever it so desires. 


The bill re-establishes the Ministry of Industry and 
Commerce anc provides for more effective coordination between 
bureaus of the Ministry. Within provisions of the existing 
laws, the following specific authority is granted: 1) to 
draw up and execute production pians, including the use and 
distribution of means of production, collection and distribu- 
tion or raw materials, control of tecnnical processes of 
manufacture, and any other industrial activity; 2) to draw 
up and execute plans for collection and cistribution of food 
and industrial supplies requirec for consumers, as well as 
to regulate rationing of such commodities; 3) to direct 
domestic and foreign trade; 4) to controi circulation of raw 
and semi-manufactured materials, food and industrial preducts; 
5) to fix prices, fees, salarics and profits; 6) to super- 
vise industrial and commercial investments or both private 
and government enterprises; and 7) to allocate credits in 
accordance with established economic poiicy. 


In the opinion of Mission Bucharest, all indications 
point to the conclusion that the Communists have launches an 
economic blitzkrieg following closeiy the pattern set in 
Yugoslavia and Bulgaria. Apparently the present haste in 
implementing the program is due largely to the US position 
on aid to Greece and Turkey, The Communist program envisages 
the Netional Bark as the only credit agency in tne country 
able to advance sizeable loans, which will be limited to 
Communist controlled interests. The Communists are said to 
anticipate victory for economic nationalization witnin a few 
weeks, and are attompting to accomplish it prior to the peace 
treaty ratificetions. 


Meanwhile 
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Meanwhile, inflation continues to reach new heights. 
On April 18 the National Bank began the issuance of lei notes 
in the denominetion of one million. According to most 
observers inflation is now out of hand and a situation similar 
to that expericnced in Hungary last year and in Germany after 
the last war is expected in the near future. 


The US Mission at Bucharest attributes tne imminent col- 
lapse of the currency to: 1) legislation calling for a 
sharp increase in wages, government salaries and prices; 2) 
shipment of gold to:'Switzerland; 3) indications of another 
crop failure: 4) sweeping powers granted the Communist con- 
trolled Ministry of National Economy; 5) increased budget 
proposals calling for greater taxation; and 6) the realiza- 
tion that signing the peace treaty will have no immediate 
beneficial effects on the Rumanian economy. 





DRAFT AGREEMENT PREPARED FOR RESOLUTION OF A draft agree- 
CONFLICTING CLAIMS TO GRRMAN EXTERNAL A: ASSETS ment has been 

prepared by 
the German External Assets Committee of IARA, meeting in 
Brussels, for the resolution of conflicting claims to German 
external assets. (See page 3, January 27, 1947 issue of 
Current Economic Developments.) The agreement drafted in 
Brussels has been referred to the member governments of IARA 
and it is contemplated that the committce studying intercus- 
todial problems will reconvene in May to consider the views 
of the various member governments and a final agreement 
which will be submitted to the IARA assembly and then to 
interested governments for their signature. 


a 

















The draft agreement provides that in cases where property 
situated within one country is owned by an enterprise wnich 
is organized under tne laws of a non-enemy country, and in 
which there exists a German interest of less than 50 percent 
and less than controlling, the property should be releascd 
unconditionally. In similar cases where the German interest 
is 50 percent or more or is controlling, the proverty shali 
be released but the country releasing it shaii be entitled 
to reimbursement in an amount representing that proportion of 
the value of the property in its territory corresponding to 
the percentage of the German interest in the enterprise. if 
the property is a production enterprise, or a substantial 
interest therein, and the property is German controlled, the 


country 
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country of location may retain the property within its juris- 
diction if it determines that retention of the property or an 
interest in the property is required by its national economic 
security. Where the property is retained in the interest of 
national economic security, the country is required to 
reicase its value, subject to reimbursement. 





In cases where property in a non-enemy country is owned 
by an enterprise organized under the laws of Germany and 
there is a non-enemy interest in the enterprise, the draft 
provides that the property shall be released to the extent of 
the non-enemy interest in the enterprise, if non-enemies 
directly or indirectly own 48 percent of more of the shares 
in or control the enterprise or directly own 25 percent or 
more of the shares in the enterprise. There is also a provi- 
sion similar to the one above, allowing the retention of the 
property where it is required by the national economic 
security of a country. 


The draft agreement also covers the disposition of 
securities, currency, negotiable instruments, bills of iading, 
warehouse receipts, and foreign currency accounts in which 
there is a German interest. Under the agreement, securities 
shall go to the country of issue and foreign currency ac- 
counts shall be divided fifty-fifty between the country where 
the account is maintained and the country where the account 
is covered. As regards decedents' estates and trusts in 
which there is a German interest, the draft provides that 
property in one country shall be reiecased to the country of 
domiciliary administration in the cese of a decedent's 
estate and to the country where the trust is being adminis- 
tered in the case of a trust, 


The Depertment is at present examining the draft agreec- 
ment along with the Treasury Department and the Department 
of Justice with a view to suggesting modificetions when the 
German External Assets. Committee reconvenes in May in 
Briieseis. 


* - 


jy. * * 
TURKISH 1 SAFEHAVEN NEGOTIATIONS US, .UK and French notes have 
TO OPEN SOMETIME IN MAY peen delivered to the Turkish 








Government regarding the 
opening of Safenaven negotiations. George W. Baker will repre- 
sent’ this government es speciai adviser for the negotiations; 
Francis McCombe the British; and the French have nct as yet 
announced who will represent France. It is now anticipated 
that the discussions will begin sometime in May. 


: * * * 
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DITIONAL SIGNATORIES ; Status Of IRO All steps 
ON PROBLEL'S REVIEWED possible are being taken 
a by the US to bring about 
the establishment of the International Refugee Organization 
by June 30. While 12 countries have signed the constitution, 
only the UK and New Zealand have signed unconditionally. It 
appears now that ratification is unlikely in the case of a 
few signatories, or will be made later than June 30. Our 
estimate of probable participants in the IRO constitution by 
that date includes Argentina, Belgium, Canada, the Dominican 
Republic, New Zealand, France, Iceland, Nerway, Panama, the- 
US and UK and posstbiy Australia, tne Netherlands end Lebanon, 
which wouid total 74.29 percent of the operational budget. 

To bring the organization into force 15 participants are 
necessary, with contributions totaling 75 pereent ef the 
operational budget. Wwe have again asked many of our missions 
to discuss tne IRO situation with the Foretgn Offices in 
their respective countries and to emphasise ‘She sapertenee 
the US places on the organization: ..;+ 








Preparatory Commission George L. Warren, US representa- 
tive on tie Preparatory Commission, will attend the second 
part of the first meeting of the Commissien, which wiil open 
at Lausanne, Switzerianc, May 1. .The firaté part.of the first 
session was held av Geneva in ¥ebruary (see page 7, March 17, 
1947 issue of Current 4eouomic Developmenss) . The second 
part is tc consijes prebiens relating so the TRO constitu- 
tion and the progran for tae first year, which is designed 
to assist approximately 850,000 refugees and displaced per- 
sons either to return to their native countries or to find 
new homes elsewhere. 


French Recruitment Of German Labor US and French dis- 
cussions in Paris on French recruitment of voluntary German 





Developments) have ended with no agreement on several basie 
issues. In view of these Cifferences, and odecause of relevant 





disc atans taking place at the Moscow CFM meeting, the dis- 
cussig@ms ended with the French presenting a memorandum to the 
US on April 2, giving their objections to our requirements, 


and 4m@icating a cesire to pursue negotiations on the basis 
of thet memorancéun in Paris or in Berlin at the earliest 
possibie date. 


The French are unwilling to give priority to recruit- 
ment of displaced persons, in accordance with our require- 
ment, but agree to carry out recruitment simultaneously among 
dispiaced persons and vilunteer Germans. While they agree 


that 
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that recruitment will be directed primarily to German unen- 
ployed, they want the right to recruit simultaneously among 
the employed, pointing out that France has particular need 
of skilled labor which is most seupiy to be found among per- 
sons currently employed. 


The French disagree strenuously with the US position on 
remittances. ‘Je beiieve, in view of tne fact that recruit- 
ment of workers causes loss of productive labor in Germany 
and throws on the German economy the burden of supporting 
dependents, it is necessary that proceeds of remittances by 
German workers in France be available to the German economy 
for the purpose of imports. Accordingly, remittances should 
be considered as a credit item in the German balance of pay- 
ments on current account and treated in the same manner as 
German export proceeds~-that is, snould be availabie to pay 
for current imports in accordance with the first-charge 
principle. We consider it a significant concession to France 
that we have suggested that the franc value of these remit- 
tances to German dependents in the US/UK zones be placed in 
a special acccunt and be available only for the purchase of 
imports, and should not be subject to any periodic clearing 
and settlement in convertible currency of outstanding 
balances between the bizonal area and France. 


The French maintain that our plan on remittances places 
too great an economic burden on them---that it will deflect 
to Germany French goods which would nave gone to otner coun- 
tries and produced the foreign exchange which is so badiy 
needed to service US loans to France. We recognize that our 
position will resuit in some financial burden to France, but 
believe that the value to France of German lebor considerably 
outweighs the cost of remittances, pius the expenditure of 
Germans in French economy. We believe that the dimensions 
of the cash remittance problem might be reduced either by 
Fyench agreement that dependents of optants be permitted to 
move to France, thus reducing the amount of remittences; or 
by-arrangements providing for remittances in the form of 
goods purchased out of earnings. 


After presenting tne memorandum to the US on German 
labor, the French delegation at Moscow approached the US and 
UK delegations and asked that consideration be given to mak- 
ing remittances in ways which would se costless to the French 
economy such as reparation or through expenditure in Germany 
of ciaims not extinguished by the Paris Reparation Act, such 
as reichsmarks received in Alsace-Lorraine conversion. 


The 
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The Department has pointed out to the US delegation 
that the French recruitment program is not the only demand 
for ‘German labor that will confront us. MIARA countries have 
indicated their desire to employ German labor for the pur- 
pose of re-establishing German plants transferred as repara- 
tion. ie have proposed that a suitable remittance procedure 
be set up for such labor and have rejected the position that 
German labor can be employed as a form of reparation. We 
also cannot accept the Frencean proposal on utilizing reichs- 
marks received in Aisacc-Lorraine conversion. To permit ) 
France to offset current obligations against prewar mark 
Claims wouid place French claims in a preferred position and 
violate tne principle of meeting current obligations before 
any paymentson old debts are made. 


DP_ Problem In Germany And nd Austria The War Department 
has advised occupation authorities in Germany and Austria 
that effective April 21 admittance should be refused to dis- 
placed persons camps in the US zones to all persons who are 
out-of-camp DPs on that dete, with exceptions made in spe- 
cific cases because of hardshin due to disease or inability 
to secure employment and inadequacy of local relief and 
processing for repatriation or resettlement. Moreover, per- 
sons entering either US zone after April 21 will be refused 
admittance into carps. Two years have clapsed since V-E day 
and we feel that ample time has elapsed for displaced persons 
to have established their status as suen. Furthermore, 
screening in tne camps has been completed and an orderly 
turnover to IRO is desired, 





Military authorities in both zones: have been advised 
they should take the necessary steps to advise agencies and 
parties that effective immediately military government will 
not make arrangements for billeting or feeding of displaced 
persons engaged in border-to-border transit through US zones 
of Germany and Austria anc will not assist in any way move- 
ments through US zones of any persons entering illegally. 


A concerted drive is now under way in Germany to locate 
and repatriate all ex-enemy nationals as soon as possible. 


USFA has cabled its concern over the problem of Jewish 
refugees in Austria without resources who hope to proceed to 
some ultimate destinetion, preferably Palestine. UNRRA and 
the Austrian Government refused to accept responsibility for 
their feeding and maintenance and military government has 
been caring for them. Witn the civilian supply program ter- 
minating June 30 there is no wey for USFA to provide for 
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refugees. Moreover, the Jewish refugees will be: unable 
t Austrien ration cards since they are in that count} 
Ptegally. They 4re not included in the plan sent to IRO, * 
and the UK refuses to agree to the use of post-UNRRA relief 
for them. USFA urged that some’ plan be made for them and 
has suggested that they might be moved to Germany: where mii~' 
tary care would still be possfble. 





‘4° War hes cabled in reply to USFA's concern on’ osiniinen 
for displaced persons that IRO will take over before July 1 
and that the whole problem of displaced persons in Austria:: 
is to be reviewed this week by SWNCC. State is replying in 
addition that Jewish refugees are included under the IRO con- 
stitution and that UNRRA's failure to assist in Austria was 
due to lack of supplics rather than ineligibility. Also 
that US and UK policy, as stated in their draft of the 
Austrian treaty, is to heve Austria assume responsibility 
for protection of displaced ‘persons left on her territory ~' 
including Jewish refugees when the’ treaty come s into Sarena 


In Austrian discussions at CFM Moscow last _ no 
decision was reached on displeced persons. 





Work Procceds On DPs In Jtaly The plan os disposition 
.of Allied-held displaced persons in Italy, numbering about 
11,000, is to: 1) transfer all eligible to IGC on May 1 and 
-subsequently from IGC to IRO; 2) repatriate those willing to 
return; and 3) resettle in non-occupied sreas. US and UK 
policy is not to abandon any Allied or UK-held displaced per- 
sons in Italy. If action cannot be achieved for them all 
before AFHQ closes, it is estimated not over 1,000 may revert 
to each of the US and UK Governments from the Allicd-held 
group. If.resettlement or repatriation is not completed, it 
_May be necessary to transfer those the US is responsible for 
to the US zonc Germany, but this will be done only as a last 
resort. The British have decided to transfer UK-hcld dis- 
.Wll&ced persons (numbering about 21,000) to the UK and to the 
tish zone of Germany. The British have been somewhat 
hensive of the ability of IGC and IRO to protect the - 
placed persons in their custody in the face of probable 
‘Yugoslav demands for. surrender of some of them after the 
peace treety comes into effect, but we feel any demands for 
‘persons under international care end protection can be ade- 
-@uately handied by the Italian Government with the support 
‘of the US and UK. _.. : 
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Sovicts Cice-m Some DPs In Belgium The US, UK and Belgium 

have peceived notes from the Soviets stating they consider 
the Baltic displeced persons coming to Belgium to work in 
the mimes as Soviet citizens and subject to the Soviet-Belgian 
rn ee ener agreement. The Belgiens have indicated to us 

that they will not permit forced repatriation and have asked 
the opinion of British and American Ambassadors on this mat- 
ter. 





We have replied to the Soviets that only a small por- 
tion of the DPs going to Belgium from the US zone cre Baltic 
emigrés, and that the US does not consider nationals of 
Estonia, Latvia and Lithuania to be citizens of the Soviet 
Union and are therefore not covered by the Yalta Agreement. 
We have also told them that, in accordance with resolutions 
of UN, we are making every effort to encourage the voluntary 
return of all displeced persons, and that we also support 
later decisions of the UN, in adopting the constitution of 
IRO, that persons unwilling to return should be resettled in 
any other country in e position to receive vhem. 





Developments In Letin American Resettlement Undér 
agrcements which have been signed betwean IGC and the coun- 
tries concerned, resettlement processes are now under way 
for 1,000 families to go to Brazil; 5,000 families to 
Venezuelas 2,000 families to Chile "and 100 families to Bolivia. 


RECENT BILATERAL TRADE Soviet-Polish Agreement Although 
AGREEMENTS REVIEWED agreement reportedly has been 

reached in trade and economic dis- 
cussions between the Poles and the Soviets, a trade agreement 
has not yet been signed, apparently because neither country 
wants to commit itself definitely until results of the CFM 
meeting in Moscow are known. One of the principal articles 
of the proposed agreement provides that Polish coal deliveries 
to the USSR in 1947 under the Polish-Soviet reparation agree- 
ment will be reduced from 13 to 6-1/2 million metric tons. 
It is not yet: known whether either the 6-1/2 million ten re- 
duction or the 1946 delinquency of about 2-1/2 million tons 
will be canceled or merely deferred until next year. In addi- 
tion to the reparation coal, the agreement calls for one to 
two million tons of Polish coal to be sent to the USSR in ex- 
change for primary minerals and cotton. Embassy Moscow states 
thet the reduction of Polish coal deliveries to the USSR, 
which is equivalent to giving the Poles $50 million of foreign 
exchange, should make a substantial difference in Poland's 
foreign trade position. 
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By According to the Warsaw press, agreement has also- been 
raached on the following subjects: 1) a $28,855,000 gold | 
loan to Poland; 2) settlement of mutual financial obligations 
as of January 1, 1947 and determination of principles for 
financial accountings; 3) compensation for damage caused by 
the German occupation; 4) transfer to Poland of railway roll- 
ing stock from Soviet war bootys 5) transfer by the USSR to 
Poland of weapons and armaments on credit terms; 6) transfer 
of Poland's share of the German merchant marine by May 15, 
1947; 7) scientific technical cooperation in the field of 
industrial production; 8) alteration of the Katowice-Krakow- 
Prezmysl railway line to Central European guage by November 1, 
1947; and 9) repatriation to Poland of persons of Polish 
nationality. The UK Ambassador to Poland has expressed the 
belief that Poland has transferred to the Soviet Union owner- 
ship shares in Polish industry, particularly in the Silesian 
basin, in return for the loan. 


Rumanian-Soviet Trade Agreement On April 4, the Rumanian 
Parliament ratified the Soviet-Rumanian trade agreement. 
(See page 4, March 10, 1947 issue of Current Economic Develop- 


ments. ) 


This agreement is, in fact, a comprehensive economic 
arrangement which, through its secret addenda, gives the 
USSR a position which will enable it in a few years to con-. 
trol Rumania's natural resources and eventually its entire 
economic life. Included as addenda to the treaty are agree- 
ments providing for: 1) extension of most-favored-nation 
provisions to include undertakings of the contracting parties 
in third countries; 2) settlement of transit problems; 3) a 
new trade agreement which contains no firm agreement on the 
prices for Rumanian goods; 4) a separate agreement for the 
export of certain Rumanian goods in payment for certain 
"dividends, profits, interest and rent" accruing to the 
Soviet Union in Rumania; 5) the establishment of an Economic 
ea Comrission; 6) cession of lands to Sovrompetrol; 
Jj'Financial arrangements for Sovrompetrol; 8) operation of 
te joint Soviet-Rumanian companies in general; 9) reductidén 
of reparation; and 10) a credit of $10 million for the pur- 
chase of goods from the USSR. Mission Bucharest has sug- 
gested that the Department consider making representations 
egainst such formal pariiamentary action during the armistice 
period. 


UK-Soviet Trade Discussions A UK official.was scheduled 
to go to Moscow April 18 to discuss trade matters without 
concluding a formal agreement, Officials of both the UK 
Foreign Office and the Board of Trade anticipate that the 
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USSR will be able to make only token exports of foodstuffs 
and Beilding materials to the British. They said that 
neitHer government nor commercial credits are avzilable in 
any quantity to finance exports to the USSR and that the 
economic crisis in the UK will make it difficult to export 
the machinery desired by the Soviets. 








Other Developments It has been reported that the 
Spanish Government is contemplating the establishment at 
Geneva of a "commercial office," the object of which would 
be to establish and maintain contact with Soviet officials 
on commercial matters. According to press reports an agree- 
ment has been made providing for the exchange of manufactured 
and agricultural products between Czechoslovakia and the 
Soviet zone of Germany. Embassy Préha comments that, coming 
on the heels of the Czech-Polish treaty, this further indi- 
cates Czech determination to substitute other markets for 
the threatened strangulation of its export trade with the 
west, arising from the US military requirement that US dol- 
lars be paid for Czech transit traffic through Germany. A 
compensation trade agreement is reported to have been signed 
by Yugoslavia and the military government in the Soviet occu- 
pation zone in Germany. 


Polish Trade Negotiations On March 18 Sweden and Poland 
concluded negotiations for an agreement on trade and payments 
and an additicnal agreement regarding Swedish assistance in 
the reconstruction of the Polish economy in return for Polish 
coal exports. The trade agreement, which is to become effec- 
tive upon approval by the Riksdag and an exchange of notes, 
is to be in effect for one year. It provides for exports 
from Poland valued at 210 million kronor, including coal 
valued at 130 million. Swedish exports, which are estimated 
at 110 million kronor, include: horses, cattle, iron ore, 
medical and chemical products, communications equipment and 
other machinery. The additional agreement covers a period 
of four years and will enable Poland to place investment orders 
tovemane 360 million kronor on the Swedish market. Total 
cre@#vs granted by Sweden amount to 145.6 million kronor, in- 
clu@ifig the unused balance of the credit granted in 1945, 
the. prolongation of previously granted special credits, 15 
million direct new credits and 70 million in the form of 
state guarantees. Agreement has been reached regarding com- 
pensation for Swecisn property taken over by Poland and for 
Swedish losses sustained in nationalization. 





On 
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~«-fn March 12, Finland and Poland signed three agreements, 
including a payments agreement, an amendment of the trade 
agreement conciuded last. June, and an agreement for Finland 
to aid in Poland's reconstruction in compensation for coals 
The commodity quotas have been set for 15 months following 
April 1, during which time Finland will export 4,000 prefab- 
ricated houses, copper products, cellulose, fiber building 
plates and machine tools. Polish deliveries will consist of 
870,000 tons of coal and coke, 495;000 tons of which are in- 
cluded in the barter agreement. Finland will pay for the 


_remainder in free exchange. 


In the confcrence which took place between the Poles 
and the Czechs in March it was decided to begin discussions 
om economic questions soon even though political questions 
had not yet been settled, Plans for the resumption of ecc- 
nomic relations involve the supplying by Poland of coal, 
electric power and zinc in exchange for heavy machinery and 
port equipment, and the resumption of transit traffic across 
Poland from Czechoslovakia. 


UK Trade Negotiations The UK has recently completed 
negotiations with Finland and the Netherlands for trade for 
1947. The UK will secure timber and pit props from Finland, 
but apparently none of the wood pulp it requested, and will > 
export stecl products, among other articles. It is expected 
thet Dutch imports from the UK will total approximately 
£28 million and Dutch exports to the UK approximately 521 
million. -The Dutch are anxious to import iron and steel 
products, machinery and yarns. They will export vegetables, 
Cairy products, fruit, bacon, flowers and bulbs, and elec- 
trical equipment to the UK. The UK is conducting exploratory 
talks with Sweden concerning trade. Final talks which will 
take place later in the year are expected to be difficult 





since the Swedes apparently are trying to tie certain imports 


from the UK to specific exports from Sweden. The Swedes 


Wave assured the UK informally that new restrictions on im- 


pofts will not harm UK export trade to Sweden which is ex- 
pected to increase during the coming year. Anglo-Polish 
trade talks are being carried on in London. 


Yugoslav Agreements Concluded Yugoslavia has recently 
signed trade agreements with Bulgaria and Sweden. The. agree- 
ment with Bulgaria provides for the exchange of goods valued 
at 2 billion leva ($4 million) in 1947. Principal Yugoslav 
exports are to be various chemical products, copper sulphate, 
caustic soda, cigarette paper, agricultural implements and 





hemp. Bulgaria will export seeds, red pepper, tomato purec, 
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goat»and sheep skins, tobacco and earthenware. The agree- 
ment: with Sweden provices for Swedish deliveries totaling 
130 madlion crowns, chiefly heavy industrial equipment, 
during the next seven years. The quota lists for the first 
year provice for Swedish imports in the amount of 27 million 
kronor and exports in the amount of 10 million kronor. The 
trdde agreement provides for indemnification of Swedish con- 
cerns whose property in Yugoslavia has been nationalized or 
confiscated. An Albanian-Yugoslav Society for Import and 
Export has been organized, with the principal branch in 
Belgrade. 


Other European Negotiations Hungary is currently con- 
ducting commercial treaty negotiations with France. The 
scope of the agreement with France is to be enlarged, both 
as to the types and volume of goods to be exchanged. Finland 
and France signed a trade agreement in March, providing. for 
the export of goods valued at 1-1/2 billion frances from each 
country. 





argentine Negotiations Embassy Santiago reports that 
the possibility of Chilean ratification of the Argentine 
economic treaty is steadily diminishing. (See page 7, 
January 27, 1947 issue of Current Economic Developments.) 


In an "off the record" statement about the French- 
Argentine financial and commercial negotiations, a French 
official said that Argentina was making "outrageous" demands 
on France because of its strong position as a source of food 
and other products badly needed by France and because of the 
financial provisions extending a credit of 600 million pesos 
to France which would be very helpful to France in meeting 
its foreign exchange problem. He stated that two provisions 
demanded by the Argentines relating to insurance and shipping 
are in direct contravention of the principles of the pro- 
posed ITO.--Although the French wish to obtain inclusion of 
an "escape clause" in case of conflict with future inter- 
national agreements, they are not certain that Argentina 
wil§ agree. We have pointed out to the French that a treaty 
commitment by France tnat 50 percent of the French-Argentine 
trade be carried on Argentine vessels, even though an "escape 
clause" were written into the treaty, would be contrary: 1) to 
much of the work being done by the UN in connection with the 
proposed intergovernmental shipping organization, and 2) to 
the spirit of the promise made by the French Government to 
negotiate a commerce and navigation treaty with the US. Our 
shipping policy is known to be based upon national and most- 
favored-nation treatment, whichever is more favorable to 
foreign flag vessels. 
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‘weg The Anglo-Argentine trade agreement of 1936, which after 
everal extensions expired December 31, 1946, has now been 

extended indefinitely. The agreement, which is retroactively 

effective from January 1, 1947, may be terminated at sd 


time by either party. 


Other r_ Developments In Latin America Bolivia and Brazil 
recently signed a contract under which ‘Brazil will sell to 
Bolivia 5 million linear meters of cotton piece goods annually 
for six years. A Belgian commercial mission arrived in 
Bolivia March 13 to study Bolivian commerce and industry in 
order to increase trade between the two countries. However, 
a trade treaty is not contemplated. According to the Italian 
press, Italy and Uruguay have signed a commercial agreement, 
& payments agreement and an agreement for the unblocking of 
italian assets in Uruguay. The principal merchandise to be 
exported from Italy will be products of the mechanical in- 
dustry, while Uruguay will export mainly meat and wool. 








Colombia has established a new policy regarding its 
imports which is designed to reduce or eliminate speculation 
in import licenses. Import licenses will be issued to a 
total equivalent to 85 percent of estimated annual gold and 
exchange receipts divided into 12 monthly quotas to be dis- 
tributed on a percentage basis among various groups. Point- 
ing out that Mexico’s adverse balance of payments resulted 
from heavy importations of certain US goods classified as 
nonessential, the Mexican Minister of Foreign Affairs indi- 
cated to Ambassador Thurston that Mexico desires to limit 
such importations through higher duties. The nonessential 
goods referred to were automobiles, radios, refrigerators, 
wearing apparel, wool carpets, etc. A memorandum on this 
subject has been sent to the Mexican Embassy for presenta- 
tion to the Department. 


8 signed at Asuncion on September 12, 1946, became effec- 
ve April 9, 1947. 
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PORTER MISSION REPORTS ON The American Economic Mission to 
IMPLEMENTATION OF GREEK AID Greece headed by Paul Porter has 
prepared a report analyzing the 
factors contributing to the political, social and economic 
distress now besetting Greece and making specific recommenda- 
tions for establishing the Greek economy on a sound basis. 
The Department bas as yet taken no position with reference to 
the report, which is receiving stvdy in the various offices 
concerned and is being distributed to other government agencies. 
Although the report has just become available, the Department's. 
Greece-Turkey Assistance Committee has had the benefit of the 
advice of Mr. Porter and his staff, as well as that of Ambassador 
MacVeagh in its recent sessions devoted to the preparation of 
a series of policy papers:‘on the organization and administration 
of the Greek program. 








The report consists of three parts dealing with: 1) the 
amovnt of aid, 2) measures to be taken by Greece, and 3) admin- 
istration of the program, respectively, and a summary of find- 
ings. 


Tre two most important prerequisites to recovery, according 
to the findings of the Porter Mission, are internal pacification 
and resolution of the border disputes. T!e Mission is hopeful 
that the UN Commission which studied the border disputes will 
be able to recoxmend the means of eliminating at least a part 
of the problem. Of ecual importance is the necessity for 
opposing political elements interested in maintaining Greece's 
independence to resoive existing differences. 


In considering ways in which the principal economic dif- 
ficulties of the country can be met, the Mission has realized 
that the task involves placing on a self-sustaining basis an 
economy which has always been weak, The report points out that 
less than 20 percent ot Greece's total area of approximately 
50,000 square miles is arable. Industrial development, only 
beginning to become a significant factor in the late 1930's, 
was at best only a fraction as important to the economy as the 
country's primitive agriculture, Thus, despite foreign borrow- 
ing in the past, the standard of living for the vast majority 
of Greece's 7,500 ,000 populetion has been dangerously low. 


Foreign Assistance The Mission finds that substantial 
foreign assistance probably will be recuired during the next 
five years or until the burden of the military and public se- 
curity can be greatly reduced and essential reconstruction has 
been carried out. After the Greek fiscal year 1947-48, the amour 
of foreign aid required will be dependent, on the one hand, on 
the extent and speed to which this aid can be diverted from 
military to reconstruction needs and, on the other hand, to 
the extent Greece is able to rally its own resources to use 
effectively its foreign assistance, tn el 

n 
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In the judgment of the Mission, a minimum of $300 million 
. assistance is recuired for the period from April 
1947 to July 1948 in addition to UNRRA, post-UNRRA relief, and 
surplus property imports, Of prime importance for this period 
are the military expenditures estimated at: about $180 million, | 
of which about $150 million may be. necessary from outside 
SOUPrCeS. 


Reconstruction And Development Projects A program of re- 
construction ard development projects, estimated at about $335 
million for five vears, is determined by the Mission to be 

the second most important item. in the Greek economic recovery. 
The Mission believes that two additional major objectives will 

, be achieved if sufficient US aid is forthcoming to meet internal 
and external costs of the military arid. reconstruction program 
through June 30, 1948. Firstly, the balancing of the budget 

and secondly, providing Greece with consumer goods:in a sufficie: 
volume to offset the internal expenditures for the military and 
reconstruction programs, — bade | — 





Recommended Greek Measures Reiterating at various points 
the necessity for the Greek Government to mobilize its own 
resources in order that foreign aid can be effective, the . 

_ report names the segments of the economy in which self-help by 
the Greeks is imperative. The self-help recommendétions include 
the following measures: 1) increase revenues and reduce expendi- 
tures; 2) augment and conserve foreign exchange; 3) achieve 
government administrative reform; 4) benefit the economy as a 
whole through a program for the reconstruction and development 
of oublic works; direct controis over the economy, industry, 
agriculture and fishing. 








Administrztion of Program Part III of the report deals wit: 
the administration of the program and recommends the esta»lish- 
ment of an American Recovery Mission and outlines the extent of 
its powers. The report suggests tuat, in addition to the 
aocve mission, a number of American and other foreign technical 
experts be employed as individuals by the Greek Government in 

-government posts. The report also recommends the continuancc 
| le present Currency Committee, composed of Greek representa- 
ives, US and UK nationals employed by the Greek Government. 
Im @ddition to its established functions, the Currency Committee 
should be authorized to review all expenditures and to disapprove 
those not in conformity with the budget and to prescribe such 
regulations for banks and iending institutions as it may deen 
necessary to control speculation and to direct investment. 





A Foreign Trade Administration is prescribed. Responsi- 
bility for the planning and administration of the program of 
imports and exports,’ including licersing, should be centrelized 
under the Administrator, a foreign technician te be employed by 
the Greek Government. In addition, the Adminisfrator —— ‘ 
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‘ats 
ai p. the state organization responsible for distribution with- 
in Smmecountry of all government supplies. 


mpi, - 

“wlinakican Recovery Mission The report recommends that the 
permanent staff of the American Recovery Mission include about 
50 people headed by a single chief. The permanent staff should 
yo composed of specialists experienced in practical economics, 
finance, government administration, engineering, industry and 
agriculture, assisted by accountants, research assistaats, and 
Greek-speaking observers, clerical and translating persornel. 
In addition, the report recommends assistance by groups of 
experts to be sent to Greece for.limited periods for specific 

jobs as temporary members of the Mission. 


The report would delegate broad powers to the American 
Recovery Mission including participation in the development of 
revenue and expenditure policies, approval of the budget, assist- 
ance in the planning and execution of reconstruction projects, 
improvement of public administration, control of imports and the 
development of exports, control of foreign exchange, promotion 
of industrial and agricultural recovery, control of wages and 
prices, and programming the sale or other disposition of 
government purchased supplies. 


As a means of assuring optimum use of US aid, the report 
esks that tne fmerican Recovery Mission be empowered to stop or 
curtail financial aid whenever it becomes apparent that the 
conditions on which the aid was granted are not being lived up 
to. The report cautions, hovever, that this should be used only 
as en extreme measure. in addition, the report proposes that 
both the US and Greek Governments and peoples end the UN be 
kept informed of the progress of the program through quarterly 
reports and interim reports whenever the Mission sees the need 
for the latter. | 


The supervision of the funds extended by the US should be 
delegated to tne Mission, and disbursements should be made con- 
sistent with Congressional legislation, US executive policy, 
and. t e Agreement between the US end Greek Governments, 

i oe Xe : a 

> jon Of The Program The report emphasizes tne 

i eoordinating all phases of the Creek recovery program, 

Em taf Connection it suggests that although basic Mission 

policy.would be made in “ashington the Mission should have 

broad powers consistent with.Congressional legislation, and 

should coordinate its policies with the US Government in “ash- 

ington through a single official in the Department. This of- 

ficial, together with a suitable staff, should transmit policy 

to the Mission, review all expenditures made in the US, coordinat 

all.US Government authorities extending aid to Greece and furnish. 
" any other 
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afyfother assistance from the US to the Mission. The report 
states that coordination with the British and Greek armed 
forces should be effected through the military section of 
the Mission. In the Mission's relations as well as between 
militery and civilian progrems in Washington, the report 
calis for coordination among oll interested ‘agencies in all 
stages of development. 


Believing that the Americen Recovery Missicn and the 
Embassy in Athens should work closely together, the report 
recommends that the Mission should otrerate as a separate 
entity not responsible tc the Embassy. In this way, the re- 
port observes, the Anbassador is in a position to counsel 
the Mission and to report a td concerning it to tne 
US Government. 


Continuance Of Aid Whether or not assistence after 
June. 30, ~ 1948 should ne continued under American or UN 
auspices, the Forte: Mission is unable to forecest at this 
time. However, ile report states that a declaration of in- 
tentions to continue the program after the above date if it 
is necessary will do much «. buoy up confidence in the Greek 
people and make the severe economic measures more palataocle. 


SECRET 
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CUNFIDENTIAL 


US INVITES YUGOSLAVS TO NscoTIATs Culminating efforts of 
ALI OUTSTANTING FINANCIAL QUESTIONS several months to obtain 
Yugoslav consent to set- 
tlerent of outstanding claims, we invited the Yugoslav Govern- 
ment through a note to its Embassy on April 18 to begin nego- 
tiations in Washington on May 19 with a view to settlement of 
the question of Yugoslav property in the US as well as various 
US Government and private claims against the Yugoslav Government 
‘Yugoslav notes of Merch 27 and April 1 had suggested discus- 
of Yugoslav assets frozen in the US and early settlement 
f questions concerning American property in Yugoslavia. Since 
the Yugoslavs are apparently anxious to obtain control of their 
assets in the US, Embessy Belgrade strongly recommends that 
these assets be retained until full peyment is made on the 
basis of satisfactory settlement of our cleims. in this connec- 
- tion it is pointed out that other nations having cleims against 
Yugoslavia but. holding fewer of her assets have failed to make 
progress in settling their claims. The Yugoslav lend-lease ac- 
count was specified in our note of April 18 es one of our out- 
standing claims which might appropriately be settled during the 
negotiations. Total shipments of lend-lease goods to Yugoslavia 
amounted to $32 million. 
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WORLD BANK INDICATES FRENCH CREDIT; FINANCIAL Although no 
SITUATION, WHEAT AND COAL REQUIREMENTS REVIEWED couutract 

< has as yet 
been signed. the International Bank has indicated to the 
French that it is prepared to extend a credit of $250 mil- 
lion. Details of the agreement are still to be worked out 
and it may be several weeks before the contract is officially 


signed. 








The French original loan request was for $500 million 
and included a program for reconstruction and development in 
the basic industries, power, transportation anc communica- 
tions, buildinz industry and public works, and agriculture. 
Although the Bank indicated that it may discuss the remainder 
of the French request not before October 1, 1947, it made 
clear that no commitment regarding the second $259 million 
is thereby implied. High level discussions between US and 
French officials in Moscow revealed that the latter were dis- 
illusioned to learn that the International Bark was con- 
sidering only one--half of the amount of their request, and 
stated that, as a sovereign country, France was unabie to 
accept some of the conditions proposed for the loan. 


US Credits US credits to be made available in the near 
future to tne French are a War Assets Administration credit 
of $50 million for the purchase of surplus materials in the 
US, and a $50 million FLC credit for surplus property abroad. 
Previous financial aid to the French since V-J Day ror the 
civilian economy totals $1,976 million and includes: $55¢ 
million Eximbank credit to cover lend-lease requisitions not 
contracted before V-J Day; $650 million Eximbank reconstruc- 
tion credit; $56 million ship sales credit from the Maritime 
Commission; $300 million FLC surplus property credit; and 
$42C million lend-lease and war claims settlement credit. 





Balance Of Payments Tne above credits, plus a possible 
Canadian credit of $50 million and the remaining $250 mil- 
lion International Bank credit, if and when it is granted, 
total $650 million. If these credits are made availabie be- 
fore.dune 30, 1948, the French estimate that the remaining 
uncovered deficit to be met by the same date will be $150 
million, or approximately $350 miliion by the eni of 1948. 
The total need for new foreign credits, over and above exist- 
ing credits, to acnieve the objectives of the Monnet Plan 
during the period 1947~50 amounts to $1,200 million, dis- 
tributed annuaily as follows: 1947, $550 million; 1948, 
$450 million; 1949, $200 million; 1950, none. 
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The above estimates are based upon figures prepared by 
the French in October 1946. Embassy Paris believes that de- 
velopments since that time have altered the balance of pay- 
ments situation. According to Embassy studies, the French 
estimates of foreign exchange for wheat, freight charges, 
and immigrant remittences are too low, while the amount 
anticipated from tourist trade is overestimated. The Embassy 
concludes from its subsequent estimates that France's un- 
covered deficit for 1947-48 may be in the neighborhood of 
$1.3 billion (instead of $1 billion indicated above), all of 
which will not necessarily have to be covered by foreign 
loans. Moreover, after preliminary exploration, the Embassy 
believes that the equilibrium position in France's balance 
of payments may not be reached by 1950 and that the overall 
investment program envisaged by the Monnet Plan may require 
a longer period of time than originally estimated by the 
French, 


Budget. Reduction In an attempt to reduce the budgetary 
deficit which aggravates the inflationary pressure now en- 
dangering France's economic stability, on April 23 the 
cabinet approved a 7 percent cut in the ordinary budget. 
This measure, in effect, will require a 14 percent cut since 
the budget for the first six months has already been voted 
and the economy measure covers a 7 percent cut for the en- 
tire year. According to Finance Minister Schuman the cut 
will aid him to raise credits for the extraordinary budget 
and enhance prospects of foreign credits, 





Grain The food situation is of increasing concern to 
the. French Government. It has steadily revised down collec- 
tion estimates of grain and has now indicsted that su >stan- 
tial shipments in addition to those now planned are needed 
to prevent the breakdown of distribution. The Cabinet 
recently decided to reduce the bread ration from 300 grams 
daily to 250 on May 1, with still further reductions possi- 
blé on June 1. Information received from our Embassy in 
Paris indicates that the poor collections of indigenous 
wheat are in part the consequence of excessive amounts Deing 


used for stock feeding. 


Because of the above difficulties, the US set the June 
export program for France higher than originall: planned, 
and added emergency allocations of 33,000 tons of flour and 
later 36,000 tons additional to its Aprii~May export? program. 
Consideration is being given to additional quantities being 
made available. Known shipments from all sources, plus US 
programs, through June 30, 1947 now total over 900,000 tons 
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as compared with the IEFC recommended total of 877,000 long 
tons for metropolitan France, necessitating consideration of 
a revision of the figure in ISFC where the French situation 
is under study. It is hoped that increase of shipments from 
otner scurces than the US will help to relieve the situation. 


Ccai Under the Monnet reconstruction plan, France re- 
quires 73 million tons of coal in 1947 of which about 18 to 
20 million tons will have to be imported. It is, however, 
unlikely that France will be able to import more than 13 to 
14 million tons from all sources during 1947 as a result of 
which French coal is likely to fall about 10 percent short 
of requirements. It has been estimated that the attainment 
of the 1947 goals of the Monnet Plan for industrial rehabilita- 
tion and exports will probably be retarded by one year as a 
result of the shortage of coal. ‘Vhile the understanding 
reached by the US, UK and France at Moscow fixes the level 
of German coal exports from the Saar, the Ruhr, and Aachen 
at stated levels of daily coal output in these areas, the 
benefit which will inure to France depends first upon the 
daily level of output actually attained in these areas, and, 
second, upon the share of German coal exports which will 
accrue to France under the determinations of ECO. hKecent 
reports indicate that the daily level of hard coal produc- 
tion in these three areas has reacned about 272,000 tons as 
compared with a daily output of about 480,000 tons in 1938. 
The sliding scale provided for in the understanding begins at 
280,000 tons of hard coal per day. At the 280,000 ton daily 
level of production, the agreement provides for a monthly 
export tonnage of about one million tons to ECO importing 
countries, excluding Austria. Based upon the pattern of dis- 
tribution which ECO has been using in past months, France 
would get, when German export availability to ECO reacned 
one miilion tons per month, about 20 percent of the German 
coal available to ECO, or about 300,000 tons per month. 
France was allocated a monthly average of 240,000 tons from 
German sources during the second quarter of 1947 when the 
German export availability to ECO comprised 2,531,000 tons 
for the quarter. 


* * * 


ORGANIZATION TO NEGOTIATE USSR Preparations are being made 
LEND-LEASE SETTLEMENT S&LECTED for the opening of negotia- 
tions within a few days with 
the USSR on lend-lease settlement matters. (See rege l, 
April 14, 1947 issue of Current Economic Developments.) In 
this connection the US main negotiating committee and the 
several working groups have been organized. 
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GERMAN BIZONAL OPERATICNS ONS TYDER EVIE"): General Clay has 
EXPORT AND PRODJCTION PROGRAM “LAGGING informed State and 





| War that the US 

and UK differences in approach to the whole German production 
and export program are very great, the British taking the 
position that capital funds available to the bizonal area 
Should be invested across the board, while Clay is convinced 
that the small funds available should be used to develop 
real export programs. Disagreement also arises in US and UK 
policy witn respect to the German administrative agencies, 
the British being intent upon establishing a powerful cen- 
ral German bureau to regiment the whole economy in much 
greater detail than we are willing to-acquiesce in. The 
conflicting US and UK points of view have come to a head at 
the same time that we have emphasized to OMGUS that due to 
the increasing difficulties anticipated in obtaining funds 
for Germany, there is an increasing need for aggressive im- 
plementation of the —e program for achievement of a 
self-sustaining economy 


US--UK Taking Divergent Stands On Bizonal Export Program 
Differences regarding the use of capital funds, German ad- 
ministrative machinery to execute the program, and incentive 
pricing for exports have resulted in failure to achieve an 
agreed procedure in Berlin, with the prospect that the whole 
problem will be referred to a governmental level. Clay re- 
ports that he has taken the position that capital funds may 
be used only to finance directly such programs as are designed 
to bring in export proceeds and that investment designed to 
raise the generai level of the German economy must await 
profits from the exports. It is his understanding that the 
British would take all funds including capital funds and in- 
vest them indiscriminately in an attempt to raise the general 
level of the German economy, the argument being that then 
the exports would take care of themselves. Clay points out 
that both the Soviets and tne French have iilustrated that 
it is possible to extract substantial exports from the German 
economy and that without being so drastic we might apply our 
capital funds to develop real export programs. Adoption of 
the British suggestion, he believes, would result in fritter- 
ing away our capital without adequate return. The British 
also wish to establish a powerful centrai German administra- 
tive machinery which would call for extensive regimentation 
of the German economy. In Clay's opinion such administration 
could not be effective within the next two years due to lack 
of qualified personnel and other administrative resources. 

He has therefore felt tiat our combined program can succeed 
only if its execution is decentraiized and if controls are 
confined to the allocation of a few basic materiais. This 
fits in with our decentralization program which has already 
granted substantial powers to the Laender. pA 
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On the question of a conversion factor for the mark and 
the German price structure, the British have taken the posi- 
tion that the establishment of an exchange rate or system of 
rates is essential to permit German-exporters to talk prices 
with foreign buyers; that the exporter should not be restricted 
to the fixed internal price, but should receive the mark pay- 
ment equivalent to the best foreign exchange price he can 
obtain; and that the establishment of exchange rates cannot 
be isolated from price reform as adjustment of prices to 
cover production costs must be taken before the exchange 
rate is set. Clay has in general taken the position that 
fixing of exchange rates is difficult in the absence of 
financial reform and, while recognizing the necessity for 
prices internally being sufficient to cover production costs, 
he does not agree that German exporters should receive the 
external price converted into marks regardless of internal 
prices. He feels that approval of this pricing would result 
in strong inflationary pressures and he would not be prepared 
on this basis to accept responsibility for preventing infla- 

tion which could destroy any export program. With respect 
to our proposals on a conversion factor for the mark, the 
British wisn to set a lower figure than we have agreed upon. 
(See page 4, January 20, 1947 issue of Current Economic 
Developments. ) 








OMGUS Questioned On Export And Production Program We 
have pointed out the need for aggressive action in achieving 
the goal of self-sufficiency for the bizonai area in view of 
increasing difficulties in obtaining funds. We asked for 
information on the production and export plans in order ito 
reply to questions raised by Congress, other agencies and 
businessmen. In particular we have inquired to what extent 
‘the plans: 1) provide for satisfying the needs of European 
countries for products such as replacement and spare parts 
for industrial and agricultural equipment, coal mining sup- 
plies, lumber and others; 2) seek to maximize imports of 
essential materiais from non-dollar areas; 3) establish 
strict allocation of scarce raw materiais and fuel under 
careful Anglo-American supervision so as to maximize produc- 
tion for.export and confine industrial production for German 
use dim general to making German agriculture more self- 
sustdining, preventing transport bottienecks, maximizing 
coal’ output and providing incentives to workers in coal and 
export industries; 4) maintain the necessary coal exports to 
western European countries. We have pointed out the desir- 
ability of consulting with trade representatives of European 
countries in Germany on any tentative plan Defore final 
adoption in order to achieve mutually advantageous economic 
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relations between the bizonal area and the other countries 


and avoid developing excessive amounts of luxury goods pro- 
duction. Finally it was suggested that, pending the adoption 
of production and export plans for the bizonal area as a. 
whole, it was important to adopt and carry out ad hoc export 
pians for specific industries and conclude and carry out all 
feasivie processing deals. In this connection we pointed out 
that only a small fraction of the $8,750,000 credit made 
avéiiable by the RFC-USCC hed been utilized despite the fact 
that it has been available for some time. 


Steps To Facilitate German Trade British and US 
authorities are planning to allow transactional communica- 
tions and to permit German businessmen to travel abroad in 
order to expecite the export program. Although quadripartite 
agreement on transactional communications has not been 
reached yet, OMGUS nas indicated that authorization of trans- 
actional communications in the US zone will take the form of 
appropriate instructions to postal and censorship officials 
rather than a general license. While Germans are not yet 
permittec to negotiate contracts through mail, they can nego- 
tiate preliminary contracts with foreign businessmen in 
Germany and after approval of the contract by the Joint 
Export Import Agency the German supplier can sign the con- 
tract, We have agreed to permit visits of German business- 
men to foreign countries excepting Spain and Argentina 
providing that adequate safeguards can be worked out to 
protect security, cartel and foreign exchange policies and 
if the program is begun on 2 small, experimentel scale with 
graduai future expansion. For the time being, this govern- 
ment is unwilling to ‘permit entry of German businessmen into 
the US until it is cemonstrated that US importers and mer- 
chancisers have failed to take advantage of opportunities to 
visit Germany for purchase of availeble exports and that the 
needed market surveys and pricing informetion sought by 
Germans is not obtainable in US government agencies such as 
Commerce. We have recommended that no German businessmen be 
permitted to travel outside Germany for the purpose of sell- 
ing goods unless British and US authorities are certain that 
the necessary raw materials and fuel can be allocated for | 
manufacture of these products. Although we do not request 
Clearance in Washington for each visit, in view of tne 
political considerations involved, we have asked that clear- 
ance be obteined from the US Political Adviscr in Berlin. 
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STATE EMPHASICES IMPORTANCE ROUTING SOME The Department 
GERMAN TRADE THROUGH BELGIUM & NETHERLANDS is seriously 
concerned over 
the delay in routing some share of traffic to the bizonal 
area of Germany through the Netherlands and Belgian ports. 
In a paper to SWNCC, we have pointed out that both the 
Netherlands and Belgium have been led to believe, as a result 
of preliminary negotiations with representatives of the US-UK 
zones, that their proposal to route a fair share of German 
Supplies via their ports was being accepted. We feel very 
strongly that failure to conclude an agreement with the 
Dutch and Belgians would have very serious consequences on 
the relations of this govermment with the low countries. 








By this Marcn negotiations with the Dutch and Belgians 
on the question of routing Germany's foreign trade through 
their ports had reached a stage where satisfactory settle- 
ment seemed probabie. The low countries had formally offered 
to defray the additional costs involved in tne diversion of 
the traffic and,during trade discussions between bizonal 
authorities with the Dutch in January and the Beigians in 
February, the US and UK representatives indicated that if a 
Satisfactory financial settiement were reached they would 
divert a substantial volume of imports including such civil 
affairs supplies as foodstuffs and petroleum products. How- 
ever, recently the War Department informed State that it had 
never consented to moving military supplies through low 
country ports, which according to War include "all supplies 
administered or controllex Ly tne military for civilian re- 
lief purposes." Reasons given were tnat the military wouid 
lose control of the supplies during transit through Belgium 
and the Netherlands and that, in view of the fact that the 
supplies financed by US funds are not large enough to meet 
the monthly goal of 50,000 tons, War would not be in a posi- 
tion to guarantee the movement of this tonnage via each of 
the two low country ports. This was the tonnage figure re- 
quested by Belgium and the Netherlands. 


In our paper to SWNCC we have pointed out that: 1) we 
cannot agree that civil affairs supplies were excluded from 
the proposal for the diversion of supplies and cite the sup- 
plies which the bizonal authorities told tne Dutcn aid 
Belgians could be diverted, provided the additional costs 
were defrayed by these two governments; 2) in view of the 
great interest in insuring the success of diverting trade 
through their countries, both the Netherlands and Belgium 
will have every incentive to take measures to insure and ex- 
pedite the handling ano transport of supplies witn the 


minimum 
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minimum of pilferage and, in fact, delivery might even be 
expedited because of the proximity of the low country ports 
to the areas of heavy consumption in the Ruhr and Rhineland 
and because of the tight transport situation in Germany; and 
3) the proposal that a minimum of 100,000 tons per month be 
routed via low country ports was intended to apply to all » 
imports into the whole bizonal area and not simply to sup- 
piies paid out of US appropriated funds; furthermore, the 
figures of annual tonnage which the bizonal authorities 
estimated could be diverted through these ports bear out the 
possibility of meeting the low countries' request. 


ECONOMIC COMMISSION FOR The first session of the 
EUROPE HOLDS FIRST SESSION Economic Commission for Europe 
opens in Geneva May 2, with 
Uncer Secretary Clayton as the US delegate. Decisions 
largely will concern organizational and administrative 
problems, and the outcome of policies made there, such as 
procedures for working on vroblems concerning Germany, will 
play an important part in tne economic recovery of Europe. 











Germany's Importance One of the major problems the ECE 
will have to face is the meshing together of the whole 
European economy, including Germany. The snaring of basic 
commodities such as coal and steel, the equitable distribu- 
tion of other essential commodities in short supply, and 
access to essential commodities on a non-discriminatory 
basis are some of the problems with which 4CE will deal. 

The importance to the rest of Europe of the ereas in which 
there is a high degree of industrial concentration was em- 
pnasized by Secretary Marshall in his statement at Moscow on 
the Ruhr. He added that tne problems raised in connection 
with the international control of the Ruhr were equally rele- 
vant to the Upper Silesian concentration “and to others. In 
speaking of equitable distribution of es: : tial commodities 
and prevention of discriminatory actions .o other states by 
the countries within whose boundaries concentratians of 
basic resources are found, the Secretary said: "The US 
delegation believes that the ultimate solution to such con- 
flicts. . .must be resolved on a European-wide basis and 
that for this purpose the Economic Commission for Europe 
wili prove useful." Mr. Dulles, adviser to the US delega- 
tion, hailed this statement as one of the most important US 
contributions to the Moscow session. 





ECE 
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Liaison With Zones The US delegation at Moscow be- 
lieves that, although ECE must have some formal relations 
with ACA Germany, the failure to obtain economic unity means 
that the bulk of ECE business will be done on a zonal basis. 
The need for adequate coordination between the edministra- 
tion of the US zone and our policies toward the rest of 
Europe is recognized and the delegation pointed out that the 
problem of distribution of Vorarlberg Illwerk power, which 
is located in tne French zone of Austria, provides an illus~ 
tration of the need for ECE work involving Germany. Under 
the present German level-of-industry agreement, Germany re- 
quires power imports. Since agreement was reached in pria- 
ciple by CFM that the German level-of-industry should be 
increased, it was suggested that ECE might consult ACA 
urgently asking whether it would be possible to increase 
installed capacity in electric power to do away with German 
necessity for imports. 





Absorption sf "E" Organizations It is the US position 
that ECO, ECITO and EFCE should be completely integrated 
into ECE. There is considerable feeling in ECO itself that 
its operations should be carried on in a fairly autonomous 
manner and this is one of the problems to be ironed out at 
the Geneva meeting. With regard to coal, we believe that 
fuel and power functions should be carried on by a standing 
committee, or subcommission of ECE, with appropriate subcom- 
mittees. The standing committee would be empowered to 
recommend directly to governments on purely coal matters, 
but wouid refer to the Commission itself any questions afr- 
fecting other work of the Commission. 








Our position with respect to ECITO is that it should be 
terminated by September 1947 at the latest, and the emergency 
functions undertaken by the transport branch of ECE. We be- 
lieve there shouid be a standing committee of government 
representatives to deal specifically with transport ques- 
tions and that this committee should be authorized to com- 
municate directly with member governments regarding specific 
transport problems but that transport questions cutting 
across other economic fieids should be referred to the Com- 
mission. Since ECOSOC agreed that there would de no European 
transport organization as a specialized agency under UN but 
that it should be a part of ECE, the main point to be settied 
at Geneva is the scope of the transport branch, The question 
is whether it snould be a top level organization intended to 
absorb or coordinate existing international transport or- 
ganizations in Europe (such as the Berne Union, International 
Railway Union, the river commissions, etc.) or whether the 
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transport branch should have a more limited advisory capacity. 
Since the US did not participate in these organizations asa 
member until 1945, we believe such a decision should rest 
with the European representatives who are more familiar with 
the activities of the existing organizations. 


In addition to the standing committees to deal with 
transport and fuel and power, we believe there should be a 
standing committce to deal with other cconomic problems. We 
believe the work being performed by the Timber Subcommittee 
and the Fertilizer Subcommittee cf EECE should be continued 
for the present and that the Public Utilities Panel of EECE 
should be continued and strengthened in ECE, preferably by 
the standing committee on fuel and power. Our represcnta- 
tive will urge the transfer to FAO as soon as possible of 
the residual functions of EECE's Food and Agriculture Subcom- 
mittee. , 





Consultative Relations We will support the admission 
of all European countries not members of UN, except Spain, 
into consultative relations with the Commission, and we will 
support consultation on ail matters within the scope of the 
Commission which are cleerly of interest or concern to 
Huropean countries not members of UN. We wiil favor closest 
reiationships with Italy, Austria, Hungary, Finland, 
Switzerland and Portugal. 








ECITO REACHES NO CONCLUSION ON The seventh ECITO Council 
RESTITUTION OF ROLLING STOCK meeting held in Paris 
April 14-16 was rather 
difficult with arguments regarding restitution, the future 
European transport organization, and the critical ECITO 
financial situation. In view of totel inability to reach 
agreement on the restitution of rolling stock, the Council 
adjourned until June 3 when it will reconvene to consider 
the report of a restitution subcommittee as well as the ques- 
tions of surplus freight cars and the extent of autonomy of 
the transport organization within the framework cf ECE. 








Restitution proved the most difficult issue before the 
Council. French views, wnich completely disagree with the 
US-UK position, were strongly supported by the Belgians, 
Czechs, Poles and Norwegians. They reiterated their claim 
that 80,000 German freight cars now in France are clearly 
French property. However, they would probably agree to 
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restitution on a car-for-car basis provided US-UK zonal 
authorities guaranteed early settlement in the event it is 
decided that rolling stock is subject to seizure as a German 
external asset. Our views, that the zones could not agree 

to any proposal which meant a loss of wagons, that we aid 

not share the French interpretation of the Paris Reparation 
Act, and that acceptance of the French proposal would mean 
payment of reparation from one ally to another ally, were sup- 
ported by the UK. Tne Council rejected a Norwegian proposal 
to request IARA's ruiing whether railway rolling stock is an 
external asset subject to reparation under terms of the Paris 
Act. After siring these totally divergent views it was 
finally decided to estabdiish a subcommittee consisting of 

all interested members to meet in paris, April 28, for fur- 
tner study of this question. 


A British resolution instructing the Executive Board 
and Director Generali of ECITO to discuss ways and means for 
ECE assumption of ECITO activities and to decide which ac- 
tivities should be continued, was adopted. It wes deciced 
that no recommendetions would be made concerning the struc- 
ture of the future transport organization. 


The Chairman of the Executive Board stated ECITO has no 
funds and asked for immediate payment of outstandingcontribu- 
tions. A Soviet suggestion for cutting expenses, particularly 
at Paris headquarters, received no support. Other debtors 
agreed to complete payments as soon as possible. After con- 
siderable argument a compromise French-Soviet resolution was 
adopted urging unpaid members to complete payments quickly 
and agreeing to notify ECE, through UN, of all payments in 
arrears as of May l. 





Agreement was reached in principle to establish a Wagon 
Exchange Commission for Central Europe to include initially 
Czechoslovakia, Poland, Soviet zone Germany, Austria and 
Yugoslavia. Hungary, Rumania and Bulgaria may join iater. 


* * *« 


NEGOTIATIONS WITH CHINA ON_ WAR In response to a recent 
SETTLEMENT “ACCOUNTS HZXPECTED SOON note from the Department 
proposing the initiation 
of war accounts settlement negotiations, the Chinese Minister 
has stated informally that his government wouid reply shortiy 
in the affirmative. At the same time the Minister was handed 
a list of the principal items for the agenda inciuding iend- 
lease settlement, surplus property agreements and the $500 


miltion advance to China in 1942, 
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INTERNATIONAL WHEAT At the final meeting of the Inter- 
CONFERENCE INCONCLUSIVE national ‘dheat Conference in London 
on May 23, the US suggestion that 
the conference should hand over its draft of a five-year 
agreement to the International heat Council in Washington 
and invite countries not now members of the Council to join 
and participate in future discussions was accepted unanimously. 
The failure of the conference to conclude an agreement 
rested in large measure on the withdrawal of Argentina early 
in the negotiations because its delegation lacked instruc- 
tions to discuss price, and the late decision of the UK not 
to subscribe to an agreement in which the proposed prices 
were what it termed "excessive." Canada and India supported 
the UK stand. The US delegation is of the opinion that the 
UK-Canadian contract is the basic obstacle to the agreement. 
The US delegation had be2n instructed that it was not to 
sign the agreement in London, in view of the uncertainty of 
Congressional approval. It is assumed that after further 
meetings and negotiations through the summer another attempt 
may be made in the fall to reach an agreement which would 
assure supplies to importing countries and markets to export- 
ing countries at equitable and stable prices, anc prevent 
the serious economic consequences of disequilibrium between 
esportabie supplies and world requirements. 








Agreement Would Cover Only Guaranteed Quantities An 
unusual feature of the proposed agreement is that it would 
provide for the sale within an agreed price range of only 
those quantities of wheat which the eyporting countries 
guarantee to ship to participating importers. This quantity 
would be brought into equilibrium by the International ‘/yheat 
Council with the auantities which participating importers 
guarantee to buy at prices within the price range. 





Major Disagreement On Maximum Prices The maximum prices 
($1.80 the first year, $1.70 tne second, and $1.80 the third 
through the fifth years), while representing a downward com- 
promise from the original proposals supported by the US 
delegation at the insistence of Agricuiture, still did not 
meet the objections of the importers, led by the UK, that it 
was inadvisable at this time to commit their governments to 
prices so far in advance when the chances were that the world 
price level would decline in the next few years. The UK, 
with India and Brazil, proposed a four-year agreement with a 
$i.70 ceiling and a $1.00 floor, to which the US could not 
agree, None of the delegations talked seriously of less than 
$1.00 per bushel for the highest quality Canadian wheat, and 


the 
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the minimum prices of $1.40, $1.30, $1.20, $1.10, and $1.00 
for the five-year period were not so hotly disputed. The 
draft proposal carried the stipulation that if approved by a 
two-thirds vote of the exporters, the price range of 40 cents 
could be narrowed. a 


Relation Of Quotas To Free ‘iheat Guaranteed imports 
submitted by 15 importing countries totaled 564 million 
bushels the first year and 425 million the fourth year. 

These requirements exclude the Philippines and the Latin 
American countries, with the exception of Brazil (one million 
tons per year) and Mexico (450,000 tons per year). Through- 
out the negotiations the importers indicated keen interest 

in reaching an agreement, and a willingness to confine their 
purchases largeiy to the signatory exporters. Of the ex- 
porters, Canada was wiiling to supply 250 million bushels 

per year, Australia 90 to 100 million, and the US 500 million 
bushels maximum. Some worry was expressed privately by US 
officials that such a US goal assumed continued bumper crops 
with practicaily no unpledged wheat. The US delegation re- 
served the right to consider occupied areas as part of the 

US domestic requirements. Without an agreement, the US felt 
that Canada, Australia, and Argentina would probably attempt 
to negotiate further bilateral deals and leave tne US to 
supply the occupied areas and nearby markets of minor im- 
portance. 





Vovld Support IEFC Allocations The US insisted that 
the draft stipulate tnat so iong as wheat was in short world 
supply, both exporters and importers should agree not to sup- 
plement their guarantecd imports of wheat by imports of grain 
in excess of those recommended by IEFU or any successor 


agency. 


Attempt To Stabilize Projucticn No importing country 
wouid be assured purchase at agreement prices of a higner 
quantity in earlier years than in late years. With such a 
provision the exporters couid plan production for the period, 
and the possibility of a surplus which might upset the price 
structure would be avoided. It also reduced the possibility 
that exaggerated requirements by some countries would deprive 
others of essential bread grains. 
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SLOW RECOVERY IN TIN The first meeting of the Tin Study 
PRODUCTION ESTIMATED Group, held in Brussels April 15-18, 
completed organizational plans for 
the Group. Upon tne recommendation of the International Tin 
Conference the Group was estabiished to maintain continuous 


intergovernmental review of the world tin situation. 








Review of the 1946-49 tin production, consumption and 
stocks position showed that recovery in world tin production 
is likely to be slower than was anticipated when tne situa- 
tion was examined at the International Tin Conference. The 
principal tin producing territories in tne Far East are sub- 
ject to continuing difficulties in securing mining equipment 
and coal and the inability of labor to obtain full supplies 
of rice and consumers goods. For 1947, total mine produc- 
tion of tin is now estimated at 117,000 tons as compared 
with an estimate of 141,600 made at the previous conference. 
The new. estimate for 1948 is 163,000 tons and for 1949, 
201,000, compared with the previous estimates of 198,000 and 
218,000 respectively. The peak output in 1940 was more than 
240,000 tons. It is estimated that, by reducing overall 
stocks of metal, 140,00C to 150,000 tons of tin can be made 
available for consumption during 1947. 


Attending the meeting were some 70 delegates or ob- 
servers from Belgium, Bolivia, the British Colonies, Canada, 
China, Cuba, Czechoslovakia, Finland, France, India, Italy, 
Mexico, the Netherlands, Portugal, Siam, Switzerland, Sweden, 
Turkey, the UK, US and UN. The Study Group adopted terms of 
reference which open membership to all countries principally 
interested in the production, consumption or possible solu- 
tions to any problems or difficulties which are uniikcly to 
be resolved by the ordinary development of world trade in 
tin. To facilitate the establishmcnt of a permanent secre- 
tariat, the Study Group unanimously recommended to the member 
governments the establishment as soon as possible of a 
management committee, composed of representatives from 
Belgium, Bolivia, Cnina, France, the Netherlands, tne UK and 
US, to supervise the establishment and work of the secre- 
tariat. The secretariat will be located at The Hague and 
the management committeco will meet alternately at Brussels 
and The Hague. 
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EXIMBANK CREDITS TO BE As a result of recent decisions by 
MADE TO BRAZILiaN FIRMS the =ximbank Board of Directors, 

two Brazilian firms will receive 
Eximbank assistance in financing purchases in the US of 
materials, equipment and services amounting to approximately 
$19 million. 








One of the credits will cover participation by the Exim- 
bank to the extent of 70 percent in financing the sale of 
equipment, valued at $9,948,602, by the Electrical Export Cor- 
poration to the Sorocabana Railway of Brazil to be used in 
the electrification of the rail line from San Antonio to 
Bernedina de Campos. The Bank will also participate to tne 
extent of 75 percent of the $2 million cost of 15 diesel- 
eclectric locomotives to be purchesed from the Whitcomb Loco- 
motive Company by the Sorocabana Railway. 


In addition, the Eximbank has agreed to grant a credit 
of $7,500,000 to the National Alkali Corporation of Brazil 
to finance the purchase of US materials, equipment and ser- 
vices. This credit is to be repaid over a ten-year period 
from December 31, 1949 to June 30, 1959 with ennual interest 
at 3-1/2 percent and will be guaranteed by the Banco do 
Brasil. The National Alkali Corporation plans to construct 
a caustic soda end soda ash pl2nt near Rio de Janeiro which 
will utilize natural resources, meet the domestic demand for 
these chemicals, and, consequently, save forcign exchange. 
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BIZONAL LEVEL-OF--INDUSTRY TO BE RAISED; The Secretary and 
REPARAEON RSMOVALS TO BE RESUMED JULY 1 Mr. Bevin agreed 


at Moscow that the ; 


bizona¥ authorities should begin immediately to study a new 
level-of~-industry program for the bizonai area with a view 
to resuming and completing reparation deliveries as soon as 
possible. The plants made availabie under tne new agreement 
till. be allocated on a quadripartite basis and will be de- 
livered to IARA countries and the USSR. Plant removals were 
Stopped last May.in consequence of Soviet refusal to agree 

to a unified progrem for exports and imports and French refusal 
to consider the establishment of central administrative 
agencies until the Ruhr-Rnineland question was settied. How- 
ever, failure to achieve economic unity during the CFM dis- 
cussions necessitated review cf US and UK bizonal policies 
with a view to seeing how far it is posgible to go ahead on 
a bizonal basis without compromising uitimete quadripartite 
agreements. Plans for raising the level-of-industry are con- 
Sidered tc be in accord with the agreement reached in princi- 
ple by the CFM that the level of German industry might be 
raised, ; 


During tne discussions in Moscow the British proposed 
that US and OK military government officials be authorized 
to establish a new ievel-of-industry study for the combined 
zones, taking as the basis of the new plan an annual produc- 
tion of 10 miision tons of steel for ali of Germany. The 
Secretary suggested and it was agreed tnat the figure on 
steel be reserved until after a study was made in Beridin,. 

It was aiso understood that in establishing a new level-of- 
industry consideration snould be given to the advisability 
of reserving from immediate ailocation a margin of plants 
both to allow for the possibie attachment of the Saar to the 
French economy and for the possibility of excessive removais 
from tne eastern zone. Whether or not there will be any re- 
vision of policy with respect to plants formerly on the pro- 
hibited list is not entirely clear, It was agreed, however, 
that the bizonal administrations should be merged as soon as 
the ne@essary arrangements could be made. The division of 
powers to be accorded to the iaender on the one hand and the 
central ‘agencies and military government on the other is 
being discussed in Berlin, it being understood in Moscow 
that the division of powers should fit within the general 
framework of the nolicy on division of powers agreed in 
Moscow for the future. , 
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COMMISSION SET UP BY CFM TO REOPEN At the final session of 
AUSTRIAN TREATY PROBLEMS IN VIENNA the CFM meeting in Moscow 
: agreement was reached that 
each council member would appcint a representative to meet in. 
Vienna on May 12 to discuss ell the disagreed articies of the 
Austrian Treety and that a special Committee of Experts would 
be formed under the Commission to study the concrete facts in- 
volved. in the question of German assets in Austria and to study 
the problem of Austrian property in the Allied and Associated 
Powers. Joseph M. Dodge, former Director of the Finance Divi- 
sion of OMGUS, has been appointed as US representetive on the 
Commission. David Ginsberg will be US representative on the 
Committee of Experts, Raymond Goldsmith, financial adviser, and 
Covey T-. Oliver and Francis Williamson, Department advisers. 








_ During the CFM discussions it became apparent that tne 
issue of Germen assets in Austria affected so many other arti- 
cles in tne Austrian Treaty that unless agreement could be 
reached on this issue the other points could not be settled. 
(See page 4, February 24, 1947 issue of Current Economic De- 
veiopments.) A new US proposal, briefer than the previous 
combined US-UK draft, was submitted during the final CrM dis- 
cussions of the Austrian Tresty. This draft reaffirmed the 
Potsdam commitment giving the USSR German assets in eastern 
Austria; defined the assets but sought to avoid the controversy 
over whether title had or had not passed to the. USSR by pro- 
posing that Austria be authorized to transfer immediatcly all 
assets included under the new definitions; and stated that the 
properties would be subject to Austrian law but Austria would 
be prohibited from nationalizing eny of tnem during a period 
to be fixed. Disputes arising under this article were to be 
settled by the Four Chiefs of Mission under the general provi- 
sion regarding interpretation of the treaty. This proposal | 
was no more acceptable to the Soviets than the previous one. 
Molotov again emphasized that the Soviet dcfinition of German 
assets, which only recognizes transfers of Austrian property 
"by direct forcible action" rather than force or duress, was 
preferable as our definition was too limited. He also stated 
that the transferred properties would be subject to Austrian 
law but repeated that "the output" of the transferred properties 
could not be controlled by the Austrian Government. 





The provision deeling with Austrian property in the ter- 

‘ yritory of the Allied and Associated Powers, whicn was also 
referred to the Committee of Experts by the CFM, provides that 
the powers will return Austrian property in their territory or 
the proceeds arising from the property if it was liquidated. 
The US and UK delegations agreed that an additional provision 
might be added to this article aliowing Yugoslavia to retain 
Austrian property within its territory, providing the US and UK 
provision with respect to reparation claims against Austria was 
accepted. The Soviets will not agree to this settlement of 


Yugoslav reparation claims. , “. 
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eee OF MILITARY RESPONSIBILITY Pointing out that US 
FOR AUS IRIAN REL IBF DEEVSD FREMATURE occupation troops 
will probably hve 
to rémain in Austria until the fall of 1948, and thet its ob- 
ligations under the disease and unrest formula are at the 
highest point, USFA states that to transfer responsibility 
for relief supply at the end of June would be a most hazardous 
undertaking. In addition, the decision to transfer to the 
European Commander responsibility for surplus military property, 
USFa believes, will deprive it of one of the main sources of 
supply with which to accomplish its mission. 








In view of the fect that War Department procurement for 
Austrian relief is terminated after June 30, 1947, we had for- 
warded to USFa for comment a tentative agreement to be drawn 
up with the Austrian Government which would govern procedures 
for carrying out the Austrien relief program. We had suggested 
that the Austrian Government should take over as soon as possi- 
bie responsibility for procurement, shipment and controls. 
USFA and Legation Vienna recommend very strongly, in view of 
the lack of agreement over the Austrian Treaty, that the War 
Department responsibility for supply, procurement, transporta- 
tion, distribution and accounting for all Austrian relief ve 
continued until tne treaty becomes effective. It pointed out, 
in particular, that experience in current procurement against 
the British sterling loan to Austria hed revealed a serious 
lack of effective Austrian machinery and personnel and that 
any plan to turn over procurement to the Austriansshould be 
under US supervision, Sr4 and Legation Vienna believe that 
Austria is facing a very critical period; will be complietely 
out of bread grains on July 1 uniess shipments are started from 
the US immediately; that tension between and within the occupy- 
ing powers is great; and that responsibility for maintaining 
ordér under the’ disease and unrest formula is undergoing its 
greatest test. Furthermore, the objective of furthering 
Austrian economic and political rehabilitation still lies 
ahead. For these reasons, USFA considers it would be very un- 
wise to make a change in supply responsibilities at this time. 
USFA also feels that if military government in Austria may no 
longer relcase surpluses of army supplies to Austria under the 
disease and unrest formula, it places the occupation troops in 
the position of being left without a job and deprives them of- 
one of the-main sources of supply with which to accomplisi 
their mission. The new policy, which would require the Austrian 
Government to secure needed items under the established OFLC 
channels, would preclude Austria's benefit*ng from excess stocks 
immediately, and require the future importation of like items 
at much heavier cost. USFA believes it would mean a reversal 
in policy of aid to Austria at the most critical point in the 
occupation and tend: to nuliify ali the gains made so far, 

* ~ ~ 
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NEGOTIATIONS JEOPARDIZED After the erchange of tariff 
POSITION GN WOOL . offers with Australia at the 
7 trade conference in Geneva, 

the tastralian delegation called on Mr. Clayton, US delegate, 
to determine whetner there was any possibility that the US 

would improve its offer and indicated that if the offer was 
not bettered the delegation may be called home. The 

Australians had anticipated an offer similar to the nearly 
50 percent reduction of the wool duty tentatively offered in 
i941 and had urged the present government to participate in 
the ITO on the -basis of such a prospect. Our delegation re- 

ports that the situation is extremely serious and that it 

may resuit in compiete suspension of tariff negotiations 
with the southern dominions and perhaps the UK, as well as ~ 











\ 


- endangering tne whole ITO project. The position of the US 


delegation has been further jeopardized by an amendment + 

S. 814, the wool bill now being considered in the Congress, 
which provides for the imposition of an import fee on wool. 
Pending clarification of the US position, countries affected 
by woes duties are stalling on serious tariff bargaining. 


@ aan. be. cae 


the Commodity ‘Credit Corporation ‘ece} continue price sup- 
port:for wool through December 1948 and to sell domestic 
wool in competition with imported wool. it contained the 
essentials of the Administration's wool program. The House 
Agriculture Committee approved the Senate bili, but with an 
amendment authorizing the Secretary of Agricuitur> to impose 
fees on imported wool up to 50 percent ad valorem. 


We have urged the President to take steps to prevent the 
passage of the import fee amendment in order that the nego- 
tiating position of our representatives at Geneva may not be 
undermined. Since, if the amendment is enacted, any conces- 
sions on wool made by US negotiators in Geneva could later 
be nullified by the use of import fees, it will te regarded 
as a breacn of faith on the part of the US. The amenament 
also violates tne spirit of our undertaking at the London 
meeting of the Preparatory Committee to avoid new tariff 
mMegsures pending the entrance into force of the ITO Charter, 

ag’#ell as similar undertakings entered into with other 
gavérnments through exchange of notes. If, as seems likely, © 
the Congress passes the bill with the amendment, we have 
recommended that the President veto it and issuve a statement 
approving support for the price of domestic woo. during tne 
reconversion period, but only by methods consistent with the 
government's foreign policy. 


Aus’ tralian 
| 
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Australian Position Ambassador Butler, who is here 
from Canberxe, believes the Labor Party in power in Australia 
is under pressure from the press_and opposition parties, and . 
should the government be overturned, the opposition will be 
less friendly to the US and ‘the Garter. Loss of dollar ex- 
Charge to Australia if US imports of wool decline because of 
higher US duties or because of the rapid liquidation of CCC 
stocks would be a serious blow to. the Australian Government. 
Butler believes ‘that Australia has been more friendly to the 
US in recent months because UK withdrawal from India tends 
to isolate them, but opposition to the Charter and reduction 
in Empire preference is very strong. 


, 


PHILIPPINE GOVERNVENT REQUESTS On April 25 the Philippine 
$50 MILLION BALANCE OF RFC LOAN Government formally re- 
quested that the $50 m2l- 
jion balance of the RFC loan be made availabie as soon as 
possible under tne same terms as the credit extended in March. - 
At that tite a $25 million advance was made to the Philip- 
pines from the $75 million total which was authorized by 

- Congress in August 1946. | 











The loan request has been delayed pending completion of 
tne interim report of the Philipnine~Anerican Financial Com- 
mission wnich has been studying Philippine fiscal and bud- 
getary problems in Manila since January. The Commission's 
recommendations in regard to extension of the balance of the 

redit provide that $35 million should be advanced on or be- 
fore June 30, 1947 on request by the Philippines. Further, 
an additional $5 million should aiso be granted before that. 
time, provided the Philippine Government has not received 
the unexpended balances collected by tne US under the Sugar 
Act of 1937. Embassy Manila anticipates, however, that $5 
million in tax coliections will soon be remitted to the 
Philippine Government, tnus reducing their estimated deficit 
by that amount. The Commission fur ther preposes that an 
additional line of credit of up tc $10 million be advanced 
at any time before Sentember 30, i947 depending upon tne 
amount of revenue received by tae Philippine Government from 
several internal sources. The Commission's suggested credit 
formula is designed to insure that 100 million pesos ($50 
million) will be available during the year without resort to 
unnecessary borrowing from the, United States, 


* * * 
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HOUSE CUTS FOREIGN RELIEF . Departmental programs for 
APP ROPRIATICN TO $200 MiLEION - ‘foreign reiief and for the 
aiete’ Children's Emergency Fund 


received a ‘Congressional : -setbaek last week when the House 
passed the relicf bill,-but slashed the original $350 mil- 
lion to $200 million. : The “bill listed the countries to 
which aid should go--Italy, Austria, Greece, Hungary, Poland 
and China--~and provided thet from the $200 million no more 
than $15 million shall be spent. for countries other than 
those named in the od211. 1t also provided that the President 
may authorize a contribution to the Children's Emergency 
Fund of $15 miliion and additional amounts up to a total of 
$50 million, provided that such additional amounts will not 
raise the total Us contribution to the Children's Fund to. 
more than 57 percent of the total contributions. The effect 
of the latter provision is to reduce the $200 relief appro- 
priation to the extent that contributions are meade to the 
Children's Fund. 


Tne Department continues to favor a separate appropria- 
tion of $40 million for the Children's Fund. The government 
position on this matter has yet to be determined, however, 
and depencs-on the recommendation of tne Budget Bur eau and 
the decision of the President. 


The Senate hes not yet set its schedule for taking up 
the relief measure. The Senate Forcign Relations Committee 
reported the bill out favoring tne $350 million appropria-~ 
tion and it is hoped that the uprer house will vote for the 
whole $350 million and that 4 compromise sum nearer the 
original amount will be worked out in conference. 


The House bill included an amenement designed to prevent 
the ‘governments receiving relicf from withholding US aid from 
their needy peopies or using it for political purposes. This 
amendment was aimed at Russ:an-dominated relief areas, par- 
ticularly Poland and Hungary, and provides tnat US missions 
must watch the dist: ‘ibution of relict supplies all the way 
down to the local communities. The bill as passed also re~ 
quired that at least SO percent of rclief sunplies be pur- 
chased in the US or its possessions; provides so relief shall 
be given to countries paying:reparation ov of current pro- - 
‘duction; insists that US press ard radio receive ful] privi- 
leges of free reporting of distribution of supplies; calls 
for termination of assistance at eny stage if agreements as - 
to conditions of relicf supply ere violatcd; and plaees dis- 
tribution under am independent Administrator of Foreign 
Relief to be approved by the Senate under Presidential direc- 
tion. 


~ » * 
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The timing of the proposed Greek Trade 
' Union merger is a determining factor in 
—— whether the unions will be dominated by 
@tic or Communist elements. The US has opposed imple-- 
mentation ef the Braine-Tsaldaris agreement on the grounds 
that it would play into the hands of Ergas (left wing) 

' leaders amd endanger our impending Greek aid program. The 
UK suppérted it to avoid embarrassment in Labor circles at 
home; feeling, if they about-faced, after having urged the 
Greek Government to sponsor the plan, it mignt lead to ac- 
cusation that the UK was tied to US apron strings. Recently 
Marshall and Bevin exchanged letters on the subject. The 
resuit was UK recognition that the situation in Greece had 
changed: since their agreement with Greece, and that declin- 
ing British and increasing US responsibilities alter the 
picture. It was decided that neither country will make an 
effort to hasten the merger until the Greek internal situa- 
tion clears. The suggcstion was made that after the court 
appoints a caretaker central executive according to the 
existing law, the executive. should have the assistance of 
eminent specialists from abroad to make a study of Greek 
labor laws and trade union structure with a view to putting 
them on a more democratic basis before holding elections. 





Pe UNION 


Braine-Tsaldaris Agrcement The agreement, publicly 
espoused by the Greek Government last November, provided 
that the elected executive (which then represented Ergas) 
of the trade unions should be augmented by five representa- 
tives of the Makris (right wing) faction and made the 
organizing committee of the federation. The committee thus 
formed was to hold elections in all the unions and to con- 
vene the new Pan-Hellenic Trade Union Congress to elect a 
new and permanent central executive. Ergas refused the 
proposal and countered with a proposition that the elected 
members be recognized and that ten new members be added 
(five from Ergas and five from Makris) before the new elec- 
tions.were held under WFTU observation. 









sition The US has objected that it will take per- 
gas a year of skillful maneuvering to ciear the 
€ possible anything approximating a dona fide 
trade union movement. Without this careful preparation and 
supervision of the Unions, the international repercussions 
on ous proposed Greek aid program couid be most serious. 
However, wo have essured the Greek Government that we attach 
the rer are importance to the solution of Greek labor 


difficulties 
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difficulties, and have urged that at the earliest feasible 

time elections be held under conditions which would remove 

the present criticism that the Greek Government is exerting 
unfair pressure to prevent labor unification. 


UK_ Position Apparently Bevin may have been influenced 
into engineering the Braine-Tsaldaris agreement by pressure 
from the Trade Union Corigress and the left wing members of 
the Labor Party. Braine's haste to reach a decision has led 
to supvort of proposals which would result in the Communist 
domination of the Greek labor movement. Only when the UK 
was assured that the US was not asking for an about face but 
only for a relaxation of pressure, thus leaving the Greek 
court free to act on its own initiative, did the UK agree to 
delaying action. 





Greek Reaction The Greek Prime Minister agreed with 
the US views on the sub; fect, and stated that as the matter 
is now pending before the court, the government could only 
respect the cardinal principle of the independence of the 
judiciary. However the Greek Council of Ministers thought 
that by informal persuasion they could suggest to the court 
@ formula which would assure free and fair elections with 
more probability of securing an elected executive representa- 
tive of true democratic labor organization than the brand 
likely to result from the Braine-Tsaldaris formula. Accord- 
ing to the law the executive should consist of 18 members, 
and the Prime Minister expressed the hope that the court 
would appoint ten nationals, four Communists, and four inde- 
pendents. The US recommendation for further study strengthens 
the Prime Minister's hand, but it is not certain how much 
longer the court can delay its decision. 


MIDDLE EAST AVIATION MThere are signs of a possible break- 
PROSPECTS BRIGHTEN down of the restrictive Arab League 
aviation policy, which has stood as 
an obstacle to our obtaining civil air rights in the Near 
East. On April 28, we signed an air agreement with Syria, 
which authorizes PANAM to make traffic stops at Damascus on 
its route to India and the Far East. This is the first 
clear-cut Fifth Freedom agreement concluded with an Arab 
state since the standard aviation agreement was approved by 
the Arab League Council. ae page 11, January 27, 1947 
issue of Current Fconomic Developments. J On April 27 the 


Egyptian 
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Egyptian Chamber of Deputies ratified the bilateral air agree- 
ment signed with us on June 15, 1946, without any modifica- 
tion, and final ratification by the Egyptian Senate is 
expected this month. Egyptian aviation officials; who are 
now convinced that the Bermuda principles give adequate pro- 
tection, have recommended deletion of traffic restrictions 
from the Arab standard form. To date none of the Arab 

states has ratified the Arab League model agreement and it is 
hoped that the withdrawal of these two countries from ap- 
proved Arab League air policy will set the precedent for con- 
clusion of desired US agreements throughout the aiea. 


Among other Arab states: Lebanon ratified our air 
transport agreement on February 25; Iraq is studying our 
proposed draft agreement, and signature is hoped for shortly 
after the Egyptians ratify their agreement with us; we ex- 
pect to initiate formal negotiations with Iran immediately 
following the approval by the Chamber of Deputies of the pro- 
posed standard form Iran air agreement to be used in negotia- 
tions with other countries; a draft agreement has been 
forwarded to Legation Jidda for negotiation with Saudi Arabia. 
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EMBASSY PRAHA ANALYZES CZECH During 1946 Czechoslovakia 
ECONOMIC PROGRESS IN 1946 ## made noteworthy progress in 

reconstructing its economy, 
according to an analysis just received from Embassy Praha. 
Although it possessed initial advantages over other central 
European countries (Poland, Austria and Hungary) which suf~ 
fered more severe war damages, it was faced with the follow- 
ing difficulties at the beginning cf the year: 1) shortage 
of raw materials; 2) shortage of railway rolling stock; 3) 
transport costs and disrenair of railroads in neighboring 
countries; 4) obsolescent production equipment and relative 
backwerdness in technical progress and processes; 5) expul- 
sion of most of the German population which caused grave 
shortages of skilled labor; 6) excess of office workers com- 
pared with production workers, thus incrsasing overhead 
costs and reducing efficiency. 





Progress during the vear included overcoming raw 
material shortages through UNRRA assistance and through in- 
provement in transportation by the repair of German and 
Polish railways and domestic production of rolling stock. 
Production figures rose when machinery was increased, and an 
effort was made to procure new productive processes and tech- 
niques from other countries, principally the US. 


UNCLASSIFIED : . Two-Year 


DECLASSIFIED FOR PUBLICATION IN FOREIGN 
RELATIONS OF THE UNITED STATES , 











BEST COPY AVAILABLE 


UNCLASSIFI=D 
= 90 « 


Two-Year Plan Implementation of the 1945 government 
plan for transforming the country into a semi-nationalized 
state was begun. The Economic Planning Board supervised the 
drawing up of the Two-Year Pian, which envisages raising pro- 
duction levels by‘the end of 1948 to 10 percent above those 
of 1937. The National Research Council was set up to mobil- 
ize all industrial and scientific knowledge. Under the Plan 

industrial production will not be speeded up equaliy in all. 
branches--some key industries are expected to reach 150 per-. 
cent of the 1937 level while others’ will remain below that | 
level. Through mechanization it-is hoped that agricutture | 
will attain its prewar level by 1948, special attention being 
given: to increasing meat, fats, milk, and eggs. Lack of 
skilled manpower remains one of? the preatest handieaps, al- 
though German expuision is part of the Plan. Toward the end 
of 1946 the government announced that the process of nation- 
alization of key industries was complete and that firms not 
already nationalized would be allowed to continue under: ‘pri-~ 
vate — 


oe the “most:  chendentian and potentially efficient in- 
dustrial structure in Europe, with the possible exception of 
Belgium, Sweden, and Switzerland. Recovery seemed more 
closely connected with internal production of raw materials 
than with nationalization of industries. Despite the de- 
portation of 25,000 of ths best miners, coal production was 
Slightly above the 1937 level. However, exports were sub- 
stantially below prevar because of the increased domestic” 
consumption (for synthetic gasoline, electric power, and use. 
in old machinery, furnaces, and locomotives). The govern-. 
ment has encouraged coal production through higher wages and 
better rations. . 


Metal‘working and machinery, 70 percent nationalized. 
and by far:the largest industry in the. country, has made 
noteworthy strides in production of railway rolling stock 
and locomotives, in spite of the fact that the rate of out- 
put in iron ore was only half that of 1937. Domestic ore, 
being below grade, must be supplemented by imports ‘ron 
Sweden and USSR, and such imports were limited ar oor 
quality last year. Production of raw iron was 56 ,«.cent of 
1937, raw steel 66 percent, and rolled products 73 percent. 
Oil production, still below prewar, is expected to be aug- 
mented by further drillings in recently explored areas. 


The 


UNCLASSIFIED 


DECLASSIFIED FOR PUBLICATION IN FOREIGN 
RELATIONS OF THE UNITED STATES 








UNCLASSIFIED 
-l- 


The textile industry, mostly in the Sudetenland, was 
crippled during the war by the expulsion of the Jews and 
after the war by the expulsion of the Germans. The produc- 
tion emphasis in textiles, glass and porcelain’ is away from 
luxury articles and toward utilitarian and low-priced’ 
products. 


The industries dependent on wood (paper, pulp, timber, 
end woodworking) are about 40-65 percent nationalized. The 
local supply of timber being adequate, their recovery has 
been good. 


Foreign Trade Foreign trade, which totaled about 
$491.7 million during 1946, represented a changed pattern of 
sources and markets because of: 1) temporary elimination of 
Germany as an important trading netion; 2) emergence of the 
Soviet Union as a central as well as eastern European power 
end as a country with which Czechoslovakian economy has be- 
come more closely integrated; and 3) acute shortage of con- 
vertible currency. As a result Czech trade was characterized 
by bilateral trade agreoments (including compensation and 
offset accounts and straight barter deals), the opening of 
credits, suci -: those grented by the Eximbank and special 
cotton and to: acco loans, and the securing -of dollar balances 
by expanding ¢xports. During 1946 the country had a favor- 
able balance of trade of $82 million, es compared with $35 
miliion in 1937. While the economy has to some extent been 
integrated with the USSR, Czech officials estimate that 60 
percent of its trade was with Western powers. 





Finance Following the defletionary freezing of the cur- 
rency at tne end of 1945, all prices and wages were raised 
to approximetely three times the prewer levels. A drain on 
the current fiscal capacity of the country incident to heavy 
reconstruction demands, short suppiy of prime and other 
materials, and complications in implementing the nationaliza- 
tion program (particularly of labor) tended to provide at 
least the embryo symptoms of e mild infletionary trend. 
Nevertheless increased confidence in the value of the cur- 
rency developed in accordance with the greater production 
and turnover of goods. Price indexes reflected stability, 
as did the exchange rate of the monetary unit at 50 kroner 
to the dollar, 
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NO GOVERNMENT FINANCIAL ASSISTANCE WILL In reply to the 
GIVEN FOR IT&T MERGER IN MEXICO latest IT& pro- 
posais for consoli- 
dation of the two competing telephone companies in Mexico, 
we are informing IT&T that we cannot support their request 
for government financial assistance in acquiring the Ericsson 
telephone properties in Mexico or their proposal *+hat a loan 
be made to the Mexican Government for financing a mixed com- 
pany under Mexican control. We have indicated tha*+ we will 
support a request for financial assistance to export equip- 
ment which might be needed for the modernization and develop- 
ment of the Mexican telephone system should IT&T acquire the 
Ericsson company there. 





—-——- 





In a letter of March 12 the president of IT&T outlined 
the above proposals for the merger of the two companies end 
asked the Department's support in obtaining approximately 
$25 to $30 million from the Eximbank to carry out the opera- 
tion, contending that it is in our national interest that 
the telephone system serving the country adjacent to our bor- 
ders should be controlled by US or Mexican interest. He 
asserted that operation of the IT&T subsiciary in competition 
with Ericsson is uneconomic and, in the event neither pro- 
posal is accepted, he will have no alternative but~to sell 
the IT&T interest to Ericsson because of its minority interest 
in the US Mexican company. Altnough IT&T is the largest 
Single stockholder in tne L. M. Ericsson Company of Sweden 
(holding approximateiy 35 percent) it ciaims it has no effec- 
tive voice in the management or policies of the company. 

IT&T ‘claims that Ericsson is supported by the Swedish Foreign 
Office as'an instrument of the government in connection with 
Swedish interests in foreign countries. On the other hand, 
Ericsson has a 49 percent stock interest in the IT&T Mexican 
company. 


The proposed merger through government financial sup- 
port raises basic issues of security, cartel and Eximbank 
financing poiicy. 


With respect to security our position is essentially 
unchanged from March 1946 when IT&T was informed that tnis 
government would interpose no objection to the sale or other 
disposition of its Mexican subsidiary since the considera- 
tions of security which had rendered such a sale objection- 
able during hostilities nad undergone a change with the end 
of the war. Tne War and Navy position that for security 
reasons all communication facilities in the western hemisphere 
should be owned by hemispheric interests and if possible by 
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companies controlled by US citizens (see page 15, May 6, 1946 
issue of Current Economic Developments) was rejected by the 
Department as a basis for financial assistance in this case. 
Our present telecommunications policy (see page 9, July 22, 
1946 issue of Current Economic Developments) does not con- 
template a practice cf hemisphere exclusivity. However the 
Department's latest position is that sale to Ericsson would 
be viewed seriously even though no formal objection would be 
made. 











In studying the IT&T proposals consideration was given 
to existing relations between IT&T and Ericsson, such as 
joint ownership anc inter-company agreements regarding . 
patents, markets, financial arrangements, etc., some of which 
are considered inconsistent with our cartel and commercial 
policy. 


The request for financing also touches upon the question 
of how far this government should go in financially assisting 
private companies to divest themselves of foreign properties 
which they consider unprofitable. The sale of this property 
would be in line with IT&T policy to divest itself of operat- 
ing companies but to participate in management and supply 
arrangements as they nave done, for example, in Argentina ° 
and Spain. Such arrangements tend to eliminate IT&T‘s re- 
sponsibility for the financiai success of the operating com- 
pany since their returns are usuaily based on gross receipts 
and saie of equipment. With respect to the proposed loan to 
the Mexican Government for establishment of a mixed company, 
tne Eximbank already has applications from Mexico far in ex- 
cess of the amount likely to be approved. 


MEXICO AND US PLEMGE SOLIDARITY; Climaxing a three-day 
HCONOWIC AID TO MEYICO OUTLINED visit to YVashington by 
Mexican President Aleman, 
the US and Mexican presidents jointly pledged their acminis- 
trations to a policy of cooperation between the two countries 
"So solve the complex economic problems of the present post- 
war period, . . .to raise the standards of living in their 
countries py increasing productivity and, consequently, the 


purchasing power of their peoples." 








Stabilization 
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Stabilization Credit. As.a first step in implementing a 
program of economic cooperation, the two presidents announced 
their approval of a new agreement between the two countries 
to stabilize the rate of exchange between the peso and the 
dollar. Late in April the National Advisory Council gave 
its approvai to Treasury to consider a renewal of the US- 
Mexican Exchange Agreement, authorizing $50 million to Mexico 
for currency stabilization. 


Eximbank Zoan The joint statement of the presidents 
announced that the Eximbank is preparing to approve credits 
to Mexico tu finance its industrial development program. In 
this connection the Eximbank is sending a letter to Mexico, 
stating that in view of the Bank's present limited resources 
it cannot undertake to finance the entire $175 million pro- 
gram, but, up to a ceiling of $50 million, will attempt to 
select from among the various projects envisaged in the 
Mexican program those which would make the greatest and 
earliest contribution to the Mexican economy and to the im- 
provement of its balance of payments position. The projects 
submitted by tne Mexican Government to the Eximbank included 
#100 million for industrial installations, $50 million for 
highways; and £25 million. to construct hotels and. tourist 
facilities. 








= as aes _ 


additional aid for the ete aent or cpobectl on facilities 


as evidenced by their formai application to the International 


Bank for $208,875,000 to finance irrigation and hydroelectric 
projects, highway construction, pipelines, railroads and 
harbor improvements. 
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US-ARGENTINE AIR A US-Argentine bilaterel air transport 
AGREEMENT SIGNED pPntnes sy embedying the Berruda princi- 


ples, was signed in Buenos Aires May l. 


‘Culmineting two weeks of negotiations by a special aviation 


mission, the agreement eliminates the strong zest opposition 

to our views on reciprocal air relations among tne other 
American republics. (See page 8, April 14, 1947 issue of 
Current Economic Developments.) Withdrawal of Argentine ef- 
forts toward arbitrary division of traffic is expected to aid 


“materially our efforts to complete Bermuda-type air transport 


agreements throughout the Latin American countries. 
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The agreement does not include routes, which are to be 
determined after the Montreal Assembiy of ICAO and will be 
covered by a formal exchange of notes. The final article 
provides that the agreement will come ints force provisionally 
when tne route pattern is established and will be effected 
Gefinitively when ratified by the eppropriate machinery of 
each government. The main points of issue concerned traffic 
division and Fifth Freedom rights. san Argentine proposal 
for traffic division on a 40-40 basi; with 20 percent open 
for competition was withdrawn. We conceded to Argentine 
language regarding Fifth Freedom, whzh is slightly more 
limited in application than the ste» ard text. The disputes 
Clause, which differs from the Bermys.s arrangement, provides 
for final settiement of any differen’ .s in interpretation or 
application of agreement by an arbitg.- “tor selected by repre- 
sentatives of the two governments. a: 







Negotiations for a Cuban op air transport agree- 
ment, wnich were under way simult;*Wasly in Havana, have 
been suspended temporarily due to “ue reorganization of the 
Cuban Cabinet and the necessity for their chief negotiator 

to depart for the ICAO Assembly in Montreal. These conversa- 
tions will be resumed shortly. 
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This weekly publication is designed to highlight developments in the eco- 
nomic divisions of the Department of State, and to indicate the economic prob- 
lems which are currently receiving attention in the Department. It is suggested 
that copies be retained on file, as reference will sometimes be made to previously 
reported items to avoid repetition. 


Document Security Instructions 


This document should be treated in accordance with current instructions 
regarding security measures for SECRET material. Extreme care should be ex- 
ercised to avoid public or private discussion of the information herein with or in 
the presence or hearing of any person not authorized to have knowledge thereof. 
For general purposes all Foreign Service Officers and other responsible economic 
officers are authorized to have knowledge of the contents of this document, 
responsibility for the safekeeping of which will be assumed by each recipient 
thereof. It may be retained in protected files or, at the discretior. of the recipient 
destroyed by burning. If not personally disposed of by the recipient, he will 
assure himself that it is burned in the manner prescribed for SECRET material. 
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aryat See TO BE BE REOPENED “ITH JAPAN; A trade mission 
OTHER NESE T2kDE DEVELOPLIENTS REVIEWED left for Japan 

es May 8 under the 
auspices of the War Department to discuss with SCAP the means 
for opening up controlled private trade between Japan and 
other countries in the neer future, possibly by July 15. 
Brigadier General Eberle, chief of the mission, and Lt. Col. 
Hartman ere representing the War Department; Mr. D. 0. Bowman, 
the Department of State; Mr. T. R. Wilson, Commerce; Mr. D. C. 
Parker, Treasury; Mr. G. B. Stoner, RFC; and Mr. D. C. Schieck, 
USCC. It is anticipated that discussions with SCAP will re- 
sult in decisions as to the needed procedures to be estab- 
lished in order to resume private trade, and it has been 
suggested that SCAP should consult with the other foreign 
trade representatives now in Tokyo to obtain their views. 

The mission will try to reach firm agreements on the follow- 
ing points: the opening of transactional communications; the 
exchange of semples; the responsibility for performance on 
contract, including surveillance and supervision by SCAP3; the 
commodities and the areas of division between private and 
government-to-government tr2ding during the transition period; 
pricing and evaluation techniques; licensing criteria and 
procedures criteria for an entry permit system; the operation 
of quota systems; sccommodations, travel facilities and funds 
to defray living expenses; benking procedures; and the 
financing of so-cailed self-liquidating projects--import- 
export transections--through the RFC or otherwise. 





Meanwhile, in response to our inquiry regarding the 
anticipated Japanese trade deficit with non-US areas during 
1947, SCAP has stated that the value of J2panese programmed 
import requirements for 1947 exceeds the value of programmed 
exports for all areas except Korea. However, actual imports 
are expected to be fer less than requirements because of 
shortage of supply of needed uaterials and because of inabil- 
ity to finence imports of all materials required with either 
foreign exchange or exports. Essential imports will not, 
SCAP reports, be obtained by use of credit beyond that in- 
volved in the open account trade with semi-annual settlement, 
except as may be 2uthorized by Washington. Care is being 
taken to insure that balances unfavorable to Jepan with some 
countries are offset by favorable balances with others. 


SCAP has pointed out, however, that refusal of both the 
Austrelien end Philippine Governments to accept the Japanese 
Government as a principal to eny trade transaction, preferring 
in each case to deal with SCAP, is seriously impeding essen~ 
tial trade. Purchase of Australian wool and the negotiations 
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for abaca from the Philippines are being held up and SCAP 
— oo that this problem be teken up on a governmental 
evel. 


War has recently forwarded to SCAP for comment the UK 
proposals for trade between Japen and the UK and the coionies. 
Under the UK scheme all trade betreen the UK and colonies and 
Japan would be on a sterling basis and eny sterling accuircd 
by SCAP. would be fully utilizeble for purchases within the 
sterling area. Psaymcnts would pass through an account to be 
established in the name-of SCAP at the Bank of England and 
the balence of the above account would be available on demend 
for the purchase of dollars at the current selling rate at 
the option of either party. It would be understood that, 
save in exceptional circumstances, such as SCAP having a sur- 
plus on balance of trede with the sterling area which there 
eppeared to be no reasonable prospect of adjusting, SCAP 
would convert the balance of the account into dollars at six- 
month intervals. The dominions end the Government of India 
have been informed of the proposal and it is expected that 
the dominions wiii agree to join in the proposed arrangement. 
In discussions of this proposal in Washington the British 
indicated wiliingness to agree that the proposals become ef- 
fective only after licguidetion of dollar indebtedness arising 
out of the CCC cotton edvence, as the British wish the ar- 
rangement to apply to all trede of Japan with the sterling 
area, including Jepanese exports of cotton textiles. With 
the liquidation of CCC cotton indebtedness, we do not belicve 
there wili be any objection to the sale of cotton textiles 
for sterling uncer the proposed arrangement. The Britisn 
have indicated informally thet, if the egreement is accepted 
substantially as proposed, the sterling area is prepared to 
sell $15 million of Australien wool plus other selected items 
to Japan on credit for a reesonable period agzinst future ac- 
cruals of stcrling proceeds from Japanese exports. In this 
connection we heve asked SCAP what arrengements are already 
in effect and what arrangements have been contemplatec for 
credits from the stcrling aree to provide for imports into 


Japan, 


* x * 


US-UK AVIATION DISCUSSIONS A UK paper on civil aviation in 
CONCERN POLICY IN JAPAN Japen served as the basis for 

the most recent civil air cis- 
cussions between Departmental and British Embassy officials. 
(See page 3, April 21, 1947 issue of Current Economic Develop- 
ments.) Partisipation in this meeting was expanded to in- 
clude representatives from tne Australian Embassy and New 
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Zealand Legation since the UK position is subject. to Common- 
wealth comment. It is hoped that divergencies of view 
between the US and the Commonwealth cen be reconciled before 
submitting either the US (see page 11, April 14, 1947 issue 
of Current Economie Developments) or OK ‘papers on Japances 
civil aviation to the FSC. 





In effect UK proposals would prohibit the Japanese fron. 
engaging in civil eviation in any form, either external or 
internal. Based on that hypothesis, the UK recommends that 
airlines of UN nations be allowed to conduct internstional 
air services to and from J#pan on a non-discriminatory basis. 
They further propose the formation of a joint international 
operating organization, open to participation by all countries 
representcd on FEC, to operate en internal intcr-island air 
service. As an altcrnative they suggest that the formation 
of an international licensing authority might be considered. 
Either egency would be under the authority of SCAP during 
the period of occupation. 


' The UK has alresdy discussed with SCAP plens for the 
expension of the BOAC Middle East route from Hong Kong to 
Shanghei and Tokyo. 
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ECAFE TO MEET IN The first meeting of the Economic Commis- 
SHANGHAI JUNZ 16 sion for Asia and the Far East (ECAFE) is 
scheduled to open in Shanghai on or before 
June 16, to consider primarily the types of studies which the 
commission should initiate immediately. The skeletel terms 

of reference, agreed upon at the last ECOSOC meeting, will 

be further elaborated on and considered at the July 19 meet- 
ing of ECOSOC. China, India, the Philippines, Siam, Australia, 
Frances, the Netherlands, the USSR, US and UK make up the 
membership of ECAFE.: 








The function of the commission is to initiate and par- 
ticipate in measures for facilitating concerted action for 
the economic reconstruction of Asia and the Far East, for 
raising the level of economic activity in Asia, and for main- 
taining and strengthening economic relations of these areas 
among themselves and with other countries. The commission 
is advisory only and hes no executive powers. Its terms of 
reference are limited largely to reconstruction as contrasted 
to immediate relief and rehabilitation on the one hand or 
long-range economic development on the other. mor 

€ 
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While Japan and Koren are not included in the area of 
responsibility of ECarE, the terms of reference were drawn 
so as to permit consideration of the impact of the economies 
of those areas . the economic problems of other countries 
in the region. o provision has yet been drafted for ECAFE 
to consult with the Allied Control Authorities, as was pro- 
vided for ECE, but this will be one of the items considered 
by the committee on terms of reference. The Department be- 
lieves provision for consultation on matters involving Japan 
snould relate to SCAP rather than FEC, 


RESTRICTED 
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CHINA PONDERS ECONOMIC DILEMMA; Government Reorganizetion 











NAY SEEK $1 BILLION CREDIT TAM US The reorganization of the 








Chinese Government, com- 
pleted during the latter half of April, mey have been effected 
with a view toward obtaining sympathetic approval and possible 
economic assistance from the US. Headed by General Chang 
Chun of the Kuomintang, the Executive Yuan now has representa- 
tives of the Kuomintang, Young China Party. Social Democrats 
and Independents, with the Kuomintang holding 15 out of 25 
posts in addition to the Premiership. At about the same time 
the Chinese announced the establishment of a National State 
Council as the highest policy-making body, and the na he 
National Defense Council, China's wartime supergovernmen* 
bowed out of existence. 


Emergency Economic Controls The emergency economic con- 
trol measures promulgated in February effected a short-run 
improvement but after a couple of months began to lose their 
effectiveness. Toward the end of April, commodity prices 
soared as speculation among wealthy merchents and government 
officiais was reported; prohibition of open market purchese 
of US currency was ignored as the Chinese dollar dropped on 
the foreign exchenge market from the official rate of CN12,000 
to US $1 to CN20,000 to US $1, and inflation once again 
spiraled. 





Economic Policy Admitting the failure of the emergency 
economic measures to meke a permanent improvement in the 
économic situation, Chinese officiels stated publicly and 
privately that US aid was whlcome end essential for recon- 
struction purposes but that China must meet its budget deficit 


by 
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by internal measures. Sources close to Premier Chang Chun 
stated that the repeal of the cmergency 2conomic measures 
would precede the adoption of a2 new economic policy. Al- 
though the new policy is still "top secret" observers 
believe that it will be 2 long-range policy basing the 
government's credit on national industries, such as mining, 
transportation, textiles, etc. According to a press report 
efforts would be directed toward getting foreign raw 
materials for government productive entervrises and the 
people would be encouraged to invest in these enterprises. 


Request For US aid In an apparent reversal otf the 
recent tencency to request only small US public and private 
- credits (see page 3, March 31, 1947 issue of Current Economic 
Developments) Chinese officials have approached ed Embassy 
Nanking informally to discuss the possibility of requesting 
a large credit. The verbal statement, to be followed by a 
formal communication to Secretary Marshall, was presented to 
the Embassy by the Foreign Affairs Minister, Dr. Wang, The 
statement enviseged a loa: of $1 billion, possibly for a 

three-year perioc, along tne lines of the credit to Great 
Britain with regard to interest, dates for repayment, etc. 
The loen would be used for the following purposes: 1) 
restoration and some extension of communications, primarily 
railways; 2) development of clectric power, mining and cer- 
tain industries; 3) agriculture, mainly conservation and 
fertilizers. 








Altnough the Foreign Affairs Minister prefaced his re- 
marks with the statement that the budget deficit would be 
reduced by gradual reform and the reduction of non-productive 
expenditures and not by a US credit, his developrent of the 
program appeared to de inconsistent with this stetement. He 
stated that one-half of the $1 billion credit would be used 
for purchasing American supplies and equipment, one-fourth 
for commodities such as raw cotton, foods, gasoline, etc., 
and the remaining one-fourth or less for utilizing Japanese 
reparation, including transportation anu reconditioning. 

The plan, he continued, would be to sell these commodities 
to the public and to use the procceds therefrom for salarics, 
wages and other domestic needs. 


Ambassedor Stuart's Reaction In response to the Foreign 
Affairs Minister's request for Ambassedor Stuart's personal 
influence in this matter, he was assured of sympathetic 
interest in all that concerned the best interests of China. 
However, some of the problems from the American standpoint 
were pointed out, including a widespread feeling in the US 


that 
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that the present government in China is controlled largely 

by reactionary elements and that-therc is much corruption 

and graft throughout the system: In addition, the imbassedor 
told Dr. Wang that Americen sentimént is strongly against 
aiding one party in the civil wer and by so doing lengthen- 
ing the war, strengthening the’ influence of reactionary or 
feudal elements, etc. The Ambassador 2lso referred to 
Americen domestic issues such as the current emphasis on 
reducing the budget, .cspecially with regard to aid to foreign 
countries, 


SECRET 
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US_4ND CHILE SIGN A Bermuda-type civil air agreement 
CIVIL £1R »GREEMENT between the US and Chile was signed in 
| Santiago on May 10. We believe the 
recent signing of a reciprocal air agreement with Argentina 
gave impetus to the successful conclusion of this agreenent, 
which was forwarded to the Chilean Government iast September 17.° 
Simultaneous witn the study of our draft agreement, the 
Chileans. have been considering air proposals advanced by 
Argentina, Peru, France, the UK and the Dutch. 





The egreemcnt provides for a Chilean route to Miami 
and/or New York and beyond the US, via intermediate points 
in both directions. We obtained routes to Arica, antofagasta 
and Santiago and beyond Chile: a) from Arice to pcints in 
Bolivia and beyond; and b) from Antofagasta and Santiago to 
points in argentina and beyond. ‘West coast routes will be 
exchanged at such time as cconomically feasible and are con- 
templated in an exchange of notes between the two governnents. 
The notes also cover the transter of PaNAGR’. operations 
origineting in the Canal Zone to Panema at such time as an 
international airport is completed; define the PANsaGR, opera- 
tion as #n' integral part of a through airline operation be- 
tween fhe’ US and Chile; and provide for the use of Ailhrook 
Field in tne Canal Zone by Chilean airlines until such time 
as an international airport is completed in Pinama. 
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MEXTCO RECUSSTS WAIVFR OF US Department officials have dis- 
TRADE AGREELENT CONCESSIONS cussed with the Mexican 

te, Finance Minister the note 
wnich the Mexican Government presented to the US on April 23 
asking the immediate waiver, for balance of payments reasons, 
of concessions on 13 items in Schedule I of the trade agree- 
ment with the US. These items, consisting of automobiles, 
refrigerators, steel furniture, wool carpets, radios and 
wearing apparei, are said to cause tne greatest degree of 
disequilibrium. Thirteen non-agreement items in the same 
categories were also listed. 








The Mexican official said that within the past 16 months 
the Mexican doiler reserve nas dropped from $390 million to 
$210 million and the losses are now occurring ét a rate of 
about $20 million a month. In order to preserve the value 
of the peso, Mexico feels that immediate action is necessary 
to cut imports. It therefore proposes substantial increases 
in the duties on luxury items as a less drastic step than 
the imposition of quotas on US products as provided for in 
the trade agreement. The Finance Minister stated also that 
the trade agreement no longer gives adequate protection to 
Mexican industrialists. As prices have risen greatly since 
the specific:duties were fixed in the trade agreement in 
1942, Mexico plans to change tariffs generally to an ad 
valorem basis, ‘the new rates to be equivalent to specific 
rates at 1942 prices. aithough Mexico feels that revision 
of the agreement now would take too lonr to mect its present 
needs, it is still planned that the agreement wiil be recon- 
sidered following the multilateral negotiations now taking 
place in Geneva. 


We expressed dissatisfaction with the Mexican proposal 
as being contrary to the negotiations which are now gcing on 
for the general lowering of trade barriers. in subsequent 
exploratory discussions which have been participated in by 
representatives from the Departments of Commerce, Treasury 
and State, it has been tentatively decided to recommend that 
the draft reply state that on the basis of the trade agree- 
ment the US cannot agree to the Mexican proposal and that 
the use of quantitative restrictions for a temporary period 
would be preferable. 
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PROPOSED EXTENSION OF ‘iithin the next week or so, subject 
SECOND WAR POWFES &CT to approval by the interested Cabinet 

mombers, it is expected that Commerce 
will propose to Congress tnat a biil be presented extending 
certain powers under Titie ITI of the Second War Powers Act, 
The proposed bill will state that continued iimited exercise 
of certain emergency powers is necessary in the reconversion 
of the domestic economy from wer to peace: 1) to protect the 
Gomestic economy from adverse distribution of materials end 
facilities whicn continue in short supply; 2) to assist in 
the expansion and maintenance of production in foreign ccun- 
tries of materials critically needed in the US; and 3) to in- 
sure the carrying out of programs of assistance to foreign 
countries, authorized by Congress. 








The requested extension of powers will be until June 30, 
1943 unless the President or the two Houses of Congress by 
concurrent resojution designate an earlier time for the 
termination of any power, authority, or direction under 
Title III. : 


Commodities ror which the extension of ail the various 
allocation powers will be asked ares tin and tin products; 
Manila (abaca) and agrave fibers and cordages; antimony; and 
cinchona bark, quinine and quinidine. Control of these com- 
modities is necessary to assure both an equitable US snare in 
world supply and equitable distribution within the couniry. 
Import controls oniy are asked for fats and oils (including 
oil bearing materials, fatty acids, soap and soap powders, 
butter, but excluding petroleum and petroleum products), and 
for rice and rice products. import controi and priority as- 
sistance for export are asked for nitrogenous fertilizer 
materials. 


Assignment of priority for deliveries for export are 
asked on materials needed to expand or to maintain the produc- 
tion in foreign countries of materials critically needed in 
the US, and on such materials as are necessary to manufacture 
the materials required for such export. The same power is 
asked for materials (except foods and food products and fer- 
tilizer materials) which the Secretary of State may certify 
as necessary to carry out progrems of assistance to foreign 
countries, authorized by Congress. 


It is hoped that by the careful limitation of powers 
under the proposed extension, opposition to the measure will 
not be great enough to defeat it in the Congress, since it is 
felt by many in the departrents involved that reconversion 
has not proceeded far enough to permit the discard of all 


emergency powers at this time. . 
- x 
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150,000 tons of grein in Ury Tarmet.s nave e 
warned thet they are expected co turn in hoerded meats and 
fets, which they have been unwilling to do in exchange for 
reiavively woréniess currency. OUMGUE has beea negotiating 
for fisu an Norvay, Sveden, Iccland and Hollend, which coun? 
Supdicment 2n inadeauete meat ration. Food siortages in the ; 
coai mining réezi.ons are causing serious concern. Uemonstres 
tions in .ustriea neve aiso beson ctuse for some aiarm. This 
country is more than ever dependent on imports since the 
areas of greatest production ere in oo soutn and tne crnorts 
to Vienna and tiuc surrounding district have been disappoint- 


Creat Britrin Stocks in VK beve in the course of tne 
present crop year sunk very low: however, it is expected that 
stocks of wicat will be considezetly increased in tne next 
few montis, wagland hes tcen thrown into a political furore 
by a reeent article in a medicel gourne2 whica staves, in 
erfect, wat Hnglend is dying of Nae abe ion. This arcticie 
has beon effectively cenied hy tr e Britis Food Mission. 
Britein aad hoped to provide its Fouta' Suis wichout digging 
too deepiy into its foreign CREE ES bub tac scvere winter 
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Srance This winter. es last, Frenca inereased the 
oread fation and gave the impression at home taat there 
vould be no chance of a recurring cvisic in fact, stave- 
monts of the Cabinet were dciiberately friuned in an onvenis- 
tice vein in order to prevent hoarding on tne farms, Again 
weether viayed them a trick, and the Frencn have iad to 
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resort to the old strategy of prctcnding that allocations 
for Frence and Freneh North 4fiice were for Frence aione, in 
order to plecc tne blame for the current crisis on an out- 
side egeney rather than tne present goveramcnt. The orese 
ration has bcen recucec from 300 to 250 grams 2 day, with a 
further pelitic=lly dangerous reduction possible. 

Total oe ey from all sources through Junc now 

tctal over 1.1 miiiion tons cf grain, which is in excess of 
the piannedc a ‘cm by TEFC. Tne US has advised France thet 
fiour end coarse grains mey be moved ahead of schedule if 
contracts and shivping fecilities allow. 


bey 


itely The perenniel oroblen here is grein also, but 
present indications ere that cifficuities relating to internal 
transportation anc distributi on ere greater whan the need 
tor additional imported supplies. We have been informed un- 
officially that there will be no emnounced reduction in the 
cereals ration, “itnough there may be non-distribdution in 
some areas. «%t the same timc, special retions are being 

7 { 


given cut in Ro ed needy cases, end there may be 
an extension of this progrer to other perts of the country. 


reeco «nother severe drought like the one in 1945 has 
ciated grein productio:l figure drov from 

',OCO tons, anc hes thrown tne caiculetions of 

ion off balance. The olive oil crop was good 

because production is likcly to be cyclical, 

op proo-rbly will not be as large. 


Cc 
th: 1c y vote. Mis 
last Oars but 
this year's cr 


Sovict Ennore Vugoslavis hes askcd for additional 
ereins, but cur reports indicate that its supply is sufti- 
cicnt to narvest time, altnovelh there may have tc be scine 
intcrnal shipments f mom the Vedjvine to the deficit arecs. 
Rumenia has delivered 4C0O freight cars of whest flour to tne 
UScR for the use cf Seviet troops in thet country, in spite 
of the fact that cereal rations have not beon honored euring 
Mey. In view of the conditions accentcd by the Ruraniens 


for imports from the US, including the pledge not to diver 
Gomestic suprlics, the US is sxsmining the circumstanccs s 


rounding this movement of grain, and the mine pag of con- 
tinuation of shipments to Rumania. Czicchoslovekia has asxed 
for addcit: tonal shipments of cereals, a request supnvorted by 
Steinuerdt, who s®ys thet the Csechs heve done a good job of 
rationing their resources, end iisve been forced by the supply 


7 
Situation to cut the cereel retion in half. However, ne does 
mot tnink tnat the ameunt necdcd is as great as the Czecns 
nave asked for. Polend's grain euppy 18 considered by 
Mibassy Warsaw sufficicnt to see thom to the harvest, althougn 
Polish reports on stocks and eallections do not indicate an 
“availability sufriegiont to cover their necds, 
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Northern Burcpe Latest reperts fron the Netherlands 
indicate thet 2s of the carly part of May ther? was but three 
weeks supply of grein on aznd and no worving stock. The 
situation in Beigium is muck vhe same. Reports from Norway, 
Sweden and Denmark would secr to indicate that their situa- 
tion is not so serious. 

BPC Council Mesting Tne IEFC will hold its fourth 
council mecting in Washington on May 26- ef % tc consider tinese 
and otmer werld food problams, and to determine the icans to 
be used in intcarsting the work of IEVC with the Long-time 
activities of 2.0 in the ficids of food, agricuiture, anc 
nutrition. Unicss there is 2n extension of the ellocation 
powers of tne US deyond Junc 30, the fumetioning of the fats 
and oils committee, the rice comrittze, end others will be 
seriously nNamperec. Sugeor control nas alreacy been extended 

i Ge 





* x * 

eweOleh OF MONGPOLY 4& momber of the Oil investigating 
FEQPUde.0 SnLVeD Committce in cweden has confirmed 

previous reports thet the pronosal for 
the establishment of a Swedisn Government oil monopoly wiil 
net be considered by the Riksd.-g this session and ttiat, in 
his opinion, the proposel will de shelved for at least tue 
next three or four years. (See pege S, March 3, 1947 issue 
of Current Economic Devcionments.) He stated thet this deci- 
Sion was reeched beeruse of opposition to the proposal in 
Sweden; beeceuse of unfavorebdle reaction t> it abroed, pa: 
ticularly in the US; and beesuse Ewecen's financial condition 


does not warrant the expenagitures for compensation to cil 
camnenhen. It hes been reported that of 80 orgenizavions 
(including governnentel) requsstec by the government to sub- 
mit an opinion, 54 opposcd tne mersure, 16 were undeciced, 

2 did not repiy and only 9 supported tne proposal 
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Recent Soviet economic pressures 
on the dunagarians in an apparent 
effort to make western aid ineffec- 


HUNGARY IS SURJECTE 2 


se-~. 


USSR ECONOMIC PRESS! 








tive susgest retalistion oy tie USSR eer oe ry for ac- 
ecepting US economic eid and for failure to become fully 
integrated in the Sovies orbit. Legation Budapest has 
learned of a top scveret note from tne USSR to dungary re: 
questing repayments of three "loans" made in 1945, totaling 
850 million peags. Hungarien cfficials believe such settie- 
ment would Jeoperaize tue encire economic and finsarecial 

tructure of Eungary as well as tne vrovosed tnree-year plen, 
In acdition, demands by tre USSR that rb tal pay whe Soveess 
alleged Hungar: ian debts to German creditor id ruthiles 

161 


er 
oressure exer on the Hungarian Generali Cre agit Bank to “per- 
mit conversion ‘of minority Soviet bark nolacings into control 
tnrough forced sale cf Eungarian-heic shares, incicate the 
pattern cf Soviet maneuve yO The Legation forecasts increased 
dirficuities in collection of US anc other war ciaims es 
these actions will reduce Fungary's capacity to pay. 

On April el Soviet military autnorities in Bucapest in- 
formed the Hungerian Governm2nt ana the National Bank that 
negotiations ror conciusion of a new Hungerian-Soviet trace 

ti 


agreement woulc commence in Moscow on Acril 23. No attention 
L 


was cvaid to protests by competent Hungarian authorities that 

their oreparatory work was not yet comraleted. No report has 

Peen received on these discussions bet Legation ye tt nas 

earned that the Hungarian Cabinet, at a special meetin. 

May 1, decided to send Finance Minister Nyavadi to Mo scow to 

discuss th pnt op wing Soviet demands wiich the trade del - 
ur 


ee 
norized to discuss: 1) cuestions on German 
assets in Lung gary as defined by Potsdam; 2) problems concer 
ing the legal status of mixed f tungarian-Soviet corporations; 
anc 2) questions of transter of profits of Seviet interests 
in hungary. Contrariy 3e, wnen Ambassador Schoenveld in- 
quired of the Foreign Office atout Nyaradi'! O 

to Moscow, he was informed that Nyaradi hed leit 

furt to aiscuss Hungarian displaced procerty matters. i*ur- 
ther, Schoeafeld was told thet if che Finance Minister goes 
to Moscow iater he will endecvor to avoid final agreement on 
tne Eungarion dedts to Germany, taking tne position tnat tue 
Iloscow negotiations, which are ostensibly on tne trade agree- 
ment, cannot coneLuce this issue anc that it must be subject 
to further consideration by the government in Budapest. 


w 


+) 
yr JrTank= 


= 


Meanwniie 
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Meanwhile, on April 12, government income was curtailed 
by the Hungarian Govermment gran.1ng almosc complete tax 
exemption for 15 years to the jgoinc Suviet-funvarien con- 
panies, which are extensive aid include a crude ofl oOmpany, 
pecroieum a pl shipping company, civil air. company and 
five bauxite companies. 


There anvcars to be increased Soviet resistance to entry 
into Hungary of 4tnsrican civilians revresenving £merican re- 
diet and culitmrel organizations, White the Hungarian Covern- 
rent has coneluced h. coutrecs with VASE ana the Foreign 
Minister and Nyaradi have been active in trying to gain the 
services of this orga migatien, requests cr CAns Eanssioa offi- 
Clals to enver the country pave been denied with the state- 
ment that the Soviet Hie’ Commanc has no 9vuiettion to dis 
trituticn of CARE packages in Hungary but, sance there is a 
goveinmenc relief? agency to Gistribuce all aid, the Soviets 
find it unnecessary for CARH representatives to enter, 


With regard to post--UNERA relief from the US, Legation 
Budapest retomimended maximym concentration on items for agri- 
culturai renabdiliitaticn and has been informed that as many 
items as possibie for agricultural relief wiii be included, 
if a post-UNRR+~ program is estabiished, but tnat restrictions 
in the Joint Resolution wili not pernit the broad oe 
Cuval program originaliv recommended by the Legatior 


in anothe> goesure of US friendship, late last montn a 
special silver train tearing “gos million worth of siiver and 
art objects removed i the Germans from Hungary was returned 
tc Budapest from the US zone Cermany. ‘The silver may play 
an important part in helping wo raintain Hungary's economy 
on 2 stabie besis,. 


Fresident Tildy recently toid Schcenfeid he honed that 
tue US would ratify tne peace treaty @s 3acn as pessivbie 
sinse each month's Gclay costs the Hungsrian Government atout 
50 million forin® for cutlays that will fall avay with rat 
Ticatioa of tnc treaty. 

af ~ * 

GREK COURT LABOR In a.surprise move on Mey 2 the Greek 
DECISTON ANNOUNGAD ecurt ennounced its decision tnat the 

provisional lanor executive snouil be 
composec of four Rightists, one right Centrist, one Soc*alast, 
and one Communist. Ali factions in the labor wrious imue- 
diately indicated ods they would file avuneals against tne 
decision, end the fvullowing day the court announced tilat as a 
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result of these anpeals the oper:tion of the decision was 
rostvoned for tyo ronths. (‘inen the decision was announced, 
the US-UK represcutatives were on th? ccint of suggesting 
that the provisional eryccutive incinude the originel seven 
memvers and Sight “ew ones sno should be from non-Commmist 
groups, which would nave resulted in five Communists, five 
vcntrists, end 2 Rightists. ‘saldaris, wno was as 


astounded at the ccurt Gcecision es envone, incicatcd tnat he 
wes prepared to introduce iceisiatica dealing with che probd- 
len. 

During further negotiations, sudject to the Department's 
approval, our BOVINE labor adviser in Greece thinks that the 
US should press for: 1) a caretaker executive appointed by 
tne ccurt to examine the constitution and structure of tne 
unions and the form of iabor lezgisletion with a view to 
changes which would make it more cemocratic; 2) invitations 

Sist tne executive; 


to intcrnational trade union experts to assist 
2 Sums $ $1 on of final recommendations not Later than 
anuery 1, 21948 for the consideration of the National Trade 
Union Redicoenae wricn snouid be held wichin three monchs 
wher eaiters; 4) continuation of loceTt trede unions and city 
ade councils as they now ere; and 5) release of imprisoned 
Ps 


= 
ld 


taal ‘€ union lcacers unless seoused of murde 





*« ad ~« 

SOVISTS ATTEMPT T0_ eh YY: Russian attempts to either 
BUONCVIC COMMISSION FOR EUROPE dominate or make ineffectual 

tic Economic Commission for 
Burope are becoming evident at the first mecting of the 
organiza bion, which openea in Geneva Mey 2. Although there 
na. deoN no previous incicetions from cme Russians that they 
would attend, and they ned esstained from approving ECH': 
terns of reference in ZCNSOC, at the last minute Ceiegations 
arrived rrom the eta Uiraine anc Byeicrussia totaling 23 
ncople. tl invised countries seut delegates except iteianc, 


waich faiied to renly. to the invitetion. 


Russian maneuvers have been manifest in eee 
ways: 41) attempts to gein possession of important posts in 
ECE; 2) delaying tectics on organizavional a-rangements ‘in 

PCE and pressure for terminetion of existing "Z" organisations 
which may well cause a gap in operstions; and 3) intransigence 
Witla respect to consultetion with aon-members and on rela~ 


tions with the occur;sing powors. am his opening zgenezail 


Ga 

oO 

4s Fb 
AY] 

$f rs 
7~ 
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statement Zorin, heed of the USSR delegation, emphasized the 
need of pricr assistance to Ul] countries devestatcd by war 
that tkcre should be no interference in the internal Fe nf 8 
of any ccuntry; an’ thet ass2stance should not te used for 
poiitical purnoses 





Struggie Over ECE Posts tection or the Chairman was 
the first evidence or Sovict intentions to Cominate BCH, 
With vtne resvtit tr=t a compromise candidate was chosen. The 


Two cendid-tes "ere srance end Mase ott or Czecho- 


Slovakia. Mesaryk ond 


| 

"> 
ri-n' oO 

t~ 

¢ 

O 


4 
ecn suggested as a possibie cneirman 
some months egos but when it eppeared he would not head the 
Czech delegaticn, Philip was suggcsted, and a ag made 
or ITO delegetes in Geneva indicated he was ecceptable. The 


Czecns in Gensva erc peZieved to heve bee instructed to sup- 
pore Philip until a few days before the ECH meeting when 
Mesaryk unexpecccdly arrived as head of the Czech delegation 
to HOZ end es candidate for chairman. Whnile he stated he 
did not want the nosition and nad no desizve to run against 
Philip, tne head cf the Soviet delegation seid fiatly that 
the =, ‘ansisted uwnon hin {It became evident that sine 
smaller countrics wantcd a ao. cendidete as they were 
worriod over an East-West conte and feit that, with tne 
peliticel snlit ia the French sd Be mnt. support cf Philip 
might be consicered as en anti-Communist move. Both Mascr 
end Phiilio then withdrew their cendidacy, and Waerum of 
Denmark was sugzested and elected. Rudzinski of Foland was 


elected viecc-chairren. 


A 


4 
ey 
a 
cr 


The Sovicts are exerting pressure for the enpcoin 
Soviet es Deputy Executive-Sccretery ane a P 
omen of tne Coel Section. Since Myrdal, ec 
ry, piens to travel widely, SUCT} anpointn 
may Weil result in the Secretariat ocing 
tne Soviets, 


es We 


* 


> 


ct hy © W cr 
tr © 
< 


¢) 
eu ct 


Soviet et Position One Organizeticns Cbvriousiy Seviet 
stretery is tc siow down the organization of ECE wilie press- 
ing for carliest termination of existing orgenizations, tnus 
Creating a gep in ECH, wi eni LECH activities, Their pure 
pose mey be that they: 1) went 29 eft feative economic 
collaboretion; 2) want to postpona EcE action uniil efter ad- 
mission of satellites to UN when their wotaae strength will 
be mucn greater; 2) want to urge liquidetion of existing 
organizations so that any move to retain them can tue “scd as 
& propaganda attack thet the US is iaspiring by-passing UN; 
or 4) want to wait until they have effective control of tne 


ECE Secreteriat. 
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_ BCITO After long discussions concerning trensport 

2 resolution was agreed to, which specifics that 
nination shall be not later than Sentember 27, 
Mancial plight is such, however, that it will re- | 
. 30. closure unless delinquent contributions are 







‘quire 






ro paid promptly. USSR, Poland, Yugoslavia and Czechoslovakia. 
mate “9 a all in arrears, with 593,000 being due from the Soviets. 
"ie pressed fn open meeting about payment, the Soviets 


| Igvatak. thé question saying ECE was not the proper forum for 
"such discussion. 


sin we, . It was. also decided that there should be a meeting of 
bs Side transportation experts in Geneva May 27, but no agreement 
"has yet been reached on the question of issuing invitations ‘ 
‘7 .. to monemembers. This meeting will be held to formulate 
..  Yecommendations on the functions and organizational arrange- 
“<~ «ments«within ECE required to deal with European inlané trans- 
a port and upon the absorption or termination of ECITO. and the 
manner of continuing esgantiai work. The US. wanted’ the mect-— 
ite ing held May 15 and the Soviets wanted it to be mid-Jmme in 
>... Paris, which would make £€ virtually impossible t& reach. 
agreement before the July BCOSOC meeting. At any rate, an 
interval between ECITO and ECE transport operations seems 
inevitable because of ECITO's financial position. .. 


b) ECO While 2ll member countries spoke strongly in 
ECO''s favor, urged continuance of its operations at least 
through 1947, and stressed the necessity of avoiding:a gap 
between its operations and assumption by ECE, the Uxraine, 
Byelorussia, and Yugoslavia have joined strongly in advocat- 

, ing termination of ECO by the end of 1947 at the latest, and 
postponing substantive decisions until the next ECE session 
on the ground that they do not have sufficient information 
or knowledge. It was pointed out that if these decisions 

| .° are allowed ta go over until the June session of ECE, organiza- 

| . tional proposals could not be submitted to July ECOSOC meeting 

. amd therefore could not be either approved or receive a bud- 

/ -y General Assembly before termination of ECO. 







> ee. St 


With regard to EECE the Soviets have insisted 
| terminated by June 30 but that the matter of EECE 
e s- be postponed until the next ECE session, which 
ay 2a would ‘also leave a gap in. existing operations. : 


seed (125) Mee: * x * 
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This weekly publication is designed to highlight developments in the eco- 
nomic divisions of the Department of State, and to indicate the economic prob- 
lems which are currently receiving attention in the Department. It is suggested’ 
that copies be retained on file, as reference will sometimes be made to previously 
reported items to avoid repetition. 


Document Security Instructions 


This document should be treated in accordance with current instructions 
regarding security measures for SECRET material. Extreme care should be ex- 
ercised to avoid public or private discussion of the information herein with or in 
the presence or hearing of any person not authorized to have knowledge thereof. 
For general purposes all Foreign Service Officers and other responsible economic 
officers are authorized to have knowledge of the contents of this document, 
responsibility for the safekeeping of which will be assumed by each recipient 
thereof. It may be retained in protected files or, at the discretion of the recipient 
destroyed by burning. If not personally disposed of by the recipient, he will 
assure himself that it is burned in the manner prescribed for SECRET material. 
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DEP TO ASK CONGRESS Agreement has been reached by 
FuR ae YEAR GRANT FOR KUKEA State, War and Navy to request 

Congressional authorization 
for a one year grant for crea of $215 million. (See page l, 
March 10, i947 issue of Current Economic Developments.) The 
grant to be requested is in tine with previous estimates of 
needs for this fiscal year if Korea is to be provided with a 
reasonably stable economic recovery and represents $78 mil- 
lion above the War Department's estimates for minimum 
‘disease and unrest requirements. In view ofthe forthcoming 
reconvening of the Joint Commission in Korea on the question 
' of economic unity between the US and Soviet zones, estimates 
of reconstruction needs beyond this fiscal year were felt to 
be impracticable. War Department agreement to the Korean 
program was dependent upon State Department assumption of 
the administrative responsibility for political, economic 
and cultural aspects of the occupation. It is anticipated 
that’ the administrative responsibility for civil affairs. 
will gradually be transferred from War to State as soon 
after the appointment of a Civil Commissioner for Korea as 
possible. 








Economic conditions in the southern zone of Korea re- 
main unpromising, the only hopeful development being an 
increase in textile production resulting from cotton and 
textile spare parts shipmeuts from Japan. Prospects for 
this summer's food crop are not good. Acreage sown was 
about 30 percent less than the 1940-44 average and total 
yield is not expected to be more than two-thirds of the 
annual 1940-44 average. Conditions in the north continue to 
worsen and refugees are entering our zone at tne rate of 
about 50,000 per month. The main reason for the infiux 
appears to be the shortage of food, aggravated by seiective 
rations to favored groups. There is also an increasing 
number of youths in the 18-25 year group who state they are 
coming to avoid conscription, and of displaced landlords for 
whom no adequate provision has been made. 


* * « 


COTTON GROUP LEAVES FOR GERMANY Representatives of the 
TQ DISCUSS COTTON SUPPLY PROGRAM Departments of State, War 
and Commerce, and of the 
Eximbank and industry are leaving this week for Germany to 
discuss with US-UK bizonal representatives a new program for 
financing cotton imports and future procurement policy for 


buying 
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buying cotton for the bizonal area. The problem of procure- 
ment -has been compliceted by the fact that a number of the 
"cotton Senators" have suggested that all cotton imports 
into areas occupicd by the US should be American cotton, 
However, it has teen the Department's desire to recognize 
the rights of all United Nations.to supply the German and 
Japanese merkets on competitive terms; and therefore we can 
not continue to exclude other cotton exporting nations from 
the German and Japanese m-rkets. We have agreed that when 
funds are made available by Congress and by the Eximbank or 
RFC to procure cotton for the occupied areas, such funds 
will be used to procure US cotton when it is available in 
required quantities, grades and staples. 


Proposed Cotton Suoply Agreement The present proposal 
for importing cotton into the bizonal area which the group 


will discuss in Germany, provides for the export or American 
cotton to German mills, the cost of which will be met by the 
exportation of the textiles produced. Insofar as is possi- 
ble under this arrangemont the furnishing of the cotton, its 
processing and exportetion will be through private commer- 
Cial channels. Cotton wiil te exported by tne American Cot- 
ton Supply Corp., which will hve a capital of up to $1 mil- 
lion subscribed by Americcn cotton exporters and will obtain 
a loan of up to $19 million from the Eximbank. The Cotton 
Supply Corporation will own and finance the cotton from the 
time the private American sellers deliver it to the German 
port until it is paid for in dollars out of the proceeds of 
textile products.. The importation of the cotton will be 
handied by the Bremen Association of Cotton Merchants, and a 
Textile Bureau, which is an agency of the cotton textile 
mills and processors located in the US-UK zones, will ar- 
range for the manufacture of the cotton into saleable 
products. A group of Cerman exporters will handle the ex- 
port of a sufficient amount of textiles to reimburse the 
Cotton Supply Corporation in dollars for the cost of the raw 
material. It is also anticipated that the Textile Bureau 
will prepare a cotton textile production program for the 
C@#Mined zones and explore the outlets for export sale of 
cotvon textiles for dollars and freely convertible currencies. 


Obstacles To Proposed Cotton Program It is possible 
that UK representatives in the bizonal agencies will objec\ 


to our proposal. During the war the British acquired large 
cotton stocks, the exact amount of which is unknown. Some 
of -the cotton is Egyptian, but much of it is American type. 
It is our understanding thet the UK authorities are arranging 
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rt Ba 
pro¢ i deals for this cotton in their zone. Our pros» . 
pos s for use of American cotton and also, under the r 
fi fg arrangements, ve wold provide for the sale of oo 


textiles for payment in jollars or freely convertible curs. i" 
rency,; te cover the cost of the raw materials. Whether the ° Bes. 3 
rest of the textiles mirht be sold for sterling or other ... aie 
currem@etes would be a matter for determinetion by the Joint : 
Export-Import Agency. In addition, the bizoneal agreement 

of last fall provided that proeurement should be from the 

most economical source of supply but that the sources should 

be selected as far as possible to minimize the drain on the 

dollar resources of the UK. This provision has been the 

subject of some disagreement between ourselves and the UK, 

and it may be expected that British objections will be based 

on ‘wait criticel dollar position. 


Moreover, the Department has been concerned about eee 
functions of the Bremen Association and the Textile Buredu:: 
under the pronpcsed pian. Our policy has been to prevent = ig 
private commercial groups from assuming governmental func-.. ie 
tions and from underteking to monopolize any sector of 
German economic life. It is realized, however, that there. 
may not be time to set up the eppropriate bizonal govern- 
mental agencies to undertake these functions and it is be~ 
lieved thet use of private groups as is contemplated is the. 
only feasible ineans of exporting cotton to Germany. However, 
we do not want tne plan to be regarded as a precedent for 
the future pattcrn of German trade end commerce and have con- 
cluded that unless special dispensation is made the partici- 
parits would be violating the decartelization law. We are. 
suggesting, therefore, if this plan or a modified version of 
it is agreed upon,that the US end UK euthorities would make 
exemptions to the decartelization laws in both zones. We 
have suggested that the exceptions be framed narrowly so 
that they may be applied only to the transactions in connec- 
tion with the cotton plan, and also that the Joint Export- 
gency shell be responsible for the general supervi- 
the program in order to assure fair and impartial 
At of ell persons dealing in or processing cotton or 
ring textiles. In order to bring the program into 
effect transactional communications will have to be author- 
ized and if quadripartite approval cannot be obtained we 

- recommend that agreement be reached with the British on 
opening of transa«:tional communications in the bizonel area 
to. the extent necessary to permit operation of the cotton. 













program. 
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UK POSES COMMON QUOTA On April 28, the UK presented a 
D MINATION 1N IMPORTS memorandum to the US summarizing 


its action to implement its 
obligations under Article 9 of the Anglo-American Financial 
Agreement, which provices that, if either country imposes 
quantitative import restrictions, such restrictions shail 
not discriminate against imports from the other country. 








Departments in the UK Government responsible for the 
import cf goods on government account, together with the 
Import Licensing Department of the Board of Trade, have been 
instructed to administer their overseas purchasing or import 
licensing from January 1, 1947 in conformity with Article 9. 
All open general licenses for the import from British Common- 
wealth countries of products of which the US was an appreci- 
able prewar supplier have been reviewed and replaced either 
by open general licenses applying to all sources or by 
individual licensing arrangements conforming to Article 9. 


Import Policy For Colonies The Department is greatly 
concerned over the draft instructions which the UK proposes 
to send to all Colonial Governments asking them to revise 
their import policy so as not to discriminate against the US 





or Canada in favor of any other source of import except the 


UK, other colonial territories, Southern Rhodesia and Burma. 
Similarly, the UK may ciscriminate in favor of the Colonies, 
Southern Rhodesia and Burma. 


The UK states that since the Empire countries listed 
(but not Canada, Austraiia, South Africa, New Zealand, Eire 
or India) form a single group with common foreign exchange 
reserves uncer tne International Monetary Fund arrangements, 
any expenditure by any member of this group outside that 
body is equally a strain on the group's foreign exchange 
reserves... The British feel that, according to the draft of 
the ITO charter as revised at the London meeting and now 
under consideration at Geneva, members of the common quota 
group may grant preferential treatment to each other. 


The colonies are also being informed that the balance 
of payments position of the UK and the colonies is causing 
considerable concern, and a very serious drain upon the 
group's common foreign exchange reserves is threatened dur- 
ing 1947. Hence, the colonies are urged to insure that the 
maximum amount of export goods is guided to hard currency 
distinations outside the common fund area and that imports 
are drastically reduced. Colonial Governments are being 
urged to re~introduce a restrictive import licensing policy 


not 
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not e@M%for imports of ro..-essentials from outside the UK 
plug @e-@0lionies but aiso for imports from within the group. 
On igs from outside, the Th ‘suggests that the simplest 
procedure would appear to be either to allocate licenses be- 


tween sources according to prewar trade or to issue a global 
quota. without indicating sources of supply, jeeving the 
‘choite of sources to the trader. 


Basis For UK Action The British base their proposed 
discriminatory action, not on the Anglo-American Financial 
Agreement, whicn does not recognize common quote difficulties 
as reasons for discrimiratcry treatment, but rather on 
Article 28 of the London draft of the ITO Charter and on a 
Section € of the "Proposals for the Expansion of World Trade 
and Employment," which acknowledge the necessity for quantita- 
tive restrictions to maintain the value of currencies of 
territories having a common queta in the Monetary Fund. The 
Department and the NAC are now considering what action should 
be taken by the US. Although we may be embarrassed by 
Congressional and public reaction to the UK proposal since 
we have believed and stated that all such restrictive prac- 
tices wuld cease as of December 31, 1946, seriousness of the 
UK measures is somewhat mitigated by the fact that the dis- 

rimination is temporary and while it lasts the US will be 
treated no less favorably than other British countries, such 
as Canada, Australia and New Zealand, who are likewise dis- 
criminated against. 





At the request of this government, the British Govern- 
ment has agreed to hold up the proposed instructions to the 
colonies in order that we may have an opportunity to comment 
on them. 


The Department has pre- 
pared additions to the 
chapter on economic de- 


PEMBARES IT) CHARTER PROVISION 
ENCE BNG PRIVATE INVESTMENT 













pment in the draft ITO charter as adopted at the 1946 
Londom conference. This was done since the chapter dealt 
only im a general way with capital investment and since busi- 
ness and financial groups in the US are desirous of more de- 
tailed provisions. These additions, still in preliminary | 
form, are intended to remove some of the obstacles in the way 
of peaya te foreign investments and to be helpful to both 
ca i exporting and capitul receiving countries. After re- 
vietaky. the additions are to be presented by the US delega- 
tign to the ITO conference in Geneva, an 
| 4 t 
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ith specific reference to policies of recipient coun- 
tries, the anendments provide that members shall, in general, 
accord fair and non-discrivinatory treatment to foreign 
investors and, in particular, call for adeauate and eifec- 
tive compensation for nationalization or other forms of ex- 
propriation; advance notice, where possible, with regard to 
default on external debt obligations, and fair and non- 
discriminatory settlerents of these obligations; most-favored- 
nation treatment with respect to investments and opportunities 
for making investments; no restrictions on the transfer of 
funds for payment of interest, dividends and a moderate 
amount for amortization of loans or for depreciation of 
direct investments. Exception is made to the latter provi- 
sion in the event of a scarcity of the recipient member's 
holdings of a particular foreign currency in accordance with 
International Monetary Func provisions. 


With respect to obligations of investors, the revised 
chapter provides that investors shall not indulge in prac- 
tices resulting in: unfair political or economic advantages, 
detriment to the fundament:l1 interests of the recipient 
country or to gocd relations between members; the lowering 
of prevailing wages and workin; standards, or the impeding 
of progressive improvement of wages and working standards; 
the restraint of competition, or limited access to markets, 
or monovolistic control. In this connection the chapter pro- 
vides that foreign investors shall refrain from active par- 
ticipation directly or indirectly in the political affairs 
of countries in which they invest. 


The proposed amendments encourage joint undertakings 
involving both domestic and foreign capital and management 
but ask that recipient countries refrain from making such 
joint participation compulsory. 


Mechanism is provided for the ITO to use its good offices 
in the settlement of disputes arising from action inconsis- 
tent with obligations under this Chapter. 


In addition, provision is made for the ITO, in coopera- 
tion with ECOSOC and other inter-governmental organizations, 
to make studies and recommendations, and promote international 
agreements involving the promotion of economic development 
and international investment. To facilitate these aims the 
international agreement would include measures to insure just 
and equitable treatment for enterprises, capital and tech- 
nology from one member to another, to avoid double taxation, 
permit the freest possible flow of capital and the returns 
thereon, and, in particul=:, tc assure treatment of foreign 
investors on a basis. general y 110 less favorable than that 


accorded to domestic investc ': 
* 
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The bill to provide $400 
EY MISSION SCL DILED million for aid to Greece 
and Turkey was passed by 
The bill authorizes use 











of Congress on May 16. 









of the program without aay < the pagenge of the appro- 
pristeens. 


As soon as the Greek-Turkish add bill is stank. at 
which time the President is expected to make a public state- 
ment, a note will be sent to the Greek Government announcing 
the enactment of enabling legislation and pointing out that 
the US. would like an indication from the Greek Government of 
its general plans for utilizing US assistance, end of will 
ingness to enter into negotiations leading up to an agree- 

' ment between the two governments e¢aneefmed on terns of 
utilization. As soon as a Greek note ig received, negotia- 
tions will be started for the signing ‘of an e agreent be-— 
tween the two countries. 


. A survey mission, leaving for Turkey this week, is com 
posed of representatives of State, Wer-and Navy; The survey 
will be conducted by the US Ambassador to Turkey and will @en- 
compass an overall study of the Turkish armed forces, includ- 
ing the economic and industrial potentiai for national 
defense, and will make recommendations: for assistance to 
Turkey within the limits of appropriated funds. — 


DEPARTMENT URGES RELAXATION OF The Department is dis- 
RESTRICTIVE SHIPPING REQUIPSMENTS ° cussing with the Maritime 
Commission the possibil- 
ity of a general relaxation of Public Resolution 17, which 
that all exports financed by loans from this 
t be carried in vessels of US registry. This reso- 
opted March 26, 1943, has. been interpreted and 
red by the Me ritime Commission so as to require a 
‘Bivision of traffic between US.and foreign flag ves- 
sels for goods purchased by US ioaus and in some cases for 
all s shipped from the US. It is claimed that such ac- 
tions are based upon the Merchant Marine Act, 1936, which 
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states the policy that a substcntial portion of our foreign 
trad6 be carried in US bot~oms. The effect of these re- 
quirements on our posit*on regerding discriminatory shipping 
practices: by other countries end on financial arrangements 

to assist economic reconstruction abroad is being discussed, 


We are concerned over the growing tendency of other 
countries, particularly Argentina, to build up their mer- 
chant marines through a system of preferences and discrimina- 
tions intended to channel trade to their merchant fleets. 

At the same time we recognize this government is engaging in 
similar discriminatory practices through the cergo-alloca- 
tion policy pursued in the administratiom of PR 17. Argen- 
tina has succeeded in obtaining the inclusion of a preferen- 
tial shipping clause in its commercial agreement with Chile 
and is bringing pressure for similar provisions in agree- 
ments under negotiation with France, Brazil, Peru, Spain and 
Switzerland. In reply to our request that the French avoid 
a treaty commitment that 50 percent of the total -Franco- 
Argentine trade be carried in Argentine vessels, the French 
called attention to Article 9 of our Eximbank contract re- 
quiring transport of material and equipment purchased with « 


“the loan in vessels of US registry. 


We have informed Maritime what the inclusion-of shipping 
requirements in Eximbank loans and other government financial 
arzangements designed to assist economic reconstruction 
abroad is a serious impediment to the rapid and effective 
accomplishment of credit ohjectives. In effect, our prac- 
tice amounts to a withdrawal of a portion of the dollars 
made available to war devastated countries by obligating them 
to pay shipping charges to US vessels with borrowed dollars 
needed for emergency purchases of goods in the US. The Mari- 
time Commission has recently denied a request by the Finnish 
Legation that 50 percent of the goods purchased under ‘the 
February credit arrangement be carried in Swedish rather than 
Finnish vessels and the cther 50 percent in US bottoms. 


In a general statement to the Maritime Commission on 
this subject we point out that we consider the strict applica- 
tion of PR 17: 1) constitutes a line of action not specified 
in the basic policy declared in the merchant marine legisla- 
tion of 1936; 2) represents a policy of limited character 
adopted under special circumstances in 1934 which do not 
exist today; and 3) is directly in conflict with our broad 
international program of seeking to promote the return of 
commercial operations in international trade to private busi- 
ness channels. 


foal * * 
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ONOMIC During 1946 Hungary passed through 
N HUNGARY uncontrolled hyper-inflation, the 

Tite. worst in economic history, to the 
contx@as of one of the most rigidly planned deflationary 
economies eve: imposed on a mation, according to Legation 
Budapest's analysis of the 1946 economic situation. This. . 
stabilization, accomplished virtually without foreign assist- 
ance, has been called one of the most extensive attempts at 
complete imposition of human will over the forces of economic 
life. 
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Stabilization The Goal Hungary's war damage amounted 
to approximately $4,300,000, two-thirds resulting from miii- 
tary operations and the rest from looting. The present 
national income is about 60 percent of the 1938-39 level, 
which is most serious as the prewar standards were so low. 
Under the amended armistice te-ms Hungary is to make repara-~- 
tion of $300 million to the UsSSK, Yugoslavia, and Czechoslo- 
vakia over an eight-year period at the 1938 price level. It 
was evident even in 1945 that, with uncontrolled inflation, 
taxes could not be collected fast enough to cover current 
government expenses. The currency and the entire economic. 
structure was headed toward complete collapse. By June 1946 
the interest rate was 20 perecnt a day, and. loans were only 
made on a daily basis desvite nominal rates of 85 percent per 
week, In July all lending stopped, business and economy were 
at a standstill, all pengo notes withdrawn from circulation. 


On August 1 the government issued the stabilization 

plan which imposed rigid controls designed to equalize the 
demand and supply of available products. To’ achieve the 
success of the plan, the government relied on its economic 
powers, restrictive crecit controls, police powers, and on 
apathetic dejection of the people, as well as their fervent 
faith in the plan. A series of laws, starting in September, 
allowed government by decree util February 1, 1947. In 
August the US returned $22 million gold reserves, which 
helped in the plan for stabilization of ‘the new forint cur- 
re » -The exchange rate of 11.74 forint to the dollar over- 
valggp the foriny and serves to impede the development of 
trad@ Yelations outside of barter agreements. By October 
the National Bank opened its balance sheet and resumed pub- 
lication of weekiy statements. During 1946 Hungary had nego- 
tiated. a number of trede agreements with Eurcpean countries, 
- which are in effect as barter arrangements but none of them 

has been ratified by Parliement. The ordinary revenue of 

the country covered only 6.7 percent of state expenditures 
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during the year. The balance of payments not only failed to 
show a surplus, but did not even render possible importing 
enough raw materials to enable exploitation of the existing 
productive cavacity. 


Land Reform The hasty lend reform decree promulgated . 
in the spring of 1945 was used at the community level as a 
political tcol, with the result that meny of its good 
features were vitiated. The entire land tenure system were 
altered by tne nationalization of one-third of all agricul- 
tural lands, and the net result was that 400,000 new land 
owners were created and 95 percent of the farms were less 
than 20 cadastral yokes (1.42 acres = 1 cadastral yoke) in 
size and occupied 65 percent of all arable land. Small 
farms led to low production--80 percent of the farmers and 
50 percent of the land was submarginal. 


The political aspeets of the original land reform was 
partially responsible for the serious food shortage, and in 
February 1947 additional legislation was enacted in an at- 
tempt to halt such practices as unjustifiable parcelling of 
farms, insecurity of tenure, failure to safeguard equipment, 
etc. The new regui:*ion provides that property cannot be 
divided any more, .xcept in pending cases, and-that property 
legally accuired after January 1944 may not be divided ex- 
cept where it can be shown that the owner is not a farmer 
and the land is not the owner's only means of livelihood, 


The original land referm decree provided that all 
properties such as machinery, plants, mills, and pastures 
of former large estates were to be used cooperatively where 
the land divided was more than 300 cadastral yokes. The 
main difference betwecn the old and the new cooperatives is 
that the old ones owned the land as well as the equipment. 


&ericulture Agriculture accounts for 51 percent of the 
country's workers, 41 percent of all property, and prewar 40 
percent of the national income. Seventy percent of the 
nation's exports were egricultural products, paid for by 92 
percent of total imports. Since the Stabilization Plan the 
fixed prices for agricultural products have been set at 
about two-thirds the value of industrial products witn the 
result that there has been a noticeabie lessening in produc- 
tive capacity. Other factors retarding the recovery of agri- 
culture were the- devastation of buildings; loss of manpower, 
draft enimals, machinery; the iand reform; and inflation. 

In order to obtain food for the urban population, a system 

of compulsory surrender of crops was adopted, with collec- 

tions made by the large cooperatives. = 
e 
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Plan with the object of reising the yields of 
pps to the level of 1938. To finance the plan about 
at of the national annual income will be turned over 
to. ecosomic dévelopment, but it is doubtful that even under . 
the most favorable conditions emera yields can be. raised 


— announced goels. 


Netionalizetion Of Industry About one-third of, indus- 
try is food processing, most of the remainder being textile 
factories and a few heavy industries. State control has 
always’ been important; the railroads were state managed from 
their inception, as were postal services, telegraph, tele- 
phone, and radio. The state also has salt, tobacco, sugar, ~ 
alcohol, and saccarine monopolies which antedate World War I. 
Measures in 1946 by the Economic High Council nationalized 
‘coal mines and electric power plants. In 1945 there was an 
inter-party agreement to limit nationalization to underground 
resources and eleetric power. Operation of the three . 
largest heavy industries was assumed by the. state. for a 
period of six years, although nationalization has not taken 
place. The Three-Year Economic Plan, of which. agriculture 
is part, is expected to raise the standard of living to that 
of 1938, while at the same time assuring the payment of | 
reparation. industrial production, therefore, is expected 
to reach 126 percent of 1938, whereas agriculture is only to 
be restored to the 1938 level. 


Labor “The trend has been towards social equality and 
planned economy, with the workers active in management. How- 
ever, the continued low standard of living has resulted in 
growing discontent among ell groups. In order to increase 
production, compulsory labor wes introduced in 1945, Compul- 
sory public labor is available to agriculture, industry, and 
flood prevention projects. its results have been fairly 
satisfactory, whereas planned labor has not. The Labor Ex-~ 
Service of the Trade Unions is still in a preparatory 
~In principle workers are under no obligation to join 
“but in practice most have been forced in. The 
1 power of the unions is very extensive and still 
g There is no basic law regulating them, and no ap- 
proved by-laws as yet. A paredoxical situation has arisen 
under postwer conditions in that the trade unions have for- 
bidden strikes even where they might otherwise be considered 
justified. At present the Trade Union Council includes 50. 
unions and a membership of more than one million. Since the 
war it has been practically impossible to determine the exact 
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relation between wages anc cost-of-living, although it is 
evident that even after tne stabilizetion of currency, quen- 
tities of goods moved between tne people on 2 trade or 

barter basis rather then through purchase. 


Foreign Trece Trade during 1946 was far delow prewar, 
but represented a great improvement over the previous year. 
The USSR received tne greatest value, with Switzerland and 
Czechoslovakia next, Imports from the Soviet and Czechoslo- 
vakia were far in excess in value from those of other coun- 
tries. Imports totaled 370,519,000 forints, exports 
420,032,000 forints. Principal imports were coke, coal, and 
iron ore, and the leading exports were refined petroleum 
products. 
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AGENDA PREPARED FOR Vie have prepared a tentative agenda 
XUGOSLAV CLAIMS TALKS for the US-Yugoslav claims: discus- 

sions scheduled to begin on Mey 19, 
which includes Yugosiav assets in the US, American:cleaims 
for property nationalized or otherwise expropriated in 
Yugoslavia, Plan &, lend-lease and other American claims, 
including war damage, US planes shot down over Yugoslavia, 
etc. 








Although the Yugoslavs have never denied the principle 
of compensation for property taken over under the sweeping 
nationalization act of December 4, 1946, they have procras- 
tinated in arranging compensation procedures both with 
regard to US interests and other foreign concerns. Our 
position appears strong, however, becnuse the Yugoslavs are 
angous to have released the large amount of frozen assets 
in the US. Embassy Belgrade urges withholding any action on 
frogen assets until satisfactory settlement has been made 
for various claims. 
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RHINE, COMMISSION .. The full range of Rhine traf- 
- STRASBOURG SESS2ON- fic problems was reviewed at 
rs ae - 2*the Central Rhine Commission 
<_< ai held: in Strasbotrg May 9-il. There was 
nOUS agreement on the desirability of establishing a | 
Rhine shipping register. .Howéver some conflict developed +) ae 
over the: implementation of this project and the mattex has : 
been referred to a subcommittee for further consideration. 
The French want CRC contro? headquarters located at Stras- 
bourg with statistics compiied. by a French company at CRC 
expense. An alternative Dutch proposal, favored by the 
majcrity, comprises private financing under the aegis of CRC. 





Sm ey CO > 


_ CRC is pressing hard for the establishment of an inter- 
national passport and ration card for Rhine boatmen. The . 
Commission moved to avoid disruption of Rhine shipping after 
May 15 by requesting extension of the validity of military 
permits and again asking that boatman's laissez passer. be _. 
recognized as valid without visa or at least be made free of 
charge and valid for two vears. The Dutch, who so-far have 
followed private arrangements for rationing crews throughout 
the Rhine, have agreed to reconsider the application of the. 
Laverastsened ration card. 


* the Committee studying navigation: regulations. oa tha : 
Rhine. has- proposed a complete review of CRC regulations. and . 
their zonal application. A tri-zonal committee of Germans . 
is envisaged to examine existing zonal police regulations 
and bring them into conformity with CRC regulations. 3 


It was noted that French and British zones have pub- 
lished ordinances reestablishing Rhine tribunals and that a 
Graft ordinance is undér discussion in the US zone. 


The restitution of Rhine barges remains unsettled. In 
view of the complete divergence of French-US views on the 
interpretation of the Paris Reparation Agreement, the French 
expressed a desire to submit the question to arbitration. 
bound to the principle of restitution of aliied 
‘found in Germany but do not concede the right of 
seize and retain Ge:’man vessels as external assets. 





No action was taken on the resolution concerning struc- 
ture and functions of the Temporary Committee for Rhine 
Traffic. Terms of reference and budget were to be considered 
further at a meeting in Basie on May l2. 
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CZECHS PASS ACT The long dcicyed Nationalization cf Labor 
MOBILIZING ZABUR Act, giving the Czech Government far reach- 

ing powers id transfer superrluous man- 
power to sectors whcre l2bcr <s short, has passed the National 
Assembly. I¢ cor.tains provisious for: 1) compulsory dis- 
charge of superfluous workers by management in agreement with 
workers' councils; 2) compulsecry placement in "suitable" jobs 
of discharged workers unable to locate themselves within a 
fixed time after dismissal; 5) three months' supplementary 
wage payments to make up differences to workers transferred 
to lower paying jobs; 4) rignt of appeal against unjust dis- 
charge or placement; 5) protection of social rights--sick- 
ness, old age insurance, vacations, etc., of compulsory 
transferees; 6) pubiic reproach, fines, imprisonment or work 
camps for violetors. The iaw does not apply to teachers, 
clergy or civil servants, althcugh a special bill is planned 
to compel the transfer of superfluous civil servants. The 
Communists were defeated in their attempts to inciude civil 
servants in the bill and to derine “he criteria by which 
workers couid be transferred. Workers in nationalized in- 
Gustries are affected by the bill since tney are not classi- 
fied as civil servants. 








The government feels the bill will be used very little 
but will be a legal backstop in the even* of a sudden crisis, 
and that, because of the protection given to social rights, 
the worxers wouid not resist it, 
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This weekly publication is designed to highlight developments in the eco- 
nomic divisions of the Department of State, and to indicate the economic prob- 
lems which are currently receiving attention in the Department. It is suggested 
that copies be retained on file, as reference will sometimes be made to previously 
reported items to avoid repetition. 


Document Security Instructions 


This document should be treated in accordance with current instructions 
regarding security measures for SECRET material. Extreme care should be ex- 
ercised to avoid public or private discussion of the information herein with or in 
the presence or hearing of any person not authorized to have knowledge thereof. 
For general purposes all Foreign Service Officers and other responsible economic 
Officers are authorized to have knowledge of the contents of this document, 
responsibility for the safekeeping of which will be assumed by each recipient 
thereof. It may be retained in protected files or, at the discretion of the recipient 
destroyed by burning. If not personally disposed of by the recipient, he will 
assure himself that it is burned in the manner prescribed for SECRET material. 
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DOULER-STERLING PROCUREMENT PROBLEM Although tentative 
STILL UNSOLVED FOR BIZONA”™ AREA agreement has been 

reacted by Generals 
Clay and Robertson in Berlin regarding sterling-dollar bal- 
ances and the procurement of civil affairs supplies, a most 
important question of interpretation of the bizonal agreement 
of last December remains unsolved. The bizonal agreement 
provided that procurement snould be from the most economical 
source of suppiy but that the sources snould be selected 
insofar as possible so as to minimize the drain on the dollar 
resources of the UK. The British are interpreting this to 
mean that bizonal trade should be conducted so as to avoid 
the expenditure of any material amount of dollars which would 
require that sterling be convertible for that purpose. In 
practice, Clay fears that the British will insist upon a geo- 
graphical division of the trading area into sterling and dol- 
lars with the idea that dollar procurements can be justified 
oniy if dollar sales ar2 in prospect. He also points out that 
in the case of our cotton program, which is admittedly a spe- 
clal case, we are losing sales of textiles to sterling areas 
because we have dollar cotton while the demands for textiles 
are being met through processing in Germany for the account of 
the trading country of raw cotton acquired with sterling. 








Terms Of Interim US-JK Agreement The interim agreement 
reached by Clay and Robercson whicn has been referred to the 
respective governments for comment provides that: 1) a mini- 
mum of €20 million, or half the doilar-sterling balance, be 
kept in dollars in the Joint Foreign Exchange Account; 2) this 
Minimum balance will temporarily determine the extent to which 
matching payments already made into the sterling account snall 
be transferred into the dollar account until agreement is 
reached regarding interpretation of the bizonal agreement on 
doliar-sterling procurement; 3) with the consent of the Joint 
Export-Import Agency (JEIA), the UK Government may employ the 
agency as its procurement agent for civil affairs supplies in 
countries where the JEIA has local currency accounts, provided 
that reimbursement by the UK to the agency is on an autcmatic 
ard instantaneous basis. Clay has also insisted that reim- 
bursement of JEIA by the UK must be in dollars to the extent 
that UK proé¢urement of civil affairs supplies through the ac- 
count results in a net balance in favor of the trading country 
requiring an outlay by the JEIA of dollars. The British, 
while suggesting this would be a minor problem, have been re- 
luctant to accept this modification. 





Clay 
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Clay points out that the dollar-sterling problem would 
not be so acute if it were possible to depend on coal collec- 
tions being in dollars but bills have just been sent out in 
dollars and to date no doliars have been collected for coal 
for the joint account. Both Clay and the British are skep- 
tical over the ability or willingness of the European cus- 
tomers to pay dollars for coal. 


DEPSARIMENT PROPOSAL ON TRANSFER FROM As a result of the 
&CA OF TITLE TO GERMAN EXTSRNAL ASSETS passage of Law 
Number 5 in the 
fall of 1945 by the Allied Control Council for Germany, the 
Cerman External Property Commission (GEPC) was set up under 
the Control Council. All rights, titles and interests to 
German external assets not located under the jurisdiction of 








1945 issue of Current Economic Developments.) In order to 
regularize the various decisions which have been taken re- 
garding German external assets, we are now proposing a pro- 
cedure for transfer of title to German external assets which 
will take into account the decisions made at Potsdam, and 
provide for protection of United Nations interests, and 
property taken under force or duress or by reason of the 


racial origin or religion of the owner. 





Transfers As Between US, UK And France And USSR Under 
the procedures being suggested by the Department, the Control 
Council would direct GEPC to transfer to the Soviet Union 
such German beneficially owned rights, titles and interests, 
direct or indirect, in property physically located in Hungary, 
Rumania, Bulgaria and Finland which may have been vested in 
GEPC; to transfer to the US, UK and France such German bene- 
ficially owned rights, titles and interests located in Italy, 
the other American republics, Eire, Ethiopia, Iceland, Iran, 
Iraq, Japan, Korea, Lebanon, Portugal, Saudi Arabia, Siam, 
Spain, Sweden, Switzerland, Syria and Turkey; and ,to transfer 
to the Governments of Belgium, Albania, Denmark, Egypt, Greece, 
Luxembourg, Norway, the Netherlands, Czechoslovakia, Yugo- 
Slavia and Poland, German beneficially owned rights, titles 
and interest in property physically located in those coun- 
tries which may heve been vested under Law 5. 





Our 
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Our propos2l, which is being referred to Berlin and 
other interested missions for comment, provides further for: 
1) transfer of non-Germren beneficielly owned rights, titles 
and interests in German assets, direct or indirect, to the 
individuals who hold such interests; 2) transfer to indi- 
viduals who beneficially ovmed rights, titles and interests 
in German assets of all rights, title and interests which 
were acquired from such individuals by use of force or duress 
exerted by Axis Governments or their agencies, including 
acquisitions by sequestration, confiscation or control on 
account of racial origin or religion of owners; 3) retention 
in GEPC of title to German beneficially owned property 
physically lcoceted in Austria pending settlement of the ques- 
tion in Austrian treaty discussions; and 4) retention in 
GEPC of all powers concerning investigations in Germany of 
evidence of German external property. 


The phrase "rights, titles and interests in property 
physically located" is to be interpreted to mean that in 
cases of corporations, partnerships and other forms of busi- 
ness enterprises German beneficially owned rights, titles 
end interests shail be dealt with according to where the 
physical property is located and not according to where the 
evidence of ownership is located. In ceses of debts owed to 
a German, the property shall be deemed to be "physically 
located" in the country of the debtor. However, for the 
purpose of determining the validity of such a claim the usual 
rules of law shail govern. it is not considered that any of 
the above arrangements would conflict with the proposed IARA 
intercustodial agreement. The formula merely provides for 
the transfer of GEPC rignts, titles and intcrests in German 
external property to the extent required by Lew 5; the trans- 
fers are therefore to be considered as removing GEPC's claim 
of title without attempting to deel with agreed procedures 
for resolving conflicting claims to titles by various coun- 
tries. Where treaty provisions are applicable to United 
Nations nationals property, treaty provisionssheall control 
in case there is conflict between such provisions and any 
above provisions. 


Question Of Soviet Claims To German Debts We do not 
consider that the question of Soviet cleims to debts owed to 
Germans in the clearing accounts or otherwise, as have been 
pressed against Finland and Hungary, is settled by the pres- 
ent proposal. This question arises as a result of satellite 
treaty provisions whereby satellites weived on their behalf 
and on behalf of their nationals all ciaims against Germany 
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and German nationals. The Soviets have taken the position 
that this means, with respect to clearing belances, that the 
satellites waive the gross claim they have against the Germans 
for all clearing transactions, thereby leaving outstanding as 
German external property the German claims against the 
satellites. We contend thet the satellites can claim that 
the treaty provision waived only the net balance on the 
clearings owed to the satellites by the Germans. ‘We consider 
this a problem involving interpretation of the treaty, and 
one which, therefore, shouid be taken up by the Heads of 
Missions. 


CPENING UP OF DANUBIAN TRAFFIC With a view to opening up 
COMPLICATED BY PCLITICAL FACTORS Danubian traffic sometime 
this summer, the Department 
asked OMGUS and USFA for comments on the feasibility of bi- 
leteral arrengements for operating Austrian, German, Czech, 
Hungarian, Yugoslav and Rumanian vessels between the US and 
Soviet occupation zones ~ithout a formel working agreement 
between the military authorities. In view of the numerous 
formal approaches made to the Soviets on this question we 
had considered it inadvisable to make further proposals 
either to the Soviet Government or military authorities in 
Austria. Disagreement has arisen between OMGUS and USFA 
officials regarding the best means of opening traffic. OMGUS 
transport officials believe the probiem must first be ap- 
proached by establishing through German-Austrien traffic and 
to make this effective have made a formal representation to 
USFA for transmission to the Soviets to allow two round trips 
montnily by a passenger vessel between Regensburg and Vienna. 
OMGUS further believes that Austrian traffic could generally 
be opened up through Soviet participation on the joint Danube 
Board which would establish Allied supervision on a German- 
Austrian wide basis. Both our political and military 
authorities in Vienna feel that the OMGUS suggestion is inm- 
practicable at this time for predominantly political reasons. 
The question of Danubian navigation is considered to narrow 
down to whether American-held DDSG (Danubian Steamship Com- 
pany) vessels can operate in the Soviet zone of Austria and 
pass without risk of seizure. The case of DDSG, which the 
Soviets claim as a German asset, is considered one of the 
key cases in the whole issue of German assets now being dis- 
cussed by the Treaty Commission set up by the Council of 
Foreign Ministers. The Austrian Government regards the 








satisfactory 
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setisfectory settlement of this case far more important than 
immediate rcstoration of through treffic on the Danube; does 
not wish to risk any incidcnt which might elter the status 
of the company's principal esset (ships) or otherwise ad- 
versely affect the case; and is skeptical of a trial run 
from Linz to Vienna or Budapest because free passage of the 
first few vesseis would be no assurance of security of ves- 
sels in subsequent movements. Legation Vienna has also, for 
political reasons, recommended against the OMGUS suggestion 
of a monthiy trip from Regensberg to Vienna, pointing out 
that the idee of German passenger service into Austria while 
Austrian vessels are still bottled up in the US zone would 
be most offensive to the Austrians. Furthermore, it feels 
that when this funcamental question is soived the Soviets, 
in their determination to maintain river domination as far 
west as possible, will probably raise other obstacles to 
Austrian shipping. 


On the more technical aspects of opening up Danubien 
traffic, Legetion Vienna reports that physical impediments 
remain but no actual blockades and it has been reported that 
river ectivity below austria has increased considerably be- 
ginning this season. Informal conversations with Austrians 
and Hungarians have indicated a disposition to cooperate in 
permitting entry of each other's vessels unless interfered 
with by an outside power, and it is believed that the other 
riparian states would not present difficultics other than 
those which are Soviet inspired. ‘The Legation feels that 
the remaining odstecles would be solely those imposed from 
time to time by the Soviets through the riparian states, by 
the joint Soviet satellite companies and through the Soviet 
Danube Shipping Company which was created to establish Soviet 
control of the river. Finally, the Soviets control all land- 
ing fecilitics in Vienna with the exception of one in the US 
zone which is suitable for passenger service only. 


In the most recent discussions between US and Soviet 
transport officials in Austria, the Soviets stated that open 
navigation only applies westward tc Mauthausen and that, in 
general, shipping across the US-Soviet line must await inter- 
national Danube Commission; that nevertheless some movement 
could teke place by clearance for each trip separately; that 
arrangements would take place betveen the Soviet and USFA 
naval divisions only; and that a general arrangement could 
be made for Austrian river conservancy boats. 
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US TO REQUEST TERMINATION OF US- Because of the continued 
SOVIET OIL COMMISSiON IN RUMANIA feilure of the Soviet mem- 
bers of the joint US-Soviet 
Oil Commission in Rumania to cooperate in carrying out the 
Commission's functions (see page 7, October 14, 1946 issue 
of Current Economic Deveiopments) , the US has decided to go 
ahead with plens to terminete the Commission. The Depart- 
ment is instructing its representatives in Bucharest to in- 
form the Soviet members of the Commission that unless they 
agree to a report submitted by the US side on October 8, 
1946 or submit a report of their own within a specified time, 
the US will consider the Commission tcrminated and the mat- 














ter will be referred to Embassy Moscow for diplomatic handling. 


At the same time that the matter is referred to Moscow, we 
will release full publicity in Rumania and in the US on the 
operations end faiiure of the Commission. The threat of 

such publicity is apparently the only available form of pres- 
sure for securing Sovict cooperation in concluding the 
Commission's responsibilities. 


The Commission, established in eccordance with an agree- 
ment reached at Potsdem "to investigate the facts and 
examine the dccuments as a basis for the settlement of ques- 
tions arising from the removal of oil equipment in Rumania," 
has been trying unsuccessfully since August 20, 1945 to 
carry out its assignment. 


YUGOSLAVS RECEIVE US NOTE ON The Yugoslav delegation now 
SETTLEMENT OF PLAN A P PROGRAM in Washington discussing the 

settlement of outstanding wer 
claims has been handed a note by the US stating that the 
combined claim against Yugoslavia for Plan A (civilian) sup- 
plies provided through the military authorities of the US, 
UK and Canada amounts toabout $10.3 million, of which the US 
share is about $6.5 million. A similar note will be handed 
the Yugoslavs by Canade and possibly the UK. 








In gencral, our note states that the terms of settle- 
ment for this obligation are left for future determination 
between Yugoslavia and each of the supplying governments for 
their respective shares of the combined claim. Settlement 
for the US share will be considered during the current finan- 
Cial discussions with the Yugoslav delegation. 


* * baad 


DECLASSIFIED FOR PUBLICATION IN FOREIGN © } 
RELATIONS OF THE UNITED STATES f 











SECRET BEST Copy AVAILABLE 
e9<« 


FONANE AD NEGOTIATIONS Last week in Washington discussions 
UNDER? WAY WITH 1TASTANS were initiated with Italy looking 

toward a general settlement of 
financial. and related mat‘ers emanating from the war. (See 
page 3, April 21, 1947 issue of Current Economic Developments.) 
Ivan M. Lombardo is chief of the Italian delegation and 
Willard Thorp, Assistant Secretary for Economic Affairs, 
heads the delegation for the Ut. In addition to negotiating 
outstand’ng governmental claims arising out of the war, the 
discussi-sms will probably encompass the question of the dis- 
position ».t Italian property blocked and vested in the US; 
the satistaction of claims of US nationals not specifically 
provided for in the Treaty of Peace with Italy, and problems 
connected with prewar debts owing to US nationals. 











Describinz the present critical situation of the Italian 
economy, Lombardo presencsed balance of payments figures for 
the second half of 1947 indicating a deficit of $441 million, 
taking into account poor harvests. These figures were based 
on a special study prepared by the Italian Inter-Minesterial 
Committee for Reconstruction (CIR) concerning import require- 
ments for the second half of 1947 a.id foreign exchange 
availabilities to meet these requir2ments. The CIR special 
study, composed of statements by individual ministries, may 
form the basis for a request by Lombardo for additional 
financial aid from the US, over and above post-UNRRA relief 
and credits and transfers heretofore given. The report con- 
siders it "absolutely urgent" that, although essential 
requirements should be met to the greatest extent possible 
from the post-UNRRA grant, a supplementary credit of about 
$200 million be obtained to meet the second half of the 1947 
deficit. The study sets fortn Italy's minimum needs in 
order to restore the economy to the level of industrial 
activity prevailing in the summer of 1945, when the index 
for industrial production was 56 (1938 = 100) as compared to 
the present level of slightly above 43. 


-Age a partial offset to the deficit anticipated in the 
CIR’ study, the Italians estimate that from the post-UNRRA 
relief appropriation, the Eximbank's industrial loan which 
is expected to te utilized in 1947, and the balance in the 
suspense account for procurement in Italy for the US armed 
forces, a total of $205 million may be availabie to them. 


Tentatively, it is planned to discuss in some detail 
Italy's balance of payments estimates during the week. 


* x * 
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RECENT BILATERAL TRADE UK-Soviet Trade Talks Inconclusive 
AGREEMENTS SUMMARIZED A member of a UK delegation recently 
returned from trade talks in Moscow 
stated that while no definite agreement-was reached much was 
accomplished in clearing the atmosphere and in establishing 
requirements. However, it is expected that future talks, 
which are to take place in London, will not be without diffi- 
culties, particulariy since Soviet requests will be hard to 
meet because of general shortages in the UK. The Soviets 
believe that 50,000 standards of timber can be made avail- 
able now, expanding to 150,000 standards annually by 1950 
provided timber cutting and transport equipment is available. 
from the UK. The most surprising Soviet offer was a probable 
350,000 tons each of wheat and coarse grains from the cur- 
rent promising crop and up to 3 million tons each by 1950. 
The UK delegation was not authorized to discuss the credit 
agreement revision which the Soviets requested, and the UK 
Treasury is apparentiy tmdecided as to what response to make. 














UK-Polish Talks Conciuded In commenting on the conclu- 
sion of the UK-Polish trade negotiations, a Foreign Office 
official intimated that UK authorities believe that the 
agreement when effectuated will be no more than a statement 
of hope for the expansion of Anglo-Polish trade.- The trade 
agreement provides for Polish exports of £23 million, at 
least 50 percent of which are to be foodstuffs, and for 
Polish imports of £35 million for the three years the agree- 
ment is to be in effect. UK officials believe that Poland 
will be unable to fulfill its part of the agreement and that 
it will have difficulty in obtaining from the UK machinery 
and other materials in short supply. Excess Polish imports 
of bl2 million are to be financed by approximately £2 mil-~ 
lion of gold on deposit in the UK; perhaps $1.5 million net 
Polish assets in the UK; and the remainder by short-term 
credits from UK exporters or manufacturers. 


Other Developments In UK Trade The Belgo-Luxembourg 
Economic Union has agreed to facilitate substantial exports 
to the UK of a wide range of goods in order to bring their 
trade more nearly into balance in 1947. UK exports tc the: 
Union will approximate £28 million and Union exports, 624 
million. Embassy London is again discussing with the UK our 
dissatisfaction with Gold Coast timber export regulations. 
UK officials say that although the regulations are unpopular, 
they cannot accept modifications that would increase the US 
share or guarantee specific periodic export quotas for US 
ships. We believe the best interests of the US would be 
served through increasing the efficiency of evacuation 


methods 
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methods, instituting querterly quotas, and coordinating rail, 
ship ana truck movements. UF-Icelendic talks on trade are 
stalled over the cuescion of price for frozen fish filets. 
wnile the UK is anyious to obtain fish cil, it is unwilling 

to pay the high price requested for the filets. UK negotiators 
feel that Iceland is holding up the price in the hope of ob- 
teining a substantial offer elsewhere. The Icelandic trade 
delegation in Moscow is continuing to delay while waiting for 

a decision witn regard to the purchase of fisn by OMGTIS 


Freoon Tr2dce 2. TSAO otiztions We have informed our Embassy 
in Paris and our iTJ deie ezation in Geneva that we recognize 
that the anerbenes to France of an Argentine credit mey 
necessitate its signing the Franco-Argentine commercial 
agreencnt mow under consideration even tnough Argentina re- 
mains immovabie in its insistence uron inclusion of restric- 
tive shipping provisions without an escape clause. (See 
page 17, April 21, 1947 issue of Current Economic Develon- 
ments.) 





During Aprii, France concluded one-year bilateral agree-~ 
ments witin tne Netheriands and Norvay, French exports to 
tne Netherlands will total approximately 9 billion francs 
and French imports, 7 billion francs. Long-term French con- 
tracts to de placed in the Netherlands for the construction 
of naval and dredging equipment will bring the commercial 
account between the two countries into balance. France will 
export tc Norvay goods valued at abdout 3.2 billion francs 
and will import commodities vaiued at 2.7 billion francs. 

On May 13, France and Yugoslavia initiaiecd a new one-year 
trade agrecmen t providing for the ez ‘change of commodities 
amounting to 7 to @ million francs.in esch direction. The 
Franco-A4ustrian Mixed Commission met recently to modify the 
trade agreement to provide for increasec French imports to 
bring the trade between the two countries more nearly into 
balance, and the Franco~Polish Mixed Commission met to in- 
crease Polish purchases of French merchandise. 


Our Legation at Tangier has reported thet discrimina- 
tion egainst US imports into French Morececo is becoming 
increasingly flagrant. ‘The French Government has instructed 
fiigeria to suspend consideratioi of all import license applica- 
tions tor textiles from the US pendi ng the eutecue of the 
Franco-Brazilian negotiations now in process in Paris. It 
has been reported that Brazil may accept payment in francs, 
but is asking nigher prices than US firms. 
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Soviet Trade DeveLovment s Negcetiations for the conclu- 


2 rearian-Soviet trede agreement were begun in 
Moscow on April 28, despite protests by Hungarian autnorities 
that their preparatory work was not "yor completed. Accordin 
to a Finnish official, the privave trace suthorized cy the 
1946 Finnish-Soviet trade agreement has failed to mate aensees 
probably because Soviet state control of trading discourage 
small operations. 


Yugosiev_Trede Noge2a51008 According to the Italian 
Foreign CPtice , itelv wi/.l attempt to obtain some imorove- 
ments in che draft text of the Iitalian-Yugoslav SESS é Yi 
payments agreement wnich was conciuded on April 19. The 
agreement includes a prevision under which Seteite eka guaran- 
tees to deliver specific commodities in stated guantitics and 
italy uncertakes sinilar guerantees in recurn. An italian 
Foreign Office official scuinmted cut that wnereas government 
trade mcno;oly in Yugoslavia permits such a guarentee to be 
carried out, Italy cannot force private tracers to effect 
specific deliveries. Cther criticisms cof the agreement in- 
Clude: 1) its failure to fix the maximum debit or credit 
balance permittcd to accumulate in tne lira account; 2) the 
import quots for Yugoslevy fish ccm,.umises tne possibility of 
obtaining renewal of the fishing egreement permitting 
Italians to fish in Yugcslav waters; and 3) Italy is obli- 
ated to guarsintee deliveries over a five-year pericd, wniie 
Yugoslavia's commitments are made annualiy. 





Mission Sofia has learned from a reliable scurce that a 
confidential protocol was affixed to tne recent Buigarian- 
Yugosi.avy Compensation Agreement covering the export of 
mineral o11, coal, tebacco and »reeding stock to Yugoslavia 
on the reparation account. The Mission feeis that if this 
is true the protocol seems to be in confiict with tne repara- 
tion articie of the Puigarian Peace Treaty, Yugoslavia aid 
Hungary have signed an agreement for the export of Yugoslav 
raw materiais to Hungary in return for instaliaticns for tne 
aluminum industry. It nas been reported that a Lugosiav 
trade mission is being sent to South America, primarily to 
estabiish a trade agreemen’ with Argentina althougn other 
countries may be visited. 


n. During April, Puig 

ade agreements w tn Secthesiovaine the 
and Belgium. The Czech agreement provides for a 
of 3.4 billion Czech krones or an estimated 20 bi 
tne Netheriands agreement provides for an exchange of 


Trade Agrecnent 


Bulgarien 
wr 


amounting 
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amounting to 2hout 1. 2 billion leva; Belgian eae 3 is ex- 
pected to tetal froia 27 to $$ million each way. t the enc 
of Apri: negot intion mera in progress cr contompis ted with 
the USS&, *rance, Deumark | Sweden, finiand, Ausvria, Eungary, 
Italy end Egypt. 

Greex —tBROL t Controls Tne Greek Government announced 
that, effective “Mey 15, exenange aliocstions for payment cf 
signi Craits ele n@ issued only oi: eapprovel of the Currency 

id Tor from importers' exchange hcidings 


yea by tne Bank or Greece, and shipped 
before Anril 135, require special import licenses and are sub- 
ject to special tax:iion which may roacn 400 percent of the 
invoice vaine. The seme tvpe of geods, if shipped on o:2 
efter April 15, cen be immorted only “r included in a special 
iist now under preparation. 


r 
Cemmittes, Goods pa 
abroec, wich at 

of 


8°: ‘ é ; « d : a Ba oe ii | se 
between tne Governnents of Sweden and the US conce 
2 


Go" 3 
prodicne arising from the impositicn of unport restr ictions 
by ¢ Swedish Coverament heve been re Sued ix: Wasningtcn 
atter a two-week recess, (See page 5, oa a1 7, i947 issue 
of Gurrent Eco:omic Develonments. ) 4 satisfactory under- 


stending axs beon rerched ecne serning the creatment to be 
eccorded Anerictn goods on order in cne US or en route to 
Sweden as of March 15, 1947. 


Stoexhoeim's Communist end Social Democretic press has 
esseiled the bourgeois press andi Swedish machinery manutac- 
turers for allegedly saboteging the Russo-Siwedis trade 
agreement. In return, the bcurgecis press has empnasized 
the snortsightedness of the Swedish Lebor Government which, 
despite wernings meade last year by Swecisn industrialists, 
feiled to insert a cleuse in the agreensat maxing Swedish 
deliveries dependent upon the solution of Sweden s sericus 
shortege of 12bor and of raw matericis. 


Norway recentiy signed e trede at tee wita Frarce 
and a Suppiemen scary protscol to tne treed r ment with the 
Belgium-iLixembourg Zconcnic Uaion, eunnelude zgotietions 
with Finlend for the deliverv of timber pro s to Norway 
and exchanged ratificetion documents for 4 ond snip- 
ping agreement with Colombia which wis signed 1u 1936. 


cs 
mM acl O WO 
© 





Nepalese Treaty Siencd The flrse formal agreement be- 
tween tne Zingdom of Ney. and the 0S Covernment was con- 
cluded on April 25, 1947 with the signing of a provisional 
agreement of friendsiip and commerce. ‘The agreement provides 
fan 
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for the exchenze of diplometic and consular representatives, 

establishes 2 ininimun Stankard for treetment of US nationals 

Who mey 20 to 7 and ostablishes the ruie of non-discrimina- 
ion in vas Future comme srsial relations vetvecn the two 

countries. 


Miscelieneous The Goveranent of Indie has revised its 
import control police, end hes announced that tne revised 
policy will come into force sSuly 1, 1947. In order to maxe 
the best usc of India's forcign exchange resources, impcrts 
of certein mon-csscnulei Z300ds, whica have errived in sub-- 
Stanctiel yuentities, will be further restricted. 


eled its 1946 trede agreoment 
with Finland, ¢xpleinir reslizecd thet the agreement 
has had the effect of 2 ng 2 $2 million snoeat to Finland 
for Turkish goods cxrorted without corresponding imports. 


Turkev hes reccntl 
“ 


+0 
}4- 


nétin Amoricsn Develcpmerts The Poiivien Congress is 
discussine che Argcntine--Bolivien commercial treety 

amd ds exnected to seoress it soon without importent changes. 
Emoassy oa Pez nes learned confidertially that, as a resuit 


3 
ft further necestathons cy a Bolivian official at Buenos 
Aires, major objections raised dy the Bolivien Coi ngs have 
been satisricd, He is reportcd to have obtained a commitment 
nat argentina vould inerease the loans sveakenae for pudiic 
works from a fixed sum to an cpen amount sufficicnt to com- 
plete ail projects uncertaken under the agreement. Despite 
deniels by several a officiels that loan discussions 
heve teken place betveen Beusder end Arecntina, Hmbassy 
Quito belicves that some meesure of finencizi assistance, as 
well as a commercial treaty, was discusscd Curing tne March 
visit of the Argentine mission cso Guito. Peru's increased 


varirl will become cfrective June 15. The Minister or Finance 
informed Smbassy Lima thet Peru wouid continue to honcr rates 
specified in the US tr2dc egreement. 
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POST-UNRRA RELIEF PLANS ERING MADE; Draft agreements for 
CONGRESS AUTHORIZES $350. VILLION’ post-UNRRA relief are 

Deing developed for 
Austria, Greece and Italy and it is hoped that they will be 
ready for discussion with representatives in Vienna, Athens 
and Rome within the next few days. Agreements for the other 
countries concerned--China, Hungary and Polanc--are not as 
far developed but work is going forward on them and addi- 
tional information is being sought on requirements. Tenta- 
tive coultry programs are being worked out for the full 
period (to the end of December 1947) and, for working pur- 
poses, a firm procurement program is being developed for the 
poriec June through September, 








Cong-ess Passes Bilt Authorizing Relief Congress 
authorized tie post-UNREA reiief program last week to the 
extent of $350 million on the basis of a conference committee 
report which restored the $150 million knocked out of the 
original bill when the House authorized only $200 million. 
The House by a vote of 288 to 86 voted to accept the con- 
ference report and Senate approval came soon after House | 
action to adopt the bill. The bii= provides that $75 million 
be advanced immediately by RFC but actual appropriation of 
funds must still be made by Congress. 








t limits assistance to food, medical supplies, pro- 
cessed and unprocessed materials for clothing, fuel, fer- 
tilizer, pesticides, and seed. Congress included fuel and 
processed and unprocessed materiais for clothing oniy after 
considerable discussion and a statement by a Departmental 
representative that these items would be restricted to a 
small amount primarily in Austria. 


As passed, the bill retained the provision earmarking 
between $15 and $40 million as our share of. the Children's 
Emergency Fund. It also provided that not more than $15 _ 
million of the funds shall be availabie for relief in any © 
countries or territories other tnan Austria, Greece, Hungary, 
Italy, Poland, Trieste, and China, but stated that the provi- 
sion dic not imply any obligation to give relief to any.of 
the countries mentioned. Funds not to exceed $5 million may 
be used to pay for the ocean transportation expenses of pri- 
vate relief contributions. - 


Relief distribution missions are. required for each of 
the countries receiving aid and such missions are to be com- 
prised solely of American citizens who have been investigated 
by the FBI. They shall have direct supervision and control 


of 
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of relief supplies made available by the US and, when it is 

deemed desirable, the missions shall be empowered to retain 

possessioa of the supplies up to the city or local community 
where they are actually made available to the ultimate con- 

sumers. 


Requirements Imposed On Recinients Recipient countries 
‘Must give assurance that the supplies made available by the 
US, as well as similar supplies produced locally or imported 
from outside sources, will be distributed without discrimina- 
tion as to race, creed, or political belief; that US press 
and radio representatives be given full opportunity to ob- 
serve and report on the distribution and utilization of such 
supplies; that full and continuous publicity be given as to 
the aid; that no articies of the same character will be ex- 
ported or remcved from a country while the need for reiief 

of these articles continues; that the recipient country take 
economic measures necessary to reduce relief needs and pro- 
vide for future reconstruction; that upon request the recipi- 
ent country furnish prompt information concerning production, 
use, distribution, importation and exportation of any sup- 
plies which affect the relief neecs of the people of the 
country; that a control system be instituted so that ail 
Classes of people receive their fair share; ard that supplies 
be marked conspicuously to indicate they came from the US as: 
relief assistance, 





The provision in the House bill prohibiting relief 
while reparation was being paid was eliminated in the con- 
ference report, but the approved bill requests the President 
to "seek arrangements that reparation payable from current 
production by any such country to any other country by treaty 
be postponed during the period of such relief." Provision 
is also made for prompt’ termination of relief assistance 
wnen it is no longer needed or when a recipient country 
fails to live up to its commitments in regard to relief or 
when the country exports relief supplies or similar supplies 
produced locally or imported from some other source. 


While the US requires no repayment, the bill provides 
that when a country sells the relief supplies, it must de- 
posit the local currency derived therefrom in a special _ 
account which will be used only upon the approval of a US 
representative for relief and work relief purposes. 
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IFFo REPORTS ON WORLD FOOD The report of the fourth 
POSITION, PROSEHCTS, SOND IOLS Council meeting of tae IEFC 


empiasizes that, in addition 
to the ctcrent acute sitertion with regard ts food availapil- 

ities, there will continue to be critical shortages in most 
basic foods and in fertilizers througn the harvest of 1948. 
The shortage cf rice in the Far Hast imposes an abnormal 
world demand on che ouvput cr cereais other than rice, end 
increases the amport re quirements for fats and oils, meats, 
peas ani neans. it is -sciieated, for imstance, that in terms 
of impor: requivements, vas cecline in the net food outnrut 
has raise. Burcpe's thecvetical iunort requirements to mor 
than twice ti.e prewar level. 
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Policv Recommendations Th? report of the S»¢cial Policy 
Committes of LEPC recommends v-1at che Councii consicer the 
continuation of allocations of cereals, rice, fats and oils, 
Sugar, and nitrogenous fertilizers after Decexber 32, 1947 
since there are no indications © That adequate supoiies will be 


availabie. It also recommencs that, based on sipply-demand 
conditions, allocations of teans and peas, meat, protein 
feeds, certain kinds of seeds, and potasn fertilizer mignt be 
Gesirablie. In view of the recommendations for the extension 
of the allocation procedure, the committee suggests cnet the 
Council wney wisn to recommend to the member governments that 
IEFC be extended until Jume 30, 1948. This would be subject 
to review if, in the meantime, e permanent international or- 
ganization were autnorized to take over the responsibilities 
and activities now performed by IHC. The committee felt 
that under most circumstances commodity committees sncuid be 
terminated wien they discontinue allocation recommenaations. 
It aiso advised the estabiishnent of two joint committees 
with FAO to integrate policy matters of mutual interest and 
adninistrative matters to avoid unnecessary duplicaticn of 
activities. 
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CIVIL £IR aAGRESUENT SIGNED = ©A Bermuda-type air transport 
WITH UN UNIO! CF SOUTH AFRICA agrecment between the US and 
the Union cf Soutn Africa was 
Signed in vapetown Mzy 23, Under terms orf the agreement 
PANaM is authorized to serve Johannesburg and Capetown, re- 
spectively, on its certificated routes from the US: 1) via 
the azores and the West Coast of Africe; and 2) via Natal, 
Brazil and Ascension Island. A Union airline is authorized 
to operate a route to New York via such points as may te de- 
termine: 25 a later date. Aan exchenge of notes in addition 
tc tne éZsecme. amplified the prcecedure to govern the 
settiemen: of disputes. When a dispute cannot be settied by 
consultation between the two governments it is referred to 
an aroitrel body for an advisory revort. 











The Union Governmert aise is negotiating air transport 
agreements witn the Netheriands and rorvugas and conversa- 
tious with the French are in a prelimines stage. 
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INDSERNATTONAL F VND MAKES LOANS The International Monetary 
TO FRANCS aND THE N&STHERLZNDS Fund announced ’on May 22 

that its first loans heve 
gone to France and the Netherlands, wnich received $25 mil- 
lion and $12 million respectively, the former in dollars and 
the latter half in dollers and aalf in steriing., In line 
with the Find's credit procedure, both countries heve paid a 
service cnarge of three-quarters of one percent cf the loans 
in gole, amounting to £187,500 for France and $90,000 for 
the Netheriands , in addition to making their own currencies 
available to the Fund in amounts equivalent to the credits. 
Eventuelly, the loans will be repaid in the currencies bor- 
rewed, with interest charges according to the size of the 
loan end che length of time tne money is used. Although the 
credits are made for an indefinite pericd, doth France and 
tne Netherlends hope to expand their exports sufficiently 
within a three to five year period to commence repeyments. 
The Netheriands are suffering a temporary exchange shortage 
due to reduction in export capacity because of war damage at 
home and in the East indics, while France is pressed for 
funds to pay for grain imports necessitated by a wneat crop 
failure, 
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This weekly publication is designed to highlight developments in the eco- 
nomic divisions of the Department of State, and to indicate the economic prob- 
lems which are currently receiving attention in the Department. It is suggested 
that copies be retained on file, as reference will sometimes be made to previously 
reported items to avoid repetition. 


Document Security Instructions 


This document should be treated in accordance with current instructions 
regarding security measures for SECRET material. Extreme care should be ex- 
ercised to avoid public or private discussion of the information herein with or in 
the presence or hearing of any person not authorized to have knowledge thereof. 
For general purposes all Foreign Service Officers and other responsible economic 
officers are authorized to have knowledge of the contents of this document, 
responsibility for the safekeeping of which will be assumed by each recipient 
thereof. It may be retained in protected files or, at the discretion of the recipient 
destroyed by burning. If not personally disposed of by the recipient, he will 
assure himself that it is burned in the manner prescribed for SECRET material. 
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AGREEMENT REACHED ON POWERS TO BE The conflicting points 
GRANTED GEE GERMAN ECONOLIC AGENCISS of view of General Clay 
and the British author- 
ities in Berlin regerding the German administrative machinery 
to be established to execute bizonal production and export 
programs were resolved last week, (Sce page 8, April 28, 1947 
issue of Current Economic Developments.) The agreement 
reached by Generals Clay and Robertson provides for the es- 
tablishment of an Economic Council composed of representa- 
tives of the German states with members selected by the state 
legislatures. Subordinete to the Economic Councileis an 
executive committee to "coordinate and supervise the work of 
the existing economic agencies." The Council is given the 
power to adopt and promulgate ordinances which are subject 

to the approval of the bipartite board (top US-UK agency), 
Except where the ordinances of the Council specifically re- 
serve to the Council or delegate to the executive committee 
the power to issue implementing regulations pursuant to the 
ordinances, the lecnder shall promptly implement the ordinances. 











Functions Of German Economic Council The Economic Coun- 
cil is given the authority to: 1) "direct the permissible 
economic reconstruction of the two zones subject to the ap- 
proval of the bipartite board"; 2) adopt and promulgate 
ordinances on the administration of roilways, maritime ports, 
coastal shipping, inland water transport, communications 
and postal services; adopt and promulgate ordinances dealing 
with matters of general policy affecting more than one land 
with respect to highway transport; adopt and promulgate 
ordinances dealing with production, allocation and distribu- 
tion of goods, raw materials, gas, water and electricity; 
foreign and internetional trade; price controls; production, 
importation, collection, allocation and distribution of food; 
public finance, currency, credit, banking and property con- 
trol;and other functions as may be determined by the bipar- 
tite board. 








DEPARTMENT FAVORS RETENTION Ina letter to Secretary Snyder, 
OF FOREIGN FUNDS CONTROL - Secretary Marshall has indi- 
cated the Department's wish to 
see foreign funds control continued. While it had bcen 
planned to discontinue controls at the end of this month, 
under present circumstances if this were to take place there 
would be an automatic unblocking of uncertified assets as of 
July 1. This would mean that those persons with whose 








countries 
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countries we have not reached defrosting agreements would 
automatically receive their assets and those netionals of 
countries with which we nave entered into defrosting agree- 
ments who have not requested their governments to certify 
their assets by reason of the fact that they are holding 
enemy interests, would receive their assets. Moreover, those 
countries which are mobilizing dollar assets would be 
seriously handicapped in the mobilizing of these assets 
through the defrosting procedure. Uncer the present defrost- 
ing agrecments which have been entered into by this govern- 
ment with France, Belgium, Norway, Finland, the Netherlands, 
Czechoslovakia, Luxcmbourg, Denmark, Greece, Switzerland, 
Poland, Austria and Sweden, these countries have undertaken 
to investigate blocked property to certify that automatic 
unblocking will take place only when it is known that there 
is no enemy interest in the blocked property. However, a 
substantial number of resicents of these countries have been 
réluctant to make application to their governments for cer- 
tification of their property on one of the following grounds: 
1) the person holding tne essets is acting for an enemy 
interest; 2) the holder of the asset is deficient in tax 
payments to his govexnment on the asset in the US; and 3) 
the holder of the asset is reluctant to turn over his dollar 
assets to his government in exchange for local currency. 
The Treasury Department is contemplating, after consultation 
with the foreign governments concerned, an announcement by 
Treasury and Justice thet after a reasonable period all non- 
certified property would be vested ss enemy property. The 
procedure to be employed in such vesting would be of primary 
concern to the Office of Alien Property, which would have to 
determine whether to use a blanket vesting procedure or 
whether to vest each essct uncertified at the end of a 
reasonable period of time. In either case the vesting would 
take place on the presumption of enemy interest rather than 
the direct finding of enemy interest in each specific case, 


SECRETARY SEEKS TO FULFILL US The Secretary has submitted 
. TEND-LEASE PIPSLINE AGREBSNENTS letters to Senator Bridges 
oo en and Congressman Taber re- 

gerding the enactment of enabling legislation to complete 
deliveries of lend-lease materials under the so-calleca 
“pipeline” agreements. These agreements, made with various 
lend~lease recipients under the authority of Section 3-¢ of 
the Lend-Lease Act, called for delivery for payment of cer- 
tain residual lené-lcase materials remaining in warehouses 
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or in production at the end of the war.-. (A Generel Account- 
ing Office ruling in January 1947 interprets the Appropria- 
tion Act of July 1946 es intending to bar all shipments of 
lend-lesase articles after December 31, 1946, whether paid 

for by appropriated funds or by funds supplied by the foreign 
governments.) . 


A&lthough the present ruling affects the completion of 
contracts with 11 countries amounting to around $25 million, 
the pvrincipel country involved is the USSR with undelivered 
materials amounting to about $17 million. Practically all 
this equipment has been completed by the contractors and is 
held in storage by the US, consisting mainly of portions of 
units alresdy delivered to the USSR and made according to 
their specifications. 


Pointing out that the USSR is not in default under this 
contract and that the US is, the Secretary observes ‘that 
this situation mey furnish legal grounds for the USSR to 
avoid payment on the total contract of §250 million by: 1) 
refusing to pay for any unit until complete delivery is made, 
which would be legal under the terms of the contract; 2) 
buying up the material as surplus, since most of it hes been 
made to Soviet specifications and would probably be declared 
surplus; 3) refusing, in accordance with the terms of the 
contrect, to negotiate royalty and license agreements with 
US manufacturers until delivery is completed, thus obligat- 
ing the US to reimburse the manufacturers for this loss; or 
4) refusing to make any interest payments, the first of 
which is due on July 1, 1947, or insisting upon some drastic 
revision of the agreement. 


Concluding that we stend to suffer heavy finencial and 
moral losses if we default upon an unquestioned legal obliga- 
tion, the Secretary asks the Congressmen to discuss at their 
convenience the matter of enabling legislation to permit the 
completion of pipeline deliveries. 
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PERCENTAGE SHARES OF REPARATION In response to a Soviet 
FROM JAPAN DISCUSSED IN FEC motion unanimously approved 
| by the Reparation Committee 
of FEC, each nation on FEC has presented to the Reparation 
Committee a percentage share of reparation determined on 
broad political lines which it wishes to receive from the in- 
dustrial assets in Japan declared available for reparation. 
The 11 shares totaled over 200 percent. US member urged 
other members to table schedules of reparation shares setting 
forth the ideas of their governments or delegations as to 
the perccnteges all 11 FEC countries should receive, and pre- 
sented to the committee his personal schedule which followed 
the broad outline of US policy for division of reparation but 
differ in details Australia 9 percent, Canada 2 percent, 
China 25 percent, France 2 percent, India 5 percent, the 
Netherlends 5 percent, New Zealand "9 percent, the Philippines 
9 percent, the USSR 3 percent, the UK 9 percent, and the US 
29 percent. 





At ea lnter meeting the Soviet member presented the offi- 
cial suggestions of his government regarding percentage 
shares. He pointed out that his government recognized the 
important contribution the US had made toward defeating 
Japan and were it not for the facts that: 1) the industrial 
facilities would be of very little value to the US; 2) the 
US had intimated its intention to reallocate its share ; and 
3) the importance of the US percentage was symbolic, the US 
share would be substantially larger. The Soviet schedule 
was as follows: Australia 2.5 percent, Canada 1.5 percent, 
China 23 percent, France 3 percent, India 7 percent, tne 
Netherlands 5 percent, New Zealand 2 percent, the Philippines 
7 percent, the USSR 14 percent, the UK 5 percent, the US 15 
percent, and non-FEC countries 15 percent. The reaction to 
this schedule was quite unfavorable, UK and Chinese members 
stating that it was unrealistic and inaccepteble as a basis 
for serious study, and the Austrelian member stating the per- 
centege allotted to Australia was nothing less than in in- 
sult when viewed together with the alliutments to Canada and 
New Zealand. The French representative objected to "unoffi- 
cial complaints" against the first official governmental 
statement of views and feared that premature attacks might 
deter other countries from submitting schedules. The US 
member pointed out that the US had mobilized its whole 
economy and military resources for the Japanese campaign 
which lasted from December 1941 until August 1945 and that 
as far as the Far Eastern war was concerned US war effort 
and damages far exceeded those of the USSR. Therefore it 
wes incomprehensible that the Soviet share should be almost 
equated with that of the US. 
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New Zealend, Indian And Canadian Schedules The New 
Zealand representative then presented the following schedule 
which he said was a personal one which reflected the think- 
ing of his government: China and US combined 50 percent, 
Australia 8.5 percent, Canada 1.5 percent, France 2 percent, 
India 8 percent, the Netherlands 6 percent, New Zealand 2 
percent, the Philippines 8 percent, the USSR 5 percent, the 
UK 9 percent. The Indian member presented the following 
personel schedule, pointing out thet he had lowered the per- 
centage which India had originally requested: Australia 
9. 5 percent, Canada 1.5 percent, China 25 percent, France 
2 percent, india 12.5 percent (reduced from 18), the Nether- 
lands 5 percent, New Zoaland 1.5 percent, the Philippines 
7 percent, the USSR 4 percent, the UK 10 percent, and the 
US 22 percent. The Canadian member presented the following 
grouping: China and the US 50 percent, Australia, India, 
the Netherlands, the UK, and the Philippines 40 percent, 
Canada, France, New Zealand and the USSR 10 percent. He 
added that in the second group the UK should receive the 
highest. 


US Official Schedule After hearing the views of these 
delegations we presented the official US schedule for allo- 
cation of repsaretion shares. To Gate there have been no 

official responses to our proposal, which is as follows: 
Australia 8 percent, Canada 1.5 percent, China 29 percent, 
France 2 percent, India 4 percent, the Netherlands 4 percent, 
New Zealand 1.5 percent, the Philippines 8 percent, the USSR 
2 percent, the UK 8 percent and the US 32 percent, 
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HUNGARIAN SURPLUS Pending further study of the situation 
CREDITS SUSPENDED in Hungary following the weekend resigna- 
tion of Small Holder Premier Nagy, the 
Secretary announced June 2 that the $15 million surplus 
credit to Hungary is suspended. Hungary has already received 
$32 million in monetary gold returned from the US zone Germany 
and has been granted an Eximbank credit of $7 million, mainly 
for cotton purchases in the US. The post-UNRRA appropriation 
bill of $350 million includes Hungary in the list of recipicnt 
countries. In order to quelify for this relief, Hungary must 
sign an agreement including, among other things, that US in- 
spectors will supervise distribution. 





* * * 
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DISSATISFACTION IS MANIFEST Disappointment with the 
WITH OUTCOME OF ECE SESSION Economic Commission for Europe, 
the first session of which was 
recently concluded in Geneva, has been manifest in a number 
of quarters and is particularly evident in present ECO cis- 
cussions. Most of the important decisions to he made on ECE 
were delayed until the next session, which is scheduled to 
open July 5. No cecision was reached on the form of the 
organizations within ECE to handle the work formerly per- 
formec by ECO, ECITO anc EECE, and countries which are men- 
bers of those orgenizations are greatly concerned for fear 
termination of their activities will precede ECE absorption, 
creating a gap in operations. 








ECO Greatly Concerned While the ECO reaction against 
ECE arises mostly from Soviet tactics in Geneva, there is 
also a feeling that the ECE Secretarist is trying to impose 
organizational patterns which do not fit ECO work. Myrdal, 
the ECE Executive-Secretary, requested detailed statements 
on the allocationsformula, statistical methods and ECO ac- 
complishments, which leads some to believe that the Secre- 
tariat may propose changes in the allocations formula. What- 
ever its defects, this formula represents an agreed method 
of allocating coal which has been developed from discussions 
extending over 12 months, and if changes are made in it, ECO 
representatives believe they should be initiated by claimant 
countries and not by the ECE Secretariat. 





Myrdal's staff is now in London for interviews with the 
ECO Secretariat and is preparing a draft report for Myrdal, 
who was to arrive in London late last week for further talks. 
This staff propos.: establishing a fuel committee to deal 
with general probleus concerning coal, oil and electric 
power which would be separate from and have parallel status 
with the proposed coal allocations board. The ECO repre- 
sentatives are strongly opposed to establishment of two 
bodies dealing with coal. 


In addition, members of Myrdal's staf. expressed dis- 
pleasure to the ECO Chairman at the prospect of any collec- 
tive statement of ECO members' views and said, if such a 
statement were presented, Myrdal would probably be obliged 
to make a contrary report in order to avoid antagonizing the 
Soviets. The ECO Chairman, convinced that the ECE Secre- 
tariat would not accept the type of organizatio. desired by 
' ECO members, concurred in the suggestion Myrdal's. staff made 
for two coal bodies and expressed hope to the General Pur- 
poses Committee (GPC) of ECO that it would agree not to pre- 
sent a memorandum to the ECE Executive-Secretary. The 
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Chairman's report met with strong displeasure from all mem- 
~bers of the GPC end it was pointed out that ECE had invited 
ECO's views and GPC interpreted this to mean the views of 
ECO ‘members and not of the ECO Secretariat. Any compromise, 
ECO members felt, should be made with ECE countries not men- 
bers of ECO and not with the ECE Secretariat. 


After the discussion at its meeting May 28, the GPC 
agreed that: 1) the ECO Secretariat should inform Myrdal 
that GPC considered the proposal to estabiish two parallel 
bodies concerned with coal to be impractical and unwieldy; 

2) approved a memorandum to Myrdal which urges that ECO 
should be carriec out as a subsidiary organ of ECE and in 

the immediate future no changes should be made in the present 
ECO organizational lines; and 3) Myrdal should be informed 
that GPC is prepared to meet with him for elaboration of its 
views. 


Meeting Of Transportation Experts A resolution was 
passed at Geneva that ECITO termination shall be not later 
than September 27 and that there should be a meeting of 
transportation experts in Geneva May 27 to fcrmulate recom- 
mendations on the functions and organizational arrangements 
within ECE to deal with Huropean inland transport and absorp- 
tion of ECITO work. The matter of invitations to the meeting 
of the transport exverts was hotly debated. The resolution, 
as passed, provided that invitations should go to member 
governments of ECE; in a consultative capacity to European 
non-member countries which have direct connections by road, 
rail or inland vaterways with countries in continental Europe; 
the ACC in Germany; anc to various intergovernmental agencies, 
including ECITO; and nongovernmental transport organizations. 
The Central Knine Commission, however, was not included. 

The Soviets apparently were reluctant to set a precedent for 
consultation with river commissions, in view of a future 
Danube commission, and the British and French seemed apathetic 
on the subject. A resolution was passed, however, which pro- 
vided that the invitations to the meeting of transport ex- 
pews would not be considered a precedent and most of the 
roar countries, including France, have since indicated they 
mi} press for Central Rhine Commission presence after the 
transport meeting opens. 





_ We savy no objection to inviting the Central Rhine Com- 
mission to attend, in view of the resolution on precedent, 
and we believe the Temporary Committec for Rhine Traffic 
might be drayvm into relationship with ECE in the near future 
if the Rhine states consider it desirable since it is more 


directly 
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directly concerned with economic problems. We believe, how- 
ever, that the structure of the ECE transport branch should 
be such that it does not exclude from possible functions the 
supervision or coordination of river commission activities 
if in the future it is considered desirable to do so. 





Decision On EECE Work To Be Made At Next Session At 
the final plenary session of ECF a report was adopted that 
the decision of absorption of essential EECE work be post- 
poned until the second ECE session. The US, fearing the 
Soviets might interpret the report as a commitment to termi- 
nate EECE whether or not functions are transferred within 
the specified time limit, made a formal statement at the 
plenary session that termination should be inseparably linked 
to transfer of essential functions and that if transfer is 
Celayed there should be no commitment on termination date. 
The UK representatives supported this and added that if ECE 
decided not to teke over the functions considered by HECE 
member countrics as essential, the individual governments 
concerned should be free to continue this work outside ECE 
framework. These interpretations were supported by the 
Netherlands, France, Belgium, Denmark, and Luxerbourg, with 
the USSR, Byelorussia and Ukraine expressing regret over the 
US-UK statements but not disputing the interpretations of 
the resolution. 


Consultative Relationshins The matter of consultative 
relations with ACA Gerinmany was raised and the Soviet dele- 
gate suggested the views of ACA be obteincd and reported on 
at the next session of ECE. He maintained that, sincc ACA's 
‘ views had not been received, it was impossible to discuss 
the question. We agreed to communication with ACA as to its 
views and urged close collaboration between ACA and “CE as 
well as recommending consultation with zonal authorities on 
mattersrelating only to one or more zone. 





ECE agreed to invite representatives of specialized 
agencies and agencies aualified to come into that category 
into broad consultative relationship. In the case of inter- 
governmental organizations, action should be in conformity 
with General Assembly resolutions. Lack of action on the 
part of the ad hoc committee gives nongovernmental agencies 
the same rights as they have under ECOSOC rules, which 
leaves some doubt as to their right to attend public meetings 
without invitation. WFTU made a plea to be admitted to 
everything, including private mectings, and has openly urged 
discrimination in its favor on the grounds of its particular 
interest in European economic problems. While avoidance of 
an argument on this issue seemed cesirable to everyone, it 


will probably rise again. 
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ge ECE Problems Waerum of Denmark was elected 
chai of ECE (see page 16, May 12, 1947 issue of Current 
Econom#@ Developments) and the vice-chairmanship went to the 
Poles. UN has not yet appointed a deputy to Myrdal, but 
rumors indicate a Russian is being considered. The US has 
taken the position that appointments should be made on the 
‘basis of ability but thet there should be an equitable geo- 
graphic balance. We feel that should there be only one 
deputy, he should come from Western Europe, but the problem 
might be solved by appointing three deputies in charge of 
the three main branches of ECE work. 


Among the other issues that became controversial at 
Geneva were those pertaining to voting and the use of Russian 
as a working language. Decision on the voting problem was 
delayed until the next session. The Soviets proposed adop- 
tion of a two-thirds majority for “important" questions, 
with decision as to whether any questton was important or 
not to be determined by a simple majority. US delegates 
argued that the charter laid domm a simple majority for 
ECOSOC and that a commission of ECOSOC should not depart 
from thet rule. 


After prolonged discussion, it was agreed that Russian 
should be edopted by the Commission as a working language 
subject to necessary action by the General Assembly. The 
Soviets were pressing for Russian as a working language on 
all matters and the Secretary-General of UN had warned 
against it on the grounds of expense end beceuse it might 
set a precedent, citing the GA resolution urging UN organs. 
to adopt only English and French as working languages. 


US WOOL POSITION CONTINUES TO BE The US wool duty con- 
SERIOUS PROBLEM IN ITO NEGOTIATIONS cession continues to 


be one of the most 
serious problems in the negotiation of tariff reductions at 
the ITO Conference in Geneva. (See page 4, May 5, 1947 issue 
of Current Economic Developments.) The head of the Australian 
delegation to the conference has returned to Geneva witha 
message from the Prime Minister stating that Australia can- 
nat agree to the surrender of preferences or to the approval 
of the ITO Charter unless it receives an offer of a cut in 
‘the US duty on wool instead of the present offer to bind the 
rate at the present level. she issue is regarded in Australia 





as 
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as a test of the sincerity of the US on the whole program 
for expansion of worlc trace and reduction of trade restric- 
tions. The Australian delegation indicated that it might 
find it necessary to inform the Preparatory Committee that 
Australian agreement to Charter provisions depends on satis- 
factory tariff concessions, but agreed to postpone any such 
staterent pending the outcome of Gevelopments in the US on 
wool legislation and a possible improved duty offer. Australia 
is willing to cooperate fully in negotiating a satisfactory 
agreement for the liquidation of wool stocks and for protec- 
tion against a price decline. To date Australian coopera- 
tion in Charter negotiations has been excellent. 


Status Of Wool Bill Mr. Clayton came from Geneva to 
Washington recently to review the situation and to confer on 
the wool problem. He is scheduled to return to the Confer- 
ence the middle of June. On May 23, the House of Representa- 
tives approved, by a vote of 151 to 65, a bill imposing a 
flexible import fee on wool by making Section 22 of the Agri- 
cultural Adjustment Administration Act applicable to the pro- 
posed Wool Act of 1947 which continues price support at the 
1946 level until the end of 1948 and authorizes the Commodity 
Credit Corporation to sell government stocks below parity. 
The bill, which had previously been passed by the Senate 
without the import fee provision, is being considered by a 
conference committee this week. 





Congressional Hearings On Charter And Trade Agreements 
Program No formal reports or recommendations have been made 
as yet by the Senate Finance Committee which conducted hear- 
ings on the ITO Charter or by the House Ways and Means Com- 
mittee which held hearings on the trade agreements program. 
The Finance Committee is expected to make a report in about 
a week and the iiays and Means Committee is understood to be 
preparing a majority report on its hearings. 








The Ways and Means Committee, in Executive Session on 
May 16, voted to appoint a subcommittee to investigate the 
reciprocal trade agreements program and to make a "test case" 
of tree nuts. It plans to investigate the standards for 
placing products on the published list on which concessions 
will be considered and to follow each step in the trade 
agreements procedure. 


Tariff Discussions At Geneva The tariff negotiations 
at the ITO Conference, which are necessarily being held in 
closed sessions to protect bargaining positions, are reported 
to be making good progress in some cases. However, in many 


others 
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others the negotiations are progressing slowly for a number 
of reasons, inciuding: 1) lack of adequate preparation by 
some countries; 2) necessity for revision at the conference 
of requests and offers because of recent tariff or currency 
changes; and 3) marked differences of opinion on tariff rates 
for certain kev commodities. Australia, the other Dominions, 
and the British coionies are delaying serious negotiation 
pending the determination of the US position on wool. Ap- 
proximately 100 trade agreement negotistions are contemplated 
between the 16 countries or groups of countries represented 
at the conference--Belgium-Netherlands-Luxembourg (negotiat- 
ing jointly), Syria-Lebanon (jointly), Australia, Brazil, 
Canada, Chile, China, Cuba, Czechoslovakia, France, India, 
Norway, New Zealand, South Africa, the UK and the US. 


Among other problems causing difficulty in tariff dis- 
cussions is that of the French tariff and the French conces- 
sion offers. France recently revised its tariff, converting 
prewar specific duties into ad valorem duties, which will 
have the effect of considerably raising the duty. Ambassador 
Caffery has discussed with Bidavlt and Blum our views on the 
inadequacy of the tariff proposals advanced by the French 
and expressed the hope that the Frencn will formulate a new 
approach which will provide a solid and reasonable basis for 
an agreement. Blum promised to do his best to obtain modi- 
fication of the French position. 


Charter Discussions Meantime, ciscussions on the ITO 
Charter are being held simultaneously with the tariff nego- 
tiations. Consideration of commercial policy problems, 
closely related to trade negotiations, was commenced May 8. 





*K * * 


PROPOSAL ON USE OF HARMON FIELD It is hoped that early 
WILL BE MADE TO NEWFOUNDLAND conclusion of a satisfac- 
tory US-Newfoundland agree- 
ment regarding the civil use of airfields at Harmon and 
Argentia will be reached as a result of a proposal which we 
have submitted to the Newfoundland Government. The delay in 
reaching agreement with Newfoundland has held up the signing 
of the US-UK draft agreement of July 18, 1946 which will 
open up 99-year leased bases in Bermuda and the Caribbean 
area to use of civil aircraft. (See page 5, July 29, 1946 
issue of Current Zconomic Developments.) This would clear 
the way for negotiating bilateral air agreements with several 
other American republics desiring the use of Kindley Field. 
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The proposal, formulated by representatives of our 
international civil air carricrs, is Ccesigned to break the 
impasse in negotiations with Nevfowndland which have re- 
sulted from their refusal to allow a provision concerning 
fees at Gander (an international airport) to be included in 
an agreement concerncc exclusively with leased airfield 
bases. The earlier proposal had included special arrange- 
ments for use of Harmon Ficld in the event our airlines con- 
sidered the landing fees at Gander to be unreasonable. The 
new proposal calls for the establishment of an ad hoc tri- 
bunal consisting of three members empowered to resolve all 
complaints concerning fees. Complete records on the cost of 
operating Gander Field would be available to the tribunal. 
The arrangement to protect civil air carriers from excessive 
fees would be handled outside of the scope of the agreement 
by an exchange of notes bctween the two governments. 
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AID INDICATED FOR Announcement was made by the Department 
IRAN AND ITALY June 2 that o credit of $30 million or 

less for surplus credit to Iran for 
equipping its ermed forces and supplying civilian items was 
being considered. another manifestation of US desire to 
strengthen democratic governments through economic assist- 
ance was indicated in a message of good wishes from the 
Secretary to Italien Premier de Gasperi on the formation of 
his new Cabinct excluding Communist representation. The 
Sceretary statcd thats: ". . .with the help we shall give" 
the Italians will "rebuild Itely as a free and prosperous 
nation." : 











* * baad 


ICi) ASSEMBLY CONCLUDES The first Assembly of ICAO, attended 
FIRS? PLENsRY SESSION by representatives of 47 nations, 

, concluded its plenary session on 
May 27 having completed orderly transition to a permanent 
orgenizetion less than two years after the provisional body 
was set up by the Chicago Conference. Other major accomp- 
lishments of the Assembly included: 1) affiliation with UN 

as a specialized agency, which required the adoption of an 
amendment to the Chicago Convention so that Spain could be 
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debarred from membership in accordance with UN policy; 2) 
impetus toward adoption on a broad scale of agreed standards 
and procedures for promotion of safety and regularity in 
internstional air traffic; 3) dissolution of CITEJA (inter- 
national organization of aviation legal experts) and trens- 
fer to ICAO of its responsibility fcr drafting conventions 

on international eir law; and 4) establishment of an initial 
revolving fund for joint support of international air neviga- 
tion facilities. The next Assembly will convene in the 
spring of 1948 in a western European country. 


Although discussions indicated considerable agreement 
as to the need for general principles on which a multilateral 
treaty on commercial air rights could be based, the delega- 
tions were not sufficiently in accord to permit completion 
of a multilateral agreement. However, there will be a 
special conference at Rio this October to draw up a draft 
multilateral agreement generally acceptable. 


we were also disappointed in failure of the Assembly to 
adopt the proposed legal convention providing for the recog- 
nition of property and security rights in aircraft engaged 
in international air trensportation. In our opinion the 
adoption of this convention would facilitate financing of 
eircraft transections by operators and manufacturers. The 
delegations were unable to reconcile fundamental differences 
in the basic concepts of several different legal systems. 


British Commonwealth netions were defeated in an attempt 
to commit ICAO to a study of the question of international 
ownership and operation of international trunk routes and the 
development of an international "chosen instrument" plan for 
presentetion to the next Assembly. Apart from the imprac- 
ticability of such international ownership, we felt the 
initiation of such a study might influence Congressional ac- 
tion, as hearings are under way on a chosen instrument bill, 
to which the Department is opposed. (See page 17, April 7, 
1947 issue of Current Economic Developments.) 


Twenty-one countries elected to membership on the new 
ICAO Council included: Argentina, Australia, Belgium, Brazil, 
Canada, Chile, China, Czechoslovakia, Egypt, France, Iraq, 
India, Ireland, Mexico, the Netherlands, Peru, Portugal, Sweden, 
Turkey, UK and the US. The Council will remain in session for 
several weeks to effectuate Assembly recommendations which are 
designed to place the organization on a sound operating basis. 
At its first meeting, Mey 28, the Council unanimously elected 
Dr. Edward Warner and Dr. Albert Roper President and Secretary- 


General, respectively, of ICAO. 
* * a 
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AUSTRIAN TREATY The Austrian Treaty Commission which was 
TALKS §TALLED . set up at the last meeting of the CFM in 
Moscow to discuss all the disagreed provi- 
sions of the Austrian peace treaty has been stalled since 
its inception May 12 over inability to reach a decision on 
procedure for discussion of the outstanding problem of German 
assets in Austria. (See page 2, May 5, 1947 issue of Current 
Economic Develonments.) 











Ernst Fischer, leading Austrian Communist, has now indi- 
cated to members or the Austrian Government that the USSR 
will never agree to a peace treaty with the present Austrian 
Government in power. Legation Vienna has indicated that 
-while Fischer has been making overtures for several weeks 
regarding a change in government, it is not entirely clear 
whether ne is acting on instructions from the Soviets or at- 
tempting to renabilitate himself witnin the Communist party. 


Under the terms cf reference establishing the Treaty 
Commission it was agreed that "the Commission shall include 
a Committee of Kxperts to give special consideration to 
Article 35 (German assets in Austria) and the appropriate 
parts of ‘Articie 42 ‘Austrian assets in the territory of the 
Allied and Associated Powers) and,to the establishment of 
concrete facts." Discussion to date in the Commission has. 
centered around whetner the Commission might profitably dis- 
cuss the general issues invoived in Articles 35 and 42 before 
setting up the Committee of Experts to investigate the con- 
crete facts of the situation and what the terms of reference 
of the Committee should be. Throughout all meetings it was 
apparent that the Soviets wished to restrict discussion of 
"concrete facts," and there were indications that they wished 
to confine discussion of the German assets problem to oil. 
The other delegations refused to discuss oil before settling 
on the. terms of reference of the Committee of Experts fear- 
ing thet if the question of oil properties was settled with- 
out prior agreement on procedure for discussion ©* other 
property problems, the Soviets would insist upor bilateral 
negotiation of the other major disputed cases, such as DDSG, 
the Danubian Shipping Company, the Creditanstahlt and others. 


With a view to ending the complete stall, the French. 
representative on the Commission introduced a proposal recom- 
mending that the Commission should: 1) undertake a summary 
examination of principal aspects of German assets in Austria, 
taking up the cases of oil, DDSG, financial institutions -and 
any others which the Commission might wish to decide upon; . 
2) after completion of this examination should decide on the 
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terms of reference for the Committee; and 3) agree that these 
meetings woula be closed and:né communiques issued. The: 
Soviet member at this point.took the opportunity of explain- 
ing the Soviet position on "the concrete facts." The Soviet 
delegation, he pointed out, attached great importance to the 
concept of concrete facts, regarded it as a political rather 
than a technical matter and wished to discuss the disagreed 
portions of Articles 35 and 42 by "illustrating discussion 
by concrete facts." He suggested that the US and UK pro- 
posals for studying disputed cases of German assets was im- 
practical as it would involve an: enormous number of cases. 
For example, with respect to the oil problem it was the 
Soviet intention not to discuss each oil well or oil company 
but to establish general facts on transfer of ownership and 
to try and reach a decision as to whether the Austrian bitumen 


‘ felt, would eliminate a whole group of cases from the work of 
the Committee of Experts. With respect to post~Anschluss 
transfers, rather than follow the US and UK suggestion to 
examine each transaction in order to determine whether or not 
it was lawful, he proposed that the Commission consider the | 
general question of whether after the Anschluss there were 
conditions permitting free sale and private enterprise. In 
this manner, he suggested, a great deal of work could be. | 
eliminated. ae 





Dodge, US representative on the Commission, replied that 
his Soviet colleague's interpretation of "concrete facts". 
was utteriy fantastic and would seriously hamper US considera- 
tion of the French proposal. He pointed out that there were 
obvious ways to restrict the number of cases to be taken up, 
either. by value or classification; that with respect to the 
bitumen law the problem was one of application by the Nazis; 
and that conclusions as to the general political atmosphere 
in Austria could not take the place of the facts regarding 
particular instances of undue German influence. At the fol- 
lowing meeting, as a result of continuous US and British. 
peéssure, the Soviet delegate stated that he agreed.that each 
- delegation had the right to present any facts or types of 
. eases it desired and thatthe Soviet delegation asked for 
minimum time to study the French proposal, consult Moscow and 
possibly suggest some amendments. This was agreed and Dodge 

‘ then suggested amendments to the French proposal which pro- 
vided that each delegation might designate not more than five 

*.“@ases for consideration in the Commission and that the: cases 

examined by the Commission should be drawn:from the mineral 
oi1 industry, navigation. on the Danube, financial. institutions 
- -dindustry,. state properties and German créditor claims..against 
_ Austrians. 


* Saal * 
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PROBLEMS CONTINUE WITH US . Numerous problems continue. to 
OIL rs IN EUROPE arise in connection with US 

sg interests in oil companies in 


Central Europe. We have authorized US representatives in 
Rumania and Austria to determine whether recent actions and 
rulings have discriminated against US oil companies in their 
respective countries and, if so, to protest such gction. 


Rumania If tha. Sebiiabal National Bank undertakes its 
reported intention of pressing US oil companies to increase 
their capital stock issue, Mission Bucharest has been asked » 
to inform the Rumanian Government. that US nationals cannot 
be expected to add to their investments in Rumania in view 
of treatment being accorded their existing investments. It 
is believed that the purpose of the proposed action is to . 
require US and UK shareholders to purchase the new stock 
issue with dollars and sterling which their Rumanian sub- 
sidiaries would be required to turn over for lei to the . 
National Bank. -.The Bank probably would use the dollars and’ 
sterling for stabilization purposes. We feel that the 
Rumanian Government could improve its foreign exchange posi- 
tion by permitting the American-owned companies to export 
oil products to strong exchange markets. . 


In addition, it is reported that Sovrompetrol is the 
only company to receive a loan from the National Bank and > 
that the continued denial of loans may force US companies to: 
1) curtail or discontinue operations, or 2) obtain additional 
capital from parent. companies in the US. Because of inade- 
quate .prices paid for petroleum products by the Rumanian 
Government, we feel that it is responsible for providing US 
companies with ways and means of making up the operating 
deficit pending restoration of equitable prices and compensa- 
tion for the inadequate prices already paid, which the US 
will expect Rumania to do in accordance with the Peace Treaty. 


- The next meeting of the joint US-Soviet 011 Commission 
in Rumamia will be held June 12 at the request of the 
Soviet: At that time, unless the Soviets should take an 
unexpeetedly cooperative line, US members will inform the 
Soviet members in writing that the US will consider the Com- 
mission terminated -unless the Soviets agree to the US report 
or submit a report of their own within a specified time. 
nent ae - 6, May 26, 1947 issue of Current Economic Develop-— 
ments : 
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Austria At our request, the War Department has author- 
ized USFA to'determine whether the Austrian Government has 
discriminated against Socony Vacuum's Austrian subsidiary | 
(RAG) in claiming that, in accordance with provisions of the 
Nationalization Law, ownership of RAG snares is now vested 
in the Austrian Gcvernment even though compensation legisla- 
tion has not yet been enacted. If it is determined that the 
Austrian Government is discriminating against US property, 
USFA has been autnorized to take eppropriate steps protest- 
ing the application of the Nationalization Law to US proper- 
ties until it is ina position to do <> / without discrimina- 
tion. 


The company objects on the basis that: 1) this action 
constitutes discrimination unless similar action is taken on 
other enterprises including the Soviet; 2) company manage- 
ment is expected to operate the company for the government's 
benefit; 3) the government's claim to ownership: since 
September 17, 1946 results in Austria receiving without com- 
pensation the benefit of Socony management since that date; 
and 4) the. government's ownership claim prejudices the US 
Government's position in pressing claims for restitution ,of 
various properties claimed’. by the Soviets. 


Hungary In April we informed the Hungarian Minister 
that we felt the Hungarian Government should withdraw its 
controllers from MAORT in order to restore the prewar rights 
and status of that company as stipulated in the Armistice 
and Peace Treaty. (See page 14, March 17, 1947.issue of. 
Current Economic Developments.) The Minister agreed with 
the Department's view and said he’ would recommend that the 
contrcllers be removed. To date, however, no word has been 
received on action along this line. 


According to press reports, as yet unconfirmed by our 
representatives in Budapest, the Communists are attempting 
to buy out US interests in MAORT, principally owned by 
Standard Oil of New Jersey, and have threatened to banish 
the company's Americen executives from Hungary. Standard's 
representative is reported to have rcfused Deputy Prime 
Minister Rakosi's offer of twice the original investment. 


As a result of joint protests of all refineries in Hun- 


gary, the government partially rectificd the price decrease 


for refined petroleum products by an increase from an average 
of 36 forints per hundred kilograms to an average of 45 forints 
per hundred. (Sec page 14, March 17, 1947 issue of Current 


. .Economic Developments.) This price, however, is stil] below 


- tevels existing on January 4 when prices were reduced. The 


price for crude oil remeined 170 forints per ton in contrast 
to the pre-January 11 price of 226.20 forints per ton. 
~ ~ a 
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DISCUSSIONS CONTINUE WITH ‘Regatding the settlement of’ 
“ON WAR CLAIMS “ property and var claims, the. 


wa ie recent méetings with the Yugoslav 
ni ssign plow in’ Washington: have resulted in several proposals 
and: r proposals. The position of the US negotiators 
is that Yugoslav assets will not be released until satisfac- 
tory agreement is reached on all questions under negotiation, 
including compensation for American property nationalized or 
otherwise expropriated in Yugoslavia. : 





While: awaiting instructions from Belgrade regarding the © 
plan introduced by the US side for a mixed claims commission 
to review US property claims, Yugoslav representatives pro- 
posed a lump sum settlement for these claims. US officials 
believe that a lump sum offers the best basis for an agree- 
ment, although difficulties may be encountered in arriving 
at a satisfactory amount for the settlemoefit. The opening 

request from US representatives may be about $37.5 million. 


Payment For Pian A Supplies And Lend-Lease - The Yugo- 
‘Slavs have been informed that we:consider $3.5 million as . 
fair payment for lend-lease and Plan A supplies. This amount 
represents a waiver not only of a considerable portion of the 
total US Plan A claim against Yugoslavia but also restricts 
lend-lease charges to those items delivered after V-J Day and 
to non-military items on hand on V-J Day. Provided other 
aspects of the negotiations show satisfactory progress, the 
US may advise the Yugoslav mission that Embassy and Consular 
property and dinars equivalent to $3.5 million will be ac- 
ceptable in lieu of dollars. 





‘While we reaffirmed: our position on Article .7 of the 
lend-lease agreement dealing with maintaining and expanding. 
international trade, it was agreed that discussions on this 
subject would be reserved for a later date. © 


ns 










“ . * a a 
US OBLOVAKIA NEAR Settlement for outstanding war 
AG _0 AK ACCOUNTS © accounts and claims incident to- 





he US Army operations in Czechoslo- 
vate is beastne agreenerit. A draft, acceptable to State and 
War Departments, has been sent Emba ssy. Praha and the Czech 

Foreign Minister has indicated general agreement. Only minor 
‘ajfferences remain to be worked out. ©. Le OS of 


| . | Under | 
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Under the proposal the JS will pay approximately $5 mil-.: 
lion plus 42.5 million Czech crowns for all unpaid US. Army. 
procurement from the Czechs of facilities, goods and services. 
The Czechoslovak Government will turn over a total of. 

500, 000 Allied Military marks at a value of $150,000 which - 
are claimed to be a result of expenditures of US Army persone 
nel in Czechoslovakia. It is agreed that Czech crowns (not 
exceeding 119,000,000) now in official accounts of US Army 
disbursing officers will be available for expenditures in 
Czechoslovakia by the US Army at a rate not less favorable 
than 50 crowns to the dollar. Procurement of facilities, 
goods and services for use outside Czechoslovakia will be 
allowed by the Czech Government from this fund at a basis of 
not less than 25 percent to be paid with crowns and 75 per- 
cent with dollars. : 


The agreement will cover all Army accounts in Czechoslos«- 
vakia except tort claims, which will continue to be paid 25 
percent from Army holdings of crowns and 75 percent in dollars, 
Advances by US forces to the Czech Independent Brigade have 
been taken into account and are settled by the ‘proposed. agree~ 
ment. ; 


The US will also turn over to the Czechs, without ‘detne- 
bursement, 5,639,174 crowns which represent captured oneay 
funds. 


US PREPARES FOR ‘WAR SETTLE- The. Department: is preparing 
MENT NEGOTIATIONS WITH CHINA to enter shortly into discus- 

sions with the Chinese to 
reach a settlement of outstanding war accounts, ingluding 
lend-lease, surplus property agreement, miscellaneous claims 
arising out of mutual aid or the conduct of the war, economic 
or commercial policy matters under the Mutual Aid Agreement, 
and the $500 million advance to the Chinese in 1942, 








The settlement will. te consistent with the’ basic prin- 
ciples. applied by the US in the major war accounts. ‘settle- 
ments already concluded with other governments and will, as 
well, fulfill existing US commitments under the ‘several agree- 
ments and understandings relating to lend-lease aid and 
Surplus property sales. ~ The total lend-lease account with 
the Chinese is about $1.6 ‘billion; of which approximately orie- 
half represents assistance extended prior to V-J Day and the 
balance includes lend-lease transfers after V-J Day under the 
Civilian Pipeline Agreement and the Military Aid Agreement of 
June 1946. 
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The Military Aid Agreement, provided far a reoccupation 
and eine Lint program with. a-dollar.limit of $25 mtIlion, 






limit of October 31, 1946; .an. occupation program 
for se Forces in Japan up toa June: S05. 1949, subject to 
agreement as to extent; and a group of military and naval 
training programs with a doller limit of: $15 mitten, and a 
time limit of December 31,:1947. =" boa 


As présently envisaged, the ‘application to Ching. of ‘the: 
principles of lend-lease settlement would -provide for payment 
to thé US ‘mainly for civilian: lend-lIease aid extended after - 
V=J Day, lend-lease inventory valued as of V-J Day or extended 
after June 30, 1946 under the Military Aid'‘Agreement.,.~ © 


. » 
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ADDITIONAL TANKERS WILL BE At the: request: ‘ef’ Sacsetary- t 
VAILABLE FOR FOREIGN SALE Marshall; the. Cabinet! fas, dem: | 

-  gided that: a total of 1@@: tankers 

should be released by the Navy for foreign sale by the Mari- 
time Commission without awaiting further JCS study and that 
Commission operating authority should be extended. In re=- 
questing this action, the Secretary pointed out the importance 
of the immediate availability of additional tankers in orger 
to avert a world petroleum crisis,.to relieve the.’ L 
Western Hemisphere oil reserves for European. co 
to avoid a further sharp rise in already excessive. freight” 
rates.’’ He also stressed the adverse effect the present. ; 
tanker shortage has on our program for European. reconstruc-: 
tion by imposing dollar payments burden on’ debtor n&tions 
and by diverting effort and manpower to the epaeteuniaee of: 
tankers, A 43: 












The ‘sale of. ‘tehbere by the Maritime Commission : re guises 
JCS clearance for national security-requirements.. By April, 
O tankers had been sold abroad and additional applications 
or’ ‘mol than’ ¥00- were pending with the Maritime Commission, 
mse ta @ reqhest for authority to sell additional: , 
w'tatikers: to foreign interests, the JCS: on May 25 author-: 
ize@ “release of an additional 35 T-2's to "countries | 
which have the same political philosophy. dnd ideology as, the 
US, whith are politically ‘stable, and which may reasonably _ 
be ’ expected to contribute to our. tahiker shipping -fequirements 
in an emergency." THe Department éonsiasred “35 entirely in- 
adequate to meet shipping: needs ana‘such:'& Ifmiited number 
would be difficult to distribute equitably among applicant 





countries 
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countries. The Cabinet decision,. which would re uire — 
mentation by a new letter from Navy to Maritime Commission, | 
increased the JCS authorization by 65 tankers and, in addi- | 
tion, removed any conditions to their foreign sale. 


‘The increase in the ‘number of tankers available to other . 
countries will oni, partially satisfy the critical need for: 
additional tonnage to meet essential European fuel and grain 
shipments. Immediate extension-of Maritime Commission author- 
ity to operate vessels beyond June . 30 and amendment of the . 
Ship Sales Act of 1946, extending Commission authority to sell 


or charter vesseis for at least one year beyond the December 31 


expiration date, are essential steps in meeting our relief 
shipments to other countries. The lifting of restrictions 

on use of our war-built fleet will speed recovery by decreas- 
ing foreign dollar costs as well as US costs for relief and 
reconstruction. The President has discussed with Congressional 
leaders the matter of extending the Maritime.Commission. 
authority and they indicated willingness to take legislative: 
action, The legislation:on these matters is still pending: dn 
the House Committee on Merchant Marine and Fisheries. 


LIQUIDATION OF AXIS FIRMS IN At a press conference last 
ARGENTINA ING COMPLETION week the Argentine Foreign 

| ; Minister announced that his 
government, in conformity with the agreements reached regard- 
ing enemy property at. the Inter-American Conference at 
Mexico City, has proceeded with the liquidation of enemy 
property and expects to take over all the remaining proper- 
ties sometime this week. Last January the Argentine Govern- 
ment adopted a decree regarding the liquidation of enemy 
properties which provided for the acquisition through the |. 
Central Bank of all enemy property. It was necessary for the 
government to purchase these properties as under Argentine 
law it was unconstitutional to vest enemy property. In March 
Embassy. Buenos Aires informed the Department that the govern- 
ment had taken over 70 enemy firms, practically all of which 
ha@ appeared on the "spearhead" list, and had also made the 
advance payment of 100 million pesos on the property which 





had been required under the decree. The Foreign Minister has 


now announced that 42 further enemy firms were placed under 
control of the Central Bank last week and that the remainder, 
some 110, would be transferred to the Bank during | the coming 
retro 


* * * 
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DELAY IN JAP COTTON PROCUREMENT '- Production of cotton tex: 
CAUS BB FALL CAUSES. FAEL IN TEXTILE PR DUCT ON tiles in Japan will be ~ 
reduced by about 20 per-. 
cent as. . ne sult of delay-in-reaching agreement on a new 
procurement plan for cotton. Procurement of cotton for Japan 
has been. complicated by disagreement ‘between the interested. 
executive departments and the cotton.bloc in Congress regard- 
ing guarantees of purchase of American cotton and by diffi- 
culty in reaching agreement on the method of financing. 








- Under the original cce. canipente cotton both for’ Japan. | 
and the US zone of Germany. was:provided from CCC stocks. ‘The 
Department feels, however, that as an occupying power we. must 
recognizé the rights of all the United Nations in the German 
and Japanese markets and cannot continue to exclude those 
nations having-a legitimate interest in those markets.. We | 
have stated this position to the interested members of Congress 
and at the same time declared that when funds are, made avail- 
able by Congress, the Eximbank, or RFC for cotton proeure- . 
ment for the occupied areas, we would buy US cotton when it 
was available in the required quantities, grades and staples. 
Specifically in a meeting with Congressional members, the ..: 
War Department proposed that cotton procurement up to: the end . 
of.:1947 should take place in the following manners” ‘300,000 - 
bales from the US, 140,000 bales from India and 7, 500 from’ : 
Egypt (all figures in Us bales). This arrangement was not. 
satisfactory to Congressional representatives who cngeated 
that this proportion be maintained but that procurement be _ . 
extended: on this basis for a longer period of time, More in ~ 
line with our historical position in the Japanese market, we . 
are ‘proposing that procurement through August 1948 be drawn’. 

50 percent. from US sources, 40 percent from Indian sources __. 
and 10 percent from others. No final decision has yet been ..; 
reached in this regard. | | 4 


As for the problem of | financing, it was originally be-._ 
lieved that some kind of eatton’ bank would be established and 
a found for financing through private credits. When it 

became apparent that this was not. going to be possible in the. 
time allowed, RFC was asked to finance the program but refused. 
saying that Cec was the appropriate agency. The War Depart- .- 
ment, not being: satisfied with its previous contract with CCC, 
has beén’ attempting, so far without avail, to obtain certain 
changes in the agreement. 


Further delay in reaching agreement on a contract has 
resulted from the UK position that it will not procure 
Japanese textiles for dollars after the present CCC cotton 
is exhausted, 


ae ye” 


- 
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SE PRIVATE TRADE: TO OPEN AUGUS ; 15; An understanding 
KOREAN PRIVATE TRADE _EXPECTED has been reached 








| by our trade 
at sien to Japan. and SCAP for opening up private trade facil- 
ities on August 15.°.General agreement has also been reached 
on opening of limited private trade with Korea and will be ~ 
announced-as soon as theater approval is received. ) 


As a result of the understanding reached between our 
trade mission and SCAP, accommodations for 400 commercial 
representatives will be made available in Japan. Allocations 
to the Allied Nations of the accommodations will be on the 
basis of historical trade pattern. Under this formula the 
US, UK and colonies, China, India,and the Netherlands (in- 
cluding NEI) will receive the most entry permits in the above 
order of priority. Businessmen will be permitted to visit. 
Japan for the following purposes: 1) purchasing potential 
exports or selling or making available raw materials or other 
commodities essential to increase the volume of Japanese 
foreign trade; 2) servicing the commodity trade, i.e., repre- 
sentatives of banks, insurance companies, shipping companies, 
etc.; and 3) inspecting and pursuing substantial investment 
interests. Applications in the latter category will be given 
the lowest priority. Although no foreign exchange rates will 
be established at this time, this will be done as soon as | 
conditions permit. while official pricing will be determined 
by SCAP commodity experts, based on world market standards, 
this will not prevent individual traders from discussing 
prices with Japanese producers. Private buyers will not be 
bound by pricing formulas but will negotiate with SCAP pric- 
ing agencies in accordance with accepted trade principles. 
SCAP will assure the convertibility and acceptance for pro- 
curement of non-dollar currencies by entering into agreement 
with governments concerned to establish the free use of 
foreign currencies for procurement purposes. These agree- 
“ments will provide for a periodic clearance of unexpended 
balances through conversion to dollars. . us 


fn order to permit preliminary negotiations to be under- 
Rg plans are under way to authorize transactional com- 
@ations. Transactions consummated through private 






a “negotiation will be licensed by the Japanese Government and 





“© validated by SCAP. 
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= LACKS THE NECESSARY SIGNATURES; In order te insure con- 

REPARATORY COMMISSION TO TAKE OVER tinuity of the refugee 

and displaced persons 

progrem, the IRO Preparatory Commission which met in Lausanne 
Curing the latter half of May voted to take over the func- 
tions of IGC and the refugee and displaced persons functions 
of UNRRA in the interim period after July 1 if necessary ad- 
herence to IRO has not been obtained by that time. The 
Executive Secretary of the. Commission was authorized to enter 
into contracts with the occupying powers, UNRRA, IGC and 
other bodies as of July l. 








Following the Lausanne meeting, a special plenary ses- 
Sion of IGC was held in London to arrange for liquidation of 
IGC and transfer of material and monetary assets to IRO. Due 
to the inability of certain delegates to commit their govern- 
ments on the transfer of IGC surplus funds, it was agreed 
that the IGC Executive Committee should ascertain from member 
governments whether or not they are willing to transfer their 
share of the funds without receiving credit to their IRO con- 
tribution. While it is not possible to estimate the amount 
which is available for trensfer, unofficial estimates have 
been made of between $100,000 and $200,000. 


As of June 5, five countries had adhered without reserva- 
tion to the IRO constitution--Australia, China, Iceland, New 
Zealend and the UK. The other 11 countries, including the 
US, which have signed the IRO constitution must still complete 
legislative action before effective adherence is obtained. 
The Preparetory Commission has asked all governments, members 
of that body, to advise on the possibility of advancing funds 
to the Commission to enable it to continue with the relief 
and resettlement work. A minimum of $2 million will be re- 
quired by the Commission by June 15 to enable it to assume 
operations July 1. Since all countries so far approached on 
an advance have stated thet their decision will be @uided by 
that of the US, the Executive Secretary of the Commission has 
asked urgently for information on the amount the US will ad- 
vance, Enabling legislation for US participation in IRO is 
now before the. Eouse and favorable action by both houses is 
expected before the July 1 deadline. The proposed legisla- 
tion has been amended to provide that no more than 1/12 of 
the US contribution will be advanced in any one month during 
the interim period until IRO is constituted. We are par 
ticularly anxious that the French adhere formally by July l 
and Bidault advises he expects no difficulty in obtaining 
Cabinet approval at an early date. The US is also pressing 
the governments of Centrel and South America to accept the 
IRO constitution. 
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Efforts To Gbtain Adherence Because of the possibility 
that the necessary signatures will not be obtained ir time, 
the Department has bcen giving serious consideration to 
Swedish refusal to join the IRO unless their contribution 
can come from the 50 million kronor fund made available for 
relief and rehabilitation under the Washington Accord en 
German Assets in Sweden. (See page 2, Juiy 22, 1946 issue 
of Current Economic Developments.) The Department has con- 
sulted with Britisn and French officials in Washington on 
the following possibilities: 1) Provided the necessary 
Swedish authorization for adherence to IRO can be forthcoming 
before July 1, the three governments will agree to the use 
of approximately $3.5 million of the 50 million kronor as the 
initial Svedish contribution; the balance of the 50 million 

kronor to be turned over to IGC; 2) If this is acceptable to 
_ tne Swedes, the three governments would corsult IARA as to 
_ whether an amount equivalent to the Swedish contribution to 
IRO should come out of the IARA share or be deducted from the 
$25 million allocated under the Paris Agreement on Reparation 
for the relicf and rehabilitation of non-repatriable victims 
of Nazi persecution. (See page 6, June 24, 1946 issue of 
Current Economic Developments.) If IARA agrees to take the 
loss, a larger proportion of German assets in Switzerland, 
than had been contcmplated, would be used for purposes of 
‘relief. Otherwise, the private relief organizetions which 
are ellocated funds by the IGC will be notified that a deduc- 
tion is bcing made from the $25 million in order to assure 
IRO's coming into force. Until official British and French 
reaction to this proposal is knovn no further pressure will 
be brought to bear on the Swedish Government. 





The British are urging that as a part of the Safehaven 
negotiations with Turkey, the Allies press for an allocation 
to IGC. The Department has not been too enthusiastic about 
this proposal since the Joint Distribution Committee has 
stated that neither Turkish nor Spanish currency is useful 
for refugee resettlement purposes. Therefore, we have sug- 
gested that the Turks might be asked to permit conversion of 
Turkish pounds to a more usable currency. The Department is 
now considering Embassy Ankara's recommendation that we do 
not request Turkey to authorize conversion, but that any 
amount obteined from Turkey be utilized by IGC for Turkish 
services, such as ships. | 


'Resettlemont Programs In the meantime, plans are pro- 
gressing for the resettlement of DP's in Latin America, 
Brazil, Venezuels, Argentine, Peru and Chile indicating 
willingness to accept roughly between 30,000 and 40,000. - 


The 


_ DECLASSIFIED FOR PUBLICATION IN FOREIG 
N 
_ RELATIONS OF THE UNITED STATES 











SECRET 
e 13 « 


The Belgians have concluded negotiations with the UK zone, 
Germany, to take 15,000 displaced persons for a two-year 
work period and similar agreements are being negotiated with 
the Netherlands. Agreements have been signed in Italy be- 
tween IGC, Italian Government and SACMED for the transfer of 
responsibility of approximately 11,000 displaced persons in 
the AC camps in italy to IGC. In Austria and Germany the 
IRO will assume responsibility for all eligible displaced 
persons and refugees on July 1. Separate agreements are 
being negotiated between the Preparatory Commission and the 
occupying authorities. 


Discussions are still going on as to the disposition of 
those persons in Italy who do not wish to be repatriated and 
who are not eligible for IRO care, 
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This weekly publication is designed to highlight developments in the eco- 
nomic divisions of the Department of State, and to indicate the economic prob- 
lems which are currently receiving attention in the Department. It is suggested 
that copies be retained on file, as reference will sometimes be made to previously 
reported items to avoid repetition. 


Document Security Instructions 


This document should be treated in accordance with current instructions 
regarding security measures for SECRET material. Extreme care should be ex- 
ercised to avoid public or private discussion of the information herein with or in 
the presence or hearing of any person not authorized to have knowledge thereof. 
For general purposes all Foreign Service Officers and other responsible economic 
officers are authorized to have knowledge of the contents of this document, 
responsibility for the safekeeping of which will be assumed by each recipient 
thereof. It may be retained in protected files or, at the discretion of the recipient 
destroyed by burning. If not personally disposed of by the recipient, he will 
assure himself that it is burned in the manner prescribed for SECRET material. 
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US-I S NEARING SGREEMENT Meetings are continuing with 
ON iv. TTLEMENT MATTERS the Italian Delegation on 


financial and related matters 
arising out of the war (see page-7, May 26, 1947 issue of 
Current Economic Developments) with agreement reached on 
several points at issue. It is anticipated that discussions 
will probably be terminated within another week, when the 
Italians plan to leave the US. 


* Unblocking Of Frozen Assets In The US Agreement has 
been reached on the nature of the letter of assurances to be 
presented by Italy to the US concerning the procedure for 
the release of Italian blocked assets in the US. Under this 
procedure the Italians will undertake to certify to Treasury 
that there is no ex-enemy interest in this particular property 
exclusive of Italian interest. The letter of assurances 
follows in general the same.language adopted in the case of 
other countries under Treasury General License No. 95, except 
for minor changes to conform with special problems of the 
Ttalian economy coneerning capital transfers. In addition, 
there has been agreement on the substance of a letter from 
the US to Italy in which it is indicated that, if necessary, 
the US will have to take measures against blocked property 
standing in the names of persons within Italy, if such property 
has not been certified within a few months. This provision 
is being made as an incentive to Italians to take appropriate 
measures to obtain the release of their property. 





Vested Property In connection with the release of 
vested property the principal problem outstanding is related 
to the size and nature of the dollar fund to be established 
by the Italians for the purpose of meeting certain types of 
US claims. The US originally proposed that the Italian 
Government provide a $10 million fund out of which certain 
specified claims of American nationals could be met. The 
Italian counter-proposal of a $5 million lump sum settlement 
is being given serious consideration by the US. Agreement 
is expected soon on other outstanding points,. mainly concern- 
ing technical definitions and changes in language. . 


-Intergovernmental Claims On the settlement of inter- 
governmental: elaine the US has. proposed a document which pro- 
vides for the following waivers on the part of Italy: 1) . 
claims arising out of actions with respect to Italian flag- 
ships between September 1, 1939 and the coming into force of 
the present document; 2) claims against the US arising out 
of the maintenance of camps in. Italy for.displaced persons; 
3) claims of Italian. nationals arising.out of maritime 


indicents 
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incidents; 4) claims of Italian nationals or persons resident, , 
in Italy arising out of.the use of patents or-inventions by = © 
the US Government .in corinection.with. wartime activities; 5) 

any claims arising out of procurement or requisition of sup- 
plies in Italy by US military forces or civilian agencies. - 


The US on its part agrees to the following specific 
waivers: 1) civilian supplies furnished under the military 
relief program; 2) dollars transferred to Italy, representing 
the lira expenditures of US army forces in Italy; 3) supplies 
furnished to Italy from military stocks by the War Depart- 
ment; 4) claims for the payment of salary to Italian officer. 
prisoners of war under the Geneva Convention; 5) claims aris- 
ing out of advances made by the US to Italian partisans and 
advances made for the maintenance of Italian diplomatic mis- 
sions and Italian shipping in neutral ports. . 


In addition, the Steliens make certain guarantees with 
respect to 1) the desequestration of all American property 
in Italy, and 2) prewar claims of US and its nationals. 


German Assets In Italy A meeting was held between repre- 


sentatives of the US, French, British and Italian Governments 
to discuss the disposition of German assets in Italy under 
the terms of the Peace Treaty. A document was presented to 
the Italian Delegation which outlined the steps that Italy 
should take to preserve German assets and to eliminate German 
interest in such assets. The question of the ultimate dis- 
position of such assets is to be decided later. 


Department To Propose Return Of Italian Ships In con- 
nection with the current Italian financial settlement nego- 


tiations, the Department is proposing to seek authorization 
for the return of all Italian ships still in US possession 
and for the transfer to Italy of surplus ships approximately 
equal to the Italian tonnage lost during the War while under 
US control. These arrangements will be concluded within the 
scope of a Joint Resolution to be presented to Congress | 
authorizing the return to Italy of Italien -property vested 
curing the war, 


Twenty-eight Italian vessels were séized in US ports | 
before our entry into the war and.were subseqrently requisi- 
tioned, and of these 18 were lost. In response to the 
Italian request and in view of critical. Italian shipping re- 
quirements, the Department has decided to propdse the return 
ef all the remaining vessels in our possession and to include 
jn the proposed Joint Resolution authorization for the 
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transfer to Italy of tonnage equal to that of the Italian 
vessels lost during the War while in US possession. We are 
also recommending to the Attorney General that the Justice 
Department stay forfeiture proceedings initiated by it for. 
alleged sabotage prior to the seizure of the ships pending 
determination of the return of the remaining vessels as 
vested property under authority of the. Joint Resolution.: We 
also recommended a provision in the Joint Resolution for the: 
return of the five remaining vessels of eight seized by : 
Brazil, Venezuela and Colombia and later purchased by the US. 
Two of these vessels have been resold to the Italians and » 
one has been sold to a US citizen for scrapping. | 


Balance Of Payments Additional meetings have been. held 
to discuss the Italian balance of payments position. A 
memorandum submitted by the Italians on this subject has 
been discussed item by item and the Italian Delegation has 
undertaken to make available detailed statements to questions. 
which have arisen in connection with some of the estimates. 
It is anticipated that at the end of these meetings it will 
be possible to agree upon a balance of payments statement 
for Italy which will represent the Oe of the Italian 
economy in the latter half of 1947. 





* *x * 


DISCUSSIONS CONTINUE Myrdal, ECE Executive-Secretary, has 
ON ORGANIZATION OF ECE indicated to US representatives in. 

. London that he favors an ECE organiza- 
tion with four standing committees to be coordinated by a. 
director of operations on: 1) coal, including perhaps other - 
fuels; 2) electric power; 3) industry and materials; and 4) - 
transport. He also stated that he favored taking over the EECE 
functions recommended by EECE members, but preferred to be de- 
liverately vague about .consultation with control authorities in 
Germany in order not to arouse Soviet opposition. This has. 
been interpreted by MEA (US Mission for Economic Affairs in 
Lgndon) to mean he would prefer to limit consultation to dis- 
cussion at quadripartite level, avoiding zone consultations to 
which he believes the Soviets would object. 








The arrangements recommended by Myrdal for transfer of ECO 
‘functions largely meet the views of ECO's General Purposes Com- 
mittee which will consider them at its June 20 meeting. Myrdal 
recommends that ECE establish a coal committee, or preferably a 
committee for coal and other fuels. This committee would in- 
herit all present ECO activities and such additional work con- 
cerning coal or fuel as the Commission may decide. Coal policy 
‘ $tself would be integrated with broad economic policies. . ECE 


would not have power to establish a coal allocation formula nor > 
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interfere with actual allocations or review allocation deci- 
Sions.- The Commission would, however, lay down general prin- 
ciples of allocation as a guide to the fuel committee in 

order to-ensure that the interrelated needs of European recon- 
struction be giveri consideration. Myrdal has suggested also 
that ECO retain its headquarters in London: until the end of the 
year and then transfer to Geneva. In commenting to the Depart- 
ment on this. proposal’ MEA’ has indicated that it sees no practi- 
cal value. in including liquid fuel or wood as fuel in the 
committee's scope, and' that it believes the ECO functions could 
be transferred to Geneva in September. 





David Sees | UN Assistant Secretary General in charge of 
Economic Affairs, discussed the organization of ECE with the 
Department. He apparently favors a Soviet Deputy to Executive 
Secretary Myrdal whose functions would be purely formal and 
carefully restricted’ so’as’ hot to affect direct relations be- 
tween the principal. directors: and Myrdal. Owen seems unin- 
pressed by the. US suggested division of the Secretariat into 
transport, coal and-genereal purposes and apparently favors 
division into the fields of transport, operations and research 
and intelligence. Operations would encompass coal and a number 
of former EECE functions, - 


ECE Voting Procedures We are quite concerned with the 
voting issue which will in all probability be brought up again 
at the second meeting of ECE, since adoption of the simple 
majority rule at the’ ECE first session was purely provisional. 
The Soviets at that. time proposed. a two-thirds rule for "impor- 
tant" questions while the US held, out for a simple majority. 
As a compromise, the French, | supported by the Danes, proposed 
establishing certain unspecified categories of questions for 
which approval would require a two-thirds vote. Adopting the 
French proposal would :méan giving the Soviets power of veto 
over any question to: which the two-thirds rule applied, since 
it is apparent that the Soviets could obtain six of the present 
17 votes if they bring pressure to. bear on Poland and Czecho- 
Slovakia. Since ECOSOC under Charter. provision operates under 
majority rule the US believes that any.voting procedure, other 
tham a simple eetttnind or. be eontrery. to the spirit of the 
UN: @harter. 


Most recently, Myrdal has approached ‘both the British and 
French Foreign Offices urging that ECE be given full responsi- 
bility for the. preparation of an ovérall European economic pro- 
gram as recommended in the Secretary's Harvard speech. He was 
told by the UK Foreign: Office that while. the, approval of the 
ECE would be sought on-any. plan prepared, the. program was of a 
magnitude and urgency far beyond- the present capacity of ECE, 
and that ECE.should.concentrate ¢eurrently on organizational 
plans for taking over ECO, BECE and other rélated organizations. 
Preliminary views of the British are to set up a special 
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committee for the consideration of this. proposal rather than 
establishing the committee under ECE aegis. It appears that 


the Freneh Ambassador in eres Feplyed in a similar vein when 
approached by Myrdal. | 


Transport Meeting Makes Sonmientinttene On Future Transport 
Body “The meeting of transport experts in Geneva, called by. ECE, 
adjourned on June 6 having reached a substantial measure of | 
agreement on the substance of a’ report to ECE. Throughout the 
_ meeting the eastern European countries were. much less unified 
’ than at the ECE meeting, the Czechs having been outspoken in 
opposition to the Soviets. The Yugoslavs and Poles spoke little 
but the Poles submitted a paper on procedure which varied in 
_several particulars from practices hitherto supported. by ‘the 
Soviets. The Ukrainians supported the Soviets in cases where 
the latter was hard pressed but frequently. with independent 
-arguments. The question of membership was referred back to ECE 
without constructive recommendation and the authority and free- 
_ dom of action of the proposed organization is definitely subject 
to speculation. In scope and purpose the transport. committee 
would be. limited to a consultative and advisory role. There was 
gernieral agreement that residual ECITO functions should be ab- 
sorbed including completion of the census, identification and 
restitution of railway rolling stock, waterwey and harbor craft 
as well as the coordination of movement of essential inter- 
matcenal railway and highway traffic... 





Additional flinctions of the new epehienens body were out 
lined as follows: 1).to collect the views of théir organiza- 
tions in the field of international iniand transport; 2) to 
recommend procedures for the modification of existing or crea- 
tion of new European transport bodies;. 3) to encourage removal 
of discriminations and unnecessary restrictions in the field of 
European transport without interfering with the international 
waterways regimes; 4) to provide for the exchenge of informa- 
tion among governments; 5) to advise, upon request, on the 
revision of existing or conclusion of new conventions in this 
field; and 6) to advise governments on matters of European - « 
transport requiring conciliation -and arbitration. The Soviets 
still maintain reservations on the functions dealing with co- 
operation with other organizations in the field of European - 
transport. In the judgment of our delegation these reserva- 
tions may. be a move to forestall contact with river ‘commis- | 
sions and probably reflect Soviet fear that western European 
countries will. attompt to influence the Danube Convention 
through the Transport Committee and ECE. 


a. x. * 
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NEW OIL AGREEMENT The major partners in-the Iraq Petroleum 
NEGOPTATED Bu IPC Comnany (IPC) recently reached an under- 
standing for a. new. inter-conpany- arrange- 
ment replacing their 1928 group agreement, which probably 
wiil enable Standard 0il of New Jersey and Soccny-Vacuum Oil 
Company to conclude their purchase of a share of the Arabian- 
American Oil Company (ARAMCO). (See page 2, “enuary 6, 1947, 
and page 12, March 17, 1947 issues of Current F.conomic ’Develop~ 
ments.) . Under the proposed agreement, produc’.jon of IPC will 
be increased to six times its present level avi the companies 
will obtain crude oil from tne Iraq concessica in accordance 
with their needs rather than in a fixed prop:<rt:.on of the 
total production, as previously provided. Tie proposed agree- 
ment, however, cannot go into effect until avcepted by S. C. 
Gulbenkian, Armenian financier, who owns a f..ve percent 
interest in IPC. Even though his income wou.d be increased 
greatly by the contemplated expansion of proauction, Gulben- 
kian has thus far refused to consider the new agreement, ap- 
parently feeling that his bargaining position is so strong 
that the US partners should pay him an additional guid pro 
quo for acquiescing in the new agreement. 7 ’ 








The new arrangerent, negotiated in Loncon by: ‘the Angie- 
Iranian Oil Company, the Royal Dutch-Shell group, the 
Compagnie Francaise des Petroles, each owning 23~-3/4 percent 
of IPC, and the two US companies (Standard Oil of New Jersey 
and the Socony-Vacuum 0il Company) who jointly own a 23-3/4 
percent, provides for the constructioniof two additional 
16-inch’ pipelines and a 24-inch line from the Kirkuk Field © 
to the Mediterranean. This will have the effect of increas- 
ing the production of IPC to 25 millton tons per year, or 
six times its present production. Every five years the 
partners will submit their requirements for the next five 
years and a production plan will be devéloped ‘to meet the 
aggregate stated requirements of all the partners. Those 
taking more than the average will purchase the excess from 
these taking less than the average, at a price half-way be- 
tween cost and market. All restrictive provisions of the 
1926 agreement are eliminated. 42 


The French company is entirely satisfied with the eut~ 
come of the negotiations, which were initiated by: the US 
partners to remove French misgivings over the proposed pur-_ 
chase by the two US companies of a share of ARAMCO. The 
French protested the contemplated purchase, contending that 
it violated the provision of the group agreement of 1928 
that member companies of IPC would not separately seek con- 
cessions or purchase crude oil in specified areas in the 


| DECLASSIFIED FOR PUBLICATION IN FOREIGN Middle 
_ RELATIONS OF THE UNITED STATES 














bein BEST COPY AVAILABLE 


<a s 


Middle Bast. The US ‘companies ‘held that. the group agreement 
was nullified by tho. war and thet they were free to-incregase 
their investments without participation of the French. Sub- 
sequently, the French trought “Iegel action in British courts 
to restrain the US companies from consummating the proposed 
purchase. The new agreement provides specifically ‘that the 

US companies will be free to conclude the purchase of a share 
of ARAMCO, and the French aré now the most vigorous proponents 
for implementing the agreement promptly. 


In the event Gulbenkian does not agree to’ the erepesed 
arrangement, the US companies feel it will be impossible for 
them to conclude their purchesé without a prior determina- 
tion by the British courts as to the validity of the 1928 
agreement. Shouldthe 1928 agreement be held invalid, which 
they consider an 80 percent probability, they would be free 
to proceed with their purchase of an interest in ARAMCO and 
either: conclude the new agreement negotiated at London if 
Gulbcnkian concurs, or they could accomplish virtually - thé 
same results through operating IPC as an ordinary stock con- 
pany if he cemurs. If the British courts determine thet’ the 
1928 agreement is still valid, either company could withdraw 
from IPC and sell its interest to the other, the one with- 
‘drawing from IPC then being free to conclude the acquisition 
of an interest in ARAMCO unless the courts uphold an addendum 
to the group agreement which has the purported effect of:: 
binding the US companies to the restrictive provisions: of 
that agrecment, irrespective of whether or not they have dis- 
posed of their interest in IPC. In that event they would 
have either to withdraw from tneir ARAVCO option or buy off 
Gulbenkian.so that the London agreement could be consummated. 





WT Sov iE? NEGOTIATIONS Negotiations are continuing with 

W ViETS CONTINUE the Soviet representatives on lend- 
lease settlement matters... (See 

page 1, April 14, 1947 issue of Current Economic Developments.) 

Frequent meetings are being held bet between the “working groups 

of the two sides. Discussions have been ‘in ‘the nature: of 

' .fact finding concerning certain lend-lease claims entered by 

_ the US, patent matters relating to refinery equipment shipped 

_- before yod Day, merchant and naval ‘aes residual inven- 

| tories, etc. : | 





* * ote 
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' . WRTU RECOM ENDATIONS Leftist (ERGAS) labor leaders in 
é KEK LABOR - Greece announced last week their re- 
» iste fusal to participate in the provi- 
gional executive of the trade unions, which the court ap- 
pointed on June 9 in accordance with proposals submitted by 
the Center-Right Coalition of labor groups in Greece. (See 
page 7, May 5, 1947, and page 14, May 12, 1947 issues of 
Current Economic Developments ‘J 


On the same day that ERGAS leaders ssneumned Mate | re- 
fusal to participate in the executive and issued their state- 
ment protesting the government's failure to apply Braine- 
Tsalderis provisions regarding. arrested trade unionists and 
the hostile attitude of a majority of the members of the 
provisional executive toward WFTU, the ‘JFIU adopted a draft 
resolution pertaining to the Greek labor situation. The 
Graft resolution proposed that: 1) the Greek Government be 
asked to create conditions permitting the calling of a nationai 
congress composed of representatives: from democratically 
.- @leoeted trade union organizations to prepare a program for 
. future trade union action and to determine the question of 
affiliation with WFTU; 2) the Greek trade union organization 
be encoureged to achieve a measure of unity permitting: the 
calling of such a congress; 3) the Executive Bureau of WFTU 
watch cevelopments in Greece and consider approaching UN if 
the. election of an executive is: unduly delayed; 4) a protest 
be sent to the Greek Government regarding arrests of trade 
- unionists; and 5) WFTU General Secretary be authorized to 
assist in any wey possible in the. consolidation of the trade 
“undons . 


“Barlier the ‘eonter and right trade union elements formed 
a coalition to establish a bona fide trade unions movement 
and then met with ieft elements in an attempt to form a 
united organization. Some progress was made in the negotia- 
tion of basic principles and progrems for a united movement, 
but no agreement was reached on Communist proposals that af-: 


' PAl&etion with the WFTU is a prérequisite to the formation of 





a’ provisional executive and that the WFTU should be invited 

' ‘ta serve as arbiter. in the Greek situation. In the absence 
“6f agreement, leacers of the Right-Center Coalition proposed 
to the court. that it appoint an executive based on a 7-7-7 

. formula (right, ceriter and left) and submitted nominations 
‘for the center and ‘right positions. The left also submitted 
a ‘list of namés for the left seats indiceting that it desired 
that the door be kept open for its participation. Although 
it hed been reported that the Communists were under orders to 
enter any executive which might be formed, apparently to 
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fight from the inside, our representatives in Athens felt 
thet Communist labor lenzders would exclude themselves from 
the provisionel exccutive pending the outcome of WFTU meét- 
ings now being held in Praha. 


| The Director Generel of the ILO has informed the Greek 
Government that he will submit its request for an ILO inves- 
tigation of Greek labor legislation to the ILO Governing 
Body which meets this week. Our delegation to the ILO has 
been instructed to support Greece's request. 


YUGOSLAV-RUMEANIEN. Recent Yugoslev-Rumanian talks have re- 
PROTOCOL REPORTED sulted in the signing of a secret protocol 
| on a number of questions of mutual inter- 
est aimed at political, economic and cultural collaboration, 
navigation on the Danube and regulation of joint water rights. 
The pact is reported to contain specific agreements: 1) to 
conclude snortly a treaty of friendship, collaboration and 
mutual assistance; 2) to appoint a mixed commission to exan- 
ine the possibilities of achieving closer economic collabora- 
tion; 3) to prepare the text of a cultural accord to be 

signed in Bucharest in the near future; 4) to support the 
establishment of a common line of action to be followed at 
any future Danubian conference since the interests of the 

two countries are identical (prior to the adoption of defini- 
tive regulations by such an international group, the two 
countries will establish a provisional joint commission to 
study and to propose measures necessary to facilitate naviga- 
tion on that part of the Danube common to both states); and 

5) to eliminate 211 joint water right difficulties resulting 
from the legal status of rivers in the Carpathian-Danube 
basin-- with a draft proposal to be prepared for presentation 
to the Ukrainien Republic and Hungary for the creation of a 
quadripartite commission to insure unified regulation of the 
water rights. As a further step of collaboration between the 
two countries a Rumanian delegation is reported to have left 
for Belgrade to sign an air.transport agreement with Yugo- 
Slavia. The agreement purportedly will give Yugoslavia two 
routes through Rumania, one to the USSR and the other to 
Poland. In return, the Rumanians are asking for an air route 
through Yugoslavia to Italy. 
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PATTERN EMERGES ON UK As July 15 draws near, a pattern 
STBRLING AGREEMENTS emerges from the British settlements 
regarding sterling convertibility 
agreements with countries in accordance with the terms of 
the US-UK Financial Agreement. (See page 6, March 3, 1947 
issue of Current Economic Developments. ) , 











According to Embassy London, the UK no sini views: the. 
convertibility of sterling arising from current transactions 
as an increased drain on its resources, but is now of. the 
opinion that it will not be unduly expensive and will be 
worth the cost in restoring the pound sterling as an inter- 
national currency, 


and New Zealand, both of which hold sizeable accumulated 
balances, will take place prior to July 15. Inasmuch as the 
British feel that these two countries would not make any un- 
reasonable demands on the UK, it is possible that no agree- 
ment will be made in these negotiations with respect to the 
rate at which accumulated balances will be available for cur- 
rent payments, but rather that all balances will: be converti- 
ble. Although not as confident of Irish cooperation, the 
British consider that the only possibility is to make all 
Irish balances convertibie, because most of these balances 
are. held by individuals and because of the closé interconnec- 
tion of British-Irish banking. 


Policy with regard to sterling balances in the colonies 
will be determined by administrative directives from the 
British Government. Within the framework of these policies, 
all colonial sterling balances will be considered convertible. 


India, Epypt And Iraq Although little progress has been 
made in preliminary negotiations, the British will insist on 
definite agreements with these countries on the rate at. which 
the accumulated balances will become available for current 
payments. A UK Treasury official confirmed current British 
thinking that blocking was the last resort which would have 
to foll low if agreements were not reached. 


' KBastern European Countries Preliminary discussions have 
been held with certain'‘eastern European countries, but no 
great difficulties are contemplated by the British in con- 
cluding any necessary agreements prior to July 15. Detailed 
discussions have been held with Finland and, although the 
British have approached Turkey to discuss the status of its 
balance after July 15, the Turks have shown little interest. 


None 
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‘ None ef the Balkan countries has balances of any great consé- 
quence : and it is uncertain whether any formal arrangements 
will ‘be worked out with any of them before July 15. © 
Western European Countries Thus far formal revisions 
of payments agreements have been completed only with Portugal, 
Belgium, and the Netherlands, Agreement with Czechoslovakia 
is about to be signed and a supplementary agreement with 
Spain is reported ready and will be signed later. Agreements 
with Norway, Denmark, Sweden, Switzerland and France still 
“remain to be concluded. 


Brazil On June 7 a "partial agreement" was announced 

“by the Bank of Brazil providing that effective June 2 sterling 
obtained by Brazil from current commercial transactions shall 
be "freely convertible and available for payment of current 
transactions" in Argentina, Belgium, Brazil, Canada, Colombia, 
Ecuador, US, France, Holland, Italy, "Central American coun- 
tries," Portugal and Venezuela. 


US SUCGESTS MEXICO CONTROL IMPORTS We recently presented 
THROUGH TRaDs AGREE! ENT PROCEDURES our reply to the Mexican 

Government's request of 
April 23 for the modification, of the reciprocal trade agree- 
ment between the US and Mexico to permit the imposition of 
increased import duties on a number of products included in 
Schedule I of the agreement. (See page 7, May 12, 1947 issue 
of Current Economic Developments.) 











The note, which was concurred in by representatives of 
State, Commerce, Treasury, the Tariff Commission and the 
Trade Agreements Committee now in Geneve, states that the US 
would be unheppy to see any increase in barriers to trade at 
thig time, while negotiations are being conducted for the 
expansion of world trade through the lowering of tariffs and 
other barriers. In particular, the US cannot agree that 
Article X of the egreement can be utilized, as suggested by 
the Mexican Government, to permit the suggested duty increases, 
Recognizing the adverse trend in Mexican belance of payments, 
we suggest that, if the point has been reached where it is 
desirable to curtail some imports, including items in 
Schedule I of the trade agreement, as a temporary measure to 
alleviate the drain on exchange reserves, the Mexican Govern- 
ment will wish to give due notice thereof in writing as 


provided 
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- provided :for in the agreement: in-order that .there may be an 


Gpportunity. for consultation on. any preposed action (presum- 
ably the. imposition of quantitative restrictions). The US 
is prepared to designate representatives to discuss relief 
mee sures oqnaéstens wh bh, the, Lc aiccim 5 trade seroma. and to 


agrecment as. soon as possible... 4 


An earlier proposal thet. the draft, reply should state 


that. the .US would prefer the temporary imposition of quanti- 


tative restrictions to the raising of duties .was objected -to 
by Embassy Mexico City and by one of the interested US 
agencies. The Embassy believes that Mexican’ international 


‘and ultimetely ‘world tvade will be hermed more by experision 
‘of Mexico's import control system than by readjustment of. 
‘tariff schedules. However, it was agreed. in.an intenagenoy 

“© meeting, in which the Embassy's Econoric Counselor partict- 
pated, that the tomporary use of quantitative restrictions 


to meet an emergency financial situation was prefer@ble -to 
increased duties beceuse it is specifically permitted by the 
agrcement for the expressed purpose of protecting the ex- 
change velue of currency, and because such action, being 
within the framework of the trede agreement, would leave it 
unimpeired during the current ITO negotiations in Geneva and 


....woulG postpone consideration of a general revision of .the 
. agreement until the projected negotiations following. the | 


Geneva conference. Moreover, quantitative restrictions on 
balance of payments grounds are provided for in the draft 


ITQ Charter, ., Internal taxes, as the only other alternative, 
. were, strongly recommended by one of the interested egencies, 


but the generel consensus was that under the circumste ences 


they wease be more objectionable.: 


* * x ‘ 
PROCEDURE S PROPOSED FOR DISPOSITION ON’ The Special Commission 





ENEMY PROPERTY, IN _ANERICAN REPUBLICS on Enemy Property set 
up by the Inter-" 


_ American Economic and Social Council on January 10, 1946 has 
,agreed upon certain procedures governing the disposition of 


Germen assets located within the jurisdictions of cach of" 
the Americen republics. These procedures have bcen ‘submitted 


_. to each of the American republics by the Inter-American 
Esonomic. and Social Council for approval. or amepidment’ within 


30 days. The Commission agreement provides thet cath govern- 
ment concerned would satisfy on the basis of 2 percéntage to 


b 
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be agreed by the Council, reparation claims that each of the 
countries may establish against Germany from the assets lying 
within its jurisdiction. Any excess assets shall be incor- 
porated into a common fund for satisfying the claims of those 
republics whose essets ere inadequate to meet the claims. 

If there are any remaining funds in the pool after all legiti- 
mate claims have been met, these funds shall be applicd 
through IARA to relief and rehabilitation in the United 
Netions devastated by war. Agreement has also been reached 

by the Commission on certain standards for determining 
"German asscts" and for establishing the validity of repara- 
tion claims against Germany. In order to carry out the 

above proccdures it is recommended that the Council shall 
establish a body to receive statements on assets and claims 
and drew up a report showing excesses or deficits for each 

of the republics; establish the common fund and perform the ~- 
necessary cuties in connection with the operation of the func. 





COTTON GROUP REACHES UNDERSTANDING The cotton group which left 
ON PROCUREMENT COTTON FOR GERMANY for Germany in the middle 
of May to negotiate an 
agreement on cotton procurement for the bizonal area has suc- 
ceeded in reaching an understanding with US and UK authorities 
for financing US cotton imports. (See page 1, May 19, 1947 
issue of Current Economic Developments.) Although the agree- 
_ment nas not yet received final formal approval by the British, 
the Eximbank, nor the American Cotton Supply Corporation, it is 
anticipated that their approval will be forthcoming. The 
understanding differs from the original contract in that: 1) 
the importation of cotton will not be handled by the Bremen 
Association of Cotton Merchants as was originally contemplated 
but purchases of cotton will be made through individual German _~ 
cotton agents and/or merchants of individual German textile 
companies or, with the approval of the American Cotton Supply 
Corporation, by the Joint Export Import Agency or otherwise; 
and'2) the American Cotton Supply Corporation will not obtain 
a lien on raw cotton and/or cotton textiles but is secured pay- ; 
ment by the Joint Export Import Agency. This latter arrange- 
ment allows for greater flexibility and will permit the Joint 
Export Import Agency to sell textiles in any market it sees 
fit, including, under certain circumstances, sterling areas. The 
agreement, which will remain in effect until July 31, 1949, 
will not interfere with the CCC program presently in operation 
in Germany, and until CCC cotton is sold only relatively long- 
stapled cotton will be imported. It aiso provides that any earned 
surplus by the American Cotton Supply Corporation in excess of 
its paid capital plus five percent return compounded annually, 
shall be paid to the Joint Ex;ort Import Agency. 

™ « - 
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EUROPEAN COUNTRIES GOING AHEAD Reaction to the Secretary's 
WITH STUDY OF MARSHALT Aib PLAN “Harvard speech," emphasiz- 
ing our awareness of the 
precarious dollar situation in Europe today and our convic- 
tion that continued US aid could be forthcoming only if the 
European countries agree among themselves on their require- 
ments and on a program complementing US action, has snowballed 
tremendousiy this past week. Initial response reached a 
dramatic high point with Bevin's trip to Paris and the re- 
sulting invitation to Moscow to join in the discussions. 
Parallel developments have been a great increase in press 
commentary from all over the world--including cries of dollar 
diplomacy and US interference in national affairs; Vandenberg's 
suggestion for the establishment of a bipartisan group to 
study the implications of the "Marshall plan"; Hoover's sug- 
gestion that the effect of foreign aid on the domestic economy 
be carefully studied; World Bank plans for a loan to the 
Ruhr; and UN interest and anxiety that UN not be by-passed 
as expressed both by Secretary General Lie and Executive 
Secretary Myrdal of ECE. Discussions now appear to be cen- 
tering around two principal approaches to the problem of 
European aid: the commodity approach with primary emphasis 
on food and coal with steel, transport and building materials 
taking a secondary position and the problem of intra-European 
clearing to get around the present difficulties whereby most 
European countries are unable to finance purchases from each 
other. “ith this latter approach there is some favorable 
opinion for a European customs union. While it is not yet 
possible to judge what effect Soviet acceptance of the invita- 
tion involves, strong positions have been taken by both Bevin 
and Bidault to the effect that they will not tolerate undue 
delay in drawing up a program. As far as this government's 
responsibilities are concerned the appointment of a bipartisan’ 
board may help allay fear that we are not capable of carrying 
out our commitments. as has been suggested by certain countries 
now at the ITO meeting in Geneva. Although the objectives of 
a the ITO program are of a more long term nature than the emer- 
~ ay gency program now under study for Europe, it is feared that 
Si fp failure of the Geneva conference would have most adverse ef- 
, fects on any program for European aid, 


Anglo-French Negotiations Both Bevin and Bidault have 


‘- been anxious to assume European leadership in the working out 

‘of an overall aid program. Prior t6 discussions between the 
tyro Foreign Ministers, the French Ambassador Bonnet conferred 
vwith Se¢retary Marshall and outlined the preliminary views of 
‘ his’ government. The French thinking, which was not greatly 
mods }ied : the Bevin-Bidault conversations, called for the 
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- epeation of a number of ad hoc committees to study means. of 
inereasing production in essential industries. These commit- 
tees, with US representation, would be charged with comparing 
governmental programs for the next year in all the key indus- 
tries. A balance sheet would be prepared of the means which 
-each producing European. country has to execute such programs, 
evaluating the contribution eaeh country could make to the 
other countries and the complementary contribution which must 
be had from the American continent. The ad hoc committees 
would be empowered to take action ained at the greatest 
utilization of European resourres. In addition, all European 
resources would be tabulated amd transmitted to the various 
distributing organizations suoh as ECO, with the expressed 
hope that the utilization of all European resources for the 
benefit of the whole of Europe would reduce the need for US 
imports and enable the limited US dollars available to be 
used for the importation of products which canrot be obtained 
elsewhere in the world. . 


Bidault also instructed the French Ambassador in Moscow 
to inform the Soviet Government concerning the approaching 
Anglo-French discussions and to state that he would be "dis- 
posed" to enter into conversations at Moscow on the same 
subject. 


Bevin came to Paris accompanied by his top economic ad- 
visers. The two-day discussions ended in the announcement 
that Molotov had been invited to participate in similar con- 
versations during the week of June 23.. The aide memoire 
-presented to the Soviet Chargé in Paris expressed the view 
that the initiative for the drawing up of a comprehensive 
program for European reconstruction should be undertaken by 
the three principal European powers. Both Bevin and Bidault 
felt it was necessary to call a tripartite meeting before the 
next scheduled meeting of the ECE early in July so that the 
initiative could be retained in their hands. Anglo-French 
agreement: was also reached on the formation. of ad hoc cém-* 
mittees on coal, food, steel, and transport. These committees 
“would be drawn together under a steering committee, the 
chairman of which might well be the chairman of the ECE. It 
was further agreed that once Molotov had been drawn into the 
discussions it might be desirable to invite Belgium and the 


-.. Netherlands and later Czechoslovakia and Yugoslavia to par- 


‘ticipate. Although agreement had been reached to withhold 


all publicity .except for the invitation to the Soviets, the 


French. Ministry for Information mistakenly informed the press 
-of the other aspects of tha discussion which was immediately 
. denied by the Foreign Office as *t was thought unwise to 


convey 
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convey the impression to the ‘oviets that tentative agreement 
had been reached on any phase until after a Soviet reply was 
received. A tentative agenda for US aid was also drafted and 
in order of importance lists raw materials, foodstuffs and 
animal feeds; equipment and means of production; and finan- 
cial credits. A firm verbal commitment was given the British 
by the French that even if the Soviets refuse to join with 
the western powers, the French would go ahead. 


US Follow-Up In the meantime, the Department cabled 
our Embassies in The Hague, Rome, Brussels, Paris and London 
for their opinions as to the economic situation of their re- 
spective countries and the measures needed to remedy it, the 
possibility of any urgent request for assistance, the possi- 
bility of better exchanges with other areas of western and 
central Europe or other countries, and the extent to which 
these countries might contribute to general European rehabili- 
tation. In order to support an integrated program, we also 
asked for information on the gsneral state of mind of re- 
sponsible governmental leaders with respect to a possible 
program for European rehabilitation, the degree to which they 
are inhibited by Soviet or communist pressure and the pros- 
pects for their initiative or cooperation. It is anticipated 
that Mr. Clayton will discuss the Marshall program briefly 
with both British and French officials on his return trip to 
the ITO meeting in Geneva. 


The importance of Germany in any such program is appre- 
ciated and Clay and Murphy have also been asked to report on 
the contributions which the western zones of Germany could 
make to a European program, the help which other European 
countries could send to Germany and the steps which must be 
taken in order to permit the German economy to make the 
greatest contribution to European recovery. 


“* Response In response to our inquiry, our Chargé 
in.Beussels has forwarded a preliminary report on the present 
Belgian economic situation, the need for outside assistance 
and .probable attitude towards an integrated program for 
Europe. The internal economic situation in Belgium is re- 
markably good and the rehabilitation and modernization of 
industry can for the large part be undertaken by private 
financing. In fact, Belgian financial and industrial circles 
support an internal reconstruction program with as little 
governmental interference as possible. Most of Belgium's 
prewar trade was with contiguous countries and therefore her 
outstanding problem is a shortage of foreign exchange and 
the restrictive trade practices now in vogue in many western 
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European coéUntries. -In a smell way Belgium could assist in 
' general European rehabilitation, principally as a supplier 
of goods. to Germany: and as a market for German goods. Some 
fear has been expressed by public officials and private 
individuals over Soviet participation which they do not feel 
will be sincere, The Belgian Prime Minister Spaak feels 
that while the door should be left open for Soviet coopera- . 
tion plans should be formulated without them if necessary. 
He also expressed a preference for tackling the problem 
through specific issues rather than en overall conference. 
Drastic reductions in Americen tariffs and greatly increased 
US imports are felt by the Belgians to be the only means by 
which the European doller shortage could be whipped. To 
take care of the present inability of European countries to 
purchase from each other the esteblishment of inter-Europeen 
Clearing system has been suggested as one of the first steps 
in. promoting economic recovery. 


Dutch Resvonse The Dutch Foreign Office has appointed 

a special group to prepare an agenda for a general inter- 

netionel meeting of the European powers. Reports currently 
available to us reveal that the Dutch, more than any of the 
other ‘western powers, would like to see implementation of 
the Marsnall plan handled by the ECE and are contemplating 
making a recommendation et the July session of ECE which 
would have ECE undertake this tesk on a preliminary and tenta- 
tive basis. The economic situation in the Netherlands is 
gencraily good, however, the rate of progress of recovery is 
bound to slow down due:-to the loss of the East Indies and 
the lack of European trade, especially with Germeny. The 
Netherlands dollar requirements for the coming year just for 
interest and repayment on principal of loans is rather high 
although the Finance Minister has expressed confidence in 
their ability to meet these obligetions. Ability of the 
country to revitalize itself is dependent toa great extent 
on the opening up of German trade, and the reestablishment 
of shipping routes into Germany. Another important block to 
resumption of "normal" commercial practices is the fear of 
government leaders, including those of the Labor Party, 
Catholic Party and Calvinist group of the inevitability of a 
clash between the east and.west. This fixation has produced 
a defeatist attitude towards the future of Europe. 





Support for the program has also come from Sweden, 
Norway, Greece, and Italy.. 


While 
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While US action is entirely dependent on the receipt of 
an integrated European program, the Department is going. ahead 
with study of the problem, As far as the implementing body 
particularly the UK and France, take the initiative. While 
we would consider using the ECE if there is any real hope 
that all European countries would cooperate, this depends 
almost entirely on the sincerity of Soviet cooperation. How- 
ever, if it is determined that ECE will have a leading role, 
we will insist that Italy and Austria, non-members, partici- 
pate fully. 


BIZONAL LEVEL OF INDUSTRY Pursuant to the agreement reached 
RECOMMENDED AT 1936 LEVEL by the Secretary and Bevin at 

| Moscow regarding a revision of 
the level of industry program and the resumption of repara- 
tion deliveries, a US-UK working party in Germany has recom- 
mended to Generals Cley and Robertson that a level of indus- 
try approximating the 1936 level would be required in the 
bizonal-~arca of Germany in order to make it self-sustaining. 
(See page 1, Mey 5, 1947 issue of Current Economie Develop- 
ments.) The new level of industry plan envisages food, , seed 
and fertilizer imports amounting to $1-1.25 billion a 
year and industrial imports at least another billion dollars. 
Exports from the bizonal. area in 1936 were estimated to 
represent about $1.75 billion; therefore the bizonal area 
would néed to export 20 to 30 percent more than in 1936. 
The workirig party estimates that although the proposed level 
of industry is 93 percent of 1936 production the population 
of the area is almost 20 percent greater than in 1936 and 
may be expected to increase further, and, therefore, that 
per capita production provided by the proposed level would 
be only about 75 percent of 1936 levels. 


US-UK Disagreement Chief US-UK disagreement regarding 
the level of industry has been with respect to the level of 
steel to be retained. While preliminary agreement was reached 
in the working party that 13.2 million tons of rated capacity 
would be retained to produce in the bizornal area 11.2 million 
tons of stecl (the US member also recommended the retention 
of an additional million tons for export) General Robertson 
suggested reducing steel capacity by one million tons. He 
also introduced changes in the level of heavy machinery 
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capacity causing a reduction in production from RM’ 543 mil- 
lion to RM 376 million--compared to 1936 production of 

RM 619 million; of dyestuffs from RM 173 million to RM 115 
million; of machine tools from RM 191 million to RM 152 mil- 
lion; as well as production limitations on watches and 
clocks. Clay notes that since the British changes from the 
working party agreements reflect commercial interests they 
may be no more than a gesture on the pert of the government. 
He does not feel the machine tool differences are serious 
providing the other issues are agreed. While he feels that 
a somewhat higher figure than the British now propose for 
steel is probably needed he is willing to concede the stcel 
figure but not the dyestuffs and heavy machinery which give 
@ proportionately large revenue. Any decision on aluminum 
level was held up by differences between Clay and Robertson 
regarding the quadripartite agreement on prohibition of 
aluminum production. 


In commenting on the US-UK negotiations in Berlin, we 


‘have pointed out our agrecment to the new level of industry 


plan is subject to the general reservation, on which we can- 
not comment technically from here, that the new level of 
industry plan will produce substantial reparation deliveries 
from the bizonal area for IARA countries. In this connection 
we have asked for estimates of the number and residual valuc 
of the plants in cach industry which are expected to be | 
available. We have also urged that every effort be made to 
expedite the remaining disagreements so that a public an-— 
nouncement can be made. More specifically, we have pointed 
out that the steel industry in Germany is particularly in- 
portant as a source of supply to European countries of goods 
not otherwise obtainable in international trade and that 


, every effort should be made to obtain British approval to 


production of 11.2 million tons for the bizonal area with an 
export of one million tons in crude or semi-finished form. 
We agree with Clay's comments on dyestuffs, heavy machinery 
and precision instruments. | 


With respect to Clay's suggestion that reparation de- 


“liveries to the USSR be held up until economic unification 
... becomes a‘fact, we have pointed out that the agreement 
‘peached between the Secretary and Bevin that deliveries 
4. ' $hall be made to the USSR as well as the IARA countries 

still: remains US policy. 


‘ Q* gone ; - ma x x 


. 
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DEPARTMENT SUGGESTIONS ON PROPCSALS FOR At the request of 
CHARTER OF US VESSELS TO OCCUPIED AREAS the Bureau of the 

Budget, the Depart- 

ment has submitted comments on War Department draft legisla- 
tion: to implement Mr. Hoower's recommendetions for the char- 
teref Liberty vessels to Germany and Japan. (See page 10, 
March 10, 1947 issue of parrent Economic Developments.) The 
proposed legislation would: d4llow for the charter of surplus 
Liberty ships to Germany and Japan for tne transport of sup- 
plies and would provide for the loan of vessels for German 
fishing operations. While the Department supports the pro- 
posed legislation’ in principle as a measure to reduce occupa- 
tion costs it believes that it should be broadened in applica- 
tion to all countries receiving financial assistance from the 
US for relief and rehabilitation purposes, and that the pro- 
posal should be presented as a modification of existing legis- 
lation governing the disposal of merchant vessels, which does 
not provide for charter of war-built vessels to non-citizens. 








We heave suggested that great savings would be realized 
through the extension to friendly nations receiving financial 
assistance from this government of the facilities this legis- 
lation proposes for Germany and Japan. Substantial* savings 
in dollar resources now used in payment of ocean freight: 
could be effected by the transport of emergency fuel ands 
grain shipments in vessels operated by reeipient’ nations" 
under charter arrangement. Under present arrangements a: sub- 
stantial portion of relief shipments are carried in US — 
Government-owned vessels under temporary charter to private 
operators under US registry, and in the case of coal ship- 
ments ocean freight costs average 60 percent or more of the 
delivered cost. ? 


We have also indicated our grave concern over the ele- 
ment of discrimination against Allied maritime nations which 
is inherent in the bill as drafted. From the foreign rela- 
tions standpoint it would be difficult to justify the proposed 
manning and operation of US Government-owned merchant vessels 
by Germans-and Japenese while we coneurrently refuse to extend 
similar facilities to nations which fought with us ageinst 
Germany and Japan. This discrimination would be the more 
poim&ed in view of the fact that, in accordance with the statu- 
tory policy governing disposal of war-built vessels, allied 
governments are now being required to purchase or return the 
merchant vessels madé available to them under Lend-Lease au- 
thority. After our insistence upon the termination of similar 
charter arrangements with the UK made under Lend-Lease author- 
ity (see page 9, February 10, 1947: issue of Current Economic ~ 
Developments) the proposed measure would be difficult for us 
to explain and more difficult for others to understand. — 





The Department supports the provisions making fishing 
vessels available to German operation and perceives no objec- 


tion to their implementation. ‘ar 
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PHILIPPINE-AMERICAN FINANCIAL COMMISSION The Philippine- 
OUTLINES ECONOMIC REHABILITATION PROGRAM American Financial 
Commission ap- 
pointed to study Philippine fiscal and budgetary problems in 
Manila and to make recommendations submitted a report of its 
findings last week. After several months of "on the spot" 
study, the joint Commission has prepared a unanimous report 
to both the US and the Philippine Governments. (See page 5, 
- May 5, 1947 issue of Current Economic Developments.) In sun- 
mary, the Commission's report proposes: 1) fiscal reforms 
cesigned: to reduce the budget deficit to manageable propor- 
tions in fiscal year 1948 and to eliminate it in fiscal year 
1949; 2) a domestic borrowing program to cover the deficit 
in fiscal year 1948 and to provide capital funds thereafter; 
3) a strengthening and expanding of banking and credit 
facilities to assist both privete and public financing; 4) 
the establishment of a central bank and a managed monetary 
system; 5) a program of conservation of foreign exchange for 
economic development; arid 6) a five-year program of recon- 
struction and development. The report concludes that if the 
above measures are successful "the Philippine economy should 
be able to finance itself through a period of construction 
and expansion such as it has never before experienced. If 
these measures fail, this unprecedented opportunity will have 
been lost. a : : 








Fiscal Reform: Measures proposed to lead the Philippines 
out of its present budgetary difficulties include the reor- 
ganization and strergthening of the machinery of tax collec- 
tion; increased rates of existing taxes; new taxes; and the 

“development of a aeeet market for Philippine Government 
securities. 


Domestic Borrowing Recognizing that the entire debt of 
the’ national ‘governmént is relatively small and that money 
incomes in the Islands today are higher than ever before, 
the Commission: recommends as a primary objective the develop- 

‘ment ofa eceee Geewes for securities by the Philippine 
Government. te 


. Bank qd Credit Facilities Recognizing one’ of 
the most important unfilled seeult needs to beloans for agri- 


cultural and industrial development and housing, the Commis- 
sion proposes that tthe capacity of the Philippine Rehabilita- 
tion Finance Corporation to: make industrial loans be increased 
by proceeds from the sale.of government securities and possi- 
bly by means of loans for specific projects from the Eximbank 
and: the . paeeanrenticn in Bank. ‘it is  Peegpees, that housing 


loans 
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loans be met by promoting. a more liberal small mortgage loan 
policy for commercial banks and strengthening provincial 
banking facilities. Regarding the need for small agricul- 
tural loans, tne Commission recommends that the government 
experiment with a loan program for farmers along the patterns 
of the US Farm Sccurity Administration. 


The Commission proposes that if despite tax reforms and 
Comestic borrowing a budgetary deficit stiil develops in the 
fiscal year 1948 such a deficit should be financed through 
the issuance of treasury certificates, guaranteed as to con- 
vertibility by the US Exchange Stabilization Fund, and 
limited initially to 50 million pesos. © 


Menaged Monctary System Although the Commission has 
not considered either the Grafti ng of the necessary legisia- 
tion or the exact definition of the functions and powers of 
the bank, it proposes the establishment of a central benk in 
1948 as a means of implementing a managed monetary system. 
Laying down certain broad central banking principles as to 
functions, ownership, membersnip, issuing of currency, re- 
serves requirements, powers to control credit, etc., the Com- 
mission recommends the immediate appointment by the Philip- 
pine Government of a Central Bank Council to prepare for the 
establishment of the bank, 


Conservation Of Foreign Exchange Direct control of in- 
ports is considered by the Commission to be important to 
prevent the dissipation on non-essential consumer goods of 
the present large flow of dolier receipts. It, therefore, 
recommends a. flexible pilot program of import controls and 
licensing limited initially to a fow commodities such as 
fancy toilet articles, fresh fruits and vegetables and canned 
fruits and juices. 





No. control is-recommended over foreign exchange tiane- 
actions inasmuch as it- is believed that the Philippines will 
experience a net inflow of capital over the next few years 
and that conditions in the Islands will not give rise toa 
flight of capital. 


Economic Reconstruction .And Development a five-year 
program of reconstruction and development is cnvisaged with 
maximum estimates by the Commission of capital requirements 
at 2.1 billion pesos of which 1.4 billion pesos would be 
needed’ to finence imported equipment and supplies. In general, 
the program would raise domestic production of all goods now 
imported for which the principal raw materials are now ur 
could be made available locally, and would sustain and expand: pro- 
duction of Philippine export commodities. 

~ “ * 
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UN TANDING RE‘CHED ON The Governments of the US and 
SHBDISE eRe T CONTROLS — Sweden, foliowing conversations 

: in Yashington, have reeched an 
safowetentine in connection with problems erising out cf the 
imposition of quantitative import restrictions by the Swedish 
Government on aren 15, 1947. (See page 6, March 17, 1947; 
page 6, Merch 31, 1947: and page 6, April 7, 1947 issucs of 
Current aconomic Devclopments. ) Agreement has been reeched 
on the brceacer aspects of the probiem es well as on the 
treatment to be accorded goods en route or on order at the 
t.me of the imposition of the restrictions. ‘iith resvect to 
goods en route or on order, the Government of Sweden announced 
eariy in Mey that it "ould granc licenses for tne import of 
all commodities vhichn were plsced ander import restrictions 
on March 15, provided that it 1s established tnat the con- 
tract had been cntcred into before tnet date and delivery 
Will be effected before October 1. 











Under tne tcrms of the present exchange of memoranda, 
Sweden, unmicss otherwise egreed, as of July 1, 1947 under- 
takes to administer the import controls so as to grant 
iicenses to commodicics Listed in Schedule I of the Ccmmercial 
Agreoment between the US and Sweden of 1935, and aot on the 
unresti Paoved list, to an amount fcr the period from January l, 
1947 to June 20, 1948, equivalcnt to not less than 150 percent 
of the volume of like imports from the US during 19465. The 
ae pes a of other restricted commodities liccnsed for im-- 
port witli be determined in the discrction of Sweden. Licenses 
will ~y issued witnout regerd to tr.c country of origin, 
thereby assuring a degree of competition between alternate 
sources of supply. Under certein circumstances, however, 
where the overeil volume of Sweden's imports would otherwise 
de restricted without improving its muitileteral payments 
possibilities, the Swedish Government may take into considera- 
tion the special pevments situation whith may exist with par- 
ticuiar countries of origin in provicing for supplementary 
imports. Sweden agrces not to exclude entirely any commodity 
or cless of ccomrodities previcusly imoorted from the US, and 
undertakes not to remove commodities from the unrestricted 
list without vroviding equitable trensitional arrangements. 


In addition, Sweden affirms that it supports the princi- 
ple of unrestricted, multilaterel trede on the basis of free 
competition, and that it desires tnat the quantitative re- 
strictions upon imports be of as short duration as possible. 
Sweden also brings to our notice the Government Billi of 
May 20, 1947, in which Sweden indicated its desire, due con- 
sideration being given to existing trade agreements, to see 
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am‘expansion of the volume and a development of the direc- 
tiomof Swedish exports to redress Sweden's international 
bala&Mee of payments at the earliest possible date. Sweden 
has not at present any undertaking, and does not propose to 
enter into uncertakings, providing for the delivery of spe- 
cific commodities to specific countries unless such a policy 
should form part of a fair allocation among all importing 
countrics of essential commodities in short supply. 


The US on its part, realizing that the Swedish import 
restrictions were necessitated by the serious reduction in 
Sweden's reserves of gold and foreign exchange, agrees not 
to invoke the provisions of Articles II and VII of the Com- 
mercial Agreement between the two countries for a period of 
12 months. Both governments recognize that the Commercial 
Agreement remains in full foree and effect, save as temporarily 
modified in its operation under the existing circumstances, 
and agree to review the situation before the expiration of 
this understanding on June 30, 1948. 


During the discussions, the Swedish representatives 
maint-ined that forecasts of the development of balance of 
payments can be made only with a wide margin of uncertainty 
and made the reservetion that if Sweden finds that, due to 
serious deterioration of its forcign oxchenge position, the 
agreed principles are not operating satisfectorily, it will 
get in touch with the US. 


* * * 
US SYNTHETIC RUBBER PROGRAM The question of possible US 





MAY CONFLICT «ITH ITO CHARTER support of the synthetic rub- 
=o. ber industry through a mixing 
requirement or end-product specification has arisen in con- 
neétion with a possible conflict with the ITO Charter and 
may takso be raised at the forthcoming meeting of the Rubber 
Stddy- Group in July. | 


Proposed Synthetic Program Both Congress and the 
executive departments have concluded that the US must con- 
tiriue to produce and use whatever quantity of synthetic rub- 
ber is required in the interest of national security. The 
former Inter-Agency Policy Committee on Rubber, which has 
been superseded by the rubber committee of the Army-Navy 
Munitions Board (ANMB) tentatively established the following 
ratios as the necessary goal for the entire rubber industry: 





not 
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not less than 33-1/2 percent of total consumption of rubber 
shall be GR-S (the general-purpose synthctic rubber used 
principally in tires); and not less than 5 percent of total 
new rubber consumption shall be butyl (a special-purpose syn- 
thetic rubber used principally in tubes and other products 
where impermeability to gases is of primary importance). 

This amount of synthetic would probably not be consumed if 

it had to compete with natural rubber in a free market, since 
naturel rubber is already cheaper than synthetic. Moreover, 
there is considerable consumer resistence to products con- 
taining synthetic. In line with the former Intcr-Agency 
Policy Committee's recommendation for a subsidy and/or a 
mixing requirement to protect synthetic, the rubber committee 
of the ANMB has undertaken studies of both possibilities. 

No fully acceptable plan for a subsidy has been devised, and 
industry and most departments support end-product specifica- 
tion as the best way to protect synthetic rubber. Therefore, 
the rubber committee of the ANMB is drafting a rubber bill, 
to be sent to Congress soon, providing for end-product 
specification. Although there is no intention of attempting 
to secure passage this session, the bill is expected to pro- 
vide a basis for hearings during recess. The Department has 
agreed to product specifications provided the term of the 
rubber legislation does not exceed two years. In the intcrim 
it is hoped that another method of protection can be devised. 


ITO Charter Conflict In an attempt to reconcile the 
ITO Charter and contemplated US action in establishing product 
specification, the Executive Committee on Economic Foreign 
Policy (ECEFP) suggested several revisions of Charter provi- 
sions which were rejected by the US delegation to the ITO 
Conference. The delegation felt that more strenuous efforts 
would be made to devise satisfactory subsidy techniques if 
the Charter were not altered to permit such a mixing require- 
ment. Article 15 of the Charter (National Treatment on 
Internal Taxation and Reguletion) provides, among other 
things, that products of any member country shall be accorded 
treatment no less favorable than that accorded like products 
of national origin in respect of various regulations affect- 
ing their mixing, processing, exhibition or other use. It 
prohibits the application of internal requirements restrict- 
ing the amount or proportion of an imported product permitted 
to be mixed, processed, exhibited or used.. Whether the mix- 
ing requirement will finally be prohibited by the Charter is 
still in doubt since a number of countries are opposed to the 
prohibition. : 


Rubber 
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Rubber Study Group UK officials have indicated that, 
at the Rubber Study Group meeting which is to be held from 
July 1-10 in Paris, thcy may raise the cuestion of whether 
or not the group should consider the desirability anc possi- 
bility of framing an inter-governmental commodity agreement 
for rubber now. Since there is some opposition to raising 
this question on the grounds that regulation would be impossi- 
Dle because of the lack of means of control in the NEI and 
Indochina, it is felt that the UK and Colonial delegations 
will probkabiy press for cancellation or reduction of restric- 
tions on natural rubber consumption in the US instead, 





tn addition to France, the Netherlands, the US and the 
UK, which participated in previous sessions of the study 
group, 5¢ other covntrices have becn invited to join the 
group. Membership has been accepted by Australia, Belgiun, 
Canada, Czechoslovakia, Denmark, Hungary, Itely, Norway and 
Poland, but the following countries with important rubber 
interests have not yet replicd: Argentina, Bolivia, Brazil, 
Mexico, New Zcaland and South Africa. Switzerland, Sweden, 
Finland have cxpresscd their desire to send observers. 
Venezuela is prepared in principle to become a member but 
desires to learn bcforehand what obligations and costs will 
be. Notices of non-acceptance have been received from 
Grcece, Bire, Iraq, Iran, Haiti, Dominican Republic, Panama, 
Costa Rica, Nicaragua, Uruguey, Paraguay, South Slavia, 
Turkey, Afghanistan, China, Ethiopia, and Iceland. 
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FRANCE FACES ECONOWIC-:CRISIS; . The events of the past 

TER RT JDiTIONS several weeks have focused 

world attention on Paris: 

not only because of the nee ting of Bidault, Bevin and Molotov 
but also because of the cruc‘tal stste of French internal © 
policy. The present French Government will be faced with a 
teat of strength within the next few davs and while many 
observers are confident that the Ramadier Government will 
maintain itself in power, it is faced with serious internal 
differences as well as attacks by the Communists. 








Since the first of May, the government has had to deal 
with a number of ma‘or crises resulting from working class 
unrest. The coal strike which was called during the past 
few days has been orenlyv supported by the Communists as a 
protest over nonparticipation in the government as well as 
for specific wace increases. The chief difficulty facing 
the government, hovever, is the danger that working class 
discontent over mounting food difficulties and price in- 
creases (prices went up 5.0S vercent during May) may reach 
uncontrollable vrorortions. Flour supplies in some areas 
are down to a non-workable level and food riots have occurred 
in many sections. 


Within the covernment a major conflict in economic 
policy has developed betweén the Socislists and the 
Rassemblement des Gauches (RGR), the former holding out for 
a controlled economy as the only solution to French economic 
ills and the latter protesting the imposition of rigid eco- 
nomic control. The RGR was practically coerced into taking 
a strong position on this question when the Communists 
espoused the cause of a free economy and assumed the mantle 
of the. savior of economic liberalism in order to woo bour- 
geois support away from the ROR- Communist ‘leaders are | 
hopeful that the Ramadier Covernment wil! break up on the 
issue of “directed economy," feeling that the RGR cannot 
continue to go aicng with tre Socisiists on this point and 
a new government will nave to be formed: with Communist par- 
ticipation. 


Schuman Finencial Prorram A showdown is expected on 
July 5 when the Assombly wil “be asked to gzive Ramadier a 
vote of conridence with specific reference to the financial 
reforms proposed by Finance Minister Schuman. Briefly, the 








plan -. 
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plan proposed by Schuman calls for: 1) the authorization 
for transfer of $250-million in goid from the Bank of France 
to the.exchange stadilization fund in order to meet France's 
international deficit; 2) the authorization to raise the 
ceiling on advances to the State by the Bank of France, with 
a current need for a new advance of 50 billion francs; 3) an 
increase in taxes; 4) appropriation cuts, particularly in 
the military budget; 5) the elimination of subsidies on 
wheat, milk, fertilizers and farm machinery, leaving subsidies 
only on coal and steel; and 6) price increases on tobacco, 
liquor, transport fares, and postal,telegraph and telephone 
rates, The government holds that this program is the only 
way out of the overall deficit position in which the govern- 
ment finds itself; a deficit which has been aggravated by 
the addition of 22 billion francs to 1947 expenditures 
through wage concessions to workers in nationalized indus- 
tries. This rigorous program was approved unanimously by 
the Council of Ministers and by a narrow margin by the 
Socialist National Council. The Finance Committee of the | 
Assembly on initial consideration defeated the bill through 
a.combination of its communist opponents with the forces of 
the extreme right to make the first time that these two 
groups heve joined to override the Cabinet. However, on 
reconsideration they voted approval of the measure. The 
government's plan cells for a saving of 25 billion francs by 
the elimination of some items in approvristions and 40 bil- 
lion by cutting out the subsidies. An increase of 40 billion 
francs in revenue would be achieved by'a 75 percent increase 
in the price of tobacco, liquor and public utility rates and 
a further 30 billion would be earned from new taxes. 





Altnough the measure has not yet been approved, a.con- 
vention has been signed between the Bank of France and the 
State for an increase in the cciling of advances of 50 bil- 
lion francs. This too must await Parliamentary *oproval. 
Additionel conventions may be executed to a maximum of an 
eadditional 50 billion francs advance when further needs arise. 
In line with the Schumen proposel, the Bank of France adopted 
a resolution to forward a special communication to the French 
Cabinet steting that although the Bank recognizes the neces- 
sity at this time to cede additional gold to France's stabiliza- 
tion fund and to agree to legislation raising the ceiling on 
advances by the Bank to the Treasury, these recurring demands 
on gold and on advances cannot continue and a firm government 
policy directed towards French financ‘.al recovery is a neces- 


sity. 


Embassy 
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Embassy Comments On. French Economic. Sittiation : pihensniien 
. Cafferyy..in answer to. the Secretary's “Teaue st. “for. a: report on 
- the. economic outlook in. France, hes reported that the. Blum 
 ~progrem for wage and price stabilization is now a dead: issue 
-. and that only a real'and. speedy improvement in standard of 
' living ‘will decrease Communist infiuence among the working 
= Classes. He-urges. very ‘strongly, therefore, that: the highest 
> priority of any future cooperative program be given to the 
recovery of agricultural production in France; and that dur- 
ing the interim period maximum efforts.be made’ to obtain fur- 
ther cereal: shipments for France. Caffery feels strongly 
that political and lebor unrest will continue until the vol- 
ume of available consumer goods materielly increases since 
. the present temper of the people will not stand for an. 
austerity program. 7 





; **. Improvement of industrial production, which is now ‘up to 
90-95: pereont of prevar,is dependént on an increase in.coal 
avajlabilities--particularly from the Ruhr, and a wheat pro- 
-:gram designed to provide a ration of 300 grams during the 

winter months‘and 250 grams during.the summer months. :- Pros- 
pects for attaining these requirements are dubious, Domestic 
coal production has probably. reached its peak. Agricultural 
production is still below prewar levels and it is estimated 

. that to maintain even a 250 gram ration, imports of approxi- 
mately two. million metric tons of bread grains will D needed. 


' French financial circles sto te that monetary reserves = 
are now at the lowest. level consistent with safety with old 
‘reserves at $450 million. At the beginning of the year, gdld:to- 
gether with sterling end other usable currencies amounted ‘to 
only $900 million en@ this smount h2s been greatly reduced: — 
Curing the last six months. .The French balance of payments. 
picture is not too encouraging with a deficit, even though 
small, in trade with the stcrling area. However it is hoped 
that this can be financed through 1947-48 by the use of 
sterling balances plus the liguidation of some French pri- 
vately owned sterling securities. The most serious deficit 
results from trade with the Western Hemisphere, France having 
a minus sign of $1.5 billion with this area, four-fifths of 
whichis a result of heevy imports from the US. Credits ex- 
tended Brazil, Argentina and:Canada are exhausted or al- 
most so and it is unlikely that..they will be extended. 
Canada has already stated. Chat she will be unable to extend 


a further credit. 


. The high Prono: price bevel is one factor causing the 
contraction of trade with the Western Hemisphere where price 
is a more important consideration at the moment than in 
neighboring European countries. There is nothing in the 
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* current or. prospective situation to indicate that the price 
problem will be resolved through internal measures. It is 
considered quite possible that either through unilateral or 
monetery fund initiative an adjustment may take place in the 
dollar value of the france. However, Caffery feels that in 
the absence of a change in exchange rate policy, France's 

- prospective 1948 uncovered deficit with the Western Hemisphere 
would be around one billion dollars of which 75-80 percent 
-would be with the US. 3 


Caffery's Suggestions Accepting the French thesis that 
minimum gold reserves of €450 million must be maintained and 
that imports from the Western Hemisphere are necessary to 
modernize and revitalize industrial production, Caffery esti- 
mates outside assistance requirements for 19A8 at $1.5 bil- 
lion less a possible $300 million from unexpended credits. 
‘To. reduce the 1948 trade deficit the following possibilities 
are suggested: réduction of dollar freight charges through 
greater use of the French merchant marine; expansion, rather 
than the present trend towards contraction, of exports-to the 
- Western Hemisphere; and an expansion of tourist trade from 
this side of the Atlantic. One encouraging factor is. the 
growth.of trade between France and her neighbors. but this - 
cannot be expected to improve until industrial and. agricul- 
-tural output are increased throughout Europe. Caffery points 
out that agricultural rehabilitation would be furthered by 
imports of German farm machinery and nitrogenous fertilizers, 
as well as pyrites from Spain and Italy for the production 
of sulphuric acid needed for treatment of phosphate rock. 
~ He alsa suggests that trade would be facilitated if payment 
' agreements were placed on a multilateral rather than a bi- 
lateral clearing basis; and that the shortage of manpower 
‘must also be taken into consideration in any program ained 
et European reconstruction, France in particular suffers 
from an acute manpower shortage. | ‘eo 


* * * 


_ TANGIBLE EVIDENCE US AID ° US decision to pay occupation 
ENCOURAGES AUSTRIENG - @osts beginning on July 1 has cap- 
ve : : tured the imaginatior of the ' 

Austrian public and enhanced American prestige. .According to 
Legation Vienna this step togéther with the signing of the 
relief agreement and arrangements for continuing the 1550 
calorie ration scale until harvest has strengthened public 
‘ morale and is regarded as the fulfillment of our liberated 
area declaration. ae a | oo re 


Coal 
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Coal Negotiations Mcenwhile, the Austrian coal mission 
after: several weeks of Yashington negotiations left for 
Vienna last week, having reached an understanding with the 
Department regarding our willingness to meet Austrian coal . 
requests for the third quarter and partially for the fourth 
quarter of this year. Austrian officials, USFA and Legation 
Vienna have egreed in characterizing adequate coal supplies 
as the most important requirement to Austrian economic recon- 
struction. If the Austrians wish to allocate the following 
proportion of their relief appropriation for coal procurement, 
the understanding is that coal requirements will be financed 
in the following manner: 1) We shall allocate $13.5 million 
to austria from the funds available under the relief bill for 
procurement outside the US. Austrian third quarter require- 
ments might be purchased as Sotlgwes-07 seliten for 150,000 
tons of Ruhr coal per month and $2.8 million for 55,000 tons 
of Polish coe@l per month. 2) Funds will also be provided to 
pey for shipments from the US of 30,000 tons of coal per month 
for a. period of six months ending December of this year--. 
contingent upon allocation of the US coal committee; 3) Of 
the $13.5 million we are willing to allocate $10 million for 
use in the third quarter if the Austrians so desire. This | 
sum would provide $7.8 million for the procurement of coal © 
and an additional $2.2 million for fertilizer and other items. 
It is believed that dollar payments to be made by US forces 
in Austria under the present Pay As You Go agreement when. : 
combined with the remaining $3.5 million of the $13. 5 million, 
will be adequate to cover essential co2l purchases in the 
fourth quarter of 1947, Finel negotiations with regard to 
coal procurement will probably take place in Vienne and it 
is fuliy understood that these preliminary understandings re- 
garding ailocations are contingent upon Congressional appro- 
prietion of substantially the full anount it authorized for 


soreign relief Aaiteaeens 


Econo omic Report From Austria Indicetes Some Sendeninas 
A report from Legation Vienna indicates thet despite irregular 


receipts of coal and hydro-electric power, most lines of in- 
dustrial activity showed improvement during May. The May 
‘power supply was less than expected, due to low water levels 
and necessitated additional’ restrictions: on. industrial uses 
_at periods of peak loads. The coel situation for early May 
was very serious but improved during the month with increased 
shipments from the Ruhr the total of which was considerably 
more than April shipments. An arrangemont was also worked 
out for importing Polish cdal in connection with the trade 
‘agreement with Sweden .whereby Austria provided Sweden with 
steel in exchange for Pelish coal purchased by Sweden. Trade 
agreements were concluded or were being Ragetia tienes with 
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Poland, France and Bulgarian as well. Under the Polish agree- 
ment deliveries of 50,000 tons of Polish coal per month will 
begin August 1; other Polish exnorts being chemicals, seeds, 
zinc, transformer sheets and frozen fish. Austria will pro- 
vide mechinery, scythes, magnesite and the balance will be 
made up either in steel exports or hard currency. The trade 
agreement with France concluded last November was extended to 
May 1948 and the volume of trade envisaged was increased fron 
1 to 1.4 billion francs. 4n agreement in principle was also 
reached with Bulgaria subject to confirmation by both govern- 
ments providing for the importation by Austria of tobacco, 
vegetable seeds, herbs, hides, skins, manganese. 


_ * * x 


AUSTRIAN TREATY COMMISSION After five weeks of preliminary 
DEBATES OIL PROPERTY ISSUE discussions regarding the pro- 
cedure for discussion of Article 
35 (German Assets) and the related portions of Article 42 
(United Nations Property in Austria), on June 19 agreement 
was reached allowing the Commission to proceed with the dis- 
cussion of disputed oil proverties. Under the compromise 
procedural arrangements reached by the Commissicn, discussion 
of oil properties was to be followed by discussion of DDSG, 
financial institutions and industry sand state property. 
These .discussions are to be carried on in such e way as to 
ensure that the whole field is sdeauately covered and that 
the examination of one subject is not delayed by the pro- 
longed examination of any other subject. The Commission 
agreed that questions of "concrete facts" which required fur- 
ther study might be referred to the Comrittee of Experts for 
investigation. The meetings held by the Conmission after 
June 19 have covered rather technical discussions of the Aus- 
trian Bitumen Law of 1938 and the role played by US and UK 
firms in the exploration and development of, oil industry in 
Austria. ; | ; 





In view cf the general course of negotiations to date in 
the Austrian Treaty Commission, we have asked Dodge, US 
representative to the Treaty Commission, to comment on Soviet 
intentions in the negotiations and to obtain the views of his 
French and British colleagues on this question. If, in spite 
of occasional appearances of compromise, the Soviet objective 
seems to be to delay agreement, we wish to consider whether 
the best procedure is to continue to try and reach agreement 
in Vienna; to transmit notes to the other three Foreign Minis- 
ters pointing out the Treaty Commission's inability to obtain 
agreement; or to submit the Austrian question to the UN. 
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WAR A G BEAN EOD | Upon rekiirring’-from his trip: to 
PRIOR ATE OFPO , ee +B age Secretary ‘of 
a Petersen sJressed the deplor- 


able food situation in’ ‘0s es ‘aree anc the ‘War Depart- 
ment introduced a proposal into SWNCC calling for-a priority 
to be given to food shipments from the US to Germany. While 
no final decision has been reached as yet, .State.is opposing 
the War Department's proposal and is ‘suggesting that in view 
of the political and technical difficultiés inherent in giv- 
ing. food shipments to Germany a priority, the possibility: of _ 
increasing: production and colle¢tion of grain in ‘the bizonal | 
area should be carefully examined. . ; 


War War Departm ent Position War points out thet déct'sive - 
measures must be taken if famine is to be avoided in the bi- 
zonal area. While the official ration is 1550 calories, the - 
average: ‘ration for the combined sonss for the past six weeks . 
hes been. 1200 ‘calaries and in many »laces as low as 9Q0 
calories. ‘In addition stocks of Food are so low.that ‘War 
fears that even if planned shipments from this cdyntry are | 
fulfilled the likelihood of getting back to the 1550 level 
is poor. There is tne further commitment by ourselves and - 
the British to raise the retion level to 1800 calories by 
October 1. War considers this will oe impossible unless ;the 
bizonal area is supplied with one million more tons of. grain. 
in the next ‘crép year than are being supplied inthe current... 
crop year. With the exceptson of Austria no other European 
country, atcording to War, is faced with conditions..anything . 
likg as critical and it is believed that the occupation. ne 
have no chance: of: success if these conditions coe 


' ‘ots Proposils OMGUS meanwhtie - estimates ‘that even ‘to. 
reach. the ration level of 1500 calories,imports t6 the’ bi- 
zon2i‘area will havé to be one million tons more. of flour’ 
equivalent this coming crop year than lest. :If the ratjon.. . 
is to be raised to 1800 then increases of from.1.5 to,2 mil-:: 
lion tons will. be needed. If economic unification of Germany 
should be attained within the next yeer OMGUS estimates that 
requisements wotild be likely to increase rather than decrease, 
OMG guests that plans be made now to obtain the meximum 
proportion of whole-unmilled-grain for shipment to the bi~. 
zonal eree in-order to. save limited” foreign exchange; to.ship 
flour milied as ‘nearly as possible to‘'100 percent extraction. 
If the bizonal area is to: receive further’ shinments of 72 . 
percent flour OMGUS recommends: that the’Bizonal: Suppiies Com- 
mittee he permitted to, buy. end ship without further alloce- | 
tion the ehtire wheat. nillings equivalent to’ that quantity of 
low extraction flour, O¢GIS ‘alac emphasizes the necessity 
for aeeree up much higher stocks' thts yeer: then. last. in -: 





order 
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order to’avoid another collapse of the ration next spring; 
end recommends thet a specific program be undertaken in 
Washington and supported at the highcst US/UK levels to in- 
sure that export of available whole grains be maximized from 
July oiwards. 7 | eat 


State Department Views Pointing out that the most 
optimistic estimate for total grain exports during the 1947 
erop year amount to 16 miliion tons and that the requirements 
presented for the bizoneal area of Germany and the occupied 
areas in the Pacific would leave less than half of US exports 
for other areas dependent on US grain, the Department be- 
lieves that even a modified program for increase in grain 
shipments to the bizonal area would jeopardize. the present 
consumption levcl in other, countries. The suggested priority 
would, we feel, cause undue rigidity in our grain export pro- 
gram, making it more difficult to take care of unanticipated 
needs and would create i111 will.on the part of other import- 
ing countries. During the operation of the IEFC it has never 
been the practice to grent a definite priority to any one 
country and our wartime allies would find our granting 
preference to Germany difficult to understand. , 


In view of the very reel difficulties: in increasing 
grain shipments’ to Germeny, we have vointed out that measures 
to increase indigenous production and collection are more . 
important than ever. The record to date is disappointing. 
Despite our policy to maximize production and collection of 
food in Germany; to grant the highest priority with the bi- 
zon2l economy to the needs of agricultural production and to 
the increase of land in agricultural use; and to increase 
the availability of grain to humans by reducing the livestock 
populetion--the production and collection programs have not 
been met. Reduction in livestock has not been achieved and 
collections have been less th:nA planned although production 
is generally knorm to have been greater than reported. . Ex- 
cessive retention and diversion. of food by farmers and black 
market operators by under-reporting production and failure 
to meet collection quotas has been countenanced if not en- 
couraged by the Land Government of Bavaria. Military Govern- 
ment has not had enough personnel in its Food and Agricultural 
Branch to inspect and enforce food collection and this per- 
sonnel despite recommendations to the contrary, is still being 
reduced. Military Government officers have stated that unre- 
ported production in. the bizonal area amounted to at least 
10 percent of bread’ grain production or 345,000 tons of bread 
grains and perhaps as much as 20 percent of potato production 
or about two million tons.. It is officially reported, more- 
over, that grain collections fell short by 17.2 percent or 


386 ,000 
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386,000 tons of bread grains and potato collections fell 
short 21 percent. While the failure in the food collection 
program is obviously the result of a number of factors, not 
the least of which is the inflationary situation in Germany 
and the lack of incentive to farmers to make the largest 
possible contribution to the feeding of urban workers, there 
is substantial evidence that lack of adequate personnel and 
failure to create an efficient administrative agency responsi- 
ble for the food and agricultural problem capable of making 
and enforcing food policy in the entire bizonal area are im- 
portant factors, 
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ECITO COUNCIL RECOMMENDS ‘he ECITO Council wound up its 


RESTITUTION PROCEDURE seventh session with meetings in 
Paris from June 17-19. In addi- 


tion to considering the report of the subcommittee on resti- 
tution of rolling stock (see page 14, April 28, 1947 issue 
of Current Economic Developments) there was a rehashing of 
the financial situation of ECITO and arrangements for con- 
tinuing essential functions until absorbed by the future 
organization for inland transport. 


Beceuse of the widely divergent positions with respect 
to custodianship of German rolling stock the subcommittee 
considered the speediest course to final settlement lay in 
separate bilaterel or trilateral agreements between Germany 
and the allies on one hand and between the allies and neutral 
or ex-enemy countries on the other. The Council agreed to 
work out arrangements along the lines suggested by the sub- 
comnittee. 


The Council c2lled attention to the adverse effect on 
Huropean transport of the deterioretion of wegons and locomo-. 
tives and recommended that ECE undertake a study of causes 
and practical steps to be taken to halt this trend. Our 
representative considered this rather belated attempt to get 
at the roots of the wagon shortage, which is presently block- 
ing full restitution, as a real step forward end an excellent 
project for ECE. 


The Soviets offered to pay another £10,000 bringing their 
ECITO payments to slightly less than one-third of the assessed 
amount. A resolution was adopted over their opposition con- 
tinuing essential ECITO work beyond July 1, and providing that 
the Executive Board work out arrangements for ECE assumption 
of activities. At present any financial failure of ECITO would 
be the responsibility of unpaid members, which include the 


USSR, Poland and Yugoslavia. 
x + * 
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US AIR PROGR. IN BALK.NS Efforts to implerent our civil 
MSETS STIFF OP OSiTION aviation policy in the USSR and 
the Balkans through the conclu- 
sion of bilatcrai agreements with the USSR, Hungary, Poland, 
Yugoslavia anc Rumania, have been met with evesiveness or 
Gown-right refusal. Initiative hes been taken by the USSR 
with a definite pian for linking Baikan capitals through the 
extension of routes by the Soviet-Yugosiav airline Yusta, 
ana there are reports of a Soviet inspired conference to form 
a Balkan air transport block excluding US airlines. 








Draft. bilateral civil aviation agreements were forwarded 
to Budapest, Belgrede, Warsav and Bucherest early in Mey. 
after six weeks delay the Hungerisns on June 17 formally re- 
fused our request for interin rights pending the conclusion 
of sn agreement, insisting thet the government lacked Soviet 
authorization for conduct of eviation negotiations. Polish 
officials continue to dolay the initiation of formal negotia- 
tions, the most recent explanation being their desire to re- 
habilitate shipving services and domestic airlines before 
Geveloving international aviation. Efforts to utilize the 
Yugoslav cesire to overfly US zones of occupation as a lever 
to obtain reciprocel 2ir rights have been fruitiess. The 
Rumanian cabinet hes consideree our request for interin 
rights but is withholding final decision until clearance is 
obteined from a "superior authority." Despite the complete 
bog down in negotiations for an agreement with Rumenia, our 
Civil Air Atteché for Central Europe is convinced that an 
agreement could be reached reletivcly easily if the Rumanians 
were free agents. 


Meanwhile, a series of company agreements in progress 
betveen the airlines of the Balkans is ell on the way to 
forming an air service network linking the principal Balkan 
centers. Recent information from confidential sources indi- 
cates that a general sir transport conference was scheduled 
to take place in Belgrade sometime in the iatter half of June 
between representatives of Yugoslavie, Czechoslovakia, 
Fungary, Rumania, Bulgaria and observers from Albania with a 
view to conclusion of: ea multilateral air pact. The objec- 
tive of the vact will be to “escape obligations of using 
foreign airlines and defend the economic independence of the 
Denubian countrics endangered by the intention of certain 
powers to establish economic supremacy by extcncing air lines 
in and through these countries." The meeting has been sur- 
rounded by the closest secrecy. 


—lha a . 
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WOOL. VETOED; ITO Wool Bi Bill Vetoed Following presi- 
D S REPORTED dentiat ¥éto on June 26 of the con- 
wee ‘promise Wool 3Bili which provided for 


the imposition of import fees or quantitative limitations on 
wool entering the US, the Senate, without attempting to pass 
the measure over the veto, approved a substitute wool biil 
with the controversial features eliminated. (See page 9, 
June 2, 1947 issue of Current Economic. Developments. ) The 
bill, which is acceptable to the Department, has been sent 
to- the Agriculture Committee of the House of Representatives 
for consideration. It has not vet been determined what ef-- 
fect the veto will have on negotiations currently being under- 
taken at the Second Session of the Preparatory Committee for 
a United Nations World Conference’ on Trade and Employment. 

In many cases tariff negotiations, and to some extent Charter 
negotiations, had been stailec pending clarification of the 
US position on wool. Before the veto was announced, the 
heacs of the Australian and UK delegations vigorously pro- 
tested the wool bill stating that its enactment would shake 
confidence in the ability of the US to effect its policy of 
trade barrier reductions, 


Charter Negotiations Our delegation in Geneva reports 
that it has introduced as many amendments as possible to the 
proposed ITO Charter to meet criticisms expressed by US busi- 
ness groups and witnesses in public meetings held throughout . 
the US prior to the current negotiations. American business 
leaders at the Intcrnational Chamber of Commerce Conference 
have expressed pleasure with the progress nade . 





The Senate Finance Comuittee has indicated that, in its 
report to be issuec soon on the hearings it conducted on the 
proposed ITO Charter, it may criticize the Interim Trade Com- 
mittee and general agreement (interim trade agreement) on the 
grounds that some of the prov’sions imply the establishment 
ofa provisional ITO with broed functions prior to Congressional 
approvel. The US delegetion is greatly concerned at the pussi- 
such action and points out that such criticism now 
Marrass the delegation and strengthen the position of 
tries who would like general provisions eliminated 

le general agreement and not made effective until after 
the charter enters into force. If this were done, the US 
would be placed in an impossible bargaining posicion at the 
World Conference since tariff concessions would be agreed to 
and the US would have failed to obtain in the general agree- 
ment firm commitments on provisions on nontariff trade bar- 
riers essential to an adequate guid pro quo for US tariff 
reductions. In an effort to meet the anticipated criticism, 
the US delegation is exploring methods of modifying these . 
provisions. A small working party is inclined to favor the 
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US proposal to reduce the scope of the general agreement, 
confining it to matters clearly related to tariff concessions, 
but including mechanism for policing belance cf payments ex- 
ceptions and possi ly other provisions. 


Progress Of Tariff Negotiations As of June le, the US 
nad mace the following progress in its tariff negotiations: 
Chilean, Norwegian and Lebanese-Syrian negotiations were 
nearing completion, and those with the UK, India end Cuba were 
progressing satisfactorily. Agreement had been reached with 
Brazil on nearly all matters in terms of the existing 
Brazilian tariffs. However, the Brazilian delegation ned not 
yet received instructions on its proposal to raise all tariffs 
across the board by as mucn'as 50 percent. Negotiations 
with the Southern Dominions, Belgium, the opus rlands, Luxem- 
bourg, France and China were at a standstil} 





Pay Sime ae ®BABMPTION The question of increasing 
FOR US TOUR:STS RECOMMENDED — the amount of duty-free arti- 
cles purchased abroau which 
returning tourists can bring into the US has been reopened 

by the Executive Committee on Economic Foreign Policy (ECEFP) 
at the request of. the Chairmen of 2 Subcommittee of the 
Senate Interstate and Foreign Commerce Committee. The ECEFP 
has reconsicered its earlier suggestion that tne present ex-. 
emption of such articles from duties and taxes should be in: 
creascd from $100 to $250 (see page 17, December 2, 1946 
issue of Current Economic Developments’ and has now approved 
a recommendation that the Tariff Act of 1930 be amended to 
raise the present exemption from 4100 to $1,000 under certain 
circumstances. It recommends thet the increased exemption 

be granted to residents returning from trins to foreign coun- 
tries of at least 12 days curation. The increased exemption 
showmld be permitted only tice a year at intervals of no less 
tha six months. It is proposed that the present $100 exemp- 
tion be ‘retained for trips of less than 12 days duraticn and 


when the $1,000 exemption does not apply. 








On the basis of information available to the Treasury 
Department, it is possible to estimate that if US tourists 
expenditures should approximetely double those of tne prewar 
period, the loss of revenue on articles brought back by American 
residents under the increased exemption woulé not exceed $1.5 
million annually.:. This, however, would not be a net loss. -If 
foreign trevel does in fact increase the volume of total trade, 
as is anticipated, . the total revenues of the us Government 3 


would rise rather then fall. 


* * 
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DEPART E's POSITION While the Department did not. press 
RE ID TO CHINA for extension bevond the expiration 
gr date of June 30, 1947 of the $500 


million earmarked by the Eximbank for possible credits to 
China, we have advised the Chinese that we will support early 
favorable consideration of loans for individual projects 

which can qualify for Eximbank financing, and the Bank pub- 
liciy announced on June 27 its willingness to consider such 
projects. (See page 4, May 12, 1947 issue of Current Economic 


Developments.) 


The Chinese recently submitted a memorandum outlining a 
plan for the utilization of $1 billion in US ¢redits for eco- ~ 
nomic rehabilitation and reconstructicn. The plan envisaged 
$500 million for the purchase in tne US of reconstruction 
equipment and materials for projects enumerated, and an addi- 
tionel $500 million to be obtained from Congress and to be 
used in the US curing 1947.-49 for the purchase of certain 
commodities such as cotton, wheat and. petroleum. The sale 
of these commodities in China, it was proposed, would provide 
yuan currency necessary to meet internal costs of the Chinese 
reconstru: ion program. The Chinese were informed that 
Congress could not be approached for additional funds at this 
session, and that American public opinion required that such 
future appropriations as might be considered be made only if 
the recipient is prepared to take steps which will assure ef- 
fective use of the aid. In response to an expression of con- 
cern by the Chinese regarding the possibility of obtaining 
commodity credits from the Eximbank, we stated that the De- 

: partment would be inclined to support a cotton credit pro- 

| vided arrangements could be made, as suggested by the Chinese, 
for repayment through export of cotton textiles. Other 
Chinese projects which the Departmert is appraising include 
rehabilitation of certain railroads and coal mines, and de- 
velopment of harbors, electric power and airport facilities. 
Although the Chinese were told that it would probably be im- 
possible to conclude any credits before June 30, we have 
offered to attempt to offset the unfavorable psychological ~ 
f'to the expiration of the' $500 miilion earmark in any 
Inouncement. 
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US SUGGEST} LUMP SEDTLEMENT We have submitted a memorandum 
FOR Oar { AGATS IST YUGOSLAVIA .° to: the Yugoslav negotiators 

~~ gow in Washington proposing 
that a s::igle lump settlement. be made for all outstanding 
property ind US Government claims against the Yugoslav Govern- 
ment, except for bank derosits and bonds. Bank deposits and 
bonds are the subject of special provisions in the memorandun,: 
These c’.cims include property claims by US nationals under 
nationalization end expropriation, lend-lease and Plan A pro-' 
grams, and a few special governmental items. The Yugoslavs 
have expressed themselves as favorably disposed toward the 
memorendum as a good working basis for getting the agreement 
into final shape, provicea, of course, that the amount, which 
has not yet been specified, is satisfactory. | 








The memorandum provides that 60 days after the signing 
of an agreement Yugoslavia is required to issue a check to. 
transfer the amount agreed upon from the blocked funds in the 
US to a special account. Further, it is proposed that 30 
days after the check is received all Yugoslav assets in the 
US will become undlocked, except assets in which a German or 
Jnpanese interest is determined to exist. Provision would 
also be made for US officials to have free access to tne ex- 
propriated properties of American nationals, and to records, 
witnesses and other information pertinent in determining the 
valicity of the individual Claims. Yugoslavia will provide 
dollars within the limits of its foreign exchange resources 
to those Yugoslav residents who without having violated Yugo- 
slav law owe dollar obligations in the US and who are without ' 
dollar or other foreign exchange resources of their own. 


Under the agreement Yugoslavia wiil examine requests for 
trensfers or bank deposits cnd other forms of capital from 
Yugoslavie to the US when such transfers might serve a useful 
economic cr commercial purpose, and also in cases where 
transfers of small amounts are cf substantial importance to 
the transferee, Likewise, requests will be examined for 
transfers of funds to the US filed by US nationals. resicing 
in Yugoslavia, Regarding payments of principal and interest 
on Yugoslav Government and corporate bonds held by US nationals, 
Yugoslavia will collaborate within one year with representa- 
tives of the bondholders in order to reach a just and equitable 
settlement within a reasonable period of time. 





In accordance with the Convention of Commerce and Naviga- 
tion between the US and the Prince of Serbia signed in 1881, 
American nationals holding sssets in Yugoslavia not netional- 
ized, expropriated or otherwise taken before June 1, 1947 may, 
subject to the controls and regulations of the Yugoslav Govern- 
ment, administer such assets and income arising therefrom free 
from Cloersatan tery mesures. 
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SOVIETS REMINDED OF INTEREST On June 24 the Department 
PAYMENT ON PIPELINE ACRSELENT presented a note to the Soviet 

— —-—-———- . .... Emhassy steting thet the US 
expected the intcrest payment due July 1, 1947 under the 
October 15, 1945 Pipeline Agreement. Since Treasury has sub- 
mitted monthly bills to. the USSR totaling $196 million, with 
approximately $37 million still to be audited, the note, in 
the form of a reminder, asks.far the agreed interest rate of 
2-3/8 percent on the $196 million. Interest payment on the 
edditional $37 million worth of bills still to be audited 
will be expected, states the note, when the bills are audited, 
verified and presented to tne USSR. Under the terms of the 
pipeline agreement the first payment on the principal is due 
July 1, 1954. at . 











* ~ ok * 


RECENT DEVELOPMENTS IN THE $$ Fund Membership The. applica- . 
IN BANATIONAL FUND AND BANK tion for membership of Australia. 
a has been approved by: the Gov- 
erngrs' of the Fund and Bank. Finland's application, ‘approved 
by tHe Dfrectors, will be submitted to the September meeting 
of Governors. Australia, which has until August 331, 1947 to 
accept, is still dissatisfied over not having a Director on. 
the Fund. The US is prepared to support. a resolution author- 
izing’a fourteenth Director,.for which Australia will be 
eligidle. Brazil, which hes neither filed. its par value nor 
paid its subscription to the Fund, has indiceted-in recent 
conversations between the Brazilian President and Ambassador 
Pawley in Rio that it would activély farticipate in the work . 
of the Fund. However, no commitment was made as_to the date 
on which this might be expected, : ' 








Fund Directorships On June 26 the new US Director of 
the Fund, Andrew N. Overby, assumed his post. Mr. Overby has 
been special assistant to tne Secretary of the Treasury. 
Italy, which became eligible for the thirteenth Director when 
the votes of additional members reached 4,000, has named Mr. 
Carli, who arrived in the US a few days ago. 





Fund Credits In addition to the credits extended on 
Mey 22 to France for $25 million and to the Netherlands for 
the equivalent of $12 million, last week the Fund extended 
an additional $25 million to France. So far no public an- 
nouncement of the latter has beon made. 


External 
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External Sales Of Golc By Fund In a recent public 
statement the Fund urged its members to prevent international 
transactions in gold st prices above par, since the black 
merket in gold undermines exchange stability. 





international Benk Directorship Although for various 
reasons opposition has beon expressed to the election of an 
Italian to be the thirteenth Director of the Bank, it appears 
likely that the matter will be settled soon with the election 
of an Italian. 








international Bank Credits No further loans have been 
made since May 9 when the Bank made its initial credit of 
$250 to France. Negotiations are proceeding slowly with | 
Denmark for a $40-50 million credit. Denmark has protested 
that the contrect offered does not contain the same provi- 
sions incorporated in the one to France. The Netherlands 
ere also discussing 4 credit but nothing definitive has been 
Gecided, Since the Mexicans were unwilling to accept e small 
loan, the negotiators have returned to Mexico and fon wii 





the matter is dropped for the present. In connection 
Poland's application for 2 $600 million loan, a four-fian 
sion was appointed by the Bank to study conditions in Pogand. 
with particular emphasis on increasing coal production. The 
Mission expects to reech Foland during the end of June and 
remain about one month. ) 


Issuance Of Debentures By International Bank The Bank 
plans to bring out an issue of debentures about July 15 
amounting to about $250-300 million. From present indica- 
tions, the issue will prob2bly be oversubscribed. Although 
the price is not yet known, the yield will probably not be 
over three percent for 25-year bonds and 2-1/4 percent for 


10-yeer bonds. 
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This weekly publication is designed to highlight developments in the eco- 
nomic divisions of the Department of State, and to indicate the economic prob- 
lems which are currently receiving attention in the Department. It is suggested 
that copies be retained on file, as reference will sometimes be made to previously 
reported items to avoid repetition. 


Document Security Instructions 


This document should be treated in accordance with current instructions 
regarding security measures for SECRET material. Extreme care should be ex- 
ercised to avoid public or private discussion of the information herein with or in 
the presence or hearing of any person not authorized to have knowledge thereof. 
For general purposes all Foreign Service Officers and other responsible economic 
officers are authorized to have knowledge of the contents of this document, 
responsibility for the safekeeping of which will be assumed by each recipient 
thereof. It may be retained in protected files or, at the discretion of the recipient 
destroyed by burning. If not personally disposed of by the recipient, he will 
assure himself that it is burned in the manner prescribed for SECRET material. 
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( ¢ IONS TO 3B PELD HERE; In recognition of the in- 
US EX?ERS RerORTS OF AUER COAL portance to any overall 
improvement in the general 
European economic situation of the return of European coal 
procuction to prevwer levels, ciscussions are to be held in 
the near future in Washington regarding the present unsatis- 
factory level of European coal proauction with particular 
roference to the Ruhr. The British Government has been asked 
to send representatives and Bevin has replied that in view 
of the imtortence of German rroduction he may attend the 
Washington discussions but if he is unable to do so assurance 
has been given that top level revresentatives will come. 
General Clay is also expected and the following agenda of 

the discussions has been forwarded to him for comment so 

that it may be vassecd to the British as soon as possible: 














Part I. Restoration Of German Coal Production 





A) Discussion tf Specific Coal Production Problems 


1) The future tenure of management and problems of 
stewardship 


2) Elimination of uncertainty in the ovmership status 
ef the mines 


3) The assurance of food, in arvropriate quantity and 
=~ 3 * wh ‘ . ~ 2s 
quality, to mine workers and their families 


4) Mine worker housing 
5) Mine worker incentives 


a) Consurers goocs arc special food items 
b) Wages and social security 


6) Mine supplies and equipment for internal and export 
needs 


7) Labor recruiting 


8) Labor relations and collective bargaining 


9) Public relations and publicity 


10) The North German Coal Control and other Military 
Government agencies 


a) Policy, including development and mining policy 
b) Personnel 


11) The 
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11) The authority of maragement, mine discipline and 
denazificetion 


12) The financial condition of the mines and the prob- 
iem of German internal coal prices 


14) The control of coal consumption 


B) Discussion Of The Responsibility Of The German Economy 
For The Coal Industry And Of Necessary Import Programs 


1) Requirements of the coal industry 


a) Food 

b> Consumers goods 

c) Mines supplies and equipment 
a) Building materials 

e) Other 


2) Availability of required supplies in the German 
economy 


3) Procurement and financing of necessary imports 

4) Administrative machinery and measures necessary to 
ensure fulfillment by the German economy of the re- 
quirerents of the coal incustry and workers 


Part II. Other European Coai Production Problems 








A) The United Kingdom 
B) Poland 


C) Western European Countries 


Report On Ruhr Robert P. Koenig, who has been at Embassy 
London for the past several months as a consultant to the 
Ambassador on coal matters, has reported on a brief visit to 
the Ruhr which he made at the invitation of Mr. Bevin. Having 
been familiar with the problems of coal production in the 
German mines as chief of the Solid Fuels Section of SHAEF, 
he found the present condition of tne Ruhr coal industry 
shocking. He notes that "the exact same problems as existed 
previously are now found to be confronting the industry. The 
same cant and jargon are being used now as were current two 


years 
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years ago... .lianv concitions are worse than they were two 
years ago and it is difficult to say thet any are better." 
Conclusions Fe drew from his visit were: that the principal 
imrediste consideration is an adecuate supply of fcod not 
oniy for t‘i¢ miners but to meet a higher ration for the bal- 
ance of the civilian poruliation within the Ruhr; that the 
denazification prcecess must either be ended or completed at 
the earliest onvortunity in order to restore a measure of 
Ciscivline; that the rcconstitution of many of the essentials 
or the noney erzonomy 1s of the highest importance; that the 
reestabiisnment cf a typ< of central government and of the 
lifting of economic zonal frontiers in practice is essential; 
and that for tno short- erm roint of view mocernization of 
the mines on a broed r nal basis is of considcrably less 
import than the othor ors mecntionec nerein, 


ct Q 


- C) 


In accition to the above, Koenig points out that housing 
conditions are bec and that the present construction of new 
houses or repair of partially destroyed ones is not keeping 
up with the number of men who wish to go to work in the mines. 
The cannibalization of mining equipment has taken place at a 
great pace and the level of mine supplies is lower than it 
was two yeats ago. Improvisation in the repair of equipment 
has to be increasingly resort2d to in order to maintain pro- 
cuction anc the supoliv of pitwood in sufficient cuantity and 
of the proper type ena size for each cf the 140-odd mines is 
inadecuate, At present procuction rates, the lack of coal 
sucplics is not too noticeable; however, if production should 
jump shortly from around 215,900 tons a dey to 250,000 the 
lack of supplies woulc imvede the orderly and economic pre- 
Guction of coal. He also notes that an increase in produc- 
tion would emphasize the transrortation bottleneck. While 
watcr transnvortetion has been improved since he left Germany, 
rail trensport is still just getting along. Since rail 
facilities are being usec alimost to the limit to move present 
production, he belicves that an increase in production would 
find cozi having to be stocked at the pit heads. 


One of the most complex problems is that of administre- 
tion of the mires. Management is characterized by Koenig as 
being completely without vigor, initiative or resilience. 
While the managers ere presumably responsible to the North 
German Coal Control, they are now stewaras during an interim 
period to some future--as not yet designated--org- nization. 
This complete uncertainty as to future ovmership and control 
gives management no assurence of tenure of office either 
under the prescnt set-up or under some future organization 
ana therefore no effective policy will be adopted or carried 
out by them. Managers told Koenig that under present conditions 


they 
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they do not wish for any messure of control--the inference 
being that they have lost initiative and wish to be able to 
place the blame for whatever may happen on the occupying 
power. t2zfor relations are comciicated vv the fact that the 
donazificzvion program hes been long and Graywm out with the 
enc not yet in sight. Koenig feels tnat as long 2s the miners 
Know thet further dcnazification will be underteken they heve 
the power to denounce any administretive person. Menegenent's 
Gifficuities are increased beceuse it does not have the richt 
to firs enc decsuse et present the North German Coal Control 
hancies nost tov level isbor relation matters with the Mine 
Workers Union wnilc, et the working level,labor matters are 
handled by the Germen mine administrators vis-4-vis a 
perochial lcdor orcaniz:tion not necessarily composed of mem- 
bers of the trede union, 


wr 


The importance of incentives to the miners is also 
touched uron. The German worker, Koenig states, has little 
confidence in the present currenev end will only work enough 
now to buy the limited goods whicn sre aveilable through 
ration counons or perhaps through limitec "biack market" ac- 

ivitics. He feels evrreney reform would help to remedy this 
Situation. 


Other fineanciel consideretions are that the price of 
Germen coel is still at 1938 level or less than hclf the cur- 
rent cost of production cond thet the present or future status 
of the coal mining companies which have capitel invested in 
the industry has not yet been dcsfined, Most of the companies 
have large indebtecness in the form of bonds and no policy 

as yet becn reached regerding the servicing of these debts. 
If the mines are to be netionalized Koenig suggests that 
such policy should be defined as soon as possible. 





GERMAN ROLE RFVIS.ED IN The brief and decisive discussions 
BURCFRAN RECOVERY FIANS of Bevin, Bidauit and Molotov in 





<< —_—_— 


Peris regerding a program for 
European recovery revealed Soviet concern as to French and 
British plans for fitting Germany into their program. Spe- 
cifically, Molotov inquired of Bidszult whether the French 
proposal for crawing up 2 coorcinate¢ program of European 
requircments envisaged the immeciate utilization of German 
resources to moot the needs of the countries which were to 
participete in a European plan without refcrence to repara- 
tion and whcther the French thercfore favored raising the 


level 
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level of Germen industr77. Bidcnult replied that Germany should 
continue to be tac subject of discussion by the four occupy- 
ing powers anc thet it wes not fonsible to discuss Germany at 
their presen meeting. Eoth Bcvin and Bidault have since ex- 
pressed the rope thet the four commenders-in-chief in Germany 
will incividuelly submit a statement on the essets end needs 


of their respective zones. 


Corrents 0n Germ-nv's Role Replies have been received 
from Murphy and Ciey in response to the Department's request 

for tneir viers on Germeny's role in a program for the eco- 
nomic reheadilitation of Europe. Murphy has revicwed bricfly 

the economic consequenecs of the Potsdam policy which, in 
Striking at the Germsn economy as 2 factor in future aggression, 
conflict with the present constructive urge to rehabilitate 
Europe. Germany through the arrangements reached et Potsdam 
was Givided into four ciffcrent zones and deprived of: 

territory which procuced almost one-fourth of its food supply; 
external ssseots--including vatents, conyrights, foreign ex- 
change and foreign trade organizations; anc a merchant marine 
end eirline. Capital equipment has been removed, particularly 
in the Eestern area and certain industries entirely prohibited. 
In our zone a severe cenazificetion program has oxcluded 
numerous persons from active participation in the reconstruc- 
tion of tho economy. Germany now bankrupt, with no gold re- 
serve, is, Murphy fesols, urgently in need of financial and 
monetary reform, reecjustment of internal prices and a prac- 
tical foreign exchenge rate. 








Despite this rather blesk outlook, Murphy suggests that 
Germany can contribute not only to its own rehabilitation 
but to Europe's as well, provided it roceives the encourege- 
ment of ¢onstructive aliied pcelicry. To this end he recom- 
mends that immediate approval be given to the unward revision 
of the levcl-of-incustry progrsm for the bizoral srea (see 
page 5, June 23, 1947 issue of Current Economic Developr.cnts). 
He docs not feel that the imslcmentstion of this program 
would interfere with removals of capital equipment, con- 
stituting a substantial contribution to European rehabilita- 


tion. 





Germeny's principal asset, the coal deposits in the 
Ruhr-Aachen area, have been handled unsetisfectorily. Faulty 
mineagement enc operation together with other unfavorable 
fectures have deprived Germany and the western Suropean 
economy of one of the most important contributions Germeny 
could make. 


Murphy 
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Murohy particulerly cmphssizes th-zt to make a maximun 
contribution to Europe2n recovery attempts should be made to 
redirect Germeny's trade into normsel chennels. Because of 
US dollar requirements there h2s been 2 tendency to shift 
Germeny's trade to dollar areas. However, with increased 
appropriated funds or proper crecit arrengements Germany 
could once 2grin trade where it can render the most effec- 
tive aid, principelly with Europe and the Scandinavien coun- 
tries. Some arrsngement must be found, Murphy believes, 
eitner through aporerriations or credit arrangerents with 
privetc benks, governments, or government egencies, to 
finance German exports 2na imports over anc above those 
necced to mect minimum requirements of disecse and unrest. 
Plans for the economic rehabilitstion of Europe must take 
this requircment into consideration. ‘ihile such a policy 
may cost tne occuvying powers-~in particuler the US--more 
money, it should result in savings in the long run. It is 
suggected that in some ceases it might be necessary to sell 
German products on credit. This is particularly true of a 
few special types of industrial equipment. The most strik- 
ing example of this need is the case of specifically designed 
electric-1 generating equipment which wes ordered from 
Germany prior to the wer but was not delivered. Industrial 
recovery is bcing retarded beceuse this equipment is not de- 
liverec snd put in operation snd bocsuse of the dollar re- 
quirement somo of this ecquipment stends idle in Germany. In 
this connection it is pointed out thet while Germany's 
tariffs are out of line with its r-cuirements, any reductions 
in German tariffs now would be little more than a gesture of 
cooperation since most imports and exports are priced in 
terms of dollars anc the reichsmerk conversion factor ad- 


justed accordingly. 

Further recuvisites for » German contribution to European 
recovery incluce additional -llocations to Germany of coal, 
fertilizer, secd, agriculturel machinery cnd food processing 
equipment. Murphy does not believe thet any fertilizer 
plant should be removed from Gcrmcny 2s reparntion and sug- 
gests that the remaining plents shoulc de reactivated and 
their coal requirements met. The transport system is steadily 
deteriorating due to lack of stcel end insdility under present 
conditions to meintain repairs to sey nothing of the produc~ 
tion of urgently needed new equipment,in particular freight 
cars. 

Finally, Murphy touches on the psychological f°ctor. 
Germans to dete have beon so absorbed in the deily struggle 


to feed, house and clothe themselves that during the first 
two years of occupation there has been no orgsnized major 


sabotege 
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cabotsge of cur poricy. Continued hooelessncss 
of incentives, he warns, may develop passive beakd 
Similar to that of the 1922 period, 


Clavis Comnents Clay nas emphasized the neces 
increasze food 2nd coal sllocetions vor Cerm any ay 
play more then a token role in any program for European ve- 
covery. he points oat thet other difficulties which nave 
been less criticel while German production n2s been limited 
to very low levcis of output dv acute shortages of food end 
cosl will become increasingly limiting factors as predcucticn 
is rneiscad to higher levels. German production, he beiicves, 
must be reised to Levels more nearly approaching those of 

its neighbors, YFinancinl reform and resdjussment of internas 
prices are also cons idered a necessity. Above all he con- 
siders treatment of Cermany ts an ef2omomie uit > tac cost im- 
portent factcr holc.ng oack recovery in Germany and the rest 
of Europe as well. Therefore, the reali zution of economic 
unity in Germeny and the esteviisiment of a German ‘sovernmenc 
should de part of our Burovpean reco very progrean. 


Clay suggests thet cxpansicon of Germen proeductior mignt 
ake place so that the level of industry for tne firsv year 
of the program would be reugnly 65-70 percent of 1926 and 
for ths second year 80-85 percent of 1926. Alloweneces rust 
be mece for the frct that the bizonel populetion is 2lmost 
20 percent greater then it wes in 1935 and whetever targets 


g t 
cre set musc be rensonably reconciled with chose of sur~ 
rounding countries. While 

2 

«> 

PU 


- 


reluctant to estimate vhe import 
preliminsry estimate for the firs 
vecr of $750 millicn an OF million fer the second year 


costs of such & progres, 
a 
has been put forverda. He no’ 


tes that while some meesure of 
assistance cen be given the Burope:n countrics in expanding 
movei 2a. shinment of capita. 


C 
onsiders thet the effect of this 
Ological than anything cise, 


1 bh«.aA 34 ££, a & , 
nvy‘'s trede differ rather substan- 


Clay's remarks on Germeny 
tially fron Murphy's. He scserts thet where a Buropean 
nation does not pey for German eryrerts in Koy commodities it 
will need to nay in colicrs if these German axporcts are to 


provide any return fo 


i 
the food imported from the US. As 
long as the US remains t 


7 he principal source of food supply 
it inust oe realizcd by other nations that actual repayment 
requires a flow of experts to tue US from Gormeny cr from 
Germany's customers. To tne extent that Gerren oxports go 
to uropean ~-*ions who ere wneble to trade essential goods 
to Gem.) in returr.*hcere seems to be no escape, in Cley's 
opinion, Irom tne feet thet payment must be madc in doliars,. 


He 


DECLASSIFIED FOR PUBLICATION IN FOREIGN | 
RELATIONS OF THE UNITED STATES 4 

















scons? «BEST COPY AVAILABLE 
- &- 


He notes that payment for German exports in doll-rs by European 
atvlons directly co:flicts with the understandeble British 
flort to buy Garmen goods in sterling fer their nome market 

end to reestrbiish Bur roan trace generally in sterling 

Resolution of this conflict, Clay fe ecls, 2-5 & prorequl 





tO 
any important cxpansion of German trade, 
* * * 
ees anon “iL, NOT Be he OU S w es SESSION ; in view of 
SOvEETEATION OF Scena ONS TN NSTFTED present 
Congressional 


fecling on further forcign aid commitments, the Department 
has decided not to request, durine this sessicn, authoriza- 
tion for a one-ycar grant for Koren. \Sce page 1, May 19, 
1947 issuc of Current 3 Economic Deveiopmenss ) Korcean aid 
from the US wiil n now be restricted to tne $137 million dis- 
éase ana unrest requirer sents Anciuced Ae War Departrent 
estimetes, This ecision will heve »o effect on tne plans 
for gradual transfer of séndaletreti.ce responsibility for 
n r 








civil affairs in eo from War to state. 
Sovietization Of North Korcan LE COnODY Intensiafied in 2 

manner similar to the methods epplica in “Eung2ry and Rumania, 

tne Soviets 2re repcrted to be using joint stock companics 

to Sovietize the economy of Nortna Korea. Overell controi is 

aoparently veste oo 


sted in militsry government hescyuerters hea 
by 2 Soviet reprcse ntative of the Ministry of Foreign oy 
This official operates tnrouzn the Korcen econoric egen 
end the joint Korean-Soviet stock companies, Functions ae 
the miilvsry government include Darter, financial and mone tary 
controi, procurement of Korean inbor for the Soviet Far s235t, 
and supervision over Koreen agencies snd nleuts. The trade 
bninnee is reportedly faverzble to north Korea and credits 
have been built up for future imports from the USSR, Two of 
the largest joint stock companies are weapon’ and ol, both 
reportedly on a 30-year controct basis between the Soviet 
Government and the Peoples Commitvce of ‘North Korea, and eacn 
government holding 50 percent of the stock. ft is rumored 
that the Hungnam Chericsel plant, loiges — of fertilizer 
and other chemicals in Korea, will be set up under a similar 
joint ownership corporation. 





he Foreign Trade Bank. whose director is a Soviet 
Lieutenant Colonel, has allezedly trken over the former func- 
ticns of the Stee Benk, controls the Noreen Netionei Centrel 
Bank, issues otcupntion ver and controls rudle-yen exchange 
rates. 
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Prices are reported to be generally lower now in North 
Korean cities than in Seoul, although this is apparently the re- 
sult of lack of purchesing power and rigic control over profit- 
eering rather than from increased production. Although food 
prospects eppeer generally good in the north, the farmers are 
discontented and state frankly that conditions are worse for 
them than they were under the Japanese rule. Analysis of iabor 
legislation in North Korea indicates that the workers there have 
littie if any advantages over workers in the soucn regarding 
social security measures and the eight-hour day, Furthermore, 
the labor unions in the north do not have the right to strike, 
the leaders claiming that since theirs is a government of 
wokers and farmers the right to strike is unnecessary. 
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Economics Situetion In South Korea Aimost normal rainfall 
Curing June improved prospects for the fall rice crop, wnich 
had been adversely affected by an abnormally cry spring. The 
summer grain collection progrem is now under way, but no re- 
ports on collections ere yet available. The food situation , 
remains tight, with the staple ration reduced from 2.2 to 2 
hop (1050 calories) on July 1. Hodge reports that general in- 
provement has been siow. The Koreans are. hungry but not starv- 
ing, scantily clothed, and thet hous:ng and employment are 
reaching serious conditions, oving to the constant and heavy 
flow of indigent refugees fiom the Soviet zone. Economic re- 
covery is delayed by the Civision of the nation, by political 
turmoil and by slow errivrl of «civilian suppiies. Inflation 
iS again progressing after 2 few renths reprieve early in the 
year. Hodge believes no real progress toward economic stabii- 
ity cen be made without *id over and above supplies coming 
under the disesse and unrest forruie. 





Electric Power Agreement Botween Zones One bright spot in 
the Korcen picture is the consummetion of an agreement in June 
on methods and terms of payment for electric power furnished to 
Soucsh Korea by North Korea. Tne agreement appeers reasonable 
and should be mutuslly beneficial. Tne voiume of current to 
Soutn Korea will be increased, which is a most important factor 
since the critical shertage of clectric power nad threatened a 
breskdown in the economy of the US zone. Under the agreement 
current supplied up to June 1 will bs calculated at 1,95 sen 
per kilowatt and paid for iargely in eiectricai equipment to be 
supplied within one year, rates of conversion and cost of equip- 
ment to be at 19412 ievels: Tne emount involved is approximately 
$4 million, or about $2 million less'than originaliy reques~<ed 
by the Soviets. The volume of current wili be stepped up to 
60,000 and later to 100,000 kilowatts. Rates aftex June i are 
14,40 sen per kilowatt (ebouce 7-1/2 times higher than in 1941). 
South Korea will pay ronthly in ratertals volued according to 
existing controli.cd prices in Norti: Korea. The agreement wlil 
utomaticelly be extended another yes: m the absence of objec- 
tion by eitner party. 


- - * 
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SOVinT, FRENCH AND OTHE Littie Progress In UK-Soviet Trade 
pf 





TRADE AGREE. “17 TS REVIRVED taiKksS Tne British _ resorted 
that limited progress ‘as been 

made in the current Anglo-Soviet trade talks. A Geal for the 
supply of British stecl rails in exchange for Soviet lumber 
has been agreed, and an arrangement reached whereby the 
Soviets will supply the UK with 150,000 tens of petroieum 
products between June 1, 1947 and December 31, 1947. More 

xtensive negotiations are hampered partially by British in- 
ability to promise early deliveries of machinery and Sovies 
unwillingness to accept commitments to supply cereals. in 
accaition, the British believe that the Soviets will refrain 
from serious negotiations until the T™ has replied tc the 
Soviet proposal that tne 1941 Civil Supplies Agreement de re- 
vised to reduce interest to one-half percent per — and 
to prolong payments to 15 years. The UX For vesen Offi in- 
tends to inform the Soviets that wntil concrete propos sane 
which insure a large increase in trade are ad of there is no 
reason to revise tne i941 agreement further. 


ser 








soviet -Hunearian Commercia.. bgreemen nt Negotiated 
Hungary's Minicter of Commerce returned tc Moscow about the 
middie of June to sign the Soviet-Fungarian commercial agree- 
ment, which he reported provites for the procurement of 
great quantities of raw materials by Hungary in return for 
increased shipments of incustrial and agricultural products 
to the USSR. 





Other Soviet Trade Developments The fremewerk has Deen 
established for a 1947 commercial accord between the USoR and 
lceiancd, with the USSR tentatively arereeing to purchase 
frozen fillets and salted herring, proviced Iceland also fur- 
nishes herring oil and codliver cil. n the surface the 
agreement appears highiy favorable to Iceland since the 
Soviets will furnish coal and lumber and will pay an esti- 
mated $11 million for excess Icelundic cyports. The Soviets, 
however, keep adding restrictive provisions to the agreemens. 
Legation Reykjavik believes the prceposed agreement is part 
of a long-run softening up policy designed to further Ice- 
land's economic cevendence on the USSR with a view to increas- 
ing political influence. 





Reports cf the anpnarent bre kdewn of trade negotiations 
between Bulgaria and the USSR i cate that the Bulgarian 
delegation has found it hard to reconciie Communist loyalcvy 
with Bulgarian nationalism. 1t has been reported that the 
Soviets are offering Bulgaria only $1.45 per kilo of tobacco 


while the 1946 agreement provided for $1.95 per kilo, sn4 


ea 
ndi 
~~ 


( }+ 


- tnat 
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that they are demancing increased prices for iron and steel 
procucts., Another revort incicates that the Soviets arc de- 
mandinz that Bulgaria vay thorn aovvroximately 12 billion leva 
owad by Suigeria to German firms wiile disregarding the 18 
billion leva owed Bulgarians by German firms. 


ich Negotietions The French Foreign Office has con- 
she conclusion of the Franco-Argentine financial and 
r : 





commercis] agvesment. Tne text of the agreement was not re- 
leésed SL, 
shirping preriss ons are substantially the same as reported 
previously, (See rage GS, May 26, 1947 issue of Current Eco- 
nomic oe ) However, a contrary renort has been 
received from Buenos Aires where the French Embassy stated 
that tne siipping clause characteristic of other recent 
argentine agreements was omitted. The French Finance Minis- 
try states that the now Argentine credit ceiling of 600 mil- 
lion pesos is eaiveedy being approeched end that the total 
credit will probably ve exhausted by the end of this year, 
with slim prospeccs for a new Joan from that source, 


~0 las oceen reported in Paris that credit and 


~_ aes we 


“>? 
— 
a 


seria signed a bilateral ccmmercial agree- 
ment on duic 10, Frincipal French exports to Bulgaria in- 
clude chemical products, motor buses, mechanicai and elec- 
trical cquipment, end yarns, and principal imports include 
tobacco, agricuitural products and timber. 


Prance and Bul 


On June 26, France and the Philippines signed a treaty 
of fri endship, commerce ana navigation, and Philippine Vice 
President Quirino who conducicd the nozgotiations has left 
for Rome for Similar negotiations witn Italr. 


itslian Negotiations In vreliminary discussions of a 
proposed treaty of friencship, commerce and ravigstion be- 
tween the US anda Italy, the Italian Mission now in the US 

hes tentatively suggested thet negotiations begin in Rome 
September 1. we have asked Embassy Rome to ascertsin wh. ther 
an earlier date is practicable and to request the Italian 
Government to furnish e written commentsry on provisions of 
the treaty it desires to anend. A reliable source in Rome 
nas informed the Embassy that the Italian Government feels 
that in commercial matters the first and foremost emnhesis 
must be olaced on satisfactory trede arrangerenuts with tne 
US. Yugoslavia is considered second in imsortance. 





Negotiations betveen the UK end Italy have bcen initiated 
for the adjustment of financial provisions in their trade 
agreomcnt of April 17. Since April, Italian belances have 
been increasing at a ratc alarming to the British. It is 


reported 
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reported that the discussions are proceeding setisfectorily 
on the basis of limiting any further increase in Italian ex- 
ports to the UK, belgium and Italy bias undertook to amend 
their terce and clearing agreements which had beon Some 
by tne Bs iglens wnen the bLalance Deceme unsettled pecause of 
the favorable exchange rete for Itelian importers. 2 poner A 
of the reviscd agreements, which was scheduled for May 28, 
was postponed by tne Beleians. 


ee “a as 
Lin a oC 
“* 


| y sizgred & one-year commercial egreement witn Spain, 
wo2ch there tor the interchange of produce valuec roughly 
at 140 iillion nesetas from cach country. A Denish- ‘Italien 
bile en C 


commersiel end clesring agreement was signed Mey 23, 
proviaing for a trode of lz Dillion lire eacn wey. 


Yuseoslav Nero istions The Yugoslav press has reported 
that on n Mey 24, Yugoslavin and-Polaré signed en economic 
collacoretion agreement, e trade and payments agrecment for 
1947-43 end a five-year exchengs of goods egreement provid- 
ine for an excrenge of gouds vaiued at $215 million for e#ch 
country. Yugosinvie also reecntiv sizned trede agreements 
Wlin Finleit, Denmerk anc Hevpt. The Finnish agrcement pro- 
vides for vie extiinage of goods velued at sbdout $1 miliion 


in eseh direction. 


Qtnrer Suronexzn Develo opments Austria renewed its trade 
agreement vith Polend enc has coneluded one with Bulgaria. 
Polend is to export to Austria coal, fish, seeds and other 
hae les anounting to enproxiretely $9 million, in exchange 

or mining anc agricultural cqauisment , megnosite ana teic 
ae unting to abdout $5 million, with the belence to be mede 
np in services. Bulgarie wiil furnish tobacco in exchange 
for iron and metal products---cusntitics to be determined by 
a mixed commission. Finland has renevred or extended trede 
agreements with the Netherlands, Switzerland, Icolend and 
Noruay. Norway recently signed Aa ee eeenee ‘ry trade agree- 
ment vith Denmark, Hungery and the M™ have eerecd in princi- 
ple regarding the conclusion of 2 throe-year egreement cover- 
ing th: exportation of EFungerian egricultur2®l products into 
the UK and negotiations will be continucd the letter part of 
July. 


The Netherlands hes outlined its 1947 import progrem 
from the doliar area as follows: Imports vill totel $487 
million, $323 million of which are schcduled from tne US. 

Of totszl dollar imrorts, approximetely 66 percent are con- 
terpletced from the US, 1@ pereent from Argontina, 7 percent 
from Germany, and % percent from other countries, Embassy 
The Hogue has werned that the Netherlsnds mey not implement 
its program fully since th2 program entails more funds than 
are actually eveilsablse now 
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Latin Ameriern Developments In accordance with our 
agreement to discuss relief measures consistent with the 
existing trade agrecment betveen Mexico and the US, US offi- 
ciels, at the request of the Mexican Government, have gone 
to Mexico to ciscuss Mexico's proposed ection to curtail im- 


ports. 


© 





Bolivia's congressional law 2pproving the commercial 
treaty with Argentina was prorulgated June 17. Reportedly a 
Bolivian delegation is to go to Argentina soon to try to ob- 
trin Argentine agreement to revisions suggested by the congress. 
According to the press, Chilean-Brazilian studies of an eco- 
nomic and finencial csoperation convention, an additional 
protocol to the 1943 commercial treaty, and aviation and 
tourist treaties ere in an advanced stage. Chile's president, 
who is in Brazil ciscussing thesc egreements, is reportedly 
anxious thet the agreements be widely publicized to nullify 
the unfevorabie attention the Argentine-Chilean commercial 
agrcement received. Peruvizn and Bolivian commissions have 
reached er accord on items to serve as the basis for a com- 
morciel egreement betveen both countries. <A mixed commission 
‘is to meet in Lime within the next three months to consider 
he 9 provisions which are similer to those recommended by a 

xed commission in 1937. 


ITALY PERMITTED TO RESUME Ac Italy has notified the 
NTERNAT TONAL AIR SmRVICES Italian Government that the pro- 
hibition against external civil 
air services by Italian airlines is no longer in effect. 

This decision was supported by the CCS in view of the delay 
in ratification of the Peace Treaty and on the basis of cer- 
tification by the Supreme Commander, Mediterranean Theater, 
early in May that Itelian civil aircraft now meet the re- 
quired international standards for safety and operation. We 
also believe that resumption of external passenger and 
freight service would improve Italy's foreign trace and con- 
tribute to its foreign exchange position. AC Italy has asked 
to be kept informed of international services by Italian air- 
lines until the Treaty comes into effect. 








Meanwhile, we are preparing a draft bilateral air agree- 
ment to be forvarded to Rome for negotiation. Embassy Rome 
has pointed out that our bargaining position, which is com- 
parati vely strong at present, may progressively weaken after 
the cate of Treaty ratification when increased pressure from 
other foreign aviation interests may be expected. 


* * sa 
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ECAFE ADOPTS RESOLTTION The Econoric Corrission for Asia 
ON FUTURA WORK PROGRAM enc the Far Esst (ECAFE) concluded 
its initiel meeting held in Shanghai 
June 16-25 with the adontion of a resolution outlining its 
future course of action and 2greement to meet es a Cormittee 
of the Whole in New York on July 10. A great deal of time 
and effort was exnended in reaching egreement on the provi- 
sional agenda for the session, election of officers and open- 
ing remarks. Although e messure of harmony was established 
in the concluding days of the session, the obstructionist 
tactics of the Soviet dclegetion, particularly at the begin- 
ning of the session, retarded the rate of progress. The 
Sovict delegate aligned himself with the delegate from India 
in an attempt to crcate an issue between thom and the rest of 
the Commission. A strong effort ws made to play on the 
political sensitivities of the Asistic countries. In his 
opening statement, the representative of the USSR stressed 
that economic assistance granted bv individual countries and 
orgenizetions shoulc not be used for politicsl pressure end 
said thet several Far Eestern peoples needed help in raising 
their territorics "to the lovel of national independence." 

ne Indien delegate in turn urged thst Burme, Ceylon, Indonesia, 
Vaetnam and Malaye be represented on the Commission. 








The Resolution finally adorted by the Commission notes 
that further studics must be made and anelyses completed of 
the short term recuiremcnt of the verious countrics with re- 
spect to essential reconstruction needs, such es food, seed, 
fertilizers, textiles, rew natcriels, incustrial, agricultural, 
mining and transport equipment, corl and other fuels. The 
Commission is called upon to ascertain the extent to which 
these requiremonts can be met from comestic sources: from 
within the region; and from e1l1 other sources througn an ex- 
pansion of external trade, improved methods of financing in- 
ports, improvements in transportation, ctce. The nced to 
train personnel in the cconomic and adrinistrstive ficlds is 
also cited and the use of competent techniciens from otner 
regions rscommended. The Secretariat was asked to submit a 
report to the July mecting covering the above points and in- 
cluding rccommendations where necessary for the estsblishrent 
of field teans. 3 
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Us Tc PARTICIPATE TN. PAN The Poorrtrment has transmitted 


draft legislation to the Bureau 
of the Breget providing for US 








particijne sion in the ?: 
scheculcu to hcld its sixtr session in Hevenn next Februery. 
US membership in tne Congress wes considered by the Depart- 
ment in 1941, but -cticn wes deferred because of the “Pr. 
Formeoi prrticipstion has bsen urged by both governnent snd 
privets org2nizstions, ineluding the Inter-American Econocric 
and Soctsl Souneii, in oréer to foster the stsncardization 
of railsoed eauiorent throughout the Americas end to encour- 
age the export of Us rail eguinrrent. The Pan Aamericen Reil- 
way Congress, weicn oricinztec as a South American organiza- 
tion in 1920, serves as 2 forum for the discussion of technical, 
econemie end acministrative problems of reilwevs and the 
forrulaticn of recommendrtions loading to the improvement of 
the transportetion srsters of the arerices. 

* x“ ~ 
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ITALY'S ECONOMIC RESOURCES «ND Following the Secretary's Harvard 
REJZUIREMENTS REPORTED BY DUNN speech anc pricr to the calling 
of the current meeting in Paris, 
the Italian Government began crefting a program for Italy's pert 
in European recovery. 4n 2ide memoire, indicating in a general way 
requirements anc resources, actual and potential, hes now been 
given Embassy Rome by the Italian Foreign Office. Without going 
into detail this paper incicates the line along which Italian pro- 
posals are being creftec. Contrary to rost previous reports of 
this nature, it is neither vessimisticnor self-preoccupied and does 
not cver-estimeate the contribution which Italy can make to overall 


recovery. 





DUN: 





Anbassacor Dunn, using the report as a basis, hes preparec an 
outline of the general Italien econemic situation anc the part 
Italy can play in any pregram fer European reconstruction. atten- 
tion is celled to the fact that Italy's neecs are most urgent and 
that in-the case of fooc, fuel and raw materizis, Italy cannot 
await the adoption of a European nrogrom., Failure on our part to 
exploit all possible measures to rencer assistance to Italy cur- 
rently anc for the entire period prior to tne econtion of a Euro- 
pean program will be against our own best interests, Dunn says. 


It is expected that the present government, unencumbered by 
Communist participction, will be able to put through a firm eco- 
nomic pclicy, strengthen anc improve government controls and effi- 
ciency, and give sufficicnt eviconce cf ability to Cominete the 
inflatianary situaticn. While Dunn egrees that it is necessary for 
Italy to obtain furthsr forcign crecits, he considers exaggerated 
the Italian statement that $100-200 million over anc above that 
suppliec by the US relief program anc the Eximbenk credit is needec 
to meet e ceficit in the balance of payments for che last half of 
1947. Dunn believes Italy can squeeze through 1947 but that some 
provision will hsve to be made this year to finance 1948 procure- 
ment, some of which rust be initiastec this calendar year. 


In presenting an estimate of its resources to the Cormittee of 
Cooperaticn set up by the Paris meeting, Italy will emphasize its 
extensive anc specializec incustrisl plent capacity, particulerly 
in the fielcs of shipbuilding, manufacture and repair of railway 
rolling steck and equipment, miscellaneous mechanical and elec- 
trical equipment, chemical and rubber procucts and textiles.~ Since 
Italy -is primarily 2 processing and finishing country, her contri- 
bution woulc. be in the form of labor, managerial anc technical tal- 
ent, electric power, etc., with the raw materials or seni-finished 
products: being supplied by »sther countries. In some cases, this 
will require plant reconstruction anc new installations. Italy's 
most pressing problem, together with the shortage of coal, is the 
deficit in whent and other grains. A great deal of fertilizer 
woule have to be importec to fulfill the cesire to bring exhausted 
land into cultivation. Bilateral sgreements which Italy has with 
many of the western Eurxpean countries tend to break cown periocic- 
ally owing to abnermal movements caused by problems of prices and 
exchange rates, anc the establishment of realistic exchange rates 
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DEPARTIENT PROPOSALS FOR MAKING The Department has prepared 
JAPAN’ SELF-SUFFICIENT SY 1950 specific policy suggestions 
designed to render Japan 
self-supporting by 1950 and to ensure an equiteble use of 
Japan's trade surplus after 1950 as between the US and various 
reparation claimants. In order to achieve these aims Japanese 
imports will heve to be increased substantially above the 
present level and Japanese internal economic policies must 
be altered so as to ensure more effective use of the increased 
imports. 











It is recommended that the cost of Japanese imports will 
be met bys: short and medium term credits by the US and other 
nationals anc governments; the proceeds of Japanese exports 
which arc expected to rise sharply six months after the in- 
creased imports begin; and the proceeds of the sale of con- 
vertible assets of known Japanese ownership. In order to 
provide a more effective use of Japanese imports we suggest: 
that an export-import-production-consumption plan for Japan 
be developed which aims at self-sufficiency by 1950; that 
the Japanese Government be directed by SCAP to take any and 
all measures necessary to carry out this plan; that SCaP be 
directed to intervene ‘vyhere necessary to see that these 
measures are carried out; that US imports be related to ef- 
fective Japanese performance under the plen described above; 
and that other suitable incentives be developed to secure 
wholeheerted Japanese participation in such 2@ program. 


Furthermore, in order to dispel the suspicions of the. 
Far Eastern countries concerning US solicitude for Japanese 
economic recovery, it is recommended that after Japan becomes 
self-supporting the US would consider the possibility of 
adopting a program for reparation from current production 
for a limited number of vears. Such a program would be 
qualified by the understanding that it must not interfere 
with the repayment to the US of the occupation costs nor 
critically reduce the Japanese living standard. 


Present Economic Conditions Existence of the economic 
crisis in Japan wes recognized by SCAP this March when the 


Japanese Government was called on to take more vigorous ac- 
tion to raintain control over wages, prices and the distribu- 
tion of essential commodities in short supply. It was pointed 
out that unless determined measures were undertaken at once, 
the inflationary condition of the economy, together with at- 
tendant maldistribution of food and other necessities, would 
become increasingly serious and industrial recovery further 
retarded. Shortly afterwards SCAP requested the Allied 


Council 
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Council for Japan for a study of the wage-price policy and, 
according to the New York Times, a gloomy picture was painted 
of the Japanese economic situation and of SCAP's grave con-. | 
cern over possible complete breakdown of the economic con- 
trols established since the occupation. The Australian mem- 
ber of the Council during the ensuing discussions was 
particularly critical of whet he called "a disquieting record 
of 18 months of continuous failure to take the necessary 

steps to restore Japan's economy and avoid economic collapse." 


Early in July the New York Times reported that the 
government had adopted a new wage and price policy which is 
characterized as almost a complete reversal of the policies 
Japan has been following since the surrender. The director 
of the Japanese Economic Stabilization Board has suggested 
that the only way to check inflation is to increase produc- 
tion and that the best way to increase production is to es- 
tablish a system under which official prices will at least 
meet costs. The new price policy, therefore, favors 
balancing the budget and permitting gradual increases in 
prices and wages to the former subsidy system and rapidly 
rising deficits and note issues. 


Program For Achieving Self-Sufficiency While it is 

fully realized that present low production in Japan is due 
in large part to lack of food and raw material, the Depart- 
ment's program takes into account the fact that Japan has 
not made the most effective use of such indigenous and im- 
ported commodities as have been made available. In the deci- 
sion to accord to Japan increases in imports of raw materiais 
and foods over and above "disease and unrest" levels, there- 
fore, provision has been made for concurrent action to be 
taken respecting controls for implementing economic recovery 
plans. We have recommended that the Japanese Government and 
SCAP or whatever control authority may exist, should, in con- 
sultation with the representatives of. the interested US 
Government agencies and other Far Eastern Governments, develop 
a detailed export-import-production-consumption plan under 
which Japan would use the imports during the calendar years 
of 1948 and 1949 to achieve a self-supporting economy by 
1950. This plan should provide for such restrictions. on 
Jepanese domestic consumption as may be required, proyided 
they do not interfere with the ability of the economy to prvu- 
duce goods for export. While the Japanese Government is to 
be responsible for the execution of. the plan referred to and 
for the adoption of policies and measures necessary to carry 

t out, SCAP is to be afforded a staff adequate to discharge 
such functions vis-a-vis the Japanese Government as may be 
necessary to ensure execution of the policies. In the period 


before 
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before the peace treaty it is recommended that SCAP should 
not hesitate to direct the economic policies to be followed 
by the Japanese Government; to call for changes in the 
government where compliance with these directives is less 
than satisfectory; and to assume itself economic functions 
which the Japanese Government appears incapable of performing 
effectively. 


Incentives must be adopted both by the government and 
SCAP to gain the active cooperation of the Japanese people 
in the goal for self-sufficiency. | bitte? 


Financing Of Increased Japanese Imports In order to 


secure the funds necessary to obtain needed imports above 
‘di sease amd unrest” requirements particular consideration is 
to be given to increasing imports from countries and to 
financial arrangements which do not require dollar payments. 
Payments for imports will be looked for from exports, loans, 
and convertible assets. Short and medium term credits to 
Japan are to be encouraged and import loans are to be guaran- 
teed by and repaid from a first claim on related export pro- 
ceeds. Such loans are to be based on the collateral use of 
about $50 million worth of looted but unidentified converti- 
ble assets in Japan and will be used in financing all self- 
liquidating imports. Such imports will include all textile 
raw material imports and, beginning in January 1948, will 
include small imports of other raw materials entering into 
export production such as coal, petroleum, and iron ores. 


In order to secure funds for the procurement of imports 
such as food, which are not directly convertible into exports, 
it will be necessary early in 1948 to sell or pledge as loan 
collateral, convertible assets in Japan of known Japanese 
ownership. We have suggested that our authorization for 
Pledging such assets as loan collateral should be conditioned 
on our opinion as to whether conditions essential to Japanese 
industrial recovery exist in Japan. The conditions should be 
taken to include: the formulation of a program for Japanese 
export recovery and a sufficiently effective initial execu- 
tion of the program to give this government assurance that 
the expenditure of these convertible assets to secure non- 
self-liguidating imports would in fact enable Japan to achieve 
a state of self-support. We estimate that about $150 million 
of convertible assets of known Japanese ownership exist in 


Japan at present, 


It is anticipated if convertible assets can be used as 
described above, that appropriations for Japan for "disease 
and unrest" requirements can be held to minimum levels or ap- 
proximately $464.5 million between July 1, 1947 and January 1, 
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1950. This represents roughly a continuation of the presently 
prcjected rate of appropriated expenditures. However, this. 
assumption rests en estimates from ether types of financing 
described abeve which are more likely to understate than to 
overstate Japan's import requirements. Therefore, larger 
appropriations than are contemplated above may prove neces- 
sary to render Japan self-supporting. 


Opposition Anticipated To US Proposal We recognize that 


various Far Eastern countries are likely to regard with sus- 
picion US steps to revive the Japanese economy. These coun- 
tries have the power to make their opposition to Japanese 
recovery felt by refusing to allow the FEC to approve the 
measures né¢essary to recovery and it would be extremely un- 
desirable for the US to have to proceed with such important 
measures in the face of open hostility of FEC. Furthermore, 
it is fully in the power of China, for example, to operate 
ageinst Japanese recovery by failing to take effective steps 
to. procure and transport to Chinese ports the types and 
amounts of raw materials--particularly coking coal--which is 
highly important to the execution of our program. The other 
FEC countries could additionally, vy use of boycotts and 
tariffs, discriminate against Japanese imports and prevent 
Japan from reaching its goal of self-sufficiency. With this 
in mind, we feel thet support for the US program might be ob- 
tained by offering these countries an additional opportunity 
to benefit from Japanese recovery by securing some repara- 
tion out of current Japanese production. Such a possibility 
might eppeal very strongly to the FEC countries as it appears 
that most of the claimants will be able to remove very little 
if any of the capital equipment which is presently being 
mede available to them from Japan. Furthermore, the claimant 
countries need for their economic rehabilitation rather -sin- 
‘ple forms of capital equipment (semi-finished products, 
transportation equipment and simple types of machinery) which 
Japan could furnish them, Foreign exchange difficulties are 
such that it would be difficult for some of the claimants, .- 
notably China, to meet their need through commercial purchases. 
Therefore, it is believed that reparation from current pro- 
duction night represent a useful element in any thorough 
going program for economtc rehabilitation in the Far East. © 


While there are cert#in disadvantages attached to any 
current reparation program, they are not considered suffi- 
cient to stand in the way of such a program provided US 
interests are sufficiently safeguarded. Since we will not 
support any reparation from current production until after 
Japan becomes self-sufficient, reparation will not increase 
US import costs. However, even after Japan becomes self- 
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supporting, care must be taken not to callow current reperation 
deliveries to interfere with the repayment of occupation costs. 
We feel it is quite possible in view of the transfer problem 
involved in maximizing Jzpanese annual dollar payments to the 

US ond in vie? of the probable limited nced of the US for -. 
currencies other than collars, that current revarstion deliverics 
could be provided without “ny r<-duction in the cormitment to 
repey Us occupation costs. Acditionally it is provided that . 
the reparation progr:m should nct be + lowed to infringe on the 
Japanese living st-nderds to such an extent that the objectives 
of the occupstion would be endengered. Studies undertaken by 

the Department have indiceted that Japan--under certain favorable 
conditions~—~might realize a trade surplus of $200 million annuslly. 
Since the proceeds of silk exports which Jzpan would be expected 
to assign to the US snnually in payment of occupation costs are 
unlikely to total more than about $50 million per year, Japan 
might, at a maximum, be able to furnish $150 million of repar- 
ation out of current production, Furthermore, while this govern- 
ment will not propose such a program, we might suggest, as the 
Secretary did at the CFM conference in Moscow with respect to 
reparation out of current German production, that any proposed 
current reparation deliveries should be equated to the value of 
capital equipment which the clrimant countries could have but 
did not remove from Japan, . 


* * * 


SOVIETS MAKE INTEREST PAYMENT ON On July 9 advice was received 
LEND-LEASE PIPELINE AGREEMENT from the Treasury Department 
Heth ‘4 that the Soviet Government 
had made a payment in the amount of $4,170,000 to apply against 
interest due July 1, 1947 under the Soviet Lend-Lease Pipeline 

Agreement of October 15, 1945. A note had been addressed to 
the’ Soviet Ambassador on June 24 requesting payment of interest 
due July 1 in the amount of $4,659,550.54, which amount repre- 
sented interest at 2-3/8 percent on $196,191,601.75, the total 
anount of principal so far officially reported to the Soviet 
Government. Informed inquires are now being made by the 
Treasury Department to ascertain the reasons for the smaller 
paynient, Our note of-June 24 stated that additional pzyments 
of interest due July 1 would be expected 4s further principal 
amounts are reported to the Soviet Government in coming months. 
Current estimates of transfers‘under the agreement of October . 
15, 1945 place the tofal principal amount at $233 million, with 
$18 million to be added should:Congress enact legislation to 
release for shipnent the remaining articles now suspended: in. 
accordance with the December 31, 1946 shipping deadline ‘as set 
forth in the Third Deficiency Appropriation Act of July 1946. 


s: o.r¢ 
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CERBALS (UI SERENCE PUTS NEED AT 50 MILLION TONS; World grain 
FOOD CON! :T' IONS REPORTED PUSH AND SATET LITES require- 





ments for 


the cow..nz year have been calculated at 50 million. tons by 

- the Int2rmetional Cereals Conference which closed in Paris 
July 12. This amount, labeled excessive by both US delegate, 
Secretary of Agriculture Anderson, and the Chairman of the 
Canadian Wheat Board, was arrived at by accepting, without 
any attempt to scale down, the submitted requirements of the 
participating countries. Indigenous cereals production in 
the importing countries of Europe is expected:to be much 

. lower than last year, due primarily to the droughts in south 
Europe and the harsh winter conditions in northwestern Europe. 


> Production Estimates Of Supplying Countries In the US 
total grain production for this year is expected to be 3.6 


points lower than last year even though planted acreage is 
0.5, percent higher. However, even with this decrease US pro- 
duction will still be one point higher than the 1942-46 
average, which is considered the test five years in US his- 
tory. Major decline will probably be in the corn crop, the 
drop being greater than the total amount of grain exported 
by the US last year. However, this crop plus stocks of corn 
on hand will be as large per animal unit as the average of 
the last ten years. The other areas of prime export are 
‘Canada and Argentina. (Of the 32 million tons wnich will 
probably be available for export this year, 14.5 million 
tons wili come from the US, 8 million from Canada and 5.5 
million from Argentina.) Canadian crop.prospects are com- 
parable :to ours. It will be six months before any figures 

_ are available on Argentine exportable surpluses, since the 
season is now-between crops. 


. . Russian Crop Prospects The Soviet Union, which is re- 
porting bumper crops, and does not participate in the inter- 
national allocation groups, will not make overall figures 
available. The Soviet success in preventing eastern European 
countries from attending the Paris. meeting on European re-. 
covery is thought to have been effected partly by the threat 
of withholding food supplies or the promise of large quanti- 
ties of food. Past use by the USSR of food shipments to 
needy countries for propaganda purposes is well known and 

is expected to be intensified in the future. Weather condi- 
tions in Russia have been exceptionally good and it is quite 
possible that her exporteble surplus will be sizeable. Other 
factors having a favorable effect on.1947 crops in the USSR 
are the increased number of tractors end other agricultural | 
machinery, more fertilizer, increase in the productive labor 
force and expansion of crop rotation. Embassy Moscow reports 


that 
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that Russia, as of the latter part. of June, was committed to 
exports of from 860,000 to 910,000 tons of grain. The - 
Embassy also estimates that increased production this year 
over last may be as high as five million tons. Whether this 
excess will also be used for export depends on Soviet stock- 
piling policy (never noted for its efficiency), the effect 
of bread being eliminated from the ration list, and the need 
for grain at home compared to the political benefits to be 
derived from exports. at S 


Conditions In Soviet Dominated Countries Food condi- 
tions in the satellite countries vary considerably. The 
Poles claim a deficiency in grain which can only be made up 
from abroad. Crop deficits for the year ending August 31, 
1948 have been placed at 1,202,000 metric tons. For the . 
period June l-August 31 of this year, the Poles claim that. 
they will need 85,400 tons of grain imports. The overall -_ 
shortage of grain, according to the Chairman of the Polish 
Central Planning Board, is expected to result in the slaughter 
of a large number of hogs at below usual weight, the animals 
to be exported in an attempt to obtain additional foreign 
exchange for the importation of grain and grain products. 
These official Polish estimates, both as to crop prospects 
and needed imports, are considered as highly exaggerated by 
Embassy Warsaw and by the special group headed by Col. Harrison 
of the Department of Agriculture, who has just completed a 
survey of Polish needs. Harrison denies that there is a need 
for imports of grain in Poland and his report quotes Polish 
officials as saying that while the absence of grain imports 
might slow down recovery in Poland, the lack of such imports 
is not likely to cause starvetion conditions. 


In Bulgaria it is expected that 60 percent of the har- 
vest can be saved, even though Bulgarian crops suffered 
heavily from freeze and drought. The government is forcing 
collection of grain from the peasants and so far has been 
eble to maintain the bread rations of 370-1200 grams. Meat, 
fish, fats and spring fruit are in relatively small supply 
with sufficient supplies on hand of greens, jam, wine and 
eggs. Soviet requisitioning has intensified the food shortage 
with some reports claiming that 100,000 to 2C,°00 tons of 
grain were diverted to Russia during 1946. Hcwever, a cer- 
tein amount of this may have been in repayment of earlier 


loans. 


Reports from various sections of Yugoslavia indicate a 
fairly comfortable food situation as compared with many of 
the western European nations. In the’ Belgrade area a number 
of major foca items are on free sale‘although the supply of 


fats, 
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fats, beans and flour is limited and the bread ration is con- 
sidered. too low by the population. However, during the past 
several years the ration has been kept at 3000 calories a day 
or higher for the normal consumer, Conditions in Czechoslo- 
vakia are. also consicered satisfactory, evidenced to some ex- 
tent by the decision of the government to double the white 
bread ration as of August l. 


Unlike the above countries, Rumania is faced with famine 
conditions. Reports coming in from all parts of that country 
call attention to the increasing number of deaths from mal- 
nutrition. US representatives there state neither private 
relief operations nor US aid is adequate and it is touch and 
go whether there will be mass starvation before the wheat 
harvest in August. The crop outlook is poor and it is ex- 
pected that the August wheat harvest will be consumed before 
the fall corn harvest, leaving no seed for planting. Govern- 
ment plans to collect the harvest are expected to aggravate 
the situation. Late in June, the Rumanian Minister of Indus- 
try returned from Moscow and announced that the Soviet. 
Government had granted Rumania 8,000 carloads of cereals. A 
back hanced slap was dealt the US in an announcement which 
Claimed that the price of wheat to be paid the Soviets was 
below world market quotations and far below the price paid 
for corn imported from the US. When the prices were offi- 
cially announced they proved to be as high if not higher 
than US prices considering transportation costs. 


Reports from Hungary are sketchy but it can be assumed 
that food stocks are insufficient anc that imports are neces- 
sary to maintain a minimum ration. 


Finland, of course, is always a high grain importer and 
has entered into trade agreements with the Soviet Union pro- 
viding for large rye imports, 


Continued US shipments abroad during the coming year 
have received the urgent support of the Cabinet Committee on 
World Food Programs anc increasec efforts will be made to get 
food to countries such es the UK, France, Italy, Austria and 
western zones of Germany, which are all operating on sub- 

standard ciets. 
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MEXICO ANNOUNCES Following consultation with US representa- 
IMPORT CONTROLS tives as provided for in the US-Mexican 
Bn g trade agreement of 1942, (see page 11, 
‘June 16, 1947 issue of Current Economic Developments), the 
Mexican Government announced on July 11 the temporary suspen- 
sion of the importation of certain Schedule I and non- 
scheduled items regarded as non-essential. A separate decree 
was issued announcing the increase of import duties on an 
additional selected group of commodities which are not enumer- 
ated in Schedule I of the trade agreement. It is understood 
that this action is a temporary measure to correct the cur- 
rent deficit in Mexico's balance of international payments 
and that it represents no change in the long-term foreign 
economic policy of the Mexican Government,, Mexico's Finance 
Minister stated that Mexico's dollar reserves, slightly more 
than $350 million at the end of the war, had now shrunk to 
approximately $200 million. 








The decree suspending imports became effective July 11 
but there are provisions for the granting of import permits 
on all shipments in transit and also for bona fide orders 
placed before May 18, 1947 for which payment arrangements 
have been fixed and which are to be delivered before October 15, 
1947. In addition, there is provision for special considera- 
tion in cases of grave injury to exporters or importers. This 
decree envisages shat quotas will be established to replace 
the suspensions and that these restrictions will ultimately 
be withdrawn as the Mexican balance of international payments 
improves. 


A National Import Control Commission, composed of the 
Director of the Bank of Mexico and representatives from the 
Ministries of Economy, Finance and Foreign Relations, has been 
created to implement the decree and establish import quotas 
and the distribution of these quotas among exporting nations. 


Included in the classes of commodities affected by the 
suspension order ares automobiles; certain fresh and canned 
foods; furniture; refrigerators; radio receivers, phonograpns 
and pianos; certain wearing apparel; jewelry, including cut 
diamonds; watches; glasswares; certain textiles; carpets; cer- 
tain cosmetics; wines and alcoholic beverages; kraft paper and 
cardboard; advertisements; catalogs and calendars; antiques; 
and certain fountain pens. 


The decree establishing increased rates of duties will 
become effective 15 days after publication on July 11. It af- 
fects the following classes of commodities: certain preserved 
fish; artificial fibers; unspecified essentia” oils; copper; 
lamps and lanterns; locks and keys; curtain rods; calcium car- 
bide; buttons; cigarette paper; trimmed felt hats; matches; 


and motorcycles. 
* * * 
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RECENT BRAZILIAN STEPS TO While no overall remedial finan- 
REMEDY EXCHANGE SITUATION - Cial plan has been announced by 
the Brazilian Government, Embassy 
Rio reports that a pattern of ection seems fairly clear. 
Fundamentally, the government is believed to be concentrating 
on expanding hard currency exports, limiting imports, and 
controlling and developing domestic economy by cirect methods 
such as increasing production and improving transport and by 
indirect monetary and credit measures. 








In 1945 and 1946 Brazil assumed important international 
commitments and extended fairly large credits to European 
countries. It appe2ars now that the government mey have over- 
reached itself. aA sharp drov in dollar belences began iast 
September when increased imports from the US at rising prices 
began to outweigh excort values. The favorable 1946 bslance 
of payments was ceceptive in that it involved a substantial 
increase in Brazil's holdings of blocked currencies anc con- 
cealed the shrinkaze of dollar balances. A large vart of 
the total foreign exchange reccipts consisted of sterl ing 
and other currencies of limited utility, whereas a substan- 
tial portion of the total remittances was in doliars. Ai- 
tnough Brazil's exports prices rose materially, the voiume 
was held down somewhat by export prohibitions imtosed to as- 
sure adequete supplies in the domestic market and as a price 
control measure. The result of these events is a complete 
reversai in the “creditor nation" psychology evident a:year 
ALZOs 


i 


Recent Steps To irvli-rcnt External Polis Loy The Embassy 
reports that the present cxt: rnal program is simpler anda bet- 
ter coordinated than the Comes~'c¢ program, which has not yet 
been well integrated. Significent steps, indicating a belief 
that immediate problems can be better solved unilatcrelly 
than through international org2nizations, have been taken 
this year to implement external policy. They are: 1) refusal 
to accumulate more blocked sterling; 2) licensing of certain 
lux imports in March; 3) restrictions on non-commercial 
remittances; 4) gradusl relaxstion of 1946 export. prohibi- 
tions, even at considersble risk of over-exporting and a con- 
sequent rise in domestic prices; 5) withdrawal from the IEFC 
to cbtain a free hand in exporting vice, vegetable oils, and 
beans to hard-currency areas at high prices. This objective 
wes considered so essential that the step was taken in spite 
of the possibility of adverse world opinion and the risk of 
aggravating the shortage of wheat and flour for which Brazil 
is dependent on I#FC allocations; 6) selective iimitation of 
imports and rationing of exchange for other remittances af- 
fected by new controis imposed June 4; 7) banking dill now 








before 
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before Congress authorizing the Centrel Benk to control all 
imports anc exports and monopolize all foreign exchange 
transactions ‘temporarily" and to render inoperative in case 
of need the 25 percent reauired gold reserve backing cur- 
rency. Another bill would authorize prior licensing of 411 
imports and exports as an emergency measure for one year 
with extension to a two-year period if necessary. 


Projection of the program might mean a tariff increcse, 
possible development of a aifferential exchange rate sysien, 
and a change in the exchange rate, elthcugh any intention to 
depreciate the cruzeiro has been emphatically denied by 
Brazilian officials. 


CONFIDENTIAL 
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FIFTH ECOSOC SESSION fThe Fifth Session of the Economic and 
OPENS ON JULY 19 Social Council will open at Lake 
Success July 19, The provisional 
agenca crlls for a report from a number of the Commissions-- 
the Economic and Employment Commission, Economic Commission 
for Europe, Economic Cormission for Asia and the Far East 

and the Commissions on Human Rights, Status of Women, Fiscal, 
as well as the Sub--Commission on Freedom of Information. 
ECE's report on its first snd secora sessions vill be flown 
to New York as soon es the SCE session 2cjourns in Geneva. 





The Seerctary-Gener2l1 will meke a report on relief 
needs after the termination of UNRRA. A progress report may 
be mide on the financial needs of devastated countries as 
well es an interim report on the International Chilcren's 
Emergency Fund. Aiso on the agenda are reports from the 
Preparatory Committee of the Internaticnal Conference on 
Trade and Employment, the International Timber Conference, 
and the Meeting of Experts to prepare for the World Conference 
on Passports and Frontier Formalities. 


Other items to receive attention will be the draft con- 
vention on genocide, social welfere, a proposal for the 
ercation of an authority respo~sible to ECOSOC for adminis- 
tration of the oil resources of the world, world trade union 
rights, world calendar, and negotictions with specislized 
agencies and non-governmental organizations. 


teal m * 
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NEw MIXING RESUIREMENT SUGGESTED The US delegation at the 
TO EET US RUSSER RESTRICTIONS =T0 Preparetory Committee 
now meeting in Geneva has 
proposed a compromise to meet objections of the War and Nevy 
Departments and the army-Navy Munitions Board to the provi- 
sion in the proposed ITO charter which would prohibit imposi- 
tion of the requirement that a certain percentage of total 
ruodver consumption in the US be synthetic. (See pege 11, 
June <3, 1947 issue of Current Economic Develicpments.) The 
commvromise proposeai wouid pronibit any mixing messure rcquir- 
ing the use of a specified amount of domesticelly procuced 
precret or restricting the use of an importcd convetitive 
product. Existing measures, however, are exc2pted with the 
proviso that they connot de cheangcc in the future to the 
Getriment of imports and they ‘vould be subject to negotia- 
tion for their reduction or vliminetion in the seme manner 

as tariffs. 











Military advisers to the delegation feel thet tne con- 
promise meets the s:nthetis rubber problem, assuring that 
spocifi.cetion cont trol existing at the base date would jpro- 
vide for the maximun utilization of synthetic rubber. Repre- 
sentetives of the War Departront, who feel that protection. 

the synthetic industry is essenticl for national security 
reasons, nave agrees to urge tne passage of the proposed rub- 
ber legislation which provides for end-product specification 
for two years if the compromise proposal is adopted at 
Goneve. The war Depertment prefers that april 10, i947 <P 
uscd as the Reged deve i. order that the amount of synthet 
ruober to be nrese sen be fined at an amount suffici ntly 
large to protect our "aanthatie industry properly. It feels 
that the cherter shovid meke clear that fox -cign synthetic 
rubbcr will not be included in the a. of syntactic pre: 
scrited for use in a. formeses and inat US rubber mixing 
requirements are not subject to future cheinge except vith the 
consent of the US 


© «ft 


RUBBER STUDY GPOUP Noting with grcat coneern the downward 
1 


MST LNG CUnULUDED trord in the market price of natural 


rubber, the intcrna tional Subbez Stucay 
Group, which held its fourth reeting in Paris from cuiy 1 to 8, 
recommended tnat tne governments coneerned should consider, 

as a matter cf urgontv, what actio1i they are ima position to 


&. 


cake to meet this difficurty. cur represent Avive at tne 

meeting urges corly artion on the part of the US to aid in 

“mpiementing the reeommendetion. It has been suggested tnat 
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the US consider: 1) the transfer of government stocks to 

the Army-Navy Munitions Beard; 2) the further releyation of 
Rubbcr Order R-1 to permit increased consumption of natursi 
rubbcr in the US; and 3) amendment of R-1l as soon es nossible. 


&ction cn the second suggestion has already been con- 
sidered enc the Commerce Department is planning to issue cn 
oman ndmcent to R-l within 2 week loosening restrictions on 


palc crepe 2nd letex. This amendment will not effect con- 
sumption of regular er ades substantially but another emend- 
mont now in process, which is expected to be rclesescd in 


scvcral weexs, wil onan the consumption pattern to the iinit 
possible within prev-iling security concepts. If totel rub- 
ber consumption declines as some manvfecturers predict, an 
increase in the ratios of permissible content cf neturel rub- 
ber may not lead to an inerease in consumpticn of natural 


The Study Group so 
the varticiprting gove! 
of which the principal fe 
snali be open to all coun 
rubber production, consun: 
considcr measures to expand world gonsump tion of rubber; 3) 
that it coisider how to céesl with speciel difficuities and 
subnit recommendations on the subject to the perticipsting 
governments; 2nd 4) that 12 maintain a secreteriat, to be 
locested in London, 


a 2 resolution recommending that 
ts accept new terms of reference, 
ures are: 1) that membersnip 

ies subdstantiaily interested i 
sion or trade; 2) that the Group 


- 


Tre Group examined the current statistical position or 
rubber out, because of the rany imvonderables which now atf- 
fect tae situetion, made no firm estimates for suppiy and 

emand beyond the ene of 1947. It was estimat es that in 
i347 sroduction of netursl rubber will be about 1,200 000 
tons and synthetic rubber about 515,000; total “consumption 
of natural rubber is estimated at about 1,060,000 tons and 
syntnetie rubber at 585,0CO tons, If the estima ces prove 


correct, stocks of naturai rubber at the end of 1947 will be 
140, 000" tons higher then at the end of 1946 and stocks of 
synthe etic rubber 70,000 tons lower. 





The meeting was aitended by delegates from Australie 
Selgiwi, Bolivia, Canade , Ceylon. Cucchoslovakia, Denmark, 
&euador, France, Hungery, Itely, Liberia, Norvay, tne Netner= 
janis, Sian, os. UK, British COs0liaes and Venezuela, v= 
servers were present from Brazii, Colombie, Finland, Guatemala, 

¢ , ! 
wv ~ 


Moxico, Poland, Fortugai, Sweden, lend, UN, and fal. 
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UK TAKES STEPS TO CURTAIL Tne recent announcerent of the 
DOLLARS SPENT FOR IMPORTS provisional import progrem for 
the UK on a slightly decreased 
scale for the 12 months from July 1 anc a statement that 
Britain faces a trade deficit this fiscel vear of £450 mil- 
lion indicate the increasing seriousness of Britain's eco- 
‘nomic and financial situation. To balance the account, 
imports, which are expected to total £1700 million, would 
have to be cut 25 percent below the level now contempiated. 
UK officials have pointed out that it is impossible to arrive 
at a final decision while discussions are proceeding regarda- 
ing the generai economic situation of Europe. It is quite 
provable, however, that a further curtailment of imports may 
be undertaken later. 











Import Program The vrovisional import program is out- 
lined as follows: 5840 million for food and agricultural 
supplies; £640 million for raw materials and supplies for 
industry; £55 million for machinery and equipment, including 
ships: £80 million for petroleum products; £40 million for 
tobacco; £30 million for consumer goods; and £15 million for 


film remittances. 


Action On General Licenses The UK has taken acticn to 
reduce its overseas expenditures by canceling its open general 
import license for fresh fruits and vegetables from any 
source, replacing it with a new open seneral license for a 
limited list of fruits and vegetables from all.sources. Cer- 
tain other fresh fruits and vegetables from specified Evropean 
countries with war-disrupted economics will be granted an 
open general license. Importers of fruits and vegetables . 
from countries other than those named in open general license 
orders may apply to the Ministry of Foodec for individuel im- 
port licenses. No licenses will be issued for imports of 
pears, plums and grapes from the US anc other non-Burcpean © 
suppiiers. : 


While we regret that the UK finds it necessary to tae 
this action, in the absence of any discrimination against 
the US there appears to be no basis upon which we could ap- 
proach the UK with a view to having the restrictions mocified. 
Board of Trade officials stated that since the UK undertook 
in the US-UK financial agreement not to discriminate against 
imports from the US, the new arrangements would appiy not 
only to imports from hard currency sources, but to imports” 
from all other sources, except for the war-cisrupted economies 
of Belgium, Czechoslovakia, Denmark, France and French North 
Africa, Creece, Holland, Hungary, italy, Poland and Yugosiavia. 


minergency 





DECLASSIFIED FOR PUBLICATION IN FOREIGN 
RELATIONS OF THE UNITED STATES 




















EEE Ei EE OO OOO 


SECRET 


=. BEST COPY AVAILABLE 


Emergency Film Measure Ina further effort to curtail 
doliar expenditures, enabling legislation was recently intro- 
duced into Parliament to give the Chancellor of the Exchequer 
authority to levy an ed valorem duty based on the earnings 
of imported fiims. UK officials emphasize that the film 
measure is simply enabling legislation to be used only in a 
serious emergency. 


UK HOLDS UP AVIATION NEGOTIATIONS WITH UK-Yugoslav civil 
YUGOSLAVIA WHILE CONSIDERING US PROPOSAL air negotiations, 

under way in 
Belgrade since June 30, have been suspended by the British 
Ambassador while awaiting further instructions from London. 
Meanwhile, Ministry of Civil Aviation officials are giving 
urgent consideration to our propcesal for an immediate and 
firm US-UK understanding that neither will grant transit or 
transport privileges in the occupied areas to non-occupying 
powers without joint concurrence to be conditioned upon our 
obtaining required aviation rights from the countries con- 
cerned. We have also asked that tne UK withhold assistance 
to Yugoslavia in obtaining air services to the Middle East 
until there is concrete evidence that Yugoslavia will effec- 
tively assist the US and UK to obtain satisfactory civil 
aviation rights in other Balkan countries. While awaiting 
higher level consideration of these proposals, UK civil avia- 
tion officials have requested their negotiators in Belgrade 
to avoid any action which would prejudice their acceptance 
or this understanding. 








The British are following up an unexpected Yugoslav offer 
of an air agreement made to Noei-Baker in the middle of June 
during the course of ciaims discussions. Substential agree- 
ment has been reached on the text of an agreement, entirely 
in accord with Bermuda principles, hich the UX intends to 
use as a model for agreements with other Balxan countries. 
The Yugoslavs have specifically requcsted British assistance 
in obtaining permits to fly over US and French zones of 
Austria and in securing air rights in Turkey and Egypt. 


In the past we have had a tacit understanding with the 
UK that each would continue individually efforts to conclude 
Bermuda type bilateral agreements with Soviet influenced 
states on the general theory that the success of either would 
enhance the chances for the other by providing a lever of 
non-discrimination. Recently we have become deeply concerned 
over aviation developments between Soviet influenced states 
and other powers, Our request for an even closer coordinution 
of aviation policies in this area arises from our belier that 
the UK-Yugoslav negotiations are part of a Soviet ruse to ob- 


tain outlets into western Europe for Balkan carriers. 
* * * 
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DEADLINE FOR UK STERLING TR..NSFARS FARTIALLY RELAXED; Sterling 
ILPORT DISCRIMINATION ..MONG COLOVIES CONSIDERED BY US Transfer- 

ability 
In anticipation of the July 15 ¢eadline unéer Sections 7, 8 and 
10 of the anglo-anerican Financial Agreement, the UK has been 
concucting negotiations with a large number of countries lo»ok- 
ing towarc the free transfer2bility of sterling for current 
transactions. To cate, transferability arrangements have been 
completec with most of the countries of the world, but there 
still rerain some with which it appears that settlement will 
not be completed before the Ceacline. 








The UK has therefore requested the US for a short exten- 
sion with respect t> 14 countries (Austria, Bulgaria, China, 
Denmark, France, Greece, Hungary, Paraguay, Polanc, Rumania, 
Sier, Turkey, USSR, anc Yugoslavia). 


Pursuant to NAC r-licy on this matter, the British will 
be acvised that we will give favorable consideration to an 
extension of the deadline for not more than 60 days in those 
cases where it is impossible to complete arrangements before 
July 15. However, we will attempt to secure an agreement 
that all sterling accruing to these countries after July 15, 
1947, siall become freely available for current psynents 
retroactively 2s soon as the necessary 2rrangements are con- 
pletec. 


The British will also be expected to acrinister their 
foreign exchange control with non-sterling area countries 
with which no formal transferebility agreerents are conten- 
pletec in such a way as to permit transfers freely for all 
current transactions. arrangements relating to the settle- 
nent of debts cue the UK from other countries (e.g., France, 
Czechoslovakia and Denmark) shoulc be effected by means 
which co not limit the trensferability of sterling for cur- 
rent trens-.ctions. 


Quantitative Inmoort Restrictions In Colonies Under 
Section 9 Section 9 of the Anglo-American Financial agree- 
ment provices thet, with certain exceptions, the UK will, 
after December 31, 1946, administer its quantitative import 
restrictions in such a manner as not to ciscriminate against 

mports from the US. Although there is nc specific reference 
to the colonies in the Financial Agreement, the UK uncertook 
in 2 subsequent exchange of notes with the US to apply the 
principles of Section 9 to its eoclonial dependencies. How- 
ever, the exect manner in which Section 9 would be implemented 
in the coloniel Cepencencies, and particularly the question 
whether the colonies woulc have the privilege of ciscriminat- 
ing in favor of the UK, has never been settled. 
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In & memorancum which the UK proposed to send to its 
colonial governments on the implementation of this section, 
the UK states that since the colonial cependencics form a 
single group with common foreign exchange reserves anc a COL 
mon quota uncer the International Monetary Fund, sny expenci- 
ture by any member of this group outside that bocy is equally 
a strain on the group's foreign exchange reserve. (See 
page 4, Moy 19, 1947 issue of Current Econoric Developments.) 
The National Advisory Council has been stucying the essen- 
tial feeture of the British proposal which provides thet any 
nember within tne group composed of the UK and the colonial 
cenencencies may aiscriminnte in favor of any other member 
of the group in administering its quantitative import con- 
trols. The NAC has steted thet in its opinion it is not : 
necessery for US representstives negotiating this matver with 
the British to regarc that Section 9 prohibits the UK, its 
colonial cependencies or its mancatec areas rror ciscriminat- 
ing in favor of one ancther's procucts in the administration 
of their quantitative import control. 4n aice nemoire to 
the British is now being preparec in consuitation witn the 
Department of Commerce. 
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FRENCH TO BS CONS'LTED O01 GERMAN LEVEL-OF- A top-level 
BNIToPes Acne aul, Cx TO aCi ON CUnL ici2$ decision has 


been taken to 
suspend for the time being any further snnouncement on the 
revised leveoi-of-industry agreoment resched by Generals Clay 
and Robertson for the bizonal area in Germany. Until the 
French Government hes had a reasonable opportunity to discuss 
this ouestion with the US and UK, technical description of 

the agreement will not be announced or circulated, These 
decisions were taken 2s e result of immediste end violent ad- 
verse French reaction when they were informed last week of 

the US--CK decisions on &@ new level-of-industry for the bizonel 


. 


ves in Psris were given e virtual 
‘neg into Giscussions on Germany 
ch. Bidauit indicated that con- 


e 
"dressing down" en 
without consulting the 
firmation and imdiercn on of such decisions would place 
the present governrent France in an untenable position 
ana tnac nis personal resignation would then be a foregone 
conclusion. the French Foreign Minister expressed particul2r 
coneern with the effeets of such decision on French public 
opinion, pointing out that a level-of-incustry agreement re- 

sed apr fd wenid tend to convince the Frencn people that 
pa anc Europcen Cormuaists in generri are justified in 
their shabas that Secrevary Mershall's proposal would have as 
its first result the rehnzbilitetim and re sonstruction of 
Germeny. Cormen psychologicri attitudes, tne French soy, 

i i egeinst Frencen reaction, and Germany 
e thesis tnat France is cormitted 
ttitude has been further amplified 
to US and UK anmbesssdors in Paris in 

°15S chagrin is expressed at the score of 

the 1 US- Te nogotia tions. Equelly with tne level-of--industry 
program, the French are perturbed 2bout the scheduled US-UK 
conference on the evel mines in the Ruhr. (See page 1, July 7, 
1947 issue of Current Economic Developments.) The charge is 
made in the Bidauit letter tnat control of the mines and a 
change in tne level-of-industry is cutside the competence of 
the current adrinistration of a zone by any occupying power. 
These matters, he contencs, can only be settlea by the Council 
of Foreign Ministers and a future peece conference. To assist 
Germany now while US assistance to Europe is still uncertain 
would mean giving priority to the reconstruction of Gerneny 
over Fronce 2nd the other countries. He concluded by stating 
that confirmation of the messures contemplated by the US and 
UK would force France into making - formsl pubiic protest. 


t 


Other 
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Other MRP le-cers in France have reacted along sirilar 
lines, cherging that US-UK ection is linble to torpedo the 
Peris Confercnces. It is statcd further that carrying out 
the proposals on Gerrsiny will result in e French Communist 
victory in the October cicctions. Communist propaganda is 
gaining ground throughout France on the charge that the US 
is pouring moncy into Gcrmany in order tc protect america 
vested cabsrens there, that reparations are being ebsndoned, 
that the resources of the Ruhr are being lost to Frencs, and 
that Fron ich security is being placed in Jeoparay. an increase 
in the level-cf-industry, MRP leaders feel, will give a cer- 
tein anocunt of velidity to these charges. The plea is rade 
from various ausrters thet any announcement on Germany be 
withheic until the Comittee of Cooperation formulates its 
program enc initial stens ota Hy. implementing it ere taken. 





While the French resection precipitsted US concern over 
the possible effects of the announcement of 2 new industry 
ilevel, we are 2lso very ruch concerned sbout the effeot such 
emcnt would hve on the repars tions picture 2nd on 
2235 with the other western European powers now de- 
velopin 8 Murorcan reconstruction progrsm. It would have 
cult t) convince many of the nations particip-ting 
1 


an announs 
2 


ks °f the necessity of a new ievel-of-industry 
progran which fixes the emount of cs pst el] equipment which the 
bizonal srea in Germeny will be permitted to retsin in verious 
fields and the amount to be mrde aveilablie for reparation, at 
al tine when they re oy in considering the requircrents 

r Furopean recovery and the resources sv2ilsble to then. 
poe staterent claborating the details of the cgreed levels 
would piay into the hands of those grounds actively sceking 
ve undermine tne inplenentation of a Burcpean reconstruction 
program. The intimate rcelction between the recronstructicn 
Siam being developed and the economic crpacity of Gcrmeny, 
particulerly thet of the US snd UK zones, ernnot be overlooked 
and discussions sre now taking pizce in Washington es to the 
possible necessity of revising the new 2greement in the lignt 
of the results of the Prris Conference. 


The US-0K coal discussions scheduled to take plece in 
Washington concerning management end control of the Runr rines 
intensified French fear thet Germany woulé be given priority 
over France, Preparations for these discussions hit 2 snag 
with the British over extension of the agenda to =11 matters 
concerning the bizonel area, including financiel and procure- 
ment resconsibility. In sever2l convers:tions 4mbessedor 
Dougiezs imprcesscd on Bevin the necessity for holding these 
talks and limiting them tc matters of 2 purcly technical 
nature. Bevin sgreed to submit the qucsticn to the Cabinet 
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this week for final decision. The British Foreign Secretary 
stated thet while he was agreeable to limiting the talks to 
the original agende, the UK representatives participating in 
the discussions would be instructed to impress upon us that 
dollar expenditures for food and consumers goods for miners 
as well as for mining equipment was a financiel burden she UK 
coule not carry. No objection was expressed to discussing 
the effect of the uncertainty of mine ownership on coal pro- 
duction and ways 2nd means by which these adverse effects, 

if any, could be eliminated, 





RELATIONSHIP OF GERMANY TO PROGRAM In recognition of the 

OF EUROPEAN RECONSTRUCTION OUTLINED fact that conflicts 
exist-in the direct US 
interest in Germany's economic recovery and in our desire to 
aid the economic recovery of Europe as e whole, certain prin- 
ciples covering the reietionship of Germany to the European 
recovery program heve been forwarded t>oClay for his guidance. 
(See page 4, July 7, 1947 issue of Current Economic Develop- 
ments.) It ‘has been agreed that we should make known our 
willingness, when the question arises, to have our zone of 
Germany coilaborate fully on the preparation of European pro~ 
posals to reduce tne European requirements for aid from the 

US and carry out agreed recommendations. No initiative is 
called for on the part of our zone but the occupied area nust 
be represented when European recovery plans are being prepared. — 














it is recommended that in eases where the restoration of 
normal international commercial relations between Germany and 
the rest of Europe vould involve an increase of US doilar 
expenditures for governing our zone, or a delay in the attain- 
ment of a self-supporting German economy at ean appropriate 
standard of living, funds for German expenditures shall be 
increased or the German economy compensated through US provi- 
sion of sufficient relief appropriations to the country or 
countries concerned to enable them to pay Germany. 


Clay is to consult with other European countries and 
international organizations representing these countries in 
matters of German production and trade and cnsure that, in 
the selection of items for export, emphasis is given to goods 
needed by European countries for thoir economic recovery and 
rehabilitation insofar as these countries may provide in pay- 
ment the imports Germany needs or foreign exchange with which 
such imports could be purchased. However, any transactions 


leading 
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leading to a restoration of generel European trade and normal 
international comrercial relation which involve increased ex- 
penditures in Germany or delay in German recovery are to be 
-referrec to Washington for decision. 


Specific Problems teeolved From the point of view of 
German recovery it is generaliy desirable to keep raw meterials 
in Germany for fabrication and export; whereas from the view- 
point of European countries it would often be more desirable 
for them to import German raw materials and finisn the goods 
themselves, in the case of coal, agreement was reeched at 
Moscow among tie US, UK end French. Policy decisions still 
remein to be mace, however, on timber and textiles. Further- 
more, luxury goods generelly bring a high return for the 
coal anc materials going into them. as a result, there is a 
tendency in Germany to produce this type of goods for export 
to the US rather than producing industrial equipment badly 
needed in Europe but naving a lower return. Scercities make 
it moceesary to European recovery that limited goods be alio- 
cated in an equitable manner. However, due to the administrea- 
tive difficulties, we have not taken such ac tion. 





Iv is to cur interest in Germany to cbtain cash for ex-- 
ports; however, European nations, being short of cash, would 
be aidca if they could cobtsin Germen goods on credit. Also 
the desire to maximize the proceecs from exports has ied to 
high prices. This adversely effects European purchases as 
they are short of foreign exchange. It may also, in the long 
run, be contrary to Germany's best interests as the customers 
mey turn to otner sources, 


US procurenent policy has linited imports to absolute 
essentials. This has made it impossible to accept other 
goods in payment for services rendered ar goods sold to 
countries which cennot pay in dollars or give essential goods-- 
such as vegetables from the Netherlands and fruits from Italy. 
in this connection OMGUS has recently recommended a formula 
whereby agricuitural products from nearby countries can be 
imported into Germany partly through the use of appropriated 
funds and pertly on deferred payment principies. 


Regarding international services, European countries 
need German services but find difficuity in paying for then 
in a manner acceptable to occupation authorities. Czecn use 
of German rail facilities for western imports is an example. 
Czechoslovakia may not be =ble to pay for the needed service 
either in dollars or essential exports to Germany; therefore 


eitner 
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either an increase of German irnports which are absolutely 
essential or of lowered trensit rate charges would help the 
Czechs. France wants to recruit workers from German PWs 
held in France or from German laborers in our zone. They 
are willing to pay them but want to arrange remittances to 
Germany so there will not be a loss to the French cconony. 
~ have suggested a compromise which is to be worked out in 
eris. 


On the other hand, European countries are deprived of 
revenue they formerly received because Germany no longer 
uses certain of their services. We have received protests 
from the Dutch cver occupetion authorities' refusal to let 
Dutch barges haul traffic between German Rhine ports as they 
normally did. additionally, both the Dutch and the Belgians 
have for some time been requesting our occupation author- 
ities to use Rotterdam anc Antwerp for German exports and 
imports and agreement has just been reached on the use of 
these ports. 


SECRET 
* * * 
UNCL:SSIFIED 


SALE OF SHIPS TO TURKEY .UTHORIZED Under authority of the 
UNDER GREEK--TURKEY salD LEGISLATIUN Greek-Turkish Aid Bill 
Secretary Marshall has 
requested the Maritime Commission to make arrangements for 
the salc of six government-owned cargo-passenger vessels of 
mecium size and prewar construction to the Turkish Government. 
This measure is intended to strengthen the Turkish transport 
svstem by improving the merchant marine on which Turkey is 
more dependent than ever by virtue of the deterioration of 
rail transport. The ssie is to be on a cash besis with 
Turkish Government funds and will nct involve exvenditure 
of any US funds uncer the Turkish aid program, The Secretary 
has also requested expeditious action on the Turkish applica- 
tion for four surplus wer-built vessels, inciucing two 
Victories and two tankers, under provisions of the Mercnant 
Ship Sales Act of 1946, 
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NT STATEMENT Although to date negotia- 
EF NEGOTIATORS tions with the Soviets on 
the settlement of lend- 
iease matters have been largely exyploratory, we anticipate 
that active bargaining will commence shortly as a resuit of 
the submission by the US negotiators of a statement of the 
main points of the provosed settlement. 


US SUBMITS SETTLEME!} 
TO SOVIET LEND-LEAS| 











Disposition Of Lend-Lease Articles Dealing with the 
important issue of vessels lend-leased to the USSR, the US 
statement proposes that in accordance with the terms of the 
Lenc-Lease Agreement these ships should be returned to the 
US. However, certain classes are subject to subsequent pur- 
chase on mutually satisfactory terms. Although the statement 
provides that some lend-liease articles of combat type now 
held by the USSR may be retained by them without payment, we 
propose to maintain the right to recapture any or all of 
these articles, prohibiting retransfers of any of these arti- 
cles withcut prior US consent. With excertions, transfer of 
title.to the USSR may be made on other articles now in their 
possession, provided satisfactory payment has been made. In 
addition to certain categories of vessels and combat items, 
these exceptions include goods lost, destroyed or consumed 
during the war, items transferred under the cash payment 
agreewent of May 30, 1945 and articles delivered under the 
terms of the Pipeline Agreement of October 15, 1945. 





Patent Rights And Claims The statement proposes that 
the settlement continue in effect the provisions of Article IV 
of tne Agreement of June i], 1942 dealing with patent rights, 
and includes either provisicn for satisfactory arrangements 
with the owners of patents on 011 refinery processes, or the 
making of a lump-sum payment to the US to cover the patent 
owner's interest. Payment of an agreed sum will be expected 
from the USSR on certain specific relatively minor claims 


relating to lendi-lease. 





Commercial Policy, International Trade And Local Currency 
In accordance with established practice we will ask that the 
settlement agreement contain a reaffirmation of Article VII 
of the Lend-Lease Agreement dealing with non-discriminatory 
commercial policies and expansion in international trade, 
local currency and proverty provisions. 
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DISCORDANT NOTE “ARYS With speeches reflecting eastern and 
END OF ECE S5col0N western disagreement, the second ses- 
sion of ECE acjourned on a discordant 
note at Geneva July 16. From a formal point of view the pro- 
ceedings of the session were satisfactory to us, with a 
majority vote rule adopted, committees and subcommittees 
given adequate terms of reference, and a common sense program 
of work outlined by the Executive Secretary. The general 
atmosphere at the windup was most unpleasant, however, with 
the USSR delegate making a provocative attack upon the US, 
UK and France, whom he charged with taking steps at this ses- 
Sion to split Germany and Europe, with ignoring the priority 
of allied nations devastated by war, and with pressuring 
small nations. The US representative then stated this was 
not the tire for debate and expressed hope that future meet- 
ings would help overcome risconceptions. The UK delegate 
made an angry reply, denying all Soviet allegations and the 
French representative mace a similar, but more temperate, 
statement. The Belgian representative, speaking for the 
smaller nations, heatedly denied direct or indirect pressure 
from the US, UK or France at any time. 











The US delegation believes Soviet conduct at the session 
further alienated all western powers including the Scandina- 
vians and made Czecn and Polish delegations very uncomfortable. 
This gained nothing for the Soviet bloc and actually seemed 
to strengthen ties among member nations outside the bloc. 

The Polish and Czech delegations were at obvious pains to 
make small gestures of indepencence where possible, generally 
by abstaining on votes. Unlike the Yugoslavs, when they 
spoke in surport of Soviet positions the Foles and Czechs 
were temperate and careful not to criticize western powers, 
The Scandinavians attempted to be concilietory, but their 
support of UK and US positions was never in doubt. There was 
a readiness of smaller western powers to speak in their own 
behalf that vas lacking entirely in the first ECE session. 
Executive Secretary Myrdal played an active but not conspicu- 
ous role and made a good impression. 


In spite of satisfactory decisions on organization, the 
US delegation is pessimistic about the usefulness of ECE and 
our doubt as to the capacity of the various committees to 
perform their quasi operating functions, particularly on 
allocations, seems shared by vvestern representatives. Nev 
theless, the delegation believes an earnest effort should be 
made to work through the committees es far as possible. Some 
delegstions, particulerly the Scandinavians, still believe 
that ECE will be the major agency for economic reconstruction 
in Europe if agreement betwecn the big powers is reached at 
the next CFM meeting. 


DECLASSIFIED FOR PUBLICATION IN FOREIGN Newly 
RELATIONS OF THE UNITED STATES 








ee ee 


BEST COPY AVAILABLE 


SECRS 
<< o 


Newly established committees and subcommittees are to 
meet on tne cell of the Exrcutive-Secretery in August or 
early September. The third ECE session is to be in Jenuary 
1948, with tacit uncerstending thet the session would be of 
doubtful value before results of ths next CFM meeting are 
known. 


Absorption or "a" Orgenizetions Resolutions were ap- 
proved establishing committees which will perform, among other 
things, the runctions formeriy assigned to ECO, ECITO and SECE, 
end it is generally felt the terms of referonce agreed upon 
are adecuete. 





Agrveo2r.cont wes reached cerly in the session on the report 
of tne ira:c:port Experts, and wnile the US was not adle to 
nut througii eil changcs it desired, our delegation expressed 
reasonarle satisfection with the results. it was provided 
that ECE esteblish an inland Transport Committee which will 
serve 2s a forwa for Giscussion, siimulate international co- 
operation, and promote egrcement bet-vecn governments on long-. 
term Doiley in this ficid end complete esseatial ECITC tasks. 
Membership on the co~.ittee shaii be open to all governments 
members of ECE anc *~o — suropes nN governments invited by 
ECE to sapeandeas:. Recommendations or tne committee shall 
be submitted to RCZ but se they do not affecc other spheres 
of ECE activity and do not invo.ave intcrgovernmentsl instru- 
ments on iong-term transport policy, recommendations could be 
surmitted directiy to govertzrents unless ECE gives instructions 
to the convtrery, It wes stressed that measuies should be teken 
to continue without interruption ECITO functions until trans- 
ferred, teking into 2cccunt tne resclution of last May that 
ECITO shall be jicuidated not later thrn September 27, 1947, 





The final resolution establishing the Coal Committee pro- 
vides for: i) absorption of certsin ECO activities; 2) sub- 
mission of all committee reports to ECE except those on allo- 
cations, which may be mede direct to the governments concerned 
provided the allocation jdecisionus heve the approval of all the 
governments dircctly conccrned; 3) certain technical recommenda- 
tions may be transmitted directly to the governments concerned; 
and 4) subcommittees mey be established to handie related mat- 
ters. The Coal Committee will, in addition to making alloca- 
tions, promote increased supplics of coal and consider certain 
longer tcorm aspects of the coal problem, giving due considera- 
tion to the possible develcpment of other sources of power. 


Agrooment wes reached also on the transfer of essential 
EECE activities to ECE. To eccomplish this, the resolution 
establishes a Comrittee on Electric Power; a Committee on In- 
Custry and Meterials, with subcommittees on timber, fertilizer 
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and alkalis; cnd a Penel on Housing. The Industry and Materials 
Committee is empowered to recommend the allocation of materials 
in short supply declared available for this purpose. Where 
possible allocation recommendations are to be made through other 
international orgenizations (FAO, IEFC) or in consultation with 
them. Like the resolution on the Coal Committee, it is provided 
that allocations mey be recommended directly to governments pro- 
vided there is approval by 211 governments directly concerned 
and membership recuirements are similar to those provided for 
the other committces. Whiice the Soviets raised no objections to 
the committees as such, they constantly proposed smendments de- 
Signed to decr-ase their authority and responsibility; seeking 
to delete refcrence to allocetion functions and authority to 
meke recommend=tions directly to governments or to consuit with 
other international organizations; and to prohibit the commit- 
tees from setting up subcommittees, 


Relations ith Control Authorities after two days of dis- 
cussion, a resolution was adopted on relations with control 
authorities which stresses the importance of economic relations 
between Germany end other European countries and provides that 
consultation be continued with ACA regarding the establishment 
of liaison in Berlin and that the control authorities be con- 
sulted regarding organizational arrangements required to imple- 
ment the trensfer to ECE of the functions regerding Germany of 
ECO, ECITO and FECE. The latter provision was strongiy opposed 
by the USSR, Yugoslavia, Byelorussia and Polend, and efforts 
were mede to have the whcle question removed from the agenda. 
Great impcrtance was atteched to German liaison by all non- 
occupying powers outside the Soviet bioec 2nd it is interesting 
to note that Czechoslovakis and Poland abstained in the final 
vote aithough the Soviets had made strenuous efforts to «seep 
them in line. 





Me jority Voting Ruie Adopted Tne US-Luxembourg proposal 
that decisions shall be made by a majority cf members present 
and voting was approved 12 to 5. ‘Throughout the discussion tac 
Scandinavians stressed the importance of unanimity or near 
unanimity and attempted to discount the significance of regula- 
tions concerning voting procedure. After adoption of the major- 
ity rule, the Swedes proposed a supp.remental resoiution stress- 
ing the importance of unanimity, which was adopted o to VU witn 
10 abstentions. The US representative ennouncec iniention to 
abstain because the resolution implied that at some future date 
ECE, contrary to the provision established in the charter for 
ECOSOC, might adopt a rule acquiring decisions by other than 
simple majority. The Soviets, whom the resolution was intended 


to conciliete, made no statement and also abstained. 


* * ~ 
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AGREFMENT REACHED WITH ITALY ON RETURN The Italian Govern- 
OF Oil PROPERTIFS TO lS AND UK COMPANIES ment and US and UK 





oil companies in 
italy have reached an agreement on conditions under which the 
properties of those companies will be restored to them. (See 
page 14, March 17, 1947 issue of Current Economic Develomments.) 
Approximately tvo years ago the Italian Government adooted 
the necessary legislation to effect desequestration, but the 
companies refused to take their properties back until tne 
italian Government assumed the heavy employee financial ob- 
iigaticons incvrred during the government's control and opera- 
clon of the properties. Sinse that time the companies have 
tried unsuccessfully to negotiate an agreement with the 
Italian Government on the employee liability question, 











During discussions with the Italian Economic Mission 
concerning an overall financial agreement, the matter was 
introduced and, except for a few minor details related to 
iabor unions remaining to be settled, a satisfactory agree- 
ment has been reached along the foilowing lines: 1) The US-UK 
oil companies have agrecd to reemploy approximately 95 percent 
of the present tersonnel of thcir properties which have been 
under Italian Government ownersnip and control since July 31, 
1942 wnen tnese proepertics were sequestered by the itairaa 
Government: 2) AGIP (the Italian Government petroleun company 
anto wuich all the petrolewn companics were merged or. July 31, 
1942) with the concurrence of the Italian Treasury has agreed 
to pay full indemnity to the companies for the period or 
Italian Government operation of these properties beginning 
with the date of sequestration and ending with the aate on 
which the companies reemploy the personnel as provided above; 
and 3) the properties will be restored to tne oil companies 
together with all assets, including the employee compensa- 
tion funis, which were on hand at the Gate of liquidation on 


July 31, 1942. 


Agreement has aiso been reached es to the division of 
the Italian petroleum market or import trade among the various 
companies. US companies have been allotted 34 percent of tne 
trade, The head of the italian Mission stated that percent- 
ages allotted to the foreign companies had been increases at 
the expense of domestic companies. Some question has arisen 
becveci representatives of the US oil ccmpeny subsidiaries 
in Italy wnether this alliccation should be divided between 
the existing US supdsidiaries in italy or mainteined as an 
overall US position within which all US companies would com- 
ovete. We have taken the position that this is a matter to 
be settied betveen the US cil companies and the Italian 


Government. 
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With respect to oil companies! claims for damages, it 
is planned thet the agrecnenc now being negotiated betveen 
the Italian and US Governments will contain a provision in- 
terpreting tne obligations of the Italian Goverrment under 
Article 78 of the Pcace ilreaty. This provision will state 
that the Italian Governments 1) will provide fuil compensa- 
tion for the ncrmai deterioration or minor damages suffered 
by the 011 comsanics during tie period of their operation by 
tho Italian Government, and 2) wiil have the option either 
to provide comensetion to ime extent of 66-2/3 percent or 
compleveiy to restore the substantial war damages suffered 
by these properties. 


DN LEBANK cE LS CODY NS The Eximbank is currently studying 
AUSTRTE N CHeell -ROSRCTS the first group of projects sub- 
mitted by Austria for financing 
ets total about $12 million and in- 


by ‘Sne Bank. ‘The projec 
clude $5.4 miljion for 3 naterials and $5.9 for capitel goods. 

It is peoposei that these projects be financed threugh lines 

of credit to the or dtanctalt end Laendurbanzx end guaranteed 
by the Austrian Government. Raw materials wouid be financed 

under short term crecits, and capital gocds on medium or 


long-term basis. 


Although the Eximba:k Board of Directors may possibly 
begin formal consideration of these projects shortiy, deci- 
sion may not be renched for severai weeks. It is net antici- 
pated that any action will be taken on Austria's pending 
cotton credit aepplicaticn until a decision is reached on the 
eabove-mentionec projects by the Bank, which are considered 
of 2 higher priority. 


Meanwhile, we have ied Legetion Vienna concerning 
the desirability and practi cicability of financing textile 
machinery for the reconstruction of a spinning plant in 
Wiener Neustadt, for which the Austrians submitted a project 
emounting to $1,100,000. In particuler, we have asked 
whether this pient is of enough importance to werrant re- 
habilitation despite the large Spinning capacity existing 
eisevnere in Austria, and vhether this plant could operate 
end dispose of its output without undue outside interference. 
Without strong justification, the Eximbank is unlikely to 
consider this project for various reasons, including a two- 
year waiting pcriod for the delivery of this particular 
mechinery. 


2.2 
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aif POLICY _ COMMISSTON Upon the recommendation of the 
LPPOINTSD BY PRESIDENT Secretaries of State, War, Navy and 
Commerce and of the Air Coordinating 
Committee, the President has established a temporary Air 
Policy Commission, composea of priv:.te citizens, to study 

our nationel aviation poiicies and programs and assist in 
formulating an intcgratcd national aviation policy. The 
Commission is specifically cn-rged with the study of current 
ana fucure US sviation needs, including commercial air trans- 
portation end the utilization of aircreft by the ermed forces; 
the na-uire, type and extent of aircraft and air trensporta- 











tion islistrios desirable or essentiel to our netionel 
security 2.0 welfare; methods of encouraging needed develop- 
ments in tne aviation and air transport industries; end im- 


proved Orertilzation and procedures for government handling 
of eviation matters. Bcceuse of the urgency of the problem 
the Commission is requested to suomit its final recommenda- 
tions to the President oy January 1, 1948. In its work the 
Commission is to have full cooperation or all agencies of 
the governme:t including the Air Coordinating Committee, 
which will make availcole an interim repert on US aviation 
policies. Tnomes K, Finletter is to serve as Chairmen of 
the Commission. Other aproin tees include George P. Baker, 
vice chairman, and Henry Ford cd, Palmer Hoyt, end arthur 
Dare Whiteside. 

Meanwhile the Senate has passec the Brewster Air Policy 
Bill (S-1453) as a substitute for the House-passed Hinshaw 
National Aviation Council Bili, which had been supported by 
the Department. (See page 17, april 7, 1947 issuc of 
Current Economic Deve elopments.) Tne temperary board envisaged 
by the Brewster Bili wouid consist of representatives from 
State, War, Navy, Commerce, vt hous es of Congress and non- 
government Presidential appointe would be limited in scope 
to the study of the needs of the “elvenate manufacturing in- 
dustry and would have no effect on tne ststus of the «ir 
Coordinating Committee. The possibility of a Presicenticl 
veto has not been ruled out in view of the appointment of 
the temporary commission to study all phases of our netional 


aviation rnolicy. 
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REOP OF aVIATION T.LKS The President has signed a 
WITH CO REQUESTED BY US letter to President aleman 

requesting the reopening of 
Mexican-US discussions for a bilateral air trensport agree- 
ment. It is hoped negotiations can be scheduled for early 
in &ugust. Twice over the past 18 months formal negotiations 
for an air agreement have been suspended, largely because of 
Mexican insistence upon a predetermined division of airline 
capacity and disagreement over certain of the routes sought 
for US carriers. (See page 7, July 29, 1946 issue of Current 
Economic Develooments.) Since the breakdown of negotiations 
in July 1946 ovr carriers, some of which own substantial 
interest in Mexican air transport corporations, have sought 
operating rights in Mexico through private arrangements. We 
are concerned that this procedure, if successful, may result 
in the establishment of special interest routes only and 
possible failure to implement the C:.B Latin Americen route 
pattern. 
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UANTITATIVE RESTRICTIONS AND VOTING ARE MAJOR The two 
OUT ING PROBLEMS AT GENEVA TRADE CONFERENCE major out- 
standing 

Charter problems remaining to be solved at the Geneva trede 
conference are the use of quantitative restrictions and vot- 
ing, according to a report of the US delegation. Discussions 
on state trading articles are just getting under way,-but it 

- is not anticipated that there will be any great difficulties 
on that subject. Progress has been!lagging recently, but 
ouee have been taken to accelerate. the work of the subcom- 
mittee. : 








: Quantitative Restrictions A critical situation has de- 
veloped with regard to the under-developed countries, which 
have suggested numerous amendments ito the Charter which 
would, in effect, release them from any provisions against 
quantitative restrictions. These countries--New,Zealand, — 
India, Cuba, Chile, China, Lebanon, Czechoslovakia and China 
(with Brazil and South Africa undecided as to their posi- 
tion)--insist that under~developed countries should be pere 
mitted to impose quantitative restrictions when necessary 
and obtain subsequent ITO approval. Our: position is uncom- 
promising on the requirement that prior ITO approval is 
necessary, otherwise a separate set of rules would. be estab- 
lished for industz1al countries and under-developed countries. 
Australian delegates have come out strongly for the US posi- - 
tion, stating they had sought compromise for under-developed 
countries at the tondon conference and considered that it had 
~ been obtained when vrovision was made that restrictions could 
be imposed with prior ITO approval. No solution to the | 
problem has been reached and if none is forthcoming some of 
these countries may weil refuse to join ITO. A special meet- 
ing was heid on the subject and all pertinent proposed amend- 
ments have been referred to a subcommittee for consideration 
and recommendations, 





Another problem has arisen in regard to quantitative 
restrictions in cases where balance of payments difficulties 
exist. At London. we reluctantly acceptea a number of com- 
promaises permitiing use and maintenance of quantitative _ 
restrictions cn imports, recognizing special postwar problems. 

One compromise involved the use of restrictions in cases of 
balance of payments difficulties with prior approval of ITO. 
We are insisting on acceptance of this provision, which re- 
quires referring to the International Fund the question of 
whether a baiance of payments difficulty actually exists. 
The Fund's determination would be final and it could also 
make recommendations on what other methods could be employed 


to 
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_ to. alleviate. the -situationy-iihile an+improvement has taken 
place in. the UK attitude generally at-Geneva; and ‘support is 
given the US on_nearly. all important points. of Charter dif- 
ferences, the British have continued to favor amending this 

provision to eliminate prior ITO approval, which would, of 

- course, also mean eliminating the d's decision on whether 

or not a balance. of payments” difficulty, exists, 


oe Voting | “We would like to. have the Preparatory Commission 
adopt three alternative drafts on voting for presentation to 
the World Trade Conference, one of them providing for © 
weighted voting. The US delegation feels this is a funda- 
‘mental matter on which we cannot compromise’ as the- battles 

in Geneva over the use of quantitative restrictions have been 
sharp and bitter. There is a likelihood the question may be 
reopened at the Worid Trade Conference and it is possible’ 
our position might be defeated by a coalition of countries. 
If three alternative drafts on voting are contained in the 
Charter, we could then insist upon acceptance of weighted 
voting. 


Preferences The UK maintains it is not in » pods thee 
at this time to consider reduction or elimination of prefer- 
ences without prior approval of the Dominions, and that re- 
"“_duction or elimination of preferences cannot be achieved : 
over a short period. Use of empire preferences has given -- 
_. the British foreign tracers advantages and they cannot.com- 
-:pete, in the absence of preferences, until they have-had ° 

sufficient time to change production and other costs. US 
assurances, in view of the economic conditions in the UK, 
would not insist upon complete elimination at this time of. 
all preferences. However, we believe certain preferences ° 
must be reduced or eliminatec. In the case of others we are 
willing to accept a commitment to reduce them gradually;.a 
percentage each year so that by the end of a specified period 
preferences would be. completely eliminated. 


: Owing to firm Australian opposition to the automatic 
feature of the provision that "all negotiated reductions in 
most-favored-nation import tariffs shall operate automatic- 
ally to reduce or eliminate margins of preference," the’US 
delegation has agreed to an amendment. It provides: a) when 
a reduction is negotiated in the most-favored-nation rate, 
only such reduction shall operate’ automatically to reduce or 
eliminate the margin of preférence applicable to that product; 
or.b) when a reduction is negotiated in the preferential rate 
only the most-favored-nation yate shall automatically be re- 
duced to the extent of such reduction; or ¢) when it is agreed 


that 
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that reduction should be negotiated in both the most-favored- 
nation rate and the preferential rate, the reduction in each 
shall be that agreed by the parties to the negotiations; and 
d) no margin of preference shall be increased. This has the 
advantage of emphasizing that if the preferential rate is 
reduced, the most-favored-nation rate automatically must be. 
- reduced the same extent; however, the automatic rule does 
not apply where a party negotiating on most-favored-nation 
rate agrees. — a eg ee 


Subsidies The US was defeated in Committee on the use 
of export subsidies to remove or prevent the development of 
burdensome worid surplus of primary products. The New York 
draft of the Charter provided that if a country has a product 
which is declared to be in burdensome surplus, and if it is 
determined that efforts to arrive at a commodity agreement 
do not promise to succeed, the country could then go ahead. | 
and pay export subsidies on that product until such time.as ~ 
ITO should determine differently. The Canadians were suc- ~ 
cessful in having that provision amended so that ITO approval 
would be necessary before an export subsidy could be used. 

We had suggested as a compromise that the draft be expanded 
so that the undertaking not to use export subsidies to ac- 
quire a share of. world trade in excess of that enjoyed during 
a previous representative period would be extended not only. 
to export subsidies but also to other forms of' primary pro-': 
duct sudsidization, including ah beet thd the Canadian type,’ 
which is a domestic subsidy. The Canadians refused to ac- 
cept the US proposal and we were voted down on both points. 
We maintained a strong reservation on the inequity involved 
in the two cases. Bs 


. Tariff Negotiations: Tariff negotiations are still pro- 
ceeding very slowly. Until Australia reaches agreement with. 
the US or her major export she will not. lower or bind duties 
on an important range of Australian imports from other :coun- 
tries, and they, in turn, will not settle with each other or 
with the US until they see the way clear to an agreement with. 
Australia. So, by a kind of chain reaction, nearly every, 


negotiation runs into’a block caused by the wool problem. «= | : 


The US had expected the UK to improve substantially of- 
fers to us more nearly in balance with the offers we had made 
since we feel theirs are not suitable as a basis for negotia- 
tion. However, UK representatives have indicated that they 
have gone as far as possible in their offers and stated that 
perhaps the only way to bring the offers into line would be 
for us to withdraw the extent of proffered concessions. In 
the case of the French, their offers are so inadequate in the 
light of ours that an area for bargaining has not even been 


reached. 
Meanwhile 
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- ‘Meanwhile a-serious situation has arisen in connection | 
with US-Brazilian negotiations bécause that country has now 
expressed :a desire to increase all concession rates agreed _ 
at Geneva by 40 percent in order to offset the depreciation 
of the cruzeiro. . Brazilians feel they are obtaining little 
in tariff negotiations at Geneva except from the US and, 
claiming they have not much to gain from the Charter, threaten 
to withdraw their delegation unless their proposed action is 
approved. Presumably this would be followed by a denounce- 
ment of the present trade agreement with the US. Our delega- 
ticn feels that support of the Brazilian position would open 
the door to similar requests from other countries which 

could come close to wrecking the Geneva tariff negotiations. 


ARGENTINE DISCRIMINATORY SHIPPING POLICY A&A determined 
EXTENDED THROTGH COMERCIAL AGREEMENTS Argentine effort 
to include prefer- 
ential shipping clauses in financial and trade agreements 
with other countries has been successfully extended to Brazil, 
Chile, Cuba, Peru, Portugal, Spain and Switzerland. We have 
now learned definitely that'the French-Argentine agreement, 
initialed last week, includes a similar shipping provision 
and that strong pressure is being exerted to retain such a 
clause in draft agreements with Italy and the Netherlands. 








We have strongly urged the elimination of objectionable 
shipping provisions in all the recent negotiations on the 
basis that such provisions are in direct contravention to 
ITO principles; to the dreft convention for the Intergovern- 
mental Maritime Consultative Organization; to world shipping 
policy, which is based upon national and most-favored-nation 
heob gh and to the shipping provisions in existing or 
jing treaties of friendship, commerce and navigation be- 
tm the US and other countries. Furthermore, the ultimate 
effee® of general acceptance of Argentine preferential ship- 
ping provisions by important maritime countries, even for a 
limited period, cannot be foreseen. 





Although 
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Although sympathetic to our arguments, the en ven 
concerned are faced with considerations of foreign exchange 
shortage and the need for Argentine grain shipments which 
weigh the scales heavily in favor of accepting the Argentine 
requirement. Our position is further weakened by the 
argentine argument that we require inclusion of a similar 
clause in all our credit arrangements with other countries. 
We have not been able to draw an effective distinction be- 
tween our cargo allocation requirements under Public Resolu- 
tion 17, which is limited to government loans (see page 7, 
May 19, 1947 issue of Current Economic D seehenaennal te | 
against an Argentine long-range discriminatory Eilotes 
Pret extended to all shipments covered by commercial- 

reaties,. 


We are following sleceis Italian and Dutch negotiations 
with the Argentines in the hope that one or the other may .. 
avoid inclusion of this type shipping clause and thereby set 
a favorable precedent for its exclusion from future Argentine 
commercial agreements. : 


As a result of strong venpetiniebhens by Embassy Rome, ~ 
the Italian Foreign Office has given definite verbal assur- 
ance that their delegation in Buenos Aires will renew its 
efforts to exclude the preferential shipping clause from the 
Argentine draft agreement. However, in view of their vital 
need for Argentine grain and financial aid, the Italians 
feel they cannot jeopardize these difficult and delicate 
negotiations by taking an adamant stand on this point, if 
Argentina continues its absolute insistence. We are con- 
sidering whether the Embassy’ should pursue this matter fur- 
ther. We do not want to be placed in a position of responsi- 
bility for a breakdown in the negotiations which might then 
Place the Italians in position to ask us to make up what 
they lose thereby. 


Although the Dutch attached: little practical importance 
to the clause in their negotiations with the Argentines be- 
cause of the proposed two-year term of the agreement and the 
small size of the Argentine merchant fleet, our Embassy at 
The Hague has learned reliably. that the Foreign Office and 
the Director of Shipping strongly oppose inclusion of the 
preferential navigation clause and may be successful in secur- 
ing its deletion when this matter is SEREETEONE by the 


Ministerial Council. 
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ANGLO-SOVIET TRADE ##UK-USSR trade talks broke down last week- 
TALKS BREAK DOWN end and the British delegetion has left 
Moscow. The discussions, which have been 
under way for several weeks (see page 10, July 7, 1947 issue 

of Current Economic Developments) threatened to dissolve several 
times before actual collapse occurred. Although throughout 

the discussions there had been extremely controversial points 

on the price and quantity of grain Britain was to receive from 
the USSR, the actual breakdown occurred over Soviet insistence 
on a revision of the 1941 British-Soviet financial agreement. 





According to a report of the British Embassy to our Embassy 
in Moscow, agreement had been reached on the matter of grain 
and the trade agreement was practically ready for signature 
when the Russians brought up the matter of the financial agree- 
ment. They sought to extend to four and twelve years respec- 
tively the three and four-vear periods for payment of 40 and 
60 percent vortions of their obligations to the British, as 
well as extinction of the requirement that the 40 percent por- 
tion be paid in gold or dollar exchange. While the British 
delegation compromised, it would not go all the way. The 
Soviets are reported to have offered even more than the one 
million tons of grain sought by the British with the result 
that the Soviet Union, with its under-nourished population, 
was offering ever greater quantities of foodstuffs and at the 
same time demanding that a Britain strapped for dollar exchange 
should reiinquish its legal claim to considerable quantities 
of that alarminelv short commodity. 


-What the British reaction will be to the collapse of 
negotiations is not yet known. Harold Wilson, Secretary for’ 
Overseas Trade, who headed the British delegation at the 
Moscow talks, is scheduled to explain the negotiations in the 
House of Commons this week. British hopes had been raised 
many times the last few weeks by press reports that agree- 
ment had practically been reached and spirits were high at 
thesprospect of receiving so much grain. The Soviet propa- 
gande for UK consumption, throughout the negotiations, has 
been that Stalin personally intervened to make a generous 
offér which would enable the UK to eliminate bread rationing, 
cut down dollar expenditures, and lesson dependence on an — 
imperialistic USA. This line appeals to certain leftist cir- 
cles in the UK which continue to insist on stronger economic 
ties with the Soviets. Officials feel, however, that Bevin's 
stands at Margate and Paris have been widely approved~ and 
that his popularity will not be endangered by a breakdown in 
negotiations. 


* * * 
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PROPOSAL FOR FINANCING JAP COTTON Representatives of State, 
IMPORTS TO Bu DISC’SSED Wit SCAP War, Agriculture, Commerce, 

the Eximbank, and certain 

private cotton shippers are now in Japan to investigate with 
SCAP various possibilities for financing future imports of US 
cotton into Japan. The problem is an urgent one as Japan is 
at present in acute need of raw material imports. The only raw 
material thus far supplied in adequate quantities has been cot- 
ton furnished on a dollar reimbursement basis by the Commodity 
Credit Corporation and these supplies will not be available 
after the end of this year. Our primary aim is to convert 
financing of imports from government to private hands. 








On this thesis, the War Department has prepared a program 
which will be the basis for discussions between the Cotton Mis- 
Sion and SCAP, The proposed program provides for establishment 
of a corporation with limited capitalization, owned by the cot- 
ton suppliers, to act as the intermediary in securing financing 
from the Eximbank and, through the Eximbank, from commercial 
banks. Interest would be at 2-1/2 percent, drafts to be ini- 
tially purchased by the Eximbank and then resold to commercial 
banks. Maturity date of the drafts would be nine months after 
the receipt of the cotton in Japan, subject to earlier repay- 
ment by SCAP., Security would consist of a special export- 
import revolving fund which would be supplied from gold and 
other convertible assets in Japan, exports proceeds from the 
sale of products produced from imported materials financed 
under the program, and other availabie exports proceeds. 


-The War Department proposal also envisages the following 
safeguards to tne loans: maintenance of a working capital 
ratio of 1-1/2 to 1 between assets and liabilities; maintenance 
of a..liquidity ratio of 20 percent between cash and other con- 
vertible tangible assets and liabilities; and enforcement of 
restrictions on payments from the revolving fund for other than 
raw material imports. 


The Department has considered the above proposal and feels 
that it contains certain provisions which should be revised or 
substantially modified. It is not considered desirable that 
SCAP'g; liquid assets be absorbed in this type of operation to 
the extent contemplated by the proposal and SCAP doliar commit- 
ments must be kept to a minimum with a substantial portion of 
SCAP foreign trade funds and liabilities kept in non-dollar 
currencies. Another objection is the proposed working ratio of 
1-1/2 to 1 which, coupled with the 20 percent liquidity require- 
ment, is considered to be unnecessarily high in view of the 
self-liquidating character of the operation. 


In addition to methods of financing imports, the Mission 
is expected to discuss the transfer of selling operations to 
private firms, price policy, and production methods. 
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US--UK DISCUSSIONS ON MThe British Cabinet agreed, although 
RUHR COAL TO PROCEED somewhat reluctantly, to participate 
in discussions with the US on Ruhr 
coal production. (See page 2, July 21, 1947 issue of Cur- 
rent Economic Developments.) Bevin informed Ambassador 
Douglas cf the fears of a number of Cabinet members that 

the US woulda take this opportunity to force postponement of 
nationalization of the mines. It was pointed out that this 
question has not been predetermined but that we are anxious 
to ascertain whether uncertainty over ultimate ownership is 
a contributing factor to low production. If it is concluded 
that this is partielly responsible for the poor showing in 
the Ruhr, ways anc means to overcome it must be investigated. 











Sir William Strang, CFM Deputy on Germany, will head 
the UK delegation. 


r CHS On July 25 the US and 
IND: aheittcs Czechoslovakia signed an 

agreement covering out- 
standing US army indebtedness to Geschoslovekia. (See 
page 5, June 9, 1947 issue of Current Economic Developments.) 
The US will pay some $5,980,000 representing t the difference 
between US Army obligations of about $6,160,000 and 
Czechoslovak obligations, totaling approximately $185,000, 
Of this total approximately $850,000 was paid in crowns and 
the balance in dollars, In accordance with General Clay's 
request, the Czechs deposited with Embassy Praha $800,000 
of the amount paid them under this settlement. This amount 
is to be disposed of in accordance with any agreement re- 
-sulting from the current bizonal transit and trade negotia- 
tions in Praha. 


AGREEMENT REACEED + 
ON N PAYENT OF ARI’ 


=i 
Irs 
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US romain RELIEF PROGRAM WILL NOT INCLUDE Congress 

0 IETS OBJECT TO AUSTRIAN AGREEMENT completed 
| ee action last 
weekend.om the appropriation for foreign relief. The origi-~ 
nal $350 million figure was cut by $18 million, leaving a 
total of $332 million for the program. This will have little 
effect on the amounts going to the countries concerned, how- 
ever, because of the announcement last week that the US had 
decided not to undertake a relief program for Poland and 
because of the expectation that a similar decision will be 
taken with regard to Hungary. The countries slated to re- 
ceive this type of US assistance are Italy, Greece, Austria ‘ 
(with whom agreements have already been signed meeting the 
requirements set forth in the legislation), China and Trieste. 


Poland Relief Program Unnecessary The decision not to 
supply relief to Poland was based on a report made by Colonel 


R. H. Harrison of the Department of Agriculture who heated 

a mission to Poland to appraise the need for relief supplies. 

His report concluded that the minimum food needs of that 

country throughout 1947 generally could be met without US 
assistance. He indicated that there might be a need for | 

small quantities of supplies for special groups and it would 
appear that these can be supplied through private US relief 
agencies as well as through other sources, including the . 
International Emergency Children's Fund. , 


‘ 











Soviets Protest Austrian Agreement After the conclu- 
sion of the relief agreement with Austria the Soviet member 
of the Allied Council protested in AC and in a letter to 
Chancellor Figl that the conditions accepted by Austria in 
the relief agreement were contrary to the Moscow Declaration 
and to the Austrian control agreement, and charged that the. 
"right of unlimited control over the whole economic life of 
the country by one occupying power" constitutes a threat. to 
Austmi@dndepéndence.. The Soviet Command therefore re- 
‘legality of the relief agreement and refused to 
My its conditions. Admitting the importance of aid 
@, the Soviets specified that all aid should be 
placed under the full and unrestricted controi of the Austrian 
Government and its local organs. 










We 
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-We are informing our representatives in Vienna that 
we consider it most important that relief supplies continue 
to enter the Soviet zone of Austria, in order to strengthen 
the Austrian Government, to avoid having the Soviets with- 
hold supplies from their zone to Vienna and the western 
zones and to forestall a division of the country. Our repre- 
sentatives in Vienna are to exhaust all means of reaching a 
mutually acceptable arrangement and are to agree to any 
feasible working arrangements, without compromising the. 
basic provisions of the law. If the operation of the relief 
program for all of Austria should not prove possible under 


. the agreement as it stands, we are prepared to operate the 


program in the three western zones with possitle modifica- 
tion of certain provisions in the existing agreement which 
specifically refer to all Austria. 


Chinese Relief Plans Outlined Proposals concerning 
the US. relief program for China have been sent Embassy Nan- 
king for review and comment. The program as now proposed, 
with an approximate target of $30 million, includes: 1) a 
major proportion of cereais for delivery to the proposed 
controlied distribution and rationing system; 2) dollars CN 
from receipts of supplies sold under the above’ plan to be 
turned over to volunteer agencies in part and supplementing 
Girect famine area supply programs, and also for internal 
transportation costs insofar as the Cninese Government can- 
not be prevailéd.upon to assume them; 3) medical supplies 
up to $3 or $4 million, speetal foods probably $1 or $2 
million, and if desirable small amounts of rice and flour 
to be given volunteer agencies for distribution; and 4) 
limited direct supplies for two or three restricted famine 
areas. It was explained we are willing to autnorize the 
controlled distribution plan because that method promises 
more equitable distribution, but that we are apprehensive 
both as to Chinese ability to administer it and because it 
could be used to’favor certain groups. All possible steps 
shopld be taken to avoid our being maneuvered into a posi- 
tion of sharing responsibility and public criticism if the 
pian fails. 
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BILL PASSES CREATING Congress last week passed a bill 
AVIATION POLICY BOARD creating a ten-man Congressional 
Aviation Policy Board. to study our 
national aviation policies, in spite of tne fact that the 
President had recently appointed a Temporary Air Policy Come 
mission. (See page 12, July 21, 1947 issue of Current 
Economic Developments. } The Congressional Board, which is 
to be composed of five members of the House and five members 
of the Senate, is to meke its report by March 1, 1948. Al- 
though the scope of study for the President's Comrission and 
the new Board is practically identical, it is understood 
that Congressional emphasis will be placed on the needs of 
the aircraft industry. The joint conference committee report 
incorporates features of the Brewster bill, but excludes 
from membership the Secretaries of State, War, Navy and Com- 
merce as well as representatives from industry and the 
general public. 








In commenting to the Bureau of the Budget on the legis- 
lation creating the Aviation Policy Board, the Air Coordinat- 
ing Committee urged that the Presicent sign the bill and 
suggested that he issue a statement welcoming establishment 
of the Board and state that he had instructed the recently 
appointed Commission of private citizens to work closely 
with the Congressional Air Policy Board. 


RESTRICTED 


CONFIDENTIAL 
AIR COORDINATING COMMITTEE The Air Coordinating Committee 


PREPARES PCLICY STATEMENT has sent to the President a 

statement of certain US aviation 
policies covering civil and military aviation, the aircraft 
manufacturing industry and advancement of the aeronautical 
sciences. The President is expected to turn the ACC state- 
ment over to the newly appointed Temporary National Air 
Policy Commission (see page 12, July 21, 1947 issue of Cur- 
rent Economic Developments) for such use as it cares to 


make of. it. 











Civil 
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caus Aviation The statement points out that while our 
basie domestic and international air policies are set by the 
Civil Aeronautics Act of 1938, important trends in civil air 
transport are shaping up which have a bearing on future 
policies covering routes, competition, rates and air mail 
services. Experience to-date in both economic and foreign 
relations fields warrants continuation of competition among 

US carriers in the international field. Security factors do 
not support any move toward the so-called "chosen instrument." 
Further experience in the development of sound route patterns 
and new air services is considered an essential prerequisite 
to the consideration of any substantial integration or modifi- 
cation of existing airline systems. 


The objective of our rate policy is cheap mass trans- 
portation, provided by private carriers which are: financially 
sound and which can operate without subsidy. CAB is seeking 
needed legislation to extend its domestic rate-fixing power 
to apply to our carriers in the international field, With 
respect to airmail service, our policy aims at the: eventual 
elimination of surcharge on all first class mail posted by 
air, An air parcel post service should be established. -. 
Through reciprocal arrangements with other countries we are 
moving toward adequately balanced air mail loads in both 
directions with resultant superior postal service. Subsidy 
aspects of mail payments, which by the Civil Aeronautics Act 
of 1938 may be based on the need of the air carrier, will be 
used to support only those competitive enterprises operated 
under conditions of honesty, efficiency and economy. . 


Our policies relative to international operations are 
geared to meet the obligations assumed by and benefits de- 
rived from our participation in ICAO. They reflect our be- 
lief in the benefits of reciprocal air travel among nations. 
The importance of adopting a multilateral air transport con- 
vention which would cover settlement of disputes, fair com- 
petitive practices, and establish the basis for exchange of 
rights, is stressed. International cooperation for improve- 
‘ment of standards and techniques and encouragement of healthy 
economic competition among international carriers are part 
of our basic aviation policies. (See page 5, February 10, 
1947 issue of Current Economic Developments.) Exchange of 
routes should be negotiated bilaterally within the framework 
.of principles established by any multilateral treaty. We re- 
serve the rights, first, to refuse the operating permit of a 
foreign airline in the event we are not satisfied that it is 
substantially owned and effectively controlled by nationals 
of the flag country and, second, to designate domestic air- 

_ ports which may be used by Toreign scheduled air bs ner 
(. services. . 3 
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Military Aviation Our military aviation policiés are 
consistent with our basic policy that US military power 
should be used in accordance with the principles of the UN 
Charter to insure peace and in support of our international 
obligations. The US should maintain at ell times land and 
ship based air forces sufficient in strength and effective- 
ness to launch an air offensive which will repel and cripple 
any aggressive air attack at its source. Our policies also 
support the development and maintenance of a system of bases 
and facilities in US territory sufficient to permit deploy- 
ment of our armed forces to meet the needs of national secur- 
ity and the utilization of our civil commercial air 
transport system to augment military air transport services 
in time of emergency. 
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Aircraft Manufacturing Industry The status of our air- 
craft manufacturing industry is fundamental to our position 
of leadership in both civil and military aviation. It must 
consist of financially sound units which provide competing 
sources to meet current and emergency needs of our transport 
‘and military services. Aircraft procurement by the military 
services based on long-range programs rather than the present 
year-to-year practice is suggested as a measure of economy 
ana efficiency. Approval of long-range programs requirements 
for contract authorization would result in greatiy reduced 
aircraft cost, a more efficient and stable aircraft industry 
and a sounder base for industrial preparedness measures. 





Research And Science The requirements of research and 
development are separate. Programs for each must be geared 
to civil and strategic needs, Effort should be concentrated 
on intensive support of pure research projects under educa- 
tional, industry or government auspices. Projects which are 
too expensive for private capital should be supported by the 
government. Design and development of advanced aircraft, 
missiles and aeronautical devices under the sponsorship of 
the government are major responsibilities of the aircraft 
industry. Likewise in the fieid of navigational aids, the 
government, as the only substantial purchaser of such equip- 
ment, must encourage and assist private industry by means of 
development contracts, experimentation and service tests. 


* * * 
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This weekly publication is designed to highlight developments in the eco- 
nomic divisions of the Department of State, and to indicate the economic prob- 
lems which are currently receiving attention in the Department. It is suggested 
that copies be retained on file, as reference will sometimes be made to previously 
reported items to avoid repetition. 
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BRITISH, FRENCH, ITALIAN ECONOMIC Recent developments in 
CRISES FEARED BEFORE END OF YEAR the British, French and 

Italian economic situa- 
tions suggest that these countries may need substantial aid 
before this coming spring, which is estimated as the earliest 
date at which action could be expected from this country with 
regard to the European recovery program. In both France and 
italy poor harvests will probably necessitate increased food 
imports causing further deterioration of their foreign exchange 
position. Clayton has indicated the most serious concern 
over the present outlook. 


UK Faced With Exhaustion Of US Loan By Fall The critical 
financial situation of the British, reported widely in the 
press, last week was the subject of top-level discussions in 
UK official circles and was officially brought to the atten- 
tion of the US in an aide-memoire, Subsequently discussions 
were held between Sir Stafford Cripps and Under Secretary 
Cleyton in Paris and between the British and Douglas in London 
and are now the subject of a meeting in Paris attended by 
Clayton, Douglas, Caffery and Murphy. The effect of the 
British situation on their undertakings at the Geneva trade 
conference and at the Paris reconstruction conference is 
causing deep concern, 














During July British reserves were drawn down by $700 
million. Of the $3-3/4 billion loan from the US, only $1 
billion remains, which et the present rate of depletion will 
be exhausted by fall--probably in early October. All that 
will remain are the basic monetary reserves which, if tepped, 
would not last beyond the spring of 1948. Contributing fac- 
tors to this unanticipated position ares: a lagging pace of 
industrial recovery which has limited the volume of export- 
able surplus and yields an inadequate amount of dollar ex- 
change on current account; the higher prices paid by the UK 
for goods purchased heré which have reduced the actual value 
of the loan; inability of the UK to procure needed goods from 
European countries. Moreover, an additional burden was 
placed on the UK as a result of its undertaking to make 
sterling convertible after July 15 in accordance with the 
Anglo-American Financial Agreement, although the extent of 
this burden is not yet known. 


As a result, sweeping measures are under consideration 
as a part of the Labor Government's drastic program to meet 
the dollar crisis. The steps were outlined at a secret meet- 
ing of the Farliamentary Labor Party last week. 


Attlee 
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Attlee is expected to announce the measures in Parliament 
Wednesday. These are reported by the press to includes 1) 
Reduction of imports from dollar countries to bare necessities, 
with resultant cuts in already slender rations of food, 
clothing and gasoline. 2) Increase the supply of labor, raw 
materials and power to the most essential and export indus- 
tries which will amount to control-of labor either directly 
or indirectly and probably the squeezing out entirely of some 
non-essential. industries. 3) Workers in all essential indus- 
tries will be asked to work longer hours. 4) Heavy cuts in 
Britain's armed forces will be accompanied by a reduction in 
overseas military commitments. 5) Siowing up of the housing 
program and delay of other developmental projects in favor of 
over-riding priority for exporting industries. While it is 
not expected to be amnounced Wednesday, press speculation is 
that postponement of the nationalization of the iron, steel 
and gas industries wiii be announced soon. 


One of the most serious aspects of the problem, from our 
point of view, is the effect on the Geneva trade conference, 
with the UK holding out for a completely free nand for the 
present as far as discrimination is concerned. Cripps pointed 
out to Clayton that tne UK would have to be free to adopt any 
measures necessary for them to get the bare essentials they 
need, including any form of discrimination. He said it was 
true the UK would still be bound by the Anglo-American Finan- 
cial Agreement but that only prevents discrimination against 
the US, whereas if the UK were to accept the general agree- 
ment on tariffs and trace presumed to result from the conclu- 
sion of tariff negotiations now going on at Geneva,it would 
apply to the other 16 participating countries, including 
Canada, He indicated the British are prepared to go ahead 
with the ITO Charter and tne World Conference on Trade and 
Employmert on the ground that the situation would be clearer 
by the end of the year and much clearer by the time the Char- 
ter comes into effect. At that time they could probably ac- 
cept reasonable rules against discrimination. It finally 
developed that the UK could go ahead with the general trade 
agreement if the effectiveness of the rule of nondiscrimina- 
tion were postponed until the Charter came into effect, but 
not otherwise. Clayton reports that it was quite clear Cripps 
was not bargaining--he was saying that the UK is desperate 
and that short-run considerations for the time-being outweigh 
all long-term interests, 


Cripps 
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Cripps indicated that they would approach the US separ- 
ately for a modification of the terms of the Financial 
Agreement. It is also expected that the UK will shortly ask 
the US to take over the entire dollar cost of the British 
zone in Germany in one way or another. 


The British have expressed fear that they will be unable 
to contribute to the economic and political leadership neces- 
sary for the success of a recovery progrem for Europe. Ac- 
cording to Ambassador Dougles, "We run the serious risk of 
losing most of western Evronve if the crisis here develors as 
it now seems almost certain to develop." 


Officials in the Department are studying measures that 
may be taken either by the British or ourselves, or jointly, 
under these circumstances, 


French Financial Crisis Imminent The British situation 
is paralleled by the inevitability of a crisis in French 
finances, unless internal measures, equally drastic to those 
expected to be proposed oy the British, are adopted and un- 
less some foreign financial aid is forthcoming. It is almost” 
certain that outside aid must de extended before March, which 
is the target date for assistance under the overall Zuropean 
reconstruction plan. 


Efforts to alleviate the precarious internal picture 
have not been marked by success. A coal strike in France in 
the first week of July, although lasting but three days, re- 
sulted in the loss of nearly 500,000 tons of coal. The price 
of foodstuffs increased 10 percent in June over January and 
the government was forced to accede to new wage demands from 
tne civil servants. This latter maneuver was embarrassing to 
the government, which receives a large portion of its support 
from government workers, since the initiative to help the 
civil servants was largely taken out of government hands and 
played up by the Communist faction in the Assembly. 


The greatest danger to French finances, however, is the 
prospective food shortage resulting from the winter freeze 
and intensified by drought conditions in the spring and sun- 
mer, Wheat and other grain crops are xeported to be past 
redemption and other crops can only be saved if adecuate rains 
yecur within the next several weeks. The food picture for 
next winter may well reach the critical stages of the 1945--46 
period, with the government unable to maintain even the low 
bread ration now being issued. Already the French have re~ 
quested imports of 2.5 million tons of wheat for the 1947-48 


season 
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season... If half of this amount is purchased in the US, the 
dollar expenditure would reach between $125-130 million, For 
the wheat bought elsewhere, $200 million would be needed, 
since Argentine wheat, the most likely source, is almost 
twice as expensive as the American product, The food crisis 
will not await the US assistance which may be forthcoming 
through the overall European reconstruction credit and French 
leaders are extremely worried. With US help unlikely before 
March of next year, French economic leaders state that France 
will be required to institute a severe curtailment of im- 
ports and that the resulting situation would operate against 
any internal financial stabilization. Internal instability, 
in turn, could lead to the gravest social and political con- 
secuences. 


Balance of payments “ifficulties, of course, center 
around the doliar area, vue French sterling cash position 
has increased materially over i945 and trade of Freach over- 
seas territories rith the sterling area is expected for vnis 
year to be favorabie enough to offset any deficit of metro- 
politan France with the sterling countries. While France is 
in a net debtor position with those countries with which she 
has payments agreements (principally neighboring European 
countries), her trade position is such that no recourse 
shouid be necessary to gold or dollar reserves. 


Present estimates indicate that the dollar deficit will 
reach $1.476 »D2u4lion sy year's end. Drawing on all possi-- 
ble sources to meet this. deficit the French still anticipate 
an uncovered deficit of $100 million. However, this is on | 
the assumption that wheat imports for the second half of 1947 
would be limitec to one million tons. in the faze of the 
current crop prospects this would necessitate a downward re- 
vision of the bread ration to 200 grams with inherent dangers 
of sociai, political and economic unrest which may well get 
out of hand. In the first quarter cf 1948 tne dollar deficit 
is expected to run as high as $100 miliion monthly, with a 
$20 million reduction in this figure possible only if the 
frane is devalued in time to stimulate exports to the western 
hemisphere. One estimate has been made that the accumulated 
deficit by March 1948 will be between $350-470 million unless 
imports are cut down to a level which will result in malnutri- 
tion in the urban areas and disruption of industrial produc- 
tion. 


Italian 
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Italian Aid Needed Before Year's Er? Clayton has em- 
phasized that the present payments problem in Italy is ex- 
tremely critical enc may require further dollar aid to italy 
before the end of this vear. Previous estimates of the De- 
partment and Embassy Rome have suggested that, despite Italian 
urgent reauesi:s for an additional $100 to 200 million in aid 
above the foreign relief program and Eximbank credit to meet 
the balance of payments deficit for the last half of 1947, 
the Italians could souceze through this year without further 
dollar aid. However, the Embassy has emphasized that the 
Italian foreign exchange position will be so unfavorable that 
it would be unabie to meintain sufficient foreign exchange 
reserves to meet any emergencies which might arise. In par- 
ticular, it has pointed out that until more definitive esti- 
mates are avail2dle regarding need for grain imports during 
fiscal 1948 it would de impossible to state the total foreign 
exchange deficit which would have to bde met during this per- 
iod. During ciscussions in Rome, Clayton was apprised of the 
critical Italian food situation and informed that Italian re- 
quirements had been presented as en “irreducible minizun." 
The Italian food commissioner, Ronchi, pled with Clayton to 
see thet the Americar. snare of Italy's grain imports, amount- 
ing to 2.2 million tons out of the needed 2.9 million tons 
should be shipped immediately at the full rate of 220,000 
tons per month beginning in August. Furthermore, Ronchi 
stated that extremely poor growing concitions had seriously 
reduced this veer's harvest per acre and that the overall 
acreage sown this year was about 12 percent below prewar. 
Meanwhile, the Embassy has reported thst movement of wheat 
from surplus to deficit areas is resisted strongiy by pre~- 
fects, mayors and locai organizations who desire to assure 
the year-round retion supplies for their consticucnts before 
releasing wheat for shipment to other sreas, Resistance is 
apparently perticulerly great in the surplus provinces of the 
Po vailey which refuse to supply the city of Milan until 
their own needs have been met, Such reports indicating wide 
regional variations in cereal procuction have caused the 
Embassy to support requests for early end substantial ship- 
ments of wheet from the US. 
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TRADE AGREEMENTS BETVEEN FASTERN Since the beginning of the 
EUROPEAN COUNTRIES ACCELERATED Paris conference on Euro- 
pean reconstruction, Soviet 
moves in increasing economic ties with eastern European states 
have been stepped up--partly, no doubt, to engender propaganda 
to show that Soviet aid is forthcoming to those states and 
partly to strengthen and tighten the area in which they en- 
visage political and economic integration. As a result, a 
series of commercial, financial and cultural agreements have 
been concluded with the Soviet Union and deliveries or pro- 
mises of grain have been announced. The conclusion of numer- 
ous agreements between the satellites in the past few weeks 
is. another step in strengthening the solidarity of the bloc, 
There has been no indication of repudiation of agreements 

with western powers and some negotiations are now in progress 
between eastern European and western European countries. 











ISSR-Czech Five-Year Agreement Annovnced Almost simul- 
taneously witii the Czech withdrawal of tneir acceptance of 
the invitation to confer in Paris came the announcement of a 
five-year trace agreement with Russia. At the time of an- 
nouncement. statements vere made by the Czech Cabinet and 
Prime Minister endorsing Soviet assistance and friendship in 
the most flattering terms, with a telegram to Stalin declar- 
ing "unreserved loyalty te our ally." According to the offi- 
cial comrunique, the agreement is based on a system of fixed 
quantities of goods to be exchenged which wiil be established 
in advance each year by mutual assent of the two governments, 
agreement on concrete quantities for 1948 to be reached be- 
fore signature of the accord. At the same time approximate 
quantities of those goods will be established for the whole 
period of five years wherever possible. Fixed prices and a 
system of aitering them annuaily will be dravn up from rele- 
vant lists of goods. 





In i948 the USSR primarily will deliver to Czechoslovakia 
200,000 tons of wheat, 200,000 tons of fodder, 60,000 tons of 
potash fertilizer, 5,000 tons of nitrogenous fertilizer, 
29,000 tons of cotton, anc unspecified amounts of oil seed, 
peas, lentils, wool, iron, manganese, chrome ore, ferrous 
alioys, phenol, phosphates, etc. Among other goods Czecho- 
Slovakia will deliver rails, locomotives and railway equip- 
ment, pipes for oil industry, machine tools, electric motors, 
excavators, voovwer stations, 'traction engines, cattle, sugar, 
footwear and textile goods, 


Embassy 


: 
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Embassy Moscow commented that the communique does not 
include sufficient quantitative data to permit an estimate 
of the net effect on foreign trade or on the internal economy 
of either country. In order to further integrate Czechoslo- 
vakia into the Soviet economy as an offset to current western 
European developments, it is possible concessions were made ~ 
as compensation to Czechoslovakia for foregoing western ties. 
The period of the agrecment is for five years and stress was 
laid on uninterrupted deliveries over a long period, appar- 
ently to meet Czech demands for longer term agreements and 
firmer Soviet commitments. 


Soviet Agreements Reached “ith Bulgaria Announcement 
was made July 13 thet the Bulgarian Cabinet had approved a 
commercial and credit agreement signed a few days earlier in 
Moscow. Covering $87 million worth of exports and imports, 
the agreement is for to vears, extended automatically to 
three if neither party denounces it before expiration. In 
addition to the trade agreement, the USSR agreed to conciude 
an arrangement for technical assistance in scientific, educa- 
tional institutions and production organizations. Later an 
agrecment was signed for return of 2,400 Bulgarian railway 
cars now outside of Bulgaria "which could not be returned 
without the cooperation of Sovict authorities." Discussions 
in Moscow covered transfer of German assets in Bulgaria to 
the USSR which, eccording to Bulgarian Prime Minister Kostev 
(Communist) "gave favorable results." Announcement wes also 
made that a Sovict delegation would come to Sofia soon to 
establish a Bulgarian-Soviet airline association. 


In spite of fanfare over the agreements and publicity 
when Soviet goods arrived, there has beon grumbling in 
Bulgaria over the arrangements and reports are widespread 
that the published description of agrcement was distorted 
and. that actually the provisions are extremely unfavorable 
to Bulgaria. -In addition dissatisfaction is evident over 
Soviet interference in internal affairs. 


As published, the trade agreement provides for the 
Soviet Union to supply petrol products, metal end metal pro- 
ducts, raw cotton, paper and cellulose, rubber and rubber 
articles, trolley buses, trucks and jeeps and a variety of 
machines necessary to the Bulgarian economy. Bulgaria will 
supply tobacco, ores, fruit pulp, seeds, sheepskins, etc. 
The agreement provides $5 million stock credit to Balgaria 
to: be redeemed in five years by export of tobacco and other 


| Hungarian-Soviet 
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Hungarian-Soviet Agreements Concluded A treaty of trade 
and navigation and agreement on exchange of goods and pay- 
ments was reportec in the Moscow press as having been signed 
with Hungary on July 15. The USSR will deliver iron ore, 
coke, ferrous alloys, cotton, artificial fertilizers, various 
chemical products, salt and other goods while Hungary will 
Geliver oil products, rolled steel, products of its machinery 
building anc electro-chemical industries, cotton cloth, 
tobacco, spirits, and other tyves of agricultural produce. 
Payment terms were reported as agreed and it was announced 
that the railroad administrations of the two countries will 
soon call a conference to settle the question of transit 
passenger and freight traffic through Hungary. No quantities 
were announced of the goods to be exchanged but press reports 
in Budapest indicated that the agreement amounted to the sur- 
prisiugly smali exshanze of about $35 million. Apparently 
the agreement extends only until the end of August 1948. 








Yugoslavs Get Soviet Credits 4nd Technical Aid On 
July 25 a new economic agreement was signed by the USSR and 
Yugoslavia which indicates Russian willingness to offer real 
concessions, The agreement covers credit to Yugoslavia to 
purchase equipment for ferrous and nonferrous metallurgy, 
oil, chemical and lumber industries. The USSR is to deliver 
complete industrial plants and extend technical assistance 
in cennection with the Yugoslavian Five-Year Plan. Appar- 
ently Yugoslavia will not have to begin payments until 1950 
and then Will be met either bv delivery of ores and other 
goods or by payments in freely convertible currency over the 
ensuing seven years. An agreement was also signed on ex- 
change of goods and payments between the two countries, ef- 
fective for two years with optional renewal. The Soviet 
Union will furnish cotton, paper, cellulose, oii products, 
coal, coke, ferrous and nonferrous metals, autos, tractors 
and other equipment, agricuitural fertilizers and other goods. 
From Yugoslavia will be shipped lead, zinc and pyrite con- 
centrates, copper, tobacco, hemp, plywood, and commodities 
of agricultural production. 


USSR Credit Granted Albania The Soviet press on-July 27 
carried an announcement that the USSR was extending Albania 
"a small credit" by which the Soviet Union would furnish 
Albania equipment for light industry and agricultural machinery. 
It was stated that views were exchanged between Soviet offi- 
cialis and the Albanian delegation, headed by General Hoxha, 
on questions of economic and cultural relations between tne 
two countries as well as "on other matters of interest." 


Soviet -Tied 
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Soviet-Tied Economic Plan May Emerge For Rumania There 
has as yet been no official announcement of a Soviet agree- 


ment with Rumania, HNowever, Mission Bucharest has received 
an unconfirmed report from a reliable source, and the events 
of the past year tend to give it substance, that the recent 
visit of the Minister of Industry to Moscow resulted in fram- 
ing a four-year plan of general economic reconstruction. 

This is reportedly based on Soviet "assistance," encompassing 
nationalization of the entire petroleum industry, all credit 
institutions and all navigation; the reorganization of in- 
ternal trade and commerce along cooperative lines, with the 
Soviet acquiring majority interest in all Soviet-Rumanian 
companies. A billion ruble loan will be made to the Rumanians, 
according to the report, for state railways, which will be 
mortgaged to the Soviet Union, anda for airport, highway and 
port construction, all under the supervision of Soviet tech- 
nicians. It is also reported that the Soviets will renounce 
further reparation from Rumania, 





Meanwhile, Soviet grain shipments have been heralded in 
Rumania as a sign of the generesity of the Soviet Union. 
However, it is reliably reported that the Rumanians are pay- 
ing for the grain with gold, $100 a ton for wheat and $95 a 
ton for barley. 


Soviet Grain Negotiations Finland has been promised 
40,000 tons or grain from the USSR before September 1 in 
acdition to the 100,000 tons provided for uncer the trade 
agreement. Press reports from‘Warsaw indicate that the Poles 
are negotiating with Moscow for large quantities of Russian 
grain to meet their needs "which are considerably increased 
by the US refusal to allow Poland to participate in the new 
relief program."' It is expected in Warsaw that Russia will 
provide part of the neec, and at lower prices, partly in a 
desire to compensate Poland for refusing to participate in 
the Paris conference. 





Agreements Among Satellites Russia, meanwhile, is 
credited with facilitating agreements between the countries 
in her orbit. During the past few weeks a number of these 
have been negotiated, among them: 1) Yugoslav-Hungarian com- 
mericial agreement of July 24 determining the extent of mutual 
deliveries over the next five years; 2) Finnish-Hungarian 
agreement of July 19 providing for exchange of Finland's 
paper, paperboard, asbestos. and furs in exchange for Hungary's 
seeds, medicines, machinery, aluminum and textiles; 3) A 
one-year trade agreement was signed in early July between 


Finland 
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Finland and Bulgaria providing for a total commodity exchange 
valued at £250.000 sterling; 4) A Czech-Polish economic 
agreement, signed July 7, provided for a permanent super- 
visory organization to deal with exchange of goods, indus- 
trial cooperation, capital investments, transport, finance, 
agricultural cooperation, scientific and technical coopera- 
tion, and pianning. The trade agreement is to be in effect 
for five years with an exchange schedule to be dravm up each 
vear. In the first year ex¢hange will amount to about $30 
million for each country. 5) A Yugoslav-Rumanian protocol 
signed in June is aimed at political, economic anc cultural 
collaboration, navigation on the Danube and regulation of. 
joint water rights. (See page 9, June 16, 1947 issue of 
Current Economic Developments.) 6) Bulgaria and Hungary are 
reported to have signed a commercial agreement providing for 
export and import of goods valued at $10 million. 7) An offi- 
cial release was made the latter part of July following the 
conversations betveen the Bulgarian and Rumanian Governments. 
It stated tnat a treaty of friendship, coliaboration and 
mutuai assistance has been discussed; all territorial ques- 
tions 1ad been settled; agreement had been reached on widen- 
ing existing economic ties anc facilitating direct connections 
including construction of a bridge over tne Danube and on 
adopting an identical line of concuct on the settlement of 
Danubian questions. 3) A trade agreement between Czechoslo- 
vakia and Hungary has been mentioned in the press as being 
Signed July 10. 














Other negotiations are under way. At the present time 
there is a Bulgarian delegation in Belgrade. The entourage 
is so large, including military personnel, that subjects dis- 
cussed are expected to have far-reaching significance. Em- 
phasis on economic and financial men in the delegation suggest 
economic questions are of prime importance. A Polish celega- 
tion arrived in Sofia July 19 to conclude a trade agreement 
with Bulgaria. The press states the agreement, which has not 
yet been concluded, will cover only one year and Poland will 
receive tobacco and hides in return for metal products, tex- 
tiles, chemicals and electrical machinery. On July 24 a pro- 
tocol was signed in Warsaw establishing the manner of liquidat- 
ing the present Polisn-Hungarian trade agreement and a 
three-month agreement was signed. That period will be used 
for settlement of obligations prior to the signing of a new 
agreement in September at Budapest. Ina recent speech by 
Premier Cyrankiewicz, he stated that Poland had negotiations 
in progress with Rumania also and he indicated discussions 
would be had writh Yugoslavia and Finland. 


* x * 
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AIRLINES GIVE VIEWS ON & closer conciliation of the 
MULTILATERAL PRINCIPLES  government-incustry position on the 

| muititateral air transport conven- 
tion is evident in the latest expression of views by our in- 
ternational air carriers. (See page 6, February 10, 1947 
issue of Current Economic Develovments.} Although divided 
among themselves as to whether the US should join in a multi- — 
lateral convention at this time, the carriers have suggested 
that the draft we submitted at the ICAO Assembly last spring 
be used as the basis for further work to reconcile remaining 
differences. Ina letter from the Air Transport Association 
to the Air Coordinating Committee the airlines outline six 
basic principles which they feel must be incorporated into 

any muitilateral convention supported by this government. 
namely: 1) exchange of routes by separate bilateral arrange- 
neuts; 2) the right to transport fifth freedom traffic along 
routes so established; 3) primary rate-making authority to be 
vested in airline conferences, such as those conducted by 
IATA; 4) cavacity and frequency provisions along the lines of 





the Bermuda agreement; 5) prohibition of unfair competitive 


practices by airlines and governments; and 6) settlement of 
disputes by negotiation, with resort to an ad hoc tribunal 
chosen from an ICAO panel in event of deadlock. While these 
principles are consistent witn the ultimate obdjectives of 
our international air transport policy, we consider thet 
adoption in their entirety at this time would limit our bar- 
gaining position vis-a-vis other countries at the Rio multi- 
lateral conference this fall. 


.ECITO CPERATIONS LIKELY TO Despite an emergency session of 


CEASE BhrOhs BCS TAKES OVER the ECITO Council on July 29 to 
consider the organization's 
financial crisis there is still a real likelihood of a two- 
month gap between its enforced liauidation and the assumption 
of its work by the Inland Transport Committee of ECE. ECITO 
is now pinning its hopes of mesting staff salaries through 
August. and September on the payment of Polish dues, which is 
high blematical. The Polish representative telephoned his 
govermment for immediate action in meeting the 813,000 install- 
ment due and the French have offered to release sufficient 
Polish credits in France to cover this payment. Other unpaid 





- contributions include £82,992 by the USSR and £3,336 by Yugo- 


Slavia. Neither country sent representatives to the emergency 


meeting. A Benelux recommendation that paid-up members advance 


funds to tide over operations pending collection from delin- 
quents was overruled by the US, UK and France, who went on rec- 
ord that payment in full of cutstanding commitments was con- 
sidered essential and that eny surplus received over expendi- 

by could then be divided among all members on a pro-rata 
asis,. * . * 
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TELECOMMUNICATIONS CONFERENCES The international telecom- 
PROGRESS SLO‘LY AT ATLANTIC “CITY munications conferences 

under way in Atlantic City 

are making slow but steady progress. Questions of membership, 

voting and procedure have provoked endless debate, putting 

the conferences several weeks behind the original schedule. 





The Plenipotentiary conference has been marked by the 
emergence of the other American republics from the minor roie 
they have occupied in previous telecommunication conferences 
to a position of real strength, with a corresponding loss of 
position and influence by the smaller European countries. 
Balloting is secret, when five nations request, and a Soviet 
proposal for a two-tnirds majority vote on all important 
questions has been adopted only for the admission or exclu- 
sicn of new states to the International Telecommunicaticns 
Union (ITU), suspension cf membership, and location of the 
seat of ITU. Through this new balloting procedure Outer 
Mongolia, Spain and the Baltic States have been excluded from 
participation in the conference. The Soviets, anxious for 
admission of Outer Mongolia, moved for a second vote on its 
membership, but another re jection was forthcoming. 


Most of the sudstantive work of the ITU conference is 
done in four key committees concerned with organization, rela- 
tions with UN, the Madrid convention, and general international 
regulations. Agreement has been reached in committee that a 
Pienipotentiary conference should meet normally every five 
years and on the principle adopted of an administrative coun- 
cil for the Union composed of from 11 to 15 members. It has 
also been agreed that administrative radio conferences shouid 
be held simultaneously with the Plenipotentiary conference to 
revise the regulations. 


The Radio Administrative conference, which convened in 
the middle of May, has approved unanimously in committee the 
creation of an International Freauency Registration Board and 
is well on the way to agreement on the mode of selecting mem- 
bers. In general, the world will be divided into approximately 
six regions, to be represented by 11 members. Regional repre- 
sentatives are to be selected at the present conference. 

-the Americas favor permanent stationing of nationai 

cal representatives at the Board lccale, the UK and 
European countries are opposed. Freauency allocation ques- 
tions are in various stages of agreement. The allocation of 
frequencies to aeronautical’ facilities has been increased cver 
the agreement at Cairo. All of the smaller nations favor in-- 
creased frequencies for high frequency broadcasting at the ex- 
pense of other services. Among the proposed frequency alloca- 
tions to the maritime mobile service (commercial shipping) the 
Soviet figures are lowest. 
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Instead of proceeding with the High Frequency Broadcast- 
ing conference on August 15 as originally scheduled, the 
heacs of delegations have voted to hold only a preliminary 
conference at that time, to lest approximately a fortnight, 
and to be followed by a "full conference in about six months 
to settle all outstanding questions on high frequency broad- 
‘casting. This decision was made because the present confer- 
ences have been so prolonged, and because the extreme shortage 
of technical men in Europe necessitates the return of repre- 
sentatives before commencing further meetings. 


EXIMBANK APPROVES CREDITS TO AUSTRIA Austria On July 31 
AND YWALY; CANCELS SINGARTAN CREDIT the Board of Directors 

of the Eximbank ap- 
proved credits to Austria mag wien A to $13,005,000. (See 
page 11, July 21, 1947 issue Current Ec onomic Developments.) 
The credits, to be guarantecd by the Austrian Government, are 
for the purpose of financ’:; eight specific projects. Of the 
totel credit, $8,400,000 is to go for the purchase of mater- 
ials and 34 ,605,¢ 000 for buying capital equipment. 











Italy Credits to Italy were approved by the Eximbank 
emounting in the aggregate to $23 million for three specific 
projects. The credits, grented under the $100 million ear- 
marked for Italy in January, will be used to finance the im- 
ports of fuel, industrial materi-els, and equipment for Fiat, 
Montecatini and Pirelli corporstions, which are among the 
leading industrial concerns of Itsly. 


Hungary The Board of Directors of the Eximbank canceled 
the surplus cotton credit of $7 million to Hungary. Although 
this credit had previously been approved, it had been held 
in abeyance for final legal arrangements. The decision of 
the Board was based on the vicw that the recent change of 
government hed altered the conditions prevailing when the 
credit was approved. 
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ITALY-US FINANCIAL SETTLEVYENT Negotiations. have recently 
NEGOTIATIONS CONCLUDED been concluded in Washington 
| between the. US and Italy re- 
sulting in the disposition of various financial and related 
problems arising out of the war. (See page 1, June 16, 1947 
issue of Current Economic Developments.) Signature of the 
relevent documents is expected to take place et the Depart- 


ment August 14, 

















In general, the settlement results in the release of 
blocked and vested Italian property in the US amounting to 
over $60 million; the disposition of various intergovernmental 
claims arising out of the war and totaling about $1 billion; 
provision by the Itslian Government of $5 million to cover 
various special claims of US nationals not satisfied in the 
Peace Treaty; and arrangements. for the return to Itely of 
Italian ships seized by the US during the war. Pursuant to 
Congressional authorization, the settlement includes the re- 
turn to Italy of ali Italian ships still in US possession, 
and the transfer to Italy of surplus Liberty ships epproxi- 
mately equal to the It valian tonnage lost Suri ng: the war while 


under US control. 
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This weekly publication is designed to highlight developments in the eco- 
nomic divisions of the Department of State, and to indicate the economic prob- 
lems which are currently receiving attention in the Department. It is suggested 
that copies be retained on file, as reference will sometimes be made to previously 
reported items to avoid repetition. 
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thereof. It may be retained in protected files or, at the discretion of the recipient 
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SOV ZURES CUT ACROSS Soviet seizure of plants in 
coSTReT TREATY DISCUSSIONS Austria which have been under 
discussion in the Austrian 
Treaty Commission has been protested both in the Commission 
and the Allied Council and has caused the recall of Joseph 
M. Dodge, US representative to tne Treaty Commission, for 
consultation. It is felt here that Soviet action disregards 
the CFM agreement of April 24, thus requiring a clarifica- 
tion of Soviet objectives in Austria and of Soviet intentions 
regarding the future work and purpose of the Treaty Commis- 


sion, 


On August 1, Soviet troops occupied the Lobau refinery, 
located in the Soviet zone and beneficially ownec by Socony 
Vacuum and Shell through German subsidiaries. Ina letter 
to Generel Keyes, Soviet High Commander Kourasov stated that 
the factory and the pipeline had been seized on the basis of 
the Germaa Control Council Agreement of October 1945 regard- 
ing German external assets. There have been unconfirmed re- 
ports that the Soviets plan the immediate seizure of a 
number of industrial plants on the ground that the Creditan- 
stalt interest in these plants makes them German assets. 

In protesting the Soviet action regarding the Lobau refinery, 
British representative to the Treaty Commission, Sir George 
Rendel, pointed out that the property ccncerned was under 
Giscussion in the Commission and that Soviet action was 
therefore in complete contradiction to the spirit in which 
the discussions were being carried out. We have suggested 

to Dodge tnat he should inform the Commission that he is | 
returning for consultation to Washington in view of Soviet 
action at Lobau and in view of apparent Soviet indifference 
towards factual material regarding the German assets problem. 
Commenting on the Soviet seizure, Erhardt points out that 
Soviet action could have been taken at any time in the past 
and that the delay may have been caused by Soviet expecta- 
tion that their claim could be satisfied legally. However, 
in all the oil cases discussed in the Treaty Commission, the 
Soviet views have been overwhelmingly refuted by the facts 
and this, he believes, may have led them to fear the effects 
of —— formal discussion on the validity of their oil 
claims, 


Status Of Treaty Discussions Initial discussion of 


oil properties in the Austrian Treaty Commission came to a 
close around the middle of July and since then discussions 
have been held on the DDSG (Danubian Steamship Company) and 
financial institutions. During the discussions of the DDSG 


we 
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we have taken the position, supported by the UK and France, 
that the shares in the DDSG wnich had been held by Credit- 
anstalt were transferred to the Germans.through duress or 
force and that the information regarding the Italian DDSG 
shares was inadequate and that, therefore, further study of 
this aspect of the problem was necessary. The Soviet dele- 
gation took the position that all of DDSG was a German asset 
although it was admitted that there was no evidence that the 
Austrian Government had received compensation for its shares. 
As regards the Italian interests, the Soviet position was 
that pressure bet‘veen Germany anc Italy was impossible. 

The fact that Italy was a friend of Germany and an enemy of 
the USSR was repeatedly emphasized. During the discussions 
the Soviets did not submit any reports or facts on the case. 
After continued Soviet adherence, with no documents or facts, 
to previous positions, the US delegation characterized the 
Soviet stand regarding examination of the facts (that each 
delegation was free to comply with or disregserd CFM instruc- 
tions to examine the concrete facts) as a violation of 
Treaty Commission agreed procedural plans. As discussions 
advanced, the Soviets upheld the following general princi- 
ples regarding the transfer of German assets: 1) the trans- 
fers should be in accordance with the location of the property; 
and 2) properties should be transferred to claimants free of 
all liabilities and other encumbrances. As to the type of 
assets the Soviets would claim, that is in what cases they 
would claim physical assets should be divided and in what 
cases shares divided, the Soviets were noncommittal. When 
pressed, the Soviet representative stated that no particular 
principles or criteria were involved but that the "USSR takes 
the criterion which gives real reparations." 


During the discussions of financial institutions--banks 
and insurance companies--the Soviets consistently maintained 
that such assets should be transferred free of liabilities. 
The Soviet argument was that since Germany is bankrupt the 
German controlled banks in Austria are also tankrupt and 
hence the depositors could not expect anything from them and 
the Allies therefore are entitled to the assets. The US, UK 
and French delegations have pointed out that to take the 
assets of banks and insurance companies without the liabil- 
ities would give the Allies more than Germany ever had; 
would impose reparations on Austria in contravention of 
Potsdam; and would infringe UN nationals creditor interests 
' in the banks. 
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EMBASSIES PRAHA AND BELGRADE GIVES In view of accelerated 

VIEWS ON EASTERY EUROPEAL SITUATION Soviet activities in 
eastern Europe, 

Embassies Praha and Belgrade have summarized the situation 

in those ‘countries and have made several suggestions which 

might be used in any reapvraisal of our commercial and finan- 

cial poiicies. 











- Czechoslovakia Embassy Praha believes that the Soviets 
will be more likely to strengthen the control of the Com- 
munist Party over Czech internal affairs and within the 
government than to curtail further Czechoslovakia's economic 
and other contacts with the west. As long as Czechoslovakia 
is prevented from‘having relations with the west which could 
have real political si agnificance, it is in USSR interest 
that the Czechs obtein raw materials from the west in quan- 
tities adequate to prevent collapse of the Comrunist-inspired 
two-year vlan and sufficient to meet Czech economic commit- 
ments to the USSR and to the other satellites. 


The Embassy therefore believes we should avoid making 
any contribution which would protect the Czech economy from 
deterioration. ‘Jhile no attempt should be made to discourage 
the normal flow of US-Czech trade on a cash basis, no sub-° 
stantial public or private credits should be made, the Embassy 
believes. In this connection it should be borne’ in mind that 
Czechoslovakia is the only country among the Soviet satellites 
which is so highly industrialized and so dependent’ on imports 
of raw materials from the west as to be a quiet example to 
other Soviet satellites of the consequences of relying ex- 
Clusively on Soviet promises of economic assistance. If the 
US wishes to demonstrate: to all of the Soviet satellites the 
danger of tying their economies extlusively ~6 the Soviet 
Union ana to one another, Czechoslovakia propably is the only 
country among them where quick results ee expected and . 
where, at the same time, sufficient freedom'of expression 
exists so that conditions might be brought to the attention 
of the world press. The Embassy is of the opinion that Com- 
munist leaders in the Czechoslovakian Government: will not 
agree with moderate leaders to a renewal of full economic 
collaboration by Czechoslovakia with the west until it has 
been unmistakenlv demonstrated that without such collabora- 
tion Czéch' industry will be threatened with collapse. The 
Embassy’ is convinced that refusal of economic assistance to 
Czechoslovakia: by the west would demonstrate within less than 
one year that Czechoslovekia cannot function ‘effectévely 7 
without extensive imports from the west. On the other hand, 
extension of substantial public or private loans or credits 


would 
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would enable Czech Communist leaders to carry forward their 
foreign policy in the interest of the Soviet Union, at the 
same time making use of American capital to build up the 
Czech economy for the benefit of eastern Europe. 


It was also suggested that our policy toward Czechoslo- 
vakia shouid not be entirely negative and that US interest 
in the people of eastern Europe could be shown by conclusion 
of a cultural convention, a conciliatory attitude on negotia- 
tio.s on dollar charges for transit of Czech exports and im- 
ports across Anglo-US zones of Germany, and affirmative steps 
in bringing the Hungarian coup before UN. The appearance of 
an economic blockade by the west should be avoided as it 
would tend to convince many who are friendly to the US that 
Czechoslovakia has no alternative than to rely economically 
on the Soviet Union. 





Yugoslavia Reviewing in detail Yugoslavia's economic 
agreements, Embassy Belgrade believes that the speeding up 
of Soviet plans in eastern Europe calls for a clearer defini- 
tion of basic commercial policy toward Yugoslavia. Two 
trends had become evident in Yugoslav commercial policy long 
before the US plan for European recoverys 1) development and 
intensification of economic relations within the Soviet bloc 
by full scale treaties, which provide for political, cultural 
and military collaboration in addition to a wiae range of 
economic cooperation; and 2) establishment of a facade of | 
lesser agreements with the west which have remained largely 
unfulfilled through delayed shipments or altered prices by 
the Yugoslavs. Additional approaches to:exclusive organiza- 
tion of eastern Europe are evident in agreements and confer- 
ences, to which no western states have been invited to 
participate, regarding railroad transportation, aviation 

routes, telecommunications, hydroelectric development, Danube 
navigation, establishment of mixed companies and cartels, and 
regional exchanges of labor technicians. 


In view of the arrival in Belgrade of a bizonal trading 
delegation for commercial agreement, the Embassy asks for a 
clarification of policy on the extent to which German indus- 

trial capacity will be permitted to manufacture for the satel- 
lite bloc. A broader policy decision is needed aiso on US 
commercial policy toward eastern Europe and the Embassy asks, 
specifically, if it should encourage exports to this region 
under: 1) a nondiscriminatory program limited, if at all, 
only to a provision that no credits shall be advanced; 2) a 

* selective program which, for example, might impose no "obstacles 
on the export of consumers goods but would exclude develop- 
ment or capital goods exports; and 3) a controlled program 
which would prevent export of goods which would increase the 
bloc's war potential. 


* * * 


DECLASSIFIED FOR PUBLICATION IN FOREIGN | 
RELATIONS OF THE UNITED STATES 











YUGOSLAVIA AND BULGARIA Bulgaria and Yugoslavia reached 
ufCH SERIES OF AGREAMZNTS a series of agreements last week 
during the visit of Bulgarian 
Premier Dimitrov and his party to Belgrace which the local 
presses termec as very important and far reaching. Embassy 
Belgrade comments, however, that the real scope of the pro- 
tocol is either undisclosed or undetermined and Mission Sofia 
agrees in the analysis that much ado was made about matters 
which, for all practical purposes, had already been settled. 











Main Points Announced As Result Of Conference Stressing 
the fact that the agreements were for the protection of both 
countries, as well as for solution of pending questions in 
political, economic ana cultural fields of collaboration, the 
mein points of the public announcement were 2s follows: 1) 
An "eternal" treaty of friendship, colleboration, and mutual 
assistance was agreed as necessarv and the two delegations 
agreed on fundamental principles snd drew up the text of an 
agreement. 2) It was agreed to develop commerce and economic 
co.latoration to the maximum degree, to prepare for a cus- 
toms union, to establish a currency exchange rate, to coor- 
dinate economic plans, and to combine efforts in spheres of 
inaustry, electrification, mining, agriculture, transporta- 
tion, end foreign trade. 3) A new regime on dual property 
along the entire Yugoslav-Bulgarian border will be established 
to replace the convention of 1939: passport formalities will 
be simplifiec for nationals of both countries; and all open 
questions relating to citizenship will be settled. 4) Rail- 
road and highway connections between the two countries will 
be expanded, a special commission being formed to determine 
location of necessary roads and railroads anc decide the 
order of construction. 5) It was agreed to coordinate ac- 
tions with respect to Greek border violations and provoca- 
tions; with respect to the inquiry subcommission established 
by the Security Councils anc on all other more important 
international. problems, especially with regard to the ques- 
tion of navigation on the Danube, which is considered to be 
only the concern of the riparian states. 6) Cultural ccl- 
laboration will be developed to the greatest possible extent. 
7) Yugoslavia waives its rights to the $25 million worth of 
reparations assessed against Bulgaria at the peace confer- 
ence. The protocol has four appendices which were not pub- 
lishec but which ares an agreec text of the treaty of 
friendship, collaboration and mutual aid; the agreement on 
economic collaboration; the agreement on customs facilities 
and preparatory steps towerd a union and the agreement on 
dual properties, border transit anc citizenship. 


Significance 
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Significance Of Frotocol Difficult To Assess Embassy 
Belgrade comments, and Mission Sofia concurs, that it is 
difficult to assess the significance of the agreements until 
the four appendices have been published and the effective 
dates and actual terms of the accords determined. To what 
extent the treaty of friendship end mutual aid is more far- 
reaching than other recent agreements of this type is pure 
speculation. EZmbassy Belgrade points out that the customs 
union is not agreed to, but that its realization is "pre- 
pared." With regard to the announcement on frontier traffic 
questions, it has previously been the program of both govern- 
ments to settle these questions. The announcement of con- 
struction work in connection with railway and communications 
is still only a plan. Uniformity of policy regarding Greece 
has already been effective for all practical purposes without 
needing formalization. With regard to the Danube the Yugo- 
slav position has been weil known for a year and Bulgaria has 
been concedec as leaning toward that view. The Yugoslav 
renunciation of reparations is conceded to have propaganda 
value in Bulgaria but the Embassy regards it as without prac- 
tical substance since the Bulgarians have made it clear they 
intenc to evade all reparations and in Paris last summer the 
Yugoslavs, while not actually committing their country to 
renunciation, cited the precedent of the US attitude toward 
Italy, 








Federation Postponed Dimitrov, in discussing the agree- 
ments on the train when leaving Belgrade, said that both 
Bulgaria and Yugoslavia believed the time was not yet ripe 
for the "creation of a federation of south Slav countries or 
a Balkan or Danubian basin federation." Mission Sofia is of 
the opinion that a formal federation was not announced 
chiefly because the south Slavs have not yet reached the 
psychological stage where they would accept it. 





INTERNATIONAL BANK AND FUND The second annual meeting of 
MEET IN LONDON NEXT MONTH the Boards of Governors of the 
International Bank and Fund 
will convene in London September 10. Aside from routine mat- 
ters, the agenda for the Fund calls for consideration of the 
application for membership by Finland, and the proposed ad- 
justments in quotas of Iran and Egypt. Matters to be taken 
up by the Bank, in addition to procedural and administrative 
issues, include consideration of Finland's membership 














application 
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application and the increase in capital subscription re- 
quested by Egypt and Iran, and »»ssibly provisions for the 
election of an additional executive director. Both organiza- 
tions will consider an agreement with the United Nations de- 
fining tneir relationship with that organization. 


Membership With the signing of the Articles of Agree- 
ment on August 5, Australia became the 45th member of the 
Fund and the Bank, Australia's quota in both organizations 
is $200 million each. On August 6, Legation Vienna reported 
that the Austrian Finance Minister has prepared a statement 
on membership to the Bank and Fund for presentation to the 
Austrian Cabinet at its next meeting, and will probably re- 
quest that this application be included in the agenda of the 
September meetings of these organizations, The US will sup- 
port the Austrian position, but does not expect early action. 


Bank's Issuence Of Debentures On July 16 the Bank an- 
nounced that the two initial issues---the $100 million 2-1/4 
percent bond issue due in 1957 and the $150 million 3 percent 
issue due in 1972 had been "heavily over-subscribed." This 
was the first day that the bonds had been put on the market 
and the announcement of over-subscription came by noon. 


Bank Credits Following NAC action last week, the Bank 
approved a $195 million credit to the Netherlands to be de- 
voted "exclusively to the reconstruction of productive facil- 
ities" in the Dutch homeland. The loan is for a period of 
25 years at an interest rate of 3-1/4 percent, plus an addi- 
tional commission, under the Bank's rules, of 1 percent 
annually on the outstanding portion of the loan to build up 
a special reserve, The formal application presented by the 
Netherlands last April asked for a commitment of $535 million 
to finance a reconstruction program for the homeland for the 
years 1947 through 1949. The Bank's approval stated that 
"none of the proceeds of the loan will be applied to the 
Netherlands East Indies, nor for military purposes." 


This credit, marking the second loan of the Bank, may 
be followed shortly by a loan of about $50 million for 
Denmark for funds to modernize its industry and. agriculture, 
and a $12 million loan to Luxembourg. President McCloy, in 
a press statement, added that a large Italian loan is under 
consideration for the rehabilitation of key industries in 
Turin, Milian and Genoa. In addition to the loan of $250 mil- 
lion to France last spring, the Bank now has under considera- 
tion another large credit to that country. 


ok * * 
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DISCUSSIONS WITH UK ON FINANCIAL In response to a letter 

AGREEMENT TO BE HELD IN WASHINGTON from the UK asking that 
? high level discussions 


take-place between the US and the UK on the latter's critical 
financial position, we informed the British of our approval 
of this course of action. The date of the discussions is 
still undetermined, but it has been agreed that they will be 
held in Washington as premptly as possible. The US side 
probably will be represented by members of the National Ad- 
visory Council (Secretary of Treasury, Chairman; Secretary of 
State, Secretary of Commerce, and Chairmen of the Board of 
Governors of the Federal Reserve System and of the Export- 
Import Bank.) The talks will deal with problems arising out 
of the Anglo-American Financial Agreement. 








| *  * * 
TENTATIVE PRIORITY SCHEDULE Representatives of State, Navy 
SET FOR FOREIGN TaNKER SALES and Maritime Commission have 





reached informal agreement on 

the distribution and priority schedule among foreign applicants 
of tne 100 T-2 tankers recently authorized for foreign sale. 
(See page 7, June 9, 1947 issue of Current Economic Developments) 
The allocations and order of priority are based on the estab- 
lished relative need of applicant countries; the intended use 

of ships, particularly in relation to alleviating the world-wide 
petroleum shortage and to the program for European rehabilita- 
tion; the date of application; and related factors. From appli- 
cations outstanding on June 12 the following allocations, in 
order of priority, have been recommendeds UK 31, Turkey l, 
France 11, Italy 16, Canada 3, the Netherlands 4, Greece 7, 
Denmark 3, Belgium 1, Peru 1, Norway 11, and Argentina 3. The 
remaining 8 tankers are tentatively divided among other appli- 
cants as follows: Uruguay 2, Chile 1, Sweden 1, South Africa 2, 
with the disposition of the other 2 still undecided. The Greek 
ailocation is subject to clearance of the American Mission to 
Greece regarding the potential contribution of Greek shipping 
interests to the country's foreign exchange position and the re- 
lationship of these tankers to any program for utilization of 
Greek shipping in the aid program. Swedish shipping needs are 
not considered critical in view of information that they are 
actively engaged in construction and repair work for other coun- 
tries and tankers are not needed for Swedish petroleum import 
requirements. The tentative earmarking of a single tanker for 
Swedish purchase resulted from the Department's insistence that 
exclusion from the program might be construed as discrimination 
and because Sweden is participating in the plan for 
European rehabilitation. Although the schedule has not been 
made public we have already been approached by the Norwegians, 
who, in an aide-memoire, express concern over their low priority 
position and ask the Department to intercede with Maritime for 
more favorable consideration. 


+ sie 
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ae STEPS TO BRING ABOUT AGREEMENT We are taking all 
a MULT LATERAL AIR TRANSPORT TREATY steps possible to 
assure agreement on 

a multilateral air transport treaty draft at the ICAO Multi- 
lateral Conference in Rio next October. We have again re- 
quested all missions where bilaterals are pending to intensify 
their efforts so as to conclude the greatest possible number 
prior to the conference and thereby strengthen general ac- 
ceptance of the Bermuda principles. Our representative to 
ICAO has informally sounded out the views of a number of 
Latin American countries, including Brazil, Chile, Colombia, 
Cuba, Peru, Uruguay and Venezuela. Although mixed feelings 
were encountered as to the possible success of the conference 
there is evidence we will have strong backing from most of 
the other American republics for a multilateral. Cuba, 
Colombia and Venezuela are deeply interested, fully in "accord 
with the principles we advocate and optimistic regarding the 
outcome of the conference. Brazil, Chile and Uruguay, while 
interested, are non-committal, awaiting further study of the 
draft proposals. Peru is doubtful that the meeting will 
vield an acceptable multilateral. The main question among 
these. countries concerns the language of the capacity clause, 
which they consider vague and ambiguous. 

Our Civil Air Attachés for Central Europe, London and 
Paris are here for intensive consultation before a concerted 
effort to dispel any doubts among key western. European coun- 
tries regarding the importance we attach to obtaining a 
multilateral and the basic principles we desire to be incor- 
porated. 


US-UK-French Discussions Scheduled US representatives 
will participate with the UK and France in informal tripar- 
tite discussions in London, September 1. It is our belief 
that if the remaining differences between the French, the US, 
and the UK positions can be reconciled, other European coun- 
tries will fall in line. Essential points at issue with the 
French are the capacity clause and bilateral versus multi- 
lateral exchange of routes. 





The’ French want the capacity clause speiled out in more 
specific language and modified to a basis which would be 
almost mathematical in application. They consider fifth 
freedom traffic requires a different treatment depending upon 
whether exercised near the point of origin or near the point 
of destination on the route and are insistent that some 
standard must be provided to prevent, for example, the Dutch 


from 
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from filling up- at Paris: to. suppert the major segment of. 
their routes through Paris to:South American points.--In- - 
their view, fifth freecom traffic near the p int of destina- 
tion is really incidental to. the through service whereas. 
fifth freedom traffic near the point of origin is primarfly 
designed to support a service. which, on the basis of its own 
national traffic, would be unjustified. It is clear. that 
_thetr whole attitude. is influenced by the fear that the ~ 
Dutch and Swedes are trying to capitalize upon France's geo- 
graphic position as the world's most important transit coun- 
try and as a lucrative traffic generating point. The US and 
the UK positions support the policy ‘that. air passengers may 
select whatever airline they want for their trips. However, 
we believe that over a given period of time a reasonable 
amount of third and fourth freedom traffic (traffic carried 
from the homeland to any country or from any other country 
to the homeland) should be carried and the pene ining —? 
left open to fifth freedom traffic. al 


Contrary to our view the French consider that ‘the ex- 
change of routes should be included within the scope of the 
multilateral. or subject to negotiation only in the light of 
specific criteria which would prevent discrimination. We 
think they will go along on the proposed bilateral exchange 
of routes providing they obtain some inclusion of principles 
under which bilateral exchange will be made and a more re- 
strictive capacity provision. Our thinking on the bilateral 
exchange of routes is nmeoessarily influenced by: 1) our _ 
geographic position, which makes the US essentially a ter« 
minal rather than transit country; and 2) the fact that we 
are a disproportionately high traffic generating country due 
to our high standard of living. In view of these circunm- 
stances and the weight given them by Congress and the indus- 
try, we must consider carefully the traffic possibilities . 
provided us by other countries, their geographic pasition . 
and other related economic factors before any exchange of 
routes is agreed upon. A policy of complete reciprocity in 
trading routes would lead in most instances to our yielding | 
access to our enormous traffic pool which is far in excess of 
any Sempensaweng benefits we could hope to ovtaia. 
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ANGLO-AMFRICAN COAL The Anglo-American talks on Ruhr coai, 
TALKS GOING ARES which opened here August 12, have been 

concerned to date with discussions of: 
an interim organizstion and menagement plan; the question 
of foreign 2ppointed menegers of foreign owned properties 
in the Ruhr Aacnen crea; management in relation to owner- 
ship; the coal export price; mine supplies and equipment; 
food; housing; and transportation, 








Interim Germen Coal Organization First action taken 
by the conference was to approve in lerge pert an understand- 
ing reached by the US-UK authorities in Germany for handing 
over responsibility for coal production to the Germens. The 
new arrangement provides for setting up a German Coal Manege- 
ment responsible to US/UK military government authorities 
for effective overstion of the industry under ordinances and 
reculctions of the Economic Council which have been epproved 
by the militery governments. A general director will be ap- 
pointed to head up the management and he in consultation with 
US and UK euthorities will appoint the directors of the de- 
partments. Tie director will nave the authority: to manage 
the industry tarough individual mines managements; to fire 
end appoint key personnel; to take all measures necessary 
to maintain end utilize the resources of the industry and to 
improve its efriciency and to develop its frcilities; to 
supervise the financial position of the industry and to 
exercise such borrowirg powers as are approved by the 
appropriate authorities; to sunervise conl distribution and 
selling policies--except for exports; to de-1 with govern- 
mentel and other authorities for ellocations of mining 
supplies, consumer goods and building materials for industricl 
cnd housing vcurposes; and to supervise all matters pertaining 
to relstions of management and lebor, including wage admin- 
istration, l-sbor supply, general social and welfare questions 
end the carrving out of safety regulrtions. 














US _Provosals For US/UK Control Group Over German Management 
The agreenont for turning over menazevent of the coal industry 
to the Germans contains the understanding that there will be 
a US/UK control group associated with the German management 
which would transmit to the Germen director -p»ropriate dir- 
ectives on behslf of the occupying authorities. We hrve sug- 
gested dep-rting from the presert system of dual control, 
which ccnsists of - US snd a UK director for the control 
group and ench of the deprrtments contemplzted in the man-ge- 
ment plen. “e propose informcelly < control group consisting 
of nine persons with one chrirman which would act for the 
Bipartite Bonrd in supervising the German menrgement organ- 
ization and in behalf of the Bosrd would issue directives 


to the 
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to the German management on ail matters concerning the coal 
industry. This srous would take action necessary before the 
German and JS/UK authorities to support the Gerran coal 
organization in obtaining from imports and domestic sources 
everything neeced for maintenance, ecuipment ana cevelopment 
of the mines. With the estadlishment of the new control 
group the North Gerrsan Control Group is to be terminated. 
The British heve referrec our proposal to London for con- 
ments. 


Question Of “anagement Of Foreign-Owned Mines The 
Britisn have suggested *hat the foreien owners of properties 
in the Ruhr might be allowed to appoint managers for their 
mines, e have noted that this auestion of administration 
of foreign-ownec mines was referrec to particularly by Mr. 
R. PF. hoenig in his report to Ambassador Douglas on the Ruhr 
coal situetion eed ,page 1, July 7, 1947 issue of Current 
Zconoric Developments). He stated that actions had been 
taken by foreign ates to place their own administrative 
personnel at the mines anc noted that "the presence of these 
individuals has compliccted the situation in Aachen." While 
some 16 mines ere involved, representing approximately 10 
percent of the Ruhr-Aachen outnout, these foreign owned mines 
represent 370 pertent of the Aachen output. in addition, the 
recovery in tne aachen fields has been the iowest in Germany 
or arcunc 20 sercent of prewar. “hile this conditioa probably 

results from technical dif ficulties in mining the coal in 
this area, it nevertheless incicates the Gesirability—of 
zgiving the general manager a free hand to bring about a rise 
in coal rroduction. ‘we are therefore inclined to take the 
position that there seems to oe no justification for giving 
foreign owners special protect ion at the expense of German 
coal vroduction and of Eurovcan recovery. while, in general, 
we fever the return of these properties to the control of 
owners who are UN nationals as raniély as possible, in the 
interest of ueximum coal outnut, it is not desirable to 
introduce control + foreign owners at present. If in the 
alternative sore eonsession is reauircd, we have suggested 
certein safcguards to protect the position of the German 


gencral management. 








Mines Surplies And Ecuinment A working party was estabd- 
lished immediately to examine and report on the urgent re- 
quirements of the coal mines anc closely related industries 
for imported esuinmment and to set out these reauirements in 
order of priority; to estimate the cost of imports; and 
report on possidle sources of supply. The result was a 
recommendation for import and delivery over the next six 





months 
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months of 130,210 tons of steel products during 1947. In 

addition 571, 600 tons are recuired from domestic sources, 

150,000 tons of which represent an increase in the present 
allocation to the railroads and mines. 


Housing A working party was established to make recon- 
mendations to expedite the housing of rine workers. The 
group considered: the oossibilities of accelerating and 
making more effective the present five-year plan of the Ruhr 
housing authorities; whether responsibility for mine worker 
housing should be placed on mine management or on the Land 
housing au* -horities; the pro's and con's of new construction 
as opposed to repair of exieti ng structures; and the respon- 
sibility for and means of financing construction or repair 
of mine workers' housing. The working party has agreec that 
the US-UK two-year accelerated program for repair and con- 
struction of miners' housing, w} hich is a revision of the 
five-year program, is satisfactory. It envisages the repair 
of all houses and will make available 216,211 units for 
miners' families including new construction, plus 524 hostels 
for single miners. The program is considered adequate to 
effect the minimum necessary improvement in the housing of 
the present labor force and to crovide housing for the 100,000 
adcitional miners to be recruited in order to reach a daily 
average production target of 320,000 tons by July 1949, The 
working party has suggested that the use of prefabricated 
houses be reviewed to determine whether their use can be 
justifiea from the standpoint of cost, transport anc adaptabil- 
ity; and that there is some doubt as to whether the supply of 
sawn timber products and domestic fittings will be adequate 
to meet ‘the requirements. It has recommended, therefore, 
that this matter be investigated without delay in order that 
the necessary priorities can be assured. The working party 
has also recommended that the German Coal Management be given 
the authority for programming housing needs subject only to 
the building regulations of the Land Government, It is be- 
lieved that the Coal Management is most familiar with the 
needs of the miners; can best forecast the housing needs of 
the industry in relation to future mining and development 
and has the greatest appreciation of the urgent need or pro- 
viding accommodations quickly. 


Food Preliminary discussions of the problem of food 
supplies for the Ruhr area have been held and a US-UK working 
party has been set up to study the matter further. The 
British position has been to emphasize the importance of 
maintaining a stable ration in the Ruhr. They have stated 
that they are, of course, not adverse to raising the normal 
consumer ration scale above 1550 if supplies permit but have 


emphasized 
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emphasizec their belief that it is more important to have a 
stable ration at 1550 than a higher ration which could not 

be maintained. In order to assure effective cistribution of 
fooc supplies in the Ruhr area they have suggested that some 
administrstive means be found for building up a reserve under 
the control of the military government authorities which 
could be drawn on Ji. the event of a breakdown in distribution 
of food supplies such as occurred lsst spring. 


Ownership At the opening discussions of the question 
of ownersiip of the mines, the British presented the back- 
ground of their case, Sir William Strang, British Chairman, 
pointed cut that at the time of the British occupation the 
former owners were dispossessed; commitments were made to 
the effect that they would not be reinstated and it was as- 
serted that the British euthorities favored eventual public 
ovnership of the mines. This position wes, according to 
Strang, generalivy acceptable to the German labor groups and 
precominent political varties in the Ruhr. He suggested 
that an element of uncertainty had been injected into this 
situation, which affected in a detrimental manner the gen- 
erel morale of tne Ruhr area, when rumors became common that 
the US authorities were going to insist that the mines be 
returned to the former owners or that socialization would be 
oprosed. He also noted, nowever, that the question should 
be looked upon in tne light of the British aide-memoire re- 
garding arrangements for the control of the Ruhr industries 
which the British Governnent has presented to us. In this 
proposal, the British heve suggested thet a statement be 
made to the Paris Conference to the effect that, subject to 
suitable safeguards for security, the US and UK agree that 
it is of first importance thet the coal, iron and steel in- 
custries of the Rukr be piaced under international control 
with some form of public ownership in order that their re- 
sources may be used for the benefit of Hurope as & whole, 
including Germany. The Department is replying to the British 
that during the period prior to the establishment of a German 
Government the present control of Germany provides the neces- 
sary safeguards and no further mechanism is required. As 
regards the period after which a German Government has been 
established we fecl that any arrangementsin this connection 
are a matter for decision in the peace treaty. Further 
discussions of the ownership question will take place during 
the coal conference. 
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US INFORMALLY LISTS GUIDING PRINCIPLES OF Submission of 
EUROPGAN RECOVERY S$ 3. CUSTOMS UNION DISCUSSED complete ques- 
tionnaires, ex- 
pected this week, will mark entry into the final stages of the 
work of the European Committee on Economic Cooperation. From 
official reports sent back by Under Secretary Clayton (who has 
been dividing his time between Paris and Geneva) and others, 
the Department fears that a tendency is developing among the 
participating countries towards the drafting of a proposal 
which will be nothing more than an itemized account of pros- 
pective deficits developed against a background of present 
policies and arrangements, instead of a coordinated plan 
Girected toward self-help and mutual aid. We feel strongly 
that before any US assistance can be expected, western European 
countries must be made to realize that the prewar policy of 
indepencent economic planning is no longer operable and that 
the change in the European scene cails for courageous and in- 
cisive action on the part of the governments concerned, both 
individually and collectively. We have suggested informally 
that any program which is developed should be formulated on 
the premise that no outside assistance is available. Only 
after all possible sources have been canvassed and all possi- 
ble adjustments made within western Europe itself, should an 
attempt be made to list the requirements incapable of being 
met without outside assistance. 








Vie have met the frequent request for guidance as to US 
expectations in the way of concrete proposals by informing US 
officials in Paris what we consider to be the prime requisites 
for any program aimed at European economic recovery and which 
will, as well, win the support of US public opinion. We con- 
sider that a constructive program must have the following 
goals: 1) a practicable increase in production of food and 
materials so that requests for US supplies. will be of a limited 
nature; 2) production programs designed to render the maximum 
contribution to the needs of other participating countries; 

3) adoption of internal financial and monetary reforms which 
would lead to currency stabilization, establishment and main- 
tenance of proper rates of exchange, etc.; 4) equitable inter- 
nal distribution methods, including measures to ensure food 
collections and prevention of diversions to the black market; 
5) the greatest practicable interchange of goods and services 
among participants, reducing and seeking to eliminate depend- 
ence on exchange controls, quotas restrictions, compensation 
and barter arrangements; 6) eventual self-sufficiency without 
continued support from the US. Inclusion of these principles 
in the Paris program will not, however, bind the US in any 
way to accept or implement the plan. 


The 
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The question has also arisen as to the grounds which will 
be considered sufficient to discontinue or reconsider any US 
aic. Instead of setting un production goals as requirements 
for continued aid, the Department suggests that discussion of 
specific conditions under which aid would be withdrawn should 
be postponed until bilateral and multilateral agreements are 
negotiatec after Congressional action has been taken. 


One encouraging factor in the Paris discussions has been 
tne interest of many delegates in a European customs union, 
Two proposals, one by the Benelux delegation and a more recent 
one by che italians, have been proposed and the principle is 
now being discussed by the Executive Committee. The British 
nave consistently taken a negative position with respect to 
their entering into a commitment for a union within a specific 
period of time. However, the British delegate has stated that, 
if other countries ccnsider it desirable, the UK would asso- 
clate itself with a siucy group te consider the possibility of 
forming a union. In addition to participating in this study 
grovp, the UK woulde take stens to arrange early consultation 
with the dominions in order to ascertain in whet form, if at 
ail, it would be practicable for the UK and its dominions to 
join. In presenting the British position, Sir Oliver Franks 
reviewed the existing oerriers to trade, namely import restric- 
tions and tariffs, and briefly mentioned the activities in 
Geneva aimed «t relaxation of these two major impediments to 
international trace, Once vroduction increases are obtained 
anc goid and currency reserves reach a working level, the 
British hold existing barriers to international trade can be 
progressively overcome. 


Both the Dutch and the Italians feel that UK participation 
in a customs union is a requisite to the adoption of any over- 
all program and that initially the principle should be accepted 
by several contiguous countries having complementary productive 
resources, French-Italian and a Scandinavian grouping heve 
been mentionea as possibilities. Probably one of the motivat- 
ing factors benind the Italian proposal fcr a customs union, 
particularly with France, is the fear that the US will give 
France, along with the UK, priority on assistance, which a 
customs union between France and italy would go a long way 
towards dissipating. 


While the Dutch have expressed themselves to be in favor 
of regional customs alliances, Benelux representatives seem to 
have some qualms regarding an overall program, especially with 
regard to relations with countries which have not yet achieved 
economic and financial stability. The Scandinavian countries 
also seem a bit reluctant to sacrifice their present favorable 
situation. France, in the meetings, has given support to the 
proposal although it has not yet received official approval of 
the French Government, : 
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STABILIZATION MEASURES FURTHER Under a drastic currency 
COMMUNIST CONTROL OF RUMANIA stabilization law announced 


August 14, Rumania virtually 
confiscated the savings of the wealthy, increased the cost 

of procuction in privately owned enterprises, and gave a de- 
cided advantage to industrial workers in the form of higher 
wages and more favorable conditions of exchange. The lei 

was devalued by 20,000, with the dollar officially valued at 
150 lei, the Swiss franc at approximately 35, and the French 
napoleons at 980. 


according to press reports, regulations governing wages, 
Salaries and prices of goods, which accompanied the new cur- 
rency issue, have had the effect of virtually paralyzing 
economic activity in Rumania. The government has set up a 
class system for the excnange of the old money for the new. 
The vrivate industrialists seem to be the hardest hit. The 
cdecrees previously issued under the guise of preparing the 
way for stabilization have reduced industrialists practically 
to bankruptcy. Debts incurred by businesses and manufacturers 
under the old currency regime have been heavy, and they must 
now be repaid in the new currency, not from current assets 
but from future production. A Rumanian incustrial worker or 
state employee can exchange initially only 3 million lei for 
150 of the new stabilized lei, or $1 worth, at the new offi- 
cial rate of exchange. Farmers will receive initially be- 
tween 250 and 3250 of the new lei for turning in between 
5 million and 7 million of the old lei. Only 1,500,000 of 
the old lei can be exchanged for 75 of the new by persons 
classified as without profession. 


Under the new orcers Rumanians must deposit all but 
7 Million of the lei presently ovmed, plus foreign currencies, 
with the National Bank or face a possible prison sentence and 
a severe fine. A government orcer forbade the use of the old 
money after midnight August 15, although it was a virtual 
impossibility to circulate the new money quickly to all of 
Rumania's 17 million inhabitants, even on a iimited basis. 


No foreign diplomatic establishments or foreigners who 
have been in Rumania less than six months are affected by 
the order, so far as the disclosure of assets is required. , 
However, it has not been made clear how Rumania intends to 
Claim the assets held abroad by foreigners who have resided 
in Rumania for more than six months, 


Comments 
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Comments Of US Mission Mission Bucharest confirms press 
reports that the publication of decisions regarding stabiliza- 
tion apparently had the government's desired effect of creat- 
ing confusion anc bringing commercial and other activity to 
a virtual standstill. The government seems to be little con- 
cerned with restoring normalcy. Uncertainty and fear of the 


future are the predominant moods among the population. 





While the 'ission recognizes that currency stabilization 
is essential for any improvement or recovery in the Rumanian 
economy, reports from several independent and reliable sources 
confirm its view that some of the measures introduced under 
the guise of currency stabilization have the effect of fur- 
thering the Communist crive for complete control of the en- 
tire economy. These measures resemble similar Communist 
moves in other eastern European countries. Further steps 
wnich the Mission views as indicative of this trend are the 
blocking of 2-1/2 trillion lei worth of consumer goods de- 
positec es loan security by businessmen during the past two 
vears; the purchase of consumer goods by the government ex- 
tencing to industrial stocks on hand, Some major industries 
now find most of their materiel in government hands, although 
they are permittec their use for the present. Credit is now 
controlled by five government-affiliated or Communist-dominated 
credit institutions, in addition to the National Bank. The 
Mission believes that this control will be tightened follow- 
ing stabilization to permit no credit to persons or firms 
when sucn credit would be inconsistent with the political 
aims of the Groza Government. 


HUNGARIAN GOVERNVENT The Hungarian Government, following 
MODIFIES MAORT ORDERS US protests and MAORT's threats of 
reduction of oil production, has re~ 
scinded some of the orders which were severely interfering 
with the management of the oil company owned by US interests. 
Willingness to ncgotiate the settlement of other difficulties 
has also been expressed. Previously Legation Budapest had 
learned that the US protest of a restrictive resolution, 
adopted by the Zconomic High Council on July 23, was causing 
concern in the Ministry of Finance and the Foreign Office 
since legal opinion was that the contract between MAORT and 
the Eungerian Government was valid and the resolution wes in 
contravention of that contract. 
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The Hungarian Government has now declared the High Coun- 
cil resolution invalid. The resolution established arbitrary 
production goels; recuiredc the company to set aside ina 
special blocked account 50 forints for each ton of crude oil 
sold; required the creation of a second blocked account; and 
authorized the Ministry of Industry to control the rationaliza- 
tion of production, payment of wages and investments. In 
addition to nullifying the resolution, the Hungarian Govern- 
ment is to appoint a committee consisting of representatives 
of MACRT and of the Ministries of Industry and Finance to 
nesctiste prices. The government has advocated that the crude 
oil sales price should be fixed at 120 forint per ton while 
M&ORT contends the price should be 292 forint. The government 
has agreed thet its controllers of MAORT, whose appointment 
and presence MAORT has protested (see page 4, June 9, 1947 
issue of Current Economic Developments) may be replaced by a 
committee of inspection if it can be done without risking 
Soviet intervention. In the meantime, the chairman of the 
controllers is to be replaced by a man who is better informed 
on MAORT problems and who is opposed to the policy of over- 
producticn which the government has demended. MAORT has 
agreed not to reduce its production as threatened. It will 
maintain production at 45,000 tons gross monthly, inclvcing 
casing-head gasoline, water and emulsions, during August, 
September and October to meet Eungarian bilateral trade agree- 
ment commitments, Consultation is scheduled to take place to 
determine the production rate thereafter. It was also agreed 
that MaORT may deliver to its own account enough oil to com- 
pensate for the amount outstanding as a result of government 
nonpayment of transportation costs, 


LuiPCRT RESTRICTIONS ENACTED BY CHILE; Two Letin American 
ie : countries have taken 
| or sre understood to 
be contemplating steps to control imports. (On August 11 
Chile's Ministry of Economy issued a decree prohibiting the 
importation of 79 groups of items which are either luxuries 
or ere produced by Chile. Embassy Mexico City hes learned 
from an euthoritative source thet, becnuse of severe pressure 
from industriclists for inclusion of a lerge nunber of sc- 
ditioml items in the import restrictions announced July 11 
(See page 10, July 14, 1947 issue of Current Economic Devel- 
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ents) the President of Mexico has ordered the Ministry 
Economy to consider further restricticns. 


Chilesn Decree Included in the groups of items which 





"were prohibited on August 11 were: tnble and kitcbenwere, 





cirplanes =e) yeles, real ard artificisl jevelry, musics1 
instruments, omeras, refrigersntors, clothing, many toilet 
preparations "eethes. stoves :nd electric hersters. Some 

of these -rticles nre nov under consideration in the trede 
egreerent negoti:tions in Geneva, The Chilean delegotion 

nt the Geneva trode conference strted that Chile's action 
merely reflects a chronic exchange problem. They admitted 
thet concessions offered by Chile at Geneva are only a 

eesture of good frith ond thet they are likely to be nullified 
continuclly by belance of paymentsSrestrictions, 


JS Delecrtion's Views On Chilean Decree The Trade 
Agreements Committee at Geneva considers thet Chile's max- 
imum offers for tariff concessions cre definitely poor, 
coperently being based on exaggerated ideas of Chilean 
production possibilities. Alternatives avcsilable to our 
aclegition are to curtsil our tariff offers to Chile and 
conclude a "thin" segrcement or to decide that such an agree- 
ment is not worthwhile. Since continuing exchsnge restric- 
tions on dollar imports may be expected regardless of Chilean 
offers, any agrecment might be worthwhile inasmuch as it would 
permit some control of the method used in avoplying restrictions, 
Our delegation suggests that Chile be informed thet we recog- 
nize the necessity of its import vrohibition ection for bal- 
once of payments Te°sONs. However, in the light of ITO ob- 
jectives and Chile's participation in the conference, the 
delegation recozumends that we protest such cetion as » cover 
for a protective device. 








Gereva elso reports that the Chileen delegation hes re- 
fused to bind the duty on printed matter, Srntiego's press 
has revorted that the President will request Congress to give 
urgent consideration to ea vroposed bill to modify Chile's 
customs tariff by increasing duties on pvrinted matter. The 
Deprrtment has assumed that the propos:l contsins - provision 
identical to . former bill discrimineting ageinst matter 
vorinted in Spanish in ae country other than one in wich 
Spenish is the mother tongue, such os the Spanish edition of 
the Resder's Digest. 


Mexicon 
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Mexicen Proposals The Mexican Ministry of Economy, 
in response to the President's order, has now prepered two 
alternative decrees, one which would add more than 100 
items to present Treesury circulars restricting imports 
end another which would give blanket enthority to the 
Ministry to restrict imports as it sees fit. A third draft 
instructs the Ministry of Foreign Relations to take up in- 
mediately with the US the question of restrictions on a 
lerge number of trade agreement items. 


Embassy 4nd US Delegetion Views T!e Embassy fecls that 
it is inevitable that protection will be given to Mexican 
industry eithcr through restrictions on imports or incressed 
import duties and, slthough cognizant of the embarrassing 
situation of the latter course, definitely favors this pro- 
cedure, US representatives at Geneva concur with the En- 
bassy's views that it is desirsble to try to delay Mexico's 
proposed action until after the Yorld Trade Conference in 
November, They express the hepe that it will be possibic 
for the Embassy to persurde Mexico to take no stronger action 
than consultation with the US concerning specific items, In 
view of our rersonable attitude in consenting to Mexico's 
recent restrictionsof imports becsuse of balance of vceyments 
difficulties, the delegation thinks we should be able to re- 
sist Mcoxican ection pending new trade agreement discussions 
waich could not be heid until efter the World Trade Conference, 


SECRET 
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STRONG FAO COUNCIL TO BE PROPOSED The world food situction 


AT FOOD AND «AGRICULTURE CONFERENCE and outlook will be the 
central topic of dis- 
cussion at the third annual conference of the Food and Agri- 
culture ‘Organization wnich will open in Geneve August 25, 
Representatives from some 50 nations will, emong other things, 
conduct the first annual review of notional programs end plans 
in the fields of food, egriculture, forestry and fisheries. 

One of the primary decisions to be made is whether a Council 
of the FAO is to be established to enable FAO to carry out — 
its functions more effectively. The US will propose an amend- 
ment to the FAO constitution which would convert the FAO 
Executive Committee, now composed of persons serving in indivi- 
dual expert capacity, to an eighteen-country Council with 
members serving as government representatives, and give it added 
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duties, Adcitiorel functions tht h-ve been proposed by the 
FAO for the Council include: 1) taking over internetionel 
elioertion of foods and fertilizers from the Intern: tional 
Emergency Food Council, retaining the structure of commodity 
committees; 2) ensuring maximum mobilization of food for 

human use in 1947-48, including strengthening of food col- 
lection and food economy mersures and of efforts to shin 

the meximum amount of foods from exporting countries; 3) 
accelersting the supply of m-terials needed to exvand 1948 
hervest in food deficit countries; 4) promoting long-term 
egricultureal devclonment and nutritional programs for countries 
and regions, 2nd collaborating with other specialized agencies 
and with the UN on the more general economic aspects; and 

5) reviewing commodity situations in egriculture, forestry 

end fisheries and promoting joint activity among governments, 
inclucing studies lecding, where necess-ry, to commocity 
agreements, The US amenimenvy is dssigned to pring ection on 

a recommendation mede last Janurry by the Preperatory Con- 
mission on ‘Yorlc Food Proposals, 


Food Situetion Grave The present state of food and 
agriculture, which is reviewed in e report to be considered 
by the confcrence, shows that the food situation remains 
very grave. Serrcity, not only of foodstuffs but of lumber, 
textiles, scecds, fertilizers, drxft power and rerm equip- 
ment will continue during the coming year. The food position 
of the world is no better than it wes a year ago, and, un- 
less measures are taken to provide the war-deveststed countries 
with agricultural ecuipment, fertilizers «nd other requisites 
for the harvest of 1948, a severe food shortage may last 
for at least two yesrs more. Except for eastern countries, 
European diets may be slightly lower next year, and in Asia 
they will remein at present very iow levels unless imports 
can be increased. Minimum import needs for Europe, North 
Africa and Asia in 1947-48 are estimated at 34 to 38 million 
tons--without ellowing for any improvement in bread rations, 
eny additionel livestock feeding, or sny increase in working 
reserves, Against this need, supplies of grein availcble 
for export from the surplus countries may be tent: tively 
estimated at 30 to 34 million tons. In 1946-47, 28 million 
tons of grain were imported into deficit areas. Since the 
situetion was reviewed for presentation to the conference, 
estinmctes for some US end Canadian cerenl crops have been 
revised downwerd, On August 1 it was estimated that the 
corn crop would fall 628 million bushels short of last year, 
US whest predictions, however, are for 1427 million bushels, 
far above l-st year's previous high of 1155 million. Accumu- 
lated foreign exchange difficulties have worsened the problem 
of importing countrics,. 





+ 
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Other Problems lLong-térm problems and programs are to 
be discussed at tae conference also. FAO maintains that for 
the long-term the world food output must surpass pre-war 
levels to achieve proper nutritional stxanderds., 


The question of 2 permanent site for the Food and 
Agriculture Organization is to be considered eat the con- 
ference, Aoplicetions from Avstria, Siam and Finland for 
membership in the organizetion will be acted upon. 


* - * * 
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IFTH SESSION OF # The Economic and Social Council completed 
ECOSOG COMPLETED its fifth session Avcust 17, chief accon- 
plisturents being completion of arrange- 
ments for a World Conference on Trade and Empioyment to be 
heid in Havana in November, 1947 and for an international 
Conference on Frecdom of Information in Geneva in March, 1948. 








It was agrecd to hold two ECOSOC sessions in 1948, the 
first opening February 2 at Lake Success and the second at 
Geneva on July 12, A third session, restricted to consider- 
etion of urgent items, may be held later if the second session 
so decides, 


The World Conference on Trade and Employment will be 
held in November for the purpose of bringing into being tne 
Internetionel Trace Orgenization. ECOSOC decided that those 
non-UN members which hed been recommended by the Preparetory 
Committee should be invited to etterd the Havana conference, 
but would not have the right to vote. 


The report of the subcommission on Freedom of Informetion 
and the provisional -sgenda for the Mrrch conference were ap- | 
proved by ECOSOC. As basic principles of the conference it 
was agreed "to combrt any ideologies whose n-tures could 
endanger these rights and freedoms" and "to combat forces 
which incite wer by removing bellicose influences from 
media of informetion," 


An ad hoc committee was eppointed to study the desirability 
of cresting an Economic Commission for Letin fmerica which, 
if established, would have as members the 20 Latin American 
republics end the US and Cenada, The commission as proposed 
by the Chilean delegate would pl-n and help promote the 
economic development of the area with the aim of raising the 
level of industry, improving use of natural resources and 


bettering 
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bettering the stcncard of living, The Council also approved 
the immediate program of work of the Economic Commission for 
Asia ond the Fer Ecst end provided for a new cetegory of 
"associcte menbcrs" to permit non-self governing territories 
to shere in the cozmissicn's work, Note was trken of the 
reports of the first two sessions of the Economic Commissicn 
for Europe «nd approv7l wes given, in particulsr, to the 
arrangements for teking cver the work of EECE, ECITO and ECO, 


ECOSOC approved the plens of the International Children's 
Frnd to supply initial food relief to children in ten wor- 
devastated Huropean countries and in Chine end revieved and 
nassed on to the General Assembly tne Secrets ry=General's 
report indiesting thet relief needs persist and that plan 
so for suggested f 11 40 vercent short of actucl Dos te UNRRA 
needs. 


The Internetional Cocoperstive Allian e's proposal for 
UN control of world oil resources failed to win endorsenent 
end tl.e Council voted merely to note the proposal. The 
Secretery-Generel was requested to swbmit the creft convention 
outiea wing genocid e to the General éssembly. Other substantive 
matters discussed included migrants end migrant lcbor and 
trade union rights. It was deciced that the reports of ICAO 
end UNESCO should be deferred until the next session, 


Agrecnents were -pproved bringing the Intern ctionrl 
Monetary Fund erd the Intern: ticn:1 Esnk for Reconstruction 
end Develonent int. relationship vith UN as specialized 
egencies, Trese agreements vresented special problems be- 
ccuse of certcin inconsistencies between the UN charter and 
the cherters of the organizations and becruse of the necessity 
for more autonomy and independence as a protection agsinst 
pressure far political lending, Agreement wos receched with 
the Universsl Postal Union on speein ‘lized agency relationships, 
wich will be subnitted to the Genernl assembly) and an agrcé=- 
ment was also rencned with the Internrtional Tei econrunic-tions 
Union, which is subject to approval both by the General Assenbly 
and the Plienipotcnticry Toleco:runiestions conference now meet=- 
ing in Atlantic City. The Council eeain rejected a recuest 
by the ‘orld Federation of Trede Unions for incrensed privileges 
in the Council by upholding the report of the Committee on 
Nofi-Governnental organizations, which reeormended cenial of 
specicl privileces, The WFYU request was supported only by 
Czechoslovakia, Byelorussia, and the Soviet Union, which has 
consistently championed the c*use of the orgs ani sation. 


* * * 
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UK TEMPORARILY SUSPENDS FREE sempenety ending of free con- 
CONVERTIBILITY OF STERLING rtibility of sterling into 

je ara took place at the close 
of business August 20 with an exchange of notes between Hugh 
Dalton, Chancellor of the Exchequer, and Secretary of Treasury 
Snyder. The announcement, made simultaneously in Washington 
anc London, came after the third day of negotiations between 
US and UK representatives in Washington on the relaxation of 
the Anglo-American Financial Agreement. Simultaneously it 
was agreed to suspend, pending further consultations, further 
withdravais from the Us loan to Britain, which, according to 
notification arrangements, will be drawn down to $400 million. 
While a commercial policy subcommittee explored possible 
methods of relaxing Section 9 of the loan agreement, which 
provides for non-discrimination, no conclusions were reached 
and the UK delegation has returned to London. 











Suspension Of Convertibility The temporary suspension 
of convertibility came as a result of an unforeseen drain on 
British resources resulting in large part from its fulfillment 
of the requirement in the Financial Agreement that as of 
July 15, 1947 the pound sterling would be made freely avail- 
abie for current transactions in any currency area without 
discrimination. Agreements had been entered into by that date 
with 16 countries and we had agreed to a UK request for a 
short extension of time in which agreements could be concluded 
with 14 other countries. (See page 17, July 14, 1947 issue 
of Current Economic Developments 5 The agreements were de- 
signed to limit seaverelea te a0 to current transactions, ana it 
was hoped that the prestige of sterling woulc be increased by 
the knowledge that it was reacily convertible. However, the 
world dollar shortage, combined with the fact that many pro- 
ducts needed by other countries are found in the US and can- 
not be purchased in the sterling area, caused what amounted 
to a run on the Bank of England. A contributing factor to the 
huge demand for conversion was British reliance on the Central 
Banks of the countries concerned to handle requests. As a 
result, capital transfers took place as well as transfers for 
current transactions, and it appears some countries were 
actually building up a dollar reserve, The US loan, intended 
to be used for essential purchases for the UK, was being 
sopped up at an alarming rate to take care of these requests. 





The British Cabinet had an extraordinary session at which 
it was decided that free convertibility must be suspended tem- 
porarily. The results of the Cabinet cecision, kept secret 
for several days, were relayed to the US-UK negotiators in 
Washington and there followed the exchange of notes between 
Snyder and Dalton, Assurances were given, however, that this 
action would not affect transactions between the UK and the US. 
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' It was revealed that during the five-day period 
August 10-15 British dollar resources surfered a drain in the 
amount of $175,900,000, followed on the next Monday and Tues- 
day by a further demand for $66 miilion. This compared with 
an average weekly drain during the preceding six weeks of 
$115 million and during the second quarter of this year of 
$77 million. It was obvious that, under these conditions, 
the remainder of the loan would last only a few weeks longer. 


- The stop-gap measure will enable the British to renego- 
tiate agreements with the 14 countries having transferable 
accounts and to set up a screening device in London for con- 
version requests, which should eliminate undesired outward 
capital movements and which will probably cut deeply into 
current transactions as well. During this interim period 
British monetary authorities will "ration" dollars against 
sterling. At the end of about two months, during which time 
these processes will take place, the British should be able 
to ascertain what effect they will have and it is expected 
further UK-US discussions will follow. 


These. discussions will probably be centered on para- 
graph ii-(b) of Section 8, which provides that convertibility 
shall not apply "to restrictions imposed in conformity with 
the Articles of Agreement of the International Monetary Fund, 
provided that the Governments of the United Kingdom and the 
United States will not continue to invoke the. provisions of 
Article XIV, Section 2 of those Articles after this paragraph 
(ii) becomes effective, unless in qoecptsenss cases after 
consultation they agree otherwise." . 


It is expected that the British will take advantage of 
this escape clause to seek our agreement to the permanent 
suspension of convertibility in the case of certain countries 
whose monetary systems are not amenable to agreements of the 
"transferable-accounts" type and in the case of other coun- 
tries which refuse to cooperate in preventing abuses of this 
type of arrangement. If the US agrees to the use of para- 
graph ii-(b) of Section 8 by the British in the case of such 
countries, it will mean that those countries will not have 
the right "to convert the sterling proceeds of their exports 
to the UK into dollars. So far as these countries are con- 
cerned, the UK will operate under Article XIV, Section 2 of 
the Monetary Fund Agreement under which it has the privilege 
of continuing exchange restrictions for a period of a eamadl 
mately five years. 


Effect Of Suspension The full effect of the measure is, 
of course, open to speculation, but the scope may well be in- 
dicated in the events of the next two or three Rents « The 
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impact of the action on the volume of world trade will depend 
in part upon the extent to which sterling will continue to be 
used in countries having transferable accounts, i.e., upon 

the willingness of other countries to accept sterling. The 

UK action marks, at least temporarily, the end to UK's finan- 
cial ability to assist in the reconstruction of a multilateral 
system of trade. Embassy London says the UK may'well have to 
revert to an extended system of bilateral arrangements similar 
to those concluded with many western European countries in 
1945. Any substantial reversion to this system would postpone 
to a very uncertain future a fully functioning system of non- 
discriminatory, multilateral trade, 


As a result of the exhaustion of the loan, the dollar 
shortage will become more acute, and it will be felt over the 
entire world to an extent much greater than it has been in 
the past. There remains, too, the question of whether the 
British economy can support the pound as 4 worldwide currency. 


Even after the UK has brought the run on sterling under 
control, the deficit in balance of current payments will re- 
main as a basic problem. Even if the entire recent loan 
withdrawals of $450 million and the $400 million frozen pend- 
ing further consultations were available to cover merely the 
UK deficit in current belance of payments, it would probably 
be insufficient at the January-June 1947 rate of deficit to 
cover the deficit for the rest of the year. 


Reports are coming in which indicate the seriousness of 
the situation. Caffery says that the French prospective dol- 
lar deficit in 1948 must be revised upwards by between $60 and 
$100 million as a result of cancellation of convertibility. 
The Italian Government has sent a protest to the British, 
pointing out that the action was unilateral and not in accord 
with the spirit of the Anglo-Italian Financial Agreements. 
Beset with their owm financial problems, the Italians are re- 
questing the UK to revoke the suspension measure with respect 
to the amount of sterling existing in Italy's favor at the 
moment of the declaration of suspension. Embassy Rome has 
received the impression from Italian officials that, although 
the Italian foreign exchange position is very serious, Italy's 
chief concern is the effect the British action may have on 
future convertibility rather than on any immediate desire to 
convert present holdings. Thus far, Italy is reported to have 
converted about two million pounds to dollars. It is esti- 
mated Italy holds approximately £30 million, of which 10 mil- 
lion are, in effect, blocked under the UK agreement and at 
least 7 or 8 million could be used for normal requirements in 
the sterling area. The remaining balance could be used as a 
cushion which Italy would wish to convert only as a last re- 
sort when dollars run out. 
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Portugal has agreed to accede to the UK request to sus- 
pend articles covering convertibility in the February 28, 
1947 agreement between these two countries. Portugal indi- 
cated a desire to consider favorably any essential needs of 
Britain for revisions of the monetary agreement and the local 
press indicates sympathy with the UK vosition and conviction 
that the solution of the sterling rroblem is vital to Portugal 
and merits 211 possible cooperation. 


The Central Bank of Argentina notified all banks of the 
temporary suspension of all exchange permits, all currencies 
and all tracing in sterling, pending study of the British 
action. Complete stoppage of sterling purchases by both the 
Bank of Brazil and exchange banks followed the UK announce- 
ment, anc iraq immediately ordered suspension of all dollar 
transactions "until further notice." 


The Deputy Governor of the Reserve Bank of New Zealand 
hes stated that the British order will not immediately affect 
New Zealand exchange operations but that extraordinary care 
must be exercised with regard to dollar expenditures. 


weanwhile, in London plans are being devised to husband 
the greatly depleted resources and it has been announced that 
a program of greater austerity will be initiated. 


Nondiscririnatory Section Of Acreement No decision was 
reached by the US and UK negotiators on relaxing Section 9 
of the Financial Agreement which provides for nonaiscrimina- 
tion against US products. ‘The importance of the relationship 
between reductions of the preferences at Geneva and relaxing 
the nondiscriminatory provision of the Financial Agreement 
was pointed out to the British. (See page 9 of this issue of 
Current Economic Developments.) The British view is thet the 
intent of the Financial Agreement did not encompass a situa- 
tion such as has arisen. It was assumec that the US loan 
would carry the British through until 1951 on a nondiscrimina- 
tory basis and it was never intended, if the UK ran out of 
dollars, that it would-not be allowed to utilize sterling or 
other weak currencies to purchase the imports it must have 
to survive. We are considering that a clarification should 
be made of the intent of Section 9 rather than a modification 


of that section. 
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BRITISH: IMMEDIATE RENEGOTIATION Pointing out that the 
OF FINANCIAL AG INT present UK appropria- 

. tion for dollar expendi- 
tures in their zone of Germany will be used up by December 
or January, the British have suggested that renegotiation of . 
the financial arrangements under-the bizonal plan begin at 3 
once. In view of the UK financial position, they will be 
unable to provide for further sums in dollars for expenditure 
in Germany and the talks would cover, among other things, © 
what contributions they might make from non-dollar sources. ~: 
The British feel the problem must be taken up immediately as: 
they are presently reviewing their overall financial sitla- 
tion and it is of utmost importance that their liabilities 
in relation to Germany be determined at the earliest possi- 
ble moment. 





SECRET 
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US, UK AND FRANCE AGREE ON The US, UK and France have an- ° 
RUMANIAN GOLD SETTLEMENT nounced to Rumariia their deci- 

| ‘ee | sion to accept, in final 
settlement of the question of looted gold received by Rumania 
from Germany during the war, the 18 tons of gold valued at 
about $20 million which were deposited by Rumania in a Swiss 
bank pending agreement with the three powers on this matter, 
Rumania was notified of this decision when it became apparent 
-it.would not. .be possible to make any more satisfactory ar- 
rangement. As yet no reaction has been received from the ' 
Rumanianm Government to the three power announcement. It is 
intended that the gold will become part of the Gerran'‘gold 
pool to be distributed to countries whose gold ho’. .ngs were 
looted: by Germany, 





CONFIDENTIAL 
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CONCERNED LEST LEVEL OF INDUSTRY PLAN Preliminary 
YING 0 MO L P OGRAM discussions | 


' between” Clayton, 
Cattery, Douglas, Bidault and other French officials in Paris 
last week revealed that the French are apparently most con- 
cerned that the reactivation of German steel -production should 
not through unfavorable altocation of coal and coke interfere 
with their own steel production program under the Monnet 

plan. In reporting these discussions in Paris, Clayton, 
Caffery and Douglas emphasized their belief that France. is 
prepared to go along with the. US-UK bizonal level of industry 
program provided they have assurances that Germany not be 
allowed in the future to determine alone the. allocation of 

the products of the Ruhr. Conversations between US, UK and 
French officials, which opened Friday in London, have further 
upheld and clarified the French position. Ambassador Douglas, - 
who is heading up the talks for the US, has reported that all 
that the French have said confirms the opinion of the US 
officials during preliminary discussions in Paris that the 
French are not interested so much in the level of industry 
plan as in other matters. If we can agree to a public state- 
ment at the end of the [Tondon talks revealing our intention 
to hold further discussions in the near future on the subject 
of establishing an allocating board or some other device for 
the purpose of providing that Germany alone shall not have 
exclusive control over the products of the Ruhr, Douglas be- 
lieves the French will accept the terms of the level of in- 
dustry program and will have something concrete with which 

to persuade French public opinion, 


French Proposals At the opening meeting in London, the 
French stated that in general they understood that the Os and 
UK intended no priority for German industrial recovery over 
that of the Allies, that there will be eventually some guaran- 
tees for French security and that the level of industry and 
the control and management of the Ruhr coal mines are so 
inter-connected’ that France must discuss them together. More 
cifically it was asserted that France could accept the 

level of industry agreement if it is clear thats 1) 
be reconsidered if the CFM reaches agreement on 

h economic unification. 2) Previous agreement is 

ed on the rate of reactivation of German industry with §. 
the provision for the export of sufficient coal. and coke to 
insure that German steel production will not absorb so much 
German coal and coke as to hamper the steel production of 
other countries, particularly the French "Monnet" steel pro- 
gram. 3) To this end the sliding scale agreement on coal 
reached at Moscow should be adjusted and should include coke. 
It was pointed out in this connection that the bizonal coal 
production program for 1951 was less than prewar whereas other 
countries were expected to improve on their prewar position 
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by this time. 4) Measures will not be taken during the occupy- 
ing period which would »rejudice the eventual establishment 

of an international statute for the ownership and management 

of the coal mines during the period after the occupation ends. 
During the occupation period the occupying povers should re- 
tain control over allocation and over the details of manage- 
ment. 5) There should be an immediate resumption of reparation 
removals. 6) The necessity for achieving a balance between 
German exports and imports must be carefully borne in mind. 


The French introduced technicel proposals on coal and 
coke production providing thet the bizonal area should revert 
to the prewar level in the apportionment of coal to coke pro- 
duction; that the proportion of coke earmarked for export 
should be fixed at 35 percent; thet the sliding scale agree- 
ment be revised to take into account the progressive integra- 
tion of the coal resources of the Saar with France and that 
these provisions become operative immediately and will later 
form an integral part of the peace settlement. The French 
were informec that we believed the London talks were not the 
appropriate place to discuss the French proposals regarding 
coal and coke but that we anc the British felt that the mat- 
ter should be ciscussed at Paris. The French then pointed 
out that they understood we were anxious to publish the level 
of industry program by the first of September and that if 
there were no agreement between the US-UK and France on this 
subject the French Government vould probably have to state 
publicly that the bizonal plan was not satisfactory. 


The French aiso saic that under-evaluation of existing 
capacity made the capacity for reparation removals in the en- 
gineering, chemical, cement and non-ferrous metals industries 
larger than the plan indicated. ‘iiith respect to machine 
tools they argued that the plen does not take into account 
machine tools in plants employing less than 25 workers. As 
regerds the prohibited industries the French indivated that 
they were not opposed to reconsidcretion of the list of in- 
Custries which had been prohibited by earlier agreements. 

The French also asked whether if the productive capacity re- 
maining in Germany were able to produce more than we had 
caiculated the excess of productive capacity would be made 
available for reparation. Clay explained that except for 
steel where a limitation of 10.7 million tens had been im- 
posed--the US and UK dic not contemplate that tnere would be 
any limitations within the capacity of the facilities not 
labelled for reparation. He pointed out that since one of 
the purposes of the plan was to identify for the Germans the 
plants which would remain in Germany there could be no devia- 
tion from this principle. 


* * * 
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CURB ON EXCHANGE Uncer a new exchange policy adopted on 
IS BASED I: CHINA Angust 17, China now permits a large por- 
tion o* foreien exchange transactions to 
be effected at an "onen market" rete through banks and 
brokers specifically appointed or licensed for this purpose. 
The new rate is applicable to transactions involving approvea 
imports, inward remittances ana export proceeds. The Central 
Bank, however, wiil continue to supvl; foreign exchange at 
the official rate of CNE12,000 to US$1 for importers of cot- 
ton, rice, wheat flour, coal and coke. The licensing system 
for all imports is retained. In announcing the new regula- 
tions, the Central Bank recognized that tne official rate 
established in February (see page 7, February 24, 1947 issue 
of Current Economic Developments) is no longer a realistic 
one in view or the rapic increase in the internal level of 
prices anc renevwed soeculative activity. 








While anticip aoe a ne roe black market operations desnite 
the loosening of exchange controls, Chinese officials and 
bankers believe th “~~? large part of these transactions can 
be eliminatec by setting the "osen market" or "semi-official" 
rate about 10 percent uncer current black market rates. Such 
a policy, authorities reason, will avoic giving official 
sanction or support to the black merket, ana at the same time 
cut the profit margin on i'legal transactions so as to make 
them hardly worthwhile. The initiel effect of this strategy 
was shown when the black market rate on August 18 dropped 
from approvimately CNG4E,000 to 42,000 to US$1 after the 
Central Bani announced the semni-orficial rate for tne day to 
be 38,CCO buying and 39,000 selling. 


The "open market" rate, to be announced Caily, will be 
determined by a three-man subcommittee of the new Foreign 
Exchange Stabilizetion Fund Comittee created under the Cen- 
tral Bank to coordinate supply anc demand for exchange. Ai- 
though it is anticipated that requirements beyond those needed 
for essential cormodities can be met in the open rarket, 
this Comittee will endeavor to smooth out fluctuations aris- 
ing from seasonal and other temporary causes. 


Early press reports from China showed favorable busi- 
ness reaction ano general optimism concerning the new exchange 
system. Subsequently, sharp increases in export commocity 
prices appear to have offset to a considerable extent the 
stimulating effect on export of the yuen depreciation, How- 
ever, oversces rerittances may be encouraged if the effort 
to eliminate black market operations is successful. A general 
price rise for all manufactured items is also indicated, cue 
to increased costs of imported raw materials anc rising util- 
ity prices. 


\ 
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CHARTER D COMPLETED; A new, revised draft. of a Charter- 
TRADE ICHMT TS LAGGING for the proposed International 

: Pt Ra Trade Organization has been accepted, 
with reservations, by the 18-nation Preparatory Committee of 
the International Conference on Trade and Employment which 
has been meeting in Geneva since April. This draft will be 
presented to the International Conference when it convenes 
in Havana November 21 of this year. Our delegation in Geneva 
has expressed general satisfaction with the revised Charter, 
which has been greatly improved over previous drafts in or- 
ganization and presentation. . Trade negotiations, however, 
which have been conducted simultaneously with Charter discus- 
sions and which are an integral part of the trade expansion 
program, have been much less successful and are still pro- 
ceeding slowly. 


imperial Preferences One of the most serious problems 
in US tariff negotiations is the issue of Britain's imperial 
preferences. (See page 2, July 28, 1947 issue of Current 
Economic Developments.) In discussions held in London last 
week on the elimination of preferences, Sir Stafford Cripps, 
President of the Board of Trade, informed Under Secretary 
Clayton that it would be politically impossible to do "any- 
thing spectacular or substantial" in -the way of eliminating °. 
preferences at the present time. When shown the UK delega- 
tion's meager offers for eliminations to be made in return 
for US tariff reductions, he repeated an earlier suggestion 
that balance should be achieved not by improving British of- 
fers but by curtailing US offers for tariff reductions. 
Cripps has agreed to consider a short list of items for possi- 
ble immediate elimination but rejected the suggestion that 
additional preferences might be eliminated gradually. Pros- 
pects are slight for a favorable decision on the list of 
items which has been submitted to the British negotiators in 
Geneva for transmittal to Cripps. In the recent Washington 
discussions of the UK financial situation possible methods of 
relaxing Section 9 of the Financial Agreement, which requires 
the UK not to discriminate against US imports, were explored 
but no conclusion was reached. The importance of the rela- 
tionship between reduction of preferences at Geneva and any 
future discussions of relaxing the nondiscrimination provi- a 
sions of the Financial Agreement was pointed out to the British 


Negotiations With Dominions Negotiations with the Southern 
Dominions, which had been stalled on the question of the US 


wool tariff, were resumed early this month. However, all 
negotiations with the dominions are now at a virtual stand- 
still awaiting the outcome of the US-UK negotiations. . 


Tariff 
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Tariff Negotiations “ith Latin American Countries Trade 


agreement negotiations with the Latin American countries 
represented at Geneva are very unsatisfactory according to 
the latest reports from the US delegation. The Brazilian 
group is the only one of the three Latin American delegations 
which has been helpful throughout the Charter discussions. 
Since the Cubans refused to discuss anything until the tex- 
tile issue is settled and have refused to recede from their 
original proposals for substantial tariff increases on many 
items of major interest to the US, our delegation decided to 
inform the Cubans that unless they reconsider their original 
position with regard to textiles and other items included in 
their list of proposed tariff increases, the US will suggest 
that the Secretariat be notified that no trade agreement be- 
tween Cuba and the US appears possible. 


There has also been some question as to whether or not 
conclusion of an agreement with Chile is worthwhile, in view 
of the "thin" offers made by Chile and that country's recent 
action in prohibiting the importation of certain items con- 
sidered luxuries. (See page 10, August 18, 1947 issue of 
Current Economic Developments.) Several articles on the new 
restricted list are under negotiation at Geneva and the 
Chileans at the conference have stated that concessions of- 
fered by Chile are only a gesture of good faith likely to be 
nullified continually by balance of payments restrictions. 
With a possibility of a rupture of Cuban negotiations, a 
decision that the Chilean agreement is "too thin" to be worth- 
while would leave us with only one Latin American agreement, 
which could place us in a difficult position with the Latin 
American bloc at the Habana Conference and also at the pro- 
posed conference at Bogot4 on matters of economic interest to 
the Americas. Therefore, the delegation may decide to accept 
an unsatisfactory Chilean agreement in order to maintain the 
best possible position with western hemisphere countries. 


Negotiations with Brazil have run into difficulties as 
a result of the Brazilian intention to raise their tariff 
rates generally. In view of the fairly moderate tariff struc- 
ture which would result even after such an increase of duties, 
there is considerable disposition at Geneva to conclude an 
agreement with Brazil on such a basis, provided particularly 
high tariff rates are negotiated downward and possibly some 
assurance of a maximum ad valorem equivalent is obtained. 


Charter Negotiations Completed Our delegation in Geneva 


feels that, on the whole, the new draft of the Charter repre- 
sents a great improvement in form over the previous documents. 
Although many compromises have had to be made, the document 


as 
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as it now stends is considered to be fairly well balanced. 

It commits the signatory countries to the general policy of 
eliminating discriminetory practices and recucing trace bar- 
riers, with certain exceptions permitted in emergency situa- 
tions and other cefinec concitions. Under-ceveloped countries 
ere reportec satisfied with the ctrovision that economic de- 
velopment should not be restricted by limitations on the 
spread of technology or the distribution of raw materials, 
while incustrial countries are satisfied by the provision 
that under-ceveloped countries must obtain prior approval of 
the proposec ITO before imposing restrictions for the purpose 
of economic development which conflict with other Charter 
obligations. 


Acceyntence cf the US proposal for reorganization of the 
material in the Charter has resulted in an improvement in 
logical organization and presentation. Tne rearrangement, 
which was suggested by various business groups in the US, in- 
cludes: 1) the elimination of the chapter on membership "and 
incorporation of this material in the chapter on organization; 
and 2) the transfer of some of the general provisions of the 
chavter on general cormercisl policy and the chapter on or- 
ganization to two nev final chapters--Settlement of Differences 
and General Provisions. Throughout the Charter, the US delega- 
tion has been successful in meeting cetailed criticisms made 
by the Senate Finance Comittee and by business and other 
private groups in the US. 


Purposes, Employnient And Economic Develonnent Although 
the completed draft of tne Charter has not yet been received 
in the Denartment, prelininary reports from the delegation 
and from the press incicate changes have been made in the 
Charter as follows: The first chapter, Purposes and Objectives, 
has been rewritten anc substantially improved. The most sig- 
nificent change from the London draft is the incorporation, 
on US initiative, of the encouragement of forsign investment 
among the bssic objectives. The chapter on Employment also 
has been rewritten to meet criticisms raised in US hearings. 
The Economic Development eapter as revised, inciudes general 
provisions on the treatment of foreign investment which pledge 
members to encourage foreign investment, to refrain from cis- 
criminatory treatment of the investments of nationals of 
other member countries and to give just compensation in the 
event any such investments are nationalizec. 





Commercial Folicy US representatives feel that the US 
achievec some substantial gains in the Commercial Policy 
chapter of the Charter. Article 29, under which the Organiza- 
tion is required to accept findings of facts by the 


International 
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International Monetary Fund relating to monetary reserves, 
balances of payments, anc other matters, is consicered advan- 
tageous to the US in view or our weighted vote in the Fund 
and should help make acceptable to US interests the provi- 
sions which permit tempncrary cuantitative restrictions on im- 
ports for bslance of payments reasons. Any cisc:imination 
in the application of such restrictions is limited by tests 
which, if properly acministered, should keep discrimination 
within narrow limits. Prior approval is required for cis- 
riminatory cuantitative restrictions imposec for balance of 
payment reasons after March 1, 1952. Even before that cate, 
the ITO continues to nave anthority to orcer tne termination 
of ciscrimination on its own initiative. Adcitionally, there 
is now a provision reguiring the suspension of the provisions 
pernitting Cciscrimination when a substential and widespread 
Qicequilibrium no longer prevails in international trade and 
payments. 

Tnis chapter also commits the members to undertake nego- 
tiations directed towarc a substantial reduction of tariffs 
and other charges on imports end exrorts ana the elimination 
of import tariff preferences. A new provision limiting con- 
trols on film imports to a use-of-screen-time quota has been 
adopted, with the UK anc the Netherlands expressing reserva- 
tions. The section on subdsicies has been revised somewhat, 
notably to require, after the exniration of an initial two- 
year period, prior approvai by the ITO for the imposition of 
export subsicies uncer certain conditions relating to the 
existence of = burdensome world surplus and the inability of 
an intergovernmental commodity agreement to solve the problem. 
The US has expressed 2 strong reservation to this provision. 
A new clause has been added to the Commercial Policy chapter 
recuiring that state enterprises shall afford the enterprises 
of other members acequate opportunity to compete for tne pur- 
chases anda sales of state enterprises. The article governing 
the conduct of complete state monorolies of trade has been 
dropped, with provision made for such situations in a new, 
revised, single article relating to the expansion of trade 
by state-trading enterprises generally. The Geneva draft 
allows, as an exception to tne most-favored-nation principle, 
preferential arrangements directed toward a customs union. 
This chapter also includes an escape clause allowing any 
country to withdraw a negotiated duty concession if serious 
injury to a comestic industry can be established. 


Restrictive Susiness Practices 4nd Commodity Agreements 
The Restrictive Business Practices chapter has been streng- 
tnened ana clarified, es has the chapter on Intergovernmental 


Commodity Agreements. 
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rgenization In the chapter on Organization, no final 
decision on voting was reached. Various alternatives on vot- 
ing will be submitted to the Habana Conierence. The Geneva 
Conference worked out a draft Article on the composition of 
the Executive Board. 


Settlement Of Differences Anca General Provisions 


Settlement of Differences, a new chapter, establishes pro- 
cedures for bringing cases before the ITO and for the referral 
of disputes to the International Court of Justice. 


The General Provisions chapter, also new, contains the 
security exceptions and provides, among other matters, for a 
compulsory review of the entire Charter in ten years. Three 
alternatives on the treatment of non-members will be submitted 
to Habana. 
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DOLLAR EXCHANGE DWINDLES IN During the opening sessions of 
OTHER AMERICAN REPUBLICS the Inter-American Defense Con- 

ference, strong pressure was 
brought to bear to include guarantees against economic aggres- 
sion in any pact concluded on hemispheric defense. This at- 
tack was spearheaded by Cuba,which, although the fact was not 
mentioned at Rio, feels that Section 202 (e) of the Sugar 
Act constitutes economic aggression on the part of the US. 
Other Latin American spokesmen expressed a great deal of in- 
terest in the calling of an inter-American economic confer- 
ence before the meeting scheduled for Bogotd this winter. | 
Prior to the opening of the conference the Argentine Foreign 
Minister spoke freely to newsmen about a "Marshall Plan" for 
Latin America. However, the delegates acceded to the US posi- 
tion that the Rio Conference should be confined to military 
measures and the US offered to assist in working out the eco- 
nomic probiems of the hemisphere at a later time. A compro- 
mise proposal drafted by Mexico was finally adopted. Economic 
problems will be referred to the Inter-American Economic and 
Social Council for preparation of a program for consideration 
at the conference in Bogota in January. 








A great number of the other American republics are fac- 
ing economic difficulties as a result of the quickening pace 
of industrialization which has resulted in an increased de- 
mand for US goods and services. Difficulties in meeting 
dollar demands have been accentuated by the recent British 
action on convertibility. With the balance of trade between 
these countries and the US returning to its prewar adverse 
condition and with increasec requirements for gold as reserve 
for the greatly expanded monetary circulation, a strong pres- 
sure is developing on available gold reserves in Latin 
America. 


Influenced by Argentina's capital transactions and by a 
markedly adverse balance of trade in the majority of the © 
other American republics, official gold and dollar holdings 
of all Latin American countries declined $190 million between 
June and December 1946. Of this, $152 million was in the 
form of gold. However, as the result of an excess of exports 
to countries other than the US, the equivalent of $103 mil- 
lion of other foreign exchange was acquired by the other 
American republics. lany countries have introduced import 
restrictions to conserve their dwindling dollar exchange. 


, High on the critical list of countries suffering from a 
serious dollar shortage are Chile, Peru, Colombia, Nicaragua 
and Costa Rica. Although their financial difficulties are 
not considered to have reached a stage as critical as those 


countries 
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countries mentionec above, Argentina, 3razil, Ecuador, Mexico, 
and Paraguay are also going through a perioc of deteriorating 
exchange position relative to the dollar area. 


Chile Chile's total gold and foreign exchange balance 
dropped 29 million for the six months! period June-December 
1946. The President of Chile recently announced a 24 point 
plan to solve the economic crisis, of which he later said, 
due to its cool reception, was merely a plan advanced for 
discussion purposes. Nevertheless, he added that he considered 
inflation, incustrializetion, and improved living conditions 
for the masses fundamental issues which required solution. 
Subsequently, a decree was issued prohibiting the importation 
of 79 groups of luxury goods or items which could be manufac- 
tured in Chile. (See page 9, August 18, 1947 issue of Current 
Economic Develooments.) 








Peru For some time Peru has continued to tighten up on 
import licenses. President Bustamante's annual message to 
Congress in July callec attention to the acuteness of the 
foreign exchange problem. Ee stated that the only real solu- 
tion is to produce anc export more, import fewer luxuries 
and ensure fair profits to producers and exporters, at the 
same time giving workers an edecuate waze. 


In August, Peru issued a supreme decree to combat specula- 
tion in foreign exchange. The result was virtual cessation 
of free market transactions, pending further government ac- 
tion. Also said to be under consideration is the requirement 
that all free exchange dealings be conducted in a single open 
competitive market, and the diversion to that market of more 


dollar exchange, 


Colombia Although official figures have not been made 
public, unofficial estimates are that, for the first six 
months of 1947, Colombia's unfavorable balance of exchange 
movements amounted to about $60 million. There seems to be 
no way in which the government can make any great cut in the 
volume of import licenses issued, since there is a continued 
demand for liccnses to import materiels and equipment classi- 
fied as essential. It is believed by Embassy Bogotdé that 
this demand for necessary exchange for materials and equip- 
ment to complete already initieted projects will continue for 
another six months, during which the government will have all 
it can do to supply exchange for imports classified as essen- 
tial. In his opening address to the Colombian Congress in 
July, President Ospina stated his interest in clearing the 
way for further foreign loans. : 
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“mbassy Bogoté has been informed by the Bank of the 
Republic and Exchange Control officials that the Colombian 
Ambassador in Washington has been instructed to explore the 
possibilities of a $50 million credit either from the Exim- 
bank or from private sources. In the opinion of Exchange 
Control officials, if this credit were used exclusively for 
the purchase of capital goods, the remaining exchange prob- 
lems could be handled satisfactcrily. Embassy Bogotd believes 
that the Colombian economy is fundamentally sound, offering 
a good basis for a loan of this size, and hopes that serious 
consideration will be given to this proposal to eliminate 
Colombia's temporary difficulties. 


Nicaragug The latest available statistics of Nicaragua's 
foreign trade show $2,071,536 in exports and $1,791,934 in 
imports for the month of March 1947. This, however, repre- 
sents a decrease in exports of approximately six percent over 
February 1947, while imports show a 16 percent increase dur- 
ing the same period. Reports from Embassy Managua indicate 
a steady decline in the economic position since the Somoza 
coup of May 26, with virtual cessation of wholesale and re- 
tail activity resulting in serious unemployment. An incipient 
financial panic was reported during the first half of August 
when the National Bank refused to accept import —— 
and to cover outstanding obligations. 


Costa Rica To combat a steady rise in the free market 
exchange rate during June and July, the government on July 10 
allotted an extraordinary exchange increase of $1 million 
during July in addition to the regular basic quota of $2 mil- 
lion. This had the expected salutary effect of steadying 
the free market which has remained fairly stable. According 
to trade reports, dollar exchange authorizations were being 
granted during the last half of July against applications 
originally submitted during the end of February and the be- 
ginning of March, 


entina During the period between June and December 
1946, Argentina suffered the greatest decline in gold and 
foreign exchange of any of the other American republics. 
Gold holdings declined $109 million, although foreign ex- 
change, mainly sterling, increased "447 million. Despite 
$19 million of gold’ received from France for balances due on 
exports, Argentina's capital transactions, particularly, the 
purchase of the River Plate Telephone Company from Inter- 
national Telephone and Telegraph, called for large net sales 
of gold against dollars. 


Last 
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Last week, the Central Bank of argentina announced the 
temporary suspension of all exchange permits, all currencies 
and all trading in sterling, pending study of the UK action 
in suspending convertibility under the terms of the US-UK 
Financial Agreement. A series of import restrictions have 
been issued aud the US business colony in Buenos Aires is re- 
ported to be alarmed over the anticipation: that further re- 
strictions will be made. 7 


Brazil An unfavorable balance of trade with the US was 
the principal reason for the decline in Brazil's gold and 
dollar balances to $41 million between June and December 
1946, although her other foreign exchange was increased by 
$51 million, mainly in sterling. 


Import trade, varticularly in semi-luxury items, has 
still not been able to adjust itself to the exchange restric- 
tions placed in effect a little over two months ago. (See 
page 1l, July 14, 1947 issue of Current Economic Developments.) 
On Aueust 20 Brazil announced the complete stoppage of 
sterling purchases by both the Bank of Brazil and exchange 
banks following .the UK's announcement of the suspension of 

r convertibility... Embassy Rio believes that Brazil may be 
severely hit by the UK's action because of its favorable 
trade balance with Eurovean countries and the sterling area. 
The Embassy reasons that unless the situation proves to be 
less serious than now appears likely, tighter Brazilian ex- 
change and import controls may well be in prospect. Brazil's 
unwillingness to accumulate more nonconvertibdle currencies 
will mean an appreciable reduction in exports which would have 
to be followed by further curtailment of imports from the US. 


Embassy Rio has recently reported the widespread belief 
that Brazil is seriously considering instituting a multiple 
exchange rate. As yet there is no intimation as to the deci- 
sion which may be made on this question, nor is it possible 
to estimate what form the rumored system may take. Embassy 
Rio believes that, in view of the prospect of,a substantial 
increase in customs tariff, even the consideration of such a 
step is highly significant, indicating that some of Brazil's 
chief exports are finding increasingly difficult competition 
in foreign markets. Taking into account Brazil's long history 
of depreciation and its present involved financial situation, 
Zmbassy Rio believes that although such a move might be de- 
scribed as a “temporary measure," it would really constitute 
the first step toward outright depreciation of the cruzeiro's 
external value. 
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Ecuador Due to Ecuador's excellent rice crop, that 
country's export position improved in the six-month period 
from June to December 1946, thereby increasing her gold and 
foreign exchange $9 million. The political coup of Defense 
Minister Mancheno over the weekend of August 24 has only 
served to heighten the fundamentally voor condition of 
Ecuador's economy. According to a recent survey of a US 
financial expert, Ecuador is said to be suffering from infla- 
tion more than any of the other American republics. The re- 
port states that there has been a 500 percent increase in 
currency circulation since 1939 with a parallel rise in the 
cost of living. In view of these inflationary conditions 
the report maintains that the present official rate of 13-1/2 
sucres to the dollar is unrealistic and is being maintained 
because of special and ephemeral circumstances which will 
not last much longer. It states that inflation has increased 
prices of exports which now triple those of 1939 and double 
1945. Although a severe drop in prices of agricultural and 
other domestic products is foreseen, no corresponding reduc- 
tion in the price of goods imported is anticipated, hence 
demands for foreign exchange are expected to continue. 


Mexico During the period June to December 1946 Mexico's 
total gold holdings dropred $54 million, including a $10 mil- 
lion decrease of gold held in the US. Factors contributing 
to the drop in Mexico's gold balances are, according to a US 
study, an unfavorable balance of trade and the sale of gold 
coins and bars to the public, largely exported to Argentina 
and China. As a result import restrictions were announced as 
a temporary measure to correct the balance of payments diffi- 
Culties,. (See page 11, June 16, 1947 and page 10, July 14, 
1947 issues of Current Economic Developments.) 


Paraguay While recent figures on Paraguay are not 
available, indications are that conditions there will be 
reflected in a deterioration of the exchange position. 


CANADA'S ADVERSE TRADE BALANCE An increasingly formidable 
REASHES SERIOUS PROPORTIONS adverse balance of trade 

ia of with the US has been a mat- 
ter of concern to Canadian authorities for some time. The 
gravity of the Dominion's dollar position is brought home by 
the recent overture to the US by Governor Towers of the Bank 
of Canada for a loan of $750 million. Canada is apparently 
prepared to invoke import restrictions on many US products. 


Canadian 
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Canadi an officials made it ‘@leay during discussions with the 
US in June that such a step would be necessary if other ways 
were not found to ease’ the dollar drain. 


Prior to the war and even uncer the Hyde Park Agreement 
covering the war period, Canada had large annual deficits in 
her trace with the US; nowever, incications are that the 
deficit for 1947 will far exceed that of former years. Recent 
official figures show an adverse balance of $488 million for 
the first half of 1947 alone, with’ the rete of deficit since 
July 1 reportedly higher. At the same time, an important 
source of US dollars--via exports to the UK--is jeopardized. 
Under an arrangement with the UK which became effective early 
this year, Canada received US$220 million as half payment for 

exports to the UK during the first six months of 1947. In 
view of the critical British financial situation, a modifica- 
tion of this system appears to be inevitable. 


Should US Government sources not supply credit in the 
amount consicered necessary to meet the situation, a supple- 
mentary loan of perhaps $250 million might be floated on the 
private US capital market. Import restrictions, in order to 
be properly effective, would vrobably have to be discrimina- 
tory and therefore would be distasteful both to the US and 
Canada on srounds of trace policy. 


Import Restrictions Considered Various commodities are 
now being studied as possinle objects of import restriction, 
and it seems likely that key products such as steel, gasoline 
and other fuels, as well as fresh end canned fruits, and 
fruit juices and automobiles will be among the many commod- 
ities affected. It is possible that the initial list of-com- 
modities may be drawn up with a view to influencing US 
authorities to give favorable consideration to a loan to 
Canaca and for that reason may encompass a wider fieid than 
woulc actually be coverea if such regulations were adopted, 





"Austerity" measures and rationing of many commodities 
as a result of import restrictions will not be popular with 
the Canadian public, nor will cecreased industrial production 
through rew materisl shortages and conscaucnt lower incomes 
be welcomec. Tne determination of euthorities to undertake 
such 4 program in the absence of financial assistance, despite 
the unfavorable response it would probebly receive, serves to- 
emphesize the importance placed on prompt action to protect — 
doller and gold reserves against further drains. 


The 
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The possibility of US procurement in Canada of goods 
for post-UNRRA projects, the Greek-Turkey Aid Program, and 
stockpiling programs is being considered as a possible means 
of assisting Canada to adjust her foreign exchange position. 
However, it is believed that such procurement could have 
only a minor effect at best in ameliorating the dollar short- 
age in Canada. 


Devaluation Unlikely Devaluation of the Canadian dollar 
to its former level of 10 percent below the US dollar has 
been put forward by certain groups as the panacea for Canada's 
present financial predicament. Government authorities, how- 
ever, strongiy defend their action in appreciating the 
Canadian currency in July 1946 to protect the Dominion from 
high US prices. It is considered extremely unlikely that de- 
valuation will be resorted to unless the pound sterling is 
devalued. | 


NEWSPAPER REACTION TO LEVEL OF MThe Department feels that 
INDUSTRY TALKS TOO PESSIMISTIC newspaper reports on the 
results of the London talks 
on the German level of industry have been misleading in their 
assumption that the conference failed in its purpose. While 
at both the preliminary discussions in Paris (between Bidault, 
Clayton, Caffery and Douglas) and in London the French did 
try to get a guid pro guo whereby they would recognize the 
US-UK level of industry agreement in return for guarantees 
on some form of international control and allocation of the 
resources of the Ruhr, in general they admitted the reason- 
ableness of the increased production figures. The communique 
issued jointly by the three powers makes it clear that the 
French do not fear that Anglo-American aim is to give Germany 
rehabilitation priority over that of other European countries 
or that the plan for management and control of the Ruhr mines 
will prejudice the future status of the mines. French con- 
currence was also obtained to 2 statement that the revised 
level of industry plan now enables a program to be established 
for the identification of plants and equipment for removal 
and reparation. 














French fears that German coal and coke would be used to 
provide for the reactivation of the German steel industry 
and thus interfere with French plans for indigenous steel 
production under the Monnet plan were apparently met by the 
agreement to discuss the French proposals in Berlin immediately. 


The 
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The French proposed that there should be an adjustment in the 
present arrangements for export of bizonal coal and coke and 
to permit a greater proportion of coke exports and a review 
of the sliding scale agreement reached at Moscow. 


We have not found it possible at this time to alleviate 
French security fears by acceding to their request that we 
offer guarantees on the control of the Ruhr output, but we 
have agreed to consider sympathetically ways and means of 
ensuring that the Ruhr and its resources will be used in the 
interest of Europe as a whole and not be left solely to the 
discretion of Germany. 


The Dutch and Belgians had asked that they be kept in- 
formec of the progress of the negotiations in London and 
this was done. Belgian representatives in London stated that 
Belgium would oppose any steel figure for the bizonal area 
which was lower than the 10.7 million production level pro- 
posed by the US and UK. For trade reasons they desire a high 
standard’of living in the bizonal area and see no advantage 
in the extensive transfer of plants to other western European 
countries. It is their view that the most important issue 
regarding Germany is the need for increase in German coal 
production and intimated that, in general, they took the 
French position with respect to coal export priorities. 


The Department's attitude towards the talks is not re- 
flected in any of the French newspapers which, irrespective 
of political affiliations, are extremely bitter. In London, 
The Times, while approving a revision of the plan, assumes 
French antagonism. Press reaction in the US as well has been 
generally that the French "lost out." 
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NATIONAL BANK GRANTS A $40 million credit was granted 
ON LOAN TO DENMARK tc Denmark on August 22 by the 
) j International Bank to aid in the 
Danish recovery program. It will be used for the purchase of 
farm and textile machinery, machine tools, trucks, steel, tex- 
tiles and chemicals, which will contribute directly and imme- 
diately to the improvement of the Danish economy. 


The three previous loans made by the International Bank 
were $250 million to France, $190 million to the Netherlands 
and $12 million to Luxembourg. 
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US OIL COMPANY IN RUMANIA Rorano-Americana, the Stani-éra 
FACING ADDITIONAL CONTROLS Oil Company (New Jersey) sub- 

sidiary in Rumania, which is 
probably the largest single property interest of US nationals 
in eastern Europe, recently has been ordered by a government 
commission to. dismiss 74 employees, including essentially 
all directors, department heads, assistant department heads, 
and virtually all of the other English-speaking employees of 
the company. Should the Rumanian Government uphold the 
present action, the US owners would in effect be deprived of 
control of the company in violation of the terms of the 
Armistice and the Feace Treaty. 


For some time the company management has experienced 
difficulties vith the workers! syndicate, which the company 
states is dominated by Communists, concerning employees the 
syndicate desired dismissed. Under an Order in Council dated 
July 12, 1947 machinery was established by the government 
for dismissing excess personnel in industrial establishments. 
The Order provided for the submission by the company of lists 
of excess personnei to a local commission for approval before 
dismissal of any employees and for a central commission to 
handle appeals. Within this framework, though apparently 
not contemplated by it, the workers' syndicate submitted to 
the local commission a list of 74 Romano-Americana employees 
to be dismissed. The local commission, despite represer*a- 
tions of Romano-Americana that it had no excess personnel, 
approved the list. 


Following Mission Bucharest's informal representations 
to the Minister of Mines and Petroleum concerning disruption 
of the company's organization, the local commission removed 
24 directors and department heads from the list of employees 
to be dismissed. The commission insisted, however, on dis- 
missal of the remaining 50 persons who comprise 25 percent of 
the Bucharest office staff. Company officials notified em- 
ployees their names were on the list but did not dismiss then. 
Representatives of the workers! syndicate toured the office 
recently to enforce the commission order, at the same time 
suggesting to remaining employees their position would be 
proved by joining the Communist Party, eand,as a result, 89 
joined. 


Romano-Americana has appealed to the central commission 
for reversal of the decision of the local commission. Mission 
Bucharest has been instructed to inform the Rumanian Govern- 
ment that if the workers! syndicate can assume legally under 
Rumanian law the prerogatives and responsibilities of manage- 
ment, Rumania has passed laws contrary to the terms of the 
Armistice and the Peace Treaty, and the US will protest such 


discriminatory action, 
* + ” 
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US OFFERS FRIENDLY AID IN Discouragement over the progress 


EUROPEAN | =COVERY TaLKS of the Committee on European 
Economic Cooperation has been 


voiced this week not only by US officials conferring in Paris, 
but by several of the participating countries as well, The 
French are reportedly dissatisfied especially with the pres- 
ent proposals for western European self-help and are also 
said to be preparing some pertinent observations to bring to 
the conference at an early date. The Italians for some time 
have been asking for US friendly aid in the Paris talks since 
they feel that an insufficient and/or inacceptable program 
will be adopted if the conference is left to act on its own. 
Just recently, Spaak stated that he planned to contact both 
Bevin and Bidault and ask that they take a personal interest 
in the work going on at Paris, Fearing "catastrophic" political 
consequences if the Paris program fails to materialize satis- 
factorily, Spaak has asked for a meeting shortly with the two 
Foreign Ministers. 





George Kenn*~ 2nd Cherles Bonesteel, Assistant to Under 
Secretary Lovet‘ wns will act as coordinator of the Depart- 
ment*s work on « Zuropean recovery program, have spent the 
past several days in Paris conferring with the Executive 
Committee of the Committee of Cooperation. 
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destroyed by burning. If not personally disposed of by the recipient, he will 
assure himself that it is burned in the manner prescribed for SECRET material. 
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FREN INANCTAL The French financial situation, according 
SITU: WORSENS to reports from Embassy Paris, is heading 
rapidly into a dangerous.:position. Faced 
with a winter of declining industrial activity and increased 
food shortages, there is every indication that the wage-price 
spiral will accelerate. To prevent a runaway. situation from 
developing this winter, Embassy Paris says the very minimum 
reauirements will be additional dollar funds in the very near 
future and additional wheac allocations from the US in a vol- 
ume sufficiént to.permit 2 250 gram bread ration instead of 
the recently reduced ration of 200, which is regarded as be- 
low the minimum required to prevent greatly increased social 
and political unrest. : 


Import Reductions Annownced Drastic cuts in French inm- 
ports from the doilar area became effective Sevtember l. 
France suspended all purchases except: 1) wheat, secondary 
cereals, fats and oils, coal and fuel oil; 2) purchases under 
importation programs for French overseas territories includ- 
ing French North Africe and. Indochine; and 3) purchases under 
contracts already placed or where the French importer had 
aireacy received the necessary allocation of dollars and im- 
port license. These slashes are recognized as. reducing in- 
ports below minimum needs and were made as a stop-gap measure 
with the hope that within two months France will obtain a 
second loan from the International Bank. The cut was made a 
month earlier than had been planned because of the UK. action 
on sterling convertibility which cost the French Treasury 
$60 million in anticipated doll=r income, shrinkege in dollar 
exports to an extent greater than was expected, and beceuse 
there is no assurance that there will be a large distribution 
this year of German looted gold. In addition, exporters were 
using all possibie meens to delay the repatriation of export 
proceeds in expectation of future devaluation. 


The Ministry of National Economy does not consider the 
cut will seriously affeet French industrial production during 
the next two months as inventorics on hand and supplies in 
the pipeline will, in most cases, be sufficient for that 
period. If it is necessary to continue the restrictions 
<oneers however, serious reductions in industrial output are 
anticipated, particularly in the cotton textile and rubber 
industries and in reconstruction and housing. Special excep- 
tien to the orders, aithough they will probably not be offi- 
Clally announced, will be made if an importer can show that 
a particular import is necessary to prevent the shutdown of 
vital industry and thet no stocks exist in France or. can be 
obtained outside of the doilar area. 


November 
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November Is Phe Critical Month On September 4 the 
Governor of the Bank of France signed a contract with the 
Treasury which will result in the cession of another $103 
million to the exchange stabilization fund, which will com- 
plete transfers permitted under existing legislation. The 
Bank's gold reserve, by this action, is down to approximately 
$441 million, which is below the point regarded as a minimum 
for emergency and psychological purposes. This ceded gold, 
plus the doliar baiances remaining in the stabilization fund, 
is expected to finance the dollar deficit, in its reduced — 
form, through September and October. The critical point 
will be reached about November 1 when industries will have 
exhausted their inventories of raw materials and when, unless 
a loan is forthcoming, it will be necessary to make further 
reductions in the gold reserve of the Bank of France. Cur- 
rent dollar expenditures, on a minimum basis, run approximately 
$110 million monthly with receipts at $10 million, leaving a 
monthly deficit of $100 million. 








International Bank Loan Hoped For The French will take 
up with Mr. McCloy in London the question of a new Inter- 
national Bank loan of $250 million which, if granted on a 
general purpose basis, would meet essential import needs 
through November, December and the first part of January. 

If no loan is obtainable, dollar imports will probably con- 
tinue to be limited to food, coal and fuel oil, and the gold 
reserve will be further depleted. However, the import re- 
strictions would be reviewed with a view to further restric- 
tions on some items and relaxation where necessary to prevent 
important industries closing for lack of small amounts of 
dollar imports. 





Tightened consumer controls are in prospect and the 
French Government is reported considering export stimulation 
measures, possibly including mvltiple exchange rates, which 
will be reported for Cabinet consideration within the next 
week or so. 


Press reports last weekend that the French were planning 
to request a further Eximbank loan were clarified when a 
spokesman for the French Government stated he had confused 
the planned request to the International Bank with a request 
to the Eximbank. It was officially denied that the French 
Ambassador in Washington would request an Eximbank loan. 


# * * 
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WORLD FOOD SITUATION MOST SERIOUS; In order to maximize 
CABINET COMMITTEE TO CONSIDER PROBLEM the US contribution 

3 in meeting world food 
needs, and in the face of reduced grain production here this 
year, the Department will recommend shortly to the Cabinet 
Committee on World Food Programs that the administration pre- 
pare draft legislation providing for reduction of domestic 
consumption of foodstuffs to be submitted to the Congress as 
soon as possible. In the meantime, the Committee will be 
asked to develop proposals for voluntary conservation of food 
in order to increase supplies procurable for export. In 
addition, the Department proposes to urge the Cabinet Com- 
mittee to request the Department of Agriculture to proceed 
rapidly with procurement in order to obtain before the crop- 
year is too far advanced all the wheat considered available 
. for export, 


US Grain Outlook Deteriorates Although representatives 
of foreign governments in Washington have been told clearly 


of deterioration of the US grain outlook for 1947-48, they 
continue to be unduly optimistic about prospects of obtaining 
US supplies. Our grain production for the year 1947-48 is 
currently estimated at 697 million bushels below 1946. US 
exports totaled about 575 million bushels in 1946-47. Corn 
production is uncertain and total grain production may be 
lowered even further before the corn crop is harvested. It 
is now believed that grain exports from the US will be at 
least 10 percent lower than last year and Canadian wheat ex- 
ports are expected to be 22 percent lower. To maintain pres- 
ent rations in countries for which IEFC recommends supplies, 
32.25 million tons of grain are needed this crop year. Only 
29 million tons are available, assuming 2 million are avail- 
able from the USSR and 13.5 million from the US. 








It now appears that it will be impossible for the US to 
maintain an export program of the magnitude attained during 
the first months of the present crop year. Since exports 
during the first six months of the current year are expected 
to reach eight million tons, shipments during the latter part 
of the year are bound to taper off rather sharply. 


Stoeks Low In Major Exporting Countries According to 


the Department of Agriculture, grain stocks in the US, 
Argentina, Canada and Australia, the four major grain-export- 
ing countries, are above the low 1946 level, but are still 
short of the 1944 and 1945 supplies. Wheat stocks on July l, 
which were less than even the low 1946 level, appear to be 
the smallest since 1938. Corn stocks in the US and Argentina 
have risen somewhat. However, prospects of a short corn crop 


in 
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in the US this year have necessitated the exploration of the 
possibility of acquiring corn elsewhere for delivery in coun- 
tries where the US has responsibility. As a result of-in- 
quiries of Argentina, it has been indicated that Argentina 
would deliver to the US 30,000 metric tons of corn monthly 
September through December and 60,000 tons monthly from 
January through May, The current uncommitted surplus is 
about one million tons, and Argentine officials incicated 
that they would try to make even larger shipments. 


French Bread Situation Critical French officials have 
stressed to US representatives the increasingly critical 
bread situation resulting from the disastrously small harvest. 
There is urgent need to supplement present import allocations 
to France in order to maintain the bread ration even at the 
present reduced level of 200 grams daily for the normal con- 
sumer. To restore and maintain a ration of 250 grams, the 
French have requested the importation of 500,000 tons of 
wheat to reach France about September 1, and 340,000 tons of 
wheat monthly thereafter. Embassy Paris urges that these 
allocations be considered, especially since the rumor that 
the Soviets will offer a considerable amount of wheat to 
France just prior to municipal elections next October appears 
to be well-founded. Although Embassy Moscow has no direct 
confirmation of this report, it believes it is probably true 
in view of the excellent Soviet harvest. The Embassy believes 
the Kremlin will continue to use every weapon in its arsenal 
to secure control of France, where the Communists have recently 
lost some ground, and it suggests that the US should anticipate 
this meve and do whatever is possible to alleviate the situa- 
tion. While the Department is aware that France's critical 
situation is- partly due to its own failure in collection and 
distribution, it is making every effort to secure as large 
allocations as possible. 


Increased Food Shipments To Italy Believed Impossible 
Looking forward to the April elections, Ambassador Dunn has 


asked that consideration be given to increasing substantially 
US food relief shipments to Italy. He states that the food 
situation will be particularly critical during the winter 
months, the crisis reaching a peak in March when domestic 
cereal stocks will be exhausted. It has been indicated that 
the USSR might be willing to supply the wheat needed to meet 
ration needs, provided the Communists and Nenni-Socialists 
were taken into the government. Dunn urges that the Italian 
request for 220,000 tons of cereals monthly be met by alloca- 
tions from IEFC and financed to the greatest possible extent 
as US -relief. Because of the likelihood of reduced US grain 
exports, combined with an increased world demand, IEFC 
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informally estimates that the rations throughout Europe may 
be cwe 10 percent from 1946-47. In view of this, IEFC's pre- 
liminary calculation is about two million tons for Italy. 
Also it is expected that the major part of available funds 
will be spent for shipments prior to the end of the, year. 
However, it is possible some funds will remain for shipments 
in early 1948 and, in view of the normal delay in shipping, 
distribution in Italy of our relief supplies might not stop 
before April. 


India's Food Situation Grave India, too, is faced with 
a serious danger due to short crops. Ambassador Grady has 


been informed that failure on the food front may endanger . 
the new state. He concurs that food will contribute a greet 
deal to maintaining law and order and urges that attention 
be given to the following request of the Food Secretary: 1) 
that everything possible be done to expedite delivery of 
270,000 tons of grain allocated from the. US for the:last 
quarter cf 1947, emphasizing that shipments are dé needed 
for arrival between October 15 and December 1§; an@'2) that 
the allocation be increased by 100,000 tons, — | eg 
Brazil Requests Aid From US Brazilian officials have 
expressed alarm because the present supply of wheat°will be 
exhausted by October. They have requested assistati€e from 
the US, either directly or through the IEPC, to meet minimum 
requirements of 40,000 tons per month from September through 
December. The Department feels that the return of Brazil to 
membership in IEFC is desirable before the US ¢onsiders allo- 
cating the requested wheat. Embassy Rio has been asked to 
learn whether Brazil would be prepared to allot its exportable 
surplus of corn and rice in accordance with IEFC recommenda- 
tions if relief could be given on wheat. 


Drought In Europe Reduces Grain Crops Except for the . 
USSR and some eastern European countries whose crop prospects 


are good, European countries are reporting substantially de- 
creased crop yields and are requesting increased imports. 
France estimates that, because of last winter's severe storms, 
crops will barely reach four million tons. The Netherlands 
grain harvest is expected to range from 10 to 20 percent be- 
low 1946. Belgian bread grain crops are also lower than last 
year, with collections expected to tetal 80,000 tons compared 
with 152,000 tons last year. Drought is expected to reduce 
considerably the total agricultural output of Norway and 
necessitate greater imports. Sweden's wheat and rye crops 

are expected to be cut considerably from last year. Denmark's 
grain crops are far below normal and it is expected that the 
export of dairy products and other foodstuffs will be curtailed. 


British 
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British crops ere reported somewhat light due to insufficient 
rain. Swiss grain collections are expected to be lower than 
last year. mek 


USSR And Ssteilites Believed In Good Condition Although 
reports from the USSR and the eastern European countries are 
somewhat contradictory, it appears that crops are generally 
gocoa. The necads of the eastern European countries are ex- 
pected to be ret by indigenous supplies and by imports from 
the USSR, where a crelininary estimate of the harvest is 
about 70 miliion metric tons as compared with 61 million tons 
in 1946. One reoort indicates that if the USSR does not have 
to meet its commitment to Czechoslovakia until 1948, it will 
need to supply its orhit countries with only approximately 
400,000 to 600,000 tons of grain. Even if bread rationing 
'is discontinued, as now contemplated, this would leave a 
large belance for export to countries outside its orbit. 

The offer of a million tons to the UK in the Anglo-Soviet 
trade talks, a rumor that grain would be offered to France, 
and a rumor that grain might also be offered to Italy before 
elections, bear out this premise. A contradictory report on 
the Soviet situation indicates that the USSR may be obliged 
to export 1.9 million tons to the satellites if those coun- 
tries receive the amounts procured through IEFC last year. 
If this amount is exvorted, it is reported that it would be 
at the expense of Soviet farmers and consumers. 





Preliminary inspection by our Agricultural Attaché in 
Warsaw indicates that Poland's indigenous supplies: of grain 
may provide its entire requirement during 1947-48 provided 
the grain stays in Poland. Yugoslav crop yields have ex- 

_ ceeded expectations, and there are cxcellent prospects for 
the exportation of agricultural products. Hungarian esti- 
mates of en exceptional wheat harvest apparently were pre- 
mature, and they have been revised downward. According to 
Bulgarian officials, this year's harvest is very poor and 
near famine conditions may prevail this winter. 


* * * 


UK CRISIS DEEPENS WITH COAL STRIKE; Britain's desperate 
EMANDS:- RE JATED FOR CONVERTIBILITY economic situation is 
. made even grimmer by 
the. four weeks-old ‘ wildcat coal strike, with prospects for 
settlement growing dimmer. Coal is basic to the increased 
industrial output for exports that is recognized as the most 


essential step toward recovery. it is with alarm, therefore, 


that 





o 
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that Britain tallies up.the number.of “tons.of coal the strike 
has already cost and views the dwindling stockpiles that 
threaten factory shutdowns. Despite intensive efforts of the 
government and trade union leaders, there is not the slight- 
est break in the deadlock and 70, 000 miners are reported idle 
with stoppages continuing te ‘spread. The strike is in pro- 
test against a government-ynion decision to increase the size 
of the coal face each man works daily in order to step up 
output and still allow continuance of the fiye-day work week. 
The adéitidnal stint would require about a -half-hour, addi- 
tiunal work each day. The attitude of the Yorkshire miners 
shows that the government has failed to inspire the British 
worker s to meet the present crisis. | 


' Austerity Measures The strike came on the heels of the 
government announcement of measyres to narrow the balance of 
payments gap. Food imports are to be reduced by B12 million 
a month from hard currency countries. This is to be attained’ 
by cutting the meat ration to one shilling (20 cents) @ week © 
and by reducing restaurant supplies and the number of meals . 
obtained in hotels without surrendering ration books, as Bs 
as by limiting public luncheons, cutting the tea ration 
prohibiting certain luxury food "4mports. After October - 
foreign currency for pleasure travel abroad will be wholly 
suspended’ and stricter control will: be maintained over allow- 
ances for business travel. Complete abolition of basic — 
gasoline ration will be" effective October 1. 


UK officials haye stated that import programs ‘which are — 
in preparation for the remainder of 1947 and 1948 will be | 
completed about September 15 and will be made available to 
the US. They also state the programs will indicate situa-°_ 
tions where the UK might obtain goods from inconvertible 
sterling areas which they could not afford to buy from collar. 
sources, Statements of public officials in Britain interpret 
Section 9 of the Finane1al Agreement_as preventing purchases 
by the UK of needed ittports because this would also reqtire 
purchases in the dollar area and expenditure of dollar re- 
sources yrgently needed for other purposes. There is still 
no degision on relaxing the non-discrimination provisions of . 
Section 9. Ambassador Douglas says, if this is to be done, 
action should be taken promptly from the standpoint of 
British. public opinion. , ; A 


Plans for raising: the total wiume of éxports are’ being 
revised and will be made public in September. Press reac- . 
tion to the austerity measures is that the government is pro- 
crastinating and it would be better to administer all the'bad 
news in one dose instead of preparing the, people psychologi- 
cally for new cuts every few weeks, ox 
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The British . 
ven the Department a copy of -the UK Colonial Office's 
telegram on import licensing policy which has just 
t.te all UK colonies, The colonial governments are 

informed that from the time the telegram. is received they 
should net discriminate in respect of any product against 
the US or Canada in favor of any other sources of imports 
except the UK, other colonial territories, Southern Rhodesia 
and Burma. The Colonial Office advises that since the group 
as a whole is unable to earn foreign exchange sufficient to 
pay for its imports from the rest of the world, imports will 
have to be cut down far more drastically. than had been con- 
templated, and the colonial governments are asked to take 
immediate steps to impose restrictions on goods of UK origin 
@as well as on goods emanating from empire and foreign coun- 
tries. This will involve reimposition of individual import 
licenses on all goods. The colonies- are asked not. to grant. 
licenses for nonessential goods. of- UK. origin and to grant 
licenses-in restricted quantities. for essential goods. Im- 
ports from outside the UK. plus the colonial group should. be 
kept. even lower than imports from countries within the group. 
Goods from war-shattered countries may be given 4 slight 3 
preference even over goods from the UK. 


Reports On Convertibility Meanwhile, the seriousness 
of the world dollar shortage is emphasized by further. reports 
on the suspension of sterling convertibility. (See page l, 
August 25, 1947 issuc. of Current Economic Developments.) 
The Italian Foreign Minister has requested US. support to 
their approach to the UK to regain convertibility in accord- 
ance with the terms of the Anglo-Italian Financial Agreement 
of April 17, 1947. The Italians maintain they should .be al- 
lowed to convert at least the amount of transferable sterling 
available to them during the period April 17 to July 15, 
inasmuch as the UK undertook this commitment before the con- 
vertibility requirement of the US-UK agreement went into . 
effect. Italian officials have suggested to Embassy Rome . 
thet when the balance of the US loan to the UK is again made 
ble, a prior condition should be that countries in. 
“need of dollars, whose centrsl banks in the past used 
t.of convertibility properly, should be allowed the 
pri®iiege of conversion. Meanwhile, the Italians have re- 
quested the total October allocation for coal be included in 
the US relief program, since suspension of convertibility re- 
sulted in their having no available dollars to: purchase coal. 
This is being weighed in the light of cereals requirements, 
which are considered, by Embassy Rome to have priority over 
coal. The Italian Minister of Foreign Trade has ‘gone to 
Switzerland to try to arrange a dollar loan against Italy's 
sterling balances, but it is reported he is not optimistic : 
about the outcome of these discussions. 
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Sweden has schedulec financial discussions with the 
British for the latter part of September. On August 2] it 
was ammiounced that all purchases of sterling would be tempo- 
rarily suspended except from travelers arriving in Sweden 
from the sterling area. The Riksbank has since softened its 
policy to ailcw spot nound purchases from the sterling area, 
and from certain other sources in special cases, but not from 
the. US or otn27 countries normally paying dollars. 


At Finland's request, the UK will receive a Finnish 
delegetion to discuss the conversion problem as it relates to 
the UK-Finnisn payments agreement. The Finns fear curtail- 
ment of tneir import program will be necessary af sterling 
continues inconvertibie. 


French officials listed as one of the reasons for its 
announcement on import restrictions from the doiler area the 
fact that sus ension of convertibility deprived them of an 
anticipated $50 million. 


The Bank of Ethiopia is reported to be considering the 
possibility of converting a large part of its currency re- 
serves into JS dollar securities. At present all of its re- 
serves are invested in sterling securities or in securities 
convertible into steriing. According to Legation Addis Abeba, 
this action would have the effect of changing Ethiopia from 
& soft currency to a nard currency country, and, aithough 
tending to raise Ethiopian prices, would make the purchase 
of American and other foreign goods less difficult. 


According to newspapez rerorts Dutch trade and financial 
circles, while greatly concerned over the non-conversion 
measure, do not expect it to influence Anglo-Dutch’ trade and 
believe Holland wiil continue agriculturel exports to Britain 
in unchanged volume, 


The Governor of the Belgian National Bank stated to the 
press that he thought the UK measure would have little effect 
on Belgium's ability to make payments abroad and seid there 
was little reeson to fear a dollar shortsge in Beigium since 
the National Bank's hard currency and gold reserves had been 
increased by 4.5 billion Belgian franes since January. The 
total gold reserves are 28.5 billion francs. 


A press report from Switzericnd states that country will 
be only indirectly affected by suspension. Under the Anglo- 
Swiss credit agreement cf Merch 12, 1946, the Swiss undertook 
to accept steriing up to £15 mil lion to cover any deficit in 
the balance of payments in the two countries crising within 
@ two-year period, and further to supply Swiss francs against 
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go8@.to any 2mount for the same purpose should the deficit 
in q@urrent trading exceed b15 million (250 million francs). 
Up: te now the totzl deficit is about 180 million francs and 
gold shipments totaling 12 tons have recently arrived from 
England to squecre current acccunts. There has been no sug- 
gestion that the existing agreement be changed. Directly, 
therefore, the only risk incurred by Switzerland would be 
the loss on the 515 million if sterling were devalued. How- 
ever, to the present there heave been no indications that de- 
valuation is seriously contemplated. In the long run, how- 
ever, nonconvertibility will appreciably affect exporting 
countries like the US and Switzerland by reducing the total 
world demand for manufectured goods from hard currency coun- 
tries, according to Swiss experts. One immediate effect of 
this kind has been the loss of Argentina as a merket for 
Swiss watehes. Consequences of this kind, however, are not 
expected to be permanent. 


Egypt, according to a press report, asked the UK for 
permission to increase to L2.5 million the amount in sterling 
funds she could convert into US dollars between now and 
October 31. The British Embessy in Cairo announced Egypt 
would be permitted to convert B1.5 into dollars despite the 
suspension. Egypt also is requesting that dollar needs from 
October 31 to the end of 1947, as yet not determined, be 
grented in accordance with the recent British-Egyptian Agree- 
ment on steriing bslances. 


The Indian Finence Minister told a press conference that 
India would respond to Britain's appeal to minimize dollar 
demands since it was in India's interest to strengthen the 
position of sterling. He said India vould examine her import 
progrem frequently and continue rigorous restriction on hard 
currency expenditures except that it would be mace certai 
that India's internal economy would not suffer, especially 
with regard to food imports, ‘ 


2 eee ogy. to a press report from Jerusalem, a British 
to Palestine to reduce: her imports from dollar areas 

| lp the sterling area in the crisis aroused no noticeable 

sympathy from the Palestinians who say Palestine's economy 

has been crippled by British policy. 






The New Zeeland national conference on aid to Britain 
concluded August 22 with recommendations which, though purely 
advisory, ere expected to be important in determining govern- 
ment ection. On dollar expenditures, it was recommended 
there be a voluntary consumer reduction of gasoline and 
tobacco, that newspaper owners reduce imports of newsprint 


from 
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from dollar areas, that the tax on dollar area films be 
raised, and remittances by professional entertainers be re- 
stricted. On imports, the conference recommended continua- 
tion of preferential treatment of British goods, sterling 
expenditures limited to current earning, and removal of im- 
port restrictions on farm machinery while coal mining equip- 
ment be given a priority. On exports it was recommended 
that the present terms of trade with the UK in primary pro- 
Gucts be continued, local non-essential uses of calfskins 
and sheepskins investigatec, tourists encouraged from hard 
currency areas, and dairy production steppec up. Legation 
Wellington has been confidentiaily informed that, in view of 
the dollar situation and abnormally large amount of dollar 
licenses granted under 1947 allocations, outstanding 1947 
licenses are being reviewed. 


Following Sruts' announcement thst South Africa would 
help Britain, there have been persistent press reports that 
a loan of between £60 to B80 million would be made for pur- 
chase of South African fruit and tinned goods. While there 
has been no official ennouncement of such a loan, our Mili- 
tary Attaché in Pretoria reports it is evident that negotia- 
tions are in progress. He further says the people of South 
Africa would not favor such a loan unless there is a reason- 
able chance of repeyment since they fear a loan of any 
magnitude would increase their taxes. 


Australis is reviewing its import policy and has placed 
restrictions on some items and is examining the situation 
with an eye to announcing further measures. Steps taken to 
date are: 1) motor vehicles imports will be reduced by 20 
percent of number of chassis for which import licenses were 
issued for the calender year 1947, which totaled 43,500 
passenger and 15,000 truck chassis; 2) tobacco imports will 
be reduced 20 percent on volume basis compsred with fiscel 
1946-47; 3) the ban on certain types of textiles imposed last 
May will continue and the government is studying further 
textile reductions; 4) the newsprint import quota for 1948 
has been set at 122,250 tons compared ‘with 153,000 tons im- 
ported in 1947: and 5) the method for reducing film roy2lty: 
payments by 30 percent is under discussion. 


DECLASSIFIED FOR PUBLICATION IN FOREIGN | 
RELATIONS OF THE UNITED STATES : 














SECRET 
« 22 & 


YUGOSLAV-US FINANCIAL At US initiative the financial dis- 
NEGOTIATIONS MOVE AHEAD cussions with Yugoslavia begun in 

Mav were temporarily suspended when 
reports were received of Tito's charges against the US on 
August 7 made to the official Yugoslav news agency. These 
accusations included, among others, charges of US discrimina- 
tion against Yugoslavia in handling af lend-lease materials 
and demands for “impossibly huge sums" in the settlement 
negotiations. Following a US point-by-point reply to Tito's 
comments, which were made public, negotiations are again 
moving forward. 








The US agreed at the September 2 meeting to release 
sufficient Yugoslav gold for the specific purpose of paying 
the Yugoslav subscription to the International Monetary Fund. 
The Yugoslavs state that they wish to pay the subscription 
in order to reauest the Fund for initial determination of 
the par value of the dinar. The balance of Yugoslav assets 
in the US will continue to be frozen until satisfactory 
settlement of US claims is reached. 


At the same time, Yugoslavia was asked for an advance 
payment of 22-1/2 million dinars on lend-lease and Plan A 
settlement account, without prejudice to final determination 
of the total amount payable for such settlement. US nego- 
tiators proposed in earlier discussions e figure of $3.5 mil- 
lion in vayment for lend-lease and Plan A accounts but subse- 
quently agreec to take payment in dinars to be used for 
Embassy operating expenses and for acquisition of real estate 
in Yugoslavia. 


In view of comments on the validity of certain of our 
Claims, the US side requested a written statement of all 
observations previously voiced by the Yugoslav delegates re- 
garding US claims. Negotiations will continue after a note 
on this subject has been received and studied by the US side. 
The US intends to reaffirm its proposal of August 4 for lump 
sum settlement of all American property claims for $25 mil- 
lion. This sum would not cover indirect holdings through 
third country enterprises in which the US interest is less 
than 50 percent, but does take into account some war damage. 


DECLASSIFIED FOR PUBLICATION IN FOREIGN 
RELATIONS OF THE UNITED STATES 








SECRET BEST Copy AVAILABLE 


°13- 






NANCIAL TALKS Foreign Minister Bevin has accepted 

‘ OCTOBER 5 our prorosed date of October 8 for 
the opening of discussions in 

Was looking toward the renegotiation of the financial 

arrangements between the US and UK in the German bizonal 

area. These discussions are being held at the urgent request 

of the British Government. (See page . wee 25, 1947 


issue of Current Economic Developments. 








* * 7” 
pecs ON TARIFF Of the 106 tariff negotiations being 
OTIATIONS REPORTED conducted at Geneva, 68 are expected 


to be completed by September 10. 
Discussions on terms of the general agreement are progressing 
Slowly. US negotiations with Norway, Brazil, Chile, Burma, 
Ceylon and Lebanon have been completed. The Indian delega- 
tion has returned to Indies to secure approval of the prelimin- 
ary agreement on concessions reached with the US. The 
results achieved in the negotiations are subject to adjust- 
ment in the light of the remaining negotictions as these are 
completed. A basis of negoticstion has been reached with 
France and discussions 2re proceeding actively. Negotietions 
with the UK and other Commonwealth countries hinge on the 
action of these countries regarding preferences. Progress 
is being made in our discussions with Benelux and Czechoslo- 
vakie, and the Trede Agreements Committee is considering the 
Chinese propos2ls. Negotiations have been resumed with the 
Cubans who have receded somewhat from their original position 
for. stantial increases in their tariff on textiles. 
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ANGLO-AMERICAN CONFEREES ON RUFR COAL The Anglo-American 
SUBMIT REPORT TO THEIR GCVERMKENTS conversations on Ruhr 
coal production which 
began in Washington August 12 were concluded September 10 
with the submission of ae report of fincings and recommenda- 
tions to the two governments. Conclusion of the conference 
was held up for some time beceuse of lack of agreement on 

the management of the Ruhr mines. 











Principle Of US/UK Control Grous Approved The US pro- 
posal to immediately establish a German Coal Management 
supervised by a US/UK Control Group was approved in princi- 
ple but its creation delayed at the insistence of Foreign 
Minister Bevin. Bevin refused to go along with the US pro- 
posal stating thet he did not have adequate information on 
which to base a decision and that, in any event, such a step 
should not be teken until after the October financial nego- 
tiations on US-UK responsibility in the bizonal area had 
taken place. He held that to establish a definite control 
grouv now, with the possibility of a change after several 
months, would cause confusion in Germany and would give the 
impression of vacillation. Furthermore, the UK did not feel 
it could enter into such a commitment without discussing the 
management pronosals, particularly the provision pertaining 
to the protection of foreign ownership interests with the 
Benelux and France. For the interim, therefore, it was 
agreed that the North German Coal Control should continue 
but that supervision should now be jointly under US-UK aus- 
pices rather then merely under the UK. The agreement reached 
in principle, to be later discussed and developed in more 
detail, provides that responsibility for coal production 
would be transferred to German hands through the creation of 
a German Coal Management to be resvonsible to a US-UK Control 
Group. The Control Group would issue apvropriate directives 
on behalf of the US-UK occupying forces. The German Bizonal 
Economic Council will set up a department in the Economic 
Administration to undertake as one of its main responsibil-. 
ities the functions normally exercised by a government depart= 
ment in respect to the coal industry. When the Coal Manage- 
ment Agreement is finally adopted the US-UK Control Group 
would be fully constituted and the North German Coal Control 
would cease to exist, 





ventuel Ovmership Still Undecided Provisional agree- 
ment was also reached on the develonvment of safeguards for 
non-German ownership interests of the mines. The controver~- 
sial question of the eventual ownership of the mines is not 
covered in the report except to state that the question of 
mine ownership is not affected by this proposal. The 


conference 
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conference discussed informally establishment of a more 
permanent German Coal Management organization and it was 
agreed that the US would later submit to the British Govern- 
ment proposals providing for the creation of a Board of 
Trustees as well as a Germen Coal Management and outlining 
the conditions under which a decision on the ownership of 
the mines might teke place. The terms of such provosals are 
currently under discussion bet:veen State and ‘ar. 


Review Of German Coal Set-up The hard coal mining in- 
Gustry in the Ruhr-Aachen area has been the responsibility 
of a British organization, the North German Coai Control. 
This group formulates policy and issues the directives neces- 
sary to ensure policy execution through a system of inspec- 
tions, Day by day management of the mines has been in the 
hands of German technicians. At the time of the Bizonal 
Agreement, the US became a member with the British of a Coal 
Production Committee which sat in Berlin and was supposed to 
alleviate cifficulties arising in connection with coal produc- 
tion. While technically the US has had a hand in determining 
over-all coal production since the beginning of this year, 
the Committee has been ineffectuel, with all authority being 
concentratea in the North German Coal Control. | 





Food Recommendations Made ihile the management ques- 
tion is of grect importance from a policy standpaint, it is 
believed that the most important singl2 factor in increasing — 
coal output is improvement of the food situation in the min- 
ing. areas, The Vlashington conference, therefore, urgently 
recommends that a high priority be given to the regular and 
punctual honoring of the full 1550 celorie ration for normal 
consumers (4000 for the miners) in the mining districts and — 
generally throughout the bizonel area, The report recognizes 
that effective food distribution within the bizonal-area is 
dependent to a large extent on Germany making the maximun 
contribution towards her own needs from indigenous resources. 
Effarts will be made to maximize purchases of non-cereal 
foodstuffs, and only when sufficient supplies are assured 
witli; rations be raised gradually until they reech 1800 3 
calories for the normal consumer. If this target is not met 
it is considered unlikely that. economic conditions in Germany 
will enable the prewer production levels being met. In order 
to obtain the greatest returns from indigenous resources a 
system of penalties and inspection, accompanied by publicity, 
is recommended. It is also believed that more intensive use 
of Rotterdam and Antwerp as entry ports, as was the prewar 
practice, will go’a.long way toward ensuring reguler food 
supplies to the Ruhr. . | : a 





Mine 
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Mine Supplies And Equipment The present condition of 
the mines is unsatisfactory due more to leck of maintenance 


than bomb damage. The recent decision of the US-UK zone com- 
manders to increase the allocation of steel for the mining 
industry was approved by the conference with an additional 
recommendation that certain short term steel and other re- 
quirements be imported into Germany during the next six 
months so as to prevent further deterioration of the mines. 
These essential imports, together with certain immediate re- 
hadilitation needs of the transport industry, will necessi- 
tate expenditure by the Joint Export-Import Agency for material 
valued at about $25 million. This is in addition to surplus 
Army property which is already being made available. Long- 
run requirements for the mining industry have been included 
in the tabulation of future German needs sent to the European 
Committee of Economic Cooperation as part of the bvizonal sub- 
mission. 


The conference came to the conclusion that, owing to the 
peculiar mining conditions in the Ruhr, the application of 
American methods of production was not feasible under present 
mining arrangements. However, it is stated in the report © 
that advantege might be derived at a later date from techni- 
cal American experience anc sacvice,. 


The present two-year program for miners! housing is: 
generally confirmed with the plea that ways and means be 
found to overcome budgetary difficulties, The conference 
recognized that the German Mine l’snagement should be given 
special responsibilities for programming miners' housing in 
pn al the fact that 80 percent of miners' housing is mine- 
owne 


incentives And Wages It is recognized that production 
will not reach its maximum capacity until wages can be used 
to purchase consumer goods more easily. A program of incen- 
tives is accepted, but a cautionary note is made concerning 
any further steps in that direction. 





It is believed the wage scale is adequate in relation 
to those of other industries in Germany, being among the 
highest in the bizonal area. Social security benefits of 
the miners are also better preserved than similar benefits 
in other industries. While the coal mining industry has a 
serious labor problem this is being met by current recruit- 
ment and is as high as is be?icved feasible. As other indus- 
tries develop, an over-all labor shortage is bound to develon 
and this must be closely watched in order that the priority 
now enjoyed by the mines does not cause an oxcessive drain 
from other industries. 
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No specific recommendations are offered on the present 
relationship between manegement anc labor except to point 
out that the present wage ceiling cannot be iifted or the 
normal process of collective bargaining resumed until after 
tne institution of financial reform. 


Transportation The shortage of transportation is another 
item of major concern and it is noted that increased produc- 
tion will be ineffective if the increase goes merely into 
stockpiling at the mines. Bizona needs for transport were 
included in the report to the Paris Conference. In view of 
the worldwice shortege of railway equipment, the only imme- 
diate short-term solution would appear to lie in the greater 
use of road and water transport. It was recommended that a 
Getailec study of this problem should be undertaken imme- 
Giately, with the following measures recommended: issuance 
of a high priority to the stppir of steel anc other meterial 
for the repair of transport used to move coal; increased use 
of trucks for short fiauls; increased use of water facilities 
by completing negotiations with the Low Countries for use of 
their ports, barges and tugs and renewal of negotiations with 
neighboring countrics, varticularly Czechoslovazia and 
Belgium, for repair of immobile rolling stock now in Germany. 





Financial Position Of The Mines The matter of the in- 
ternal price of coal was considered and the consensus was 
that the present position under which cost of production ex- 
ceeds the selling price is ver: unsatisfactory and must be 
rectified. While recognizing the desirability of linking a 
price increase in the case of coal to a program for readjust- 
ment of the whole price structure, the conference conceded 
that coal prices might have to be raised in the absence of 
an early over-all general adjustment . | 


RUMANIA INCREASES CONTROLS BY Rumanian newspapers have an- 
ESTABLISHME.T OF STATS STORES nounced a plan, as a corol- 
4, . lary of currency stabilization 
(see page 7, August 18, 1947 issue of Current Economic | 
Developments), whereunder the government will set up a series 
of state stores in the principal consuming centers. The 
plan, whichwas to be initiated September 15, provides for 
distribution of food and clothing by means of ration cards. 
Consumers: are divided into categories determined by food and 
clothing requirements as well as by indivicual contribution 
to production; thus miners receive the largest quota of 


rationed 
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rationed supplies, then laborers, other employees, employees' 
families and last other rembers of the urban population. 

The urbari population, aside from workers and employees who 
are now largely under union domination, can be discriminated 
against and forced into the high-priced free market and 
thereby eccnomically liquidated. The plan thus gives the 
government virtually complete control over supplies for the 
entire population, with all the political leverage such con- 
trol connctes. 


The state stores will in part replace company commis- 
saries which will be disbanded or turned into workers! 
cooneratives. The announcement indicates that room will be 
left for orivate initiative which is likely to take the form 
of a commission arrangement for distributing state-collected 
goods. Supplies for state stores will come partly from .state- 
owned enterprises and, it is assumed, from 4 quota supply 
system imposed upon vrivate industry. , 


UROPRAN BILATBRAL The negotiation of numerous economic 
AGREEMENTS REVISWED agreements among the eastern European 
countries, which was accelerated imme- 

diately following announcerient of the Paris conference on 
European reconstruction ana which appsrently is part of an 
alternative Soviet plan providing for the needs of the Satel- 
lites, has slowed somewhat. (See page 6, August 4, 1947 
issue of Current Economic Developments.) However, addi- 
tional agreements in the Soviet orbit and elsewhere in Europe 
have been concluced and still others ere in negotiation. 





Czechs Dissatisfied With Trade Agreements There are 
indications that Czechoslovakia is not too happy over its 
agreements with the Soviets and some other eastern European 
countries and that it may make greater industrial exports to 
the west to obtain exchange for necessary grain purchases. 

The catastropiic harvest in Czechoslovakia necessitates 
greatly increased imports of grain which have been at ieast 
partially provided for in trade agreements. The Czechs, how- 
ever, have had difficulty in obtaining the grain included in 
agreements with Lugoslavia, Bulgeria and possibly Poland. A 
reliable source in Praha has stated that while Stalin in 

July trade conversations verbally promised delivery of 400,000 
tons of wheat and corn, he did not specify when, nor was there 
any written confirmation of the agreement. More recently the 
Soviets indicated that they would deliver 50,000 tons of wheat. 


Czech 
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Czech steel experts are to go to Moscow shortly to explain 
that Soviet failure to Geliver grain in quantity might neces- 
sitate greater Czech incustrial exports to the west to 

secure exchange for grain purchases, with consequent reduc- 
tion of steel deliveries to the USSR. Discussions are to be 
held to determine the exact quotas of goods to be delivered 
by both countries during the next year and preliminary nego- 
tiations will be conducted on the approximate quotas for the 
next four veers. 


, Other Czech Nezotiations Harly this month Rumanian and 
Czech delegations reached agreement on economic, cultural, 
transportation enc foreign relations matters. According to 
the Rumanian press, the two countries have agreed to exchange 
Rumanian grain for Czech machinery, to conclude treaties to 
assure wide economic collaboration, to follow identical 
policies with regard to navigation of the Danube and to raise 
their respective Legations to Embassies. The two governments 
have taken under consiceration the conclusion of a mutual 
assistance pact. Early in July, Czechoslovakia and Argentina 
signed a commercial and financial agreement which wili be~ 
effective until Lecember 31, 1951. Provided a certain ex- 
portable surplus is aveileble, érgentina is to sell a minimum 
of 30,000 tons of wheet a year to Czechoslovakia, .and Czecho- 
slovekia is to sell 15,000 tons of iron and steel products 
annuelly. Czechecslovs'sia also signed a one-year commercial 
agreement with Greece on uly 21. “It provides for Greek de- 
liveries of tobacco, leather, lead, iron pyrites., wine and 
fruits and Czech Geliveries of suger, textiles, chemical 
goods, gless, iron products, wood and paper. | 





Polish Negotistions Soviet officials have indicated 
that 1n the near future conversations will be initiated with 
the Poles to conclude a more extensive treaty than the agrée- 
ment concluded on August 4 which is to be effective until 
March 31, 1945, Under the short-term agreement, the Soviets 
will deliver to Poland cotton, iron and manganese ore, ferro- 
alloys, oil products, chemicals and "other goods needed by 
the Polish economy." Polish deliveries will include non- 
ferrous netais, cotton febrics, suger, coke, window glass 
and other Polish industrial products. On September 1, Poland 
Signed & one-year compensetion égreement with Bulgeria, pro- 
viding for the exchenge of goods valued et $17 million. 
Negotiations between Hunecarvy and Poland for e« five-year 
trace agreement are expected to be concluded shortiy.. The 
long-range agreement reportedly will cover, in addition to 
goods ex cchange, technical cooperation in the rehabilitaticn 
of industry, exchange of experience snc joint long-range 
planning of economic relations. The Polish press has reported 


that 
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that Polish-Rumanian trade negotiations will soon be com- 
pleted, with the signing of a trace agreement and a financial 
agreement. The new trace agreement ‘vill include a larger 
list of imports and ezzports than the previous one and the 
trade for each country is erpected to total $3 million. 


On August 20 France and Poland signed two trade agree- 
ments. A one-year agreement provides for French exports of 
commodities valued at approximately 1.7 billion francs, in- 
Cluding light incustrial equipment, combed wool and chemical 
products, in exchange for which Poland has agreed to export 
to France one million tons of coal. The second agreement, 
for a four-year term, provides for the export of French 
products valued et 7.2 billion francs and incressed Polish 
coal deliveries, Embassy Warsaw has been informed that dis- 
cussions will soon be held on compensation for French assets 
in Poland which have been nationalized. If an accord is not 
reached Defore November the French heve stated that the one- 
year trace agreement will become void and that they will not 
enter into the proposed long-term agreement. 


A Polish-Egyptien agreement providing for the delivery 
of 500 metric tons of cotton to Poland in exchange for coal, 
paper ana textiles of equal value is expected to be signed 
soon, 


Yugoslavia Conoucting Negotiations On August 4 Yugo- 
Slavia and Hungary signed previously negotiated agreements, 
including a five-vear economic cooperation agreement, repara- 
tion deliveries agreement, an aluminum production end merket- 
ing agreement and an agreement regulating shipments of goods 
under the five-year pact. The mixec Yugoslav-Bulgerian com- 
mission has recently adopted new regulations which appear to 
be a supplemental protocol for the Yugoslav-Bulgarian trade 
agreement concludea earlier. Embdassy Relgrade reports that 
results of the meeting seem wholly disproportionate to the . 
size and importance of the delegations as well as to the eco- 
nomic program outlined in the nrotocol of earlier negotia- 

tions. (See page 5, August 11, 1947 issue of Current Econopic 
-.Developments.) The Netherlands and Yugoslavia, on August 15, 
signed @ protocol extending their trade agreement. The UK 

and Yugoslavia are conducting negotiations for a barter agree- 
ment, which may be for a period of five vears, and under which 
it is expected that the UK will export trucks and machinery, 
while the Yugoslavs will export foodstuffs and timber to the 
UK. The UK revortedly feels that such agreements with satel- 
lite countries will act as a restraining influence on the 
countries who need trade with the west and will further the 
much desired European interchange of goods. Little progress 


has 
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has been made in trace agreement negotiations between Yugo- 
Slavia and Turkey. The 3elgian trade delegation visiting 
Yugoslavia concluded its work without reaching en agreement. 


German Trade Agreements Within the limits of the bi- 
zonal trade policy, which excludes barter arrangements, per- 
mits the importation only of commodities considered absolutely 
essential to German economy and prohibits special concessions 
to any country, incomplete reports indicate that arrangements 
have been concludec betveen the combined zone and foliswing 
countries: France, Belgium, the Netherlands, Sweden, Den- 

. mark, Finlanc, Switzerland, Austria, Czechoslovakia, Yugo- 
Slavia, italy. In addition, an agreement with Norway has 
been drafted, and Hungary, roland and Greece have proposed 
negotiations. The combined zone has also concluded an agree- 
ment with the French zone. Negotiations of European coun- 
tries with the French zone and with the Soviet zone have re- 
sulted generaily in bilateral agreements provicing for 
specified quantities of commodities. Belgium, the Netherlands, 
Denmark and Czechoslovalia have concluced agreements with the 
French zone. The Soviet zone has agreements with the Nether- 
lands, Sweden, Denmark, Finland, Switzerland, Czechoslovakia, 
Yugoslavia, Italy, and Foland's 1946 agreement probably has 
been renewed, 





Italian Negotiations From the continued debate in the 
Italian Government over signature of the proposed bilateral 
commercial agreement between Yugoslavia and Italy, it ap- 
pears that the draft agreement has not been modified as the 
Italians reauested. The government feels it will be subject 
to wide criticism in Italy if it signs the agreement, par- 
ticularly since Italy would be committed to heavy deliveries 
- over a five-year period, whereas the Yugoslav delivery com- 
mitments would be determined annually. Italy anc France 
recently exchenged notes amending their commercial agreement 
of last December 21. Negotiations for a commercial treaty 
between Italy and Iran are under way. The Rome press has 
reported that Italy probably will send a trade delegation to 
Moscow following the ratification of the peace treaty. 


Possibility Of Resumption Of UK-Sovict Talks The Com- 
munist-inspired campaign for the resumption of UK-USSR trade 


talks appears to be gaining support in Britain due to the 
general public desire to obtain foodstuffs from any available 
source. The UK refused the Soviet offer to resume trade 
talks, made in reply to UK representetions regarding Soviet 
default on August 1 payments, on the ground that until present 
obligations are met it is not feasible to make any new con- 
tracts. Danish-British trade negotiations which commenced 
September 9, have been postponed because of a deadlock on 
prices, 
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Miscellaneous European Agreements France and Sweden 
have extended for four-months their June 1946 commercial 
agreement. A one-year commercial agreement between France 
and the Belgo-Luxembourg Economic Union was signed on July 9. 
Switzerland hes signed one-year commercial agreements with 


Norway and France, 
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TERNS OF MEXICAN LEND-LF&SE Mexico, along with several 
PALL ENT MAY SE RENEGCTIALED other Latin American republics, 
has defaulted on her ljend-lease 
obligation, largely because of a collar shortage. We are, 
therefore, now pianning to propose renegotiation of the terms 
of payment of the 1943 Lend-Lease Agreement with Mexico to 
permit the US to receive payment and at the same time to 


exert no pressure on slender exchange reserves. 














Lend=lease sic to Mexico amounted to $29,566,805, for 
which a total ravment of $9,867,00C is to be made.-. Mexico 
is now in arrears to the extent of $8,800,000. Embassy 
Liexico City is bcing instructed to crozose settlement of the 
account aiong lines callins for payment of {3 million a year 
or its equivalent, in instalirents of $l million, until the 
balance is paid, The first three instellments are to be 
taken in oroperty or local currency for the foreign ouildings 
program, with the remaining payments to be mace in dollers, 
local currency or property et the option of the US. 


Although a number of American republics, including Chile, 
Cuba, Ecuador, Honduras and Uruguay, have peid sums due to 
aate on their lend-lease obligations, several of the other 
Latin American countries are now seriously behind on their 
payments ana it may be necessary to renegotiate terms of pay- 
ment of some of the agreements in a ranner similer to the 
present proposal for Mexico. The Bolivian lend-lease agree- 
ment was recently revised to permit payment in local currency 
or real estete rather than in dollars. In over-all settlement 
negotiations with Brazil, the Department nas proposed a figure 
of $200 million as the value of lend-lease aid to be paid for 
under the egrcement, which would require that 3razil pay $35 
million, in addition to the $35 miliion which has already been 
received, We are now awaiting 2 reply from Rio. 


* * * 
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TELECOE? UNICATIC: zs CONFERS CES There is a marked accelera- 
SEOQULD END SESsichs T.2S “Orig tion in tempo as the inter- 

national telecommunications 
conferences at Atlantic City move into their final stege, 
and speedy settlement of remaining issues is expected in 
order to meet the target closing date of September 28. 








The Flenivotentiary Conference has unanimously approved 
the agreement bringine the ITU into relationship with UN as 
a specialized agency and has welcomed Pakistan as a member 
of the ITU. A US prorosai moving the seat of the ITU from 
Bern to Geneva wes also approved unanimously. This consider- 
ably relieved the tension among wes*ern European countries 
which had fearec the US wovld insist upon removal of head- 
quarters from Switzerland to the site of UN. The new conven- 
tion, now being crafted, provices for the compiete reorganiza- 
tion’ of the (Bern) Bureau of the ITU, removes it from the 
supervision of the Swiss Covernment and places it under a 
newly established Acministrative Council. It was felt that 
the Swiss Government dominated the Bureau, that the personnel 
was too exclusively Euroszean anc not sufficiently representa- 
tive of a worlc union. It is planned, however, that the 
Swiss Government will continue to advance funds to the ITU 
ana to audit its accounts. 


The convention also rrovices for an International Fre- 
quency Registration Boarc (IFR3) to function in an advisory 
capacity, evaluating the likelihooc of interference by new 
or mocdifiec use of recio frejucncies. The conference will- 
select members of the Administretive Board and the IFR5, 
which are to operate on a provisional basis during the interim 
until January 1, 1949, when the convention becomes effective. 
Representation will be on a regional basis, namely, Western 
Europe, western Hemisphere, Far East, each of which is to 
have five members on the council and three on the board, and 
Eastern Europe, which will have three and two merbers, re- 
spectively, on these organizational segments. Several dele- 
gations expressed doubt as to their ability to make commitments 
regerding service end expenditure of funds until the convention 
is approved by their countries and believe that legislative 
action will be necessary to implement any agreement they make 
at Atlantic City regarding the provisional board end council. 
It was agreed that such delegations might take part in the 
election with appropriate reservations. 


The Radio Conference has approved the majority of the 
operating anc tcchnical roguletions. Soviet éesire to in- 
ercase allocation of freouecncies for point-to-point radio 
communication at the expense of the marine frequencies, 
strongly opposed by US, was finally satisfied by an adjust- 
ment of frequency allocetion to amateurs in USSR. 
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The main work cf the High Frequency Proadcasting Con- 
ference is to lay the groundwork for the full conference to 
be convened later. Questions of organization, agenda, time 
and place of the next conference are to be settled and pre- 
paratory work will be done on engineering and other princi- 
ples to serve as the basis for formulation of a high frequency 
assignment plan. While the French, Soviet, Cuban and Irish 
favor settling the question of priorities among various 
broaucasting services at this meeting, the US and UK believe 
that technical recommendations concerning such matters as 
means of economizing in the use of frequencies by high fre- 
quency broadcasting stations and analysis of high frequency 
broadcasting requirements submitted by varicus countries 
would be more useful to the forthcoming meeting. The ques- 
tion of establishing a High Frequency Broadcasting Organiza- 
tion is to be deterrined by the Plenipotentiary Conference. 
We woulc like to see an organizestion established somewhat 
analogous to the IFRS. 
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This weekly publication is designed to highlight developments in the eco- 
nomic divisions of the Department of State, and to indicate the economic prob- 
lems which are currently receiving attention in the Department. It is suggested 
that copies be retained on file, as reference will sometimes be made to previously 
reported items to avoid repetition. 
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destroyed by burning. If not personally disposed of by the recipient, he will 
assure himself that it is burned in the manner prescribed for SECRET material. 


DECLASSIFIED FOR PUBLICATION IN FOREIGN 
RELATIONS OF THE UNITED STATES 3 











SECRET 


September 22, 1947 


CONTENTS 


Page 


Paris Conference Compietés Report; Stop-Gap Aid Studied - 
Paris Report 
Need For Emergency Aid 


Tripartite Talks On German Coal And Coke Allocations 
Concluded ----+---++-+-ee2+-+-+--+-+2+-+-++-- 
French Protest Price Of German Coal 


Informal Aviation Talks With UK And France Prove 
Successful - -----2+-+ee8--ee8e828e8 2222222 
Multilateral Discussions 
German Aviation Matters 
Policy Toward Satellites 
Other Matters 


Possible Courses Open To UK On Nonciscrimination 
Requirement ------+--+-+e-e+-+e+-+-+-+-+-+-+e-+e+-+- 


Chinese Attempt To Improve Foreign Trade And Investment 
Conditions - -~--+--+--+-+-+-++-e-es-e8e8-+-+8 e+e 
Exchange Regulations 
Foreign Privete Investments 


| DECLASSIFIED FOR PUBLICATION OREIGN 
| RELATIONS OF THE UNITED STATE 








1 








SECRET 


PARIS CONFERENCS COMPLETES With the completion of the 
REPORT: STOP-GAF AID STUDIED initial report ‘of the Paris 
Conference on European Economic 
Recovery, increasing evicence of the desperate need for emer- 
gency aid for several European countries, and the return of 
President Truman from Brazil, conferences are being held to 
determine US action anc procedure on the European problen. 








Paris Report The Committee for European Economic Coopera- 
tion (CEEC) signed its initial report to Secretary Marshall 
and a summary was released to the press on September 22, with 
full publication of the report scheduled for next weekend. 
The CEEC points out that the rerort is "initial" and it may 
be necessary to pudlish supplemental reports. It is expected 
that members of the Executive Committee will come to Viashington 
about October 6 to confer with US officials. This will give 
the different US agencies time to study the Paris proposals. 
The Chairman may then reconvene the Paris Conference with a 
view to presenting a final report for 1948 neecs as soon 
after November 1 as possible and a revised recommendation for 
the entire four-year period by December 15. Thus a final 
report would be ready for Congressional consideration as soon 
as the regular sessicn convenes January l. During the entire 
period the US will furnish "friendly aid" and technicians 
will be in Paris for that pursose. 





The report states its curpose as the formulation of an 
economic recovery prorram for the participating countries 
which is aimed at putting Europe on its feet by the end of 
1951. It is based on four lines of action: 1) a strong pro- 
duction effort by each of the participating countries; 2) the 
creation of internal financial stability; 3) the maximum 
cooperation between the particirating countries; and 4) a 
solution of the problem of the participating countries trad- 
ing deficit with the American continent, particularly by ex- 
ports. 


The following total results are cited for achievement 
by 1951s 1) Restoration of prewar bread, grain and other 
cereal production, with large increases above prewar in sugar 
and potatoes, some increases in coils and fats, and as fast 
an expansion in livestock products as supplies of feeding- 
stuffs will allow. 2) Increase of coal output to 584 million 
tons, which is 145 million above the 1947 level and 30 mil- 
lion above the 1938 level. 3) Expansion of electricity out- 
put by nearly 70 billion kilowatts or 40 percent above 1947 
and a growth of generating capacity by two-thirds above pre- 
war. 4) Development of oil refining capacity to 2-1/2 times 
the prewar level. 5) Increase of crude steel production by 
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80 percent above 1947 to a level of 55 million tons or 20 
percent above 1938. 6) Expansion of inland transport 
facilities to carry a 25 percent greater load than in 1938. 

7) Restoration of prewar merchant fleets of the participating 
countries by i951: 8) Supply from European production of , 
most of the capital equipment neeced for these expansions. 


The report consists of two volumes. The first contains 
the general reports with a preamble and seven chepters, to-.. 
gether with apnendices, including a report of the balance of 
payments committee. If imports of equipment, other then 
agricultural machinery and coal mining machinery, are financed 
by loans from the International Bank or other credit organiza- 
tions to the extent of $3.11 billion, the total ceficit for 
the four-yeer period is estimated at $19.33 billion. The 
second volume contains the reports of the technical committees: 
Food and Agriculture, Energy, Steel, Transport, Timber, the 
Committee of Financial Experts, and the Committee of Labor. 


The initial report was delayed in issuance in order to 
allow the 16 participating governments to agree to several 
changes incorporating principles that we considered essential 
to a workable recovery program. We felt that the original 
Graft set forth requirements greatly in ercess «f the poten- 
tial aid availeble and placed too little emphasis on self- 
help and mutual assistence. In the comrieted initial draft 
these suggestions had deen taken into consideration. There 
is an uncertaking to create internal financial stability 
without implication that increased monetary reserves must be 
obtained by a grant from abroad. Maximum use is pledged of 
the raw material resources, manpower and productive capacity 
of the participating countries. ‘While the representatives did 
not feel it was possible to ccmmit their governrents toa 
firr commitment on the éstablishment.of an over-all European 
customs union a compromise was reached hereby all partici- 
pants but Sweden, Norway and Switzerland agreed to study the 
question and report back early in January. The report coes 
state that measures will be taken to secure progressive relaxa- 
tion of import restrictions and to improve payments arrange- 
ments between the various countries and to transfer surplus 
labor. The French Government has stated its willingness-to 
commence negotiations now with all European governments wish- 
ing to enter a customs union with France anc whose.national 
economies are capable of being combined with the French 
economy so as to make a viable unit. The Italian Government 
has associzted itself with this Ceclaration. The UK will 
consult with the dominions at Habana in November to cetermine 
its position on a customs union. 


The 
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The report also states that arrangements have been made 
for continuing the work of mutual help and consultation be- 
gun in Paris both through the UN machinery and in other 
means. A joint organization charged with the task of review- 
ing progress mace in the execution of the program is also 
contemplated, according to the report. 


Need For Emergency Aid The CEEC report points out that 
as its work progressed the foreign exchange crisis continued 
to gather momentum and that a number of countries had to im- 
pose further import restrictions except for the purchase of 
cereals, coal and other essential supplies and that similar 
action is likely to become necessary in the near future by 
most of the participating countries. 





Reports from Europe daily indicate that the situation 
is most critical anc that time is fast running out. The 
Italian Government alreacy has more Collar commitments than 
it can cover anc we have been informed that the Italian Pur- 
chasing Mission has been instructed to cease all procurement, 
The Italians are, therefore, already consuming their commod- 
ity pipeline without replenishment and, if tnis is continued 
even for a few weeks, there will be most serious repercus- 
sions on the level of economic activity in Italy. The French 
Government will face a similar crisis on or about October 15. 
If the preliminerv distribution of the European gold-pot 
takes place on that date as now planned, France will receive 
$90 million of gold, which would cover another month's deficit. 
However, it is believed that this gold cannot be utilized by 
the French Government without legislative action by the 
Assembly, whicn is not scheduled to meet until November 15. 


In an effort to estimate the amount of stop-gap aid 
necessary, the Department is making a study of the uncovered 
dollar deficits in the UK, France and Italy, for the six 
months' period October 1 to March 31, 1948, with studies on 
other countries to follow. Every possible administrative 
measure which might be employed within these countries and 
by the US to finance the deficit until Congressional con- 
sideration can be given to the European recovery program is 
being considered and explored. It is assumed that the maxi- 
mum practicable use will be mace of dollar and gold resources, 
alloving for only such reserves as are considered absolutely 
essential. Possible executive measures and other sources of 
aid include, if legal aspects permit: 1) Assumption by the 
Commodity Credit Corporation of responsibility for financing 
wheat exports to France and of that portion of wheat exports 
to Italy which are not taken care of under the relief pro- 
gram. 2) Financing by the Eximbank of coal and other 


industrial 


DECLASSIFIED FOR PUBLICATION IN FOREIGN 
RELATIONS OF THE UNITED STATES 











SECRET 
“= da 


BEST 

Copy 

incustrial materials for France anc Italy over and above the 
relief program, 3) Possible financing by the International 
Bank of industrial materials. 4) Special emergency action by 
the International Monetary Func to permit France to exceed 
her quota and to vermit Italy to draw her quota without hav- 
ing previousiy certified a firm rate of exchange. The UK 
could draw on the Fund for $265 million. 5) Availability of 
the German gold pool and so-called Fortezza gold. 6) Making 
availiable to Italy the funds available in the Tre2sury sus- 
pense account and concluding a lump sum settlement on the 
outstancing dollar scrips in the hands of prisoners of war 
in Italy. 7) “nfreezing of the balance of the US loan to 
Britain. 8) Possibilities of loans from other sources, such 
as a UK loan from Coutn Africa, and use of the undrawn bal- 
ance oi the Canadian crecit. 


TRIPARTITE TALKS ON GERMAN COAL The US, UK and France have 
AND COKE ATLOCATIONS CO? ."DED = concluded their Berlin dis- 
cussions on coal and coke 
allocations from the western zones of Germany. It was agreed 
to call these talks during the tripartite level-of-industry 
discussions’ in London. The pessimistic and gloomy specula- 
tions of the French press as to the probable outcome of the 
‘talks, insofar as French interests are concerned, were a bit 
premature since the French proposals, in general, were found 
acceptable. An agreement on coke recognizing that the French 
estimate of coke exrorts from Germanv was within the capacity 
of the German coxing inéustry was accepted by the negotiators 
and a series of export f% igure s for coke were recommended. 
Coke erports should be set to reach an eventual 1% million 
tons annwally shen:daily gross clean, herd coal output in 
the Ruhr-Aachen area reaches 400,000 tons per cay. Coke ex- 
ports would begin at 7.6 million tons a year totel based on 
hard coal presuessee of 300,000 tons daily and wonld increase 
periodically until exports reach 10 million. Increases in 
coke exports will, of course, alter tne proportions of other 
qualities of fuel made available for export. 








The French proposals for withdrawal of Saar coal were 
reviewed and considerec acceptable but only in principle, 
since action along these lines will be ceferred until decision 
is taken on the economic incorporation of the Saar into the 
French econory. The incorvoration of Saar production into 
that of the French economy would not be compieted until the 
output of the Ruhr-Aachen area reaches 330,000 tons per day. 
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Regarding projection of the Moscow sliding scale, after 
most cereful bizonal scrutiny of minimum requirements, the con- 
clusion was reached that not even the present 25 percent top 
export rate could be justified during the period of Ruhr-Aachen 
production increase from 330,000 to 400,000 tons daily, if full 
level-of-incustry output is to be reached w hen coal production 
reaches 400,000 tons. However, an offer was mace to maintain 
the 25 percent rate from 330,000 to 440,000 although this means 
deferring attainment of the new level-of-industry until the 
440,000 figure is reachec, which to all practical purposes 
would nullify its establishrent. We asked the French to ac- 
cept our undertaking: 1) not to cut the export rate below the 
present top of the sliding scale; and 2) to reexamine the en- 
tire pesition when factors involved can be accurately - 
assessed. 


While the French representative expressed satisfaction 
with the talks, he was disappointed over the inability of the 
three governments to agree on projection of the sliding scale 
at a higher percentage. No word has as yet been received as 
to whether or not the French Government has formally accepted 
the recommendations. Unless we receive assurances that all 
agreements of the conference would be accepted as a whole in 
satisfaction of French reservsetions at London, we told the 
French representative we could not undertake to ratify any of 
the agreements of the conference. 


French Protest Price Of German Coal In the meantime, two 
protests have been received from the French on the increase in 
the price of German coal eyports. While recognizing the US-UK 
problem of achieving financial equilibrium in the bizonal area, 
the French feel strongly that this must not be done at the ex- 
pense of those countries which were victims of German aggres- 
sion. The charge is made that such action, in effect, gives 
Germany priority over other European countries in reestablish- . 
ing its balance of payments and, since German exports are paid 
in dollars, would place Germany in a privileged position. Fur- 
thermore, the French hold that ACA has reserved to itself the 
right to fix the prices of a number of essential products, in- 
Cluding coal, and that any change in the price structure must 
cceme through quadripartite action. The French also protest the 
pricing formula of referring to c.i.f. rather than f.o.b. prices, 
stating that the cost of transportation should not be taken into 
consideration in the establishment of a world price since the 
cost varies with each country concerned. Reference is made to 
the original ACA determination of price, at which time the UK 
representative stressed the fact that prices f.o.b. North Seas 
ports have been calculated, as in the past, on the basis of f.o.b. 
prices of English coal. The new schedule will put Germany in a 
favored position, the French claim, and will force other Euro- 
pean coel exporting countries to increase their mineral prices 
to comparable figures, resulting in increased costs of produc- 
tion across the board. 
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INFORLAL | rita sete TALES ‘VITH Informal tripartite discus- 
UK AND: FR FRANCE “PROVE E SUCCESSFUL sions on aviation matters 

of joint interest have been 
concluded and US representatives returned from London with 
the feeling that the conversations had been very usefvl on a 
number of subjects and that general agreement between the US, 
UK and-France on the multilaterel air transport treaty draft 
can be achieved at the October ICAO Multilateral Conference. 
While all discussions were informal and no commitments made, 
general uncerstancings were reached. 











Multileteral Discussions The essential voints at issue 
with the French were the capacity clause in the draft treaty 
and their belieS that exchenge of routes should be included 
within the scope of the multilateral, whereas we advocate 
bilateral exchenge of routes. Discussions revealed that the 
French reluctantly conclude that necessity exists for separ- 
ate bilateral route negotiations. On the basis that security 
needs might make it advisable to be able to refuse bilateral 
route agreements with certain countries, both the French and 
the Pritish incicated a willingness to delete economic 
criteria language from the draft. There is now an indica- | 
tion that the French will accept the Bermuda capocity language 
with some minor modifications, and will accede to a general 
consultation article such as exists in the US-French bilateral 
agreement. 








The Canadian position on the multilateral treaty was 
Giscussed. The Canadians had indicated to the UK that they 
were contemplating putting forward a proposal that. 
the rultilateral treaty should deal “only with Third and Fourth 
Freecom rights, with Fifth Freedom to be necotiated bilaterally 
along with the routes. At the outset of the London talks the 
French position closely resembled this proposal but during 
the discussions they abanconeé it and the UK stated-it would 
answer Canada with a detailed rebuttal strongly urging 
Canadian adherence to the US-UK position as evicenced at 
Montreal. 


The British vresented a craft of a colonial accession 
article anc explained at some length the necessity for in- 
clusion of such an article in the craft treaty. In effect, 
the: proposed article excludes, if the ROWSE. TOR territory . 
so desires, any of its colonial possessions from inciusion 
in the draft treaty's provisions for Mesestenrtee.* Both the 
French and US representatives agreed to study the proposal 
but did not indicate whether it was acceptable or not. 


German 
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German Aviation Matters ‘While the main issue at London 
was the multilateral convention, views were exchanged with 
the UK on present and future arrangements for dealing with 
civil aviation matters within Germany. The US representa- 
tives made it clear that the Air Coordinating Committee is 
reviewing American policy in that regard and the British 
representative similarly indicated their views were in the 
formative state. However, it developed that the British 
have abandoned the suggestion made to us last spring that a 
joint UK-US company be formed for the purpose of providing 
internal service within Germany, 2 proposal with which we 
had not been in accorc. There was also informal agreement 
that transit and traffic rights would be freely granted for 
the two zones to the carriers of countries with which both 
the UK and US have satisfactory eivil aviation arrangements. 
There was a general feeling that cabotage rights should not 
be reserved exclusively to the occunying powers. Insofar as 
the satellites are concerned, or any other countries with 
which either the UK or US may not in the future have satis- 
factory civil aviation arrangements, it was agreed that each 
individual recuest for transit or traffic rights by such 
countries vould be considered on its own merits by London 
and weshington in consultation with each other. It was 
agreed that the Bizonal Civil Aviation Advisory Panel, which 
is now functioning, could perform a useful service in this 
regara but it was made clear the home governments would have 
to be consulted. French representatives were informed of 
these discussions and vere asked what France's reaction would 
be to an invitation to join the Bizonal Panel anc by that 
means coordinate the control of airspace for all three zones. 
They merely indicated they felt the French Government would 
promptly and sympathetically consicer the suggestion, 





Folicy Toward Satellites During the course of conversa- 
tions with the British the “subject of a joint policy toward 
the satellites came up only indirectly. In view of. the fact 
that JCS consiceration is being given to this matter, US 
representatives did not raise the issue. British representa- 
tives, in discussing Germany, casually referred to the fact 
that neither the US nor UK would conclude an agreement with 
any of the satellites unless the otner secured similarly 
satisfactory arrangements. There was also a reference to the 
agreed treatment of the Balkan satellites as a unit for the 
purpose of concluding anv individual negotiations. 





The Czechs were in London at the time to conclude a 
civil aviation egreement, and the British indicated they 
were prevpared to grant the Athens-Lydda-Cairo route already 
being flown under temporary permits, but that they would 


deny 
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denv a route through Ankara. sey saic they were studying 
Closely the entire question of Czech operations into the 
Middle East in connection with the general satellite avia- 
tion problem. 


Other Matters Discussions took place on 2 number of 
other matters with the British, chief of which was the mort- 
gage convention on rights in aircraft on which civergencies 
of views were very satisfactorily reconciled. Negotiations 
cn this matter are now taking place at Brussels where a legal 
committee is attempting to draft a convention. Aviation 
problems in Greece anc Iran were discussed, as well as the 
handling of disputes which might arise in connection with 
Gander airport landing fees, 


POSSIBLE _COURS@S OPEN TO UK ON Agreement has been reechea 
NONDISCRIMINATION Ri culREMENT betveen Treasury and State 
on possible courses of action 
open to the British consistent with a strict interpretation 
of Section 9 of the Anglo-American Financial Agreement, which 
provices for mutuel nondiscririnatory treatment of imports. 
A paper outlining these sugsested messures will be considered 


further by the Nationai Advisory Council. 





Statements of UK officials had incicatec that they 
interpreted Section 9 as npreventing curchases by the UK of 
needed imnorts because this vould also require purchases in 
the dollar erea and expenditure of dollar resources urgently 
needed for other purposes. In order to meet this criticisms, 
Embassy London, upon the request of Secretary of the Treasury 
Snyder, issued a statement announcing that it is the inten- | 
tion of the officials of the two governments who are presently 
dealing with the problem to follow the spirit of the original 
loan negotietions and keep the agreement flexible. The 
statement pointed out that the framers of the Financial 
Agreement specifically recognized the existence of unusual 
aspects of the UK position requiring certain deviations from 
the inflexible rule of nondiscrimination and that it was 
never intended that Section 9 should constitute a strait- 
jacket on British trade. 


Data to be supplied by the British may reveal that there 
is a reasonable prospect that they can work out an import 
program within the following possibti2 courses of action: 1) 
loans from third countries to finance imports (but tied loans 
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might involve discriminatory trade arrangements violating 
Section 9); 2) assistance from sterling area countries by 
accumulating sterling; 3) screening of dollar requirements 
of transferable account countries to limit conversions to 
the needs for current transactions; 4) iimiting convertibil- 
ity of countries which are not members of the international 
Monetary Fund; 5) reducing releases of accumulated sterling 
balances; 6) discrimination against dollar areas other than 
the US; anc 7) discrimination against US products under 
clauses (a) and (b) of Section 9, providing that the non- 
discrimination undertaking will not apply in cases in which 
a) its application would have the effect of preventing the 
country imposing restrictions from utilizing inconvertible 
currencies accumulated up to December 31, 1946, or b) there 
may be a necessity for the country imposing such restrictions 
to assist a country whose economy has been disrupted by war. 


If only measures which are included in the above alterna- 
tives are employed, no question would arise as to the validity 
of arrangements mace uncer Section 9. However, if the 
British progrem and prospects reveal that there is a clear 
necessity for import programs which could not be carried out 
under the listed possizilities, further analysis of alterna- 
tive possible courses of action will be necessary. The 
British programs may leed to the conclusion that it wili be 
necessary to hold consultations under Section 12, which pro- 
vides for reconsideration of any of the provisions of the 
agreement with a view to agreeing upon modifications. 





CHINESE ATTEMPT TO IMPROVE FOREIGN The parting statement 
TRADE AMD INVESTMENT CONDITIONS of General “iecemeyer as 

he left China dispelled 
high hopes of Chinese officials for immediate large-scale 
economic assistance from the US. While in the face of mount- 
ing hyper-inflation the Chinese continue to show a dishearten- 
ing dependence on American aid in solving pressing problems, 
they are making attempts to alleviate a situation which has 
proved extremely disadvantageous to foreign trade and invest- 
ment. 


Exchange Regulations Recently promulgated exchange 
regulations (see page 5. August 25, 1947 issue of Current 
Eccnomic Developments) establisning a variable "official" 
open market rate of exchange seem to have made only slight 


progress in stimulating exports and encouraging inward 
remittances. While admitting that overseas 
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remittances have shown very little increase since institution 
of the new regulations, Chinese officials hold from examining 
preliminary data that Chinese exports have responded "rather 
satisfactorily" to the regulations. According to our Treasury 


representetive, however, there is little sign of restoration 
of exyport trade to anvthing like a normal besis. 


Embessy Nanking comments that it is too early to judge 
the effect that the "official" open market rate will have on 
China's balance of payrents, but believes it is a healthy if 
belated step in the right direction. Prior to the establish- 
ment of the Eychange Equalization Committee, the Central Bank 
experienced a monthiy drain of $20 million in financing the 
excess of commercial imports over exports and $10 million a 
month for government imports and expenditures abroad. During 
the first month of the Committee's operations, receipts 
showes a slight margin over outzgo for commercial imports. 
Unless this trend can be maintained, China's existing foreign 
exchenge assets, amouriting to only $260 million, will be barely 
sufficient to last another nine months. 





while the gap betveen the official open market rate and 
the black merket rete widens daily, commodity prices have 
followed tne rise of the latter rate. Shanghai wholesale 
prices have risen 20 percent since the beginning of September 
and the ;rice of rice is up one-third in tne same period. A 
furtror manifestation of the critical situation is the in- 
creese tn CN dollar circulation, which has now reached 13.7 
trillion or 270 percent of the note circulation at the begin- 
ning of the year. The budgetery ceficit closely parallels 
the increased note issue, while budgetery receipts remain 40 
percent below expenditures, 


Foreign Privete Investments With direct governmental 

aid from the US still very much in coubt, there are indica- 
tions that China is interested in furthering foreign private 
investments. Realizing thet 2 clarification of China's atti- 
tude and intentions is prerequisite to the inflow of foreign 
capitel, the President of the Executive Yuen on August 31 
issued a statement declaring that China would welcome direct 
foreign investments in enterprises for the manufacture of 
power machinery, machine tools, motor vehicles, locomotives, 
nircraft snd lnrge steamships. Hovever, the Chinese Govern- 
ment will retain its monopoly on arsenals, principal railways, 
large-scale hydraulic power plants, and the mining of various 
mincr?l procucts, while joint perticipation of private Chinese 
or foreign capitel with the government will be encouraged in 
enterprises considered beyond the capacity of private inver- 
ests or of special importance, such as lerge-scale petroleum 
works, iron and steel works, mines and shipping: enterprises. 
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According to the official statement, government enter- 
prises, with the exception of government monapolies, are to 
have the same rights end obligations, and are to receive 
identical treatment with regard to the allotment and purchase 
of foreign exchange, raw materials, import quotes, loans, 
etc., as is accorded businesses run by private Chinese and 
foreign capital. In addition, the statement gives assurances 
that taxes will be levied on foreign interests in the same 
amount as on enterprises of Chinese nationels and thet indus- 
tries will not be sreventec from acquiring reasonable profits. 
In order to alley fears that possible local laws or regula- 
tions would be enacted, as in the past, to prevent the carry- 
ing on of business operations on a sound basis, it was 
announced that local restrictions of such a nature would not 
be permitted as they would contredict the Central Government's 
policy of welcoming foreign capital. On the important issue 
of remittance of profits, it was stated thet measures are now 
under consideretion to permit foreign interests to remit to 
their own countries an appropriete portion of their profits 
acquired from investment in industries in Chine. While this 
effords acefinite stetement of Chinese recognition of the 
right of American businesses in Chine to remit their. profits 
to the US, foreign exchange controls ere extremely restric- | 
tive and rey preclude effective implementetion of this prin- 


In the light of previous discrepancies between Chinese 
promises to foreign capital and their practicel implementa- 
tion, foreign business interests view the government's 
stetement somewhat skeptically. Editorizl comment in various 
foreign newspapers indicatesthet if Chine expects private aid 
for development, she wiil have to drop the attitude that fair 
treatment of foreign investors is = surrender of national 
sovereignty and undertzke concrete measures to encourage 
foreign capital which now ha&s many alternative places for 
investment. 
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This weekly publication is designed to highlight developments in the eco- 
nomic divisions of the Department of State, and to indicate the economic prob- 
lems which are currently receiving attention in the Department. It is suggested 
that copies be retained on file, as reference will sometimes be made to previously 
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PROBEEI OF TI COMMITTEES TO “CONSIDER President Truman has 
PRO OF INTERIM 41D FOR EUROPE = asked the chairmen of 

- the Senate Foreign 
Relations Committee, the House Foreign Affairs Committee and 
the Senate and House Appropriations Committees to meet as 
soon as possible to consider the urgent need for aid to 
western Europe. Pending this, action for a special session 
of Congress to deal with the western European crisis will be 
held in abeyance, according to the President. 





After exploring all other avenues of aid to meet the | 
interim emergency needs of certain key countries of western 
Europe, the Department is of the opinion that interim aid 
requires Congressional action and has recommended to the 
President that a special session be held. On the basis of 
recent studies, immediate US action is called for, particu- 
larly for Italy and France, in order to maintain consumption 
and industrial output at approximately current levels. 
Interim aid is predicated on the assumption that it is the 
essential first step in the general, long-range program for 
European recovery, 


Although the prospect of a general recovery program has 
buoyed Europe's hopes for eventual recovery, its immediate 
needs and shortages have aggravated economic and political 
conditions to the point where a general collapse is imminent 
unless aid is forthcoming. Elements contributing to this 
condition have been disappointing crops; price increases and 
shortages in US export foods; and suspension of sterling con- 
vertibility. As a result, the exhaustion of dollar reserves 
has been somewhat more rapid than was anticipated. Totali- 
tarian forces, which make political capital of economic chaos, 
threaten to engulf western European countries if aid is not 
ates 


Inasmuch as executive action can at best meet the most 
urgent needs only until mid-December, and in any case calls 
for*Congressional approval for its use, we believe that the 
apprdpriate Congressional committees should meet early in 
November to approve executive action to use the limited funds 
available without legislation and to consider needed legisla- 
tion. Shortly thereafter, as a first step in a general 
European recovery program, the Tepartment recommends that a 
special session be called to enact legislation by mid-December 
which would provide somewhere in the neighborhood of $700 to 
$800 million, the minimum uncovered requirements through 
March 1948. Further, it. is. recommended that this session 
restore certain emergency controls on the distribution and 


use 
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usé of grains and vossibly other foods: During the special 
session, the appropriate committees should also begin inten- 
sive consideration of the full-scale recovery program. 


- The Department believes that the very action of calling 
a special session will have a sound psychological effect on 
Europe and would build up morale and strengthen democratic 
forces. 


Emergency a Financial Needs ‘petites to Depart- 
ment estimates the minimum uncovered re requirements of France 
and Italy through the interim period are $620 million, $260 
million up to December 31 and $360 million from January 1 to 
March -31, 1948. In addition, 9175 million.may have to be 
added for Austria and Germany. Although existing international 
and. domestic financial agencies could meet the.most urgent 
portion of the fourth quarter 1947 needs, Congressional con- 
currence is needed since these funds would have to be used 
for purposes other than intended in original- legislation and, 
in some cases, such use would be contrary to commitments. to 
Congress. concerning their use. 





Department estimates of minimum requirements assume that 
the European countries will exercise self-help to the maximum 
extent possible, in accordance “ith their commitments at the 
Paris Conference on European Economic Recovery. They are ~ 
based on a continuation of the current Italian food ration of 
270 grams per day and a restoration of the French bread. 
ration to 250 grams per day (the present 200 grams is re-. 
garded as insufficicnt to prevent unrest), and a sufficient : 
flow of industrial supplies and basic raw materials to main- 
tain current rates of industriel activity and employment as 
a foundation for the subsequent recovery program. 


France requires about $100 million a month worth of 
food, coal and basic supplies which must be paid for in dol- 
lars. Her receipts :in dollars for goods and services exported 
are running at a rate of $10 million monthly. To meet this 
gap, France has been drawing on credits from the Eximbank and 
the International Bank, by drawing maximum permissible amounts 
from the International Yo onetary Fund, by liquidation of US. 
securities held by her nationals ané "by drawing down her gold 
and dollar reserves. By October 15 France will’ have exhausted 
these resources to the point where even imports of food and 
coal will have to be suspended. The official gold reserve | 
of $449 million is now less than: we or the French consider 
necessary to preserve confidence in the franc, and uncon- 
trolled inflation would be as dangerous as a decline in 


imports 
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imports of food and coal. During the next six months a few 
additiofial dollar or gold receipts on capital account will 
be available to France but provebly none of them will provide 
rinances early enough to meet immediate October requirements, 
These include France's share of the gold looted by the Germans, 
further liquidation of US securities, advance :ayment of US 
Army obligations, and a further drawing on the Internetional 
Monetary Fund. If full use is made of these resources, 
France will still be short of meeting minimum collar require- 
ments in the next six menths by from €250 to $300 million. 
Italy's remaining gold anc dollar resources are less 
than those of France and it is estimated that the government's 
unencumbered dollar holdings will be down to about $32 mil- 
lion by October 1. A total of $60 million will become avail- 
able from the so-callec Fortezza gold and German looted gold. 
Italian requirements. for food, fuel and other essentials 
which have to be paid for in dollars run from $85 to $95 mil- 
lion monthly, and dollar receipts are somewhat over $20 mil- 
lion, leaving a gap of ¢65 to $75 million a month. This 
will be met in part by US relief and drawings on Eximbank 
crecits, After full allowance for these items anc certain 
small miscellaneous receipts, there remains an uncovered 
deficit in the mext six months of from $210 million to $225 
miilion. 


Certain other countries, such as the UK, still nave sub- 
stantial, although rapidly deciining, resources available. 


Possible Executive Action “ie have expiored with appro- 
priate officials the following possible sources of funds not 
reauiving legislaticn but which possibly would require con- 
currence cf Congressional leaders: International Banx, 
Internationai Monetary Fund, Eximbank, Commodity Credit Cor- 
poration, Uxchange Stabilization Fund, Surplus Property 
agencies, Re eqnenrusseen Finance Corporation, adjustment of 
US foreign relief funds. (See page 3, September 22, 1947 
issue of Current Economic Developments. ) 





Im addition, Cabinet consideration is being given to 
measures which can increase the exportable supplies of grain. 
In the case of food, dollar assistance alone wiil not suffice. 
Steps must be taken. to increase export supplies of grain and 
to minimize the impact of foreign purchases on domestic 
prices. The President has set in motion an intensive cam- 
paign for voluntary reductions in demestic food consumption 
with the announcement last week of the apvointmont of Charles 
Luckman as head of a Citizens Food Committee. While the. 


Sal Department 
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Department recognizes the need for voluntary measures, we 

are recommending in the Cabinet soc Committee that these 
measures be supplemented by legislation at the earliest 
moment to permit restoration of wartime controls on the rate 
of extraction for flour, the use of wheat in distilling and 
brewing, set-asides at elevators, and other similar measures. 


PROTTSTS RECEIVED ON MANAGEYENT PROVISIONS As a result of 
OF US AND UK 4GREEMENT ON GERMAN COAL MINES publication of 
the revised 
level-of-industry agreement for Germany and the US/UK Coal 
Agreement, a series of notes has been received from the 
Benelux countries and France concerning increased coal avail- 
abilities from Germany and the creation of a German coal 
management. These countries, whose nationals have substan- 
tial ownership interests in German mines, fear that the 
present trend will tend to compromise their rights and en- 
danger not only future sources of supply but also eventual 
disposition of the mines. 











In notes relative to the revised level-of-industry, both 
Luxembourg and Belgium state that, while they have no objec- 
tion to an increase in the industrial level, such an increase 
must not interfere with the shipment of satisfactory quanti- 
ties of coal, coke and power from Germany to their countries. 
These notes were followed by the transmission of memoranda by 
the Belgian, Luxembourg and Frencn Missions in Washington 
setting forth the views of industrialists of their countries 
concerning the control and treatment of certain mines in 
Germany in which they have a substantial interest. In each 
case the transmitting country associated itself with the con- 
tents of the paper. . The mines concernec are located in the 
Kix la Chapelle area, the lower Rhine and the Ruhr basin. 
Included is the Eschweiler Bergswerks Verein, which is 95.6 
percent controlled by Arbed, a firm which just recently had 
its assets in the US unblocked, although US authorities in 
Germany still question the advisability of dealing with this 
Luxembourg firm. 





The industrialists protest the enplication of socializa- 
tion, deconcentration and decarteiization measures to certain 
enumerated firms. They fear that. nationalization of the 
mines would put an excessive concentraticn of power into the 
hands of German organizations, and would hold dangerous 
potentialities for the future. Instead, they suggest that 
the Allied owners be permitted to put managers of their own 
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choosing at the head of each coliiery and that complete 
autonomy be assured £liied-owned mines throughout the Ruhr 
bas was the practice in pre-Nazi Germany. The geo- 
graph@@ isolation of the mines and! the difficulties of ex- 
ploiting mines that the Germans considered unprofitable are 
given as justification for this request. They conclude with 
a strongly worded statement te: -the:- effect: :that under no con- 
ditions should a German organi zatdor be siver a hold over 
Allied-owned mines. : 








A more recent French note protests the US/UK Coal Agree- 
ment on the grounds that it would: 1) tend to-predisposé the 
US and UK to an attitude toward eventual adoption of a settle- 
ment not in accordance with French ideas involving Allied 
direction and closer international ‘control of the mines; 2) 
create a powerful German organization with means to exert con- 
siderable economic pressure; 3) mean further relaxation of 
Allied controls over distribution of coal; 4) impair property 
rights. of foreign mine-owners by snbordinating them to German 
management; 5) deprive foreign owners (including owners of 
Saar mines) of the right of representation when they jointly 
but not individually hold at least 41 percent beneficial in 
terests. ; 


A Belgian note just received states ehenveniie. that too’ 
much day-by-day control of the mines is put into Gérman hands 
under the new agreement. The powers reserved to the US/UK - 
Control Group, in addition to the power of veto and general’ 
supervision through the issuance of directives, should include, 
according to the Belgians, power over external as well as in- 
ternal distribution, production processes, salaries, pricing, 
and methods of exploitation. It is suggested that the German 
manager-:should be replaced with a.council composed of repre- 
sentatives of the interested parties (presumably the owners) 
which would then be able to delegate powers of over-all manage- 
ment to a president. In order not to prejudge the final dis- 
position of the mines, they suggest that all powers which may 
ultimately be exercised by an international control body as en- 
visaged by the Belgians should be retained by the US/UK Control 
Gro A meeting with the US and UK to further explore this 
sit is suggested. 






Bs 

Netherlands protest confines itself chiefly to 
criticizing as undue concentration of authority the power given 
German managers. The Dutch believe Allied owners should be 
able to appoint managers to their own properties. 


Since the UK received similar notes from these countries, 
we have asked Embassy London to discuss the matter with the 
British in order to coordinate our replies, It is thought 
possible that some satisfaction: can be: given :to the demands 
to have -foreign ownership: interests represented in the manage 


ment of the mines. 
x * * 
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COUNTRIES TURN TO IMFORT CONTROLS Because of their 
SERVE -HaRkD CURRENCY RESSRVES foreign exchange 

. position, many coun- 
tries are consicering further methods of conserving their 
hard currency resources, largely through import controls. 

In addition to the UK and some of the cominions and dependen- 
cies, France, and other American republics, which announced 
import controls some time ago (see pages 1 and 6, September 8, 
1947 and page 1, September 2, 1947 issues of Current Economics 
Developments) the following countries have recently taken ac- 
tion on import controls or are studying such measurés:s. 
Sweden, Norway, Greece, Southern Rhodesia, Bare, and China. 








_ Sweden Considering Additional Measures. “According $e 
“the chief economist of Sweden's Foreign Of fice, his country's 
financial situation is not as immedietely acute as press re- 
ports. indicate, but votentially is very serious. Sweden's ., 
hard currency holdings on September 6 were 425 million kronor 
as compared with 628 million kronor on July 1. In an attempt 
to forestall a more serious situation, the government has ap- 
pointed a special committee cailed the "Export and Import. 
Preparatory Committee" to survey the situation. and draw up 
the general. lines for a future eryport and import policy. 

This committee is now proceeding with "stock taking" to de- 
termine Sweden's exact position on hard currency commitments. 
According to officials, the government intends to révalidate 
outstanding licenses after a temporary suspension ‘which is 
necessary while conditions are being surveyed; : “They have 
stated that no steps are contemplated which wduld. -cancel or 
suspend the agreement with the US on treatment’ to ‘be: accorded 
US gcods. (See page: 10, June 23, 1947 issue of!Current Ecc- 
nomic Developments.) “Sweden has announced thé deletion of 
some items which had been included.in the list of commodities 
on which there were*no controls.’:A small number of items 
contained in Schedule I of the: trade agreement between Sweden 
and the US is included in the: SOLeCSEns 





The present import plan, adopted March 15, has admittedly 
failed to achieve the desired results during the third quarter 
of 1947, partly as a result of. greater importations than 
anticipated under transitional.‘fegulations, and partly as a 
result of the decision of the UK Government to suspend con- 
vertibility. According to the Swedish press, the import sur- 
plus for 1947 is expectad to reach over 1.5 billion kronor, 
or over 500 million kronor “more than tate eae when quan- 
titative restrictions were applied. | ; 


Norwey Announces Measures To Check Drain On Foreign 
Exchange To check the heavy drain on its foreign exchange. 


balance. the Norvegian Governtient: has taken the following i 
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steps: 1) currency rationing involving applicetions for cur- 
rency as well as import ‘licenses; 2} forcec relinquishment of 
all foreign exchange earned rezgardiess of when earned; 3) cur- 
tailment of planned imports possibly until the eni of 1948 to 
ofrset tne excess of overplaennec imports tovaiing 340 miliicn 
kroner sincte the beginning of 1947: 4) registration of ail 
outstanding import licenses to enable the government to deter- 
tine wnich may still be used; 5) further restrictions on gaso- 
line for private cars: and 6) reduction of the fat ration. 
Regerding the effect of the new regulations on exports to 
Norway, tne Import License Orfice has stated that availability 
of exenange for orders accepted abroad cannot be determined 
until registration of outstanding impert permits has been 
compieted and cetermination has been made of permits to be re- 
issued or canceled. The Bank of Norway nas announced the 
availability of dollars, pounds sterling and Belgian francs 
for all imports arsrivec in Norway, en route, or shipped prior 
to September 23, which are ccvered by vaiid registered import 
licenses, 


greece Temporarily Susvends Impors Licenses Greece has 
ainouncec tne temportary suspension of the issuance of import 
licenses payable in doliars or steriing pending final approval 


of the 1947-48 export program now under discussion with AMAG. 








Southern Rhodesia Announces New Import Regulations 
Southern Rnodesia, apparently in conformance with instructions 
from the UK Colonial Office, has aanounced new import control 
regulations under wnich no imports are permitted to enter from 
specified countries which include the US and possessions, 
Philippines, Canada and most Central and South American states, 
except under permit issued by the Minister of Commerce and 
Industries. Permits will be issued only for essential commod- 
ities and the aggregate of permits issued is not to exceed the 


of“ 


value of the colony's earnings of currencies of the specified 
countries pius its goid production. .The regulations are nov 
applicable to orders placed before the announcement of the con- 
trols, if documentary evidence can be provided. 





Rite May Adopt 'mport Controls During curre.t trace 
agreement discussions between the UK and Eire, the UK Treasury 
is reported attempting to persuade Eirve's delegation of the 
need to participate in UK's austerity program in order to save 
Gollars for the common pool. ) | : : 


ports from Nanking indicate that China is attempting to in- 

crease imports of acutely needed commodities from the sterling 

block countries instead of from those demancing dcllar payment. 
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Chinese embassies and consulates in Europe are reported to 
have been ordered to operate on a sterling rather than dol- 
er basis. Since the end of the war a heaviiy unfavorable 

belance of trede has drained off more than US $500 million 
exchenge until Centrai Bank exchange assets, iiclucing gold 
end silver holdings, are estimated at iess than US {300 mil- 
tion. China has been trving to decrease imports as much as 
Dossibdle and to increese exnorts. Since China's unfavorabie 
balance with the dollar area vas almost seven to one last 
year, and only about three to one with sterling countries, 
it apparently is attempting to capitalize on dealing with 
sterling rather tnan dollar areas. 


ECONOMIC PSOBLEL'S Reiter ING IN The Dutch are confronted 
DUICH-C" CLATMED ‘ARESS OF INDONESIA with a number of pressing 

economic probiems in the 
Indonesian areas to which they lay ciaim. In the order of 
their urgency eccoruing to Consulate General Batavia, these 
ares 1) organization of food distributicn; 2) provision of 
consumers' goods, especiallv textile., clothing ana medicines; 
3) prevention of further damage to economic assets; 4) prompt 
shipment abroac of existing stocks of export products to im- 
prove the critical eycnenge position and import the manufac- 
tured goocs and rehabilitation equipment necessary; and 5) 
revival of production, 








The advance of Netherlands forces in Java and Sumatra 
which commenced July 2i was halted August 4 at the request 
of the UN Security Council. Late in August the Netherlands 
Indies Government made known the cemercstion lines between 
Dutch and Republican territory, indicating that roughly 
three-fourths of the islend of Java, including all the prin- 
Cipal seaports and most of the economic assets, are in Dutch 
hands, The areas now claimed by the Dutch in Sumatra are 
less extensive but there, too, they include leading ports 
end Cistricts of outstanding economi:: significance, rich in 
petroieum, rubver, palm oil and tobacco. The Republic has 
claimed thet the Dutch-esteblishei lines of demercation in- 
clude within the Dutch-cleimed territory ereas which are 
still uncer Republican jurisdiction and not actually occupied 
by the Dutch. The Indonesians state the Dutch occupy main 
centers and hold lines of communication, but that much of 
the countryside in the Dutch-~clei ned ares is still held by 
the Repubiic. This Indonesian ciaim is given credence by , 
the Dutch admission tiet the present military situation is 
untenable, and that pockets of Indonesian resistance remain 
behind the Dutch-established lines. ' 

n 
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In view of the paramount importance of speeding economic 
rehab&ditation, the Dutch have attached technical advisers 
and experts to the staffs of civil administrators assigned in 
the reoccupied zones. Special arrangements have been made to 
expedite shipment abroad of stocks of plantation products found 
in the interior. This is to apply even to stocks in cases of 
contested ownership. It is probable, however, that the progress 
of economic rehabilitation will be seriously retarded by guer- 
illa activities until a satisfactory political agreement is 
reached. By the end of August transportation in many parts of 
the reoccupied zones was not yet sufficiently safe for commer- 
cial purposes, nor could European personnel return safely to 
plantations and industriel enterprises. Yazardous conditions 
also interfered with transport of stocks for export from the 
interior to ports. As a result, by the end of August only the 
stocks found stored at the reoccupied ports had been exported, 
including 5,000 metric tons of rubber, 1,000 tons of sisal and 
1,000 tons of cinchona bark. 


Many agricultural processing factories, warehouses and 
bridges have been destroyed or damaged, and in some regions ex- 
port crops, such as tea, rudber and cinchona, were either up- 
rooted by the Japanese to make way for local food crops, or 
burned or ringed by the Indonesians. Plantations generally have 
deteriorated due to prolonged neglect. It appears that the tea 
industry hes been the hardest hit of all plantation industries. 
Of the 45 suger mills in the reoccupied zone five are reported 
destroyed, and 14 severely damaged. While many of the process- 
ing factories have been Ccamaged on rubber plantations, it is 
believed the remaining equipment will be sufficient to handle 
the output. Cinchona plantations have suffered comparatively 
little demage and the area planted to cinchone may even have 
been increased somewhat by the Japanese. About 80 percent of 
the palm-oil plantations in Sumatre are intact, with two palm- 
oil factories destroyed and no information on the remaining 
factories, Half of the sisal plantations are believed lost 
through neglect. From the informetion compiled to date, al- 
though it is far from complete, it is evident that much time 
and capdtel will be required to restore the economy of the two 
islamf@@. Tin, copra and rubber still form the backbone of the 
erchipelago's export trade and the principal source of foreign 
exchange. Tin output is not likely to be substantially im- 
proved until the new dredges which recently arrived go into 
production toward the close of the year. Copra production has 
been disappointing and to stimulate output, prices have been 
increased and steps have been taken to supply cheap rice to 
copra producing areas, as yell as textiles, which will be sold 
to producers at a reduced rate in proportion to the quantity of 
copra delivered. While recent rubber exports have bcen well 
above the monthly averege for the first half of the year, much 
of it was old stock rubber. ‘ p 
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GENEVA TARIFF NEGOTIATIONS PROGRESS; UK &nd Commonwealth 
DECISIONS TO BE MADE AT EABANA MeETING Preferences Reports 

from our delegation 
at the Geneva trade conference now reveél some optimism for 
the conclusion of a satisfactory compromise agreement with 
the UK on the reduction of tariffs and elimination cf prefer- 
ences. The US Trade Agreements Committee and Sir Stafford 
Cripps are considering a tentative agreement providing for 
the elimination of preferences on several important items and 
the recuction of UK preferences in the colonies and elsewhere. 
we have reacned a tentative satisfactory agreement with 
Australia which the TAC and Australian Cabinet are now con- 
Sidering. The Canadian negotiating team hopes to have recom- 
mendations for the TAC shortly. 














Otrer Tariff Negotiations Latest reports indicate that 
approximately 70 tariff negotiations have now been completed 
at Geneva. In addition tc those US negotiations reported as 
completed carly in September--Norway, Brazil, Chile and 
Lehbanon-S;ria-~-the US has ncw concluded negotiations with 
Benelux anc Cuba. Substantial agreement has been reached 
with France, China, Czechoslovakia and India, as well 4s 
Burma and Ceylon (previously reported as completea). 


Generel Agreement Unanimous approval has been given the 
general provisions of the General Agreement on Tariffs and 
Trade. Upon conclusion of the negotiations, the tariff sched- 
ules agreed upon will be appended to the General Agreement. 





Habana Conference Problems Principal issues which have 
been referred to the November conference at Eabana include: 
1) relaticns with nou-members; 2) voting power in the ITC; 
and 3) composition of the Executive Board. In addition, it 
is anticipated that the less developed countries may reopen 
at Habana the question of protection devices for reasons of 
economic development and that various countries will suggest 
amendments for specific exceptions to the Charter to satisfy 
their particular economic interests, 





One of the more difficult problems to be decided at 
Habana is that concerning relations with non-members. At 
Geneva there was some reluctance to take a definite stand on — 
this question because of the fear of Soviet reaction should 
the USSR not participate, as seems likely, in the ITO. Three 
alternative drart proposais were formulated for submission 
to the conference at Habana. Alternative C, the strongest 
provisicn, was suggested by the US. It wouid prohibit mem- 
bers, one year after the Charter comes into force, from 
extending to non-memters tariff concessions effected under 


the 
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the provisions of the Cherter unless such extension were 
specificaily permitted by the ITO. Alternative B, proposed 
by the UK, is similar to the US proposal in purpose and ef- 
fect and is acceptable to the US. This alternative would 
require iTO approval for anv member to maintain or to enter 
into an agreement with a non-member, under which it would 
extend to the latter tariff concessions made or other hene- 
fits provided under the Charter. Alternative A, the weakest 
of the three proposals, was submitted by Czechoslovakia and 
is completeiv unacceptable to the US. It permits a member 
having substantial trade w-th non-members to suspend the ap- 
plication of any provisions of the Charter; requires it 
thereupon to afford ctner members an opportunity for con- 
sultation; and perrits it, in the absence of agreement, to 
withdraw from the IT0. If Geneva opinion is reflected at 
Habana, it is unlikely that this aiternative will receive 
wice support. 


The Habana Conference will make the final choice on four 
alternative proposals on voting: 1) One country, one vote; 
2) light weighted voting (foimula based on population, ex- 
vernal trade, national income, percentage of external trade 
to nationai incoine, plus 100 basic votes); 3) heavy weighted 
voting (formula based on foreign trade, national income, 
foreign trade per capita, plus 10 basic votes); and 4) a 
combination of the unweignted and weighted systens whereby a 
majority, not only of individual countries but also of votes 
cast uncer a weighted system, would be required on specific 
matters. 


The Geneva draft of the Charter presents three alterna- 
tive proposals with respect to the compositicn of the Execu- 
tive Board, any of which would operate to afford a permanent 
seat to tze US. 


ES TAKEN Several economic measures have been approved 
by the US which may alleviate somewnat the 
immediate crisis faced by the Italian Govern- 
mez:1t. It is recognized that these measures, while helpful, 
do not dispense with the need for interin aid rrior to as- 
Sistance under tne European recovery plan. These include an 
a@ditional allocation unijer the $iCO million Eximbank credit, 
the announcement of the post-UNRRA Octobler-November alloca- 
ticns, ana the renouncement of any claim to the italian fleet. 
in addition, che US and UX have entered into an agreement 
with italy which will return about $28 million of Italian 
goid found in northern Italy by the Allies, 


DECLASSIFIED FOR PUBLICATION IN FOREIGN 
RELATIONS OF THE UNITED STATES | 


Eximbank 








SECRET BEST Copy AVAILABLE 
-3- 


Eximbank Aid On October 1 the Eximbank Board of Direc- 
tors approved a credit to the IMI (Italian public credit 
institution engaged in industrial financing) totaling $5.8 
million. This credit was witnin the framework of understand- 
‘ing reached on January 1947 earmarking $100 million for 
financing the restoration and expansion of Italian foreign 
trade, The credits are intended to permit Italian shipyards 
to purchase equipment and materials in the US in order that 
they can fill their foreign orders and assist in the repair 
and rehabilitation of the Italian Merchant Marine. 





Post-UNRRA Allocations At the present writing the total 
relief program for [tely for the fourth quarter is about $77 
million of which about $55 million Will be shipped during 
October and November and will consist of the following items: 
(long tons) cereals 231,000; soya flour 4,000; beans and 
peas 9,933; rolled oats 4,0CO; dry macaroni 3,200; dry spa- 
ghetti 3,200; coal 1,100,000; penicillin $163,000 worth and 
$134 ,0CO worth of streptomycin. Including the July-September 
shipments (which amount tn about $35 million) the Italian 
share of the $332 million Foreign Relief Program from the 
time it was initiated through December 31 will amount to 
$113 million. 











Renouncement Of Share In Italian Fleet Public announce- 
ment has been made that we are declining to accept any of the 
Italian naval vessels allotted to us under the terms of the 
Peace Treaty and of the Four Power Neval Protocol of Febru- 
ary 1947. Under the terms of the Peace Treaty these war ves- 
sels must be disarmed. We believe that these vessels should 
be scrapped and the scrap utilized by Italy in her efforts 
to rebuild her merchant fleet, 


Return Of Fertezza Gold On October 10 the UK and US 
will sign an agreement with Italy whereby approximately $28 
million of Italian monetary gold will be turned over to 
Italy. The gold, uncovered by the Allied Military Forces at 
Fortezza in northern Italy in May 1945, has been in the 
vaults of the Bank of Italy at Rome under Allied custody ever 

since it wes found. As soon as the Agreement is signed the 
Allied military authorities in Italy have been instructed to 
proceed with the immediate transfer of this gold to Italy. 


* * * 
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G AID MISSION TACKLES PROBLEMS OF While continuing 
nF EXCHANGE AND KECONSTRUCTION political unrest and 

‘disorder in the north 
constitute the greatest threat to Greece's security, a multi- 
tude of economic problems must be resolved before rehabilita- 
tion of the country can be carried out effectively. Recogniz- 
ing the need for both emergency aid measures and for longer 
range rehabilitation projects, the American Aid Mission 
(AMAG) has worked out procedures for supplying immediate as- 
sistance when necessary anc is now exploring basic economic 
difficulties with a view to helping Greece contribute the 
maximum in self-help. 












Integration of tre Greek phase of the US Foreign Relief 
Program with operations of the Mission has made it possible 
to meet food recuirements amounting to $36 million without 
dipping into the $300 million appropriated for the Greek aid 
program. However, Mission funds are being used to finance a 
program for the import of civilian goods through normal com- 
mercial channels. A sum of $15 million was made availabie 
to the Bank of Greece for this purpose and has already been 
substantially committed. The first three allocations under 
this credit are knovm to be $321,000 for Brazilian coal, 
$1,335,000 for Chilcan nitrates and $1 million for US cloth- 
ing. Large contracts have been awarded under the Mission's 
program for reccnstruction and repair of highways, railroads, 
bridges and ports, and actual work has started on the Piraeus 
Harbor and on a section of the highway between Salonika and 
Athens, Meanwhile, materials representing 90 percent of the 
initial requirements for the Army program have arrived in 
Greece, while the Naval Mission has expended approximately 
#300, 060 for spare parts, general stores and clothing in im- 
plementing its projects. 


Greek Ships Can Be Used The Mission has reached tenta- 
tive agreement with the Greek Government whereby a reason- 
able portion of. civilian cargoes purchased with American aid 
funds is to be carried on Greek ships. Greek ship owners 
Widsk be obliged to turn over 40 percent of gross freight 
rey@mues for such cargoes to the Bank of Greece in addition 
to,any existing obligation to import foreign exchange. In 
order that Greek merchant shipping may contribute a greater 
amount to the national economy than it has in the past, new 
taxation and foreign exchange legislation is now under con- 
sideration. Greek ship owners have shown great interest in 
purchasing additional US surplus vessels from the Maritime 
Commission and it is planned that allocation of these ships 
will depend on formal notification by applicants of their 
intention to comply with the new legislation. 


Import 
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Import Program } He tng Formulated Among the pressing 
- problems confronting tne American Mission on its arrival in 

Greece was the necessity for complete reorganization of for- 
eign trade control. An American, John Dawson, has been 
appointed Foreign Trade Administrator. Although serving as 
an employee of the Greek Government, he will also be a de 
facto member of our Mission. The foreign trade organization 
is now preparing a comprehensive import program for Greece 
to insure the most effective use of funds available from 

reek sources as. well as American aid funds. The program 
will give an estimate of the exchange available from sources 
such as exports, ship earnings and remittances, and will in- 
clude requirements from the US and other foreign sources. 
Where it is possible, Greek Government funds rather than 
American aid funds will be used to finance Greek private 
purchases. Maximum use is to be made of commercial trade 
channels in line with our policy to encourage private trade, 
out procedures for careful screening of import licenses will 
be instituted to avoid waste of scarce exchange on non- 
essential goods, 





_ Exchange Plan To 4iG Excorters Overvaluation of the 
drachma has also posed a problem to the Mission inasmuch as 
consequent high prices have made it impossible for Greek 
exporters to Cispose of thcir goods in world markets. As it 
does not appear feasible to adjust the official value of the 

- Greek currency until internal order is restored and further 
progress made on reconstruction, an "exchange certificate" 
plan has been evolved similar to the systems now in effect 
in Italy and Iran. While official rates of the Bank of 
Greece for buying and selling foreign exchange will remain 
the same, persons selling exchange to tre Bank will receive, 
in addition to drachma at the official rate, "exchange cer- 
tificates" which will be freely transferable and entitle the 

holder to foreign exchange in the amount stated for licensed 
imports. Several details, 6.g., open market support for the 
certificates during an initial period, are still under con- 
sideration, but it is expected that Greek Prime Minister 
Sophoulis will present a general outline of the plan to the 
Greek public in his forthcoming speech on the overall eco- 
nomic program, ) 
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CABINET APPROVES INTERIM A US-Austrian interim air 
SPORT ASREEVENT WITH US transport agreement has 








ae been approved by the 
Austrian cabinet in spite of obstructionist tactics by a 
Communist memter. Final signature is expected sometime this 
week, Our proposed agreement, similar in type to those con- 
cluded with over 30 other countries and the first to be con- 
cluded by Austria since the war, is intended to. stimulate and 
promote sound economic development of air transportation and 
Facilitate eviation relations between the two countries. 





By the terns of the agreement US airlines are accorded 
rights of transit and non-traffic stop in Austrian territory, 
as weil as the right to pick up and discharge international 
traffic in passengers, cargo and mail at Vienna or such addi- 
tional Austrian airport as may be agreed upon on the follow- 
ing route in both directions: US, vie intermediute points, 
to Austria and beyond. Austrian airlines ere accorded re- 
ciprocal rights of transit and non-traffie stop in US terri- 
tory, as well as the right to pick up and discharge inter- - 
national traffic in passengers, cargo and mail at a point in 
the US on a route to be agreed upon at a later date. Air- 
lines of either country designated to operate these intercon- 
tinental routes may operate non-stop flights between any of 
the points on the route, omitting stops at one or more of the 
other points on such route. - Although the Austrians had indi- 
cated informaliy their willingness to accept. in principle the 
text of our proposed air transport agreement, they held off 
all negotiations with foreign countries on-airports, air 
transport agreements or the establishment of an Austrian air- 
line until after the Moscow CFM. 


Agreement was finally reached in AC Austria during 
August for the establishment of a civil aviation department 
in the Austrian Government after months of Soviet delaying 
tactics at- various levels of the Commission. Approval was 
obtained by combining this proposal with a measure for in- 
ction of demilitarization of former war industries, which 
tSoviets have strongly desired. The delay in authorizing 

lishment of this department has held up formal planning 
ty the Austrians in the aviation field. | 





Dutch, British and Soviets have expressed an interest in 
air transport agreements and in the establishment of commer- 
cial airports in Austria to be largely or wholly financed and 
operated by them. We woulda not favor participation in 
Austrian aircorts on this basis, believing instead that air- 
ports within its tounds should be entirely Austrian owned and 
operated and availabie for the use of foreign planes on a 


non-discriminatory 
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non-discriminatory basis. We have consistently opposed any 
limitation in size and number of Austrian airports which 
would handicap present or future operations by US commercial 
carriers and have assured Austrian officials of our inten- 
tion to do everything possible to make surplus air equipment 
available and to assist in training Austrians to operate them 
as circumstances permit. 


The problem of ownership of Austrian airports and possi- 
bility of the Soviets claiming Schwechat airport as a German 
asset is being studied by US and UK representatives in 
Austria. ‘We are concerned that such a move by the Soviets 
might well jeopardize the plan for establishment of an inter- 
national airport in the Vienna area as was recommended by a 
recent survey and endorsed by USFA. 


SwNCC APPROVES POLICY PAPER SWNCC has now approved a paper 
ON JAPANSS= OCCUPATION COSTS outlining US Policy with 

Respect to Definition of 
Japanese Occupation Costs and the Priority to be Accorded 
Their Repayment. The conclusions contained in the paper will 
now be transmitted to SCaAP for information and will be fur- 
nishea to the US member on the Far Eastern Commission for 
guidance. 





) In this paper occupation costs are defined as those 
which were incurred after September 2, 1945 bys 1) dollar or 
non-yen advances on imports into Japan to prevent disease and 
unrest and to accomplish the purposes of occupation; and 2) 
dollar or non-yen expenditures involved in various forms of 
revatriation and transfer of civilian and rilitary persons to 
and from Japan. It. is recommended that first priority of pay- 
ment be given to expenses *~curred under category 1) above. 
Payment should be made from the proceeds of exports; from 
Japanese external assets in all territories of countries not 
at war with Japan (excepting those in territories liberated 
from Japanese control and reverting to original sovereignty 
and in areas formerly held or dominated by Japan but now occu- 
pied by Allied forces, and in Siam); and from liquid assets of 
clearly established Japanese ownership located within the 
Japanese mainland. (Assets which are eligible for restitution 
or wnich are recuired for minimum essential needs of the 
Japanese economy should not however be included). The liquid 

assets consist of those precious metals and stones, monetary 

| gtocks and non-Japanese currencies which are not eli gible for 


restitution. 
* + * 
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TO REGULATIONS SIGNSD national Telecommunication 

, ) - Convention of Atlantic City 
and the Interrational Radio Regulations at a joint plenary 
session con October 2 brought to a close the international 
teiccommunication conferences which have been under way for 
almost five months with 78 nations participating. These to 
basic documents bring international telecommunication machin- 
ery and regulations a>reast of technical developments in 
this fiela since the signing of tne Madrid Telecommunications 
Convention in 1932 and the Cairo Redio Regulations in i938. 
The convention becomes effective in January 1949, and does 
not require a specified number of ratifications. 





Telecommunication Convention The administrative machin- 
ery of the International Telecommunication Union (ITU), the 
oldest existing intergovernmental organization, is consider- 
ably strengthened with a close-knit organization structure 
capable of dealing with international communication probiems 
as they arise. AncAdminisStrative Council is responsible for 
implementing the provisions of the convention and the regula- 
tions and cecisions of the Pienipotentiary Conference, for 
coordinating the activities of the permanent organs of the 
Union and for final decisions on administrative, personnel 
and budget matters, ‘The 16 Council members selected on a 
regional basis include: argentina, Brazil, Canada, China, 
Colombia, Lzypt, France, Italy, Lebanon, Pakistan, Poiand, 
Portugal, Switzerland, Turkey, UK, JUS, USSR, and Yugoslavia. 
Chairmanship for the first year went to the USSR. The Coun- 
cil is to meet in Geneva in January 1948. Concerted efforts 
by the other American repubdlics led to the adoption of 
Spanish as a working languege in addition to F~ench and 
Englisn, | : 








Radio Regulations The new international radio regula- 
tions, which cover every phase of international radio com- 
munication ani completely revise old standards, made three 
notéworthy innovations: 1) Adoption of a worldwide frequency 
akZocation table extending up to 10,500,000 kilocycles. (The 
Cairo table stopped at 30,000 kilocycles,) 2) Establishment 
of practical machinery for putting this new allocation into 
effect through a Provisional Frequency Board (PFB) comprised 
of technical experts charged with re-engineering the operating 
assignments througnout the world, subject to approval at a 
subsequent administrative conference to be convened for that 
purpose. 3} Provision for a permanent board of 11 experts, 
to constitute the international Frequency Registration Board 
(IFRB), which, starting with the newly engineered list of 
frequency assignments, will consider every future assignment 
to determine whether it will cause international interference. 
The US is to chairman the IFRB. 
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Agreement was reached that an Administrative High Fre- 
guency Broadcasting Conference wiil be held at Mexico City 
sometime in 1948. The Plenipotentiary Conference considered 
that the establishment of a special broadcasting organiza- 
tion within the Union wes not necessary at the present time 
and that the Mexico City Conference may formulate whatever 
recommendations it desires on this subject for the considera- 
tion of the next Plenipotentiary Conference, 
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AUSTRIAN TREATY COMMISSION TE EPMINET ED; Concluding discus- 
EXTERNAL A ASSETS MAJOR DISAGREBD ISSUE sions which have 

: been carried on for 
the past five months, the Austrian Treaty Commission (ATC) 
terminatei this past weekend. The Commission was not endowed 
with plenipotentYary powers, being empowered only to discuss 
the unagreed articles of the draft Austrian treaty with a 
view to obtaining greater agreement among the four occupying 
powers, end to make recommendations to the Council of Foreign. 
Ministers, Actually, the discussions did littie to narrow 
the area of disagreement. The chief stumbling block to the 
successful conclusion of a treaty has been Article 35, German 
External Assets in Austvia, The US nas alwavs felt that once 
agreement was reached on this issue agreement would be possi- 
ble on the other unagreed articles. ‘ihile in all major 
instances the JS, UK and France stood for one position and 
the USSK another, in our public statements on tne termination 
of the Commission we have "betes to avoid any implication of 
discouragement over the outcome of tne meetings. It is 
feared that Austrian public opinion, already at a low ebb, 
would be further cepressed by empha 3121ng the poo: prospects 
of CFM agreement in November. The Austrian Foreign Minister 
recently criticized the ATC, in a rather bitter speech, | 
claiming that agreement could have beer. reached if a sincere 
desire to Go so “had existed. He also expressed pessimism as 
to the outcome of the November CFM discussions and recom- 
mended that the matter be turned over to the UN if a treaty 
were not forthcoming at that time. ‘le believe that the area 
of disagreement on the Austrian treaty should be minimized 
in ail public statements at tne present time. If in November 
- the Soviets clearly inéicate by their actions that they have 
no intention of concluding a treaty in the neer future full 
publicity should then be given to their attitude. In the 
meantine, we are taking the positicn that the discussions 
Guring the past five months have resulted in a more exact 
understanding of the character and scope of the German assets 
problem, the occupying powers heving during this time accumu- 
1ated a vast quantity of detailed information regarding the 
former German ovmership of assets in Austria. 











US Position In an effort to break the stalemate on 
German a8sets a great deal of thougnt has been given to the 
type of settlement which can be offered to tne Soviets. It 
is realized that the Russians wouid be reluctant to accept 
any offer which requirei them to withcraw compietely from 
Austrian economic life, Since our chief Gesive is to provide 
for the withdrawal of the ccecupation forces, we are now pre- 
pared to urge the British and french to support a realistic 
offer which would provide that the Soviets receive definite 
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percentages in major enterprises which in the view of the 
three western powers are indisputavly German. In return, 

the Soviets vould be asked to agree that any interests trans- 
ferred to them would be subject to Austrian law, except for 
an agreec exemption from nationalization for a limited time. 
In additicn, the offer would contain provision for a lump 

sum settlement of the Soviet claim to all assets not spq- 
cifically left to them, provided means of settlement are con- 
sistent with Austria's capacity to pay. Any such agreement 
on Erticle 35 would necessarily be contingent on obtaining 
satisfactory settlement of other treaty issues. 


Exploratory discussions have been held in Vienna between 
the tnree Western delegations, and tne D2pariment has in pro- 
cess notes to the British and French Governments suggesting 
the foregoing principles as the basis for a tripartite offer 
to the Soviet Union and proposing further consuitation on 
tne details. So far no official mention has been made of 
specific figures. It has been our idea that oice we reached 
agreement with the UK end France on a concrete proposal, 4 
diplomatic approach to the Soviets would te made giving the 
Soviets enough time to study the proposal thoroughly prior 
to CFM meeting. Ina "surprise" move several days before 
the termination of the ATC negotiations, the French sutmitted 
a proposal for a lump sum settlement somewhat along the lines 
discussed within the Department. No action was taken on it, 
however. A417 the other delegations expressed their apprecia- 
tion to the French and undertook to notify their governments. 


Soviet Positicn The basic disagreement between the 
western povers and the USSR has centered around the meaning 
of certain key phrases~-"appropricte external seas fi and . 
"German foreign essets" in Austria. The question of United 
Nation interests has also deen a ma jor obstacie, The Soviet 
proposal for solution o> tnis cuestion, if accepted, would 
result in the following being hanced over to Soviet controls 

1) two-thirds of Austria's entire oj1 productior, 100 ver- 

cent of its oil reserve and three-fourths of its refining 
sapeci ty; 2) three-fourths of the property of the Erste 
Denau--Dampfscniffahrts-Gesellschaft (DDSG), largest shipping 
conce>n on the Danube 3 3) complete or partial ownershin of 
nearly 3CC industrial piants in eastern Aust ria, inciuding 
most of the larger ‘ron and metal fabricating nian 6s in that 
area, the majority of importaut machinery plants in Austria, 
most of Austria's heavy chemical plants, the largest textile 

mills in eestern Austria, Austria's orly plate glass factory , 
Austria's largest steel construction comnenies, and haif of 
the cowitry's capacity to produce ovtical ani precision in~ 
struments; 4) one-fourth of 711 Gerwan shereholdings in banks 





DECLASSIFIED FOR PUBLICATION IN FOREIGN 
RELATIONS OF THE UNITED STATES 








SECRET BEST COPY AVAILABLE 
e 3 - 


and insurance companies, or in the discretion of the USSR, a 
proportionate share of the assets of those companies; 5) all 
debts which Austrians owed to Germans at the end of the war, 
while refusing to take into account debts owed to Austrians 
by Germans; 6) all state property owned by the German Reich 
at the end of the wer, except such assets as were already in 
existence and owned by the Austrian Government before annexa- 
tion, with no allowance being made for the fact that these 
Austrian natural resources and properties were largely paid 
for by the Germans with funds coliected as taxes or borrowed 
from tne Austrians, 





With respect to all these claims, the UJSSR insists on 
the transfer of assets free of liabilities. In many in- 
stances this would mean that United Nation nationals would 
be paying reparation to the USSR since assets in eastern 
Austria hela by corporations organized in Germany would be 
treated under the Soviet formula as German, even if all the 
shareholders of the corporation were non-German. On this 
point, we, together with the UK and France, have always held 
that the German interest in a corporation should be measured 
only by those shares validly held by Germans. The total 
value of these various assets claimed by the Soviets come 
somewhere in the region of $700 million. 


While the Soviets have stated that the edministration 
of these prorerties vould conform to Austrian law, the USSR : 
has demand2d that 2ssets taken over by it de permanently 
immune from any form of nationalization, and permanent sub- 
stantial exemption be granted from Austria's foreign exchange 
and export controls. Another aspect of Soviet resistance to 
compromise on the external assets issue ig the demand that 
all cases of disputes regarding German assets be handled 
through bilateral negotiations with the Austrian Government, 
although there is an agreed article of the treaty which es- 
tablishes the principle of arbitration of disputed issues, 


The Treaty Commission also discussed other unagzeed Arti- 
cles of the draft treaty including--Article 42, United Nations 
Property in Austria; Article 48 bis, Debts, particularly the 
Soviet demand that Austria pay for all relief supplies and 
services delivered to it since liberation, and exchange of 
German reichsmerks acquired by the USSR on the entry of the 
Red Army into Austria for 600 million Austrian schillings; 
Article 5, Frontiers of Austria, with particular reference to 
the territorial and reparation claims of Yugoslavia; various 
military clauses; Article 16, Displaced Persons, and Article 2, 
Preservation of Austria's Independence, to which the Soviets 
object on.the basis that a guarantee of Austria's independence 
is unnecessary. 


* * * 
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British pro- 
posal for consultation for modification of the US-UK Finan- 
cial Agreement and for release of the remaining $400 miliion 
of the US crecit are tring stucied in the State and Treasury 
Departments. Indications are that it has been impossible 

for the UK to renegotiate a sufficient number of its payments 
agreements in a manner consistent with the convertibility 
provisions of the agreement to permit a reasonable applica- 
tion of the exception provisions of Section 8 (ii) (b), and 
that modification of Sections 7-and 8 may be sought under 
Section 12. The fact that the UK is counting on almost imme- 
diate release cf the $400 million was indicated last week 
when Sir Stafford Cripps, the new Economics Minister, said 
that unless some form of dollar aid was forthcoming "this 
year" the UK would be forced to make further cuts in American 
imports, which would start a descending spiral,of depression 
in many countries, particularly in Europe. He said Britain 
could avoid further cuts in her standard of living by emer- 
gency financial steps if aid for Europe were ready by next 
June, and one of the emergency steps would be to draw quickly 
the frozen 5400 million. Other measures would be further 
sales from the sterling area's gold reserves, further ex- 
changes of sterling for doilars through tne International 
Monetary Fund ana the application for a loan from the Inter- 
national Bank, Already two sales have been rade from the 
gold reserve--last month when $120 million and last week when 
another $80 million in gold was sold to the US for dollars. 


From the economic and political viewpoints the Depart- 

ment agrees that it is most urgent that the British know 
definitely whether or not they can count on the $400 million 
during the coming months. If they cannot, controls may have 
to be instituted which would not only retard the UK recovery 
program but force the British into further bilateralisn. 
The matter has been considered by the NAC, and Congressional 
leaders wiil be consulted as to their views on whether draw- 
ings can be permitted prior to consideration by Congress of 
any proposed modifications of the Loan Agreement. 


In addition to bilateral discussions between the UK and 
sterling area countries following a sterling area conference 
in London, the UK has been conducting financial negotiations 
with a number of other countries. 


Sterling 
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srling Area Conferente The recently concluded con- 
ference in London on hard currency expenditures attended by 
representatives of Britain and nine other governments in the 
sterling area was viewed by both British and Dominion cir- 


cles as a preliminary step in conserving dollars. Representa- 


tives agreec on arrangements for "close and continuing 
consultation" on ways to husband the sterling area's gold 
and dollar reserves. Although no final commitments could be 
made, the delegates will submit proposals to their govern-. 
ments for decision, which, the official statement said, "will 
« « econsider what "reduction in hard-currency expenditures 
are possible and what assistance can be given in other ways 
to the strengthening of the sterling area's gold and dollar 
reserves", Representatives of Britain, Australia, New Zealand, 
South Africa, Ireland, India, Pakistan, Southern. Rhodesia, 
Burma and Ceylon attended. | 

The anticipated announcement of aid from South Africa 
was made on October 9 by Prime Minister Smuts. The Unicn of. 
South Africa agrees to lend the UK 80 million pounds (around: 
$320 million) in gold, repayable on demand in three years, 
or earlier in sterling if the South African gold reserves 
should fall too low, Any portion of the loan outstanding at 
the end of three years is to be repavable on demand in gold. 
Interest is at the rate of one-half of one percent a year. 
As a result of South Africa's payment in gold for net imports 
from Britain, the latter will continue to obt *~ from South 
Africa in 1948 and thereafter the larger part ‘its gold 
production. The agreement, sudject to ratificat.on by the 
South African Parliament, provides that Britain, during each 
of the next three years, wiil import $48 million of South 
African foodstuffs, largely fruit, wine anc fish. Except as 
agreed otherwise, existing British regulations governing 
capital issues and transfer of funds for purchase of secur- 
ities remain unchanged with respect to investments in which 
South Africa has a direct interest. Information will be ex- 
changed.on capital movements and consultations will be held 
on measures to cofitrol or prevent capital movements from the 
UK whieh-are not required for useful economic purposes. 
South Africa has .also agreed to sell quantities of gold under 
existing contracts with Britain before the end of the calen- 
dar year so that ‘the reserves can be additionally strengthened. 


Indian representetives attended. the sterling area con- 
ference only as observers. Both India ‘and Pakistan Govern- 
ments have ~been so concerned with internal problems that it 
is not clear when their hard currency requirements will be 
discussed with the UK. Their requirements will have to be 
reviewed in terms of revised estimates of foreign exchange 
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reserves available for the.sterling area matched against 
their needs. No estimate has been given as to drewings on 
hard currency reserves since August 20, 


The Burmese delegation is now in London discussing a 
broad range of constitutional and financial questions. After 
August 20 the Burmese requested postponement of discussions 
on hard currency arrangements pending arrival of the delega- 
tion in London and the UK agreed, provided Burmese demands 
in the intervening period were held to a reasonable level. 
Burma has agreed to the establishment of a currency board in 
London, which seems to indicate their intention to base their 
currency on sterling and remain in the sterling area. 


Middle Bast The UK has offered Egypt convertibility for 
one and one-half million pounds until the end of the year, 


but no “response has been received from the Egyptians. The 


British anticipate a strong request that the ailotment be 
increased. 


While discussions have been proceeding with Iraq no 
agreement has been reached. Immediately after the: temporary 
suspension of convertibility by the UK on August 20 Iraq 
ceased all hard currency payments even for goods already de- 
livered in Iraq and personal remittances in hardsnip cases. 
They approached the UK for exchange to meet these urgent com- 
mitments and apparently hard currency has been made available 
on a limited basis since then. Iragi officials are deeply 
concerned over dollar exchange anc have inquired whether the 
US couid increase its purchases of dates, wool, hides and 
other commodities and help Iraq obtain payment im dollar ex- 
change for all Iraq oil royalties, 


| an Iranian representative -has discussed payments arrange- 
ments with British officials in London and is expected to 
return to Iran in about three weeks to make proposals to the 
Iranian Government. 


Ethiopia and Siam are operating under a, transferable 
account system without any special problems at present. 
“here were press reports that Siam would enter the sterling 
ea but these were denied by a UK Treasury official as abso- 
iutely without foundation. It is believed the reports may 
have resulted from Siam's announcement of a decision to align 


itself with countries in the "convertible sterling" area, 
} 
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A British Treasury representative is now in Ankara nego- 
dating with the Turkisn Finence Minister in an effort to 
forestall a Tursish ban on exports to the sterling area. As 
a resuit of nonconvertibility of Turxey's scerling balances, 
which exceed 16 million pounds, exports of ail Turkish pro- 
Cucts sold against sterling must be licensed by the Turkish 
Micaistry of Commerce. The practicai effect of this measure 
would bé.to refuse licenses if the products sre saleable for 
free exchange, The British representative hes pointed out 
that a fucure substantial increzse in UX export rroduction 
will enabie the Turks to spend tneir sterling talances. The 
Turkish Prime Minister indiceted that Turkey might accept Ux 
suggestions if assurances are given that sterling balances 
couid be converted into specific goods within the next two 
cr tnree years. : 


‘Western Eursve Financial negotiations with the Danes 
have broken dowm because the British considered Danish re- 
quests excessive, However, British officiais anticipate 
resunption of negotiations within the next few months. The 
Danes asked for price incresses, particularily on butter, and 
Ser priority in receiving certain UK exports which are collar 
eerners and are in short supply, es weli 2s an adoitional 
allocation of dollars. In view of recent Danish reduction 
in exports to the UK, their purchases from the UK will heve 
to he curtailed uniess they ere able to sell their exports 
for sterling elsewhere, ‘The lancs. will be permitted to re= 
ceive sterling reletiveiy freeiy from thira countries. 





_ +, QK-Swedish negotietions are under way byt are proving 
difficult. The Swedes had accumuleted five million pounds 

in convertitle sterling prior to August 29 and hed intended 
ts convert to meet their dollar deficit. They ere now 
pressing the UK for this conversion. Since t.at cate the 
Sweces have receivec ehout three million pounds in gold 
agolnst edcitional sterling accumuiations and they wish to 
continue the. golc conversion arrangement. Tae brivish are 
rerusing and anticipate that the pavmentc deficit w.th Swecen 
can te elirinated and perhaps surpivs earned, provided finzan- 
ciel errangements do not permit the Swedes to obtain gold by 
curteiling sterling purcheses. 





Negotiations with Portugsl are planned to take place at 
Liston during November. Negotiations wita the Dutch, Spaniards 
ana Striss cre not being ovessed since they sre not earuing a 
survlus of sterling or decaiuse payments a”rangements cre 
satisfaccery for the time being. No chaoge is ecntemplated 
ir the agreement witi: Norway. In scdition to Norway, it is 
exoectod thet the NetnerZands and Svein wili continue trens- 
fefable accounts. 
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The Italian request for reconsideration of convertibil- 
ity of Italian sterling baiances in London has been refused, 
according to inforraticn receivec by Embassy Rome from a mem- 
ber of the British Embassy. Tne Italians apparently asked 
for immeciate conversion of 10 miilion pounds or supplies of 
steel and other es ential items anc both requests were refused. 


Agreement reeched on Sertember 4 between Belgium and 
the UK, modifying the former monetary accords, provides that 
when either country holcs over 12 million pounds of the 
cther's currency, conversica of the excess in gold or coliars 
may be demancea., In A662 SiON, tne Belgians agree to hold 
15 miilion rounds, representing the amounts owed the UK for 
civil affeirs, troop maintenance and equipment, ccal, etc., 
furnished by the UK since November 1345. The Belgians agreed 
not to cemand conversion even when their noldings reached the 
conversion total, excepe whon absolutely necessary. Sterling 
held by cther countries outside the sterling area is, with 
certain minor exceptions, no longer freely transferable to 
the Belgians. 


Soviet Grbit As a result of UK-Finnish financial 
talks in mic Septem iper, Britain agreed to make available to 
the Finns S7 mii ition until the enc of November. This, to- 
gether with our resources available to the Finns, is believed 
enough to meet maturing cebts and permit some cash imports. 
The Finns were pressing for immeciate ig a oy s because 
of macsuring commercial debts and beczuse the necessity to 
pay cash for badiy needed imports before om close of naviga- 
tion on the Baltic. ‘The British mede no commitments beyond 
November and discussions sre expected to be resumed late in 
Octcber,. 





Under an agreement ‘vith Rungery , negotiated in early 
August, the UK grented Nungerians trensferebility of sterling 
in return for certain food items. The Hungarians insisted 
on a provision in the agreement that deliveries should he 
contingent on their abiiity to spend their sterling freely. 


Negotiations with Yugoslavia are proceeding, and nego- 
tiations with the Czechs are not being pressed, since arrange- 
ments are satisfactory for the time being, Bulgaria and 
Rumania have never responded to a UK communica7zion sent over 
2 yoor ago proposing decisiors avout payments agreements, 


Althouzh a monetary ag eement including sterling con- 
vertibility was offered the Russians by the UK at the trade 
talks 1n Moscow iast July, there w2s no acceptance since 
trace negotiations broke down. lt is reported that 
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negotiations are now going on in a search for 2 basis to re- 
sume trade talks between the USSR and the UK and, should 
they be reopened, financial problems would again be discussed, 


Far East There is no prospect of any satisfactory pay- 
ments arrangement with China in view of the confused internal 
situation in that country. 

Other American Republics Discussions have been going 
on between the UK and Argentina. The amount of sterling con- 
verted by Argentina during the free period was one of the 
contributing factors in the dollar drain. The negotiations 
involve arrangements on completing the sale of the railroads 
to Argentina as well as trade arrangements. Apparently as 
soon as convertibility was suspenced Argentina stopped ship- 
ments to the UK of tinned meat and proposed to the British 
thet a provisional guarantee be made against a devaluation 
of the pounds paid to Argentina for meat, cereals and lin- 
seed oil. The British agreed to this proposal and shipments 
to the UK were resumed, The resulting "gold guarantee" 
covers the present totel of accumulated sterling (about 
£117 million) as well as current transactions. The first 
British objective in the negotiations is to complete the 
railroad sale. The price formerly agreed upon is 8150 mil- 
lion and it is nossible that tram lines will be included, 
bringing the total payment to 5160 million. Taking into 
account the accumulated sterling at their disposal the 
Argentines would have to reise about £40 million to make the 
payment. The s2le contract provides peyment in full within 
30 days of ratification and the British plan to offer to ad- 
vance the sum required by Argentine to complete the purchase. 
The UK is anxious to avoid renegotiation of the sale contract 
since the price would probably be revised downward in view 
of the severe decline in Argentine foreign exchange reserves. 
Since it is not anticipated that Argentina will be able to 
earn the sterling required to renvay the British advance much 
before February 1948, the British hove the Argentines will 
remein satisfied for the present with the existing gold 
guarentee rether than insist on immeciete gold convertibility 
for their future earnings of sterling. In effect, the Argen- 
tine sterling holdings, due to the gold guarantee, constitute 
the legal reserves of the Central Bank and at the present 
stage of negotiations Argentine officials are attempting to 
retain these baiances and propose to pay for the railroads 
with sterling to be accumulated in the future. 





The 
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The British recently submitted to Brezil a draft of a 
_ proposed monetary agreement which would give legal recogni- 
tion to agreements reached in June, under which Brazil 
joined the transferable group, and which would formally im- 
mobilize a portion-of Brazil's sterling balances. Brazil 
converted about 512 million into doilars during the conver- 
tibility period. 


Although the July egreement with Uruguay has never been 
ratified by either government, it is not considered a serious 
matter as recent trade has 2pproximately balanced. a 


The British would prefer to shift Chile and Peru out of 
the American accowit grovp. Like Brazil and Argentina, these 
countries tena to accumulate sterling, and any automatic con- 
version privilege may prove costly to the British. . However, 
no action is contemplated for an indefinite period. 


No formal agreements or other changes are anticipated 
for other Latin American countries in the American.account 
group. ‘Their earnings are cither so small that they are in- 
signifieant, or else the UK would have to pay dollars in any 
case to obtain desired imports, | 


USSR MAKES ANOTHER PAYMENT ON We have received a check 
CaSH REIMBURSABLE LEND- LEASE | from the Soviet Purchasing | 
Commission in the amount of 
$720 »413. 97 representing payment due for lend-lease supplies 
delivered in accordance with cash payment terms for lend- 
lease goods agreed to be delivered after V-E Day and before 
the USSR lend-leese pipeline 2greement of October 15, 1945. 
The total amount of this credit is $1,809,378 on which pay- 
ments have been received totaling $1, 678, 370. The Soviets 
have stated that the balence wiil be paid as soon as the 


necessery pepers ere assembled and audited. 
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IEFC ALLOCATION FUNCTIONS TO The third session of the Con- 
CONTINUE THROUG.I FAG COUNCIL ference of the Food and Agri- 

culture Organization, which 
conclucec in Geneva September 11 (see page 11, August 18, 1947 
issue of Current Economic Develonments), recognizing the 
seriousness of the world fcod situation and the prospect of 
its remaining so for at least several years, recommended that 
the 53 member nations teke immediate steps to ensure more 
efficient collection, distribution and utilization of food 
supplies. 











Allocation Functions In order to aid in equitable dis- 
tribution, the conference recommended that the system of 
allocating short supplies be maintained for the present, and 
that the International Emergency Food Council's functions of 
reccmmending allocations, now scheduled to terminate 
December 31, 1947, be continued and incorporated into the 
new Council of the FAQ. The terms of such incorporation are 
to be worked out between IEFC and FAO. 





Council Of FAO The conference adopted, with a few 
changes, the US proposed amendment to the constitution which 
substituces a volicy-forming council of FAO with its 18 mem- 
bers serving as government representat’ves, for the Executive 
Committee which was composed cf perso... serving in individual 
expert capacity. The Preparatory Commission on World Food 
Proposals hed previously recommended that the FaO needed a 
flexible and continuous policy-forming body to keep the world 
food and agricultural situation and commodity problems under 
review. The council is to take an active part in the study, 
and the promotion where requirec, of intergovernmental 
action in the field of commodity arrangements, ana to work 
closely with the provosed ITC on the problem. The confer- 
ence elected to council membership the following governments, 
the length of term for each being decided by lot: three 
years--Brazil, Canada, Chile, Italy, Union of South africa, 
the US; two years--China, Cuba, Czechoslovaria, the Nether- 
lands, Philippine Republic, the UK; one yea: --Australia, 
Denmark, Egypt, France, Incia, Mexico. 





The council is scheduled to hold its first formal meet- 
ing in Washington during the first week of November. It 
will consider proposals regarding its assumption of IEFC's 
allocation functions and will receive and screen nominations 
for the office of Director General. A special conference 
session, consisting principally of Washington dipiomatic 
representatives of the member nations, will be held in Wash- 
ington later to make the final selection of director. The 
question of making a study regarding a permanent site for 
the FAO was also referred to the council. 
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Other Matters The conference approved and implemented 
the recomrendation of the Preraratory Commission on World 
Fooc Proposals to hoid an annual review at each session of 
the FAO conference at which national and international pro- 
grams anc policies wiil be discussed with a view to furtrer- 
ing consistency. With respect to particular products, the 
conference considered that a meeting at governmental level 
shovld be called.as early as possible in southeast Asia’ to 
take up the question of implementing the recent Rice Study 
Group's recommendations looking toward a rice agreement. 

The conference aiso endorsed the report of the European Tim- 
ber Conference looking toward improvement of European timber 
supplies. In recommending that further commodity studies be 
undertaken, the conference drew attention particularly to 
fats anc oils, and to fruit and horticultural products. 


The Director General was authorized to prepare plans 
for approval by the council for regional offices in eacn 
principal region, especially in Latin America, Europe, Asia 
and the Near (including Middle) East. 


WAR SETTLEMENT AGREEMENT The Storting has given its approval 
TO BE SIGNED witH NORWAY to the US-Norwegien settlement of 

, war accounts negotiatec earlier 
this year. Accordingly, an egreement covering the settlement 
will be signec shortly. 








Under this arrangement, the US will forego its share of 
Plan A bilis and will transfer to Norwey without charge title 
to lend-lease materials except arms anc implements of war 
and merchant and naval vessels. In return, Norway will waive 
shipping claims and intergovernmentai claims arising out of 
the war except tnose covered by existing arrangements, and 
will take over US liability with respect to patent, requisi- 
tioning, anc salvage claims, and claims arising out of the 
presence of US forces in Norway. In addition, Norway is to 
provide $5,900,000 in kroner for real property and improve- 
ments for the foreign buildings program, the cultural and 
information program, and administrative expenses of the US 
Government in Norway. 


The agreement will also contain a provision that neither 
country will take steps in advance of the Habana Conference 
on Trade and Emplovment which woulda prejudice the objectives 
of the conference, 


* * * 
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FOREIGN TANXER SALE Immedicte sllocztion and disposition 
TH RP GVEEnT TS a 
TO SE EXPEDITE of tne remniincer of the 100 T-2 tankers 
authorized for foreign szle and the 


necessity for "breaking out” accitional tenxers from tne 
laid-up fleet have been agreca upon in meetings of State, 
Nevy, Interior and Meritime Commission cificials with 
Stceimen, Special Assistrcnt to the Presicent. A task com- 
mittce, composed of repres« itetives of these 2gencies, hes 
becon designated to follow through and expedite this program 
for relieving the worldwide and domestic oil end tanker 
shortage. Unless cdditionel tenkers are made aveilable to 
carry oil from netrolsum centers, it may eventually be neces- 
sary to institute some mcans of curt: ilineg consumction of 
petroleum procucts in this country. 


Of the 100 tenkers suthori for foreign scale in June, 
3i heve beon officially avnprove or sale to the UK and one 
to Turkey uncer the 2id vcrogram. Distribution of the remain- 
ing sliocated tenkers (see page 8,8 August 11, 1947 issue of 
Current Economic Devetovizents) has been hampered by pressure 
trom US shipping irterests who neve svamped the Msritime 
Commission with applicetions for this tyne of tinker to be 
eneratcd uncer the Ponecianian ficg. It is the concensus of 
the group that the 13 unailoceted tankers should be made 

availnbie for sale to previously selected foreign applicants, 
incluuing three to Uruguey, one to Chile, two to South Africa 
enc two to Sweden, to the extent that their sale would fur- 
ther the objectives of the prog:am for relieving the critical 
petroleum situntion. The group is also considering the 
possibility of Navy ana Meritimc reconditioning an adci- 
tiona!. 50 Mission type tankers now in lev-up in order t9 

meet militery requirements for tonkzr tennege ond of extend- 
ing Mcritime Commission sale of T-2 tankers to US citizens 


for trensfer to Panamani2zn registry in c-ses there there is 
| 


rensoneble assurance these vesscls vil? be used in tue best 
interests of the US. 
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This weekly publication is designed to highlight developments in the eco- 
nomic divisions of the Départment of State, and to indicate the economic prob- 
lems which are currently receiving attention in the Department. It is suggested 
that copies be retained on file, as reference will sometimes be made to previously 
reported items to avoid repetition. 
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For general purposes all Foreign Service Officers and other responsible economic 
officers are authorized to have knowledge of the contents of this document, 
responsibility for the safekeeping of which will be assumed by each recip. * 
thereof. It may be retained in protected files or, at the discretion of the recip. 
destroyed by burning. If not personally disposed of by the recipient, he w 
assure himself that it is burned in the manner prescribed for SECRET material. 
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EMBASSIES ROME AND PARIS SEND IN Whether or not there will 
NEW ESTIMATES OF INTERIM NEEDS be a special session of 

Congress to consider the 
problem of winter aid to western Europe has not yet been 
decided. ‘Wihile a Washington press report last week indicated 
that "governmental financial experts" believe the needs can 
be met without a special session, Under Secretary Lovett was 
not optimistic in his press interview and said it would be a 
very tight squeeze if Italy and France got through the re- 
mainder of the year with whatever financial assistance could 
be arranged short of a stop-gap appropriation. 





On the basis of new figures received from Embassies 
Paris and Rome and taking into consideration recent measures 
making resources available to these two countries by execu- 
tive action, the Department is preparing a final estimate of 
the uncovered requirements through March 31, 1948. ) 


French Raise Previous Estimate Embassy Paris has just 
sent in a revised estimate of the French financial situation 
which places the uncovered deficit from now to March 31 at 
$459 million. The new figures resulted from a Departmental 
request for comments on our estimates of French dollar re- 
quirements for the six-month period October 1, 1947 to 
March 31, 1948. The report was developed after a series of 
conferences with Finance Ministry and Bank of France offi- 
cials and reveals a net uncovered deficit considerably 
larger than the Devartment had estimated, but which Embassy 
Paris believes has less margin for error than previous esti- 
mates. The latest Department estimates show a net deficit 
of $312 to $357 million for the period as contrasted with 
the new Paris estimate of $459 million. 





Cereal recuirements are estimated on the basis of the 
present bread ration of 200 grams daily for the normal con- 
sumer through October and for 250 grams for the remaining 
five months. The fourth quarter coal estimates reflect the 
curtailment in the raw materials program. The curtailed raw 
materials import program will result in reduced inventories 
by year's end. The French state that this makes it highly 
desirable that normal import levels of these items be re- 
sumed as soon as possible, a recommendation which is con- 
curred in by the Embassy. 


The 
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The greatest ciscrepancy between Departmental figures 
and the new French figures is in the non-commercial payments: 
group which includes transfer of blocked motion picture funds 
and US bank balances, deficit in payments agreemerts, deficit 
of overseas territories, deficit of occupation zone, transfer 
of dollars to the UK, and other expenses, The Frencth esti- 
mate is $345 million as contrasted with the Department esti- 
mate of $115 million. Part of the French increase over our 
estimate is due to a $20 million liability erising from the 
Franco-British settlement of French war contracts in Canada 
taken over by the UK. The French had hopec that payment would 
not be pressec at tnis time, but they have now received a 
note from the British requesting financial settlement. Other 
increases were occasioned by the adoption of occupation 
authorities of a plan to finance larger food imports into the 
French zone of Germany and because deductions were claimed 
in the original calculation of French payment to the Monetary 
Func which the Fund now has ruled are not deductible. 


Total receipts are estimated by the French to be $551 
illion. They include the Eximbank authorization and the US 
troop payment announced last week as well as $104 million in 
German gold. Receipts anticipate additional drawings on the 
Eximbank and International Bank in the amount of $110 million 
and lists $25 million from the Monetary Fund which has al- 
ready been drawn. Exports to collar areas are estimated at 
$60 million which is in line with actval experience in recent 
months. The Finance Ministry officials have emphasized that 
as a practical operating matter some minimum baiance must be 
retained in the Stabilization Fund and provision has been 
made for this in the amount of $20 million. Liquidation of 
French owned securities is estimated et $80 million and the 
Finance Ministry reports that liquication operations are 
going well. | 


Total resources of £551 million, contrasted with total 
expenditures of $1,010 million, leaves an uncovered deficit 
of $459 million for the six months! period, $104 million in 
the last quarter of this asad and $355 million in the first 
quarter of next year. 


Embassy Paris suggests stop-gap measures which the 
French might possibly emoloy to bridge the gap until Decem- 
ber 31--further crawings on reserves, continued blocking of 
US motion picture funds ana US bank balances, possible re- 
duction in the ceficit of overseas territories, moratoria on 
transfer to Belgium under the payments agreement and on 
transfer of doliars to the UK. This would still leave an 
uncovered deficit after. December 31 of $355 million for 
which France looks to the US. 
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Comments -On Department's Estimate For Italy While 
eo Rome agrees that the earlier Departmental estimate 


of $264 -million for Italian interim aid is justifiable, in 
view of the fact that the world bread grain situation cannot 
meet the Italian needs and, in view of the electric power 
shortage during winter months, Embassy Rome believes $200 
million could be regarded as the minimum aid necessary for 
the period preceding the European recovery program. The new 
estimate figures Gollar costs of bread grains at $168 mil- | 
lion for the six months! period which is a considerable drop 
from previous estimates. It is pointed out, however, if 
cereals become available from unknorm sources more dollar 
credits may be needed. 


The Embassy believes if all resources were mobilized 
and completely used, Italy might be able to finance herself 
until December 31, when it would be without resources--a 
situation impossible for a country so dependent on imports. 
It would then take $200 million to carry the country through 
March 31 and a larger amount if aid under the overall Euro- 
pean program is not forthcoming at that time. 


The Embassy states that Italians can barely manage on 
700,000 tons of coal monthly to maintain the industrial 
level permitted by the electric power shortage if strict 
conservaticn methods are adopted. With regard to petroleun, 
the Embassy believes a reduction could be made in the dollar 
value of import? from the Department's estimate of $40 mil- 
lion to $30 million. Another $25 million was tz#xen off by 
lowering figures for raw cotton, nitrogenous fertilizers, 
misceilaneous industrial imports and edible fats and oils 
and by eliminating milk entirely. However, the Embassy be- 
lieves previous figures. for pig iron and scrap are too low. 
The latter will be the prime bottleneck in neavy industry 
and if supplies can be found interim aid should furnish the 
dollars needed to buy it. The Department's estimate for 
miscellaneous supplies is considered too low. The Iitaliars 
are asking for $2 million for special agricultural machinery, 
seeds and insecticides. 








severs. Aid Measures Announced For France Last week 

the ‘amnounced several measures which should give relief 

to France. The Eximbank made $93 million immediately avail- 
able to purchase coal and other industrial materials. Under 
this arrangement the Bank liberalized the terms and purposes 
of the earlier credit of $650 million of whicn $185 million 
remained uncommitted. Petroleum and lubricants, non-ferrous 
metals and synthetic rubber, in addition to coal, are among 
the materials for which the funds were made available. The 


Eximbank 
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Eximbank ordinarily finances such purchases only on a short- 
term basis and provides funds only as contracts are filled. 
Under the liberalized terms France has 25 years ‘in which to 
repay the loan. 


The US sieianiie $50 million to Petase iast week when 
President Truman authorized the Secretary of the Army to buy 
$50 million worth of francs pending final settlement of 
French Government claims on account of goods and services 
provided US troops in France and North Africa after Septem- 
ber 2, 1945. The French Government estimates that the total 
amount of these obligations amounts to between $80 and $137 
million. However, further time will be necessary to complete 
the checking of records and arrive at a definite conclusion 
as to the total debt and the advance was made at this time 
to help alleviate the financial crisis. The French Govern- 

ment agrees, under this arrangement, that the francs so pur- 
chased can be used at any time by the US Army to discharge 
any past or future obligations in France or North Africa, 
and that the US Army can transfer the francs to any other US 
agency to be used for official expenditures in those areas. 
France will repurchase for dollars at the same rate of ex- 
change at which we acouired the francs any unused balance of 
francs remaining as of June 1, 1948. 


On October 16 France was advised that the US would 
transfer to the French Government 3i former German naval 
Snips and a 40,000-ton floating dock thas had belonged to 
Germany. .The ships vere awarded to tne US by the tripartite 
naval commission set up during the Potsdam Conference. 


The Tripartite Commission for Restitution of Monetary 
Gold announced preiiminary distribution of looted gold to 
Felgium, Luxembourg and the Netherlands. Belgium and Luxem- 
bourg turn over their share ($104 million) to France in re- 
turn for gold France turned over to them in 1944, 


French Financial Measures On October 9 Premier Ramadier 
outlined a program of sweeping finar.cial reforms to save the 
france from ruinous inflation. This included: 1) indefinite 
postponement of all nonessential expansion by both national- 
ized and private incustries that must be financed by bank 
loans; 2) suspension of defense and armament construction 
until a balar.ced budget is approved; 3) proscription of Bank 
of France advances to the governmer*: 4) tax reform through - 
income levies on evadérs and elix .frion of minor taxes ~ 
aslowing many collection offices tc merge; and 5) elimination 
o> the bookkeeping device of the "extraordinary" budget into 
which excessive exnenses were entered and then covered 
through bond issues or Bank of France advances. 
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Further Aid To Italy In addition to US renouncement of 
its share in the Italian fleet, return of Fortezza gold and 
an Eximbank loan of $5.8 million (see page 2, October 6, 1947 
issue of Current Economic Developments), the Eximbank Board 
of Directors last week approved another credit of $32 mil- 
lion for IMI (Italian vublic credit institution) on behalf 
of 60 firms in the chemical, rubber, electro-mechanical and 
metallurgical industries, This credit, to finance purchases 
of US materials and equipment, is under the $100 million 
credit earmarked for Italy in January 1947. 





According to the London press Britain also will renounce 
her claim to some of the Italian ships awarded her by the 
peace treaty. 


Negotiations for inclusion of Italy in the gold pool 
are in progress and the Tripartite Commission for Restitu- 
tion of Monetary Gold has set aside gold to cover the valid 
Italian claims and states negotiations may be completed in 
time for Italy to share in the preliminary gold distribution. 


* * * 


PROPOSAL MACE FOR DISPOSAL OF For some time we have been 
SURPLUS PROPERTY IN GERMANY exploring with the Department 
of the Army possible proced- 
ures for speedy declaration and disposal of civilian-type sur- 
plus property in Germanys It is estimated that declared sur- 
plus yet to be disposed of amounts to betweon €450 and $600 
million original cost, while undeclared surplus materials are 
believed to be worth approximately $520 million. 





The present proposal, subject to OMGUS approval, pro- 
vides that all civilian-type surplus remaining: in Germany 
after the first of the year is to be turned over to bizonal 
authorities for use in German reconstruction. Although no 
further credits are to be granted for purchases by other coun- 
tries, all existing credits, as well as the priorities of 
Greece and France for the purchase of surplus goods, would 
continue to be effective wntil January 1, 1948. In addition, 
cash sales woulc also be permitted before the cut-off date... 


Surplus property acquired by Germany will be charged 
against future German export proceeds, Payment for excess 
material amounting to $240 million procurement value, which 
has already been turned over to bizonal authorities for the 
prevention of disease and unrest, will be handled similarly. 
The anticipated overall return to the US from Germany on tne 
excess material and on the surplus to be transferred after 
January 1, is approximately 21 percent of original cost. 


* x * 
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MULTILATERAL AVIATION CONFERENCE The ICAO Multilateral 
OPENS AT GENEVA NOVSMBER THIRD Conference will convene 

in Geneva on November 2, 
instead of in Rio this month as originally planned. Assistant 
Secretary Norton will head the US delegation. Oswald Ryan, 
CAB, will serve as vice chairman, and Senators Brewster and 
Johnson, Representatives Bullwinkle and Henshaw will be 
Congressional advisers. Airline observers have been invited 
to accompany the delegation. 














As a final preparatory step, staff studies prepared by 
the Air Coordinating Committee analyzing and refuting the 
position taken at the ICAO Assembly last spring by govern- 
ments which either rejected or had reservations on the pro- 
posal for a multilateral air transport convention are being 
transmitted to certain missions fer use in discussions with 
appropriate government officials prior to the meeting. We 
feel that failure to take positive action at this conference 
may delay indefinitely the adoption of an acceptable multi- 
lateral aviation convention anc probably would herald a 
period of regionalism in air relations which would seriously 
inhibit the full development of international air traiusporta- 
tion. 


While 23 of the 24 countries which participated in the 
Montre2l discussions indicated a desire for some type of 
multilateral agreement, there was sharp civergence of opin- 
icn between those nations which favored a "comnmlete" muliti- 
lateral, including automatic route exchange, anc those whicu 
favored a “vartial" multilateral, providing for biiateral 
route negotiaticns. 


Dissenting Views The Argentines believe it may be possi- 
ble to agree on a multileteral at some future date but the 
most that can be hoped for now is agreement on certain gen- 
eral principles. Based on the assumption that a state has a 
property right in the traffic which it originates, the Argen- 
tines favor nolding Fifth Freedom traffic to a minimum Dy 
Cividing the bulk of traffic along 2 route between the two 
terminal nations with only restricted participation by other 
countries. | 





The Brazilians believe that adoption of a partial multi- 
lateral, as proposed in the minority draft, would make future 
agreement on a complete multilateral hopeless. They think it 
is too early to attempt the regulation of commercial rights 
through a multilateral agreemen = and favor continuing the 
system of bilateral agreements until nations have gained 
further experience. They agree with the Bolivian position 
that destructive competitive practices can be controlled only 
dy unilateral action. - 

1e 
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The Greeks think we should leave to the states for a 
few years longer the right to negotiate bilaterally, although 
adoption of a standard form for bilateral agreements would 
be desirable. They are afraid the small states would have 
no freedom under a multilateral. 


South Africa favors the idea of 2 standard form bi- 
lateral agreement. Although, in general, it likes the ~ 
Bermuda principles it sides with the majority position that 
capacity for Fifth Freedom traffic be permitted only insofar 
as capacity for such traffic is not being provided by air- 
lines of the states in which such treffic is taken up or put 
down. 


The Australians prefer adoption of a complete multi- 
lateral, which, in their opinion, offers many advantages 
over a partial multilateral. If anything is to be left to 
bilateral negotiation they suggest that capacity and Fifth 
Freedom traffic issues should be settled separately in con- 
nection with the particular routes to which they apply. 

They consider that Fifth Freedom traffic is some other coun- 
try's Third and Fourth Freedom traffic anc the privilege of 
carrying it must remain within the discretion of the originat- 
ing states. Governments should not be asked to relinquish 
Fifth Freedom traffic in the interests of through airline 
operation, for to do so would hurt the legitimate interests 
of regional services and the small states. 


The Scandinavians feel that with some amendments the 
draft for a complete multilateral (without bilateral agree- 
ments) is satisfactory. They doubt that very much could be 
gained by having a multilateral agreement where separate 
route agreements are made. Since the main purpose of civil 
air transportation is to serve the traveling public, they 
consider there should be the fewest possible restrictions on 
freecom of operations. 


India contenis that Bermuda capacity language is not 
sufficiently precise for use in a multilateral, and asxs 
that a provision be included in the multilateral prohibiting 
Fifth Freedom privileges where local services are adequate. 
Furthermore, the Indians believe the multilateral should 
provide that total capacity shall be in accord with the traf- 
fic offering. 


Venezuela supvorts in principle a muitilateral with bi- 
lateral exchange of routes, However, it has apparently mis- 
interpreted the craft as leaving capacity as well as routes 
to bilateral negotiation. It shares the apprehensions of 


Australia 
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Australia, Bolivia ond Greece that the great international 
airlines may absorb the small international carriers or ren 
der impotent their competitive position. It also ehuesates 
that rate provisions should permit a country to control ~: 
tariffs of foreign airlines to and from its owm territory in 
order to avoid unfair competition. 


Bolivia is not prepared for any xind of multilateral 
agreement since it is not in a position to operate inter- 
national services. Bolivian representatives contend that 
only those countries wnich are now able to operate inter- 
national air services will be in a position to extend these 
services and as a result there will be no true reciprocity. 
In their view destructive competitive practices can be con- 
trolled only by unilateral action and a multilateral agree- 
ment cannot offer any formule guaranteeing the control of 
such practices, 


US Arguments The principal arguments we have advanced 
for immediate adoption of a multilateral convention with bi- 
lateral route negotiations are as follows: 1) The wider the 
general agreement on conditions which apply to international 
air transport and the less it is necessary to depend upon 
bilateral negotiations, the greater will te the scope and 
freedom for development of air transpcrt potentialities. 
Acceptance of general principles providing a fair and equita- 
ble balance between the requirements of lomg-range and local 
operators with reasonable access to Fifth Freedom traffic 
would eliminate the necessity for restrictive practices by 
any country in order to protect and promote development of 
its international carriers. 2) A multilateral agreement 
would go far in eliminating one of the most serious basic 
weaknesses cf the present system of complete bilateralism by 
providing nearly uniform conditions relating to such problems 
as capacity, rates and means of settling disputes. 3) The 
fundamental instebility of the bilateral system would be cor- 
rected by a generally accepted multilateral since it is much 
more difficult for a state to withdraw from a multilateral 
convention than to withdraw from bilateral agreements. 5) 
The relativeiy free development of international air services 
under a multilateral agreement will afford the traveling pub- 
lic more freedom of choice in air transport and will encourage 
much better service by the carriers. 6) Finally, the multi- 
lateral apprcach to international economic problems in the 
postwar world is the only one which seems to offer any hope 
of ultimate solution. 
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ITO PROVISION ON FILMS IS SATISFACTORY; - Charter Provision 
DOLLAR SHORTAGE ¢ CAUSING RESTRICTIONS On Films US nego- 








iators at the iT0O 
Conference in §eneva secured the adoption of an essentially 
new Charter article containing special provisions relating 
to films, This article outlaws all forms of internal re- 
striction or discrimination for the vrotection of domestic. 
motion picture industries, except that a certain portion of 
screen time may be reservec for the exhibition of domestic 
films, provided it is not higher than that in effect on 
April 10, 194%. Remaining screen time may not be allocated 
among foreign films but must be kept open to free competi- 
tion. Thus, free competition is guaranteed in world film 
markets, modified only to the extent that nations impose 
screen quotas to encourage production of their own films for 
domestic exhibition. Under the Charter as it now stands 
there ean be no renter or distributor quotas, no discrimina- 
-tory taxes, no trading of special privileges between nations, 
and no other measures which might discriminate against US 
films. Screen quotas are made negotiable in the same manner 
as tariffs. 


The Governments of the UK and the Netherlands reserved 
their acceptance of the film provision pending receipt of 
assurances fram the US film industry. Embassy The Hague has 
transmitted to the ! uwuerlands Foreign Office a letter from 
the Motion Picture Excort Association (PEA) containing the 
assurances requested by the Dutch as justification for their 
acceptance of the film provision. The MPEA, which repre- 
sents 90 percent of all US film rentals in the Netherlands, 
has agreed to a quota of 132 features for the year 1947-48; 
to distribute only cles. A films; to distribute no gangster 
films nor those of questionable moral value; to maintain the 
present sales price policy. 


Tied in closely with MPEA's problems in the Netherlands, 
however, is a screen quota imposed by the government which 
limits the showing of US films in any theater to 32 weeks a 
year. This was claimed to be a measure designed to husband 
the country's dollar resources. Immediately following 
government assurances to Embassy The Hague that the decree 
establishing the quota was to be withdravn, the Bioscoop 
Bond, a private film chamber of commerce, reimposea it unof- 
ficially by instructing its theater-owner memcers not to 
show US films in more than 32 weeks a year. Communications 
from the Embassy indicate the difficulty is in process of 
being adjusted, the MPEA being required by the government to 
assure it in writing that it has reachec satisfactory agree- 
ment with the Finance officials concerning the disposition 
of guilders accumulating over the transferable amount. 


The 
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The US industry has accepted the UK proposal for the 
removal of the British reservation to the Charter provision 
on films. The British asked written assurances from the 
Motion Picture Association that it wovld maintain film pro- 
duction in the UK at the rate contemplated by.-their original 
plans for production as formulated in early 1947. This 
undertaking will be binding on any particular company only 
when such a company is importing a.significant number of new 
feature films from the US, 4 , 


Shortage Of Dollars Causes Film Restrictions Restric- 
tions on dollar remittances for film imports have been adopted 
or are being considered by many countries. 1) United Kingdom 
wnen officials of the British Cinema Exhibitors Association 
(CEA) met recently with Sir Stafford Cripps to discuss the 
possibility of solving the UK film import duty impasse, he 
indicated that after two or three months no dollars will be 
available for film remittances. Embassy London officials 
believe this means the UK intends to block dollar film remit- 
tances completely and perhaps check earnings of US film cof- 
panies through other measures to avoid accumulating blocked 
sterling. On August 6, the UK Government imposed a 300 per- 
cent ad valorem duty on imported films, with a method of 
valuation that resulted in a 75 percent tax on the net earn- 
ings of such films that would otherwise have been remitted 
abroad. CEA is anxious that the problem be solved and plans 
to senc officials to New York to confer with the US industry. 
A census of unexhibited US films (not subject to the new im- 
port duty) in the UK indicates a shortage compered with pre- 
vious estimates and the possible closing of British theaters 
earlier than expected. 








2) France Recently Embassy Paris protested to the French 
Foreign Office, as a violation of the Blum-Byrnes film accord, 
the two months! suspension of tne issuance of licenses to dub 
films by the national film center. Meanwhile, the Embassy 
has been asked to investigate the report appearing in the 
lecal trade press that the French were unable to meet their 
cefmitments to transfer to US film companies the dollar 
equivalen: of frozen balances as of June 3C. The French pre- 
viously ssured Embassy Paris that they would permit re- 
mittance the US of $11.4 million of the franc accumulations 
totaling $14.7 million, The remaining $3.3 million was. to 
remain in France and be used for certain specified purposes 
such as expenditures of visiting motion picture people, in- 
vestment in French films, real estate, securities, etc. A 
small token dollar payment was made last year which reduced 
the above remittable balance to about $9 million, which was 
to be paid in equal monthly installments in August, September 
and October of this yeeér. 

, 3) Norway 
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3) Norway The Norwegian Supply Ministry has notified 
representatives of foreign motion picture companies that hbe- 
cause of the exchange situation, collars or pounds will not 
te granted for imports of motion picture films. The Governor 
of the Norges Bank, which will make the final decision, has 
promised to discuss the matter with Embassy Oslo before ac- 
ticn is taxen. The Bank Governor stated that film imports 
will probably not be affected this year, but that it will 
probadly be impossibie to provide exchange for the same vol- 
ume of imports next year. Previously, the US industry had 
reached agreement with the Norwegians that imports for 1947/ 
1948 could be at the same level as for the present market year, 
but that the US industry would have to reduce its exhibitor 
ventais to a maximum of 30 percent of the box-oifice receipts. 


4) Denmark Subsidiaries of US companies in Denmark, 
upon instructions from their principals in New York, rejected 
conditions proposed by the Denish Government for the import 
of films for the period October 1, 1947 through December 1948. 
Denmark had issued an announcement restricting film remit- 
tances to the equivalent of 4 million kroner for all film 
imports. This was a 50 percent reduction from the previous 
year. Denmark also prososed that films imported up to the 
enc of February 1948 could be rented to exhibitors on 2 per- 
centage basis, but that for the remainder of 1948 all films 
must be rented at a flat rate. 





5) Australia Following an announce:rent in August by 
Austrelia's Prime Minister that motion picture “ilm imports 
must be reduced by one-third and that freezing with ability 
to remit later would be unacceptable, arrangements have been 
concluded between the Motion Picture Association of New York 
end the Australian Government whereby US film companies will 
be permitted during the period Octover 1, 1947 through 
December 1948 to remit not more than 70 percen of their col- 
lar transfers in 1945, The remainder of the revenues must 
be invested locally on a long-term basis in items requirirg 
official approval. 


6) Indochina The MGM representetive in Indochina has 
reported that the Import License Cffice has been instructed 
to refuse all import licenses for MCM pictures because of lack 
of foreign exchange. A decree has been signed providing that 
75 percent of imported films must be French dialogue; 15 per- 
cent French subtitZes, and 10 percent may be English dialogue. 
The MGM representative doubts that lack of foreign exchange 
is the only motive in refusing import licenses for the US 
films, but believes that it is sponsored by Frencn companies. 
The Consulate General has been instructed in the matter, 


* * * 
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STaaE TRADE DISCUSSIONS CAN COMMENCE BUT. In view of 

FORMAL NEGOTIATIONS MUST AWAIT ITO CONFERENCE repeated 

requests by 

the Mexican Government for trade agreement discussions amd 
our commitment to hold exploratory conversations, we have 
authorized our Embassy at Mexico City to proceed with such 
‘conversations. The proposals submitted by the Mexican 
Government as a suggested basis for discussion are most un- 
satisfactory, and probably represent an effort to enhance 
its bargaining position. 








We are instructing the Embassy to emphasize that the US 
is not ready to enter any new trade agreement negotiations 
. pending conclusion of the Habana ITO Conference and deter- 
mination of procedures for future negotiations. We hope tnat 
the proposed conversations will reveal whether promising 
.bases exist for formal negotiations in due course as en- 
visaged in the proposed ITO Charter. The basis for the ex- 
- ploratory conversations will be an agreement on the following 
formuias 1) US adherence to principles and procedures of 
the proposec Charter; and 2) while the US will consider 
reascnable increased duties pursuant to Charter provisions, 
there must be compensation by additional benefits to tne US. 


Bitfects Of iImpor* Controls The Embassy reports that. 
effects of the import controis established by the Decree of 
July 11 (see page 10, July 14, 1947 issve of Current Economic 
- Developments) are reflected in preliminary statistics of 
Mexico's August imports. The total value of Ayzust importr 
is the lowest of any month this year--235 million pesos, or 
more than 17 million pesos below July imports--while the 
preliminary announced total of August exports shows a sut- 
stantial increase over July. August exports were 182 millton 
pesos, higher by over 22 million pescs than those for July 
and slightly above the average monthly value of 181,200 pesos. 
for the first naif of the year, 








The Mexican Government has granted a further extenston 
of the exemption from Mexican import permit requirements of 
articles covering 13 sections of the customs tariff, and 
which appear in the Mexican-US trade agreement. The Embassy 
' feels that the Control Commission has showm a reasonable dis- 
position to review its decisions with 2 view to possible | 
modification of the exclusion order in tne case or import = 
of automotive and other prohibited articles waere injustic 
or undue hardship is apparent. — 


Mow * * * 
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POLICIES OF BANK AND FUND The second annual meeting of 
UNCHANGED AT LONDON MEETING the Boards of Governors of the 

International Monetary Fund and 
Bank which convened in London from September 11-18 handled a 
number of major issues without serious dissension. The offi- 
cial agenda included application for membership by Finland; 
proposed revisions in quotas of Iran and Egypt; proposed — 
agreement with the United Nations; proposed change in the 
fiscal year of the Fund; audit procedure; election of offi- 
cers; and the place of third annual meeting. 











Matters Not Included 0n The Agenda Some informal dis- 
cussion was hela among the Governors exploring the possibil- 
ity of using the Fund's resources to meet part of the present 
needs of western Europe, and the effect of such use upon the 
Fund. The Articles of Agreement are sufficiently flexible so 
that the matter is largely one of policy interpretation 
rather than Fund authority. No change is indicated in the 
policy of the Fund nor in the character of Bank loans which 
will continue to be made for reconstruction projects on a 
sound econemic pdasis. 





India And Pakistan India's quota in both the Bank and 
Fund before tne partition into the Dominions of India and 
Pakistan was 2400 million in both the Bank and the Fund, At 
various times during end since Bretton woocs, India has indi- 
cated dissatisfaction over the size of her auota. India 
notified the Bank anc Fund of an agreement between Pakistan 
and India whereby the Dominion of India acguires the rights, 
privileges and obligations of former India, which presumabiy 
included the $400 million quota. The US urged that the 
Governors recognize the acauisition by the Dominion of India 
of the quote of former India, anc this action was taken. 





Latin American Countries The Latin American countries 
were disturbed cver what they regarded as insufficient inter- 
est on the part of the Bank in development loans in that 
continent. A statement was presented by the Mexican Dire«tor 
of the Bank and Funé on benalf of these countries asking that 
adequate attention be given to Ccevelopment loans. 





Agend2 Ttems A revort, prepared by the Executive Direc- 
tors, recommending the admission of Finland with a quota of 
$38 million, was approved with the qucte as recommenced. 





The Board of Governors approved the request of Iran and 
Egypt for an increase in their Fund quotas from $25 million 
to $35 million for Iran, and from $45 million to $60 million 
for Egypt. Their quotas in the Bank were increased in the 
same proportion. 


The 
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The relations between the Fund and Bank, on the one 
hand, and the United Nations on the other, which are receiv- 
ing considerable attention at the present General Assembly 
session, were discussed at the meeting in London. The two 
most difficult issues dealt with in the proposed agreements 
ares 1) recommendations by the UN regarding loans by the 
Bank, and 2) budgetary review by the UN. The agreements 
recognize tre independence of the Fund and Bank in these 
areas, The US believes it is important that some kind of 
agreement be made without further delay so that these insti- 
tutions may be brought into formal relationship with the 
United Nations. The proposed agreements were approved by the 
Governors in London. 





As a compromise between those who favored rotating the 
location of annual meetings and the Bank administration who 
felt that future meetings should be held in Washington, it 
was decided to hold the third annual meeting in Washington, 
and to leave the coor open for the location of future meet- 
ings, | 


The practice of electing a chairman from the country in 
which the next annual meeting is to be located was set aside 
by the eiection of the Chinese Governor as the next chairman. 


Among other matters included on the agenda were a change 
in the fiscal year from July 1 to April 30 for the Fund, and 
a change in the audit procedure to include a check on whether 
actions taken are in accorcance with the authority providec. 


DEPARTMENT URGES SIGNING The Department is suomitting a 

OF US-UK BASES AGREEMENT proposal to SWNCC that final ap- 
proval ana signature of the US-UK 
draft agreement of July 18, 1946, which will open up 99-yeer 
leased bases in Bermuda and the Caribbean area to the use of 
civil aircraft, be no longer contingent upon reaching a 
satisfactory egreement with Newfoundland concerning the civil 
use of Harmon and Argentia fields.. Vie nave suspended nego- 
tiations with Newfoundland because of their rejection of our 
proposal that these bases be used automatically in the event 
Gander field (Newfoundland international airport) is closed. 
The Newfoundlanders insist upen the requirement that trans- 
fer of overations to these fields be subject to discussions 
with and consent of their government. 
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We now feel that most of the reasons for tying the two 
agreements together have disappeared since US desiderata in 
Newfoundland have virtually been attained without the neces- 
sity of formal agreement. The airfield at Goose Bay, a 
Canadian 99-year leased base, is now available as a weather 
alternate by arrangement between the Canadian and Newfound- 
land Governments. Gander airport has been opened for inter- 
national use. Harmon and Argentia actually are available on 
an informal besis as weather alternates. On the other hand, 
continued delay in concluding the US-UK Bases Agreement has 
affected our relations with Canada and has offered the im- 
plication to certain Latin American countries that we are to 
blame for non-2vailability of Kindley Field. US military 
authorities have urged conciusion of the igreement because 
of increasing complications which they face in the adminis- 
tration of the bases involved, 
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This weekly publication is designed to highlight developments in the eco- 
nomic divisions of the Department of State, and to indicate the economic prob- 
lems which are currently receiving attention in the Department. It is suggested 
that copies be retained on file, as reference will sometimes be made to previously 
reported items to avoid repetition. 


Document Security Instructions 


This document should be treated in accordance with current instructions 
regarding security measures for SECRET material. Extreme care should be ex- 
ercised to avoid public or private discussion of the information herein with or in 
the presence or hearing of any person not authorized to have knowledge thereof. 
For general purposes all Foreign Service Officers and other responsible economic 
Officers are authorized to have knowledge of the contents of this document, 
responsibility for the safekeeping of which will be assumed by each recipient 
thereof. It may be retained in protected files or, at the discretion of the recipient 
destroyed by burning. If not personally disposed of by the recipient, he will 
assure himself that it is burned in the manuer prescr!»ed for SECRET material. 
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SPECIAL SESSION OF CONGRESS WILL Last week the President 
CONSIDER INTERIM ATD TO BUROPE called a special session 

of, Congress for November 17 
to consider Europe's interim aid program and to curb the high 
cost of living in the US. We recently submitted to the 
President a program to cover the emergency needs of France 
and Italy to March 31, 1948, estimating essential financial 
requirements for both countries at $642 million--$357 million 
for France and $285 million for Italy. In addition to this 
amount, which Fresident Truman placed as essential for stop- 
gap aid for which the special session was primarily summoned, 
we estimate that Austria will require $30 million during the 
first quarter of the calendar year 1948 for financing essen- 
tial imports, over and above such supplies 2s can be made 
available from present relief funds. 


The Department of the Army has indicated that an addi- 
tional amount ranging from $145 million to $360 million will 
be required for Germany from January to June 30, 1948, the 
final amount dep3nding upon the extent to which we relieve 
the British of their bizonal dollar obligations. Half of 
rare anount will be required for the quarter ending March 31, 
1945. 


The estimates are based on the assumption that the Euro- 
pean Recovery Program will be implemented by March 31, 1948. 
If, however, the overall program is celayed beyond that date, 
the problem of interim financing will be greatly complicated. 
Austria, France and Italy will need further assistance. 
Likewise, other countries--notably the UX and the Netherlands-- 
will require special assistance during the second quarter of 
i948. Exclusive of German requirements for this period, these 
five countries would probably need $800 to $1 billion during 
that quarter. 


France During the period October 1, 1947 to March 3l, 
1948 France will have to make aggregate dollar outlays of 
about $818 million to cover bare necessities. These expendi- 
tures include cereals and their freight charges, from US and 
other sources, $135-$180 million; fats and oils, $30 million; 
coal from US and Germany, $183 million; petroleum products, 
$65 million; cotton, $50 million; other raw materials, $130 
million; imports of overseas areas other than cereals, coai 
and petroleum products, $45 million. Additional expenditures 
during this period include payment to Belgium for Belgians 
working in France, $45 million; $15 million to Brazil under 
the trade agreement; support of French zone Germany, $45 mil- 
lions; interest on foreign debt and miscellaneous, $30 million. 
Total expenditures for this period are estimated at $775-$818 


million. 
Against 
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Against these expenditures France will have resources 
amounting to about $220 millions exports of goods and ser- 
vices from October 1, 1947 to March 31, 1948, $60 million; 
balance of French Stabilization Fund, $50 million; balance 
of International Bank lgan available far purchase of supplies, 
$15 million; liquidation of dollar securities declared by 
French nationals, $65 million; balance of 1947-48 drawing 
rights:on the International Fund, $30 million. As a result 
of US executive efforts in the last few weeks France has 
$241 million additional resources available: approximately 
$100 million from the "gold pot", consisting of the gold 
found in Germany or looted gold recovered to date; US Army 
payments of $50 million for procurement in France and French 
North and West Africa in the post-VJ period; and $91 million 
Eximbank credit resulting from a shift in those funds to 
current purcnases. The amount remaining to be financed, if 
the supply of bare necessities is to be maintained for the 
six months! period as a whole, is about $357 million. If no 
interim financing from the US were to be received by France, 
and if the required volume of purchases were maintained, 
French resources would carry approximately to December 21, 
1947, when the country would be completely devoid of avail- 
able resources for further outlays. 


Italy Italy's total necessary dollar expenditures dur- 
ing tne period up to March 21, 1948 amounts to about $512 
million. Estimated dollar import reauirements for this per- 
iod are cereals and their freight from US and other countries, 
$140-$203 million; coal from US and Germany, $92 million; 
petroleum, $30 million; cotton, $30 million; other commodities, 
$120 million; invisibles (interest, diplomatic expenses, etc.), 
$22 million; payments on clesring agreements balances, $15 
million. Against this sum of $512 million, Italy will have 
available about $123 million from exports of goocs and ser- 
vices and liquidation of blocked assets, and $104 million 
ageregate available from the US relief program, Eximbank 
credit, Treasury suspense account for payment of Army expendi- 
tures and prisoner-of-war trust fund eccount,. 


Italy's situation differs from France in that she is 
virtually without liquid resources. Although shipments of 
US coal through December are assured by the US Foreigr Relief 
Program, Italy will need new dollar resources in the imme- 
diate future with which to make payments to assure further 
continued deliveries of US coal and wheat, end to resume pur- 
chases of industrial raw materials as well as of wheat and 
coal from non-US sources. Against $75 million of uncovered 
expenditures for bare necessities in October, Italy will heave 
current receipts of about $44 million. In November and 


succeeding 
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succeeding months, expenditures of £&5-$95 mi2lion will be 
offset only by $30-$45 million of current receipts. If Italy 
were able to utilize in their entirety all balances available 
to her apart from minimum gold reserves, she would be adie 

to cover necessary purchases to the beginning of November. 
These accruing resources are inadequate to cover Italy's 
accruing needs, conseouently her stocks end pipelines are 
drying up, with inevitably advers_ effects upon supply and 
employment. 


BROAD O'UTLINGS OF PARIS FEFORT ACCEPTABLE For the past 

BUT CST TECHNICAL ASPECTS PEED REFINING several weeks 
technical exnerts 

of the Committee on European Economic Cooperation have been 

in Washington reviewing tne Peris report witn officiais of 

US Government agencies, members of the Harriman Committee, 

and special Congressional iiaison personnel. The meetings 

have been extremely useful in supply_ag us with background 

information and providing a general ciarification of the con- 

cepts underlying the CE#C report, 








While in all public statements e have expressed our 
gratification with the targets and principles of the report, 
a great number of omissions anc diserepancies from the tech- 
nical point-of-view have been revealed through close eximina- 
tion of the specific ccemmocity chapters. Certain limitations 
in the report are recognized as unavoicadle. Probably the 
chief limitation is the fect that statistics are hased on 
conditions as. of a certain date in the face of ravidly chang- 
ing situations. Another major hancicap in drafting the re- 
port was the fact that the amount of government planning 
varies greatly among the perticiratine states, wich some 
economies having substantial goveinment control and others 
having comparatively little. The fact thet none of the par- 
ticipants have a completely controiled economy, nor desire 
to have, makes programming more cifficult. 


We heve no ergument with the broad outlines of the re- 
port, and we recognize that detailed planning for the ruture 
is practically impossible, Any program for the recovery of 
Europe must be flexible enough to meet inevitable changes in 
conditions and must be regarded more as a blue print than a 
progrenm. 


Even 
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Even though a great deal of work remains to be done 
before recommendations to Congress can be finalized, it is 
deemed inadvisable to reconvene the CEEC in Paris since it 
is believed that such a conference could not co much to 
rectify the technical aspects of the report. It is believed 
it will be more effective for CEEC technicians to continue 
working with US officials, while additionai infcrmation is 
supplied continually by tne particip.uting countries. There 
has been some indication, from reports received from our mis- 
Sions, that a number of the participating countries have 
been refining the figures which they submitted at Paris. 

The time schedule aiso makes a second Paris conference ques- 
tioneble since a recort must be ready by November 10 to sub- 
mit to the joint meeting of tne Senate and House Foreign 
Reiations Comrittees. , 


One general criticism is that little effort apnears to 
have been made in appraising the sunmitted national require- 
ments for imported goods and services against their contribu- 
tion to European recovery as a whole, The work in Washington 
is aimed at reconciling the reauirements with availabilities 
and world requirewents. A Steer’ng Committee has been estab- 
lished to coorcinate reports of the working parties, which 
are divided as follows: agricultural machinery; food, fer- 
tilizer; maritime transportation; inland transport; timber; 
iron and sieel; coal; electric powers; petroleum; mining 
machinery; eiectricity; anc balance of payments. Germany's 
participation in a reccvery program is being fully repre- 
sented by OMGUS and Departmental officials. In many instances 
our Gernan program is the focal point or waether or not cer- 
tain comnotities can be mace a able in tne reauired amounts. 


Concurrent with the meevings in wesning*ton, a CEEC sub- 
commitittee has deen meeting in London and Paris on payments 
agreements, 


Beiance Of Psyments The CEEC balance of payments report 
was developed rom the work of the various commodity commit- 
‘tees together with country replies to a questionnaire on 
other then technical committee items. I: has not been possi- 
ble to get out of the report itself individual country bal- 
ance of psyments stetememts because the cuts mace by tne 
technicai committees in their overall totei were not allo- 
cated back to the individmal countries, No analysis of the 
individual country statemcnts were made by tne USEC, even 
for those countries whicn submitted indivicual comprehensiye 
belance of payments estimates. 


The 
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The Washington working group agreed that more informa- 
tion must be obtained from the commcdity working committees, 
showing distribution of imports by countries anc sources. 
Further information is also needed from each participant on 
its production plans, contemplated consumption levels, export 
policy, and other related matters, all of which have an 
important bearing on plans to reach balance of payments 
equilibrium in 1952, The US group in its interim report also 
considers it desirable that complete balance ef payments 
estimates be procured from the participating countries. The 
decision as to whether this additional information should be 
required hes been submitted to the US Steering Committee for 
consideration. 


Agricultural Machinery While the committee reviewing 
the requirements listed under egricultural machinery does 
not feel that adequate information has been provided, it is 
not thought that further questioning of the CEEC technicians 
will be beneficial until further data which has been requested 
from the individual countries is received. When this informa- 
tion is received the working party feels it will then be able 
to determine whether the US has the productive capacity to 
supply the requested items. The bottleneck here is caused 
by the fact that Europe in prewar years purchased its agri- 
cultural machinery chiefly from Germany. The program proposed 
by the participating countries would bring the mechanization 
of farms by 1951 to above the present levels in the US. The 
increased mechanizetion is to offset the manpower shortage 
rather than to increase crop acreage, 


Food The besic objective of the various agricultural 
programs is to return to the prevar agricultural pattern 
which emphasizec livestock production. In the long run this 
is to US interest as it would recreate 2 substantial market 
for US food grains, feed grains and feedstuffs. However, for 
the snort run, this progrem substantially increases European 
grain requirements at a time when the world supply situation 
is desperately short. Although the European experts state 
that the contempleted level of food consumption is less per 
capita than the prewer average, the US working group feels 
that more information is needed on calori: levels. A ques- 
tionnaire has been completed which, if sent out and fully 
answered, would provide more complete information on land 
utilizetion. The food requirements are necessarily inaccu- 
rate because the full effects of the summer crought were not 
known at the time the report was prepared. Moreover, the 
short world supply of food end feed greins was not fully 
known or taken into considerztion. Further reports which 
have bccn prepered or are in the process of preparation 


indicate 
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indicate that slaughter of livestock will be accelerated 
because of the short feed situation. The US working group 
feels that insufficient thought was given to the possibility 
of using available commodities such as sugar, certain dried 
fruits, and pulses from non-participating countries, and 
fish, fruit and vegetables from participating countries. No 
attempt was made at Paris to fit individual country submis- 
sions into a realistic appraisal of food availabilities, as 
the CHEC considered this an allocation job and outside of its 
terms of reference. Prices used for the entire four-year 
period were those prevailing on July 1, 1947 in the principal 
sources of supply, and in view of the present rapid price 
changes, those calculations are already out of date. 


The US has established 10 sub-working groups to prepare 
reports and analyses of net import availabilities for each 
of the food commodities listed in the CEEC report. These 
revorts, however, will not be ready for another week or two. 


Fertilizer The level of fertilizer proposed by the 
CEEC report in 1950-51 would be about twice the prewar level. 
There is no question out that this goal is necessary due to 
the drain on earth fertility during the war years. The 
critical item in this category is nitrogen, since it is be- 
lieved that phosphate and potash requirements can be met from 
North African imports and eastern Germany. The report does 
not show the full ni*rogen capacity of the individual coun- 
tries nor does it iniicate current utilization. This infor- 
mation has been reauested. 


Electric Power The Paris report presents tne require- 
ments of the participating countries for electric power for 
each year 1947-1951 and defines by country and year the 
amount of installeé capacity necessary to produce their 
energy requirements, both in a national program and an inter- 
national program, The CZEC program assumes a doubling of 
electric power utilization between 1938 and 1951, although 
=n some countries, such as Greece and Italy, the increase 
would be 150 percent above 1938 end in Turkey 175 percent. 
Planned plant expinsion is established at a value of some- 
where above $5 billion. The European countries feel they 
can internelly finance 211 but about six percent of the ex- 
pansion progrem. This six percent, which would have to cone 
from the US, would consist of specified equipment and a 
moderate emount of raw materials. During the period of de- 
velopment and expansion only a small amount of export of 
gonereting equirment would be made to non~participating coun- 
tries. The US side feels that certain additional information 
is mandatory before sound eppreisal can be made of the pro- 
gram, cnd it is hoped that this informetion will be made 
available shorty. 
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Timber The interim rerort of the US timber group places 

a great deal of emphasis on the fact that the US itself is 
now a net importer of timber procucts end that we mist re- 
build our forests rather than Geplete them for shinmer:ts 
abroad. The US side appears to feel efter preliminary ex- 
amination that there is some indication that the destruction 
of Eurodean forests has been exaggeratec and tne US capacit 
to export over-estimated in the CHSC renort. Traditionally 
we are timber exporters to the other American repuclics, 
China, New Zeaiand, Austceiia, Africa and Canaca, end it is 
ecvcommended that this shnovic not be forgotten in developing 

a European program, However, with these words of caution 

the US group states that the timber recnirerents listed ap- 
pear to te reasonabie in total, including the quantities pro- 
posed to be obteainsea from the US. It must be remembered that 
the timber ne2cs affect all parts o* the reconstruction pro- 
gram since timber is esse sntial to pit props for the mines, 
ties for railroads, cecking for ships, iumder for housing, 
and boxes for internal and external trade. 


Maritime Transport A grect deal more information on 
maritime 1 transpor* appears to be necessary, and the CEEC 
technical expert has returned to London for 2 conference with 
representatives “of the other participating nations. fome 
criticism has deen mede of the emphasis which the report 
piaces on shipovilcing. The pvarvicipeting nations justify 
their program of 17 willion deadweight tons construction in 
1947-1951 on the grounds that shipbuilding is for many coun- 
tries a basic industry, lacor for the most part is not inter- 
changeadle, fleets are below prewar level and shipping is the 
most economicel anc cffective method of obtaining foreign 
exchange. Since Europe vill be ona snbstantisl import basis 
in steel from the US and since new European ships would com- 
pete with our vesscls, US technic2l experts feel the ship- 
building program should be furcher explored. The passenger 
ship progrsm too, as outlined in the CZEC report, is likely 
to meet with opposition from US shipping interests and the 
entire situation will have to be hancled with great care. 





or And Stcel In preparing thcir steel requirements, 
CFEC acted on the assumption that sufficient coal end other 
raw materials would be available througnout tne four-year 
period to permit production at capacity icvels in all the 
participeting countries except Gormany. This emounts to a 
40 percent overall increase in prewar production, with the 
increase in Frence running at §0O percent. The crucial factor 
is a coke supply of 50 percent higher than the present aveil- 
ability. If coke is not availiable in sufficicnt quentities, 
the countrics tnen state they would have to increase their 
requests for pig iron anda steel from the US. aa; 
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All participants provide for an increese in iron anc 
steel cepacity with some US assistance recuired in all cases, 
althougr in countries like the UY 2anc France, only abcut 10 
percen. of the equipment required is expected to come from 
the Uf... In planning for imports of plant and equipment the 
possi oility of receiving reparation plants from Germany has 
not Leen talen into consideration on the theory that such 
Geliveries cannot be counted on during the period in ques- 
ticn, anc, even if such deliveries are made, no indivicual 
country could be assuirec in advance of a particular alicca- 
tion. It is claimed that there is a 6.5 million ton capecity 
in the bizonal area of Germany over that allowed uncer the 
level of industry pian. Of this, 4 million is considered to 
be in gocd condition, or more than half of the projected in- 
crease in capacity for 1947-1951 es contemplated by the CEEC 
countries, About 49-50 percent of the steei requirement 
figure is for programmed equipment in*ustries. Since at 
least 50 percent of the steel is scheduled for non-prorsrammed 
items, some reduction in recuirement figures snould be feasi- 
ble. Further infcrmation has been requestec on the type of 
imports and capacity for them from the 16 countries, troken 
aown as between scrav, crude and semi-finished steel and 
finished steel, 





been expressed by the US group on the inland transport sec- 
tion of the CEEC report. It now appears necessary to re- 
quest not only consicerabiv more infuormetion, but also a 
fundamental revision of the methods of analysis in order 
justify conclusions. The Feris report estimetes the net 
Geficit for railway equipment to be $490 million and a need 

f $204 million for reilwav ties. It is not felt in Washing- 


i 


vO 


ton that the Europetn countries, inclucing western German, 
have accquately Cemonstratec eilher in the Peris report or 
sr US 


in the oral discussions in Washington thcir need fx 
equipment although it is realized that the need mey well 
exist, 


Mining Machinery A great deal of criticism is also 
levelea at the irformation supplied on this suoject. The 
section dealing with mining machinery has been called inaccu- 
rate and inadequate cue to the fact thet the progrem is 
statea in dollars couverted from tot-ls cerived in icc2i 
prices anc exchange retes with no stendare of prices or cx- 
change rates being established, There are many noticeeabie 
technical omissions in the report anc che discussions in 
Washington have done nothing to fill these gaps. Specific 
criticisms arc that production tarects are bascd upon as- 
sumptions which appear unlikely of fulfillment; there is no 


indication 
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indication of coordination or management of the program as a 
whole; assumption of imports from the US are on a scale which 
is not considereo safe for such planning; priority was not 
given to component parts of mining machinery; output per man 
in the production schedule is too low to be effective; and 
there appears to be inefficient planning and programming in 
general. In conclusion, the working party's interim report 
states that the omissions in this section of the report are 
of such importance that the probabilities of achieving the 
objectives are small. 


Coal Availability of coal is the basic piank in the 
program for economic recovery and in this field Europe is 
faced with a great deficit in skilled labor. Other items 
retarding recovery in the mines are the shortage of food and 
housing for miners and their families. Mining equipment is 
also in short supply. In relation to actual achievements 
during 1947, the goals projected in the report are perhaps 
unreasonably high and the listed possibilities of imports 
from areas othe: than the US are perhaps too optimistic. 
For example, coal imports from Poland are projected on a 
rather high level, on the assumpticn that exports of Polish 
coal to the USSR will decline rapidly and cease completely 
by the end of 1951. This appears to be wishful thinking in 
the extreme. ith the information now at hand it is not 
possible to develop a comprehensive estimate of future pro- 
duction and therefore we have asked for statistics regarding 
the anticipated labor force, number of shifts to be worked, 
man hours per shift, production plans for the Lorraine and 
Saar coai fieids, end further information on UK production. 
An item that must be taken into consideration is the impact 
that demands for metallurgical coal wiil nave on US steel 
production, 


Petroleum The general observation made by US officials 
examining the petroleum charter of the CEEC report is that 
an oil program of such ambitious dimensions cannot be defended 
unless adequate information is provided on specific end-uses 
and their reletion to tne general recovery program. It is 
felt that a close examination of such end-uses would result 
in a substantiai reduction in the size of tne program, The 
net doilar cost involved is ratner confused due to an errofe- 
ous assumption on the part of the drafters of the report that 
there is a distinction between dollar oil and sterling oil. 
The report recommends an extraordinary increase in 1948 con- 
sumption over that of 1947 due to conversion from coal to 
oil in some of the countries, and to replenishment of stocks. 
Plans for petroleum rationing have not been formulated in 
many countries and even in those which have curtailed 
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consumption, the curtailment applies only to gasoline with 
no apparent rationing in Europe of domestic heating oil. In 
any case, the US working group feels that we could not 
reasonably commit ourselves on petroleum exports beyond 

June 30, 1949. 


Conclusions The critical comments of the US reviewing 
group, although extensive, are constructive and should go a 
long way towards developing a report that is both reasonable 
and realistic. There is a growing awareness that failure of 
the so-called "Marshall plan" would mark the end of democracy 
in western Europe. The European advisers now in Washington 
realize as well as we do the faults of the Paris report and 
every effort is being made, and successfully, to obtain the 
cooperation of the participating countries in a revision of 
the report which we feel will be acceptable to the American 
people. The special session of the Congress called for 
November 17 will be presented with a program for interim aid 
to Europe and an outline of the long-range recovery program 
acainst which tu measure the interim aid need in the US. 
There is & growing avareness that a politically stable Europe, 
which is possible only if econoaic progress is made, is the 
only safeguard against the spread of communism. 


GENEVA TRADE AG 
NEGOTIATIONS Co? 


RE 
nT 





HOMENT The US delegation at the Geneva 
(CLUDED trade conference has reported that 

it has now completed satisfactory 
trade agreements, including eliminations and reductions in 
British Empire preferences, with all countries represented 
tnere. Details of the specific commodity concessions included 
in the more than 100 bilateral trade agreements negotiated a 
Geneva will be publicly announced by the UN November i8 just 
before convening the ITO conference in Habana November ei 





The Finai Act and the Protocol of Provisional Applica- 
tion of the Gerncral Agreoment on Tariffs and Trade, negotiated 
at Geneva, are scheduled to be signed October 30. Signing of 
the Protocol by certain so-called key countries on that date, 
namely Australia, Belgium, Luxembourg, Canada, France, the 
Netherlancs, the UK and the US, will make the General Agree- 
ment effective for the countries ccncerned on January i, 1948. 
Non-key countries may sign the Protocol any time up to 
gune 30, 1948. 


* * * 
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SOVIET OIL PROPOSALS After 18 months ef delay, the Iranian 
REJECTED BY IRANIANS Government has rejected the agreement 

which was reached in prineipal by the 
Iranian Prime Minister and the Soviet Ambassador in an ex- 
change of notes on April 4, 1946 for the establishment of an 
Iranian-Soviet oil company, (See page 14, April 14, 1947 
issue of Current Economic Developments.) The April agree- 
ment, which covered concessions in the five northern provinces 
of Iran, provided that participation would be 51 percent by 
the Soviet Government and 49 percent by the Iranian Govern- 
ment during the first 25 years, and 50-50 during the next 25 
years. 


On October 22, the Majlis by a vote of 102 to 2 passed 
a bill, which, besides declaring the April 4 agreement null 
and void, provides for petroleum exploration to be carried 
out by the Iranian Government during the next five years. 
If existence of petroleum in commercial quantities is proved, 
the government may enter into negotiations for the sale of 
petroleum to the Soviet Union. The bill provides that the 
government will not be permitted to grant any oil concessions 
to foreign powers or to have foreign partners or assistance 
in oil exploration and exploitation. The government will be 
called on to take steps to right wrongs done to the people 
of Iran in connection with subsoil resources especially in 
southern oil fields, 


iranian Reaction Embassy Tehran has reported that 
Prime Minister Qavam is apparently pleased that the question 
had advanced thus far, although he had urged that if the 
Majlis rejected the exchange of notes it should do so ina 
manner which would not close the door against future negotia- 
tions. Qavam indicated that the Soviet propaganda campaign 
had already begun in the interpellation, made by a pro- 
Soviet deputy, accusing Qavam of various illegal acts. Ac- 
cording to existing rules of procedure, the government must 
reply to an interpellation within one month, following which 
a further vote of confidence is required. 
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The failure of repeated 
efforts to obtain USSR 
a recognition of the fact 

wameviet take-over of ‘the Lobau oil refinery in Austria is 
tantamount to exacting reparation from United Nations nation- 
als culminated in a US note on October 31 formally protesting 
Soviet action. On August 1 of this year Soviet:troops seized 
the refinery claiming it as a German external asset under. the 
provisions of the Potsdam Agreement and ACC Law 5. Shortly 
after the Soviet seizure both the US and the British protested 
in ‘the Austrian Treaty Commission, pointing out that this 
property is entirely owned by US and UK companies through 
their ‘wholly-owned subsidiaries located in Germany. The 
Soviets refused to acknowledge that the Treaty Commission had 
jurisdiction in this case and the issue. was referred to the 
Allied Commission, In reply to-our protest to this body, the 
Soviets informed us that we would have to take the matter up 
through diplomatic channels. We had hoped that the question 
could be worked out during the discussions of the Austrian 
Treaty Commission and withheld action at a governmental level. 
However, since the ATC completed its work without adequate 
discussion of this case, it was decided to protest directly 
to Moscow. 





 -In our note we call attention to the fact that the 
property in question is entirely beneficially owned by US and 
DK interests. The facts were never denied by the Soviet 
representatives in Austria, but they insisted that the refinery 
was eligible for reparation ander the provision of Law 5, 
which vests in the German External Property Commission (GEPC) 
all property outside of Germany of German juridical persons. 
We hold that the language of Law 5 is sufficiently broad, 
drafted so because of economic security considerations, to 
vest. title to property in apparent German ownership in the 
GEPC: pending the requisite investigation and the ultimate 
transfer of title to external assets actually owned by Germans 
to the proper reparation claimants in accordance with inter- 
national agreements. We have held continuously that the 
be al ownership rights must, in conformity with generally 
ac , principles of law, be recognized and the property 
re to its rightful owners. The Soviet interpretation 
that. a corporation organized under German law, regardless of 
beneficial ownership, is to be considered as German and eligi- 
ble for reparation is completely inadmissible. This, in 
fact, represents a. reversal of the principles accepted by the 
Soviets in the Peace Treaties with Italy, Hungary, Rumania, | 
Bulgaria, and Finland, in which specific recognition is given 
to the beneficial interests of UN nationals in properties | 


located 
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ed in those countries which are.held, directly or in- 
eetly, through corporations er asseciations which were 
hemselves UN nationals. We have stated that we. cannot 
rd the Soviet interpretation of Law 5 as representing a 
legitimate difference of opinion regarding legal matters, 
since the Soviets also hold to the position that Law 5 is 
not applicable to vest title to German assets in eastern 
Austria, a position with which we cannot agree. 







The net result of the Soviet action is to exact repara- 
tion from US citizens, a situation which we cannot permit. 
We therefore ask, in our note, that the necessary steps be 
taken by the Soviet Government to recognize the interest of 
US citizens in the refinery at Lobau. We also ask that as- 
surances be given that similar seizures of US property will 


- not occur in the future. 


The British have also protested the seizure on behalf 
of their nationals. 


US COAL EXPORT There is a possibility of improvement in 
PROSPECTS IMPROVE the US coal supply end, while prospects 
... for the US coal export program still can- 
not be predicted, the situation appears less alarming now 
than it has been for the past few months. The improvement 
in outlook is reflected in the fact that. the US Coal Comnit- 
tee continued for Deember the November level of allocations 
of three million tons for Europe, plus 500,000 tons for 
other destinations. The Committee also agreed that the ten- 
tative availability for the first, quarter of 1948 would be 
between 2.5 and 3.5 million tons monthly for Europe. How- 
ever, as prospects are still uncertain, no announcement will 
be made which might create unwarranted optimism in other 
countries. | } | 





-: Included in the reasons for possible improvement.in the 
ml supply are: 1) car supply availability to the coal 
; cing industry is expected to improve with the closing 

the Great Lakes transportation season, curtailment of 
road-building, and ending of processing cf the sugar beet 
rop; 2)' coal production during the past three weeks has 






‘averaged 12.75 million tons, compared with 11.5 million tons, 


subsequent to the new wage contract, and it is believed that 


the industry will be able to maintain this level of produc- 


tion as it becomes adjusted to the shorter work week; and 


3) there 
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;was no appreciable demand for curtailment of exports 


mt meeting of cogl producers, distributors and con- 
plied: by the Interior Department. 







erts of scarejty ef eoking ¢soai for metaliurgical 
purposes are stili being reeeiyad and the US Goal Committee 
ig..investigating the possibility of es a blishing quality con- 
trols on the export of coal. 


While US compensa- 
: tion negotiations 

: with Czechoslovakia, 
Yugoslavia and Poland remain virtually at a standstill, there 
are indications of a possible interchange of information 
among these governments in regard to nationalization negotia- 
tions with the western powers. Bmbassy Warsaw reports that 
British experience in recent telks with the Poles reveal ap- 
parent discussion of controversial points among the three 
satellite governments and the establishment of a system of 
clearances, which may explein delays encountered by various 
countries in settlement of their claims. 








: Pola The announcement that Poland hopes to conclude 
its entire nationalization program by the ena of the year 
has caused concern to Embassy Warsaw as it may mean that 
American property will be nationalized without provision for 
compensation before a general agreement for settlement with 
American owners is signed. In view of the recent stiffening 
of the Poles! attitude on nationalization matters, the Embassy 
believes that American claims would be prejudiced by prior 
nationalization of the property under Article II (i.e., with- 
out compensation). The Polish Government is willing either 
to sign the draft agreement on compensation reached in March, 
which may not cover the largest American claimant, or to 
mt by a subsequent US proposal to include this claim- 
Jland obtains financial assistance. After a careful 
on of the many implications of extending credit to 
t was determined that the US has no objection to a 
proposed International Bank loan of $47 million to. Poland to 
rehabilitate the coal industry. 


¥ 







! vakia The reason for failure to reach a gen- 
eral agreement on principles of compensation for nationalized 
property is the refusal of the Czechs to agree to pay com . 
pensation in dollars to their former citizens who were | 


, naturalized 
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lized in the US after September 17, 1938, This stand 
Mapposed by the US on grounds that, by statute, no distinc- 
t is to be made between naturalized and native-born eiti- 
zens. Although no overall settlement has been attempted, 

the Czech Government negotiated last May with several lange 
individual American claimants for compensation for national- 
“ized property with a‘view to reaching "informal understand- 
ings" with each ef Se claimants as to the uitimate basis 
for settlement. Negotiations with additional large American 
claimants are now expected to continue. Embassy Praha is 
doubtful, however, that these settlements will be ratified 
by the Czech Cabinet until after the general election sched- 
uled for next May, unless the international situation and 
political tensions within the government improve. According 
to Czech officials the insistence of American claimants on a 
substantial portion of the payments in dollars, in the light 
of Czechoslovakia's steadily deteriorating dollar position, 
is one of the principal difficulties in having these settle- 
ments approved by the government. : : 


slavia There have been no further developments in 
Washington talks with the Yugoslav Government since their 
negotiators agreed at a meeting on September 2 (see page 12, 
September 8, 1947 issue cf Current E Economie Developments) to 
submit a written statement of their previous comments on the 
validity of US claims and to consider an advance of 22.5 mil- 
lion dinars on lend-lease and Plan A settlement account. 


FOREIGN ASSETS IN US STUDIED IN In connection with studies 
CONNECTION WITH EUROPEAN RECOVERY now going on in Washington 
: of the financial needs of 
other countries with regard to the European Recovery Program, 
attention has been focused on assets in the US belonging to 
the governments of-the 16 countries asking for US aid or 

4 nationals, which are estimated at more than $11 billion. 
‘Nature and availability of these holdings have been exam- 
-in the light of the requirements of these countries. - 












Studies of the gold and dollar balances of the 16 Euro- 
pean countries reveal that, after allowances are made for 
Minimum amounts required for the conduct of current trade 

and for monetary reserves, in only two or three cases are 
there additional sums remaining. Furthermore, the two or 
-three countries that possess balances above the minimum are 
countries for which little or no financial aid from the US 
is contemplated. 
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In addition to. gold and dollar balances the 16 countries 







have in holdings of securities and ether foreign assets. 
These. Sidings, ' however, are quite small except-in the cases 
of the , Switzerland, the Netherlands, France and Sweden. 


United Kingdom The extensive liquidation of foreign 
assets during and since the war by the UK, together with the 
accumulation of a heavy foreign indebtedness, has reduced 
greatly the income from abread on which the UK formerly de- 
pended to heip pay fur necessary imports. The liquidation 
of the UK's remaining foreign holdings would aggravate still 
further tre countrr s balance of payments problems. In addi- 
tion, practical difficulties would be involved, since most 
of these holdings are not in liquid form or. are held against 
dollar liabilities such as those of British insurance con- 
panies. 


France Likewise, France has disposed of a large portion 
of her foreign assets and-is actively working on the problem 
of uncovering all of the privately owned French foreign as- 
sets. In July 1947 France vested all US securities owned by 
French citizens, and is preparing to dispose of the entire 
amount. France has used up practically all of her gold and 
dollar balances, so that these balances are now far below 
the amount, consicered necessary for the effective conduct of 
foreign trade and for the maintenance of a sound currency. 


The Netherlancs . Registration of privately held foreign 
assets has been required by the Netherlands Government, which 
has taken title to all private gold and dollar holdings. The 
government has been fairly successful in its efforts to in- 
duce private holders of foreign assets to liquidate them on 
a voluntary basis. Since. the end of the war the Netherlands 
has incurred a dollar debt of around $500 million and has 
undertaken to liquidate about $180 million of dollar assets 
to retire a debt of this amount to the Eximbank. 


Privately-Owned Concealed Assets A minor portion of 
these. 16 countries' holdings in the US consists of privately- 
owned wcealed assets of their nationals in gold, dollar 
or other dollar assets. Considerable publicity has 
to these assets, which are not available to for- 
tries for use in the present emergency. In this 
connection the US has been studying the extent to which:it 
can give assistance to these countries to enable them to .. 
utilize,, to the extent desirable, these assets or the income 
therefrom. Under consideration are the possibilities: 1) 
to ask the countries expecting to receive aid under the Euro- 
pean Recovery Program to do everything possible to uncover 


these 
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these. assets and to establish effeetive exchange controls so 

that the current income therefrom should accrue to the bene- 
rit af the country; or 2) to ask Congress to authorize the 

A stration to give assistance in locating concealed assets, 
when requested by foreign governments and when deemed feasible 
by the US, on the basis of reasonable information that such 
assets are in the US. 


STsPS TAKEN TO SPEED UP DELIVERIES The Department is study- 
OF RESIDUAL LEND-LEASE PIPELINES ing ways to expedite 
) deliveries of residual 
lend-lease pipeline commodities, The 80th Congress, under 
Public Law 271, authorized delivery to governments, other 
than the USSR, of the balance of materials under pipeline 
lend-lease agreements. This came after a "freeze" which 
went into effect December 21, 1946, under which expenditures 
incident to the export of pipeline shipments were prevented. 
(See page 2, June 2, 1947 issue of Current Economic Develop- * 
ments.) The law authorized $500,000 for administrative ex- 
°: penses of the Bureau of Federal Supply to liquidate these 
lend-lease pipelines, 


The ten foreign governments concerned had commodities 
due them as of June 1, 1947 of $8,063,277. Of that amount 
commodities valued at $1,660,522 were in storage and have 
since been largely shipped. The remaining $7,402,755 repre=- 
sented materials which as of June 1 had not been delivered 
by the manufacturers. The Bureau of Federal Supply, as. 
liquidating agency, is eager to terminate the pipelines as 
rapidly as possible. It favored shipping all of the unde-~ 
livered goods in storage, taking delivery and shipping all 
of the remainder that could be obtained from manufacturers 
prior to October 1, and canceling the then outstanding bal- 
ances. The Department, on the other hand, felt that all ef- 
forts should be made to ship the maximum amount inasmuch as 
commitments had been made to deliver the materials. Asa 
result, meetings were held with foreign mission representa- 
tives and with certain manufacturers' representatives and 
some arrangements have been completed which should expedite 
deliveries. In other cases, it may be necessary to inter- 
cede with the manufacturers in an attempt to effect deliveries. 
In communications to the Bureau of Federal Supply, the possi- 
bility has been suggested that orders, particularly with the 
steel companies, might be transferred over to the European 
Recovery Program when it develops. 


e, Where 
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Where contracts for spare parts have been 90 percent or 
‘morev@@iiveted’and the balances are not essential to the 
opergi of the items concerned, limited cancellation author- 
ity Bas been extenced the Bureau with the concurrence of -the 
foreign goveriuments. Arrangements have been made whereby 
Australia and Fraace will pay the necessary increases in 
“costs to the Aliis Chalmers firm ior tractors and spares, 
the US paying -ne original contract prices and the increases 
becoming the subject of private arrangement between the 
governments concerned and the Allis Chalmers Company. The 
Federal Bureau. of Supply has concurred in this arrangement. 

A considerable portion of the pipeline was due from the Allis 
Chalmers firm, delivery having been held up because of the 
prolonged strike. In the intervening months prices increased 
and France and Australia were concerned for fear they would 
not get those much needed supplies. France has also indi- 
cated a willingness to pay increased costs for certain steel 
products due from other firms, but it now appears some steps 
may have to be taken to inturc ¢s with the steel companies 

to expedite deliveries. I* r=» also be necessary to inter- 
cede with a rubber company ..: delivery of tires to Belgium, 
China and France. The cenye.) does not now wish to deliver 
for domestic competitive seasons. 





* * * 


TRANSPORTATION FACILITIES OF Another illustration of the 
EASTERN EUROPE STRENGTHENED separation of eastern Europe 
is the interlocking of trans- 
portation facilities in that area. An "International Railway 
Conference" recently was held at Belgrade at which repre- 
sentatives were present from the USSR, Yugoslavia, Poland, 
Czechoslovakia, Austria, Rumania, and Bulgaria. According 

to the Belgrade press, the conference considered problems of 
passenger and freight transport among these countries, set- 
tlement of ownership relations and use of railway cars in 
inte#metional traffic and "completely agreed on the solution 
of y traffic problems caused by the war." Embassy 
learned that the conference established a standari 
for rdination of the entire railway system in southeastern 
Burope with that of the Soviets, officially recognized the 
importance of these communications to strategic military needs, 
and discussed means to adapt them for unimpaired winter 
operations. 










Transportation 
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Transportation is being emphasized in commercial agree- 
ments among these countries. A Soviet-Rumanian railway con- 
vention was signed early in October, according to the Bucharest 
press, and negotiations are still under way for implementa- 
tion of its technical terms. According to reports from the 
US representative of AC Rumania, the completion of the rail-- 
way line between Jimbolia and Isai during 1948 will give the 
Soviets direct passage through Rumania ta Yugoslavia. Plans 
are reported to envisage the construction of a great middle 
artery of rail transportation through Rumania, shortening 
the distance by more than a hundred kilometers. 


A conference of eastern European travel agencies was 
recently held in Warsaw, attenced by Yugoslavia, Czechoslo- 
vakia, and Poland. Stressing the necessity for closer coop- 
eration among the travel agencies of the Slav countries, it 
was decided to invite the travel agency of the USSR to co- 
operate, 


Last spring a Central European Wagon Exchange Commissior 
(CEWEC) was established at Praha as the eastern European 
counterpart of the ECITO Wagon Exchange Commission for 
Western Europe organized in 1945. The Paris organization 
covered Austria, Belgium, Czechoslovakia, France, Italy, 
Luxembourg, the Netherlands and the three western zones of 
Germany. The Praha organization apparently consists of 
Poland, Hungary, Rumania, Bulgaria, Yugoslavia, Italy and the 
Soviet zone Germany. Austria was invited but to date has 
particivated only as an observer. Under the administration 
of the Czech Ministry of Transport, CEWEC now gives promise 
of becoming an efficient car service organization. Our Mis- 
‘sions in Paris and Vienna concur that Austria should partici- 
pate in both the Paris and Central Europe organizations but 
not in CEWEC alone. 


CY RESTATED 0 In response to questions raised by 
CIVIL AVIATION OMGUS, the Economic Committee of the 
Air Coordinating Committee has been 
formulating a restatement of US policy on German.civil avia- 
tion clarifying the procedure for its application. The ree 
statement will be finally approved by the Economic Committee 
next week. Most of the questions submitted concern internal 
air transport services and international service to and 
through Germany. Other questions relate to authority of 
occupation officials in dealing with German civil aviation 
problems and the coordination of US-UK bizonal civil air 


policies, 
OMGUS 
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,QMGUS particularly desired clarification of the extent 
warticipation in German internal aviation and our atti- 
ward participation by other occupying powers and 
nations. The Committee has reiterdted the intent 
original policy statement that US participation in 
internal German air transportation. shouid be pestricted to 
US occupational needs and the basie requirements of its com- 
merce and postal geryice, This policy camtemplates a similarly 
restricted service by other eccupying powers and by non- 
occupying powers. The limited internal service envisaged 
necessitates a large measure of dependence upon international 
routes, particularly those of non-occupying countries, for 
the development of European air transport services capable 
either of adequately serving the public convenience or of 
making.a significant contribution to the économies of Germany 






We favor extension of caBbotage rights in the occupied | 
zones of Germany to carriers of both occupying and non-occupy- 
ing nations, giving preferential treatment to the carriers 
of occupying powers on inter-city traffic served by routes 
of both. Such cabotage rights are to be extended in the US 
zone (including reciprocal rights invelving US-UK interzonal 
traffic) to nations with whom we have satisfactory aviation 
relations. We also favor permitting the termination of 
international civil air schedules and/or routes in Germany 
without restriction upon the number of intermediate stations 
which may be served, provided that: 1) development of addi- 
tional airports or extended ground facilities are not required 
at either terminal or intermediate stations in Germany; and 
2) maintenance and operation of all facilities traversing the 
US zone should be performed by or under our supervision. 
These carriers should enjoy Fifth Freedom and cabotage rights 
subject to the reservations outlined in favor of airlines of 
occupying powers. Although as a practice the US opposes 
schedule restrictions, we will recognize agreements volun- 
tarily entered into by carriers on routes of non-occupying 
conducting parallel operations to the US zone. In 
ent OMGUS is called upon to arbitrate in this matter 
id advocate frequencies in approximate proportion to 
ive Third and Fourth Freedom traffic volume trans- 







by the participating carriers. 


* 


The 
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ne Air Coordinating Committee -skatémerit reiterates the 
isthe authority for ’implemedtatiorn of ests=blished US 
ikey with respect: to civil’ av{ation iri Germany rests with 






Wheater Commander, consistent with furictions and re- . 
sponsibilities of other government agencies concerned in the 
supervision and regulation of. US civil Aviation. | 


OMGUS will be informed that we strongly oppose the 
establishment by any of the occupying powers of a commercial 
air transport system based «in Geraan?’ tnd ‘would be opposed 
to the granting of operating rights in-the US zone to sich 
an- airline. We have been assured informally by the UK that 
it. has abandoned efforts to form a joint US-UK internal air- 
line for service within Germany. Furthermore, it is expected 


- that the UK will endorse the principles set forth by the Air 





- Coordinating Committee and will cooperate fully in effecting 
@ workable procedure in the Bipartite Civil Aviation Panel 
for establishment of a bizonal civil air‘ pattern. — 


US RELIEF PROGRAM FOR Relief commodities for China. under 

CHINA GETS UNDER _ wAY the US Foreign Relief Program have 
been programmed in the amount.of 

$27,700,000, including transportation costs. This provides 
for 50, 600 long tons of wheat and 43,000 long tons of rice 
allocated from tne US and approximate! y 30,000 long tons of 
rice allocated from Siamese sources. The balance of the 
program will consist of medical supplies. Procurement of 
some items is already under way in the US and shipments are 
epperves to start by the end of November. 


hg _ The everall demands for cereals in China are so large. 
the: “Pelief program cannot meet all.needs, For maximum ef- 
fectiveness, therefore, it is planned to distribute the US 
relief cereals mainly in coastal cities. Thus, rural areas 
badly in need of cereal supplies which they grow will not 
have to send a substantial part of their local supplies to 








' the 
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the large rben centers. Concentration of the relief dis- 
tribution in key coastal cities will not, however, preclude 
sending stpplies to needy famine areas in the interior. 
Where such direct relief activities are allocated imported 
foodstuffs, it is plannec to utilize the services of estab- 
lished voluntary agencies as well as agencies provided by 
the Chinese Government. .The private agencies in China have 
heretofore carried the normal burden of relief responsibil- 
ities and both the US and Chinese Governments have agreed 
that this experience should not be lost to the US foreign 
relief progran. 


The new program is to be carried out under the relief 
‘assistance agreement signed October 27 at Nanking by offi- 
cials of the US and Chinese Governments and authorized under 
Public Law 84. Similar agreements were concluded ‘some months 
ago with the European countries receiving US relief assist- 
ance, | 


The agreement contains the usual provisions that US 
representatives shall have direct supervision and control of 
supplies made available by this government and that repre- 
sentatives of the US press and radio shall be allowed to ob- 
serve and report fully, without censorship, on the utiliza- 
tion and distribution of supplies and the use of funds accruing 
from the sale therefrom, as well as that the Chinese Govern- 
ment will arrange for full anc continuous publicity on the 
purpose, source, aetna. scope and progress of the program 
in China, 


The agreement states that a distribution and price con- 
trol system shall be inaugurated by the Chinese Government in 
such major urban centers of China as circumstances permit 
with the intent of insuring that all classes of the popula- 
tion, regardless of purchasing power, receive a fair share 
of either imported or indigenously procuced relief supplies. 


Consulate General Shanghai reports that the Chinese are 
expected to appoint a competent liaison and coordinating staff 
for the US relief program. Miao Chihk-ming, prominent Yunnan- 
ese mining and industrial magnate, will probably be designated 
Minister without portfolio in Executive Yuan and chairman of 
& new coordinating commission for the program. Other members 
would be the Vice Ministers of Health, Food, Social Affairs 
and possibly Finance. At least two or three members, presum- 
ably from the Executive Yuan, would be designated to serve in 
addition. The secretary general of the new commission will 
have a staff of about ten technicians and economic assistants 
as a secretariat. . 


* * * 
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FAO COUNCIL TO FORMULATE A decision is expected shortly on 
PROPOSAL ON IEFC “MERGER the pronosal mado by the Geneva 

: Cenfarence of the Food and Agri- 
culture Organization that it assume the International Emer- 
gency Food Council's functions of recommending allocations 
for commocities in short supply. The Council of the FAO, 
which is to meet in iashington November 5, will formulate 4 
plan for effecting the proposed merger. , 





The FAO Conference which met in Geneva this fall recom- 
mended that the IEFC allocation functions, then scheduled to 
terminate December 21, 1947, be continued anc incorporated 
into the newly-established Council of the FAO. (See page ll, 
October 13, 1947 issue of Current Economic Developments.) 

The US delegation, under its instructions, supported the 
resolution calling for a merger. At last week's meeting of 
the IEFC, however, Secretary of Agriculture Anderson, the US 
representative, expressed opposition to a merger of the IEFC 
anc the FAO at this time. Thereupon the IEFC adopted a reso- 
lution requesting the FAO to state in detail the basis upon 
which it would propose to put the merger into effect. Al- 
though Secretary Anderson's position was not stated in detail, 
it could be assumed that he. would consicer a- nominal merger 
oer possibly a later merger. 


The Department has prepared and secured Agriculture's 
informal approval of the. following position for the US repre- 
sentative to take at the FAO Council meeting. If a merger 
of the two agencies is to be made, it should be accomplished 
with the least possible disturbance to existing arrangements 
and operations in the field of ailocationss; the necessary 
Commodity Committees should be continued with present member- 
ship, functions and staff, and coordination should be con- 
tinued by the present Secretary-General of the IEFC, who 
woulc be responsible to an Emergency Allocations Committee 
appointed by. the FAO Council, It is anticipated that the 
membership of this committee would be virtually tne same as 
the membership of the present Central. Committee oir the IEFC, 
The Emergency Allocations Committee anc the Commodity Com- 
mittees would be given independent responsibility on matters 
of allecation. If satisfactory terms for the merger can be 
agreed upon, the US will support a merger to be accomplished 
as of December 31, 1947. 
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MEXICAN AND US VIEWS DIFFER ON The US position on explora- 
EXPLORATORY TIDE CONVERSATIONS tory trade agreement con- 

: versations with the Mexican 
Government is considered unsatisfactory by the Mexicans. 
(See page 12, October 20, 1947 issue of Current Economic 
Developments.) Our representatives informed the Mexican 
participants that the US cannot enter any new negotiations 
pending conclusion of the Habana ITO Conference and deter- 
mination there of procedures for future negotiations. Then, 
within the framework of the Charter, new negotiations pre- 
sumably will be conducted multileterally. While the US will 
consider increased duties for reasonable protection of sound 
economic industries, there must be compensation by additional 
benefits to the US. We have informed the Mexicans that we 
consider that the procedure provided in Articles X (quanti- 
tative restrictions) and XI (the "escape clause") of the 
trade agreement would be the best possible course of action 
if immeciate measures are necessary to curtail imports. It 
has been suggested also that it might be advisable to trans- 
fer the discussions to Washington to permit a close tie-in 
of the discussions with results at Geneva and preparations 
for the Eabana Conference. 








The Mexican representatives' first reaction to the US 
position wes that it was totally lacking in understanding of 
their problems and that, unless a solution could be founc, 
internal political considerations would greatly influence 
Mexico's position at the Habana Conference. The majority 
view of Mexico's Superior Council of Foreign Trade, composed 
of the Ministers of Foreign Relations, Treasury, Economy, 
Agriculture and Marine, was that Mexico should either not 
attend the Habana Conference or should attend and join-a 
Latin American bloc in attacking indt~*trial countries' inter- 
ests in the draft Charter. The major. ty of the Council wish 
the exploratory conversations to continue in Mexico City and 
the minority want to break off all conversations. 


The Foreign Office has presented to Embassy Mexico City 
a memorandum stating that, while Mexico appreciates the fact 
that the US must adhere to the ITO Charter, the US must 
recognize that Mexico has no obligation to consider multi- 
lateral negotiations until it is a party to the Charter. 


The Embassy has been informed that President Aleman is 
expected to sign a decree on November 4, providing for the 
general raising of tariffs outside schedule I of our trade 
agreement. The Embassy's informant steted that the decree 
will not provide a 30-day grace period. The Embassy is sure 
that many of the increased tariffs will include a protective 
element, although the Mexicans state that the general rule 


is to restore ad valorem equivalents. 
. * * 
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This weekly publication is designed to highlight developments in the eco- 
nomic divisions of the Department of State, and to indicate the economic prob- 
lems which are currently receiving attention in the Department. It is suggested 
that copies be retained on file, as reference will sometimes be made to previously 
reported items to avoid repetition. 


Document Security Instructions 


This document should be treated in accordance with current instructions 
regarding security measures for SECRET material. Extreme care should be ex- 
ercised to avoid public or private discussion of the information herein with or in 
the presence or hearing of any person not authorized to have knowledge thereof. 
For general purposes all Foreign Service Officers and other responsible economic 
Officers are authorized to have knowledge of the contents of this document, 
responsibility for the safekeeping of which will be assumed by each recipienv 
thereof. It may be retained in protected files or, at the discretion of the recipient 
destroyed by burning. If not personally disposed of by the recipient, he will 
assure himself that it is burned in the manner prescribed for SECRET material. 
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WESTERN EUROPEAN COUNTRIES French Fear Bread Ration Reduc- 
FACS FURTHER RATION CUTS tion Ramadier last week again 

. emphar’ zed to Ambassador Caffery 
the gravity of the French bread grain situation, stating that 
as matters now stanc the government will have to cut the 
daily bread ration below the present 200 grams around the 
midcle of December. Ramadier explained that France had been 
unable to procure 825,000 tons of grains allocated by the 
IEFC for this semester. An additional 20,000 tons only are 
expected from Argentina prior to January 1. While Australia 
is expected to provice 270,000 tons, the first arrival will 
not be until January. Ramadier urged supplementary shipments 
of at least 200,000 tons immediately so that the French stock 
position coulc be built to approximately 400,000 tons by 
January l. 











A note was received from the French Embassy by the 
Department which claimed that we had failed to fulfill our 
IEFC program for the period July through December. According 
to our calculations, howeyer, the US. program for France will 
total 620,000 to 625,000 tons as compared to the IEFC recom- 
mendation of 606,000 tons. While our study shows only about 
four weeks' stock for France as of January 1, it indicates 
that if French collections fulfill expectations for January 
to March and imports from Australia arrive according to 
schedule, France's position will be improved in January. In 
view of these conditions, we feel that an emergency alloca-- 
tion for December is not justified. It might be possible, 
however, to arrange for preshipment of not more than 50,000 
tons from the January allocation to be shipped in December. 


Meanwhile, the French Government is considering Soviet 
terms for the expnort of cereals to France and is preparing 
to send a delegation to Moscow to continue negotiations. 
The USSR has informed France that it may be able to furnish 
up to 300,000 tons of cereals by August 1, but that grain 
exports would be conditioned on advance or current French 
payment in industrial and other products. France is trying 
to accumulate carbonate of soda, wool and rayon yarn, and 
waste materials, such as cotton and wool, for shipment to 
Black Sea ports before Jenuary 1,-:1948, It is felt that 
Soviet grain shipped in exchange for the above items could 
not be received in time to alleviate the immediate crisis. 
Other products France proposes to ship to the USSR in payment 
for Soviet wheat include trucks, optical material, scales 
and balances, electrical motors, pharmaceuticals and dyes. 
Embassy Paris considers the Soviet offer a severe letdown 
from earlier widespread Communist propaganda in France that 


1.5 million 
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1.5 million tons of breadgrain would be forthcoming from the 
USSR. The Embassy has inquired whether US shipping could be 
made- available if needed to transport up to 300,000 tons of 
Soviet grain over a period of three to five months beginning 
in January. 


Austria Pleads For Aid To Increase Rations Austrian 
Chancellor Figl has appealed to the Commanding General of US 


Forces in Austria for material aid in raising the Austrian 
ration from 1550 to 1800 calories daily, effective at once. 
For some time now the Austrian Government has promised that 
the ration would be increased this fall and the public ex- 
pects the action to take place in November. At the specific 
direction of the Austrian Cabinet Figl approached US repre- 
sentatives, basing his request primarily on political grounds. 
There is no leftist pressure to increase the ration at the 
moment and it is felt that assistance from the US at this 
time would greatly bolster US prestige. If a ration increase 
is delayed, Figl fears his government will collapse under 
Communist pressure to increase the ration sometime during 

the winter. 








We have informec Erhardt that if hé and General Keyes 
concur with. thecAustrian Government statement that the future 
of the present government devends on an immediate increase 
in the ration, they should inform the Austrian Government to. 
proceed with an increase but to keep it to the minimum. Pre- 
viously reported availabilities, however, are the probable 
maximum which can be purchased for shipment up to March 31, 
1948. It was also made clear that no assurance Can be. given,: 
until after Congressional action, of US funds for Austrian 
civilian supplies in addition.to programmed relief. 


German Bread Ration Subject Of Discussion IEFC has 


asked the Department cf the Army to reduce the present German 
bread ration on the grounds that other "Marshall Plan". coun- 
tries are making cuts substantially below the German bread 
ration. There is no suggestion that total calories be re- 
duced but that other foots be substituted as far as possible. 
for cereals. 


OMGUS believes such a reduction would be both unrealis- 
tic and inequitable. It points out that stringent controls 
are exercised in Germany over foods which in other countries 
are either not on the ration list or are loosely controlled, 
OMGUS said it is manifestly unjust to compare the bread 
ration of bizonal Germany, under these conditions, with the 
bread issue of other countries which generally have large. 
quantities of other food available, much of it unrationed. 
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Such items as potatoes, skim milk, and even fresh fish are 
completely rationed in Germany but constitute a large source 
of additional off-ration consumption throughout most of the 
rest of Europe. Imported grain and flour meet the German 
need for calories in addition to indigenous preduction at a 
cost which is substantially lower than would be required for 
the import of any other types of foods which have so far 
been available. .To divert the cheaper foodstuffs to other 
European countries would either greatly increase the pres- 
ently contemplated occupation costs or reduce the present 
inacequate rations. OMGUS states that it would prefer a bet- 
ter balanced ration but it must remain dependent on bread 
until supplies of other foods are made available in suffi- 
cient quantities and with sufficient stock levels established 
to make distribution possible, which requires certainty of 
delivery anc time to fill the pipeline. To reduce the bread 
ration, OMGUS believes, would be taken as a public admission 
that the US will not support even a minimum recovery of 
German life and economic activity, 


Wheat Diverted To Belgium US aid to avert a bread 
crisis was recently requested by Belgium. It appears that 


negotiations with Canada and Argentina have broken down and > 
attempts to borrow wheat from the UK were unsuccessful. As 
& result the Belgians asked the US to divert three wheat 
boats from Germany if possible. The Army has ordered diver- 
sion of two ships to Belgium to be replaced later by Argen- 
tine rye. 


UK Rations Reduced The British Fooc Minister announced 
that potatoes will be rationed for the first time in the UK. 
Each consumer will be allowed three pounds of potatoes a 
week, The candy ration is also being reduced from four to 
three ounces a week and the total allocations of sugar for 
manufacturing purposes are being cut 25 percent. The jam 
ration, however, is maintained. Winter floods anc the effects 
of the drought are responsible for the potato ration. An 
additional seven cunces of -bread will be allowed weekly to 
persons between 5 and 18 years of age. The present basic 
bread ration is slightly under four pounds a week, 


- Italian Ration Revised Slightly A revision of cereal 


rations was made effective in Italy November 1. The bread 
ration remains at 200 grams daily but instead of the ration 
of 35 grams of corn flour'and 33 of pasta, the new ration 
provides for 66 grams of pasta of which an unspecified por- 
tion will be substituted by an equivalent weight of rice. 
Embassy Rome believes the revised ration should not increase 
Italy's monthly requirement of about 350,000 tons of cereals. 


* * * 
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SECRETARY PRESENTS INTERIM AID On November 10 the Secretary 
PROGRA V OF $597 MITLTON TO CONGR®SS outlined to a joint session 

of the Senate Committee on 
Foreign Relations and the House Committee on Foreign Affairs 
the necessity for US aid to Europe, in particular the program 
for financing interim aid. The proposed legislation, to be 
entitled Interim European Supply Act, Has been approved in 
principle by the National Advisory Council. The program 
calls for an appropriation of £597 million to provide imme- 
diate assistance in the form of food, fuel and other com- 
modities urgently needed by European countries which are 
members of the Committee of European Economic Cooperation 
(CEEC), and is principally directed toward aid to France, 
Italy and-Austria. Of this amount Austria needs $42 million, 
France $328 million and Italy $227 million. 





The Department had submitted to the Bureau of the Budget 
a $675 million program for France, Itely and Austria which 
had been approved, in principle, by the National Advisory 
Council. After a review by the Bureau of the Budget and fur- 
ther discussion, the program totals were adjusted to £597 
million, the amount which is now being requested of Congress. 


Need For Interim Aid The decision to request interim 
financial assistance was mace after a careful and detailed 
examination of tnese countries' resources and the minimum 
import requirements needed during the next few months to 
maintain recovery levels already reached. Special factors 
contributing to a depletion of dollar resources at a more 
rapid rate than was previously anticipated incluce inability 
to convert sterling into dollars since August, rising dollar 
prices, and crop failures in Italy and France, Every avenue 
of US executive action has been explored anc, wherever feasi- 
ble, used to aid in alleviating the dollar shortage. 





The Department is presenting the following estimates 
for the period December 1, 1947 to March 31, 1948: 


France italy Austria 
(millions of dollars 
Total essential dollar 


requirements 556 386 73 
Financed by Interim Aid | 328 227 42 
Other resources available 228 -159 31 


. Requirements for Austria are only for the first three 
months of 1948. 


Commodities . 
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Commodities which are scheduled for supply to France, 
Italy and Austria uncer the interim aid program from Decem- 
_ ber 1, 1947 to March 31, 1947 are as follows: 





. France Italy Austria 
(millions of dollars) 

Wheat 111 Cereals 128 Food 20 

Milk Products 3 Fats & oils 12 Coal 13 

Fats and oils 20 Pulses 5 Seeds, fer- 

Coal from US 116 Milk products 2 tilizers & 

Coal from Germany 9 Coal from US 36 pesticides 7 

Petroleum procucts 22 Coal from 

Cotton 38 Germany 1% Medical sup- 

Fertilizer 9 Petroleum plies 2 
328 supplies 13 42 


Fertilizer & 
other agri- 
cultural 
supplies 19 

Medical sup- 
plies 2 

227 





Administration Of The Program The Department proposes 
that, after passage of enabling legislation and the appro- 
priation of funcs, tne Presicent authorize the Secretary to 
control the allocation of funcs to carry out the program. 

In view of the urgency for immediate action it is proposed 
that the Department utilize existing acministrative machinery 
which is already in operation in connection with the US For- 
eign Relief Program. The Department envisages that the funds 
requested should be completely obligated within 90 to 120 
days after the passage of the legislation. 





Two methods of vroviding for the procurement and ship- 
ment of goocés are embodied in the program. Where unified 
procurement is deemed advisable, particularly in cases of 
commodities in short supply, allocations woulc be made to 
Agriculture, Department of the Army or Pureau of Federal Sup- 
ply (Treasury) which would enter into procurement contracts 
and, i#@.necessary, contract for the shipment of supplies to 
the receiving government. Wherever it is desirable for par- 
ticipating countries to procure their own supplies either 
through governmental or commercial channels, the country 
would receive authorization to proceed with twis procurement 
and woulc make the contracts and pay the supplies and ship- 
ping agents. Upon presentation of necessery facts, i.e., 
terms of contract, delivery of goods, evidence of payments, 
ete., the Department would reimburse the receiving government. 
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' Obligations Of Participating Countries Before any par- 
ticipating country can receive commodities financed under 
this program it must enter into an executive agreement with 
the US including the following provisions: 1) to make effi- 
cient use of these services anc commodities and to take, 
insofar as possible, the economic measures necessary to in- 
crease its ability to achieve a self-sustaining economy; 2) 
to obtain the consent of the President as a condition to the 
transfer of any commedity delivered under the Act to other 
countries or persons; 3) to give full and continuous pub- 
licity within such country as to the purpose, source, charac- 
ter and amounts of the commodities made available by the US 
under this Act; 4) to furnish premptly, upon recuest of the 
President, information concerning the method of distribution 
and use of commodities: 5) to ceposit in a special account 
any funds realized from tne initial disposal by such country 
of any comrodity or service provured with funds made avail- 
able for the purvoses of this Act, and to use the funds in 
such special account only for such purposes as may be agreed 
to between such country and the US. 





In addition, the proposed Act provices that the President 
may, from time to time, »vromulgate such regulations as he may 
deem necessary to carry out any of the Act's provisions; and 
he may delegate to the Secretary of State any of the powers 
or authority conferrec on him under this legislation. 


During the interval between the enactment of the bill 
authorizing aid and the passage of an appropriation, authori- 
zation is requested for the RFC to make funds available not 
in excess of §200 million. The amount advanced will be re- 
paid to RFC without interest from the appropriation, when it 
is authorized. 


Other major principles include: 1) no limitation on 
purchases outside the US; 2) no limitation on the goods which 
may be procured; 3) not more than 10 percent of the funds ap- 
propriated may be made available to countries other than 
France, Italy and Austria, and then only to countries which © 
have participated in the CEEC; and 4) no expenditures of 
funds under this legislation after June 30, 1948. 


Relation To The European Recovery Program The proposed 
bill avoids any phraseology which would commit Congress by 


passage of this bill to the passage of a recovery program. 
However, the Department proposes that the program to he en- 
acted should imply a procedure which "looks forward to a 
recovery program rather than backward to a mere extension 


of the relief assistance". 





* * * 
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RECENT EUROPEAN TRADE At the end of October there vere 136 
AGREEMENTS RiVIn VED trade agreements in effect between 
Eurepesy countries (e:cluding 
Germany), or more thaa half of the 231 passibls bilateral 
combinations in continental Europe. In addition, all zones 
or Germany hed coneluded 32 agreements with European coun- 
tries. A number of long-tirm intra-eastern European asree- 
ments, announcad after that arse decided not ts participate 
in the plan for Evrspcan recorstructisn, are presumably part 
of a "self-help" plan, However, the increase in the number 
of east-west agreements, some of which are long-term, tends 
to indicate that eastern Europe does not plan to adont a 
policy of complete economic isolation or economic warfere 
vis-a-vis western Europe, As of October 31, there were 4° 
agreezents in effect between eastern Furopen countries 
(Austria, Czechoslovakis, Hungary, Rumania, Yugoslavia, 
Albania, Poland, the USSR) and vestern Luropean countries 
(France, Belgium, Netrerlands, Norvay, Sweden, Denmark, 
Finland and Svwitzerlend), ‘thin eastern Europe there were 
27 agreevents in effect and within ~estern Europe, there 
were 28, The remainder of the 136 agreements mentioned 
adove included ilediterranean countries and Iceland. 





_ Germen Trade Agreements Accelerated The acceleration 
oF agreements between the German zones, especially the US-UK 
ard USSR zones, and other European countries continues. The 
bizonal authorities have now concluded agreements with each 
of the eight countries of western Europe, with five countries 
of eastern Europe, and with two countries in the Mediterranean 
area. The US°R zone has concluded at least 11 agreements 
and the French zone has concluded six, The USSR and Frerch 
zone agreements follow the bilateral agreerent pattern, in- 
cluding quotas and clearing of pzyments, but are generally 
of short duration. Bizonal arrangevents, hovever, are not 
typical bilateral agreements but are corcerned primarily 
with reestablishing a trade procedure between Germany and 
other European countries, Thre commodity lists of desiraca 
imports or available exports are not intended as cuotas. 
Althougn the bizonal agreements usuelly esteblisn clearing 
accounts that avoid hard currency payments except for final 
settlements of large balances, hard currency peyments out- 
side Clearing generally are recuired for some of the nost 
important Germén exports; coal, potash ond timber. 





Representatives of the American Mission fcr Aid to 
Greece and of the US/UK zones in Germany recently agreed 
that it is to the joint interest of the two countries to re- 
establish trade on a substantial scaie as cuickly as possible. 
in the light of the responsibilicy tnat the US and CK have 


assumed 
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assumed in both of these cwuntries, it was agreed that the 

whole question should be referred to Washington for a deci- 
sion as to the means of increasing trade. A proposal for 

+ pai trad3 has now been sent to OMGUS for considera- 
ion. 


Representatives of the bizonal area have recently 
signec memoranda of trade and commercial relations with 
Poland, Bulgaria and Hungary. These memoranda in general 
follow the lines of agreements negotiated by the bizonal 
area with other countries. A second conference on trade and 
commercial relations between the bizonal area and the Belgo- 
Luxembourg Economic Tnion has been completed with the draft- 
ing of a formal protocol. Negotiations for the renewal of 
the payments agreement were not concluded. Press reports 
indicate that on October 6 a commercial agreement was con- 
cluced between the Belgo-Luxembourg Economic Union aad the 
Soviet zone. 


The Netherlands has proposed a processing arrangement 
with the Joint Export-Import Agency whereby the Netherlands 
will furnish to Germany 100,000 tons of US coal pius fuel 
oil, iron ore and $4.5 million and will receive in return 
about 105,000 tons of rolling mill procucts from Germany. 
Regardiess of the merits of the proposed agreement, we have 
expressec concern lest such a proposal jeopardize maintenance 
of a large US coal export program. It is felv that diver- 
sion by the Dutch of part of their coal allocation might 
iead to the inference that they were receiving allocations 
in excess of urgent requirements. 





Yugoslav Trade Negotiations There have been conflicting 
reports from Yugoslavia and Italy concerning the status of 
the economic treaty between the tw countries. According to 
a spokesran for the Yugoslav Foreign Office, new trade agree- 
ment proposals made by the Italian Government are being 
studied by Yugoslavia and ali possible efforts are being 
made to eliminate difficulties. Previously an officisi of 
the Italian Foreign Office stated tnat signature of the 
treaty had been indefinitely postponec as a resuit of fur- 
ther Yugoslav demands. in implementation of the Yugoslav- 
Bulgarian economic agreement, customs procedures between the 
two countries were modified October 1, and arrangements were 
made for Bulgarian ores to be processed in Yugeslavia, and 
Yugoslav fruit to be vrocessed in Buigéria. Yugos.avia nas 
signed a trade and payments agreement with Turkey and has 
extended its agreement with Norway. According to tne press, 
the Swedish-Yugoslav Mixed Commission has reacnec decisions 
on trade and financial questions which wiil be inccrporated 
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in the trade agreement. Embassy Belgrade reports that a 
representative of a US firm is returning to the US highly 
pleased with the purchase of Yugoslav ores valued at about 

S6 million. He is carrying a proposal to his principals for 
an immediate credit of about $2 million to Yugoslavia as an 
advance against a Yugoslav commitment to sell his firm $10 
million worth of ore produced in 1948. Embassy Belgrade has 
reported that a Yugoslav firm has placed an order with Willys 
Overlanc for 400 jeeps to be delivered in December, and in- 
tends to purchase 1500-2000 jeeps in 1948. 


Polish Negotiations A Polish-Rumanian trade agreement, 
which was signed in September, provices that Poland will de- 
liver coal, agricultural equipment, textiles, machinery, 
chemicals, glass, steel, transportation equipment to Rumania, 
while Rumania will export to Poland mineral oil products, 
manganese ore, sunflower cakes, wood, lamb anc sheep skins. 
An agreement between France and Poland is to be negotiated 
this month for the delivery by France of mechanical equip- 
ment, primarily for coal mines, to Poland during the next 
four years, with payment to be made in Polish coal. If an 
accord is not reached by the end of November on compensation 
for French assets in Poland, the above agreement will not go 
into effect anc the provisional trade agreement negotiated 
last August will become voic. A French official stated that 
France is willing to accept coal in payments for its assets 
in Poland which are evaluated at £350 to $500 million. 
Poland's foreign trade has now reached 80 percent of its pre- 
war level, according to the press. This figure probably coes 
not take price changes into account. The Soviet Union is in 
first place with 31 percent of the total traffic, while 
Denmark and Sweden each with about 11 percent are next. In 
contrast, 1946 trade with the USSR accounted for 70 percent 
and 50 percent commercial imports and exports, and in 1945 
more than 90 percent of Poland's trade, 





Czechoslovak Trade Activities Czechoslovakia has 
recently concluded trade agreement negotiations with Finland 
and Denmark. Embassy Praha has reported that the Czechs are 
perturbed over increased Soviet demands for steel products. 
In recent negotiations the Soviets asked for more than 200,000 
tons of steel products, compared with the 80,000 tons origi- 
nally included in the trade agreement between the two coun- 
tries, The Embassy has pointed out that if the Czechs pur- 
chase $1.5 million worth of equipment in the US for a new 
rayon factory and three trans-Atlantic planes, both without 
Eximbank loans, as rumored, they will be obliged to refuse 
Soviet demands for manufactured products and to sell to hard 
currency countries in order to replenish their dollar funds 
needed for raw material purchases. 
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Bulgarian Trade Agreements In summarizing recent Bul- 
garian trade activities, the Commerce Minister announced the 
successful conclusion of commercial: agreements witn Sweden 
and the Soviet, US and UK zones ‘of Germany; the execution of 
compensation transa¢tions provided for in the Bulgarian-. 
Hungarian commercial agreement; ‘and current negotiations 
taking place with Czechoslovakia and Italy. A Bulgarian 
delegation in Istanbul is attempting to extend compensation 
transactions with the Near Eastern countries represented | 
there. 





Few Soviet Negotiations In Progress The British Pereton 
Office is reported firm in its position of refusing to reopen 
UK-Soviet trade talks at least until the Soviets meet de- 
faulted payments. A Finnish aelegation which recently went 
to Moscow to negotiate a new'trade agreement with the USSR, 
reportedly will seek a minimum of 250,000 tons of grain. 
Resumption of Italo-Soviet commercial transactions have 
again been rumored and it has been reported that the Italian 
Government will probably send an expert to Moscow to study 
the possibilities of trade. The USSR and Denmark are now 
negotiating a trade agreement. A Belgian delegation is 
scheduled to go to Moscow about wevenver 15 to negotiate a 
commercial agreement. _ . 








Beleian-Luxembourg Agreements The Belgo-Luxembourg 
Economic Union has recently concluded commercial agreements 
with Finland and the USSR zone of Germany, has revised its 
agreement with Switzerland and is negotiating with Haiti. A 
Danish delegation is reported in Brussels to discuss liquida- | 
tion of the Danish debit balance. Both Czechoslovakia and 
Yugoslavia are reported to have exhausted reciprocal credits 
available to them by virtue of trade agreements’ with the 
Union. Ratifications of the Benelux customs convention, to 
be effective January 1, 1948, were exchanged October 29, 





Other European Agreements France has recently renewed 
trade agreements with Denmark and Sweden, and has extended 
its provisional agreement with Chile. According to Lisbon 
newspapers, a Portuguese-Italian commercial agreement was 
signed October 15. Switzerland and Denmark recently concluded 
an agreement supplementing the one of Januery 1947; The’ 
Netherlands and Spain are discussing @ possible trade agree- 
ment whereby the Netherlands would supply coke and potatoes 
in return for lead, pyrites, iron ore, antimony, and fer- 
tilizer from Spain. It has been reported that agreement on 
all.but a few minor items has been reached by the British . 
and Irish in trade and financial: discussions. 
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DISTRISUTION OF SHARES 
INDUSTRIAL FACIUL TIES 


US PROPOSES In another attempt to 
IN SEES: break the Japanese 

reparatien deadlock 
whichis developed in the Far Eastern Commission, the US 
has introduced a new proposal on the allocation cf repara- 
tion shares. We proposed the rellowing schedules for the 
distribution of industrial facilities, which may be made 
available from Japan. The extent to which industrial facil- 
ities will be mece available depends on what level of incus- 
try is agreed upon. No decision on this has as yet been 











made, 
Australia 8 percent 
Canada 1 percent 
China 30 percent 
France 2 percent 
. India 4 percent 
Netneriands 4 percent 
New Zeaiand 1 percent 
Philippines 8 percent 
USSR 4 vercent 
UK 10 percene 
US 28 percent 





On the condition that the above allocations are adopted by 
the FEC, we have expressed willingness to hold 18 of our 28 
percent for redistribution among the FEC countries which 
desire an increase in their shere. This redistribution. 
could be either on tne basis of agreement among the countries 
concerned or in accordance with some other principle, such 
as need. The US woulc not particirate in thet decision, 
however. If the FEC does not accept our suggested ailoca- 
tion for industrial facilities, we will, of course, be at 
liberty to withdraw the offer of redistribution of a portion 
of our share. 

So far there has been no official resction to our 
proposal, 


wD 
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This weekly publication is designed to highlight developments in the eco- 
nomic divisions of the Department of State, and to indicate the economic prob- 
lems which are currently receiving attention in the Department. It is suggested 
that copies be retained on file, as reference will sometimes be made to previously 
reported items to avoid repetition. 


Document Security Instructions 


This document should be treated in accordance with current instructions 
regarding security measures for SECRET material. Extreme care should be ex- 
ercised to avoid public or private discussion of the information herein with or in 
the presence or hearing of any person not authorized to have knowledge thereof. 
For general purposes all Foreign Service Officers and other responsible economic 
officers are authorized to have knowledge of the contents of this document, 
responsibility for the safekeeping of which will be assumed by each recipient 
thereof. It may be retained in protected files or, at the discretion of the recipient 
destroyed by burning. If not personally disposed of by the recipient, he will 
assure himself that it is burned in the manner prescribed for SECRET material. 
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US PRODS SOVIETS ON In an effort to determine the status 
LEND-LEASE NEGOTIATIONS of lend-lease negotiations, on 
November 17 we presented an aide- 
memoire to the Soviets pointing out their delay in continuing 
negotiations and stressing the urgent necessity of reopening 
Giscussions and concluding a settlement at an early date. 

The last meeting of US anc USSR representatives on this sub- 
ject was held on July 18. Subsequently, informal inquiries 

by the US regarding future meetings met with no success. 








Together with the aide-memoire, we presented a note to 
the Soviet# in reply to their two notes vrotesting our action 
in cutting off the lend-lease pipeline. (See page 6, July 21, 
1947 issue of Current Economic Developments.) Our note 
stated that legislative authority to make deliveries to the 
Soviet Union under the Lend-Lease Pipeline Agreement of Octo- 
ber 15, 1945 has terminated anc that no further articles can 
be mace available or transferred under this agreement. ie 
invited the Soviets to discuss with us their claims for al- 
legec damages arising from losses as a result of the termina- 
tion of shipments. The Soviets claim that some equipment is 
rencered useless or uneconomical to operate inasmuch as com- 
plete units have not been shippec. 








US Firms Claim Rovalties The Department has been con- 
cerned for some time with requests from eight US firms for 
compensation from the US for royalties amounting to $14 mil- 
lion on patented processes usec in oil refinery plants pro- 
cured for the USSR under the Lend-Lease Act. In response to 
the Department's request for a ruling, the Comptroller General 
in his letter of November 12 has stated his opinion that the 
Lend-Lease Administrator does not now have authority to enter 
into license agreements for use of these processes and that 
lend-lease funds are not obligated for the payment of royal- 
ties under any such agreements. At the same time, the Comp- 
troller General suggested thet the patent holders could seek 
remedy by judicial action in the Court of Claims for compen- 
sation both for use in the Soviet Union of equipment already 
delivered and for Troyalties which they claim were promised 
them in connection with equipment, only part of which has 
been delivered to the Soviet Government and the balance of 
which cannot be delivered under recent legislation. Although 
the estimated value of royalties cue is $14 million, some of 
these firms have requested royalties to compensate them for 
nationwide use of their processes in the USSR, which, if 
found valid, would involve amounts of much greater magnitude. 





* * * 
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INFLATION AND RELIEF PROBLEMS Mounting inflationary pres- 
ONFRONT US -MISSION TO GREECE sures and intensification of 
the evacuee problem are be- 
coming real threats to the success of the US program for 
Greece, according to a recent report from Griswold. While 
he is encouraged by some of the economic accomplishments of 
the mission and by the realistic approach of a small commit- 
tee which has been established by the government to implement 
the economic program, Griswold expresses great concern over 
recent economic trends. The economic improvement resulting 
from the mission's reform measures cannot be immediate and 
spectacular and will only gradually appear over the coming 
year, Moreover, the entire program will be wrecked unless 
the enormous inflationary pressures now developing are checked. 
Griswold believes the government realizes the gravity of the 
situation and the necessity for vigorously implementing the — 
reform proposals. 








Inflationary Pressures Jeopardizing the program are 
the inflationary pressures, primarily resulting from: 1) 
the effect on public confidence of the military situation; 
2) increased refugee costs; 3) increased import costs as a 
result of rising foreign prices and introduction of the cer- 
tificate plan; 4) supply shortages owing to curtailed import 
licensing during the period while the foreign trade adminis- 
tration was being createc and also to seasonal declines in 
farm produce and reduction of agricultural acreage and loss 
of livestock due to civil wars; 5) temporary but an extremely 
Gangerous increase in drachma circulation arising from credit 
expansion; 6) upward pressure on prices intensified by specu- 
lation; 7) shift of funds to invisible assets such as gold 
because of fears of forthcoming income tax and extraordinary 
levies; and 8) demands for general increase in money wages 
supported by repeated threats of a general strike. 





It is generally agreed that it is administratively im- 
possible to introduce extensive rationing or other effective 
controls in time to alleviate the temporary inflationary 
‘pressures. It is also politically and administratively im- 
possible to implement immediately heavy levies on inco‘e or 
capital designed to force liquidation of gold hoards. ‘indus- 
trial and commercial bank loans heve oeen virtually halted. 
for the past two weeks to prevent possible purchase of gold 
with such funds. Ina further effort to divert funcs from 
the gold market the government announced that importers re- 
ceiving licenses must open confirmed credits within a speci- 
fied time. With regard to wage cemancs, the mission reports 
_ the Ministry of Labor granted an increase in the minimum 
wage for female workers on November 5 without giving the. 


‘mission 
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mission prior notification. Particular concern is registered 
over the prospective cemand for increase in civil service 
rates. Any wage concessions, Griswold says, would imme- 
diately intensify demands of producers for higher prices. 
Unless the wage and price lines can be held, the government's 
budget is meaningless and the mission's economic reconstruc- 
tion and military programs wil] be vitally affected, 


In view of the near panic market situation and acute 
Ganger of runavay inflation, the government and the Bank of 
Greece November 6 approached the mission for advice on gold 
sales. While the mission has opposed reinstitution cf the 
policy of daily gold sales by the Bank of Greece, it had pre- 
viously concurred with the opinion of the US and UK members 
of the Currency Committee that a limited sale of gold would 
be justified if a. sharply rising gold rate should cause a 
crisis which woulc prejudice the aid program. Therefore, the 
mission did not prevent the government from intervening in 
the gold market by sales out of its present stock of sovereigns 
to prevent a complete economic and political breakdown. The 
rumor of impending government intervention in the gold market 
and the sale of some gold was sufficient to cause a sharp 
break in the gold rate ané the price on November 11 was 164,000 
as compared with 190,000 on November 6. The counter infla- 
tionary effect of the golc sales on the market was reinforced 
by conficent speeches by the government and the mission on 
the balanced budget and other progress. The mission states 
that if there is any evicence of an attempt to utilize the 
gold sales as a means of evading reforms, it will immediately 
press for termination of the sales, but it believes the gov- 
ernment is aware of the gravity of the situation and will im- 
plement reform proposals. 


The mission is also deeply concerned over the fact that 
there will be a heavy expenditure of its funds for imports 
during the next few months without assurance that export and 
remittance receipts will recover enough to finance the 
scheduled imports for spring and early summer months. 


Evacuee Problem Another extremely serious problem is 
that of caring for refugees. The guerrilla policy of forci- 
ble recruitment caused a policy of intensive mass evacuation 
of villages from areas within range of their operations. 
Evacuees are now estimated at 310,000 in addition to thousands 
of refugees who fled voluntarily. Unless a reversal of the 
policy is immediately snd effectively implemented, it is 
estimated that evacuees will total a half million by January l. 
Food, clothing, shelter, heat, and health measures must be 


provided 
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proviced by the government and, although provisicen for 
refugee relief has been made in the Greek budget, it cannot 
care effectively for this unanticipated increase beyond a 
short period. Furthermore, the peasants are unable to plant 
their winter crops anc have been -:bringing in and killing 
their cattle which wili have an effeet on food production 
very noticeable by spring. While the government agreed to 
stop further evacuations on November 8, the implementation 
of the order is not yet certain and, in any event, the exist- 
ing refugee problems are still too great for the Greek Gov- 
ernment. The mission estimates that, assuming $50 million 
of the present relief appropriation is available for Greece, 
another $50 million will be required to meet relief costs 
until June 20. 





Reconstruction Problems The reconstruction program has 
been hampered because the consumers goods program is failing 
to yield the estimated drachma proceeds for the reconstruc- 
tion fund. This is due to several causes--feilure of the 
Greek wheat crop, increase in the world price of wheat; sale 
of bread, flour, milk and pulses to the public at prices far 
below cost; distribution of approximately 23 percent of bread 
and flour without charge to indigents as well as free dis- 
tribution of a considerable quantity of milk. The subsidies 
will be paid out of US relief program funds until January l. 
After that cate, however, wheat imports will be greater than 
initially planned because of the failure cf the Greek crop 
and price increases. The mission believes it is impossible 
either to raise the price of food to the low-income groups, 
in an effort to eliminate the subsicy, or to burden the gov- 
ernment's budget with its full cost. It has, therefore, 
agreed to exempt certain fooc imports, after completion of 
the relief program, up to © value of $48 million, from cer- 
tificate requirements. This mesns that such imports must be 
paid from mission funds. ‘While the Greek Government is work- 
ing on plans to credit 5,000 drachmas per dollar to the re- 
construction account for all bread, flour, milk anc pulses 
that are sold (even though prices are insufficient for this 
purpose), the problem still remains of covering the cost of 
the food that is given away, 


Because of these circumstances, Griswold has allocated 
$15 million of the mission's budget reserve for the purchase 
of consumer goods to be sold at the rate of 8,000 drachmas 
per dollar, to be credited to the reconstruction account. 
This will permit the reconstruction program originally 
scheduled until June 20 to be fully financed if the price 
and wage line can be held. Although the reconstruction 


program 
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program is now severely hampered because of military opera- 
ticns in the areas of first priority, reconstruction in other 
arsas is being pushed, 


Allocatien of AMAG Funds Revised allacatioy of mission 
funds is reported as followss rgeonstruction $35,722,500; 
agriculture $14,300,000; consumer goeds $84,450,000; public 
health $2,254,609; training pragram $300,000; American Mis- 
sion $3,200,00%; military $144,038,600; navy $13,836,500; 
total £298,104,200, The balance will be available for con- 
tingencies, 


Major Economic Accomplishments In spite of heavily in- 
creased refugee costs and other expenditures created by the 
civil war, the originally proposed budgetary expenditures of 
the Greek Government have been cut by about 25 percent, ac- 
cording to the mission's report. It is estimated that reve- 
nue from new taxes and improved techniques of collection 
will permit a satisfectorily balanced budget. The impact of 
new taxes on the cost of living will not itself be excessive, 
the report states, and a foundation is being laid to shift 
from consumption to income taxes as soon as possible. While 
it is true that there is on paper a tentative working basis 
for a sound budget, military reverses, increased refugee 
cosces, anc failure to hold the wege and price lines could 
upset present budget plans. | 





The exchange certificate plan (see page 4, October %, 


1947 issue of Current Economic Developments) has been favor- 
ably received and is operating smoothly. Import licenses | 
are now being approved by the recently createc foreign trace 
administration, after closest scrutiny, at a rate of $4 mil- 
lion weekly, with a prospective early incre#se for a limited 
period to a weekly rate of $7 million. 





The threatened general strike of November 6 of 211 wage 
and salary earners except civil servants was averted by 
agreement of reoresentatives of labor, incustry and govern- 
ment working together on a national wage policy committee, 
The wage anc salary rates actually prevailing are said to 
approximate the new legal minimum wage and salary rates which 
will constitute the first collective agreement freely reached 
since pre-dictatorship period. 


Following the uncovering of stocks of supplies in ware- 
houses and on docks, the mission has been urging the govern- 
ment to distribute these as a means of combatting inflation. 
Accelerated distribution can be expected in the near future. 
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With regard to civil government, AMAG reports that the 
agreement to cischarge unnecessary civil servants is being 
implemented and that a joint study is under way for reor- 
ganization of the Ministry ef Supply and some divisions of 
other ministries, The pensinn system is being studied and 
the government has agreed that pension and indigent lists 
must be thoroughly rechecked. The mission says, however, 
that this will require considerable time and continued pres- 
sure, There is a noticeable improvement in the efficiency 
or government services since the program started. 


FRANCE ACTS UNILATERAITY IN SAAR; The French Assembly, by 
ASSEMBLY VOTES FOR FRANC CURRSNCY a substantial majority 

on November 14, passed a. 
law authorizing the establishment of the French franc as the 
official currency of the Saar region of Germany. The law was 
introduced and rushed through the Assembly in one day, re- 
ferred to the Council of the Regublic anc given final approval 
that night. 











Several weeks prior to this action, the Department had 
been notified by the French that it expected to introduce the 
French currency into the Saar about the middle of November 
and we were asked to take cognizance of this action by agree- 
ing to a new regulation of trade between the Saar and the 
bizonal area under which trade would be settled in dollars 
and payments would be cleared through the trade offset ac- 
count which the combined zones have established with France 
proper, Comvoliance with the French request would for all 
practical purposes amount to our recognizing a de facto in- 
corporation of the Saar into the French economy. At tnat 
time, we informed the French Embassy in Washington that, in 
view of our previously expressed willingness to expedite an 
agreed decision on the Saar, and in view of our approval in 
principle of the separation of the Saar from Germany and its 
economic integration with that of France, we could not under- 
stand the reasons for the introduction of the French currency 
prior to discussion of this subject by the CFM. Any change 
in the status of the region, we said, should be effected in 
an orderly and agreed manner. 


In the past we have avoided taking any step which would 
tend to recognize that the Saar was not an integrated part of 
the French zone of occupation. While in September we agreed 
to a French recuest that conversations take place in Berlin 


on 


DECLASSIFIED FOR PUBLICATION IN FOREIGN 
~ RELATIONS OF THE UNITED STATES 








SECRET 


BEST COPY AVAILABLE 


_ -_ 


on a formula by which Saar coal would be progressively with- 
drawy from the German coal pool and regarded as Freneh coal, 
we did so-oniy on the condition that application of, this 
formula be deferred until after there had been an agreed 
change in-the official status of the Saar. In that connec- 
tion, we advised the French that if. CFM did not reach quad- 
ripartite agreement on such a change, we would recognize a 
change in the official status of the Saar as part of any 
discussions on the economic fusion of the French zone with 
the bizonal area, 


Bidault, in his speech defending the currency measure 
before the Assembly, denied that it was premature, stating 
that the law was merely another preliminary measure and said 
he expected the CFM to approve a change in the status of the 
Saar. The only vocal criticism of the bill came from Com- — 
munist members of the Assembly who attacked the measure as a 
unilateral act on a matter that was subject to quadripartite 
determination. The law itself provides that entry into ef- 
fect is dependent on later decrees, but Bidault, when re- 
questing passage, indicated that it would: be sepLenensec 
without delay. 


.We cannot recognize such unilateral action, but in view 
of the composition of the opposition in the Assembly we feel 
the best course is to ignore the projected step. 


Wnile the official text of the law establishing the 
franc as the currency of the Saar-is not yet available, 
Embassy Paris reports the law also contains provisions pro- 
viding for: 1) application of French regulations to maintain 
the value of the currency; 2) changes in customs necessary 
to the application of the present law; 3) the establishment 
of an administration of the Saar mines with financial autonomy, 
authorized to administer all coal mining enterprises in the 
Saar; and 4) the establishment of a rediscount bank of the 
Saar whjch will be the correspondent of the Bank of France. 
The Paris press states that conversions of Saarmarks into 
French. francs will begin 5 November 20 at a rate of 20 francs 


per wese.. v 
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US AND = we tes INFORMALLY DISCUSS ‘Informal discus- 
LOPMENT OF THE MIDDLE EAST sions were recently 
held in the Depart- 
newt with representatives of the British Embassy and the Fer- 
eign Office's Middie East Secretariat to exchange views on 
the extent of US-UK responsibility and opportunities for en- 
couraging economic and cultural development of the Middle 
East. These talks proceeded from a basis of mutual agree- 
ment that the security of the Middle East is necessary to 
world peace and that high cultural and economic standards 
for the population of the area are prereguisite to such sta- 
bility. It was deciced that, in order to achieve these ob- 
jectives, it was important to establish the widest possible 
cultural and technical links between the US and UK and the. 
countries of the Middle East, particularly with groups which 
would be influential in promoting programs to raise living 
stancards of the area. Although any attempt by the Arabs to 
use the Economic Committee of the Arab League Council for un- 
desirabie economic and political objeétives would be viewed 
with disfavor, the influence of the Committee in fostering 
economic development was not overlcoked. 








Outside Aid Recognizing that solutions of urgent social 
and economic problems are the primary concern of the Middle 
East countries themselves, the group agreed, however, that 
the US and UK should furnish not only moral support but also 
practical assistance to sounc schemes of economic develop- 
ment. Development programs in the Middle East should, it 
was pointed out, be integratec with other programs, such as 
the European Recovery Program and the British Colonial Schemes. 





In a note to the Secretary at the time of the Moscow 
Conference, UK Foreign Minister Bevin suggested possible re- 
course to the International Bank as a source for financing 
development programs for the Middle East. While we subse- 
quently expressed general concurrence with the views presented, 
no concrete steps have yet been taken, . 


j.. General agreement was expressed curing the “bilateral 
tks on the idea of encouraging local governments to under- 
tee "sample" projects in situations which precluded larger 
@@velopment schemes. Success of "sample" projects might en- 
courage further development at a later time when conditions 
are more favorable. 








Both US and UK officials acknowledged that increased 
exports from the Middle East to the US should be encouraged 
to augment dollar earnings. The British representatives 
also attached great importance to free use of dollars 
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resulting from dollar loans or royaltias for the. purchase of 
goods or services outside the US. Efficient overation of 
the o11 industry was ccamed necessary and highly desirable 
in order that the industry's cantribution to improved living 
standards would be at a maximum, 


Iraq Development Plans Iraq reputedly has the most 
promising plans for national development. Representatives 
at the informal talks agreed that Iraq's intention to under- 
take consicerabdle economic development justifies support. 
The present comprehensive agricultural development program 
envisaged by Iraq calls for irrigation development in the 
_Tigris-Euphrates River Valley to insure flood control and to 
increase tillable land from about 5 million to 15 million 
acres. This program would also involve the construction of 
villages, various public health projects, and a considerable 
increase in rail anc road transportation facilities. Iraqi 
representatives have approached the International Bank for 
funds to finance the project, placing its tctal cost at about 
$250 million, of which $170 million would be needed in for- 
eign exchange. The Iraquis apparently expect to service the 
loan through future oil royalties. <A planning commission in 
iraq is now preparing documents to support a formal applica- 
tion to the Bank, for which US and UK technicai assistance 
has been solicited. This plan has particuiar appeal in view 
of its eventual aid in relieving the world food shortage. 








Nile Valley Program Another. project which received 
considerable attention in the discussions is the pro- 
posed Nile Valley Authority which would greatly improve the 
productivity of Egypt and surrounding territories. Since 
this undertaking would transcend the boundaries of Egypt, 
involving also Ethiopia and the Sudan, political implications 
as well as technical problems must be cleared up before the 
program can be initiated. As pointed out in the talks, the 
amount of water available for irrigation in Egypt must be 
increased if the rapidly growing Egvptian population is not 
to outstrip the means of subsistence anc consequently depress 
conditions in neighboring countries as well. US and British 
officials stated that every encouragement should be given to 
suitable schemes already proposed, such as the Lake Tsana 
project, for fully utilizing the Niie waters. 





iran, Syria and Lebanon It was agreed in the discus- 
sions that both the UK and US should support forthcoming 
sound applications, if there shouid be any, to the Inter- 
national Bank from Iran, Syria, Lebanon and other countries 
for financing economic development projects. "Sampie" 
projects might be particularily applicable in Iran, Syria and 





Lebanon 


DECLASSIFIED FOR PUBLICATION IN FOREIGN | 
RELATIONS OF THE UNITED STATES 3 














BEST COPY AVAILABLE 


- 10 « 


Lebanon. Similar t» Iraq and Egypt, these countries would be 
cepable of supporting much larger populations and could con- 
tribute substantially to improved regional and world condi- 
tigqge if properly develeped, 


* * * 


FAQ ASSUMES IEFC'S The Internatianal Emergéncy Food Council 
ALLOCATION FUNCTIONS unanimously agreed on November 11 to 
recommend dissolution to its member 
governments upon finding acceptable the proposals made by the 
Council of the Food and Agriculture Organization for its as- 
sumption of IEFC's functions of recommendirg allocations for 
commodities in short supply. (See page 12, November 3, 1947 
issue of Current Economic Developments.) On the same date the 
FAO Council took cognizance of the IEFC action and prepared to 
put the proposals into effect as soon as tne Secretary-General 
of the IEFC informs the FAO Council that a majority of the IEFC 
member governments have indicated their concurrence in the dis- 
solution. Implementation of the merger of IEFC and FAO func- 
tions will be assisted by a Committee for Integration, which 
consists of the Director-General of the FAO and the Secretary- 
General of the International Emergency Food Committee and 
representatives from the Netherlands, the US and UK. 








As provided in the FAO Council proposals, which were de- 
signed to accomplish the merger with the least possible dis- 
turbance to existing arrangements in the field of allocations, 
upon dissolution of the IEFC an International Emergency Food 
Committee will te set up, with functions and responsibilities 
Similar to those of the Central Committee of the IRFC. Member- 
ship in the Internativunal Emergency Food Committee is identical 
initially with that of the IEFC's Central Committee and elec- 
tion to the committee is open to all members of the Commodity 
Cammittees. Before dissolution, the IEFC recunstituted the 
membership of its Central Committee, increasing the number from 
9 to 11 countries, as follows: Australia, Brazil, Canada, 
China, Egypt, France, india, the Netherlands, Norway, the UK 
and US. The functions, procecures and responsibiiities of the 
Commcdity Committees of the IEFC as well as of the Central 
Committee will be continued as heretofore. An effort is being 
made to retain the services of the present Secretary-General of 
the IEFC and its other officers. The present working relations 
and channels of communication of the IEFC, the Commodity Com- 
mittees and the Secretariat on the one hand and government 
representatives on the other hand are to continue as heretofore. 


The Council of FAO will invite all governments which are 
represented upon any Comrodity Committee but are not members of 
the Council to participate in meetings of the Council at which 
problems of the international distributicn of commodities in 


short supply are under consideration. 
* + . 
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EXIMBANK APPROVES $300 To aid Canada in maintaing a high 
MILLION LOAN TO CANADA level of production, the Eximbank 
has approved a credit of $300 mil- 
lion for purchases by Canada of essential equipment and raw 
materials in the US. Other conservation measures in Canada's 
program to husband her dwindling gold and dollar resources 
incluce the imposition of temporary import controls and also 
restrictions on tourist travel. 








Eximbank Crecit The agreement provides that Canada can 
make drawings under the credit up to December 31, 1948, and 
that amounts drawn should be repayable in three equal annual 
installments on the third, fourth and fifth years after each 
drawing. The rate of interest will be determined later and 
will be in accordance with the bank's policy not to compete 
with private cepital. A schedule of the equipment and raw 
materials which may be purchased with this credit, together 
with the dollar amount to-be financed within each category, 
will be contained in the agreement. 





In an exchange of letters between the Canadian Finance 
Minister and the Acting Chairman of the Eximbank, Canada ex- 
pressed its desire to reduce this commitment by seeking pri- 
vate credits in the US. The Eximbank gave its full endorse- 
ment to this contemplated procedure as consistent with its 
policy of encouraging and supplementing the use of private 
capital in financing US foreign trade. 


Import Controls For some time Canada's adverse balance 
of trade with the US, amounting to a deficit of about $900 
Million a year, has been causing Canadian officials grave 
concern. The delay in European recovery and rising prices 
in the US have contributed to Canada's present dollar short- 
age. On the one hand Canada has been extending reconstruc- 
tion loans to Britain and other western European countries 
which ere finding it increasingly difficult to pay in US dol- 
lars, On the other hand, Canada has been increasing its in- 
ports from the US at record high levels. In the past these 
imports were financed largely through her favorable trade 
balance with Europe. Canadian imports from the US were valued 
at $1,4C0 million (Canadian dollars) in 1946 and $982 million 
for the first half of 1947. Canadian exports to the US — 
amounted to $890 million in 1946 and total $485 million for 
the first half of 1947. As a result Canada's gold and dol- 
lar reserves since the first of the year have fallen from 
$1.2 billion to around $450 million, with the prospect of 
their dropping to $400 million by the end of 1947 unless 
remedial action is taken. 





In 
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- In an aide-memoire to the US Canada reluctantly states. 
its intention to institute temporary import controls on: cer+ 
tain consymer goods and luxury items, particularly at this - 
time wher. Canada, the US and other countries are working to- 
. ward providing a sound basis for the expansion of world trade 
on. a multilateral basis. 


Among the restrictive measures are: 1) the absolute 
prohibition of importation from dollar countries of a long 
list of consumer goods intluding radios,- typewriters, re- 
frigerators, washing machines, furniture and, until other 
arrangements are made, automobiles; 2) the imposition of.im- 
port quotas on fruits, vegetables, textiles, footwear, gloves, 
Clocks, cutlery, sporting equipment; 3) the restriction of 
travel by Canadians by the fixing of an annual travel allow- 
ance of $150; and 4) the imposition of a 25 percent excise 
tax on a wide range of durable consumer goods containing a 
high percentage of parts or materials from the US. 3 


There seems, however, no alternative if more drastic 
measures in the future are to be avoided. Canada has assured 
us, however, that all quotas will be allocated to the US and 
other countries fin proportion to their exports of the commod- 
ities concerned to Canada in a previous period. Canada pro- 
poses to.remove the controls as soon as circumstances permit, 
to allow imports of items already in transit, and to give 
sympathetic consideration to cases involving particular hard- 
ship. 


~~ - 


Relationship To Geneva Agreements Ass surance has also 
been given. by Canada that these controls will be administered 
‘ in a manner. consistent. with the General’ Agreement on Tariffs 
and Trade recently concluded: at Geneva. This Agreement lays 
down rules for the-use of -avantitative restrictions when a 
country is faced. with balance of payments difficulties. 





_ - US Reaction fe: have sympathetically acknowledged Canada’ S 
present necessity for.this shért-term measure and approved 
_her desire and intention'‘to céntinue her participation in the 
- world reconstruction: program.’ We have agreed not to invoke 
the pertinent clauses of the Trade Agreement of 1938: previd- 
ing that no quantiative restrictions may be imposed on ‘the | 
items in: pte: ar : 
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ITO CONFERENCE OPENS It is expected that the drafting of 
AT HABANA NOVEMBER 21 a Charter for an International Trade 
. Organization will be completed at 
the UN Conference on Trade and Employment, which is being 
convened: November 21 in Habana. Establishment of the ITO 
will mark the completion of the organizational pactern of 
international economic collaboration contemplated in the US 
"Proposals for Expansion of World Trade and Employment" and 
"Suggested Charter for an ITO". The Proposals were issued 
in December 1945 after commercial policy discussions with 
British officials indicated a wide area of agreement between 
the US and UK on international economic affairs. 








The Economic and Social Council of the UN, at its first 
meeting, on February 18, 1946, adopted a resolution, intro- 
duced by the US, to call an International Conference on Trade 
and Employment to consicer the creation of an ITO. At the 
same time the Council constituted a Preparatory Committee 
composed of 19 nations to prepare for consideration by the 
Conference a draft Charter, outlining rules of conduct to 
govern international commercial relations designed to promote 
the expansion of production, exchange and consumption of 
goods. The first session of the Preparatory Committee was 
held in London from October 15 to November 26, 1946. It pro- 
duced the London Draft of the Charter, which was edited and 
revised by.a Drafting Committee which met in New York follow- 
ing acjournment of the first session of the Preparatory Com- 
mittee. The Preparatory Committee held a second session in 
Geneva, from April 10 to August 22, 1947 to prepare a revised 
draft Charter for consideration by. the Conference at Habana. 


At the same time that Charter discussions were being 
held in Geneva, members of the Preparatory Committee there 
negotiated trace agreements. Details of the specific commcd- 
ity concessions included in the more than 100 bilateral trade 
agreements negotiated will be publicly announced on Novem- 
ber 18, The Final Act and Protocol of Provisional Applica- 
tion of the General Agreement on Tariffs and Trade, also 
negotiated at Geneva, have been signed by. the.so- -called key © 
countries, namely Australia, Belgium, Luxembourg, Canada, 
France, the Netherlands, the UK and US, and the General 
Agreement on Tariffs and Trade will become effective for the 
signing countries on January. 1, 1948. Non-key countries 
named in the Protocol may sign it any time up to June 30, 1948. 


US De egation The US Delegation to the Habana Conference 
will ‘be headed by Mr. Clayton, formerly Under Secretary for 
Economic Affairs and now Adviser to the Secretary of State. 


Clair 
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Clair Wilcox, Director of the Office ef International Trade. 
Policy, has been designated Vice-Chairman. Delegatés, aiter- 
nates, and advisers include four Gongressional representa- 
tives, as well as representatives from the Tariff Commission 
and the Departments of State, Gommerce, Treasury, Labor, 
National Defense, and Agriculture, Advisers have been 
selected from the following non-governmental groups: US 
Chamber of Commerce, National Foreign Trade Council, National 
Association of Manufacturers, CIO, AFL, Bankers' Association 
for Foreign Trade, National Council of "Farmers! Cooperatives, 
National Farmers! Unions, American Farm Bureau Federation, 
and consumers' and women's organizations. 


. Participating Countries The UN has reported acceptances 
to the Conference froms (UN members) Afghanistan, Australia, 
Belgium, Brazil, Canada, Chile, China, Colombia, Costa Rica, 
Cuba, . Czechoslovakia, Denmark, Dominican Republic, France, 
Greece, Haiti, Icelanc, India, Iraq, Lebanon, Liberia, Luxem- 
bourg, Mexico, the Netherlanés, New Zealand, Norway, Pakistan, 
Panama, Philippines, Sweden, Turkey, Union of South Africa, 
the UK, US, Uruguay, and Venezuela; (non-UN members) Austria, 
Portugal, Switzerland, Trans-Jordan (to be represented by 
Iraq), Indonesian Republic, Burma, Ceylon, and Southern 
Rhodesia; (Allied Control Authorities) Japan; (specialized 
agencies) FAO, ILO, International Bank and Fund. In addi- 
tion, the Department has been informed that the following | 
countries are forming delegations: Argentina, Bolivia, El 
Salvador, Finland, Iran, Italy, Paraguay, Peru, Poland, Saudi 
Arabia, and Syria. According to the UN those who have re-. 
jected invitations are: (UN members) Byelorussia, Ethiopia, 
Siam, the Ukraine, USSR, Yugoslavia; (non-UN members) Albania, 
Bulgaria, anc Rumania; (specialized agencies) ICAO, WHO, and 
IRO. The Department has been informed that HFungary and ACA 
Germany will not send celegations to the Conference. A US © 
representative from the Combined Zone of Germany, however, 
is expected to attend at least a portion of the Conference. 





Occupied Areas OMGUS reports t*1it examination of the 
latest draft of the ITO Charter shows that Germany, particu- 
larly the US-UK zones, can conform with all provisions except 
those on freedom of investment which, in OMGUS' opinion, con- 
flict with the present policy of a moratorium on foréign in- 
vestment anc the necessity for the Military Government to 
control foreign’ interests in Germany. Some doubt exists also 
as to ability to conform with foreign exchange provisions. 
USAFIK and SCAP concur that during the period of their re- 
sponsibility they should undertake ITO Charter obligations 
on behalf of their respective areas in return for extension 
of Charter benefits to the areas, 





* * 
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CHiNA LOOKS 70 US :. :Ghina-has just informed the Embassy that 
FOR aRIM Ar we .gan. anticipate -a request from the 
' — - Ambassador in Washington for interim aid 
~ to gover the deficit in China's international balance of pay- 
“ments at the rate of at,.least US$25 million monthly beginning 
with-January 1948. In presenting this request to the Embassy, 
the Chinese Foreign. Minister acknowledged with gratitude 
Secretary Marshall's recent statement estimating a 15-month 
program of economic assistance to China-of around $300 mil- 
lion which might begin around April 1 at the rate of $20 mil- 
‘lion a month, but said. that the situation was too acute to 
delay that long. The Chinese stated their full recognition 
of the necessity to work out a comprehensive program in which 
external aid and internal measures are closely integrated, 
If outside aid is received,.the Chinese envisage an internal 
program which would cover eurrency and banking, public revenues 
and expenditure , the armed forces, foreign trade, land policy 
and rural conditions, rehabilitation of essential industries 
.. and. communications and administrative methods. The Chinese 
_; 4 hope. for an early reply and are prepared to send either a 
‘\“stall ‘technical mission to Washington or receive in Nanking 
a mission from the US. 





bas This action res sults from the initiative of Dr. Young, 
financial adviser to the Central Bank, and has been discussed 
with the Generalissimo, the Prime Minister and the.Foreign 
_. Minister. The Embessy urged Dr. Young to tell Chinese offi- 
¢lals that‘no aid should be requested unless the Chinesé were 
determined’ upon effective implementation of a program of in- 
ternal and external self-help measures. The Embassy, al- 
.. though recognizing the inherent difficulties of carrying out 
such a program, sees a ray of hope that the Chinese may carry 
through a program of reform with US assurance of continuing 
sng financial and other support. 








' Dr.’ Young's Program A week or ten days prior to the 
‘indication of a request for interim emergency aid, Dr. Young 
| presented a personal memorandum to Embassy Nanking analyzing 
China's critical economic situation and suggesting a far- 
, meaching program. involving internal and external measures of 
. peform, According to Dr. Young, apart from the military pro- 
gram, the cost to the end;of 1948.of meeting the balance of 
payments deficit on commercial account, of a program of 
/ehegking inflation, and of minimum essential reconstruction 
+, wowld-be around $350 million. Part of.this, he observes, 
: . might. be obtained from the. undistributed “property: looted by 
seed ; at. | 





o 
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External Reserves’ Dr. Young estimates that the external 


rves of the Central Bank‘are below US$200. million, in. 
tion to silver worth about $25 million. The present out- 
- Look is that external-reservés may fall to around US$125 mil- 
Lion by the end of the year with the danger that the govern- 
ment may stop meeting the deficit on current account. Such 
a situation, according to Dr. Young, may produce public panic 
and ‘be the prelude to ‘imminent financiaI collapse. 


Internal Financial Situation The Young sencrentvn pre- 


sents a gloomy picture of the internal situation, which he 
sees as highly explosive. According to his study, prices 

-. throughout China have risen more than ten-fold in the past 
year. On November 8 the note issue exceeded CN$22 trillion. 
Although the hope of US aid has to some extent bolstered con- 
fidence, further large supplies of money are invading 
Shang@hai and prospects are that there will be further price 
increases, 


At the time Young's memorandum was prepared black mar- 
ket prices for dollars were CN$93,000 to US$1. Subsequently, 
Consulate General Shanghai reported that on November 20 the 
black market rate climbed to a peak of CN$120,000 to US$1. 


International Payments Young believes that immediate 
financial difficulties obscure the fact that during the past 
_year China has made progress toward a more balanced trade 
position. Although admitting that the administration of im- 
port controls could be improved, Young cites the present ef- 
fective limitation of trade to essentials. He believes also 
that under the new foreign exchange regulations of last 
August, China's exports can move in good volume. The deficit 
' in the trade balance, according to the memorandum, is due 
primarily to the need for abnormally large imports of raw 
cotton, tobacco and fuel to replace former domestic produc- 
tion which lagged during and after the war due to some pro- 
ducing areas not being under Central Government control. If 
areas can again be productive, and if Manchuria's soya 
exports can be restored, Young thinks that there-is a 
ibility of balancing China' s international payments. 
a out too much. delay. Aso, Young ventures that if the 
situation were more stable, private Chinese assets abroad 
— turn homeward, , 


aAnti-Inflation Program While neither minimizing the 
war's drain on the Chinese economy, nor. overlooking the al- 
most insurmountable difficulty of effective action while the 
civil war continues, Young outlines a program of reform 
measures which he believes may keep inflation within bounds. 
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The present monthly deficit in the budget is estimated at © 
US$40 million. Young sees the need to have about USS150 mil- 
lion available for 1948 to check inflation, that is, about 
$15 million monthly for use as a brake when circumstances. 
warrant. Young emphasizes that internal reforms must go 
hand in hand with external aid, and suggests: 1) improve- 
ment of the present military system, including methods of 
expenditures; 2) an increase in exports and an improvement 
in import controls; 3) gradual reduction of governmental 
trade anc removal of restrictions on export of oil seed and 
oils and on private exports of mineral products; 4) opening 
of Hankow and Nanking ports to foreign trade; 5) improvement 
in the system of taxation; 6) reorganization of the system 
of national, provincial anc local expenditures; 7) strict . 
control in credit policy and banking practices; 8) strengthen- 
ing of the currency and foreign exchange policy; 9) improve- 
ment in the land policy and agricultural reform; 10) large 
scale development of industry and communications, aitnough 
presumably this would have to be delayed till the end of the 
war: and 11) improvement of the legal system. Young places 
a good deal of emphasis on joint Chinese-foreign groups in 
working out these reforms. 


To insure close coordination in the above fields, Young 
recommends a commission composed of one or two representa- 
tives from each group working on the development programs 
outlined above. The commission, to be headed by an “out- 
standing" Chinese with an "outstanding" American as co- 
chairman, should be in constant touch with gevernment leaders 
and would coordinate the work of the groups. 


Need For External Aid Young proposes aid under four 
categories: 1) commodity credit; 2) external aid in checking 
inflation; 3) urgent reconstruction projects; and 4) the ex- 
ternal cost of a military program. Young gives priority to 
the commodity credit and believes that at least US$100-$125 
million, in addition to a previously proposed $30 million 
tobacco credit, is needed to cover purchases of goods from 
the US during the next 12 months. ‘While the credit should 
be flexible, Young finds at present the main items, exclusive 
of tobacco, are as follows: 





Raw cotton - - - - - - - = = US$80,000,000. 
Petroleum products (non-_ 
military use) ---=---=-=- 50,000,000 
Timber and paper- ----=<-- 10,000 , 000 
Dyes and Chemicals - - - = - 12,000 , 000 
Machinery and parts for cur- 
rent maintenance - - - - - 20 ,000 ,000_ 
Total --------- TS$172,000 , 000 
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Young believes that the duration of any credit should 
be as long as feasible and that early payments should be 
light. He observes that China has made a good repayment 
record to the US in the past, saying that, with the excep- 
tion of the wartime credit of US$500 million and lend~-lease, 
repayments to date have been US$115 millior.,, or over half of 
China's incebtedness, together with all inverest due thereon. 


Embassy Reaction To Young Proposals Despite awareness 
that the military phase, which Young passed over lightiy, is 
the crux of China's problem, Embassy Nanking believes Young's 
proposals should be given serious consideration. Commenting 
specifically on his memorandum, the Embassy states that on 
the basis of its own analysis, in 1948 $150-%200 million 
would be needed for commodity credits and $50-§100 million 
for rehabiiitation projects. Taking a dimmer view of China's 
longer term balance of payments prospect than Young, the | 
Embassy fully concurs that the question of whether part of 
the aid should be non-repayable should be considered, 





Heretofore the Generalissimo has seemed reluctant to 
take any drastic internal measures, which, the Embassy be- 
lieves, is due to his fear of alienating his life-long inti- 
mates. However, the Embassy sees the possibility that if, 
within the framework of the Secretary's statement, such plans 
as those suggested by Young can be worked out, the General- 
issimo may take the necessary action on the military front. _ 
Although currently reported preoccupied and concerned with 
the shortage of ammunition and the currency crisis, Chiang 
1s said to be much cheered by prospects of American aid and 
nas repeated his previous request for a supreme military ad- 
viser and a civilian advisory group from the US. The Embassy 
endorses the appointment of a supreme military adviser as a 
g-od way to start the reforms and hopes for prompt action, 


Present Department Thinking Although no program has as 
yet been finally approved in the Deparcment, the Secretary's 
figure of $300 million for a 15-month period April 1948 to 
June 1949 was based upon an estimate of the 1947-48 balance 
of payments deficit as approximately $20 million per month. 
Before presentation to Congress, any program for China will 
have to be approved by the National Advisory Council. 





In ccnnection with the formulation of a program we have 
found Young's proposals helpful. We have, however, certain 
reservations about some of them. We believe a commitment to 
allow import of accumulated licensed goods valued at US$40- 
$50 million will not impair foreign exchange reserves, as 
indicated by Young, under the three-year scrip-payment plan 


which 
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which is now operating in China. Also we are currently in 
agreement with the Embassy that Dr. Young is somewhat optin- 
istie both with respect to the extent to which China now is 
able to implement a foreign exchange policy under which ex- 
port goods can move in suffigient yolume, and in his estimate 
of China's longer term balancerof-payments prospects, par- 
ticularly as these involve the early restoration of National 
Government control over Manchuria's soya bean exports. 


In particular, we agree with the Embassy and Dr. Young. 
on the desirability of financial aid to meet the balance of 
payments situation and aid for priority reconstruction 
projects. Both the Embassy and the Department maintain 
reservations about Young's proposal for US$150 million to 
.gombat inflation, since it is not clear how such a fund would 
be differentiated from balance of payments commodity credits, 

_if it is. to.be used for import of commodities. If, on the 
other hand, it is.to be an all-purpose fund or a fund for 

the specific purpose of withdrawing yen from circulation, 
previous experience indicates that it would probably be 
rapidly dissipated with little to show for it, except an 
increase in private Chinese foreign exchange assets, inacces-. 
sible whether abroad or in China. Further, in view of past 
experience, we are less enthusiastic than Dr. Young is about 
‘the effectiveness of foreign advisers. As to specific 
Measures proposed by Dr. Young for.internal reforms, although 
they contain much merit, their scope seems too broad under 
present circumstances, 








-. We have as yet expressed no reaction to the anticipated 
request for emergency aid which, at this writing, has not 
been presented formally. ° 





SOVIETS OBSTRUCT FEC APPROVAL OF After abstaining from the 
W JAPANESE RESTITUTION POLICY vote in committee discus- 
: sions, the Soviets last 
-week cast the lone dissenting vcote-in FEC against a revised. policy 
‘on the restitution of looted property in Japan. -However, the 
‘Commission decided to keep the paper on the agenda for one 
more week, This proposed policy statement. would supersede 
existing policy adopted in July of 1946 and amended in 9cto- 
ber of that year. (See page 12, September 3, 1946 issue of 
Current. Economic Developments.) The major differences in 
conception. are three. The new policy woul¢ rélax the legal 
standards for identification of property with ‘the result that 
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a larger volume of property now in Japan will move out more. 
quickly than heretofore. S8CAP would be directed to follow — 
certain principles in arriving at identification of property 
- Claimed to be loote@, In cases of doubt the presumption 
would be in favor “of the glaimant country, whenever permitted 
by the broadest appligation of law, equity and common sense, 
Another major change in peiicy would be the extension of 
restitution policy to those materials which were produced 
during the period of Japanese occupation, as contrasted with 
the previous policy which limited restitution to items which 
were in existence at the time Jdpanese occupation started. 
This would cover, for example, tin, rubber and lead produced 
during the occupation and found in Japan after the surrender. 


The last major change in policy would provide that un- 
identified loot would be liquidated by SCAP and the proceeds 
would be usec as the basis for obtaining credit for occupa- 
tion needs. SCAP, however, would have to maintain the ini- 
tial value of the fund which would be finally distributed 
among Australia, China, France, India, the Netherlands,-the 

_Philippines-and the UK in accordance with their reparation 
shares. 





Soviet objections to the new policy statement center 
around the refusal of the other members of FEC to accept an 
amendment which would impose on the Japanese Government the 
cost of salvaging, repairing and refitting looted ships sunk 
outside of Japanese waters. We cannot accept the Soviet 
amendment for several reasons. In the first place, SCAP 
Coes not have jurisdiction outside of Japanese waters and, 
second, there is no foreign exchange which SCAP can make 
available for this purpose. when the Soviet amendment was 
offerec to FEC, there was not even a supporting voice to 
second it, 


FOREIGN . TANKER All foreign tanker sales have been suspended 
SELES SUSPENDED pending completion of a Congressional in-. 
vestigation of the recent earmarking of 1%0 

T- 2 tankers for sale to foreign applicants. The Senate Smail 
Business Committee, examining the threatened shortage of 
petroleum in the US this winter due to the tanker deficiency, 
contends that domestic shipping intere-ts should ‘be given 

_ priority in the purchase of government-owned tankers under 
terms of the Ship Sales Act of 1946,.which provides that sur- 
plus ships may be sold to foreign applicants only if US 
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citizens do not wish to buy them. The allocation of these 
tankers for foreign sale was based on a Cabinet decision in 
June (see page 7, June %, 1947 issuo of Current Economic 
Developments) and was intended as a measure to alleviate the 
critical world-wide petroleum situation, to ease the dollar 
transportation costs to European countries, and to assist 
these countries economically to the maximum extent possibie 
from our available resources, This decision was made ata 
time when there was a large demand for transfer of tankers 
to foreign registry, practically no applications from US 
citizens, and when the supply of availiable tankers far ex- 
ceeded the combined demanc. After tentative allocation of 
tankers to foreign buyers had been made, US shipping inter- 
ests suomitted applications to the Maritime Commission in 
excess of the availabie supply and exerted pressure to obtain 
favorable treatment. The Committee has requested the Attor- 
ney General's opinion as to whether applications from US 
citizens still hold priority if- submitted after negotiat: ons 
were commenced with foreign buyers. 








Meanwhile, UK Foreign Minister Bevin has discussed with 
Ambassador Douglas the imperative need for additional tankers 
to relieve the critical petroleum situation in the UK and 
western Europe and has requested the US to make available 60 
Liberty tankers, in addition to the T-2 type allocations, to 
the UK, France and Italy under bareboat charter arrangement. 
Absence of transportation for Middle East oil has made it 
_ necessary to pump substantial amounts back ints the weiis, 
thereby decreasing Iranian Government revenues and, in his 
opinion, encouraging it to accept Soviet demands for conces- 
sions in Iran, Wwe have informed Dougias that under present 
circumstances there is little more the US can do to improve 
the foreign tanker situation and suggested insteac that the 
UK speed up the tanker construction program iow under way as 
a demonstration of its willingness to take ali action within 
its powzr to relieve the tanker shortage. 


AGREEMENT REACHED ON SALE OF Final agreement has been 
SURPLUS TO BiZONAL AREA GERMANY reached on the terms of 
sale for residual surplus 
property in Germany to the German economy , and the Department 
of the Army has been authorized to advise General Clay that 
the transaction is concluded, A press release will be issued 
in a few days, concurrently with the notice to all present 
buyers and the countries of western Europe, tnat sales fron 
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the depots in Germany will terminate December 31, 1947. The 
decision on terms came after resolution of three issues out- 
standing between the offer maca by General Clay on behalf of 
Germany and the counter-offer mado by OFLC. 


As finally determined, all surplus in Germany remaining 
unsold as of January 1, 1948, togethor with excess to be de- 
clared surplus, with minor exceptions, before June 30, 1948, 
will be sold to the German Bizonal Economic Council, under 
the authority and approval of the UJS-UK Military Governments. 
The total original cost of this propervy as now estimated is 
$875 million, and the return to the US will be at 21 percent 
of cost, or $184 million. The final price will: be adjusted 
to the original cost of the surplus actually transferred and 
will be due the US out of the proceeds of future German ex- 
ports. 


The first of the issues delaying the final agreement on 
Gisposition of this property was the cdistinctien between the 
transfer of Army excess property and the sale of surplus. — 
General Clay agreed to treat as a separate transaction the 
excess transfers already made, and to fix the price to be 
paid for the surplus at 21 wercent of procurement cost. The 
second issue was disposed cf by agreement to include an ad- 
justment or escalator clause to take care of any substantial ~ 
over-run or under-run in the excess to be declared and trans- 
ferred before June 20, 1948. The third issue concerned pay- 
ment terms and was resolved by NAC action on November 19 to 
the satisfaction of the Military Government. 


US, UK AND FRANCE DISCUSS The UK has invited the US and 
GERMAN “TRADE -MARK RIC zHTS France to participate in joint 
discussions of a preliminary 
nature, to be held in London December 1, on the disposition 
of prewar German trade-mark rights out side Germany. It is 
contemplate that these discussions will ultimately be ex- 
terded to iiclude other interested countries, Members of 
the Executive Comrittee on Economic Foreign Policy (ECEFP) 
have concurred in, with comments from the Department of Jus- 
tice and the National Military Establishment, a tentative 
position for US representatives to take at the meeting. It 
is recognized that a final and firm position cannot be 
acoptec until more is learned of the objectives underlying 
the British proposals for discussions and until more informe - 
tion is obtained eet aie the status of Germen trade-marks 
in other countries 
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‘- Pending: further clarification, ECEFP-recommends that, the 


. US. apge. adoption of: an. international agreement providing, that 


she: yse of. German-originated marks,.held by former. foreign 


nies of German.ownership which have. been vested, should 


: be terminated by all participating countries except in cases 


in which a minority stockholder or other problem exists which 


.prevents such action.:.For such.cases an alternative pro- 
. cedure: for concurrent use of the marks by the present owners 


is.recommended. -The purpose. of these recommendations.is to 


_:prevent. the. marks from being used by the present owners as a 


basis for restrictive agreements. When the custodians' in- 
terests in vested concerns are sold, these trade-mark rights 
will..remain with the concerns as their exclusive property 


wnlegs arrangements are made to treat.them otherwise. Such 
disposition of the marks would create a condition of multiple 
‘ownership by independent concerns in.the various jurisdictions 


which would tend to prevent each of. them from selling. outside 
the jurisdiction in which it held the mark. Multiple owner- 


.iBShip of trade-mark rights would also serve as an ideal frame- 





work upon which to build agreements for the division of.: . 


msaet areas and fields of production. 

. The’ ECEFP also recormends that those neste: which are 
not to be terminated under this program be made available 
for use by ‘the occupation authorities in Germany for use on 
German enperss. 7 7 


SOVIETS. MAY VETO AUSTRIAN GOVERNiENT . The Austrian Parliament 
PLANS FOR CONVERSION OF SCHIILINGS has approved a law 

' fag ya providing for currency 
conversion of all Austrian’ schillings. If the law is not 
unanimously approved by the Allied Council, a 31-day waiting 
period must elapse before it can become effective. It is 
anticipated that the Soviets will veto the measure in the AC, 
but we have no formal indication of this as yet. One reason 
a Soviet veto is likely is that the law would sharply write 
down ‘Soviet occupation force holdings anc holdings of Soviet 
controlled enterprises. Also, the-law should go a long ways 
toward strengthening the Austrian economy and thereby the 
presént government, dnd this factor may be another reason for 
a Soviet veto. In order to obtain Soviet approval of the 
law, the Austrians may be willing to compromise’on certain 





provisions intimately affecting Soviet holdings. If a com- 


promise between the soviet occupation forces and the Austrian 


Government 
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Government is not effected, ‘paleeee and if the Soviets re- 
fase to permit the physical distribution of the new currency 
im eastern Austria, several high’ officials of the Austrian 
Government have intimated that ‘vne entire conversion project 
may be abandoned, | 


The only Seanentch' etatine of the Austrian Cabinet re- 
signed immediately after parliamentary passage of the finan- 
cial reform bill. This may‘indicate a shift in tactics 
since it had been expected that he would resign over Austrian 
participation in the Buropean Recovery Program. 


‘The new law provides a conversion rate, after a small 
head allowance, of three-to-one for all cash holdings. An 
exception will be the rate for farmers who will be permitted 
to convert at a one-to-one rate all receipts of produce sold 
through legal channels since mid-summer. 


Bank deposits under the law are expected to be handled 
-in the following manners: 


1) Deposits made after November 12, 1947 will be- 
converted at the same rate as cash holdings. 


2) ‘In 1945 a conversion law blocked permanently 
60 percent of bank deposits--these deposits 
are now wiped out. The remaining 40 percent, 
which have been available for restricted uses, 
will now be converted into interest bearing, 
negotiable government bonds which will be 
available for payment of the proposed capital 
levy expected to be announced in January, 





3) Deposits made between December (1945 and Wovem- 
ber 12, 1947 will be honored up to 50 percent; 
the remaining 50 percent will be blocked from 
‘six to nine months. 


~-sae 4) "Public deposits" (those at the National Bank): 
tis - - will. be honored up to 50 percent immediately, 
sivot 25 percent blocked for one year and the other 
i” 25 percent lost. 


5) -British and French coetiehian holdings on de- 
posit at the National Bank are expected to. be 
‘treated as "public deposits", although, this is 
not quite clear from the reports we have received. 


6) US.official and quasi-official accounts are fully 
protected by an agreement between us and the - 
Austrian Government which was entered into in 
June 1942, 
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As the law now stands the Soviets would appear to be in 
the least favorable position sf any occupying. power. Their 
schilling holdings are probably larger than those of the US, 
UK and France and their bank daposits are not protected as 
are the others. Soviet depcsits of. oceupation funds are pri- 
marily hancled through Russian military banks which do not 
operate uncer Austrian law and under the new law may not be 
offered protection, anc therefore aro ocligible only for a 
three-to-one conversion. The same probability holds true 
for funds helc by USIVA (the Soviet holding company of Aus- 
trian enterprises taken over as German external assets). 
Contrasted with UK ana French holdings in the National Bank, 
totaling somewhere between 400 and 500 million schillings, 
Soviet deposits in the National Bank are not likely to total 
more than 40 million schillings. USIVA holdings are esti- 
matec by Legation Vienna to run as high es 500 million schil- 
lings anc, unless some compromise is worked out with the 
Austrian Government, these funds will be treated as cash on 
a three-to-one exchange. The possibility exists that uncer 
a liberal interpretetion of the law by the Austrians a more 
favorable.treetment can be accorded Soviet deposits than 
present interpretations indicate. 


? 

The effect on the Austrian economy of the currency con- 
version should be a recuction of purchasing power from about 
12 billion schillings to about 5 billion schillings, accord- 
ing to estimates made by the National Bank. 


* * * 


RECENT DEVELOPIENTS IN The International Bank has decided 
THS INTERNATIONAL BANK to make no loans to the 16 countries 
participating in the European Re- 
covery Program prior to major US decisions regarding aid on 
such matters as the amounts available to individual countries 
by grants, loans, and off-shore purchases. 








.The Bank may soon extend a small loan to Chile to 
finance a portion of the program which Chile presented some 
time ago. Discussions are under way with Brazil, which de- 
sires £60 million for electric light and traction develop- 
ment. El Salvador is also asking for $15 million for an 
electric project. Final determination has not yet been made 
on the proposed $47 million loan to Poland for coal mining 
equipment. Applications of Mexico, Iran and Iraq are also 
being considerec by the Bank. 


* * * 
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ND <ESTING OF ECONOMIC COMMISSION The seconc session 
3 ASTA AND TES FAR BAST IS IN SESSION of the Economic 
Commission for Asia 
and the Far East (ECAFE) opens in Baguio, Philippines, Novem- 
ber 24. The agenda is composed largely of organizational 
items--membership, relations with specialized agencies and 
occupiec areas, anc arrangements necessary to. effect the sub- 
stantive work of the commission. 





While food allocations are not on the agenda, it is 
possible some Asiatic members may attack IEFC allocations 
and request the commission to examine the problem. If this 
matter comes up, the US representative will take the position 
that ECAFE cannot adecuately discuss this problem, which is 
worlc-wide in scope, anc that it is a matter which should be 
hancled in the FAO Council or the IEFC. i 


Organization We believe ECAFE's organizational struc- 
ture should be kept as simple as vossible with the number of 
committees created kept to a minimum. The pattern of or- 
ganization of the Economic Commission for Europe should not 
serve as a model for ECAFE, but the establishment of each 
committee should be considered on its merits with regard to 
the particular probdlems of the region. Since inland trans- 
port problems in this area largely arise within each country 
rather than within the region, we do not favor an autonomous 
or semi-autonomous regional transport organization. However, 
we would not oppose a transport committee within the commis- 
sion. If studies are well defined and are consicered cesir- 
able, the US will have no objection to the commission's sending 
out a number of qualified technical field teams, provided 
they do not proceed until the necessary background work has 
been completec by the secretariat. 


we are asking our representative to keep us informed of 
any proposals regarding assistance ECAFE might render in pro-~ 
viding technical help to member governments. Generally, we 
would not look with favor on ECAFE's developing a staff of 
engineering anc technical advisers to assist member govern- 
ments. On the other hanc, it is possible ECAFE could exert 
a constructive influence in this field and we want to give 
full consideration to any proposals made. In this regard we 
have called attention of our representative to the tendency 
of under-developed countries to initiate projects employing 
the most mocern techniques and equipment without sufficient 
regard to the economic potentialities of the area concerned. 
We would be particularly interested in any suggestions ECAFE 
might make on the repatriation of Japanese technicians whose 


departure 
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‘departure from plants in- pen of China, Formosa and Korea 
.. hagewesulted in the economic reverses of. the. paante, through 
-, lack of: qualified operating. ‘personnel. : 
-- (re 
— “Membership - On matters: of Membership, ‘we will support 
New Zealand's admission, subject to ECOSOC confirmation, as 
' well as: Pakistan’s automatic admission on proper application. 
Should the-Soviets again bring up the issue that all states 
tn Asia, with the exception af Turkey, should be eligible - 
for membership, our position will be that this-was thoroughly 
“discussed and settled by competent bodies at a higher level 
and. therefore should not-.be reopened. If the matter. were 
~- mevertheless discussec by the commission, we should oppose 
» ‘the Soviet proposal.: We will support applications of. non- 
self-governing territories for: admission as associate members 
‘ff: they are property submitted by the metropolitan govern- 
-- ments” concerned, but we will continue to oppose direct appli- 
cation by the territory concerned if this seus As: again 
has ay 
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“elationshi s With S eois ized Agencies and Oecu ed. 
beens With regard to relationships with specialized agencies 
in the area, we will support authorization to the Executive 
Secretary to consult with the Directors-General of FAO and 
ILO, such consultations being subject to ECAFE approval. We 
support establishment of adequate consultative arrangements 
between the occupying authorities of Japan and Korea and 
ECAFE,. 
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~MULTILATERAL ‘AVIATION CONFERENCE The. latest réport from. 
TO. BREAK UP WITEOUT: AGREEMENT our delegation indicates 
- that the special aviation 
~ meeting th ‘Geneva - will adjourn November 26 without reaching 
agreement on an: acceptable multilateral commercial.@i* trans- 
port tonvention. However, considerable progress-ha” been 
ma@b"on the development of principles under which an: aceept- 
able’ agreement might finally be resolved and discussions: - 
ar Phas be continued at the third ICAO Assembly next May»: : 








i + 


“Instead of focusing discussions on either the ma jority 
‘or minority draft agreements; which -had been. studied and dis- 
cussed in detail by participating countries, the» conference 
embarked’ on a general discussion of .major, issues inciiiding 
routes, capacity, rates and disputes. Apparently majority 


opinion 
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opinion now favors bilateral route negotiations and valuable 

- spadé work has been done in setting the criteria for separate 
route trading. The majority of the delegates accepted a dis- 
putes clause with a binding arbitration. provision. Although 
most of the delegates gave lip service to a capacity clause, 
similar in effect to the Bermuda provisions, the final vote 
reflected a strong divergence of opinion on this issue and 
proved one obstacle to reaching agreement. We considered 
the proposed clause too restrictive to permit satisfactory 

_ through airline operations. In order to preserve the capacity 
article the UK introduced a compromise proposal designed to 
protect local and regional services which we felt would be 
entirely unworkable. This proposal was adopted by a vote of 
16 to 6 with the US, Czechoslovakia, the Netherlands and the 
Scandinavian countries opposed. The Camadian delegation 
again raised the question of reserving Fifth Freedom rights 
for bilateral negotiations and was supported by a vote of 13 

_to @. Australia, Brazil, Canada, Colombia, Egypt, Greece, 
India, Italy, Mexico, New Zealand, Portugal, Turkey and 
Venezuela carried the provision. On this latter point the 
conference abandoned hope of reaching agreement at this time. 
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ANNOUNCEMENT MADE OF The terms of the General Agreement on 
TARIFF CONCESSIONS Tariffs and Trade, the most comprehen- 
sive international instrument ever 
negotiated for the reduction of barriers to world trade, both 
in scope of provisions and in volume of trade affected, were 
announced last week. The final schedules of tariff conces- 
sions included in the General Agreement resulted from the 
more than 100 bilateral negotiations conducted at Geneva by 
23 countries who in 1938 accounted for approximately three- 
quarters of the world's trade, The schedules of concessions 
witieh are to become provisionally effective for the so-called 
‘key countries January 1, 1948 apply to products accounting 
for approximately two-thirds of the import trade of the nego- 
tiating countries and for substantially half of total world 
imports. The concessions include the complete elimination 
of certain duties, reduction of duties, the binding of duties 
at existing levels, and the binding of duty-free treatment. 
In addition, the UK and Commonwealth countries reduced or 
eliminated existing preferences on a number of items, 
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Tie US made tariff concessions on approximately 60 per- 
cent cf its imports, or an products valued at $1.3 billion, 
based on the 1939 figures which were used for negotiating 
purposes. In return, concessions made by other countries at 
Geneva will benefit a substantial portion of US exports. 
Concessions granted on products of which the US is the prin- 
cipal supplier are estimated at $1.2 billion, on the 1939 
basis. In addition, the US will receive benefits from con- 
cessions granted by the other countries on a substantial 
range of other products of which the US is a secondary sup- 
plier. It is estimatec that trade in such products should 
be in excess of $200 million. 
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CZECH OFFICIALS INDICATE Recent expressions of high Czech 
THEIR INTEREST IN THE WEST officials indicate their aware- 
4 ness that the economic interest 
of their country lies in both directions: in Europe, Ina 
talk covering several matters with President Benes, Ambassador 
Steinhardt reported the President's generally — 
attitude toward the US. 


Specifically, Benes stated that he had taken a ‘peoteit) 
interest in trying to get the Cabinet to settle claims of 
western powers for nationalized propertiés. To this end 
Benes has-held talks with leading Czech officials, including 

' Prime Minister Gottwald; Ripka, Minister for Foreign Trade; 
Clémentis, Deputy Foreign Minister; and Niederle, in charge 

' of compensation claims. Benes told. Gottwald that-the situa- 
tion with regard to settlement of these claims was "intoler- 
able" and that they should be settled as soon as possible, 
even though the cost might be more than members of the 
government deemed necessary. Further, Benes continued, inas- 
much as Czéchoslovakia is the only highly industrialized 
state in the Soviet orbit it is more dependent on the west 
for import of raw materials. Benes reports having told. 
Gottwald that he considered it suicidal for Czechoslovakia 
to become an-economic satellite of the Soviet Union without 
regard for its financial obligations to the west. Gottwald 
is reported as having promised Benes:that he would give the 
matter his immediate. attention with a.view to ts prompt 
settlement of claims. . 


The’ President also spoke enthusiastically’ to. Steinhardt 
of his interest in negotiating a commercial treaty with the 
' US as soon as possi tie, : . | | 


At about the same time as the discussion with ‘Benes, 
Steinhardt reported a conversation with Prime Minister Gott- 
wald,'who said, with regard to nationalization. claims, that 

‘:1f-a global settlement satisfactory to both countries. could 

. be agreed upon,: he would have it approved at once by his 

' government; ‘Gottwald seemed surprised to learn that no de- 
velopments had taken place on the commercial treaty negotia- 
tions with the US because of inaction by the Czechs,pn a. 
draft treaty submitted by us nearly six months ago. 


Consistent with the remarks of Benes and Gottwald was 
/a statement to Ambassador Steinhardt by Clementis, Deputy 
Foreign Minister, expressing his interest in.making a global 
- settlement. on US: claims. If a satisfactory agreement could 
‘ be reached on the amount and terms of the global settlement 
for US claims, CUORSEES SO neu out that the —— | 


immediate 
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immediate problem for Czechoslovakia concerning these claims 
would be’ to find the dollars necessary to make an initial 
payment. Ambassador Steinhardt asserted his willingness to 
recommend the extension of a substantial cotton credit which 
would free enough dollars for. the initial payment, provided 
that a mutually satisfectory claims agreement was reached 

and that a commercial treaty is consummated. The Ambassador 
is expectec in the US to discuss this and other Caechoslevakier 
matters within a’ short time, ; 


Earlier in November mocert. Cache slevekion Foreign 
Minister, called on the Secretary in Washington. During the 
discussion such matters arose as a cotton credit, Czechoslo- 
vakia's share in the gold pool, the Czech application for 
credit to the International Bank, and food shipment. Masaryk 
was told that the cotton credit, as mentioned above, was 
under consideration. With regard to a share in the gold 
pool, the Secretary pointed out that restitution claims were 
Cetermined by the Tripartite Commission, which, he believed, 
was still considering Czech claims. ' The Czech's International 
Bank application, Masaryk was informed, was under advisement 
by that institution. Masaryk let the Secretary know that the 
200,000 tons of wheat offered by the Soviets was slow in ar- 
riving and Czechoslovakia would be. grateful for any shipments 
that could be accorded it. (Since that conversation, the 
press reports an official announcement from Praha that, in 
response to a personal appeal from Prime Minister Gottwald, 
Premier Stalin wired the promise that the USSR will double 
its deliveries of wheat and rye from 200,000 to 400,000 tons, 
which, according to Czech estimates, would practically wipe 
out the grain deficit. The announcement stated that this 
amount would be delivered by the end of next April and would 
cover 40 percent of Czechoslovakia's consumption.) 


In surveying his country's general position, Masaryk 
said that the Czechs were more advanced culturally than most 
of the other Slavs and had a long history of western orienta- 
tion which they wished to continue. Masaryk pointed to high 
US prestige and popularity in his country, stating that seven 
times a5ee Gaegsces films were being shown now than before 
the mr. ; 


The soseeteen voiced his asprectetion of the fact that 

Czechoslovakia had’ originally wished to join the European 

Recovery Program, and mentioned our hope that there will be 
- a@ general revival of trade between all the countries of Europe 
as a result of western European rehabilitation. Masaryk ‘ex- 
pressed his personal admiration for the assistance which the 
US was giving Europe and indicated his regret that Czechoslo- 
vakia could not be a direct participant in the program. 


* * * 
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FRANCE, ITALY AND BENELUX SIGN A multilateral clearing ac- 
MULTILATERAL CLEARING ACCORD cord, growing out of the 





Committee for European Eco- 
nomic Cooperation (CEEC), was signed on November 18 by France, 
Italy and the Benelux countries. Delegates to the conference 
stated that many other countries did not join at that time 
because they wanted to wait pntil US views were known. 


Developed by the Payments Agreements Committee of CEEC, 
the program envisaged: 1) raising European production to a 
level which would make it possible to maintain an adequate 
flow of trade; 2) establish in each of the participating 
countries the bases of internal monetary stability; 3) place 
at the disposal of central banks the means to make settle- 
ments in gold among themselves and to guarantee the credits 
which they grant to one another. 


The final report of the Payments Agreements Committee 
urged the necessity of escape from restrictive bilateralism 
and offered immediate, although mocest and gradual, steps 
toward intra-European multilateralism. The report placed 
emphasis on the necessity of US aid as a prerequisite to fur- 
ther substantial progress. The committee found that while 
the realization of intra-European multilateralism was largely 
a matter of self-help, it was also tied to the granting of 
adequate American aid which would not only serve to furnish 
Europe with what she lacks, but also reduce her needs through 
better cooperation among the participating countries. The 
committee concluded that the best way to study the question 
of the full effectiveness of American aid through broader 
and more supple payments arrangements would be through co- 
operation with expert American opinion. ” 


To this end US observers were invited to the technical 
meeting of the Payments Agreements Committee held in Basle 
on November 20. All CEEC countries had been invited to at- 
tend. Reports by US observers of the meeting indicate that 
the attendance was full and more enthusiastic than had been 
anticipated. Each of the 16 countries, excepting Iceland 
and. Ireland, provided the information requested regarding 
payments agreements balances as of June 30 and August 31 as 
specific examples of the disadvantage of the present system 
over the proposed system of multilateralism. 


The conference was devoted largely to working out ad- 
ministrative details for an "offset" mechanism. In general, 
the procedure will be that central banks holding accounts 
will be required to report end-of-month balances to the Bank 
for International Settlement within a three-day period. The 


Bank 
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Bank for International Settlemént will calculate minimum and 
maximum offset possibilities and cable possibilities to cen=- 
tral banks which, in turn, will cable acceptance or rejec- 
tion. On the basis of these replies, the Bank for Inter- | 
national Settlement will work out the most desirable system 
of offsets according to the general rules. These rules in- 
clude selecting a system of offsets in order to: 1) suppress 
gold payments; 2) maximize credits margins by reducing bal- 
ances; and 3) work out proportional benefits for all partici- 
pating countries. | | 


Norway, Sweden and Denmark announced adherence as "occa- 
sional members" and the UK and Austria communicated their 
intention, subject to later formal confirmation, to become. 
occasional members. In private conversation the Swiss dele- 
gate explained his country's delay in joining, saying that 
with fully convertible currency Switzerland could participate 
as a full member without substantially modifying its posi- 
tion, but would prefer to wait until the terms of reference 
and the operations of the group could be more clearly fore- 
seen. 


Delegates will reconvene in Basle January 7 to work out 
first offsets on multilateral compensations. The US has been 
invited to attend meetings as observers, 


SECRET 
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EXIMBANK EXTENDS In order to permit continuation of the 
CREDIT TO BELGIUM high level of production achieved by 
Belgium in the postwar period, the Exim- 
bank has approved extension of a $50 million line of credit 
for the purpose of maintaining Belgian purchases of essential 
raw materials and equipment in the US. Belgium will be able 
to draw on this credit until December 31, 1948, with repay- 
ment'to be made in five years in semi-annual installments of 
approximately $5 million each. 





The present situation of Belgium somewhat parallels that 
of Canada, which recently obtained an Eximh=+’ credit of $300 
Million. Although financially sound and :. .ome cases 
creditors of other countries, both Canada and Belgium import 
more from the US than they export to this country and are 
consequently facing temporarily a serious dollar shortage as 
a result of the suspension of sterling convertibility and the 


depletion 
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depletion of dollar resources of their traditional trade 
debtors. Belgium, like Canada, is considered a good credit 
risk, and it is anticipated that a portion of the $50 mil- 
a will be taken up by private banking institutions in the 


This credit.will make it possible for Belgium to con- 
tinue to import coal for coking purposes at a monthly rate 
of about $7.5 million for another six to nine months, until 
her own production of coal has increased or other coal sup- 
plies become available, Belgium will probably also continue 
to purchase about $1 million of US machinery each month, as 
well as to maintain cotton purchases which amount to about 
$12-$15 million a year and tobaccs imports of from $5-$101 - 
million a year. 


The Eximbank has extended two previous credits to Bel- 
gium, one for £55 million in September 1945 on 3(c) Lend- 
Lease terms and another at the same time for $45 million to 
be used for reconstruction purposes. 


CONFIDENTIAL 
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WFTU MEETING ENDS WITHOUT ANTICIPATED In spite of rumors 
RUPTURE OVER EUROPEAN RECOVERY PROGRAM of an impending 
split in WFTU ranks 
which might cause dissolution of that organization, the Paris 
session of the Executive Bureau ended November 25 without the 
issues coming to an actual head. During the session rumors 
of the split were greatly accelerated. Interpreted as evi- 
dence of increasing conflict of ideologies in the inter- 
national labor movement are: 1) divergence of views on the 
European Recovery Program anc, more fundamentally, conflict 
over international political policy by labor; 2) the renewed 
campaign by the AFL against Communism on an international 
scale as indicated by its desire to arrange a conference of 
the trade unions of the 16 "Marshall Plan" countries; and 3) 
the décision of some trade union centers in Latin America to 
form an inter-American federation of labor at a conference 

in Lima on Januery 10 to offset the leftist Latin-American 
Federation of Labor. 











A head-on collision and a possible break-up of WFTU was 
expected if CIO representatives at the Executive Bureau meet- 
ing insisted, as seemed likely, on WFTU endorsement of the 
European Recovery Program, and if the Soviet trade unions 


followed 
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followed the anticipated line of denouncing the program. 

The crisis did not cevelop, however. James Carey of the CIO 
urged the .FTU to implement its resolutions on European and 
world reconstruction adopted in 1944 at London and in 1945 

at Paris by supporting the Evropean Recovery Frogram as pre- 
sented in the Harriman Report. He described the Harriman 
report in detail as consistent with CIO policies toward 
American aid to foreign countries and with the earlier WFTU 
resolutions. No one questioned the content cf Carey's state- 
ment. The Soviet Trade Union delegation made no comment. 

Di Vittorio, of Italy, answering for the Communists, described 
the issue as dangerous and of much wider scope than CIO or 
WFTU views concerning international reconstruction. The CIC 
urgec that its statement be published in full in the WFTU 
bulletin and distributec to all members. It was decided that 
the Secretariat should deal with the auestion of pudlication 
as it ceems appropriate. 


Embassy London has reported that, Ccespite an article in 
Trud which indicates Soviet intention to jettison WFTU, it 
is unlikely that the Soviets will force the issue at this 
time. The Embassy believes that for tactical reasons the 
Soviets prefer to keep WFTU in existence since its collapse 
now might only accelerate the already developing split in 
French anc Italian trade union movements. 


Report On Executive Bureau Meeting The Executive Bureau 
concluded its meeting after consicering questions concerning 
Gerran trace union unity, Inconesia, the Asiatic Trade Union 
Conference, Latin American labor conditions, and relations 
with ILO. A draft resolution was edopted which demanded that 
a VFTU liaison bureau, staffed by representatives of all four 
zonal powers, be established in Germany, that zonal authorities 
provice adequete facilities for German trade unions, and that 
a German trade union unification conference be helc as soon 
as possible. CIO representatives have stated that they would 
refuse to intervene with US authorities to support the reso- 
lution until German trade unions had met previously estab- 
lished requirements regarding democratic trade union structure. 
A compromise resolution was adopted which registered #FTU 
support of the Indonesian "struggle for freedom". A recom- 
mendation was defeated thrt the WFTU take measures, including 
reritime strikes and other forms of economic blockades, if the 
Security Council report on Indonesia did not provide a satis- 
factory solution. Calcutta was tentatively agreed upon as the 
site of the Asiatic trade union conference, but no agreemer.t 
ras reachec on the date, In general, the Communists urged an 
early Asiatic conference with widest possible participation, 
whereas the British and Americans sought postponement of the 
conference and restriction to WFTU membership. aA resolution 
was adopted expressing sympathy with Latin American workers. 
It was recommended that a report be prepared on relations with 
ILO. * * x: 
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PROrOSALS MADE FOR INTER- A number of US proposals for 
AVERICAN ECONO”IC AGREEMENT inclusion in the draft inter- 
Americen economic agreement 
have been agreed upon by the Executive Committee on Economic 
Foreign Policy and will be submitted to the Inter-American 
Economic and Social Council,. Other US proposals, including 
one on financial cooperation, will be considered by ECEFP 
and submitted later. Proposals received by the Council from 
other American republics emphasize their interest in obtain- 
ing the maximum amount of financial assistance from the US. 








Conference Date May Be Postponed The question of 
"mutual defense" in economic matters was raised by some of 
the Latin American delegations at the Inter-American Confer- 
ence on the Maintenance of Continental Peace and Security, 
held at Rio last August. It was decided to refer this sub- 
ject to the Ninth International Conference of American States 
scheduled to meet in Bogota in January 1948 and the Inter- 
American Economic and Social Council was charged with prepar- 
ing the basic draft agreement on inter-American economic 
cooperation for submission at Bogota. It was further decided 
that a special economic conference would be called during the 
last half of 1948 to consider the best procedures for carry- 
ing out the agreement and to examine any measures tending to 
make inter-American economic cooperation more effective, 





There have been indications that a proposal may be made 
to postpone the Bogota conference for 60 or 90 days chiefly 
because of insufficient time for most countries to ratify 
the Rio Treaty and because of overlapping with the Habana 
Trade Conference, but US views have not been requested as 
yet on this matter. Should such a move be made we would be 
willing to support a short postponement. 


US Proposals Our propossls, as approved by ECEFF, in- 
clude a general undertaking to cooperate in the solution of 
economic preblems. We call for recognition by the American 
republics of their obligation to take measures to raise 
standards of living, committing themselves to full utiliza- 
tion of material resources and high levels of employment. 
These objectives would be accomplished by programs to foster 
useful and regular employment at fair wages through creation 
of conditions which would encourage expanding production and 
trade; to minimize the disruptive effect of illness, old age, 
temporary unemployment and work hazards on the continuity of 
earnings; and to safeguard health, welfare and education of 
the entire population. We also suggest a pledge of coopera- 
tion on promoting fuller utilization of human and material 
resources in the hemisphere in agricultural, extractive and 
manufacturing industries, with particular emphasis on the 
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less developed areas. This would be accomplished with capital 
funds, materials, modern equipment and technology, and tech- 
nical and managerial skills, We suggest an agreement to con- 
tinue anc expand the exehange of technical and seientific 
knowledge, research and investigation, as well as methods 

and techniques for applying such knowledge to the. economic 
development of the national resources and welfare of the 
peoples of all of the American republics. We believe the 
republics should accept the principle of access on equal 
terms to the exportable products and productive facilities 
needed for economic prosperity and develooment. In cases of 
short supply, the American republics should try to meet each 
other's basic needs to the fullest extent possible, consist- 
ent with domestic requirements of supplying nations and of 
the requirements of other nations which are depencent on a 
share of the exportable commodities. 


Our proposals include a recognition of the effectiveness 
of private initiative and an agreement to make every effort 
to encourage and promote a system of private enterprise. We 
also include a pledge to promote national and international 
actions designed to reduc2 tariffs and other trade barriers 
and. to eliminate discriminatory treatment in international 
commerce, as a means of expanding world trade on a multi- 
lateral basis. 


With regard to labor we advocate a program of vocational 
training and ate etege A geared to the reauirements of the 
economy of each nation, wi.:h healthful, safe working condi- 
tions, employment exchanges, legislation on minimum wages in- 
suring an adequate living and maximum hours which will not 
impair health and efficienc7; prevention of child labor and 
protection of young workers; collective bargaining between 
free and representative orge.nizations of workers and employers; 
vigorous and equitable enforcement of labor legislation and 
the collection and publicat’on of uniform statistics on the 
status of wage earners as ‘producers and consumers. 


US Position On Economic Development And World Recovery 
We believe economic ¢ development and an expanding prosperous 
economy in the Western Hemisphere can be achieved only as a 
part of balanced economic development in the rest of the 
world, Fuller utilization should be made of the resources of 
underdeveloped countries in such a way that greater balance 
of economic activity resul*s as between primary and secondary 
industries. Careful consiieration should be given both to 
improvement and extension of primary industries and to the 
proportion in which sounc]y based manufacturing industries 
should be developed. In “:hat regard it is essential for the 
American republics to coo)erate fully with respect to all the 
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factors involved and work out concrete procedures and mechan- 
isms for realization of these objectives. National policies 
of the individual states should be such that no barriers 
exist to international mobility of the ossential factors of 
production and local situations must be favorable to the ap- 
plication of these factors. In that regard we endorse the 
principles relating to industrial development adopted by the 
Inter-American Conference on Problems of War and Peace held 
in Mexico City in the spring of 1945. 


Anticipating that various.delegations at Bogota will sub- 
mit proposals for direct US aid for economic development in 
Latin America without regard to our plans for the economic 
recovery of Europe, ECEFP agreed that the US delegation 
should try to obtain recognition by the other American repub- 
lics of their participating interest in and their responsi- 
bility for Europe's recovery. This would include positive 
efforts to secure maximum production and deliveries of needed 
commodities at fair and reasonable prices, with returns to 
producer groups sufficient to induce maximum production. 


Proposals By Other American Republics Emphasize Needs 
Competition between European and Latin American countries for 


US aid is either directly expressed or implied in some of the 
proposals which they have submitted to the Inter-American 
Economic ana Social Council. Most outspoken are the recom- 
mendations of Colombia, which state in parts: "An analysis of 
the Latin American economic situation would easily show the 
need of measures similar to those of the Marshall Plan for 
Europe. Thus far the Monetary Fund and the International 
Bank have not been effective in providing assistance to Latin 
America, What is needed is immediate financial aid and a 
vigorous and rapid expansion of means of production in Latin 
America. . . . Only the United States Government can supply 
the capital for development which is urgently needed," The 
Colombian statement points out that Latin American countries 
are in need of the modern production equipment Europe wants 
and that their situation will be intensified by the fact that 
this equipment is planned for European recovery. 








To carry out its ideas, Colombia proposes the creation 
of an "Inter-American Financial Corporation" with capital 
subscrioed by the various governments on a basis of their 
national income, but which would have as its real working 
capital a loan from the US of $5 billion. Policies and actions 
of the Corporation would be controlled by a group on which the 
US and Latin American countries would have equal representa- 
tion. It would make loans for periods not exceeding 30 years 
for development purposes in Latin America as well as currency 
stabilization loans for agreed periods of time. In addition 
there would be created an "Inter-American Institute of Planning 
and Development" for technical studies and services and a con- 
vention on double taxation as a means of encouraging private 
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Peru's memorancum on the inter-American economic agree- 
ment states that it is necessary to know clearly "what part 
of the Marshall Plan funcs will be used in the Americsn coun- 
tries to convert their sterling balances into dollars." It 
is suggested that currencies of the émorican republics right 
be stablized on the besis of a single intcr-American monetary 
unit; the creation of a Fen American Contral Bank; the crea- 
tion of an inter-Americsn entity to purchase surplus products; 
or through the granting of stabilization credits to needy 
countries by the Monetary Func or the world Bank. The report 
goes on to analyze the good and bad points of each of the 
possibilities namec, not favoring any one entirely, but seem- 
ing to show 2 preference for at least a gradual spread in 
the use of a singie currency. ‘' 


Mexico believes thet the inter-American agreement should 
include a provision for the creation of en Inter-American 
Bank, stating that the International Bank has centered its 
attention on reconstruction rather than development loans, 
anc that its statutes restrict its operation. 


Chile believes mutual aid is necessary for the indus- 
trialization of raw materials which constitute the basic 
procuction of the less developed countries; the creation cf 
new industries; and expansion of existing industries, pro- 
viced they are suited to local conditions and will contribute 
co a higher level of consumotion. With regard to financing, 
Chile states that the American revublics having sufficient 
capital shoulc do everything possible to assure to those 
American nations which desire it, sufficient long-term crecits 
with reasonable interest and amortization. Countries with 
the greatest economic develo»dment should make availabie to 


less developed Americen republics what is neeced iu tne way 
of eer. Serene anc tools. Chie alse states that 
an appraisal should be mace of real henefits remeived by 
heogtban republics from their varticn aston iz: such imter- 
national organizations as the Bank, cus Wund and tne FAO. 


Cuba's recommendatica is particulary inseresting in 


view of that country’s violent adverse reaztrion te a section 
of our sugar bi’ -Ch specifies that we ma> withdraw in- 
creased yucras ay country if we find that is denies 
fair and equitebsae creatment to American interests. Cuka's 
proposal inchudes a seccivn SUB LNB. that ‘the mere notifica- 
tizn by one State to anotne- una b ~t will apply sanctions or 
coercive measures of an cconoric, | financial or commerciai 


nature unless it accedes, will be considered an injury, and 
the application of such measures will be considered as 
aggression." 


* * * 


DECLASSIFIED FOR PUBLICATION IN FOREIGN 
RELATIONS OF THE UNITED STATES 


s 








ISSUE NO.. 128 
December 8, 1947 


FILE 


SECRET 





oe” ECONOMIC 
DEVELOPMENTS 


POLICY INFORMATION COMMITTEE 
DEPARTMENT OF STATE 





DECLASSIFIED FOR PUBLICATION IN FOREIGN 
RELATIONS OF THE UNITED STATES 








This weekly publication is designed to highlight developments in the eco- 
nomic divisions of the Department of State, and to indicate the economic prob- 
Jems which are currently receiving attention in the Department. It is suggested 
that copies be retained on file, as reference will sometimes be made to previously 
reported items to avoid repetition. 


Document Security Instructions 


This document should be treated in accordance with current instructions 
regarding security measures for SECRET material. Extreme care should be ex- 
ercised to avoid public or private discussion of the information herein with or in 
the presence or hearing of any person not authorized to have knowledge thereof. 
For general purposes all Foreign Service Officers and other responsible economic 
officers are authorized to have knowledge of the contents of this document, 
responsibility for the safekeeping of which will be assumed by each recipient 
thereof. It may be retained in protected files or, at the discretion of the recipient 
destroyed by burning. If not personally disposed of by the recipient, he will 
assure himself that it is burned in the manner prescribed for SECRET material. 


DECLASSIFIED FOR PUBLICATION IN 
FOR 
RELATIONS OF THE UNITED STATES nICN 








December 8, 1947 
CONTENTS 


Austrians Make Concessions To Obtain Soviet Approval 
Of Currency Law ----- === +--+ 2+ es -- 2 ee 1 
Significance Of Soviet-Austrian Negotiations 


Balance Of UK Loan Unfrozen - - - - - - - -- -s- ee ee 3 


UK Concludes Five Financial Agreements -------+-:+ 4 
Belgium 
Iran 
Iraq 
Portugal 
Sweden 
Turkey 


Eximbank Approves Credits For Three Mexican Projects - - 6 


Recent European Bilateral Trade Agreements Summarized - 7 
Angio-Soviet Trade Talks To Be Resumed 
Anglo-Argentine Trade Talks Commenced 
Other UK Trace Developments 
Soviet Trade Negotiations 
German Trade Agreements 
Italian-Yugoslav Agreement Signed 
Yugoslav Trade Negotiations - 

Scandinavian Trade Negotiations 
Other European Trade Agreement Negotiations 


Italy Establishes New Exchange Rate - ----2+-+-+--s- 11 
Embassy Reaction 


' DECLASSIFIED FOR PUBLICATION IN FOREIGN 
_ RELATIONS OF THE UNITED STATES 











SECRET BEST COPY AVAILABLE 


AUSTRIANS MAKE CONCESSIONS TO OBTAIN Asa result of a bi- 
SOVIET APPROVAL OF CURKENCY LAW lateral agreement 

between the Austrian 
Government and Soviet forces i Austria, the Soviets agreed 
to vote affirmatively in the Ailied Council on the currency 
conversion law which had been promulgated by the Austrian 
legislature on November 20. (See page 9, November 24, 1947 
issue of Current Eeonomic Developments.) The Austrians were 
willing to go to almost any lengths short of nullifying the 
law to obtain Soviet concurrence to the measure and finally 
reached a separate agreement with the Soviets on December 2 
on the treatment of currency in Soviet possession. 











Counter-balancing the grant of 490 miilion schillings 
to the Soviets, the Russians will turn over to the Austrian 
National Bank 133 million schillings (consisting of occupa- 
tion schillings and balances of the Soviet holding corpora- 
tion for German assets in eastern Austria known as USIVA) and 
will also write off as an Austrian obligation tre alleged 
Soviet loan of 600 million reichsmarks made to Austria in 
1945. The agreement specifies that upon receipt of the 133 
million schillings, the Austrian Government will make avail- 
able to the Soviets 100 million schillings, of wnich 33 mil- 
lion will be blocked for a short period. Against the addi- 
tional Austrian obligation of 390 million, an initial payment 
will be made of 200 million, bringing the total payment upon 
implementation of the currency conversion law to 267 million 
schillings. The remainder will be raid in installments ex- 
tending over two years. ‘While there is no direct connection 
between Austrian payment of 390 million schillings and the 
cancellation of the alleged ioan of 600 million reichsmarks 
by the Soviets, the indirect connection cannot be ignored. 
The bilateral agreement was conditioned on unanimous AC ap-- 
proval of the Austrian law, with such unanimous approval 
being given before December 5. , 


The Department reviewed the agreement closely for any 
direct implication it might have on the current CFM discus- 
sions on Austria and was satisfied that the US position would 
not be jeopardized by the entry into force of the Austrian-: 
Soviet agreement. For the record, we may issue a statement 
in AC that the US considers that the currency conversion law 
and the Soviet-Austrian agreement have in no way affected the 
status under Austrian law of enterprises and financial institu- 
tions in which the United Nations have an interest, since the 
US considers that these enterprises and financial institutions 
remain fully subject to Austrian law, 


Although 
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Although we had and still have strenuous objections to 
the provisions of the Soviet-Austrian agreement, considera- 
tions in favor of unanimous approval by the AC were over-. 
whelming and we supported the law in the Allied Council. 
Chancellor Figl had informed US representatives that if the 
law were not passed on December 4 it could not be put into 
effect. until after Christmas and would resuit in most serious 
political and economic consequences. for which the US would 
be held responsible and this wouId place the present Austrian 
Government in a precarious position. Vhile US representatives 
felt that the burden the Austrians assume under the agreement 
with the Soviets would be heavy, they believed the strain on 
the Austrian economy would not be too much to pay for Soviet 
cooperation. It was also feit that delay in approval might 
occasion a deterioration of the political and financial 
situation, particularly the threat of repudiation of the cur- 
rency by the Austrian people. The law would become operative 
after a lapse of 31 days in any event, except that the Soviet- 
Austrian codicil would not be operative unless tnere was 
unanimous approval of the law, and it was debatable whether 
the Soviets might refuse to permit inplementation of the law 
in their zone and seize this as a pretext for partition of 
Austria. ince our position in this matter had so many im- 
portant implications, the question was referred to the Secre- 
tary for determination of the final US position. 


When approving the law in 4C, the US representative 
stated that approval on his part did not imply any endorse- 
ment whatsoever of the Soviet-Austrian agreement and he 
reserved the right to comment further on this agreement at 
any time. During the meeting of the Allied Council, there 
was consicerable discussion with regard to the allocation of 
schillings to the occupying forces for conversion by the 
troops and agreement wasy finally reached on a figure of 12 
million schillings for each of the four powers, it being 
understood that US, UK and French forces would not utilize 
for troop conversion sums ‘beyond the amounts permitted under 
the law. This decision was in contrast to the French proposal 
of 4 million schillings to each of the western occupying 
powers and 16 million to the Soviets. Tne British, however, 
firmly maintained that all four powers should be allocated 
equal amounts. : | 


The first Austrian reaction to AC approval was one of 
general relief at the prospect of orderly conversion without 
Soviet interference. 


Significance 
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Sign’ figencs 08 Soviet-Aus trian Negotiations Legation 
Vienn# Believes that Soviet willingness to approve the law 
indicates they are not prepared to promote economic parti- 
tioning of Austria at this time, even though a relatively 
favorable opportunity was offered to exploit an issue on 
which the Austrian population was divided. It also indicated 
Soviet readiness to leave the Austrian Communists in the ) 
lurch and again confirmed the Soviet policy to extort the 
last ounce of economic advantage from Austria. There have | 
been reports that the Soviets threatened to withhold 9,000 | 
tons of grain expected from the Soviet zone unless the Aus- 
trians approved the agreement. Austria, the Legation conm- 
ments, revealed a willingness to make substantial economic 
concessions to the Soviets in order to obtain Soviet consent 
to political measures considered important, for there is lit- 
tle doubt tnat-the Austrians coriceded considerably more on 
the currency bargain than tney intended. Moreover, the Lega- 
tion says, the Austrians seem to be manifesting a tendency to 
take US support for granted even on bilateral deals with the 
Soviets. 7 ) ; 
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Tne Legation continues by commenting that the Soviets © 
may be satisfied, at least for the immediate future, to con- 
tinue to entrench themselves economically in Austria along 
the present lines rather than to promote economic partition 
or dismiwt the present government coalition by fostering the 
Communist offensive:. 
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BALANCE OF UK As announced on December 6, 1947 in an ex- 
LOAN. UNFROZEN change of letters between US Treasury Secre- 

_ .tary Snyder and UK Chancellor of the Exchequer, 
ir Stafford Cripps, the UK will shortly resume withdrawals ~ 
against the $400 million balance of the credit he ar iu 

by th® Anglo-American Financial Agreement of December 6, 1945. 
This balance has been left undrawn by mutual agreement since 
the. UK's temporary suspension of convertibility of August 20. 
(See page 1, August 25, 1947 issue of Current Economic . 
Developments. } The Cripps letter reaffirmed the intention 

of the UK to adhere as closely. as possible to the CRGSSTEVES 
of the } eee Agreement. at all times. 
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K CONCLUDES FIVE. {ina continuing ‘effort to: ;conclude 
NeROLAL AGREEMENTS financial: agreements with other coun- 
Eo _ tries which wiil limit the demand on 
dwindting British doilar resources and yet conform as closely 
as possible to the provisions of the Anglo-American Financial 
Agreement, the UK has recently. signed agreements with Belgium, 
Ireq, Iran, Sweden and Portugal. (See page 4, October 13, 
1947 issue of Current Economic Developments. y’ Talks with the 
French regarding financial and commercial matters did not . 
result in any ‘agreement, and further meet: ings were scheduled 
for December. 3 





Belgium UK Treasury officials announced that the new 
monetary agreement signed in November with Belgium provides 
that when either country holds over 12 million pounds currency 
of the other, conversion of the excess into gold or dollars 
may be demanded. Belgium has also agreed to hold am addi- - 
tional 15 million pounds. However, sterling payments-to Bel- 
gium from non-sterling area countries will not be: permitted 
so long as such transfers require gold payments by the 
British. The Belgian Central Bank now holds about 33 million 
pounds. Under the terms of the: agreement, the. excess aseve 
27 million pounds is a British gold liability. 


Iran The financial agreement between Iran ant the UK 
which came into operation November 6 provides that. sterling - 
accounts of the Benk Melli and tne Imperial Bank of Iran will 
continue to be transferable accounts. In addition, the Bank 
of England will screen applications from London correspondents 
of these two Iranian Banks for the transfer of sterling from 
Iranian transferable accounts to American accounts with re- 
spect to current transactions. 


The agreement is qualified by the important provision 
that Iran does not intend to ask for transfers to American 
account except insofar as goods which it considers -essential- 
cannot be obtained on equivalent terms either in the sterling - 
area or elsewhere against sterling. The agreement repeats. 
the rantee given in the Irano-British Financial Agreement 
of® 26, 1942 against depreciation in terms of gold, With 
regird ta sterling balances arising from the 1942 agreement, 
the present agreement states that the Iranian Bank Melli has 
indicated that they will be used only for capital develop- 
ment.. Such balances are expected to amount. to from 8 to'12— 
million pounds. The agreement is subject to revision at any 
time on three months’ notice by either party. ~ 
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[rag By:amending the -financial agreement:.of August 13, - 
1947, the new agreement regulates the extent to which sterling 
will be:used--by Iraq-to effect payments outside the ‘sterling .: 
area. Allocations, of scarce currencies to Iraq are not to 
exceed 5,750,000 pounds per year. The agreement covers the 
period ending June, 30, 1948. 


Portugal The Anglo-Portuguese Monetary Agreement of 
October 16, 1945 has been altered in order to prevent an un- 
wieldy accumulation of sterling in Portugal's current account. 
The recent arrangement provides for the transfer of 5 million 
pounds from the current account to the "A" account, which, 
in general, is available only for payments to the sterling 
area for the purchase of capital goods. The British have 
also agreed, at Portugal's request, to. Portugal's‘ withdrawal 
from the transferable-accounts system under which that coun-— 
try was obligated to accept sterling from any source. This ~ 
request was presumably based on Portugal's: desire to avoid | 
accumulating sterling in order to protect its position in 
the British-market. Since the British want to prevent an 
excessive accumulation of sterling in Portugal's current ac-. 
count, any substantial receipts of sterling from other coun- 
tries would have implied a corresponding loss of sales in 
the UK. In addition, trade adjustments have’ been agreed upon. 
which will prevent the payments wadenee from ) CTE in ° 
Portugal's favor. ; | 


Sweden Under the new UK-Swedish met agrecnent, 
signed November 24, provision was made for a mutwal exchange, 
rate guarantee. ‘Sweden. will‘ continue indefinitely ig | 
25 million pounds accumulated prior to: July 15; 1947. ; 
gold payments’ will: ‘be made ‘until:after May 6, Teak chew: ‘ 
balances in excess of 8 ‘Million pounds:held by either country: 
will be subject to gold settlement. However, when the agree--: 
ment was concluded the British were to pay Sweden 5 million 
pounds in gold which. ‘represents half of Sweden's accumulation 
of sterling since July 15, the remainder to be ‘subject: to 
terms of the new agreement. Sweden will immediately lift. 
most of the recently imposed restrictions on British asehin: é 
and the UK expects to be able to ‘balance accounts with ty pre 
or even achieve a surplus during 1948.° The agreement will « 
be operative through 1949. | 


Turkey According to Satsoey Lenten, the British hove: 
not yet decided on the terms of the financial agreement to 
be offered to Turkey, but will probably yield to the Turkish 
request for an exchange rate guarantee while refusing to 
allow sterling convertibility. The‘UK official in charge of 


financial 
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financial discussions with Turkey believes that the Turks 
may agree to continue to accept sterling on this basis, as 
there is considerable pressure in Turkey from private inter- 
ests wishing to export to the sterling area. The Turks have 
about ‘16 million pounds held by the Central Bank in addition 
to sterling held for private Turkish account and are anxious 
that some portion be convertible into dollars. 


SECRET 
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EXIMBANK APPROVES CREDITS . In line with the Eximbank's 
FOR THREE MEXICAN PROJECTS commitment of last April to 
ng help Mexico in financing the 
dollar costs of sound projects, approval has been given to 
three specific requests for credits totaling $13 million. 
This action brings the total of advances made to Mexico 
under the $50 million line of credit to $21.5 million. 








A sum of $7 million was approved to assist Mexico in 
purchasing railway equipment, including three diesel elec- 
tric locomotives, rails and accessories, to be used by the 
National Railways. In addition, a $5 million credit was 
granted for purchases of materials, equipment and services 
required to complete construction of the Guayalejo and 
Sanalona sugar miils in Mexico. The Bank also extended a 
$1 million credit for equipment, materials and supplies. - 
necessary to establish: meat canneries in Mexico. These 
credits are made to the Nacional Financiera, a government 
corporation, and will be guaranteed by the Mexican Govern- 
ment. 


The Eximbank previously granted $5 million to Mexico 
for US agricultural machinery which is to be sold through 
Mexican distributors to purchasers certified by the Joint 
Commission for Eradication of Foot and Mouth Disease. A 
credit of $3.5 million was also extended to Mexico some time 
ago under the overall commitment for equipment, materials 
and services for the construction of a hydroelectric power 
plant at Colimilla, two associate transmission lines arid’a 
pumping station. 
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RECENT EUROPEAN BILATERAL Anglo-Soviet Trade Talks To Be 
TRADE AGREEMENTS SUMMARIZED Resumed A UK official, while 
expressing doubt that the UK- 
Soviet trade talks which are about to begin will lead to any- 
thing of significance, has stated that even if they result 
in only a limited amount of grain and timber being shipped 
to the UK they will be worthwhile in view of Britain's great 
need for these products. As a basis for discussions, the 
Soviets had demanded a precise statement in writing as to 
what the British wished to discuss, The British were reluc- 
tant to resume talks with their hands tied in this way and 
replied in general terms that they could go some distance 
now in meeting Soviet needs for certain kinds of machinery 
and Soviet wishes to revise terms of the existing credit 
agreement, so long as agreement could be reached with the 
USSR on supplying the UK with such products as coarse grains 
and timber. It is reported that up to 4.5 million tons of 
grain are involved. 














Reports are current in the UK that discussions concern- 
ing trade between the UK proper and tne Soviet zone of 
Germany will be commenced shortly. it is believed that the 
UK may be able to obtain certain articles, particularly tex- 
tiles, which can be re-exported for dollars. 


Anglo-Argentine Trade Taiks Commenced The UK has begun 
trade talks with Argentina, D. placing particular emphasis on 
the adverse balance of payments that currently exists in the 
UK's trade with Argentina and the questicn of. nonconvertible 
sterling. To help solve the adverse balance of payments 
situation, the UK is expected to request Argentina to remove 
all import. restrictions on British goods and tne British are 
prepared to make fairly definite commitments on the exporta- 
tion of commodities which the Argentines consider essential. 
The British will also attempt to persuade the Argentines to 
accept and hold a certain proportion of sterling. A member 
of the UK Foreign Office has expressed to Embassy London sur- 
prise at the press report that Miranda, President of Argen- 
tina's National Economic Council, who is to negotiate the 
agreement, is leaving Buenos Aires just as negotiations are 
to commence. The official indicated that tne trade mission 
would probably return to the UK if there seemed to be no 
likelihood of completing negotiations in the reasonably near 
future. 
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Other UK Trade Developments The Anglo-Eire talks on 
trade provide for an increase in the supply of coal from the 
UK, as well as an increase in supplies to Eire of other 
materials required for industrial and agricultural purposes. 
It is hoped that increased prices to Eire for food will en- 
courage the shipment of a larger quantity of foodstuffs to 
Britain. The agreement also provides for increased prices 
for British coal. According to the press, discussions have 
been temporarily halted between Canada and the UK food mis- 
sion now in Canada. 








Soviet Trade Negotiations In general, current Soviet 
trade negotiations appear to be hinged on grain. Estimates 
of the amount of Soviet grain availabie for export and stock- 
piling vary, but Embassy Moscow believes it to be approxi- 
mately 6 to 7 million metric tons. According to the Embassy, 
there are incications that the Soviets may not make large 
shipments of grain until late spring or summer when US ship- 
ments are at a low ebb, 





According to the Moscow press, the USSR and Finland, in 
a trade pact signed December 1, agreed to expand their trade 
relations considerably. The USSR met Finnish requests for 
coarse bread grains and will deliver metals and fertilizers 
in exchange for Finnish lumber, prefabricated houses, cellu- 
lose and paper. The treaty calls for most-favored-nation 
treatment on all questions relating to trade, navigation, 
industry and other economic activity. A Belgo-Luxembourg 
mission, which is to commence trade agreement negotiations 
with the Soviets soon, will propose the exchange of 50,000 
tons of steel for 100,000 tons of Soviet wheat and the pur- 
chase of another 100,000 tons of wheat from the USSR for dol- 
lars. Norway recently announced forthcoming negotiations 
with the USSR for long-term delivery of Norwegian fish in 
exchange for USSR grain. It has also been reported that 
Sweden and Denmark will attempt to secure wheat from the 
USSR. The Soviets have agreed to send France 25,000 tons of 
grain to arrive in French ports in January. The grain will 
be transported in Soviet snips, and it is reported that on 
the return trip the ships will carry French chemical products, 
trueks and automobiles. The Poles have disclosed that they 
have secured or have been promised 300,000 tons of Soviet 
grain. Czechoslovakia has been promised 400,000 tons of 
Soviet bread brains and 200,000 tons of fodder. 
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German Trade Agreements A trade agreement between the 
Soviet zone and the US-UK zone of Germany, which was con- 
cluded and signed November 25, provides for theeexchange of 
commodities valued at approximately 157 million reichsmarks 
from each area, which represents a 50 percent increase over 
the 1947 program. The American Mission to Greece has pro- 
posed sending two AMAG representatives and two persons desig- 
nated by the Greek Government to Germany to work out details 
for handling joint trade. Agreement in principle has been 
reached by the US and UK on the purchase of Icelandic fish 
for the combined zones of Germany, but the UK appears to be 
stalling on conclusion of the actual purchase. A payments 
agreement has been signed between Denmark and the combined 
zones by which trade is payable in crowns, except for 0061, 
timber and potash, for which dollars are required. 





Italian-Yugoslav Agreement Signed On November 28, the 
Yugoslav-Italian commercial agreement which has been under 
consideration for some time was signed. Negotiations during 
recent weeks have somewhat modified the terms of the agree- 
ment and the Italian Foreign Office believes the agreement 
is more reasonable and the best that can be expected. A spe- 
cial protocol provides for Italian exports valued at $150 
million over a five-year period, consisting of electrical 
equipment, machinery, complete plants and special equipment. 
Against Italian exports, the Yugoslav Government agrees to 
furnish the following commodities over and above quotas es- 
tablished in the regular agreement: lead, copper, antimony, 
chrome, bauxite, iron, coal, wood and food products. Raw 
materials included in the foregoing list and which are re- 
quired for tne manufacture of Italian exports under the spe- 
cial protocol must be furnished completely by Yugoslavia. 
These will normally pay for 30 to 40 percent of tne value of 
Italian exports. 


Yugoslav Trade Negotiations Yugoslavia and Bulgaria 
signed a Treaty of Friendship, Collaboration and Mutual 
Assistance on November 28, Among other tnings, it calls for 
close collaboration in all spheres of economic lite. To 
this end the two countries wiil coordinate economic plans, 
take measures for widening the mutual exchange of commodities, 
prepare for a customs union, and consult on measures to be 
taken relating to their foreign trade. Upon nis return from 
Sofia, Tito told the press that Yugoslavia should sign simi- 
lar treaties with Hungary and Rumania. Embassy Belgrade re- 
ports that Tito, accompanied by a delegation weighted aiong | 
economic lines, "has gone to Budapest. The Embassy feels that 
this visit will be the occasion for announcement of signature 
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of a mutual aid pact, The protocol of the 1947 Yugoslav- 
Netherlands trade agreement has not yet been signed. The 
Dutch are insisting on settlement of nationalization claims 
as a condition for continuation of commercial relations; 
trade, hewever, is continuing. Yugoslavia has recently 
agreed to export 150,000 tons of corn to Czechoslovakia to 
be balanced against Czech exports of capital goods. It is 
believed that Czechoslovakia threatened to stop shipments of 
exports to Yugoslavia until the latter took steps to make up 
the current trade deficit. 


Scandinavian Trade Nesotiations A member of the Finnish 
Legation has discussed with Denvartment representatives the 
possibility of negotiating a US-Finnish trade agreement. He 
stated that his government is interested in a trade agreement 
with the US because of the need for increasing Finnish export 
trade, especially of certain forest products. It was pointed 
out to him that it would be impossible to conduct negotiations 
until after the Hat na Trade Conference. Legation Helsinki 
reports that the draft trade agreement submitted by Argentina 
to Finland includes a preferential shipping clause similar to 
those included in other Argentine trade agreements and that 
the Finns may be obliged to accept the restrictive clause in 
order to secure needed grain. Denmark and Finland signed a 
supplemental trade agreement on November 8 for the exchange 
of Danish foodstuffs for Finnish lumber and wood and pulp 
products. Denmark is currently conducting negotiations for 
a supplemental trade agreement with Sweden and for agreements 
with Hungary and Poland. Norway has recently extended agree- 
ments with Yugoslavia and Italy and is negotiating a new 
agreement with France and an extension with Finland. Sweden 
and Czechoslovakia have extended their trade agreement which 
has been supplemented by new import-export lists and have 
signed a new cne-year payments agreement. 





Other European Trade Agreement Negotiations The Bul- 
garian Government has indicated to Legation Sofia that it is 
interested in sending a trade delegation to the US. Accord- 
ing to the Warsaw press, the Polish-Hungarian trade egreement 
signed November 21 provides for the delivery of articles 
valued at approximately $8 million from each country. A nen- 
ber of the Netherlands Ministry of Economic Affairs has gone 
to Czechoslovakia, Hungary and possibly ctner countries of 
eastern Europe to discuss trade possibilities. The Nether- 
lands trade with this general area is, in proportion to total 
trade, only about one-third the size it was before the war. 
It has been reported that Czechoslovakia and Bolivia are con- 
sidering negotiating a commercial treaty. A Canadian trace 
mission has recently returned from visiting 11 countries in 
Europe and Africa, 
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ITALY apa In an effort to achieve a more realistic 
NEW EXCHANGE RATE exchange rate, the Italian Council of 
Ministers on November 27 approved a 


legislative decree which effected a major revision in the 
Italian 50 percent exchange rate systen. 





Formerly, an exporter who sold $100 worth of goods in 
the US was obliged to sell $50 of his total dollar proceeds 
to the Italian Government at the official rate of 350 lire 
for $1 and the remaining $50 could be sold on the free mar- 
ket. Now, however, an exporter will be able to sell $50, 
or half of his proceeds, at the current free market--and the 
remaining $50, or other half, at the average of the previous 
month's free market rate. Thus the exvorter will change all 
of his $100 at approximately the current free-market rate, 
unless, of course, the month-to-month fluctuation in the 
free market has been excessive. 


The new exchange rate will not only be applied to ex- 
porters, but also to tourists, foreign residents, and, in 
general, almost anyone who can prove that he came into 
possession of foreign currency by legal means. 


The main objective of this new system is to allow the 
lira to find its own level so that stabilization can be 
achieved as soon as possible--a requirement if Italy is to 
benefit from the Bretton Woods Agreements. Further, it is 


a ai 


hoped that this action will encourage emigrants' remittances, | 
attract tourists and facilitate trade, Other anticipated 

advantages of the new system are that it may bring about the ) 
repatriation of Italian capital that left the country during 


the past years and increase the flow, through legal channels, 
of foreign capital into the country. The official exchange 
rate of 350 lire to the $1 remains unchanged. 


Embassy Reaction This new measure is considered by the 
Embassy to be progress in the right direction and an indica- 
tion of the government's sincere efforts to make Italy self- 
sustaining with respect to its external requirements. 





DECLASSIFIED FOR PUBLICATION IN FOREIGN © 
RELATIONS OF THE UNITED STATES 








ISSUE NO. 129 


December 15, 1947 FILE 


SECRET 





oome™” ECONOMIC 
DEVELOPMENTS 


POLICY INFORMATION COMMITTEE 
DEPARTMENT OF STATE 





DECLASSIFIED FOR PUBLICATION IN FOREIGN 
RELATIONS OF THE UNITED STATES 





This weekly publication is designed to highlight developments in the eco- 
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US EXAMINES CIVIL AVIATION POLICY AFTER Failure of the 
FAIIURE TO OSTAIN 'TLTIIATSRAL AGRESNENT- Geneva conference 
to achieve a multi- 
lateral air transport convention acceptable to the US neces- 
sitates a reassessment of our international civil aviation 
policy. Aviatian relations with incividual countries will 
also be examined in the light of the positions revealed at 
Geneva. It now appears fruitless to press for a multilateral 
aviation treaty in the immediate future. US aviation policy, 
which has been directed toward promotion of multilateralism | 
on Bermuda principles, apparently must be content with bi- 
lateralism, at least until such time as other states reach 
the point in aviation development where they can accept the 
multilateral concept. 











The conference clearly pointed up the cleavage between 
the trunk line operating countries and those countries which 
at present have only local or regional aviation services. 
Leaders in the aviation field, including the US, UK, French, 
Dutch, and Scandinavian countries, stood together for our 
multilateral principles but were defeated by countries with 
less development in the field of aviation. These smgller 
countries have become increasingly aware of the strength of 
their bargaining position vis-a-vis the big aviation powers 
in route negotiations on the assumption that they can: starve 
trunk line operators by refusing to grant "and beyond" or to 
specify "via intermediate points" in route descriptions. 
These countries have consistently sought a more restriction- 
ist policy to protect their own interests. All of the other 
American republics present at the conference aligned them- 
selves with this position. In fact, the opposition to the 
general grant of Fifth Freedom was spearheaded by Mexico and 
was strongiy supported by Canada, Itely and POrTEgAS« Greece 
and Turkey also voted against us, sens 


The UK was completely isolated tz positive from its 
Dominions. In the interests of Commonwealth harmony the UK 
may now feel compelled to modify its own policies in civil 
aviation, which would inevitably result: in moving further 

away from us, While denunciation of the Bermuda Agreement 
would seem highly improbable, there are many steps short of 
that which the UK might feel forced.to take. Any such steps 
by the UK would weaken our position since we have jointly — 
sponsored the liberal principles enunciated at Bermuda. 


In view of these developments our international avia- 
tion position now depends entirely upon bilateral agreements. 
In past negotiations the probability that a multilateral 


agreement 
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- agreement would be forthcoming was instrumental in helping 

us obtain some of our objectives. It is now possible that 

we will be faced with demands for consultation and renegotia- 
tiom' from countries with which we have agreements and we may 

encounter difficulty in negotiating the new bilateral neces- 

sary to complete the route pattern for our certificated car- 
riers. | 


Consequently, the Department is studyine our whole 
aviation policy and is considering such possibilities as: 
1) conclusion of a multilateral with states who agree with 
our policies; 2) renegotiation of existing bilaterals to con- 
form with the. articles drafted at Geneva; and 3) the feasi- 
bility of liberalizing our present approach on routes. 


LEND-LEASE SETTLEMENT The first meeting of US and Polish 
DISCUSSED WITH POLES representatives to discuss settle- 
ment of lend-lease and certain other 
Claims outstanding between the two countries arising from 
the war was held December 11. The US side proposed a lump- 
sum payment of 125 million zlotys by Poland and the mutual 
waiver of all claims connected with lend-lease and maritime | 
incidents. The Polish representative appeared to favor this 
approach to settlement, but requested further clarification 
of details before referring the matter to Warsaw. 





Latest available figures place the total value of lend- 
lease goods shipped to Poland at about $12.5 million. No 
payment is being requested for lend-lease eid to Pcland prior 
to V-J Day, and the proposed payment of 125 million zlotys 
would be largely in consideration of post-V-J Day aid, amount- 
ing to approxinately $110,000. Consistent with the usual 
policy on lend-lease settlements, the US will retain the 
right. to recapture and to require its consent for the re- 
transfer of any arms items of lend-lease origin which may 
still. remain in Poland. In addition, we will suggest that 
the final: settlement contain a mutual reaffirmation of the 
principles of international trade as contained in Article VII 
of the Master Lend-Lease Agreement. 
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WHEAT AGREEVENT At the International Wheat Council meeting 
TO BE NEGOTIATED held December 8, 1947 in Washington, it 

was agreed that another attempt should be 
made to reach an international agreement on wheat and that a. 
special meeting of the Wheat Council should be convened Janu-— 
ary 28 in Washington for the purpose of negotiating such an 
agreement. The International Wheat Conference, which met in 
London last spring, failed to reach an accord on an inter- 
national agreement and turned over to the International Wheat 
Council its draft of an agreement. (See page 16, April 28, 
1947 issue of Current Economic Developments.) Twenty-seven 
countries are now members of the Council and other interested 
countries are being invited to participate in the wheat agree- 
ment negotiations. : 








There was general agreement at the meeting that an ef- 
fort be made at this tire to attain a multilateral agreement 
along the general lines of the London draft. Argentina, how- 
ever, indicated that its position was the same as it had been 
at London--that it was not prepared to see. the question of 
prices dealt with in an international wheat agreement. The 
Argentine delegation statec that it would not support a pro- 
posal to sell wheat at set prices unless prices of other conm- 
modities, particularly those bought by wheat-producing coun- 
tries, were in some manner controlled. The London draft of 
the agreement provided for the sale within an agreed price 
range of only those quantities of wheat which the exporting 
countries guarantee to ship to participating importers and 
which the importing countries guarantee.to-accept. 


An ad hoc group, consisting of representatives from 
Australia, Brazil, Canada, France, India, the Netherlands, 
the UK and US, was set up to modify the London draft in the 
light of present conditions and to obtain as large a meesure 
of agreement as possible on that craft among both the coun- 
tries that are represented on the ad hoc group and other 
countries, The first formal meeting of this group will be 
held December 15 in Washington. 


US Position The US supports the general form of the 
agreement. worked out at London, while recognizing that special 
consideration will have to be given the actual details of such 
an agreement. The US recommends.that the term of the agree- 
ment be for five years, beginning with the crop year 1948-49, 
It is our view, in light of the situation that has developed 
since the London conference, that somewhat higher prices, both. 
as regards ceilings and floors, than were included in the 
London draft must now be considered. We feel also that con- 
sideration must be given to the. fact that: too rigid bilateral 
or multilateral tying up of large wheat supplies ina time of. 
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low reserves could become a serious obstacle to meeting an 
emergency situation resulting from short crops in either ex- - 
porting or imperting countries. The US, therefore, believes 
that provision should be made in the agreement for sufficient 
flexibility in wheat distribution to help meet possible emer- 
gency situations. : 


RESTRICTED 


* * x 
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EXIMBANK APPROVES CRuDITS AGAINST Italy has now been granted 
ALL OF FUNDS EARMARKSD FOR ITALY Eximbank credits up to the 

maximum arount set aside 
for that country following Premier de Gasperi's visit to 
Washington early in 1947. At that time the Bank earmarked 
$100 million to assist Italian industry restore and expand 
export markets. The credits were made in favor of the Istituto 
Mobiliare Italiano, a public credit institution, engaged in 
industrial financing, which was to reallocate the funds to 
individual firms as approved by the Eximbank,. 








The first credits approved under this arrangement went 
to three Italian firms to import fuel, industrial materials 
and equipment. Fiat, principal Italian producer of automo- 
tive vehicles, marine engines and mechanical appliances, re- 
ceived $10 million; Montecatini, an important firm in mineral 
and chemical production, was granted $9 million; and Pirelli, 
manufacturer of rubber goods, received $4 million. 


Four leading Italian shipyards obtained credits in Octo- 
ber for a total of $5.8 million to purchase equipment and 
materials ir the US, notably steel and coal. The credits 
were designed to enable the shipyards to fill substantial or- 
Gers from foreign countries as well as to assist in the repair 
and rehabilitation of the Italian Merchant Marine. 


In addition, credits totaling $54 million were approved 
in behalf of firms in the chemical, rubber, electro-mechanical 
and metallurgical industries for essential purchases of mater- 
ials and equipment in the US. Applications amounting to $14.5 
million from five Italian steel mills were also approved. 


The final credit under the Eximbank's commitment to Italy 
was granted to a proposed semi-public institution to be known 
as the Italian Handicraft Corporation. This credit was for 
$4,625,000, which brought the total of credits approved for 
Italy to an amount slightly in excess of the $100 million set 
aside by the Bank. 


UNCLABSIFTED 
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I?POPT AND EXCHANGE CONTROLS CONTINTE In an effort to cone 
TO BE ADOPTED TO CONSEEVE US DOLLARS serve hard currency 

resources, numerous 

jes, particularly in the. sterling area and in Latin 

Aner ca, are considering additional import and exchange con- 
trols. (Seg page 6, September 29, 1947 and page 11, Noven-. 
ber 17, 1947 issues ‘of Current Economic Developments.) in 
addition to Canada, which announced import controls last 
month, the follawing countries haye impased or are consider- 
ing import controls, foreign exchange cont rols, or increased 
Cuties: Ayustrajia, ‘the British colonies, Paiestine, Ethiopia, 
Mordcco, Belgium, Sweden, Mexico, Colombia, Chile and 
Bolivia. 


Australia Announces: Additional Import Restrictions On 


December 9, the Australian Government’ announced the following 
additional import cuts from dollar areas: automotive chassis 
imports are limited to 9 million pounds for the 18 months 
commencing January 1948; tobacco imports, commencing July 
1948, are reduced -to 50° percent of the base year 1939-40; 
newsprint consumption is limited to 90,000 tons annually from 
January 1948; film remittances are limited to 3 million 
pounds annually from January 1948; and gasoline rations are 
reduced 10 percent, 








British Colonies Take Steps To Control Imports In an 
effort to save dollars, the British ‘Jest Indian colonies are 


attempting to restrict imports from dollar areas, Bermuda 
has announced the reimposition of quota restrictions on the 
importation of general merchandise from other than sterling 
sources. The quota will not apply to foodstuffs. Northern 
Rhodesia has announeed rigid import controls, requiring 
licenses from ali countries except the UK-colonial group and 
South Africa. Singapore has prohibited the import from éll 
sources, or the export, except where locally produced, of a. 
number of luxury items. Imports from the US are decided on 
the basis of essentiality and availability of exchange. Ac- 
cording to the press, the Malavan Union has announced: the 
prohibition of imports from all sources, including the ster- 
ling.area (except Singapore), of the list of luxury items 
earliey banned by Singapore. The Ceylon Parliament is now — 
consig@ring a budget which provides for extensive increases 
in import: duties. The imcreased duties are intended to: . 
eliminate nonessential imports as well as to raise revenues. 
Although the budget has not yet been passed, the duty in- 
creases took provisional effect from December 1. Consulate 
Colombo reports that imports from the US will be greatly af- 
fected. In Cyprus imports from all sources, including the 
sterling area, must be licensed. Nigeria has canceled 
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existing open general and- quota licenses, replacing them 
with new licenses which, though similar-in purpose, are more 
restricted in scope. Imports from the US will continue to 
be subject to license. In the Gold Coast, imports from the 
US, except for essentials not obtainable elsewhere, are pro- 
hibited. 


Palestine Restricts Imports The Government of Palestine 


recently announced the restriction of imports to essential 
needs. Little change is anticipated in agricultural imports 
and special consideration is expected to be given imports of 
raw materials and machinery for building and local industry. 
The announcement extends the criterion of essentiality on 
currency grounds to countries previously not included in 
this category such as Norway, Belgium, Italy and France. 

The new policy will in effect also restrict imports from 
sterling area countries. 


Ethiopia To Increase Duties According to Legation Addis 
Ababa, Ethiopia will soon increase customs duties by approxi- 


mately 25 percent on a list of products including cigarettes, 
automobiles, electrical and other machinery. Export duties 
on cereals and oil seeds will be increased and duties will 

be applied to hides and skins also, heretofore free. The 
action is intended to increase revenue. , 


Belgium Considering Tightened Trade Regulations The 
Belgian Embassy has advised the Department that, in order to 


conserve dollar exchange, the Belgian Government will reinm- 
pose on a temporary basis the licensing of imports of non- 
essential goods from the US. Trade circles in Belgium: believe 
restrictions will be severe and that some 900 items classified 
as luxury may be prohibited. Our Embassy in Brussels is for- 
warding a list of the latter items, together with a full re- 
port. 


Discussions With Sweden Under Way In current discus- 
sions taking place in Washington concerning Sweden's finan- 
cial situation, the Swedes have indicated that 335 million 
kronor will be necessary for "vital imports" during the last 
quarter of 1947 and that 165 million kronor of expected hard 
currency receipts will be left for "non-vital imports". Of 
the exchange commitments of 580 million kronor for import 
permits already issued, a balance of approximately 400 mil- 
lion kronor of outstanding permits will not be covered by 
available funds. For 1948, the Swedes estimate that hard 
currency receipts will be less than those for 1947. 


Mexico 
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Mexico Increases Tariff On November 13, 1947 the Mexi- 
ean Government announced the revision of its import tariff 
schecule, raising virtually all import cuty rates except 
those items contained in the US -ifexi co Reciprocal Trade 
Agreement. The government specifically cited the triple 
aims of "assuring stability of fiscal resources, cf contriout- 
ing to correcting the lack of equilibrium in the balance of 
payments, and of establishing an adeauate margin of protec- 
tion for national agriculture and industry." In addition, 
on December 15 Mexico announced the immeciate provisional 
conversion of the srecific rates of Schedule I of the US- 
Mexican Trade Agreement to ad valorem or compound rates at 
levels equivalent to those prevsiling in 1942. Mexico and 
the US have reached agreement on the bases for a definitive 
revision cf Schedule I of the trade agreement following the 
Habana Conference, 





US_ Concerned Over Colombian Import Quota Plens ‘he 
Department is concerned over reports that the Colombian Office 
of Exchange Control plans to establish import quotas on cer- 
tain items listed in Schedule I of the US-Colombian trede 
agreement ana nas instructec Embassy Bogota to try to cis- 
suace Colombia from using such a system of quotas, insofar 
as possible. However, the Embassy was authorized if necessary — 
to indicate our willingness, in view of the seriousness of 
balance of payments anc exchange difficulties in Colomopia, 
terporariliy to refrain from invoking provisions of the agree- 
ment against such restrictive practices if these temporary 
quota arrangements are established and adrinistered in ac- 

cordance with the principles of Articles 20, 21, and <2 of 
the Geneva draft of the ITO Charter. The Bogota press is 
now vredicting that a bill conferring extraorcinery powers 
on the Executive to adjust tariffs and otherwise protect 
Gomestic industry and agriculture will not be passed during 
the current session of Congress. 





Chile Tightens Foreign Exchenge Controls Chile has in- 

tensified control over foreign exchange by a recent decree 
establishing in the National Foreign Trade Council an account- 
ing control over foreign exchange receipts and disbursements 
of commercial banks. During the first eight months of 1947 
Chile's merchencise foreign trade returned an unfavorable 
balance of US $6.8 million as contrested with a favorable 
balance of US £12.23 million during the comparable 1946 period. 
The precarious foreign exchange situation hes led to more 
liberal export auotas for certain ferr products. 
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Bolivia Issues New Import Decrees Bolivia recently pro- 
mulgated three new decrees regarding imports. One decree 
establishes rates of exchange for imports Gesigned to capture 
free market exchange; a second regulates the issuace of im- 
port licenses; and the third is aimed at controlling specula- 
tion prices on imported commodities. 





MEXICO AND US AGREE ON BASES MThe US and Mexico have ex- 
FOR TRADE. AGRES'EYT R=2VISION changed notes establishing 

the bases for revision of 
Schecule I of the US-Mexican Trade Agreement. (See page 13, 
November 3, 1947 issue of Current Economic Developments.) 
In accordance with agreement reached informally between the 
two countries, Mexico on December 15 issued a cecree provi- 
sionally converting all Schedule I rates to ad valorem or 
compound rates equivalent to the 1942 levels, pending 2 more 
definitive revision of Schecule I to be negotiated immediately 
after the Habana Conference. This action follows the Mexican 
import tariff revision of November which raised virtually all 
import duty rates except on those items contained in the 
trade agreement with the US and converting almost all the. 
aforementioned rates to an ad valorem or compound basis. 
The US has consented to this provisional conversion of Sched- 
ule I rates in recognition of Mexico's acute need to correct. 
the imbalance in its trade relations with the US and to af- 
ford a more reasonable measure of protection for Mexican in- 
dustries until negotiations for a more definitive Schedule I 
can be concluded, 








Bases for negotiating a revision of the Schedule I rates 
are substantialiy as foilows: 


1) Permitting ‘the provisional conversion-of Schedule I 
rates to 1942 levels as detailed above, the US wiil, 
however, not propose corresponding increases of spe- 
cific rates in Schedules Ii and III. Earlier indica- 
tions by the US that it might be necessary to with- 
draw some Schedule II items to compensate for proposed 
Mexican action were considered by Mexico as threats, — 
Mexico claimed the right to restore its rates to the 
1942 protective level without giving the US any com- 
pensation and stated that any action on the part of 
the US to withdraw Schedule II concessions for that 
purpose vould leave Mexico no alternative but to de- 

-nounce the agreement. 


2) The 
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2) The US will eansicer Mexican proposals for increases 
in Schedule I above restored 1942 levels where neces- 
sary to rprpavide for the reasonable protection of 
sound Mexiean industries. 


3) Mexico will eonsider a selected list of items in 
Schecule I to be submitted by the US with proposals 
for the binding of the present or restored rates or 
recuctions therefrom. 


4) Mexico will consi€er a list of new items to be sub- 
mitted by the US for inciusion in the renegotiated 
‘Schedule I at the rates of the recently revised 
Mexican tariff or at reductions therefrom. This in- 
creased coverage, plus concessions under point (3), 
is designed to compensate the US for any upward ad- 
justments of Mexican rates agreed upon. 


5) All adjustments of Schedule I will be negotiated in. 

terms of the merits of each item so that the result- 
ing agreement taken as 2 whole will be equality | advan- 
tagecus and mutually satisfactory. 


6) The renegotiated Schedule I will be accepted by the 
US as a basis for a more extensive future renegotia- 
tion of the trace agreement whether bilateral or 
multilateral, and will be suvported by the US vis-a- 
vis other parties to the General Agreement on Tariffs 
and Trade. Mexico reserves the right in any more ex- 
tensive renegotiation to request changes in Schedules 
II and IIIf. 

The negotiations will be conductec pursuant to the Trade 
Agreements Act anc in accordsnce with the procedures estab- 
lished thereunder. The customary public notice of intention 
to negotiate will be issued, and interested parties invited 
to submit views to the Committee for Reciprocity Information 
in writing and orally at public hearings. 


ws me - 


MEXICO REGUSSTS SECOND DRAWING Mexico has requested the US 
ON STABILIZATION FUND Treasury to make $10 million 
f ‘available from the Stabiliza- 
tion Fund, in addition to the $10 million approved during 
October, in line with our commitment of last May to advance 
funds to Mexico to a maximum of $50 million for stabilization 
purposes. Pointing to the critical exchange position at the 
present time, =mbassy Mexico City supports the Mexican request 
for assistance. The Embassy believes that the import demand 
will drop sharply next month thus relieving the severe strain 
on exchange reserves, 








* * * 
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NO eo YET REACHED ON US CLAIMS In the light of 
AGAT YUGOSLAVIA; ASSETS STILL BLOCKED strong representa- 
tions by the Yugo- 
slav Ambassador in Washington for the releese of gold now 
blocked in the US, the Departrent is re-examining the claims 
of American owners of property nationalized in Yugoslavia 
to determine the mi: mum figure we can accept as compensation 
for these claims ana as reimbursement for lend-lease and Plan 
A supplies and several other outstanding claims. We are also 
studying the possible conseauences of releasing all or part 
of the biocked Yugoslav gold above the amount which we suggest 
for overall settlement. The continued freezing of Yugoslav 
assets in this country appears to be the only assurance that 
a satisfectory settlement of these issues will eventually be 
reached, and we do not believe that there is opportunity for 
serious criticism as long as active negotiations are continuing 
on the many unresolved problems.with Yugoslavia. 











Developrents On Property Claims After a special study, 
we recently concluded that we are justified in retaining Yug- 
oslav assets in the US pending a satisfactory general settle- 
mentsof our claims against that country. It was decided 
that, if the Yugoslavs indicated they —_ prepared really to 
negotiate, we would approve acceptance of a smaller sum than 
the €25 million we had previously requested in settlement of 
American property claims, Subsequently, our negotiators ad- 
vised the Yugoslavs that we would accept $20 million as a 
lump-sum compensation for American property claims totaling 
over $42 million, with other types of claims to be settled 
separately. Following refusal by US negotiators to consider 
a thoroughly unsatisfactory counterproposal, the Yugoslav 
representative threatened to sue the US in the Hague Court 
for release of the gold. At a later meeting, however, the 
Yugoslavs requested that we release the balance of the gold 
over the $20 million asked for the lump-sum payment. Plocked 
assets of Yugoslavia in the US include $47 million of govern- 
ment assets, nearly all in gold, and additional private accounts 
not exceeding $13 million, 





The Yugoslav Government has meanwhile moved forward with 
its nationalization program by publication of regulations for 
valuation end indemification of property to be acquired by 
the State. In the view of Embassy Belgrade, the compensation 
procedures are unreasonable and prejudicial to US owners, 
illustrating clearly that satisfaction for our claims can be 
achieved only through an overall settlement. 


Status 
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Status Of Other Issues Although it was agreed at earlier 
meetings that Yugoslavia should make payment in dinars for 
lend-lease and Plen A supplies, their offer of 30 million 
dinars was rejected by the US as an inadequate equivalent 
of the $3.5 million requested, Several other issues yet to 
be decided are compensation for two US airplanes shot down 
in Yugoslav territory, war damage to American property, treat- 
ment of American owned enterprises remaining in Yugoslavia, 
trademarks, creditors' claims, etc, 





x x * 
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This weekly publication is designed to highlight developments in the eco- 
nomic divisions of the Department of State, and to indicate the economic prob- 
lems which are currently receiving attention in the Department. It is suggested 
that copies be retained on file, as reference will sometimes be made to previously 
reported items to avoid repetition. 
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regarding security measures for SECRET material. Extreme care should be ex- 
ercised to avoid public or private discussion of the information herein with or in 
the presence or hearing of any person not authorized to have knowledge thereof. 
For general purposes all Foreign Service Officers and other responsible economic 
Officers are authorized to have knowledge of the contents of this document, 
responsibility for the safekeeping of which will be assumed by each recipient 
thereof. It may be retained in protected files or, at the discretion of the recipient 
destroyed by burning. If not personally disposed of by the recipient, he will 
assure himself that it is burned in the manner prescribed for SECRET material. 
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NEW AVIATION POLICY TOWARD The Department has adopted an 
USSR AND SATSILITSS ADOPTED interim ststement of US civil 
aviation policy vis-a-vis the . 
USSR and its satellites, which provides, in effect, that the 
economic, political, intelligence anc psychological advan- 
tages of operating civil air teutes into and through the 
satellite countries are insufficient t® warrant the effort 
and expense of completing arrangements and actually operating 
the routes, particularly if no progress is thereby made to 
obtain access to the USSR. This statement will be trans- 
mitted to the appropriate missions without awaiting the 
finalization of our overall economic policy toward eastern 
Europe. It substantially modifies the policy under which our 
missions have been operating (see page 12, March 3, 1947 
issue of Current Economic Developments) which encouraged ef- 
forts to conclude setisfactorv bilateral air transport agree- 
ments with the satellites despite Soviet unwillingness to 
conclude an air agreement with us. 











Our new policy provides that we will take no initiative 
for the present to secure operating rights or bilateral air 
transport agreements to enable US civil air carrier opera- 
tions into Hungary, Rumania, Yugoslavia and Bulgaria. Any 
proposals by these countries for air services are to be care- 
fully evaluated in terms of: 1) current and prospective 
political relations not only with the satellite country in- 
volved but also with the USSR; 2) military, economic and © 
political interests of the US in obtaining access by air to 
or through that country, as well as routes requested by it; 
and 3) the fact that access to Soviet territory is currently 
considered an important quid pro quo for access to US terri- 
tory proper. Cognizance shoulc also be taken of the fact 
that the customary requirement of substantial ownership and 
effective control of the carriers involved is not likely to 
be fulfilled by Soviet satellites. f 





Wwe are prepared, however, to consider granting transit 
and traffic rights in the US zones of Germany anc Austria in 
return for the same rights in the sateilites. Our control 
of the airspace over these zones will also be utilized to 
minimize the possibility that the Soviets might impede move- 
ment of US aircraft to and from Berlin and Vienna. Our close 
coordination with the UK on civil aviation matters involving 
the USSR ahd its satellites, by full exchange of information 
covering our objectives anc proposed courses of action, will 
be continued. 


Cur 
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Our missions in countries outside the periphery of the 

Soviet sphere concurrently are being requested to evaluate 
on a continuing basis the possible effectiveness of an under- 
stancing with those governments under which they would deny 
transit and landing rights to Soviet or satellite airlines 
until and unless these countries are prepared to join the 
rest of the world in seeking the orderly development of in- 
ternational civil aviation based upon reciprocal rights and 


the broacest possible freedom consistent with national secur- 
ity anc sound economic principles. 


US flag carriers sre currently cperating into both 
Finland and Czechoslovakia and there is no present intention 
to modify the arrangements with these two countries under 
which the services are operated. Moreover, in the case of 
Poland, we plan to take the initiative in attempting to 
secure operating rights into Warsaw for the certificated US 
air carrier, offering in return transit and landing rights 
‘for the Polish line in the US zone of Germany. 


US-UK BIZONAL FUSION On December 18, after several months 
AGREEMENT REVISED of negotiations, formal agreement was 
; _ reached between the US and UK on a 
revision of the US-UK Bizonal Fusion Agreement which was 
originally adopted December 2, 1946. The original plan, 
which established the fields of authority in the bizonal 
area in Germany and provided for 50-50 financial responsibil- 
ity for the administration of that area, also provided for 
amendment of the financial provisions upon mutual agreement. 
Negotiations were instituted at the recuest of the UK which 
stated that it could no longer meet its dollar obligations 
in the bizonal area. The revised agreement covers the period 
ending December 31, 1948, 








Under the terms of the new agreement, the UK wiil no 
longer be responsible for the procurement in collars of 
Category A goods and services imported into the bizonal area. 
Category A imports consist of food, fertilizer and petroleum 
products. Britain undertekes, however, to provide approxi- 
mately $34 million either in goods or cash for the remainder 
of this year. During 1948 the Ul will be responsible for 
Category A imports to be paid for in pounds sterling to a 
total value of B17,500,000, which is about 270 million. An 
additional $17 million in pounds will be held available by 
the UK to be used in procurement of such supplies from the 
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sterling area as it may be possible to obtain in the near 
future. The UK will also undertake to provide 33 ships to 
lift cargoes from US ports to Germany in the period November- 
December of this year, and sufficient ships to lift 12 conm- 
plete cargoes during each month of 1948. (There have already 
been some protests against this provision from US shipping 
interests.) 


The US will provide the balance of the Category A im- 
ports from November 1, 1947 to the end of 1948. It is esti- 
mated that the dollar expenditures for 1948 for the bizonal 
area which we will assume from the British will amount to 
$330-350 million, in addition to our own costs--being 50 per- 
cent of the total dollar cost of essential needs of the civil- 
ian population of the bdizonal area, 


In view of the larger financial contribution by the US 
uncer the new agreement, greater authority will be vested in 
the US members of the Joint Export-Import Agency (JEIA) and 
the Joint Foreign Exchange Agency (JFEA), through a system of 
weighted voting accorcing to the financial contribution from 
appropriatec funds of the two countries. Differences of 
opinion concerning major policy decisions, however, may be 
referrec to the Military Governors at the request of either 
group. Action will be suspended in such cases until adequate 
opportunity has been afforced to ensure that the issue-has 
received sufficient review. In those cases where a decision 
of JEIA or JFEA is deemed to have a serious effect on major 
foreign policy decisions of either country, the issue may be 
brought to the attention of the two governments in order to 
provide full opportunity for discussion. This provision was 
included at the specific request of the British who feared 
that the weighted voting procedure, without the right of ap- 
peal anc suspension of action until teview of the case, might 
be an abrogation of sovereignty on the part of the British. 
The time period for suspension may be determined when either 
government has decided that adequate time has been afforded 
for review of the issue, 


Under the Agreement, the UK undertekes to provide for 
the convertibility of dollar balances in JFSA account when- 
ever doliar holdings of JFEA fall below $20 million. Sterling 
will be converted sufficient to restore the dollar holding to 
the minimum of $20 million. The liability to convert affects 
not only the capital hoiding of JEIA but also any sterling 
accruing as a result of trace. In view of the serious dollar 
position of the UK, an attempt will be mace to ensure that 
the operations of JEIA will be conducted so that not more 
‘han the sterling eauivalent of $40 million shall be required 
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to be converted prior to January 1, 1949. The rate for con- 
version is reaffirmed at $4.03 to the pound. 


Provision is also made in the agreement for immediate 
negotiations between the JEIA and the UK with a view to maxi- 
mizing trade in both cirections between the bizonal area and 
the steriing area. 


SALE OF FOREIGN Following a recent decision by the Attorney 
TANKERS RESUMED General that the Maritime Commission has 

legsl1 authority to sell tankers to foreign 
applicants, the Commission has formally approved the sale of 
83 T-2 tankers from approximately 100 originally allocated 
for foreign sale. ‘éithout consuiting the Department the 
Commission denied applications from Argentina for 3 tankers, 
Uruguay for 3 and Sweden for 2 and reduced the Norwegian 
application from 11 to 4. The 13 tankers denied for foreign 
sale were immediately reallocated and approved for sale to 
US applicants. The sale of these tankers was suspended in 
November while a Congressional inquiry was mace into the 
applicability of the. clause in the Ship Sales Act of 1946 
which grants preference to US buyers. (See page 6, Novem- 
ber 24, 1947 issue of Current Economic Developments.) 





Argentina and Uruguay have registered strong protests 
against cancellation of their applications. We are actively 
investigating every possible recourse but are not hopeful of 
immediate success. Our position is extremely difficult in 
view of the Commission's action in reallocating these ships 
to US companies, 
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PAKISTAN'S RECUEST FOR We have replied to Pakistan's re- 
DEVELOPMENT LOAN REFUSED quests for a $2 billion loan for 

development projects and a short 
term: Joan of $45 million for relief and rehabilitation pur- 
pose#s “Our note states that Congressional authority would 
be required to extend a credit for the type of long-range 
development program envisaged by Pakistan and that we are 
not prepared at this time to recommend such Congressional 
action. We are, therefore, suggesting that Pakistan may want 
to break down the program into selected projects which might 
qualiry for SSeRnSIRS by the Eximbank or the International 
Bank, 








In response to Pakistan's request to us to receive a 
financial mission to continue negotiations for a dollar loan, 
we have suggested that it might be better for such a mission 
to come to Washington after the Eximbank has received a fully 
documented application to finance one or more specific pro- 
jects and has them under consideration. 


We have also acknowledged Pakistan's efforts in taking 
preliminary steps to obtain aid from private sources the 
means to finance its capital needs and have pointed to the 
desirability of continuing oun | a course, since perize funds 
are limited, 


In requesting a short term $45 million loan, Pakistan 
emphasized its dire need for purchase of medicine, warm 
clothing, and other articles urgently required in the relief 
and rehabilitation of the four to five million destitute 
refugees who: have come from India, We have expressed our 
sympathy for the needs of these people and have offered our 
full support to efforts of Pakistan to obtain assistance 
from the War Assets Administration. We have also called at- 
tention to the efforts of a volunteer relief agency, the 
Committee for Emergency Aid to Pakistan and India, which has 
alreacy shipped considerable quantities of relief suppsses 
to both countries, 


. Although it was suggested some weeks ago that Pakistan 
estat§ish a fund in the rupee equivalent of $2 million to. 
enable the American Relief Committee to use such personnel _. 
and relief supplies as may be available locally, no response 
has as yet been received to this suggestion. 
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TECHNICAL MISSION A joint US-Brazilian Technical Mission 
WILL STUDY BRAZIL is expected. to be established in Brazil 
soon to undertake a four to six weeks' 
study -of Brazilian resources and capacity:for economic de-. . 
velopment. The request for such a Mission was made by Brazil 
during Secretary Snyder's visit -to Rio last -summer.and was 
later discussed by President Truman. and President Dutra. 





.. The President has approved the terms of reference to be 
suggested to the Brazilian Government for the Commission as 
prepared -in the Department in conjunction with Treasury. We 
propose that the Commission attempt to analyze the factors in 
Brazil which are tending to promote or to retard the economic 
development of that country. This might involve a broad ap- 
praisal of the manner, directions and rates of development of 
the Brazilian economy, looking toward the most effective and 
balanced utilization of Brazilian resources. Furthermore, it 
is suggested that the-Commission give particular attention to 
the capacity of Brazil for economic expansion through the . 
maximum use of its internal resources. While we recommend 
that the Commission not undertake to appraise the merits of 
specific projects nor to evaluate the desirability of obtain- 
ing foreign financing, measures to encourage the flow of pri- 
vate capital to Brazil should be considered. . Where appro- 
priate, the Commission should make broad recommendations on. 
measures which might facilitate economic development in 
Brazil. The terms of reference avoid any commitment with re- 
spect to the possibility of any surther financial assistance 
from the US. 


In implementing the program set forth in the terms of 
reference, we recommend that the Commission give attention 
to Brazil's natural and capital resources; the supply of 
labor, particularly skilled; problems in fiscal and ‘anking 
fields; problems of domestic and international trade; and 
the position of. Brazil. in the world economy. 


US representation ar the Commission will consist of a 
chief and two other members, with an adequate staff of tech- 
nicians in various economic fields. . Brazil will be similarly 
represented and there will be a co-chairmenship of the Com- 
mission. The US side of the Commission has not yet been 
named, : . 
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CAFE ADOPTS Resolutions covering immediate and longer 
NEw PESOLUTIONS range needs were approved by the Economic 
Commission for Asia and the Far East (ECAFE) 
at its second session at Baguio, in the Philippines. Two of 
the resolutions were passed unanimously, the others generelly 
with the USSR abstaining or dissenting. The US delegation, 
which took a leading part throughout the session, considered 
those relating to food, industrial development and trade pro- 
motion as the most important anc promising. 





The first few days of the meeting were devoted mainly 
to membership and similar questions. After considerable de- 
bate, it was decided that the Siamese delegates could par- 
ticipate in the conference on the understanding that this 
cid not imply recognition of the present Siamese Government, 
The Siamese delegates, however, claiming e loss of face, re- 
turnec to Siam shortly before the favorable vote. A celega- 
tion from Java petitioned for acmission of the Republic of 
Indonesia to asscciate membership, while the Netherlands 
Celegation submitted an associate membership application for 
all of Inconesia. A US suggestion that the two groups at- 
tempt to resolve these cifferences was unavailing. The Com- 
mission's feeling that the basic question was a political 
one outside ECAFE's scope deferred decision. The Commission 
recommended to ECCSOC that New Zealand be given full member- 
ship. Over Russian opposition, working relations with Allied 
control authorities both in Japan and Korea were agreed upon. 


In substance the rore important resolutions are as fol- 
lows: 1) that ECAFE, in conjunction with the Food and Agri- 
cultural Organization, formulate a comprehensive food program 
for Asia as soon as possible; 2) that a working party be 
established to prepare a report on existing plans for provid- 
ing industrial development of the region; 3) that a working 
group be established on trade promotion in the ECAFE region; 
4) that an appeal be mace to producing countries and to FAO 
for lowering the price of cereal exports; 5) that a recom- 
mendation be mace to SCOSOC to establish a bureau on flood 
control of Asian rivers; 6) that FAO be asked to convene a 
technical conference on timber in Asia; and 7) that a techni-. 
cal training program, including the use of expert assistance 
by governments, be adopted, 


The next session of ECAFE will be held in India in the 
spring of 1948. 


UNCLASSIFIED 
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KOREA UNDERGOES Accentuating the split in the ad- 
CONmvVERSIOCN ministretion «' Korea, recent laws 
alt in North Korea provide for the con- 


version of ail currency issued by the Bank of Chosen prior 
to the occupation and alse invalidate as legal tender all 
red won issued since the occupation of a value of one won or 
higher. Circulation of these’currencies was prohibited 
after December 8, 1947 except to pay taxes, train fares and 
to exchange for North Korea Cenral Bank notes by December 12, 
1947. Notes issued by the North Korea Central Bank in de- 
nominations of one, five, ten and one hwidred won are to be 
the only legal tender in settiement of ali Cebts both pubdlic 
and private. Old currency collected by the Banks is to be 
destroyed. 









Wnile provision is made for currency exchange on a one- 
to-one basis, there are severe «-strictions on the amount of 
old currency thet can be excha::zed. The excnange provisions 
foliows i) funds of the Norvih Kerea Farmers Bark exchanged 
sto the .imit cf its legal capitalization; 2) casa held by 
national organizations, government enterprises, voliti¢aI™™™ 
Yarties, sociai organizations and conswiers coope:atives had 
to be deposited prior to Decemrver 13 and after that date. 
withdravals will be allowed in amounts to be stipulated by 
the People's Committee; 3) private enterprise and social 
organizations emploving more than ten persons were permitted 
to exchange not more than 50 percent of the previous month's 
wage payments; 4) enterprises employing less than ten could 
exchange not more than 50 percent of one month's income; 5) 
amounts exchanged for laborers or clerks in national organiza- 
tions, political or social organizations or in privete enter- 
prises could not exceed the previous month's income from 
salary or wages; 6) amounts exchanged for farmers who made 
their contribution to food collections was limited to a top 
of 700 won; 7) university and college stucents could exchange 
an amount only equal to one month's stipend paid by national 
scholarships; 8) churches and other religious organizations 

permitted an exchange not in excess of 50 percent of 
‘Poa evorees monthly receipts prior to November 1947; and 9) 

se not included in the above categories could exchange no 
more than 500 won in the case of householders plus 200 won 
each for every member of the household over 18 years. The 
law states that amounts to be exchanged for Soviet military 
and civilian personnel are to be fixed by Soviet Army regula- 
tions vith conversion to be made by the Army financial sec- 
tions. In contrast to the stringent provisions applying to 
Korean nationals, the Soviet Army authorized officers to con- 
. vert 10,000 won and soldiers 5,000. In those cases of Soviet 






personnel 
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personnel not having the legal limit, they are reportedly 
purchesing 1,000 old won notes for 100 new won notes and 
converting to the legal limitation on a one-to-one basis. 


During the week when conversion was taking place, trade 
virtually came to a standstill except in the government 
stores where Russians were observed to be on a buying spree. 
We have also been informed by our representatives in Korea 
that Communist Party members and government employees have 
been issued from 1,000 to 10,000 won in new currency, de- 
pending on their position and connections. 


USSR_ISSUES NEW CURRENCY The Soviet Government announced 
AND £BANDONS RATIONING that, effective December 16, new 

currency would be issued in a pro- 
gram to combat inflation ana that rationing of food and con- 
sumer goods would be abandoned simultaneously. The announce- 
ment was not unexpected--in fact, it had been preceded by a 
buying spree in Moscow and other large Russian cities where. 
rumors of currency conversion had circulated prior to the 
issuance of the decree. In summary, the decree provides that 
all ruble currency in the possession of individuals would be 
exchanged at the ratio of 10 old for one new. Bank savings 
deposits up to 3,C00O rubles will be exchanged at parity, with 
a three old for two new exchange on the next 7,000 and two 
for one on all amounts in excess of 10,000. All state loans 
are being consolidated into one new conversion loan at the 
rate of three old rubles for one new, Beg the 1947 loan 
which is not subject to conversion and the 1938 loan which 
will be converted at five to one. All money must be exchanged 
within a week except in remote areas where two weeks are per- 
mitted. In effect the government is expropriating two-thirds 
(and in one case four-fifths) of the investments of govern- 
ment bone holders and 90 percent of all cash holdings. The 
latter hits the peasants and the speculators particularly, 
since in the USSR the majority of people hoard savings in the 
form of cash, 








The decree further provides for the abolition of ration- 
ing and establishment of single prices on all products except 
certain peasant produce and some cooperative goods. Except 
for bread, macaroni, flour and grits, all commodities are to 
remain at the present high ration price level or are fixed 
even higher. Bread and flour are down 12 percent and maca- 
roni and grits 10 percent. While Soviet propaganda emphasizes 


these 
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these reductions in prices, it should be recalled that all 
food ration prices increasec in 1946 on the average of 180 
percent, so that prices remain on a very high level. 


The Soviet Union thus becomes the first of the larger 
European countries to lift rationing completely from all 
foodstuffs and consumer goods. The USSR apparently considered 
it politically expedient to remove rationing controls at this 
time and such an action -had to be accompanied by issuance of | 
new currency to bring the amount of currency in circulation 
more in line with the available supplies of consumers! goods. 
Some Russian analysts believe the move incicate that infla- 
tion within the USSR was worse than had been thought. 


The matter of diplomatic exchange is causing some con- 
cern to Embassy Moscow. We have concurred in the desirabil- 
ity of the Embassy participating in the proposed combined 
protest by the diplomatic corps in Moscow regarding the ex- 
change of rubles on hand at a rate of ten to one. Wie recom- 
mended that the Embassy turn in all rubles on hand for excharnge 
with a written statement to the effect that exchange at ten 
to one is being made under protest and with reservetion of 
all US rights to subsequent readjustment, and to obtain a 
written acknowledgement of the protest as well as a receipt 
for the number of rubles turned in and the new rubles issued. 


Meanwhile the Moscow corresnondent of a prominent US 
paper has recommended to his paper that Moscow be abandoned 
as a news station and thet consideretion be given to covering 
Soviet news from a periferal post. The new diplomatic rate, 
he maintains, will increase living by 50 percent and this, 
coupled with the tightening of censorship on news dispatches, 
makes the assignment submarginal in his opinion. 


* * * 
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This weekly publication is designed to highlight developments in the eco- 
nomic divisions of the Department of State, and to indicate the economic prob- 
lems which are currently receiving attention in the Department. It is suggested 
that copies be retained on file, as reference will sometimes be made to previously 
reported items to avoid repetition. 
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ercised to avoid public or private discussion of the information herein with or in 
the presence or hearing of any person not authorized to have knowledge thereof. 
For general purposes al) Foreign Service Officers and other responsible economic 
officers are authorized to have knowledge of the contents of this document, 
responsibility for the safekeeping of which will be assumed by each recipient 
thereof. It may be retained in protected files or, at the discretion of the recipient 
destroyed by burning. If not personally disposed of by the recipient; he will 
assure himself that it is burned in the manner prescribed for SECRET material. 
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OPPOSITION TO TRADE CHARTER. It is still problematical 
JE 3S. HABANA CONFERENCS whether &n International 





fae tha Trade Organization will re- 


sult ‘ffom the eonference which has’ been under way in Habana 


since November.21. Chief stumbling block is the opposition 
of economically undeveloped countries to the Geneva draft 
charter. They insist on freedom to use import quotas and 
other quantitative restrictions to protect their industries, 
demand regional preferences, and take the position that the 
Charter should insure development as well as promote trade. 
Other principal issues include export subsidies, relations 
with non-members, and International Monetary Fund determina- 
tion of balance of payments difficulties. Another obstacle 
has been the flood of amendments, the mere hancling of which 
constituted an enormous burden. 


Over 300 amencments to the Charter have been introduced. 
About the middle of December there was talk of recessing the 
conference because it would be impossible to consider all of 
them piior to the scheduled January 15 deadline. However, 
steps were taken to improve committee structure to speed up 
operations by consolidation or withcrawal of many similar or 
overlapping amendmer.ts. It is still hoped that the January 15 
deadline can be met, and many delegations have indicated that 
they cannot stay after that time. 


US States Position Against ‘Yeak Charter The US is re- 
fusing to accept a Charter so amended that it will have lost 
its aims and objectives. Last week the chairman of the US 
Gelegation made it clear that we would not accept a world 





‘trace charter without a limit on the use of quantitative re- 


strictions. He stated it would be useless to continue dis- 
cussions at Habana if anyone seriousiv thought the US could 


accept such a funcarental change in the Charter as blanket 


permission for any country or any group of countries to use 
Quantitative restrictions at any time. The US delegation 
feels that this may well be the turning voint of the confer- 
ence anc the next few days will indicate whether or not a 
Charter can be agreed upon. 


After the US was unable to get acceptance of that alter- 
native’ which would have given us a heavily-weighted vote, we 
agreed to the one-nation one-vote procecure. There has been 
opposition to permanent membership on the Executive 3oard, 
which would insure US representation on that body. This 
issue has not yet been settled. 


Onvosition 
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Qpposition Of Latin American Bloc Serious The US dele- 
catdien feels that the Latin American bloc may well prevent 
establishment of an ITO. From the moment the conference 
opened the opposition of Argentina was most vocal. There 
was also strong opposition from Chile, Uruguay and Boliviae 
Other American republics, as a rule, support every Latin 
more on substance and procedure, although Brazil and Cuba 
have proved helpful at times and Peru is friendly. Mexico 
nas been cifficult but reasonable. The theme of their op- 
position is that the Charter is deliberately unfair to them 
and seeks to prevent their economic development. They are 
indifferent to European recovery and resent our agreement 
with Europeans on trade policy. Apparently regarding the 
Habana conference as a dress rehearsal for the Bogota con- 
ference, they have introduced many Bogota proposals and it 
may be they are planning to prevent egreement at Habana to 
improve their bargaining position with us at Bogota, © 


Following the obvious establishment of a Latin Amexican 
bloc, the Midéle Eastern countries formed a blog in hopés ‘of 
exceptions to be made in their case which would permit estab- 
lishment of a preferential trade area. 


Alternatives If ITO Fails The US delegation, recogniz- 
ing the mounting opposition to the Charter and pessimism 
that an JTO can be established, has discussed three possible 
alternatives: 1) abandonment of the idea of a 60-nation ITO, 
with efforts placed on an orgenization of from 20 to 30 
states; 2) complete abandonment of the idea of an ITO, with 
reliance on the General Agreement on Tariffs and Trade nego- 
tiated at Geneva, which would govern the bulk of world trade, 
Fhile a few of the countries represented at Geneva might 
refuse to go along, it is probable that a number of other 
European countries, as well as one or two American republics 
would join in such action; 3) establishment of a purely con- 
sultative ITO, with the General Agreement in effect. 











DISCUSSIONS UNDER WAY WITH SWEDES In current negotiations 
ON IhPORT AND FINANCIAL PROBLEMS in Washington, ,Swedish 
representatives have ac- 
cepted a US proposal for settlement of import control ques- 
tions subject to reference to Stockholm and a solution of the 
problem regarding importation of fresh and dried fruit. De- 
spite a tightening of import controls during 1947 Sweden 
finds a gap equivalent to approximately 400 million kronors 





between 
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between old commitments to import from the US, which are 
covered by valid licenses, and her hard currency reserve 
which is reduced to a minimum. The Swedes have stressed 
that this problem of covering 1947 import commitments rust 
be considered as a transitional one, apart from the problem 
of Sweden's hard currency balance in 1948, 


Under our proposai:to the Swedes, ail outstanding 
licenses would be allowed to lapse on January 1, 1948 with- 
out protest on our part. Licenses would be renewed on non- 
Schedule I items (as designated in the June 1947 trade agree- 
ment) only for essentials, items already shipped, and 
hardship cases such as goods made to Swedish specifications. 
Schedule I items would be similarly affected except for fur- 
ther negotiation in a few cases where the quota rate for 
1947 has not been met. After June 30, 1948 our trade agree- 
ment of 1935 with Sweden would become applicable, However, 
the agreement would be amended in accordance with terms of 
the General Agreement on Tariffs and Trade, recently consun- 
mated at Geneva, which would permit the imposition of import 
controls by Sweden in meeting balance of payments problems. 


In our view there should be exceptions to these arrange- 
ments to permit. importation of substantial amounts of fresh 
apples and pears as American producers have already packed 
and earmarked specific quantities of this fruit for the 
Swedish market, relying on the June 1947 trade agreement. 

We have, accordingly, requested Sweden to agree to import 
approximately $1.5 million of fresh fruit. Although no quota 
has yet been established for dried fruit, we feel that Sweden 
should also take a reasonable amount of this commodity in 
view of her commitments under the June 1947 aide-memoire, and 
have inquired as to the amount which would be imported under 
the Swedish import plan for 1948. Tne Swedish negotiators 
indicated grave concern regarding the probable reaction in 
Sweden to the proposal for importation of fresh fruit, which 
is considered a luxury product. In regard to dried fruits, 
it was thought that more favorable reaction could be effected 
on the basis of their stronger essentiality. 


‘Klthough the Swedes apparently consider the terms of our 
proposal generous, they point out that the seasonal slump in 
exports will make the first quarter of 1948 a critical one 
for Sweden. They have suggested the possible postponement of 
payments to American exporters to lessen the strain during 
this period. While the Swedes have not requested a US loan, 
there are indications, substantiated by advice from Embassy 
Stockholm, that a credit request will soon be made. Tne 
Embassy points out that the government authorized a loan 


request 
DECLASSIFIED FOR PUBLICATION IN FOREIGN 
_ RELATIONS OF THE UNITED STATES 











| | 











BEST COPY AVAILABLE 


SECRET 
ee 


request. somewhat reluctantly, fearing that a refusal of the 
appl#®ation would be interpreted as US disapproval of eco- 
nomic end political policies currently being followed. The 
Embassy also states that any crisis which may arise in 1948 
if aid is not given to Sweden is not likely to be great 
engugn to produce instability, privation or hunger which . 
would increase Communist strength and endanger Sweden's 
neutral or western orientation, 4 7 


* = * 


PROPOSAL BEING PREPARED FOR SETTLE:ENT OF In view of 
NATIONALIZATION CLAIMS AGAINST CZECHOSLOVAKIA the failure 
of individual 
US claimants to secure adequate compensation for property 
nationalized and otherwise expropriated in Czechoslovakia, 
the Department is now preparing a draft agreement for an 
overall settlement of these claims against the Czech Govern- 
ment. Ambassador Steinhardt wili present our proposal to 
the Czechs some time after his return to Praha in January. 





In its present form the draft agreement would require 
Czechoslovakia to pay a sum of $40 million in final settle- 
ment of US claims resulting from action prior to January l, 

- 1948. This amount would be paid by a comparatively small 
down payment with-.the balance in annual installments over a 
short period of years. The settiement would cover losses 
through Czech nationalization of enterprises in October 1945, 
while losses through the land reform and other redistribu- 
tions of land, as well as losses through legal and illegal 
seizures of property by the Czech Government, would not de 
-ineluded. Likewise, claims of US nationals for property 
held through third countries will not be included in the 
settlement if the claims have been put forward or settled in 
agreements between Czechoslovakia and other governments, 

Po oT" ! 
- Among other provisions our draft calls for the Czech 
gi to agree not to discriminate against US nationals 
‘Wel@ing assets in Czechoslovakia which have not been nation- 
alized or expropriated as regards the rights and privileges 
of administering these assets and the resultant income. 
Furthermore, we ask for equality of treatment for our nationals 
with those of Czechoslovakia in regard to settlement of war 
damage claims to property not yet nationalized. 





* * * 
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RIGHT WING SPIITS FROM FRENCH © The reaction of the French 
Gt _ CONPEDER.. TION OF LABOR werzxing class to recent 





Communi st-inspited strikes 
‘cummmineee in ‘the split of. the right-wing Force Ouvriere (FO) 
‘from the General Confederation of Labor (CGT) at the FO ; 
mational conference December 19. Although some leaders had 
favored fighting from within the CGT rather:than an open 
break, the vote for scission was decisive and strong support 
from the non-Communist rank and file is rapidly increasing 
FO membership, already estimated at more than one million. 
Assurances.of material and moral support came immediately 
from the Belgian CGT and expressions of sympathy were re- 
céived from the Dutch ance Scandinavians. The FO anticipates 
Similar moral and material help from the CIO and the AFL. 


US” Attaches Great Importance To Moverent Embassy Paris 
feels that from the point of view of our general interests . 
=n Europe, this split in the CGT is the most important event 
that kas occurred since the French liberation. It is all 
the more important because it comes as an aftermath of ©,’ 
Communist-inspired political strikes and because it comes at 
a time when, in the light of prevailing low wages and high 
prices, Embassy Paris feels the French workers have legiti- 
mate grievances, The leaders who forced the break had the 
courage to do so at this time because of the failure of the 
masses of workmen to follow Communist leadership in the: 
strikes and because of a growing appreciation of what the 
European Recovery Program means to France, . 





Communist Reaction Reformist leaders cdo not consider 
that Communist CGT leacership is greatly disconcerted by the 
split, and suspect the Communists cesire to "Bolshevize" the 
CGT. A source in Paris in close touch with Comrunist, cir- 
cles states that Communist leacers have received tne reac- 
tion calmly and intend to remain at the head of their respec- 
tive industrial federations as well as in the Confederation 
Bureau. Not discounting the striking power and the aggres- 
sive intention of the Communist CCT, the FO group erpects 
that the next few months will see violence as well-organized 
Communist strong-arm squads attempt to disrupt meetings. A 
Gaullist iavor spokesman who has expressed the opinion. that 
Communist strength has generally been under-estimatedc since 
the CGT split, says that insurrectional action by the 
Communists is possible within two months but that he believes 
such action would be finally crushed. 
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Relation To WFIU Belgian anc French trade union leaders 
agree that the FO rupture plus the decision of the British 
Trade Tnions Congress to support the European Recovery Fro- 
gram may bring about a@ split in the World Federation of Trade 
Unions at the February meeting of the WFTU Executive Boarc. 
The FO is well aware that the WFTU does not want its adhesion 
and will probably reject its application for membership. 

They privately paint out, however, that VFTU rejection would 
clarify the internatidnal labor conflict between the Commun- 
ists and the reformists, thus preparing the ground for an 
eventual non-Communist international trade union organiza- 
tion. At present the new organization is bitterly attacking 
the Communist Secretazry-General of WFTU, 





Difficulties Faced Finances are the chief difficulty 
of the FO. For lacx of funds many experienced reformist 
statf members who are badly needed wiil be lost. Communist 
superiority in material resources constitutes a decided handi- 
cap to the new group. However, the FO is assured of substan- 
tial membership dues revenue and will probably be able to 
retain the buildings and funds o1 several CGT unions which 
are controlled by reformists. Also, material support is 
anticipated from unions cf cther countries. Embassy Paris 
reports that the FO is making surprising progress and its 
growth to equality with the Communist CGT is a question of 
finances and the physical task of creating new national trade 
union machinery overnight. t feels that aside from finances, 
the principal problem will be avoidence of petty squabbling 
that might endanger necessary agreements with autonomous 
unions and with other major anti-Comrunist groups. 








Organization The FO, which has decided to call the new 
organization the Generali Confederation of Labor--Force Ouvriere, 
has set up an administrative committee and plans to hold a 
constitutional congress, procably in February. Immediate 
action is nesessary to provide legal justification to main- 
tain reformist labor leaders in administrative posts, as in 
nationalized enterprises, the National Economic Council, UNO, 
and.ILc. Regional assemblies are being held to organize 
departmental unions and expand membership. Creation of de- 
peremental groups in 75 of the 89 derartmrents of metropolitan 
France anc organization of 30 national unions (there are 39 
Communist CGT) has pveen announced, but Embassy Paris believes 
this claim is too optimistic--that probably the truth is that 
F) has correspondents or growing organications in 75 depart- 
ments anc organizing groups or growing unions in 30 industries 
or occupations. RKeformist leaders have stressed tne impor- 
tance of signing workers up while their indignation is at a 
high pitch, and Embassy Paris feels that most FO growth will 
occur from the bottom, where energetic and combative local . 
and regional union ieaders are going ahead without much direc- 
tion from FO headquarters. : 
” * «x 
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BULGARIAN NATIONALIZATION LAW Following the economic pat- 
PASSED: US TO STATE POSITLON tern a by companion 
sateliite governments, 


Bulgaria last week passed in swift ates oF bills to 
nationalize industrial firms, particularly in the metals, 
ceremics anc textiie fields, Mining enterprises, and banking. 
In accition, legislation calling for exsropriation of whole- 
sale trade is exnected soon. These measures were forecast 
earlier by action of the Bulgazian Government to freeze all 
transactions in industrial raw materials and finished goods 
and to estabiish complete control of new personnel appoint- 
ments in industry. 


accorcing to Legation Sofia, the government has not 
. been slow to implement the decrees anc a number of firms, 
inclucing certain american interests, have already been 
taken ov2r and new management established. While the new 
legislation srovides that all of the real and personal 
property, eccnomic rights. patent privileges, working per- 
mits aernd other assets of a nationalized enterprise are to 
become state vroperty, the Bulgarian Covernment declines to 
accent lisbilities of these companies in excess of their 
assets, Bulgarian industries owned by cooperative associa- 
ions and former German industrial assets now acquired by 
the USSR under the revarations agreement are exempted from 
seizure under tne recent decrees, 


Compensation Arrangerents Former owners are to be com- 
pensatec in interest bearing boncs for their losses through 
nationalization. The amount of the incernity will bte deter- 
mined by evaluation according to the Bulgarian cepital levy 
lew less a tax to be imposed according to a scsled percentage. 
In special cases, however, there is provision for compensa- 
tion determined by negotiation, to be paic in wnole or in 
part in cash. Legation Sofia states that while there is no 
provision for compensation to foreign sharenolcers in nation- 
alized enterprises, there are indications that Rulgaria will 
settle these claims by negotiation. 





State Monorolvy Of Banks Legislation effecting nation- 
alization oi banks in Bulgaria provides thet all banking 
operations are to become the exclusive monopoly right of the 
State to be carried out through the Netionali Bank anc the 
Bulgarian Investments Bank, Tie National Banx will be re- 
sponsible for ordinary banking and crecit operations as well 
as for currency issue, but will delegate some of its banking 
rights to other banks. The Bulgarian Investments Banx was 





createa 
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created for long-term financing from bucget funds of state 
undertekings esnecially under economic plans and to control 
the funds after they are granted. All private joint stock 
banks, Bulgarien or foreign ovwmed, except those transferred 
to the USSR as reparations, become state property and their 
functions will be transferred to the National or Investments 
Bank, Bulgarian shareholders will be compensated for their 
interest on a basis of !mutual consent", and the amount de- 
termined will be subject, as in the case of nationalized 
industries, to a special capital levy. 


US Position ‘%e have instructed Legation Sofia to pre- 
sent a note to the Bulgerian Government setting forth our 
position regarding tne effect of nationalization of Bulgarian 
industry on Arerican anterests in that country, We consider 
that implementat joa of this legislation vis-a-vis US enter- 
prises would ot vs My diminish the full rights, inter- 
ests and property of these companies anc that it would be 
tantamount to failure on the part cf Bulgaria to observe 
Peace Treaty obligetions. Furthermore, to the extent that 
this action has the effect of placing American interests at 
a disadvantage relative to those of the USSR, the legisita- 
tion constitutes ciscrimination in the sense of Article <9 
of the Treaty. We take the position that restoration of 
American legal rignts, interests, and prooerty implies the 
obligation to co so in good faith end to refrain from ac- 
ticns whica woulc impair fulfiliment of Treaty obligations. 
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US WIIL CONTINTS TO PRESS The US delegation at the trade 
FOR STRONG ITO AT HABANA © conference, which at times has 
expressed serious doubt as to 

the pcssibility of reaching any substantial agreement at 
Habana, is being instructed to press for the acoption of a 
satisfactory Charter with the adherence of a majority of the 
countries present, representing at least 75 percent of the 
world's trade. It has further been decided that our delega- 
tion should remain in Habana as long as necessery to accom- 


plisn this. 











rrogress Reportec Despite the constant and serious 
opposition of the economically uncer-developed countries, 
there is evicence of definite progress in the work of the 
conference, ‘ork on the employment and commodities sections 
of the Charter has been virtually completec, and our delega- 
tion reports that otner sections which can probably aiso be 
negotiated without important changes include those on cartels, 
economic development, investment, tariffs, technical articles, 
state ctreding, special provisions, and organization chapters 
except relations with non-members. It appears now, too, that 
a satisfactory solution will be reached on the important 
issue of subsidies, The US has maintainec that the present 
subsidy provisions are too stringent and must be amended. 
Following discussicns betveen washington and Ottawa, the 
Canadians have reiuctantly agreed to support our position 
providing the representative period on which subsidy calcula- 
tions are to be based be cevermined by the ITO. 





Under-develoved Nations See Special Protection The 
two major issues of the conference cn which no agreement has 
been reached are those Gealing with cuantitative restrictions 
and preferences. The uncer-ceveloved countries, chiefly 
those forming an evacens Latin-American bloc, have at times 
threatenec the succes f the conference by their insistence 
that no prior apererel of IT0 should be necessary for the 
use of quantitative restrictions and the establishment of 
new preferences, Indications are that the opposition would 
not take the responsibility for precipitating a break at 
Habana, and the US celegation still hopes to win general sup- 
port for our views, possibly by splitting off regional groups, 
Definitely the US delegation will not compromise on the prin- 
ciple of having prior aporerss of ITO for the use of quanti- 
tative restrictions. 








Agreement Will Not Fe Conditioned On Pogota Although 
many of the Latin American countries nave apparently regarded 
this conference as a dress rehearsal for the forthcoming 
Bogota Conference, possibly holding out on Charter provisions 


which 
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which the US wants in order to improve their pargaining posi- 
tion at Bogota, the US will in no way make any agreement 
reached at He vana eoncitional upon action which might be 
taken at the later conference. To answer the Latin American 
claims that those sponsoring the Charter seek to prevent the 
economic development of under-developed countries, the De- 
partment has suggested that our delegation demonstrate py the 
record of US Government loans ana: other measures by which we 
have encouraged development and diversification of Latin 


BKmerican industry. 


Interim Organization Discussed ITO Conference members 
have discussed with UN afficiais the establishment of an in- 
terin organization to prepare for the first session of tne 
ITO Conference. Such an organization mignt be established 
py a resoluticn of the Habana Conference provicing for: 1) 
an interim commission composed of ail states present at 
Habana, and 2) an executive pocy for an interim commission 
to be composed of selected countries (nossibly the same coun~ 
tries as would constitute the first executive poard). The 
relationsnip of tne eyecutive pody of the interim commission 
and the contracting parties of the General Agreement on 
Tariffs and Trade has to pe studied further. 


FRENCH-ITALIAN COMMISSION The recent announcement that a 
RocOMVENDS CUSTOMS « NLON nighly favorable report hes been 
nrepared py the Italian and 
French Commission which has been studying the possibility of 
an Italo-French Customs Union is en encouraging sign of 
Buropean seif-helP and may prove 4 stimulus for tne conclu- 
sion of similar arrangements by other states. Initial2y, 
the French appeared to anproacn the problem tn a negative 
and almost opstructionist manner but most recent reports in- 
dicate that the program now hes the full support of the 
French Ministry of National Beonomy and the Foreign office. 
The report 4¢self claims that most cf the economic aifficul- 
ties of the two countries could be surmounted through a cus~ 
toms union, but that its implementation would take at leas* 
two or three years. The Italiens, who are completely entnus- 
sastic about tae recommendations y state that the proposed 
drait goes further tnan a customs union and literally recom- 
mends an "Neconomic union"; the Frencn apparently nold 4 
similar view. The recommencation which vne Commission will 
make to the two governments for a customs ena economic union 
45 subject to approval of the respective legislatures: 
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Opposition to the proposal is expected to come in France 
rrom affected industries, trade unions and other protection- 
ist interests. The prososes! will be submitted to the French 
Council of Ministers about the middle of January and, if 
their decision is favor2ble, a formal protocol will be nego- 
tiated with Italy shortiv thereafter. The Director of For- 
eign Economic Relations in the Ministry of National Economy, 
who originally opposed the negotiations, informed our Embassy 
in Paris that from the French viewpoint the principal advan- 
tages of the custcms union would be a stimulus for the Benelux 
countries to eventually admit France and Itaiy to its system, 
particularly uncer vressure of the Belgian steel industry ana 
the eventual realizetion by French industry that it cannot 
always be protectec by quotas end other restrictions and will 
have to snarpen its competitive zeal. 


Chief opposition in Italy is exvected to come from the 
seer quar hed wno will uncoubtedly attack the plan as an instru- 
ment of the E aro pean Recovery Program and will claim that it 
interferes with national sovereignty. However, protectionist 
interests in Italy also will probably oppose the union, 


The Benelux tariff system was formally inaugurated on 
January 1 of this vear as the first step to full economic 
union between Belgiun, the Netherlands and Luxembourg. 


mk TRADE NSGOTIATICNS i2TE Aereerent Siened With Soviets 
Tce ANT CANADS CONCLUDED Tne USP and the CX concluded a 
trece agreement December 27 
uncer which Great Britain will receive 750 000 tons of coarse 
grain between February anc Septerber 1948, In return, the 

UK accepted Soviet nronosals for cheneine the repayment terms 
or tne wartime crecit to the USSR, inclucing a reduction in 














the interest rate. Tne UK agreed to furnish 25,000 tons of 
narrow gauge rails, cna to assist in placing Soviet orders 
with UK manufecturers for mechinery for iumbering, machinery 


and equipment for other he Sty including scientific labo- 
ratory apparetus, ore crusners, railroad steem cranes, and 
oil electrical equipment, The 1K élso agreea to render as- 
sistance to Soviet crganizations in purchasing wool, rubber, 
aluminum, cocoa beans, coffee anc other goods. 


Tne signing of the efreement was announced as only tne 
first ster in negot ttations to develop trace between the two 
countries, it was egreead that another meeting should be held 
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not later than May 1948 to expand the program of mutual de- 
liveries. The generel oninion of the British Foreign Office 
is that the agreement fits in well with the purposes of the 
European Recovery Program but that this idea is not receiv- 
ing erough »udlic recognition et home or abroad. 


Russian grain ceiiveries will consist of 450,000 tons 
of barley, 200,000 tons corn and 100,000 tons oats. There 
is an escape clause permitting the us SR to withhold 200,000 
tens of grain if they do not succeed in placing mere then 
naif of their orcers for British equipment before the end of 
May. The Soviets indicated their willingness to use their 
own shins during Janverv pending availability of British 
Ships after February 1 and to give the UK eauel treatment in 
carrying UX-USSR trace. 


No publicity was given to the prices of the grein but 
Embassy London has learned confidentially that they are be- 
tween $105 and $110. The UK did not, it is beiieved, intend 
to imply too much in its offer to assist in purchasing raw 
materiais. Russia is reported as willing to forego the 
guaranteed prices and cuantities for the UK's promise to use 
its "best enceévors" to secure acceptance of tne necessary 
contracts by British manuf Tacturers enc obtain fulfillment, 
The UK would prefer to cirect its capital eouinrent to other 
areas but was una>tle to obtesin tre vital coarse greins on 
rey other basis, From the British point of view the essen- 

ial weakness of the agreerent is the restricted range of 
British exports acc eptedle to the USSR and it is realized 
that negotiations next Mey for tre 1942 cror will be diffi- 
cult since capital equipment to exchenge will be in short 
suvply. 


The terms of the finenciel agreement between the UK and 
the USSR were consicerebiy revisec. The rate of interest on 
outstencing obligations wes reduced from three to two percent 
ebout a year ago, The present egreement provices for a fur- 
ther recuction “« one-halt of one verceilt. This i3 estimated 
to cost the Brivish nearly 64 million in the amount to be 
received under the settlement, 


The original civil supplies agreement of 1°41 proviced 
that the Russians would par 40 percent cash anc cO percent 
credit, with the creait liouicated in five annual instell- 
ments, the first to be paid after three years. The contracts 
signed on this basis and on which cesh peyment has been made 
are now Gesignated as "clé" contracts anc Russian obligations 
of this type now amount to £38 million. "New" contrects are 
those for which no casn payment has yet been made and in some 


instances 
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instances contracts have not vet actually been signed although 
sores are practicaily agreed. Value of goods in this "new" 

ntract category totals £30 million. Tne revised arrange- 
one for settlerent provi ides that one-half tiie values of tne 
"old" contracts sh ould be settled on tne original terms--that 
is, in five installments, the first to begin after three 
years. It provides that the other half and ali of the "new" 
contracts shall be raid in 12 annual installments, tne first 
to be made after four years. 


re nt provides that Russian sterling 
2 in che technical sense of vresent UK 
SZ now holds about £14 miilion. Since 


ae 


The payments a 
is to be transferapb 
regulations. The US 
Soviet deliveries of co maodities will substantiaily precede 
British deliveries, it is anticipated that the Russians Wa iL 
accumulate a considerable volume of sterling. Although it 
will be transferable, the Pritish expect the Russians to hold 
the sveriing for future use in véeying for British goods. 

Much to UK surprise the cnestion cf an exchenge guarantee 
was ‘net raised by tne Scviets. 


& 
e 
7 
! 
. 
> 


Canacian Food. feck Con tinued After nearly a month of 
negotiations, on Decembei 18 Canada ienetnees that agreement 
had been reached with UX negotiatcrs on trade and financial 
arrangements whereby the Sivye-vear wneat agreement anc coi- 


tracts for livestock products at increased prices wiil con- 
tinue. 


in the three-month period up to Ieren 272i, 1948 the expected 
deficit of £145 miliion will be financed by drawing on the 
Canadtan credit wp ts ¢45 million and ov US doilar payme its 
of $100 million. The position is to be revieved at the end 
of that time. Embassy Ottawa rerorts that tne UK was reluc- 
tant to make any financia™ settlement beyond that date in 
hones the US Congress woulc have teken ection by then on the 
BHuropean Recovery Program. 


With regard to payment, the arrangement provides that 
oer 
7 


In nis statement tos the Canacian House of Cormons the 
Prime Minister empnasized that beth countries were short of 
US oes2ers wiich limited the extent to which the valance of 
credit rovide for in tne agreement of last year could make 
suppiies $ avail ie tc the WK. From the UK standpoinv the 
shnortege of ha 

L 


C 

a ne 

rc currency limited the extent to wnich it 
couid afford to maxe payment in dco tiars for goods supplied 

B 


from Canaca, v the arrangerents, tre belence of Canadian 

agricuiture wouid be mointained, tie Prime Minister saic, and 

there would be ro interrudtion in suppiies to British markets 
The 


DECLASSIFIED FOR PUBLICATION IN FORE!GN 
RELATIONS OF THE UNITED STATES 


3 

















BEST Gurt avaicABLE 
SECRET 
- 6 


The new arrangement also provides for continued supplies 
to the UK of tirber and nonferrous metals needed for recon- 
struction in quantities ~hich have been ecjiusted both to 
British needs and to the cemands for these procucts from 
other countries. 

Embassy Ottawa reoorts that there is some feeling that, 
if Canace fulfills her Britisn food contracts, the food an 
tof progyrems for Hurope will be a strain on Canaca. The 

ish contracts, many esperts feel, may take practically 
th of the estimatec Canscian food surplus and exports to 
Britain may elso cut Geepiv into the surplus of bese metals, 
timber and other items. If Canada is to live up to the 
British agreement anc help supply food and commodities for 
European recovery some Canadians feel the only realistic 
solution would be for tne British contracts to be enveloped 
in the structure of the Recovery Plen, with '"Mershall" dol- 
lars usec to pay Canecsa for che wheat and fooc going to 
Britain under the contreets, 


C 
a 


No Progress With Arzentina The UK Fission to Zuencos 
Aires is encountering crest deal of difficuity in negotia- 
tions with Miranda, Presicent of the National Economic Coun- 
cil. Last week Mirance, apparently encovragec “et Venezuelan 
interest in Argentine beef, reasserted the Argentine position 
that the Ux-Argentine meat egreement was veiced by British 
action rendering sterling non-convertible, and threatened to 
cut oif snipment of tinned teef to Britain on Januery 7 if 
the UK cces not pay in convertible sterling 





sab 


The British position is that the reat agreement is still 
valid but UK negotiators have been authorizec to renegotiate 
the contract if the Argentines versist in their position. 

Uk officials in Buenos Aires report whey stiil envisage an 
eventucl agreement, with meat purchases recuced in racio to 
the increases in prices. A UK Foreign Office cfficial told 
Embassy Lendsn that ir the contract is renegotiatec and doi- 
lar a are Cemended, the meat purchases wili be mucn 
reauce if dollar payments are not Gemended then agreement 
on the “payment cuestion would have to be reached or British 
meat purchases wovld have to be reduced to ihe equivalent of 
British sales to Argentina. 


ther UK Negotiations The December meeving of the 
British-¥rench Economic Commission resulted An French agree- 
ment to entry in 1948 of betueen &2% and 4 million ‘non-essen- 
tial" British procucts errs fresh fish, textiles and 
whiskey against continueé British imports of French wines 
end semi-iuxury goccs. 





According 
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According to the Swecish press, the Swe 
ter recently announced new agreerents coveri 
with the UK by which Sveden plans imports of 
kronor from the UK against exports of 500 milliors. 
from the UK are to cons 
and textiles. Dutch officials were reported in London 
December to hammer out a trade pact, but no 
received of progress made. 
under way with Yugosiavia and a Board of T 
has been in Venezuela for several 
trade in that area, 
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foreign capitals impiement-~- 
ing the provisions of tne Foreign Aic Act of 1947, Public 
Lew 369, which wes one of the tvo m that the President 
askec Congress to enact 2 jon. Simultaneous- 
ly with the signing of t uncements were 
mace covering the initia proved by the 
Deparvment for procurene ler the Act. 
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The Foreign Aid Act was approved on December 17, 1947, 
This enabling legislation authorizec an appt -opriation not to 
exceed $597 million for aid urgently needed by the peopies 
of Austria, China, France and Itaiy. The Presicent hac 
asked for an appropriation of $597 million for Austria, 
France and Italy. However, tne appropriation passed by the 
Congress as part of the Third Suppiemental Avpropriaticn Act, 
Public Law 393, approved December 23, appropriated only $522 
Million for France, Austria and Itaiy. This same Act anpro- 
priated an additionel 218 million under tne US Foreign Relief 
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Program, Public Law 4, for China. Supply programs for China 
uncer the US Relier Program already had been estabiished in 
the amount of £27.7 million and this $18 million was a sun- 


vlement thereto 


The Foreign aic Act provices that funds for procurement 
or commodities uncer. the Act carnot be obligated after 
March 31, 1948. The apvropriation act is for the fiscal year 
ending June 30, 1948 Tne agreements remain in effect until 
Decemter 31, 1948 uniess 


tess an earlier date is agreed to by the 
US anc the goveinment 


S 
concerned, 





Underts'ings Arreed To The agreements whicn were just 
Signed specify that relicf sutrlies will be vurchased as far 
as possibie in the US but t petroleum and petroleum pro- 
ducts wiil be bought elsewh insofar as possibie. Uncer 

the terms of the Act, howev purchases may be made outside 
the US of any commocities t cen be thus odtained proviced 
that the celivered price is lover than that from the US. No 
more than i9 vercent cf the funcs can be used to purcnase, 

at prices nigner then US, any corr es Pe orocuced in commer- 
cial quantities in the US. France, J tely and Austria agree 

tc the provisions of the Act ° wich r require them to make effi- 
cient use of any conmocities and to tae, insofer as possible, 
the economic ea sures pester ry to increase tneir ability to 
achieve a self-sustainine economy. They egree to give fuil 
and continuous subliaity by ail available media, including 
government tty: anc radio, within the1. country su that the 
consumers will be avere of the source of the sid. It is also 
agreed to fea’ a information unon reauest of the President 
concerning the method of distribution and the use of commod~ 
ities made availahbic iunder the Act, and to furnish on larch 31, 
or 2S soon thereafter as possibie, information showing a list 
of commodities made availanle with funds provided; the total 
amount of money received from tae sale of commodities made 
availahie under the Act and the average price cnarged for 

each commodity: and a stctement of tre disposition of money 
received from sale or transfer 3 cormocities suppiied under 
the Act. Goois furnishee under tne forcign aid program are 
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Italy's initial program totaled $57,022,000. It is for 
the months of December and January, with shipment to begin 
when feasible and does not preclude the possibility of addi- 
tional procurement in January. it covers 152,00) long tons 
of cereals, 2,000 tons soya flour, 4,000 tons pulses, 3,000 
tons rolled oats, 600,000 tons US coal and 256,000 tons Ruhr 
coal as well as petroleum procucts from various countries 
totaling (6,800,000; and copper, phosphate rocks, nitrates 
ana medical supplies, 


Austria's initial allocation totaled $21,294,000. Imme- 
Ciate procurement for Austria incluces, among other things, 
45,000 long tons of cereals, 3,000 long tons of lard, 5,000 
long tons of sugar, and 240,000 long tons of coal. Also in- 
cluded are large amounts of soya fiour, rolied oats, pulses, 
vesticides, fatty acids and seeds. 
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US AND UF COORDINATE ECororiC As the result of informal 
BOTICIES TN TEE MIDDLE BAST Anglo-Arerican discussions 
which were held in Washington 
in late October (see page ©, November 17, 1947 issue of Cur- 


aeoaee 


prepared in the UK Foreign Office and in the Department for 
respective missions in the X idcle Hast concerning the common 
interest of the two countries j ising the economic, social 
and culturel stancarcs in thet area, The current instruc- 
tions will reeffirm anc supplement the policy of cooperation 
in this field which US and UK posts in the Middle Hast have 
been folloving since 1944, 


rent Economic Developments) , parallel instructions have been 








=) 

— 

ry 
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The October Giscussions took into full account the re- 
sponsibility for self-help measures by individual Middle Hast 
countries, but also assessed the value of practical encourage- 
ment by Grest Britain and the US for sound schemes of economic 


deveiopment, A memorendum covering these conversetions will 
accompany the instructions to the fielc. 


The views now being communicated to liiddle Hast repre- 
sentet. <3 Go net constitute a detailec or final declaration 
of Ue Fk GIOSTI VES, out rather are intended to provide the 
geneta: nrinciples and spirit of their policy toward that 
area They ere not intendec to exclude or undermine the in- 


4a 
her nations also interested in contributing to 
YN na 


a 
+ Jee 4. » 
“he acvaneerent of the arca, 
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This weekly publication is designed to highlight developments in the eco- 
nomic divisions of the Department of State, and to indicate the economic prob- 
lems which are currently receiving attention in the Department. It is suggested 
that copies be retained on file, as reference will sometimes be made to previously 
reported items to avoid repetition. 


Document Security Instructions 


This document should be treated in accordance with current instructions 
regarding security measures for SECRET material. Extreme care should be ex- 
ercised to avoid public or private discussion of the information herein with or in 
the presence or hearing of any person not authorized to have knowledge thereof. 
For general purposes all Foreign Service Officers and other responsible economic 
officers are authorized to have knowledge of the contents of this document, 
responsibility for the safekeeping of which will be assumed by each recipient 
thereof. It may be retained in protected files or, at the discretion of the recipient 
destroyed by burning. If not personally disposed of by the recipient, he will 
assure himself that it is burned in the manner prescribed for SECRET material. 


DECLASSIFIED FOR PUBLICATION IN FOREIGN 
RELATIONS OF THE UNITED STATES 








SECRET 


January 12, 1948 


CONTENTS 
Page 


US Suspends Reparation Deliveries To USSR; Cabinet To 
Consider Future Action=--*+-*+-e-re-e+ +--+ : 1 
British Position 
Tentative US Views 


French Protest New Economic Set-Up In Bizonal Germany - 3 
Anti-Inflation Measure Taken By French In New Tax Bill - 5 
US Views On Nationalization Laws Will Be Presented To 
Bulgaria ----+-+-+-+-+-+2+-e-+-+-+28-+2+-+--+-+-- 6 
US Petroleum Problems In Central Europe Continue - - - - 7 
Seizure Of Foreign 0il Companies In Rumania 
Threatened 
Soviets Reject US Proposals On Termination Of Oil 
Commission 


Oil Company Affected By Bulgarian Nationalization 
Hungarian Decree I'ay Cause Difficulty For 
Refineries 


Italian And Hungarian Aviation Developments Raise Basic 
Issues --=--+- +--+ --- - = ee ee ee ee eee = 10 
Italian Negotiations 
Hungarian Offer 


Aviation Policy For Japan Still Under Consideration - - 12 


Nine Countries Provisionally Apply The General Agreement 
On Tariffs And Trade ---+--+-+-+-2+-+-e2ee-e8+e2e6 13 

Supplementary Agreement Between US And Cuba 

Benelux Includes Agreement Rates In New Customs Union 

Canada Excepts Application Of Certain Agreement Rates 

France Uses M-F-N Rates Of The New French Tariff 

Some UK Concessions Withheld Pending Parliamentary 
Action 

Rubber-Colonial Preference Concession To Be 
Renegotiated 

Other Signatories 


DECLASSIFIED FOR PUBLICATION IN FOREIGN 
RELATIONS OF THE UNITED STATES 














SECRET 


US SUSPENDS REPARATION DELIVERIES TO The sine die ad- 
USSR; CABINET TO CO: (SIDER FUTURS ACTION journment of. the 
last meeting of the 
Council of Foreign Ministers catapulted to the forefront the 
groups opposing continued reparation shipments of industrial 
equipment from Germany to the East. The feeling against such 
shipment was so strong that Senator Vandenberg was abie to 
prevent an amendrent to the "Interim Aid Bill" which would 
have stopped appropriations for US Military Government per- 
sonnel engaged in reparation work only by promising a Senate 
Foreign Reiations Committee examination of the full facts 
just as soon as possible. This subject will be fully explored 
in the hearings on the European Recovery Program. Toward the 
latter part of December, General Clay announced US intention 
to complete dismantling in the US zone by next spring and ac- 
cordingly issued instructions to proceed as quickly as possi- 
ble with dismantiing of all the reparation plants on the list 
drayvn up after the introduction of the revised level of in- 
dustry plan. General Clav's first reaction after the London 
Conference was that ceferment of dismantling during Congres- 
sjonel hearings and investigation would cause the problem to 
become serious boliticaily, particularly if dismantling were 
subseauently revived. 





The Department of the Army has taken the position that 
no further reparatica shipments of any kind should be made 
to Soviet Russia in view of its disregard of many of the 
Potsdam provisions, particularly those calling for economic 
unity of Germany. Prior to the Secretary's departure from 
Loncon he discussed the matter with Foreign Minister Bevin 
and pointed out US desire to sto yurwer shipments to the 
USSR. He made clear that US policy was still in a formative 
stage and that we desired British heoetien to our position 
as well as tneir cooveratvion. 


Sritisn Position Since that time we have received a 
note from the Britisn Ambassador in washington formally pre- 
senting british views on this subject. In addition to re- 
stating the British commitment to the USSR made by Bevin both 
in London anc in Moscow that the UK would continue repara- 
tions, tie note lists supporting arguments for tne UK posi- 
tion as Toilows: 1) the Soviets would retaliate by stopping 
reciprocal deliveries now immiment; 2) the situation in 
Berlin would become untenable and the western powers would 
undoubtediv pe invited to leave; 3) it is desirable to stimu- 
late trace between eastern and western zones in Germany; 4) 
German Communist agitation ageinst aismantling of plants to 
go to the western nations would grow anc increase the ciffi- 


culties of occupation, particularly in the British zone where 


most 
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most of the plants are located; 5) stoppage of deliveries to 
the satellite countries which are members of IARA would be a 
Clear viclation on our part of the Paris Reraration Agreement 
anc would prove most embarrassing inasmuch as the Agreement 
provices that all disputes should be referred to the Inter- 
national Court of Justi¢e; anc 6) war plants must, in any 
event, be dismantled under the Potsdam provisions. Lord 
Inverchapel, the British Ambassador here, stated that he 
realized the pressures that were being exertec by certain 
Congressional factions to discontinue the entire reparation 
program but reiterated that the British feel nonor bound to 

continue reparations from their zone even though tne US may 
adopt a different position. 


Tentative US Views The question of continuation of 
cessation of the plant removal program has so many implica- 
tions that it has been decided that the matter must be taken 
up with the Cabinet and the President. In the meantime, 
General Clay has been instructec to suspenc dismantling of 
plants destinea for the USSR until after Congressional hear- 
ings on the Recovery Program. No public announcement is to 
be made at this time of this cecision but the British and 
French are to be informally notified of our action by General 
Clay in Berlin. Decisions which must be made by the US in- 
clude whether the dismantling program for the US-UK zones 
represented by ‘the list of 682 plants published in October 
1947 should continue to be re-examined and possibly revised 
in connection with tne European Recovery Program; whether 
deliveries of plants to the USSR should be suspended indefi- 
nitely in view of the Soviet attituce at London on Germany; 
whether, if deliveries to the USSR are indefinitely suspended, 
deliveries to the Soviet satellites who are members of IARA 
should also be halted; and whether we should bring economic 
pressure on the UK anc Frenes to join us in action on the 
above points. 





Present Department thinking is that whil2 uncompensated 
reparation Geliveries to Russia should be suspended, it may 
be desirable tc leave a way open to continue to make that 
portion of deliveries to the Soviet Union for which the USSR 
is required to compensate py deliveries of commodities under 
the reciprocal deliveries program. This could be done by 
announcing, preferably at the time suspension of deliveries 
to the USSR is announced, thet the US would consider resump- 
tion of compensated deliveries if the Soviet Union counter- 
balances for deliveries already made to it and indicates its 
willingness to continue making reciprocal deliveries up to 
the full value of 15 percent cof the total equipment to be re- 
moved from the western zones. The Soviets wouid also have 
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to agree that rone of the commodities delivered by them in 
return for plants would be drawn from the economy of the 
eastern zone of Germany without effective ccmpensation by - 
the USSR in other goods or services. 


The Department feels that suspension of deliveries to 
the three Scviet satellites which are members of IARA would 
be highly urcesirable since it would be a breach of the Paris 
Agreement on Reparations and would reopen the question of 
Germany's revcretion obligations to all IARA nations. 


While negotiations should be pressed to get tne British 
and French to go along with whatever program we finally adopt, 
we believe it would be unwise to utilize economic pressures 
to force them to act in accordance with US policy on suspen- 
sion of dismantling anc reparation deliveries. On the over- 
all picture the Devartment feels strongly that the reparation 
program must continue; the pviants involved were in the 
majority of cases created for the support of German aggres- 
sion and cannot be utilized in Germany during the next four 
or five years cue to shortages of fuel, raw materials and 
manpower, whereas they could be put to good use in the re- 
cipient countries, 





FRENCH PROTEST NEW ECONO;71C The French have formally pro- 
SET-UP IN BIZONAL GHRMANY tested to us on the creation 

of a Bizonal Economic Adminis- 
tration in the US-UK zones of Germany. The new set-up pro- 
vides for the establishment oi a two chamber elected legis- 
lature: the first chamber to be elected oy Laend assembiies 
on une basis of population and on the political complexion of 
the Laend legislatures; the second chamber is to be composed 
of two members from each Laend, The Executive Committee es- 
tablished last Spring becomes a Council of Ministers whose 
President is elected by the lower chamber and wno chooses his 
fellow Ministers subject to approval by the legislature. The 
Economic Administration will nave its own budget and will be 
permittec to levy taxes, The Germans accepted the plan on 
the understanding that this progrem would not prejudice a 
future central government and after bizonal authorities agreed 
to accept certain German modifications to the program, A bi- 
zonal high court and a bizonal central bank are to be estab- 
lished although the details remain to te worked out. At the 
same time steps have been taken to integrate the Anglo-American 
staffs of the Control Office and other bipartite organizations, 


The 
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The French note protesting this action expresses great 
surprise at the action taken by Generals Cley and Robertson, 
and states that they learned of it solely through newspaper 
accounts. A similar note is reported to have been handed to 
the British. The French charge that this step changes the 
structure of the bizonal area and in reality constitutes the 
creation of a veritable German government. Reference is made 
to the conversations held between the Secretary and Bidault 
in London following the CFM breakdown, at which time no refer- 
ence was made to any fundamental chenge in the structure of 
administration of the bizonal area and at which time Bidault 
agreed to the holding of technical conversetions in Berlin 
in orcer to permit the French to submit a critical analvsis 
of measures taken by US and UK authorities in constituting 
the bizonal area together with suggestions concerning its 
organization. 


The Frencn point cut that we are familiar with French 
objections to tne creation of eny body smacking of a central gov- 
ernment and centrél administrative agencies. They also state 
this action is contrary to the solutions which the US, UK 
anc France egreed to at the time of the Voscow Conference, 
Fear is expressed that the defacto creation cf a German gov- 
ernment with headquarters at Frankfurt may give occasion to 
the Soviets to creste treir own government in Berlin, a move 
which the Frenern feel will result in the predominance of the 
Berlin government. -Since the reforms introduced by the US 
and UK occupation authorities have been accented by the German 
bizonal authorities, the French feel they have acquired a sort 
of contractual character, and avpear to predetermine the 
future political institutions of Gerrany anc therefore must 
te formaliv protesteca by tne French Government. 


The complaint is made in the note that while the Clay- 
Robertson proposais were accomplished with a great deal of 
haste, the discussions with the French scheduled immediatecy 
following Christmas were postponed until the dey after the 
conclusion of the meeting at Frankfurt establishing the Eco- 
nomic Acministration. 


When the French Ambassador in London protested the action, 
Bevin deplored the nature of the publicity given the US-U« 
action in the bizonal area. He stated the news accounts made 
it appear that final agreement had been reached whereas the 
action was 4n ad-referendum agreement subject to final approval 
by the two governments, Bevin also reportecly stated that 
if the Frencn had consulted with the bizonel officials they 
would have been informed of developments and that, as regards 
the future western German organization, the British "woulc 
have to get on with matters and could not hold things up while 
the French ruminated on the other side of the fence." . 

fe) 
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No US answer will be made immediately to the French 
since we have asked Embassy London and our representatives 
in Berlin to comment on the contents af the French protest, 


ANTI-INFLATION MEASURE TAKEN The first step in France's 
BY FRENCH IN NEW TAX BILL anti-inflation program was 

| taken last week with the pas- 
sage of a new tax bill, which provices for a supertax on in- 
comes over 450,000 francs ($2,778). A companion bill was 
also passed allowing the people affected either to pay the 
tax or buy an equivalent amount of government boncs. The 

. proceeds of the loan and tax, estimated at between 125 and. 
150 billion francs, are to be used for reconstruction and 
equipment expenditures. 





, The measure resulted from a recommendation of the 
National Balance Sheet Commission, established last Qctober 
to provide the statistical basis for the Financial Reform 
Committee. The Commission report, made public December 15, 
set forth the magnitude and nature of the vroblems facing 
the forthcoming stabilization effort. 


Shortly thereafter the government introduced a bill 
which was amended to such an extent by the National Assembly 
that on December 31 Premier Schuman withdrew it entirely, 
had it rewritten anc submitted it in essentially the original 
form as a compromise measure, demanding a vote of confidence 
on the five major provisions of its bill. 


On January 5 the Schuman government received five separ- 
ate confidence votes on the challenged sections of the bill, 
and the measure was adopted by 315 votes against 268. The 
accompanying loan bill was then passed overwhelmingly, with 
only the Communists voting against it. 


In reply to critics who said that the government had put 
the cart before the horse in tackling the financial problem 
before announcing an economic policy, Finence Minister Mayer 
said that soon other steps will be added to the program per- 
mitting the revival of exparts and increase of imports. The 
French assume that the only way exports can be increased is 
to reduce the prices of French goods in foreign markets by 
abandoning the official exchange rate of the French franc in 
those markets. While numerous stories have appeared in the 
French press anticipating an "export franc", stating its rate 


will 
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will be 240 or 280 to the dollar instead of the present 120, 
no official statements have been made in this regard. The 
French must get the consent of the Monetary Fund for even 
partial devaluation. Mayer also promised that nationalized 
industries which have been running at a loss would henceforth 
be held to strict accounting, that 30 billion francs would 

be cut from the civil budget by the end of March and that by 
the end of the vear 150,000 employees of state or nationalized 
industries would be dropped or reclassified, while whole ser- 
vices would be eliminated. ‘ith regard to price control, 
some "ineffective or useless" controls have been. eliminated 
and those remaining are only on basic industrial prices or 
essential sectors of the. economy, which, Mayer hopes, will 
lead to a disappearance of the black market, 


Embassy Paris comments that while the Mayer stabilize- 
tion program represents a substantial accomplishment as a 
first step in counteracting inflationary forces in France, 
serious inflation will remain the dominant problem of the 
French econouy for some time to come. The program, the Embassy 
says, is based on the most optimistic assumptions with regard 
to covering ordinary government expenditures from current re- 
- ceipts from taxation and to covering part of the extraordinary 
expenditures by exceptional levies anc loans without further 
advances from the Bank of France. Wage increases, which will 
add an estimated 400 billion francs to the "inflationary gap", 
have already been granted and French labor groups are press- 
ing for new periodic wage reacjustments. Industrial price 
increases averaging 25 to 35 percent are being carried out 
and the possible change in the external value of the franc 
would bring about even further upward price reacjustments. 
Before a new harvest there is little likelihood that the 
shortage of agricultural commocities will be relieved to per-- 
mit stabilization of agricultural prices. : 


US_ VIEWS ON NATIONALIZATION LAWS A statement of US views 
WILL BE PRESENTED TC BULGARIA on recent Bulgarian laws 

to bring mining, industry 
and banking under government control will be transmitted to 
Bulgarian authorities through Legation Sofia. These general 
remarks will serve as a framework for specific protests by 
the Legation when application of the laws already enacted af- 
fects American property and will also be used to protect US 
interests if wholesale weeee is nationalized as now seems 
imminent. ve ’ , 
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The US recognizes that as a sovereign nation Bulgaria 
has a right to enact non-cdiscriminatory nationalization laws, 
but we request assurances that prompt, adequate and effective 
compensation will be afforded to US nationals whose property 
is affected. Furtherrore, we ooject to the application of 
these laws to apply to properties of our nationals while 
properties belonging to the USSR are exempted. The US con- 
siders that Americen-owned properties which have heen re~ 
turned to owners by vrovisions of tne Peace Treaty should 
not be subject to nationalization laws to a greater extent 
than Soviet properties acquired uncer the Treaty and now 
operating in Bulgaria, 


In view of the violation of individual rights and liber- 
ties of management which occurred at the time of the seizure 
of Petrole Sab, a commercial petroleum firm approximately 
one-third or which is ovmed by American interests, the Lega- 
tion has been authorized to protest strongly the manner in 
which the Bulgarian Governrent implements its nationalization 
laws. Tne US intends to insist that nationalization of tne 
property of US nat tionals be accomplished in an orderly and 
friendly wav. Buigaria's unilateral and arbitrary action in 
nationalizing US interests, the Legation will point out, is 
contrary to acceptelinternational practice and prejudicial to 
good relations between tre US and Bulgaria. 


Our position on Bulgarian nationalization is apparently 
in accord with the views of a number of other nations. As 
far as our Legetion nés been able to ascertain none of the 
foreign missions in Sofia has protested to the Bulgarian 
Government concerning the principle on which the laws are 
based, although the British have objected to discriminatory 
application anc nave been soined py the French and Swiss in 
insisting on full compensation for expropriated factories. 





US PETROLEUM PROBLEMS IN During recent months the position 
CENTRAL EUROPE CONTINUE of US petroleum companies in Cen- 
trai Europe nas deteriorated and 
some of our Missions have been asked to determine wnether ac- 
tions anc rulings in their respective countries have discrin- 
inated against US interests. 








Seizure Of Forzign Oil Corpanies ti Rumania Threatened 
Legation Bucnarest reports that, cespite rumors of | impending 
seizure of all foreign oil companies by tne Rumanian Govern- 


ment, less drastic measures appear to be receiving 
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consideration at present. In one of the recent meetings of 
the Soviet-Furanian vermanent commission for economic collab- 
oration, Soviet members pressed for action =o ececord Sovron- 
petrcl an even more favored position than now exists vis-a-vis 
foreign companies. “shen the Rumanian Finance Minister pro- 
posed immediate expropriation of ell Foreign companies, an 
officiel of the Ministry of Commerce and Incustry, while 
agreeing with the uitimate objective, advisec caution. He 
sugeested that the $20 million in Rumanian gold held by the 
US might be used tc compensate US stockholcers and that the 
Swiss, who also hoid Rumanian gold, might likevise compensate 
Swiss stockholicers in Sovrompetrol and British comranies 

The proposals for taking over foreign corpanies are reported 
to include the following reasures: 1) to amend the 1942 min-~ 
ing law so es to favor Sovrompetrol by legalizing its status 
as a Rumanian comrany, ana by chenging exploitation condi- 
tions so that foreic: company exploitation rights coulda De 
canceled; 2) to snared se government intervention, restriction 
of credits and iaintenance of Jow prices, thus bringing about 
eventual Nicvidatio n of the foreign companies: or 3) to set 
excessive ariiling anc procuction programs with the icea of 
taking over the companies for non-compliance, 


As evidence of the acceleratei trend toward control of 
foreign oil companies in Rumania are: 1) labor and press at- 
tacks on US and UK 011 companies; 2) closure of British-owned 
refineries; and 2) aprointment of administrators to British- 
owned companies. In November the campaign against US and UK 
oil companies in Rumania, initiated by the oil field workers 
union at Plcesti, was taken up by the press. Labor and the 
press claim that tne compenies are s-xbotaring Rumanian eco- 
nomic renabilitation through a program of raintenance of low 
production. Tne Ploesti refineries of a Sritish-owned com- 
pany were closed by a decision of the Interdepartmental Com- 
mission for Economic Recovery on November 27. The company's 
crude procuctvion was ellocated for processing to tne iargest 
company ccntrolled by Sovrompetrol. The Rumanian Government 
has appointed supervising administrators to 5ritish-owned 
Astra Romana and Unires oil companies and, according to Lega- 
tion Bucharest, may appoint an administrator to Romana- 


ll, 


Americana scon. 


The apparent intention of the Rumanian Government to 
continue to harass and possibly destroy American enterprise 
in Rumania is contrary to that government's obligations under 
the Peece Treaty and we heve informed our Mission in Bucharest 
that it is considered necessary to use 211 diplomatic and 
legal means to obtain tne Rumanian Government's acceptance 
and performance on its obligations under the Peace Treaty and 
to restore anc maintain the position of American property in- 
terests in Rumanie. 

Soviets 
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 Seviets Reject US Proposals On Termination Of Oil Com- 
alisgig The Soviets have replied to Embassy Moscow's Noven- 
ber letter asking that the Soviet Government inform the US 
what it intends to do regarding termination of the Soviet-US 
oil commission in Rumania. They rejected our arguments and 
reasserted statements contained in their communication .of Sep- 
tember 6, 1947 that the USSR could not agree with the US in- 
terpretation of tasks and activities of the commission. (See 
page 3, June 9, 1947 issue of Current Economic Developments of 
Following a joint comrission meeting on June 12, 1947, when 
it was confirmed that there was no hope of securing any co- 
operation from the Soviet members in carrying out the commis- 
sion's responsibilities, we protested to the Soviet Foreign 
Office concerning the failure of the commission to reach a 
settlement on the removal by Soviet military forces of ap- 
proximately 7,000 tons of oil equipment from Romano-Americana, 
the Rumanian subsidiary of the Standard Oil Company of New 
Jersey. At that time, the Soviet Foreign Office was informed 
that the US would consider the commission terminated as of 
June 12, 1947 unless the Soviets took definite action to sup- 
ply the requested information. The Soviets maintain that it 
is the task of the US to prove American ownership of the 
equipment removec and that they have no POSPERSL USE Cy . in 
Supplying data. 





Qil Company Affected By Bulgarian Nationalization Lega- 
tion Sofia has reported Petrole Sab, one-third American-owned, 
as the only known large American interest to be affected by 
Bulgarian nationalization laws. (See page 7, December 29, 
1947 issue of Current Economic Developments.) One of the in- 
stallations of the company was occupied and local management 
evicted December 23, the day before actual passage of the act. 
Our Legation in Sofia requested immediate rescission of the 
action against the company, and the Foreign Minister on Decem- 
ber 27 assured the Legation that there would be an amicable 
settlement without duress, allowing free and friendly discus- 
sion between the US manager and the Bulgarian Government. 
Despite these assurances, the head office of the company in 
Sofia was later occupied by the militia and the company placed 
under the direction of a Bulgarian Communist manager. Fol- 
lowing a review of our representative's recommendations for 
a firm stand, we. have agreed that a strong protest can be made 
on the manner of application of the nationalization laws, par- 
ticularly on grounds of violetion of indivicual rights and 
liberties of management. ‘See page 6, this issue of Current 


Economic Developments.) 








Hungarian 
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Hungarian Decree May Cause Difficulty For Refineries 
The Hungarian Economic High Council has issued a decree or- 
dering all Hungarian refineries to settle their debts to 
MAORT originating during the period from August 1, 1946 to 
April 39, 1947. Should the refineries fail to meet their 
obligations, MAORT is authorized to stop crude oil deliver- 
ies, The foreign companies involved are negotiating payment 
agreements which they anticipate will be acceptable to the 
Hungarian Government. 








ITALIAN AND HUNGARIAN AVIATION A serious test of the 
DEVELOPIENTS RAISE BASIC ISSUES liberal air transport prin- 

ciples based upon reciproc- 
ity which have been consistently supported by the US is posed 
in current aviation relations with Italy and Hungary. 








Italian Negotiations Despite Italy's opposition to our 
position on crucial issues at the recent Geneva multilateral 
aviation conference we decided to initiate negotiations for a 
bilateral air agreement in order to discourage any further 
restrictionist attitude end to demonstrate to other countries 
our determination to keep world civil aviation as close to 
Bermuda principles as possible. The Italians have also been 
conducting air negotiations with the UK, French and Argentines 
and have scheduled negotiations with Yugoslavia, Hungary and 
Rumania for this month and with Turkey, Greece and Switzerland 
for February. UK and Argentine negotiations have been sus- 
pended pending Italian policy decision at the Ministerial 
level on the question of Fifth Freedom. The UK negotiators 
have stood firm on incorporation of the Bermuda philosophy in 
their agreement with Italy. The Argentines have offered a 
draft which provides for a division of 80 percent international 
traffic between Italy and Argentina with 20 vercent left open 
to competition by third country carriers. In considering 
Fifth Freedom the Italians profess to be looking for some 
means of restricting competition from the Dutch, Scandinavian, 
Swiss arid Spanish airlines, without running counter to the 
terms of the Peace Treaty, in order to compensate in some 
measure for economic handicaps to the development of their 
aviation potential, They do not seem to be fearful of our 
trunk services and apparently intend to ask for US assistance 
in the field of commercial aviation. We consider the conclu- 
sion of a non-restrictive Bermuda type agreement with Italy 
and the blocking of any Argentine-Italian agreement contain- 
ing traffic division of the utmost importance to the future 


status 
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AVIATION PCIICY FOR JAPAN After siy months of consideration 


T 
Mm TRIT\T bed S mm f~ F. 
STIII UNDER COD SIDVRATION the Committee on Economic and 














Finencial Affairs of the Far 
Bestern Commission has approveé vith two substentiel changes 
our proposed civil avietion policy for Japan during the oeccu- 
pation period. (See page 11, April 14, 1947 issue of Current 


Economic Developments.) &pprovel must De given by FEC before 





a/ 
the policy is. trensmitteé as a Gi rective to SCEPF. 


Cur provosais envisaged only the minimum civil air ser- 
vices essentiai to the economic revival of Japan and eastern 
Asia and opposed the development within Jepen of eny sevarate 
air trensport enterzrise operated by Japanese or non-Japariese 
which might conceivably serve as the nucleus for resurcence 
of a militery eviation vote bavi tnternationsl airlines 


woulc be permittec to estadiz es without 
traffic stops in Japen in re. 


lati of inter- 
national trade anc comrerce anc exi stence ~¥ 
cupy 
n 


S 
cecuate facil- 


ities, and airlines of occupying powers could be granted the 
right to treffic stocs within Japan on their international 
routes when such carrisge woulc te consistent with occupation 
objectives. This right could be expanded to incluce the cer- 
riaze . traffic betveen voints within Japan if tne occupation 


The Committee adopted a provision that if at any time 
SC4SP snoula fina it desirable to establish an internzi air 
transport service betveen voints vithin Japan, the question 
shoulic be referred to FEC for a policy decisicn. In the 
meantime no internal civil air service snouldc be operated 
within Japan. The S proposal for csabotage rights to air- 
lines cf occupying povers was rejected. 


Gifference with the US position 

jon of internal service. The Netner- 
ily ov tne UK and British Dominions, 
n, sought to assure that any inter- 
nal service provided uld be verfornec by an international 
corporation in which ail airlines opereting to Japan could 
participate rather than through the extension of cabotage 
privileges on international trunk routes operating through 
Japan. The US tock a strong stanc against any int vernal _oper- 
ating company, international or otherwise, but indicated 
wiilingness to consider the cabotage question further. A 
Chinese compromise proposal. to the effect that SCAP take no 
action regarding any type of civil internal service until 
FEC issued a policy decision on the duestlon, was strongly 
opposed by tne US. ie bea this would deprive SCAP of the 
power to act shovlé an internal service, in the form of traffic 


eevesepes about the que 
Janas, supported prin 
the Soviets and the F 


rights 
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rights between points within Japan become necessary. We 
finally offered provisions designed to equalize the granting 
of cabotage to all operators and hoped this issue could be 
settled by deleting reference to cabotage rights from the 
paper but retaining the prohibition on a separate internal 
service. 


Tne second major point of difference stemmed from the 
refusal of all FEC member states who are non-occupying 
powers, to permit any distinction in the paper regarding the 
extent of rights to be granted to airlines of occupving 
powers as against those of non-occupying powers. In an ef- 
fort to break the deadlock we proposed an amendment whicn 
would provide for the grant of all five freedoms to airlines 
of UN member states providing such grant was consistent with 
the objectives of the occupation. Our compromise was acceptec 
by the FEC committee, with the additional pronibition against 
cabotage rights. 


The Soviets attempted to eliminate the provisions in 
the paper regarcing implementation of ICAO standards. Agree- 
ment was reached on this voint by merely dropping the refer- 
ence to 1CA0O since it was obvious the request was merely a 
'Pace-saving" gesture on the part of the Soviets who are no 
members of ICAO. We feel conficent that SCAP will implement 
IGAQ standarcs in any event, insofar as possible. 


Two relatively minor points remain unsettied by the Ccm- 
mittee, the most important of which concerns the extent to 
which the rrovisions of the paper apply to non-commercial 
operations, 





The US hopes to be able *o eliminate some of the objec- 
tioneble features of the paper as it now stancs before final 
FEC action is obtained. 

SECRET 
* * « 
CONFiDENTIAL 
NINE COUNTRIES PROVISIONAIL) APPLY THE The General Agree- 
GENERAL ACRES? ENT ON TARIFFS AND TRADE ment on Tariffs and 








Trade recently nego- 
tiated by 23 countries at Geneva was brought into force pro- 
visionally on Januery 1, 1948 by the US end eight other coun- 
tries--Australia, Beigivu, the rpby rebepe te | Luxembourg, Canada, 
Cuba , Ries and the UK. A Presicential Proclamation issued 
December 15 made preovis 1onally effective US concessions on 
products wnich are of primary interest to the countries named 
above, with the exception of Cuba. 
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Supplementary Agreement Between US And Cuba The Cuban 
Government gave provisional effect as of January 1 to the 
Exclusive Agreement Between Cuba ané the US Supplementary to 
the Ceneral Agreement anc to the General Agreement itseli 
insofar as the US and Canada are concerned. On January 17, 
Cuba will make effective those concessions granted to the 
other countries which have already agreed to provisional ap- 
plication, 








Penelux ancluges Agreement Rates In New Customs Union 
Tariff The rates granted by Benelux in the General 1 Azreemen 1T 
are embocied in the new Customs Union tariff, which came into 
force January 1, 1945, tonporersiy, however, the import 
duties on a number of highly essential products have been re- 
cuced or suspended. As regards their overseas territories, 
Belgium and the Netherlands have indicated that they expect 
1t will be administratively possible to make their concessions 
effective by June 70, 1948, and possibly sooner. 








* 


Canada ao SSPE ae raece tion Of Certain Agreement Rates 
Canada, “like the US, has excepted appiication of concessions 
for those saubtetes which were revresented at the Geneva Con- 
ference but which dic not put their concessions into effect 
January 1. Canada has also excepted certain negotiated rates 
which will recuire new legisiation. These include new 
Seasonal specific duties on certain fresh fruits anc vege~ 
tables anc the duty on tinplate, which eliminates the prefer 
ential margin heretofore given British countries. 








France Uses M-F-N Rates Of Tne New French Tariff The 
new Frencn import tariff, wnich served as a basis for French 
negotiations et Genev-, was mace effective at the same time 
that France made provisionally effective the tariff conces- 
sions granted in the French metropolitan tariff, whicn ap- 
pizes in France, Algeria, and in considerable part in some 
colonies. Concessions in the special tariffs of the French 
overseas territories will be mace effective at a later date 
The new French tariff rates made effective represent th 
minimum tarirf, or BOSC SR VETOS <RS thee rates, with certain 
minor EROOPEL ERS» the application of the general, or maximum 
rate, wnich is equal to three boty pe the minimum, is suspended, ° 
so that ectually the most-favored-nation tariff at present 
applies rot only to imports from those countries whicn are 
maxing the Geneva Agreement provisionally effective now, but 


“@ 
also to imports from other countries as well. 








Some UK Concessions Withheld Pending Parliamentary Action 
Tariff and preference concessions granted by the UK were made 
aeavistens lis effective for imports into the metropolitan 
territory with the exception of the following items on whic 








buaget 
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budget action is required and on which the UK is free to 
maintain the existing rates until September 1, 1948: prunes, 
artificial silk, silk and nylon stockings, spurkling and 
still wines, motorcycles, agricultural tractors, perfumed 
spirits, and silk garments. Provisional effect was also 
given to those sections applicable to imports into Newfound- 
land and Palestine. The date on which that section applica- 
ble to the Malayan Union will become effective is yet to be 


announced by the UK. 


Rubber-Colonial Preference Concession To Be Renegotiated 
Although the general provision of the Agreement will be 
applied in the dependent territories of the UK, that section 
in which reductions in margins of preference in British 
colonial areas are tied to US rubber purchases has been sus- 
pended pending renegotiation. The UK requested this suspen- 
sion on the grounds that a misunderstanding existed with 
regard to the provisions, claiming that they were misled in 
agreeing to inclusion of reclaimed rubber in the mixing 
clause. Discussions between the UK and the US on this sub- 
ject will not take vlace until after Congress has established 
what the national rubber policy will be after the expiration 
of the present law. 





Other Signatories As each of the other countries which 
participated in the Geneva negotiations signifies its inten- 
tion to put its tariff concessions into effect, further pro- 
clamations will be issued by the President. 
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INFORMAL CEEC CONSULTATION PLANNED; Embassies Paris and 
EUROPEAN RECOVERY HEARINGS UNDER WAY London report that the 
ny French and British 
have decided not to call a formal meeting of CEEC countries 
at this time, as had been under consideration, but that in- 
stead informal consultations should be held through a Franco- 
British team. A joint communication has been sent to other 
CEEC countries in this regard. The team is scheduled to go 
to Rome and then Bern, returning to Paris and London for a 
few days, and then proceed to the Low Countries with a subse- 
quent visit to Scandinavia. Discussions will be held on 
achievements since the Paris Conference in the fields of pro- 
duction, exportation and stabilization. There may also be an 
exchange of views on a multilateral agreement, but discus- 
Sions would be limited to form and contents of the reports 
each country submits regarding its obligations toward other 
member countries and would not touch on the question of com- 
mitments which the US might require. 








Reports Received Of Cooperative Action The Secretary- 





. General of CEEC recently summarized to Embassy Paris steps 


which have ‘been taken toward greater European economic co- 
operation. Chief of these he listed as the multilateral 
money compensation agreement. (See page 3, December 1, 1947 
issue and page of this issue of Current Economic Develop- 
ments.) Ancther step toward cooperation has been the work of 
the Study Committee of Customs Unions, established last 
August to examine quantitative restrictions on imports and to 
try to realize, on a multilateral basis, the reduction of 
customs tariffs and, if need be, establishment of a customs 
union or several unions among the participating countries. 
The study group met in Brussels in November with 14 of the 
16 nations represented by delegates and the other two repre- 
sented by observers. The possibility of establishing a com- 
mon customs union among all the countries was examined and a 
questionnaire was sent to member states which should permit 
the formation of a basis on which a model of a common tariff 
may be prepared and offered for adoption. The report of the 
committee, which should derive from the principles of the 
ITO Charter, will be submitted to the group at its next 
meeting, scheduled for Brussels January 26. In addition, 
the four Scandinavian countries--Denmmark, Iceland, Norway 
and Sweden--following a conference last August, announced 
they were taking necessary steps toward examining the prob- 
lem of total or partial abolition of tariff barriers among 
the four countries. In the meantime, the French and Italian 
Governments are considering a report on a customs union for 
their two states. (See page 2, January 5, 1948 issue of 
Current Economic Developments. 
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Cooperation is also manifest by the fact that a manpower 
conference will be held in Rome on January 26 to develop 
measures on the utilization of labor and to encourage the 
drawing up of agreements for recruitment of workers and to 
Study the problem of professional qualifications. All CEEC 
countries except Iceland and Norway have accepted the in- 
vitation to attend and ILO, IRO dnd FAO have agreed to send 
representatives. The US will be represented by an observer. 


The Secretary General of CEEC also refers to the ar- 
rangement on distribution of metallurgical coke which will 
be mace within the framework of the plan for distribution of 
fuel coming from the Ruhr as an example of a cooperative 
measure. 


In addition, a number of measures taken by the Economic 
Commission for Europe were enumerated as definite steps to- 
ward cooperation. In December at the Inland Transport Com- 
mittee meeting of ECE, eight European governments, together 
with the three western zones of Germany, agreed to grant or 
maintain freedom of operation for six months of highway 
trucks engaged in transit movements through the participating 
countries. This makes it possible for trucks to pass through 
the countries without transferring their loads to locally 
operated carriers. Increased use of highway transport will 
help relieve the presently overburdened continental railroads. 
Requirements for petroleum products, tires and spare parts 
will be cut down by reducing wasteful cross-hauls. Extension 
of the agreement will be actively sought by ECE and at the 
same time other measures are being studied, such as use of | 
gasoline for transport purposes end the development of a 
system of interlocking international highways for Europe. 
Other ECE steps toward cooperation are the creation of a 
permanent subcommittee on steel, an examination of mining 
material needs, plans for the elimination of cross-hauling 
of US, Polish and German coal, and a study on the use of 
lignite in western Europe.. 


Reports continue to come in from the various missions 
on cooperative economic steps taken by countries participat- 
ing in the European Recovery Program. 


Congressional Hearings Proceed Both the Senate Foreign 
Relations Committee and the House Foreign Affairs Committee 
are conducting hearings on the European Recovery Program. 

The Administration has asked Congress to authorize the pro- 
gram for four and one-quarter years, but is requesting appro- 
priations only for the first fifteen months--and that in the 
amount of $6,800,000,000. Following a story in the New York 
Times which placed CEEC countries in categories according to 
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how aid would be received and returned, a statement was made 
by the Department saying that no determination has been made 
on the amounts of financial aid to be extended or to the 
form of such aid. Decisions of this nature can only be made 
after Congressional action and, under the Executive branch 
proposal, would be made by the administrator of the program 
in consultation with the National Advisory Council and on 
the basis of the facts as they exist from time to time. 


US TO INSTITUTE EUROPEAN On January 15 the Department of 
EXPORT CONTROLS. “IN MARCH Commerce announced a new system 

of export license controls which 
will come into effect March 1 for all shipments to Europe, 
including the Asiatic territories of Turkey end the USSR and 
all colonial possessions of Spain and all Mediterranean 
Islands. In order effectively to program exports essential 
to European recovery, to conserve dollar resources of this 
area and to prevent an undue strain on the American economy, 
individual validated licenses will de required for all ex- 
ports to countries in this area. Tnere will be no change in 
the forms and procedures required for obtaining licenses for 
Shipments of goods on the Positive List. 











; No announcement concerning the administering of the 
licensing system has yet been released by the Department of 
Commerce, but it is understood that the countries affected 
will be designated Country Group R, countries which are re- 
garded as being in the "recovery area’. Shipments which can- 
not be included within the programmed erports determined 
under this procedure will be considered for licensing on a 
hardship basis. This procedure can provide the framework 
for a general program of specific controls over exports to 
the Soviet Union and the satellite areas ‘f this is deemed 
desirable at some future date. This .procedure achieves total 
control of shipments to eastern Eurspe without apparent dis- 
crimination which might lead to retaliation. but in such a 
way that a quid pro quo can be established for imports from 
that area. The procedure also lends itself to conformity 
with any program of aid to Europe. In december 1947 the 
National Security Council approved a proposal to place all 
exports to European countries under control. 


It is believed that this procedure will give sufficient 
control over commodities in world short supply since Europe 
is our largest trading area. CEEC countries affected voiced 
agreement with our objectives when approached concerning the 


proposed controls. 
The 
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The countries and territories affected are: Aegean 
Islands (including the Dodecanese Islands); Albania; Andorra; 
Austria; Belgium; Bulgaria; Czechoslovakia; Denmark (except 
Greenland); Eire (Irish Free State); Estonia; Finland; 

France (including Corsica); Germany; Gibraltar; Greece (and 
its Mediterranean Islands); Hungary; Iceland; Italy {and its 
Mediterranean Islands); Latvia; Liechtenstein; Lithuania; 
Luxembourg; Malta, Gozp and Cyprus Islands; Monaco; the 
Netherlands; Norway (including Spitsbergen /Svalbard/, Bear 
Island and Jan Mayen); Poland and Danzig; Portugal (including 
Azores and Madeira Islands); Rumania; San Marino; Spain and 
Possessions (including Balearic Islands, the Canary Islands, 
Spanish African Possessions, Spanish Morocco, El Rif with the 
Alhncenia and Chafarina Islands; and Ifni; Rio de Oro and 
Spanish Guinea, including Ric Muni and Fernando Po; and 
Annobon, Corisco and Klobey Islands; and Ceuta); Sweden; 
Switzerland; Tangier; Free Territory of Trieste; Turkey (in 
Asia and Europe); Union of Soviet Socialist Republics (in 
Europe and Asia); United Kingdom of Great Britain and North- 
ern Ireland; Vatican City; Yugoslavia. 


OFFSHORE PURCHASES IN EUROPE LINKED The Department has 
TO MULTILATERAL CLEARING SYSTEM been studying the role 
| the US will play in 
assisting the CEEC countries facilitate intra-European trade 
on a multilateral basis, which is considered an integral 
part of the European Recovery Program. In estimating the 
net import requirements of the CEEC countries from the rest 
of the world the CEEC report took into account the volume 
and value of trade moving between CEEC countries. On the 
basis of this report the value of the programmed commodities 
expected to move between countries participating in the Re- 
covery Program is estimated at $3,794 million for the first 
15 months of the program. of this total, essential foods ac- 
count for $984 million, coal $752 million, finished steel 
$688 million, timber $297 million, electrical equipment 
$236 million, phosphates $132 million, mining machinery $90 
million and agricultural machinery $70 million. In addition 
to the trade in essential programmed items, it is necessary 
to maintain trade in less essential items on the exporta- 
tion of which many countries depend for financing the im- 
portation of essential commodities. If this intra-European 
trade does not flow, consumption and production schedules 
will suffer with consequent repercussions on other phases of 
the recovery program. | 











In 
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In an attempt to combat the present practice in intra- 
European trade of dealing on a bilateral or barter basis, 
which witha narrows the trade, the Payment Agreements Com- 
mittee (PAC) of GEEC proposed a multilateral clearing accord 
among the 16 countries. (See page 3, December 1, 1947 issue 
of Current Economic Developments.) FAC recognized that the 
major work in connection with multilateral trading must come 
from within Europea. However, PAC was anxious to obtain ex- 
pert US opinion since the whole plan was closely related to 
the Recovery Program. 





Off-Shore Purchases Department studies indicate that 
an effective way of promoting intra-European trade would be 
for the US Administrator to make off-shore purchases (pur- 
chases from countries other than the US) with funds allocated 
from the European Recovery Program in participating countries 
on the basis of their achieving export targets on intra- 
European account and on the basis of appropriate credits 
granted by them to other participating countries. For ex- 
ample, if past experience and advance programming -indicated 
that France would have a balance of payments surplus on cur- 
rent account with other CEEC countries of $20 million over 
the next period, the Administrator might purchase, say, $10 
million worth of machinery and other essential items in 
France for transfer to other countries as part of the aid 
program. Thus, the creditor countries (in this case France) 
would receive needed dollars through off-shore purchases 
which would reduce their need for direct commodity aid. The 
US Administrator would need to inform a creditor country in 
advance what proportion of its commodity allocation would be 
delivered on @ direct basis. If a country failed to achieve 
its export target to participating countries it would thus 
have fewer dollars. It is assumed that. the administration 
of such a program would require a large measure of flexibil- 
ity both at the time advance determinations are made or sub- 
sequently, if it develops that the forecast of export surplus 
was over-optimistic. 





Multilateral Clearing System In order to determine 
the net creditor or net debtor position of a country it is 
necessary to offset export surpluses with particular coun- 
tries against deficits with other countries. Also it is 
necessary not only to determine the debtor and creditor posi- 
tions of countries but also to have some mechanism whereby 
debits and credits could be offset multilaterally. At its 
meeting on November 8, 1947 the National Advisory Council 
stated with respect to European multilateral clearing ar- 
rangements: 





"(a) The 
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"(a) The voluntary adoption of a multilateral ciear- 
ing mechanism on the part of some or all of the 
participating countries would be regarded favor- 
ably by the United States as a significant effort 
toward self- ~heip on the part of those countries, 
the participating counteies oo a “not be made a 
prerequisite for receiving aid under the European 
Recovery Program. 


"(b) It is unlikely that the United States will be able 
to make dollars available for the specific purpose 
of settling net debit balances accruing in a multi- 
lateral clearing union. However, efforts are 
being made to assure that the European Recovery 
Program will contribute to the efforts of the par- 
ticipating countries to promote intra-European 
trade. 


Under the leadership of the Benelux countries partici- 
pated in by all CEEC countries several meetings were held in 
the fall looking toward the establishment of a multilateral 
clearing organization. On November 18, 1947 an accord was 
Signed by the Benelux countries, France and Italy establish- 
ing a multilateral clearing system to be operated by the 
Bank for International Settlement (BIS). Provision was made 
for participation in the organization on the following beéses: 
1) Full membership carrying the obligation to accept auto- 
matic offsets (involving only decreases in payments’ agree- 
ments balances) as between full members. 2) Occasional mem- 
bership, retaining the right to accept in whole or in part or 
to reject offsets proposed by the BIS. 3) Merely regular 
transmittal to BIS of monthly statements of payments agree- 
ment balances in order that BIS may have a complete view of 
the European payments situation. 


Full membership in the arrangement involves an agreement 
to: 1) communicate regularly to BIS information regarding 
balances held under existing bilateral payments arrangements; 
2) permit multilateral compensation between balances result- 
ing from the operation of their payments agreements with 
other members whenever the effect of the compensation is the 
reduction of the existing balances, except that the consent 
of the countries concerned shall be given in any cases where 
the transaction involves an increase in the amount of an in- 
dividual balance or the appearance of a new balance; 3) re- 
frain from demanding settlements in gold or in exchange spe- 
cified by the payments agreements in operation before the 
monthly compensations have been affected. 


In 
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In addition to the original five countries, the UK, 
Norway, Sweden, Denmark, and the French zone of Germany have 
announced adherence either as full or occasional members. At 
the Basle meeting US observers were required to ascertain the 
possible participation of bizonal Germany in the clearing 
organization. British and French delegates transmitted simi- 
lar requests to their governments regarding respective bizone 
and French zone participation in the organization. 


The delegates reconvened at Basle on January 7 and 
shortly thereafter BIS announced the results of the trial 
run of the multilateral system. Although the first applica- 
tion of the system to payments agreement balances. provided 
for a total of only $1,700,000 in type one offsets (not in- 
volving increases in balances or the creation of new balances), 
results encouraged the delegates to believe that the mechanism 
is technically feasible. The conference is now studying the 
possibilities for certain type two offsets (involving in- 
creases in balances or changes in the direction of balances) 
that mignt be effected in January. 


US Reaction From Department studies it would appear de- 
Sirable that positive steps be taken by the US to encourage 
the CEEC countries in solving the problems of intra-European 
trade. With this in mind consideration is being given to 
gearing off-snore purchasea into the European clearing ar- 
rangement along the lines indicated above. 








Bizonal Participation Discussions have been held between 
American and British representatives regarding the participa- 
tion of Germany in the multilateral clearing organization. 
we believe that it would be desiratie for Bizonia to under- 
take full membership in the agreement for reasons which in- 
Clude benefits both to Germany and to the CEEC countries. 
Some cf the advantages to Germany would include: 1) aid to- 
ward restoration of trade with Europe; 2) help in financing 
imports; 3) facilitating the sale of German exports to CEEC 
countries; 4) improving and expanding the present system of 
payments agreements with resultant expansion of trade as a 
result of continuous consultation between German financial 
experts and those of other CEEC countries; 5) sharing in the 
gains from the general expansion of European trade and the 
impetus to European recovery. Similarly, German participa- 
tion in the multilateral clearing organization is seen as 
aiding the European Recovery Program as a whole. 1) Bizonia 
participation would indicate active US interest ‘and support 
in the Accord and would be an important factor in expanding 
its membership and in its successful operation. 2) The opera- 
tion of the clearing arrangement, coupled with offshore pur- 
chases in Germany, would be assurance that German exports 
would flow in an adequate volume to other CEEC countries, 
without which the success of the Recovery Program would be 
severely jeopardized. 3) Other CEEC countries would be as- 


Sured of larger markets for their export surpluses ..n Germany. 
* * a 
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“ECONOMIC INTEGRATION OF EASTERN The negotiation of economic 





EUROPEAN COUNTRIES ACCELERATED pacts among the countries 

of eastern I -, which was 
greatly accelerated during and immediately foliowing the 
Paris conference on the European Recovery Program last sum- 
mer, has again been stepped up as plans for the Recovery 
Program progress. Recent long-term economic agreements and 
mutual assistance pacts, negotiated at high levels, have had 
a wider scope than the earlier agreements and are inter- 
preted as possible forerunners of eventual economic and 
political federation of the Balkan andeastern European states. 
On January 16, at the signing of the most recently negotiated 
mutual ass: staice pact between Rumania and Bulgaria, Dimitrov, 
the Communist Premier of Bulgaria, is reported to have said 
that eastern European nations within the Soviet orbit intend 
to form a federation of states as allies of the USSR. Stat- 
ing that talk of such a federation was premature at present, 
he indicated that the projected group weuld eventually in- 
clude Bulgaria, Albania, Rumania, Yugoslavia, Hungary, Poland, 
Czechoslovakia and even Greece. In addition to the pacts 
being negotiated among the satellites, the Soviets are con- 
tinuing to negotiate long-term tr je agreements as part of 
the Molotov plan for eastern Europe. 





Communist Strategy According to two Communist sources 
in Budapest, economic and political federation was the main 
topic of discussion at a meeting of the Executive Committee 
of the Communist Party held January 10 and 11 in Budapest. 
Reportedly the discussion was initiated as a result of pre- 
cise instructions from Moscow demanding economic reconstruc- 
tion, stabilization and rationalization of the economies of 
the satellite countries with eliminatien of duplication and 
development of complementary industries through cenclusion 
of agreements similar to the Hungarian-Yugoslav bauxite - 
agreement. The next step outlined is a customs union, fol-. 
lowed by economic federation and finally political federa- 
tion. 





Mutual Assistance Pacts Of the satellite countries, . 
Yugoslavia has conducted the most extensive negotiations for 
treaties of friendship, collaboration and mutual assistance, 
having signed such pacts with Bulgaria, Hungary, Rumania and 
Czechoslovakia. Poland and Czechoslovakia have negotiated : 
an agreement calling for close economic coordination. Ac- 
cording to the press, in addition to agreements with Rumania 
and Yugoslavia, Bulgaria has concluded a treaty with Albania 
and plans to sign treaties with Czechoslovakia, Hungary and 
Poland. 





In 
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In addition to providing measures for guaranteeing 
security, national independence and integrity of their coun- 
tries, the treaties of friendship, collaboration and mutual 
assistance, which are to be valid for 20 years, generally 
call for future consultation on appropriate measures to de- 
velop and strengthen economic. cultural and other relations. 
The Rumanian-Bulgarian treaty, which is typical of: previous- 
ly negotiated pacts except that it specifically refers to 
the intention to establish a customs union, provides for 
close collaboration in the field of economic development. 
The two countries pledge themselves: to coordinate their 
economic plans; to take all measures necessary for maximum 
exchange of goods; to prepare for realization of a customs 
union; and to agree on common action to develop mutual trade. 


The arrangements for mutual economic collaboration be- 
tween Bulgaria. and Yugoslvia, which were agreed upon in 
October by a joint economic commission following signature 
of a mutual assistance pact, provide for close integration 
of the two economies and may indicate the extent of coor- 
dination contemplated in other countries. Among the provi-. 
Sions for industry coordination it was agreed that Yugo- 
Slavia will concentrate on production of tractors and that 
no tractor factory will be built in Bulgaria at present; 
production of rolling stock and agricultural machinery would 
be standardized for the two countries; nitrate plants will 
be constructed in both countries; Bulgaria will produce 
sodium calcite and caustic soda for both countries; canning 
industries will coordinate activities for export purposes; 
Yugoslav sugar beets and corn will be processed in Bulgaria; 
Yugoslav raw materials will be used to produce casein glue 
in both countries; 14,000 spindles will be supplied for idle 
Bulgarian textile factories. 


Polish-Soviet Negotiations Part Of Molotov Plan Cur- 
rent Polish-Soviet trade negotiations are viewed in Warsaw 
as a continuation of the USSR policy of signing long-term 
trade agreements as part of the "Molotov plan" for eastern 
Europe to counter the "Marshall plan" for western Europe. 

In addition to discussing the future pattern of trade and 

the repatriation of Poles now in the USSR, the delegations 
are expected to discuss ways and means of impairing the ef- 
fectiveness of the European Recovery Program. Embassy Warsaw 
feels that such discussions of the Recovery Program may be 
the precursor of other similar meetings between the USSR and 
the satellites. 





The 
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The presence of high political figures on the Polish 
side has been explained to the Embassy by the fact that 
negotiations for a long-term agreement are expected to re- 
Sult in basic reorientation of Polish economy toward the 
East, despite the fact that as recently as two weeks ago the 
Polish Government line was that Poland was anxious for maxi- 
mum trade with the West. Long-term export and import com- 
mitments vis-a-vis the Soviets, however, would necessitate 
changes in economic relations with western European countries 
and possibly far-reaching changes in Poland's three-year plan 
as well. 


Negotiations for a long-term trade pact between Poland 
and the USSR were contemplated when the one-year agreement 
was concluded in August. It has been suggested by Embassy 
Warsaw that further negotiations did not take place at that 
time because the Soviets were waiting for results of the CFM 
meeting in London before going ahead with plans for long-term 
trade agreements with the satellites. It is understood that 
in current discussions quantities of deliveries for the next 
four or five years will be established. There is speculation 
in Warsaw that the trade agreement may be accompanied by an 
agreement for technical coordination, standardization of 
parts on the pattern of the agreement recently concluded be- 
tween Czechoslovakia and ‘Poland. 


Czech Negotiations Early in December, the USSR and 
Czechoslovakia concluded a long-term trade agreement, hailed 
by the Czech press as the greatest accord of its kind con- 
cluded by either country. It provides for a five-year mutual 
exchange of goods, principally of Czech industrial goods for 
USSR raw materials, totaling $1 billion. 





According to the press, Poland and Czechoslovakia have 
concluded negotiations for partial integration of their 
industries. The building of a jointly-owned electric power 
plant on Polish soil is reported to have been approved. The 
plant is to operate with Polish coal and Czech machinery and 
to furnish power to both countries. A Polish-Czech stan- 
dardization committee has been meeting for several months. 
One result of its work is expected to be standardized manu- 
facture of electric apes Senses, machinery and parts in the 
two countries. , 
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US aEru RELEASE US determinetion to defer the release of 
OF YU ASSETS Yugos “ay assets in this country pending 
& satista 


standing issues was made clear~ ° Yugoslavia in our reply to 
a note presented by tne Yugosic ppp sieeos on January 2 
strongly protesting thé continued” freezing of these funcs. 
At the same time, the Yugoslavs proposed to the Secretary 
General of tiie Ul that the issue of the damage caused | 

to Yugoslivia by the withnolding of its gold reserves by 
tiie US be included on the ECOSOC agenda for the session be- 
ginning in February. «hile this action is obviously only a 
phase of Yugoslavia's intensive campaign to give tne matter 
the widest possible publicity, the US wiil not oppose a 
frank discussion of the problem on its own merits in ECOSOC, 


fe general settlement of out- 


fs stated in our note, US claims against Yugoslavia in- 
clude specificaily compens: tion for expropriatea properties 
in excess of ,4e2 miliion, lenc-lease and Plan # accounts, 
compensation for two US planes shot down over Yugoslavia in 
1946, and a number of minor items which remain unsettled. 
During the eourse of negotietions which have been held 
intermittently since way 19, 1947, the US otferec to accert 
a lump sum settlement of 420 million for expropristed American 
property in Yugoslavia and for all other outstanding claims 
except lénd-lease and Plan f£ accounts, for which a reasonable 
amount of Yugoslav currency was askea. However, we have 
pointed out, the Yugoslav Government declined this preposal 
and thereby releasec the US from any further obligation in 
regard to the offer. | 


The Yugoslav Government's counterproposal of $5,187,000 
in settlement of our property claims was based on statistics 
issued by the US Department of Com.erce in 1942 regarding 
American interests in Yugoslavia. i:e have indicated in our 
reply that this figure, as well as constituting only an | 
unsupported estimete of a limited cetegory of US investments 
in Yugoslavia, is unrealistic in the light of a 1947 survey 
by the US Treasury which lists American-owned assets in 
Yugoslavia in ijay i943 at more than $50 million. Our records, 
indicating total claims of $42,300,000 for exproprizted property 
of US nationels in Yugoslavia, confirm that the 1947 Treasury 
figure for total US interests in th.t country is more accurate 
than the much smaller sum cited by Yugoslavia. A further ob- 
jection to the Yugoslav offer was its exclusion, among other 
claims, of those of US citizens naturelized during and since 
the war even though they were US citizens at the time their 
properties were expropriated. 


Several 
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Several charges made against the U: in the Yugoslev note 
incluced the allegetion thet the motive for our action in 
Dlocking the funcs is the obstruction of the economic re- 
construction of Yugoslavia anc of its particip:tion in the 
general recovery of tne Eurosean economy. In reply to this 
charge, we noted that the Us hed paid #288 million as its 
share of UNRRA aic to Yugoslavia, and in aadition spent 
over »y6 million for pre-LNKnA civilian relief, Cubstential 
charitable donations through private relief organizations 
have also been sent to Yugoslevia. we also coimented thet 
Yugoslavia had declined to cooperete in tne common Europecn 
hKecovery Program ana has even actively attac.ed the Program 
trrough its press. 


The vehemently snti-US propaganda issued by the Yugoslav 
press following their protest on the frozen essets was sup >le- 
mented by public statements mace by their zmbassacers in 
Wasnington, Lonaon, Preha end wersaw. The Embassy believes, 
however, that the publicity cémpaign is evicence of their 
weakness, not of their strength. 


YUGOSLAVS DISSATISFitb wITH REPAXATIONS; We have been in- 
CALL FO.i SPECIAL CONFonh..CE iN BalbsSsEL formed by the 
Belgian Embassy in 
Weshington that the Yugoslevs have approached the Belgian 
Governuent, through ciplomatic chennels, to determine whether 
Belgium woula object to Yugoslavia caliing a conference in 
Brussels on Februery 5 of nations dissatisfied with the 
amount of reparations being received from the western zones 
of Germany. The occupying powers woulc not be invited. Both 
Brussels and Eelgrade newspapers heve carried announcements 
of the proposed conference, with the Belgrade press stating 
that e draft of the memorandum which the Yugoslavs wish to 
Giscuss at such a conference has been submitted to the 
verious IAwA governments. There is some indicction that 
Greece, along with the US, UK and France, has not been. in- 
vited to attend. It will be recalled that Yugoslavia was 
the inspiration for tne IAnA resolution ef last fell express- 
ing regret at the small number of plants thet had been made 
available to the western countries in the form of reparations. 














* * » 
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AVIATION NEGOTIATIONS WITH ITALY PROGRESS; US-Italian avia- 
ECIPRO FLIGHTS TO BE GRANTED HUNGARY tion negotiations 
nea under way in Rome 
are progressing favorably and signature .of a bilateral air 
transport agreement is expected this week. (See page 10 
January 12, 1948 issue of Current Economic Developments. } 

The Italians have agreed to incorporate Fifth Freedom rights 
in our agreement. Inclusion of the same rights in the pend- 
ing Italo-Argentine agreement has been recommended, but, de- 
pendent on the extent of Argentine pressure, may be over- 
ruled out of considerations affecting other relations between 
the two countries such as grain shipments, credit arrangements 
and immigration matters. | 











We will not intercede in Italian plans to schedule avia- 
tion negotiations with several of the Soviet satellites. 
However, we will discuss on an ad hoc basis the considera- 
tions involved in negotiations with each of these countries 
prior to consummation of any agreement. These discussions 
will explore frankly with the Italians whether a true and 
factual reciprocity is inherent in the proposed arrangement, 
facts surrounding the actual ownership and control of satel- 
lite airlines involved and whether ICAO standards would be 
adhered to by the other party. Political and economic con- 
Siderations, particularly the advantages to the US which may 
be expected to result from restoration of normal trading re- 
lations, communications and transportation between eastern and 
western Europe, overbalance for the present the advantages in 
preventing satellite air expansion into western Europe. This 
view will not affect our opposition to expansion of satellite 
air operations into the Near and Middle East. 


In connection with the recent Hungarian offer of recip- 
rocal air rights in order to transit US zone Austria en route 
to Switzerland, we are willing to exchange concurrent notes 
with the Hungarians agreeing to reciprocal commercial and 
courier flight rights for an indefinite period, to be cleared 
individually, and for unhampered operation of our mission's 
aircraft. The following terms would be required of the Hun- 
garians: 1) authorization to retain Legation Budapest plane, 
and permit its reasonably unhampered operation in fulfillment 
of the Mission's requirements; 2) clearances to US civil air- 
craft for commercial flights with right to transit Hungarian 
territory without stop and to pick up and discharge inter- 
national traffic at Budapest on route to and beyond Hungary; 
and 3) clearances to US Government aircraft for official or 
courier flights landing in or transiting Hungarian territory. 
In exchange we wi] agree to authorize assignment of Hungarian 
Legation plan. . Washington and permit its operations on the 
Same basis accorded Legation Budapest plane; to grant clear- 
ances to Hungarian civil aircraft for commercial flights tran- 
siting US zone Austria; and to grant clearances to Hungarian 
Government aircraft for official or courier flights transiting 
US zone Austria. 

* 6 - 3» 
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QUTLOOK IMPROVES FOxn Our delegeticn at the Habana trade 
ACCEPTABLE ITO CH..KTER conference feels thct progress on 





the Cherter negotiations has been 
sufficient to assure thet, with continued US pressure, e@ 
Cherter ecceptable to the "US" can be reached by the middle 
of february and thet a substantial number of countries re- 
presented at Habana will adhere to such a Cherter. The 
delegation hes indicated that it mey be possible to complete 
subeommittee work by February 1 and the plenary sessions by 
the midale of February.” At ea meeting of the delegations from 
the UK, Norway, France, Cenede, Australia, Czechoslovakia, 
Be lgium and the LS all delegations expressed the conviction 
that the US should stand firm on its position on quantite- 
tive restrictions and that the principle established at 
Geneva--revuiring prior apprevel of the ITO for the imposi- 
tion of quantitative restrictions--can be held, The other 
major outstanding issue--regionel preferences--is now under 
Giscussion. 


negional Preferences Several delegations heve indicated 
that they are receptive to the central idea of «n amendment 
proposed by the Lebanese on regional preferences. This amend- 
ment woulda provide that General Commercial Policy provisions 
of the Charter shell not’ be construed to prevent the formation 
of a free trace area by tne conclusion of a free trade agree- 
ment involving the substantial climination of tariffs and 
other restrictive regulations of commerce between members 
belonging to the same economic region. 





Progress On Drafting Accorcing tc the military repre- 
senteutive on the LS celegution, the delegetion has mage much 
progress toward obtaining satisfectory security provisions 
in the Charter. Two subcomuitteces have accepted the text, 
subject to further discussion of various langucge changes, 
of the LS proposal to insert in the article on geneval ex- 
ceptions an emendment which provides that nothing in the 
Charter shall be construed to prevent any member from enter- 
ing into or carrying out any agreements made by or fer a 
military establishment for the purpose of mecting essential 
requirements of national security. Our delegetion feels that 
we have made further substantive gains in the Charter chapter 
on kestrictive Busin' ss Practices and that it represents a 
technical improvement over the Geneva text. “All reservations 
and amendments to this chapter nave been withdrawn except 
those of Argentina... 





It is 
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It is hoped :that current discussions on the Charter 
articles on Rest. ictions fo Safeguard ‘Balance of Peyments 
and Ethange Arrangements will result in settlement of 
the major issues on the balance of peyments section of the 
Chartér, upon wich Australia voiced reservations at Geneva 
and upon which it proposed amendments at Habena. Compromise 
language retaining the provision for finality of Internetional 
uonetary Fund determination regarding balance of p-yments 
difficulties hes been agreed upon by US and Austrelian tech- 
nicians and Australia has expressed willingness to obtain 
agreement of Norway and Sweden to the suggested compromise. 
These two countries supported Australia's amendment which 
‘ould eliminate finelity of Fund dete:mination regarding 
balance of payments difficulties and New Zeeland proposed a 
similar amendment. 


A working party composed of Australia, India, Mexico, 
the Netherlands and the US has agreed ona text for the 
article -on International Investment for Economic Development 
and our aelegetion expects that the text will be approved 
by the subcommittee. The members undertake: 1) to provide 
reasonéble op»sortunities for investments and adequate security 
for existing and fiture investments, and, as far as possible, 
to avoid discrimination as between foreign investments; 2) with- 
out prejudice to existing international egreements to which 
members are parties, upon the request of any member to enter 
into consultation or to participate in negotiations directed 
toward the conclusion of an agreement relating to opportunities 
and security for investment. In subcommittee meeting the 
earlier US redreft of the Charter article on this subject was 
_ severely attacked by the Indian dcdclegates, supported by Mexico, 
Brazil and Peru. australia also attacked the US redraft. 


French See Need To Adjust Charter To .iecovery Program 
A French Foreign Office officicl has informed Embassy Paris 
: that he has discussed with the British the need to adjust 
the ITO Charter to the Recovery Program... The officiel seid 
thet the article denling with customs unions.as now crefted 
makes them < "permitted sin", and should be changed to en- 
courage them. He-also szid the t chenges should be made in 
the article dealing with exceptions..to the rule of non- 
discrimination and that he believed the British concur in the 
need for modification of both of. these articles. He pointed 
out that the Swiss have also been concerned: over the apparent 
conflict between their bilateral trede arrangements, which 
are contrary to the principles of the present draft Charter, 
and their participation in the necovery Program, which, in 
the. view of CEEC he pada J would voquess adherence to those 


Charter principles. 
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STEPS REPORTED IN US PROGRAM FOR TREATIES Buring 1947, 
OF FRIENDSHIP, LOMMERCE AND NAVIGATION additional steps 
were taken in 
the long- -térm program for negotiation of treaties of friend- 
ship, commerce, dnd navigation, (See page 7, January 20, 
1947 issue of Current Economie Developments. ) One provi- 
sional agreement was concluded, agreement w2s reached on the 
provisions of. two treaties, substantial progress was made in 
.another, draft treaties were presented to three governments, 
and three drafts: are now in preparation in the Department. 











In addition to agreement on the provisions of the 
Italian treaty (see page 7, January 5, i948 issue of Current 
Economic Fevelopments), agreement was reached in November 
1947 on provisions of the treaty with Lebanon, but signature 
will be delayed by the Lebanese, presumubly because of the 
Palestine situation, although a high Lebanese official was 
careful to avoid a direct reference to Palestine in discussirg 
the delay. The treaty with China, concluded November 4, 
1946, is awaiting action by the US Senate A provisional 
agreement (Executive Agreement) was concluded with Nepal in 
April 1947. Discussions with representatives of the Philip- 
pine Embassy in Washington during the summer of 1947 re- 
Sulted in agreement on all articles of the treaty, with the 
exception of a few relatively minor points, and we are await- 
ing a decision of the Philippine Government on procedure for 
the conclusion of negotiations. 








Drafts of treaties were presented to Cuba, Australia 
and Czechoslovakia during 1947. Preliminary comments of the 
Czechoslovak Government on the draft are now being studied; 
Australia has indicated that it will not be prepared to be- 
gin discussions of the commercial tre:ty until after conclu- 
Sion of the Habana Conference; and Cuba has not yet communi- 
cated its views on the draft. 


Of the proposals for negotiations presented during 1946 
only the one to the Philippines has resulted in negotiation. 
Canadian officials have indicated that constitutional ob- 
Sstacles to the conclusion of such a treaty as we have pro- 
posed make it undesirable to undertake negotiations. Formal 
comments on draft treaties have not yet been received from 
the UK, Egypt, Chile or Brazil. In an exchange of notes in 
July 1947 the Chilean Government repeated its desire to be- 
gin negotiations to conclude a commercial treaty, and the 
Brazilian Foreign Office has constituted a commission to 
study the draft treaty. 


| Draft treaties for presentation tc the Governments of 
Pakistan, India and New Zealand are now in preparation in 
the Department. 


| DECLASSIFIED FOR PUBLICATION IN FOREIGN 
| RELATIONS OF THE UNITED STATES 











UNCLASSIFIED 
> 19 - 


REPO AIR POLICY The report.of the President's Air 
SOIT SaTON RELEASED Policy Commission has received an 

overwhelmingly favorable reception 
from government, airline and manufacturing circles. Recom- 
mendations designed to protect the nation's security to the 
greatest extent practicable and to foster its economic and 
social interests have been advanced by the Commission. The 
report is presented in five major sections as follows: 1) 
air power and the netional security; 2) aircraft manufacturing 
incustry; 3) aeronautical research and development; 4) civil 
aviation; and 5) government organization. The strongest pro- 
posals pertain to our military air arm and a general reor- 
ganization of the civil aviation agencies. 
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This weekly publication is designed to highlight developments in the eco- 
nomic divisions of the Department of State, and to indicate the economic prob- 
lems which are currently receiving attention in the Department. It is suggested 
that copies be retained on file, as reference will sometimes be made to previously 
reported items to avoid repetition. 
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regarding security measures for SECRET material. Extreme care should be ex- 
ercised to avoid public or private discussion of the information herein with or in 
the presence or hearing of any person not authorized to have knowledge thereof. 
For general purposes all Foreign Service Officers and other responsible economic 
officers are authorized to have knowledge of the contents of this document, 
responsibility for the safekeeping of which will be assumed by each recipient 
thereof. It may be retained in protected flies or, at the discretion of .~ cipient 
destroyed by burning. If not personally disposed of by the rerini. i, he will 
assure himself that it is burned in the manner prescribed for SECRET material. 
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LEND-LEASE NEGOTIATIONS After a prolonged period of inac- 
WITH SOVIETS RESUMED tivity negotiations have been re- 

sumed with the Soviets on the 
settlement of lend-lease matters. On December 16 the Soviets 
presented us with a note in which they expanded at some 
length the theme that benefits to the US from the Soviet war 
effort far exceeded the benefits to the Soviets in the form 
of lend-lease. The note also stated that under Article V of 
the Lend-Lease Agreement of June 1942 the only articles re- 
turnable were those that were unused at war's end, September 2, 
1945. The USSR proposed: 1) a long-term credit for payment 
only for articles undistributed on September 2, 1945 in ac- 
cordance with a list presented by the Soviets in June 1947; 
2) long-term credit payment for all merchant vessels and 
three icebreakers; 3) measures to conclude agreements with 
oil refinery patent holders; and 4) examination of the local 
currency proposal. 





Subsequently, the Soviet Ambassador call2d on Assistant 
Secretary Thorp, who reviewed ine US position which had been 
outlined in June to the Soviets. The Ambassaicr again 
reiterated the points made in the USSR aote of December 16 
with emphasis on the Soviet war contribution. He was re- 
minded that under Article V cof the Lend-Lease Agreement pay- 
ment is asked only for civilian items not lost in the war 
and returnable to the US u-cer the Soviet commitment under 
the above-mentioned Article. It was also brought to the at-— 
tention of the Anbassador that the return of the seven 
tankers and one merchant vessel requested in our note of 
December 11 was recuired tnder Article V. 


On January 23 we replied to the Soviet note stating that 
we do not consider a discussion cf the relative contributions 
to the war effort necessery or appropriate in these negotia- 
tions since we are not asking for payment of articles con- 
sumed in the war or for the remaining military articles. We 
also stated that we cannot accept the Soviet proposal to pay 
only for articles "undistributed" on September 2, 1945 nor 
to their proposition that only unused articles are return- 
able under Article V. We again requested the return of the 
seven war-built tankers, one dry cargo vessel, three ice- 
breakers and 28 PF frigates, and offered to consider the 
sale as surplus of other naval craft after receipt from the 
USSR of a list of vessels desired. 
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MULTIPLE FRENCH FRANC Climaxing weeks of rumors the French 

RATE STIRS UK AND FUND announced on January 25 that effec- 
tive the following day the franc 

would be devalued in order to achieve stabilization of the 





-French economy. 


The Plan: ‘the essential features of the plan are as fol- 
iows: The par value of the French franc would be reduced by 
44.444 percent, whicn would result in a change in the rate 
from approximateiy 119 francs per US dollar to approximately 
214, At tne same time a multiple currency practice would 
come into effect, whereby gold, the US collar and other con- 
vertible currencies would be bought and sold in a free market 
inside France at unpegged rates. French exporters would be 
permitted to sell in tnis market one-half of their export 
proceeds in the designated currencies, the ot!.zr half to be 
sold to the French monetary autn~rities at. the official par 
value. In this free market French importers would be per- 
mitted to buy the designated currencies needec to pay for 
non-basic commodities. In addition, various “snvisible" 
transactions would be authorized to take place in this mar- 
ket, including exchange transactions of tourists, capital 
transfers and other non-commercial remittances. 


The parities of the hcneland franc (of Continental 
France) with the other currencies of the france zone are not 
modified except as regards the franc of the French terri- 
tories of the Pacific as well as the French rupee. Their 
rate in relation to the dollar and the pound sterling remain 
unchanged, , 


UK Position The UK has vigorously oppcsed the plan with 
its muitiple rate features. The uew rate will reveal the 
over-valuation of the pound sterling and put pressure on the 
British to devalue the pound, which the UK has been deter- 
mined not to do. The official rate for the pound will be 
864 francs, wnereas, as indicated by the black market, the 
pound is worth tewer francs. The British fear that the new 
rate will piace them at a disadvantage in ineeting French com- 
petition not only in goods but also in the tourist trade. 


‘Exporters from France to the US would receive a rate 
midway between the official rate of 214 francs and the free 
market rate of perhaps 340, namely 277 francs. Because ex- 
ports from France have a favorable free market rate whereas 
imports have a different and lower (also favorable) official 
rate, British goods imported into France, it is feared in 
some quarters, would be re-exported to the US and net the 
exporter a substantial profit. 
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Position The US welcomes an adjustment in the French 
rate and- while we do not necessarily approve of the multiple 
features of the plan adopted, and regret tne disagreement 
between the International Monetary Fund and France, we recog- 
nize the cifficult position France was in. The US works 
through the Monetary Fund and does not want to take uni- 
lateral action which may be interpreted as interference in 
the affairs of another country. Our representatives on the 
Fund were allowed wide discretion to act on the basis of the 
merits of the case. 


International Monetary Fund Position The Monetary Fund 
feels that France violated the agreement and that other menm- 
bers are, therefore, relieved of tneir obligation to maintain 
rates against the franc within the margin of one percent, as 
provided in the Articles of Agreement. The Fund held pro- 
longed discussions with French financial authorities and made 
compromise proposals, all of which were rejected by France as 
not meeting her needs. As the result of this action. by | 
France, there is no agreec par value for the franc at pres- 
ent. The Fund agreed, however, with France that it was de- 
sirable to devalue the franc at a more realistic rate Dut 
opposed a multiple rate structure; it felt that the multiple 
rate gives a competitive advantage to French exporters in 
comparison to those of other countries, : 





US AND UK TAKE MEASURES TO A number of steps have been 
MEET GERMAN FOOD SITUATION taken to meet the serious food 

t. situation in the US and UK zones 
of Germany which was undoubtedly the basic cause of the 
strikes curing the past several weeks. The British have been 
so seriously concerned about the matter that on January 12 
Foreign Minister Bevin sent a personal message to the Secre- 
tary in which ne stated that a further deterioration of the 
food situation in the bizonal area would materially affect 
plans for the economic and political recovery of Germany, 
prejudice the chances of success of the Recovery Program and 
give an impetus to Communist propaganda. He said that the 
British were willing to expend b2.5 million for purchase of fish 
from Norway for German consumption. Bevin ccnciuded his note 
by stating that unless the food situation is stabilized and 
improved, "the Communists will have such a weapon in their 
hands that it will make our mutual efforts fail to put right 
the production estimates." 








Although 
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Although the Secretary's reply to Mr. Bevin was not sent 
out until January 23, action was taken immediately to relieve 
the German food situation. OMGUS was informed that expected 
January-June arrivals could be upped 500-600,000 tons over 
previous estimates for ration planning purposes, an increase 
which should relieve the current situation materially. How- 
ever, fulfillment would require restoration by Congress of 
$100 million of the Army's original supplemental budget re- 
quest for arrivals prior to June. In the Secretary's reply 
to Mr. Bevin it was pointed out that, if Congress will appro- 
priate the above funds, this additional 500,000 tons of food, 
which were not included in calculations of available supplies 
made by bizonal occupation authorities, will be available. 
Imports programmed for the first six months of this year 
should, therefore, materially relieve the current situation. 
It is noted that the total possible export surplus of fish 
from Norway this’ year is expected to be more tnan double the £2.5 
million thet the British contemplate purchasing and the hope is 
expressed that the British will be able to make arrangements 
for the purchase of the entire fish catch. (British repre- 
sentatives here have informally indicated that this proposal 
will be considered favorabi:.) The Secretary points out that 
the UK has now assured to it an unusually large supply of . 
grain anc, therefore, urged the UK Government to examine the 
possibility of diverting some of these greins to meet urgent 
requirements in Germany. In conclusion, the note acmits that 
increased imports are not a solution to the problem, espe- 
cially when local food collections are running snort. Every 
effort will be made by us, and we urge by tne british also, 
to foster collection by German authorities. 


* Z * 


BRITISH SUGGEST AGENDA FOR We have received several notes 
TRIPARTITE TALES ON GERMANY from the British on the desir- 
ability and essentiality of 
talks on the governmental level between the US, UK, and 
France on Germany. The British initially requested that the 
talks open about thé first of February but have agreed to 
postpone them until February 19 in order to allow Anbassador 
Douglas to participate in them. Douglas is now in Washington 
heading up the Department's work on the Eurorean Recovery 
Program and it is expected that Congressional hearings will 
prevent his returning to London before February 15. : 








Foreign 
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Foreign Minister Bevin has suggested that the tripartite 
talks should aim at achieving agreement in principle on the 
main issues outstanding with the details being left to work- 
ing parties to meet in either Loncon or Berlin. The UK has 
submitted a proposed agenda on which our comments are re- 
quested as well as any views we may have on the scope of the 
talks. Bevin's provosed agenda includes: 1) trizonal 
fusion, including the political and constitutional structure 
of western Germany; 2) security against Germany; 3) control 
of the Ruhr; 4) frontiers and internal administrative boun- 
Caries; 5) reparations deliveries; 6) association of Benelux 
countries in policy in western Germany; and 7) maintenance 
of four-power machinery in Berlin. It is aiso suggested by 
the British that the talks cover any outstanding issues not 
settled about the Saar, financiai reform, and other technical 
questions and that an attempt be made to settle the problem 
of the Saar before opening ahy new questions. Until our 
views are received on the proposed agenda, the British do not 
intend to submit the agenda to the French Government. In 
Giscussing these matters with the French, Mr. Bevin feels 
that we should make it quite clear that the talks are con- 
cerned primarily with the single overall problem of future 
cooperation of the three governments in Germany and that all 
the problems involvec should be dealt witn in that context 
and net in isolation. 


In the meantime, tripartite talks have been going in 
Berlin on technical relationsnips between the French and 
US-UK zones. An arrangement for completion of the economic 
integration of the Saar with France involving withdrawal of 
Saar coal from the German pool has been worked ouc and will 
be submitted to ECE for implementation within the next several 
days, 


CONSESUENCES OF DELAY IN In view of tiie probability that 
RECOVERY PROGRAM STUL"ED European Recovery Program funds 

may not become availabie when 
interim aid expires March 31, 1948, the Department has been 
studying the economic and financial consequences which would 
result from deferment of the program, 











Interim aid plus self-help efforts have until now held 
the line in western Europe against economic and social retro- 
gressions. However, the possibility that the European 
Recovery Program may be delayed as long as July 1 has created 
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a situation that may endanger the success of the en*tire pro- 
gram. In presenting the Interim Aid Program for the three 
montns, the Department reported to Congress that: "After 

tha: date (March 31, 1948) the problem of holding the line 
against economie and social disintegration on an interim aid 
basis, would become increasingly complex. Not only wouid 
Austria, France, and Italy need interim aid in substantial 
amounts but other European countries with reserves rapidly 
being depleted would be unable to carry on without assistance." 


We nave askec the missions in countries where the eco- 
nomic outlook is particularly difficult to appraise the - 
situation, specifically with regard to reduction in rations, 
serious decline in production or other setbacks to recovery, 
or unrest prejudicial to political stability. In the light 
of their responses and our own studies we will attempt the 
formulation of a program for this “interim-interim" period. 


SOVIET PROPOSAL RECSIVED ON The long-awaited Soviet pro- 
GERMAN ASSETS iN AUSTRIA posal on German assets in 
Austria has now been received 
and the US, as next chairman, will shortiv call a meeting in 
London of the Austrian Deputies to discuss the proposal. 
While the Soviet proposal constitutes a reduction of their 
former demands and may form a basis for discussion, initial 
Departmental reaction is that the proposals are still quite 
stringent and, in fact, call upon the US to make a dollar 
outlay in order to permit a cash settlement. Briefly, the 
proposals are: 1) concession rights to the USSR of oil pro- 
ducing areas equivalent to two-thirds of current production 
of 011 in Austria as well as property rights to all buildings, 
plant, equipment anc other property forming a part of these 
production areas; 2) concession rights to the USSR of two- 
thirds of all undeveloped areas in eastern Austria that are 
German assets which the Soviet Union claims under terms of 
the Potsdam Agreement and which are in its possession at the 
present time; 3) the above exploration and exploitation 
rights to be valid fcr a period of 50 years; 4) concession 
to the USSR of oil refineries having a total annual produc- 
tion capacity of 450,000 tons of crude oil; 5) concession to 
the USSR of the oil distribution eoncerns which are at pres- 
ent in Soviet possession; 6) concession to the USSR of the 
assets of DDSG (Danube Shipping Company), including ships, 
located in Hungary, Bulgaria and Rumania, anc a 25 percent 








share 
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} share..of DDSG assets located in Austria itself; 7) cession 
. by the.US, UK, France and the USSR of all their.rights ‘to 


. former German assets in Austria with the exception of . those 
enumerated above which are to go to the USSR, in return for 


ae which Austria will undertake to pay the Soviet Union $200 


‘million in freely convertible currency over a two-year period 
' .and to. pay the US, UK and France an unspecified amount over 
an unspecified time; 8) all former German assets which have 
come. into the possession of the USSR shall not be subject to 
alienation without the consent of the USSR; 9) all such as- 
sets shali be subject to Austrian law on the condition that 
Austria shall not raise any difficulties in regard to the 
- export of profits or other income in the form of output or 
freely convertible currency; 10) tne German assets shall be 
transferred to the Soviet Union free from any obligations 


"which have accrued up to the date of actual tvansfer; and 11) 


settlement of disputes which may arise in connection with 
the application of these provisions shall be settled by means 
of bilateral negotiations between the interested parties. 


The initial Austrian reaction to the Soviet proposals 
has been almost one of jubilation since they feel that the 
propesals indicate a desire on the part of the Soviets to 
bargain and not to close the door on negotiations. They fur- 
ther feel that the proposa._s show Soviet willingness to give 
up claims to all Austrian “ndustry except oil and shipping. 
The proposed payment of $200 million does not seem to worry 
the Austrians unduly and the Foreign Minister told Legation 
Vienna. that he hopes to get this reduced to $150 million. 
The Foreign Minister has taken the position that it is 
politically preferable to pay in dollars rather than in 
goods, since this scheme will oblige Austria to export to 
the west and not tie her economy to the eastern bloc. 


DEVELOPMENTS AT HABANA INDICATE Further progress. in re- 
CHARTER puSEEeEN WILL BF’ _REA REACHED drafting controversial 
provisions of the ITO © 
Charter and a tendency of the Latin American .countries to 
modify their demands are indicative of thé trend. toward «— 
agreement on a-‘Charter which will not depart. seriously on 
. essential points from the Geneva draft, which will not . 
seriously impair: the provisions we think essential, and which 
will be acceptable to a considerable proportion of the coun- 
tries at the ‘Habana Conference. 











| Latin 
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Latin American Relations Improved Our delegation, aware 
of the importance of preventing a rift in hemispheric solidar- 


ity, has made-a determined effort throughout the course of the 
conference to support the Latin American delegations whenever 
possible and many contentious issues raised by them have been 
settled. by conciliatory formulae initiated and urged by the US. 
~The delegation feels that this, plus the fact that the -other 
American republics themselves are gaining a clearer understand- 
ing of ‘the provisions of the Charter, has eased noticeably the 
tension which ‘existed during the early weeks of the conference. 
Despite a tendency to support each other's amendments, a Latin 
American "bloc" as such does not appear to exist, for attitudes 
and tactics of individual delegations cover a wide area from 
Cuba's and Brazil's general support of the Geneva draft to the 
irreconcilable opposition of Argentina. The Latin Americans 
as a whole have sought a Charter obligating the US. and other 
industrialized countries to a course of action but. permitting 
economically undeveloped countries complete freedom. of action. 
-In an effort to hasten:progress at Habana and to prevent bit- 
terness: being carried over to the approaching Bogota conference, 
we have asked our Emtuissies in Uruguay, Venezuela,-and Bolivia 
to.approach informally responsible officials of the governments 
to which ‘they are ‘accredited in an effort to secure a more 
flexible arid more constructive attitude on the. part of ‘Gate 
“delegations. 





_. Drafting Progress Although the two eutatanting {ssues of 
prior approval of the ITO for the imposition of restrictions 
for development purposes and regional preférences have not yet 
been resolved, ‘progress on both has been reported. The article 
dealing with the reduction of tariffs and elimination of pref- 
erences has: been: successfully redrafted to provide that .each 
country shall negotiate. to lower substantially its. tariff 
levels. .An informal agreement has been reached under which the 
Latin American countries have been assured of getting four 
seats on the Executive Board, although nothing of this nature 
will be written into the Charter, The US delegation has re- 
ported success with respect to amendments which it has submit- 
ted to chapters on employment and economic activity, -restric- 
tive: busines&‘ practices, and intergovernmental commodity agree- 
ments..: The subsidy issue, which has been one of the main ones 
of the conference , is still not settled. 


Interim Commission - The text of a draft "arrangement" on 
the establishment of the: Interim Commission, which has. been | 
tentatively agreéd upon by a working party, appears ageeptable 
to! our: dslegeticn,. ‘The draft provides that the Intepim :Commis- 
sion -will‘consist of ‘the governments signatories ‘of .this ar-. 





rangement and the commission will appoint an executive commit- 
tee of 18 members %d exercise any or all functions of the com- 
mtsdion. It is expected that the commission will meet only at 
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the conelusion of the Habana. conference to appoint the execu- 
tive committee and again immediately preceding the first ITO. 
confefefice. ~ The functions of the commission, es envisaged in - 
this @feft, include: 1) convocation of the first regular ses- 
sion of the ITO conference; 2) preparation of a provisional. 
agenda, studies concerning heacquarters, and draft regulations; 
3) consultation with UN with a view to preparation of a draft 
relationship agreement; 4) consultation with other inter-govern- 
mental organizations; 5) consultation with non-governmental or- 
ganizations; 6) preperation of the annex to the Charter regard- 
ing special privileges and immunities required by ITO; 7) study 
of the provisions in other inter-governmental organizations for 
the rendering of economic development assistance and recommenda- 
tion to ITO of suitable structure and methods to be adopted by 
it in this field. It has been suggested that, unlike other in- 
terim commissions, this one not be given authority to consider 
urgent substantive problems. The draft provides that the ser- 
vices of the secretariat of <he commission shall be made avail- .__ 
able to the contracting parties to the General Agreement on , 
Tariffs and Trade at their recuest and upon terms to be agreed 
with the commission. The question of headquarters has not been 
settled. | 


* x * 


APPROPRIATION REQUESTED FOR In order to meet fiscal 1949 re- 
PHILIPPINE REHABILITATION quirements for rehabilitation of 
. Philippine public property and 
facilities, as authorized by Title III of the Philippine Re- 
habilitation Act of 1946, the Department has requested Congress 
for a cash appropriation of $21,373,000 and added authority to 


incur obligations in the amount of $26,400,000. ~ 








She cash appropriation requested includes $2,708,027 for 
ublic roads, $500,000 for pert and harbor facilities, 
$14,978,614 for public buildings, $674,000 for public health, 
$63,359 for employee housing and health facilities, and 
$2,449,000 for weather information, fisheries, coast and geo- 
detic surveys and a training program for Filipino technicians. 
The roads and public buildings programs require large-scale, 
long-range construction activity which necessitates placing con- 
tracts during the fiscal year 1949 for work which will take 
place and bé paid for during 1950. Accordingly, Congress has 
been asked to grant authority to these agencies to enter inte 
contracts in excess of cash appropriations to the amount of 
$14 million and $12,400,000 respectively. ~ 


During the past two years, $73,286,150 has been appropri- 
atec to implement these programs. Substential resul*s have 
already been achieved, including the completion of over 35 miles 
of concrete anc bituminous covered roads and the rebuilding of 
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li bridges in the Manila area. Reconstruction of the Port of 
Manila is now unde: way and many schools and hospitals are. 
being rebu‘it. Nearly 100 public health field stations are in 
full operation. An international airport is now under con- 
struction et Manila, and 50 weather reporting stations are 
being established. A fisheries program and the program of the 
Coast and Geodetic Survey have now reached full operation. In 
addition, 225 Filipinos are now receiving training in various 
skills authorized by the Rehabilitation Act... ers ee 


- SECRET 
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‘UNCLASSIFIED 
SIXTH ECOSOC SESSION The sixth session of the Economic and 


BEGINS FEBRUARY SECOND Social Council will open at Lake Suc- 

: cess February 2. At present the pro- 
visional agenda incluces 40 items. The most important sub- 
stantive matter is a survey of world economic conditions and 
trends, the first in-an annual series that ECOSOC is undertak- 
ing as recommended by a resolution of the 1947 General Assembly. 





A number of items concern ECOSOC's charter responsibility | 
for coordinating the activities of the specialized agencies; a - 
general consideration of this problem is on the agenda, as well . 
as reports of individual agencies. An FAO paper on the world 
food crisis will be taken up in this context. The Council will. 
also review reports from a number of its own commissions and 
will study their work programs for 1948. The regional economic 
commissions for Europe and for Asia and the. Far East, which 
were created by ECOSOC in March 1947, will report on their 
first year's activity; and the Council will consider proposals 
to set up similar commissions for Latin America and the Middle 
East. Functional commissions reporting at this session are the 
Statistical Commission, the Commission on Human Rights, the 
Subcommission on Freedom of Information of the Press; the Social 
Commission; Population Commission; and the Commission on Nar- 
cotic Drugs. Reports are also being submitted by the Inter- 
national Children's Emergency Fund and the UN appeal for aid to 
children. | 


Other items: include an AFL proposal for a survey of forced 
labor and measures for its abolition, a WFTU proposal on the 
principle of equal pay for equal work for men and women workers, 
and a Yugoslav complaint of damage to that country from the 
withholding of its gold reserves by the US. 
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é FOR DISCUSSIONS WITH US MThe UK Board of Trade (BOT) 

ON ° ED TOKEN IMPORTS PLAN is greatly. concerned over 
'< 'the protest made by Embassy 


Lenin of the UK's proposed discriminatory application of its 
token imports plan and has asked that the US consider accept- 
ing treatment equal to that accorded Canada. Canada agreed 

to accept a plan permitting token imports into the UK from 
Canada at 12-1/2 percent of the imports of the base period, 
with the knowlecge that the BOT was already committed to 20 
percent from Sweden, France, Australia, India and Pakistan, 
and would probably grant the same rate to Belgium and Switzer- 
land. The Canadian commercial counselor in London informed 
our Embassy that Canada agreed to the 12-1/2 percent in prefer- 
ence to a severe cut in the list of commodities covered by 

the scheme, 


' The UK originally proposed that the plan for token inm- 
ports from the US be discontinued in 1948. In our protest 
we pointed out that non-discriminatory treatment for the US 
is required by Section 9 of the US-UK Financial Agreement 
and- that we expected the same treatment not only as Canada 
but as any country not sharing with the UK a common Inter- 
national Monetery Fund quota or not having a war-disrupted 
economy. The BOT has asked that the US reconsider its posi- 
tion and is asking representatives of the British Embassy 
here to confer with the Department. Since the psychological 
problem is so difficult in continuing dollar-consuming in- 
ports from Canada and the US at 20 percent, the BOT feels it 
could not get Ministerial agreement unless the US takes sucn 
a serious view of the situetion that the UK is forced to ac- 
quiesce in order to safeguard larger issues, such as the Re- 
covery Program. 


iSSH AN AVIATION POLICY TOWARD Embassy London has dis- 
USSR AND SATELLITES HIGHLY FLUID cussed informally with the 
‘' UK our interim aviation 
policy toward the USSR and its satellites, stressing particu- 
larly the fluidity of the present situation as it applies to 
possible Italian-satellite negotiations and in our contemplated 
exchange of reciprocal commercial flights with Hungary. (Se? 
page 13, January 19, 1948 issue of Current Economic Develop- 
ments.) It was pointed out that our proposed informal under- 
‘stancing with the Italians concerning their satellite air 
negotiations provides for ad hoc discussions and full 


opportunity 
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opportunity for us to express dissent, if necessary, in the 
lignt of facts and conditions as they develop; also that. the 
proposed arrangement with Hungary could be halted immediately 
if circumstances dictated. The whole situation continues. 
highly fluid and it may be that. strict containment may again 
appear advisabie at any time. It was further explained that, 
with regard to Hungary, our chief concern is to assure. reten- 
tion of courier flight rights and to obtain satisfactory 
status of US Legaticn plane, while preserving the principle 
of reciprocity on exchange of commercial rights. We have no 
present intention of negotiating a bilateral with Hungary 

but believe that establishment of the principle of commercial 
reciprocity keeps the door open. 


The UK Ministry of Civil Aviation has agreea condi- 
tionally to the proposed relaxation of our policy of con- 
tainment of satellite airlines to allow reciprocal exchange 
of commercial and courier flights with Hungary. They have 
suggested that any document formalizing the Hungarian agree- 
ment make clear it is ron-discriminatory and reciprocal and 
that the Hungarians agree it is a step towards free inter- 
change of international commercial aviation rights. In view 
of our insistence last year that the UK break off promising 
negotiations with the Yugoslavs, their aviation officials 
believe that any arrangement with Hungary which does not in 
fact produce an agreement on the part of tne Hungarians to 
subscribe in general to tne development of civil aviation on 
a non-discriminatory reciprocal commercial basis would be a 
strong blow te the development of Anglo-American policy and 
would not justify the short-range advantages. The UK, for 
currency and other reasons, is not now prepared to extend BEA 
services *to Hungary. : 


The UK has no objection to our treating Poland in a 
separate category from the other satellites in seeking exter- 
sion of American Overseas Airline flights to Warsaw. They 
want to avoid jeopardizing their courier service to Warsaw 
but at such time as UK services to Helsinki are reopened they 
may be willing to cooperate in stopping LOT (Polish airline) 
zonal overflights pending conclusion of sate ceneurey Polish 
agreements with toth US and UK. 
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MIDDLE Hi:AST OIL AVAILABILITY MAY BE At this time it is 
JEOPARD..ZED BY UN PALESTINE DECISION impossible to deter- 
mine how seriously US 
oil interests in the Middle East and availability of Middle 
East oil may be affected by disturbances resulting from the 
UN decision on Palestine partition. Additional repercussions 
may necessitate abandonment of the projected Trans-Arabian 
pipe line and may even result in an embargo on oil shipments 
from the Middle East. A restraining influence to hasty ac- 
tion by Arab countries is the large income which some of the 
governments--Saudi Arabia and Iraq, particularly,--derive 
from the production and sale of their oil. 








While the Syrian Government still favors the 30-31 inch 
pipe line which ARAMCO proposes to build from the Persian 
Gulf area in Saudi Arabia to Sidon, Lebanon, «n the Mediter- 
ranean, it feels that it would be politically unwise at 
present to submit to Parliament for ratification the conven- 
tion granting transit rights for the pipe line across Syria. 
Lebanon's Prime Minister has expressed the hoje that the 
Arab League would scon adopt a unified cil policy which would 
make it possible for Syria to ratify the conver:tion. ARAMCO 
has informed the Syrian Government that the transit rights 
agreement must be ratified by Syria by about February 1 or 
it will consider abandoning the project. The only alterna- 
tive routes that vould not traverse Syria are considered in- 
feasible by the company, Because of the existing anti- 
American feeling, 4ARAMCO has withdrawn its pipe line crews 
from along the Trans-Jorden and Syrian sectors cf the proposed 
route of the line. One of the officials of ARAMCO, after in- 
specting conditions in the Middle East, expressed doubt that, 
even if Syrian ratification could be obtained, interested 
governments would be able to give the pipe line the protec- 
tion it would need in view of the bitter public resentment 
aroused in the Arab world by our Palestine policy. 


The export of 305,009 tons of steel to construct the 
Trans-Arabian pipe line was approved in principle by the 
executive departments of the US Government which were con- 
cerned with the necessity of constructing the line to meet. 
the growing oil requirements of the world. The decision to 
export steel for the pipe line was made before the European 
Recovery countries made their Paris report and hence did not 
take into account the large expansion of European oil re- 
quirements considered essential by the CEEC countries. Even 
with the construction of the large pipe line there will 
probably not be sufficient transportation to satisfy the 
world's requirements for oil before 1952. If the pipe line 


is 
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is not to be built, the equivalent of approximately 60 addi-.- 
tional T-2 tankers will be required to make the same quantity 
of Middle East oil available for European markets. 


More seri ous than the pipe line problem, however, is 
whether the Middle East continues to make oil available in 
expanding quantities. During the period of the European 
Recovery Program there would be no alternative source for an 
equivalent amount of petroleum. should an-embargo be placed 
- oil from Saudi Arabia, and Iraq, Kuwait and Bahrein 

sland, 


US _PCLICY IN JAPAN IS TO Last week General McCoy, US repre- 
PROMOTE SEIF-SUFFICIENCY sentative on the Far Eastern Con- 
mission, spoke to that body #n 
current US policy as it relates to the economic future of 
Japan. A much greater effort must now be made to bring about 
the attainment of a self-supporting Japan with a reasonable 
- standard of living if our fundamentel objectives in Jajan 
are to be achieved and if Japan is to be enabled to make its 
proper contribution to the economic rehabilitation of the 
worlc's economy. The US feels that every effort should be 
made to this end, consistent with basic occupation policies. 
The Jaganese Government, under the supervision of SCAP, must 
prepare and implement plans uncer which Japan can become 
self-supporting at the earliest possible time. For an in- 
terim period the US will assist the Japanese people in the 
procurement of imports of industrial raw materials and spare 
parts which are necessary to expand the output of peaceful 
industries, However, every effort must be made to relieve, 
within a reasonable time, the burden on the American tax- 
payer. Continuing our policy of cooperation with FEC and 
with its member states, General McCoy asked that the FEC 
give favorable consiceration to future policy papers that 
may be presented to that body by the US which are aimed at 
achieving self-sufficiency in Japan. 
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SOVIE TO RETURN In response to demands contained 
G -LEASE SHIPS in our notes of December ll, Janu- 

ary 17 and 23 and following our 
insistence in lend-lease settlement discussions, the Soviet 
Government in a note of January 31, agreed to return seven 
war-built lend-lease tankers needed by the US for transporta- 
tion of oil, and one prewar-built lend-lease dry cargo vessel 
committed for return to Italy. (See page 1, January 26, 1948 
issue of Current Economic Developments.) Although our notes 
specified return to ports in the continental US, the Soviet 
note offers to deliver the vessels as follows: one at Trieste, 
one at Hong Kong, and six at ports in Southern Korea to be 
designated by the US. The Department, together with the 
Maritime Commission, is considering what reply will be made 
to this offer. ; 


3) 162) 


* * ™% 
AGREEMENT AT HABANA ON TRADE The US delegation at the 


CHARTER ANTICIPATED THIS MONTH Habana ITO Conference re- 





ports that it should be 
possible to terminate the conference between February 15 and 
20 since most of the Charter questions are closed or have 
answers clearly in sight, except for six major issues which 
are pointed up for quick decisions when the issues are forced. 
These major remaining issues ares quantitative restrictions 
for protection, additional escapes and justifications for 
quantitative restrictions, limits on discrimination, permis- 
sion: to establish new preferences for customs unions and 
free trade areas, application of the ITO Charter to occupied 
areas, and relations with non-members. 


Our Celegetion feels that it can probably win a decision 
retaining the provision requiring prior approval of the ITO 
for the imposition of quantitative restrictions on imports 
for protection but must persuade or defeat Uruguay, Venezuela 
and Chile. it must also deal with efforts by Uruguay, Vene- 
zuela, Greece and Switzerland to establish additional justi- 
fications and escapes for imposing quantitative restrictions. 
The delegation feels it can probably. secure adoption of ac- 
ceptable provisions on new preferences for customs unions 
and free trade (see page 14, January 19, 1948 issue of Cur- 
rent Economic Developments), but must defeat Venezuela and 
Chile, persuade countries of Central America and the Middle 
East, and work out with the UK and France the relation of 
this provision to the Recovery Program. It is believed that 


an 


| DECLASSIFIED FOR PUBLICATION IN FOREIGN 


RELATIONS OF THE UNITED STATES 


i 








SECRET 
“—_ 


an acceptable provision cn relations with non-members will 
be difficult to secure because of the Czechs, Poles, Swedes, 
French and others. a3 


Drive To Remove Charter _ imitations On Discrimination 
One of the most serious obstacles to completion of a satis- 


factory Charter is the recent effort of European countries 


to remove or postpone all Charter limitations on discrimina- 


tion in application of import restrictions. The US delega- 
tion has delayed their action by refusing to discuss the 
modifications proposed by Czechoslovakia, France, Belgium, 
the UK, Norway and Denmark on the grounds that they would 
imperil enactment of tne Recovery Program, would tie up 
European trade in permanent bilateral barter deals, would be 
unacceptable to US opinion, and would increase pressure of 
non-European countries for other escapes. The French con- 
tend that freedcm to discriminate is necessitated by the Re- 
covery Program, and the British are opposing the US on sub- 
sidies in order to improve their bargaining power on 
discrimination. In response to the delegation's request for 
advice on concessions, we informed it of Treasury and State _ 
thinking but agreed t> leave to the delegation's esac retion 
what type of concessions, if any, to make. 


Application Of Charter To Occupied Areas Considerable 
controversy has also arisen over the question of application 
of the ITO Charter to occupied areas. The Czechs and Poles 
have expressed strong cpposition to our proposed Charter 
amendment granting most-favored-nation treatment to the occu- 
pied areas immediately. The Czechs contend that "some coun- 
tries" not present at Habana are responsible for occupied 
area policies and that bodies established by existing inter- 
national agreements are the competent bodies to consider 
such questions. In an attempt to make this provision more 
acceptable to these countries, France has instructed its 
delegation to propose a compromise to postpone action on ap- 
plication of the ITO Charter to occupied areas until the 
occupying powers come to an agreement among themselves on 
broad lines of policy to apply to their respective zones. 
This proposal is considered unsatisfactory by the US since 
it allows an indefinite delay in application of the Charter 
to these areas. Since the US is practically financing the 
bizonal area, the reluctance of the UK, France and other 
countries to offer Germany the advantages of ITO is in effect 
a reluctance to extend most-favored-nation treatment to the 
US. | 
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US Action On ITO Charter Unlikely This Session [In re- 
sponse to direct questions from the French and British Embas- 
sies here as to whether we expect to obtain Congressional 
action on the Charter this session of Congress, we have re- 
plied that, because of the delay in completion of the Charter 
beyond February 1 and the unanticipatedly slow progress on 
the European Recovery Program, we believe it most unlikely 
that Congress will act this session. However, the final de- 
Cision of the Administration to present the Charter will de- 
pend on the situation in Congress at the end of the Habana 
Conference and the character of the Charter which emerges. 





General Agreement Countries To Meet Tentative agreement 
has been obtained on the proposal to hold a meeting cf the 
Preparatory Committee countries at Habana prior to the close 
of the ITO Conference there. The purpose of the meeting 
would be: 1) to decide with respect to supercession of the 
general provisions of the General Agreement on Tariffs and 
Trade by the°Charter, 2) to consider any necessary amendments 
to the Agreement, and 3) to decide on procedural and other 
arrangements for further meetings of the contracting parties. 





TUC ULTIMATUM MAY The council of the British Trade Union 
DETERMINE WFTU SPLIT Congress (TUC) has approved a letter 
to the World Federation of Trade 
Unions which, in effect, might be considered an ultimatum to 
Soviet and other Communist-dominated trade unions that their 
failure to agree to an Executive Board meeting in February 

to consider the European Recovery Program will result ina 
breakup of the WFTU. The letter states that if the meeting 
is not held by mid-February, TUC reserves the right to join 
trade unions of other CEEC ccuntries in convening a confer- 
ence supporting the Recovery Program. This TUC action is one 
evidence of the organized resistance of British anti-Commun- 
ists since the Communists aligned themselves against the Labor 


Government, 








Communist Versus Non-Communist Maneuvers Since the Bel- 
gian labor union (FGTB) called for a conference of trade 
unions of those nations supporting the Recovery Program, 
there has been much speculation as to which unions would re- 
spond and what the effect would be on wFTU. The European 
non-Communist labor element has generally given support to 
the Belgian suggestion and has favored making support of the 





Recovery 
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Recovery Program an open issue in WFTU. Apparently Communist 
elements have been maneuvering to avoid a showdown in WFTU on 
- the recovery issue and so postpone a split. The European 
representative of AFL, however, has pointed out the possibil- 
ity that the Communists mieht agree to discuss the issue at 
the forthcoming meeting af the Executive Bureau of the WFTU 
in order to ceny to non-Communist trade unionists the means 
cf taking the offensive on a world scale and to prevent non- 
Communist forces from exploding the myth of world labor 
unity. Alse, a prominent Belgian labor leader states that he 
does not foresee an early breakup of WFTU over this issue. 


Further Indications Of Support In addition to the im- 
petus which this recent British labor union action has given 
the movement for an independent labor group, active support 
has come from the new French Force Ouvriere. (See page 5, 
December 29, 1947 issue of Current Economic Developments.) 
This group, which has rapidly grown in numbers and strength 
since its split from the Comnmunist-comineted CGT last Decem- 
ber, has taken the position that American aid is indispensable 
and in the interest of the French workers. As expected, the 
French CGT has asked FTU to rule out discussion of the Re- 
covery Program, 








The primary motive of the Scandinavian labor leaders 
meeting scheduled for early February appears to be to arrive 
at a decision on the Recovery Program anc withdrawal from the 
WFTU, The Danish union, which is committed to a policy of 
joint action with Norway end Sweden, is expected to give 
strong support to the Recovery Program. The Belgian sponsors 
report that additional support for a labor conference of CEEC 
countries has come in recent letters from Swiss, Norwegian, 
Danish, French, and Dutch labor leaders. Support for the 
Recovery Program also comes from the Austrian Trade Union 
Feceration, which recently took an official stand in favor 
of the plan. The CIO has decided to send a delegation headed 
by Secretary-Treasurer Carey to London and Paris to attend 
the WFTU Executive Board meeting and to support the British 
TUC position, 


CEEC Labor Conference Scheduled For March Under the 
sponsorship of Benelux laber groups, plans are being formu- 
lated for a March meeting cf labor unions supporting the 
Recovery Program. Turkey and Portugal have been excluded 
from the proposed conference because of undemocratic labor 
movements. Greece is under consideration as a participant, 
and it is planned. to include the Germans first as observers 
anc later as participants, The Spanish General Union of.- 





Workers 
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Workers has requested participation but an invitation is 
doubtful. British, Belgian, and Dutch leaders will meet in 
Brussels after Februery 15 or at the close of the WFTU con- 
ference, whichever is earlier, to complete plans.: It is 
understood that the Belgians will attempt to locate the meet ~ 
ing in Londen to strengthen the British position. 


POLAND ATTEMPTING TO USE COAL Poland, which is concerned 
EXPORTS FOR BARGAINING PURPOSES lest the European Recovery 

Program jeopardize its coal 
export position, meanwhile apparently hoves to use its export 
availability as a bargaining weapon to secure dollars and in 
any possible discussion of elimination of cross-hauls. 








When it was profosed that the ECE Coal Committee con- 
sider the possibility of rearranging allocations to eliminate 
cross-hauls, the Poles stated that they were not prepared to 
discuss the question now, indicating they were reluctant to 
relinquish their bergaining position since they anticipate 
that a condition requiring elimination of cross-hauls may be 
attached as a rider to any International Bank loan they might 
secure. The Poles have indicated informally that they will 
be glad to supply Austria and Berlin from their increasing 
output, subject to a satisfactory agreement on payment, but 
that they fear loss of future markets in France, Switzerland 
and Italy if Polish commitments to these countries were to 
be supplied from other sources. The UK, too, has indicated 
that it is interested in earning dollars by vee coal 
to Austria, 


US Not To Press For Elimination Of Cross-Hauls The US 
representative on ECE. recommended to the Department that, to 
help solve the problem of cross-hauls, we agree that US coal 
now exported to Austria be diverted to Italy, and Austria be 
pernitted to pay dollars for Polish coal. We have informed 
him that, while we agree that elimination of cross-hauls is 
desirable from the point-of-view of resulting savings in 
transportation and net availability of coal, the situation 
regarding Berlin and Austria militates against our actively 
pressing the matter at this time. Until it is clear there 
is no political or economic risk entailed for Austria and 
Berlin, we believe it preferable to let the matter drift. 

We are reluctant for Austria to become more dependent upon 
Polish coal unless there is a good possibility that Ruhr 





shipments 
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shipments can be resumed promptly in case the Poles manipu- 
late their coal experts. Because of the tightness of funds 
under "interim" aid, Austria's import availability would be 
reduced if purchases were made from Poland, a costlier source 
of supply. We have asked OMGUS to comment: 1) on the effect 
which Berlin's becoming dependent on Polish coal might have 
on the contest for BerNin; 2) on the possibility that ship- 
ment of Ruhr coal could be resumed promptly if necessary; and 
3) on the prospect that the difference in quantity Poland 
supplied to Berlin anc the quantity it is obligated to supply 
France, Italy anc Switzerland under bilateral agreements 
would have to be paid in dollars. We have also asked the 
views of British occupation authorities in Austria and Ger- 
many and of the British delegetion—tce—ttie\ ECE Coal Committee. 


Poland Concerned Over Effect Of Recovery Program The 
Polish delegation to the Coal Committee has stated that Poland 
is concerned lest, under the Recovery Program, US coal will 
be provided to European countries on terms which will cause 
Poland to have an unsaleable surplus. Poland expects to have 
two million tons in the first half of 1948, four million in 
the second half and 16 million in 1949 which cannot be dis- 
posed of under bilateral agreements. The Polish delegation 
has been authorized by its government to seek an understand- 
ing whereby the Coal Committee would consider financing coal 
imports and to urge that CEEC countries be enabled to pay 
dollars for coal which cannot be traded bilaterally. Even 
though it was pointed out in Warsaw that this would mean ask- 
ing entry into the Recovery Program through the kitchen door, 
the. Poles decided to press the point. We have instructed our 
representative on ECE not to give the Poles the impression 
that the US supports in any way their desire to receive dol- 
lars for coal exported or that the Recovery Program is likely 
to supply dollars to CEEC countries to buy Polish coal. The 
UK has also indicated that it is anxious to secure dollars 
for coal exports, possibly under the Recovery Program. 





A Polish trade mission is reported going to London early 
in February to discuss a possible UK-Folish understanding 
regarding future European markets. 
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US Sa THAT ECOSOC-IS NOT PROPER FORUM ~ . The issue of the 
FOR DISCUSSION YUGOSLAV GOLD COMPIAINT § damage caused to 
Yugoslavia by the 
witholding of its gold by the US has been included on the 
agenda for the present session of ECOSOC without opposition 
from the US, although our representative pointed out that 
ECOSOC is-not the appropriate agency to consider this com- 
plaint. A debate of the Yugoslav gold question would merely 
delay reconvening of direct negotiations..as ECOSOC is not 
empowered to settle disputes. ‘Therefore, in the interests 
of an expeditious settlement, when the matter comes up for 
discussion our representative will suggest that it be refer- 
red to the’ two governments concerned for a continuation of 
negotiations in conjunction with other unresolved financial 
Claims as agreed in the recent UK-Yugoslav exchange of notes. 
(See page 11, January 19, 1948 issue of Current Economic 


Developments.) 


The US representative has been instructed to stress that 
the unfreezing of Yugoslav gold in the US is only one of 
several questions which the US and Yugoslavia agreed earlier 
should be settled simultaneously in an cverall agreement. 
Special settlement of only one of the. outstanding. problems 
would. violate this understanding and would also leave several 
major problems still unresolved which wculd continue to dis- 
turb economic relations between the US and Yugoslavia. 





In the event that the Yugoslavs argue that our action 
in continuing to block their gold is con:rary to the articles 
of the International Monetary Fund, our ..epresentative will 
state that the interpretation of provisions of the Inter- 
national Fund Agreement is a function be_.onging exclusively 
to the executive directors of the Fund. 


_ We also anticipate that Yugoslavia ray: declare to ECOSOC 
that the continued blocking of gold is unprecedented in 
international: relations and without legal basis. In refuting 
this, cur representative will cite, if necessary, the prin- 
ciple generally recognized in international law and in Euro- 
pean practice: which sanctions one government's holding the 
assets of another pending satisfaction of the claims of its 
nationals. The US takes the position. that the Bretton Woods 
Agreement did not set aside or. modify this right. 
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GHI HILE- SEEKS ‘CHANGE IN Chile is considering a modification 





EELisris EXCHANGE RATE in her multiple exchange rate system 


in order to assist exports of cer- 
ene selected. products. In a:conversation with our Ambassa- 
dor, the Chilean President said that-this was necessary as 
the cost of production of certain articles was currently too 


_ high to compete .with exports at world prices if the resulting 


exchange is sold at the official rate. The President said 
that this: is an essential step in rounding out his program 
of action, previous steps being the establishment of internal 
order, a: balanced budget and the settlement with foreign bond- 
holders. He said he believed that this proposed action would 
not have:infiationary repercussions in Chile since the prices 
of imports purchased with the proceeds of exports sold on the 
free market would be controlled. He added that there would 
be elimination of the current abuse wnder which dollars allc- 
cated at the official rate are resold on the black market at 
rates ‘far exceeding current free market rates. 


* The proposal has been submittea to the International 
Fund whose prior approval is needed in accordance with the 


Articles of Agreement. The Fund dislikes the complicated 


‘system of multiple rates but has approved @e revised proposal 
with Chile agreeing to review the system at the end of this 
year and to establish a ceiling for the-free rates.:. 


. 
7, %2 


EXECUTIVE DEPARTMENTS AGREE Agreement has been reached 

£0 SUPPORT RUBBER. | LEGISLATION by the Departments concerned 
to support.the permanent. rub- 

bee legislation now before the House Armed Services Committee 





‘if amended as suggested. The Department, although preferring 


a one-year extensioh of the present law, has agreed to sup- 


_ port the rubber legislation which would:. 1) require: the 


preservation in operating or standby condition of ‘at least 

600,000 tons annual capacity for general purpose synthetic 

rubber and 75,000 tons of special purpose synthetic: rubber; 

2) require the President to see that one-third of the re- | 
tained capacity is operated; 3) empower the government to | 
prescribe specifications requiring the manufacturers of rub- | 
ber products to use sufficient synthetic rubber to keep one- 

third of the retained capacity in operation; 4) empower the 

government to sell synthetic plants to private industry but 

only under terms and conditions which would carry forward 

the national rubber policy; 5) make government operation of 


the 
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the minimum capacity mandatory if the plants cennot be turned 
over to private operation either by sale or lease, and make 
reservation of the additional standby capacity obligatory on 
the government if private industry does not do it; and 6 

give the administration broad discretion in administration 
but with the mendate to "consolidate all of the powers, func- 
tions, and authority...in one agency, officer, government 
corporation or instrumentality" whenever "practicable." 


SECRET 
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AIR COORDINATING COMMITTEE The Air Coordinating Commit- 
OUTLINES TASKS FOR NEXT YEAR tee's annuel report, transmit- 

ted to the President this week, 
stresses that in the forthcoming year it will be concerned 
largely with implementing the recommendetions of the Presi- 
dent's Air Policy Commission and the Congressional Aviation 
Policy Board. The former has completed its appraisal of our 
existing aviation policies in the light of total US require- 
ments for aviation and air pover, and the latter is expected 
to submit its report by March l. 








Foremost among these tasks will be the reformulation 
and further development of our national aviation policy indi- 
cated by the findings of these temporary stucy groups. Both 
executive action and new legislation will be required from 
recommendations of the Air Policy Commission regarding the 
proper continuing level for an aircraft manufacturing indus- 
try capable of meeting peacetime military and civilian re- 
quirements and of prompt expansion to meet the country's 
defense needs. Related to this question is the means by 
which the development and sale of new transport aircraft can 
best be effected, 


Following the report of the Radio Technical Commission 
for Aeronautics, which is presently studying possible coor- 
dination of air navigation systems to be used by both civil 
and military aircraft, steps will be taken to assure adoption 
of a program for installation of additional traffic control 
and navigational aids which are essential for increasing the 
regularity and capacity of the domestic air transport system. 


Full 
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Full cooperation with and participation in ICAO is con- 
sidered essential te the success of our international air 
transport system. Member agencies remain of the opinion 
that-a multilateral solution of economic problems in this 
field is the most desirable ultimate goal. It is also con- 
sidered essential that federal policies and machinery for 
their implementation remain continually adjusted to the re- 
quirements of our total air power--demanding a close balance 
among military aviation, the aircraft manufacturing industry, 
and domestic and international air transport. 


Highlights of the Air Coordinating Committee's activ- 
ities during 1947 included: preparetion of national avia- 
tion policy statement, which was utilized by the President's 
Air Policy Commission; initiation of a study of the aircraft 
manufacturing industry; full scale participation in the coun- 
cil, committees and regional meetings of ICAO as well as the 
conference which worked toward an acceptable multilateral 
aviation convention; formulation of aviation policies for 
occupied areas; further study of eviation relations with the 
USSR and satellite states; measures to reconcile civil and 
military agency differences relative to aids to air naviga- 
tion and landing; and active participation in the drafting 
and analysis of legislation concerned with aviation. 
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This weekly publication is designed to highlight developments in the eco- 
nomic divisions of the Department of State, and to indicate the economic prob- 
lems which are currently receiving attention in tne Department. It is suggested 
that copies be retained on file, as reference will sometimes be made to previously 
reported items to avoid repetition. 


Document Security Instructions 


This document should be treated in accordance with current instructions 
regarding security measures for SECRET material. Extreme care should be ex- 
ercised to avoid public or private discussion cf the information herein with or in 
the presence or hearing of any person not authorized to have ki .iw!:.ive thereof. 
For general purposes all Foreign Service Officers and other responsible economic 
officers are authorized to have knowledge of the contents of this document, 
responsibility for the safekeeping of which will be assumed by each recipient 
thereof. It may be retained in protected files or, at the discretion of the recipient 
destroyed by burning. If not personally disposed of by the recipient, he will 
assure himself that it is burned in the manner prescribed for SECRET material. 
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DEPARTMENT RECOMMENDS ECONOMIC AID The Department has prepared 
ING $570 MILLION a program for economic assis- 
tance to €hina amounting to 
$570 million for 18 months beginning January 1948. It is now 
being cleared with the other agencies concerned and will go to 
the President for final approval before it is submitted to Con- 
gress. It is proposed that $510 million of this amount will be 
used to supply essential imports of foodstuffs, cotton, petroleum 
products, fertilizer, tobacco, metals and maintenance supplies 
for capital goods engaged in agricultural and industrial produc- 
tion. In addition, study reveals that $60 million is required 
for highest priority reconstruction projects. A bilateral agree- 
ment is envisaged, the terms of which would provide adequate as- 
surance that China will adopt the practical and necessary measures 
to restore her economy to 4 sclf-supporting basis. The program 
provides for close liaison and representation with the Chinese 
in its administration. 





The object of the program is to help China to arrest the 
progress of deterioration in her economy. While US assistance 
cannot, by itself, bring about economic recovery for China, it 
can provide a respite during which the Chinese Government itself 
can initiate the measures of self-help necessary to rebuild the 
bases for more stable economic conditions. 


Present Conditions The drain on China's economy as a result 
of the civil war has been two-pronged: 1) Transportation and 
industrial facilities have been seriously disrupted with the 
result that raw materials, fuel, and food sources nave been 
isolated from centers of consumption and ports of export; 2) 
Financing the civil war has necessitated excessively large 
issuance of paper currency with consequent inflation. 





In order to finance its imports, China found it necessary 
to draw down its official foreign exchange holdings to dangerous- 
ly low levels. As a result of these drains on her foreign ex- 
change holdings, China will soon be unable to finance essential 
imports needed for the continuation of her basic civilian economy 
unless external assistance is secured. 


Commodity Imports Although the Department is aware that 
any program involving a projection of import requirements over 
ani8-month period must maintain a degree of flexirility to meet 
contingencies, On the basis of present information the commodity 
program, amounting to $510 million, is estimated as follows: 





Cereals (wheat and rice) $130 million 
Cotton 150 million 
Petroleum 115 million 
Fertilizer 30 million 
Tobacco 30 million 
Metals ~ 25 million 
Maintenance items 30 million 

mi on 
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In all cases the commodity imports are believed to repre- 
sent minimum quantities and are within the limits of current 
Chinese import quotas, as well as world supply availabilities, 
including cereals and fertilizers subject to international 
allocation. 


Recognizing that the present disturbed conditions in China's 
trade, production and finances contribute to the uncertainty of 
any projections, it is estimated that, with external financing 
of the commodity imports to the extent of $510 million, China 
would probably be able to finance her other essential imports 
and necessary services out of her current dollar receipts. 


Overall, China's current receipts of dollar exchange in 
the 18-month period are estimated at about $200 million. It 
is believed that dollar expenditures for-essential items would 
be at least that much. China's non-dollar receipts, mainly 
sterling, are estimated to be around the equivalent of $100 mil- 
lion, and likewise, are expected to be substantially in balance 
with essential non-dollar expenditures. 


With the above estimated receipts and with the proposed US 
assistance program, it appears that China would have available 
during the 18-month period substantially the total of her hold- 
ings of official gold, dollar and sterling balances, estimated 
at $274 million as of January 1, 1948. These holdings are needed 
to maintain necessary working balances, to provide funds for 
mi.itary purchases, and, if possible, to rebuild monetary re- 
serves. 


Reconstruction Projects Although decision as to the 

individual projects to te undertaken and the determination 

as to what form the assistance of $60 million for reconstruc- 
tion projects should take will rest with the Administrator 

of the program, it is believed that China urgently needs to 
restore essential transportation facilities, sources of fuel 
and power, and export industries. Among these projects are: 
1) expansion of electric power capacity, particularly in the 
Shanghai area; 3 rehabilitation of railroad transportation 

) 





in South China; 3) development of coal mining in Central and 
South China; and expansion of artificial fertilizer production 
in Formosa and South China. It is regarded that a program of 
this magnitude would not exert unduly inflationary pressure, 

and could be effective in increasing exports and in improving 
production and distribution of essential commodities. 


Implementation It is proposed that the economic assistance 
program for China will be administered by the Economic Coopera- 
tion Administration or other agency set up in connection with 
the European Recovery Program. In the interim the program 





should 
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should go forward ‘under the US: Foreign Relief Administration. 
The study recommends the appointment of a US representative, 
with adequate economic and financial experts, under the Economic 
Cooperation Admi nistration, to administer the program in China. 
Such a staff would maintain. closest liaison and representation 
with the appropriate ministries and agencies of the Chinese 
Goverriment, with American Embassy and Consular representatives, 
and with the business community. Its work would be closely 
coordinated with that of any foreign advisory and special per- 
sonnel enagged ty China to assist in carrying out its all-impor- 
tant and decisive part of the program. It is suggested that 
differences in objectives and procedures which are indicated 

in the Chinese situation, as compared with Europe, can be 
handled in the separate legislative enactment for the two. 
areas, and in the bilateral agreements reached. 


Form of Aid The exact medium by which the aid will be 
extended--whether by grants or loans or both--would be the 
responsibility of the President or of the Administrator, in 
consultation with the National Advisory Council, in accordance 
with procedures indicated in the draft legislation, 





Bilateral Agreement As provided in similar assistance 
bills, such as the US Foreign Relief, "interim" aid, and the 
proposed Economic Cooperation Bill, it is contemplated that 
a bilateral agreement will be concluded setting forth the 
principles and procedures under which the: program will operate. 
The terms of the agreement would include China's intention 
to adopt the financial and economic policies and improved 
procedures of budgetary administration which are required 
to make US aid most effective. China would also be required 
to apply practicable and necessary measures to restore and . 
promote industrial and agricultural production so that she 
can become independent of extraordinary outside economic 
assistance. The agreement would give the US power to terminate 





assistance if, in our opinion, China is not. complying adequately. 
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US REPLIES TO SOVIET PROPOSAL We have replied to the Soviet 
ON RETURN” OF TEND-LEASE” SHIFS note of January 31, which agreed 

to return seven war-built tankers 
and one prewar-built: dry cargo vessel, accepting delivery of two 
of the tankers at ports of Hong Kong and Trieste. (See page l, 
February 2, 1948 issue of Current Economic Developments. y Ae further 
communication will be forwarded shortly regarding arrangements for 
accepting delivery of the other six vessel3, probably at Japanese 
rather than Korean ports. Our note pcints out that acceptance of 
these vessels in other than US ports should not constitute a pre- 
cedent for accepting the return of other lend-lease goods outside 
the US. -~ Arrangements .are being worked out for the Maritime Commis- 
Sion to receive them for the US. For legal and policy reasons it 
is most unlikely the Maritime Commission will make these vessels 
available to foreign applicants. 








* * * 


EMBASSY MOSCOW MAKES PRELIMINARY: The Moscow press on February 1 
COMMENTS “ON USSR BUDGET FOR_I48 published the Soviet Finance 

' Minister's report on the USSR 
budget for 1948. Total revenues are estimated at 428 billion 
rubles as compared with 385.2 billion in 1947. Total expenditures 
pee 1948 are planned for 487.9 bildion as compared with 361.2 in 
1947. | 





While a thorough analysis of the budget is impossible until 
the report of the budget: session of the-Supreme Soviet is released, 
Embassy Moscow has made some preliminary comments. It is signifi- 
cant, the Embassy points out, that the totals are higher than those 
of 1947 despite the new alledgedly "full valued" ruble, which 
should indicate higher productivity, increased tax rates, or both, 
rather than inflation. It is alt significant that the excess of 
revenues equals 40 billion rubles, While excess revenues were 
provided for in the last two years, they were much smaller--15 bil- 
lion in 1946 and 20 billion-in'1947. Befcre 1948 the unbalance 
might have been explained partly ty « desire for currency retire- 
ment, partly as a general contingency measure. Since the new cur- 
rency makes additional large-scale currency retirement unlikely 
and since the spread seems too large for unexpected contingencies, 
the Embassy is inclined to the view that the excess is planned for 
spending through extra-budgetary channels for unannounced purposes. 


Revenues from the turnover tax are estimated at 280.1 billion 
rubles as compared with 239.9 last year. By rising 17 percent the 
turnover tax accounts for practically all of the increase in reve- 
nues. Since returns from this tax should te cut through elimina- 
tion of high commercial prices, the net rise planned indicates 

that a great rise in trade turnover is expected, and very proba- 
bly some increase in turnover tax rates as well. 


Expenditures 
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Expenditures on national economy are estimated at 149 billion 
ruble@:as compared with 132.7 billion last year. The breakdown is 
listed for 1948 as: industry, 93.9 billion rubles; agriculture, 

20 billion; transport, 13.8 billion; trade 4.2 billion. New capi- 
tal allocation is planned at 60.9 billion rubles compared with 

49.2 billion in 1947. The scientific-experimental budget is in- 
creased 7.3 percent. Administrative costs are 13.5 billion as 
contrasted to 13.0 in 1947 and debt service is estimated at 3.5 bil- 
lion as compared to 6.5. 


Embassy Moscow comments that the expenditures show normal 
trends generally, with the rise in national economy outlays more 
than proportional to totals in all other major categories except 
trade. In the social-cultural categories, the percentage rise 
is somewhat greater than that of the totals, but less than that 
for national economy expenditures. Eé¢ucation receives the largest 
increase in that category. 


With regard to armed forces, which shows a small absolute 
drop from 66.4 billion last year to 66.1 billion for 1948, the 
Embassy comments that this is probably factual. -However, it pre- 
sumably would not reflect military production not sold to Ministry 
armed forces. For example, trucks produced by the Ministry auto- 
mobile industry, available but not in military use, would not 
feature in the army's budget. Also the figure might be affected 
by jurisdictional transfers of military units, as army to MVD. 
The Embassy remarks that it is always possible, too, that cither 
the budgetary surplus or yet unitemized expenses are for military 
purposes. 


The total member republics' budget is planned for 87.9 bil- 
lion rubles this year. This is a rise of 6.4 percent, less than 
that of the all union budget. 


With reference to its comments, the Embassy points out that 
important categories of revenue--customs, reparations, miscellaneou: 
and local taxes--are not given. Neither are expenses of the secret 
police nor government reserves. Total revenues now unitemized are 
about 94 billion and expenditures about 40 billion. 


. _ * a 


DECLASSIFIED FOR PUBLICATION IN FOREIGN > 
RELATIONS OF THE UNITED STATES , 














” 
A 


SECRET 
- 6 - 


SOVIET DEMAND FOR BEJGIAN TIN ~°Embassy.Moscow suggests that 
OUTSIDE ALLOCATIONS REFUSED inclusion of the tin question 

in Soviet-Belgian trade nego- 
tiations may have had political as well as economic motivation 
and that the Soviets, recognizing the advantages of orderly 
allocation of resources, can be expected to seize every oppor- 
tunity to break up agencies which can contribute to the success 
of the Recovery Program. 





Belgian Request For Release Of Tin Stocks To USSR Denied 
The Combined Tin Committee (CTC) recently declined to consider 
the Belgian request for allocation of 3,000 to 5,000 tons of 
Belgian tin to meet contracts which that country has initialed 
with the USSR. The tin contract is part of a trade agreement 
which the Belgians recently negotiated in Moscow, final signa- 
ture of which will not be made until detailed purchase contracts, 
such as the one on tin, are signed. The Belgians fear that if 
they fail to meet the 3,000 ton minimum tin figure mentioned in 
the contract with the USSR, the whole trade agreement might fail 
and the Belgians thereby lose 445,000 tons of cereals promised 
by the Soviets. The Belgian Foreign Commerce Minister, has as- 
sured Embassy Brussels that Belgium intends to abide by the CTC 
Gecision. Although disappointed, the Minister appeare”? 92 accept 
the position that not even 2 small allocation for transfer would 
be approved. 





The British, Dutch, French and US representatives on the 
CTC all felt that the original Belgian proposal would violate 
CTC procedures and principles, jeopardizing that organization. 
Continuance of the CTC is imporcant to the .US in view of: 1) 
current LS efforts to impose new domestic tin conservation 
measures; 2) current Administration efforts in Congress to ob- 
tain continuance of allocation authority, which expires next 


month; 3) our desire to continue the present tinplate program 


involving priority action, the.success of which is dependent 
upon this authority and the cooperation of tin consumers; and 

hy the importance of the allocation authority in connection with 
the European Recovery Program. 


USSR Invited To Join CTC The USSR was invited a year ago 
and again recently to join the CTC, which is fully prepared to 
allocate an appropriate amount of tin to the USSR provided tnat 
country supplies the required supporting data. Since there are 
no sources outside the CTC adequate to meet estimated Soviet 
needs, they will be obliged to approach the CTC if none of the 
member countries retreats from its position. Embassy London 
reports that British Ministry of Supply officials believe that 
Soviet need for tin is serious and that EBabbit or Solder, which 
are not under allocation, cannot be substituted for the requested 
pig tin. Both Embassies London and Moscow state that the USSR 





might 
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might seek CTC allocation only ir ‘there is unequivocal rejection 
of non-CTC tin. f 





Suggested Solutions When Embassy russel discussed with 
Belgian officials the possibility. that some kind of. arrangement 
could be agreed upon despite Soviet apparent unwillingness to 
apply to CTC for tin, some of them were cf the opinion that a 
solution could possibly he arrived at. The US has suggested 

that the Relgians consult with the British as to how the latter 
handled the problem in recent UK-USSR trade negotiations, when 
provisions were made for continuing discussions of tin at a later 
date. We have also suggested that the Belgians attempt to substi- 
tute Rabbit, Solder, or other tin products not under allocation. 


SECRET 
* * * f 
RESTRICTED 


US AND ITALY SIGN AIR US-Italian aviation negotiations in Rome 
TRANSPORT AGREEMENT § the. past month culminated Febrtiary 6 in 

, the signing of a Bermuda-type air trans- 
port agreement. (See page 13, January 19, 1948 issue, Current 
Economic Developments.) The agreement provides for full exchange 

ve freedoms and is the 23rd of this type to be concluded by 
the US since the end of the war. The US has obtained operating 
rights for its certificated carriers along a route from US to 
Milan, Rome, Naples and beyond in both directions. Italian routes 
will be agreed upon at such time as Italy resolves ‘to commence 
operations. We feel the conclusion of this agreement has mater-al- 
ly strengthened our hand during this trying. period in internation- 
al aviation relations following the MRSUESS OSS Ul. RE vO multi- 
lateral aviation conference. 








Italy is now expected to negotiate air agreements with ap- 
proximately 20 countries in quick sequence. Latest plans call 
for immediate UK negotiations. French and Argentina negotia- 
tions will follow and discussions with Yugoslavia will probably 
commence in March. Portugal is near the top of the negotiating 
list and Czechoslovakia apparently is pressing for discussion 
of their request, We have received informal assurances from 
the Italian Foreign Office that the Italo-Argentine agreement 
when concluded will not contain restrictive language. 


* + * 
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: 
EXIMBANK STUD.2S REQUESTS FOR.... The Department and the Eximbank 
CREDITS FROM SEVERAL COUNTRIES ‘have recently been approached by 





several countries for credits to 
cover anticipated deficits jin halance of payments and to finance 
development projects. Im reviewing these proposals it has been 
necessary to consider the limited available lending resources of 
the Eximbank, $495 million as. of December :31, 1947, in: addition 
to the merits of specific. projects suggested. Moreover, a number 
of countries participating in. the European Recovery. Program have 
submitted loan .proposals which’ must be- evaluated in light of the 
feasibility of “tnterin" credits before Seoovery funds become 
avalledse. : es. | 


Austria Pata have been submitted informally by Austria 
on a number of industrial projects nequiring a total of approxi- 
mately $°%0 million for Eximbank financing. These projects, in 
. addition:-to a request for a’ $3 million cotton loan, are now being 
analyzed in their relation to the Recovery Program. 


Ethiopia Eximbank officials have discussed with Ethiopian 
representatives a tentative request for a credit on a ten-year 
basis or longer for purposes of rehabilitation and development 
of the Ethiopian economy. According to this proposal, the larger 
part of the credit would be used for public works projects, in- 
cluding railroads, highways, telegraph and other communication 
facilities, airports and hydroelectric projects. The remainder 
would be used for industrial projects, such as meat canning, 
Sugar and alcohol manufacturing, cotton textiles, logging, and 
paper and rubber industries. The International Bank may also 
be  Poqeneves to consider financing the public works projects. 

\* 

France. The Eximbank has received: an informal proposal from 
the French concerning a $150 million loari: This assistance is 
requested for the period prior to April“l and would be repaid 
out of anticipated returns from undeclared assets.. Even if - 
this proposal should be found to fulfill the Bank's requirements 
as regards repayment assurances, it is extremely, unlikely that 
the loan will be granted at this time during the interim aid 
period and Guring consideration of the Recovery Program unless 
the strongest justification is presented indicating the possi- 
bility of gravest consequences. 





Haiti A number of agricultural development projects have 
been presented by Haiti for possible Eximbank financing. Active 
consideration will not be given to these proposals until sound 
engineering plans and reasonably reliable estimates of.cost . 
are sirname ete by Haiti. 


4 . 


Netherlands 
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Netherlands Dutch officials have informally requested that 
the Eximbank authorize a $47 million credit in the first quarter 
of 1948 and $99 million in the second quarter to cover the antici- 
pated deficit in the .Netherlands balaiuce of payments prior to 
enactment. of. the Recovery Program. Private Duten assets in the 
US were proposed as collateral for the first quarter credit and 
it was suggested by the Dutch that the second yguarter credit be 
advanced against their allocation under the European Recovery 
Program. The Department has indicated that the latter proposal 
cannot be considereda The Dutch have stressed that, without 
assistance, they will be forced either to discontinue current 
buying, which would cause a relapse in the Netinerlands economy, 
or proceed with forced expropriation of Dutch-owned America 
securities in order tc meet essential obligations, such as tke 
purchase of food. | 





Palestine The Eximbank has received a memorandum from 
the Jewish Agency for Palestine regarding a possible $75 million 
loan for development projects in connection with the immigration 
and resettlement program in Palestine. It is proposed that this 
sum be authorized to finance the purchase of a variety of equip- 
ment, including agricultural tools and machinery, industrial 
machinery, construction equipment, and engineering, consulting 
and shipping services. 





' SECRET 
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INTERGOVERNMENTAL MARITIME CONSULTATIVE The Shipping Coordinat- 
ORGANIZATION WILL BE SUPPORTED BY US ing Committee has approv- 
ed a position paper to 
serve as the basis for instructions to our representatives at the 
Internatioral Maritime Conference to be convened in Geneva on 
February 1.9. The US will support establishment of an Inter- 
governme.ital Maritime Consultative Organization (IMCO) to con- 
Sider all shipping matters of intergovernmental concern and to 

be brought into relationship with UN as a specialized agency. 

Our proposals are similar to those adopted by the United Maritime 
Consultative Council in October 1946.. (See page 10, November 4, 
1946 issue, Current Economic Developments.) The most significant 
difference is along the lines of the Indian proposal to broaden 
the scope of the organization to include consideration of unfair 
restrictive practices by shipping concerns as well as discrimi- 
natory and restrictive action by governments. We would like to 
see the existing Provisional Maritime Consultative Council operate 
during the interim until the convention comes into effect but 
would not be averse to the election of an Interim Council to 








prepare 
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prepare for the first assembly meeting. We would oppose estab- 
lishment of any separate provisional organization for the interim 
period. 


In addition to UN members Albania, Austria, Bulgaria, Eire, 
Finland, Hungary, Italy, Portugal, Rumania, Switzerland and Trans- 
jordan have been invited to send representatives to the conference. 
According to an ECOSOC decision last week all states-invited to 
the conference, regardless of UN membership, shall be allowed to 


vote. | ’ 
RESTRICTED 
+ * * 

SECRET 


US TEMPORARILY RELAXES TRADE AND The Swedish-US economic dis- 
NGEMENTS WITH SWEDEN cussions recently conducted 

“ye :  . in Washington at the request 
of Sweden have now been .concluded to both countries' mutual 
satisfaction. In view of the arrangements agreed to with respect 
to trade, a government-to-government credit to Sweden was deemed 
inappropriate and was therefore not requested. To aid Sweden 
in its present balance of payments difficulties the US has agreed 
that Sweden could defer payments to the US in cases where the 
authorization of such payment would cause Sweden's gold and dol- 
lar holdings to fall below a minimum working balance. 





The US has also agreed to suspend temporarily the provisions 
covering import licenses in the June 1947 understanding between 
the two countries. The suspension will be effective until June 

30, 1948,.the remaining period covered by. the 1O47 ‘understanding. 
With respect to the period foflowing June 1548, ‘the ‘two govern- 
ments have agreed to undertake negotiations with a view to the 
temporary relaxation of trade agreement provisions prohibiting 
quantitative restrictions on the basis of balance of payments 
provisions in the General Agreement on Tariff-.and Trade. | 


In permitting the imposition of import restrictions, the 
US agreed not to invoke the pertinent provision of the June 1947 
Aide Memoire. According to this provision licenses-were to be 
granted permitting the importation of commodities from the US liste 
in Schedule I of the US-Swedish Commercial -Agreement of 1935 to 
at least 150 percent of the. volume.of like imports from the US dur- 
ing 1946. This requirement: does not cover items on the unrestricte: 
list. However, in applying the restrictions, Sweden will issue 
licenses to cover hardship cases in connection with contracts in- 
volving goods which have been, or are, in the process of being 
specifically made or prepared for use in.Sweden, as well “as those 
contracts for which specific preparations had been made. for ship- 


ment to Sweden. 
. * * 
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This weekly publication is designed to highlight developments in the eco- 
nomic divisions of the Department of State, and to indicate the economic prob- 
lems which are currently receiving attention in the Department. It is suggested 
that copies be retained on file, as reference will sometimes be made to previously 
reported items to avoid repetition. 


Document Security Instructions 


This document should be treated in accordance with current instructions 
regarding security measures for SECRET material. Extreme care should be ex- 
ercised to avoid public or private discussion of the information herein with or in 
the presence or hearing of any person not authorized to have knowledge thereof. 
For general purposes all Foreign Service Officers and other responsible economic 
officers are authorized to have knowledge of the contents of this document, 
responsibility for the safekeeping of which will be assumed by each recipient 
thereof. It may be retained in protected files or, at the discretion of the recipient 
destroyec by burning. If not personally disposed of by the recipient, he will 
- assure himself that it is burned in the manner prescribed for SECRET material. 
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DEPARTMENT REPARATION PROPOSALS On February 16 the Presi-~ 
RECEIVE APPROVAL BY .THE CABINET ‘dent arg Se le: ap-. 

| chegits- proved the proposals sub- 
mitted by the Department on future US policy in regard to : 
German reparations. (See page 1, January 12, 1948 issue of 
Current Economic Developments.) It was agreed that the De= 
partments of Commerce, interior and Agriculture nominate 
representatives to examine with the Departments of State and 
Army, and in cooperation. with members of the technical staffs 
of the interested Congressional committees, the lists of 
plants scheduled for dismantling in the three western zones 
of Germany. Out of a total of around 850 plants, 186 are in 
the US zone of occupation. The purpose of this examination 
is to recommend which plants, if any, should be rétained in 
Germany. These recommendations will depend upon whether it 
is feasible to bring the plants into full production within 
the period of the Recovery Program without at the same time 
adversely affecting the achievement of either the coordinated 
reactivation of German industrial production or the production 
program of the nations participating in the Committee for | 
Buropean Economie Cooperation, The number of plants ‘which 
would be involved is not thought to be large~-probably not in 
excess of 100. It is likely that the working party would also 
make recommendations as to the appropriate types of plants 
which might be substituted for any plants which are recommended 
for retention in Germany. General Clay has indicated that it 
is probable that the British would be sympathetic to such a 
policy of substitution. 











The Cabinet also approved the dismantling program as 
based upon the revised Level of Industry of August 1947, sub- 
ject to possible recommendations from the above-mentioned 
interdepartmental working party. Dismantling of plants in the 
US zone will be continued and deliveries of plants will be made 
from the US zone to IARA nations after recommendations are re- 


ceived from this group. 


To obtain a coordinated reparations policy, our repre- 
sentatives at the forthcoming tripartite talks in London are 
being instructed to seek British and French adherence to an in- 
definite suspension of further deliveries to the Soviet Union 
and Poland, with the possible exception of deliveries which 
will be compensated for on a current basis by reciprocal de- 
liveries of commodities by the Soviets, disregarding the Pots-~ 
dam provision for-a five-year period for reciprocal payments. 
(The first shipment of reciprocal deliveries from the Soviets 
was received by the western zone commanders last week.) . We 
will also try to obtain UK-French agreement to a prompt re- 
examination of the lists of plants scheduled for dismantling 
in their zones. If satisfactory agreement cannot be reached 
on these two points with the British and French, the Cabinet 
will consider further the position of the US with respect to 


reparations. 


oe 
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TRIPARTITE AGREEMENT. The prospects for a successful. montine 
REACHED ON THE SahAR° of the US, UK.and France .on Germany.’ 

have been. increased by agreement 
reached in Berlin on questions relating to the Saar: ‘ The '~ 
negotiations conducted on a technical level have the full ap- 
proval of the US and it is expected that. the British and... 
French will shortly give governmental approval to-the agree- 
ment. The withdrawal of Saar coal from the German pool had 
previously been approved and forwarded to ECE. That organiza- 
tion was informed that the US, UK, and France “agreed to con- 
sider the coal production of the Saar and France as a common 
resource. ECE is to determine whether withdrawals of Saar: 
coal from the German pool are to be based on a ]2-month with- 
drawal scale beginning April 1 or on a 15-month scale start- 
ing from January 1:but with no physical withdrawals until 
April 1. Either formula is acceptable to US-UK military au- 
thorities, We and the British have notified the French that 
our respective representatives in ECE will in no way attempt 
to influence the attitude of the majority in ECE as to changes 
in allocations which they wish to make in order to redress, 
in part or in whole, gains which will result to France as a 
result of the transfer of the Sasr. We feel that the future 
treatment of Saar coal should result in some benefit to France 
anc therefore we feel that the allocation of Ruhr coal to 
France should not be reduced to take into account the total 
French receipts from the Saar. However, some change an. the - 
distribution of Ruhr coal is desirable. 














On the question of reparations, the French have indi - 
cated that their government will probably accept a debit of 
70 million reichsmarks, if the US and UK instruct their IARA 
representatives to adopt a benevolent attitude towards French 
_ proposals: in IARA for prorating this debit to the French IARA 

account ovér a considerable period of time. Trade between 
the’ bizonal’ area and the Saar will be put on a foreign trade 
basis April 1, 1948, All payments resulting from this trade 
will be made through an offset account established between 
the franc'area and the bizonal area, exclusive ‘of Saar coal 
deliveries to the bizonal area and bizonal coal deliveries to 
the French zone. The Germans are to be instructed to draw up 
a bizonal-French zone trade agreement for 1948 containing | 
definite delivery quotas on both sides. A surplus of delivery 
from the French zone of 50 million reichsmarks is to be pro- 
vided. A mixed German-Allied commission is to be’ established 
to examine interzonal trade ‘and to adjust the trade agreement 
if it turns out that the _— delivery quotas seams ‘be 
fulfilled. 


4 a ee *- 
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- The’ US, as*next chairman: of the CFM: 
Deputies: for Austria, has called:a. 
| ‘2 meeting: on. February: 20.in London to 
discuss Srench and Soviet proposals on German assets in 
Austria, as‘ well as any other: proposals designed to solve 
this problem, and. the other unagreed. articles. of: the’ crete. : 
Apstrian: Treaty, ate, a 








i Bee 


_ Two Proposals 0} der: Consideration “the Soviet. proposals 
Claim for the USSR: in property and payments. approximately... 
double the’ amounts in: the French proposal and exceed the _.. ’ 
figures considered informally by representatives of the US, 
UK and France as the limit to which the western states might 
go in meeting Soviet demarids. The figures in the Soviet. pro- 
posais are less, however, than the claims. they made in the | 
Austrian Treaty Commission which met in Vienna.in 1947, and , 

_ if accepted, would involve a Soviet renunciation of claims ~ 
to and present control of many economic enterprises in)Austria. 

The Soviet proposals, if accepted in their present form,. _ 
would put certain limitations on full Austrian sovereignty, 
(see page 6, January 26, 1948 issue of Current Economic De-. 
velopre ents), insofar as " they provide that all former German 
asséts wnich have come into the possessicn of the USSR shall 
not be subject to alienation without tne consent of the USSR. 
£11 such assets, the Coviets hold, shall be subject to Aus-— 
trian law only on the condition that Austria shall not raise 
any diffi culties in regarc to the export of profits or other © 
income in the form of output or freely convertible currency. 
Furthermore, the Soviets.claim that German assets shall be 
transferred to the Soviet Union free from any obligations 

.which have accrued up to the date of actual transfer. 


Differences be tween the French and Soviet proposals 
broken down into affected categories are as follows: Qil 
Extraction: French--concessions correspouding to one-half 
cf current production; Soviet--concessions corresponding to 
two-thirds of current’ production.: Qil Prospecting: French-- 
concessions for rights to one-third “of present producing 
areas in eastern Austria; Soviet--concessions for. rights to 
two-thirds of undeveloped areas in eastern Austria. Oil 
| Egfin’n ¢ French--capacity for annual production of between 
250 ,000-300,000 tons; Soviet--capacity for 450,000 tons of 
ennual ‘production. Distribution Facilities: french--facil- 

‘ ities now under Soviet et controls Soviet--the same as the — 
French proposal. The Soviet oi! claims come to about 60. per- 
ent of Austria's oil industry.which is adout 20 percent less 
Kan their original claim... Danube. he Shivzings French---ail 
DDSG assets in Hurgary, Bulgaria . “anid Rihana 5 Soviet--all — 
DDSG assets in Hungary, Bulgaria and Rumania and 25 percent . 
of DDSG assets in Austria. Redemption Obligation: Frencnh-- 


$100 million 
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$100 million payment to be spread over 10: years, starting. at 
such time when Austria's minimum needs have been: met; Soviet-- 
$200 million in convertible currency payable within two years. 


Us Views If the Soviets give an indicatiort in London that 
they are willing to negotiate, the problem will be to find a 
compromise solution somewhere between the French preposal, 
which the Soviets have declared unacceptable, and the Soviet 
counterproposal, which as it now stands is equally unacceptable 
to the US and probably to the UK and France. While every at- 
tempt will be made to obtain Russian concurrence to the French 
proposals,.we will be willing to make some compromise on German 
assets provided that a satisfactory agreement is reached on 
other Treaty issues. There are certain concessions on the per- 
centage of oil producing facilities, exploration rights, and 
refining capacity which we may be willing to make, but we 
would insist on certain safe-guards to Austria, such as; ‘ 1) 
Limiting exploration and production concessions to the 30-year 
period presently provided by Austrian law. 2) Soviet oil 
properties in Austria to be fully subject to Austrian law, ex- 
cept that there may be an immunity from nationalization of any 
Soviet oil properties during the life of the production and 
exploration concessions and the Soviet Union would be able to 
remove, without regard to Austrian foreign exchange or export 
control regulations, the exportable production from its oil 
properties, less the state royalty to be provided in the con- 
cession contracts, Exportable production would ‘be defined as 
only that amount above Austria's domestic requirements, esti- 
mated at about 450,000 tons of crude in the first year, the 
need rising annually at about 25,000 tons to a maximum of 
600,000 tons. 3) The treaty would have to contain a provision 
whereby Austria undertakes to pay vrompt, adequate and effec- 
tive compensation for any UN sALEreSS affected by the foregoing 
arrengement.. 


: Wie might be willing to go along with Soviet DDSG demands 
provided that this does not include any vessels or other’ assets 
now in the western zones and that the USSR gets no exclusive 
right to the Company's docks, repair facilities and warehouses 
in Vienna. Substantial reduction would of course have to be 
made in the lump-sum settlement since #200 million in converti- 
ble currency is beyond Austria's capacity to pay and cannot be 
considered, and some other arrangements would have to be made 
on the manner and time pertes for retirement of the obligation. 


It is felt that, if we can obtain Soviet agreement to a 
compromise proposal, a treaty can be ef ffectuated which will in 
large measure return full sovereignty to Austria. The only 
outstanding limitations to complete sovereignty (and these 
would be effective only for a term of years) will be the prohi- 
bition on the nationalization of Soviet oil properties and the 
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privilege of the USSR to export certain quantities of oil 
without regard to Austria's foreign exchange and export con- 
trolss Such a compromise, it is believed, will leave the USSR 
with no effective means: for exercising economic pressure on 
&ustria on the basis of claims to assets as German. 


Whil ea cash settlement will put a strain on Austria! Ss 
finances, there is at least a reasonable chance that Austria 
would succeed in raising the required amount which cannot be 
paid for in commodities, by borrowing on commercial terms 
either in the US or in Switzerlarid or in other countries. 
Conclusion of a treaty would, of course, reduce the present 
occupational burden on the US which now runs between $15 and’ 
$20 million a year.. An additional $20 million annually would 
be saved to Austria through the elimination of the drain on 
Austrian resources of Soviet occupation forces. 


For our part, we will try to reach agreement with the 
British and French, if the Soviets are willing to compromise, 
to renounce rights under the Potsdam Agreement to our share of 
the German assets in western Austria. 


If satisfactory progress is made at London on Article 35 
dealing with German Assets, we then intend to propose discus- 
sion of the other wmagrecs articles, | 


Austrian Views The Austrians are quite sanguine about 
the possibility of obtaining an agreement. Foreign Minister 
Gruber ‘has prepared an evaluation of the effect on Austria of 
the Soviet proposals, with the conclusion that the Russian 
proposal is not dangerous either to Austrian security or to 
the internal economic situation in Austria. He claims that, 
since the Austrian economy has a sound basis, it can be re- 
stored fully if outside aid continues for to to four years, 
Certain modifications are suggested to the Soviet proposals 
in order.to insure that the oil requirements of Austria are 
met, that the lump sum settlement is reduced, and the period 
of time for repayment extended, Gruber feels that four--power 
agreement on.an Austrian treaty would be the first important 
success of the "Marshall policy" and would stimulate collabora- 
tion of the western European states. He also feels that the 
evacuation of troops from Austria might have a decisive effect 
on Czechoslovakia. The Austrians are exploring various means 
by which they could obtain the funds necessary to pay off the 
Soviet claims and have approached US business interests in 
Vienna in an effort to ascertain the views of US big business 
as to a US Government.loan to Austria, private loans, or mort- 
gaging of trade with the west for several years in repayment 
of funds advanced to pay tne Soviets. 





* * * 
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DUTCH AVIA TIO} NVERSATICNS SUSP™NDED TO 0 US-Dutch aviation 

, Bil lUDE PRINCIPLES ~ conversations, _ 
which have been 
under way in Lageeesbels since . the first week of February, 
have been suspended until some time in March to permit a CAB 
study of the world-wide value to US carriers of fifth freedom 
traffic rights in our bilateral air agreements. The Depart- 
ment, with CAB concurrence, was prepared to offer the follow- 
ing rautes to the Dutch: 1) Amsterdam-New York-Curacao; 2) 
Curacao-Miami; and 3) Batavia-Los Angeles. However, under 
pressure from "US air carriers, which are strongly opposed to 
our. granting a traffic point at New York on the route from 
Amsterdam to Curacao presently operated by Dutch KLM, the CAB 
temporarily reversed its position granting the Dutch "carrier 
traffic rights at Nev York on this route. Previous efforts 
in 1946 and 1947 to conclude an agreement with the Dutch also 
fell through over the question of routes to be operated by 
the Dutch carrier. 


These last Dutch vroposals were submitted in April 1947; 
however, negotiations vere held in abeyance until after the 
multilateral conference in Geneva. Immediately folloving the 
failure of the Geneva conference the Department strongly 
urged conclusion of an agreement mith the Dutch as an essen- 
tial step in consolidating our position on international 
ciyil aviation with like-minded nations. We felt that the 
breakdown of previous negotiations with the Dutch over routes 
and traffic points had created a belief in-other countries 
that the US discriminates arbitrarily in route negotiations 
and that it docs not, in fact, believe that Bermuda capacity 
language affords any ‘reliable ’ defensive protection. 





This view was borne out in the present conversations 
with the Dutch by the objection of US carriers, whose imme- 
diate interests would be affected, to the carriage of any 
traffic by KLM between New York and Curacao. In voicing 
their objections the US lines expressed concern over the ade~ 
quacy of protection afforded them under the Bermuda princi- 
ples with respect to fifth freedom traffic rights to foreign 
carriers at major traffic generating points within this coun- 

‘try. These same carriers, in other negotiations, have pressed 
for the conclusion of agreements embodying Bermuda principles 
which would enable them to carry fifth freedom traffic on 
their international routes. In-the event the CAB study shows 
that fifth freedom traffic rights are as essential as assumed 
to the economic operation of international routes by our car- 
riers, then, on the basis of true reciprocity, in principle 
it follows that we should be willing judiciously to grant 
similar rights to the Dutch. and possibly to other foreign. 
carriers if such action appears to assist in securing the re- 
tention of Bermuda concepts on a world-wide pattern, 


) 





* * a 


DECLASSIFIED. FOR PUBLICATION IN FOREIGN | 
Soni Y Catan OF THE UNITED STATES 











BEST COPY AVAILABLE 


The French and British are re- 
-portedly again considering 
whether or not the Conference 
on Ei@iéiedn Economic Cooperation should be reconvened in the 
next few weeks. Apparently no decision has been reached but 
we have indicated to members of the UK and French Embassies 
in Washington that the US would have no objection to such a 


meeting. 


Meanwhile, the UK-French working party on CEEC concluded 
discussions with officials of the Governments of Italy, 
Switzerland, Belgium, Luxembourg and the Netherlands. There 
was agreement in the discussions that a working party should 
be established to draft a charter for a continuing organiza- 
tion and provisions for multilateral agreement. The possi- 
bility of full membership and "secondary membership" was 
discussed, with the latter category applying to countries 
not needing US grants since they are less inclined to accept 
commitments. The UK-French party vas scheduled to go to the 
Scandinavian countries the middle of February but no report 
in this regard has been received by the Department as yet. 


Status Of Legislation The Senate Foreign Relations Com- 
mittee voted unanimously last week to authorize $5, 300,000,000 
for the European Recovery Program for the 12 months ending” 
‘March 31, 1949. This represents a change in the period of 
time covered by the appropriation rather than a reduction in 
the amount of funds and compares with the Administration's 
request for $6,800,000,000 for a 15-month period. The Com- 
mittee also voted to authorize a 4-1/4 year. program without 
putting an overall ceiling on spending during that period. 
This trouid give the legislation continuity and.would eliminate 
the need of annual authorizations but necessitate annual ap- 
propriations. It authorized RFC to advance one billion dol- 
lars as soon as the authorization act had been approved by 
both Houses and signed by the President. The legislation 
must still move through the House. Foreign Affairs Committee, 
where it is liable to meet more opposition. It. must then | 
pass the floors of both Houses and be followed by the actual 
appropriation measure. 





Would Serious Replies have been received from 
a number of missions to our request for an appraisal of the 
| ht of a possible postponement until July of the Recovery 
rogram. 


French and Embassy Paris technicians agree that post- 
ponement beyond March would grevely jeopardize the Schuman 
program. Absence of new dollar resources in.the second quar- 
ter woulc, the French believe, have the cumulative effect of 
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retarding by six months the realization of the French sector 
of the prograr. This recovery delay-would upset our calcuja- 
tions as to the cost of the French program. The Schuman 
stabilization program has been courageous but it is predi- 
cated on the assumption that the food situation will be im- 
proved by early summer and that the import situation will 
permit industrial output to reach high levels. This requires 
prompt, external financial assistance. If it is not forth- 
coming the French people will conclude they have been betrayed 
by their leaders and the social and political consequences 
might very seriously impair the basic objective of. the Plan 
to restore economic and thus social and political stability 
in western Europe. 


Legation Vienna reports that a delay in authorizing the 
Program would cause a most critical situation in Austria. — 
Any break in the pipeline would be disastrous. If the Re- 
covery Program is not authorized until July 1 and if other | 
assistance is not forthcoming, the political. and economic . 
gains earned from the US foreign relief and "interim" aid 
programs would be jeopardized. The basic purpose of the Re- 
covery Program would be endangered anc the Communists would 
have an advantage they have never yet enjoyed in Austria. 


The Chairman of the British Government Committee on 
European Recovery has expressed great concern to Embassy 
London over the possibility of a delay in the Recovery Pro-- 
gram. Of most concern is the position of their monetary re- 
serves which will be below the "safe minimum" by June 30. 
Availability of US assistance retroactively to April 1, even 
though no payments vere made until July, would permit use of 
the reserves with assurance that they would be restored. If 
aid is not forthcoming drastic steps will have to be taken 
to protect the reserve position, causing a great many uncer- 
tainties in all contractual arrangements. The import program 
from Canada was cited as particularly difficult as the ar- 
rangements expire March 31 in anticipation of the Program, 
The UK cannot pay additional dollars to Canada unless they | 
can be subsequently replaced in reserves. Thus.delay would 
have a serious effect on the already serious Canadian dollar 
position. If Canadian shipments to the UK are disrupted 
British living standards would have to be reduced well below 
what is regarded as the minimum for maintaining effective .: 
production. On February 10 a British White Paper was issued 
which outlined the economic situation in the gravest terms. - 
Sir Stafford Cripps underlined the seriousness of the situa- 
tion in his statement to the press. These issuances made it 
clear that Britain, without aid from the Recovery Program. 
would suffer a disastrous economic collapse, which woujd ald in- 
evitably include the sterling area and reverberate throughout. 
the world. — -_ 
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... »- Tha Italian Inter-Ministerial Committee for Reconstruc- 
tion, in view of a possible delay in the Program, has. submit- 
ted a memorandum: to Embassy Rome giving preliminary views. on 
the Italian: balance. of payments for the first half of 1948. 
It states that a deficit of about $210 million remains to be 
covered if Italy is to reach June 30 without economic retro- 
gression. This does not tally with the Embassy's previous 
estimate of a deficit of only about $30 million, but can be « 
partially accounted for by the fact that some of the “interim 
aid" was committed before January 1, that the Italians do. not 
yet know that the Prisoner Of War trust fund will total $40 
miliion-instead of $15 million, and because the Italians: | 
estimate import requirements at $500 million, or about $75: 
million higher than the Embassy believed necessary. No de= 
tailed justification for import needs, which are put at an 
extremely high level, was included in the Italian memorandum, 





The Dutch are greatly concerned because of their inabil- 
ity to obtain additional US loans and because of the possibil- 
ity that Recovery Program legislation will preclude use of 
funds for obligations incurred before April 1. First quarter 
obligations will require using the $40 million gold recovered 
from Germany plus about $17.5 million of the Netherlands Bank 
reserves. The uncovered deficit the second quarter is esti- 
mated at: $148 million, including $72 million arising from 
1947 and first quarter 1948 import programs. These obliga- 
tions can only be met by heavy inroads in the Netherlands 
Bank gold reserves, probably accompanied by compulsory meas- 
ures with regard to Dutch foreign securities. As to what 
would happen if the Program is not effective April 1, no con- 
crete figures have been given Embassy The Hague. While it 
is thus handicapped in making an appraisal of the situation, 
the Embassy believes that the effect of delay would be a 
serious shock psychologically, would be politically inept, 
and would entail the risk of an unfortunate and possibly 
serious setback in Dutch recovery. However, the Embassy be- 
lieves that somehow, at great sacrifice, the Dutch would 
struggle through to July l. 


Embassy Oslo reports that the effect upon the Norwegian 
economy if ERP assistance is. delayed until July depends largely 
upon Norway's ability to use the unexpended portion of the 
Eximbenk credit in the next few months. If neither.this cre- 
dit nor Recovery Program credits are available before July 
drastic curtailment of imports will be necessary. Uncertainty 
as to the amount of assistance which will be available to 
Norway is already reflected in a highly cautious attitude on 
the issuance of import licenses and establishment of import - 
quotas. Prolongation of the uncertrinty would accentuate the 
situation and increase the difficulties of restoring normal 
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trade policies: Even if the availability of the Eximbank 
loan obviated the necessity to sharply curtail imports, the 
effect of. postponement of the legislation upon public opin-. 
ion would be most unfortunate, the. Embassy says, especially 
in view of Norway's recent increased orientation to the West, 


Delay in enactment of legislation may have serious ¢@to- 
nomi¢ consequences for Iceland with resultant political Peper- 
cussions ~hich would be detrimental to our interests there, ::. 
according to Legation Reykjavik. . Iceland's dollar balances:.. 
are practically exhausted and European countries ‘are not yet.: - 
able ta supplant the US as a source of many essential require~. 
ments. The government is trying to obtain’hard currency. for‘ 
at least part of its herring oil. shipments to the Continent . 
but it is doubtful whether this ean be done unless the USSR _. 
decides, for political reasons, to pay in dollars. Viord from 
our Missions in Copenhagen, Brussels, Stockholm and Luxen- 
dourg. indicate that while a delay in assistance would not 
we consequences, the psychological reaction. would 

| a, : , | rs. 


-. Country Studies Are Appraised We asked our Missions in 
the’ 16 CEEC countries to discuss.with the governments’ to ©. 
which they are accredited the appropriate country study pre- — 
pared for Congress as a part-of the justification for the - 
Program, Replies are being received and, in general, they | 
express satisfaction with the studies, indicating apprecia- 
tion for our sympathetic approach. However, detailed com- 
ments are mace on the tables containing estimates of produc- 
tion, consumption, trade, and balance of payments, and a num-. 
ber of exceptions are being taken to our.estimates of specific 


items. 
a 
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SHIPPING PROVISIONS OF EUROPEAN US shipping ard maritime 
0 PROGRAM MEET OPPOSITION labor interests are‘ strongly 


SS0GRS ht . opposing the shipping pro- 
visions of the European Recovery Program as outlined: bythe 
Department. Their objections are directed against the gale -; 
or charter of vessels to European. countries and to steé1 ex- © 
ports for European shipbuilding. They have expressed gtave,.. 
cuit that en displacement of US maritime labor which wild:-me- 
sult from! any transfer’ of vessels to foreign operators s 
recommend that at least 50 percent of the program cargo Rete. : 
carrief'in US bottoms. vi niin 
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Departments Views The Department's proposal on legis- 
lation for the Program provides for the transfer of 500 sur- 
plus warbuilt vessels to recipient countries through sale or 
trans arrangements--200 through sale and 300 through 
transte er, .CEEC estimates of July. 1947 assumed Maritime Com- 
mission sale of 390 vessels to participating countries from 
applications outstanding under terms of the Ship Sales Act of 
1946. Between that date and the submission of draft Program 
legislation by the Department, approximately 100 vessels were 
delivered or approved for sale. Accordingly the Department's 
report to Congress included the assumption that 200 vessels 
would be sold to these countries. Freight charges under the 
plan were calculated on the basis of these 200 vesse@ls under 
foreign registry theréby affecting a dollar savings of {$300 
million, If this number is not transferred. the cost of the 
program will be increased by £300 million. 


BEST COPY AVAILABLE 





The charter of 300 vessels to European Recovery Program 
countries was not suggested by CEEC. It was proposed instead 
by US executive agencies in order to effect additional dollar 
savings in freight charges. Unless this number of vessels 
is chartered for operation under foreign registry an addi- 
tional appropriation of $240 million would be required to 
cover freight charges. These vessels would, of course, be 
withdrawn from the trade as abnormal bulk cargo movements de- 
cline. The temporary transfer of ships would affect primarily 
government-owned vessels out on short-term charter to private 
operators which in no way constitute a basis for a permanent 
long-range merchant marine. 


The maritime and ship builders unions argue that the US 
Merchant Marine will suffer unduly if it does not carry the 
greater portion of Program cargoes. Actually the American 
shipping industry will be a major beneficiary of the European 
Recovery Program. The bulk carrier trade woulc already be 
facing greatly curtailed employment if it were not for the 
"interim aid" program and the proposed recovery plan. Liner 
and tanker services will be maintained at an unanticipated — 
high level during this period. It is estimated that the 
liner services alone, in trade with the participating coun- 
tries, will employ 70 percent more tonnage than all prewar 
US services in this area. In our opinion, a policy of non- 
sale or charter to foreign flag operators appears to be un- 
duly protective of one segment of American industry and would 
constitute a restriction on the freedom of movement of inter- 
national trade which probably would rebound to the economic 
and political disadvantage of this country. 


With 
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With regard to ‘the impact of the Recovery Program an 
employment in US shipyards, actually only five percent of 
the total amount of steel available to European countries 
will go into shipbuilding. The greatest proportion of this 
ship building program is devoted to replacement of smaller 
types of vessels and specialized types, such as tankers and 
refrigerated vessels, which are in short supply throughout 
the world. The Department's line of approach in estimating 
program needs has been to make available needed US tonnage, 
which is in long supply, in return for a decrease in European 
Recovery Program shipbuilding. The sale or temporary trans- 
fer of US surplus tonnage is clearly linked with the reduc- 
tion or deferment of projected ship ———. schedules by the 
participating countries. | ! 


Ship Sales Act Meanwhile the dune ts has someones SJ 
Resolution 173 extending Maritime Commission authority to 
sell, charter and operate vessels until July 1, 1949 with 
the amendment that no ships be sold or chartered foreign. x 
after March 1, The waiver of Coast Guard compliance with 
navigation and vessel inspection laws. is extended simultane- 
ously. Although the proposed European Recovery Program legis- 
lation provides for both sale.and charter of vessels to re- 
cipient countries, the Department considered extension of the | 
Ship Sales Act to. July 1, 1949 essential to: 1) provide for ° 
extension of. charter arrangements to our own operators’ who 
will transport part of the Progrem cargo; 2) maintain opera- 
tion of passenger vessels in international traffic for which 
no other service is available; and 3) retain authority for 
sale of vessels to countries. other than participating Euro- 
pean Recovery Program countries. The House has not yet taken 
action on this measure and. hearings are now under way on a 
House version of the legislation. 





The Senate Foreign Relations Committee has agreed to the 
charter of up to 300 vessels to countries participating in 
the Recovery Frogram but has deleted proposals for the sale 
of vessels to these countries. This action makes doubly im- 
portant, in our opinion, the extension of Maritime Commission 
authority to sell ships foreign. There are many vessels in 
our reserve fleet which would be of assistance to those coun- 
tries and are not needed for defense purposes, 
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PROS AT HABANA Despite the progréss which has been 
A ™mCOURA made at the Habana ITO Conference on 

7 some phases of the Charter--employment 
and ecohomic activity, regulation of cartels, intergovern- 
mental commodity agreements, subsidies, foreign investment, 
structure of the ITO, technical articles on commercial policy, 
obligation to negotiate on tariff reductions and preferential 
tariff elimination--prospects are not encouraging for satis- 
factory compromises of outstanding issues essential to a 
Charter acceptable to the US. (See page 1, February 2, 1948 
issue of Current Economic Developments. ) Adjournment of the 
conference is t tentatively scheduled for the latter part of 
February. At an informal meeting last week of the delega- 
tions from the UK, France, Belgium, Holland, Norway, Canada, 
Australia, Czechoslovalia "and the US, it was the unanimous 
feeling that Charter negotiations must be completed within 
the next 10 days or the undertaking abandoned. : 





According to our delegation there is no agreement yet in 
sight on relations with non-members and on the attempt of 
European countries to remove limitations on discrimination in 
application of import restrictions. 


The Coordinating Committee, which was established at the 
request of the Latin American countries to seek bases for re- 
solving questions solution of which has been difficult or 
prolonged, will probably enter into continuous session to 
settle issues concerning regional preferences; prior ITO ap- 
proval for non-negotiated commitments on non-scheduled items; 
and the Tariff Committee and Economic Development Committee. 
Our delegation reports that compromises may result in 1) more 
latitude on new regional preferences, customs unions and free 
trade areas; 2) development of criteria establishing presump- 
tion for automatic prior ITO approval on non-negotiated com- 
mitments on non-scheduled items; and 3) modification of pro- 
visions relating to the Tariff Committee and establishment of 
the Economic Development Committee. 


Occupied Areas Question As a result of the negative re- 
ception given the US proposal that the conference adopt a 
resolution recommending acceptance by all governments con- 
cerned of a draft agreement granting most-favored-nation 
treatment to the foreign trade of occupied areas, our delega- 
tion has decided to withdraw both its proposal for a separate 
agreement and its proposed amendment which provided for 
bringing the occupied areas within the Charter. It has been 
informally agreed to amend the Charter article enabling the 
ITO to consider the relation of the occupied areas to the ITO 
after its establishment. 





Mr. 
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Mr. Clayton, head of the US delegation, believes the 
reaction to our proposals ds indicative of the possibility 
of an unofficial boycott against goods of the occupied areas. 
He suggests that the only prompt and effective way to attack 
the problem vis-a-vis western European countries and China 
will be through insertion of a provision in recovery or re- 
lief legislation that any government receiving aid under the 
act should agree to the application on a reciprocal basis of 
most-favored-nation treatment to the trade of areas under US 
military occupation for the period of such occupation. 


Meeting Of General Agreement Countries The meeting of 
the General Agreement countries to consider various matters 
in regard to the operation of the Agreement is tentatively 
scheduled for February 23 to 29. We have informed our dele- 
gation at Habana that, although the General Agreement limits 
the forthcoming meeting to CONTRACTING PARTIES, presently 
consisting of only the key countries and Cuba, we believe all 
23 countries signatory to the Final Act at the Geneva Confer- 
ence should be represented at the meeting. Our delegation 
agrees that this is essential in order to obtain agreement of 
all Geneva countries regarding any changes in the General 
Agreement and that the method for bringing about participa- 
tion of all 23 countries be explored further. 





ECONONIC PROGRANV FOR In order to check the growing dis- 
LATIN AMERICA STUDIED satisfaction in Latin America over 
economic relations with the US and, 
in particular, over alleged US preoccupation with the Euro- 
pean Recovery Program, the Department recognizes that it must 
announce at the forthcoming conference at Bogota a positive 
program of assistance in connection with plans for economic 
development. We have been stucying our present economic ac- 
tivities and policies in Latin America and the possibility of 
integrating them into an effective program which would meet, 
at least in part, Latin American needs. 





To this end measures are being studied to expand finan- 
cial aid and also to encourage private investment there by US 
business. The strategic and economic importance of Latin 
America to the US is recognized. Whatever increased aid might 
be given would be on a quid pro quo basis. Among other 
‘things, the Latin Americans would be asked to provide a more 
receptive atmosphere for private investment. 


* ” * 
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EUROPEAN TRADE Poland Pleased With Agreement Wit 
AGREEMENTS REVIEWED Soviets According to an authorita- 
tive Polish source, Poland is well 
pleased with the credit terms and capital equipment to be 
obtained through trade negotiations which were concluded 
with the USSR last month... The USSR acceded to about 70 per- 
cent of Poland's. requests for machinery and is ‘to supply in- 
dustrial equipment valued at £450 million. Poland is to 
obtain a new steel- plant in lower Silesia valued at $200 mil- 
lion, which is intended to double present Polish steel pro- 
duction; oil drilling equipment, an auto and truck assembly 
plant; and chemical plant equipment for the manufacture of 
industrial soda.and acids, carbides and nitrogenous fertilizers. 
The Poles are particularly pleased with the terms. of oredst, 
which provide that the bulk of repayments for each year's de- 
liveries from the Soviets are postponed until the fourth or 
fifth year thereafter, thus giving tne Poles a chance’ to 
bring plants into production and repay through such produc- 
tion. Soviet deliveries will be-spaced through 9 vears and 
repayments through 14 years. Under the trade agreement, 
which provides for an exchange of goods valued at more than 
$1 billion for the period 1948-52, the USSR is to supply 
chrome, manganese and iron ores, cotton, petroleum products, 
aluminum, motor cars and trucks, while Poland is to supply 
coal, coke, textiles, sugar, zinc, steel products, rolling 
stock and cement. During 1948 Poland is to supply the USSR 
with 6.5 million tons of coal as reparations. In 1949 Polish 
coal exports to the USSR will include 6.5 million tons of 
reparations coal and 1 million tons under the trade agreement, 
Still another agreement provides that the USSR will sell 
Poland 200,000 tons of grain on credit, which, with previous 
deliveries, amounts to a 500,000 ton total for the present 
agricultural year. 





Embassy Moscow Views Agreement As Highly Significant 
Embassy Moscow views the Polish-USSR economic agreement as 
of great significance in connection with Soviet intentions 
in northeast Europe. It believes the decision to grant 
Poland concessions on capital equipment was based primarily 
on long-range plans for incorporating east Germany and Poland 
into the Soviet Union. The Poles gained the impression that 
in placing industrial equipment at their disposal, the USSR 
was Gepriving itself to some extent but was motivated by a 
growing scarcity of labor and long-range plans for Silesian 
industry to supply the Soviet zone in Germany with semi- 
manufactured goods. Embassy Moscow believes that rather than 
being perritted to participate in any east European federa- 
tion, Poland will be the first target for development toward 
incorporation in the USSR. 








Soviet-Belgian 
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: Soviet-Belgian Trade Agreement Concluded On February 18 
. the Belgians and Soviets signed the commercial agreement. 
which had been negotiated in January. Since the agreement 
stated specifically that it would ve signed only after signa- 
ture of cetailed purchase contracts it is assumed that ‘these 
contracts have been concluded. The Soviets requested 3,000 
to 5,000 tons of tin, dump cars, copper, steel products’ and 
other items, and the Belgians requested Soviet grain. Since 
Belgium is unable to supply tin because the Combined Tin Com- 
‘mittee declined to consider the Belgian reauest for alloca- 
tion to the USSR (see page 6, February 9, 1948 issue of » 
Current Economic Developments), the cereals contract was re- 
duced by the value of the tin from 445,000 to 400,000 tons. 
The Belgians agreed to continue their efforts to obtain tin 
for the USSR within the Tin Committee allocations. The 
‘Soviets insisted that no written reference be made to the 
Combined Tin Committee and the Belgian Ambassador at Moscow 
is pointing out orally that Belgian efforts to obtain tin 
will be made only through CTC. ee. es 








In commenting on the trade agreement, Embassy Moscow 
states that, although it is possible that the Soviets’ in- 
sistence on maximum quantities was based on purely economic 
grounds and derived from their desire to exploit the present 
grain availability for the purpose of obtaining: essential 
commoditiés for which Belgium is one of the few suppliers, 
_it is more likely that their demands tere based on the hope 
that they would be able to penetrate into the heart of the 
Recovery Program area with an agreement which would place a 
burden upon Belgium and hamper its contribution fo the Pro- 
gram. The Embassy bélieves that the Soviets hoped to impose 
upon Belgium difficulties similar to those being encountered 
by Sweden in connection with its trade and credit agreement 
with the USSR. 





Austrian-Soviet Trade Agreement Under Consideration 
The Austrian Cabinet has agreed to postpone negotiations - 
bringing foreign trade ‘trdnsactions-of the Administration of 
Soviet Enterprises in Austria (USIVA) more strictly under 
Austrian ccntrol and facilitating such transactions with 
western cciuntries untii the ‘outcome of ‘the London meeting of 
the CFM deputies on Austria-becomes clear. Legation Vienna 
has pee:i iriformed that a confidential study is béing made 
within ‘the Austrian Government of an eventuel trade agreement 
with tire Sdviets.: TheAustrians state that the study is ten- 
tative and exploratory; tnat no: conversations will be under- 
-takex until after’the London meeting; and that any trade 
agreement with the Soviets would be very limited in scope. 
The uature of the’ settlement on German: assets will determine 
whether or not Austrian exports to the USSR in excess of de- 
« liveries envisaged in that settlement are possible. 
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Pravda Denounces Eastern European Federation On Janu- 
ary 26 Pravda denounced the statement of Dimitrov, Communist 
Premier of Bulgaria, in which he supported the eventual 
federation of eastern European countries and establishment 
of a customs union. (See page. 8, January 19, 1948 issue of 
Current Economic Developments.) Dimitrov later pointed out 
that he had expressly emphasized that he considers the ques- 
tion of federation or confederation premature at present. 

He also stated that he did not have in mind a general customs 
union in eastern Europe but rather the conclusion of agree- 
ments between Bulgaria and Yugoslavia, Bulgaria and Rumania, 
and Bulgaria and Albania, providing for the preparation of 
such customs union between these countries. J 








Other Soviet Negotiations A Bulgarian delegation is now 
in Moscow to negotiate a new trade agreement, as well as a 
more permanent treaty of commerce and navigation. Bulgarian 
sources stated that the Soviets are attempting to drive an 
extremely hard bargain, purportedly asking for $9 million 
(probably in goods) in exchange for former German assets in 
Bulgaria transferred to the Soviet Union, In.December the 
Moscow press announced that agreement had been reached re- 
garding exchange of goods between the USSR and Norway for 
1948 and that there was an agreement in principle for a long- 
term contract for mutual deliveries of goods, cetails of 
which are to be worked out later. Contrary to Moscow press 
reports, a reliable source has informed Embassy Moscow that 
the amount of grain which the Finns will receive from the 
USSR under the agreement concluded December 1 is less than 
was requested, When the Swiss recently inquired as to our 
views on forthcoming trade negotiations between Switzerland 
and the USSR, they were told that we would appreciate it if 
they did not make excessively available to the USSR commod- 
ities which are in international short supply and that an 
ideal exchange from our point of view would be Soviet wheat 
for Swiss watches. Italian-Soviet trade negotiations, which 
were scheduled to take place early this year, have been de- 
layed by the Italian Government's rejection of the Soviet 
proposal to link reparations with trade talks, according to 
Embassy Rome's information. Members of the Italian Foreign 
Office believe the delay will be in Italy's interest, par- 
ticularly since Italy does not have the production with which 
to acquire Russian grain. In December the French Foreign 
‘Office was advised by the Soviets that, in view of the action 
taken by the French Government in expelling members of the 
Soviet military commission, the envisaged trade discussions 
relative to possible wheat shipments were canceled. — 





Polish 
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Polish Coal Key To Its Trade Arpreements Poland's at- 
tempt to use’ coal export availability as a bargaining weapon 
to secure dollars is apparent in trade negotiations as well 
as in ECE Coal.Committee deliberations. (See page 5, Febru- 
ary 2, 1948 ‘issue of Current. Economic Developments.) This 
quest for hard currencies was evident last December in their 
trade agreement with the Swiss. Under a trade agreement re- 
cently signed by Finland and Poland, the latter will exchange 
1 million tons of coal, zinc oxide, iron ore, chemicals, 
sugar and salt for 9,000 tons of woodpulp, 4,000 tons of , 
wastepaper, copper, asbestos sheets and various wood products 
from Finland. The Polish press states that inasmuch as 
Polish exports will exceed imports, Finland will discharge 
its unfavorable balance of payments in "free currencies", 
which in Polish trade refers primarily to dollars. 











In negotiations for a new Polish-Swedish trade agreement 
which will begin in March, the principal items are to be the 
fixing of 1948-49 coal exports to Sweden and a decision on 
whether: Sweden must continue to pay in part for Polish coal 
in dollars. It has. been reported that Sweden hopes to ar- 
range to purchase 2 million tons of coal. According to 
Embassy Warsaw, steady progress in the carrying out of Polish- 
Czech plans for economic cooperation has continued during 
recent weeks. The construction of electric power plants, 
chemical plants and dockyards for the use of both countries 
are under consideration. In addition, it is planned to syn- 
chronize other industrial production in such a way as to en- 
able each country to complement the other. An Italian-Polish 
trade agreement providing for an exchange of goods valued at 
$30 million has been signed. The Polish press has reported 
that French=-Polish discussions are about to commence on com- 
pensation for French property nationalized in Poland, settle- 
ment of other French financial claims against Poland and 
deliveries of French capital goods to Poland. Application 
of commercial agreements signed ir 4ugust are contingent on 
settlement of these claims. Beil, 


Other Eastern European Negotiations Legation Budapest 
reports that a Hungarian delegation is scheduled to leave 
soon to begin trade negotiations with Austria. Italy and 
Rumania have signed a provisional commercial agreement to 
facilitate the resumption and development of trade between the 
two countries pending full negotiations, Schedules of commod~ 
ities to be exchanged will be worked out especially directed 
toward Rumanian exports of raw materials, manufactured goods, 
cereals and other food products, and Italian exports of. tex- 
tiles, mechanical, electrical and chemical products. Embassy 
Praha has learned through usually reliable sources that a 
Hungarian official has been discussing with Czech officials 
economic rapprochement between the two countries as a basis 
for later improvement in political relations. 
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UK Attempts To Balance Visible Trede British Board of 
Trade officials have indicated. that the UK in its foreign 
trad@® program is attempting to balance visible trade, country 
by country, by inducing countries to accept a wide range of 
British exports while reducing essential imports, and using 
coal and steel exroris as trump cards in securing favorable 
terms, Current negotiations with Sweden, the Netherlands, 
Denmark, Finland, Norway, and Belgium have generally followed 
this pattern. In regotiations recently completed with Sweden, 
for example, that country agreed to release import controls 
on a wide range of goods, the effectiveness of the relaxation 
to be reviewed in May. If exports and imports flow 2s ex- 
pected, trace between the two countries will be balanced at 
50 million pounds each way. 


UK-Danish Agreement Reached An Anglo-Danish trade 
agreement covering the period January through September has 
just been announced. Denmerk will supply 40,000 metric tons 
of butter and 22,000 tons of bacon. The UK agrees to furnish 
during this calendar year a minimur of 879,000 long tons of 
coal, 50,000 tons of iron and steel, petroleum products total- 
ing 4 million pounds, plus unstated quantities of oil, seed, 
yarns, chemicals and other essentials. No provision was made 
for convertibility of sterling balances and it was agreed 
that liquidation of Denmark's trade debt with Britain (now 
totaling 580 million crowns) will be discussed this autumn. 

No change was made in the November egg agreement or regula- 
tions governing British purchases of industrial products and 
fish. Denmark agreed to purchase 1 million pounds non- 
essentials, plus the traditional semi-essentials. A Danish 
Foreign Office official estimates that Denmark's exports to 
the UK during the nine months will total 800 million crowns 
and imports will totel 650 million crovns, 





The Danish Government is dissetisffed with non-converti- 
bility of sterling. While the UK are reported to have held 
firmly to nonconvertibility, the agreement does provide that 
the UK will obtain for Denmark and charge to its sterling 
balance unstated quantities of fertilizers and oil seeds. 
Since these products could only be obtained by Denmark with 
dollars or barter this UK action is regarded as an effort to 
meet Denmark's urgent need for dollars. The Danes are also 
dissatisfied that the agreement calls for delivery of 40,000 
instead of only 35,000 tons of butter, as they want to sell 
this product elsewhere to obtain dollers for purchase of the 
needed iron, steel and feedstuffs. Originally Denmark re- 
quested 140,000 metric tons of iron and steel from the UK. 

It agreed to the British offer of 50,000 tons. However, in a 
confidential letter the UK promises not to interfere if Den- 
mark can get more iron and steel direct from British industry, 
and Board of [Trade officials believe this may bring Denmark 
as much as an additional 15,000 tons. 
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-Anglo-Argentine Trade Agreement Signed Agreement was 
reached on Anglo-Argentine trade and financial matters on 
February 7 after ten weeks of negotiation and several threats 
of dissolution over Argentine prices. During 1948 Argentine 
exports to the UK are expected to total 100 million pounds 
sterling and will include 1,357,000 tons of grain, linseed 
oil, oleaginous cake and meal, animal fats, 400,000 long tons 
of meat and 20,000 long tons of canned beef and mutton. 
Argentine imports include coal, steel, steel products, tin 
plate, zinc plates, tin, lead, asbestos, agricultural imple- 
ments and machinery, chemical products, petroleum. The total 
payment for the railroads which the Argentines are purchasing 
is to be 15% million pounds. The British are to advance 100 
million pounds for payment for the goods mentioned above, 
plus an advance cash contribution of 10 million to offset 
rising production costs, plus pending balances originating 
from existing contracts and amounts accrued since sterling 
was declared inconvertible--about 40 million pounds. 





Anglo-Italian Trade Negotiations Italian officials have 
expressed satisfaction with the trade talks recently concluded 
with the British. Minutes of the meeting constitute in effect 
a commercial agreement for 1948 which will be subject to 
change at the May meeting of the Mixed Commission. If plans 
are realized, Italy is to obtain from the sterling area wool, 
rubber, petroleum and products, tin, and at least 400,000 
tons of British coal. Italian exports to Britain, which will 
include hemp, silk, salt, artisan articles and $40 million 
worth of agricultural produce, are to total about $88 million, 
while imports from the UK will be about $64 million excluding 
oil and oil products. ,Italy's total sterling area payments 
are expected to balance at about 45 million pounds. The UK 
is also to permit token imports of articles not specified in 
the agreement. 





Other UK Negotiations According to a British official, 
the British and Portuguese Governments in trade conversations 
agreed to facilitate the supply of designated commodities, 
for most of which tonnage targets are stipulated. The UK 
supply list includes motor vehicles, locomotives and aircraft, 
chemicals, textiles, electrical equipment and glass. The 
Portuguese list includes cork, mine ceiling timbers, sardines, 
wolfram and dried fruits. Deliveries of British coal are to 
be facilitated as soon as shipments of Portuguese mine ceiling 
timbers are made available. Embassy Brussels reports that 
while the Belgian press has announced the signing of a new 
Anglo-Belgian trade agreement, the British Embassy says that 
the announcement is incorrect. The agreement has been under 

discussion for several months and signature is believed 


imminent 
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imminent. Embassy London reports that the Anglo-Polish trade 
agreement of June 1947 hag not been operating satisfagtorily, 
with the Poles unable to buy mueh needed machinery in the UK. 
‘A’ Polish mission is reported to be coming to the UK, appar- 
ently to negotiate an arrangement eovering Polish orders 
similar to terms of the UK-USSR agreement by which the British 
Government is required te take steps with British industry 

in connection with Soviet orders. Czechoslovakia has been 

- reported most anxious to conclude a trade agreement with the 


* UK :‘"in order not to be completely contained within the iron 





curtein", 


French-Spanish Frontier Reopened Negotiations between 
the French and Spanish Governments resulted in agreement to 
open the border about the middle of February to the transit 
of persons and communications. It was also proposed to open 
the border on March 15 to transit trade through either Spain 
or France and other countries such as Switzerland and Belgium, 
and to conduct negotiations for a trade agreement. 





SOVIETS WALK OUT OF GENEVA The Soviet delegation has 

-TE SLECO!” UNICATION CONFERENCE walkec out of the Provisional 
, Frequency Board (PFB) meeting 
in Geneva, leaving only an observer. This action followed a 
decision by the Board to proceed with its frequency engineer- 
: ing task under the international radio regulations adopted 
‘ -jn Atlantic City last summer whether or not the Soviets par- 
ticipated. The USSR has not submitted its frequency require- 
ments and the Soviet delegation at Géneva- made every effort 
to obstruct the engineering approach agreed upon at Atlantic 
City. (See pagé 8, October 6, 1947 issue of Current Economic 
Developments. ) They advocated instead that the old priority 
system. of operating assignments be retained, using the 1939 
Bern List (where they have an excessive number of frequency 
registrations). In view of the absence of a Soviet report of 
requirements, the PFB will consider no frequencies for the 
USSR except those required to complete existing international 
circuits with other countries terminating in the USSR. 
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_ ETHIOPIANS DISCUSS An Ethiopian delegation headed by the 
“LOAN POSSIBILITIES Vice Minister of Finance has been dis- 
cussing with Department, Eximbank and 
International Bank officials loan possibilities in connec- 
tion with a rehabilitation anc development program of about 
$150 million. (See page 8, February 9, 1948 issue of Current 
Economic Developments.) Vihile Department officials expressed 
general approval of Ethiopia's efforts to raise standards of 
living, the Ethiopians were told that their chances for favor- 
able consideration of the loan request would be improved if 
they could finance the local currency costs of the program 
and could demonstrate ability of their economy to absorb the 
amount of capital required. The Ethiopians were also informed 
that the Department would find it difficult to support finan- 
Cial assistance for projects which affect other countries, 
such as the Lake Tsana dam project, or projects involving 
territories outside the boundaries of Ethiopia, such as the 
proposed railroad into Eritrea, 





Reaction Of The International Bank As an experiment to 
test the value of development loans to more primitive écon- 
omies, the International Bank is seriously considering:a small 
loan to Ethiopia. It wes clearly stated to the Ethiopians, 
however, that any loan mace would be only for the foreign ex- 
change requirements of simple projects at first and would not 
cover local currency costs of the dévelopment program. More- 
over, expenditures under any credit extended would be author- 
ized in small portions so that effective supervision of 
expenditures would be assured. The advisability of assigning 
priorities to the various projects was also indicated in this 
connection. — | 





| As a preliminary to full consideration of the loan by the 
International Bank, the Ethiopians have been requested to sup- 
ply detailed information covering the basic features of the 
economy, the financial structure of the state, future data on 
foreign trade, etc. The Bank is prepared to give assistance 
to Ethiopia in preparing the necessary statistical background 
material and has suggested that a Bank mission might be in- 
vited to Ethiopia for this purpose. 


Reaction Of The Eximbank In view of its limited lend~ . 
ing authority, the Eximbank informed the Ethiopians that 
long-term reconstructien and development loans for purposes 
such as the proposed public works projects must be left to the 
International Bank, On the other hand, several of the short- 
term self-liquidating industrial projects requiring machinery 
and supplies available in the US appear appropriate for Exim- 
bank financing. Accordingly, detailed information might be 
submitted to the Bank by Ethiopia or such projects. 
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In an agreement signed by the 
Norwegian Ambassador and the 
Secretary on February 24, Norway 
and the US reached final settlement for lend-lease, military 
relief (Plan A) and numerous other outstanding claims, there- 
by conclucing negotiations conducted intermittently since 
June 1946, The terms of settlement, agreed tentatively by 
negotiators in June 1937, were approved in principle by the 
Norwegian Storting at its session in September. 







AGREEMENT 
ND NORWAY 





A) 





As with previous settlements, the US requested payment 
only for iend-lease civilian goods in inventory on V-J Day 
or supplied after that time and agreed to settlement by off- 
set of claims arising out of the war, Under the agreement 
the US foregoes reimbursement for services and supplies used 
up during the war and for supplies now held by the Norwegian 
armed forces but reserves the right to recapture combat sup- 
plies and to consent to their retransfer to any third country. 

e 


In regard to Plan A supplies, the US waives payment for 
its share of military supplies furnished to Norway as civil- 
jan relief by the US, UK and Canadian Governments. The 
final Plan A billing placed the US share at $24 million. 
According to the terms of agreement, the US has also consented 
to the return to Norway of excess kroner holdings of the US 
Army, amounting te about $190,000, without reimbursement. 


Norway has, in return, agreed to waive a net balance of 
about $6 million owed by the US for the excess of Norwegian 
dollar claims on the US (primarily shipping claims) over US 
dollar claims on Norvay (primarily lend-lease and snipping 
claims), and has consentec to drop a US obligation for local 
procurement in Norway for US Forces since V-J Day. In addi- 
tion, the Norwegian Government assumes liability for certain 
private claims against the US valued at approximately $1 mil- 
lion and will transfer property or Norwegian currency up to 
the equivalent of $5.9 million for the foreign buildings and 
cultural programs and other US expenses in Norway. 
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OUTLOOK IS NOT BRIGHT FOR US-Mexican aviation discussions, 
MEXICAN AVIATION AGREEMENT which have been carried on in- 
termittently for the past year, ° 
have not yet produced a bilateral agreement. Word now comes 
from Mexico City that the Mexicans probably will reject our 
latest compromise route proposals, which represent a substan- 
tial modification of the original route pattern in the hope 
of achieving an agreement, Earlier differences with the 
Mexicans stemming from a conflict of aviation philosophy in- 
volving the concept of traffic civision as opposed to free 
competition under the Bermuda principles, apparently have 
been eliminated. The remaining points of difference between 
the two governments concern routes to be flown, including 
the phrasing of the schedule of routes and the statement of 
non-stop rights. 





As matters now stand, we attribute the deadlock on the 
route issue to the following facts: 1) The desire of Mexico 
to protect, insofar as possible, routes for CMA (Mexican 
Airline) to Los Angeles anc New Orleans without competition 
from any US carrier. This position seems to be dictated 
principally by internal political f«ectors but is, in part, a 
genuine desire of Mexico to obtein insured operation without 
competition. 2) Reluctance by the Mexicans to appreciate 
the non-stop concept held by the US. 3) Realization by the 
Mexicans that it is possible for them to accept any form of 
language in the text of the agreement proper and the annex, 
defeating the intent, however, by skillful wording of the 
routes, thus obteining the very division of traffic which 
Bermuca seeks to avoid. This view wes substantially streng- 
thened by the outcome of the Geneva eviaticn conference. 4) 
The internal economics of Mexico, which do not permit the 
utilization of government funds for subsidization of eirlines, 
thus placing Mexican airlines nt a disadvantage in competi- 
tion with US carriers which cen be subsidized beyond the 
Universal Post2z1l Union retes for postal chargeSs.. 
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Although the UK is now..maising a 
. desperate last-minute attempt : te. get 
~~ additional coneessions or prevent . 
the disceésstul conclusion of negotiations,, the US delegation 
to the ITO Conference expects to have complete agreement this 
week on all outstanding issues, On the basis of present 
understandings, the final act will be signed by some 50 coun- 
tries excepting the Swiss and probably Argentina and one or 
two other Latin American count Tees, (See ,Pa e 13, February 1é, 
1948 issue of Current Economic Developments -y Our delegation 
believes that the agreement which is now within reach, sur- 
passes in scope, variety, detail, and importance. any thing in 
the previous history of international economic relations. | 





‘British Threaten Not To Sign Although the British are 
threatening not to sign the Charter, our delegation feels | 
that it is incredible that the UK, with practically no sup-' 
port from anyone, would assume responsibility for attempting 
to scuttle the conference at the eleventh hour. Last week 
at the same time that Cripps.and other high UK officials pre- 
sented Ambassador Douglas with an aide-memoire stating that . 
~ Britisn could not accept the Charter as now drafted, the 

itish delegation at Habana informed our delegation of UK | 
sesatiofeesion with compromises reached at Habana. The 
British Government has indicated that unless a satisfactory 
adjustment could be worked out in time, it would have to seek 
adjournment of the conference or refuse to sign tne final 
act. In discussions in both London and Habana, the British 
have objected specifically to those sections cf the present 
draft of the Charter deaiing with non-discrimination, the use 
of quantitative restrictions for protective purposes, and the 
creation of new preferences. Cripps has said that in its 
present .form, it would be practically impossible to present | 
the Charter to Parliament, Douglas has suggested that it 
might be desirable to invite the UK to send a strong man to 
Washington to reconcile the divergent views, and subsequently 
to proceed to Habana to preserit the British’ view to the con- 
ference, Our delegation feels that at this late hour it is 
undesirable and indeed impossible to transfer these negotia- 
tions to Washington or London; and that, in order .to hold 
gains made, we must maintain the present momentum, 

e 4 ’ 





Our delegation considers British objections to the com- 
promises reached on the three issues mentionec above are un- . 
founded and that it is umumevessary to yield to UK pressure on 
any point, The present text of these sections as now drafted 
gives the British as much latitude if not more than the 
London:and Geneva drafts did and has been negotiated with 
full participation of the UK delegates. — 


Non-Discrimination 
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Non-Discrimination The present draft article dealing | 
with exceptions to.the rule of non-discrimination, worked out 
with the full collaboration and .approval of the UK delegation, ‘ 
permits the British for the transition period all the dis- ~ 
crimination permissible under the London and Geneva drafts’ 
plus any additional di scrimination existing on February 15, ' 
1948, plus adaptations thereof. Having reached cemplete 
agreement on this article with all the European and Common- 
wealth delegations and with no dissent from any other delega- 
tion which has seen the text, our delegation considers it - 
inconceivable that we should "ask the 50 countries assembled 
there to await a new bilateral negotiation between the US and 
the UK. The draft of this article was negotiated February 18 
and 19 by Mr. Clayton with the British and French, with sub- 
sequent drafting changes agreed upon principally to provide 
clarifications requested by the British delegation. © 


Quantitative Restrictions Article Is Crucial Compromise 
Between Developed And Undeveloped Countries In objecting to 
the section dealing with protective quantitative restrictions 
for developmental purposes, Cripps is objecting to a compro- 
mise drafted with UK participation which has been cleared 
with all countries of the Commonwealth and western Europe, 
was negotiated by Clayton with the Latin Americans, and ac- 
cepted by all other undeveloped countries. Contrary to 
British statements to the effect that the present draft is a ‘ 
"serious loophole" and "releases all of the less well-developed 
countries from provisions of the Charter", the fact is that 
all products covered by trade agreements remain under tight 
control and prior ITO approval of the use of quantitative 
restrictions is required in all cases, although given auto- 
matically in two limited cases. The present draft is the 
one crucial compromise which will enable us to obtain almost 
complete agreement between the developed and undeveloped 
countries at Habana, and our delegation suggests that this 
may be why Cripps has singled it out for attack. 








.. Jew Preferences Drafted in full collaboration with the 
UK aline. the present text of the article regarding the 
creation of new preferences is designed to secure the adher- 
ence of the Arab states and the Central American Republics, | 
whose trade, among themselves, has no great economic sig- , | 
nificance... The draft is accepted for this purpose by all | 
other industrial countries. British claims that the criteria 
are "loose" are untrue, for under the draft the ITO must 
judge whether the arrangement is "necessary" te establish | p 
"sound and adequate" markets for new industries for each par- 
ticipant in a new preferential arrangement; the ITO can order ‘ 
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appl iments to negotiate with any, member who would be injured 
by tie-errangement ; the provision holds participants to most- 
favored=nation rates bound in trade agreements unless released 


‘by other parties to agreements; it binds the preferential 
margin; and it forbids departure from the details of the pro- 
posed arrangement. 


The British argument ‘that the article would be  Sahien 
to the UK is untenable. The Charter permits the British 
Commonwealth to retain a preferential system vitally affect- 
ing a major part of world trade without prior ITO approval, 
while it forbids Arabs and Central Americans to establish 
preferences with insignificant effects on world trade without 
prior ITO approval. 


Attitude Of Other Countries Toward Concessions Made The 
British With regard to the use of quantitative restrictions 
and new preferences, all Latin American and other undeveloped 
countries complain that the Charter has been heavily slanted 
toward the interests of the UK against the interests of the 
undeveloped areas. 








With regara to the non-discrimination issue, the western 
Europeans, particularly the Belgians and the Dutch, complain 
that the ts invariably sacrifices their interests whenever 
the UK insists, The US could not now yield to British pres- 
sure on this without alienating most countries. , 


Reply To British In reply to the British threat not to 
sign the final act, our delegation has pointed out that the 
British have been committed to the program from the Atlantic 
Charter through Article VII of Lend-Lease, the Anglo-American 
loan agreement, joint ‘sponsorship of the US Proposals and 
negotiations at London, Geneva, and Habana, and in the 16- 
nation report on the European Recovery Program: last fall. 

To kill the conference now, it was pointed out, would jeopar- 
dize Recovery legislation and imperil prospects pve inter- 
national economic, cooperation. 





US Delegation View Of British Position It is the view 
of our delegation at Habana that the present government of 
the UK, while giving lip service to the principle of multi- 
lateral trade, really beiteves that Britain can never face 
free competition and must seek sheitered markets through 
prefereniial arrangements, discriminatory bilateral contracts, 
and barter deals. For that reason, the UK has never wanted 
the Charter tc be adopted or ITO to be set up. The UK dele- 
gates have nat given the US delegation whole-hearted or 


effective 
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effective support at London, Geneva, or Habana. The UK has 
apparently assumed that agreement among so many countries on 

so many. vital issues cnuld not be obtained. Now that it is e 
in. sight, our delegation believes, the British are seeking 

to destroy it, but fortunately they are too late. 


Final US Position Our delegation has recommended that 
we explicitly refute each of the British arguments, flatly 
reject the proposal that the conference be adjourned, and 
emphatically demonstrate that it is impossible for the UK to 
carry out its threat not to sign the final act. The Depart- ‘ 
ment is completely in accord with this position and has re- 
quested Embassy London to proceed with discussions with 
British officials there on this basis. 





POSTPONEMENT OF DANUBE IBE_CONFERENCE We have transmitted © 
ASKED IN ABSENCE OF AUSTRIAN TREATY notes to the British, 

French and Soviet 
Governments suggesting that the period of time during which 
the Danube Conference could be called should be extended to 
the end of 1948. The notes call attention to the CFM deci- 
sion that a Danube Conference should be called within six “ 
months after the ratification of the Peace Treaties with 
Rumania, Bulgaria and Hungary, which would be on March 15, 
We point out it would be inadvisable to attempt to set a 
definite date at this time since the question of a treaty 
with Austria has not yet been settled. 

















We do not bedieve any useful results would be obtained 
by holding the conference at this time. However, we felt 
that permitting the deadline to-expire without raising the 
issue of convening the meeting might result in forfeiting our 
claim to participate in any subsequent settlement concerning 
that part of the river not under US military control. When 
the CFM resolution on the Danube was adopted it was expected 
that there would be an Austrian settlement by the time the 
conference was convened. It is desirable to postpone a deci- 
sion on holding the-conference until such time as there is a 
clearer picture on East-West relationships. 


Informal discussions with the French and the British. have 
indicated their willingness that the conference be postponed 
providing the possibility of calling it at, any time in. 
intervening period is not precluded, Should the Soviets in- 
sist on living up to the letter of the CFM decision and hold- 
ing the conference this month, we would accede in spite of 
our doubts as to the accomplishments that could be achieved. 
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The French have presented a 
proposal on the Ruhr to the 

ae «§ 1 ST ee tripartite meeting on Germany 
now in session in London. The proposad formalizes and in 
general follows the Freneh position taken during the Franco- 
American talks in New Yerk in September and October during 
the UN Generali Assembly meeting. At that time the French 
asked for an international authority consisting of repre- 
sentatives of the US, UK, France, Benelux, and Germany, which 
would, with respect to coal, coke and steel industries of the 
Ruhr-Aachen area, be empowered to: 1) appoint and remove the 
directors of the industry; 2) allocate production between . 
domestic consumption and export; 3) supervise internal dis- | 
tribution among different branches of industry; 4) approve 
the general production program, investment program and finan- 
cial policy of the industry; and 5) apply or invoke sanctions. 









French Position The present French paper modifies to 
some extent the original French demands and sets out the fol- 
lowing proposals: 1) establishment of an international 
regime for the mining and steel industries, to be composed 
of representatives from the US, UK, France and Benelux as 
well as German representatives; 2) reservation of the ques- 
tion of international ownership of these industries for a 
time; 3) turn over net profits to German authorities or bodies 
according to terms to be determined; 4) an outline of func- 
tions and responsibilities of the international authorities, 
including power of appointment of general managers and heads 
of departments in the mines and steel works, approval of 
general production plans, programs of investment and finan- 
cial policy of the industries, and powers generally concern- 
ing communication, verification and investigation; 5) re- 
sponsibility of the international authority for the distribu- 
tion of coal and coke production as between German domestic 
consumption and export, together with the enforcement in the 
Ruhr area of the provisions concerning prohibited and limited 
industries; 6) provisions for the maintenance of authority 
by appeal to the occupation” forces with the international 
authority under the control of the occupying powers during 
the period of occupation. ° 





In support of their proposal the French stated that 
while Germany itself is not an immediate threat to peace, it 
could become so immediately if aligned with a strong aggres- 
sive power. The danger of ultimate Soviet participation in 
the Ruhr was discounted by the French in the event of quadri- 
partite agreement on Germany, on the grounds that if quadri- 
partite agreement were reached it would mean that Soviet 
policy had undergone a radical change and would no longer be 
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a threat to international peace. Attempts to win the Germans 
to the western powers by favors was deprecated as no way to 
halt German aggression. Any German regime, according to the 
French, regardless of whether or not it is Communist, might 
ally itself with the Soviets if it were advantageous to 
Cormany . 


US Position Ambassador Douglas stressed our sympathy 
with the principle that access to Ruhr products should not 
be under the exclusive control of Germany, as enunciated by 
Secretary Marshall, and stated our willingness to consider 
proposals for the long-term control of the Ruhr in the post- 
occupation period. He pointed out, however, that such con- 
trol should be aimed at economically integrating western 
Germany with western Europe and should not be primarily puni- 
tive, since a punitive approach would merely add fuel to 
Soviet propaganda machinations. Any international regime 
should be so set up that it would turn the Germans westward 
rather than eastward, for guidance. In line with approved 
Department policy, he informally and tentatively raised the 
possibility that the international regime might look toward 
the inclusion not only of the Ruhr but also of similar indus- 
trial regions of western Europe. 





It is felt in the Department that it is unlikely that 
the Ruhr problem can be solved satisfactorily except in the 
framework of a western European economic union. Only some 
supranational authority for western Europe could really en- 
sure that the resources of the Ruhr as well as other important 
resources of western Europe would be used for the benefit of the 
peoples of this area as a whole rather than to the exclusive 
economic and political advantage of one nation. However much 
this is considered desirable, it is not obtainable in the 
foreseeable future and our policy on the Ruhr must be guided 
accordingly, While the US position on ultimate control of 
the Ruhr resources is not finalized, it appears to us that 
international supervision over German allocation of the re- 
sources of the Ruhr would be the thost practical approach to 
the problem. We also feel that prior to a German peace séet- 
tlement no special international control of the Ruhr is 
necessary. However, we would be prepared to reconsider this 
stand if, before making a peace settlement, the Allies should 
establish a Gernan Government which except "for a minimum de- 
gree of supervision would be endowed with such powers that 
some specific limitation on the exercise of its powers. over ' 
Ruhr industries might be required. : 


* * * 
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00 ON TO BE SOUGHT BY The Department and other 
EXI FOR LATIN AMERICAN AID interested agencies are 





considering a program of 
assistance for Latin America to be discussed at the Bogota 
Conference scheduled for late March. (See page 14, Febru- 
ary 16, 1948 issue of Current Economic Developments.) In 
this connection a White House conference was held recently 
resulting in agreement within the executive branch to ask 
Congress for an increase in the lending authority of the 
Eximbank by $500 =illion for loans to Latin America. Al- 
though the $500 million will not be specifically earmarked 
in the law for Latin America, the intention is to use it for 
this purpose. 


While Congressional action is required to raise the 
present lending authority of the Eximbank, no appropriation 
request is necessary, inasmuch as the funds for the Eximbank 
are borrowed from the Treasury. 


g20 MILLION AID PROGRAM TO The Department has prepared for 
BE_ PROPOSED FOR TRIESTE submission to Congress a program 
to cover the minimum relief re- 
quirements of the Free Territory of Trieste, estimated at 
$20 million from April 1, 1948 to June 1949. The program, 
now awaiting approval by the Budget Bureau, will be submit- 
ted in the form of a proposed amendment to the Foreign Aid 


Act of 1947 (interim aid), 





The program would cover the cost of relief items in or- 
der that the economy of the US-UK zone of Trieste can he 
sustained at its present level through the above-mentioned 
period. In order to maintain the ~resent food consumption 
of 2,100 calories per day for norm-:i consumers it is con- 
templated that 1,400 calories would be derived from the pro- 
posed US program, 82 from sugar supplied by Czechoslovakia 
under a special agreement, and about 600 calories from im- 
ports (chiefly fruits and vegetables) from other countries, 
mainly Italy. The present ration is believed necessary to 
prevent conditions of unrest as well as to compensate for 
the almost complete lack of local production (which is the 
main source of black or free market supplies in most of the 
European countries). Food consumption is still substantially 
less than the prewar Italian average of 2,55C calories per 
person. 


No 
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No provision -is made'for industria] reconstructien or . 
expansion, although it is hoped.that. economic retrogres- . -. 
sion will be prevented. Basic raw materials, including coal 
and petroleum are necessary to:maintain industrial activity 
in Trieste. at the present. general’ level of approximately 45 
percent of prewar. -Only petroleum and 165,000 tons of coal 
are included in the proposed’ program since the balance. of 
coal and all other-.commocities will be met by Trieste from 
resources becoming available to it. 


The cost of the proposed * program will be about $1,335, 000 
per month, which is an increase of $208,000 per month over--- 
the relief program now in operation. The difference is due 
to the non-availability during the Foreign Relief Program 
period of some essential commodities, such as meat and pulses, 
as well as to the inclusion in the new program of petroleum 
and small amounts of incentive and miscellaneous goods. 


Under the terms of the Peace Treaty with Italy which 
came into force in September 1947, the UN shall appoint a 
governor of the Free Territory of Trieste upon consultation 
with the Governments of Yugoslavia and Italy. As yet, how- 
ever, no governor has been appointed and the Territory con- 
tinues to be administered by the Yugoslav and Anglo-American 
Military commands within their respective zones. The US-UK 
zone has a population of 299,000 inhabitants, comprising |. 
about 83 percent of the Free Territory's total population of 
350,000. Separate civil administrations supported by local 
police forces have been established by the two military com- 
mands, 


The delay in appointing a Governor of the Territory has 
prolonged the political uncertainty in the area with resultant 
unfavorable effects on economic recovery. Future prospects 
for the appointment of a governor are not encouraging at this 
time. Meanwhile, the UK and the US are responsible for the 
preservation of public order, the prevention of disease and 
unrest, and for the maintenance of the social and economic 
welfare of citizens in the US-UK zone. 


At present the relief needs are being met under the US 
Foreign Relief Program which will come to a close around 
March 31, 1948, The present proposal is to provide funds to 
cover import needs to avoid disease and unrest from April l, 
1948 to June 1949. It is contemplated that further assistance 
needed for a full economic recovery program would be provided 
within the framework of the European Recovery Program, all 
Trieste became a participant of CEEC. 
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CO ACCEPTANCE GIVEN SOVIET The Department has re- 
P OF 36 LEND-LEASE LIBERTIES plied to a Soviet note 





of February 24, in 
which they agreed, with regard to the Lend-Lease ships still 
in their possession, to purchase 36 Liberties at floor prices. 
We have accepted their offer subject to reaching agreement 
on other Lend-Lease items. Confirmation of the sale and 
transfer of title will take place in conjunction with the 
overall Lend-Lease settlement negotiations, which are still 
in progress. These vessels are being disposed of under the 
terms of the Lend-Lease Act and the Soviet Lend-Lease Agree- 
ment; however, the Department will be guided by the Ship 
Sales Act of 1946 in working out settlement terms. Disposi- 
tion of prewar-built vessels has not yet been agreed upon. 
Following our agreement in January regarding certain of the 
Lend-Lease vessels, the Soviets have returned two T-2 tankers 
at the ports of Trieste and Hong Kong. Delivery of the other 
six vessels at Yokohama is expected shortly. (See page l, 


February 2, 1948 issue of Current Economic Developments.) . 
a * x ‘ 


US MAKES FINAL PAXMENT TO A check, representing a net dol- 
FRENCH FOR ARMY ACCOUNT lar accrual to the French of 

. $38 million, was delivered to the 
French Embassy on February 27 in final settlement for US Army 
procurement in France through December 31, 1946. This dollar 
payment, in addition to the return of francs equivalent to 
about $48 million previously purchased from the French, dis- 
charges the balance of $87 million due to France on this ac- 
count. The US Army had previously made an advance payment 
of $121 million in partial settlement for procurement. 








« « x - 


PETROLEUM SHORTAGE EMPHASIZES NEED FOR We have outlined in 
DEVELOPMENT OF INDIGBNOUS RESOURCES detail to many of 
our missions the 


critical worldwide petroleum situation, emphasizing that re- 
quests of foreign countries for US assistance in obtaining 
petroleum supplies can be met only to a limited degree. 
After all efforts are made to distribute petroleum on an 
equitable basis, most of the petroleum importing countries 
of Latin America and Europe probably will not receive more 
than 69 or 70 percent of their estimated 1948 requirements. 





Since 
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Since petroleum has become an increasingly vital element 
‘ in the economy of most.countries, it.is of the utmost impor- 
tance that any country wishing to insure itself against an 
insufficiency of petroleum should take immediate~ steps -to 
determine.the possibilities for development of indigenous 
petroleum resources. Many countries, particularly in the 
western hemisphere, are believed to possess large unexplored 
areas where there are favorable prospects for the development 
of important petroleum reserves. 


Worldwide Petroleum Position Since shortly before the 
war worldwide petroleum requirements have grown at an in- 
creasingly rapid rate. In 1938 world consumption was ap- 

- proximately 5 million barrels a day, -It is currently 8.5 
million barrels a day and the requirements estimated in the 
Krug Committee Report for 1951 will be 10 million daily. 





The supply of petroleum products is limited by the avail- 
ability of crude oil and the capacity of the world's trans- 
portation and refining facilities. Although there is some 
reserve crude production in the Middle East it is not avail- 
able because of lack of transportation and refining facilities. 
On a worldwide basis the facilities for the production and 
distribution of petroleum products are being operated at 
capacity. It is obvious that in order to supply the in- 
creased demand there must be not only. an increase in the 
amount of crude oil production but also in refining capacity, 
pipelines, and tankers. Such a program will necessitate the 
discovery and development of new reserves. The rate of growth 
necessary to meet the demand is almost staggering even if all 
the steel and other necessary material were readily available; 
and in view of the critical shortages of material, She task 
is especially difficult. — 


Tanker Situation The tanker situation, which a month 
ago was extremely ; tight, has now begun to improve. Early 
this year the Coast Guard ordered that all American flag T-2 
tankers be reinforced before going to sea again because 
several tankers of this type had broken in half. This neces- 
sary safety measure increased somewhat the shortage of bot- 
.-toms because the reinforcing operation involves laying up a 
tanker for a period ranging from one to four weeks each. 

The Maritime Commission has now sold all tankers in the laid 
up fleet capable of commercial operations and these tankers 
are being repaired: and made ready for service. This swill 
make available approximately 109 additional tankers of. the 
T-2 and Liberty ship types. . However, the repair and Placing 
into operation of these tankers will not ‘be  Seapietes for 


3 _several 
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several weeks. Although tanker transportation should be 
easier when these additional tankers are put into service, 
studies of interested agencies indicate there will be a srow- 
ing shortage of tankers during the next four-year period, 
taking into account the growth of world requirements, present 
size of tanker fleets, and additions from various sources in- 
cluding ali tankers now building and projected for construc- 
tion, as well as loss of tankers by obsolescence. 


Limitations To US Assistance We recognize the impor- 
tance of meeting the minimum essential requirements for 
petroleum products in all foreign countries to sustain a 
Stable economy. There are limits, however, to the assistance 
we can give by exporting petroleum products. This country . 
is now a net importer of petroleum. The rate at which domes - 
tic requirements are growing indicates that the volume of net 
imports can be expected to increase steadily. We cannot be 
expected to continue long in the future to supply the require- 
ments of other countries except possibly for specialty pro 
duets that cannot be produced elsewhere. : 





US. Exports Cut February 19 the Commerce Department an- 
nounced an additional cut of 599,000 barrels of gasoline, and 
fuel oil in the first quarter export quota to help meet the 
domestic shortage. This cut, in addition to a previous re- 
cent reduction, amounts to about 24 percent of the entire 
quantity of petroleum scheduled for overseas shipment during 
the first quarter. As a result of these reductions the total 
quantity destined for foreign shipment in the first quarter - 
amounts to slightly more than 9 million barrels. The slash. 
was announced just before the expiration of a 48-hour suspen- 
sion in the issuance of petroleum licenses which permitted 
the Commerce Devartment to re-examine the foreign petroleum 
requirements situation. 





ERP Petroleum Requirements The estimates of petroleum 
requirements for the European Recovery Program are based on 
the best information presently available to the executive de- 
partments. It is contemplated that the Administrator of the 
program will subject these estimates to careful screening be- 
fore use is made of the funds available for essential pur- ~~ 
chases of dollar oil and will arrange that such supplies to 
the maximum extent practicable are obtained from sources out- 
side the US. The estimates provide that European petroleum 
import requirements in 1948 will be drawn from the following 
sources: US, 5 million tons; Caribbean area, 22 million tons; 
Middle East, 17 million tons. In 1951 it is estimated petrol- 
eum for the’ Program would be supplied as follows: US, 


2 million 
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2 million tons; Caribbean Area, 8 million tons; and Middle 
East, 46 million tons. Because of developments growing out 
of the Palestine problem there have been some questions as 

to what would happen if Middle East oil is not available for 
shipment to the European Recovery Program countries. In such 
event, the Department feels that a full review of the energy . 
requirements under the Program will be required. Such a re- 
view would take into account possible oil production expan-... 
sion in other areas such as the Latin American countries, the 
tidelands of the US, and the possible reduction in non~e ssen- 
tial consumption. 


Arab League Resolution On Petroleum The Secretary- | 
General of the Arab League has stated orally to Embassy Cairo 
that the League passed a resolution stating that until the 
Palestine situation is clarified and until it is clear that 
force in any form by the US or UN will not be used against. 
the Arabs to implement partition, no new facilities or con- 
cessions would be granted by the Arab countries nor would 
they permit new construction concessions recently signed as 
by Lebanon and Transjordan. No resolution has passed setting 
forth League policy concerning existing o11 concessions. 








US-UK SIGN AGREEMENT ON The US-UK Leased Bases Airfields 
LEASED BASES AIRFIELDS Agreement was signed in Washington 

on February 24. Notes were ex- 
changed regarding certain action to be taken in case of war. 
The agreement, which opens up 99-year leased bases in Bermuda 
and the.Caribbean area to the use of civil aircraft, has been 
under consideration since February 1946, .We had delayed 
signature in the hope of reaching simultaneously a satisfac- 
tory agreement with Newfoundland concerning the civil use of 
Harmon and Argentia Fields. This-requirement was dropped 
last. October after informal understanding was reached that 
these airfields would be available as weather alternates. 
(See page 14, October 20, 1947 issue of Current Economic De- 
velopments.) 
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PROGRESS MADE WITH UK AND FRANCE During the tripartite | 
ON CABINET REPARATION POSITION talks on Germany, just 

concluded, we approached 
the British and French to obtain their concurrence to US 
Cabinet decisions on reparations. (See page 1, February 16, 
1948 issue of Current Economic Developments.) The British, 
who had been adamant on the question of ‘continuing repara- 
tions deliveries to the Soviets, finally, as a result of. 
several Douglas-Bevin conversations, expressed willingness 
to review delivery of reparations to the USSR with us ona 
month-to-month basis. Bevin suggested that reparation de- 
liveries to the Soviets could be handled: by administrative 
action, i.e,, to go ahead with allocations but to institute 
administrative delays in dismantling and delivery of plants 
to the Soviets. The French appeared to accept this approach 
provided it does not throw a cloud upon the title to plants 
that are to be delivered to IARA countries. 











| On the question of suspension of dismantling and reten- 
tion of piants, the French seem willing to suspend judgment 
as to substitution until further facts are known on the num- 
ber of plants to be retained, whether they could be used 
immediately in: the:.European Recovery Program, whether they 
affected ‘security, and their effect upon the agreed level of 
industry in:Germany. They indicated, however, that they 
mucn preferred substitution and said that they would attempt 
to influence the: British to accept the princinle. Bevin had 
stated that if: 1) the plants to be retained were not too 
numerous; 2) were not war potential plants; and 3) could be 
used effectively in the Recovery Program in their. present 
sites, he would concur: in our proposal without substitution. 
Both the British and French expressed willingness to collabo- 
rate with us on the proposed. study by the Cabinet subcommit- 
tee. Douglas, as well.as the British. and French, feel this 
study must be completed speedily. | 


Currently tne Departient, at the working ievel, is giv- 
ing consideration to a recommendation which would authorize 
General Clay to participate immediately in quadripartite 
allocations of war plants from the British and French zones. 
He is presently under instructions not to participate in 
such allocations. Consideration is also being given to 
recommending to the Secretary t wnen he reports to the 
Cabinet on the results of the tr:.partite conversations, he 
Suggest that further discussions be held with the British 
and French on delivery of non-war plants. 
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&D REFERENDUM AGREEMENT REACHED ON Although the London 
CONTROL OF RUHR IN TRIPARTITE TALKS talks on Germany did 

not result in complete 
agreement on every item on the agenda, the ad referendum 
agreement on $he Ruhr appears to be the basis for a satisfac- 
tory compromise. A number of points relating to the agree- 
ment require further study on our part and no definitive 
position will be taken until this is done. Final agreement 
will probably be a until the talks are reconvened 
next month. 








The agreement. on the international control of the Ruhr 
cannot be divorced either from the establishment of-some sort 
of provisional German government or from guarantees on secur- 
ity control over the German war potential. While the agree- 
ment calls for the establishment of the Ruhr control agency 
as soon as possible, and at least prior to the establishment 
of a provisional German government, Ambassador. Douglas made 
it quite clear that an International Control Agency (ICA) 
would be established only immediately prior to the establish- 
ment of a provisional government, possibly only the day be- 
fore. The cther countries concerned agreed to this incerpre- 
tation. -In any event, it was agreed that the ICA would not 
start functioning until a government existed. The agreement 
aiso contains provisions which will permit a tie-up with the 
European Recovery Program but which will not invalidate the 
provisions for international control of the Runr. 


Composition, Functions And Powers Of Control Agency 
The ICA will be composed of representatives of the US, UK, 
France, the Netherlands, Beigium, Luxembourg and Cermany. 
Decisions will be by majority vote, with the US, UK, France 
and Germany each having three votes, tne Benelux countries 
each having one. (This method of weighted voting should re- 
move the likelihood that any one country can directly out~- 
vote all others as Germany did in its cartel arrangements 
prior to the war.) Until the occupying powers concerned de- 
— otherwise, they will appoint the German representative 

d the vote for Germany will be exercised by those powers 
which share the responsibility for the eccnomic administra- 
tion of that part of Germany which. includes the Ruhr, and in 
such a way as may be decided by those powers. The functions 
of the ICA will be to determine allocations of coal, coke 
and steel from the Ruhr as between German consumption: and 








export 
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exports. ensure the fulfillment of the terms of such alloca- 
tions; and prevent the German government or German management 
from instituting or carrying out artificial measures or 
practices which would distort the movement of these products 
in international trade. 


During the period of occupation, however, the occupying 
authorities concerned will maintain controls necessary to 
ensure that the decisions of the ICA with respect to the ex- 
port of these products from Germany are carried out; that 
the mandatory provisions of any present or future agreements 
or treaties are not infringed and that the German author- 
ities do not institute or carry out artificial measures or 
practices which would distort the movement in international 
trade of Ruhr products. When the occupying powers concerned 
cease to be the supreme authority, the disarmament safeguards 
are to be transferred to such authority as may be designated 
for that purpose by the terms of an international agreement 
or peace settlement. If no such security authority is set 
up, the Allied representatives on the ICA shall assume juris- 
diction, 


In the event that the German authority fails to carry 
out majority decisions of the ICA and the Allied representa- 
tives on the ICA, by majority vote, find that the German 
government is in default of its obligations, they may recom- 
mend the application of enforcement measures. During the 
period of occupation, responsibility for enforcement rests 
with the occupation authority concerned. In the subsequent 
period, enforcement measures would be in accordance with the 
terms of any German peace settlement. 


Since the London agreement is merely ad referendum and 
it may be necessary to offer several amendments before the 
agreement is formally adopted, it is imperative that the 
essentials of the plan be kept secret. 
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PROGRESS TOWARD SETTLEMENT OF Following discussions this 
UK OBJECTIONS TO ITO CHARTER week with Embassy officials 
in London and continued nego- 
tiations in Habana, the British have revised their position 
on controversial issues of the ITO Charter and the principal 
difficulties now appear to be resolved. Only about 10 days 
ago, when final agreement among almost all countries repre- 
sented at Habana seemed about to be achieved, British offi- ‘ 
cials both in London and Habane indicated that they would be 
unable to sign the Charter unless their objections to arti- 
cles dealing with the use of quantitative restrictions for 
development purposes, new preferences, and non-discrimination 
were met. (See page 1, March 1, 1948 issue of Current 
Economic Developments.) 








Discussions between British and Embassy London officials, 
who were aided by interpretations of the articles in question 
sent by the US delegation at Habana, resulted in clearing up 
a number of points in the Charter which British officials in 
London regarded as obscure. The British have agreed to go 
along with the article dealing with the issue of quantitative 
restrictions for development purposes, and also with the 
article on new preferences as modified by the inclusion of 
an interpretative note which the British desired, 





The remaining and probably most serious issue is that 
of exceptions to the rule of non-discrimination. As a possi- 
ble answer to British objections, the US has suggested that 
provisions of both the text as worked out at Habana and the 
Geneva text be inserted, and the member entering ITO be per- 
mitted to elect either set of. rules for its transitional 

period, Although Cripps has not given his formal acceptance, 

Wilson, President of the British Board of Trade, has said 
that he will recommend acceptance and Embassy London feels 
there is every reason to believe Cripps will concur. Nego- 
tiations are now going on at Habana on this basis. 


COMMUNIST SEIZURE OF CZECHOSLOVAKIA Following the joint 
CREATES & NUMBER OF ECONOMIC PROBLEMS $ US-UK-French de- 
nouncement of Com- 
munist seizure of power in Czechoslovakia, we suspended our 
proposed negotiations with Czechoslovakia for a commercial 
treaty. The International Bank for Reconstruction and De- 
velopment indicated to the press that action on the $350 mil- 
lion loan requested by Czechoslovakia would be impaired by 
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the recent developments in that country. While not discon- 
tinuing consideration of the request, it was stated that no 
loan would be, granted:.to. that country. until a Bank commission 
had studied its financial condition. On hearing that there 
were no specifig pene to send a commission to Czechoslovakia, 
the Czech Ambassador in Washington called at the Bank to ex- 
press his disappointment in the cancellation of the proposed 
mission.and was informed that the Bank would be willing to 
consider the question of a mission within three:weeks. Gzech 
officials have not indicated how they expect. :to expend the 
loan and Bank efficials contend that they do not know whether. 
Czechoslovakia is contemplating projects that would justify 
the proposal. The Eximbank still has before it the Czech re- 
quest for a $26 million cotton credit. 


Ambassador Steinhardt has asked us to consider the imme- 
diate temporary suspension of reparation deliveries to 
Czechoslovakia as well as suspension of shipment under con- 
tracts from the US of. heavy industry products until a satis- 
factory settlement is made for US nationalized or seized 
properties. In his opinion it is most unlikely that the 
Communist-dominated government will voluntarily give serious 
consideration to payment for nationalized property. Stein- 
hardt also suggests we consider impounding Czech funds in 
the US as a protection for American claims. In view of the 

Czech Communist accusations that Americans have been impli- . 
cated in plots against the Czech Republic and because it en- 
tails considerable risk for any Czech to be friendly with or 
to be seen publicly with an American, Embassy Praha believes 
it would be wise to issue a public announcement to the effect 
that persons in the US planning to go to Czechoslovakia might 
endanger their relatives and friends there by contact with 
them. This would also serve as a mild sort of economie sanc- 
tion since the Czechs are anticipating dollars from US summer 
tourist trade, 


Embassy Praha reports that, in the program to extend 
netionalization to the smaller industrial establishments in 
Czechoslovakia, Trade Unions nave officially called for ap- 
pointment of national administrators in all plants with more 
than 50 workers in which "smooth running of enterprise and 
its production is ir: danger" or in which private entrepreneurs 
are either "drawing unnecessary sums from their accounts or 
evading tax regulations." Works Councils have been asked to 
take over these enterprises temporarily pending appointment 
of national SERRE PTFE TErS . 


Embassy 
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Embassy The Hague reports that the Dutch Airline KLM 
has canceled negotiations with Czech airlines for transfer 
of three Constellation planes to Czechoslovakia. After the 
change of government Czech officials put increasing pressure 
on both Lockheed and KLM for this transfer, but the Dutch 
have refused on the basis of financial and supply difficul- 
ties. The Greek Government has deferred conclusion of an 
air agreement _with the Czechs and we have expressed our ap- 
proval and indicated our hope that it would resist any fur- 
ther attempts by the Czechs to reopen discussions. 


* * * 


SWISS OBJECT TO "SNYDER PLAN" A Swiss financial delegation, 
FOR- RELEASE OF BLOCKED ASSETS. representing the interests 

. of both the Swiss Compensa- 
tion Office and bankers, in discussions with Department and 
Treasury officials have protested the "Snyder Plan" which 
sets forth a program by which blocked assets held in this 
country by foreign matiorals directly or indirectly may be made 
available for use under the European Recovery Program, while 
at the same time furthering the interest of the US in dis- 
covering any enemy interest in such funds. Our representa- 
tives assured the Swiss that the program was considered very 
carefully prior to its adoption, and a variety of aiternative 
proposals were thoroughly explored by the National Advisory 
Council, but were found not to meet these two objectives of 
the program, _ 





' The Swiss, however, are anxious to present a plan that 
they. have evolved to permit the release of privately-owned 
assets in the US and protect the identity of the foreign 
owners from their own governments. According to Legation 
Bern, the Swiss may propose that the funds be made available 
through the International Bank, with owners of blocked assets 
subscribing to a public loan issued through the Bank. Such 
@ plan was-rejected by the NAC before it adopted the "Snyder 
Plan", but the Swiss have been informed that we are of course 
willing to examine any plan. they may submit and assess it by 
the two objectives which the Snyder Plan is designed to 
achieve, 


Swiss financial circles are concerned in this matter 
inasmuch as a large portion of private French assets in the 
US are held indirectly through Swiss banks. In implementa- 
tion of the NAC decision, as outlined by Secretary of the 
Treasury Snyder in early February, title to such indirect 


DECLASSIFIED FOR PUBLICATION IN FOREIGN holdings 
RELATIONS OF THE UNITED STATES 














SECRET 


- 9 


holdings will be taken over by the Alien Property Custodian 
after a certain period uniess owners have disclosed their 
assets to their governments and have agreed to repatriation 
of the funds, Funds which might be forfeited in this manner 
could later be allocated by Congressional acticn among the 
countries participating in the Recovery Program. 


* * *« 


Cea ——— ee a ee eee 


RIESTE ON CURRENCY AND EXCHANGE has concluded negotiations 
for three agreements with 

the Commander of the US-UK Zone of the Free Territory of 
Trieste concerning that territory's local currency and for- 
eign exchange requirements. Funds for continued operation 

of the area under the US-UK segis were virtually exhausted 
due to the unanticipated delay in appointing a Governor for 
that area and the subsequent establishment of a currency 
regime of its own. /Last week the Department requested 
Congress for $20 million for economic assistance for Triest«. 
This sum is to provide disease and unrest supplies after the 
relief program ceases operation anu is not to be confused 
with the currency and foreign exchange requirements to be 
accommodated under the agreements with Italy./ 





ITALY CONCLUDES AGREEMENTS WITH The Italian Government 





Pending the establishment of a separate currency regime 
for the Free Territory of Trieste, under the terms of the 
Peace Treaty, the Italian Government is obligated to supply 
the foreign exchange ana currency needs of Trieste under con- 
ditions no less favorable than those applyiug in Italy. Both 
the commanders of the US-UK zone and of the Yugoslav terri- 
tory have requested the Italians to provide for their respec- 
tive currency neecs in accordance with the terms of the Peace 
Treaty. The agreements describei below, however, apply oniy 
to the US-UK zone of the Free Territory. 


implementation Of Treaty Provision Tne first agreement 
implem taly's treaty obligation to provide the currency 
neecs . -UK zone of Trieste. Under this treaty the 
Italians undertake to provide AMG with 0.65 percent of the 
borrowings of the Italian Treasury from the Bank of Italy.- 
This percentage corresponds to the ratio of the working popu- 
lations of the US-UK zone to that of the Italian population. 
The only payments required by Trieste for this currency is 
an annual fee for the cost of manufacture.of the notes sup- 
plied, | 





In 
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In recognition of the particular requirements cf this 
area and not related to its obligation under the Peace Treaty, 
Italy agrees to supply the currency required for the reason- 
able economic needs of the zone. The amount of currency to 
be supplied in this agreement is to be determined every six 
montns on the basis of data supplied by the Commander of the 
zone about financial requirements of his area, This agree- 
ment specifically provides that any settlement for this cur- 
rency shall be between the Italian Government and the ulti- 
mate government of the Free Territory of Trieste. The 
agreement is retroactive to the coming into force of the 
Peace Treaty with Italy, on September 16, 1947. 


In further fulfillment of its obligations under the 
Peace Treaty, Italy agrees to supply the reasonable foreign 
exchange needs of the US-UK zone. ‘The foreign exchange reg- 
lations of the Italian Government continue to apply in Trieste 
and the exchange accruing to the Commander of the zone under 
the regulations in force are to be turned over to the Italian 
Government. At this time it was not possibie to come to an 
agreement on the question of whether exchange earnings of the 
zone on account of troop pay and services to the US-UK forces 
should be retained by the Commander of the zone. An exchange 
of letters reserves this issue for future settlement, pending 
which existing procedures will continue. 


SECRET 
+ . me 
CONFIDENTIAL 


INTERNATIONAL WHEAT On March 6, 36 nations signed the Inter- 
aGREEMENT CONCLUDED national Wheat Agreement, recently nego- 











tiated by the International Wheat 
Council meeting in Washington. The Agreement, subject to ap- 
proval by Congress and to ratification by the other govern- 
ments conceried, is to be in effect beginning August 1 for a 
period of five years. It contains in substance all the 
recommendations of the Executive Committee on Economic For-. 
eigr Policy (ECEFP) providing needed flexibility, and estab- 
lishes a uniform price ceiling of $2 a bushel with a floor 
price of €1.50 for the first year and dropping by 10-cent 
stages’ annually to $1.10 in the fifth year. 


In the early stages of negotiations it was hoped, as the 
ECEFP had recommended, that Argentina would become a signa- 
tory. That country, however, has not signed. The Agreement 
will remain open for signature until April l. 


* * * 
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INTERGOVERNMENTAL MARITIME The signing of a convention 
ORGANIZATION EGREED UPON creating an Intergovernmental 





Maritime Organization on March 6 
brought to an end the United Nations Maritime Conference, 
which has been in session in Geneva since the middle of 
February. Except that it seemed advisable to follow an over- 
whelming majority in accepting Iondon as the seat of the 
permanent organization, the US delegation achieved all of 

its major objectives and succeeded in preventing any objec- 
tionable provisions being adopted. 


Draft proposals prepared by the Provisional Maritime 
Consultative Council calling for the creation of an inter- 
national organization in the shipping field and defining the 
scope and authority of such an organization served as the 
basis for conference discussions. 


The organization will have three principal organs be- 
sides the Assembly, including a Council, a Maritime Safety 
Committee and a permanent Secretariat. The Assembly will 
consist of all member governments and will normally sit in 
London once every two years. It may meet more frequently on 
call from the Council or on tne motion of one-third of the 
‘members. Each member wiil have one vote and decisions will 
be a simpie majority of the members present and voting. 


The question of membership on the Council was one of 
the most controversial issues of the conference. The final 
proposal, adopted by a vote of 21 to 8, provides for a Coun- 
cil of 16 member governments. Eight seats will go to the 
strong shipping powers and eight to the countries which are 
the main users of shipping. Six members of each group were 
named as follows: snipping powers included Greece, the 
Netherlands, Norway, Sweden, tne UK and the US; user nations 
included Argentina, Australia, Beig? am, Canada, France and 
India. The four remaining members will be elected by the 
Assembly from among the other governments representing ship- 
ping and user interests. The determination regarding Council 
membersnip represented a departure from the Washington draft 
and was worked out as a baliante between the ship user nations 
and the ship provider nations, The proposals for allocating 
the 16 nation seats on the Council were attacked strongly by 
‘Panama, Italy, Poland and Czechoslovakia. In anger over ex- 
clusion from the Council, Panama, which ranks sixth in 
registered tonnage, withdrew from the conference. Failure 
of Panama to adhere to the IMO convention is regarded as un- 
fortunate in that Panamanian registry might become a means 
of evading world shipping codes sponsored by the organization. 


Real 
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Real conference fireworks were set off over the ques- 
tion of the scope of the organization, particularly that 
seetion dealing with unfair restrictive practices by govern- 
ments and shipping concerns and the consideration of matters 
which might be referred through UN. Sweden, Denmark and 
Norway opposed an international shipping organization em- 
bodied with powers other than those concerned with technical 
matters. Speaking for the "undeveloped" shipping countries, 
India, supported by China, ridiculed the effort of the 
Scandinavians to exclude questions of discrimination from 
the scope of the proposed maritime organization and sharply 
challenged the strong maritime nations to submit their ship- 
ping policies to international examination. A compromise UK 
proposal on this issue was adopted by a vote of 21 in favor 
and 2 opposed. This proposal provides for jurisdiction by 
the organization over, and any member may raise, questions 
relating to discriminatory practices and unnecessary restric- 
tions by governments or private shipping companies and over 
technical matters of all kinds, including safety. The 
organization may also consider other shipping matters refer- 
red by UN or its specialized agencies. 


& UK proposal was adopted permitting states not members 
of UN, which were invited to send representatives to the con- 
ference, to become original members of the organization. 
Colonial powers would have the right to extend their repre- 
sentation in the organization to cover the interests of de- 
pendent territories. These powers also would have the right 
to declare at any time that such territories are not covered 
by commitments made by the mother country within the organiza- 
tion. This represents the most flexible authority over 
territorial representation ever granted to colonial powers 
in a specialized agency of UN. 


The final vote on the convention was 21 for, one (China) 
against, and seven abstaining, including the three Scandina- 
vian delegations, who, although they had opposed an organize- 
tion with broad powers, practically assured the conference 
they will sign the convention. The convention shall come 
into force upon ratification by 21 nations of whom seven must 
be countries each having more than one million gross tons of 
shipping. 
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Our delegation at the ITO 
Habana Conference reports 
that the adopted time | 
. schedule calls for signature of the Final Act on March 24, 
Indications are that every delegation, with the possible ex- 
ception of the UK, will sign at that time. Our delegation 
believes that the British Government will not refuse to sign 
the Final Act, The UK has expressed complete satisfaction 
with the Working Party text resolving the only outstanding 
major issue--Article 23 regarding discrimination. for balance 
of payments reasons. The UK Cabinet is scheduled to make a 
decision March 15 on the ITO Charter as a whole and on Arti- 
cle 23 in particular. The new Article 23 permits a country, 
for the purpose of discriminating for balance of payments 
reasons, to elect to be governed either by provisions which 
are substantially those contained in the Geneva draft of the 
article or by provisions worked out at Habana, . 





ok * * 


SENATE PASSES RECOVERY BILL; Although the Senate has pzessed 
CEEC RECONVENES IN PARIS enabling legislation for the 

_ European Recovery Program, the 
attitude of the House makes it doubtful, in the Department's 
opinion, that final legislation can be enacted much earlier 
than April 15. We have, therefore, initiated exploratory 
conversations in Washington with each of the CEEC countries 
with a view to developing a tentative first quarter program 
so that prompt action may be taken as soon as the legislation 
passes, 





The desire of the House to incorporate all foreign aid 
legislation in an omnibus bill will undoubtediy cause delays. 
In addition to the ERP request, the omnibus bill would in- 
clude the administration request for $570 million for China; 
$275 million for Greece and Turkey; $20 million for Trieste; 
perhaps $275 million for reconstruction in Japan and Korea; 
and the various occupation costs. In addition, the President 
last week asked for #55 million more for Italy, France and 
‘Austria as part of the "interim aid" program so the pipe- 
lines would be maintained until ERP is operating. The origi- 
nal enabling legislation for "interim aid" authorized $597 | 
million, of which only $522 million was appropriated last 
December, and the President stated that an equivalent reduc- 
tion in requests for appropriation under the Recovery Program 
would be made, Therefore, there should not be too much dif- 
ficulty in obtaining the additional sum for those three coun- 


tries, . 
Senate 
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Senate Approves Bill] While, in general, the American 
public favars the Recovery Program, there has been. increased 
pressure against it on the grounds that we would be providing 
money to build up Surope for the Communists, This attitude 
was clearly expressed when the New York State Chamber of Com- 
merce: refused to adopt a resolution of its Executive Committee 
approving the Recovery Program in principle, and instead re- 
turned it to its Executive Committee for further study. 

While strong support for the Program has come from the major- 
ity of organized labor, the maritime unions have been most 
vocal in their protests against extending aid and they com- 
bined with the shipping interests to eliminate from the 
Senate approved bill permission to charter or sell any US 
vessels to CEEC participants, and were successful also in 
having written into the bill a requirement that at least 50 
percent of the aid cargo must be carried in US bottoms. 
Other amendments to the draft legislation adopted on the 
floor of the Senate include: 1) Permission for the Adminis- 
trator to guarantee, up to 70 percent, credits which persons 
or governments in the Western Hemisphere may grant for com- 
modities and services to be transferred, with the approval 
of the Administrator, to any of the participating countries, 
provided that such extension of a guarantee does not preju- 
dice the extension or validity of credits or loans by other 
governments, by the International Bank for Reconstruction 
and Development or by private persons where such credits or 
loans have been, or in the future might be, made without such 
guarantees. In determining whether to provide for the pro- 
curement of commodities and services outside the continental 
limits of the US, the Administrator shall take into account 
whether the government of the country in which the commodities 
or services are available fails to extend such credits or to 
arrange such prices, terms and considerations of transfer 
which the Administrator considers equitable and prudent. 

The Administrator may advance dollars on account of such 
guarantees at the time such exports are made or at any time 
not more than 10 years after making such agreement. (This 
amendment was offered by Senator Taft.); 2) Twenty-five 
percent of the wheat transferred must be in the form of pro- 
cessed flour; 3) Insofar as practical, private channels of 
trade must be utilized; 4) Procurement of surplus agricul- 
tural commodities to be made only within the US except that ° 
this restriction shall not be applicable to any agricultural 
commodity or product thereof located in one participating 
country and intended for transfer to another participant if 
the Administrator, in consultation with the Secretary of 
Agriculture, determines that such procurement and transfer 
is in furtherance of the purposes of the Recovery Program 


and 
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and would not create a burdensome surplus in the US nor seri- 
ously prejudice the position of. domestic producers of such 
commodities or, if, and.to the extent that any such surplus 
commodity is not available in the US in sufficient quanti-. 
ties to supply requirements; 5) Coordinaticn between the 
appropriate persons and departments on our export control 
policy with-unreconcilable differences submitted to the 
President; and 6) Designation of the "roving" Ambassador as 
the representative of the Administrator and as the repre- 
sentative to any CEEC continuing organization. a 


Important provisions of the Bill, in addition to the 
‘amendments mentioned above, provide thats: 1) the countries 
receiving assistance must enter into bilateral agreements 
with the US; 2) a participant may also be extended aid with- 
‘ out such bilateral agreement but only until June 30, 1948 
and only in the form of a limited number of essential conm- 
modities needed to alleviate hunger and cold and to prevent 
serious economic retrogression; 3) a country may also be ex- 
tended assistance in the form ofall commodities and services 
without such bilateral agreement but only for a period of 
three months from the passage of the Act and only if the par- 
ticipating country signifies its adherence to the purposes 
of the Act, and if it signifies intention to enter into a 
bilateral agreement with the US; 4) the countries adopt meas- 
ures to promote industrial and agricultural production, fis- 
cal and monetary reform, cooperate with other participants 
on exchange of goods and reduction of trade barriers, utilize 
efficiently its assets and assets of its nationals located 
abroac, make available to the US for stockpiling purposes 
certain materials in which we are deficient, establish a spe- 
cial account in local currency, publish and transmit to the 
US reports on the activities and furnish us with.all rele- 
vant information on request, 


Tentative Progrems The Senate Bill has a provision mak- 
ing evailable $1 billion in RFC funds prior to and in antici- 
pation of the actual appropriation. act. . Discussions are 
currently being held in the Department and with other appro- 
priate agencies as to the distribution of this sum for the 
period April-June. Possible allocations have been set up 
' for planning purposes but no figures can be firm, since the 
Administretor has final determination. 


CFEC Convenes In Paris The European countries have not 
been inactive during this period of Congressional debate and 
CEEC recénvened in Paris on Merch 15 to review the activities 
of the past several:months, adopt plens for a continuing CEEC 
- organization and, in general, lay out plans for the future. 





Representatives 
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Representatives of the Department are in Paris to be avail- 
able for consultation. VWe hope that this meeting can be con- 
cluded quickly, with a working group, appointed to draft 
proposals for the continuing organization, for multilateral 
agreements (not explicitly spelled out but generally implied 
in the Senate Bill and thought desirable by us) and to pre- 
pare for the next CEEC meeting sometime in April. 


Views On Continuing Organization Our preliminary views 
are that the continuing organization should have a council 
of national representatives of outstanding ability who would 
not need to meet frequently, plus a strong and active secre- 
tariat under a leading figure--such as Premier Spaak of Bel- 
gium. The US would not be a member, but the special US 
representative in Europe would keep in close contact with 
the organization. The bizonal area of Germany and the French 
zone, as participating countries would be members. The 
powers of the organization would be recommendatory and a 
principal responsibility would be to promote and encourage 
cooperative action and mutual aid, and to check on perform- 
ance of mutual pledges. Care should be taken that the work 
of this new body does not overlap the effective work being 
done by IEFC, ECE’ coal and transport committees and other 
international groups. However, no irrevocable steps should 
be taken which might later prove embarrassing if non-CEEC 
members of these various international organizations attempt 
obstructionist tactics. 


The British have a somewhat different idea as to the 
continuing organization and have presented a memorandum ap- 
proved by the British Cabinet. Most of the functions of the 
organization, they feel, should be hancled by an executive 
committee composed of high-caliber representatives of the 16 
participating countries. In principle, the conference would 
be in continuous session; in practice, it would meet about 
once a month, with current problems handled by a smaller com- 
mittee of five or six representatives who are also the execu- 
tive committee, meeting twice a week. Commodity committees 
would be set-up as required. The chairman of the conference 
(who would also be chairman of the executive committee) would 
be chosen each year with provision for re-election. The 
British object to the idea of a premanent "independent" chair- 
man as being incompatible with the principle of an associa- 
tion of governments working together. The secretariat would 
be an administrative body rather than a policy initiating or 
policy making body, as suggested by the US. British @xperi- 
ence with the ECE has made them rather dubious of. the: advan- 
tages of an operating secretariat, They also doubt that 
qualified personnel would be available for such an operation, 


Every 
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Every six months or so, the Foreign Ministers would meet 
with the conference to review what has taken place. The 
British have no strong feeling on the location of the organi- 
zation and would accept either Paris or Brussels... Fullest 
use should be made of ECE, they feel, so long as obstruction- 
ist tactics are not encountered. 


The French feel it is neither possible nor desirable to 
define exactly what the functions of the organization should 
be as a definition might be too narrow to permit growth and 
development or so broad that the organization would be 
crushed by tasks it is not initially in a position to acconm- 
plish. Primary functions which the organization must assume 
during the first months, the French believe, are: 1) con- 
sultation and discussion with the participating countries on 
all problems connected with the execution of the Program; — 
2) establishment of European programs of production, import, 
export, etc., which will implement.the multilateral agree- 
ment; 3) recommendations to the Administrator on allocations 
of scarce products whenever such allocation is not assured 
by an already existing international organization; 4) a con- 
trol mechanism to follow up the execution of obligations as- 
sumed by the various countries under the multilateral agree- 
meft; 5) drafting of periodic reports; 6) preparation and 
execution of cooperative measures, particularly the develop- 
ment of trade, customs unions, labor exchanges, common 
programs for the development of resources; and 7) study of 
investment programs. The French believe the European or- 
ganization should include an assembly of the participating 
countries which might meet monthly at first, an executive 
body headed by a Director General, and some technical com- 
mittees. The organization should call on existing inter- 
national bodies, particularly ECE, when these are in a posi- 
tion to help. In other cases, such tasks would be delegated 
to specialized bodies functioning under the control of CEEC, 
as for example the multilateral compensation group which 
regularly meets at Basle. (See page 3, December 1, 1947 
issue of Current Economic Developments.) While the continu- 
ing organization should be formed for the duration of the 
plan, the French believe firmly it will become a permanent 
organization. The French, also, support German participa- 
tion in CEEC, 


The Italians reportedly favor a 16-nation working group 
plus zonal representation from Germany and their views with 
respect to a multilateral agreement are the same @s ours. 
They favor an "effective organization". 


The 
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The -Portuguese feel that a western. European group such 


sey 8 envisaged by the Recovery Program is, completely unrealis- 


tic without. the inclusion of Spain, saying that Portuguese 


_ participation is Little more than a gesture in the absence 


of Spain. 


The Benelux countries strongly support the Recovery 
Program but are probably more interested, in the implementa- 


tion of the. recently. signed five-power accord which does 


provide for concrete. econemse cooperation between the five 


countries. 


. ’ : ‘ so 7, 98 of 
y 7 — . ° Be ? ; 
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- SETTLEMENT MADE WITH BELGIUM. . Under an agrecnent: ‘signed 
FOR_ARMED "FORCES" INDEBTEDNES 


0 S. on March 10 with the Belgian 





Government, the’ US will make 
a net payment of approximately $5.8 million in final settle- 


ment for the US Armed Forces indebtedness for procurement 


in Belgium. Two payments totalling about $48.3 million have 
already been made to Belgium on procurement account. 


Terms of the agreement provide that $1.8 million of the 
final settlement figure will be retained by the Army pending 
determinatiofr of a disputed US claim against the Belgian 


- Government for the sale of abandoned material. The agree- 


ment specifically covers’ US Armed Forces procurement in 


Belgium and overseas territories during the period prior 


to September 2, 1945 not eligible for reciprocal aid and 


not included in the. Lend-Lease Settlement, procurement 
from that date-through June 30; 1946, Belgian labor in 


_ Germany through' December 31, 1946, and incident obligations. 
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ror Ee DRAFTS FIVE-YEAR PLAN’ In an effort to meet development 
- ° feeds through its own initiative, 
” - Brazil has for some time been 
engaged in drafting an integrated five-year plan for national 
development known as "SALTE" to cover .the fields of public 
health (Saude), food supply (Alimentacao), transportation 
(Transportes) and power (Energia). The provisional estimate 
of the total cost of the plan is 24 billion cruzeiros ($1,300 
million), of which only approximately 7 billion cruzeiros or 
$350 million is to be incurred in foreign exchange. President 
Dutra had tentatively planned that the proposal would be pre- 
sented to the Brazilian Congress on March 15; however, Embassy 
Rio believes that announcement of the plan may be held back 
pending review by the joint US-Brazilian Technical Mission dur- 
ing its survey cf Brazil's economic resources. 








A sum of 16 billion cruzeiros ($865 million) has been 
proposed for government spending from the over-all cost of the 
program. The balance of 8 billion cruzeiros represents the 
estimated cost to public utility firms of planned expansion 
of their electric power and distribution systems. In addition, 
it is expected that substantial expenditures which cannot be 
forecast in advance will be made by domestic and foreign private 
interests on productive projects which will fit into the general 
plan. According to information obtained by our Embassy, the 
planners are well aware of the necessity of attracting as much 
private foreign capital as possible to carry out the plan. 


As presently outlined, only one-quarter of the planned 
expenditures to be made by the government, or about $200 mil- 
lion will be made in foreign exchange. While a part of the 
exchange requirements could be met out of Brazil's present 
holdings of non-convertible currencies, additional sums might 
have to be borrowed during the initial years of the plan. Bra- 
zilian officials seem confident that any loans to implement the 
development scheme can be paid off relatively quickly by the 
savings in foreign exchange which are anticipated as a result 
of the plan. Total foreign exchange expenditures in connection 
with the utility firms' investment program are estimated at 
approximately $150 million. A major part of the investment 
planned for power projects will be undertaken by the Brazilian 
Traction, Light and Power Company, Ltd. which has applied to 
the International Bank for a loan of $90 million. The bill 
approving the loan request and authorizing government guarantee 
is now before the Brazilian Congress. 


Excluding 
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Excluding imports directly connected with the five-year 
plan, Brazil apparently assumes that normal foreign trade 
throughout the development period will be maintained at or 
above the present level. The Embassy believes that no drastic 
import reduction program is planned but that a selective im- 
port policy may be adopted under which the bulk of imports 
would consist of "essential" items. 
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SURVEYS IN PERU AND BOLIVIA ARE A fact-finding mission from 
BEING MADE BY INTERNATIONAL BANK the International Bank is 
now conducting surveys in 
Peru and Bolivia to determine the present state of development 
and the problems of the Peruvian and Bolivian economies and to 
ascertain the factors affecting continued economic development. 
These surveys were undertaken by the Bank at the request of the 
respective governments and will be completed within a few weeks. 
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WHILE ECOSOC SESSION WAS SUCCESSFUL The UN Economic and Social 
EAST-WEST DIFFERENCES WERE EVIDENT Council completed its sixth 
session at Lake Success 
March 11. Much more evident that at previous ECOSOC sessions 
was the cleavage between the East and West, with sharp exchanges 
and heated controversies on many of the matters coming up for 
discussion. The 45-point agenda made for an excessively heavy 
work load and tended to limit the amount of attention given to 
the items of principal importance. Emphasis was on economic 
rather than social qtiestions and the latter may occupy the lime- 
light at the next session which is scheduled for July 10 in 
Geneva. In spite of procedural snarls and tangles, the accom- 
plishments of the sixth session were probably greater than those 
of previous sessions. Highlights were the world economic report 
and coordination of the work of the subsidiary international 
organizations. 





Regional 
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_ Rakione) Commissions An Economic Commission for Latin 
Amerie: (ECLA) was established, the third such organization 
to be set up. It will initiate measures for raising the 
level of Latin American economic activity; undertake or spon- 
sor studies of technological problems and economic develop- 
ment; evaluate and disseminate statistical information; and 
recommend measures for technical help to the countries con- 
cerned. Headquarters will be set up in Santiago, Chile, 
where the first meeting will be held in June. The final 
vote was 14-0, with the US, Canada, the USSR and Byelorussia 
abstaining. We abstained on the theory that it would be 
wise to consider the matter at the Bogota Conference before 
determining the scope of the organization. We are also con- 
cerned, in spite of attempts to eliminate them, about the 
apparent duplication between the functions of this organization 
and the already established Economic and Social Council of 
the Pan American Union. The US position toward the organiza- 
tion, since it has been established, is now being formulated. 
Canadian abstention resulted from its general position of 
skepticism with regard to regional organizations. The USSR 
had been in favor of a commission for Latin America, stating 
that these countries should be allowed to develop free of 
. the US and its dollar diplomacy. The Soviet Union had, as a 
result, received a very friendly press in the Latin American 
countries in this regard. However, the USSR then bid for 
membership in the Commission, based on its role in helping 
settle international economic problems and maintaining that 
it had the same right to membership in a Latin American Com- 
mission that the US had to membership in the Economic Commis- 
sion for Europe. Soviet membership was turned down, and, as 
a result, the USSR abstained from approving the establishment 
of the Commission when the final vote was taken. 


An ad hoc committee was set up to study factors bearing 
upon the proposed creation of an Economic Commission for the 
Middle East. The ad hoc committee consists of China, France, 
Lebanon, Turkey, the USSR, US, UK, and Venezuela, with in- 
vitations to full participation for Egypt, Iran and Iraq, 
which are not members of ECOSOC. The Soviet Union proposed 
to exclude Turkey from the Committee on the basis that Turkey 
was a member of ECE. Turkey, claiming she had interests in 
both Europe and Asia, then proposed that the USSR be excluded, 
Turkey withdrew the counterproposal, however, after the Coun- 
‘cil rejected the Soviet motion. The question of establishing 
a Commission in the Middle East is a touchy one, because of 
the political situation. Our position with regard to it will 
now have to be more definitely formulated. Presently, we do 
not desire membership on such a commission but, if the USSR 
becomes a member, we may feel that it would be to our advantage 
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to be included. One of the chief problems to be considered 
is that of the probable dominance of the Arab League. in 
addition, it is not clear what can be accomplished in this 
area on a purely regional basis. 


. The interim report of the Economic Sennt ceten for Sasene 
was submitted by Executive Secretary Myrdal and not by the 
Commission itself, therefore ECOSOC merely noted it and de- 
cided to send ECE an abstract of the comments by its members. 
The UK representative said he believed ECE could serve as a 
bridge between Eastern and Western Europe. The Soviet repre- 
sentative confined most of his criticisms to the fact that 
ECE had entered into provisional arrangements with the US and 
UK .occupation authorities in Germany. He insisted that any 
contacts with Germany should take place through the Allied 
Council and protested action that would tend to promote the 
policies of one or some of the four occupying powers. He 
also objected to recommendations by ‘the Committees on Indus- 
try and Materials and on Electric Power, charging they inter- 
fered with internal affairs of sovereign states as well as 
with the occupation authorities in Germany and Austria. He 
expresssed his support of bilateral trade agreements which 
had been criticized indirectly in Myrdal's report. The 
Soviet Union has taken part in ECE Commission meetings al- 
though it has not participated in the numerous committees and 
work groups established by the Commission. Most of the coun- 
tries in the Soviet bloc, however, are taking part in the 
Commission's work. The US delegate replied to the criticism 
on the arrangements with Germany by pointing out that an at- 
tempt had been made by the ECE to have "limited liaison" 
with the AC in Germany, but when that effort failed ECE felt 
it was necessary to make provisional arrangements with indi- 
vidual occupation authorities. If Germany were an economic 
unit, he said, there would be no question of the need for 
relations with AC. He added that bilateral trade agreements 
were: not "wholly ideal," 


The Council also considered a report by the Economic 
Commission for Asia and the Far East. The British represen- 
tative said it was too early to anticipate positive re 
sults from the Commission because it was not fully organized 
until last fall. New Zealand was approved for full member- 
ship in the Commission and this revived a long-standing fight 
by the USSR for participation by nonself-governing territories. 
ECOSOC requested a preliminary Secretariat study of ECAFE's 
recommendation that a bureau of flood control be be eaneay shed 
for Asia and the Far East. 


World — 
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survey-undertaken by the organization's economic affairs de- 
partment. The report analyzed conditions between 1945 and 
1947 and was not altogether friendly to the US, pointing out 
the shortcomings of this country and, in some cases, burying 
US accomplishments in footnotes. It was, however, a helpful 
document and the ensuing discussions revealed the jealousies 
that exist against the US because of our superior economic - 
position and revealed, as well, a general uneasiness for 
fear there might be a collapse in the US economy which would 
have worldwide repercussions. 


The Soviets submitted a lengthy report in Russian which 
was a commentary on the survey and which lauded the economies 
of the "new democracies" of Eastern Europe and belabored the 
"expansionism of the Marshall Plan". In a broad attack 
against the US, the Soviets accused us of violating the Pots- 
dam and Yalta treaties, The Russian report gave the percent- 
ages of Soviet advancement domestically, but included no 
statement of tonnages or other bases for comparison with 
other economies, 


A second economic survey, reporting on conditions in 
underdeveloped countries, was presented to the Council by 
the economic affairs department. This report stressed the 
trend toward nationalization throughout the world. While i 
statistically dismal about most of the regions surveyed, the 
report presented a comparatively bright picture of the long- 
range economic aims and the preliminary results in Argentina, 
Yugoslavia and, to a lesser extent, India and Pakistan. 
Among the common elements to be @iscerned behind the diversity 
of problems, the report pointed cut, is the awareness of 
governments that it is their responsibility to create a cli- 
mate designed to assist economic development. The report was 
prefaced with a strong note of caution "not to overrate the 
progress that has been achieved" in the direction of govern- 
mental programs of a coordinated nature. It was reported 
that some of the ambitious Five-Year and Seven-Year Plans 
have had to be deferred in the main until problems of a more 
pressing nature were solved. 


ECOSOC Did Not Consider Yugoslav Gold Question The 
Council supported 14-3 the report of the Economic Committee 
that it was not competent to deal with the substance of the 
matter concerning Yugoslav gold reserves blocked in the US. 
Yugoslavia had asked ECOSOC to consider its demand for re- 
lease of Yugoslav gold blocked in the US. Our position was 
that ECOSOC was not competent to consider the question and 
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our delegate pointed out that US nationals had claims against 
Yugoslavia and that, in addition, the US claimed compensation 
for two. US airplanes shot down by Yugoslavia in August 1946, 
It was pointed out that Yugoslavia has not settled its lend- 
lease account with the US. Mention was made of US contribu- 
tion to Yugoslavia through UNRRA aid. The Committee's deci- 
sion was based on the view that it couldn't consider the item 
of Yugoslav gold without going into all the other claims and 
counterclaims and that this became a juridical question and 
hence was outside the competence of the organization. The 
resolution expressed the hope that the US and Yugoslavia would 
settle the dispute as soon as possible. , 


7 FAO Report 0n World Food Crisis Considered An FAO memo- 
randum to ECOSOC urged a "sustained campaign to increase food 
production," predicting that the best possible harvests dur- 
ing the next two years would only ameliorate the world food 
erisis and that "sub-acute" food shortage must be expected 
for a number of years. - The Council referred to its Economic 
Committee a French resolution which would request member 
nations to examine the report on the measures each could take 
to ease the food shortage; invite regional economic commis- 
sions to join with FAO in the study of measures to increase 
production and reduce bottlenecks; invite the Economic and 
Employment Commission, with FAO, to report on contemplated 
measures at ECOSOC's next session; and request the UN Secre- 
tarlat to coordinate these various plans. 


- Social Measures ECOSOC acted on a number of recommenda- 
tions from the Social Committee. Unanimously adopted was a 
resolution establishing an ad hoc committee to prepare the 
draft convention on genocide. Approved also was a recommenda- 
tion which would ask countries to take steps to equalize pay 
for equal work for men and women workers and the ILO to con- 
tinue its activities in this field. The reports on the | 
Children's Fund and the UN appeal for children were approved. 
A resolution was adopted directing the Social Committee to 
give priority to child welfare and requesting the Secretary- 
General to prepare a specific account of child refugees. A 
Soviet amendment recommending urgént measures by the appro- 
priate governments and IRO to return youthful war victims to 
their. homelands was defeated. 


Also adopted were Social Committee drafts on advisory 
social welfare services, social pro »lems in under-developed 
areas, housing and town and country planning, the Population 
Commission's Report and the Human Rights Commission!s. items f 
on communications, freedom of imformation and prevention of 
discrimination, the latter requesting the Secretary-General 
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to orgenize studies to determine the main types of discrimina- 
tion arid their causes and to keep in mind the desirability 

of formalating effective educational programs. Five resolu- 
tions Were adopted based on the Status of Women Commission's 
recomuendations. There was some debate on the resolution on 
women's political equality and a number of paragraphs were 
deleted so delegates could discuss them along with the re- 
port as a whole at the next session. Resolutions on educa- 
tional opportunities and a bill of rights were passed. 


Organizational Matters The Council's Committee on Nego- 
tiations with Inter-Governmental Agencies was empowered to 
enter into negotiations at the proper time with four agencies-- 
IRO, or its Preparatory Commission; ITO or its Interim Commis- 
sion; Intergovernmental Maritime Organization; and the World 
Meteorological Organization. The USSR raised strong objec- 
tions to any relationship with IRO, saying it was "short-lived 
and created principally for the purpose of recruiting cheap 
labor." The US delegate declared since the General Assembly 
had approved such a relationship, ECOSOC could not make a de- 
clsion to the contrary bout the Soviet anc Polish delegates 
said they would not support relations with the organization 
because they "did not agree" with the GA action. 


Considerable wrangling took place as to election of mem- 
bers for various committees, with the USSR accusing the UK 
and US of violating the principles of equal geographical dis- 
tribution and supporting candidacies for purely political 
reasons. It was charged, specifically, that Poland was being 
pushed out of certain organs of the Council. This brought a 
US retort that by the USSR's "strange arithmetic" one-sixth 
of the members of the Council should be entitled to one-half 
of the elective seats on the agenda committee. 


At the very close of the session there was a sharply- 
worded attack by the Soviet delegate on the US in connection 
with election of three experts to the proposed joint economic 
board which is to seek an economic union between the proposed 
Jewish and Areb states in Palestine. The Council voted to 
postpone elections as "premature", in spite of strong Soviet, 
Polish and Byelorussian support, and the matter will be con- 
sidered at the next session. The Soviet delegate charged the 
US had made ambiguous statements with regard to its Palestine 
policy and accused us of yielding to the pressures of American 
oil interests. 


Other items postponed to the next session include an AFL 
proposal on forced labor; the question of research laborator- 
ies; the Secretary-General's note on implementation of eco- 
nomic and social recommendations; and a WFTU resolution con- 
demning the action of Greek trade unions. 

* * * 
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RESOLUTION FOR US PARTICIPATION IN On March 12, 1948, the 
WORLD HEALTH ORGANIZATION IS TABLED Rules Committee of the 
House of Representatives 
tabled the Joint Congressional Resolution providing for US : 
acceptance of the Constitution of the World Heaith Organiza- 
tion (WHO), thereby preventing its consideration on the floor 
of the House. The Senate had adopted the Resolution unani- 
mously on July 7, 1947 and the Foreign Affairs Committee of . 

_ the House had reported the Resolution out, with a unanimously 
favorable recommendation, on July 17, 1947, | 





ase 


_ The Constitution of the WHO, adopted by the Interriational 
Health Conference. which met in New York June 19-July 22, 1946, 
was signed by representatives of 61 states at the end of the 
conference. Since then 30 states have deposited instruments 
of ratification, including 22 members of the United Nations 
and 8 non-members. The Constitution will come into force by 
acceptance of 26 members of the United Nations. 


In anticipation of early acceptance by the poessette - 
number of states, the WHO Interim Commission scheduled the 
first meeting of the World Health Assembly, which is the -general 
conference of the WHO, for June 24, 1948. Since it is known © 
that the legislative processes have been completed in at least 
four other countries which have not yet deposited their in- 
‘struments of acreptance, it is expected that the Constitution 
will come into force in the near future end that the World 
Health Assembly will be held in June as scheduled. Unless 
Congress adopts the Joint Resolution prior to the meeting of 
the Assembly, the US will not be a member of the WHO and will 
attend the World Health Assembly only as an observer. The US 
has joined all other specialized agencies of the United Nations 
which have been formed to date. 


DECLASSIFIED FOR PUBLICATION IN FOREIGN! 4 
RELATIONS OF THE UNITED STATES * ged 4 


a, UNCLASSIFIED 














ISSUE NO. 143 
March 22, 1948 | 


SECRET 


CURENT ECONOMIC 
DEVELOPMENTS 


POLICY INFORMATION COMMITTEE 
DEPARTMENT OF STATE 





DECLASSIFIED FOR PUBLICATION IN FOREIGN 
» RELATIONS OF THE UNITED STATES 














Pee 

ALeL ys 

This weekly publication is designed to highlight developments in the eco- 

nomic divisions of the Department of State, and to indicate the economic prob- 

lems which are currently receiving attention in the Department. It is suggested 

that copies be retained on file, as reference will sometimes be made to previously 
reported items to avoid repetition. 


Document Security Instructions 


This document should be treated in accordance with current instructions 
regarding security measures for SECRET material. Extreme care should be ex- 
ercised to avoid public or private discussion of the information herein with or in 
the presence or hearing of any person not authorized to have knowledge thereof. 
For general purposes all Foreign Service Officers and other responsible economic 
officers are authorized to have knowledge of the contents of this document, 
responsibility for the safekeeping of which will be assumed by each recipient 
thereof. It may be retained in protected files or, at the discretion of the recipient 
destroyed by burning. If not personally disposed of by the recipient, he will 
assure himself that it is burned in the manner prescribed for SECRET material. 
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US_ POSITION GIVEN ON ECONOMIC .- US comments and proposed 
S AT BOGOTA C _.  @hanges in the Draft Basic 
. ., Inter-American Economic 
Agreement, to be considered at. the Ninth International Con- 
ference of American States at Bogota March 30,. have been ap- 
proved by the Executive Committee on Economic Foreign Policy. 


The draft agreement was prepared by the Economic and 
Social Council of the Pan American Union as a working docu- 
ment for the conference and has been sent to the governments 
for their consideration in advance of the conference. It was 
released in February and at that time it was pointed out that 
the draft did not commit any government in any way with re- 
spect to the. position which it might take at Bogota. 


From our standpoint certain provisions in the draft are 
entirely unacceptable. A number of assurances which we con- 
sider essential are omitted entirely. The tone of the draft 
implies an obligation upon the US to be responsible for Latin 
American economic well-being; at only one point is there spe- 
cific recognition that obligations must be reciprocal and 
that measures of self-help as well as foreign assistance must 
be employed. Generally, we feel, the draft is rather heavily 
weighted in favor of Latin American ideas. It overemphasizes 
industrialization as the principal road to economic develop- 
ment and general welfare. It leans heavily on government 
financing as a means of achieving such industrialization, and 
plays down the importance of private investment. It stresses 
the obligations of private investors and minimizes their 
rights. It makes private enterprise subject to local law 
without regard for international standards and obligations. 
It countenances discriminations for reasons of public inter- 
est without providing offsetting guarantees of just treatment. 


The changes to be proposed: by the US are designed to 
correct these shortcomings. In the generel statement of prin- 
ciples we have suggested a wording which would de-emphasize 
industrialization and have recommended as essential a change 
which would prevent internationally accepted standards from 
being rendered ineffective by local law, 


Private Investment The most difficult negotiations will 
probably be encountered with regard to private investment. 
We feel that the present draft agreement is more likely to 
discourage than encourgge private investments. It lacks some 
of the assurances of fair treatment that are viewed by 
American business interests as fundamental; moreover, some 
of the assurances that are included are so subject to quali- 
fications and exceptions as to be almost meaningless. It 
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does not emphasize the predominance of. the role that private 
investment must, of necessity, exercise in any large-scale 
economic development ,. and. it ‘is one-sided in. that. it. puts. 
most of the duties and obligations ‘on. the private. inwadtor *-. 
while conferring most. of; the; rights | and privileges on the ~ 
countries ‘receiving the. investment. 1 Negotiations on -this 
chapter” wil} be difficult because the> conditions we’ warit es- 
tablished for a favorable investment climate may seem to im- 
ply’ a limitation on national sovereignty, are unpopular in 
many, of the countries and are the: most; difficult poritigediy 


ad r 


for the governments of these. countries ‘to ‘accept. 


It is, altogether probable that the negotiability of this 
chapter. in a form that will stimlate private’investment  ~— 
while giving an.impetus to, the liberal multilateral commer- 
cial policies desired by the US will depend upon whether or - 
not we can offer a positive and sufficient program of assist- 
ance at Bogota. It will be our firm position ‘that no provi- 
sions should be accepted which offer less than. the provisions 
on private investments in the ITO Charter. -Rather than ac- 
cept unsatisfactory. provisions in this regard,: we: would ‘pre- 
fer. to see the entire chapter ond tted or see it ‘Yeplaced a 
a short. general chapter. 


dae The Latin American nations have sought. US ncountiines of 
the principle. that income may be taxed only in the country in 
which it is produced... After.careful study, it has = been de- 
cided.we cannot accept. ‘this principle, There is:agreement, 
however, on the usefulness of tax incentives as a means of 
stimulating the. flow of private investments abroad. At Bogota 
wé will express-our ;interest in encouraging such aiflow' to 
the other American Republics and we will suggest.a géneral © 
undertaking in the agreement which wilt provide that each : 
government, within the framework of its own institutions, 
wi Il seek ‘to liberalize its tax laws as they apply to foreign 
income without creating international avenues for tax avoid- 
ance. jie will support a statement saying that each govern- 
ment will seek speedy consummation ‘of bilateral tax agreements 
to prevent double taxation. | Specifically, we will announce 
that we are prepared to recommend to Congress the liberaliz-. — 
ing of . the provisions. of the Federal tax system. relating tos 
a) taxation of profits of foreign branches. of- domestic cor 
porations; b) deduction of foreign losses from income derived 
within the US; c), limitations on foreign-tax credits; a) ex- 
emption of the earned income of US citizefis resident ‘abroad : 
and e), doubly, tazation ( of ne estates of US citizens. 
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, pqimbstaovermnental F’panctal cooperation The Latin 
Ameti¢dn governments have indicated a desire for commitments 
from the US on extension of currency stabilization loans, 
loans for economic development, anc dollar loans for cover- 
ing expenditures in local currencies. On these points we 
are prepared to agree in principle thet in appropriate cases 
we will extend currency stabilization loans; we will also 
agree.in appropriate cases to continue to extend medium and 
long-term governmental credits for economic development; and 
we will agree, in exceptional cases, to make credits avail- 
able to meet expenditures in local currency. However, we 
want the economic agreement to contain an obligation on the 
borrowing country to utilize self-help measures before seek- 
ing loans abroad. We hope that the commitment in general 
terms to extend governmental credit on a case-by-case basis, 
together with the fact that we propose to ask for an increase 
of $500 million in the lending authority of the Eximbank (see 
page 7, March 1, 1948 issue of Current Economic Developments) 
will be enough to satisfy the needs of Latin America for US 
loans for some time to come. 


Technical Cooperation For Eccnomic Development The 
chief change which we will suggest with regard to technical 
cooperation is that, instead of providing for a "special 
organism of an executive and permanent character" being 
created, as the draft agreement suggests, the Economic and 
Social Council shall have at its disposal an edequate and 
permanent staff within the Pan American Union Secretariat. 

We are generally opposed to the creation of new international 
bodies except where absolutely essential and we believe, in 
this case, a well-staffed technical unit would serve the pur- 
pose, 





Cooperation For Industrialization We would prefer to have 
this chapter eliminated altogether from the economic agree- 
ment. If that cannot be donc, we will suggest a revision 
which will assure "equitable" but not "non-discriminatory" 
treatment in the distribution of articles subject to export 

- control. The draft agreement, which calls for non-discrimina- 
tory treatment, is aimed at assuring that Latin American in- 
dustrialization will not be sacrified to the European Recovery 
Program in competition for US machinery, equipment, goods, 
raw materials, and means of transport required for indus- 

. trialization or development and exploitation of natural re- 
sources, 
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‘Maritime Transportation While most of the eee of 

this chapter in the draft agreement provide for non-discrimi- 
nation, the final article states that the provisions do not 
- imply a limitation on discriminatory measures the Ameriéan 
Governments have adopt * to assist their merchant marines 
and to benefit commerciai transport of the Hemisphere, on 
the understanding that the measures would not signify restric- 
tions on competition but merely subsidies for development of 
‘fleets. We consider the deletion of this article essential 
-as it appears to make an exception of all present discrimina- 
tory practices and to nullify the other provisions of the- 
chapter, 


‘ Inter-American Travel We will try to remove the dis- 
. tinction in the present draft on conditions of entry between 
tourists and business travellers. 


-. »:Coetdination with UN Economic pieniisatbene We will 
vingett new language in the draft agreement aimed at prevent- 
ing duplication between the ECOSOC of the Pan American Union 
and the newly established Economic Comrission for Latin 


America and other international organizations. 





Commercial Policy ‘The draft agreement has so. far had 
no chapter on commercial policy, pending the outcome of the 
Habana Conference. ‘Our delegetion will suggest that.a chap- 
ter be included which bite of course, be based upon the ITO 
Charter, | | 


Inter-American Financial Institution Or Development _ 
Corporation Our delegation will oppose any proposal which 
may be made at the conference to set up a new inter-American 
intergovernmental financial institution. While Such an in- 
stitution is not provided for-in the draft economic agree- 
ment, there may be strong pressures from some quarters for 
it. "the National Advisory Council has recommended against 
it, believing in general there are strong arguments against 
the multiplication of international financial organizations. 
There has also been discussion of an Inter-American Develop- 
ment Corporation. After due consideration, the US has de- 
cided. to oppose it, on the theory that the arrangements for 
a staff for technical cooperation and the case-by-case con= 
sideration of loans by the Eximbank and International Bank 
for. Reconstruction and Development, or by private interests, ‘ 
will adequately fill this need. 








Petroleum 
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The US will refrain from taking the initia- 
tive 4m, introducing the subject of petroleum at Bogota. We 
are dseply concerned with this matter and want to encourage 
the development of indigenous petroleum resources. In this 
regard we queried our missions about’ the advisability of 
holding bilateral ciscussions and received favorable replies 
from Argentina, Colombia, Paraguay and Mexico. Discussions 
are under way in Mexico and the outlook is rather hopeful 
“or the re-entry of private US oil companies in the develop- 
ment of Mexican petroleum. The Mexicans have indicated very 
strongly that they believe the subject should not be brought 
up at Bogota but that bilateral discussions should continue. 
Embassy Mexico City believes that a discussion at Bogota 
might jeopardize the progress we have made in bilateral dis- 
cussions. For that reason we will not raise the subject, 
but if it is raised we will be prepared to discuss it and 
actively support the adoption of a resolution which would 
look toward immediate efficient development of indigenous 
petroleum resources in order that such resources may be 
readily available for the most effective maintenance of the 
security of the Western Hemisphere. However, we will make 
it clear that the US does not contemplate, under any circum- 
stances, making governmental loans for oil development. We 
have not made any petroleum loans and any intimation that 
governmental loans might be made would jeopardize the expan- 
sion of private oil development. Emphasis should be placed 
on the contribution that private foreign capital, which is 
available, can make in oil development. Regarding materials 
from the US for oil development, our position is that export 
licenses will be issued to Latin American countries for the 
maximum possible quantities consistent with US national in- 
terest where such materials have been or can be acquired 
without priority assistance. No indication will be given, 
however, that US priority authority would be used to assist 
countries in purchasing such materials. 


Latin America And The Recovery Program The US delega- 
tion plans to propose a resolution early in the conference 
aimed at obtaining the cooperation of Letin American coun- 
tries in the European Recovery Program. Political aspects of 
such cooperation will be particularly stressed. 
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US WILL SUPPORT INTERNATIONAL BANK By recommendation of 
LOANS T0 CHILE TOTALING $16 MILLION -the.Notional. Advisory 
die eae 9 | mene Council on March 18, 
approval was given to the US Executive Director to. consider 
credits of approximately $16 million for the Chilean Corpora- 
cion de Fomento de la Produccion in the Board of Directors 
of. the International Bank. If approved by the International 
Bank, the credits will be used for foreign currency expendi- 
tures needed for the purchase of equipment for two hydro- 
electric plants, for construction equipment for secondary 
distribution and irrigation facilities, for two additional 
generating units in existing power plants and for agricul- 
tural machinery. All local currency expenditures necessary 
‘for the completion of these projects will. be financed by 
Chile, and the dollar credits will be guaranteed by the 
Chilean Government. 





_ The. original application of the Fomento Corporation, to 
the International Bank in September 1946 requested credits. 
totaling $40 million to finance electric power plants, forest 
industries, transportation projects, port mechanization, and 
railway-electrification projects. The Bank delayed action 
on this request pending studies of the general economic and 
financial situation of Chile, appraisal of the significance 
of the draft Chilean-Argentine commercial agreement: of Decem- 
ber 1946, and clarification of the situation with respect to 
US-owned copper mines, 


| The International Bank is continuing its study of the 
‘remaining projects includec in the Chilean application. It 
is not certain’at this time: whether they will be recommended 
for action in:whole or part, or whether other projects will 
be developed, | 


SOVIETS OBJECT TO POST- .§ The Soviets have rejected our re- 

PONING DANUBE CONFERENCE quest for pestponing the convening 

of a Danube Conference, claiming 

that early settlement of question on navigation has serious 
importance for the Danubian countries. (See page 4, March l, 

1948 issue of Current Economic Developments.) Their reply ‘ 
to eur note of February 27 proposed that a conference should 

be called, in Belgrade, to draw up a new Danube convention 

within the shortest possible time and in any event not later 4 
than April or May of this year. The UK and French replied 

earlier accepting our proposal for extension through the end 


of 
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of this year of ‘the paPod (ae nd iaur -which the caqnfer= 
ence | 1t be called. We- shave ‘iréuldted copies of each of 
the replies to the four: governtiont i indicating that our com- 
ments will follow shortly. A réeximetion of our objectives 
concerning the Danube and of possible tactics for a confer- 
ence is under way within the Department. 


“—— «<< 


* re 





MIDDLE BAST OIL PROBLEMS In the light of events in the last 

ARE UNDER CONSIDERATION several weeks, Secretary of De- 
fense Forrestal:has asked the 
Joint Chiefs of Staff for a decision on whether it is more 
desirable to employ a pipeline or tankers to carry oil from 
Saudi Arabia to the Mediterranean, This wes revealed in 
testimony before the Senate Small Business Subcommittee, 
which is attempting to determine whether it is advisable to 
continue shipping steel to build pipelines in Saudi Arabia. 
The decision last fall to export 305,000 tons of steel to. 
construct the Trans-Arabian pipeline was approved in princi-~ 
ple by the executive departments of the US Government which 
were and are concerned with the necessity of constructing 

the lime to meet the growing oil requirements of the world. 
Pending completion of the military study, the Commerce De- 
partment has egreed not to grant export quotes for the second ~ 
quarter of the year. 








The Arabian American 011 Company (ARAMCO) which is con- 
structing the Trans-Arabian pipeline (Tapline) has revised 
its plans so that, if conditions necessitate, it can provide 
an aiternate outlet for the oil in the Persian Gulf. It was 
originally planned that the pipeline, with a capacity of 
300 ,Q00 to 450,000 barrels a day, be constructed from Saudi 
Arabia (see page 1, January 6, 1947 issue of Current Economic 
Developments) to a Mediterranean terminus in Lebanon. ARAMCO 
has gone ahead with Tapline as planned and is proceeding with 
construction of the line in eastern Saudi Arabia this winter. 





-....Last month the Arab League passed a resolution stating 
that until the Palestine situation is clarified and until it 
is clear that force in any form by the US or UN will not be 
used against the Arabs to implement partition, no new conces- 
sions would-be granted by the Arab countries. It is under- 
stood by our Petroleum Attache in Cairo that this resolution 
refers to pipeline transit agreements rather than oil conces- 
sions. The resolution affects pipelines with a total poten- 
tial capacity of a minimum of one million barrels per day. 


Although 
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Although this decision officialiy prevents Tapline from get- 
ting Syrian ratification of the transit agreement and removes 
the opportunity for gaining an alternative route, an official 
of the Economic Committee of the League believes Tapline can 
proceed with present. plans to continte:construction since he 
is conficent that by the time the line reaches the Sandi. 
Arabian border the Palestine-situation will be well in hand 
and the above resolution canceled. 


US_0il1 Industry Demands For Steel According to the 
National Petroleum Council, the US petroleum industry (includes 
companies with 50 percent or larger American. interest) will 
need 13,857,100 tons of steel for its operations in this 
country during the 18-month period from April 1, 1948 to Sep- 
tember 30, 1949, and an additional 1,714,400 tons will be 
needed for the industry's activities abroad. Secretary 
Forrestal pointed out that even if it were decided to halt 
steel exports to the Middle East, there is no guarantee that 
the steel saved could be more effectively used in this coun- 
try to build up oil production since there are no government 
controls over domestic use of steel. US oil consumption in 
1946 was 5,321,000 barrels a aft and according to Interior” 
Department estimates it will be 6,250,000 barrels a day _ 
year, 6,550,000 next:year and 6 ,800, 000 daily in 1950. 
meet their share of the national demand, US producers =. 
drill 37,600 new wells this year--approximately 2,500 more 
than in 1937, the year of greatest drilling to date. 





REPLY TO UK ON RETURN OF LEND- In view of the reinstatement 
LEASE VESSELS WILL BE DELAYED of foreign ship charter pro- 
visions in the European 
Recovery Program legislation by the House Foreign Affairs 
Committee this past week, we are withholding a formal reply 
to the ,UK request for extension of charter arrangements for 
approximately 40 lend-lease vessels. These vessels are 
scheduled for redelivery to the Maritime Commission by 

March 31 under settlement terms of the Land Leathers Agree- 
ment resolved in March 1947. In requesting this extension 
the UK pointed out that if European Recovery Program legisla- 
tion permits charter of vessels to participating countries 
there will be considerable costs and disruption of shipping ; 
services resulting from redelivery of, these vessels as . 
scheduled and then retransferring them under the Administra- 
tor's-authority a short time later, since they will —_— 

be used for carriage of eo cargo. . 
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w@fter a consideration of the legal aspects of the pro- 
pe. Congressional clearance in relation to recent 

mod tion of the Ship Salés Act of 1946;:which prohibits 
further sale or charter of ships to foreign applicants, and 
current discussion of foreign charters under the proposed 
European Recovery Program legislation, the Department infor- 
mally indicated it: would not be possible to extend the agree- 
ment, that the vessels now ready for leading in US ports 
should be redelivered immediately and those abroad be rede- 
livered as soon as possible without engaging in: further voy- 
ages. Pending formal notice nothing will be done to. prejudice 
the position of any of the vessels which would in any way de- 
fer their redelivery and the UK will procéed to notify the 
Maritime Commission of their redelivery schedule, thereby 
confirming their intent to carry out the terms of the agree- 
ment. 






IRAQ ASKS FOR US EXPERTS ON Following consultations by the 
DEVELOPMENT PLANNING BOARD Department with other interested 
agencies of the government 
through the Cabinet Food Committee,-the US is prepared to 
consider, at the request of the Iraq Government, the nomina- 
tion of American experts to serve on a proposed Iraq Develop- 
ment Planning Board. Our representative in Baghdad will 
inform the Iraq Government of the US decision only after the 
matter has been discussed with the British, who may wish to 
take similar action at the same time. This procedure is con- 
sidered advisable in view of the desire of the Iraq Govern- 
ment for Anglo-American collaboration on its development 
plans, and on the basis of US-UK informal agreement to work 
ns te for economic and social advancement of the Middle 
ast, 





The development plan proposed by Iraq is centeréd on’ 
irrigation and other agricultural projects in the valley of 
the Tigris and Euphrates Rivers and is designed to expand 
food production, control floods, and in other ways contribute 
to improvement in the standard of living of the people of 
Iraq. (See page 9, November 17, 1947 issue of Current Eco- 
nomic Developments.) Last November this project was discus- 
sed at some length by Iraqi representatives with Deparvment 
and International Bank officials, particularly in regard to 
the establishment of a planning board with participation by 
British, American and International Bank experts. The 
International Bank later declined participation on such a 
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board,~inasmuch as decisions of the group might involve a 
request for an International Bank loan, but the Bank offered 
to send staff members to consult with the proposed Board 
from time to time. 


Depending upon the kind of specific help Iraq will re- 
quest, the US might cooperate with Iraq on development plans 
through nominating experts to the planning board and/or 
through appropriate international agencies such as the Food . 
and Agriculture Organization. It will be understood that 
American participation will not imply advance US approval 
of the plans or program which the Board might evolve. Fur- 
thermore, US support for any loan application which Iraq 
might make in this connection to the International Bank would ° 
be contingent upon our approval of the technical and finan- 
cial details of plans presented. 


SECRET 
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RESTRICTED 


SUSPENSION OF COAL EXPORT LICENSES As a result of the stop- 
AUTHORIZED BY US COAL COMMITTEE page -of coal production, 
the US Coal Committee 
an March 17 took the following action with respect to bitumi- 
nous coals 1) all outstanding licenses for March will be 
suspended March 22; 2) licenses will be revalidated for coal ' 
in port or in transit at that time; 3) provision was made to 
enable the Department of Commerce to -license coal for export 
in hardship cases; and 4) it was decided to postpone issuance 
of licenses for A,ril and to reconsider the April export 
policy as well as the March export program after cessation 
of the work stoppage. The Committee's decision merely recog- 
nizes the existing situation--since production of newly mined 
coal is negligible, claimant countries would have had no op- 
portunity to ship any coal over and above the 600,000 to 
800,000 tons already in port or in transit. | 


RESTRICTED 
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nomic divisions of the Department of State, and to indicate the economic prob- 
lems which are currently receiving attention in the Department. It is suggested 
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TRADE rae BLOC The extent to Which measures of eco-. 
TO STRI _ ‘nomic pressure: should be applied | 
‘ ', against the Soviet bloc in further-- 
ance of US national interests and with regard to the European 
Recovery Program has been receiving a great deal of considera- 


tion within the Department and the Administration.: 


Application Of GATT Vis-a-Vis Czechoslovakia A decision 
was reached last week not to issue a proclamation giving ef- 
fect to concessions negotiated under the General Agreement on 
Tariffs and Trade (GATT) which are of special interest to 
‘ Czechoslovakia. Czechoslovakia has signed the protocol pro- 
visionally applying the General Agreement, effective April 21, 
giving rise to the need for us to take affirmative or negative 
action. We are convinced that under the new Czech regime 
benefits contemplated under GATT from Czech accession will 
not accrue to the US and probably not to other parties and 
that much adverse political capital will be made by European 
Communists if the US now proceeds to give effect to-the Gen- 
eral Agreement vis-a-vis Czechoslovakia. 





At the time the General Agreement was negotiated in 
Geneva we hoped that Czechoslovakia would become a bridge for 
increased trade and better understanding between the West and 
‘the East. We believed that the Czech Government would carry 
out its obligations in reducing trade barriers and eliminating 
discrimination in international trade, and that this would 
justify corresponding obligations assumed by the US. We con- 
sider that this situation has been changed by the assumption 
of power by the Communist Party whose open attitude is rejec- 
tion of cooperation in European and world recovery and opposi- 
tion to our system of trade and government. We are, therefore, 
informing the countries which have made the General Agreement 
effective that we propose immediately to seek a waiver of our 
GATT obligations to Czechoslovakia, We prefer that orderly 
and concerted acticn be taken under the terms of GATT. If, 
however, a majority of the contracting parties are unwilling 
to give the US a waiver of its obligations, we intend to take 
unilateral action. Although we are not pressing other con- 
tracting parties to seek similar waivers of their obligations 
to Czechoslovakia, we would welcome such support. We have 
pointed out that US promulgation of the prociamation applying 
‘GATT to Czechoslovakia at this particular time might have a 
severe adverse effect on public opinion in the US and on 
~ chances for speedy European Recovery legislation. 


Export License Procedures There have been increasing 
public and Congressional demands that exports of heavy indus- 
trial-equipment to the USSR be halted. Two amendments have 
been incorporated to the House version of Recovery Program 
legislation, one providing for Recovery Program authority. to 
ban shipments to. eastern Europe, one prohibiting. amaen$ types 
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of exports from the participating countries to eastern -Europe. 
The Department is opposing the amendment which would in effect 
prevent the development of East-West trade in Europe upon which 
the Recovery Program is partially predicated. The other amend- 
ment would appear to create a jurisdictional problem between the 
Administrator of the program and Commerce, 


Since March 1, when the export procedure requiring individ- 
ual licenses for all European shipments became effective, all 
exports to the USSR and its satellites have been screened by a 
special advisory committee, composed of representatives of the 
Atomic Energy Commission and the Departments of State, Interior, 
Commerce, Agriculture, Army and Navy. 


It was decided last week at the Cabinet level that we should 
maintain a selective control under which certain key commodities 
are denied export licenses from the US to the Soviet bloc and 
that an attempt should be made to persuade the principal alterna- 
tive sources of supply in western Europe and Canada to curtail 
Similar shipments. An interdepartmental committee has started 
work on a number of phases of the general problem of relations 
with the Soviet and satellite countries. It was recognized by 
the Cabinet that it is importent that our restrictions on trade 
should not cause the Soviet Union to limit the shipments of 
strategic materials which it has been selling to us, It is be- 
lieved our objective can be accomplished if a guid pro guo policy 
is followed, 


We recognize further that western Europe has urgent need of 
eastern European coal, grain, timber and other products and that 
continued East-West trade is important to the success of the 
European Recovery Program. If eastern European shipments to 
western Europe were curtailed materially, te US would be subject 
to substantially increased demands for goods and financial as- 
sistance for western Europe. We believe, however, that western 
European cooperation is necessary in making effective the policy 
of withholding shipments of certain key commodities. 


On March 26, the President issued a proclamation which rede- 
fines arms, ammunition and implements of war se as to include 
commercial aircraft of less than 35,000 pounds, a category which 
has not been subject to licensing control for the last year, and 
so as to include a number of miscellaneous categories of equip- 
ment of a military nature, also not previously included in the 
definition of arms. The proclamation received the usual clear- 
ance by the National Munitions Control Board, and the export 
licensing procedures of the Munitions’ Division of the Btate De- 
partment will be used to implement it. It is expected that these 
controls will be exercised in such a way as to prevent the ship- 
ment of goods in these categories to any of the countries of 
», Similer policies are followed the Atomic 
ision in licensing the articles whicl are under its 
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fe The Final Act of the UW Conference 
om Trade and Employment. was. signed 
é _ by representatives of more than 50 
nations ses March 24, thereby authenticating the text of the 
Charter of the pro.osed International Trade Organization, . 
which provides a basic set of principles for the conduct of 
international economic relations. The Charter will now be 
presented te the governments of the signatory countries for 
approval in accordance with their constitutional procedures. 
Of the nations attending the Conference, which has been in 
session in Habana since November 21, only Argentina, Poland 
and Turkey abstained from signing the Final Act. The Turkish 
delegation has since indicated that the chairman of Turkey's 
delegation to UN will sign the Act. Argentina and Pelish ab- 
stention did not come as a surprise. Argentina has been ir- 
reconcilably opposed to the Charter and early in the Habana 
Conference attempted to form a Latin American epposition bloc. 





Charter Must Now Go To Congress We are now considering 
the method and timing of presentation of the Charter to the. 
US Congress for approval. It has not yet been determined 
whether it will be submitted to the current session or he 
heid over until next session. Nor has a decision been made 
as to whether the Charter should be sent to the Senate asa 
Treaty or to both Houses as a Resolution. Factors being con- 
sidered include the crowded calendars cf both Houses and the 
unlikelihood of action being taken by Congress this session. 
On the other hand, we are aware that other countries are 
watching closely US, and particularly Congressional, reaction 
to the Charter and that failure to submit it and any lengthy 
delay in approval will make it difficult to maintain the 
present momentum and interest of other countries, As indica- 
tive of the possible difficulty in securing ratification is 
a resolution adopted recently by the House Ways and Means 
Committee which states that insofar as it is concerned any 
action of the President or Department of State prior to the 
cansideration by Congress of ITO shall not be construed as a 
ccmmitment by the US tu accept the preposed Charter. 


Regulations On Coming Into Force The Charter is to he- 


tome operative when a majority of the countries which signed 

the Pinai Act have approved the document. However, if a 

majority fail to appreve at the end of one year after the 

signature of the Final Act, then the Charter may come into ’ 
force whenever 20 countries approve the Charter. If the 

necessary ratifications have not been obtained by Septem- 

ber 30, 1949, those countries which have approved the Charter 

may consult among themselves as to whether and on what terms 

to bring the Charter into force. 


Interim 
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Interim Arrangements In the meantime, the General Agree- 
ment on Tariffs and Trede (GATT), negetiated and signed by 
the countries attending the Preparatory Meeting in Geneva 
last year and containing many of the charter provisions as 
well as schedules of tariff concessions, will govern the 
trade of those countries which have accepted the Agreement, 
Signatories of the General Agreement met in Habana during 
the trade conference and agreed to modify the Agreement so 
as to incorporate new rules regarding discrimination for bal- 
ance of payments reasons and to facilitate the formation of 
arrangements similar to customs unions. Modifications were 
ma‘vie in procedural requirements regarding supersession of 
relevant parts of the Agreement by the ITO Charter and in 
previsions relating to the accession of new contracting par- 
ties. Certain technical corrections were made in the sched- 
ules of tariff concessions and a decision was taken concerning 
the formation of a customs union. The Contracting Parties 
to GATT are scheduled to meet again in Geneva, not before 
July 1 nor later than August 15, 1948. Thus far the General 
Agreement has been made provisionally effective by the US, 
Australia, Belgium, the Netherlands, Luxembourg, Canada, 
Cuba, France and the UK. The US, through Presidential Procla- 
mation, has made provisionally effective GATT tariff conces- 
Sions on prejucts which are of primary imp~artance to the 
countries named above; in return it has received concessions 
from these countries on products of primary importance te 
the US. No official confirmation has yet been received ef 
the report that the Union of South Africa has approved the 
General Agreement. Czechoslovakia has signed the Protocol 
provisionally putting the Agreement inte effect. In view of 
the changed circumstances since the Agreement was negotiated, 
the US is seeking a waiver of its GATT obligations tn Czecho- 
slovakia, 





interim Commission The Conference adopted a resolution 
establishing an Interim Commission consisting of the govern- 
ments whose representatives approve the resclution and who 
are entitled to original membership in ITO. The Commissicn 
will have an Executive Committee of 18 members to exercise 
any er all functions of the Commission. The Committee held 
its first meeting in Habana. The functions of the Commission 
include: 1) convocation of the first regular session of the 
ITO conference; 2) preparation of a provisional agenda; 3) 
undertaking studies concerning headquarters and draft regula- 
tions; 4) consultation with UN, other intergovernmental and 
non-governmental organizations, with a view to preparation of 
a draft relationship agreement; 5) preparation of the annex 
to the Charter regarding special privileges and immunities re- 
quired by ITO; and 6) study of the provisiens in other inter- 
gevernmental organizations for the rendering of economic 
development assistance and recommendation te ITO of suitable 
atructure and methods to be adopted by it in this field. 
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RA ON CONGRESS GIVES onOrGAS The Conference of 
R ‘sf AM BT | trade unions of the 


| countries participat- 
ing in the European Recovery Program, reeting in London this 
month, agreed fully on a statement declaring US aid essential 
to European recovery and to the survival of free democratic 
institutions. Effective cooperation of workers' organiza- 
tions was pledged and a continuation committee established. 
The conference was called at the invitation of the British 
Trade Unions Congress (TUC) and the Benelux trade unions 
following the refusal of the World Federation Cf Trade Unions 
(WFIU) to agree to a February Executive Bureau meeting to dis- 
cuss the Recovery Program. Included among those unions par- 
ticipating in the conference were the French non-Communist 
Force Ouvriere, the Italian General Confederation of Labor 
(CGIL) minority, French, Swiss, and Benelux Christian Trade 
Unions, trade union secretariats of all four German zones, the 
AFL, and the CIO. 


Effect on Possible WFTU pret The ‘VFTU Executive Board's 
refusal to call a February meeting was looked upon by many 
trade union leaders as the prelude to a split in WFTU, and now 
delegates to the London Conference regard an early break as in- 
evitable. (See page 3, February 2, 1948 issue of Current Eco- 
nomic Developments.) The AFL, particularly, holds this view 
and considers the London Conference a great success in treir 
general strategy of creating a new bona fide non-Communist 
trade union international. The CIO, on the other hand, al- 
though it participated in the London meeting, has felt that it 
would be advantageous to hold the WFTU together as a forum in 
which opposing labor movements could meet and discuss matters, 
*nceluding the Recovery Program. It has been the Department's 
view that Cammunist domination of the WFTU makes its main- 
tenance as such a forum highly improbably and that insistence 
by the western trade union representatives on discussing this 
matter will lead to a final split in “\FTU. Responsibility for 
such'a breakup should: clearly be put on the Communists. Some 
British leaders believe that the ‘FT’ Executive Committee meet- 
ing scheculed for April 30 will be the last. All delegates to 
the London meeting are fully eware that unequivocal endorse- 
ment of US aid proposals and the establishment of a continua- 
tion committee, which will possibly be the nucleus of a new 
international labor orranization, will come under immediate 
heavy attack by the Communists. 











Importance 
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Importance Of Labor To The Recovery Progrem The 


cooperation of organized labor in Western Europe is vital to 
the success of the Recovery Program. Unless countered by 
active non-Communist labor cooperation, Communist attempts 

to reduce labor suprort of the program and-to prevent its ful- 
fillrent throvgh disruptive strike action may jeopardize its 
success. The greatest threat is rerresented by Communist 
strength in the lebor movements of Italy and France. 


rossible Split In Italian Labor A split between the 
Communist and non-Communist forces in the Italian General Con- 
federation of Labor (CGII), similar to the recent breek which 
occurred in the French organization, is seen as probable, al- 
though it will be more difficult to accomplish than in France. 
The Department feels that the minority will be compelled to 
split from the CCIL if the Communists, as expected, call strikes 
designed to crip.le the Italian economy and the Pecovery Pro- 
grem. 





Communist Activity In France Opinion is divided as to 
the relative strengt* and effectiveness of Communist and non- 
Communist forces in the labor movement in France and there 
appears no accurate measure for determining their influence. 
- Embassy Paris is alarmed for fear the recently organized de- 
-fense and plant consultation committees will undertake in France 
actions similar to those of the action committees in Czechoslo- 
vakia, It is noted that the Communist Party hes made rapid pro- 
gress in setting up defense committees in all the industries, 
commerce, arts, and agriculture. The Embassy feels that during 
the next few months the activities of the part: cells operating 
through these two types of committees as well as the trade 
union sections should reveal the real nature of the aims of the 
Kremlin in France. 


On the other hana, a somewhat encouraging note is struck 
by a high official of the F:ench Interior Ministry, who feels 
that the recent series of Communist-organized sporadic work 
stoprages, designed to test reaction particularly in the vital 
trade union movement, were not a complete success from the Com- 
munist viewpoint, Although the Communists were eble to orgaize 
limited strikes in certain mines and industrial plants with com- 
parative ease, reports received by the Interior Ministry inai- 
cate that the rank and file of workers were not enthusiastic. 
The Ministry believes that there will be no Communist offensive 
in the next several weeks but thet the Communists will continue 
and even step up the tempo of their present campaign of social 
agitation and "spontaneous" strikes, The official believes that 
if the Government's stabilization efforts meet with a moderate 
degree of success and if the international situation does 
not worsen as a result of coming events in Italy and elsewhhere, 
the French Communists will find it difficult to launch a general 
offensive against the Government. 
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This past weekend, ‘members 
of the CEEC working party 
who have developed in Paris 
a draft charter and multilateral agreement, returned to their 
respective countries for consvltation. They will reconvene 
in Paris during the next few devs and have set April 8 as the 
deadline for completion of their work. Some time after this, 
following the passage of Recovery Program legislation by the 
US, the participating countries will reconvene in plenary 
session to consider and adopt the agreement and charter, 





Department representatives -in Paris to act as advisers 

to the CEEC meeting have taken the opportunity of this recess 
to submit an appraisal of the work of the conference and a 
summary of the major obstacles still hindering full European 
cooperation in the economic field. The draft charter and 
multilateral agreement appear to create a satisfactory frame- 
work for the development of cooperative efforts and the admin- 
istration of the program. However, some of the delegates have 
privately stated that they are skeptical of the effectiveness 
of any continuing organization in the field of ,~rogramming re- 
quirements on a collective basis, This attitude is based upon 
their experience with lend-lease, post-war loans, etc., where 
negotiations of a bileteral nature have been centered in Wash- 
ington; the conviction of certein countries that Washington 
will be the focal point of planning and operations as evidenced 
by concentration of their key men in the US; and the belief 
that the existence of Economic Cooperation Administration 
missions in the individual countries will accelerate the bi- 
lateral trend since it is felt that ™S representatives will 
tend to identify themselves with separate country problems 
rather than with an’ over-all European concept. On the whole, 
however, there seems to be a greater understanding for the need 
of closer economic. integration of western Europe than was no- 
ticeable at the CEEC meeting last sumrer, with the attitude of 
the Scandinavian cowitries showing a marked improvement. Our 
representatives have been particularly impressed with the unity 
of purpose, hard work, resourcefulness, and teamwork of the 
delegates. The representatives themselves, for: the most part, 
are people who have come into prominence since the war, who 
occupy key economic posts at home, and who are cognizant of 
the need to create a new economic pattern in western khurope. 





We have not been insistent on any particular type of a 
continuing organization but we have mede it clear that we 
would regret any set-up which was the product of excessive 
caution or reluctance to accept the full implications of a 
mutual aid concept. While the programming and reporting work 
of the organization are important, even more important are 
other functions relating to multilateral pledges, financial 


stability, 
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Stability, reduction of trade, barriers, and effective use of 
lebor. In g¢e.erel, e stronper-document’ hag been produced 
than seemed likely during the first fewdays, with all “the 
delegates’ sincerely trying to. meet, the various points raised 
by the "S, However, our representatives believe that the fund- 
amental issue, namely the’ British, attitude toward economic in- 
' tegration of Europe, has not yet been faced, The British 
approach to this question so far has been rather timid and un- 
‘imaginative and it is believed that this problem must be ex- 
haustively explored at the earliest possible moment. 
Tentative Programs Being Formulated In the meantime, 
work in Washington is continuing, prior to the establishment 
of Economic Cooperation Administration, to formulate alloca- 
tions for the period April-June. The following tentative allo- 
cation of first quarter funds have been set up in millions of 
dollars: Switzerland 0; Portugal 0; Iceland 1; Ireland 10; 
Sweden 10; Turkey 10; Denmark 15: French zone of Germany 15; 
Bizonal Germany 75; Norway 15; Belgium-Luxembourg 20; Greece 55; 
Austria 65; Netherlands 90; Italy 170; France 375; and the 


UK 375. 
SECRET 
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_ INTERNATIONAL BANK MAKES On March 25 the International Bank 
TWO LATIN AMERICAN LOANS for Reconstruction and Development 
announced approval of two loans 
totaling $16 million to promote economic development in Chile. 
(See page 6, Merch 22, 1948 issue of Current Economie Develop- 
ments.) The first loan, in the ‘amount of $13.5 million, was 
extended to a Chileen GOvernment development corporation to 
purchase equipment and supplies for hydro-electric develop- 
ment, while the second credit of $2.5 million was made to a 
subsidiary of this corporation for the purchase of agricul- 
tural machinery. These loans are the first which the Inter- 
national Bank. has a proved in the development field and the 


first granted to Latin America. 
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Supplementing sdiiy devaluation of the franc 
in early February and the simultaneous 

| adoption ef a multiple exehange system, 
(see page 24 January 26, 1948 issue of Current Economic De- 
velopments} the Sehumar Government has continued to press 
forward its drastic program of economic reform in France. 





After reaching agreement with the Swiss to permit deal- 
ings in Swiss francs on the free market in Paris, the French 
announcec their intention to make a major change in the regu- 
lations governing operations of the foreign exchange market. 
Under the new procedure, which will apply to transactions in 
dollars anc escudos as well as Swiss francs, imports of a type 
which had previously been paid for entirely with free market 
exchange will now be covered 50 percent from the free market 
and 50 percent from the Stabilization Fund'at the official — 
rate of 214 francs to the dollar. As the 50-50 principle 
applies for both comrmocity exports and imports, certain indus- 
tries will be relieved of a burden imposed on them since the 
inception of the free exchange system due to the discrepancy 
between the high rate heretofore arplic-ble for the import of 
some raw materials and the lower middle rate (average of the 
free market and official rates) applicable for the exvort of 
certain finished products. 


The Franch heve also instituted « system similar to the 
"franco valuta" system used in Italy designed to increase use- 
ful imports into France through the utilization of hidden 
foreign financial resources, Under this procedure, the import 
of certain goods, such as food, textile fibers and currencies, 
is permitted without authorization provided the transaction 
does not give rise to any financiel settlement requiring the 
purchase of foreign exchange. Full amnesty has been extended 
to persons repatriating their assets through this mediun, as 
well as through the free market, provided the tax on such 
assets is paid. According to information Embassy Paris has 
received, transactions of this type "ill probably be operated 
on an indivicual basis rather than in an organized market end 
effective rates will not be published, 


The Government recently won apvroval for its special 
anti-inflation levy although the opyosition was powerful and 
bitter. The proceeds of the exceptional levy and tne related 
internal loen, Premier Schuman has stated, will be devoted ex- 
clusively to financing part of the costs of reconstruction and 
the purchese of equipment. A parently this is to be achieved 
by payment of the levv-loan proceeds into e s»ecial franc 
accovnt representing the counterpart of US Foreign Aid, ‘With 
the approval of appropriate US authorities, funds in this 


account 
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account might later be used to finance French reconstruction. 
Meanwhile, the local currency counterpart would be sterilized 
and thereby contribute to the GQvernment's effort to control 


French financial officials heve stated that the Treasurv's 
position for the first semester of this year is fevorable and 
the level of advances from the Bank of France is cecreasing. 
However, the prospects for the second six months are less pronr- 
ising and an increese may be requested in the present 175 
billion france ceiling on Treasury borrowing from the Bank in 
anticipetion of budgetary needs before tte end of the year. 


| USSR LEND-LEASE SETTLEMENT Lend=lease séttlement negotia= - 





NEGOTIATIONS PROCEED SI SLOWLY tions are continuing with the 

Soviets with agreement still to 
be reached on many issues, The US proposals as to the main 
points of settlement follow generally the principles of the 
settlements elreacy concluded with other major lend-lease re- 
cipients. The Soviets are being asked to pay only the fair 
deprecieted value as of V-J day of civilian-type articles 
which remained in existence on that day, such articles being 
of a type which would have a peace-time utility to the Soviet 
economy, No pavment is being asked for articles or services 
expended in the war. In addition to merchant vessels which 
the Soviets have agreed to return, our proposals specify the 
return of other naval craft consisting of three ice-breakers 
and 28 PF frigates. Oth-r neval craft, consisting of 77 mine- 
sweepers, 140 sub-chasers, 205 motor torpedo boats and 163 
other small vessels must be returned to the US. The Depart- 
ment hes, however, offered to consider Soviet requests to pur- 
chese certain of these vessels as surplus property after their 
constructive return. 
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In response to a Congress- 
ional recuest regarding the 
possible use of silver as 

a meens of achicving currency stabilization in China, we have 
expleined why the use of silver is not provided for under the 
China Aid Program, ., 





Aithoudh 
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Although the general problem of currency stabilization 
in Chima has been of great doncern to us, no provision was 
made for a fund for this purpose inasmuch as it was recognized 
that under preveiling conditions any kind of permanent stabili- 
zation wes practically impossible to achieve. China is en- 
gaged in deficit financing on a large scale as the result or 
the government's huge spending program for military expendi- 
tures. Instead of being financed by taxes and loans these ex- 
penditures are financed by expanding the note issue, 


Even if conditions, were favorable to the restoretion of 
monetary stability in China, we believe it would be inadvis- 
able to restore the silver standard for a number of reasons. 
Silver is considered too bulky for efficient handling. and ship- 
ment of large sums of money, particularly in a country where 
transportation is so costly. Present unstable prices and mar- 
ket conditions for cilver would expose tke foreign exchenge 
rate of a Chinese currency based on silver to the risks of 
radical fluctuations in the price of silver unrelated to in- 
ternal economic conditions. These fluctuations would, in turn, 
have disturbing repercussions on the Chinese economy and would 
inhibit the freedom of the Chinese authorities in pursuing de- 
sireble fiscal and monetery policies. In addition,establish- 
ment of the silver standard would arpeer to be inconsistent 
with the principles of the International Monetary Fund since 
China has committed herself to stability of exchange rates in 
terms of gold, and, when conditions permit,it is presumed that 
Chine will take steps to establish a stable monetary system 
and a stable exchange value for her currency in terms of gold. 


With respect to the possible use of silver or an emergency 
measure to bring about temporary stabilization, even if the 
operation were handled most efficiently and without ebuses, the 
mechanics of putting silver into circulation in China present 
highly corplex and technical problems, Presumably China would 
use silver coins for its expenditures and make a standing offer 
to redeem paper currency with silver coins. Overnight conver- 
sion would be impossible and a short-period redemption offer 
would be tantamount to a repudiation of a large part of the 
currency. If China Werenot prepared to redeom outstanding 
note issue in silver, the flight from the paper currency 
would be accelerated. While acceptance of notes in payment 
of taxes might tend to retard depreciation,the Government, in 
the absence of unlimited convertibility of paper currency into 
silver, would probably meet the situation by altering its 
official "conversion" rate between silver and paper, thus 
accelerating the depreciation 


The 
UNCLASSIFIED 


DECLASSIFIED FOR PUBLICATION IN FOREIGN 
RELATIONS OF THE UNITED STATES 4 








UNCLASSIFIED 
. 12 e 


The necessity, therefore, - preventing a collapse of 
the currency would necessitate both spending in silver and 
redemption of paper on demand. This would recuire large 
physical stocks of silver in order to maintain unlimited 
convertibility. Estimates of. the amount of silver that 
would be required for such an operation range from 500 mil- 
lion to over one billion ounees, if China were unsuccessful 
in echieving fiseal equilibrium, further large amounts of sil- 
ver would be required to meet the continuing budgetery de- 
ficits, The leakage of silver into foreign markets through 
hoarding or black merket chennels for export would provide a 
means for financing unauthorized and luxury imports end fur- 
ther flight of capitel ebro2d, and wovld not reduce the de- 
ficit in the belance of payments which must be met out of 
official foreign exchenge holdings and foreign aid. 
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This weekly publication is designed to highlight developments in the eco- 
nomic divisions of the Department of State, and to indicate the economic prob- 
lems which are currently receiving attention in the Department. It is suggested 
that copies be retained on file, as reference will sometimes be made to previously 
reported items to avoid repetition. 


DOCUMENT SECURITY INSTRUCTIONS 


This document should be treated in accordance with current instructions 
regarding security measures for SECRET maierial. Extreme care should be ex- 
ercised to avoid public or private discussion of the information herein with or in 
ihe presence or hearing of any person not authorized to have knowledge thereof. 
For general purposes all classified Foreign Service Officers and other responsible 
economic officers are authorized to have xnowledge of the contents of this docu- 
ment, responsibility for the safekeeping of which will be assumed by each recipient 
thereof. It may be retained in protected files or, at the discretion of the recipient 
destroyed by burning. If not personally disposed of by the recipient, he will 
assure himself that it is burned in the manner prescribed for SECRET material. 
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PRESIDENT SIGNS OMNIBUS Last weekend saw final Congressional 
FOREIGN ASSISTANCE ACT approval and Presidential signature 
of the omnibus Foreign Assistance 
Act of 1948 authorizing expenditures tctalling $6,098,000 ,000 
for programs over the next 12 months. For the Europes n Re- 
covery Program, an initial contribution of $5,30%:,000,000 is 
authorized with additional appropriations at Congressional dis- 
cretion until June 30, 1952; $338 million is provided for 
relief and reconstruction aid to China with another $125 mil- 
lion authorised as a grant to tha* country on such terms as 
the President may cetermine; military assistance for Greece 
and Turkey is authorized in the amount of $275 million in 
addition to the economic aid these two countries will receive 
as a part of the Recovery Program; and $50 million is provided 
as a US contribution to the International Children's Emergency 
Fund, Also approved was a $20 million expenditure of aid to 
the US-UK zone of the Free Territory of Trieste. The latter 
funds, however, may be expended under the “interim aid" 
authorization provided by Congress last December. 








BFarlier in tne week the President signed the suppiemental 
appropriation bill providing an additional $55 million for aid 
to Austria, France and Italy which is an advance egainst 
Recovery Program funds and will maintain the flow of supplies 
to those countries until the Frogram gets uncer way. A 
tentative breakdown of this amount, to which no publicity is 
being given, provides $8 million for Austria, $40 million for 
France and »7 miilion to Italy. 


An advance of up to $1 billion from the Reconstruction 
Finance Corporation is PB so the Euronean Recovery 
Program may get under way as soon as shipping and other 
arrangements can be nade without weiting for the actual 
appropriation measures to pass, imilarly the Act cirected 
RFC to advance up to $50 millicn for the Greek--Turkey Military 
aid program and {50 million to get the Chinese aia program 
going as soon as possible, and a $5 million advance for Trieste, 


The legislation provides that the Presicent may designate 


executive agencies to carry on the program for 30 days pending 
the establishment of the Economic Cooperetion Adininistration. 


Conversations 
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Conversations have already been held with countries which have 
urgent problems and specific needs for the first 30 days have 

been discussed, A review of country requirements and com- 

modity availabilities is being made by the Department for use ‘ 
in hearings before the Appropriations Committees inasmuch as 
develcpments since the estimates of last fall have considerably 
altered the picture, 


Participating Countries The legislation provides that 
any country, together with dependent areas under its admin- 
istration, which signed the CEEC report at Paris last September 
may participate. The door is left open for the participation 
of any other country,(including any of the zones of occupation 
of Germany, any areas under international administration or 
control, and the Free Territory of Trieste or either of its 
zones) wholly or partly in Europe, together with dependent 
areas under its administration, provided such country adheres 
to a joint program for European recovery, The House provision 
specifying inclusion of Spein was eliminated in the conference 
committee, 








Administration Of European Recovery Program The legis- 
lation provides that the European Recovery Program and the 
China Aid Program are to be administered by a newly created 
agency---the Economic Cooperation Administration--headed by 
an Administrator with Cabinet status. In the Administrator 
is vested the responsibility for reviewing and appraising 
the requirements and formulating programs of assistance, 
providing for execution of the programs, and terminating 
assistance or taking other remedial action. The Administrator 
and the Secretary of State are to keep each other fully 
informed on matters arising within the scope of their respective 
duties and when any proposed action is, in the opinion of the 
Secretery, inconsistent with US foreign policy he shall consult 
with the Administrator and if a difference of opinion results 
the matter is to be referred to the President for final 
Gecisicn. A special representative is to be appointed in 
Europe with the rank of Ambassador to represent the «dmin- 
istrator and to be the chief US representative for any con- 
tinuing European Recovery organization. 








The 
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The Administrator, with the approval of the President, 
is empowered to create one corporation, should he so desire, 
with such powers as are deemed necessary to carry out the 
purposes of the program. The legislation also provides that 
the Administrator shall become a member of the. National 
Advisory Council. A Public Advisory Board is to be created 
to advise and consult with the Administrator on general or 
basic policy matters. This Board shali be chaired by the 
Administrator and have not more than’ 12 additional members 
appointed by the President, with Senate concurrence, selected 
from US citizens of broad and varied experience in matters 
affecting public interest. 


« Joint Congressional committee, composed of three 
members of the Senate Foreign Affairs Committee and three 
members of the House Foreign Affairs Committee, and two 
members each of the respective Appropriations Committees, 
will be established to keep the aid program under continuous 
review..: 


For each of the participating countries, with the excep- 
tion of the occupied zones during occupation, a special ECA 
mission will be established, headed by a chief responsible 
to the Administrator and taking rank immediately after the 
chief of the US diplomatic mission in such country. Coordina- 
tion between the diplomatic mission and the ECA mission is 
provided for and any differences of view, not adjusted by 
consultation, will be referred to the Secretary and the 
Administrator for decision, 


Nature and Method of issistance The purpose of the 
program is to furnish material and financial assistance 
to the participating countries and to aid them, through 
their own individual and concerted efforts, to become inde- 
pendent of extraordinary outside economic assistance within 
the four-year period by promoting industrial and agricultural 
production; further restoration or maintenance of the sound- 
ness of European currencies, budgets, and finances; and 
facilitating and stimulating the growth of international trade 
of the countries with each other and with other countries by 
_ appropriate measures including the reduction of hampering 


trade barriers, 





To 
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To carry out this purpose the Administrator may provide 
for procurement from any source any commodity determined 
necessary, as well as for the processing, storing, trans- 
porting, and repairing of commodities, as well as the per- 
formance of other necessary services. Insofar as practicable, 
at least 50 percent of the gross tonnage of commodities -pro- 
cured in ‘the US out of recovery funds are to be transported 
in US vessels. Funds may be used for furnishing technical 

; information and assistance and for the transfer of any com- 

' modity or service to a participating country... Allocation 
‘of commodities or’ services may be ‘made to specific projects 
designed to carry out the purposes of the Act which have been 
approved by the Administrator. 





Ee is authorized to prescribe vequteations for the docu- 
ments required in support of offshore procurement with. the 
approval of the Comptroller General. The documentation 
required for other procurement is prescribed in the Act. 


European Recovery Aid is broken down into $700 million 
in loans, #300 million in guarantees to help safeguard and 
encourage private American investment, and $4, 303,000,006 
in grants or loans, depending upon individual cases, In 
determining whether assistance shall be through grants or 
upon terms of payment, and in determining the terms of pay- 
ment, the Administrator is to act in consultation with the 
National Advisory Council. When it is determined that 
assistance shall be on credit terms, the Administrator is 
to allocate funds to the Eximbank which shall make and . 
administer the credit on terms specified by the Admin- . 
istrator in consultation with NAC, G2: ti 


Protection Of Domestic Economy. A number of conditions 
are specified in the Act which are designed to minimize wie 
drain on US resources and the impact upon the comestic 
economy or which would impair fulfillment of vital needs of 
the US public, In this regard petroleum products are to be 
procured, to the maximum extent possible, from sources outside 
the US; To protest domestic grain supplies and retention in 
the US of by~proauct feeds for the US agricuitural economy, 
of the toi..ai wneat and wheat products procured in the US for 
grants under the program, it. is provided that not less than 25 
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percent shall be milled into flour im the JS. Where US 
surpluses of agricultural commodities exist, procurement 
shall be authorized only within the US to the extent such 
surpluses exist except where transfers may be made between 
participating countries without creating a burdensome surplus 
in the US or seriously prejudicing the position of domestic 
producers. The Secretary of Agriculture will determine the 
approximate proportion that such types of agricultural 
surpluses bear to the total amount of excess over domestic 
requirements, ‘sherever possible procurement will be made 

of surplus agricultural commodities acquired by the Commodity 
Credit Corporation in the administration of its price-support 
programs, Exports to European non-participants by the US are 
banned if commodities involved are needed by participating 
countries. Such exports can be authorized, however, if it is 
determined to be in US national interest. 


Conditions Of Aid Bilateral agreements will be nego- 
tiated with each of the participating countries, They will 
provide; 1) for the promotion of industrial and agricultural 
production; 2) taking financial and monetary measures neces- 
sary to stabilize currency, establish or maintain a valid 
rate of exchange, to balance the governmental budget, and 
generally to restore or maintain confidence in the monetary 
system; 3) to cooperate with the other participating countries 
in facilitating and stimulating increesed trade and with other 
countries cooperating to reduce barriers to trade; 4) making 
effective use of their own resources, including the assets 
of its citizens which are situated in the US; 5) facilitating 
transfer to the US for stockpiling at reasonable terms and 
in reasonable quantities materials required by the US, with 
due regard to the needs of the country for the material both 
for domestic use and commercial export; 6) establishing a 
local currency counterpart of grant aid, which, together 
with the counterparts of previous US aid programs, shall be 
used within the country for purposes agreed upon with the US 
for purposes of internal monetary and financial stabilization, 
for stimulation of productive activity and development of new 
sources of wealth, or other agreed expenditures, including 
US administrative costs incident to the operations of the Act; 
7) publishing and transmitting quarterly reports of operations; 
8) furnishing promptly relevant information to the US to 


assist 
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assist in determining the nature and scope of operations -- 
and use of the assistance granted; 9) agreeing to negotiate 

a future schedule of minimum. availabilities to the US for 
future purchase and deliveries of a fair share of materials 
needed. by the US and that a portion of the increased produc- 
tion of such materials would be transferred to the US on @ 
long-term basis; insuring that American investors have rights 
and treatment equivalent to those of nationals; .and 10) sub- 
mitting to the International Court of Justice or any arbitral 
tribunal mutually agreed upon cases espoused by the US in- 
volving. compensation to Amerioan citizens for governmental 
measures affecting their property rights. 


Aid is also contingent upon multilateral undertakings. - 
for joint recovery and the establishment of a CCRSIRESRG - 
organization for this purpose, 


. Other Provisions It is also provided that the Admin- 





istrator shall encourage arrangements among: the participating 


countries, in conjunction with the International Refugee 
Organization, for efficient utilization of manpower, and 
that the Administrator will request, the Secretary of State 
to obtain agreement of the countries concerned that such 
capital equipment as is scheduled for removal as reparations 
from the three western zones of Germany be retained in 
Germany if that will most effectively serve the program, 

The Act.states that Congress understands that prisoners 

of war remaining in the participating countries will be 
repatriated before January 1, 1949 if they so cesire. 


Travel by US citizens in the participating countries 
is to be encouraged by the Secretary of Commerce and the . 
Administrator, Recovery-funds may be used to pay ocean 
freight for US voluntary relief contributions to the 
occupied zones and authorization may be given for use of 
local currency counterpart funds to defray transportation 
of relief packages to participating countries. The Secretary 
of State-is directed to make agreements, when practicable, 
for the free entry of sue relief packages into the Pewee 
pating countries. 


‘With 
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‘ With regard to east-west trade the Act states that the 
Administrator is directed to refuse delivery insofar as. 
practicable to the participating countries of commodities © 
which go into the production of any commodity for delivery 
to any nonparticipating European country which commodity’ 
would be refused export license to those countries by the 
US in the interest of national security. Furthermore, 
whenever the Administrator believes the issuance of..a.’ 
4icense for export of any commodity to any non-particlpating 
country in Europe is inconsistent with the Recovery. Program, 
he is to advise the responsible agency and, if differences 
of views are not adjusted by consultation, the matter is to 
be referred to the President, 


Assistance may be terminated whenever it is determined 
that a country is not adhering to its agreement or is divert- 
ing aid from the intended purposes or if, because of changed 
conditions, assistance is no longer consistent with the na- 
tional US interest, | 


The President is authorized to seek cooperation of or 
use of services and facilities of UN agencies and agreements 
concluded between the US and the participating countries in 
-implementation of the Program shall be registered with the 
UN if it is required by the UN charter.. 


The legislation states that the President shall take 
appropriate steps to encourege all countries in the Western 
Hemisphere to make available to participating countries 
such assistance as they may be able to furnish. 


China Program Aid is to be provided under the applicable 
provisions of the European Recovery Program with $338 million 
specified for economic aid and $125 million for grants on 
such terms as the President may determine, The latter amount 
was a compromise between the Senate bill which providea only 
economic aid for Chine and the House version which provided 
a specified amount for military aid. A bilateral agreement 
is to be concluded containing undertakings which the Secre- 
tary, after consultation with the Administrator, may deem 





necessary 
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necessary to. carry out. the purposes of the Act and improve 
commercial relations with China. The Secretary is also 
authorized, after consultation with the Administrator, to 
conclude an agreement with the Chinese Government for a 
Joint Commission on Rural Reconstruction in China, composed 
of two Americans and three Chinese. The Commission, subject 
to ,the:.direction and control of the Administrator, is to 
formulate and carry out programs of rural eee LAL, but 
not more than 10 percent of the $338 million is to be made 
‘available for this purpose, the amount to be in dollars, 
Chinese currency proceeds from sales of aid programs or both. 


- Reports of Multilateral Cooperation While execution 
of bilateral agreements is required, the legislation permits 
the Administrator to perform for three months all functions 
with respect to ‘any participating country provided it has 
slenified its adherence to the purposes of the Act and 
intention to conclude an agreement and if he finds -the 
- country is complying with the provisions of the Act contain- 





* 4 me the conditions of aid. 


. As. documentation in this regard, we requested our 
missions to report to.us particularly on: 1) 77 s taken to 
promote industrial and agricultural production; 2) financial 
and monetary measures to stabilize the currency, establish 
_walid rates of exchange, or balance the budget; 3) coopera- 
tion in increasing. trade and reducing trade barriers; and 
4) making efficient use of the assets which belong to the 
citizens of such country and which are situated in the US. 


: Most of the. Missions have replied in some detail to 
the effect that cooperation is most evident on all four 
: counts ,. although in some instances the difficulties. 
encountered are related, Legation Reykjavik believes 
the Icelandic exchange rate should be devalued at least 
50 percent and states that country is not conforming 
regarding private: assets in the US. Embassy Lisbon remarks 
-that new measures to marshal and use assets held abroad is 
not expected from Portugel. Legation Bern reports that the « 


Swiss 
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Swiss continue to. hold..the- view that present conditions 

require that country to- remain aloof at this time from 

a-projected customs union, . In the Swiss view ite strong 

economic position constitutes an advantage to other ‘par- 

ticipating countries which require hard currency for 

exports, . credits of Swiss banks, and employment of surplus 
a or, 


Permanent European. Organization Word from Europe 
indicates that Paris has been chosen as the headquarters 


for the permanent organization but that. there is consider- 
able difference of, opinion as to the persons who should 
occupy the important posts. Department officials in Paris 
to advise the CEEC meeting have been discussing US suggested 
changes in the dreft agreement and. the working party will 
reconvene in the next few days, | 


Embassies London and Paris believe that future British 
policy on trade and financial matters will largely determine 
whether or not European economic integration will be succes s- 
ful. However, the economic issues to be decided by the UK 
involve questions of major political policy, Embassy London 
believes the British do not intend now to go beyond traditional 
means of cooperation between governments in creating Western 
European Union and do not now envisage any transfer of sov- 
ereignty to a supra-national body, Apparently, the British 
have not yet decided whether they wilt work unremittingly for 
complete economic integration of Western: Europe, or whether 
they will continue a luke-warm attitude toward cooperative 
measures while making every effort to rétain ties with the 
Empire-Commonwealth and attempting to ¢ceal bilaterally with 
the US and other countries. This has been evidenced in their 
views on the powers of the continuing CEEC orgafiization. 


SHIPPING PROBLEMS INTENSIFIED 4S Following concerted efforts 
& RESULT OF RECOVERY LEGISLATION of JS shipping and maritime 
labor interests, provisions 
for sale or charter of surplus vessels to recovery program 
nations were eliminated from European Recovery Program legis- 
lation. (See page.10 ery! 16, 1948 Issue, Current 





Economic Developments s finally "enacted, the legislation 
requires the carriage in ‘Us vessels of at least 50 percent 
- of 
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of the gross tonnage of. program commodities purchased in the 

US whenever such vessels are availabie at market rates. This 
requirement, coupled with the recent amendment of the Ship 
Sales Act eliminating foreign sale or charter arrangements, 

may be expected to have some reverberations in our international 
shipping relations and the implementation of our economic 
foreign policies, 


To the extent the utilization of US tonnage is increased 
above program estimates, because of the elimination of sale or 
charter arrangements, dollars which otherwise would be used for 
material aid will have to be expended to cover freight charges. 
In addition, failure to allot a bloc of tonnage to the Admin- 
istrator of the program may very well contribute to high freight 
rates since he will have no bargaining power in the shipping 
market. The Maritime Commission will continue to be in a posi- 
tion to influence the rate picture disproportionately by admin- 
istrative action affecting the terms and conditions under which 
government-owned vessels are made available for charter to US 
operators, During Congressional hearings on the shipping 
Clauses of the program legislation, the Maritime Commission 
clearly implied that US tramp shipping should be kept going by 
maintaining freight rates at high levels compensatory to the 
world's highest cost operator, It is probable that the highly 
‘ lucrative returns from shipping services in a tight shipping 
- Market will continue to stimulate ship building abroad, 


The preferential treatment involved in guaranteeing for 
American ships a fixed percentage of Recovery Program cargoes 
runs counter to this government's efforts to obtain the elimina- 
tion of such preferences through international action in the 
Intergovernmental Maritime Consultative Organization, the inter- 
national Trade Organization and at the Bogota Conference, 
Furthermore, it encourages similar restrictive measures by other 
countries to support their own restrictive shipping practices. 
Insistence upon the use of US Government-owned vessels in the 
movement of bulk cargoes under the Recovery Program is very 
likely to force European tonnage out of this type of trade and 
incréase competition with US shipping on other routes which have 
a far greater long-range value to our shipping industry and 
where our privately-owned fleet historically is primarily en- 
ployed. This will become more serious later in the program when | 
new tonnage comes out of foreign ship yards. | 


In view‘of the shipping provisions of the Recovery legisla- 
tion, we have informed the UK that it will not be possible to 
grant an extension of the charter arrangements for 39 lend-lease 
vessels still in operation under the Land-Leathers Agreement. 
(See page 8, March 22, 1948 Issue of Current Economic Develop- 
ments,) In a memorandum to the British Embassy here, we have 
requested that the remaining chartered vessels be redelivered 
AS soon as possible in accordance with settlement terms worked 
out a year ago. 


DECLASSIFIED FOR PUBLICATION IN FOREIGN 
RELATIONS OF THE UNITED STATES 








— _ BEST Copy AVAILABLE 





EUROPEAN ECONOMIC < Polish-Czech integretion. Embassy Warsaw 
D has reported additional information on . 





the proposed integration of the economies 
of Poland and Czechoslovakia, particularly with respect to in- 
dustrial production. The Embassy feels that plans for integra- 
tion stem from the desire of the USER to make eastern Germany 
and the Soviet bloc increasingly less dependent on the Ruhr and 
less attracted to the west as the Recovery Program develops. 


. It has been reported that a customs union is'not contemplated 
at least for the next year or two, nor is political union en- 
visaged. : 


The long-range program, according to a Polish official, 
is to convert the Polish-Silesian Basin and the adjoining Czech 
Moravski-Ostravskie Basin into another Ruhr. It is planned that 
the combined coal production of the area will be increased to 
100 million tons by the end of 1949 and the combined steel pro- 
duction to 4 million tons within four years. The Polish-Czech 
Economic Council, which met in Praha recently, determined that 
it could not depend on the USSR to supply required capital goods 
and that much must therefore be imported from the UK, France and 
Italy. The Polish official inadvertently stated that "it would 
be necessary to bring Sweden into the scheme." This statement, 
plus admitted dependence of the area on Swedish ores, suggests 
that Sweden may be a target for integration into the eastern 
European economic bloc. 


Developments in Czech Trade Embassy Praha has been informed 
by several of the Latin American missions there that Czech offi- 
cials have been endeavoring to persuade them to enter into trade 
negotiations on behalf of their respective countries. This con- 
firms the Embassy's conviction that the new Communist-dominated 
government is concerned with the possibility of economic sanc- 
tions by the west and that it is cognizant: of the fact that 
Czechoslovakia is probably the only country among the satellites 
where effective economic sanctions might precipitate a crisis in 
a relatively short period. The British Commercial Attache in 
Praha recently indicated that. Britain will probably reduce its 
purchases of "unessential" goods, which will in effect be a form 
of economic sanctions. 








Poles Trying To Pressure Export Licenses From US’ Embassy 
’ Warsaw has been informed that the Polish Government views with 
such great concern present US export controls and the refusal 
of export licenses for a mill being manufactured for Poland 
that it may reverse its present foreign trade policy of tending 
to encourage trade with the west. Prior to 1947 Poland's bila- 
teral agreements generally had called for a balanced value of 
commodity deliveries by each partner or Poland agreed to make 
deliveries of coal against credits from the partner or permis- 
sion to place advance orders for capital equipment to be supplied 
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in later years. In 1947, several agreements were negotiated 
with countries of western Europe and Finland under which the 
excess value of Polish exports over imports or a specified share 
of coal deliveries were made payable in dollars or other accept- 
able. exchange that could be used to purchase capital goods and 
raw materials from hard currency areas. Ry this bargaining of 
coal for dollars, Poland has earned a total of about $80 million 
since the war. According to Polish officials, their country would 
regret forsaking the present. pattern of foreign trade and the ‘ 
necessity of increasing trade relations with the eastern bloc. 
The Embassy points out that the Polish Government must, however, 
still desperately desire dollars. The Polish Commercial Counselor ; 
in Washington has informally notified the Bepartment that conclu- 
sion of both the nationalization agreement and lend-léase settle- 
ment are contingent upon obtaining certain export licenses. We 
replied that licenses are not connected with the agreement and 
settlement. Embassy Warsaw urges that no favorable action be 
taken on export licenses without consultation with the Embassy 
and that the continual violation by the Polish Government of the 
most elemental amenities between governments be kept in mind 
when the Poles ask any favor. 


Poland's Commercial Negotiations Financial and economic 
agreements signed by France and Poland on March 19 provide for: 
1) a settlement of private French claims against Poland result- 
ing from Polish nationalization by shipment to France of 3.8 mil- 
lion metric tons of coal, beginning January 1, 1951; 2) a 5-year 
trade agreement involving French deliveries of automobiles and 
industrial equipment of the equivalent value of $60 million in 
return for 4.5 million tons of Polish coal; 3) minor modifica- 
tions in the 1947. commercial agreement; 4) a protocol schedul- 
ing Polish coal deliveries for the period 1948-52; 5) technical 
discussions to be held to settle financial questions other 
than nationalization; 6) raising the credit ceiling from an 
equivalent of $5.1 million to $7 million. Poland recently 
Signed a trade agreement with the Soviet zone of Germany, which 
calls for an exchange of. goods totalling $56 million. Polish- 
Dutch trade negotiations have been reported deadlocked over the 
price of coal. °* ial $A : 





Soviet Negotiations Legation Bucharest has recently 
learned of a series of confidentoal protocols to the Rumanian- 
Soviet trade agreement negotiated in February which envisage 
far-reaching expansion of joint Soviet-Rumanian companies and 
further Soviet control of the Rumanian economy, Concessions 
include: 1) further merger of 011 companies and banks; 2) pre- 
ferred treatment in taxes, prices and profits; and 3) further 
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grants of exploitation privileges for cil and forest lands. It 
has been reported that in the event oi nationalization of Rumanian 
industry, the Soviets will make available to the Rumanian Govern- 
ment funds necessary to redeem foreign or private capital and 
will receiwe in exchange an equivalent portion, not less than 

30 percent, of the capital of ghe industries so nationclized. 
Quantitieg of all categories of commodities listed for exchange 
in last year's agreement are approximately doubled in the new 
agreement. In addition, Rumania is to export to the USSR quan- 
tities of petroleum, potatoes, grain and lumber in settlement 

of accounts outstanding under previous agreements. 





The Soviet press has announced that on April 1 the USSR 
and Bulgaria signed a treaty of trade and navigation and an 
agreement regarding reciprocal shipments of goods during 1948. 


In response to a Swiss request for US views on the recently 
concluded Swiss-Soviet trade agreement, we have stated that we 
perceive no objection to the exchange of 100,000 tons of Soviet 
grain for Swiss watches and parts and thet we consider the trans- 
action consistent with Recovery Program objectives. We have in- 
formed Legation Vienna that we would not object to the proposed 
exploratory trade agreement talks between Austria and the USSR 
although there would be serious risk involved in the conclusion 
of any agreement before legal or treaty points on Austria cre 
completely clarified. We consider that trade with the USSR is 
desirable to the extent that it contributes to European recovery 
and does not result in critical Austrian dependence on the USSR. 


According to 2 Tass communique the Soviets presented a note 
to the Italian Government on March 30 stating that it considers 
as agreed the following program of negotiation with the Italian 
Government: 1) conclusion of an agreement on shipment of gocds 
and payments; 2) conclusion of an agreement on reparations; and 
3) conelusion of a treaty on trade and navigation. The Italians 
had previously indicated unwillingness to conduct reparation 
and trade negotiations simultaneously but indicated readiness 
to discuss reparations along with trade provided a previous 
agreement was reached that reparations supply and even partial 
fulfillment of reparations obligations were not to occur prior 
to the date established by the peace treaty. 


The USSR and Egypt recently signed a. barter agreement to 
exchange 216,000 tons of Soviet wheat and 19,000 tons of corn 
for 38,000 metric tons of long-staple cotton. A protocol signed 
Simultaneously with the agreement provides that the two countries, 
with certain exceptions, will grant each other most-favored-naticn 
trade relations. 


Fizonal 
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Pizonal Area To Purchase Italian Foodstuffs The Italian 
Foreign Office has informed Embassy Rome that it is delighted 
that the Joint Export Import Agency (JEIA) is prepared to nego- 
tiate for the purchase of $10 million of Italian fruits, vege- 
tables and other foodstuffs for the bizonal area of Germany. 

The Embassy has pointed out that it would be unwise if the Italians 
were required to accept non-essentials and suggests that an at- 
tempt be made to make scrap availabie from Germany for part pay- 
ment of the fruits and vegetables JEIA proposes to buy. JEIA 

has suggested that discussion of Italian purchases be del2zyed 

until after the Recovery Pregram is operating. The itclian Ambas- 
sador has approached the Department several times on this matter, 
pointing out that Italy traditionally sold foodstuffs to Germany 
and that the continued loss of the market was having 2 very 

serious effect on the Italian economy. 





Other Italian Negotiations Under new Franco-Italian com- 
mercial and payments agrecments to be effective through April 
1949 the value of commodities scheduled for exchange will be ap- 
proximately three times greater than under the previous agreement. 
The agreements come within the framework of the customs union 
which will presumably protect the French against any request from 
other countries for exchange rate treatment based on most-favored- 
nation principles. The exchange rate clause states in effect that 
the rate shall be 2.20 lire per franc when the agreement goes into 
effect, and shall be revised monthly beginning May 1 on the basis 
of the free quotation in dollars of the france ind lira. Signing 
of the Italo-Netherlands commercial agreement initialled March 5 
has been held up by 2 Dutch request that Italy agree to a lira- 
florin rate more advantageous to the Netherlands. In current 
discussions the Italians and Greeks are considering 2 commercial 
treaty as well as a trade agreement. Italian officials have 
indicated that they foresee no difficulties in effecting an ex- 
change, as requested by the US, of olive o11 for Austrian lumber 
and other raw materials, provided reasonable quantities are in- 
volved. The Italians have suggested that agreenients on products 
and payments be left to the individual firms concerned. The 
hritish are reported to have proposed to the Italians reopening 
the question of trade arrangements reached at London in January 
because of the additional amount of cc2l tne British state will 
be available for export. 





UK Trade Negotiations The Franco-fritish Economic Committee 
is meeting to consider the anticipated disequilibrium in balance 
of payments between franc and sterling areas during 1948. French 
official sterling balances have been depleted rapidly during 
recent months, falling from the equivalent of $207.5 million in 
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December to $141 million in February. If this trend continues, 
the balances would be exhausted by July. Among the commodities 
being discussed are French phosphates, potash, pit props and 
British coal and coils for French rolling mills. The French 

are reported most anxious to obtain British coal but negotiations 
are being held up by failure to agree on price. According to 

the Helsinki press, a Finnish-British trade agreement has been 
signed providing for the exchange of British coal, coke and steel 
for Finnish wood products. UK and Belgian negotiators have con- 
cluded trade and payments agreements to be in effect 18 months 
from January 1, 1948. UK exports to Belgium and the Congo 2re 

to total approximately 53 million pounds, and Belgian exports 

are to approximate 40 million pounds. According to the press, 
the UK and Canada have concluded an interim agreement under which 
Britain will be permitted to draw $15 million from the remaining 
balance of the Canadian credit. A UK-Polish trade agreement re- 
cently signed in London provides that Poland will supply to the 
UK during 1948 commodities valued at 11 million pounds, en in- 
crease of 4.5 million over the June 1947 agreement. Poland will 
obtain wool, rubber and other essential commodities valued at 
between 9 and 10 million pounds. The balance is to be utilized 
for the purchase of capital goods and other finished products. 
British-Yugoslav trade negotiations have been broken off over 
the question of nationalization claims. 


German Trade Negotiations The bizonal area of Germany has 
recently concluded agreements with Denmark and Sweden and is re- 
ported to be conducting exploratory discussions with Hungary. 
The Joint Export Import Agency (JEIA) is conducting negotiations 
for the purchase of tobacco from Turkey and plans to conduct ne- 
gotiations for the purchase of Italian fruits and vegetables. 
The Soviet zone of Germany has recently concluded trade agree- 
ments with Yugoslavia, Bulgaria and Poland. 





Miscellaneous Negotiations Denmark has recently negotiated 
trade agreements with Belgium, Sweden and Switzerland 2nd con- 
cluded supplementary agreements with France and Yugoslavia. A 
payments agreement between Denmark and Hungary was signed in 
February. Embassy Paris has been informed that a delegation 
will leave soon for Madrid to negotiate a commercial agreement 
with Spain. Embassy La Paz reports that Bolivia and Spain have 
Signed a clearing agreement providing for the purchase by Spain 
of 1,000 tons of rubber annually ._r three years. The exchange 
of other products is provided for. According to the Stockholm 
press, the Swedish Government has "in principle" stopped all 
exports to Rumania is retaliation for the seizure by the Rumanian 
Government of the Swedish Match Company plants in Rumania. Swed- 
ish exports to Rumania, although not large in volume, ordinarily 
comprise goods of great velue to that country, such as ball and 
roller bearings, machinery, non-ferrous metals, iron and steel, 
paper, tanning extracts and certain textiles. 





* * - 
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L MISSION TO . As a result of a Cabinet de-. 
NTS IN C™EVANY cision last February (Sse page l, 
oe February 16 and page 1 #arch & 
issuesiof Current ‘Econ nomic Developments), a study has been 
initiated to see what piants’ there are in Germany capable 
- of producing items in world-wide short supply which would 
‘more advantageously be left in Germeny, from the stand- 
point of the. Recovery Program, than’ dismantled for repara- 
tion deliveries... The working group consists of represen- 
tatives of the Departments of Commerce, Interior and Agri- 
culture, with representatives of the Departments of State 
and the Army sitting in but not particina*ing directly. 








- Some members of the group arrived in Loncon last week 
-#nd Embassy London discussed the mission's functions with 
British and F ench zceyresentatives there. The consulta- 
tions were concluded with full agreement that the work would 
be facilitated in the western zones with no reserv:tions on 
inspections. It was emphesized that this is a fact-finding 
mission and is not empovered to make any final determinations, 
which will be made at a governmental level upon due considera- 
tion of rezorts anda recormendations. 


News of the mission will not be given to the press, but 
Embassy London has discussed with the British and French a 
press release to be held in reserve anc used if necessary, 


Final vorcing of the terms of reference of the mission 
is still not completed, but the general objectives are clear 
and understood by all concerned. At firct there was.a dis- 
position on the part of the British to svoic any reference 
to dismantling or to reparations, because they tnought men- 
tion of a possible change in the reperation program before 
Pinel decision woulc cause cisguiet among IAPRA countrics end 
right introduce an element of uncertainty in Germany. Their 
draft suggested that the mission's objective should be to 
examine and report on the extent to which the German economy 
in the three zones could contribute to the Recovery Program. 
we considered their suggestion too brosd and pointed out 
that it might imply reconsideration of such cstablished 
factors as the Recovery Frogram, approximate level of in- 
dustry, or the Moscow sliding scale, 


The mission will arrive in Germany this week and the 
study will be completed as quickly as possible. 
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US REPLITS TO SOVIET NOTE “e heve informed the Soviets 
CONCEPTI“G DANUBE CONFERENCE that we are agreeable, after 

) the Four Powers have agreed — 
upon the necessary arrangements, to their suggestion that a 
Danube Conference be held at the earliest possible date in Belgred 
(Sec p 6,arch 22, 1948 issue of Current Economic Developments, ) 
Our reply suggests 2 precenference meeting in Washington of rep- 
resentstives of the four governments to consider arrangements 
for the Belgrace meeting and preliminary proposals concerning 
tne work of the conference, including the preparation of a joint 
invitation to the Yugoslev Government to ect as host and the 
joint issuance of invitations to the perticipeting powers. 








In view of Austria's recognized position #«s an important 
ripsrian state, we suggest thet the Austrian Government should 
be invited to send representatives to the conference in 2 capa- 
city to be determined et the time of the joint issuance of in- 
vitations. 


Pointing to the incorporetion in the Peace Treaties of the 
principle that there should be freedom of navigation on the 
Danube, we state that we essume the Soviet Government is pre- 
pared to discuss prectical arrengements for the implementation 
of free and open navigation on the portion of the river under 
Soviet occu_ation or bcing used as 2 Soviet line of communi- 
cation and statc thet we are prepared to discuss such arrenge- 
ments for the stretch of the river thet is within our Zone, 


Copies of the note heve been transmitted to the British 
and the French. 
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RANS-AFABIAN PIPSLINE The Export Review Board has considered 
STETL QUOTA AP. F AP? ROVED the second quarter license application 
for steel for the Trens-Arabian pipe- 
line end approved 2 quota of 55,000 tons. (Sec page 7, Mareh 22 
issue of Current Economic Developments.) The National Military 
Establishment meade it clear that its apvrov2l coes not go be- 
yond the second quarter anc that it will consicer each rterly 
quote in the light of conditions existing et the time e 
quotas are actec upon. It is expected that the De cf 
Commerce will announce the quota EFT E7 0 
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DI BS ARISE IN VS OBTAINING The replies to our pro- 
REL OQ’ CZ"CH TRADE OBLIGATIONS posal to the other signa- 

ee torics of the Gen-ral 
Agreement on Teriffs and Trade (GATT) to seek a waiver of our 
obligations to Czechoslovakia under that Agreement indicate sub- 
stantial difficulties in obtaining such release, A further 
legel analysis of our rights and obligztions reveals more comp- 

ications than originally expected. 


ge 











Of the cight Contracting Partircs of GATT, only Canacea and 
Cube heve expresscd willingness to support the US request for 
a waiver of the odligetion to give effect to our concessions to 


“Czechoslovakia. Although gener2lly sympathetic to US objectives, 


some of the sign-toriecs arc unwilling to supvort our proposal, 
others have not yet taxen a definitive position anc still others 
have stated thet they would prefer not to attend a meeting of ° 
the Contracting Parties to consider the Czech problem. We hac 
suggested thet a meeting of the signatories oe held in New York 

to consider our proposel,. 


The UK Government ras informed us thet it will be uneble 
to support tne US epnlication for a waiver. It would, however, 
not take exception to unilateral -ction by the US althovgh there 
is somc question whether the provision permitting unilateral 
action entitles a government to terminate application of the 
protocol to only one of the other signatories, A Dutch official 
also expressed the opinion thet this provision c.:vers only total 
withdrawel from the agreement. Following consuitation between 
Belgian and Dutch officials, the Netherlands Government informed 
us that it could not give an affirmative reply to our propose1l 
et this time, The Belgien Government informed Embassy Brussels 
thet its policy hed not yet definitely beer determined but 5s 
the matter then stood it would prefer not to. attend the proposed 
meeting of GATT signatories, The Belgians are nov negotiating 2 
trade egreement with the Czechs .»ho state thet they will fulfill 
the obligetions and especiclly will apply the tariff reductions 
agreed upon at Geneva. French of*icials have ex,ressed great 
op,osition to our proposal. The Australian Government hes in- 
formed us that it is not prepared to Support our request and is 
not anxious to attend a meeting on the Czech problem. Luxexhoerg 
has not yet informed us of its decision, but it is erypected to 
follow the le=d of Belgium and the Netherlands. 


An informal epproach hes been made to -some Congressmen in 
an effort to determine what Congressional reaction might be ex- 
pected if a Presidential proclemation is issued making effective 
for Czechoslovakia the tariff rates negotiated at Genevn. 
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BCE APRIL SESSION WILL CONSIDER REPORT The third session 
QN EUROPE'S ECCNOMY AND FUTURE PROSPECTS of the Economic 








Commission for 
Surcpe is scheduled to convene April 26 in Geneva. The draft 
agenda which has been submitted by “xecutive-Secretary !l'yrdal 
on the face of it contains no items which should bring fire- 
works, However, the organization of CE"C in Paris end the 
problem of electing officers may well raise some controver- 
sial points. ‘the US is now working on the position it will 
take with regard to various matters which may come ur at the 
session. 


Survey Of The Economic Situation And Prospects of Eukope 
One of the items on tne agenda is the secreteriat report which 
surveys the present European economic situation and comments 
on the future prospects. The report was made public last week 
anc no comments have as yet been received from our EC® repre- 
sentative. It is being carefully studied in the Department 
and represents the most complete and thorcugh study of the 
European economy made to date, While attemcting to collate 
an over-all view of the economic situation, the leck of in- 
formation concerning certain countries ana the varying charac- 
ter of informetion from others has not mide it possible to 
give the same conprehensive treatment to all. In particular, 
the non-availability of inforration from the USSK made it 
necessary to leeve that country out in the material relating 
to other E:ropean countrics, 











Throughout the revort runs the prediction that Europe's 
economy will never return to the same pattern ss it was be- 
fore the war. Loss of income from investments, services, and 
other invisible sources will never be recovered and the gap 
thus created in Europe's equilibrium must be filled by in- 
creasing exports and recucing imports. The report also brings 
into clear focus the importance of Germany to the European 
economy; the unbalances that exist because the Germany economy 
nas recovered far less than any of the other European countries; 
anc the need for an economically strong Germany in the recovery 
of the other countries, 


Recovery of Industrial Production Is Leveling Off In fif- 
tescn European countries, which before the wer accounted for 
about 3/4 of the totel value of industrial procuction includ- 
ing mining, msnufacturing, ouilding anc construction, the level 
of production rose from about 60° prewer in the latter half of 
1945 to €2” in the fourth quarter of 1946, Since then there 
has been no significant progress, cue to the severity of the 
1947 winter, the coal shortage anc in some part to the de- 
pletion of available stocks. It is predicted that progress 
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towagi Recovery during the coming year is unlikely to be as 
substamtial as that in the period up to the end of 1945, be- 
cause Buropean industry, outside of Cermany, is now press- 
ing against the general limitation set bv low lebor produc- 
tivity. Germeny, which accounted for one-fifth of the in- 
dustrial production of the area before the war, failed to 
rise much apoove the level of one-third of prewer. If “Sermeny 
is excluded from computation, the other countries teken as a 
group had recovered in industrial production to 907% of the 
prewar level, 





Avricultural Fosition Less Favorable Recovery in agri- 
cultural production was ruch less than in industry. In the 
twenty-three countries which wvefore the wer accounted for 90% 
of the total net value of agricultural products in Europe, 
agricultural output for the year 1945-46 was only 63% of pre- 
ware--in 1946-47 it rose to 75%; and the predictions are that 
this yeer will be lower than last vear, The slover recovery 
is accounted for bv insufficient fertilizer over a perioca of 
yeers, scarcity of agricultural manpower, loss of livestock, 
and deterioration in agricultural equipment, 


Transcort Railvay transport made : remarkably quick 
recovery after the war, For 13 countries, the first quarter 
of 1946 shovs that the level was approximately prevar, even 
though the countries included were those suffering the most 
from war camage. Inland water trensport has failed to recover 
to the seme extent as railwey ‘transport due to reduction in 
traffic on the Rhine, the Danube anc the waterways of France. 
The rise in the sverage length of haul by rail incicates struc- 
tural changes in the economy arising out of the var, includ- 
ing the autarchic nationei economic policies pursued by Buro- 
pean countries, sence the diversion of long havl weter treffic 
to rail, and may be a manifestation of the fell in the pro- 
ductivity of the Furopean inaustry, The railroacs ~-re sub- 
jected to heevy strain, with the number of usable wogons 10% 
below prewar, and the requirec turn-tround time longer because 
of less efficient organization. 





Comparison With Aftermath of World War I The report 
indicates thet the rate of incustri2l recovery is definitely 
higher than it ves after the first Worlc War, The outstand- 
ing feature of the second World ier wes the collapse of the 
production of Germany. At the sere time other countries of 
Europe, despite the incorperebly grester physical destruction, 
heve shown a much higher recuperetive pover, presumably be- 
cause of better planning and organization. After the first 
World ‘var agriculture recovered much more slowly than indus- 
try, it taking cight vears for agriculture to ait prewar 





levels. 
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levels, Present egricultural plans provide for approximete 
recovery to prewar output by 1950-5l--or five years after 
hostilities, The report points out, however that even res- 
toretion to prewar output will give a 6 to 8 reduction in 
output per head because of the increased population. Also 

the needs of reconstruction and restoration of depleted re- 
serves reduce the share of commodities availeble for con- 
sumption. For example, the level of food consumption per 

head for Europe as a whole in 1946-47 was about 78-80% of 
prewar, inclucing indigenous output aad imports from overseas, 


Manpower And Productivity ‘hile the figures on man- 
power are admittedly not too comvrehensive, the report con- 
cludes that the occupied population of Europe (excluding the 
MSSR) has declined by less than 2 million; the proportion of 
women of working age who ere among the occupied population 
has increased significantly; there has been an increase in 
the numbers occupied in service industries, especially pub- 
lic edministration; and © decrease in the number of agricul- 
tural workers. Only Germany and Italy have serious unemploy- 
ment problems, although there ere menpover shorteges for cer- 
tain industries--chiefly mining and agriculture, The dvura- 
tion of the working week hes increased as compered with pre- 

ware--France, for exemple, had © work-week of 38.¢ hours in 





1938 as contrested veck 44,8 hours in 1947, Mowever, pro- 
cuction per men hour-is cef tind tely belo: prewrr. ‘here pro=- 


duction is lamited by lsck of row materizls or fuel rather 
than by demanc individurl undertekings prefer to retain the 
workers even though not fully occupied, so there is some con- 
cealed unemployment. Other factors con ributing to low pro- 
ductivity are the quality of ~xisting equipment, lack of 
efficient orgenization, monetary inflaticn ond only partly 


effective price control, end the breakdown of intre-European 


trede which forces an uneconomic alloc:.tion of economic re- 
sourtes in the interests of national self-sufficiency. In 
view of the high Gegre: of employment it is clear that any 
future increase in output will have-to come primerily from 
improvements in production retrher than from further additions 
to the lebor force. While European productivity per man hour 
is definitely bolov aw ure. T Se joows “or Dor man nour in- 
crrasou svbst: nticily Mtweou 5.930 and .: 


rade The report states that Europe! s total trade in 
1947 was (at constant prices) well below prewer levels with 
exports relatively much lower than imports. The decline is 
particularly merked in trade moving within Europe, wh%eh in 
1947 reached only 65% of the 1938 volume. The UK was-the only 
country which succecded in restoring exports to a level commen- 
surate with the prewar relationship to the trade volume of 
commodities available. 
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- whole Burepeen trade picture - and particularily” 
pean trade - is throvm out of gear by the con-' 
ne oan in German trade. This largely accounts for some- 
thing like $1,000 million of trade in each:direction (figured 

in 1938 prices) which has disappeared, The UK has become a 
smaII net exporter ‘to Europe in contrast with the prevar 
pattern of a lerge excess of imports from other European 
countries. This is true to a lesser extent of the Mediter- 
ranean and Iberian countricse The Scandinavian and “¢estern 
European industrial countries show a fairly even reduction 
in both imports and exports in trade with Europe. ; 








: With regerd to overseas exports Germany! s $700 million » 
in 1938 is compared with almost nethdae in 1947.. One of -the 
most ecgne Sscent trends is the lo level of European exports 
to the 1.S. = other markets show some recovery. On the other 


_ hand imports from overseas are much greater than before the 


WaT. 


Before the war manufactured goods accounted for 85% of 
Europe's overseas exports and about half of the intra-European 
trade, Since the war manufactured goods have shown a greater 
degree in trade with non-European countries. but on tke other 
hand intra-Europecan trade in manufactured goods has declined, 


Balance ¢f Payments For pest decades the invisible re- 
ceipts f from investments, shipping and other services had per- 
mitted a substantial excess of imports from overseas areés, 
The loss of these receipts accounts for sbout $2,700 million 
of Europe's total deficit of $7,500 million, the remaining 
$4,800 million being attributable to the change in the belance 
of "merchandise trade. Hed there been no reduction in in- 
visible receipts from overseas and if priccs had remained at 
prewar, the changes in real valuc of exports and imports would 
heave given rise to a deficit of only some $1,200 million in 
1947. while exports from Germany arc almost ‘nothing, imports 
into Germany from overseas areas were in the first quarter of 
1947 far below the prever level ($300 million compared with 
$800 million at 1938. prices) whereas imports into the rest of 
Europe were about . greater then prever. Of the total trede 
deficit in 1947, 90% was for account of countrics other then 


Germany. 





On the everage, the report says,.Europeen countries re- 
ceived higher prices for their exports than they paid for their 
imports compared with 1938 price levels, but the result may 
well have been to restrict the volume of sales in the most 
coveted markets and to divert exports to overseas soft currency 
areas, protected by exchange controls from price competition. 
The present analysis is that, in order to obtain the necessary 


increase 
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increase in physicel volume of exports European countries 
may be compelled to' find a meens of lowering export prices 
to bring them in line with their competitors, 


Restoration of equality in balance of payments will have 
to be achieved primarily by an expansion of the real volume of 
exports or by a decrease in the real volume of imports rather 
than by shifts to Europe's advantege in the relation’ #f export 
and import prices or bv a recovery of invisible receipts. 


The excess of imports over euserte valued at some $2,000 
million, which Europe was able to afford before the war by vir- 
tue of her net creditor position anc her net income from in- 
visible transactions, will'no longer be consistent with the 
changed situation created by the war. To restore equilibrium 
a large expansion of exports or contraction of imports | or both, 
will be necessary. To fill the gep would require a 50% in- 
crease in exports or a 36” contraction in imports’ in relation 
to 1938 volume of trade. In relation to 1947 levels, however, 
the gap is about $3,300 million (at 1938 prices) anc would in- 
volve 1144 increase in exports or 53%. contraction in imports, 


It is obvious restoration of equilibrium will not be 

_ possible without vast changes in the structure of European 
economy which can be underteken only °s 4 result of a grad- 
ual process of adjustment, It is further odvious that the 
solution would be extremely difficult if the adjustment were 
made entirely on the side of exports or on the side of im- 
ports but should be done b: a combination of both. European 
industry must be changed to provide substitutes for imports 
and there is a question of how far this can be done without 
cutting into the standard of living. 





. In view of the strong demand in all overseas areas for 
- UsS. goods, the report does not foresee the possibility of 
carning a substantial quantity of dollars through an ex- 
port. Surplus to such overseas areas, In view.of the great 
difficulty of expanding exports to the U.S., Europe must, 
therefore, refuse imports from the 1S. drastically in order 
to achieve equilibrium, 


A cure for Ev: ove's eurrency inflation seems to be a 
pre-requisite for any export progrem designed to diminish 
. Europe's adverse balance with the U.S. Europe would pave 
to reduce sales priccs:and make efforts to exploit. mas 
= be the Some 8: ;meesure - oer caceeed full cooper€ 
the i. ° ! ee 


“eres: 
Migs ee res ee an 
be s Sh, ea eo ty , , 
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' gonelusions Of The Report If Europe is ultimately 
to balance the overseas accounts and yet restore its pre- 
war standard of living there will need to be én expansion 
in production of heavy industry in the emount of $2,000 
million (prewar prices) both for the purpose of substitut- 
ing for manufectured goods neretofore imported, te increase 
exports and to prvfide a higher level of current replace~ 
ment to support a higher level of industrial output. The 
remainder of the edjustment will heve to be met in other 
ways such as expansion of exports of luyury goods and light 
incustry procucts to the \'.S. and other h-rd currency areas 
and by limitation of im:-orts of certain primary products as 
far as possible, 


The success of this denends on the fulfillment of cer- 
tain other concitions - cure of Europe's present monetary 
instability, restoration of intra-European trade to prewar 
levels and expansion of European production along lines” 
necessary to-the net requirements of intra-European trade 
and overseas exports, 


Recovery depends finally on the extent to ‘hich the 
various countries succeed in harmonizing their rates of 
expansion and kecping the structure of their production 
programs in gear, thus avoiding the constant cevelopment 
of serious new bottlenecks with each increase in output. 





STUDY GROUP The fifth meeting of the International 
TEIS VWCONTH Rubber Study Grour will be held in 
Washington from April 26 to April 20, 1948. 
The VE delegation vill include interagency snd industry rep- 
resentctives. There are no controversiel issues on the draft 
ogenda. In preperstion for the mecting, the US Rubber advis- 
ory Panel recently eporoved a st2ztement which will incluce 
comment on: 1) Public Law 469 and Rubber Order R-1; 2) the 
future of the synthetic rubber incustry; 3) the sccurity 
stockpile; and 4) recent developments in synthetic rubber 
enc/or other appropriate topics which the incustry advisers 
might choose, Ststistics coneerning the S will slso be pre- 
sented as a pert of the statement. The ststcment will be 
subdivided among members of the delegation rather than Deing 
presented by the chief of the delegetion alone. The Advisory 
Panel has agreed that in covering statistics of the US rubber 
incustry, the specker should emphssize the demonstrated volun- 
tery use "of synthetic rubber, inclucing the voluntary uscge 

of synthetic rubber latex. 
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Countries belonging to the Rubber Study Group, which 
meinteins a secreteriet in London are: Austrelia, Belgium,Brit- 
ish Colonia] Empire, Canada, Ceylon, Czechoslovakia, Denmark, © 
Frenec, Hungary, Itely, Liberia, the Netherlands, the UK and 
US. . > e es 7 7 | 


TIN STUDY GROUP The second meeting of the International Tin 
TO FOLD MEETING Study Group will be held in Washington 
_ April 19 to 24 to review the worid tin 





situetion. 


The draft agenda includes, in addition to the Statisti- 
cel Subcommittce report on the estim ted world tin situation 
for 1948-49, a memorandum from the Bolivian delegetion on the 
stabilization of the tin price, 


Countries belonging to the Group are: fAustrelia, Belgiun, 
Bolivia, Canada, China, Czechoslovekie, France, India: Italy, 
the Netherlands, Siam, the UK, and the "S. 'N and the Pan 
American Union have been invited to send observers, 


The Group wes established upon unenimous recommendation 
of the World Tin Conference held in London October, 1946, 
where the principel tin producing and consuming countries of 
the worlc were represented. The secretsriat has been estab- 
lished at The Haguc and is responsible for the provision of. 
at ee informetion relating to production and consumption 
.@) tin. 
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During préelifiinsary talks with the 
British in London on the scope of 

the agenda-fer the tripartite meet- 

ing on Germeny, which opens April 20, the British indicated 

a desire to discuss cert>in- matters- on a tripartite basis 

and others on a bipartite basis. On.a tripartite basis the 
British wish to enlarge the reparation topic to include 
machine tools, resumption of allocations and the basis on 
which the resumption is to ve made and the preliminary re- 
port of the US technical reparation mission if it is avail- 
able before the talks are ended. (See page 1, April 12, 194° 
issue of Current Economic Developments.) They "would also like 
to discuss with us and the Frenth the question of German 
assets in Italv (see rage 1C of this issue) and the Berlin 
situation. Ona bipartite basis they propose we discuss 
various as-ects of German trade with the bizonal area, partic- 
ularly trade with Denmark and Italy ana the German steel scrap 
situation. 


TRIFARTITE TALKS 0! 
CERMANY ARS RESUME! 








8 














General Clay's initial reaction is that the question of 
machine tools anc the report of the technic21 commission on 
reparation should not be discussed at London; that while he 
personally has no objection to a disc':ission of German assets 
in Italy he does not feel thet this subject is within the pur- 
view of the meetins. He believes the Berlin situation could 
better be handled by the comrancers-in-chief in Germany than 
at the Lendon talks. He is insistent that German trade should 
not uncer any circumstances be discussed during the London 
talxs but should be decided in Germany where the US has the 
predominate voice in the Joint-Export-In:port Agency; nor does 
he feel there is any reason to discuss the German steel scrap 
situation since this also comes under the jurisdiction of 
JEIA, Clay feels that the British suggestions incicates a UK 
desire to evade decisions being made in JEIA and characterizes 
their suggested agenda es additional evidence of “he British 
wish to shop around in order to secure better terms. 


On the other hand, Ambassador Douglas, who will represent 
the US during the talks, feels that any discussion of repara- 
tions should be all inclusive anc believes it entirely appro- 
priate and unavoicable that the conversations include not only 
reparations but also German assets in Italy and the Berlin 
situation. Douglas agrees that all matters which are the ex- 
clusive or predominant concern to military government should 
be left for disposition in Berlin. However, the recent devel- 
opments in Berlin have a direct bearing upon the problems which 
are to be discussed by the three powers anda it will be bene- 
ficial to the government representatives to hear at first hand 


from 
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_from the three commanders-in-chief their analysis . 


of the situation. Ee agrees with Cl-y that neither bi- 
zonal trade on steel scrap should be on the agenda. 


Ambassacor Murphy's suggestion for the agenda receives 
the full support of Ambassador Douglas, namely that the formal 
agenda be as follows: a) Association of Benelux countries in 
policy regarding Germany; bd) Evolution of the political and 


_ economic organization of Germany; c) Control of the Ruhr; 


Gd) Provisional territorial arrangements; and e) Security 
against Germany. Subjects such as reparations would not be 
on ‘the formal agenda but would be discussed under the most 
appropriate agencs headings. _ 


The Department shares Douglas! views of what should be 
Giscussed in London and is instructing him to go ahead on 
that basis. . 


INSTRUCTIONS ON RUHR AGREE! EMT GIVEN During .the London 

US RESRESSNTATIVE TO TRI APTITE TAL“ZS talks on Germany an 
attempt will be made 
to reach final egreement on the ad referendum agreement 
reached on the Ruhr during the February talks held by the "S, 
(K and France, (See page 2, March @, 1948 issue of Current 


Economic Developments). 


Wnile we a-prove in principle the substance of the ad 
referendum agreement, we plan to offer certain comments and 
in a few cases propose specific emendments to the afreement 
as it now stands, For psychological reasons we feel it ad- 
visable that consideratirn be given to changing the name of 
the International Control Agency to some such title as "Inter- 
national Commission for the Ruhr". Such a change would play 
cown the punitive aspects implied in the use of the word 
"control". Aithough Ambassador Douglas made it clear at the 
time of the February agreement that the Ruhr agency would not 
begin functioning until a provisional German Government had 
been established, in order to avoia ambiguity in the agree- 
ment we are recommending thet the wording of the agreement 
clarify this by stating thet the agency will be organized and 
ready to function at the time that a provisionel German Govern- 
ment is established, If it is not possible to obtain agree- 
ment on a change in the text as it now stands, this understand- 
Ang should be written into the minutes as agreed. 
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In viev of the need for protecting the US financial 
interest in German recovery, the Department of the Ary ex- 
pressed the fear that the section of the ad referendum agree- 
ment which would give to the Ruhr agency authority to allo- 
cate as between comestic and external sale of Ruhr coai, coke 
and steel might result in an increase of US expenditures in 
Germany. It is felt that under the weighted voting system 
(adopted to prevent the alignment of any country with Germany 

which might result in outvoting the other members of the agency) 
we could not obtain more than 6 out of the 15 votes, three votes 
due the US as an occupying power and the ghree German votes 
which we woulé control through our control of JEIA. The Army 
therefore, urges that the functions of the agency should be 
solely edvisory or should be subject to a US veto. 


&s a compramise we have instructed Ambassador Touglas to 
obtain the inclusion of some additional criteria which would 
take into account the Army position. The suggested wording 
would provide thet, durine the period in which the US is 
wholly or largely meeting the deficits in Germany's balance of 
pevments, the other countrics members of the Ruhr agency will 
recoenize the interest of the US in an ellocation cf coal, 
coke and stcel es between German consumption and export which 
will, while contributing to the success and conforming to the 
principles of the Recovery Proeram without violating the 
accepted principle that no priority shall be given to the 
recovery of Germany over thet of the cconomiecs of neighbor- 
ing countries, boest contributs to putting the German economy 
on 2 self-sustzinins besis, 


Douglas will work out with General Clay some method of 
seeing that the above criteria is ecsrricd out. While the 
Army hea suggested that the Joint-Export-Import Agency, in 
which we have the dominete voice, be given veto authority, 
it is recornized thet this procedure might frustrate the ne- 
gotiations completely. 


One possibility which Dougl’s will discuss with Clay is 
thet, in the event of a diffcrence cf cpinion as to whether 
| alloc cations are in accorcance with cur proposed criteria, 
whether or not the matter should be referred to the continuing 
body of CEEC and to the ECA Administr-tcr for detcrmination in 
accordence with Recovery Program procedures. 


It is also recommended that any rcferenee in the agrcement 
to the supreme authority of the Allied Powers be eliminated and 
"the périod of Allied control’ or “supervision” be sudstituted. 
This change in wording is sus: ested since the supreme authority 
of the Allicd powers nas in the past been used to designate the 
four occupying povers, 


* * ~ 
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AINTERDEPARTMENTAT COMMITTER An interdepartmental ferrous 
O cDby CERMAN SCErAP PROBLEK scrap committee is being 





formed under the chairman- 
ship of the Commerce Department. One of its main objectives 
is to secure Army agreement-as to the urgency of making avail- 
able for export surplus tonnages of German scrap iron and 
steel, .Incluced on the committee will be representatives of 
State, Army, the National Security Resources Board, the War 
&£ssets Administration and Maritime Commission. 


German Scrap Mission Recognizing that steel production 
in the US is being retarded by an insdfficient supcly of scrap 
and that shortages are also widespread in steel-producing 
countries of western Europe cooperating in the Recovery Pro- 
grem, the US Government sponsored a mission jointly with the 
steel, scrap and foundry industries to survey the scrap situa- 
tion in the bizonal aree of Gcrmany anc to assess the possi- 
bilities of exporting surplus scrap from Germeny. 





After several weeks investigation of the German situation 
the Mission reported substantiel tonnages of scrap in Germany 
surpJus to German needs and recommended that collection, pro- 
cessing and export of scrap be vigorously pursued under mili- 
tary government directives which would accord such a program 
a priority equal to that given coal. To accomplish this it 
made the following major recommendations: 1) certain inven- 
tory controls should be established to prevent the accumuiation 


' of excess stocks of scrap either at the steel mills or in 


dealers' yards; 2) certsin speciel incentives should be pro- 
vided to induce owners of rubble to part with their scrap and 
dee ers to process. and shi it; 3) over-riding policies should 
be laid down to permit the immediate sele of rubble scrap, 
title to which is held up in legal uncertainties; 4) a special 
orgcnization of US scrap experts should be estapdlished to work 
closely with its British counterpart 2s a central purchasing 
and expediting agency for serep in tne bizonel area; and 5) all 
scrap acquired for export. in the bizonal area other than US and 
UK Army scrap should be subject to international allocation. 

State And Commerce Position The Department endorsed the 
Scrap Mission's recommendations, taking exception only to the 
provision which would permit the above suggested purchasing and 
expediting organization to take over tne management and opera- 
tion of scrap yards not showing adequate performance. Wwe did, 
however, agree that some such organization should be set up. 
Commerce enucrsed the Mission's recommendations. 





Army's 
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.. Army's Views On Proposed Program The Army informed 
OMGUS that it was taking no action to implement the Mission's 
recommendations pending receipt of OMGUS comments since it is 
a problem for military government authorities of bizonal 
Germany. OMGUS, in commenting on the Mission's report, stated 
that meximizing of German steel production is the chief con- 
cern of military government. It pointed out that the scrap 
problem in Gerivany is not one of availability of material but 
rather of labor and facilities to collect and process it. No 
‘indication was given, however, that OMCUS contemplates any 
special priorities to overcome these difficulties, 





-OMGUS has taken the following position on the special 
recomrendations of the Mission: 1) it apparently rejected 
inventory controls to insure the release of excess stocks of 
scrap in dealers' yards or at mills; 2) it expressed agree- 
ment in principle with the recommendations concerning incen- 
tives and indicated a willingness to consider proposals of 
foreign contracting agents to provide their own incentives; 

3) it stated that it is straightening out the problem of title; 
4) it made no mention of the proposal that a special organi- 
zation of US experts be established to purchase scrap centrally 
and to expedite its collection and processing; and 5) it ex- 
pressed disagreement with the proposal that export tonnages of 
German scrap should be subject to international allocation, 
OMG’S feels that the sele of exportable scrap should be to the 
highest bidder in order to obtain for the bizonal area the 
highest net return and that in practice the US could not com- 
pete on this oasis for geogr7p- ical reasons, 


Proposed Department Position Since OMGUS objections to 
internetional sllocetion of German scrap stem largely from its 
desire to sell to the highest bidder, ve 2re suggesting that 
these objections might be overcome if the importance of an 
allocation program were made clear to OGUS in terms of recip- 
rocal undertakinss under the Recovery Procrem. Moreover, the 
TS serap industry is willing to pay 2 higher price for German 
materiel than OMGUS now resalizcs, 





If it is possible to get substantial tonnages of German 
scrap unfrozen for export, the problem of international allo- 
cations will come to the fore, We are developing a position 
on the main questions of who should do the allocating and on 
what basis anc we are urging thet a government position on 
scrap allocations be cevcloped as soon as possible since a 
number of recent developments indicate that contracts and 
agreements may be made which would leave uncommitted only 
negligible tonnages of German scrap, This would have unfortu- 
nate results, particularly on countries participating in the 


Recovery 
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Recovery Program such as Italy, which are not occupying powers 
in Germany and which look to German scrap as a main source of 
supply. Included in the developments which might affect Ger- 
man availability are : 1) the final draft on the bizonal re- 
covery progrem submitted by the Germans to the US and UK mili- 
tary governors provides for the export of 1.2 million tons of 
scrap in fiscal 1949, which is a very sizeable quantity al- 
though it may not be the maximum that could be accomplished; 
2) the British expect to begin negotiations soon for a bi- 
lateral trade agreement between the bizonal area and the UK, 
and it is understood that the British intend to concentrate 

on the purchase of steel scrap; and 3) strong ,;ressure is 
being exerted from various quarters in this country to give 
over-riding priority to German scrap exports to the US steel 
industry in the interests of national defense. 


US SUGGESTS UK SUPPLY COAL TO In a note to the British we 
FULFILL TRIESTE RESPONSIBILITY are proposing that, in view 
of our joint responsibility 
for the Free Territory of Trieste, they make some current eco- 
nomic contribution to the UK-US zone, The recently signed 
Foreign Assistance Act authorizes ¢20 million for the preven- 
tion of economic retrogression in Trieste. Inasmuch as it 
would be inconsistent with the aim of the European Recovery 
. Program to cause any additional drain on the UK dollar supply, 
we are suggesting that the British consider the possibility 
of supplying on a grant basis the coal, including transporta- 
tion, required by the UK-US zone from April 1, 1948 to June 30, 
° 1949. Alternatively, the British might substitute crude petro- 
leum to the extent they deem desirable, (Coal and crude petro- 
leum requirements of the zone are presently estimated by the 
Department at approximately 292,000 and 30,000 metric tons 
respectively.) 














Although the British assumed a 50-50 joint financial 
responsibility with the US to contribute to the economic 
support of Trieste during the period Jan.1 ~ June 30, 1947, 
they fell short of fulfilling their responsibility by $1,321,742. 
Since June 30, 1947 the US alone has borne the financial burden 
of economic assistance to Trieste. Our note states that if 
the UK is prepared to participate in furnishing economic assis- 
tance to Trieste as stated above, we will consider the UK 
financial liability for the period Jenuary 1, 1947 to June 30, 
1947 as finally discharged, 


* * * 
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US, UK AND FRANCE TO DISCUSS The British and French nave 
GURMAN ASSETS ISS™ES IN FARIS agreed to a tripartite meet- 
ing in Paris on April 27 to 
discuss all outstanding issves on Cerman essets in non-TARA 
countries of the western and eastern hemisphere anc in the 
neutral countries of Spain, Portugal, Sweden and Switzerland. 
It is also expected that informal conversations will be neld 
on the question of German assets in Itely. 








On March 25 we presented an aide memcire jointly to 
British and French representatives in Washington proposing 
certain concluding steps with regard to German assets in all 
countries except the neutrais and IAPFA member nations. 


Other American Republics In line with the resolution 

for the elimination of £xis economic influence from the western 
hemisphere adosted in Rio in 1942 and reaffirmed at tne Mexico 
City Conference in March, 1945, all of the American Republics 
except Uruguay and Bolivia have undertaken the liquidation of 
German assets, Wwe yropose that in all excert these two coun- 
tries the German «xternel assets program be considered as sat- 
isfactory or adequately eccompiisned and that no further rep- 
resentations be mace in this regard. 








Both Bolivia and Uruguay have placed German assets under 
government supervision. Boiivia has enacted but has not im- 
plerented legisistion for tne liquidation of the assets; 
Uruguay dees not even heave such legisiation- The Department 
has many times reavested ooth of these countries to institute 
programs comparebdle to those executed by othcr of the republics, 
Recently we have concentrated our efforts on sécuring tne vest- 
ing or lisuication of only those assets owned directiy from 
Germany. Since tne amount cf the assets involved is so small, 
we are proposing to instruct our missions in tnese two coun- 
tries to rake no further representation with respect to this 
mattere 





Irac, Iran, Lebanon, Syria, Seudi Arabia, Ethiopia, Iceland, 
Liberis, Chine Ana Siam None of these countries, with the 
exception of China, has officially emberked on a progrem for 
the liguidntion of German assets, and we recommend to the UK 
and France continuation of our efforts to achieve the security 
objective. However, we do suggest thst consideration be given 
to a change in views on the disposition of the proceeds of 
liquidation. In all of tnese countries the emount of German 
assets is sucll, anc it may be assumea thst all heve some legit-~- 
imate war cleims against Germany. Since it is unlikely that 
any assets ccn be obtained for distriovtion to IAR. countries, 
we suggest that the three Allied Missions to Iraa, Iran, Lebenon, 
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Syria, Saudi Arabia and Ethiopia present final notes urging 
the liquidation of German assets and reminding the govern- 
ments that their claims against Germanv arising out of the 

war can be compenseted only from German assets in their coun- 
tries and suggesting thet the proceeds of the liquidation be 
retained in satisfection of such claims, In the case of 
Ethiopia, we would further turn over to that government the 
kevs to the German Legation of which the Ethiopians have 
physical control. Simiiar notes would be sent to the govern- 
ments of Icelend, Liberia, China and Siam even though previous 
specific communications on this matter hsve not been sent them, 


Turkey In the case of Turkey, we suggest to the British 
anc French thet the Turkish offer of December 20, 1947 be 
accepted. At that time the Turks agreed to place at the dis- 
pesition of the three Allied governments any baisnce of sums 
realized from German assets after all types of ciaims egainst 
the Turkish Government anc Turkish nationals ageinst German 
heve been satisfied from the German assets subject to Turkish 
jurisdiction. However, the Department recommends that the 
turkish Covernment not be informed of our acceptance of their 
offer at tnis time. Rather we should lcsve the timing of such 
notificetion to the discretion of the three Allied Missions at 
Ankara as of possible utility in arriving at a satisfactory 
settlement on the question of looted gold. 


Swifzerlend Aithough agreement was reached with the 
Swiss in May 1945 for the liquidation of Geimen external assets 
in thet country and distribution of 50 percent of the proceeds 
to IARa, the Swiss have not executcd that part of the agree- 
ment which secures part of the proceeds of liquidation for IARs 
countries. The S:‘iss heave taken the position that they are not 
obligated to execute the agreement until a rate of exchange 

is established between the Swiss franc and the German reichsmark 
so that comocnsatior in reichsmarks cen ove vaic to the German 
owners cf property in Switzerland. The US, UK and France--the 
gcvernments concerned in the first instance ~-heve always re- 
jected this Swiss contention, Thc De.vartment's most recent 
propossl made in a note to the French and British is to accept 
en offer made by the Swiss in October 1947 to accelerate iiquid- 
ation of German assets and piace the proceeds in biocked account 
pending establishment of a satisfactory rate of exchange with 
Germany, The Department would make its acceptance of this offer 
conditionai upon agreement with the Swiss as to types of » 
assets whicn would be liouidated. ‘\ve would not be satisfied 
with an acceleration of liquidation of real estate and other 
comparatively insignificant property but would insist that the 


Swiss 


DECLASSIFIED FOR PUBLICATION IN FOREIGN 
RELATIONS OF THE UNITED STATES 








SECRET 
-9J- 


Swiss licuidate the important German investments, If these 
negotiations fail, we have proposed to the British and French 
thet a report be filed with I/.RA outlining the status of the 
situation under the Accord of 1946 and that, under the cir- 
cumstances, the three countries. consider their obligations 
under the Accord discharged. At the meeting in Paris this 
month, the US proposal anc: any other proposal which may be 
offered by the British and French will be discussed. 


In this connection, the Department has again indicated 
to the British its preparedness to abolish the Joint Commission 
which hes been handling liquidation and leave the liquication 
program entirely in the hands of the Swiss, providing the Swiss 
will make a lump sum settlement by paying 250 million Swiss 
francs to IARA countries, 





Sweden The agreement with Sweden on German external 
assets was reached in July 1946, and the Swedish Government 
has paid the US, UK and France their share of German assets 
in Swecen. However, they heave not paic the other I/.R,. coun- 
tries, and numerous attempts to persuade Sweden to make an 
allocation to the other I.R.. countries in accorcance with 
their percentage shares in German external assets under the 
Faris R=..arution Agreement have been futile. The General 
‘.ssembly of I.R. has passed e resolution calling upon the 
Swedish Government to make such an allocation, and has also 
recommended that the resolution be presented by ail 14R. coun- 
tries and perticularly that the three /llics exert their efforts 
toward inducing the Swedish Government to accept it. Although 
we doubt the effectiveness of such a move, we instructed 
Embassy Stockholm to present this resolution to the Swedes. 
Our future course of action will also be discussed with the 
other powers at the Paris meeting. 





Svain The negotiations with Snain, which heve been go- 
ing on intermittently for alrost 18 months, are nearing con- 
clusion, The major unsolved issue at this time is the percen- 
tage-wise distribution of the proceeds to be made to the IARA 
countries. Otherwise, the ..ccorc is ready for signature except 
for minor details. 


Portugal in February of 1947 Portugal reached agreement 
with the three Allies on thc liquidation of German assets and 
for allocation of the majority of the proceeds to I/.R4A. Howe 
ever, it was stipulated in that agreement thet the effective 
date would be contingent on reaching a séttlement on looted 
gold, The :zllies h-ve evidence th2t Portugal -* 7 1ired at least 
38 tons of looted gold from Germany, but the . .. .uguese have 
refused to make restitution of any of this gola unless full 
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compensation is paid them by the Allies. At the meeting in 
Paris the three Allies will discuss various courses of action 
aimed at arriving at a final statement on the gold question, 


_ Italy More than a year ago, the British and French ad- 
vised the Department of their agreement to our proposal that 
all of the proceeds of liquidation be given the Italian Govern- 
ment. The French have not waivered from their agreement. The 
British, however, have shown some reluctance to carry through 
on their original agreement end, when in early Idarch we pro- 
posed thet we anrovnce immediately a policy of turning over to 
the Italian GOvernment unconditionally the proceeds of German 
assets in Italy as they become available, the British demurred. 
Bevin stated thet it would be of doubttrul wisdom to deal with 
the matter prior to the elections. He suggested instead that 
the question be discussed during the tripartite telks on Germany. 


SECRET 
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TTLES US Brazil has concluded lend-lease settle- 
= iCCOUNT ment negotiations with the US and has 
agreed to pav $35 million in seven annual 

installments of ¢€5 million each beginning vuly 1, 1948. This 
constitutes the finel settlement of ail Braziiian financial 
oblications under the Lend-Lease Agreement, inciuaing trans- 
fers to the Brazilian Expeditionary Force and is in addition 
to the $35 million already paid on lend-lease account. 





BRzZIL SE 
LEDD-LE.S 
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RECOVERY PROGRAM! PARTICIPANTS On April 16 the Organization 
SIGN CHARTER OF COOPERATION for European Economic Coopera- 
tion (OEEC) came into being 
with signature of the representatives of all '6 countries par- 
ticipating in the Recovery Program and by General Koenig on 
behalf of the French zone of Germany and General Robertson on 
behalf of the bizonal area,of four documents--the final act, 
the convention, a supplementary protocol on the legal capacity 
and privileges and immunities of the organization and a supple- 
mentary protocol on financial regulations, In adcition reso- 
lutions were adopted on the functions of the continuing organi- 
zation; relation between the organization and the US special 
representative in Surope; rules of procedure; financing of the 
initial budget and interim financing of the orgenization; and 
staff regulations. 





The organization is to consist of a council composed of 
all the members and all major decisions are to be made by it. 
From among its members the council designates each year a presi- 
dent and two vice-presidents, It is to be assisted by an exec- 
-utive committee and by a secretary-general and can create any 
technical subsidiary committee or organ necessary to exercise 
its functions. The executive committee will be composed of 
seven merbers designeted each year by the council end will 
carry on its work by directives and on instruction of the 
souncil, The council designates a president and a vice presi- 
dent each year from emong members of the committee. Members 
of the orgenization not represented on the cxecutive committce 
cen participate in discussions and decisions of the committee 
on problems particularly affecting them. The secretary-genereal, 
assisted by a first and second deputy, are named by the council 
and ere under its authority. The sccretary-general is to assist, 
with consultative voice, in sessions of the council, executive 
committee, and subsidiary orgsns. He is to prepare the sessions 
of the council and* executive committee and assure ecxecution of 
their instructions, He will name administrnrtive personnel sub- 
ject to council azproval. T chnical committecs and subsidiary 
orgens are under authority of the council, Supplementary pro- 
visions concerning the functions of the secretary-general im- 
bue him with responsibility for the actual operations of the 
OEEC. 


The orgenization, es finally agreed upon, is a composite 
of views, particularly those of the UK and France, and it 
appcers to meet our hopes for a strong and offeetive orgeniza- 
tion. The exccutive committee is of particular importance and 
we expressed our view that it should be manned by reelly first- 
rate economic personnel. 


At the first council meeting held in the afternoon of the 
day of the signing it was agrced that Belgium would provide the 


president 
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president of the council with Greece and Denmerk providing 
vice-presidents. I1t is presumed Premier Spaak will be nemed 
with Snoy as alternete. It was also decided that the presi- 
dent of the executive committee would be designated by the 
UK, with Sweden providing the vice-president end France, 
Italy, the Netherlancs, Switzerland and Turkey as members, 
Sir Edmund Hall-Patch thus becomes president as the UK had 
already nameca him for committee membership and given him the 
rank of Ambassador. Robert Marjolin of Franch, dcputy com- 
missioncr general of the Monnet Plan, wes named secretary- 
eenersl and Paris wes designated as the seat of the orgeani- 
zation. Tec next council meeting is vlanned for Mey 3 and 
one of its ects will be to approve ceteiled instructions now 
being worked up by the executive committee for preparation of 
progrems.e 


Departmental represent->tives in Prris to advise on the 
Recovery Program are concerned that the OZEC immediately assume 
its important functions ana that the Economic Cooperation éd- 
ministration heve representatives availeble in Paris for con- 
sultation as soon as possible, They feel that the principle 
thet programs for the July-September querter should be ne~ 
gotisted between EC/. and OEEC is of great importance. The ten- 
dency to take up this aucstion bilsterally in Washington is 
alrendy apparent on the British side and many delegates feel 
if this heppens, even temporarily, it will advcrsely effect 
OES’. Our view has been that the progrems should be developed 
in the first instance by participating countries in ccensul- 
tation with the ECA Missions with the OEEC bringing the pro- 
grams together, ironing out inconsistencics, relating require- 
ments to sveilabilitics, pointing out spheres of mutual aid 
and making recommendations on offshore procurement and other 
metters. While recognizing thet time lirits the arount of 
work OEEC can do with respect to second quartcr programs, we 
believe it should comment on them and be prepared to make a 
thorough revicw of the third quarter progrsms, 


Tentstive British views on the longer-range aspects of 
the organization are also disquicting. They appear to think 
it is not possible to program effectively on the basis of a 
series of quartcrly programs and that annual programs are the 
basic ones with quarterly programs largely derived from them 
and modificd for seasonal and other frctors,. They conceive 
OEEC's first and most important task as sereening and coordi- 
‘nating annual programs prepared by the separate countrics. 
They believe the quarterly programs should be handled largely 
bilaterally between the countries and the EC/ missions. Our 
representatives heve indicated thet we conceive of a larger 
role for CLEC in quarterly programs and believe, in particular, 


thet 
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that’ Zt would be desir-ble for OEEC to review the quarterly 
pro =e, the annual progrems both in planning and per- 
formahee stages. The problem of intra-Europeen trade and 
European trede outside the western hemisphere would eso seen 
to require consideration of quarterly programs by VEEC. 


In this regard, our representatives believe thet it would 
be desirable for financial experts under the auspices of the 
new orgenization to begin technical discussions on peyments 
problems leading to leter formal recommendations, These should 
include a survey of 211 practicable techniques to facilitate 
the essential flow of goods which have been considered by in- 
terested European officials--shifts in progres mming , offshore 
purchase, offshore credits, widening credit margins under pay- 
ments agreements, standardization of payments agreements, use 
of local currency counterpart, extension of automaticity of 
multilateral cleering, and the gradual a-proach to intre- 
European transferability, perhaps under the internationel Mone- 
tery Fund. Our representcstives are concerned lest consideration 
be limited primarily to the utilization of local currency ac- 
quired through the Recovery Program and believe that the UK, 
France and Benelux mey discuss how to use local currency counter- 
pert to ease immediate payments difficulties at the meeting of 
the five-power finance rinisters in May. 
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RECOVERY PROGRAM FINANCING In ecnnection with the Senate 

FF.OL OTEER TEs.N US SOURCES sppropriations Committee hesr- 
= ings on enabling legislation for 
the European Recovery Progrem, we h=ve presented a paper setting 
forth our views on financing these requirements by other western 
hemisphere countries, the Internationol Bank and other sources. 








While prospects for a number of the other western hemis- 
phere countries hsve changed in recent months, the estimate of 
about $700 million of credits or grants fron other western 
hemisphere countries over the 15 month period from April-1948 
through June 1949 still seems reasonable. It is emphasized, 
however, thet this figure is believed to be the maximun that 
can be expected from these countries on either a credit or 2 
gift basis in the light of their own import requirements and 


reserve 
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reserve position. Although no breakdown is given of what 
any one country will do, current information particularly 
with regard to Caneda and Argentina, constitutes the basis 
for the estimate, 


Due to the sharp decline in its reserves in 1947 Canada 
was compelled to cut down on the use of outstending credit 
to the UK and to demand doller cseyment for part of Canadian 
shipments to the UK. More recently, Canada informed both 
the "i~ and UK that efter the middle of April 1948 it would 
be unsble to make further exports on credit to Britain. 
Credit shipments in 1948 prior to mid-April will totel 
$52 million, Drawings on all other credits in 1648 are ex- 
pected to total about $75 rillion. Gifts will arount to 
about $20 million. Thus the total assured Canedian financiing 
of foreign requirerents in 1948 will probably not exceed 
$150 million. The Canadians, however, plan to re-examine 
the situation in September on the basis of returns on the 
current crop. 


argentine is expected to finance Recovery Progrem re- 
quirerents to the extent of nearly $300 million up to March 31, 
1949 as a result of the sale of the British owned Argentine 
railways for approximately $600 million. Of this amount 
$160 million is to e-me immediately from accumulated Argentine 
holdings of sterling; the remeining $440 million is to be 
financed by .rgentinc exports of foodstuffs to the UK during 
the l2-months to March 30, 1949. apart from these foodstuffs 
exports Argentina is expected to have a balance-of-payments 
deficit with the sterling ares, which will presumably have 
to be financed by a further reduction in sterling balances 
estimated at $150 million. In the finel quarter irgentina 
may be able to provide further. financing by accumulating 
additional sterling balances, although no definite commit- 
ment appears to have been made in this regard. 


Under an agreement reached in October 1947 for financing 
approximately $165 million of Argentine cereals and other pro- 


ducts to Italy, there will presumably be some exports to Italy 


on credit during the 15 month period, amounting perhaps 
to roughly one-third of the credit or $50 million. 


In addition to possible credits of $700 million fron 
the other western hemisphere countries, it is estimated that ‘ 
$500 million will be available from undisbursed balances of 
outstanding Eximbank loens, from the International Bank and 
non-guarenteed private investments, /.ccording to the most 
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recent information, countries participating in the Recovery 
Program will have available about $175 million from the un- 
disbursed balanees of outstanding Eximbank credits and 
$100 million from undisbursed International Bank credits. 
In hearings before the Foreign Affairs Committee the amount 
of non-guaranteed private direct investment during this 
period was estimated at from $50 to $100 million. 





Other sources include small sums which may become avail- 
able to some of the participating countries from the liquid- 
ation of assets in the US owned by their nationals. This 
source, it is believed, cannot be regarded as available for 
meeting the balance-of-payments ceficits of these countries, 
since compulsory liquidation of such assets would mean a 
permanent loss of tne income therefrom, and make recovery of 
a balanced international position that much more difficult. 


Inasmuch as these est:mates are besed on the net deficit 
of the participating countries as a group, and since Switzer- 
land is estimated to have a $128 million surplus with the 
western hemisphere, the figures contemplate a credit by 
Switzerlanc of this amount to the other particinating coun- 
tries, In addition, it is conterplated that the deficit for 
Portugal and dependencies o:' $93 rillion will be financed 


out of Portugal's own resources, 
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NAC RECOMMENDS DISTRIBUTION OF At the request of the Eco- 
RECOVERY PROGR ™ LOANS »ND GRANTS $nomic Cooperation i.dminis- 
trator the National Advisory 
Council has recommended distribution of first quarter aid to 
countries participeting in the European Recovery Program with 
regerc to loans anc grants. The recommendation is that Switzer- 
land and Portugal make cesh payments; that iceland, Ireicnd, 
Sweden end Turkey be on a 100 percent loan besis; that Austria 
anc Greece be on a 109 percent grant basis; anc that the re- 
meining countries be on a part lozn and part grant basis as 
follows: Belgiun-Luxembourg 85% loans, 15% grants; Norway 50% 
loens, 50% grants: Denmark 25” loans, 75% grents; the Nether- 
lends 25% loens, 75% grants; UK 25% loans, 75% grents; France 
15% loans, 85% grants; and italy 10% loens, 90% grants. sid 

to Western Germany out of Recovery Progrem aprrovriation would 
result in a cleim egrinst thst country requiring future ae~ 
gotiation with respect to settlement. 











alD AGREEVENT WITH CHINA PRESENTS Within the near future we 
OPPORTUNITY TO PRESS FOR REFORMS hope to exchange "letters 

of intent" with China which 
will permit immediate operations under the Foreign Assistance 
act of 1948. (See page 1, «zpril 5 issue of Current Economic 
Developments). The ct authorized an appropriation of $33 
million for economic assistance to Chine, and an appropriation 
of an additional €125 million on such terms aes the President — 
mey determine. It also directed the RFC to advance $50 million. 
We have recommended to the Budget Bureau thet of the $50 million 
advance, $36.5 million bc assigned to the Administrator of the 
Economic Cooperetion ..dministretion to provide initinl economic 
assistence end $12.5 million be reservec as part of the "ad- 
ditionel aid" to be trensferred to the Chinese Government by 
procedure prescribed by the Presicent, Programming uncer the 
$36.5 million is initielly estimeted as $13.5 million for cereals; | 
$13 million for cotton; $8 million for petroleum; $1.5 million 
for fertilizer; and &.5 million as a reserve for possible use in 
initiating the necessary surveys or other purposes in connection 
with reconstruction projects, Studies are under way on require- 
rents and programming for the whole program. 














| Our proposed lctter of intent will inaouire whether China 
adheres to the purposes of the s.ct and intends to conclude the 
requisite bilatcral sgreement, and will suggest that pending 
negotiations of such agreement, aid should be governed by tne 
relief agreement (PL 84) signed with China October 27, 1947 with 
certein modifications and coxceptions. 


The 
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The bilaterel agreement must be concluded within three 
months after signing of the /.ct and we believe should apply 
to the economic aid authorized but not to the "additional aid." 
The negotiation of this agreement presents the best opportunity 
we have had to press for reforms within China essential to 
arrest disintegration. We believe the agreement should incor- 
porate Chinese commitments concerning the control and disposal 
of US aid goods and locsl currency proceeds and improvemcnt of 
US-Chinese commercial reletions. It should also incorporste 
Cninese uncertakings regarding general domestic econcemic end 
financial reform measures, Embassy Nanking believes many of 
the undertekings specified in the .ct with regerd to European 
participents of the Recovery Program can be incorporated in 
the bilateral egreement with China, including undertakings to 
reduce trede barriers; to locate anc use Chinese assets in the 
US; anc to submit to the same rules of equity as European 
nations in allocation of searce materials. It is suggested 
thet the materials evrileble in Chine, in the increesed pro- 
duction of which the US has an interest (such as tungscen, 
antimony, bristles, tung oil and possibly tin), be namea in the 
agreerent. also it is suggested that the 10 specific points of 
Premicr Chang Chun's Jenuary 28 public statemcnt of objectives 
of the Government with regerd to finencial and economic policy 
be incorporated in the agreement, and that an undertaking to put 
into effect specific and effective measures to accomplish thcse 
objectives constitute a part of the bilatcral agrecment. 


We believe we should concurrently press for informel uncer- 
takings regerding specific implementation of such generel 
mcasures, including such tasks as steps towards budget rational- 
ization, control of expenditures, land reforr and improvement of 
tax revenues and foreign exchange operations. In this regarc 
the Exbassy has suggested that specific but private engagements 
should be sought on reopening river ports for all shipping if 
possible, but at leest for US aid cargoes; for prompt adherence 
to the General sgreement on Tariffs and Trade; for assurances of 
unconditional most-favored-nation treatment for the US under 
the pending Tresty of Friendship, Comricrce and Navigation; for 
agreement that the Universal Trading Corporation restrict its US 
purchases to those on behalf of the ministrics anc egencies of 
the Government; end for a cormitrent that within a stated period 
the Chinese will present for comment a progrem for modification 
of export-import controls anc exchenge regulations. 


The Embassy points out that it is not cifficult to extract 
sweeping public and private uncertekinrs from the Chinese Govern- 
ment but that the difficulty lies in the Government's chronic in- 
ability or unwillingness to execute its promises. In this regara 
the importance of US technical experts in China is mentioned. 


* * * 
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JAPAN RECEIVES Last week the Eximbank approved a $60 
COTTON CREDIT million credit for the purchase of US 

raw cotton for Japan. The Bank will parti- 
cipate to the extent of $29 million, the remainder is ex- 
pected to be shared by the Bank of American National Trust 
and Savings Association, the Chase National Bank, the 
National City Bank of New York, and the J. Henry Schroder 
Banking Corporation, Interest on the notes running for 10 
months, the maximum period of the credit, will be 2 1/2% 
with lesser rates for credits extended for shorter periods. 
Repayment is expected to be primerily from textile exports 
supplemented by other Japanese dollar exports, with the total 
credit secured on a one-to-one basis by Japanese-owned 
precious metals made available for this purpose by a policy 
decision of the Far Eastern Commission. Since cotton tex- 
tile exports have amounted to about 60 percent of total 
Japanese exports curing occupation, the Department has 
strongly supported the granting of this loan. The absence 
of an explicit dollar sales requirement in this credit should 
permit greater flexibility in the sale of textiles than has 
heretofore been possible. 


Last year the Commodity Credit Cornoration lent US raw 
cotton to Japan under an agreement whereby the finished 
product had to be sold for collars in the first instance in 
order to liquidate the loan, After liquidation of the loan. 
other currencies were considered acceptable. Since the sterl- 
ing area was the chicf purchaser of Japanese-produced ccuton 
gvods, termination of free convertibility lest August put a 
definite crimp in the. sele of Japenese cotton goods resulting 
in greatly increesed inventory sccumulation.. For the past 
six months, the Department has been trying to get more flex- 
ibility in the terms of the CCC cotton agreement and a new 
dreft agreement hes been »reparec but is not yet signed. 
Uneer the revised agreement, the provision requiring payment 
in dollars for the sale of cotton is elimineted and insteed 
substitutes a recuirement that $5 million be paid monthly to 
the CCC from the proceeds of export sales of textiles made 
wholly or partly from CCC cotton and from other funds which 
may be available. 


This revised agreement, if signed, together with the 
Eximbank loan, should provide the necessary stimulus to the 
production and export of Japanese textilcs,. 
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TIN SS ETOTED The International Tin Study Group has rec- 
BEING IED ommended to member governments the setting 

up of a working party to consider whether an 
inter-governmental tin agreement, possibly along the lines of 
the international wheat agreement, wovld be appropriate and 
practicable. The working group is scheduled to meet next 
June in The Hague to study and draft the framework of an in- 
ternational agreement, and a meeting of the full Study Group 
will be held next fall to consicer the conclusions of the 
working party. 


The International Tin Study Group, which met in Washing- 
ton April 19 to 22 principally to review the world tin situa- 
tion as it has developed since its first meeting in April 1947, 
found that actual tin production is smalier than had been 
previously estimated and will vrobably continue to be iess 
than estimated world needs through 1949. The Study Group 
estimated the world mine production of tin at 150,000 long 
tons for 1948, 4 OOO long tons for 1949, and 206, 000 long 
tons for 1950, In "1947 it anticipated that world mine pro- 
duction would be 163,000 tons in 1948 and 201,000 tons in 
1949. These reduced estimates reflect the difficulties faced 
in rehabilitating the rar eastern tin mines, and some re- 
duction in the tonnages estimated from other sources. The 
potential industrial consumption of tin, if tin were frecly 
available and if restrict ions on the use of tin were removed, 

was estimated at 190,000 tons for 1948, 1949 and 1950. 


The Study Grouv made no recommendation on the Bolivian 
proposal for an inercase in the price of tin ore, 
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RESTITUTION AUTHORITY OVER EX-ENEMIES The Joint Chiefs of 
GIVEN VEN TO AUSTRIAN COVERUNENT _ BY THE US Staff recently author- 
ized the termination 
of US control of restitution from Austria to ex-enemy statcs 
and transferred this authority to the Austrian Government. 

This transfer of authority does not include restitution to 
Italy which has the status of a co-bellizerent, nor coes it 
affect claims which heve alreacy been allowed. 
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For some time prior to this action by the JCS, Austria 
had been pleading with us for permission to negotiate bi- 
laterally with the ex-enemies in order to obtain some guid 
pro quo. The question became acute when Hungary was author- 
ized to receive some 3000-3000 horses under existing policy 
directives. The Austrians claimed that since Hungary was an 
ex-enemy, was now under the control of the USSR and was not 
respecting Austria's large property interests there, the 
restitution policy should be modified. we were given assur- 
ances by the Austrians that restitution would be continved 
in the same spirit as handled by the US, and particular 
referer.ce wes made to the ability of the Austrians anc Eun- 
garians to work out setisfactory bilateral agreements, fe- 
ports have reachec us, however, that the Austrians are not 
conducting their restitution activitics along the desired 
lines and we have asked Lesetion Vienna to investigate and. 
report fully on cevelopments. 


Several days ago, the Austrians asked the Department to 
reconsider its position with respect tu restitution to Italy. 
This metter will shortly be considered by the ‘CS but in the 
meantime we have advised the Itclians informally that it would 
be wise for them to enter into negotiations immediately with 
the Austrians looking towards a bilateral agreement on the 
question of Itelian property in Austria. While we do not know 
the value of such property it is thought to be significant. 


TEIRD ECE SESSION The third session of the Economic Commission 
BELIEVED CRITICAL for Europe, which opens April 26 in Geneva, 
is likcly to be critical for th: future of 
the organization. Both the first two sessions, held im May and 
July, 1947, were made difficult by the critic7l end obstruc- 
tionist sttitude of the soviet,Byc loruss ian, and Ukrainian dele- 
gations. These countries heve not attendea tne numerous mect- 
ings of technical committecs of the ECE neid since last July 
and these mec tings have becn harmonicus and effective, with 
attendance and cooperation by ctner eastern European countries, 
not-bly Poland snd Czechoslovakia. The Soviets are expected 

to attend the third session anc may tzke the occesion to attack 
the Recovery Program, the western vovwers' hendling of Germany, 
the number of ECE committees and subcommittees, and their prac- 
tice of making rccommendetions directly to governments. It is 
hoped, however, that irrelevancies and politically inspired dis- 
putes can be kept to a minimum sc thet there will de no impair- 
ment for the future of the very real accomplishments realized 
over the past yeer by *he technical cemmittees end subcommittces 
of ECE, 








The 
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The chicf iters on the provisional agenda ares 1) con- 
sideration >f reports from committees and subcommittees of 
the Cormission; 2) arrengements for cooperetion between FAO | 
and ECE in the field of agriculture; 3) consideration "f points 
arising from the "Survey of Europe's “ecnomic Conditions and 
Prospects", recently issued by the ECE Secreterirt. 


ECE committce structure may be criticized vy the Scvict 
representative in a rcpetition of points made by the Soviets 
at the sixth ECOSOC session, when they argued ECE had crezie 
too meny subsidiarics end that their studics and recor:.cndations 
constituted a violation of national sovereignty. The fects are 
that the cormittees are authorized by their terms of referonce 
to esteblish subcommittees and working parties; those est-d- 
lished have been by unanimous recommendation of the govern- 
mental representatives participating in their work; anc this 
has vroved an efficient mcens for breaking the various prob- 
lems down into the detail necessary for expert technizal dis- 
cussion. The techniccl subsidiaries are empowercd to meke rec- 
ommendations dircctly to governments, proviced that decisions 
on allocations are mace with the approval of ail governments 
Girectly conccrned ana that the groups takc no ection with 
respect to any country without tne agreement of the government 
of that country. These provisos have been observed. 


The Soviets may also use the Exccutive Secretary's report 
on relations with the control authorities as the taxe-off point 
for charges against the western powers and their intentions 
with regard to Germany. We hope to dispose of Ccrmittee rcports 
without refcrence to the Executive Sccretary's provisional 
liaison arrangerents with the bizonal area. If they are dis- 
cussed, we will take the vosition that the Executive Secretary's 
report is a proper progress report anc should de accepted. The 
failure to establish a relationship with SCE at the allied Con- 
trol Council level has not been the fault of the ECE "xecutive 
Secretary, nor of the US, UK, or French control authoritics. 


We will. approve and recommend for acceptance most of the 
Committee and Subcommittee reports, whicn seer to be adequate 
summaries of ections taken by the subsidiaries, Wwe will, how- 
ever, oppose the raising of the timber and stecl subcommittees 
to committee status and oppose the Industry and Meterials Con- 
mittee's recommendation that further investigrtion of the 
position with respect to ball bearings, conveyor belts and ‘ 
ceramic insulators should be refcrred to the Commission and 
suggest that be considered by the Cormittee instead, Our 
position on these points rcflects our desire to do as much 
business as possible at the committee level, where there hes 
been e notable absence of the politicel disputes that have 
occurred in discussions at sessions of the full Commission. 


Tne US 
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The US is sympathetic to the creation of a joint FA0- 
ECE Comrittce on égrictltural Corrodities and Equipment as 
e means for insuring that F/.0 and ECE pursue cormon policies, 
while ratters of primerily agricultural concern rerain an 
FaO responsibility 2nd industrial problems ere acted on by 
ECE. We will assume thet if the committee is establishcd, 
rembership would be open to both "CE countries and European 
members of FAO (with non-members invitcd to participate in 
2 consultative cspacity thet reports would be rade doth to 
the F..0 Council and to ECE, and that the technicel secretariat 
would be furnished by F..0. 


‘With regare to the Secretcriat's "Survey of the Econonic 
Situation and Prospects of Europe" (See pege 4, April 12, 1948 
4ssue of Current Economic Developrents) we will tzke the 
general position tnzt the report is very significant and 
shoula be carefrlly studied by governments and other appro- 
priate bodies, We belicve the Secretseriat should continue pre- 
paring economic surveys of this nature, and that prior clearance 
shoulc not be obdtsincd from governments as the resuitant cater- 
ing to their vicws might »roduce a much less useful product, 








We hove thet the status of non-members of UN will not be 
raised at the session. There have been some indications that 
a resolution might be introduced with a view to creating "assoc- 
iate members", ‘We believe the present status of non-members 
gives tham the necessary perticipation and opening the question 
might precipitate 2 sharn debate to no practical advantege. 


* 
* 
-_ 


TENMS OF GENERAL AGR“EMENT # The President has issued a pro- 
fla Clemation putting into effect as 
of April 21, 1948 the provisions 
of the Generel Agreement on Tariffs and Trade (GATT) with re- 
spect tw Czecnoslovakia. The adverse attitude of most other 
G..TT contracting parties to our proposal to secure a waiver of 
our obligations to Czechosiovakie anc a fuller study of our 
legal position, as weil as soundings of Congressional opinion, 
were compelling factcrs accounting for this change in our 
position, (See page 2 of «»pril 12 and page 1 of March 29 issues 
‘of Current Economic Developments.) It was felt that frilure to 
carry out the agreement vis-a-vis Czechoslovakia not only might 
jeopardize our standing with other G.«TT countries but would 
seriously weaken our position in insisting thrt the Soviets 
live up to their com.itments. 
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Other G..TT signatories advanced the argument that there 
was no basis to give us a waiver of our oblig::..ns to Czecho- 
slovakia: 1) since the procedure for waiver of obligations 
under the agree’ ent would not be spplicable before it came 
into effect for Czechoslovakia; and 2) since the Czech Govern- 
ment has not violated the agreement. They alsc stressed the 
vital importance to them end other countries perticipating in tne 
Recovery Program of trade with Czechoslovakia and eastern 
Europe generally. | 


The alternatives were, therefore, to proclaim the rates 
for Czechoslovakia or to take unilateral action to withhold 
them. The legal opinion was that, although the protocol pro- 
visionally applying the agreement might be invoked to justify 
unilateral action, this would be a strained interpretation 
and the Internationel Court of Justice would prcbably hold 
that we had breached the entire agreement. The British and 
Dutch stated that they thought that the protocol did not allow 
partial withdrawal and that if we withdrew concessions from 
Czechoslovakia we would break the agreement with all parties. 


The consensus of Congressional leaders who were informally 
approached was that we had no alternative but to proclaim the 
Czech rates unless we were prepared to cease trade relations 
with the USSR and its satellites. They felt that extending 
the agreement to Czechoslovakia handicaps the Administration's 
efforts to secure renewal of the Reciprocal Trade Agreements 
Act but that it will not change many votes not already ageinst 
the Act. 


NEGOTIATIONS BEGIN FOR REVISION Negotiations began in Mexico 
OF US - MEXICAN TRADE AGREEMENT City last week for revision 

f Schedule I (Mexican tariff 
rates) of the US-Mexican Trade Agreement of 1942, Negotiations 
are in accordance with agreement reached between the two coun- 
tries last December when Nexico provisionally converted 

Schedule I rates to compound rates equivelent to 1942 levels 
pending this more definitive revision. (See page &, December 15, 


1947 issue of Current Economic Developments.) 


Recognizing Mexico's need to correct the imbalance in its 
trade relations with the US and to afford a more reasonable 
measure of protection for !"exican industries, the US agreed 
to consicer increases in certain Mexican rates in return for 














reductions 


DECLASSIFIED FOR PUBLICATION IN FOREIGN 
RELATIONS OF THE UNITED STATES 


tH 





SECRET BEST COPY AVAILABLE 


= 


reductions in some rates and the addition of a number of items 
to the Schedule, to restore the balance of the agreement. 


The negotiations, which are ex ected to be completed in 
May, are deing conducted pursuant to the Trade Agreement Act, 
Public notice of intention to negotiate was issued December 30, 
1947, and Committee for Reciprocity (CRI)hearings were held 
subsequently, Digests of tariff information were prcpared on 
approximately 500 Mexican tariff items and recommendations 
made by both Embassy Mexico City and the Country Committce 
on Mexico, a subcommittee of the Interdepartmental Committee 
on Trece Agreements (TAC). The TAC gave careful end detailed 
e-nsideration to those recomrendations in the light of tho data 
set forth in the digests and in CRI representations, anc sub- 
mitted to the President a list of the requests to be made of 
Mexico, Presidenti2l epproval was given to the proposed re- 
quests and our Negotiating Team was authorized to present 
them to the Mexican Government. Negotiations began April 20. 
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PROTESTS MADE ON INCREAS"D CONTROLS Protests of in- 
0 CENTRAL EUROPEAN OIL INTERESTS creasing controls 
over US oil interests 


in Rumania, Hungary and Bulgaria have been made or are being 
contemplated by the US and interested companies. 








Rumanian Control Over Romano-Americana During recent 
weeks tne Rumanian Government has taken further action to 
control Romano-Americana, US-owned Rumanian subsidiary of the 
Standard Oil Company of New Jersey. (See page 7 of January le, 
1948 issue of Current Sconomic Developments.) ‘/e are in the 
process of sending to our representatives in Bucharest in- 
structions to present a note to the Rumanian Government stat- 
ing that unless conditions are remedied within a certain time 
the US Government and Stancard 0il will take the position 
that these actions deny to the company the control of its 
property interests and the property must be regarded as under 
government administration or interventorship. In this way 
title is not relinquished and the US will hold the Rumanian 
Government responsible for losses or camages resulting from 
its actions. Early in March the British Government protested 
somewhat simiier action taken against Astro-Romano, stating 
that it consicers the company in a state of forcible dissolu- 
tion and that it reserves all rights to intervene on the be- 
half of shareholders. 








On April 15 the Rumanian Government appointed a super- 
visory administrator to Romane .nericane, charging that: 1) 
the technical administrator abendoned the technical conduct 
of the company in the micst of its drilling and production 
program; 2) excessive seleries are being paid to a small 
group of cmployees, thus wasting the company's funds; 3) the 
number of administretive personnel is unusually high; and 4) 
the mancgement hes approved 2 number of improper expenses. 
The government, in reply to Romano-Americana's protest of the 
a-pointment of the edministrator, hes steted thet the obser- 
vations of thc compeny contain no elements warranting recon- 
sideration O- its cecision but on the contrary have rein- 
forced the gOVernment in its conviction that an administrator 
is necessary 


Other actions taken by the government include demands 
upon the oil companies for extensive date regsrding pro- 
duction techniques, projected programs and research activities. 
Romeno-A ricana has complied with the requests generally al- 
though recognizing that the action amounts to expropriation 
of these data without compensation. On April 22 the Rumanian 
Government appointed a sole administrator for Distributia, a 
jointly owned marketing company of Romano and two other com- 
panies, The boare of directors of Romano-Amcricana has been 


hesitant 
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hesitant to make eny protest of this letest action and 
Legation Bucharest hrs the impression that to all intents 
end purposes the board has ceased to function ana is now 
unwilling to do anything which it feels would not meet the 
government's approval: ‘The directors evidently fear 2 pro- 
test would bring reprisals against the compeny and them- 
selves with imvnediate appointment of 2 sole edministr:tor 
to Romano-Americana. 


The Legation points out thet the errivel in Rumeniea on 
April 20 of 1,300 tons of oil field rachinery anc equipment 
from the US largely coincices with the Rumenian Government's 
ection .egainst Romano. We have explained to the Leg?tion 
that the equipment wes alloved to clerr port on the besis 
that it wis enroute from the manufacturing plants prior to 

ferch 1, the effective date for export license requirerents 
for Burope an dcstinations. The Commerce Department hes been 
informed th: t we oppose granting export licenses for further 
shinoments, 


War Damage Claims Against Rumanis. We heve informed 
Leg2tion Bucharest thet ve concvr in Stancerd's instructions 
to Romeno-Americana to file war damage claims in the name of 
both Romeno-Americana and Standard as aiternetive claimant. 
we fecl thet if a single claim is presentec, as Komano | 
officiels suggested, the Rumanian Government might weit until 
the timc for submission of claims is pest and tnen dispute 
.the cleim's valicity by taking the position thats 1) if the 
claim is mede by Romano, that company is not considered a UN 
national ana therefore Standard ‘shoulc hove submitted the 
claim; or 2) if the clain is subritt ead by Standard, then... 
Romano-Arericana is considered « UN nationsl anc should heve 
submitted the clein,. 





' Hunecrian Actions Protested Legetion Budapest hes 
recently protested the Hungerian Government's change in the 
allocation of crude oil to refinerics on the ground that it 
involved substantial discrimination ageinst MAORT. Also. ‘in- 
cluded in the note were protests of: 1) discriminatory tax- 
etion; 2) discriminatory control of distribution of refined 
products; and 3) failure of the government. to pey for past 
deliverics for. the’ government's account. 





_ ‘The Hungarian representetive of MAORT has inforned the 
Hungarian Governrent that his company will not accept the 
government's latest proposal to eppoint a Cormunist- director . 
of MAORT. The Head of National Econory ‘has stated ‘that the 
"American comp2ny cannot expect to withstand.the onslaugnt | 
of the proletariat revolution".and inditated that if it dis- .. 
agreed a'director will be placed by force: We have instructed 


Legation 
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Legation Budapest to make parallel and joint representations 
with MAORT to the Hungarian Government in the event the 
govermment insists on appointing a buffer. We are taking 
the pesition that the effect of controls and forced appoint- 
ment of::personnel deny to the Standard O0i1 Company manage- 
ment and-control of its property interests and the property 
must be regarded as under government administration of in- 
ventorship. The 1S will hold the Hungarian Government re- 
sponsible for losses or damage resulting from its action. 
This formula lays the basis for compensation claims which 
may cventuate on the value of the property at the time of 
the above-mentioned action by the government. = 








Bulgarian Nationalization of Petroleum Distribution 
On February lo the Bulgarian Assembly passed a lew creating 

a state enterprise to exercise a state monopoly on trade in s 
petroleum products. Although the Foreign Office assured 
Legation Sofia that acouisition of the Petrole Company, partly 

. US-owned, would be effected through amicable negotiations, a 

' mumber of actions have been taken unileterelly by Bulgarian 
authorities without consultetion with the Legation or legal 
fhanagement of the company: Among these ares 1)--seizure: of 

the important Rousse installation of Petrole in December 1947 
which seizure has never been revoked; 2) seizure for the use of 
the monopoly of alI funds accruing from transactions on or 

after March 123; and 3) publicetion of regulations indicating 
that the government ccnsiders the company to have been operat- 
ing as an intcgral pert of the petroleum monopoly since 

March 12, | 


The local manegement has retained some control of opera- 
tions and is attempting to secure complete settlement of the 
company's claims before withdrawing.. We have instructed 
Legation Sefia to take no action pending actual seizure of 
Petrole's property. 


* * x 


RET SOVIET The Department is 
RUVANIA generally in agree- 
ment with recommenda- 
tions of the Treaty Implementation Committee which has been 
considering the problem of how the US may derive the greatest 
benefit- from exposure of recent secrct protocols to the USSR's 
long-term economic cooperation agreements with Hungary and 
Rumania, These economic agreements, and their protocols, 
assure Soviet control of the basic industries and natural re- 
sources of these countries and promise a significant re- 
direction of their trade from its prewar pattern. The latter 
policy may adversely affect the increase in east-west trade in 
Europe that is envisaged under the European Recovery Program, 


Committee 
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Committee Recommendetions Since neither the economic 

egreements nor their protocols have been registered with UN 
in accordance with the nrovisions of the Charter, the Com- 
mittee has recommended that we request the US representative 
on UN to take appropriate action with respect to non-regis- 
tration by the USSR. In the case of Hungary it is recognized 
that the USSR mey argue that the protocols are auxiliary to 
the ovér-all 30-year economic coliaboration agreement signed 

. on August 27, 1945 prior to ratification of the UN Charter 
by the USSR. It is proposed that formal requests be made to 
Hungery and Rumania for complete texts of all economic agree- 
ments and protocols entered into with other signatories of 
their respective peace treaties. (Information concerning 
these agreements and protocols which Legations Budapest and 
Bucharest have ‘transmitted to the Department heve been 
reccived from sources which must be protected.) Should those 
governments supply the texts, formal communice*ions will then 
be presented to Hungary and Rumania protesting thet the proto- 
cols violate the non-discriminetory provisions of the Peace 
Treaties which came into force on September 15, 1947. in this 
wey a dispute will be initiated under the arbitration mechen- 
ism of the treeties, It is further provosed that an intensive 
overseas informationel campaign be initiated to focus pudlic 
attention ebroed on the protocols and on their implications 
for all countries in connection with Soviet economic pene- 
tration and to counter Soviet charges that US economic foreign 
policy is imperialistic. 








Provisions of Hungsrian-Sovict Agreeme::ts On December 9, 
1947 three protocols were concluded by the Governments of 
Hungary and the USSR. These are broad agreements which give 
the Soviet Union a basis for exploiting the Hungarian people. 
Although not complete resumés cf the agreements, the following 
points ere indicative of their scope anc purpose. 








The first protocol provides for the payment by Eungary 
of $45 million to the USSR for the alleged debts of Hungarian 
nationals to Germany which are claimed as Germen assets, As 
part of the settlement, the USSR is to be paid $30 million in 
Hungarian currency for Soviet expenditures in Hungary and for 
Soviet investments in Hu.gary, such as buying further into 
Hungarian companies and increasing the number of such companies 
with major Soviet control. The remaining $15 million will be 
paid in export goods distributed over a period of four years, 
beginning January 1, 1948. 


Another protocol relates to the operations of Soviet 
companies in Hungary and the joint Soviet-Hungerian sompanies 
(generally those in which there is 50 percent or more Soviet 
participation). The Hungarian Government has bound itself to 


‘ : | accord 


DECLASSIFIED FOR PUBLICATION IN FOREIGN 
' RELATIONS OF THE UNITED STATES 





PSCre BEST COPY AVAILABLE 


‘= 2 


accord the joint enterprises in all respects as favorable treat- 
ment as it sccords its own state corporations or Hungarian muni- 
cipal or privete enterprises in the same branch of industry, In 
some ¢enscs the joint companics 2re granted even better than 
netionel trcatment, such as cxemption from trxes and certrin 
duties and guarantees egainst loss in profits. The USSR has se- 
cured the right to take out of Hungary, chiefly in the form of 
goods, éll profits and dividends due it as a result of its par- 
ticipation to the extent of 50 percent or more in enterprises 
lecated in Hungarv. Profits of those enterprises in which 
Soviet participrtion is less than 50 percent wili be investcd 

by the USSR in Hungary, presumably for the purpose of increasing 
the scope of Soviet interests. Joint Soviet-Hungerian compenies 
in the field of bauxite production and processing are given a 
prior right even over Hungarisn companies to uncertake any new 
exphosectious for bauxite. The Hungsriean Government has agreec 
to make 2nnual payments to the USSR for its claimed interest in 
severel nationalized reilroad lines. The third protocol is re- 
ported to concern thc transfer of former Gcrman assets in Fun- 
gary to the USSR. 


Rumanian-Soviet Agreements Rumenia end the “SSR signed a 
series of protocois on february 18, 1948, acrarently based upon 
the recommendations of the Permanent Comriission for Economic 
Collaboration between Rumania send the USSR which was established 
under the economic cgreement of February 20, 1947. Certain as- 
pects of these protocols sre similar to those concluded cetween 
Hungery 2nd the S:viet Union, especially those pertaining to the 
activitics of Sovict and joint Sovict-Rumanian enterprises, It 
is provided thet Soviet enterprises will receive favorsbie treat- 
ment in the obteining of rew matcrial :.nd the Rumanian Govern- 
ment will teke ¢ll messures possible to see tht the joint com- 
panies ara profitcbie, Prrovision is made for t°x reduction for 
the joint companies end for mechanism for transferring dividends 
from these comrenies to the Soviets, The Rumanian Government 
agrees to see thet the interests of the Sovists are resodected in 
connection with blocked funds, One protocol provides for the 
merger of certcin Rumenisn companies into SOVROMPETROL (joint 
petroleum company) and for the purchsse by the Rumanian Govern- 
ment of the minority sharcholders' interest. The merger of cer- 
tain banks with SOVROMBANC (joint banking corpceraticn) is elso 
provided for: The Rumanian Government -grees to make payments 
totalling over $4 1a3...Lioa to SOVROMPETROL anc to permit the ex- 
port of petroleum against free forcign exchrnge. A joint 
company is grented new concessions for iumbering and is per-~ 
mitted to export wood against free foreign exchange. The Rumen- 
ian Government has egreed to spend 16 miilion lei on airports; 
the price of aviation gasoline to TARS is reduced; end it is 
grented the right to close down unprofiteble airports. A joint 
transportation compsnv is grented price concessions for fucl and 
the Rumenisn Goverrment agrecs to spend 35 million lei on port 
installations. Brenches of three Soviet State trusts are to be 
established in Bucherest. 





* * 
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FINANCE MINISTERS OF WESTERN One of the first steps taken 
UNION COUNI PIES FOLD MEETING towards immiementetion of the 
economic sections of the 

Brussels Treaty creating Western Union was the recently held 
meeting of the "IK, French and Benelux Finance Ministers in 
Brussels, While the immediate cause for celling the meeting 
‘was the French sterling crisis, it was tnought Cesirable to 
arrive at a five-power position on certain technical pro- 
posais regarding intrea~European financing under the Recovery 
Progrem. 








At the meeting the Finance Ministers agreed to furnish 
French sterling needs which have been depleted mcre rapiciv 
than was anticipated. The British agreed to furnish i. 10 mil- 
lion and the Belgians to furnish & 5 million in credits to 
France. The unexpected decrease in French sterling holdings 
was due largely to the French cancelletion of licenses for im- 
ports from coller areas and the liberal grenting of licenses 
for imports from the sterling area, For 1948 the French pay- 
ments deficit with the sterling area might run as nigh as 
&B 30 million. The British are satisfied that this situation 
is not due to either French laxity on controls or to the m.wJ- 
-tiple exchenge rate which France institutec several months 
‘ago and therefore were willing to go to some lengths to texe 
' French goocs to reduce the sterling cebi,. 


While the five countries will act in concert at the May 10 
meeting of OEEC on the question of intra-Evropeen financing, 
the decisions teken Curing the Brussels meeting ars subject to 
fina> consideretion by ali of the covntries p.urticipating in 
the Recovery Progrem. Concern has alread: been expressed by 
certein international monetary authoritics tnat the five powers 
may proceed too quickiy on their own on a mattcr which is of 
concern to all participating countries. 


After some sharp disagreement oetween the five Ministers, 
it wes agreed to accept the British proposel, which wes sup- 
ported by the French, to utilize local currency proceeds of 
ECA grants as e revolving fund to effect periodic settlements 
among the participants, 


This proposel is that, subject to 2pnrovel of the ECé 
Administretor, each country will set eside one-third of the 
local currency prozceds. One helf of this amount, which would 
be. one-sixth of the total proceeds, would be veileble for the 
bencfit of European countries which show deficits after ordinary 
offsets in multilateral ciearing system, Administretion would 
be through the Bank of Internstionel Settlement at Basel, and 
the UK would not participate. Deb-o* countries drawing currency 


in the 
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in the manner described would keep available an ecual amount 
in their own currency for similar use in the event debtor- 
creditor positions are reversed in subsequent clerring periods. 
‘rother sixth of the locsl currency vroceeds woulc be mede 
available through the Internationel Monetary Func for additional 
clearings if needed. Tre proposal will be submitted to ECA's 
Ambassador Earrimen and, if approved in substance, will be pre- 
sented at the May 10 OESC meeting. 


The Benelux group objected to this clan on the grounds 
that while such a propos2l would not involve a secrifice on 
the part of the debtor countries it would involve a consider- 
able sacrifice for Belgium, The Benelux plan which wes not 
edopted, provided for « scheme whereby a small part of SCA 
grants, say about $250 million, would be set aside in dollars 
to be used as a clearing fund to make comrlete settlement emong 
the participants. It was agreec, hovever, that technical ex- 
perts would continue to study both proposals. 


Other achievements of the meeting of Finance Ministers 
include agreement on consultations between the five powers 
to coordinate plens for economic and industrial development, 
to make the best use possible of natur2l resources anc man- 
power, and egrecment that no radical changes with regard to 
currency or exchange structures would be made without ede- 
quate notice and mutuel consultation. 


* * * 


TENTSTIVE RECOVERY ALLOCATIONS BRING SOME On April 20 the 


PROTSSTS3 OEEC PROGRAMMING GETS UNDER WAY Executive Branch 
submittea to the 


House Appropriations Committee tentative figures on hypothet- 
ical and purely illustretive distribution among countries end 
commodities for the first year of the European Recovery Pro- 


gram. 





Although it was mede clear that the figures were tente- 
tive and subject to revision,the public and the press in a 
number of the participating countries have been agitated be- 
cause the estimetes were lower than had been hoped for. The 
provisional figures listed estimates of ECA obligations for 
the UK and dependencies to receive $1,324,300,000; France and 
dependencies, £1,130,800,000; Italy £703, 600 ,000 $ "The Nether- 
lands and dependencies $599, 600, 0003 hustria, ¢ $185, 600 ,000$ 
Belgium-Luxcmbourg and dependencies "$295, 500 ,000; Denmark 
$130,800 rei Greece $106,400,000; Iceland $10 960, 000; Ire- 
land "113,90 000; Norway "$32, "800, y000; Sweden $28 4 400, 600; 
Turkey $100 08 ,000 $ Bizonal area of Germany $437, 400, 600; 
French zone in’ Germany $96,400,000; Saar Basin $15, 600 ,000 ; 


with 
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with no allotments for Switzerland or Portugal the first year 
as Switzerlsnc requires no aic and Portugal is expected to 
receive assistance from other countries. 


Comnodities receiving the highest provisiona” ellocea- 
tions included grain £957,200,000; fats and oils ©131,900,000; 
Sugar $117,900,000; dairy prodvets €133,500,000; tobacco pro- 
ducts £110,200,000; cotton $511,300,000; coal €245, 305,000; 
petroleum procucts $379,700,00C; timber $142,200,0C0; ana 
chemicais $1oc,500,000,. Machinery allocations included 
¢81,500,000 for agricultural machinery; $49,10C,000 for cozl 
mining machinery and $329,400,009 for machinery not other- 
wise svecified, 


Greek reaction to the tentative allocation of $100.4 
million hes been very unfavorable end the Mission as well, 
has repeatedly warned thet this amount is insufficient. .«e 
heve advised the Mission that the figure is only illustretive; 
that tentative estimetes of tne totel Greek aeficit for the 
ic-month period are in the neighoorhooé of $240 million: and 
thet our previous statement still stancs thet in the case of 
Greece the irreducible Geficit with ali ereas must somehow be 
financec,. The ECé Administrator, in vicw of th2 specirl nature 
of the Greek situation, has designeted the present Mission as 
the authority for ednministering the Greek Reccvery Progrem for 
the time being, The Mission will report to ECA on all phases 
of Recovery Progrem work and report to the Department with re- 
garda to ell militsry sna other aspects of the progrem. The 
Mission now reports that the Greck GC>yvernment is complying or 
has taken reasonnble sters towercd coxplience with the pro- 
visions of the Act for cic. A satisfectory budget balence hes 
been maintaincd during the present fiscel vcerr; agreement has 
been reached on arces where proposed expenditurss can be cut 
next year and increascc revenue obtaincd; tne government has 
agreed to remove the subsidy on breed not Ister than June; cand 
the law for locsting, identifying and using assets abroed was 
enacted April 28, The certificate plan will be operated to 
adjust the exchznge rate so as to maintain a valid rate of 
exchangce 


Embassy Ankare reports it is entirely vossible the Turkish 
Government will consider its position stronger domesticelly if 
it declines Recovery Program credits then if it accepts an 
“emount judged unsatisfactory in the light of Turkey's inter- 
national position and needs. The $10 million estimate for the 
year is especially disappointing in view of an carlier calcu- 
lation that {$10 million might be available the first querter, 
This wes told in confidence by Turkish officials to certein 
members of the parliamentary group and makes it most cmbarrass- 
ing to go before the Assembly with the lower figure. Department 
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officials hcve msde it clear to Turkish representatives here, 
2s has Ambassador Wilson in Ankara, that the estimate is most 
tentative and suodject to decision by the ECA Administrator. 
Wilson sugzested to the Turks thst they make plans to utilize 
the £10 million, try to convince the administr-tor of the need 
for more funds, end at the seme time approach the International 
Bank for additional credits. 


Sweden is reluctant to accept aid withort complete 
xnowledge of the conditions and it is believed that the Swedes 
are holcing closely to their neutrslity tradition and want to 
be sure the Recovery Progr-m does not become political before 


they enter wholeheartedly into it. 





Greece, Germany and 4ustria Prescnt Special Problems 
Since the Recovery Progrsm provices for assistance in covering 
belance of payments caeficits solely within the Western Hemis- 
phere, the US is ccnfronted with a special problem in certcin 
areas of primary US responsibility, namely, Austria, Greece 
end Germany. In the case of austria end Greece the deficit 
lies for the most prrt with other participants, 4&4 pinn is 
uncer study which coulc be aprlied by ECan to all deficits re- 
corded by participeting countries in trade with other parti- 
cipants. This device would consist essentially of offshore 
procurement by the US in one particip:sting country for the 
account of another. There sre other problers of Austrian and 
Greek ceficits involved in eastern European trade and with 
nonparticipsting countries outside the ‘iestern Hemisphere which 
will heve to be workcad out. Happily, however, these amounts 
are not lorge, 








From a differcnt angie Germany presents an equally com- 
plex problem, it wes contempleted in the original Recovery 
Progrem calculations that the purchase of German coal by parti- 
cipating countrics woulc be paid for by offset nurcnhases by 
Germany of their export procucts, espccially food. ‘We are now 
confronted with a situation in Denmark, Norway, Hollane and to 
a lesser extent in Italy, where US authoritics in Germany re- 
fuse to axprove the use of funds for the purchese of certain 
high cost foods frem these countrics. This leaves to be 
settled the method of payment by these countries for Germain coal 
imports for which US military authorities in Germany are de- 
manding dollars. If dollar Recovery funds alloted these coun- 
tries are used for tne purchase of German coal, Germany will 
be recciving more Recovery fund dollars than allotted to her 
under ECA allocation unless offset by cquivalent reductions — 
in the allotments. 


OBEC 
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OEEC Developments In Paris a programing committee of 
the Organization for Evrepean Economic Cooperation has been 
considering all aspects of: that problem and a time schedule 
hes been agreed. upons. It. was decided that because of the time 
element it was impossible’ to do a comprehensive job with regard 
to second quarter programs and the annuel programming is em- 
phasized as the most importent. The ECA Administrator agrees 
that quarterly programs can only be effective if made a part 
of the longer-term vrogram and suggests that OEEC consider how 
production end erpital investment gocels for the entire four- 
year progrem may be related to the annual program, with especial 
emphasis:on the capnits1 goocs portion of the programs. The 
necessity for a cetailed stetement of intrs-European balances 
of peyments was stressed, including not only dollar transactions 
but debits end credits in each others' currencies as well, It 
we.s 2lso suggested tht OEEC might usefully review the current 
balance of payments deficits in the light of the recent report 
of the Economic Ccemnission for Evrope and explore wavs of re- 
ducing dollar deficits by mutual self help and by finding alter- 
native sources of supply. 





The programming committee hes agreed that questionnaires 
pnd forms for the thiic quarter will be sent to the participat- 
ing countries May 3 anc replies reccived by OESEC May 15 and 
reviewed and consolidated for delivery to ECA by Junc l. 


ECA representatives are nov in Peris for consultation with 
OEEC, Averell Herriman, the roving ECA Ambassador, is expected 
to reach Paris shortly. 


The OEEC Council will meet Mey 10 and, among other things, 
the draft agenda includes the creation of a committee of intra- 
European trede and peyments; exchange of views on integration 
and coordination of investment programs; examination of prin- 
ciples to be followed in drawing up the third quarter progrems; 
structure and membership of technical committees; and organi- 
zation of secrceterict-general. 


Bilateral Negotistions The Department is responsible for 
negotieting the bilete:al agreements, which must be completed 
by July 3 if aid is to be continued. In view of the close time 
schedule, 2 considerable part of discussions will have to teke 
ploce in Washington. Meanwhile, letters of intent are being 
exchanged between the US and the participating countries. 
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STUDY GROMP STRUSSES IMPORTANCE At the fifth meeting of 
OF IN INCPSASED RUBESR CONS) PTION the Rubber Study Group held 
in Washington April 26-29, 
the world rubber sitvation ws reviewed anc menasures were 
consicered to expand world rubber consumption. (See pzge 9, 
April 12, 1943 issue of Current Economic Developments.) Govern- 
ment control of the sele and purchase of naturel rubber and 
government stockpiling were discussed, anc the Group reched 
the conclusion that the time hes not arrived for considere- 
tion of 2 commodity egreement. I1t was agreed that every effort 
consistent with national security requirements shoulc be meds 
to ensure thet exchenge enc tr-de in rubber should »e free, 
The Group expressed the hope thet maximum assistance would be 
given to the countries desiring to make an extensive use of 
rubber but which, because of the wer, cannot afford to nay in 
forcign currencics for the rubber irrorts thev require. 











The statistical position regarding production, consump- 
tion, and stocks of rubber throughout the world was examincd. 
It wes estimated thet during 1945 total consumption of nztural 
and synthetic rubber might be -bout 1,745,000 tons, of which 
appvroxim:.tely 1,310,COO tons would be *neturel rubber, Pro- 
eae of n-turel rubber for 1948 wes estimeted 2t about 

1,390,000 tons. 


The next me-ting is planned for. -rly 1949 in Kelaya. 
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“ie AGREEMENT OF BOGOTA The economic agreement as it 
GE LLY SATISFACTORY 10 US emerged at the Ninth Inter- 
. national Conference of Amer- 
ican States at Bogotdé last month is, on the whole, a docu- 
ment satisfactory to the US. All of the countries repre- 
sented at Bogota signed the agreement which has appended to 
it a number of reservations, including some of our own, 





It was decided at Bogotd that an Inter-American 'Eco~ 
nomic Conference should be held in Buenos Aires some time 
during the last quarter of 1948, with the possibility of 
postponement for urgent reasons to a date in the first quar- 
ter of 1949, The Inter-American Economic and Social Council 
(IAL-ECOSCC) is to prepare the agenda and, if the agreement 
has not come into effect by that time, it is possible some 
of the matters on which there are reservations will again 
come up for discussion. Various matters on which it was not 
possible to obtain agreement at Bogota were referred to 
I4-ECOSOC for further study and possible submission to the 
Economic Conference. These inciuded an Inter-American Bank, 
an Inter-American Development Corporation, an Inter-American 
Commercial Corporation, an Inter-smericen Institute of Immi- 
gration, and various shipping end transportation questions. 


Privete Investments The most importait part of the 
economic agreement, from our standpoint, is the chepter on 
privete investments, As it was finally agreed, the chapter 
contains either provisions similar to those in the Habana 
Charter of ITO or even more favor-ble to investors. While 
all delegations were willing to recognize an important role 
for private investment in the achievement of economic devel- 
opment, some delegations, lea by Mexico and Guatcmala, clearly 
pleced more emphasis on intcr- governmental financing and, in- 
ternally, on public planning and control of investment. They 
manifested a distrust of the influcnce of fc veign capital in 
their domestic affsirs, These sentiments became a source of 
serious debnte, however, only in the ease of payment to 
foreign owners in case of expropriation of their properties. 
The US positior, which finally prevailed, was in favor of a 
commitment that expropriation should be accompenied by pay- 
ment in ea "prompt, adequate, and effective" manner, The 
critical vote was 10-9 in favor of the US position. It was 
agreed thet foreign capital shall receive equitable treat- 
ment and that no unreasonable, unjustified or discriminatory 
measures would %e taken which would be prejudicial to the 
rignts or interests of the nationals of other countries, On 
the positive side, the chapter provides that the states, re- 
ciprocally, will give facilities and suitable or appropriate 
stimulus to the investment and reinvestment of foreign cepital 
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ar.d will not impose unjustified restrictions on the transfer 
of such capital and earnings. It is recognized that in order 
to assure that private cavital would contribute to as much © 
as possible, it is desirable to permit enterprises to employ 
a reasonable number of administretive and technical ver- 
sor.i1el without reference to nationality. This is a recog- 
nition of ovr viewpoint but not the firm undertaking we had 
hoped to obtain. ‘Ye were unsuccessful in our efforts to ob- 
tein a provision wnich, while recognizing the advantages of 
mixed participation of local capital in many foreign-owned 
enter;rises, would proscrive compulsory participation, The 
investment chapter also provides that each state, to en- 
courege private investments, wi_i seek to liberalize its tax 
jaws to reauce or eliminate double tans tion on income ce- 
rived from ebroac. | 


Intergovernmentel Technical Cooperation And Economic 
Development The US amendments on intergovernmental tech- 
nical cooperation and economic cevelopment were ell adopted 
in substance at Bogotd., (See page 1 March 22, 1948 issue of 
Current Economic Developments.) It was our vlew that no 
additional intergovernmental financial institutions are re- 
quired at this time. Various projects for an Inter-American 
Bank, an Inter-American Developrent Corporation, etc., were 
all refer red to I4-SCC&0C for study and possibie report to 
the Buenos Aires Economic Conference, but they were kept out 
of the basic agreement and the task of study and of promoting 
technical cooperation was reserved to IA-ECOSOC rather than 
to a new organizetion. There is a generai undertaking for 
tecnnical cooperation for economic deve lopment which gives 
I4-ECOSOC a wide range of respons: dility for coordination of 
work in this field. There is set forth in considereble de- 
tail the type of technical cooperation activities which the 
Council is to promote and coordinate. To carry out this work 
a technicel staff is to be set up under IL-ECOSOC, the size 
of which is undetermined, but with informal agreement that 
the: budget of the Pen American Union ..showild be increesed to 
$500, 000 yearly for this purpose, The cnapter provides for 
close cooperation of IA-ECOSOC and the United Nations Eco- 
nomic Commission for Latin America (ECLA) as well as with ~~ 
local private or governmental organizations, When a member 
government requests a special study, the TA-ECOSOC will de- 
termine whether to do it or to request some other organi- 
zation to make the study and the cost shall be borne by the 
requesting country. Nothing ‘which the IA-ECUSOC dces_in - 
this regard is to interfere with ‘other arrangements capried 
out between the states in order to lend, reciprocally,,‘tech- 
nical cooperation in the economic ‘field. (e.g: U.S. OE vern- 
ment activities). , w. 
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The chapter on financial cooperation contains a general 
undertaking for the states to eytend reciprocal financiai 
cooperation to accelerate economic development. This actu- 
ally is a commitment by the US to continue doing what it has 
been doing on a voluntary basis, and nothing more. This in- 
cludes currency stabilization loans, loans for econoric de- 
velopment and in exceptional cases, dollar loans for cover- 
ing expenditures in local currencies. The agreement con- 
tains a seifehnelp obligation as we desired, altnough the 
wording is slightly different, requiring the country desir~ 
ing a loan to acopt internal measures in its power oefore 
requesting external assistance, 


Argentine opposition +o any mention of the International 
Bank and Internetional Monetary Fund was overcome by draft- 
ing which made the zeferences eappliceble only to those Ameri- 
can States which are members of the two institutions. 


There was no discussion of a "Marshall Plen" for Latin 
America, except for Secretery Mershall's initicl speech in 
which he minced no words about US responsibi*ities ail over 
the world, particularly in Europe, "S limitations in provid- 
ing world-wide essistance, and the importance of the European 
Recovery Plan to the other American republics. The announce- 
ment that President Truman hed esked for enotier 500 miliicn 
for Eximoenk loans to Latin America feiled to get any re-- 
sponse from the delegates, probably pertially due to the fact 
thet they alreacy knew 2d0ut the request and partly because 
of tl.eir general disappointment with cur insistence that 
there could not be e "Marshall Plan" for Latin America, 


Shipping The only major issue which ceveloped over 
this chapter was US insistence on netionsl treatment of 
foreign shipping. This wes visorousiy opposed: by Argentina, 
the Gran Colombians countries, and others who are desirous 
of using discriminations es a means of developing their mer- 
chant marines, The article was deleted from the chepter and 
left to subscaquent studv by the Buenos aires Conference, At 
the same time there was also submerged the problem of govern- 
ment control of ocean freight rates to which the US has cor- 
sistently been opposed but which numerous other states de- 
sire to promote, 





Commercial &nd Generel Economic Policy Tne other Ameri- 
can deleg:tions, on the whole, showed a marked reluctance to 
reaffirm the principles of commercial policy which their cele- 
gations had acceptcd only a month earlier in the ITO Charter 
at Habana, The additionel chapter on this subject proposed 
by the US was confined to a few general propositions out of 
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the Habana Preamble, Mexico and Peru introcuced a number 
of provisions which were less satisfactory from ovr view- 
poiny. It wos finaliy agreed tc delete all commercial 
policy provisions from the Agreement, leaving the sudject 
to further consideration at Buencs Aires. 


Notwithstancing the foregoing agreement, Ecuador 
succeeded in getting practically unanimous support for an 
emenament relating to price parity between menutacturec 
peers and primary products, anc two Bolivian prsposelis re- 

éting to commcaity prices and to trede preferences were 

stan tae jv wideiy supported. Because of their “neompati - 
bility with our comme;'cial paeedg principles, we entered 
formal reservations to all three proposals. In effect, the 
Bolivian proposels constitute an invitation not to ratify 
the I1T0 Charter as states which do not ratify tne Charter 
would have a free hanc with regerd to trace preferences ex- 
cept for existing bileteral agreements whereas members of 
ITO wouid be bound by the provisions of the Charter. 


Other Matters In The Economic agreemern:  Aimost all 
other amenaments proposed by the US, incivaing ell to which 
we attached spccial significancc, “ere adopted in substance 
or in their exect tcxt, generally with a minimum of dis-~- 
cussion, On the matter of supply it was agreed, insofar eas 
possible within the limits of their powers, that states would 
facilitate the acquisition, purchase and export of equip- 

ment and materials necsss ary for development and that this 
eapadé be on a just and equitsble besis, If nationei cir- 
cumstances make it necessary, however, to impose restric- 
tions on exports, prioritics, etc., the ststes shall apvly 
these messures on 2 just and equitabic basis taking into 
account the normel needs anc gee pertinent fectors. In 
applving these the states will try to work it out so that 
distrioution ana trace in restricted froducts shali be per- 
mitted in amounts es close es might be possidle to those 
which,,in the absence of such restrictions, the other coun- 
tries might bo eble to bur. 





In the articie on travel promotion, we were successful 
in heaving trevel for business purposes inciuded as well as 
tourist travel. 


At the closing session of the Economic Commission, the 
Cuban delegetion introduced two add:tionai items to the Chep- 
ter on Social Guarantees, which were edopted. One relatcd 
to legal provisions for vacations with pey for workers; the 
other to a provision guaranteeing workers eageinst discharge 
without just cause, We entered formel reservations to these 
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paragrephs on the grouncs of insufficient opportunity for 
study anc for other reasons advanced in connection with ou; 
reservation to the entire Charter of Social Guarantees. at 
this session elso the Cubans were successful in having 
approved an article on "economic aggression" which was 
considerabiy watered-down version of the original Cuben pro- 
posal on this subject. The US delegation did nov vote against 
it because the same vrovision had already been approvec for 
inclusion in the Charter of the Organization of the :merican 
States. 


Relations Between ECiA 4nd IA-E°0SOC It was agreed that 
@ group of not more than tiree representatives from L.-ECOSOC 
should attend the meeting of the Economic Commission for Latin 
America which is seheduicd for Santiago in June, with a view 
to working out a prectical civision of work between the ‘two 
organizations so as to avoid duplication, and further it was 
agreed thet neither organization should emberk on a substean- 
tive progrem until the joint recommendations of the two groups 
had been taken into account. 





* * * 


STEPS TO SPEED UP an attempt is being made to pursue a 
STOCKPILING PROGR.M more vigorous policy in the US stock- 
piling vrogrem which has been dis- 
appointing to dete, Included in the steps which have been 
taken recently or are planned to speed up the acquisition of 
strategic materials for stockpiling cre: 1) establishment 
under the Executive Committee on Economic Foreign Policy (ECEFP) 
of a small Working Group on Problems of i.vailabilities anc Pro- 
curoment of Strategic Materials; 2) consideration of imple- 
mentation of Recovery Progrsm legislation which provides for 
transfer of commodities necdec by the US; and 3) considera- 
tion by the Netional Security Resources Board of resoluticns 
which woulc encourrge Munitions Board purchases of many com- 
modities even thougn they are in short suppiy for civilian 
use. 





Stockpiling /.ct - National Security Act The Netional 
Security act of 1947 which creeted the National Security Re- 
sources Board (NSRB), the National Military Establishment as 
well as the Nationei Security Council anc the Central Intelli-~ 
gence ..gcncy, provices that the NSRB is responsible, among 
other things, for acvising the President on policies for es- 
tablishing acequate reserves of strategic and critical matcrials, 
anc for the conservation of these reserves, 








The most recent stockpiiing act, the Act of 1946 (PL 520 
79th Congress) amends and broadens the ict of June 7, 1939, re- 
taining the main provisions of that legislation which was the 
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first for the specific purpose of establishing stockpiles of 
strategic meterials. The Act of 1946, as altered by the 
subsequent National Security Act, provides, inter alia, for: 
1) determination by the Secretaries of National Defense and 
Interior of those materials which are strategic and critical 
and the quentities anc qualities to be stockpiled. The De- 
partme.its of State, Treasury, Commerce and Agriculture are 
directed to cooperate with the Munitions Board in meking 
these determinations; 2) purchases of materials by the Bureau 
of Federal Supply, acting under the direction of the Secre- 
tary of Defense; 3) storage and rotation of stocks of stre- 
tegic materials; and 4) release of stocks, except for ro- 
tationel purposes or for reason of obsolescence, to be mece 
only be order of the President (or a designated agency in 
time of emergency) for purposes of common defense. This, in 
effect, estadlishes ea permanent stockpile which cannot be 
used for purposes other than thet of national defense, 


ECUFP Working Group The recently established ECSFP 
Working Group on Strategic Materiais consists of represen- 
tatives from the Department of State, tne Mwniitions Board 
and the National Security Resources Boarc. The Economic 
Cooperation Administration may be invited to membership. 
Other agencies are ineluded in the celiberations when their 
fields of interest ere involved. The terms of reference of 
the group are: 1) to consider problems of availebilities and 
procurement of strategic materials from foreign countries; 
2) to facilitate the collection of end to evaluete informe- 
tion regerding availebilities of strategic materials in 
foreign countries; 3) to fecilitate the prepsretion of pro- 
grams for acquiring such materiels in other countries; and 
4) to make recommendations with respect to the fulfillment 
of various aspects of this assignment to the ECEFP, the NSRB 
or the Munitions Board as may be appropricte, 





Problems Connected With Recovery Program Thus far 
most of the problems considered by the Working Group on Stra- 
tegic Materials have been in connection with the Zuropean Re- 
covery Program, Legislation authorizing the Progrsm provides 
for facilitsting the transfer of commodities needed by the 
US because of deficiences or potential deficiences in its 
own resources for stockpiling or otmer »urvoses,. The 





legislative 
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legislative history shows that these other purposes -re . 
primerily the trensfer of iron and steel scrap which 

would not be stockpiled and other materials of strategic 
charecter which woulc be put into immediate use end not 
stockpiled. The ECEFP Working Group is now considering 

the inclusion of proper safeguards in the bilateral agree- 
ments to be negotiated with the participating countries 

and has 2ppointed working parties to make investigations’ 

of the possibility of increesing production in territories 
of countries participating in the Program. Tnese psrties 
will then proceec to consider problems outside the Re- 
covery Program area, The bilateral agreements will con- 
tain only genersl commitments for the governments to facil- 
itate the transfer of strategic materials to the US, so 
stimulate increesed production, and to use their good offices 
to secure cooperation of enteroriscs subject to their juris- 
diction. Goals and specific meesures for achievement of 
speciel nrograms will be the subject of suppiementary agree- 
ments. 


The ECEFP Working Group recognizes thet the political 
relations between the mother country and dependent areas 
will be important factors in the fulfillmen*® of US goals. 
It is not yet clear to what degree the mother countries 
wili be able to undertake to guarantee delivery of mater- 
ials from areas which are classified as dependent. As 
yet there has becn little or no comment on how the local 
populations have reccted to the proposals for expanded 
production and transfer of stocks to the US. It is antici- 
pated that business enterprises in the colonial areas may 
resent shipments of materials to Europe which ere to be paid 
for by shipments of raw materials from the dependent areas. 


National Security Resources Board Resolutions Hereto- 
fore the l-unitions Board in purchssing meterizls for stock- 
piling hes restricted itsclf to materials which the Depart- 
ment of Cvummerce has not found to be in short supply for 
civilian use, Propossls under considerrtion in the NSRB 
would provide that the Munitions Boara should proceed to 
build up stockpiles after consulting with the Department 
of Commerce with respect to supplies thet are necessary to 

‘meet only essential civilian needs. An alternative pro- 
posal would apyly this formula only to stocks held by RFC. 
In line with this trend the Department of Commerce has re- 
moved all commoditics from its Civilian Deficience - el 
(which hes governed Munitions Board stockpile policy) e 
cept three--antimony, tin and quinidine. 
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INTERIM AVIATION POLICY VIS--A-VIS In view of recent 
SOVIETS AND SATELLITES UNDER REVIEW Soviet moves to re-» 

trict US and UK 
aviation in Germany anc Austria and beceuse of developments 
in the countries within the Soviet orbit, a review is being 
made of our interim aviation policy vis-a-vis the USSR and 
its satellites. (See page 11, January 26, and page 13, Jan- 
vary 19,9issues of Current Economic Developments.) At 
the same time we are considering what our attituce wil] be 
on the auestion of exchange of air rights between the 
satellites and countries participating in tne European 
Recovery Program, 














While the review is being made, however, there should 
not necessarily de compiete cessaticn of efforts to obdtain 
desirable rights for US carriers in Poland, Finland and 
other satellites under satisfactory conditious. We do nov. 
wish to discourage east-west air traffic unnecessarily, 
and, on the other hand, we wiil not actively encourage such 
traffic. We have expressed this view to interested Huropean 
missions and emphasized thet strict reciprocity is the cor- 
nerstone of cur present aviation policy. While advantages 
of east-west operations for political and eccnomic reasons 
overbalance, for the present at least, the advantages of 

locking satellite air operations to western Europe, the ad- 
vantages of such east-west operations are net so heavily pre- 
ponderant that they outweigh considerations of -~eciprocity. 


Hungariens Reject Agreement With (1S Last week, to the 
surprise of our negotiators in Budapest, the Hungarians 
turned down the proposal for exchenge of air rights with the 
US on the grounds thet the expulsion of tne Fungarian resti- 
tution mission from Germany violeted the Peace Tresty and 
thet such violation "produced a situation whi.ch mekes it im~ 
possible for the Hungerian Government to accept the draft." 
The move came as e surprise beenuse the negotiations had 
been initiated at Hungarian request anc because we ‘nad made 
generous concessions when it became cleer thet the Hungarians 
were ebsolutely unwiliing to agree to clauses providing for 
stationing company personnel or for additional installations 
in Hungary. We had, on the recommendation of our negotiators 
who were opposed tc an uncompromising pcsition on our pert 
that might rupture the conversations, agreead to a gencral 
clause on these metters leaving specific issues for later 
settlement, The Hungarian negotiators had given oral essur- 
ances that the text of the substitute clause was satisfactory 
and they had previously stated thet the remeinder of our dratt 
was agreenble to them. 





Legation Budapest comments that the Hungarian action 
demonstrates beyond 2 shadow of a2 doubse that we cannot expect 
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to do business with thé satellites. However much they de- 
sired this arrangement, whitch would have given them access 
to the west, and however. genuinely the subordinate officals 
worked to conclude the. agreement, when the Politbureau de- 
cided to use the occasion. to promote its objectives, commit- 
ments were wiggled out of without hesitation or scruple. 


_ Efforts To Close Overheul Facilities To Satellite Aircraft 
It has become apperent that. one of the weakest spots in the 
satellite aviation picture is the lack of overhaul equipment, 
spare parts, repair tools and communication facilities. A 
number of countries h=ve already cooperated by refusing to sell 
aircraft to the satellites end the Presidential proclamation of 
April 15 classifies all aircraft, parts and components as in- 
plements of war and subject to export license in the US. How- 
ever, the matter of overhaul is as yet unsolved. It was learned 
recently thet the Dutch firm Fokker was reconditioning some 
Yugoslev-owned aircraft. Fokker indicated it was prepared to 
refuse additional work for satellites if the same policy would 
be enforced by Fiat Italy and Scottish Aviation, the other two 
firms in western Europe capsble of doing this work. We have 
suggested to E* bessics Rome and London that they discuss this 
matter informally with the proper authorities and explore the 
possibility of these firms refusing to do any aviation servic- 
ing or repsir work for the satellitcs.,. 


Importance of Safeguards In Satellite Agreements Hungarian 
Airline (™ j ficisis are scnecduled to arrive in the 


suggested that Ervaessy The Fague make an informal presentation of 
our views to the Dutch thet, in view of the seriously disturbing 
political developments in Europe, there is need for extreme cau- 
tion in any dealings with Soviet-dominated satellites, and that 
we believe any air agreement with a satellite should be limited 
to the provisional-type arrengement of indefinite duration, which 
could be immediately cancelled by either party and which would 
provide strict reciprocity, Pending our review of our policy we 
do not wish without good reason, to discourage any western powers 
from exchanging air rights with satellites; However, the desira- 
bility of acequate safeguards in any satellite agreement is 
another matter, 


Question of hanii nes In Greece And aiid Pending the re- 
view of our policy ve have advised Embassies Ankara and Athens 
that we would welcome a denial of Czech transit and landing rights 
by the Turks and the Greeks. Both Governments are giving serious 
consideration to ways and means of either denying or severely re- 
stricting such rights. In both cases there is the possibility of 
economic retaliation by the Czechs. The Turks heve a formel bi- 
lateral Air Transport Agreement with the Czechs, and Czech opere- 
tidns in Athens are conducted under temvorary permit. Czechoslo- 
vakie, meanwhile, is reported as attempting to secure routes and 


equipment for air services to India, 
* * _ 
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PROBLEI'S OF COMPINSATION FOR NATIONALIZED In eastern Europe 
PROPERTIES IN EASTERN SUROPE SUMMARIZ=D mest large pri- 

vate properties 
have either been expropriated under comprehensive nationali- 
zation and land reform programs, or have become subject to 
such stringent government restrictions on management that 
operating discretion has been removed from control of the 
owners. For some time the State Department hes been trying 
to arrange compensetion agreements with the several govern- 
ments by which those governments would pay for expropriated 
properties cf US nationals, Some claims are from US corpor:~ 
tions which had established subsidiaries within these coun- 
tries before the war, while other claims are from recently 
nationalized US citizens who had made their original invest- 
ments as citizens of the country they had left. 





Yugoslavia With the announcement on April 28 of the 
extension of its nationalization laws ¢:) include 3,100 pri- 
vate enterprises, Yugoslavia virtually wiped out the last 
vestiges of private enterprise. The new measure, which was 
voted unanimously without debate thirty minutes after it had 
been introduced into the Yugoslavian Parliament, was to "com- 
plete the process of nationalizing all industry." 


In May, 1947 the US and Yugoslevie agreed to negotiate 
a general settlement of financial claims, including the un- 
blocking of Yugoslav assets in the US, compensation to the US 
for nationalized property, lend-lease, and "Plan A" advances 
involving the furnishing of civilicnn supplies immediately be- 
fore UNRRA began its work. Negotiations bogged down in the 
fall of 1947, and Yugoslavia requested immediate unblocking 
of the Yugosiav gold before American claims were settled, 
The US position thet settlement of all auestions in the ne- 
gotiations should be agreed upon at the same time, justified 
this government in maintaining the blocking of the gold pend- 
ing some satisfactory general settlement of our claims against 
Yugoslavia, In preceding discussions our claims for compensea- 
tion of £20 million to settle the priv-te claims of US na- 
tionals (nominally totaling over $42 million) were countered 
by offers from the Yugoslavs to settle these claims for 
$5,187,000, calculeted to cover only 2 limited category of 
claims, plus e further deposit of $2-1/2 million pending sub- 
sequent discussion of other claims. For a combined lend- 
lease and "Plan 4." settlement we asked veyment in dinars 
equivalent to $3-1/2 million; the Yugoslav counter offer was 
dinars equivalent to $600,000. 


& complaint was brought by Yugoslevie in the sixth 
session of the United Netions Economic and Social Council,to 
the effect that continucd US blocking of Yugoslav gold was 
causing damage to Yugoslavia, thus impeding its economic 


program 
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program and hindering Furopeen recovery, The Council decided 
thet it was without competence tc ceal with the question and 
expressed the hope that US and Yugoslavia would settle the 
matter as soon 2s possible. 


In February, 1948 the Yugoslavs appointed two Washington 
ettorneys to represent tnem in continuing the negotiations, 
which are now in progress. The iatest US offer of sevtlement, 
prior to the new nationalization measure, is $16 miliion, How- 
ever, our Er .=ssy now suggests that we inerease our lump sum 
figure by $5 million to cover the additional nationalized in- 
dustries,. 


Polanc Negotiations with Poland for a compensetion agzee- 
ment began in December, 1946 anc were apparently completed in 
March, 1947, when 2 procedurai aifficulty on the US side ce- 
layec further progress, We have now been informed tnat the Pcles 
woule be willing to sign the agreement 7s it wes in March, 1947 
provided we furnish a4 guic oro quo, The Poles are asking that 
export licenses be furnished “them for (a) materials to be pur- 
chesed with the remaining $12 million Sximbank eredit; and (b) 
the completion of a blooming mill purchased 1i: the US from a 
private firm end lergely alreacy paid for by che Poles. 


Czechoslovakia Negotiations be2un in heap. locking toward 
an agroement for SCUPAREN SENG US owners of nationalized pro- 
perty failed because Czechoslcvakia 2nd the US disagreed on the 
manner of trceting naturalized US citizems, The Czechs insisted 
upon treating their former nationals who had become US citizens 

fter llunich «s Czech citizons for compensation purposes, In 
order to avoia this difficuliy a new plan was discussed in april, 
1947 whereby individual American claimants were to present their 
claims diroetly to Czech officials for a decision on the con- 
pensation to be paid, <séfter five or six claimants followed this 
procedure, the Czechs in charge left for a serics of interna~ 
tional meetings, The decisions taken by these officials were to 
have been subject to retification by the Czech cebinet. When 
these officials returned, the solitical situation had changed 

so much that it rould be "impo litic to submit these individual 
claims to the new Cabinet which make political capital of 
tne. Also it was believed useless to submit any more Ameari- 
cfii Claims until after the elections scheduled for this month. 





In December, 1947 the US .mbassador anc Czech officials 
informally egreed that settlement of US claims could best be 
provided by a lump sum agrced upon between tne two governments 
instead of by individual bargaining. The coun in Czechoslovakia, 
however , prevented negotiation of the terms or such a ssttle- 
ment. However, our Embassy has recently veceived an informal 
feeler from subordinate officials as to whether we would like to 
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g> eheac with these negotiations presumably on ea lump sum 
settlement besis. iithnough non-existent net surpluses of 
Cz-choslov2k exports to the US were to be the source of peay- 
ments, the feclier seems signiricent in view of the informetion 
that negotiators heve been sent to london, Paris, anc Brussels 
with a view of settiing claims of these countries’! nationals, 


Hungery, Rumania .n¢ Bulgaria Aithougn there are cif~ 
ferences in the manner in which Hungary, Rumania anc Bulgar-e 
have taien over the privete property of individvris and com 
panies, there are ais2 some strikingly similar characteristics. 
in perticular, these include inercasing restrictions on rrivete 
enterprise before climinating it, anc initial concentrstion on 
larger erterprs ses. em common factor in the situation is tne 
peace treetics which provide that the German assets in those 

countries, incl: udire German-ovned enterprises, are transferrec 
to the USSR, enc thet the ult watiozels are supposed to get beck 
their sroperty inmeCiateiy free of all encumbrances, charges, 
etc. The Perce Treatics also forbdid discrimination among UN 
netionais, The principal anerican proncrties in eech of the 
three countries mentionec are three sil sudsiciaries 





Qther Countrics  utsice of Evrope there are no compre 
hensive necioralization rrogrars in progress  EBisewhere tho 
process is much more grecuai. in some cascs ections are being 
taken ageinst incividual plants while in others incivicnal 
segment s of industry such as public utilitics are ccming under 
government control. 


> * * 
US CONS DERE "We have recently ecvised the Eximhenk anc 
CREDIS’ TO _ WEI representatives of the Gcvernments of the 








Netherlancs, and the Netheriencs East incies 
thet we would interpose no objection should cirect but pre~ 
lirinary negotiations be opened between the Netherlands anc 
NEI representatives anc the Eximbaenk regorcing a $100 million 
sredit, This erccit, which was authorizec ijn September, 1945 
was suspencec pending a satisfactory volitical sevtlement in 
that area, It now seems likely that a sactiviactory settle- 
ment wili be reached anc the establishment of an interim» 
government encompassing all of Indonesia appears imminent, 
Once a suitable ell-Inconesia [nterim Government has ecm es- 

tablished, we woulc perceive no political a to the 
oxtensinn of an Eximbank crecit to the indies. Moreover, it 
is the consensus in the Department that there are strong poiit- 
ical reesons for supnorting such a eredit,. 
Purposes 
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Purposes Of The Loan The Dutch have indicated to us, 
in general, the planned utilization of the credit: 30 per- 
cent for capitel goods, 25 percent for raw materials, 20 per- 
cent for incentive goods, 15 percent for transportation equip- 
ment, 10 percent for consumer goods (pharmaceuticals). 





Relationship To Recovery Program The NEI is included 
in the tentative Netherlands allocation under the European 
Recovery Frogram. The tentative estimates for fiscal 1949 
show an allocation to the Netherlancs end its dependencies 
totaling $599.6 million. The Netherlands Government has been 
informed by the Department that $90 million Snould be used 
for the april-June 1948 quarter as a tentative basis for pro- 
curement but no specific mention of the NE] was made. How- 
ever, it is presumed that future allocations will include the 


NEI. 
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US_ INSISTS UPON EARLY CONCLUSION In a note to the 
OF LEND-LEASE MATTERS WITH S SOVIETS Soviets regarding lend- 
lease settlement ne- 
gotiations, we have emphasized the seriousness of. the re- 
quests contained therein, We have asked them for a reason- 
able offer on the fair value of the civilian inventory. We 
repeat our request that the frigates and icebreakers be re- 
turned anda ask for dates of their return. Unless they fur- 
nish a list of naval craft which they wish to acquire through 
surplus property procedure, we state that we will expect a 
return of naval craft still in their possession under the 
Lend-Lease Act. With regard to the 30 merchant vessels still 
in the possession of the Soviets, which they expressed a de- 
sire to acquire under certain prices and terms set forth by 
us in June 1947, we have said that this sale is contingent 
upon an early comprehensive lend-lease settlement and that 
unless such a settlement is concluded promptly, we will re- 
quire the return of these and all other lend--lease merchant 
vessels. Our note also asks when the Soviets will begin dis- 
cussions with individual patent owners regarding their patent 
obligations uncer the Lend-Lease Act. 





x * * 


SOVIETS SUGGEST DANUBE A note has been received from the 
CONFERSNCE THIS VONTH Soviets suggesting that the Danubian 
Conference be held in Belgrade on 
May 30 and that the US, UK, France and the USSR ask the Yugo-~ 
slavs to act as host to the conference. Vie had previously 
informed the USSR (See page 2, April 12, 1948 issue of Current 
Economic Developments ) that we were agreeable to holding a 
conference in Belgrade after the Four Powers had agreed upon 
the necessary arrangements at a preliminary conference in 
Washington. This proposal was rejected by the Soviets. The 
Department is now considering what reply we should make, 





* * « 


ECE STRENGTH'NED The third session of the Economic Com- 

AT THIRD SESSION mission for Europe, which was generally 
recognized as critical (See page 5 

April 26, 1948 issue of Current Economic Developments), has 

ended and it appears thet the organization was probebly 

strengthened as a result, A desire was evidenced by most of 

the western countries and by Czechoslovakia and Poland to re- 

tain and strengthen ECE as a link between the east and west. 











USSR _ Tactics And Probable Objectives In. contrest to 
the first two ECE sessions, ‘when the USSR used obstructionist 
tactics opposing creation of subcommittees and assumption of 





real 
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real functions, at this session the Soviets took the lead in 
initiating action for performance of new duties and the 
creation of new committees, The Soviet delegate moved to 
establish a néw committee on indus.urial development, a new 
commission on Frade, a full-scale agricultural committee; 
and to raise the manpower subcommittee to a full committee 
and enlarge its terms of reference. The US and UK, on the 
most part, sought to maintain the status quo and the Soviets 
tried to make political capital out of "SSR initiative and 
claimed that the US and UK were opposed for selfish reasons. 
The expected Soviet attacks were made on US-UK policy in 
Germany, the European Recovery Program, and were answered by 
US and UK representatives, | 


| Our ECE representative believes Soviet increased interest 
in ECE is largely political and is probably based on a number 
of factors including a desire to utilize it as an instrument 
to weaken anc counteract the European Recovery Program, For 
example, they propose a new Trade Commission which would "de- 
termine conditions under which short-term and long-term credits 
would be extended," They probably conceive of the Trade Com- 
mission as a pressure .gency on the US and the International 
Bank and would use it as a forum for attacking any east-west 
distinctions, US export policies, and other matters. Because 
of their greater voting strength in ECE, the Soviets may con- 
template building it up as a competitor or coordinator for 
specialized agencies such as the International Trade Organiza- 
tion and the International Labor Organization, to which they 
do not belong. There is also probable recognition by the - 
Soviets of Polish and Czech dependence on western trade. 


Satellite Performance At ECE Delegates of Rumania, 
Bulgaria, Yugoslavia and Albania were as indistinguishable 
in their obedience to Soviet bidding as the Ukrainians and 
Byelorussians have always been, This was true to a lesser 
extent of Hungary. The Poles and Czechs, however, although 
they voted with the Soviets and their speeches conformed in 
content to the USSR pattern, privately indicated personal 
friendliness and seemed disturbed at the prospect of further 
isolation from the west. The Finns indicated their aloof- 
ness from'the Soviet bloc by silence, 


Attitude Of Western Countries The western countries 
were much more united than a year ago, with the Benelux and 
UK being most helpful. The French and Scandinavians were 
firm on basic issues but seemed inclined at times to make 
needless compromises which were quickly exploited. The 
Scandinavians acted as a bloc with Swedish leadership, and 
both they and the French are most eager to keep the door open 
to the east. The Benelux, French and Scandinavians evidenced 








concern 
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concern over our policies in Germany, apparently feeling that 
not sufficient importance is being attached tq cooperation 
with other powers, The Italians made several constructive 
speeches and the Greeks and Turks took little part but fol- 
lowed US lead. 


Proposals On Committees The Soviet proposals to es- 
tablish trade and industrial development committees were re- 
ferréd to ad hoc committees for study and report to ECE by 
November 30, There was great interest by all delegations in 
the Trade Commission and most delegations seemed to regard 
east-west trade as the major function of ECE, The French, 
Dutch and Seandinavians were particularly anxious for its 
establishment. Our position was that examination should be 
made in the light of the responsibilities of other UN bodies 
to see what functions ECE might: appropriately undertake to 
further economic development and to facilitate an expansion 
of trade both between European countries and between those 
countries and the rest of tne world, We stressed the fact 
that duplication should be avoided but readily agreed to 
study of the proposals for subsequent report to the Commission. 





_ When proposing the change in status of the Manpower Sub- 
commission the Soviet delegate made an attack on ILO, of which 
it is not a member, charging. that it is dominated by employers 
and governments anc is suppressing the workers' interests. He 
said ECE should not worry about duplicating the work of that 
organization but should provide a real manpower body to range 
over the whole field of welfare, labor conditions and man- 
power requirements, The US, UK and Sweden opposed expanding 
activities in this field, The manpower report was considered 
in two parts with the result thet the Soviet proposal to ele- 
vate the subcommittee to a full committee carried by a vote 
of 9 to 6. The Russian proposal to broaden the terms of ref- 
erence was defeated 11 to 6. 


The Soviet proposal for a full blown agriculturel com- 
mittee came up in connection with the agenda item for arrange- 
ments for cooperation between FAO snd ECE, The USSR is not a 
member of FAO. This proposal was defeated by an 11 to 6 vote. 
Instead, an ad hoc committee on agriculture was established 
to determine p problems, the solution of which would be facili- 
tated by cooperative measures by FAO and ECE and to recommend 
the best means of securing cooperation. A provision was made 
for interim action, if required, by working parties convened 
by the ECE SROCESEVE Secretary in consultation with FAO. 


The reports of the timber and steel subcommittees were 
noted and unanimous approval given to the Executive Secretary's 


proposal 
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proposal to raise these subcommittees to full committees, The 

Housing Panel was reconstituted ‘unanimously into a subcommittee 
of the Industry and Materials Committee with the terms of ref- 

erence unchanged. | 


ECE Reletions With Germany One of the most.controversial 
subjects arose over discussion of the Executive Secretary's _ 
report on relations with.control euthorities. The Soviets, 
Czechs and Poles attacked the ECE action of establishing the 
Frankfurt office through which liaison is maintained with the 
bizonal area, alleging that it prevented liaison with Germany 
as a whole, contributed to political dissention in Germany, 
and led to ECE siding in with Anglo-American policy. The re- 
port sets forth how the efforts of the Executive Secretery to 
establish quadripertite relationships feiled. The US and UK 
approved the report. A compromise proposal was finally accepted 
which instructs the Executive Secretary to renew consultations 
with ACC with a view to establishment of a main liaison office 
in Berlin. ) . ? 





Miscelleneous. The next regular session of ECE is to be 
hela within one year, the exact date to be fixed by the Chair- 
man, in consultation with the Vice-Chairman and Executive Sec- 
retary. A special session mey be called earlier for considera- 
tion of the reports of the ad hoc committees on industrial de- 
velopment, trade and agriculture, The factual report to ECOSOC 
was adopted with the provision thet delegations could submit 
supplementary statements to the Secretariat for attachment. 


The Norwegian representative; Frihagen, wes elected Chair- 
man and Poland's Rudzinski wes re-elected Vice-Chairman, both 
choices being unanimous. All European countries were repre- 
sented at the Session except Spain. | | 


‘« * * 


FIRST QUARTER RECOVERY PROGRAM ‘ALLOCATIONS. First quarter 
APPROVED $ NEXT QUARTER UNDER CONSIDERATION allotments under 

. hig a _. the’ European Re- 
covery Program, consisting of loans and grants- totaling $1, 346 
million were approved by EC; and allocated tentatively among 
the European countrics, the French Zone and the Bizonél area. 
The UK received £400 million,’ the highest single allocation; 
France, $375 million; and Italy $165 million. The allocations 
are slightly aifferent from the tentative ones previously 
announced to the participating countries for planning purposes. 


(See page 8, March 29, 1948 issue of Current Economic Develop- 


ments, ) 


Tentative allotments have been prepared in the Department 
for ECA for the second quarter of operations under the Act. 


These 
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These figures, covering the third calendar quarter July- 
September, have been discussed with the ECA staff in Wash- 
ington and sent to the ECA staff in Paris. Officials of the 
Organization of European Economic Cooperation (O3EC) have 

been meeting in Paris to discuss third quarter forms and in- 
structions and annual programs. In order to place the mexi-~- 

mum responsibility on OEEC in recommending country allotments, 
ECA Paris wil! not furnish a breakdown of the allotments by 
country, but may advise them of the total tentetive aiioct- 

ments ana the computations thet led to the determination thereof, 
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SUGGESTED ALLOCATIONS 
FOX FIRST TWO ERP Ol ARTSRS 


(Tentative) 
end Calender 3rd Calendar 
“uarter Quarter 
(ist ERP Quarter) © ,ene_ UR Quarter) 
Country, including (In millions of dollars) 
Depencent Overseas 
Territories 
Austria 70 77 
Belgium-Luxembourg 20 25 
Denmark <0 30 
France (including Saar) 375 262 
Germany 
Bizonal area 80 71 
Frenc:. Zone 20 28 
Greece 50 54 
_ Iceland 7 1 2 
Ireland 10 24 
Italy | 165 167 
Netherlands | 105 106 
Norway 20 19 
Sweden 0. 16 
Turkey 10 | 4 
United Kingdom _ 400 _405 
Total 1,346 1,2¢0 


-Tentative allotments for the third quarter were determined 
as follows: Dollar deficits for each of the countries were 
computed by adjusting Western Hemispher2 deficits on current 
account for net cepital movements, intra-participating country 
dollar payments, and doller payments to other non-participat- 
ing countries. The resulting dollar deficits totalled $1,446.6 
million. In order to arrive at a total of $1,290 million the 
deficits for each country were then decreased by reducing each 





country's 
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country's deficit vroportionately on the basis of its gross 
dollar peyments. The Western Femisphere deficits on current 
account are besed upon shipments for August-October, payments 
for invisibles, and receipts from exports and invisibles for 
the same period, 


If the third quarter allotments are approved, there would 
remain unallotted $2,580 miliion of total Recovery Program funds, 
or an average of 1,290 million for the final calendar quarter 
of 1943 and the first quertex of 1949, 


Intra-European Trade £nd Payments The Brussels Treaty 
powers (See pege o, May 3, 1948 issue of Current Economic De- 
veiopments) submitted to ECA officials a proposal for multi- 
lateral clearing. This subject has been under active study 
in Washington by the agencies concerned. It is reelized that 
an edequate program of multiletera2 clecring and measures to 
promote transferability of currencies wiil greatly assist the 
recovery of European trece, Althougn this particular proposal 
is recognized as a start in the rignt direction, in the opin- 
ions of ECA and the National Advisory Cours1i. staff, it seems 
inedequate as a besis for permanent solution of the problem 
of intra-Euvuropean financing under the Recovery Program. We 
heve cxpressed our opinion in favor of continved discussion 
to explore ail possible solutions of this important problem. 








* * * 


ROME MEETING OF Contrary to the expectetions of many, no 

WFIU COMCLUDED split in the WFTU occurred eat the Execu- 

tive Committee meeting held in Rome Mey 5-10. 
The recent London meeting of trade unions of countries partici- 
pating in tne Recovery Program following WFTU's refusal to con- 
sider Recovery aic was looked unon as a major step toward 2 
breek in the Communist dominated WFTU, and repeated attecks 
made in the past weeks by the WFTU Secretary-General on the 
Recovery Program hed heightened the fecling that Communist 

and anti-Communist labor forces would formaliy SavEce the 
organization on this point. 


CIQ Role Keeps WFTU Intect At the Rome meeting, C10 
representat ve Carey, while not raising the Recovery Program 
issue, insisted on adoption by the Executive Committee of an 
agreement to clarify procedures end to limit tne activities 
of the pro-Communist, anti-American Secretary-General, who nad 
been denouncing the Recovery Program, Embassy Rome reports 
that Communists have been impressed by CIO's sincerity in seck- 
ing to prevent a split in ‘VFTU and that, as a result, C10 in- 
fluence in VWFTU has increased, 








Communists 
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Communists Fear Split Embassy Paris had earlier re- 
ported that Communists there were worried over a growing feel- 
ing among Communist trade unionists that the WFTU attitude 
toward US aid to Europe has been too uncompromising and wes caus- 
ing too great an obstacle to the spread of tne Communist line 
among the workers. There was some talk that Communist repre- 
sentatives at the Rome meeting might present a compromise for- 
mula on the subject of the Recovery Program in an attempt to 
prevent a break with the British Trades Union Congress and the 
CIO. Since, however, the question was not brought up directly, 
there was no development along this line. Embassy home feels 
that, from the Communist standpoint, the restrictions agreed 
to on the Secretary-General's administration represent a satis- 
factory price for preservation of the facade of "unity of vorld 
labor’, and believes that the Communists realize a split could 
have been justified. | 
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Divided Views On advisability Of Split CIO representative 
Carey apparently fevors a program for strengthening non-Communist 
forces within the WFTU rethcr than a break in that organization. 
In addition to the agrcerent on procedures reached et this meet- 
ing, it is understood that at the Avgust meeting of the Execu- 
tive Burc2u Csrey intends to meke further demands to restore 
equality in the Bureau between pro-Soviet and non-Communist 
members, Embassy Rome, however, feels that a split in WFTU,: 
especially over the Recovery Program, would nave: stimuleted « 
split of the Italian General Confederation of Labor; strengthened 
the French Force Ouvriere and further justified their split from 
the French General Confederation iast Decemder; and weakened 
Communist and strengthened Sccialist labor forces in participat- 
ing countries where Communists ere alresdy embarrassed by their 
enforced role of opposing US aid, | 





Resolutions Pessed The Executive Committee passed reso- 
lutions: 1} to renew negotiations with international trade 
secretariats; 2) to request the right to sit in the Economic 
and Social Council of UN with a status equal to that of special- 
ized agencies; 3) to seek close cooperation with ILO and con- 
plete "coordination" with ILO workers' groups; 4) denouncing 
abuses of trade unions in Spain, Greece, Iran, Brazil, Chile, 
India, Egypt, Argentina, China, Malaya, Burma, Ceylon, and 
Portugel; 5) requesting German trade unions to establish their 
proposed centrel council which "will be recognized by WFTU as 
the representetive body of the German trade union movement." 
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AGREEMENT REACHED WITH BIS On May 13 the Department 
ON SETTLEVENT FOF LOOTED GOLD . announced that, by an ex- 
change of letters between 
representetives of the US, UK anc France on the one hand and 
the Bank for International Settlements (BIS) on the other, 
the BIS agreed to deliver in London to the three Allies, on 
demand, 3,740 kilograms of fine gold (valued at about 
$4,200,000) acquired from Germany. The Allies agreed that 
in accepting this amount they weived, on their part and on 
behalf of all other signatories to the Paris Reparation 
Agreement, all claims against BIS for looted goid. 











The Germans, by resmelting the looted coins or bars 
and stamping felse .dentification marks on the "new" bars, 
had attempted to conceal the fact thet the gold was looted. 
However, they kept full and accurate records of all resmelt- 
ings which were captured in Germany. 3y checking these 
records against the BIS record of gold acauisitions from 
Germeny, the Allies were able to establish that BIS hed ré- 
ceived looted gold, 


Some of the gold which Germany delivered to 31S was 
subsequently transferred by 315, on Germen order, to the 
Hungarian National Bank, In 1946-47, BIS made an agreement 
with the Hungarians “usreby they agreed that a certain per- 
centage of any looted gold acquired by BIS and later trans- 
ferred to Hungary would be the responsibility of the Hun- 
garieans, BIS requested the Allies to recognize this agree- 
ment. The Allies refused for the reason that they heve never 
deviated in other negotiations from the principle that the 
first acquirer of looted gold is responsible for its resti- 
tuticn. Eo sver, by an exchange of letters, the 4llies con- 
firmed that the gold transferred by BIS to Hungery was in- 
cluded in the calculations which led to the egreement on res- 
titution of 3,740 kilograms. This exchange was not mede 
public, 


& few weeks before surrender, Germany deposited 1,525 
kilograms of gold to the eccount of BIS at tne Constance 
Branch of the Reichsbank. In order to establish the legality 
of the BIS claim to this gold, the US inquired into the facts. 
It was found that the gold was transferred in payment of 
interest due on BIS investments in Germany and was consis- 
tent with similar egreements between the Reichsbank and BIS 
over many years. Upon establishing these facts, the BIS 
claim to the gold deposited at Constance wes recognized. 
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RECENT BILATERSL TRADE Reports from Missions abroad indicate 
NEGOTIATIONS REVIEWED that, while many bilateral trade 

agreements are being concluded, some 
negotiations are being slowed up pending decisions on the 
European Recovery Program, 





Netherlands Trade Agreements We have informed Embassy 
Moscow that while the EC.. Zdministrator nas made no ruling, 


we believe that ECA legislation might be interpreted so that 

it will not prohibit Dutch production and delivery to the USSR 
of certain types of ships, as now being considered in Dutch- 
Soviet trade negotiations, proviced tne materiais actually used 
in shipbuilding are not procured under the Recovery Program, 
Embassy Moscow had learned in confidence thet the Dutch fear 
shipbuilding contracts with the USSR might jeopardize Recovery 
Program allocatiors. We have emphasized that the policy as- . 
pect of exports to the USSR area is currently under study. 
Consideration is being given here to possible procedures for 
informal coordination of policy with Recovery Program countries 
with respect to exports of goods representing war potential 
regardless of the source of materials used in their production. 
The Dutch feel they are in a good bargaining position in the 
current discussions primarily because of Recovery aid and US 
policy restricting exports to eastern Europe. in exchange for 
wheat and other raw materials, the Soviets have expressed 
interest ins 1) electronic equipment and machines for making 
such equipment--the Dutch showing little interest except in 
the sale of finished procucts; 2) 100,000 tons of oil, which 
the Dutch say they cannot furnish because they are an importing 
country; and 3) shipbuilding. 


The Dutch have announced the conclusion of a trade agree- 
ment with Poland which extends until January 1, 1949, The 
agreement provices for exports and imvorts valued at 25 million 
guilders during 1948 as comparcd with 15 million guilders in 
the 1947 agreement. The Netherlands will export chemical, 
‘pharmaceutical ard Indonesian products in exchange for rolled 
steel products and timber. According to Embassy Buenos aires, 
the Netherlands and Argentina recently signed an agreement pro- 
viding for the exchange of Argentine egricultural products for 
Dutch manufactured goods and included a Dutch commitment to 
build ships for Argentina, 


German Trace Negotiations The Joint Export-Import Agency 
(JEIA) of the bizonal area of Germany has concluded trade ne- 
gotiations with the UK and Italy and has other discussions 
scheduled. In the recently concluded trade talks with the UK 
it wes estimated that during the calendar year 1948 bizonal 
imports from the sterling area would total $78.65 million, and 
exports $81.82 million. Sterling ares deliveries are to consist 


of 
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of cotton, wool, tin, hides, tanning material, rubber, jute 

and clothing, and bizonal exports are to consist of timber, 
scrap, textiles, chemicals, machinery, semi-fabricated steel, 
glass and ceramics, chartered tonnage and ship repairs. Early 
in :.pril a memorandum of agreement was signed by JEI‘ and Italy 
for the ovurchase in 1945 of Italian fruits anc vegetebles 
valued at $10 million. Arrangements were made for a further 
discussion of expansion of Italo-Bizonal trade with the. -hope 
that 1948 trade may reach $35 million each way. 


: Our representative in Frankfurt reports that between now 
and June 15, trade negotiations are scheduled by JEI/ with the 
UK, Denmark, Switzerlanc, Norway, Italy, Belgium and India, and 
negotiations with Czechoslovakia are to begin soon thereafter. 
in addition, it has been reported that /.ustria wishes to lay 
the groundwork for trade discussions, and negotiations for a 
comprehensive trade and payments agreement with the Netherlands 
may be held soon, 


When the bizonal area notified the Danes that, unless it 
received dollars, it would be necessary to suspend "current de- 
liveries of coal effective April 15, the Danes informed bizonal 
officials thet they were prepared to pay dollars for foundry 
coke May through Junc.e While the Danes feel that payment for 
German coal imports could be solved by increased exports from 
Denmark to the bizonel area, the /.rmy is firm that the only 
solution is to use Recovery Program funds esrmarked for Denmark 
fur the purchase of German coal, because: 1) US appropriated 
funds are not sufficient to buy Danish high-cost food products; 
2) a commitment has been given Congress not to use JEIA funds 
for food imports into Germany; 3) sterling cannot be used since 
Denmark is not in the sterling area; and 4) Recovery funds for 
Germany must be spent for other purposes. 4 somewhat similar 
situetion feces the Dutch who are anxious to sell a surplus of 
200,000 tons of vegetebles to Germany and to purchase $10 million 
worth of German textiles, General Clay, in informal discussions . 
with Dutch officials, has pointed out that until Recovery funds 
are made available, the sale cannot be concluded for dollars. 
The Dutch apparently are willing to accept his suggested interim 
arrangement whereby Dutch vendors would receive payment in 
German marks for later adjustment. We have informed Embassy 
™he Hague thet action on the proposal must necessarily await 
EC:.'s formulation of policies and procedures generally applic- 
able to EC/..assistance in trade between the bizonal area and 
western Europe, The Norwegians heave emphasized their difficulty 
in paying dollars for coat “while fish exports to the US-UK zones 
are paid for in poinds. 


French 
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French Negotiations At the recently concluded meeting 
of the franco-british Joint Economic Committee it was agreed 
that further discussions would have to be held on balance of 
payments problems, It was estimated that the French balance 
of payments deficit with the UK and the sterling area will be 
579.5 million in 1948, French sterling balances, which et the 
beginning of 1943 amounted to approximately L50 million, have 
already been reduced by B20 or £20 million. Increased UK im- 
ports, including commodities of secondary essentiality, were 
designed partialiv to remedy the situation. France has con- 
cluded new trace agreements with Finland and itaiy, and a 
financial agreement with Switzerland to enable resumption of 
Franco-Swiss trade, wnich had been grestly curtailed follow- 
ing the exhaustion in February of the margin of credit which 
Switzerland had granted to Frence. Currentiy France is dis- 
cussing trade with Eire and Spain. The French Foreign Office 
has reviewed with Embassy Paris its proposed del-veries of 
coal to Spain under the trade agreerent and nas asked US con- 
currence in the proposal. The Foreign Office states th=t de- 
livery of coal is a basic condition for Spanish acceptance of 
the commerciel agreement which includes French exports of 
trucks, machinery, electrical equipment and other manufectured 
goods and French imports o1 olive cil, mercury, pyrites and 
other necessary raw meteria2ls. 





Spain 3 UK trade delegation composed of Board of Trade 
and Treasury representctives went to Madrid to review with the 
Spanish Government the monetary agreement, the adverse UX trace 
balance with Spain, and other outstanding trade problems. Dur- 
ing 1947 the \K imported from Spain goods v-7ued at 816.5 
million and exported &7.5 million, During the same period 
Spein's favorable balance with the entire steriing area was 
&5.6 million. The Swiss press hzs announced tht the Spenish- 
Swiss Trade Agreement of Juiy 1945, including protocols of 
March and December 1947, hss been denounced by Spain effective 
July 1. 


Austrian Trade Incressed Soviet intervention in the 
business of the austrian Commerce Ministry as weli as restric- 
tions on the movement of goods and rolling stock out of the 
eastern zone have resulted in the Austriens expressing concern 
to Legation Vienne thet if celiveries to the east of gucds 
capable of increasing wer potentiel are prevented or restricted, 
it will be necessary to mace a further sudstentiel revision of 
Recovory Program cstimetes of trrde with the east. Thc Soviets 
have also informed szustrian officials that s.ustria snoulc not 
concluce trace arrangements with the bizonal aren of Germany 
without first securing Soviet's approval. In March,dustria 
and Hungary concluded a provisional berter agreement, vith tne 
level of two-way trade for 1948 tentatively set at $5 million. 





according 
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+.ccording to Legation Vienn-, /.ustrian authorities are about 
to approve a semi-official compensation agreement recentiy 
negotisted between justrian and Yugoslav interests. Dis- 
cussions of a more extensive trade agreement have been tem- 
porsrily nalted while the Yugoslsv representatives return to 
Belgrace for further instructions. .ustria has announced the 
Geparture of a mission to Sofia and Bucharest to establish 
foreign trade offices. Italy and Austria are considering an 
exchrnge of Itelian olive oil for Austrian lumber and other 
useful raw materials, 


Eastern European Negotiations In #.pril the Polish press 
reported the signing of a Polish-Yugoslav trade agreement for 
1948 providing for the exchange of commodities velued at $22 
miliion in each direction, which is greatly in excess of the 
value of trade estimated for thet period in the five-year 
agreement concluded in 1947, Yugoslav and Hungerian commercial 
deleg-etions signed several trade and payments agreements in 
March, including a one-year trace agreement, independent of the 
goods exchange egreement for the first year of the five-year 
agreement. with consignments toteling approximately $8 million 
to $10 million each side, The Combined Chiefs of Staff nave 
advised iMC Trieste to give no indication to the Yugoslav dele- 
gation thet it is prepared to accept or reject Yugoslav pro- 
posals for atrade agreement with Tricst> untii further instruc- 
tions, which must await clcerificetion of result of Three-Power 
proposals on Trieste and of the status of the UK-US zone in 
relation to the Recovery Progrem. Italy hes objected to the 
proposed agreement and Ex.bassy Rome hes urged delay of the 
negotietions, 





On Mey 13 Poland ana Hungary signed « five-year economic 
cooperation agreement. Experts of the two countries will 
negotiate cetails of trrde quotas, On /pril 22 Sweden and 
Polanc concluded negotiations for 2 trede and payments proto- 
col for the lé~mont period beginning May 1. Polish exports 
are expected to totrl 275 million Swedish crowns anc Swedish 
exports 145 million crowns, Thre Itelian-Polish Mixed Commission 
meeting in Rome has cst2bdlishec Polish corl prices and mocified 
commodity scnedules of the December 1947 agreement. 


The Soviet press has announcec thet on «april 1 the USSR 
and Bulgaria signed a treaty of trade and navigstion and an 
agreement regercing reciprocnl shipments of goods during 1948. 
Embassy Copenhagen reports thet in order to secure much-needed 
potesh from the USSR zone of Germany, Denmark recently agreed 
to export 1,000 tons of butter to the USSR. Denmark hopes thet 
negotiations for a new trece agreerent with the USSR can be 
started this month. The Soviet /.ubassacor in Tehran has stated, 


accorcing 
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aeee ‘$e BHBassy Tehran, that the Soviet Goverment: feels 
t l'rétations with Iran-are net. possible until there 
hag &compléte alteration of the character of the Iranian 
Govefmment-and that trade between the two countries is at a 
standstill because of US intervention. Our Embassy feels that 
the lack of trade is probably caused by Soviet commitments to 
supply the satellites, with a resulting leck of supplies for 
Iran. Bulgaria has recently signed trade and payments agree- 
ments with Czechoslovakia and Rumania. 








Other Trade Negotiations Sweden and Switzerland initialed 
a new trade agreement on April 13. : During the two years the new 
agreement is to be in effect Sweden will import Swiss chemicals, 
machinery and electrical products valued at 102.5 million Swiss 
francs plus comparstively unwanted goods to totel an additional 
60.5 million Swiss francs. The Swiss havé undertaken to impose 
no restrictions on imports from Sweden which will be primarily 
paper and pulp. | | 





' Argentina has put an embargo on all exports to Switzerland 
as of April 24. Although the Swiss have not been informed 
officially of the purpose, it is believed that interpretation 
of the Swiss-:.rgentine commercial accord of January 1947 is 
at issue, 


The Turkish Government has worked out a set of principles 
on the besis of which it plans to negotiste new or revised - 
trade agreements with the UX, Sweden, Italy, the Netherlands, 
Belgium and Austria. This is necessary because of Turkish dollar 
shortage and inconvertibility of sterling. The Turkish negotia- 
tors will propose establishment of credit. accounts in the national 
benks of the respective countries with belances to be settled in 
dollars at steted ‘intervals. The Turkish-Belgian trade and pay- 
ments agreement has been extended from March to May 26. A Turk- 
ish delegation has discussed the principles of a trede agreement 
with Austria. Turkish-Canadian trede on March 15 was placed on 
a "most-favored-nation" basis,with the exception of the British 
Commonwealth end countries of the old Ottoman Empire. Accord- 
ing to the Italian Erbassy in Ankara, the Turkish-Italian trade 
agreement whish was denounced by Turkey will be terminated on 
May I, According to Embassy Tehran, the Iranian Covernment re- 
cently appointed an Economic Counselor and Commercial Attaché 
in Wéstern Europe to study the possibilities of trade agree- 
ments with those countries of Western Europe with which Iran 
does not now have egreements,giving particuler attention to the 
expansion of trade with Germany. 


* * * 
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DEPARTMENT VIEWS ON PROPOSED BILL The Department is opposed to 
EXTENDING TRACE AGREEMENTS ACT ' the proposed bill for a one- 
year extension of the Recip- 
rocal Trade Agreements Act through. June 30, 1949, sponsored by 
Representative Geernart and recently approved by the Ways and 
‘Means Committee of the House of Representatives, We believe that 
the proposed bill's requirements make impossible the negotiation 
of a trade agreement within the time allowed and thet, although 
the bill appears to permit the program -to continue, it actually 


sets up such conditions as to make it unworkable. 





The bill provides that after the preparation of the usual 
published list of import products to be considered for the pos- 
sible granting of concessions in the agreement, end before enter- 
ing into such agreement, the Tariff Commission shall report to th« 
President with regard to such products: 1) the extent to which 
duties and other import restrictions may be modified; or 2) the 
extent to which additional import restrictions may be imposed; or 
3) the maximum periods (if eny) for which obligations may be under: 
taken to continue existing customs or excise treatment, without 
causing or threatening serious injury to domestic producers or im- 
pairing the national defense. The bill also provides that the 
Presicent shall submit to Congress for its veto any agreement ‘hid 
would involve any tariff action exceeding that recommended,in the 
Tariff Commission report. 


Department's Position The Department finds the proposed bill 
objectionable in the following respects: One-year extension pro- 
vides insufficient time to organize effectively and carry through 
necessary. negotiations, especially since the requirement that no 
agreement may be entered into until the Tariff Cammission has re- 
ported to the President may cause considerable delay, MThe bill 
places upon the Tariff Commission, in effect tnough not in terms, 
the sole responsibility for determining how far a tariff rate may 
be cut. This would concsntrate upon the Commission the full weight 
of pressures of speciel interests. The Department feels an un- 
necessary burden is pleced on the Commission in the requirement 
that it determine for each product considered the maximum tariff 
concession which coulda be made without injury, regardless of 
whether as a matter of policy and balance in the negotiation the 
President would wish to offer that much of a cute Also obyection- 
able is the requirement that the Tariff Commission should not mrt: 
cipate in the recommendations to the President nor in the negotia- 
tion of any agreement. Thus, the President is deprived of the sez 
vices of competent officials, The Department feels also that the 
President would be put in an improper position in the event he 
found it in the public interest to exceec the limits set by the 
Tariff Commission, He would heve to submit to the Congress the 
decision of a Cisagreement between himself and an administrative 
agency which, though created by Congress, is nevertheless operatec 
by his own appointees, 





* * * 
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POW _#fter months of fruitless negotiation, on 
KO ; May 14 the flow of electric power from North 








a Korea to South Korea was cut off on order of 
the Soviet High Commander. The ostensible reason for this 
action was ieck of agreement for a renewal cf the peyment 
accord entered into in June 1947 and payment for past deliveries. 
ht thet time agreement was reached on payment for the dollar 
value of power which had been delivered from /.ugust 16, 1945 
through May 31, 1947, (See page 9, July 7, 1947 issue of 
Current Ecunomic Developments In October, 1947 our repre- 
sentatives in Seoul notified us that it would not be possible 
to fulfill peyment obligations completely from the sour¢es 
which had been considered as available and approval was there- 
fore granted for payment in part in US dollars at such time as 
the Soviet Command might press for pavment in accordance with 
the terms or the contrect, However, the Soviet authorities 
have consistently charged thet we were refusing adequate pay- 
ment and have turned down commodities awaiting delivery as part 


payment. 


For several weeks prior to the cancellation of the electric 
power flow the North Korean radio carried on 2a systematic cam- 
paign against the US occupation forces with particular refer- 
ence to lack of agreement on the power question. There were 
repeated broadcasts ciaiming thet since the Americans had evi- 
denced no real desire to reach a settlement, the Communist- 
controlled People's Committee of North Korea considered it 
necessary that Korean representatives in South Korea, author- 
ized to conclude a settlement of the electric power issue, be 
dispatched to Pyongyang by Mey 14 so thre matter could be ne- 
gotiated by the Koreans themselves, The broadcasts concluded 
with the statement that failure to meet tnis request by May 14 
would force the North Korea People's Committee, much as it 
hated to, to cut off the electric supply to South Korea. On 
May 14, this was done, 


Even with the power from North Korea, the power supply 
in South Korea does not meet all industrial 2nd domestic re- 
quirements, Present power production of that area, however, 
is sufficient for most of the highest priority needs of the 
occupation forces, railwavs, hospitals, conl mines, communica- 
tions system, police and constabulary and dock areas, Only a 
very limited amount will be available for other essential in- 
dustries and for residential lighting, It may be possible to 
step up power production to some extent by using emergency coal 
stockpiles and by putting Navy barges into operation, at con- 
siderable cost in money end manpower, This, nowever, couid be 
no more than a temporary solution and it will probsbly be 
necessary to expand the themal capacity in the area, 


There 
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There can be no doubt that Soviet motives are completely 
political since % formal letter from the US military governor 
to his Soviet counterpart asking for discussion of this problem 
has gone unanswerec. The Soviets undoubtedly hope to embarrass 
the US occupation authorities and hamper preparstions for es- 
teblishment of a new government in South Koreas 


One more atterpt will be made by our military governor 
to obtain e conference with Soviet military authorities, with 


perticipation of Korean leaders. If this approach feils, it 
may be necessary for the Department to raise the issue with 


Moscow. 
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nomic divisions of the Department of State, and to indicate the economic prob- 
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US POSITION ON A note will be given the Soviets this week 
DANUBE CONFERENCE outlining our views on the timing and member- 
ship of the conference for a new regime of 
navigation on the Danube. (See page 1, May 17, 1948 issue of 
Current Economic Developments.) The matter has been discussed 
with the British and French in Washington and certain modifica- 

ions of our position were developed after consultation with them. 
It is assumed that the British and French Governments will also 
reply to notes which they received from the USSR similar to the 
one sent us on May 8. 











We express regret that the USSR does not agree to a prelimi- 
nary four-power exchange of views since we feel such 2n exchange 
vould expedite arrangements for the conference and facilitate an 
earlier convening on terms secepteble to the USSR, UK, France and 
ourselves, but we do not insist that such a meeting be held. The 
note goes on to suggest that the conference be neld July 30 in Belj 
grade rather than on May 30 as urged by the R,ssians since it - 
would be impossible to make suitable arrangements prior to the end 
of July. Soviet refusal to agree to the participation of .ustria | 
as urged by the US is derlored since we feel that the centrel geo- 
grephic position occupied by Austria and its important role in 
trade and commerce on the Danube warrents its inclusion in the 
conference elong with other ripiaran states in spite of the fact 
thet no Austrian peace treaty has been concluded. We esk the 
Soviets to reconsider their position but give them an out by 
Suggesting that if they cannot agree to full Austrian participa- 
tion, 'e hope they will at least agree to ..ustrian attendance in 
the same capacity in which Austria now attends ECE, nemely by 
sending representatives in a consultative capacity, 


i. suggested draft is enclosed of a proposed note to the 
Yugoslavs from the US, UK, France and the ‘’SSR containing a 
proposed invitation from Yugoslnrvia as host government to the 
various participants and which states thet the four governments 
assume that Yugoslavia is willing to grant certzin facilities 
for the conference. among these facilities would be authoriza- 
tion for aircraft as deemed necessery by each participating 
country to fly to and from Belgrade to transport persons attend- 
ing the conference and to perform courier services during the 
conference; provision of adequate fecilities for reprcesent-tives 
of the press and radio, and freedom from censorship in their 
reporting. 


The countries to be invited, in addition to the four 
powers, are Bulgeria, Hungary, Rumania, the Ukraine, 
Czechoslovakia, and austria in some capacity. 
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STERLING AREA PROBLEMS Together with other interested 

ARE UNDER CONSIDERATION agencies, the Department is ex- 
amining the problem of dollar 
deficits of certain countries not participating in the Re- 
covery Frogram outside the Western Hemisphere which are 
mainly members of the British Erpire or Commonwealth, or are 
in the sterling area, Under existing sterling area arrange- 
ments, the dollar deficits which they may incur are met from 
British reserves. Planning for the Recovery Program envis- 
aged US financing of no more than the Western Hemisphere 
deficits of UK and its dependent territories. No provision 
was made in the program for the dollar drain on the UK of 

the independent sterling area countries outside of Europe. 

Of the total membership of the sterling area, only three in- 
dependent members, the UK, Ireland and Iceland are included 
in the Program. The other self-governing members, South 
Africa, India, Pakistan, Ceylon, Burma, Australia, New Zealand, 
Southern Rhodesia, the Faroe Islands and Iraq are excluded 
from the Program and their dollar deficits are met from Brit- 


ish reserves, 








The Problem In a-recent memorandum to the US the Brit- 
ish stated that prospective Recovery financing will not supply 
the margin required to cover their estimated hard currency re- 
quirements for 1948-49, They propose thet, in order to main- 
tain their gold and dollar reserves at their present level of 
about $2.2 billion, they will meet the dollar demands of the 
sterling area countries by diverting their current dollar re- 
ceipts, probably retarding recovery in the UK by lowering con- 
sumption and investment levels, 


In effect, the sterling area problem constitutes a three- 
fold drain on UK resources: 1) direct furnishing of dollars 
to meet the Western Hemisphere deficits of these countries; 
2) supplying exports egainst previously accumulated sterling 
balances. While these exports result in a reduction of UK 
sterling obligations, thcy bring no payment to the UK in 
either goods or foreien exchange; 3) transferring large 
amounts of British capital. During 1947 more than £700 million 
of British capital was trensferred to the sterling area. ° 


Although the British have said thet they will attempt to , 
minimize these drains on their resources, nevertheless they 
will have to be met out of current income, Recovery Program 
assistance, and/or other foreign credits. The British esti- 
mate that during 1948-49 dollar needs of these non-partici- 
pating independent sterling area countries will amount to 


$300 million. 





Department 
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Department Views In an effort to reduce the dollar 
needs of this group we believe that the British should 
attempt, to eliminate non-essential dollar imports of the 
sterling-area countries, and to obtein an increase in 
their dollar exports. Our present thinking is that the re- 
maining deficit could be met:through credits (for example 
International Bank or Eximbank loans) to sterling area 
countries, liquidation of assets, and by reduction in the 
UK reserves. Although maintenance of participating coun- 
tries' reserves is one of the stated objectives of the Re- 
covery Program, we think that the UK reserves of a little 
less than $2.2 billion can be reduced moderately without 
serious damage to the (K financial position. 





The UK's role in meintaining the multilateral trace 
area of the sterling countries is important but the UK must 
also play a lesding pxrt in the economic recovery of Europe. 
The British must be convinced that continued American inter- 
est in European recovery depends in large part on the bold- 
ness, imaginetion, and vigor with which the Europeans them- 
selves attack their problem. We expect them to devote their 
own resources to the fullest extent possible to the primary 
objective of European recovery, This would mean cutting down 
on all unnecessary leskages to non=-participating ereas, and 
for the Britisn would involve reducing their exports against 
previously accumulsted sterling balances, and limiting their 
capital transfers to the sterling area. While these transfers 
result in British investments in the sterling are, there is 
no assurance thet all will go into productive enterprises, 
nor thet, in any event, the UK can -fford to make all of even 
the most profitable kinds of forcign investment at present. 


With regercd to the problem in future years, we believe 
that nothing can be done until more informetion is. available 
on the magnitude and duration of future deficits. in study- 
ing the problem for future trestment, consideration should 
be given among other things to: 1) specifically including 
the sterling area net dolier requirements in the next Re- 
covery Progrem appropriation recuest as a pert of the UK 
deficit; end 2) taking steps to increase US imports from 
the sterling area. 


* * * 


SUBMISSION OF ITO CHARTER TO NEXT We have recommended to the 
SESSION OF COi S_KECOM ENDED President that thet the ITO 
Charter should not be sub- 
mitted to the present sesSion of Congress for ratifi¢ation but 
should be introduced esrly in the next session, It is felt that 
in this session it might be: subject to partisan orposition that 
would make difficult the adequate consideration of its merits. 
It is hoped delay will give acequate time for careful study of 


the legislation. 

















* * * 
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EUROPEAN COAL DISTRIBUTION The general pattern of future 
PATTERN APPEARS TO CHANGE cistribution of US and European 
coal which seems to be emerging 
from various ECE, Joint Export-Import Agency (JEIA), and US 
Coal Committee discussions indicates less dependence upon TS 
sources and more upon European sources, particularly the UK, 
Poland and bizonal Germany. Quality allocations are’ becoming 
incressingly important for European recovery, and financing of 
imports has raised problems. os 





Polsnd Suggests Limitation Of US Coal Exports To Europe 
Our representetive on ECE feels the main purpose of the draft 
resolution which Poland has submitted for "°F Coal Commission 
consideration May 26 is to keep up the price and to obtain Re- 
covery Progrem dollars for such Polish export coal as the Poles 
cennot trade in bilateral agreements. The Poles, however, ex- 
plain that their purpose is to obtain 2ssurance that the US 
does not propose to provide free or subsidized coal to Europe 
in an amount greater than Europe's deficit. 





The main points of the Polish resolution ares: 1) the Coal 
Commission declares its 2aim to be achievement of European self- 
sufficiency in coal during the next few years, through increased 
production and action to facilitate the marketing of European 
coals; 2) the Coal Commission is to allocate only short supply 
grades; 3) whenever requirements of any particular grade can be 
filled by European suppliers, imports of this grade from the US 
should cease (deficits in any grade would be met as fer as 
possible with US coal; if US coal does not close the gap, all 
supplies in the deficit grade would be alloceted); 4) the Coal 
Commission should so far as possible arrange for dcisposal of 
European countriecs' surpluses in countries whose requirements 
hed not been fully met; and 5) not later than December 31 the 
Pool B principle should be eliminated. This principle is one 
under which specified prosortions of tonnages supplied by the 
exporting country under bilateral agreements are not counted 
as part of the supply of the importing country when the Coal 
Committee determines the importing country's entitlement. 


Department Instructions On Polish Proposal We agree 
with our representetive on ECE that debate on the Polish reso- 


lution should be avoided end thet an attempt should be made to 
have an importing country move that the resolution be held over 
for further study. We have informed our representative that 

the proposal raises major issues on which we will not be able 

to issue instructions in time for the May 26 meeting and suggest 
that he make his own comments along the following lines: 1) it 
is agreed that the Coal Committee should facilitate restoration 
of Evrepean production to levels where Europe becomes self- 
‘sufficient in coal; 2) allocetion of scarce solid fuels is the 
appropriete responsibility of the Coel Committce but it is not 
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the function of the Committee to create an administered scar- 
ei + for the purpose of facilitating the marketing of European 
coals and 3) the. US cannot undertake to deny export licenses 
to exporters wnen US export coaJ] is in a surplus position. 
When coal is in surplus, alternative sources will have to com- 
pete for markets on the basis of price anc quality. Since 
European producers enjoy a great geographic advantage over the 
US they should be able to dispose of their export surplus and 
to hold the Surovean market. 


The Economic Cocperation Administration (ECs) recently 
authorized the purchase of 20,662 long tons of Polish cozl, 
valued at £405,000, for Austria. is an indicetion of EC/. think- 
ing, in arnouncing the purchase it stated that it will "scruti- 
nize closely each specific prorosal for ECA assistance involv- 
ing trade with eastern Europe." : 


Department's Views On ECF Distribution Pattern Of US Coal 
Vie have informed Eta that the discrepancy between the ECE dis- 
tribution pattern and effective demand for US coal makes use- 
less the present alloestions formula which cistributes export 
availabilities in eccordcance with prewer consumption require- 
ments. The over-all coal suryply position has changed to one in 
which some qunlities anc gredes nre in surplus while others ere 
still scesrce. The present rllocstions formula is still based 
on the conecpt of over-all 3carcity. We, therefore, would pre- 
fer thet only the sezsree grades of coal be allocnted anc that 
the recommenced pettcrn for cistribution of US coal should re- 
flect the net deficit of particuler qualitics to be supplied 
by the US after teking account of export availsbilitics from 
European sources. 








Even on this bssis, the Coal Comrittee's recommendations 
with respect to US corl mey vary from actual requirements which 
reficct aveilebility of funds 1s well 2s demand for coel. If 
effective demand for US coal should excced US export avail- 
abilities, then ECE's recommended pattern of distribution will 
govern, Although the US hes imposed no quelity controls, no 
assurance can be given at this time that quality controls will 
not be imposed later if the need arises, Metallurgical coke, 
however, will not be supplied, , 

Austrian Participation In F int CK Coal Conmittee Suggested 
At a reecnt meeting of the EC& Coal /llocetions Working Par Party, 
austrian participation in the “Coal Committee wes raised by Poland 
end Czechoslovekia, which suggested tnat increased Austrian con- 
sumption of their cor l would save transportation and increase | 
bizonal coel exports to other countries. The question has been 
referred to the May 26 meeting of the Coal Commission for con- 
sideration. In view of Lustria's belief thet it has been dis- 
criminated against 2s a competitor with ECE countries for Ruhr 
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coal and its request for a greater share of Ruhr coal. we had 
previously raised the question with Austria and with our dele- 
gation to ECE whether serious consideration should be given to 
Austria's participation in the Coal Committee in time for fourth 
quarter decisions. One purpose of the Coal Committee is to re- 
solve issues regarding equitable distribution of supply. We 
suggested that Austria's joining should be accomplished on the 
basis of the following principles: 1) assuming no reduction 

in over-all availabilities from European export sources, 
Austria's coal import allocations be kept et the current level; 
2) Austrie should share equitably in eny change in those evail- 
abilities, upward or downward; 3) its current proportionste share 
of bizonal co2l should be retained; and 4) Austria's fvll allo- 
cation of coal should be comprised of non-US scurces because US 
coal to Austria is so costly. 


Exchange Of UK «nc Ruhr Coel Apvroved At e recent meet- 
ing of JEI4A of bizonal Germany, the board of directors approved 
the importation of 10,000 tons of coal a week from the UK and 
the exportetion of the same amount of Ruhr metallurgical coel, 
providing there should be no dollar loss to JEIA, This was 
approved as a trial run with the understsnding that additional 
proposals of this kind must be individually approved by JEIA's 
economic advisers, Since, according to reports submitted to 
ECE, the UK is prepared to offer the bizonal area 400,000 tons 
end Polanc 300,000 tons and since metallurgical coal is bedly 
needed by other Evreopyesn countries, our representative in Frank- 
furt has suggested thet a special committee be established to 
exvedite these exchanges. Negotiations with the Poles heve not 
yet been held, 





US Position On German Imports Owing to the tight supply 
of US coal, we have expressed to the bizonal area the hope that 
British and Polish sources wili be used to the meximum to fill 
northern German requirements. If, after obtaining the maximum 
possibile supply from these sources, US coal should still be 
necessarv, we believe that German coal should be paircd with 
US coal by quality. We assume that the paired exchanges will 
consist of quality coel reouired by the third country ‘hich is 
obtainable from Germany and is scarce here. We believo that 
the paired exchanges shoulc be worked out in acvance with 
countries which have allocations of co2l from the S. We pre- 
fer that the third countries arrange procurement and shipment 
of coal to north Germany since they ere familiar with the US 
market and administrative procedures. 


French Proposals For Coal Exports To Italy ind Sogn 
The French Foreign Office has reviewed with Emrbessy ‘its 
proposed deliveries of coel to Italy and Spain in view of pro- 


hibitions ageinst exporting goods received under US aid pro- 
grams or like goods without US consent. It emphasized that the 
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conl to be exported differs in quality from thet imported from 
the US and that it feels its proposals meet "self help and 
mutual cooperation" objectives of Recovery Program legislation. 
It has esked US concurrence in the following proposals: 1) to 
export 32,000 metric tons of steam coal to Italy for three con- 
secutive months to liquidate the French debt for Italian workers 
received under the Franco-Italian agreement of May 15, 1947; 

2) to export 250,0°0O metric tons of steam coal annually vo Italy 
under the Franco-Itslian commercial agreement; 3) delivery to 
Italy under the Recovery Program from the US for a trial period 
of 30,000 tons monthly of king fines for coking, and delivery 

to France from Itoly of an equivalent amount of coke; anc 4) 
annual export to Spain of 10,00C tons of low quality coking 
fines from Morocco, 80,000 tons of very low quality steam coal 
from z.lgiers anc 120,000 tons of steam coal. The Foreign Office 
states that deliverv of these quantities is a basic condition 
for Spanish acce tance of the commercial agreement now under con- 
sideration. 


US Views On French Proposals We are informing Embassy 
Paris that the information on the French proposals offered so 
far is too fragmentery and general to permit judgment, except 
for proposal 1) for the export of coal to Italy for three months 
to liquidate 1 French debt which we consider acceptsble because 
it discharges on agreement alreedy concluded. ie suggest, there- 
fore, that the French Government present a fully documented case. 
In generrl, the “S is disturdec by the growing trend to dis- 
tribute Eurogern exvort co2l by bilater2l arrangements and is 
reluctant to encourrge extension of this process. In tne dis- 
tribution of the European coal export surplus, it is of greatest 
interest to ECE that trensport be eccnomized and that the end- 
use veluc of specirl qualities be maximizec. These objoctives 
are difficult to accomplish when coel exports are inflexibly 
fixed by bilntcral trede agreements. The ultimete success of 
the Recovery Program depends on establishrent of intra-European 
tredc on multiletcral cletring arrangements, an objective with 
which French coal proposals are inconsistent. 





* ™ xx 


SECOND I1C40 ASSEMBLY The Second Assembly of the International 
MEETS IN GENEV.A Civil zviation Organization (IC40) opens 
June 1 in Geneva. The «.ssemoly will not 
only review and approve actions taken by the Council of ICs0 
curing the past year but will also discuss matters of policy and 
operation during the forthcoming year. The most important 
matter to come before the Assemblv is the expected signing of an 
International C-nvention ecncerning the protection of the rights 
of mortgage holcers of aircraft engyged in international air 
commerce, an action to which the US delegation will give its 
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most urgent attention. In general, the US will suprort the sta- 
tus quo of the organization opposirg any resolution which would 
result in amencments of the conventicn not urgently needed prior 
to 1950. We will support continuation of the Air Navigation 
Committee in its present form end will oppose any move to set up 
a Commission of Experts in its place. We believe that technical 
groups, meeting 4S civisions of the £ir Navigation Committee, 
should continue to develop and recommend international standards 
and recommenced practices for revicw of the ir Navigation Com- 
mittce and Council adoption. However, we will indicate some dis- 
satisfrction with ection on standards anc recommended practices 
in the air navigation field anc urge thet the Assembly again 
direct the Council to corsider measures to facilitate adoption of 
future standards anc recommenced practices once general agree- 
ment has been resched at the technical level. 





We will favor introduction of eae resolution strongly endors- 
ing the objectives of the Orgenizetion's program for frecilitation 
of intcrnational air transport; commending the contrecting states 
which have made appreciable progress in implementetion of the 
standaras procuced by PICA03 urging that states who hrve not al- 
ready cone so should voluntarily implerent the standards and 
practices as agreed upon by the Facilitetion Division and that 
the Council itself teke action on the Division's recommendations 
es speedily «ss ;ossible. We will attempt to avoid detailed con- 
sideration of specific stand2rds anc practiccs,. 


We will support a resolution calling on the Council to es- 
tablish e procedure whereby ststes will be requested to report 
periodically the current status of air nevigetion facilities and 
services required by internations1l civil avietion in their terri- 
tory or under their jurisdiction, together with information on 
compliance, future plans, etc. When any country reports it can- 
not fully meet the reguirements for facilities or services in its 
territory the state should consult with tne Council anc advise it 
if it intends to request joint suyport assistance through ICaAC. 


We will support mntinuation of the study of the economic 
burdens on international air trsensport resulting from double 
taxation and taxation of fuel and equipment not consumed within 
the jurisdiction of the state imposing the tex, and will support 
2 statement of the genersl undesirebility of such taxation 
practices. ’ 


Wwe are hopeful that the question of 2 multilateral agree- 
ment on commercial rights in international civil air transport 
ill not be raised. If it is, our delegation mzy review the con- 
, ition held in Geneva last November, pointing out that the final 
r. ort of the Commission has been submitted for study; and rece 
ommending that comments be submitted to the Council on the report 
by December 31 of this year with the Council circulating a 
summiry of these submissions by March 1949, 
. Our 
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Our delegation will not bring up the question of "pooling 
operations" in which nitionsl interests would be combined for 
the purpose of conducting international air transport operations 
within a specific crea or over a specific route. If this comes 
up we will strongly oppose such operations but if discussion per- 
sists we will attempt to see that any resolution on this subject 
provides thit such pools shall not have monopolies of the traffic 
nor engrge in any discriminatory practices. 


We will try to rerch agreement on standards of airworthi- 
ness which will vermit continued operation of old-type eircreft so 
long as such operstion is economically justified and at the same 
time provide for establishment of emergency safety modifications 
to old-type cirersft. ‘se hope to clarify the convention article 
to show it is not intended to prevent establishment of airplene 
weight limitations agreed upon by the contrecting states. 


The question of Spain's participation hes long been an ICAO 
problem, because of that country's importance in aviation matters 
and because cf UN's exclusion of Spain from UN agencies. The US 
position in case this question again arises is to oppose any 
Girect ICO action which might sever iC:.0 from UM association but 
not to opvose a compromise calling upon UN to amend its own reso- 
lution which now deniesSpain membersnip. We will propose or 
Support a propossl that Austria be admitted to IC/0 membership. 


North ztlantic Stetes Conference f£.t the same time the 
assemOly is in session, there will be a conference of North ..t- 
lentic states coneerned in the joint support of Iceland eir navi- 
gation services, i.s the party of primary intercst in air traffic 
in this area of the world, we strongly favor this joint support 
program and wili meke an cffort to include the Vik Loran opera- 
tion in the specified Icelandic services, although it is not in- 
cluded in the dreft egreement. we will do everything possible to 
bring about signature at Geneva of an agreement for joint support 
of those services in the North /.tlantic. | 





~ * * 
SECRET 
UNCLASSIFIED 


RECENT US FOREIGN TRADE TRENDS Significant among recent trends 
INDICATE SOME RECOVETY ABROAD in 7S foreign trade is a decline 

in the excess of exports over im- 
ports, which, in addition tc reducing the gep between our exports 
end imports, would seem to indicate some cconomic recovery abroad. 
Imports intc the US for March 1948 reached $666,200,000, the high- 
est figure in history. Exports for the same month totel 
¢1,141,000,000. First quarter imports excceded those cof 1947 by 
almost $400,000,000 while exports during early 1948 ran somewhat 
below the level of 1947. In March the excess of US exports over 
imports declined to the lowest figure in over a year, with the 
total for the first three months of 1948 showing a 30 percent de- 
Cline from the figure for the corresponding period of 1947. 
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AGRESMENT REACJED ON OUTSTANDING The meeting held in Paris 


SSUES ON GeIMAN EXTERNAL ASSETS in /.pril by the US, UK and 
France to discuss ovtstand- 
ing issues on German external assets (see page 7, /.pril 19, 
1948 issue of Current Economic Developments) concluded with 
egreement being reached as to future action on 2l1l items con- 
tained in the agenda, except Sweden and Turkey. There was of 
course no action determined with regard to German assets in 
Italy, such determinetion not coming within the terms of 
referenc: of the conference. However, there was a receipt 
of British views on this subject. The British expressed the 
opinion that the US proposal to turn over all German essets 
in Itely to the Itelian Government is not conducive to the 
best interests of general Europeen recovery, it being most 
important that the interests of other western European coun- 
tries be given consideration. Rather, the British proposed: 
1) liquidation should continue under existing arrangements; 

2) retention by the Italian Government of 60 percent of the 
proceeds remaining after deduction of one billion lire to be 
used as endowment for four ex-German libreries in Rome (which 
would be excluded from liquidation and leased by the Italian 
Government to an International body);2) thereafter 40 percent 
of the proceeds should be made svailable to I:R., as far as 
possible in foreign currencies and the rest in transferrable 
lire; and 4) the Italian Government to be permitted to draw on 
its share of proceeds as it accrues. We heve the entire matter 
under consideration but our position has been that total release 
to Italy was agreed upon in principle some time ago by the US, 
UK ana France, 

















The US position with regard to German assets in the other 
American republics anc miscellaneous countries in Europe, the 
Near East, Far East anc Africa was edoptec by the conference. 


4. mo@ificstion of the proposed US note to. Switzerlanc was 
presented to the Swiss by the three powers on May 11 in Bern, 
The note suggestcd that as an interim measure the Allies accept 
the Swiss offer to accelerate "transformations" provided that 
this includes the liquidation of the most important German assets 
in Switzerland; that Switzerland make evailable to IARA immed- 
iately an advance of 100,000,000 Swiss frenes; and 20,000,000 
Swiss francs to IRO. To rectify the basic cisegreements, it 
is suggested that if the Swiss accept the foregoing, over-all 
discussions be held to settle outstanding issues, inclucing 
possible limitation on the functions of the Joint Commission, 
intercustocial arrangements, and the exchange rate. 


The position with respect to Portugal was also agrecd 
upon and a note has been presented by the three powers in 
Lisbon, implemented by representetions to the Portuguese 
‘missions in the.US, UK and France, covering the question of 
looted gold. The note states strongly that it is timely anc 
appropriate to rezch a resolution on the question of lootec 
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gold and to bring into effect the £ccord on German assets in 

Portuguese territory. in Accord on Germen assets was reached 
in February 1947 but its effectiveness was mace contingent on 
agreement being resched on "other matters", namely looted gold 


held by the Portuguese Government. 


The Spanish -ccord was signed on May 10. It was suggested 
at the meeting by the French that a further approach be made 
to the Swedes asking them to carry out immediately their obli- 
gation to restitute gold as provided for in the Swedish /ccord 


of 1946 ° 


* * * 


STEPS TAKEN TO EXP/LND Rehabilitation of the Japanese economy 
J:PANESE FOREIGN TRADE to a point where it will eventually be 

able to get along without substential 
aid from the US is largely dependent on revitalization of its 
peace-time role as an exporting netion of manufactured and semi- 
manufactureae goods. Various steps have been taken during the 
past few months t2 encourage the expansion of such trade. 











Recently a special mission of the Department of 
the Arm, nas been exploring the possibility of expanding the 
belence of trede between Japen and other countries of the Far 
E-st. «nother mission headed by a SCé.P official has recently 
departed from Tokyo to India end Pekistan to procure cotton, 
jute, and other rew materials, and to survey requirements for 
Japanese machinery. SC/.P anc tne NEI are believed to be con- 
cluding negotiations on a contract whereby the NEI will pur- 
chase about $30 million worth of Japanese textiles, and will 
make payment one-half in dollars, one-half to be an open sccount 
against which SC..P will draw raw materials. It is also antici- 
pated that SCAP will sell the sterling area some $25 million of 
textiles for sterling, which SCLP can use to discherge sterling 
obligations anc to procure rew materials. SCi.P anc the UK are 
expected to sign a sterling egreement in the near future. The 
method of financing imports from Japan to South Korea has been. 
uncer consideration by SC4P and USAFIK. The present unfavor- 
able trede belence according to General Macarthur is more than 
#30 million, exclusive of shipments of £50 miliion for the bene- 
fit of the »xccupation forces in Korea as of December 31, 1947. 
The Department expects to inform SC/.P that it is impracticable 
for Japan t. produce rolling stock for European needs. In view 
of the reeonstruction needs of China anc the existence in Japan 
of car plant capacity to produce approximately 5,000 freight 
cars or 530 passenger cers per yeer for export in addition to 
tent>2tive commitments to the USSR and domestic requirements, as 
well as capacity to procuce other reconstruction items, the 
Department hopes that reeonstruction funds available under the 
Chine aic program will be spent, in part, in Japan and thereby 
contribute to the restoration of Sino-Japanese trede, 


* * * 
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ARGENTINA, BRAZIL AND URVGULY NOT In an effort to determine 
IN TRANSFERABLE-ACCOUNT SYSTEM whether the continental 

OEEC countries which are 
members of the British "transferable-eccount" system (Norway, 
Sweden, and the Netherlands) could settle part of their de- 
ficits with the Western Hemisphere in sterling, the Depart- 
ment uade inquiries from Argentina, Brazil, and Uruguay. 
These South american countries are designated by the British 
as transferable-account countries and therefore are nominally 
under obligation to accept sterling from any other transfer- 
eble-account country. The replies received, however, in- 
dicate that in practice this is not so. 








Ltgentina and the UK have agreed to abolish their traas- 
ferable-account egreement, effective Mey 31. This agreement 
has been practically inoperative since the suspension of con- 
vertibility by the UK in August of 1947. 


Nruguay does not consider itself a transfersable-account 
country. It accepts sterling from sterling area and trans- 
ferable-account countries, subject, however, to the approval 
of the Bank of Englanc and the Uruguayan Bank of the Republic, 
and only in payment of-certain products. The present policy 
of Uruguay does not fevor further accumulation of sterling 
in excess of needs for current tredec. 


The Director of Exchange of the Banco do Brasil has 
indicated that Brazil does not consider itself obligated 
to accept sterling from the transferabie-account countries 
and is currently not accepting scttlement in sterling ‘from 
Norway, Sweden, and the Netherlands, 


SECRET. 
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ECONOMIC COMMISSION FOR ASIA AND The third session of the 
THE FAR ELST OP! OPENS T THIRD SESSION Economic Commission for 
#£sia and the Far East 
' (ECAFE) operis in Ootacamund, India June 1. The provisional 
agenda includes reports and ’ recommendation in industrial deo- 
velopment and trade promotion; a progress report on technical 
training and use of expert.assistance by governments; report 
of consultations with FA0.concerning resolutions in that 
field made at the last session; consideration of an ECOSOC 
resolution on the continuing world food crisis and action in 
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consultation with F40 to eliminate industrial under-pro- 
duction contributing to the situation; an appeal to FAO 

end to producing countries to bring down prices of cereal 
exports; a proposal on establishing a Bureau of Flood Con- 
trol; and the future organization in the field of inland 
transport for Asia and the Far East. In addition, there 
will be organizational matters such es election of officers, 
ana the admission of associate members, Lt the second ECAFE 
session lest November in the Philiprines it was necessary 
to devote considerable time to political issues revolving 
arounc Southeast /.sian dependencies. Decision on the con- 
troversial question of admitting Indonesia was postponed, 
Indonesian and Vietnam perticipation may come up at the 

_ third session, 


US Position: We favor performance by the Secretariat 
of trade promotion work within its budgetary limitations, 
but we do not favor establishment within the Sccretariat of 
2 "permanent trade promotion bureau" on the scale and with 
the functions recommended by the working party, believing 
it unwise for the Secretzriat t> take over from member gov- 
ernments the trade promotion work they should perform, We |. 
believe close liaison should be maintained with SC/.P and 
the appropriate authorities in Korea in order to stimulate 
trace. 





With regard to agricultural matters, our representative 
will oppose ECiLFE's making further recommendations respect- 
ing cereal export prices. all cereals from allocable sources 
are already being divided among claimant countries through 
an equitable procedure which has the incidental effect-of 
holding down prices. Insofar as action is desirable and 
possible the problem is e world-wide once and should be dealt 
with by other UN bodies, Since the Intcrnational Wheat agree- 
ment has been negotiated, discussion will probably be con- 
centrated on rice. We question the advisability of a rice 
agreement and believe in any event, that ECAFE is not the 
proper forum for the discussion of such an agreement and, 
if further examination is deemed necessary by ECAFE, we be= 
lieve it should be referred to the Interim Coordinating ~ 
Commission for International Commodity Agreements, estab- 
lished by ECOSOC. We will support a proposal for a joint 
FAO/ECAFE Working Party on agricultural requisites and this 
group should consider the ECOSOC resolution on coordinated 
action to meet the food crisis. Cooperation between FAO 
and ECAFE should be encouraged and the FAO proposal to con- 
vene a timber conference in Asia in 1949 is noted with 
approval. 


We 


| DECLASSIFIED FOR PUBLICATION IN FOREIGN 
RELATIONS OF THE UNITED STATES 











RESTRICTED 
-3- 


We believe that flood control in the ECAFE region is 
primarily a matter for national rather than international 
action and, to the extent it is within the responsibility 
of internaticnal organizations, we believe it falls within 
the scope of FAO, Hence, we oppose the establishment of a 
Bureau of Flood Control but the ECAFE Seeroterict-can be 
set up to deal with the matter to some extent. 


We elso believe that no special regional organization 
in the field of inland transport is needed at this time and 
that ECAFE should itself survey transport needs and make 
recommendations on improvement. If a meeting of transport 
experts is helieved necessary to assist in the survey, we 
would agree to such a proposal. | a 


On the recommendations of the Industrial Development 
Working Party, we are not taking a position on the broad 
recommendations made, but are pointing out thats 1) ECAFE 
is not to be deemed to have a purpose similar to thet of the 
Committee for European Economic Cooperation; 2) it is desir- 
able that Japan's permitted industrial production be encour- 
aged through trade outlets in the region, 


RESTRICTS 
x * * 


CONFIDENTIAL 


BURMA'S TWO-YEAR PLAN PROVIDES FOR On Mey 22, the Govern- 
NATIONALIZATION AND INDUSTRIALIZATION ment of Burma putlished 

its Two-Year Plan for 
Economic Development (1948-49) providing for the development of 
Burma's major economic resources ty the State, with most large 
private industries tsing slated for nationalization and the 
great majority of new enterprises to be planned and carried out 
by the state and its various organs. According tothe National 
Planning Poard, which prepared the Plan, it is designed to pro- 
duce a substantial increase in national wealth and to "start 
the country on the path of evolving a Socialist economy." 





, Political Situation Is Obstacle To Implementation The 

Plan provides for the maximum development which the National 
Planning Board, of which Prime Minister Thakin Nu is chairman, 
considers precticable within the next two years. Embassy Ran- 
good points out that the Planning Board consists largely of men 
who are relatively conservetive in their ideology--at least as 
conservative as it is feasible to be while engaged in public 
affairs in contemporary Burma--and that the Plan indicates that 
the authors are aware of the necessity of planning for the 
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perellel development of a number of related industries and 
transport agencies at the same time, Although the Plan has 
the merit of exercising as much caution as would be feasible 
in view of the Socialist tendencies in Burma at the’ present 
time, the Embassy predicts: that in many cases the Plen will 
not te implemented according to the time schedule laid out. 
The major handicaps to implementation are the lack of quali- 
fied personnel and the present unsettled political situation. 
n»dditional obstacles will te the difficulty in purchasing 
machinery, the shifting of policy within the Planning Board, 
and the.existence of widespread theft of government-owned 
property, Wein provisions of the Pian ere as followss. 


Agriculture With respect to agriculture, the.Govern- 
ment's policy is: 1) to secure ea re-distribution of the agri- 
cultural iand with a view to eliminating lanclordism and return 


land to the peasants; 2) to evolve an. 2rcricultural economy 


. which will ensure thet iand is cultiveted anc organized on 


modern and scientific lines; and 3) as an immediate target, to 
increase agricuitural production so thet Burma will recover her 
prewar position as an exporter of rice and become self-suffic- 
ient in as wide a range of other crops 2s possibdiec. There is 
no indication as to the precise policy whereby the acquisition 
of lend held by absentee iancovners will be carried out. Re- 
search is recommendec, particulerly regarcing mechanized and 
cooperative farming. The Embassy fecls the export goals are, 
in many cases, unrealistic. 


Forests The timber industry is to be nationelized; the 
export of timber is to de controlled by the government; and the 
question as to whether marketing in other countries shall be 
undertaken by a government agency is to be further examined. 


! Industrial pou oper & fairly embitious program of in- 
dustrialization is la own and provides for large-scale, small- 
scale and cottage industries. Scheduled for completion by the 
government within the two-year period are a tile factory, paper- 
bamboo pulp factory, chemical industries, a spinning and weav- 
ing fectory of 20,060 spindles and 200 power iooms, two sugar 
factories, a saw mill, steel re-rolling fnctory, soap factory, 
rubber factory, pottery works, rice mills, a dairy ferm and 
the Kalewa coal fields. It is reported that the Burmese have 
already purchased machinery for the cct*on mill and are attempt- 
ing to purchase machinery for the paper factory, 


Electvicty The government expects to take. over the Ran- 
goon Electric Tramways and Suodly Company es, part of the elec- 
tricai development pian, and sucveys are uncer way, with actual 


construction to start toward the end of the two-year period for 


et 
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at least two hydro-electric plants. State-owned generating 
stations are to be acquired or installed in 9 district towns 
in 1948 end in at least 12 others in 1949. 


Transport And Communications fThe railways are apparently 
to be restored to their prewar stetus put no improvement beyond 
that seems to be contemplated. Road transport is to be the chief 
means of new development. The Irraweddy Flotilla Compeny, the 
inland weter transport system, was scheduled for nationalization 


June l. 





-- 


follows: 1) to ensure to labor a fair wege and a reasonable 
standard of living 2nd fair and equitable conditions of work and 
employment; 2) to set up adequate conciliation end arbitration 
machinery; 3) to eliminate gradually unemployrent and to redis- 
tribute the cvailable lebor force; 4) to train and educate labor; 
5) to introduce industrial methods -n¢ processes best suited to 
the people; anc 6) to introduce social insurance, including un- 
employment insurance, 


Labor The lebor policy of the government is set forth -s 


Fisheries The government expects to buiic motorized fish- 
ing vessels in local verds and to esteblish = fishing is boratory 
in order to utilize Burr2's resources more fully, 





Technical Education  .ware of the need of large numbers of 
technicisns, the planners reccommend sending scholars abroad and 
to Burmese institutions, 2s well es trrining within certain in- 
dustries. Under the provisions of the Smith-Mundt act the US 
may make av-ilable to Burma scientific rnd technic3l assistence, 
and under the Fulbright /.ct Burma will be able to increase the 
exchange of students ard professors vith the US. 


Finance The Burma State 3enk, 2 reorgenized audit depart- 
ment, a ssvings campaign, and compulsory life insurance are the 
chief suggestions with regerd to finance, It is 2lso recomrended 
that the decimal system of currency be introduced by June 1948, 


Survey of National Resources This survey, which is to pre- 
cede the evaluation of a finel policy of industrialization, is to 
be undertaken under the auspices of the Gcologicel Department and 
the Mines Depertment. 








Economic Research Research is to be conducted for the long 
and short terms end a study is to be mide of forcign demand for 
_ the importent products of Burme. The Plan recognizes that the 
research section will operate under severe hendicaps, particu- 
pe yd in view of the shortage of Burmese economists end statis- 
ticians, 


« * * 
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NAC REPORTS ON OFERATIONS AND POLICIES The National Ad- 
OF INTERNATIONAL BANK AND MONETARY FUND visory Council re- 
cently issued a 
special report on the activities of the International 3ank 
and Fund during the two years of their existence. Devoting 
a good deal of its twenty-seven page report to a review of 
post-war world economic conditions and their effect on the 
operations of these institutions, the report makes some con- 
clusions and recommendations with regard to their future 
‘operations. It is noted that in terms of the dollar aid ex- 
tended to foreign countries the operations of the Bank anc 
Fund aprear relativeiy small, but it is pointed out that the 
importance of these institutions is not to be measured in 
terms of the dollars made available but rether in their sig- 
nificance as organizations for international cooperation--the 
Fund through the formulation and adoption of cesirabie ex- 
change policies, anc the Bank through lending operations which 
it is hoped will assume far greater importance for the develop- 
ment of the world economy in future years, 








As of April 20, 1942 total purcheses of dollars from the 
Fund amounted to £600 million and loans extended by the Inter- 
national Bank to $513 million. 


Bank NAC st-tes that the unfavorable post-war situa- 
tion abroad, pvoth politically and economically, has mede the 
problem of finding svitable investments very cifficult and 
has hampered the Bank's activities. Since the Rank's resour- 
ces are limited in relation to the demands made upon it, the 
report states that first consideration has deen given to the 
most urgent neecs, such as the eliminetion of bottlenecks, 
and the restoration and expansion of productive facilities 
which will contribute most effectively to the healthy revival 
of the world economy. In the opinion of the Council improve- 
ment of internal economic conditions throughout the world and 
the resultant increase of commerce and world trade should in- 
crease the Bank's future activities in international finance, 
alleviate the present hesitancy of Arerican investors to en- 
gage materially in large-scale overseas enterprises, and 
should also permit the Bank to borrow lcanable funds in other 
markets, 


The Council did not propose any changes in the Bank's 
capital structure nor any amendments to the Articles of Agree- 
ment. It has, however, recommended amencment of the Securities 
Ast of 1933 anc the Securities Exchange Act of 1934 so as to 
exempt Bank securities from those Acts, and amendment to pert- 
inent section of the Revised Statutes to permit dealing in 
these securities by member banks of the Federal Reserve System, 

‘consistent. with existing legislation in many states. The 


Council 
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Council has also recommended that Congress enact legislation 
which would permit insurance companies organized in the Dis- 
trict of Columbia to invest in the Bank's securities. 


International Monetary Fund According to the report, 
the exchange operations of the Fund have been moderate dur- 
ing the two-year period, A,proximately $500 million of the 
Fund's resources was used by members, mainly European coun- 
tries, in the first year of operations. However, these coun- 
tries have also used up large parts of their gold and dollar 
- resources as well as credit extended to them by agencies of 


the US. 


The European Recovery Progrem is expected to have con- 
siderable effect on the course of the Fund's operations. The 
participating countries will receive aid from the US which is 
intended to cover a large part of their collar requirements 
not available from other sources. In estimating these rce- 
sources no allowance. has been mede for drawings from the Fund 
nor docs it appear likely that US dollar assistznce from the 
Fund will be required, except under unforeseen and excep- 
tional circumstances, In addition, dollars will become avail- 
able to non-Europeen countries under the Recovery Program for 
goods procured outside of the US for the purposes of the pro- 
gram. Consequently, the Council believ~s thet aid under the 
Pecovery Program will make it easicr for the Fund to conserve 
its resources for the post-transitionel period when they can 
be used more Girectly and effectively for the attainment of 
exchange stability anc the elimination of discriminatory 
currency practices. 


In the opinion of the Council, the cxchsnge rates of some 
of the European countries will require adjustment during the 
existence of the Recovery Program. In this connection the 
Council believes that the Fund provices a satisfectory means 
for critical evaluation of exchange policies, as well 2s ordcer- 
ly procedure for their modification. It is bDelieved that the 
Fund can make a significant contribution by its advisory ac- 
tivities with regard to foreign exchenge problems and related 
fiscal and monetary policies which “ill serve as e useful 
supplement to this function of the Bconcmic Cooperation Ad- 
ministration. Despite the handicaps encountered by a shortage 
of foreign exchange in most countries flight of capital, dissi- 
pation of exchange resources in unessential purchases, multi- 
ple currency prectices, and so on, the Func has succeeded in 
some cases in obtaining modifications of exchange systems in 
accordance with its purposes, The Council believes that the 
Fund should be able to securc additional changes in the com- 
ing years. 


The 
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The Council states its agreement with the policies pur- 
sued by the Fund and adds that the decisions of the Fund's 
Executive Board have been in harmony with its views. While 
it may be necessary in the future to suggest amendments to 
the Articles of £greement, it.is the opinion of the Council 
that no amendments are-necessary at this time. No change is 
recommended in the arount of the US subscription to the Fund. 
The Council recognizes that the unusual conditions prevailing 
in the post-war period have delayed the realization of paral- 
lel objectives of the Fund and the US in the field of inter- 
national finance, namely the maintenance of exchange stabil- 
ity, the order’y adjustment of exchange rates, anc the pro- © 
gressive removal of controls over current exchange operetions. 
The Council believes, however, that the Fund can more fully 
achieve its purposes in future yeers and that it will have an 
especially important function in conjunction with the Recovery 
Program and other measures which the Congress may see fit to 
adopt to assist in the economic recovery of the world. 





UNCLASSIFIED 
* * * 
SECRET 
NAC_ APPROVES FAVORABLE CONSIDERATION The National Advisory 
OF WORLD BANK LOAN TO NETHERL; NDS Council last week 





approved favorable con- 
sideration by the VS Executive Director of the International 
Bank of a $12 million loan to Netherlands shipping comparies 
under the guarantee of the Netherlands Government. 


The loan, if granted, would be used to finance the pur- 
chase of six ships, $2 million each, from private US sources. 
These ships are now being reconverted into czrgo vessels. The 
borrowers are to be four of the princirnal Dutch shipping com- 
panies. The credit would be repaia by notes which wovlc ma- 
ture semi-annually from six months to ten years efter the date 
of the loan. The interest rate on the loan woulé be 2-]/2 ver- 
cent per annum, payable semi-annually, the Couneii also ad- 
vised the US Director that the US would, if requested, give 
its consent to the sale of the $12 million of guaranteed notes 
in the US. 


* * * 
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ISRAEL APPLIES FOR Israel hes applied to the Eximbank for a 
$100 MILLION LOAN loan of $100 million for economic develop- 
mt ment in connection with the resettlement 
of immigrants during the next year and to cover emergency civi- 
tan requirements such as food, petroleum oil and lubricants, 
and shipping services. This is a reactivation of the original 
loan request of $75 million made by the Jewish Agency last De- 
ceniber and is part of a four-year development program of $1.25 
billion, of which an estimated $750 million is expected to be 
available through Israel's own resources. In addition to the 
$100 million now requested, Israel hopes later to obtain another 
400 million from the US or from other sources to assist in the 
financing of this development program. 





According to the supporting data accompanying the loan re- 
quest, the two basic purposes of Israel's Four-Year Plan of Re- 
settlement and Development are the productive employment of 
400,000 immigrants in Israel during the next four years and the 
rapid raising of the standard of living of the Arab population 
of Israel to a level of equality with the Jewish standard. Al- 
though the plan set an immigration target of approximately 100,000 
perscns for the year 1948, special difficulties have limited in- 
migration to only about 30,000 persons in the first five months 
of the year. Since May 15, the application states, immigration 
has proceeded at a much higher rate and a target of 15,000 per- 
sons per month has been set for the next months. Israel hopes 
that if resources are sufficient to assure the productive em- 
ployment of the immigrants, it may yet be possible to meet the 
immigration target originally set for this year. 


Another objective of this present loan application is to pro- 
vide dollars needed to meet certain existing shortages of basic 
foods and fodders, of petroleum products, and of ships. It is 
explained that funds to cover these expenditures arose partly as 
a result of Palestine's exclusion from the sterling area in Feb- 
ruary, and partly because of special needs growing out of the 
resent disturbances in Palestine. 


In making this request Israel proposes that the funds should 
be cbligated within twelve months after the signature of the loan 
agreement. and that the purchases should be made through normal 
trade channels. The application suggests that repayment be made 
in 24 equal semi-annual installments beginning two years after 
the signature of the loan agreement. 


The goods and services to be purchased under the proposed 
$100 million credit include the following: agricultural tools, 
machinery and equipment; dairy cattle; industrial machinery and 


‘equipment; construction equipment; plumbing and other building 


installations; trucks and busses; iron and steel; non-ferrous 
metals and prcducts; timber; chemicals and miscellaneous raw ma- 
terials; foodstuffs and fodders; petroleum products; ship acquisi- 
tion and repair; shipping services carrying above-mentioned com- 
modies; and cngineering, consulting and purchasing services. 
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POLICY ON FOREIGN INVESTMENTS For some time there has been 
RELDY FOR FINAL CONSIDERATION in preparation a statement set- 
. ting forth US foreign credit 
and investment policy for government and private investment. 

A joint report has now been prepared by 2 sub-committee of the 
Executive Committee on Economic Foreign Policy (ECEFP) and the 
NAC staff for submission to the ECEFP and the National Advisory 
Council. It has also been suggested that the document be sub- 
mitted to the President's Committee for Financing Foreign Trade 
(Aldrich Committee), which advises on economic foreign policy 
and is composed of private banking and industry representatives. 








The statement is intended to serve as a guide to US execu- 
tive agencies in the further development of foreign lending 
programs, to our foreign missions and to executive agencies in 
their consultations with fcreign governments and with private 
investors, and wherever appropriate to US representatives on 
international bodies concerned with international financial 
nitters. 


The basic policy set forth in the report, which has not yet 
been 2pproved by the ECEFP and NAC, is that US foreign credits 
and investment are integral to our foreign policy and are de- 
Signed to facilitate the expznsion of production and trade, to 
raise standards of living, and to foster economic and social 
progress and development. US foreign investment policy is sup- 
ported by measures intended tc minimize barriers to international 
trade and to eliminate discriminntory restrictions. While it is 
not primerily intended to stabilize the domestic economy, it is 
hoped that, insofar as possible, the flow of investment can be 
timed to mitigate economic fluctuations. 


The statement deals only with government loans and credits 
and private investments, and does not consider special grant 
programs to foreign countries. — 


Government Loans And Credits Although it is regarded as 
desirable thet foreign investment be provided by private capital 
or by the International Bank, when this is not possible US govern- 
ment loans may help finance reconstruction or development of the 
economies of fcreign countries. During the post-war years, em- 
phasis is necessarily on reconstruction loans. At the same time 
the US recognizes a world-wide need for accelerated economic de- 
velopment and will continue to assist such development. Govern- 
ment.credits for the next few years are expected to form a sub- 
Stantial part of total US lending and foreign investments. abroad. 
These credits will probably be extended through the Exifibank. The 
government seeks private participation to the extent possible in 
its new and outstanding foreign loans and may also issue guaran- 
tees in connection with private foreign credits and investments. 





The 
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The International Monetary Fund is regarded as the appro- 
priate agency to furnish short-term financial aid where needed 
to help maintain exchange stability. In special cases the US 
may supplement the Fund through the US Stabilization Fund. 


In consideration of loans and credits, it is not our policy 
to be influenced by nationalization programs, state enterprises 
or control by foreign governments. However, we are concerned 
with the treatment accorded American property owners under such 
programs. The external debt record of a country is also a factor 
in determining extension of loans. 


While careful consideration is given to competitive aspects 
of new enterprises financed by private or governmental agencies, 
the US does not refuse credits on these grounds to economically 
justified projects. Loans are ordinarily not intended to be 
made available to finance the acquisition of existing properties 
in foreign countries and, generally speaking, US credits are not 
meant to finance business arrangements or practices (whether 
public or private enterprises) which would restrain competition 
internationally, limit access to markets, or foster monopolistic 
controls. 


As distinct from grants or other special arrangements 
authorized by the Congress, government loans and credits are 
made with the expectation and on the understanding of full re- 
payment according to terms which would be within a country's 
ability to pay. Exceptions may be made on occ2sion when special 
risks may be taken for national policy reasons. In some cases 
we may permit the proceeds of loans to be spent in countries 
cther than the US. 


Private Investment The report suggests that US measures 
to facilitate and encourage American private foreign investment 
include the following: 1) providing information and other as- 
sistance by US agencies, including US missions abroad; 2) nego- 
tiation or renegotiation of treaties of friendship, commerce 
and navigation, treaties concerning double taxation and agree- 
ments locking toward the assurance of fair, equitable and non- 
discriminatcry treatment of foreign capital; 3) offer for sale 
to private investors of foreign obligations owned or being ac- 
quired by the Eximbank; 4) guaranty by the Eximbank of certain 
private credits to foreign borrowers and the guaranty of ex- 
change convertibility in certain cases; 5) the easement of tax 
burdens upon income derived from investments abroad; and 6) pro- 
motion of the est=blishment of international economic and finan- 
cial conditions conducive to private investment, such as the 
adoption of measures to eliminate restrictions on exchange, 
trade and investment. 
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The report advocates that, to promote good international 
relations, private investment should encompass the following 
principles: 1) be made in a manner consistent with the best 
interest of both the supplying and recipient countries; 2) 
provide an adequate opportunity for the voluntary participation 
of capital and management of the country where the investment 
tckes place; 3) be adequately complemented by furnishing skills 
and technology where appropriate; 4) be on an equity basis where 
appropriate; and, when a loan basis, should provide for reason- 
able rates of interest and amortization. 


In the protection of private investments the US will, as 
circumstances warrant, use its good offices cr take other appro- 
priate diplomatic action to assist US owners. While negotiations 
to adjust defaults on financial obligations are considered the 
responsibility of the debtors and creditors concerned, the US 
will promote a settlement whenever it can appropriately. 


The US discoureges private investments the terms of which 
are likely tc give rise to reasonable public resentment in either 
country or occasion unfriendly relations between the US and a 
foreign country. Thess cbjectioneble features include the grant- 
ing of tax or customs favors or exclusive concessions, (except 
in special.cases wher= necessary anc in the public interest), 
the strengthening anc extending ct ‘nternational private mono- 


~ 


polies and cartels, and tne exploitation of labor. 


On its part, the US desires that American investors keep 
it informed, through the Department, of their plans for new 
foreign investments or expansion cf cxisting investments involv- 
ing substantial sums. Foreign our .t_es publicly offered for 
Sale in the US must be register. jiw’*> the Securities and Ex-° 
change Ccmmission which @iso re. tres information as to foreign 
loans and direct investments of registered corporations and 
investment companies. 


Regulation By Foreign Governments The US believes that all 
governments should a nN promoting satisfactory international 
economic relations in the following manner: 1) facilitate in- 
vestment of foreign capital for purposes economically suited to 
the area; 2) accord foreign capital fair and nondiscriminatory 
treatment; and 3) impose no unreasonable barriers to the transfer 
of capital and earnings. In this connection the US supports in- 
ternational action to facilitate the flow of private investment 
and favors establishment of standards of fair practice with 
respect to the treatment and conduct of private international 
investment. We favor establishment of uniform principles of 
accounting and of standards of fair disclosure to investment. 
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MOTION PICTURE PROBLEMS WITH UK Outstanding problems of the 
AND FRANCE APPROACH SETTLEMENT US motion picture industry in 


two of its major markets, the 
UK and France, appear to be approaching settlement. 





US-French Film Understanding To Be Renegotiated In view 
of tne indication that some progress has been made toward settle- 
ment of the most important operating problems of US motion picture 
comanies in France, the US has agreed to undertake renegotiation 
cf the Blum-Byrnes Film Understanding of May 28, 1946 and has con- 
curred with Embassy Paris' suggestion that there be a preliminary 
exchange of views. We have taken the position that the scope of 
ectual renegotiation is to be confined to revision of provisions 
regarding the screen quota and categories of films to which the 
quota is applicable. 








When the French Government notified Embassy Paris on January 

7, 1948 that it was ready to undertake immediate negotiations 
with a view to mcdifying the agreement, the Embassy suggested, 
and the Department agreed, that as a prerequisite to the opening 
of negotiaticns a satisfactory solution should be sought for the 
outstanding cperating problems ef US motion picture companies 

in Frence -- discriminatory allocation of raw stock, prohibition 
of dubbing of films more than two years old, and the limitation 
to 15 of the number of theaters in which original versions of 
US films may be shown in France. The French have indicated 
willingness to attempt to solve some cf these problems, propos- 
ing to resume raw stock allocations by a joint industry committee 
on the basis of a previous representative period. (This system 
was used until September 1947 and was satisfactory to US film 
companies.) During the negotiations the French are also willing 
to consider modification of the two-year dubbing rule in prac- 
tice, althcugh they feel it would not be politically feasible 

to withdraw administrative regulations regarding dubbing and the 
15 situations. 


In order to determine whether there is a basis for agree- 
ment, the Embassy has been authorized to suggest that the French 
state their position on the following points: 1) the exact 
arrangements which have been made to assure an equitable distri- 
bution of raw stock to US film companies in France; 2) the pro- 
posed duration of the new screen quota reserved to exhibition of 
French films; 3) the number of exceptions to the two-year dubbing 
rule which the Foreign Office will be willing to guarantee for 
the film year 1948-45; and 4) the possibility of a French commit- 
ment, in a collateral exchange of notes, on a schedule of payments 
for the liquidaticn of the balance remaining under the 1947 agree- 
ment, contingent on the French dollar position. The French Fi- 
nance Minister has discussed informally with Motion Picture Asso- 
ciation's representative in Paris revision of the schedule of 
payments. 
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UK Revokes Increased Film Duty In accordance with one of 
che provisions or the March li agreement negotiated by the UK 
Government and representatives of the US motion picture indus- 
try on remittances to the US of earnings from the showing of 
US films in the UK, the UK has revoked the ad valorem 
duty which it imposed on imported films in August 1947, and has 
restored the rates of duty previously in force. (See page 10 
of Octcber 20, 1947 issue of Current Economic Developments. ) 

The UK has egreed to remit during the first two years of the 
agreement $17 million a year of earnings from the showing of 

US films, Additional remittances, in dollars, of sums equivalent 
te the earnings of British films shown in the US will be permit- 
ted. The agreement provides for sterling uses of revenues of US 
films in excess of the amount that may be remitted. These uses 
include: 1) unlimited sterling expenditures within the film in- 
dustry; 2) L2.5 million in the UK outside the film industry; and 
3) temporary investments. It is contemplated that the agreement, 
which becomes effective June 14, will be in effect four years. 
After two years the situation will be reviewed and conditions 
for the next two years determined. 











* * + 


HOUSE CUT IN RECOVERY APPROPRIATION Reports from our Missions 
SHOCKS PARTICITATING COUNTRIES -———~—Ss indicate that US leader- 
ship in world affairs has 

suffered 4 sericus blow from the House of Representatives action 
reducing the appropriation for the first year of the Recovery 
Program approximately 20 percent below the figure set in the 
enabling legislation. The House approved appropriation now 
stands at $4 billion for 15 months ending June 30, 1949. We 
had asked for $4,245,000,000 for the 12 months ending April 3, 
1949, plus the sum already made available. The Administration 
request had been pared down to an irreducible minimum, in the 
words of the Secretery, from an original estimate of a need 
closer to $6 billion for the first year. In addition to the 
House cut on the European appropriation, there were further re- 
ductions of $75 million from the aid program to Greece and Tur- 
key; €63 million from the Chinese program; refusal to appropriate 
$y million for relief in Trieste; and refusal to appropriate 

150 million for economic recovery and reconstruction in Japan, 
Korea and the Ryukyu Islands, although it was stated ECA funds 
could be used for this area. 





Certain other conditions are attached to the House appro- 
priation which cre fer from satisfactory from our viewpoint; 
1) not less than 10 percent of the local currency funds are to 
be set aside fcr use by the US in purchasing strategic materials 
or to meet other local currency requirements of the US; 2) super- 
viston of our aid to China in the same manner as military aid to 
Greece and Turkey; 3) prohibition on the expenditure of aryECA 
money for wool except for supplies in the stocks of the Commodity 

Credit 
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Credit Corporation--stocks which are not now saleable due to 

low quality; 4) not less than 50 percent of the nitrate ferti- 
lizer bought for Europe under ECA must be bought from US Army 
production--which at the present time is 2lmost entirely devoted 
to making fertilizer for Germany and Japan; and 5) no money to 

be paid to IRO until agreements have been made to provide for a 
caloric diet for the occupants of refugee camps that is no ‘higher 
than that prevailing in the country in which such camps are 
located. 


It is the concensus of the Department and ECA that there 
can be little doubt that such a 20 percent cut in ERP appropria- 
tions, if also approved by the Senate, would be seriously damag- 
ing to European recovery. The psychological impact of the cut 
would be deeply discouraging to governments, businessmen and 
workers who have had a real lift in morale from the passage of 
the enabling iegislation. Politically, non-Communist governments 
in Europe, particularly in France and Italy, which have tied their 
fortunes to ERP and which have been growing in strength and sta- 
bility, would suffer a serious setback. Economically, it is 
likely that such a cut would require the elimination of the great 
bulk of the recovery-type items in the program, on which reliance 
must be based for an ultimate end of US assistance. A cut in the 
magnitude suggested would turn the program from recovery into al- 
most pure relief and, as such, it might be expected to continue 
indefinitely. 


There is no concrete evidence 2s yet on the trend in the 
Senate, although Senator Vandenberg has come out unconditionally 
for a restoration of the cut. Hearings will continue the re- 
mainder of this week and 2 vote should be taken early next week. 


France The Communist groups and press throughout western 
Europe have been having a field day since passage of the House 
Bill, exploiting the reduction as evidence of the fact that the 
US is rapidly losing interest in European recovery, preferring 
to concentrate on military preparedness. Ambassador Caffrey 
states that Communists in France can be expected to charge that 
it would be ridiculous if not suicidal for France to count on 
continuing and sustained US aid for the next four years, since 
the US may suddenly cut off all help and that under such cir- 
cumstances France must not put all her eggs in the US basket 
but must turn to the East. 


The present middle-of-the-road Government ance, already 
seriously threetened from the left and right because of the Lon- 
don agreement on Germany, may not be able to carry through on 
rather stringent measures inaugurated in the past five months 
which were designed to aid in stabilizing the French internal 


economy 
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economy. The government was able to force these measures through 
largely on the basis of presenting a plan based on an ERP appro- 
priation of approximately the amount provided in the authoriza- 
tion act. -A reduction in France's allocation would not only throw 
out of line the government's plans but would lay the government 
open to charges of gullibility and incompetence. Caffery states 
that, counting on the full ERP aid, stocks have been depleted 

to dangerously low levels, 2 depletion necessary technically, 
politically and psychologically to achieve the amount of stabili- 
zation they now possess. The French Cabinet has informed Caffrey 
that if the amount they had heretofore believed France would re- 
ceive under ERP is reduced proportionately to the House reduction, 
France's prospects for economic and financial stabilization will 
be so reduced that far-reaching political and social repercus- 
sions may result. The suggestion has been made by a French non- 
Communist paper of the far left.that "to avcid being victims 

of the Marshall joke, let us refuse to ratify the London Agree- 
ments, let us refuse to jeopardize the peace between the two 
powers, and let us refuse to work for a king of Prussia.” 


UK The Fritish press, in addition to chagrin at the pro- 
posed cut in fis, has been quite indignant over Representative 
Taber's criti:c.sm of the Labor Government and his remarks on 
British handling of the potato ration. The composition of the 
Appropriations Committee came in for biting comment, with the 
Times pointing out that the hearings on ERP were conducted by 
@ sub-committee which included two persons who voted against 
the authorization act. The charge is also made that the cut 
was purely politically inspired because of the forthcoming elec- 
tions. One of the conservative papers thinks the Committee's 
action is partly a reflection of the strains imposed on Anglo 
and Franco-American relations during recent weeks and that, if 
a satisfactory solution could be reached over Palestine and Ger- 
many, the US mood of irritability would disappear. The British 
press, which is sophisticated politically on the American system, 
is more confident than the press of other countries on the like- 
lihood of Senate restoration of the cut. Furthermore, it is re- 
cognized that the current difficulties of the sterling area will 
not be materially assisted by ERP and will have to be supported 
over and above Recovery Program allocations. 


Eire The Irish, already disturbed at being placed on a 
loan basis instead of in a grant category, have expressed as- 
tonishment at the lack of American appreciation of the true 
nature of the problem of western civilization versus Communism. 


Ital That part of the Italian press which supports the 
sovernment is featuring the Administration's opposition to a 
reduction in ERP funds. However, this has not been able to 
dissipate the disappointment and confusion in the minds of the 
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people, to whom it appears that the US is reneging on its com- 
mitment to support Italian and European recovery. Coming im- 
mediately after an election, in which the hope of future American 
aid influenced a large number to vote for the moderate elements, 
the repercussions can be extremely serious. 


Low Countries In the Low Countries the reception to the 
House cut has been comparatively mild except, of course, for the 
Communist press. The other papers, deploring House action, are 
confident that the cut will not be upheld by the Senate. Of all 
the reports, those from Belgium are the most optimistic of Senate 
restoration and the least bitter in their reaction to the House 
move, 





Switzerland The Swiss, with almost the attitude of an 
interested bystander, feel that the Senate will not follow the 
House lead. As our Minister points out in a report evaluating 
the effect of the reduction on Switzerland, there is a group in 
that country opposed to participation in ERP, preferring to ad- 
here strictly to the traditional Swiss policy of neutrality and 
not = themselves to multilateral agreements with other 
countries. | 





Scandinavia The Scandinavians, under extremely heavy pres- 
sure from the Soviets on all fronts, are quite worried over the 
House action and officials of the Foreign Offices in Copenhagen 
aud Oslo have expressed their concern to our Embassies. , 





Greece And Turkey Officials in Greece and Turkey are, of 
course, doubly disturbed because the House Bill cuts not only 
ERP funds but also the allocation for military aid to these two 
countries. Our Ambassador in Ankara, recalling that the Turks 
were wot so long ago seriously debating the advisability of 
their adhering to ERP, says there will now be even more confu- 
Sion as to US policy with respect to European recovery and as 
to Turkey's position in the program. 





* + + 


SCAP TO AUTHORIZE THIRD SCAP, after being informed by the 
int PEDITION Army Department that it is con- 
sidered here that he possesses 
the necessary authority, has stated that he will approve the 
third Japanese-manned, SCAP-supervised whaling expedition to 
the Antarctic for the 1948-49 season. We suggested and SCAP 
agreed that, in order to meet partially the protests of the 
UK, Norwegian, Australian and New Zealand Governments, the ex- 
pedition te limited to two factory ships rather than the three 
originally proposed by SCAP. The protests were based on the 





contention 
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contention that Japanese participation in Antarctic whaling is 
properly a matter of principle which should be decided in the 
Far Eastern Commission (FEC), and all expressed opposition to 
the addition of e-third factory ship. Actual authorization will 
not be issued until we have advised the four governments of the 
decision. With respect to FEC action in authorizing the expe- 
ditions, we are pointing out that our position that such action 
is not necessary has been made clear in reply to protests re- 
ceived relative to the previous expeditions. The US Government 
considers that SCAP possesses the necessary power to author- 
ize the expedition and supports his decision to do so. 


* * * 


US DELEGATE ADDRESSES The address by the chairman of the US 
SECOND ICAO ASSEMBLY ##§ delegation of the Second Assembly of 

2 the International Civil Aviation Organi- 
zation, now convened in Geneva, stressed the opportunity which 
ICAO presents, with its membership of 48 states, for interna- 
tional understanding 2nd ccoperation. He emphasized our hope 
that final agreement would be reached and a convention signed on 
internationai recognition of rights in eircraft, and urged in- 
creasing emphasis on the efficiency and effectiveness of the 
existing organization. Policy-making was stressed as the As- 
sembly's function, with a warning against preoccupation with 
details of administration, 





The UK, Australia, France and China indicated disappoint- 
ment over the failure at Geneva last Fall to agree on a multi- 
lateral civil aviation agreement and expressed hope that even- 
tually this would be achieved. Those four countries, however, 
were Willing to postpone action on the multilateral for the time 
being. New Zealand indicated strong disfavor of subsidization 
-Of airlines through nominal charges, end urged further study of 
international ownership. The Rritish and French representatives 
made clear in their speeches that they favored mutual pooling 
arrangements. (The US is not necessarily opposed to all pooling 
operations, as was incorrectly stated on page 9, May 24, 1948 
issue of Current Economic Developments, but is unequivocally 
opposed to the establishinent of a single organization to operate 
the world's trunk routes. We recognize that it may be advan- 
tageous to combine national interests to conduct international 
air transport operations in some specific areas or over some 
Specific routes, but if any formal action is considered in this 
regard, our delegation will seek the fullest understanding that 
Such operating organizations snall not have monopolies of the 
traffic they serve nor engage in any discriminatory practices.) 





* Sd * 
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_ EAST WEST. TRADE The.interdepartmental advisory committee to 
DEVELOPMENTS ~—«' the Secretary of Commerce. as recommended the 





"ly ;. immediate approval of @ number of license ap- 
plications for destinations in Eastern Europe pending develop- 
ment of definite quid | eo Gee pon oaeei The Secretary of Com- 
merce, who-has respons ity for final action on the applica- 
tions, last week indicated that the number of license approvals 
would be increased substantially. This action is in accord 
‘with the Cabinet decision of March 26 that trade witk Eastern 
Europe must proceed under appropriate restrictions. It was 

- recognized. also that the virtual’ embargo on US exports to East- 
-ern Europe which was in effect: during April and May might well 
result in a counter-embargo on strategic materials. Licenses 
issues for Eastern Europe in April totalled $1,435,200, of 
which only $116,574 were for commercial exports, with the re- 
mainder for shipments by relief agencies. Tkais is in marked 
contrast to the monthly average of $27,115,000 in the last half 
cf 1947, nearly all of which were commercial in character. 


US Export Policy Under Review In the meantime, the Nation- 
al Security Resources Board and National Security Council, which 
have become increasingly concerned with the national security 
aspects of our present trade position with Eastern Europe, have 
requested a review of US export policy. They are, of course, 
particularly anxious to guard against an abrupt termination of 
Soviet shipments of strategic materials to the US. The other 
major objectives are to evoid damage to East-West trade in 
Europe which might jeopardize Western Europe's continuing to 
receive essential imports from the.East and to prevent exports 








‘* to the East which would contribute to further significant in- 


creases in the war. potential of the Soviet and satellite econo- 
mies. In interpreting provisions in Recovery Program legisla- 
tion relating to trade with Eastern Europe, ECA helieves it 
must seek to have the participating countries prohibit the ex- 
port to the Soviet sphere of the same list of commodities that 
the US will not export for security reasons to that sphere. 
Consequently, ECA is pressing vigorously for a short list of 
prohibited items which, if applied by the Western European 
countries, will not contribute to the war potential of Eastern 
Europe but which will nct interfere with the development of 
East-West trade, so necessary to the success of the Recovery 
Program. 


Department Position On ques Pro gue Fons We have 
recommended to the visory Committee's oc Subcommittee 
that guid pro guo negotiations to secure metallurgical manganese 
ore and metallurgical chromite ore from the USSR should not be 
undertaken until there is clear evidence that, in the absence 
of such bargaining, US requirements will not be met. The deter- 
mination as to when this condition exists should be based on the 
examination of import figures, ship sailings, and contracts. 





The 
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The course which would be followed at that time with respect 
to any stich negotiations will’Have “to ‘be determined in the 
light - of US- Soviet relations in Geneve: at that time, | . 


Meanwhile, we “Pecommend ‘that’ ‘items in Classes 3 and 4 be 
licensed freely. . (Class: 3 items are those which.do not have. . 
any particular military significance. ‘but are of some importance 
in maintaining the basic economy of Eastern European countries 
and Class 4 conmodities are those of no: particular significance 
either from.a-military point of view or to the maintenance of 
the economies of Eastern Europe.) We récommend that items in 
Class 2, those of important though indirect military signifi- 
cance or of .considerable importance to the industrial potential 
of Eastern European countries, should aiso be licensed freely so 
long as immediate deliveries are involved. Commitments should 
not be made, however, for deliveries into. the future which might 
be needed as bargaining weapons in case USSR shipments are re- 
duced in volume. ’ 


Export Policy Vis-a-Vis Austria In determining the policy 
to be followed with respect to exports to Austria, it is essen- 
tial that Shipments be licensed on the same basis as to other 
Recovery Program countries. US foreign policy objectives re- 
quire that Austria remain united and within the Western orbit. 
While a certain portion of US exports to Austria must go to 
the Soviet Zone in the interest of a balanced development of 
the Austrian economy, the amount has been kept to a minimum by 
the Austrian Government. While unauthorized exports from ‘the 
Soviet Zone to the Eastern European countries are possible, and 
a Soviet seizure of Austria cannot be excluded from considera- 
tion, the risks involved seem appreciably less than those which 
would be incurred if the Austrian Government received the im- 
pression that the US is discriminating against Austria as com- 
pared with other Recovery Program countries. 





In addition to the decision that Austria should be treated 
like other Recovery Program countries, it is thought that: 1) 
the security aspects of export control to all Recovery Program 
countries, including Austria, can be met without discrimination 
by specifying a very limited list of items whose export to all 
Recovery Progrem countries would be subject to review by in- 
terested Washington agencies; 2) screening of Austrian programs 
can be made in advance by US authorities in Austria in the 
light of security and foreign policy factors; and 3) a continu- 
ous survey of the distribution of imports from the US should be 
made in Austria by the apprepreste authorities. ' 


Licenses Approved For Finland Legation Helsinki has re- 
commended, Sapectatis in view of evidence of Soviet participa- 
tion in the Finnish election campaign, that favorable considera- 
tion be given outstanding Finnish export license applications. 
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The Department has: also’ ‘urged. that: ‘outstanding: Tieense applica- 
tions for export to Finland of items not considered.of high 
strategic importance, to be shipped prior to July 1, be freely 
and promptly granted. As a result, Finnish licenses for non- 
strategic {tems valued at approximately $4 million have recently 
been: approved. Finland apparently still retains substantial 
freedom of action. We feel that some risks are justified in 

an attempt to preserve a politically independent Finland. 


aeST COPY AVAILABLE — 
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SATELLITES TO RECEIVE REPARATIONS Our action early this year 
WHICH HAVE ALREADY BEEN ALLOCATED in stopping. reparation de- 
liveries from.the US zone 
of Germany to the Soviet satellites who are members of IARA’ 
(Albania, Czechoslovakia and Yugoslavia) of items already allo- - 
cated by IARA was reversed last week, after high- level consider- 
ation in.Washington and Berlin. General Clay was instructed to 
resume deliveries of this equipment, a large portion of which 
is already crated, to these countries after re-screening to make 
certain that. any equipment especially adapted to manufacture of 
war material is. destroyed. While the Department of the Army has 
estimated that perhaps up to 25 percent of the allocated equip- 
ment may have to be destroyed, a number of:‘informed officials 
believe that estimate is quite high. We instructed Dorr, our 
representative to IARA, to inform the representatives of the 
satellites -to contact General Clay on the details of delivery. 





General Clay has also been given permission to negotiate 
with the Czechs with a view to retaining in Germany the unde+ 
livered portion of the Kugelfishcer (ballbearing) plant. OMGUS 
desires the retention of certain tools, auxiliary equipment and 
fixtures of the plant on the grounds that it is necessary to re- 
activate Kugelfishcer. Until we had agreed to resume shipments 
to Czechoslovakia it would have been impossible to discuss with 
that country the possibility of their giving up their allocations 
from Kugelfishcer. General Clay now-thinks that some agreement 
can be worked out with them which will permit retention in Ger- 
many of the machinery necessary to the operation of the plant. 
Discussions have already been held with: the other interested 
IARA countries which had been allocated machinery from this 
particular plant--France, the Netherlands, India and Australia. 
All items requested by us were ceded by India and the Nether- 
lands, France ceded 30 percent and Australia all items except 
for working and measuring tools and one sample tool of all re- 
maining items. 


We had been confronted with a rather embarrassing situation 
in IARA, where the satellites were demanding full discussion of 
what they described as the US unilaterally flaunting the decisions 


of 
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of the. international body. After getting Army-Clay. agreement 

to the foregoing, Dorr was instructed to notify the satellites 
that deliveries would be resumed. They announced to the Assembly 
that since the US had met their complaint to their full satis- 
faction they were withdrawing the item from the agenda. However, 
Still to be adopted is a US position on further IARA allocations 
to the satellites. 


* * # 


SOVIETS CUT REPARATION PAYMENTS -Close on the heels of the an- 
OF FINLAND, RUMANIA AND HUNGARY nouncement that the USSR was 

reducing its reparation claims 
on Finland by 50 percent, the Moscow radio announced that Russia 
had responded to the requests of Rumania and Hungary and had 
agreed to cut in half the baiance due on reparation payments 
from both of those countries. We have no valid estimate as to 
how much relief this will mean to the three countries but, with 
the low value the USSR has put on reparations to date together 
with the excessive amount of war booty ‘already taken by the 
Soviets, the cut is not expected to be as great as the Soviets 
Claim. It is felt that Moscow hopes to gain in propaganda value 
what it might lose in material. 





Our military attaches in Moscow believe this gesture is 
undoubtedly: intended not only to improve Communist solidarity 
throughout Eastern Europe, but also to demonstrate to the world 
and to the Russian people the present economic strength of the 
Soviet Union which permits them to be generous in cancelling 
reparation obligations. The newspaper Pravde points to this 
action and claims that the Soviet peoples will. economically 
scon overtake the US and that the USSR is even now able to in- 
crease its help to friendly countries. 


f 
' 





* * * 


CHINESE WAR ACCOUNTS Discussions with the Chinese have been 
NEGOTIATIONS RESUMED resumed with a view to settling war ac- 

. 7 counts, including lend-lease, the 1942 

loan of $500 million, surplus property questions, and claims. 
Since the time of the first settlement meeting with the Chinese 
in April 1947, which was confined tc a presentation of the agenda, 
we had formulated a US proposal for the settlement of these mat- 
ters. Also we had been directed by the National Advisory Council 
to ask the Chinese for certain information concerning the use of 
the 1942 $500 million loan, 





- Our initial proposal, presented at a meeting June 9 in a 
letter to the Chinese, contained not only our views on the set- 
tlement of lend-lease accounts and claims, but also the expressed 


wish 
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t the 1942 loan agreement be settled as well as any © 
iz problems arising but of the bulk surplus property 
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“tn our letter we present total lend-lease aid furnished 
the Chinese amounting to $1,626,998,525. Of this total we con- 
sider $286,714,000 subject to payment. This amount covers the 
following items: maintenance, inventory, pipeline, Military 
Aid Agreement, West China balance, Air Cadet Training, Inter- 
national Training Administration, Dodge trucks, automotive 
spare parts, Chrysler maintenance, tire-plants and miscellaneous 
items. art 


The Chinese have paid $1,725,000, as the first installment 
on the pipeline obligation. Payment of the obligations listed 
above would discharge China's financial obligations in respect . 
to all straight lend-lease aid and all other lend-lease aid 
furnished under the specific programs giving rise to these obti- 
gations. We are informing the Chinese that we would be willing 
to consider funding mcst of these obligations over a reasonable 
period of time. : | 


In addition to the provision for payment, the information 
on the 1942 loan and the settlement of surplus property questions, 
we are proposing to include certain other provisions in the over- 
all settlement agreement: 1) A mutual waiver of other inter- 
governmental claims, with certain exceptions, arising out of 
the war or during the war period. 2) Assumption by the Chinese 
of responsibility for the settlement and payment of claims of 
Chinese nationals against the US arising out of the war or dur- 
ing the war period. The US would be willing to agree to a re- 
duction of the lend-lease obligations by a reasonable amount in 
exchange for this undertaking. 3) Reservation by the US of the 
right to recapture lend-lease arms and armaments, which would 
be retained by the Chinese without payment. The Chinese would 
agree not to retransfer lend-lease arms and armaments to any 
third government without the consent of the US. 4) A reaffirma- 
tion by both Governments of the adherence to the principles of 
international trade set forth in Article VII of the Lend-Lease 
Agreement of June 2, 1942. 


“fhe Chinese also’ presented a memorandum concerning the 
points to be settled. Of particular note in connection with the 
Chinese presentation are the following discrepancies between 
their presentation and ours; 1) The Chinese records show total 
lend-lease aid before September 2, 1945 amounting to $113,405,000; 
since that date, their records show $105,406,000. Our latest 
fiscal report shows $845,118,000 before and $781,856,000 since 
that date. 2) Their memorandum mentions a "substantial remainder’ 
of CN currency advances by the Chinese to the US not covered by 
the previous settlements. We had considered the unsettled 
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balance of CN currency advances as covered by the bulk surplus 
property sale. Presumably, it will be contended that there 
have been less deliveries than anticipated under the bulk sale, 


It is anticipated that exploratory meetings on the working 
level will be the next step in the negotiations. 


- & * * 


BENELUX TAKES ANOTHER STEP In a further step toward full 
TOWARD FULL ECONOMIC UNION economic union, Benelux ministers 
met at Chateau d'Ardennes last 
week, drafted a protocol and agreed upon principles which will 
be submitted for the approval of the governments of Belgiun, 
the Netherlands and Luxembourg. In essence the agreement pro- 
vides for Dutch shift from a controlled economy to the much 
freer economy system of Belgium and it was agreed that if by 
January 1, 1950 the Dutch have accomplished a satisfactory 
change to a free economy and have substantially balanced budget 
and payments equilibrium, full economic union will be proclaimed. 
Completion of the union involves complete abolition of all re- 
strictions on the flow of goods between the three countries and 
common or freely interchangeable currency. 





According to a report from Embassy Brussels the protocol 
adopted at the meeting provides: 1) Dutch agreement to progres- 
Sive early action toward free production and sale of goods with 
gradual elimination of most of their controls and subsidies; 2) 
Belgium and Luxembourg cooperation in enabling the Dutch to ob- 
tain the necessary foreign exchange and make possible conversion 
to a freer economy; 3) Belgium and Luxembourg agreement to maxi- 
mize imports from the Netherlands, the Netherlands East and West 
Indies, and Dutch effort to make larger quantities available 
for export to Belgium and Luxembourg, particularly meat and 
dairy products. It was further agreed that experts of the three 
countries will meet constantly for discussions of mutual problems 
and that top-level officials will meet again in January 1949 to 
examine the preliminary results of the action taken. 


While the method of financing the Netherlands is not spelled 
out in the protocol, an expert present at the meeting told Em- 
bassy Brussels that it is hoped the Dutch may utilize ECA funds, 
offshore ECA purchases, the International Monetary Fund and 
possibly the Eximbank and the International Bank. The measures 
should allow the Dutch price and wage level to rise in'line with | 
those of Belgium and Luxembourg and will, if carried sat re- 
present a reversal in Dutch economic policy. 


* * * 
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NAC!'S VIEWS ON. PAYME “ARRANGEMENTS European countries have 
TO-SPIMOLATE TRTRECEUROPEAN TRADE become increasingly re- 

, r luctant to use their 
limited dollars for intra-European trade settlements. The 
problem of what action the US should take to facilitate this 
trade and avert threatened difficulties becomes more acute. 
Early in June the National Advisory Council approved the: fol- 
lowing steps to deal with the problem which jeopardizes the 
success of the Recovery: Program. 








Recommended Action As a first step toward meeting the 
financial requirements in intra-European trade, the US regards 
it as important that all OEEC countries cooperate fully in ex- 
tending appropriate credits among themselves. To this end 
credits should be extended on a multilateral basis with a view 
to financing the net balance of each country with the other 
participating countries as a whole. It is believed that pro- 
gress in this direction would be achieved if the mutual credits 
granted were transferable on an automatic basis. In cases where 
present intra-European accumulated balances impose a serious 
obstacle to further financing of intra-European trade, the US 
favors the funding or cther settlement of these existing bal- 
ances to relieve the countries of this present burden. 





, Provided these steps are taken, we are prepared, in con- 
Sultation with OEEC, to undertake to arrange the finaricing of 
offshore procurement in the participating countries to achieve 
a maximum of intra-European trade. Such procurement should be 
scheduled to finance an appropriate portion of the anticipated 
net credit balance of each country with other participating 
countries above the agreed credit margins. The financing of 
offshore procurement would be based upon an anticipated pattern 
of. intra-European trade, with appropriate provision for review 
by ECA and for later adjustments. 


The NAC advised the Administrator for Economic Cooperation 
and the US Executive Director on the International Monetary Fund 
that they should favor the active participation of the Inter- 
national Fund in supplying technical and administrative assist- 
ance in facilitating European multilateral trade. 


While it is believed that the foregoing principles should 
be followed, the exact manner in which a multilateral clearing 
plan might be worked out should, of course, be left to OEEC. We 
stand ready to use our influence or arrange ECA aid to assist 
OEEC in achieving the maximum benefits from the system that is 
developed. 


Relation 





DECLASSIF!ED FOR PUBLICATION IN FOREIGN $ 
RELATIONS OF THE UNITED STATES ~ 


_ 











4%. 


SECRET _ BEST COPY AVAILABLE 


Relation Of Offshore Procurement To Loan-Grant. Ratio The 
Act authorizes setting aside a total of $1 billion of ERP funds 
for loans based upon the National Advisory Council's view that 
at least 20 percent of the overall appropriation could be ex- 
tended on credit or repayment terms, rather than as grants. As 
stated above it is felt that to some extent ECA could aid in 
expanding European trade by a program of offshore procurement 
in participating countries having an export surplus. For ex- 
ample, a tentative distribution of the 20 percent set aside on 
a loan basis allocated $250 million of loans to Belgium. In- 
asmuch as Belgium is an important surplus country it might be 
assumed that substantial offshore procurement would be made in 
that country. To the extent consistent with this procurement 
for which Belgium would receive dollars, the total amount of 
direct aid to Belgium would be reduced. The effects of this 
offshore procurement on the participating countries would be 
on the one hand, reduction of dollar obligations to the US 
of countries supplying offshore purchases while tending to 
increase the loan percentages of other debtor countries which 
are not on an exclusive grant basis. On the other hand, the 
direct obligations of debtor countries to surplus countries 
would be reduced in proportion to the receipt of goods from 
these countries through offshore procurement. The Council 
believes, therefore, that it would be advisable to review the 
future volume and distribution of loans if a SIgRes Sa volume 
of offshore procurement takes place. 





- Present Plan The advantages of a multilateral clearing 
system have been recognized for some time as an integral part 
of any recovery program for Europe. Developed by the Payments 
.Agreement Committee of CEEC, a multilateral clearing accord 
was signed on November 18 by France, Italy and the Benelux 
countries. (See page 5, January 19, 1948 issue of Current 
Economic Development). Results under this accord have been 
unsatisfactory largely due to the fact that the system operated 
on a voluntary basis. The system, however, is still in opera- 
tion and the clearing arrangements are handled by the Bank of 
International Settlements. At present OEEC is considering its 
plans for multilateral clearing. 








* * * 
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EXEMPTION INCREASED Customs exemptions were recently increased 
S on articles acquired by American citizens 
while on trips abroed under the provisions 
of Public Law 540. A returning resident of the US, who has been 
abroad for not less than 12 days, may obtain $300 exemption from 
duties and internal revenue taxes on articles acquired during and 
as an incident of the trip for personal or household use. This 
is in addition to the $100 exemption already in-effect, so that 
in certain circumstances a returning resident may obtain exemp- 
tions to the extent of $400 for one trip. He may not obtain the 
$100 exemption if he has taken advantage of that exemption within 
the preceding 30 days, or of the $300 if he has taken advantage 
of that exemption within the preceding six months. The $100 ex- 
emption continues to be applicable to one wine gallon of liquor 
and 100 cigars. Neither liquor nor cigars can be accorded free 
entry under the $300 exemption, but almost any other type of 
article acquired by a tourist may come under that exemption. All 
merchandise under either exemption is subject to the provisions 
of all applicable laws, such as the trademark requirements in con- 
nection with certain perfumes. Articles intended for gifts to 
others may be brought in and included under either of the exemp- 
tions, but the exemptions are not applicable to gifts mailed or 
shipped from abroad to donee. The $100 and $300 exemptions are 
not applied to articles intended for sale and if any article 
acquired and brought into the US under the $300 exemption is 
sold within three years, the resident declaring the article is 
Subject to payment of double the importing duty which would 
have been collected had the exemption not been in effect. The 
Executive Committee on Economic Foreign Policy some time ago 
had approved a report of the Committee on Customs Procedures re- 
commending an increase in exemptions. (See page 17, December 2, 
1946 issue of Current Economic Developments.) Full instructions 
are being sent to the Collectors of Customs by the Treasury De- 
partment. 
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DATE AND LOCATION OF DANUBE Developments of the past week 
CONFERENCE FINALLY AGREED concerning the proposed Danube 
conference give credence to 
earlier rumors of tension and possible misunderstanding in 
Soviet-Yugoslav relations. On June l2 the Soviets agreed to 
July 30 as the conference date in reply to our note outlining 
our views on the timing and membership of the conference. 
(See page 1, May 24, 1948 issue of Current Economic Develop- 
ments.) It will be recalled that we suggested the conference 
be held July 30 rather than on May 30, as the Russians had 
urged, in order to give time to make suitable arrangements; . 
suggested that Belgrade be the site of the conference, as had 
been originally proposed by the Soviets, stating that we as- 
sumed Yugoslavia would be willing to grant certain facilities 
for the conference, such as authorization for aircraft to fly 
to and from Belgrade to transport persons attending the con- 
ference and to perform courier services during the conference 
and would make provisions for adequate facilities for repre- 
sentatives of the press and radio, as well as freedom from 
censorship in their reporting. We deplored Soviet refusal to 
agree to the participation of Austria and suggested that 
Austria should attend at least in a consultative capacity. 








Soviet Reply The USSR note of June 12 agreed to convoke 
the conference on July 30. It stated, however, that Yugoslavia 
had advised the USSR that it would be difficult to provide ar- 
rangements in Belgrade July 30 and proposed, therefore, that 
the conference be held ‘in a capital of one of the other Danubian 
States participating on a voting basis. It stated agreement 
to Austria's being invited to send two representatives in a4 con- 
Sultative capacity. | 





Yugoslavs Object To Change In Site Plans Shortly there- 
after the Yugoslavs. made representations to the US and UK Em- 
bassies in Belgrade, saying that no reason existed for not 
holding the conference in Belgrade. It was stated that similar 
approaches would be made to the French and the Soviets and the 
inference was that the approach to us.had been made. without 
consultation with Russia. The Yugoslav Minister of Foreign 
Affairs took the blame for the misunderstanding by saying that 
it was on the basis of his own personal opinion on the tech- 
nical difficulties as expressed to the Soviets that the USSR 
suggested another site. The Yugoslav minister explained this 
to Embassy Belgrade and added that his Government did not share 
his opinion and was anxious to assure us that all measures 
would be taken to assure that the conference could be held in 
Belgrade. 





Soviets Agree To Belgrade On June 18 the Department pre- 
sented a note to the Soviet Ambassador acknowledging the USSR 
communication and noting its statement that the Yugoslav Govern- 


ment 
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ment had informed them it would be difficult to make satisfac- 
tory arrangements on Belgrade on that date. We further stated 
that we had since been informed by the Yugoslavs that all neces- 
sary measures had been taken to insure vhat the conference be 
held im Belgrade July 30. We added that, while we had no ob- 
jection to the conference being held in Bucharest, Budapest, 
Praha or Sofia, we would still be pleased to accede to the 
original Soviet proposal that the site be Belgrade. Subse- 
quently we received a further note from the Soviets, explain- 
ing that there had been a misunderstanding and stating that, 

in view of the fact that the objections of the Yugoslav Govern- 
ment had been withdrawn, the USSR considered the earlier agree- 
ment of Belgrade as the conference site as reestablished. 


A third Soviet note indicated their acceptance without 
change of our suggested draft note from the four powers to the 
Yugoslavs containing a proposed invitation from Yugoslavia as 
host government to the various participants. This acceptance 
is most satisfactory to us as our suggested draft contained 
the avowed principle of freedom of navigation, as well as a 
statement that the four governments assume Yugoslavia is will- 
ing to grant facilities for. the conference including plane 
rights for transport and courter services, adequate press and 
radio representation, and freedom from censorship. The Soviets 
Suggested that the four power note to the Yugoslavs be sent by 
June 25, 


Significance Of Rift Analyzed The unilateral action of 
the Yugoslav Government fis the first open challenge any satel- 
lite has made to the infallability of the Kremlin. For the 
first time the Soviet Union is faced with a consolidated Com- 
munist regime in power outside its own borders apparently will- 
ing to risk an independent or even a contrary course. Analyzing 
events of the past few months against rumors of a chilling in 
Soviet-Yugoslav relations, Embassy Belgrade comments on the 
noticeable decrease in Soviet press coverage devoted to Yugo- 
slavia, indirect Soviet reprimands to Tito, and Yugoslav ex- 
pressions of interest in expanding trade with Western Europe. 
In the final analysis, the Embassy says, it seems unlikely 
that theoretical differences are the basic cause for the con- 
flict. Tito's personal ambitions to lead his own sphere in 
southeast Europe probably have cumulatively irritated and per- 
haps alarmed the Kremlin. Conversely, the continuing Yugoslav 
frustration in the foreign field and apparent. Soviet disinterest 
or inability to assist in the five-year-plan may have discom- 
fited the Yugoslavs. Tito occupies an exceptional position-- 
other curtain Communist leaders were in Russia during the war 
and returned to their countries accompanied by Kremlin-picked 
teams. Tito led the resistance and organized his own team 
from the ground up. Russian acceptance of Belgrade as the con- 





ference 
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ference site may indicate: the fact that Tito's position is 
strong: enough to require traditional gradual undermining. On 
the other hand, if the Soviets had insisted on some other site, 
it is believed this would have been an indication of their 
belief that the Yugoslav Communists could be brought back into 
line without too much difficulty. 


US op jcct ives At Conference The US objective at the con- 
ference w e to establish free and open navigation of the 
Danube and to demonstrate that this does not exist at present. 
If the Soviets do not agree to a Danube Convention which will 
assure implementation of free and open navigation, we will make 
it clear that it is Soviet action that prevents free navigation 
and that they have no intention of opening the River. Within 
the context of the Smith-Molotov exchange and against the back- 
ground of the Russian propaganda offensive, it is our desire to 
demonstrate our willingness: to negotiate on any outstanding in- 
ternational problem through existing international organizations 
and agreements. It is our intention to point up’ the importance 
of the Danube as one of the major arteries of East-West trade. 
If the countries of South eastern Europe are’ to restore a normal 
economic relationship with Central and Western Europe then the 
Danube must perform the same function as it did prewar. To this 
extent our efforts to open the Danube to such trade could be a 
major contribution to economic stability and the restoration 
of international trade. We will also try to demonstrate the 
inherently discriminatory nature of the 50-50 shipping corpora- 
tions. and to obtain provisions in any new Convention to provide 
that such companies not be allowed to destroy free and open 
navigation. This is, in effect, a campaign against the economic 
stanglehold imposed by the Soviets on the satellite countries. 
We will. also demonstrate our continued support of Austrian 
Sovereignty and of Austria's right to participate in interna- 
tional organizations. ic 


We are not pinning too much faith in a satisfactory outcome 
of the conference. The press, both at home and abroad, have 
cautiously hailed Russian "acceptance" of the conference as a 
move toward peace. It is conceivable that the Russians could 
propose a Danube Convention which. would be acceptable to the 
Western Powers. If so, the testing of Russian monopolization 
of facilities on the River would be postpcned until the work 
of the Commission gets under way. It is highly probable,. how- 
ever, in view of Soviet attitude and actions with regard to the 
Danube ever since the end of the war, that Soviet proposals will 
not be accentable to the Western Powers. They will probably 
not agree to membership on the Commission by any non-riparian 
countries. It is also doubtful if they will allow the Conven- . 
tion to have written into it machinery for the implementation 
of free and open navigation. 


DECLASSIFIED FOR PUBLICATION IN FOREIGN ) Participants 


RELATIONS OF THE UNITED STATES , 














SECRET 
o & eo 


aiid in the Seiitintiines will be the US, UK, USSR, 
France, Bulgaria, Czechoslovakia, Hungary, Rumania, the Ukraine 


and Yugoslavia, with Austria on a consultative basis. 


* * * 


US, UK AND FRANCE AGREE ON After a series of conferences with 
_RESUNPTION OF REPARATIONS the British and the French, tri- 





partite agreement has finally been 


reached on the resumption of reparation deliveries from Germany. 


Identical instructions have been sent the commanders-in-chief 
of the three western zones and we are in the process of working 
out: the. form of notification to the Soviet commander of our con- 
templated action with respect to reparations for the USSR. The 
tripartite agreement will be put into.operation very shortly in 
an effort to complete the reparation program, thereby providing 
the recipient countries with industrial equipment which will 
hasten their recovery and also settle the question of what is 
to be removed and what is to be retained in Germany. 


The three commanders-in-chief will each act with respect 
to capital equipment in his own zone, but in consultation with 
his two colleagues on the basis of existing reparation lists. 
The decision to have each zone act individually was based on 
the belief that the establishment of a formal tripartite mecha- 
nism for this purpose would lead to Soviet charges that we were 
setting up an organization competitive to the quadripartite 
Control Council. Each western zone commander will be responsi- 
ble for making a division of capital equipment .for reparations 


' as between IARA and the USSR; 75 percent in each broad indus- 


trial category will be declared as available for IARA and 25 
percent declared for reparations provisionally selected and held 
for future delivery to the USSR. Of this 25 percent, 15 per- 
cent will be delivered to the USSR against a Soviet undertaking 
to supply to the western zone commandrs reciprocal deliveries 
to an equivalent value over an agreed period of time correspond- 
ing to the delivery. of capital equipment. Discussions will be 
held shortly among the western occupying forces to determine 
whether past deliveries chargeable to the 15 percent share of 
capital equipment to the USSR, as provided for under Potsdan, 
which have not been matched by: reciprocal deliveries will 
affect the quantity and timing of future deliveries. The dis- 
position of the remaining 10 percent will also be the subject 
of further discussions between the western powers. 


For the past several months a US technical commission 
has been studying the list of plants which had formerly been 
declared as available for reparations in all three zones, in 
order to determine whether any of these plants should be re- ¢ 
tained in the German economy in the interests of overall 
European recovery. A list of plants excluded from such exami- 
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nation has been transmitted to the British and French and ad- 
ditions to it will be provided from time to time. Both the 
British and French are extremely concerned over the probability 
that the US technical commission will recommend for retention 
in Germany a large number of plants. In this regard, Bevin 

has already made it clear that since it was his original under- 
standing that the recommendations of the US group would cover 
only a small number of plants, any large increase in the number 
of plants to be retained in Germany would necessitate a revision 
in the British approach to the reparation problem. The French, 
having just approved the London Agreements on Germany in the 
face of a great amount of hostility, have been asking for as- 
surances that the US will release additional plants very shortly. 
We have informed both the British and the French that if the 
technical committee report advocates retention of a large number 
of plants, there will be a necessary delay in certifying further 
plants. Since the Soviets take over the chairmanship of the 
Allied Control Council on July 1, at which time they may well 
bring up the matter of reparations if we have not acted prior 
to that time, there is a feeling that it is imperative that 

a first allocation be made by the western powers before June 30. 


In making provisional set-asides for the USSR, extreme 
caution will be exercised to avoid selecting plants which have 
obvious war potential. Once the commanders make the selection 
vis-a-vis IARA and the USSR, they will consult in order to 
arrive at agreed procedures for notification to the USSR and 
IARA. If agreement cannot be reached at the end of six months 
with respect to the Soviet set-aside, each military governor 
may act independently in respect to both the 15 percent and 
the 10 percent. 


Clay's instructions are to proceed as rapidly as condi- 
tions permit, dismantling within our zone all equipment to 
be made available to IARA, Equipment to be provisionally 
selected for the USSR may be dismantled or left standing, 
pending agreement with the Soviet commander as to its disposal. 


The US, UK and France have also agreed in principle re- 
garding bidding at IARA on equipment which would not be ex- 
portable to Albania, Czechosiovakia and Yugoslavia under US 


export procedures, 
+ * * 


REACTION TO LONDON AGREEMENTS It is still too early to tell 
ON GERMANY AND CURRENCY REFORM what effect the London Agree- 
ment on Germany and the institu- 
tion of currency reform in the three western zones, inaugurated > 
last weekend, will have on the Soviet attitude on Germany. Cer- 
tainly, the Germans, even those in the US, UK and French zones, 
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have expressed bitterness and disappointment with the outcome 

of the London negotiations. Most objection is voiced to the 

Ruhr agreement, the Germans protesting the fact that an inter- 
national body will control distribution of Ruhr products and 

the suggestion has been made by responsible German officials 

that if this program is carried out the resources of other 

parts of Europe, notably Alsace, should also be brought under ' 
international control. There also appears to be German ob- . 
jections to the promulgation of a Germen constitution by Sep- 
tember on the grounds that democracy is not possible when: 1) 

it is based on authoritarian military governments; 2) the 

French zone is not yet integrated and zonal boundaries have 

not been corrected; 3) there is not enough time to discuss de- 
tails of the problem in political parties, in the press, etc; 

and 4) the basic questions of election procedure are not yet 
established. Furthermore, many Germans are still hesistant to 

give support to any move which will tend to recognize a split 
Germany as a fait accompli. 


While French acceptance last week of the London Agreements 
carried certain reservations insisted upon by the Assembly, 
they do not appear to prevent implementation and we intend to 
treat the French notification as an unqualified acceptance of 
the London recommendations. 


The main problem confronting the western occupation forces 
at this time is the maintenance and supply of our personnel in 
Berlin and resistance to Soviet moves to force us out. The 
introduction of currency reform was immediately countered by 
the Soviets putting into effect a road block of all traffic 
into the Soviet zone and into Berlin. Certain of the Soviet 
measures are recognized as not unreasonable in view of the 
necessity to protect the Soviet zone from an influx of old 
currency. Rail freight traffic is subject to a thorough check 
and we have stopped all military freight traffic into the Soviet 
zone rather than be subject to this check. Supplies for our 
forces in Berlin are now being brought in by air but General 
Clay feels that in a day or so the situation may ease. 


+ * * 


MEXICO'S BALANCE OF PAYMENTS Late last month meetings were 
SITUATION DISCUSSED WITH US held between officials of the 

US and Mexico to discuss Mexico's 
balance of payments situation and the maintenance of the present 
exchange rate. Of immediate concern to the Mexicans was a de- 
ficiency in their reserves which, if not met, would become 

public knowledge, with its accompanying edverse reaction, a8 

a result of the customary publication of the Bank of Mexico's : 
balance sheet at the end of each month. To cover this de- 
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ficiency ‘the Mexicans obtained an advance of $7 million under 
the Stabilization Agreement with the US, making, a total of $37 
million already advanced under this agreement which authorizes 


a credit ceiling of $50 million. 


Although we egreed to the credit we expressed our concern 
with the long range problem and suggested measures to improve 
the balance of payments situation and to maintain the peso at 
the current rate. 


The Mexicans have since advised us of the implementation 
of some of the recommendations including: 1) requesting banks 
not to increase loan portfolios and the liquidation of some out- 
standing loans; 2) imposing selective credit controls designed 
to restrict loans to borrowers having access to funds from 
abroad, and to restrict credit for less essential domestic ac- 
tivities; and 3) permitting the free export of cotton and tex- 
tiles. As another necessary step we advised the Mexicans either 
to increase governmental tax revenues or curtail governmental 
expenditures to produce a surplus. 


In addition to the above measures we felt that numerous 
other ways to improve the balance of payments or the legal 
reserve position of the Bank of Mexico should be explored as 
follows: 1) increasing the effectiveness of existing temporary 
import prohibitions and other import controls, and adding to 
the number of luxuries or semi-luxuries of which importation is 
prohibited; 2) controlling importation of parts and partially 
assembled units of items covered by the July 1947 decree on 
import prohibitions, including parts for assembly into auto- 
mobiles, radios and refrigerators; 3) obtaining dollar proceeds 
for commodities now held in warehouses in Mexico or outside the 
country, preferably by the sale of such commodities; 4) reducing 
or eliminating the export permit or export duty difficulties 
which have interfered with the exportation of various articles 
which potentially could provide additional dollar exchange; 5) 
taking any possible measures to reduce the amounts of reserves 
which must be held to satisfy the reserve requirements of the 
Bank of Mexico or to increase the actual holdings of eligible 
reserves of the Bank; and 6) imposing internal excise taxes on 
locally-assembled automobiles. 


All of these suggestions have been given consideration by 
the Mexicans who have informed us that they will be implemented 
wherever possible. The Mexicans feel that with the measures 
already taken, plus the coming cotton crop, the situation will 
be saved without further drawings on the US Treasury Stabili- 
zation Credit or any International Monetary Fund help. Rumors 
of impending foreign exchange control are officially denied. 


* * * 
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CONGRESS EXTENDS RECIPROCAL Although the Senate bill ex- 
TRADE AGREEMENTS ACT ONE YEAR tending the Trade Agreements 

' Act for one year provides for 
altered negotiating procedures which will unquestionably hamper 
future actions under the program, the Department feels it can 
operate within the framework of the bill. One of the principal 
reasons for accepting the bill is to prevent a lapse in the 
trade agreements program, which would be a serious blow to US 
prestige abroad and which would probably be interpreted as a 
return to isolationism. The bill puts the US in a position: 

1) to negotiate further agreements, although haltingly; 2) to 
extend the Protocol of Provisional Application of the General 
Agreement on Tariffs and Trade (GATT) beyond June 30, 1948, 

and allow adherence of those countries which have not ratified 
by that date; 3) to schedule new negotiations at the GATT meet- 
ing in August; and 4) to conclude the Mexican negotiations now 
in progress, 





The bill which was approved by the Senate June 14, and 
later accepted by the House, is an appreciable improvement over 
the Gearhart bill (see page 14, May 17, 1948 issue of Current 
Economic Developments) in the following respects: 1) The pos- 
Sibility of a Congressional veto is eliminated. If the Presi- 
dent goes beyond a Tariff Commission recommendation on conces- 
Sions, he must inform the Congress of his reasons but only 
after the agreement is signed. 2) The possibility of Tariff 
Commission veto by delay, inaction or divided vote is eliminated 
by the provision that if the Commission fails to make the re- 
quired report within 120 days after it received a list of items 
to be considered for possible inclusion in any trade agreement, 
the President may proceed with negotiations without waiting for 
the Commission's report. 3) Review by the Tariff Commission 
is limited to the new items to be considered for possible nego- 
tiation. 4) The bill establishes the principle that the standard 
of injury is injury to an industry, not to individual, and per- 
haps marginal, producers, 





| The bill prohibits the Tariff Commission from participat- 
ing in any manner in the making of decisions with respect to 
the terms of any trade agreement, and also. from participating 
in the negotiation of any agreement. The President is still 
required to seek the advice of the Departments of State, Agri- 
culture and Commerce and of the National Military Establishment 
before making a trade agreement, and may consult such other 
agencies as he deems appropriate. This means that the present 

Trade Agreements Committee could be continued without Tariff 
Commission participation in its decisions, 


The Department feels that the one-year extension, plus the . 
emphasis of Senators Vandenberg and Millikin on the inter- 
‘relationship of the program with ITO, ensures consideration of 
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extension next year and also consideration of the ITO Charter. 
Senator Vandenberg gave strong support to the Senate version 
of the bill, stating that he supported it "without the slight- 
est fear that it will injure the reciprocal trade program in 
the slightest degree." 


% % + 
IMPROVED STANDARDS ADOPTED The Sefety At Sea Conference, 
AT LONDON SAFETY CONFERENCE $= which met in London frcm late 
April to early June, concluded 
with adoption of a Safety Convention which substantially im- 
proves the standards of 1929, the date of the last Convention. 
While the Sonvention does not achieve the strict technical 
standards alre2dy observed by the US, other states went further 
toward adopting high standards than had been expected and our 
representatives believe the conference was a distinct step for- 
ward and that the new regulations take into consideration ad- 
vances made in the technical field the last ten years. The new 
Convention differs from that of 1929 in that tts articles are 
confined to matters of contract between governments with all 
technical matters contained in Reguletions. Among the latter 
are increased prctection for ships in case of fire, provisions 
to ccver more important electrical installations, radio tele- 
graph facilities, modernization of lifeboats, refts and buoys. 
With the exception of certain short voyages every passenger ship 
must carry lifeboats for all on board and carso ships must carry 
lifeboats on each side for all hands. General principles were 
adopted for international reguletions of dangerous cargoes and 
a means provided for future study of the subject. 





Because of the shortage of shipping and acute passenger 
needs arising from the war and the fact that sore signatory 
governments are obliged to carry more passengers in ships than 
the Convention allows, a resolution was adopted to bring this 
practice into conformity with the Convention provisions as soon 
as practicable and not later than December 31, 1950. 


The definition of passenger vis-a-vis cargo ships remains 
unchanged and cargo ships still are limited to carrying 12 pas- 
Sengers. Once this limit is exceeded the ship must abide by 
the much higher safety standards of a passenger ship. Safety 
regulations were extended to cargo vessels in a number of 
instances. 


Life-saving appliances, musters and drills and miscellaneous 
construction regulations were not fully cryztallized. Questions 
regarding manning ships were not solved and it was resolved that 
the International Labor Organization and the Intergovernmental 
Maritime Consultative Organizaticn (IMCO) should work closely 
together to define their respective jurisdictions on the sub- 
ject and decide if it is necessary to propose minimum manning 
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Standards. Collision regulations were not finalized and the 
propesed international regulations for preventing collision 
at sea are to be circulated to the signatory governments and 
a date will be fixed for their effect when accepted by a 
sufficient number of countries. 


Thirty countries sent delegates to the London meeting and , 
four others sent observers. In addition, specizlized agencies-- 
United Nations, International Civil Aviation Org*:.ization, Inter- 
national Labor Organization, Intergovernmental Maritime Consul- 
tative Organization and the World Health Organization-- were 
represented. | 


The Final Act was signed by all countries present except 
the USSR and the Yugcslavs. The latter hadn't received authority 
to sign and said it must be submitted to the Yugoslav Government 
for study. The USSR asked for 30 days to study the Convention 
but the implication was that signature would then be forthcoming. 


The Safety Convention will come into effect on January l, 
1951 between the accepting governments provided ratifications 
have been deposited with IMCO 12 months prior by at least 15 
nations, seven of which must have merchant marines cf over one 
million gross tons, 


The Convention may be amended in any one of the following 
three ways: >} by unanimous agreement between the Contracting 
Governments; 2) by another diplomatic conference to be held upon 
the request of one-third of the Contracting Governments; 3) 
through proposals submitted by a Contracting Government to the 
Intergovernmental Maritime Consultative Organization. Such pro- 
posals before becoming effective must be adopted: a) by a two- 
thirds majority of the Assembly of the Organization, upon recom- 
mendation adopted by a two-thirds majority of the Maritime Safety 
Committee of the Organization, and } by two-thirds of the Con- 
tracting Governments to the present Safety Convention. During 
the interim, until IMCO comes into force and in the event the 
Convention is effective earlier, the UK will serve as secretariat 
and administrative body. The USSR, Chine and Yugoslavia voted 
against this proposal and, all during the conference, China 
and the USSR opposed any reference to IMCO on the basis that 
several signatories to the Safety Convention were not members 
of IMCO and should not be bound by administrative control to 
be exercised by a committee of that organization. 


* * * 
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US JOINS WORLD Public demand was largely responsible for 

ATION recent passage by Congress of a bill provid- 
ing for US membership in the World Health 
Organization (WHO). This bill, a revised version of the one 
which the Senate had unanimously approved last July but which 
the House Rules Committee tabled in March, was passed by Con- 
gress June 8, 1948, and signed by the President June 14. 





Revisions of the original bill, which were designed to 
meet Congressional objections, provide for an annual ceiling 
of $1,920,000 on US contributions and reserve the right for 
the US to withdraw.on one year's notice. 


WHO came into force April 7, 1948 upon the acceptance of 
the required 26 members of the United Nations. As of June 17, 
44 instruments cf acceptance had been deposited with the UN. 
Assuming that the US instrument of acceptance will have been 
deposited in time, we will be represented by an official dele- 
gation at the first meeting of the World Health Assembly, 
scheduled by the WHO Interim Commission for June 24 in Geneva. 


* * + 
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MIDDLE EAST SITUATION Continued unrest in the Middle East 

0 t IMS has intensified problems of US oil 
. See companies in that area, with the 
maintenance of petroleum supplies to meet US and Recovery 
Program needs of greatest concern. Our petroleum attache in 
Cairo has been informed that the Arab League political commit- 
tee has been giving consideration to sanctions against US 
Middle East oil interests. Arab leaders are reported to feel 
that oil is the only weapon at their disposal which the US 
appreciates. Arabian American 011 Company (ARAMCO) representa- 
tives in Saudi Arabia regard their company's situation es seri- 
ous. They describe the deterioration of the US position in 
Saudi Arabia as catastrophic and state that it has been inti- 
mated that the Saudi Arazian Crown Prince and the Finance Minis- 
ter will adopt aim sanctions proposed by the Arab League against 
US interests in the Middle East even though these may be con- 
trary to Saudi Arabia's economic interests. 





Export License For Iranian Pipeline The Department of 
Commerce has announced the granting of export licenses for 
11,650 tons of heavy oil-line pipe to the Anglo-Iranian 0il 
Company (AIOC). to be used in constructing a pipeline in Iran 
from the oil field at Agha Jari to the port of Bandar Meschur 
on tne Persian Gulf. The Department supported the application 
Since the pipeline will provide essential transportation in 
making badly needed oil supplies available. In addition, the 
project permits Middle East oil development outside the dis- 
ordered area with a maximum yield from a minimum investment 
of critically short steel. The 48-mile pipeline, which will 
be completed by June 1949, will have a daily capacity of 100,000 
barrels of crude oil. Of this amount, a minimum of 40,000 bar- 
rels' has been contracted for delivery to the US, and a consider- 
phy additional quantity may also become available for US pur- 
chase. 


Decision On Export License For Trans-Arabian Postponed 
The decision on the pending export licénse applications of the 
Trans-Arabian Pipeline Company for 16,000 tons of heavy pipe in 
the second quarter of 1948 and for 52,000 tons in the third 
quarter has been deferred until the first week in September. 
The Department recommended postponement of the exports rather 
than risk outright rejection of the entire project because of 
mounting sentiment in Executive and Congressional quarters 
against shipping large tonnages of steel to a disordered area 
with no assurances that the project could be completed. Although 
it was decided to defer a decision on exports of pipe, the spe- 
cial project license which otherwise would have expired June 2, 
1948 and would have required complete abandonment of the project 
was renewed. The Department suggested that postponement would 








not 


DECLASSIFIED FOR PUBLICATION IN FOREIGN | 
RELATIONS OF THE UNITED STATES , 











SECRET 
» @-« 


not prejudice applications for export licenses covering material 
other than heavy pipe needed for continved construction of the 
Tapline on a reduced basis. We have instructed Legation Jidda, 
in case it is approached by the Saudi Arabian Government, to 
state that it will be difficult to obtain approval for the ex- 
port of large quantities of steel unless it can be clearly 
shown that the steel can be productively utilized. This would 
involve restoration of order in the area and conclusion of the 
Syrian concession permitting transit. ARAMCO is reported to be 
giving some consideration to changing the route of the pipeline 
and having the terminus for the line located on the Red Sea 
Gulf of Aqaba, with a large ARAMCO-Egyptian Government refinery 
in Egypt. 


Persian Gulf Sub-Soil Concessions The Saudi Arabian Govern- 
ment has indicated that it is anxious to conclude negotiations 
in the immediate future for a concession for exploitation of 
Persian Gulf sub-soil beyond the three-mile limit. The govern- 
ment is considering an offer by the Superior Oil Company and 
is reported to have given ARAMCO, which at present has the only 
concession in Saudi Arabia, until July 15 to meet the offer. 





Sometime ago we advised the Saudi Arabian Government, in 
response to a request for our views , that US and UK officials 
were discussing the general problems arising from off-shore con- 
cessions and division of Persian Gulf waters among countries 
having adjacent territory, and asked that Saudi Arabia consider 
delay granting any concession until our views were presented. 
The discussions between the US and UK are confined to formulat- 
ing the principles which should govern the division of the sub- 
merged area so that the resources would be exploited in a fair 
and orderly manner. We have informed the Saudi Arabian Govern- 
ment that the US would be disturbed if a concession were granted 
to nationals of any government having an unfriendly attitude to- 
ward either the US or Saudi Arabia. Apart from this, the US 
considers that the competition for the concession should be free 
and open and awarded by the Saudi Arabian Government on the basis 
of what it judges to be in is best interest. The US feels the 
question of the extent to which ARAMCO's concession covers the 
submerged Persian Gulf area is a matter for determination be- 
tween Saudi Arabia and ARAMCO. 


The general problem of division of Persian Gulf waters is 
complicated by Iranian claims to Bahrein and Kuwait. The British 
are inclined not to raise the quest.ion of subsea rights with 
Iran until the US and UK have decided upon an equitable formula 
for division, which would be submitted to Iran for information — 
only. The US, however, is considerin” ether it would not be 
well to attempt to settle the Bahrein issue by early reference 
to the International Court of Justice 


Reopening 
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Reopening Of Haifa Refinery Both the Jews and the Arabs 
have expresse o the overnment their concern over the future 
of the British-operated Haifa refinery, which has been shut down 
since May 15. The UK asked our views on the propriety of sug- 
gesting to the UN mediator that he attempt to get the Arabs and 
Jews to agree on establishment, if only for a period and if only 
with reservations on both sides, of an international port at - 
Haifa under the mediator's or UN auspices. This port might con- 
sist either of all of Haifa or be confined to the port area, in- 
cluding the refinery, now occupied by British troops. We have 
informed the British that we have no objection to their approach- 
ing the mediator and that we share their concern over the con- 
tinued functioning of the refinery. We have suggested that since 
neither the Jews nor Arabs can profit by operation of the re- 
finery without agreement among themselves, as tne Jews will con- 
trol the refinery and the Arabs the crude oil, there exists in 
the case of Haifa a unique opportunity for mutual accommodation 
which may serve as a constructive example of how the two can 
manage to get along peaceably throughout Palestine and the Near 
East. The French Government has also indicated its interest in 
protecting the refinery following British withdrawal of troops. 





If the refinery is reopened, the question arises as to the 
terms on which Socony--Vacuum will be able to market in Syria, 
Lebanon and Palestine crude oil from Iraq, processed at Heifa. 
A British firm which secures its product from the same sources, 
markets in the same area for sterling. Early this month the 
Syrian Government advised petroleum markets that it is refusing 
for an indefinite period to grant dollars for lubricating oils 
and other supplies. 


Kuwait Neutral Zone Concession Representatives of a group of 
independent US o71 companies known as the American Independent 
Oil Company (AMINCO) have informed the Department that the 
company has been granted an oil concession by the Sheikh of 
Kuwait covering his undivided half interest in the Saudi-Kuwait 
Neutral Zone, subject to British approval which the Sheikh is 
awaiting before signing the agreement. It is reported that 
AMINCO is signing an agreement with the British recognizing 
the UK's political position in Kuwait. Since ARAMCO has the 
concession covering Saudi Arabia's undivided interest in the 
Neutral Zone, negotiations between the two countries will 
have to be held before any operations can commence, 
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PROTEST TO BE MADE SOVIETS ON We have instructed Embassy Moscow 
POWER CUT-OFF TO SOUTH KOREA tc deliver a protest. to the USSR 

ad Fcreign Office concerning cutting 
off electric power to the southern part of the country by the 
Soviet Commander in North Korea. (See page 15, May 17, 1948 
issue of Current Economic Developments.) Since our forces in 
Korea have been unable to get any satisfaction from the Russian 
High Command, our political adviser in Seoul recommended a pro- 
test to Moscow as a counter move in the propaganda field. 








Our authorities in Korea believe that the Soviets cut off 
the power to embarrass the US and that they also hope to hamper 
preparations for the establishment of a new government in South 
Korea by playing up the theme that the Northern Koreans then- 
Selves actually control North Korea. It is also possible that 
the Soviets felt that if we would negotiate directly with the 
North Korean Peoples Committee, which is a Soviet controlled 
group, our action could be used as the basis cf de facto recogni- 
tion of the Peoples Committee as the sovereign authority in 
North Korea. 


Our last attempt to negotiate directly with the Soviets 
resulted in a complete turn-down on June 15. The Soviet High 
Command rejected the thesis that it had the authority to nego- 
tiate the power question, stating that the Soviets cannot ful- 
fill the functions of an intermediary between the American Com- 
mand and the Peoples Committee of North Korea in the case of 
delivery of electric energy to South Korea, and that all future 
negotiations would have to be held directly with the Peoples 
Committee. In view of the intransigence of the Soviets we have 
now decided to protest to Moscow. 


Our note to the Foreign Office reviews the history of the 
situation--of our efforts to arrange payment for the flow of 
electric power and the refusal of the Soviet High Command in 
Korea to enter into negotiations with us. We express the 
view that so long as Soviet forces remain in occupation of 
North Korea, the Soviet Command cannot divest itself unilater- 
ally of its responsibilities, including the responsibility 
incurred under the ugreement for the payment of electric power. 
The note also states that should be Soviet Command persist in 
refusing to maintain an adequate flow of power to South Korea, 
the people of that area will be subjected to unwarranted hard- 
ship. Therefore, we urge that instructions be sent to the 
Soviet Command in Korea to resume deliveries of electric power 
immediately and to participate with representatives of the US 
command in power negotiations. 


* * * 
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FRENCH DIFFICULTIES IN During the past several weeks repre- 
MEETING PAYMENTS DUE US sentatives of State, Treasury and the 
_— Eximbank have discussed with members of 
the French Exhassy the payments due the US by France on July l. 
These payments are for surplus property and lend-lease credits 
and for Eximbank loans. The total indebtedness comes to $38.5 
million, of which $16 million is for interest and $9.1 million for 
principal on Eximbank loans. Approximately $13-14 million is in- 
terest due on lend-lease and surplus property account. Figures 
presented by the French on their cash position as of June 30 show 
dollar resources at $51 million and dollar expenditures at $45 mil- 
lion leaving cash on hand at the close of June at only $6 million. 





There are no provisions in the Eximbank loans for postponement 
of payment and the Bank has informed the French Ambassador that it 
is unwilling to authorize postponement of the amortization payment. 
The interest on the Bank loans will be paid by the French out of 
the Italian gold which will be released in full to the French this 
month. (This is gold looted from France by Germany and taken to 
Italy during the war.) 


However, there are provisions in the lend-lease and surplus 
property credits whereby payment can be postponed by consent of 
both governments. Since the French claim there are no dollars 
available for this payment, we have discussed with the French the 
possibility of payment in francs for use in an enlarged Fulbright 
program. While we have not made this suggestion formal as yet, we 
have informed the French that we might do so if they would agree: 
1) to sign the agreement, which is now under consideration, to es- 
tablish an education foundation; 2) to an enlecges education pro- 
gram and to waive the clause in the December 1947 surplus property 
credit limiting to $10 million the annual repayments that may be 
drawn in francs against this and the May'46 credit; 3) to maintain 
the dollar value of the francs drawn and turned over to the educa- 
tional program, and grant currency-conversion or currency-blocking 
protection to these francs. 


_ The Fulbright program is the only area in which francs derived 
from this source could be used since the Foreign Aid Appropriation 
Act provides that five percent of local currency proceeds are to 
be used for the purchase of strategic materials and for US govern- 
ment expenses and it is believed that this five percent will be 
more than sufficient to cover these expenses. 


Although the French have included in their third quarter ECA 
request $40 million to cover their July 1 indebtedness, ECA has 
tentatively informed them that if July 1 payments are not received, 
the amount of their next ECA allocation will have to be recon- 
Sidered. Default on the principal repayments of the Eximbank loans 
may be unavoidable. : 


* * * 
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FIRST BILATERAL AGREEMENTS The first of the bilateral agree- 
FOR RECOVERY AlD SIGNED ments with the US for economic 
assistance were signed this week, 
with Ireland being the first and Italy the second country to 
complete arrangements. Under the provisions of the Foreign As- 
sistance Act all participating countries must complete bilateral 
agreements by July 3 or assistance will be suspended until agree- 
ments have been completed. It appears now that all of the coun- 
tries that need to do so will have agreements in order by that 
date. The Swedes are not pushing ratification particularly, in- 
asmuch as they are not asking for a loan in the next quarter, 

but the agreement is expected to be signed there shortly also. 
Luxembourg is having some uncertainty as to how to proceed be- 
cause of the political situation and reluctance to reconvene 
Parliament. Belgium doesn't seem concerned with the time-table 
and it may be this agreement will not be signed as soon as some 
of the others. It is probable that Switzerland and Portugal (the 
two countries not needing actual financial help from the US but 
which are essential cogs in the ERP concept) will not sign agree- 
ments but merely exchange notes with the US, in which they accept 
the general undertakinss and give us the rights of consultation 
and information. 





The final draft of the agreements, which are quite similar 
for all European participants, are a considerable improvement, 
from their viewpoint, over the original US drafts. Multilateral 
negotiations were carried on in Washington with the UK, France, 
Denmark and Sweden. Ironing out the problems posed by these 
countries in a large measure resolved the complaints of the other 
states. 


Most of the undertakings are specifically required in the 
Aid legislation, but the wording has been recast and implications 
eliminated of infringement on sovereignty--a point on which all 
participants were exceedingly touchy. The main changes from the 
original draft concerned most-favored-nation treatment, exchange 
rates, use of local currency, arbitration and termination pro- 
visions. The article on exchange rates was finally omitted 
leaving this to be dealt with under the general consultation 
Clause; the arbitration clause was made reciprocal to the extent 
legally possible and a special reciprocal termination provision 
was added to take account of the possibility of a change in the 
basic assumptions underlying the agreement. 


Most-Favored-Nation Treatment While the legislation did 
not require that partioipants give most-favored-nation treatment 
to areas occupied by US forces, our position has been that these 
areas represent an economic burden on the US and, if they are 
to become self-sufficient and our: burden reduced, their. exports 
must be developed. Therefore it is to our interest that un- 
“warranted discrimination against such exports should be elimi- 
nated insofar as possible. We felt that discrimination against 
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these areas--Germany, Japan, Trieste and Southern Korea, represent- 
ed, in a sense, discrimination against the US. 


The UK took violent exception to this,’ even though we pro+-: 
posed that it should not be included in the bilaterai but should 
he stated in an exchange of notes. We further pointed out that, 
since most-fravored--nation treatmént would be applied in accord- 
ance with the exceptions recognized by the General Agreement on 
Tariffs and Trade, and since the UK is in balance-of-payments . 
difficulties and is likely to continue so for several years, the 
British Government would be relatively free during this periad- 
to discriminate against dollar exports from Japan as well as-ather 
occupied areas. The UK, however, had apparently made a commit- 
ment to the Dominions that it would not take any separate action 
with regard to trade with Japan. The Government:had also made 
commitments that it would not take any abrupt action which might 
disrupt the British textile industry. These two factors combined 
to make the most-favored-nation question of such political in- 
portance in the UK that the Cabinet could not accept an under- 
taking with regard to Japan and Korea. There will he an exchange 
giving most-favored-nation treatment to western Germany subject 
to GATT exceptions. France and China objected also and finally 
we reluctantly agreed to omit Japan and Southern Korea from the 
exchange of notes with those countries. 


In view of the assurances we had given all countries that 
the concessions granted to some would be offered to all, our Mis- 
sions were authorized to omit Japan and Southern Korea from the 
notes but were instructed to make every effort to obtain agree- 
ment with the Governments to include these areas. The Irish and 
Italians included Japan and Korea in their note exchanges. The 
notes point out that it is recognized that the absence of a 
‘uniform rate of exchange for the currency of the areas of western 
Germany, Japan or Southern Korea may have the effect of indirect- 
ly subsidizing the exports of such areas. So long as such a con- 
dition exists, and if consultation with the US fails to reach an 
agreed solution, it is understood that it would not be inconsis- 
tent for the participating country to levy a countervailing duty 
on imports of such goods equivalent to the estimated amount of 
such subsidization if it is threatening material injury to-an 
established domestic industry or materially retards: the estab- 
lishment of a domestic industry. 


Bilateral Undertakings The first article is a US under- 
taking to furnish assistance within the terms set by Congress. 
Aid is subject to US approval of all assistance and to our right 
to terminate it at any time in accordance with the Act. The-par- 
ticipating country undertakes generally to exert sustained efforts 
to accomplish the aims of the recovery program. There is also an 
undertaking on the part of the participant, that in cases where 
supplies are procured outside the US with ECA funds, the state 


will cooperate with any arrangements the US _ make~ to the 
e 
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the use of a reasonable proportion of the dollar proceeds for 
private trade and financial transactions with the US. 


The second article contains the general ebertakinke which 
are closely parallel to the mutual pledges contained in the-re- 
.port of the CEEC issued last September and in the Paris cpnven- 
tion of April. These undertakings include agreement by the par- 
ticipant. to make efficient and practical use of all its resources, 
including aid made available under the recovery program; to mo- 
bilize assets in the US belonging to the nationals of the parti- 
cipating country; to promdte production; to take the necessary 
measures to establish financial stability; and to further the 
increase of trade, There are additional undertakings to cooperate 
in arrangements to make full use of the manpower available in 
Europe and to take action with respect to.restrictive business 
practices, such as cartels, which would have the effect of inter- 
fering with the achievement of the recovery program. 


Another article provides for consultation between the US and 
the participating government which is necessary in order that the 
US may, under the Act, guarantee the convertibility into dollars 
of new private American investments in projects in the participat- 
ing country approved by that government. 


Still another undertaking is made by the participating coun- 
try providing that a special account will be set up to which 
there will be: credited the local currency counterpart equivalent 
to the dollar cost of US grants. These local currency funds will 
be used for eaministrative expenses of the US arising under the 
program in the country concerned, for internal cost of trans- 
portation of relief packages, and for other purposes agreed :be- 
tween. the two governments, including development of productive 
capacity of the participating country, exploration and develope 
ment of production of materials of which the US is or may. be 
deficient, the retirement of the national debt and for other. . 
non-inflationary purposes. The participating countries agree 
to work out with the US arrangements whereby we can obtain: in- 
creased quantities of materials needed because of Geficiencies 
or potential deficiencies in US resources. 

There is also an agreement to cooperate in fticilitating 
American travel to the country concerned and an undertaking to 
negotiate subsequent agreements regarding free entry of relief 
supplies, including private relief packages. 


Under another article the participating countries agree to 
furnish the US Government full information necessary for planning 
and carrying out the recovery program. In eddition, the two 
governments agrec to consult at the request of either one regard- 
ing any matters arising out of the agreement. Recognition is 


given by the participating country of the necessity for full 
publicity 
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publicity for the program and assistance furnished by ‘the US. 
Provisfon is made for a special mission in the participating 
country to carry out US responsibilities under the agreement, in- 
cluding observation and review of the program and makes further 
provisions for appropriate status of the Joint Congressional Com- 
mittee on Foreign Economic Cooperation and its staff. 


Arbitration of claims arising as a consequence of governmen- 
tal measures may be presented either before the International 
Court of Justice or a mutually agreed arbitral tribunal. The 
undertaking is reciprocal in the cases of countries already sub- 
mitted to the jurisdiction of the Court and in other cases--such 
as Italy--the undertaking will be reciprocal when it becomes 2a 
member of the Court. Submission of claims will be made only when 
the remedies available in the established court within the respect- 
ive countries have been exhausted. P 


The agreements remain in force until June 30, 1953, 42 year 
after termination of the projected four-year recovery program. 
This allows a period after assistance ceases for the completion 
of the operating matters. There is a further provision that if 
either government considers that there has been a fundamental 
change in the basic assumption underlying the agreement--for 
example, termination of assistance earlier than anticipated--the 
governments shall consult as to modification or termination of 
the agreement. If there is no agreement, @ six-months' termina- 
tion notice may be given, with termination subject to limitations. 
These limitations are that the agreement on scarce materials con- 
tinues for two years from the notice of termination; the local 
currency deposits provision remains in effect until agreement has 
been reached as to the disposition of such deposits; and any sub- 
sidiary agreements will be governed by their own terms. 


parcement With China Wherever relevant and possible the 
undertakings of the China Agreement have been made to conform 


with the undertakings of the Eurcpean participants. Because of 
the different conditions in China and because of different re- 
quirements under the legislation, however, there are some dif- 
ferences. There is 2 general commitment to improve commercial 
relations with the US and < commitment essentially duplicating 
those already obtained from China in GATT and in our Commercial 
Treaty with China but repeated in the agreement for emphasis. 
The agreement also mentions the Chinese public statement of 
August 13, 1947 on internal reforms as this is regarded as an 
opportunity to secure reaffirmation of policies of that state- 
ment by the present government with some implementing measures if 
possible. While the agreement does not ask elimination of state 
trading, emphasis is placed upon commercial relations with the 
US being carried on by private enterprise. 


Other 
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Other Bilateral Problems Major unsolved problems in con- 
nection with the bilaterais are the relationship of AMAG and the 
ECA Mission in Greece and also the relationships of ECA in Ger- 
many 2 


. Foreign Aid Appropriation Signed The President this week 
signe e $6,030,710, oreign aid appropriation bill. Most 
of the funds cut by the House were restored in the Senate and 
won House concurrence in a compromise measure during the final 
hours of the Congressional adjournment rush. While the program 
is spread over 15 months, the Act gives the President authority 
to spend the money in 12 months if he believes it necessary. 

The Appropriation Act provides $4 million for European recovery 
in addition to the $1,055,000,000 already given ECA by Congress. 
China aid totals $400 million but $125 million is to be spent 
for military purposes. Administration costs and relief in oc- 
cupied areas amounts to $1,300,000,000. Japan, Korea and the 
Ryukyus Islandswill receive the benefits of about $125 million 
of this amount to be spent through the Army. Aid to Greece and 
Turkey totals $225 million; and $35 million was appropriated for 
the International Children's Emergency fund and $70,710,228 to 
the International Refugee Organization. 


* * + 


COLOMBIAN ECONOMIC Colombia has sent an economic mission to : 
MISSION VISITS the US to seek our cooperation in financial, 
defense and commercial matters. Initial 
conversations were held with Departmental officials during which 
the Colombians requested US support in advancing financial nego- 
tiations with the International Bank and Fund and the Eximbank. 





Colombia hopes to obtain a loan of about $60-million to 
finance the construction of public works and the acquisition 
of industrial and agricultural machinery and transportation 
equipment. Discussions will be held with.both the International 
Bank and the Eximbank with the expectation that the larger amount 
will be obtained from the former. Shortly after the uprising 
last April in Bogota the Eximbank approved an emergency loan of 
$10 million. ‘It is believed that thiS':credit will be used to 
finance some of the' reconstruction projects. The Colombians are 
discussing further financial assistance for restocking (of stores 
etc) and have mentioned the sum of $50 million. 


In addition to financial assistance, the Colombians pre- 
sumably will discuss the settlement of their bonded indebtedness, 
the need for military defense equipment to increase the standing ; 
army from 10,000 to 25,000 men, and US agreement to grant. priori- 
ties for needed scarce materials. In this latter connection 


Colombia 


DECLASSIFIED FOR PUBLICATION IN FOREIGN _ 
_ RELATIONS OF THE UNITED STATES 








vu 
SECRET 


K oe 


Colombia hopes for an increase in export quotas on iron and 
steel’, construction materials, agricultural machinery, trans- 
portation equipment and construction equipment for railroads, 
highways and ports. Conversations may include 2 new compre- 
hensive treaty of friendship, commerce and navigation or 
another form of bilateral agreement which, it is hoped, will 
embody strong guarantees to American capital, etc. 
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USSR: PROPOSAL FOR- In a reply to our note of M&¥ 7 urging. ~ 

early conclusion of lend-lease matters. 
aie (See page 1, May 17, 1948 issue of 
Current Economic Developments,) a Soviet note of June 25 pro- 
posed 4 settlement for civilian lend-lease articles furnished 
the USSR which were not destroyed, lost or consumed at the end 
of the war. The Soviets also state that residual lend-lease 
articles of a military nature remaining in the USSR would be 
most difficult to identify and of no practical significance to 
the US as has been illustrated by US agreements with other coun- 
tries. They propose that any agreement, therefore, need not 
include US right to recapture military items, but it is stated 
that they would agree not to sell or transfer these items to 
other countries. 








On the matter of the small naval vessels, certain pro- 
posals are made to return some and purchase others, part of 
the latter under a long-term arrangement and part for cash. 
Some 90 naval vessels are declared worn out and the Soviets 
say they would consider a proposal from us as to their disposi- 
tion. It 1s also proposed that the Soviets buy the 45 pre-war- 
built merchant vessels and one tug and pay for three vessels 
lost after March 18, 1946, but they state the US asking price 
is too high. (The USSR had previously agreed to purchase 38 
war-built vessels on US terms.) 


It is further proposed that negotiations ke started 
with interested American firms on the use in the Soviet Union 
of patented o11 refining processes transferred during the 
war, but the note states that tnis can only apply where com- 
plete delivery of the appropriate equipment was made and that 
the agreements made with US firms should be effective upon 
the, conclusion of an overall settlement agreement. Stating 
dissatisfaction with the results thus far of lend-lease 
negotiations, the note claims Soviet cooperation and charges 
the US with violation of the agreement of October 15, 1945 
by not delivering certain agreed items produced or in process 
of manufacture for the USSR at the end of the war, stating 
that this caused damages to the USSR which adds a question 
Subject to settlement, 


While the Soviet proposals narrow the area of disagree- 
ment on some minor points, they are still at wide variance 
with our position on the major issues. A reply is now being 
drafted in the Department, 
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AGREEMENTS ON US CLAIMS AGAINST Although it had been expected 
YUGOSLAVIA ARE NOT YET SIGNED that agreements would be — 

, . Ry signed last week with the. 
Yugoslavs regarding certain pecuniary claims that we have 
against that country, together with a settlement on lend- 

lease, military relief and other claims, the Yugoslav 
Embassy has not. yet received authorization from Belgrade - “ 
to sign. If signed, this will be the first agreement reached 

since the war on compensation for US property taken over by 
reasons of nationalization or other taking of property. | 





Negotiations between Department representatives and the 
Yugoslav Embassy and its legal advisers had been going on 
intermittently for some time without much progress. (See 
page 10, May 10 issue of Current Economic Developments.) 

About a month ago there was a good indication that the 
Yugoslavs might give way and increase the sum they would 
be willing to pay'as compensation for US property interests 
in Yugoslavia. Working on the assumption that they were 
extremely anxious to obtain the release of blocked gold in 


the US, we obtained two ad referendum agreements. | 


Compersation Agreement The-one on pecuniary claims - 
provides for: i payment to the US by Yugoslavia within 
40 days of signing of this agreement of $17 million in full 
settlement and discharge of: our claims (other than those 
arising from lend-lease and pre+UNRRA civilian supplies, which 
are covered in the second agreement) and in full settlement 
and discharge of all claims of our nationals against the | 
Yugoslav Government on account of nationalization and other | “ 
taking of property in Yugoslavia between September 1, 1939 
and the date uf the signature of this agreement; 2) the . 
definition of property to be covered by this agreement in- 
‘cludes property directly or indirectly owned by an individual 
who was, at the time the property was taken over, an American 
national, and property directly or indirectly owned bya. _ 
juridical person orgenized under the laws of the US where 20 
percent or more of any outstanding securities were directly 
or indirectly owned at the time of take-over by individual 
US nationals; 3) persons who are now but who were not US 
nationals at the time of the take-over of property are not 
covered by this agreement nor are those US nationals who 
are also nationals of Yugoslavia under Yugoslav law. Com- 
pensation to US nationals not eligible to participate in the 
dollar sum shall be subject either to direct negotiation be- , 
tween Yugoslavia and the persons concerned or under com- 
pensation procedures prescribed under Yugoslav law; 4) debts 
incurred for the benefit of the nationalized enterprige 
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are to be assumed by the successor enterprise, while the 

US nationals receiving compensation under this agreement 

shall assume all debts and obligations incurred to nationals 
of countries other than Yugoslavia when the obligations 
entered into by the enterprises resulted in the benefit to the 
owners of the property and not to the benefit of the enterprise 
itself ; 5) provision for most-fav ored-nation treatment to 
those US nationals who continue lawfully to hold or acquire 
assets in Yugoslavia; 6) agreement by Yugoslavia not to use, 
unless expressly permitted to do so, trademarks, company 
names and trade names formerly in use by the properties 

which have been nationalized when those designations are 

used elsewhere than in Yugoslavia; 7) most-favored-nation 
treatment to claims of US nationals for war damage to 
property which has not been nationalized; 8) determination 

by the US of payment to US claimants; 9) provision to us 

by Yugoslavia of information bearing on claims of US nationals 
and provision to Yugoslavia by the US of claims submitted by 
American nationals and awards made by us; 10) assumption by 
Yugoslavia of the obligation to make dollars available, to 
the extent consistent with its foreign exchange resources, 

to the Yugoslavs legally owing dollars to US n tionals arising 
from commercial transactions; and 11) agreement by Yugoslavia 
to permit transfers to the US of funds of US nationals where 
the amounts involved are smell but which are important to 

the persons requesting the transfer, : 


During the negotiations the question of the obligation 
of the present government for bonds issued or gueranteed 
by previous Yugoslav governments was discussed, The Yugo- 
slav negotiators referred to their note to the US of 1946 
in which it was stated that the present government of Yugo- 
Slavia would honor internetional commitments of previous 
Yugoslav governments. Therefore, they did not consider it 
necessary to spell out the issue of bonds in this agreement. 
They did agree that once these negotiations were formally 
concluded there would be an exchange’ of notes reiterating’ 
the understanding of the 1946 note. 


While no specific claims are spelled out in the agree- 
ment, either governmental or private, the settlement, if 
signed, is in full discharge of all such claims and as 
such will include compensation for the two US planes shot 
Gown by Yugoslavia last year. (Indemnity for loss of life 
was made by Yugoslavia irmediately following the incident, 
at the same time as the formal apology was made.) 3 


Lend-Lease 
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Lend-Lease, Militery Relief And Other Claims A second 


agreement to be signed concurrently with the compensation 
agreement covers lend-lease, military relief and other 
claims, In general, it follows the usual lend-lease 
agreements, including the US right of recapture of 

military items and non-transfer to third countries with- 

out US consent. Provision is made for the return to the 

US of naval vessels transferred to Yugoslavia during the 

war and this is interpreted to cover seven motor torpedo 
boats. In consiceration of civilian lend-lease items 
received which were not destroyed, lost or consumed at 

the end of the war, the agreement provides payment by 
Yugoslavia of 45 million dinars either by delivery of 

real property to US for diplomatic and consular use or by 
provicing currency for the purchase of such property, as well 
es for other expenses of US diplomatic and consular services. 
Yugoslavia will also assume claims, types of which are. 
listed, by its netionals against the US Government. Those 
claims not listed as being assumed by the Yugoslavs can 
still be petitioned against the US. With respect to the 
provision of 45 million dinars, the Yugoslavs would 
guarantee, in the case of currency conversion, an exchange 
rate and privileges to the US no less favorable than those 
granted to any other country. In all cases where most- 
favored-nation treatment is to be accorded the US or its 
nationals there is additional provision that in those 

cases where even this treatment results in special inequities, 
special negotiations will be held between the US and Yugo- 


slavia,. 





Unblocking Yugoslav Assets Although not written into. 
the agreements, an understanding exists that once Yugo- 
slavia formally signs the two agreements we will authorize 
the Treasury Department to unblock Yugoslav gold holdings 
in the US which amount to $47 million, holding back from 
the de-blocking procedure $17 million wntil the Yugoslavs 
meke payment of $17 million as provided for in the con- 
pensation agreement. In addition, we will authorize the. 
unblocking of Yugoslav private holdings in the US which 
are estimated at between $9 and $10 million. 


Reports in the press that the agreements have been 
signed and that unblocking is taking place are premature. 


* * * 
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PLANS EXPANDING The interdepartmental Trade Agreements. 

. Committee (TAC) has been considering 
rae Yor ye _ positive steps to encourage the widest 
possiblé accession to the General Agrééiment. for Tariffs and 
Trade (GATT), including -@ second round of: multilateral tariff 
negotiations similar to those conducted at the Geneva ITO Con- 
ference last year, at an.early date with as large a number of 
countries as possible. Such a program was endorsed by the 
President in a statement issued in conjunction with his signa- 
ture of the Trade Agreements Extensian Act of 1948. 








The Department, recognizing that the scheduling of future 
tariff negotiations is one of the most important. items on the 
agenda for the Second Session of the Contracting Parties to the 
General Agreement, to be convened at Geneva August 15, 1948, 
recommended that the TAC give active consideration to. the steps 
that should be taken immediately to prepare for and to facili- 
tate the discussion of this matter at the meeting. The TAC has, 
accordingly, made the following recommendations to be implemented 
shortly: | 13 A proposal should be made to the Executive Secretary 
of the ITO Interim Commission that a communication be addressed 
immediately to the governments signatories of the Final Act of 
the Habana Conference who were not also signatories of the Final 
Act of the Geneva Conference, inquiring whether they would be 
interested in acceding to GATT in the near future, including 
carrying out tariff negotiations with the contracting parties 
to the General Agreement. 2). With certain exceptions, the De- 
partment should send an instruction to its missions in these 
countries, as well as to a number of others, instructing them to 
discuss informally with appropriate officials the possibility 
‘Of scheduling future tariff negotiations. If the government 
concerned is interested in early accession to the General Agree- 
ment, it is to be informed that the US wishes to initiate bi- 
lateral exploratory conversations,. which are not to be considered 
definite proposals to enter tariff negotiations, to determine 
whether a basis exists for such negotiations within the frame- 
work of GATT. 3) At the second session the US should give general 
Support to a program of enlarging membership of GATT as rapidly 
as possible and should express interest in participating in a 
second round of multilateral tariff negotiations. 


In view of the one-year extension of the Trade Agreements 
Act and of the procedural requirements of the law, including 
public notice, hearings and Tariff Commission report to the 
President, it will probably be necessary for the US to give 
formal public notice of its intention to negotiate by the middle 
of October in order that negotiations could be concluded by 
the time the Trade Agreements Act is again before Congress 
for extension beyond June 30, 1949. If the public notice of 
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intention to negotiate were issued by the middle of October,: .. 

the hearings could be scheduled for the latter part of November 
and the definitive. negotiations opened as soon as practicable 

after the first of the year. 











General Agreement Provisionally Applied By All Except Chile 
The Interim Commission of ITO has announced that of the oun. 
tries which signed the Final Act of the Geneva ITO Conference 
all except Chile have now signed the protocol provisionally ap- 
plying the General Agreement. The Chilean Government has re- 
quested a six-months extension of the June 30 closing date for 
Signature, claiming that it has been unable to obtain authoriza- 
tion for signature because of the pressure of the business in 
the Chilean Congress. The Contracting Parties are now consider- 
ing this request. .The countries which have signed the provi- 
Sional protocol are: Australia, Belgium, Brazil, Burma, Caneda, 
Ceylon, China, Cuba, Czechoslovakia, France, India, Lebanon, 
Luxembourg, the Netherlands, New Zealand, Norway, Pakistan, 
Southern Rhodesia, Union of South Africa, the UK and US. 





% + 


TRADE, MEMBERSHIP AND AID At the third session of the Economic 

E ON Commission for Asia and the Far East 
(ECAFE) held in India in June, the 
most controversial issues were the utilization of Japan's -eto- 
nomic capacity for the benefit of the ECAFE region, industriali- 
zation and aid to the countries of the area (a "Marshall Plan 
for Asia") and the admission of Indonesia to associate member- 
Ship. The lineup of delegates during debate and voting was for 
the most part not characterized by lines of cleavage between 
Asiatic and "western" nations. However, on the questions of 
relationships to Japan and Indonesian membership, the Commission 
divided roughly along such lines--with the Soviet Union siding 
with the Asiatic states. 





Resolution Passed On Japanese Economy By a margin of one 
vote a resolution was adopted on the contribution of the Japanes« 
economy to reconstruction and development of the ECAFE region. 
It provides: 1) that the governments of the ECAFE region con- 
sider making arrangements to receive Japanese capital goods, ma- 
terials and consumer goods in exchange for the raw materials 
required by Japan; 2) that in order to faciliatte such arrange- 
ments, the Secretariat, in cooperation with the appropriate | 
authorities in Japan, provide information regarding Japan's 
economic plans, productive capacity, trade prospects, and finan- 
cial position; 3) that such arrangements be based on the prin- 
ciple that, within the limits set by FEC and peace settlement 
when concluded, Japan's trade and industrial plans be adjusted 

‘to requirements for the economic development of the member 
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countries; and 4) that the: eee ‘industrial development working 
party;.:ih. consultation with FEC and the control authorities in 
:* Japan, study financial and othér difficulties. hampering the 
utilization of -Japan:'s present industrial capacity by ECAFE 
seountries for the rehabilitation and development of their econo- 
‘mies and at the next session report measures necessary to-.over- 
came such difficulties. The UK, US, France, Australia and the 
Nétherlands opposed the resolution and the US delegate made: it 
Clear that, while we favored the major part of the resolution 
relating to trade between Japan and the ECAFE region, we ob- 
jected to point 3 which makes the development of the Japanese 
economy the concern of ECAFE. It was felt that our vote for 
this item might later embarrass US freedom:of action concerning 
Japan and that members of UN not represented on ECAFE would 
have valid grounds to criticize attempts of the Commission to 
make decisions on Japan's future. It was also believed that US 
Support might serve as a basis for Soviet propaganda directed to 
Japan that we wish to keep that country in a status of colonial 
Subserviency to China and.other Far Eastern countries assertedly 
subjects to US influence. 


Assistance For the Region India's Nehru, in his opening 
address, expressed the hopes of the region, saying that the eco- 
nomic development: of Asia requires outside assistance and that 
such assistance should be free from economic domination. He said 
that in plans: for economic reconstruction, Asia had been somewhat 
neglected, and that this must be corrected if UN aims were to be 
realized. The US delegate told the Industrial Development Com- 
mittee that US capital for ECAFE countries is available if it is 
wanted, but it is a decision for the countries themselves to make. 
He .emphasized that conditions must be favorable to sound loans 
just as they must be for direct investments and enterprises, and 
listed as sources: 1) individual banks or consorts of banks in 
capital exporting countries; 2) the International Bank; 3) the 
Eximbank; and 4) US Congress "in special cases." The US position 
resulted in a fairly bad press, particularly in India, showing 
resentment that we had not offered a "Marshall Plan" to the region: 
with charges of US primary interest in Europe and "imperialistic 
objectives." The Soviet position is that any’ aid offered the 
region should be through UN es 





Membership Problems After some acrimonious debate it was 
finally decided, by a vote of 6 te 5, to postpone until the 
feurth ECAFE session consideration of the application of the 
Indonesian Republic. Voting in .ffavor of the motion were France, 
the Netherlands, New Zealand, the US, UK and the Philippines, 
while opposition. votes were cast .by Australia, Burma, India, 
Pakistan and the USSR. China-.and Siam abstained. Leading the 
fight for admission of Indonesia, the Indian delegate maintained 
that the de facto position of the two Indonesian governments © 
had to be recognized and claimed it was in consonance with the 
constitution of the organization and with international practice 
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to accord.membership on an intérim basis. The Netherlands 
delegate. asserted that admissioh of the Republic as an associate 
member in its own right, would infer: that the Republican Govern- 
ment had became ‘responsibile ‘for its’ own international relations 
and declared ‘that would be tmaéé@eptable to the Dutch. The Soviet 
delegate seized. the opportunity to deqlare that colonial powers 
aligned thémselves in this_issue against states recently emerged 
from colonial status, asserted that the. struggiing people ‘of 

the NEI would be independent by now except for outside inter- 
ference, and added that the USSR has for 30: years. been the, pro 
ponent of independence. « Fee og i ae ; 


The Soviet delegate proposed immediate. consideration of 
Vietnam membership but the Executive Secretary stated that the 
letter from the Vietnamese did not contain a membership applica- 
tion and the matter was dropped. Im considering Nepal's appli- 
cation to send observers, the legal opinion'was voiced that Nepal 
was not eligible without amending the terms of reference of the 
Commission. A motion to recommend to ECOSOC an amendment of the 
terms of reference so that Nepal's application could be considered 
was dropped at Soviet suggestion that examination should first 
be made to see to what contribution Nepal could made to the ECAFE 
region. 

The USSR raised objection to the fact that the Executive 
Secretary had admitted observers from Japan and Korea, stressing 
particularly that this admitted a representative of only one part 
of Korea and saying that such action did not help to establish a 
united Korea, The Executive Secretary replied that under its 
terms of reference the Commission was entitled to consult with 
the respective control authorities of Japan and Korea for in- 
formation and-advice on matters of concern to ECAFE, and the 
Chairman held that the action taken by the Executive Secretary 
was‘ with, the approval of the Commission as expressed at its last 
meeting and was within the terms of reference of the Commission. 


Other Matters .A recommendation of the Transport and Com- 
munications Gommission that there should be an early meeting of 


ECAFE Inland Transport experts was endorsed. A report on flood 
control and a resolution providing for the establishment of a 
Bureau of Flood Control to be composed of not more than five ex- 
perts. were approved. Also approved was a resolution on technical 
training which directed the Executive Secretary to expedite the 
organization of teehnical training machinery... A report was also 
approved on relationships of ECAFE and the Economic Organization 
of the Special.Commissioner in Southeast Asia. Resolutions were 
adopted on cooperation with FAO regarding food and agricultural 
problems. It was decided that the next session should be held 
in Australia, ay 


* * a 
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"EERCRAPP GIVEN Byte IN . ;. The Second Assembly of.the Inter- 

| VI , — +  -mMational Civil Aviation Organiza- 

a ae : tion (ICAO), which met in Geneva 
from June 1 to June 21, was generally conceded the most satis- 
factory of any of the organization's meetings to date. There 
was a marked -spirit of harmony -among the delegations and a gen- 
eral willingness to recede from-rigid national positions. Sub- 
stantial unanimity of agreement was reached on all major issues 
confronting the Assembly and the US position was achieved with- 
out exception in the work of the various commissions. 





A Convention on International Recognition of Rights in 
Aircraft, based upon thé draft prepared by the ICAO Légal Com- 
mittee in Brussels last September, was adopted by. the Assembly 
and has been signed by 19 countries thus far; In effect this 
convention provides for recognition by each of the contracting 
states with respect to the aircraft of other contracting states 
of rights and interests in such aircraft created under: the’ law 
of the state of the aircraft's nationality. As finaliy agreed, 
‘the convention will materially. aid in the financing of aircraft 
registered in the US to be used in international air navigation 
and: will assist to a limited degree in the financing of aircraft 
for export. 


A resolution was adopted providing for the circulation of 
the: proceedings from the: multilateral aviation conference in 
Geneva last fall among all. member states for comments and views, 
These will be embodied in a report by the Council together with 
recommendations regarding any final aetion to be taken with. 
respect to a multilateral aviation agreement . No definitive 
step in this direction is expected before the 1950 meet ing bt 
.the Assembly. 


The Economic Commission made significant progress towerd 
fuller implementation of Article 5 of the Chicago Convention 
making possible greater freedom of movement for non-scheduled 
private aircraft operations. A tentative definition of sched- 
uled aircraft air services was developed to be used as a basis 
Be the comments of contracting: states to the Council, which 
wil eventually adopt a firm definition for the guidance of 
‘contracting: states. Meanwhile the Assembly recommended that 
contracting states immediately extend freedom of admission. into 
their territories of certain categories of aircraft registered 
in other states without the necessity of applying for prior 
permission and with a minimum of advance notice. The Assembly 
also approved the continuation of economic studies under wey in 
the fields of international air mail, costs of air navigation 
facilities and services, joint ownership and operation of inter- 
national air lines and problems arising from duplicate insurance 
requirements affecting international air carriers, 


US 
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US share of the organization budget remains unchanged under 
the budget and apportionment plan adopted by the Administrative 
Commission. A further extension. of public information services 
of ICAO was recommended. 


Austria and Finland ' were admitted to membership in ICAO 
without a dissenting vote. Informal indications that Poland 
would attempt a new adherence to the Convention, despite rati- 
fication by the old London Polish Government, did not material- 
ize. 


Joint Support For Icelandic Services The Icelandic Joint 
Support Conference, which met concurrently in Geneva under ICAO 
auspices to conclude an arrangement for joint support of air 
navigation facilities located in Iceland, signed a final act on 
June 26. .The act makes specific recommendations to each of the 
interested states, to Iceland and to ICAO concerning the prin- 
ciples to be followed in financing on an international basis air 
traffic control, communications and meteorological services lo- 
cated in Iceland for the purpose of ensuring safe, efficient 
and regular international air transportation over the important 
North Atlantic route. 





Payments to be made to Iceland through ICAO were divided 4 
into two parts-as follows: 1) a lump sum of 7.5 million kronur | 
for the period ending December 31, 1948; and 2) payments not to 

exceed 3.8 million kronur annually beginning in calendar 1949, 

The assessments apportioned among states whose flag carriers use 

the Icelandic air navigation facilities were based upon the prin- 

ciple of the aeronautical benefits each state expects to derive 

from the services. Undet this formula, the US agreed to assume 

61.7 percent (4.6 million kronur) of the total retroactive pay- 

ment to Iceland sy nme through December 31, 1948 and 48.7 per- 

cent (2.3 million kronur) of the estimated cost of services for 

calendar 1949, Iceland will accept 17.5 percent of the pro- 

jected cost. 7 


The ICAO Council unanimously accepted the recommendations 
contained in the final act of the Icelandic Conference and took 
action to assess the contributing states in accordance with 
Article 73 of the Chicago Aviation Convention. A dvaft ICAO- 
Iceland bilateral agreement is under study with a view to its 
consummation at the fall session of the ICAO Council. 
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ECOSOC CONVENES IN The seventh session of the Economic and 

VA 5 Social Council cpens in Geneva July 19. 

, The tentative agenda includes some forty 

items, a large number of which are social. Farly on the agenda 
is the item cf the implementation by member governments of the 
economic and social recommendations of the General Assembly and 
ECOSOC, an item pcstponed from the last session. Tnere will be 
the report of the Secretary-Ceneral on the question of establish- 
ment of research laboratories of UN 2nd his report on the progress 
and prospect cof. repatriation, resettlement and immigration of dis- 
placed persons. The report of the United Nations Appeal for 
Children wil] alse be ccnsidered. A report will be made by the 
Secretary-General on sccial welfare administration, social service 
in relation to rural welfare, training of welfare personnel, child 
welfare, including prevention and tr2atment of juvenile delin- 
quency in under-developed areas and territories. /ctivities and 
coordinavion in the field of housing and town and country planning 
is another agenda item. 





The report of the Social Commission includes, among other 
items, recomnmenditions of Advisory Social Wweifare Services, a 
work program cf commissions, gaps and cverl2ips of work program, 
reestablishment of the Advisory Committee on Planning and Coordi- 
nation and a report oa international activities in the field of 
prevention of crime ind treatment cf offenders. 


whe renort of t22 Comiissjioa or dumen Pights tneludes,; among 

other items, the Biil of Rights, implementation, a study of the 
Secretary-General cf tne extent which the Minorities Treaties 
are still binding ard a report on the ervisting situation with 
regard to the protection of stat2less persons and a study of 
national legislatior. and international «r¢recments relevant to 
Statelessness and recommendations or a iurther conventicn. A 
draft convention on g2nccide is an ezgenca item as is the report 
of the Subcommissicn on Freecom of Inforuation. 


The reports of the Economic and Em )loyment Commissicn and 
the regto: 21 economic conmissions--- the chird sessiou of the Eco- 
nomic Comniss’cn for furere, “re tuird session of the xconomic 
Commissict. for Asua and tre Far gust, the first secsion of the 
Economic “san .ssion for Tecin A.cerica and an ad hoc committee 
on ar Ecuron's Gommissicr for tne Middle East---wilil ali receive 


- attertici: 


Eleevion cf three fireign members of an Economic scard for 
Palestine is schedused for this session. An FAO repor. on coor- 
dination of action to meet the continuing food crisis vill also 
be consic*:e1. The other Commissions;-Sictistical, Narcvtics, 
Population, Transport a..71 Communications, and Status of Womer-- 
will:‘all make reports @& will all specialized agencies. 


Among 
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Among the labcr questions are ILO reports on trade union, 
protection cf migrant and immigrant labor, and one on the prin- 
ciple of equal pay foi eyual work. Postooned from ee sixth 
session is the survey cf forced labor and measures for ics aboli- 
ticn. 


* * 


ARGENTINA LSSUES NE 
CFTC, 


qv As the immediate prospects dim for large- 
EXCHANGE RESTRICTICA 


S scrie offshore procurement under the ECA 
program by the US in Argentina, the dcllar 
exchange s“.tuation grows ctignter in that country. Over a period 

cf several months Argentina has introdiced exchange restrictions 
in an effort to meet the sitvatior as a result of aaa declining 
supply cf gold ard hard currencies. 





Accordire tc publisnaed figures of the Inte>national Monetary 
Fund anc the Arzentine Central Bank, from the end of December 
1946 to May 31, 1948 gold hcldings of the Central Bank dropped 
from $1,055 miliior tc $213 million, shcwing a icss of $842 mil- 
lion. This cons*derabdle loss is attributed to the use of gold 
to atyuire dollars t> pure:ase, thiefly f:om tne US, goods con- 
Siderec by Argentina as novessary .to her economy, and goods which 
the exchange blocking Eur >vcan ccuntries :cannov supply. 


Abcut a year age whe “rgeccvine authorities tssued regula- 
tions restricting rew tiater of earring: on cupital investments 
to a maximun of 72 p2.cent pes armum. 17':28e regulations are 
Somewnat vipxue &@s to vhei~ precise application. Argentine 
authorities have hee. stuaying the matt+. for several months. 


In a further efsort to husband its 2s .ilar supply, inports 
from the US for som= itontns prior to Mey !y48 had been on 2 
"prior study" basis. In other words. ea: application for ex- 
change to cover merchandise was examined seperately, with a view 
to determining whetncev, in the ligh> of sne exchange available 
anc the necc for the particulac merviarcise involved, cover 
Should be providec for its imee vetion. As a reculst. many ime 
ports fron the " 7,ave beei ristiletca. 


On bt. , CG all a.tecaucors of ‘aard currercies" to pay 
for impor’. c's: vo weet comer ceguiszements, including vemittances 
of carts. we 2 SusPeracc. The immediate effect was the prac- 
tical ««23.%.20% of new impo: ts from countries like “Sie US. This 
measure eer Sou.cevewiy moajfied to permi®: t:.2 impo:’* of mer- 
chand.<€ oon wre compenio" Sovunt. les iv che eaporter were will- 
ing te he payint mace iter 4a ioug period, siy, a year or more, 


This “odd Pet Lon ve ..ect.' Argertirz.'s dezire “o import goods 
provi“ed rruaed Le se Uu.e of gold o» hard curren -ies were not in- 
volved. 

Late 
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Late in June new restrictions were issued on foreign ex- 
change. Although these decrees are long and complex, they appear 
to improve the lot of the American investors, particularly those 
companies having branches in Argentina, by including in the in- 
vested capital, on which the 12 percent maximum annual return is 
to be calculated, profits "ploughed back" as well as the initial 
investment. 


Imports under the new regulations will revert to the "prior 
study" basis which prevailed prior to May 14, 1948. Apparently 
all the buying and selling rates remain the same, so far as mer- 
chandise trade with the US is concerned. Exceptionally, a new 
buying rate of five pesos to the dollar is established for exports 
of certain articles, particularly manufactured goods. 


RESTRICTED 
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SWEDISH TRADE AGREEMENT Discussions recently held between re- 
MODIFICATIONS EXTENDED ##presentatives of the US and Swedish 
Governments regarding Sweden's need 
to prevent further serious losses of gold and foreign exchange 
holdings caused by the substantial deficit in Sweden's trade 
with hard currency areas have resulted in extension of under- 
standings modifying the 1935 trade agreement, 





Understandings regarding the temporary modifications of 
the quantitative and nondiscriminatory commitments of the trade 
agreement of 1935 between the two countries, which were reached 
on June 24, 1947 and February 11, 1948, were to be in effect 
until June 30, 1948. Due to Sweden's continued shortage of hard 
currency it was agreed on June 12 to extend the arrangements em- 
bodied in the aforementioned understandings until June 30, 1949, 
or until Sweden becomes a contracting party to the General Agree- 
ment on Tariffs and Trade, whichever is the earlier date. The 
June 12 understanding may be terminated by either government 
on sixty days written notice, after consultation as to the justi- 
fication for its continuance. 
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nomic divisions of the Department of State, and to indicate the economic prob- 
lems which are currently receiving attention in the Department. It is suggested 
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reported items to avoid repetition. 
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assure himself that it is burned in the manner prescribed for SECRET material. 


DECLASSIFIED FOR PUBLICATION IN FOREIGN 
RELATIONS OF THE UNITED STATES 











SECRET 
July 12, 1948 
CONTENTS 
Page 
Eastern Eurcpean Trade Developments - - ---+-+-e+-+ -+- =<. -«- 1 
Czechoslovakia Dissatisfied With Polish and Rumanian 
Econemic Relations 
Yugoslav Trade Developments 
Soviet Trade Developments 
Other Eastern European Trade Activities 
Austrians Protest Occupation Costs ----+-++-+-+-+-+-- 5 
Payments Due US Are Met By French ---+-+-+-++-+++-+-+-e-e-- T 
New Wheat Agreement To Be Considered - - - +--+ -+-+ -+- = - 7 
Brazilian Commission Survey To Start In September - - - - 8 
Economic Survey To Be Made Of Latin America - -~ - - = = - g 
Copenhagen Conference Considers German Broadcasting 
Frequencies - - +--+ -+#-2+-e-+-e¢e8-+e8ee8e8++2+-+-+-+e-6 11 
Advisory Council Of World Bank To Meet - - - +--+ -+-<- - 12 


DECLASSIFIED FOR PUBLICATION IN FOREIGN 
RELATIONS OF THE UNITED STATES j 























SECRET 


EASTERN EUROPEAN Although there is evidence that some of the 
S Eastern. European countries are dissatisfied 
with economic relations with. the other sat- 
ellites, the negotiation of long-range economic collaboration 
agreements as well as short-term bilateral arrangements continues 
within the Soviet orbit. In addition, the USSR and, many of its 





ab rnc 


. gatellites have negotiated or are planning bilateral trade agree- 


ments with Western European countries. There has been no indica- 
tion as yet that the Soviets plan to curtail trade with the Re- 
covery Program countries. ) 


Czechoslovakia Dissatisfied With Polish ‘And Rumanian Economic 





Relations Reports ofour representatives In Praha have emphasized 
that some officials in the Czech Government, as well as various 
economic groups, are dissatisfied with recent developments in 
Polish-Czech and Rumanian-Czech economic relations. Embassy 
Praha feels that these developments indicate the enormous obsta- 
cles facing orbit countries in the sphere of practical economic 
cooperation and particularly the vast difference between Czecho- 
Slovakia and the other satellites owing to its more advanced 
industrial character. As an example of the difficulty Czecho- 
Slovakia is encountering, Czech automotive engineers report that 
the Poles want complete Czech cooperation in the Polish auto- 
motive industry without giving a compensating quid pro quo. The 
Czechs apparently are skeptical also of the achievement possible 
under the industrial agreement which Rumania and Czechoslovakia 
are reported to have signed in May. The agreement provides in 
effect for far-reaching coordination of like industries in both 
countries, with:a mixed commission to undertake a survey of 
present equipment and to allocate parts, materials for repairs, 
and raw materials. It apparently envisages that price competi- 
tion between the two countries will be eliminated, a common ex- 
port policy will be adopted, preferential customs duties will be 
extended on each other's products, and free entry of raw mate- 
rials will be ERE IESS. , 








For the first quarter of 1948, Czech trade with the Soviet 
bloc was greatly increased over the same period of 1947. The 
USSR and satellites accounted for 42 percent of Czech imports 
and 37 percent of its exports, while in the first quarter of 
1947 these percentages were 10.6 percent and 15 percent respec- 
tively. Trade agreements with Eastern Europe are increasing 
Czech exports of iron and steel products, machinery, electrical 
apparatus and vehicles to these countries, and food shortages in 
Czechoslovakia have necessitated increased Czech imports of food 
from the East. The Czech Government is reported becoming in- 
creasingly concerned over assuring an adequate food supply for 


-.the last half of 1948. To meet this problem a trade union sub- 





commission has prepared a report advocating that the government 
release for export to dollar area countries some goods previously 
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destined for domestic use or for Eastern Europe. An official of 
an Italian shipbuilding firm seeking Czech steel reports that 
Czech officials informed him that Czechoslovakia could consider 
Supplying only small amounts of steel to Italy and only on condi- 
tion that Italy send fcodstuffs to Czechoslovakia. He understood 
that such:an arrangement had been reached with Norway, and that 
the bulk of Czech steel production is going to the USSR, although ; 
food receipts from the Soviets are far from sufficient. - . 
A 

“According to the Czech press, Czechoslovakia and Argentina 
signed a trade agreement on June 16, under which Czechoslovakia 
undertakes to deliver industrial products, textiles, coal, iron, 
railway engines and wagons, machinery and equipment. An earlier 
report of negotiations stated that Argentine hides, meat and wool 
would. be exported. Although the Czechs believe that the deal is 
impractical because they have little surplus goods for shipment, 
they felt they could not well refuse the gesture which Argentina 
made to them as well as to the USSR and other Eastern European 
countries. 


. Yugoslav Trade Developments The only evidences to date 
supporting the rumor that the Soviet bloc might apply economic 
sanctions against Yugoslavia are the stoppage of Rumanian petro- 
leum exports to Yugoslavia and the denouncement by Albania of all 
economic agreements with Yugoslavia. Albania also ordered cessa- 
tion of ore and crude oil shipments to Yugoslavia and expulsion 
of Yugoslav engineers and technicians. According to our military 
representatives in Belgrade, this may affect one-third to one-half 
of Yugoslav crude supplies. Construction of the Scutari-Titograd 
railroad was halted together with surveys for two other projected 
lines linking the two countries. The Yugoslavs reportedly have 
asked Albania to negotiate settlement of reconstruction loans 
citing that additional credits and materials extended Albania 
amounted to about 2.5 billion dinars during the past two years, 
compared with Albanian shipments of only about 500 million. 
Legation Budapest reports that, according to a reliable source, 
the Yugoslav Government has cancelled all orders for deliveries 
contracted under previous trade agreements and the five-year 
economic collaboration agreement with Hungary. 





As a sidelight on Soviet-Yugoslav relations, Swiss repre- 
sentatives of a US concern state that several weeks ago the Yugo- ; 
Slav Minister of Planning frankly expressed dissatisfaction over 
unfulfilled Soviet promises to deliver tractors, autos, trucks 
and agricultural machinery to Yugoslavia and also over the prices 
_the Soviets were charging for items of this kind and the necessity 
of paying in dollars for gasoline imported from Hungary @nd Aus- 
tria. The Yugoslav official was convinced that the Soviets were 
attempting to squeeze Yugoslavia out of its lumber markets by 
Gumping and undercutting, apparently to upset Yugoslav plans for 
ae foreign exchange and to increase dependence on Soviet 

avors. 
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Yugoslavia has indicated an interest in expanding its markets. 
A Yugoslav official in Cairo has informed our Embassy there that 
Yugoslavia will have as much as 200,000 tons of 1948 corn available 
for export and that it is anxious. to. secure dollars for it. Other 
officials have stated that Yugoslavia is particularly interested 
in markets in Spain, Portugal, Palestine and the Levant for bauxite. 
lead, other. ores and lumber as the proximity af these products to 
Dalmation ports makes the trade preferable to overland shipments | 
to the East. -A Yugoslav Foreign Office official has been author- 
ized to discuss with Italian officials and manufacturers the pos- 
sibility of stimulation of Italian snsuestrias exports to Yugosla- 
via. 

In view of recent develcenents, implementation of the June 2, 
1948 agreement providing for far-reaching coordination.of certain 
Rumanian and Yugoslav industries appears doubtful. The agreement 
is similar to the one between Rumania and Czechoslovakia and 
provides for a mixed commission to draw up a plan of production 
using each others raw materials. It also envisages free entry 
of raw materials from the respective countries, relocation of 
equipment and common export prices. On May 24, Czechoslovakia 
and Yugoslavia signed a trade agreement to be valid until the 
end of the year, which provides that Yugoslavia is to deliver 
metals, chemicals and foodstuffs in exchange for Czech metallur- 
gical, engineering and electrical products. and coke... 





Soviet Trade Developments. A UK Foreign Office official has 
informed Embassy London that the Soviets have replied to the 
British note on trade, indicating that they are prepared to 

begin further discussions. The Embassy reports that there is 

no suggestion that Soviet deliveries to the UK, which under the 
1947 trade agreement were to amount to b20 million by September 
1948, will not be made. On the other hand,. the Soviets have been 
able to place. only bl million worth of machinery and equipment 
contracts thus far. 


Rough calculations of the: Rritish indicate that the Soviets 
have undertaken and accelerated raw material purchase program of 
approximately £30 million sterling for the calendar year 1948. 

In addition to. extensive purchases of natural rubber, the Soviets 
have made heavy purchases of wool in Australia and New Zealand. 
and cotton from Egypt and Pakistan, and have shown interest in 
purchasing tin. Despite a sterling balance of £9.6 million and 

a provision in the UK-Soviet trade agreement that all settlements 
with the sterling area can be made in sterling, the Soviets have 
offered and paid dollars for some of their purchases. Embassy 
London has suggested, and Moscow agrees, that the Soviets, fearing 
their dollars and sterling might be blocked in the future, are 
hastening to replace them with goods. It is possible also that 
they under-estimated their own raw materials needs and those of 
the satellites, many of which are dependent on the USSR for im- 
ported raw materials. 


In June 
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In June the Netherlands and the USSR concluded negotiations 
for a five-year trade agreement. The first year total exchange 
is to be 90 million guilders, and the USSR has agreed to provide 
all the steel needed for the first year of the Dutch shipbuild- 
ing program for the USSR. The Netherlands Government is in no 
way committed regarding the placing and filling of orders in 
Holland; all Soviet contracts will be made directly with suppliers 
Soviet shipments will include wheat, lumber and non-ferrous 
metals, 


The Polish press has announced the signing on May 13 of 
a protocol for an exchange of goods with the USSR from April l, 
1948 to March 31, 1949, within the five-year agreement of 
‘January 1948. The value of the goods to be exchanged will 
exceed $110 million on each side, which is considerably larger 
than the 1947 trade. The USSR will supply cotton, iron, 
chromium and manganese ores, non-ferrous metals, petroleum 
products, tractors and motor cars, chemicals and other goods. 
Poland will supply textiles, ready-made goods, zinc, cement, 
railway carriages, iron goods, sugar, coal and coke, glass 
and china, paper, chemicals and other goods. 


A member of the Ranish trade delegation has reported that 
the Banes are generally satisfied with the recently concluded 
USSR-Danish trade agreement. Major Danish disappointment is 
failure to obtain anticipated amounts of fuel oil and oil 
seed cake. Commodities to be supplied by the USSR include 
potash from East Germany, coal briquettes, pig iron and grain 
in exchange for Danish butter, bacon, cattle and ships. Steel 
for the ships is to be provided by the USSR with ship deliveries 
scheduled for 1952. The Soviet Commercial Agency in Italy 
has approached Italian shipyards on the possibility of their 
embarking on a substantial shipruilding program on behalf. of 
the USSR. This will be discussed in the proposed forthcoming 
Italian-Soviet trade negotiations. The Soviet trade representa- 
tives in Iran and Lebanon have proposed negotiations for trade 
agreements, 








Other Eastern European Trade Activities According to a 
representative of the Ok Board of Trade, who has recently been 
in touch with foreign trade officials of Poland, Hungary and 
Rumania, these Eastern European countries have indicated an 
interest in reestablishing more normal trading relations with 
the UK. The head of the Yugoslav trade delegation in London 
has again expressed Yugoslavia's interest in concluding at 
least a short-term agreement. 


, A Finnish-Polish ‘ 
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- A Finnish-Polish trade agreement signed June 29 covers 
1949 trade amounting to $8.5 million each way and doubles 1948 
trade arrangements, Finnish exports are to consist of cellulose, 
waste paper, railroad ties, metals and pine oil, The Poles are 
to export coal, steel, textiles, sugar and salt. Finnish and 
Dutch authorities initialed a one-year trade agreement on June 
10 providing for a 20 percent increase in trade compared with 
the previous period. Finland has recently signed a trade agree- 
ment with Iceland and extended for three months its agreement 
. with Switzerland, 


In negotiations with the UK, scheduled Hungarian exports 
were doubled over previous shipments. The UK agreed to faci- 
litate Hungarian exports of food and agricultural products 
by making advance down payments, and prices for Hungarian in- 
dustrial exports were raised slightly. Hungary concluded 
a one-year trade agreement amounting to $21 million with 
Brazil and a four and a half-year agreement amounting to 
$120 million with Argentina. 


The Polish press has reported the signing on May 30 of 
an economic agreement between Poland and Bulgaria which is 
to cover a period of five years and provide close economic 
collaboration in the fields of commodity exchange, industry, 
communications and agriculture. On May 26, France and Poland 
Signed a compensation agreement establishing procedures and 
schedules for the exchange of Polish coal and French equipment 
and goods. A Polish-Icelandic trade agreement to be in effect 
to December 31, 1949 was recently signed. 


* * * 


AUSTRIANS PROTEST Although the four powers occupying Austria 
OCCUPATION COSTS §§ agreed last May on the amount and distribu- 
| tion of occupation costs for 1948, the 
Austrian Government has for some time been attempting to get 

the US to reverse its agreement to the decision and obtain a 
modification of the French and British position. The May agree- 
ment set occupation costs for 1948 at 597.4 million schillings, 
to be equally divided between the four occupying powers, The 
Austrians immediately filed a protest with the Allied Council, 
with our Minister in Vienna, and with the Department as well 

as with otker occupying governments, The action of the AC in 
arriving at costs for the entire year came as a surprise to 

the Austrians who expected it to be limited to a single quarter 
as has been the practice in the past. As a result the Austrians 
evidenced their irritation by stating disappojntment with the 





western 
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western allies for failure to consult with them prior to taking 
action in AC. 


Even though the US is taking the same action as last year-- 
that is, reimbursing the Austrians for our share of occupation 
charges--the Austrians feel we should have obtained French and 
British agreement to do likewise. In the belief that there has 
been a growing failure in Austria to appreciate US efforts in 
their behalf, together with marked indications of holding the 
US responsible for developments in or with respect to Austria 
which are not fully to their liking, we informed the Austrian 
Minister in Washington that the present quadripartite agreed 
charge for occupation costs seems to us a step forward both in 
reduction of the previous total amount and the share allocated 
to the USSR. (Last year the USSR was allocated about 32 per cent 
of the total charge, as compared to about 22 per cent to each of 
the other occupying powers. We also stated that the British 
and French may well feel that circumstances beyond their control 
necessitate continued maintenance of their armed forces in 
Austria, and Austria should, therefore, bear a portion of the 
financial burden involved as that country benefits through the 
protection afforded by British and French troops. It was also 
pointed out that the probable cost to Austria of providing its 
own protection would be as much as the charge for occupation 
costs, after deducting the US share which is reimbursed in dol- 
lars. Furthermore, we felt that any protest should be submitted 
to the Soviets rather than to us. The Austrians later explained 
that their protest was in no way directed toward the US but that 
protests had been sent to all four occupying powers. 


About the middle of June, the Austrians sent a letter to 
the AC stating that they had been able to raise only 14 million 
schillings of the charge of 298.7 million for the first six 
months which became due in May. In order to obtain the neces- 
sary additional amount, the Austrians claimed they would be com- 
pelled to give consideration to an occupation tax, reduction in 
Salaries of government employees; reduction if social welfare 
expenditures; reduction in capital investment in transportation, 
plus an overall reduction in other expenditures. The US High 
Commissioner supported the statement of the ‘tight money position 
claimed by Austria and expressed the opinion that the Government 
was sincere in claiming that it was unable at the present time 
to pay the total of occupation costs without undesirable infla- 
tionary borrowing. 


The other occupying powers rejected the Austrian protest, 
although the British and French stated they would use the sum 
allocated to them only insofar as necessary but that they could 
not abandon their right to receive occupation costs. The 


Austrians 
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Austrians, in their eagerness to find some means of isolating 
the Soviets on this issue, have repeatedly asked the assistance 
. of Legation Vienna in obtaining French and British renunciation 
of occupation costs, even stating that if this were done the 
Austrian Government would find some device to finance the ex- 
penses which the UK and France cannot meet themselves. We have 
not found it advisable to approach the British and French on 
this Austrian suggestion, however. A new protest was made by 
Austria to the AC the first part of July. However, we consider 
the British and French replies to previous Austrian protests 
are sufficient at this time to achieve the Austrian objective 
of isolating the Soviets and to clarify Austrian public opinion 
on the question of responsibility for continued occupation. We 
do feel however, that the Austrians would do well to offer the 
British and French a definite plan for obtaining schilling re- 
quirements outside the present quadripartite arrangements. 
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PAYMENTS DUE US Although the French indicated that they 

NCH would find it difficult to meet payments 
due the US on July 1 totaling $38.5 million for 
lend-lease, surplus property and Eximbank account, the indebted- 
ness was met on the date prescribed. (See page 5, June 28, 
1948 issue of Current Economic | ce ne The July interest 
and principal payment of $25 mijiion on credits extended by the 
Eximbank was made by the French on June 30, France's share of 
the Italian gold recently allocated to them by the Gold Commis- 
Sion was used as part of the funds to meet this obligation. 








Through an exchange of letters the French have agreed to 
settle for the interest payment of $13-$14 million on surplus 
property and lend-lease account. The French have paid in 
francs the equivalent of $13 million to be held in an account 
in the Bank of France, pending a decision regarding the estab- 
lishment of a Fulbright Foundation in France. If such a Founda- 
tion is not established by August 15, 1948 or such subsequent 
date as may be agreed upon, the francs will be returned to the 
French and the situation with respect to the interest payment 
will revert to the status before payment in francs was made, 


SECRET 
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NEW WHEAT AGREEMENT At a meeting in Washington last week 
TO BE CONSIDERED §=~+# of the governments which signed the 
International Wheat Agreement in March 
1948, it was agreed that later consideration should be given 
to the possibility of negotiating a new agreement along the 
lines of the 1948 agreement. - 

e 
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\ the: US odne ‘Pa4 Ig ‘tio thke' seis j on: - US participation 
ay. fine 1, the final wats for! Beceptance, - Because of. this and 
because the agreement hamhbt’ been ratified by thé governments 
of a number of imparting, ewiuhtri¢es, some of. the’ 12 countries 


.which, had already: acteptre® the: agreement withdfew their ratifi- 


; ~ cations. -It-was felt: thatthe'guaranteed| quantities of the 


eguntries wkich had: ays Abeepted the agreement were in- 
.,gufficient to insure its’ su éessFul operation and’ that prospects 
. Of ratification in time td brag’ the agreement into operation 
- during .the 1948-49 crop yeh#.wére’ remote. It was agreed, how- 
ever, that-.consideration shouta ‘be’ given to the possibility of 
concluding an' agreement ‘which dduld be brought into operation 
on .August,.1, 1949, and a Prépavatory Committée, consisting:of 
. representatives of Austrdlia,’ ‘Benelux, ‘Brazil, Canada, Egypt, 
“France, India, the UK and US, was appointed to keep under re- 
view the prospects ‘of concluding a new wheat agreement. The 
US was invited to convene a meeting of the Preparatory Commit- 
. tee as soon as it. considers he time oer: for: negotiating 


..» & New agreement, 


The wheat agreement would have provided a framework in: 
which a large part of the world's trade in wheat would have 


taken place. Under it the member exporting countries (Australia, 


Canada, and the US) would have agreed to supply the 33 importing 
countries signatory to the agreement with 500 million bushels 

of wheat annually, if called upon by the importing countries .to 
supply this wheat. at the $2.00 maximum price provided for in the 


agreement. The importing countries, reciprocally, would have 


been obligated to purchase from the member exporting countries 
500 million bushels of wheat annually, if called upon by the ex- 
-. porting countries to purchase this wheat at the minimum pricés 
provided for in the. agreement. The minimum price for the first 
he would have been $1.50; for the second, $1.40; for- ‘the third, 
1.30; for .the fourth, $1, 20; and for the fifth, $1.10. ; 


* * * 





BRAZILIAN COMMISSION SURVEY John Abbink has been appointed 
TO START IN SEPTEMBER Chairman of the US Section of the 
Joint Brazil-US Technical Commis- 
Sion to Brazil and will serve as co-chairman with an as yet 
unannounced Brazilian representative. Mr. Abbink, chairman 





of the Board of McGraw-Hill International Corporation, Publishers, 


recently served as adviser to the US Delegation at the iui Con- 
ference in ‘Habana, ee i ie | y : 

The Commission, ‘which expects: té arrive; ib Rio de: ‘Sendire 
. about:September,; will undertake 4 four to six months! study of 
_ Brazil's»resources and potentialities for “economic: development. 


. The terms of :reference provide - ‘for’ broad recommentatsctis on 


ae measures 
* UNCLASSIFIED 
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measures to facilitate Brazil's development with particular 
attention to natural and capital resources, labor supply, fiscal 
and banking matters, domestic and international trade, and the 
position of Brazil in the world economy. The Commission will 

not evaluate individual projects nor determine the need of Brazil 
for foreign loans. 


Presumably the Commission will study the Brazilian five-year 
national development plan which involves an expenditure of the 
equivalent of $860 million for expansion and improvement in the 
fields of health, food, transport and power. Known as the SALTE 
Plan, the program, details of which are still fairly unpublicized, 
proposes little borrowing other than possibly $152 million for 
electric power development. The Plan envisages no undue burden 
on the economy. It does propose a revision of the customs tariff 
and an obligatory export tax or forced loan on exports. Accord- 
ing to a British analysis this assertion of no strain on the 
economy does not seem to be entirely accurate inasmuch as addi- 
tional measures to finance the plan undoubtedly will be required. 


UNCLASSIFIED 
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ECONOMIC SURVEY TO BE The first session of the Economic Com- 
MANE OF CATIY ANERICA mission for Latin America, which met in 
oS Santiago in June, resulted in actions 
generally acceptable to the US. The principal action taken was 
to request the Executive Secretary to make a general economic 
survey of Latin America which will follow the form of the survey 
made by the Secretariat of Economic Commission for Europe. It 
is to take account of the needs of Latin American countries, 
their development, and strengthening their economic relations 
with the rest of the world; to study agricultural activities, 
including pastoral, forestry and fishery production; industrial 
and mineral production; power resources; machinery and equipment; 
distribution and transportation; relevant commercial and financial 
activities; to analyze trade relations within Latin America and 
with the rest of the world and to study the main characteristics 
and problems of the economic structure of Latin America. It will 
also include the possibilities of a Latin American customs union, 
information on existing free ports and free zones, data on crop 
insurance, inflation in Latin America, import and export prices 
and the consequences on balance of payments, information on 
measures to insure export and marketing of the products compris- 
ing the main economic resources of various Latin American coun- 
tries, and relationship between the economic rehabilitation of 
"Marshall Plan" countries and the economic development of Latin 
American countries. It was decided that, if it is agreeable to 


the 
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the Inter-American ECOSOC, a joint questionnaire would be pre- 
pared by ECLA and IA-ECOSOC which will be sent to Latin American 
countries and will serve as a basis both for the Buenos Aires 
Economic Conference and for the ECLA survey. A decision as to 
the permanent committees or commissions to be established under 
ECLA will await completion of the survey. 





The Executive Secretary was also asked to ascertain whet 
facilities are already available to supply technical assistance 
to Latin America and to determine in what respects further as- 
sistance is required. The International Monetary Fund will be 
asked to study the establishment, as a transitional measure, of 
machinery for multilateral compensation of payments among Latin 
American countries and between them and the rest of the world. 


With regard to other agencies, it was decided that the ac- 
tivities of ECLA and the Inter-American ECOSOC should be closely 
coordinated and a resolution was passed providing for exchange 
of documents and continuous liaison on the secretariat level. 

A joint working party is to be established with the Food and 
Agricultural Organization which will study, particularly, the 
Supply to Latin America of agricultural requisites, such as 
fertilizer. IRO was requested to collaborate with ECLA, and 
the Latin American survey is to include imnigration matters. 
The Conference did not pass a resolution on ECLA cooperation 
with the Caritbean Commission, but postponed the decision to 
a later session. 


ECLA took note that the problems of transport affecting 
Latin America are of exceptional importance; stated that the 
problem of "fair freight rates for the fore*gn trade" of Latin — 
America must be furtr:er studied; and recommended to ECOSOC that 
the Transport and Communications Commissio:: ne requested to make 
a further study of the matter. ECLA also suggests to ECOSOC that 
the Statistical Commission and the Statistical Office of UN give 
Special attention to the assistance which the governments of 
Latin America require with respect to the improvement of Latin 
American statistical methods. 


Tne US position on the ECLA report at ECOSOC will be that 
ECOSOC should taxe note of the report and express satisfaction 
with the machinery for coordination between ECLA ard IA. ECOSOC; 
that note snouid be taken of tne statistical recommendation and 
that tne matter of freicht rates should be referred to tne Trans- . 
port and Communicetions Commission. As to iniand transport, cur 
position wiii be thet ECOSOC should decide that ECLA, rather than 
the Transport and Communications Commission, shali carry out the e 
necessary study, and, if further action is required, a meeting of 
transport experts in Latin America might be called by ECLA. 


The next session of ECLA is scheduled for Cuba at a date yet 
to be fixed in the first six months of 1949, 
oe 
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COPENHAGEN CONFERENCE CONSIDERS Tne European Regional Broadcast- 
GERMAN BROADCASTING FREQUENCIES ing Conference, now meeting in 

- Copenhagen, will assign. standard 
band broadcasting frequencies to all Europe, including the four 
zones of Germany. As an occupying power in Germany, we are par- 
ticularly interested in seeing that sufficient frequencies are 
allotted to meet our occupation needs. At a preliminary confer- 
ence of experts tn Brussels early in May it became evident that 
the majority of European nations are eager that radio frequencies 
be taken from Germany and assigned for the use of their own coun- 
tries, and it appears that there is a movement to aesign only two 
frequencies for each zone in Germany.. : 








Our occupation authorities consider this entirely inadequate 
for our needs, and have asked for 15 frequencies for the US zone. 
This would allow: 1) a vigorous reorientation program to strength- 
en democratic forces in Germany and to counter effectively Soviet 
propaganda, such programs to be carried increasingly by overt 
stations of military government; 2) broadcasts to US forces 
stationed in Germany; 3) re-establishment of deeentralized German 
radio services 6n laend level in accordance with the principle of 
federalization; and 4) relay of the Voice of-America foreign lan- 
guage broadcasts by powerful medium wave station to all of Europe. 


We are especially anxious to obtain support for our require- 
ments from the British and French, as the other western occupying 
powers, and because they are voting nations at the conference, 
whereas we attend only in observer status. While they are anxious 
for our three countries to present a united front at the confer- 
ence and fear division might be exploitec to-the advantage of the 
Soviets, they are unwilling to Support our demands and do not wish 
to request that many frequencies for their own zones. They are 
unwilling to assign frequencies to Germany which would permit that 
country in the future to broadcast to the rest of Europe and they 
also believe that Germany, as a defeated nation, should not receive 
the number of frequencies equivalent to the pre-war Lucerne plan. 


In lieu of the 15 frequencies requested by the US, the French 
and UK have urged us to accept an earlier Dutch proposal for the 
allocation of the two medium-wave frequencies for each zone, with 
the US to receive an additional one for troop broadcasts. The UK 
conceded to this on the grcund that the US cannot, like other 
European powers, resort to the use of domestic wave lengths but 
Stipulated that this additional frequency must not revert to 
Germany upon withdrawal of US troops. The UK has been unwilling 
to consider further concessions on the ground that, in view of 
the limited German reservoir and the demands of smaller nations, 
pressure for additional allocations by one power would result 
in a general rush for additional frequencies, with the UK and 


France 
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France expected to meet the deficiencies out of their own allot- 
ments. The British fear that US insistence upon our present 
demands will jeopardize not merely the success of the conference 
but will invite chaos to the European frequency system, 


While recognizing the merits of the UK arguments, we feel 
that the UK-French proposal would actually be detrimental to 
our interests in Germany and is therefore unacceptable. The con- 
cession of one additional wave length for troop broadcasts in no 
way compensates for the multiple advantage accruing to European 
powers from mere propinquity, which permits them to use home radio 
frequencies and facilities to accomplish their objectives in 
Germany whereas the US is dependent on German installations. In 
view of the wide discrepancy between our demands and the UK-French 
plan, as well as the weakness of our position as a non-voting 
participant, further compromise proposals have been suggested 
to General Clay for his consideration. 


SECRET 
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ADVISORY COUNCIL OF fhe International Bank for Reconstruction 
WORLD BANK TO MEET and Development has announced that the first 
annual meeting of its Advisory Council will 
be held in Washington from July 19 to 23. Chaired by Sir Arthur 
Salter, British economist, the Council is composed of prominent 
men from various member countries representing banking, commerce, 
industry, labor, agriculture, science, economies, and other 
spheres. According to the Articles of Agreement of the Bank, 

the Advisory Council's function is to advise the Bank on matters 
of general policy encompassing global economic and financial 
problems, with particular reference to matters concerning member 
countries, 





The Council consists of ten members selected by the Board 
of Governors to serve for a term of two years and is required 
to convene once a year. 
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NEW TRICTIVE CIVIL AIR POLICY fThe President last week 
VIS-A-VIS USSR IND SATELLITES — signed our new civil avia- 

7 ‘tion policy toward the USSR 
and its satellites. It aims at containing the civil air opera- 
tions of those countries within their orbit until they open 
their air space to outside states interested in operating in 
the Soviet area. ° a 





UK support of our new policy is deemed vital to its 
success and discussions are now under way in London to. solicit 
their cooperation. Successful implementation will also depend 
on the amount of cooperation we receive from other governments 
in denying access to satellite air carriers over their terri- 
tory. However, the substance of our new policy will not be 
divulged to any other governments until our talks with the UK 
are concluded and then only in accordance with specific 
instructions from the Department. 


Reasons For Tighter Policy In the first phase of our 
post-war civil aviation policy--from 1945 to the summer of 


1947--we actively pressed both the Soviet Union and the satel- 
lites for the conclusion of normal bilateral air transport 
agreements. We were completely unsuccessful except for 
Czechoslovakia, which signed an agreement with us in 1945 
before Communist control. Also Russia steadfastly refused. 
to join the International Civil Aviation Organization. As 

a result of those failures, we reviewed our policy in the 
fall of 1947 and since early 1948 we have followed the policy 
of taking no initiative ourselves with these countries, but 
considering on their merits approaches made to us. (See 

page 1, December 22, 1947 issue of Current Economic Develop- 
ments. In spite of our willingness to negotiate reciprocal 
agreements, none were,concluded, and the Soviet attitude was 
exemplified in the abrupt termination of Hungarian negotia- 
tions. (See yeas 8, May 10, 1948 issue of Current Economic 


Developments 


The Communist coup in Czechoslovakia, together with the 
increasingly aggressive Soviet policy aiming at the exclusion 
of US aircraft from Soviet controlled areas, called for 
reconsideration of our interim policy. Furthermore, while 
denying foreign air operations over the territory of the 
USSR, and to a large extent over the territories of their 
satellites, the Russians have sought every means possible 
to obtain the right for themselves or their satellites to 
operate in the air space of other countries, and through the 
device of mixed companies or Communist domination of national 
airlines in satellite countries, Russian crews and police 
agents are placed on planes and gain experience in flying 
outside the Soviet orbit. 


, New Policy 
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New Policy The new policy provides that we shall seek 
to restrict the civil air operations of the USSR and its 
satellites to their territory until transit and commercial 
landing rights are granted, on a reciprocal basis, in USSR 
territory to civil air carriers of the US and other states 
outside the area of Soviet control which desire such rights. 


To implement this policy, we will take no further initia- 
tive for concluding bilateral air transport agreements with 
the USSR or its satellites. We shall also seek informal 
assurance from the countries of Europe and the Near East which 
have air transport agreements with the satellite countries that 
they will take steps to prevent the further exercise of satel- 
lite rights urder these agreements, provided we agree to take 
similar action. In any case, we will take prompt steps to 
prevent the further exercise of Czech rights under the US- 
Czechoslovak bilateral transport agreement. For the present, 
it is not intended to cancel this agreement but rather to 
rely upon the authority and intent of the Civil Aviation 
Board to deny to the Czechs a permit. to operate a. trans- 
Atlantic service to the US. Czechoslovakia has the most 
extensive system of routes operating over countries outside 
the Soviet orbit of any of the satellites. On the other hand, 
it limits the western countries to air access at Praha, at 
the extreme western end of the Soviet area of domination. 


Appropriate UK.and French authorities will be requested 
to suspend permits which authorize the civil air lines of 
satellite countries to overfly their occupation zones in 
Germany and Austria and to refuse such permits to other } 
satellite states with the assurance that we shall do likewise. 
Upon satisfactory assurance from the UK and French authori- 
ties, we shall instruct our occupation authorities to suspend 
permits authorizing Czechoslovakia's civil air line to over-: = 
fly our zones and to continue refusing the grant of such. | 
permits to any other satellite states. At the same time we 
shall insist upon an interpretation and enforcement of 
Presidential Proclamation 2776, placing restrictions on the 
sale and export of aircraft, engines, spare parts, and elec- 
tronic equipment used in connection with aircraft operation, 
which will insure that the USSR and its satellites will be 
unable to obtain such eyguipment from the US-or from areas 
under US control. Informal arrangements will be sought with 
other countries, particularly the UK, France,: the Netherlands, 
Switzerland, Italy and Sweden, to effect like restrictions, | 
including denial of the use of facilities for’ overhaul, — 
refitting and maintenance of Soviet and satellite aircraft. 
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‘jf of these measures should be carried out, as far as 

» in a manner sufficiently flexible to admit of their 
pS and inconspicuous retraction to the degree that they 
mignt-be successful in inducing the Russians to take a more 
liberal attitude toward the operation of western carriers in 
the USSR and the satellite area. So long as the present 
situation regarding Finnish-Soviet integration remains ~— 
unehanged, Finland shall not come under these restrictions. 





* * * 


US DELEGATION LEAVES Danube Conference arrangements have 
FOR DANUBE CO E now been completed and our delegation, 
| headed by Ambassador Cavandish W, 
Cannon, left for Belgrade this week. The US delegation will 
meet with the UK and French delegations in Paris for pre- 
conference discussions of Danube problems. These talks are 
being held at our suggestion and we plan to explore frankly 
and completely problems that are apt to arise in the conference 
in order to coordinate our positions, The UK and French have 
to date maintained that unless a new convention is unanimously 
accepted the terms of the 1921 convention should prevail. 
Our delegation will then proceed to Vienna for consultation 
with US authorities in Austria and probably also with. the: 
Austrians before going to Belgrade. 


OMGUS Recommendations Ina final appraisal of factors 


bearing on the conference we requested the comments of our 
military authorities in Germany and Austria on conference 
matters affecting German ano Austrian inter-sts both during 
and after the period of occupation and their views on any 
possible means of obtaining a working arrangement with the 
Soviets to permit limited resumption of Danube traffic. We 
were also interested in their views toward the establishment 
of an upper fluvial commission in which Austrian and German 
interests could be appropriately represented as a counter- 
balance to a satellite commission, in the event agreement is 
impossible or a new convention is unacceptable to the Austrians. 


OMGUS feels that there should be stipulations to provide 
for complete freedom of movement and safety of crews and car- 
goes with straight de facto reciprocity; that limited resump- 
tion of traffic could be based on reciprocal exchange with 
German and Austrian participation in all movements on an 
equal basis with the originating country; and that rights 
provided for under the 1921 convention should afford general 
protection of German interests. OMGUS believes the establish- 
ment of an upper fluvial commission would have little practical 
value and should be considered only as a last resort. 


Legation 


DECLASSIFIED FOR PUBLICATION IN FOREIGN | 
RELATIONS OF THE UNITED STATES ; 

















SECRET BEST COPY AVAILABLE 


wit« 


Legation Vienna reports that the Austrian Government is 
accepting the invitation to the conference on a consultative 
basis but will probably reserve its position in view of the 
inability to participate on an equal basis with other count- 
ries at the conference and would entertain projects such as 
an upper fluvial commission only after termination of military 
occupation. In general, Austria will want the broadest 
possible basis for internationalization of the Danube to 
avoid later being outvoted by the satellites. 


Probable Position of Eastern European States Our East- 
ern European:missions have submitted appraisals of the posi- 
tions that the satellite governments may take at the confer- 
ence as well as all available information concerning the type 
of convention envisaged. Embassy Praha expects the Czech . 
delegation to be unassertive and to follow the Soviet line, 
with probable coolness toward the Yugoslavs. While there is 
no official information of the intended Rumanian position, 
Legation Bucharest expects that they wil] insist that control 
of ‘tthe Danube is within the province of the riparian states, 
though international control of the river would be accepteble 
in principle if, other world waterways, such as the Panama and 
Suez Canais, were likewise put under international control. 
The Rumanians undoubtedly will give lip service to freedom 

of navigation but in effect will seek to insure the river's 
control by the USSR and Sovicet-dominated states. Legation 
Budapest believes that the emphasis in satellite policy will 
be on the political implications of the Danube rather than 

on technical or legal questions concerning freedom of traffic. 








Embassy Moscow, in commenting on the probable USSR 
position, says it is clear that the Soviets will not accept 
the unanimity voting principle and points out that, even if 
‘the present Tito-Cominform rift should result in Yugoslavia 
voting in some instances with the western powers, the USSR 

‘would still have an effective majority of six against four 
'  ginee Austria attends only in a consultative capacity. The 
Soviets will undoubtedly continue to oppose the establish- 
ment of any Danube regime providing for representation of 
non-riparian states and will probably develop their previous 
argument that imposition of any such international regime - 
would be an act of imperialism impinging on the sovereignty 
of riparian states. They will probably suggest that, if the 
principle of an international pagine is valid, it should 
also be applied to the Suez and anama Canals. 


US Positi Our delegation will be guided by a set of 
general principles which are projected upon the premise that 
we do not have a major long-term interest in the Danube per 
se but will assist in every way in the working out of a 


regime 
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regime to safeguard the principles of freedom of navigation, 
thereby buttressing US economic reconstruction policies in 
Europe: as a whole by facilitating East-West trade. We will 
suppert and press for Austrian membership on the new regime 
irrespective of a treaty settlement and in any case will 
want temporary membership on the regime in behalf of the US 
zone of Germany. In pursuing our objectives we shall take 
the lead in matters of principle, leaving to the members of 
previous Danube regimes the initiative on: questions of 
practical river administration. In general, we will support 
non-riparian "western power" membership on the new regime. 
While not seeking membership for ourselves, in the event all 
powers mentioned in the CFM resolution are to be members, 

we will aecept membership. We will support and possibly 
initiate some tie-in with UN. We will not admit.that the 
riparian states of the lower Danube exercise any control of 
the upper Danube prior to settlement of the Austrian treaty. 
or before acceptance by other riparian states of Germany or 
the occupying power as a full member of any new regime. 
While we will take no initiative regarding the reservation 
of the rights of other powers under previous conventions, we 
shall support their position in a general way by citing 
international law and practice. 


‘Our delegation has taken a proposed draft convention, 
incorporating basic points essential for US signature, 
which will be submitted to the conference in the event 
agreement is reached in principle and it is decided to 
draft a new convention. 


* * * 


EAST-WEST TRADE Views on Control of ERP Country Exports 
UNDER REVIEW to Soviet Orbit - The Department and ECA 
' have agreed that it is necessary from a 
policy standpoint to interpret somewhat more broadly than 
legally required the Economic Cooperation Act provisions 
(Section 117 /d/) with respect to the control. of exports of 
security significance from ERP participating countries to 
the Soviet orbit. Therefore, the US will seek by negotiation 
to secure agreement of the countries participating in the 
European Recovery Program to prohibit the export to the 
Soviet orbit of the same list of commodities the export of 
which is prohibited from the US for security reasons. This 
list will be confined to those items which, on the basis of 
best available intelligence, are important to the Soviet 
war potential and whose denial to the Soviet orbit by the 
US and participating countries will have. a material effect 
on Soviet strength. The list must also take into account 
the importance of any such items in East-West trade, since 


denial 
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denial to the Soviet orbit might not result in net advantage 
if it caused a material reduction in the East-West flow of 
goods important to the Recovery Program. The preliminary 
list now being used for US export control purposes is under 
active and thorough review to obtain a more precise and more 
limited control in light of these objectives. Negotiations 
with Recovery Program countries regarding this policy will 
be under the general direction of Ambassador Harriman, acting 
for ECA and State jointly. It is understood that further 
revision of the export control list may be necessary on the 
basis of negotiations with OEEC countries, in terms of its 
effects on East-West trade. 


uid Pro Quo Trading Arrangements - In response to the 
Commerce Department's request for our views on guid pro quo 
trading arrangements between private US firms and the Soviet 
Union, the Department has stated that it does not favor the 
linking of specific export licenses with specific imports 
from the Soviet Union. In granting licenses on a guid pro 
quo basis, the Department feels that the US might find itself 
in a position of formalizing negotiations on a government to 
government basis in order to maintain a guid Bro gue relation 
in trade. The Soviet Union is much better equipped to control 
its trade than is this government. We are, therefore, anxious 
to avoid regularizing a barter procedure which would give a 
bargaining advantage to the USSR, while laying ourselves open 
to charges of discrimination from US exporters, weakening our 
ability to obtain an adequate flow of critical materials to 
the US, and surrendering to the Soviet Union the initiative 
in determining to what extent we aid the war potential of 
Eastern Europe, 


Prohibited List Under Review - Regarding the general 
aspects of the policy governing the granting of license: 


for exports from the US to Eastern Europe, the Department 
expressed to Commerce the hope that further steps can be 
worked out to reduce the delays resulting from the present 
inverdepartmental clearance procedure and that the revised 
shortened list of items whose export is to be prohibited can 
be prepared promptly. We feel that the revised shortened 
list of export items to be prohibited for security reasons 
should have reference solely to the effect on the Soviet 
economy. The control of exports of short supply items and 
the channeling of scarce goods to countries participating 
in the Recovery Program should continue to be handled as 
separate programs. 





We feel it is essential to recognize that the welfare 
and development of the US and the countries friendly to it 
takes precedence over efforts to weaken potential enemies 
in any case in which these purposes conflict. Our concern 
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centers on: 1) the need to secure simtlar export controls on 
the ,.part of Recovery Program countries without such interfer-. 
encé with their exports to Eastern Europe as would retard their 
recovery and increase the cost of the program by reducing the 
volume of essential goods: they could secure from Eastern | 
Europe; 2) the effect the application of export controls will 
have on imports into the US of goods from Eastern Europe which 
are of high strategic importance or are useful to the function- 
ing of our domestic economy; and 3) the fact that export con- 
trols as currently applied may be held to violate treaty and 
executive agreement commitments into which the US has entered 
with Eastern European countries. We feel the shortened revised 
list of prohibited items for export would be particularly help- 
ful in meeting the problems raised in points 1 and 2. However, 
it is not irrelevant to point 3, since a number of our inter- 
national commitments contain exceptions in cases where security 
interests are involved. 


* * * 


US-YUGOSLAV CLAIMS Agreements between the US and Yugoslavia 
SETTLEMENT SIGNED providing settlement for American property 
nationalized in Yugoslavia and for other 
outstanding pecuniary claims between the two governments, and 

for settlement of the lend-lease accounts and for pre-UNRRA aid 
furnished to Yugoslavia by the US were signed in Washington July 
ame (See page 2, June 2, 1948 issue of Current Economic Develop- 
ments. : 








The signing of the agreements, originally scheduled two 
weeks ago, was postponed pending arrival in Washington of the 
Deputy Finance Minister who had been given authorization to sign. 
There were several provisions in both agreements that the Yugo- 
Slavs wanted modified. They asked for an extreme provision on 
the assumption of liabilities by nationalized firms which would 
have required that all former US owners of nationalized property 
assume present obligations of nationalized concerns to nationals 
of other countries. We were able to get this request watered 
down so that the former owners assumed the obligations only if 
the debt were incurred for their personal benefit, rather than 
for the benefit of the nationalized enterprise. The burden of 
proof will be upon the Yugoslavs to show that the benefit was 
personal, except where the obligation was incurred prior to the 
time the claimant became an American national, in which event 
the claimant will have the burden of proof. In addition, the 
Yugoslavs finally agreed to recognize the obligation of the 
Successor enterprises created by it with respect to valid debts 
which were incurred prior to nationalization for the benefit of 
the enterprise, even though the debt may have been incurred in 
the name of the American owner rather than in the name of the 
enterprise. | 
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The Yugoslavs also asked that any moneys remaining out 
of the $17 million after all US claims are met be returned to 
Yugoslavia. Since we do not anticipate any funds remaining 
after all claims are met, we agreed to the inclusion of such 
@ provision. At our request, the Yugoslavs agreed to drop the 
provision on dual nationality which would have provided that 
these persons having both US and Yugoslav nationality would 
not be covered by this agreement but must apply for compensa- 
tion in Yugoslav courts. While this benefits the Yugoslavs 


insofar as these claims will now be met out of the $17 million, 


we were anxious to avoid creating a precedent excluding dual 
nationals from participation in lump sum settlements. 


On the lend-lease agreement, the Yugoslavs particularly 
wanted to redraft the waiver provisions so that they could 
still lay claim against us for ship charter hire during the 
war. We did not agree to this request and the original pro- 
vision was retained. However, we did accede to their request 
to except from the waiver provisions, military payment certi- 
ficates and certificates of credit balance which our military 
forces had issued to Yugoslav nationals during the war when 
they performed services for the US Forces or were "assimilated" 
POW's. Apparently because of the current Yugoslav situation, 
the Yugoslavs asked us to soften the provision on return of 
naval vessels so that they would not be obliged to return these 
craft immediately and thereby weaken tireir military position. 
While we could not do this under US legislation, we did agree 
to adopt the wording of 2 comparable provision in the Nether- 
lands lend-lease agreement, which seemed preferable to the 
 Yugoslavs, althcugh its effect from our standpcint is the same. 
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US AND UK.SIGN FINAL On July 12, 1948 the US and UK signed 
WARTIME SETTLEMENTS agreements representing a2 final settle-.. 
ment between the two countries of lend- 
lease, surplus war property and other wartime claims. One 
agreement reduces the net obligation of the UK under the 
Agreements of March 27, 1946 from $650 million to $622.5 mil- 
lion and provides that the US give up its right to the proceeds 
of cértain lend-lease resales for a consideration of $7 million 
from the UK. . The other deals with the disposal of joint in- 
StAallations in the Middle East providing for a division of the 
proceeds and the manner of payment. 





The US-UK 
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The US-UK Agreements of 1946, which covered the major 
problems of settlement for lend-lease, reciprocal aid, surplus 
war property and wartime claims, provided for a total ‘UK 
obligation of $650 million. This amount included an estimated 
$118 million as the excess of US lend-lease pipeline to the 
UK over the reverse pipeline. This estimate was subject to 
a future accounting adjustment which has now been made in 
the present agreement, reducing the UK obligation in this 
connection to $90.5 million, and resulting in a reduction 
of the total obligation to $622.5 million. 


This agreement also provides for the settlement of all 
other US-UK wartime claims, many of which were not covered 
in the 1946 agreement, with the exception of claims of the 
Maritime Commission, Reconstruction Finance Corporation, 
and the Commodity Credit Corporation. In addition, the 
agreement modifies the Military Holdings Agreement to the 
extent that the US gives up its right to the proceeds of 
retransfers to third governments, sales for civilian use and 
sales of scrap in return for the payment of $7 million by 
the UK, but retains the right to recapture lend-lease military 
equipment and the requirement that its consent be obtained 
on retransfers. 


The second agreement applies to the disposal of instal- 
lations in the Middle East in which each of the two govern- 
ments has a financial interest. The shares of each govern- 
ment in the proceeds of future disposals is to be proportion- 
ate to its contribution to each installation and will be 
paid in the currencies received in each case. The net balance 
of past disposals and the manner of payment is left for later 
determination. 


UNCLASSIFIED 
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WIDER COMPANY PARTICIPATION Recently we discussed with 
IN MIDDLE EAST OIL FAVORED the American Independent Oil 

| Company, which last month 
obtained a concession covering Kuwait's undivided half interest 
in the Kuwait neutral zone, our interest in widening company 
participation and the areas of competition in the development 
of Middle East oil. Similar discussions with other companies 
which have interests in the Middle East are planned in the 
near future, . me, 








Development 
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Development of oil in the Middle East, which has greater 
proved petroleum reserves and potential production than any 
comparable area of the world, is at present in the hands of 
a relatively few large companies. Interlocking relationships 
of the companies are not conducive to the furtherance of our 
economic foreign policy goals in that they may inhibit the 
most rapid develop..ent of Middle East petroleum resources 
and tend to preclude the establishment of competition in 
the marketing of petroleum products. Moreover, the absence 
of independent interests in the area renders the companies 
vulnerable to charges of monopoly which have been emanating 
from both foreign and US sources, 


In discussions with the representative of AMINCO it 
was noted that since the Arabian American 0il Company 
(ARAMCO) already holds the concession to Saudi Arabia's 
undivided half interest in the zone, satisfactory arrange- 
ments will have to be worked out between the two companies 
before operations can begin. We urged the establishment of 
a relationship which will maintain the maximum independence 
of operation. The AMINCO representative indicated that his 
company has no intention of limiting its independence in any 
material respect in making arrangements with ARAMCO. 


In addition to the AMINCO concession in the Kuwait 
neutral zone, there are indications that new companies will 
have opportunities to assist in the development of Middle 
East oil. The Department intends to take advantage of every 
opportunity to encourage such participation. It is believed 
the following situations may lend themselves to new company 
developments 1) Under terms of the Arabian American Oil 
Company's concession covering much of Saudi Arabia, ARAMCO 
is expected from time to time to relinquish certain of the 
area covered by its concession which could then be granted 
by the Saudi Arabian Government to other companies. 2) It 
is also possible that Saudi Arabia may grant a concession to 
submerged oil lands in the Persian Gulf to a joint British 
and American company, although ARANCO may secure a clarifica- 
tion of its concession indicating rights to the submerged 
preas. In the near future, the Department intends to encourage 
AREMCO to accelerate, and give publicity to, the relinquishment 
of areas under the terms of its concession in Saudi Arabia. 

If a company other than ARAMCO takes the concession to the 
submerged oil lands, the Department will inform both that 
company and ARAMCO that it is the government's policy that 
the new company should undertake and maintain operations 
independent of companies now holding concessions in the 


Middle East. 
* * * 
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HINESE Coincident with the declining 

ONT IL NUS prestige and authority of the 
aaa ai National Government of China, 
the Chinese financial situation continues its process of 
deterioration which in the last few weeks has moved at. an 
accelerated pace. The increased inflation, attributed in 
some circles to the release of billions of new notes to 
finance military expenditures and to skepticism over the 
Government's reports of a victory in Honan Province during 
the first part of July, threatens collapse of the currency 
which could precipitate a grave political crisis. 






\ 





During the first part of July Consulate General Shanghai 
reported an increase in the volume of notes in circulation 
in China, and even more disturbing, a rapid increase in the 
velocity of their circulation. The outstanding note issue 
increased from just under 150 trillion on June 5 to over 200 
trillion on July 7, while the rate of turnover per month 
increased from 10 to 15 times as of July 3. The latter rate 
represents an increase of 50 percent in a two-week period. 
Meanwhile, the July 9 black market rate of CN 8.0 million to 
the. US dollar bore little relation to the official rate of 
around CN 474,000 to US $1. | 


On July 15 the announced cost of living index in 
Shanghai showed a rise of 94.4 percent over June 30 for 
workers and 91 percent for salaried employees. The Central 
Bank of China is rationing currency requests of appointed 
and commercial banks and, in turn, the commercial banks 
were said to be rationing their clients. 


With the statement on July 18 that "the recent acute 
shortage of notes has caused untold inconvenience to indus- 
trial commercial circles", the Central Bank announced the 
issuance of new CGU (Customs Gold Unit) notes in large denomina- 
nations replacing notes in circulation (One CGU equals 20 CN). 
Despite the continued rise in buck market rates and commodity 
prices on the day following this announcement, the measure 
has not thus far produced a violent spurt, partly due, it 
is epee. to the money tightening efforts of the govern- 
ment. 


In an attempt to restrict the money in circulation 
the Central Bank of China appointed a committee to direct 
the dumping of commodities in the market. These commodities 
are reported to be American aid commodities and BOSEY (Board 
of Supply of the Executive Yuan) goods. It is still too 
early to appraise the effect of this practice. 


The 
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The Generalissimo is reported to be studying an 
immediate currency conversion program. However, the pros- 
pect of a new program increases the alarm of observers who 
feel that this plan, when known, would result in the complete 
blowing up of paper currency prior to conversion, and thet 
collapse of the new plan would be inevitable once it became 
known that it also had no backing. The Chinese are being 
advised by a UK economist employed by the Central Bank of 
China as adviser to hang on for dear life until the new US 
Congress comes in and then to bend every effort to obtain 
an immediate stabilization loan. . 


The situation is not confined to the Shanghai and 
‘Nanking areas as reports from north and northeast China 
indicate similar inflationary pressures aggravated by the 
National Government's alleged discrimination with regard to 
relief and military supplies, allotment of foreign exchange, 
and other alleged restrictions. North China officials are 
embittered in their belief that the area has been abandoned 
by the National Government and that the US, sympathizing 
with this point of view, has not supplied them with needed 
supplies and aid. However, the proposed visit of the Chief 
of the EC4 mission for China to that area has created a 
good impression and raised North China's hopes. 
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ILO CONFERENCE £DOPTS Two new' conventions, one guaranteeing 
TWO NEW CONVENTIONS § freedom of association and the right 
of workers and employers to organize, 
and the other concerning maintenance of free public employ- 
-ment services, were approved by the International Labor 
Organization: {IL0) at its 3lst session just concluded in 

San Francisco and will be submitted to the 59 member states 
for ratification. Earlier international conventions concern- 
ing night work for women and young persons were revised to 
meet present conditions. 





The conference also agreed that points to be covered 
at next year's session, which is to be held in Geneva in 
June, 1949, would include consideration of international 
minimum standards governing vocational guidance, labor 
clauses in public contracts, full and prompt payment of 
workers' wages, and application of the principles of the 
right fo organize. They also asked that the question of 


international 
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international regulations requiring equal pay for work of 
equal value by men and women and a_ revision of a 1933 
convention on fee-charging employment agencies be given 
early consideration. 


For the first time since ILO came into being in 1919, 
the question of the guaranteed wage was also approved for 
discussion at future sessions. On the recommendation of 
its committee on wages and despite objections of employers' 
groups, the conference adopted a resolution noting the 
"desirability of progressively extending by means of 
collective agreements, awards of national laws, as appropriate, 
the application of the principle of a guaranteed wage to 
wage earners who are subject to temporary lay-off". Opposition 
was voiced by the US government delegation as well as by 
employers! groups. It was argued that the matter had been 
discussed in only two sessions of the wage committee; the 
resolution however, was carried by a wide margin. 


Of the record $5,215,539 budget voted for next year, 
which represents an increase of 11.46% over 1948, the US 
will be called upon to contribute approximately 18% as its 
share. 


Since the last conference, six new member nations - 
Burma, Ceylon, El Salvador, Pakistan, the Philippines, and 
Syria - have joinec, making a total of 59 members. Of 
particular interest to the US was the invitation to SCAP to 
send an observer delegation. Although the invitation came 
too late for representatives to attend this conference, 
SCAP hopes to participate in future ILO conferences. 


* * * 
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PRO F OUR MISSIONS I Representatives of our 
TE COUNTRIES DISCUSSED missions in Rome and in 

the Balkan satellite capitals 
met with Department officials in Rome the latter part or 
June to discuss various problems involved in the implemetita- 
tion of the Italian and Balkan peace treaties as well as 
certain broad economic problems, including the position of | 
US companies in eastern Furope, the possib’ lities and desira- 
bility of east-west trade, US civil aviation policy in that 
area and the use of tae Volce of America. 


Foliowing the Rome meeting, Department representatives 
met with British and French experts in Paris to exchange 
views on problems of common interest on economic questions 
of the treaties particularly in the field of property. The 
latter discussions were not as useful or detailed as we had 
hoped, the French representative was concerned chiefly with 
discussing problems of specific interest to France. He 
stated that the French were doing reasonably well in handling 
their nationalization and war damage claims, except in the 
case of Rumania. It was agreed during the tripartite talks 
to recommend to the respective governments that there be 
concerted action in putting pressure on Rumania to achieve 
settlement of our nationalization claims. Separate meetings 
were held with the British and these were more successful in 
arriving at a common approach to interpretations of the 
economic clauses of the treaties. 


The Rome conference was helpful in clarifying the 
problems faced by the various missions and in emphasizing 
the similarities and differences. Discussion indicated 
that conditions and the degree and techniques of Soviet 
domination and control vary as among the different satellite 
countries. While the conference did not make any recommenda- 
tion on this general subject, Department representatives in 
reporting to the Department on the conference expressed the 
opinion that this should be given considerr*ion in the 
formulation of policy and that the Department should make 
certain that policies are not formulated and applied uniformly 
except when uniform treatment is appropriate. 


There was unanimous approval of our new overall civil 
aviation policy toward the satellite countries. (See 


page 1, July 19, 1948 issue of Current Economic Developments.) 


A number of recommendations were adopted by the conferees 
and these are now being studied in the Department and 
when - on them are adopted, the missions will be 


On_the 
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Om the economic side the largest amount of time was 
devotese@e the Balkah treaties with less time being given 
to thetStet@an:treaty where discussion was directed toward 
pointe*ef2détail. 


Nationalization and Related Problems The conference 
first discussed the question of the usefulness of maintain- 
ing US interests in the Balkans as US economic outposts, and 
came to the conclusion that, with the exception of certain 
wholesale enterprises in Czechoslovakia, the maintenance of 
such interests for any purpose was rapidly becoming impossi- 
ble under present circumstances and could not, therefore, 
be a valid objective of policy. 








In the discussions on what technique should be followed 
in order to obtain the best possible compensation for US 
property in these areas, it was the general view that the 
most satisfactory settlement would be one based on the lump 
sum principle as exemplified by our agreement with Yugo- 
slavia rather than the type envisaged in the negotiations 
with the Poles which requiresvaluation of each individual 
piece of property by common agreement. It was also agreed 
that we should insist upon compensation in convertible « 
currency in all representations and that all settlements 
must provide for payment of a specified sum in a specified 
menner at a specified time. The possibilities of obtaining 
this type of settlement were believed to be generally rather 
poor because of our lack of effective bargsining points. 

Our only real bargaining point is blocked assets held in 

the US. While the assets of Yugoslavia were considerable 

and we were therefore able to reach an agreement satisfactory 
to us, the assets of other eastern European countries are 

not large and in most cases are smaller than our potential 


claims. 


During the discussions with the British and French in 
Paris it became evident that the western European countries 
are seeking to work out a pattern whereby compensation for . 
Claims can be satisfied in connection with trade arrange- 
ments... This would mean in effect that payment would be 
made out of export proceeds. Our trade does not lend itself 
to this sort of arrangement and the general adoption of this 
pattern by western Europe may make settlement of US claims 
more difficult. | 


It was the consensus of the Rome Conferees that, while 
we should maintain for the record our opposition to features 
in nationalization laws which discriminate against the US — 
by exempting Soviet property from application, it ts not 
worth the effort to take the cases through the disputes 
procedure of the peace treaties. 

It_ seems 
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It seems unlikely that satisfaction can be reach- 
ed om our war damage claims under the ‘treaties, 
especially since the treaties contemplate payment 
in local currency for which the claimants have no 
use when their properties have been nationalized as 
they have been in Rumania and Bulgaria. In effect 
our war damage claims become part of our nationaliza- 
tion claims, and it is contemplated that we will take 
them into consideration in arriving at a basis for 
settlement of nationalization claims. 


Secret Economic Agreements Also considered was 
the use that could be made of the secret agreements 
which some of the countries have made with the 
Soviets, copies of which have come into our possession. 
(See page 3, May 3, 1948 issue of Current Economic 
Development.) It was agreed that these agreements 
should be given the fullest publicity in the world 
press end over the Voice of America, showing that 
discrimination is involved in giving prefererences 
to Soviet companies and that the economies of the 
satellite countries are being robbed for the sole 
benefit of the USSR. The Department is giving con- 
siderable attention to the timing of the publicity 
and every effort will be made to contrast our Recovery 
Program to build up western Europe with the Soviet 
economic penetration of eastern Europe, which results 
in weakening the satellites. 





US-Baikan Commercial Treaties The conference 
discussed the question raised by tne fact that our 
present export control policy constitutes in effect 
a breach of our outstanding commercial agreements 
with almost every eastern European country. Particu- 
lar attention was given to a determination cf whether 
we should take the initiative in denouncing or re- 
voking these treaties. Since there are a number of 
previsions in these treaties, such as those relat- 
ing to consular rights, which it is in our interest 
to maintain, atid since a whclesaie renunciation by 
the US could be taken as a withdrawal and lack of 
US interest in the fate of eastern Europe, the con- 
ference recommended that no action be taken at this 
time with regard to commercial treaties. Instead, 
we should counter any protests from eastern Europe 
by pointing cut that any céuntry has the right to 
take export control action in the interests of 
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nationel defense. If the eastern countries make 

a propaganda offensive of this issue, the conferees 
recommended that we counter with the statement that 
controls are made in the interest of national defense 
and back this up with examples of discrimination on 
their part. It has not yet been decided in the 
Department whetner any reply should be made to pro- 
tests of this nature. 





Trieste The US Political Adviser in Trieste 
reviewed the problems corfronting vs in this area, 
emphasizing that it is extremely difficuit to main- 
tain, from the economic vtewroint, the present situa- 
tion where the annusl detici: is rumning in the 
neighborhood of 30 million lire. He pointed out that 
the most efficient edministration of Trieste would 
call for taking a series of fairly radical measures 
in the economic field whicn would cause difficulty 
by runnirig counter to the Italian 6--onom:: and 
financial pattern. It is believed that ECA funds 
earmarked for Trieste will permit planning by tne 
military authorities at least with regard to the 
economic reconstruction of Trieste. 


* * * 


INCREASE IN EYIMBANK LENDING When Congress recessed, 
AUTHORITY NOT TO BE PRESSED the House Committee 

on Benking and Currency 
had not yet taken action on the request for an in- 
crease of $500 million in the lending authority of 
the Eximbank which had been intended mainly for use 
in Latin America. This legislation is still on the 
Committee's agenda. Although the need for such 
legislation continues, the Administration probably 
wili not make any spscial effort to push its immediate 
enactment since, through repayments and cancellations, 
the Eximbank's loanabie funds are now expected to 
increase to around $800 million by the end of the 
year, as compared with approximately $500 million™ 
estimated at the time the President requested the 
legislation. 





Department and Eximbank officials are working 
on a statement for use in response to inquiries 
about this legislation. 


* * * 
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MEXICO TO ESTABLISH On July 22 Mexico announced the 
NEW EXCHANGE RATE unpegging of the peso, preliminary to 
its devaluation from the rate of 4.85 
to the US dollar at which it has been set since 1940. A 
new exchange rate will be set after consultation with the 
International Monetary Fund, by August 15 at the latest. 
On July 24 Mexican banks were buying dollars in the free 
market at the rate of 6.60 to the US dollar and selling 
them at 6.70. However Mexican anc Fund officials agree 
that, in view of speculative and other forces, the free 
rate is not a reiijiable indicator of an appropriate level 
for the final WYaluation of the peso. 








The manager of the Bank of Mexico indicated to our 
Embassy that the rate which would be set for the peso would 
have to be such as would assure that reserves will be re- 
built and to enable dollar payments on the public debt, 
British oil expropriation, Eximbank and US Treasury credits. 
The announced objective of the devaluation is to increase 
production, diminish imports and increase exports. 


In vie of Mexico's intention to adopt measures 
necessary to stabilize its economy, including the devalua- 
tion of the peso, the US is considering extending to Mexico 
the balance of $13 -..‘ion of the US Stabilization Credit 
and, perhaps, an ad cional sum. Mexico hopes that the 
International Mone ary Fund vill permit Mexico to start 
drawing on the $22-1/2 million for which it is eligible 
this year. 


Discussions between Mexicun officials and representa- 
tives of the US and International Fund are continuing. It 
has not yet been determined what effect devaluation might 
have on current negotiations for revision of the US-Meyican 

rade Agreement. 
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USSR INDUSTRIAL PRODUCTION The Gosplar announcement for the 
PERCENTAGES ARE ANNOUNCED second quarter of 1948 indicates 
that the production plan for all 
Soviet industry was fulfilled to 106 percent, compared with 
102 percent fulfillment for all industry for the first 








quarter. 
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quarter. All major ministries met their planned production 
for the seconc quarter, with 12 ministries claiming fuifill- 
ment by more than 10 percent compared with 4 ministries in 
this category in the first querter. The first querter report 
for the first time flatly stated thet “certain ministries... 
did not fulfill the plan for a number of important type 
products, covering the deficit by excess production of less 
impertant products." In this report Gosplan again censors 

the ministries failing to fulfill the production plan for 
imporvant indivicual products. 


Percentage increases in the output of individual products 
and totel gross production for the second querter of 1948 
over the second querter of 1947 taper from the unusually 
high increases attained during the first quarter. During 
the second quarter, gross production for all industry 
showed a 24 percent increase over the second quarter of 
1947, while in tne first quarter gross production wes 32 
percent over the first quarter of 1947. Among those commodi- 
ties production of which compares favorably with first 
querter increases are metallurgical equipment, tractors 
and agricultural machinery. Automobiles and trucks, special 
metal cutting tools and textile machinery represent other 
outstanding production increeses. 


Second quarter daily reilroad car loadings were estimated 
at 14 percent above the compcrable period last year, or a 
daily average of 93,840 car loadings compared to the 97,900 
prewat average. The one percent underfulfillment of the 
car loadings plan against the six percent overfulfillment 
in the industrial pian reflect an unhealthy disproportion 
in development of these factors. 


Capital construction continued to show improvement. 
The 26 percent increase during the first half of 1948 over 
the comparable pericd in 1947 represents considereble improve- 
ment over 1947's 10 percent annuel increase over 1946. 


The Soviet press has recently devoted much space to 
progress achieved in heavy industry, as well as to progress 
in increased production and cost reduction. At the same 
time the Soviet newspapers have complained of poor quality 
anc the wasteful consumption of raw materials by Soviet 
industry. 


* * * 
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countries including India, Pakistan, 
Iraq and Ceylon. The principal issue, involved in negotiations 
leading to these agreements has been the release of sterling 
from accumulated sterling balances: (1) for current expendi- 
ture in the sterling area, and (2) for conversion into dollars. 


India_and Pakistan The UK, India and Pakistan agreed 
jointly to the settlement of three transactions involving 
payment to the UK of £275 million for pensions and British 
military supplies and installations left in India, and payment 
by the UK to India of 855 million in liquidation of the joint 
cost of financing the war. These transactions reduced the 
blocked balances of both dominions from £1200 million to 
£980 million, approximately L600 million to India and b1i80 
million to Pakistan. Separate agreements were negotiated 
with the dominions on transfers of blocked sterling to free 
accounts and provisions for hard currency drawings. 





The agreement with India covers a three year period 
from July 1, 1948 and provides that no increase will be made 
in India's free sterling account of £80 million for this 
year. In subsequent years of the agreement India will be 
able to transfer up to £40 million annually from its blocked 
to its free account whenever the free balance falls below 
£60 million. 


The Indian hard currency @eficit for the vear beginning 
July 1, 1948 is estimated at 340 million, 0° which b25 
million can be met by drawing on the International Monetary 
Fund. Only &15 million will be convertible from India's 
sterling balances during the first year. The requirements 
of the next two years will be determined later. 


The financial agreement with Pakistan covers one year 
and provides for a release of & five million from its 
blocked account to its current sterling account. At the 
same time the working balance in the current account has 
been raised from £10 miliion to £12 miliicn, so that the 
effective release is oniy 53 million. Pakistan will limit 
its hard currency drawings to £5 million exciusive 
of other net Pakistan hard currency earnings. 


irag The UK and Iraq have extended for one year their 
hard currency agreement which expired on June 30, 1948. 
Under the terms of the new agreement Ir2q will have avail- 
able for current transactions 65.5 million in hard currency, 
including both Iraq's own earnings and drawings from the 
Sterling area dollar pool. ’ 


Ceylon 
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Ceylon The significant features of the Anglo-Ceylcn 
Financial Agreement of April 30, 1948 are as follows: 
1) part of Ceylon's sterling balances is blocked, and a 
specified amount is released for current transactions and 
working-balance purposes up to December 31, 1948; 2) the 
Agreement contemplates a net dollar contribution by Ceylon 
to + > atria area dollar pool of approximately $24 million 
in 1945.... - 
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COMMITTEE ON INDUSTRIAL The Interdepartmentel Committee on 
SECURITY FSTABl ISHED Industrial Security was established 

: | June 4, 1948 to keep under review 
the problems of industrial and technological security in the 
US. The Committee, which functions initially under the general 
direction of the State-Army-Navy-Air Force Coordinating Com-~ 
mittee (SANACC), is composed of representatives from State, 
Army, Navy, Air Force, Justice, Commerce, Interior and the 
Atomic Energy Commission, with consultants furnished by 
other appropriate agencies as required, and with a Department 
representative as chairman. It replaces, but with a broader 
field of responsibility, the Interdepartmental Committee on 
Unclassified Technological Information. 








On July 23 the Committee adopted terms of reference 
which outline its functions in studving and reporting to 
SANACC and other responsible agencies on industrial end 
technological security preblems. Specifically the Committee 
is to consider: 1) what US industrial, technological and 
scientific. information would contribute to the military 
potential of foreign countries or of a particular country; 

2) what countries should be subject to controls in their 
accession to such informations; 3) what controls, if any, 

over the dissemination of this information are necessary 

and practicable; 4) by what means and under what circumstances 
shovid such controls be applied or removed; 5) what would be 
the consequences of such controls in terms of enforcement, 
civil rights, the domestic economy, trade «nd information 
exchange with other nations and foreign poiitical relations; 
6) what controls, from the point of view of industrial. 
security should be exercised over aliens in thie US; 7) what 
measures should be taken to strengthen counter-intelligence 
activities in the field of security of industrial, technologi- 
cal and scientific knowledge within the US; and 83 what. are 


the opinions and advice of interested US corporations con- 
cerning the above problems. | 
ve Among 
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Among other things, the Committee is requesting officers 
in our Embassy in London to explore with British officials 
the problem of restricting the export of strategically 
veluable but unclassified technological information to 
determine what the UK has done or plans to do in this field. 
The Committee is also interested in learning whether there 
is a possibility of cooperation on this pruvlem within the 
British Commonwealth and among the Commonwealth and the 

riendly industrialized countries of the west. 


x « * 
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nomic divisions of the Department of State, and to indicate the economic prob- 
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SOVIETS PRESS FOR DANUBE REGIME Danube Conference developments 
ELIMINATING WESTERN INFLUENCE since. the opening session last 
| Friday give little hope that 
agreement can be reached on a convention. From the outset it 
became obvious that the Soviets planned to use the advantage 
given them by the presence of seven eastern European nations 
and only three western powers to direct the conference the way 
they want it to go, taking every ‘opportunity to stress their 
thesis that the Danube is the direct concern of riparian 
states and of no concern to outsiders. They clearly intend 
to make the position of the western powers as difficult as 
possible, push through their own proposals as rapidiy as they 
can, and use the conference as a propaganda forum for their - 
own aims. 





Vyshinsky, head of the Soviet delegation, is reported by 
the press to have stated that the conception that the conference 
would deal only with technical and economic questions is in 
grave error; that while those problems would be dealt with 
"the main problem before this conference is a political one." 

He stated that Danube control will be limited to the riparians, 
that Anglo-American interest in the river will be eliminated; 
and invited the western power delegations to leave the conference ~™ 
if they are not willing to abide by a majority decision. | 


A statement of the French delegate reserving rights 
under the 1921 convention provoked vitriolic comments from 
Vyshinsky, who said that it was delivered as an ultimatum to 
the conference to set conditions sine qua non for adherence 
to a new convention even before proposals for such convention 
were submitted for discussion. He argued that the 1921 con- 
vention is no longer in force since it was replaced by the . 
Danube articles of the peace treaties and, in fact, was 
already destroyed by the UK and France in concluding the 
Sinaia agreements with Rumania in 1938 without the consent 
of all signatories. Western powers, he said, now had the 
choice of accepting a new convention which the majority would 
work out at Belgrade or of losing its benefits. 


Rules of procedure, which have been adopted, include an 
article on voting which provides for a simple majority vote 
on all questions. The French suggested that a two-thirds rule 
apply on matters of substance. This actually tvould have made 
no difference in the outcome of the conference, as the Sovict 
bloc controls seven votes. This was immediately opposed by 
eastern representatives and the French withdrew their suggestion, 
which had not been submitted as a formal motion and did not 
come to a vote. Our delegation did not intervene in the dis- 
cussion since it did not wish to go on record in opposition 
to majority rule. 


The Soviet 
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The Soviet bloc was solid in opposition to Austriais 
request for full participation and voting rights in the conference, 
which the US and UK supported. Vyshinsky insisted thet our 
sponsorship of the Austrian request was a departure from the 
four power decision that Austria should attend only in a con- 
sultative capacity. The conference voted seven to two against 
a US motion to accept Austria as a full voting member. France 
abstained, stating that rules of procedure had not yet been ° 
adopted, , : 


Vyshinsky proposed Russian and French as the official . 
languages which would preclude an English text of any convention 
which might be concluded. Aithough English was unanimously 
adopted as one of the working languages, the Soviet proposal 
for only two official languages was adopted by ‘/seven to three 
majority. Our argument, that in earlier discussions of conference 
arrangements the Yugoslavs had indicated English would be an 
official language, was ignored completely. 


The Soviets have submitted a draft convention for a new 
Danube Commission with one representative f.om each Danubian 
state, except Austria, which would have a place after an 
Austrian treaty is signed. Western powers would be completely 
excluded from the Danube Commission administration. It would 
have broad powers of control over the river from Ulm, in Germany, 
to the Black Sea. Decisions of the Commission would be made 
on a majority basis, with five members constituting a quorum. 
The convention would have supervision over all trade regulations, 
all customs, and of sanitary. conditions on the Danube. It would 
establish a conciliation commission to handle disputes which . 
the Danube Commission could not resolve. The conciliation 
commission would be composed of Danube states not parties to 
the disputes and its decisions would be binding. The Soviet 
plan also calls for e special river administration to handle 
hydro-technical works and regulete navigation inthe area of 
the Iron Gate and the cataracts. Representatives of Rumania. 
and Yugoslavia would handle this special administration. 
Headquarters of the Danubian Commission would be established 
at Galati, Rumania, but could be transferred elsewhere by a 
decision of e majority of the Commission. 


The Soviet proposal would wipe out the 1921 convention 
and turn over all property of the agency created under its 
terms to the special commission administering the lower part 
of the river. Lip service is given to peace treaty provisions 
for freedom of navigation in the draft convention's provision 
thet all nations should have an equal basis in regard to port 
and navigation charges and conditions for merchent shipping. 


This 
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This is offset, hcwever, by giving the Danube Commission the 
right to establish all rutes of navigation. The Soviet draft 
specifically prohibits the use of the Danube waters by naval 
vessels of all non-Danubdian countries. 





While we had no real hope for conference success, Vyshinsky's 
opening blasts were surprising in that they came so early after 
the initial ceremonial session. In view of the possibility 
that the conference may come to a breaking point fairly soon, 
our delegation plans to submit a statement of the US position 
on major issues prior to any withdrawal from the conference, 
making basic western principles and objectives unmistakably 
Clear to the world. At the same time, our delegation will 
make a concerted effort to prevent the Soviets from maneuvering 
the western delegations into an open break on ostensibly 
procedural or legalistic matters rather than on the real 
issues of substance. Tnis plan has been discussed with the 
UK and french delegations, whose initial reaction of panic at 
Vyshinsky's "take it or leave it" ultimatum, has subsided. 

They have been urged to submit policy statements also, thus 
allowing us time for a more constructive and less emotional 
study of position and stretegy. The three delegations are 
prepared to consider carefully the draft convention offered - 
by the Soviets. It had been suggested earlier that the UK 
consider submitting its summary draft as an auxiliary working 
paper to the Soviet draft. Rather than submit the US draft 
as a single document, our delegation nay decide to advance it 
bit-by-bit cither as alternative articles or as amendments, 
with the thought that tnis technique should carry us along 
until the record clearly shows that if 2 break must come it 
would be on solid grounds of substance and principle. Our 
delegation also has put it strongly to the other western 
delegations that, as a group, we should avoid making any 
issue of minor points on rules of procedure which may come 
up for discussion et the conference. 





ECA LOAN PATTERN SET: MULTILATERAL Last week the National 
PAYMENTS PLAN ACCSPTED IN PRINCIPLE Advisory Council recommended 
the terns applicable to 

the ECA loan to the UK, which is expected to set a pattern for 
all other ECA loans. These terms provide an interest rate of 
2.5% and a maturity of no longer then 35 years. An interest- 
free period to June 30, 1952 is recommended with amortization 

of principal-postponed for a maximum period through June 30, 
195€. While no recommendation is made for a provision waiving 
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payments as was done in the 1945 loan to the UK, the NAC recon- 
mends inclusion of a postponement provision if the US and tne 
foreign country concerned agree that because of extraordinary 
and adverse economic conditions, the periodic payments of 
interest, principal, or both or any part thereof, would not 

be to their common advantage. In such circumstances the US 
could require payment of local currency in lieu of any payment 
of US dollars that would be otherwise due, such local currency 
to be available for use by the US as agreed upon by the two 
countries. 


These loan terms will be generally uniform for all partici- 
pating countries, although they may vary slightly because of 
unusual circumstances. No announcement is being mace of the 
decision but in due course all locn applicants villi be ecvisec, 
leaving the area of negotiation largely to the emount of the 
loan, length of maturity, and the period of waiver of amortiza- 
tion of the principal. 


Onlv one ECA loan has been negotiated to date end that 
was with Iceiend whereby it was agreed Iceland couid borrow 
$2,300,000 to buy US machinery, equipment and supplies to 
increase production of its fishing industry. This lesen was 
negotiated before the NAC decision and ititerest was set at 
3%, a point which may nov be reconsidered. The iosn is for a 
ten-year period and, since it is for a specific purpose and 
it has been estimated that it can be amortized during that 
period, it is not likely thet the maturity date vill be recon- 
sidered, 


ECA was authorized by Congress to make loans through the 
Eximbank in the amount of $1 billion. This is epproximately 
20% of the total funds available for the ECA program. Negotia- 
tions for loans have been going on with a number of the other 
participating countries and a loenegrant ratio for each country 
has been tentetively set for the first year. 


ERP Trade Financing Plan Last week a trade financing 
program was accepted in principle by the Organization for 
European Economic Cooperation (OEEC) end ECA in Paris. Detailed 
implementation remains to be worxed out end ECA representatives 
in Paris have been designated for discussions on this subject 
with a committee of six named to act for OEEC., The draft is 
now being studied by the Department, Treasury and ECA end will 
receive consideration by NAC. 





OEEC 
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OEEC acceptance of the principle of a multilsteral pay- 
ments plan is regarded as a most important step by the partici- 
pating countries in the solution of the problem of financing 
intra-European trade. The accord will allow the expansion of 
trade and pave the way for greater production. 


The plan reportedly proposes that the participating 
countries should immediately negotiate for the consolidation 
of outstanding debts, and suggests that the participating coun- 
tries allocate specific amounts of their currencies which would 
be available when required in the form of either grants or 
credits, as agreed among the countries involved. Grants should 
be linked with the distribution of US aid and should be based 
on the estimate of trade and. payments for each country for the 
whole fiscal period of 1948-49. These estimates should include 
ali the anticipated trade and the payments of each individual 
country with the Western Hemisphere and with other participating 
and non-participating countries. Countries whose ‘iestern Hemis- 
phere deficits are larger than their overall deficit should 
receive their dollar aid in the form of a direct dollar alloca- 
tion ecual to their overall deficit with the \.estern Hemisphere 
and participating countries, and a conditional dollar allocation 
equel to the difference between their Western Hemisphere deficit 
and their overall deficit. ‘Such countries are asked to make 
available in the form of grants to other participating countries 
amounts of their national currencies equivalent to the conditional 
dollar ¢rants which they receive. The manner in which 211-loan 
countrics and participating countries which do not reccive direct 
American assistance will make their contribution is left for 
future determination by OEEC. Mention is also made of contribu- 
tions in the form of credits on a multil:ter:l or bilateral 
basis to be granted independently of the distribution of US aid. 
The pian suggests multilaterelization of existing unused eredit 
margins, extensions of credit on a multilateral or bilateral 
basis, snd the utilization of the right to draw on the 
Internationel Monetary Fund. 


The automatic compensation or clesring system will probably 
be worxec out through the Bank of International Settlements in 
Basle, Switzerlenc. The clearing system is to be achicved as 
soon as the sums of nationel currency allocated are sufficient 
to enable the system to function. During the trensition period 
before the sums sre sufficient, a system of automatic compensa- 
tion should be provided on a limited scope. ERP countrics are 
to try to agrce on the types of compensation to be considercd 
automatic during the trensition period, which would begin 
Octoter 1, The credits advanced by the European creditor 
countries tc European debtors vould be derived from the counter- 
parts in iocal currency set eside against the conditional 
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doliar allocation to creditors. If these counterpart funds 
accumulate too slowly, the creditor countries should agree 
to advance credits out of their other funds. 


The proposel takes into consideration not only the partici- 
pating countrics but elso the territories of the non-participa- 
ting countries inciuced in their monetary areas. Thus, in the 
determination of the UK's conditional dollar grant, the deficit 
of the ERP countries with the entire sterling area is taken 
into account. Press reports have indicated that an agreement 
has been reached whereby the new deutchemark should be used 
instead of dollars in trade with bizonal Germany. This move, 
reportedly agreed upon by western Aliied representatives of 
the bizonal area, was regarded as inevitable if western Germany 
is to be dovetailed into the Recovery Program, since that area 


could not remain 2 dollar island within 2 Europe short of dol- 
lars. — 


Customs Union Prosvects Another problem which has been 
under study in Europe ever since the original US proposal for 
aid is that of possible customs unions. In addition to the 
Benelux Union, some action in this direction seemed possible 
between France and Italy. Recentiy concluded customs union 
discussions between these two countries were devoted primarily 
to an attempt to determine agricultural or industrial areas 
in which rapid progress might be inade toward effecting the 
customs union. French thinking at present is that reduction 
or climination of tariff barriers and quantitative restrictions 
should be graduelly extended by industriel and agricultural 
sectors. The next meeting is scheduled for September in Rome 
at which time it is hoped a more precise schedule for gradual 
customs union can be drawn up for presentation to the parliaments 
of the two countries. 








Progress on Agreements ena Procedurc Bilateral agreements 
heave been signed and ratified by prectically all of the ERP 
participants. Negotiations with Portugal and Switzerland, 
which were not as advanced as witn the other countries because 
they are not aid recipients, have been under way aa those with 
Portugal ere nearing completion. Some difficulty is being 
experienced in OEEC by Swiss reluctance to report through OEEC 
its import requirements from the US. Legation Bern is meking 
efforts to convince the Swiss of the necessity for concerted 
economic action with the other participating countries in 
pursuznce of the common objective of achicving rapid recovery 
in Europe. It will be pointed out that the licensing preference 
for participating countries is dependent upon joint recovery 
programming and thet the submission of Swiss requirements from 


the US 
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the US through OEEC is a basic feature of such programming. 
These conversations in Rern will in no way affect negotiations 
for the bilateral ECA agreement taking place in Washington. 
Agreement has been reached on the ECA program in the bizonal 
area cf Germany and also on the handling of the program in 
Greece along with the special Greek aid program. The Free 
Territory of Trieste was admitted to OEEC as a participating 
state at the request of the Italian Ambassador. 


ERP Attack Made by Soviets in ECOSOC Session At the 
plenary session of ECOSOC, now meeting in Geneva, debate on 
the report of the Economic Commission for Europe gave the USSR 
representative a springboard for the anticipated attack on the 
Recovery Program. His harangue closed with a proposal that ECE 
adopt measures to expand trade and economic relations; that US 
assistance must be carried out within the UN framework; that 
foreign trade discrimination which would gain advantages at 
the expense of the receiving countries should be stopped; that 
European efforts should be made to develop basic industries, 
particularly mining and heavy industries; that agricultural 
production be raiscd by aid and credits to farmers; ard that 
steps should be t2ken to prevent the pauperization and unemploy- 
ment provoked by ERP. The resolution also proposed creation of 
working agencies to develop these ideas. Strong rebuttals 
were made by the US and UK representatives and the French 
supported the US and UK in 2 statement declaring that ERP was 
Saving Europe from probable catastrophe. The Soviet resolution 
was rejected by a vote of 14 to 3. 








DATE FOR TERMINATION OF A recent report from our military 
RESTITUTION DISCUSSED representatives in Germany states 

that discussions have been held there 
with the British and French on the termination of external 
restitution of non-cultural objects from Germany. While neither 
country has reached 2 decision as yet, the UK is thinking of 
either January 1, 1949 or May 31, 1945, and the French appear 
to favor Mazwh31, 1949, There appears to be no objection to 

our adopting a termination date different from the one they 

may agree to, 





In our zone of Germany we had some 7,500 outstanding 
claims as of July 1, approximately 50% of which had been 
investigated and properties located. It is expected that 
complete investigations can be made not later than October 31, 
1948, with shipments to be made immediatcly upon release. 


The 
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The various military missions in Berlin have been informed of 
our desire to complete the non-cultural phase of restitution 
within the next few months and all the missions have indicated 
their willingness to cooperate. Our military representatives 
have asked Washington that they be alicwed to inform the various 
missions that a definite termination date of December 31, 1948 
has been established. The adoption of this date would not 
interfere in our centinuing to receive and process meritorious 
claims and to facilitate restitution. We would also continue 

to restitute securities and possible currencies. The completion 
of restitution of certain properties to the USSR and the 
sateliites is, of course, dependent upon finel decision from 
disposition of these items. 


with respect to restitution of cultural items, there are 
currently some 800 claims on hand and it is expected thet 
investigation of these cleims will be completed within the 
next 90 days. No cut-off date has been established for 
receiving cultural claims but it is not exvectcd that many 
future claims will be received. 


The Depertment hes not yet discussed this matter with 
tne Army, but initial thinking here is thet ‘ve should do no 
morc thon announce that we expect to complete the restitution 
program by the end of the year, making clezr tris is mercly 
2 target date. 


* ad * 


FEC APPROVAL GIVEN POLICY After 18 months of negotiation, 
ON JAPANESE RESTITUTION Far Eastern Commissicn approvel 
was finslly obtainec on a revised 
policy on restitution of looted property from Japan. The 
policy wes first voted upon in November 1947 at which time 
the Soviets vetoed the proposel. (See pags 5, November 24, 
1947 issne of Current Economic Developments.) Last week the 
Soviets abstsined from voting end the proposal was approved. 
Previcusly the Soviets vetoed the proposcl becouse of the 
refusal of the other members of FEC to accept an amendment 
which would have recuired the Japanese economy to pay the 
cost of repairing and refitting Looted ships sunk outside of 
Japanese waters. ‘Je had refused to accept this amendment for 
+wo reesonss 1) SCALP does not have jurisdiction outside of 
Japonese waters; end 2) there is no foreign exchange which 
SCi.P could make available for this purpose. The recent Soviet 
abstention wes achicved throurh a feceesaving device whereby 
the other countrics agreed to refer the Soviet amendment to a 
working committee for furthcor study. 














&£t the 
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At the meeting which approved the policy, .a minor US 
amendment was defeated which would have reduced from eight 
to four months the time period for lodging claims. 


The chief differences between existing policy and the new 
policy directive ares 1) relaxation of standards of identifica- 
tion of looted property, which will facilitate the return of 
property to formerly occupied countries; and 2) the adoption 
of a provision which will permit SCAP to liquidate unidentified 
property, such as gold and silver, and to use the proceeds 
temporarily as a credit base for the purposes of the occupation, 
with eventual disposition to the countries whose territories 
were formerly occupied, i.e. Australia, Chine, France, India, 
the Netherlands, the Philippines and the UK. 
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US DISCONTINUES QU/NTITATIVE On July 27 the US Coal Committee 





ALLOCATIONS OF EXPORT COAL found that prospective total 

demand for US export coal will 
probably fall short of the total quantity available for 
export from the US. Therefore, the committee decided that 
quantitative allocations of US coal for overseas export 
should be discontinued beginning with September shipments 
and that licensing should be on an open-end basis. It also 
decided that the Office of International Trade should be free 
to license coal for August export in excess of the 1.75 
million long tons allocated for that month if demand exceeds 
the quantity allocated. The question of whether coal is to 
be discontinued on the positive list is now under considera- 
tion. Deletion from the list would permit export without 
licenses except for European countries and dependent terri- 
tories, which are in a special category. 
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WORLD GRAIN OUTLOOK Early unofficial estimates of -U§-grain — _ 
OHOWS IMPROVEMENT § production indicate that this year's -_ 
-corn crop will probably be the -largest 

on record and the wheat crop the second largest. Transporta- 
a and port capacity, however, may limit exports from the 





European Crop Outlook This year's production of bread - 
gre-ns in Europe, excluding the USSR, is expected-to be 
about 35% higher than in 1947, ‘but still 134 below the 
prewar 1935-39 average. The European wheat crop for 1948 
is tentatively forecast at 1,450 million bushels, compared 
with 1,015 million bushels in 1947 and an everage 1,588. 
million bushels in prewer years. The increased production 
which is reported for all countries on the continent, results 
from increased yields as well as larger planted acreage in 
most countries. Weather and growing conditions for most of | 
Europe this year have been much more favorable than last 
year when harvests in some countries were the smallest in 
one hundred years. 





The present outlook for grain production in the USSR 
is about the same or slightly less favorable than it was 
in 1947, despite a considerable increase of acreage. In 
1947 production of the five principal grains--wheat, rye, 
oats, barley arid corn--was about a fifth below the prewar — 
average, | 


Despite the marked recovery in production of Eastern. 
bread grains this year, sev2ral factors point to a continued 
need for substantial imports by the traditionally deficit — 
areas. Contributing to the import demand during 1948-49. 
ares increased population, extremely low reserves of grain 
in many areas, the need for general increases in food con--: . 
sumption from the low level prevailing during the past year, : 
high extraction rates and low quality bread. Though some- 
what smaller than last year, these grain import needs will 
continue considerably higher than prewar. - att 


Prospects for other crops, except fruits, also are 
much better then a year ago. Spring sown feed grains have 
developed well, although a few countries ch: racterized the 
outlook for tnese grains as below normal. Potatoes and other 
root crops similarly are in good condition in many countries. 
Few reports have been forthcoming regarding the vegetable 
prospects, but those received are largely favorable. Acreages 
of oil crops are lerger than last year and crop conditions 
are about normal. 


Crop 
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op Outlook in Other Parts of the World Very little 

information is available about the condition of crops in the 

Far East. Reports indicate that larger rice acreages are planned 
in Burma, Siam and some increase may be obtained in China, Japan, 
Korea and India. Should these larger acreages be accompanied by 
another year of favorable yields, food production in Asiatic 
countries in 1948-49, though still below the inadequate levels 

of the prewar period, would be the best of the postwar years. 





In the Southern Hemisphere, particularly in Australia and 
Argentina, part of the large harvests of grain at the end of 1947 
and the beginning of 1948 remain to be exported during the second 
half of 1948. ; 


US Grain Exports Set Record Despite the partial failure of 
the 1947 US corn crop, which raised serious doubts as to the 
ability of the US to continue the high-level exports of the pre- 
vious year, grain and grain product shipments from the US during 
the 12 months ended June 30 set a new all-time record for exports 
from this or any other country; while at the same time adequate 
supplies were maintained for the US and reserve supplies of 
wheat were increased. The export total of grain was more than 
15 million long tons, or 581 million bushels of grain and grain 
equivalent in products. Shipments of all foodstuffs from the 
US during the year ended June 30 are estimated at 128,722,000 
long tons, approximately the same as the 18,870,000 tons for the 
previous 12-month period. In the other postwar year, 1945-46, 
food exports totaled about 17,000,000 tons, while average pre- 
war food exports were about 3,700,000 tons. 





The bulk of the food was shipped to the areas of the world 
which were in greatest need. The European countries participat- 
ing in the Recovery Program and western Germany received 
12,143,000 tons, or nearly two-thirds of all US food exports for 
the year. Another 3,006,000 tons went to the Far East. The 
remainder of the year's exports were divided among Africa, the 
Middle East, other European countries, dependent colonies, 
Canrda, and the Latin American countries which normally Gepend 
on the US for. substantial commercial food imports. 


Future US Exports Undetermined It is not possible or 
desirable at this time to try to estimate <.:actly the amounts 
of US food which will be exported in the year ahead. Much 
will depend upon the needs and the financial position of countries 
which will receive US food supplies, upon the needs of the US, 
as well as upon availabilities of supplies in other exporting 
areas. Some preliminary estimates which have been made indicate 
that total food exports during the coming year may not differ 
greatly from those of the past two years. 


* * * 
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US NEGOTIATIONS WITH US negotiations with the Republic of 
PHILIPPINES REVIEWED the Philippines are taking place on 

several fronts, with the rate of progress 
differing in each case. Thus, an informal agreement was 
signed by the US and the Philippines on June 30 for the final 
settlement of advances for the expenses of the Army of the 
Philippines; a treaty of friendship, commerce and navigation 
is being negotiated in Manila; negotiations are taking place 
between the Philippine Secretary of Finance and US officials 
in Washington, for a loan among other things; and a Coordinator 
for the Philippine Rehabilitation Program has been appointed 
in the Department of State. 


The Army's arrangements with the Philippines regarding 
back pay and supplies provide for the payment by the US of 
94 million pesos (approximately $47 million) to discharge 
obligations of the US for back salary and miscellaneous 
claims, including those of all recognized guerrilla units, 
against the Army of the Philippines when it was part of the 
US Army. Prior to the new arrangement the claims, which were 
filed by established deadlines, were paid by the US after 
having been duly adjudicated and uapproved by the Recovered 
Personnel Division and Claims Service of the US Army 
Philippine -Ryukus Command. Under the new arrangement, the 
same procedure is followed in approving claims, but they will 
be paid by the Philippines from the lump sum advanced by the 
.US. The agreement also provides that any excess of the $47 
million advanced by the US over the total amount of claims 
ultimately approved will be returned to the US no later than 
June 30, 1949. : 


Philippine Secretary of Finance Cuaderno is in the US 
with his advisers to negotiate a hydro-electric loen, to 
confer with the Commerce Depertment on the allocation of 
Philippine quotas, and to arrange for US experts to go to 
Manila in connection with the establishment of the Centrel 
Bank, Although it had been rumored that the Philippines 
would apply to both the Eximbank and the International 
Bank for an $87 million loan, the Eximbank has reccived no 
such application. Secretary Cuaderno has been discussing 
informally with the International Bank the possibility of 
obtaining a loan, but indications point to negotiations 
of considerable length before the extension of a credit 
will be considered. , . 


The Department has established in the Office of the Foreign 
Service a Coordinator for the Philippine Rehabilitation Program. 
The Coordinator is to serve as a point of contact for all Philip- 
pine rehabilitation matters affecting the Department and as a 
aeee point for channeling and expediting action on all such 
matters. 


* * 
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nomic divisions of the Department of State, and to indicate the economic prob- 
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DANUBE CONFERENCE Despite Vyshinski's steam-roller tactics and 
CLI APPROA blunt invitation to the western delegations 
to leave the Danube Conference, Ambassador 
Cannon made an extremely clear presentation of the US position 
which covered all essential and significant points and emphasized 
US interest in promoting the welfare of the Danubian peoples 
and in the legitimate rights of other states. At the same time 
he submitted the US draft convention and took occasion to re- 
fute Soviet propaganda attacks. In commenting on the US draft, 
Vyshinski again strongly intimated that there is nothing to 
negotiate and more or less called for an immediate and final 
showdown without going into committee discussions. He said that 
everything acceptable in the US draft could be found in the Soviet 
draft and that what is not in the Soviet draft is unacceptable. 
When challenged by Cannon to explain his statement he retracted, 
perhaps reflecting some desire to hold the western powers at the 
conference for some committee sessions where he could further 
confuse issues by accepting minor changes and a few of our. un- 
important articles. | , 


The conference has now decided to refer work on the con- 
vention to a general committee composed of all delegations, with 
the committee deciding whether meetings should be open or closed 
to préss and public. The Soviet draft will be used as the basis 
for discussion with major US proposals rephrased as amendments 
thereto. By going along with the overwhelming vote on this issue, 
Cannon hopes to be able to focus committee discussion on desired 
points. 


After carefully considering the relative merits of forcing 
a break in the conference on an issue of its own choosing or 
sitting it out to the end, the latter course was adopted by 
our delegation. It was the concensus that withdrawal at any 
stage would play into Soviet hands. Our delegation plans to 
see the conference through, debating each issue as it arises. 
Each controversial point will be forced to a clear-cut vote and 
in the end a strong statement will be made explaining why the 
US cannot sign a convention which fails to implement the CFM 
resolution. In the face of Vyshinski's latest statement on our 
draft. Cannon thinks that while we ‘should proceed on the basis 
of full participation in committee sessions, arguing essential 
points of the US case strongly throughout, we.should be prepared 
for a break momentarily if the situation so develops. Our Em- 
bassies in Paris and London have explained our views to the 
French and British Foreign Offices in an effort to work out some 
orderly procedure for conclusion of the conference. We have 
indicated that we would not be willing to withdraw on the basis 
either of the 1921 convention or the arbitration of disputes 
issue, In the event they do not concur with our suggested pro- 
cedure we want some coordination of positions prior to withdrawal 
by any of the three. The French Foreign Minister has already 
indicated the conference should not be broken up and has assured 
our Embassy that the French wili not walk out on us. The UK 
is still considering our proposals. However, the Foreign Office 
seems to favor withdrawal prior to any conference vote to accept 
a convention which would abrogate UK rights under the 1921 con- 
vention, * * * 
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which they consider ordinary commercial transactions, were 


made in accordance with the commitment in the December trade 
agreement to facilitate Russian procurement of wool, rubber 


_-and other commodities through appropriate trade channels. 
' The British also point to their continued urgent need for 


Soviet grains. 


On the-basis of fragmentary data it appears that to 
date the USSR may have bought for delivery during 1948 
approximately 100,000 metric tons of natural rubber, or about 
8% of this.year's "world production of natural rubber, and four 
to five times as much as its average annual imports before 
the war. In addition to purchases in Singapore and London, 
the Soviets are reported to have evidenced an interest in. 


-buying in Siam although no actual shipments ‘or commitments 


have been reliably reported. In the recent trade agreement 
between the USSR and the Dutch, the Netherlands government 
undertook to grant export licenses for and to facilitate the 
sale of rubber and rubber products. An agreement between 
the Netherlands and the Soviet zone of Germany provides for 
Dutch exports of rubber to the Soviet zone. 


Consulate General Batavia reports that the Netherlands. 
Indies export control office states that no rubber:has yet . 
been contracted for by the USSR. A trade source has reported 
a possible 18,000 ton Soviet purchase in the NEI through 
Dutch sources. In view of the NEI's traditional prewar 
position as producer of 40% of the world's natural rubber, 
Embassy The Hague suggests that early consideration should 
be given to implementation of the access to strategic 


' materials provision of the ECA bilateral agreement in respect 


to rubber, through a proposal to the Netherlands government 
to arrange purchases. NEI production of rubber is reported 
increasing from 21% of the world output in 1947 to an estimated 


27% in 1948 and 29% by 1949. 


Tin The UK Ministry of Supply has stated that, in 
~USSH trade talks to be resumed shortly, the Soviets may 
request the British to agree to use their best endeavors in’ 
securing tin for the USSR in 1950 or 1951 or whenever the 
international allocations scheme is discontinued. We ‘have 


. informed Embassy London that, while there appears to be no 
formal ground for protesting inclusion of this provision,, we 


hope the UK will find it possible to exclude the "best 
endeavor" clause in view of the magnitude of US stockpile and 
commercial needs for tin and the UK undertaking in the ECA 
bilateral agreement to facilitate the transfer to the US of 
materials originating ‘in the UK and which.are required by 

the US. Moreover, since the US is attempting to prevent 
shipment of certain materials from the US to the USSR and 


will 
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will ask Recovery Program countries to do likewise for a 
specified list of commodities, it appears iriconsistent for 

the UK to agree to help the Soviets obtain tin which is 
generally known to be critically needed in the Soviet economy. 
The UK Ministry of Supply, while sympathetic with our suggestion, 
points out that the problem is one of extreme delicacy and 

that the UK decision will depend upon what commodities the 

ERP participating countries are asked to prohibit from export 

to eastern Europe. 


Frequent rumors are reaching the Department that USSR 
representatives are in Siam to negotiate a trade agreement 
for the purchase of Siamese tin among other commodities. If 
tin metal is under discussion, we have asked Embassy Bangkok 
to point out to the Siamese government that tin metal remains 
under international allocation by the Combined Tin Committee 
and that, since the USSR has refused to submit the necessary 
data to the Committee, it is at present ineligible for an 
allocation. | 


Wo According to trade reports, in the last few 
months.of the season ending July 1, the USSR bought about 
16 million pounds of wool in Australia, which equals the 
record high for the entire year 1928. Also according to the 
trade, the USSR purchased 10-to 20 million pounds in New 
Zealand where it has made no previous purchases. Such buying 
raises the question of the full extent of Soviet purchases, 
as well as motives, such as military stockpile, industrial 
stockpile, purchases for the Soviet bloc or purchases for 
resale elsewhere. Officials of UK Dominion Wool Disposal . 
Ltd. discount the likelihood of military stockpiling. We 
have requested further information from Canberra and London. 


* * * 


US IS ENCOURAGING The Department, which is encouraging 
ACCESSIONS TO GATT the widest possible accession to the 
General Agreement on Tariffs and Trade 
(GATT), probably by means of a second round of multilateral 
tariff negotiations similar to those conducted at the Geneva 
ITO Conference last year, has taken several steps to facilitate 
discussion of the matter at the Second Session of the Contract- 
ing Parties, to be convened at Geneva August 16. One of the 
principal objectives will be to get the remaining members of 
the Organization for European Economic Cooperation (OEEC) to 
join. These countries include Austria, Denmark, Greece, 
Iceland, Italy, Portugal, Sweden, Switzerland and Turkey. 


At our 
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At our request, the Chairman of the Contracting Parties 
has asked the governments which were represented at the 
Habana ITO Conference (excepting the Republic of Indonesia) 
but which are not signatories of the General Agreement and 
also Iceland and Paraguay whether they would be interested 
in joining it ‘the near future through tariff negotiations 
with the present parties. We have asked all of these countries, 
except Poland, and a few others if they would care to explore 
with us whether a basis exists for tariff negotiations with 
the US within the framework of the General Agreement. If the 
President approves, we propose to proceed to schedule t-riff 
negotiations with as many countries as practicable and with 
which a basis for tariff negotiations with this country 
exists. Denmark, Greece, Italy and Colombia have already 
expressed interest in this program of negotiations. Informal 
replies from a number of other countries indicate they aso 
are considering adherence, 

A UK official has stated informally that he doubted 
that the UK would be directly interested in tariff negotiations 
with any of these countries. Since UK support and willingness 
to engege in further tariff negotiations, especially with 
ERP countries, is essential, we are asking the British to 
support accession of additional countries. Representatives 
of several of the other Contracting Parties have indicated 
that they are in general favorably disposed toward the US 
proposals. 


US Position on Agenda We are discussing here or have 
asked our missions to discuss with appropriate officials of 
the governments of Australia, Belgium, Canada, China, France, 
the Netherlands and the UK our position on the principal 
agenda items with a view to obtaining their support. The 
US will propose a protocol providing most-favored-nation 
treatment for the occupied areas of Western Germany, Japan 
and Southern Korea for such time as the US or other countries 
involved participate in the control of the areas in question 
and to be open to adherence by non-GATT as well as GATT 
countries. There is considerable opposition on the part of 
several of the Contracting Parties to extension of MFN treat- 
ment to occupied areas. The US will oppose the general 
replacement of GATT articles by corresponding provisions 
of the ITO Rag bo in advance of entry into force of the 
Charter. however, strong support develops for replace- 
ment of matlenan GATT articles by corresponding Charter 
provisions, the US is prepared to consider proposess for — 
supersession of individual articles. The U 11 request 
a waiver under which it might grant free entry and accord 
certain preferences to products of its Trust Territory of 
the Pacific Islands and under which a customs union between 


such 
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such territory and other territories of the US might be 
established. The US will propose an exchange of letters or 
similar arrangement between the International Monetary Fund 
and the Contracting Parties to GATT providing for IMF 
cooperation with the Contracting Parties in carrying out 
provisions of the General Agreement and in particular for 
rendering findings and determinations in accordance with the 
article on exchange arrangements. The US is prepared to 
agree to extending the time during which Chile can sign the, 
protocol applying the General Agreement for a period not 
senesses two months beyond the closing date of the Second 
Session. 


* * * 


CHILE ALLOWS 1945 PROVISIONAL On July 31, the Chilean | 
COMMERCIAL AGREEMENT TO EXPIRE government allowed the 1945 

provisional commercial agree- 
ment to expire. In this agreement Chile granted unilateral 
concessions on a number of Chilean tariff items, According 
to Embassy Santiago, Chile may retain a very few of the 
conventional rates by ministerial decree, and Chile agrees 
that expiration does not affect the 1938 provisional commercial 
agreement containing mutual commitments to grant most-favored- 
nation treatment. Previously our representatives informed 
the Chilean government that we could not agree to use the 
extension of the 1945 agreement as a vehicle for giving 
effect bilaterally to US-Chilean concessions negotiated at 
Geneva last year. Chile has asked for an extension beyond 
June 30 of the period during which it can sign the protocol 
provisionally applying the General Agreement on Tariffs end 
Trade, including the tariff schedules. In view of Chile's 
failure to sign the protocol by the design=ted date, we 
suggested that Chile might consider extenuing the 1945 
agreement unilaterally for a limited list of items to show 
its interest in the program of tariff reductions and elimina- 
tion of trade barriers. 











* * * 


LATIN AMERICAN LEND-LEASE With the resumption of lend-lease 
SETTLEMENTS PavGRESSING negotiations with Mexico last 
month, all of the 18 Latin American 
republics which received lend- lease supplies have either paid 
all or a part of their obligations, or are in the process of 
negotiating for their settlement. Four have reached a final 
settlement of their obligations and several others have made 
partial payments on these accounts, leaving comparatively 
small balances still to be paid, Meanwhile, negotiations 


are 
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are under way with several countries which have also made 
substantial payments on their accounts. These are Colombia 
with a lend-lease balance due of somewhat over $1 million, 
Peru with a balance of approximately $3 million, and Ecuador. 


The four countries which have paid in full ares 1) Haiti, 
by a full cash payment in dollars; 2) Guatemala, through off- 
ple the value of military facilities; 3) Brazil, through 
a speciai settlement arrangement, making payment in US dollars; 
and 4) Bolivia, through a settlement arrangement partially 
in dollars and partially in local currency to be used in the 
foreign buildings program in Bolivia. It is believed, at the 
present time, that the accounts of Chile, Cuba, the Dominican 
Republic, El Salvador, Honduras, Uruguay, and Venezuela will 
be liquidated in dollars pursuant to the terms of their 
respective lend-lease agreements. 


Negotiations for an overall lend-lease settlement with 
Mexico were begun in November, 1947 and were resumed last 
month on the basis of instructions to our Embassy in Mexico 
City, submitting a new settlement formula. This formula 
provides that the Mexicans mey liquidate their lend-lease 
"treaty" account by the payment of $12 million, representing 
Mexico's total lend-lease indebtedness under the agreement, 
in Mexican pesos at the option of the US over a period of 
approximately three years. 


This formula is expected to set the pattern for future 
settlements, in which an exchange of notes, as used in the 
Brazilian settlement arrangement, will be.employed to effect 
the final settlement. It is the continued policy of the 
Department to consider any eventual settlement whereby foreign 
currency is accepted in lieu of dollars, to be a "settlement 
arrangement" within the basic terms stipulated in the respective 
lend-lease agreements rather than as a new agreement, subject 
to publication. 


Final statements for the lend-lease accounts of those 
Latin American countries which have not settled in full have 
been requested from the Treasury in order that billings may 
be submitted t- them. It is expected that these accounts 
will be settled when the finel billings have been rendered. 


* * 
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US REJECTS EUROPEAN It is Decoming overwhelmingly- evident 
FREQUENCY PRIPOSAL ‘at the European Broadcasting Conference 
f now meeting in Copenhagen (see page 11, 
July 12, 1°48 issue o.© Current Economic Developments) that 
the European countries: intend to work out a minimum frequency 
plan for Cermany and present it. to the US as a fait accompli. 
We have therefore insti-ucted our delegation to inform the 
conference that.the US is not prepared to subscribe to or 
carry ous any frequency allocation plan for Germany such as 
that envisaged by the conference inasmuch as it does not 
provide adequate faciJities for the discharge of our previous 
commit'nents as an occipying power ‘in Germany. The conference 
proposed to limit broadcasting in the US zone to a single 
prog*-am, with US trocp broadcasts limited to one frequency 
to he shared with one or more European countries. Our dele- 
‘gation could get no ear for a realistic treatment of the 
German probiem. We feel that occupation needs should be 
Considered at this confere:ce and that the matter of postwar 
organization, scope and facilities for broadcasting in Germany 
should be determined by a peace conference. , 





The proposed stripping of German frequencies is justified 
by the Europeans on the grounds that the Germans must not 
retain capacity for broadcasting propaganda to outside countries, 
especially durin the post-occupation period. Also the Soviets 
are undoubtedly motiveted by a desire to keep western and 
particularly US--controlled broadcasting: potential at the lowest 
possible level. The Soviets are aware that principal relay 
facilities for broadcasts to central and eastern Europe are 
located at Munich; moreover, in view of virtual Soviet 
suppression of interzonal exchange of publications, broadcasting 
is now our only effective instrument for reaching Germans in 
the eastern zone. The British and French delegations have 
openly sided with other European countries in the plan to keep 
German broadcasting frequencies to an absolute minimun. P 

Our Embassies in London and Paris will inform the | 
British and French of-our decision and ask that they instruct 
their delegations-to engineér some adjournment of the conference 
before further damage is done. It will be pointed out to those 
governments that the actions of their delegations would appear 
to be guided by technical considerations without giving due 
weight to broad political implications. We will contend that, 
until a German peace treaty has been signed, any plan for 
stripping German broadccasting frequencies, such as their 
delegations appear to support, seems inconsistent with our 
interim objectives in Europe. 


* » * 


DECLASSIFIED FOR PUBLICATION IN FOREIGN 
RELATIONS OF THE UNITED STATES 














RESTRICTED 
-9-<« 


JOINT US-CHINESE COMMISSION A Sino-American Joint Commission 

SET iF FOR RURAL AID PLAN ~ on Rural Reconstruction in China 
was established by an exchange 

of notes in Nanking last week. The US note, signed by Ambassa- 

dor Stuart, proposed establishment of the Commission in accord- 

ance with the China Aid Act of 1948 and the Economic Aid Agree- 

ment which the two countries signed July 3 and set forth certain 

proposals. The Chinese note, signed by the Chinese Minister 

for Foreign Affairs, accepted the proposals put forth in the 

American note. 


Under the provisions of the China Aid Act up to 10% of 
the total of $275 million appropriated for economic aid is 
authorized for the program of the Joint Commission. The allo- 
cation of funds may be obtained from appropriated funds, or 
from the special local currency account, or from both. 


The purpose of the program is to strengthen rural improve- 
ment in Chinese areas where selected projects can be progres- 
sively deveioped and where their development will contribute 
most effectively to rehabilitation. The program will be 
limited to projects which can be operated soundly with adequate 
attention concurrently to other activities; such as research 
and training. Distribution of aid will not be controlled by 
proportionate or geographic consideration per se. Much of 
the plan as envisaged was originally recommended by the joint 
Sino-American agricultural mission in 1946. The program will 
also include aspects of Dr. Yen's Mass Education Movement, 
which held a primary place in the legislative conception of 
the Commission. 


Types of activity which will take place under the program 
includes; 1) a coordinated extension-type program in agriculture, 
home demonstration, health and education which will initially 
be confined to selected provinces and will include such fields 
as agricultural production, marketing, credit, irrigation, 
home and community industries, nutrition, sanitation and 
education; 2) consultation with the Chinese government on 
ways and means of progressively carrying out land reform 
measures; 3) subsidiary projects in research, training and 
manufacturing to be carried out in suitable locations required 
by the program. These latter type projects may be expanded 
to additional localities upon demonstration of their soundness-- 
particularly such projects as the distribution of improved 
seeds, control of disease in livestock, construction of irri- 
gation and drainage facilities and the introduction of health 
and senitation measures. 


The 
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The Joint Commission will be composed of two US citizens 
appointed by the President of the US and three Chinese citi- 
zens appointed by the President of China. The Commission is 
to elect one of the Chinese members as chairman and decisions 
of the Commission will be reached by a majority vote. 


The Commission's terms of reference include formulation 
of a coordinated program for reconstruction in rural areas 
and recommendations to the governments of the US and China, 
within the limits prescribed by the Act, on the allocation 
of funds and other assistance to the program; and recommenda- 
tions to China on the allocation of such other funds and 
assistance as are deemed essential to the success of the 
program. The Commission will establish standards of performance, 
and will maintain constant supervision of all phases of the 
program and has authority to recommend changes or the stoppage 
of any phase of the program. The Commission will carry the 


‘program out through appropriate Chinese government agencies 


and international or private agencies in China and agreements 
will be concluded with these sgencies as a basis for their 
cooperation. 


All supplies imported into China for use in the program 
are to be free of customs duties and other charges imposed 
by China on similar supplies imported through regular commer- 
ctal channels. The US reserves the right at any time to 
terminate or suspend the assistance or any part of it which 
is provided for under the note exchange, and the notes do 
not imply US assumption of any responsibility for making any 
further contributions to carry out the program. As in the 
case of other foreign aid programs, the recipient government 
is to keep the US government fully informed of operations, 
including statements on the use of funds, and is to keep 
the people of China informed of the intended purpose and 
scope of the program and the nature and extent of assistance 
furnished by the US. | % 
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DEPARTMENT URGES RETURN OF The Department, after exhaustive 

GOLD TO INDO-CHINA AND SIAM study extending over a period of 
one year, has adopted a position 

with respect to the question of the disposition of the gold 

in Japan earmarked for French Indo-China and Siam. The gold 

in question which amounts to approximately $80 million-about 

$37 million for French Indo-China and approximately $43 million 





for 
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for Siam--was earmarked by the Japanese just before and 

during the war in pursuance of agreements entered into between 
the claimant countries and Japan involving the sale of commodi- 
ties and services to Japan, including occupation costs in the 
case of Indo-China. The Department holds that the act of ear- 
masue a effectively transferred title to the goid to the claimant 
countries and that since there are no general considerations 

of equity or public policy of a sufficiently compelling nature 
to justify withholding recognition of title thus transferred 

or withholding from the claimants possession of this gold, 

it should be released to then. 


While a literal interpretation of the terms of reference 
of the Far Eastern Commission would preclude the necessity 
of submitting this question to the FEC, we feel that, in view 
of the importance of the matter and the interest which the 
FEC has manifested in questions of gold generally, it is 
desirable that FEC be given an opportunity to review the 
matter before any final disposition is made of the gold by 
SCAP. If considerable opposition develops within the FEC to 
our position, we will review it. Prior to submitting the 
question to FEC, nowever, we have asked the Department of 
the Army to transmit our views to SCAP with the request 
that, unless he has objections not already considered, he 
report to this government that he intends to deliver the gold 
to French Indo-China and Siam unless policy guidance is pro- 
vided which precludes such action. We will then transmit 
SCAP's report to the FEC. There is the possibility that 
there will be some resistence from the Department of the 
Army to our position. 
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DANUBE CONFERENCE The Danube Conference concluded its 
NEARS CONCLUSION second week with no sign of reiaxation 

of Eastern intent to push through a con- 
vention and commission of their own-.choosing and no fissure 
apparent in the solid satellite bloc. They have rejected 
all proposed amendments to the Soviet draft convention, have 
made no concessions of any substance and obviously intend to 
adopt their draft convention in committee without any textual 
change. Major east-west controversies have been aired so 
blatantly by tne Soviets for propaganda purposes that upon 
occasion the Dannbde question nas almost been iost from view. 
Soviet tactics for winding up the conference are not entirely 
Clear. The general committee should have finished its work 
today but there is some evidence of procrastination. Cannon 
thinks the eastern bloc may deliberately delay the return to 
plenary to permit US and UK turns at chairing the committee 
with Vyshinski making a final roundup. Vyshinski left the 
conference a few days ago for an unknown destination but is 
scheduled to return to Belgrade Wednesday. It is expected 
the conference will end shortly. 





Qur position on final conference strategy has been 
firmed. The US delegation wil] remain at the conrerence 
until 2 final vote on the Sc..ct draft is taken in plenary 
session, vegardless of what action is taken by the British 
and French. It is also considered desirable to hasten the 
return to plenary as soon as vital issues are voted in committee. 
This decision, which is contrery to Bevin's opinion that the 
three western delegations should withdraw prior to a final 
conference vote, is based on our desire to avoid having our 
actions compared with Soviet walkouts of UN and other confer-. 
ences. We are anxious to demonstrate every willingness to 
negotiate even in a minority position, but at the same time 
will not sacrifice basic principles. The British feel that 
it would be difficult to protest the legality of any decision 
taken by the conference on a final vote at which the western 
powers are present. We do not consider that British rights 
under previous treaties will be prejudiced by remaining 
through the final vote, provided their position reserving 
rights is clearlv stated. Our delegation will support any 
British-French claims regarding the validity of previcus 
treaties. It is our understanding tnat the British delegation 
has been instructed to make a final statement before voting 
takes place and not to participate in the final vcte. The 
French Foreign Office has indicated it will instruct its 
‘delegation at Belgrade to stand firm with the US and partici- 
pate in the final vote. Cannon has discussed the tenor of 
our position with the British and French delegations and 
they are making an effort to prolong committee discussions 


until 
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until sore further word is received from their respective 
governments in order that, with coordinated instructions, 
the western delegations can agree on tactics in the plenary 
session. Cannon plans to vote on the whole convention but 
will refuse to sign on the basis the convention completely 
fails to implement the CFM resolution and the Balkan peace 
treaty provisions. 


EAST-WEST DIFFERE.VES At the current session of the Economic 
EPPERENT AT ECOSOC - and Social Council, now meeting in 
Geneva, east-west differences continue 
to come to the forefront. The most marked instance was the 
discussion of the Secretary-General's report on the Economic 
Commission for Europe, with the Soviet delegate using this 
as a means to level sharp criticism against the Europeen 
Recovery Plan. These arguments were refuted by the US, 
British, French end other representatives. The Soviets sub- 
mitted a resolution embodying a six-point preamble noting 
thet ECE should promote extension of trade to "liberate" 
European economies from dependence on the US; economic assistance 
should go through UN framework; discrimination in the foreign 
trede sphere should cease; heavy industry should be developed 
and snould not "be compelled to cease production on account 
of ebnormal conditions" of American competition; ECE should 
grent cz» -dit assistance, particularly to smali farmers; and 
Europe's standard of living should be raised. These matters, 
the text added, should be studied by necessary working bcdies 
which would prepare the required recommendations. Another 
proposal was made by the French and generally supported by the 
US, UK and others, which simply noted with satisfaction ECE's 
study of international trade and of the development of under- 
industrialized countries and invited ECE to "pursue this work 
realistically" to get concrete results as quickiy as possible. 





& point-by-point vote was taken on the Soviet draft and 
eventuslly the Russian resclution was rejected by a vote of 
14 to 3. Acrimonicus debate was finaily replaced by unarimous 
approval of a joir* draft produced by the USSR, UK, France and 
Poland which approved the ECE report and noted with satisfection 
the formation by ECE of a committee on industrial development 
and forcign trade, and expressed hope that the work would lead 
to an increase of industrial and agriculturai production, par- 
ticularly of undeveloped countries. It authorized the forma- 
tion of the necessary groups to implement work in the above 
fields and invited ECE to consuit with specialized agencies, get 
results as soon as possible, and submit to ECOSOC an early 
analysis of economic reconstruction possibilities through the 
development of under-industrialized countries and trade expansion 
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: Reports Misleading With ‘cessation of Soviet at- 
tacks on the Recovery Program and with unanimous passage of 


- the ECE resolution, the press hailed the ECOSOC session as an 


indication that some east-west differences were being solved; 
interpreted Soviet approval of the ECE resolution as signify- 


. ing Russian cooperation toward European recovery; and made a 


great play of an east-west conference in the fall for the 
purpose of increasing trade. Our delegation reports that such 
press reports are fantastic and absolutely at variance with 
events. None of the developments at Geneva appears to our 
delegation to indicate a more cooperative or conciliatory 
attitude on the part of the Russians or, specifically, any 
change in their desire to defeat the Recovery Program. The 
significance of unanimous passage of the ECE resolution was 
highly overplayed and, while the Soviets did vote affirmatively, 


‘it represents no advance over the position they took at the 


last ECE session when they proposed that committees be estab- 
lished on trade and development. Soe. gees 1, May 17, 1948 


issue of Current Economic Developments. 


The east-west trade conference that press stories referred 
to were not mentioned in ECOSOC and undoubtedly refers to the 
meeting of the ECE ad hoc committee to consider the creation 

of such committees, which is scheduled to take place in September 
in Geneva. The Department and other interested US agencies - 
are now considering the position the US will take at that 
meeting. 


3 ITO Charter Discussed After an extensive debate, ECOSOC, 
- by -a@ vote of 15 to 3, adopted the US resolution which noted 


with satisfaction the Secretary-General's report on the ITO 
Conference. The Russian. delegate spoke for an hour against 
ITO saying that the Charter was a dismal compromise, favoring 
"economic wolves and US monopolists". Poland also scored the 
Charter as stressing trade factors to the detriment of employ- 
ment and economic development, contending that its approach 
to international commercial policy is basically wrong and that 
it is premature. Canada, Brazil, Australia, the Netherlands, 
Turkey, Chile and Venezuela praised ITO as a flexible compromise, 
with the objective of higher living standerds, and maintained 
it was not premature. The US and British delegates answered 
the Russian charges, saying that our desire to stress multi- 
lateralism is the best indication that there is no intention 
to use political pressure, which is more easily injected 
through bilateralisnm. 


ECAFE Report att Under pedis Debate on the 
ECAFE report resulted in a Soviet charge that backwardness 
of under-developed countries in the East and other areas was 
due primarily to the colonial policies of metropolitan countries. 


The Russian 
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The Russian delegate pointed to the large surplus of Indonesia's 
exports over its imports as evidence of exploitation and charged 
these profits had benefited the Netherlands, not the people of 
Indonesia. He opposed the idea that industrialization, follow- 
ing the US pattern, should evolve over a 100-year period and 
cited the development of certain Soviet republics to show large 
production gains. Japanese questions must be left to the Far 
Eastern Commission, he continued, offering a resolution calling 
for development of ECAFE countries' heavy industry, economic 
assistance without conditions, no discrimination in foreign 
trade, development of agriculture, and cheap credit to farmers, 
particularly small-holders. He urged a "deliberative voice" in 
ECAFE for the Indonesian and Vietnam Republics. 


Other countries voiced their views with Canada pointing 
to its experience with the US to show that foreign investments 
do not necessarily lead to economic enslavement and exploitation. 
The US delegate recalled US-Philippine relations to show how 
US aid had been the contrary of exploitation and domination, 
and expressed concern over Soviet implications that nations 
should aim at self-sufficiency, saying that autarchy and 
isolaticnism would result from this "development of national 
industry". He maintained that ECOSOC should not pass judgment 
on Indonesia's membership at this time since political arrange- 
ments are undergoing change under Security Council auspices. 


The Council referred to a drafting committee for recon¢ilia- 
tion the Soviet resolution and several amendments. It appears 
that general sentiment opposes certain propagandistic portions 
of the Soviet draft, aimed largely at the colonial question, 
but favors combining other Soviet views with Australian and 
Chilean ideas in a formula resembling the eventual ECE resolu- 
tion. .A Chinese resolution has been unanimously approved 
including Nepal in ECAFE's scope, giving approval to provisional 
rules of procedure and naming Shanghai as the continuing 
temporary ECAFE headquarters until such time as UN headquarters 
for Asia and the Far East is determined. New Zealand intro- 
duced a text affirming that prior to the peace treaty settle- 
ment on Japan, questions of Japan's economy were entirely 
within the competence of the Far Eastern Commission. The New 
Zealand delegate stated that ECAFE had overstepped its powers 
in this case. The Soviet delegate amended this to state that 
such matters were beyond ECAFE's competence and therefore 
could not be confirmed by ECOSOC. The Australian delegate 
warned against attempting such specific jurisdiction and 
agreed with the Chinese representative that action on this 
matter should not be taken since emotional and lengthy @@bate 
might ensue. Both texts were eventually withdrawn. 


Miscellaneous 
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Miscellaneous Various Narcotics Commission matters have 
been approved by ECOSOC plenary, seven technical resolutions 
being adopted by large votes and a Social Committee text recom- 
mending GA approval of the draft protocol on narcotics carried 
despite Soviet opposition to the protocol's "colonial clause", 
The Council unanimously approved the WHO decision that Geneva 
would be permanent headquarters, subject to GA approval. By a 
vote of 8 to 7 it was decided in plenary session that the UN 
Appeal for Children should be discontinued as a separate UN 
activity with termination date set for the end of this ycer. 
The Social, Economic, and Human Rights Committees of the Council 
are continuing working on items within their competence referred 
to them by the Council. , 


The overall discussions with the 
Hungarians which began in early 
summer in Budapest covering war 
damages and agrarian reform claims, nationalization, treatment 
of US business interests, and, on the Hungarian side, resumption 
of restitution from Germany got off to. an unauspicious start. 
Contrary to a request of our Legation for no public statements 
on the matter, the Hungarians went ahead with an announcement 
giving the impression that conversations covering all points 
at issue between the two governments had been proposed by the 
US. Although we considered issuing a clarifying statement, 

we refrained in order that the talks might not be formally 
recognized by an official release. 


SLIGHT PROGRESS REPORT! 


PORTED 
IN HUNGARIAN DISCUSSIONS 








The Hungarians appeared anxious to obtain resumption of 
restitution from Germany which had been interrupted when the 
Hungarian restitution mission was returned to Hungary as a 
result of the repatriation train incident. 


Over a six-weeks period almost a dozen meetings have been 
held, most of which have brought little more than claims and 
counterclaims concerning matters under discussion. However, 
Guring the last week the Hungarians learned that restitution 
from Germany may soon be terminated and with this in mind, 
have indicated that they may be willing to make concessions 
in the current negotiations. 


Although our Legation feels that accomplishments thus 
far have been too meager to warrant the return to Germany of 
the restitution mission and the release of goods already 
receipted for, it has informed the Hungarians of its willing- 
ness to recommend such action to the Department if the 


Hungerians 
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- Hungarians are cisposed to make certain concessions: : 
with regard ‘to the establishment of procedures for 
settlement of war claims, the adjustment of fair prices: 

' for goods delivered by American companies, and the 

bargaining of advances on war damage claims against 

resumption-of restitution: not yet delivered and receipted 

for. All other matters are to be bargained against . 

the full resumption of restitution. Im addition, the 

Legation intends, as in the past, to insist that the 

Hungarians must be willing to express regret to General 

Clay for the repatriation train incident prior to 

return of the restitution mission to Germany. 


The Hungarians have declared that the proposed 
concessions are unnecessary and impossib’.ec as well 
as disproportionate to the return of the mission. 
Despite this, the Legation sees indications that the 
Hungarians will at least try to see how fer our ‘wishes 
can be met on these items. 


FRENCH ASSEMBLY APPROVES The new French government 
STaBILIZ:ATION PROGRAM of Andre Marie was success- 

ful in obtaining Pariiamentary 
approval of the stabilization program sponsored by 
Reynaud, the new Minister of Finance and Economic Affairs. 
& second reading of the bill is necessary, however, 
due to minor amendments adopted by the Council of the 
Republic. - 


As passed by the Assembly, the bill is a somewhat 
modified version of the program as introduced by -the 
government. Introduction of the bill into the Assembiy 
was delayed for some time due to a disagreement within 
the Finance Committee on the powers of the goverrment 
to institute fiscal reforms. When the bill was intro- 
duced into the Assembly itself the Communists attempted 
a filabuster to prevent a vote being taken. Although 
the Communist technique of introducing numerous amend- 
ments slowed down the procedure, they were not success- 
ful in preventing passage of the bill. Many Socialists, 
and Popular Republicans (MRP) were not completely 
satisfied with the bill either and introduced a number 
of modifying amendments. Their objections centered 
about reluctance to grant the government wide latitude 
in fiscal matters primarily those dealing with taxation. 
In the final voting, five MRP members voted against 
the bill and 19 abstained. ° 





The bill 
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The bill empowers the government to take action to 
reorganize the financial end economic structure of the 
country so it will be strengthened internally, enabling 
France to carry on after the cessation of ERP aid. In 
gcneral, the origin’ 1 bill proposed by the government was 
mocified by insertions stipulating that measures taken 
under the granted authority must be reported to Parliament. 
There were also inserted safeguard clauses intended to 
protect, among others, the status of nationalized enter- 
prise, the socicl security system, end the central account- 
ing office. In its request for the passage of the bill the 
zovernnent stated that it recognized that neither the 
mocornizetion of French machinery nor the reconstruction of 
"our ruins" will be carried out without new sources of 
public credit and the government intends, within the linmita- 
tions of its constitutional powers, to act. Assurances were 
given that neither private property nor the public adminis- 
tration of nationalizec industries would be threatened 
Girectly or incirectly as well as assurances to labor on the 
continuation of labor and social security laws. 


services, civil anc military; 2) reorganization of public 
anc national institutions of an industrial and commercial 
nature, reform of the controls to which these establisn- 
ments sre subject in order to put them on a profitable 
pbesis ond to instill in them the idea of incivicual responsi- 
bility. This is to be cone without undgermining the property 
r the public edninistration of the vrriou:s efrected enter- 
prises or altering the proportion in which empiovees partici- 
pate in the seid administrations; 3) strengshening of controls 
anc reform in the rethods of financing so:.21 security and 
family allowances without reCucing the allovamces in any 
way anc without threstening the principle of autonomous 
acninistration by a..inistr-tive boards. The government 
also contemplates a recuction in the costs for puodlic relief 
comensurate with the developrent of s:cieal security; 4) preps 7a- 
ticn by the governz-ent, for submissior to Parliament by 
Jenusry 1, 1949, of a four-vear plan to develop sational 
production end assure balrnee of payments eguiitorium, The 
Original zovernrent proposal, which was Cirecved against 
maneuvers to increase prices by limiting production and 
stockpiling, was elininetec in its entirety on the objections 
of those who reac into the measure the intention to limit 
the right to strike--. right enunciated as a principle in 
the preamble of the French constitutions 5) elimination or 
fusion of existing taxes 2nd preparation of a new fiscal coce 
reforming the entire French tax structure for submission to 
Parlicment before Deverber 10, 1948 for avrrovai and to take 
effect as of January 1, 1949. This articte of the bill 
caused t:.- most extensive GCetate in tne assembly and, as 
acopted, is 2 modifisetion of the government bill which did 


Bri fly, the bill provides for: 1) reform of public 
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not require Parliamentary approval of the change in the fiscal 
structure. The requirement that the fiscal reform program be 
subnitted to a vote of Parliament in the form of an annex to 
the 1949 tax bill was a victory for the Communists who sponsored 
this amondment in the Assembly debate. The bill is now worded 
so that “ere must be a detailed parliamentary consideration of 
the reforms rather than their acceptance en bloc as is usuelly 
the case with an annex. In consequence, there will probably be 
another Parliamentary wrangle at the end of the year. Also 
celeted from the final text of this article was a provision 
which would have empowered the government to increase rates 

of production and turnover of taxes by not more than 30% to 
compensate for loss in revenues which might result from elimi- 
nation cf fusion of other taxes. 


During the debate, Finance Minister Reynaud, who had 
threatened to resign his Cabinet post if the bill was not 
epproved in an acceptable form, stated that France's probable 
deficit for the se .ond helf of this year would bo around 200. 
billion francs, to which would have to be added. i30 to 150 bil- 
lion francs if the counterpart of ERP aid were not available, 
with only 70 billion francs available in the French: Treasur.’. 

In private conversations with Ambassador Caffrey, Reynaud has 
stated that the government's relation with the worxers and 
unions is the principle difficulty confronting the government 
today. Labor support of the present government is dependent on 
a belicf that labor will not be called upon to accept a decrease 
in living standards. However, in order to eliminate the deficit 
on her international balance of payments, French exports will 
have to be increased materially and, therefore, labor must be 
called upon to increase working hours with no comparable in- 
crease in the standard of living and the prospects of a slight 
decrease in the living standard in the next few years. Althcugh 
they would find it distasteful, the ncn-Communist labor groups 
in Franc> may, unless the present government is able in the 

near future to stabilize the general price level ard reduce 
prices of certain essential articles, join with the Communist- 
controlled Generel Confederation of Labor in en effort to raise 
wages. While non-Communist labor leaders realize tnat action 

of this nature would be highly dangerous, pressure from the rank 
and file would be too great to resist. The Communists for their 
part are preparing to engege in vigorous action this autumn dur- 
ing the electoral campaign and ere very likely to resort to . 
widespread labor disturbances if the political and economic , 
conditions prove conducive. They view the stabilization 
program as highly dangerous to their movement and are expected, 
under promptings from Moscow, tc make great efforts to prevent 
Reynaud from pronmc’*ng French recovery and thus indirectly 

to deliver a blow at the US. 


* * * 
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REVIVAL OF J. JAPAN'S FOREIGN in furtherance of US policy of 
TRADE SI SHOULD. “BE ENCOURAGED encouraging the revival of Japan's 
foreign trade, we have asked our 
missions to facilitate in every way possible the resumption 
of such trade, within limitations imposed by local circum- 
stances, in order that Japan can contribute to world economic 
recovery, particulariy in Asia and Southeast Asia, and in 
order that it may reach e self-support status making unnecessary 
continued US financial aid. We have informed the Far Eastern 
Commission of US intent to help Japan become seif-supporting 
as rapidly as possible and have requested support of FEC 
countries in attaining this goal. 





Expanded Sino-Japanese Trade Under Consideration CA and 
the Department have asked the ECA Mission in China and Embassy 
Nanking to explore with the Chinese government the practical 
possibilities of expanding the volume of trade between China 
and Japan and the possibility of using Japan as a source of 
supply under the aid program, particularly in connection with 
reconstruction projects. While the US is aware of the political 
protlem presented for the Chinese government in supporting any 
policy that might appear to aid Japan at Chinese expense, we 
believe it should be possible to work out arrangements that 
are to their mutual benefit. Present iimited trade is heavily 
over-balanced in Japan's favor. Since SCAP desires to increase 
the volume, we suggest Japan might be willing to refrain from 
pressing for immediate payment if China makes an effort to 
increase exports. Railroad rolling stock, rails, bridging 
materials and other cepital equipment needed for reconstruction 
projects could be paid for in cash from ECA funds, with ship- 
ments of other commodities both ways being in open account. 








Japanese-Siamese Trade At SCAP's request, a Siamese 
trede mission is scheduled to arrive in Japan shortly. The 
Siamese ere reported willing to barter tin metal for textiles, 
railway rolling stock 2nd other Japanese commodities. They 
had expected to barter rice for Japenese goods but Japan 
failed to secure an IEFC rice allocstion. 





SC&P Trade with Indonesia We have been informed by the 
Dutch that SCAP's trade representative has signed a contract 
with the Indonesian Repubdlic representative at Manila for 
the purchase and shipment by SCAP of 27,000 tons of soy beans, 
copra, peanuts snd sugar. Under provisions of the Renville 
Agreements, the Indonesian Republic ecknowledged sovcreignty 
of the Netherlands in the current interim period, thus fore- 
going attributes of sovereignty such es cor.trol. of foreign 
trade. Our political adviser in Tokyo has been asked tec 
advise appropriate authorities that such trade arra ngements 
shouid await conclusion of the political egreements contemplated 
in the Renvilie Agreements, which may be achieved by mid-September. 








Filipinos 
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Filipinces Concerned Over Japanese Trade Following sensa- 
tional Manila press accounts protesting a secret executive 
agreement between the late President Rovas and SCAP calling 
for the resumption of Philippine-Japanese trade, President 
Quirino has explained to the press that there was no treaty 
or formal agreement with Japan, but that President Roxas had 
arranged a temporary agreement with SCAP whereby the Phillipines 
receive vital reconstruction material and in turn send raw 
materials to Japan. The press, however, continues to request 
more publicity on Japanese trade and to oppose the exchange 
of Philippine raw materials for Japanese manufecturers on a 
large scale. 








MEXICAN COUNTER PROPOSALS M&DE For some time it hes appeared 
IN TRADES £GREEV ENT NECOTIATIONS that agrcement might not be 

reached in current negotie- 
tions for revision of Mexican tarift rates inclrded in the US-~ 
Mexican Trede Agreement of 1942. Develovments within the past 
week, however, indicate some possibility of agreement. 











These negotiations were uncertalven in accordance with 

an agreement reached between the two countries last December 
when Mexico provisionslly converted Schedule I rates to com- 
pound rates equivalent tc 1942 levels pending renegotiation 
of the schedule. (See page 8, April 26, 1948 and page 8, 
December 15, 1947 issues of Current Economic Developments). 
Contrary to the December agreement, when current negotiations 
commenced in April the Mexicans took the position that they 
would not confine negotiations to Mexican tariff rates but 
would insist on changes in US rates as well, They also pro~- 
posed far-reaching changes in general provisions of the exist- 
ing agreement. We firmly rejected the Mexican suggestion 
that US rates be negotiated. In order to expedite conclusion 
of the negotiations, the Mexicans were informec that, while 
the US could not agree to any modificetion of the escape 
clause in the agreement which was inconsistent with or less 
satisfactory than the comparable article in the General 
Agreement on Tariffs and Trade (GATT), it wouid agree to sub- 
stitute the GATT article for the one in the existing agree- 
ment. At the same time, our negotiators informed the Mexicans 
that if no agreement is possible in the present negotiations, 
the US proposes mutusl agreement with the Mexicen government 
to terminate the trade agreement in six months, with the pro- 
viso that the present egreement will continue in effect beyond 
the six-months period if Mexico meanwhile has taken steps indi- 

ceting its intention to accede to GATT anc if exploratory dis- 
poheny indicate that a basis exists for reciprocal tariff 
negotiaticns within the frarework of GATT. 





Last 
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Last week, the Mexicans submitted aounter proposals on 
duties as well as articles X and XI of the agreement, wnaich 
our Embassy feels are vastly better than any submitted by 
the Mexicans hitherto. It feels they are changed so greatly 
as to indicate a change in policy. Our negotiators report 
that preliminary review indicates the proposals on the general . 
provisions are acceptable. Although lt is premature tc deter- 
mine the precise degree of acceptability of the new proposed 
duties, our negotiators believe many of the proposed rates 
are unacceptable. The Mexicans have stated that they believe 
it will be possible to conclude a satisfactory agreement and are 
pressing for a speedy reply from the US. 


SECRET 
* * * 
RESTRICTED 





ECONOMIC OFFICERS OF LATIN Plans are under way for a meet- 
AME MERICAN MISSIONS TO MEET ing of the chief economic officers 
in our various Latin American 
missions with representatives of the Department and certain 
other ager.cies. The meeting is scheduled for this fall, 
probably November. Rio has tentatively been set as the 
meeting site. A provisional agenda has been prepared and 
wiil be circulated for comments of the counselors before it: 
is definitely agreed upon. 











Among the items on the provisional agenda which will 
be circulated for Embassy comment are balance of payments 
and exchange problems; US investment in Latin America, in- 
cluding barriers to expanded private investment, functions 
of the International Bank and the Eximbank, and availability 
cf US technological assistance. Another suggested item is 
commercial policy, including the status of ITO and GATT, 
future trade agreement negotiations under the Trade Agree- 
ments Act of 1948, negotiation of treaties of friendship, 
commerce and navigation, and regional preference. Commodity 
problems will also be a subject of discussion, including 
allocation of articles in snort supply; production, distribu- 
tion, and price problems in raw materials; stockpiling; and 
competition from synthetic materials. 
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This weekly publication is designed to highlight developments in the eco- 
nomic divisions of the Department of State, and to indicate the economic prob- 
lems which are currently receiving attention in the Department. It is suggested 
that copies be retained on file, as reference will sometimes be made to previously 
reported items to avoid repetition. 
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ercised to avoid public or private discussion of the information herein with or in 
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For general purposes all classified Foreign Service Officers and other responsible 
economic officers are authorized to have knowledge of the contents of this docu- 
ment, responsibility for the safekeeping of which will be assumed by each recipient 
thereof. It may be retained in protected files or, at the discretion of the recipient 
destroyed by burning. If not personally disposed of by the recipient, he will 
assure himself that it is burned in the manner prescribed for SECRET material. 
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: “STOCKPTLING- A temporary ECA mission, 
TO V of) -» to servé as a test operation. 
Pye oF ., ¥ to develop a modus’.operand? « 
with respéet to strategic materials, has left Washington for’ 
France, the UK, Italy and possibly other ERP countries. The 
mission is t6 initiate-conversations and negotiations: leading’ 
to the early execution of’ supplementary agreements aimed at 
increasing the availability to the US of manganese from the 
Gold Coast, graphite from Madagascar, and rubber from stocks 
controlled by the British Board of Trade. It will also acquaint 
the countries concerned with our desire to increase the avail- 
ability to the US cf chromite, esbestos, lead, copper, zine and 
other needed materials and to obtain the undertaking of. measures 
' designed to achieve this result. These and related matters, 
including the establishmént of. the necessary staff to deal with 
strategic materials problems, will be discussed with ECA and : 
diplomatic representatives. — eye ae -? a 


7 2 ” otk ‘ 

" * Gold Coa st Hengene $2 - Current industry stocks of manganese 
' in‘the US and the condition of the stockpile are-very unsatis- 
factory. The mission proposes to develop with UK officials 
and officials‘ of. the African Manganese Corporation, which mines 
African manganese deposits comprising a major. world -séurce of 
this metal, a specific plan of action to achieve the maximum 
practicable increasé in: production and availability to the US. 
If it is true, as reported, that haulage to the port is the — 
limiting factor in the tonnage that can be exported, the ~ 
mission will sttempt to determine whatis required 4a thei way 
of rolling stock and other facilities. HG INE II] 


" BOT: Rabber Stockg:- Approximately’ 30,000 of the 85,000 
long- tons of :natural crude‘ rubber owned by the British Board 
of Trade‘are of grades meeting: specifications for the US 
strategic: stockpile. Négotiations- will be reopened with the 
British government ' by’ ECA,-together with our diplomatic mission 
and the Bureau of Federal Supply representative on the mission, 
for the: purpose of securing rubber for stockpiling purposes. . 
Munitions Board negotiations undertaken with the British in 
the early part of 1948 for rubber purchases failed because 
an agreement on price could not be reached and because part 
of the rubber offered was from old rather than fresh stocks. 
On the othér hand, it is realized that this is an excelient 
opportunity t6 secure rubber in a large amount with less dis- 
turbance to the market than would be the case if a like. amount 
of rubber were bought on the open market. Another reason for 
wishing to acquire this rubber is the fear that it might fall 
into: the. hands of the USSR or its‘ satellites. 





~ Madaga | e Gra € The Madagascar deposits com- 
promise the only known. sourcé in the: world of flake graphite 
of strategic grade. The quantity in the US stockpile is so 
far short of the target tonnage as to be negligable, and 
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likewise the stocks of industrial users are so. low as.to be 
alarming to them. Mine production in Madagascar has not re- 
covered from the wreckage wrought during a native rebellion 
early in 1947. The temporary mission will discuss with the 
French what the French government is doing to increase output 
and will determine how ECA might assist in increasing the out- 
iput of. these mines‘as well as assure that an appropriate share 
Of the increase would come to the US. ' 


* - .* * 


NAC TAKES ACTION ON OFEC PLAN The National Advisory Council has 
FOR IN RA-EUROPEAN PAYMENTS PAYMENTS approved the basic principles 





of the plan submitted to ECA 
' by the Organization for European Economic Cooperation (OEEC) 
for facilitating intra-European payments and recommended to 
the ECA Administrator certain considerations. The plan, 
which. places principal reliance for the financing of European 
surpluses and deficits on transfers -of local currency counter- 
parts from the European creditor countries to the European 


. @ebtor countries, had been approves in epmeoen ad ECA’ prior 


to NAC action. . 


ts Basic Frinciples of the Plan The important features of 
the proposed plan are as follows: ‘ 

. 1) Participating countries will negotiate the funding 
of past indebtedness. 


! 2) Intra-European trade will be financed by local cur- 
/rency counterparts with appropriate reallocation of US aid. 

‘ECA dollar allocation: to countries which are creditors on 
_intra-European account will be divided into two parts: a 

basic. dollar allocation equal to their Western Hemisphere 
deficit minus their surplus on intra-European account with 
other participating countrics, and-a supplementary dollar 

_ grant equal to their surplus with other. participating countries. 
The supplementary dollar grant -ts to be matched by a local 


. currency contribution to be used-as a grant to other partici- 


' pating countries to finance ‘purchases in the creditor country. 


7 


No country, with the ex¢eption of the UK, will receive a 
+ eS Sees in excess of its approved Western Hemi sphere 
eficit. | , 


Although the shen leaves the treatzent of the sterling 
area.a subject for further study, present discussions indicate 
that the problem may be handled in the: following manner. For 
the,.purpose of determining the to the B's surpi grant-eghat 
om of we dollar grant equal to the s surplus with other 


- 
‘¢ 






participating 
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participating sleet tia sterling area asa whole is to 

be considered as the participating country. Thus, the supple- 
mental dollar allocation would be equal to the surplus of the 
sterling area as a whole with the other European participating 
countries, excluding the (K. In effect, the "K would receive 
additional doilars for financing the western European deficit 
with the independent sterling area. The amount of the UK's 
total allocation will be larger than the UK's approved Western 
Hemisphere deficit by the amount of the deficit of the parti- 
cipating countries (other than the UK) with’ the independent 
sterling area, i.e. sterling area countries other than the 

UK and her dependent overseas territories. 


Supplementary dollar allocations based on anticipated 
patterns of participating countries' deficits would be 
determined in advance on an annual basis, with revisions only 
in exceptional cases. } 


3) Countries’ are invited to supplement the local currency 
contributions--the counterpart of the supplementary dollar 
grant equal to their surplus with other perticipating count- 
ries--by credits (provided by participating countries) inde- 
pendent of the distribution of US aid, by existing unused 
credit margins, and by the utilizetion of the drawirg facili- 
ties of the Internationel Monetary Fund. 


4) While still not clear as to the exact. form, the pro- 
posal envisages an automatic clearing mechanism by which 
participating countries will be able to offset and clear a 
deficit with one country against e surplus with another coun- 
try, thereby permitting multilateral as opposed to bilateral 
balancing of current. accounts. 


5) The program also provides for agreement emong the 
participating countries to eliminate insofar as possible 
obstacles to intra-European trade. In addition, efforts will 
be made to develop precautionary devices in order that the 
plan will not compel any country to buy under less favorable 
conditions than it could otherwise obtain. 





ECA Reaction On the whole, ECA feels that the proposed 
plan is a major accomplishment of the OEEC toward European 
self-help and cooperation. ECA has some reservations with 
regard to the wording of the plan. Specifically, ECA has 
informed OEEC of its desire for more definite commitments on 
the part of European countries with regard to intra-European 
financing. While the plen does not provide for the setting 
aside of local currency by debtor countries as a counterpart 
to local currency contributions received from creditor countries, 
ECA has indicated that such action should be taken. It is 
expected that NAC vill give further study to a number of other 
points including the sterling area prohlem and special problems 
which arise in Germany's participation in the plan. 


N&C Action 
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NAC Action After reviewing the proposed OEEC program 
the NAC approved the following principles of the plan: 
1) the funding of outstanding European credits; 2) the 
establishment of new credit lines for financing intra- 
European trade; 3) the appropriate realiocation of US 
assistance to facilitate essential trade not otherwise 
financed; and 4) the development of an appropriate clear- 
ing mechanism for settling bilateral balances. 


In addition to approval of the above principles, NAC 
invited the attention of the ECA Administrator to the follow- 
ing considerations: 


1) NAC reaffirms the desirability of adequate European 
self-financing as a necessary es of the proposed realloca- 
tion of US aid. 


2) NAC believes that every precaution should be taken 
to assure that at least $1 billion of US assistance is being 
extended in the form of loans and guarantees. NAC recommends 
that the distribution of loans and guarantees by countries 
as adopted by the Council's earlier acticn should be preserved 
insofar as possible in the development of the pian. Attention 
of ECA is called to the possible use of counter-credits to 
US loans as well as counter-grants to US grants. 


3) NAC reaffirms its recommendation of May 5 that 
countries participating in ERP should not be permitted to 
purchase dollars from the International Monetary Fund except 
in special circumstances and in moderate amcunts of currencies 
other than dollars. 


4) NAC believes that any effective plan for facilitation 
of intra-Zuropean trade and payments should make progress 
toward achieving complete self-financing of intra-European 
trede. 


5) Taking note of the current ECA arrangement by 
which supplemental allocations of US aid are being given to 
debtor ERP countries to make essential purchases in creditor 
ERP countries, the NAC invites the ECA Administrator's 
attention to the importance of retaining full freedom to 
utilize in whole or in part “offshore procurement" if other 
arrangements based on the program as outlined above should 
feil to develop a satisfactory flow of essential goods with- 
in Europe. 
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SW RECOGNI We have denounced in the most force- 
CONVENTION ful terms the Danube Convention which 
| was adopted at Belgrade over the 

opposition of the western powers, At the concluding session 
of the conference ox August 18, Ambassador Cannon wholly re- 
jected the convention and declared that the US would not 
recognize for itself or for our zones of occupation in Germany 
and Austria the authority of any commission created thereunder. 
Labeling the conference a sham and a uniquely biased perform- 
ance in the history of international conferences, he berated 
the fact that there had been no real negotiations and that a 
"cynical" majority had forced through the Soviet convention 
without regard for the rights of others. Railroading the 
instrument through by means of a satellite majority is a 
Soviet attempt to legalize the Russian monopoly over Danube 
shipping which demonstrates the continued subservience of the 
Danubian peoples to Soviet imperialism and keeps closed one 

of the principle doors for east-west trade. 










In the final conference session Vyshinski made the point 
that a simple majority of ratifications was a proper number 
to bring the new Danube treaty into force; that once six 
powers have ratified, the other four could not prevent its 
entry into force, even in their own territory. According to 
the Soviets, the new treaty is to be in effect in Austria 
and Germany as well as in the Soviet satellite states whenever 
six powers have ratified it. 


The main principles of the Soviet convention which we 
consider entirely unacceptable are: 1) It fails to prevent 
discrimination egainst shipping on the Danube. It provides 
nondiscriminatory treatment only for such minor items as 
port dues and sanitary regulations but on the basic issues, 
such as access to ports and facilities, it leaves the door 
open to the continuation of the exclusive, discriminatory 
practices that have been foliowed for the past three years 
by Soviet~controlled companies. 2) The instrument eliminates 
non-riparian representation on the new Danube Commission. 

It fails to recognize the interest of the rest of the world 

in trade with this region and merely provides a mechanism 

for controlling economic relaticns with outside areas which 
will be to the detriment of the rivarian states themselves. 

3) It destroys the whole concept of international waterways 
which has been the public law of Europe for over 140 years. 

4) Austria is barred from participation until the peace treaty 
question is settled. Germany is ignored entirely. 5) It 
attempts arbitrarily to nullify tne 1921 convention. These 
provisions are contrary not only to the rights of certain 
participants of the Belgrade Conference but also to the rights 
of other signatories of the 1921 convention including 


Belgiun, 
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Belgium, Greece and Italy. 6) It presents a weak and badly 
organized commissicn with the river system too narrowly 
defined since tributaries and important leteral canals are 
omitted and only one outlet to the Black Sea is included. 

To complete the picture of the ineffectual commission, pro- 
vision has been made for the estattishment of autonomous 
river administration outside the commission's real control. 

7) It makes no provision for any relationship with UN, - 8): It. 
fails to fulfill the mandate of the Counc 1 of Fo ' Minis- 
ters. : | . 


The three western ‘Géeasttane believe that by staying 
te the end of. the conference, refusing to sign en unnegotiated 
convention, reserving rights "and insisting.on the continued . 
legal validity of the 1921 convention and by indicating a. |. 
continuing interest in the problem of opening Danube river 
traffic, they nave leid the groundwork for subsequent,action. 
Possible next steps are now being considered. fmong the — 
measures under consideretion is whether to bring the que stion 
before: an meciinnaneunes international body. 


SECRET 
* * * 
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PEST PAYMENT BUI On August 10 we received 
OID P/.RT FOR ALLEGED D/MAGES a check for $3,341,446 

from the Soviets to apply 
against interest due July l, 1948 under the Soviet Lend-Lease 
Pipeline Agreement of October 15, 1945. In an accompanying 
note the Soviets stated that thoy were reducing the full 
amount of interest due by some $1,790,000 due to incomplete 
deliveries and discriminatory US export policy. Of this 
amount the US has given its tentative approval to a decuction 
of $490,000 pending discussion of the total amount due under 
the Agr reement with the Soviets, This epproval wes given in 
view of incomplete deliveries to the Soviets which results 
from Congressional legislation with regard to the termination 
of lend~lease deliveries on December 21, 1946. However, we 
reserve the right to claim such edditional amounts of interest 
that may be due us as a result of these discussions witn the 
Soviets. The Soviets deducted. a similar amount last year for 
the same purpose. 








In addition, the Soviets deducted $1,300,000 representing 
damages which they alleged they have incurred because of US 
export policy which, the Soviets sharge, has resulted in the 


compulsory 


DECLASSIFIED FOR PUBLICATION IN FOREIGN 
RELATIONS OF THE UNITED STATES 








BEST COPY AVAILABLE 


CONFIDENTIAL 
o 7 .=' 


compulsory termination of the fulfillment of certain private 
purchase contracts. The Soviets claim that this. amount far . 
from covers the entire damage caused to Soviet agencies by . 
the discriminatory action and they, therefore, announce their 
intention to reserve ‘the right to demand payments by the US 
of all damages after they nave Pood, erEsne tes. 


CONFIDENTILL 


* * * 
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CHINA INSUGUR:TES In an effort to stop the astronomical 
FINANCIAL REFORMS flight of Chinese currency, last week China 
announced a financial reform program with 
the basic purpose of introducing a new and stable currency, 
described as a managed gold standard. The essential feature 
of the plan seems to be the recognition of the dependence of 
its success on early balancing of the budget by immediate and. 
radical. fiscal and budgetary reforms. The new unit, known. 

as the "gold yuan" is worth 25 cents in US currency, or three 
million times the present value of the old yuan. The new 
currency is to be in units of 1, 5, 10, 50 and 100.. 





Banks were ordered closed for two days following the 
announcement to permit the start of an orderly exchange of 
old currency for new. Presumably, conversion operations will | 
begin August 24, one new yuan to be exchanged for three million 
old.CN dollars. Northeast China currency will ve exehanged 
at the rate of NE300,000 for one, a rate which, according | to 
our consul at Mukden overvalues the NE dollar by about .15%. 
The deadline for the -conversion was set at November 20. 
Possession of gold, silver or foreign currencies will be 
punishable by confiscation after October 30. 


According to the Finance Ministry the new gold yuan would 
be supported by assets totaling the equivalent of $490,456,692 
in US dollars as follows: up to 40% by gold, silver or foreign 
currency and 60% by government "guaranties". The Chinese 
Cabinet disclosed that guaranties will comprise former enemy 
properties, and state-owned enterprises such as the China 
Textile Corporation, the China Merchant Steamship company 
and the Taiwan (Formosa) Sugar Company. 


Auxiliary measures include provisions for the revamping 
of revenue system and the registration end surrender of gold 
and silver dollars and foreign currencics by the pvublic to 
the government at stipulated rates. 


In addition, 


UNCLASSIFIED 
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In addition, wages and- ‘priges will be controlled by | 
drastic measures and army ‘and govei rnment pay will be adjusted 
and improved. The cost of living index, whereby wage rates 
have been raised at least ‘once a Jnonth to keep up with in- 
flation, is befng abandoned. : } 


To balance international payments, exports and  Qimestic 
production will be promoted ami the consumption of imports 
will be restricted. To this end import quctas will be reduced. 


UNCLASSIFIED 
* * * 
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INTERIM COMMISSION The Second Session of the Executive 

FOR ITO TO MEET Committee of the Interim Commission for 
the proposed ITO opens in Geneva August 25. 
The Interim Commission, consisting of 52 governments which 
Signed the Final Act .f the UN Conference on Trade and Employ- 
ment last March, elected the 18-member Executive Committee 

and authorized ae to exercise any or all of the Commission's 
functions. 





The Committee, at its Geneva meeting, will deal with 
the preparation of documents and recommendations for submission 
to the conference of the ITO when the organization is established. 
Included on the agenda of items to be considered ares. 1) ITO 
relationships with UN; specialized agencics of UN, such as 
IMF and. FAO; other intergovernmental agencies, including . the 
International Court of Justice; end non-governmental ‘organiza- - 
tions; 2) the interim report by the Intcrim Commission's _ 
Secretariat on.the facilities available-for encouraging... ., 
economic development; 3) Interim Commission representation tet: 
of the Interim Coordinating | Committee on international Commodity 
Arrangements; 4) the Swiss demand for sweeping exemptions from 
the. Charter of the proposed ITO, particulsrly to permit the. 
use of quantitative restrictions and bilateral agreements when- 
ever in its judgment its econcmic stability requires such 
practices. 5) In connection with the report by the Executive | 
Secretary, which raises the problems of administration, 
finance and future work program, we have taken‘the position 
that the work program of the Interim Commission and its Executive 
Committee should be based on the principle of restricting its 
activities to the minimum level consistent with the fulfillment 
of the terms of reference. of the Commission, and. personnel and 
budget requirements should likewise be restricted. The principal 
objective. now should’ be to obtain approval of the Charter by the 
respective governments, and other considerations should be sub- 
ordinated to’ this objective. 
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TREATY PROGRAM Since the first of the year we have moved 

MOVES FORWARD forward in our program for the modernization 
and extension of our commercial treaty structure 
by initiating negotiations for treaties of friendship, commerce 
and navigation with Australia, France and Ireland. In addition, 
draft treaties have recently been presented to India, Iran, 

the Netherlands, New Zealand, Pakistan and the Union of South 
&Lfrica. We have forwarded to Embassy Brussels a draft treaty 
to be discussed with Belgium and are planning presentation 

of proposals to the Colombians who have indicated that they 
wish to conclude a treaty with us. We are also considering 
presentation of proposals to Uruguay. 





The treaties with Italy and China, negotiation of which 
was concluded some time ago, are awaiting exchange of ratifica- 
tions. (See page 16, January 19, 1948 issue of Current Economic 
Developments). The Lebanese government continues to withhold 
signature of the treaty, negotiation of which was concluded 
last year. 


Negotiations with the Philippines, which have reached 
an advanced stage, are being delayed by the serious problems 
which have arisen in the form of concessions requested by 
the Philippines. The Czech negotiations, which had been 
initiated in 1947, were dropped following the Communist coup. 
A1ithough we presented draft treaties during 1946 and 1947 to 
Brazil, Chile, Cuba, Egypt and the UK, negotiations have not 
yet been undertaken with these countries. 


CONFIDENTIAL 


* * * 
RE*TRICTED 


GRAN COLOMBI..N COUNTRIES MERELY It is the opinion of our 
AGREE TO STUDY CUSTOMS UNION Ambassador to Ecuador that 
the recent Gran Colombian 
Conference cannot be called a success, in spite of the fact 
that the Final Act was signed by representatives of the four 
powers concerned--Venezuela, Colombia, Ecuador and Panama. 
The chief objective of the conference was to form a customs 
union end press reports of the conference declared that a 
customs union had been formed. However, the original reso- 
lution, which provided that the union should be a complete 
one, was reduced to an agreement to study the question of a 
yee union and to work out a final solution at a later 
a Ce. 








* * * 
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EAST-WEST TRADE NEGOTIATIONS Representatives from the Depart- 
TO START WITH ERP COUNTRIES ment and ECA have left for 

| Europe to confer with the US 
Special Representative and key ECA mission chiefs and Embassy 
personnel who will bé involved in negotiations for-the control 
of exports from ERP countries to the Soviet orbit. These 
negotiations will be under the direction of the US Special 
Representative actirig for ECA and State. 





Short Prohibited List Agreed Upon The list of items 

‘ which are to be prohibited from export from the YS to the 
Soviet orbit for national security reasons has been agreed 
upon here. This list (Class 1-4) consists of munitions, 
including aircraft, plus equipment and material items designed 
primarily for or used primarily in production of.munitions 

or contributing importantly to the war potential of the USSR 
and its satellites. ECA and State representatives will seek 
by negotiation to obtain agreement of the countries partici- 
Pat ing in ERP to prohibit all export of these items to Eastern 
Europe. 


Undertakings with Respect to Class 1-B Exports Substan- 
tial agreement has also been reached here on a second list 


(Class 1-B) of items of great importance to the war potential 
of the Soviet orbit, but subject to export limitation to 
eastern Europe rather than complete embargo. ECA and State 
have undertaken to obtain agreement of the participating 
countries, as far as practicable: 1) to identify and prohibit 
the export of items on this list that involve important western 
scientific and technological advances which could be used as 
prototypes by eastern Europe; 2) to provide the US with periodic 
information on exports of these items to each country in the 
Soviet orbit; 3) to reduce continuing exports of these items 
to the east to the smallest quantities consistent with exist- 
ing trade agreements and with the necessity of obtaining 
essential imports from the east. It is expected that-the US ° 
‘will adopt a more restrictive policy on Class 1-B exports 
than it will request of the ERP countries since east-west 
trade is much less important to the US than to the countries 
_,partisipating in the Recovery Program. The US is now study- 
ing the availability of data'on US exports which western 
European ‘countries may request to allay fears of US competi- 
tion. We assume that following preliminary negotiations it 
may be necessary to revise the lists in order to secure a 
substantial voluntery agreement by the European countries 
and avoid placing undue restrictions on east-west trade. 








Basic Principles State and ECA have outlined the follow- 
ing principles as basic to our export control policy and the 
forthcoming negotiations: The effect the.denial of supplies 
to the Soviet bloc will have on the Soviet war potential 





derives 
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derives principally from the denial of particuler critical . 
items. Security is best served by maintaining and increasing 
the strength of the west relative to that of the eest, and 
the effort to hold down the war potential of the east should 
be weighed against the necessity of building up the defense 
strength of the west. The ERP countries' political and mili- 
tary strength depends upon their economic recovery, which is, 
in turn, dependent uvon the success of ERP. As presently 
conceived, the success of the Recovery Program depends upon 

a substantial volume of trade between western and eastern 
Europe, and security restrictions upon exports from partici- 
pating countries to the Soviet orbit must *ake into considera- 
tion the dependence of ERP on the maintenance and expansion 
of east-west trade. The east-west trade policy should assure 
continued eastern bloc exports critical to western economic 
recovery and defense potential, including strategic materials 
needed by the US to the greatest extent compatible with .the . 
objective of increasing the strength of the west relative to 
that of the east. The primary object of these negotiations 
must be an export control program for which voluntary agree- 
ment of ERP countries, based on the recognition of a common 
purpose, may be secured. 


In these negotiations, Recovery Program countries will 
not be asked to terminate existing commercial commitments to 
eastern Europe if such action will jeopardize their relations 
with those countries, but we will ask that every effort be 
made to terminate all Class 1-A shipments at once. This 
policy will apply to exports to the USSR, Poland, Czecho- 
Slovakia, Hungary, Rumania, Bulgaria and Albania. In general, 
the policy toward Yugoslavia will be the same, although there 
may be flexibility in Class 1-B items, Since developments 
in Yugoslavia require day-to-day watching, it is desirable 
that extensive future commitments to Yugoslavia be avoided. 
All Class 1-A shipments to Finland are to be prohibited, 
but a less restrictive policy on Class 1-B items may be followed 
than in the case of other eastern countries. 


Negotiations to be Bilateral Because of the difficult 
nature of these negotiations and the variations in the prob- 
lems anticipated with different countries, we suggest a bi- 
lateral approach rather than multilateral. We suggest that 
very informal discussions be undertaken with the British and 
with US-UK officials in the bizonal area of Germany prior to 
approaching the others. If the discussions with the British 
are reasonably satisfactory, talks will be initiated with 
France, Benelux, Denmark, Austria and Norway. Italy, Greece 
and Turkey are not expected to present much of a problem, and 
Ireland, Iceland and Portugal are not important in this con- 
nection. [Sweden and Switzerland are expected to be the most 
difficult and agreements with them may have to take “.ccount 


of their special circumstances) Negotiatd 
egotia ons 
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_ Negotiations on items related to atomic energy are being 
handled separately by State and the Atomic Energy Commission 
by agreement with the ECA Administrator. 


Although not a subject of these negotiations, the US 
is interested in probiems of leakage of strategic items 
through third countries, trans-shipment or diversion at free 
ports, listing of faise destinations and similar devices. 
The Departments of State and Commerce will soon approach several 
European countries at a technical level to try to secure their 
cooperation in enforcing US export controls. 


* ™« * 


ECA TO SURVEY GERMAN PLANTS BEFORE ECA has informed British 
FURTHER DISMANTLING FOR REPARATION and French representatives 
in Washington that, under 
the responsibility imposed upon ECA in its legislative authority, 
a green light cannot be given at this time to further dismantling 
of plants in the western zones of Germany. Relations with 
Congress, particularly with the appropriations committees, 

make it imperative for ECA to conduct a survey under its own 
auspices before recommending any piants for release. In order 
to most efficiently carry out this work the ECA Administratcr 
has appointed five well known industrialists to advise him 

and around 40 engineers are expected to go to Germany to con- 
duct a piant-by-plant survey and submit technical recommenda- 
tions to ECA. The examination should take from 60 to 90 days 
and the recommendations will then be transmitted to the Depart- 
ment. The terms of reference of the advisory committee are 

to determine first whether or not any of the plants are import- 
ant to European recovery, and second, whether any of them can 
best serve recovery by being kept in Germany. Emphasis wiil 

be on European recovery rather than merely German recovery. 

The reaction of the British and French officials was naturally 
one of dismay and they pcinted out the political and emotional 
significance in their countries of the reparation program. 

They wili be given the opportunity of expressing their views 

to members cf the advisory committee, if their governments 
wish them to do so. 











General Clay when informed of this procedure, which has 
the full concurrence of the Department, expressed doubt as 
to the wisdom of such a review for several reasons. Techni- 
caliy he does not feei that the engineers will gain any informa- 
tion which is not already available or that cannot be made 
available by US authorities now in Germany. However, his 
primary concern is based on other considerations, particularly 
the discontent ia Germany which will be increased by the delay 


which 
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which will be involved in this kind of examination. The visit 
of the engineers, he feels, will develop great dissatisfaction 
if these plants are later mace available for reparation and 
will emphasize the entire question as a popular issue ata 
time when Communist propaganda will be at its maximum, since 
the final decision will be made just about the time the Germans 
are deciding on the acceptance of the proposed constitution. 
&t the time the survey is made, popular discontent may make 
itself felt by possible protracted labor disturbances and 
strikes. Clay's concern is not fundamentally with the US 
zone, where for all practical purposes the reparation program 
is completed, but rather with the plants in the UK zone, 
particularly in the Ruhr where labor unrest could completely 
destroy coal and steel production. He feels that if we are 
going to take further plants from Germany, we should do so 
now, without any new investigations in the field. 


In February of this year the President approved the forma- 
tion of a Cabinet cormittee to study the German reparation 
Eongres: together with the technical staff of the interested 

erosens> committees (See page 1, February 16, 1948 issue 

Current Economic Developments). & "technical committee was 

oppotetet wee Go the leg work of the Cabinet group, composed of 
State, Commerce, Interior, Agriculture and Army. The report 
of this technical committee was unacceptable to the Department 
since it was based exclusively on certain technical considera- 
tions and did not take into account the volitical and security 
considerations which are involved nor the feasibility of bring- 
ing the plants fully into production in Germany. On review 
of the technical committee's recommendations by an ad hoc 
committee of the five Departments, together with «n “ECA o observer, 
the following recommendations, among others, were suvomitted 
to and approved by the Cabinet committee and later by the 
President: 1) the 163 whole end one part plant given the 
highest priority for retention in Germany by the technical 
committee should be referred to ECA for further study and 
action; 2) the remaining plants recommended for retention 
in Germeny by the technicul committee should be released for 
immediate allocation by IARA, When the ECA Administrator was 
notified of Presidential acceptance of these recommendations, 
he asked that he be permitted to make his own survey, in 
order to abide by expressed Congress’ onal wishes. The Presi- 
dent agreed to this procedure. 
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. The second international ERP-Trade Union 
MEETS Conference, composed of trade unionists 
: aa. : from ERP countries and an American dele- 
gation with CIO and AFL representative's; met in closed session 
in London in late July. It adopted a declaration supporting 
the Recovery.Program and European economic unification as 
wéll as a number of measures aimed at strengthening the organi- 
,zation. Neither action, however; went as far as the American 
unions had urged and both measures represent a compromise 
‘between the American deman¢ for a strongly. worded statement 
for all-out support and the European trade union hesitation 
to go so far. 





Instead of transferring headquarters to Paris, with 
additional personnel and funds, as was urged by the Americans, 
it was agreed to leave headquarters in London but to have 
effective representation in Paris; to strengthen relation- 
ships with each ECA mission; and to renew pressure on OE=C 
to recognize the committee as an advisory body. 


Ambassador Harriman made a speech which was very well 
received, emphasizing the important part American trade 
unions have played in countering the propaganda charges that 
the Recovery Plan is an American implement to weaken the . 
sovereignty of the participants. q 


American delegates have indicated that they are not 
dissatisfied with the results of the meeting. They felt the 
UK Trades Union Congress (TUC) had been pushed farther than 
it had been prepared to go and some pregress had been made. 
Both CIO and AFL representatives are disappointed that so 
little has been done by the ERP-Trade Union Conferénce since 
its establisHment last March. They attribute this lack of 
action to the negative attitude of TUC. Some European trade 
unions were also dissatisfied with the progress made but were 
not prepared to criticize the TUC openly. 


In order to avoid a fight in the conference, the Ameri- 
cans expressed their views frenkly and forcefully to TUC at 
an informal pre-conference’ meeting. This meeting was friendly 
but with a strong undercurrent of irritation on both sides | 
and thé results were inconclusive. TUC defended its position, 
saying it was not dragging its heels but that it was having 
difficulty bringing some European trade unions around to a 
whole-hearted support of ERP. TUC further pointed out that 
OEEC had rejected their approach for recognition. Furthermore 
on the need for western European economic integration, TUC 
follows the British government line that it takes a long time 
to work out arrangements. It pointed to shortage of funds | 
and lack of contributions from the CGT-FO in France and 


Italy's 
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Italy's CGIL in defense of the lack of activity et headquarters. 
~ *- In explaining arrangements for a closed conference, one repre- 
‘ sentetive said that if the-press had been admitted sensational 
' stordes would have reswlted’to the effect that a new-.trade 
union was in the making to replace WFTU which would-be embar- 
rassing to TUC and other European trade unions. A number of 
American representatives believe TUC's unwillingness to support 
a really active ERP-Trade Union organization is its association 
with WFTU which inhibits TUC's freedom of action. In their 
opinion, not until TUC decides to break with WFIU will it 
enter whole-heartedly into the ERP-Trade Union Conference. 


Since the Conference, Embassy London hasbeen reliably 
informed that Deakin, TUC leader and President.of the WFTU, 
has recommended postponement of the Biennial Conference, 
scheduled for December, until next spring. The Embassy sus- 
. pects that TUC has requested the postponement because of its 
' indecision regarding its relations to WFTU. 


‘h-~ 
‘ 


* * * 


SWEDEN'S DOLLAR Sweden, facing a serious dollar problen, 
POSITION WORSENS has requested an ECA loan and announced 
Pag a further reduction in hard currency imports. 





According to a report of the Bank of International 
Settlements, Sweden's position changed from net creditor at 
the end of March to net debtor at the end.of April. The 
current dollar crisis and resulting import:slash has as yet 
had little affect on the public and the general standard of 
living, although it is appreciated in government and business 
circles where its seriousness is coupled with dismay that 
the substantial gold and dollar reserves which existed at 
the end of the war have disappeared so quickly. 


Since the wartime boom in Sweden and compared to pre- 
war statistics the production of many key items has declined 
notwithstanding some average increases. Moreover, costs of 
production have risen, exports have declined, and imports 
recently been reduced so that the standard of living built 
up to a favorable level by utilization of gold and dollar 
reserves is now being maintained out of inventories built 
up in 1946 and 1947, Efforts to curb inflation, insulate 
Swedish economy from feared world depression, and push tradi- 
tional progressive programs of social benefit beyond the 
country's means have all contributed to the present unfavor- 
. able economic position. Consumption is considerably higher 
than prewar.and the large volume of domestic purchasing power 
has been an important factor in excessive imports and caused 
Swedish industry to concentrate on the home market. 


‘ | Specific 
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Specific factors which have reduced production and 
exports include. arbitrary appreciation of kronor exchange 
value, heavy taxation discouraging new private investment, 
shortage of labor, absenteeism, diversion of labor and materials 
from basic and export industries to extensive subsidized 
residential building, restrictive business practices, caution 
in making additional investments to expand production, and 
export fees on some items. 


The high costs resulting from these policies are pricing 
Swedish exports out of the world market except when shortages 
maké price a secondary consideration. An additional cause 
of Sweden's difficulties is the disruption of traditional 
trade, particularly with Germany. 


ECA Loan Request Sweden has requested a loan from ECA 
and the matter is under consideration. Such a loan would 
in reality be for the balance of payments deficit and not 
one for specific construction of particular projects for 
industrial expansion. Both Embassy Stockholm end the ECA 
Mission in Sweden have recommended that a moderate third- 
quarter credit be granted. Our Ambassador feels that the 
extension of a credit will increase Sweden's interest in 
ERP and will draw that country to the west. Since the Swedes 
were reluctant to request a credit until it became a matter 
of urgent necessity, our failure to extend aid would greatly 
dampen Swedish interest in ERP. 


Reduction of Imports In late July the Swedish Minister 
of Commerce announced a reduction in hard currency imports 
for the second half of the calendar year 1948 under Sweden's 
import plan. These will be limited to 180 million crowns, 
of which 90 million are earmarked for the fuel commission 
and 60 million for the industrial commission. These allo- 
cations do not include imports from Switzerland, the bizonal 
area of Germany nor unspecified Latin American states with 
which special arrangements will be necessary. 


State and Agriculture officials discussed with officers 
of the Swedish Embassy the possibilities of Swedish imports 
of US fresh and dried fruits, The Swedes stated that, in 
view of their serious financial position, it probably would 
not be possible in the revised import plan to provide for 
foodstuffs of any kind from hard currency areas. 


BRITISH 
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BRITISH AND FRENCH REJECT Both the British and the French 
OUR BROADCASTING REQUEST have rejected our requests that 
they engineer some adjournment 
of the European Regional Broadcasting Conference under way 
in Copenhagen because of our objections to the frequency 
allocation plan envisaged for Germany. (See page 8, August 9, 
1948 issue of Current Economic Developments). While sympa- 
thetic with the objective of our reorientation program, they 
consider unreal the proposed establishment of German radio 
services on a Land level and consider that there is no possi- 
bility of having the conference provide Voice of America | 
frequencies. The French consider our present position con- 
trary to their impression from earlier discussions wherein 
the US seemed to favor an arrangement along the lines advanced 
by the Dutch at the Brussels preparatory conference, which 
would have furnished only two frequencies for each of the 
zones. In their view the present Anglo-French plan advanced 
at Copenhagen is more generous in that it proposes three 
frequencies for the US zone Germany while the British, French 
and Russians have only two. There seems to be little appre- 
ciation of the fact that, whereas French, German and Russian 
home broadcasts can be received in their respective zones 
on the standard broadcasting band, this is not true of the 
US broadcasts. 








Murphy and Clay are disturbed over the British and 
French positions at the conference and consider that these 
two countries have permitted themselves to be maneuvered 
into a compromise position advantageous to Soviet objectives 
and have failed to realize that the question of radio frequency 
allocations is just one more facet of the east-west problem. 
Murphy has restated our minimum requirements in Germany as 
six clear-channel frequencies plus a number of supporting 
shared and common frequencies. Our need for six clear- 
channel frequencies could be reduced to three only if German 
radio broadcasting in the other zones were similarly restricted 
so that our zone would not be dominated by outside broadcasts. 


Our representatives at the conference will now go 
ahead at an appropriate moment with the announcement that 
the US will not be able to carry out any minimum frequency 
allocation plan for Germany which envisages only one program 
per zone and only one shared frequency for US troop broadcasts. 
Although the US is attending in an observer capacity and 
would not, therefore, have signed the Copenhagen convention, 
we had hoped the plan adopted by the conference would be 
acceptable and possible of implementation. 


ARGENTI 
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PRODUCT Last week Miranda, President of the 
0 ‘AT US PRICES Argentine. Economic Council, discussed 





' economic problems with members of | 
Embassy Buenos Aires and. expressed particular concern: over — 
finding a way of. increasing trade as a means of meeting : 
Argentina's dollar obligations. (According to press reports,: 
Argentina owes more than $250 million to US banks on purchases 
made through letters: of credit.) Miranda said he would be | 
happy to come to some agreement with ECA, with any other US © 
agency, or with private interests, which would yield dollars 
so that Argentina could pay off these obligations on a 
scale broader than can presently be contemplated. He said 
he would prefer selling products to receiving a loan, which 
he felt would create political difficulties. He said if 
sales of linseed oil could be arranged, the entire dollar 
proceeds would be used to attend the pending dollar obliga- 
tions in the US. 


In a diseussion as to prices, Embassy officials pointed 
out that under the legislation authorizing the Recovery 
Program, ECA could not finance purchases at prices higher 
than US prices. Miranda replied that Argentina would sell 
at US prices and would meet c.i.f. quotations at any foreign 
port which might be designated. He said this would apply 
to all of Argentina's uncommitted export availabilities and 
supplied a list of availabilities as of the end of last June 
which included about 1,417,411 tons of corn, 442,472 oats, 
130,451 barley, 280,067 rye and 108,301 wheat. Considerable 
quantities of fats and oils were listed as well as 2,229,368 
tons of hides and 23,318 tons of quebracho extract, 


At considerable length the government's dollar-exchange 
"qausterity" program was explained, which is now restricting 
the importation of sizeable amounts of "vital" goods. 
Certain orders for coal have been withheld and ‘the rail- 
roads and other industries are using far greater quantities 
of wood. Dollars are being granted for tinplate imports 
only when the containers made of it will be used to carry . 
export goods which produce dollars. Further gasoline 
rationing is in prospect and the consumption of electric 
light and power may be curtailed. This program has for 
the third successive week produced an appreciable margin 
of dollar receipts over expenditures which, according to 
Miranda, will eventually be applied to the payment of 
pending dollar obligations. 


Miranda's discussion was undoubtedly aimed at obtaining 
an active role for Argentina in the offshore procurement 
program of ECA, the outlook for which has dimmed consider- 
ably with the improved corp prospects in the US. 


No 
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No overall decision has ‘been made as yet as to an ECA 
procurement program in Argentina, although ECA has expressed 
willingness to finance a small order of Argentine quebracho 
for Austria and has also agreed that the French can negotiate 
with Argentina for certain purchases. ECA will indicate to 
the French the specific conditions which must be met if ECA 
dollar financing is involved. Ambassador Bruce, who is now | 
in Washington, has been discussing the matter of Argentine 
offshore procurement with ECA officials. 


SECRET 


* * * 


RESTRICTED - 


US-MEXICAN AVIATION For the third timé in the last 18. 
NEGOTIATIONS SUSPENDED months US-Mexican aviation negotia- 
| tions have been suspended without 
concluding a satisfactory bilateral air transport agreement. 
The. Mexicans never replied formally to our compromise route 

proposals of last February (See page 10, February 24, 1948 
issue of Current Economic Developments) and they were again 
presented to the Mexicans by George &. Brownell, personal 
representative of the President who conducted these latest 
negotiations.: Despite the cordial tone of conversations 
with President Aleman, and his assurance of the importance 
which the Mexican government attaches to the conclusion of 

a bilateral, there is still a fundamental difference in views 
with respect -to certain air routes to be mutually operated 

by both countries on a permanent basis. Ina final summary 
memorandum the Mexicans stili maintain their basic position 
on east coast, west coast and central routes which they have 
insisted upon all along. /, clear statement of the points 
still remaining at iSsue was submitted to President Aleman. 
before Mr. Brownell returned to Washington. In view of the 
acute. political situation in Mexico, President Aleman indi- 
cated his final decision on the agreement would not be forth- 
coming until after the first part of September. 








_ Sainte the text of the agreement nad been pretty well 
ironed out in previous talks, these recent discussions 
explored only the question of routes. While the Mexicans 
have abandoned thoughts of division of frequencies and © 
capacities which led to the breakdown of earlier discussions, 
basically they feel that in lieu thereof routes must be so 
divided as to give Mexican airlines some competitive 
advantage on certain ones. ‘From the ewess the Mexicans 


insisted 
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insisted upon monopolies on certain routes; objected to 
giving us certain non-stop privileges which we have requested; 
and adhered to their unwillingness to allow two or more air- 
lines to fly any given route. We could not agree to a 
Mexican monopoly on the New York-Mexico City non-stop service 
nor could we agree to a Mexican monopoly at San antonio or 

at Los Angoles. 


RESTRICTED 
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SECRET 


&PPROVAL GIVEN TO The President and the Secretary of State 
INVESTMENT POLICY have now approved the Statement of United 
States Foreign Credit and Investment 

Policy (See page 2, June 7, 1948 issue of Current Economic 
Developments) and it is ready for transmittal to US missions 
abroad as well as to various interested departments of the 
government. The question of whether a public statement on 
private investment policy should be issued will be considered 


by the Executive Committee on Economic Foreign Policy at 
some future time. 





Minor revisions were made in the final draft in the 
section on government loans and credits. No changes were 


made in that part of the statement dealing with private 
investment. 


SECRET ° 
* * * 
UNCLASSIFIED 


KUSTRI£ JOINS With the signing on August 27 by Dr. Ludwig 
BLNK ..ND FUND Kleinwaechter, Minister of Austria, of the 

) Articles of Agreement of the International 
Bank and Fund Austria becomes the 47th member of both 
organizations. Austria's quota in the Fund is $50 million 
and its subscription to the capital stock of the Bank is 
500 shares of a total par value of $50 million. 
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INFORMAL DISCUSSIONS HELD WITH Representatives from State 

CANADIANS ON EUROPEAN RECOVERY and ECA went to Ottawa in 
mid-August for exploratory 

discussions concerning offshore procurement and Canadian 

contribution to the Recovery Program. Our representatives 

explained that ECA was obliged to seek the maximum partici- 

pation by. other countries and that ECA would have difficulty 

in obtaining from Congress adequate funds for offshore purchases 

anless such participation were forthcoming. It was obvious 

that the Canadians expected us to try to extract a commitment 

from them to contribute to ERP. in accordance with some formula 

which would lead to a figure higher than they thought reason- 

able. It became clear that any effort to seek agreement, 

even on general: principles of a reasonable relationship between 

US offshore procurement and Canadian aid, would be fruitless 

at this time. Consequently, we asked that conversations be 

held the latter part of September, after the Canadians could 

review their situation in the light of definitive crop estimates. 





US Views ECA's general policy toward offshore purchases 
is that its purpose is to increase or maintain the flow of 
goods to Europe and that any benefits to-the countries in 
which the purchases are made are incidental. However urgent 
is the need for dollars in any non-ERP country, we do not feel 
that we can make purchases in that country unless they, can 
be justified in terms of European recovery. Thus, if ecods 
will move to Europe without dollars, they should not be made 
the subject of offshore purchases. In the case of Canada, 

a program of offshore purchase was embarked on without any 
express consideration as to whether dollars were required _: 
to make the goods move. Now we feel that discussions must 
be. held which will make our Canadian program consistent with 
the policy we have since adopted with Argentina and the. 
sterling area countries. Furthermore, ECA has a specific .. 
mandate to encourage other Western Hemisphere countries to 
extend aid to Europe. Since Canada insists on payment in 
dollars for exports sold for cash, it follows that there 
must be an intimate relationship between offshore purchases 
and Canadian aid. 





Specific Canadian Problem The Canadian problem has 
several aspects. 1) Offshore purchases are necessary to 
provide the Canadian economy with essential imports. The 
provision of enough doliars for these purchases can be con- 
sidered in line with ERP policy since a certain level of 
dollar imports is necessary for Canada to remain an effective 
supplier of Europe. The present Canadian import controls 
can be regarded as establishing a minimum level of imports, 
and offshore purchases in excess of the amount required to 
pay for the imports permitted under the controls result in 





an increase 
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an increase of Canadian reserves. Such an increase above 

a minimum level cannot be regarded as in line with ECA 
policy. 2) Since the inception of ERP, Canadian reserves 
have increased rapidly. 3) The Canadian balance of payments 
with countries whose currencies are not convertible into dol- 
lars must be financed either by offshore purchases or by Cana- 
dian aid to those countries; At the present time, Canada has 
stopped the British line of credit and is extending no aid to 
European countries. 4)- We have a mandate to encourage other 
countries to give aid. to the Recovery Program and it can be 
oreups that Canada should contribute on a basis comparable 

to the US. 


Canadian Reaction During the Ottawa discussions: the 
Canadians reiterated a point they have made previously-- 
that is, that Canada has already done its share toward aiding - 
Europe, and probably more than its share. Emphasis was placed 
on the fact that Canadian reserves had been drained to a 
dangerous point.. They observed that there were several non- 
recurring items, including one of $30 million and the $150 
million loan by US insurance companies which had contributed 
- to the increase in reserves that we pointed to. It was main- 
tained that Canada wants to continue in the future to do all 
that is possible to promote European recovery, but the Cana- 
dians were unwilling to discuss the amount of contribution 
that might be made in the coming year. They agree that their 
over-all surplus on current account represents their ability 
to contribute. They admit thet there is some relationship 
between US offshore procurement and Canada's ability to con- 
tribute to ERP, but are strongly opposed to any attempt to 
develop a formula. They were unable to say just whet amount | 
of reserves Canada believes desirable under present conditions, 
indicating there should be a steady increase from the present 
levels but said that would not preclude further aid. The 
Canadians contended that it was not reasonable to expect them 
to retain import controls indefinitely and to keep Canadian 
living standards down while the US'had no such controls. One 
item which seems to be of particular interest to the Canadians 
is the relationship between international allocations and the 
provision of the ECA Act requiring priority consideration of 
US commodities declared surplus. The question was raised as 
to whether the US would export its surpluses through ECA to 
the detriment of Canadian exports regardless of limits set 
by international allocation. : ts, : | 








Next Step It was decided that the next discussions will 
be held in September. Prior to that time the Canadians will 
review their situation in the light of crop estimates. Mean-. 
while, ECA will explore the possibility of guaranteeing in © 
advance minimum offshore purchases and will try to clarify 





other 
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other s outs 00 the "surplus: commodity" provisions 

of th@.Act. US. officials made it very clear that we are not 
trying’ to tell:the Canadians how much they can'contribute. 

to Eur$pean recovery, but the ECA funds are inadequate and 
we would like to have Canada contribute as much as it can. . 
We want to do what we can to lessen uncertainties and make -. 

' it possible for the Canadian government to make the maximum. 
contribution and, with that in mind, would like to be able 
to guerantee a minimum: amount of offshore procurement. .Our. 
-representatives anticipate that the September negotiations 
will not be easy and cannot be divorced from other aspects 
of Our relations with Canada--military, commercial and 
otherwise. —~ 






. 


* "ae * 


NAC RECOMMENDS TO ECA -FORMULAE The National Advisory Council 
FOR_GU. BXCHAEGS RATES . recommended to ECA a course 

. of action to be taken with 
respeet. to éxchange rates applicable to guaranties given to 

US investors by ECA to convert into dollars the proceeds of 
ECA-approved investments in participating countries. .ECA 

has also asked NAC-to recommend what undertaxings, if any, 

the participating couritries should. be asked to give to the 

US with respect to the uses which may be made of the currencies 
acquired under the guaranties. 








Under the terms of the Bconomic Cooperation Act pro- 
ductive new dollar investments, approved by the participat-. 
ing nations and ECA as furthering ERP objectives, are eligible 
for the monetary exchange guaranties. The Act authorizes 3 
total of $300 million for the entire guaranty payments pro- — 
gram over a l4-year period, with a ceiling of $15 million for 
this purpose for the first year. Thus far, the gveranty 
program has moved slowly, awaiting a formula for the determina- 
tion of exchange rates which should be wsed in exchanging 
dollars for foreign currencies held by the investor. 


The most important problem to be decided before dealing 
with the actual exchange-rate formula was the determination 
of what constitutes an.ECA liability under the guaranty 
program. The NAC decided that no single standard could be 
established in advance to determine whether a rate is in 
fact confiscatory and that, therefore, liabilities should 
arise under the guaranty only to the extent that funds of 
of investors are completely blocked. This policy seems to 
be consistent with ECA legislation and legislative history, 
and appropriately leaves with the State Department the problem 
of protecting US investors from confiscatory rates and other 
actions of a foreign government inimical to private US invest- 
ments. 

Exchange 
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Exchange Rate Recommendations Based on the premise that 
ECA assumes liability under the guaranty to investors only | 
when funds are completely blocked, the NAC recommended to 


the ECA Administrator the following formulae in connection 
with determining the exchange rate: 


1) In countries which are members of the International 
Fund and have a single rate based on an agreed par value, 
the rate to be used should be the selling rate for US dollars. 


2) In countries which either are not members of the 
Fund or, if they are members, have multiple rates, the 
appropriate rate to apply would be that rate for dollars which 
is generally applicable to the type of transfer involved under 
the laws and regulations of the country. In the case of par- 
tial convertibility, the current applicable and effective 
dollar transfer rate should be applied. Where complete block- 
ing is in operation, the rate should be that in effect immed- 
iately prior to the blocking. However, in the event of a 
possible alteration in the general exchange rate structure 
between the time the liability arises and the application to 
ECA for conversion, NAC recommends that the rate to be applied 
should bear the same relationship to the current export rate 
for doliars as the rate applicable at the time of blocking 
bore to the then export rate for dollars. 


In cases where none of the above formulae is applicable, 
NAC recommends to ECA that the exchange rate at which guaranteed 
investments should be made should be determined by the Exin- 
bank on the advice of the Secretary of Treasury and after 
consultation, when appropriate, with the NAC. : 


The Eximbank, on advice of the Secretary of the Treasury, 
should, in the opinion of the NAC, determine which of the 
foregoing formulae is applicable in individual cases and how 
it shall be applied. 


une. Ther ngs Regutred of Foreign Countries The NAC — 
recommends to ECA that prior to its extension of a guaranty, 
assurances should be received from a foreign government that 
local currency acquired by the US under the guaranty program 
will be subject to the same uses as local currency acquired 
by private US investors. Furthermore, if feasible and appro- 


priate, that use of these funds should be permitted for US 
government administrative expenditures in that country... 











Although not a prerequisite to the approval of a gpamanty 
extension, NAC recommends that at an appropriate time 4 ree- 
ment. should be negotiated with the foreign government: ng 
withthe uses of acquired local currency under the program and 
with the disposition of residual balances. 


* * tal 


‘4.° ae 


DECLASSIFIED FOR PUBLICATION IN FOREIGN 
RELATIONS OF THE UNITED STATES 


ay 











SECRET 


BEST COPY AVAILABLE 


mCONOMIC SITUATION In a recent evaluation of the present 
N GREECE REVIEWED economic situation in Greece our Mission 

, there reports that the reform program 
which was jointly developed by the Mission and the Greek 
government cover the past year has started the country on the 
road to a more self~sufficiert economy. The report cautions, 
however, that many serious obstacles still threaten recovery. 
It is carefui to point cut that the reform measures have been 
accompiishel with cousiderabie political and economic strain 
and that their success still is not assured. Taxation, exchange 
devaluation, military mobilization, the costs of reconstruction, 
anc bank credit expansion have all pushed the economy close to 
its present limits. Inflatioriary price increases which might 
breax tnrcugn the wage ceiling would, in the Missicn's opinion, 
mitigate much of tne achievements of this year. 








On the other hand, if the can.paign against the guerillas 
can be successfully coneludea during this fiscal year, with 
a subsequent reduction in military expenditures, and if tax 
enforcement procecures and other reform measures are further 
developed, it may be possible for the Greeks to balance their 
fiscel year 1949-50 budget sithout recourse to further US 
assistance. In this event, ECA grants cculd be devoted 
exclusively to financing economic development. Thus far in 
1948 cne-fourth of the totai drachma proceeds of the Mission's 
conser goods imperts were alloceted to the budget, whiie 
the remaining three-fourths were divided between reconstruction 
and development. With the prospect of reconstruction require- 
ments diminishing over the coming year, long-term financing 
cf industrial and agricultural de~zlopment has a chance of 
being greatly expanded, 


The Mission observes that, while inflationary pressures 
were to some extent brought under control during the carly 
months cf the year, any trend toward a decline in the pr2ce 
ievel wes orfset by cther necessary measures despite tneir 
apparent upward pressure on prices. In the Mission's opinion 
the most important factors contributing to the improved eco- 
nomic situation include an increase in tax revenues, budget 
controls, credit controls, a wage freeze, improved efficiency 
of import procedures, a better commodity supply pcesition, and 
a reiatively brighter outlook regarding internai security and 
international situations. The exchange certificate prcevided 
&@ flexible mechanism for adjusting forelgn exchange rates to 
internel price developments. 


Ail cof these reforms and others have been accomplished, 
cautions the Mission, in an atmosphere of Communist revoiution 
and in the midst of extreme public arixiety as to the political 
future of Greece. Altnough at present tne general outlook of 


the people 
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tne peuple is feirly bright, the Mission consicers that en 
uspredictable turn toward pessimism which mizht result from 
internaticnal develoyments would .2a serious setback and 
5 gh asilyv genera te specuiat: .on sufficiently strong to re- 
sult a breaki ing through ot present inflationary controls. 
* « x 

Sapa poe OSS S éf We are facing a real test of 
STALF IN PERUVIAN CONTROVERSY certain basic concepts in our 


pattern of bilateral air trans- 

port azreements in the current controversy with Perv over 
iaterpreta tion of the route jianguage of our azreement anc the 
reruvian contention that there is an excess of capacity opereted 
ny US airlines under the egreemen*. Pursuent to tne terms of 
the US-Peruvian agreement, concluded in December 1947, Braniff 

s certificated to commence air service to Li.:. On the eve 
ci the initiation of this service in May the Feruvien zgovern- 
ment by cecree suspended Braniff‘s operating permit, claiming 
as the basis for its action the fact that the route description 
in our agreement dces not authorize a treffiec stop at Habana 
on the Houston-Habane-8: iboa-Lima route, as Branitf proposed. 
Lima is « midpoint in Brenicfis contemplated through-service 
tc Rio de Jeneiro and to Buenos Aires. The basis for Peru's 
action is the feer that Peruvian interneticnsi Airline (PIA) 
would be unabie to meot the further competiticn from US air- 
lincs without criticelly jeapordizing its finencial pesition. 


n spectai aviation representative was scent to Lima in 
vune to negotic this issue. Peru heaving temporarily 
~itted the tl mg it wes agrocd that the issue of the 
Habanre stop be su omit ted to ¢ erbitration. The Peruvians 2% 
the seme time insisted upon © modus vivendi limiting 
frequency of US carrie: 5 pending aroitration as weil as 
denying ihem any rights “at Habana. ile feel very strongly 
tunt the guestions of route and capacity snoula be kept 
senarate since the metter of routes involves ir.terpretation 
of the agreement end the metter of capacity involves imple- 
montetion of the agreement. We ere prcececding witn utmost 
caution on the question of interpretation of tne route 
LENgUaZe, attempting to base our case on the particular 
necotiatior with Peru rather than to depend upon the pattern 
of route lenguege contained in eir transport agrecments with 
ether countries, lest other bilatcral air agreements be 
jeoperdizec. With respect to the capacity question, tne US 
is bending every effort to indicate to Peru an- to the 
world thet the "fair play" provision of the Bermuda proto- 
type presents a real safeguard and not merely a post-mortem 


formula. 
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formula. Traffic statistics are now being gethered in 
preparation for consultations on capacity which will be 
heid later this month. Meanwhile, we are trying to work 
ovt an interim formula with respect to capacity which 
will make it possible to preserve the basic US principles 
at issue and at the same time avoid any unfortunate inci- 
dent generaliy affecting our foreign relations with Peru. 
jhe reconciliation of these two aspects is proving to be 
a most difficult probiem. 


It has been pointed out to the Peruvians that any 
unreasonable unilateral action in reducing frequencies of 
US carriers pending consultation probabiy would be followed 
by great pressure in the US for retaliatory action against 
PIA, in the long run harming PIA, and perhaps having un- 
fortunate effects in the general area of our relations 
vis-a-vis Peru. 4& conferee will go to Peru witnin the 
next ten days to discuss the capacity question on a tech- 
mical ievel. 


CECRET 
* * « 
CONFIDENTIAL 


mee we ew" t—S—SS 








ticn, which was held in Geneva 
in July, was generally considered successful with discussion 
On ail expert ieve]l and with political issues few end far 
between. The assembiy gave pricrity to progrems in the 
fielcs of malaria, tiubercuiosis, veneral disease, maternal 
and child heeith, environmental sanitation and nutrition. 
There seemed to be common understanding that the Urganiza- 
tion shouid give its major attention at present on this 
limited number of fields of greatest importance for which 
there are relatively simple weapons readily availabie. 

While it has e iarge interest in cther diseases of widespread 
significance, in the interest of a realistic approach it was 
uncerstood that its major efforts should te concentrated 
where they would be tne most effective. 


The US was not successful] in obtaining a reduction 
in its stare of the 1949 budget. The UN seeiec of contri- 
butions for the budget was accepted, the US protesting, 
which makes our share 38%. Wie had taken the position 
that a one-third share of the budget would be the maximum 


acceptabie, 
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acceptable, believing thet in en organization such as WHO, 
tne over-all expenses of which are not heavy, there should 
be relatively equal sharing of the financiai burden which 
presumably would give the orgarization more fiexibility. 

It was clearly understocd, however, that the budget distri- 
bution might be reconsidered at the second session of the 
assembly. 


Representatives cf the USSR and of ail satellites 
participated actively in the Assembly. Only eight states 
of the Western Hemisphere were members a* the time of the 
Assembly, probably due to the fact that the US did not 
join until immediately before the Assembly convened. 
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ECA REVISES PROPOSAL FOR Because of objections raised by 
GERMAN REPARATION SURVEY General Clay and the British on 


another extensive reparation 7 
vey in Germany, ECA has modified its original rogram. (See 
page 3, August 30, 1948 issue of Current Economic Developments. .) 

The present plan 1; to send only three five engineers to 
Ge » together with a representative from the Army and one 
from BCA, to obtain information through questionnaires on 
plants in the three western zones. The questionnaires will 
be distributed by General Clay to appropriate personnel in 

the three zones and will be returned to Washington within 

30 days. The group from Yashington will make such spot checks 
as may be required, receive and analyze the questionnaires and 
report back to the ECA advisory committee. General Clay has 
approved the revised plan and has reported that the French 
Military Commander has indicated his cooperation. While the 
British Commander originally accepted the proposed program, 

he later informed Clay that the matter had been taken out of 
his hands. 






The Secretary then received a personal note from Foreign 
Minister Bevin. expressing the deep concern of his government 
over continued uncertainty in our reparation policy and ex- 
pressing the fear that another reviewas contemplated by ECA, 
would be disastrous, Stating that the major consideration of 
the reparation program is security, Bevin pointed out that 
while the danger of a resurgent and aygressive Germany is not 
immediate, a Germany allied or occupied by the Soviets is an 
even greater threat. He urged, therefore, :that the advice of 
-the Combined Chiefs of Staff be Sought immediately and that 
the French government also be consulted before any steps are 
taken which would cast doubt upon our. determination to execute 
the present reparation program. He warned that if. we falter 
in our reparation policy, the Germans will beliéve that they 
have destroyed our program and their resistance to occupation 
policy in general will harden. Bevin also states that the UK 
was never asked to suspend dismantling of any particular plant 
and that dismantling is going on at some 200 plants in the UK 
zonee Ambassador Douglas confirms that the British were never 
presented with a list of plants which we wished retained and 
they are therefore not committed in any way, as yet, to halt 
dismantling. 


Clay, while geectns any stop order on dismantling of 
plants not on the list of the Cabinet Technical Committee for 
retention in Germany, has temporarily stopped shipment of 12 
plants which have already been allocated.by IARA to member 
nations. He feels further delay in the reparation program may 
well make it impossible to remove plants at a later date with- 
out use of force. “e have advised Clay not to place any more 
stop orders until so instructed by Washington. 


Meanwhile, IARA has sent a letter requesting the US, UK and 
France to advise when IARA can expect to receive a final list of 
reparation plants. Allocation work of IARA has become difficult 
due to reluctance of members countries to use up their allotted 
wat without knowing wnat matersal weet be available in the 
uture. 
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CONCERTED PROTEST MADE ON On September 7 the US, UK, France, 
RUMANIAN NATIONALIZATION Belgium and the Netherlands pre- 

. sented notes to the Rumanians in 
a concerted protest on the Rumanian nationalization law. 
Belgium and the Netherlands participated in this demarche 
at the invitation of the US, UK, and France, while similer 
invitations to Switzerland and Sweden were refused on the 
grounds that these countries had already taken independent 
action against Rumania. | wn 

The US note, which is typical of those presented ‘in the 
concerted demarche, states that the US recognizes the right 
of a foreign country to expropriate property subject to its 
jurisdiction and belonging to American nationals. It states 
our refusal, however, to recognize expropriations which are 
discriminatory and which make no provision for equitable 
valuation and prompt and effective compensation. Since the 
US feels that the Rumanian law falls into the iatter category, 
the US government reserves all the rights of its nationals 
with respect to seizures and intends to hold the Rumanians 
responsible either for the return of the seized property of 
US nationals, or for the prompt payment: of adequate and 
effective compensation therefor. 


Specifically, the US feels that the application of the 
nationalization law to enterprises owned by US nationals while 
Soviet enterprises are exempt is discriminatory and a viola- 
tion of Rumania's Peace Treaty obligation to extend most- 
favorec-nation treatment to UN countries. In addition, we 
protest the fact that no hearing or appeal is provided for 
in the valuation of seized property and we feel that compen- 
sation in the form of bonds redeemable from the prospective 
profits of the individual nationalized enterprise, as provided 
in the Rumanian legislation, is neither prompt, effective, 
nor adequate. . 


In discussions prior to the presentation of the notes 
we agreed that some type of sanctions might be necessary in 
order to force the Rumanians to a settlement. For that reason 
we have been considering the question of an embargo and bargain- 
ing in export licenses in non-prohibited but restricted cate- 
gories of goods. To this end we are discussing with the 
British and French a prospective list of exports vitally needed 
by Rumania which could be denied by the US and others. A 
tentative list, prepared by Legation Bucharest, after consul- 
tation with local French and British economic officers, in- 
cluded the following itemss all machinery, supplies, 
equipment for petroleum, mining, textile and chemical, @gdus- 
. tries; agricultural machinery and equipment; transpertation 
. equipment, machine tools, electro-technical equipment, ball- 


: bearings 
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bearings,’non-ferrous metals, high grade steel, metallurgical 
coke g “rud ir, asbestos, dyes,. steel: cablé, communications . 
equipmexit, carbon and: graphite.electrades, refractory materials, 
and power equipment.’ :Details of any possible sanctions have 
not yet ‘been worked out by the Departments of State and Conm- 
merce and ECA. - Me yet ee et eM 
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. The refusal of Sweden and Switzerland to take part in 
a concerted protest. on the Rumanian: nationalization law was 
based on the fact. that they have already taken independent . 
action against the Rumanians. The Swiss stated to us that, 
while they did not have'‘the same basis for protesting the law 
as did the US, UK and France, they were nevertheless claiming - 
complete indemnification for property nationalized in Rumania. 
In the meantime they have virtually -blocked all Rumanian assets 
in Switzerland by issuing decrees requiring that all payments 
from Switzerland to Rumania be made through the Swiss National 
Bank and that. Rumanian assets in Switzerland can be disposed 
of only with the concurrence of the Swiss. compensation office. 
The Swedes indicated that their major protest to Rumania is 
based on a Rumanian court order in December which nationalized 
Swedish match interests, their main interest in Rumania, rather 
than on the later nationalization law, which they have, however, 
also. protested. In addition to the protests, the Swedes have 
already suspended Rumanian-Swedish trade negotiations and 
applied export embargoesto items urgently needed by the Rumanians 
sous Rumanian assets and the proceeds of exports in 
weden. 
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FINLAND RECEIVES COTTON On September 8 the “Eximbank. announced 
CREDIT FROM EXIMBANK - the extension of a credit of $5 mil- 

‘lion to Finland to finance the pur- 
chase of raw cotton in the US. The credit, repayable in 15 
months, will cerry an interest rate of 2-1/2% per annum. 
According to the Eximbank, the Finnish textile industry is 
operating at a rate of about 70% of capacity and has been 
almost wholly dependent upon imports of raw cotton from the 
US. Although its market is largely domestic, small quantities 
of textiles are exported to Denmark and Norway. 
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PORTUGUESE ASSETS The Secretary of - -the Treasury announced 
IN_THE US_UNBLOCKED on September 2 the unblocking of Po¥tu» 

“- guese assets in’ ‘the US by. the inclusion _. 
of Portugal in the Treasury. Department's General License Nd. 
53. This action was taken at. the ‘request of the Department 
of State which felt that overriding political and military 
considerations had made the unblocking imperative despite 
the fact that the questions of German external assets and = 
looted -gold.in Portugal have. not: yet been settled. flowever, 
it is hoped that ‘this US action will produce a ediaste. more . 
favorable to the solution of these questions. | 


The Treasury's order not only: temoves’ ‘all controls ‘over 
current, .transactiéns with. Portugal put also unblocks the property 
of most residents of that country ‘under General License No. 534. . 
The unblocked assets amount, to $32 million, to which are added - 
$150 million of Portuguese gold held by the Federal Reserve’. _ 
Bank.. These assets are now et the disposal of their owners, * |; 
subject to no’: US control except the right which the. US: reserves a 


to block a special accqunt for. stated reasons. 


The unfreezing of. Portuguese asséts in the US occurred 
simultaneously with the receipt of assurances from the Portu- . 
guese that they intend to libcralize their transfer restric- 
tions to the fullest extent pooeeutes by. Portuguese dollar | 
resources. , 
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SAME ISSUES AROSE IN eae The ‘seventh session of the ... -::— 
ECOSOC SESSION AS QUSLY Economic and Social Council... .*:.°> 
ended August 28 with the same. ~~ 
basic issues emerging as at previous sessions. Discussion ore 
on the Economic Commission for Europe led almost automatically  -,. 
into a debate of the "Marshall Plan". (See page 2, August 16, | “ 
1948 issue of Current Egononic velopments). Consideration | 

of the Economic Commission for Asia and: the Far East ‘brought 

charges of US cc alism and discussion of the Economic 


Commission for Latin America brought atcusations of = eeotioniic, » 
penetration. - i | 











ECOSOC gives evidence of pecunten ( a . political sounding 
board and it is increasingly difficult to reach agreement on 
complicated economic and social documents. The procedures | 
are such that delays and filabustering tactics can prevent 
effective action from being taken. This was particularly 


apparent 
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apparent. in the case of the draft conventions on freedom of 
information. These conventions had been worked out at the 
Conference on Freedom of Information and were submitted to 
ECOSOC with a number of resolutions. No progress was made 

in the Council, however, although the US inspired Convention 

on Gathering end Transmission of News was ly discussed 

and amended in the Committee on Human Rights-“of the Council. 
Finally, during the last days of the session, ECOSOC took the 
unusual action of sending the conventions.to the General Assembly 
without recommendation. This was done to make sure that they 
came before the Assembly. for final action at its next session, 
scheduled to convene in Paris this month. The US delegate 
blamed obstructionism by three eastern countries for preventing 
the Council from reaching useful conclusions on the conventions 
before passing on them. The draft Declaration on Human Rights 
andthe Genocide Convention also are being passed to the GA for 
consideration without action by ECOSOC. It was decided that 
the Committee on Procedural Questions will undertake an over- 
all review of the rules of procedure before the next session. 


Regional Commissions The controversial debate on the 
Report of the Economic Commission for Asia and the Far East 
was finally completed with unanimous acceptance of the paper 
submitted by the drafting committee after a series of votes 
defeating Soviet amendments. The Soviet delegate stated he 
would favor the drafting committee's text since it contained 
the "general principles toward reconstruction on which the 
USSR had taken the initiative", although it was not fully 
satisfactory. The touchy issue of the future of Japanese 
economy was skirted by avoiding by mutual consent a debate 
on the fundamentals of that oroblem and Soviet and Australian 
resolutions objecting to the -ommission's consideration of 
matters they held to be in the jurisdiction of FEC were with- 
drawn. The ECAFE report contains a reference to the problems 
of Japan's place in the future economy of the area. The 
Soviet resolution granting associate membership in ECAFE to 
Indonesia and Vietnam was defeated and an Australian draft 
adopted which refers the question back to ICAFE. A Chinese 
flood control plan originally recommended by ECAFE' was ap- 
proved. The US opposed, advocating that this should be handled 
by the Secretariat rather than by establishing a new bureau. 





Soviet charges of US "colonialism", which had been made 
during the ECAFE discussions, were changed to. charges of 
"semi-colonialism" when the Economic Report on Latin America 
was considered. Our delegate was slightly encouraged at the 
discussions in this regard as the Soviet delegate for the 
first time seemed to admit the necessity for foreign invest- 
ment and even that foreign investment might expect to make 
a profit, confining his attacks to the conditions of investment. 


The USSR 
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The USSR representative cited. many examples of US ownership 

of Latin American mining, metallurgical and oil resources 

and said ECLA's prime task was to free the region from their 

semi-colonial status by. laying down foreign investment condi- 

tions. The US delegate replied with a defense of the use 

of foreign capital, noting that the USSR had recently assumed 

substantial ownership of Hungarian, Rumanian and Danubian 

properties and wondered what were the proper limits of foreign 

investment. He stressed the positive factors of foreign 

capital and emphasized that development toward full industriali- 

zation was a cumulative process and told of the importance 

that foreign investments in the US had played in the develop- 

ment of this country. The Chilean and Brazilian representa- 

tives made an eloquent defense of US investments in Latin 

America and the ECLA report was adopted’15 to 2, with Polend 

abstaining. oe . 
_.° Consideration of establishment of an Economic Commission 

for the Middle East was postponed as was the appointment of 

a Palestine Economic Board. 


Other Reports Considered Considerable debate arose’on 
the ILO report, with the USSR and Poland criticizing the ILO 
as ineffective. Many Council representatives voiced general 
approval of the ILO's work and the US representative suggested 
that ILO might besome more active in the problems of workers 
in states where the government was the employer. A Soviet 
resolution requesting UN members of ILO to take steps to 
increase workers representation at the ILO conference to at 
‘least 50% of the total vote was defeated. The Soviet delegate 
affirmed support of ILO principles but argued thet labor's 
lot in capitalistic states 1 .. deplorable. When Denmark | 
asked if the USSR would join ILO, the Soviet delegate said 
the Coun. 11 should first approve his proposal fer increased | 
worker representation and then the USSR could reply, as its 
attitude toward ILO would change if the organization were 
democratized. The Council then defeated the Soviet motion 
and _— a resolution expressing appreciation of the ILO 
report. . 


USSR criticism also was expressed with regard to the 
Prepatory Commission of the International Refugee Organization, 
and the International Civil Aviation Organization (ICAO). 

The Soviet delegation charged that many Soviet citizens in 
DP camps were persecuted for their desire to return to their 
homeland while resettlement was being stressed because 
receiving countries wanted cheap labor. The US delegate 
replied that the Soviet charges were unsupported and cited 
the Secretary-General's report as showing there is little 
hope of repatriating the remaining DPs. The Soviet ) 


representative 
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representative said the ICAO situation was "scandalous" in 
the light of the Gf decision on Spain and termed ICAO moves 
to exclude Franco as "toothless". He submitted a resolution 
calling upon ECOSOC to suspend the ICAO agreerent until the 
protocol expelling Spain entered into force. This was re- 
jected 14 to 3 and a Canadian resolution adopted which‘noted 
with satisfaction the steps ICAO already had taken on sever- 
ing relations with Spain and urging members of. ICAO to ratify 
the protocol as soon as possible. (Signature of 26 ICAO mem- 
bers is required to bring the amendment regarding Spain into 
force, and only about 9 have signed to date.) The ICAO report 
was adopted with an «xpression of satisfaction. 
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A resolution expressing appreciation of the WIi0 repoit 
was adopted unanimously and the UNESCO report approved 15 
to 0, with the Soviets abstaining. The Council also noted 
with satisfaction the progress reported in the report of 
FLO with regard to coordination of the work of the specialized 
ageneies concerned and the regional commissions to bring 
about an increase in food production throughout the world. 
The reports of the United Nations Maritime Conference andtthe 
United Nations Trade and Employment Conference were noted by 
the Council without comment. Eastern countries, none of 
which have membership in IMCO, abstained from voting. It 
was also decided that the United Nations Appeal for Children 
should be discontinued at the end of this year. 


items To Go To General “ssembly Among the items which 
ECOSOC submitted for consideration of the Go. are the Freedom 
of Information Conventions, Declaration of Human Rights, 
Genocide Convention, report of the International Children's 
Emergency Fund, advisory se: 1 welfare services, draft 
Protocol on Narcotic Control, transfer to UN of the Frencn 
government's functions for suppression of white sl:-ve traffic 
and obscene publications, displaced persons, transfer to the 
UN of League functions under the Economic Ste tistics tonven- 
tion of 1928 and raft agreements with THO and LLCO, « 














Other economic and socicl items submitted for the Gs 
meeting are Bolivia's proposal for a subcommission to study 
social problems of the aboriginal populetions of the American 
continent; Poland's request that refugee problems be discussed; 
Poland's charge of discriminations of certain states against 
immigrating labor, particularly those recruited from refugee 
ranks; Poiish charge of discrimination by certain states in 
international trade; another Polish item on wasting of food 
in certain countries; and the United Nations Appeal for Child- 
ren, submitted by Australia. 


Geneva was named the site for the 1949 summer session 
of ECOSOC, following a Soviet attack on the inadequacics 
of facilities at Leake Success. 
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BANK AND FUND TO HOLD The third annual meeting of the Board of 
bh L NGS Governors of the International Mone- 


tary Fund and International Bank for 
Reconstruction and Development is scheduled to begin on 
September 27 in Washington. Secretary of the Treasury 
Snyder will represent this government in his capacity as 
US governor of the Fund and Bank. William L. Clayton will 
act as alternate US governor and Frank 4. Southard, Jr. as 
temporary alternate US governor. 


The Fund's annual report is scheduled to be presented 
on September 28 and the Bank's report September 29. Along 
with the regular items of business the joint committee on 
membership is slated to consider the applications for member- 
ship of Liberia and Siam. 4 reduction in the Fund quota of 
Hondures will be brought before the Fund only. 


Although not formelly on the agenda, it is believed that: ' 
discussions will be held by the Fund with individuel CONN TE08 
concerning multiple currency practices. 


Outside of the regularly scheduled meetings, visiting 
representatives of various countries will probably talk with 
US officials on a number of economic items confronting their 
respective countries. Sir Stafford Cripps, Chance?ior of 
the UK Exchequer, will probably discuss with US officials 
outstanding problems relating to Anglo-itmerican Fir.encial 
&greement, the sterling area dollar deficit, end other economic 
matters of mutual concern. Talks may be held with the Cana- 
dians regarding their relationship to the ECA offshore pro- 
curement program. South Africen officials may discuss the 
~The of a loan from. > Eximbank or International 

ank. 
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SMALL COUNTRIES REJECT FREQUENCY The complexion of the : 
ROPOSAL £T BROsDCASTING CONFERENCE European Regional Broad- 
casting Conference, now 
meeting in Copenhagen, has radically changed during the "past 
fortnight and the conference may now end without producing 
an acceptable frequency allocation plan. A militant group of ~ ° 
small countries, convinced that the major powers are taking 7 
advantage of them, have led the way in rejecting the proposed 
plan. (See page 8 fugust 30, 1948 issue of Current Economic. 


Developments? . Austria, Egypt, Greece, Ireland, Italy, Portu- 
gal, Switzerland, Syria and Turkey have formally rejected the 


proposed 
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, proposed plan; Norway, Iceland, Denmark and Belgium are expected 
to follow suit. It appears physically impossible to satisfy 
the demands of the smaller countries without taking frequencies 
from the major powers and our delegation feels that attempts 
to placate the dissidents by redrafting the plan will be fruit- 
less. While the Soviets and the satellites vigorously defended 
the conference plan, the British and French delegation at first 
remained silent. | 


In a surprise move the UK has now broken the heretofore 
solid Anglo-French front by joining the ranks of those count- 
ries opposing the proposed plan and declaring that the plan 

| does not give them adequate facilities in Germany. Furthermore, 
the British delegation has declared that it considers the allo- 
cation for the US zone of Germany falls far short of satisfying 
the minimum needs of our occupation forces, which the conference 
agreed to provide in the plan. This sudden shift in policy 
may mean the UK is now ready to assume leadership of the smaller 
western countries. In view of these developments our delegation 
has refrained from declaring our intention not to cooperate 
with the proposed plan's provisions for Germany and instead 
has observed a policy. of watchful waiting.: 





x * x 


FOREIGN EXCHANGE POSITION CAUSES Further indications of the 
PERU AND URUGUAY TO TAKE ACTION critical foreign exchange 
position of the Latin American 


countries are evident in recent developments in Peru and Uruguay. 











Peru is attempting to restore its international payments 
position through changes in its exchange control system with 
a view to limiting imports and encouraging exports. These 
changes, embodied in a decree which became effective on 
September 8, were approved by tne International Monetary Fund. 
They will add to the number of effective exchange rates in 
Peru by the creation of surcharges on imports of non-essential 
and luxury goods and by providing that exporters may receive 
exchange certificates, negotiable in the free market, for 35% 
of the net foreign exchange proceeds of exports. _A national 
exchange fund is set up, consisting of the remaining 65% of 
the export proceeds and foreign currency from other sources, 
and is available at official rates for the importing of the 
most essential commodities. The proceeds of the exchange 
surcharges are to be used to repay the government's debt to 
the Central Bank, to provide revenues to cover the food importa- 
tion program, thus avoiding the necessity for inflationary 
borrowing, and to increase the capital of government banks. 
The Central Reserve Bank is authorized to intervene in Peru's 
free exchange market. 


The 
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The International Monetary Fund, in approving these 
changes, emphasized that they would be effective only if 
accompanied by other effdrts to halt the serious domestic 
inflation which has aggravated Peru's international payments 
problems. The Fund pointed out that it would be necessary to 
secure additional revenue from sources other than exchange 
taxes and to limit the expansion of bank credit. The Fund 
stated its expectation that the changes in the exchange con- 
trol system would give Peru time to take these steps and 
others to stabilize its financial situation and to balance 
its international payments with a unified exchange systen. 


While Uruguay experienced a favorable trade balance for 
the first six months of 1948, its foreign exchange problems 
were caused chiefly by the decline in the value of Argentine 
currency, and by changes in Argentina's exchange regulations 
which resulted in a drainage of Uruguay's free market foreign 
exchange. Therefore, on August 11, Uruguay's Bank of the 
Republic withdrew from Uruguay's "free" foreign exchange 
market, thereby unpegging the rate for the Ururayan peso. 
When it re-entered the market on September 6, *'« Bank was 
buying dollars at 2.20 pesos per dollar and s: iling them at 
2.21, as compared with the August 10 rates of 1.89 and 1.90 
respectively. Despite this devaluation of tne peso in the 
"free" market, the official exchange rate, at which the bulk 
of the trade transactions are negotiated remained at 1.9. 
The "free" exchange markét is composed chiefly of exchange 
derived from non-trade transactions. _ 


* * * 


ERRATUM In our issue of September 7, 1948 the following 

- gentence appeared in error in the item NAC Recommends 
to ECA Formulae for Guaranty Exchange Rates, page 3, para- 
graph 2. "The Act authorizes a totel of $300 million for 
the entire guaranty payments program over a 14 year period, 
with a ceiling of $15 million for this purpose for the first 
year." This should be corrected to read as follows: "The 
&ct provides that the total amount of guaranties to be ex- 
tended to US investors during the first year that ECA is in 
operation should not exceed $300 million and that ECA liabili- 
ties arising under these guaranties shall terminate not later 
than fourteen years from the date of enactmant of this Act. 
A ceiling of $15 million for the first year applies to guaran- 
ties of investments in enterprises producing or distributing 
informational media." 








* * * 
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nomic divisions of the Department of State, and to indicate the economic prob- 
lems which are currently receiving attention in the Department. It is suggested 
that copies be retained on file, as reference will sometimes be made to previously 
reported items to avoid repetition. 
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os. sash ie FRENCH PROTESTS _ The. Secretary's. reply. to 
-* ON’ REPARATION SURVEY AN Mr. Bevin's recent note on 
ol: ner "+. the proposed ECA survey on 
‘German reparations (see page 1, September 13, 1948 issue of 
Current Economic Developments) reassures the British Foreign 
Minister that no irrevocable steps will be taken regarding 
the further. limitation of reparations without the fullest 
consultation. between this government and the UK and France. 
-: Every effort will be made to conclude the new survey as 
: Speedily as possible and to obtain the release of plants.as 
the study progresses so that dismantling will not come ‘com- 
pletely to a halt. However, the Secretary informed Bevin 
that we could not go beyond these assurances. The US has 
committed itself to large expenditures directly for the 
support of Germany anc for the Recovery Program and there 
is a strong feeling among our people and particularly in 
*Congress that we should not agree to the removal of plants 
.from Germany which, if left in operation there, would reduce 
jour total. financial burden under the European Recovery Prog- 
ram. We had hoped that the earlier examination of plants 
conducted by. the Technical Mission could provide a basis on 
which the entire matter could be settled. However, if we 
had accepted the recommendations of this Mission,: we would 
now have to ask the British to agree to a very large increase 
in the German level of industry. Since we do not consider 
that the facts supporting the recommendations of the Mission 
are sufficient to override the political and security aspects 
of ‘the situation we fully agree with the ECA on the necessity 
of a further survey. It is our firm intention that any re- 
quest for retention of plants in Germany which we may make 
to’ the UK or France will be based upon adequate technical 
evidence that such plants could make an important contribution 
to European recovery if retained in Germany. The Secretary 
strongly urged Bevin to accept as of paramount importance our 
request to permit further reexamination of the approximately 
176 plants in the UK zone of occupation which have not yet 
been released from consideration. In order that these plants 
. May not be dissipated, Bevin has also been asked that dismant- 
ling, allocation and shipment of these plants be suspended 
temporarily during the period of examination. A list of 
plants was furnished. 





The French Ambassador in Washington has also presented 
the views of his government on the proposed survey, emphasizing 
that a substantial reduction in the number of plants to be put 
at the disposal of IARA would deal a dangerous blow to the French 
economic recovery. French requirement submissions to OEEC took 
into account the reparations expected, so that the stopping of 
the transfer of German plants would oblige France to ask for 
more loans under the Recovery Program. Our reply to the French 
was similar to the note to Bevin end included the request that 
the French permit a further reexamination of the 90 plants in 
the French zone which have not yet been released from consideratior 
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US-UK TALKS ON ANGLO-AMERICAN In preparation for the forth- 
FINANCIAL AGREFSMENT SCHEDULED coming talks with Sir Stafford 

“- Cripps, UK Chancellor of the. 
Exchequer, on the modification of the Anglo-American Finan~ 
cial Agreement, US officials: have been. studying the course 
these discussions should follow. The National Advisory 
Council, at its meeting on September 14, advised the Secretary 
of the Treasury. of its opinion that only the broadest terms - . 
of reference should be‘ given to guide US negotiators in initial 
discussions with the British... The NAC believes that important ~ 
factors of a non-technical nature will influence our decisions, 
and that final determination of a US positicn can only be 
made after exploration with the British on the wide range of 
considerations involved in preparation of amendments to the 
Agreement and submission thereof to the Congress and the _. 
Parliament. - 





In accordance with the understanding reached -in August 
1947, when tie British temporarily suspended convertibility 
of sterling, the. British have renegotiated financial arrange- 
ments with many countries. The Secretary is advised by the 
NAC to obtain full information from the British on present 
UK practices and agreements in the fields of exchange control 
and quantitative restrictions, and to ascertain what efforts 
the British are making to have these practices conform insofar 
as possible with their obligations under the Agreement. 

Also the NAC advised the Secretary to find out the status of 
negotiations regarding accumulated sterling balances and 
inquire as to the present intentions of the British regarding 
future settlement of such balances. 


The Secretary was advised to make clear in discussions 
that the US desires that such modifications as may be made 
in the Agreement should be kept to the minimum commensurate 
with economic developments since the signing of the Agreement. 
The US wants to preserve the existing obligation of the 
British to convert current earning of American residents, 
and the Secretary was advised to explore the possibility of 
extending the period of this . commitment which expires in 1951. 


The NAC advised the Secretary that prior to making 


specific proposals to the British for modification of the 
Agreement, he should consult further with the Council. ° 
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WAA EMPOWEFED TO EXTEND, The.War-Assets Administration has. 
CREDIT EXPIRATION, DATES been: empowered to consider the ex- 
3 _. tension to: December 31, 1948 of 
the expiration dates of credit. agreements with foreign .; 
countries for tne purchase.of surplus property. At the re- 
quest of WAA, the National.Advisory Council approved such 
consideration contingert upon receipt by the WAA of appli- 
cations for extension from the respective governments; and 
, the State Department approved the renewing of such credits. 
The countries involved, those whose credit agreements expire 
prior to December 31, 1948, include Finland, the Philippines, 
the Netherlands, Haiti, Norway, end Austria. The Philippine 
and Finnish governments have already requested renewal 0 
their agreements and the WAA expects to receive similar re- 
quests from the other .countries. ' 





The total amount of WAA credit agreements outstanding 
at the present time is $127,255,000 which includes, in addi- 
tion to credits to the countries named above, credits to 
France and Pakistan which expire on February 10, 1949 and 
April 14, 1949 respectively. As of. June 30, 1948, $15,209,166 
worth of purchases under these credits had been approved, 
leaving unused balances tatalling $112,045,834. The procure- 
ment cost of the WAA inventory was valued at $459 million | 
on the same date, although not all of this surplus property 
will be available for purchase by foreign governments. 


State Department approval of the renewing of these 
credits was based upon its understanding that NAC approval 
would be forthcoming and that, while WAA'ts policy is not 
to extend any new foreign credits, it would consider grant- 
ing small credits upon the recommendation of the Department 
in exceptional circumstances. The NAC gave its approval in 
a letter to the WAA on September 14, 1948. 


* * * 


CZECHS SETTLE LEND- A Jend-leass settlement agreement was 
LEASE AID WITH US signed by the US and Czechoslovakia 
in Praha on September 16. Under this 
agreement, the Czechs agree to pay to the US, within ten 
days, the equivalent of $172,961 in crowns as full settle- 
ment of obligations arising out of deliveries transferred 
to Czechoslovakia under the US-Czech Lend Lease Agreement 
of July 11, 1942. Settlement negotiations had been taking 
place in Praha intermittently over a period of one and one 
half years, 








The Czechs 
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‘the Czechs received .an estimated $2, 760, 000 in lend- 
Tease aid either directly from the US or "by retransfer from 
- the UK, The major part of the difference-between this 
- amount and the $172,961 which the Czechs are paying is 
represented by military inventory retransferred by the 
British and for which the Czechs are not obligated to us. 
The $172,961 represents approximately the amount of lend- 
-lease aid received from the US between September 2, 1945 
and Marcn 2, 1946. The payment from the Czechs will be 
used for operating expenses of the Embassy in Praha. 


This agreement differs in only two major respects 

- from other lend-lease settlements. In the first place, it 
carries an exchange rate guarantee which -is lacking in most 
other agreements. Thus, while the agreement specified that 
the Czechs are to pay 8,648,072 crowns, which is equivalent 
to $172,961-at: the current official rate of exchange of 

50 crowns to one dollar, the: guarantee provides that, 

. should:the official rate be other than 50 to one on the 

Gate of payment, the Czechs will still pay the crown equiva 
lent of $172, 961. 


The other major departure from prior settlements 
lies in the fact that this agreement covers only those 
Claims arising out of lend-iease and does not cover the 
range of other wartime claims usually included in lend- 
lease settlements. Due to the relatively small sum involved 
and’ the belief that any attempt to include claims of other 
types would have unduly prolonged'the negotiations, the US 
did not press for the inclusion of these claims. 


* * * 


SOVIETS ATTEMPT TO EVADE We recently received a note from 
LEND-LEASE OBLIGAT: ONS the Soviet Embassy stating that 

the Soviet government is deduct- 
ing $1.3 million from the second interest payment under the 
postwar Lend Lease Agreement, as compensation for damages. 
resulting from non-receipt of export licenses from the US. 
We have replied that we carninot accept the Soviet action 
since the lend-lease agreement firmly fixes the obligation 
of the Soviet government to make interest payments and con- 
tains no provision for modification of such payments by 
unilateral action. Accordingly, our note concludes by 
stating that $1.3 million in : interest is now past due and 
prompt payment is requested. 
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SECOND CATT SESSION. ‘the Second. Session: of the Contracting 
HIGHLY SUCCESSFUL : Parties to the Genoral Agreement on 

Tariffs and Trade (GATT), which cor- 
cluded its meeting in Geneva on September 14, is’ generally 
regarded as highly successful. Chief among the accomplish- 
ments of this session are.plans for bringing new countries 
into the General Agreement, agreement on most-favored-nation 
treatment for Western Germany , recommendations leading to 
the resolution of the US-Cuban textile issue, agreement on 
changes bringing GATT into harmony with the ITO, and agree- 
ment on a waiver permitting the JUS to give preferential treat- 
ment to the Pacific Trust Territory. 


Plans for Further Negotiations At this second session 
procedures were adopted for bringing additional countries 
into the Agreement, now provisionally applied by all but one 
of the twenty-three countries which negotiated it one year 
ago in Geneva. Plans call for tariff negotiations to begin 
in Geneva April 11, 1949 between the Contracting Parties and 
those countries which have indicated definite interest in 
early accession. The new countries likely to negotiate are 
Denmark, Dominican Republic, El Salvador, Finland, Greece, 
Haiti, Italy, Nicaragua, Sweden, and Uruguay. The timetable 
adopted for these negotiations provides for the exchange of 
the final lists of requests for tariff and other concessions 
by January 15, 1949. Steps leading up tn this exchange 
include: 1) participants are to have exchanged copies of 
customs tariff.and trade statistics by September 25; and 
2) by Ontober 31 each acceding. government is to exchange 
with the US lists of products on which concessions are to 
be requested but without indicating the rate of duty to be 
sought. This second step is limited to negotiations with 
the US because of our requirement for public notice and list- 

~ng under the Trade Agreements Act, the authority under 
which we will participate in the. negotiations. The customary 
notice of intention to negotiate and announcement of products 
to be considered for possible concession by this government 
will be made as soon as the necessary preparatory work is 
= by the inter-departmental, trade-agreements organi- 
zation. 


Generally mpection. there will be no reopening of 
negotiations among the countries which originally negotiated 
GATT. Hovever, a number of countries were authorized to 
renegotiate, at or prior to the spring conference, particular 
items in their schedules of concessions (Ceylon, Pakistan, 
Brazil, Cuba) and there may be some additional negotiations 
” the natare of completing work left unfinished at Geneva 

n 


Most-Favored-Nation 
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Most Favored -Nation ‘Treatment for Western Germany One 
“of ‘the most important achievements of: the the meeting was agree- 
ment reached by a substantial number of countries to extend 
most-favored-nation treatment to the trade of western Germany. 
This agreement, which is independent of the General Agreement, 
has already been signed by nine of the participating countries 
_and it is expected. that the ee: Contracting Parties will 
sign in, the near future. 





... + It was agreed at this session to postpone action on 
M-F-N treatment for Japan. An independent agreement to extend 
most-favored-nation treatment to the trade of Japan, similar 
to the agreement for Germany, will be submitted at a later 
date. Discussions at.this session clarified the issues so 
‘that it may be possible to conclude such an agreement at a 
later. date after further bilateral discussions, with a number 
of Goreramente. 


GATT Mechanism Effective in Settlement of Cuban Textile 
Issue After unsuccessfully protesting: to the Cuban government 
certain recent import restrictions on textiles, which were in 
_ violation of GATT,.we had the matter brought before the Con- 
tracting Parties as a case of nullification under Article 
XXIII. Primarily as a resuit of this step, and also as a 
result of pressures brought by Embassy Habana and Cuban importers, 
the Cuban government on September 14 removed the restrictions 
on all the items except remnants and cotton waste (other than 
industrial waste). Discussions between the Cuben government 
and Embassy Habana are presently being conducted regarding the 
removal of the remaining controls. The Department is much 
- gratified with the results of the first specific case of this 
‘type to be brought before the Contracting Parties. 











Modification of the General Agreement The Contracting 
_ Parties agreed to a number of changes in GATT, mainly in . 

. orde r to bring the text of the general provisions into har- 
“mony with parailed provisions of the ITO Charter adopted at 
the ITO Habana Conference earlier this year. 





In addition, Chile, the only one of the original negotiating 
countries which has not yet made the Agreement provisionally 
effective, was given an extension of time (to February, 17, 

1949) in which to adhere to GATT. 


a ‘Upon the request of the US, the Contracting Parties 
agreed. to waiver of GATT obligations by which the US can give 

preferenticl treatment to imports from the Trust Territory 

of the Pacific Islands. Approval of the Working Party report 


recommending 
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recommending this waiver was given somewhat reluctantly and 
was possible only after the Netherlands withdrew opposition 
on the understanding that the "underlying economic factors" 
leading to a possible review of the waiver could include 
changes in the world copra situation. 


While this waiver technically constitutes establish- 
ment of a new preference, it will permit the working out of 
a trading arrangement which will promote the advancement of 
the peoples of the Trust Territory consistent with our 
obligations under our Trusteeship Agreement with the UN 
Security Council. : 


SECRET 
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RESTRICTED 
COPENHAGEN CONFERENCE ENDS ON The European Regional Con- 


NOTE OF GENERAL DISSATISFLCTION ference, underway in Copen- 
hagen since late June, ended 
September 15 in a hurried session to enable many of the dele- 
gations to leave for the World High Frequency Broadcasting 
Conference in Mexico City. Twenty-five countries signed the 
convention and plan. Of this group 24 filed‘ reservations. 
kustria, Egypt, Iceland, Luxembourg, Sweden, Turkey 2nd 
Syria refused to sign. The plan, which goes into effect 
March 15, 1950, assigns two shared frequencies for broad- 
casting in the US zone Germany plus one shared frequency 
for US troops. 











£11 of the occupying powers entered reservations. Our 
delegation entered a formal protest on the inability of the 
US to implement any such plan in view of our commitments in 
Germany. The British and French declared the plan was not 
suitable for their needs in Germany and would be adjusted 
accordingly. The Soviets indicated formally that if the 
Copenhagen plen is not observed by other occupying powers 
in Germany, by Spain, which did not attend the conference, 
by Luxembourg, which refused to sign the convention, or by 
all other countries in general, they would feel free to take 
the necessary compensatory steps. | ) 


The number of abstentions and reservetions bears witness 
to the general dissatisfaction with the plan adopted. Until 
a more satisfactory ajustment can be made there may be a race 
among the European countries for utilization of available 
frequencies. , | 


RESTRICTED 


* . * 
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US-FRENCH FILM Following extended discussion of questions 
AGREEMENT SIGNED relating to the exhibition of US films in 

the French Union, the US and French govern- 
ments on September 16, 1948 issued a joint declaration on 
motion pictures. The; -Franco-US (Blum-Byrnes) motion picture 
understanding of May:28,-1946, which covered a number of 
these questions, expired. in July. During the course of 
negotiations consideration was given the special conditions 
facing the French government as a result of its external 
financial and balance of payments position and other post- 
war economic problems. The agreement is to enter into force 
retroactively as of July 1, 1948 and will remain in effect 
for four years, except to the extent that both parties 
agree to modification. Provision is made for the review of 
individual provisions at the end of each annual period 
should either party request it. 


In the financial section of the agreement, the French 
propose that transfers to the US of receipts realized by 
US companies will be limited to $3,625,000 per year for 
four years. The annual transfer will t be composed of 
$1,186,795 from earnings of, the previous fiscal year and 
$2, 438, 205 in payment of blocked earnings accumulated prior 
to June 30, 1947. The agreement also establishes conditions 
under which any remaining blocked : francs may. be utilized. 


In view, of the. current situation in the French film 
industry, it is understood thet the French will increase 
the screen time reserved to the-exhibition of films of 
French origin to.5 weeks per qudrtér. -'The Blum-Byrnes under- 
standing provided for a.screen quota of 41weeks per quarter. 
This action was taken in accordance with the article in the 
General Agreement on Tariffs and Tratie (GATT) providing that 
internal quantitative. regulations relating to films should 
take the form of screen quotas. 


Because of the current French external financial and 
balance of payments situation, the French government has 
reinstituted its prewar distribution quota system (applicable 
to imported films which are dub din the French language for 
distribution in the French Union): The distribution quota 
fixes at 121 the number of US. films which may be distributed 
annually in France in the dubbed version: and 65 for films 
originating in other foreign countries. ~The French understand 
that arrangement for. sub-allocation should not be considered 
a part of the agreement. The French consider the distribution 
quota system to be within the provisfons of the GATT articles 
on restrictions permitted on grounds of ‘severe balance of pay- 
ments difficulties, Recognizing its obligations under -the 
General Agreement, the French government undertakes to relax 


Sets. ve _ progressively 
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progressively this restriction as its balance of payments 
situation.improves and to eliminate the restriction when 
conditions no longer justify its maintenance. The US has 
taken note of the decision of the French government to 
institute a distribution quota system, without prejudice 
to any rights which the US may have under the General 
Agreement with respect to any action which the French may 
take to implement this decision. 


BEST COPY AVAILABLE 


The French government will make certain modifications 
in its administrative regulations regarding the two-year 
rule, the fifteen situations restriction, and the allocation 
of raw stock. The French will grant, for US feature-iength 
films, exceptions up to a maximum of 24 per year to the 
French decree which provides that there may not be a delay 
of more than two years between the date of the first public 
presentation of a film in its country of origin and the 
date of the dubbing authorization. US films which are ex- 
hibited in France in both original and dubbed versions may 
be shown in the original version in 15 theaters in France. 
With respect to this limitation, we have informed the 
French that this type of restriction may in practice be an 
internal quantitative regulation other than a screen quota 
and therefore inconsistent with GATT. The French have taken 
note of this position and accept the possibility that we 
will raise the question when the General Agreement becomes 
definitively effective. Films which are released exclusively 
in the original version and which are not to be dubbed may 
be exhibited in 30 theaters throughout France. Only positive 
and negative 35 mm raw stock and 35 mm sound track are sub- 
ject to allocation. The sale of other categories of raw 
stock is unrestricted. A committee composed of representa- 
tives of production, distribution and leboratories will 
recommend the allocation of raw stocks for the requirements 
of newsreels, French and foreign films, end exports. 


DECLASSIFIED FOR PUBLICATION IN FOREIGN 
RELATIONS OF THE UNITED STATES 








ISSUE NO. 270 


September 27, 1948 5 |F 


SECRET 


CURRENT HCOQNOMIC 
DEVELOPMENTS 


POLICY INFORMATION COMMITTEE 
DEPARTMENT OF STATE 











This weekly publication is designed to highlight developments in the eco- 
nomic divisions of the Department of State, and to indicate the economic prob- 
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US SUPFORTS ESTABLISHVNENT An ECE ad hoc committee to examine 
IN ECE OF TRADE COM’ITTEE the functions which the ECE might 
appropriately undertake in order 

to promote industrial reconstruction and development and to 
expand trade was convened in Geneva September 27. The third 
session of ECE, although hard pressed by the eastern European 
countries to give approval to a Soviet proposal for the 
immediate establishment o* committees on trade and development 
merely adopted a resolution referring the whole subject to a 
special ad hoc committee for study and report by November 30. 








US Position The US representative to the ad hoc committee 
has been authorized to indicate early in the discussions that 
the US feels that setting up of a trade committee is desirable 
but that the establishment of a separate industrial development 
committee is not required since most functions the ECE might 
undertake in this field could be adequately performed by exist- 
ing bodies such as the Coal, Industry and Materials, and Steel 
Committees and by the proposed committee on trade, it organized. 
Wie will support activities of existing ECE bodies to further 
industrial development in eastern Europe to the extent it is 
on a sound economic basis and would result in increased pro- 
duction of export supplies needed by ERP countries. Our views 
are subject to reconsideration if OEEC countries are not in 
accord with them. 





“e have instructed our representative to support establish- 
ment of the trade committee but, in view of obvious difficulties 
confronting the proposed committce, to proceed cautiously. 

We feel the terms of reference of the trade committee should 
be general, permitting study and examination of methods to 
increase cast-west trade but should in no was prejudge our 
future position on any specific measures such as multilateral 
trade negotiations and clearing arrangements. 


Although we agree with the opinion expressed by Harriman 
that it would be optimistic to assume the proposed committee 
will contribute significantly to solution of the east-west 
trade problem, we advocate its establishment for the following 
reasons: 1) to oppose the establishment of both trade and 
development committees would run counter to what other friendly 
countries apparently want end would give ammunition to expected 
Soviet propaganda attacks; 2) as it is expected that the trade 
committee will be estesblished with the support of eastern 
European countries, it may provide en opportunity to obtain 
more information on eastern Europe than has heretofore been 
available; and 3) the trade committee may be able to achieve, 
if it concentrates on a few specific problems, some ‘!crease 
in eastern European exports of goods required by the west. We 
recognize, of course, that the committee will provide a forum 
for renewed eastern European attacks on US export license 
policy and the recovery program. 
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STEPS BEING TAKEN TO IMPROVE The ECA mission which recently 
STRATEGIC MATERIALS POSITION returned from discussions with 

| ay British, French and Dutch offi- 
cials concerning procurement of strategic materials reports 
generally successful negotiations, with the countries express- 
ing a willingness to cooperate in helping the US meet its 
stockpiling objectives. Among the accomplishments were the 
purchase for the US stockpile of 25,000 tons of rubber and 
1,800 tons of sisal from. the British, the initiation of talks 
with the French in an attempt to secure increased graphite 
production in Madagascar and to procure 18,000 tons of graphite, 
and the holding of preliminary discussions with the Dutch on 
on the procurement of bauxite, oils and additional rubber. 
Since the mission's return, the purchase of an additional 
2,000 tons of sisal has been arranged. The British also talked 
with a Union of South Africa asbestos-producing corporation 
as a result of which US Bureau of Federal Supply officials 
were cordially received and promised cooperation. Discussions 
were also held on equipment for Rhodesian railways, production 
and availability of manganese, lead, cobait, columbite, 
cadmium, beryl, bismuth, copper, chrome, zinc, and corundum 
in colonial territories. 








Steps ans Taken To Improve Manganese Position The 
inadequacy of the US manganese position is of great concern 


to the interested government agencies which are now exploring 
every means for improving the supply position promptly. 
Current and prospective total US imports are not adequate to 
meet consumption needs of US industry and minimum stockpile 
requirements. Moreover, the pattern of imports by countries 
of origin clearly shows that a.substantial part of the imports 
comes from sources from which continued shipment is not assured. 
Embassy Moscow has urged the Department to give serious con- 
sideration to the possibility that the USSR, an important 
eeoeeeee may in the near future prohibit exports of manganese 
to the US. ‘2 ". & 


Since India offers the’ best prospects for quick results, 
Embassy New Delhi has beén requested to investigate and comment 
on measures necessary to increase US imports of manganese from 
India. At the same time, discussions are being held‘in Wash- 
ington with Indian representatives in an effort to secure an 
undertaking by the Indian government that it will do its best 
to provide railway transportation for manganese for export 
to the US. India had previously expressed a willingness to 
facilitate increased shipments contingent on our supplying 
locomotives, petroleum and stecl. Recognizing that trans- 
portation is a bottleneck in India's export program, the Commerce 
Department has informed the Indian representatives here that it 
can help India secure locomotives, some gasoline, and hopes to 
be able to grant licenses for an increased amount of steel. 


The 
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. ‘he discussions which the ECA strategic materials mission 
began with the British on the procurement of manganese from 
the Gold Coast are continuing. An attempt is being made to 
secure a firm offer on low grade manganese now available and 
consideration is being given to the possibility of expanding 

output, - 


Acquisition of Industrial Diamonds On October 11 US 
representatives from ECA, the Bureau of Federal Supply, State 
and Embassy Brussels are to open negotiations with the Belgian 
government and Belgian diamond-producing interests for the 
acquisition of industrial diamonds for the US stockpile. Our 
delegation has been instructed to conclude a purchase contract 
between the Bureau of Federal Supply and the Forminiere group 
(a holding company in which the Belgian government holds 51% 
interest and which controls producing companies in the Belgian 
Congo) and an agreement between the US and the Belgian govern- 
ments pursuant to the ERP bilateral agreements. 





The contemplated government-to-government agreement is 
to provide that both governments will use their best efforts 
to insure that adequate funds, labor, and materials are made 
available to Forminiere to achieve production schedules, Our 
representatives have been instructed to secure as firm a con- 
mitment as possible in the proposed five-year purchase contract 
for scheduled increased production of bort. 


* * *~ 


ARAMCO GETS OFFSHORE OIL According to an official of the © 
RIGHTS IN SAUDI ARABIA Arabian American 011 Company (ARAMCO), 

| ' agreement between the Saudi Arabian 
government and his company has. been reached in principle con- 
firming offshore oil rights as being within the ARAMCO concession. 
(See page 10, July 19, 1948 issue of Current Economic Developments 
‘Under the agreement being drafted, ARAMCO guarantees $2 million 
minimum royalties on offshore oil per arinum and relinquishes 
. rights to the Kuwait Neutral Zone. ARAMCO will be obligated to 
start work on the offshore region within one month after signa- 
ture of the agreement, The Saudi Arabian government will con- 
firm the relinquishment agreement of 1947 under which ARAMCO, © 
beginning in 1949 will relinquish 33,000 square miles of exclusive 
concession areas and similar amounts in succeeding years, until 
upon termination in 1970, 46% of the total area will have been 
relinquished. During recent discussions, a Saudi Arabian official 
stated that his government desired no competitors of ARAMCO in 
Saudi 4rabia and preferred that ARAMCO not relinquish territory 
until exploration indicates no oil. AR*‘MCO, however, prefers 
to start relinquishment as planned. 











* x * 
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CHINESE ECONOMIC STRUCTURE The new currency program adopted 
MAY COLLAPSE THiS WINTER by the Chinese government in mid- 
, - act August has not fulfilled: the ex- 
pectations of its drafters. (See page 7, August 23, 1948 
issue of Current Economie Developments). Only in the initial 
stages of the program was there any noticeable halt in the 
inflationary spiral and during the past four weeks currency - 
notes in circulation have more than trebled. The increase in 
note circulation has been accompanied: by a decline:‘in internal 
trade on a country-wide basis, primarily due to the inflexible 
official acherence to the price levels of August 19. The 
stoppage of trade, together with the continued stringent 
enforcement of. currency and price regulations, has thrown 
the. informed business community, both Chinese and foreign, 
into. a state of considerable consternation. This police en- 
forcement policy is spearheaded by the Generalissimo's Moscow 
trained son, who in a speech in Shanghai several weeks ago 
called for a “social revolution" and denounced vigorously wide 
sections of the business community. In several cases in © 
Shanghai the death sentence has been mapeces | for infractions 
of economic regulations. 


Our. representatives in China, as well as Chinese finencial 
circles, fear that collapse of the new currency may come within 
the next two or three months. Inasmuch as the power and 
authority of the central government vitally depends on continued 
acceptability of the new currency, such a development would 
have most serious political consequences. 


Although the essential features of the August currency 
conversion plan seemed to be the recognition of its dependence 
on immediate and radical fiseal and budgetary reforms to insure 
an early: balancing of the budget, no specific measures to 
achieve this objective have yet been announced, The Executive 
Yuan has been unable to show any progress in the redtction of 


-+- the budget deficit. 411 elements for a "nasty situation" are 


forseen by the Embassy in this and other deteriorating develop- 
ments such as the stoppage of rice shipments from inland pro- 
ducing areas to coastal cities, growth of anti-American feeling, 
unfavorable publicity regarding the China Relief Mission and 
ECA role in rice rationing’ in certain cities, and the feeling 
in northeast China thet. — area has been abandoned by the 

a sae government.- 


_ Embassy Views In the event that an- emergency situation 
should arise within the next month or.two, Embe ssy Nanking has 
. suggested several steps which we might take to support the 
present government, These. steps would include using oe 


available 
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available ECA China aid funds for food purchases for priority 
shipment to China in anticipation that Congress in January 
might be prepared to vote additional funds on an emergency 
basis. The Embassy suggests further that we consider the 
possibility of granting China immediately an emergency silver 
loan to be used to keep the armies in the field and discourage 
desertion to the communists. The loan would be for a *emporary 
period of notmore than a few months. Our Embassy makes clear 
that this in no sense is a ae that China be put. back 
on the silver standard. 





The alternative, as the Embassy sees it, would be with- 
drawal by the US to the maximum extent practicable from diplo- 
matic, economic and military support of the present regime 
until the internal situation becomes stabilized. Doubt as to 
the advisability of this course is implicit in the tone of the 
Embassy's presentation. 


“Department Views Although we have not yet replied to 
Embassy Nanking's suggestions, we reviewed the situation in 
China after the new.currency program had been introduced and 
evolved the following policy: No new or additional assistance 
to China seemed called for at that time for "current stabili- 
zation loans". We were, however, prepared to consider possible 
Chinese proposals of a redisposition of China Aid Act funds to 
maximize their immediate contribution to financial stability, 
provided that internal budgetary reforms and other supporting 
measures appeared to be bringing currency stabilization within 
sight. Even then, we were apprehensive that there might be 
serious practical limitations on what could be accomplished by 
way of diversion of funds during the next few months. To date, 
we have had no request from the Chinese for either a stabili- 
zation loan or a shift in the use of China Aid Act funds. 





SECRET 
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INTERIM COMMISSION OF On September 15 the Executive Committee 
ITO CONCLUDES MEETING of the Interim Commission for the ITO 
concluded its second meeting. (See 

page 8, August 23, 1948 issue of Current Economic Developments). 
This 18 country Executive Committee was set up by the 52 member 
countries of the Interim Commission to deal with certain 
administrative and procedural matters which should: be provided 
for before the Trade Organization is finally established. 


The 
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The meeting was successful in reaching general agreement 
on, or in working out agreed arrangements for, e111 the organi- 
zational matters on the agenda. 4° | 


Relations With Other Groups Among the more interesting 
of the decisions is an agreed interpretation of that chapter: 
of the Havana Charter of the ITO on the handling of disputes. 
It.clarifies both the right of any member country to have 
recourse to the International Court of Justice and the possible 
functions of the Court in the assessment of monetary damages 
in cases of breach of the Charter. The Committee completed 
work on draft agreements on the relationship between the ITO 
and the UN, the Fund, the FAO, and the ILO. 


The Executive Secretary was authorized to discuss with 
the International Bureau for the Publication of Customs 
Tariffs at. Brussels a draft agreement for bringing the Bureau 
under the control of the ITO. 


Decision was postponed on the specific economic develop- 
ment functions of the ITO until a later date when more would 
be known as to what other organizations, such as the UN itself, 
will perform. 


Other Matters Handled Preparation of en improved Spanish 
text for submission to the Spanish-speaking governments which 
are members of the Interim Commission was begun and is expected 
to be completed this month for circulation to all governments 
for suggestions. The authentic text is to be deposited with 
the UN Secretary General by December 31. 


& decision was reached under which the UN rather than 
the ITO, when established, will be asked to pay the preparatory 
expenses involved in the drawing up of the Havana Charter. 


No agreement was reached with respect to the problem 
involved in possible Swiss adherence to the ITO. The Swiss 
demand sweeping exemptions from the Charter, perticulerly 
to permit the use of quantitative restrictions and bilateral 
agreements whenever in its judgment its economic stability 
requires such practices. The Working Party set up to make 
recommendations on this problem decided that the expert study 
given it at the session had been unfruitful and recessed 
until further notice. 


The next meeting of the Interim Commission will be held 
on the date of the deposit of the twentieth acceptance of the 
Charter or on September 30, 1949, whichever is earlier, 


CONFIDENTIAL 


* * * 
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ST-WEST DIFFERENCES NOTED AT The WFIU Executive Bureau 
WFTU CUTIVE BUREAU MEETING meeting in Paris September 
17-21 was notable for sharp 
divergences between communists and non-communists on all 
major issues. Attention was centered on the failure of 
negotiations to incorporate the International Trade Secretariats 
on the Berlin trade union and blockade situation. | 





Failure to reach agreement with the International Trade 
Secretariats (ITS) for integration of the latter within WFIU 
was almost exclusively the subject of the first two days' 
meetings and now appears to be the issue chosen by the British 
Trades Union Congress (TUC) for eventual withdrawal from WFTU. 


British Position Although the TUC was given a mandate 
to secede, if so disposed, from WFTU at this meeting of the 
Executive Bureau, it did not do so, presumably because it 
preferred to wait for differences to crystallize on a clear 
and unequivocal trade union issue. It has such an issue _ 
now in the ITS case. At the Paris meeting, the TUC leader 
repeated the original position of TUC when WFTU was created; 
namely, that ITS would be incorporated and that failure to do 
sO would cause TUC to reconsider its membership. At its 
October council meeting, TUC can alternately decide to with- 
draw immediately from WFIU or negotiate with the CIO and AFL 
for terms of creation of a new labor international prior to 
a definite splitting of WFTU. TUC's president has informed 
a top CIO official that he will not recommend specifically 
withdrawal from WFTU in his report to the TUC council in 
October. There have been indications that TUC does not wish 
to withdraw except in concert with the CIO. 


German Trade Union Situation The most heated exchanges 
of the entire meeting occured over the issue of the German 
trade union situation and the blockade of Germany. A reso- 
lution was passed expressing "the fervent hope that there 
will be a solution of the existing deadlock on Germany in 
such a way as would relieve the present difficult circumstances 
in which the German and, in particular, Berlin trade union 
movement is now operating and also enable the Executive 
Bureau profitably to examine the subject at a future meeting". 
The non-communists rejected a proposal to send a WFTU delegation 
to Berlin. TUC and CIO representatives even more strongly 
demanded a resolution protesting the Soviet blockade of Berlin 
and insisting upon putting on the record the complete failure 
to reach agreement between communists and non-communists on 
the German issue. One of the Soviet representatives made stren- 
uous efforts to avert the public avowal of an Executive Bureau 
split over the Berlin Trade Union issue and succeeded by accept- 
ing the TUC resolution on the Berlin blockede, quoted above, 
after obtaining withdrawal of the word "diplomatic" in the 
pnrase “existing diplomatic deadlock". 

Other 
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Other Matters Considered Action was postponed on a 
Pan-Asiatic trade union conference, the Mexican trade union 
situation, and. renewed or additional substantial reductions 
in affiliation dues. tees ee ee ee ) 


Action taken includes authorizing executive committee 
members to be paid costs of attending meetings, which action 
will facilitate attendance particularly of communist thembers _ 
from impecunious or nearly non-existent unions, and instructing 
the general secretary to draft a program for possible WFIU 
participation in. the, work of the International Health Organization 


Next Meeting The next meeting of the Executive Bureau 
is scheduled for January 1, 1949. This meeting failed to 
set the date of the next WFTU Congress. The CIO representative 
has informed Embassy Paris that he believes the Congress will 
never meet. _ 


OR -s 


COMPENSATION NEGOTIATIONS UNDERWAY FOR US The US has been 
PRORERTIES NATIONALIZED IN SOVirv ORBIT continuing its 

| | | efforts to obtain 
compensation for the loss, through nationalization and other 
methods of expropriation, of American owned property in 
southern and eastern Europe. Yugoslavia has make full. payment 
to the US-in settlement of the compensation agreement reached 
in July and an unsigned agreement exists with Poland. Dis- 
cussions are currently underway with Czechoslovakia and the 
possibility of proposing a lump-sum settlement with Bulgaria 
is being considered in the Department. The situation with 
respect to the nationalization programs in Rumania and Hungary 
has not yet crystallized to the point where compensation 
settlements can. be considered... 











Yugoslavia In accordance with the US-Yugoslav agreement 
for the settlement of the compensation claims of US nationals 
and certain other financial ciaims (See page 7, July 19, 1948 
issue of Current Economic Developments), the Yugoslav govern- 
ment has paid $17 million to the US government. It is envisaged 
that the distribution of this’ amount to individual US claimants 
will be made by a Commission to be established by Congress 
for the adjudication of the respective property claims. 


Poland Although negotietions with Poland for the com- 
pensation of the expropriated properties of US citizens were 
completed in December 1947, the agreement has not yet been 
signed by.the Polish government. For the past several months, 


the 
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the Polish Embassy in Washington has made it clear that Poland 
will not sign the agreement until after US action on the 300 
odd export licenses which are still pending has been evaluated. 
The Embassy has indicated Polish willingness to sign the agree- 
ment, if a solution to this problem can be found, and to enter 
also into a supplementary implementing protocol whereby payment 
for the compensation agreed upon would be supplied from the 
proceeds of Polish coal exports to western Europe under the 
uropean Recovery Progran. 


The Department, however, has taken the position that 
the granting of export licenses cannot properly be associated 
with the signing of the nationalization agreement. There are 
three practical reasons for this position: 1) it is unlikely 
that the Poles would be willing to accept the agreement unless 
we grant them some licenses for products falling in the pro- 
hibited category; 2) we are apprehensive lest the Poles insist 
upon assurances that licenses for new transactions would be 
granted more freely than we are willing or able to grant them; 
and 3) it - =e we can continue to refuse to grant certain 
licenses (for the rehabilitation of the coal mining and lumber 
industries) even if the agreement is not signed. 


However, it is recognized that the export control situation 
is an impediment to agreement with Poland and should be mini- 
mized to the extent possible. The Department hopes, therefore, 
that a concerted effort will be made by the inter-departmental 
Advisory Committee on Requirements to review the outstanding 
Polish licenses, with a view to determining which of those 
licenses could be granted consistently with security and east- 
west trade objectives. Mcanwhile, the Department is presently 
considering the possibilities of a set-off agreement against 
Polish exports of coal and possibly zinc. 


Czechoslovakia Discussions begun in 1946 concerning a 
compensation agreement proposed by the Czechs broke down because 
of Czechoslovakian insistence on treating for compensation 
purposes former Czech nationals who have become US citizens 
since Munich as Czech citizens, We, however, do not discriminate 
between claimants on the basis of date or manner of obtaining 
US citizenship, provided that the claimants were US citizens 
when the claims arose. A subsequent Czech attempt to negotiate 
with individual American claimants also failed to lead to a 
final settlement. Negotiations for an inter-governmental 
settlement have now been resumed in discussions between Embassy 
Praha and Czech officials. The Czechs have indicated a willing- 
ness to settle the majority of outstanding American property 
claims on the basis of a lump-sum settlement to be paid by a 
set-off of a percentage of the proceeds of Czech exports to 
the US over a period of years. 


Bulgaria 
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Bulgaria The only important American property interests 
in Bulgaria are two American-owned educational institutions 
and a minority interest in a petroleum distribution company. 
The latter has been nationelized and, while the status of the 
American colleges is not clear, it is anticipated that they 
will eventually be taken -into state ownership.. The US now.- 
holds approximately $3 million in Bulgarian private and - 
governmental assets pursuant to the terms of the Bulgarian 
Peace Treaty. In the event of the failure of the individual 
negotiations now taking place, we are considering the possi- 
bility of negotiating a lump-sum settlement of war damage and 
nationalization claims against Bulgaria. Such a settlement . 
might provide for the payment to the US of part of the blocked 
Bulgarian funds in the US plus a large payment in local currency 
to the Legation in Sofia for the purchase of buildings and 
Legation expenses, and in return we would unblock the remaining 
Bulgarian assets held by us. * : 


Rumania The US has thus far received no reply to the 
protest on the Rumanian nationalization law which was delivered 
as part of a joint approach to Rumania with the UK, France, 
Belgium, and Netherlands (See page 2, September 13, 1948 
issue of Current Economic Developments). In the meantime we 
are continuing to explore, with the other participants in 
the demarche, the possibilities of joint economic sanctions . 
to force Rumania to agree to satisfactory compensation settle- 
ments. At the same time, the possibility of using the with- 
holding of export licenses on non-prohibited goods as a bargain- 
ing weapon is being studied with ECA and Commerce. The US is 
continuing to hold approximately $24 million in Rumanian 
private and governmental assets. © 


Hungary Until recently, the US has been fairly successful 
in preventing the application of Hungarian nationalization 
measures to important American-owned properties. However 
the Hungarians recently took over the Hungarian-American Oil 
Co. (MAORT), a Standard 0il' of New Jersey subsidiary, . on 
charges of industrial sabotage. This action was-not unexpected, 
end it is anticipated that the Hungarians will eventually take 
into public ownership all important segments of the national 
economy regardless of foreign ownership, other than Soviet. 

& US protest, delivered on August 26 on certain aspects of 

the nationelization law was rejected by the Hungarians. This 
protest concerned distinctions made by the law on the basis-of 
the date of naturalization of US citizens and on purchase of 
property, and concerned the application of the law to Hungarian 
subsidiaries of American controlled Hungarian corporations. 

In the meantime, ‘iungarian assets amounting to approximately 
€5 million continue to be held by the US in accordance with 
the terms of the Treaty of Peace. : 


* * » 
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AVIATION PRINCIPLES MAY A: number of developments in the 
BE REVIEWED WITH BRITISH past few months leads to the in- 

. pression that it may be desirable 
to review the US-UK agreement of September 1946, outlining 
the so called Bermuda principles, and to reaffirm the joint 
pattern for future bilateral aviation negotiations. Discussions 
are underway in London which may lead to a decision for an 
early meeting of US and UK officials for informal discussions 
concerning this agreement. In current UK aviation negotiations 
with other countries there is an obvious tendency to depart 
from strict interpretation of the Bermuda principles which 
have served as a prototype for bilaterals concluded by the 
US and UK since September 1946. This has been demonstrated 
in UK discussions with both India and Egypt wherein the 
British seem to have embarked upon, a policy of expediency 
which jeapordizes our concept of the. 1946 agreement. In both 
cases they have offered a compromise proposal on the capacity 
issue and have entertained discussion of the unilateral sus- 
pension clause. The draft agreement with India has been sub- 
mitted for our review and comment. Apparently the Egyptian 
agreement is already virtually a fait accompli. We have 
already questioned the capacity clause, which the British 
insist does not violate the Bermuda prineiple under a flexible 
interpretation. 








x * x 


INTERNATIONAL MONETARY FUND In its Third Annual Report, for 
ISSUES THIRD ANNUAL REPORT the fiscal year ended April 30, 

, 1948, the International Monetary 
Fund reviews the economic situation in the post-war period 

and acknowledges that very real progress has been made toward 
recovery. However, the Fund points out that, despite the | 
fact that nearly all European countries, as well as the 
countries in other parts of the worid, reached or exceeded 
their prewar production and expanded exports during 1947, 

this progress was obscured by the difficulties of the inter- 

national payments situation. The Fund points out that 

European and world recovery has also been hampered by the fact 
that German production has remained far below its pre-war 
level. Not only does the loss of a German market present 
serious problems, but of even more importance is the lack 

+4 = German exports for which Europe has had to turn to 

e J . 








The Fund holds that the completion of recovery and the 
solution of the balance of payments problem require a further 
expansion of production and improvement of productive efficiency, 
a further increase of exports in general, and an expanded flow 


of exports 
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of exports in the directions most likely to diminish dollar 
deficits. It stresses that these aims cannot be achieved 
unless government and monetary authorities take appropriate 
internal measures to prevent the continuation and expansion 

of the current inflation. To this end, the Fund recommends 
that fiscal policies be directed as a minimum toward achieving 
a balance between government revenues and expenditures, and, 
where possible, toward achieving a cash budgetary surplus. 
Specifically, the Fund points to the necessity for the reduction 
of governmental expenditures, the maintenance of high tax 
retes, encouragement of savings, nce expansion of bank credit, 
and no increase in money incomes unless accompenies by an 
expansion of output, particularly of consumez goods. 


The Fund recognizes that balance of payments deficits 
and inflationary pressures in various countries have forced 
the adoption of questionable exchange practices in order to 
create a situation in which over-all reforms might prove 
effective. These critical conditions, which inauced the 
respective countries to adopt presumably short-term devices, 
have led the Fund to accept exchange practices which are 
inconsistent with its long-range objectives. The Fund, while 
pledged to promote exchange stability, maintain orderly exchange 
arrengements among members and to avoid competitive exchange ~ 
depreciation, has recognized that such practices as fluctuating 
rates, multiple currency practices, foreign exchenge restric- 
tions, and non-convertibility of currency may, at times, 
prove to be necessary expedients. The Fund has, however, 
rejected the idea that a widespread and simultaneous develua- 
tion of currencies might solve the balance of payments diffi- 
culties, holding instead that any adjustment in the par volues 
of the various currencies should be determined, end its timing 
set, on the basis of the conditions in the respective countries. 


On the positive side, the Fund firmly endorses the 
European Recovery Program. It favors the establishment of a 
multilateral arrangements for Europeen payments and hopes for 
moderate rise in the credit margins permitted by the European 
creditor countries in their payments agreements. The Fund 
has sought to maintain orderly cross rates to protect the 
dollar resources of its members and to avoid the disorgani- 
ation of world trade. 


Because of par value of the currencies of all member 
countries are expressed in terms of gold, or of a US dollar 
of specified gold content, the Fund has been concerned over 
the external purchases and sales of gold which have been 
taking place at prices in excess of the gold values of the 
various currencies. For this reason the Fund addressed a 


statement 
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statement to its members, setting forth its opposition to 
such transactions and, in order to determine a further 

course of action, has requested information from these 
countries on the laws and practices they follow regarding 
international transacticns in gold. As an additional measure 
to maintain the value of currencies in relation to their gold 
parities, the Fund issued a general policy statement on gold 
subsidies and requested that member countries consult with 
it before introducing any new measures to subsidize their 
gold production. 


The Fund report will be presented at the third annual 
meeting of the Board of Governors of the International 
Monetary Fund now being held in Washington. 


« x x 


CZECHOSLOVAKI& GRANTED SIX MILLION Last week Czechoslovakia, 
DOLLAR LOAN BY INTERNATIONAL FUND in an unprecedented step 
by a Soviet satellite, 
applied to the International Monetary Fund for a $6 million 
loan. The Fund epproved the request with the statement that 
no further withdrawals by Czechoslovakia could be made from 
the Fund‘s resources until e Fund survey mission was permitted 
to analyze the financial situation in Czechoslovakia. 








Czechoslovakia'a quota in the Fund is €125 million, 
$1,450,000 of which has been paid in gold. Under the articles 
of &greement, a country is eligible for five percent of this 
qucta on practically an autometic basis. 
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UK DESIRES FURTHER DISCUSSION The UK has i:eplied to our 
ON US SATELLITE AVIATION POLICY aide memoire of July 19 
which outlined our new 
civil aviation policy toward the USSR and its satellites 
and asked for a common front in its implementation (See 
page 1, July 19, 1948 issue, Current Economic Developments). 
The UK hesitates to endorse the proposed policy on its own 
merits and feels that if approved it might be extremely 
difficult to coordinate with the cther countries whose 
cooperation would be required in its implementation. How- 
ever, the reply indicates that the UK is most anxious to 
concert its policy with ours and suggests a further exchange 
of views to reconcile our respective viewpoints. 








While the British fully share our desire for the ulti- 
mate objective of securing entrance into Soviet territory, 
they do not believe the restrictions we propose would achieve 
this result in view of the determined oppositicn of the 
Soviets to the flights of foreign aircraft, including those 
of their own setellites, over their territory and of their 
highly restrictive policy with regard to internal civil 
aviation. We hed proposed that all operations by the USSR 
end its satellites into non-curtain territory be prohibited 
until the Soviets grant truly reciprucal rights in their 
territory. 


The UK does not share our assessment of the political 
and security advantages of this policy, irrespective of 
its outcome. They consider that at a time when the USSR is 
having difficulty with the satellites in its orbit it would 
be politic to maintain and wherever possible to improve 
such lines of contact as exist between western Europe and 
the satellite countries. The Soviets might also treat the 
applicetion of the proposed policy as a pretext for closing 
or further interferring with the Berlin air corridors. 


Their note emphasizes the importance the British attach 
to restricting the operation of Soviet and satellite air- 
lines to the maximum extent consistent with these factors 
and points out that their policy has been to grant to the 
USSR and its satellites only the minimum concessions 
necessary to secure their own requirements. Such restrictions 
are considered more desirable in the near and middle east 
than in the west. They state that they have been successful 
in persueding other countries ovtside the Soviet orbit to 
follow the same course. 


The 
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. ‘The British fully agree with our desire for concerting 

action with countries outside the Iron Curtain in prohibit- 
ing the sale and export to USSR and its satellites of air- 
eraft and associated equipment end would welcome further 
consultation with the US on means to be employed to achieve 
these ends. 


. While.we heave not disclosed this policy to any other 
country pending the UK reply, Embassy Paris is of the im- 
pression the UK may have informally discussed some of its 
points with the French. In this connection, we had been 
urging the French to withhold delivery of a group of planes 
purchased by Bulgaria. The French have now rejected our 
representations and claim delivery must be completed since 
the sale was concluded in December 1947, agrecing, however, 
to avoid future exportation of such equipment to Curtain 
countries. 


* * * 


US £DOPTS FOLLOW-UP After a comorehensive evaluation of 
PROGRAM FOR DANUBE . the economic, political and propaganda 

— . . . .  agpeets of the recent Danube Conference, 
the Department has decided upon a follow-up plan which is 
intended to capitalize ‘upon the favoreble, though intangible, 
aspects of the conference 2nd to remove any thought from 
world public opinion that we have written off the Danuoe. 

In formulating our position we have recognized the role of 
the Danube as a major political and propaganda issue in 
east-west relations as well as a vital political issue 

for the USSR and the satellite states. While it is acknowledged 
that in the final essence no solution satisfactory to the 
west will be achieved through negotiations until there is 

an overall political settlement with the USSR, it is the 
consensus that we are ina position to challenge Soviet 
efforts to exploit its diplomatic victory at Hecigrade in 
connection with other important volitics1l issucs, | 











The Soviets undoubtedly place great significance on 
the Belgrade Conference and their Panube Convention and there 
are indications that they will be sensitive to challenges on 
the subject. In order to circumvent their feeling any security 
about the fruits of victory achieved in the Belgrade manner, 
the US will take th: initiative in putting into effect 2 
positive policy to deal with the consequences of the conference. 
It was evident at the canference that some of the satellites 
did not relish the subservient role they were forced ‘ play 
and did not like the Soviet convention they were forc-< ‘o 


accept. 


o—.... 
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accept. In order to capitalize on this emba:rassing demon- 
stration to the satellite delegations of their complete 
subjection to the Soviets against their own self interests, 
we plan to keep -these issues very much alive and to exploit 
to the fullest the..bargaining value of worry tectics. 


Contemplated Program Under our follow-up program the 
following steps will be taken: 1) We will suggest that all 
interested parties, including--besides the US--the UK, Francc, 
Belgium, Greece, Italy and Austria, lodge formal protests 
with the USSR and the satellites to the effect that the 
Belgrade convention is null and void in their opinion because 
it violates established treaty rights and fails to implement 
the Balkan Peace Treaties. These notes will be published. 

2) We will lose no opportunity to refer to the Danube Con- 
fcrence and to criticize its conduct and the convention which 

it adopted whenever appropriate in the UN General Assembly 

or other organs of UN, particularly ECOSOC and the ECE. In 

the General Assembly, appropriate comment might be made either 

in general debate or in Commissioi II in connection with the 
ECOSOC report. 3) The British and French will: be inforrcd 

that the US will support a move on their part to obtain an 
advisory cpinion from the International Court on the validity 

of the 1921 convention. 4) The US will take the initiative 

in raising the Danube issue at possible CFM meetings on tl - 
German and Austrian peace trestics. Here, we will take th, 
position that the western powers regard the convention as 

a violation of CFM agreements and inadequate implementation 

of the agreed Danube clause of the Austrian and Balkan treaties. 
In the Austrian and German peace settlements, the western 

powers should insist upon adequate guarantees for freedom of 
navigation on the Danube and guarantees for protection of the 
rights of: all states. 5) We will encourage the Denube satellite 
states through the Voice of America, propegenda literature and 
diplomatic channels to regret the Belgrade conf-rence results, 

to see evidence of Soviet imperialism and to find the US sincere 
in an unselfish effort to promote their eccouomic well being. 

Our propeganda line will emphasize the sovereignty issue. 6) 

We will encourage General Clay (on behalf of the western zones 

of Germeny) and Austria to offer reciprocal bilateral shipping 

and trade arrangements to Sovict satellites, but will specifically 
instruct them not to deal with the Commission envisaged or other- 
wise recognize the convention. 





We will inform the Italians, Belgians and Greeks of action 
contemplated by the US and will reaffirm our support of thcir 
rights on the Danube, We will also inform ECA of our policy 

toward the Danube and request their cooperation in following 
> through any ECA operating measures relating to east-west trede 
which might assist this program. 


The details of timing and technique for implementing 
this policy are still under study within the Department. 
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:- Since the initial 
_ meeting in April 
1947, negotiations 
have been carried on, at paerrn intervals, with the 
Soviets in order to obtain a satisfactory lend-lease 
settlement for the $10,800 millio.: wartime lend-lease 
account. The Soviets have returned seyen lend-lease 
tankers and.one dry.cargo-vessel as requested by us, 
have agreed to US prices to be paid for 36 war-built lend- 
lease merchant vessels, and have agreed to negotiate an 
overall settlement for civilien-type articles on a lump- 
sum basis,’ putting aside the question of principles which 
should serve as a basis for determining the overall amount. 








Except for the above, little progress has been made 
toward agreement on the main feetures of a settlement. 
The Soviets have so far evaded repeated US requests for 
the return of three icebreakers and 28 US Navy frigetes; 
have offered an unacceptably low price for the 49 prewar 
built merchant vessels; and heve railed to compensate 
US firms for their patented processes acquired under lend- 
lease. In addition, the USSR has offered only $170 million 
for the civilian articles which remained in Soviet custody 
at the end of the war, material which amounted to $2,600 
St Laten, based on the cost to the US less depreciation. 


In a note of September 3, 1948, the US rejected the 
Soviet offer of $170 million and proposed that the sum 
of $1,300 million be agreed upon as the fixed overall 
sum to be paid by the Soviets to obtain full title to all 
civilian-type lend-lease articles which remained et the 
end of the war. The above excludes-merchant vessels 
which have been-offered by us at terms and prices in keep- 
ing with Maritime Commission practices. We proposed that 
the lump-sum settlement should be paid in 30 equal annual 
installments beginning July 1, 1951, including interest 
at the rate of two percent accruing from July 1, 1946. 
Our note elso reiterated the request for the immediate 
return of the three icebreakers, 26 frigates and the 186 - 
other naval vessels. . 


As yet no reply has been received. 


ee ef 


sovieis mood Bee IN According to Eric Johnston, 
BUY S MOT CTURES president of the Motion Picture 
eaneia tien (MPA), the Soviets 
have stateu they are ready to accept the MPA offer to 
sell 20 films for $1 million. -As a result of meetings 


between Johnston and officials of the Soviet Ministry 
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of Cinematography, the Soviets agreed to the conditions 
advanced by Mr. Johnston -- that a list of 50 films avail- 
able for sale will be drawn up solely in the discretion of 
the MPA, that the 50 films will be exhibited for selection 
purposes wherever the Soviets desire but only in the pres- 
ence of an authorized representative of the Association, 
and that the Soviets will make no additions to any of the 
20 films purchased. Cuts, however, will be allowed. Mr. 
Johnston informed Embassy Moscow that no gangster, murder, 
or other films which could be used to portray the US in an 
unfavorable light would be included on the selected list. 
It was made clear to the Soviets that the MPA could not 
undertake to link Soviet purchase of US films with the 
sale of Soviet films to tne US. 


While no wore has as yet been received from Embassy 
Belgrade, there have been press reports to the effect that 
Yugoslavia will also purchase US films as a resuit of 
negotiations between Johnston and Tito. According to these 
reports, Yugoslavia has agreed to buy 20 to 25 films during 
the next year for dollars to be paid in a New York bank. 


* * x 


LOW COUNTRIES POFTS Following prolonged negotiations, JEIA 
AGREEMENT REACHED has concluded an agreement with the 
Dutch and Belgians relative to the use 
of Low Country ports for inbound traffic to Germany and 
reciprocal use of the Rhine. The agreement is experimental 
in nature and will be reviewed at the end of three months. 
It provides for non-discriminstory routing of traffic by 
the bizonal agencies based solely on foreign economic advantages 
without regard to the exchange factor. Dutch and Belgian 
vessels will be permitted to carry international traffic in 
German territory on the Rhine and connecting waterways and, 
similarly, German vessels will be permitted to engage in 
international traffic between the bizonal area and the Low 
Countries and to use canals and ports. The thorny problem 
of division of traffic, which has been the main stumbling 
block in negotiations, is to be handled by a Dutch-Belgian 
Rhine Central Booking Office - working in close collaboration 
with JEIA representatives - which will apportion international 
Rhine traffic, including German. Bizonal authorities have 
reserved the right to negotiate special cases when desired 
and with adequate justification may make other arrangements 
to handle shipments. | 








General 
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General Clay always favored non-discriminatory use of . 
ports but lacked sufficient funds, which have now been made 
available through ECA. These ports would have to be used . 
in any event since the North German ports can no longer 
handle the full flow of incoming German traffic. 


Settlement of this issue has hung fire for over a year 
with argument centering principally on bizonal refusal to 
subsidize Antwerp, either directly or indirectly, through 
rate adjustments or diversion of traffic. Although it is | 
not clear how the Rhine Control Board will effect the desired 
division of incoming traffic, either with respect to the 
mechanics of routing ocean vessels or within the framework 
of JEIA insistance upon following the cheapest rates, the 
draft agreement represents a real compromise on the part of 
both parties. | 


SECRET 
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us AND UK SIGN Negotiations with the UK on the disposition 
SCRAP AGREEMENT of German scrap, which were referred to 
Washington from Berlin and London about 
August 15, were concluded last week with the signing of an 
agreement which makes initial allocations of German scrap 
to the US, UK and other countries, settles issucs of price 
and booty scrap, and proposes the esteblishment of an ad hoc 
committee consisting of OEEC countries and the US to recommend 
allocations of iron and steel scrup available for export from 
ERP countries, including the bizonal area of Germany. The 
agreement provides for the immediate allocation from the 
bizonal area of 500,000 tons of scrap each .to the US and to 
the UK and 225,000 tons for distribution to other deficit 
countries at uniform prices to be established by the US-UK 
Military Governors. It is hoped that scrap exports from the 
bizonal area will total two million tons or more in the next 
l2 months. As a result of currency reform anc the signing 
of this agreement, it is expected that Germany will now make 
& substantiai contribution toward relieving the serious scrap 
shortage in this country eas well as in Europe. . 





Agreement Provisions It is proposed that the ad hoc 
committee, which is to work in close cooperation with the 
OEEC Council, will make reccmmendations to the governments 
of the countries participating in ERP on the distribution 


of 
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of scrap exports from those countries. Final decisions with 
respect to exports will be made, however, by the governments 
of the exporting countries. ‘In the bizonal area decisions 
will be made by the US and UK Military Governors. In case 

of dispute, the export of German scrap, like all other export 
questions, is to be resoived in accordance with arrangements 
set forth in the US-UK Bizonal Fusion Agreement. The Fusion 
Agreement provides that, as a consequence of the majority 
contribution of the US toward the cost of bizonal imports, 
the US has decisive authority in foreign trade. This authority 
is made effective by voting strength proportionate to the 
financial contribution of each government toward the German 
economy. UK approval of the scrap agreement was delayed 
because of concern of some British officials over this pro- 
cedure for resolving possible future US-UK differences. 


If no recommendation on allocations is made by the ad 
hoc committee before October 31, 1948, further interim 
authorizations are to be made on that date and on the last 
day of each month thereafter in the ratio of 2-ce-1 for the 
US, the UK, and other countries, respectively, until the 
regular ailocation procedure is in operation. 


There are to be no further exports of booty scrap ° 
except for the 75,000 tons already authorized for the UK. 
The price of scrap with appropriate differentials for loading 
points, quality of scrap, etc. are to be uniform for all 
foreign buyers and are to be set from time tc time by the 


Military Governors. 


ECE Takes No Action on Scrap Allocation At the recent 
ECE Steel Committee meeting no action was taken with respect 
to the allocation of steel scrap, thus clearing the way for 
the establisnment of the ad hoc committee to make recommcnda- 
tions to scrap-exporting ERP countries on disposition of 
their scrap. The US proposal for allocation by the ad hoc 
committee, which was suppdérted only by the British is reportcd 
to have caused considerable ill will. The Dutch, Belgians 
and French, who believe allocation by the ad hoc committee 
will seriously damage ECE, have indicated that when this 
suggestion is put before OEEC they may offer a counter- 
proposal that would reserve some scrap for ECE allocation 
among European claimants. 





CONFIDENTIAL 


* * * 
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INTERNATIONAL BANK FOR RECONSTRUCTION In the introduction 
AND DEVELOPMENT PRESENTS THIRD REPORT to the Third Annual 
Report which was pre- 
sented to the Board of Governors' meeting in Washington 
this past week, the International Bank for Reconstruction 
and Development points to its modest but solid past achieve- 
ments and states that its full potentialities cannot be 
realized until world economic conditions are stabilized. 
The financial sections of the report cover the fiscal year 
ending June 30, 1948, while other sections deal with the 
accomplishments of the Bank through August 31, 1948. 














Financial Report In summarizing its accomplishments, 
the report states that in addition to loans already made; 
projects under consideration; new types of financing opera- 
tions; and first credits for development purposes; this 
year also witnessed the Bank's first loans to private enter- 
prise and the first use of its guarantee powers. Total 
loans thus far by the Bank amount to $525 million--$80 million 
of which were granted in the past 12 months--and have been 
made to the following countries: France, $250 million; the 
Netherlands, $195 million; Denmark, $40 million; Luxembourg, 
$12 million; two development lnans to ChiJe of $16 million; 
and loans to four Dutch shipping companies of $12 million. 





The report points to encouraging developments in con- 
nection with the creation of a broader market for its bonds. 
Its first non-dollar bond issue of 17 million Swiss francs, 
2 1/2% serial bonds--equivalent to $4 million--was purchased 
in entirety by the Bank for International Settlements. Also 
encouraging is the financial statement of the Bank for the 
fiscal year ending June 30, 1948 which shows an excess of 
$4 million over expenses, more than sufficient to eliminate 
a deficit of some $1 million which existed on June 30, 1947. 


European Recovery Program In a discussion of the role 


of the European Recovery Program, the Bank was somewhat more 
qualified in its appraisal of accomplishment than was the 
Fund report. (See page 11, September 27, 1948 issue of 
Current Economic Developments). The report claims "the 
extent of the progress to date, while noteworthy, provides 
no grounds for complacency" and the test of tne Recovery 
Program is "whether the European countries participating in 
the program, during the period while ERP funds are available 
to help support their consumption standards, will be able 
to use the opportunity thus afforded to expand, modernize 
and reorganize their productive mechanisms and to effect 
the necessary changes in the pattern of their trade". 
Tracing the developments that led to the implementation of 
ERP, the report states that the Bank could only stand by 


during 
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during this period until the shape of the progrem was formu- 
lated, since most of the countries were reluctant to borrow 
from the Bank until they kmew the burden of their debts to 
the US. The report stresses the need for ERP to accomplish 
not only its stated goal of reducing the balance of payments 
deficits of the participating countries, but also, and of 
more lasting significance, to bring about a fundamental 
readjustment in the structure of the European economy. 
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The low level of German production is given its share 
of responsibility for the general retardation of recovery 
in Europe. The principal factors in the German picture, 
according to the report, are listed as chaotic monetary 
conditions, lack of working capital, absence of effective 
political mechanisms, the almost complete. disruption of trade 
connections, the inevitably dampening effects of military 
occupation and the overall political uncertainty. 


Pointing out that before the war, western Europe normally 
‘ depended on its trade ith the Far East to provide it with 
dollars to finance its import surplus from the western hemi- 
sphere, the report lists the shift in world trade patterns 

as another factor affecting Eurcpe today. The long-run need, 
as seen by the Bank, is clearly for Evrope both to increase 
its exports to the dollar area and to decrease its imports 
from the dollar area, 


The Bark envisages its role in the ERP period as being 
one in which iv would supplement ERP aid through substantial 
credits which would involve permanent additions to Europe's 
productive capacity. The Benk sees a clear inter-dependence 
between European recovery and economic progress throughout 
the rest of the world, and points to its activities during 
the past year in areas other than Europe. Although results 
to date have been Jess than originally expected, the Bank 
attributes this to the length of time required to plan 
programs in undeveloped countries. To this end, the Bank 
refers to its willingness to help its members analyze their 
development problems, to work with them in mapping out the 
broad lines along which their plans may proceed, and whenever 
possible, to select for initial finencing those projects 
which seem most likely to contribute to such advance. While 
the Bank is not interested in promoting any particular pattern 
of development, certain broad general principles guide its 
action. These include climinating production bottlenecks; 
encouraging projects which are likcly to contribute to a 
better balance in world trade; dealing with the most useful 
and urgent projects first; and confining its aid to projects 
for which financing through private or other channels is 
not available on reasonable terms. 


In 
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In general, the report btates that the Bank may be 
able to aid the flow of private capital by encouraging the 
development of principles and practices fair to capital- 
exporting and capital-importing countries alike. The Bank's 
effectiveness, according to the report, will be measured 

more by its ability to promote a realistic constructive 
approach to development problems on the part of its members 

and in fostering a greater degree of confidence among inves- 
tors, than by the number or amounts of its loans and guarantees. 


In presenting the report to the Third Annual Meeting 
of the Board of Governors, Bank President McCloy urged the 
Governors to make use of a hitherto untapped source of funds. 
He referred to the so-called 18% fund amounting to about 
$150 million in the form of local currencies, representing 
18% of each member nations agreed contribution to the Bank. 
Only one non-dollar loan from this fund has thus far been 
made: about $2 million worth of Belgian francs to help 
modernize Luxembourg's steel and transport industries. 


UNCLASSIFIED 
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BANK AND FUND GOVERNORS The five-day joint meeting of the 
CONCLUDE FIVE DAY MERTING Boerds of Governors of the Inter- 

national Monetary Fund and the 
International Bank for Reconstruction anc Development was. 
concluded October 1. The twin international orgenizations 
agreed to hold their next annual meeting in Washington; 
admitted Siam to membership in both institutions; and deferred 
action on the applications of Pakistan and Liberia pending 
receipt of further information from these countries. 





Aside from discussion of agenda items, (see page 8, 
September 13, 1948 issue of Current Economic Developments) 
a number of informal conversations were held between the 
member countries and Fund officials on ea varicty of topics 
relating to foreign exchange and balance of payments problems. 
Among the subjects scheduled for informal discussion were 
an exchange program for Chile, the French exchange rate, 4 
China mission, use of resources in the Netherlends, and the 
gold subsidy program in the Union of South Africa. 


Both organizations voted for nine executive directors, 
each to serve a two-year term beginning November 1, 1948. 
Pierre Mendes-France of France was elected to succeed 
China as Chairman of the Boards of Governors. Executive 


directors 
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directors for the Fund will come from Belgium, Egypt, Italy, 
Canada, Czechoslovakia, Australia, the Netherlands, Brazil 
and Venezuela. Directors for the Bank represent Poland, 
Peru, Belgium, the Netherlands, Italy, Canada, Australia, 
Turkey and Colombia. These are in addition to the Executive 
Directors of the US, UK, France, China and India, since these 
countries are entitled to appoint Executive Directors to the 
Boards of both institutions, being the five countries with 
the largest number of shares in the Bank's capital: stock 

and the largest quotas in the Fund. Finland and Yugoslavia 
joined with Czechoslovakia and Poland to choose a Czech on 
the Fund and a Pole on the Bank. Venezuela replaced Mexico 
in the only shift in any nation's membership on the Board 

of the Fund. 


East-West Differences During the meeting at which 
President McCloy presented the Bank's report to the Board 
of Governors, the governors representing Poland, Yugoslavia 
and Czechoslovakia criticizec what they considered undue 
emphasis by the report cn the Eurone2n Recovery Program, 
and the lack of loans to eastern European countries. They 
voiced the opinion that the Bank was not following its 
charter injunction against "political motivations". Comment- 
ing upon the critical remarks of the eastern European governors, 
alternate governor of the US, William Clayton, pointed out 
that the present world-wide economic and political conditions 
have restricted the Bank to a small number of loans. He 
went on to say thet even with more funds and an improvement 
in world conditions, the Bank would find it cifficult to 
extend loans "to countries which isolate themselves from 
the general world recovery effort end which orient their 
economic relationships to regional areas", However, McCloy 
announced that the Benk was considering an $8 million loan 
to several eastern Europeen countries for timber-cutting 
material to increase production and aid the supply of much 
needed timber to western Europe. 
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WORLD HIGH FREQUENCY BROADCASTING The Telecommunications 
CONFERENCE TO CONVENE IN MEXICO Coordinating Committee 

has approved instructions 
for the US delegation to the World High Frequency Broadcasting 
Conference to be convened in Mexico City on October 22. 
This conference is teing convened pursuant to decisions 








teken 


DECLASSIFIED FOR PUBLICATION IN FOREIGN 
RELATIONS OF THE UNITED STATES 

















SECRET BEST COPY AVAILABLE 


« © oe 


taken at the broadcasting conference held in Atlantic City 
last summer. (See page 8, October 6, 1947 issue of Current 
Economic Developments). Provision was also made in Atlantic 
City for two meetings of a Five Country Planning Committee, 
consisting of representatives of the US, UK, USSR, India end 
Mexico, to prepare a high frequency broadcasting assignment 
plan and make recommendations for consideration of this 
conference regarding the appropriate organization to administer 
the plan and the date it should gc into effect. The second 
meeting of this committee is now underway in Mexico City. 


US Position The vital importance to this government's 
foreign policy in the field of high frequency broadcasting 
carries with it the obligation that our delegation assume 
a leading role in the proceecings of the conference. From 
the standpoint of US interests, the most important task 
confronting the conference will be that of agreeing upon a 
frequency assignment plan for the high frequency broadcasting 
stations of the worlc and the formulation of an appropriate 
organization to edminiscer the plan. It is the basic policy 
of the US to insist upo: planned use of the radio spectrum, 
consonant with the agreements resched at the Atlantic City 
Telecommunication Conferences 2nd subsequent meetings con- 
cernec with the orderly use of frequencies. However, we 
will not agree to any plan which results in 2 reduction in 
the present international high frecueney broadcesting service 
of the US. Our delegation will recommend a general reduction 
of high frequency broadcasting requirements of principal 
broadcasters in an effort to accomodate all of the countries 
capable of carrying out the servicc, provided the US receives 
under the plan an internetional broaccasting rervice comparable 
ts that of any other country. Witn respect to frequencies 
elloceted to high frequency broadcasting our delegation will 
propose 2 plan embrecing severe] seasons of the sunspot 
cj} cle--often referrec to 2s the multiple-plen approach. 


Our delegation will vigsrously oppose any priority 
schemes advanced by other countries. It is anticipzted 
that the Soviet and Indian governments will support the 
principle cf priorities of cetegozies of broadcasting 
services as a basis of frequency assignment. 


In the matter of organization to administer the frequency 
assignment plen the US will propose thet the Vice Director 
of the Consultative Committee on International Radio (CCIR) 
be charges. with this responsibility. We would be willing, 
however, if 2 majority of the natiors represented insist, 
to discuss the establishment of 2 broadcasting organization 


outside 
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outside the International Telecommunications Union (ITU) 
although any proposal of this nature would require reconsidera- 
tion by the Department. The important thing is that the 
frequency assignment plan be properly and adequately adminis- 
tered. We will, of course, firmly resist the obstructionist 
tactics which the Soviets usually interject into the tele- 
communication conferences. 


Agenda The agenda for the Mexico City conference, 
adopted at the Atlantic City meetings, follows: 1) considera- 
tion of a draft assignment plan prepered in accordance with 
Atlantic City Conference decisions; 2) consideration of the 
question of priorities with due regard to any needs for 
adjustment brought to lignt by the work of the Planning 
Committee; 3) re-examination of gereral anc technical 
principles and data in the light of any new developments 
since the Atlantic City Conference, with a view to establish- 
ing the basis of a final frequency assignment plan; 4) pre- 
paration of the final pian for the assignment of frequencies 
to specific high frequc::ty broaécesting stations; 5) con- 
sideration of methods tc be acopted and steps to be taken 
to implement this plcn; 6) consideration of future lines of 
Gevelopment of high frequency broadcesting services and tech- 
nical methods of progrem exchange, in the light of latest 
technicel advances; and 7) consideration of documents left 
pending or receiving incomplete consideration at the Atlantic 
City conference. 
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US AND UK REPRESENTATIVES DISCUSS UK representatives 
ANGLO-AMERICAN FINANCT£L AGKEEMENT . attending the Bank and 
Fund meetings in Washing- 
ten met with US officials during the last four days of Septem- 
ber to discuss provisions of the Anglo-American Financial 
Agreement. (See page 2,September 20, 1948 issue of Current 
Economic Developments). The discussions were exploratory in 
nature and consisted largely of a review of the record of 
UK action on matters pertaining to the Agreement since the 
suspension of convertibility in August 1947. No action was 
taken except the recommendation of continued talks through 
normal channels, 














Among matters discussed were the sterling area exchange 
arrangements, Section 7 of the Agreement, regarding the free 
use by the sterling area of its current dollar and sterling. 
receipts. The British reported on the status of financial 
arrangements with the sterling area countries. Discussions 
also covered Section 8 on other exchange control arrangements 
and Section 10, dealing with the disposition of accumulated 
sterling balances. Ina separate meeting, Section 9, the non- 
discrimination provision on import arrangements, was reviewsd. 


In accordance with NAC advice, the. US representatives 
expressed their desire that the UK extend heyond 1951 the 
present expiration date of tne existing obligetion of the 
British to convert current earnings of Americans living out- 
side the UK. 


ok * * 


ECE COMMITTEE ADOPTS RESOLUTIO! 


ON TRADE DEVELOPMENTS COMMITTE 


oD ) 


The ECE ad hoc committee 

on industrial development 
and trade adjourned last 
week after adopting, with no diss-nting votes, a resolution 
recommending the establishment of sn ECE committee on 
development of trade. (See pege 1, September 27, 1948 issue 
of Current Economic Developments). The cestern bloc abstained 
from voting on tne joint resolution, proposed by the Nether- 
lands, Belgium, France and Sweden, which recommended the 
setting up of a trade committee to study, consult on, and 
suomit recommendations on measures that will result in an 
expansion of trade between Europesn countries and also betreen 
those countries and countries outside Europe. Its functions 
also include drawing attention of appropriate ECE committees 
to problems of increasing agricultural and industriel pro- 
duction important to intra-European trade end collaborating 
with these committees in expanding production and trade. 














Although 


DECLASSIFIED FOR PUBLICATION IN FOREIGN 
RELATIONS OF THE UNITED STATES 

















ain 


SECRET BEST COPY AVAILABLE 


as 


Aithough the eastern countries all supported Soviet proposals 
for the establishment of a committee or committees with func- 
tions relating to industrial development as well as trade, 
the Czechs, Poles and to a somewhat lesser extent the Yugo- 
Slavs have indicated that they consider the establishment 

of a trade committee a long step forward and that they would 
expect to participate in its work. 7 


Our delegation reports that the industrial development 
issue was of primary importance to the USSR and its satellites 
who were obviously trying to secure a UN forum to approve 
overall development programs and to lend moral support to 
Claims for credits and capital goods from international bodies 
and from the US and UK. As in other ECE meetings, the Soviets 
attacked ERP and proposed that the ad hoc committee "pronounce 
itself against prohibitions and limitations imposed on trade 
to western European countries by the Marshall Plan, which 
is opstructing the development of economic cooperation between 
European countries". This resolution was defeated ten to six. 
£ithnough many of the OEEC countries, who apparently came to 
the meeting without clear instructions, were at first inclined 
to consider favorably a combined trade and development committee, 
during the last few days of the meeting they consistently 
supported the US position that existing committees could 
adequately perform functions in the field of industrial 
development. 


The Executive Secretary of ECE is to prepsre a report 
on the work of the ac hoc committee for submission to the 
governments concerned, “at which time he will probably poll 
the governments on the neec for a special session of ECE to 
consicer the recommendations. Our delegation questions the 
need for a special session in view of the general accepta- 
bility of results as evidenced by the majority affirmative 
vote and minority abstention. Myrdal, hovever, feels the 
ebsence of a unanimous favorable vote on the trade committee 
resolution may necessitate a special session. 


x x * 
CHINESE PAY INSTALLMENT “The Chin-se heve peid the US 
ON_LEND-LEASE AGREEWENT Treasury $2,824,930.75, represcnt- 











ing the second annual installment 
of trinedpal and interest on the Lend--Lease Pipeline Agree- 
ment. This Agreement, concluded in June 1946, covers material 
on order by the Chinese at the end of the war and was caleu- 
lated as.of July 1, 1948 to amount to $48,107,826.17-° ° 


* * * 
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INTERGO NTAL TIN AGR aa “The sateruasions2 Study 
TO CO SIDERED BY STUDY GROUP Group, which convenes Octo- 
- ber 25:at the Hague, is to 
consider, among other things, the general framework of an | 
intergovernmental tin agreement. Emphasizing that world 
demand, exclusive of stockpile demand, would likely be less 
than the supplies of tin being produced by 1950 if rehabili- 
tation of the major producing areas progressed as expected, 
several tin producing countries indicated an interest in an 
international agreement. (See page 4, April 26, 1948 issye 
of Current Economic Developments). A working party, set up 
at the last study group meeting to consider the appropriate- 
-ness and féasibility of an intergovernmental agreement, | 
concluded that an agreement would be approjriate at this 
time and recommended the general framework of such an ‘agreement 
for further study by the International Tin Study Group. The 
Study Group wiil review the report: of the working party, — 
including its recommendations that considerétion be given | 
to the following principal features of an agreement: inter- 
national allocation of tin metal throughout the period of 
serious shortage; maximum and minimum prices for tin metal 
in international trade; action by producing countries to 
remove restrictions on production -and encourage expansion © , 
of production; purchase commitments by importing countries 
and the removal of limitation upon usage when suppiies are 
edequate to satisfy unrestricted demand. 


US Stockpile Needs At present, US interest in tin is . 
centered on meeting its stockpiie needs. Very little prog- 
ress has been made in stcckpiling to dete. Iniustrial demand 
for tin is strong and most of the present iniustrjal usage. 

is very important. Only by adding to strategic stocks, a ' 
tonnage wiich is more than Couble the totai annuai rate of 
primary tin available to this ccuntry, can the US accomplish 
its stockpile obdjeetive within .a period of aprroyimately three 
years. Substantial progress in stockpiling tin is dependent 
upon an expansion of foreign production of tin-in-ore, with 

a large share of the increased production coming to the US in 
the’ form of concentrates.or metal, to:be placed in strategic _ 
stocks rether then added to present industrial usage. The. 
expansion of tin mining output on a scale sufficient to assure 
meeting our stockpile objectives within the next three or four 
years will involve the. attainment of a level of production 
which wouid be considerably in excess of the level of commercial 
demand which could te expected to continue beyond the anticipated 
etre tetien period. 








' US Position The Executive Committee’ on: Economic Foreign 
Policy (ECEFP) has recommended ti.at the US deleg:tion to the 
Study Group meeting be guided by the interest.of the US in. 
anerenesng its imports of tin CORSETS and tin metal end 


thet 
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that it should emphasize that ex;ansion of cotiiinsttet of 
tin-in-ore is the most urgent need in the existing situation. 
It should be prepared to discuss the broad purposes and 
general policies.of the'US stockpiling program, without 
disclosing our stockpile position or objective. The US 
recognizes the possibility of a surplus in two or three 
years but feels that any measures considered for the purpose 
of alleviating the possibilities of a future surplus should 
not jeopardize programs of expansion which are urgently re- 
quired at this time. The ECEFP has also suggested that the 
US delegation support if appropriate a resolution that member 
governments take steps to overcome problems with respect to 
labor and equipment which tend to retard expansion of pro- 
duction or to hold down productivity. The delegation. while 
being instructed to indicate willingness, without pressing 
for an agreement, to participate actively in discussion of 
possible provisions in an agreement, is neither to make nor 
to imply any commitment by the US with respect to an agree- 
ment or any particular provisions of e possible agreement. 
The US feels that the proposals of the Working Party concern- 
ing the broad outlines of a possible agreement need much © 
more detailed development to provide a basis for definitive 
consideration. | 


* * * 


US TO GiVE FURTHER STUDY TO The unfavorable UK response 
SATELLITE J SATELLITE AVIATION POLICY to our satellite aviation policy 
has posed a serious problem of 
implementation which is presently under study by the Depart- 
ment and other appropriate agencies. (See page 1, October 4, 
1948 issue of Current Economic evaieumental When this 
policy was formulated, it was recognized that UK support. 
would te vital to its’ success. Accordingly, divulgence: of 
its substance to other countries as weli cs requests for their 
cooperation in its implementation have been held off pending 
the UK reply. Until a compléte evaluation of the present cir- 
cumstances can be made, our missions have been Requested ( to 
maintain discreet silence on‘this subject. | 





During this interim our missions have been asked to refer 
promptly to the Department any questions resulting from approache: 
or requests by air carriers or governments within the Soviet 
orbit (except Finland) regarding exchange of air rights or flight: 
involving US occupation zones. It is also important that the 
Department be kept fully informed regarding actual and projected 
air operations by all satellite air carriers, particularly the - 
Czech airline CSA, as well as the amount and nature of traffic 
carried, together with all ascertainable information regarding 
actual or indicated purpose of such operations. 


* * * 
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DEPARTMENT STUDIES WARTIME One o2 the difficult problems 
PATENT LIC"SNSES TO. SOVIETS facing the Department in the 

: fae negotiation of a Lend-Lease 
settlement with the Soviets concerns the protection of the 
patents of US nationals which were licensed to the USSR during 
the war, The US government agreed to compensate certain patent 
holders for the first 18 months' use of the process by the USSR. 
While it was thought that this use would be made during the 
war, because of various delays actual use was not begun until 
after the termination of the war. Thus two issues have arisen: 
1) compensation by the-Soviets to the US government for a post- 
war lend-lease benefit; and 2) compensation by the Soviets 
either through the US government or directly to the patent 
holders for continued use of patents after the expiration 
of the-18 months' period. 





Under Article IV of the Master Lend-Lease Agreement, the 
Soviet -government is committed to protect US nationals holding 
patents. upon articles made available to the USSR under Lend- 
Lease by teking any necessary action or making any necessary 
payments when so requestec by the President of the US. When 
arrangemcnts were made during the war to extend US know-how 
to the USSR, the licenses were granted for periods of 13 months 
and the Soviets were requested not to use them after the end 
of the emergency. At the Department's request, the President 
on July 7, 1948 declared that the cmergency relative to the 
Master Lend-Lease Agreements was at an end. In accordance 
with the licensing contracts, the patents of several US firms, 
however, are available to the Soviets until about March 1, 1950. 


In the Lend~Lesse settlement negotiations, the Soviets 
cnose to meet these obligations by dealing directly with US 
patent holders, and on June 25 of this year informed us that 
the Sovict Purchasing Commission had been authorized to conclude 
the necessery agreements. Negotiations between three US patent 
holders and the Purchasing Commission have so far feiled, 
chiefly because the Soviets have insisted upon: 1) receiving 
new technological developments; 2) making compensation agree- 
ments effective only upon conclusion of en over-all government 
Lend-Lease settlement; and 3) in two instances insisting upon 
rates ot compensation. less than those charged ali other users 
on a most-favored basis. Other patent holders have thus far 
not undertaken negotiations with the Soviets because they feel 
that their bargaining position is weak. They have stated, 
however, that they would be willing to negotiate if the US will 
take a firm position with the Soviets regarding appropriate 
rates of compensation and the necessity for prompt compensation 
regerdless of the outcome of the over-all Lend-Lease settlement. 
Most of the US patent holders are opposed to supplying new 
technological information to the Soviets. The Department is 
hen idm what further action in tnis problem my be 

esirable. 


* x * 
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NAC SEVENTH FORMAL REPORT The National Advisory Council (NAC), 

DESCRIBES US AID PROGRAMS established July 1945, has pre- 
pared its seventh formal report 

to Congress which has been sent to the President for trans- 

mittal. In its report for the period Octcber 1, 1947 to 

March 31, 1948, NAC describes its role during that period 

as coordinator for the agencies of the US "to the extent 

that they make or participate in the making of foreign loans 

_or engage in foreign financial exchange or monetary trans- 

~actions", The Council also points to its relationship to 

the US-representatives on the International Monetary Fund 

and the International Bank for Reconstruction and Development. 





Immediate Post-War Period The report describes the 
post war need of many European and Asiatic countries for 
outside economic assistance not only because of chaotic 
internal economic conditions but also as a result of the 
disruption in the normal channels of trade. The finencing 
of current requirements became increasingly difficult in 
view of insistence by those countries in a position to supply 
needed commodities upon payment in dollars or other hard 
currencies. At the same time, the current account ceficit 
of foreign countries with tne US increasec enormously. 
During the period from July 1, 1945 to December 31, 1947 
. foreign countries received $41.6 billion in goods and service 
from the US. These were paid for by exports to the US amount- 
ing to $19.2 billion and by the use of $5.3 billion of gold 
and Collar reserves paid to the US. US foreign aid programs 
provided for $14.6 billion anc $2.5 billion consisted of 
changes in privete American investments abroad, foreign 
investments in the US, and private gifts and other unilateral 
transfers. As a result of the use of gold anc dollar reserves 
to pey internetional payments deficits, most countries of 
the world had, in. 1948, inadequate resources in gold and 
foreign exchange. 





To meet the problems of postwar reconstruction through- 
out the world, the following US agencies offered financial 
assistance, in various forms, to foreign countries: Treasury, 
Export-Import Bank, Office of Foreign Liquidation Commissioner, 
Maritime Commission, War Assets Administration, Reconstruction 
Finance Corporation, Commodity Credit Corporation, the US 
Commercial Compeny and various branches of the military 
establishment, Loans were made chiefly by the Eximbenk and 
the Treasury, although the RFC did make « loan to tne 
Philippines as a result of a special act of Congress. The 
Commodity Credit Corporation end the US Commercial Compaay 
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supplied raw cotton and other materials on credit to. 
Germany and Japan. Other agencies entered into various 
¢redit arrangements in connection with tneir disposal of 
surplus domestic property. 


A net total of $18.2 billion of US assistance was made 
available during the period from July 1, 1945 through 
December 31, 1947. In the first phase, US postwar aid was 
furnished largely through the extension of grants, including 
UNRRA and military-civilian supplies for disease and unrest 
programs. In the second phase, from July 1, 1946 to March 31, 
-1945, the bulk of the assistance was in the form of loans 
and property credits, including utilization of the December 
1945:loan to the UX, Eximbank loans, and property credits 
extended by the OFLC. The Foreign assistance Act, approved 
April 3, 1948, authorized appropriazions of %4.3 billion 
and loan transactions of $1 billion for the European Recovery 
Program for the one-year period following enactment of the 
Act. To provide assistance in the immediate period before 
the passage of the Act and until funds became available under 
ECA, the Congress appropriated $522 million and $55 million 
for interim eid for France, Italy, Austria and China. 


Period Covered by Report During the period covered by 
the report, the NAC approved consideration of and the Exim- 
bank authorized a total of $372,5 million in new credits, 
including $300 million for Canada and $50 million for 
Belgium. The Council approved a proposal to increase the 
lending authority of the Eximbank by $500 million. This 
increase was proposed primarily to meet the pressing need 
of Latin America for financial assistance in order to develop 
economically, which assistance could not be met completely 
by private capital and the Intern-tional Bank. (Congress 
adjourned without taking any action on this proposal.) 


The War Assets Administration, during the period 
under review, entered into credit agreements with Austria, 
the Netherlands, Norway and Haiti ‘or lines of credit of 
$10 million, $25 million, $12 million and $295,000 respectively. 
The Couficil also approved WANA consideration of credit reauests 
from Italy, Iran and Pakistan, but the negotiation of firm 
contracts with these countries had not been completed as of 
March 31, 1948. 


Early in 1948, the Council considered a proposal for 
the authorization by Congress of an economic assistence 
program for China. It was the Council's opinion that, while 
the program would not necessarily prevent a further detcriora- 
tion in the Chinese economic situ-tion, it would help to 
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stave off economic disaster and give China the opportunity, 
under favoredle circumstences, to undertake the needed 
measures of self-help. Accordingly, the Foreign Assistance 
&ct of 1948 also contsined authorizations for assistance to 
China to a maximum amount of $463 million. 


In considering German financial questions, the Council 
approved proposals for relieving the UK of the burden of 
dollar expenditures for civilian supplies for the bizonal 
area of Germany. The Council also approved consideration 
by the Office of Foreign Liauidation Commissioner of financial 
terms in connection with a2 proposed transfer to Germeny, by 
means of bulk sale, of all US &rry surplus property located in 
Germany except for certain prohibited items. 


European Recovery Program The report reviews the recom- 
mendations of the Council on the financisl and monetary 
problems raised by the Recovery Program. The Council recom- 
mended that aid to Europe should be extended as a combination 
of loens and grants-in-aid, and tnhrt the US should guarantee 
as part of the aid program the convertibility into collars 
of local currency earned by private investments abroad or 
aveileble for the repsatristion of the original investment. 

The Council favored en offshore purchases program including, 

in addition to purcheses in the Western Hemisphere of supplics 
for the Recovery Program, the purchese for dollars of certain 
procucts in one perticipating country for delivery to another. 





The report also reviews the Council's testimony before 
Congress on some of the measures which the participating 
countries themselves would be expected to undertake, in- 
cluding such steps toward monetery stabilization as balancing 
budgets, increasing production and steadying prices. It 
indicated that such devices as locel currcney counterpart 
funds and possible stabilization loans from the US efter 
some progress toward internel reform has been made, might 
provide additionel stabilizing factors. It was pointe:d 
out that some adjustment in exchange rates might be expected 
in the course of European recovery. To insure thet the 
necessary revisions wiil be taken, the recipient countries 
will be asked to agree to consult with the Internztional 
Monetary Fund, or with the US government if they are not 
Func members, if, in the opinion of the US thcir exchange 
rates are imposing an unjustifiable burden on their balance 
of payments. 


With respect to the mobilization of foreign private 
doller assets, thc Council reported to Congress in February 
1948 its belief thet the participating countries should be 
assisted in locating the dollar assets of their nationals 


in the 
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in the US so that these assets could be used, at the dis- 
cretion of the countries, to assist in financing European 
requirements. However, the Council took the position that 

the liquidation of these assets should not be 2 condition 
precedent to aid under ERP. In order to assist these countries 
in obtaining control of the collar assets of. their nationals, 
the Council recommended a program whereby controls on blocked 
accounts would be removed. On February 28, 1948 the Treasury 
announcea that freezing controls had been removed on blocked 
accounts up to $5,000 held for persons residing in any country 
except Germany, Japan, Bulgaria and Rumania and that «accounts 
over this amount would be unblocked upon certification by 

the respective governments. Later, tne Treasury announced 
that it would cease to have jurisdiction over blocked. forcigen 
funds, ana that any assets remaining blocked would be under 
the jurisdiction of the Office of Alien Property. 


Other international economic and financial negotiations 
in which the Council participated included: the modification 
of existing agreements with Sweden to permit a delay in pay- 
ments to US nationals for current transactions; amending the 
Foreign Aid Act of 1947 to provide $20 million for the rclief 
of the US-UK zone of Trieste until Trieste became eligible 
for assistance as a participating country under ECA; and the 
draft basic agreement for international economic cooperation 
which was referred to the Ninth International Convention of 
American Statcs, hele at Bogoté, Colombix. 


In describing its role of furnishing advice and assis- 
tance to US representatives of the Fund and Bank, the report 
summarizes some of the actions teen by these organizations. 

It concludes with the expectation that the Bank will continue 

to finance pert of European reconstruction anc that "as economic 
recovery of the war-devasted countries proceecs, accelersted 
through the stimulus of US direct 2id, tne Bank will be 
afforded an opportunity to finance a number of projects, 
particularly those calling for permrnent additions to 

capitel equipment". 


UNCLASSIFIED ° * ° 


WOOL STUDY GRCUP The ‘lool Study Group, which held its second 
REPORTS FINDINGS meeting in London October 4-6, agreed that 

there was no immediate problem in the solu- 
tion of which international governmental action wes at present 
necessary or desirable. 











Reviewing chanvyss which have taken place in the world 
wool situation, the study group noted with satisfaction that 
estimated world stocks of apparel ool on June 30, 1949 will 


be no more 
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be no more than tro-thirds of June 1947 and that about 75% 
of these stocks will be held commercially, compzered to 55% 
in June 1947. 


While the group noted that there will be an estimated 
excess consumption over production in 1948-49 of 27%, it 
was remerked that current excess visible consumption over 
production was partly cue to filling up pipeiines, especially 
in Europe, which might be regarded as practically completed 
now. Several producing countries indicated that their pro- 
duction has declined, but the group was reassured by indice- 
tions from others, Australia in particular, of a probable 
upward trend in production in the future. 


There were representatives at this meetine from Argentina, 
Australia, Belgium, Canada, Cuoda, Czechoslovakia, Dominican 
Republic, Egypt, Eire, Finland, France, Iceland, Indie, 

Italy, Netherlands, New Zeeland, Pakistan, Poland, Svitzerland, 
Turkey, Vnion of South éfricz, United States, United Kingcom 
end Yugoslavia, as well as observers from the Unitea Nations, 
the Food and 4griculture Organization, and the United Kingdom 
Dominion Wool Disposals Limited. 


The group, which first met in April 1947, agreed to 
continue to meet from time to time in the present form in 
order to review the world wool position. 
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This weekly publication is designed to highlight developments in the eco- 
nomic divisions of the Department of State, and to indicate the economic prob- 
lems which are currently receiving attention in the Department. It is suggested 
that copies be retained on file, as reference will sometimes be made to previously 
reported items to avoid repetition. 


Document Security Instructions 


This document should be treated in accordance with current instructions 
regarding security measures for SECRET material. Extreme care should be ex- 
ercised to avoid public or private discussion of the information herein with or in 
the presence or hearing of any person not authorized to have knowledge thereof. 
For general purposes all classified Foreign Service Officers and other responsible 
economic officers are authorized to have knowledge of the contents of this docu- 
ment, responsibility for the safekeeping of which will be assumed by each recipient 
thereof. It may be retained in protected files or, at the discretion of the recipient, 
destroyed by burning. If not personally disposed of by the recipient, he will 
assure himself that it is burned in the manner prescribed for SECRET material. 
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STUDY OF US BALANCE OF The US has just completed a study 
PAYMENTS SENT TO OEEC of possible future economic develop- 
ments in the United States leading 
to an estimate of its balance of payments position for 
1952-53. The work was undertaken at the request of OEEC 

in order to assist that body in developing a long range 
program for the European participating countries which would 
lead to self-sufficiency by the end of the ERP period. 

The request, transmitted by the Chief of the OEEC Secretariat, 
asked specifically for estimates concerning the following 
phases of economic activity in the US: 1) anticipated 

level of imports in the period up to and following 1952; 

2) the volume of US tourist travel; 3) maritime policy; and 
4) capital investments. 











Ad hoc committees, under the direction of the Council 
of Economic Advisers, were established on an interdepart- 
mental basis to work on the several subjects under survey. 
At the outset it was realized that many of the questions 
arising from this OEEC request relate to economic factors 
which will be determined largely by the actions and policies 
of the participating countries. The report undertook, there- 
fore, to provice assumptions relating to the size of the 
total US market and for US-imposed conditions affecting 
foreign access to it on the basis of interwar relations. 
No assumptions were made with regard to imports from the 
participating countries into the US, since external factors 
play such a large part in determining their volume. It was 
made clear that the statements made in this study were in 
no case to be interpreted as forecasts, but should be treated 
merely as reasonable assumptions prepared in response to the 
questions raised by OEEC. 





Our basic assumption is that the policy of the US of 
promoting maximum production, employment and purchasing 
power, expressed in the Employment Act of 1946 and also in 
several international agreements, will be continued. For 
the year ending June 30, 1953 the gross national product is 
estimated at 270 billion dollars expressed in 1947 prices, 
as compared with 232 billion dollars in 1947. This allows 
for total employment, including the armed forces, of 63.2 
million anc unemployment of 2.2 million. It is suggested 
that, if OEEC needs to assume the levels of prices in 1952, 
the Bureau of Labor Statistics indexes of consumer prices 
and wholesale prices for all commodities will be equal to. 
their respective 1947 levels, However, shifts are expected 
to occur in the relative levels of farm and industrial products. 


Imports 
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Imports from Europe No attempt is made to give a 
breakdown of US imports anticipated from Europe during the 
period under consideration. However, we have submitted ari 
estimate of US import demand of $10 billion for 1952-53 
from all foreign sources. This figure is based on a gross 
national product of $270 tillion and is exclusive of commo- 
dity stockpiling with the exception of rubber. The estimated 
imports at various levels of economic activity are made up 
roughly as follows: 


(in billions of dollars) 


Crude materials 2.3 
Crude foodstuffs 1.3 
Manufactured foodstuffs 1.5 
Semi-manufactures 2.4 
Finished manufactures 2.5 


We caution against using this or similarly derived figures 
as forecasts of what US imports may be, since the last 
year taken into account by the correlations of interwar 
data, upon which these figures are based, is fourteen years 
before the period under consideration. Further, there are 
likely to be many unforeseeable influences affecting the 
supply and demand. 


We believe that the Euroveans might try to stimulate 
trade with the US by special sales efforts, pointing out 
in this connection that prices of foreign goods affect the 
volume of imports more than is sometimes asserted. 


With regard to the potential demand in the US for raw 
materials, strategic or otherwise, we heave found that this 
has in the past been largely a function of industrial pro- 
Guction. Although certain synthetic subdstitutes must 
compete with raw material imports, the US is now importing 
petroleum and certain other materials on a much larger scale 
than before the war. In addition, our present stockpiling 
program mey involve imports of from $100 to 300 million. 
Again it is difficult to say how much of the total US require- 
ments for raw materials would be procured from participating 
countries or their oversees dependants, inasmuch as the 
factor of competition with other potential suppliers is 
present. 


US Tourist Travel An estimate of the probeble volume 
of tourist travel by Americans in Europe from 1952-53 on- 
wards was prefaced with similar reservations to those made 
about the estimated level of imports, because of the great 
influence conditions in Europe will have on this activity. 
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It ‘does, however, appear probable. that US tourist travel 
would increase during. the years under exenination owing to 
the improved air travel facilities and certain other new 
developments. Exclusive of. trans-Atlantic fares, it is 
estimated: that US demand. for travel to Europe and the 
Mediterranean. countries in 1952-53 might involve an expendi- 
ture of around $600 million. It is suggested that the parti- 
cipating countries may find it necessary to apes trans-~ 
portation and other facilities. — 


- US travel expenditures in other areas of the world in 
1952-53 may be between $400 and 700 million taking into con-. 
sideration not only the relation of travel to US income 
but the continuation of an upward trend to travel in Canada 
. and certain ather countries. 


US Shipping Policy With respect to questions concern-. 
ing our future shipping policy, our reply states that we 
anticipate the Merchant Marine to be an effective. competitor 
of European shipowners in 1952-53. Statistics for 1938 show 
that 19% of our exports and 37% of our imports were carried 
by American flagships and we feel that the competitive 
position of the Merchant Marine will be even stronger in 
the postwar period. In the passenger lines, US flag vessels 
are likely to obtain no less than 50% of the traffic. We . 
anticipate that the traditionel relationship of US flagship 
rates being comparable with foreign flagship retes will be 
restored by 1952-53. 


Addressing ourselves to that part of the question deal- 
ing with governmental meesures to aid our Merchant Marine, . 
we believe that, even if no additional important measures . 
are enacted, the subsidy system embodied in the shipping 
subsidy act of 1936 will be extended to a greater number of 
vessels. It is estimated that in the post-ERP period the 
number of vessels operated under differential subsidy con- 
tract may be at least 250 vessels of 2,500,000 dead weight 
tons as compared to 170 vessels in 1939. 


It is pointed out that the current dollar surplus of 
the US on shipping account is apt to be misleading and should 
be viewed in the proper perspective. In 1938 the US shipping 
account with the ERP countries showed an estimated dollar 
deficit of $114 million including passenger transportation. 
In 1947 there was an estimeted dollar surplus of 8685 million, 
primarily due to the abnormal trade movement from the US 
under ERP and because of the necessary employment of surplus 
US flag tonnage. In 1952-53 a US dollar deficit of as much 
as $50 million annually is probable. 


US 
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US Capital Investments Abroad Remarks on the expected 
rate of US capital investments abroad in 1952-53 have been 
prefaced with the cautionary statement that in addition to 
the volume of savings generated in the US, the extent of US 
private foreign investment will be influenced by the attraet- 
iveness of foreign investment opportunities. Not only high 
productivity and large gross returns, but also the security 
of investments, the extent to which gross earnings will be 
taxed, the possibility of transferring the income into 
dollars, and other similar considerations, would play an 
active part in encouraging potential US investors. 


Assuming similar conditions to those prevailing in 
1947, it is estimated that the total net outflow of US private 
investment capital in 1952-53 (including the purchase of 
International Bank securities), may be around $800 million. 
Should conditions affecting investment opportunities improve, 
the figure might go as high as $1.5 billion a year. 


With regard to government lending for foreign investment, 
this can only be determined in the light of prevailing circun- 
stances at the time. While it is not possible to make any | 
significant estimate of this volume for future years, the 
study cautions against assuming a sizeable volume of govern- 
ment investment in 1952-53. , 


If the total flow of private investment capital (including 
capital invested through Internetionel Bank securities) is 
around $800 million, it is roughly estimated that about one- 
fourth to one-third might represent investments in Europe, 
with the rest going to other parts of the world. 


A second part of this question on US foreign investment 
concerns the extent to which we believe the participating 
countries can earn dollars in their trade with the rest of 
the world and thus afford to run a deficit on its current 
balance of payments with the US. Because of the influence 
of foreign actions end policies on the whole question under 
study, we are not able to arrive at any conclusive estimates 
at this time. Further consideration of this problem will 
be undertaken and conclusions, if arrived at, wili be trans- 
mitted to OEEC at some future time. 
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USE OF FRE oS INTEREST An exchange of letters providing 
PACES RG GREED UPON for the disposition of the July l 
French interest payment on lend- 
lease and surplus property credits was signed by the US 

and France in Washington on October 15. An agreement under 
the Fulbright Act, which is expected to be signed by the two 
countries in Paris within a short time, creates the organiza- 
tion which wiil utilize a portion of this payment. 











The French payment of July 1, 1948, amounting in franes 
to the equivalent of $13 million, was held in a Treasurer's 
account in the Bank of France, pending the establishment of 
an organization to carry out a Fulbright Program and a US 
decision regarding the: portion of the payment: which would be 
used for this purpose. The present settlement provides: that, 

of the $13 million held in a Treasurer's account, $5 million 
representing part of the interest on surplus property credits 
alone, will be transferred to another account of the US | 
Treasurer and used in connection with the Fulbright program. 
It also states that:an effort will be made by the US to use 
as mvch as possible of the remaining $8 million for extra- 
ordinary .expenditures for which dollars would not otherwise 
have been spent. The agreement specifies, as an example, 
the $700,000 worth of real property in France which was ac- 
quired by the US during the year ending June 30, 1948, but. 
for which no payment has yet been made. The payment. for 
these properties will be made from the $8 million in frances, 
and it is anticipated that payments for property and build- . 
ings in France acquired thereafter will be made from the same 
source. The US does, however, reserve the right to use these 
francs for any US government purposes. The dagreement also 
contains an exchange rate guarentee which applies to both 
the $5 million allotted for the Fulbright program and he 

remaining $8 million. 


The agreement with the French represents the eighth ; 
agreement to be concluded under the Fulbright Act, previous 
agreements having been signed with China, Burma, the Philippines, 
Greece, New Zealand, Belgium, Luxembourg, and the UK. The 
agreement with France provides for a United Stetes Educationel 
Commission for France to assist in the administration of an 
educational exchange program financed from certain funds re- 
sulting from the sale of surplus property to that country. 

As indicated above, $5 million of the interest due. on July 1, 
1948 on surplus property credits will be used for. this purpose. 
The present agreement provides for an annual program of the 
equivalent of $1 million in francs to finance study by . 
or students in US schools, and by US students in French 
schools, 


* * x 
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DEVELOPMENTS IN Recent trade developments in Europe have 
EUROPEAN TRADE to some extent reflected our policy of 

controlling certain exports to eastern 
Europe. ERP participating countries currently discussing 
trade with the east, such as Italy with the USSR and the . 
UK with Poland, appear to be trying to adjust negotiations 
to fit our requirements. There have been reported a few . 
attempts by eastern European countries to secure through. 
third countries items prohibited from export to the Soviet 
orbit. Also of interest is the attempt by an increasing 
number of European countries to expand trade relations . 
with Latin America, especially Argentina. 7 


BEST COPY AVAILABLE 


Italian-Soviet Trade Negotiations Tied to Reparations - 
&ccording to Embassy Rome, the Italians are convinced that . 
any success in present trade negotiations with the Russians 
is entirely dependent upon resolving the question of Italy's 
reparations obligations and especially reparations from 
current production. The USSR is attaching primary importance 
to getting shins. The Italians are confident they will have 
no great difficulty in keeping out of the short and long 
term trade agreements those items which we are asking ERP 
countries not to export to the east. Included on the Soviet 
list of requests are: 69 ships of various types, diesel 
motors, ball bearing plants, pneumatic compressors, refrigera- 
tor plants, electric locomotives, 25,000 tons of pyrites, 
25,000 flasks of mercury and $1 million worth of ball bear- 
ings. The list is considered a typical Soviet effort to . 
establish a hard bergaining position. 





We have asked Embassy Rome to discuss with the Italian 
Foreign Office our position with respect to the problems 
fecing the Italians. We feel that if, in the trade talks, 
the Italians allow the Russians to draw them into negotia- 
tions involving any commitment on reparations from current 
production it might bring unfavorable public reaction here 
in view of US aid. . It might also diminish the possibility 
of obtaining international support for reduction of the | 
burden which reparations from current production would 
impose. If the Russians are adamant and ea breakdown of 
negotiations is threatened, however, the Italians could 
agree that, should it develop that payment of reparetions 
from current production is practicable, the Italians will 
be prepared to shift items from the trade agreement to the 
reparations account. With respect to east-west trade policy, 
we have pointed out that tentative agreement should be 
reached soon with the Italian government on I-A items--those 
which ERP countries are to prohibit from export to the east. 
Of the items which the USSR has requested of Italy, only 
tankers and possibly diesel motors appear to be subject to 


I-& rules. 
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I-A rules. We have no objection to inclusion of the remain- 
ing items in the trade agreement, unless such items as ball 
bearing plants are prototypes of newest technology, but 
suggest that Harriman be consulted. Several of the remain- 
ing items are on the I=-B list, and hence subject to possible 
-export restrictions in the future, but not subject to pro- 
hibition. 


Other Soviet Trade Developments Belgian and Norwegian 
officials have indicated that they are in a delicate position 
vis-a-vis the USSR and in some cases with the satellites 
regarding commercial treaty commitments. The Norwegians 
have indicated reluctance on political grounds to continue 
aluminum shipments to the USSR to the extent of the 3,000 
tons provided for in the Norwegian-Soviet trade agreement. 
However, they hesitate to modify planned exports, fearing 
that the Soviets may demand settlement of the trade deficit 
by payment in US dollars as provided for in the agreement. 
Under the most favorable circumstances Norway's deficit 
will approximate $6 million by the end of 1948. The Belgians, 
realizing that the shortage of copper in eastern Europe 
makes it an important strategic mineral, are considering 
what action they should take with respect to deliveries of 
the 3,000 tons of copper called for by their existing 
agreement with the USSR, plus an additional 1,500 tons 
requested by the USSR. 


Conversations between representatives of Sweden and 
the USSR on the development of existing trade and credit 
agreements as of July 1, 1948 resulted in agrcement that 
the balance of 40 million crowns now due to the Soviets 
would be settled primarily by Swedish exports. Under the 
credit agreement, Soviet orders placed in Sweden as of 
June 30, 1948 totaled 280 million crowns of which 28.5 
million were delivered. Credits utilized were a total of 
91.8 million crowns. 


According to a Czech official in Moscow, the Czechs 
are satisfied with the Soviet-Czech trade agreement signed 
October 8. It places the USSR in first place in Czech 
imports and exports. The new agreement, within the existing 
long-term agreement, provides for trade to the value of 
$360 million eech way during the ensuing year. The USSR 
is to provide specified amounts of wheat, meat, butter, 
plus significant though undisclosed quantities of cotton 
and steel, while Czechoslovakia is to provide machine tools, 
agricultural machinery, industrial and consumer goods, 
clothing and shoes. 


A commercial 
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A commercial delegation from Hungary is reported 
discussing with the Soviets:a trade agreement for the 
period of July 1, 1948 through December 31, 1949. Albania. 
and the USSR recently concluded @ new trade agreement, - 
under which the USSR is extending credits to Albania. The 
Soviet Commercial Attache in Bierut has discussed with the .- 
Lebanese the possibility of commercial exchanges between 
the two countries. 


Yugoslav Trade Negotiations In a recent discussion . 
with a US business representative, Tito stated that although 
Yugoslavia is extremely anxious to buy from the west, par- 
ticularly the US, it cannot agree to the attachment of any © 
political conditions to trade arrangements. Other Yugoslav 
officials, when expressing a similar desire to increase 
trade with the US, indicated that Yugosiavia could not hope 
in the near future to increase Sigr.ificantly the volume of 
exports to the US to balsnce growing Yuzoslav needs for 
machinery and raw meterizls for its Five-Year Plan, Embassy 
Belgrade reports thet to date Yugoslavia has consistently 
avoided consideration of political concessions in trade 
agreements with western countries. 





According | to Legation: Bern, a Yugoslav official has 

asked a Swiss firm which often serves as intermediary for 
eastern European governments snd business interests in 
Switzerlend to acquire from the British asdern jet aircraft 
for the Yugoslav amay, When “1e Swiss gx ernment refused 
to consider the transaction, tue Swiss /1em explored the 
possibility of doing business through Spain, waich is re- 
ported willing to accept the business. 


Both our “Imbassy and British diplomatic representatives 
in Wersaw consider it highly significant that Poland is 
sencing 2 trade delegation to Yugoslavia next month to 
negotiate an extens*on of the present trede agreement. 
They interpret it as a possible clue to future satellite 
tactics vis-a-vis Yugoslavia:sinces 1) Poland is taking 
the initiative: 2) Poland is less dependent on Yugoslev 
imports than Yugoslavia is on Polish expwrts; and 3) nego- 
tiations could scarcely occur without Kremlin approval. 
Embassy Belgrade feels that the outcome.of current trade 
negotiations between the USSR and Yugoslavia may determine 
the course tiie sestern bive will follow with respect to 
economic relations with Yugoslavia. 


According to an industry source in Hungary, the Hungarian 
government has decided to continue to trade with Yugoslavia 
on an undiminished scale. Leg-tion Bern reports that Switzer- 
land and Yugoslavia have concluded a five-year trede and ~ 


payments 
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payments agreement, effective October 1 and subject to 
ratification. Yugoslavia is reported anxious to conclude 
satisfactory arrangements with Italy for expanded trade. 


Polish Trade Opposing views regarding the disposition 
of the Polish government to strengthen trade ties with 
west have been expressed by members of British and Danish trade 
delegations now negotiating with the Poles. The. British 
report that the Poles still appear desirous of maintaining 
trade with the UK. Conversely, the Danes report extremely. 
difficult negotiations, with the Poles refusing to accept 
Danish horses and holding out for machinery and fats and 
oils. The Danes interpret this as a hardening of the 
Polish line against the west and lack of interest in trading 
with the west except on its own terms. Our Embassy believes, 
however, that the Poles wish to trade with the west, but 
that they are primarily interestcd in securing priorities 
for industrial goods while their coal is still a strong 
bargaining agent. Since the national situation has deterior- 
ated and US export licensing policy has upset Poland's long- 
range planning, it is trying wherever possible to assure 
itself of trade necessary for industrislization. The Poles 
apparently believe that they will be able to obtein machinery 
from the UK, 


The Commerere Department has instructed Embassy Paris 
to utilize all means available to prevent the re-export 
of the $117,000 consignment of US ball bearings now in 
France, which the Embassy had been informed was to be trans- 
shipped to Poland. Such a transaction would definitely be 
a violation of US export regulations. 


According to the Folish press, plans for Poland's 
foreign trade in 1948 provide for exports valued at approxi- 
mately $527,900,000 and imports valued at approximately 
€518,6C0,000. During the first five months of this year, 
approximetely 42% of the planned trade volume was achieved. 
& Polish official has stated that the USSR will probably 
account for about 25% of total Polish foreign trade in 1948, 
a considerably smaller percentage than in 1947 and 1946. 


Early in September, Poland and Bulgaria signed a 
commercial agreement to be valid until the end of 1949 and 
providing for the exchange of goods valued at $20 million. 
Embessy Warsaw has been informed that under terms of an 
agreement concluded this summer, Polsend will ship 290,000 
metric tons of coal to the Netherlands during the second 
half of 1948 in payment of Dutch shipping and port equipment 
and such Dutch raw materials as copra and tin. A Polish- 
Turkish agreement signed in July establishes a credit ceil- 
ing of $500,000 for each country, with repayment of any 
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debit over that amount in the free foreign exchange speci- 
fied by the creditor. During the course of the negotiations, 
the Poles assured the Turks that Turkish commodities would 
not be trans-shipped to the USSR. According’to Polish press 
reports, representatives of Poland and the Soviet zone in 
Germany signed an agreement for additional commodity de- 
ttt hte during 1948, bringing tre ‘total exchange to $96 
willion. 


Czech Efforts to Expand Trade Numerous trade talks 
which the Czechs have scheduled indicate an attempt to widen 
trade relations, particularly in Latin America. It has been 
reported that Czechoslovakia plans to send e permanent 
economic mission to Argentina. Czech officials are to 
resume trade conversations with Brazil, Uruguay and Argentina, 
and are to conduct exploratory trade talks with Peru, Colombia 
and Venezuela. It is also reported that Czechoslovakia is 
considering establishing commercial relations with Israeli and 
Ethiopia. Embassy Praha has been informed that trade arrange- 
ments with Eire are also being studied. A trade mission in 
Incia, which attempted to get orcers from India because 
Czechoslovakia's imports from India are three times its 
exports to India, indicated that Czechoslovekis was anxious 
to trace with countries outside the Cominfornm. 





& Czech-French trade agreement signed in August provides 
for compensation of nationalized properties with funds from 
the Czechoslovekian surplus of exports to France. According 
to the Czech press, Czech anc Denish representatives are 
drafting a new trade agreement for the period September l, 
1948 to August 31, 1949. The Czechs are reported concerned 
over the fact that the issuance in- various parts of the 
British Empire of import licenses for Czech merchandise has 
been stopped or seriously curtailed. Czech trade officials 
consider a- renewal of economic relations with the UK essential 
to Czech foreign trade. . 


| Austria -Conducting Extensive Trade Discussioas Austria 
hes either recentl y concluded trace negotiations or is plan- 
ning discussions with most of the surrounding countries. 

An agreement concluded’ with Czechoslov2kia includes Austrian 
exports of refined steel and steel procucts, ball bearings, 
machinery and cettle in exchange for Czech coal, metal work- 
ing machinery, steel products, motor vehicles, chemicals, 
hops and suger. Under a new Austrian-Polish agreement, - 
Poland is to supply coal and food in exchange for Austrian 
ball bearings, metals and machinery. A one-year trade 
agreement with Yugoslavia, which was initialled August 17, 
includes Yugoslav exports of food and raw meterials in 
exchange for. Austrian newsprint, steel products end beli 





cenrings. 
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bearings. Recently concluded trade negotiations between 
Austria and Hungary provide for an additional $5 million 

in exports in each direction during the year. The Austrians 
have indicated that they are eager to develop further their 
commercial relations with Italy. 


aaa Trade Discussions Scheduled The Finnish press 
reports the signing of a Finnish-ooviet zone Germany one- 
year trade agreement, with the value of the trade estimated 
at $6.5 million each way. Finland is to export cellulose, 
paper, iron and pyrites in exchange for German potash 
fertilizers, machines, electrical equipment, chemicals, 
textiles, optical and precision instruments. Finland and 
Hungary recently concluded an agreement for the period 
October 1, 1948 to December 31, 1949, under which goods 
valued at $1.6 million are to be traded each way. Finland 
has also either started or scheduled negotiations with 
Czechoslovakia, Yugoslavia, Bulgaria and the USSR. 


UK Trade Negotiations In September, negotiations for 
an Anglo-Danish trace agreement were concluded. The agree- 
ment is termed "elastic", and provides for discussions for 
revision et the request of either government because of 
changecé conditions. The bacon quota was reised from 80% to 
90% of Denmark's exportable surplus and covers four years. 
No change was made in Danish exports of fish or eggs. 
Britain is to supply coal, coke, iron and steel, and petroleun. 
The "K anc Eire signed a trade agreement July 31. A new 
UK: sew Zealand meat contract, snnounced July 28, covers New 
Zealand's exportable pork surplus to 1952 end the export of 
other meats to 1955 after which the ouantities are subject 
to review on two years notice, The Swedish Foreign Office 
announcement of trade talks with the UK states that the 
British declared themselves to be willing to permit imports 
of Swedish commodities to 2 total value of approximately 
130 million crowns over and above previous commitments. 

Increased deliveries are to include lumber, pitprops, 
paper, wallboard, plywood, various food products and certain 
t chemicals. 








According to the press, a British delegetion is in 
Bucharest to discuss trade matters. Rumania is reported to 
have extended the invitation to the UK soon after the US 
rejected Rumania's request for export licenses for equipment 
for the petroleum industry. Rumania has indicated that it 
is willing to pay in fooc, cereals 2nd perhctps timber for 
oil ecuipment. The Bulgarians have approached the British 
with vegue proposals for the conclusion of a trede agreement. 











Burepe2n 
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European Countries Show Interest in Latin American 
Trade A number of European countries have negotiated or 
are in the process of negotiating trade agreements with 
Latin American countries. Czech officials are to resume 
trace talks with Brazil, Uruguey and Argentina and are to 
conduct exploratory talks with Peru, Colormbie and Vene- 
zuela. Accorcing to the press, Argentina has signed com- 
mercial agreements with Hungary and Yugoslavia. Argentina 
is negotiating with Denmark and Poland. Norway and Bulgarie 
are reported considering trade discussions with Argentina 
and the French have indicated an interest in reviving trade 
with Paréguey. Argentine officials are scheduled to visit 
e number of European countries after the GA session in 
Paris. It is reported that they have scheduled conversetions 
on trade matters in the UK end Spain. Embassy Buenos Aires 
has been 2skec to extend to the Argentine government an 
invitation to send a delegation to the bizonal area of 
Germany for preliminary trade discussions. Chile is also 
reported interestec in trade with the bizonal erea. 





Other Trade Developments The Joint Italo-Swedish 
committee, after examining Italo-Swedish trade relations 
within the framework of the Jenuarry 1940 tr-de and peyments 
agreement, egrecd to increase the quantitics anc numbers of 
commodities to be exchanged. Trade under the Franco-Italian 
clearing agreement is reported practicelly at « stendstill. 
The reciprocal financing ceiling of 5 billion frencs has 
been reached because of the lira-frenc rate which has permitted 
French purchases in Italy one large scele but made French 
products too expensive for Itely. The Italians hope the 
OEEC intra-Europeen payments plen will revive Franco-Itelian 
trade. The Joint Export-Import Agency of the bizonal area 
has just reached an understanding with Egyrt on trade, is 
currently conducting negotistions with Czechoslovakia and 
France, and has scheduicd discussions with Sweden. JEIA 
discussions with Uruguay, Argentina, Peru, Brazil, Portugal 
and Spain are under consideretion but heve not yet been 
scheduled. Legstion Budapest reports that a new trade agree- 
ment between Hungary and the Netherlands reises quotes fixed 
in 1947 by several million dollars. Under terms of a renewed’ 
Dutch-Portuguese agreement, the Netherlands is to export 
chemicals, minerals, machinery, textiles, c=ttle, milk products 
end distilled beverages to Portugal in exchange for timber, 
cork, hides, slate, cocoa, coffee, pyrites end hand tools. 
Iceland and France have signed a trade agreement, under which 
Iceland will export fish, fish oil and various canned goods. 
Lists of French exports are to be decided upon later. 
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This weekly publication is designed to highlight developments in the eco- 
nomic divisions of the Department of State, and to indicate the economic prob- 
lems which are currently receiving attention in the Department. It is suggested 
that eopies be retained on file, as reference will sometimes be made to previously 
reported items to avoid repetition. 


Document Security Instructions 


This document should be treated in accordance with current instructions 
regarding security measures for SECRET material. Extreme care should be ex- 
ercised to avoid public or private discussion of the information herein with or in 
the presence or hearing of any person not authorized to have knowledge thereof. 
For general purposes all classified Foreign Service Officers and other responsible 
economic officers are authorized to have knowledge of the contents of this docu- 
ment, responsibility for the safekeeping of which will be assumed by each recipient 
thereof. It may be retained in protected files or, at the discretion of the recipient, 
destroyed by burning. If not personally disposed of by the recipient, he will 
assure himself that it is burned in the manner prescribed for SECRET material. 
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POLICY OUTLINED ON. A poliey with regard to offshore 

OFFSHORE PROCUREMENT procurement in all supplying count- 
ries has been agreed upon by the §. 
Department and ECA. It will allow flexibility in trade 
negotiations between supplying and procuring countries but 
will not give them a completely free hand. Foreign policy. 
considerations and the ECA's interest in seeing that ECA 
funds are most effectively used will be taken fully into 
consideration in approving or disapproving offshore ‘pro- 
curement. contracts. 





The policy emphasized that legislation prevents ECA 
from itself financing purchases at prices higher than the 
US market price, adjusted for the differenee in cost of 
transportation, quality, and terms of payment, and calls 
attention to other legislative limitations (as when US 
crops are declared in surplus). In all sales involving | 
the expenditure of dollars, whether from ECA funds or 
from "free dollar" resources, ECA will approve only US 
prices or, if lower, prices prevailing in the major supply 
areas with adjustment for the difference in costs of trans- 
portation, quality and terms of payment. Non-dollar trans- 
actions, however, may be arranged to the mutual satisfaction 
of buying and selling countries, provided that such trans- 
actions are not used as a means of circumventing the ECA 
objective of minimizing its dollar costs. ‘This policy 
will allow the negotiating countries considerable latitude 
but will afford ECA the opportunity to step in should 
excessive prices be charged. 





In discussions with supplying countries there hes: 
been evident a desire to sell to ERP participants if paid 
in dollars, but a reluctance to accept imports from these 
countries, particularily if they are not absolutely essen- 
tial. In an effort to stimulate the exports of OEEC 
countries, our policy states that it is ECA's desire that, 
within the capecity of ech supplying country, there be 
maximum acceptance of European products. It also urges 
maximum extension of credits to OEEC countries and the 
transfer of duly earned financial remittances. The policy 
states that ECA will periodically revicw the achievement 
of these objectives in order to determine whether further 
offshore procurement in the supplying country is actually 
the most effective way of using ECA funds. 


The policy emphasizes that ECA wants OEEC countries 
to export essential goods at prices acceptable to buying 
and selling countries and, further, to eccept in payment 
exports from supplying countries. 


The formulation of a general offshore procurement policy 
has taken the place of the statement of offshore procurement 
requirements proposed for Argentina. 


* * * 
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SATELLITE AVIATION POLICY TO After careful consideration 
BE DISCUSSED FURTHER WITH UK of the UK-reply regarding 
our new ‘satellite aviation 
policy (See page 1, October 4, 1948 issue of Current 
Economic Developments), we have decided to proceed with 
the implementation of those portions with which the British 
agree. Our Embassy in London, with the assistance of our 
Civil Aviation Attaches in Europe, will conduct further 
discussions with the British regarding the most effective 
means of implementing those aspects of the policy dealing 
with a common front embargo on the sale of aeronautical 
equipment or furnishing of air navigation facilities to 
curtain country carriers as well as the blocking of satel- 
lite air operations into the Middle and Far East. We will 
leave the question of satellite flights into western Europe 
in abeyance for the present, with the clear understanding 
that the US has not altered "its position on this matter. 
The political ramifications of exerting pressure on Euro- 
pean countries at this time to accept the proposal will be 
studied further within the Department. Until US-UK views. 
on this matter are reconciled, that portion of the policy 
should not be discussed with other countries by either the. 
British or the US. 











While our missions throughout western Europe will be 
kept fully apprised of these consultations, it is considered 
preferable that no representations be made to other govern- 
ments until their outcome is fully evaluated. 


Apropos of the French sale of aircraft to Bulgaria, 
we are withdrawing our objections to this particular trans- 
action in deference to French ciaims that the formal commit- 
ment had been made prior to our protest and that unilateral 
suspension of the contract would jeepordize French-Buigarian 
trade negotiations. We do not agree with the French claim 
that these aircraft have no military velue and want a 
definite understanding that the French government will 
prohibit further sales of aeronautical equipment to the 
USSR end its satellites. Pending the outcome of our talks 
with the UK, approach to the French on this issue will be 
on the basis of ECA policy. a 
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SIX. POWER MEETING OPENS ON In accordance with Annex E of 
GERMAN POP OPERTY PROBLEMS the Final Report of the London ~ 
talks on Germany of last June, 
an ‘ hebse-gevertnente} working party will meet in Paris this 
week to discuss the sefeguarding of foreign interests in 
Germany. Representatives will be present from the US, UK, 

‘ France and the Benelux countries. Tne agenda is expected 
to cover various property questions including decarteliza- 
tion, nationalization, management of enterprises, capital 
levy, impact of monetary reforms, investment policy and 
compensation for war damages. Assistant Secretary Thorp 
is the US representative. 
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SOVIETS REQUE ESTED TO SETTIE WITH US Pursuant to Article IV 
FIRMS FOR USS OF PaTSNTSD PHOCSSSES of the Soviet Master 

Lend:--Lease Agreement 
of June ll, 1942, the US has made a formal request of the 
Soviet government to compensate certain US firms holding 
patents on processes furnished under the wartime lend-lease 
program. During the war the US government concluded interim 
license agreements with these firms covering the use of 
their processes for periods of 18 months after initial 
operation. (See page 5, October 11, 1948 issue of Current 
Economic Developmerits). The compensetion requested is to 
provide for the continued use of the processes beyond the 
18-month period authorized in the license agreement between 
the US firms and the US government. 














With regard to those processes covered by license 

agreements which have now expired, the Soviet government 
was requested to make compensation on or before Jenuery l, 

1949, With regard to those processes which, according to’ 
a recent communication from the Soviet government commenced 
operation on September 1, 1948, the Soviet government has 
been requested to conclude compens?tion acreements with the 
holders of patents on these processes on or before Januery 1, 
1949, and to make compensation on or before the date of 
expiration, i.e., March 1, 1950. The terms and conditions 
of compensation, our note states, should be those set forth 
in June 1943 by Mr. Stettinius, then Lend-Lease Administrator, 
namely, such terms as shall be mutually agreed upon as fair 
and reasonable on the basis of use and in the light of the 
compensation which would be required for similar use in 
this country by the US government. 
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FRENCH EXCHANGE RATE CHANGE IS fMThe rates of exchange be- 
ONE OF RECENT ECONOMIC MEASURES. tween the French franc and 

sete SS erage -a number of other curren- 
cies were revised effective October 17. In effect, the 
franc was devalued by 22% in relation to currencies other 
than the dollar,.the Swiss franc, -and- the Portuguese 
escudo, whose france values are determined by supply and 
demand on the free market. The new measures also made ex- 
ceptioris or special provisions for the currencies of Italy, 
Spain, the French occupation zone of Germany, the bizonal 
area, Japan, and those countries with which France is bound 
by franc agreements (Argentina, Brazil, Finland, Hungary, 
Poland, Austria, Bulgaria, Greece, Iceland, Turkey and 
Uruguay). 





Under the new system the exchange rates for currencies 
of the foreign countries concerned will be determined 
monthly by the Finance Ministry by equating the par value 
of these currencies with the average, during the preceding 
week, between the official dollar/franc rate and the dollar/ 
franc rate on the free market. Rates of exchange will be 
announcéd by the Bank of France at the beginning of each 
month and will be valid for the duration of that month 
except where, on any day, there is a change in the dollar/ 
france rate exceeding 5% of the average rate during the week 
of reference. In such case an immediate adjustment will be 
made. This provision is to protect against speculation and 
to avoid wide differences between cross-retes. To avoid 
too frequent modifications, exchange rates will be main- 
tained as long as application of the formula does not result 
in changes exceeding 2% of the previous month's rates. 


While the official dollar/franc rate has not changed, 
& new regulation makes certain categories of purchases by | 
the French in the US more expensive. The regulation provides 
thet all imports payable in a currency negotiated on the free 
market will’ be paid for with exchange purchased half at exchange 
stabilization rates. and half at free market rates. For example, 
petroleum, cereals, fats and fertilizer, which have hitherto 
been available to French importers at the official rate of 
214 francs to the dollar, will now have to be made at 263, 
half-way between the old official rate and the free rate of 313. 


The International Monetary Fund issued a statement saying 
that it considered that the changes constitute a significant 
step toward restoring a unitary exchange system for France. 
"The Fund welcomes this evidence of the desire of the French 
government to restore an orderly system of exchange rates in 
fulfillment of the principles agreed at Bretton Woods. 


While 
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While the French government has not proposed to the Fund the 
fixing of a new par value which would govern all transactions, 
it has stated to the Fund that its objective remains the 
agreement of a new and stable parity as soon as conditions 
permit. It is the intention of the Fund and of France to 
continue consultations for this purpose." 


Other Economic Measures The past month has seen the 
French government take other measures to aid the economy. 
Restrictions have been placed on bank credits with the 
requirement that every grant or renewal of credit be subject 
to review by the Bank of France. Commercial banks are obliged 
to consider the use that is to be made of the proposed loans, 
the relation between the capital of the firm involved and 
the volume of trade, and whether the firm could liquidate 
excessive stocks instead of seeking credit. It is hoped 
many firms will liquidate stocks and thereby bring about a 
drop in-prices. 


In mid-October the government began an offensive against 
black-marketeers and food speculators to whose activities 
the recent rise in food prices is largely attributed. Arrests 
have been made and the series of investigations is an encourag- 
ing sign of increased official awareness that strenuous 
measures need to be taken: to combat rising food prices. How- 
ever, that is only one of many measures necessary to improve 
the food supply and lower the price level and it is discourag- 
ing to recall that previous measures to combat the black 
market have met with little success, 


French Strike Situation The French government recently 
moved to occupy many of: the coal mines in which strikes are 
currently under way, in order to prevent further damage 
caused by the withdrawal of security and maintenance services 
from the mines. While there is genuine dissatisfaction over 
the workers' purchasing power, there is no doubt that the 
strikes have been instigated by the Cominform. Official 
sources report that the government, which is convinced it 
has the support of. non-Communist public opinion, has decided 
on firm action in condemning foreign intervention and the 
French Communist Party. There have also been strikes by 
dock, railway and steel workers. Although the strikes thus 
far have not bem of the magnitude of the strike wave of last 
November and December, they have caused serious production 
losses with inevitable inflationary repercussions. 





Economic Program The recess of Parliament will give 
the Queuitle government a few more weeks of respite from 
attacks in the Assembly, during which it faces the task of 
controlling inflation and bringing about some measure of 


economic 
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economic stabilization. French morale, meanwhile, has reached 
a new low. Industrial and white collar workers are convinced 
they are not receiving their fair share of the recovery made 
possible by ERP; the middle classes fear the effects of the 
Queuille government's tax and fiscal program on their economic 
position; the peasants are so concerned over the future that 
they withhold much of their produce or hoard gold. 


The Periiamentery aserevel of the Queuille program 
September 24 marked the temporary end of the ‘political crisis 
which had prevented the inauguration of measures to meet the 


serious increase in the French governmental deficit, and it 


is estimated that. the program as passed, together with decrees 
issued by the government on its own authority, will result 

in an increase of about 80 billion frances in French government 
revenues: in the period ending December 31, 1948. The principal 
tax changes were an increase of 20% in the general income tax 
and a 20% tax on commercial, industrial, non-commercial and 
agricultural profits. These taxes are the cause of much dis- 
content and Queuilie has gigantic economic problems to solve 
before he faces the Assembly in November. 


, Meanwhile, France has submitted to OEEC its statement 
of objectives for 1952-53 when beneficiarics of the Recovery 
Program will be expected to get on without US aid. These 

objectives include a favorable balance of payments, substan- 


tially increased production of the principal agricultural 


and industrial commodities, increased exports and reduced 
imports. The production aims listed were similar to those 

of the Monnet Plan. ECA has released a portion of the franc 
counterpart of US grants to France ahd these funds are to be 
used in financing the long-term program of investment end 
re-cquipment designed to’ render the French economy viable 

by 1952 and are intended to enable the program to be carried 

on without the French government. having recourse to SAS saSeenary 
central bank emeretaen, 


* a * 


FURTHER STOCKPILING The Strategic Meterials Working Group 
RECOMMENDATIONS MADE _of the Executive Committee on Economic 

, Forcign Policy, which has been study- 
ing the availabilities of items urgently needed for stock- 
piling, has. recently made a number of..recommendations with 
respect to expansion of production and increased US procure- 
ment from countries not participating in the European Recovery 
Program. Major opportunities for expanded production and in- 
creased availabilities of items for the stockpile in. non~ECA 
areas appear to bes corundum in the Union of: South Africa; 
abaca, Philippines; mica, India and Brazil; beryl, Brazil, Argen- 
font and India; and manganese , Union of South Africa, Brazil and 
ndia, 
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Previous studies have indicated in general opportunities 
for expanded production of cértain strategic materials in 
ECA areas. Examination of the problem with respect to other 
areas has emphasized that ECA areas present.the best oppor- 
tunities for further. expansion of production in connection 
with the following items, and the working group has recommended 
that ECA give priority to programs for expansion of production 
of: chromite in Southern Rhodesia (it has-not yet finally 
been determined whether Southern Rhodesia is to be included 
in the Economic Cooperation Agreement between the US and the 
UK); cobalt in the Belgian Congo and Northern Rhodesia; 
columbite in Nigeria; copper in Northern.Rhodesia; crucible 
grade graphite in Madagascar; lead in French Morocco and 
Tanganyika; manganese in the Gold Coast and French Morocco; 
palm oil in West Africa; and tin in Malaya, the NEI, Nigeria 
and the Belgian Congo. ; | | ‘ 

In addition to the above recommendation with respect 
to expanding production in Recovery Program areas, the 
working group recommended: that: 1) the Munitions Board, ECA 
and State give top priority to programs for facilitating 
the shipment of manganese to the US; 2) the State Department 
should inform the Philippine government of our interest in 
rehabilitation of the abaca industry in the Philippines and 
should inquire about production, shipments and destinations 
of metallurgical chromite in the Philippine Republic; 3) the 
potentialities for developing lead and zinc resources in 
Bolivia and Peru, the reported lead deposits in Nigeria, and 
the reestablishment of exports of lead from Burma should be 
investigated; 4) ECA, with the help of State, should initiate 
negotiations with the UK and tin producers in Nigeria with 
a view to maximizing the yield of columbite associated with 
tin ore in that areas; 5) the Munitions Board should call the 
attention of the Bureau of Federal Supply to the advisability 
of discussions with the principal importer of corundum with 
a view to concluding a long-term contract for obtaining 
supplies of corundum from tic Union of South Africa; 6) the 
Munitions Board should recommend to Commerce the initiation 
of voluntary agreements on the part of industry for reduction 
in consumption of strategic grades of asbestos in order that - 
increased supplies may be made available for the stockpile; 
and 7) State representatives should be asked to investigate 
and report on the reserves of and possibilities for expansion 
of chrysotile asbestos in Southern Rhodesis and amosite in 
South Africa. ECA has been assured that amosite production 
can be expanded, : 


* | * * 


DECLASSIFIED FOR PUBLICATION IN FOREIGN 
RELATIONS OF THE UNITED STATES 


, 
' 














CONFIDENTIAL 
eh 


goin US-BRAZIL TECHNICAL The work of the Joint Brazil-US 
COMMISSION GETS UNDER WAY Technical Commission which is . 
undertaking a study of Brazil's 
resources and potentialities for economic development com- 
menced in Rio in September with the arrival of the US Section 
headed by John Abbink. From the most recent report the Com- 
mission has thus far accomplished little more than to estab- 
lish. committees and subcommittees, draft an agenda and hold 
preliminary talks. The US Section, upon arrival, found that 
the Brazilians were unprepared and slow in getting under way. 





Although Brazil had not given much consideration to the 
formulation of a program for the Commission prior to the 
arrival of the US Section, it had appointed approximately 
90 persons from within and without the government to comprise 
the Brazilian Section. Brigadier General Gomes, who enjoys 
a fair degree of national popularity, was appointed chief of 
the Brazilian Section. Five members, headed by Cctavio de 
Bulhoes of the Finance Ministry, were designated to serve 
on the Centrel Commission and the remaining members of the 
Brazilian Section were broken up into eleven sub-commissions 
which included commerce and general studies, agriculture and 
livestock development, refrigeration and warehousing of 
agricultural and livestock products, industrial development, 
transportation, fuels, waterpower, minerels, fishing and 
fisheries, tourist trade, and war industries. 


As yet only a tentative agenda has been submitted by 
the Brazilians and the US Section is recommending a number 
of revisions and additions thereto. The agenda, as it now 
stands, corresponds roughly to categories described by the 
titles of the subcommissions. 


Of particular interest to the US Section was an expression 
of strong interest by the Chairman of the Brazilian Section 
in concluding a bilaterel agreement with the US pertaining 
to the treatment of private foreign capital. While the US 
Section approved this suggestion, it indicated that talks 
should be carried on through the regular Embassy chennels. 


From informal reports it is learned that the Brazilian 
press has received the Commission with mixed feelings. There 
is some skepticism concerning the motives of the US, with 
shades of opinion running from outright accusations of "Yankee 
imperielism" from the extreme left, to apprehension lest the 
US be naive concerning reasons for "Brazil's present economic 
position. One columnist, whose views on inter-American 
economic problems are widely respected in Rio newspaper 
circles, recently pointed out that Brazil has in the pest 
made certain international commitments which demonstrated 
her desire to participate in economic cooperation with the 
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US and, in particular, to reinforce the US point of view. 
He alluded to Brazilian membership in the Bretton Woods 
institutions, Brazil's signing of the wartime Washington 
Agreements on raw materials, and her participation in the 
UNRRA program which removed large quantities of needed goods 
from domestic consumption. Despite these manifestations of 
Brazii's desire to cooperate with the US, the writer claimed 
that Brazil's interests were disregarded in the ERP program. 
The columnist concluded that, in the face of past experience, 
the Brazilians should speak frankly in their dealings witn 
the US with emphasis on collaboration and not subservience. 
The collaboration, he states, should involve reciprocal 
criticism. 


CONFIDENTIAL 
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TAXATION TREATY The US is proceeding with its program of 
PrOGRAI REVIEWED negotiating treaties with other countries 

to avoid double taxation and to promote 
administrative cooperation in the assessment and collection 
of taxes. There are in effect at the present time six tax 
conventions with four different countries--treaties dealing 
with income taxes with Sweden, France, Canada, and the UK, 
and those covering death texes with Canada and UK. Treatics 
for the avoidance of double texation of income have been 
signed with Netherlands and Denmark, and approved, with 
reservations, by the US Senate. They are now awaiting 
action by the parliaments of the respective countries. A 
treaty with France, revising the income tax treaty of 1939, 
which will remain in effect, and covering estate taxes in 
addition, has also been approved by the US Senate, but 
similar action has not yet been teken by France. We heéve 
arrived at various stages in the development of conventions 
with South Africa, New Zealand, Belgium, Luxembourg, Mexico 
and Australia. Negotiations with Italy, Greece, Norway, 
and Eire have been agreed upon and are expected to start 
during late 1948 end 1949. 





A convention for the avoidance of the double tayation 
of incomes by ‘the US and Union of South Africa was signed 
in December 1946, while cne on the double taxation of ; 
estates was signed by the two countries in April 1947. Both 
of these treaties, as well as a treaty with New Zealand, are 
now pending before the US Senate Foreign Relations Committce. 


A draft 
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A draft income tax convention with Belgium, which was 
preliminarily formulated in 1946, has now been finally agreed 
upon, and is expected t be signed shortly. Final agreement is 
being sought on a simii r+ convention with Luxembourg and this 
agreement and the sign’ 2 of the convention, as well, are anti- 
cipated for the near ..ture. It is hoped that both conventions 
will be signed in time for submittal early in the first session 
of the eighty-first Congress. 


Tax treaty negotiations with Mexico were carried through an 
advanced drafting stage by mid-1947, since which time no further 
progress has been made. Negotiations are again planned for early 
1°49 with the hope that a convention can be concluded. 


Discussions looking toward the negotiation of a tax treaty 
or treaties between Australia and the US have been corducted by 
informal correspondence between high tax officials of ihe two 
countries over a considerable period of time. However, when the 
possivility of negotiating such treaties was considered in the 
Australian cabinet the latter, without quite closing the door, 
indicated that there was little need or basis for a treaty on 
income taxes, but some possibility in reiation to estate taxes. 
The US reply to an Australian note outlining tnis position urged 
that, while we could not state exactly what form the conventions 
would take nor what items they might cover, 4 technical mission 
be authorized to discuss both income and estate tax conventions. 


A US mission has just departed for Rome and Athens to 
Start negotiations leading to the conclusion of tax conventions 
with Italy and Greece. Discussions with Eire anc Norway are 
expected to take place during the early part of 1949, 


Much consideration was given to tax conventions in pre- 
paring the agenda for the Ninth International Conference of 
American States held at Eogota last spring: Circumstances 
prevented full discussion of this topic in the conference, but 
an article in the Economic Agreement of Bogota provides that 
the member stetes shall negotiate conventions for the avoidance 
of double taxation. The Economic Agreement has not yet been 
ratified and put into effect, and discussions with individual 
countries have not yet ripened into the negotiation stage, 
except in the case of Mexico, cited above. 


Income and estate tax conventions were being negotiated 
with the Philippines in 1947, but no final agreement was reached 
at that time. Negotiations nave been suspended and it is not 
known whether they will be resumed. 


a * -_ 
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UK, US AND FRANCE MAK® ANNOUNCEMENT A three power state- 

ON ECA SURVEY OF REPARATION PLANTS ment regarding the 
reparation program 

in the western zones of Germany was made October 28 by the 
US, UK-and France. This represents a compromise which will 
allow ECA to proceed with its survey of plants. (See page l, 
September -13 and page 1, September 20 issues of Current 
Economic Developments). The statement pointed out that 

ERP had come into being since the reparations programs were 
agreed upon and that there was now a necessity ta examine 
certain portions of the reparation lists with a view to 
determining to what extent some of the plants might better 
serve the needs of European recovery if left in Germany than 
if removed and re-erected elsewhere. It was emphasized that 
the review is from the standpoint of. Europeen recovery and 
not from the objective of bringing about any general readjust- 
ment in the reparation program. It is agreed that whatever 
deletions from the reparations lists may be agreed upon as 

a result of this review, the balance of the reparation pro- 
‘grams shall be brought to speedy recovery. 








The announcement called attention to the requirement 
in the US Foreign Assistance Act that agreement be obtained 
of those countries concerned that "such capital equipment 
as is scheduled for removal as reparations from the three 
western zones of Germany be retained in Germany if such re- 
tention will most effectively serve the purposes of the 
European recovery program." A preliminary review of the 
lists has been made by the US and a list of plants which 
require more detailed study has been drawn up. The three- 
power statement said that the further review of these plants 
will be conducted by the Industrial Advisory Committee of 
ECA, maintaining close touch with officials of the other two 
governments concerned who will cooperate in every way. It 
is hoped to complete the review in a few weeks, 


The impasse on whether or not dismantling should be 
discontinued while the survey is being made was resolved by 
agreeing that no dismantling would be started on any plants 
where dismantling has not previously. been under way, but 
the British and French did not agree to discontinue dismantling 
of plants in their zones which have already been suballocated. 
As to allocated plants which have not been suballocated, we 
have expressed our hope that dismantling will be treated in 
all zones in the same way as unallocated plants. While we 
thus agreed that some dismantling could continue in the UK 
and French zones, it was also agreed by the British and French 
that nothing should be done to interfere with ultimate reten- 
tion in western Germany if the investigation should prove 
that advisable. 


We 
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We agreed that investigations would be directed in 
the first. instance to plants already dismantled or in the 
process of dismantling. We also agreed that the committee 
would recommend the release of plants from time to time be- 
fore the final report if any-plants, or appropriate group 
of plants, can be segregated. It was pointed out, however, 
in a meeting of ECA committee representatives with the 
. French, that no firm commitment could be made in this regard, 
since recommendations are based on over-all European economic 
considerations and it might not be feasible to make interim 
decisions. 


The French Foreign Office had also requested our con- 
firmation that, in the opinion of the US, the equipment of 
prohibited or restricted industries in Germany should also 
be placed, as reparation, at IARA disposal. To that request 
we are replying that no plants which may become available 
for reparation as the result of any future agreements with 
respect to prohibited, limited, or restricted industries in 
Germany have been referred to the ECA committee, and we think 
it is undesirable to attempt to meke agreements on the subject 
of such plants at this time as an incident to arrangements for 
the consideration of plants under review by the committee. 


SECRET 
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WESTERN GERMANY ZONAL On. October 18 an agreement for 

TRADE MERGED IN JEIA. fusion of the foreign trade activi- 
ties of the French zone and-of the 
bizonal area of Germany was signed in Berlin by the US, UK 
and French military commanders. The action is in accordance 
with the agreements on Germany reached at London last June. 
Fusion along political lines is stili in me drafting stage. 








The agreement provides, in effect, for the absorption 
by the Joint Export-Import Agency (JEIA) of the Foreign ° 
Trade Office of the French zone and for direction by J5IA 
of the foreign trade activities: in all of western Germany. 
There will be a JEIA branch. office for the French zone, 
however. Two French members will join the JEIA Board of 
Directors but, until the question of contributions and re- 
lated issues are settled, the voting will proceed as at present 
except that decisions may be referred to the Military Gover- 
nors or for consultation among the governments according to 
the practice under the Bizonal Fusion Agreement. The JEIA 
staff will be expanded to include French members. 


The 
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The whole trizonal area will henceforth be regarfied as 
e -economic entity.in the programming of import re- 
q ynts, which will be done by JEIA. French..zone ‘require- 
ments will be.determined on the basis of the import: plan - 
already established, with. periodic conferences between the 
_ representatives.of JEIA, Bipartite Control Office, and the 
French zone. Representatives of the appropriate German ~*~ 
administrations of. the three western zones will be consulted 
in preparation of import requirement programs. Every effort 
will be made to maximize exports subject to JEIA’ rules and 
prosecure and pricing standards. 


BEST COPY AVAILABLE 
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Existing trade agreements will continue in’effect in | 
accordance with their terms but, as.rapidly as possible, ~ 
separate bizonal and French- zone agreements will be replaced 
by new trizonai agreements negotiated by JEIA. 


: The- policies and procedures of JEIA are to be put into 
effect in the French zone progressively and as soon as possi- 
ble and it is anticipated this will be fully accomplished 
by the end of this year. In the interim period the French 
zone will be permitted some automony--for example the_JEIA . 
branch office in that zone is authorized to enter inté con- 
tracts for approved imports in the name of JEIA but the main 
JEIA office may ask for any contract to be submitted for tts 
approval.- Similarly, the branch:office will enter into ex 
port contracts where deliveries do not extend beyond six 
months, with JEIA- having the right to. ask _— =. contract 
be submitted to it. for prior approval. _ . 


The assets and ‘liabilities derived from ispett-exdert 
operations, including cerital transfers, services, invisible 
transactions, and the like are to he merged in JEIA and‘ all 
foreign exchange proceeds will be received by and all imports 
paid for or.authorized by JEIA, Whilé- an effort will be made 
to unify the handling of accounts, it is recognized that 
special accounts incidental to special trade agreement pro- 
grams may be maintainec In this regard, “until a trade and 
payments agreement between the three western zones and the 
franc area. is put into effect, provision | is made for special 
accounts. .. | , vey 

With. regard to food ssieutes. trek hs’ German economy 
for the consumption of French military and civilian personnel 
in Germany subsequent *° “ie date of the agreement, it is pro- 
. vided that the French « -vernment will undertake to replace 
. it, with the replacement rate being.determined by the three 

Military Governors within 30 days after signature of the agree- 
ment. The replacement rate will be on a reasonable and not un- 
duly prolonged basis, and every effort will be made by the 
French authorities to reduce procurement | as quickly as possible. 


* * * 
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US SO epe re NOTE TO SWISS - On October 18 we presented to 

ON GERMAN EXTERNAL ASSETS ‘the French and British a note 
containing a proposed communica- 
tion to the Swiss on the settlement of issues arising in 
connection with the implementation of the Swiss-Allied Accord 
on German External Assets in Switzerland. We outline our 
suggestions as to the methods to. be employed in settling 
these questions, indicating which issues we believe should 
be arbitrated and which we believe should be negotiated. 





The Swiss-Allied Accord was signed in May 1946 by 
Switzerland on the one hand and by France, the UK, and US 
on the other, acting for the I4RA claimant countries. The 
agreement provides for the liauidation of German external 
assets in Switzerland and the distribution of 50% of the 
proceeds to IARA and of 50%.to Switzerland. It provides 
that German owners of the assets are to be indemnified in 
German money. | , 


The Swiss have given many réasons for thei: failure — 
to carry out the Accord, the foremost of which is their 
claim that they were not required to do so until a rate of 
exchange was established between Swiss and German currencies 
in order that the Swiss might know, when liquidating assets, 
the counter value that would be paid to the German owners. 
The US, UK, and France have, however, always held that the 
liquidation of the assets and the distribution to IARA were 
not conditioned upon the establishment of an arrangement 
for compensating the Germans. The Swiss therefore suggested 
that the exchange rate issue--whether implementation of the 
&ccord depends upon prior determination of the exchange rate 
and, if so, whether the Swiss may question the fairness of 
the rate established--as well es all other controversial 
issues under the Accord be submitted to arbitretion. The 
other issues raised by the Swiss includes: ‘legality of the 
Joint Export-Import Agency "black list"; matters involving - 
German property in free ports; definition of German state 
property; persecutees and hardship cases: patents; trademarks; 
matters involving. the Certification Agreement between Swit-. 
zerland and the US; and the intercustodial conflicts question; 
and the extra-territorial effect of decisions of the Joint: 
Commission (composed of US, UK, French and Swiss representa- 
tives) and the Swiss Authority. of Review. 


The British and French informally indicated their willing - 
ness to agree to the Swiss suggestion, but we felt that arbi- 
tration should be limited to certain issues which lie within 
the purview of the Accord and that all others should be nego- 
tiated. In our draft note to the Swiss we indicate our will- 
ingness to submit the exchange rate question to arbitration 


provided 
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provided that the Swiss agree toexecute the Accord immediately 
following the.arbitral decision, or its implementation if 
required. We propose, in addition, that negotiations lead- 

ing to the settlement of all issues other than the exchange 

rate should begin on a government-to-government basis immediate- 
ly upon acceptance of our proposal by the Swiss. While we 

might eventually. be willing to arbitrate some of these points, 
we state that issues not within the Accord, such as the inter- 
custodial conflicts question, should be negotiated. 


Our note indicates that, should the Swiss reject our 
proposals, the US would find itself in the position of having 
to make a report to IARA setting forth the failures of the 
Accord and the present inability to solve the problems pre- 
venting its implementation. We indicate our hope that France 
and the UK would join us in making this report. 


CONFIDENTIAL 
* * * 
SECRET 


NAC VIEWS WITH FAVOR TIMBER LOAN The National Advisory 

TO EASTERN EUROPEAN COUNTRIES Council has favorably con- 
sidered the loan request 

of a group of eastern European countries to the International 
Bank for Reconstruction and Development (IBRD) for a credit 
of $8.5 million to finance additional timber exports to west- 
ern Europe. Accordingly, it advised the US Executive Director 
of the IBRD that it approves his consideration of the appli- 
cation on the Board of Directors of the IBRD. This credit 

is part of an integrated plan which has been under study for 
some months by the ECE Timber Committee in Geneva, involving 
a loan by the IBRD and the sale of timber-producing equip- 
ment from western European countries to certain eastern 
European countries. A total of $16.5 million is env cease, 











$8.5 million to come from the IBRD and the equivalent of $ 
million in timber producing equipment from certain ERP 
countries. ) 


Although the amount of the loan is small, it is expected 
to result in substantial movements of timber and pitprops 
from eastern Europe to western Europe. It is estimated that 
the increased production of timber and pitprops resulting 
from the above plan will amount to about $120 million. After 
payment of the IBRD credit and western European equipment, . 
the balance of over $100 million will be sold to the timber-— 
importing countries under ordinary bilateral agreements and 
paid for largely with exports. 

Credits 
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Credits from the IBRD would be extended in approximately 
the following amounts: Austria, $900,000; Czechoslovakia, 
$1,000,000; Finland, $3,000,000; Poland, $1, 600,000+3 Yugo- 
Slavia. $2,000,000. Such credits would be repayable within 


a period of two years, mostly during 1949-50, with an interest | 


rate of 2 or 2-1/4%. The western European countries have 
indicated their. agreement to supply — in the a - 
ing manner: 


UK $1, 700, 000 


Switzerland “2 ,600, 000 
Netherlands : "170, "000 
France | 240 5000 
Belgium ; 885° 000 
Denmark 4 10 ,O00 
Italy - 2,100, "000 
Sweden . "440. y000 
Bizone 100, ”000 


Spare perts from a 
number of countries 105,000 





$8 , 350,000 

This equipment would be distributed as follows: 
Austria $1,300,000 
Czechoslovakia 1, "000, 000 
Finland 1, 750, 000 
Polend 1, 600, 000 
Yugoslavia _ 3 2.700.000 


This sum would be repaid by the timber-producing countries 
by additional exports of timber and pitprops equal to the 
amount of equipment the ERP countries have extended. That 
portion of the equipment to be purchased in the US will be 
finenced out of the IBRD credit. Procurement is subject to 
the normal export licensing procedure. The Commerce Depart- 
ment has indicated that the equipment and supplies are not 
of a nature which would necessarily ber their export, but 
approval or denial will be given only upon formal epplicetion 
for licenses. °F 

The ECA has informed the IBRD of its strong support of 
the project and has indicated its willingness, within the 
limits of its discretion, to provide the ERP timber ae 
ing countries with dollars, not to exceed more than $8.5 
million for this project. 


“Prom 
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From al] standpoints the proposal appears to have 
advantages: western European countries will receive needed 
timber mostly against payments of goods rather than dollars; 
eastern European countries will abtain greatly needed materials; 

and the use of ECA dollars for timber which can be procured 
outside the dollar area will be reduced. z 
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SEVEN COUNTRIES Last week seven ECA loan agreements were 
RECEIVE ECA LOANS signed between OEEC participants and the 
US. Under the agreements the UK receives 
$310 million, France $170 million, Italy $50 million, Norway 
$35 million, the Netherlands $95 million, Sweden $10 million 
and Eire $60 million. In general the loans will go to finance 
purchase of industrial machinery and equipment and industrial 
raw materials. All are for a 35-year period, with payments 
on the principal to begin semi-annually in 1956. Interest 
is at 2-1/2% beginning in 1952 and payable semi-annually. 
In order to facilitate European recovery the terms of re- 
payment are designed to place as small a burden as possible 
on the recipient countries, particularly in the early years. 
The period of grace is established so that no interest or 
principal payments will fall within the life of the Economic 
Cooperation Act of 1948, when most of the countries are re- 
ceiving assistance in the form of grants. All agreements 
contain clauses providing for discussion of postponement or 
‘modification of repayment terms by mutual agreement in case 
of adverse economic conditions. The terms were agreed upon 
by ECA after consultation with the National Advisory Council. 


. Under the law, $1 billion of the appropriation for Euro- 
pean recovery must be in the form of repayable loans. The 
Export-Import Bank will administer the loans. 


The only ECA loan which had been signed previously was 
one made last July to Iceland in the amount of $2.3 million. 
The interest rate was set at 3% and this may now be revised 
to conform with the later loans. In the case of Ircland, a 
temporary grant of about $6.5 million already had been auth- 
orized but will now be applied as a part of the loan and no 
other grants are scheduled at present for that country. 


* * . 
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BRITISH LABOR MOVES The seoee) Council of the British 
AGAINST COK? UNISTS Trades Union Congress (TUC) attacked 
-Communists.at home and abroad in a 
powerful statenent recently. réleased,. The TUC states un- 
equivocaily that Communists i _all countries are under 
Cominform orders to "sabotage" ‘world economic recovery and 
"wreck" the European recovery program. It calls on ali 
trade unionists to counteract every manifestation of Communist 
influence. The French strike is specifically branded as-a 
Communist-inspired political strike, and unionists are urged 
to alert the lax French to their "dangerous subversive acti- 
vities", and in effect to throw the Communists out of posi- 
tions of influence in trade unions. 








It is believed that this statement will accelerate the 
‘anti-Communist campaign inside the trade union movement 
generally, and will strengthen the hand of miners' leaders 

. in fighting Communists. in. Scotland “and South Wales, the only 
two areas where.-they are fairly strong among the miners: . 
Protests’are already. coming in from’local branches in Scot- 
land over the. £1,000 the Scottish miners' union voted to. 
French ‘miners and some local branches have comdemned’ the 
Miners' South Wales executive resolution supporting the: 
renee strike... :. 


, TUC Favors. Suspension of WFTU Last week the re issued 

a resolution that,the World Federation of Trade Unions (WFTU) 
should ‘suspend its functions, and stated that in the event 

the WFTU refused to. agree..to the suspension of its activi- 
ties, ‘a withdrawal of. the-TUC must follow. ‘The statement 
proposed’ that ‘agreement should. be sought. between the organiza- 
tions which’ have met their constitutional financial commit- 
ments as to the .precise terms. on which the suspension should 
apply and that trustees should be appointed, consisting of 

one’ representative each of the five main contributing national 
centers, who shall hold the accumulated funds of the World 
Federation. It further provides that the. trustees should meet 
within a year to discuss the conditions in which an attempt 
to revive an iriternationel trade..union.body may be made. 








* * baal 
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US_DIRECTOR AUTHORIZED BY NAG : Last-week the National 

Q 4PPROVE IBRD LOAN TO NEXICO Advisory Council advised 
the US Executive Director 
of the International Bank for Reconstruction and Develop- 
ment (IBRD) that’ it approves his consideration on the Board 


of Executive Directors of two credits to Mexico, totalling 





$35.5 million 
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$35.5 million for expansion of its electric power. The 
two loans are described as follows: a long-term loan of 
approximatelv $24 million for foreign exchange expenditures 
in connection with the expansion program of the Federal 
Electricity Commission; and a short-term credit of $11.5 
million, repayable December 31, 1949, to be made to the 
Federal Electricity Commission and Nacional Financiera 
and to be reloaned to the Mexican Light end Power Company 
to finance the immediate requirements of the company's 
expansion program. Both loans would be guaranteed by the 
Mexican government. 
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This week!” publication is designed to highlight developments in the eco- 
nomic divisions of the Department of State, and to indicate the economic prob- 
jems which are currently receiving attention in the Department. It is suggested 
that copies be retained on file, as reference will sometimes be made to previously 
reported items to avoid repetition. 


Document Security Instructions 


This document should be treated in accordance with current instructions 
regarding security measures for SECRET material. Extreme care should be ex- 
ercised to avoid public or private discussion of the information herein with or in 
the presence OF hearing of any person not authorized to have knowledge thereof. 
For general purposes all classified Foreign Service Officers and other responsible 
economic officers are authorized io have knowledge of the contents of this docu- 
ment, responsibility for the safekeeping of which will be assumed by each recipient 
thereof. It may be retained in protected files or, at the discretion of the recipient, 
destroyed by burning. If not personally disposed of by the recipient, he will 
assure himself that it is burned in the manner prescribed for SECRET material. 
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CHINA as FOR REMEDIES By now it has become exceedingly 
AS ECONOMY FACES DISASTER clear that the economic reforms 

| promulgated in China in August 
have been totally ineffective. Contrary to their desired 
effect, the very inflexibilities in the economic program 
(chief among which was relentless insistence on maintaining. . 
unrealistic prices and exchange rates) have had a crippling | 
effect and, coupled with the military losses in many directions, 
have hastened the day of reckoning. Last week the Chinese 
government came to the tardy realization of this fact and 
proceeded to take steps to relax some of these measures. 


Price and wage decisions have now been returned to _ 
civic authorities, with Chiang Ching-kuo's SESO (Shanghai 
Economic Supervisory Office) reduced to an econoric policy 
status. Its liquidation or its absorption by municipal police 
or garrisons appears highly probable. Temporary price fixing 
authority has been delegated to trade guilds in many stapie 
commodities in order to facilitate the early opening of shops 
in Shanghai, The Central government will fix prices of cotton 
yarn, cotton cloth, sugar, coal and salt. Locally manufactured 
goods will be priced by the respective trade guilds. 


| The money market has: become extremely tight. The black 
market for gold yuan (GY) is expected to follow the upward 
course charted by the CNC. The Currency Reserve Supervisory 
Commission announced a total GY note issue as of October 31 
of 1,595,386,691, representing an increase of some 65% over 
the figure of 956.7 million announced for September 30, but 
actual prices have risen much faster. Commercial and native 
banks. have been given permission, effective November 1, to 
increase interest rates nearly five fold to 18% per month. 
The black market interest ratés were quoted by the press on 
November 2 as 40 to 45% per month, ‘and American bankers 
state that these rates reached 75% on November 4. ‘Although 
there have been no recent authoritetive figures available . 
as to the smounts of gold, silyer end various foreign cur- 
rencies drawn in by the government under the August 19 
economic regulation, nor as to uses made of these funds, pre- 

sumably some of these newly acquired funds have been spent 
as foreign exchange end the remainder ellocated to currency 
reserves. 


While all price data have been prohibited, Shanghai 
press interpretation puts the volume of currency note issue 
far behind the rise in prices, the latter being described 
as ranging from 500 to 1800% in Shanghai during October 
alone. The resultant tight money market is expected tc force 
merchants to sell hitherto withheld inventories. Thus, shop- 
keeper's shelves in Shanghai and other cities, virtually bare 


these 
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these past few weeks, may soon be occupied again, if perhaps 
only partially and precariously. It is believed that, despite 
the apparent easing of the economic situation as a result of 
the relaxation of controls, the basic situation remains ex- 
tremely serious. Locel businessmen and bankers view the econo- 
mic and. financial prospects of the next few months with gloon. 


Latest reports from Embassy Nanking state that the 
Generalissimo is urging the- Premier to stay on notwithstanding 
his third attempt to resign. The Premier has now indicated 
that he and his Cabinet would stay in office for the time be- 
ing. The Premier, in discussing the failure of the economic 
reforms with the Embassy , laid the blame entirely upon the 
shoulders of General Chiang Ching-kuo, the Generalissimo's 
son, who, he charged, enforced measures in such a manner as 
to arouse the hostile opposition of bankers and other influen- 
tial elements to the positive detriment of the Generalissimo's 
prestige. According to the Premier, he had urged Chiang Kai- 
shek, since October, to permit him to relax prices, wages, 
public utility charges, etc., but the Generalissimo preferred 
to follow his son's advice. Now, the Premier believes, Chiang 
Kai-shek has tardily reached a “better understanding of the 
situation." The Premier also referred to the defection of 
the military which, he seid, overshadowed the economic situation. 
He concluded that the August 19 economic measures are still 
basically sound, but in need of important modifications. 


Reports from Consulate Mukden on November 4 indicate 
that the city is without electricity, water and telephone 
although the general situation has calmed. Communist currency 
is not yet in circulation. The announcement that gold yuan 
and northeast currency were invalid caused these currencies 
to depreciate with the result that food prices advanced four 
or. five times over the already exporbitant prevailing prices. 
However these currencies are now’being converted at the rate 
of 1 gold yuan to 100 units of the new local currency and 
3,000 units of the old northeast currency to 1 unit of new 
currency. On November 4 the Consulate reported that authori- 
ties were about to distribute food to the hungry populace who, 
because shops had been closed since the prererey Sunday, have 
had to loot and rob to eat. 


Press comment in China has expressed apprehension over 
the results of the US elections, fearing that forthcoming 
aid may not be as bountiful as had been anticipated. 
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TRIP POSITION ON A joint French-British-US position 
KTRROR-MATFA PIPELINE has been reached on an attempt to 
secure the reopening of the Kirkuk- 
Haifa pipeline for the export of crude oil only, without wa: 
for the present, pressing for a resumption: of Haifa re- | 
finery operations. The British and French have instructed 
their missions in Baghdad to approach the Iraqi government, 
and we have authorized our representatives to make a 
separate approach after the French and British have ini- 
tiated discussions. The missions in Baghdad have agreed 
that discussions should not be initiated until the politi- 
cal situation in Iraq clarifies. All conversations with 
the Iragis are to be kept on a strictly economic basis. 
If a favorable respeuse is received from Iraq, the US 
will follow the Br.tish and French in an approach to 
Israel stressing the provisionsl nature of the arrenge- 
ments and their economic basis. ’ 


When the French first urged that efforts which had 
been made to have the Haifa refinery resume operations 
on as nearly normal a basis as possible using crude oil 
from Iraq be abandoned in favor of efforts to gain re- 
sumption of crude oil flow from Kirkuk to Haifa for ex- 
port, our position was that we were prepared to accept 
the French proposal only if it became clear that opera- 
tion of the refinery was unlikely in the near future. 
In view of our support of the Bernadotte report with its 
proposal regarding Haifa and the oil refinery, we in- 
formed the French that we thought it advisable to await . 
the outcome of the discussions of the report in the . 
General Assembly before giving final consideration to 
their suggestion. 





Late in September the French presented to the OEEC 
oil committee a resolution regarding the importance of 
the operation of the Kirkuk-Haifa pipeline, perticularly 
to France and to ERP. At a meeting of French, British 
and US experts, called by the French to consider this 
question, the British strongly supported the French 
proposal in view of the probable delay in acting on and 
implementing the Bernedotte proposal. Because of the 
pipeline's importance to ERP and the probable delay in 
considering the Bernadotte proposal, we accepted the 
French proposal, subject to the understandings mentioned 
above regarding approeches to Iraq and Israel and to 
careful presentation of the proposal as a matter having 
no relation to the Bernadotte report with its mention 
of Haifa and oil facilities. - 


* * * 
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STEPS TAKEN ON RESERVATIONS In an effort to facilitate. 
TO BOGOTA ECONOMIC AGREEMENT ‘approval of the Bogota E¢ono-- 

mic Agreement, the US will 
agree to withdraw its reservations to the agreement provid- 
ing the proposed protocol to replace the reservations adequately 
covers the US position and is acceptable to all the American 
governments concerned. 


aeie oie 


Reservations were appended to the Bogota Economic Agree- 


ment (See page 1, May 10, 1948 issue of Current Economie 
cluding 


Developments). by "various "american countries, in 
US, to such an extent that it is not practicable to submit 


the agreement for approval by the Senate. In June 

the US representative on the Inter-American Economic and Social 
Council (IA-ECOSOC) outlined the problem and made suggestions 
for its solution. The Council agreed that an inquiry would be 
sent to the governments which had reservations and a Special 
Commission would draft a proposed additional protocol to re- 
place and clarify the reservations or declarations. The US 
position, as approved by the Executive Committee on Economic 
Foreign Policy, has been presented to the Special Commission 
which will now draft the proposed protocol and circulete it 

to the governments, at which time the US position will again 

be considered. The protocol, if approved, would be signed 

at the Buenos Aires Economic Conference, s cheduled for early 
1949, and become an integral part of the Economic Agreement. 
This: method was suggested as it is believed that if the basic 
text of the agreement were reopened at Buenos Aires for re- 
negotiation, the end result might be a document less satis- 
factory than the text agreed at Bogota. 





Trade Preferences Article 31 of the Bogota Agreement 
is the one to which we are most opposed as we feel it jeo- 
pardizes the International Trade Organization. It provides: 


"States with common boundaries or those belonging 
within the same economic region, may conclude preferen- 
tial agreements for purposes of economic development, | 
each State respecting the obligations that it has under- 
taken by virtue of existing international bilateral 
agreements or multilateral agreements that have been 
or may be concluded. The benefits granted in such agree- 
ments shall not be extended to other countries by appli- 
cation of the most-favored-nation clause, except in case 
of a special agreement in that respect. .. tripe | ° 


The development of the princi le contained: is 
Article is assigned to the Specialized Economic’ 


to be held during the second half of the present 


The 
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Article resulted from pressures by certain Latin 
‘countries for more extensive customs preferences. 
; US objections, the original proposals were watered 
m *®& give lip service to the ITO Charter and to existing 
bilateral trade agreements. We feel that the Article is 
ambiguous and lends itself to conflicting interpretations. 
While the first sentence of the Article makes regional — 






_ preferences subject to present or future bilateral or multi- 


lateral instruments, the second sentence suggests that the 
general most-favored-nation clauses of such agreements would 
be overridden by preferential agreements. We feel that the 

_ Article is, in effect, an invitation to the American republics 
not to approve the ITO Charter or to join the General Agree- 
ment on Tariffs and Trade (GATT) since non-approval of those 
instruments and acceptance of Article 31 would provide oppor- 
tunities for more extensive preferential arrangements than 
would be permitted under GATT and the Charter. 


We will, therefore, consent to withdraw our reservation 
to this Article only if the additional protocol contains a 
statement making it absolutely clear that Article 31 is subject 
to the bilateral or multilateral agreements which have been 
or may be concluded and provided that preferences adopted 
unter Article 31 are consistent with Article 15 of the ITO 
arter. : 


Prices We take exception to the paragraph of Article 
3, reading as follows: 


"...they (the American States) reaffirm their 
resolution that, as a general policy, there should be 
taken into account the need to compensate for the dis- 
parity that is frequently noted between the prices of 
raw materials and the prices of manufactured products, 
by establishing the necessary balance between them." 


Some of the other American republics made an important issue 
at Bogota of the alleged fact that terms of trade always 
favor the countries which produce manufactured goods, to the 
disadvantage of countries producing chiefly raw materials. 

It became impnssible’ to obtain the elimination of the Article 
or a modification satisfactory to us so we entered formal 
reservation. We will agree to withdraw the reservation but 
only if the proposed protocol contains a brief statement that, 
while it is recognized that such problems may arise from time 
to time, the American states do not recognize any substantive 
obligation, financial or otherwise, although they are always 
poorer to consult regarding possible means of solving such 
problems. 


We 
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We also entered a reservation to Article 30: 


"The States agree to cooperate among themselves 
and ‘with other producing and consumer nations, for the 
purpose of including inter-governmental agreements to - 
prevent or correct dislocations in international trade 

'- din regard to raw materials that are basic and essential 
for the economies of the producing countries of the 
‘Hemisphere, such as tendencies and situations of per- 
sistent disequilibrium between production. and consump- 

tion, of accumulation of excessive stocks, or of: sharp 
fluctuations in prices, without prejudice to the pro- 
visions of the second paragraph of Article 3." 


We will withdraw that reservation if the other states 
accept our position with respect to our reservation to 
Article 3. a re 


Article 30 had its origin in certain proposals aimed 
at commiting the US to various types of guarantees with 
respect to Latin American commodities. What eventually 
emerged was a statement so watered down that it is little 
more than a general statement in the conclusion of commodity 
agreements. The Article was, however, made subordinate to 
Article 3 and we, therefore, find it unacceptable. 


Labor Guarantees We also entered reservations to sub- 
paragraph and (g) of Article 32 which calls for adoption 
of measures leading: to: 


"(f) Insuring a legal system of paid annual 
vacations for all workers, taking into special account 
the suitable period of the case of minors; and 


(g) Insuring permanence of tenure to all wage 
earners, and preventing the possibility of discharge 
without just cause." . 


We will withdraw these reservations if the proposed protocol 
clarifies our position by stating that the provisions of 

(f) do not imply any obligation to enact legislation to ful- 
fill that aim, and that (g) does not imply an obligation to 
ensure permanance of teriure to all workers. While the aims 
of the US government seem to be along these lines. and US 


labor enjoys real benefits far in advance of most: countries, 
we cannot accept provisions which would commit us in advance ° 


oo ia [ 
“we 
‘ . 
“Sg 
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to legislative action. 
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PREPARATI FOR THER Work is going forward in prepara- 
TARITE RECOTIET TONS tion for tariff negotiations to 
be held in Geneva next April 
looking toward the accession of a number of new countries 
to the General Agreement on Tariffs and Trade (GATT). 
Plans for bringing additional countries into the &greement 
are in accordance with procedures adopted at the second 
session of the Contracting Parties, which met in Geneva 
this past September. 


Negotiations to be conducted by the US will be carried 
out under the authority of the Trade Agreements Act, as 
amended and extended, and will follow the usual procedure 
of the inter-departmental trade agreements organization. 
\Soe page ze, Coa 20, 1948 issue. of Current Economic 

evelopments). 


scant rs Participating Countries with which we anti- 
cipate tariff negotiations ares Denmark, Dominican Republic, 
El Salvador, Finland, Greece, Haiti, Italy, Nicaragua, Peru, 
Sweden, and Uruguay. There is some doubt, however, as to 
whether Peru will actually participate. Although that 
country indicated an interest in doing so and we have pro- 
ceeded with the preparation of lists of concessions to be 
offered and requested of Peru, the Peruvians have now poti- 
fied the Executive Secretary of the Interim Commission of 
the ITO that it will be unable to participate in April. It 
is not clear as yet what Peru's difficulties are. 


There is a possibility that Colombia mey particip-te 
in this second series of negotiations. The Colombians have 
expressed interest in accession but are not certain that 
they will be in a position to begin negotiations in April. 


Consideration is also being given to the possible 
accession of Liberia to the General Agreement. Legation 
Monrovia very recently informed us that Liberia is now 
interested in accession and is making preparations to be 
represented at the April session, but no tariff negotiations 
between the US and Liberia are presently contemplated. 


Public Notice of Items To Be Considered On November 5 


the formal public notice of this government's intention to 
conduct tariff negotiations in April was issued as required 

by the Trade Agreements Act. Accompanying the notice were 
lists, by countries, of the items on which the US will 

consider possible tariff concessions. Under: the Trade 
Agreement Act, as amended, interested persons are afforded 

an opportunity to present their views concerning the pro- 
posed negotiations. The Committee for Reciprocity Information, 


which 
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which is the agency designated to receive such views, has 
announced that public hearings will be held beginning 
December 7. iy 


In accordance with the Trade Agreements Extension Act, 
the lists of products on which possible US tariff concessions 
may be considered have been transmitted by the President to 
the Tariff Commission, which is required to investigate, 
hold hearings, and report to him within 120 days, in regard 
to each such item: 1) the extent to which US tariffs and 
other import restrictions may be reduced without causing 
or threatening serious injury to the domestic industry pro-. 
ducing like or similar articles; and 2) what, if any, addi- 
tional impart restrictions would be required to prevent 
such injury. : : 


The timetable for the GATT negotiations as adopted by 
the Contracting Parties provides for the exchange of final 
lists of requests for tariff and other concessions by. 


January 15, 1949. 
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* * 
SECRET 


EXIMBANK APPLICATIONS Recent Loans and Applications The 

AND LOANS REVIEWED majority of loan applications recently 
: under study by Eximbank officials are 
from countries in the Western Hemisphere. While two of the 
countries which have been discussing loan possibilities with 
the Eximbank have not yet submitted formal applications, | 
eight others have been granted credits since June 30, 1948. 
The latter countries include Brazil, Mexico, Panama, Venezuela 
and Chile which received two credits. An Eximbank credit 

of approximately $3.5 million was extended to finance the 
sale of buses to Sao Paulo and Rio de Janeiro, Brazil, for 
municipal bus lines; $1.5 million was authorized for the 
purchase of raw materials for a Mexican steel mill. The 
Eximbank authorized extension .of a $2 million credit for 

the construction of a hotel’ in Panama and of a credit of 
approximately $2 million to finance the expansion of power 
plant facilities in Caracas, Venezuela. One credit to 

Chile was for $1.2 million to finance purchases of US 
equipment and services for the expansion of a Chilean te ile 
plant. The other, a credit of $375,000, was extended tc 
assist in financing the sale by a group of US manufacturers 
of $650,000 worth of machine tools, cranes and foundry equip- 
ment to the Manufacturers de Metales of Chile. 
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Applications for projects in Bolivia, Brazil, Canada, 
Chile, Colombia, Haiti, Mexico, and Uruguay are now being 
considered by the Bank. The Bolivian application, for a 
$2.5 million: credit to finance: the development of the 
Bermejo oil field, is being held in abeyance pending the 
completion of a survey by a US firm of consulting engineers 
undertaken at the request of the Bolivian government. Brazil 
has applied for a credit of $24.5 million to.finance the 
expansion and improvement of power plant facilities in Rio 
de Janeiro; and the Canadian application is for a: $2.5 
million loan to a mining company. Chile is seeking an 
additional $26 million for the Chile Fomento Corporation 
for the completion of its steel plant and approximately $2 
million for port improvements in connection with the same 
project... Because of a lack. of information, action has been 
very slow on the Colombian request for a $50 million credit 
required for general purposes, including additional funds 
for financing the reconstruction and rehabilitation of 
damage caused by the April uprising. Following an Eximbank 
mission to Haiti to study the Artibonite Valley. Development 
project, which is included in Haiti's $16.5 million credit © 
application, the Bank is considering a request for approxi- 
mately $4 million. for that project. Mexico now has five 
applications, totalling $26.5 million, filed by Nacional 
Financiera, S.A. with the Eximbank under a $50 million 
commitment. Since the unallocated balance of the commitment 
is only $10.5 million, the Bank is awaiting a decision from 
the Mexican government as to the urgency of the respective 
projects on a priority basis. The applications are as 
follows: $12 million for industrial machinery; $5 million 
for national railroads; $7 million for coal and coke develop- 
ments; $1.5 million for Tampico waterworks; and $1 million 
for Mexicana de Gas, S.A. The Uruguayan application is for 
a credit of $141,600 to finance the sale of paper-making 
machinery to a paper processing company. Preliminary talks 
have been held in. the Bank with Venezuelan officials regard- 
ing the possibility of a loan. Venezuela would like a $16 
million credit for a grand-scale urban project for Caracas. 
Nicaragua is also considering applying for Eximbank financing 
to complete the Rama road. : : 


Finland, Belgium and: Czechoslovakia are the only 
European countries which have actively sought Eximbank 
financing recently. Early in November the Eximbank extended 
to Finland a $10 million credit to finance the purchase of 
US equipment and raw materifils for the wood -products industry. 
Belgium has discussed the possibility of a loan for a general 
public works program; Czech officials are interested in 
securing an additional cotton credit. : 


Credits 
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Credits of $418,000 for the purchase of electrical 
equipment to be used in connection with paper-mill machinery 
and of $140,000 for diesel shovels and spares for use at 
the copper mines were approved for Turkey in October. These 
allocations were made under Turkey's blanket authorization 
of $25 million which was approved in July 1946. Meanwhile 
discussions have been held with three other Near East coun- 
tries, Iran, Israel and Afghanistan, but no formal applica- 
tions have yet been received from any of them. In their 
approaches to the Bank these governments have indicated a 
desire for a general line of credit. 3 


Indonesia, the Union of South Africa and Liberia 
have been sounding out the possibilities of loans from the 
Eximbank. The Indonesians have indicated, in discussions 

with Department officials, that they will shortly apply 
formally to the Bank for a $9 million loan for the develop- 
ment of the palm oil industry on the ‘east coast of Sumatra. 
South Africa is interested in a generdl balance of payments 
loan; they have not indicated the amount but it is anticipated 
that it will be substantial. The Bank has under consideration 
a request for a credit to the Liberian Company to help finance 
the Bomi Hills iron ore project in Liberia. 


Credits ats gie Prior to July The Sixth Semi-annual 
Report of the Eximba shows that new credits totalling 
$77.1 million were extended during the six months from 
January 1 through June 30, 1948. General export trade 
credits were granted to Brazil, Colombia, Mexico and 
Venezuela in South America; Finland, Norway, Sweden and the 
UK in Europe; and China, Egypt and Turkey. A credit of 
$8.3 million was authorized to assist in financing the sale 
of locomotives to the National Railroad of Brazil. A $10 
million credit was extended to Colombia for the purchase in 
the US of equipment. required for reconstruction and repair 
work following the April uprising. Under the $50 million 
credit to Mexico $6 million was allotted for construction 
of a nitrogenous fertilizer plant near Mexico City. The 
Bank authorized an additional credit of $500,000 for the 
construction of a breakwater at the harbor of La Guaira, 
Venezuela and an allocation of approximately $2 million, 
under a $25 million credit authorization for the construction 
of hotels in Latin America, for a hotel in Caracas, Venezuela. 


Under a $5 million credit commitment to Finland the 
Bank allocated slightly under $2 million for the purchase 
of agricultural equipment and spare parts and another 
$717,000 for the purchase of tires, tubes and accessories. 


The 
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The Bank also authorized'a credit of $575,000 to assist 

in financing the purchase of trucks and other automotive 
equipment. A credit of $250,000 was extended to Norway to 
assist in financing the purchase of equipment for a cable 
manufacturing plant in Oslo, and over $20 million to Sweden 
to assist in financing the sale of transport aircraft to 

two Swedish air lines. The'UK received an advance commitment 
of not more than $22.5 million to assist in financing the 
sale of aircraft and related spare parts and engines to the 
British Overseas Airways Corporation. However, this expired 
without having been used. an 


Under a $16 million credit to Yungli Chemical Industries 
$1.6 million was allocated for the purchase of equipment to 
rehabilitate and expand an ammonium sulphate plant near , 
Nanking, China. An increase of $1.5 million was authorized 
in an existing credit of $5.6 for the construction of a 
nitrogenous fertilizer plant in Egypt.: The Bank allocated © 
a little over $1 million, under a $25 million credit commit- 
ment, to finance the shipment to Turkey of 88 locomotives 
whose purchase was partially financed under this same credit. 


“;  Qne commodity export credit extended during this period 
was a credit of $29 million for the purchase of US raw cotton 
by the Occupied Japan Export-Import Revolving Fund. The re- 
payment of almost $2 million on advances under a $19 million 
revolving credit to finance the shipment of US cotton to the 
bizonal area of Germany made possible another $2 million in 
advances to the US/UK zone. 


Approximately $194,000 was advaneed under small exporter- 
importer revolving credit lines during this period, while 
$145,000 of principal was repaid on outstanding obligations 
under these credit lines, | 


SECRET 
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JAPANESE-STERLING AREA Representatives of SCAP and of 

E ARRANGEME five British Commonwealth countries 
have concluded a sterli area trade 
arrangement covering the period from July 1, 1948 to June 30, 
1949 and involving trade to the minimum value of L55 million, 
which represents a large increase in Japan's trade with the 
whole sterling area, British Commonwealth participants in 
the negotiations, which were carried on in Tokyo during 
July and August, are Australia, India, New Zealand, and 
South Africa, as well as the UK and its colonies, except 





Hong Kong 
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Hong Kong. This is .the first timé that such a large part | 

of the sterling area has pooled its resources for the purpose 

3 eee one of the two parties to an arrangement of this 
nd. 


os The arrangement embraces trade through both government 
‘and. private channels and aims at maintaining an approximate 
balance of exports and imports in order to avoid dollar 
expenditure on either side. 


Non-Restrictive Arrangement The arrangement provides 
that all trade between the two parties shall be conducted 
' on a sterling basis in accordance with the terms and provisions 
of the over-all sterling payments arrangement which is in 
force between SCAP and the whole of the sterling area except 
Hong Kong. The trade plan which forms the basis of the 
arrangement is not restrictive, but is intended to represent 
the volume of trade which may be expected to flow between 
them during. the period covered and the character it is most 
likely to assume. The plan is not intended to constitute a 
commitment, binding on either party, but rather to represent 
a reasonable computation of the volume of sales and purchases 
likely to result from the desire of the two parties to develop 
trade between them to the highest practicable level. It is 
understood that the undertaking of each to expend on imports 
from the other the full amount of the proceeds from exports 
to that party in no way binds either to import from the 
“other goods of a less essential nature than those included 
in the plan. 


Frequent Consultation Provision is made for frequent 

consultation between the parties; for the establishment of 
special machinery to ensure that accurate and up-to-date 
information shall be available in respect of the operations 
and to ensure the implementation of the trade plan generally; 
and for a general review not leter than January 15, 1949, 
with a view to paving the way for a fresh plan in the next 
trading year. | 


Multilateral in Character One 2dvantage of the 
trade arrangement is that, within the scope of an estimated 


over-all balance, it affords greater elasticity for Japan's 
sterling area trade in that it is a multilateral arrange- 
ment between occupied Japan on the one hand, and on the 

other the UK.and the whole Colonial Empire with the exception 
of Hong Kong, and four other British Cémmonwealth countries, 
all of which are important supplicrs of Japan's needs in 

raw materials as well as traditional markets for Japan's 
products. 





The 
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The arrangement leaves the way open for other countries 
in the sterling area to accede, subject to the approval of 
both parties. Also, it is open to individual sterling area 
countries to negotiate bilateral arrangements with occupied 
Japan, as in the case of the Dominion of Pakistan. Mean- 
while, sterling trade can continue between occupied Japan 
and other countries in the sterling area (Burma, Ceylon, 
Iraq) under the provisions of the over-all sterling payments 
arrangement on a case-by-case basis. 


Goods Involved The main goods to be exported by occmpiec 
Japan are cotton textiles, which =ccount for a minimum of 
over b16 million of the total minimum estimated Japanese sel-s of 
some $27.5 million; industrial machinery and parts; rew 
silk; rolling stock; caustic soda and other chemicals; 
rayon, wool, and siik manufactures; paper and paper products; 
and bunker coal. The sterling area perticipants will furnish 
a wide range of raw materials and other goods and services 
to an approximate value of £23 million, including raw wool, 
iron ore, salt, raw cotton, cereals, petroleum, rubber, tin, 
jute, oil seeds, vool waste, coal, hides and skins, manganese, 
gums, resins, and shipping. The balance of spproximetely 84.5 mil 
lion will be offset against 2 balance of goocs already delivered 
to occupied Japan during the previous period on open account 
under governmental trading arrangements. 
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F£0 TO HOLD FOURTH The fourth snnuel conference of the " 
eNNUzL CONFERENCE Food and fgriculture Orgenization, which 
now has a membership of 57 countriés, 

is to be held in Washington beginning November 15. During 
the past week, FAO's Policy Committee on Production and 
Distribution hes been considering policy issues thet will 

be taken up by the FLO Council the week of November 8 and 

by the FAO Conference, particularly by Commission I, which 
will be concerned with the ennueal review of world food nd 
agriculture problems. 





Some of the major policy issues to be considered by 
Commission I are the extent to which the Internationel 
Emergency Food Committee of the Fi0 Council should continue 
to make recommendations to governments regarding the allocztion 
of foodstuffs and related materials that are in short supply. -_ 


whet 
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what should be done with the commodity committees which 
have been concerned witi: ellocations when there is no 
longer need for such allocations, anc the provisions that 
should be made for continued study and. analysis of inter- 
national commodity situations, particularly those in which 
burdensome surpluses may develop. 


Commission II will discuss technical activities of 
Fi0. It will consider the program of work in relation to 
the draft budget of the organization, and will decide the 
proportion of the organization's funds that should go into 
verious types of activities. Commission III will be con- 
cerned with the constitutional, administrative and financiel 
questions, the most important of which are the site of Fi/.0's 
permanent headquarters, the budget for 1949 and the scale 
of contributions by member governments. 
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This weekly publication is designed to highlight developments in the eco- 
nomic divisions of the Department of State, and to indicate the economic prob- 
lems which are currently receiving attention in the Department. It is suggested 
that copies be retained on file, as reierence will sometimes be made to previously 
reported items to avoid repetition. 


Document Security Instructions 


This document should be treated in accordance with current instructions 
regarding security measures for SECRET material. Extreme care should be ex- 
ercised to avoid public or private discussion of the information he ein with or in 
the presence or hearing of any person not authorized to have knowledge thereof. 
For general purposes all classified Foreign Service Officers and other responsible 
economic officers are authorized to have knowledge of the contents of this docu- 
ment, responsibility for the safekeeping of which will be assumed by each recipient 
thereof. It may be retained in protected files or, at the discretion of the recipient, 
destroyed by burning. If not personally disposed of by the recipient, he will 
assure himself that it is burned in the manner prescribed for SECRET material. 
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DISCUSSIONS OPEN Discussions on a Ruhr statute opened last 
ON RUHR STATUTE week in London by an intergovernmental 

working .party composed of representatives 
of the US, UK, France and Benelux. This is in accordance 
with the London Agreements on Germany of last summer when 
broad agreement was reached ona control plan with an inter- 
national authority whose functions would primarily be limited 
to supervising distribution of iron and steel. The discussions, 
based on Annex C of the Agreements, are technical and: the US 
and UK are hoping to confine. them strictly to the establish- 
ment and immediate powers of the authority. 


French Protest Preamble of Bizonal Law on Ruhr Several 
days before the conference opened, British and American 
authorities in the bizonal area announced a trusteeship plan 
for the iron and steel industries in the Ruhr. The freamble 
to this plan stated that eventual ownership of the industries 
will be determined by a freely elected German government. 

The preamble also contains a reservation making it clear that 
the former magnates and Nazi owners car, under no eircumstances, 
recover control of their properties. This is in accordance 
with the British and Ameiican position which has been made 

clear to France and the Benelux and the French delegation in 
Germany has been kept closely advised of the development of 

the plan. 7 | 





The US-UK announcement brought an immediate and strong 
protest from the French government which, because of its fear 
of a resurgent Germany, seeks international control of the 
Ruhr. The French state that they refuse to recognize the 
declaration in the preamble, as no agreement has been reached 
on the question of ownership. 


The atmosphere at the opening of the discussions last 
week, however, was unusually friendly in view of the strong 
French reaction to the ownership matter. It was agreed that 
an effort would be made to play down press interest in the 
proceedings on the ground that the talks are concerned with 
technical problems and not high policy. 


The French, however, made a preliminarv statement recall- 
ing that the London Agreements contained no provisions with 
regard to the ownership of these enterprises and that the 
French National Assembly, in ratifying the Agreements, had 
made some reservations, affirming the French thesis of a 
regime of international ownership, expressing hope that the 
ownership question would be settled as soon as possible, and 
stating that France would reopen the matter of international 
control of management when steps. were taken to set up an 
international authority for the Ruhr. 


The 
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The statement. “continued: “by ‘beiien: ‘that the French > 
realized the question of ownership. was not ‘on the London: 
agenda and‘ is. being handled: through normal ‘diplomatic ~ 
nels; but that: they wished:'to ake..clear their position that 
participation in the London talk Ss in no way chariged their. . 
views on management, They further expressed hope that the 
question of control of management could be reopened during: 
the discussions. The statement continued that the French 
feel that contrél of distribution of.-the coal, coke .and steel 
cannot be properly effective if the international authority. 
does not retain a certain’ number of the powers of control 
over the management. of the plants now exercised by. Allied 
authorities, It was: emphasized that they do not want manage- 
ment’ itself to be vested in an international. authority but - 
that the control authority should supervise, in particular, ~~ 
the drawing. up and implementation of tears ‘of production. ; 
and Po<gqylomngt. ae a es 


x * * 


FRENCH COAL STRIKE According to an official of the preneh” 
NOW UNDER CONTROL Ministry of Industry and Commerce, the - 

: Communist-inspired coal strike, which: 
began October 4, is under-control. , 





The Ministry of the Interior claims that the. government 
now controls.all of the coal pits, and leaders of the non- 
Communist Force Ouvriere (Fo) estimate that 70% of the total 
miners and surface workers are back at work. Informants. 
believe, however, ‘that it will be at least two or thrée 
weeks before :mines operate at full capaeity because of the 
need for repairs, © Another obstacle to the ‘immediate return 
to work is the miners! sear at leaving their families at 
home unprotected from Communist violence. It is expected 
that increased police patrols and better organized FO. groups 
will alleviate this. Following an inspection trip in the 
northern mining -districts, an important anti-Communist labor: 
leader reported. that he believed 80% of the miners and popula- 
tion were "relieved" by the arrival of troops and even the. miners 
used the term "liberation" in. speaking. of their arrival, 


Extent of. Communist Victe A high French. government - 
official observes. that, while: the government has dealt a 
strong blow..to- Communist leadership, the latter nontheless 
has achieved an important ‘victory. ‘by bringing about a tremen- 
dous depletion of coal stocks. Because of this, he stated, 
the government remains very vulnerable, sinee there would 
be no stock reserves in the event of another strike in a 





few 
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few months. _ From a'mineworker leader of the FO comes a 
similar view:. he said that the objective of the CGT and. 

the Communist Party of: nullifying ERP aid has been partially 
attained since funds’ destined for reconstruction must now 

be diverted to coal: imperts to'replace part of about four 
million.tons lost by.the strike. This leader grimly observed 
that the strike’cost tens of millions of dollars to the nation 
in lost: production while the Communists have been spending 

the relatively small sum of 100: million francs weekly. 


Effect on Induistry In conversations with Embassy Paris 
in which he evaluated the effect of the coal strike on all 
French industry, an official of the Ministry of Industry and 
Commerce expressed optimism concerning the immediate situation 
but pointed to the seriousness of the depletion of stocks. 

He believes the six weeks supply of coal on hand when the 
strike started enabled the’ government to be firm and refuse 
the CGT!s demands. He fears that two or three months from 
now, when stocks will still be equivalent to only one to two 
weeks reserves and when the workers will have largely forgotten 
the effects. of the present strikes, the Communists may again 

_. call a strike and there would then be.no reserves. to. run. 
industry. He further feels that any minor strain on the 
economy, such as delays in river transportation, would have 
immediate repercussions on a number of industries, because 
of .the lack of coal stocks. | 





' Currently electrical power has been curtailed one-third 
in.all industries, with certain industries curtailed even _ 
more drastically, especially those that consume large quanti- 
ties of electricity but which employ. only a small labor force. 
The paper manufacturing and cement industries, for example, 
have been closed down entirely. The electro-chemical and 
all electro-mechanical industries have been severely curtailed, 
and in some instances closed. The iron and steel industry is 
in a unique situation inasmuch as three-fifths of the coke 
comes from abroad and those supplies were uninterrupted. 

Full resumption of irof and steel activities, which also 
suffered from a recent strike, appears to be fairly well 
assured. They will, however, have to operate on a very close 
margin of stocks and thus will not be able to withstand any 
interruption in future supplies of coke. 


As tothe future supply position, the UK has definitely 
announced that no further coal will be supplied to France 
and, although Belgium has a considerable excess of coal, it 
is: unwilling to supply any unless it is paid in Belgian francs. 
The Ministry official believes the US is the only country in 
a sufficiently flexible position to supply the desired amount. 


Growth — 
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Growth of Hea-Commun’st Pabor strengt’ After the second 
day of the strike, the Catholic Labor Confederation (CFIC) 
announced it "disassociated itself from the unlimited coal 
strike" in accordance with its prior decision for a 48-hour 
strike only. -The FO denounced the strike by the CGT as a 
political strike undertaken under the orders and by means 

of funds received from a foreign country. CGT orders to 
block all transport of coal by railway provoked strong pro- 
tests from the Railway Workers Federation of the FO, which 
instructed its members "not to associate themselves with the 
sabotage of the country's economy organized by the CGT off- 
spring of the Communist Party". The Catholic Labor Movement 
issued similar instructions. There has also been notable 
resistence of longshoremen t» a CGT strike order, which 
resistence Embassy Paris feels should be largely credited 

to the courageous and skillful organizing work of non-Communist 
unionists operating with scanty funds. Similar work among 
French seamen is becoming increasingly effective, while, for 
the first time since the liberation, shipping companies and 
port authorities are showing courage in opposing Communist 
labor leaders. Shipping companies, for example, have been 
reported preparing preferred lists of FO workers and black 
lists of Communists, with the demand that the government take 
these lists into account in authorizing employment. 


According to one important anti-Commumist labor leader, 
FO propaganda has been helpful in publicizing new benefits 
recently accorded the miners by the government. In general, 
because of Communist control of the mine workers' press, the 
strikers had not known that the bulk of their demands origin- 
ally made for improved living of miners had been met shortly 
before the strike started. 


The FO has also organized its own strong-arm squads in 
northern coal:fields, where Communist terrorism has been 
particularly serious, and in some coal towns they are giving 
Communist local leaders the same treatment applied to FO 
leaders by the Communists in the past. Soon the FO will de- 
velop similar squads to defend its meetings in provincial 
cities and plans to hold demonstrations in about forty pro- 
vincial labor centers. The newly agressive attitude of the 
FO leaders promises to have an excellent effect on French 
worker opinion. 


Government Role French government officials have been 
credited by anti-Communist labor leaders with handling the 
strike operations well, occupying the mines only when suffi- 
cient forces were accumulated to act with power. The troops 
were moved in not to break the strike but to reinforce the 
police and prevent destruction of the mines so far as possible. 


Action 
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Action against Communists holding government positions 
has been limited to suspensions on the grounds that "exercise 
of their functions is incompatible with their appeals to 
miners to abandon maintenance of mines". Specifically, the 
government suspended veteran Communist labor leaders from 
their posts in the National Railways and from membership in 
the National Coal Administration. The government also announced 
that the long-standing regulation on family allowances would 
be applied, which will exclude from benefits for the November 
period those workers who have failed voluntarily to perform 
18 days of work within one month. The effect of this penalty, 
along with refusal of unemployment relief as well as rejection 
of the anticipated demand for pay for the strike period, will, 
if actuelly applied, have a sweeping and destructive effect 
on the ability of the CGT to organize further strikes. 


Outside Financing French Socialist ministers are re- 
ported to have spoken plainly regarding Soviet inspiration 
of the strike as a maneuver against US aid to Europe and one 
referred specifically to a guarantee by the Cominform of 30 
million francs daily for strike expenses of miners and dockers. 
Repeated press accounts have reported financial aid in varying 
amounts as coming from sympathetic unions in Poland, Hungary, 
Belgium, Czechoslovakia, Yugoslovia, Italy, Switzerland, Soviet 
zone Germany , USSR, and Scotland. Embassy Paris believes 
that the CGT's position has been considerably strengthened 
by very substantial sums of money believed to be of Soviet 
origin. 


International Committee May Investigate At the request 
of the CGT mine workers union, the World Federation of Trade 
Unions (WFTU) Secretariat has issued invitations to labor 
unions of Poland, Czechoslovakia, Hungary, Belgium, the UK, 
and the US, to report on the coal strike. The suggested. 
composition of the committee would be to have one member from 
-each country except the US, which would have one United Mine 
Worker and one CIO representative. Embassy Paris feels that 
any investigation conducted under the patronage of CGT mine 
workers and the WFTU is handicapped at the start and would 
probably result in a pro-Communist majority report supported 
4 John Lewis with the minority report presenting the real 

acts. 
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US_ AND UK TO START INFORMAL At our invitation, Sir George 
TALKS ON AVIATION MATT=RS ‘Cribbett, the Deputy Secretary 
of the UK Ministry of Civil 
Aviation, will arrive in Washington early next week for in- 
formal discussions of aviation problems of mutual interest 
to the US and UK. We asked for these discussions in view 
of the current world-wide trend toward restrictioriism in air 
transport and deviations from the Bermuda principles embodied 
in the US-UK agreement of September 1946. (See page 11 
September 27; 1948 issue of Current Economic Developments) . 
Discussions will concentrate on the problems which arise = 
the application of Bermuda principles and we expect to. obtain 
the latest UK thinking on what departures from the Bermuda 
concepts they consider unavoidable. Sir George will 
be prepared to explain in detail UK negotiations with India, 
Egypt and Pakistan. We will do the same with respect to 
Mexico, Peru and other countries with which we are having 
difficulties in. reaching or in carrying out the provisions 
of Bermuda-type agreements. The discussions will also cover 
general policy problems regarding an eventual multilateral 
civil aviation convention, the British caribbean route case, 
and problems arising out of the current OGNENG of the Inter- 
national Air Soaaapers Association. 
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DENMARK APPROVES DOUBLE Embassy Copenhagen reports that on 
TAXATION TREATY WITH US November 12 the Danish Parliament 
approved the double taxation conven- — 








tion with the ‘US. 


Double taxation: conventions with the Netherlands and 
France still await parliamentary approval from those countries. 
Technical discussions looking to a tax convention with Norway 
are expected to be held in Washington before the end of 
February, ath 


UNCLASSIFIED 
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ECO € CONDITIONS IN Reports from New Delhi and Karachi 

INDIE +i PART STAN indicate the economic problems of 
those countries, and the failure, 

as yet, to establish any real measure of economic coopera- 

tion between the two dominions. Both countries are harried 

by the refugee problem, by food shortages and inflation; both 


are working on plans for industrial development. 





In a further effort to implement the agreement of last 
May for the mutual supply of essential commodities between 
Pakistan and India, new conversations were recently held in 
Karachi but obtained nothing more than a recognition of the 
problems of both countries. Since May, Pakistan alleges, 
India has failed to deliver the quantities specified of coal 
and cotton cloth and has sent no iron and steel. On the other 
hand, Pakistan has been unable to live up to its part of the 
agreement to deliver food grains because of its own deficits, 
and the movement of neither jute nor cotton has: been satis- 
factory to India. The conference terminated with a statement 
that both sides understood the difficulties involved in 
implementing the original agreement and that, with the approval 
of the respective governments, necessary modifications would 
be determined without delay. Pakistan has established a fixed 
monthly quota of raw jute for India, which means that if 
India fails to import the whole quantity allocated in any 
particular month, the quota will lapse. The new policy is 
possibly in the interest of the jute grower and it has been 
severely criticized in India, 


One negotiation between the two countries that was success- 
ful was the conclusion of an air transport agreement last June 
which formalized the standstill arrangements and provides 
for an extensive network of air routes between the two dominions. 


Refugee Problems The most serious problem faced by 
Pakistan is the one caused by refugees and this has become 
so serious that it is a continuous threat to the very existence 
of the new dominion. A "grave emergency" giving powers to 
the government, was invoked in late August. New ordinances 
have been issued providing. for rehabilitation commissioners 
and custodians of evacuee property, but it remains to be seen 
whether or not they can be administered successfully. From 
New Delhi comes the report that a renewed Hindu exodus from 
East Pakistan threatens the economy and stability of the 
already overpopulated West Bengal. ‘The total is now over 
1.25 million, with 25,000 coming in last month. A demand 
has’ been made that Pakistan provide adequate land upon which 
to settle these refugees. 





Pakistan's 
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Pakistan's Food Situation Serious In Pakistan the food 
problem remains unsolved, with near-famine conditions develop- 
ing in the eastern part. Not having received a reply from 
IEFC in: regard to its urgent application for an allocation 
of 160,000 tons of food grains, Pakistan has announced it 
is trying to obtain wheat from Argentina, Hungary and Yugo- 
slavia. A Karachi press statement reported that Russia had 
agreed to ship 30,000 tons of wheat in exchange for jute but 
this has been no more officially confirmed than was a previous 
Claim that Russia would supply coal in exchange for cotton. 
Meanwhile, there has been considerable activity in the Ministry 
of Commerce, with a mission going to Japan, and an announcement 
in the press that early shipment of cotton textile machinery 
had definitely been assured, The trade agreement with Czecho- 
slovakia, long under negotiation, has been signed and now 
awaits official ratification. New bilateral trade agreements 
with Yugoslavia, Hungary, Turkey and Egypt are under active 
negotiation. The Belgians have shown an interest in supplying 
120,000 tons of steel, but no definite arrangement has been 
made. Attention is being given to the International Trade 
Organization, and Pakistan believes such an institution will 
eventually prove of great assistance insolving its problems 
relative to trade development and industrialization. 


India Takes Steps to Control Inflation During the past 


two months the Government of India has taken: piecemeal steps 

to control the inflationary trend, with a gradual return to 
controlled food prices during the next 12 months, and recontrol 
of textiles, with rationing of cotton cloth beginning November l. 
While a report from Bombay indicates that prices for the week 
ending October 16 were .4% lower than for the month previous, 

it is too early to attribute any price stability to the recently 
announced anti-inflation program, and it may be attributable 

to the low seasonal level of business activity. The real test 
of the anti-inflation program will come in the November to 

March period. Prices are 26.1% higher than a year ago. 





Conclusion of the Hyderabad campaign is reflected in ; 
general relief and optimism in business and financial circles. 
Release of motor fuel, transport and other supplies held for 
possible use in connection with Hyderabad has eased the supply 
position of these commodities and given an impetus to normal 
business activity throughout southern India. Some relief of 
the Bombay port congestion also resulted. 
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SITUATION GLOOMY 4S CHINESE During the past week there has 
ECONOMY IN FURTHER DECLINE been no further crystallization 

of the economic situation in 
China. Events, however, seem to point to a continuing decline 
in the present regime politically and militarily, with resultant 
economic ills. The government has attempted to ease the situa- 
tion with the announcement of an official devaluation of the cur- 
rency atarate of 20 gold yuan to $US1. in addition, the pos- 
session of foreign currencies, gold and silver has now been 
sagesegee and their use permitted in licensed import trans- 
actions. 








The regions in danger of immediate hostilities appear 
to be suffering the most from loss of confidence in the national 
currency, and to be experiencing the most precipitous price 
climbs. Although the general expectation had been that the 
relaxation of control measures in early November would temporar- 
ily, at least, ease the pressures, these hopes have not been 
fulfilled. Due to riots primarily around rice shops and general 
disorder in Nanking a state of martial law was proclaimed for 
that city November 10. This move is expected to have at 
least a temporary sedative effect upon the people. 


Similar chaotic conditiorsexist in Shanghai where the 
government announced a new cost of living index at 810% 
above August 19 levels, when the economic reform program 
was introduced. Short-term interest rates in Shanghai are 
said to be as high as 300% per month, a point never reached 
during the CNC currency regime. Black market transactions 
of gold yuan in Shanghai are virtually at a standstill. The 
Consulate General reports that whereas rice riots have sub- 
sided as a result of indications that through ECA efforts a 
greater supply will soon be forthcoming, the current crisis 
is now due to physical cash shortage, which has precluded 
payment of wages in full which were due November 15. In 
view of the shortage of cash, employers have been given ten 
days within which to make payment. The government is conduct- 
ing an intensive psychological offensive, flooding the Shanghai 
press with reports of decisive militery successes and claiming 
the adoption of new monetary measures. Foreig:. and Chinese 
communities, reports the Consulate General, contiaue to view 
these reports skeptically. 


Cities further from immediate military objectives are 
said to be undergoing less abrupt chenges. Peiping, Tientsin, 
and Tsingtao continue on a more stable level than other areas. 
Mukden, now completely in Communist control, is in a class 
by itself with reports of Communist depreciation of national 


currency 
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currency of 750 to $US1. The Mayor of Mukden recently called 
on US consular officials indicating his interest in the resump- 
tion of trade between Manchuria and the US on the basis of 
equality. imilar overtures were made to the UK with respect 
to trade between Manchuria and the British in Hong Kong. 


It appears that the hoarding demand for US dollar currency 
is declining. The Chinese consider material possessions includ- 
ing silver dollars more suitable to hoard for later use under 
a possible Communist regime. 


According to Embassy Nanking, former Premier Chang Chun 
who has consistently refused the premiership now held by Wong 
Wen-Hao is now considering a proposal to come to the US and 
possibly Paris to try to get some kind of assurance of addi- 
tional American aid. If successful, he would then accept the 
premiership. Ambassador Stuart has tried to discourage Chang 
Chun, pointing out that despite US interest in China, nothing 
of any consequence could be done except by Congressional ac*icn. 
The mission, the Ambassador believes, would only erouse false 
hopes. 


SECRET 
* * * 
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INTERGOVERNMENTAL AGREEMENT - The International Tin Study 

FAVORED BY TIN STUDY GROUP §=§ Group, which held its third 
meeting October 25-29 in The 

Hague, decided that an interzovernmental commodity agreement 

on tin is practicable and desirable. I%t adopted the bases 

for such an agreement to be submitted to member governments 

and a drafting committee is to meet in Washington late this 

month. Not later than February 28, 1949 the governments are 

to inform the Study Group whether they are willing to partici- 

pate in a conference to consider an intergovernmental agreement 

along the lines of the draft agreement, which is to be prepared 

by the drafting committee representing Belgium, Bolivia, the 

British Colonies, France, the Netherlands, the UK and the US 

for circulation to the member governments by December 31, 1948. 

If a sufficient number of favorable replies is received, the UN 

will be asked to convene én intergovernmental conference at the 

earliest appropriate date. 





As the basis for an agreement, the Study Group adopted 
the following recommendations to be considered by the member 
governments. The agreement, which is to be of five years! 
duration, should be in conformity with the general principles 
of the proposed ITO Charter. Producing countries should 


undertake 
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undertake to stimulate the production of. tin to: the maximum 
possible, including the acceptance of targets which they will 
try to reach. They should use their good offices to stimulate 
maximum production on the understanding that this would not 
involve unsound mining practices or labor policy or would 

not overrule the rights of loeal governments to legislate 

‘ regarding the use of land and minerals and the grant of con- 
cessions. The governments of countries consuming. tin metal 
should undertake to remove restrictions on consumption as 
soon as sufficient quantities of tin metal 2re at their dis- 
posal to meet their full requirements. 


Allocation by the Combined Tin Committee should continue 
under the agreement for as long as necessary but with some 
changes in the bases of allocations. The producing countries 
Should declare their production targets for each of the five 
years of the agreement and consuming countries should declare 
their purchase targets for each of the five years and the 
quantity of tin which they would undertake to buy at the minimum 
price in each of the five years. There should be a fixed price 
for tin for two years, or as long as international allocation 
lasts, with maximum and minimum prices for the remaining period 
of the agreement. The agreement should make appropriate provi- 
Sions for administration. Subsequent accession to the agreement 
should be permitted only with consent of the administering body; 
withdrawal from the agreement should be permitted only in the 
event of the outbreak of hostilities or in the event of an 
amendment of the agreement which is not acceptable to an indi- 
vidual participant. The agreement should contain provisions 
for the orderly liquidation of non-commercial stocks in accord- 
ance with the proposed ITO Charter. Not less than two years 
before the end of the agreement, the administering body should 
examine the probable world tin position at the end of the agree- 
ment and recommend to member governments whether a further agree- 
ment is required and, if so, what type of agreement is needed, 


* *& 7 
BANK AND FUND MISSIONS WILL An important International 
R AMERICAN REPUBLICS Monetary Fund mission, headed 





ty Camille Gutt, Managing 
Director and Chairman of the Executive Board, left New York 
November 15 to visit Rio, Montevideo, Buenos Aires, Santiago, 
Lima, Quito and Bogota. Although Argentina is not a member 

of the Fund, Gutt said that he-will be passing through that 
country and will meet with Argentine officials, The purpose 
of the mission is partly a goodwill tour at the invitation 

of several Latin American Fund members and in that sense will 
be largely educational. Theré will be, however, conversations 


following 
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following up previous discussions with several member count- 
ries on their basic inflationary problems including matters 
of exchange rates, multiple currency practices, excessive 
imports and other related questions. 


F An Intérnational Bank party, headed by President McCloy, 

is planning to visit Mexico, Central America, Panama, Jamaica, 
the Dominican Republic, and Cuba, leaving Washington November 18 
and returning the middle of December. 


CONFIDENTIAL 
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CHANGE IN PERUVIAN GOVERNMENT CAUSES In view of the fact 
POSTPONEMENT OF AVIATION TALKS WITH US that we have not yet 

| eg resumed official 
relations with the new Peruvian government, our special 
aviation representative in Lima to negotiate rate and capa- 
city questions raised by the Peruvians under our bilateral 
air transport agreement is returning to Washington. (See 
page 6, September 7, 1948 issue of Current Economic Developments). 
The discussions did not proceed far enough to ascertain whether 
it will now be possible to resolve the questions raised by 
Peru as to excess service on the routes. Discussions will 
be resumed if and when they would be appropriate, and if 
Peru continues to insist thereon. § — 
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US-MEXICAN COMMISSION PROPOSED Establishment of a joint 
TO INVESTIGATE TUNA RESOURCES commission for‘ scientific 

3 | investigation of tuna fishing 
was recommended as a result of conversations between US and 
Mexican officials which were concluded in Mexico City early 
this month. The recommendation was mede to the two govern- 
ments and was contained in a joint report of the meeting. 
The proposed commission would investigate tuna resources and 
the extent of fishing in the Pacific waters off the coasts 
of both countries and elsewhere as required and the effects 
of natural and human activities on the tuna poptlation of 





those 
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those waters. This information would be utilized to indicate 
what, if any, measures are necessary to ensure that the re- 
sources will be maintained at a level whereby there can be 
the maximum sustained yield. The report concludes that such 
& move would result in positive benefit to the fishing indus- 
tries of both countries and would contribute to conservation 
of food resources. It is expected that the two governments 
will, in the near future, sign the treaty in substantially 
the form recommended. 


UNCLASSIFIED 
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RESTRICTED 


FISHERIES CONVENTION PROPOSED A draft International Conven- 

FOR NORTHWEST -.TLANTIC AREAS tion for the Northwest Atlantic 
Fisheries has been approved 

by the Executive Committee on Economic Foreign Policy for 

discussions at an international conference to be held in 

Washington January 21, 1949, to which invitations have already 

been issued to 10 nations. 














The convention establishes machinery for the maintenance 
of a maximum sustained catch of cod, halibut, haddock, rose- 
fish, hake, pollock and cusk. It defines the areas to which 
the Convention shall apply and proposes establishment of an 
International Commission for the Northwest 4tlantic Fisheries. 
The Commission is to investigate, collect ard analyze statis- 
tical information of the fishery resources of the designated 
areas, and appraise information on methods of maintaining 
and increasing stocks of fish. It is to make recommendations 
on any of the related matters to the signatory governments 
and may adopt regulations requiring submission of statistics 
on fish catches and fix methods of measurement. The Commission's 
panels, established for each of the four sub-areas, may adopt 
regulations establishing open and closed seasons, closing 
spawning areas, establishing size limits, fixing specifications 
for fishing gear and establishing an over all catch limit for 
any of the designated species. The states signatory to the 
Convention would agree to enact and enforce legislation to 
make the regulations effective with appropriate penalties 
for violations. 


The proposed Convention would become effective upon 
deposit of instruments of ratification by four signatory govern- 
ments, including Cenada, Newfoundland, and the US. Congress 
authorized the preparation of this draft Convention and its 
provisions have been discussed at a technical level with Canada 
and Newfoundland, and have met with general approval. 
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Eee IN EAST-WEST. Negotiations for the control for 
NEGOTIATIONS - security reasons of exports from 

-  QEEC countries to the Soviet orbit, 
which have been initiated with a number of the ERP countries, 
have resulted in each instance in agreement in principle 
with US policies, and in some cases in substantial agreement 
on measures to be undertaken. (See page 1, August 30, 1948 
issue of Current Economic Developments.) Under the direction 
of Ambassador Harriman, acting for ECA and State, negotiations 
were begun with the UK early in September and have been followed 
by discussions with several of the ERP participating countries. 


In these negotiations an effort is being made to obtain 
agreement to prohibit the export of all items on our 1-A 
list (munitions, including aircraft, plus equipment and 
material items designed primarily for or used primarily in 
production of munitions or contributing importantly to the 
war potential of the USSR and its satellites). With respect 
to 1-B items--those of great importance to the war potential 
of the Soviet orbit, but subject to export limitation to 
eastern Europe rather than complete embargo--an attempt is 
being made to obtain agreement of the participating count™.° 3 
to reduce continuing exports of these items to eastern Europe, 
to provide the US with periodic information on these. exports 
to the Soviet orbit, and to prohibit the export of items 
that invoive important western scientific and technological 
advances which could be used as prototypes by eastern Europe. 


As was expected, developments which have arisen in dis- 
cussions with the participating countries have led to slight 
modification of original US policy, For example, initially 
it was proposed that limited lists be presented each OEEC 
country, excluding such 1-A and 1-B items as would not be 
produced for export by the economy involved. The various 
countries to whom these lists have been turned over for con- 
sideration, however, began to consult among themselves, and 
the value of uniform treatment became evident. At present, 
the policy is to inform participating countries that full . 
lists exist and to make them available after the adjournment 
of UN General Assembly's Economic and Financial Committee, 
which has been considering the question of "discrimination 
in international trade", raised by the Polish delegation, 


The question of inviting Dominion participation is 
under discussion between State and ECA. During the Common- 
wealth Conference, recently held in London, the British brought 
up the question of possible advice to the Dominions concerning 
export control policies. The British have been informed that, 
although there is no objection to the UK government discussing 
the problem with the Dominions, it is our position that 


negotiations 
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negotiations with the Domintons should: be_undertaken directly 
by.the US. We have asked the British not to maké the lists 
available to the Dominions, at least until they have been 
made available in full to the OEEC eountries and have sug- 
gested that the British inform us ef any action which they 
take vis-a-vis the Dominions in-order that our: approach to 
them may be appropriately modified:- Canada is the only 
.Dominion with which the US has: undertaken any discussion. 


As a result of Canadian initiative in asking for the pro- 


hibited and restricted lists: and in suggesting the possibility 
of cooperative action, informal conversations were held and 

the Department, feeling that Canada occupies a very special 
position with respect to US export controls in general, made 
the lists available. It has not yet been decided by the 
Department and ECA whether to attempt to negotiate a full 
agreement with the other Dominions. ECA recognizes that this 
is primarily a problem for the Department because the Dominions 
are not participating in OREC and are not technically subject 
to provisions of Recovery rogram legislation. 


Following is the progress in negotiations with parti- 
cipating countries as reported to the Department to date: 


United Kingdom The UK government has assured us that 
it subscribes in 4 to the program and has indicated 
its willingness to be of assistance:in sponsoring the. program 
with other participating countries. The.British have given 
assurance that all shipments of articles on the 1-A list 
are being prevented by administrative action pending a final 
analysis of the lists. They have submitted specific sug- 
gestions. concerning the 1-A list, involving some deletions 
and modifications and some expansion of categories. These 
specific suggestions are being studie° at the present time. 
The British have also informed us. that implementation of 
the ite will require additions to their positive list, 
whic 11 necessitate parliamentary action. 


France A limited list has been presented to the French 
government, which hes indicated agreement in principle with 
the policy and has promised a detailed evaluation of ‘the 
lists presented. A first perusal of the lists did not lead 
to any complaints on the part of the French. For. several 
months the French government has sought the opinion of the 
ECA Mission’ in France and the Embassy concerning "questionable" 
transactions. 7 


Embassy Rome epeere that satisfactory commitments 
have been securéd from the Italian government. The govern- 
ment has expressed its willingness to cooperate fully in the 
program, and has undertaken to revise its export controls so 


that 
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that ‘lA shipments may be stopped and data. furnished concern- 
ing 1-B shipments. The Italian government; which has been 

er considerable pressure from the USSR in the negotiation 
of a trade and reparations agreement, has been anxious to 
secure favorable consideration by the US of its special 
problems, including that of meeting Soviet-requests for 
ships of italian construction. ECA and State have under- 
taken to recognize as fully as possible the economic and 
political problems which Italy faces in making trade agree- 
ments with the USSR and the:satellites. Conversations with 
the Italians have made it clear that 1-&A restrictions should 
not. be so great as to impede the possibility. of a Substantial 
trade agreement with the Soviet Union. | 


Scandins ian Countries The Norwegian government has 
agreed to the objectives of US policy and has promised to 
exclude 1-A items in future transactions. It is, however, 
‘seeking special consideration for certain items in the 1-A 
category which Norway has in the past ties. the. eastern 

pie 







,-countries in relatively limited quantities. e Swedish 

f government has apparently promised in princi to cooperate 
in the policy, on the condition that. complete secrecy be 
maintained, Swedish officials are engaged in studying the £ 





potential Swedish exports to eastern Europe. The importance 
of eastern trade to Sweden, the limited ECA assistarce to 
that country, and the traditional ‘culty policy of neutrality 





| make negotiations with Sweden difficult # Denmark has indicated 
full support for the program, but no cOncrete data concerning 
negotiations are as yet available. : 


Austria The Austrian government has indicated that 
it is in complete agreement with US policies and that its 
controls over foreign trade are adequate to implement the 
policies adopted. 


‘Benelux The Netherlands government has indicated. 
agreement in principle, and is engaged in studying the 
problems involved. No report on magestations with Belgiun- 
Luxembourg has been made available. 


Fovitzeriand The problem has been eniseert: with our 
représentatives in Switzerland, but no negotiations with the | 
\ Swiss have been undertaken to date. In view of Switzerland's 
| refusal to sign the ERP bilateral, and in the light of Swiss E 
activity in re-export trade, negotiations are expected to be ¢ 
| difficult, with little likelihood of success. There is some 
optimism, however, that agreement can be reached on a ve 
\limited number of items, probably including all nunitions.} 


% 
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Western Germany The position of the US as an occupy- 
ing power in western Germany makes it possible to implement 
the policy without any major difficulties. 


Greece, Turkey, Eire, Portugal, Iceland No negotiations 


have been undertaken with these countries, primarily because 
of the nature of their export trade. No sees ened is anti- 
cipated in: reaching agreement. : | | 


Related Problems The Department of Colle ree has under- 
taken to ask the cooperation of selected countries in the 
enforcement of US export controls, insofar as violated by 
‘US citizens. This problem, although related to the above 
policy, is being handled in an entirely separate manner. 

US policy towards aviation matters involving the USSR and 

its satellites is closely related to east-west trade negotia- 

- tious. Aviation policy involves an hero A to get agreement 
from all western European countries tnat they will not sell 

equipment or furnish service to eastern airplanes: Inasmuch 

as all aviation equipment is on the 1-A list, the negotiations 

with western countries have been handled jointly with the 

ECA and as a pert of the ECA program. Recently, however, 

it was agreed that discussions on aviation policy will pro- 

ceed separately; with the Embassies conducting negotiations. 

The ECA eeemened will take account of this in their negotiations. 


.: * 


US AND UK TO IMPLEMENT PART Our aviation representatives 

OF SATELLITE AVIATION POLICY in London and the UK, Foreign 
Office have discussed further 

the best means of implementing those portions of our satellite 
aviation policy with which the US and UK are in accord. 

| (See page 2, October 25, 1948 issue of Current Zochorhe 

Develo ents, ) Accordingly, it has been agreeds. 1) that 

prompt steps will be taken, in coordination with ECA, to 

secure a common front dental of sale of aircraft and associate 
equipment and use of maintenance facilities to satellites; 

and 2) that a joint approach will be. made to block satellite 
.alir.operations to the Middle and Near East area. It has been 
proposed that similar instructions be sent by the US and UK 

to their respective missions, accompanied by a. memorandum 
setting forth the background "of the problem, with a view toward 
. persuading Greece, Turkey and other countries of the Middle 

and Near East sector of the periphery of Soviet orbit to 
attempt to block satellite air flights. The form of such 
draft instructions, as well as the accompanying background 
memorandum, is presently being discussed by the two governments. 
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Since the British are at present unwilling to join 
with the US in approaches to western European countries to 
deny satellite air operations, no approaches to those countries 
are contemplated until US-UK views are reconciled. However, 
draft instructions to the Middle and Near East countries 
will be forwarded to western European missions for information. 


* ™ coal 


NO RECENT PROGRESS IN. Late in the summer slight progress 
HUNGARIAN DISCUSSIONS was reported in conhection with the 
settlement of outstanding economic 
problems between Hungary and the US. (See page 5, August 16, 
1948 issue of Current Economic Developments.) Since that 
time, however, discussions lapsed and the slight gains were 
erased by subsequent Hungarian action. On the US side these 
matters include prompt adjudication of war damage claims, 
nationalization and land reform claims, interference with 
American property rights, and seizure of control of certain 
US firms charged with economic sabotage. The Hungarians 
have attempted to obtain the resumption of restitution from 
Germany and the reinstatement of their mission in Frankfurt. 
Hungary has become exceedingly anxious to resume restitution 
deliveries from Germany as the announced termination date 
of December 31 for all restitution from Germany draws. near. 
We, however, feel that a general settlement of outstanding 
economic matters on both sides is necessary. 








Eungarian Note In an effort to exert pressure on the 
US in this matter the Hungarians delivered a note to Legation 
Budapest October 13 charging that our refusal to resume 
restitution deliveries constitutes a violation of the Peace 
Treaty and stating that Hungary was, therefore, suspending 
toward the US the execution of Article 26 of the Peace Treaty 
which provides for settlement of war: damage claims of UN 
nationals. The note continued that if the US does not, 
within adequate time, instruct its military authorities in 
Germany to readmit to Frankfurt the Hungarian restitution 
mission, Hungary will be obliged to ask the recall to the 
US of members of the Legation Budapest staff who are dealing 
with war damage claims. | 


a Reply We exchanged ideas with the Legation | 
regarding a proposed reply along the lines that the US rejects 
as false the Hungarian charge of a Treaty violation in the 

US unwillingness to readmit the Hungarian restitution mission 
to Germany and that, since Hungary is suspending execution 

of Article 26 of the Treaty toward the US, we reserve all 
rights under the circumstances. We also considered vesting 
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the remaining Hungarian blocked assets in the US and proposing 
to the next Congress that these be applied to satisfy US 
claims; and continuing the suspension of restitution deliveries 
to Hungary until further notice. The note has not yet been 
delivered. ' 


Discussions Resumed Meanwhile, Hungary indicated its 
interest in reopening discussions with the US to improve 
economic relations between the two countries. Consistent 
with our suggestion, Legation Budapest agreed to hear and 
transmit to the Department for consideration Hungary's 
intentions. The Hungarians subsequently designated Laszlo 
Bauer, of the Ministry of Finance, "to conduct negotiations 
concerning the repatriation of Hungarian-owned commodities 
now in American possession" and set November 15 as the date. 
This purpose was inconsistent with the overtures made by high 
Hungarian officials, but the Legation replied that it was 
assigning a member of its staff to meet with the Hungarian 
representative on an informal basis to learn "what tangible 
measures the Hungarians proposed to adopt to demonstrate 
their good will and desire to cooperate and so improve relations 
with the US". The Legation referred to an understanding 
Minister Chapin had had with Foreign Minister Rajk on November 4, 
namely that Hungary would set forth its proposals for improving 
economic relations with the US. While withdrawal of the note 
was not specifically mentioned in the Legation's reply, it 
was intended that the Legation representative would listen 
to the proposals of the Hungerians and at the end of the ~~ 
conversetion say that we assume the Hungarians were making 
arrangements to withdraw the note and ask what these arrange- 
ments are, making it clear that we are not prepared to negotiate 
or discuss under duress. 





The Legation describes the initial meeting which took 
place between Bauer and the Legation representative as little 
more than a sparring match. Bauer had nothing concrete to 
offer and the Legation representative repeated that it was 
not up to us ‘to say what concessions Hungary could or should 
make; that the Legation had repeatedly set forth fields in 
which it believed concessions desirable and possible if 
Hungary were seriously concerned with improving relations 
with the US; that nothing definite had so far been forthcoming; 
and that he was there only to receive and transmit Hungarian 
proposals, After this sequence was repeated several times, 
Bauer promised he would see what specific proposals he could 
offer on compensation for US war claims, national.zation and 
land reform measures, and concessions to American firms, saying 
he would call the Legation within three days. Although the 
meeting was friendly, with Bauer apparently anxious to compose 
the differences, the Legation doubts that he will be able to 


get 
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get authority to make important concessions. Meanwhile, it 
is recommended that we await further a Hungarian move, then 
assess their offers. 


* * * 


SOUTH AFRICA IMPOSES On November 5, 1948 the Union of 
RESTRICTIONS ON TRADE South Africa imposed exchange restric- 
tions, retroactive to July 1, 1948, 
limiting the importation of consumer goods from non-sterling 
sources to 50% of the value imported in 1947, and additional 
import controls prohibiting the importation from all sources 
of a limited list of non-essential goods. The Union claims 
that since imports continue at an extensive levei the govern- 
ment has been compelled to introduce a scheme to diminish 

the drain on the country's gold reserves. Exchange for 
imports from sterling areas will continue to be proviced with- 
out restriction. 











There has been no indication of any intention on the 
part of South Africa to arrange for post-consultation with 
the Contracting Parties to the General Agreement on Tariffs 
and Trade in connection with the imposition of these restric- 
tions, nor, in fact, any reference to the obligations assumed 
in this connection as a result of adherence to GATT. 


The inter-departmental Committee on Trade Agreements 
has agreed that the provisions of GATT regarding consultation 
and the prohibition against frustrating, by exchange action, 
the intent of the provisions of the Agreement should be called 
to the attention of South Africa. While we will not be dis- 
posed to raise with the other Contracting Parties the issue 
of prior consultation or insist that South Africa should; ve 
will insist on post-consultation in accordance with GATT 
provisions. We shall also suggest that, in lieu of the con- 
vening of the Contracting Parties, South Africa might wish 
to present full information as to the necessity for the im- 
position of the restrictions, with detailed explanation of 
their administration, to the Chairman of the Contracting 
Parties in order that such information may be circulated to 
the Contracting Parties for their consideration and comment. 
The Committee on Trade Agreements also agreed that we should 
request the South Africans to apply a token import scheme to 
the prohibited list now in effect. 


Balance~Payments Difficulties Warrants Some Action The 


balance-of-payments difficulties of South Africa have been 
under consideration by an inter-departmental working group. 
Although the precise magnitude of these difficulties is still 
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under examination, it seems clear that South Africa is suffer- 
ing from such balance-of-payments difficulties as would warrant 
the taking of special measures to conserve its exchange re- 
sources vis-a-vis non-sterling areas. It would appear that 

the type of restrictions imposed by South Africa can be justi- 
fied under GATT on balance-of-payments grounds, although the 
extent of the restriction and the availability of alternative 
corrective measures may be considered as still open to question. 


South African officials in informal discussions with 
Export-Import Bank and International Bank authorities have 
expressed their interest in obtaining a loan. Although they 
state the loan is to permit development to proceed et the 
present rate, it is generally believed they want it for 
balance-of-payments reasons. 


GATT Requirements Even though the General Agreement may 
permit, on balance-of-payments grounds, restrictions such as 
South Africa has imposed, it would still require consultation 
with the Contracting Parties prior to their imposition unless 
such prior consultation is impracticable, in which case the 
consultation should teke place immedietely after the restric- 
tions are imposed. It would appear that in this instance 
South Africa considered prior consultation impraectic-:ble. 
However, the obligation to consult immediately after the 
restrictions are imposed is clear. GATT expressly prohibits 
any contracting party from taking excnange action which would 
frustrate the intent of the provisions of the Agreement. 
Thus, the fact that the most restrictive part of the program 
is accomplished through exchange control does not relieve 
South Africa from its obligations under GATT. It is thought 
that in this case the reoguirement for consultation might be 
satisfied by the circulation to the Contracting Parties for 
their comment a document, as suggested above, in which 
South Africa would present full information as to the necessity 
for the imposition of the restrictions. If any questions 
should still remain unresolved after circulation of such a4 
paper, they may be taken up at the forthcoming April meeting 
of the Contracting Parties or et an earlier meeting if any 
Contracting Party so requests. 





Regulations Interpreted Under the exchange quota regula- 
tions, orders outstanding November 5 must be cancelled unless 
the importer has sufficient exchange quota available to 
December 31 to cover the payments. This applies to 211 orders 
irrespective of whether the good’s concerned appear on the 
prohibited list or not and irrespective of whether the orders 
relating to such goods are covered by letters of credit 
irrevoceble or otherwise, forward exchange contracts, or 
_ similar commitments. This would be inapplicable to goods in 
transit. Goods in transit is defined as goods ordered before 


November 
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November 5 and shipped by November 12. Goods shipped after 
November 30, payment for which requires exchange in excess 
of the importer's quota for. the year, will be refused entry 
in the Union-even if shipped under irrevocable credit. 





Our Legation at Pretoria has been instructed. to take 
up with the Union authorities the question of the extension 
of the November 30 deadline, particularly in view of the 
hardships created by the current longshoremen's strike, and 
the possible modification of a number of other regulations 
which appear to be especially onerous. 





* * * 


TENTATIVE DECISIONS ‘REACHED ON Although it has not yet been 
PURCHASE OF CEYLONESE RUBBER determined to what extent 
a the USSR may be stockpiling 
rubber, it is assumed that at least a portion of its in- 
oo purchases will be gr for bp te ns peepee. 
ee page 1, August 9,°1948 issue of Current Economic 
Developments. ) Taking into account Embassy Moscow's recommen- 
dations, consideration has been given this problem in the 
Department and in other interested agencies in an attempt 
to work out a feasible program for curtailing rubber ship- 
ments to the USSR without possible resultant retaliatory 
action on the part of the Soviets in stopping manganese and 
chrome shipments to the US. Informal discussions with the 
British have been inconclusive to date, with no agreement 
having been reached on the magnitude of the Soviet stockpile. 








Soviet Offer to Purchase Ceylonese Rubber The govern- 
ment of Ceylon has. informed the US of a Soviet approach for 
the purchase of Ceylon's total output of the two top grades 
of rubber and has asked whether the US is prepared ‘to make 
an offer for all or part of Ceylon's output. In discussions 
with Ambassador Douglas in London and Ambassador Cole in 
Colombo, the Prime Minister of Ceylon stated categorically 
that he would resist to the utmost any government-to-government 
arrangement. He is, however, willing for the Soviet government 
to purchase through private trade channels all available 
stocks of rubber at the market price. He has stressed that 
Ceylon's basic rubber problem is a long-term rehabilitation 
program and that he is extremely interested in discussing 
such a program with the US. 





Tentative Position Ina recent inter-departmental meeting 
it was pointed out that, while it may not be necessary to do 
anything to prevent a bulk Soviet-Ceylon rubber contract or 
Soviet economic penetration of Ceylon, it may be desirable 


for 
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for the US to make a gesture with respect to Ceylon's 

rubber in order: 1) to give Ceylon an excuse for rejecting 
the Soviet offer; 2) to avoid, if possible, the necessity 
for specific commitments regarding the long-term economic 
development of Ceylon; and 3) to obtain rubber for the US 
stockpile. There was general concurrence that the USSR 
could not be denied rubber and that the US could not practi- 
cably engage in preclusive buying. of rubber. As a part of 
the policy of attempting to maintain a friendly attitude 
toward us by the government of Ceylon, the Department is 
ready to discuss with the Ambassador from Ceylon the whole 
problem of Ceylon's economy. It was decided that US procure- 
ment of rubber from Ceylon, if attempted, should not unduly 
prejudice the interests of other producing areas. Since no 
means exists whereby direct purchase of Ceylonese rubber for 
dollars is possible, the Department and ECA will continue 

to explore the feasibility and desirability of obtaining 
rubber from Ceylon with counterpart funds. 


* * * 


US STANT ON FINANCING ECAFE REGION The fourth session of 
TO BE MADE CLEAR AT FOURTH SESSION the Economic Commission 

| for Asia and the Far East 
(ECAFE), which opens November 29 at New South Wales, Australia, 
will concern itself chiefly with the problems of industrial 
development, trade, the relationship of the Japanese economy 
to the region, and the ever touchy question of membership. 
Ambassador Myron Cowen will be the US representative. 


Industrial Development Our delegate will discourage 
the idea that the US will extend large-scale assistance for 


Asiatic recovery and development based on an arrangement 
comparable to the European Recovery Plan. We will, however, 
indicate a continuing interest and willingness to assist, 

on a bilateral basis and wherever feasible and appropriate, 
the economic improvement of individual Asiatic countries. 

We believe that full general economic recovery in Asia is 
virtually impossible at this time in view of the political 
conflicts and instability in many areas of the region, and. 
that new economic development is out of the question for all 
but a few relatively stable areas. Despite these political 
obstacles, we will encourage and assist such limited measures 
as can be undertaken in existing circumstances to increase 
production and trade in Asia. The most practical opportunities 
in this line, we believe, lie in expansion of production and > 
export of food and raw materials to Japan, the Western Hemi- 
sphere and Europe in return for imports of manufactured goods 
and capital equipment from those areas. There is little 
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economic interdependence between Asiatic countries other 
than that obtaining between Japan and the rest of Asia and 
the rice trade of South East Asia. Thus, while resumption 
of trade between Japan and the rest of Asia would contribute 
significantly to economic improvement throughout the area, 
the economic pattern of Asia as a whole does not lend itself 
to the ERP concept. 


With regard to financial assistance, our representative 
will point out that in the past US aid to Asiatic countries 
has been extended directly to the individual government con- 
cerned, or as a result of negotiations between particular 
enterprises in the countries concerned and US lending agencies, 
or through direct private investment. It is our expectation 
that any future US government or International Bank assistance 
would be made available in a similar manner. The US will 
Support consideration of applications to the International | 
Bank and the Eximbank to finance economically sound projects 
when private capital is not available on reasonable terms 
and when political conditions in the borrowing countries 
make it possible to do so. Although private foreign capital 
is presently reluctant to venture in Asia, it could be of 
material assistance in Asiatic countries and should be en- 
couraged and our delegate will emphasize that its availability 
is dependent on policies and conditions which assure reason- 
able treatment and profitable operation. 


The US will oppose the recommendation of the industrial 
working party that standing inter~governmental machinery be 
established in ECAFE, in the form of a Committee on Industrial 
Development. We believe such a committee would subject us 
to concerted pressure for large-scale financial assistance 
and we will hold that these duties should be performed by 
the Secretariat and by ECAFE itself. If, however, it appears 
that a majority is certain to support creation of a committee, 
our representative will not oppuse one with suitable terms 
of reference. In that regard, since trade is the key factor 
in the restoration of the Far Eastern economy and its expansion 
is basic to economic development, we would want any committee 
established to place its chief emphasis on trade. 


With reference to ECAFE's appeal for an adequate share 
of US capital goods, we will reiterate our belief in the 
necessity for a strong and expanding world economy and make 
clear tnat we recognize fully the desire on the part of the 
ECAFE area to have an important place in this development. 
We have made major efforts toward restoration of the world 
economy and toward further development of economic resources 
throughout the world, and will continue these efforts. We 
will assure the ECAFE countries of our desire that they have 


the 
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the fullest possible access to the products of American industry 
and commerce and of our willingness to make‘ the fairest possible 
provision for their needs in administering the limited controls 
we have over US exports. However, it is our desire to let markets 
be open as freely as possible to all buyers and sellers. Such 
controls as the US government has are for the purpose of safe- 
guarding our domestic economy against. excessive exports of com- 
modities in exceptionally tight supply, and to assure our 
national security. We will point out that our establishment of 
quotas does not guarantee exports; that quotas are permissive, 
not mandatory, and that they are not accompanied by priority or 
directive action upon suppliers. Even in the case of loans to 
finance foreign purchases in this country and in cases, such as 
ERP, where we have made financial grants and undertaken heavy 
commitments, we have not taken measures to guarantee or to re- 
quire availability of supplies of goods. Ps 


Trade Promotion We will heartily endorse the recommendation 
of the working group on financial arrangements to promote trade 
that the governments of the region should strengthen efforts to 
increase exports, particularly to hard currency. countries, even 
at the cost of temporary sacrifices in home consumption, with 
Special attention to the invisable exports represented by tourist 
expenditures. We will also support the recommendation for re- 
striction of imports to essential goods, especially goods facili- 
tating early and substantial increase of exports. We will not 
oppose the preparation of three-year forward import and export 
programs with a view to multilateral negotiations, but we will 
emphasize that this should be to increase trade rather than to 
divert it to restricted channels. Agreements should supplement 
normal trade, providing for trade expansion, and be consistent 
with ITO objectives. We will not oppose the suggested study of 
customs unions and free trade areas, but will point out that 
they should cenform to ITO and GATT principles, 





With regard to the recommendations on financial arrange- 
ments to promote trade, our delegate will emphasize the working 
group's recommendations calling for sound and conservative 
financial measures by the countries in the region. We will 
support recommendations calling for reinforcement of efforts to 
curb inflation; constant review of exchange rates in consultation 
with the International Monetary Fund, enforcement of official 
rates, and supression of disorderly cross-rates. We will 
also support a study of government restrictions on short and 
long-term investment and approve the recommendation for 
mobilization by governments of privately held foreign exchange 
assets and gold. We agree that special trade and clearing 
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arrangements should be considered temporary, should not 
distort normal trade patterns and should provide for use of 
private trade channels. We wiil also support the recommenda- 
tion that all countries which are not members of the Inter- 
national Bank and Fund should apply for membership, with the 
qualification that a certain degree of financial stability 
may be required for membership. 


The working group also recommended that the Fund, in 
collaboration with ECAFE, should be requested to study the 
practicability and desirability of regional multilateral 
clearing. We will question the advisability of this recommenda- 
tion, pointing out that in view of the great world hard currency 
demand for exports from the Far East, and in view of the lesser 
importance of intra-regional trade for most countries, lack 
of regional multilateral clearing is probably not hampering 
trade to any great degree. If a majority opinion develops 
for such a study, we may go along with it, but our delegate 
will make it clear that such action is not an endorsement of 
the proposal but assent only to study the matter. ‘Our dele- 
gate will emphasize that we will not support a regional credit 
pool involving US funds as a part of any regional clearing 
proposal. 


If there is majority support of a recommendation that 
the total foreign exchange resources of the region should 
be studied with a view to examining the possibilities of. 
utilizing them most effectively for the region's benefit, 
we will agree but our delegate will indicate that such a 
study should not direct itself to the need for or use of 
US financial assistance. 


To the extent practicable, ECA funds can be spent in 
Asia as is provided in the offshore procurement program of 
ECA. This is equally true of ECA funds for Europe, China, 
and for funds approzriated for the relief and rehabilitation 
of Japan and Korea. In following a policy designed to 
promote multilateralism, ECA is not only concerned with the 
promotion of intra-European trade but also with all the 
countries in the Far East. 


Relationship with Japan The working party on . industrial 
development has made a report on its study of difficulties 
now hampering trade with Japan and the ECAFE region, in 
accordance with the resolution passed at the third session 
of ECAFE. (See page 6, July 6, 1948 issue of Current 
Economic Developments. 3 While no specific recommendations 
are made, it is implied that the removal of these impediments 
would contribute materially to the rehabilitation and develop- 
ment of the region. 
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We do not disagree with the essential conclusion of 
the report that to the extent that sources of Japanese 
supply can be shifted from the US to'the countries of the 
region, the ability of ECAFE countries to purchase capital 
goods from Japan with current foreign exchange earnings is 
increased. Our representative will point to the fact that 
Siam, the Netherlands, the French Union anc China have 
entered into trade agreements with SCAP anc that a sterling 
area trade agreement was signed with SCAP in August. He 
will also emphasize that the US has teen responsible for 
feeding Japan during the occupation in order to prevent 
widespread starvation, disease and unrest, but that no 
imports were permitted which would have the effect of giving 
Japan a prierity or preferential treatment over the require- 
ments of the peoples of an allied power or liberated areas. 
It is SCAP policy to execute Japanese purchases in non-dollar 
areas generally, and in the Far East specifically, to the 
greatest extent possible. SCAP has been hindered in the 
execution of this policy by non-availability in the Far East 
of the imperts Japan needs. We believe ECAFE can be useful 
in helping member governments to understand that if the 
region can make larger quantities of food, fertilizers, 
petroleum, raw cotton and other commodities available to 
Japan, SCAP will reduce purchases of these items in the 
US accordingly. | 


With reference to the report's contention that bilateral 
treding arrangements are more limited in scope than mulitlateral 
arrangements, we will agree, as that is in line with US 
policy. It will be pointed out that bilateral arrangements 
have been employed by SCAP out of necessity rather than 
choice and were the only means available of increasing 
Japanese trade with Far Eastern countries. Multilateral 
agreements have not been possible, generally because of the 
unwillingness mutually to exchange currencies. SCAP will 
favor Japanese participation in multilateral trade arrange- 
ments to the extent that the Far Eastern countries themselves 
indicate a willingness to carry them out. 


The report points to the lack of finencing arrangements 
for purchase of Japanese goods by ECAFE countries and our 
representative will emphasize that Japan, as a trade deficit 
area, is not in a position to assist these countries in 
improving their credit position. If SCAP extended credit 
while Japan is still accepting aid from the US, it would in 
effect be extending US funds. ECAFE member countries must 
look to the Internetional Benk and to the Eximbank for a 
general consideretion of their credit position as a whole, 
rether than to SCAP for consideretion of their position 
with Japan. sith 
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‘With reference to the third session recommendation 
that within the limits set by the Far Eastern Commission 
and the Peace Settlement, arrangements should be based on 
the principle that Japan's trade and industrial plans 
should be adjusted to the needs and requirements of the 
economic development of member and associate member countries, 
the five-year plan of the Japanese Economic Stabilization 
Board has been circulated to the ECAFE governments for comment. 
It will be pointed out in this connection that any criticism 
or comments on the Plan by governments in the ECAFE region 
cannot be binding on the Japanese government, which is not 
a member of the United Nations, nor can it be binding on 
the Far Eastern Commission. 


Membership Membership applications have resulted in 
stormy arguments at preceding ECAFE sessions and it is 
expected that the same political issues will again arise. 
We will continue to oppose associate membership for the 
Indonesian Republic in the absence of sponsorship by the 
Netherlands government but will reiterate our interest in 
the ultimate independence of Indonesia and state that we 
will continue to support the aspirations of non-self-governing 
territories to obtain the benefits of democratic self-rule. 
On the matter of Viet-Nam membership, if a request for full 
membership is presented, we will state that the request 
emanates from an entity which has not yet been recognized 
by any power and only members of the United Nations are 
eligible for membership. If the request is for associate 
membership, we will hold that the application must be presented 
by France in accordance with the formula for associate membership 
in ECAFE's terms of reference. With regard to associate 
membership for Nepal and possibly Ceylon we will recommend 
that these countries indicate whether they would prefer an 
amendment in ECAFE's terms of reference concei‘ning independent 
countries not members of UN which would permit them to partici- 
pate in a consultative capacity, or if they would prefer to be 
associate members and that then ECAF® should make the appropriatc 
application to ECOSOC for action. We will welcome Nepal to 
the session in an observer status, which was what that country 
requested. Our position with regard to Korean membership 
will await a General Assembly decision on that country. 


Other Matters We will support recognition of FAO's 
responsibilities and urge ECAFE's cooperation with that agency, 
discouraging regional examination of global agricultural 
problems. We do not believe it is necessary to develop a 
detailed formal agreement between ECAFE and FAO and will 
urge that ECAFE's interest in agricultural matters be handled 
in collaboration by the two agencies at a staff level instead 
of establishing a standing agricultural committee in ECAFE. 


If 
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If support for the latter is irresistable, however, the terms 
of reference should make clear the responsibilities of FAO. 
In view of the fact that the report of the working party on 
agricultural requisites was not submitted in time for study, 
swe will recommend that it be noted but not accepted until it 
has been studied by the governments. Our delegation will 
oppose calling a regional conference to consider implementa- 
tion of the report until it has been studied and until there 
is evidence, through consultation with FAO, that such a con- 
ference might achieve significant results, We will approve 
a proposal for continuing the joint FAO/ECAFE working party 
on agricultural. requisites if it is generally supported. We 
will caution against overlapping of the work of the Flood 
Contr.’ Bureau and the FAO and suggest that technical advise 


on ficcoc control be sought from UN rather than ty expansion 
of the Bureau. 


We will oppose a committee on technical training, hold- 
- ing that ECAFE should onions functions in this field.on a 
secretariat basis. . 
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DEVELOPNENTS ON Developments on the Ruhr problem have been 
CONTROL OF RUHR taking place the past two weeks on several 
fronts--in Paris, where discussions start 
in the General Assembly todey--in London, where the six-power 
talks ona Ruhr statute are proceeding--and in Washington, 
where the Secretary made a public statement of our position. 
In addition, there have been formal dirlomatic representations 
between the US and French governments. 


French Offered Share in Control Prior to Fusion On 
November 2 


» following a conversation with French Foreign 
Minister Schuman, the Secretary publicly stated that the US 
wes ready now to welcome French participation in the control 
groups established over coal and steel without waiting for the 
final fusion arrangements, and that final determination of the 
security problem in relation to the Ruhr must await the peace 
treaty. 





While French participation in control of the Ruhr was 
widely welcomed by the French press, there wes no wild enthusiam 
as French fears continue to be fanned by Anglo-American determinzs- 
tion to leave the management of Ruhr industries in German hands-- 
a position we have not retreated from except to make cleer 
that final determination will be made in the peace treaty. 
De Gaulle castigated the US-UK position and recommended withhold- 
ing trizonal fusion unless the French demands were met, and said 
that ECA aid was not worth the price of having the French 
position on the Ruhr ignored. 


However, the US offer tc permit the French to share in 
control of tne Ruhr coal end steel industries enabled Schuman 
to resist Communist pressure to bring about an immedinte debate 
in the Assembly on the Ruhr question and the passage of a few 
days has allowed tempers to cool somewhat and the French have 
become wore accurately informed concerning the US position. 
schuman pointed out that France is not objecting to the 
trusteeship law itself but only to the statement in the pre- 
amble concerning ultimate ownership, (which could not in any 
event be applicable until a German government is established) . 


French Note on German Problems Before the Secretary's 


talk with Schuman a French aid-memoire wes received by Embassy 
Paris in which the whole Ruhr situation wes reviewed, pointing 
out that the French had expressed objections prior to the US-UK 
announcement of the bizonal trusteeship law. It was suggested 





thet 
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that these developments necessitate a joint re-examination 
among the three Allied governments, not only of the -Ruhr ques- 
tion, but of general policy toward Germany: It stated that 
there are too many manifestations of a tendency to make 

Germany again the strongest power in Europe and, in this cen- 
nection, the difficulties encountered in dismantling factories 
in Germany was menticned as disquieting as well as the failure 
to reach a determination on prohibited or restricted industries. 


US Reply A reply is being made which will mention events 
which have occurred subsequent to receipt of the French note, 
Such as the Secretary's conversation with Schuman; the US 
proposal for French rarticipation in the control groups; and 
British concurrence with this preposal. We are again assuring 
the French of our firm, common intention that Germany shall not 
be able to start an aggressive war and of our understanding of 
French anxieties concerning any future misuse of German economic 
power. The trusteeship plan, we are explaining, was designed 
to prevent excessive concentrations of economic power and return 
of Nazis to positicns cof owr.ership and control and at the same 
time *o promote increased production in the Ruhr for the benefit 
of all western Europe. It is our view that the security of 
Germany's neighbors depends upon a strong economic and defensive 
organization for western Europe. Our note concludes by saying 
that the establishment of long-term internationél controls for 
Germany remains an open issue for Allied determination in con- 
nection with a definitive German settlement. 





Status of London Discussions The French have circulated 
at the London discussions on the Ruhr a formal proposal con- 
cerning contrel of management of the coal and steel industries. 
It makes clear that their participation in the contrel groups 
satisfies their demands on supervision over management during 
the control period. After thé control period, however, the 
French propese that the International Authority for the Ruhr 
(IAR) should have certain powers. 1) In order to prevent re- 
constitution of excessive concentrations in coal and steel 
industries, there should be submitted te IAR for approval any 
proposed changes in the structure of the industries or the 
charters of trade organizations. 2) To prevent return to 
positions of policy creation in coal and steel industries of 
persons who further aggressive designs of Nazis or their 
"dummies", nominations to principal directing positions in 
enterprises and trade organizations should be submitted to IAR 
for approval. 3) To assure that policies of management are 
consistent with the aims of non-aggression and European recovery, 
programs of production, equipment and investment of coal and 
steel industries should be submitted to IAR for approval. Our 
delegation believes a. rejection of all parts of the French 


proposal 
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proposal would have a most unfortunate effect and would never 
be acceptable to the French dssembly. Any extension of IAR 
beyond the Annex C concept, our representatives believe, should 
be conceded only if such proposals have acceptable purpose and 
do not interfere with or duplicate the functions which the London 
Agreements assigned other bodies, such as the Military Security 
Board. The British counter-proposal is thet IAR should have 
power by majority Allied vote to require the German government 
to make changes in the structure of industries if IAR finds 
excessive concentrations in privete hands, to require removal 
of Nazi supporters from key posts and at the request of the 
Military Security Board to require submission to IAR for its 
approval, production and equipment programs end to order such 
modifications of those programs as the Military Security Boerd 
may require. 


London discussions have centered on several other important 
questions in addition to control of management. One of these 
is the matter of German representation in the Ruhr Authority. 
Our delegation reports e considerable movement toward the US 
position which will provide for the earliest possible presence 
of a representative chosen by the German government. All dele- 
gations agreed thet for the time being the votes allotted to 
sermany should be cast by the occupying authorities and not by 
the Germans. All delegetions except the US expressed strong 
views that these votes should be cast by the Germans only after 
the German government had acceded to the agreement. There is 
still divergence of opinion on just how the German vote should 
be cast by the occupying powers. Our view is that it should be 
in accordance with the voting formula of the fusion agreement 
when the question involved falls within that formula. Ali dele- 
gations seem to want early accession by Germany to insure direct 
undertaking of responsibilities. | 


Agreement has not yet been reeched on a definition of steel 
and whether or not it should epply to crude and semi-finished as 
well as finished steel products, pig iron, ferro-alloys and iron 
and steel scrap. 


Discussion is also continuing on the reletionship the IsR 
should have with regard to OEEC, particulerly on the basic ques- 
tion of whether IAR is to have some programming function during 
the control period. 
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OEEC COUNCIL APPROVES INTRA-EUROPEAN The Council of OSEC last 
PAYMENTS AND COMPENSATION AGREEMENT month approved an Agree- 

ment for Intra-European 
Payments and Compensation. The purpose of the plan is to in- 
crease trade among the ECA countries and so minimize their 
dollar drain. (See page 2, August 23, 1948 issue of Current 
Economic Developments.) 











The Agreement Each ECA country which is a creditor on 
current account vis-a-vis one or more ECA countries is to 
finance part or all of its agreed estimated surpluses with 
these countries by grants. These grants are extended in the 
form of drawing rights on the creditor's currency which the 
debtor can use in meeting its deficit. Whenever a debtcr country 
possesses other balances of the creditor's currency, agreed 
amounts out of such balances are also to be used for financing 
part or all of the current deficit, thus reducing the amount 
of the required drawing rights. The amounts of existing re- 
sources to be used in this manner are to take into account the 
need.for maintaining minimum working balances and reserves. 
Normally, a country will both grant and receive drawing rights. 
It will grant them to countries with which it anticipates sur- 
pluses and will receive them from countries with which it 
anticipates deficits. 


The ECA allotment to each participating country will be 
divided into two parts, "basic" and "conditional", the total 
being equal to the estimated dollar deficit of the country 
concerned. The conditional part of the allotment will be 
equal to the total drawing rights which a country extends in its 
own currency, and thus to its gross European surpluses less the 
amount of agreed balances used by debtor countries in meeting 
their deficits with it. All conditional allotments will be on 
a grant basis. If the estimated surpluses fail to materialize 
for any country, ECA reserves the right, after considering the 
views of OEEC, to review and adjust that country's conditional 
allocation. 


The scheme provides for automatic transfer in so-called 
"first category compensations", that is, compensations for 
the settlement of intra-Europeen balances when such transfers 
do not result in the creation of new debts or the acquisition 
of new claims. For example, when one country owes a second, 
which in turn. owes a third, and third owes the first, a mutual 
cancelling out of the smallest sum invclved is possible and 
will be autometically effected. The Bank for Internationel 
Settlement, the transfer agent for the scheme, will have the 
right to effect the transfer without the prior consent of the 
parties concerned. 


"Second 
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"Second category compensations", which result in increas- ©. 
ing a balance or the formation of a new one, require the pre-. 
vious consent of the affected countries. For example , if one 
country owes a second which, in turn, owes a third, and the first 
country also owes a third, the second may not transfer the first's 
currency (which it might hold in the form of a drawing right on 
the first country) to the third ecuntry in payment of its debt 
to the third country. In such a case the transfer agent would 
need to obtain the prior approval of both the first and third 
countries before effecting the transfer. The participants are 
expected to cooperate, however, by giving their approval to 
transfers of this type, unless "they would result in the loss of 
gold or collars for any of the parties concerns. 
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RELATION OF STERLING AREA TO ECA has agreed to the decision 
INTRA-EUROPEAN PAYMENTS PLAN of OEEC that the entire sterling 
area be included in the intra- 
European payments scheme and tnat the ECA dollar allotment to 
the UK include provision for the dollar drain of the independent 
non-ECA, sterling area countries. (India, Pakistan, Ceylon, 
South Africa, Burma, Austrialia, New Zealand, Southern Rhodesia, 
and Iraq. South Africa recently entered into special arrange- 
ments whereby it pays the UK in gold for any dollars drawn 
from British reserves, and Ireland and Iceland are Perwsespe sing 
ECA countries.) 





Under ‘eerengenents which have been in force for many years 
the dollar needs of the sterling area countries are met by the . 
UK. Only three independent countries in the sterling area, the 
UK, Ireland, and Iceland, and the British colonial dependencies, 
are participa 1ts in the recovery program. -The independent, non- 
ECA sterling area countries (here called RSA~-"rest of sterling 
area") have not been, until now, formally related to the recovery 
program in any way. When the intra-Eur opean trade and payments. 
scheme was being considered last summer in the OEEC it soon 
became apparent that the entire sterling area would have to be 
included in the scheme. The chief reason was the large anti- 
cipated deficit of the continental ECA countries with RSA, esti- 
mated at over $350 million for the fiscal year 1948-49. if 
the continental ECA countries were to continue to receive essen- 
tial primary products from the sterling area, which normally 
conducts its external transactions in sterling, their sterling 


drawing- 
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drawing rights would have to be large enough to enable them 
to meet their deficit with the RSA, as well as with the UK 
and its colonies. RSA countries, for their part, had their | 
own pressing dollar needs. The British tcld us that the RS& 
countries would not be willing to continue indefinitely to 
pile up sterling as a result of.their surplus with the conti- 
nental ECA countries. The British make it clear, also, that 
the UK could not be expected to finance the deficit of the 
continental ECA countries with the entire sterling area, (or 
that part of the deficit in excess of available sterling 
balances) unless the US were willing to provide for the 
dollar drain of the RSA. 


Accordingly, the dollar allotment for 1948-49 to the 
UK was increased by $169 million, the estimated RSA dollar 
drain, the entire increase being part of the UK's conditional 
grant. It is noted that this does not correspond to the anti- 
cipated surplus of the RSA with the continental ECA countries 
and, in fact, is less than half of that surplus estimated at 
over $350 million for fiscal 1948-49. Similarly, the amount 
of dollars which any particular RSA country will get out of 
the $169 million through the UK will bear no necessary relation 
to its balance of payments vis-a-vis the continental ECA area. 


Thus, the relation of the RSA countries to the intra- 
European trade and payments scheme is indirect. While the US 
will turn over dollars to the UK which, in turn, will sell an 
approximately equal amcunt of dollars to the RSA countries for 
sterling, the traditional operation of the sterling area is 
not disturbed. 
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US LABOR SUPPORTS ERP Recent resolutions adopted by both 
AND DENOUNCES COMMUNISTS AFL and CIO unequivocally support the. 

European recovery program and de- 
nounce Soviet expansionism. | 


L Proposals for Democratic Foreign Policy Delegates to 
the 67th annual convention of the. American Federation of Labor 


unanimously adopted a report of the committee on international 
labor relations claiming that it is only our "democracy and our 
mighty industrial potential that stand in the way of the 
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Communist colossus from the East over-running Western Bur ope 
and subjecting many more millions of people to its soul-less 
system of slave. labor". 


With respect to the Soviets and Buropean recovery, the 
AFL report states: "In reality, the present acute crisis has 
grown solely out of Russia's attempt to extend and expand its 
system of totalitarian dictatorship. Here is the source of 
Communist opposition to economic reconstruction and political 
stabilization outside of the confines of the Russian Empire 

and its satellites. Here is the real reason for the Soviet 
rulers' tireless effarts to promote economic collapse and 
..$ocial chaos....The central aim of ERP.must,..be much more then 
to enable the cooperating nations to resist Russian Communisn. 


.; We must enable them to rebuild so soundly as to defeat Communism 
~.. and become....an economic example and a political hope for the 





oppressed. and depressed behind the Iron Curtain." 


‘Atong specific AFL proposals adopted are the following: 
1) reiteration of support of the European recovery program. 
2): categorical rejection of all maneuvers to undermine the 
authority of the UN; 3) severance by the US and other democratic 
powers of all trade relations with the USSR until Russia is 
-Willing to lift its bluckade of Berlin. 


C10 also Scores Soviet Actions Recent CIO resolutions 
also reaffirm labor support for the European recovery program, 
reiterate support of the UN, and condemn Soviet actions. One 
resolution states, "We believe that the great productive capacity 
of our country should be used to provide food, clothing and the 
means for economic. rehabilitation to war-devastated Europe.... 
The participation of American lebor in the ECA at all levels of 
administration is the best guarantee to European labor that 
the interests of its members will be protected and the inde- 
pendence of European peoples preserved,...We condemn the organized 
opposition to the ERP by the Soviet Union and its satellites 
and the method by which the economic misery’ of Hurope is used 
for political advantage, and to. promote chaos ang confusion," 


de Uni dvisory Committee The AFL welcomes the 
establishment of the Trade Union Advisory Committee and the 
program adopted by the July London sonference for mobilizing 
free labor behind ERP. 


The report also recommends thet leaders of the British 
Trades Union Congress, which recently lashed oyt against rh 
Communist-dominated WFTU, be invited to confer Siith the AFL 
at its January-Februery session with a view to rtrengeverah 
the colleboration between the-AFL and the British lebor ‘novpment 


for 
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for the fullest and most effective participation by labor in 
assuring the-success of the recovery program and enhancing the 
growth and effectiveness of the Trade Union Advisory Committee 
as a unifying force of free labor in Europe and elsewhere. The 
CIO resolved to continue participation in the work of the ERP ' 
trade union conference and pledges complete support to the free 
democratic European trade union movements in their acceptance 
of ERP. 


+. + 


CIO Stand on WETU By resolution "the CIO officers and 
executive, board are authorized, in consultation with the British 
TUC and other free trade union centers, to take whatever action 
in relation to the WFTU and the internationai labor movement 
as will.best accomplish CIO policies and objectives". This - 
stand is taken in recognition of "serious cleavages" within 
the WFTU on most issues during the past eighteen months. Chief 
of these issues is ERP, which CIO has supported but which WFTU 
has not. This resolution charges that the "affiliated organiza- 
tions of WFTU have taken directly opposed attitudes toward the 
ERP, ' and the "Soviet trade unions and other trade union 
centers allied with them have conducted a campaign against this 
effort to restore Europe's economic life." 


Labor Views on Paiticipation in German Recovery The AFL 

report stresses adequate anc independent labor participation 
in the execution of foreign policy and development of plans for 
economic reconstruction. It considers independent labor partici- 
pation all the more urgent because of the international Communist 
drive in the trade unions against sound economic relations and 
world reconstruction. The report scores the ny ewe Military 
Government for not appreciating the "vitally necessary role of 
labor in the upbuilding of democracy and the pocenawustien of 
Germany as an integral part of ‘continental recovery". It refers 
specifically to what-it terms the belated and inadequate resti-~ 
tution of stolen property, a disregard of trade union interest 
in revaluating the mark, the wage-price policy, and refusal to - 
grant German labor the right "to participate effectively in 
the ERP machinery". One CIO resolution demands that the "felse — 
neutrality of our military government towzrds the needs and 
problems of German trade unions be dropped in favor of outright 
assistance....'. It also calls for the restoration of trade 
ome ry property and denounces the. Soviet- imposed blockade of 

erlin. , 
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SIGNATURE OF KOREA’ AID Negotiations between the US and 
AGREEMENT EXPECTED SOON Korea for an aid agreement, which 

commenced early in October, are 
virtually complete and it is expected the document will be 
signed in the near future. The proposed agreement covers 
relief and rehabilitation funds provided by Public Law 793, 
authorizing funds for occupied areas. The agreement will 
be effective until June 30, 1949 and provides for ECA to 
assume the take-over from the US Army in accordance with 
President Truman's announcement of last August. It is 
sufficiently comprehensive to serve as a pattern for such 
agreements as may be necessary for the administration of 
future aid as may be provided by Congress. The agreement 
emphasizes maintenance of controls by Korea over its economy. 
foreign exchange, and import-export controls. 








Request for Aid In September President Syngman Rhee 
of the newly-inaugureed Koréan Republic in a letter to 
President Truman requesied continuance of US aid, which has 
been administered by the US Army since Korea's liberation 
in i945. He said this aid was necessary to avert economic 
‘crisis, promote national recovery and insure domestic tran- 
quil’.cy. Since that time the Departments of State and Army 
and ECA have been working together on a program for Korea. . 





Provisions of Agreement The agreement specifies that 
the Korean government will make the most advantageous use 
possible of US aid and of all available Korean resources. 

It will take steps to strengthen and stabilize the Korean 
economy, including such measures as balancing the budget 
through economy in governmental expenditures and increase 

of revenues; maintenance of controls over issuance of currency; 
and the use of private and governmental crecit to achieve 
economic stability. All foreign exchange transactions will 

be regulated and foreign trade controls established, including 
an export and import licensing system so that all foreign 
exchange resources make a maximum contribution to Korean 
economy, and a rate of exchange will be established for the 
won as soon as economic conditions warrant such action. The 
Korean government undertakes to exert all possible efforts 

to obtain maximum production, collection and equitable dis- 
tribution of locally produced supplies, including the contin- 
uance of a program of collection and distribution of indige- 
nously-produced cereal grains so that a minimum adequate 
staple ration will be assured at controlled prices for all 
non-self-suppliers. The collection program will also serve 

as a means to obtain foreign exchange. 





All 
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All goods received through US aid and similar goods 
otherwise obtained will receive fair and equitable distribu- 
tion at reasonable prices consistent with local economic 
conditions and the Korean government will insure that all 
goods are used for the purpose envisaged in the aid agreement. 


Korea further agrees to facilitate private foreign in- 
vestment in Korea together with admittance of private foreign 
traders to transact business subject to its constitutional 
restrictions. Export industries are to be developed as ad 
rapidly as practicable and it is agreed that government- — 
owned productive facilities shall be operated in such a way 
as to insure maximum production. 


Korea agrees to cooperate in stimulating exchange of 
goods and services with other countries and to reduce public 
and private barriers to trade. Most-favored-nation treatment 
is to be accorded immeciately by the US and Korea pending 
entry to force of a Treaty of Amity and Commerce between the 
two countries, with. departures from MFN treatment permitted 
only in accordance with GATT. In addition, Korea agrees to 
extend MFN treatment to territories under the sovereignty 
of the US and to the areas in which the US has occupation 
responsibilities--Trieste, Jepan and western Germany. 


Provision is made for a local currency account from 
which the US aid representative may receive funds to meet 
the won expenses he incurs in discharging his responsibilities 
and the remainder will be used for other purposes, as agreed 
upon by the two governnents. The same restrictions are in- 
cluded as in the ERP bilaterals with regard to re-erport of 
goods furnished by the US or of the same character although 
obtained elsewhere, and the same requirements are enumerated 
on marking US.goods and in providing full publicity to the 
Koreans of the source of aid and in- allowing representatives 
of the US gevernment and press and radio to observe and re- 
pert fully on the use of US aid. As in other aid arrangements, 
it is agreed to facklatate US acquisition of strategic materiais. 


The agreement may be terminated three months after either 
government gives notice of termination and it is stated that 
the US President may terminate aid if the terms of the agree- 
ment are not adhered to, if aid becomes no longer necessary 
or desirable or is no longer consistent with US interests. 

It may also be terminated if the United Nations takes action . 
or furnishes assistance so0 that US aid is unnecessary. 


The US agrees 30 appoint an aid representative and a 
staff which will assist the Korean government to advance recon- 
struction and promote economic recovery. Korea agrees to ex- 
tend diplomatic privileges and to assist the US FOPFOSEREES IH : 
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in the peo topnence of his duties, and to allow the free travel 
of the US aid represeritative and "his staff throughout the 
count¥s Korea also agrees to maintain such accounts and 
records pertaining to the aid program as the 'S representative 
needse In case of abuse of aid or violation of the agreement, 
the US representative is to notify the Korean government 

which agrees to take promptly such action as is necessary to 
correct the situation. If appropriate steps are not taken 

the US representative may recommend to his government termina- 
tion of further assistance. 


Korea is to establish an operating agency to develop and 
administer a program relating to requirements, procurement, 
allocation, distribution, pricing and accounting for supplies 
obtained under the agreement. An over all economic recovery 
plan, designed to stabilize the Korean economy, is to be 
developed by the Republic of Korea. This will have, as an 
integral part, an import-export program to be agreed upon 
by the US aid representative and the Korean government. 

Korea also agrees to employ foreign consultants and technicians 
where it is deemed necessary to assure the effective utilization 
of domestic resources and of equipment and materials brought 
into Korea under the import-export program. 
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CONFERENCE OF US ECONOMIC Department, officers who recently 
OFFICERS IN LATIN AMERICA returned fr-m a conference of our 

economic counselors in Latin Am- 
erica feel the meeting was most worthwhile and resulted in 
the gaining of perspective on the problems of both the field 
and Washington. = conference, held in Rio November 1 
through November 4, was attended by the principal economic 
officers of 14 of the major missions in Latin America and 
representatives from the Departments of State, Treasury, 
Commerce y Agriculture, Labor and ECA. 





Although there was no attempt to pass resolutions or 
reach definitive conclusions, there was considerable un- 
animity of opinion on a number of issues. Perhaps the most 
significant among the points developed was that advanced hy 
the field economic officers that economic development of 
Latin America must proceed slowly, with greater emphasis on 
self-help. It was the unanimous opinion of the officers 
that economic development should not and could not be based 


on large-scale 
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on large-scale US government financing Fut that it could best 
be met through technical assistance programs, using sich 
techniques as the joint technical mission, like the one now 
in Brazil, and the technical exchange program, which includes 
the servicio technique conducted by the Institute of Inter- 
American Affairs. It was the feeling of the officers that 

US government or International Bank loans should not be _ | 
totally excluded. They felt, however, that the field of 

such loans should be limited to the kind of project in — 
which private capital, either local or forzign, would be 
unlikely to enter. 


Anéther main conclusion was that the serious balance- 
of-payments difficulties which most of the Latin American 
countries are now facing could not be cured by outside 
government or international lending or even by restrictions 
on imports. The countries are now enjoying a higher level 
of dollar income than ever before in their history. In 
some countries it is only twice as great as before the war; 
in most countries it is four or five times as great. Never- 
theless, they face serious balance-of-payments problems, 
These arise in large measure fr-m unwise internal financial 
and governmental measures and new consumption demands in 
their countries. Outside financial assistance and import 
restrictions under such ¢onditions are mere palliatives. 

It was the opinion of the agricultural experts that there was 
not a very great chance of expansion of agricultural exports 
from Latin America. In fact, they felt that considerable 
technical progress would have to be made in the Latin Am- 
erican countries if they are to maintain their present rate. 
of agricultural exports against developing competition 

from Eastern Hemisphere sources, 


The third major conclusion was that there is a great 
lack of understanding about the US and its economic policy 
on the part of the great mass cf the Latin Awerican people. 
Our information program is reaching only a comparatively 
small group of educated people rather than the large laber 
and agricultural groups who are highly susceptible to the 
active anti-US propaganda now being disseminated. The field 
officers felt strongly that emphasis should be given to 
working with labor groups and labor organizations in these 
countries through a stepped-up labor attache program; the 
recruitment, if possible into this program of active US 
trade unionists; and stimulation of independent activities 
of ABL and CIO in Latin America. 2. 
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At a special neat held to discuss setrriedn snditiels 
it was pointed out that Venezuelan oil infinitely. outweighed 
in importance the petroleum resources of any other part | 
of Latin America, both in amount and in availability. Any 
steps-we consider taking with respect to any other country 
in the petroleum field should be judged pecans ty in the 
light of. their effect upon Venezuela. 


Included on the conference agenda were sinehadiadicaaiiabl 
problems, exchange controls, co™mercial policy, export controls, 


the relation of ECA to Latin America, and the question of: 
economic development and private investment in Latin America. 


Both the “ashington participants and the officers from 
the field emphasized the importance of having meetings such as 
the Rio conference held on a regular basis and at least each 
year. Not only do meetings of. this type merit an exchange of 
views between. “ashington and tiie field on foreign economic 
policy issues, but there is a further important benefit in 
- permitting an exchange of experience between field officers, 
The officers emphasized the value of a comprehensive agenda 
and background papers as a means of maximizing the benefits 
to be derived from such meetings. 


SECRET | 
aa * * 


CONFIDENTIAL 


US POSITION ON POSSIBLE POSTPONEMENT ‘Because of indieations 
OF BUENOS AIRES ECONOMIC CONFERENCE: from some Latin American . 


countries that they may 
not have too great enthusiasm for the Buenos Aires Economic 
Conference, scheduled for next spring, and because JS views 
have been airectly requested by one of the other American 
republics, we have outlined our position to the missions 
for use in answering any other inquiries. 


We did not propose the conference, but agreed to the 
resolution in Rio calling for such a conference and further 
supported the idea at Bogota. Therefore, we feel committed 
and will cooperate fully towards the conference's success and 
have been active in preparations for it. ‘We hope by the 2nd 
of January to place before the Inter-American ECOSOC our pos- 
ition on most of the issues expected to be important on the 
Buenos Aires agenda. 


We feel 
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) we feel it is important that the US is not laid open to 
charges of sabotaging the conference. We will, therefore, 
-not take the initiative toward any postponement rut we will 
be guided by the majority view of all the Américan govern- 
-,ments if they wish to take action against holding the con- 
ference. Actually, as -setween postponement and cancellation, 
the US would prefer the latter. 


_ . We recognize the validity of ¢ertain questions raised re- 
garding the usefulness of the conference. While we favor 
practicable discussions. and formulation of multilateral 
general principles, we recognize that a more realistic approach 
may be through bilateral negotisztions to reach agreements on 

.@conomic development and other issues including capital in- 
vestment, taxation, strategic resources, inland transporation, 
aviation, shipping and general commercial problems. At the 
same time,we believe there would be certain advantages to 
holding the conferences We believe it would offer a good 
Sounding board for making clear just what the US. can do and 
cannot do regarding Latin American development and other 
issues. The conference also offers an-opportunity to sign 
a formal Additional Protocol to the Economic Agreement of 
Bogota, for the purpose of solving the problem of reservations 
to that Agreement. . . 


CONFIDENTIAL 
oe * * 
SEGRET 
| REPEAL OF 1948 TRADE The President has approved the Department's 
AGREEMENTS ACT SOUGHT Suggested approach to Congressional leaders 


with a view te securing early in the next 
session of Congress repeal of the Trade Agreements Extension Act 
af 1948 and enactment ef hegislation in the form existing before 


the Act was amended by the last Congress. 


* * * 
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US, UK AND FRANCE ARE HOLDING Exploratory discussions are 
EXPLORATORY REPARATION TALKS being held in London this week © 
pi, with the French and British on ° 
the problems involved in the reconsideration of the dismantling 
program. The purpose of this review is to enable the ECA | 
Industrial Advisory Committee to receive a clear indication of 
British and French views and to discover to what extent a 
basis exists for an agreement among the three governments. 
The talks will not constitute negotiations as to retention of 
any German industrial plants now scheduled for removal but will 
Simply clarify thinking and it is hoped will permit speedier 
settlement at the appropriate time in the future through inter- 
governmental discussions. Ambassador Douglas will chair the 
talks and representatives will be present on the US side from 
the Department, ECA and OMGUS. 





The ECA Committee has undertaken an investigation of the 
plants scheduled for removal as reparations in connection with 
the Foreign Assistance Act of 1948 which specified that the 
ECA Administrator would request the Secretary of State to 
obtain the agreement of those countries concerned that "such 
Capital equipment as is scheduled for removal as reparations 
from the three western zones of Germany be retained in Germany 
if such retention will most effectively serve the purpose of 
the European recovery program". The technical investigation 
by the engineers has now reached a stage where the Committee 
feels it would be useful to discuss its tentative findings 
with British and French experts to learn their views. With 
the benefit of these views it is believed that the Committee 
will be able to finish its report promptly. 


If the British and French react violently to the Committee's 
proposals it will be made clear that we realize that the problem 
of removal of industrial plant from Germany involves weighty 
and delicate issues of economic, political and security nature 
in addition to the technical issues to which the Committee's 
attention has been primarily directed. The US expects to con- 
sider all these issues before any formal approach is made to 
the British and French governments to reauest retention of any 
German industrial plants scheduled for removal. 


If the question is raised of prohibited or restricted 
industries, we will advise them that any investigation of plants 
in this category, to the extent they are not covered in the 
present review, will be completed speedily in order to facilitate 
the Military Governors' agreement in this field. 


We 
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We are anxious to release from further reviews at the earli- 
est possible time any plants which ECA has decided not to recon- 
mend for retention in iine with our repeated promises to the 
French and British. Releases are most desirable also in order 
to prevent a gap in the work of LARA and to prevent a cessation 
or slow-up of dismantling. Releases should be forthcoming be- 
fore the final Committee report and preferably in connection 
with the London meeting. We have already notified IARA that 
the ECA Committee has released from further consideration all 


' plants now allocated to IARA and the plants which IARA had 


sub--allocatad, which tne ECA Committee was considering. 


According to reports we have had, the French feel that, 
in connection with our review of the dismantling program, we 
may intend to propose an upward revision from the 10.7 million 
ton steel production level agreed on for the bizonal area. We 
would prefer that the matter not be discussed at London. If 
it is raised, we will state that, while we do not wish to 
interpose objections which would interfere with the conduct of 
the ECA Committee's investigation, the functicn of that Committee 
is advisory and that, after its studies have been reported to 
the US government, they wili be reviewed in the light of ail 
pertinent considerations prior to adoption of a final government 
position. We believe that any proposal by the US to raise the 
permitted level-of-steel production in Germany at the present 
time would involve serious political repercussions and would 
be contrary to US interests. The present level should be con- 
tinued in effect until the conclusion of a German peace settle- 
ment, subject to an understanding that it may later be reviewed 
if the settiement is unduly delayed. 


* * * 


INTERGOVERNMENTAL RECOMMENDATIONS MADE ON Recommendations of 
SAFEGUARDING FOREIGN INTERESTS IN GERMANY the Intergovernmental 
| F Group on the Safe- 
guarding of Foreign Interests in Germany, which met in Paris 
recently in accordance with the London Agreements, have been 
sent to the governments involved--the US, UK, France, Belgiun, 
the Netherlands and Luxembourg--for consideration. The recom- 
mendations are for the period preceding the peace treaty and 
are without prejudice to final settiement. The most important 
recommendations folio. | : 











Removal of Controls and Resumption of Ownershi 
It was agreed that UN property owners shouid resume to the fullest 
extent possible the control of their property and property rights 
in Germany, subject only to compelling requirements with regard 


to 
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to the, over-all econcmic position in Germany. The desire of 
the-. tary Governors that UN owners should quickly take con- 
trol 6f this property was noted. It is recommended that foreign 
owners should not be subject to any restrictions not applicable 
to property owners in general as far as management, appointment 
of personnel and use and disposal of funds and property in Ger- 
many is concerned. It is recognized that special regulations 
may have to be applied on acquisition of new or increased in- ' 
terests in critical industries or where undue concentration of 
economic power might result and to transfers of property in 
Germany between persons both of whom are resident outside Ger- 
many; but these should be as liberal as possible. The Group 
recommends that goods in Germany belonging to UN nationals 
manufactured for them in Germany under prepaid contracts, sent 
into Germany for processing, or in transit through that country, 
all as of the time of the capitulation, should be exportable by © 
the owner without his having to pay for them oo in dollars, 
as is presently insisted upon by OCMGUS 


War Damage and Equalization of Burdens Recognizing that 
the amount of war damage compensation must await a peace treaty, 


it is recommended that foreign interests in Germany should partic- 
dipate before then on the seme basis as German interests in any 
compensation provided by German or Military Government legisla- 
tion. The power to determine the extent to which special levies 
or equilization of burdens taxes should apply to UN property 
shouid be reserved to the Military Governors. It was agreed 

. that UN property should not be subject to taxes levied expressly 
for the specific purpose of meeting charges arising out of the 
war. With reference to the present situation in Germany, the 
problematical character of equalization of burdens tax legisla- 
tion was noted, as was the possibility that the Germans might 
include both war losses and currency reform losses among the 
burdens to be equalized. Should this be the case, the Group was 
of the opinion that the tax and the corresponding lien should 

be only provisionally imposed on the property in Germany of non- 
German nationals and corporations and of corporations organized 
under the laws of Germany but Wholly owned by such non-German 
nationals. While the Intergovernmental Group recognizes the 
discrimination which has occurred through blocking benk accounts 
of UN nationals and the consequent effect of monetary reform, 

it believes this problem must ewait the peace settlement for 
treatment. A bizonai ordinance that plant and equipment may be 
removed under Land orders from one concern. to another to equalize 
reparation effects should not be applied to UN-owned concerns 
except where of paramount necessity and in all cases adequate 
compensation should be paid. 


Public 
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Public Ownership and Deconcentration The Group's funda- 
mental recommendation of public ownership and land reform fol- 


lows the US Directive to General Clay: the Military Governors 
should not permit such measures to. become effective regarding 


-- Yoreign interests until satisfied that suitable provisions have 


been made for prompt, adequate and effective compensation. 
-Shouid nationalization (i.e., by a German central government) 

of German heavy industries or natural resources be involved, 

the Group recommends prior consultations between the six govern- 
ments concerned pursuant to Annex A, Paragraph 4 of the Report 
of the London Talks on Germany. Ali delegations but the UK 
agreed upon the desirability of international adjudication or 
arbitration of disputed compensation claims not settled by the 
exhaustion of the remedies provided in Germany. In accepting 
the general principle that foreign interests could be taken 

into public ownership if provision were made for compensation, 
the French delegation declared that its position on the question 
of the ultimate ownership of the coal, iron and steel industries 
of the Ruhr was not thereby prejudiced. 


Various fears and objections to the deconcentration laws 
were met by a recommendation that the UN interests be permitted 
to present or to comment upon reorganization plans and that 
these plans as finally adopted should provide for the UN share- 
holders in the dissolved corporation to be given a priority 
(i.e., pre-emptive rights) to holdings in the new companies com- 
parable in value to their old holdings. 


Mines, Iron and Steel Military Governors should invite 
UN stockholders in companies -.organized under the trusteeship 
plan to submit requests for participation on an equitable basis 
in the new companies formed and the Military Governors should 
study the possibility of carrying out corporate reorganizations 
under the trutteeship plan in a way to prevent forced reduction 
in over-ali percentage of UN ownership in the industries which 
remain in private ownership. These recommendations also apply 
in carrying out the deconcentration of I.G. Farben. Account 
should be taken of the‘desirability of reestablishing, to the 
extent possible under. the regulations governing allocation of 
German coal, deliveries of coal to UN owners from their mines 
in Germany as. they took place before the Nazi regime. The. 
Intergovernmental Group recommended an examination as soon as 
possible by experts of the Aachen coal mines to make recommenda- 








be permitted, as was the case prior to 1934. UN ownership. 
terests in the Ruhr-Aachen coal field should not be je ized 
by Laender claims for advances. required as a result Of Ti coal 
pricing policy up to August, 1948, and this should be considered 
also iB connection with UN interests in the iron and steel pro- 
ducing industry. 
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Monetary Reform. Under the monetary reform, a UN creditor 
presently has the option of:ageepting payment of a reichsmark 
debt in deutschmarks at the.10-to-1-rate or of refusing to 
accept payment and keep whatever rights he has in suspense. 

A number of the countries eomplained that their nationals had 
no way of knowing which: course -they should follow, as it was 


clear that the final determination of the extent to mich foreign 


creditors should be satisfied: would depend on the peace treaty. 
To eliminate this situation, it is recommended that foreign © 
creditors should.be given the right to accept the deutschmark 
payment without waiving their: rights in a final settlement and 
that those who nave already refused payment shall be permitted 
to withdraw their refusals. France and the Benelux countries 
made a determined effort to.modify the effect. of the currency 
reform laws insofar as they epplied to reduce as 10-to-l the 
deposits in Germany of their nationals forced to deposit in 
German banks during the war. They also sought to have externally 
held reichsmarks brought into Germany for conversion into deutsch- 
marks and to have some pre-treaty redress for forced investments 
in German public securities. All members of the Group finally 
agreed that the foregoing questions could not be finally settled 
prior to a peace treaty; France and Benelux thought that all of 
them should be further studied before a peace treaty; the US 
theught only the externally held reichsmark matter might be so 
studied; and the UK delegation thought that ail of them except 
the forced investments question might be earlier studied. No 
Gelegation dissented from the view that the obligations under 
discussion were claims against the whole Third Reich, but France 
and the Benelux countries emphasized the prejudice to Allied 
nationals caused by delay in reaching final settlement. 


Maintenance of Contractual Reiationships In line with the 
general position written into the satellite peace treaties, it 
is recommended that the status of original contracts remain 
unaltered, with occurence of war not relieving ea debtor from 
the obligation to pay his debts in accordance with the terms of 
the originai contract. It is also recommended that the Military 
Governors study the matter of periods of prescription and limita- 
tion of rights of action since, during the war, many persons 
were unable to comply within the time limit to the necessary 
legal formalities to keep their claims alive. These problems 
should be studied with a view to safeguarding rights still 
current or reins™.ting those which expired during the war. The 
rights of forei:» creditors shouid continue to exist until 
proper payment has been met in the case of debts expressed in 
foreign currency where before and during the war, the Konversion- 
skasse received or required payments in reichsmarks but did not 
make cut-payments in foreign exchange. In the future a foreign 
creditor should be ailowed to accept payment for these debts in 





deutschmarks 
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‘deutschmarss if it is offered.:: Because of complexities arising 
out of the disintegration or zonal separation of certain German 
debtors, such as the Potash Syndicate, it is recommended that 

the views of interested. creditor organizations should be invited 
with a view to making proposais for the Military Governors to 
consider. Because of US opposition no recommendation was made 

on obligations written with a "gold mark" clause, but the various 
positions taken were set forth in the Group's report. 


Most-Favored-Nation Treatment It is recommended that 
foreign countries and their nationals shall enjoy national and 
most-favored-nation treatment in all matters relating to commerce. 
As regards establishments and the conduct of business, the 
Group recommends the most-favored-nation principle and that the 
Military Governors be directed to eliminate as rapidly as con- 
sistent with problems of internal administration, shortages of 
facilities and the needs of the Occupation, any existing dis- 
crimination against foreign interests in this régard.. Review 
was asked for a JEIA instruction allegedly discriminating against 
non-German: shipping and forwarding companies. The Group rati- 
fied the statement on reciprocity for Germany in Annex E of the 
Report of the London Talks on Germany. 





Miscellaneous In view of the fact that German authorities 
are becoming less and less subject to the direct control of the 
Military Governors and particularly in view of Germany's long 
history of unsatisfactory treatment of foreign property and 
concerns in Germany, it is recommended that the terms of any 
Occupation Statute reserve to the Military Governors the powers 
necessary to secure the safeguarding of UN interests in Germany 
and the maintenance of the principle of non-discrimination. 


A study of the problem involved in reestablishment of 
rights under prewar commercial treaties should be made. A study 
should be made now of the claims of UN nationals against German 
social insurance organizations. Consideration should be given 
to steps to prevent double taxation. The Military Governors 
should take steps to ensure protection in Germany of the in- 
dustrial, literary and artistic rights belonging to foreign. 
nationals. It is recommended that, for a period of two years, 
UN insurers. should be permitted to resume business in Germany 
without being required to reconstitute guarantee reserves which 
disappeared during the wer. It is further recommended that the 
governments should keep under continuous review the question of 
ensuring non-discrimination end safeguarding foreign interests 
in Germany and thet they consider the calling of further inter- 
governmental meetings for the study of matters of ‘principle if 
requested by any of the governments represented, 


* * * 
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R Mg . The French are exerting pressure for 
1S V% tr UNSETTLED resumption of rolling stock negotiations, 
indicating that unless some acceptable 
settlement is worked out they will raise the issue in the IARA 
Assembly. The US position has always been that German rolling 
stock is not an external asset and that JARA has no final author- 
ity to determine this matter. We have consistently maintained 
that rolling stock should be treated as a restitution issue and 
that exchange arrangements should be negotiated outside IARA. 

Our IARA representative has assured us that if the issue is 
raised in IARA the French position will almost certainly be 
upheld by the majority. 


The last round of negotiations with the French on this 
subject bogged down in the spring of 1948 over the question 
- of the bizonal authorities transferring some ECa-financed freight 
cars to France in return for the remaining German cars in France. 
This proposal had been advanced by the Department during early 
discussions of the European recovery program as a means to achieve 
settlement with the French outside IARA. The general terms of 
the proposal had both OMGUS and ECA approval. On the assumption 
that an over-all settlement would be reached, a practical car- 
for-car exchange between the bizone and France was signed last 
March--but without waiver of legal rights to ownership by France. 
Approximately 5,0C0 cars have been exchanged thus far under this 
arrangement. Before replying to this new French request we have 
reviewed the Department's position and requested the latest 
OMGUS views on this subject. 


The Department has for some time strongly urged the re- 
sumption of Bizone-French freight car negotiations in order to 
avoid a possible unfavorable decision by IARA which probably 
would result in: 1) failure to fulfill the car~for-car agree- 
ment signed between France and the bizonal area last March; 

2) French retention of remaining German cars in France; 3) "French 
rental claims amounting to approximately $40 million against the 
bizonal area for French cars held since 1945; and 4) similer 
claims by other Allied countries against the bizonal area. 
Department representatives, who conducted earlier negotiations 
with the French, felt that some concession by the bizonal area 
would be necessary to work out en acceptable settlement with 
France and to persuade that country to drop its claim in IARA. 
It was felt that these concessions might take the form of trans- 
ferring some ECA-financed cars to France or an offer to retain 
some French cars on a rental basis. France had indicated that 
strong internal political factors involved in the bizonal roll- 
ing stock issue would make it imperative to show some gain if 
their apparent strong legal claim in IARA was compromised. Re- 
tention of remaining German cars was considered insufficient 
advantage to France to persuede a change of view since these 
could be kept if the legal claim was upheld by IARA. 
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While Clay alsc questions IARA jurisdiction regarding 
German freight cars in France, he no longer feels that the 
compromise advanced by the Department in order to reach settle- 
ment with the French is advantageous to the bizonal area. In 
his view, the transfer of any ECA-financed cars to-France in 
exchange for German cars returned to the bizonal area would 
defeat the purpose of the original allocation of funds to Ger- 
many by OEEC. He considers that any decision to return French 
cars ‘without requiring a return of German cars, would impose 
additional costs upon the US; nevertheless, he "feels® this would 
be preferable to exchanging newly-built ECA ears for German 
cars held in France. Clay considers our utilization of French 
cars in Germany during the occupation period is entirely justi- 
fied by the retention of German cars in France. In summary 
Clay has stated that no useful purpose would be served by OMGUS 
participating in further negotiations and that it might be just 
as well to permit the French to press their claims through IARA. 


Discussions are underway between the Department and the Army 
to reconcile these views and achieve a US position. 
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THTERNATIONSL CONFERENCE TO The preparatory committee appointed 
DRAFT NEW WHEAT AG REEMENT to keep under review the prospects 
of concluding a new wheat agreement 

recently met in Washington and decided that a conference should 
be held in Washington January 25, 1949 to negotiate a new inter- 
national agreement along the lines of the one signed in March 
1948, It is planned to-send invitations to all countries which 
are members of FAO or the UN. Because the US failed to ratify 
the agreement by July 1, ‘the final date for acceptance, and 
because a number of importing countries had also failed to 
ratify by that time, some of the 12 countries which had already 
accepted the agreement withdrew their ratifications. At a July 
meeting of the governments which signed the wheat agreement it 
was agreed that later consideration should be given to the possi- 
bility of negotiating a néw egreement and a preparatory committee, 
consisting of representatives of Australia, Benelux, Brazil, 
Canada, Egypt, France, India, the UK and US, was agpenenes to 
keep the situation: under review. 





' The 1948 agreement was. a ‘five-year ngrecnent and would 
have provided a framework in which-a large part of the world's 
trade in wheat would have taken place. Under it the member 
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exporting .couritries (Australia, Canada, and the US) would have 
agree@- to supply the 33 importing countries signatory to the 

agreement with 500 million bushels of wheat annually, if called 

upon bythe importing countries to supply this wheat at the 
$2.00°maximum price provided for in the agreement. The import- 

ing countries, reciprocally, would have been obligated to pur- 

chase from the member exporting countries 500 million bushels 

of wheat annually, if called upon by the exporting countries 

to purchase this wheat at the minimum prices provided for in 

the agreement. The minimum price for the first year would have 

been $1.50 and dropping by 10-cent stages annually to $1.10 in 

the fifth year. 


* * x 


FOURTH FAO CONFERENCE Among the major policy issues considered 
MAKES RECOMMENDATIONS by the UN Food and Agriculture Organiza- 
tion at its fourth annual conference, 
held in Washington last month, were the extent. to which the 
International Emergency Food Committee of tne FAO council should 
continue to make recommendations regarding allocations, what 
should be done with the commodity committees when there is no 
longer need for allocations, and provisions that should be made 
for continued study and analysis of international commodity 
situations with a view to the possible consideration of the 
negotiation of intergovernmental agreements. Other problems 
pertaining to technical activities of FAQ, constitutional, 
administrative and financial matters were discussed. 


Commodity Problems and Agreements The conference agreed 
that the policy of disbanding allocations committees as soon 
as the need fcr them no longer exists should be continued and 
that the FAO should assume as a staff function the disbanded 
committees' responsibilities for statistical compilation and 
continuing survey of the commodity. For the present, the IEFC 
and its committees on cereals, fats and oils, rice, nitrogenous 
fertilizers and cocoa beans are to be continued, 





it was recommended that FAO pay particular attention to 
the need for early intergovernmental consideration for action 
when commodity shortages or surpluses are anticipated. The 
conference, recognizing the necessity for continuous study of 
the problems associated with the formulation, functioning and 
administration of commodity agreements, recommended that a 
committee be established within the FAO council to examine and 
report on commodities as they are affected by agreements, inter- 
national trade and distribution. Countries named as committee 
members are Australia, Belgium, Brazil, Canada, India, the UK 


and 
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and the US. It was agreed that the council should, if possible, 
submit a review of commodities to member governments immediately 
following the first 1949 meeting of the council and that it 
should at the same time submit any suggestions for governmental 
and intergovernmental action vith respect to any commodity or 
group of commodities. It was ‘ecognized that the draft charter 
of ITO provides that the appointment of study groups and the 
Calling of intergovernmental conferences. for the purposes of 
considering any intergovernmental commodity arrangements is a 
responsibility of ITO, although FAO does have a special interest 
_ in such arrangements. The field of inter-relationship between 
FAO and ITO will need to be considered in the drafting anid ” 
approval of their inter-agency agreement. 


In the course of the meeting it was announced thet the 
wheat preparatory committee would meet to arrange for resumption 
of the wheat conference, possibly on January 25, 1949. (See 
page 8 of this issue of Current Economic Developments.) The - 
conference noted with satisfaction this development, and ex- 
pressed the view thet FAO should encourage the continuation of 
multilateral negotiations looking toward intergovernmental 
agreements on single commodities. Organizations aiready exist 
for the study of internationel trade problems for certain commodi- 
ties, for example, wheat, sugar, cotton, wool and rubber. 


Level of Stocks Noting that world stocks of food in general 
are still very low, the conference pointed to the necessity for 
exercising caution in the utilization of the 1948 harvest and 
for giving thought to the possibility of establishing. security 
stocks. It requested the council, during 1949, to give considera- 
tion to the question of stocks an nd their financing and to study 
relevant parts of this question in conjunction with the proposed 
review of commodity problems. 


Exchange Difficulties The conference pointed out thet the 
present lack of convertibility of many of the principal curren-. 
cies impedes the international distribution.of food and agri- 
cultural products. These difficulties are added to by the fore’. 
exchange and balance of payments problems of many importing 
countries. In the review of commodity problems, the council was 
esked to take wees matters into consideration. 


Re Letions with Internationel Bank FAO requested the coun- 
cil, with the assistance of the Internationel Bank and other 
eppropriate UN agencies, to prepare for the next session of the 
conference a report on financing facilities, the use being. made 
of them and the nature of the demand for then. 
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Standardization The conference recommended that the 
director general and the council give attention to the problems 
of standardization of those commodities for which there is no 


appropriate organization. 


ite and Scale o tribut The decision on a permanent 
FAO headquarters was deferred pending further investigation by 
a special committee. The sites offered were Copenhagen, Rome 
and the eastern coast of the US, with a choice of several situa- 
tions near Washington. In discussions on the scale of contribu- 
tions by the member governments, US representatives made it 
clear that the US, which now pays about 27% of the expenses of 
FAO, does not expect to raise its contribution and that the 
fact that the US pays 39.89% of the UN budget should not be 
considered as a precedent for a new FaO payments scale. 


* * * 
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Nar ae eee USSR SIGN TRADE, REPARATION, AND Italian-Soviet 
AGREEMENTS. AND. TREATY OF COMMERCE trade and repara- 


tion discussions, 
which have been under way in Moscow for several months, were 
concluded December 11.. Although the Italians feared that ne- 
gotiations might be broken off by their refusal to supply items 
which are non-exportable under the commitments undertaken by | 
the Italian government for the control of trade with eastern 
Europe, the Italian delegation appears to have successfully 
eliminated these items from the reparation as well as the short 
and long-term trade agreements. In addition to the reparation 
and trade agreements, a treaty of commerce and navigation and 
a payments agreement were signed. | 





It was at Soviet insistence that reparations were dis- 
cussed concurrently with the trade agreements and commercial 
treaty. The reparation agreement provides that goods shall be 
furnished the USSR to a value corresponding to the difference 
between $100 million and the agreed upon valuation of Italy's 
assets in the Balkans. Mixed commissions of experts, which are 
to be established in Rumania, Bulgaria and Hungary to evaluate 
the assets and to determine procedures for the transfer of the 
assets to institutions chosen by the USSR, are to complete 
their work within six months. The transfer of assets to the 
USSR is to be completed in the subsequent two months. September 8, 
1943 is the agreed date of transfer of the subject assets and 
current evaluations are to reflect losses incurred after Septen- 
ber 8, 1943, resulting from acts of God, acts of war, and mili- 
tary requisitions. One-fifth of the total agreed residual 
reparation deliveries will be remitted annually to the USSR, 
beginning September 15, 1949. The USSR is obligated to furnish 
to Italy on a commercial basis material.normally imported by 
the latter and necessary in the production of goods for repara- 
tion. Payment for reparation goods will be effected annually 
on September 15 through appropriate dollar credit by the Italian 
government to a special Soviet account in the Bank of Italy. 
Under the reparation agreement, Italy will furnish the following 
items to the USSR: motor vessels for passengers and freight, 
steam trawlers, refrigerated motor vessels, seagoing salvage: 
tugboats, equipment for the production of cement and asbestos 
tubes, compressors, electric locomotives and power sub-stations 
for the locomotives, ball bearings, — and pyrites, mercury 
flasks, and artificial fibers. 


The treaty of commerce and navigation contains standard 
provisions throughout. In view of Italy's membership in OEEC, 
Embassy Moscow anticipated greater devietion from standard than 
apparently was obtained. The treaty pledges both parties "not 
to impede the mutual exchange of goods by means of prohibitions 


or 
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or restrictions on import or export", except insofar as applicable 
to all countries, for reasons of public security or public health 
or to correspond to like restrictions on domestic goods, or for 
protection against plant or animal diseases. An appended proto- 
col explains that this article refers to quantitative restric- 
tions. The treaty also provides that no restrictions are to 

be adopted regarding the import or export of goods provided in 
quotas to be established in commercial agreements between the 

two governments. Soviet trade representatives in Italy are 

given authority to establish offices with diplomatic immunity 

at Naples, Genoa and Milan. 


Under the one-year trade agreement, which became effective 
December 11, the USSR is to furnish Italy with wheat, other 
cereals, sawn lumber, iron and manganese ore and other raw 
materials. Italy is to supply the USSR with some machinery, 
equipment, motors, tools, ball bearings, as well as cork, hemp, 
certain chemicals and other commodities. The Italians agree 
in the three-year agreement to supply cargo ships, refrigerator 
fishing ships, coastal tugs, and various kinds of machinery and 
equipment. The USSR under this agreement is to furnish pig 
iron, steel ingots, crude oil, copper and nickel. 


Payments will be effected in Italy, through lire accounts 
established by official representative. institutions of each 
government in favor of the other. <A 600 million lire limit 
on the balance of accounts is established. The final balance 
of accounts will be settled by the debtor furnishing a mutually 
agreed quantity of goods during a period not exceeding four 
months from the date of termination of the present agreement. 


* * * 


YUGOSLAVIA FACES SERIOUS In analyzing the economic situation 
ECONOMIC DIFFICULTIES in Yugoslavia, Embassy Belgrade has 
found little to encourage optimism 

for next year. Statements by Yugoslav leaders have been some- 
what confusing. The president of the Economic Council and 
Federal Planning Commission, when reviewing the progress made 
this year on the five-year plan, indicated not the slightest 
doubt of completion of the plan as scheduled. Tito, however, 
has acknowledged serious economic difficulties. There have also 
been conflicting reports on the extent of the economic blockade 
imposed by the USSR and the satellites against Yugoslavia and 
on the desirability of expanding Yugoslav trade with the west. The 
Embassy feels that action of the eastern bloc cannot be blamed 
for the immediate difficulties in Yugoslavia, although the chaotic 
haste of Yugoslavia to establish a self-sufficient economy over- 
night is one effect of such action. 

Economic 
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° Economic Situation According to our Embassy, the basic 

- causes of Yugoslav difficulties are not transitory but cumula- 
tive. Bureaucratic and political controls, inflation, devalua- 

, tion of Yugoslav exports in a recovering Europe, and an appalling 
increase in machinery problems will continue their retarding 
effect. The shortage of skilled labor and technicians has been 
accentuated by the departure of POW's, dismissal of Yugoslav 
apprentices from Czechoslovakia and Poland, and the unwilling- 

, ness of foreign technicians to undergo the chaotic conditions 
in Yugoslavia. 


Planners have overestimated mining and timber potentialities, 
"ith the result that the export program has been over-committed 
tor these items. The current production drive is reported as 
raising some levels of output. Textile output plans have been 
hampered by scarcity of raw cotton and wool yarns and an inefficient 
industry. Yugoslavia has approached the French and Italians for 
finished textiles for the clothing industry and a British repre- 
sentative is visiting Belgrade to conclude a yard-goods contract. 


The Yugoslav construction program has also proven overly 
ambitious, with hcusing the major unsolved problem. There are 
many new but still empty factory buildings throughout the country 
and numerous power projects in various stages of non-completicn. 
Yugoslavia faces unparalleied machine replacement and service 
problems. Worn prewar equipment is being augmented by rebuilt 
or surplus machinery of varied origin hastily selected wherever 
found and even less efficient locally built installations. 


The current shortage of petroleum has been attributed to 
economic sanctions by Albania and Rumania. It has come to 
light, however, that the prolonged use of Albanian erude oil 
has damaged the principal Yugoslav refinery to the extent that 
it is producing only 50% of its average output. The transport 
system is under a real strain but in the Yugoslav context is 
far from collapse; nonessential passenger and internal freight 
schedules have been curtailed but could be cut further. 


Critical consumer goods shortages include pharmaceuticals, 
Soap, matches, kerosene, spirits, firewood and coal. Over-all 
foodstucks are believed adequate but distribution breakdowns 
may occur during the winter. Although the people have more warm 
clothing and shoes than a year ago, the shops are empty. Dis- 
content over shortages is increasing but not to a degree exploit- 
able by the Cominform or reactionaries. 


Farm mechanization has failed to meet even limited objec- 
tives, probably with fewer tractors operating now than in 1946. 
There are unverified reports that many peasants willfully reduced 


their 
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their fall planting in protest of state policies. Despite the 
currency of these reports, the Embassy doubts their general 
validity. There are, however, evidences of stubborn omens 
resistance to collectivization. | 


Trade Relations Since the Cominform eli, a 
officials have indicated a desire to increase trade relations 
with the west, particularly the US. They have, however, been 
most emphatic that no political conditions are to be attached 
to any trade arrangements with western countries. 


Last month Yugoslavia joined the ECE coal commission _ 
applied for membership in the steel commission. Embassy *~ om 
concurs with our position that the US delegation should support 
an ECE allocation of coke to Yugoslavia on the. condition that 
Yugoslavia supplies supporting data and that such an allocation 
would not set a precedent. The Embassy finds the Yugoslav de- 
cision to join the commissions the first significant evidence 
of departure from dependence on the eastern bloc to result from 
real or threatened economic sanctions. Well-informed sources 
in ECE, who have indicated that Poland and Czechoslovakia are 
under Soviet pressure to curtail coke exports to Yugoslavia, 
believe that Poland is largely complying. Czechoslovakia, how- 
ever, in urgent need of Yugoslav raw materials, apparently is 
trying to drive a hard bargain in current trade negotiations. 
Rumania and Albania are reported to have halted petroleum ship- 
ments to Yugoslavia. 


We have informed our missions that, in any discussions 
with Yugoslav officials who have on their initiative raised 
the subject of US-Yugoslav political or economic relations, 
they should adhere to the line that the US government will be 
pleased to consider any Yugoslav proposals or suggestions re- 
garding US-Yugoslav relations which might give promise of con- 
tributing to our well-known policy for the establishment of © 
healthy and peaceful conditions throughout the world. During 
recent weeks the Yugoslavs have been requesting the Department's 
assistance in obtaining export licenses. The Department has ex+ 
pressed its willingness sympathetically to examine the cases in 
which they express interest. Such assistance does not involve or 
reflect a basic. change in US export control policy. The policy 
applicable to other eastern countries is in general applicable to 
Yugoslavia,.although there is more flexibility in the issuance of 
licenses for class 1-B (restricted) items destined for Yugoslavia. 
The Department is seeking interdepartmentally to obtain prompt 
handling of Yugoslav license requests, and to secure the agree- 
ment of other agencies to a relatively milder administrative 
interpretation of export policy toward Yugoslavia. 


* bad * 
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SHIPPING INDUSTRY ATTACKS ECA Hoffman's announcement that 
DECISION ON BULK CARGO CARRIAGE ECA will abandon the policy 

of carrying 50% of American 
bulk cargoes for European recovery in US flag ships after 
January 1, unless American bottoms are availabie at competitive 
world rates, has stirred strong attacks from shipping and allied 
labor interests as well as certain government and congressional 
sources. It was largely at the insistence of the shipping and 
maritime labor organizations that the 50-50 provision was in- 
serted in the recovery program legislation and the possibility 
of liberalizing its interpretation has raised threats of a 
maritime strike. This provision was vigorously opposed by the . 
Department during congressional consideration of the recovery 
legislation, chiefly on the grounds that a portion of earmarked 
program funds would have to be diverted from material aid to. 
cover freight charges and that the preferential treatment in- 
volved in guarantesing a fixed percentage of recovery program 
cargoes to US flag lines would be inconsistent with this govern- 
ment's efforts to obtain the elimination of discriminatory 
practices of certain foreign countries. (See page 9s April >» 
1948 issue of Current Economic Developments.) 








The ECA decision was made public in a letter to the shairman 
of the congressional "watchdog committee". It pointed out that 
there has been a marked change in the situation with respect 
to the need for US flag ships to carry bulk cargo since the 
passage of the Foreign Assistance Act of 1948. The November 15 
report of the Maritime Commission indicated that there were 
226 Liberty ships on bare boat charter of which ECA estimated 
there were about 90 in service for the movement of bulk cargoes 
to Europe under the recovery program. These figures are compared 
with the Maritime report of last May, which indicated that there 
were 532 Liberty ships on bare boat charter, approximately 250 
of which were available for the movement of bulk cargoes. 


Mr. Hoffman indicated also that his decision is an economy 
measure since freight costs of US bulk carriers exceed those 
of foreign carriers. He claims that it has cost miilions of 
dollars to send half of all ECA cargoes on American ships and 
cites as a case in point the fact that as much as a $4.50 per 
ton differential exists in favor of American ships in the carriage 
of coal. to Franee. Mr. Hoffman said that in the early months 
of ECA he felt justified in paying the differential in freight 
rates charged by US flag ships as compared to foreign ships 
because of the urgent necessity for prompt movement of ECA 
financed bulk cargoes and the world-wide shortage of avilable 
ships. The payment of a differential, in effect, ar Us to 
a subsidy to American shipping at the expense of the Huropean 


recovery 
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recovery program. Mr. Hoffman stated he did not believe this 
was the intent of the Act. Furthermore, the prospect now is 
that in the near future there wiil be sufficient ships avail- 
able at world rates to transport ECA bulk cargoes. 


In October, Mr. Hoffman called to the attention of the 
Maritime Commission problems of ECA shipments and in a letter 
to the Chairman urged a review of the additional charter hiring 
provision and the contract form of the Maritime Commission then 
in use. No action was taken. It is understood that the Maritime 
Commission has requested President Truman to ask for a postpone- 
ment of the January 1 dete, when diversion of a portion of bulk 
cargo shipments to foreign vessels is scheduled to begin, in 
order to permit Maritime officials and the shipping industry 
to lay their side of the dispute before appropriate congressional 
committees. 


ECA has interpreted the congressional directive, that 
American vessels be used for half the tonnage of recovery ship- 
ments "as far as is practicable" and "to the extent such vessels 
are available at market rates", as not requiring the ECA Adminis-~- 
trator to insist that 50% of the ECA bulk cargoes be carried in 
US flag ships unless such ships are available at world-wide 
competitive tramp rates. 


Shipping interests have indicated they want the legislation 
changed to require carriage in US ships of 50% of all ECA 
financed imports, including strategic materials. 


* * * 


SATISFACTORY AVIATION TALKS We are quite pleased with the 
CONCLUDED BETWEEN Us AND UK course of the informal US-UK avia- 

| tion conversations held in Washington 
the latter part of November and consider that a fresh perspective 
has been gained by both countries in dealing with problems arising 
in ow international aviation relations, There was a frank dis- 
cussion of the practical problems arising in the application of 
the Bermuda principles and a review of the prospects of achieving 
a multilateral civil aviation convention. International Air 
Transport Association problems were explored and new routes 
tentatively agreed upon under the annex of the US-UK agreement 
concluded in September, 1946. A draft summary of the discussions 
has been prepared but is subject to the official approval by 
principals of the discussions. 


Bile teral 
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Bilateral Agreements The UK reaffirmed the basic under- 
standing reached in Bermuda in September 1946 and indicated that 
there is no intention of lightly making departures from that 
pattern for bilateral air agreements. However, from the diffi- 
culties encountered in recent negotiations, the UK considers in 
special instances that some variations, perhaps along the lines 
of the capacity clause advocated at the Geneva meeting last fall, 
may. be necessary. The UK considers that substantial requirements 
of the British airlines can still be met without the need for the 
additional capacity clause. If it proves absolutely necessary _ 
to make more far-reaching concessions, the UK would be prepared, 
if publicly challenged, to maintain that such concessions were 
made under protest. The US position was made clear that at the 
present stage derogations from Bermuda are undesirable per se, 
because they may strengthen the opposition and enccurage them to 
make further demands in future bilateral negotiations, as well as 
in the context of the multilateral agreement. In addition, we 
feel that these departures may encourege certain states to call 
for re-negotiation of existing Bermuda-type bilaterals. The 
British agree that these dangers exist and will notify the Us of 
the imminence of any such enforced departures from Bermuda, but 
the UK must, of course, be free in each case to decide its own 
action. 


The UK discussed the resistance to Bermuda encountered in 
its negotiations with Egypt, India, Pakistan and Mexico. In 
negotiations with the first three the UK is in an awkward position, 
because in order to prevent the suspension of vital trunk services 
the UK negotiators may be forced to accept some departures from 
Bermuda. Agreement was reached on compromise proposals to be 
used in counteracting restrictive Egyptian capacity, suspension 
and agency clauses. UK negotiations with India are complicated 
by the necessity for trying to effect a commom approach with 
Australia on problems of predetermination and equal division of 
capacity. Serious consideration will be given to the US suggestion 
that any necessary departures from Bermuda in this bilateral shoul: 
be attributed in the protocol of signature to the special circun- 
stances arising from Commonwealth arrangements and pooled services. 
The Australian attitude may also cause difficulties for the UK in 
Pakistan negotiations. In the case of Mexico, a compromise was 
- worked out on the British approach to avoid any question of re- 
serving fifth freedom on certain sections of the trunk routes. The 
UK will ask only for regional routes connecting the British West 
Indies with Mexico City. We explained that our negotiations with 
Mexico have reached an impasse over Mexican insistance upon monopo- 
lies on certain important routes. Our differences with Peru, 
Switzerland end Brazil were outlined as examples of countries show- 
ing dissatisfaction with Bermuda, consisting in some instances of 
attempts to place upon Bermuda an undesirable interpretation. 


Multilateral Convention Discussions disclosed that the UK is 
more hopeful than the US of achieving a multilateral civil aviation 
convention within the foreseeable future. The UK considers it 
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unsafe to rely upon the lapse of time to heal the Geneva breach, 
since indefinite delay will encourage third countries to ask for 
modification of their existing bilateral agreements or even to 
denounce them. In the UK view, any attempt to reconcile these 
differences must take account of the two issues on which the ICAO 
Commission split--insistence by the US and UK on the right to re- 
fuse routes and on the right to provide extra capacity for "pick- 
up" fifth freedom. In the present circumstances it remains essen- 
tial to keep the former right; however, the UK feels that some con- 
cession may be made on the latter. The UK advanced two possible 
solutions to achieve a multilateral agreement. The first actually 
retains the substance of Bermuda with an apparent concession to the 
dissident states on the controversial capacity clause. The UK 
thinks this may form a compromise acceptable to many of them and 
thus may permit the reconstitution of the Commonwealth bloc and the 
Latin American bloc, for want of which the Geneva multilateral 
aviation conference failed. As an alternative the UK suggests that 
we might try to achieve a limited multilateral, including all mat- 
ters on which there is wide unanimity. The US agreed to give care- 
ful study to the desirability of reviving the question of the multi- 
lateral agreement and will conduct a thorough examination of UK sug- 
gestions. It was suggested that, if the UK proposals are acceptable 
the first step in testing them would be to sound out a sample from 
the opposition forces, perhaps Canada or Colombia, in order to see 
whether another special commission can be convened with reasonable 
hope of success. 


International Air Transport Association Both the US and UK 
feel that IATA is essential to the orderly progress of air transpor 
and view its recent decision to examine the whole question of non- 
standard fares as a healthy sign. We feel that the matter of fares 
might be approached in the manner in which the CAB deals with inter. 
nal fares of an experimental nature, allowing airlines for a.speci- 
fied period to conduct such proposed experiments as may seem reason: 
able and calling for full data on their results. 





Route Amendments Route amendments to the US-UK agreement of 
1946 were as follows: There shall be a new US route Boston-Bermuda 
in exchange for a new UK route Bermuda-Boston. This will eventuall: 
be regularized by an exchange of notes; meanwhile there will be no 
objection to the introduction of PANAM's services. It was also agr: 
subject to CAB action, that the UK would have a new route Trinidad. 
. Jamaica-Nassau-New York. In reciprocity the US will have the right 
to include Nassau in an additional route. The UK withdrew its re- 
quest for a route London-Lisbon-Arozes-Bermuda-Miami and points be- 
yond but wants instead a new route Jamaica~-points in Cuba-Houston 
and/or New Orleans. The UK is concerned over the insertion of 
Tokyo and Shanghai in our Pacific route because of the —. 
effect on UK airlines. 


* * * . 
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JAPANESE PROBLEMS UNDER CONSIPERATION; Reparation Program 
| RAW "State and Army Depart- 
Sea ments: have reached tenta- 

‘tive agreement on a reparation program for Japan based upon . 
levels af industry which will not hamper the achievement of 
Japanese self-support. This consists of a position on shares, 
a position on industrial availabilities, and a position on pro- 
cedures. It has been sent to SCAP for his comments and after 
receipt of these and the formulation of a definite US position, 
‘we will attempt to bring the matter to a rapid conclusion in 
the Far Eastern Commission, 





In April, 1947 we introduced into the FEC a program for 
establishing levels of industry above which facilities might 
be declared available for reparations removal. Slow but steady 
progress was made in securing for it the support of other FEC 
countries, with the exception of China and the USSR. Meanwhile, 
the Department of Army called upon consultants and businessmen 
to reappraise Japan's industrial requirements and the recommenda- 
tions that ensued called for a level of industry basis for re- 
parations removals that would assure Japan a substantiaily greate. 
industrial capacity than the previous US proposal to the FEC. 
While the Department agreed that the originally suggested levels 
of industry were too low, we were unable to accept the levels 
. proposed by the consultants, and SCAP's views were sought. In 
the light of his reply, State and Army again reviewed the matter 
and have reached the tentative agreement referred to above. 


Soviet Proposal in FEC Last month in FEC the Soviets made 
a proposal, part of which was an obvious bid for Japanese public 
opinion, and part of which was aimed at extending Soviet influenc 
in Japan. The first part of the proposal called for no limita- 
tions on development of peaceful industry in Japan, and Soviet 
press releases and statements were propagandized to create the 
impression that the US was suppressing Japan's industrial re- 
covery. The US representative in FEC recalled that the US 
had never expressed the view that restrictions should be placed 
on peaceful Jap production and, on the contrary, we had re- 
peatedly advocated measures which would stimulate early revival 
of a peaceful Japanese economy. The US representative, therefore 
welcomed this Soviet statement. The second part -of the Soviet 
proposal called for the establishment and exercise of internation 
al controls over war industries in Japan after the treaty of peac 
comes into effect. Our representative pointed out that determina 
tion of post-treaty arrangements falls outside of the terms of 
reference of the FEC, referred to the thoroughness with which 
the demilitarization of Japan has been carried out, and rejected 
this Soviet proposal on behalf of the US. At a subsequent FEC 
meeting the Soviet representative cast doubt on the US statement 
with respect to demilitarization, and denied that US statements 
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assured unhampered development of Japan's peaceful industry, 
saying tnis was worth noting since US industry did not want 
Japanese goods to create rivalry for American goods. With 
regard to establishing control machinery, the Soviet representa- 
tive stated that in their view the FEC could come to an under- 
standing in respect to the prohibition of the revival and crea- 
tion of Japanese war industry and in respect to the establish- 
ment of an appropriate control, having in mind that the details 
of exercising such control will be decided in the peace settle- 
ment. The Soviet proposal was defeated by a ten to one vote. 


US Withdraws Paper on Reconcentration Last week the US 
member of the Far Eastern Commission announced that we were 
withdrawing our original policy proposal on reconcentration 
(FEC 230) on the ground that it had already been substantially 
achieved. That policy, which called for the dissolution of 
certain Japanese combines and a widening in the distribution 
of the income and ownership of Japanese industry, was at the 
time the paper was introduced and continues to be, our repre- 
sentative said, a fundamental objective of the occupation. 
However, events since the proposal was introduced have outmoded 
it--the principal measures it advocates have either been adopted 
or have become unnecessary or inappropriate, and for that reason 
our participation in the discussion of the document was sus- 
pended. Our representative added that the fact that the paper 
has become outmoded in so brief a period is a singular tribute 
to SCAP and the Japanese government. 





As evidence of the progress made, a statement was issued 
showing that the assets of the 56 persons who comprised the 
heads of the ten major Zaibatsu families and the assets of the 
83 holding companies controlled by these persons have been 
acquired by the government and are in the process of being sold 
to the Japanese public. A much larger number of companies have 
been compelled to divest themselves of holdings in and control 
over smaller enterprises. Such control was exercised through 
intercorporate stockholdings, interlocking directorates and 
Similar devices. Contractual arrangements have been declared 
void which had the effect of placing the control of production 
or trade in the hands of such enterprises, The innumerable 
control associations through which Japanese enterprises exercised 
their collective authority are being liquidated. Action is being 
taken and is well-advanced toward reorganization of former savings 
banks, trust companies and governmental banking institutions, 
making possible the emergence of a significant number of new 
commercial banks to compete with and supplement the few large 
banking combines which formerly dominated Japanese credit sources, 
Finally, some scores of Japanese companies whose present state 
may constitute a threat to competitive enterprise are being scruti 
nized one by one and, where necessary, these combines will be sub- 
jected to such reorganization as may be required to remove the 
existing threat. 
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Since substantial revisions have been effected in the 
basic economic legislation of Japan, we do not think it likely. 
that the dispersion of economic control, which is developing  — 
from the above measures, will be reversed. -Laws have been 
established which seek to restrain the development of new com- 
bines, excessively large or powerful, and former laws which 
tended to centralize the control of Japanese industry within 
a@ small group have been abrogated or modified drastically. 


Our action does not, however, imply that deconcentration 
has been completed. Considerable amounts of securities still 
remain in the hands of the government and must be disposed of. 
Existing banking legislation will undoubtedly be elaborated and 
refined in consonance with the objectives of this progran. 

Those remaining Japanese combines whose existence may constitute 
a threat to competitive enterprise will, where necessary, be 
reorganized as required to remove such threat. However, we feel 
that these measures no longer call for the development of addi- 
tional policies. 
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PERU'S PROPOSED Embassy Lima has learned informally that the 
ECONOMIC PROGRAM new military government of Peru is expected 
to adopt an economic program designed to in- 
crease basic exports, to concentrate on agricultural production 
rather than indusirialization, and to undertake exploration and 
exploitation of petroleum reserves. 





A big first step in this direction is a decree, just pvb- 
lished, which drastically liberalizes exchange and foreign trade 
controls. This lay provides that the government retain 45% of 
foreign exchange at the official rate, giving exporters 55% in 
the form of exchange certificates negotiable in the free market 
and valid for refund in the same kind of foreign currency. All 
export taxes are to be payable in foreign currency. The law 
also provides that agricultural implements are to be exempt from 
import duties and custom: 2S, and the importation of unnecessary 
and luxury goods is to t iibited or restricted by consumption 
taxes. The decree is ofiiscually stated as transitory, to be 
followed by a dispesition giving exporters complete proceeds 
from export sales in the form of exchange certificates at such 
time as local supplies of essential foods and medicines are deemed 
adequate. 
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Plans for Participation in GATT The Director for Commercial 
Affairs of the Peruvian Foreign Office has informed Embassy Lima 
that Peru still plans to participate in the conference to be held 


in Geneva in April 1949 looking toward accession to the General 
Agreements on Tariffs and Trade. | 
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This weekly publication is designed to highlight developments in the eco- 
nomic divisions of the Department of State, and to indicate the economic prob- 
lems which are currently receiving attention in the Department. It is suggested 
that copies be retained on file, as reference will sometimes be made to previously 
reported items to avoid repetition. 


Document Security Instructions 


This document should be treated in accordance with current instructions 
regarding security measures for SECRET material. Extreme care should be ex- 
ercised to avoid public or private discussion of the information herein with or in 
the presence or hearing of any person not authorized to have knowledge thereof. 
For general purposes all classified Foreign Service Officers and other responsible 
economic officers are authorized to have knowledge of the contents of this docu- 
ment, responsibility for the safekeeping of which will be assumed by each recipient 
thereof. It may be retained in protected files or, at the discretion of the recipient, 
destroyed by burning. If not personally disposed of by the recipient, he will 
assure himself that it is burned in the manner prescribed for SECRET material. 


DECLASSIFIED FOR PUBLICATION IN FOREIGN 
RELATIONS OF THE UNITED STATES 











SECRET 


December 20, 1948 


CONTENTS 
Page 

London Discussions on Ruhr Authority Near Conclusion - - - 1 

The Security Issue 

Control of Manegement 

Miscellaneous 
Informal Tripartite Discussions on Plant 

Retentions Concluded - ---+-+-+e+-e+e-ee7 22228 3 
Formal Protest on Danube Conference To Be Postponed --=-- 4 
USSR Replies to our Notes on Lend-Lease Settlement ---- 5 
Economic Stabilization Directive for Japan -------- 7 


ECAFE Refers Major Problems to Committee 
of the Whole - -----+-- =< e+e e= e+ e# eee ge ee 8 
Associate Members Admitted 


Aviation Developments Between US and Certain 
Latin American States ----+--+-+-+-+--+-+-+-+-e+-4-+- ] 
Prospects Brighten for Panamanian Bilateral 
Argentines May Settle Route Question 
Mexican Views Uncertain on Bilateral 
Colombia Brings Pressure for US Air Route 
Peruvian Matters Unsettled 


DECLASSIFIED FOR PUBLICATION IN FOREIGN 
RELATIONS OF THE UNITED STATES 











SECRET 


LONDON DISCUSSIONS ON RUHR Discussions concerning a Ruhr Auth- 
AUTHORITY NEAR CONCLUSION ity, which have been under way in 

London since November ll, are vir- 
tually complete and it is expected that a communique will be 
issued this week. The proposed reese’ then goes for approval 
to ‘the six governments~~the US, UK, France ard the Benelux 
countries, 7 | 








The aim.of the Ruhr Authority is to insure that the re- 
sources of the Ruhr shall not in the future be used for purposes 
of aggression but. solely in the interests of peace and to provide 
for the greater integration of or association with the economic 
life of the countries of Europe, cooperating in the common good, 
including a democratic Germany. Its basic function is to make 
a division of coal, coke and steel from the Ruhr as between 
German consumption and export--in order to provide these pro- 
ducts to the countries cooperating in the common economic good 
and at the same time taking into account the essential needs 
of Germany, ail in conformity with existing international agree- 
ments. The powers of the Authority will not be exercised for 
the purpose of protecting the commercial or competitive interests 
of any. country nor for purposes of preventing peaceful technolo- 
gical development or improved efficiency. | | 


The Security Tesue The chief point at issue during the 
long weeks of discussion was French concern over their security 
vis-a-vis Germany. (See page 1, November 29, 1948 issue of 
Current Economic Developments.) The French wished to give the 
Ruhr Authority powers-.and control over production and management 
in the Ruhr industries which would insure this security. On 
__ the other hand, we wished to see no steps taken that would in- 
 flate the security issue to.a point where it would hinder the 
contribution Germany can make to the. recovery of western Europe. 
Our contention was :that- other. organs are being established to 
insure security, and that the Ruhr Authority has a much broader 
objective in terms of European integration. The British were 
concerned,:as we were, that. there should be no duplication with 
other bodies, but they were inclined to sympathize with the 
French because. of the political importance the issue has in 
France. The French, after being offered a share in the control 
of the Ruhr prior to trizonal fusion, conceded that their objec- 
tives are thus adequately provided for during the military con- 
trol period, but they wished to have the Authority's powers set 
forth in detail for the period following. control. 


As a result of this, the communique will point out that 
it is recognized that a number of organizations are being estab- 
lished and arrangements are being worked out with respect to 
Germany and that the Ruhr Authority should be viewed in that 


context. 
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context. The Military Security Board is stressed as one of 

the most important arrangemer.ts to prevent future German aggres- 
Sion. The functions of this Board have been agreed upon in 
principle by the three military governors and include provision 
for cooperation with the Ruhr Authority. The Board will have 
general responsibility for maintenance of industrial disarmament 
and demilitarization in the interests of security. This will 

be in accord with agreements, which are now nearing completion, 
on limitations and restrictions on German industry. It is recog- 
nized that the ceiling of 10.7 million tons on the production 

of crude steel is now in effect in the bizonal area and is not 
now under consideration. It is anticipated that the Byrnes' 
preposal of 1946 will, to the extent appropriate, form a basis 
for long-term disarmament and demilitarization measures: to be 
worked out through and adapted to the Military Security Board 

or any other body established as its successor to prevent the 
revival of German aggression. 


- Control of Management During the period of occupation, 
the decisions of the Ruhr Authority will be carried out largely 


through the occupation authorities. The coal and steel groups 
established by the UK and US occupation authorities now have 
extensive powers over these industries, including powers over 
production, investment, development and other matters concerning 
management and direction. The French are to participate in. 
these control groups. However, as the occupation authorities 
relinquish their functions, the Authority will come more and 
more into relationship with the German government. It has been 
agreed that, at the appropriate time, such of the powers that 
are now exercised by the control groups as relate to supervision 
of management and direction, which the six powers consider 
necessary to achieve security and the well-being of Europe, will 
be transferred to the Ruhr Authority or the Military Security 
Board or its successor or to some other international body. 

The conditions under which these powers will be transferred and 
the manner in which they will be exercised will be determined 

as soon as practicable in the light of experience acquired over 
a period of time under the present control groups. This repre- 
sents a compromise between the French and US views. The powers 
to be continued will also be adequate to prevent the revival 

of excessive economic concentration in the coal, coke or steel 
industries and to prevent persons who furthered the aggressive 
Nazi designs from acquiring important ownership interests or 
positions of direction in the management of the industries. 


The question of final ownership of industries was not on 


the agenda and this question is in no way affected by the Ruhr 
agreement. 


Miscellaneous 
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Miscellaneous The Authority -will consist of a council 
comprised of representatives of the member governments and will 
have a permanent secretariat. As soon as a German government 
is established, it will have the opportunity of acceding to the 
agreement and at that time will have full voting rights, except 
on security matters and on questions of German default. In ‘he 
period before German accession, the vote for Germany will be 
exercised by the occupation authorities. The US made clear its 
position that the fusion agreement voting procedure would appiy 
on matters falling within its scope in determining how the 
German vote would be cast during the period prior to German 
accession, 


If the decisions and directives of the Authority are not 
properly respected by the German government, the Authority may 
find the latter in default and make recommendations as to action 
to be taken. 


The functions of the Ruhr Authority are to be coordinated 
with the larger and more comprehensive operations of the OEEC 
in its work of promoting the economic rehabilitation of the 
countries participating in the European recovery program. An 
understanding has been reached on procedure for coordinating 
the decisions of the Authority with the preparation of proposed 
programs and plans for submission to OEEC. 


The definition of steel includes finished and semi-finished 
steel. with crude steel, pig iron and ferro alloys included under 
informational and control of management functions. The US 
finally agreed that pig iron could be included for allocation 
only when authorized by 12 affirmative votes. 


* + * 


0 


ORMAL TRIPARTITE DISCUSSIONS Informal reparation discussions 
PLANT RETENTIONS CONCLUDED between British, French and US 
representatives, including 
members of the ECA Reparations Committee, have been completed 
and it is expected that the Committee will be able to make its 
final report on retentions the first week in January, after 
which negotiations will proceed at a governmental level. . (See 


page 1, December 6,1948 issue of Current Economic Developments. ) 


After discussion with the British and French, the ECA 
Committee's retention figure has been reduced to 167 plants. 
Of these the British and French agree that 81 may be retained 
and object to the retention of 44. Of the other 42 plants there 
is a difference of opinion between the British and French as to 











whether 
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whether or not ‘they can be retained or should be released. 
Originally the ECA Committee was considering, 381 plants, but 

this was. reduced, prior to discussions, by releases and by French 
agreement to retention. of some plants, to a figure of 293. The 

. Committee first tentatively recommended retention of (232 ‘Plants 
and then reduced it to 184 and. finally 167. , 


: It was agree at the ‘discussions that the present arrange- 
ments on dismantlement ‘should be extended with respect tio the 
167 plants still on the ECA Committee retention list until - 
after the Committee report.is made.--On the balance of the 
plants, the British and French were given discretion as. to | 
whether they will dismantle or not. No releases of plants will 
be made until ‘the Committee's report. is rendered. | 


Both British and French comments dealt: ‘largely with: security 
and our position was made clear that we do not plan to suggest 
now an upward revision in the permitted level-of-steel production 
in Germany. Should this become necessary in. the future, it 
would only be done after governmental agreement. The ECA Committee 
members emphasized that its recommendations -had not considered 
security or political factors. These will be taken into considera- 
tion before a'final US position is formulated. The US representa- 
tive minimized the reparation problem with regard to security, 
after the UK had stressed its importance both from military and 
psychological standpoint, by showing that only some $40 million 
‘ Yesidual value .of equipment was involved in the plants under 
. consideration and less than that in the number of plants finally 
recommended for retention. He pointed out that the surest 
security for western Europe is US cooperation. The French conm- 
plained that retention of the most valuable plants was asked, 
stated that the ECA Committee proposals on mechanical engineer- 
ing plants were not at all acceptable, and stressed the desira- 
bility of sending out of Germany large amounts of machine tools. 


* * we 


FORMAL PROTEST ON DANUBE . We have decided to amend our follow- 
CONFERENCE - TO BE POSTPONED ~ up program.on the Danube Conference 
~~ "to the extent of postponing the 
issuance of a. ‘formal note of protest to the USSR and its satel- 
. dites which would declare that the Belgrade Convention is null 
and void because it violates established treaty rights and fails 
to implement the Belkan Peace Treaties. (See page 2, October 4, 
1948 issue of ‘Current Economic Developments.) This phase of 
our original plan will be carefully reviewed at a later date 
in the light of future Soviet action-in connection with its. 
Danube Convention and after further attempts are made on the 
Austrian treaty. 








It 
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It is the consensus that the present time is not propitious 
for transmitting a provocative note to the Soviets in view of 
the probability of reopening Austriap treaty discussions and 
the reluctance of the British to take parallel action. 


Severe] other aspects of our follow-up policy have already 
been implemented. Assistant Secretary Thorp. made a statement 
on this issue at the recent UN General Assembly. Occupation 
authorities in Germany and Austria and the ECA have been informed 
that care should be taken not to recognize either the validity 
of the Belgrade Convention or any commission that may be set up 
under it and have also been advised of our policy of encouraging 
reciprocal agreements on the Danube. The entire problem has 
been discussed with the British and French, but, in the absence 
of an agreement on sending out protest notes, discussions have 
not been held with the Italians, Belgians or Greeks as envisaged 
in our original plan. The Voice of America broadcasts have made 
use of Danube material throughout Europe. We have indicated to 
the British and French our full support cf any move on their 
part to obtain an advisory opinion from the International Court, 
but they have not as yet given any indication that they plan 
such action. 


‘Consideration is being given to the advisability, ata 
later date, of suggesting to the former parties of the _ aoa 
Danube Convention that they either reconstitute the prewar Danube 
Commission or call a conference of all its signatories to draw 
up a convention which might control the upper parts of the river 
and claim jurisdiction over the entire Danube. 


* * * 


USSR_ REPLIES TO OUR NOTES The Soviets, in reply to our notes 
ON LEND-LEASE SETTLEMENT of September 3, October 7 and 12 on 
the settlement of the US-USSR lend- 
lease account, have rejected as excessive our proposal of $1,300 
million for all civilian-type lend-lease articles which remained 
at the end of the war. Instead they propose $200 million for 
settiement of these items, which compareswith a previous offer 
of $170 million made in their note of June 25. 


In a statement replete with passages on the benefits 
received by the US from the Soviet contribution to the conduct 
of the war and the achievement of victory, the Soviets say that 
our proposals contradict the principles of the Lend-Lease Agree- 
ment of June 11, 1942. Their reasoning is that that agreement 
provides that final settlement must take into account the benefits 
derived by the US from the USSR, as well as the benefits which 


the 
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the USSR derived from the US, and that our claims accordingly 
are unjustified. In addition, the USSR claims our proposal is. 
unjustified in view of our lend-lease settlement with the British. 
They claim that deliveries to the Soviet Union under lend-lease 
were "at least twice as small" as deliveries to Great Britain 
but that. the sum demanded by us for settlement of unconsumed 
items is almost three times as great as the sum paid by Great 
Britain in this connection. They also demand that the same 
terms of settlement be granted them as were granted the UK-- 
repayment extending over 50 years at 2% interest, and with a 
five-year grace period for both principle and interest. 


The Soviets reiterate their earlier rejection of our re- 
quest for the usual provision regarding recapture of unconsumed 
military articles delivered under lend-lease, saying that this 
provision would only impede final settlement of the account and 
"would contradict the very purpose of the discussions". 


_ They agree to the return of 28 frigates on the understanding 
that the procedure and dates for the return of these vessels 
Shall be agreed upon by experts of both countries. In this 
connection, the Soviets state it is their understanding that 
no discrimination toward the USSR will be permitted in connection 
with subsequent US disposal of these vessels. They also agree 
to the return of three icebreakers subject to dates and procedures 
agreed upon. As to the remaining naval vessels transferred under 
lend-lease, the Soviets agree to discuss with us both tue terms 
of sale to the USSR of a certain number of the vessels and the 
procedure and dates for the return to the US of the balance. 

They agree with our proposal for destruction of naval. vessels 
technically unfit for use and to provide information concerning 
both the vessels to be sold or returned and the vessels to be 
destroyed. , 


The original Soviet offer of $7 million for merchant ves- 
sels of prewar construction and tugboats is increased to $13 
million, providing a special agreement is concluded on the 
Sale of merchant vessels to the USSR. 


The Soviets state a willingness to continue discussions on 
the question of payment of compensation to US firms for the utili- 
zation of the latter's patents for oil refining processes trans- 
ferred to the USSR during the war and state that the Soviet Purchas- 
ing Commission has been carrying on discussions for some time with 
three of the seven interested firms and is ready to talk with the 
others. (These negotiations have so far been fruitless because of 
Soviet insistence upon receiving new technological developments, 
making compensation agreements effective-only upon conclusion of an 
over-all government lend-lease settlement, and insisting upon rates 
of compensation less than those charged other users. See page 5, 


October 11,:1948 issue: of Current Economic Developments. ) 
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SRN GEERT The State and Army Departments, after 
DIRECT Tee FOR J&PAN consultations in the National Advisory 
‘Council and in the National Security 
Council, sent an interim directive to McArthur asking him to 
direct the Japanese government immediately to carry out a program 
of economic stabilization by adopting whatever measures may be 
required rapidly to achieve fiscal, monetary, price and wage 
stability in Japan and to maximize production for export. In 
issuing the directive, McArthur was asked to make it clear that 
continuance of large-scale aid to Japan by the US depends on 
the Japanese government's taking those necessary steps, harsh 
and difficult as they may be, which are designed to bring about 
internal economic stability, and that such a program of austerity 
alone can save the people of Japan from economic disaster. 





The directive leaves the choice of specific measures to 
SCAP's discretion, but it is understood thet the program will 
include measures which will be unpalatable and will create ten- 
porary hardships. Implementation will require issuance of specific 
directives to the Japanese government and continuing close surveil- 
lance to assure prompt and vigorous implementation. It will re- 
quire substantial reductions in governmental expenditures, in- 
creases in revenues, stabilization of wages and prices, rigorous 
control and limitation of credit, improved effectiveness in 
existing allocation and rationing programs, and increased pro- 
duction of indigenous raw materials. Removal of excess personnel 
from government payrolis and certain industrial enterprises and 
the reduction or elimination of government programs of low priority 
Will be required. An increased and expanding production for ex- 
port must be required, looking toward the eventual balancing of 
exports and required imports. target date has been set for a 
single exchange rate to be established three months after the 
stabilization program has been initiated. The program follows 
closely the stabilization program which SCAP had already recom- 
mended to the Japenese government, but the US feels that the 
situation is sufficiently serious, despite progress made in 
recent months, so that recommendations are not sufficient and 
there must be actual directives. The demand is consistent with 
the requirements made of sovereign nations in the fields of 
economic policy as a condition of receipt cf US aid under the 
Economic Cooperation Act. The fact that these conditions are 
required by SCAP administering the occupation, rather than by the 
US government dealing directly with the Japanese government in 
connection with US aid, is not considered to impart an undemocratic 
character to the requirement. 


The directive has been filed with the Far Eastern Commission 
and a press release has been issued. 


* * * 
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ECAFE REFERS MAJOR PROBLEMS Preliminary reports of the recent 
TO COMMITTEE OF THE WHOLE -- session of the Economic Commission 





for Asia and tne Far East indicate 
that our delegation was successful in making clear our position 
that any US aid to Far Eastern countries would be extended. on 

an individual basis within the limits of US capacities and that 
we contemplate no large-scale assistance for Asiatic recovery 

and development based on an arrangement comparable to the Buropean 
recovery program. The resultant feeling of discouragement, which 
our delegation felt might even lead to disintegration of ECAFE, 
apparently was somewhat alleviated by our delegation's stressing 
the positive action ECAFE can take and by privately reiterating 
sympathy for economic problemsof the countries present. At the 
final plenary session the Soviet-sponsored amendment to a reso- 
lution on the import of capital, implying the US imposed political 
and military conditions for aid, was soundly defeated. 


The British generally shared our concern that ECAFE might 
over-expand its activities, getting into matters beyond the true 
functions of the organization. They were particularly concerned 
over the questions of industrial development, financial arrange- 
ments to facilitate trade and the establishment of permanent 
committees. These issues, as well as outstanding problems on 
trade promotion and trade with Japan,were referred to the Committee 
of pa Whole, which is to meet as soon as convenient after we 
months. 


After much discussion it was decided that the next regular 
ECAFE session should be held in Singapore in the fall of 1949 
but that the Committee of the Whole might convene an earlier 
session if necessary. 


Associate Members Admitted As anticipated, the question of 
membership resulted in stormy arguments, with the Dutch delegation 
walking out of the conference when a New Zealand recommendation 
was approved providing that the Indonesian Republic and the rest 
of Indonesia both should be admitted to ECAFE as associate members. 
In the vote the US. and the Netherlands opposed the resolution, 
the UK and France abstained, the USSR voted with the rest in 
favor of the resolution but "made a statement that it was thereby 
voting for application of the Indonesian Republic and against the 
rest of Indonesia. Our position was that we would continue to 
Oppose associate membership for the Indonesian Republic in the 
absence of sponsorship by the Netherlands government but would 
reiterate our interest in the ultimate independence of Indonesia. 
Nepal was also admitted to associate membership. 


DECLASSIFIED FOR PUBLICATION IN FOREIGN 
RELATIONS OF THE UNITED STATES 














SECRET 
9 


AVIATION DEVELOPMENTS BETWEEN US Aviation developments in 

AND CERTAIN LATIN AMERICAN STATES Latin America indicate that 
we may achieve long desired 

bilaterals with some countries but that continued complications 

may be expected in reaching agreement or interpreting bilaterals 

with others of the American republics. 














Prospects Brighten for Panamanian Bilateral Prospects for 
conclusion of a bilateral air transport agreement with Panama 


seem better than at any previous time. Through a series of frank 
discussions with National Assembly Deputies, Cabinet Ministers 

and press representatives, regarding technical facilities and 
services needed at Tocuman National Airport before US air carriers 
can transfer operations from our zone airport, Embassy Panama 

has succeeded in dispelling many ill-founded charges and mistaken 
impressions regarding the negotiation of an air agreement. The 
President of the National Assembly has assured our Ambassador 

that the National Assembly is in a much more receptive frame 

of mind and urges that every effort be made to submit an agreement 
for ratification while the sentiment is favorable and before the 
Opposition has an opportunity to raise false issues. Negotiations 
thus far indicate that the most ticklish issues are the immigra- 
tion clauses and the route descriptions. 





Argentines May Settle Route Question The Argentine Foreign 
Office recentiy indicated to Embassy Buenos Aires an interest 


in renewing negotiaticns for a route annex to our bilateral air 
transport agreement. Although a US-Argentine bilateral was con- 
cluded in May 1947, decisions regarding route plans were post- 
poned at Argentine request. We submitted our route proposals 

to the Argentines in September 1947 but to date no counterproposals 
have been received. In the interim, special interests in Argentina 
have made obvious attempts to postpone discussions on the route 
proposals and have brought up questions of interpretation or 
certain clauses of the agreement. In view of the recent expression 
of Argentine interest, our Embassy suggested that the entire 
background of the agreement be reviewed with Foreign Minister 
Bramuglia during his visit to Washington. However, it was not 
convenient to bring up this matter during conversations with 
Bramuglia and it has nor been suggested that the Embassy take 

up the matter in Buenos Aires and sieze upon any interest in 
resuming negotiations with the Argentines. 


Mexican Views Uncertain on Bilateral We have asked Embassy 


Mexico City whether there have been any further discussions con- 
cerning the US-Mexican air transport agreement since November 30 
when the Mexicans indicated that the final decision would rest 
with President Aleman. We would like to know if there is any 
inkling of his decision yet and any indication that Mexico would 


depart 
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depart from its proposed policy of route monopolies. Although 

we have requested interested airlines to hold off any action 
regarding the negotiation of operating contracts with the Mexican 
government, pending efforts to conclude the bilateral agreement, 
we have confidentially informed the Embassy that unless Mexico 
shows early signs of willingness to conclude a reasonably satis- 
factory agreement, US airlines will be advised to negotiate 
individual operating contracts. 


Colombia Brings Pressure for US Air Route For some time 
we have wanted to negotiate a bilateral air agreement with 


Colombia along modern lines patterned after the Bermuda prototype 
to replace the Kellogg-Olaya pact of 1929 under which air services 
are now operated. This matter was discussed informally with the 
Colombians last July, at which time it was indicated that, if 

the US would grant a permit for the Colombian airline Avianca 

to fly into New York, they would take active steps to initiate 
negotiations for a new bilateral. Matters have now taken a 
regrettable turn with the recent Colombian order to Panagra to 
suspend operations to Colombia after December 31 unless in the 
interim the Civil Aeronautics Board makes a favorable decision 

on Avianca's petition for Barranquilla-New York service, which 
has been pending for some time, The decision claims that recipro- 
city between the US and Colombia under the Kellogg-Olaya pact 

has been more than satisfied by Colombia's granting PANAM 1949 
permits for various services to Barranquilla since Avianca service 
to Miami is the only Colombian route to the JS. Our Embassy 
strongly urges favorable action on this application and believes 
that delay in granting the petition has already prejudiced not 
only the position of US airlines in Colombia but the general 
position of the US as weil. Our Embassy has expressed its regret 
to the Foreign Office that Colombia is substituting a policy of 
reprisal for the policy of reciprocity which we have been trying 
so hard to promote. 


- Peruvian Matters Unsettled Basic aviation concepts are 
still at stake in unsettled disputes with Peru. No further re- 


quest has been received from the Peruvians for resumption of 
discussions on rate and capacity questions raised by the previous 
government under our bilateral air transport agreement. 


The Peruvians have now teken their contemplated step of 
cancelling Panagra's cabotage rights, which were granted on a 
temporary basis in 1947. They have also doubled PIA (Peruvian 
airline) frequencies between Lima and Santiago and have adjusted 
the PIA schedules both in Lima and the US to synchronize with 
Chilean and Argentine cir services between Lima and Santiago. 

The Peruvians point out that their companies, now operating, 
Can provide adequate facilities for the requirements of commercial 


air 
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air traffic within the Republic and that in defense of the 
interests of Peruvian companies there appears now to be no 
justification for allowing a foreign carrier to continue 
providing cabotage service within the country on its inter- 
national routes. Panagra, which has actually operated cabo- 
tage service in Peru for twenty years, is appealing the 
decision on the basis that no Peruvian national airline is 
now ready to operate all of these routes. 
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CONTINUED US SUPPORT State and ECA, after consultations with 
OF ECE IS DESIRABLE our ECE representatives in Geneva and 
Harriman's staff in Paris, have agreed 
it is in our interest to continue support of the Economic 
Commission’ for Europé. . While eastern. European countries will 
undoubtedly continue to use ECE as a sounding board for attacks 
on the recovery program and. US export policy, we believe there 
are a number of important reasons which outweigh these disadvan- 
tages and warrant continued US support for ECE. 


 Gince the long-term objective of the US and western European 
countries is to force Russia to withdraw to her own frontiers 
and to encourage a free eastern Europe to establish close politi- 
cal, economic and sdeial ties with a strengthened and unified 
western Europe, it is desirable even at the present time to main- 
tain such links with eastern Europe as will contribute to this 
objective. The ECE has shown that it can provide a useful link 
at the technical level with the Poles and Czechs and to a lesser 
extent with the Yugoslavs. 


It is also important for us to operate wherever possible 
within the United Nations framework. We are publicly committed 
to this principle and other OEEC countries are anxious to demon- 
strate that they are not by-passing the UN in their ERP partici- 
pation. 


We belteve that OEEC and ECE need not and should not be 
competitive ‘organizations. OEEC must assume the major responsi- 
bility for strengthening the economies of western Europe and 
for bringing about closer economic integration among these 
countries. As the organization which recommends to ECA the 
division of US assistance among the participating countries, 
it is obviously in a strong position to bring about real measures 
of economic cooperation among its member countries. We believe 
that the ECE, although its powers are merely recommendatory and 
its membership includes six countries of eastern Europe who have 
openly stated their opposition to the recovery program, can 
serve to complement OEEC in a number of important fields. The 
OE EC can probably utilize its resources most effectively if it 
concentrates on those problems which only it can handle or which 
it can deal with much more effectively than other organizations. 

-A number’ of other functions which contribute directly to the 
success of the recovery program by strengthening and rationalizing 
the economies of the participating countries can be performed by 
the ECE and perhaps other UN bodies. ° For example, agreements. on 
reduction in frontier regulations, and standardization of rail- 
road cars and equipment are types of measures which are highly 
desirable and can be performed without disadvantage in a forum 


which 
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which includes eastern European countries. If functions such 
as these were transferred to OEEC, there is real danger that 
it might result in a curtailment of other more fundamental 
OEEC work. | | , Fes 


The ECE is also useful in obtaining information on eastern 
European availabilities and requirements and can facilitate ex- 
changes: between eastern and western Europe which are of benefit 
to the ERP, e.g. the provision of timber in return for timber 
equipment, foodstuffs for fertilizer and agricultural machinery, 
and coal for mining machinery. In addition, ECE is ina better 
position to recommend coal: allocations than OEEC because of 
the necessary cooperation of the Poles. 


We do not regard it as necessary or desirable to lay down 
for the future a hard and fast division of functions between 
ECE and OEEC. Each case will have to be decided on its own 
merits in the light of changing ‘circumstances. As a general 
rule, work now being satisfactorily performed by ECE, such as 
that of the coal and transport committees, should continue to 
be performed by the Commission. Normally. new: work should be 
undertaken in ECE only if the US and the OEEC countries are con- 
vinced that participation: by eastern European countries would 
be of real benefit, or if the work could not be undertaken by 
OEEC without impeding other more important work. The US and 
ERP participants should have a common approach to important 
questions coming before ECE and should be on the alert to avoid 
ECE undertakings which might weaken OEEC. 





Our policy toward ECE will have to be kept under constant 
review and reconsidered..if.it appears the Commission is no longer 
ee Se play a useful part in the economic reconstruction of 
Europe. So ' ae - % 


x. * 


EUROPEAN TRADE Speculation on Czech-USSR Economic. Arrangements 
NEGOTIATIONS Top-level discussions in Moscow during December 

| with Czech officials are believed to have been 
concerned largely with economic problems and raised much specu- 
lation as to possible Soviet plans to gain more complete control 
of the Czech economy. | | | 


According to the Soviet-Czech communique on the conversa- 
tions, participated in by Stalin, Molotov, the Czech Prime | 
Minister, Foreign Minister, Finance Minister, and Minister of 
Industry, the USSR will cooperate in the development of Czech 
industry and economy by an increased exchange of economic goods; 
delivery of raw materials for industry and important industrial 


equipment, 
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equipment, especially machines for heavy machine building, con- 

struction, lumbering, and mining; widened technical cooperation; 
and the extension of loans in gold and hard currency. The con- 

munique stated that Czechoslovakia will deliver petroleum, rail- 
road equipment, and manufactured goods, with the mutual exchange 
of commodities in 1949 increasing more than 45% over 1948. 


USSR May Plan to Use Czechoslovak s Importin ent Un- 
confirmed reports from various sources state that. the Soviet 
loan to Czechoslovakia will amount to $200 million. Some reports 
say that 60% of this will be in gold and 40% in dollar exchange. 
Our Embassy in Praha points out that such a grant would enable 
the USSR to use Czechoslovakia as its chief importing agent for 
materials which that country would be able to obtain: more easily 
than the USSR. Czechoslovakia's hard currencies would be placed 
indirectly at the disposal of the USSR by agreements, enabling 
the latter to import from Czechoslovakie in exchange for agri- 
cultural surpluses, high quality raw materials usually export- 
able for dollars and finished goods made from raw materials 
purchased by ‘Czechoslovakia for hard currencies. 


Embassy Praha Sees Significance in Long-Term Basis Embassy 
Praha believes the chief significance is the, apparent USSR decision 


to bolster the sagging Czech economy on a long-term basis rather 
than draining the Czech economy dry. The decisions recognize 
Czechoslovakia's importance to the USSR as a continuing supplier 
of finished goods of all types and as an intermediary in world 
markets. The loan is tacit acknowledgment that Czechoslovakia 
has been bearing the foreign exchange burden of finished goods 
shipped to the USSR, the raw materials for which come in part 
from western sources. Embassy Praha also feels that the results 
of the parley point to a continuation of the trend toward inte- 
gration of USSR-Czech economies and offer a probable pattern of _ 
Soviet assistance to other satellites. 








Satellite Trade Delegations in Moscow Embassy Moscow re- 
ported in mid-December the presence there of trade delegations 
from all of the satellites except Albania and the persistence 
of numerous rumors regarding pending Soviet economic moves. 





In a press interview, the Polish Vice Minister of Industry 
and Commerce, who was to head the Polish trade delegation to 
Moscow to negotiate the 1949 trade agreement within the frame- 
work of the five-year agreement, stated that thus far the agree- 
ments with the USSR have been carried out almost as scheduled. 
He claimed that the Soviet agreement is more advantageous than 
others signed by Poland and that postwar experience has shown 
that Russian cotton, ores, and oil products have become increas- 
ingly vital to Polish industry. 


Other 
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Other Soviet Trade Negotiations During the past month 
extensive trade and reparations negotiations were concluded by 


the USSR and Italy. (See page 1, December 13, 1948 issue of 
Current Economic Pevelopments. } A one-year trade agreement 
projects trade vaiued at 30 billion lire each way.. A three- 
year accord envisages the manufacture and export of Italian 
industrial equipment valued at 60 billion lire with roughly 


20 to 25% of raw materials used in the manufacture befng delivered 
by the USSR. ra te MNS, < 


The USSR and Finland recently concluded an agreement for 
$100 million trade for 1949, which is roughly equivalent to the 
trade for the past year. Reparation talks were conducted con- 
currently. The USSR remains Finland's chief grain supplier, 
although the amounts are reduced since the Finnish domestic sup- 
ply has improved. The Soviets were chiefly interested in getting 
metal products and prefabricated houses, | ; 


. The signing in Moscow this month of a draft three-year trade 
agreement with Norway was reported in the press. Norway is to 
export fish, fats, and aluminum in return for Soviet grain. 

The UK Board of Trade states that the UK is now pressuring the 
Soviets for a firm offer for 1 to 1.5 million tons of 1949 
grains and for immediate offers of grain outside the existing 
agreement. If the Soviets refuse, the UK will withdraw its 
"good offices" in facilitating further capital goods orders. 
During 1948, the Soviets pruchased more than £20 million of 
wool, rubber, cocoa, coffee and tea in the sterling area and 
placed capital goods ordersof &3 million under the agreement, 
plus 415 million outside the agreement, while the UK has secured 
only about 820 million of coarse grains under the agreement. 


The Soviet Ambassador to: Iran is reported to have informed 
Iran that the USSR is ready to negotiate a trade pact if Iran 
agrees to a Soviet oil concession and dismissal of the US 
military mission. | 


Hungary Plans Large Industrial Exchange with Russia The 
USSR and Hungary have signed a trade agreement effective until 
December 1949, which, according to press quotations of the head 
of the Hungarian delegation, will involve trade valued at $150 
million, mainly to serve heavy industry. The press states that 
the agreement will almost entirely cover Hungarian raw material 
import: needs in coke; iron ere, pig iron, and ferrous alloys, 
and guarantees a supply of cotton which will keep the textile 
industry in operation’ until the’ end of 1949. Hungary: is also 
to get significant quantities of ball bearings, machine tools, 
driliing machines, and textile machines in what is termed the 
largest economic agreement in the history of that country. 


Hungary's 
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Hungary's exports: are to..include engines, railway cars, cranes, 
electric motors, the majority of its textile. surplis, and. cer- 
tain agricultural items, It is also reported that in addition 
to the goods exchange agreement, Hungary’ 1s getting a long-term. 
order fromthe USSR for machinery valued at’ about. $150 million, 
which should enable the Hungarian machine industry. to organize 
for production on a larger scale. Total exports to the USSR 
are expected to reach 24% of all Hungarian exports. 


Hungary Conducting Extensive Trade Negotiations Hungary 
has been conducting extensive trade negotiations with both east- 


ern and western European countries. In addition to the agree- 
ment with the USSR, agreements have recently been concluded 
with Bulgaria, Italy, the Netherlands, Poland, Sweden, and 
Switzerland. A Hungarian delegation has been negotiating in 
Czechoslovakia; a delegation from Israel has been in Budapest 
to discuss trade; and a delegation is expected from Belgiun. 


Under the barter and payments agreement. concluded with 
Bulgaria for 1949, Hungary will import seeds, oil cake, turpen- 
tine, glycerine, tobacco, asbestos, and hides in exchange for 
drugs, dyes, nitrates, technical and electric equipment, and 
threshing machines. A Folish-Hungarian agreement for 1949 pro- 
vides for an exchange of goods amounting to approximately $10 
million each way, with additional capital goods to be delivered 
over a period longer than is covered by the agreement. Principal 
Polish exports are to be coal, coke, zinc, chemicals, and seeds. 
Hungarian products include aluminum, rolled products, rugs, and 
electrical equipment. Provision is also made for negotiations 
early next year for a five-year trade agreement. The Hungarian- 
Italian agreement envisages trade valued at approximately $18 
million each way under a clearing agreement having one account 
in lire in Italy. Italy refused a Hungarian request for petroleum 
well-drilling equipment since it is on the list of items to be 
prohibited from export to eastern Europe. Hungary also requested 
$2 million worth of ball. bearings, but is is believed that Italy 
may have reduced this. quantity. 


A Hungarian-Swiss agreement for one year is expected to 
increase trade considerably, with Switzerland exporting industrial 
products of particular importance to Hungary's economy, including 
ball bearings, machine tools, and power plant equipment. Further 
talks on Swiss assets in Hungary are expected some time after 
‘May 1, 1949. Under the agreement with Sweden, Hungary is to 
receive ball bearings, machine tools, steel goods, cellulose, 
chemical materials, and machinery. 


The Israeli government is at present negotiating with the 


Hungarians for an agreement involving trade valued at $8.5 
million dollars per annum. It is understood that Israel wishes 
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to obtain a tentative clause in the agreement stipulating that 
$2.5 million of exports from Hungary would be in the form of 
personal possessions of Jews over and above the present amounts 
permissible under emigration laws. 


Yugoslavia Expresses Interest in Trade with West Yugoslav 


officials have indicated a desire to increase trade #elations 
with the west, particularly the US, but they have been emphatic 
that no political conditions are to be attached to any trade 
arrangements with western countries. (See page 2, December 13, 
1948 issue of Current Economic Developments.) In a recent 
speech, Tito said, "If our allies among the peoples democracies 
will not assist us, if they break treaties they sign with us, 
then we must sell_our raw materials somewhere else even to capital- 
ist countries /so/ as to buy necessary machines for our mines 

and heavy industry." He observed that during the past ten months 
Yugoslavia exported a major share of its total production of cop- 
per, lead, zinc, antimony, mercury, iron pyrites, ferrochrome, 
hemp, and certain chemicals to the USSR and satellites. He said 
Yugoslavia will not export foodstuffs next year because they are 
needed at home. Following these remarks, Tass has reported that 
the USSR and Yugoslavia have signed a trade protocol for 1949 
which reduces trade between the two countries for 1949 to one- 
eighth of 1948 trade because of the "unfriendly policy of the 
Yugoslav governne nt". 





In current Czech-Yugoslav negotiations, little or no increase 
in trade levels is indicated for next year, with the Yugoslavs 
presently failing to supply agreed amounts of ores and other raw 
material, probably because of over-estimation of production possi- 
bilities and possibly because of transport difficulties. The 
Czech trade delegation has denied, hcewever, that any sanctions 
have been imposed on shipments to Yugoslavia. Yugosiavia is also 
conducting negotiations with Poland in Belgrade. 





A UK~Yugoslav trade agreement, to be effective through 
Septembor 1949, provides for 412 million trade each way, the UK 
importing timber, meat, and corn in exchange for exports of 
machinery, vool, cotton, yarn, and French francs, which the British 
believe may be used by the Yugoslavs for payment of nationalized 
French properties. Yugoslavia agreed to pay the UK £4.5 million 
for nationalized properties. Much of the trade on the British 
Side has already been contracted for. A security clause in the 
agreement provides that reference to specific quantities of 
specific items does not imply that export licenses for these 
items will be issued. 


Contrary to recent press publicity, Embassy Rome reper ts 
that there is no indication that trade matters of significance 
are undér discussion between:Italy and Yugoslavia at present. 
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The Italian-Yugoslav trade agreement signed November 1947 has 
five-year validity regarding Italian industrial equipment valued 
at $150 million. A one-year section. lists commodities for ex- 
change subject to revision each year, and meetings are scheduled 
the latter part of January for this purpose. 


Ss 





Yugoslav-Belgian trade and payments agreements were signed 
in September and during November outstanding Belgian claims 
against Yugoslavia, amounting to some 400 million Belgian francs, 
were settled in an agreement between the Yugoslav government and 
a private group representing tne Belgian claimants. 


Important Polish Trade Negotiations In addition to negotia- 
tions with the USSR, Hungary, and Yugoslavia, Poland has conducted 
important trade negotiations for a five-year agreement with the 
UK. The UK Board of Trade has stated that it considers the agree- 
ment, which is expected to be signed soon, a very important one 
since it will assist in reestablishing east-west traditional 
trade anc freeing the UK from reliance on Commonwealth and Western 
Hemisphere raw materials sources. Polish exports are to reach 
5140 million over five years and are to be over 70% agricultural, 
which will require reorientation of Poland's export economy to 
British requirements. The UK is to assure Poland that it will 
facilitate or will impose no obstacle to the Poles! acquiring 
anually 610 million of wool, 3,000-5,000 long tons of rubber, 
and reasonable supplies of manila, sisal, nickel, ferro-tungsten 
and ferro-vanadium, rubber belting, tires, shellac, tin within 
CTC allocations, and crude oil. During the five-year period, 
the UK will supply £20 million of capital goods in addition to 
the £15 million provided for in the 1947-50 agreement. There 
is a definite understanding that the Poles will clear desired 
capital goods with the British for a security check. Agreement 
was also reached on compersation for property nationalized by 
Poland. The press reports conclusion of a French-Polish agree- 
ment for 1949 increasing the exchange of goods to $22.4 million 
each way. Poland undertakes to provide 875,000 tons of coal in 
addition to deliveries of 1,125,000 tons due under existing 
agreements. France is to deliver wool, phosphates, iron ore, 
and engineering material. 














A recently signed Polish-Rumanian agreement covering 1949 
trade provides for a total commodity exchange of $25 million. 
Poland will supply coke, smelting products, machinery and indus- 
trial equipment, electrical apparatus, and textiles in exchange 
for petroleum products, timber, foods, and ore. 


During recent negotiations with Finland, the Poles reportedly 
showed as much eagerness to obtain copper as dollars. A protocol 
to supplement the Finnish-Polish trade agreement provides for Finland 
to pay in part for Polish coal and other imports with copper. 
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A one-year agreement which Poland just concluded with Denmark 
is intended to provide a considerable increase in the volume of. 
trade. Traditional exports of both countries are involved. An 
agreement between Poland and Norway provides for total trade of 
about $35 million for 1949. According to the Warsaw press, the 
Polish-Swedish Mixed Commission created in connection with the 
four-year investment agreement between the two countries has 
already placed maximum orders with Swedish industries for eyuip- 
ment for Polish industry. The one-year extension of its trade 
agreement with Belgium-Luxembourg provides for Polish imports 
of machinery, rubber materials, materials for the textile industry, 
chemicals, and other items. Also, agreements were initialled to 
cover compensation for nationalized properties and for the exten- 
sion of a credit to Poland by Belgium. In negotiations with 
Albania, it is understood that Poland will obtain crade petroleum 
and copper. | , - | 


Poland Claimed Creditor to Western Europe . Our representative 
to the ECE Coal Committee states that it is believed that Poland 
is now a creditor to coal-importing countries of western Europe 
to the extent of approximately. $70 million. These credits repre- 
sent deliveries of coal against future equipment deliveries. 

In recent conversations with the Dutch Minister in Warsaw, a high 
Polish official said that Poland is gétting in on the Marshall . 
Plan "through the back door", Since the way has been cleared for 
Austria to buy coal in Poland, the latter is getting some. much- 
needed dollars from that source, he said. A Polish official has 
informed Embassy: Warsaw that he hopes next year the question of 

a new commercial treaty with the US can be opened. He said there 
are very many things, raw materials as well as machinery, that 
Poland needs from the US and that Poland is trying in its trade 
with other countries to get the dollars for purchases in the US. 


italian Negotiations Besides negotiations with the USSR and 

Hungary, Italy has extended trade and payments agreements with 
Sweden for one year, with new or larger quotas established for 
important Swedish export commodities. Italian exports include 
fibers, fruits, tires, and telegraph cable. A recently signed 

talian-Turkish agreement covers trade valued at about $25 million 
each way for a one-year period and permits reciprocity transactions 
for Turkish tobacco and fish. Negotiations are also under way be- 
tween Belgium and Italy for revision of tho trade and payments 
agreement denounced by Belgium last summer. It is reported that 
commodity schedules are to be extended as fully as possible. 


Swiss Negotiations A.one-year Swiss trade agreement with 
Belgium-Luxembourg is said tod adjust import and export quotas as 
far as possible to the very satisfactory trade of, the eleven 
months prior to its signature. The Swiss agreément with the 


Netherlands 
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Netherlands has also been extended for one year with existing 
quotas for goods unchanged, although present quotas are far from 
being exhausted. Negotiations with France for renewal of their 
trade and payments agreement have failed, the old agreement being 
prolonged for three months only in the hope later negotiations 
can be held under more favorable financial conditions. Some 
attribute failure of these negotiations to the impossibility of 
including a tourist agreement under present French financial 
conditions, France's indebtedness to Switzerland, and controversy 
over compensation for Swiss interests affected by French nationali- 
zation of electricity enterprises. Swiss-Bulgarian negotiations 
resulting in new commodity lists are expected to increase trade 
in the traditional exports of the two countries. A Danish-Swiss 
trade agreement for 1949 also provides for the exchange of tradi- 
tional export. items. . 


7 New UK Agreements Relax Financial Requirements Ina new 
Anglo-Swedish trade and financial agreement for 1949, neither 


country is. to ask gold payment and provision is made for some re- 
laxation of transferability of Swedish-held sterling. An agree- 

ment concluded with Norway likewise makes no provision for payment 
of any deficit in gold or hard currency. Anglo-Spanish trade and 
financial conversions were also successfully concluded this month. 








In many of its bilateral trade arrangements, the UK is plan- 
ning to channelize trade in accordance with agreed plans for intra- 
European trade and payments arrangements. Although under the 4 
European payments..scheme Turkey is listed as a net contributor, 
actually it is very short in sterling, and a UK trade delegation 
now in Ankara has been instructed to see if this situation can be 
corrected. The UK-Portuguese trade agreement may soon be extended, 
possibly for only six months so that the annual agreement with 
Portugal thereafter might coincide with the OEEC fiscal year. 





Scandinavian Negotiations Trade agreements were recently 
concluded between Norway and Austria, Denmark and Turkey, Finland 
and Bulgaria, and Finland and Czechoslovakia. This last agreement 
doubles the trade of the previous agreement to a total value of 
approximately $15 million. The estimate of trade totalling $3 
million for 15 months. under the Finnish-Bulgarian agreement is 
probabiy high since the past year's trade totalied only $580,000. 
Sweden has extends. its agreement with the Nethsriands and expects 
to reach an agreement with Czechoslovakia soon. Under the latter, 
Czechoslevakia is expected to get 855,000 tons of iron ore in re- 
turn for supplying rolled materials and machinery. Norway is 
presently negotiating with Finland and Sweden and is expected to 
begin negotiations with the Netherlands soon. Freliminary Norwegian- 
Belgian negotiations have also been held. 





Other 
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Other Trade Negotiations According to the press, the 
Austrian Chancellor has claimed modest but gratifying results 
observable from agreements with eastern European countries an¢ 
stated that Austria hopes for even greater food deliveries in 
the coming year from that area. The Chancellor pictured Austria 
as a bridge between eastern Europe and the ERP countries. An 
agreement with Bulgaria was signed this month and there are indi- 
cations that a new type payments agreement has been negotiated 
with France. The agreement with France provides specifically 
for a clearing differential to be covered through ERP. Negotia- 
tions for increased exports to the Netherlands are set for February. 


Under a one-year agreement with Bulgaria, the Dutch are to 
export 200 to 300 tons of crude rubber and perhaps a ‘few hundred 
tires, as well as chemicals, machinery, and electrical materials. 
Bulgarian exports to the Netherlands are to be chiefly agricultural. 
The Netherlands signed an agreement with Iceland this month. An 
agreement between Belgium-Luxembourg and Turkey provides, in 
accordance with terms of the Intra-European Payments Agreement, 
that Turkey shall have drawing rights upon Belgium of $2 million. 


Numerous Agreements Negotiated with Germany A Danish agree- 
ment with the Soviet zone of Germany calling for trade worth 18 


million crowns each way has been drafted; Sweden and the Soviet 
zone have drawn up supplementary commodity quotas; and Norway 
has reached an agreement with that zone to furnish, among other 
things, items of importance to Soviet zone industry which were 
formerly obtained in large part from western Germany. According 
to the press, the Swiss hope that an agreement just concluded 
with the Soviet zone will bring a sharp increase in trade with 
Germany, Switzerland's traditional best customer. 


According to the press, countries which have just completed 
trade agreements with the US-UK zones of Germany are Sweden, 
the Netherlands, Turkey, Egypt, Poland, and Spain, thus bringing 
to twenty the number of agreements concluded this year. The 
Netherlands agreement also includes the French zone. Czecho=- 
Slovakia recently signed an agreement with the bizonal area and 
preliminary talks have been held with the French, Yugoslavs, and 
Swedes, Negotiations are expected to begin soon with Belgiun, 
the UK, and Siam. Latin American countries exploring trade possi- 
bilities with Germany include Argentina, Chile, and Uruguay. 


European Countries Interested in Trade with Latin America 


European countries have evidenced interest in Latin American 
trade, similar agreements having been concluded with Argentina 
during the past few weeks by Sweden, Poland, and Denmark. Hungary 
has modified the agreement it concluded with Argentina last sun- 
mer, and Italy has expressed interest in improving trade relations 


with 
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With Argentina. A three-man Bulgarian commercial delegation is 
understood to have gone to Argentina; Legation Sofia states, 
however, that in view of the questionable possibilities of 
legitimate Bulgarian-Argentine trade, Bulgaria may hope to use 
Argentina as a channel to obtain US goods denied export licenses. 
A Swedish-Colombian agreement has been concluded and Sweden is 
negotiating with Uruguay. Swedish-Chilean negotiations have 

been broken off, the press reports, because Chile insisted on 
continued dollar payment for its copper shipments to Sweden. 


Negotiations between France and Chile have been completed. 
Following conclusion of the three-year Polish-Argentine agree- 
ment, the Polish Vice Minister of Industry is quoted as saying 
that Poland plans similar agreements with Brazil and other 
Latin American countries in the immediate future. 
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ECA DELAYS IMPLEMENTATION OF Implementation of the recent ECA 
DECISION ON BULK SHIPMENTS decision to abandon the policy of 
carrying 50% of American bulk car- 
goes for European recovery in 'l< bottoms after January 1 unless 
American shipping lines reduce freight rates to a point more 
in line with those of foreign carriers, has been delayed for at 
least 30 days to permit Congressional study of the problem. (See 
page 5, December 13, 1948 issue of Current Economic Developments. ) 
ECA Administrator Hoffman has now announced that he will continue 
the 50% policy until February 1 in accordance with the recommenda- 
tion of ECA's Public Advisory Board. The announcement stated 
that two new circumstances were recognized by Hoffman in his 
decision to postpone action. These were a decrease in the rate 
differential between US and foreign carriers during recent weeks, 
and a continued high demand for bulk cargo because of the French 
coal strike and other circumstances. 
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US VIEWS ON LOANS TO SOUTH AFRICA; Inquiries of South African 
EXCHANGE REGULATIONS AFFECT SHIPPING officials as to the possi- 

bilities of obtaining an 
Eximbank loan have resulted in an outline of our views to Lega- 
tion Pretoria for uSe at its discretion in further discussions. 
We have also instructed the Legation to make formal representa- 
tions stressing our concern with recently imposed exchange 


regulations, which adversely affect US shipping. 





Loan Inquiry Made The South African Minister presented 
an aide memoire to the Department last August, outlining the 
economic difficulties faced by his country and raising the possi- 
bility of requesting a loan from the Eximbank. Later the question 
was discussed in Washington by two special representatives of 
the South African government, who also explored without success 
the availability of loan funds from private US sources and the 
International Bank. In these discussions the South Africans 
concentrated their attentions on a balance-of-payments loan. 
The Department and the Eximbank indicated that the request 
would receive more sympathetic consideration if presented in 
terms of a loan for economic projects aimed at sound economic 
development rather than a balance-of-payments loan, which is 
not usually made by the Eximbank. No indication of the type of 
economic projects was suggested, except that the South Africans 
were told that we probably could not consider a loan for develop- 
ment of new gold fields. 





Karly in December, the Minister of Finance approached the 
Legation at Pretoria on the question of obtaining a $100 million 
balence-of-payments loan from the Eximbank. He evidenced the 
same reluctance for couching a loan application in terms of 
special projects as was shown by the special representatives 
during their visit to Washington and stated that South Africa 
wished freedom to spend any loan funds at its own discretion 
toward what it may consider sound development of the national 
economy. He stated South African difficulties stemmed mostly 
from inconvertibility of sterling and said he was surprised that 
ne US had not shown more interest in aiding South Africa. He 
added that if the Union must rely upon its own resources, import 
controls would have to be stiffened still further. (See page 7, 
November 22, 1948 issue of Current Economic Developments.) If, 
however, a line of credit could be made available as a cushion 
to meet commitments falling due, the authorities might be able 
to relax restrictions along the lines the US desired. 


Our Views on Loans We have instructed the Legation to 
follow the line taken by the Department and the Eximbank in 
discussions with the South Africans in Washington with the 
following additions: We are primarily interested in seeing 





that 
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that our limited foreign lending facilities are used by recipient 
countries in the manner most likely to decrease possible need 

for future assistance. Any loan to South Africa would have to 

be aimed at that objective and not merely at enabling it to 
continue imports at higher levels than would otherwise be possible. 
In order to promote that objective, recipients may be forced to 
place restrictions on trade and international payments in con- 
formity with the pertinent provisions of the International Mone- 
tary Fund Agreement and the General Agreement on Tariffs and 
Trade. 


We cannot presume to advise South Africa on a solution to 
its critical financial situation. However, we suggest that 
South Africa consider the possibility that it is faced with a 
long-range problem, and that the solution may lie in a revision 
of domestic fiscal policy, particularly regerding internal 
credit, and in sound economic development. The International 
Bank. is designed to finance such development. The Eximbank 
also makes loans for economically justifiable projects, usually 
to finance dollar capital expenditures in the US, but it has 
been reluctant to consider project loans to governments unless 
the International Bank has positively indicated no interest. 

If South Africa should state its request in terms of sound 
projects in which International Bank indicated no interest, \ 
the Eximbank would give the loan application eareful consideration 





Shipping Discriminations Protested The South African ex- 
change regulations, which adversely affect US shipping, are 
completely unsatisfactory to us and we have asked Legation 
Pretoria to express our concern at the highest level. The 
regulations provide that Payments for freight made in dellars 
are deductible from the importer's dollar exchange quota. This 
results in forcing South African importers to use soft currency 
Ships to avoid having shipping costs charged against their dollar 
quotas. and would eventually freeze US shipping companies out of 
US-South African trade. We understand that British shipping 
companies, which have been accepting dollars only as payment 
for freight charges on shipments from the US to South Africa, 

_ are now. prepared to accept South African pounds instead, which 
would increase the unfavorable effect upon U®@ companies. We 
have asked Embassy London: to discuss. this matter with the British. 


The South Africans have indicated the regulation could be 
changed if an Eximbank line of credit is extended or if, after 
the existing accumulation of commitments had been cleared away, 

a review of tthe situation then revealed that exchange holdings 
could stand such a strain. They also contend that no discrimina- 
tion is indulged in beyond that specifically authorized by GATT. 
We feel artificial changes in shipping patterns brought about by 


exchange 
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exchange regulations are undesirable in principle and are harm- 
ful to world trade and that convertibility of exchange in the 

case of transport should be kept outside of exchange regulations. 
We are concerned over the serious effect such restrictions will 
have on trade between the two countries and fear that further 
curtailment of US shipping operations to South Africa will further 
weaken that eountry's dollar position. Further we believe the 
use of exchange regulations as a lever for obtaining an Eximbank 
loan will be unfavorably received and might prejudice considera- 
tion when formal application is made. 


Economic Trends in South Africa Considerable uncertainty 
as to the future prevails in South African business and industrial 
circles. Industrialists are unable to plan future production 
programs until the government gives them some indication of the 
amount of supplementary exchange which will be granted for impor- 
tation of raw materials, parts and machinery. While panic buying 
resulted immediately after the imposition of controls, fears of 
immediate shortages are, for the most part, unjustified as exist- 
ing stocks in most lines are heavy and shortages will not be 
evident for a few months. The regulations are expected to render 
stocks marketable which are at present moving slowly and will 
place many overstocked importers and wholesalers in a more liquid 
position. Secondary industry continues to be well maintained 
with the exception of the construction and engineering industries 
Which are hampered by shortages of some building materials and 
practically all classes of steel products. So great is the need 
for unworked steel products that the government has decided to 
waive the application of exchange controls to the importation 
of such products. 


By the end of November the Union's gold reserve had declined 
to a new low of 845,301,317 and the gold reserve ratio to 30.5%. 
Sterling holdings and bankers' deposits also declined. stocks 
continued their downward trend and there was considerable liquida- 
tion of not only speculative but investment shares. There has 
been an increasing flow of money out of the country. 


The difficulty facing the mining industry is not only the 
problem of rising costs and diminishing profits, but the shortage 
and delayed deliveries of materials and a shortage of Jabor which 
is due to demands of secondary industries and opening up of new 
mines. This is restricting gold output to about 85% of milling 
capacity. 


FRENCH 
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FRENCH GOVERNMENT WINS BUDGET The French government, after 

BATTLE BUT FACES OTHER HURDLES -recent budgetary and tactical 

-suecesses, starts the year with 
the possibility of consolidating its position if it manages to 
implement. budgetary as well as financial and administrative 
reform measures which have now been blueprinted. Howeyer, this 
temporarily rosier situation should be viewed with caution in 
view of the high hurdles in the government in the coming months 
which includes the investigation of administrative malpractices; 
parliamentary approval of proposed economies to obtain release 
of frozen budgetary appropriations; military budget discussions; 
and fiscal. reform measures which, although provisionally effective 
by decree as, of January 1, must still be discussed by Parliament 
together with some 300-odd proposed amendments. 


Budget Bill Passed The key budget bill, providing for 
1949 expenditure ceilings and for 140 billion francs in new 
taxes, became a law January 1.when the National Assembly reversed | 
the Council of the Republic's unfavorable opinion and adopted. 
the bill in the same form that it had left the Assembly after 
the first reading. The Council had voted a series of crippling 
amendments to the budget maxima and ways and means bill, in- 
cluding postponement of the entry into effect of the fiscal 
reforms until. April, and refusai to permit the government to | 
raise tax rates by decree if the loan failed but these weré 
defeated by the Assembly. , 


Economic Outlook. The financial situation will. continue 
to be at. least as tight as ever in meeting internal expenses 
and foreign payments to the UK, Switzerland and Belgium, and | 
the acute dollar shortage will remain unabated. The nature of 
the domestic budget after March is obscured by the fact that 
it calls for expenditures to be financed out. of the estimated 
counterpart of ECA aid for the last nine months of the year for 
which no dollar na cheaeeioe have as yet been granted by the 
US Congress. 


The old wage-price problem remains unsettled. The excep- 
tional abundance of winter vegetables and potatoes has temporarily 
alleviated the workers' plight but the food situation will 
tighten in late winter. Rent increases and increases in the 
prices of tobacco and wine as well as electricity, gaS and trans- 
portation continue to favor the inflationary psychology and 
bring corresponding pressure for further wage readjustments. 

Even though the CGT-Communist labor apparatus has not recovered 
from last fall's defeat, serious labor pressure including non- 
Communist can be expected if prices continue to rise. The 
accent on indirect instead of direct taxes may also foster worker 
resentment. While the government's fight against inflation 


during 
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during.the past year has not’ ‘been as ‘successful as hoped, the 
French have’ made strides in food and industrial production and 
in improvinz their - foreign trade ‘position. Final statistics 
are not yet available for the year’ but reports for the first 
eight months show that the trade deficit slowly declined. It 
will still be a heavy one, however. Meanwhile France is re- 
gaining her place as an. important tourist center. 
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CONFERENCE TO BE CONFERENCE TO BE HELD ON LONG a4 special: administrative: conference 
RANGE RANGE RADIO NAVIGATIONAL A1De NAVIGATIONAL AIDS on standard Loran, which is a 
long range radio navigational 

: aid, will convene in Geneva on January 17. The conference has 
been called by the International Telecommunication Union, largely 
at the initiative of the US, It is our objective to obtain 
agreement to continue use of the existing Northeast Atlantic 

Area Standard. Loran system beyond July 1, 1949 until such time 

as an acceptable substitute, which can be agreed upon inter- 
nationally, is in operation. We will also work closely with 
other interested countries for measures to minimize harmful 
interference from Loran transmissions to other services operating 


.. dn. the same or adjacent frequency bands and to evolve more 





efficient operating means for navigational aids. 


For some time we have been concerned that aids to radio 
navigation suitable for the Northeast Atlantic area and designed 
for operation in the frequency bands allocated for radio navi- 
gation service under the International Radio Regulations cannot 
be made available by the July deadline set at the Atlantic City 
Telecommunication Conference last summer. Since great use is 
now being made of Loran in the’ North Atlantic by. both air and 
surface craft of the US and many other countries, we are taking 
the lead in urging its continuance until some acceptable type 
of equipment can be designed to operate on the new frequencies 
‘in the 90-110kc band, ‘ 


' In ‘addition to the US, ‘Belgum, ‘canada,. Denmark, Finland, 
France, Iceland, Ireland, the Netherlands, Norway, Poland, 
Portugal, Sweden, the UK and.USSR will be represented at the 
- conference. High-level diplomatic approaches have been made 

to each of these countries, except those in the Soviet bloc, 
‘and commitments have been received from a majority of them to 
suppor t our. position. Considerable Cy cameron and technical 


assistance 


. DECLASSIFIED FOR PUBLICATION iN FOREIGN 
» RELATIONS OF THE UNITED STATES 








RESTRICTED 
eH 


assistance has been made available by. the US to countries 
which complained of Loran interference, particularly Iceland 
and the Scandinavian countries. 
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LEGISLATIVE ACTION ANTICIPATED Two.:legislative items of par-. 
ON TRADE AGREEMENTS AND ITO ° ticular importance to the US 
economic foreign policy are 
expected to be considered in this session of Congress. Presi- 
dent Truman has requested early Congressional action to repeal 
the present extension of the Trade Agreement Act and restore 
the Act to its original form,. and it is expected that an Adminis- 
tration measure for US membership in the International Trade 
Srgens setion (ITO) will soon be introduced. 


‘In the meantime, a Joint resolution providing for US" 
membership in the ITO and authorizing an appropriation therefor 
was introduced in the House of Representatives January 6 by | 
Representative Javits (R.,. N.Y.) on.his own initiative. Ina 
statement quoted in the press, Representatives Javits. and 
Fulton (R., Pa.),. who attended the Habana Conference on ITQ . 
last.winter as Congressional advisers to our delegation, said, 
"the validity of our foreign policy, now tied to.the. European . 
Recovery Program, and hope of:the world for. mee and security, . 
all rest in:the economic success of the world", | - we, 


In.a letter. of January 8 to. Senator George (D., Ga.), 
chairman of the Senate Finance Committee, and Representative. 
Doughton (D., N.C.), chairman of the House Ways and Means 
Committee, President Truman.urged action “at the earliest 
possible date" by Congress to restore the..Reciprocal Trade 
Agreements Act. to the full force of its original form and. ex- 
tend it to June 12, 1951. The letter followed his request in 
his annual message that. the Act be extended "without:the ... 
hampering restrictions placed on it by the last Congress". The 
one-year extension of the Act. which was passed by the last 
Congress gave increased authority to the Tariff Commission, ... 
requiring it to. investigate and hold nearings separate from 
and in addition.to. the hearings customarily conducted by the. 
Committee for Reciprocity Information under the Trade Agree-. 
ments procedure, and to report to the President in advance of 
any decision on concesstons to be. offered by the US.the. extent 
to which .US tariffs and other es restrictions may. be yous 
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_. without Serious ‘andiey to domestic industry. In his: letter , 


' ° Developments.) He said " 


_. ,the President referred to the negotiations scheduled for this 
_. April to extend the General Agreement on Tariffs and Trade 
.,. (GATT) to’l3 additional. countries, terming the Geneva agreement 
(See most: anger sens and wag eerste trade agreement -in history". 
| ee page 7 of November 8, 1948 issue of: Current. Economic 
the - extension of the benefits. of this 
agreement. under the authority of the Trade Agreements Act is 
a practical cooperative effort to remove unnecessary ohstacles 
_to the. building of a stable and prosperous world...Unless nations 
_. Can selj each other the products of their agriculture, labor, 
and industry to the greatest possible extent, there can be no 
_ sure. foundation for economic peace. Unless world trade is in- 
Greased, the tremendous investment we are making toward world 
economic recovery will be largely wasted." | | 


* * » 
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HOUSE COMMITTEE REPORTS ON The House of Representatives 
C N PETROLEUM SITUATION Committee on Interstate and Foreign 
Commerce, which visited.Mexico last 
August and September, recently submitted its report.on the 
Mexican petroleum situation. Its conclusions and recommenda- 
tions, including those urging consideration of. government loans 
to a are now being given careful thought in the Department. 


X. Conclusions and Recommendations The committee, impressed 
with the importance of promptly proving -up Mexico's potential 


petroleum. resources and of. partially developing its petroleum 
reserves, urges the Department and appropriate lending agencies 
to give consideration to the matter of a loan to Petroleos 
Mexicanos (Pemex), the geveremaas owned and operated oil company, 
for. exploration for petroleum. . Consideration of a loan is 
recommended because it appears the. only way in which exploration 
on a substantial scale will be undertaken is through direct 

- Pemex participation although. Pemex may. participate to some ex- 
tent. indirectly in exploration by private oil:companies.: The 
committee also recommends that the State Department and appro- 


_ priate lending agencies ‘give consideration to a loan for the: 





expansion and construction of Mexican petroleum facilities, in- 
cluding such items as an oil line: across the isthmus, gas lines 
into consuming centers both in. Mexico and the US, a refinery 

on the west coast, and possibly other projects. "It. makes clear 
that any financial assistance : should : be subje¢t to’ an understand- 
ing: that private oil compamties are‘to be permitted to. participate 
in-Mexican oil development under reasonable terms. The committee 
reports indications that some US oil companies and Pemex appear 
to be approaching eventual agreement and urges the Department to 
use its good offices to consummate the participation of these com- 








panies so that Mexican petroleum resources may become proved reserve 


UNCLASSIFIED Significance 


DECLASSIFIED FOR PUBLICATION IN FOREIGN 
RELATIONS OF THE UNITED STATES 





BEST CUPY AVAILABLE 


- UNCLASSIFIED 
-8- 


Significance of Mexican Reteatew Reniiress In the event 
of an emergency, it has been estimated that US petroleum de- 
ficiency may be some two million barrels per day. Since it 

is not clear what reliance can be placed on the Middle East 

aS a source of supply, greater dependence on western Hemisphere 
sources ‘is indicated. At present our chief dependence on 

Western Hemisphere sources outside the US is placed “on, Vene- 
zuelan production. Although production in that country has 
increased rapidly and further increases are scheduled, most of 
the increased production is coming from already proved fields 
-and no concessions for further exploration have been issued 

Since 1945.° Because of recent political disturbances in Vene- 
‘zuela, the committee has not appraised the situation with respect 
to an assured supply from that source and strategic considera- 
tions present in adequate protection of this water-borne trans- 
portation route. 





The committee points out the importance of Mexico as a 
potential source of supply in easing the over-all world demand- 
supply ‘position, inasmuch as there Seems to be no disagreement 
that Mexico possesses potentially large reserves even though 
production has decreased greatly since: the 1921 peak. Petroleum 
production in Mexico totalled 193 million batrels in’ 1921; 
thereafter, a steady decline set in, with output falling to 
46.9 million barrels in 1937, the last full year prior to 
expropriation of the holdings of the major foreign companies. 
Production from 1938 to 1945 continued somewhat below the 
1937 level, but in 1946 and 1947 increased above the level 
— to 49.2 million and 56. 3 million barrels’ ‘respectively. 


| ‘Proposed Five-Year pevelonment Program The Director General 
of Petroleos Mexicanos (Pemex) presented to the committee a 

five-year development program covering the years 1949-53, in- 

volving: exploration and development. bringing Mexican production 

from a-present 167,000 barrels a day to 365,000 barrels a day 

by 1953, and to 463,000 barrels a day by 1955. If the .1955: 

goal is reached, Pemex calculates that, after estimated domestic 

needs are satisfied, it will be able to export some 280,000 

barrels of crude- ofl and products daily, with a value of $170 
million a year. In achieving such. a program Pemex estimates 

a total capital cost of $470 million. There is some difference 

of opinion whether the program can be achieved as outlined. 

Pemex has indicated, in the event of securing US fimancial 

assistance, there would be no question regarding ‘US par tied pa- 

tion in procurement of the petroleum obtained. : ) 






In an attempt to. enlist orivate capital 


a7 wap 
made a preliminary proposal which provided: that Pemex would 
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enter into agreements by which private companies acted as its 
agent in the exploration for petroleum, and, after discovery, 
Pemex would assume further operations and reimburse and conm- 
pensate the companies out of petroleum produced. The proposed 
terms of reimbursement were 80% of gross production less pro 
rata expenses until the investment had been amortized. As 
compensation during the balance of the agreement, the companies 
were to receive 20% of the gross production, less pro rata 
expenses. US oil companies, however, indicated very little 
interest in the proposal and Pemex has now made a further pro- 
posal to be used as a basis for continuing negotiations. It 
provides: 1) private companies, acting as agents for Pemex, 
would operate on sites satisfactory to them, would perform 
exploration, and would engage in exploratory drilling; 2) after 
discovering petroleum, the companies would either surrender 
operations to Pemex or operate as agents for Pemex; 3) the 
companies would be reimbursed for capital expenditure out of 
50% of the gross production with no deduction for expenses, 
and the companies would be compensated for their efforts and 
risk out of 13-1/2% of the gross production, without deduction 
for expenses; and 4) the companies would have an option on the 
remaining petroleum beyond the necessary recuirements of the 
Mexican economy. 


One US company has indicated that it feels the new pro- 
posal does not constitute a satisfactory basis for negotiations 
and that it doubts whether any other responsible company would 
find the terms acceptable. 
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DUTCh REQUEST 4IR TRANSIT RIGHTS A practical test of US obli- 

ACROSS US ON ROUTE TO BATAVIA gations under the International 
Air Services Transit Agreement 

and the International Civil Aviation Convention is posed by the 

recent Dutch application for KLM transit rights across the US 

on a route._to Batavia. In evaluating this request, we must take 

into consideration the almost inevitably unfavorable reaction 

of the nations of the Middle, Near and Far East to the granting 

of such rights by the US; the effects thereof on our UN policy, 

and the propaganda which might be inspired by a situation involving 

flights through the US, by US manufactured aircraft purchased 

with ECA funds, and in some instances crewed by US citizens. We 

are studying the matter in the light of political and economic 





foreign 


DECLASSIFIED FOR PUBLICATION IN FOREIGN 
RELATIONS OF THE UNITED STATES 


an <taaeh Dn. eds oi 











SECRET 
o 10 a 


foreign policy seeteeation ond have requested the Civil Aero- 
nautics Administration and-the Air and Navy Departments to 
withhold action until the Department submits its views. - 


Until very recently, KLM operated a service to the Nether- 
lands East Indies via Europe, the Middle and Far East. This 
route has been effectively blocked by the action of India, — 
Pakistan, Ceylon:and Burma in prohibiting the overflight or. 
landing of Dutch aircraft. Accordingly, the Dutch are now 
seeking an alternative route via the Western Hemisphere in 
order to avoid the Middle, Near and Far Eastern countries. 


Under the terms of the International Air Services Transit 
Agreement and the International Civil Aviation Convention we 
are obligated to grant the Dutch application. Although it 
might be possible to limit any permit granted through some 
subterfuge in interpretation of the governing documents, the 
application of partial sanctions in this case, by unilateral 
action, cannot be justified upon grounds of international trans- 
portation theory or-policy. In fact, if such action by subter- 
fuge is taken by’ the US, a dangerous ’ precedent would thereby 
be established for ‘possible Similar action against the US by 
other countries. A balancing of the obligations and responsi- 
bilities of the US is being thoroughly explored to determine 
the action to -be taken. 
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OBEC INTERIM REPORT ON LONG-TERM EUROPEAN In a realistic 
RECOVERY PROGRAM SHOWS MAGNITUDE OF PROBLEM interim report 


on. the long-term 
program for European recovery, the OEEC has analyzed the four 
year programs of the participating countries. These show at 
the end of the ERP period, 1952-53, that there would still be 
an estimated import shortage of about $1.2 billion, even should 
the production and increased export programs be achieved. More- 
over, OEEC considers the country programs over-optimistic and 
the targets unlikely to be met, so the over-all balance of pay- 
ments deficit will in all likelihood be larger, possibly as 
large as $3.C billion. 


Publication of the report has resulted in some unfavorable 
publicity, with criticism because viability may not be achieved 
by 1953. To some the report presented, at least initially, a 
pessimistic and disturbing picture. ECA, however, regards the 
report as encouraging as it is a frank facing up to the problems, 
clearly outlining their dimensions, without which effective steps 
toward recovery could not be launched. Now that the magnitude 
of the problem is disclosed, there is every expectation that 
nations will meet the challenge, Harriman emphasized this in 
a recent statement in which he said OKEC countries are capable 
of attaining a "manageable" situation by 1952-53, adding that 
this would require adjustment of national programs which would 
necessitate unified action. 


It must be borne in mind that the report is a first analysis 
of the individual national plans and is aimed at defining the 
principal problems emerging from those plans and to suggest 
areas in Which OEEC participants might look for solutions. It 
was expected that national plans before reconciliation would 
be inconsistent in various respects. The first task of OEEC is 
to define the problems and the second task is to take the neces- 
sary leadership to effectuate revision and readjustments to ac- 
complish viability. The second task is just now beginning. 

In the early months of 1949 participating countries will prepare 
plans of action to resolve the serious problems that have emerged. 
Revision and modification of national programs so as to achieve 
a workable joint European recovery program must be carried out 
both through action of individual governments, groups of govern- 
ments and_OEEC discussions. 


The report, as it stands represents a compromise between 
emphasis on the need for continued austerity, a position advo- 
cated by the British and Scandinavians, and the view held by . 
the French and Italians that living standards in Europe must 
rise and that ways of achieving viability which do not interfere 
with this rise can be found. Adjustment of these differences 


in 
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in viewpoint will involve the- OBRE+ in: difficult problems of.’ 
political as well as economie character in the next few months. 


; or of Production and: ‘Consumption » The national programs 
describe in broad terms the very ‘great efforts the participating 
countries propose to make. An” increase is proposed in industrial 





outside world of 65-70% above the present levels. -OEEC analysis 
shows the improbability of realizing thése goals in full during 
the next 3-1/2 years. Thus an even greater effort than contem- 
plated in the national programs is needed. However, this does 
not mean that western Europe will be condemned for an indefinite 
period to ciffieculties, but rather that it will take longer to 
achieve the goal and that 1952-53 must be considered as a "point 
on an upward curve" as many measures being taken will only bear 
full fruit after 1953. 


OEEC is studying the reports to. see whether the prearens 
are internally consistent in the sense that materials and supplies 
are adequately related to proposed industrial outputs and it is 
likely some adjustments in balance may be needed. It will. be 
necessary to reexamine now whether suggested investments are 
financially practicable and whether’ it will be possible in 1952-53 
to pay for the supplies of raw materials on which the planned 
level of economic activity in that year depend. Achievement of 
the production program is conditioned on an in¢rease of some 15% 
in output per man hour during the next 3-1/2 years. Of all the 
hypothesis underlying the programs, OEEC believes. this is the 
least certain of realization. 


Balance of Payments with the Outside World The report 
States that, even with the most vigorous export drive and opti- 
mistic level of invisible receipts, western Europe faces reduction 
in programmed exports from the outside world for 1952-53 of 10 
to 15%, and that only 75% of imports from North America (estimated 
at over $1 billion) for that year can be paid for. It is empha- 
sized that many of the problems revealed in the report are only 
in part European and many are beyond Europe's control. fhe 
possibilities of findirig solutions will be increased if the full 
implications are understood by countries outside Europe and if 
the changes involved can be made easier by the actions of countries 
outside as well as inside Europe. The purpose of program modifi- 
cations is not to make participating countries autarchic either 
individually or collectively. Europe's reliance on world trade 
is stressed as well as the necessity for further measures to — 
increase intra-European trade. 


Problems to be Solved 1) Inflation The report emphasizes 
the necessity for controlling inflation, pointing out that this 
is within the sole control of bial countries concerned , yet its 
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solution is of immediate concern to all OEEC countries. Infla- 
tion threatans the production anc investment programs, creates 

a demand for imports that wastes resources, hampers the export 
drive and makes impossible the equilibrium in western Europe 
Which must precede greater liberalization of intra-European 

trade and payments. 2) Production New and additional produc- 
tion effort is required, with more efficient use of existing 
resources. The report emphasizes that tiis is the role of the 
people of Europe, not merely of governments, and that productivity 
is raised by wise investment, good management and the efforts of 
all who work, not by government decree although wise and vigorous 
leadership by governments is essential. Greater specialization 
in manufactures is necessary to increase the scale and efficiency 
of production. Very great national efforts are necessary which 
Will be made more effective by cooperation, consultation on 
invegtment plans and by reasonable access to markets and supplies. 
3) Export Drive The report, in analyzing the proposed exports 
of the participating countries, casts serious doubts on their 
feasibility. Even if met, those exports would not suffice to 

pay for all the programmed imports from the dollar areas. Since, 
in 1952-53, western Europe wili be able to import only as much 

as it can pay for, it is essential that every effort be expended 
to fulfill the most optimistic estimates. Slowness of export 
recovery is most disturbing. Among other requirements is the 
need for truly competitive prices for European exports, particular- 
ly manufactured goods. Participating governments are asked to 
reconsider their export plans in order to expand exports to non- 
European and especially Western Hemisphere markets. 4) Develop- 
ment of New Sources of Supply A world shortage of many foodstuffs 
and raw materials may be expected for many years and, furthermore, 
the relation between prices of these items and manufactured: arti- 
cles exported from Hurope may be expected to continue unfavorable 
to Europe. Therefore, new sources of supply, especially in de- 
pendent overseas territories, should be developed and partici- 
pating countries are asked to consider measures to develop such 
new sources of essential imports. 5) Measures to Save Imports 
The most optimistic estimates reveal that western Europe will 

not be able to pay for all the zoods it needs to import. In 

an effort to mitigate the effect of their absence, participating 
countries are asked to consider further measures to save imports 
and develop new sources of supply within their own territory. 
Changes inepatterns of consumptian may be necessary. 6) Intra- 
European Trade There must be freer anc larger intra-European 
trade. Programs estimate intra-Europcan trade at about the 

same level in 1952-53 as in 1938 in spite of a 9% increase in 
population. The report eites as surprising the fact that the 
proportion cf the participants' imports programmed to come in 
1952-53 from the outside world has not declined. Plans to in- 
crease supplies within Europe and to develop Europe's resources 
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will only be fully effective if the goods produced move as 

freely as possible and the countries are urged to examine the 
possibilities of increasing intra-European trade. Most of the 
programs have assumed that some dollars can be acquired in trade 
between participants. OEEC, however, believes this is unlikely 
of realization, and suggests governments reconsider in their. 

own cases the implications of relying on the assumption that 
dollars can be earned in intra-European trade. 7) Investment 

A reexamination is necessary of the priorities that are to be 
attached to different aspects of the national investment programs, 
with concentration on the types of investment required to increase 
exports, make possible a saving of hard currency imports, or 


contribute in more general ways to the solution of those import 


and export problems. ; 


whe Role of Cooperation The report reviews cooperative 
steps that have been taken since ERP's inception--the intra- 
European payments agreement, division of ECA aid, disposal of 
surpluses, making unused production capacity available to other 
participants, transferring electric power, the Benelux economic 
union, joint economic committees and work towards a Franco- 
Italian customs union and economic ‘cooperation between the 
Scandinavian countries. Throughout the report the importance 
of cooperation is emphasized, particularly with regard to in- 
vestment programs and planning so that current production can 
be coordinated with the aim of making the best possible use of 
resources. In addition there is need for cooperation in plans 
against unemployment, in surplus and shortages of manpower, and 
in migration. Cooperation should also be manifest in standardiza-, 
tion of products where appropriate, in increasing production and 
in liberalizing trede and payments arrangements and further 
studying customs unions. ) 
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SECRET | 
EMBASSY WARSAW ANALYZES An evaluation of the current situation 
POLISH ECONOMIC TRENDS in Poland and of prospective develop- | 
ments in the light of the recent party | 


merger which gave Communist leaders more complete control over 
Polish life has been made by Embassy Warsaw. Now the Warsaw. 
puppet government, in completing the alignment of Polish policy 
with Moscow, is attempting to isolate the Poles from the west, 

and to subordinate them economically, religiously, and $litarily 
to the Cominform pattern. Although the great mass of sh. 
people resent alien Communist control, the Embassy sees no indi- 
cations that this will seriously hinder the Soviets or their 
Polish agents. 
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. 's Interest in Tz with the West The slight 
freed eft Warsaw with respect to foreign affairs is continu- 


ally being diminished as Poland becomes more isolated from the 
west and more dependent economically on the USSR and the satel- 
lites. Poland's chief interests in foreign affairs are concen- 
trated on trying to develop trade with those countries capable 
of furnishing machinery and deficit raw materials needed in its 
industrialization plans, US refusal of export licenses on goods 
of value to the Soviet and satellite war potential is officially 
resented as delaying Poland's industrialization. Poland is 
attempting indirectly to derive benefits from the European 
recovery program by obtaining dollars for Polish coal and other 
exports to participating countries. 


In connection with Poland's stated desire to expand trade 
relations with the west, the Director of the Economic Section 
of the Foreign Office indicated that the Polish government 
attaches great importance to the trade agreement recently signed 
with the UK. He expressed the opinion that Britain was facing 
up to the problem of east-west trade in a practical, intelligent 
way. Under the agreement, trade between the two countries over 
the next five years will total more than $1 billion. Polish 
exports, which are more than 70% agricultural, will require re- 
orientation of Poland's export economy to British requirements. 
In return, Poland will obtain from the UK needed raw materials 
and capital equipment. (See page 7 of January 3, 1949 issue of 


Current Economic Developments.) 


Economic Relationships with Other Satellites In his party 
merger speech, the Minister of Industry and Commerce predicted 


future increases in the "peoples democracies" share in total 
Polish foreign trade. Other officials, however, have expressed 
the opinion that the statement was over-optimistic, and that 

there is little possibility of developing significant trade with 
such countries as Bulgaria or Rumania. On the other hand, the 
Kremlin has succeeded in forcing close collaboration of the 
economies of Poland and Czechoslovakia, despite their old animosi- 
ties. These include joint construction of power and industrial 
plants, common development of the Silesian Basin, and increased 
transport use of the Oder and Stettin. The growing economic 
isolation of Poland is increasing its dependence on Czechoslovakia 
to which it can supply coal and food in return for equipment 

and manufactured goods unobtainable from the USSR. This rapproche- 
ment is of high importance in the general European security system 
since development of the Silesian Basin has always been of mili- 
tary significance. 


Production Plans Industrial production has made good re- 
covery, with the i948 output officially estimated at 31% over 
1947. According to a recent speech by the Premier, the 1948 
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output included 70 million tons of coal, 4.9 million tons of 

coke, 692,000 tons of iron ores, 1.9 mijlion tons of cement, 

237 ,00@. tons of paper, 343 million meters of cotton textiles 

and 571,000 tons of sugar. In 1949 the total value of industrial 
production should increase by about 16% over 1948. Polend is 
continuing to place emphasis on industry rather than agriculture, 
with the six-year plan (1950-1955) calling for expansion of steel 
output and an average increase of 80-95% in industrial production 
with emphasis on metal and the machine industry. Although re- 
legated to a subordinate role, agriculture produced a small 

- grain surplus in 1948 for reserves and export, but livestock 

remained below the prewar level. The government is seeking to 
eliminate this shortage both for domestic reasons and to have 
high value food exports to supplement coal exports for which 
the international market is becoming less favorable. According 
to the Polish press, it is estimated that exports of coal for 
1949 will total 28 million tons, with exports increasing gradually 
to 40 million tons for 1955. 





Other Economic Developments Private initiative has been 
almost entirely excluded from foreign trade and is being drasti- 
cally reduced in the domestic wholesale and retail business. 
Government finances are outwardly in good order but lack of 
hard exchange presents a difficult foreign trade problem which 
will require adjustment in Polish economic plans. Financial 
policy seeks to drain off excess purchasing power through taxes, 
fines, compulsory savings, while stabilizing prices and wages 
to maintain the zloty's value. The current black market activity 
in dollars, gold, silver and jewelry reflects fear of currency 
conversion rather than inflation. The leveling off of the standard 
of living continues as an additiongl squeeze is put on the urban 
middle class and rich peasants, The general rise in living 
standards for the lower group is being prevented by ambitious 
industrialization plans. 


Civil Aviation Polish civil aviation operates with mediocre 
equipment extensive domestic and foreign services. Proposed new 
lines to Egypt, Turkey, Yugoslavia, Switzerland and Belgium 
appear designed more to meet Soviet than Polish interests since 
they would prove uneconomical and a serious drain on Poland's 
limited aviation resources. 


Shipping Restoration of Polish ports and shipping has made 
impressive progress which is expected to continue in 1949 espec- 
ially in the former German Baltic ports where a 30% increase 
in facilities is planned for shipping and fishing services. 

The use of the Baltic ports will increase with the proposed 
increase of tempo of inter-satellite trade since it avoids transit- 
ing western Europe, saves foreign exchange and gives an independent 
route to the open sea. The Polish Merchant Marine, which operates 
at low cost, saves and earns hard currency badly needed by Poland. 








* * * 
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PRISONER OF WAR SETTLEMENT A Prisoner of War settlement agree- 
MADE BETWEEN US AND ITALY . ment was signed by the US and Italy 

on January 14, under which the US - 
paid to Italy $22 million in settlement of ali obligations owing. 
to former Italian prisoners of war under the terms of the Geneva 
POW Convention and the Lombardo. Agreements. These obligations 
included sums earned by the POW's as a result of labor performed 
and allowances payable to POW's under the Geneva Convention. 


Under the Lombardo Agreements signed by the US and Italy 
on August 14, 1947, the-US agreed to pay the claims of Italian ~ 
POW's even though the waiver of claims by Italy in Article 76 . | 
of the Peace Treaty includes claims and debts arising out of 
the Convention on PO"''s. Prior to the present settlement, the 
US Army had been paying the claims of POW's on an individual 
basis. Under the terms of the present settlement, however, the 
Italian government will, on behalf of the US, discharge all 
valid claims which have not yet been paid. 


UNCLASSIFIED 
* ™* * 
SECRET 
ECA'S PROPOSED REQUEST TO CONGRESS The National Advisory Council 
FOR KOREAN AID APPROVED BY NAC approved a recommendation 








to advise the Economic 
Cooperation Administrator that in light of the special US re- 
sponsibilities in Korea, it had no objections to the ECA's pro- 
posed request to Congress for an approppiation of $189.9 million 
for Korea for the fiscal year 1950. The funds are to be used 
for economic aid for South Korea and it is intended to continue 
and extend the programs administered by the Army. The ECA will. 
seek an appropriation for expenditures at this time only for 
fiscal year 1950, at which time the present rehabilitation 
authorization expires. This is part of a three-year program 
for the period 1949-1954 inclusive, for which it is estimated 
a total of about $400 million will be required. The program 
for fiscal year 1950 is intended to meet the essential import 
requirements of South Korea, and the long-range program is aimed 
at achieving the highest possible self-sufficiency for that country. 


SECRET 


* * * 
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NEWFOUNDLAND-CANADA CONFEDERATION The Canadians have informally 


AFFECTS US AIR RIGHTS AT GANDER called our attention to the 
, fact that US airline traffic 


rights at Gander Airfield will automatically terminate upon 
Newfoundland's confederation with Canada about April 1 unless 

the US-Canadian bilateral air transport agreement is modified 
before that date to provide for such rights. The US now enjoys 
full five freedom traffic rights at Gander on all of its North 
Atlantic routes under an exchange of notes with the UK in May 
1947. Oddly enough, the US agreement with Newfoundland is the 
only one containing a termination clause contingent upon a 

change of political status. The Canadians have indicated, however, 
that they plan to renegotiate all of the air transport agreements 
involving Newfoundland. 


No new proposals have been formally presented by the Cana- 
dians since our last discussions in January 1947 for revision 
of the US-Canadian agreement. (See page 15, February 3, 1947 
issue of Current Economic Developments.) At that time the US 
had no wish to expand its rights in Canada, whereas the Canadians 
were seeking new routes from the US. Under the present circum- 
stances we must balance our desire for rights at Gander against 
whatever route and traffic requests are made by the Canadians. 
Based on US carrier statistics, the CAB has indicated that their 
annual traffic into and out of Gander amounts to approximately 
$1 million. 


CONFIDENTIAL 
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UNRESTRICTED 


INTER-AMERICAN TRAVEL Argentina will serve as the host country 
CONGRESS TO CONVENE §=for the Third Inter-American Travel Congress, 
to convene February 15 at San Carlos de 
Bariloche in the Argentine Andes. The 21 American Republics and 
Canada as well as a number of national and international organi- 
zations have been invited to participate in the meeting, which 
will have as its purpose encouraging and promoting tourist travel 
through the Americas, The agenda includes, among other items, 
methods for facilttating travel, simplification of documents, 
reduction of costs, the extension and improvement of transportation 
services, the Pan American Highway system and promotion of inter- 
American automotive travel, as well as the extension and improvement 
cf hotels and other accommodations and publicity and advertising. 
Measures to coordinate governmental and private travel organiza- 
tions and to encourage cooperation among private transportation 
enterprises will be considered. 





* * * 
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This weekly publication is designed to highlight developments in the eco- 
nomic divisions of the Department of State, and to indicate the economic _prob- 
lems which are currently receiving attention in the Department. It is suggested 
that copies be retained on file, as reference will sometimes be made to previously 
reported items to avoid repetition. 
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WE WILL URGE UK AND FRENCH TO The ECA Committee report on 
ACCEPT ECA REPARATION REPORT reparation plants in Germany 

has been completed and will be 
transmitted to the UK and French governments within the next 
day or two. The final report recommends retention of 168 whole 
and part plants, including 38 in the steel group. 





Although the UK and France have not yet received the final 
report, they have protested the proposals which the ECA Committee 
had under consideration in London at the close of the reparation 
meetings there. The British, in a memorandum to the Department, 
Claimed the Committee's recommendations are not justified by 
the economic requirements of European recovery and totally ig- 
nore political and security considerations to which the UK 
attaches the utmost importance. Retention of the plants pro- 
posed would, in the view of the UK, materially increase the 
war potential of a united Germany or of a Germany occupied by 
a hostile power. Also, the removal from the reparation iist 
of such a large number of plants, involving many which are pub- 
licly known to possess a high measure of war potential, would, 
the UK believes, have a harmful political effect in France. It 
is essential, according to the British, that security and poli- 
tical factors be considered as well as the economic factors. 

The memorandum goes on to state that publication of the Committee': 
recommendetions, admittedly based solely on economic factors, 
could be embarrassing to the US as well as the UK when it became 
necessary to relate these proposals to the wider political and 
security factors at issue. Along with the memorandum, the UK 
submitted two lists of plants, the first consisting of 117 whole 
and 2 part plants which they indicate they are provisionally 
prepared to consider for retention in Germany. The second list 
consists of 48 whole and 2 part plants for which they state they 
cannot under any circumstances agree to retention. The French 
have taken a similar position, protesting retention of 52 whole 
or part plants all but 2 of which are on the UK list. 


Our proposed communication to the UK and France, which will 
transmit final copies of the ECA report, will urge that the UK 
and French governments agree to the retention in Germany of the 
plants listed by the Committee. Our notes state that, after 
consideratton of the report, the US government feels that the 
retention of the plants listed will facilitate the accomplish- 
ment of the European recovery program. We believe that the 
security aspects of the program should be dealt with in the 
context of the negotiations on prohibited and limited industries 
which have been conducted in Berlin with the military governors. 
We are prepared therefore to agree that a decision regarding 
the retention or dismantling of any plants included in the indus- 
tries now under consideration by the three military governors, 


other 
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other than steel, should be deferred until a definitive deter- 
mination on prohibited and restricted industries has been made. 
We feel that the steel industry can be considered at this time, 
in view of the fact that we are willing to continue the limita- 
tion on steel production in the bizonal area to 10.7 million 
tons a year until the conclusion of a German peace settlement 
subject to review if the settlement is unduly delayed. 


One of the recommendations of the ECA Committee is that 
during the period of the world steel shortage one of the larger 
stecl plants, ultimately marked for dismantling, be retained 
for production purposes until the steel shortage is met, at 
which time it could be available for reparation. We plan to 
inform the UK and France that we feel this proposal deserves 
serious consideration but that, if adopted, the plant should 
be operated under the supervision of the three occupying powers 
rather than by the government to which it is allocated as repara- 
tion, as proposed by the Committee. 


* * * 


ClO, TUC AND NETHERLANDS TRADE The virtual split along east- 
ION WALK OUT OF WFTU MEETING west lines which has existed 

in the Communist-dominated 
World Federation of Trade Unions (WFTU) for the past several 
months was brought to a head by the withdrawal last week from 
the WFTU Executive Bureau meeting in Paris of the delegations 
of the CIO, the British Trades Union Congress (TUC), and the 
Netherlands Federation of Trade Unions (NVV). From the opening 
sessions of this Executive Bureau meeting, labor representatives 
of the western countries made it plain that WFTU is finished 


as far as they are concerned. 














British Demand Suspension In a formal proposal, the TUC 
demanded a one-year suspension of the organization because of 
Communist domination. (See page 7 of the September 27, 1948 
issue of Current Economic Developments.) Deakin, the British 
president of WFTU, insisted on a vote on the TUC proposal over 
Communist objections against the right of the Executive Board 
to decide such matters. Followi 2 the vote, in which TUC, CIO, 
and NVV voted for suspension and the others abstained, Deakin 
declared the meeting adjourned. The CIO had conferred with the 
TUC in London prior to this on concerted action to be taken. 





Remainder of Executive Bureau Refuses to Recognize Split 
After the withdrawal of the US, British, and Dutch, the remainder 
of the Executive Bureau continued in session, electing an Italian 
communist, Di Vittorio as provisional chairman and adopting a 


resolution 
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resolution to ccnvene the Executive Committee in Paris January 
28, The seceding members are invited, thus indicating the 
Executive Bureau's refusal to recognize the segacety | of the 
secession. . 


The probable subject of thie ven will be the resolution 
submitted by the French Secretary General, Saillant, stating 
that the TUC proposal was not within the competence of the 
Executive Bureau and should be referred to the Executive Committee 
and the General Council. Deakin, as chairman of the session 
just concluded, had ruled that Saillant's proposal was out of 
order, Those remaining at the Executive Bureau meeting also 
agreed to call the WFTU Congress for June 27, to last two weeks. 


Plans for New International Labor Group The ERP Trade: 
Union Advisory Committee CERP-TUAC) , officially recognized by 
_OEEC as the international representative body of trade unions 
with which OEEC will maintain relations on questions of direct 
interest and concern to trade unions, opened its meeting in 
.Bern January 22. The western country delegates who walked out 
of the WFTU meeting before its close went on to Bern for the 
_ERP-TUAC meeting, as planned. In a secret meeting following 
the official session of the ERP group, a liaison committee was 
created to draft a report on the WFTU split to be circulated 
among all non-Communist national unions asking whether they 
approved the split action. This committee is also to prepare 
the ground for a new international labor organization by dis- 
cussions with prospective members in both national unions and 
international trade secretaries. Members of this committee 
are Deakin, Tewson (TUC), Johaux (French Force Ouviere), 

Kupers (NVV), Pastore (minority member of italian CGIL), Carey 
(CIO), and an unnamed AFL member. Schevenels, a Belgian labor 
leader and an assistant secretary of WFTU, was named as chairman. 
The meeting setting up this committee was kept secret because 

of fear the Communists might effectively discredit the ERP-TUAC 
as a conspiracy to split the world labor movement. 





Soviet Concern over WFTU Breakup Noted In addition to 
Soviet efforts within the Executive Bureau to prevent a split, 
Embassy Moscow has pointed out that Soviet concern over a pos- 
sible breakup of the WFTU has been reflected in recent articles 
attacking the "reactionary" plans of the CIO, AFL, and the TUC 
to split WFTU at the Paris Executive Bureau meeting. In an 
effort to show opposition to these plans on the part of ordinary 
workers, protests of British trade unionists against TUC's 
hostile policy towards the British Communist Party and the 
WFTU have been spotlighted. 





WFIU 
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WFTU Profitable Experiment for Soviets Whether or not 


the remaining non-Communist. unions of Europe withdraw from ~ 

the WFTU in the near future, some European observers believe 

that the past four years of "world labor unity" in WFTU has 

been a profitable experiment for the Soviets and a costly one 

for the free trade union movement of Europe. In the prewar 
period, the old International Federation of Trade Unions (IFTU) 
was actively opposed to Communist dominance of trade unions and 
Communism expanded only when camouflaged within Popular Front 

and national Labor Unity organizations, rapidly shrinking when 
isolated. Applying the prewar lessons, the Soviets negotiated 
the creation of the Communist-controlled WFTU, which has rendered 
the following major services to the expansion of Soviet influence 
during the past four years. First, its creation forced the 
suspension of the IFTU, thus removing that traditional obstacle 
to Communist domination of the European labor movement. Secondly, 
participation in WFTU induced CIO, TUC, and other leading non- 
Communist labor groups to remain silent while Communist organiza- 
tions attacked or eliminated other anti-Communist leadership, 
almost wiping out genuine trade unions in Europe and spreading 
into all regions of the world as "labor unions". Thirdly, 
membership in WFIU induced CIO, TUC, and others to conceal and 
even publicly deny the fact that WFTU was Communist-controlled, 
and thus to mislead not only the workers but also the general 
public and some leading elements of governments in’ their respec- 
tive countries. oe 
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EXIMBANK GRANTS On January 19 the Export-Import Bank extended 
LOAN TO ISRAEL to the State of Israel a credit of $35 million 
to assist in financing the purchase in the US 
of equipment, materials and services required for the execution 
of various agricultural projects, In addition, the Eximbank 
earmarked $65 million to be available until:December 31, 1949 
for the establishment of further credits to finance projects 
in the fields of communication, transportation, manufacture, 
housing and public works, which are now under study by the Bank. 


_ The total cost of the Israeli development program, which 
these credits will help to finance, is estimated at over $800 
million. The program covers the period from 1949 through 1951 
and is designed chiefly to absorb into the country's economy 
during that period 300,000 immigrants in addition to the 100,000 


who 
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who arrived during 1948. The estimated total cost of the 


various projects included in this program and the amounts re- 
quested from the Eximbank for each is outlined below: | 


Project | - Total Cost Bei mtank Request 
(in millions) | 

Agriculture. $106.0 $35.2 
Manufacturing 41.0 14.2 
Communications 46.0 = 17.3 
Housing and Public Works 433.0 a 29.7 
Inventories .0 18.5. 
US Technical & Other Services 2.0 2.0 

$650.0 $116.9 


Over 60% of the cost of the program will be finamsed by expendi- 
tures in the Palestinian pound, which is overvalued by about 
25% in terms of the US dollar. Although total Eximbank financing 
indicated above approximates $117 million, Israel requested a 

credit of only $100 million, believing that the US supply situa- 

tion may force some curtailment of purchases from the US, and. ‘ 
that the over all program may have to be modified during the 

next three years. | 


Israel presented the Bank with a list of the commodities. 
which would be purchased in the US under these credits and agreed 
to allow the Bank to supervise the disbursement of the credits 
as it wishes. The Israelis do, however, wish to spend up to 7 
2% of all Eximbank credits on American engineering, consulting 
and purchasing services. 


The $35 million credit authorized by the Bank is to be 
apportioned as follows: $20.5 million for the opening up of 
new farms; $4.5 million for the rehabilitation of old farms; 
and $10.0 million for irrigaticn. These categories include 
the establishment and equipment of 8,000 new diversified farms, 
the rehabilitation, reequipment and general improvement of some © 
16,000 farms and 6,000 citrus groves, and irrigation works to 
ensure the water supply to 42,000 acres of new farm land. 


The credit of $35 million, as well as subsequent credits 
for projects to be approved under the $65 million loan, will 
bear interest at 3-1/2% per annum and will mature in 15 years. 
They will ‘be repayable semiannually for 12 years, beginning 
three years after the establishment of the credit. | 


* . + 
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LA-ECOSOC TAKES STEP TOWARD The Inter-American Economic 
POSTPONING ECONOMIC CONFERENCE and Social Council has decided 

] to seek the views of the govern- 
ments concerning the possibility and desirability of delaying 
the Buenos Aires Economic Conference to an unfixed date some- 
time during the last half of 1949, due to inability to complete 
preparations by March 28. 








The US position (see page 13, November 29, 1948 issue of 
Current Economic Developments) changed, owing to our heavy 
schedule of conferences next spring, from neutral acquiescence 
and willingness to abide by.a majority decision, to definite 
opposition to holding the conference in March. However, we 
did not want to be laid open to charges of sabotaging the con- 
ference and were, therefore, most anxious not to take the initia- 
tive. Uruguay and Brazil indicated that they wanted postponement 
but neither of these countries wished to take the initiative 
either. Conversations with Argentine officials indicated that 
Argentina seemed prepared to agree to postponement as they 
thought holding the conference without sufficient preparation 
would be unwise. However, they thought it would be unseemly 
for Argentina, as the prospective host, to suggest postponement. 
We had decided, therefore, if no alternative offered, that we 
would take the initiative. This was not necessary, however, 
as the Brazilian chairman of IA-ECOSOC, in his capacity as 
chairman of the council and not as a Brazilian representative, 
Suggested that the views of the gcvernments be sought, inasmuch 
as it appeared impossible to complete preparations by the 
March date which had been set for the conference. 
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INTERNATIONAL BANK MOVES TOWARD Increased interest on the 


EXTENDING CREDIT IN LATIN AMERICA part of the International 
Bank in the problems of the 


Latin American republics is evidenced by Bank missions to some 
of these countries, and by the granting of loans to others. 
These actions are in line with assurances from the Bank's 
president, John J. McCloy, last September that the Bank might | 
make developmental loans in the Western Hemisphere in 1949. A | 
group of Bank officials headed by McCloy recently spent five 

weeks visiting Mexico, Guatamala, Honduras, Costa Rica, Nicaragua, 

the Dominican Republic, El Salvador , and Panama. Another Bank 


mission 
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mission is now in Colombia and another is scheduled to visit 
Peru early this year. Loans have recently been made to Mexico 
and Chile, and a loan to Brazil has been negotiated and is 
awaiting formalization. The Bank has also indicated its willing- 
ness to consider a loan application from Uruguay. 


President McCloy, in reporting on his visit to Central 
America, stressed the need of these countries for technical 
help to do the detailed engineering, statistical and economic 
studies necessary to secure a loan from the Bank. He stated 
that, although several of the countries are considering hiring 
outside technicians, the Bank would probably have to enlarge 
its own technical staff to assist these countries. McCloy con- 
siders the modernization of agricultural methods more important 
for these countries than the modernization of industry, and he 
pointed to the need for better storage and marketing methods, 

a better system of agricultural credit to finance farm improve- 
ments, and better highway maintenance. 


The mission scheduled to go to Peru will study that 
country's irrigation program and will assist in the formulation 
of a national water and land reclamation program. The mission 
currently in Colombia is investigating the possibilities of 
financing specific projects which have been submitted to the 
Bank for its consideration. These include three power plants, 
a soda ash factory and an agricultural machinery project. 


Two recent loans to Mexico are the first granted by the 
Bank in six months. These loans, totalling $34 million, are 
for electrical development. A $16 million loan to Chile for 
hydroelectric development and the purchase of agricultural 
machinery has been approved by the Bank. A loan of $75 million 
to the Brazilian Traction and Light and Power Co., Ltd. nas 
been agreed upon and is now awaiting formalization. The Bank 
has indicated that it is now prepared to consider an application 
from Uruguay for a credit of $35 million for telephone and 
electric power development. 
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This weekly publication is designed to highlight developments in the eco- 
nomic divisions of the Department of State, and to indicate the economic prob- 
lems which are currently receiving attention in the Department. It is suggested 
that copies be retained on file, as reference will sometimes be made to previously 
reported items to avoid repetition. 
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This document should be treated in accordance with current instructions 
regarding security measures for SECRET material. Extreme care should be ex- 
ercised to avoid public or private discussion of the information herein with or in 
the presence or hearing of any person not authorized to have knowledge thereof. 
For general purposes all classified Foreign Service Officers and other responsible 
economic officers are authorized to have knowledge of the contents of this docu- 
ment, responsibility for the safekeeping of which will be assumed by each recipient 
thereof. It may be retained in protected files or, at the discretion of the recipient, 
destroyed by burning. If not personally disposed of by the recipient, he will 
assure himself that it is burned in the manner prescribed for SECRET material. 
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>: fhe: Departhent - 
* ‘cv@epently suggest- 

| to -) 2 @@ -tp..the inter- 
departmental | committee » astabYished to: advise. the Secretary 
of Commerce on export procedures that a somewhat more favor- 
able treatment in the application of exportcontrols to. 
Finland is justified since Finland cannot: be. considered - 
within the bloc of Soviet-dominated states in the same se? 
sense as..the other countries of eastern Europe, ..Our pro- 
posals for preferential treatment of: Finnish applicat{onis 
have been generally accepted by the:R Procedure Sybcomhittee, - 
which advises Commerce on export license cases. Further. ef 
interdepartmental discussions will be held before.a: firm © 
and final decision is reached.: We have also. suggested to 
the advisory committee the adoption ‘of expeditious handling .* 
of Yugoslav applications and a milder administrative. Anter= 
pretation of export policy toward Yugoslavia, but not. as = - = 
lenient as now prevails in the case of Finland... Even prior” 
to the submission of our recommendations, applications from 
both countries had been given somewhat-more favorable tréat-" 
ment than those of other countries more firmly in the Soviet 
bloc. Another modification of -the export procedures has tas 
been the establishment of a new system of handling Austrian 
applications, which we hope will have the effect of expedit- 
ing the clearance of Austrian cases with wane screening | : 
authorities in Vienna. 


LxEcrt License Procedure Since March 1, when the ~~: 
export procedure requiring individual licenses for all © 
shipments to Europe became effective, all exports to the 
USSR ;:and its satellites have been screened by the special 
advisory committee, composed of representatives of the 
Atomic Energy Commission, National Security Resources Board, 
National Military Establishment, and the Departments of 
State, Interior, Commerce, and Agriculture. In accordance 
with a Cabinet decision of March 26, 1948, the procedure, 
Which was ostensibly instituted in order effectively to 
program exports essential to European recovery and to pre- 
vent an undue strain on the American economy, has been 
used increasingly as a means of controlling the export of © 
certain key commodities which might be used in the develop- 
ment ofthe war potential of the. Soviet Union and its 
satellites. 


Department's Position and Recemmentati one on Finland 


In requesting more favorable treatment for Finland, we 
pointed out that while Finland might be considered as being 
geographically within the area cf eastern Europe, it is 
clear from economic, cultural and political points of view 


that 
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that Finland is @ predominatiy northern European country. 
The Finnish economy has maintained its traditional Scandi- 
wavian character, that is, a mixture of secialism and ata 
capitalism, pius cooperatives, with a trade orientation ~ 
predominatly toward the west, It is in the interest of the 
US to-support Finland in maintaining a satisfactory level 

of economic activity and a reasonable stantard of living 
thereby enabling Finland to retain a stable creeenens with 
an orientation toward the west. . 


“In support of the position that Finland should not be_ | 
placed in the same category as the countries whose economic 
and political structures are designed to contribute to the 
Soviet war potential, we pointed out that it is the. con- 

p _ sidered opinion of our mission at Helsinki that the Finns 

A would resist strongly any attempt by the USSR to interfere 
xy in the internal economy of Finland and that any Soviet 
attempt to incorporate Finland in the eastern bloc, either 
economically or politically, would meet resistance. Be- 
fore the Russians can acquire the benefits of Finland's 
. economy, other than through fulfillment of re:.¢nized repara- 
|\ tions obligations, overt action would be recuired. This 
might be the case in any of the ERP countries.} 











Also having a bearing on our decision is the fact ‘that 
Finland is one cf the countries with which we will soon . 
open negotiations leading to a new trade agreement within 
the framewcrk of the General Agreement on Tariffs and Trade; 
Finfand wes al;o active in the work ofthe UN Conference 
‘on Trade and San: oynent’ at which the Charter for an: ITO, . 

_ Was ‘drawn ‘UPs. yg 





For purposes of administering export controls, we 
therefore proposed that Finland be regarded as falling in 
a special category, neither. among the countries of the . 

_ Soviet bloc nor among the group of. countries particivating 
in ERP, The specific recommendations, which we feel afford 
sufficient flexibility to adjust action on Finland should 

the necessity arise, include: 1) Class 1=5 (restricted) 
cases should be approved as a general rule; 2) Class 1-A 
(prohibited) cases should ‘be referred to Legation Helsinki's 
screening committee for views as to endsuse, tmportance — 
to the Finnish economy, and quantity; and 3) class 2 cases-- 
those of indirect military significance or of.considerable 
importance to the industrial potential-~should: he gs pproved 
without reference to the subcommittee. 





’ , 
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Department's Evaluation of pueosiay Situation In . 

Suggesting to the R Procedure Subcommittee the expeditious 
handiing. of Yugoslav applications and the less restrictive 
- attitude towards the export of 1-B items be reaffirmed | 
and effectively adopted as a guide in operations, we set 
forth the following evaluation of the Yugoslav situation. 
The rift between the Yugoslav government and the Soviet 
bloc, which has been apparent for some six months, has beén 
taken into account to some extent in the treatment given 
Yugoslav applications for export licenses. The recent 
» declarations by the Yugoslav government that it is consider- 
ing shifting its.trade to the west to the extent necessary 
to secure the goods Yugoslavia requires for economic develop- 
ment calls for a further review of the situation. 


With respect to Yugoslavia, US objectives are to avoid 
the reestablishment of a regime which is subservient to 
Moscow; to turn Yugoslavia's government, oar a successor 
government, toward a less obstructive foreign policy with 
respect to the attainment of the objectives of the UN Char- 
ter, and to seek to bring about the eventual formation with- 
-in Yugoslavia of a democratic regime. An additional con- 
',gideration is, of course, that the Yugoslav example, if it 
can be maintained, will tempt certain Communist leaders in 
other eastern European countries which are now under complete 
' Soviet domination. Since it appears probable that.Yugoslavia 
is going through a difficult economic situation, we should 
aid our objective of supporting an independent Yugoslav 
government by the export of those goods which Yugoslavia 
requires to maintain its resistance and which we could send 
without unwarrantably prejudicing our security objectives. 


; In the pyschological and political sphere, Yugoslavia 
Can probably be encouraged in maintaining its present inde- 
pendent stand by: some indication that the US is not indif- 
-ferent to its position. More important, the granting of 
export licenses for goods which Yugoslavia urgently requires 
should suggest to the Yugoslavs that the US may be ready 
_%o eonsider further expansion of economic relations. 
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US FAVORS EARLY CONFERENCE ON The Department plans to 


DISPOSITION OF GERMAN TRADE-MARKS present a memorandum to 

the French, who recently 
suggested a six-nation conference on questions relating to 
German industrial property rights, stating. that in view of 
the lapse of time since the. French-UK-US discussions on | 
this subject -in London in December 1947, we do not feel we 
can agree to any proposal which might result in further te- 
lay of the final international conference on German trade- 
marks. We feel that no useful purpose could be served by 
further preliminary discussion of the German trade-mark 
problem, and that delay of the final conference beyond late 
spring would render such a conference ineffective. 





US: Proposal .to Expedite Action Before replying to the 
. French invitation to a six-nation conference, we are request- 
ing the French and the British..for their views on a US pro- 
posal to expedite the convehine ef the final conference on 
German-owned trade-marks. We propose that the procedure 
adopted at the London discussions be implemented immediately 
by the issuance of the Statement of ~.inciples adopted at 
London to the agreed list of naticr. for their comments. 
Further, in view of the long delay in carrying out the pro- 
cedure agreed upon at London, the US feels it is now de- . 
Sirable to revise that procedure by issuing the invitations 
to the conference at the same time that the Principles are 
circulated. The accompanying communication would presumably 
request, within a specific period, the comments of the other 
governments on the Principles and answers to the invitation. 
Under the procedure agreed upon at London, the Principles 
were to be circulated to-24 governments concerned witno this 
problem fc. comments. 


French Proposal for siz-Nation Preliminary Conference 
The French have rroposed to t ’ Belgium, Netherlands, 


and Luxembourg that a preliminary meeting be held in Paris 
beginning February 21 to consider German industrial property 
rights. In addition to the trade-mark question, the French 
wish to have included on the agenda for such a conference, 
questions relating to German patents and copyrights. We 
feel that in making their cooperation conditional on dis- 
cussion of other: matters pertaining to German industrial 
property rights, the French have been the principal cause 

of the already long delay of the final trade-mark conference. 
In particular, they are opposed to the current activity in 
the US-UK zones of Germany ti@waxll the reestablishment, in 
its original form, of the old German Patent Office. 


British 
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British Have Agreed to French Propos2l We had inform- 
ally suggested to the UK that the six-nation conferernice 
proposed by the French might be held concurrently with the 
international trade-mark conference. The British indicated, 
however, that they felt the six-nation preliminary conference 
could be arranged quickly and might facilitate international 
action on trade-marks. They subsequently formally accepted 
the French suggestion. We hope that the proposal which we 
are now making for expediting the final conference will be 
accepted by the French and British and thereby remove any 
need for further preliminary discussions. 
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PRESIDENT'S SPEECH GIVES TECHNICAL Wide interest and specu- 
ASSISTANCE PROGRAMS A NEW PRIORITY lation resulted from 
"point four" of the 
President's inaugural address which said that "we must em- 
bark on a bold new program for making the benefits of our 
scientific advances and industrial progress available for 
the improvement and growth of under-developed areas." Com- 
menting further on this point he stated that the material 
resources which we can afford to use for the assistance of 
other peoples are limited, but that our imponderable re- 
sources in technical knowledge are constantly growing and 
are inexhaustible. He invited other countries to pool 
their technological resources in this undertaking, emphasiz- 
ing that the facilities of the UN and its specialized agen- 
cies should be used whenever practicable. He said the US 
and other nations should foster capital investment in areas 
needing development, and added that "guarantees to the in- 
vestor must be balanced by guarantees in the interest of 
the people whose resources and whose labor go into these 
developments." His reference to guarantees meant assurances 
by foreign governments to private investors. 





The. President asked the Secretary of State to confer 
with other agencies in outlining an approach to the program. 
Within the Department the work is being headed by Assistant 
Secretary Thorp. Interdepartmental coordination is being 
initiated at a meeting cf the Executive Committee for Economic 
Foreign Policy supplemented by other agencies having a 
major interest in the work. Other special interdepartmental 
arrangements may be set up and consideration will be given 
to additional legislation and appropriations which may be 
needed, 
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In later press interviews the President and Secretary 
Acheson made further comments on the plan. The President 
pointed out that it is a long-term project. Acheson stated 
that the program is in line with the American objective of 
enabling the individual to attain freedom and dignity and 
fullness of life. He emphasized that it is a program on 
which much has been:done in the past and on which mach more 
can be done in the future. On the matter of government 
capital, about which so much speculation instantly took 
place, Acheson made it clear that tne emphasis would be on 
US "skills" rather than on government funds. He pointed 
out that: the President did not say this was to be effected 
with governmental capital and added thet, if the proper 
conditions are created, the reservoirs of private capital 
that may be tapped are very great indeed. This ties in 
with the President's mention of guarantees by foreign 
governments. It is recognized that technical assistance 
cannot reach its maximum effectiveness unless it is supple- 
mented by a flow of capital. 


Some Technical Assistance Programs Already Under ilay 


Tne Department has been aware of an increasing manifestation 
by peoples all over the world of their desire to improve 
their economic conditions by the use of more American tech- 
nical knowledge. The conference of economic staff officers 
from US Embassies in Latin America in Rio last fall advised 
that technical assistance should be stepped up in preference 
to expanding loans or other economic forms of assistance. 
The ECA has increasingly found lack of technical competence 
a bottleneck in economic rehabilitation. It has, under 
present legislation, a $6 million provision for technical 
assistance and is requesting more funds for this purpose 
in the coming year. The Department of State provides policy 
guidance for two major programs of bilateral technical assis- 
tance, although they are operating within limited budgets. 
The Institute of Inter-American Affairs, a government cor- 
poration, works cooperatively with Latin American countries 
in agriculture, health and sanitation, and education. The 
Interdepartmental Committee on Scientific and Cultural 
Cooperation, composed of other government agencies, carries 
on cooperative technical assistence projects in the basic 
social and economic fields of government administration. 
In addition, the Department administers the Philippine 
Rehabilitation Program, and the Department of the Army con- 
ducts technical assistence programs in occupied areas, The 
advice of American technicians frequently precedes Eximbank 
loans. At a recent General Assembly meeting in Paris there 
was evidenced a great interest in technical assistance, and 
oe $288,000 was appropriated for surveys and other assis- 
ance, 
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Aid Through the Institute of Inter-American Affairs 
The Institute = Tg OW NA SEED was chartered by 


Congress as a wholly-owned government corporation in 

August 1947, for the purpose of strengthening friendship 
and understanding among the peoples.of the American repub- 
lics through collaborating with the governments of the other 
republics on "technical" programs and projects in public 
health, sanitation, agriculture, education and related 
fields. It was authorized through fiscal year 1950 and, 
unless new legislation is enacted, it will be required to 
terminate its activities after that time. IIAA ‘programs 

are carried out through funds provided both by the US and 
the local governments, with the local governments’ contri- 
bution far outweighing US funds. Our contribution, however, 
provides us with a measure of control and the result has 
been a program, which our Ambassadors in Latin America 
enthusiastically endorse, and which is administered ina 
non-political manner and has survived the many recent — 
political changes in Latin America. — 


Health and sanitation projects have been undertaken | 
in 19 of the other American republics--all but Argentina 
and Cuba. It is now active in 14, withdrawal from four 
having been necessitated by a shortage of funds. Health 
centers have been placed in operation, hospitals and a. 
tuberculosis sanitorium constructed, schools of hygiene, 
nurses' homes, nursing schools, laboratories, dispensaries 
and clinics established. It is estimated that these acti- 
vities have benefited over 23 million people, or one out 
of every six Latin Americans. The health program in the . 
field now numbers only 127 US employees, oe physicians, 
engineers and nurses, They are working with 8,578 nationals 
of the cooperating republics. Approximately 1,200 fellow- 
ships for study in the US have been made available and more 
than 7,500 people were trained in Latin America through 
in-service training in these programs. 


The IIAA educational program has concentrated its 
activities in the field of elementary education, secondary 
education and vocational training. In each of these fields, 
the central activity has been the training of teachers. 

In the past six years cooperative. programs have been in 
effect dt verious times in 14 countries and are now in 
Operetion in seven. The elementary educetion program deals 
principally with rurel education, the central theme being 
the "community-centered" school, end a system whereby a 
group of 10 to 20 schools in a given area are grouped. about 
a central school, from which emanate the services of super- 
vision and administration. In secondary education, IIAA 


has 
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has aided in adjusting academia qurriculums to meet the 
needs both of students whq prépare-for university and of 
those who will not continue beyond.the secondary school. 
The vocational programs differ from.country to country 
and include basic crafts training, for trades. 


The IIAA has not had the funds: to. ‘cooperate on. an 
agricultural program:in each of the-republics and coopera- 
tive agricultural programs have. been: maintained at various 
times in only 10 of the republics and are today operating 
in only four--Peru, Paraguay, Haiti, and Costa Rica. How- 
ever, the program in Peru reveals clearly what can be done. 
An agricultural extension service has been introduced on 
a country wide basis stressing modern techniques. Agri- 
cultural machinery pools. have been established and seeds, 
fruit trees. and insecticides distributed. A general live-. 
stock project is aimed at alleviating the meat shortage 
and irrigation systems are being constructed. , 


~_— or e 


ssistance Through the Interdepartmental Committee on 
Scientific and Cultural Cooperation The. Interdepartmental 


Committee on Scientific and Cultural Cooperation was created ' 
by the President in 1948. Its program, which is long-range, 
calls for cooperative action through exchanges of informa- 
tion, skills, and knowledge which will assist in the intel- 
lectual growth,in the spread of information and techniques, 
in: the handling of economic and social problems, and in. 

the increase of understanding among people. Its authority, 
initially for operation only in the other: American republics, 
was subsequently made world wide. The projects undertaken 
are of mutual-interest to the US and other countries; the 
need for them is jointly assessed; terms of agreement. 
jointly negotiated; each government contributes to the 
maintenance of the work and the benefits are of mutual 
advantage. 








The fields to which this aid is extended are many. 
The Department of Agriculture administers one of the largest 
programs, which calls for development of crops complementary 
to the US economy through cooperative agricultwal stations 
and extension and training activities. Agricultural re- 
search is performed <t field stations, local technicians 
are trained and youth and adult agriculturel education. pro- 
grams are carried on. A sizable program is conducted by 
the Civil Aeroneutics Administration. Experts are lent 
to consult and work with aviation officials in other countries 
in promoting uniform aviation standards, encouraging the 
provision of suitable facilities.for air carriers, develop- 
ing safety reguletions, stimulating use of new technical 


instruments 
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instruments and equipment, and developing data applicable 
to hemisphere defense. Cooperative weather investigations 
have been undertaken in some countries and a number of tide 
stations have been established so that predictions are now 
made of tides in these ports, and data exist for charting 
and engineering use. Likewise, magnetic and seismological 
observations are made under one of the programs of the 
Interdepartmental Committee. Technical assistance is pro- — 
vided in the development, conservation and management of © 
fishery resources and surveys are being made of migratory- 
bird resources. Geological investigations, mining and 
metallurgy are other fields where projects are in operation. 


BEST COPY AVAILABLE 


In the social field, cooperation is given in child 
welfare, labor standards, vital statistics, public health 
and social security. A library exchange.is another feature 
of the cooperative program, while educational and economic 
research programs and anthropology and transportation are 
other facets of the work. 


Technicians and experts are loaned for various projects. 
Financial grants-in-aid are provided to enable professors, 
Specialists, and graduate students to exchange professional 
visits for work and study in educational, governmental and 
private institutions. 


The need for coordination of the bilateral programs 
of IIAA and the Interdepartmental Committee of Scientific 
and Cultural Cooperation has long been felt and there is 
a proposal for a coordinating body in the Department for 
their joint direction and coordination with other programs 
which may evolve as a result of the President's statement. 


Philippine Training Program In April 1940 the President 
signed tne Philippine Rehabilitation Act.’ Training of Philip- 
pine nationals in US agencies is a part of the program, The 
act provided that up to 850 citizens of the Republic of the 
Philippines, designated by their President, might be trained 
in the US by our Public Roads Administration, Army Corps of 
Engineers, Public Health Service, Maritime Commission, Civil 
Aeronautics Administration, Weather Bureau, Coast and Geodetic 
Survey, and Fish and Wild Life Service. 





Technical Assistance to Countries Participating in ERP 
ECA regards the tenical assistance provision of its legis- 
lation as of key importance since a few thousand dollars 


spent in channeling technical "know-how" to the places in 
ERP countries where assistance is needed may have the effect 





of 
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of increasing vastly the recovery effect of millions of . 
dollars spent for commodities. : 


Actually technical assistance through ECA may be obtained 

by the participating countries in two ways: 1) as a part 

of their OEEC-approved programs where technical assistance 

is usually in connection with a specific plant or project. 

and is charged to the regular ECA country allocations; and 

2) special aid, not a part of the OEEC-approved programs, 
which are charged to the eyeeses ECA fund for technical 
assistance. , 


A preliminary survey by that agency suggests that the 
greatest possibilities for technical assistance through ECA 
lie in the following fields: industrial production; labor 
relations, conditions of employment, and maximum efficiency 
of labor; agricultural production and marketing; public 
administration; and economic reporting. There are five main 
channels through which technical information and assistance 
may be made to flow to recovery projects in ERP countries: 
1) experts may be sent as consultants from the US to a par- 
ticipating country, or from one ERP country to another; . | 
2) individuals or teams from ERP countries may come to the 
US to study methods and to acquire technical information - 
of value in resolving difficulties in their countries; 

3) individuals or delegations from one ERP country may 
visit other ERP-countries. for the purpose of studying suc- 
cessful practices, acquiring technical information, and 
exchanging experience on how to improve operations in their 
respective countries; 4) ERP countries may seek advice. and 
assistance from international organizations, such as the 
ILO, FAO, UNESCO, and UN; and 5) OEEC may set up programs 
to bring together Eur opeans with Europeans, or Europeans 
with Americans to promote the exchange of technical assis- 
tance needed .for: the greatest effectiveness of the recovery 
program. ECA missions have been asked to discuss proposed 
projects with the participating :countries and forward re- 
posals to ECA. Paris and waenagten. | 

erican Council of Productivit an: eetéventing 
example of cooperation in the technical assistance. field 
that has come out of ECA is the Anglo-American Council of 
Productivity, which was established on the initiative of | 
ECA Administrator Hoffman and_UK.Chancellor.-of...the..Exchequor 
Cripps. In carrying out its furction of increasing British 
industrial productivity, the Council has established a “tm- 
ber of committees. One of these concerns pliant visits and 
exchange of production techriiques. It will make arrange- 
ments for American consultants to visit selected areas of 


British 
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British industry and advise with the British as to improved 
production techniques which might be adopted. It will also 
organize visits of British employees to study American 
plants. .About 525 British factory managers, plant super- 
visors, and workers will come to the US during 1949 to study 
American production methods. Other committees have been 
set up to examine and study the level of the British pro- 
ductive plant and power and determine whether the rate: is. 
increasing or declining in relation to the scope and magni- 
tude of the British economy; to examine the problem of. 
measuring productivity in the US and UK; to look into 
specialized production of parts and components; and to 
study the types of information that would spur productivity 
among managers and workers. 


: Assistance Through Internatio Organizations Many ~ 
types of technical assistance are now available through. UN 


and the specialized agencies such as WHO, ILO, FAO, and the 
International Bank. Technical missions or teams of experts 
can be organized and sent to countries requesting such 
service. Certain types of equipment and supplies can be 
provided to meet urgent needs. In some cases nationals of 
member countries can be provided with opportunities for | 
training at home or abroad. International conferences or 
committees can be convened for the exchange of technical 
information and for advice on particular subjects. Informa- 
tion on special studies of resources and their utilization, 
techniques of development, sources of information and other 
questions arising in the course of the development process 
can be made available. As an example, the UN recently 
arranged, at the request of the Haitian government, a 
technical mission to Haiti to study conditions and make recon- 
mendations concerning economic developrent. 





The UN has sent out many technical missions to other 
countries, some advisory and some educational. Many of the 
missions to date have undertaken only to advise governments 
on technical questions; a few have been concerned exclusively 
with the provision of technical training; and a number have 
provided both technical advice to the governments and demon- 
strations or lectures to individuals in particular fields. 


In the past assistance through equipment and supplies 
nas been furnished to meet particularly urgent needs, 
such as medical supplies and equipment, laboratory and 
teaching equipment, and seeds. It has also included urgently 
needed publications. 


A substantial 
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4 substantial amount of assistance is available in | 
the form of technical information and analyses disseminated 
through international clearance centers, periodic or occasional 
publications on particular aspects of economic development, 
and laboratories for the investigation of particular problems. 


In addition to technical training provided thrBdugh 
missions, the international organizations have undertaken 
a number of measures to increase opportunities for inter- 
national training. They have obtained or provided fellow- 
ships for study abroad; made provision for in-service train- 
ing of the nationals of member stetes; set up regional 
schools and courses of instruction; and have initiated 
arrangements for international exchenge of research personnel. 


UNESCO has taken steps to promote exchange of technical 
research personnel by setting up a Bureau for the Exchange 
of Persons and also by establishing Field Science Co-operation 
Offices at Rio, Cairo, ete end New Delhi for contact 
in science and research. 


In addition to the programs above it is proposed to 
conduct additional regional schools and seminars, particularly 
in the fields of social welfare and agricuiture; coordinate 
fellowship programs to make them more effective; and study 
the barriers impeding the interchange of persons between 
and among nations. 


For exchange of technical information, international 
conferences have proved useful. This is exemplified by the 
World Statistical Congress, the Internationci Meeting on 
Tropical Housing and the International Conference on Balance 
of Payments Stetistics. A future conference is scheduled 
on the Conservation and Utilization of Resources. In addi- 
tion, there is an exchange of technical information through 
the regional commissions of ECOSOC. 


The Economic Agreement of Bogota.assigned to the 
Inter-American ECOSOC the task of arranging for and providing 
technical assistance to member stctes. Plans are now in 
* ygelieal the IA-ECOSOC staff for the expansion of this 
work. 
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CHANGE IN ARGENTINE As a step in the reorganization of his 
ECONOMIC SET UP cabinet, Peron recently created a 

Secretariat of Economy and a Secretariat 
of Finance. The status of the formerly powerful National 
Economic Council has not yet been clearly defined and it is 
not known whether it will continue to exist. Miguel Miranda, 
head of the Council, resigned and has not as yet been assigned 
other duties. Miranda, who was at one time assumed to have 
been sponsored by Madame Peron, had been virtually economic 
czar over the country's economy and has been held largely 
responsible for the current chaotic condition in Argentina's 
economic and financial position. 


Our Embassy feels that the changes are a step in the 
right direction. If they are accompanied by a change in 
Argentine philosophy and ways of doing business, there is 
hope that the position of American business in Argentina 
will be brighter. Miranda and the head of the Central Bank, 
who has also resigned, created between them a financial and 
commercial situation which would probably have overturned 
the government at some point. The new Secretaries of Economy 
and Finance are oriented toward international economic co- 
operation and have more than an average knowledge of inter- 
national affairs. Both are reported to be supporters of 
Foreign Minister Bramuglia's policies, which, in the Embassy's 
opinion, means that Peron is accepting the views of Bramuglia 
as opposed to Miranda on international relations. 
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COUNCIL FOR ECONOMIC MUTUAL AID The announcement cf 
CREATED BY EASTERN EUROPEAN STATES the formation of a 

} Council for Economic 
Mutual Aid by the Soviet Union and five of the satellites 
tends to bear out, at least partially, earlier reports 
that the Soviets were planning even more closely inte- 
grated "economic cooperation" with the orbit countries. 
Bulgaria, Czechoslovakia, Hungary, Poland, Rumania and 
the USSR are members of the council, which has the an- 
nounced aims of the exchange of experience in the econo- 
mic field and the rendering of technical assistance, as 
well as assistance in regard to raw materials, foodstuffs, 
machinery and equipment. The Moscow communique emphasized 
that the council was an answer to discriminatory US and 
western European licensing policies and the European re- 
covery program. Seen as possible bids to non-satellite 
countries are the allegedly non-binding aspects of coun- 
cil membership: the ccuncil is open to membership by 
other countries subscribing to the organization's princi- 
ples and desiring to participete in "broad economic colla- 
boration" with present members of the council; decisions 
of the meetings, which will be held in the various capi- 
tals under the presidency of the host country, will be 
binding on the country affected only with its assent. 





The Department is giving careful consideration to 
the reports being made by our missions behind the Iron 
Curtein to determine to what extent further economic 
integration may be expected. 


Rumors Preceded Soviet Move About the middle of 


November developments in the USSR caused Embassy Moscow 

to foresee the possibility that the Soviets might be 
planning the inauguration, shortly after tne first of 

the year, of some form of ruble area, with satellite 
monetary and banking systems brought into more direct 
relationship with, and dependence on operations of the 
USSR state bank. Some observers limited their predictions 
to more closely integrated economic planning and "coopera- 
tion" between the USSR and orbit countries, plus the possi- 
ble institution of an eastern European customs union. We 
asked for comments from our other missions in the area. 
There was agreement among our missions in the orbit count- 
ries that there :was:little likelihood, of an eastern Euro- 
pean customs union, a common ruble:eyrrency, or a central 


time that, if such measures were adopted, they might be 
instituted without much advance warning. With the ex- 
ception of Helsinki, cll our missions agreed that Soviet 


control 
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control had ‘intensified and that a continuing effort would 
be made toward even greater economic integration of east- 
ern Europe. Views differed, however, as to’ the extent 

and form of integration. 


Embassy Moscow's Views on Council While agreeing 
that the eastern economic aid council is mainly a‘Tront 


organization, Embassy Moscow believes the establishment of 
the council is part of a program designed to remake the 
Satellites as rapidly.as possible on the pattern of the 
Soviet republics until they are active parts of the Soviet 
Union directed from Moscow, with actual incorporation only 
a technical formality to be accomplished at the eventual 
appropriate time. It expects Moscow to move toward speedy 
attainment of reorganization of the whole area in a manner 
providing the most rational contribution to Soviet long- 
range military potential. The Embassy therefore thinks it 
is erroneous to consider the organization as a bona fide 
international economic agency--or a “Molotov Plan" answer- 
ing the "Marshall Plan." Rather it may be expected to 
serve as an instrument to facilitate implementation of 
major policies on economic organization and integration 
decided at the Soviet Politburo level and aimed at creation 
of a military potential es or Sep peserng | that of 
the west, 





‘The Embassy rates highly Soviet ability to utilize 
monetary and financial weapons and is inclined to believe 
these will be the first choice of the Soviets for effecting 
further control and to stimulate realignment and readjust- 
ment of economic inter-relationships and investment policy 
of these countries toward Soviet ends. As to the form of 
financial arrangements most suitable for these purposes, 
the Embassy believes the Russians will choose the "ruble 
bloc" pattern as offering the best control mechanism. It 
feels conversion of the dollar into ruble values in some 
recent trade agreements represents only the initial stage 
of Soviet planning in the financial area. 


Economic Council Viewed by Other Missions While 


agreeing that the formation of the eastern economic coun- 
cil is a move toward further economic integration and may 
be even the first step toward the development of an econo- 
mically viable Central European-Danubian area, most of our 
missions jn other parts of eastern Europe anticipate the 
counoil will have less far-reaching effects than foreseen 
by Embassy Mosccy. Although bloc trading between the 
Soviet-déminated cpuntries and the west and creation of a 
ruble area are not to be excluded, Embassy Warsaw places 


stock 
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stock in Polish officials' statements that attention far 

the ensuing few years will be devoted almost exclusively 

to the solution of industrialization problems, with a trend 
toward conversion of the bloc into a self-sufficient whole. 
The Poles stated an effort will now be made to introduce 
order within the orbit torough central planning of industri- 
alization of the area. They discounted the suggestion of 
bloc trading with the west and the present intention of 
creating a ruble area. 


Embassy Praha is of the opinion that the Soviets intend 
to put primary emphasis on economic control over the satel- 
lites on an individual (bilateral) basis’ rather than through 
a multilateral orgenization with real authority. Since the 
network of existing intra-Soviet-orbit trade agreements and 
relatively long-term satellite economic plans are too elabo- 
rate and rigid a structure to be changed overnight, it be- 
lieves it uniikely that the council will for the present have 
much effect on other than peripheral questions, such as ex- 
change of information and technical gtandardization. There 
appears to be agreement among the missions that the council's 
role will be essentially that of a Soviet-directed agency, to 
be used in the transmission of general economic directives in 
the same manner as the Cominform is used in the political field. 
The concensus of eastern European representatives to ECE, who 
thus far seem to have no information on the organization, is 
that the council is a psychological but in no sense an economic 
substitute for ERP, and that the satellites will receive little 
aid, except possibly in the field of technical assistance. 


Yugoslavia. Excluded from Council Yugoslavia's exclusion 
from the group is variously interpreted--that the council was 
formed to complete the breach between the Scviets and Tito, 
to precipitate a showdown with Tito,.cr to help prevent a 
recurrence of the Tito defection. The Yugoslav government has 
notified the USSR and governments of the countries pertici- 
pating in the eastern economic council that it cannot take 
part unless those countries fulfill their treaty obligations 
toward Yugoslavia and abandon their campaign to overthrow 
Yugoslav leaders. Yugoslavia expressed satisfaction that 
the conclusions reached at the conference were identical 
with Yugoslav views on the question of economic cooperation 
and pointed out that it could on that basis cooperate with 
the council. 





It is believed that Albania was omitted from the negotia- 
tions in order to provide an early applicant for admission. 


* * 
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| ) If a mémorandum recently 

I ALIAN CUSTOMS. UNION IMPORTANT. presented to the Itelian 

: “> + “government, we coficur in 
the Italian view that. the projected ‘customs union between 
Italy and France is. an important factor in the realization 
of European cooperation as envisaged by the European re- 
covery program. The memorandum states that there can be 
no doubt as to our interest in a truly effective union 
between France and Italy which would promote the freer ex- 
change of goods and movement of people. ‘This refers, of 
course, to the union as a matter of principle, without 
reference to the specific provisions which, it is under- 
stcod, are still a’matter of negotiation. 








Italians Fear French Lack Enthusiasm for re 
Union We agree, in response to an Italian government re- 
quest, to point out to French leaders our continuing in- 
terest in this matter. The Italians fear that the French 
lack enthusiasm for. the union. This apprehension is based 
on apathy in French public opinion and lack of French govern- 
ment efforts to publicize the customs union idea, the re- 
fusal of the Foreign Affairs Committee of the French Assembly 
to ratify the frontier agreement, and opposition of inter- 
ested parties. 


Although a French Foreign Office official has indi- 
cated to Embassy Paris tht the French government hopes 
for a definitive agreement which could soon be presented 
to the National Assembly for ratification, Foreign Office 
soundings in Parliament circles reportedly have indicated 
little enthusiasm for the union and considerable opposition 
from some quarters. This opposition comes from deputies 
representing industrial interests or communities which 
believe’ the union might result in the discontinuance of 
their branch of industry and from certain left-wing depu- 
' ties who believe Communist-inspired stories that the union 
would result in monopolization of sections of the French 
market by Americans through Italian business. 


Signature of Definitive Agreement Postponed It was 
anticipated tnat a definitive agreement in the form of a 


Franco-Itelian Treaty, requiring ratification by the two. 
parliaments, would be signed in Paris the latter part of 
January; however, signature was postponed pending further 
study of subcommittee reports. Although earlier reports 
indicated that negotiations were progressing satisfactorily 
on the technical level, the Italians had urged tha* matters 
not be pushed so fast as to run the risk of non-ratification. 


An 


DECLASSIFIED FOR PUBLICATION IN FOREIGN 
RELATIONS OF THE UNITED STATES 








SseCRET 
e § « 


An Italian official who participated in the Paris meetings ex- 
pressed the belief that the French Cabinet will endeavor. to pave 
the way with Parliament and time the presentation according to 
the situation. This same official hopes for approval of both 
Cabinets between. February 15 and 20 and of both Parliaments be- 
tween the middle and. end of April. 


Provisions of Agreement The definitive agreement is expected 
to provide for the establishment of a common Franco-Italian tar- 
iff, possibly ‘accomplished by the énd of the year, and establish- 
ment of equalization taxes on icertain products in Franco-Italian 
trade to compensate for differences in ¢ost of production in the 
two countries pending adjustment of the two economies. 





Iron and Steel Interests Negotiating Agreement In connection 
with customs union negotiations, the two countries have been con- 
ducting negotiations for agreement between French. .and Italian iron 
and steel interests. The Italians reportedly desire assurance of 
regular supplies of North African iron ore and French scrap in 
return for which they are willing to undertake to purchase from 
France all the required steel above that produced domestically. 
The French are interested in these proposals but desire the 
Italians to set a target for domestic crude steel production 
lower than the 3.5 million tons indicated by them or even below 
the official ERP Italian goal of 3 million tons. The French are 
also anxious to discuss the question of allocating between the 
countries the production of important steel-using industries, 
such as shipbuilding and automobiles. We are keenly interested 
in following developments such as this in order to determine 
whether they would result in a substitution of harmful restric- 
tive business practices for former governmental trade barriers. 

In this connection we have informed the Italians that at the ap- 
propriate time we will wish to consider with them agreements 
reached under the customs union. 
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EIGHTH. SESSION The most important economic items on the 
S agenda for the eighth session of the Economic 
and Social Council, which opens in Lake Success 
today, are economic development of underdeveloped countries, tech- 
nical assistance for economic development, the world economic 
situation, and food. The tentative agenda now includes approxi- 
mately 60 items, a number of which were carried over from the 
previous session, ©. 





_— 


Economic 
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Economic Development and Technical Assistance Presi- 
dent-Truman's offer of Us technical aid to underdeveloped 


areas will be a subject of great interest at the current . 
session and is expected to set the’ stage for considerable 
discussion on this point. Even before the President!s: mes- 
sage, however, ECOSOC was scheduled to make a thorough 

study of this subject under a directive from the General 
Assembly for a full discussion of economic development and 
all of its aspects. The GA at its last session approved a 
budget of $288,000 for: technical assistance for. such: develop- 
ment and the use of this money is an agenda itew. In addi- 
tion, technical assistance might be discussed in connection 
with the interim reports of the economic commissions for 
Latin America and the Far East, and the AFL paper on economic 
development. | . 


| World Economic Situation -For use in-BCOSCC!s considera- 
tion of the world economic situation, a UN paper--‘/orld | 
Economic Changes in 1948--has been prepared as the third 
in a series. A comprehensive economic report: of the world 
situation is expected to be issued later this year which 
will take into account the reports of the regional economic 
commissions and the activities of the specialized agencies. 
According to the report, there has been some improvement 

in the economic situation over what had been expected, but 
thorny problems still exist, especially with regard to 
improving balanee of payments disecuilibriums and increas- 
ing world trade. 


The most important economic development since the 
end of the war, it is stated, is the increased supply of 
foodstuffs which can be expected in 1949. In addition to 
raising food consumption levels and further rehabilitating 
agriculture, this represents an added means for reducing 
inflationary pressures, expanding production generally, 
and increasing the volume of foreign trade and alleviating 
the balance of payments problems of many countries. Opti- 
mism should be tempered, however, because the increased 
production was largely due to a very favorable season and 
cannot be taken to indicate permanent recovery. 


In industry, the shortages of certain key commodities 
were considerably mitigated during 1948, the report shows. 
By last fall, industrial output in most war-devastated 
countries was approaching or exceeded prewar levels as a 
result of utilizing existing plant and manpower resources 
to near capacities and increasing labor productivity. In 
other areas, reconversion of industry to peacetime production 
had been virtually completed. There now are, however, some 


indications 
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indications of a tendeney for leveling off of industrial pro- 
duction in a’ growing number of: countries. An examination of 
the country Statistics reveal a marked disparity. hetween count- 
ries. For example, by the end of 1947 world industrial pro- 
duction had reached a: level approximately one-fourth above | 
1937. The world supply of raw materials seems on the. whole to 
have been adequate for requirements and the problem of increas- 
ing total supply is to some extent being over-shadowed by the 
difficulties arising from the tendency of international srade 
to be directed toward hard currency areas. 


Along with the rise in real national income of. many: count - 
ries in 1948, the proportion of national income devoted to in- 
- vestment appears to be somewhat higher than in 1947. - The in- 
creased supply of capital goods to meet investment. requirements, 
which accounts for a large share of the increase in the total 
supply of industrial goods, may be expected to produce a larger 
volume of consumer goods at a later date; in the meantime, the 
high rates of investment continue to be an important factor 
in the inflationary situation. Nonetheless, because of the 
improved supply of agricultural and other goods, inflationary 
pressures are not likely to be further aggravated during eats 
and may even be reduced in a number of countries. 


The central problem facing the world in 1949, the popert 
states, continues to be the necessity for expanding. the world 
supply of goods for thé growing world population. As a-con- 
sequence of the diminishing importance of temporary postwar 
obstacles, the problems facing the world in further increasing 
all types’-of production are likely to be of more protracted 
and long-term character. Most countries will find it necessary 
in the coming year to pay greater attention to the raising of 
productivity through rationalization of production, moderniza- 
tion of plants, improvement of workers skills, and to expansion 
of plant capacity and equipment by further investment. 


‘The contribution of many countries to the expansion of 

- World output is also hampered by their difficulties in obtaining 
or financing imports of needed capital equipment, the supply 

of which is in turn restricted by the inability of others to 
obtain or finance imports of necessary raw materials. 


The“expansion of foreign trade is thus becoming an urgent 
necessity for increasing the indigenous production of a growing 
number of countries. At present a significant part of the goods 
which must be imported by the war-devastated countries is being 
obtained through externel financial grants. Eventually these 
countries must find other means to pay for their necessary im- 
ports. Important changes have taken place since the end of the 
war both in the direction and composition of trade. The tendency 
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of underdeveloped countries to retain for domestic. consumption 
a higher proportion of foodstuffs and raw materials is already 
apparent. Its also apparent that synthetics. or other substi- 
tutes are replacing imports of certain important raw materials 
in some countries. In view of the rapid changes taking place, 
the report states it is still too early to assess the new 
situation. : 


Food ECOSOC will consider the report of the Food and 
Agricultural Organization on suitable measures to bring about 
an increase in food production and also the General Assembly 
resolution for consideration of the problem of wasting food 
in certain countries. | 


Regional Commissions It is probable that an Economic | 
Commission for the Middle East will be set up at this session 
as its creation has been approved by GA. However, there have 
been indications that some countries would like to postpone 
action at this time. Our position is not opposed to the estab- 
lishment of ECME unless there is a general willingness to post- 
pone it. The interim reports of the economic commissions for 
Europe, the Far East and Latin America will also be considered. 


Labor Items Labor problems which mav be quite controversial 
concern infringements of trade union rights and forced labor. 
The forced labor issue, which is a carry-over from the last ses- 
Sion, Was proposed by the AFL. We believe ECOSOC should take 
appropriate action and will propose that the item be referred 
to ILO for a study of the extent and nature of forced labor 
throughout the world, assisted by the Secretary-General in col- 
lection of information, if necessary, and that ILO should make 
recommendations as to steps that should be taken to eliminate 
such forced labor as may exist. The USSR, Ukraine and Byelo- 
russia are not members of ILO, and it is believed they may use 
that fact as a technicality to refuse to answer inquiries issued 
by ILO. The item on infringement of trade union rights may well 
lead to an attack on western countries by the eastern bloc. 


Other Subjects Other items concern the UN Appeal for 

Children and the Report of the Executive Board of the Inter- 

national Children's Emergency Fund; housing and town and country 

planning; IRO report on resettlement of non-repatriable refugees 

and displaced persons; the questions arising out of the final 
act of the UN conference on freedom of information and the GA | 
resolutions regarding human rights, as well as the annual re- 
Sy of the International Monetary Fund and the International 
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STEPS TAKEN TO CIRCUMVENT Shipping legislation requiring the 
RESTRICIIVE SHIPPING BILL carriage in US flag ships of at 
least 50% of the gross tonnage of 
all commodities purchased through any US government aid, 
credit or loan to foreign countries is under consideration 
in the House Committee on Merchant Marine and Fisheries. 
HR 1340, the so-called "Bland Bill", stipulates that the ton- 
nage requirement would be computed country by country, would 
apply separately to dry bulk carriers, dry cargo liner and 
tanker services and would cover offshore shipments in addition 
to those originating in this country. Responsibility for en- 
forcement would be placed in the hands of the Maritime Commission 
and, in its application to the European recovery program, would 
take this determination from the ECA Administrator. This bill 
has the backing of the maritime labor and shipping interests, 
which were aroused over Hoffman's earlier statement that he 
planned to abandon the 50% policy as it applied to dry cargo 
bulk shipments under. the recovery program unless American 
vessels were available at competitive world rates. 


The Department has made strong efforts through the White 
House. to coordinate administration views on the proposed 
legislation and, if possible, to obtain its withdrawal. After 
a series of meetings with representatives of all interested 
departments and agencies, the best that could be obtained was 
a compromise arrangement worked out between the ECA and the 
Maritime Commission. The scoupromise proposals would eliminate 
the application of the 50% requirement on a country by country 
basis, thereby increasing administrative flexibility; would 
limit its application to cargoes to and from the US; would 
Waive the deposit of counterpart funds for freights paid to 
US vessels in excess of world rates, thus minimizing the effect 
upon European pricing problems; and would provide for an escape 
clause whereby the Maritime Commission would have authority to 
Waive -the 50% recuirement when it determines it is impracticable 
and not in the best interests of the US. The draft compromise 
as we see it affects only the administration of the 50-50 
principle end has to some extent lessened the degree of its 
impact upon the European recovery program. It does not, how- 
ever, remove the objectionable — to which the Depart- 
ment "4s opposed. 


_In ‘our view, the basic issue posed in the proposed legis- 
lation is the appropriateness of subsidy through preferences, 
which violetes principles of our foreign policy as well as 
the objectives of our aid programs and contravenes any policy 
of direct shipping subsidies. The proposed legislation is 
directly contrary to our general objectives of assuring non- 
discriminatory treatment in international trade and the 


removal 
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removal of barriers and restrictions to trade and transport. 
Its enactment would increase the difficulties of securing 
removal of foreign preferences and discriminations adversely 
affecting US shipping. The efforts of certain foreign countries. 
for example, Argentina, South Africa and Colombia, to channel 
their trade to vessels of their own nationality by the use of 
various exchange controls and government controls over cargo 
are steadily increasing throughout the world to the disadvantage 
of US shipping. Since our objective is to remove all such 
discriminatory and restrictive measures, it would. be most 
inappropriate for us at this time to increase ours by new 

basic legislation and then expect other countries to reduce 
theirs. This bill leads in the direction of increasing 
government controls over trade and shipping both in the US 

and abroad, to which we have been'consistently opposed. It 

is inconsistent with the principles of the ECA legislation 

to encourage a return of trade to normal private channels 

and is another move in the direction of "division of traffic" 
agreements between governments in the shipping field--a move- 
ment which is gaining ground in some countries and a philosophy 
which we have successfully fought to date in the field of 
international civil aviation. The development of direct 
bilateralism in this field is restrictive and would be in- 
consistent with the expansion of multilateral trade. 


Enactment of this bill as part of the basic merchant 
marine legislation would have a far reaching impact on all 
government loan or assistance programs inceluding those -extend- 
ing beyond the period of the European recovery program. It 
would reduce the amount of effective dollar assistance to 
beneficiary countries to the extent that it-increases shipping 
costs. It would handicap our program for acquisition of 
strategic materials. Furthermore, it would offer ammunition 
for Communist propaganda claims that ERP is only.a device for 
the selfish promotion of US interests at the expense of 
Kuropean nations. 


Vith respect to the national defense aspects of the 
legislation, we feel that preferences based on temporary aid 
programs will not reverse the present declining trend in the 
US merchant marine. Security needs should be evaluated inde- 
pendently and not by reference to irrelevant factors such as 
the promotion of trade carried in US vessels. We are trying 
to work out cooperative security arrangements with North 
Atlentic countries and they would be hardest hit by this legis- 
lation. Development of a nationalistic shipping policy at the 
expense of northern European countries would be inconsistent 
with the objectives of the North Atlantic Pact. 


* * * 
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JOR DISAGREEMENTS ARIS - During the International 
NTERNATIONAL T CONFE NCE Wheat Conference of 56 , eta 
which has been in session in 

Washington since January 25, major disagreements have de- 
veloped pertaining to prices and duration and to quantities, 
with the former considered the more serious. Since the posi- 
tions of exporting and importing countries were so far apart, 
it was agreed last week that an attempt would be made to 
narrow the gap through informal consultations by some of the 
principal countries concerned--the US and Canada representing 
the exporters, and the UK and India representing the importers. 
Although these informal consultations have resulted in pro- 
posals for modifying the original positions, the area of dis- 
agreement is still considerable. 


At the President's request, Secretary Acheson met with 
the British Ambassador and the head of the British delegation 
February 14 in an attempt to break the impasse. The Secretary 
emphasized the importance the US places upon the successful 
conclusion of the conference. Two of the principal reasons 
for this attitude ares 1) our belief that it may be possible 
to use intergovernmental agreements as one means of avoiding 
serious disorganization in the international markets for raw 
materials and our conviction that failure to reach an agree- 
ment on wheat would interfere with efforts that might be made 
to reach agreement on certain other commodities of major 
importance; and 2) our belief that reaching agreement on 
wheat would make it easier to withstand pressures for the use 
of ECA primarily as a means of et hema of US agricultural 
surpluses. 


The Secretary indicated that. the US is re-examining its 
_ position regarding price with a view to making whatever con- 
cessions it can and that we should like very much to have the 
UK re-examine its position also with a view to helping bridge 
the gap. The British Ambassador indicated that he would take 
up the matter with London in the hope. of. qgbtaining instructions 
which would permit the UK delegation to the conference to 
adopt a somewhat more generous attitude on prices, 


 Qriginal Price and Duration Positions . The importing 
countries have proposed that the duration of the agreement 
be limited to four years, and that the maximum prices be $1.65 
in the first year, i. 60 in the second year, $1.50 in the 
third’ year, and $1.40 in the fourth year. They have also pro- 
posed that the floor prices be $1.40.in the first year, $1.30 
in the second year, $1.20 in the third year, and $1.10 in the 
fourth year. These are the same floor prices that would have 
epplied for the years in question had the wheat agreement 


signed 
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signed last’ Mareh gone into effect on July 1, 1948, as anti- 
cipated. The ceiling prices, however, are generally at a ° 
considerably lower level than the ceiling prices would have 
been under the 1948 agreement. The importing countries 
argue that this is justified by the easing of the world wheat 
situation that has occurred in the interim. By losing the 
*. benefit of the first year under the agreement, when they 
could have bought wheat at considerably below the world 
market price, the importing countries feel that they are 
entitled to a materially lower price ceiling under the new 
agreement. : 


The exporting countries have proposed that the new agree- 
ment be of five years' duration, that it have a uniform price 
ceiling of $2.00 and floor prices beginning in the first year 
at $1.50 and decZTining by the same scale as was provided in 
the 1946 agreeinent: to $1.10 in the fifth year, The exporting 
countries: have advanced in support of their ‘price proposals 
the fact that costs of production have increased since the 
1948 agreement was signed. 7 


Mogified Positions The importing countries participating 
win the informal discussions have stated that they would be, 
prepared to:‘recommend to their governments a proposal for a 
four-year agreement with a uniform ceiling price of $1.75 . 

; and with floor prices beginning at $1.50 and declining by: ten 
cent stages to $1.20. Tney have said that they would not | 
even recommend that their governments consider a floor price 
five cents above this level, as suggested by the exporters. 
They -have -shown no disposition to recommend a ceiling price. 
in excess of $1.75. : toe 


_ .In the ‘informal consultations, the representatives of - 
the exporting ‘countries indicated a willingness to recommend 
to their governments a proposal for a four-year agreement, | 
with a:maximum price of 91.90 and with floor prices beginning 
at $1.50 in the first year and declining tc $1.20 in the, 
fourth year. They also suggested the pcssibility of a uniform 
eeiling of $1.85 if the floor prices were five cents higher 

in each of the four years. 


Quantities If the price issue is overcome, the question 
of quantities remains to be faced. So far the US has indi- 
cated its willingness to provide only 185 million bushels of 
wheat under the agreement (the quantity which it would have 
provided under the 1948 agreement), notwithstanding the fact 
that it could undoubtedly supply more; Canada and Australia 
have also indicated their desire to supply the same quantities 
of wheat which they would heve supplied under the 1948 agreement, 


_ namely 
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namely 230 million bushels and 85 million bushels respectively. 
France has indicated a desire to export about 3.5 million 
bushels. The USSR, which did not participate in the 1948 
wheat discussions, has stated that it wishes to supply 20% of 
the wheat exported under the agreement. Argentina has not 

yet said whether or not it will participate in the agreement 
and has not submitted an export figure. The quantity of wheat 
which importing countries have indicated that they wish to 
purchase is somewhat below the amount that Australia, Canada 
and the US alone wish to supply. There is a possibility, 
therefore, especially if the USSR and/or Argentina decide to 
come into the agreement, that the quantity of wheat which the 
exporters wish to sell will considerably exceed the quantity 
which importers are willing to buy. 


ITO Charter If these two major issues are resolved, it 
has been agreed that the US delegation will attempt to obtain 
changes in the agreement designed to bring its language more 
nearly into line with the language of the intergovernmental 
commodities agreement chapter of the ITO Charter. 
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PPROV 6 MILLION GUARANTEE The National Advisiory 


NAC APPROVES $16_ 
TO BELGIUM BY iNTERNATIONAL BANK Council has approved con- 
sideration by the US 


Director on the Board of Directors of the International Bank 
of a Bank guarantee of interest and principal on a $16 million 
bond issue of the Belgian government. This step is the first 
action to result from current discussions being carried on by 
the Belgians with representatives of various US agencies and 
the Bank concerning the possibility of World Bank or Eximbank 
loans. 


The proposed $16 million Belgian bond issue is intended 
to finance the foreign exchange costs of construction of two 
steel mjlls and additional electric power capacity. Of the 
proceeds of this bond issue, about $12 million is to be used 
for purchases within the US, and the remaining $4 million for 
purchases in Switzerland or possibly other western European 
countries such as the UK, Sweden or France. The proposed bond 
issue would be repayable semi-annually over a period of 20 years, 
with repayments beginning in the fifth year, at an interest 
charge to the Belgian government of 4-1/4%. 
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Under the Articles of Agreement of the International Bank, 
in addition to making direct loans, the Bank may guarantee or 
participate in loans, and may sell with its guarantee securi- 
ties held in its portfolio. Approval of this loan will repre- 
sent the second time that the Bank nas made use of its guarantee 
powers in the resale of securities in its portfolio. These 
powers were first used in connection with a $12 million loan 
to four Dutch shipping lines in mid-1948 for the pufchase of 
six vessels. On that occasion the Bank received $12 million 
in notes from the Dutch, $9.1 million of which have since 
been sold to US commercial and savings banks. In the present 
case, $16 million in bonds are to be issued by the Belgian 
government to the Bank, and then resold with the Bank's guarantee 
through investment bankers, largely to insurance companies. 


In view of Belgium's relatively favorable over-all balance 
of payments prospects and existing gold and dollar assets, it 
was considered that Belgium would be able to meet the payments 
on this loan in addition to its other external obligations. 


Although the Belgians have been discussing the possibili- 
ties of various ECA, Internationel Bank, or Eximbank loans, 
they have made no formal application, except in connection with 
the $16 million bond issue. The proposed public investment 
program for which the Belgians seek financiel aid contemplates 
an expansion of railways, telephone cand telegraph, highwcys, 
and the pcwrt system, as well as assistance in the reconstruction 
of war-damaged housing and in the modernization of the coal 
mines. As the total amount of such aid sought by the Belgians, 
$100 million has been mentioned. It has been agreed within 
the US government that the fact thet Belgium is an ERP country 
would not be held a ber to the consideration of supplementary 
credits through other US channels. Therefore the suggestion 
hes been offered that Belgium submit a loan application to the 
Eximbank, with the understanding that the Internationel Bank or 
ECA might still be considered as alternative sources of the 
financing. The latest ECA forecast essumes financing of $50 
million of the Belgian-dollar deficit from other than ECA sources. 


Belgium had received, «s of October 1948, a total of about 
$259 million in postwar loan assistance from the US. This in- 
cludes long-term loans of $100 million and a short-term loan 
of $50 million from the Eximbank, prior to the establishment of 
ECA; a surplus property credit of $49 million;and ECA loan allo- 
cations of $60 million for the initial 15-month period. In 
addition, Belgium has drawn $33 million from the International 
Monetary Fund and hes received substantial conditional ECA 
grants under the intra-European payments scheme. 


* » * 
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INGS START ON LEGISLATION Last week hearings started on Admin- 
FOR EUROPEAN RECOVERY PROGRAM istration bills authorizing $5,430 


billion for the European recovery 
program during the next 15 months. Of this amount $1,150 billion 
is scheduled for the last three months of the current year, with an 
immediate advance of $750 million by the RFC to keep the program in 
operation until Congress actually appropriates funds, and $4.28 bil- 
lion is for fiscal year 1949-50, of which $4.2 billion is program 
funds. The $4.28 figure compares with $5.055 voted by the last Con- 
gress for the ECA Program. The participating countries presented | 
national programs for the fiscal year to OEEC which indicated a 
total dollar deficit of $4.654 billion. While OEEC was unable to 
carry out a detailed screening of each program, it reduced this de- 
ficit figure to $4.359 billion and ECA, in turn, has arrived at an 
estimated total aid figure of $4.28 billion. 


The sums requested do not include funds for Korea or China, and 
it was made clear that programs for those countries would be pre- 
sented later. 


. Instead of the set loan-grant ratio that was a requirement of 
the program last year, it is »ec:mmended that the funds be adminis- 
tered at the discretion of the ECA administrator, and it is recog- 
nized that most of them would be allocated as grants. 


_ Breakdown by Countries Tentative country allotments sere pre- 
sented at the hearings, but it was made clear that these were for — 
illustrative purposes and that adjustments were inevitable. OEEC 
has yet to analyze in detail the individual country submissions and 
recommend to ECA an allotment of aid among the participants for1950. 
Final allocations will not be made until after this has been done 
and ECA hes studied the OEEC recommendations. 


pods are As Program 
In Millions of Dollars) 


aa 1949 Fiscal 1949-50 
4 


Austria ° 197.0 
Belgium-Luxembourg and DOT* - 51.9 . 200.0 
Denmark | ~ 29,1 109.0 
Trieste (US-UK zone) . 3.6 12.0 
France and DOT* 257, 875.0 
Germany: Bizone 103.5 404.0 
French zone 26.9 115.0 
Greece 22.8 170.0 
Iceland 70 
Ireland | 64.0 
Italy 132.8 555.20 
Netherlends and DOT# | 101.6 355.0 
*(Dependent Overseas Territories) : 
Norway 21.5 105.0 
Portugal 10.0 
Sweden (6.2 54.0 
Turkey 4.9 30.0 
UK 319.9 940.0 
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In the case of Indonesia, it was explained at the hearings 
that aid was cut off as a result of the outbreak of hostilities 
which resulted in such disturbed conditions that ECA funds 
would no longer fulfill the purposes of the Foreign Aid Act. 
Aid to the Netherlands has been continued because it has been 
effective in promoting the purposes of the Act in Holland. It 
is the Department's view that since the Indonesian case is now 
before the Security Council, which has not indicated a desire 
to employ economic sanctions, any unilateral action by the US 
weuld not be consistent with our obligations as a member of 
the Council. 


With regard to the independent sterling area countries, 
the Department and ECA are agreed that if they continue to make 
a substantial contribution to the recovery program either through 
grants or credits, the 1949-50 ECA allocation for the UK should 
be sufficient to cover the net dollar deficit of these couwritries. 
This allows the UK to provide sterling grants under the intra- 
European trade and payments scheme to enable continental ERP 
countries to meet their deficit with the sterling area. 


Bilateral Agreements Bilateral agreements have been nego- 
tiated with every participating country except Switzerland, 
which does not receive financial assistance. The Portuguese 
agreement omits certain undertakings which are included in all 
of the other bilaterals since, when it was negotiated, no finan- 
cial assistance was contemplated for Portugal. If financial . 
aid is given that country, the agreement will have to be amended. 
The Department and ECA consider the agreements satisfactory and 
no changes in them should be sought. 


Success of ERP ECA Administrator Hoffman, Ambassador 
Harriman and Secretary Acheson made the initial presentation 
at the hearings. Acheson declared that "our program of foreign 
aid is perhaps the greatest venture in constructive statesman- 
Ship that any nation has underteken." He said our moving pur- 
pose is not material; it is to make it possible for peoples who 
want to live a decent, orderly, and just and free life to do so 
again. By doing so, we are strengthening in many ways the basis 
of our foreign policy. He pointed out that the participating 
nations are still to be counted in the renks of democracies and 
referred to the defeat of Communist-inspired attempts to disrupt 
recovery in France and Italy. "It cannot be claimed...that this 
result is solely due to the recovery program. But without it, 
the situation would have been very different. As it is, the free 
community of Europe has not only held its own, but it has, during 
this period, made great strides forward." He touchec upon the 
progress that has been made economically since inauguration of 
the program and to the definite advances made in Europe in the 
field of collective security. ~" ; 
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The Administration feels it cannot, at this stage, pre- 
dict accurately the measure of ERP's success. Progress achieved 
thus far in 1949 and plans for fiscal 1950 indicate a large 
measure of recovery. Whether such recovery is fully adequate to 
meet the target date of 1952 must await completion of a workable 
long-term: progran. a 


Relationship between ERP and Military Assistance It is 


our policy that economic recovery must not be sacrificed to 
rearmament and must be given a clear priority. Exceptional 
situations may justify, in the light of overall US interest, 
departures in particular cases from the rigid application of 
-the foregoing pelicy, but in principle rearmament expenditures 
and manpower diversions should not be permitted to bring: about 
any serious reduction in the ailotment of European resources 

to the recovery area. It is not planned that ECA will become 
-involved in financing military items in the program. It is 
also tentatively proposed that the Military Assistance Program 
will finance raw materials, machinery and other items required 
for the production in recipient countries of military items 
where such production is beyond approved levels existing or 
planned as of January 1, 1949. ECA will, of course, be closely 
concerned with the possible impact on recovery of the production 
of such items in Europe. 


ECA-State Relations No recommendations are made for 
changes in EC&-State relations. Cooperation between the two 
agencies has been satisfactory and it is expected that even. 
closer cooperation will be necessary in the future in view of 
the increasingly complex and delicate relations with other 
countries. 7 


Contributions of other Western Hemisphere Countries The 
US has encouraged Canada and the other American republics to 
make assistance available to ERP participating countries. This 
has been done in the face of a widely expressed desire in Latin 
America for a “Marshall Plan" for itself and of an increasing. 
disappointment até the amount of offshore procurement authorized 
in Latin America. Almost all of the countries are experiencing 
serious shortages of dollar exchange and development capital, 
coupled with local inflationary end budgetary problems. Some 
countries had, however, already extended considerable credits = 
and had permitted large soft currency balances to accumulate. 
This assistance, coupled with the inability of ERP participants 
to export products desired by the other American republics at 
US prices or lower, or in sufficient quantities, or to offer 
prospects favorable to the rapid repayment of credits or reduction 
of soft currency balances, imposed severe limits on the additional 
assistance which the other American republics could offer. 
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In general ECA has been able to obtain in the other 
American republics all of the commodities required at reason- 
able prices and in the desired quantities. Between April and 
October 15, 1948 ECA issued procurement authorizations for the 
other American republics totalling $125,179,000. Brazil, 
Argentina, Chile and other countries continue. to accumulate 
soft currency balances in the participating countries. All 
of the other American republics have continued to accept and 
in many instances actively seek European exports regarded as 
needed by their economies. Most of them have permitted re= 
Bivianee of capital earnings. 


Canada, faced with an acute dollar shortage and a décline 
in reserve levels was forced in November 1947 to impose drastic 
import controls and to freeze unused balances of loans to the 
UK and other countries. Now, as a result of an improved exchange 
position which was aided in part by offshore purchases under — 
ECA, Canada expects its.contribution in credit to ERP countries 
dur ing the period April 1948 to June 30, 1949 to exceed bya 
considerable amount the $150 million estimated at the time of 
the original Congressional presentation in the spring of 1947. 
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FRENCH TO SELL GRAPHITE Notes incorporating provisions of an 
TO US FOR STOCKPILING arrangement with the French govern- 

z . ment for the sale of Madagascar graphite 
to the US for stockpiling purposes were | exchanged in paris 
January 26. 





The French government will authorise the shipment to. the 
US of 19,800 net metric tons of graphite originating in Mada- 
gascar, consisting of 18,000 tons. of large flakes and 1,800 © 
tons of small flakes. Commencing in 1949 the shipment of graphite 
is to be up to an annual maximum tonnage ‘of 3,000 metric tons. 
Exports in excess of this maximum may. be authorized’ if such ex- 
ports do not jeopardize the satisfaction of normal commercial 
needs. Dollars are to be paii for the first 1,000 tons of 
large flakes and payment for the.remaining 17, 600. tons of. large 
flakes will be 40% in dollars and 60% in francs. Payment for, 
the small flakes is to be.in francs. 
nce 
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The French government has agreed to do everything possible 
to imerease the production of graphite in Madagascar, to expe- 
dite-export authorizations and to facilitate the inland trans- 
port: of graphite purchased by the US government. The arrange- 
ment, which is in accordance with access to materials provisions 
of the Economic Cooperation Agreement between France and the 
US, will be effective until delivery of the specified amounts 
of graphite is completed and may be continued thereafter until 
ag party has notified the other of its intention to termi- 
nate it. 
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US OBJECTIVES ACHIEVED The US objective of continuing the 
AT LORAN CONFERENCE Loran system of long-range radio 
navigational aids in the Northeast 
Atlantic region until an acceptable substitute is agreed upon 
internationally hes been achieved at the special conference on 
this subject in Geneva. (See page 5, January 10, 1949 issue of 
Current Economic Developments.) Continuation cf the Loran 
chain was approved by a vote of 9 to 2. Finland and the 
Scandinavian countries abstained. A joint proposel advanced 
by Canada, the Netherlands, the UK and US for continuing the 
use of Loran until 1952 will serve ar the basis for the 
final act. 


Opposition to the US position was encountered during 
the conference from France and the Scandinavian countries. 
The French apparently did not want to set any definitive date 
for the termination of Loran and planned to invite the US 
and Canada to participate in a Furopean regional conference 
in May for technical Loran discussions. Discussions were 
held with Schuman before the French position was reconciled 
to ours. The Scandinavien countries advocated a time-sharing 
plan for the frequencies used in the operation of Loran. 
This proposal was defeated by a vote of 8 to 3} with the USSR 
and Poland abstaining. While the Soviets did not go along 
with the time-sharing plen, they also voted against the con- 
tinuation of the Loran chain. 
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meas CITY BROADCASTING The world High Frequency Broadcast- 
.. CC NCE STALEMATED - ing; Conference under way in Mexico 
City has reached an impasse over 
the positions advenced by. the US. and the USSR. It convened 
last October as’ a sequel to the 1947 Atlantic City broad- :. 
casting conference to agree upon.a high frequency. broadcast- 
ing assignment plan, appropriate means for its implementation 
and the date it should go into.effect. (See page 11, October 4, 
..1948 issue of Current Economic Developments.) The differences 
in views are so sharply defined that for weeks the conference 
was unable to make any material progress. Several members of 
our delegation returned to Washington to report on conference 
issues; a thorough appraisal of the situation has been made 
by the Telecommunication Coordinating Committee; and additional 
instructions have been formulated. 





We have instructed our deiegation to seek the rejection 
of the Soviet principles as a basis for a high frequency broad- 
casting plan, even though this action might result in the with- 
drawal of the USSR delegation from the conference. Our dele- 
gation is tc press for a solution based upon :the US draft plan, 
with modifications to make it more acceptable to other countries. 
This plan would make provision for a reasonable amount of Soviet 
broadcasting. It would also provide for implementation taking 
into account possible Soviet non-adherence. Meanwhile, we will 
approach certain interested governments at a: high ‘level seeking 
their Support for the US position at the. conference. Ce 


The Soviet bloc has urged a plan whereby frequency hours 
would be distributed among. the countries on the basis of area, 
population, and number of official languages. Its position 
is that equai and precise mathematical weights should be attribu- 
ted to each of these factors for incorporation into a formula. 
The adoption of these: principles would result. in a plan wholly 
unacceptable not only to the US but also to many western 
European and Latin American states. Moreover, we feel it would 
give the Suviet bloc a dominant position in the propaganda 
field and would establish a dangerous precedent for future 
telecommunication conferences. ‘The Soviet delegation has 
‘clearly demonstrated that it will not accept any basis for a 
. frequency assignment plan other than its own, which. obviously 
is advanced to achieve political ends broader than the scope 
‘of the conference. We consider their position untenable and 


“our postion is reinforced by the desire ‘of a majority of the 


countries represented at the conference to work out agreement 
on an equitavle frequency assignment plan on an engineering 
basis. 


The 
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The US has insisted that an acceptable solution must be 
based = oxek sound engineering standards, taking into ac- 
count specialized needs of the various countries, and that 
the factors urged by the Soviets are not the basic elements 
to be considered. While the US plan probably would receive 
a preponderance of votes, several countries want substantial 
modification of the technical principles we have advanced. 
The US has an important stake in achieving concrete results 
in the form of an acceptable plan. We feel that if there is 
no broadcast assignment plan, the whole structure of inter- 
national cooperation in the telecommunication field, as em- 
bodied in the Atlantic City Telecommunication Convention of 
1947, may be jeapordized. 
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SEGRET 


ARGENTINE ECONOMIC The financial-economic situation in 
SITUAFION SERIOUS Argentina is becoming increasingly tense. 

Observers believe an economic blowup is 
inevitable unless the necessary steps are taken to correct 
the weakness of the present situation; it may come quickly 
or it may be staved off for several months. The administra- 
tion is deeply concerned and the Army is reportedly bringing 
pressure on Peron to straighten out the situation and to get 
his wife out of public life. Reports from usually reliable 
sources indicate that Peron realizes the seriousness of the 
situation and offered to resign but has been prevailed upon 
not to. 


Trade Temporarily Halted On February 1 the government 


banned transfers of money abroad, regardless of currency or 
purpose, and the importing of foreign goods. All pending appli- 
cations for exchange permits were cancelled and permits issued 
Dut still unused were recalled for reconsideration. Exchange 
permits not requiring transfer of funds abroad were granted 

for essential goods only with definite proof that payment 

would be made out of funds held abroad by the importer before 
December 31, 1948 and on verification of import prices. The 
action was taken both to afford the government an opportunity 
to take stock of its financial situation and to stop importers 
without exchange permits from using dollars bought on the black 
market to bring in imports. The Finance Secretary announced 
there would be no change in the exchange rate and that there 
was no truth to reports that the peso would be devalued and 
added that the National Economic Council was considering means 
for rational distribution of exchange to assure supplies of 
products that are indispensible for Argentina's economic life. 


On February 11 the Central Bank resumed acceptance of 
applications for exchange permits covering imports, with new 
forms replacing the old ones. For merchandise ia port or en- 
route as of February 10 not covered by the required permit, 
the Central Bank was authorized to consider granting entry 
permits without the usual exchange permits and attaching certain 
penalty changes. Argentine consulates are refusing to validate 
shipping.documents unless they have proof that exchange permits 
have been gvanted. Shipping companies are liable for the cost 
of reshipment of merchandise arriving in Argentina without such 
permit. Meanwhile, lack of certain imported materials is to 
some extent preventing Argentine manufacturers from turning 
out finished products. 


Other Economic Measures Since the first of February the 


government has increased postage, telephone rates and the entire 
schedule of taxes for the city of Buenos Aires. It has ordered 
the five key government departments to economize. The Secretary 
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of Finance has been instructed to study the present restrictions 
on bank credit; to survey the stock market, which is continuing 
a downward trend; and to draw up a plan of savings in public 
expenditures. The Secretary of Economy has the responsibility 

of easing export and import trade and deciding the future of 

the Argentine Institute for the Promotion of Trade wrfich was 

the stumbling block to private business during the Miranda epoch. 


Last week Argentina withdrew from international wheat agree- 
ment negotiations because it felt it could not tie itself 
to the prices under consideration. The fact that Argentina 
receives payment for her exported wheat in inconvertible curren- 
cies may well have been an important factor in this decision. 


Meat Problem The government is studying the plight-of the 
meat packers whose export trade has been injured by a 20% charge 
required by the Institute for the Promotion of Trade. This, 
along with the customs duty, made it impossible for Argentine 
exporters of canned beef to compete in the US market. Surpluses 
of hides and grain are piling up in Argentine ports and are 
reportedly spoiling. : 


Meanwhile, the UK has taken a serious view of Argentina's 
failure to fulfill its contract for meat shipments. Under the 
agreement 400,000 tons were to be delivered from Argentina. in 
the year ending March 31, 1949 and actual deliveries will fall 
about 60,000 tons short. A group of British experts is now in 
Argentina to try to negotiate a new agreement. 


Desire for US Market Peron informed our Embassy that the 
USSR had offered .to buy the entire Argentine surplus of oils, 
fats and hides, paying in dollars or gold. Previous Soviet 
offers on a barter basis did not interest Argentina but Peron 
indicated the new offer was attractive. He said, however, he 
preferred to sell to the US and inquired about our stockpiling 
and ECA programs. We have asked the Embassy to reply that We 
do not have a stockpiling program for these items nor does ECA 
presently contemplate such purchases in Argentina and that we 
see no basis for objecting to the sale of these products to the 
Soviets since Argentina is fully justified in disposing of its 


surplus under the most advantageous conditions. 


Printers' we . Another development contributing to public 
uneasiness is the printers’ ny | which ‘started the end of 
r 


January, and has deprived Buenos Aires of any city newspapers. 
There are no news broadcasts as we know them as the government- 
controlled stations devote their news periods to describing the 
Peron regime and its plans and accomplishments. The rank and 


file 
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file of printers are not Peronistas and the present strike is 
more against the government than against the publishers, for 
the leaders of the union, like all top men in all Argentine 
unions, are Peronistas. It was the agreement drawn up by 
these leaders that caused the enthusiastic general participa- 
tion in the stoppages. The government declared the strike 
illegal and publishers got the right to dismiss those taking 
part, but this did not force the return of the strikers. 


. * * 


LIMITING NATURAL RUBBER The USSR has been purchasing large 
SHIPMENTS TO THE USSR quantities of the natural rubber of 
types suitable for stockpiling. It 
is believed that if some preventive action is not taken, the 
Soviets are likely to have by the end of 1949 a strategic stock- 
pile sufficient to support consumption for over two years. In 
view of our concern, the UK has inquired if we would buy rubber 
which otherwise would go to the USSR, providing the producing 
countries would agree to regulate shipments to eastern Europe. 
Preclusive buying or additional procurement in one market alone 
is not the answer. The Department plans to discuss with the 
Munitions Board, the Department of Commerce, and ECA means to 
increase US purchases of natural rubber in order to reduce the 
amounts available in the world market for purchase by the USSR. 
then, if these interdepartmental discussions are satisfactory, 
the Department will attempt to reach understandings with the 
producing countries in order to limit their shipments to ‘the USSR. 


USSR Believed Stockpiling Rubber Of the 125,000 metric 
tons of natural rubber received by the USSR in 1948, it is 


estimated that 80,000 tons were added to stocks. Soviet receipts 
represent about 8g of world production, as contrasted to normal 
prewar receipts of 3%, and only the top three grades--those suit- 
able for stockpiling--were purchased. ‘The British believe that 
if permitted to do so, the Soviets will purchase enough natural 
rubber in 1949 to make their strategic stockpile sufficient 

for mercy three years' consumption. 


Possible Restriction of Soviet Access to Natural Rubber 
Although-there has been interdepartmental agreement that it 


would not be possible to deprive the USSR entirely of natural 
rubber, it might be practicable to limit shipments to the USSR 
to requirements for current consumption. Effective containment 
of the USSR would require correlated export control in all major 
producing countries. 








It 
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It is exceedingly unlikely that any of the rubber pro- 
ducing countries would be willing to restrict exports to the 
USSR and its satellites unless guaranteed that the action 
would not result in a rubber surplus and declining rubber 
prices. Therefore, if the US is to request the producing 
countries to.control exports to eastern Europe, it must be 
prepared to support the natural rubber market at an agreed 
level. The market for natural rubber is controlled in large 
degree by US purchases and policies. In 1948 US industry con- 
sumed a tonnage equivalent to 41% of world production. Of 
even greater importance to the world market than quantity 
purchased, is US policy: the price at which government- 
produced synthetic rubber is sold in effect. sets a ceiling 
on the price of natural rubber, and the existence of a world 
rubber surplus depends on the quantity of natural rubber pro- 
cured for the government stockpile and the proportion of 
synthetic that must be consumed because of government regulations. 


Requirements of Proposed Rubber Program In order to be 
ottectine in depriving the USSR of rubber, the program would 


have to include a commitment from all major producing countries: 
1)’ to limit exports to eastern Europe to a specified tonnage; 

2) to be content with deliveries of specified tonnages for the 
_US stockpile; and 3) to institute export controls. Such a 
program probably also would need to include as a minimum a 
commitment from the US to purchase a specified quantity of 
rubber for stockpile at a predeterminéd rate at prevailing 
market prices. 


- Natural Rubber Strategically Important The US is stock- 
piling natural rubber as a strategic and critical material 


indispensable in the manufacture of large truck and airplane 
tires and highly desirable in the manufacture of other products 
important to both the military and civilian economies. 


Both the US and the USSR are dependent for natural rubber 
on countries in the Far East, principally Malaya,:Indonesia, 
Ceylon, Siam, French Indo-China, and Burma. In turn, the 
economy of all Southeast Asia is in large measure based on 
natural rubber. <A poor market for natural rubber would add 
to the political unrest already evident in the Far East, 
while an improved market would tend to stabilize conditions. 


Rubbér is important also in east-west trade. The Nether- 
lands has formal commitments to supply natural rubber to 
Bulgaria, Czechoslovakia, Finland, Hungary, Poland, and the 
USSR. Rubber was described as a keystone in the recently con- 
cluded trade agreement between Poland and the UK, and in its 
trade agreement with the USSR the UK agreed to facilitate ship- 


ments of natural rubber to the Soviets. 
Recent 
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Recent and-Immninent. Rubber Discussions With Other Countries 
In October 1948 the USSR offered to buy Ceylon*s 1949 output 
of high-grade rubber. ‘(See page 9, Nowember 22, 1948 issue of 
Current Economic Developments.) After conversations with the 
US and the UK, Céyion declined to enter into a government-to- 
government rubber contract with the Soviets. The Ceylonese . 
Ambassador.has discussed the rubber problem with officers of 


the, Department. ane further discussions may be held. 











" Ys- UK ‘Aiequsstons: ‘of: the ‘probiem presented by Soviet rubber 
buying were, held: im Washington on January 14, 1949, at the re- 
quest cf the British. The British had refused our request that 
they prevent further shipments of rubber from Malaya to the 
USSR whe: Ambassudor: Douglas-raised the question with them last 
July.. They..then ecntended that ‘there was no evidence of Scviet 
rubper stockpiling; that sales of natural rubber to the USSR 
were in acccrdance with the existing USSR-UK trade agreement 
and were considered ordinery commercial transactions; and that 
the UK must obtain Soviet grain. (See pege 2, August 9, 1948 
issue of Current Ecoiiomic Developments.) In the January meet- 
ing, however, the UK admitted that if the USSR is permitted 
to continue unrestricted purchases, it will be able to stock- 
piie natural rubber, and they asked whether the US would be 
willing to increase its stockpile purchases by 70-90,000 tons 
a year in orcer to prevent this quantity from ging © 
to the Soviets. 





A general discussion of the world outlook for rubber will 
take place in March at the sixth meeting of the Ruvber Study 
Group, of which twe Iron Curtain countries are members. 


* * * 


RELIE™* Pt CIAGE Negotiations with ERP countries for the duty- 

IS SiGNSD free entry of relief packages and relief sup- 
plies, as well as defrayment of inland trans- 
yortatiun charges on such supplies out of counterpart funds, are 
nearing coz:nelusion. The Department and ECA, which havre ccnducted 
the negotiations in accordance with the ECA legislation, have 
concluded relief package agreements with the UK, Italy, France, 
the Netherlands, the US-UK and French zones of Germai ny, Greece, 
Trieste and China. The cnly cther agreements yet to be signed 
are those with Belgium, Luxembourg anc Austria. The one witn 
Austria is expected to be signed mementarily. Agreement" s which 
have been drawn up for Belgium and Luxembourg are agreeatie to Doth 
those countries and ourselves, except that Belgium and Luxsmoowg 
ween to place a limitation on their liabilities to defray inlana 

transportation charges. Norway and Denmark refused to obligate 
themselves in the bilaterals to sign such agreements, but there 
are indications thet Norway may be interested in conclucing a 


relief package agreement. 





* * * 
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US EXPERTS PREPARE REPORT FOR A.report on Saudi Arabian 
OAUDI ARABIA ON CURRENCY REFORM currency reform has been pre- 

| pared by two US experts at 
the request of the Saudi Arabian government. The first in- 
stallment of the report, which was delivered to the Saudi 
Arabians in November, deals with a monetary program for stabi- 
lizing the value of the Saudi Arabian riyal; the second in- 
Stallment, which was just completed, out tiines the methods by 
which US. dollar currency may be. introduced into Saudi Arabia 
as a lawfui currency to supplement the riyal. The experts are 
planning additional reports covering fractional coinage and 
other problems. 











The first problem which was faced in the formulation of 
a currency reform program for Saudi Arabia was the selection 
of a currency to which the riyal should be tiei. Up to the 
present time the silver riyal and the gold sovereign, as well 
as certain small coins, have been the principal mediums of 
exchange in Saudi Arabia. Until the latter part of 1948, the 
government expressed the value of the riyal in terms of the 
gold sovereign. However, with variations in the dollar price 
of gold on the world market, the relationship between the 
values of the sovereign and the riyal has not remained constant. 
This problem has been strikingly indicated by the sharp decline 
in recent months in the value of the sovereign in the Jidda 
market. This decline resulted from the increased supply of 
Sovereigns as a consequence of ARAMCO's payment of royalties 
in sovereigns. (Because of this, it is amticipeted that Saudi 
Arabian government mey demand that these. royalties, which consti- 
tute the chief source of its income, be paid in dollars, rather 
than sovereigns.) 


Since a large proportion of the goods in Saudi Arabia are 
imported, the report stresses the importance of maintaining 
Stability between the riyal and the prices of goods in foreign 
countiies. This, in the opinion of the experts, could not be 
accomplished by tying the riyal to the sovereign, as had been 
Suggested. Instead, the report recommends that the value of 
the riynl ve maintained stable with respect to the strongest 
possible foreign currency--the US doliar. The recommended ex- 
change rate between the riyal and the dollar is four to one, 
or %.25 per riyal, a rate which the government has adopted. 

t is further recommended that a stabilization fund be estab- 
lishec by the government to maintain this rate of exchange. 


The report points out that it is essential, in order to 
maintain a stable currency, that there be no uncertainty about 
its usability everywhere and by everyone , including the right 
to exchange it into other currencies at not less than its 


official 
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official value. Therefore, it. ds vecetinnntes that the Saudi 
government remove all the present requirements. for. permits for 
monetary and foreign exchange operations, with the. exception 

of certain limits on the export. of riyals which are necessitated 
by the present riyal shortage. 


The first installment of the report also includes among 
others, chapters on specific steps for stabilizing the riyal- 
dollar exchange rate, a report on the monetary problems of the 
east coast of Saudi Arabia (where the oil wells and airfield 
are located), and a program for the establishment of a Saudi 


“ Arabian paper currency. The subsequent decision of the Saudi 


Arabian government, approved by the US experts, to use US dollar 
currency instead of a | Paper Payes, rendered this last chapter 
obsolete. 


The second installment of the report deals with the methods 
by which US dollar currency could be put into circulation in 
Saudi Arabia. The following are the four principal means by 
which this could be accomplished: 1) by meeting part of the 
government's payrolls and other internal expenditures by pay- 
ments of dollar currency; 2) by having ARAMCO and other .companies 
pay out some dollars as part of their payrolls; 3) by letting 
individuals bring in dollar currency if they so choose; and 4) 
by the government's offering to pay out dollar currency in ex- 
change for riyals upon request. The report cautions, however, 
that the government should not force dollar currency on the 
country, but should supply only that amount which the public 
is willing to accept. The question of the proportion of riyals 
and dollars in circulation at any one time should be self- 
adjusting, depending upon the preferences of the people. In 


---oerder to maintain the stability of the riyal and the successful 





use of dollar currency, the government must ensure that some 
publiciy known points in the country, banks or government agents, 
will be ready to exchange dollars into riyals freely, without 

any deviation from the parity rate of exchange of four to one. 

It is also recommended that all restrictions on importing, trading 
in, and exporting dollar currency. ont. quer enenange should be 

" removed. | ie ost é. 


Rin cxserte advise that, before paying out any dollars, 
the Saudi governucnt should have adequate reserves of riyals 
to meet any demands for redemption. In view of the present short- 
age, it is. recommended that a supply of riyals be ordered from 
the US Mint. The experts believe that this shortage. may prove 
to be temporary, and that the use of US dollars will reduce future 
- demands for riyals;. They also suggest that, before introducing 
dollars into Saudi Arabia as a whole, the government experiment 
on a small scale by paying part of the Jidda payroll in dollar bill: 


x oe * 
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SOUTH AFRICAN EXCHANGE REGULATIONS In response to repeated 
AFFECTING SHIPPING ARE ADJUSTED representations that South 

_ African exchange regulations 
are discriminatory against US shipping, the Office of External 
Affairs has announced adjustments in these regulations. (See 
page i< January 10,:1949 issue of Current Economic D Development's. ) 
As of April 1, the "end of the-.current’ quota a quarter, all shipping 
charges will be deducted from dollar quotas of importers regard- 
less of the currency in which paid, with the exception that. 
vessels of South African registry shall be exempted from this 
provision. ‘In strictest: confidence the External Affairs Office 
has. indicated that this exception will apply ‘only ‘until sometime 
after June 1 ‘6r at the latest June 30, after which ali lines of 
whatever flag will receive parity treatment, without ao 

in favor of vesSsels::of South African registry. This plan to: 
remove: special flag protection for vessels of South African 
registry will not be announced: just yet. US flag lines affected 
by thé‘ regulations have expressed satisfaction with these 
OFPERGSEIASS » 























. During the interim the South atetenn Marine's charter 
position will be permitted to continue to a degree necessary 
to maintain present sailings to the US. However, no South 
African or other excepted line will be permitted to increase 
Sailings to the US above the schedule currently prevailing. 
and no other line will be allowed to enter this trade. It is 
intended to maintain the status quo.and not increase the ad-. 
vantage ° or ‘excepted lines. -Evidence that a line has been ply- 
ing the US- South African route must be provided by anyone 
endeavoring to profit from the exception mentioned. Also, 
no further chartering and no switching of routes from sterling 
or non-sterling areas to: take. advantage thereof will be permitted. 
The present South African flag fleet consists of appreseaeesy 
five vessels. | | 


a x 


ECEFP APPROVES INCREASED UN FUNDS The US should support in- 
FOR TECHNICAL ASSISTANCE PROGRAMS creased funds for imple- 

- menting an expanded program 
of technical: assistance through’ ‘the United Nations and. the 
specialized agencies, it was decided last week at a meeting cf 
the Executive Committee for Economic Foreign Policy. This 
position, which will be stated, by our representative at the 
current ECOSOC: session in- connection with the agenda item on 
economic development, will bear evidence that the President's 
"point four" program: "ts ‘ping enrol tied in with the: sh 


“The 
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The US will consider increased contributions to UN and 
the specialized agencies for this purpose and will approve the 
creation of necessary machinery within UN such as a Commission 
on Economic Development. We will propose that the Secretary 
General, in consultation with representatives by the appropriate 
specialized agencies and the Organization of the American States, 
should prepare for ECOSCC consideration at its next session a 
concrete program for enlarging UN technical assistance activities. 


Special Operating Budget Suggested We will suggest that 
a "special projects" budget be considered in this regard. The 


US contribution to the present UN budget is about 40%; our 
contributions to the budgets of the specialized agencies con- 
cerned range from 18% for the International Labor Organization 
to 38% for the World Health Organization. It is our policy to 
maintain a reasonable percentage ceiling on the contribution 
of any one country to the ordinary budgets of international 
organizations, in the interest of the organization itself. 
Thus, an enlarged technical assistance program on the basis 

of present scales of contribution to ordinary budgets would 
place a burden on many countries which are unable to support 
an increase in their contributions. By setting up a special 
projects fund, the US and other more favorably situated coun- 
tries could contribute larger shares on a voluntary basis and 
possibly to some extent in soft currency. The total amount 

of this budget and its scale of contributions would be agreed 
to by all the countries contributing to it; would not be voted 
by the UN itself; and no member would be required to contribute 
without its consent. This budget, as well as sums provided 

in the ordinary budget for technical assistance, could be 

used for direct expenditures by UN and for reimbursing parti- 
cular specialized agencies for technical assistance work 
undertaken by them specifically for economic development. 

We will also in appropriate cases consider similar project 
budgets within the appropriate specialized agencies for 
technical assistance more directly related to the central 
purposes of such agencies than to economic development as 
such. We propose to recommend to Congress elimination of 

the present absolute ceilings imposed by legislation on Us 
contributions to such agencies as FAO, ILO and WHO. The US 
would also favor an increase in the ordinary budget of UN to 
take care“of technical assistance activities as well as any 
enlarged administrative expenditures resulting from the techni- 
cal assistance program without, however, increasing the present 
percentage contribution by the US to the ordinary budget. 
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NEGOTIATIONS ON BERLIN Efforts to find a solution to the 
CURRENCY UNSUCCESSFUL "Berlin situation" through the medium 

) | of a committee of neutral experts 
under the auspices of the President of the Security Council 
of the UN have proven unsuccessful. During the meeting of the 
General Assembly in Paris last fall, Argentine Foreign Minister 
Bramuglia, then President of the Security. Council, personally 
appointed a committee of experts to come up with a plan to 
settle the currency impasse in- Berlin. He hoped that such a 
plan could then be adopted simultaneously with the lifting of 
the Soviet-imposed blockade of the city. The committee's pro- 
posed solution was unacceptable to the US, UK and France and 

' the US submitted’’a counter-proposal which the UK and France 
recommended for consideration. The counter-proposal was sun- 
marily rejected, however, by the Soviets on the. ground that 

it. lay outside the committee's terms of refereme, and as a 
result the committee did not give serious technical considera- 
tion to the US suggestion. The Soviet representative offered 

a number of amendments to the proposal put forward by the 
neutrals but left the impression with the committee that the 
USSR might be persuaded to accept its proposals in more or less 
their original form. This oral indication of agreement was 
maae only after. the western powers had made it clear that they 
could not accept the recommendations and was probably a tactical 
move on the part of the Soviets. Their action will place the 
western powers somewhat on the defensive when and if the report 
comes up for Security Council discussion. 








History of the Berlin Currency Dispute Following the 
withdrawal of the Soviets from the Allied Control Council 
last spring, the western powers in June instituted a currency 
reform in their zones of Germany.: It had long been recognized 
that a general currency reform was. needed throughout Germany 
if serious inflation and the inevitable consequences were to 
be avoided. The Soviet walk-out made it imperative that the 
west take action and a west deutschemark was introduced re- 
placing the former currency. The Soviets countered this move 
by introducing a new currency into their area of cccupation 
and issued a decree purporting to make the east zone mark the 
sole currency for the entire city of Berlin. At the same time, 
the circulation of the west zone mark was prohibited in Soviet 
occupied territory. The western powers, hewever, continued 
to permit use of the east mark as legal currency for all essen~- 
tial payments in the western sectors of Berlin. Nevertheless, 
the Soviets imposed a surface transportation blockade between 
Berlin and the western zones of Germany and we had to resort 
to the airlift to keep our-sectours of the city supplied with 
food, fuel and raw materials. 




















In 
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. In an attempt to reach a quadripartite solution, the 
western powers initiated negotiations in Moscow to seek a 
settlement. of the ‘blockade and currency questions. Our de- 
Sire to reach a solution impelled us to make this effort 
even though we had frequently stated that we would not nego- 
tiate so long as the blockade continued. At the Moscow dis- 
cussions, agreement was reached "in principle" to the lifting 
of the blockade provided that the east mark be adopted as 
the sole currency under the control of a Four Power Financial 
Commission. However, the Moscow agreement, known as. the. 
August 30 directive, was subject to the working out of details 
by the military governors of the four occupation powers. These 
detailed negotiations floundered miserably when the Soviets 
stuck upon a number of points, including their refusal to agree 
to the Commission exercising any control over the currency- 
issuing bank in the Soviet zone even so far as its operations 
with respect to Ferlin were concerned. 


Unable to obtain any positive accomplishment on a quadri- 
partite basis, the western powers submitted the entire problem 
to the Security Council as a threat to the peace. In the 
Security Council, a resolution was offered providing for the 
lifting of the blockade of Berlin in exchange for an under- 
taking by the western powers to negotiate currency arrange- 
ments on the basis of the August 30 directive within a period 
of 30 days. The Soviets vetoed this resolution on the basis 
that the currency settlement should be simultaneous with the 
lifting of the blockade. It was then that Bramuglia appointed 
a committee of neutral experts to study the question and to 
_ Submit a report to the President of the Security Council. 


Neutral Committee The terms of reference given this 
committee were in two parts; the first, which was informally 
developed with the representatives of all the occupying 
powers, instructed the committee to recommend the terms of 
an equitable settlement, taking into account the August 30 
directive and information concerning subsequent developments; 
the second, about which Bramuglia consulted no one, stipulated 
that the committee should seek to produce a plan which would 
be agreed upon in advance with experts representing the occu- 
pying powers. This latter instruction had the effect of 
slanting the committee's activities to one of mediation and 
compromise rather than an objective and impartial study of 
the Berlin currency and trade problems as we had hoped. 
Furthermore, the second part of Bramuglia's instructions to 
the committee laid much more emphasis on the August 30 direc- 
tive by instructing the committee to draw up a program to 
enforce the terms of the directive, and specifically instruct- 
ing the committee to seek a settlement on the basis of the 





east 
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east mak. The western powers, on the other hand, had con- 
stantiy referred to the development of a "single currency" 
for Berlin in order to leave the door open for alternative 
solutions to the problem. While the recommendations of the 
committee represent a great advance, technically speaking, 
over anything previously formulated, many of the proposed 
operating standards are defective and leave many important 
decisions to the discretion of administrative bodies, with 
the Soviets given a predominant voice on these bodies. In 
view of the very inadequate protection and safeguards given 
to the west by the committee's proposals, the issue boiled 
down to whether or not we could afford to stake our position 
on the assumption that the Soviets would exercise a tolerable 
degree of good faith and good will in joining with us to imple- 
ment the agreements. The US felt that the risk was too great, 
at least so long as the administration of Berlin was split 
and so long as we remained at loggerheads with the Soviets 
over the political situation there. We were unable to get 
the French and British to join "ith us in a counter-proposal 
or a statement that the committee proposals were wnworkable. 
Although they were sympathetic to our proposals, they would 
not take the stand that the committee. proposals were abso- 
lutely unsatisfactory. We decided to submit unilaterally a 
proposal geared to the circumstances of a split city. 


Western representatives and the Soviet representative 
appeared before the committee but never at the same time. 
Although at first the Soviet presented numerous substantive 
amendments to the committee's proposals, when it was evident 
the US was rejecting the proposals altogether, he sought to 
leave the neutrals with the impression that the USSR would 
have accepted the committee's proposals more or less with- © 
out change. 


US Counter-Proposal Our counter-proposal was aimed at 
contriving a radically simplified plan which would reduce to 
a minimum the area over which it would be necessary to spell 
out concrete operating standards or to vest discretionary 
authority in administrative bodies. It also took into account 
the factual conditions in Berlin where through the studied 
unilateral initiative of the Soviet authorities since August 30, 
the polifical, economic and administrative split of the city 
has been carried out. Briefly, our plan was that the Soviets 
would freely make their currency available to the western 
sectors of Berlin so long as there was no adverse impact upon 
currency stability in the Soviet area of occupation. Pro- 
tection would be afforded the Soviets by giving Soviet authori- 
ties the right to exercise control over economic intercourse 
between the western sectors and the Soviet sector and zone 


and 
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and by providing that the currency supply could be cut off. 

at any time if the general price level in west Berlin was ; 
determined by a neutral commission to have risen significantly 
above the corresponding level in the Soviet areas. Under. 
this proposal, the western sectors of tne city would be left 
with almost complete autonomy in the management of their own 
currency and credit affairs. We also proposed a similar 
autonomy for the conduct of external trade for the western 
sectors. ‘Our proposal did provide for a quadripartite super- 
visory Financial Commission but its functions would have been 
largely reduced to that of an initial forum for discussion 

of alleged breaches in the agreement. We felt that this plan, 
operating as an interim modus vivendi, would pave the way ' to 
the lifting of the blcckade and the resumption of direct 
negotiations between the occupying powers looking to the’ 
settlement of the entire German question. 








UE_and French Attitudes The British and French repre- 
sentatives never abandoned hope of reaching a solution through 
the neutral committee and offered a number of amendmerits in 
an effort to make the committee proposals workable. Through- 
out the discussions, the French followed the lead of the 
British and never acted as an effective independent force. 
Neither thé UK nor France joined with us in sybmitting the 
counter proposal in the vain hope that something could be 
worked out. From the very outset, however, they expressed 
warm sympathy with our proposition and in the end joined 
with us in commending the counter-proposal to the committee's 
attention as an interim solution. The UK and France thought 
it undesirable to reject the proposals of the neutral committee 
outright lest the onus for failure to reach agreement would 
fall upon the western powers rather than upon the Soviets. 
However, they fully recognize the weaknesses of the committee's 
proposals and, if there is to be any discussion within the - 
Security Council of the committee's report, it seems likely 
that the western powers will be able to present a united front. 








* * 


PORT ie TOWARD The President has ensperes the Depart- 
PUCOSLAVIE SLAXED ‘ment's recommendations, along the lines 


of Embassy Belgrade's suggestions, for 
relaxation of US export policy toward Yugoslavia: in @der to 
take full advantage of the: split between Tito on the @® hand 
and the Kremlin. and Cominform on the other. (See’ 
January 31, 1949 issue of Current Economic Dev *§ We 
have Asked ’ ambassador Harriman to int orm OEEC countr with 
Which we have been negotiating for the limitation of exports 





to 


DECLASSIFIED FOR PUBLICATION IN FOREIGN 
RELATIONS OF THE UNITED STATES } 








£&ECRET 
= 


to eastern Europe of our policy which is to become effective 
at once, and to inform them that we have no objection to 
their proceeding similarly. Implementation cf the following 
recommendations is to be accomplished quietly without public 
announcement of any kind, and no formal statement regarding 
the new policy will be made to the Yugoslavs. 


Goods which are not in short supply and which may be 
exported to Yugoslavia without endangering our national 
security will be licensed for shipment from the US to Yugo- 
Slavia without interdepartmental clearance for the full amount 
of the epplication unless the applicaticn, in the opinion of 
Embassy Belgrade, exceeds in quantity legitimate requirerents 
of the Yugoslav economy. Some of these <oods may be of con- 
siderable importance to war potential but they represent a 
threat to our national security only as they reach the Soviet 
orbit in large aggregate amounts. As long as the existing 
controls in the export of these items to the Soviet satellite 
countries continue in force, the export of these items to 
Yugoslavia does not represent a threat to our national security. 
Items in this category (1-B or lower) in short supply will be 
licensed to Yugoslavia,in accordance with the regular pro- 
cedure for such goods, to the extent needed to cover genuine 
immediate needs of the Yugoslav economy and to the extent 
available supplies and ERP requirements permit. 


The prohibition on the shipment to Yugoslavia of munitions, 
goods required for producing munitions, or items which make 
a very important contribution to war potential (i.e. 1-A items) 
has been removed. Shipments of goods in this category will 
be licensed by Commerce or State, after consultation with 
the Secretary of Detense, when licensing serves US national 
interests. Atomic Energy Commission items will not be licensed 
for shipment to Yugoslavia and it is not our intent to license 
1-A goods indiscriminately. We will, therefore, consult with 
the .eading CEES countries concerning specific approvals of 
items classed as l~A. 


If advance governmental approval is requested for place- 
ment of orders in the US for goods requiring a long production 
period, general assurance of eventual licensing will be given 


for all 1-B items or lower. Assurance on 1-A items will be 
given if the interdepartmental committee approves. 


Inasinuch as Yugoslavia's current balance cf payments 
Ssitustion is critical and the limited amounts of foreign exchange 
available will permit only a minimum of essential purchases, the 
US government will offer no objections to private commercial 
credits of a short or medium term and will not cbject if the 
International Bank extends credits. 


Application of this modified policy is at all times contin- 
gent upon a continuing review of developments in Tito's policies. 


including in particular his attitude toward Greece. 
. * * 


DECLASSIFIED FOR PUBLICATION IN FOREIGN 
RELATIONS OF THE UNITED STATES 














SECRET 
eo 6 « 


ECE TRADE COMMITTEE According to our representative at the 
HAS FIRST MEETING ECE trade committee, there is a wide- 
spread feeling that the first session 

of the committee, which was held in Geneva February 7+12, was 
successful although positive accomplishments were limited. 
The committee unanimously adopted a compromise resolution 
reguesting the secretariat, in consultation with the govern- 
ments concerned: 1) to prepare a brief list of commodities 
in short supply in Europe; and 2) to determine the possibili- 
ties of expanding production and export of these commodities 
and the need for equipment and other goods in order to achieve 
such expansion. of production and export. It also passed a 
relatively innocuous resolution requesting the secretariat 

to make further studies of trade and payments mechanisms. 

The Czech resolution asking the secretariat to investigate 

US export licensing policy was defeated 11-6. 





US Export Licensing Policy Attacked The fairly mild attack 
on US export policy made by the Soviet delegate during the open- 
ing session was followed by numerous anti-US attacks which were 
confined primarily to specific allegations that US export licen- 
sing policy interferes with orderly development of east-west 
trade and hurts both western and eastern Europe. In reply, 
our delegation reiterated our position that so long as the 
USSR pursues a policy widely regarded as aggressive, the US 
will not export goods of significant military value to the 
Soviet Union or nations controlled by it. Our delegation also 
Suggested that if proponents of the Czech resolution calling 
for investigation of our export licensing policy were seriously 
interested in discrimination they should investigate discrimina- 
' tion practiced by the USSR and its satellites. , 





Eastern European Attitude This is the first time. that the 
USSR has participated in a regular session of any ECE technical 
committee. Our delegation felt the Soviet representatives were 
definitely less obstreperous than at previous Geneva: meetings. 
In addition to the attacks on US licensing policy, the USSR and 
satellites stressed the importance of east-west trade to Europe 
as a whole, the extension of bilateral agreements, and the need 
for development of eastern Europe. Eastern Europe, which 
obviously is interested in securing equipment, credits and 
development goods, may be laying the groundwork for a renewed 
attempt to obtain a separate economic development committee. 





Organization With the exception of Iceland, all ECE 
members attended the trade committee meeting. In addition, 
there were observers present from Bulgaria, Hungary, Rumania, 





Switzerland 
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Switzerland and Itazy. Three ad hoc working parties were 
created to discuss respectively, short-term trade and pay- 
ments problems, long-term trade expansion problems, and 
other problems. 


The next meeting of the trade committee, which is 
scheduled to be held in May, will continue work related 
to the list of potential exports of raw materials from the 
east and machinery and equipment from the west. 


* * * 


SPAIN'S ECONCMIC Spain's economic situation is becoming 
SITUATION SERICUS increasingly serious and some observers 
predict a collapse in six months unless 
outside aid is forthcoming. Our Charge in Madrid, while 
unconvinced that a breakdown is a certainty, believes that 
it is possible, particularly if the drought continues and 
if Argentina doesn't supply wheat or should curtail present 
credits. In 1946 Spain drew about 500 million pesos credit 
from Argentina. While the Argentine agreement is still 
operating, the recent economic shifts in Argentina have made 
Spanish officials very fearful that it will not be carried 
out. Spanish officials are now negotiating for credits in 
France, Belgium, and Switzerland. In early February a $25 
million revolving credit from the Chase National Bank was 
announced, but the fact tnat it was secured by deposit of 
gold evidenced the desperate anxiety of the government. 








Our Chargé reports that probably Spain's sunny weather 
has been its worst enemy. While the drought is not yet dis- 
astrous, Spanish trade will be seriously upset if it continues. 
Normal Spanish imports of wheat, corn, potatoes and oils would 
have to be increased, and pulses, sugar and barley would have 
to be added to import requirements. Export availabilities 
would at the same time be reduced. The olive crop, leading 
earner cf dollar exchange, is already known to be poor. 


The major part of all Spanish industry is normally 
dependent on electric power and the source of power is 90% 
hydraulic. Today some reservoirs are completely empty and 
industrial power has been restricted in some areas to six 
hours per week. Unemployment is increasing. Many enter- 
prises are over-extended on their bank commitments and are 
saved from bankruptcy only by a policy that banks renew 
loans rather than risk an epidemic of cefaults. While not 
ail industries and businesses are embarrassed, the ones 
experiencing difficulties are numerous enough to cause appre- 
hension by the bankers. 
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The November forsign'’ trade figures for the first eleven 
months of last year show an ovei*dli' deficit for Spain of 378 
million gold pesetas against 281 million for the full year 
1947. A new multiple exchange rate system was introduced 
in mid-January which was planned to be self-financing with 
premium rates on imports producing the revenue to pay the 
premiums on exports. Information is not yet available to 
indicate whether the balance of trade has improved as a re- 
sult of this new policy, but it has been reported that ex- 
porters have been reluctant to consummate transactions at 
the existing rates owing to reports that rates would be changed. 


The Department has been studying these reports and is 
now formulating its views. Spanish officials have informally 
indicated that Spain could not talk about our air agreement 
withsut discussion of the economic means for making it 
mutually advantageous. We had advised them we would consult 
under the air agreement on problems germane to it but empha- 
sized that economic problems should be discussed separately. 
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JOINT BRAZIL-US TECHNICAL As a result of five months' study 
COMMISSION ME KES REPORT ~ in Brazil of the economic and 
social problems of that country, 
the Joint Brazil-United States Technical Commission prepared 
4 repert which it presented to the Finance Minister and Presi- 
dent of Brazil and to the US State Department. The revort 
represents the views of the Joint Commission and does not 
represent any commitment on the part of the US or Brazilian 
governments. The Joint Commission was established in 1948 
as a result of Brazil's. request for US technicians to colla- 
borate with Brazilian technicians in an analysis of the 
factors which tend to promote or retard the economic develop- 
ment of Brazil. Its report is divided into three parts: the 
first discusses the general problems involved in the Brazilian 
economy; the second outlines the development needs of the 
major sectors of the economy; and the third covers the problems 
of financing the required economic cevelopment. 








General Problems of Brazil Economy In appraising those 
factors which are characteristic of Brazil's economy, the 
Joint Commission points especially to the lack of a balanced 
development between such underdeveloped elements as cattle 








raising 
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raising, agricultural production, and transportation on. the 
one hand- and the growth of cities and: industrial: expansion 

on’ the other. The Commission: believes that both industrial 
and agricultural developmeaét must- work hand in hand. Improve- 
ment of agricultural and cattle production and. of the trans- 
portation and commercial distribution of foodstuffs is there- 
fore one of Brazil's greatest problems. The present deficien- 
cies in these fields are a dominating factor in the current 
increases in food prices, and would emphasize the inflationary 
aspects of a development program which did not take them into 
account. Only through improvement of these factors can the 
productivity of the majority of Brazil's people be increased. 
The report also points out that the fundamental bases of 
Brazil's development iie ina larger supply of electricity 

and fuels. 


In rye Brazil's international trade position, 
the report points to the necessity of controlling imports 
while balance of payments difficulties exist. The Joint 
Commission feels that such controls must be supplemented by 
strong efforts to broaden and improve Brazil's exports and 
to develop efficient domestic production of a number of indus- 
trial products and additional domestic sources of fuels, the 
imports of which weigh heavily on Brazil's international 
Dalance of payments. 


The report also emphasizes financial stability as a 
prerequisite to economic development. The continuation of © 
a vigilant credit policy is recommended to maintain this 
stability. However, a greater flexibility in agricultural 
credit is recommended, provided it increases production with- 
out stimulating the accumulation of stocks of a speculative 
character. 


Development Needs In considering the development require- 
ments of the various economic sectors of the country, the 
Joint Commission was assisted by the studies prepared for the 
SALTE Plan. (See page 7, March 15, 1948 issue of Current 
Economic Developments.) The SALTE Plan represents the program 
prepared by Brazilian technicians for the development of the 
Brazilian economy in the fields of health, sanitation, food, 
transportation and power and is currently under consideration 
by the Brazilian government. 








The possibility of increasing agricultural production 

through greater use or fertilizers, construction of a network 

of warehouses, and improvement of techniques by a wider use of 
equipment is emphasized. On the other hand, the report recog- 
nizes that further development and re- ~equipment of industries 

is an essential element in the economic progress of Brazil and 
Suggests a number of industrial commodities in the production of 
which further development appears to be feasible and desirable. 
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This section of the report also includes: comments on the 
production and industrielization of fisheries, on forestry, and 
on manpower. In view of the fact that there is practically no 
unemployment in Brazil and little surplus productive capacity, 
the development program will, at the outset, be limited to 
labor and materials diverted from less essential activities, 
The report, therefore, recommends not only methods for improv- 
ing the productivity of the currently available manpqwer but 
also the desirability of selective immigration to increase the 
manpower supply, particularly immigration of skilled workers 
and technicians, : 


Financing Development In discussing financing of economic 
development, the report emphasizes the importance of financing 
from non-inflationary sources. The mobilization of Brazil's 
national currency resources, as well as obtaining foreign 
currency, is essential, since in many cases items to be financed 
in cruzeiros are larger than those to be financed in foreign 
currencies. The Joint Commission believes that Brazil's re- 
sources in national currency are not so small as is often re- 
ported,.but that they are now over-invested in urban real 

estate to the neglect of important sectors of the economy. 
The Commission believes that a wise government budgetary policy 
and a.vigilant credit policy can put an end to this distortion 
of investments. The report, therefore, recommends the reorgani- 
zation off the securities market, including the discontinuation 
of forced government loans; the establishment of a Central Bank 
and a Rural Bank; and increase in tex revenues through improved 
collection methods, and a reorganization of the stock exchanges. 











The report points out that financial resources from abroad 
are.also of the utmost importance in Brazil's development program. 
In this connection it is necessary to increase Brazil's credit 
standing abroad and instill confidence in the minds of potential 
foreign investors. Tne Joint Commission, therefore, recommends 
the continuation of Brazil's liberal policy with respect to the 
transfer-.of earnings and the expatriation of capital, with the 
suggestion that such liberalizations as have resulted from ad- 

. ministrative procedure should be formalized. These liberal 
policies are themselves, however, dependent on Brazil's re- 
Sources of foreign exchange, . 


The Commission also points out that creation of conditions 
favorable tc the flow of investments from one country to another 
cannot be a one-sided undertaking. Not only must Brazil pave 

. the way for receiving capital from abroad but also countries 
with capital resources, like the US, might promote measures 
to stimulate.the flow of capital into Brazil. The main obstacle 
to the flow of capital from the US to Brazil is the unavaila- 
bility of foreign exchange. The Joint Commission therefore 


suggests 
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suggests consideration of a cooperative arrangement between 
the US and Brazil which would offer to private investors in 
the US guarantees assuring to tnem prompt transfers of their 
investments from curzeiros into dollars should they wish to 
do so. It is also suggested that consideration be given to 
an investment treaty for the encouragement and protection 
of investments. Another suggestion is a tax agreement be- 
tween Brazil and the US, aimed not only at avoiding a dupli- 
cation of taxes, but perhaps also going to the extent of re- 
ducing taxes levied upon the income of US capital invested 
in certain undertakings in Brazil. 


It has also been suggested that a system be set up whereby 
one centrai "Authority" would be responsible for coordinating 
and possibly controlling the work of the various Brazilian 
agencies in each developmental field. Such @n Autnority would 
be charged with preparing technical and financial plans in 
varicus fields to facilitate the provision of capital resources 
for their expansicn; for example electric power projects, coal 
mines, and iron ore production. 


The report was originally prepared in English and was 
translated into Portuguese for presentation to Brazil. It 
will be released to the public in Brazil and the US upon the 
Department's approval of the Portuguese translation. 
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MOVES TO Since the US lacks adequate supplies of tin 
B metal and tin. ore for commercial needs and to 


meet strategic stockpile objectives, interested 
agencies are currently exploring means whereby greater prog~ -- 
ress may he mate toward satisfying requirements. We have 
instrusteé US representatives in London to urdertake as soon 
as convenient negotiations with the UK for a tin agreement 
in accordance with the ECA bilateral, which provides that 
the UK will facilitate the transfer to the US, for stockpiling 
or other purposes, of materials required as a result of de- 
ficiencies or potential deficiencies in the US. We are pre- 
paring instructions to our representatives in the Hague and 
Brussels to conduct similer negotiations with the Dutch and ' 
Belgians. In addition, the prospective inter-governmental 
commodity agreement, as proposed by the International Tin 
Study Group, (see page 10, November 15, 1948 issue of Current 
Economic Developments) is ’ being | considered by the US. It is 
our present view, however, that because of the number of un- 
resolved questions, it is advisable that a conference to 
negotiate a multilateral agreement be delayed until after 
another meeting of the Study Group. 


Bilateral Negotiations We suggest close liaison in the 
bilateral negotiations with the three OEEC countries gince 
the four-year votal of tin metal procured by the US in all 
agreements should approximate, but not exceed, 125,000 tons. 
We also want in ali bilateral agreements similar provisions 
on allocations, prices, liquidation, option for US industry 
and increased production. We are notifying other members 
of the Tin Study Group that we-are preceeding to negotiate 
bilateral tin agreements, making it clear that the discussions 
are independent of continuing consideration of a multilateral 
agreement and that any bilateral agreements will contain 
language making them subject to a multilateral agreement 
if one should: be ratified. 


Recommended Provisions of ‘UK Agreement - The Executive . 
Committee on Economic Foreign Policy has approved our position 
with respect to negotiations with the UK, which are expected 

to serve as a genéral pattern for other bilateral discussions. 

In negotiations with ‘the UK, an attempt will be made to obtain 

a four-year agréement, providing among other things for the 

Sale by the UK and the purchase by the US of 8-12,000 long tons 
of tin metal, at specified prices to be negotiated , with the 

US agreeing to buy an additional 8-12,000 tons if offered at 

the specified prices. The total annual US obligation is not 

to exceec 20,000 long tons. The provisions regarding quantities 
are to be inoperative so long as international allocation is 








maintained 
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maintained. During this period, however, the UK should 
agree to facilitate the procurement by the US of quantities 
of tin metal aliocated to it, but the US will not guarantee 
to take any specific portion: of its allocation from any 

one source. 


We will also sete to get the UK to assist ws in 
maintaining international allocation, should we desire its 
continuation, and in achieving strategic and industrial 
requirements. In particular, we want the UK to agree to 
use its best efforts during the period of international 
allocation to obtain for the US not less than 75% of the 
tin metal allocated in excess of 'that available for allo- 
cation in 1948. 


We want agreement on the part of the UK to use its 
best efforts to stimulate production of tin to the maximum 
to meet projected goals in Malaya, Nigera and the UK itself. 
In this connection, we would like to have included a clause 
calling for consultation with the ILO on labor productivity 
and standards if the UK acknowledges that such an insertion 
does not represent a concession to us. 


Conditioned upon commitments of US consumers to purchase 
at world market prices, the UK should agree to make available 
to industrial consumers in the US 55% of the mine and smelter 
production of the UK and dependencies. This provision would mn 
for the period of the agreement and be renewable at the option 
of the US up to a total of 30 years, but would not be opera- 
tive during the period when tin metal is subject to a system 
of international ailocation in which both the UK and US 
participate. 


During the forthcoming negotiations, prices are to be 
determined for the period of allocation. Following termina- 
tion of allocation, the prices 'of specified. grades to be 
purchased by the Us are to be negotiated annually. 


The proposed agreement would also include provision 
for the UK to deliver to the US. 900 tons of tin in ore or 
concentrates per month for a period of four years, at prices 
related to tin metal prices. The US should. be protected 
against reimposition of the special export tax on Malayan 
ore, now suspended, and should have an option to cancel tin 
ore contracts six months prior to termination of Congressional 
authority to operate the Texas City smelter. 
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‘In testimony before . 
-, House and Senate Com- 





‘mittees considering 


reviitin. ‘of. trade ‘eapeiants: Yegisiation’ and in conversa- . 


tions with officers of the Department, the domestic: jeweled 


watch industry. has, claimed to: have suffered injury in its 


trade Because of imports of Swiss watches. Although we do 
not believe. these claims of injury are justified, we feel 


‘Our’ position is untenable unless we have a clause under 


which we could take steps to protect the domestic industry 

if facts prove.serious injury from the standpoint of national 
defense. We have, therefore, asked the Swiss to consider 
ameriding. their trade agreement with us by inclusion of an ~ 
escape clause similar to that now in the General Agreement 

on Tariffs and Trade. There'has not yet been a definitive 
reply from the Swiss, but Swiss Legation officials in Wash- 
ington have expressed the view that their government would 


be reluctant to include an escape clause in the agreement. 


poate of US Watch Industry’ Since ratification of- 
the US-Swiss Trade Agreement in TS 36. the. domestic. jeweled 
watch industry: has expressed great fear of imports of Swiss 
watches although during this whole time there has-been no 
evidence that they have suffered “any” injury because of im- 
ports. Expression of these fears has been heightened in 
recent months because of the difficulties of one company, 
Waltham, even though other major US companies, Elgin and 
Hamilton,. have just finisned what is probably one of the 

most profitable years in their histories and two of the larg- 
est importers, Bulova and Gruen, have set up or are. increas- 
ing facilities for domestic production. Evidence available 
to the Department indicates that Waltham's difficulties are 
the’ result of . mismanagement rather thah Swiss competition. 


US Seeks Escape Clause in Trade Agreement We have in- 
telat? asked the Swiss to consider amending their present 


trade agreement with us to include an escape clause such as 
we now have in our agreements with 22 countries signatories 
to the General Agreement, with Mexico and with Paraguay, 

and which we expect to include in agreements to be negotiated 
with 13 additional countries at the conference to be held in 
Annecy, Prance this spring. Such-an escape’ clause Cannot be 
used. unless there is actual: threatened serious injury..to'an 
entire domestic industry as a result of concessions, included. 
in the agreement. In:actual practice, US. producers have’. 
tried only five times,.allI -unsuccessfully, to invoke the 
Clause, and of partners to trade ‘agreements with the US, 
only Mexico has invoked the clause. 





We 
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We have pointed out to the Swiss that should facts: dis= 
close that the national security of the US is being threatened 
by overwhelming imports of Swiss watches, under the present 
agreement the Administration could not correct the situation 
promptly without violation of the agreement. ~ This makes it 
difficult for proponents of the Reciproeal Trade Agreements 
Act .to give proper endorsement to the trade agreement program, 
not to mention the attitude this engenders on the part of its 
enemies. .Undér adverse circumstances, the lack of an escape 
clause in the agreement with Switzerland. might even jeopardize 
the entire trade program. 


In conversations with with officers of the Department, 
Swiss representatives in Washington have stated that their 
government would probably consider the inclusion of an escape 
clause in the agreement a’ major concession on the part of: 
Switzerland. They feel that the request for an escape clause: 
implies an intention on our part to invoke it. 


Watch Tradé Important to Swiss Approximately two-thirds 
of Switzerland's “exports to the US consist of watches and 
about one-third of Switzerland's total watch production during 
the past two years has been absorbed by the US. Watch. exports 
constitute almost 25% by value of Switzerland ' s total exports. 








Spokesmen for the Swiss watchmaking industry have pro- 
tested forcefully against what they call misleading statements 
made by some US industry representatives. They point out that 
Switzerland consistently buys more than twice as much from. — 
the US as it sells and pays cash in dollars for what it buys. 
Moreover, Switzerland is not a recipient of recovery program 
aid, but "like the US is paying substantially -to accelerate 
the recovery of Europe. Legation Rern fears that the Swiss,. 
in profest against pressures in the US: for restricting im-. 
ports of Swiss watches, will probably question the US govern- 
ment's good faith in promoting the International Trade. Organiza- 
tion and in endeavoring to obtain Switzerland's accession to 
the General Agreement on Tariffs and Trade | 


x “x * 


CZECH COMPENSATION NEGOTIATIONS After several years of in- 
= E CONTI} 


QO BE CONTINUED IN WASHINGTON conclusive conversations 
with the Czechs on principles 


of compensation for US nationalized property in Czechoslovakia, 
there is now a possibility that agreement will be reached 
within the next several months. Informal preliminary negotia- 
tions have recently been concluded in Praha and we were able 





to 
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to obtain Czech agreement to a continuation of the negotia- 
tions in Washington. The chief snag to agreement has been 
Czech refusal to include as part of the US claim the property 
of former Czech citizens who became US citizens during the 

war. This issue is complicated by the fact that in 1929 we 
adhered to a treaty on nationality with Czechoslovakia which 
provided that Czech citizens would lose their Czech nationality 
on assuming US citizenship except when Czechoslovakia is at war. 
This section of the treaty is being studied by tne Department 
to determine whether it applies in this instance. 


For negotiating purposes we are considering asking for 
$45 million in settlement of all US claims and the Czechs 
have so far tentatively offered a figure of $18-20 million, 
allowing approximately $7.5 million of this amount as compen- 
sation for investments which were originally made in dollars. 
_ The Czechs have indicated that the lump-sum settlement pro- 
cedure would be acceptable to them. 


Credits and US Export Policy Discussed In the preliminary 
-discussions, before proceeding to the specific issues involved 


in a compensation settlement, the Czechs stated their desire 
for a US credit and for the relaxation of US export controls 

on badly needed items. They pointed out that an expansion 

in exports would be necessary to enable them to meet obliga- 
tions in dollars under any compenssetion agreement that might 

be reached, and that increased purchases of raw materials 

and equipment from the US would be? a prerequisite for such 
expansion. Therefore, in order to assume obligations under 

a compensation settlement, as well as to reconstruct Czech 
international trade, the Czechs felt it necessary to seek a 
credit from the US of two or three times the amount of money 
agreed upon as a lump-sum settlement and have since indicated 
their disposition to use their share of the international gold 
pool as a guarantee for a private loan in the US whieh would 

be used to pay off US nationaiization claims. In addition, 

the Czechs felt that the US export control policy might prove 

a barrier to reaching a settlement because of the resultant 
Czech difficulty in obtaining producer investment goods from 
the US. Our representatives replied that a credit of this 

size was out of the question and that we would not accept 

as conditions precedent to a settlement either the granting 

of a credit or the relaxation of. US export controls. Our 
representatives also refused to make any commitment on what 
position the US would take regarding credits or export licenses 
‘in the event a settlement agreement was reached. The Czechs 
then stated that they were not asking for. a change in US policy, 
but that they would submit to us a list of the goods they seek. 
They wish to discuss, in connection with the compensation settle- 
ment, the possibility of obtaining some or all of these items. 
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issues To Be Negotiated The Czechs again raised the 
technical issues which have blocked settlement since com- 
mencement of negotiations in 1946. They stated that, so 
long as there is no agreed formula between the US and 
Czechoslovakia, the Czechs must consider the claims in 
accordance with Czech law. They. indicated tnat whether 
the formula arrived at in a compensaticn settlement would 
be liberal or restrictive would be dependent on extension 
of a US loan... Some of the specific points of difference 
involve: 1) treatment of claims of former Czech nationals 
who have become US r2itizens during the war; 2) treatment 
of claims which xepresent investments in Czech crowns rather 
than dollars: aud 3) cases where US claims are based on 
ownership *hrough foreign corporations. 





The Czecns stated that former Czech nationais who were 
naturalized in the US during the war retain their Czech 
citizenship and that the Czech government would be within 
its rights in treating such persons on the same basis as 
other Czechs. ‘They stated that they would consider former 
Czechs as Czechs, former enemies as enemies, and former 
Allies on the same basis as native. Americans, but later 
indicated that this was a matter for further negotiation. 


In reply to the Czech position that they were not 
obliged to pay in dollars on claims representing invest- 
ments in crowns, our representatives pointed out that US 
citizens were entitled to receive compensation in a usable 
form for the loss of their properties, and it was agreed 
that this was an appropriate item for further negotiation. 
The Czechs indicated that the problem was to find a formula 
between the economic: and legal difficulty of paying dollars 
for crown investments and an obligation to pay something 
on such claims. 


With respect to US holdings ¢ or property in Czecno- 
Slovakia through foreign corporations, the Czechs intimated 
they would be prepared to tecognize these claims as American 
but only when it was obvious that the foreign corporation 
was a holding company, and only if the holding company were 
not German. The US position is that the valid beneficial 
interests of American citizens, nese through all foreign 
corporations, must be recognized. 
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PRICK SLASHES: Retail’ price reductions in Russia for 45 
CRDERED IN USSR classifications of consumers goods were 
ordered ‘on:March 1 by decree of the Soviet 
Council of Ministers and the Central Committee. Important 
food and textile items were affected by a minimum reduction 
of 10%, while 30% reductions were made on luxury and semi- 
luxury items. Foreign press representetives were unable to 
include sample prices in sending their stories, but some 
press items in the US, based on the best available comparisons, 
reported that the Russian worker's -standard of living still 
remains well below most western European standards and is 
hardly comparable with the US level. On the other hand, 
Pravda hails this action as proof of Soviet economic superiority 
over capitalist countries, including the US, "where unemploy- 
ment and inflation are growing and where every seventh city 
resident is starving." 








Pointing to previous stevs as the first phase in re- 
ducing consumer goods prices--monetarv reform and abolition 
of rationing at the end of 1947 and reduction of collective 
farm and cooperative market prices--the decree stated that 
the population had in the past year enjoyed a total gain of 
about 86 billion rubles. The new price cuts, which constitute 
the second phase of the “price reduction policy, are made 
possible, the decree states, by an upsurge of the national 
economy and reductions in the cost of production. It is 
estimated the populace will save in retail trade at least 
48 billion rubles annually which, added to 23 billion of 
Supplementary savings through price reductions of collective 
farms and cooperative markets, would make a total gain of 
about 71 billion rubies. 


The decree stated, however, that the savings to the 
populace will constitute a loss for the state budget which 
would be covered by the government with the assistance of 
a series of economic measures, despite the serious diffi- 
culties which might be involved. Embassy Moscow believes 
this statement is intended to prepare the pecple for any 
upward price adjustments which may become necessary. The 
Embassy also regards as significant the attention accorded 
in the decree to strengthening the exchange rate of the ruble 
and heightening the real wages of workers ard intelligensia. 
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SAUDI ARABIA TO BE GIVEN We have instructed | our Legation in 
Vice ON OFF SHORE OIL OIL Jidda to present to the Saudi Arabian 





government a general reply to its 
recsuest for advice regarding its claim to offshore oil rights 
in the Persian Gulf. The Arabian American 0il Company (ARAMCO), 
which was also asked for advice, intends to make several pro- 
posals to Saudi Arabia. on 


The Legation is to present to the government: 1) a copy 
of the Truman proclamation of September 28, 1945 pertaining 
to ownership, jurisdiction and ccntrol over the subsoil and 
sea bed of the continental shelf; and 2) a set of principles 
Grawn from the Truman proclamation which in the Separtment's 
view epply to the Persian Gulf. It will emphasize that we | 
dc net feel we can properly present to Saudi Arabia the draft 
cof a proposed proclamation covering Persian Gulf offshore oil 
but that we have seen the draft which ARAMCO proposes to pre- 
sent to Saudi Arabia and feel it is in accord with the prin- 
ciples that we consider to apply. 


ARAMCO's Proposals Foliowing the Legation's presenta- 
tion, ARANCO will be free to submit its proposals. In response 
to Saudi Arabia's question whether it should issue a procla- 
mation along the line of the Truman proclamation, ARAMCO plans 
to state it feels Saudi Arabia woulc be justified in doing sc 
but the declaration should be adapted to suit conditions in 
the Persian Gulf. ARAMCO will present the text of a proposed 
proclamation. It will point cut that it would be,desirable 
for Saudi Arabia to have an integrated program to cover all 
aspects of territorial waters, islands, subsoil and sea bed 
resources. Such a piogram would deai with: 1) the astablish- 
ment of Saudi Arabia‘’s sovereignty over certain islands in the 
Gulf; 2) the delimitation of Saudi Arabia's inland waters and 
the fixing of the extent of its coastal sea outside the iniand 
waters; 3) the extension of Saudi Arabia's jurisdiction and 
control over contiguous submarine ereas. and the establishment 
of water or sea bed toundaries by agresneass with. the neigh- 
boring states, — 


Department's Views We feel the ARAMCO draft proclama- 
tion generally conforms to the following principles: 1) it 
is desirable to give encouragement to any efforts which will 
bring about a greater utilization of the world's natural 
resources; 2) valuable resources may underlie parts of the 
Persian Gulf off the coasts of Saudi Arabia; 3) it is necessary 
that the iittoral state exercise jurisdiction over these re- 
sources in order to conserve and control the utilization of 
such resources; 4) whenever it becomes necessary to uefine more 
precisely the boundaries of submerged areas, they should be 


determined 
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determined in accordance ‘with por veron principles by the 
Kingdom of Saudi Arabia in agreements with other states having 
jurisdiction and control over adjoining submerged areas beyond 
the coastal sea; 5) freedom of navigation of the waters of 
such areas, or the air above such waters, or fishing and tra- 
ditional pearling rights in the Persian Gulf, should not be 
affected. We hope the Saudi Arabian government will not give 
undue publicity to its claim to islands or submerged areas as 
this might provoke undesirable counter-claims and disputes . 
from other Persian Gulf states. 


* * * 


RELATIONS WITH SOUTHERN ASTA A regional Foreign Service 
20 BE SUBJECT OF CONFERENCE conference will be held in New 
Delhi April 4-9 to consider the 
economic, political and cultural-informa tional aspects of our 
relations with southern Asia. The efficacy of current and 
projected US policies and programs will be discussed as well 
as other significant factors and developments bearing on the 
attainment of our objectives in the area. A frank exchange 
of views is expected between representatives of the principal 
missions in each of the countries or dependent territories: of 
southern Asia, the counselor offices in India and Pakistan, 
and representatives of the Departments of State, Treasury, 
Agriculture, Commerce and Labor. Because or the importance 
of Japan and China to southern Asia, officers will be: present 
from the office of the US Political Adviser at Tokyo and from 
the Embassy or one of. th consular offices in China. 





The major economic problems to be considered center 
around the possibilities of increased production and trade, 
with particular emphasis on measures of local self-help and 
the most feasible means hy which the US and other outside 
sources could extend assistance within the limited resources 
availxble. This wil include discussions on agrarian reform; 
industriel development; production of critical and strategic 
materiais; the relevance of "point four" of the President's 
program to increase procuction in the region, including techni- 
cal assistance and foreign investment; and possibilities of 
increased trade and consideration of existing trade barriers. 
The role of labor and trade unionism will receive attention also. 


In addition to considering our policy toward the region, 
the conference will discuss the effects on southern Asia of 
US programs and policies octner than those relating specifically 
to the area, such as the provisions of ITO and GATT, control 
of US exports, and Geve"opment of synthetic substituves for 
important export items of southern Asia. 
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Political items will include recent Communist gains in 
Asia, and an appraisal of our policy toward dependent terri- 
tories, newly established states and emerging regionalism. 
Other major policies and programs of the US in other parts 


of the world will be discussed ina cuneiGeretion of their 
effect we: southern Asia. 
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SHIFT DUE 4 It te AIRLINE Fa FAILURE ment to provide mht go finan- 
cial aid has led to the suspen- 
sion of services and bankruptcy of Peruvian International 
Airways (PIA). Discussions have been under way between PIA 
and ‘Branifi representatives. for ‘several weeks and the latter 
has offered to purchase the airline, continuing operations 
under Peruvian flag. When this proposal:was cleared informally 
with the Department, Braniff officials were: informed there 
would. be no objection to the SPONSES? On and, in fact, it 
would. be. sympathetically received.-. This project would be 
in line with our policy of encouraging the investment of US 
capital in foreign enterprises, would. improve relations with . 
Peru through the prestige value of‘enabling PIA to.continue 
operating under Peruvian flag, and’would be of value to hemis- 
pheric security by continuing and extending US controlled air- 
lines throughout ‘Latin America. -Approvai of the Civil Aero- 
nautics Board.would. be required; but that agency has indicated 
that it would net favor the proposed Braniff-PIA transaction. 


‘While éipcentinuance of PIA service has. produced no 
tangible reaction inimical to the interests of US airlines, 
according to smbassy Lima, it is anticipated that the Peruvian 
government may resort to some ‘face-saving arguments regarding 
unfair competition from heavily subsidized US carriers ‘as a 
means of escaping responsibility for failing to give promised 
financial aid to PIA.. There is also a. possibility that the’ 
Peruvians may again require consultation under terms of our 
bilateral air tronsportation agreement regarding their claim 
that there: is: an excess of capacity operated by US airlines 
under the agreement. Our Embassy has observed some’ indications 
that the Peruvian government. contemplates nationalization of 
all aviation in Peru. 


* * * 
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TOURIST TRAVEL IN WESTERN The third Inter-American Travel 
HEMISPHERE TO BE PROMOTED Congress recently concluded in 

Argentina took real steps forward 
in the adoption of measures designed to encourage and promote 
tourist travel throughout the Americas. Most of the US vicws 
were incorporated in the final Congress resolutions. Resclu- 
tions were approved recommending the removal by participant 
countries of obnoxious and useless restrictions on tourist 
travel and the reduction of taxes and charges to a minimun. 
No commitment was made to replace the passport by a tourist 
card or to eliminate the visa requirement. Recommendations 
were made to encourage the investment of private capital in 
the tourist industry and emphasizing safeguards and facilities 
for exchange procedures. Various resolutions were adopted 
for improving highway traffic and a proposed statute was 
submitted for study incorporating ideas advanced by the US 
for an Inter-American Travel Commission within the framework 
of the Pan American Union. Peru will be the site of the next 
Travel Congress. 
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JOINT DISCUSSIONS -BEING HELD ON GERMAN Asa result of 

REPARATIONS AND _INDUS R pl RESTRICTIONS strong British 
“feeling that it 

is important to’ reach simultaneous agreement: on the repara- 

tions and prohibited and restricted industries issues if 

harmonious relations on Germany are to be achieved by the 

US, UK and France, Ambassador Douglas. has: been authorized 

to discuss thesé-two issues jointly on the understanding 

that if am aréa of agreement is not reached within four or 

five days, we will insist that they be negotiated separately. 


‘We had been anxious to avoid linking the two subjects, 
since we see little possibility of arriving at-a prompt 
settlement ‘on.prohibited industries. The differences between 
us and. the’ UK and France are very real, both as. to the period 
for which' the: restrictions would’ be-. effective and the number 
of industries to be limited, The British Cabinet, however, 
refused to separate discussions primarily because "it feared 
that once: the question of retention and dismantling of plants 
in Germany was-disposed of, the US would bring irresistible 
pressure on the UK and France to agree to our: position on 
industrial restrictions in Germany. Furthermore, the British 
were fearful that the French government would be faced with 
an internal crisis if the problems were dealt with seriatin. 
On our side, we had favored over-all negotiations at the 
governmental. level, following disposal of. the. reparation 
issue, -Over-all negotiations, we felt, would at least serve 
the purpose of defining the disagreements in terms: of policy 
issues-which could ‘then be resolved at a high-level tripartite 
meeting. - However, British insistence on relating in some 
manner the two issues was finally given US approval. 


Discussions will be held between Douglas, Bevin and 
Schuman while Schuman is in London for the meeting of the 
Foreign Ministers of the Brussels Pact powers,: Ambassador 
Douglas feels that holding the talks simultaneously will 
provide a favorable atmosphere for agreement, ‘and he has been 
instructed by the Department on the maximum concessions we 
are willing to make in order to meet the’ UK and French peesssens. 


| “The maintenance of our position on. prohibited. and re- 
stricted industries is of far greater importance than the 
ECA list on plant retention in terms of our basic ‘policy 
toward Germany. Any agreement reached by Douglas with Bevin 
and ‘Schuman will be in the form of a directive to the.military 
governors in Germany calling upon them to complete the nego- 
tiations which they have been carrying on and to submit their 
recommendations to the three governments for approval. Basic- 
ally, we cannot agree to restrictions which prevent economic 
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progress and capital development except where absolutely 
necessary for .securjity..purposes and-we-believe-that prohibi- 
tions and restrictions..$ ould: be: conPined-to a -few- tndustries 
having .a diréct relationship to proetenpt | power. A commitment 
cannot be made now to: permanent restrictions but must be. limit- 
ed. to the. period: preceding: the peace treaty. or some détermined 
date if: the treaty continues to be delayed. On tMfe.;.other hand, 
the French, and we believe that the British are in fundamental 
agreement” with them, want. a commitment now for the continuation 
of certain’ restrictions in the - ‘peace treaty. Furthermore, 
both @f thesé*countries are'séeking a'variety of restrictions 
roving amet the German econcmy. | 














Our “instructions to Douglas are, in ‘general, within the 

scope of thé :instructions ‘under which General Clay has been 
- negotiating -unsuccessfully with the UK and French military 
. governors. : Thére is-one major substantive difference in that 
‘the. new US position provides fer’a relaxation of the restric- 
. tions by a formula which does not Yequire unanimous, agreement. 
This. could ‘be: done in either one ‘of ‘two ways: agreement, 
might -be cperative until conclusion of a peace settlement or 
an agreed. date not beyond Jurie'30,' 1951; or, the’ agréement 
_might- run until: the conclusion of a peace treaty subject..to 
‘the right of ‘the military goverhors: to relax restrictions on 
limited but. not on prohibited ‘industries.’ “Action by military 
governors:.would be by majority vote, subject to appeal to the 
governments but without an indefinite: suspension in the. . 
event of appeal. We also feel that ail industries must be in- 
- eluded in the discussion rather than' the UK suggestion that we 

‘Leave. aside a number of industries on which we are in disagree- 
ment with. both the: UK and’ France, ‘discussing only shipbuilding, 
machine tools.and the duration of ‘the: agreement. The UK pro- 
posal would bring under negotiation only matters which it deems 
of importance and force us to negotiate the remainder later, 
after: our: bargaining. powér had been: completely. exhausted. 


‘our. position is based on the -beiide that. security against 
Germany can best be: thaintained- by total prohibition of .a small 
number of industries without which it :would be impossible for 
Germany to fight a modern war; that limitation or restrictions 
on the volume of production in any large number of allowable 
industries ‘Will. be difficult to justify on security. grounds, 
difficult to enforce and‘:will tend to undermine the acceptance 
and enforceability of the system as a whole; and that security 
against Germany, in practice, depends on continued willingness 
‘of the Allies to enforce restrictions which they judge, are fair, 
- necessary 'to security and involve a minimum of detailed ‘and 

troublesome adwinietretive tactics.” | 5 5s, Sale a 


‘—" & 


* * * 
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P REPORT ON Planning for the Point Four program for 
POINT FOUR PROGRAM technical cooperation for economic develop- 
ment has been going forward rapidly the 
past few weeks. Working groups of the agencies concerned are 
preparing recommendations for expanded activities in this 
field; a paper outlining the objectivities and nature of the 
program has been approved by the Executive Committee on 
Economic Foreign Policy and sent to the President for approval; 
and the Department, which has been charged with responsibility 
in this regard, nas sent its first progress report on the 
subject to the President. Isadore Lubin, nationally known 
economist, and John Abbink, who has just completed a special 
mission to Brazii as chief of the US section of the Joint 
Technical Commission, are being appointed as advisers and 
Will be particularly concerned with the relationship of the 
government program to the activities of private individuals 
and corporations in this field. 








We have asked a number of our missions, without approach- 
ing locai officials, tm telegraph comments and recommendations 
concerning implementation of the program. Replies are being 
received and studied. These detail the kinds of activities 
needed, the channels or agencies best suited for conducting 
them, the cooperation that might be expected, and the interest 
that has been manifest. Detailed instructions to the missions 
are being prepared and will be sent out shortly. 


In addition, the UN Economic and Social Swungil, at the 
session now under way, has adopted a US resolution on technical 
assistance for economic development and a Chilean resolution 
on the economic development of under-developed areas. 


Objectives and Nature of the Program The ECEFP outlines 
the broad objectives of the program as promoting peace by 
strengthening the free world and thus helping create the con- 
ditions that will lead eventually to personal freedom and happi- 
ness for ali mankind. Broadiy economic, the program seeks 
advancement of peoples of nder-developed areas through a con- 
tinuing and balanced expar:ion of their production and distri- 
bution of goods and services essentiai to meeting their needs. 
Its emphasis is on helping the "peace-loving" peoples of those 
great areas that have benefited only indirectly from our post- 
War programs of economic aid to western Europe. It recognizes, 
however, that by far the greatest impetus and contribution to 
their economic development must come from the people themselves 
in those areas, The program elevates to major importance the 
US policy of cooperative action to foster economic deveiopment, 
coordinates technicai cooperation activities into a vigorous 
and integrated action pregram, and seeks much greater partici- 
pation by other countriss, both suppliers and receivers. 
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It is believed the program will contribute to our own 
domestic economic stability and productivity by expanding 
international trace. It will strengthen our national security 
by building good-will and strengthening freedom-loving nations. 
A better balance in the world economy wili be achieved by in- 
creasing production on the whole production front. The UN 
system will be strengthened by effective international action 
in an important field. Political democracy will be strengthenea 
by giving the peories of under-developed countries hope in a 
better future through concrete evidence of progress toward 
better living. The program will promote peace dy the above 
means and by showing that world deveiopment can take place 
peacefully and with increasing personal freedom. 


Economic development has two international aspects: shar- 
ing knowledge and skills, and fostering their utilization by 
encouraging investment in facilities and equipment. Knowledge 
ana skills can be shared through basic studies of economic 
problems, needs and potential lines of development; expert 
ecViae:& Or missions; joint financing and administration in 
particular fields; research and experimental centers; demon- 
stration prujects: operations of business enterprises: on-the- 
job training; use of sample materiais and equipment: consulta- 
tion; publication of specialized reports; exchange of students 
and teachers; conferences and seminars: libraries and film 
services. 


To be really productive, improved techniques must be put 
to use, and intreduction of new techniques can advance economic 
Cevelopment mest if capitel investment is taking place at the 
Same time. Most of the capital needed must come from domestic 
sources; and measures to promote domestic capital formation 
are needed as well as the creation of political, social and 
economic conditions favoring investment. and mutual guarantees 
for fair treatment. Sno.rces of foreign investment funds are 
private, iniergovernmental and governmental. It is particularly 
important that egreemenits--either bilaterai or muitilateral-- 
be sought that would encourage the international flow of private 
investment capitai. Jt is impertant tinat neither technical co- 
operation activities nor measures to fuster capital investment 
be allowed to give the impression that the US government is 
obligated +> supply the funds to finance economic development. 


Recognizing that this is a long-term program in which 
spectacular results cannot be expected immediately, top pricrity 
Should nevertheless be given to projects that can be undertaken 
promptly and will make the greatest net contribution to the 
national product within a reasonable period of time, with 
utilization of operating techniques best suited to existing 


development 
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development needs. These projects should reach as many people 
as possible. Adequate attention must be given to inter-relation- 
ships, such as agriculture and transportation. Increases in 
production should be balanced, integrated and tailored to indi- 
vidual countries needs and potentialities. There should be 
emphasis on aiding production of commodities in world short 
supply which would materially contribute to the flow of inter- 
national trade. The Point Four program must be coordinated 

with the economic development aspects of programs already under 
way. The cooperation of private institutions, business, finance. 
agriculture, labor, scientific and other groups, both at home 
and abroad, must be enlisted. Finally the program must not be 
unilateral but be one of cooperation. The policy of imperial- 
ism--exploitation for foreign profits--has no place in the plan. 


Report on Sropress In our report to the President, an 
outline is given of detailed papers now being prepared. These 
include: 1) measures to foster the international flow of invest- 
ment capital; 2) geographic scope of the program and criteria 
for determining country priorities; 3) utilizatton of bilateral, 
regional or UN arrangements, and methods of coordinating all 
programs supported by this or other governments; 4) commitments 
to be required before undertaking technical cooperation acti- 
vities or measures to foster the flow of capital investment; 

5) relationship of governmental and private activities in the 
technical cooperation field; and 6) procedure for expanding 
the work of UN and the specialized agencies in the technical 
cooperation field. 


| A plan of organization will also be submitted to. the 

President soon. A detailed program for technical coaqperation 
activities in fiscal 1950 is being prepared for submission to 
Congress. This will take into consideration the programs now 
in operation and those which, it is believed, should be expanded. 
It will also be based upon a study of the needs and potenitali- 
ties for economic development of various countries, but it is 
not contemplated that it will be a final program whose detailed 
projects Congress would be asked to approve. A review is under 
way of present legislative authority under which existing tech- 
nical, scientific and cultural exchange programs are being 
carried out and recommendations will be submitted for the new 
legislative authority necessary to implement an integrated 

and expanded program of technical cooperation for economic 
development. Consultation with Congressional leaders will be 
initiated as soon as the President's approval has been given. 
Meanwhile advice is being obtained from private groups. Paral- 
lel programs for encouraging the flow of capital investments 
are under study including treaties, guarantees, increased 
Eximbank lending authority, and tax inducements. 


ECOSOC 
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ECOSOC Action When the question of economic development 
was reached on the ECOSOC agenda, the US representative traced 
the history of UN's interest in the problem, related it to the 
President's inaugural address,.and outlined the US government's 
concept of the problem. He pointed to the fallacy of the old 
idea that countries fall into two.categories--those "inherently" 
manufacturing, and those "inherently" raw material producing, 
and said if the living standards of the world are to be substan- 
tially increased, there must be widespread development of both 
manufacturing and extractive industries. He stressed the im- 
portance of transportation and communications, of power facili- 
ties and economic stability. .He then elaborated on the neces- 
sity for international flow of technology and capital and said 
that the US is about to embark upon a broad program in the field 
of technical cooperation in aid of economic development and that 
our government is prepared to do this by working with other coun- 
tries, through the UN and the opeesestens agencies whenever 
practicable. - a 


There ousaanen't ennik of questions by the Lebanon repre- 
sentative and introduction of resolutions. Criticism of US 
motives was voiced by the Slav bloc, and Poland acrimoniously 
charged the US with desires to exploit and wrench vast areas 
of Africa and Asia from the British, French and Dutch. 


Finally two resolutions. were adopted, with the USSR, Bye- 
lorussia and Poland abstaining. The resolution on technical 
assistance for economic development calls upon member govern- 
ments to promote expansion of international exchange of techni- 
cal knowledge, especially through UN and its specialized agen- 
cles and requests the Secretary-General to prepare a report for 
the ninth session of ECOSOC which will set forth a comprehensive 
plan for an expanded cooperative program through UN and its 
agencies, with methods of financing, including special budgets, 
and ways of coordinating planning and execution of the program. 


On implementing existing UN programs of economic develop- 
ment of under-developed areas, a resolution was adopted instruct- 
ing the Secretary-General to present to the fourth General 
Assembly session an interim report on the most urgent problems 
in this field with recommendations for action. The Secretary- 
General is to prepare a report. for the ninth ECOSOC session on 
methods of financing in the under-developed countries, including 
stimulation‘of international flow of capital. The resolution 
provides that the Economic and Employment Commission and the 
Sub-Commission on Economic Development should adhere to their 
present programs of work and draws attention of the regional 
economic commissions to this discussion at the current session, 
= voquegse them to continue to give the problem special atten- 

on. ! 


* * * 
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T STUDYI Preparatory to the formulation of 

AV: ATION PLA a definitive statement of US civil 

. + | aviation policy toward Israel, we 

have: requested comments from appropriate missions on an out- 

line of Israeli aviation plans as reflected in recent in- 
formal conferences in Washington and Tel Aviv. We are con- 
cerned over the numerous: conflicting reports and rumors re- 
garding civil aviation developments in Israel and particular- 
ly with respect to plans for an Israeli airline. There have 

been rumors of alleged clandestine air traffic between 

: 

| 









Israel and other countries, including the satellites, and 
reports implying possible connection between individuals 
engaged in these operations and the Israeli government. 


Israeli officials state that they plan to model their 

civil air programs along US lines with US assistance. They 
) have requested the employment of a qualified US citizen as 
: Director of Civil Aviation. El Al airline is to be the 
) Israeli chosen instrument. It intends to operate routes to 
: western Europe, first to Paris. Perhaps later services 
will be established to New York. These officials deny they 
are now operating or intend to operate air services to the 
USSR or satellite states. They are applying for export 
licenses for US aircraft and have given assurances that it 
will be used in civil operations and will not be re-exported 
without US consent. 





Israeli plans envisage the development of Lydda into 
: an international airport for the use of civil aircrafv 
engaged in legitimate operations. Aviation companies seek- 
) ing arrangemerits in Israel are required to make application 
: through diplomatic channels. 
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US_ REQUESTS SETI LEMENT We have presented a note tothe 

OF CHINESE WAR ACCOUNTS Chinese Embassy in Washington re- 

: questing settlement of Chinese war 

: accounts arising out of lend lease, surplus property, and 
various claims, and information on the US credit of $500 

: million in 1942, Discussions looking toward a BB. no 
were begun with the Chinese in April 1947 and resumed in 

June 1948. The negotiations have been suspended since October 
awaiting a settlement offer from the Chinese. Because of the 
: 





present weakness of the Chinese government we now wish to estab- 
lish a formal record of the settlement negotiations to date. 
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The US has furnished a total of $1.6 pillion. “tn Tend 
lease aid ‘to China. ‘At the commencement of the negotiations 
in June 1948, we Apo a letter to the Chinese request- 
ing payment of $286 million, the amount of this aid which 
‘we considered subject to payment. (See page 4, June .14, 
~ 1948 issue of Current Economic Developments . ) "During. the 
negotiations it appeared that certain items should be reduced 
“under the general principles for settling lend lease obliga- 
tions for goods lost, destroyed or consumed in the war, and 
a settlement figure of $138 million was discussed. This 
figure, which includes ‘outstanding Chinese obligations under 
the pipeline agreement, is mentioned in our present note to 
the Chinese. 


‘The Chinese have paid the sehen: instalinents of 
principal and interest due for 1947 and 1948. The 1947 
payment ‘is being ‘held in .a-special account in accordance 
with a’ Chinese request... This request was based on a pro- 
vision in the pipeline agreement which states that the terms 
of payment may be altered at the time of a final lend lease 
settlement. However; since we no longer contemplate an. 
early final settlement, the present note points. out that 
this payment may: not be continued in a suspense’: account if 
there is any further delay in concluding: a ‘Settlement, 


Our note restates certain requests ant proposals ‘nade 
in our letter of June 1948, The Chinese have supplied part 
of the information requested at that time concerning the 
~ uses of the US credit of $500 million, and we now request 
that they furnish the complete information. Our proposals, 
as stated in the present note and the 1948 letter, include 
a mutual waiver of various intergovernmental claims, with 
certain exceptions, arising out of the war or during the 
war period and the assumption. by the Chinese of responsibility 
for the payment of claims of Chinese nationals against the 
US. We propose that an agreement be reached for the disposi- 
tion of lend lease arms and armaments and that the Chinese 
agree not to retransfer any of them without US consent. We 
also propose that all outstanding questions concerning sur- 
plus property sales be resolved during the current negotia- 
“tions and that US-Chinese adherence. to the principles of 

international trade set forth in Article vil of aad Lend 
Lease oe of 1942 be reaffirned. 3 
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WAR ACCOUNTS SETTLEMENTS We have reached the final stages 


WITH FRANCE ND CANADA in the negotiation of war and post- 
war accounts settlements with 





France and Canada. 


Agreements with France On March 14 the US and France 
entered into *wo agreements finally settling a number of 
residual financial and shipping matters arising out of opera- 
tions during and immeciately after the war. Under one of 
these agreements the two governments agreed on the final 
amount to be paid by the French government under the credit 
terms established in the Memorandum of Understanding signed 
May 28, 1946. This amount, now fixed at $653.3 million, 
represents a reduction of the $720 million obligation of 
France established in the Memorandum of Understanding, which 
original figure was composed of an estimated $420 million 
for lend lease, pipeline, and reciprocal aid and the firm 
amount of %300 million for surplus. This agreement also 
provided for the final settlement of a large number of out- 
standing claims and accounts between the two governments, 
as well as for the disposition of certain residual lend lease 
and surpius property neld by the French government, Checks 
totalling $2,119.871.19 were handed to the Ambassador of 
France representing a refund of excess French government 
deposits with the US Navy and Treasury beyond amounts re- 
quired for procurement costs of lend-lease requisitions on 
which deliveries have been completed. 





EEO 





In the secon3i agreement between the US and France, 
Signed on March 14, the two governments agreed on the method 
of handling claims arising out of maritime incidents occur- 
ing in the course of operations during and immediately follow- 
ing the war. This agreement is similar in objective to agree- 
ments on the same subject entered into with various other 
governments. 


Settlement with Canada Negotiations have also resulted 
in an agreement for the settiement of wartime claims and 
accounts t» be formalized soon in an exchange of notes between 
the US anc Canada. The Secretary of State has already signed 
the US note, which will be accompanied by a payment cf $3.7 
miilion,“anc the Canadian ncte of acceptance is expected 
Shortly. The settlement is an outgrow'’h of various outstand- 
ing accounts remaining from wartime supply and procurement 
programs, under which both countries paid for services and 
Supplies in cash. As of March 31, 1948, Tanada had deposited 
approximately $423.2 million in payment for defense setvices 











and 
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and supplies, which, according to the Canadian statement, 
exceeded the cost of such services and supplies by $15.1 
million. During the course of the negotiations this 
figure was reduced to $3.7 million, which is the amount 
which the US will refund to Canada in connection with the 
exchange of notes. This agreement aiso contains a mutual 
waiver of certain intergovernmental claims, but does not 
cover claims and accounts involving the Commodity Credit 
Corporation or the Reccnstruction Finance Corporation. 
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REPORT ON YUGOSLAV - In the second year of the Five-Year 
INDUSTRIALIZATION Plan, Yugoslav industrial production 

has taken long strides forward under 
the initial impetus given it by the planning-coordination 
and investment agreements with other countries of eastern 
Europe. Assuming, as the Five-Year Planners have, that the 
1947 dinar was worth in goods 35% of the 1939 dinar and that 
the dollar is worth half that of 1939, the base year for 
calculations, it appears that the value of Yugoslav indus- 
trial production in 1948 exceeded $1.2 billion, as compared 
with production of $815 million in the first year of the 
Plan. Some branches of industry, however, came close to 
collapse because of the sanctions imposed by the eastern 
European countries beginning in the second quarter, and 
there!.is evidence that uncertain progress was made in the 
production of non-ferrous metals, which are traditional 
exports; timber was over-produced, to the future detriment | 
of that industry; and industrial production was force-fed 
at the expense of agriculture with subsequent lowering of 
the standard of living. 


Yugoslavia Claims Great Achievements -According to 
Tito's economic aides, the total value of production (ex- 


cluding forestry), calculated on the basis of cost prices 

for 1947, rose 47.5% over the value of output achieved 

in 1947. It is claimed that production was raised in the 
second year of the Plan to a level 66.8% of that fixed for 
the end of 1951, as compared with a level at the close of 
1947 of 45.3%. If the previously unscheduled timber out- 

put is included, industrial production for 1948 rose to 

a level 70.5% of that envisaged for 1951, it is said. | 
The increased timber production, which is reportedly almost —'' 
60% in excess of that cut in 1947, was actually uneconomic 
overproduction forced on the country by the effects of the 
Cominform countriés' campaign of strategic economic sabotage. 


The Yugoslavs claim that production of consumer goods 
exceeded the goals set. The plan for the "guaranteed. sup- 
ply" of textiles and footwear was reportedly realized on 
the whole and provided for an increase of almost 50% in 
quantities to be distributed. However, consumption by the 
populace was nevertheless retarded by the inefficiency of 
the now completely nationalized wholesaling and retailing 
firms. Of interest in this connection is tiie announcement | 
this month by the official Yugoslav newspaper, Borba, of °° 
a 30% increase in the distribution of rationed textiles 
and footwear. Borba asserts that this increased supply of 
rationed goods, much of which was unavailable last year, 
is the best answer to Cominform charges that the Five-Year 
Industrial Plan is failing. _ 
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According to Yugoslav officials, agricultural production 
remains at about the prewar level in spite of the fact that 
the Plan called for a rise in the value of output of 51% during 
the five years, and coal production, although nearly twice that 
of 1939, was for the second consecutive year less than that 
planned. . 





Effect of Split with Cominform. Strained economic relations 
between Yugoslavia and the countries of the Cominform-~-resulting. 
among other things, in the collapse of investment agreements-- 
greatly affected Yugoslavia's requirements for more foreign ex- 
change, and consequently affected the relative degrees of en- 
phasis given the various sectors of production and investment. 
For example, the cutting of timber, which the original long-range 
plan contemplated reducing below the quantity of 1939 in the in- 
terests of conservation, was in fact boosted to the point where 
the forestry "plan" was nothing but an export drive to cut as 
much timber as possible. The result has been an overproduction 
of timber detrimental to the future of that industry. It should 
be noted in this connection that industry-by-industry production 
goals for 1948 have never been disclosed, official data omit fact. 
and figures, and although the planners may be presumed to have 
plotted the output for each industry on a curve predetermined by 
the over-all demands of the Five-Year Plan, distortions in the 
1948 plan, such as in timber production, may have been induced by 
the apparent miscalculations in free foreign exchange requirements 


In recent comments on Soviet pressures, Yugoslavia's Deputy 
Foreign Minister contended that despite the Cominform's economic 
Squeeze, Yugoslavia was more than fulfilling the targets of the 
Five-Year Plan. The Minister added that events had forced Yugo- 
Slavia to develop trade with the west and that the Yugoslav 
government has already noted a relaxation of the US system of 
granting export licenses for goods that Yugoslavia needs. . 


Yugoslavia Still Backward Industrially In reporting Yugo- 


slav progress in industrialization, Embassy Belgrade believes 
that it cannot be emphasized too much that the Yugoslav concept 
of industrialization and heavy industry must be considered as 
relative. Admittedly Yugoslavia is making progress in many 
branches of industry, including some which did not exist there 
previously, but the Embassy feels that this progress should be 
considered only in the light of Yugoslavia's continued backward- 
ness. Even if the Five-Year Plan were to be completed tomorrow 
in every detail, Yugoslavia would still be far from an indus- 
trialized nation. In eastern Europe there is no comparison with 
Czechoslovakia, Poland, Hungary, end in certain important 
fields, Rumania. | | 


A comparison with western European countries of much lesser 
area and populetion, such as Belgium, Holland, Switzerland, Aus- 
tria, and Sweden, would also be unfavorable end would even better 
indicate Yugoslavia's real place, industrially speaking, in post- 
war Europe. 


DECLASSIFIED FOR PUBLICATION IN FOREIGN 
| RELATIONS OF THE UNITED STATES 


i 


—— 














CONFIDENTIAL - 
o%-« 


ADVISORY REPORT PREPARED BY In accordance with a request 
EXPERT FOR LIBERIAN PRESIDENT from the President of Liberia 
for expert advice on legisla- 
tion providing for the establishment of Corporation and Mari- 
time Codes and authorizing the creation of an International 
Trust Company, a report has been prepared for submission to 
the Liberian government. The report is a personal one from 
Francis A. Truslow, President of the New York Curb Exchange 
and former head of the Rubber Development Corporation. While 
it does not have our official stamp of approval and is not a 

US document, we take no exception to it. Briefly, it recon- 
mends that the legislation which the Liberian Congress enacted 
in December, 1948 on these matters should be replaced by three 
new pieces of legislation. The new legislation would include 
the unobjectionable features of the old and would provide for: 
1) inclusion in the Corporation Code of safeguards to insure 
"informed consent" by stockholders prior to important action 
by management; 2) inclusion in the Maritime Code of standards 
of conduct for the Liberian government in the administration 
of the code; and 3) inclusion of a new section in the Trust . 
Company Act clearly defining management's responsibility to 
depositors of trust funds and making the operations of the 
Trust Company subject to the regulatory provisions of the 
Corporation Code and the Liberian Banking Act. 





After the Liberian legislation was enacted, we informally 

advised the President of Liberia, acting in the ’ relationship 

of "next friend" which the US has held toward Liberia since 
its founding under American auspices, that we thought the 
legislation might cause that government serious embarrassment. 
We were particularly concerned with the absence of adequate 
safeguards to investors under the Corporation Code and the 
Trust Company Act; and also with the delegation of regulatory 
power under the Maritime Code to the Trust Company, and the 
opportunity which the Maritime Code afforded foreign ship 
owners to avoid, through Liberian registry, minimum standards . 
imposed by their own countries on wage rates, working condi- 
tions and safety at sea. Our opinion caused Liberia to re-~. 
quest expert advice on the legislation and resulted in the 
Department's asking Mr. Truslow to make the report as a private 
citizen acting in an advisory position to the President of 
Liberia. Truslow makes clear that he is not advising: on the 
laws from the point of view of the US or conditicns existing 
in the US but that he is judging them from the Liberian view- 
point as an adviser to that country. 


The report is being forwarded to the Liberian government. 
It is anticipated that Alexander E. Lipkin, an attorney who 
was detailed by the Securities and Exchange Commission to 
assist Mr. Truslow, will proceed to Monrovia about the end 
of April for three weeks consultation concerning the sabe 
with President Tubman and his Cabinet. 
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Corporation Code The report points out the advantages 
of the corporate system in attaining a high development of 
economic life but warns that the mere establishment of a set 
of laws permitting corporations to be created conveniently 
does not guarantee their formulation. The establishment of a 
Corporation Code is therefore a sound, though only a procedural, 
step in the development of Liberia. The most important thange 
in the Code by Mr. Truslow was the recommendation for the 
addition of new sections relating to liability of officers and 
directors, and reports to Stockholders. 


Maritime Code Several objectives were apparently sought 
in establishing the Maritime act. The establishment of a code 
of maritime laws would permit ships to obtain Liberian registry 
and fly the flag of Liberia. Such laws might encourage the 
greater utilization of the new port facilities at Monrovia 
and permit the more rapid liquidetion of their construction 
costs.’ Employment of Liberians on such ships, additional 
foreign commerce for Liberia and further growth of coastal 
trade might result. The report points out that there is a 
more immediate and tangible objective which should be considered 
and that is securing revenue for Liberia from the registry fees 
which foreign-owned vessels will pay for the privilege of fly- 
ing the Liberian flag and enjoying the rights of Liberian ships. 
An immediate objective would appear to be to provide basic laws 
of registry and minimum requirements which will attract the 
registry of foreign-owned vessels as do Panama and Honduras. 
In seeking this objective, however, the report warns that laws 
should not be so lenient that ships flying the Liberian flag 
are not. adequately protected or that reasonable safety-at-sea 
precautions are not observed. Also the report cautions that 
organized maritime lebor may boycott ships flying the Liberian 
flag for the purpose of escaping reasonable standards of opera- 
tion. The report says it is not inconsistent with history for 
less developed countries to aid their development in this manner 
and it is believed Liberia should so benefit. Suggestions for 
revision have been made which, Truslow feels, provides a Code 
which will give adequate commercial protection and permit is- 
suance of sound rules for safety under administrative procedures 
which make enforcement practical. 


international Trust Company The numerous objectives for 
which the establishment of a Trust Company was authorized are 
listed and the report concludes that it is probably not desirable 
to have control of *he Trust Company and the Liberia Compeny 

rest in the same hands as irretoncileble conflicts of interest 
might arise. This has been avoided by having control of the 
International Trust Company acquired by three US citizens who are 
not directors or controlling stockholders of the Liberian Company 


The 
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The report points out that the powers granted to the 
Trust Company are very extensive. If these powers are effect- 
ively exercised and the Trust Company remains in the control 
of friends of Liberia, the institution can be of assistance 
in Liberia's development. But, if control were to pass into 
the hands of unfriendly citizens of some country other than 
the US, the powers of the Trust Company might prove embarrass- 
ing to Liberia. While the possibility is remote, the report 
points out that such a development is legally possible. 
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ECAFE COMMITTEE "sILL CONSIDER The Committee of the Whole of 
DEVELOP! ENT +ND TR&DE PROBLEMS the Economic Commission for 

Asia and the Far East (ECAFE) 
will meet in Bangkok March 28 to consider problems relating 

to industrial development, arrangements to facilitate trade, 

and establishment of standing governmental committe-s, which 
were referred to it by the plenary session last wir »r. (See 
page 8, December 20, 1948 issue of Current Econoi:. ; ; Developments) 


Our Position on Industrial Development A permanent con- 


mittee on industrial development has been reeommended by the 
industrial development working party and the Committee of the 
Whole was authorized to consider the recommendation and to set 
up appropriate machinery in the name of the full Commission. 
We believe establishment of such a standing committee would 
probably be used to subject the US to concerted pressure for 
large-scale financial assistance. we will therefore seek to 
avoid its creation and will make an alternative proposal that 
member governments name officers to work with the Executive 
Secretary who would retain the responsibility for formulating 
and presenting studies and concrete projects dealing with 
industrial development to the Commission. However, if it is 
evident that a committee will be set up, we will attempt to 
relate the problem of industry to trade and to modify the pro- 
posal s© it becomes a committee of trade and production. 











Since a number of the recommendations uf the working 
party which are to be considered at this meeting may be related 
to extension of financial aid, we may again have to state our 
position with respect to financial aid to the Far Last. Our 
delegation will point to the existence of intergovernmentai 
institutions qualified to consider applications for loans and 


‘ate 
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state that the International Bank stands ready to consult 
with member governments on assessing developmental potentiali- 
ties. We also hope that private capital will become an impor- 
tant source of funds for industrial development and expansion. 
ECOSOC, at its July session, will consider the problem of 
financing under-developed areas and this will neeessarily 
bear directly on the problems of ECAFE countries. - 


Since President Truman's speech on Point Four was made 
subsequent to the last ECAFE session, this program will pro- 
bably come up for discussion. We will welcome an exchange 
of ideas but will discourage any final resolution dealing 
with the role which ECAFE might have under the program, since 
we believe ECOSOC should make its decision in July on techni- 
cal assistance through UN agencies unprejudiced by premature 
resolutions. 


Trade Promotion We will take the same position that. 
we took at the plenary session on the problem of trade pro- 
motion, including matters concerning Japan. Since we do 
not now consider it likely that useful functions will be 
developed far a trade committee, our delegation will dis- 
courage the creation of such a committee. If, however, 
functions are suggested which offer real possibilities of 
usefulness, we will agree to the establishment of a committee 
on trade if the majority of ECAFE desires it. We believe 
general discussion of trade promotion should place emphasis 
mainly on the increase of exports with the objectives of 
increasing trade along multilateral, nondiscriminatory lines 
rather than by restricting or channelizing it; such import 
restrictions should be supported as are necessary to maxi- 
mize import of commodities which will facilitate early and 
substantial increase of exports; and we would agree to a 
study of the possibilities and desirability of establishing 
custems unions and preferences, if the provisions of GATT 
and principles of the ITO Charter are conformed to. 


We will attempt to confine the discussion on problems 
of trade with Japan to the progress made under a previous 
ECAFE resolution, which essentially recommended further 
exploration by the member countries of the possibility of 
maximizing their trade with Japan or entering into new 
arrangements where no agreements existed. 
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TRADE REGULATIONS Aneel On March 15 provisional meas- 
FOR COMMUNIST AREA OF CHINA ures for North China trade 
were published in Tientsin. 

This was the first official move toward establishing trade 
relations between the area and the rest of the world since 
Communist entry in January. The measures concern both 
foreign trade (including trade with foreign countries and 
with areas of China outside of the "liberated" zone) and 
interior trade (between North China and other "liberated" 
areas). 





The regulations provide for firm control for all 
trade by a North China Foreign Trade Control Bureau. It 
will control business authorization and issue import and 
export licenses. Foreign commercial organizations desir- 
ous of conducting trade with the area and "furthermore of - 
observing the policy and laws of the Peoples Government" 
may apply to the Foreign Control Bureau for approval to 
do business with the area and, if that is given, may es- 
tablish offices at designated locations. Travel of Chinese 
businessmen abroad on business missions can be performed 
Only with permission of the Bureau. Contracts and agree- 
ments with foreign commercial] organizations will not be 
valid unless approved by the Bureau. Exports are to be 
met by imports of a corresponding value and the Foreign 
Trade Bureau may designate the pricrities on imports. 


The Communist-controlled press in Tientsin hailed 
the regulations as a great event in the economic history 
of the "new democratic China." Editorials pointed out 
that imports and exports should be directed and managed 
by the nation; middle and small private traders should, 
under the guidance of governmental foreign trade organi- 
zations, serve the foreign trade of the nation by dealing 
in such goods as the government has no spare time to do, 
and that the Bureau was set up to "unite private importers 
and exporters for the economic construction of the nation." 
A barter form of trade is envisaged aimed at exchanging 
exported goods for such imported goods as are most needed 
for internal production, construction and the peoples! 
livelihood. 


Consulate General Tientsin had reported prior to the 
issuance of the measures, that the hopes of local business- 
men that a revival of the economy of North China could be 
achieved were dashed by the end of the first month after 
Communist entry when communications with the outside 


world 
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world were cut. and travel out of the city by foreigners 
banned. There followed a period of virtual isolation- = 
which was broken with the arrival in mid-February of. -the’ 
vessel President Fillmore with import cargo, Talks on 

the Fillmore forced issues of foreign trade, communica- 
tions, shipping and traveling and, when the vessel had 
departed, the Communists had agreed in prir.ciple to a 
revival of export and import trade, external communications, 
ocean shipping, air travel and restricted movement of _— 
foreigners to and from Tientsin. Counter-balancing those 
hopeful developments, however, were the ominous indications 
of Communist leanings toward state trading, a desire to 
exclude foreigners from certain local business pursuits 

and brewing Communist attempts at creating monopolies for 
themselves in the most lucrative fields of commercial | a 
enterprise. 


ha 
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AVIATION DISCUSSIONS TO. In reply‘to the recent Canadian 
BE HELD ‘WITH CANADA - approach for renegotiation of 

| the US-Canada air transport agree- 
ment, Embassy Ottawa has informed the Canadians of our 
desire to commence these discussions on June l. At the 
same ‘time the Embassy requested an extension of US airline 
operating rights at Gander Airfield pending the conclusion 
of these discussions. The Canadians had indicated in Jan- 
uary that our traffic rights will terminate upon Newfound- 
land's confederation with Canada unless our bilateral is 
modified to provide for such rights. (See page 8, January 17, 
1949 issue of Current Economic Developments. ) The Cana- ‘ 
dians have likewise informed other foreign carriers that 
Gander rights will be terminated as of April 1. The Cana- 
dians have indicated they want to hold discussions with 
the US first in revising their bilaterals with other countries. 


A meeting of the US-Canada Air facilitation Committee 
is scheduled for April 4 in Bermuda. The committee considers 
questions relating to immigration,. customs, public health, 
and agriculture procedures as they affect aviation between 
the US. and Canada. While the work parallels somewhat. ICAO 
facilitation activities it is.restricted to matters. of par - 
ticular interest to the US and Canada. 


* » * 
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TECHNICAL AGREEMENT The US, UK and France have completed 
ON APPROACH TO SWISS ‘technical discussions concerning a 

= _ tripartite approach to the Swiss on 
the implementation of the Swiss-Allied Accord on German eX- 
ternal assets. (See page 4, November 1, 1948 issue of. 
Current Economic Developments.) A wide area of agreement . 
was reached at the technical level and the Swiss will prob 
ably be invited to a quadripartite meeting to be held in 
Washington later this spring, probably May l. 


The Swiss have consistently held that their failure 
to implement the Accord is due to the lack of ean exchange 
rate between the German deutschemark and the Swiss franc. 
The technical group recommends that the Swiss be requested 
to accept the current commercial conversion rete between 
the deutschem=rk and the dollar, which is 30 cents to one 
deutschemark, as the basis for Swiss performance under the 
Accord. The experts believe thet it is not necessary to 
await a general exchange rate for the deutschemerk before 
making this proposal. If the Swiss refuse to apply this 
rate to.the entire liquidation process, it is recommended 
thet we then ask them to accept the principle that compen- 
sation would be paid at the prevailing commercial rate at 
the time of payment. On the matter of compensation to 
Germans in the western zones of Germany whose property in 
Switzerland would be liquidated under the Accord, agreement 
was reached on four acceptable positions ranging from the — 
most desirable to the least desirable, It was also agreed 
thet liquidation of assets in Switzerland owned by Germans 
resident in the eastern zone of Germany would take place 
Simultaneously with: other liquidations, with the proceeds 
being held in escrow... Other items on which agreement was 
reached include those dealing with inter-custodial problems, 
administrative procedures in Switzerland and a number of 
miscellaneous items. - | | 7 - 
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NEW PROPOSALS FOR US Several pieces of legislation seeking 
SHIPPING. PREFERENCES to extend preferential treatment to 

US shipping are under consideration 
by Congressional Committees. The Senate Foreign Relations 
Committee bill to amend the Economic Cooperation Act of 1913 
would change the present 50-50 shipping provision by requir- 
ing the use of American vessels at market rates for US flag 








vessels 
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vessels thus recognizing in law a dual freight rate. It 

is understood that the latest version of the House bill to 
amend the Economic Cooperation Act contains a similar pro- 
vision. While this provision is undesirable it is not so 
extreme as the requirements of the Bland Bill, which has 
been restored to a form even more restrictive than the origi- 
nal bill. (See page 9, February 7, 1949 issue of Current 
Economic Developments. } S-543, a similar bill providing 

for US flag shid participation in government financed cargoes, 
is being studied by the Senate Committee on Interstate and 
Foreign Commerce. | 


Department Comments on S-543: The Department has gone 
on record in opposition to S-543. <A letter to the Chairman 


of the Senate Committee on Interstate and Foreign Commerce 
points out that the proposals embodied in this bill are con- 
' trary to and would endanger the broad principles of inter- 
national trade we consider essential to the prosperity and 
well being of the world. These proposals would intensify 
preferences already existing in favor of our national. ship- 
ping, would increase their effect and magnitude and shift 
them from a temporary basis to a permanent policy. They 
carry forward certain preferential policies established 
through previous legislation, which seek. to direct cargo 
into ships of US registry, notably, those contained in the 
Act of April 28, 1904. requiring: the carriage in US vessels 
of all cargo to which the US armed forces hold title; PR-17, 
which requires the carriage in US vessels of commodities © 
procured with loan funds, except under certain conditions; 
the Merchant Marine Act of 1936, which stipulates that all 
US agencies must seek preference for cargoes to move in 
national ships; and, finally, the Foreign Economic Cocpera- 
tion Act of 1948 calling for the movement cf at least 50% 
of US-financed cargo in our own flag ships. 


Adoption of the type legislaticn envisaged in S-543 
would be a step in the direction cf intergcvernmental agree- 
ments for the division cf traffic. Such preposals have long 
been urged by the aviation authorities cf a number cf coun- 
tries. This government has successfully resisted such meas- 
ures in aviaticn as contrary to cur basic economic foreign 
policy. A move in this directicn in the shipping field | 
could jeapordize our pclicies in the aviation field. 


The letter reviews our close association with maritime 
naticns in reaching international agreements cn technical 
and consultative crganizations in the shipping field under .. 
UN auspices, A common objective of these organizations is 
the removal cf national preferences, discriminations and 


restrictions 
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restrictions among maritime nations in order to provide for 
the maximum flow of shipping services to world trade. We 
hope through this international consultative machinery to 
reduce restrictive shipping preferences which have been 
levied against this country. The adoption of the proposed 
preferences in favor of US ships, provided for in this bill, 
would be irreconciliable with the fundamental principles of 
international economic cooperation sought through these 
intergovernmental organizations. 


The Committee's attention is called to the alarm evi- 
denced by OEEC and other maritime nations over proposed US 
preferential measures which seek to force traffic into national 
ships through governmental edict; measures which fasten upon 
seaborne trade such a revolutionary complication as a dual 
freight rate system. These governments fear that action con- 
templated by the US may inspire retaliatory measures by other 
nations throughout the world. Compliance with the division 
of cargo would necessitate cumbersome control machinery by 
this government and the reassumption of controls by other 
governments over their national shipping establishments as 
well as over the operations of their importers. The dual 
freight rate system may result in a disadvantage in delivered 
cost to that portion of US cargo which moves in US ships since 
it would be equivalent to a protective tariff for similar cargo 
.moving into the same markets on foreign ships or from other 
markets. A dual rate system on bulk commodities seriously 
disturbs the competitive relations between producing and im- 
porting countries and this distortion is bound to have inhibit- 
ing effects upon their recovery. Arbitrary diversion of cargo 
to US vessels would also mean that the competitive position 
of the remainder of world shipping would drive rates downward, 
causing a wider spread between the two freight rate systems, 
placing US vessels ultimately at even greater disadvantage 
in the sea trades. 


Our letter takes cognizance of the growth of our merchant 
fleet over its prewar tonnage and the problem of absorbing 
and adjusting this additional tonnage into the established 
sea trades of the world. It recognizes the dilemma confront- 
ing the US by the shift of the commercial fleet from a domestic 
to a foreign base of operations. While US shipping interests 
would benefit by such a shift, we should consider the broad 
implications of any move which would cripple a vital segment 
of the economy of maritime nations with consequent effects on 
their social and political well being. This is particularly 
important in the face of the strategic political position of 
some of the countries involved. 


* * * 


DECLASSIFIED FOR PUBLICATION IN FOREIGN | 
RELATIONS OF THE UNITED STATES 








ISSUE NO. 195 
March 28, 1949 a 
pp. 


SECRET 


Ny 





cunRENT ECONOMI 
DEVELOPMENT 


POLICY INFORMATION COMMITTEE 
DEPARTMENT OF STATE 





DECLASSIFIED FOR PUBLICATION IN FOREIGN 
RELATIONS OF THE UNITED STATES 





This weekly publication is designed to highlight developments in the eco- 
nomic divisions of the Department of State, and to indicate the economic ~prob- 
lems which are currently receiving attention in the Departmert. It is suggested 
that copies be retained on file, as reference will sometimes be made to previously 
reported items to avoid repetition. 


Document Security Instructions 


This document should be treated in accordance with current instructions 
regarding security measures for SECRET material. Extreme care should be ex- 
ercised to avoid public or private discussion of the information herein with or in 
the presence or hearing of any person not authorized to have knowledge thereof. 
For general purposes all classified Foreign Service Officers and other responsible 
economic officers are authorized to have knowledge of the contents of this docu- 
ment, responsibility for the safekeeping of which will be assumed by each recipient 
thereof. It may be retained in protected files or, at the discretion of the recipient, 
destroyed by burning. If not personally disposed of by the recipient, he will 
assure himself that it is burned in the manner prescribed for SECRET material. 


DECLASSIFIED FOR PUBLICATION IN FOREIGN | 
RELATIONS OF THE UNITED STATES 











SECRET 


March 28, 1949 


CONTENTS 


Argentina Must Cooperate in Solving 
Its Economic Problems - - ---+-+-- = “---- 1 
Expropriation Provisions 
Recent Control Measures 
Trade Negotiations 


Tariff Negotiations Scheduled 
for Annecy Trade Conference - -------+--- 3 
Negotiations Wide in Scope 
Agenda Items 
Czechoslovak Charge Against US 
Question of MFN Treatment for Japan 
Status of MFN for Germany 


Possible German Role at Annecy 


New International Wheat 
Agreement Concluded - - ---+-+-+-+-+-+--+-<-+e--s. 7 
Participants 
Provisions for the Agreement 


Main Items at ECOSOC Session Were 
Economic Development and Forced Labor - - - - - = - 8 
Economic Items 
Economic Commissions 
Labor Items 
Other Social Items 
Organizational Items 


Mexico City Broadcasting 
Conference May End Soon - - --+-+-+-+-+-++e+#-e-e+e-s6 12 


DECLASSIFIED FOR PUBLICATION IN FOREIGN 
RELATIONS OF THE UNITED STATES 





SECRET 


INA MUST COOPERATE IN Embassy Buenos Aires has 
SOLVING ITS ECCNOMIC PROBLEMS been authorized to tell Argen- 
tine officials that the Depart- 
ment and other US agencies are anxious to assist Argentina 
selve its present serious dollar problem, but cooperative 
action by Argentina is essential if any results are.to be 


. accgqmplished. The’ US Army has had offers of fresh meat from 


Mexico and Brazil which are below Argentine prices. Argentine 
weol prices are also out of line. It is reported Argentine 
officials believe an early war is inevitable and therefore 

are taking no measures to sell Argentine products, believing 
conflict will result in rapid purchases at high prices. 
Argentina's withdrawal from the wheat conference, its approval 
of the expropriation article in the new constitution, and 
restrictive measures which limit the operations of established 
exporting firms make US cooperative efforts most difficult. 
Department officers have clearly indicated to Argentine offi- 
Gials here that Argentina, if it really wants to get back 

on its feet, should itself take positive action to Remove 
trading restrictions which have seriously obstructed normal 
export trade. 


The fact that offshore procurement under ECA has not 
met early expectations continues to rankle the Argentines 
and Peron and Bramuglia requested a stetement of ECA policy 
in Argentina since they understood that $100 million would 
be spent there for foodstuffs. It was explained that no 
commitment of any kind had been made by the US and that off- 
shore purchases were less than first anticipated because of 
the development of US surpluses. ECA authorizes purchases 
on'a commercial basis and in accordance with legislation. 
ERP participating countries propose the place and amount of 
purchase and, when offshore procurement is authorized in 
Latin America for ECA, European countries generally arrange 
for purchase and ECA merely finances dollar transactions. 
Except for limitations imposed by law, such as on surplus 
commodities, ECA welcomes procurement from all supplying 
countries including Argentina. The Argentines were informed 
that we are actively seeking other ways by which US imports 
from Argentina may be increased, thus alleviating the dollar 
shortage. We also made it clear that US policy toward Argen- 
tina doés not change frequently, as some Argentine officials 
had charged, but that it consistently has been to maintain 
close “friendly relations and be of all possible help. 


a 


-opria Provis The new Argentine constitution, 
which has been approved, contains provisions pertaining to 
expropriation of private property which has brought forth 


protests 
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protests from the Swedes, Belgians and others. The proposed 
law provides that public ’ services pertain fundamentally to 
the state and ‘under no concept can they be alienated or con- 
ceded for ‘éxploitation.. Those in possession of private in- 
terests may be transferred to the state, through purchase 
or expropriation. The‘formula for indemnification is the 

_ original cost minus depreciation and profits during “ex loita- 
tion which might be considered in excess of a reasonable re- 
turn. This formula might well.result in-reducing indemni- 
Fhe 9 to zero or So SSeeeay eeapeeaes with a debt to 
the state. . a 


Our Embassy officials. -have Saeeunend this matter with 

Peron and Bramuglia-and the latter said they could not arrange 

a change in the language "for. political. reasons". However 
they said that authorization to expropriate would never be 
invoked while Peron is in office. Embassy officials replied 
that nevertheless the threat is in the constitution, and 
while the President's assurance might give: some temporary 
comfort to foreign companies operating in Argentina, the law 
would be on the books and should effectively serve to keep 
foreign capital out of Argentina. There are persistent re- 
ports that the Argentine government feels that a threat of 
expropriation may spur the US into offering assistance in 
their finaneial plight. Actually, the reverse is true and 
our Embassy has been asked to stress very strongly the extent 
to which the provision in the new-constitution increases the 
difficulty of those in ‘the US who are striving to help Argentina. 


Recent Control Measures Last week Argentina took the 
first step toward seizing all raw materials in the country 
and parcélling them out under government order to keep all 
industries in operation. By deeree the Ministry of Commerce 
and Industry was given control of all raw materials whether 
produced in Argentina or imperted from abroad. 


Earlier in the month the Minister of Finance released 
regulations governing renewal of old end authorization of 
new exchange permits which indicate an effort at an initial 
solution of the prevailing import, exchange and dollar debt 
_ problems. In revalidating old permits and considering new 
applications ‘priority is to be given highly essential com- 


‘“modities on a new list of articles needed to maintain public 





health and economic activity. Preference as supplier is 
given to a aerial aetna COUNT 106, including the 


sterling 
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sterling aréa, and so-called contiguous countries. Another 
list of useful but not essential articles may be authorized 
for importation from any origin if the interested parties. use 
‘their own foreign exchange. The Minister indicated that a 
‘substantial proportion of dollar receipts from future exports 
to the::US will go to pay debts to US creditors. Meanwhile, 
the moratorium on transfer of hard currencies, which had been 
imposed February 1, was partially lifted the end of February 
and an order issued permitting the use of small sums of 
Argentina's foreign exchange to buy scientific books, help 
support families abroad, cover bank charges and other similar 
purposes. Other government announcements the end of February 
had to do with controlling newsprint and limiting speculation. 


Trade Negotiations UK-Argentine trade negotiations re- 
portedly have bogged down over the convertibility issue and 
the British report that, contrary to their expectations, 
dealings have been no easier since Miranda's departure, the 
present group lacking practical experience. A Norwegian 
delegation is proceeding to Buenos Aires to try to negotiate 
a trade and payments agreement. The problem will be to agree 
on a currency medium for settlement of current-deficits and 
the Argentines are expected to reiterate earlier demands for 
a fixed export surplus of 30% payable in dollars which the 
Norwegians have been instructed to reject. The Norwegians 
are interested in preserving their woodpulp market and need 
hides, foodstuffs and quebracho but anticipate Argentine 
demands for higher than world prices for grain. “:- 


* * 


ranlee NEGOTIATIONS sore Tariff negotiations between 
FOR ANNECY TRADE CONFERENCE the 23 signatory countries 

of the General Agreement on 
Tariffs and Trade (GATT) and the 11 additional countries 
which have indicated interest in acceding to GATT will be 
the main item on the agenda of the Third Session of the | 
contracting parties to GATT, which will open in Annecy, 
France on April 8. Among the more controversial items on 
the provisional agenda are the possible extension of most- 
favoredsnation treatment to the trade of Japan and considera- 
tion of the Czechoslovakian charge that the US, because of 
its discriminatory policy in issuing export licenses, has 
— to carry out its obligations under the General Agree- 
ment. | | 


The 


DECLASSIFIED FoR PUBLI 
CATION | | 
RELATIONS OF THE UNITED STATES _— 














SECRET 
ote 


The contracting parties, which,negotiated the General 
Agreement in Geneva in 1947, are Australia, Belgium, Luxen- 
bourg, the Netherlands, Brazil, Burma, Canada, Ceyion, Chile, 
rg Cuba, Czechoslovakia, France, India, New Zealand, Nor- 
way, Pakistan, Southern Rhodesia, Syria, Lebanon, South Africa, 
the "United Kingdon, and the US. The new countries which will 
participate at this conference are Colombia, Denmark, Dominican 
Republic, Finland, Greece, Haiti, Italy, Liberia, Nicaragua, 
Sweden and Uruguay. 


- Peru and El Salvador had indicated interest in partici- 
pating in these negotiations but it is now unofficially under- 
stood that they have withdrawn, both stating that it would be 
impossible for them to complete preparations in time for this 
meeting. El Salvador has named a delegation to attend as 
observers, but Peru has not as yet responded to the invitation 
to appoint observers. 


Negotiations Wide in Scope It is estimated that the 
countries participating in these negotiations account for 
some two-thirds by value of total US exports and almost three- 
fourths of US imports, on the basis of 1947 figures. It is 
also estimated that the trade of those countries which are 
already contracting parties to Gat represents about two-thirds 
of total world trade. 


The negotiations are expected to involve the extension 
to the above-named. new countries of tariff concessions granted 
by the contracting parties under the General Agreement; ad- 
herence by the new countries to general provisions to GATT 
regarding the conduct of trade; and the negotiation of tariff 
concessions between the acceding countries and the signatory 
countries and among the acceding countries. It would be possi- 
ble to have over three hundred sets of bilateral tariff nego- 
tiations result from this conference to be incorporated in the 
multilateral General Agreement, although that is not antici- 
pated since not all of the participating countries wish to 
negotiate with all the others. The US, however, will negotiate 
with each of the 11 acceding countries. There will not be any 
new tariff negotiations at this meeting between present signa- 
tories. 


Items The provisional agenda also includes a re- 
port on the renegotiation of certain concessions granted by 
Brazil, Ceylon, Cuba, and Pakistan; import restrictions re- 
cently ” imposed by South Africa; exchange agreements with men- 
ber countries not members of the International Monetary Fund; 

a possible Third Protocol of Rectifications; the proposed South 
African-Southern Rhodesian Customs Union; measures relating to 
economic development, and certain other technical items. 
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Several-of the contracting parties have requested that 
other. items be added to the agenda. Among these are the US 
requests for consideration of most-favored-nation treatment 
- for occupied areas and arrangements for the third set of 
tariff negotiations. Cuba has asked consideration be given 
to the adoption of emergency measures to resolve "the crisis 
of the Cuban textile industry". Also in this group of addi- 
tions is the Czechoslovakian charge against .the US es 
‘Policy. 


: Czechoslovak ene pteteed Ys In response to the 

csechoslovakian charge that the US through its discriminatory 
_ policy in issuing export licenses has failed to carry out its 
obligations under GATT, our delegation will-note that the 
charges are a repetition of those pressed in previous inter- 
national meetings. We will emphasize that the largely politi- 
cal nature of the charge is likely to hamper the amicable 
attainment of the cooperative objectives of the meeting, and 
will maintain that the US is justified in export controls on 
the grounds of short supply and national security, both of 
which are recognized by GATT. We feel that the European con- 
tracting parties and Canada will probably support the US 
position. If Australia, New Zealand, Southern Rhodesia, and 
the Union of South Africa also support our position, a a majority 
would be. assured in a possible vote. 





In discussions with Ambassador Douglas, officials of 
the British Board of Trade have expressed appreciation of 
- our position and have indicated that if they are subject. to 
a Similar attack at Annecy, as they anticipate, their position 
will be the same as ours. One British official said he believes 
that if a vote is taken on the Czechoslovakian resolution, it 
will be defeated and the matter closed. The feeling in London 
seems to be that the Czechs would not withdraw as a party to 
GATT as a consequence. An official -of the Belgian Ministry 
of Foreign Commerce has informed Embassy Brussels that he 
believes Belgium is entirely in sympathy with US objectives, 
and Canadian officials have informed a Departmental officer 
that they would do everything possible to assist us. 


Question of MFN Treatment for Japan The US is planning 
to reintroduce at this session the question of most-favored- 
nation treatment for the merchandise trade of Japan, propos- 
ing a protocol similar to that agreed upon by a number of the 
contracting parties for aes trade. (See pate 5, September 20, 


1948 issue of Current Economic Developpe nts. ) We consider 


assurance 
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assurance of non-discrimination: during the occupation import- 
- ant tothe “proper, planning of Japanese rehabilitation and 
the success ‘of économic reforms. In'‘view of the responsi- 
bility the US‘ G¢arries on behalf of the atlies, we feel that 
other governments should be willing to’ ‘offer this assistance. 


pes In ‘discussions which our representatives have held with 
officiais: of a number of countries, there have been favorable 
indications with respect to our position on the part of France, 
Ceylon, India, and Pakistan. Opposition has been expressed 

by Australia and South Africa. Questions as to the trade 
practices to “be followed by Japan have“ béen faised by Canada, 
Lebanon and New Zealand. The UK position is still indicisive. 
It.is possible that the UK may condition the granting. of MFN 
treatment for Japan to.certain assurances in view of the 
apprehension of ‘British textile interests concerning possible 
Japanese competition. | 


While we favor. following the pattern of the pctocol: 
adopted for Germany ,. some modifications: may be considered, 
e.g., if pressed by. other governments we mtght consider making 
the iaaes and obligations of the agreement reciprocal. 


Status. of | for Germany It isnot planned to ‘reopen 
the question of MFN for German trade at this conference be- 
cause of the possible adverse effect on efforts to obtain 
agreement on Japan. Of the nine GATT countries which have 
not yet signed the agreement extending such treatment to the 
trade of Germany, Czechoslovakia, Australia, and New Zealand 
remain strongly opposed. Signsture by Chile, Burma, and 
Southern: Rhodesia -ha$ been-delayed primarily because of legal 
or administrative ‘dffficulties, there being no apparent ob- 
jections .to ‘the agreement. -There are certain peculiarities 
inthe: Cuban and ian-Lebanese cases,' but US missions are. 
continuing to make strong efforts to obtain soa prd.. 





Possible German Role at ‘Annecy. In resporise to. their . 
expression of interest in the forthcoming negotiations, we 
have advised’ our representatives in Frankfurt that it may 
prove helpful to have military government representatives 
from the Bizone on hand at the conférence when matters affect- 
ing Germany may be discussed, but observer status will not be 
requested since no German question is formally on the agenda. 
We doubt that any useful purpose would be served by the atten- 
dence of German advisers, which might well be embarrassing; 

. however, one or two experts might, be requested: to join the 
military government representatives if needed. 


* * * 
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\i INTERNATIONAL WHEAT A new international wheat agree- 
AGREEMENT. CONCLUDED ment was adopted unanimously by 


42 countries last week in Washing- 
ton. The wide differences on prices and quantities, which 
developed early in the conference, were successfully conm- 
promised. (See page 1 of February 14, 1949 issue of Current 
Economic Developments.) The agreement allocates 456,263,389 
bushels of wheat a year, for each of four years beginning 
with the crop year of 1949. The ceiling price was set at 
$1.80 a bushel, with the floor starting at $1.50 a bushel 
and dropping by ten cents each year to $1.20 for the 
fourth year. as 


+» Participants Australia, Canada, and the US, the ex- 
porters under the 1948 wheat agreement which was. never:put 
into effect, are joined in this agreement by France and: 
Uruguay. The importing countries are Austria, Belgiw, 
Bolivia, Brazil, Ceylon, China, Colombia, Cuba, Denmark, 
Dominican Republic, Ecuador, Egypt, El Salvador, Greece, 
Guatemala, .-India, Ireland, Israel, Italy, Lebanon, Liberia, 
Mexico, Netherlands, New Zealand, Nicaragua, Norway, Panama, 
Paraguay, Peru, Philippines, Portugal, Saudi Arabia, Sweden, 
Switzerland, Union of South africa, UK, and Venezuela. 


Fhe USSR, participating in international wheat negotia- 
tions for the first time, declined to accept the annual 
guaranteed export quantity of 50 million bushels, which the 
other exporters considered reasonable. The Soviets at 
first insisted on a quantity of 100 million bushels, which 
they later reduced to 75 million. The other major -exporters, 
the US, Canada and Australia, were unwilling to accede to 
the Soviet request for a guaranteed quantity of 75 million 
bushels since this would have necessitated their giving up 
long-established markets. Although Soviet export figures 
are vague, a guaranteed export quantity of 30 to 40 million 
bushels annually would appear to be the minimum that could 
be justified by Soviet exports during any representative 
period since the. end of World War I. Argentina withdrew 
from negotiations early in the conference as the prices 
established under the agreement are less than it is asking 
for its wheat. 


Israel's entry as a fully participating nation in the 
international wheat conference was opposed only by Egypt, 


Lebanon and Saudi Arabia. 
i 


Provisions for the reement The total quantity of 
wheat guaranteed for export is 456,283,389 bushels annually, 
compared with 500 million in the’ 1948 agreement. The quota 
for Canada is 203,069,635 bushels; the US, 166,069,639; 


Australia 
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Australia, 80,000,000; France, 3,306,934; and Uruguay. 
1,837, 185: Under the old agreement the Us share would have 
been 185 million bushels; Canada would have had 230 million 
bushels and Australia 85 million. 


. The ceiling price under the 1949 agreement is $1.80, 
compared with $2.00 in the 1948 agreement. The floor price 
remains the same--$1.50 for. the first year and dropping by 
ten cents annually. 


Thirty of the countries signed the international wheat 
agreement March 25 and the remainder have until April 15 to 
sign. It is open for ratification only until July 1, which 
starts the 1949 crop year. <A preparatory committee consist- 
ing of ten representatives of the signatory countries was 
designated by the final session of the wheat conference to 
make initial preparation for administrative and other 
arrangements which will be necessary for the operation of 
the international wheat council. The first meeting of the 
wheat council is to be held in the US early in July. 


* * * 


MAIN ITEMS AT ECOSCC SESSION WERE At the eighth session 
ECONOMIC DEVELCPMENT AND FORCED LABOR of ECOSOC, just con- 
cluded at Lake Success, 
the most important achievement was the adoption of measures 
to promote technical assistance for economic development of 
underdeveloped countries while the most controversial dis- 
cussions arose over items on forced labor and infringement 
of trade union rights. The differences between east and 
west were evidenced in discussions of nearly all agenda items, 
and the voting shows.abstensions or nays on the part of the 
USSR, :Byelorussia and -Poland on.all but a few resolutions... 
The New Zealand President in his concluding speech, while 
commenting that the Council has become increasingly workman- 
like and friendly, appealed to it to seek a common ground 
instead of aligning itself into permanent majerscses and 
permanent minorities. 


Economic Items Two resolutions were adopted on economic 
development and technical assistance. (See pees 6, March 14, 
1949 issue of Current Economic Developments.) In pursuance 
thereof the UN Secretary-General has ;already begun consulta- 
tions with the heads of specialized agencies and when ECOSOC 
meets again in Geneva next July, it will have before it con- 
crete proposals that will enable UN to enlarge its activities 
in this major economic field. A consideration of the 
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Secretapiat's world's economic report opened a very inter- 
esting discussion. It was generally agreed that world 
economy had achieved substantial if uneven progress in 1948, 
especially in the production of foodstuffs, and that side: 
by side with previous inflationary pressures, deflationist 
tendencies were beginning to appear in certain sectors. ~ 
Two resolutions concerning the report were adopted, with. — 
the Soviet bloc abstaining. One called the attention of 
member states and the specialized agencies and commissions 
concerned to the views expressed on this subject at the 
Council meeting and the other urged all member governments, 
subject to the requirements of security, to give the great- 
est possible cooperation to the Secretary-General in making 
‘available-data required for the regular monthly and annual 
publications of economic and social statistics for reviews 
of the world economic conditions. 


The Council adopted a resolution taking note of the 
report of the Food and Agriculture Organization, whieh listed 
four problems calling for the collaboration of FAO witn. 
other international agencies. These dealt with improving 
the supply of agricultural production reouisites, study of 
international financing of development, analysis of trends 
in the pattern of world trade, and improvements in marketing 
and distribution facilities. The Soviet bloc abstained in 
the voting and in the discussion the USSR representative | 
stated that FAO had made no efforts to help the small farmers. 
In considering the problem of wasting food in certain coun- 
tries, which was originally posed by Poland and which GA 
asked the Council to give attention to, a resolution was 
adopted requesting FAO and the other specialized agencies, 
in cooperation with the Secretary-General, to undertake 
Studies of the problems and measures designed to increase 
the availability of food so that the Council may consider 
recommendations for action. The resolution further recon- 
mends that measures to increase food production and decrease 
food wastage should continue to receive urgent attention in 
all countries, especially in those whose economic develop- 
ment would otherwise suffer because of shortages of food and 
of means of payment for food imports. The USSR, Byelorussia 
and Polend again abstained from voting. 


In the discussion of the reports of the International 
Bank and International Monetary Fund, Poland made cherges 
of discrimination against eastern European countries and the 
Soviet bloc abstained from voting on the resolutions, which 
merely took not. of the reports and transmitted to the Fund 
and the Bank the records of the discussions thereon. 


Economic 
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.- Eeonomic Commissions. The Council unanimously adopted 
a resolution taking note of the report of the Economic Con- 
mission for Europe. By 13 votes to 3 (USSR, Poland, Byelo- 
russia) and with India and Lebanon abstaining, the Council 
rejected a Polish draft resolution which would have requested 
ECE to study the impact of the existing restrictive measures 
applied by some countries for the purpose of influencing 
the -internal affairs.and. foreign policy of other countries. 
on. the development of intra-European trade. Two resolutions 
were adopted in connection with the report of the Economic 
Commission for Asia and the Fer East. One took note of the 
interim report, approved the Commission's action on the _. 
Bureau of Flood centrol, and recommended that funds be allo- 
cated during ‘the current financial year for:the purposes set 
out in the report should the 1949 budget prove insufficient. 
This resolution also approved an addition to ECAFE's terms 
of reference to include Nepal as an associate member. The 
second resolution amended the terms of reference to enable 
_ the Commission ‘ta consider an application for associate 
memberships of:the Republic of Korea and provided that ECAFE 
and SCAP can mutually exchange information and advice on 
matters concerning the economy of Japan in relation to the 
rest of the ECAFE area. The part of the resolution on Korea 
was very strongly criticized by Poland and the USSR. It was 
unanimously agreed to postpone until the next ECOSOC session 
consideration"of the factors bearing on the establishment 


.. Of an Economic Commission for the Middle East.” The report 


of the Economic Commission 'for Latin America was adopted 
unanimously. | | a ws ee fe 


Labor itens An AFL request that the Council should 
ask the International Labor Organization to undertake a 
comprehensive survey on the extent.of forced labor in all 

UN member states and to suggest positive measures for elimina- 
tion of forced labor touched off a debate between the US and 
the USSR. The US delegate cited various reports which. charged 
that there were between 8 and 14 million persons working ~ 
under slave labor conditions in the Soviet Union. Thespokes- 
men for Poland and. the USSR declared the accusations were a 
part of a campaign against the Soviet Union, an attempt to 
interfere in its domestic affairs, and'the proposal made in 
order to obtain information on little-known Soviet regions. 
The. USSR representative introduced a draft resolution that 
would set up an international commission to investigate ° 
‘working conditions of workers -and employees in capitalist. 
countries, the Soviet Union, the Peoples‘ Democracies and 
dependent and trust territories. This commission would con- 
Sist of represéntatives of all ‘existing trade unions on the 
besis of one representative for every million members. (On 
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that basis, the commission would have been averwhelmingly 
pro-Russian because the Central Council of Russian Trade 
Unions claims some 75 million. members--more than most of the 
rest of the world's workers groups together.) -The Russians 
evaded US questions as to whether their suggested inter- 
national commission would actually go into the countries 
involved or merely gather information from reports submitted 
to it. This Soviet resolution was rejected 15 to 3 and the 
Council then adopted a US resolution, amended by Australia, 
which invited ILO to make a world-wide inquiry into slave 
labor and cailed upon the Secretary-General to work closely 
with the ILO and to report on progress in this regard at 

the next Council session. A second Soviet defeat on labor 
issues came when ECOSOC rejected a Soviet draft resolution 
asking the Council to endorse WFTU charges that Argentina, . 
Brazil, Chile, Egypt, Greece, India, Iran, Lebanon, Portugal, 
Spain and the Union of South Africa had violated the UN Char- 
ter by taking legislative, administrative and punitive meas- 
ures against labor movements. ECOSOC then adopted a. resolution 
drawing attention of all member states to the importance of 
ensuring within their respective territories the full exercise 
of trade union rights. Another Soviet proposal was rejected 
to the effect that a commission on trade union rights be set 
up to draft, in participation with the WFTU, specific proposals 
for the protection of trade union rights. b resolution was 
adopted requesting the Secretary-General and ILO to hold con- 
sultations in regard to possible means and methods of enforc- 
ing' trade union rights. The problem of equal pay for equal 
work was referred to the Commission on the Status of Women. 





Other Social Items The Council approved the efforts 
of the IRO to extend the resettlement of refugees in family 
units and requested that admission of intellectual refugees 
be examined sympathetically by receiving countries. The 
Secretary-General is to work with IRO on a preliminary draft 
convention on declaration of death for persons missing, because 
of war events and persecution and, in collaboration with ILO 
and other appropriate bodies, to prepare a summarized docu- 
mentation on the subject of old age rights. A resolution 
was unanimously adopted asking the Commission on Human Rights 
to give priority to work on a draft convenant on human rights 
and metyods for its implementation and to give further con- 
sideration to the problem of the right of petition in draft- 
ing the covenant. The Council adopted a resolution urging 
the fullest support by all peoples of national activities | 
organized during 1949 in favor of the UN Appeal for Children, 
which the GA had decided to continue for enother year. A 
resolution was also adopted teking note of the conclusions 
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of the International.Children's. Emergency Fund calling for 
larger resources, including new geographic areas among those 
aided by the F » and of the GA resolution asking for prompt 
contributions of the governments to the Fund. 


Organizational Items Since the work of the Council, 
its functional. and regional commissions and the spetialized 
agencies is steadily developing, the question of coordination 
has assumed considerable importance, and every ECOSOC session 
opens up a number of organizational and procedural items. 
This time one of the most important was the amendment of the 
Council's rules of procedure in the light of experience of 
the past three years. It was also agreed to request the 
Committee on Procedure to prepare between the ninth and 
tenth Council sessions a revision of the rules of procedure 
‘of the ECCSOC commissions. It was decided to extend for a 
period of three years the life of the Subcommission on Free- 
dom of Information and of the Press with extended terms of 
reference... A resolution was*adopted requesting the Secretary- 
General to transmit to member governments by October 1 of 
each year lists of GA and ECOSOC recommendations requiring 
specific or continuing action by the governments. Member 
' governmerits are to report on: the steps taken to give effective 
implementation to the recommendations transmitted to them. 
It was also agreed that the Secretary-General should stress 
to the governments the need for preparation prior to the 
SE of the next Council meeting in Geneva beginning 
July 5. 


UNCLASSIFIED © 
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MEXICO CITY BROADCASTING .The Yorld High Frequency Broad- 
CONFERENCE MAY END SOON casting Conference underwey in 

| 3 .' Mexico City since last fall has 
set mid-April as its.target for termination although no 
acceptable basis has yet been agreed upon for formulation 
of a'frequency assignment plan. (See page 11,.0ctober 4, 
1948 and page 10, February 14, 1949 issues of Current . 
Economic Developments.) Virtually all conference .activity 
is now centered in qa working group which is trying to formu-. 
late a draft frequency assignment plan for the June median 
Season. If accepted, it will serve as the basis for formu- 
lation of additional plans covering the remaining periods 
of the sunspot cycle. 


The 
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The Telecommunications Coordinating Committee has re- 
appraised our position in relation to conference developments 
and has issued additional instructions to the US delegation. 
In the formuletion of a draft assignment plan for broadcast- 
ing frequencies, our delegation is instructed to seek by every 
means in its power to obtain the maximum possible reductions 
in frequency assignments to other major broadcasting countries, 
particularly the USSR. At the same time it should seek to 
secure maximum increases over our earlier minimum statement 
of requirements in final assignments to the US. If more then 
one frequency per program is permitted to other countries 
our delegation should insist thet our requirements in this 
respect be accorded equal treatment. We will also insist thet 
all countries have equal opportunity to present claims for any 
unused hours left after the draft plan is completed. We are 
studying a course of action to be followed in the event no 
plan is agreed upon. 


From the beginning of the conference the major problem 
has been to reconcile the demands of the larger users with 
the desires of the small powers. The US plan sought to re- 
solve the problem by satisfying the small powers at the ex-. 
pense of the big users, but failed to win sufficient support 
to permit its acceptance even as a basis for a conference 
plan. It had the further effect of throwing the UK and France 
into opposition and aligning them with the USSR against the 
US. The Soviet plan, which sought to satisfy the big countries 
at the expense of the small ones, failed to win any real support. 
It has been possible so far to avoid dividing the western 
democracies by uniting against the exorbitant Soviet demands 
and the obstructionist tactics of the Soviet bloc. The Soviets 
have menaged to maintain their inflated requirements and the 
result mey well be a draft plan giving them approximately 600 
frequency hours as compared with 200 for the US and 400 for 
the UK. Our monitoring reports show that the USSR is using 
considerably less than 600 frequency hours today for domestic 
as well as internetional broadcasting. In our view, any in- 
crease granted at Mexico City would be used for expansion 
of Soviet propaganda services which are directed against the 
US and western powers. 
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This weekly publication is designed to highlight developments in the eco- 
nomic divisions of the Department of State, and to indicate the economic prob- 
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CZECHS EXPRESS INTEREST IN OBTAINING There are indications, 
TIMBER LOAN FROM INTERNATIONAL BANK however slight, of 
Czechoslovak dissatis- 
faction with the economic role into which it has been cast 
by the Soviet planners. The chief of the economic department 
of the Czech foreign office spearheads a group supposedly 
anxious to increase trade with the west primarily because of 
Czechoslovakia's unsatisfactory trade experiences with the 
Soviet Union and its other eastern neighbors. This group 
reportedly feels that Czecnoslovakia is being exploited to 
the advantage of the USSR, the Balkan satellites and the 
Soviet zone of Germany, particular resentment caused by re- 
ported steel shipments to the Soviet zone of Germany. The 
Czechs, who for some time past have stated they were not 
interested in obtaining an International Bank timber loan, 
are now, according to a 'reliable source, most anxious to 
receive such a loan and have instructed "the Czech Ambassador 
in Washington to open negotiations with the Bank. It is 
understood that he has already approached the Bank. Accord- 
ing to our informant, this issue was bitterly debated within 
the Czech cabinet but the forces desiring trade with the west 
finally won out. Treatment of the loan application by the 
Bank is expected to be viewed by the Czechs as a test case 
to determine whether the Bank is willing to do business with 
eastern Europe. In Praha, the President of the Czech National 
Bank has gone out of his way to thank our Ambassador for the 
cooperation cf the US in the recent Czech trade exhibit in 
New York. Our Ambassador believes that Czechoslovakia wishes 
to maintain at least minimum economic ties with the US in 
order to prevent the crystallization of US policy into an 
all-out counter iron curtain against Czechoslovakia. 





In trade relations with the USSR, a Czech-Soviet trade 
protocol was adopted in March amending the 1949 trade quotas. 
The Soviet Union has apparently committed itself to furnish 
substantially increased quantities of needed raw materials 
such as iron ore and scrap, cotton, wool, and seeds for oils, 
in return for further textile, footwear and glass products. 
At the seme time that these agreements help to alleviate the 
pressures of material shortages in Czechoslovakia, it makes 
that country much more economically dependent on the will of 
the Sqviet Union. Not only does the role of primary supplier 
of raw materials make it possible for the USSR to disrupt the 
Czech economy at will, but it can do so with impunity, since 
Czechoslovakia's quid "pro quo offers no bargaining weapon of 
Significance as the USSR can shut off the flow of Czech con- 
Sumer goods to the Soviet people with no fear of protest from 
the Soviet consuming public. 


The. 
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The Czech government is faced with a growing amount of 
internal dissatisfaction, caused chiefly by the introduction 
of a two-fold price system. Workers, including government 
employees, farmers owning less than 15 hectares of land and 
who have fulfilled their delivery quotas of produce, pensioners, 
students, artists, writers and musicians who are organized 
into unions are permitted to buy rationed goods at-<controlled 
prices. All others must buy in the free market at greatly 
inflated prices from 50 to 450% higher than those for rationed 
-commodities. Items covered by the two price systems include 
footwear, automobiles, motorcycles, bicycles, tires, tubes, 
textiles, gasoline and soap. The aim of these new policies, 
introduced early in January, was announced as the reduction 
and liquidation of capitalistic elements. 


Last year saw the nearly complete nationalization of 
industry and wholesale and foreign trade. Now the govern- 
ment aims at the reorganization and socialization of Czech 
agriculture by the end of 1949. At the same time action is 
being taken to tighten labor recruitment controls, with direct 
compulsory transfer of labor into industry. Labor camp legis- 
lation enacted in the latter half of 1948 created the legal 
framework for using compulsory labor as punishment for failure 
to meet certain demands of the communist regime. 


cad * * 


YUGOSLAVIA TURNS TO THE US’ In the past several weeks Yugo- 
FOR TRADE AND FINANCIAL AID slavia has been making overtures 

to the US in regard to trade re- 
lations between our two countries. At the initiative of the 
Yugoslav Vice Minister of Foreign Trade talks have been held 
with Embassy Belgrade on thé general subject of commercial 
relations with the US. This is. the first time in over two 
years that a foreign trade official of the sub-cabinet rank 
has.approached our Embassy on any subject whatsoever. While 
the Yugoslavs have been informed that our export list of com- 
modities prohibited to other eastern European countries does 
‘not necessarily apply as such to Yugoslevia, we cannot accede 
to the request that we indicate any list of goods which it 
will or will not be possible for Yugoslavia to acquire in the 
US.. Wie will continue to point out to the Yugoslavs that we 
are prepared to consider explicit requests as they are made 
and: that nothing should be considered impossible. The Foreign 
Trade Ministry was informed that the US c<'esires maximum expan- 
sion of trade and we would not demand political concessions or 
secret economic information as a condition for the granting of 
export licenses. We would however, require that assurances of 
non-diversion be made with respect to certain strategic materials 
which we might be willing to ship to Yugoslavia. . 
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‘Om their side, the Yugoslavs have given our mbassy a 
list of 38 commodities, including all non-ferrous metals in 
known or possible production, with the exception of molyb- 
denum, vandium, manganese and pyrites, which they-are desirous 
of selling to us. Also mentioned for the US market was tobacco, 


bauxite and sawn timber. 


Simultaneously with these approaches on the trade front, 
Yugoslavia is making efforts to obtain credits in the US, 
negotiating both with private sources and with the Interna- 
tional Bank. We have informed the Bank of America and the 
Chase National Bank, both of whom have been approached by 
Yugoslavia for credits, that there is no political objection 
to such credits at this time. This position is in line with 
US policy approved by the President in February of this year. 
(See page 4, February 28, 1949 issue of Current Economic 
Developments.) The Bank of America is considering a credit 
application of $20 million to finance the purchase in the US 
of mining, timber and agricultural equipment. The loan would 
be repaid primarily from the proceeds cf exports of non-ferrous 
metals to this country and the Bank would require that the 
loan be secured by gold, dollars or other hard assets. We 
informed the Bank that in general it seems probable that the 
type of equipment sought by Yugoslavia might be approved for 
export. "e cautioned the Bank, however, that no advance com- 
mitment could be made and that decisions on export licenses 
were made by the Department of Commerce after specific license 
applications had been examined. The Chese National Bank is 
also considering the possibility of entering into negotiations 
with the Yugoslavs for a similer type «cf loan of an unspeci- 
fied amount. 


. The Yugoslavs have also indicated acute interest. in 

loans from the International Bank. Of the two Yugoslav appli- 
cations now before the Bank, the still pending 1947 application 
for a general reconstruction loan of $500 million has never 
been acted upon. Serious consideration is, however, being 
given to the other application, for a credit to purchase 
equipment to increase timber production, as a part of the 
Bank's Suropean timber credit, which was based on findings 

of the ECE Timber Committee and in which Austria, Finland 

and ster! Czechoslovckia would clso perticipate. In 

October 1946, the National Advisory Council authorized the 

US Executive Director of the Internetionel Bank to consider 
favorably the extension of such a credit to finance additional 
timber exports from eastern Europe to western European coun- 
tries. (See page 5, November 1. 1948 issue of Current ‘Economic 
Developments.) The amount earmarked for Yugoslavie under this 
authorization was »2,700,000. The Yugoslavs have now indicated 
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their agreemént in principle to the conditions under which 


‘such a:credit would be granted but have not yet specifically 


agreed to tne stendard requirement of the Bank that it be 
given the right to inspect the end use of equipment purchzsed 
under its credits. In addition, the Yugoslavs have indicated 


‘their. intention to apply, under the 1947 credit application, 


for 2-loen. to purchase: new mining equipment to. increase pro- 


duction of zinc, leed and magnesite for export to the US. 


The granting of export licenses for such equipment will be 
examined eas expeditiously and sympathetically as possible 


upon the submission of detailed data as to the quantity, 


kinds and end use of the equipment desired. The. decision. 
as to the position of the US Executive Director on the Bank 
with respect to such 2-loen will, of course, have to be de- 
termined by the National Advisory Council, but the Yugoslav 
request is likely to be supported by the Department. — 


* = _— 


STEPS TAKEN TOWARD IMPLEMENTATION OF During the past month 


TWO IMPORTANT EUROPEAN CUSTOMS UNIONS important steps have 


been taken toward the 
integration of the economy of western Europe. Negotiations 


‘were conducted by Belgium, the Netherlands end Luxembourg 


looking toward bringing the Benelux Economic Union into effect 


July 1, 1950; and France end Italy signed « treaty establish- 


ing a French-Italicn Customs Union to be effective also in 
1950, with a complete economic merger tacking place by 1955. 
(See page 4, February 7, 1949 issue of Current Economic 
Developments. ) 


., At a recent conference held in The Hague the Ministers 
of the Benelux countries agreed upon the steps necesscry to 
attain provisional economic union, making very satisfactory 
arrangements for the expansion of trade during the pre-union 
period. The French-Italian Treaty, which-still requires rati- 
fication by the two parliaments, has been under negotiation 
and study for many months. 


Provisions of Benelux Agreement Results of the meeting 
of Benelux Ministers represent considercble progress toward 
the Economic Union first proposed in ‘London in 1944 at 
which time a Customs Convention among the three governments 


. Wes edopted. Perhaps the most important achievement of this 


recent conference was the agreement that internal subsidies 
and controls would be gredually eliminated and that simul- 
taneously with the elimination of Dutch controls on individual 
commodities, trade in those commodities will be freed among 


the 
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the partners. The resulting net Dutch imports will be 
financed in part by new Belgian credits to the Netherlands. 
It is understood that one of the main problems in effecting 
a plan for union has been that of capital transfers, which 
will now be met by this Belgian undertaking to finance the 
Dutch deficit. The three countries also agreed to continue 
to coordinate their investment projects. In addition to the 
arrangements for expanding trade among the Benelux countries, 
arrangements are to be made during the pre-union period for 
the expansion of trade between the partners and other coun- 
tries and to enable the partners jointly to make agreements. 
Measures to simplify customs formalities are to be taken at 
once. Agricultural policy agreed upon is to assure security 
for farmers and farm workers and to augment production. A 
special commission is to be set up at once to study existing 
major waterways and port problems. 


Full economic union as of July 1950 is based on the 
assumption that there will be no deterioration of the present 
situation and that total equilibrium of the international 
balance of payments of the two economies (the Netherlands 
and the Belgo-Luxembourg union) will be established. At 
the seme time, a common system will be establish=d for finan- 
cial regulations with respect to foreign countries. 


The Presidents of the Councils of the Customs Convention 
are to present before July 1, 1949, a detailed project to be 
systematically put into effect during the period of prelimi- 
nary union. A special committee will be created to prepare 
the paper setting up the organizations in charge of assuring 
the functioning of the Union. The goods which will -have 
priority for interchange have not yet been determined and 
the terms and nature of the credits to be granted have not 
been established. Other basic near-term and longer range 
problems, particularly those of a monetary nature, have yet 
to be solved. Numerous commissions and study groups have 
already been set up, however, and are working out solutions. 


Benelux Geared to OEEC and ERP The whole scheme for 
economic union, including the investment program, is definitely 
geared to the Organization for European Economic Cooperation 
and conditioned on Benelux participation in the European 
Recovery Program. The protocol just adopted states: "In 
view of the essertial role played in their economic recovery 
by the exceptional aid of the United States, through the 
Marshall Plan, the three governments judge it necessary to 
adapt the stages of realizing the Union to the ennual alloca- 
tion periods of the Marshall Plan funds (July 1 through June 
30)." Therefore, July 1, 1949 was chosen as the opening date 
for the preliminary period. If the expectations of ERP are 
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not realized, the whole problem. must be reconsidered. The 
protocol further states that monetary and trade policy adopted 
with a view to obtaining equilibrium between the two economies 
"will be pursued in the spirit indicated in the recommenda- 
tions enumerated on March 8, 1949 by the consultative group 

of the 0 #.E.C." 


In expressing satisfaction with the plens for anion, 
Belgian Prime Minister Spaak said that he based his decision 
to back Benelux on the premise that ERP would revive the 
economies of western Europe, that the Atlantic Pact would pro- 
vide necessary defense, and that the Soviet Union would not 
declare war. It was on these grounds that he agreed to grant 
additional credits to the Netherlands even if the credits 
create a strain on Belgian resources. Spaak stated that suc- 
cessful participation by the Netherlands depends on continua- 
tion of ECA aid and an early solution of the Indonesian prob- 
len. He intimated to Ambassador Kirk that attainment of full 
possibilities of Benelux depends on our continued sympathetic 
interest and support of all parties to the Union, and he inm- 
plied that to weather future financial storms, further ECA 
help may be necessary. 


Benelux Industry Consultation In January 1948 an inter- 
governmental agreement was reached on procedures for consulta- 


tion on the establishment of new, or the expansion of any 
existing, industries. It is said to be designed to prevent 
development of economic differences among the Benelux partners 
and to avoid economic disorder resulting from indiscriminate 
expansion of industrial productive capacity. A list of about 
22 industries on which consultation would be required prior 
to-expansion was drawn up on the basis of importance of the 
industry from the point of view of capital expenditure in- 
volved, importance of the industry to the country's economy, 
and the present total productive capacity in relation to re- 
quirements. The agreement is being implemented by numerous 
discussions mostly at the industry level. An agreement on 
leather has been reached and satisfactory arrangements have 
been made for the production of light bulbs and some items 

of the rubber industry. Discussions are going forwerd re- 
garding iron and steel, furniture, breweries, and rubber. 
Forty other branches of trade and industry, among them rail- 
roads, tobacco and textiles, are also attempting to-reach 
agreements. <A fixed program for dividing industrial expan- 
sion among the three countries is not contemplated but con- 
sultation is to be held where appropriate. Embassy The Hague 
understands, however, that an understanding has been reached 
between Belgo-Luxembourg steel manufacturers and the Nether- 
lends steel industry with respect to marketing steel in the 


Netherlands. 
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Nétherlands; in PeGent discussions with representatives 

| tne @pemita] and textile industries in the Netherlands, 
an officer was informed that they were not aware of any 
discussions taking place which would affect their interests, 
but it is expected that when the Economic Union becomes ef- 
fective, ene or the other country will take the lead in cer- 
tain types of textiles. There is some evidenee that the | 
Belgians are attempting ta use the intergovernmental agree- 
ment to discourage Dutch plans for expansion in such fields 
‘as ammonia fertilizer and bottles. ies 


France and Italy Plan Ful] Economic Union The treaty 
signed March 26 by French Foreign Minister Schuman and Italian 


Foreign Minister Sforza provides for elimination of customs 
duties on shipments between France and Italy in the first 
year after ratification and both countries are to adopt iden- 
tical tariff scnedules for trade with other nations. The 
plan to achieve a complete economic merger of the two coun- 
tries by 1955 calls for progressive steps to abolish exist- 
ing import-export quotas, licensing controls on trade and 
currency regulations. The agreement calls for an eventual 
common financial and budgetary policy and stabilization of 
the French-Italian exchenge rate. "Compensation taxes" to 
equalize ultimate prices of articles in commerce between 

the two countries to compensate producers who otherwise would 
suffer from the removal of trade barriers are contemplated 

as temporary measures in the period of adjustment. 


A permanent joint French-Italian Commission will super- 
vise operation of the customs union egreement and handle the 
gradual move toward economic merger. 


Concern over French-Italian Steel Agreement It is under- 
stood that negotiations have been in progress during the past 
several months for a merger of Italian and French steel inter- 
ests, which may become effective even before the customs union. 
Ambassadors ‘Caffery end Harriman have been requestad to express 
to French and Italian OEEC representatives the concern of the 
Department and ECA over possible adverse effects on recovery 
and OEEC operations of provisions of the proposed steel agree- 
ment. One major difficuity we see in this agreement is the 
possibility that it may prejudice multilaterel arrcngements 
within OZEC concerning the desirable expansion of steel capacity 
and the direction of trade in steel for the participating area 
as a whole. This would be especially true if, as reported, 
there is a commitment by Italy to limit steel expansion and 
purchase from France all imported steel in exchange for a 
French guarentee to provide steel, ore and scrap for Italy. 


Such 
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Such preferential and restrictive arrangements would likely 
entail «wn-economic investments and undesirable rigidity of 
trade patterns, To the. extent that governmental méasures 
are taken to enforce such bilateral arrangements, conflict. 
with the General. Agreement on Tariffs and Trade might be in- 
volved.. The Department. is attempting to reach agreement 


. with-EC4 .on the question of the consistency of the proposed 


steel agreement -with the Economic Cooperation. soncmey. ~ 
with, customs and. jeconomic union objectives.  ... 


‘The consent cn cof expanding agreements between ‘similar 
industrial groups of the two countries apparently forms an 
important part .of the attitude of the French Ministry of 
Industry toward: European economic unification. ~ cn 


: 7 tension < of . french-It lia ‘Customs Union to Benelux 
-French officials feel that the projected French-italian cus- 


toms and economic union should.be expanded to include Benelux 
and.have appr oached the Benelux governments with this sugges- 
_tion. The Belgians are believed.to be growing more receptive 
to the idea because of the improved economic position of France, 
but me Dutch are expected to be. Feluctant. ae eh 


+ “e 


- UNDERSTANDING TO BE SOUGHT WITH Final approval has been 





UK ON PROTECTION OF OIL f RIGHTS given to the Executive — 


Committee on Economic For- 
eign Policy .proposal designed to protect US strategic inter- 
ests in British and British-Dutch petroleum Pisted with It 
is recommended that an understanding..be negotiated with the 
British to provide adequate protection for Os strategic 
interests in an.emergency through the availability, of oil 
produced by British and British-Dutch compantes ‘in ‘the. .Far. 





East, the Near East and Latin America. If feasible; .the . 


understanding will be sought under the terms of the North 


Atlentic Pact. For the present, therefore, it will not be 


related to.ECA gifts or loans to the participating. countries. 
In the event an agreement is not pofsible through the medium 
of the Pact the problem will be reconsidered to determine 
alternatives. | ei 


As a practical matter,’ en understanding with the British 


-'on oil might not be necessary since. wider the Atlantic Pact 


it 
ful 
basis for consultation regarding specific petroleum, préblems 
which, in their solution, would have a bearing on the strategic 


we are jointly committed to mutual assistance. Howeyer , 





interests 
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interests of the US. Both ECA ‘and the National Military. 
Establishment requested that the situation be reviewed and 
some basic policy determined on this matter. ECA raised 
the matter in connection with the implementation of the — 
strategic materials provision of the ECA agreements with 
the UK and the Netherlands. Last fall the British approach~ - 
ed ECA with a request for $87 million during the fiscal’ ~ 
year 1949 for financing British and British-Dutch petroleum 
needs in all areas: where their companies ‘operate, excluding 
the US.. The National Military Establishment was concerned 
over possible ramifications of pre-emption agreements between 


the UK and Middle-Zast oil companies, which greatly extended 
UK control over oil production in that region. 


In reaching the decision-to seek. an understanding with 
the UK, an appraisal was made of several basic considerations. 
In the first place, British and British-Dutch petroleum 
interests control important amounts of world oil production, 
much of it of substantial potential strategic value to the 
US. In the western hemisphere, outside the US, British com- 
panies produce about 500,000. barrels of. crude oil and 500,000 
barrels of refined products per day. We generally include 
these quantities as assured supplies in the event of an 
emergency although we have no agreement with the UK covering 
the point. The British control 75% of the production in 
Indonesia, or about 110,000 barrels per day, at the present 
time. Petroleum supplies available in-Indonesia would be of 
major importance to the US in the event of hostilities in the 
Pacific area. In addition to substantial production in Iran 
and shares of other Middle East production, the British, in: 
an emergency of their definition, contro) through pre-emption 
agreements, the output of Kuwait and Bar -in and half of the 
potential Kuwait neutral zone output, notwithstanding 50% 
participation by an American company in Kuwait's production, 
100% participation by American concerns in the production 
of Bahrein cand at least 50% and possibly 100% participation 
in the potential output of the Kuwait neutral zone. Like- 
wise, agreements between British end American compenies, 
for example, the Gulf-Shell agreement involving Kuwait 
production and the Anglo-Iranian-Socony-Vacuum agreement 
involving either Kuwait or Iranian production, may affect 
the volume of petroleum supplies to the US in an emergency. 
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BERMUDA TYPE AVIATION AGREL’ENTS Two long pending aviation 
SIGNED WITH FINLAND AND PANsMA bilaterais, one with Fin- 

land and the other with 
Panama, were concluded this past week. Both are of the 
Bermuda-type and together they bring to a total of 38 the 
number of commercial air transport agreeiients concluded by 
the US incorporating trese liberal basic principles. 








US-Finnish Agreement The US-Finnish agreement, signed 
in Helsinki on March 29, grants to certificated US carriers 
the right to operate a service from the US over a North 
Atlantic route to Helsinki. It also provides that one or 
more Finnish air carriers may operate from Finland over a 
North Atlantic route to New York. 


US-Panama Agreement Culminating patient and concerted 
efforts to dispel Fenetinian apprehensions, stirred by certain 
local political elements, our Embassy at Panama City brought 
about the signing of the US-Panama agreement on March 31. 

The agreement grants traffic rights to US airlines at Panama 
City and David and traffic rights to Panamanian airlines at 
a point or points im tne US to be agreed upon when Panama 

is ready to operate a service to the US. Concurrent with 
the signing of the aviation agreement, two ancillary notes 
were exchanged wherein the US agreed to furnish certain 
communications cable for the operation of additional communi- 
cation tacilities at Tocumen National Airport and to furnish 
a technical mission if so requested by the Republic of Panama. 
The agreenient is now subject to ratification by the Panama 
Assembly. 
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eae es It is presently anticipated that the 
ANTICIPATED ON ITO Chazter for an International Trade 
Organization (ITO) will be submitted, 
saggy late ae month, to the Congress as a joint —— 
tion. See page January 10 1949 issue of Gurren® £29ne Cc 
velo ts.) This would follow the legislative precedent 
of the Bretton Woods organization, the Food and Agriculture 


Organization, and most of the other specialized agencies of 
the United Nations. 


| As a result of discussions among the President, the 
Vice-President, the Secretary, and Congressional leaders, it 
has been agreed that it would bc best to introduce initially 

a simple resolution of acceptance at the time of the Presi- 
dent's message regarding the legislation. Such a bill autho- 
rizing US particivation will be handled in the Senate by the 
Committee on Foreign Relations and in the House by the Committee 
on Foreign Affairs. A second bill providing for necessary 
changes in US domestic legislation to implement the first is 

to be intrecuced later. It is possible that this will be 
handled by the Senate Finance Committee and the House Committee 
on Ways and Means. 


The Executive Committee on Economic Foreign Policy has 
approved for submission to the Congress a draft bill autho- 
rizing acceptance of ITO membership and an appropriation 
therefor. ECEFP has also approved a draft message from the 
President transmitting the Charter to the Congress. 


President Urges Cabinet Support of oe Following a dis- 
cussion of ITO with the Acting Secretary of State in mid- 
January, President Truman sent a message to all members of 
the Cabinet that the International Trade Organization's 
"appropriation and status comes up before the Congress in 
a short time. I'd like very much to have every member of 
the Cabinet put forth every effort possible to see that this 
Organization is properly supported by the Congress." 


egislative C es Required The principal changes 
that would be required in domestic legislation in order to 
implement the bill providing US membership in ITO are as 
follows: 


1. A change in the basis of valuation for customs pur- 
poses which would require, among other things, abandonment. 
of the use of US selling price, although it would not involve 
any change in the level of effective customs duties. 


2. Repeal of the prohibition on the export of tobacco 
seed. 


3. An 
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3. An amendment to the manufacturing clause of the 
Copyright Law. 


4. <A change of certain internal tax rates,which dis- 
criminate against the imported product, into tariff rates, 
no change in the level of the rate being involved. 


5. Repeal of the discriminatory tax on imported oleo- 
margarine and adulterated and processed butter and imported 
Sugar cane juice. 


6. If the Philippines should become a member of the 
ITO, certain import quotas established in the Philippine 
Trade Act would have to be modified, unless the Philippines 
agree to their maintenance. 


7. Section 303 of the Tariff Act, dealing with counter- 
vailing duties, would have to be amended to require that such 
duties need not be imposed unless there is a finding of real 
or threatened material injury to an established domestic 
industry. 


* baa .. 


BROADCASTING °LAN NOT While pledging US interest and coopera- 


ACCEPTABLE TO THE US tion in any further undertaking to 
formulate a frequency assignment plan 


for high frequency broadcasting purposes, our delegation did 
not sign the agreement at the World High Frequency Broadcast- 
ing Conference. This conference, which has been underway in 
Mexico City since last October, ended April 10. (See page 12, 
March 28, 1948 issue of Curr Economic Developments.) The 
final act, which covers a frequency assignment plan for the 
June megian season, was signed by 50 countries--the majority 
with reservations. Other countries abstaining wore the USSR, 
Byelorussia, the Ukraine, Poland, Czechoslovakia, Hungary 
Rumania, Yugoslavia, Albania, Finland, Chile, Guatemala, £1 
Salvador, Burma and Siam, whose delegation did not receive 
instructions. Our vote for US territories was withheld. 


Aithough the US has taken the lead in proposing a fre- 
quency sharing plan based on sound engineering standards and 
within the framework of the Atlantic City agreements, we did 
not feel that the plan agreed upon for the June median affords 
an equitable or satisfactory basis for a full agreement. 
Analysis of the plan shows conclusively that US broadcasting 
interests are not protected, that the June median plan does 
not provide an equitable basis for a comnlete plan, and that 


the 
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the US does not receive a broadcasting service comprable to 
that of any other country. The relative channel hour assign- 
ments for the major countries provided for in the plan are 
as follows: USSR 660 (plus 120 for the Ukraine and Byelo- 
russia); the UK 437; India 350; France’ 235; and tle US 202. 
The Soviet frequency assignment under this plan represents 
an increase of approximately 30% over present usage. The _ 
fact that a considerable number of these channel hours are-. 
assigned in the 21 mgc band does not eliminate the inequity 
of the Soviet assignments. The assignment of 202 frequency. 
hours to the US represents a reduction of 30% from the pres- 
ent level of frequency usage and almost a 50% reduction from 
US requirements as criginally submitted. The plan does not 
make adequate provision for expansion of our present reduced 
program services and fails to provide frequencies for private 
broadcasting authorized under existing legislation. Finally, 
it fails to meet minimum US recuirements for relay services 
from Manila, Tangier, Munich, and over BBC facilities in the 
UK. catrs 

If these deficiencies could be corrected. in the pians - 
for other seasons of the sunspot cycle, we would not view. 
the situation in such-a serious vein. Five additional plans 
must be adopted before a complete plan can be put into.effect. 
The Mexico City agreement provides that the general alloca- 
tion of channel hours among countries as fixed for the June 
season of the sunspot cycle will serve as the basis for the 
remaining plans. They will be worked out by a technical 
planning group end submitted to the high frequen:y conference 
to be held in Geneva later this year. Representatives on 
this working group were to have been the US, the UK. USSR, 
France, Mexico, Uruguay, Argentina, Rumania, the Ukraine, 
India, Egypt, Pakistan, Portugal, the Union of South Africa 
and New Zealand; however, it is understood that countries 
not signing the Mexico City agreement will be replaced by 
representatives of other countries selected on a regional 
basis. 


* * * 


TRIPARTITE AGREEMENT REACHED ON GERMAN An important part 
INDUSTRIAL RESTRICTIONS PARATIONS of the over-all agree- 


- ment reached on Germany 

between the US, UK and France are those sections. dealing with 
prohibited and restricted industries and German reparations. 
In several months of negotiations by the Military Governors 
it had been impossible to reach agreement because of sharply 
differing attitudes on the part of the US on one hand and the 
UK and France on the other. We have always maintained the 


view 
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view that restrictions on industries not directly engaged in 
the production of military equipment should be kept to a 
minimum, on the grounds that unless the restrictions were 

kept simple, they would, in the long run, prove to be iilusory. 
The UK and France’ on the othor hand sought to continue a larger 
number of restrictions. The agreement reached appears to be 
close to the US position. In deference to our wishes, the 
list of industries subject to prohibiticn and restriction have 
been curtailed. Some concession to the wishes of the UK and 
France has been made on the duration of the agreement; the 
prohibitions and restrictions agreed upon, will last through 
the ERP period and perhaps as long as a year and a half there- 
after. Complete agreement was reached on the reparations — 
issue and agreement in principle reached on‘ prohibited and 
restricted industries. The definitive agreement on industrial 
restrictions is being finalized by the three western military 
governors. | | | 


Prohibited and Restricted Industries Germany is to be 
prohibited from producing arms, machine tools specifically 
designed for the production of armaments, ammunition and 
implements of war, as well as all types of aircraft. 


In addition, the production or manufacture of primary 
magnesium. and beryllium is to be pr: 1ibited and all plant 
and equipment for their production or iianufacture is to be 
removed or destroyed as soon as possible. The production 
of synthetic rubber and butadiene is also prohibited and 
facilities for copolymerization and facilities for research 
and testing are to be destroyed. The production, import, 
export, transport, storage, use and possession of radicactive 
materials will be subject to legislation by the military 
governors. The production of synthetic petroleum, oils and 
lubricants by specified processes is to be prohibited. One 
plant is to be retained in part for the refining of natural 
petroleum and in part for the synthesis of ammonia and metha- 
nol. The production of electronic valves will be limited 
to specified types and sub#ct to licensing by the military 
governors. 


Agreement on restricted industries. centers on steel 
productive capacity which is to be limited to 11.1 million 
tons per annum (10.7 million tons for the bizonal area). 

The remaining steel capacity is to be allotted to the Inter- 
Allied Reparation Agency for allocation to claimant countries. 
On electric arc and high frequency furnace steel, synthetic 
ammonia and chlorine, the productive capacity is to be 
limited to that remaining after reparation removals. Primary 


aluminum 
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aluminum is limited to.a capacity of 85,000 tons a year; 
ball and roller bearings capacity is to be limited to that 
remaining after the removal of plant and equipment calcula- 
ted to leave in Germany capacity to produce 33 million units 
a year; and styrene capacity and production is limited to 
20,000 tons a year. Retained shipbuilding capacity, one of 
the most controversial issues, is to be limited to that re- 
maining after reparation removal, and limitations are to be 
imposed on the size and speed of German vessels so that in 
general they do not exceed a speed of more than 12 knots 

an hour. In the case of ocean-going vessels, with possible 
exceptions for thase having special purposes, Germany will 
be limited to vessels not faster or larger than the Liberty 
type. The agreement further provides that German ship- 
building activity is to be directed in the first instance 
to the reconstruction of a German coastal fleet necessary 
for the fulfillment of the Recovery Program. However, 
Germany will be permitted to acquire 100,000 gross registered 
tons of tankers of not more than 14 knots speed and 300,000 
gross registered tons of dry cargo vesseis in the ocean- 
going category of not more than l2 knots speed. The over- 
all problem of German shipping requirements, exceptions to 
the general speed and tonnage limits and the problem of 
prohibiting incorporation in ships of characteristics which 
make them convertible to war use is to be examined by a 
committee of experts. The recommendations are to be sub- 
mitted within three months to the military gcvernors who 

on the advice of the Military Security Board may license 
the construction or acquisition of ships exceeding in some 
respects the limitations on speed and tonnage of the present 
agreement. 


The question of shipbuilding and shipping industries 
was one of the most difficult items encountered in the nego- 
tiations. The original position taken by US negotiators 
in Berlin was that there should be no restvictions on com- 
mercial shipbuilding and thut there should be retained in 
Germany a certain number of shipbuilding yards which, while 
badly damaged, could be reconstructed. This proposal was 
strongly resisted by the British, who insisted on main- 
taining the greater part of the now existing restrictions 
on shipping. The British defended their position on the 
basis of security but it is likely that the UK shipping 
industry and maritime labor unions were influential in 
determining the British attitude. The compromise ultimately 
adopted provides for the removal of seven shipyards, redue- 
ing substantially German shipbuilding capacity. The restric- 
tions on shipping will confine the Germen ocean-going fleet 


to 
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to relatively slow vessels engaged in carrying bulk cargoes 
such as grain, petrcleum, ore and pulp. Germany will be 
allowed to obtain by purchase or charter:a merchant fleet 
of these restricted types amounting to about 10% of its 
pre-war ocean going. tonnage. : . 


The second major point of disagreement related to the 
duration of the agreed prohibitions and restrictions, with 
the final agreement providing that the prohibitions arti .. 
provisions for controlled industries will remain in effect 
until a peace settlement. The provisions regarding the | 
limited industries will remain in effect until a peace settle- 
ment or January 1, 1953, with the limitations.to be reviewed 
in 1952. The restrictions will be reviewed in the light of 
the circumstances then existing, including the security needs 
of the three allies, the state and effectiveness of arrange- 
ments for preserving security and the needs of European re- 
covery. Those restrictions which are agreed by the three 
powers will be continued. Any restrictions agreed to by 
two cf the powers may be continued until Becember 31, 1953.. 
Any of the three powers may propose a review of any part 
of the agreement at any time. 





Reparations The issue of German reparations has long 
been one of controversy and the conclusion now of a definite 
agreement will make possible the allocating of equipment 
to recipient countries, elimination of tne uncertainty as 
to final removels which has had a deterrent effect on 
German economic and political life and will eliminate a 
source of friction among the allied powers, many of whom 
are participants in the Recovery Program. The agreement, 
which provides for the retention in Germany cf 159 whole 
or part plants previously scheduled for dismantling, repre- 
sents substantial fulfillment of the recommendations of 
the special ECA committee. 
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YEAR ECONOMIC PROGRAM has been announced by tne Israeli 

| : Prime Minister, David Ben Gurion, and 
presented to the Constituent Assembly for approval. The pri- 
mary objective of the program is to absorb into the country's 
economy, through intensive development of production and re- 
sources, the mass immigration which is expected to double its 
population. The Eximbank has already extended to Israel credits 
totalling $51 million to assist in financing this program. Of 
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this total, a credit of $35 million was granted in January for 
various agricultural projects and $16 million in credits has 
since been extended under the $65 million commitment established 
at the same time. This $16 million includes credits to assist 
in financing Israeli telecommunications, housing and transporta- 
tion projects. . 


The Israeli development program includes provisions for the 
expansion and encouragement of industry and agriculture, the in- 
provement of living conditions, the development of Jerusalen, 
and provisions relating to financial affairs. 


Encouragement of Industry and Agriculture The program's 
primary objective is to be carried out on the basis of a planned 
economy aimed at the promotion of local industry and agriculture 
through tariff and foreign trade pulicy, encouragement of private 
capital and of private and cooperative initiative, wide use of al- 
modern scientific and technical methods of production, improvemen 
in tne telecommunications systems within the country and with all 
parts of the world. The plan proposes irrigation, swamp drainage 
soil improvement and agricultural development in all parts of the 
country, nationalization of water resources and natural resources 
the obligatory development of all derelict land, and the rehabili 
tation and expansion of the citrus industry. Tourist trade is to 
be encouraged by the promotion of the hotel industry and of 
tourist services. 





Improvement of Living Conditions The program includes pro- 
visions for a gradual systematic improvement in the standard of 
living, of education, of labor and of health, with the eradica- 
tion of illiteracy, overcrowding and disease in slums areas, 
speedy expansion of building projects to meet the housing need, 
and rapid settlement of all underpopulated areas in order to ob- 
tain a balanced distribution of population. The Israelis also 
plan the progressive introduction of a wide social insurance 
scheme, the removal of communal barriers in social and civic life 
and encouragement of the birth rate. 


Financial Program. A campaign agains* the high cost of livin 
is to be carr:.ed on through price control and rationing, foreign 
exchange control, limitations on excessive profits of the middle- 
man, the imposition of a progressive income tax, luxury and in- 
heritance taxes and taxes on increments. in property values. 
Exemptions from and reduction of taxation and customs duties are 
to be designed to encourage private and cooperative industry. 





Development of Jerusalem The plan envisages the development 
of Jerusalem through the concentration there of cultural, nationa 
and governmental institutions, exclusive designation of certain 
enterprises for Jerusalem, and the establishment of a network of 
agricultural villages around that city. 





* * * 
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ECAFE COMMITTEE ON TRADE The Committee of the Whole of the 
AND INDUSTRY_ESTABLISHED Economic Commission for Asia and 
— Far East (ECAFE) concluded its 
meeting in Bangkok April 5. Shortly after the meeting began 
it became quite clear that “at would not be possible to avoid 
the creation of a committee on industrial development, as we 
had hoped, and that the creation of such a committee was the 
only real issue before the meeting. (See page 5, March 21, 
1949 issue of Current Economic Developments. ) At the first 
session India circulated a draft resolution calling. for the 
establishment of a committee on trade and development and the 
proposal received varying degrees of support from the Asiatic 
countries. While the US, French and Australian delegates pro- 
posed a delay in considering the Indian resolution until the 
Substantive issues before the Committee had been considered, 
delay was made impossible by the tabling of another version 
by the UK delegate. It appeared that an. acrimonious debate. 
might develop between the Indian and British delegates, a. | 
debate from which only the Soviet delegation would have bene-~ 
fited, Therefore, the US delegation took the lead in attempt- 
ing to reconcile the British and Indian drafts along lines 
which were relatively harmless. The US lelegate believes 
the most positive value for the US in the meeting was the 
marked good-will engendered with the Indian amd other Asiatic 
delegations by our assistance in reconciling conflicting views. 





A compromise proposal was finally adopted by a vote of 
ll-1 setting up a new inter-governmental committee. on industry 
and trade to replace the Committee of a Whole. It will nor- 
mally meet annually in the spring and again just prior to the 
full ECAFE session in the fall. .Under its terms of reference 
the Committee is empowered to review the reports of the Secre-. 
tariat and various working parties; to take such action as 
EC4FE directs; to invite reports on specific projects and to 
recommend international action if desireble and practicable; 
to establish working parties and to direct the work of the 
secretariat. 


Prior to the acceptance of this proposal the Soviet 
delegation introduced its own draft which contained numerous 
charges of capitalistic imperialism... Tne Asiatic countries. 
vigorously criticized this portion of the Soviet draft and 
repudiated its implications. It is felt that the resolution 
which was adopted is a reasonable compromise and has the posi- 
tive virtue of providing a permanent body capable of examining 
the economic aspects of the ECAFE work more or less free from 
the political issues which are raised in plenary sessions. 

As regards technical assistance, it was decided that ECAFE 
would act in conformity with whatever resolution ECOSOC may 
adopt this summer, and ECAFE took no action at this session 
on the matter. 
The 
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The meeting also took action recommending the creation of a 
sub-committee on iron and istee] (to be open to interest govern- 
ments,, requested the Secretariat to study travel facilities 
within the ECAFE region, data relating to trade with Japan, 
the dollar shortage, the extent and dates of coal surveys 
made or contemplated in the area, the possibilities of power 
alcohol as a substitute for petroleum, the establishment of 
institutions for the mobilization of domestic resources, and 
with the Food and Agriculture Organization, to study the 
economic aspects of production and use of chemical fertilizers. 


SECRET 
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SIXTH MEETING OF RUBBER The sixth meeting of the Rubber 
STUDY GROUP CONCLUDED Study Group met in London March 28 
to April 2 for a general discussion 
of the world outlook for rubber. (See page 3, February 2l, 
1949 issue of Current Economic Developments.) The principal 
objectives of the meeting were to examine the statistical 
position regarding the production and consumption of rubber 
throughout the world; to review the world rubber situation 
in the light of the changes since the fifth Study Group meet- 
ing held in Washington in April 1948; and to consider measures 
designed to expand world consumption. 














There were delegations from Australia, Belgium, the 
British Colonies, Burma, Canada, Ceylon, Czechoslovakia, 
Denmark, Frence, Hungary, Italy, Liberia, the Netherlands 
and Indonesia, the UK and tne US. There were also observers 
from the United Nations, the International Rubber Development 
Committee and Siam. 





It was estimated that world production of natural rubber 
would be approximately 1,575,000 long tons in 1949 while 
consumption of natural and synthetic rubber might be approxi- 
mately 1,450,000 and 450,000 long tons respectively for the 
same period. These figures make no allowance for government 
stockpilting. 


Attention was drawn to the present economic and social 
conditions of the countries producing natural rubber, recent 
advances in the synthetic rubber industry, the grading and 
packing of natural rubber end the costs and prices of both 
types of rubber. 


The 
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The group continued its volicy of examining all possible 
means for encouraging the expansion of the world consumption 
of rubber. :It-was tne consensus that the most immediate 
large-scale increase in the consumption of rubber would be 
achieved by. an intensificaticn of development work on exist- 
ing rubber products. Emphasis was given to the importance 
of the speedy application of the results of research into 
new uses of rubber. 


It was decided to hold the next meeting sometime during 
the second quarter of 1950. 


UNCLASSIFI&D 
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TENTH CONGRESS OF SOVIET The Tenth Congress of the Soviet 


TRADE UNIONS SCHEDULED Trade Unions, the first such meet- 


ing since 1932, is scheduled to 
open in Moscow April 19. <A barrage of Soviet propaganda 
aimed at world labor is anticipated. Major purposes of the 
Congress probably include a tightening of the trade union 
organization to eliminate weaknesses which showed up during © 
the war, strengthening of Communist party control of the 
unions and use of the trade unions as a spur to workers to 
complete the Five Year Plan in advance of schedule. The 
meeting also will probably stress the responsibilities of 
the unions as schools of Communism and use the wnions as 
sounding boards for anti-imperialist and anti-capitalist 
internal and external propaganda. 


We have requested most of our missions throughout the 
world to take information measures, where appropriate, in- 
cluding the circulation among labor groups of factual informa- 
tion on Soviet labor conditions. The Department is preparing 
counter propaganda material to be transmitted to posts con- 
cerned as soon as possible. Embassy Londen reports that 
the British Foreign Office is also circularizing its missions 
regarding the Congress, instructing them to take information 
measures where appropriate. 


Embassy Paris believes that many of the delegates wno 
have been attending the World Federation of Trade Union 
committee meetings in Paris April 1-12 to create WFIU trade 
departments will proceed to the Moscow meeting. The Swedish 


Trade 
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Trade Union Confederation (LO) has named its delegation, 
explaining that it is returning the Soviets' visit to the 
Stockholm LO Congress in 1946. By way of further explana- 
tion, the Swedish Prime Minister told Embassy Stocknolm 
that the Soviet invitation to LO was received after an LO 
delegation had gone to the US under EC4 auspices and that 
acceptance was based on the belief that refuséel would bring 
forth Communist charges in both Sweden and Moscow. JAccord- 
ing to the press, the chairman and vice chairman of the 
Norwegian Federation of Labor have declined ea "personal" 
invitation from the Soviet Union to visit the Congress on 
the grounds that the Norwegien Federation 50-year anniver- 
sary celebrations will not permit them to leave. The CIO 
hes rejected the Soviet invitation to send two fraternal 
delegates. ie have no information that any such invitation 
or message has been received by AFL or any other US organized 
labcr group. 
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ECONOMIC POLICY TOWARD We have liberalized | our. policy on 
SPAIN IS LIBERALIZED economic assistance to Spain to the 

extent of removing political objec- 
tions to the’ Eximbank's receiving, and considering on their 
merits, loan applications from.Spain. We have alsc aut>orized 
our Charge in Madrid to suggest the possibility of. negotiating 
a modern treaty of friendship, commerce and navigation with 
Spain. Prior to this action, we had received-reports from 
Spain concerning the seriousness of the economic situation 
there and the possible necessity for outside economic aid.* 
(See page 7, February 28, 1949 issue of Current Economic 
Developments.) We have since learned that Spain has negotiated 
a new payments accord with Argentina, in addition to the ear- 
lier extension of a $25 million revolving credit by the Chase 
National Bank, and is discussing Lanenenes credits with Feenee, 
Belgium and Switzerland. 


Policy on Financial Assistance to Spain We have instruct- 
ed our Charge in Madrid to inform Spanish. authorities that we 


no longer object in principle to Spain's filing applications 
with the Eximbank for credits for specific purposes which 
“would contribute to that country's economic rehabilitation. 
However, we point out that no assurance can be given that 

the Eximbank will act favorably on such applications. -They 
would be considered by the Bank on the same basis as those 

for any other country, with the final decision based not only 
upon the need for credit and the suitability of the particular 
project, but also upon the existence of a reasonable prospect 
for repayment. Both the Department and the Eximbank seriously 
doubt Spain's ability to meet this requirement because of 
Spain's critical dollar balance-of-payments. We feel that 
this situation results from deep-seated economic difficulties 
which are capable of correction by the Spanish government. 

In this connection, we have instructed our; Charge to reiterate 
our objections to certain Spanish economic policies and prac- 
tices and our suggestions for their correction. We point 

out, however, that such action by Spain will not necessarily 
result in our granting credits, but that a general demonstra- 
tion of the government's. capacity. and willingness to make 

more effective use of Spain's. own resources is: repequiel te 

to obtaining US financial assistance. , 


Objectionable Spanish Economic: Policies We have. repeat- 
edly indicated to the Spanish government our objections to 
certain economic policies, among them the rate. of exchange 
for the Spanish peseta, the treatment accorded foreign capital, 
and the scope and. functions of the Instituto Nacional de Indus- 
tria (INI). We feel that by abandoning the seriously over- 
valued rate of 10.95 pesetas per dollar, Spain has made some 


progress 
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~ progress toward ‘iene a rate of ‘iia e which would en- 
_ courage an: increase in Spanish’exports. However, we are 
concerned about the discriminatory aspects of the present 
‘multiple rate- structure, and believe that adoption of a 
‘realistic: unitary rate of exchange for: gommer¢cial trans- 

_ actions would. be.a more’ effective method for Poheli.ditating 
epesn’ s export trade. 


.,. We believe. that the sany ‘serious vestaidiiens upon, 
and barriers to, foreign investment in Spain should be re- 


-- ‘ moved or mederated in order to enable Spain to attract pri- 


vate equity capital’ from the-US to assist in the economic 


-pehabilitation of the country. We also feel. that measures 


should be taken to implement: the assurances by the Ministry 
_of Industry and Commerce to the effect that there would be 
a progressive reduction in the interference by the INI (a 

} government cor poration) in private Spanish enterprise. 


Previous US Economic Policy toward Spa ais Up ‘to this 
time US. postwar economic policy toward Spain has been-based 


on the March, 1946 declaration by the US, UK and France, 

which indicated that economic assistence "gould not be ex- 
tended to Franco Spain. This policy was: superseded by a 
subsequent decision of the National Security Council, which 
was approved by the President in January, 1948. This decision 
contemplated the gradual normalization of relations with the 
present Spanish regime, with the possibility that financial 
assistance might be granted in the rehabilitation of the 
Spanish economy. The current instructions to Madrid are in 
line iets and formalize, this decision. 


* * *. 


-BOHER UNIONS OF SMALL WESTERN Plans for withdrawal from 

TQ WITHDRAW FROM WFTU the Communist-dominated World 
| ' Federation of Trade Unions 

(WFTU) were concerted by a number of the national trade 
unions of the small western European countries. in response 
to an invitation from the anti-Communist Belgien Federation 
of Labor, a meeting. was held in Brussels on April 13, and 
attended by representatives of labor federations from Norway 
Denmark, Sweden, Luxembourg, Switzerland and Belgium. Agree - 
ment was. 5. reached on withdrawal from WFTU prior to the WFTU 
Congress scheduled for Milan the end of June. The‘'schedule 
for withdrawal is May 20 for Denmark; May 22 for Norway, Luxen- 





bourg and Belgium; and before the middle of June by Switzerland. 


Sweden is also planning to withdraw but cannot do so before 
the convocation of its national trade union committee in early 


July. 
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July. Ireland accepted the invitation to attend but its 
representative arrived too late to participate in the delibera- 
tions; however , the Irish representative has accepted the 
conference decisions. Although the Irish Trades Union Congress 
is not scheduled to meet until the end of July, the national 
committee may be empowered to decide earlier on official with- 
drawal from the WFTU. 


The other important decision reached at the small power 
conference was that the call for the creation of a new inter- 
national labor group should come from the small powers in 
order to counter Soviet charges of Anglo-American domination. 
The CIO and AFL will be contacted to obtain their approval 
of this procedure. An effort will also be made to appoint 
a Secretary-General of the new organization who is not re- 
garded as dominated by either British or American labor. 


Trade union representatives were also invited from 
Austria, Iceland and the Netherlands, but they did not attend. 
Austrians claimed insufficient time to obtain visas, Ice- 
landers stated it was too distant and the Dutch said they 
wanted to await the results of current talks between UK and 
US trade unions on the creation of a new internaticnal. 


* x * 


SCOPE AND PRIORITIES Pians for the Point Four prcegram are 
FOR POINT FCUR PROGRAM moving ahead with completion of dis- 
cussicn by the Interdepartmental 
Advisory Committee on Technical Assistance of a number of 
papers. Draft legislation is nearing completion, a first- 
year budget will be submitted to the Bureau of the Budget 
soon and thereafter to the President, and the National Advis- 
cry Council is considering a number of important aspects of 
the program. 








Geographic Scope One of the most important papers that 
has been discussed by the Advisory Committee on Technical 
Assistance sets forth the geographic scope of technical co- 
operation activities under Point Four and considerations for 
deciding “country priorities. Priority will be given to help- 
ing make possible increased production by those peoples whose 
economic life now provides only very low standards of living. 
No country will be excluded solely on the ground that it is 
relatively advanced, however, and all peoples of the wcrld 
will be ccnsidered eligible under the program if technical 
cooperation with them will serve the objectives of the program. 


The 
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The objectives of the program would in general not be 
served by economic development of iron curtain countries, 
and technical cooperation activities should not ordinarily 
be considered for those steas. Possible excepticus in- 
clude activities that would help in controlling communicable 
diseases in countries outside the Soviet orbit and in develop- 
ing sources of commodities needed for the economic fevelop- 
ment of countries outside the curtain. Technical cooperative 
activities cannot be effectively carried out with countries 
that are unwilling to cooperate in the program and the nini- 
mum requirements of necessary cooperation are unlikely to be 
forthcoming from the iron curtain countries. In the case of 
UN programs, criteria and conditions, such as cooperativeness 
and freedom of cbservation and reporting, should be establish- 
ed for participating countries to ensure maximum effective- 
ness of the programs. 


The occupied areas should participate in certain techni- 
cal cooperative activities but should not be over-emphasized, 
botn because the areas of Germany and Japan are technically 
relatively advanced countries and because too clese an associa- 
tion of these countries with the program might cause resent- 
ment and make more difficult cooperation with other countries. 
German and Japanese technicians and facilities should be used, 
although special care should be given to excluding individuals 
if their political orientation is inconsistent with the general 
Objectives of the program. 


ECA countries should be considered as eligible for techni- 
cal cooperation activities under the program, but OEEC coun- 
tries should not receive emphasis. Initially ECA should be 
expected to carry the main job of extending technical assis- 
tance to these countries and ECA participants should be en- 
couraged to work with each other and with all under-developed 
areas in putting new production techniques in use. Dependent 
areas are eligible for technical cooperation under the Point 
Four program and should be subject to the same criteria as 
other areas, with maximum use being made of ECA and of UN 
agencies and other intergovernmental agencies. 


Country Priorities The Point Four program will be 
utilized to help achieve US foreign policy objectives, and 
countries will have a relatively high priority for technical 
ccoperation programs if important foreign policy objectives 
can be served through the program there. Political considera- 
tions may dictate a low priority for other areas. If there 
are no political reasons for giving one country a priority 
over another, the reiative needs of countries will indicate 
where technical assistance is most apt to aid economic develop- 
ment and hence serve the objectives of the program. Specific 
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objectives, such as development of sources of particular 
commodities, safety of transportation facilities, stability 
and goodwill in strategic areas, are additional criteria in 
determining priorities. Programs may be on a smaller scale 
or not carried on at all in areas of disorder or instability. 
The degree of cooperation given by the government of a coun- 
try will be considered in establishing priorities, the factors 
in cooperation being willingness of the country to pay a fair 
share of the cost of the program, to help itself as far as 
possible, to share :ts own techniques with other countries, 
to give serious consideration to recommendations and to allow 
observance of and report fully on activities carried out 
under the program. 


Functional Priority of Projects As the program progresses 
it is expected that requests will be received that are wi- 
realistic, that will exceed US capacity to supply, or that 
may not be the most effective program at that time for a 
particular country. As a first step in assessing a technical 
assistance program for a country, there should be a general 
appraisal of the country's needs and potentialities for econo- 
mic development. Technical assistance programs snould be 
integrated and adapted to the particular country's needs with 
the objective being as balanced and integrated a program as 
is possible. Major factors to be considered are whether or 
not the country can effectively utilize the type of assistance 
being considered and whether the assistance will make a greater 
contribution to economic development than alternative projects 
Which might be undertaken. The present level of skills in 
the country must be considered as well as reasonable prospects 
that the funds and the capital equipment required will be 
forthcoming from domestic or foreign sources. Consideration 
must be given to the significant factors limiting further 
expansion in the local economy, the relative contribution of 
the project to nationai income, balanced development in the 
sense of sound diversification, the elimination of bottlenecks 
and relation to an over-all program. Also to be considered 
is the contribution of the project to stimulating the produc- 
tion of goods and services in world short supply, direct 
benefits to the US economy, and the psychological appeal of 
the project to the local community and its appropriateness 
in the light of political considerations. Other things being 
equal, technical cooperation programs which might develop 
strategic materials or the production of commodities comple- 
mentary to the US economy, or the provision of new markets 
for US exports or new investment opportunities, should be 
favored. This principle does not imply, however, that tech- 
nical assistance should be refused if it will result in the 
development of products or services competitive with those 
produced in the US, particularly where the new production woulda 
be able to hold its own in competitive world markets. 
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Types of Operation and Appraisai of Techniques Another 
paper consicered by the Advisory committee on Technical 4ssis-- 
tance sets forth the considerations for selection of operating 
techniques As the needs and conditions of countries vary, 
one te sch que way lend itseif more readily to use in one 
countsy than another Emphasis will t be placed on.the “ech- 
nique which will best essurc lasting results. Soneentyation 
wili be on technioues which give persons opportunigy to 
learn by doing » whicn give practical work experience in new ' 
methods and sitilis so that they can take root and beson. a 
permanciys par% of the work habits in a country. Techniques 
should be used which assure the widsst possible disseminasion 
of the. new skilis sc that the maximum number of peaple are 
helped. This paper contains an appraisal of technical, survey, 
advisory and opers ticna? missions; services, research and ex- 
perimental cents:s, iebceratories and Gemons tration stations; 
internationai training, exchange of svudenss and protessorss; 
development and expansion of schoo, universities and insti- 
tute, snfcrmea. consulta ti ion with foreign observers, officially 
Sponsored foreign observers; productivity teams; equipment 
and supplies; technical. informat’ on} conferences and seminars 
Spécial technical staffs in foreign service establishments; 
central clearing house and repository cf informetion; contracts 
to private firms and organizations : and government loans and 
guarantces to warese investment , 





Limiting Pactore s ‘The Advisory Committee for Technical 





Assistance. has aiso. ponsidered the limiting factors in the 
expansion of technica. cooperation, such as the ability ‘ec 


absurb technica: iknow Ledge in ccoperating countries, the 
opportunity ty. put acquired skiils to use, availability or 
US technicians, interest on the part of pariicipating .coun~ 
tries, polivical. and psyc meets: factors ; and means of 
financing. cans nee ,. 


| Tt ‘should be re sognised that there wiil be certain im- 
por vant bodie s of privately owned technical information which 
wili not nec essarily be available in the technical assistance 
program. This appiies particularly to processes of an indus- 
trial charactez and will not be an impediment on projects 
_baving general end products, such as reclamaticn, public 
‘health and education, but will be an important limitation 
in some specific industrial undertakings. Thore is also some 
possibility that restraints may be placed upon the export of 
government - owned technology wuere a government is fearful of 
competition. In this regard the US should reaffirm its general 
policy of imposing no restraints on the dissemination of tech- 
nical information except es required for security reasons and, 
in relevant agreements with foreign countries, we should seek 
similar commitments from other countries. 
Military 
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Military Aid Program and.Point Four: There are no imme- 
diate relations between the Military «sid program as now plan- 
ned and the Point Four program. Indirectly and in'a general 
way they will.be complementary with similar, technological 
objectives in a aumber of countries. The development of 
sound economies using modern, efficient techniques is the 
primary foundation for military strength and without it 
military equipment can be of little value in enabling a coun- 

. try to maintain order or resist aggression. Converseiy, an 
atmosphere of security in which it is possible to plana 
peaceful future will be promoted by heiping countries to es- 
tablish and maintain military establishments which can main- 
tain erder and contribute to defense against aggression from 
abroad. 


* * * 


US_ CONCERN OViR IMPLEMENTATION We are seriously concerned 
OF SATELLITE AVIATION POLICY over western European coop- 
eration in the implementation 
of our satellite aviation policy and are inclined toc believe 
the British attitude is the chief cause of our difficulties. 
It has become increasingly clear that the UK is not in accord 
with our understanding of US-UK policy on aviation relations 
with the satellites and we feel that this situation must be 
rectified if sur policy is to be effective. we are studying 
the best means of getting the British back in step with us. 
Meanwhile, Embassy London Will. express our serious concern 
to the British over this matter. 








The immediate case in point concerns a recent British 
decision to grant the Hungarian airline pormissicn to overfly 
the UK zone of Germany on a speciai cargo fiight from Budapest 
to Amsterdam and the Dutch unwillingness to biock this flight. 
The British decision was made despite our expressed belief 
that it would be a clear viclation of our joint aviation 
policy toward the satellites. They insisted that approvai 
of this filight was not inconsistent with our joint policy 
and that denija!. of tne overflight request wouid lose the 
cooperation of the Dutch and other western European countries 
involved. 

The British action appears to us to be a clear-cut evasion 
of their responsibility under our common air policy toward the 
satellites. Embassy London will inform the British that we 
think their action seriously undermines the effectiveness of 
US-UK satellite aviation policy, has impeded rather than enhanced 
Tire cooperation of western European states in the implementation 
of our policy and will greatly increase the difficulties of per- 
Suacding other western European and Middle East countries to "hold 
the line". 

The 
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The British decision followed Dutch agreement in prin- 
ciple to the flight, providing the Dutch airline (KLM) as 
authorized to make a reciprocal flight in the future. | - 
Dutch were reluctant to deny permission in view of its ae e 
agreement with Hungary under which the Netherlands shoul ”“ 
facilitate exports. Also, they were disinclined to bake P. 
onus of denial when the occupying powers, they be ag og oon 
refuse overflight rights. We do not believe that the Dutc _ 
attitude concerning this flight is consistent with their re 
cent expression of agreement with our policy. 


Another recent development is the Beigian willingness 
to permit the Polish airline LOT to operate tc ~ + meet a. 
Beigians conseised in principle to an exchange of air 18 : 
with the Poles last December. These conversations were 1 
cluded prior to notification to the Belgians of _s po. 7 
toward the satellites. We have asked the Belgians fo) a hal 
pone commencement of this service until we have an es +4 
to explain our policy fully and have sclici ted Britis = 
tion in trying to dissuade them from permitting this “Tr 
Meanwhile, we have urged Embassy Paris to exert a0 yt &. + 
to obtain French concurrence with our satellite avia = 9 y 
in the hope that this will substantially boister lagging 
. gian support. 


* * * 


@ ssed the ferth- 

UK_ AGREEMENT ON SAUDI ARABIAN We have discus se = 
F LAMA ; ming Saudi Arabian procla 
—— Sanne notion on offshore oil y= 

ish Embassy ye resentatives, who indicate agreement wi 
a wrtattaies os fous outlined to the Saudis in 7," thes 
their claim to offshore oil rights in the Persian Gulf. A 
page 8, March 7, 1949 issue of Current Economic Developmen:s.) | 
Agreement has aiso been reached on the procedure to e ggg 
in discussing tne Saudi Arabian prociamation with ys - q; 
Kuwalt, Banzein, Qatar and Muscat. The British sont +, ae 
informed at the earliest possible moment of the text and p 
posed release date of the Saudi Arabian proclamation. 








in 

Ss soon as the release date is known, our Ambassador 
oumen is to speak informally to the + rte = 
that although the Gaudi Arabians probably wili refer to 
seaward extension cf their jurisdiction and ay our view 
limits will not be set until the need arises an s.. saad 
will not have an immediate bearing upon es . ane of 
assertion of jurisdiction over adjacent submerge aor AM 

the Gulf. The Iranians will be informed that conv 


are 
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are expected between neighboring littoral states regarding 

: transverse lines as the. need might. arise in the near future. 
If ‘questionéd,/ our Ambassador will acknowledge advance. US-UK 
discussion of "this matter. tha ew.of the obvious interest of 
the eg rare Shie bes — oe Spee: Arabian 
mainlan : 


- The Shiekhdoms of Kuwait, ‘Bahrein and cited will be 
informed confidentially by the British when they are to is- 
sue their own proclamations--probably about three days follow- 
ing Saudi arabian action. The British will advise Iraq only 
a week in advance of the forthcoming proclamation since it 


to develop between Irao and Saudi Arabia. The British will 
also inform the Sultan of Muscat generally on these develop- 
ments when the British Political Resident at Bahrein is next 
in Dhofar. After the Saudi proclamation, the remaining states 
in which the UK has a special interest will be advised what 
action they should take. ; 


’ SECRET 
* * * 
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CONGRESS APPROVES Congressional action was finaly completed 
ECA_ AUTHORIZATION last week on the authorization bill for — 
the next 15 months operation of the Euro- 

pean Recovery Program by adoption of a conference report com- 
posing House and Senate differences. The hill authorizes 
$1,150,000,CCO for April, Mey and June of this fiseal year, end 
. $4, ,280, 000, ,OOO for the next Fiscal year. In addition, a sum 
of "$150, 006 , OCO, to be a charge on the public debt, was 
| authorized: to ‘guarantee that American investors in partici- 
pating countries can convert into dollars éarnings on their 
investments. The guarantee clause provoked a-great deal of 
controversy and was a compromise of the House plan to make 
$272,000.000 available, not only for converting foreign in- 
vestment ‘into dollars but also to insure.American investors 
‘against losses due to circumstances beyond the control of 
the participating countries in which investments were made, 
such as war, riots, and revolutions. The bill did: not. provide 
for $150, 006, 000 which had been requested by the Administration 
for contracting authority beyond the fiscal year 1950 but, 
since Congress added the guarantee figure, the over-all amount 
is the same as the Administration request. The measure allows 
the Reconstruction Finance Corporation to advance $1,000,000 ,000 
for procurement pending —— of the appropriation bill. 
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Aid to China Authorization was also given for the use 
of $54,000,000 of ECA funds for aid to China already appro- 
priated’ but still unexpended. The money was appropriated 
‘by the last Congress but was not expended because of the’ un- 
certainties of the Chinese situation and action was necessary 
as: the’ previous. authorization expired April 2. This amount 
does hot:require geparate appropriating legislation. The 
bill leaves it te Presidential discretion to determine the 
manner, terms, and conditions of furnishing assistance thr ough 
February 15, 1956, subject only to the restriction that such 
“assistance must not be extended to areas which the President 
may Geen to be under Communist domination. , ) 





hipping Provisions The bill provides that American 
flag eyes receive at least 50% of the transport of ECA car- 
goes moving out of the US at American flag ship rates and 
~ “that, insofar as practicable, American flag ships have a simi- 
lar Share of shipments from country to country, anywhere. 
_ The conferees discarded a proposal to deny transportation 
‘privileges to vessels under registry in countries foreign 
to their ownership. This was aimed chiefly against the Pana- 
manian and Honduran registry and we were greatly concerned 
for fear it might be included in the Act. Insurance of ECA 
-Cargoes was another issue and an amendment was added designed 
to equalize the status of American insurance companies which, 
it was charged, were being crowded out of present marine insurance 
traffic of ECA by companies in participating countries. Since 
emigration from Italy is desirable because of over-population, 
the Act provides that ECA ships will transport Italian emigrants 
fo other countries, not to the US. 


~ Other Provisions BCA aid is to be. ‘dented to eountibtes 
‘that; ‘because of military or other actions, cause the UN to 
exetcise: ‘sanctions against them. The target of this ‘proposal 
:“- was ‘the’ Netherlands because of the’ Indonesian situation. 


A "small business" provision was adopted, aimed at. alid- 
ing small business to participate in the program. It was 
also provided that 12.5% of the wheat transported under ERP 
grant shall: first be ground into flour in American mills. 

This contrasts to the provision in the first year of the pro- 
gram that 25% be processed. However, the Senate-adopted pro- 
vision was‘eliminated that at least 15% of corn shipments 
should be in the form of corn grits, corn meal and corn flour. 
' The bill ‘also provides that no ERP funds may be used by parti- 
cipating nations for the advertising in this country of foreign 
products or. foreign travel. 
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In appraising our present 
and possible future econo- 
, mic policies toward eastern 
Bur dpe we have singled out for special analysis Poland and 
Czechoslovakia as the two satellite countries which are most 
likely to be responsive to pressures from the west. For this 
reason we have requested the views of our Embassies in Warsaw 
and Praha on the effects of recent US economic policies on 
these countries, and their suggestions as to future policies. 
A recent informal Polish approach to the US regarding possi- 
ble trade discussions, as well as the evaluations by Embassies 
Warsaw and Praha, form an important part of this analysis. 





The specific questions which we have posed to our Embas- 
sies in Warsaw and Praha cover our policies on economic assis- 
tance and export control with respect to Poland and Czecho- 
slovakia. We are interested in determining the extent to 
which the loans granted to Poland have benefited the US poli- 
tically, and, if it is believed that those loans were too 
small, whether larger loans could have retarded the sovietiza- 
tion of Poland. We wish the recommendations of Embassies 
Warsaw and Praha on the advisability of US or UN economic 
assistance now to Poland or Czechoslovakia, asking in parti- 
cular whether there is still time to retard the sovietization 
of these two countries. 


Export Control Policy With senenet. to US export control 
policy, we realize that strict US controls coupled with less 
strict controls by OEEC countries may fail to achieve our 
total objective of retarding the growth of Soviet war poten- 
tial’ and may have some unfavorable effects in both eastern 
and western Europe. Therefore, we seek the Embassies' views 
as to the net effect of these export restrictions and whether 
the benefits of our export control policy outweigh the dis- 
advantages. We favor selective trade with the east which 
limits the growth of the Soviet war potential and we are in- 
terested in receiving the suggestions of both Embassies for 
concrete means for fostering such. trade development. As an 
example, we point to the UK-Polish trade agreement which is 
advantagéous to the west because it benefits the UK and yet 
avoide the shipment of strategic items to Poland. We feel 
that the large Polish agricultural export commitments in this 
agreement may tend to retard the sovietization of Poland, al- 
though Poland's acquisition of UK capital equipment may tend 
to have the opposite effect. We feel that the application of 
US export controls to Poland should be flexible; because it 
is difficult to determine the proper degree of flexibility 
in individual cases, the views of Embassy Warsaw will be 
requested in important instances. 


The 
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The recent informal approach of a Polish official to. 
our deputy representative at ECE regarding possible trade 
discussions has been considered by the Department and by our 
Embassies in Warsaw and Moscow in the light of these questions. 
We have therefore decided, for tactical reasons, to listen 
to any concrete proposals or general observations which Poland 
wish to make. .Embassies Moscow and Warsaw both believe 
that we could agree to limited trade concessions to Poland 
which woyld xontribute to the success of ERP without adding 
to Poland's. War potential. However, in agreeing to a discus- 
sion of trade with Poland, we have informed our ECE representa- 
tive of certain US policies which should be borne in mind in 
such talks, namely: 1) we wish to reduce to a minimum the 
“expenditure of ECA dollars for Polish .coal and favor the sub- 
stitution of US goods for dollars whenever possible; 2) we 
are interested An improving the bargaining power of the OEEC 
countries in dealing with Poland; and 3). while we consider 
any changes in US export licensing policy toward Poland un- 
likely, we wish to keep the Poles somewhat confused about 
this policy. Even if these talks should not accomplish any- 
thing in substance, both Embassies Moscow and Warsaw believe 
that we can gain thereby valuable information concerning the 
areas of. Soviet bloc shortages and difficulties. and the posi - 
tion of. the Polish government on east-west trade. 


Poland's Position in Soviet Orbit In evaluating the 
current situation in Poland, Embassy. Warsaw points to the 


growing integration of Poland with the USSR and orbit states. 
The Embassy states that Poland's major present foreign policy 
objective vis-a-vis “the west is to obtain the capital goods 

and raw materials -unpbtainable from the other eastern coun- 
tries which are deemed necessery to industrialization and to 
the regime's stability and power position. The. principal 
problem is the extent to which, in.order to achieve this 
objective, Poland dares to, risk the displeasure of Moscow. 

by contradicting -or retarding. F pertree objectives. For example, 
the rapidity with which the, lectivization of. agriculture 

can be achieved must be Timited if Poland's agricultural, ex- 
port commitments. are fixed so high as to,demand the whole- 
hearted support of the agrarian population, This eonflict 

is pointed up by the efforts of the Polish, Communist regime 

to convert Poland into the Soviet Union's number one satellite, 
with Czechoslovakia and east Germany considered. as the princi- 
pal rivals. Thus the regime is trying on the one hand to 
match Czech industrialization and technical "know-how", and, 

on op other , to papers the USSR of Poland's reliability. 


9, 


ee 4 Aside 


_— 
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| sgian, from the Soviets' long-range aims for converting 

Po into reliable dependency, the USSR's more immediate 
objectives include the utilization of Poland for the economic 
development of the orbit. Thus Poland is to act as a medium 
of trade contact with the west, through which the goods and 
materials needed for the pur poses of the Soviet—dominated . 
Council for Economic Mutual Aid (CEMA) may be obtained. Poland 
is to serve as an industrial base, together with Czechoslovakia 
and perhaps east Germany, to counteract eastern Europe's de- 
pendency on the west and to act as its bread basket and most 
important labor reservoir. 


The Embassy believes, however, that the Soviets aunt 
encounter difficulties in’ implementing these objectives be- 
cause of Soviet inability to contribute notably to ithe attain- 
ment of Poland's economic goals while depressing the Polish 
economy through demands for goods and sérvices. The remaking 
of the Polish socio-economic pattern to conform with that of 
the Soviet Union would require reductions in the Polish -stand- 
ard of living and cultural level which could not be accomplished 
without repercussions in Polish production. The Embassy: points 
out that industrialization and collectivization probably ean- 
not be accomplished simultaneously in Poland without capital 
investments beyond Polish resources or what GEMA may be. will- 
ing to tontribute and that if Poland is to.be industrialized 
through the west and Czechoslovakia, both Poland and Czecho- 
slovakia must be permitted avenues of trade: with the west. 


- Embassy Warsaw feels that the economic collaboration 
between Poland and Czechoslovakia represents the closest 
socio-economic integration yet accomplished in the Soviet 
orbit. However the Embassy also finds substantial areas .of 
friction between the two countries, caused principally by the 
fact that Poland gains several advantages without providing 
reciprocal benefits to Czechoslovakia. Thus Poland finds 
in Czechoslovakia the best, nearest available, and most cer- 
tain source of technical "kndéw-how" and of many categories 
of capital goods as we]l as industrial plants in which un- 
skilled Polish-labor may be trained. However, Czechoslovakia's 
contributions to Poland tend to deprive her of western markets 
and hard currencies with which she might otherwise maintain 
greater“economic independence from the USSR. The Embassy 
believes that. the Czechs would be forced to lower their 
standard of living and the quality of their industrial pro- 
duction in order to achieve the planned integration with 
Poland. The Embassy also foresees an increasing pattern of 
integration of Poland with east Germany, especially on an 
economic level, which should, however, be considered the 
weakest link in the eastern European family. 


In 
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»In.conclusion, the Embassy wonders whether. the. Cominform 
creed-in its present form is not proving too inflexible for 
adaptation. to Polish. conditions and whether the.continued 
struggle for dominion over Poland will not make it even more 
unreliable for Soviet pusposes. In the Embassy's view, the 
aims and tactics of the Cominform have met serious rebuffs 
through the consolidation of the west, its ability to.resolve 
economic dilemmas, and the resultant stimulation of ‘hope in 
the Polish people. . . 


Embassy Warsaw has not yet commented on the .recent. of fi- 
cial announcement that Hilary Minc, Polish Minister of Indus- 
try and Trade, was promoted to the post of Vice-Premier and 
Chairman of both the State Economic Planning Commission and 
the Economic Committee of the Council of Ministers. This 
represents a considerable shift from earlier rumors to the 
effect that Minc was in trouble within the Polish Communist 
Party because of his potential "Titoist" tendencies, and will 
undoubtedly necessitate a reappraisal of the internal situa+ 
tion in Poland. In the absence of further reports from Warsaw 
it is too early to tell whether Minc's reassignment repre- 
sents-a reward for his capitulation from his earlier "nationa- 
list position". or, on the contrary, a strengthening of the 
more moderate and more nationalistic group within the Polish 
Communist Party, led by Minc. If Minc's promotion should 
have the latter interpretation, it might constitute an im- 
portant strengthening of anti-Kremlin forces within Poland. 


Conclusions on Czechoslovakia In appraising the effects 
of US economic policies on Czechoslovakia, Embassy Praha has 


expressed its belief that a.US policy of economic assistance 
in the past might have appreciably slowed Czech sovietization, 
including both the internal control of the Communist Party 
and the centralization of industry on the Soviet pattern. 

The Embassy also feels that current Czech economic hardships, 
caused by Czech dependence on the west for vital raw materials 
and machinery and the effect of our export:licensing system, 
is likely to tighten Communist Party control over Czech daily 
life and to speed the purge of suspect officials. On the .. 
other hand, the Embassy points out that the strong Communist 
and Soviet . "controls and ‘the current powerlessness of pro- 
western officials make it unlikely that a softening of our 
policy at this time would achieve any significant change in 
Czech economic policy, The Embassy feels also that the con- 
tinuation of a hard policy would not be likely to alienate 
officials personally, although it would reduce wneee number s 
in important positions. sich 
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Embassy Praha therefore advocates a long-range licens- 
ing policy of a highly selective nature which might tend to 
reduce the future war potential of the east and at the same 
time preserve Czech trade contacts with the west. The Embassy 
anticipates that such a policy might lessen Czech economie 
dependence on the Soviet Union, maintain and encourage pro- 
western economic leaders, who are traditionally stronger in 
the light industries, and encourage consumer goods industries 
at the expense of ambitious heavy industry plans. The Embassy 
believes that a sudden and drastic relaxation of export licens- 
ing policy on our part would be interpreted as weakness, but 
that a slow and exceedingly selective modification would per- 
mit a study of Czech reactions and response, and the expansion 
or contraction of US controls as conditions warrant. a 


» * * 


NGANESE SUPPLY POSITION The current US manganese position 

CONTINUES TO BE SERIO continues to be a cause for con- 
cern. (See page 6, October 28, 

1948 issue of Current Economic Developments.) Shipments from 
the USSR have been negligible since February 8, 1949, a fact 
which tends to confirm the rumor current earlier in the year 
that shipments from the USSR during 1949 would be limited to 
50,000 tons. If substantiated, this will be very serious | 
but not disastrous to the US manganese position. The new 
supply of manganese during 1949, more than 90% of whith will 
come from imports, is estimated at 1.4 million long tons 
against an industrial requirement of approximately 1.6 million 
tons. Industry stocks, although considered too low, can proba- 
bly make up the deficit. Strategic stockpiling during 1949 
remains a problem and it appears that such additions as may 
be made will in effect come ort of industrial stocks. | 


Interdepartmental Manganese Coordination Committee Re- 
flecting the seriousness of this situation, the National 


Security Resources Board, in consultation with the Department 
and other government agencies, issued on March 7, 1949 a direc- 
tive setting up the Interdepartmental Manganese Coordination 
Committee. This committee is designed to be a focal point 

for the formulation of a coordinated government program on | 
manganese for all purposes--for current industrial needs as™ 
well as for the stockpile. The Director of the Bureau of 

Mines was named chairman. Other agency members are the Depart- 
ments of State and Commerce, Economic Cooperation Administra- 
tion, Munitions Board, and Bureau of Federal Supply (Treasury), 
with an NSRB representative as observer. 
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The committee has adopted as this government's position 
regarding supplies from the USSR a statement submitted by 
the Department which, in essence, recommends that no attempt 
be made to reestablish shipments from the USSR by quid pro 
quo negotiations and that the committee draw up its program 
on the assumption that supplies from the USSR will be drasti- 
cally curtailed. The statement recognizes the possibility 
but does not rely on it that such a position may, in fact, 
be an effective method for reestablishing those shipments. 


The committee plans to follow up the programs which 
had already been started in the Union of South Africa, the 
Gold Coast, and India for increasing shipments from those 
areas and to assist wherever possible in the development of 
large Brazilian deposits. In the Union of South Africa, the 
Gold Coast, and India, rapid increase in shipments is expected. 
The program in Brazil "4s necessarily a long-range one of 
development. 


On the domestic side of the problem, the committee has 
taken up with the American Iron and Steel Institute the possi- 
bility of conserving on the use of manganese by: 1) changes 
in the specifications for steel and manganese alloys, and 
2) more economic use of manganese in steel-making. Some 
attention has also been given to the possibility of the re- 
covery of manganese from discarded open-hearth slags. The 
committee is also investigating the possibility of increas- 
ing domestic presustecn of Bangenses in Montana and Nevada. 


Weekly statistics on manganese shipments now being , 
furnished by our representatives in South Africa, the Gold 
Coast, and India and reports on Brazilian shipments as they 
occur, are very useful in keeping thé committee closely in- 
formed and thts enabling it to take promptly such steps as 
seem necessary. 


South African Exports to US Drop The figures for South 
African exports of manganese for the first quarter of 1949 
indicete that while the quarterly rate of total exports shows 
an increase of 24% ower that for 1948,: the rate to the US 
shows 2a decrease of 11%. This is, of course, considerably 
below the rate to be expected for 1949, and the Department has 
suggested Consulate General Capetown might wish ‘to call the 
ht re to the attention of the appropriate South African 
officials. | 


Transportation is Impor tant Related Item Increased 
shipments of manganese depend to an appreciable extent upon 


the transportation available in areas involved. Recognition 





has been 


DECLASSIFIED FOR PUBLICATION IN FOREIGN 
RELATIONS OF THE UNITED STATES 4 








secret BEST COPY AVAILABLE 
oe. 


has been given to this factor in our dealings with the ‘govern- 
ment# and industries in‘the countries concerned. Bffective 
ae, gegangements were developed some time ago’ between. 
the Départment of Commerce and the India Supply. Mission 
whereby additional quantities of steel would be. licensed to 
India upon evidence of increased manganese shipments. - Under 
these arrangements some progress is. being. made. Indian ship- 
ments of manganese to the US have tended to »increase and the 
Department of Commerce has found it possible during the past 
two quarters to increase the Indian steel quota above the 
figure originally announced. Embassy New Delhi believes 

that inapeased Indian supplies can be obtained only if the 

US exerts all pressure possible in conjunction with the 
British on the Indian government for improvement of rail 
transportation. In the case of South Africa, we have re- 
quested Embassy Pretoria to attempt to refute the arguments 
of chrome producers. for increased Union allocation for trucks 
Since we consider manganese currently of far greater impor- 
tance than any grade of chrome and would. view wery seriously 
any retardation in the increase of manganese shipments due 

to the diversion of cars to increage the shipment of chrome. 
Our position with regard to the possibility of South Africa's 
exporting high-grade iron ores to Japan is similar--while : 
we have no desire to discourage a new development of this 
kind, we would view very seriously diversion of railway 
capacity for purposes of increasing shipments of any' product 
if such diversion would in any way interfere with the — 
increase oa manganese shipments expected.. 
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RESTRICTED 
ue NOTE ON EXPRCPRIATION. Last week the US presented a 
DELIVERED TO ARGENTINA note to the Argentine government 

setting forth our concern over 

the expropriation article in the new constitution which be- 


came effective March 16, 1949 and reserving our rights with 
respect. to the compensation provisions. 


The constitution provides that public services pertain 
fundamentally to the state and under no concept can they be 
alienated or conceded for exploitation. Such properties in 
possession of private interests will be transferred to the 


state 
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state, through purchase or expropriation with prior. inden- 


nity ‘when legislation shall so determine. ~~ formula for 


determining the price to be paid for the expropriation . 


of "concessionary organizations of public a ce" is the 


origindi cost minus sums which may have been amortized 
since the authorization of the concession and minus omy . 
profits during the period of exploitation which RAghs ‘be 
considered in excess of a reasonable return. 


Our note contends that this article lays a constitu- 
tional basis for legisIation contrary to, international law 
insofar as it authorizes the expropriatipn . of certain 
property without prompt, adequate and effective compensa- 
tion. Many US citizens who have investments .in Azgentina 
and who believe their interests may be, included among the 
"concessionary organizations of public service" view. the 
possibility of confiscatory action against their property 
with consternation.’ It would appear that a US citizen - 
might be deprived ‘of all his property in. Argentina. after 
years of prudent operation because he had amortized his 
original investment: or because he had made a profit over 
the years in'an amount retroactively declared to be exces- 
sive by legislation or decree. a’ 

The note further points out that the provision can: 
be expected to discourage investment of. US, capital. in. ; 


Argentina ‘Beéauseicurrent and prospec tive. ‘investors fear 
the interpretation that the argentine’ government may put 


upon the words "public services." While’ this article 
remains in the constitution in its present form, US enter- 
prise can never be certain that some future Argentine con- 
gress will not broaden the interpretation of the provision 
to include a substantial proportion of US investments in 
Argentina. The note concludes by saying that we regard 
this as a matter of primary importance in Argentine-US 
relations and that we hope our observations will be useful 
in strengthening the understanding, friendship and coopera- 
tion between our two countries. 


Foreign Minister Bramuglia, who received the note, 
Said a reply would be made as soon as possible and. that. 
the Argentine government is now working on a law which.- 
he believed would remove our fears. 


OS Feel “ee Se 
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US proposals for settlement of. the 
long standing German rolling- stock . 
ac Say issue have been:.forwardéd to: the.‘ 

. ae @ note, to be delivered. by: Amba's sador Caffery. 

} ster.Schuman, We review the -hackground ‘on 
ed controversy and conclude that the difference 






: between: the French and US positions now appears, to have 


reduced-{tself to disposition ofthe vwnership of some _ 
54300-8, 500 aged and depreciated German. railway wagons+’ 


¢ Rather. ine. engage -in further negotiations, we prodose 
sniieda completion of ‘the ‘one~+for-one ' ear exchange. agreement 
worked out between the bizone and ‘France. over a year. AgOs. 


which Would involve the exchange of. approximately 7,000 ~*~ 


additional cars, This “would be accompanied by a waiver of 


French claim to ownership of. German cars returned to western 


Gérmany ‘urder the exchange as well as their rental clain. 
for use of French cars held in the western zones. France 
would retain, all German cars in excess of the. one-for-one 
exchanke.” The settlement would be worked out. without pre- 
judice. t) ahy,claims arising therefrom which the French ' 
governhént. may wish to assert — ‘Gertjany in any ‘final 
peace - Settlement. 


. In ‘retirn for rons acceptance of thie’se proposals, _ 
we would’ be.willing to drop our claim for return to Germany... 
of: 411’ German gars‘in France. Also, wé:would agree. to take so 
no: Anitfative An.EARA in any debate on the question 6f he FY 
whether ‘dr not. German rolling stock should be considered a Ger- 
manaexternal asset, except that in case of a vote we would’ ¥ 
go on record against such an interpretation. We would: also’ ~ r 
consider sympathetic&&ly any accounting arrangements whith... . 
the FréYich believe equiteble and desirable with Pespect “to. eat 
the cars retained by ‘France. «4 a ” ry Hv 

tnt the ‘event. ‘the French reject our » piicidbaats the US’ 
will cohtinue to maintain its position that’ IARA is not com- 
petent: :to*decide the matter; will not consider..ourselves , 
bound by any IARA decision on the subject; and, will not’ done :*7 
Sider cars already exchanged with France as external: assets.” 
We Would also press for 4 full and complete accounting. ty'* 7. ~~. 
France -of all German cars held by France including: thdse for ie 
Alsace-Lorraine, since we have never beeh satisfied that full,. 
claim for Alsaee-Lorraine car park as restitution can be sup-..., 
ported and are only willing to recognize _ French posi titn.. ; 
if a satisfactory over-all Spvsnenene is ca ached. 


“a 3 7] 
a ab: 


i 
a. — 


British Rnbassy. representatives: have inddcated: sappert 
of our proposals.. to the French and:will recommend that the . 
British representatives: in’ Serie. -eqhlaborate a our mew: 
in the approach. tee ; .- . 
a or 


ca 3 
{y - 
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ae OPPOSES BILL HERG NG The Department again has 
I NATIONAL AIR I | gone on record in opposition 
san tld ew to the statutory merger of 
US international air carriers. Our comments on 5-327, the 
latest version of the perennial chosen-instrument bill, have 
been transmitted to the Bureau of the Budget, This bill, 
which has been referred to the Committee on Interstate and 
Foreign Commerce, would -amend the Civil Aeronautics act of 
1938 to provide for the mandatory unification of our private 
international civil air carriers into a government controlled 
monopoly; and for construction and operating. subsidies to 
US aircraft manufacturers and operators. Under the terms of 
this bill, aircraft carriage between the US and Canada would 
be regarded as domestic air transportation. 


We point out that the proposed legislation would have 
serious adverse effect upon our foreign relations. . Any 
Congressional action to unify the US international civil air 
transport system into a single flag line might be construed 
by other .governments as evidence of the acceptance by the 
US of the principles of nationalized industry, as a trans- 
formation of civil aviation into a weapon of aggressive foreign 
policy and as a definite imperialistic step. The Department 
considers that the proposal is contrary to the American prin- 
ciple of free enterprise and competition under. reasonable 
regulation, and. that it would weaken our reciprocal trade 
policy. There is no evidence that US technical and produc- 
tive superiority in the field of aviation would be maintained 
onee the stimulus of competition were removed. The proviso 
that aircraft used by the proposed "chosen instrument" must 
be constructed in the US and manned by US citizens might lead 
to the enactment of retaliatory. legislation by other countries, 
thereby roducing the international market for US aircraft 
and preventing US citizens from obtaining employment on the 
airlines of other countries. 


‘The. bill provides for a system of subsidy modeled gener - 
ally after the subsidy provisions of the Merchant Marine Act — 
of 1936... Construction-differential subsidies would protect 
air material producers and. operating-differential subsidies 
would compensate for lower costs of: foreign production and. 
opepation in the respective fields. Subsidies for routes 
operated in the national interest and to countervail foreign 
Subsidies are rscommended.. Although certain subsidization 
of the air transport industry and the aviation industry is 
at present necessary, we believe it would be undesirable to 
pursue the course that was followed with respect to 
merchant marine and-would be objectionable to establish a 
subsidy which constitutes: unfair ee | entered the air - 
carriers’ of the various nations, 


The - 
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The bill also proposes establishment of a policy com- 
mittee for international civil air transportation. = Ss 
regard we point to the existing Air Coordinating Committee, 
the functions of which include the development and reoemnen- 
dation of integrated policies to be carried out and actions 
to be taken by the participating agencies or by any govern- 


ment department charged with responsibility in the field 
of aviation. 
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COMMERCIAL TREATY Our program for modernization and ex- 
PROGRAM REVIEWED tensiun of commercial treaties has moved 

forward during the past nine months with 
ratification by the two governments of the treaty of friend- 
ship, commerce and navigation with China; active negotiations 
with Australia, France, Ireland, the Philippines, and Uruguay: 
and presentation of draft treaties to the Benelux countries, 
Colombia, Costa Rica, and Ecueior, and a revised draft to 
Cuba. The treaty negotiated with Italy is now under considera- 
tion by the Italian parliament. (See page 9, August 23, 1948 
issue of Current Economic Developments.) Chief problems in 
negotiating the treaties have arisen over the provisions for 
national treatment and foreizn investment. 





Proposals for FCN negotiations have been widely dissemi- 
nated during the past few years, partly to determine as far 
as possible the reactions of varicus countries or groups of 
countries such as the Near East, the British Commonwealth, 
and Latin America, and partly in recognition of the possi- 
bility that a long period of education might prove beneficial 
in some of the economically under-developed countries. As 
@ long-range matter, the ultimate conclusion of treaties 
appears possible with many of the 24 countries to which we 
have proposed negotiations. Treaties with Ireland, Lebanon, 
and Uruguay may be concluded during 1949, and, granted the 
satisfactory solution of certain important issues, treaties 
may also be entered into with France and the Benelux coun- 
tries this year. The conclusion of a treaty with any one 
of these countries in the immediate future is a matter of 
considerable importance, since it would represent the first 
successful negotiation of the new, improved, standard draft 
and might have a selutary effect on a number of other nego- 
tiations. 


Draft Improved The basic treaty draft.has been re- 
written to give it a uniform style, to strengthen its pro- 
visions by the elimination of loopholes and the removal 
of damaging reservations, and to incorporate new material, 
including provisions on social security, freedom of informa- 
tion, commercial arbitraticn, government participation in 
business, and withdrawal of earnings. | 


Nafionel Treatment is Main Negotiating Problem The 


experience of the past six or eight months in particular 

has shown that the main negotiating probiem is the reluc- 
tance of many foreign countries to grant national treatment 
for a wide veriety of economic activities. This reluctance 
is the cause of the present impasse in the French negotia- 
tions, has prolonged the Irish negotiations, and may possibly 
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delay conclusion of a treaty with Uruguay. For the most 
part, the attitude of foreign countries is determined by 
their fear of undue American influence in their economies 

or of undue economic penetration by other countries through 
operation of the most-favored-nation principle. The fear 

of US interference may develop either through "colonization" 
of important segments of their industry to the detriment of 
vested domestic interests or through exchange stringencies 
caused by extensive withdrawals of zarnings. Even When 
quite liberally inclined, these ccuntries tend to insist 

on the right to withhold national treatment during emergency 
situations. In some cases foreign countries realize Americans 
are unlikely to avail themselves of these treaty rights to 

a great extent but fear that they would be forced to give 
the same rights to neighboring countries which would exten- 
Sively use them, probably with undesirable results. The 
French fear Italian and Spanish penetration, particularly 

in the petty retail trade; the Filipinos fear similar pene- 
tration by the Chinese; the Irish fear Great Britain; the 
Uruguayans, Argentina. 





investment Problem Another problem that has caused 
major negotiating difficulties erises in connection with 
investments. Nearly all foreign countries profess to welcome 
US capital but nearly all of them also consider themselves 
as being in difficult economic circumstances and needing { 
protection for a considerable time against economic disloca- 1 
tions which might develop as a result of relaxed exchange 
controls or liberal treatment of foreign corporations. Accord- 
ingly they desire that the investment provisions of the treaty 
afford them adequate protection while they complete the adjust- 
‘ment of their national economies to postwar conditions, feel- 
ing in this regard that the US, by virtue of its wealth and 
economic strength, is able to export capital without needing 
an immediate return on its investment. 





US Has Little Bargaining Power As a practical matter, 
much of the dif difficulty in negotiating FCN treaties results 
from the relatively small degree of bargaining power such 
treaties possess. The main reason for this lack is that, 
notwithstanding many popular notions to the contrary, State 
and Federal laws governing the treatment of aliens in the US 
are quite liberal. Consequently the US is in the position of 
seeking through the FCN treaties to secure for its citizens 
abroad a reasonable approximation of the rights aliens already 
enjoy in this country. It was thought thet the interest of 
foreign countries in obtaining US investments would improve our 
bargaining position. Since, however, foreign countries foresee 
difficulties in permitting extensive ” investment by foreign in- 
terests and do not consider themselves nble to take advantage 
of treaty rights for investment in the US, this inducement 
has not yet proved especially effective. 
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STERLING-DOLLAR The acute world dollar shortage has 
OIL PROBLEM brought into focus, particularly in two 


or three trouble spots, a situation re- 
garding petroleum which is causing the Department and US 
oil companies some concern. As things now stand, most of 
the world-wide oil production, exclusive of the output 
from the US and the Soviet orbit, is divided about evenly 
between British and American oil companies. Due to dollar 
shortages in the normal marxets for American companies' 
oil, there is a strong possibility of the displacement of 
American oil output by sterling oil production. The posi- 
tion of our suppliers will become less tenable as antici- 
pated petroleum production exceeds world-wide requirements. 
The consequences of such a development would be most serious 
to the commercial interests of our companies and to the 
political and strategic interests of the US and the coun- 
tries in which their production is located. The whole situa- 
tion is being given serious consideration by the Department 
and government agencies concerned, and by the US oil com- 
panies holding principal foreign oil interests. While the 
main impact of the problem probably will coincide with the 
end of dollar assistance under the Marshall Plan, there 
are currently acute situations in Kgypt, Argentina and 
Sweden, which require immediate action. : 


There have been suggestions that American: subsidiaries 
aoroad be permitted to sell their produce for sterling, 
both in sterling and non-sterling markets, in direct compe- 
tition with British companies or that as a final resort a 
part of our foreign operations be transferred to sterling 
Subsidiaries organized for that purpose. Under these 
arrangements, US interests would transfer as much of their 
costs as possible to the sterling area through material 
and equipment purchases, the hiring of technicians locally, 
reserve hoidings in sterling and perhaps the payment of 
royalties in sterling. The acceptability of either of 
these proposals to the British would depend in large part 
on the dollar cost to them of permitting such transactions 
and there is a strong possibility that the dollar drain 
resulting from transfer of profits would not be acceptable. 
It is also doubtful that the US would wish to increase its 
dollar financing of the UK to support Americar °il market- 
ing positions abroad, notwithstanding their c»umercial im- 
portance, at least until undesirable political and strategic 
consequences resulted from a cut-back in American oil pro- 
Guction abroad. 


In 
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In the long run it may be necessary to submit the 
whole problem to international study and possibly to work 
out a commodity agreement. Meanwhile, in the immediate 
trouble spots it will be necessary to find temporary solu- 
tions which will involve no appreciable drain upon the 
British dollar reserve. 


In Egypt, Awerican companies have enjoyed slightly 
more than half (or about 11,000 barrels per day) of a bL7 
million market. The British, under the terms of the re- 
cent Anglo-Egyptian financial agreement have now under- 
taken to supply for sterling all of Egypt's import demand 
for oil (other than lubricants) during the remainder of 
1949. It appears that the British have insufficient sterl- 
ing oil to cover their commitment and will be obliged to 
purchase $8 million worth of American Middle East oil for 
Egypt's needs (about 6000 barrels per day). This oil 
would then be imported by a British company and made avail- 
able to American distributors in Egypt for sterling sale. 
Under this arrangement, American companies would immediately 
lose their Egyptian import position. They are fearful also 
of losing their market position when sterling oil production 
is sufficient to obviate the need for the Lateoens purchases 
of dollar oil. 


| In Argentina the British have undertaken, in connec- 
tion with the current renegotiation of the Andes agreement, 
to suppiy all of Argentina's oil needs against payment in 
sterling. The prospective American loss is principally 
the 30,000 barrels per day ($40 million per year) market 
of Creole Petroleum Company, the Venezuelan-producing sub- 
Sidiary of Standard Oil Company of New Jersey. Whether 
the British supply is obtained from Shell production in 
Venezuela or by dollar purchases from Creole, there would 
be a substantial dollar element in the transaction. 


A third case, illustrative of present difficulties, 
is that of Sweden which, because of its dollar shortage, 
reduced its imports of dollar oil. Sweden did not, how- 
ever, increase sterling oil purchases to cffset the dollar 
oil production. We have requested Embassy Stockholm to 
seek an understanding whereby the reduction will fall pro- 
portionately upon all and not entirely upon American 
suppliers. 
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POSITION US WILL TAKE AT MEETING The Economic Commission 
OF ECONOMIC COMMISSION Fur 2 SUROPE for Europe will hold 

its fourth session in 
Geneva May 9. The agenda includes a review of the work of 
the subsidiary committees and a discussion of points aris- 
ing from the second annual ECE survey of Europe's economic 
Situation and prospects which is to be published just prior 
to the opening of the session. Also on the agenda is an 
item concerning increased unemployment in European indus- 
tries, added at the request of the USSR. While we will 
agree to the inclusion of this latter item, we feel that 
it was offered by the Soviets for purely propaganda purposes 
and that the Russian delegate will probably usilize the 
discussion to claim that the Eurcpean Recovery Program and 
US pressure against western exports to the east are the 
basic cause of European unemployment, particularly in Italy. 
The Scviets may also hope to revive the moribund manpower 
committee to study the extent and cause of wenployment in 
Europe. 





Our representative is being instructed to support 
acceptance of all the committee reports by the Commission 
as accurate statements of the work of the committees. How- 
ever, our representative is to make clear that this approval 
does not necessarily mean endorsement of all the recommenda- 
tions or observations contained in the reports. 





Committee on Trade and Development We will support 
the recommended terms of reference for the proposed ad hoc 
committee on industrial trade and development and urge adop- 
tion without modification. (Sse page 1, October 11, 1948 
issue of Current Economic Developments. j Although the ECE 
has not yet had an opportunity to vote on the terms of © 
reference of this committee, by agreement of all members 
or the Commission, the committee has already held one meet- 
ing. (See page 6, February 28, 1949 issue of Current 
Economic Developments. ) While we feel that a satisfactory 
beginning has been made, if there is general debate on the 
substance of the report of the first meeting, our delegate 
will express the view that too much emphasis is being placed 
on the use of the bilateral device in trede agreements and 
state that the US believes a more effective approach to 
expansion of trade can be made through examination of the 
type of multilateralism envisaged in the ITO Charter. 











Agriculture Committee At the last session of the 
Commission in May 1948, an ad hoc committee on agricultural 
problems of common concern to FAO and ECE was established. 
This committee has recommended establishment of an ECE 
committee on agricultural problems for which FAO would 





provide 
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provide technical services as required. The recommended 

terms of reference provide that the committee should establish 
a forum for discussion and exchange of agricultural informa- 
tion;, be empowered to initiate studies and make recommenda- 
tions on the best practical means of European cooperation 

to develop the production of agricultural commodities and 

to facilitate the exchange of such commodities; cooperate 

with other organs of ECE regarding both industrial require- 
ments for agricultural production and the exchange of indus- 
trial requirements for agricultural producticn and the ex- 
change of industrial goods for foodstuffs. The committee 
should take no action in respect to any country without the 
agreement of the government of that country. If there appears 
to be a general desire by delegates from OEEC countries for 
the establishment of such a committee the US should agree 

both to its establishment and to the proposed terms of 
reference. 


Technical Assistance We oppose any recommendations by 
ECE to ECOSOC concerning regional programming or administra- 
tion of technical assistance for economic development. This 
item is not on the agenda but it is not unlikely that. the 
ECE Secre*ariat may try to obtain adoption of proposals de- 
signed to mark out an area of najor responsibility for regional 
commissions in connection with the technical assistance pro- 
gram. Our delegation should not object to a general discus- 
sion of the possible role of regional commissions in this 
work if it is desired by the other delegations. However, 
we feel that any decision as to the role of regional commis- 
sions is premature and might tend to prejudice the decision 
‘to be made at the next ECCSOC session. 





Unemployment On the Soviet addition to the agenda con- 
cerning increased unemployment in European industries, we 
will concert our position with that of ERP countries and let 
them decide how far to engage the Soviets in polemics on un- 
employment. If the Commission decides in favor of sowe study 
on this problem, we favor referral to the ECE Secretariat for 
inclusion in its annual Economic Review and referral of the 
long-term aspects to the ILO, opposing any attempt for the 
revitalization of the old manpower committee. 


Other Matters Unless the OEEC countries express a strong 
desire to continue the ECE lieison office in Frankfort, we 
favor its termination. The US delegation, without endorsing 
all statements in the reports will take the position that 
committee reports on coal, electric power, industry and mate- 
rials, inland transport and steel and timber are satisfactory 
records of the action taken. We feel that our comments on 


the 
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the work of these commit*ees can be more effectively put 
forward in the meetings of the technical committees then- 
selves rather than in the Commission session. However, we 
have provided guidance to our delegation on specific points 
of the various reports which may become the subject of 
discussion. 


Soviet Tactics In view of the large Soviet delegation 
expected, 32 persons, it is likely that the Russians will 
take this opportunity to attack US export policy as detri- 
mental to European trade and also as a violation of the 
1937 US-USSR commercial .accord. It is also possible that 
the Soviets may propose membership in the ECE for certain 
eastern European countries’which are not members of the UN 
or may propose that the ECE request ECOSOC to amend the ECE 
terms of reference to permit membership for non-UN members. 
If such proposals for increased membership are put forward, 
our delegation will vigcrously oppose their adoption. We 
would also oppose any Soviet resolution which would open 
all meetings of the technical committees to the public. 


* * X* 
TRADE AND FISCAL POLICIES OF One of a proposed series of 
ERP PARTICIPANTS CONSIDERED quarterly meetings of finance 











policy officers in the ECA 
country missions was held in Paris in April, followed by a 
Similar conference of ECA trade policy officers. Finance 
officers discussed internal financial developments in the 
several participating countries and revision of the intra- 
European payments plan. Trade policy officers considered 
means for increasing European exports to the US; restric- 
tions on imports from the dollar area; and intra-European 
trade. 


Financial Discussions The reports indicated that iZCA 
participating countries,with the exception of Austria and 
Greece, had made very encouraging progress toward internal 
financial stability in recent months. Some of the countries 
had succeeded in balancing their budgets, others had greatly 
reduced.their deficits, wnile a few were able to show fiscal 
surpluses. In practically all cases the price and wage 
levels had been relatively stable for a year or more, due 
not only to the improved fiscal situation but also to 
tightened credit controls, increased: savings from current 
income, and reduced dissipation of liquid assets. 





The 
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The problem created by abnormally high costs and prices 
now prevailing in certain important industries in various 
participating countries was discussed. It was suggested 
that a series of studies be made on costs and prices of im- 
portant products moving in international trade. 


Wnile it was recognized that the intra-European pay- 
ments plan could not offer a fundamental solution to the 
European trade problem, it was felt that the possibilities 
inherent in the existence of a payments scheme should be 
utilized as much as possible to encourage the expansion of 
intra-European trade on a multilateral basis and to facili- 
tate transition to the post-ERP period. The importance of 
permitting participating countries to accumulate some mone- 
tary reserves during the ERP period was pointed out. While 
ECA aid probably cannot be budgeted directly to provide for 
increased reserves, there was some feeling that ECA should 
not be required to penalize, by reducing allotments, those 
countries which succeed in increasing their reserves through 
policies which the US considers desirable. Attention was 
directed to the fact that the present intra-European payments 
plan must be revised befcre June 30, and to the problem of 
unused drawing rights. On rewising the present plan, discus- 
Sion sentered on permitting debtor countries to use their 
drawing rights to shop around under more favorable bargaining 
conditions than at present and permitting creditor countries 
to acquire a limited amount of dollars beyond their Western 
Hemispnere deficits. An appeals prepocure similar to that 
currently in effect: was favored. | | 


Trade Policies Considered Discussion by ECA trade policy 
officers on possible methods for increasing the volume of 
European exports to dollar areas indicated generally that 
little was being done or was in prospect’ along these lines. 

The possibilities of using market analysis as a technique 

for this purpose was discussed with general agreement that 

not much could be accomplished in any short period of time 

through this approach. In considering the role of the US 

tariff in limiting European exports to the US, the. officers 

were requested to transmit to Washington information on any 

instances in which the tariff was a sersous impediment to any 

Bur opeen export. | 


Trade - -officers also considered the patterns to be pre- | 
ferred in the restriction by participating countries of im- : | 
ports from the dollar area. The need for substantial altera- 
tions in the pattern of European imports was pointed out and 
it was noted that criteria for the selection of imports would 
have to be worked out. 


There 
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There was unanimous acceptance of the general proposi- 
tion that European trade had to be multilateral and nondis- 
criminatory. No real progress has been made in deviating 
from the bllateral trade pattern in Europe. It was suggested 
that the multilateralization of bilateral agreements might 
be attempted, whereby three or more participating countries 
might agree to license the exchange of specific goods, with 
balance being achieved through multilateral exchanges. The 
ITO Charter and GATT were discussed as instruments for re- 
storing multilateral trade in Europe, Customs unions, cartels 
and the place of the OEZC trade committee in the improvement 
of intra-European trade were also explored. 


* * * 


NEGOTIATIONS WITH CZECHS FOR Washington negotiations for 
SETTLEMENT OF CLAIMS iS ADJOUR ANED settlement of US compensation 
claims against Czechoslovakia 
were adjourned on May 3 and the Czech delegation has returned 
to Praha. Three plenary sessions were held during which little 
progress was made. The unsatisfactory nature of the meetings 
was caused in part by the defection of Skala, a high ranking 
member of the Czech delegation, who, shortly after arriving 
in this country, resigned to seek asylum here. 








During the course of preliminary discussions held in 
Praha in February the Czechs agreed to a continuation of the 
negotiations in Washington. (See page 4, March 7, 1949 
issue of Current Economic Developments. )’ The purpose of the 
preliminary discussion was to obtain this agreement, and to 
bring out the chief issues concerned in arriving at a compen- 
sation settlement for property of US elitizens which was © | 
nationalized by the Czechs. 





During the Washington meetings which began cn April 22, 
the US proposed en agenda which would settle the issues left 
unsettled in Praha, such as the question of crown investment, 
dual nationality end beneficial ownership, prior to considera- 
tion of the amount of a lump-sum settlement. However, the 
Czechs indicated that, as a result of Skala's resignation, 
they would require additional information and personnel from 
Preha in order to discuss these issues. They preferred there- 
fore to start with a discussion of the amount of the settle- 
ment and possible US concessions, pointing out. that these | 
two items were interdependent. They proposed payment of $20- 
$25 million subject to favorable US action on loans and export 
licenses. The US delegation stated that this figure was too 
low, pointing out the previous drastic reduction of the US 


claim 
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claim in order to reach a settlement. The Czechs discovered 
that they could not defend their figure or reduce the US 
figure of $45 million without thorough discussion of the 
disputed issues. In response to their professed desire for 
a case-by-case analysis to ascertain the correct settlement 
figure, we proposed a mixed tripartite commission to examine 
the facts and adjudicate claims. Although the Czeehs agreed 
to transmit this proposal to Prana, they indicated that they 
preferred to retain the problem within the scope of the two 
governments rather than to subject claims to an impartial 
third party. After some consideration of the case-by-case 
procedure, the Czechs realized that it was not feasible to 
approach the negotiation of a settlement from this direction 
because the outcome cf the disputed issues would affect 
various categories of claims, which in turn would affect the 
total amount of settlement. They then suggested that nego- 
tiations be adjourned to permit their return to Praha to secure 
additional information and assistance on these issues. The 
delegation indicated its firm intention to return to Washington 
prepared to discuss these issues, and we will supply the 
Czechs with our basic positions thereon. One member of the 
Czech delegation remained here to do some of the preparatory 
work for future meetings. 


* * * 


PROBLEMS ARISING A number of problems have recently come 
IN JAPANESE LABO LABOR to the fore with respect to Japanese 
labor. Chief among these is a resolution 
adopted by the Far Eastern Commission's Joint Committee on - 
Labor Policy in Japan stating that the FEC labor policy 
applies to government enterprise workers. This proposal, 
which would give these government workers a limited right 
to strike, is objectionable to the US and if adopted may 
have unfortunate repercussions. Other problems have arisen 
in connection with the expanding Communist influence and 
certain provisions of the National Public Service Law. 


US Position on Labor Policy Committee Resolution This 
resolution, introduced by Australia and recently y passed hy 
the Labor Policy Committee, reads: "Bearing in mind that 
it is a matter for the occupation ‘authorities in Japan to 
decide when strikes and other work stoppages should be pro- 
hibited ‘as directly prejudicing the objectives or needs of 
the occupation, the Far Eastern Commission decides as a 
matter of policy that the provisions of FEC-045/5 (Principles 
for Japanese Trade Unions) should be applied to workers in 
Japanese government enterprises." The vote was 8 to 1, the 





USSR 
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USSR opposing, and the US and the Philippines abstaining. 
Consideration is being given to seeking the support of 
friendly countries in obtaining withdrawal or tabling of 
‘the proposal, which is now in the steering committee stage. 
We do not favor extending to Japanese government enterprise 
workers the right to strike. We believe that at the time 
considered appropriate by the Supreme Commander for Allied 
Powers, full collective bargaining rights, including the 
right of mediation and arbitration but not of strike, should 
be extended to all non~executive full-time employees of 
government enterprises and that the term "goverrment enter- 
prises" should include the Japanese National Railways, the 
Japan Monopoly Public Corporations, and a new corporation 
including telecommunications services. 


Communist Influence Expanding Following a recent trip 
to Japan, Assistant Secretary of Labor Gibson reported that 
Communist influence in Japanese labor is continuing to expand 
to what he considers serious proportions, with about 60% 
of the top union positions occupied by Communists or by people 
following the Communist Party line. He found Gereral MacArthur, 
however, not unduly concerned by this trend, the latter feeling 
that the Party had reached tne high watermark of expansion. 
Mr. Gibson attributed Communist success in the January election 
in part to the revision of the National Public Service Law 
outlawing collective bargaining in the regular civil service 
and the inauguration of a 48-hour week for public service 
employees, To combat the growth of Communist influence and 
bolster the anti-Communist forces, Mr. Gibson recommends 
that the National Public Service Law be amended to eliminate 
the present severe penal provisions and to place communica- — 
tion workers in the same category as monopoly and railway 
employees; and that the 48-hour week for public service ~ 
employees be modified. 


SECRET 


TELECOMMUNICATIONS MEETING CONSIDERING Twenty-three nations 
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INTER--AMERICAN FREQUENCY REQUIREMENTS are participating in 
the joint meeting of 


the International Telecommuniceation Union Region Two and the 

: Fourth Inter-American Conference, which convened in Washington 
April 25. The conferences are meeting simultaneously at the 
request of the other American Republics. A frequency 


assignment 
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assignment plan will be drawn up within the region on the 
basis of allocations made at the Atlantic City Telecommuni- 
cation Conferences in 1947, At Atlantic City, over-all 
assignments were made for the three regions of the world, , 
covering Europe, the Western Hemisphere and Asia. The Region 
Two phase of this conference constitutes one of the series 

of regional conferences prcvided for under the Atlantic City 
meetings to formulate a plan of frequency assignments for 

ail users of the radio spectrum in the American region. 

This plan will provide the basis for incorporating American 
frequency requirements in the new International Frequency 
List to be prepared by the ITU Special Administrative Con- 
ference to be convened in Geneva on October 17, 1949. The 
Fourth Inter-American Radio Conference, which is being held 
jointly with the Region Two conference, continues the series 
of inter-American specialized conferences on this subject 
initiated at Habana in 1937. Through cooperative effort 
these conferences will attempt to resolve the purely American 
regional phases of the technical problems resulting from the 
development of radio communications throughout the American 
republics and Canada. 


The US will make every effort to insure that any regional 
table of allocations of bands to services resulting from the 
inter-American conference shall be used without alteration 
as the basis for further work at the Region Two phase of the 
conference. Because of time limitations, we will-insist that 
the Habana 1937 radio communications convention and the 1945 
Rio draft telecommunication convention not be considered by 
the inter-American conference but that a fifth inter-American 
radio conference be convened in Buenos Aires in 1952 immediately 
following the world conference scheduled for that place and 
date. At that conference, a new inter-American convention 
and radio regulations shall be negotiated in the light of 
the decisions at the immediately preceding world conference. 
The US will also explore informally with other delegations 
the possibility of abolition of the Inter-American Radio 
Office or its reorganization in a form suitable for control 
by a board of representatives of interested American states. 
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GATT NEGOTIATIONS AT The Third Session of the contracting 
ANNECY GOING FORWARD parties to the General Agreement on 
Tariffs and Trade (GATT), which opened 


tions, with delegates from France, the UK, the US, Italy, Swe- 
den, and Uruguay as the other members of that committee. 


A number of bilateral negotiations have already been 
scheduled between the 23 contracting parties and the 11 addi- 
tional countries which may accede to the General Agreement, 
and the steering committee has indicated that probably 170 pairs 
of tariff negotiations will result from this session. 


In working parties set up to deal with specific issues, 
active consideration is currently being given to the questions 
of South African import restrictions, incorporation of the 
results of this conference in GATT, and adjustments in connec- 
tion with economic development. Working parties are also con- 
sidering the South African-Southern Rhodesian interim customs 
union agreement, rectifications of certain concessions made — 
in GATT, and a complaint brought by France against Brezil for 
imposing new and increased discriminatory consumption taxes 
subsequent to its accession to GATT. 


Relation to Other International Economic Programs In 
the message from the Secretary read by the head of the US dele- 
gation at the opening of the tariff negotiations, the trade 
agreement program was linked with the European Recovery Progran, 
the International Trade Organization, and tne President's Point 
Four Program as international economic cooperative activities 
firmly supported by the US. The Secretary referred to the trade 
agreement program as "of great value in its own right and ... 
essential to the permanent success of other programs of economic 
cooperation". He further said: "The conclusion of the General 
Agreement on Tariffs and Trade between 23 countries at Geneva 
in 1947 laid a firm foundation for the sound expansion of trade. 
The adnerence of 11 additional countries to the General Agree- 
ment wkrll mark another important milestone in our progress 
toward world recovery". 





Despite the Secretary's statement, our delegation to 
Annecy has reported a feeling evident among delegates of the 
OEEC countries that the US policy in ERP and the trade agree- 
ment program are uncoordinated and the question is raised re- 
peatedly as to whether the US is as strong behind the trade 
agreement program as previously. To offset this feeling, 
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Ambassador Harriman is being requested to make a speech to 
heads of delegations at the conference in which he would empha- 
size the identity of interest of these two programs.. The 
Department has suggested the speech might stress that with 
urgent postwar problems of shortages and inflation now on the 
way to solution, the major need confronting the free world 
generally, and the OEEC countries in particular, is to move 
toward a trading system providing for more interdependence and 
specialization which-will increase productivity, reduce “protec- 
tionist ‘measures, and contribute to the solution of fundamental 
balance of payments problems--all objectives of the GATT and 
the Annecy meeting, 





. UNESCO Proposals .Under Study UNESCO has requested the 
contracting parties to give appropriate consideration to UNESCO 
-. resolutions stressing the need to remove or reduce barriers to 
the import and export of educational, scientific and cultural 
materials. Our delegation has been instructed to take the 
general position that countries assembled at Annecy should 
attempt to accomplish as much as possible at the present session 
to reduce trade barriers on these materials. While we cannot 
negotiate at Annecy any tariff concessions on items on which 
we have not given public notice or held hearings, we are agree- 
éble to considering such items with a view to possible concessions 
in a third round of tariff negotiations. We are also willing to 
consider multilateral or bilateral negotiations outside the . 
GATT framework with a view to concluding a separate agreement 
dealing solely with educational, scientific and cultural items. 





New Italian Tariff Poses Question The new Italian tariff, 
which has not yet been promulgated but which is being used as 
the basis for Italian negotiations, has caused some concern. 
The UK delegation has asked that Italy appear before the steer- 
ing committee to explain certain points in connection with the 
new tariff since it is felt that in the change from a specific 
to ad valorem basis the prewar incidence of the Italian tariff 
has been doubled. The Italian delegate has taken the position 
that any “question concerning Italian increases could best be 
answered during bilateral negotiations. Our delegation feels 
that the new rates have been padded for bargaining purposes. 
and is considering the desirability of expanding US ow 
of Italy without increasing US offers. 





Cubans Concerned over Preference The Cubans have expressed 
serious concern regarding the US offer to the Dominican Republic 
on the sugar rate, which would result in a reduction in. the 
Cuban preference, and have indicated that they will protest. 

The Cubans have stated that they are equally opposed in princi- 
ple to the reduction or elimination of any preferences by the 
US. A proposal to reestablish thé present margin of preference 
in the event of the lapse of domestic quota legislation is under 
consideration, in the belief that such a provision would make 
our offer more acceptable to Cuba. _ 
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MFN for Occupied Areas The US was successful in having 
most-favored-nation treatment for occupied areas added to the 
agenda for this session. It is planned to raise the question 
of MFN for Japan at this meeting even though opposition to an 
agreement‘ extending such treatment to the trade of Japan has 
meanwhile been expressed by a number of countries, notably the 
UK. For political and other reasons, the Department believes 
it essential that this item remain on the agenda. Although it 
has not been our intention to raise the question of MFN treat- 
ment for Germany, separate agreement on which was reached by a 
number of the contracting parties in the second session of GATT 
in Geneva last year, several delegations in Annecy have inforn- 
ally raised questions involving the administration of that 
agreement. France, Canada, Benelux, and the UK have alleged 
unsatisfactory experience under the agreement, and the Nether- 
lands delegate has been authorized by his government to convoke 
a meeting of the signatories, if necessary. Informal discus- 
sions have been held among representatives of the above-named 
countries and e representative of the military government. In 
response to the Netherlends concern about certain hardship 
cases, the military government representative stated that 
authorities in Frankfurt would give sympathetic consideration 
to reducing tariffs unilaterally for the time being in those 
cases where the duties are excessive. The Dutch propose to 
send a delegation to Frankfurt very soon for that purpose but 
feel the necessity still exists for a meeting in Annecy of the 
signatories of the German agreement. Our delegation recommends 
that we participate in the meeting, providing the calling of 
the meeting follows provisions of the agreement, and providing 
the meeting is consultative only. Recommendations as to the 
US position are now being prepered. | 


Peru Continues to Evidence ——— Although Peru with- 
drew prior to the opening of the conference from the group of 
new countries planning to participate, that country hes contin- 
ued to evidence interest in the negotiations. Embassy Lima was 
recently informed: by the Peruvien Foreign Office that the head 
of the Peruvian delegation negotiating in London would proceed 
to Annecy to inquire of the US delegation if'Peru could now 
enter the negotiations inasmuch as the new Pertivien tariff is 
prectieally complete, and, if so, whether Peru can negotiate 
with only the US and perhaps Great Britain during the present 


proceedings. 

Location end Head of ITO Several delegations to the con- 
ference hav “ormally raised the question of site and staffing 
of the Inte onal Trade Orgenization. We have informed our 


delegation v.... we still favor having the ITO located in the US, 
and we feel that neither the UK nor the US should provide the 
Director General initially. Our position regarding the site is 
based on the desirability of close working contact with the FAO 
and the Fund ana involves ITO's responsibility in the field of 
economic development. 


* * * 
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INSTRUCTIONS SENT FIELD Instructions and basic information 
ON POINT FOUR PROGRAM on the Point Four program have been 

sent to diplomatic and consular posts 
so that representatives way more fully and authoritatively 
answer questions of local officials in this regard. Care 
should be taken that remarks at this time do not go beyond 
the policy views set forth in the recommendations of the 
Executive Committee on Foreign Economic Policy on the obkjec- 
tives and and nature of the program which were approved by 
the President April 21. (See page 3, March 14, 1949 issue 
of Current Economic Developments.) 











Separate I Instructions to Iron Curtain Posts All ‘posts 
- outside of the Soviet orbit were asked to stimulate discus- 
sion of the program, but missions in iron curtain countries 
were cautione] not to solicit participation of the govern- 
ments of those countries. Posts in areas which may be con- 
sicered underdeveloped were to take every reasonable oppor- 
tunity of conveying to local interests a clearer concept of 
the US: program, stimulating discussion so that the people of 
the area may understand the possible benefits to them. All 
posts outside of the Soviet orbit are asked to accept, with- 
out commitment or promise of action, programs or projects 
for bilateral technical cooperation which local authorities 
may formulate and present. These should be transmitted to 
the Department along with the post's comments. Appeals, 
both governmental and private, to American philanthropic 
institutions, industries, and other prospective suppliers 

of technical assistance should be reported as well as re- 
quests for bilateral or multilateral technical assistance 
which local governments may make of third powers or of inter- 
national agencies, so that we may properly evaluate the pro- 
grams in which the US government may participate. Missions 
in the iron curtain countries. are asked to report any steps 
these countries take in an effort to prevent the governments 
of countries outside the Soviet orbit from taking part in 
the program; to appraise the UN programs in iron curtain 
countries with comments on the value derived by the US there- 
from; to report any action which iron curtain countries may 
plan to take bilaterally or multilaterally among themselves 
to promote economic development which would offset or fore- 
stall the possible interest of one or more satellites in the 
program; and to evaluate Soviet and satellite propaganda 
directed against the program. 


Other Decisions Expected Soon More specific information 


regarding possible governmental measures to encourage private 
financing of foreign economic development will be sent to the 
field as soon as possible. The National ‘Advisory Council is 








studying 
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studying various problems of special treaties, foreign invest- 
ment guarantees and tax inducements along with certain other 
matters pertaining to the financing of foreign economic | 
development and, as soon as its policy recommendations are 
made, further instructions will be sent. Member agencies of 
the Interdepartmental Committee on Scientific and Cultural 

. Cooperation and ECA have prepared estimates of technical 
cooperation activities which could productively be undertaken 
in fiscal year 1950, with the stipulation that these should 
be made from the long-term view of at least a five-year span. 
The UN Secretariat and the secretariats of several of the 
specialized agencies, including FAO, IL0, WHO, and ICAO are 
already preparing detailed technical assistance projects for 
possibie implementation in the calendar year 1950 and finan- 
cial estimates required in this connection and have submitted 
informal estimates to the Department. All of these estimates 
are now in the Department and are being reviewed and coordi- 
nated in the light of criteria such as functional priorities, 
and provisional regicnal and country priorities. They are 
also being screened for functional gaps and possible overlap 
with projects being contempiated by the Institute of Inter- 
American Affairs, the Organization of American States and 
other inter-governmental agencies, or private organizations. 
Based on these culled estimates, which at this early stage 
Will be illustrative rather than definitive, the Department 
will request Congress to appropriate funds as soon as enabling 
legislation is passed. In connection with assembling and 
evaluating these estimates, we have utilized the recommenda- 
tions of a number of field posts in underdeveloped areas 

sent to the Department in resporse to a circuler telegram 

in early March. 


* * * 


REPORTS FROM CHINA CN Reperts from China indicate the 
ECONCMIC SITUATION seriousness of the economic situation 

in both Nationalist and Communist- 
occupied territories. Business is at a standstill or very 
dull, foreign trade is almost non-existent, the financial 
Situation is precarious, and drought besets North China. 
Economic fragmentation of Nationalist areas is revealed by 
the different price and monetary situations and by the fact 
that each locality is now taking economic measures to solve 
its own crisis. 








Shanghai 
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Shanghai Economy Near Collapse Shanghai's critical 
economy worsens the longer the Communists defer occupation. | 
Our Consulate General reports that ECA's tapering operations 
are well managed but doubts that economic chaos or explosion 
prior to Communist arrival can be avoided. Even conservative - 
businessmen are now longing for Communist entry, considering 
it inevitable and not wanting Shanghai to be a battleground. 
They think nothing could be worse than the present situation, 
but Communist entry, even if peaceful, is likely to cause a 
further drop in businéss which would be more serious in case 
ef violent entry or extensive demolition. After entry, the 
Communists will face grave problems in securing needed 
Supplies of food, cotton, and oil. Fuel oll, essential to 
run utilities, is obtainable only from abroad and, if not 
secured promptly, a major catastrophe seems unavoidable. 


It has become increasingly clear that Chiang Kai-Sheck, 
through the garrison commander, seems intent on fleecing 
Shanghai of the last available doljar and removing from the 
city the greatest possible amount of transportable equipment 
and other assets as well as personnel which might prove useful 
to the Communists. Many bankers, economic specialists and 
"city bosses", who might prove useful in a peaceful takeover 
of the city, have been ordered to leave and many have left, 
although the majority try to evade compliance. 


The stock market is temporarily suspended due to lack 
of trading. The government and commercial banks have dis- 
continued further issuance of cashier's drafts and are with- 
drawing those outstanding. The Central Bank is issuing equal 
amounts of gold yuan currency, silver dollars and Central 
Bank cashiers' orders to cover. This has resulted in a 
tight money situation with depressed commodity prices and 
foreign exchange quotations during the past few days. 


At the end of. April visible stocks of food were enough 
for five weeks with hidden suvplies probably sufficient for 
another two months if distributed equitably. The basic problem 
is not food but fear of panic and economic collapse. fhe 
press anticipates coal and cotton shortages at the end of 
this month. : | 


Situation in Nanking Since the Communist takeover . 
April 24, Nanking has had an isolated economy with no modern 
transportation of any consequence with outside areas except 
across the Yangtze. Markets are slack, owing to buyer re- 
luctance and the currency exchange problem since introduction 
of Communists notes. Currency regulations called for repudia- 
tion of the gold yuen by May 8. Merchants were urged to take 


the 
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the gold yuan to Nationalist areas and bring tack commodities. 
This week retail markets generally resumed; big stores " 
opened; the city's basic economy Was moving but transport 
Was scarce. Consistent with the pattern in North China the 
prices of imported goods doubled in terms of US dollars, 

as with each sale the merchant was liquidating irreplaceable 
stock. 


Canton Supply Good In Canton the silver dollar is be- 
coming increasingly important due to the depreciation of the 
Hong Kong dollar and the gold yuan, reported use of silver 
in Communist areas, and confidence in silver for hoarding. 
The supply situation is good, business and foreign trade are. 
dull, and prices in terms of Hong Kong dollars are generally 
up except for daily foodstuffs. 


Tsingtao Situation Serious Tsingtao, with current 


estimates of "liberation" being from two to six weeks, is 
beset with acute money shortage, business at a virtual stand- 
still, closed textile mills, and unpaid government workers 
believed near strike. 


Report from Tientsin In Tientsin business is still 
stagnant with private firms doing little or nothing. The 
Communists thus far have concentrated on importing from or 
via Hong Kong barter items which they want urgently for 
government factories and military items. Exports, other 
than accumulated stocks, are not moving. The American 
business community has dwindled considerably, with only two 
of them doing any business. The British community is in the 
Same position. Foreign businessmen remaining in Tientsin 
will probably have to weather many difficulties. New foreign 
exchange regulations are more water-tight than anything the 
Nationalists promulgated, placing a firm lid on transactions 
with negotiable instruments as well as on currency. This, 
coupled with possible drastic limitations on import and ex- 
port items private firms are allowcd to handle, spell the 
end to most foreign businessmen except a few oil companies 
and other organizations capable of keeping a slice of the 
profits at home before shipping import goods. Most foreign 
businessmen are trying to find ways of departing without too 
heavy financial losses. Chinese businessmen are cautious 
in what they say and it is difficult to know what is actually 
happening. Official and private business and economic publi- 
cations are suspended and the press prints only what the | 
Communists want released. Regulations are not officially. 
published and appear only in the press. .It appears that: 
1) the Communists intend to get and maintain a firm grip on 
the majority of productive enterprises; 2) the Communists 








hope 
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hope to drive out most of private foreign business, but the 
need for some products for which these firms hold sole agen=- 
cies may ean that some of the larger firms can hold on; e 
and 3) there is some security for the Chinese private business-— 
man as long 'as' he does not become too important a single * 
commereias: ‘factor in the local scene. 

Crop’ Prospects Po Poor in North China Indications are 
that North China will have very poor agricultural yields 
this year, according to Consulate General Peiping. Serious 
drought covers the entire area and rain in the next few weeks 
will determine the:general fate of Communist agricultural 
policies for the present year. The economic benefits of the 
land reform ‘are thusfar negative. The government has issued 
drought orders calling for organization of the masses for 
carrying water, water conservation, checking seeds, and in- 
creased planting when rainfall comes. 


>* * * 


INTERCUSPODIAL AGREEMENT The Department has now before 
AWAITS US ACCEPTANCE Congress a draft of a Joint Resolu- 
tion approving the Agreement and 
Protocol covering ‘conflicting claims: to German external. —s_ 
assets. This document, prepared to resolve the conflicts ~~ | 
of jurisdiction as ‘to. Which Altied custodian was entitled’ to | 
seize a particular German asset and to protect the: beneficial — 
interests: of Allied nationals was signed in Brussels in 1947. 
To date, the-governmehts of the Netherlands, Belgium, Canada,” — 
Luxembourg and ‘Denmark have accepted the Agreement, although 
Denmark has not yet approved the Protocol. The US signed 
the Agreement "subject to approval". By its terms, the _ 
Agreement does not’ become effective unless adhered to -~ | 
by countries, members of IARA, which are collectively entitled 
to no less than 35% of the aggregate of shares of German ex- |. 
ternal assets under the Pa: is Agreement on*Reparations. | 
This requirement cannot be met by the present signatories 
alone and the Agreement therefore cannot cote into effect 
until adhered .to definitively by the US. The UK and France, 
disagreeing with some of the provisions of the Agreement |< ‘| 
signed at Brussels, entered into-an arrangement: between them+. 
selves which incorporated many of the exact provisions of the 
Agreement signed by the US. It is also understood that the 
UK and: the: Netherlands:-have initialed: and are about to sign : 
definitively an arrangement between thémselves which will: 
likewise include mahy of the exact provisions ‘of the: ‘Brussels 
Agreement. ~By:the terms’of the Agreement, it'was to become 
effective. before. September 1, 1948 but in view of the fact that 
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US congressional approval was not given by that date, it was 
necessary to enter into a Protocol extending for one year 
the date before which the Agreement was to become effective. 
The Netherlands government has submitted a note protesting 
against the delay in US approval, pointing out that, since 
many non-German interests are in one way or another tied up 
with German interests, non-enemy interests will be adversely 
affected until solutions are worked out under the Agreement. 


The Agreement itself, known as the Intercustodial Agree- 
ment, is the first comprehensive multilateral agreement for 
the settlement of conflicts between Alien Property Custodians 
or between an Alien Property Custodian and a national of a 
friendly country over German external assets. It is open 
for all IARA countries to sign and under certain procedures 
may be adhered to by other Allied or neutral countries. We 
feel the arrangement will avoid vexatious and lengthy liti- 
gation and negotiations of the type that took place after 
the first World war, and will protect the interests of US 
nationals as well as other Allied nationals. It is also 
expected that the Agreement will serve as a beneficial prece- 
dent vis-a-vis the USSR with respect to cases arising in the 
satellites. It should serve as a model for making other 
agreements with non-signatories, or its principles applied, 
as is being done in some instances, to the solution of specific 
cases with non-signatories. Further, it is not only signifi- 
cant with relation to German assets, but may also be applied 
to Japanese assets or assets of other enemies which are vested. 
It has been estimated that of the $500 million in German 
external assets in all areas, about $100 million or more 
might be involved in the type of dispute covered by the Agree- 
ment. While it is not possible to make an estimate of the 
amount involved in dispute among the present signatories, 
since no census of these intercustodial claims has been taken, 
it is planned to take such a census when the Agreement becomes 
effective. 
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ECONOMIC SURVEY OF EUROPE The fourth ECE session, now aeaaha 


ISSUED BY ECE SECRETARIAT in Geneva, has so far practeeded 
without the east-west fireworks that 


have marked earlier sessicus. The opening speech of the Soviet 
delegate was unusually mild. The Czechs and Poles have spoken 
often but their attacks on US policies have been rather pro 
forma,while the delegates from Yugoslavia, Byelorussia and the 
Ukraine have, for the most part, remained silent. In genéral, 
the discussion tone of all delegates has been,moderate and 
there appears to be a general desire to avoid.or at least defer 
contentious discussion. | 


Economic patyey Distorted by Press The release of the ECE 
Secretariat's 1946 Survey of Europe, only a few days before the 
opening of the session, resulted in a bad press for the US. A 
wire association story ’ stated that the report charged that the 
European Recovery Plan was hurting instead of helping Europe. 
The text of the survey did not support this conclusion and the 
press association later attempted to correct the mistake by a 
"clarification." Actually, the survey's comment on the European 
Recovery Program was generally fair but cautious, the restraint 
probably caused by Soviet membership in ECE. 





The report is exceptionally able, objective ‘and dumneetee 
courageous. Its nine chapters review production gains, progress 
toward internal equilibrium, rate of capital formation, pattern 
of trade, price movements, balance of payments and trade with 
overseas areas, intra-European trade and payments, fulfillment 
of plans, and a statement of problems and prospects. Much valu- 
able data, hitherto unpublished, particularly on trade and capi- 
tal formation, is made available. Eastern European data, while 
substantial for some countries, are not as comprehensive as in- 
formation on western countries and Soviet data are all in per- 
centages except. for trade. 


Although economic conditions have become more noreal in 
1948, the report states, the underlying problems do not appear 
to. be. appreciably nearer solution and the progress of the year 
in many areas would have been impossible without temporary out- 
side financial assistance. By the end of 1948 Europe's indus- 
trial production had risen slightly above the 1947 level. In 
general, the headway in eestern Europe was.as fast as. in the- 


.- west, Improvement in exports was grenter then in production, 


with overseas exports increased by 30% while, at the same time, 
imports from overseas were reduced by -7% as abnormal require- 

ments diminished. Concurrently with the rise in production, there 
was a gradual return to conditions of monetary stability. Govern- 
ment budgets generally were:balanced and in same countries the os 
surplus of revenue over current expenditures, provided a source 

of finance to capital investments. With the exception of e few 
countries, unemployment remained low. | 


Incisive 
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Incisive criticism is made of continued autarchic trends 
and the: suryey concludes that remarkable recovery in production 
and over-all. trade is paralled by the tendency toward disinte- 
gration of the Eyropean economy as a whole which is accentuated 
by the character of. national planning. It notes that while 
intra-European trade in capital goods shows substantial increase, 
trade in consumer goods declined and comments that some of the 
new investments will be wasted unless coordinated to permit 
large-scale production and specialization in a wider trading area. 


The survey mentioned the effects of US licensing policy in 
half a dozen references, charging that it is one of the "sérious 
obstacles to the extension of trade between eastern and western 
Europe." It cited not only US export licensing policy but the 
"recent announcement of the UK of a new system of export licens- 
ing specifically -aimed at controlling the movement of products." 


> The concluding chapter, in a section of the US and Europe, 
states. that the US has tended to regard the payment problem as 
primarily one for which Europe must find the ultimate solution. 
It states that the "US has. concentrated its attention more on 
plans for remedying Europe's. balance-of-payments deficit than 
on the inseparable related issue of solving the US balance-of- 
payments surplus. Plans produced by the OEEC countries, in the 
absence of any guidance as to where and at what level the US 
would like to balance its own accounts, have accordingly pro- 
ceeded as far as possible along the only course more or less sub- 
ject to their own-control--that is, maximum curtailment of- in- 
ports from the US and development of substitute production in 
Europe itself or in other non-dollar areas. ‘The US is‘ thus in 
the strange position of financing. a program directed largely to- 
ward reduction of its own exports... It faces the anomalous pros- 
pect that by the end of the program it will have surpluses and 
excess production capacity in commodities for which it has helped 
develop substitute sources of supply elsewhere; its own exports 
to Europe will be reduced below the de pression—shrunk volume of 
1938; and Europe nevertheless will be short of dollars to cover 
its imports from the US...The danger is that so long as prospects 
of lending are uncertain and so long as American financial assis- 
tance continues to retain its present emergency character, the 
very form of assistance will tend to perpetuate emergency meas- 
ures taken by:other countries which obstruet progress toward 
freer and less discriminatory trading conditions...The only feas- 
ible alternative would be for the US to plan ahead its long-term 
lending to the rest of the world in a manner that would generate 
a predictable and reasonably steady flow of dollars to the out- 
side world and thus permit the restoration of international cur- 
—Fency convertibility, . 


Preliminary V4 ews of @ Since it was not possible to 
make an exhaustive analysis of the lengthy survey in the short 
time available, the US delegate will reserve the right to comment 
in detail at a later stcge. He will praise the survey for its 
general technical excellence and workmanlike character, with the 
reservation 
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reservation that some statements of judgment appear to be based 
on controversial assumptions or are not fully supported by sta- 
tistical analysis. While the US welcomes the forthright manner 
in which the report directs its comments toward improving govern- 
mental policies, we feel it might have been more useful if the 
governmental policies of eastern Europe had been subjected to the 
same sort of scrutiny as Was given the west. We feel there is 
bias in the survey proper by the omission of criticisms with re- 
gard to eastern Europe and the summary of the survey openly 
favors eastern European countries by over-emphasizing progress 
in that area which we believe may have been based upon over- 
played press accounts. 


We feel that the sections on intra-European trade and pay- 
ments are, in general, technically.competent and that the analy- 
sis of the failure of Europe to move away from autarchy, evidenc- 
ed by a decline in exports and imports of less essential manufac- 
tured goods within Europe, is a useful reminder of the urgent 
need to create a broader European market, a point which the US 
has frequently emphasized. However, bias is reflected in favor 
of planning by the survey's assumption, without proof, that steps 
to promote multilateral trade and currency convertibility by re- 
duction in trade restrictions or by exchange rate adjustments 
are impossible. The report emphasizes correctly the failure of 
western Europe to make permanent progress toward multilateralism 
but glosses over the unmitigated bilateralism and uneconomic ten- 
dencies in intra-trade of the Soviet orbit. 


We feel that, in the analysis of the European-US balance of 
payments, the impression is given that failure of the US to rec- 
tify its imbalance through various devices is likely to be import- 
antly responsible for any failure of Europe to achieve equilib- 
rium with oversees countries. This analysis overlooks the re- 
sponsibility of Europeans and belittles the substantial accomp- 
lishments of the US through reciprocal trade agreements prior to 
the war and subsequently through the General Agreement on Tariffs 
and Trade and support of the International Trade Organization to 
reduce its own as well as other countries' trade barriers. The 
fact is that the US today is virtually the. only country in the 
world without extensive quantitative restrictions on imports and 
US tariff has been reduced more since 1930 than that of any other 
major country. The report, we feel,assumes that there is only ‘so 
much trade, with the resulting lack of emphasis on the trace- 
building aspects of increased productivity; it elso gives little 
or no récognition of the importance of specialization within manu- 
factured exports as a class and of the fact that the largest 
trade generally takes place between industrialized countries. The 
Suggestion that the US should fix and make known an ennual over- 
seas investment program in order to meet foreign dollar needs 
oversimplifies or ignores the complicated character of the invest- 
ment problem.which-can only be solved through joint cooperation 
of the investor and investee countries, with adequate assurances 
for safety and. the fair treatment of investments. The US has re- 
peatedly indicated interest. in a program for promoting the flow 
of investment on a sound basis. 

_ + * * 
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LEGISLATIVE ACTION As requested by the Secestery the .Presi- 
ON ITO DEFERRED dent on April 27 transmitted to Congress 





. the Charter for an International Trade 
Organization with: a recommendation that it be epeperes. (See 
page 1, April 11, 1949 issue of Current Economic Developments. ) 
The draft legislation, which is the form of a icant resolution, 
was introduced in the House by Representative Kee, Chairman 
of the Foreign Affairs Committee. Since that Committee-wishes 
to keep in readiness to consider any legislation which might 
be proposed on the Military Assistance Program and Korean :. 
Aid, it does not plan to begin hearings on the ITO at once. 
This means that the best we can hope for now is the possi- 
bility that the House will complete the hearings on ITO this 
session. and have the bill ready for action when it reconvenes. 
When this will be is still uncertain, but November has been 
mentioned as a likely date. Actually the decision to defer 
action on ITO until after disposition of the Military Assis- 
tance Program and Korean 4id likely does not affect the time 
of House action on the Charter since the other measures have 
priority and would probably have necessitated interruptions 
in the ITO hearings if the latter had been scheduled first. 
This delay should not be taken to indicate any lack of support 
for the Charter; ITO remains the next priority item on the 
Department's es progran. 


* * * 


PROVISIONAL FREQUENCY BOA The stalemate threatening the 
SEs TULY 15 TARGET DATE complete dissolution of the 

Provisional Frequency Board (PFB), 
which has been in constant session at Geneva for about 18 
months, apparently was broken by a plenary decision on May 13 
to continue its work along the lines followed thus far. Under 
the auspices of the International Telecommunication Union 
(ITU), the PFB is trying to re-engineer operating radio. fre- 
quency assignments throughout the world to conform with the 
international frequency allocation table adopted at the 1947 
Atlantic City Telecommunication conference. (See page 8, 
October 6, 1947 issue of Current Economic Developments.) The 
group has now set July 15 as the target date-for eonsolidation 
of the statements of frequency requirements submitted by parti- 
cipating countries. The PFB will then.be better prepared to 
report to the August session of the ITU Administrative Council 
on the prospects of completing this highly controversial under- 
taking. 


From the outset the PFB. has encountered serious diffi- 
culties.in carrying out the Atlantic City directives. As in 
the case of the Copenhagen, Mexico City and other international 
and regional senserenses dealing with radio frequency matters, 
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political considerations have been interjected into this techni- 
cal field; east-west difficulties have arisen; unrealistic and 
padded requirements have been submitted by participants; and 
there is no willingness to make concessions necessary to reach 
agreement. Disgruntled delegates, wearied by months of futile 
debate, seemed to lose interest in further efforts to reconcile 
stated requirements within the confines of the allocated bands 
of the spectrum and a move was initiated by a dissident group 
to call for dissolution of the PFB on May 17, the original 
target date for completion of its work. The US then made 
diplomatic approaches to the British and French Foreign Offices, 
requesting that any action concerning the threatened dissolution 
of PFB be withheld until our latest views and plans could be 
forwarded. 


The Telecommunication Coordinating Committee, which is 
backstopping our PFB delegation, has been seriously concerned 
over this trend for the last six months. While all agencies 
involved are firm in the view that the US should support the 
spirit and intent of the PFB in formulating an orderly use of 
the frequency spectrum, a majority feels that no further re- 
duction or deferment of US requirements should be made. At 

a special meeting last week, new instructions were formulated 
for our delegation. Recognizing that the PFB cannot produce 
an acceptable new international frequency list within its 
present terms of reference to include the unrealistic require- 
ments submitted by participating countries, our representatives 
were instructed to urge the completion by PFB of as much work 
as possible, particularly in those bands where operating re- 
quirements are sound, such as maritime and aeronautical. When 
no further work can be accomplished, our representatives will 
recommend that the PFB be recessed. Our proposals were dis- . 
cussed with the UK and our missions in a group of countries 
solicited the support of delegations from those countries for 
the US position. : 


Goat seen ahs roth on Copferents Several other special 
telecommunication conferences are to be convened in Europe. 


shortly. The International Administrative Telephone and Tele- 
graph Conference of the ITU convenes in Paris on May 18 for 
the purpose of revising the existing international telephone 
and telegraph regulations of Cairo 1938, which apply to the 
international operation and rate structures of these two fields. 
Although the US is not a party to-either the telephone or tele- 
graph regulations, we may adhere to the revised regulations for 
the former should they take an acceptable form, We do not ex- 
pect to adhere to the international telephone regulations; have 
already made known our objections to the existing regulations 
in this field; and have indicated what changes would be neces- 
sery for US acceptance. 

: We 
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We will participate as an observer at the Administrative 
Radio Conferences for Regions One and Three of the Inter- 
national Telecommunication Union, beth of which will con- 
vene in Geneva on May 18. These conferences are to make a 
detailed plan alloting fréquencies in the regions for assigned 
bands. This plan, together with plans from other regional and 
special services conferences and the repert of the PFB, will 
be submitted to the Administrative Radio Conference, ta. be 
convened under ITU auspices in October for the formulation of 
a new international frequency list. Region One covers Europe, 
, Siberia, Africa and the Levant. US interest in-the region 
stems from the use of Standard Loran between northern Europe 
and the US, aviation operations, commercial maritime opera- 
tions in European waters and indigenous réquirements in US 
zone Germany. Region Three, covering A&:a, excepting Siberia 
and Australasia, will consider proposed frequency allocations 
for Japan, Guam, other US possessions and UN trusteeships 
under Us guardianship. , Lt si 


™ * * 


ECONOMIC PROBLEMS OF Various economic problems facing the 
US-UK ZONE TRIESTE US-UK zone of Trieste were the subject 

of discussions between General: Airey, 
Zone Commander, and representatives of ECA, State and Army 
during the General's recent visit to Washington. ° The chief. 
issues discussed were: 1) Trieste's current lira shortage re- 
sulting from the shortfall of ECA lira counterpart fund accumu- 
lations; 2) proposals concerning future relationship between 
Trieste and Italian ECA programs; 3) prospective negotiations 
with Italy for lire to meet Trieste's deficit for the period 
July-December 1949; and 4) the stimulation of Trieste's ship- 
building and ship repairing industries. Coal for Trieste and 
personnel vroblems of AMG were also discussed. Examination 
of these economic issues was made particularly pertinent at . 
this time by the imminence of Trieste's elections scheduled 
for June 12, in view of the relation between the political 
Situation in Trieste and the pace of economic recovery, with 
its attendent effects on the unemployment problem. 


Currency Problem The US-UK zone of Trieste uses for 
currency Italian lira which is supplied by Italy under the 
Peace Treaty. The local currency costs of AMG, including 
the ERP program, are financed from the following sources: 

1) local revenues;, 2). lira accumulations in the counterpart. 
fund; and 3) advances from the Italian ‘government to meet 
the zone's budgetary deficit. However, during the fiscal 
year 1949 Trieste was unable to utilize: all of its ECA dollar 


allocations 
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allocations, with the result that its accumulation of counter- 
part was less than had been anticipated. While, on the one 
hand, lira expenditures for the Trieste recovery program were 
restricted to the accumulations in the counterpart fund, the 
estimated accumulations had been completely programmed. There- 
fore, AMG Trieste is now faced with a lira shortage roughly 
equal to the gap between AMG's commitments in connection with 
the program and the counterpart funds available to discharge 
these commitments. The discussions with General Airey covered 
not only suggested solutions to this immediate problem, but 
also proposals for avoiding the development of such-a situa- 
tion in the future. 


The solution agreed upon for the immediate problem in- 
volves a determination of those commodities which were purchased 
by Italy with ECA dollars but whose initial use was in Trieste. 
Italy's agreement would then be sought to transfer from the 
Italian to the Trieste counterpart fund the lire which had 
accumulated through their sale. 


ECA Program General Airey stated his agreement with 
proposals for close programming coordination between Trieste 
and Italian ECA programs. It has been proposed that the zone 
seek an ECA allocation to cover commodities earmarked for 
initial use in Italian-owned industries in Trieste which were 
formerly included in the Italian program. It is estimated 
that this would result in a transfer of about $8 million to 
the zone's dollar allocation for fiscal year 1950. While 
State and ECA have concurred generally with this plan, they 
have indicated that the resulting further accumulations in 
Trieste's counterpart fund cannot be used to reduce pro tanto 
Italy's deficit lira payments to Trieste under the Peace 
Treaty, as had been envisaged in the proposal since counterpart 
funds are generally available for use only in connection with 
recovery program expenditures. It may, therefore, be anti- 
cipated that Italy will object to the necessary $8 million 
cut in its own ECA allocation. ' 


Zone Deficit AMG Trieste will negotiate with Italy in 
June for a lira advance to finence AMG's budgetary deficit 
for the second calender half of 1949. AMG has requested 
advice concerning the determination of the amount of currency 
Which should be requested from Italy. [In the past, Italy has 
been covering only Trieste's budget deficit, including projects 
to reduce unemployment, but has not been asked to assume any 
responsibility for financing the lira costs of the zone's 
recovery program which have not. been included therein. Since 
the financing of local currency costs of recovery programs 
in other ERP participating countries is not limited to ECA 
grant counterpart accumulations, it was agreed at the meetings 
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with General Airey that AMG should take the position that Trieste 
should not be so limited. In addition, Italy will be asked to 
agree to an escalator arrangement in covering the budget deficit 
whereby Italy's actual contribution would increase or decrease 
from the amount provisionally agreed upon to the extent that the 
~actual deficit differed from the estimates. 


. .$hippin The discussion resulted in agreement that, arrange- 
ments should be'made to encourage the use of Trieste's ship re- 
pairing facilities. Since Trieste's principal industries are 
Shipping,’ shipbuilding, ship repairing and the..performance of port 
services, the stimulation of these industries is expected to re- 
lieve somewhat the unemployment problem in Trieste. Discussion 
centered on the possible sale of four US ships for reconversion 
in Trieste. Two of the ships are aircraft carriers which cannot, 
under: Navy regulations, be reconverted in other than US shipyards. 
We are, therefore, seeking a waiver of this obstacle by the Navy 
after which it will be necessary to secure ECA financing for their 
purchase by Trieste. Trieste firms have dollars available for 
the purchase of the other two ships, which are merchant vessels, 
but their sale has been blocked by provisions in the Maritime 
Commission's regulations. 


Coal Consideration of Trieste's coal supply situation . 
resulted in our turning down Generali Airey's proposal that ship- 
ments of US coal for ECA dollars be made directly to Trieste. . 
instead of the present method whereby Trieste receives its coal 
from Italy, which has obtained it from western Germany and the 
US. Under. this plan, Italy would have taken over Trieste's allo- 
cation from Germany and Trieste would have taken over an equivalent 
amount of coal from the US, with a resultant increase in Trieste's 
counterpart funds. It was decided, however, that the difficulties 
involved in switching ECA allocations and the increased transporta- 
tion costs which would have resulted from such a shift made the 
adoption of this plan undesirable. It was also felt that this 
was not an appropriate method for meeting Trieste's lire require- 
ments. AMG's need for additional personnel and General Airey's 
request for a permanent Trieste representative at OEEC were also 
discussed. 


SECRET 
* * * 
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ITASY PLANS Italy isthe first western European country to an- 

LAND REFORM nounce a post World War: II program of compulsory re- 
distribution of land. Early in April Premier De Gas- 
peri puelicly outlined a proposal for land reform, stating that the 
proposal would be subject to wide discussion ax oljectiv @amina tion 
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prior to being submitted to Parliament for action sometime this 
fall. He claims there is nothing revslutionary about his proposal 
and that in general it follows the reform taken immediately after 
the first World War when one million hectares of land were turned 
over to small land holders. The government believes that redis- 
tribution of land will create many new small proprietors result- 
ing in improvement in social and economic conditions and strength- 
ening the political stability of the country. 


It is expected that the program will cost 100 billion lire 
with an additional 400 billion lire needed for development exclu- 
sive of expenditures for public works for reclamation. (500 bil- 
lion lire is in the neighborhood of $900 million). De Gasperi 
estimates that 1.2 million hectares from 8,000 farms will be in- 
volved. 


Under the Italian land tax system all land is surveyed, 
classed and assessed in terms of productivity, and the reform pro- 
posél is based on redistribution according to the prewar taxable 
income of the land. ince most of the land held by state and 
communes is already subject in large measure to collective pro- 
perty rights, only about 200,000 hectares of this type land will 
be subject to reform. Land held by welfare institutions and 
foundations will not be touched but there will be compulsory inm- 
provements and technical management aimed at bringing about an 
increase in production. Therefore, the greatest amount of land 
must come from 2a gradual reduction in private holdings. Exten- 
Sively farmed land with taxable incomes of 50,000 lire or less 
during the period 1937-39 will not be touched, nor will intensive- 
ly worked farms with a taxable income of 60,000 or less during 
the same period. Above these exemptions, four classes of land 
would be established with the percentrge of land to be surrendered 
ranging from 20 to 50%. The number of land owners expected to 
surrender about 50% of their land is estimated at 100 or less. 


Compensation under the proposal would be partly in cash and 
partly in redeemable state interest-bearing bonds. States and 
communes would surrender land on the basis of special long-term 
rental contracts with a 20-year option to purchase. Once the 
portion of land to be surrendered is determined, the owners would 
have a short period in which they could sell or otherwise dispose 
of the land under state supervision in favor of landless peasants. 
Land not disposed of during this specified period would revert 
to the state egency. Purchasers would be assisted with credit, 
technical advice and collective organizations for merketing and 
use of machinery. Some exception to force sale is contemplated 
for certain areas, such as large dairy farms or exceptionally 
well equipped and organized farms. However, these exceptions will 
be few and in these instances labor will participate in production 
and profits. 


* * * 
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MODIFICATIONS MADE IN Amendment and modernization of the US- 
-SWISS Swiss bilateral air transport agreement 
ase has been effected by an exchange of notes 

on May 13. An saterin agreement, concluded in 1945, has governed 

commercial air services between the two countries. The revised 
agreement now incorporates a dispute clause similar in content 

to the standard bilateral and alters the route annex to embody 

the Bermuda principles regulating fifth freedom traffic: Under 

the terms of the revised agreement, US airlines shall be entitled 
to operate air services over a North Atlantic route to Geneva and 

Zurich and beyond. Swiss airlines shall be entitled to operate 

air services from Switzerland over a North Atlantic route via 

Ireland or the Azores and Newfoundland to New York and Chicago. 

Thus, US and Swiss airlines, respectively, obtain new traffic 

points at Zurich and Chicago. 





UNCLASSIFIED 
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PREPARATORY CONFERENCE ON The first world conference on wood 

OBLe’S  #§ pulp, the Preparatory Conference on 
World Pulp Problems, was held in 
Montreal, Cenada from April 25 to May 4. Delegates and observers 
from 31 nations representing 90 to 95% of pulp production and all 
the major consuming countries took part in the meeting, which was 
sponsored by the Food and Agriculture Organization. 





The US took the position that the work of the conference 
should be limited to such matters as the development of statistic- 
al and other information which will contribute to a better under- 
standing of the world wood pulp situation, present and prospectiv: 
and the consideration of the way in which 4 regular program of 
international wood pulp statistics may be developed. It was our 
view that the conference should not make recommendations to the 
participating governments that would require changes in their 
wood pulp policies. This view was generally supported by the 
other delegations to the conference. 


While the conference felt that the review of pulp production 
' and requirements undertaken at this meeting proved very useful 
and that periodic reviews of the world pulp situation would have 
a distinct value, it was agreed that it would be premature at 
this time to make specific recommendations regarding a further 
pulp conference. The Director General of FAO was requested, 
therefore, to keep the world pulp situation under continuous re- 
view and to consider the time and place of any further interna- 
tional wood pulp conference after consultation with the FAO 
Council and the governments concerned. It was also recommended 


DECLASSIFIED FOR PUBLICATION IN FOREIG = 
RELATIONS OF THE UNITED STATES : 





RESTRICTED 
.. 2 


thet FAO's program for wood pulp statistics be review2d in an 
effort to fill in existing gaps of information and to standardize 
the statistics in order to improve their international compara- 
bility. In.view of prospective pulpwood shortages in Europe and 
the unavailability of adequate pulpwood supplies in some other . 
regions of the world, the conference recommended that attention 
be directed to the development of high yield pulping methods and 
to the search for alternative raw materials. 


Newsprint Question Raised The UNESCO representative requested 
that newsprint be discussed either at this conference, at a special 
conference on that subject two or three months hence, or at the 
next FAO conference where consumption requirements of all paper 
derived from vegetable and wood fibers would be considered. There 
was general agreement regarding the continuing rise in needs for 
pulp and its products. 2 trend which has induced the Economic and 
Social Council and UNESCO to stress the urgent necessity of pro- 
viding more newsprint. and other papers for the promotion of edu- 
cation and the distribution of news, but it was also noted that 
pulp producers are encountering difficulties in selling their 
products and ask whether supplies have not caught up with or even 
surpassed effective demand. The recent change-over from a sellers 
to a buyers' market has been accompanied by price reductions for 
all grades of wood pulp. The situation is complicated by currency 
and exchange problems as well as by lack of purchasing power in 
many countries. In line with 2 decision not to make any recom- 
mendations at this time regarding a further conference on pulp or 
pulp products, this conference expressed the view that the problems 
connected with present cnd prospective consumer needs for pulp 
products be considered by the FAO Council next June, including the 
advisability of undertaking the preparation of a study of the 
facts by the staff of FAO in cooperation with UNESCO, to be pre- 
sented to the Fifth Session of the Annual Conference of FAO. 





* * * 
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D LEGISLATION FOR TECHNICAL We have sent to the eg 
I E BUDGET BUREAY of the Budget a propose 
providing legislative author- 
ity to implement the technical assistance partion of the Presi- 
dent's Point Four program, and an explanatory document outlin- 
ing the purpose, scope, proposed appropriations, and operating 
arrangements of the program. While the findings and declara- 
tion of policy outlined cover both technical cooperation and 
facilitating the flow of capital investment, the provisions 
of the bill are restricted to technical cooperation as no 
legislative proposal on measures to foster: the flow of capital 
investment has as yet been developed. When the latter is ready 
for ‘submission it will be submitted as separate legislation.:: 
After approval by the Bureau of the Budget-and the President, 
it is expected that the legislation will be submitted for con- 
sideration at this Congressional session. 


Principles Upon Which Draft Legislation is Based It is 
US policy, in the interest its people as well as that of 
other peoples, to encourage and participate in a cooperative 
endeavor with other interested peoples of the world, to ex- 
change skills, knowledge and experience, and to encourage the 
international flow of capital investment, in order to help 
the peoples of underdeveloped areas to increase their produc- 
tion. In carrying out this policy, the participation of UN, 
the Organization of American States, their related organiza- 
tions, and other international organizations of which the. US 
is a member, shall be sought wherever practicable. It is 
assumed that existing legislative ceilings on our contribur : 
tions to UN agencies will be removed. : | 


,; In estimating the: amount of money for which author ise- 
tion is requested, a preliminary determination has been made 
of the kinds of technical assistance which are most urgently 
needed, which are likely to be wanted. by the individual coun- 
tries, and which can be undertaken promptly and effectively. 
The availability. of technically qualified personnel is a 
limiting factor in the scope of the program. For example, 
the projected agricultural program is much smaller than is 

30 linited. because the a of available technicians is 
so limite 


Approoria tion Est ‘imate The projected program for the 
first fiscal year will not be a typical year's program. It 
represents in large measure an extension of existing activi- 
ties, with a high proportion of investigations, surveys and . 
studies which will not be typical of later years. It is, i? 
however, a positive effort to move ahead as rapidly as good 
judgment will allow into a vast field which, it is recognized, 


is 
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is a long-term program. Although appropriationss are to be 
authorized, itis specifically stated in the draft, legisla- 
tion that nothing in the Act may be construed as an expressed 
' or implied commitment to provide any specific assistance to 
any country or countries or to any international organization. 


The total amount for which the legislation requests 
authorization is $48,242,122. This includes an item of 
$26,695,457 for programs to be operated by the US, exclusive 
of the part of those programs which will be borne by recipient 
countries, and less appropriation requests already made for 
the Institute of Inter<American Affairs and the Interdepart- 
mental Committee cn Scientific and Cultural Cooperation, and 
certain UN appropriations. It includes an additional cost .- 
to the US in UN technical assistance programs in the amount: 
of $18,460,738. While it is not possible to predict at this 
time in detail the way in which the UN programs will work out, 
this estimate has been made on the basis of preliminary informa- 
tion from -UN. Net administrative expenses for the fiscal year 
1950 are estimated at $3,085,927. 


The total technical cooperation program is envisaged for 
this fiscal year as: totaling $102,359,529. Of this amount it 
is estimated that recipient countries will bear $34,116,425. 
and that the US or international agencies will bear $68,243,104. 


In view of the fact that the UN has not completed its . 
plans for projects for the coming year and that it would be 
most unwise to work out the details of individual projects 
with countries in need of assistance in advance of authorizing 
legislation, the estimated requirements for which funds are 
requested are stated in terms of functions broken down by 
regions rather than in terms of individual projects in partic- 
ular countries.. The money will be allocated only upon the . 
basis of approved projects negotiated by the US with indi- 
vidual countries or as contributions to budgets negotiated 
within the international organizations. The result of such 
negotiations may increase the number of projects in some | 
field and reduce those in some other. It is anticipated that 
the demand for projects will substantially exceed the proposed 
program. Limitations on the estimates have been caused by 
capacity to recruit, organize and administer and not by any 
lack of urgent need for projects..-In the estimates, the 
largest allocation is projected. far health, with agriculture 
and forestry second, followed by reclamation, power and flood 
control projects; education; industry; general economic develop- 
ment; transportation; labor; social security and social services; 
mineral resources; statistics; housing; fisheries; hydrographic 
and geodetic surveys; public edministration; communications; 
finance; and weather, in approximately that order. . 

n 
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On geographic distribution, the estimates are that, of 
the 2,359,529 total program, the American Republics require 
$33,627,446; Europe and dependencies (including the Common- 
wealth, dependencies in Africa, thé Caribbean, and.the South 
Pacific, but not. these in South East Asia, and-exclusive of 
Greece) $12,424,236 (additional to the technical assistance 
budget: of ECA proposed at $16,000,000); Near East and Africa 
(including Liberia and Ethiopia) $26,515,477;-amd ASia and 
the Far East, $29,802,370. Fast 


Authority for Administration The draft legislation gives 
the authority for coordinating the program to the Secretary 


of State but, in the letter to the Bureau of the Budget, it 

is pointed out that this is a matter primarily for its deter- 
mination and that of the President and the legislation can, 

if desired, be modified to grant the authority to the President. 


The legislation provides that the appropriation would be 
in a lump sum to the Secretary of State for technical coopera- 
tion projects now carried on in various agencies of the US; 
that the Secretary or a designated subordinate would have 
the duties of coordination and general direction, be able to 
allocate portions of the appropriated funds to those existing 
agencieS which may be expected to continue actual operation. 
of the programs and projects, and thereby would be able to 
erect a more consistent and rationalized structure of technical 
cooperation leading to the economic development ‘of underdeveloped 
areas. 74 | 


A section in the legislation expands the geographic area 
in which the Institute of Inter-American Affairs may operate 
from Latin America to any area of the world designated by the 
Secretary of State for the purpose of carrying out the objec- 
tives of the program. The Institute would, after passage of 
the legislation, be known as the US Institute of International 
Cooperation. | . 


Wide latitude is given the Secretary to plan, undertake, 
assist by advances and grants, administer and execute all of 
the technical cooperation programs of this government, exist- 
ing or new, with specific authority to coordinate and exercise 
general direction over such technical cooperation programs 
which are carried out by other agencies of the US government. 
He is also authorized to utilize to the maximum extent prac-. 
ticable the services and facilities of private agencies and 
to encourage their maximum participation in such programs. 

The Secretary is directed to utilize existing agencies, so 

far as practicable, in the actual conduct of the program. 

The federal agencies which will have substantial responsibil- 
‘ities under the new program are the Departments of Agriculture, 
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Treasury, Interior, Labor, Commerce, Post Office; Federal Security 
Agency, Civil Aeronautics "administration, Public "Roads Adminis- 
tration, US Army Engineers, Interstate Commerce Commission, 
Maritime Commission, Bureau of the Budget, Federal Communica- 
tions Commission,. Library of Congress, the Navy Hydrographic 
Office and. the. National Housing and Home Finance Agency. The 
legislation directs the Secretary to terminate-US support for . 
bilateral programs and US participation in multilateral pro- 
grams whenever he determines that such support and participa- . 
tion no longer contribute to the a of the Act. Yearly 
reports to Congress. are specified. 


SECRET 
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STEPS san TOWARD FORMATION OF Invitations to an inter- 

INTERNATIONAL LABOR GROUP national conference of trade 

unions to be held in Geneva 

June 25-26 to consider formation of a new democratic inter- 
national labor federation have. been issued by the British 
Trades Union Congress (TUC) after consultation with American 
and western European unions. About 70 free trade unions from 
Europe, North and South America, and Asia have been invited 
to participate in this preliminary conference. Of particular 
interest to the US is the fact that the AFL and the CIO have 
agreed on joint participation in the founding of a new inter- 
national federation of non-Communist unions. Presidents of 
both the CIO and AFL have announced that they are in full 
agreement on the proposed organization and have expressed 
confidence that a new world-wide group will be erougns into 
being soon as a result of the conference. 


The Geneva meeting will probably create a committee to 
prepare provisional statutes and in several months call a 
full-scale conference to set up publicly a new international 
federation. This preparatory committee will likely be made 
up of two US members--one CIO and one AFL--two British, and 
one or two each from France, Latin America, and Asia, plus 
European small country representatives. 


The move toward a new world federation, has been progress- 
ing steadily. ever since January, 1949 when the CIO, the TUC, 
and the Dutch federation (NVV) walked out of the World Federa- 
tion of Trade Unions (WFTU) in protest ageinst Communist domi- 
nation of the secretariat in the interest of the Soviet‘s politi- 
cal objectives. (See, page 2, — 24, 1949 issue of 


Gurrent Economic Pevelopments. ) nied 
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Department's Interest We have an active interest in 


encouraging the formation of an effective international federa- 
tion of democratic trade unions. Such an organization will 
strengthen the hands of those leaders who are opposed to 
Communist influence in their trade union movements. while it 
may be expected to concentrate on the attainment of social and 
economic objectives of direct interest to trade unionists, it 
will also of necessity oppose its influence to that of the 
Communist-controlled WFTU. The new organization will also 
provide a vehicle through which the AFL and CIO, working to- 
gether, will be able to support American ideas and objectives. 
It is to our interest that American labor, whose foreign con- 
tracts and activities have increased enormously in recent 
years, should sustain and intensify its interest in foreign 
affairs. American labor's association with and contribution 
to the European Recovery Program; the activities of the AFL 

in encouraging the growth of democratic trade unionism in 
France, Italy, and Germany; and the. CIO's position during the 
Italian 1948 elections indicate the effective role American 
labor can play abroad in support of American objectives. 


The Department has welcomed recent opportunities to con- 
sult with officers of the AFL and CIO, and with foreign trade 
unionists in this country; and in their contacts with repre- 
sentatives of US labor organizations, officers of the Depart- 
ment have expressed interest in the development of the new 
international. Labor specialists in the Department and Foreign 
Service have also played a part in smootHing over some of the 
differences which had arisen between the two US pares 
and between the TUC and the US trade unionists. | 


“Membership . The new federation will have its chief 
strength in the national centers of Europe (including western 
Germany), the US,; Australia, New Zealand, and Canada. It will 
include many Latin American unions, some colonjal groups in 
the Caribbean and in Africa, and probably some federations in 
the Middle and Far East, but all of these will reflect the 
weakness of trade unionism in these areas. 


Effect on WFTU The WFTU split is a serious tactical 
setback for the Kremlin, but the physical equipment and the 
label of the world Federation of Trade Unions remain with the 
international Communist movement. Even after the split is 
completed, the WFTU will be far more powerful than the pre- 
war Red International of Labor Unions. Now freed of inhibi- 
tions imposed on it by the affiliation of the CIO, the TUC, 
and other democratic federations, it will begin serious propa- 
ganda and agitation in the colonial end underdeveloped areas. 


Its 
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Its overtly Communist character may prevent it from making 
much greater headway than the WFTU has achieved in Latin 
America or the Caribbean. In most of Africa and in the 
Middle East it is likely to be repressed for the time. Its 
greatest potential menace to US foreign policy aims lies in 
the Far East, where it will probably use considerable money, 
organizers, and propaganda in promoting and exploiting the 
Soviet line of defense of the colonial] peoples. Inthe  . 
United Nations, chiefly the Economic and Social Council and 
the International Labor Organization, it can be more obstrep- 
erous than it has been, but it will be far less influential, 
anc it may hesitate to use all its possibilities of agita- 
tion and obstruction for fear of losing its consultative 
status. 


CONFIDENTIAL . 


* * * 
UNCLASSIFIED 
P’ GRE Syrian ratification of the Tapline 
RATIFIED BY SYRIA Agreement on May 16 removes the last 


‘major barrier to the building of the 
long pending Trans-Arabian pipeline. (See page 7, March 22, 
19485 issue of Current Economic Developments.) The project 
is now due for completion sometime in 1950--about a year 
behind the original schedule. Approval of the transit 
agreement was delayed by the Syrians for many months partly 
in disapproval of the US position regarding Palestine. The 
matter was further complicated by the political coup in 
Syria during March. It is understood that Ziam plans to 


submit the decree for parliamentary sanction as soon as a 
parliament:is elected under the constitution being drafted. 


The recent approval by the inter-departmental Export 
Review Board of the first and second quarter steel exports 
for 1949 removed another impediment to construction of the 
pipeline. Export licenses had been suspended for almost 
a@ year because of disturbed conditions in the Middle East. 
When completed, the Tapline is to have a capacity of 300.000 
to 450,000 barrels a day and will extend for almost l, 100 
miies from Saudi Arabia to the Mediterranean port of Sidon 
in Lebanon. 
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US-CANADIAN AVIATION Renegotiation of the US-Canadian air 
NEGOTIATIONS START transport agreement.commenced in: New 

York on May 23. Impetus for these 
negotiations stems from the recent confederation of Newfound- 
land with Canada. Since the confederation, US operations at 
Gander Airfield have been conducted under provisional author- 
ization awaiting conclusion of these discussions. Canada 
then plans to revise all other aviation bilaterals involving 
Newfoundland. (See page 8, March 21, 1949 issue of Current 
Economic Developments.) 





The present US-Canadian bilateral involves only third and 
fourth freedom routes. The Canadians have previously requested 
negotiation of a full five freedoms agreement providing fifth 
freedom routes. In current negotiations the Canadians want 
fifth freedom traffic rights at the following points on. 
specified routes: 1) at New York or other major east coast 
city on a route to Bermuda; 2) at Honolulu on a route to 
Australasia; 3) at Jacksonville, Florida on a Caribbean route; 
and 4) a route to the Far East via Alaska. In addition to 
the formalization of fifth freedom traffic rights at Gander, 
the US would like to obtain fifth freedom traffic rights at 
Montreal on a trans-Atlantic route originating in Chicago. 

The US will also request Canada to grant it the right to 
designate the military air bases at Stephenville and Argentia, 
within its discretion, as emergency alternates to Gander. 


* * * 


BRAZIL'S ECONOMIC Brazilian President Dutra is currently 
PROBLEMS REVIEWED in the US on a friendship visit. The press 
release issued concerning his trip is a 
general statement pointing to the necessity for fostering 
economic development and social progress through the inter- 
change of technolcgical data and trained specialists as well 
as through financial and economic cooperation. It recognizes 
the importance of foreign private investment in Brazil and 
states that US and Brazilian technical experts are to begin 
the negotiation of an appropriate treaty to stimulate the 
mutually veneficial flow of private investment and that nego- 
tiations +eading to a treaty for the elimination of double 
taxation are also to be undertaken. Although these negotia- 
tions, along with consideration of other outstanding economic 
problems of concern to the US and Brazil, wil] not be formally 
completed until the arrival of the M-nister of Finance who is 
expected soon, technical discussions have already begun with 
economic experts from Brazil. The Department has prepared back- 
ground information and has formulated its preliminary policy 


views “oe shese negotiations. 
Commercial 
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Commercial Payments Backlog While the rapid negotiation 
of investment and tax treaties is considered to be a decisive 
factor in increasing the flow of private investment to Brazil, 
the current large backlog of Brazil's short-term dollar debt 
to the US is also an important deterrent to such investment. 

We are therefore concerned that steps be taken to liquidate 
this backlog, which is estimated by Embassy Rio at aBout $160 
million. Although certain US exporter interests have in the 
past urged the maintenance of high levels- of exports to Brazil, 
the backlog is arousing increasing sengeasme from the American 
exper vere to whom payment is due, 


The Federal Reserve Bank of New York, commercial banks , 
and the Eximbank, or a combination of these, have been suggested 
as sources of loans for refunding this backlog. Although Brazil 
has gold reserves of about $317 million, part of this serves 
as a currency reserve and, in any event, the Brazilians would 
be reluctant to sell gold in order to 1iquidate even a part of 
their short-term obligations. It is believed, however, that 
they would be willing to pledge gold to the Federal Reserve 
Bank in order to obtain a loan. The Federal Reserve Bank . 
probably would ‘be willing to make such a loan but only for a 
one-year period, and only up to $80 million, since this ts 
believed to be the maximum Brazil would be able to pay off 
in a year from a genuine export surplus. Such a loan would 
be similar to the Bank's 1948 short-term loan of $80 million 
on gold, the final installment on which is to be paid on June 3. 
Actual repayment of the 1948 loan did not reflect an improved 
balance-of--payments position over the past year, but was made 
by creation of other debts, part being matched by Brazilian 
drawings on the International: Monetary Fund and part by an 
increase in the ene of commercial payments during this 
period. 7 


Commercial banks in New York would be willing to extend 
loans against gold.collateral for repayment over. a’ period of 
years, but it is understood that the Brazilians consider the 
pledging of gold to commercial banks as damaging to their 
credit standing. -It is possible that, during the visit of 
Brazil's Finance Minister, arrangements might be worked out. 
by the Eximbank, in participation with commercial banks, to 
fund part of the backlog over a period of years without re-— 
quiring gold collateral. However, we believe that the Exin- 
bank should not undertake this operation without substantial 
participation by commercial banks and without firm Brazilian 
commitments with respect to the management of their dollar 
deficit. Brazil would have to make very substantial sacrifices 
in dollar imports to pay off, within a reasonable period, the 
accumulated backlog or loans for ned the backlog. 


easures 
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| Measures for Economic Development The Report of the 
Joint Brazij-US Technical Commission pointed out that US 


investment assistance would facilitate Brazil's future develop- 
ment but that..such assistance would be fully:effective only if 
the Rgestiians adopt and: maintain measures of self-help. (See 
page 8, February 2 ,» 1949 issue of Current Economic Develop- 
ments. } It is particularly important that Brazil undertake 
measures to stabilize the present inflationary situation, to 
direct scarce dollar exchange into the imports which are most 
essential to the maintenance and efficient expansion of the 
Brazilian economy, and to channel domestic investment into 
activities which would make the most significant contributions 
to the over-all productivity of Brazilian labor. Paralleling 
the negotiation of an investment treaty, domestic legislation 
should create a legal basis adequate for foreign private par- 
ticipation in Brazil's development, notably in petroleum and 
minerals. Considerable interest: in these fields in Brazil 

has already been indicated by US investors and it is probable 
that, with the creation of a favorable investment climate, 
these interests will be able to work out for themselves satis- 
factory relations with Brazilian authorities. While it is 
obvious that no commitments in the field of private investment 
can be made in present conversations with the Brazilians, the 
flow of private investment which would follow such Brazilian 
measures warrants emphasizing that Brazil can best facilitate 
economic development through its own efforts. Since it is. 
believed that a US system guaranteeing the convertibility of 
local currencies would also encourage further foreign invest- 
ment in Brazil, the advantage for Brazil of an investment 
treaty, which may be a prerequisite for participation in a 
guarantee program, is further inereased. 





Under proposed Point Four legislation, a significant: 
expansion of Brazilian-US cooperation in technical assistance 
may be possible. This would be given only at Brazil's specific 
request, and the Joint Report could serve as a valuable guide 
in planning such assistance. 


Brazil has recently received an International Bank loan 
of $75 million as well as Eximbank aid totalling about $175 
million in various economic development projects in the past 
few years. Both Panks have been approached with respect to 
other development projects which may be given consideration in 
the future. The initiative for governmental and intergovern- 
mental loans must come from Brazil with careful documentation 
of projects including adequate assurance of repayment. Any such 
loan assistance may depend on the aveilability of large amounts - 
of equity capital, which again means positive measures by the 
Brazilians to encourage domestic and foreign activity in pro- 
ductive enterprise. 


* * * 


i 
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- DELAY IN IMCO An awkward situation is developing from the 
RATIFICATION delay in necessary ratifications for the conven- 
2 tion establishing the Intergovernmental Mari- 
time Consultative Organization (IMCO). The convention, adopted 
at the UN Maritime Conference in 1948, is to come into effect 
upon ratification by 21 nations. (See page 9, March 8, 1948 
issue of Current Economic Developments.) To date it has been 
ratified by only three countries--Canada, the UK and the 
Netherlands. On June 18, 1948 the President transmitted it 
to the Senate for advice and consent to ratification. A sub- 
committee of the Foreign Relations Committee conducted hear- 
ings in March and left the matter open for further industry 
testimony because of National Federation of American Shipping 
opposition. Because of the crowded legislative calendar, the 
prospect of Senate action this session is not good as long as 
any opposition remains. Other countries are watching to see 
whether the US ratifies before taking action themselves. Thus 
it appears that US adherence is necessary to break the log jam 
in producing the necessary number of ratifications to bring 
the convention into effect. 


Meanwhile, the Convention on Safety of Life at Sea, 
adopted at the London Conference last year, was approved by 
the Senate on April 20. This convention, which will come into 
effect with 15 ratifications, is to be administered by the 
IMCO. Other IMCO duties are being held in abeyance by UN 
agencies until it is actually established. 


The only opposition has come from the National Federa- 
tion of American Shipping, where opinion as to the desirability 
of IMCO is divided. This represents a reversal of its support 
throughout the past three years during which the National 
Federation participated in each step leading to the IMCO con- 
vention. Discreet efforts are being made, through personal 
contact, to persuade the Federation to withdraw its opposition 
and it is rumored that at a recent meeting decision was reached 
to go along with the convention. However, to date no action 
has been taken. : 


* * * 


SOVIET MOVES ON The possibility of reopening Danube traffic 

DANUBE TRAFFIC and instituting an international (Soviet 
controlled) regime for the Danube has arisen 

as the result of recent developments. Ina surprise move last 

week the Soviet representative in the Allied Commission Austria 

expressed a desire for speedy resumption of Danube shipping. 

He indicated that negotiations would be initiated immediately 


between 
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between the transport division of the Soviet element and the 
Austrian Ministry of Communications. Only a month before 

the Soviets had flatly rejected a proposal in the Commission 
to guarantee against seizure the movement of Austrian main- 
tenance vessels within the Austrian sector of the river. The 
conciliatory Soviet offer comes after repeated rejection by 
the Soviets. of the persistent efforts made by the western 
powers since 1945 to reopen traffic on the Danube--the latest 
being in connection with the Trizone-Yugoslav trade agreement. 
While full interpretation is possible only after actual nego- 
tiations begin, it is thought that this proposed relaxation 
ef transport restrictions probably is designed: 1) to stimulate 
a feeling of new cooperation for propaganda purposes; 2) to 
open the possibility of using the Danube in the event that 
current Soviet moves result in increasing east-west trade. 


Earlier this month the Belgrade press announced the coming 
into force of the Danube convention signed in Belgrade last 
year. The necessary number of ratifications was completed by 
deposit of Soviet adherence on May 11 and that of the Ukraine 
on May 14. The US, the UK and France renounced this conven- 
tion at the conference and firmly contend that the definitive 
statute of the Danube 1921 remains in force. 


* at * 


US_ POSITION ON JAPANESE LEVEL Early this month the US 
OF INDUSTRY AND REPARATION SHARES representative on the Far. 


: : Eastern Commission .announced 
that the US was rescinding its directives providing for repara- 
tion removals from Japan under the Advance Transfer Program. 

At the same tire it was announced that the US was withdrawing 
its proposal o percentage division of Japanese reparations 
which had beer pending in the FEC since November 1947. Our 
representative stated further that this government had no in- 
tention of taking further unilateral action, under interim 
directive powers granted to us by the FEC, to make possible 
additional reparation removals from Japan. Inability of the 
Commission to reach agreement either on the level-of-industry 
basis for determining availability of industrial equipment for 
reparations or the division of the facilities among the claimant 
countries, together with the recognized need to assist Japan to 
achieve a self-sufficient economy, compelled us to make this 
decision. We have since informed the Philippines that items 
already processed under the interim directive would be delivered. 


Prior to the announcement of the US position at the FEC, 
our missions to countries members of the FEC presented a 
statement of our position to the Foreign Ministers of those 
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governments. With the exception of Embassy Moscow, our 

missions pointed out that future relations with Japan must 

-be governed in the light of- general conditions in the Far 

East..and the world, and that. every effort must be made to 

prevent the further encroachment of communism in the Far East. 
.With respect to Japan, its people will either move toward 

, °sound, friendly relations with non-Communist countries or tend 
toward identification with the Asiatic Communist movement. 

The only hope for a peaceful democratic Japan lies in the. 

economic and social development of the country. If barriers 

are put in the way of Japan's regaining a self-supporting 

status, we would be leaving the Japanese wide open to Communist 

ideology. In the final analysis, reparations from Japan are 

being paid for by the US taxpayer and, while we fully intend 

to prevent Japan from regaining its war potential, its greatest 

contribution to the peace-loving nations of the world can only 

be achieved if unnatural restraints on its economic. develop- 

ment are removed. | 


_ Reaction to Proposal The Philippine reaction to. our pro- 
posals has been bitter both on the part of public officials 


and private persons. President Quirino has stated that, while 
appreciating the generosity and humanitarian attitude ‘toward 
under-privileged peoples on the part of the US, it appears 

the US is more concerned in alleviating the war! s aftermath 
in Japan than in the Philippines. 


Australia, while expressing willingness to consider any 
US proposal, does not want to accept, without a thorough survey 
by other FEC countries, the US view that Japan.has no resources 
surplus to its future peaceful needs. In the meantime Australia 
sees. no reason to withdraw its support for the proposals on. 
future, levels of Japanese industry which have: been before the 
FEC since 1947 2nd ‘on which mae of member's. have sub- 
seaaiecuend agreed. 


China has” hot: formally sesniee to the US aide memoire but 
the Chinese representative in the FEC expressed shock and dis- 
appointment when the US decision was announced in FEC. The 
Chinese Communists, on the other hand, have ptiblicly denounced 
the proposals as a violation of the Declaration made at Potsdam 

to which China adhered. The Prime Minister of the Republic of 
Korea has announced that Korean cleims against Jcpan for long 
years of occupation must be satisfied and would be compensated 
whether or not the US supported the principles of reparation. 


European countries have merely stated cautiously that 
they were studying the US proposals. 


. ais a * a 
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US POLICY ON The US position with regard to. drawings . on the 
IMF DRAWINGS International Monetary Fund has been outlined 

by the US Director to other Fund officials: with 
é statement that he would welcome discussion of the matter 
with: other Fund Directors. No publicity will be given to the 
US view. :Our policy, which was approved by the National’ Ad- 
visory Council, calls for a careful appraisal of requests. 
' In the past the Fund has, with few exceptions, permitted 
drawings up to 25% of each member's quota in a.12-month period 
without serious. objection. The prospect of requests in excess 
ef the 25% in the near future has raised the issue of possible 
depletion of the Fund's resources before the end of the--transi- 
tional postwar period and was the reason for our consideration 
of the problem. ~ 


We believe that use of Fund resources by sil. dnietine 
country -should be subject to close scrutiny to assure that 
any purchases conform strictly to the general principles and 
purposes of the Fund, as well as to the specific provisions 
of the Articles of Agreement. Any doubt should be resolved 
in favor of the Fund rather than in favor of the member coun- 
try. The purchasing member should demonstrate its ability 
to re-purchase its currency within a relatively short period 
of time. A country rationing its dollar resources through 
the application of exchange restrictions on current trans- 
actions or quantitative import controls should be considered 
prima facie to be suffering from a fundamental disequilibriun. 
Therefore, dollar drawings should not be permitted those men- 
_ bers unless the Fund determines that: 1) the par value of the 
member is appropriate; 2) the circumstances giving rise to 
the proposed drawing are due to temporary rather than funda- 
mental disequilibrium; 3) the proposed drawing is not attrib- 
uted to requirements engendered by rehabilitation or develop- 
ment programs; and 4) the member is taking all steps to assume 
full Fund obligations, particularly with regard to converti- 
bility, avoidance of restrictions on current payment. and 
avoidance of discriminatory currency errengeanyee and multiple 
setae practices: 


Fund's Sales of Currencies The Fund nis up to date sold 
$708 million (exclusive of $5 million sold against gold): in 
addition to sterling and Reigian francs aggregating the equiva- 
lent of $17 million. At the present time the Fund's holdings 
of dollar currency amount to $1,367 million and its gold to 
$1,424 million. The currency purchases of five countries 
have reached or ‘exceeded 25% of their quotas, and two other 
countries have purchased dollars in amounts slightly under 
25%. At this rate there is serious denger that the Fund's 
hard currency resources will be exhausted before the transi- 
tional period ends or shortly thereafter so that the Fund 
will not be in 2 position to attain the basic objectives of 
the Articles. 
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Objectives of the Fund Our expressed policy is consist- 
ent. with the Fund intention that its assistance should be to 


help mémbérs: overcome temporary - deficits in their balance 

of payments and not::to finance or ograns of reconstruction, 

« rehabilitation or development, nor to provide means for the 
settlement of tnternatianal debts previously incurred. In 
the past, members have been given the benefit of the doubt. 

in drawings: up to 25% of their quotas, even though their gold 
contributions may have been of smaller amount. - The Fund has 
also stated that in engaging in exchange transactions with 
members, it:must consider. the prospects of repayment to the 
Fund and the means of correcting disequilibrium either through 
adjustment of exchange rates or other measures... Accordingly, 
the members should be expected to re-purchase their currency 
within a relatively short period of time so that the Fund's 
assets will not be depleted. The Fund's Articles -provide 
various deterrents to excessive use of the Fund's resources. 
It may challenge the members' representation that currency 
requested is needed for purposes consistent with the Articles. 
The sliding scale of charges was to act as a further. deterrent 
but, in the light of the present financial situation, the 
incentive to re-purchase on this score is not great. More- 
over, the Fund's Articles provided for compulsary ‘re-purchase 
in accordance with a formula based on the-Fund’s. purchases 

of the members' currency and changes in its monetary reserves. 
Under present conditions of inconvertibility of almost all. 

of the members!’ currencies, these re-purchase provisions ‘can- 
not be relied upon to replenish the Fund's holdings: of gold 
and dollars: at a rate sufficient to moe | the Goverleretion 
of the quality of its resources. . 


a *. “. 


: ‘The Becnaiea Commission for 

oh Ae Ve COMNTBSTONF om FOR "OR EUROPE ‘Europe concluded a success- 

“+ ful faurth’session in Geneva 

May 21 with formal establishment of a trade: committee with 
terms of reference as proposed by the ad hoc committee. The 
US and the UK, followed with varying degrees of enthusiasm 
by other western European’ countries, opposed: any: charige in 
the terms of reference, while the eastern European countries 
unsuccessfully attempted to place emphasis: ‘on andustries 
development. 


‘Under its terms of reference, ‘the committee is a-con- 
sultative body to serve as a forum for discussion of and. 
exchange of views on questions falling within its competence. 
It shall — ‘oeneuls and submit recommendations on 


measures 


DECLASSIFIED FOR PUBLICATION IN FOREIGN 
RELATIONS OF THE UNITED STATES 








SECRET BEST COPY AVAILABLE 
-3- 


. measures that will iniewiiiai in an per a of trade. between 
European countries ‘and also between those countries and 
countries outside Europe. It will draw attention of: the 
appropriate: ECE committees to problems of. agricultural and 
industrial. development which are of importance to intra- . 
European trade and shall collaborate as may-be necesuary 
with these committees in expanding: preductian and -trade.: 

It has: authority to approach the various UN: specialized | 7 
agencies in fuifillting its tauke. The committee shall not 
make reccmmendations leading to an infringement of the 
sovereign rights of any government, its task being to 
facilitate economic agreements between countries on the 
basis of equal rights and mutual advantages. of he contract= 
ing parties. } | 





US Speech on East-West Trade The Czech enonduent re=- 
questing the committee to investigate US trade discrimination 
was defeated 11 to- 6. In the course of disevssion the US 
made a reply to a series of Soviet and Eastern European 
speeches which, although not as vitriolic. as those at former 
sessions, were a critical attack on US trade discrimination 
and the European Recovery Program. The term "discrimination" 
became so consistently and closely identified with US export 
license policy that our delegation believed it necessary to 
make a statement correcting this impression. Our reply drew 
attention.:to: the discriminatory practices of eastern Europe 
and stressed the point that our controls are essential to 
the acquisition and distribution of products in short supply. 
The speech was well received by most of the western European 
countries, but the eastern countries resented it and attempted 
replies. The Scandinavians and the Secretariat were unhappy 
as they considered the statement introduced a: political 
element and they wished to avoid east-west issues. Certain 
press reports played up the statement as putting an end to 
the calm, conciliatory atmosphere which had previously 
existed in the session. While it undoubtedly added an 
extra day of plenary, our delegation did — sense any basic 
change in the atmosphere. 


Evaluation of Roles of Member Countries Our delegation, 
in.a post-session evaluation of the roles played by the 
various members, concludes that while the Soviets were less 
flamboyarft in their criticism and some sources believe they 
were being conciliatory, an analysis of their remarks fails 
to show any fundamental change in their attitude. They 
apparently do not wish to destroy ECE but want to utilize 
it for propaganda purposes. There is no indication of any 
basic interest in or understanding of the work of any of the 


technical 
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technical committees with the exception of the trade committee. 
Their. chief. objective at this session was to expand the trade 
committee's terms of reference. The USSR and eastern European 
delegates repeatedly emphasized the desire for substantial 
expansion of east-west trade and the need for increased 
industrial development in eastern Europe as an essential pre- 
requisite of trade expansion, Polish interest in the trade 
committee appears genuine, but it is not clear yet what the 
USSR interest is. It mav be a recognity n,of inability. to. 
fulfill ‘eastern European requirement fron ‘within the area; 
it may be a concession to the strong Polish interest in.the 
trade committee; it may conceivably be a desire to expand 
trade with western Europe; or it may simply be a desire for 
another propaganda forum. Their motives should be clearer 
after the current session of the trade committee. Albania, 
Bulgaria, Byelorussia, Hungary, Rumania and the Ukraine were 
all faithful echoes of the USSR. Although voting with’ the 
USSR in all cases, Czechoslovakia and Poland seemed more 
independent. than heretofore. Coordination between these two 
delegations and the USSR was lacking on several occasions. 
The Yugoslavs were in an uncomfortable spot on several. 
occasions, but handled themselves with dignity and ability 
and apparently remained aloof from contacts with other 

ty tee ty European countries. The Finnish delegate remained 
Silen | 





Our delegation believes that the Soviets made mo gains 
at this session. The west gained the initiative and credit 
for a constructive approach. The unemployment discussion 
boomeranged on the Soviets as a result of effective speeches 
.by the French and British representatives. The US set the 
discrimination issue in its proper perspective and this was 
clearly disconcerting to eastern Europe. The OEEC countries 
effectively refuted eastern charges against ERP and stressed 
the. benefits of the first year's operations. There was 
greater solidarity and cohesion manifest in OEEC ranks than. 
in any previous session. Leading roles were effectively .. 
assumed by the british and the French. The Scandinavians .. 
took the floor frequently but did not function as a bloc 
and were not particularly effective. Norway and Denmark 
were much less willing -to compromise than Sveden, which was 
the most frequent outlet for the Secretariat's compromise 
— The Benelux and Swiss delegations were ably led. 


The general attitude toward ECE seems to support the 
concept of a regional economic forum in which. the east and 
west discuss problems of mutual concern but members tend. to 
be more critical of specific undertakings.. All countries. - 


recognized 
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recognized the value of the ECE survey; all express respect 
for thé work of the transport and coal committees. Most 
were hopeful that the trade committee will be useful, but 
several countries are dubious of the future work of certain 
other technical committees now that the short-term bottle- 
necks are broken. 


? 


* * * 


US POSITION AT The’ position to be taken by the US. delega- 
ECLA SESSION tion to the second session of the Economic 
Commission for Latin America, which opened 
in Habana May 29, has been approved. The meeting will 
concern itself with an examination of the Economic Survey 
of Latin America which has been prepared in accordance with 
a resolution adopted at the first session; a study of the. 
ECLA-FAO working party report on the development of 
agriculture and expansion of food production; the report 
of the International Monetary Fund on multilateral compen- 
sation of international payments; the need for technical 
assistance in Latin America and available regional resources; 
prospects for trade expansion; consideration of the proposed. 
economic conference of the Amazon Basin countries; report 
to the ninth session of ECOSOC; cooperation between ECLA and 
Inter-American ECOSOC; and, if unavoidable, ECLA relations 
to the Caribbean Commission. y | 


Economic Survey of Latin sperien We have been unable 
to formulate a ‘position on tne ‘Secretariat's economic. ‘survey 
of Latin America since we have not yet received a copy nor . 
have we been informed of possible recommendations which may. 
be proposed as a result of the report's conclusions. How- . 
ever, we have been informed unofficially that the preliminary 
draft contains a powerful brief for the industrialization 
of Latin America. It also reportedly stresses the importance 
to the other American republics of full employment and: a’ 
high level of imports in the US. Our delegation will be 
cautious about accepting the survey or any conclusions | 
drawn or inferred in it since many of these, especially if 
taken out of context, are susceptible to misuse by groups 
hestile - to the US, and canbe used to infer that the US and 
other industrialized countries are responsible for holding 
back economic development in Latin America. 


| ECLA-FAO Working Party Report We have not yet received 
a copy of .the final report on ECLA and the Food and Agriculture 
Organization but have received informally drafts of the ¢con- 
clusions and suggestions of the working party. Unless the 





final 
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final report differs greatly from the position taken in the 
available draft, we believe the conclusions of the report 
should be accepted. The draft we have seen comes to the © 
conclusion that lack of availability of supplies is not now 
a major impediment to the increased use of agricultural ‘'— 
requisites in Latin America and merely lists: current bars 
to greater efficiency. None of the recommendations, require 
international action, and such international action as might 
assist their implementation does not require action by ECLA. 
If there are substantial changes in the report, our dele- 
gation will merely otews additional time is required ‘ to. . 
— it. ero 


Tt 4s possible that during’ the senha there will be : 
a determined effort to institute a standing governmental 
committee in the field of agriculture. If such a move 
should develop, our delegation will vagerotsiy oppose it. 


International. Monetary Fund. Report We fully: support 
the report prepared by the technical staff of the Inter- 
national Monetary Fund which regards as unsound the setting 
up of a multilateral clearing scheme for Latin America. .. 
The US delegation will urge that a solution of the payments 
problems be sought by attacking fundamental causes of. pay- 
ments disequilibrium rather than. through compensation schemes. 
However, if strong support develops for a further. study of: 
triangular offsets or for an expansion in the use of ‘sterling, 
we will not oppose such studies. 


Technical Assistance While we would welcome a general’ 
discussion and exchange of views, the decision as to the ~ 
organization and scope of the UN organs in the technical ~ 
assistance program is an ECOSOC responsibility and we believe, 
therefore, that ECLA should take no action in this regard 
at this session. Ve seé no objection to those governments’ 
not members of ECOSOC expressing their views for transmission 
to ECOSOC, but we feel strongly that it is premature for — 
any regional commission to adopt formal resolutions with | 
regard to their role in the’technical assistance program 
before ECOSOC makes its recommendations in this regard. A: 
Similar position was taken: by the Department at regional 
meetings for the.Far East and opeye and these bodies avoided 
formal action. 


Prospects for Trade Expans ion A report on trade expan- 
Sion, prepared by ECLA's Executive Secretary, is not: yet 


available for study. On the basis of information from Embassy 
Santiago, it is likely to be unacceptable to the US because 


of 
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of its tendency to favor bilateralism. Our ‘delegation wili 
review the report thoroughly when available and in its com- 
ments will be guided by the US objectives of promoting | 
multilateral trade policies. The US delegation will.also. 
Oppose the creation of an intergovernmental trade comm ttee 
which ts recommended by the report. | i, 


- Amazon Basin Conference At last summer's ECOSOC dsceken. 
Peru proposed that the UN sponsor an economic conference of 
the.‘Amazon Basin countries to study.the problems. and possi- 
bilities of this area. ECOSOC referred the proposal to the 
forthcoming ECLA session. We feel that no:-showing has heen 
made of any concrete task which such a conference coud -. 
accomplish and we are trying to get Peru to withdraw its | 
sponsorship of the propcsal. Failing this, we will oppose. 
the Galling of such a conference at this time: but will . 
express US interest in.the aa of the Amazon Basin 
area. 


‘Relations ie Alii ak wal a) bean C eis sion. 
In orde: to prevent duplication of work between the ECLA and 


the Inter-American ECOSOC, our delegation will recommend that 
representatives of both organizations discuss arrangements 
with a view to agreeing upon their respective programs of 
work for the coming year. During the ECLA sessions, these. 

- programs could’.be coordinated and agreed upon and the sub- 
jects upon which it is agreed that IA-ECOSOC should work .. 
can be formally approved, if necessary, by resolution. We. 
feel that there must be a more precise division of work . 
between the two organizations and that the shecnes situation 
is. unsatisfactory. 


BEST COPY AVAILABLE 


- We would: prefer that the iecue of relations with the | 
Caribbean Commission should not arise: during the ECLA session. 
If it is raised by one of the other delegations, we will 
Suggest. that the present informal arrangement be continued 
whereby information and documents..are exchanged. 


oe * ** 


ECA STEPS TO ENFORCE Following new expressions of concern 
HIPPING REQUIREMENTS by the Merchant Marine "Watch Dog" 
. Committee that the participant coun- 
tries are not complying with the shipping Clauses of the. 
Economic Cooperation Act, the ECA and the OEEC Maritime 
Transport Committee are formulating new plans to account 
for the carriage of at least 50% of program cargo in US 


flag 
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flag ships. While it is hoped that responsibility for imple- 
menting the shipping requirements of the.legislation can be 
left with the OEEC countries, a counter-plan has been pre- 
scribed by ECé to be imposed ” immediately in ‘the event of 
non-compliance with. the most recent Congressional mandate. 
OEEC plans, which are not yet. finalized, envisage intra- 
organizational means of dealing with any country which fails 
to meet ‘the conditions — ‘imposed by their seif-devised Plan. 


. ECA author’ ties have repeatedly: expressed concern to 

the OEZC countries over the potential serious consequences 

of non-compliance with the shipping requirements of the - 
program and have urged the early adoption of improved mechanics 
for their implementation. The matter came to a head last: 

week when the Merchant Marine "Watch Dog" Committee in 
executive session demanded an accounting of ECA plans to 

secure enforcement of the 50-50 rule. ' ECA authorities 7 
testified to their confidence in OEEC intent and ability to 
comply with the ruling. However, it was decided that ECA 

will submit regular. reports to. the Committee and that any 
defection from the plan for carriage of at least 50% of ECA 
financed cargo in US flag ships will be reported immediately 
to the Committee Chairman. Our Shipping Attache in London 
will impress upon the Maritime Transport:-Committee the 
importance of observing these requirements particularly in 

view of the possibility that further Congressional displeasure 
may lead to immediate c.asideration of the onerous "Bland" 
Bill,passage of which would foster the 50-50 policy Sevaamnatey 
on all cargo financed by public funds. | 


The EC&4 authorization bill adopted in “apral stipulates 
that the 50% carriage of ECA-financed cargo, exports and 
imports, be computed separately for dry bulk carriers, dry 
cargo liner and tanker service, and that every effort be made 
to extend participation by US flag vessels in cargoes by .. 
geographie area. The ECA plan, endorsed by the “Watch Dog" 
Committee, would establish a percentage quota of program 
cargo to be carried between the US and each participating 
country, by each category of vessel, in order that the gross 
50% might be attained. The percentage quota would be a 
variable--dependent upon actual cargo movement between *he 
US and a particular geographic area. In order to enforce 
the quota arrangement, the ECA would withhold reimbursement 
to _ country for shipments which fall short of the require- 
ments set. | Lee , 


In 
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In transmitting this plan to the Maritime Transport 
Committee, it was indicated that enforcement of the quota 
system would not be necessary if the procedure it adopts 
can be reasonably relied upon to meet the statutory require- 
ments in the future. Preliminary discussions with the Mari- 
time Transport Committee reveal unanimous resentment at the 
threat of applying the proposed quota system. European 
representatives feel that the proposal raises questions far 
beyond the scope of OEEC in that it cuts through principles 
expressed in the Economic Cooperation Act. 


SECRET 
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US_AND ETHIOPIA SIGN LEND- On May 20, 1949 the US and 
LEASE SETTLEMENT AGREEMENT Ethiopia signed an agreement for 
the final settlement of lend- 
lease reciprocal aid and financial claims of each government 
against the other arising out of World War II. Under this 
agreement, Ethiopia will pay the US $200,000, which is con- 
sidered as payment for lend-lease goods of civilian utility 
remaining in inventory on V-J Day. At the designation of 
the US, and upon mutual agreement, these funds will be used, 
in Ethiopia, for the following purposes, or any combination 
thereof: 1) delivery of real property and improvements thereto; 
2) educational and cultural programs of benefit to both coun- 
tries; and 3) defraying US government expenses. Ethiopia 
will pay to the US any unused balance of the $200,000 within 
five years and ninety days after the date of the agreement. 


US lend-lease aid to Ethiopia totalled approximately 
$5,152,000, the overwhelming proportion of which was expended 
during hostilities. 
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This weekly publication is designed to highlight developments in the eco- 
nomic divisions of the Department of State, and to indicate the economic prob- 
lems which are currently receiving attention in the Department. It is suggested 
that copies be retained on file, as reference will sometimes be made to previously 
reported items to avoid repetition. 
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US POS TION ON NEGOTIATIONS Agreement has been reached 

FOR West TRADE CONTROLS among interested agencies on 
the procedure to be followed 

by the US din continuing negotiations with the OEEC countries 

for control of exports to eastern Eur ope. Wanile all the 

major OEEC countries have agreed in vrinciple to the US -ex- 

port control policy, there remain differences on specific 

items to be included on the l(a) list--those items prohibited 

from export to eastern Europe. (See page 1, November 22, 

1948 issue of Current. Economic Developments.) This zovern- 

ment has decided to. continue to press for as complete accept- 

ance as possible of ‘the. US list. s 


Several countries--Italy, Norway, Denmark, the bizonal 
area of Germany and Austria--have been willing to-accept in 
toto the US list of 128 prohibited items. Other countries, 
following discussions among themselves and with Ambassador 
Harriman, have appeared willing to adopt a UK list which is 
similar to ours though not identical. The British list does 
not include 31 items on the US list, although it provides 
for partial control of some of those items, and includes 
several not on our list. Feeling that the pritish plan for 
controls probabiy represented the highest level of agreement 
which could be obtained, at least in the near future, the 
Department and ECA recommended to the National Security Coun- 
cil early last month that the British list be accepted as a 
tentative level of general European control. The National 
Military Establishment, however, opposed any curtailment of 
effort to get agreement on the 31 remaining items and stated 
it wished to provide technical specialists to aid in convinc- 
ing the British. On the basis of these objections, the NSC 
decided that the matter should be given further study and 
asked the Secretary of Commerce to obtain from the. Advisory 
Committee on Requirements a technical appraisal and recommen- 
dation on items still in disagreement. 


Full US List to be Maintained In response to the NSC 
request,. representatives of the Department, ECA, Commerce, 
and the National Military Establishment have further studied 
the matter and now agree on a report from the Secretary of 
Commerce to the NSC, which the NSC Secretariat plans to cir- 
culate as-representing agreement among the interested agencies. 
In this report the Advisory Committee recommends retention 
on the l(a) list, with minor modifications, of the 31 items 
in disagreement. However, the need for continued review is 
recognized, particularly the need for consideration of de- 
tailed technical data on which the UK objections to inclusion 
of those items are based. With respect to some of the 11 items 
which the UK proposes to control only in part, modifications in 
the US definitions heve been agreed upon which go a considerable 
way toward meeting the UK position. 





Course 
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Course of Action This report presents the following 
course of action agreed upon by the interested agencies with 
respect to issues raised in the original recommendations made 
to the Security Council. The Department. and ECA, as the 
negotiating agencies, agree to continue unremitting efforts | 
to secure.parallel action. In such negotiations, they will 
place emphasis on obtaining with dispatch maximum agreefient: 
by all participants to the UK list without foregoing continued 
negotiations on the remainder of the US list. To the extent 
feasible, the negotiating agencies will encourage countries 
which have already agreed to the US list to continue such 
agreement. It is also agreed that technical personnel will 
be made available to assist in negotiations. Arrangements 
for a technical mission are being pushed ahead subject to 
Ambassador Harriman's approval as to timing, and the UK is 
being pressed for detailed justification of its rejections 
for consideration by the Technical Steering Committee and the 
Advisory Committee to determine whether further changes in - 
the US 1(a) list are called for by this new information. The. 
Department and ECA are also proceeding with plans for an ad 
hoc intergovernmental group to coordinate action on l(a) items 
for Finland and Yugoslavia, quantititative restrictions on 
1(bd) (restrictad) items, and control of transshipments. 


Positions of Other Countries: Although the French have. 
not yet formally instituted export controls, they have indi- 
cated that they have not abandoned the intention to do so and’ 
are enforcing controls de facto. They state that formal pons~ 
mache + is merely being delayed until conclusion of the CFM . , 
meeting. | 


In an officially epproved statement to the chief of the 
ECA Mission to the Netherlands, a High Dutch official has : 
declared that his government is prepared to cooperate with 
the US and other interested countries to the fullest extent 
possible. He has pointed out. however, that the Netherlands 
has the greatest possible interest in maintaining end expand- 
ing trade with eastern European countries and that its. economy 
is dependent on dollar-saving raw materials which it receives 
from eastern European countries under bilateral and other trade 
arrangements. He has stated that the attitude of the Nether- 
lands, therefore, toward restricting certain exports to eastern 
Europe cannot be a rigid one, but the Netherlands is neverthe- 
less willing to eccept the British list as a guide in determin-. 
ing its policy. The Belgians appear willing to accept at least 
the British list. aa 


The 
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The Italians have agreed to retain the full US l(a) list, 
provided the US is prepared to consider flexible treatment of 
any item not agreed to by the UK which becomes a major issue . 
in trade agreement negotiations. Items not yet agreed to by 
the UK appear unimportant in the trade of Norway but it is 
thought that an arrangement similar to that requested by the 
Italians would also be feasible for Norway. The same procedure 
might aise be followed for Denner and the Bizonal area of 
Germany..- 


j 


* * * 


ANOTHER NOTE TO SOVIETS ON On May 25 the Acting Secretary 
RETURN OF LEND-LEASE SHIPS called in the Soviet Ambassador 
and handed him a note advising 
him that the Soviet government is in default of its obliga- 
tions under Article V of the Soviet Master Lend-Lease Agree- 
ment of June 11, 1942 since it had failed to return to the 
US the three icebreakers, 28 frigates and other naval craft 
as requested. Our note pointed out that over four months had 
elapsed since the Soviet government had been asked to name 
the experts who would discuss the details of the return of 
these vessels in accordance with a Soviet proposal of last 
Decembex. The Soviet government, in agreeing to return the 
vessels, proposed that the procedures and dates for their re- 
turn should be agreed upon by experts of both parties, and 
that the disposal of the remaining vessels in Soviet custody 
also be determined by these experts. In January we informed 
the Soviets of the ports at which we would be willing to re- 
ceive the icebreakers and frigates and stated that, in accord- 
ance with their request, we had designated experts to meet 
with their designees to reach detailed agreement. No word 
has yet been received from the Russians. 


* * * 


ECONOMIC PROBLEMS OF Food deficit conditions in south and 
SOUTH AND EAST ASIA east Asia may call for some US assist- 
ance in increasing food production with- 
in the area. The seriousness of the food problem is due 
primarily” to the following factors: 1) recent failure of the 
area's food production to keep pace with its population growth; 
2) postwar disorder in Burma and Indo-China, which formerly 
Supplied most of the rice requirements of the food deficit 
areas of southern Asia; and 3) changed postwar political and 
economic conditions in Manchuria, Korea and Formosa, which 
formerly supplied Japan with most of its food imports. Asa 
result India and Japan are both importing large amounts of 


foodstuffs 
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foodstuffs from the dollar area. Since these countries' 
dollar export markets are limited, Japan is paying for tiis 
food with US appropriated funds, and India is paying for it 
by converting part of its wartime sterling balances in the. 
UK and out of borrowings from the International Monetary 
Find that cannot be continued indefinitely. If either of 
tacse countries were to be deprived of dollar food imports 
before the area has been restored to self-sufficiency in 
food-stuffs, large-scale and continuing starvation would en- 
Ganger our objectives there. If a reasonable amount of new 
agricultural investment is forthcoming, it is believed that 
this area might maintain its self-sufficiency in foodstuffs, 
despite projected population growth, until at least i970. 
Most of: the: skills and capital necessary for this exploita- 
tion ‘should be found in the countries themselves and the 
sounts of capital equipment procured abroad need not be large. 
Varying degrees of external assistance to increase food pro- 
duction and supporting services such as agricultural requi- 
sites, and transpert in India, Ceylon, and Siam, and perhaps 
to a lesser extent in Pakistan and Malaysia, wili be necessary 
if India and Japan are ever again to become self-supporting 
through any means except a very large and rapid reduction of 
their present populations. : 


Of only secondary importence is the problem arising from 
the low levels of exports by Asiatic countries of some goods 
needed by the US and OEEC countries. Effective steps to meet 
the food crisis are necessary to a long-term solution to the 
export problem in south and east Asia. This will require a 
number of years, however, and if it is desired to secure in- 
creased exports of certain needed commodities in the meantime, 
it may be nécessary to furnish some of the producing ccuntries 
with immediate limited external assistance for this specific 
purpose. India, Afghanistan, Siam and Malaysia, particularly, 
will require limited assistance if their exports of commodi- 
ties they have which are needed by us are to be increased in 
the immediate future. 


Most of the steps needed to meet their economic problems 
will heve to be taken by the governments of this area. Within 
the limits of available resources, we believe that Eximbank 
and International Bank aid, along with private investment and 
technical assistance should be utilized. Execution of worth- 
while projects would be facilitated if technical competence 
could be raised and this will require vigorous implementation 
of the measures to extend technical assistance under the Point 
Four program. Every effort should be made to encourage pro- 
vision of aid by private investors, and the countries of the 
area should be urged to create conditions conducive to 


investment. 
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investment. The funds available to the Eximbank and the 
International Bank are limited and we feel that there should 
be a conscious concentration of such aid to increase agricul- 
tural production and exports for stockpiling rather than for 
the numerous other possible projects in those countries. In 
order to’ enhance the effectiveness of any assistance given, 
cnese countries should maximize their trade with each other 
and with non-Communist countries in other continents. US aid 
to such countries should, if there are. no statutory require- 
ments to the contrary, be spent in Japan in.cases where the 
necessary equipment could be secured there as quickly and as 
cheaply as in the US. The same consideration would, of course. 
apply to the use of these countries’ own resources. 


Ever since the inauguration of the European Recovery 
program, countries in other areas of the worid have pressed 
for similar plans. However, an ERP-type program would be 
entirely inappropriate for south and east Asia, and we have 
made that point clear at recent mestings of the Economic 
Commission for Asia and the Far East. While certain of the 
basic econonic problems have regional aspects, any US aid 
which may be forthcoming should be extended directly to recip- 
ient governments and related to specific limited projects for 
food production and expert, rather than he simed at meeting 
any over-all balance-of-payments deficit, as such. Any coun- 
tries in the area that receive aid from us should be prepared 
to take self-help measures. 


*  * * 


PHTLIPPINE WAR DAMAGE We feel that there are strong moral 
MAY BE RECONSIDERED and economic grounds for raising at 
this time the question of war damage 
legisiation for the Philippines which would increase the 
amount available for private claizs from $400 million to $550 
million. The Philippine War Damage Commission has requeste 
that Congress be asked to appropriate the additional $150 
million under Titie I of the Philippine Rehabilitation Act 
of 1946 and the Philippine Ambassador has requested its con- 
sideratign. . The matter is now before the Bureau of the Budget. 
The present authorization under Title I will be adequate to 
pay in full all claims under $500, but will permit payments 
of only about 40% of the approved claims for larger amounts. 
This inequity of treatment would constitute a serious injustice 
The bulk of the additional appropriation would, we believe, go 
into productive enterprise and would help in implementing the 
original purpose of the law, which was to assist in restoring 
the war-disrupted Philippine economy. ‘Ye have a moral commit- 
ment to the Philippines in this revard as US officials have 


publicly 
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publicly stated that the US would provide the same protection 
losses from enemy attack in all areas under the American flag 
as it would provide in the continental US. Moreover, appro- 
priation of these additional funds would soften to a consider- 
able extent the blow of rejecting other large Philippine re- 
quests which probably cannot be met. The Philippine Ambassa- 
dor has also asked for additional appropriations under Title 
III of the Rehabilitation Act, for the restoration of public 
property:in the Philippines. We are not prepared to support 
that request: at this time. 
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US. AND VE CONCLUDE The new US-Canadian aviation bilateral, 
NEW AVIATION AGREEMENT of the standard Bermuda type, was 

“tia Signed at Ottawa on June 4. (See 
page 7, May 25, 1949 issue of Current Economic Developments.) - 
It replaces the more limited agreement of February 1945 be-. 
tween the two countries. Its successful conclusion opens 
the way for negotiation of Canadian bilaterals with other 
countries involving use of Gander Airfield in Newfoundland. 


In addition to establishing US traffic rights at Gander 
on trans-Atlantic routes, the US obtained a new route through 
Edmonton to Alaska and the Orient. Canada obtained desired 
traffic rights at Honolulu on a through route to Australasia 
and at Tampa/St. Petersburg on a Caribbean route. ‘Certain 
changes Were made in the extensive network of trans-border 
air services between the two countries, the most important 
of which effects parallel operations by the carriers of both 
countries between the main traffic points in each country-- 
New York on the one hand; Montreal and Toronto on the otner. 


By a separate exchange of notes, the military air bese 
at Stephenville was opened to international commercial traffic 
and to Canadian domestic use under certain circumstances. 
Under prescribed conditions, Canada may use the military air 
bese at Argentia as a domestic alternate. 


Press criticism has arisen over the new competitive 
opportunity gained by Canadian airlines under the bilateral, 
particulerly through the opening up of the lucrative New York 
traffic point to the Canadian airlines. However, we believe 
the agreement to be sound in respect to the routes exchanged 


and 
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and feel that certain further intangible benefits will accrue 
from this bilateral. It binds Canada to the Bermuda principles 
which will be useful to us in cur negotiations with other 
countries since Canadian non-adherence has strengthened their 
opposition to the Bermuda principles. It may be a significant 
step in securing a broad Commonwealth adherence to Bermuda. 


* * * 


US POSITION AT Chief issues at the International Labor Organi- 
ILO MPETINGS zation meetings which began at Geneva on June 3 

will be forced labor and infringement of trade 
union rights, both of which are matters primarily for Govern- 
ing Body decision at this time. Subjects to be considered at 
the 32nd session of the International Labor Conference deal 
with vocational ‘guidance; wage protection; collective agree- 
ments, conciliation and arbitration, and cooperation between 
public authorities and employers' and workers' organizations; 
the right to organize and bargain collectively; convention con- 
cerning recruitment, placing, and conditions of migrant labor; 
revision of labor items in certain maritime conventions; revision 
of fee-charging employment agencies convention; and certain 
finance and budgetary questions. 


Forced Labor At the last ECOSOC session forced labor 
was one of thé most controversial issues, (See page 10, 
March 28, 1949 issue of Current Economic Developments.) "and 
an AFL memorandum on the subject was referred to the ILO for 
consideration and action. We consider it extremely urgent 
that ILO fully explore the AFL charge that millions of human 
beings live under a form of involuntary servitude and are 
compelled to labor without any of the human rights and funda- 
mental freedoms set forth in the UN Charter and often defined 
by ILO as basic to’ social justice. We believe that the ILO 
Governing Body should approve in principle the establishment 
of an International Commission of Inquiry to ascertain all 
obtainable data on forced labor. Through the Director General, 
plans and costs for conducting the. inquiry should be worked 
out and reported to the Secretary General of UN and the re- 
sults of these consultations should be reported to the 110th 
Session of the Governing Body so that decisions es to the 

survey can then be taken on the basis of the ECOSOC discussions. 

The UN Secretary General presently is surveying UN members 
concerning the inquiry and we will reply with an unequivocal 
assurance of the US government's readiness to cooperate fully. 
We will point out that little value will result from such 
action, however, unless all member countries, and especially 
those in which the existence of vast systens ’ of forced labor 





has 
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has repeatedly been charged, will consent to a full and im- 
partial survey. In spite of the urgency of the problem we 
think it would be unwise for us to press at this ILO session 
for more than a decision of principle since ‘ie have urged 
that no new programs be voted until cost estimates are avail- 
able, because ILO needs to know the results of the Secretary 
General's survey of UN members before planning field studies, 
and because other countries should be given an opportunity 

to study the plan. 


We will also urge that the ILO consider possible revision 
of its Convention on Forced Labor as an agenda item for the 
33rd Session of ILO in 1950. The Convention needs revision 
as it was drafted primarily to meet possible conditions of 
exploitation of native labor in colonial areas. It was adopted 
four years before the US joined ILO and therefore was not pre- 
sented for ratification by this government. In view of its 
now apparent inadequacies it seems unsuitable for ratification 
at this date when early revision seems more feasible. | 


Trade Unicn Rights The last ECOSOC session also referred 
to ILO a memcrandum from WFTU and AFL alleging violation of 
trade union rights in specific countries. At Geneva our dele- 
gation will propose that the Director General be authorized 
to invite the countries named in the complaints to comment on 
the allegations and to suggest that the ILO would, upon their 
request, undertake an impartial survey of the status of trade 
union rights in that country. We will also propose ‘that the 
Director General should submit to each session of the Con- 
ference and of the Governing Body reports and any appropriate . 
comments on allegations of violations of trade union rights 
received Since the previous session. 


At the Fourth Conference of American States members of 
the ILO, which concluded in Montevideo in early May, charges 
by the workers' group of the conference that trade union 
rights had been seriously violated in Peru and Venezuela | 
occasioned considerable controversy and resulted in a resolution 
in which the Director General was requested to make ILO services 
available to inquire into any charges of violations of trade 
union rights. Venezuela had requested such an investigation 
prior to the conference. The resolution also recommended. 
that the Governing Body press its consideration of the estab- 
lishment of effective machinery for the investigation, in an 
authoritative and impartial manner, of allegations of the 
infringement of trade union rights. We feel that establishment 
of a continuing commission on trade union rights violations 
is undesirable and would provide an opportunity for pro-Communist 
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propaganda without providing any better machinery to minimize 
violations. It is a favorite propaganda device for the 
Communist agencies to exploit every alleged violation of 
trade union rights occurring in non-Communist countries, and 
the Soviet-dominated WFTU is supporting establishment of an 
investigation commission by UN. We believe it is desirable 
to provide for some investigatory machinery which will be 
available to receive charges, to investigate upon invitation, 
to note pertinent data received from any source, and at the 
same time to avoid trespass upon national sovereignty of 
member countries and to minimize Communist propaganda. Use 
of the expert and impartial services of the ILO staff seems 
the best method cf treating such allegations at this time. 
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DISCUSSES BRITISH- Last week Department officials indi- 

i GENTINE TRADE PACT cated to the British our concern over 
the recently announced UK-Argentine 

trade agreement on the grounds that it diverts trade by 
government-to-government agreement and will result in marked 
discrimination against traditional US trade in a substantial 
part of the Argentine market. Moreover, it involves long- 
term bulk-purchase contracts which contravene the spirit of 
international trade policies subscribed to by both the UK 
and the US. These representations followed conversations 
with the British May 27 when we were advised that it was too 
late to do anything about it. While representations were 
also made to the Argentine Ambassador, we feel the burden of 
responsibility lies with the UK in view of its obligations 
under ITO and GA? 


The British Ambassador, in a discussion of the agree- 
ment with Department officers, stated that the UK is currently 
giving a great deal of thought to its existing policies on 
bilateral trade agreements and bulk purchase contracts. Some 
long-term purchase agreements have proved unsatisfactory as 
they result in the British paying above world prices. He 
said, however, that their thinking on this line is only in 
the formative stage and, meanwhile, it was essential for them 
to come to some arrangements with the Argentines for meat. 

He added that, in practice, seemingly rigid bilateral agree- 
ments are not really as inflexible as they appear to be. He 
indicated that, if the terms of the agreement are stated 
more rigidly than the parties intend to follow in practice, 
it may be possible at least to restate the terms. 


Provisions of the Agreement After more than three months 
of negotiation, announcement was made in Buenos Aires on 
June 1 that agreement had been reached with the British on 
a five-year agreement providing balanced trade between Argen- 
tina and the sterling area. Signature is expected this week. 
There is to be no change in Argentine exchange rates and no 
convertibility of sterling, but a gold guarantee is set up 
for payment of trade balances, if there are any. In effect, 
the agreement stops the traditional trade triangle by which 
Argentina converted her surplus British pounds sterling into 
dollars-for purchases in the US. This would have wide reper- 
cussions on US trade, especially with respect to petroleum. 
Other US items that will be particularly affected are auto- 
mobiles, tractors and other agricultural machinery and machine 
tools, all of which Argentina traditionally imports from the US. 
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Annual trade will aggregate an estimated minimum of 
£80 million each way, which is larger than it has ever been 
end represents 40% of the total foreign trade of Argentina. 
During the first year Argentina will receive a specified in- 
crease in meat price and will endeavor to ship at least 
300,000 tons. Other prices are to be arranged on the basis 
of the world market and revised annuelly. The Argentines 
will also export cereals, feeds, linseed oil and oilseed 
products. Britain will export 5,700,000 tons of liquid fuels, 
including 1,800,000 tons of crude petroleum, plus 1,500,000 
tons of coal annually, as well as machinery and other essen- 
tial goods. In addition, the Argentines definitely committed 
themselves to take some British non-essential products. 


Petroleum Problem The amounts of liquid fuel: and crude 
oil which are scheduled for British delivery are greater than 
the total Argentine imports from all companies in 1948. © 
American companies last year supplied Argentine oil imports 
valued at almost $50 million or approximately 40% of the total 
for this commodity. This trade, which has been on a dollar 
basis, will be lost to us under the present oil clauses of 
the agreement unless an arrangement can be made under which 
American companies can seil their share of the market for | 
sterling. It is possible that the UK will not have all the 
sterling oil necessary to supply its commitment to Argentina 
and that some of the oil to be supplied for sterling will 
have to be purchased by the British fcr dollars. There is 
a real possibility, however, that the British will have enough 
sterling oi1 and will not have to call upon dollar oil to 
Supply any part of the Argentine oil import market. We believe 
that the subsidieries of American companies in Argentina should 
obtain their fair share of whatever oil is imported into 
Argentina, irrespective of whether it is dollar or sterling 
oll, so that these distributive facilities will not be adversely 
affected by the switch to sterling oil imports. It is only by 
maintaining an equitable distribution of the imported oil 
among the various companics that American oil. investment in 
Argentina can be protected. Embassy Buenos Aires reports 
that the American oil companies there are convinced it is 
impossible to conclude a satisfactory private agreement with 
Sheil and YPF (argentine government-controlled company) on 
distribution of sterling crude, because Shell considers itself 
powerless to act privately owing to a government-to-government 
agreement. YPF has made a tentative proposal which would pere 
mit Jersey 011 during the remainder of 1949 to import from 
the dollar crea 50% of the normal crude requirements on credit 
payable in four quarterly installments in 1950. In return 
YPF would sell Jerscy sterling crude in amounts equal to those 
imports. This plan obviously would be convenient to YPF 
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until the regular imports of sterling crude are assured. 
Jersey representatives doubt the good faith of this proposal 
owing to the indications of gradual expropriation of refin- 
ing and distribution establishments by attrition. The Socony 
representative in Buenos Aires is also gloomy about the future 
of refinery and distribution operations in Argentina. 


US Views The US has recognized that bilateral contracts 
are probably necessary and helpful in getting trade started 
in the recovery period and assuring continuity of essential 
supplies in cases where countries are in severe balance-of- 
payments difficulties; but we have consistently taken the 
position that such agreements should not be long-term, since 
that necessarily involves exclusion of competitors from the 
market of the buying country and the product of the selling 
country. We are, of course, sympathetic to Britain's desire 
to increase her exports to krgentina, but we cannot view with 
favor substantial British annexation, by discriminatory means, 
of that part of the Argentine market which normally acquires 
US products on a competitive basis. By this government-to- 
government agreement, regardless of price and quality, UK 
products will be assured for a period of five years of a market 
in Argentina larger than they have ever been able to gain in 
normal competition. 


* a - 


SWISS~ALLIED ACCORD Four-power negotiations on the Swiss- 
NEGOTIATIONS RECESSED Allied Accord were recessed on June 9, 
with the expectation that they will 
be resumed early in September in Switzerland. Negotiations 
had been taking place in Washington since May 10 between the 
US, UK and France, acting on behalf of the IARA claimant 
countries, and Switzerland in an attempt to obtain liquida- 
tion of German assets in Switzerland as provided by the Swiss- 
Allied Accord of May 1946. Provisional agreements were reached 
on the great majority of fringe issues and are to come into 
effect when there is over-all agreement on the three major 
issues. These major issues ere: 1) determination of a rate 
of exchange between German cnd Swiss currency for use in 
calculating the counter-value of the assets to be liquidated 
in Switzerland; 2) intercustodial problems; and 3) liquidation 
of assets “in Switzerland owned by Germans resident in the 
Soviet zone of Germany. The Allies have presented a memo- 
randum to the Swiss summarizing these discussions alene with 
our proposcls for solving the remaining issues. 


The 
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The intercustodial conflicts problem has now become the 
major obstacle in reaching agreement with the Swiss. The 
Swiss in these discussions for the first time officially 
asserted their view that the settlement of the intercustodial 
question is a condition precedent to the liquidation of any 
German assets. The Allies firmly hold that no justification 
for this position can be found in the Accord and that, on the 
contrary, the resolution of such cases is not even covered . 
in the Accord. They therefore maintain that only bilateral | 
negotiations with the individual countries involved can pro-. 
vide an equitable and satisfactory solution of these problems 
and have indicated willingness to embark on negotiations bi- 
laterally with the Swiss. The Swiss have agreed to attempt 
to reach a settlement through this means and-will undertake 
bilateral negotiations with the US, UK, France and other 
countries during the current recess. 


Although the Allied governments continue to maintain 
that the establishment of a rate of exchange for the German 
currency is not a prerequisite to liquidetion of the assets 
under the Accord, they have presented the Swiss with three 
possible solutions to this question. The Swiss have rejected 
the proposal that the cross-rate derived from the conversion 
factor between the deutschemark (DM) and the dollar ($.30 
per DM) shall be the definitive rate of exchange. They have 
also rejected the proposal that compensation shall be made 
et the general commercial rate for the DM in effect at the 
time of liquidation, with the provision that, until a general 
commercial exchange rate is established, the cross-rate derived 
from the present conversion factor shell be applied. The Swiss 
have, however, indicated that they might agree to the Allied 
proposal for the immediate liquidation of German assets in 
Switzerland with.their counter-value to be computed at the 
provisional rate of 100 Swiss francs to 78 DM. It was further 
Suggested under this proposal that « settlement of the defini- 
tive rate may be negotiated at the request of either party — 
prior to 1952. If a definitive rate has not been established 
by that time, the existing provisional rate shall be eccepted 
as the definitive rate. 


The Allied governments hold thet the liquidation of 
German assets as required under the Accord includes those 
assets belonging to Germans in the Soviet zone of Germany. 
Since the USSR has renounced any rights in connection with 
German assets in Switzerland, the Allies have proposed that 
the authorities in western Germany be recognized as the con- 
petent authorities to be notified of the liquidation of east 
German assets. These authorities would then undertake to 
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indemnify east German owners on an identical basis as west 
German owners and at the same rate of exchange. The Swiss 
have differed with this proposal on procedural rather than 
substantive grounds, and the Allies havé indicated willing- 
ness to consider proposals which would take into account the 
ability or willingness of individual owners to receive com- 
pensation in the western zone of Germany. 


* * * 


MANY PROBLEMS IN The third session of the contracting parties 
GATT NEGOTIATIONS to the General Agreement on Tariffs and 
Trade (GATT) now meeting in Annecy, France, 
has completed preliminary consideration of most items on the 
agenda, many of which are highly controversial, and is going 
forward with tariff negotiations with the 11 new acceding 
countries. (See page 1, May 9, 1949 issue of Current Economic 
Developments.) Matters which have been given detailed study, 
either in full meetings of the contracting parties or in special 
working parties, include the Czechoslovakian charge against US 
export policy; notifications by contracting parites of discrim- 
inatory measures under economic development provisions of GATT; 
South African import restrictions; special exchange agreements; 
the Cuban textile problem; and the protocol of accession. 
Although comparatively few bilateral tariff negotiations have 
been completed as yet, extensive exploratory conversations 
have been held and there is promise that a good number of 
negotiations will be concluded within the next few weeks. It 
is obvious now, however, that the mid-June target date for 
termination of the conference cannot be met, and present plans 
call for continuation of negotiations through July and possibly 
into August. 


Effect of Trede Act Delay on Conference The decision 
to take up labor legislation and the North Atlantic Pact in 


the Senate before taking action on renewal of the Trade Agree- 
ments Act will probably mean a lapse for a brief period of 

the Act, which expires June 30. Congressional leaders, however, 
still consider trade agreement renewal before adjournment 
essential.” Delay in the renewal will not interrupt the nego- 
tiations at Annecy, since the power to negotiate is an executive 
power, but agreements cannot be entered into without the author- 
ity of the Act. The head of our delegation has indicated that 
there is little or no likelihood of completing satisfactory 
arrangements with Itely, Colombia, possibly Uruguay, Sweden, 

and others by June 30 and believes the negotiations should be 
continued beyond that date in an effort to reach satisfactory 
agreements with all 11 new countries. On the assumption the 
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Act will be renewed in time to fcrmalize the results, the 
Department fully concurs in the desirability of pushing the 
negotiations to satisfactory conclusion even if they must 
be extended beyond expiration date of the Act. It has been 
noted that other countries are extremely sensitive to our 
Congressional situation and may stall negotiations pending 
extensicn. | | 


Czech Charge against US Export Policy Defeated As noti- 
fied by Czechoslovakia and included on the agenda, the Czechs 


made the complaint to the contracting parties that the US 

has failed to carry out its obligations under GATT through 
its administration of export licensing. The US delegation 
denied the charges, stating that restriction cf exports to 
eastern Europe has been clearly based on the security excep- 
tions in the General Agreement and is entirely within our 
rights. Further, it was stated that the US had at no time 
denied a license to Czechoslovakia of any item on the so- 
called positive list of commodities. Our delegation also 
noted in passing that several similar charges have been made 
by the Czechs and Soviets to GA and meetings of ECE, all of © 
which have been satisfactorily answered by us. In debate of 
the issue, the British defended the UK use of discriminatory 
controls on the grounds of national security, claiming they 
were not influenced by any other country in this matter. 

The French said there was no evidence that Czechoslovakia 

had been damaged and stated that the Czechs should first prove 
the damages and then prove that they resulted from discrimina- 
tion. The Czech charge was defeated by a vote of 17 tol, 
with India, Syria, and Lebanon abstaining and Luxembourg and 
Burma absent. The Czech delegate seid that his government 
could not consider the decision of the contracting perties 

as a legal reply to the points raised end reserved the right 
to take such steps as might be necessary to protect its interests. 


MFN for Japan Withdrawn from Agenda The Department and 
the Army have agreed to withdraw from the agenddé the item on 
most-favored-nation treatment for the trade of Japan on the 
understanding that strong and immediate efforts toward the 
Same eni will be made by other means. This will probably be 
by bilaterel negotietions in key capitals, perhaps continuing 
informal discussions zt Annecy. In view of the opposition to 
the item, the Department is willing to have it withdrawn rather 
than face sharp defeat. We will state that withdrawal should 
not be interpreted es a diminution of the major importance 
the US attaches to the objective; that withdrawal is due prim- 
arily to technical difficulties; and that the US is anxious 
for the fullest cooperation of all governments in this objective, 
which we consider reasonable and in line with commercial policy 
principles espoused by all’ the contracting perties. 
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MFN for Germany Informally Discussed Several delegations 
have informally raised questions involving the administration 
of the most-favored-nation agreement for Germany--France, 
Canada, Benelux, and the UK indicating some dissatisfaction 
with the effects of the agreement. The Netherlands delegate 
has called two informal meetings of the signatories of the 
agreement on Germany to discuss the usefulness of a formal 
meeting for its review. The agreement was signed on the under- 
Standing that no significant tariff barriers were being main- 
tained; the aforementioned countries do not feel that they 
have sufficient information about German tariffs to know whether 
there is, in fact, an absence of significant tariff barriers. 
It is planned to make available to the signatories copies of 
the west German tariff and customs regulations now in effect. 
Also, on the recommendation of our delegation, a formal policy 
statement is being prepared for issuance at an early date by 
the military government of the trizonal area binding 1939 
conventional and statutory rates. It is thought that issvance 
of tlie policy statement would help us in obtaining new adherents 
to the MFN agreerent for Germany and inclusion of Berlin in 
that agreement, as well as strengthening our position in 
negotiating an MFN agreement for Japan. The US delegation 
has informally discussed an interpretation of the German agree- 
ment applying it to the western sectors of Berlin and has 
circulated a draft memorandum which would permit each signatory 
individually to sign, thus extending the benefits of the German 
agreement to the western sectors of that city. Countries 
attending these informal meetings have indicated interest in 
a meeting of signatories after the present CFM meeting is over. 


Syria and Lebanon Threaten Withdrawal The Lebanese dele- 
gate has informed the chairman of the working party consider- 


ing notifications under the GATT article relating to adjust- 
ments in connection with economic development that both the 
Lebanese and Syrian delegations are instructed to announce 
intention to withdraw from the General Agreement if approval 
is not given to the restrictive measures which they heve pro- 
posed to take under that erticle. Our delegation so fer has 
not agreed that any of the notified measures has been shown 
to be for economic development but it is of the opinion that 
a few items listed may be eligible. While we are most desirous 
of keeping Syria end Lebanon as GATT members, we do not want 
to weaken GATT in dealing with future similar situations. 
Consequently, we have taken the position that those measures 
net approvable under a reasonable interpretation of GATT be 
disapproved and the applicants be afforded a period of grace 
for compliance, even though this settlement may result in 

the withdrawal of one or both of the countries. 


There 
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There is strong doubt as to the firmness of the Lebanese 
position, which appears rather as the result of Syrian pressure. 
The Syrian position, however, seems firm; the Syrian Minister 
of Finance and National Economy has declared to Legation 
Damascus thet Syria will not recede from its position at 
Aniiecy and close associates suggest that he will not thange . 
his attitude unless overruled by the Cabinet, which appears 
unlikely. The Syrian Minister says that his country originally 
subscribed to GATT as a gesture of international cooperation 
but he claims that GATT has imposed burdens on Syria without 
compensation. He alleges that the critical situation facing 
a number of domestic industries, coupled with a shortage of 
hard currency exchange, now makes adoption of protective 
measures indispensable. | 


Study is also being given to a notification by Ceylon 
that in accordance with provisions of the GATT article relating 
to adjustments for economic development, it intends to impose 
restrictions on the importation of a number of commodities. 
Ceyion claims that the measure, which would require importers. 
to purchase specified proportions of competitive domestic 
products, is less restrictive of international trade than 
tariffs or quotas. We had no objection to the addition of | 
this item to the agenda, and at present a preliminary analysis 
of US interest in the proposed measures is being drawn up. 

The contracting parties have agreed to notify Ceylon of their 
decision by August 7. - : 


Pakistan Withdraws Complaint against India Pakistan has 
withdrawn from the agenda its complaint against India as it 
was obligated to do under the new inter-dominion agreement. 
Under this egreement both dominions not only agree to grant 
rebates on excisable commodities when such commodities are 
exported to third countries, but also agree to. grant rebates 
on all excisable commodities whether or not such rebates are 
granted to third countries. 


Bilateral Talks with Chilé Pending the outcome of: 
bilateral talks with the Chilean delegation at Annecy regard- 


ing recent Chilean measures which we consider to be in viola- 
tion of GATT, decision on making complaint to this session 

of the contracting perties has been deferred. We have post- . 
poned raising the issue on condition the Chileans praceed 
expeditiously,:so that if the discussions are unsuccessful, 
the matter could still. be considered at this session. Our 
delegation has been instructed to inform the secretariat thet 
we may have to raise the question with the contracting parties 
if the bilateral talks fail. Bilateral negotiations in 
Santiago have so far been fruitless. The Chilean Finance 


Minister 
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Minister has indicated that if the US insists that Chile has 
not complied with GATT commitments, that country may have to 
denounce the Agreement. We earnestly desire to cooperate for 
a possible solution to the Chilean revenue dilemma created 

by the copper problem, but we feel that Chile's unwillingness 
to have the contracting parties consider measures which we 
believe are much more than a technical violation of GATT | | 
threatens the viability of the whole GATT and Charter program 
and the basic principle of adjustment of differences by 
international consultation. 


Difficulties in Negotiations with Colombia The Colombian 
Ambassador has expressed to the Acting Secretary his govern- 
ment's serious concern over the alleged refusal of our dele- 
gation to negotiate with the Colombians on the proposal advanced 
by them. The Ambassador stressed the importance of the GATT 
negotiations to the Colombian economy and the extreme efforts 
his government made in order to participate in the negotiations 
this year. Our delegation states that it has been and con- 
tinues to be prepared to negotiate with the Colombians when- 
ever a reasonably acceptable basis for negotiation can be 
found but it considers the present Colombian offer fantastic. 
The Colombian offer meets US requests on only two of 192 tariff 
items. Further, their offer involves an increase in existing 
duties on all other items averaging over 225% and refusal to 
negotiate 11 important items. The Colombians have been informed 
that their proposal offers no basis for negotiation but they 
have adhered to their original offer, asking that it be con- 
sidered item by item. Our negotiators are continuing to seek 
a possible basis for negotiation. 








Cuban Textile Concessions Cuba has asked and the con- 
tracting parties have agreed to a consideration of the possible 
modification by Cuba of concessions granted on certain colored 
woven textiles under the article concerning economic develop- 
ment, the emergency escape-.clause, or other pertinent provisions 
of GATT. We hope to be able to obtain. compensation for any 
modification of Cuba's existing concessions in the form of 
new concessions by Cuba and have invited views of interested 
persons on that understanding. It is hoped to avoid withdrawal 
or modification of US concessions which would probably require 
formal public notice and hearings in the US in accordance with 
our trade-agreement procedure. 


Israel Not Bound by GATT The contracting parties have 
agreed that Israel should not be regarded as bound by GATT. Any 


contracting party is now free to withhold or withdraw any con- 
cession initially negotiated with the UK on behalf of Palestine. 
The Israeli Foreign Office has informed Embassy Tel Aviv that Israel 
would await results of-.current negotiations before making the 
final decision of formal accession to GATT. 
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DEVELOPMENTS ON Agreement in principle has been reached 
MEXICAN OIL LOAN that the US would consider government loans 
. for certain purposes to Pemex, the oil mono- 
poly entity of the Mexican government, providing there is a 
reversal of the Mexican attitude toward private operators in 
the petroleum industry, at least with respect to oil explora- 
tion and development where the contribution of private enter- 
prise is particularly important. At a meeting June 13 of 

top officials of the interested agencies it was agreed that 
US loans for refining and distribution facilities might pro- 
vide a basis for effective cooperation with Pemex of mutual 
advantage to both Mexico and the US. Thus it is hoped that 
with such a loan the Mexican government might agree to the 
establishment of a sound legal basis for the participation 

of private companies. State and Eximbank officials will dis- 
cuss the next steps to be taken--the assurances to be sought 
so that the legal basis for company participation actually 
would be accompanied by private operations in this field, and | 
a framework for presenting the matter to the Mexicans so that 
it will be clear no commitment is made for a loan until there 
is a more cooperative attitude by Mexico. 


In reaching the decision, it was the concensus of the 
agencies that any government loan program for Pemex must be 
so formulated that there would be no adverse repercussions 
for private operators in the petroleum industries of other 
countries, particularly Venezuela, Peru, Chile, Bolivia and 
Ecuador. The disadvantage to our foreign economic and security 
policy of a move toward increased nationalization in Venezuela 
and other ‘Latin American countries would more than offset any 
advantages from the development of the Mexican petroleum indus- 
try made’ possible by government loans. It was felt that it 
must be made clear this is an exception to our policy of not 
approving loans to the oil industry; is not a change in policy; 
and should not be considered as a precedent. The basis for pres- 
ent policy is that the petroleum industry has demonstrated 
effective operation under private management and private 
capital is genereily available on reasonable terms for such 
projects. | | 


While Pemex has not yet filed a formal application for 
@ loan with the Eximbank, Senator Bermudex, Director General 
of Pemex, came to Washington in the spring for discussions. 
with representatives of the various government agencies about 
the need for a loan of $203 million to finance a three-year | 
oil development and expansion program. This step was encouraged 
by the attitude of the’ House Committee on Interstate and Foreign 
Commerce, which v sited Mexico last August and September and ~ 
strongly urged consideration of government loens to Mexico for 
the purpose of developing Mexico's petroleum reserves. (See 


page 7, January 10, 1949 issue of Current Economic Developments.) 
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Mexico regards the proposed oil development and expansion 
program as vital both for economic development and balance-of- 
payments reasons. The Mexican government does not have the 
necessary dollars to carry out an oil development program 
under its policy of public ownership of petroleum resources 
and facilities nor is it able to obtain loans from private 
investors. 
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CENTRAL AFRICAN TRANSPORT Recommendations looking toward 
ORGANIZATION CONTEMPLATED establishment of a permanent organi- 
zation for coordination of all forms 
of transport in Central and Southern Africa were adopted at 
the Central African Transportation Conference, which met in 
Lisbon the last week of May. An interim organization will be 
set up, with headquarters in Pretoria, to act as a clearing 
house until the permanent body is established at a meeting 
to be held in Johannesburg in 1950. The conference recommended 
a series of principles to facilitate transportation and to 
guarantee against non-discrimination; agreed that no govern- 
ment would take action on transportation matters which affected 
its neighbors without prior consultation; and decided to go 
ahead with certain vital transportation projects for Mozambique-- 
improving the port of Beira and building a railway connection 
providing a direct route between Rhodesia and Laurenco Marques. 
Portugal, France, Belgium, the UK and the Union of South Africa 
were represented at the conference. The US sent observers and 
has been invited to participate with the same status at the 
forthcoming conference. 
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BRITTSH AND FRENCH PLANS The British and French have made 
FOR LIBFRALIZING TRADE | proposals to OEEC for liberaliza- 
ag a tion ef intra-Evropean trade and 
for a European payments plan for the year beginning July l. 
Both plans are aimed at increasing competition in their 
resnective national markets and throughout western Europe. 
Either would .have substantial repercussions upon the present 
and future pattern of world trade and would be a move away 
fron the bilateralism that is restricting European trade. 
The OREC consultative group studied them early this month 
and ~cferred back to member governments of OEEC a proposed 
public statement endorsing certain of the principles common 
to both plans. The British plan, which contemplates an 
inportant departure from their present system of highly 
restrictive quantitative import controls, has been sub- 
mitted to the US. Our approval is needed because of possi- 
ble conflicts with the UK obligations under Section 9 of 
the Anglo-American Financial Agreement and because the pro- 
visions are at variance with proposals we have strongly 
espoused to ERP participants with regard to intra~-European 
payments. We ere also studying the plans from the stand-. 
point of GATT. 





British Proposal The British plan would apply, initially, 
to imports from the OEEC countries, with Belgium subject to 
special conditions and Switzerland excluded. Under it the 
UK would establish open general licenses for the import of 
a large range of commodities traded on private account, but 
not on goods traded on governmen® account, which make up 
over half of British imports. -‘the plans would apply to 
virtually ali raw materials on private eccount, the larger 
part of foodstuffs and liquors, and about half the manu~ 
fectures. Implementation of the plan would rot be svecifi- 
galliv conditioned upon similar action by the other partici- 
pating countries, but Britain vculd make it clecr that her 
ability to continue the import liberalization depends upon 
like action by others. The British proposal would make 
drawing rights 100% transferable among participants, except 
Switzerland aud possibly Beigium, but would completely elimi- 
nate any transfer of dollar aid in connection with the trens- 
fer of drawing rights. ECA aid would be firmly allotted on 
the basissof Western Hemisphere deficits and no part of it 
would be conditional. 





In the second stage, which would come in a few months, 
the UX wceuld broaden the list of commodities covered and 
extend the open general licensing system to the sterling 
area and possibly to other non-OERC soft currency countries. 
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French Proposal The French plan, the multilateral aspects 
of which ere more in line with our thinking, contemplates 
progressive elimination of quantitative import restrictions 
emong OEEC countries, starting now and working toward con- 
plete elimination by mid-1951. There would be pericdic |. 
agreement on lists to be freed by common action, such lists 
to be accepted by all participant countries, the first to 
go into effect October 1, 1949. In addition, supplementary 
lists could be adopted unilaterally by participating coun- 
tries, and the hope is that creditor countries would liberalize 
quotas for imports from their debtors in order to correct 
existing diseauilibria. Temporerily, the free list would 
not include goods which are in excessive backlog of demand, 
or for which marketing conditions differ too widely. The 
French envisage a flexibje drawing rights system based on 
estimetes, with revisior a normal procedure. A sizeable 
part of the drawing rights should be transferable and that 
transferability should be linked to conditional aid, but 
the conditional aid might be split in definite proportion 
by the countries involved. They also recommenc elimination 
of gold and dollar payment clauses in bilateral acccrds, the 
substitution therefor of "consuitation" clauses, and elimina- 
tion of internal economic, financial and monetary practices 
incompatible with the development of intra-European trade. 





* » * 


REQUFST FOR EXIMBANK AUTHORITY =§ Our views on foreign 
JO GUSRANTES FORSICN INVESTMENT |= investment aspects of 

the Point Four program 
have now heen clarified and definite decisions reached, with 
the advise of the National Advisory Council, on such matters 
as guarantees, investment treaties and tax incentives. A 
request will be made at this session of Congress to extend 
the authority of the Eximbank so it may guarantee US private 
capital newly invested in productive enterprises abroad which 
contribute to economic development in foreign countries against 
risks peculiar to such investments. The Bank is expected to 
proceec upon an experimental program in the course of which 
a ciearer picture will be obtained of the specific, detaiied 
form that the program should take and the probable need for 
increasec fund authorization. It is therefore net contem- 
plated to request additional funds for this program at the 
present time. Present Bank resources will permit the conduct 
of en experimental program without interfering with the Bank's 
normai lean activities. It is planned that, if this experience 
denznstrates that the program will be effective in achieving 
the intended purposes and that there is a substantial demand 
for guerantees, Congress will be requested in the future to 
increase the funds for guarantees. 

While 
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While the guarantee program is the only aspect of Point 
Four financing that requires Congressional action, we intend 
to present to the Congress a comprehensive picture of the 
plans to encourage private investment abroad, including invest- 
ment treaties, tax incentives, and technical cooperation as 
well eas guarantees. 


Role of Foreign Investment in Point Four Program Even 
though the major part of capital investment in underdeveloped 
countries should be financed from sources within the countries 
themselves, it is recognized that there is a real role for 
foreign financing from abroad. In generzl, there are today 
three main sources of foreign capital available to under- 
developed countries in addition to that which may flow from 
metropolitan countries to their dependencies: 1) private in- 
vestors, particularly US investors; 2) International Bank; 
and 3) the Eximbank. The policy of both the Eximbank and . 
International Bank is to supplement and encourage, and not to 
compete with private capital sources and, as a result, their 
operations are generally confined to undertakings which are 
not appropriate for private investment. 


- §merican private capital has moved abroad in considerable 
volume in- the. postwar years, particularly in the form of direct 
“investments, taking its technology and management skills with 
it. But this investment has been concentreted both industrially 
and geographically, largely in petroleum ard in Canada, Vene- 
zuela and the Middle East. Moreover, in relation to US income 
and savings and relation to the need for American development 
capital abroad, the volume has been low. US private’ capital, 
with ample opportunities at home for investment at attractive 
rates of return, has shown no great tendency to travel. There 
are significant obstacles to investment abroad that deter 
American investocrs--iinitetions and restrictions of variots 
kinds imposed by governments upon the cperation and management 
of foreign enterprises; the fear of expropriation; and imposi- 
tion of foreign exchange controls limiting remittance of earn- 
ings and capital. If US private capital is to move abroad in 
Significunt and increased volume, steps are needed both here 
and in foreign countries, to eliminate or minimize these non- 
business risks pecuidar to investment abroad. 


Throtigh our overall foreign. policy~--participetion in the 
European Recovery Program, Military Assistance Program, United 
Nations and its specialized agencies, International ‘rade 
Organization and many other activities, we are exerting our 
influence toward the establishment of more stebilized political 
conditions and more satisfactory economic relations throughout 
the world. As these programs achieve success they will eliminate 
many of the besic causes for imposition by foreign governments 
of deterrents to mutually advantegeous investment. 


Investment 
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Investment Treaties We are trying to negotiate bilateral 
sreaties which wili give assurance of fair and reasonable : 
treatment on a reciprocal basis. The Treaties of Friendship, f 
Commerce and Navigation which we are currently negotiating 
contain more comprehensive provisions in this regard than 
earlier treaties. The NAC has considered the matter and recon- 
mends negotiating investment treaties. According to the pro- 
posed treaty commitments, US investors are to be accorded non- 
discriminatory, reasonable, fair and equitable treatment. 

Such treatment shall be no less favorable than that accorded 
to the nationals of the foreign country, with a few exceptions 
necessitated largely by US laws with respect to aliens. The 
treatment accorded US investors would also be no less favor- 
able than than that accorded to nationals of a third country. 
Assurances of freedom to operate, control and manage enterprise 
free from arbitrary requirements regerding local representation 
on the Board of Directors or the employment of local managerial 
or technical personnel is included. Treaty protection is also 
sought with respect to prompt, adequate and effective compensa- 
tion in the event of expropriation of an investor's property. 
If compensation is paid otherwise than in the currency of the 
investor, such compensation is to be convertible into the 
investor's currency on a basis which protects his interest. 

An important treaty provision deals with the rights of the. 
investor to withdraw earnings and reasonable amounts of prin- 
cipal of the investment. If a country finds it necessary to 
impose exchange restrictions, the rights of the investor with 
respect to the withdrawal of funds are defined in the treaty 
and must be specifically provided for. The treaty also deals 
with certain aspects of taxation and conteins assurances re- 
garding tax discrimination against foreign investors. 





Tax Incentives Mejor attention should be given to the 
expeditious conclusion of international double taxation treaties 
which would not only resolve issues of taxability in the US 
and abroad but should also work toward a reasonable allocation 
of net income. At present we have bileteral tax conventions 
in force with six countries and numerous others are in various 
stages of negotiation or ratification. While the sound develop- 
ment of foreign investment is best served by the retention of 
the basic element of our present tax system--equality of tax 
burden, regardless of source of income, whether domestic or 
foreign--new legisletion is believed appropriate which would 
liberalize conditions governing foreign tax credits. Measures 
which would afford relief, thus stimulating foreign investment, 
might be liberalization of conditions governing foreign tax 
credits so that greater tax relief might eccrue where some 
foreign activities result in net profits and others in net 
losses; liberelization of the foreign tax credit where the 
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American corporation holds less than a majority control; 
liberalization of the tax exempt status of US citizens while 
abroad; and credit against the federal estate tax of foreign 
death duties paid on property owned by US citizens in foreign 
countries. If practicable, the income derived by domestic 
corporations from branches and agencies abroad should be 

given the same tax treatment available to foreign subsidiaries. 


Technical Covperation The technical cooperation phase 
of the Point Four program will, in and of itself, operate 
toward overcoming some of the obstacles which now deter the 
flow of private investment abroad. The publicity and indica- 
tion of a desire to take constructive measures for economic 
progress will have a psychological impact on investors 
generally. The reports of technical missions, demonstration 
and experiment projects, will bring to light specific invest- 
ment opportunities. Increased productivity of the labor force, 
improvement of government techniques, increased receptivity 
to private foreign investment, larger domestic markets, and 
deveiopment of the local capital market may all result from 
technicai cooperation. This should result in expanded local 
investment which will, in turn, constitute an inducement to 
foreign capital. 


Guarantees The deterrents to private investment abroad 
cannot be completely removed by investment treaties, by tax 
incentives, or by technical advance alone. Certain risks 
peculiar to investment abroad, particularly in the world 
economic and political situation today, will remain excessive 
from the point of view of US investors. A treaty may assure 
no discrimination against US investors seeking to remit 
profits, but it cannot assure that sufficient dollars for 
that purpose will be available. Similarly, dollars may not 
be available to permit prompt end adequate payment for expro- 
priation. Also the risks of confiscation or seizure cannot 
be fully eliminated through treaties as long as the possibility 
exists of a change in government in the foreign country through 
revolution or war. These are not normal business risks but 
are peculiar to investment abroad. Because of the real exis- 
tence of such risks, it is considered desirable to have as 
part of a general program aimed at facilitating the flow of 
private JS investment abroad, a US government program to pro- 
vide insurance against at least certain of these risks. Many 
worthwhile enterprises might be established with the help of 
&@ guarantee program which would not otherwise be established. 
This vould permit economic development to take place abroad 
withcut any immediate charge cn US government funds and, if 
the guarantee is never invoked, wish no charge on government 
funds at any stage. Thus the guarantee of private investments 


abroad 
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abroad may be a useful instrument to supplement other measures 
to encourage investment abroad and further the basic foreign 
economic objectives of the US. It may not need to be a per- 
manent program as its purpose may be served during a transi- 
tional period in which the treatment of foreign investment 

is improved. 


Congress will be requested to grant broad and flexible 
authority to guarantee against risks peculiar to foreign 
investment. The Eximbank Act should be amended so that the 
Bank, in consultation with the NAC, could offer guarantees 
to US private capital newly invested in enterprises abroad 
which contribute to the economic development of foreign 
countries. Obviously the non-convertibility problem poses 
a risk peculiar to foreign investment and should be covered 
by the guarantee program. while there is somewhat less . 
certainty with respect to risks of loss arising from expro- 
priation and physical destruction due to international war, 
it may well be that they also fall within these limits. 
Study and experience in the course of operation of a guarantee 
program will serve as a continuing basis for defining the 
risk coverage of the pregranm. 


* * * 


YUGOSLAVIA REQUESTS CREDITS: In the past several months 
TR&ADE WITH WEST INCREASES there has been intensification 

of Yugoslav efforts to obtain 
western markets, credits, and commodities, paralleled by a 
reduction in trade activities between Yugosiavia and the 
Cominform countries. 














Requests for Credits On the financial side, a formal 
loan request has been filed with the International Bank, in- 
cluding a detailed application covering 15 projects for a 
total of $230 million. We have been informed by the Yugosiav 
Ambassador that his couniry hopos to receive the items covered 
in the application during the coming three years. The Yugo- 
Slavs have also indicated that they plan to discuss with the 
Eximbank which of the projects contained in the requests to 
the Internz.tional Bank might be financed instead by the 
Eximbank. Before the Department takes a final position re- 
garding an Eximbank credit, it will be necessary for the 
Yugoslavs to give the Eximbank information on the urgency of 
their dollar requirements for 1949; their actual and anticipated 
a availabilities, aside from possibie credits; and the 

xtent to which these availabilities ere already committed 
or earmarked. 





The 
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The Yugoslavs have also been negotiating with private 
US banks on the possibility of credit extension and our 
Embassy in Belgrade has been informed by a representative of 
ths Bank of America that it is considering a $10 million 
eredit fully backed by gold located outside Yugoslavia. The 
Yugoslavs, however, are willing to provide gold collateral 
only for one-quarter of the credit, and only with gold in 
Belgrade. The Bank of America is apparently willing to con- 
sider partial gold collateral only if located outside Yugo- 
Slavia. 


Embassy London has been informed that the British Ambassa- 
dor to Yugoslavia is being authorized to offer the Yugoslavs 
a sterling credit for the purchase of capital equipment in 
the UK. The top amount of the credit is to be &5 million, 
with the actual amount dependent upon Yugoslav commitments 
concerning compensation for nationalized Brtish investments 
in Yugoslavia and agreements for timber and maize shipments 
to the UK. We are concerned about the difficulties of apprais- 
ing the size amd urgency of Yugoslavia's foreign exchange re- 
quirements and its ability to bear the burden of the credits, 
especially since our preliminary studies indicate a balance 
of payments deficit in 1949 ranging from $27 million to $73 
million, with the feeling here that the higher figure is 
more realistic. 


Increased Trade with West According to the press the 
agreement being negotiatea with the UK calls for a five-year 
pact involving about $800 million worth cf goods. Britain's 
present agreement with Yugoslavia is a one-year pact, expiring 
in September, involving an exchange of about $60 million and 
is reportedly working out well. The new agreement will call 
for British manufactures in exchange for timber, grain and food. 





Trade between the US and Yugoslavia has been on the up- 
grade alsc. From the latter part of February, when the new 
US economic policy toward Yugoslavia was put into effect. un- 
til May 27, US export license applications for Yugoslavia were 
approved in a total amount of $17,181,000, about 42% higher 
than the applications approved for all of 1948. Approvals 
since February include 10 oil-well drilling rigs, 2.5 million 
pounds of lard and 10,000 tons of motor gasoline. Of the 
applications outstanding, the one regarded as having first 
priority, which has been pending for about eight months, is 
a blooming mill for manufacture of iron and steel ingots. 

The Yugoslavs heave indicated they want mining equipment from 
us but have not yet provided specific information. They also 
raised the question of aviation gasoline but were informed 
that prospects for licensing it were not encouraging. 


Satellite 
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Fateliite Pressure Meanwhile Yugoslavia's Soviet satel- 

lite neighbors are . increasing their efforts to put an economic 

squeeze on Tito. A Cominform meeting is now being held in 
Porand and reportedly its principa | topic of conversation is 
the economic strangulation of Yugoslavia. The result may be 
a recommendation that all satellites sever economic relations 
with Yuguslavia. Apperently Yugoslav-Czech trade has stopped 
and the Yugoslavs in the press have accused the Czechs of 
violating their bilateral commercial agreement and of obstruct- 
ing negotiations to establish a 1949 list cf goods to be ex- 
chanzed. Yugoslavia has also issued an official statement 
accusing Hungary of running out on its trade agreement and 
the Budapest press has announced that, because of consecutive 
Yugoslav violations, Hungary has cancelled its commercial 
agreement with Yugoslavia. A toughening Polish attitude has 
also been indicated. 


Internal Situation Meanwhile, Yugoslav officials seem 
confident that the internal situation is sound politically. 
They have stated that the Cominform rift made it necessary 
to revamp their fiwe-vear plan. This resulted in harder 
werk and more sacrifices but, because of national pride and 
stubborni3ss, the people responded and the major goals will 
be realized. Imports cnd production of consumer eoods for 
this year had to be postponed but next year it is planned to 
revert to industrialization and production for the home market. 
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aS SRN REGARDING In order to make effective the International 
AGREEV ENT Wheat Agreement concluded by 41 nations 
meeting in Washington January-March of this 
year, ratification is necessary by July 1 by importing countries 
responsible for not less than 70% of the total guaranteed wheat 
a. and by exporting countries responsibdle for not less 
than 80% of the guaranteed sales. (See page 7, March 28, 1949 
issue of fannen Economic Developments. ) Canada and the US , 
both major exporters, have ratified the agreement; this repre- 
sents sufficient action on the part of exporters. In addition. 
Australia, France, and Uruguay--the other exporters--are expected 
to ratify it very scon. We are considerably concerned, however, 
lest not enough importing countries ratify by July 1. We have 
informed our representatives in a number of the importing coun- 
tries of this concern and requested them at their discretion 
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to point out the necessity for prompt action. Parliaments 
of some of the importing countries are not in session and 
conditions in China make ratification there uncertain. The 
only importers which have already ratified are South Africa, 
New Zealand, Greece, Ireland, Switzerland and Belgium, which 
together account for only about 13.5% of. the guaranteed pur- 
chases. Ratification by the Netherlands, the UK, India and 
Israel is expected soon. If all thece ratifications are in 
by July 1, there will still be a small percentage of the 
necessary commitments lacking. 


International Wheat Council to Meet In accordance with 
the decision of the International Wheat Conference, the US | 


will convene the first session of the International Wheat 
Council in Washington July 5, 1949. At this session it is 
planned to organize the Council, which is to make arrangements 
to bring the Agreement fully into effect at least by Septen- 
ber 1, 1949. Preparations for the meeting are to be made by 

a Preparatory Committee, consisting of representatives of 
Australia, Belgium, Brazil, Canada, Egypt, France, India, 
Italy, the Netherlands, the UK, and the US, which will meet. 
June 27, a 
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PRESIDENTIAT, COMMISSION TO We are recommending establish- 

STUDY US TELECOMMUNICATIONS ment of a Presidential Commission 
: to conduct an impartial study 

of the present usage of radio communication facilities by 

the US to determine if we are making the most efficient use 

possible of the spectrum, It will submit recommendations on 

mesiiods of conserving frequencies. This body would be similar 

to the Finletter Commission, which analyzed our national 

aviavion policy two years ago. 


The recommendation is made in reply to a recent request 
from the*Federal Communication Commission for suggestions on 
improving over-all US planning and coordinating procedures 
in this field in order to meet our responsibilities in con- 
nection with the difficult task of implementing the new table 
of radio frequency allocations adopted at the Atlantic City 
telecommunication conferences in 1947. The US strongly en- 
dorsed the establishment of the Provisional Frequency Board 
(PFB) which has been at work in Geneva since the Atlantic 


City 
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City meetings trying to re-engineer operating radio frequency 
assignments throughout the world to conform with this table. 
We have been largely instrumental in securing the continua- 
tion of the PFB in spite of innumerable obstacles to the com- 
pletion of its work. (Sce page 4, May 16, 1949 issue of 
Current Economic Developments.) While the US continues firm 
in “its “support of the spirit and intent of the PFB *n formu- 
lating an orderly usage of the frequency spectrum, there is 

a feeling among a majority of government agencies concerned 
that the US has gone too far in making sacrifices and that 

no further reduction or deferment of US requirements should 
be mace. On the other hand, if the US is not able to come 

up with proposals demonstrating that its requirements as well 
as the requirements of other countries can be brought within 
the allocated bands, this government is not in a sound position 
in approaching other governments to persuade them to reduce 
their stated requirements. 





The FCC, as the agency of the government responsible for 
the allocation and assignment of radio frequencies to non- | 
government users in this country, is faced with a crisis in 
trying to satisfy US demands as long as the users are not 
willing to accept a plan based upon minimum needs that will 
best serve US requirements. Therefore,,/a thorough evaluation 
of US telecommunication policy in relation to the basic foreign 
policy objectives of the US is needed as well as an analysis 
of US frequency requirements. This will involve the con- 
sideration of issues incident to a consolidation of US govern- 
ment facilities in order to eliminate wasteful use of the 
spectrum--which some contend now exists. Also, it will in- 
volve the issue of merger of international telecommunication 
facilities in order to conserve spectrum space. A draft 
letter to the President has. been submitted to the Telecommuni- 
cation Coordinating Committee for comment. 


| DECLASSIFIED FOR PUBLICATION IN FOREIGN 
_ RELATIONS OF THE UNITED STATES 





a 











ISSUE NO. 208 
June 27, 1949 


rLE 


SECRET 


cuRRENT ECONOMIC 
DEVELOPMENTS 





POLICY INFORMATION COMMITTEE 
DEPARTMENT OF STATE 





DECLASSIFIED FOR PUBLICATION IN FOREIGN | 
RELATIONS OF THE UNITED STATES if 














This weekly publication is designed to highlight developments in the eco- 
nomic divisions of the Department of State, and to indicate the economic ‘prob- 
lems which are currently receiving attention in the Department. It is suggested 
that copies be retained on file, as reference will sometimes be made to previously 
reported items to avoid repetition. 


Document Security Instructions 


This document should be treated in accordance with current instructions 
regarding security measures for SECRET material. Extreme care should be ex- 
ercised to avoid public or private discussion of the information herein with or in 
the presence or hearing of any person not authorized to have knowledge thereof. 
For general purposes all classified Foreign Service Officers and other responsible 
economic officers are authorized to have knowledge of the contents of this docu- 
ment, responsibility for the safekeeping of which will be assumed by each recipient 
thereof. It may be retained in protected files or, at the discretion of the recipient, 
destroyed by burning. If not personally disposed of by the recipient, he will 
assure himself that it is burned in the manner prescribed for SECRET material. 


DECLASSIFIED FOR PUBLICATION IN FOREIGN 
RELATIONS OF THE UNITED STATES 








om BEST COPY AVAILABLE 


June 27, 1949 


CONTENTS 
Page 
Commonwealth Aviation Trends 
Matter of Deep Concern to US - - - --+-+-+-+-e+---. 1 


Investment Program 
Essential for Itaiv ---+-+-+-+-+e-+#-+-+-+-+-+e-e--s. 2 
Present Sitvaticn 
Action Needed 


Assent Given by US to Import 
Regulations in French Morocco - - ---+--+--+--s 4 


ECOSOC Holds 
Ninth Session - - ----- eco etree er ee eee 5 
Technical Assistance for Economic Development 
Forced Labor 
Zconumic Commission for Middle East 
Misceilansous 


Decisions of Fourth Meeting of 
International Tin Study Group- ---+-+-+-+-+-e-- 8 


DECLASSIFIED FOR PUBLICATION IN FOREIGN } 
RELATIONS OF THE UNITED STATES f 








f2) 
fi 
3 


BEST COPY AVAILABLE 


COMONWESLTH AVIATION -TRENDS. We are seriously concerned 
MATIZR OF Ds&itP CONCERN TO US over -the possible effects on 
i OPER a re oo as internatioral civil aviation 
policies of the sharp veer from Bermuda <. icepts reflected 
in current aviation developments, within the Commonwealth. - 
There is some evidence that these developments may place . 
pressure first on the UK and then on the US to recede from 
the Bermuda formula to a more restrictive:type aviation bi- 
lateral-~-which would hamper US civil airline operations | 
greatly and would destroy the general world-wide aviaticn 
pattern along Bermuda lines as accepted by most states. 











British civil aviation offictals have asked cur views 
on the diilemna confronting the UK with respect to Common- 
‘Wealth aviation matters. The &ustralians are firm in their 
policy of anti-Bermuda and, without-consuiting the UK, have 
just negotiated an aviation bilaterai with Pakistan calling 
for 50-50 traffic division and have agreed to an Indian pro- 
pesal for joint aviation discussions along the same lines. 
india, too, is adamant on the 50-50 capacity split ard the 
reserving of india-Pakistan traffic for carriers of those 
countries. In preliminary talks with the UK, India has taken 
the position that Permuca does not work, that US carriers and 
KLM heave carried far more traffic to and from India than'is 
justified and that it plans to renegotiate with the US and 
the Netherlands soon in order to correct this situation. 


The UK claims that it strongly wishes to avoid giving 
in to the cpponents of Bermuda type air agreements, particulcr- 
ly now that the US has brought Canada into the fifth freedom 
camp. Every effort will be made to achieve a Bermude tyne 
agreement in each case. However, the UX is bound by its 
practice of reserving the right to conclv.- other arrange- 
ments with the Commonwealth. In the ccse cf India, the UK 
is enxious to avoid eny action which might strain the siender 
ties binding India to the Commonwealth. In the event the 
Indians will not give on the fifth freedom issue, tie UK 
Wili insist that the egreement not become effective until 
after renegotiation of the US-India bilateral. In cur view, 
this step wculd have the same effect as if the UK and India 
were jointly attempting to force the US from the fifth free- 
dom field under the Bermude principles. 

US-UK savietion discussions in 1946 clearly recognized 
& Commonwealth policy regarding: division of traffic between 
Commonwealth nations--but it did not apply to other than 
third and fourth freedom traffic between two Commanwealth 
countries. British extension cf that policy to include fifth 
freedom traffic rights insofar as other than Commonwealth 
countries are coneerned eppears to us sericusly to threaten 
Bermuda principles throughout the world. 

| We 
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We are expressing 0 ovr deep concern to Australia over 
its recent restrictive agreement with Pa'*stan and our sur- 
prise that the freer competitive provisicu.s of the Bermuda 
formula ; inherent in the US-Austrelien type agreement, were 
not followed. We frankly admit our concern over seeing any 
naticn agree to division of traffic on a predetermined basis, 
econside2 ring that such agreements erroneously sacrifice the | 
concept of competitive growth of the transport industry to 
a Goctrine of greater security of operation inherent in 
predetermination of traffic. 


x * * 


INVESTMENT PROGRAM The main economic problem facing Italy, 
ESSENTIAL FOR ITALY according to a recent State-ECA mission 
to Italy, is the institution of an 
ageressive over-all investment program which wili ensure 
reasonably full employment of Italy's resources without, 
however, upsetting the monetary stability already achieved. 
The mission points out that, while private initiative is 
generally preferable to public expenditures, the gatter 
should be prepared to fiil in the gap between the amount 

of private investment and the aggregate level of required 
investment. Alt nough the italian government appears to be 
increasingly aware ot the impcrtance of an adequate invest- 
ment program, the mission feels present tlans are insufficient. 
Part cf the problem of planning an adequate investment pro- 
gran for Italy arises from the inadeouacy of existing statis- 
tical data and the weakness of the administrative machinery 
for the preparation and implementation of such a program. 














Present Situation A substantial improvement in the 
government budget and the continuance cf the deflationary 
monetary policies instituted in 1947 hceve made it possible 
for Italy to achieve monetary stability in 1949. However, 
the prolonged enforcement of these policies is at the same 
time one of the main causes of the present low ievel of pro- 
duction ani employment. The present trend of economic 
activity in Italy is well below any reasonably full employ- 
ment of available resources, in view of the adequate supplies 
of rcw materials, extensive un-utilized plant capacity, in- 
creasing unemployment and the existence in Italy of e vast 
potential mass market which only lecks effective purchasing 
power. The specter of inflation, often raised as an obstacle 
to an ambitious investment program, does not appear to the 
State-ECA mission to be relevant, for it is only as the full 
utilization of the available focilities is approaehed that 
price inflation becomes a real danger. With careful plenning 
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in advance for possible contingencies, it appears that Italy 
has little to fear and much to gain from an aggressive public 
investment program. In the field of housing, for example, . 
which could be of great importance in absorbing Italy's un- - 
employed, private investment since the war has been very ’ 
limited despite the availability of the necessary raw. mater- 
ials, and the government has failed to eo7atiten adequate 
plans to compensate for this lack. | 


Action Needed . The mission. found that existing data were 
neither complete nor sufficiently accurate. to.enable the — 
determination of an investment program which would be ade- 
quate yet not likely to affect the existing financial stability 
of the of the country. Italy's first substantive task is, ~ 
therefore, to estimate the actual rate of investment expendi- 
tures, both private and under existing public and semi-public 
programs for 1948-1949 and prospectively for 1949-1950, and 
to compare this with estimated resources currently available 
for financing such expenditures. After determining the dif- 
ference between the prospective and required levels .of invest- 
ment expenditures, steps probably will be required to encourage 
private and semi-public investments and to accelerate the ~ 
expenditure of the carry- -over of the bt 1949. lira counter- 
part fund. | , 3 a, 


The mission feels that the volume and direction of " 
private investment in fiscal 1950 will be inadequate to in- 
sure achievement of Italian recovery goals. The reasonably 
full utilization of Italy's industrial plant and other re- 
sources and, consequently , the full utilization of the ECA 
funds placed at Italy's disposal, will depend essentially.. 
on’ aggressive action by the Italian government, particularly 
the launching of. a coordinated public investment program. | 
The. general: problem of directing investments.into the desired 
fields is still an important consideration, although. the 
kind of speculative inventory accumulation which took place 
in 1946 and 1947 is no longer likely. | 


Since all of Italy's important sources of. credit are 
controlled directly or indirectly by the government, the 
problem in this connection is not the absence of control 
devices,-but rather the failure to use them in a coordinated 
manner, in accordance with an over-all investment progran. 
No aggressive investment. seems possible to the mission while 
the present monetary restrictions, inaugurated in an infla- 
tionary period, are imposed on the Italian economy. The re- 
laxation of credit control policies, announced in April 1949, 
chiefly the reduction in the cfficial discount rate and the 
proclaimed government encouregement of the formation of re- 
gional institutions for financing medium and small businesses, 
while steps in the right direction, are regarded as insufficient. 
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~The pessimistic outlook for investment in Italy during 
fiscal 1950 is caused primarily by the absence of effective 
means for formulating over-all national economic plans and 
policies, and the absence of effective machinery for insur- 
ing that .these plans are carried out. The lack of a clear- 
cut jurisdictional line between the three inter-ministerial 
committees charged with various phases of economic cvdordina- 
tion, the relative weakness of the committee which should — 
have assumed the lead in the field of investment, and the 
lack of adequate staffing make a reorganization of the exist- 
ing machinery a necessity. One proposal for such a reorganiza- 
tion envisages the establishment of a new committee, with 
a strong staff having no other responsibilities, which would 
be responsible for establishing the over-all level and compo- 
sition of public and semi-public investments and would offer 
policy guidance. to the credit committee and.to all agencies 
in fields affecting investment. Another possibility would 
be the establishment. of a strong investment and monetary © 
policy staff under the Minister of the Budget. The findings 
of this mission nave not been unanimously accepted either 
by the Italian governmerit or by US observers. While the 
Italian Senate has approved a resolution favoring the expan- 
Sion of investment and prcduction, and Embassy Rome has ex- 
pressed its agreement with this program, conflicting views 
have been voiced. For example, the Governor of the Bank of 
Italy has stated that a further shift in credit policy 
toward increased encouragement of expansion is not now 
desirable. 





a * 


ASSENT GIVEN BY US TO IMPORT The assent of the US to the 
REGULATIONS iN FRENCH MOROCCO recently instituted controls 

governing imports into French 
Morocco was given on June 10, for a period of three months, 
on the basis of certain proposals made by the French during 
the course of discussions between representatives of the 
two governments. In December 1948, Protectorate authorities 
issued a decree providing that all imports, even those not 
requiring an official allocation of foreign exchange, would 
in the future require the issuance of an import license and 
these licenses would be restricted to a list of essential 
goods. Prior to this time most goods could be imported into 
the Protectorate without an import license if the importer 
did not require an allocation of dollar exchange from the 
Protectorate exchange office to finance such imports. This 
had led in many cases to'illegal exchange trensactions and a 
reduction in the number of dollars available to the franc 
area, hence the adoption of import controls. 

' Our 
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Our treaty position in Morocco provides that no law or 
regulation may legally be applied to US nationals urless 
this government gives its consent. “hile we were asked for 
assent to the application of the regulations to US nationals 
resident in Morecco it was applied by the authorities before 
formal assent was given and goods consigred to Americans 
were detained in customs. We informed the French government 
that we would not give further consideration to the regula- 
tions until the French released, without penalty or storage 
charges, the goods held in customs e-d until it was officially 
recognized that the regulations were not appiicable to US 
nationals until formal assent was given. The goods were 
subsequently released. 


Discussions were thereupon undertaken with a view to 
reaching agreement on certain measures which would protect 
American commerical interests in French Morocco. On the 
basis of proposais made by the French, and on condition 
that the discussions would continue, assent was given, with 
full reservation of existing US treaty rights in Morocco, 
on June 10, 1949. The Protectorate authcrities will estab- 
lish quotas for the allocation to Americans of exchange 
covering certain ccmmodities, with a vorovision to cover new 
imperters; wili grant licenses liberaliv for the inportation, 
without an allocation of foreign exchange, of ali items in- 
cluded in the list cf essential goods and will not change 
this list without the consent of the US Consulates in 
French Morocco; they will grant iicenses, upon the inter- 
vention of an American Consuiete, for the importation of 
goods not for ressie, but for use by the importer. It was 
also agreed that imports would be valued on a uniform 
basis for custom purposes. 


* * * 


ECOSOC HOLD, The ninth session of ECOSCC will convene in 
NINTH SESSIO Geneva July 5 with the UN technical assistance 

program and forced la: or the chief issues of 
consideration. All of the Commissions and most of the 
specialized agencies will report and there are agenda items 
on food and transport plus a number of social and orgeniza- 
tional matters. . 








Technical Assistance for Fconomic Development In avrwd- 
ance with a resoiution approved at the last ECOSUC session, 
the Secretary General has submitted a plan for an expanded 
program of technical assistance for economic development 
through the UN and specialized agencies. The specific 


projects 
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projects set forth in thezeport total $35.9 million for the 
first year and $50.2 million the second. This report will 
reauire the scrutiny of the US and other governments with 
a view to assuring eé fully coordinated and practicable pro- 
gram. In general, the Secretary General's report is as 
satisfactory from the US viewpoint as can be expected of 
any international document dealing with es controverSial a 
subject as economic development. 


In considering this program, we ili not approve a 
common fund under UN for eli of its technical assistance 
programs since we believe the UN is not eauinped to handle 
this. We prefer a plan for separate budgets for each 
specialized agency with UN having, in acdition to funds to 
be expended directiy by UN, a limited amount which could 
be used to finance certain projects to be carried out jointly 
by participating organizations and to make up for ceficien- 
cies in the bucgets of particular organizations. Special 
budgets for technical assistance should be established by 
the specialized agencies through voluntary contributions. 
Members could contribute usable currencies which may be, 
at least in part, loca] -urrencies. Governments of all 
recipient countries w*:id be asked to assume responsibility 
for all local expenditures and in any event not less than 
one-third of the total cost of the project. While we agree 
with the Secretary General's report as to other undertakings 
by recipient countries, we believe tnese snould be strengthened 
with regard to many matters, including the giving of full publi- 
city to the program intcrnally and permitting observation 
by imparvial observers representing the international organiza- 
tions. concerned. Ve believe that the US should be prepared 
to contribute up to 43 or 45% of the total cost of the pro- 
grams, which would represent a contribution by the US of 65 
to 70% of the total international funds required. Common- 
wealth countries, Benelw: and France should be asked to con- 
tribute 14 to 17% and the balance shculd be sought from men- 
vers generally. This position, however, is subject to Con- 
gressicnel action on our Foint Four voposals. 


We believe that a Technical Assistance Committee, as 
proposed by the Secretary General, should be established. 
However, the program this committee draws initially should 
not be submitted directly to the General Assembly and special- 
ized agencies but should be subject to prior scrutiny by 
ECOSOC and by a central intergovernmental body on which a 
number of the potential key contributors, including the US, 
UK and France, should be represented. This should be a 
committee of ECUSCC and we hope it will be established as 
eerly in the ECOSOC session as possible so that it may . 


consider 
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consider the Secretary General's program proposals and sub- 
mit the program for action by the General Assembly and the 
specialized agencies later in the year. The regional econo- 
mic organizations, we believe, have a potentially useful 
role as supplementing and contributing to the work of UN 
and the specialized agencies, particularly in providing in- 
formation. on proposed projects through their secretariats, 
but should not be considered as an essential part of the 
organizational mechanism on technical assistance and should 
not have operating responsibilities. 


Forced Labor Pursuant to the resolution of the last 
ECOSOC session, the ILO Governing Body has met and decided 
that a Commission of Inauiry should be established at the 
earliest moment possible to investigate the whole question 
of forced labor. Our ECOSOC delegate will request the UN 
Secretary General to consult with the Director General of 
ILO on specific plans and cost estimates for such a survey, 
referring them to this session of ECOSOC if possible, or to 
members in acvance of the next session. We will insist that 
the actual conduct of the Commission of Inquiry be left to 
the ILO as soon as the details of the program have been 
worked out and the financial arrangements accepted by the 
ILO Governing Body and ECOSOC. Consideration of a closely 
allied agenda subject, the Problem of Slavery, we believe 
should be deferred in view of inadequate documentation. If, 
however, a strong move exists for a staff of experts to con- 
sider the problem, we will agree but urge that such study 
be made under ths auspices of the impartial Commission of 
Inquiry into forced labor. 


Economic Commission for Middle East While our delegate 
Will avoid any outright opposition to consideration of the 
report regarding establishment of an Economic Commission for 
the Middle Zast, he will support any proposal for postpone- 
ment of this question. If the matter is considered, we will 
not oppose ECME's establishnent, although we are somewhat 
skeptical of its usefulness, but we will make clear that, 
Since Israel has now become a UN member and is in the geo- 
graphic scope of the prorosed commission, Israel should be 
added to the membership list 

Miscellaneous We will support development of a general 
convention on stateless persons. We will propose that the 
Council recommend that it is not desirable to reopen the 
questicn of agreements with specialized agencies in view of 
the fact that sufficiently satisfactory progress is being 
achieved in collaboration among UN and the specialized 
agencies within the framework of present agreements. The 


Council 
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Council has on two previous occasions expressed disappoint- 
ment in the Economic and Employment Commission because it 

did not come to grips with its problems nor make specific 
concrete recommendations. The last session of the Commission 
was more satisfactory in this regard and the Us delegate will 
support having the report noted but will make some specific 
remarks, including support of a series of studies te be 
undertaken by the Secretary General in cooperation with the 
specialized agencies. wWe will support the Commission's 
recommerdation that its two subcommissions be abolished and 
that its terms of reference be maintained but oppose its 
suggestion that it review the reports of the specialized 
agencies and regional commissions or that it first review 
items for the ECOSOC agenda. Our representative will not 
Oppose any general discussion of the world economic situation 
and will be prepared to discuss the current economic situa- 
tion in the US. 


* * * 


DECISIONS OF FOURTH MEETING CF Persistent US efforts at 
INTERNATIONAL TIN STUDY GROUP the fourth meeting of the 
International Tin Study 
Group, just concluded in London, were successful in averting 
the adoption cf a resolution calling for the immediate con- 
vening of a tin conference to negotiate a commodity agreement. 
Instead it was decided to set up 4 worling party, open to all 
member governments, to prepare a statement on the position 
and prospects of the tin industry which would serve as the 
basis for a later meeting of the Group to determine whether 
they should ask for the convening of an international tin 
conference. The working party also is asked to prepare the 
draft of a commodity control agreement which might be con- 
sidered at such a conference. September 30 has been set as 
the target date for circulation to members of the report. 
Our delegation did not commit US participation in the work- 
ing party. 


The British, supported by the French, Belgians, Bolivians 
and Thais, had favored adoption cf a resolution requesting 
the UN to call a conference to negotiate a tin agreement as 
soon as possible. We see no early need for a commodity con- 
trol agreement regulating tin since it is expected that non- 
commerical procurement will preclude any burdensome surplus 
developing within the next two or three years. We also feel 
that freedom from restrictions is desirable during a period 
expected to reflect a workable equilibrium and that it is 
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undesirable to establish arrangements to meet a problem not 
clearly defined. Our position was accept.d on the basis 

that there was reasonable prospect that our current bilateral 
tin negotiations with the UK, the Netherlands and Belgium 
Will be successful. 


The Study Group considered statistics and estimates of 
tin production and consumption for commercial purposes for 
the years 1949 through 1953--taking into account existing 
stocks. Estimated production is shown at 170,000 long tons 
for 19493; 190,0CO for 1950; and 205,000 for 1951, based on 
the assumption that there will be no fundamental alteration 
in economic, social and political conditions in the producing 
areas. The estimated consumption for commercial purposes is 
138,000 long tons in 1949; 158,000 in 1950; and 162,000 in 
1951, assuming the maintenance of full industrial activity 
in all consuming countries, the availability of the necessary 
foreign excnange for purchasing full recuirements, no re- 
strictions on the end uses of tin after 1949 and no curtail- 
ment of the end uses of tin as the result of shortages of 
materiai ancillary to its use. These figures indicate an 
existing and growing excess of production over commercial 
consumstion; they take no account of production or consump- 
tion in the USSR nor of purchases for non-commercial purposes. 
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: Britain's dollar deficit has been 
F RGNCTAL DIFFICULTIES increasing at an alarming ‘rate: during 
: the last quarter year with’ the result 
that: x gold ‘ana dollar reserves have dropped below thé $2 
billion minime®.which the British were seeking to maintain. 
The British have, therefore, been considering means’for re- 
ducing the drain on their dollar supplies and-have called a 
meeting of Commonwealth finance ministers for the middle of 
July to discuss possible solutions. Secretary of the Treas- 
ury Snyder will,‘during the course of his current European 
visit, confer with Sir Stafford Cripps on Britain's economic 
position ‘and its implications ‘with respect to US long-range 
‘objectives for international trade and finance. The critical 
position‘of the UK's dollar reserves served to stiffen _ 

. British objeétions,; in recent OEEC negotiations, against any 
intra-Hur opean” payments agreement which might result in -re- 

ducing their ECA aid or otherwise losing gold or dollars. 

The payments agreement finally reached represented:a compro- 

mise between this position and the desire of the US and the 

other European countries for an arrangement.which:- would facili- 

tate freer trade among OBEC nations. 


Although British industrial sredustion is now 135% of 
prewar and exports, on a volume basis, are up 55% over the 
prewer period, Britain's exports to the dollar area now 
comprise a smaller portion of total exports. While the 
deterioriation in the UK's reserve position appears to have 
been sudden, many ‘of the underlying factors have: been develop- 
ing for some time. During the post-war period,” British prices 
have not been competitive with US and Canadian prices and, 
since British manufacturers could make greater ‘profits: on 
sales to other areas than’on sales to the dollar area, they 
have had no incentive to develop markets in the former at 
the expense of sales to the latter. -The recent decline in 
business activity in this country, accompanied by the develop- 
ment of a buyers’ market and decline in US prices, has thus 
contributed to'the recent drop in‘the UK's dollar exports. 
Price declines in such sterling area’ exports aS ‘cocoa ; rubber 
and tin and a moderate increase. in imports of -the sterling 
area from the US and Canada are dlso factors contributing 
to the British problem. These factors not only increase - 
Britaim’s own dollar deficit but also increase the dollars 
requiréd from Britain to meet the dollar deficits of other 
sterling area countries. In fact it appears that the 
sterling area, rather than the UK itself, is primarily 
responsible for the increased drain on Britain's dollar 
resources. In addition, the increase in the volume of 


cheap 
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_theap sterling transactions (whereby sterling area goods 
are shipped to the dollar area via intermediaries at an -. 
effective exchange rate considerably under the official :. - 
rate).has meant that sterling area countries are not re-_ -:: 
ceiving any dollars seed a part of their experte ve the 
caller area. | | — 


Two of the. alternatives open to the: British for meet- 
ing this problem are: 1) the reduction of British imports 
from the dollar area; and 2) a reduction.in the amount of 
dollars made available to sterling area countries for their 
dollar deficits. A substantial reduction in British im- 
ports from the dollar area would serve as a major means of 
eliminating the drain, but the implementation of such a | 
program.would take time during which the drain would con- 
tinue, and would require further sacrifices by the British 
people. In addition, such a reduction might raise questions 
of trade discrimination against US goods under Section 9 . - 
of the Anglo-American Financial Agreement. 


The British would undoubtedly find great difficulty 
in attempting to persuade the sterling erea countries 
to reduce substantially their imports from the doller 
erea. However, if such cooperation proved unobtainable, 
the UK might find it necessary to curtail the present. 
rights of access to,.British.reserves by these countries... 
The existence of sigable sterling balances in relatively 
liquid form makes it ywnlikely that any self-governing 
sterling area country, with the possible exception of 
South Africa, would make a net contribution of gold or 
dollers to the UK. It may, therefore, become necessary > 
for the British to translate some of these balances into 
fixed, long-term: obligations. 


After extensive consideration of conten proposals 
for the ‘liberalization of Sonzesnarepess, trade (see page 1, 
June 2Q, 1949 issue.of omic Developments) | 
agreement was preached wi the EEC on.an intra-~ “4 
European -payments Plan for the current year. This plan 
provides for the transferability from one creditor to... 
another of 25% of the drawing rights set up for a given 
debtor country under the payments plan and of the doliar 
aid conditional upon these drawing rights. _ - 
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AN Within the past several months, the 

3° European countries have conducted ex- 
tensive bilateral trade negotiations 

many of which point toward an increase in the flow of east- 

west trade while others are aimed at acquiring needed raw 

materials and developing markets in the Middle East and 

Latin America. Since its break with the Kremlin, Yugoslavia 

has been chief among the eastern European countries seeking — 

expanded trade with the west, but probably significant trade 

overtures have also come from Czechoslovakia and Poland. 

(Regarding Yugoslav trade, Wag 6, ives 30, 398? sedis 

of Current Economic pevele Ss. Notw Standing efforts 7 

to increase east-west trade, there has continued to be an 

increase in intra-eastern European trade. 





Among recent negotiations of particular concern to the 
US has been the long-term, bulk-purchase, barter-type agree- 
ment which the UK has concluded with Argentina. There are 
now reports that Uruguay and Brazil may socn enter negotia- 
tions with the UK for similar agreements. The Department 
is also concered over reports of a six-year UK-Danish agree- 
ment providing for the UK to take 75% of Danish butter exports. 
Although the UK-Argentine trade arrangements are more flexible 
than we originally thought, we feel that this type of agrée- 
ment generally is unduly restrictive of trade and contrary 
to the spirit of the General Agreement on Tariffs and Trade 
(GATT) and the Charter for an International Trade Organiza- 
tion (ITO). (See page 1, June 13, 1949 issue of Gurren’ 
Economic Developments.) There is also growing dissatisfaction 
among Canadian officials with the type of bilateral trade 
deals which the UK has been negotiating. Efforts to counter- 
act the increasing trend toward bilateralism are going forwerd, 
notably through negotiations among the OEEC countries for the 
liberalization of European trade. (See page 1, June 20, 1949 
issue of Current Economic Developments.) The multilateral 
approach is also being followed in the GATT negotiations 
now being conducted among 34 nations at the ecy trade 
conference. In specific cases of restrictive bilateral ne- 
gotiations, the US, while recognizing the necessity under 
present world conditions for certain of the measures being 
adopted, has made representations to the countries engaged 
in those negotiations in the interest of seeing that the 
diversion of trade into’ uneconomical channels is minimized. 


East-West Trade Delegations from both the UK and France 
are now in Moscow negotiating trade agreements with the 
Soviets but little information has been received as to 
specific commodities, prices, or quantities being considered. 
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A French Foreign Office official has expressed the view 

that the Soviet approach to France regarding an agreement, 
the first such approach in three years, represents a change 
in Soviet tactics as‘a result of the strengthening of west- 
ern solidarity. The French insist that they will be careful 
not to furnish the Soviets with items which could materially 
add to the Soviet war potential. A USSR-S:edish agreément 
signed in April provides for the export by Sweden of ball 

and roller bearings, quality steel and steel products in 
exchange for minerals, fertilizers, asbestos and lubricating. 
oils. Anticipated negotiations between the USSR and Switzer- 
land have not taken place. The Swiss Under Secretary of 
State has informed Minister Vincent that although the commodi- 
ties list attached to the 1948 bilateral agreement is already 
subject to re-discussion, neither the Soviets nor the Swiss 
have made any move to open discussions. Swiss-Soviet trade 
has apparently fallen far below expectations. The official 
recently stated also that Swiss trade with all eastern Euro- 
pean countries is declining, particularly with Yugoslavia 

and Czechoslovakia. Our statistics indicate that in 1948 
Swiss trade with Yugoslavia increased but Swiss trade with 
Poland and Czechoslovakia declined. 


A new three-year Italian-Polish renewal agreement con- 
cluded this month foresees the exchange of $50 million worth 
of merchandise during the first-year. The Italian list is 
to include fruits, vegetables, machinery, dyes, textiles, . 
tires and wines, while the Polish list, in-adaition toa 
miliion tons of coal annually, will include grains, timber | 
and chemical products. Delegations from the two countries | 
will continue to negotiate a long-term agreement to cover — 
Italian exports of heavy equipment against Polish coal. 

The. Italian Foreign Office has stated that conclusion of 

the agreement was reached within a general framework of long- 
term planning to re-animate normal Italian trade channels 

in order to leave Italy, upon termination cf ERP, as inde- 
pendent as possible of abnormal hard currency sources of 
Supply. In commenting on the negotiations with Polend en 
official of the Italian Foreign Office appeared convinced 
that Polish coal is the key to the expansion of east-west 
trade and the reduction of Italian dependence on trans- 
Atlentic dollar coal. <A Netherlends-Polish agreement signed 
in February cells for a substantial increase in the trade 
between these countries. According to the press, it will 
amount toe 25% increase in Dutch imports from and 60% in- 
crease in exports to Poland. The principal items to be 
delivered by the Netherlands include rubber, copra, tin and 
tin alloys, chemicals and electro-technical equipment. 


Poland 
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Poland is to supply coal, machinery, zinc, textiles, timber, 
ceramics and other items. A protocol was also drawn up pro- 
viding for the placing of increased orders by Poland for 
river and coastal vessels and port equipment to the approxi- 
mate value of $20 million, to.be paid for by deliveries of 
Polish coal over the ensuing three years. Recent Polish 
negotiations with Sweden did not result in agreement but 
trade between the two is to be continued under a temporary 

~ joenspiamae of the previous agreement pending further negotia- 

ons 6 


In numerous approaches to US representatives, Poland 
has requested negotiation of a triangular trade arrangement 
whereby Poland would get US cotton in exchange for increased 
coal deliveries to OEEC countries. This request has been 
under study by the Department and other interested agencies. 
The Czechs have similarly offered to send commodities to 
western Europe against shipments of US cotton. 


'. In addition to a long-term agreement being negotiated 
with the UK, Yugoslavia has recently signed trade agreements 
with France, Sweden and Denmark and is currently conducting 
negotiations with Italy. The one-year French-Yugoslav agree- 
ment provides for an exchange of goods valued at siz billion 
francs: each way. Yugoslavia is to export to France non- 
ferrous ores and metals, chemical products, timber, tobacco, 
hemp and other agricultural products in return for steel 
products, electrical and other machinery and one complete 
blast furnece. . France and Yugoslavia have also signed a 
protocol providing for the early negotiation of a five-year 
‘agreement for the exchange of Yugoslev raw materials for 
specified French capital equipment items. The one-yeer 
Yugoslav agreement with Sweden provides for an exchange of 
goods each way valued at 90 million Swedish crowns, Yugoslavia 
to import machinery, steel products, electrical equipment 

end paper in exchange for exports to Sweden of. tobacco, oil- 
cake, corn, copper, lead and hardwoods. The one-year Yugoslav 
agreement with Denmark provides for. Yugoslav exports valued 
at about 13 million kroner and Danish exports valved at about 
81x million kroner, which is a sizable increase over the 
1948: Danish-Yugoslav. trade of 2 million kroner each way. 

. The difference in the value of Yugoslav exports over Danish 
is to provide payment for Danish industrial products pre- 

~ viously contracted for. Signature of a new one-year Italian- 
Yugoslav agreement is expected momentarily. The exchange 
envisaged is about 25 billion lire each way which, while 
somewhat less than last yeer's agreement, is double the 
actual 1948 trade. The chief Italian import is 12 billion 


lire 
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lire worth of timber, which the Italians feel cannot be 
absorbed but without which the agreement would be of small 
consequence. Other Italian imports include lead, copper, ' 
. Zine concentrates, coal and bauxite. Italian exports to 
Yugoslavia are to inelude machinery and iron and steel semi- 
manufactures. The five-year Italian-Yugoslav agreement. of 
1947 is unchanged and continues in effect, but implementation, 
as heretofore, is expected to be poor because of the lack of 
products on the Yugoslav side. : : one 
Czechoslovakia early this year concluded agreements with 
Iceland and Norway, recently initialed an agreement with the 
Netherlands, is currently negotiating with the UK and Austria, 
and has scheduled negotiations with France, Belgium, Switzer- 
land and Italy. The agreement with the Netherlands provides 
for a turnover 25% less than the actual 1948 volume, probably 
because of the inability of the Czechs to offer more steel 
products. On the other hand, the Czech-Norwegian agreement 
boosts the commodity exchange between those countries from 
approximately 15 million kroner yearly to about 70 million 
kroner. Surprisingly, the Czechs failed to insist on de- 
livery of items such as beryl, which Norway had thought to 
be necessery for agreement. Norway has assured us that no 
critical items are on its list of exports. With regard to 
present Czech-British negotiations, the letter have indicated 
that Czechoslovekice is eager for an agreement in order to 
earn sterling required for the purchase of wool anc other 
basic raw materials. The principle obstecle to the conclusion 
of a substantial trade arrangement between the UK and Czecho- 
Slovakia is the fact that Czech exports are not what the UK 
considers essential; however, the British Board of Trade has 
stated that it may be possible for the UK to accept a certain 
amount of less essential Czechoslovakian manufactured products 
in exchange for an adequate settlement of the question of 
compensation for nationalized British properties. Czecho- 
Slovakian negotiations with the French were scheduled to 
begin in June but have been postponéd until September. The 
French are reported dissatisfied over Czech reluctance to 
take non-essential goods and failure to furnish needed goods 
such as timber for French mines. Czech.discussions with 
Italy may.also begin in September. In addition to discussing 
payment of nationalization cleims, Italy wants’ to discuss 
the general sphere of Italian representation in Czechoslovakia. 


Hungery and the -UK are at present negotiating a general ; 
trade agreement, the only errengement now in effect ‘between 
the two countries being a Ministry of Food contract. ~“Prench- 
Hungarian negotiations are also scheduled. Under the French- 


Finnish 
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Finnish agreement drawn up last montn trade is expected to 

be about 11 billion francs each way, double the value of 

the 1948 trade. The quota of French exports to Finland of 
iron and steel is increased over the previous agreement al- 
though actual deliveries under that agreement were below 

quota amounts. Of significance in a Danish-Finnish agree- 
ment is the fact that beef, pork and dairy products, which 
Finland has imported in large quantities from Denmark during 
the last few years, have been virtually eliminated as a result 
of the improved domestic supply in Finland. Finland has also. 
concluded agreements with Sweden and Greece. 


Intra-Bastern European Trade Since the first of the 
year, the countries of eastern Europe have negotiated many 
and substantial trade agreements with one another and it 
appears that the trend of the last few years toward the in- 
creased relative importance of intra-eastern European trade 
in the total trade of those countries will be maintained or 
possibly heightened. It is believed by some that the trade 
increases reported to be from 30-60% in the various agreements-- 
indicate greater realization of inter-dependence plus Soviet 
pressure for activation of the Council of Mutual Economic 
Aid rather than any marked advance in economic recovery in 
the countries concerned. Increased economic integration of 
Czechoslovakia and the USSR is indicated by a trade protocol 
drawn up in March emending 1949 quotas to provide for increased 
shipments of Soviet raw materiais in exchange for Czech con- 
sumer goods. Czech negotiators were reported. to be particularly 
interested in non-ferrous metals. There are indications of 
considerable increcses in imports into Czechoslovakia from 
other eastern European countries also. Czech exports to 
eastern Europe, however, still exceed imports by a wide margin. 
Czech exports eastward heave increased particularly in machinery 
and machinery tools, automobiles, iron and steel products, 
textiles and rubber goods. 


A Soviet-Rumanian agreement signed early this year 
envisions trede between the two countries 2-1/2 times the 
1948: trede. The USSR is to supply industrial equipment, 
automobiles, metals and coke in exchange for Rumanian oil 
products, timber, locomotives and freight cers, chemicals 
and consumer goods. The USSR is also to accept orders for 
capital equipment and to supply technical assistance to 
Rumanian construction end industry. The value of goods is 
to be 465 million rubles cach way. An increase of 60% in 
the exchange of goods between Poland and Bulgaria was said 
to be provided for in a recent extension of the agreement 
between those countries. According to the Bulgarian press, 


Poland 
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Poland is to supply Bulgaria with considerable quantities 

of metals, chemicals, railroad construction equipment and 

raw materials for the textile and chemical industries in 
exchange for Bulgarian agricultural products, wooden materials 
and raw materials for the Polish metal industry. Bulgaria 

and Hungary announced a new agreement last March which they 
said was designed to increase economic collaboration. Hungary 
is to supply machinery and equipment needed for electrifica- 
tion, mining and heavy industry in return for Bulgarian ores, 
other raw materials and semi-finished products. Under a 
recently approved Bulgarian-Czech agreement, Czechoslovakia 

is obligated to deliver goods of primary importance such as 
rolled material, machinery, instruments and chemicals repre- 
senting 75.7% of the value of the agreement, while the re- 
mainder consists of goods of secondary importance. Bulgarian 
goods of primary importance, such as metals and concentrated 
ores, eggs, oil seeds and corn amount to only 33.6% of the 
agreed total; with tobacco and non-essential merchandise 
making up the remainder. This agreement apparently will not 
result in a marked increase of trade between the two countries, 
evidently because of Bulgarian inability to supply essential 
goods and raw materials to Czechoslovakia, with Czechoslovakia, 
in turn, reluctant to send dispropertionate amounts of essen- 
tial goods to Bulgaria. | 


‘Tri-lateral negotiations among the USSR, Finland and 
Poland are reportedly taking place now in Moscow. The Finns 
say they initiated the discussions in the hope of increasing 
exports and eliminating sterling coal payments to Poland. 
Discussion of a possible Finnisn-USSR-Czechoslovakian trade 
arrangement is also planned. 


Problems in Western European Negotiations Negotiations 
among western Europeen countries have run into many diffi- 


culties, largely on payments questions, end to an increasing 
extent because of the reluctance on the part of meny coun- 
tries to accept sizable quantities cf imports of semi- or 
non-essential items. Allotment of exchenge for tourist 
expenditures has also been an important issue in several 
instances. Among important agreements concluded is the 
French-Italian one initialed in June which provides for com- 
mercial exchanges totaling approximately 18 billion francs 
each Way. Principal French exports inciude agricultural 
equipment, iron ore end screp, phosphates and mechanical 

and chemical products in exchenge for Itelian minerals and 
metals, mechaniccl and electrical products cnd agricultural 
and food products. Agreement was also reached on tourist 
expenditures, France to allocate up to 300 million lire 


monthly 
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monthly for this purpose.. In earlier nego*iations France 
and Italy settled the question of the transfer of salaries 
of Italian workers in France and agreed upon an arrangement 
to expand possibilities of financial transfers between the 
two countries and make it possible to proceed with steps to 
implement the French-Italian customs union project. 


Long and difficult French-Swiss trade and payments ne- 
gotiations have finally resulted in accord although differ- 
ences were so wide at one point in the negotiations that 
trade relations between the two countries were broken off 
for several weeks. According to the press, the new agreement 
provides for an overall French import quota of 285 million 
Swiss francs. An escape clause established for the benefit 
of France provides that if utilization of Swiss credit reaches 
265 million Swiss francs, a joint committee may be called to 
examine the problem; and if French exports to Switzerland 
fall below 33 million Swiss francs a month, France is authorizec 
to reduce proportionately import quotas for Swiss products. 
Provision is also made for allocations for French tow ists 
in Switzerland. A French-Swedish agreement announced this 
spring provides for the export by France of substantial quan- 
tities of commercial iron, passenger cars and motor trucks, 
agricultural products anc textiles. It is understood that 
a financial agreement concluded at the same time regulates 
all outstanding problems connected with payment relations 
between the two countries and provides for amortization of 
the French debt to Sweden. A supplementary French-Danish 
agreement covers approximately 63 million kroner's worth of 
Danish exports, principally butter, cheese, milk and machinery, 
as against French exports of 53 million kroner, the difference 
to provide coverage for the Danish deficit in payments for 
tourist travel. Difficulties nave developed in French- 
Norwegian negotiations now takinz place in Oslo, according 
to the Norwegian Minister of Commerce, because of consistent 
French refusal to accept products offered by Norway. The 
Norwegian Minister suggests that French protectionism is 
behind some of this. 


In addition to the extensive negotiations with France, 
Italy has concluded a new one-year agreement with the Nether- 
lands envisaging trade valued at $30+35 million each way, 
which represents an increase over the previous year's trade. 
A new Italian agreement with Austria establishes trade on 
the basis of reciprocity transactions, with Italian importe 
valued at 20 billion lire and exports at 17 billion lire, 
the three biilion dirference included primerily for Trieste 
services. Italy is to supply foods, fertilizer, textiles 


and 
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and chemicals in exchange for Austrian magnesite, timber, 
and wood products, pig iron and metal products. Spanish- 
Italian negotiations have run into difficulty apparently 
because of Spain's unwillingness to maintain cross-rates 
for financial transactions and also because Spain has in- 
sisted on taking only items of high economic value. | 
Switzerland, particularly, has encountered increasing 
difficulties in trade negotiations, principally because of 
Swiss insistence on protection of export industries and the 
reluctance of trade partners to accept large quotas of non- 
essentials. In addition to the difficulties with France 
restrictions on imports of non-essentials by Portugal resulted 
in the suspension by Switzerland of free payments; and Sweden 
has asked to reduce previous quotas on non-essentials from 
Switzerland. The one-year Swiss-British trade and payments 
agreement concluded in February is reported to envisage a 
Slight increase in total payments and provide for the allo- 
cation by Britain cf 60.1 million franes for tourist expendi- 
tures in Switzerland. A Swiss-Spanish agreement 2aiso has 
been concluded. 


The annual Netherlands-UK agreement contemplates a trade 
increase from around 835 million for 1948 to approximately 
£61 million each way for 1949. In a one-year extension of 
its ag-eement with Austria, the Netherlands plans to double 
its 1948 trade with that country. 


Spain has concluded renewals with the Netherlands, Switzer- 
land, France, and Denmark, and a new agreement with Belgiun, 
but it is thought by some that Spanish trade with those 
countries will not reach its theoretical potentialities be- 
cause of the short-sighted administration of the Spanish. 


Of especial interest in connection with the trade nego- 
tiations of the Scandinavian countries are the discussions 
Which have taken place among experts of Norway, Sweden, and 
Denmark regarding the possible eventual replacement of exist- 
ing bilateral agreements by tri-partite accords cand the re- 
moval of current trade restrictions among those countries. 
Consideration has been given to altering the system of trade 
quotas under existing bilateral agreements by enlarging the 
free list of commodities and exempting certcin commodities 
from the quota system. Danish bilateral nezotiations thus 
for in 1949 include, in addition to those clready mentioned, 
Greece, Norway and Portugal. | | 


Negotiations 
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a4 otiat wit tin American Co jes Argentina 
has figured most prominently in the trade negotiations of 
European countries with Latin America. In addition to the 
agreement with the UK, Argentina has during the past six 
months conducted negotiations with Norway, Italy, Belgiun, 
Bulgaria, Hungary, Czechoslovakia and western Germany. 
Norwegian efforts in Argentina have been directed toward the 
preservation of its Argentine woodpuip market in the: face of 
Swedish competition and the acquisition: of hides, foodstuffs 
_ and quebraco. The Italian delegation now in Argentina is. 
attempting settlement of financial problems, including | 
methods of utilization of the peso surplus in Italy, with 
the possibility of prompt repayment of part or all of the 
Argentine long-term loan of 350 million pesos. The Italians 
hope to get reductions in Argentine. prices and the ‘purchase 
by Argentina of a larger proportion of Italian semi-essential 
export items. {hile the present Argentine-Belgian agreement 
is practically dead,: since most of the Belgian goods which 

it covered are not importable into Argentina under the -present 
regulations for granting exchange, the Belgians have been hold- 
ing talks. with the Argentines Looking: toward development 
OF a new agreement. Belgian purchases in’ Argentina have not 
) been large in recent: months, but they have been enough to 
rectify the previous credit. situation so that at the present 
time Argentina actually holds a small balance of Belgian: 
franes; The Belgians: have in mind making some agreement | 


now while this balance is still'smail. An agreement between 


Bulgaria and Argentina signed in May provides for Argentine 
exports of hides, wool, quebracho extract and végetable oil. 
Bulgaria is to pay for 30% in dollars, the remainder to be 
balanced by Bulgarian sale to Argentina of minerals and other 
products. In view of the questioned legitimacy of- Bulgarian- 
Argentine trade, it has- been' suggested that Bulgaria: may hope 
to use Argentina as a chanhel to’ obtain US geese dehied export 
licenses to: Bulgaria. 


Bolivian negotiations with France early: this yeer con- 
template an appreciable increase in the volume of trade be- 
tween the two, which might result in a: decrease‘ of US-Bolivian 
trade since the French lists submitted contained: many commodi- 
ties exported in large volume from the US to'‘Bolivia. . The 
French algo showed: definite interest in acquiring: Bolivian 
tin concentrates, although this probably could not be effected 
before 1950 in n view of Bolivia's sear cet to’ ™. i arid 
the UK. . mia 

! Ween oe tk kas 

Appointment of a high-level Portuguese trade delégation 
to Brazil was recently announced. Brazilian-Polish trade 
talks were broken off last spring, and the Brazilians have 
reportedly given the Poles no hope that discussions can be 
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resumed. Also, the Brazilian Minister to Poland has said 
that while there are no technical difficulties in the way 

of reaching some form of trade agreement with the USSR, 

there are definite political considerations standing in the 
way of agreement. Meanwhile, the Czechoslovak Commercial 
Attache at Rio has ‘stated that the Brazilian Minister of 
Finance told him that Brazil intended to assume a more 
friendly attitude toward Czechoslovakia on the matter of 
import licenses. . The Attache is said to have suggested to 
the Czech Minister: of Foreign Trade that barter transactions 
be extended and the trade balance. with Brazil kept at a steady 
level. ‘by imports from Brazil so that there can be a basis - 
for eventual trede agreement negotiations. | 


Interest in Middle East East During the first six months . 
of this year Hungary, Bulg Bulgaria, Yugoslavia, the USSR, Poland, 
the UK, and Switzerland have conducted trade negotiations 
with Egypt. Agreements concluded provide chiefly for exports 
.of Egyptian cotton in exchange for industrial products. In 
addition to the exchange with Egypt, Poland has negotiated 
agreements with Israel and Pakistan, and expressed intention 
of concluding agreements with other Middle and Far Lastern 
countries. In the agreement with Pakisten, Poland is‘to have 
a guaranteed market for coal and certein finished products 
in exchange for cotton, wool, jute, hides and tea. Indian 
trade negotiations heave been "especially active, with India 
seeking as many essential imports as possible from soft-currency 
countries in order to relieve'the shortage: of hard currencies. 
Negotiations have been earried on with the USSR, Polend, Fin- 
land, Austria, Czechoslovakia, the Soviet zone of Germany . 
Hungary, Yugoslavia, Sweden, Italy, France, Belgium and 
Switzerland. Besides cotton and jute, Indian manganese ore 
has also been in demand. India, however, has shown some 
reluctance to sell its jute, manganese and Oil seeds for soft 
currency, according to the Italian Foreign Office, which 
States that this attitude was partly the cause of the cesse- 
tion this month of Italian-Indian negotiations. : | 

A new Czech-Pakistan agréement is reported to contain 
commitments by Czechoslovakia to give technical assistance 
to a number of Pakistan industries, including motor and 
trector factories: and coal. Other countries have proposed 
similar technical cid provisions, so that Pakisten may soon 
be in a.position to choose its. sources in its ‘industrial 
development program. Czechoslovakia has reportedly offered 
technical assistance to Ceylon also. In addition to Czecho- 
Slovakia, Pakistan has considered or concluded trade’ regotia- 
tions with. wench oe Poland, Belgium, Itely; Yugoslavia and 


others. 
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others. It should be noted that these arrangements, however, 
are not trade agreements in the usual sense, but rather short- 
term agreements for the exchange of specific commodities. 
According to reliable reports, Czechoslovak trade talks with 
Ceylon afe to be timed tc coincide with Czech-Ceylonese tariff 
arrangements to be discussed at the current Annecy trade con- 
ference. Yugoslavia and the USSR have indicated interest in 
obtaining rubber from Ceylon. Discussions with the Soviets 
on a specific proposal for the exchange of Soviet wheat and 
sugar for Ceylonese rubber, coconut oil and spices have been 
inconclusive, however, since Ceylon asked the Soviets for an 
above market price for rubber. Soviet motives in proposing 
to Iran an exchange of steel and cement for rice and dried 
fruits have been questioned by high Iranian officials who 
fear that the USSR may wish to disrupt and deley the Iranian 
government's sale of rice to India, Italy or Syria with a 
view to getting it later at a low price and to delay Iran's 
negotiations with western Germany on dried fruits. Negotia- 
tions, however, are being held open for a short time on the 
possibility that a government-to-government deal can be worked 
out with specified prices and quantities. There has heretofore 
been virtually no trade between Iran and the USSR. Greece, 
Hungary, and Sweden have recently concluded agreements with 
Turkey, but Czechoslovak negotiations with Turkey have been 
deadlocked over the type of commodities the Czechs are will- 
ing to exchange for tobacco and probably will not be revived. 


* * * 


US-UK AVIATION TALKS US-UK aviation talks probably will be 
CONTEMPLATED SHORTLY held in London sometime within the next 
few weeks concerning the best tactics 
to be pursued by the UK in current aviation negotiations with 
India. We believe such consultation is of the utmost importance 
before the UK concludes an aviation bilateral with India and 
expect to cover also our long range strategy on general air 
transport policy--considering the grave implications of the 
trend away from Bermuda principles. (See page 1, June 27, 
1949 issue of Current Economic Developments.) The British 
have urged that our proposed September date be pushed forward 
to sometime this month, in view of the delicate political 
situation vis-a-vis the government of India--which the UK 
Claims makes it impossible for them to postpone for another 
two months reaching an understanding with India on the pro- 
posed aviation bilateral. Meanwhile the UK has completed 
an aviation agreement with Pakistan within the last few days 
and signature is expected shortly. It is reported by the 
British to be of the Bermuda type, with only minor changes. 


In 
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In our view, the UK discussions with India and Pakistan 
are the key turning points in the defense of the worldwide 
Bermuda aviation pattern, notwithstanding Commonwealth 
relationships. There is a strong possibility ‘that Pakistan,, 
which has not yet firmed its international air transport 
policies, can be restored to the Bermuda philosophy if the 
UK takes a strong hand. Accordingly, we encouraged the UK 
to negotiate with Pakistan before pursuing further negotia- 
tions with India, which is antagonistic to the liberal princi- 
ple of regulated competition for world air traffic. In addi- 
tion to the members of the Commonwealth involved in the cur- 
rent trend toward a formula for predetermination of traffic 
in aviation bilaterals, the Philippine government contemplates 
' negotiations with India, Pakistan, Thailand, Egypt, Greece 

and Israel, which may tend toward “the 50- 50° type — 
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CCEPTS PRINCIPLES FOR The OEEC Council has approved 
WEW SUSOPEAN PAYWENTS PLAN principles for a new intra- 
European payments scheme and 
the Economic Cooperation Administration has accepted them 
as a step in the direction of breaking down bilateralism 
and increasing competition. — ) 


Features of the Agr ement The plan governs: the 
terms under which an estimated $700 million of conditional 


grants will be allocated this fiscal year by ECA. To 
qualify for them, creditor countries of western Europe . 
must provide drawing rights in the form of: local currency 
to debtor countries having a deficit with the creditor | 
nation. Drawing rights granted are to be 75% bilateral 
and 25% transferable or "multilateral". Conditional aid 
corresponding to the multilateral part of the drawing 
rights will be allotted to the countries on which multi- 
lateral drawing rights are exercised. Thus, under the 
new plan, a debtor country may choose ta transfer 25% 
of the drawing rights away from'the original creditor 
and, when drawing rights are transferred, corresponding 
conditionnel aid dollars are also transferred. ECA had 
pressed transferability of drawing rights as a condition 
for renewing the payments plan. The British finally with- 
drew their long-meintained stand that transferability was 
totally unacceptable to them. In so doing, they permitted 
the Council to accept unanimcusly the principle which, 
while not applicable for the present as. broadly as 
eventually desireble, is a vital step toward liberalizea- 
tion of intra-European trade and payments and introduction 
of real competition. The drewing rights may not be used 
for effecting settlements other than in the participating 
yt 5 Yara of the system and will not be convertible into 
ollars. : 


Special Belgian Provisions A special provision 
wes made for Belgium beccuse it is in a category by it- 


self with regard to surpluses. It is estimated that 

there will be a $400 miilion Belgian surplus in intra- 
European trede. OEEC will recommend that $200 million 

be granted to Belgium for 1949-50 ageinst its deficit 

toward the Western Hemisphere. The surplus exceeding 

this anfount is to be covered as follows: half of the ' 
next $125 million will be covered by dollers to be earned .. 
by Belgium through operations of the payment ‘plan and sail 
half by Belgian long-term credits at interest and amortiza-' — 
tion retes and other terms similar to ECA loans. These © 


loans 
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loans would probably be ee among the UK, the 
Netherlands,and France. The remaining ¢%75 million would — 
be covered two-thirds by dollars earned under the plan 
and one-third by Belgian credits. Thus, Belgium would — 
be expected to extend approximately 587. 5 million in 
credits. A limitation of aggregate draving rights which 
might be-transferred to Belgium as a result of the trans- 
ferability provision was set at $40 million, on a net © 
basis. Should Belgium subsequently incur a deficit with 
one of the. countries benefiting by a loan and be unable ~ 
to write off the deficit by means of payment. acceptable 
to that country, Belgium will be able to discharge its 
cebt by writing: off its own eredit 5 cage equal to 

this debt. 3 


The position of Switzerland within the payments 
system has not yet been determined and will be the sub- 
ject of consultation. | | 


Periodic Review Since it was not possible to draw 
up the final text before the old agreement expired, the 
Council recommended that. participating countries arrange 
with their. central banks to ensure that operations would 
be effected as though the actual agreement had been’ 
brought into operation July 1. The trade and inter- — 
European payments committee is to submit to the Council 
by July 20 a draft of the agreement based on the princi- 
ples approved. This draft is to contain the necessary 
provisions to ensure that the application of the agree- 
ment favors a healthy expansion of European trade in 
accordanee with deficits calculated on a reasonable basis. 
The trade and payments committee will periodically revicw 
the operation of the scheme and make any recommendations 
to the Couneil which may appear necesscry.with particular 
attention. to.expanding trade, end any perticipating 
country may bring to the attention of OEEC any particuler 
case which appears to warrant attention from this point 
of view. 


ECA Views The ECA Administretor has indicated to 
the Secretary-General of OEEC that he believes the hew 
plan is a significant step toward re-establishing European 
trade on a sound basis. He agrees to grant an appropriate © 
portion of ECA assistance in the form of conditional aid — 
in accordance with the principles adopted, by the Council. 
ECA has been eager to see an intensification of compe- 
tition among European sellers and the Council decision 


that 
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that @ quarter of the drawing rights by each country will 
be made available in the form of whatever European cur- 
rencies that country desires means that the pattern of 
trade need not be rigidly determined in advance by govern- 
ment decisions. Buyers can be given broader freedom than 
heretofore in choosing freely between competing sellers. 
This is a necessary condition for competition among sell- 
ers. We believe more intensive competition will exert 

a healthy downward pressure on costs and prices and will 
contribute to the increase of European productivity and 
an improvement of Europe's ability to earn dollars. ECA 
has noted with satisfaction that the Council decision 
paves the way for prompt drastic action to eliminate 
quantitative restrictions to trade. It is expected that 
the Council will ask member nations to give by October 1 
a list of products to be freed from licensing. 


The new payments plan makes it possible for any 
participating country, by expanding its European exports 
or, in some cases, by restricting its European imports, 
to increase its ECA aid by as many dollars as it could 
earn from a corresponding increase of exports to the 
dollar arecz. For this reason, ECA believes it is essen- 
tial that efforts to develop surpluses in their trade 
with the rest of western Europe end the sterling area 
should not divert participants from the basic task of 
expanding exports to the Western Hemisphere. 


ECA attaches especial importance to the provision 
for periodic review. Two criteria should be applied in 
these reviews; 1) the extent and rapidity to which the _ 
greater flexibility of ‘the plen and the removal of ) 
quantitative restrictions on trade are-successful in 
creating a far freer and more competitive Buropean 
market; and 2) the effectiveness of freertrade and pay- 
ments within Europe in promoting exports to the dollar 
area. Accordingly, ECA believes that the periodic 
review should cover not only the machinery of the pay- 
ments plan but the commerical policies of the several 
governments as well. | | xt 4 


* » * 


—: 
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PROGRESS IN ESTABLISHMENT OF Positive steps toward the © 
NEW TRADE UNION INTERNATIONAL formation of a democratic 

" dnternational federation | 
of trade unions were taken at a preparatory conference 
held in Geneva in late June. Representatives of unions 
from 34 countries claiming 42 million members attended 
the conference at which they discussed in general terms 
the form and character of the new international, and 
adopted a brief declaration of principles, -A preparatory 
committee was established to draft a program and consti- 
tution and make arrangements for a constitutional congress 
to be convened between November 10 and 30. Delegates 
from the International Trade Secretariats (ITS) and 
observers from the International Federation of Christian 
Trade Unions and the Free Trade Union Centre in Exile | 
also attended the meetings. 


This preparatory conference was one of the first — 
public steps to be taken in the establishment of a new 
trade union internetional. The movement for a new 
federation got its greatest stimulus in January of this 
year when the CIO, the British Trades Union Congress 
(TUC), and the Dutch federation (NVV) broke with the 
Communist-dominated World Federation of Trade Unions 
(WFTU). Following consultation with the US and western 
European unions, the British TUC took the lead in eall-. 
ing this Geneva "meeting to make formal public ay 9 
tions for a new world organization. (See page 4, May 23, 


1949 issue of C Current Economic Developments s). 


Conference Anti-Communist Although the declaration 
of principles adopted avoids specific mention of the 
communists of the WFTU, the conference tone was consist- 
ently anti-communist. ” strong bona fide trade unions 
stressed the positive side of the new federation and 
the job it must do throughout the world to improve labor 
conditions and help build and defend trade unions against 
political snd governmental intervention. Some of the 
weeker unions in underdeveloped countries emphasized 4 
the need for internationel trade union support in strug-— 
gles against reactionary governments, employers, and 
communists. 


The AFL and the CIO worked together harmoniously, 
giving great weight to US labor views. Possibly the 
most disturbing fenture of the conference was the strained 
relations between the TUC and AFL, with each privately 


accusing 
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accusing the other of trying to dominate the new organiza- 
tion. The feeling of TUC was particularly bitter because 
the views of AFL prevailed in most instances where dif- 
ferences developed. The Department's observer feels it 
important that these two groups be reconciled before the 
constitutional conference in November. 


Preparatory Mechinery Set Up There was no attempt 
made at this conference to settle the real problems con- 


nected with the ultimate establishment of tne organiza- 
tion since the leaders regarded the primary purpose of 
the meeting to be the establishment of preparatory 
machinery. It was agreed that the first meeting of the 
preparatory committee will be heid in London the week 

of July 25. Two US representatives, one from CIO and 
one from AFL, will serve on the committee along with two 
representatives from Asia and the Middle East and one 
each from the UK, France, Italy, Germany, Australia, 
Africa, Latin America, Benelux, Scandinavia, and the ITS. 
Also, ex-officio members Finet of Belgium and Tewson of 
the UX will continue to serve as chairman and secretary, 
respectively. 


Major Problems of New Group Among major problems 
with which the preparctory committee and/or the new inter- 
nationai must deal are: 1) eligibility to membership; 

2) relations with Christian trade unions; 3) finances; 
4) relations with ITS; and 5) choice of a Secretary 
General. 
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TECHNICAL ASSISTANCE ESTIMATES Following conferences 
FOR POINT FOUR BEING REVISED with the Brereau of the 

Budget on the draft 
legislation for technical assistance under Point Four 
(see page 1, May 23, 1949 issue of Current Economic 
Developments), it was agreed thet the estimate of eppro- 
priation requirements should be reduced to $45 million, 
of which about {10 million represents requests which have 
already been made. It wes decided thet in the first year 
of the program plans should be confined strictly to under- 
developed countries end that relatively less emphasis should 
be placed on such progrems as assisting industry in more 
advanced, although still underdeveloped countries, such 
as Brazil. 

The 
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The Department is now re-working the program, making 
the adjustments necessary’ to bring it within the substan- 
tially reduced new figure. This will result in elimina- 
tion of programs in the more ., developed countries, includ- 
ing allvyprograms in western Europe, and reducing programs 
in fields where the possibility of exr2nsion at the rate 
called for is questionable, as in the case of reclamation 


and health projects. | | - 
SECRET 
= a bad 
CONFIDENTIAL 


— ECLA SESSION The second session of the Economic 
SATISFs zCTORY r US Commission for Letin America, held 
in Habana last month, was satis- 
“aetory. from the US viewpoint on every issue. Our dele- 
ation reports that not only did we attain our objectives. 
on all specific issues but our general relations with 
Latin American representatives were improved in spite 
of the fact that our position on some of the issues was 
‘essentially negative. As had been anticipated, the lead- 
ing problems were the role of ECLA in the UN technical 
assistance program; coordination between ECLA and the 
Inter-American ECOSOC; proposals for permanent inter- 
governmental commit tees on technical assistance, trade, 
industry or agriculture; multilateral compensation or 
trade balancing systems; proposels for correcting the 
alleged disparity of prices between primary products 
and manufectured goods; and the question of an Amazon 
Basin conference. 


Results of Session While cooperation between ECLA 
and IA-ECOSOC wes not formally settled by e definite 
division of fields of ac.ion, the subject wes placed on 
the agenda at our request and fully discussed. The 
other delegates recognized the importance of such co- 
ordination; the two Executive Secretaries pledged them- 
selves to work closely together toward that end; and a 
resolution embodying their joint statement was adopted. 
Informal conversations revealed many Latin american 
delegctions are very much interested in the US attitude 
on the continuation or non-continuction of ECLA and on 
- ECLA's role -.as opposed to that of name in the 
Soomnsegs assistance program. 


the 
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The establishment of formal permanent committees 
on trade, agriculture or industry under ECLA was avoided, 
although with respect to the proposed permanent trade . 
committee our delegation agreed to informal meetings of 
technical experts nominated by the interested governments, 
such. meetings to be called by the Executive <ecretary 
after further trade surveys had been carried forward by 
his staff. Additional studies, to be undertaken in 
ecllaboration with the International Monetary Fund, of 
the desirability and practicability of partial clearing 
or compensation possibilities were called for, but no 
action endorsing such clearing arrangements or the crea- 
tion of trade blocs was taken. 


BEST COPY AVAILABLE 


Threats of unreasonable proposals regarding the 
alleged disparity of prices for primary products compared 
with prices for manufactured goods were successfully 
averted; Technical assistance questions were appropriate- 
ly left to the UN-ECCSOC for study and coordination at 
its current meeting. The Peruvian proposal for calling 
an Amazon Basin conference wes satisfactorily settled 
in a resolution which suggested to the countries directly 
concerned thet they arrange for neccessary technical sur- 
veys of the «rec, following which they might wish to take 
the initiative in convoking e convention.of the Amazon 
Basin countries; -A Uruguayan proposal for an Organiza- 
tion for Economic Cooperation was satisfactorily disposed 
of without formal debate. Lengthy discussion on agricul- 
tural and other studies were amicably settled and the 
resolut-.ons that finelly evolved were acceptable to our 
delegation. The Brazilian proposal for the establish- 
ment by ECLA- ofa center for treining Latin American 
economists was withdrawn in favor cf a joint Brazilian- 

US proposal asking the Executive Secretary to survey 

the problem of getting a sufficient number of. properly 
trained economists in the Latin American countries. 

The Brezilian representative showed our delegate a. 
proposed speech, scheduled for delivery at the final 
plenary session, which attributed Latin America's doller 
shortage to.US fcilure to import as much as possible .- 
from. Latin America and. to the insufficient offshore pro-: 
curement by. ECA and called upon the US to provide... 7 
Marshall Plan assistance for converting Latin Amerjea's.. . 
trade surplus with Europe into dollars. Our delegate. Le: 
pointed out the unfavorable reaction which-such a speech- . 


might 
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might pepsin and as a result the Brazilian representa- >: 
tive: refrained from delivering it. The need for US 
financial assistance was not mentioned in any direct 

way or as a part of any resolution. : 


The next ECLA session will be held in Montevideo 
during the second half of 1950. 


CONFIDENTIAL 


* * * 
PLAIN 


WESTERN WESTERN HEMISPHERE RADIO & regional radio frequency Bos 

FREQUENCY ASSIGNMENT PLAN assignment plan for the West- - 
ern Hemisphere was adopted. 

by the joint meeting of the International Telecommunica- 
tion Union Region Two and the Fourth Inter-American 

Radio Conference, which ended on Jviy 9. (See page, ll, 

May. 2, 1949 issue of Current Econor c Developments. 

This is the first radio frequency assignment plan i 

any of the ITU regions completed to date under the pro- 

visions of the international radio regulations of Atlantic 

City, 1947. The plan covers assignments to bands of 
services including standard band and tropical broadcasting, 

aeronautical, maritime mobile, fixed and amateur in the 
portion of the radio spectrum from 10 to 4000 kilocycles. 
It will form the basis for incorporating the Amerigan 

regional frequency requirements in the new international 
frequency list to be prepared by the ITU at a special 

administrative conference to be held in Geneva some time 

in October. . . ity 


Strong emphasis was placed on the principles of 
freedom of information in the American Region. The . 
conferenoe adopted resolutions covering the interchange 
and retransmission of radio broadcast progrems and re-_. 
affirming the Rio. resolution of 1945 on liberty of informa- 
tion in radio communications. A resolution urging liberali- 
zation of regulations.for transmissions of news for press 
was.referred to the next inter-American conference for . 
further study. A strong appeal was made to the adminis - 
trations and broadcasting organizations of the American 
nations, asa contribution to the culture and solidarity 
between their peoples, to adopt ine necessary and appro- 
priate measures to intensify as soon as possible the 


exchange 
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exchange and retransmission of cultural broadcasting pro- 
grams and program materials of an artistic, educational, 
historical and informative nature of both national and 
international interest. Member states also were urged: 

to promulgate the necessary measures to extend freedom 

of radio expression similar to freedom enjoyed by the. 


press. 


A significant conference step was the adoption of 
an allotment plan for the exclusive high frequency aero- 
nautical mobile frequencies. This is a real step forward 
toward increased safety of human life in aircraft and 
ICAO representatives collaborated in its preparation. 
The plan will be submitted to the second session of the 
international administrative aeronautical radio conference, 
which is to meet in Geneva on August 1 to consider a world- 
wide aeronautical radio frequency plan. 


As a welcome departure from recent meetings in this 
field, the conference was characterized by harmony and 
unity of purpose. It ended on a happy tone and all of 
the 24 delegations signed the inter-American radio agree- 
ment, the report on frequency allotment for the aeronau- 
tical mobile service and a resolution with respect to 
the preparation of national station lists. At the invi- 
tation of Uruguay, it was decided to convene the fifth 
inter-Americean radio conference in Montevideo 15 deys 
following the next world-wide telecommunication conference 
to be held in Buenos Aires in 1952. 
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US MISSION WILL SURVEY A US mission, consisting of three 
THAI MINERAL RESOURCES economic geologists, is being 
recruited to study prospects for 
development of Thailand's mineral resources. This latest 
demonstration of US interest is one of several which 
should dispel the previously expressed fears of some 
prominent Thai officials that we were writing off south- 
east Asia and Thailand as already lost to communisna. 
Thailand's application for membership in the International 
Bank and Monetary Fund had our strong support and Thailand 
became a member of these institutions in Mcy of this year. 


As 
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As a result of Bank membership, Thailand may be able to 
obtain an International Bank mission to make a general 
economic survey of the country. In response to Thai 
interest in obtaining such a survey, we have suggested 
an approach to the Bank, which is now believed willing 

to send such missions to underdeveloped member countries. 


The primary objective of the geologists now being 
recruited will be to appraise Thailand's mineral resources 
with a view to determining their extent and probable value. 
This information will be useful to Thailand in planning 
a Mining policy and in the future direction of its own 
investigations. It is believed that, as a result of this 
mission, Thailand will be able to produce an expended 
volume and variety of minerais for export which will, 
in turn, make possible the importation of an increasing 
volume of the capital and consumer goods needed to raise 
the Thai living standard and develop its economy. 
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US PROPOSES FORMAL NEGOTIATION We have presented a 
WITH BRAZIL ON ECONOMIC COOPERATION note to the Ambassador 


' of Brazil saying that 
the US is now prepared to enter into formal conversations 
with Brazil regarding economic subjects of mutual concern. 
This is in accordance with an understanding reached between 
Presidents Truman and Dutra during the latter's visit here, 
as to the desirability of fostering mutually peneficial 
economic development and social progress. (See page 7, 

May 23, 1949 issue of Current Economic Developments.) it 

is suggested that each government name its representatives 
for these conversations and that a joint public announcement 
be made at the time representatives are designated. Ow’ pro- 
posal is that the negotiations should initially include: 

i) a treaty of friendship, economic development and commerce, 
with investment provisions; 2) a treaty on the tax relations 
between the two countries; 3) a joint undertaking relative 

to exchange convertibility guarantees; and 4) an arrangement 
for liquidation of past-due commercial dollar exchange com- 
mitments in Brazil. We suggest that the negotiations be 
based upon the informal exploratory conversations already 
held between co-chairmen of the Joint Brazil-US Technical 
Commission, which released its report last March. (See page 
8, February 28, 1949 issue of Current Economic Developments.) 





* De * 


AiD FOR INDIA, PAKISTAN AND India, Afghanistan and Pakistan 
AFGHANISTAN BEING STUDIED have assumed new importance, 

both in connection with ow pro- 
gram to assist underdeveloped countries and as a result of 
recent Communist successes in China. We are presently expect- 
ing requests for finencial and technical aid from all three 
countries. India has an application for a credit of $135 
million before the International Bank, while Afghanistan is 
seeking about $42 million from the Eximbank. Pakistan's 
Finance Minister is planning a US visit after the meeting of 
Commonwealth Finance Ministers in London to seek assistance 
of several kinds. 

Pakistan The prcjected visit of the Pakistan Finance 
Minister is considered important both politically and economi- 
cally because his reception here may piay a lerge part in 
determining whether Pakistan.will look primarily to the US 
or elsewhere for assistance in its internal cevelopment. The 
Finance Minister plans to confer with the Eximbank and with 
private US sources concerning loans for development purposes. 











Since 
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Since we regard’ private investment as the principal source 

of foreign capital for Pakistan, we are Pleased with past. 
Statements that Pakistan's policy with respect to such invést- 
ment would be highly flexible in order to encourage foreign 
firms to establish enterprises there. We hope that govern- 
ment will take further steps in this direction and we believe 
negotiations can now go forward on a commercial treaty, a 
draft of which was given tc Pakistan in 1948. We recognize 
the importance of increasing Pakistan's food output, not only < 
because of Pakistan's needs but also from the standpoint of 
countries needing Pakistani food exports, especially India. 
Therefore. we fee] that well organized projects for food 
production, which can be justified economically, might be 
furthered through Eximbank loans, provided that such projects 
are complemented by self-help measures. 


The Pakistan Finance Minister is also interested in 
acquiring US personnel, equipment and techniques for use in 
Pakistan's economic development, both through she Point Four 
program and from private sources. (Our illustrative budget 
for the Point Four program at present includes about $3 
million for technical assistance to Pakistan.) The Minister 
plans to confer with the International Bank and Monetary Fund 
concerning membership in those organizations. We would wel- 
core Pakistan as a member, although the size of it's quota 
in the Fund is a question which has yet to be resolved. 


Afghanistan Although no formal epplication has yet 
been submitted to the Eximbenk, Afghanistan's informal re- 
quest for a loan of about $42 milli on wes given serious con- 
sideration by both the Department ana the Bank during the US 
visit of the Afghan Minister of National Economy. The Minister 
stated his country's urgent need for economic assistance to 
maintain its security end national independence end to enable 
it to participate actively in commerce with the west. The 
first phase of the projected development program is eimed. 
at providing the country with minimum requirements of food 
end clothing. We informed the Minister that we favor a 
sound program of finencial and technical aid to Afghanistan, 
but are concerned over the strain imposed on the Afghan 
economy by the continued disagreement with Pakistan. * Although 
the Eximbank can take no ection until e formal application 
is submitted, interest wes expressed in the development pro- 
gram, and the National Advisory Coumcil is now considering 
Afghenistan's ability to repay any possible loan. The 
Eximbank indicated that its considerction of any Afghan 
application would be on e project-by-project basis, despite , 
the Minister's objection that e11 projects in the Afghai, 


program 
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program were interdependent. We anticipate that a substan- 
tial amount of technical assistance will be available to 
Afghanistan under the Point Four program, both to improve 
the prospects for private US investment dnd to assist in 
furthering Afghan economic development. 


India The International Bank has indicated its probable 
willingness to extend the credit of $135 million requested 
by India for railway rehabilitation, land reclamation and 
development, and transmission of electric power. The Bank 
estimates that, if India promptly makes available all data 
and experts requested by the Eank, loans for-the railways 
and reclamation projects can be extended within two months, 
while the loans for electric power development can be nego- 
tiated oefore the end of the year. There is some indication 
that the Bank will be willing eventually to lend another 
$100 million, if Indie's economic performance justifies. We 
anticipate that India, too, will benefit from the technical 
assistance we may be able to offer under the proposed Point 
Four program. We believe thet the necessary US private in- 
vestment in India will be stimuleted by the guarantee progran, 
if approved by Congress, and if we can negotiate with that 
country a treaty of commerce, friendship and navigation. 


In response to Indian statements concerning its serious 
balance of payments position, we feel that India should make 
every effort to reduce its dollar deficit by expanding dollar 
exports and curtailing dollar imports to those essential 
commodities which cannot be procured elsewhere. We feel that 
India's dollar imports can be curtailed without the serious 
effects on India's economy which the Indians foresee. We 
would therefcre not be receptive to an official Indian request 
for extraordinary aid (possibly including an appropriation 
from Congress) at this time, but might reconsider the problem 
if the amount of public funds which can be loaned to India 
through the International Bank, cr the Eximbank if necessary, 
does not prove adequate. 


SECRET 
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ECAFE'S ee In spite of the fact that the economic 

SURVEY FOR 194 condition of Asia and the Far East improved 
in 1948 as compared with 1947, the area is 

still in a most serious condition and does not offer a sound 


basis for enduring peace, according to the yearly survey of 
the UN Economic Commission for Asia and the Far East. The 


devastation 
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devastation and economic consequences of the war, having 

left the region in a condition little short cf collapse, 
continue to exercise their malignant influence, and now, 

more than three years after the end of the war, the countries 
find that in no branch of their economy have they attained 
prewar levels. 


The territories covered in the report include British 
North Pornee, Brunei and Sarawak, Burma, Ceylon, China, Hong 
Kong, the Indochinese Federation, Indonesia, Malaya and Singa- 
pore, Nepal, Pakistan, the Philippine Republic, Siam, Japan 
and Korea. 


Salient Changes Since the War Postwar territorial 
changes and the decline of colonialism have exerted a pro- 
found influence in the economic structure of the region. 

With the decline of colonialism the region is entering into 

a new age of independent economic development. The transition 
from colonial to national economy has proceeded with varying 
speed and success in different countries but certain trends 
are visible. First, there is a definite tendency toward 
national economic independence, characterized by the desire 
for balanced economic development, and by the imposition of 
controls over trade, exchange and investment with a view to. 
fostering such development. Second, the governments in the 
newly independent countries have embarked, or are planning 

to embark, upon programs for industrialization, initiated 

and in many cases financially supported by the state. Before 
the war, few industries were owned by the state, but now the 
position has chenged. Several governments have developed 
basic industries like mining, power and machinery. In terri- 
tories regained from Japan, industries operated by the enemy 
or puppet administrations were wholly taken over by the state. 
The newly independent countries took over state-owned indus- 
tries formerly under colonial administration. There has been 
some expropriation. Meanwhile, new state industries have 
been established for promotion of economic development along 
independent national lines. Banking, currency, exchange and 
trade heve increasingly come under state control. There is 

a demand for diversification in production which is, as yet, 
in an early stage. The demand for agrarian reform has grown. 
Asian labor is increasingly asserting its rights in the face 
of the rising cost of living. Finally, there has been a 
shifting in the production and economic relations of the 
countries which, combined with uncertainty as to the future 
of rubber and silk, has affected the regional pattern of 
payments. 





Production 
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Froduction While 1948 production of cercals, the staple 
food of the Asians, increased 3% over 1947 it was still 4% 
beiow the prewar level, while population had increased 10%. 
Instead of being a net exporter of rice, the region has bdecome 
a net importer. Production of fisheries is only half of pre- 
war. With respect to textiles, which next to food is tie 
most urgent need of the vneople, the region made little pro- 
gress last year. Statistics for tea are incomplete, but a 
rapid deciine is indicated as compared with prewar. With the 
exception of rubber, which has exceeded prewar production by 
‘41%, the position of other industrial and agricultural pro- 
ducts remains unsatisfactory. However, the relativeiy low 
price of rubber and increased competition from synthetic 
makes for uncertainty in that field. During 19465 a marked 
general improvement in industrial and mining preduction over 
1947 levels occurred throughout the region, except in China. — 
Nevertheless, in compavison with other regions’ of the woric, 
recovery proceeded siowly and was weli below prewar in all 
brackets except for electric-power generation. Mining, for 
example, is still only one-third of prewar. Increases last 
year were substantial in power generation and for tin, crude 
petroleum, chemicai and machinery products. Smaller increases 
were registered for iron-ore, coal, iron and steel, cotton 
textiles, silk and cement. 


Transportation The war resulted in great destruction 
of railroads and ships, the major carriers of the region. 
Since the war, substantial recovery has been achieved but 
inadequate transport facilities continue to limit economic 
expansion. There is little capacity in the region, except 
in Japan, to produce the larger vessels, vehicles and rolling 
stock needed, so recovery of these transportation systems 
must reiy on imports from Europe and America. 


Monetary and Fiscal Developments The considerable 
diversity in the monetary systems of the countries of the 
region seem quite in keeping with the varying requirements 
and special circumstences of each country. A strong tendency 
is evident to give greater nowers to the note issuing autho- 
rity to enable it to manage the currency. While this is 
probably desirable, the report recommends that these powers 
should not be overrated. Another important tendency is the 
more or less complete subservience of the currency authority 
to the state... There is no immediate prospect for a reversal 
of this tendency. However, long-term objectives of a country's 
economy should not be sacrificed to immediate needs and the 
monetary mechanism should not be abused to the detriment of 
public good. 


There 
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There is evidence to indicate that banking in the region 
has made appreciable progress durinv recent years. Deposits, 
loans and advances have all been on the increase. Neverthe- 
less the present state of banking services is far from satis- 
factory. Lacking functional specialization in the banking 
system, commercial banks have to finance, at an unusual risk, 
types of economic activity which they cannot properiy service. 
Lack of finance is one of the major factors holding up develop- 
ment of agriculture and industry and establishment is badly 
needed of a small number of powerful and well organized banks 
with ample resources. Foreign banks occupy an important 
position in the banking structure, specializing in foreign 
trade in addition to ordinary banking business. These services 
are doubtless an important part of the region's invisible 
imvorts, causing an appreciable drain on foreign exchange. 
Careful consideration should be given, the report recommends, 
to setting up security markets where they are now nonexistent. 
The past year marked a tendency to set up and increase the 
powers of central banks. An important development is the sub- 
ordination of central banks to their respective governments. 
The freedom of the private banks has been greatly curtailed. 
The report recommends that powers of central banks should be 
used with care and so as not to curb individual initiative 
and judgment on the part of the private owner. Otherwise, 
central banks may actually become an obstacle to progress. 


Since the war there has been a great expansion of govern- 
ment activities and expenses. Owing to unsettled conditions 
defense expenditures have not been substantially reduced. In 
addition, there is widespreed demand for government participa- 
tion in development. Despite this, postwar budgets of the 
war-devasted countries are relatively low in terms of prewar 
prices. On the other hand, for those countries not directly 
affected by the war there has been a continuous expansion 
of government budgets compered with prewar. If receipts and 
expenditures are taken together, the budgetary situation for 
the countries appears better in 1947 and 1948 than in 1946. 
Instead of relying chiefly for revenue on customs, as in 
prewar days, some countries have introduced income taxes, 
which seem to promise great potentialities and a more equitable 
distribution of incomes. In general, countries of the region, 
with the exception of China and to a lesser extent Burma end 
Japan, have made steedy progress in improving their financial 
Situetion. Deficits still occurred, but in many cases they 
were not unmanageable. w#ith increased stability, less funds 
may be allotted for defense purposes which would leave more 
money for development projects. These should, in turn, in- 
crease the revenue. 
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Taking the region as a whole, inflationary pressures 
still remain strong. Whatever the strength of the inflationary 
factors, their effect on prices would have been less serious 
if production, particularly of consumer goods, could have 
been increased to prewar levels. Numerous anti-inflation 
steps have been taken, with price control in operation in 
various degrees in all countries, although the past two years 
has seen a relaxation of controls in comparison with the peak 
of 1946 in all countries except-India and China. 


international Trade and Balance of Payments In the 
sphere of international trade, 1945 was a distinct improve- 
ment over 1947, with values of both exports and imports in- 
ereasing and a decline in the adverse balance of trade. Before 
the war the region had a substantial export balance in its 
trade with the rest of the world, but the immediate postwar 
years caw an incurrence of large deficits by almost every 
country in the region. The export balance with the US was 
transformed into a serious deficit with a resultant dollar 
shortage. During 1948 some countries were able to re-establish 
a positive balance of trade. There was an appreciable improve- . 
ment in the trade balance of the area with the US, with a 
marked reduction in dependence on imports from this country. 
However, this was largely the result of many stringent re- 
strictions on imports and does not necessarily indicate a 
genuine improvement arising from increased exports to and 
reduced impert needs from the US. 








In general, the improvement in the region's trade last 
year suggests that much of the wartime change may be transi- 
tory. A significant factor affecting the future pattern of 
trade wili be changes in the character and direction of China's 
trade which may result from the political changes there. A 
further uncertain factor is the lines elong which the economy 
of Japan and the character of its trade with countries of the 
region are allowed to develop. Recovery of Japanese trade 
with the region, such as it is, has definitely turned toward 
the prewar pettern of exchange of manufactured Japanese con- 
sumer goods for primary commodities. The report states that 
it rests very largely with the countries of the region to 
decide whether this trend should continue or whether they 
make increasing use of Jepan's ability to supply them with 
the equipment they need for their own industrial development. 
There have been certain trade changes which would seem to be 
of a lasting character which are adverse to the interest of 
the region and which are lergeliy outside of the power of the 
countrics to correct. These ere: the relatively low price 
of rubber because of synthetic competition; declining demand 
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for natural. silk; and decline in tin metal exports because 

of the wartime development of a subsidized tin-smelting indus- 
try in the US. Thus, these adverse developments probably 

more than offset the lasting improvement due to reduced over- 
seas interest payments. 


In light of these circumstances action is being taken 
cr is contemplated in the countries to continue restoration 
and expand present lines of production, especially food and 
certain exportable primary commodities; tc reduce consumer 
goods imports; to develop heavy industries, where appropriate; 
and to take measures to secure the producer and capital goods 
necessary for- such action. ‘While it is too early to judge 
the effectiveness of the region's trade and payments agree- 
ments in facilitating these objectives, evidence indicates 
their value, especially where, as in the sterling area arrange- 
ments with ScaP, there is an element of multilateral clearing. © 


* * * 


SIGNIFICANT DISCUSSIONS HELD The sixth session of the UN 

AT SIXTH FAO COUNCIL MEETING Food and Agriculture Organiza- 
tion Council, held in Paris last 
month, is probably the. most important of the Council meetings 
thus far. Of particular interest and significance is the 
consideration given to possible action regarding commodity 
arrangements, financing facilities, and technical aid. The 
outstanding point of emphasis in the discussion was that food 
surpluses are beginning to develop and that nations, through 
the FAO. should take corrective action. This problem was stress- 
ed not only by all the major exporters but also by a number 
of the importing nations. It was pointed out by one of the 
delegetes that this development had divided the world's agri- 
cuiturel problems roughly into two geographic areas: the 
East, where the problem is primarily one of. getting increased 
production-to meet the needs of a rapidly growing and under- 
nourished population; and the West, where the problem is 
primerily one of working out means of distribution which will 
effectively utilize the great productive resources that the 
area already has at its disposal. 


World Food Situation and Changing Trede Patterns The 
Council issued a statement on the world food and agricultural 
situation which stresses the need for increased production in 
the deficit food arees and for increased trade between the 
areas of efficient surplus production and the rest of the 


world. It also calls attention to the appesrance of surpluses ‘ 
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of certain commodities and stresses the urgent necessity for 
handling these in such a way as to permit increased consump- 
tion rather than curtailment of production. The US delegation, 
in general, supported the findings set forth in this statement, 
althongh it would have liked to see the report place greater 
emphasis on the dangers to both surplus and deficit food areas 
of the increasing tendency of certain nations to promote the 
uneconomic production of food. 


Further Study of Surplus Commodities Problem Many of 
the delegations expressed concern over the trend of surpluses 


accumulating in some of the food exporting areas while a large 
part of the world's population is underfed, and there was 
virtually general agreement that the problem called for action 
and that it was the responsibility of FAO to make recommenda- 
tions to governments. There was, however, a rather wide 
diversity of ideas as to what would probably be the most 
desirable line of specific action for FAO to recommend. Many 

of the delegations stressed the contribution that inter- 
governmental commodity agreements might make to the solution 

of the problem. It was agreed to instruct the Director General 
to prepare a report comprising: 1) an analysis of the under- 
lying circumstances as a result of which local surpluses, 
especially of foodstuffs, are emerging or may shortly emerge; 
2) an analysis of the circumstances peculiar to each of the 
commodities which need to be considered; and 3) recommendations 
for any appropriate action, national or international, which 
might contribute to the removal or mitigation of the uncertain- 
ties affccting production, trade, and consumption to which 
‘actual and prospective surpluses of the commodities considered 
above might give rise. It was aiso agreed that the Commodities 
Working Party of FAO would be continued and that the Directcr 
General would keep it informed from time to time of the progress 
of his study and would regard its members as available to him 
for consultation. Upon the initiative of the US, it was further 
decided that the Director General would convene the Working 
Party prior to the next session of the Council tec consider 

his report and to prepare recommendations for action by the 
Council end the Conference. 


- Financing Facilities Consideration was given as to what 
action should be taken on the Director General's comprehensive 
report on financing facilities. This showed, among other 
things, that a relatively low proportion of current investment 
is being devoted to agriculture and that a relatively small 
part of such investment is directed toward the underdeveloped 
countries. It was generally agreed that the question of 
investment will become increasingly significant, especially 


as 
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as technical aid programs are developed and that the entire 
problem of national arrangements for investment in agriculture 
and the international movement of capital should be kept under 
review by FAO in association with the other appropriate 
agencies. | 


The Council agreed that it would be premature fo take 
specific action on the Director General's report prior to 
consideration by ECOSCC of the broader problem of economic 
development, but recommended that the Director General of 
FAO should send the document to all member governments for 
their comments, which then could be embodied, along with 
any recommendations adopted by the ECOSOC, in a supplementary 
report. : 


' The discussion indicated that members regard the question 

f international investment of great importance to agriculture 
and realize that agricultural development cannot be separated 
from generel investment and economic development. It was 
evident that they look upon the current report as only the 
first step in the continuous study and review that FAO should 
make of this subject end consider that FaO must continue its 
work on this problem in close association with other agencies, 
especiaily the International Bank. This subject will be an 
important item on the agenda of the fifth conference session. 





Technical Assistance for Economic Development The 
Council considered a report of the Director General on tech- 
nical assistance for economic development, which consists of 
& series of possible projects in agricuiture, forestry, 
fisheries, statistics, and economic and rural services which 
FAC could undertake should member governments authorize an 
expanded program of technical assistance. Since this report 
is only e segment of the UN report on technical assistance, 
the entire discussion wes carried on within the larger frame- 
work of general economic development and the proposed programs 
of all agencies. 


The US recommended that no action should be taken which 
would prejudice consideration of the UN report by ECOSOC and 
that the Council should consider the Director General's report 
from a technical point-of-view, especially with regard to 
administrative feasibility of the proposed program, the re- 
lation to the regular FAO program, and the contribution of 
the various projects tc economic development. It was also 
indicated that legislaticn authorizing a US contributicn to 
expanded programs of technical essistance by UN agencies was 
abcut ready for submission to Congress, and that only when 
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such Congressional authorization had been secured would we 
be prepared to negotiate with other governments for contribu-~ 
tions to an expanded FAO program. Other delegations in general 


agreed with the procedure. 


It was recognized that the Director General's report 
could not be considered qa program or a budget, but rather a 
sories of examples on the basis of which a program and budget 
might be developed in greater detail. Emphasis was given to 
the fact that an FAO expanded program of technical assistance 
could not be satisfactorily developed apart from general 
economic development, health, education, social, and labor 
programs, and therefore any action by FAO must be taken in 
the closest association with all other UN agencies in these 
related fields. Attention was given to the need for correlating 
national development plans, bilateral programs, and international 
investment programs. It was agreed that the Council could 
not at this stage approve a specific program, but must await 
both the recommendetions of the ECOSOC and also further action 
by possible contributing governments so that the level of 
expenditure might be known. At its reguler session the con- 
ference will exemine revised proposals to be submitted by the 
Director General arter further consultation with member 
governments and UN specialized cgencies. 


Other Agenda Items Consideration was also given at this 
meeting to an internationel Emergency Food Committee (IEFC) 
report. Approval was given IEFC recommende*ions for continua- 
tion of the allocation of rice and for the abolition of the 
IEFC itself as of June 30, 1949. On the recommendation of 
the IEFC cocoa committee that cocoa beans not be allocated 
after June 30, that committee was discontinued. Other items 
on the agenda included a number of administrative end financial 
questions connected with the work of the organization and the 
preperation for the next session of the conference, scheduled 
to begin November 21. 


UNCLASSIFIED 


DECLASSIFIED FOR PUBLICATION IN FOREIGN: 
RELATIONS OF THE UNITED STATES 

















ISSUE NO. 212 
July 25, 1949 





| * 
B i 


SECRET 


CURRENT ECONOMIC 
DEVELOPMENTS 


y | POLICY INFORMATION COMMITTEE 
DEPARTMENT OF STATE 


N FOREIGN 
RELATIONS OF THE UNITED STATES 

















: BEST COPY AVAILABLE 


This weekly publication is designed to highlight developments in the eco- 
nomic divisions of the Department of State, and to indicate the economic prob- 
lems which are currently receiving attention in the Department. It is suggested 
that copies be retained on file, as reference will sometimes be made to previously 
reported items to avoid repetition. 


Document Security Instructions 


This document should be treated in accordance with current instructions 
regarding security measures for SECRET material. Extreme care should be ex- 
ercised to avoid public or private discussion of the information herein with or in 
the presence or hearing of any person not authorized to have Knowledge thereof. 
For general purposes all classified Foreign Service Officers and other responsible 
economic officers are authorized to have knowledge of the contents of this docu- 
ment, responsibility for the safekeeping of which will be assumed by each recipient 
thereof. It may be retained in protected files or, at the discretion of the recipient, 
destroyed vy burning. If not personally disposed of by the recipient, he will 
assure himself that it is burned in the manner prescribed for SECRET material. 


DECLASSIFIED FOR PUBLICATION IN FOREIGN 
RELATIONS OF THE UNITED STATES 

















SECRET 
July 25, 1949 


CONTENTS 


Britain Suspends 
Dollar Purchasing - -----+#-+-+#-+-e-++-+e-+-+e+- 1 
Discussions with the US and Canada 
Grave Financial Situation 
US Studying Problem 
Reasons for Increased British Dollar Deficit 
Action of Rritish Colonies 
Canadian Reaction 


NAC Action on Proposed | 
International Bank Loans - ------+-+-+-+-e-+-e--- 5 
Dutch Loan Proposal 
Finnish Application 


Decline in US Economy Would 
Have Far Reaching Effects - -----+-+-+-+-+-+--. 6 


US-Satellite Aviation 
Policy Developments - -----+-+-+-+-+-+-+-+--- 8 
Yugoslav Exception 


Mexican Request for 


Pemex Loan Withdrawn - - ----+-+-+-++-+-+-e+-ee-s- 9 
International ‘yheat Council | 
Declares Agreement in Effect - ---+-+-+-e+#-e+-e+-+e+ 6 10 
* + = 


DECLASSIFIED FOR PUBLICATION IN FOREIGN. 
RELATIONS OF THE UNITED STATES 

















a BEST COPY AVAILABLE 


PENDS. Chancellor of the Exchequer Cripps 

TORI, PURCHASING announced to the Parliament on July 6 

: that, because of Britain's growing dol- 
lar deficit, government dollar purchases must be postponed 
to the maximum extent practicable for at least three 
months. Existing contracts and commitments are to remain 
in force, but specific authority is to be required for any 
new dollar purchases and will only be given where a clear 
case of national interest is established. Cripps warned 
that unless the sterling area sueceeds in restoring the 
volume of its sales to the dollar area, these restric- 
tions upon dollar expenditure will have to be continued. 


On July 14, Cripps announced in the House of Commons 
that imports from the US and Canada would be cut by $400 
million from the 1948 import level and about as much from 
the 1949-50 OEEC program. This represents about a 25% | 
Slash, and will affect tobacco, cotton, timber, paper and 
pulp, nonferrous metals, steel and copper, machinery, 
manufactured goods, and sugar. 


scussions with th US and Canada The British took 
the occasion of the London visit of the US Secretary of 
the Treasury to initiate discussions of the whole matter 
with the US. The Canadian Minister of Finance was in- 
Cluded in those talks as well as in discussions which the 
Commonwealth Finance Ministers held in London July 13-20. 
At the close of their meeting, the US, Canadian, and UK 
Ministers announced that technical and fact-finding dis- 
cussions would continue in preparation for further minis- 
terial discussions which it:is hoped can be held in 
Washington in early September. In a joint statement, 
they reaffirmed that the objectives of the International 
Monetary Fund and the Charter for an International Trade 
Orgenization continue to represent the economic policy of 
all three governments. In later sti:tements, however, 

++ Cripps indicated that he wes particularly interested in 
the commitments contained in the ITO Charter relating to 
— employment and inter-governmental commodity agree- © 
ments. 


Grave Financial hia on British gold and dollar 
reserves were reduced by £65 million during the second 
quarter. Net gold and dollar expenditures during the 
quarter amounted to £157 million as compared with B82 
million in the preceding quarter. Against these, the UK 
had received £85 million reimbursement through ECA, and 
had drawn &£7.5 million from the Canadian credit. 


In 
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In setting forth Britain's position, Cripps attempted, 
in general, to minimize the importance of the current dol- 
lar drain and to view it in the long-run perspective as 
part of the continuing problem of unbalance between Europe 
and the Western Hemisphere, which could be solved only 
through cooperative action by the UK, the Commonwealth, 
and the US. While he referred to the fall in reserves as 
a "serious development", he stated that comparison with 
the events of July-August 1947 would be misleading. He 
stated that both the UK and western Europe were now in 
a much stronger economic position than they were two years 
ago, and large expenditures on capital goods since 1947 
had greatly strengthened the basic productive capacity in 
the UK.-. He mentioned the generous help of the US through 
the European Recovery Program as an important factor in 
that progress. He pledged continuation of the govern- 
ment's policy.of maintaining full employment and protect- 
ing the present standard of living, and cautioned against 
higher wages and strikes. In the brief debate following 
the statement, Cripps said that the government had not 
the slightest intention of devaluing the pound. 


US Studying Problem The US government is giving 
careful and detailed study to tne British situation. The 


executive branch is now engaged in formulating a policy 

for discussion in September. It is recognized that. 

these discussions will produce no panacea, since there 

is none. As Secretary Acheson commented following Cripps' — 
announcement, the besic problem for Britain is to increase 
the efficiency and competitive position of British industry. 
This, of course, will take time. Meanwhile, problems such 
as the appropriate rate for sterling; British discrimina- 
tion made necessary by the dollar shortage; the possibility 
of freeing intra-European trade, of increasing British 
dollar earnings through the stockpiling of strategic 
materials, or other devices will be explored. 


Reasons for Increased British Dollar Deficit UK ex- 
ports to the US have fallen off substantially. The aver- 


age for the last quarter of 1948 was $25.6 million a 
month; for Mey 1949, they were $14.4 million. Net income 
from invisible earnings, including capital movements, 
declined from an average monthly balance in favor of the 
British of $17 million during the first quarter of 1949. 
to a negative balance of $5 million in April and probably 
have declined still further during May and June. This 
represents some loss in revenue from shipping and tourisn, 


but 
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but probably even more important is a reduction in holdings 
of sterling. The usual net dollar income of British depend- 
ent overseas territories, which averaged $22 million ie 
monthly in the first quarter, disappeared in April and may 
have been replaced by a small dsficit in May. This repre- 
sents primarily reduced US imports and lower prices of 

such raw materials as rubber, tin, and cocoa. The dollar 
deficit of South Africa, Australia, New Zealand, and the 
rest of the independent sterling area has increased as a 
result primarily of decreased imports by the US. Australia 
and New Zealand wool exports particularly have been hit. 


‘The short-run explanation of these developments relate 
mainly to two causes. One is the decline in US demand 
beginning early in 1949, which has substantially reduced 
the dollar value of imports from the sterling area by re- _. 
ductions in both prices and volume, and appears to be hav-_ 
ing some impact on tourist spending. The other is the 
growing lack of confidence in sterling. As a result of 
the fall of unofficial collar exchange rates, there was 
a great increase in the so-called "cheap sterling" trans- 
actions whereby exports from the sterling area go to the 
US via a third country which receives dollar proceeds at 
the checp rate and the sterling area fails to receive any 
dollars from the transaction. Furthermore, US importers. | 
tended to postpone imports from the sterling area in view 
of public discussion of the possibility that sterling 
might be devalued. Many holders of sterling balances 
converted them into some ‘other currency. i ; 


The long-run explenation of British dollar difficul- . 
ties involves complicated analysis of the changed position 
of the British Commonwealth in world trade. The basic 
points now generally recognized are the loss of overseas 
investments, a change in the terms of trade to the British 
disadvantage, and the relatively high cost cf British 
production. Less generally realized in the US is the ex- 
tent to which US industry is now less dependent on imports 
in some lines important to the British. One example is 
rubber-- the required usage of US synthetic production 
has held down the price of natural rubber and reduced the 
volume of imports from Malaya, Ceylon, and other: produc- 
ing areas. According to the press, Ceylonese officials 
have indicated to Cripps that Ceylon wants any fair deal 
a oo as one means of easing the sterling-dollar 
crisis. 


Action 
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Action of British Seteeten At the recent London meet- 
ing, the Commonwealth Finance Ministers agreed to recommend 
that their. governments take action similar to that taken 
by the UK, and it is understood that similar policies are 
now being developed. The Colonial governments were in- 
formed of Cripps’ statement in advance and were instructed 
to submit as s00n as possible revised import. prograps 
showing lower dollar requirements. 


_- Canadian Reaction The reaction of Genesten official 
and trade circles to the UK announcement of a 25% reduction 
in dollar purchases is somewhat guarded pending a more 
complete appraisal of the probable effects on Canadian 
industry and trade. There is no doubt, however, that the 
announcement is causing considerable concern even though 
some Such restriction had been fully anticipated. Canadian 
exports to the UK during the first five months of this 
year had already declined by $30 million compared with the 
Same period last year, and preliminary estimates are that 
the new restriction will further reduce exports by $60 
million or more for the current calendar year and by per- 
haps $100 million in 1950. Unless alternative export 
markets can be found feirly quickly, some curtailment of 
Canadian production with accompanying loss of employment 
may be difficult to avoid. UK exports to Caneda, however, 
have held up well. 


Stricter Canadian control of imports from the US is 
expected and contemplated and relaxations in existing 
controls ere being put off. The British cut in purchases, 
following a temporary embargo on imports from dollar 
countries announced by Jamaica and Trinidad, is expected 
to have a widespread and depressing effect on the Canadian 
economy. These cutbacks will seriously curtel1 exports 
of timber, newsprint, and nonferrous metals to Great 
Britain ond affect a wide range of products going to the 
British West Indies. Promptly following the British 
action, Canada has moved to retain import restrictions 
on fruits and vegetables which were previously scheduled 
to be lifted this month and has tightened controls on 
imports of certain capital goods, including machinery 
and steel. Responsible Canadian officials have indicated 
thet even wider and more rigid controls may be instituted. 
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NAC ACTION ON PRCPOSED The National Advisory Council 


INTERNATIONAL BANK LOANS has approved consideration by 
the US Executive Director of 


the International Bank of loans to the Netherlands and 
Finland. If these credits are approved by the Inter- 
national Bank, they will represent the first extended by 
the Bank since March of this year. 


Dutch Loan Proposal The proposed loan of $15.2 
millicn to the Netherlands is intended to finance the hard- 
currency requirements of 25 projects of industrial recon- 
struction and modernization. In this case, hard currency 
includes Swiss and Belgian franes as well as US dollars, 
and the Bank has requested that Belgium make available out 
of its 18% subscription to the Bank the $2 million required 
for purchases in Belgium. In view of Belgium's request for 
the Bank's assistance in securing funds for its own local 
currency expenditures, however, Belgium's acquiescence in 
this request is doubted. The credit would be made avail- 
able to the Herstelbank (Finance Corporat’on for National 
Reconstruction) of the Netherlands, a semi-public lending 
organization, which selected the projects for the loan. 

The Internationel Bank mission which visited the Nether- 
lands in April 1949 exemined the projects briefly and 
reported that they appeared to be sound. 


If granted, this credit would be the first loan to 
be extended with the International Bank's own funds to a 
western European country since the beginning of ECA opera- 
tions and has, for that reason, been considered in relation 
to that program. The NAC was advised by ECA that the pro- 
jects proposed under the loan do not conflict with, but 
rather complement, the ECA program in the Netherlands. The 
proposed program was also cleared by the joint Belgian- 
Dutch committee which is charged with directing the expan- 
Sion of industries in the two countries into fields most 
compatible with a Benelux economic union. The Netherlands 
hes alrcady received and fully utilized two loans, total- 
ling $207 million, which were extended by the Bank in 
August 1947 and July 1948. 


Finnish licetion The NAC also approved considera- 
tion of & loan of $12.5 million to Finlend for the import 
of essential raw materials and equipment for electric power 
devclopment, limestone grinding and the woodworking indus- 


tries. If granted, this will represent the first Inter- 
national Bank credit to be extended to an castern Europcan 


country. 
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country. In considering Finland's capacity to repay this 
credit, it was necessary to take into account the drain 
caused by Finland's reparations deliveries to the USSR. 
However, Finland estimated that in 1953 when deliveries 
will have been completed there will be a $23 million 
current trade surplus. The NAC feels that this estimate 
is optinistic but that some such surplus will be possible 
if internal stability is maintained and if costs in ~. 
Finland's export industries can be effectively reduced. 
The major factor in determining Finland's ability to repay . 
this credit will be the convertibility of sterling, since 
Finland customarily experiences a trade surplus with the 
sterling area and a deficit with the dollar area. It is 
believed that the recent 15% devaluation of the Finnish 
mark, in conjunction with declining costs, is but a 
minor factor in inducing production for export and in 
maintaining the foreign market. + 


* * * 


DFCLINE IN US ECONCMY WOULD Within the Department con- 

HAVE PAR RE REACHING FvECTS IrspClS siderable study is being 
given to the consequences for 
our ficreign rejations should a major US depression develop. . 
An appraisal of the’ situation in many countries shows that .. 
they cannot successfully insulate themselves against the 
effects such a depression would have.and that a significant © 
falling: off .of national income and economic activity in 

this ‘country ‘would ‘have econonic and political effects.on. 
other countries which would grevely impair the.,objectives 

of our foreign policy. This appraisal has been sent to 

the Council of Beonomic Advisers ‘and Departmental con- 
sideration is. now being given .to * eis anti-depression 
measures having international impact. 





& 10 ‘tc 15%' decline in our gross-national product this 
year below last would markedly reduce private US purchases 
of foreign goods und services and tend to reduce the flow 
of all types of funds from the US to.other countries. In 
the past, imports have declined proportionately more then 
eross national product. .Reduction in dollar availabilities-- 
whether from ecrnings or financial aid--would be of grave 
consequence to many foreign countries. US exports, now ° 
eecounting for necrly one-half of all the goods imported 
by other countries of the world, ere of great importance 
to the current standerds of living and to the investment 


programs 
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programs by which these countries expect to raise their 
future levels. Other countries do not have enovgh gold, 
foreign exchange or other readily saleable assets to main- 
tain dollar consumption or capital investment in the “*ace 
of a sizeable decline in current dollar receipts. Waile 
there would result some shifts in trade away from the US, 
there are definite limitations on the possibility of such 
snifts as there are many US exports for which adequate 
substitutes cannot be found. Nor could other markets 
absorb a very large proportion of our imports of indus- 
trial raw materials. In addition, payments difficulties 
would impede shifts in trade pattern. 


While a fall in US export prices would make possible 
more purchases with the dollars in hand, this advantage 
to foreign countries would be offset by the fall of prices 
of imports. Currencies overvalued with respect to the 
dollar would become more so, thus intensifying present 
price disparities. 


Reduction in US imports would almost certainly give 
rise to depression and unemployment in the foreign irdus- 
tries producing these goods and these depressing effects 
would spread in some degree throughout the national economies. 


An almost certain result of even a modest decline in 
dollar availabilities would be the strengthening and per- 
haps entrenchment of restrictive and discriminatory trade 
and payments arrangements. This would be especially 
likely in the case of those countries which are now on 
the border between hard and soft currency areas as failure 
to dispose of their output in the US would lead them to 
seek markets in countries which make payments in inconvertible 
currencies or under bilateral payments arrangements. The 
employment of exchenge controls would discourage the flow 
of private American capital end the reduction in dollar 
availabilities would probably result in increesed restric- 
— ou. the trensfer of earnings by US companies operating 
abroad. 


A decline in US national income would probably have 
an adverse effect on dollar outflow from loans, direct 
investments and gifts on private account. Latin America 
and the Middle Ecst would be hardest hit by a decline in 
US privete investment. 


Although the volume of loens from US government | 
sources will, in general, be a function of our broad 
foreign economic policy, e business depression might 


reduce 
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reduce the willingness of Congress to provide funds for 
foreign lending. Many countries cannot hope to recover 
without the reconstruction and development programs. Such 
curtailment might conflict with ow security objectives by 
interfering with development cof productive capacity for 
goods needed by the US and its allies in wartime. These 
developments would play into Communist hands. Our intér- 
national prestige and influence would undoubtedly suffer. 
Communist party membership and influence could be expected 
to increase, and moderate and liberal goverments would 
have difficulty in remaining in office. Many governments 
which have based their foreign policies largely on coopera- 
tion with tne US would be weakened or overthrown. In 
their search for markets and supplies, other countries 
would look more sympathetically toward sales of goods of | 
military as well as general economic Significance to the 
Soviet bloc. 


* * * 


US -SaTSLULTE AVIATION In the face of increasingly evident 
POLICY DEVELOPMENTS British reiuctance to cooperate 
whole-heartedly in the implementa- 
tion of our joint satellite aviation policy, particularly 
with respect to the restriction of satellite civil air . 
operations to western Europe, we have initiated a thorough 
review of the policy. (See page 7, April 18, 1949 issue 
| of Current Economic Developments.) e British have taken 
{| exception to the containment aspects of the policy on the 
' basis that security factors are outweighed by the military 
J advantages in intelligence, air transport and communications 
7 which would result from reciprocal civil aviation penetra- 
A tion. The Joint Chiefs of Staff, in response to a request 
from the Department, have expressed views which support the 
British contention that the containment aspects of. the 
policy are no longer justified on the basis of the military 
security considerations involved. However, the JCS strongly 
support continued restriction on export of aircraft and 
| gorse Oo satellite countries because of military security 
factors) Following $tudy of the JCS views and] completion 
of its eVcrall review, the Department will consider the 
extent to which the National Security Council should be 
requested to modify our present civil aviation policy to- 
ward the USSR and its satellites. 








— 
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Eugosiav Except ten Meanwhile,we are requesting con- 
currence of the National Security Council in immediate 
relaxation of our aviation policy toward Yugoslavia with- 
out waiting for a final decision-on the overall satellite 
policy. We feel that the elimination of Soviet ownership 
and control of Yugoslav civil air operations, combined . 
with the evidence of a deep schism in Tito-Kremlin relations, 
warrants placing Yugoslavia in a separate category from - 

the Soviet bloc and its exemption from the restrictions © 
against satellite civil air operations outlined in our 
policy. We think there is no longer any valid reason why 
any non-curtain country should not, if it considers that 
political and economic advantages would result therefrom, 
enter into negotiations with Yugoslavia looking toward the 
conclusion of a limited short-term aviation bilateral | 
involving the reciprocal exchange of civil air rights. We 
are also proposing the relaxation of restrictions on the 
export of aviation equipment to Yugoslavia to the extent 
permitted by our recently revised general export policy 

for Yugoslavia. 


In recent weeks, the Yugoslavs have renewed their 
offers to conclude a civil aviation agreement with the 
Italians and have made overtures to the British, the French 
and the Swiss looking to the negotiation of similar bilaterals. 
Embassy Belgrade strongly supports the exemption of Yugoslavia 
from the strict application of our satellite aviation policy. 
In its view, Yugoslav air links with the west would have 
definite advantage to the west, less for Yugoslavia, and 
none for the USSR and its satellites. 


SECRET 


* * * 
CONFIDENTIAL 


MEXICAN REQUEST FOR The Mexican government this past 
PEMEX LOAN WITHDRAWN week officially withdrew its request 
for consideration. of an Eximbank 
loan to Pemex, the Mexican government’ oil monopoly, for 
development of Mexican petroleum resources. Conversations 
on the proposed loan have been under. way intermittently 
Since March. In essence it is our position that no loans 
of public funds should be made for exploration, development 
and production of petroleum resources abroad since private 





capital 
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capital is available for such projects where the terms 
offered are commensurate with the magnitude of the enter-~ 
prise and the risks involved. In general this position 

is considered applicable also to loans for refineries and . 
transportation facilities. However, a high-level decision 
was made to consider an exception in this case because of 
the proximity and other factors, provided private capital 
is permitted entry on an accepted legal basis and in fact 
participates on a scale and under terms assuring an appre- 
ciable increase in the production of Mexican crude oil. 
(See page 10, June 13, 1949 issue of Current Economic 


Developments. ) 


. Withdrawal of the Mexican request came about a week 
after we handed an aide memoire to the Mexican Ambassador 
outlining the conditions under which the desired financial 
aid might be. extended. Our note indicated that we would 
consider loan projects for refineries and pipelines when 
larger production is effected and if otherwise economically 
justified, provided Mexico established the necessary legal 
basis and actually permitted private company operations in 
exploration, development and production. Although the 
Mexicans have not accepted our terms for considering a 
loan application, they have indicated informally that the 
government is still exploring all possibilities of reach- . 
‘ing agreement. . | 


CONFIDENTIAL . 


* * * 


UNCLASSIFIED 


INTERNATIONAL WHEAT COUNCIL In its first session, held 
DECLA4RES AGREEMENT IN EFFECT in Washington early in the 
month, the International 
Wheat Council declared the International Wheat Agreement to 
be in effect and made administrative preparations for plac- 
ing in operation the part of the Agreement relating to 
duties and obligations of ‘the members. (See page 5, June 20, 
1949 issue of Current Economic Developments. ) 








The Agreement has been ratified by countries responsible 
for 99.6% of the guaranteed exports end 84.5% of guaranteed 
imports, end it is anticipated that most of the signatory 
countries which have not yet. ratified will do so soon. 


Since 
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Since it appears that most of the latter plan to take early 
legislative action, the date for deposit of instruments of 
acceptance was extended to October 31, and it was agreed, 
therefore, to postpone until the November session any action 
on the adjustment of guaranteed quantities required under 
the Agreement. 


Countries which participated in this Council meeting 
as voting members were: Austria, Belgium, Ceylon, Denmark, 
Greece, India, Ireland, Israel, Italy, Lebanon, the Nether- 
lands, New Zealand, Peru, Portugal, Saudi Arabia, Sweden, 
Switzerland, South Africa, and the UK and US. Signatory 
countries which have not yet ratified the Agreement but 
perticipated as observers ares Bolivia, Brazil, China, 
Colombia, Cuba, Dominican Repubiic, Ecuador, Egypt, Mexico, 
Nicaragua, Norway, Panama, the Philippines, and Venezuela. 
Representatives of the United Nations and of the UN Food 
and Agriculture Organization also had observer status. The 
remaining four signcetories which have not ratified--El 
Salvador, Guatemala, Liberia, and Uruguay--did not take 
part in this meeting. 


The Council elected a UK Ministry of Food Secretary 
es Chairmen of the Council and voted to make London the 
permanent seat. An executive committee was established, 
with Australia, Canada, the US, Benelux, India, Italy, 
South Africa, snd the UK elected as members. Pending its 
acceptance of the Agreement, Egypt was also elected to 
membershiv in this committee and it was understood that 
a2 Latin American country weuld be added later. An advisory 
committee on price equivalents, which is to consist of 
technical experts, was also elected, and rules of procedure 
Me oe the Council and the executive committee were 
adopted. 


UNCLASSIFIED 
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YUGOSLAVIA'S NEED FOR Yugosjavia's. financial. situation,: now + 
FINANCIAL ASSISTANCE increasingly serious asa result of “+ 
Cominform termination of.trade with : 
that country,. has. brought. about. Yugoslav, requests for- financial 
assistance from several sources.. The International Bank is- 
sending a mission to Yugoslavia in connection with the. lattér 's 
loan application, and the Eximbank-jis considering ‘seeking ‘the ; 
views of the National Advisory Council on Yugoslavia's informal 
request for an Eximbank credit. . Yugoslav representatives are 
also discussing the possibility. of a $3 million drawing from . 
the International Monetary Fund,’ and are negotiating fora 
sterling credit from the UK. The most recent information on - 
Yugoslavia's requests for credits from private US sources 
indicates that the Yugoslavs failed to reach an agreement on — 
a loan from the Bank of America, but are continuing their 
talks with the Chase National Bank. Negotiations are also 
proceeding on an agreement with the 'iorld Commerce Corporation 
to facilitate $20 million. worth of trade to and from Yugoslavia. 


Yugoslavia's urgent need for financial assistance to in- 
sure against the collapse of the Tito regime and to provide 
sufficient economic and political stability. to enable it to 
continue as a thorn in the Cominform's side has been confirmed 
by Embassy Belgrade. Yugoslav representatives have stressed ~ 
that, if assisted during this‘ extremely critical period in ° 
re-orienting their economy from east to west, Yugoslavia 
would be able in e year or two to repay the assistance now 
being sought. The stoppage of deliveries from the east occurred 
at a time when the deterioration of parts and equipment in 
Yugoslavia's dollar-earning industries was lowering their | 
productivity and the growing shortage of dollars was slowing 
up orders for necessary replacement equipment. With respect: 
to the doliar shortage, the Yugoslavs have emphasized the 
time it takes tc open up new sales outlets and pointed to 
the steps already taken in that direction. They also feel 
thet many items currently being sought in the US could be 
obtained in. time from western European sources, but that the 
current situation does not permit waiting.. Meanwhile , ‘however , 
Yugoslavia's global dollar deficit:is increasing, and "its net 
reserves are approaching what the Yugoslavs consider: an irre~ 
ducible minimum of $6 to $8 million... - : | 2 oan 


The International Bank is sending co ‘pisadon: to: Yugostavia 
to study its economy in relation to its loen‘application and. ° 
to examine the projects submitted ta’ he Bank for :financing. | 
Although the Yugoslavs originally recuested ¢redits totalling 
about. $230 miliion, it is believed. that-the Bank.is ‘considering 
a loan of up to $25 million for specific projects at this time. 


The 
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The Bank is expected to consider primarily long-range develop- 
| ‘ment projects in industry and agricuiture and it is believed 

: unlikely that any credit could be finalized before 1950. The 
Bank's: condition that its facilities are available only to 
members in good standing of the Bank and the International 

: Monetary Fund was met last week when the Yugoslavs made their 
payment of $7.7 million of gold to the Fund. 





Since extension of credits by the International Bank 
probably would not be in time to assist Yugoslavia during 
the rest of 1949, the Eximbank's assistance was sought to 
fill this gap. The increasing urgency of Yugoslavia's need 
for assistance necessitates early definitive action by the 
Eximbank which is, therefore, considering asking the NAC's 
views on Yugoslavia's informal credit request in the light 
of the information available Yugoslavia is seeking Eximbank 
financing of non-ferrous mining equipment, especially mainte- 
mance equipment and parts, for which the Eximbank is tentatively 
considering credits in the neighborhood of $20 million. 


+. Italian willingness now to sign a trade agreement with 
Yugoslavia will also improve Yugoslaevia's economic position. 
The negotiation of this agreement was suspended by Italy 
recently as a result of Yugoslav currency moves in Trieste. 
However, the subsequent Yugoslav tommunicue cn Tito's meeting 
with the Italian Minister in Belgrade, which stated that 
Tito was convinced of the need for further developing mutual 
good neighbor relations between the tio countries, provided 
the reassurance which Italy recuired to reopen negotiations. 
Yugoslavia's prompt action in arranging the meeting and 
issuing the communique indicates its need for getting this 
agreement into operation as soon es possible. 


* * * 


ANNECY CONFERENCE August 6 has been set as the termination 
NESRING COUPLETICN date for the third session of the contract- — 
ing: parties to the General Agreement on 
Tariffs anc Trade (GATT), which opened in Annecy, France, 
last April. July 31 has been set as the date for completion 
of tariff negotiations. (See page 5, June 13, 1949 issue of 
Current Economic Developments. Most of the bilateral tariff 
negotiations undertaken by the 23 contracting parties to GATT 
and the 11 acceding countries will have been completed by the 
July dete, and procedures have been worked out to continue 
at Annecy those which it appears can be concluded successfully 


ey 
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by August 27. For the US, negotiations with Italy, Colombia, 
and probably the Dominican Republic will fall in this category. 
Several other countries will also have uncompleted negotiations 
to be continued into August, notably with Italy. It is antiei- 
pated that over 120 pairs of bilateral tariff negotiations 
will result from this session. Dates:for the fourth session 
of GATT and the third round of tariff negotiations remain to 

be set, but will probably be sometime in 1950. 


Proposal for Provisional Application of ITO Commodity 
Chapter A recent development at the conference of Mabie 


concern to.the US is a proposal made in a:meeting of the 
executive committee: of the ITO Interim Commission by the UK 
and widely supported by other delegations, that the chapter 

of the International Trade Organization (to) Charter dealing 
with commodity agreements be provisionally applied. We are 
opposing such action for several reasons. First, that chapter 
of the Charter actwally is already being applied. provisionally 
in a: significant.sense by virtue of ECOSOC and ECLA resolutions 
and certain. provisions of GATT. Second, the: proposed action 
would: change the concept of the contracting parties from a 
group dealing with tariff and trade problems toa: group - - 
charged with affirmative action in the field of ‘commodity 
agreements. Third, it would be politically impossible for us 
to go.along with the proposal in-advance of Congressional 
consideration ‘of the Charter. Our delegation at. Annecy: has 
.made this position clear and the Department has held separate 
“eOnversations with representatives of the British, Australian, 
French, Netherlands, cand Greek Embassies in Washington along 
these same lines in an effort to heve further: consideration: 
of this.matter postponed until the next: session. : 


British Boe:d of Trade (BOT) officiels have indicated 
thet. UK interest in early application of.the ITO- commodity 
provisions stem'from its contern lest an increasing number of 
products develop a burdensome surplus in the next year. Also, 
the British seem to ferr that the Food and Agriculture Organiza- 
tion might pre-empt action in the commodity agreement field. 
The BOT feels that FAO's approach to commodity agreements 
would not give sufficient weight to balance-of-payments and 
commercial policy considerations. There sre also, indicetions 
that one motivating force behind this action is British concern 
over a developing situation in which important products purchcsed 
by the UK--wheat and sugar~-cre regulatéd by agreements while 
important sterling area products such as rubber and tin are 
unregulated. i : 


According to the French Foreign Office, the French’ 
oppose application of the ITO commodity provisions but favor - 
formation of a committee to make Studies looking toward the 
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possible negotiation of additional commodity agreements. 

The French position is that commodity agreements should be 
considered in the context of the overall program for allevia- 
tion of the current UK economic situation. 


Procedure for GATT Handling of British Restriction 
Problem In view of the recent announcement by Chancellor 


of the Exchequer Cripps of intensification of import restric- | 
tions by the UK and other sterling areas against the dollar. 
area, we feel there is an unmistakable legal obligation under GATI 
for consultation. We discussed this with the chairman of the 
contracting parties and with British and Canadian officials and 
have agreed on a procedure whereby the UK will circulate to 

the GATT parties a paper informing them of the new restrictions. 
Thereupon we will take the initiative in suggesting postpone- 
ment of any substantive discussion at this session. This 

means that GATT discussions of the matter will be deferred 
until after the US-UK~-Canadian talks on the British financial 
crisis which are scheduled to be held in Washington in September 
and then will have to be handled under intersessional procedure. 


(See page 1, July 25, 1949 issue of Current Economic Developments.) 
ippesse =r Italian Negotiations Believed Broken Following | 


concerted action by the Department, Embassy Rome, and our 
Annecy delegation to impress upon the Italians the importance 
of the successful conclusion of US-Italian tariff negotiations 
under GATT, it now appears that the impasse between the two 
delegations may be broken. The US and other major trading 
nations have encountered serious difficulties in their nego- 
tiations with Italy because. the latter's tariff offers have 
been inadequate. The Italians have evidently followed the 
line that for bargaining purposes their first offers should 
not be very substantial, but it is understood thet the Italian 
delegation has now been instructed to do its maximum toward 
closing the gaps. They have improved their offers and nego- 
tiations are proceeding. 


Negotiations with Colombia Continuing When, after some 
weeks of effort, the US delegation was unable in exploratory 


conversations at Annecy to find a satisfactory basis for tariff 
negotiations with the Colombians, the Colombian Foreign Minister, 
Ambassador, and members of their Annecy delegction discussed 
the matter with Department officers. The Colombians were 
informed that we consider their offers too high and that they 
must be sharply reduced if there is to be hope of agreement. 
In order that discussions might be resumed at Annecy, the 
Colombians agreed to improve their offers cnd we agreed to 
accept increases in some Colombian rates and to withdraw a sub- 
stantial number of items from our request list. After these 
new ot fa have been exchanged, negotictions are expected to be 
resume 
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Gulties with Cu and_the Dontns ee, 
Diffi @ have arisen at Annecy in our reneg¢ 
certain’ textile items with the Cubans and with regard 


to our offer of a sugar concession to the: Dominican Republic 
which would have resulted in a reduction in’ the Cuban prefer- 
ence. On the recommendation of the Department, our delegation 
has agreed to withdraw our preliminary sugar offer to the — 
Dominicans and will try to use that withdrawal’ to help solve 
the other outstanding issues with the Cubans. The Cubans: 
have already presented for GATT consideration a paper on the 
preference issue, but the Cuban Ambassador has indicated to 
Department officials that the paper would be withdrawn if 

the sugar offer is withdrawn. When the Dominican Ambassador 
was informed of oyr intention to withdraw the offer, he said 
that the Dominican delegation would probably submit a memo to 
the GATT parties charging discrimination. We have informed 
the Dominicans that our decision to withdraw the offer is 
based on the grounds that the Dominican Republic is not a 
principal supplier of sugar and the resultant reduction in 
the Cuban preference might have political repercussions in 
Cuba. We wish it made clear, however, that this does. not 
represent a departure from our established over-all foreign 
economic policy or our policy of full cooperation with the 
Dominicans. 7 i ‘ 
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SOVIET REPORT ON SECOND The Soviet press last week gave a 
QUARTER PLAN FULFILLMENT. statistical report on accomplish- 

| | ' . ments in the second quarter of the 
fourth year of the USSR's five year plan. Or als Be 


If the announcement is accepted on face value, then the 
current status of the Soviet economy is as follows: Gross’ pro- 
duction plan for industry, in the upward revised quarter, was 
fulfilled 101%. A general improvement in the second quarter 
is indicated with the exception of further serious sag in 
the fish industry and a significant decline in meat end deiry 
production. Very respectuble first quarter performances were 
maintained in pig iron, steel, coal and electric power, while 
oil production registered..e slight improvement. Further 
transport emphesis may be deduced from the reported increases 
in production of rails, electric locomotives and freight cars. 


Gross 
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Gross production of ail industry increased 20% compared 
with the second quarter of last year. Mechanization of heavy 
labor processes continued, particularly in coal, construction, 
timber industries, and transport. Indices on the utilization 
of equipment reflected further improvement compared with the 
same period in 1948, including use of blast furnaces. However, 
certain branches of industry, including coal cutting machinery 
end oilwell exploitation drilling, failed to utilize full 
capacity. The first and second quarter plan for the reduction 
of cost of industrial production was reported as over-fulfilled. 
There were significant increases in ali freight loadings as 
compared with last year. However, rail transport reserves for 
speeding turnaround of freight cars and increasing train -. 
speeds are still being utilized unsatisfactorily. River trans- 
port freight hauling increased 25% over the second quarter 
1946 with a quarterly plan fulfillment of 107%. Ocean trans- 
port freight hauling was up 12% as against last year, although 
the quarterly plan vas underfulfilled. 


Volume of all capital construction work for the first 
half year 1949 was 24% more than the comparable period in 
1948, with improvements in the following industries: coal, 
metallurgical, electrical stations, machine building, construc- 
tion materials, light industries, food and transport. The 
volume of capital housing construction increased 38% as compared 
with the first helf of last year. Although the construction 
enterprises for heavy industry increased in volume, the 
querterly plan was underfulfilled in this respect. 


State and cooperative retail trede turnover in comparable 
prices increased over the second quarter of 1948 by 19%. Sale 
of foodstuffs inerecesed 15% with a 51% increase in meat and 
a 40% increase in confectionaries. The sale of nonfood products 
increased particularly, being 27% over last year. The nuwaber 
of workers and employees in the national economy increased by 
1.6 million compared with 1948, including 1.1 million persons 
in industry, construction and transport and 200,000 in educa- 
tional, scientific, research and medical institutions. Labor 
productivity of workers in industry increased 15% compared 
with the second quarter of last year. 


Embassy's Comments on Report Embassy Moscow, in pre- 
liminary comments on the published statistics, says they 


. furnish the best evidence to dete in support of the thesis 
that Soviet 1949 plenning policy envisioned a significant 
shift toward consumer goods production. This evidence is 
not conclusive, however. The eddition of 13 consumer goods 
items to last year's normal listing bears out the shift. 


The 
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The report includes relatively sharp increases in the produc- 
tion of sewing machines, radios, watches and bicycles. How- 
ever, the modest production increases in important textile 

and footwear branches are hardly startling. A healthy increase 
in retail sales, particularly the 27% rise in industrial con- 
sumer goods purchased, seems a firm i: dicator of consumption 
concessions as well as reflecting consilerable satellite 
contribution to this program. The reported 38% increase in 
capital housing development over six months is also impressive. 


While manpower allocations are difficult to pin down, 
there are apparently significant accelerated additions to 
the industrial labor force, heavy enrollment in advance 
training institutions, and a continuing manpower shortage in 
vital industries. Soviet armed forces are now staffed signifi- 
cantly over "peacetime" levels, although extensive use of 
military labor, particularly on transport and communications 
projects, have been remarked by foreign travelers in the USSR 
last year. 


The narrow one percent over-fulfillment of the gross 
production plan would support the contention that 1949 quotas 
were again pressured upward. While the 20% increase in gross 
industrial products remains a suspect figure, a certain measure 
of support for it can be found from the reported 17% increeses 
in daily freight loadings. 


* * * 


SYRO-LEBANESE ECONOMIC Syria and Lebanon signed a pact 
COOPERATION AGREEMENT July 8 which provides for economic 
cooperation and is expected, to result 

in increased trade exchanges and an improvement in the comple- 
mentary economies of both countries. The arrangement is the 
result of prolonged negotiations which were nearly concluded 

at one time and then were suspended over the Palestine issue. 
The new joint policy is one of limited protective controls 
through teriff adjustments. While the underlying Lebanese 
thesis of free trade is preserved, the customs measures taken 
and those envisaged to protect local industry indicate that 

the Lebanese have compromised in the direction of the protection- 
ism long advocated by Syria. Settlement of the problem of 

45 million Syrian pounds held by Lebanon also has been announced 
with a separate agreement to follow. 








The Council of Common Economic Interests will undertake 
studies to determine tariff reductions or exemptions on raw 
matericls and increased tariffs on manufactured goods to 


protect 
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protect local production of spinning and weaving, oils, 

soap, leather, giassware and sugar. Studies also will be 
made to coordinate foreign exchange regulations and certain 
internal taxes of both countries ; and eliminate Syr o-Lebanese 
currency deficiencies. 


Under the agreement the Lebanese cereal deficit<is to — 
be supplied by Syria and imported bread cereals are assessed 
50% duty unless the local supply is inadequate. The duty 
on rice imports is re-established. Specific increases in 
duty are provided on cotton and rayon yarns and piece-goods 
and remnants; however, tariff exemption is provided on raw 
rayon yarn and industrial cotton. Cattle and sheep also are 
exempt from customs duty. The DHP railway and tobacco monopoly 
are brought under the control of the Council. 


The Lebanese and Syrian Ministers of National Economy 
met this past week in Beirut with the Council of Common 
Economic Interests for consideration of measures to implement 
the economic agreement. The foliowing decisions were made: 
1) drastic reduction of the consumption tax on imported sugar 
and cancellation of the tax on wheet and flour; 2) equel division 
between Lehanon and Syria of Tapline foreign exchange accruing 
to control offices; 2) abolition of 1.5% municipal tax on © 
gold in trensit by air; 4) doubling of customs duties on im-_ 
ported agricultural produce competing with local production. 


Wnile the agreement has been greeted generally with 
satisfaction, the Lebanese Chamber of Commerce and Merchants 
Association have protested to the government against the 
agreement's general principle of tariff increases for protection 
of local industry and specifically against duty increases on 
yerns and textiles. They also request non-application of 
increased duties to goods in customs, in transit, or for which 
credits hed been esteblished prior to the date of increase 
Tne merchants contend that the increases are more revenue- 
producing than protective and will encourege contrabdend, 
injure Lebanese trade, and raise prices on both imported 
and loccily manufactured gcods. 
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KOREAN LAND In late June a Korean land reform law was promul- 
REFORM ACT gated by President Rhee which will practically 

eliminate absentee landlords and enable farm 
tenants of Southern Korea to buy the land they till. Approxi- 
mately one million tenant and part-tenant farmers will now 
have the opportunity to purchase 1,800,000 acres of farmland 
presently owned by absentee landlords. They will get the 
farms at less than one-half their current value. Implementa- 
tion is expected to reduce the amount of land farmed by tenants 
to pee than 10% as compared with 40% at present and 73% in 
1945. | 


Under this redistribution program the government will 
purchase the farm land of absentee landlords and resell it 
to tenant farmers. The government will pay the equivalent 
of 150% of the average annual output of the land. Payments 
to land.owners are to be made in cash in five annual install- 
ments, at an annual rate of 30% of the value of the average 
yeer's production. The government will resell this land to 
tenant farmers for 125% of one year's production of the main 
crop. Payments at the rate of 25% per yeer for five years 
may be made in cash or kind, but the government prefers payments 
to be made in grain to facilitate cereal collection for ration- 
ing end export. Distribution of the land will be based on 
the labor potentiality of the farm family, grade of land and 
other pertinent factors. Maximum holdings by any one family 
will be 7.5 acres and average holdings will be 2.7 acres. 
Adequate provisions to protect farmer- in cease of crop failure, 
iliness and other difficuities ere included in the law. 


"Progressive diminution" is provided for in payment 
for lands, which means that the larger the total amount of 
land held by an individual landlord, the smaller will be his 
compensation per unit of land. This provision, however, is 
opposed by the State Council and the Minister of Agriculture 
reports that the Executive will recommend to the Assembly 
elimination of that article from the lew. That article also 
provides for government assistance, of an additional 30% of 
the selling price to "small landlords," end of reduction of 
30% of purchase price to "poor farmers." 


A survey of the status of land tenure in South Korea { 
is now being conducted by the Agriculture Ministry, which { 

Will administer the program, in prepcration for actual trans- 

fers of ownership expected to begin this fall. No changes 

are anticipated in handling of payments for former Japanese 

land sold by military government in 1948, except to reduce | 
the required payrents from 20% of the crop for 15 years to q 
25% for five ye rs to conform with the new law. 


While 
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While landlords are forced to ncke a sacrifice in the 
sale of their land, the government plans to offset that some- 
what by offering them the opportunity to purchase at compara- 
tively low prices interest in former Japanese-owned properties 
classed as “enterprises contributing to the development of 
the national economy". While promulgation of the land reform 
law is a long step toward breaking down the feudalistic 
pattern of land tenure in Korea, it also makes more urgent 
the development of agricultural cooperatives and other 
agricultural agencies which can facilitate the adjustment 
of the farmers to their new role as farm owner-operators. 
Further development of institutions capable of extending 
long-term loans to small farmers will be necessary. 


Need for Reform Farm tenancy has been one of the most 
serious problems of the Korean agricultural economy. While 
tenancy always existed in Korea, the number of tenant farmers 
almost doubled during 35 years of Japanese rule. Nearly 
60% of the entire farming population owned no land at all 
in 1942. One of the outstanding achievements of the American 
military government was to lower farm rentals from 60% to 33% 
of the annual crop and the starting of distribution of farm 
lands to tenants through the sale of formerly Japanese-owned 
jands. This initial step raised the number of owner-operators 
by 128% in mid-194& as compared with 1944, while the number 
of tenants hed decreased by 56% as compared with 1944. 


* * ok 
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NOTES TO SOVIETS ON LEND-LEASE We have delivered another 


SETTLEMENT. AND PATENT.PAYMENTS strong note to the Soviets 
urging immediate settlement 


of their. wartime lend-lease accounts. Our note, handed to the 
Soviet Ambassador on August 8, proposes that negotiators meet 
at an early date to agree upon a complete and final settlement. 





We again reject the Soviet offer of $200 million as an 
over-all settlement for civilian type lend-lease articles re- 
maining in Soviet custody at the war's end. In the interest 
of a speedy conclusion of the matter, we now propose an aver-.— 
all settlement figure of $1,000 million instead of the $1,300 
million we had previously proposed. In our view, this is a 
most generous offer since we ask no payment for any aid expended 
in the war effort and no payment for military-type articles 
which may remain in Soviet custody under the settlement, but 
ask payment for considerably less than one-half of the depre- 
ciated cost of the US estimate of remaining civilian-type 
articles of value in the Soviet postwar economy. The note 
states that the US has made clear its position to retain re- 
capture rights of military-type articles and, in view of Soviet 
disagreement on. this point, suggests that this subject be given 
special attention by the negotietors. 


Hope was expressed that the matter of the three ice- 
breakers, 28 frigates and other naval vessels would be settled 
promptly in discussions with the two experts recently desig- 
nated by. the USSR to handle this problem. We are willing to 
accept the $13 million cash price offered by the Soviets last 
December. for prewar-built merchant vessels; however, we still 
reserve our rights to require the return of these vessels until 
a mutually satisfactory over-all lend-lease settlement agree- 
ment is reached. | 


The matter of compensation of US patent holders is covered 
in a separate note of the same date. Seven US firms are in- 
volved in claims for the use of their patented processes by 
the Soviet government in its oil refineries during the war 
under an article of the lend-lease agreement. In refutation 
of the Soviet contention that the patent matter is being taken 
care of in conversations between the patent holders and the 
Soviet Purchasing Commission, we point out that little progress 
has been made. Furthermore, we understand that the Purchasing 
Commission fs insisting that any agreement in this regard should 
become effective only upon conclusion of the over-all lend-lease 
settlement between the two governments and thet the rates of 
compensation should be less than those charged for use of the 
processes in this country by the US government. We consider 
that the Soviets continue in default of their obligation in 
this respect and ask for immediate notice of their intentions. 





* * * 
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CZECH CONCERN OVER Czech concern over the export licensing . 
TRADE AND PRODUCTION policies of the US and western European 
countries and success of the European 
Recovery Plan is clearly evidenced in a report which we have: 
confidentially received. This report consists of replies to: 
a questionnaire which the Czech Ministry of Foreign Trade 

sent to leading export and import concerns asking the extent 
to which the "Marshall Plan" was affecting their industries. 





Czech businessmen seem generally of the opinion that: < 
1) export restrictions imposed by the US and other western 
countries are having a considerable unfavorable effect on 
Czech industry; 2) attempts to evade these restrictions have 
met with limited, but only limited, success; 3).Czech industry 
at present is also unfavorably affected by its inability to 
modernize; and 4) the competitive position of Czech exports 
in the world market is constantly deteriorating because of 
the above factors and because of the steadily improving 
position of western European industry. The factor of German 
and, to a lesser extent, Japanese competition is very important 
in the minds of Czech businessmen. German competition is now 
beginning to be felt by almost all Czech exports. There is 
considerable feeling that the US and western European coun- 
tries are by no means fostering east-west trade and are, in 
fact, conducting economic warfare against Czechoslovakia. 
The businessmen appeared quite aware of the licensing restric-. 
tions existing in their particular industries and in ‘some 
instences believed licensing prohibitions are in effect when’ 
they do not exist. Efforts of ERP participeting countries : 
to increase exchange of goods among themselves with much ~— 
shorter delivery dates and lower price levels was cited as 
jeopardizing Czech markets. Uneesiness was expresséd over 
the plans of OEEC countries to increase their productive 
capacity and coordimte their plans. 


Report of Industries Affected Difficulties in obtain- 
ing metals were ‘attributed directly to ERP end export licens- 


ing restrictions. Production of Czech steel industry is 
hindered by lack:of lead, ball bearings end special machinery. 
Also the ability of certain ERP-participants to sell at lower 
prices has resulted in a loss of old Czech customers, accord- 
ing to the report. In the foundry industry, production has 
not been reduced but it is impossible to increase capacity 

as planned. The mining industry elso. suffers for lack of 
machine tools and equipment and ball bearings. Textile 
industries are encountering difficulties in getting raw 
materials because OEEC countries are buying up the better 
types of cotton and ‘because the French have failed to Supply 
combed wool, claiming this’ is because of Czech failure to meet 


its 
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its obligations under the trade’ agreement. Also other raw 
products for the textile industries, such as animal hair, 

jute and nylon, are’ hard to obtain since the countries produc- 
ing. them prefer. to sell fer dollars. Chemical raw materials 
are hard to’ import, although it was stated that some American 
chemicals have been obtained by re-export through western 
European couhtries for dollars. The Czechs fear, however, 
that this prattice will be discontinued and, if some does 
manage to slip through, it will only be at considerably higher 
prices. .On raw leather, Czechoslovakia is having import 
troubles because other countries have built up their leather 
industries, and because the sale for dollars to the US and 
OEEC countries has increased the pricés of raw hides. No 
decrease in the ceramics industry's productive capacity is 

yet noticeable, although it may be expected because of 
shortages of raw materials end machinery and the difficulty 
of installing up-to-date equipment. 


Protests of US Licensing Policy Czech concern over US 


export policies has been evident: in their charges in various 
international bodies, the latest being at the current ECOSOC 
session. At the Annecy conference the Czechs made a complaint 
to the contracting parties that the US had failed to carry 

out its GATT obligations through its administration >f ‘éxport 
licensing. We denied the charges, stating that restriction 

of exports to eastern Europe has been clearly based on the 
security exceptions in the Genernl Agreement and is entirely 
within our rights. After some debate, the Czcch charge was 
defeated. Similar charges: héve been made by the Czechs and 
Soviets <«t the GA and at various meetings of ECE, cs well as 
at ECOSOC sessions. We have been able successfully to maintain 
our position in ell instances that discrimination is justified 
on security grounds. 


BEST COPY AVAILABLE 


Embassy Praha expects the Czechs to continue to press 
for US credits and relaxation of export controls when the 
US-Czech compensation claims negotiations are resumed in 
September. It is anticipated that their credit request will 
be reduced, but thet they will determinedly seek release of 
as much cquipment as possible under our export controls, 
particulerly on outstanding orders. 


_ Moves Toward Trade with West A series of trade talks 
between CzccHoslovakia and western European countries are now 
in progress or scheduled within the next few months. Current 
negotiations with the UK include trade, finance and compénsa- 
tion, and last reports are that little progress is being made. 
French talks were scheduled for mid-June but have been post- 
poned until September with the French dissatisfied over Czech 
reluctance to take non-essential goods and failure to furnish 


needed 
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needed goods, such as timber for French mines. New trade 
agreement negotiations with Belgium and Switzerland are to 
take place this mcenth and negotiations with Italy may begin 
in September. Turkish negotiations, which began in April, 
are deadlocked: over the type of commodities the Czechs are 
willing to exchange for tobacco, and probably will not be 
revived. A one-year renewal has been concluded with Austria, 
with new quota lists of goods to be exchanged providing for 
a. contemplated 70% increase in trade. According to the 
Austrian Legation in Praha. Austrian exports amount to $28 
million and Czech exporte to $30 million, the difference 
covering transit charges for Czech goods passing through 
Austria. Reportedly, no copper, lead, iron ore or scrap 
iron will go to Czechoslovakia under the agreement and only 
one-fifth of Czech coal deliveries are to be paid in dollars, 
the remainder to be paid with steel and steel products. 


‘Trade a Eastern Europe Meanwhile, Czech slanting of 
its foreign trade toward the eastern planned economies, first 
manifested in the latter part of 1947, has continued, particu- 
larly with the Soviet Union and Poland, although imports of 
food from the Soviet Union are negligible compared to the 
same periods in 1947-48, The turnover with the planned 
economy countries, although absolute figures are not avail- 
able, is known to have increased by over 20% in the first 
months of 1949 in relation to the corresponding months of 
1948. Meanwhile the turnover with the western European 
countries fell away in the 1949 period, the reduction being 
Smaller in Czech exports than in imports. The increasing 
difficulty of selling Czech goods in the tightening US market 
was emphasized by tne June drop in Czech declared exports, 
which were slightly less than 41.5 million, the second lowest 
of the current year cand only slightly more than 40% of the 
June 1948 volume. Since June, too, tradé has ceased between 
Yugoslevia and Czechoslovakia as e result of Cominform action 
against Yugoslevie. et 


_ Official Czech statistics, however, state that both 
exports and imports for June were at a higher level than in. 
any previous month this year, with exports amounting to 3,930 
million crowns, and imports 4,331 million crowns.- The large 
volume of imports was due primarily to increased shipments of 
wheat, butter, cand meat from the USSR and to the receipt of 
2,199 million crowns' worth cf needed raw materials. Produc- 
tion in almost 411 branches of industry was officially. reported 
as proceeding close to 100% cof the plen. 
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Western Germany has been actively engaged in 
widespread negotiations to expand its foreign 
trade program. It has recently concluded 

ts with Belgium-Luxembourg, Denmark, Finland, 
France,: Ireland, Italy, Poland, Portugal, Sweden, Argentina, 
Chile, Colombia, India, and Iran. Negotiations with Greece, 
Norway, Turkey, Japan and the UK are currently under way 
and others are scheduled to take place soon with Austria, 
Czechoslovakia, Hungary, the Netherlands, Pakistan, and 
Switzerland. In addition, preliminary discussions have been 
held with, or tentative proposals made to or by, many other 
countries, including Bulgaria, Rumania, Bolivia, Brazil, 
Costa Rica, Cuba, the Dominican Republic, Mexico, Nicaragua, 
Peru, Uruguay, Venezuela, Iraq, Lebanon and Syria, Pakistan, 
and the Philippines. <A number of these agreements are exten- 
sions of existing one-year agreements, providing in many 
instances for substantial increases in the trade involved; 
others are the first post-war agreements to be negotiated 
with western Germany, looking toward the resumption of old 
trade patterns; still others, particularly a number of those 
with Latin Americen and Middle Eastern countries, are the 
first trade negotiations to be undertaken by those countries 
with Germany. 





In discussions which a trizonal delegation carried on 
in Paris in May with delegations representing most of the 
other OEEC participating countries, it was anticipeted that 
the trade of western Germany with those countries in 1949-50 
will be expanded considerably over the calendar year 1948, 
This will be true both of exports and imports, although more 
particulerly true of imports. At the Paris discussions the 
trizonal delegation proposed that western Germen trade. with | 
the other OEEC countries, exclusive of Switzerland but includ- 
ing also the ag ah eed a sterling areas should total 
$914 million in exports and $872 million in imports. The 
other countries proposed exports of $993 million and imports 
of $932 million. It must be remembered, of course, that 
| ane are estimates and their realization depends upon many 

ectors, , 


_» Coal, iron. and steel, machinery, and chemicals figure 
importantly among German exports while food and egriculturel 
items account for a large proportion of planned trizonal 
imports. Coal is‘a major German export item in agreements 
with France, Italy and Belgium-Luxembourg, which are among 
Germany's largest trading partners. The French-trizone 
agreement provides for French exports during the next year 
amounting to $168 million and imports from the trizone 
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amounting to $205 million. Invisible payments to western 
Germany will amount to $23 million, and in order to overcome 
the French deficit of $60 million, a joint request will be 
made to the OEEC for drawing rights in this amount. Under 
the one-year Italian agreement, trade is projected at 
approximately $60 million each way. Trizone trade with 
Belgium-Luxembourg is expected to balance at about $125 
million each way, which represents somewhat of a reduction — 
from the 1948-49 trade. This reduction is due to the fact 
that western Germany no longer needs to import fertilizers 
and because the freight car repair: program is nearing com- 
pletion. 


Substantial increases in trade with the western zones 
are anticipated in the agreements negotiated by Finland, 
Ireland, and Poland. The estimated Polish-trizonal trade 
of $35 million each way for the current year is almost three 
times the amount provided for by the agreement reached last 
December but never ratified, and far above the 1948 trade, 
if judged by bizone exports to Poland totalling $1,284,000 
and imports from Poland of only slighly over $4 million. 


It is hoped that trade difficulties with the Swiss, 
which culminated in Swiss denunciation last April of its 
payments agreement with the trizone, and which have failed 
of settlement over the past several months, may be satis- 
factorily worked out at the next meeting of the Mixed Com- 
mission, which may be held later this month. Germany exports 
much more to Switzerland than it imports from that country, 
and the main issue at present. seems to.be the Swiss insistence 
on western Germany's increasing imports of so-called non- 
essential items from Switzerland to bring the-trade more 
nearly into balance. 


‘Eastern Zone of Germany Only incomplete data are avail- 
able on e-trade o e soviet zone of Germany, which is 
oriented to the trade of the USSR and satellites, forming 4 
pert of the eastern European economic system. According to 
a recent press report, 42% of the Soviet zone's imports ‘in 
1948 came from the USSR and 10% each from Poland and Czecho- 
Slovakia, while 34% of its exports went to the USSR; 27% to 
Poland, and 11% to Czechoslovakia. Of the western European 
countries, Sweden recently announced conclusion of a one-year 
agreement with the Soviet zone providing for a balanced com- 
modity exchange’ of approximately 40 million kronor, which 
represents a substantial increase over the 18.6 million 
planned for the preceding year. Swedish exports are to 
include iron and steel, wood pulp, paper, chemicals, and 
foodstuffs. ‘Soviet zone deliveries are to include 
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potash and other chemicals, textile, printing and cther 
machinery; technical glass and porcelain. Italy recently 
concluded a long pending barter agreement with the Soviet 
zone for an exchange totalling $1,190,000 and involving 
Italian exports of hemp, pyrites, mercury, talc, ball bear- 
ings, and chemical products, and Soviet zone exports of 
mechanical and precision goods, industrial machinery, kaolin, 
chemicals, and dye stuff. A Netherlands delegation, which 
opened negotiation with the Soviet zone in Berlin last 
month, is now reported in the press as having concluded a 
one-year agreement cailing for an exchange of goods vaiued 
at approximately 98.5 million. The Netherlands is to export 
fats, acids, textiles, and rubber in exchenge for machinery, 
glassware, end mechenical and optical products. 


Interzonel Irade Trade between the western zones and 
Soviet zone was of course entirely cut off during the period 
of the blockade end counter-blockade. The New York agreement 
for the lifting of these restrictions has not resulted in 
the hoped-for expansion of trade. Among the difficulties 
involved ares: 1) the necessity for epplying to the Soviet 
zone the same security screening involved in exporting to 
other Soviet areas; and 2) the need to work out a clearing 
mechanism satisfectory to both sides in the light of two 
seperete currencies which bear no fixed relationship to each 
other. The Soviets for reasons of prestige would like to 
have the Soviet zone mark considered cs equal to the western 
zones, deutschemark, a prorosal which is entirely unacceptable 
to the-western zoncs since the deutschemark is actually worth 
three to four times the value of.the Sovict zone mark. No 
over-all trade arrangements have been worked out cnd trade 
is taking place on an ad hoc licensing basis. This situation 
is of some concern to the Department since figures on trade 
Since the New York agreement indicate that the Soviet zone 
is obtaining a substantial quantity of essential items while 
the western zones are receiving little in return, and since 
the western zone gcods are peid for in deutschemerks rather 
than dollars such e situetion results in a dissipation of 
western zone resources, It appears that since the lifting 
of the blockade (May 12) abcut $15 million worth of goods 
has been approved by the bizonal authorities for delivery 
to the Soviet zone end sector; about &6 million of which has 
actually béen delivered. Figures on movement in the other 
direction are not very complete or reliable, but it is reported 
that deliverics from May 12 to June 1 were below $100 thousand. 


Among 
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Among the commodity groups going west to east were 
iron and steel, machinery, vehicles and equipment, and 
optical and precision instruments. Items going east to 
west have been products of much less importance, such as 
ceramics, glass products, and textiles. Since the status 
quo is obviously advantageous to the Soviets, it is expected 
that there will be continued difficulties in obtaining 
their agreement to an over-all trade arrangement. 


MFN Treetment of German Trade In order to promote 
the economic recovery of Germany and enable it to resume 
sound economic relations with the world, this government 
has endeavored to get the widest possible acceptance of 
the principle of most-favored-nation treatment for the trade 
of western Germany. An MFN agreement for western Germany 
Grawn up at the Second Session of the GATT contracting 
parties in September 1948 (see page 5, September 20, 1948 
issue cf Current Eeonons.¢ Developmer.ts), has been signed by 
a substantial number of the originel GATT members. We have 
now asked our missions in the 11 new countries which may 
accede to the General Agreement as a result of the current 
Annecy conference to cpprocch those governments regarding 
adherence to the German agreement, end are hopeful that most 
will sign. 


At the Third Session of the GATT contracting parties, 
Which will be concluded at Annecy, France this month, we 
were successful in getting those countries which have already 
Signed the agreemcnt on Germany to egree to an understanding 
extending the same treetment to the western sectors of Berlin. 
It is hoped that cny new signatories of the German agreement 
will also sign this understanding on Berlin. 


In response to questions informally raised at Annecy 
regarding the administration of the agreement on Germany 
(see page 7, June-13, 1949 issue of Current Economic 
Developments) and in an attempt to cllay any feers of the 
signatories «s to tcriffs being enforced, it was decided 
that the military governors cf the US, UK, and French zones 
should jointly issue e2 policy statement on German tariffs. 
This statement, recently relvecsed et Annecy, provides, in 
part, that the 1939 tariff is in force insofar as it is not 
in conflict with military government regulations and thet 
tariff rates and customs procedures shuuld be applied uniformly 
throughcut the areas of western Germany. It provides that, 
during the life of the MFN xgreement, the appropriate authori- 
ties of western Germany wili undertake to consult the signa- 
tories on such duties which the lctter would consider tco 


heavy 
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heavy, with a view to granting reductions on cases where 
the duties in force would prevent the normal operation of 
trade exchanges. It appears that those signatories who had 
earlier expressed dissatisfaction with the agreement are 
sufficiently satisfied by this statement so that a formal 
conference of the signatories, possibly involving revision 
of the agreement, will not be necessary. 


* % * 


BRAZIL MOVES TO SL IMINATE Although formal negotiations 
COMMERCIAL BACKLOG WITH US have not yet begun with Brazil 

| on economic subjects of mutual 
concern, the Brazilians have already taken steps to elimi- 
nate their commercial payments backlog with the US. Brazil 
has introduced a foreign exchange budget and import control 
system designed to conserve its hard currency in order to . 
repay this dollar debt. <A reply is expected shortly to our 
note proposing negotiations which would cover, in addition 
to arrangements for liquidating the commercial backlog, a 
treaty of friendship, economic development and commerce, a 
tax treaty and a joint guaranty fund. (See page 1, July 18, 
1949 issue’ of Current Economic Develo manta.) The Brazilians 
ere apparently waiting to -ascertain the effects of their .. 
new controls before making ea further approach to the Eximbank 
concerning loan possibilities. It has been reported, without 
confirmation, that they may decide to issue interest bearing 
Serial obligations to claimants to be retired over a period 
of five years. | . 


Brazil's new foreign exchange budget, reportedly 
adopted as of July 1, provides for the accrual of a .minimum 
of $2.5 million per. month, or $30 million per year, to be 
applied toward the liquidation af overdue trade balances. | 
Under the import control program necessitated by this budget, 
all applications for import licenses will be sereened and 
fitted into exchange availabilities. -Embassy Rio de Janeiro 
believes that this system will hold the licensing of essen- 
tials to an absolute minimum, while applications may even 
be denied entirely for some imports which might be con- 
sidered essential. - 2% 


US-UK 
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US-UK TELECOMMUNICATION US-UK discussions commenced in 


AGREEMENT TO BE REVISED London August 8 for revision of 
the Bermuda Telecommunication 


Agreement of 1945. The main features of the 1945 agreement 
concern US direct radiotelegraph circuits to points within 
the British Commonwealth, rates for telecommunication 
service and exclusive arrangements whereby either the US 

or the UK has monopoly telecommunicetion rights in third 
countries. (See page 5, December 29, 1945 issue of 

Current Economic Developments.) The principal purpose of 
the present discussion is to secure a revision of the rate 
provisions of the 1945 agreement. The discussions also 

may cover arrangements for division of tools and. a-continua- 
tion of direct circuits. A textual change will have to be 
made to take account of the new state of Pakistan. 


For some time the US has felt that the rate limitations 
of the 1945 agreement should be changed because of substan- 
tial changes in the international telegraph communications | 
situation since the 1945 agreement was signed. These limita- 
tions consist of specifications of ceiling rates, which are 
no longer realistic in the light of changes in traffic 
volume; operating costs; and revenues to US carriers. The 
1945 agreement provided for ea ceiling rate of 30 cents for 
full rate traffic and 20 cents for code for service between 
all points in the US and points within the British Common- 
wealth. In the event the British Commonweelth countries 
propose that ceilings be retained, but increased in amount, 
our delegation will insist that the ceilings should be so 
high as to constitute no real barrier to edjustments of 
rate levels. We will urge unification of rates for ordinary 
plain language, code and cipher telegrams between the US 
and the British Commonwealth countries on the same basis 
as that adopted by the mejority of countries at the recent 
Paris Telegraph and Telephone Conference. We will also 
push for the elimination of special government rates, pro- 
viding agreement is reached to permit secret language in 
letter telcgrems between the US. and Commonwealth countries. 
Finally, we will: seek agreement with British Commonwéalth 
councries on a ratio of 1-1/2.to 1 for urgent telegrams 
between such countries and the US. We would prefer removal 
from the agreement of provisions concerning terminal and 
transit charges, division of tolls and currency matters 
and the incorporation cf such metters in private contracts 
ree US carriers and those: of the British Commonwealth 
countries. 


It is not intended thet the circuit 
a e provisions of the 
1945 agreement should be changed in any major respect. We 
are anxious to retain existing direct radio circuits and tc 


extend their use to cover traffic to a 
and possessions. e¢ to and from US territories 


* * * 
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DECONTR Interested agencies of the government have 
TI Pha reviewed the US tin situation with particular 
= ' ypeference to the abolition of international 
allocatiém and achievement of complete domestic decontrol. 
It was agreed that it would be desirable, if practicable, 
to continue international allocation of fin until December 31, 
1949 but it was not anticipated that international allocation 
would be practicable beyond that date. While the agencies 
agreed to cooperate to the full extent of their ability to 
maintain international allocation through December, it is - 
not clear at this time what will be the total quantity of 
metal to be purchased by the US during the second semester. 
It is considered desirable that a start be made toward estab- 
lishing the necessary new marketing arrangements, including 
private importation into the US, before international allo- 
cation is terminated. It was felt that it would be to the 
advantage of both tin export interests and US importers for 
arrangements to be made es soon as possible for the licensing 
of private imports into the US end for limitations on the 
usage of tin in the JS to be removed at the earliest practicable 
date. 





The Department of Commerce had planned during the current 
week to amend existing controls so as to remove consumption 
limitations within the US but continue temporary limitations 
on inventories and allow for free private imports under im- 
port licenses. It is proposed thet the import licensing 
procedure would operate to coordinate with international 
allocation. Our missions in the major tin producing countries 
notified those governments of this intended action, whereupon 
the British Ministry of Supply expressed serious concern at 
the short time remaining for British suppliers to make technica] 
arrangements for selling to US private importers. It has been 
Suggested that the return to the free privete importation of 
tin would result in competitive conditions tending to drive 
prices down, thereby adversely affecting the serious British 
dollar position. Consideration, therefore, is now being 
given to the possibility of postponing announcement and effec- 
tive date of the: licensing of private imports until after the 
US-UK-Canadian discussions to be held in Washington in September 
regarding the British financial crisis. We would still plan, 
however, to procecd with removal of consumption limitations 
within the US. 


ot Related t Negotiat There is 
no direct connection between this procedure for the decontrol 
of tin within the US and the progress of negotiations with 
the UK, Belgium, and the Netherlands for bilateral tin agreement. 


(See 
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(See page 1, March 7, 1949 issue of Current Economic Develop- 
ments.) These bilateral negotiations have been suspended pend- 
ing Congressional action on measures authorizing such contracts 
and providing the necessary funds. Although the uncertainties 
of Congressional action may not be removed for several weeks, 
the executive agencies remain sincerely interested in conclud- 
ing the agreements if legislative action permits. - 


* * * 


ECONOMIC DISCUSSIONS President Quirino returned to the 
DURING QUIRINO VIS:T Philippines after his US visit with no 
specific commitment of economic aid, 
but with assurances of our intention to "render all feasible 
assistance." Since Quirino undertook this visit in part to 
advance his campaign for re-election this year, his reception 
here Was followed closely by politicsl observers in Manila. 
During the visit, Quirino and his advisers did not press for 
commitment on their requests for economic assistance, but were 
content to discuss in general terms the economic development 
of the Philippines. The joint statement of Presidents Truman 
end Quirino efter their meetings refcrred to reinforcing and 
developing the Fhilippine economy in terms of the 1947 report 
of the joint Philippine-American Finance Commission. 





The program recommended by the joint commission at that 
time Was designed to provide a basis for expansion of the 
Philippine economy, with a consequent improvement in living 
standards, as well as to cushion the gradual withdrawal of 
US support and tariff preference during the transition period. 
It recommended: 1) a balanced budget financed by increased ~_. 
taxation and more efficient collection of taxes; 2) development — 
of a market for government securities to finence public works 
and to be available in emergencies requiring an unbalanced 
budget; 3) establishment of a Central Benk and ea soundly 
managed monetery system; 4) improvement of domestic banking 
and credit facilities, including a progrem for extending agri- 
cultural credits to small farmers; cna 5) conservation of 
foreign exchange cnd limitation of non-essential imports to 
permit maximum use of Philippine foreign exchange resources 
for economic deveicpment. 


Except for the establishment of a Central Bank, little 
has been done thus far in carrying out this program. Beegnt 
reports from the Fhilippines emphasize the strained cash position 
of the government, the recent rapid decline in dollar reserves 
and the generally deteriorating situation there, end Philippine 
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officials are beginning to talk of the need for stricter 
import controls, exchange controls, or both. In reply toa 
question from President Truman, the Philippine officials said 
that the government was aware of the importance of establish- 
ing its finances and currency on a sound and stable basis 
and was trying to do everything possible to get its financial 
house in order. 


BEST COPY AVAILABLE 


Quirino presented many of the requests for economic 
assistance which had been anticipated and in most cases re- 
ceived noncommittal replies. Truman said that, while he had 
endorsed legislation on possible additional benefits for 
Philippine veterans, Congress had failed to act and he would 
not commit himself to try again. In reply to Quirino's plea 
for military assistance and the appropriation of further funds 
for the payment of war damages, Truman said that these questions 
were still under consideration. He added that, in considering 
programs involving the expenditure of additional US funds, we 
were concerned that the money would be largely wasted unless 
the Philippines put their financial house in order. He said 
that, since legislation hes not yet been enacted, he could 
make no promises with regard to the Point Four program. Quirinc 
presented the Philippine claim for payment of $23.8 million 
authorized by Congress in 1934 to reimburse the Philippines 
for losses on their currency reserves on deposit in the US 
when the dollar was devalued. No eppropriation has been made 
under this authorization, end the Filipinos responded favorably 
to Truman's suggestion that they try to offset this claim 
against funds owed to the US. Quirino raised one question 
Which had not been anticipated, referring to the US Army's 
refusal to implement the wartime Philippine executive order 
which had apparently been intended to fix pay scales for 
Philippine soldiers on a par with US troops Truman gave no 
encouragement to recpening this question. Quirino did not 
bring up the following economic problems whicn had been anti- 
Cipated: Japanese repnr<.tions, surplus property settlement, 
and amendment cf the Philippine trade account. 


Truman expressed US interest in pushing negotietions for 
@ US-Philippine treaty of friendship, commerce and navigation, 
now in the dreft stage, and in reactivating the tax treaty dis- 
cussions which Were begun two years ago. Q.irino promised to 
look into both matters. | 


ABROGATION 
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ABRUGATION OF GATT The Department is studying what steps 
PY COMMUNIST CHINA might be taken with regard to Communist 

; China abrogation of GATT. Three alterna- 
tives present themselves: 1) suspension, in consultation and 
agreerent with the Chinese Nationalist government, of all 
concessions negotiated initially with China; 2) suspension, 
in consultation and agreement with the Nationalist goyernment, 
of all concessions negotiated initially with China insofar 
as applied to imports from Communist China areas only; and 
3; suspension, in consultation and agreement with the Nationalist 
gcvernment, of concessions negotiated initially with China on 
products originating chiefly or exclusively in Communist 
China areas. 


Apparently each of the regional regimes in Communist 
China promulgates its own regulations. ‘We have no information 
on the position toward GATT of the Manchurian and Central China 
regimes. North China on March 15 published measures levying 
import duties "for the time being" which raised most rates 
sharply and thus abolished GATT rates. In June the East China 
regime at Shanghai announced GATT rates had been abrogeted, 
giving as the reason the fact thet imports were greater than 
exports, hence the benefits of GATT were unequal. Since GATT 
concessions were negotiated multilaterally, this action has 
not, however, discriminated against US trade. Retaliatory 
action is complicated by the fact thet the Nationalist govern- 
ment is still recognized, controls significant parts of China, 
and has observed its obligations under GATT. Any action we 
take should not adversely affect the interests of the Nationalist 
government. Whatever course may be taken, it is recognized 
thet timing is an important consideration. With this in mind 
the Department continues to follow closely the developing 
situation. 


* * * 


REPORT ON ECONOMIC Since the advent of US economic aid to 

SITUA TION IN GREECZ Greece, slow but steady progress has been 
made on the economic front. Recovery has 

been retarded, of course, by the continuance of fighting and 


the necessity of providing for wer refugees. 


Toy Problems Remetn Among the main economic problems 
remeining to be solved are: measures to increase exports to 


meet world competition, improve the Greek belance-of-peyments, 
and aid in financing imports; rehabilitation of Greek industry; 
and effective administretion. Greek government officials and 


the 
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the ECA mission have been ziving these problems a great deal 

of study. Among possible measures discussed are revaluation 

of the drachma, multiple exchange rates for exports and imports, 
and flexible export subsidies to be obtained through corre- 
sponding import levies. A working committee of the Foreign 
Trade Board has submitted a report which concludes that a 
general devaluation of the drachma would be inexpedient, that 
multiple exchange rates are impracticable at present, and that © 
barter should be eliminated or drastically reduced or controllec 
It was recommended that a subsidy is needed to meet the immediat 
problem of seasonal exports of perishable products. Within 

the next few weeks the ECA mission will have a series of con- 
ferences with the government to agree on a budget outline for 
the 1949-50 fiscal year, including methods to increase revenue, 
and to avert further increase in currency circulation or diver- 
sion of funds from the reconstruction program to meet budget 
needs. The discussions will include means of improving govern- 
mental organization end administration with concomitant reduc- 
tions in expenditures. 


Last reports are thet a new import levy became effective 
August 7 with the rate of tax depending on the essentiality of 
goods. Foodstuffs, gift shipments end barter imports are ex- 
cluded. Already this is beginning to have an inflationary 
influence due to the absence of effective control measures to 
prevent passing the tax on to consumers. It is estimated that 
annuel revenue from this source will be 320 billion drachma. 
While the use to which the revenue would be put has not been 
announced, it appears it may be to finance civil servants' 
Salary increases instead of subsidizing exports. 


The export question is still unsolved <nd the difficulty 
of raising additional revenue to meet extensive export subsidies 
makes this problem difficult. A subsidy has been fixed for 
grape exports which, although not fully mecting the demands 
of growers and exporters, is expected to facilitate exports. 
Britain is proposing purchase of 37,000 tons of Greek currants 
at b60 to 65 a ton with no subsidy required if the Greek 
government readjusts the sterling rate to $4.03. The alternc- 
tive is at least a 25% subsidy. The British want an option 
on 10,000 additional tons which is extremcly important in 
view of the 90,000 ton crop and the shortage cof sterling to 
pay for imports. The French have removed import restrictions 
on wine because drought has cut down their crop and this may 
automatically solve ore of Greece's major export problems by 
offering an outlet for 20,0C0 tons of old crop wine. 
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Trade Agreements Greece is seeking to negotiate trade 
agreements with a number of countries and had been hopeful 
that by mid-November these would have been concluded. It 
appears now that this estimate was over-optimistic as several 
countries are unwilling to commence negotiations prior to 
establishment by OEEC of Greek drawing rights. If the delay 
is prolonged it may result in an uneven flow of imports, 
Similar to that cf last year, with a disrupting effect on the 
economy. However, several agreements have been concluded. 

One with Sweden was signed July 12, providing for $10 million 
in Greek drawing rights, plus about #4 million in Greek ex- 
ports. An arrangement with the trizonal area of Germany, 
based on about $13.75 million in Greek drawing rights plus 
we2.25 million in Greek exports, was initialed on an ad refer- 
endum basis July 26. This is considered most satisfactory as 
it exceeded the original hopes of the Greek negotiators. A 
trade anc payments agreement was signed July 21 with Turkey 
with agreement that raw materials, particularly cotton, should 
be shipped to Greece from Turkey to be made into manufactured 
products and re-exported to Turkey. 


Rehabilitation of Industry In recognition of the neces- 
sity for formulating a genernl industrial policy, the Ministry 


of Netional Economy has <nnounced en Industrial Congress in 
early September to review current problems. The trend of 
industrial output is upward but in sevcral lines which could 
contribute to the recovery program, such as building materials, 
agricultural implements, snd machine shop and metal construction 
output remeins well below prewar. Least month implementation 

of the Greek-ECA agreement on loans for rehabilitation of 
industry and agriculture began with the grenting of credits 

to electric, chemical, cement, copper and paper plants. 


Wneéat Problem To enable fermers to repay outstanding 
wheat cultivation loans, the government decided to pey 2250 
Grechmas per oke within established quotes and eligibility 
requirements to fulfill its 50,000 ton bread grain concentra- 
tion program. This appeels to the producers as a debt red: 
tion device but continuing resort to makeshift measures em, 
sizesthe need for a well-defined plan to meet the needs of 
wheat farmers. The 2250 drachma price is above the free market 
price «nd apparently many formers are secking to deliver the 
maximum quotas, presumably including grain from neighbors who 
are not eligible. At this rate the program of 50,000 tons 
may be fulfilled with only minimum perticipation by small 
farmers. The Minister of Agriculture is reportedly seeking . 
to get the nationel eollection quota raised which would entail 
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a greatly increased subsidy. The alternative is a bad poli- 
tical situa@@em or suspension of the grain concentration pro- 
gram until @ new farm delivery program can be set up. An 
increase in estimated wheat production from 650,000 to 764,000 
tons makes possible a cut in 1949-50 wheat import estimates 

of $68 million. However, any substantial reduction in wheat 
imports which is replaced by government purchase of indigenous 
wheat will probably result in government loss to the extent 
necessary to substitute the wheat in the ration program due 

to a price differential of approximately 700 drachmas per oka. 


Refugees Continued improvement in the military situation 
and vigorous repatriation efforts have lowered the number of 

refugees in security centers the past few months. The budget 

for refugee care July through September is set at 150 billion ) 
drachmas. Large numbers of the resettled refugees will need 
help until they can plant and harvest a crop, which depends, 

in turn, on the rate of procurement of livestock and equipment. 


SECRET 
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WORK ON WORLD-WIDE FREQUENCY At the end of a stormy two-day 
ASSIGNMENTS TO Be CONTINUED ## plenary session, the Provisional 

Frequency Board (PFB) on August 12 
voted 32 to 10 to continue its work toward the preparation of 
frequency assignment nlans for the various bands of the radio 
spectrum. This decision, together with a report on the accom- 
plishments of the PFP to date, will be submitted to the fourth 
session of the Administrative Council of the International 
Telecommunication Union, which convenes in Geneva this week. 
The Council will decide whether to extend additional funds to 
continue the work of the PFB. 


Under the auspices of the International Telecommunication 
Union, the PFB has met continuously for almost two years trying 
to re-engineer operating radio frequency assignments throughout 
the world to conform with the international frequency allocation 
table adopted at the 1947 Atlantic City Telecommunication Con- 
ference. The Board has faced insurmountable obstacles in the 
accomplishment of its tasks largely because of the unwillingness 
of participating countries to make a more realistic appraisal of 
their stated frequency requirements and the interjection of poli- 
tical considerations into this technical undertaking. (See page : 


May 16, 1949 issue of Current Economic Developments). 
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In its report to the Council, the Board will indicate 
the completion of frequency assignment plans for certain bands 
of the radio spectrum including maritime anc aeronautical. In 
other parts of the spectrum there appears to be a reasonable 
prospect of completing the frequency assignment plans now in 
preparation by such measures as are within the competence of 
the Board. In the remaining bands, certain difficuities 
exist, the solution of which requires action outside the con- 
petence of the Board. 


The PFB proposes to continue the work of the frequency 
assignment groups with a view to completion of the draft 
frequency assignment plans now in preparation. It is estimated 
that at least six months will be required tc complete this 
task. In those parts of the frequency spectrum where the 
engineered frequency requirements exceed the alloted spectrum 
space by a substantial amount, the PFB will report that it 
cannot complete the frequency assignment plans necessary for 
the preparation of a draft list and that the reduction of 
stated frequency requirements to the necessary degree involves 
action which is outside its scope. It is planned, however, 
to continue work on all frequency assignment groups to the 
point where these difficulties can be presented to the national 
administrations witn recommendations for solution. 





The Board adopted a second resolution, advanced by the 
US, specifying certain methods to be utilized by the working 
groups in making necessary reductions in frequency spectrum 
space requirements to make possible the preparation of draft 
frequency assignment plans for the various bands. These 
measures cell for the elimination, reduction, or sharing of 
frequencies, under certain circumstances, in order to effect 
sufficient consolidation of freaucncy requirements to make 
possible their ace-murdaticn within the radio spectrum. This 
resolution was projected on the desirability of producing a 
list for consideration by the special administrative conference 
to be convened by the ITU in 1950 since without a list it will 
be impossible to implement the Atlantic City frequency alloca- 
tion tabie end will require retracing all of the work of 
Atlantic City so far as frequency ellucetion is concerned. If 
the atlantic City frequency alloce:tion table is reopened for 
discussion before world conditions are improved, US telecommuni- 
cation experts seriously doubt thet we would be able to get 
an allocetion teble as fevorabie to overell US interests. 





The 
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The US has pushed hard for the completion of this under- 
taking, which is of prime importance in the field of inter- 
national radio communicetions. Our tesk has been made more 
difficult by the leck of enthusiasm on the part of the UK 
toward the work of the PFB and British attempts to influcnce 
other countries, perticularly members of the Commonwealth, to 
favor abandonment of the project. The UK wes not represented 
at the plenary session when these decisions were made, having 
recclled its delegation to London several weeks ago, ostensibly 
for consultation. In the final vote, with the exception cf 
Canada which abstained, the Dominions, including India and 
Pakistan, voted solidly for continuation of the PFB. The 
Soviet bloc also wes in favor of abcndoning the work of PFB. 


CONFIDENTIAL 
* * . 
RESTRICTED 
BRITISH-CANADIAN AIR Consider-ble satisfaction has been evi- 


AGREEMENT INITI4LED denced by the Canadians concerning the 
bilateral air trensport egreement with 
the UK initialed in London csrlier this month. The new UK- 
Canadian agreement consolid-tes and repleces various Anglo- 
Canadian notes and agrecments covering commercial air opercticr: 
signed in 1945, 1947 and 1948, It differs substantially, howeve: 
in form and content, following in generel the Bermude pattern 
and incorporating fifth freedom rights. Formel signature will 
take place in Ottawa soon but the agrecment will not become 
effcctive until certain provisions are confirmed by the British 
colcnial governments in Bermude «and the British West Indies. 


Under the agreement Canada gets full treffic rights at 
Hong Kong as pert cf a new route to be established by Canadian 
Pacific airlines from Vancouver through Alaska and the Aleutians 
tc the Orient. It cbtains similar rights in the Fiji Islands 
on a new service, also by Canadicn Pacific Airlines, from Van- 
couver to Honolulu and Austrslia. Trans-Canada Airlines receiv~ 
additional traffic rights in the Caribbean area, subject to ccn- 
firmation by the British cclonial gcvernments concerned. 


New rights cbtained by the UK include full traffic rights 
at Gander for BOAC except for the pick up or discharge of passen 
gers en route to and from Montreal. BOAC aiso acquires rights 
to full use of an airport ct either Churchill or The Pas, Manitc 
on a route from the UK tc the Orient via Goose Bay, Lebrador and 
Alaska; however this rcute probebly ill not become cperative 
for several years. 


* * * 
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WEST WILL RENOUNCE NEW DANUBE The British and French have now | 
CONMISSTON WHEN ESTABLISHED ~ agreed in principle to transmit- 
ting formal notes to the USSR 

and its satellites declaring our nonrecognition of the validity 
of the Belgrade convention and stating that we will not recognize 
the jurisdiction: of a new commission over any part of the Danube 
river. The notes will be delivered at such time as the eastern 
European countries announce the formation of a Danube commission. 
Article 7 of the Belgrade convention provides for a meeting of 

the commission every six months. Since the convention came into 
force May 14, 1949, action to form such a commission should be 
taken by November 14, Italy, Belgium, and Greece will be apprised 
of our intent and invited to take a similar step and the Austrians 
will be kept fully informed of our action. 





We had planned to issue these notes immediately following 
the Belgrade convention last summer; however, this was postponed 
because of the possible effect on Austrian treaty discussions and 
the reluctance of the British to take parallel action. (See page 
4, December 20, 1948 issue of Current Economic Development's . ) 





Attempts to 1 Danube Traffic Meanwhile some ‘progress 
is being made in our attempts to reopen the Danube River for 
commerce between the upper and lower reaches. Trizonal author- 
ities have approved.a proposal for shipments by Hungarian barges 
of 100,000 tons of bauxite from Budapest to Regensburg for use 
in the western German aluminum industry., Since a similar arrange- 
ment had been approved for last year, at Hungarian instance, it 
is anticipated that the Soviets will permit Hungarian participa- 
tion in this project. An arrangement also has been approved for . 
Yugoslav barges to move pyrites from Vienna to Linz. Furthermore, 
as part of the proposed Yugoslav-trizonal trade agreement, JEIA 
will attach an exchange of letters to the agreement providing 
for free traffic and trans-shipment privileges to Yugoslav-owned . 
vessels engaged in west German-Yugoslav traffic if the same 
privileges are granted by Yugoslavia to west German craft. The 
JEIA letter will provide for the movement of 3,000 tons of chrome 
concentrate, 2,000 tons of barley and a return load of 4,000 tons 
of scrap--all contingent upon Yugoslav acceptance of the principle 
of reciprocity on Danube traffic privileges. Although Yugoslav 
trade negotiators in Frankfort were not authorized to discuss 
reciprocal Danube traffic, the Yugoslav Foreign Minister, in 
recent discussions with Ambassador Cannon, fully accepted the 
principie of reciprocal traffic privileges. 





* + * 


EXIMBANK 
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atest MAY AID ECUADOR Assistant Secretary Miller will 
AS RESULT OF EARTHQUAKE visit Ecuador this week to survey 

the damage caused by the recent 
earthquake disaster and to consuit with President Plaza on 
Ecuador's reconstruction plans and needs. The Eximbank has 
announced its readiness to consider credits for reconstruction 
materials and equipment to be purchased in the US and will 
send a special mission to Ecuador in early September to facili- 
tate its consideration of the credit needs by means of an on- 
the-spot investigation. - 


President Plaza has placed the total damage to Ecuador 
at about $55 million, with 6,000 dead and 100,000 homeless 
out of the total population of 228,000 in the affected area. 
The government is still largely in the dark about reconstruc- 
tion requirements. No estimates have yet been made for the 
cost of repairing destroyed schools, the railway, industries 
and agriculture. Such estimates as have been given--¢%7 million 
for the city of Ambato, under %2 million for new public housing 
in other sections, and under %2-millicn for road repair--are 
admittedly only broed guesses. However, Plaza has appointed 
commissions to appraise the damage and recommend reconstruction 
projects. 


The Ecuedoran Congress has been asked to authorize the 
government to secure initicl 20-year reconstruction loans 
totalling 250 million sucres (about £14 million) from domestic 
and foreign sources and to pass an emergency tax decree to 
service these loans. The taxes are expected to yield about 
18 million sucres annuclly, according to the Minister of the 
Treasury. , 


Plaza told Embassy Quito that, as a result of criticism 
concerning the inflationary charecter of internal financing 
through a Central Benk loan, the government is planning to 
finance the major part of its reconstruction costs through 
foreign borrowing. He stated that the government was planning 
on a foreign loan of between 410 end $20 million, emphasizing, 
however, the government's opposition to a handout and its 
determination not to borrow more than it could repay. We 
have cautioned the Ecuadorens against seeking foreign loans 
in place of maximum utilization of internal financial resources. 
Outside assistance should be sought only for needs beyond the 
financial capacity of the domestic economy and should be largely 
confined to meeting foreign exchange expenditures. We point 
out that excessive foreign borrowing would place an undesireble 
burden on Ecuador's future balance-of-payments. The Ecuedorans 
have not yet requested aid from the Eximbank, having stated 


that 
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that foreign loan applications will not be made until recon- 
. struction requirements have been defined. However, they have 
indicated their intention to request a consolidation of 
Ecuador's existing loans on a longer term basis to ease the 
servicing burden. Meanwhile, the Eximbank is thinking in 
terms of a credit of approximately $5 million to meet part 
of Ecuador's foreign exchange requirements for purchasing 
reconstruction materials. In order that publicity concerning 
Eximbank interest in Ecuador will not strengthen those who 
oppose internal financing, we will emphasize the normal role 
of Eximbank credits in providing assistance in financing 
dollar costs and not local currency expenditures. 


Assistant Secretary Miller will also visit Colombia 
and Venezuela on his return from Ecuador. 


x * * 


ECOSOC CONCLUDES The UN Economic and Social Council con- 
SUCCESSFUL SESSION cluded last week what most delegates 

. consider its most successful session. 
In connection with the technical assistance item, the Council 
for the first timc looked closely ct the work of the special- 
ized agencies, and this was most constructive. While repre- 
scntatives of the Sovict bloc edvanced arguments similar to 
those of previous sessions, their speeches were not so pro- 
longed «nd repetitive <nd in some cases USSR technicians 
provided helpful suggestions. The 1950 sessions will open 
in New York February 7 and in Geneve July 3. 


Technicel Assistance Proposal The proposal for an ex- 
panded program of technicel assistance for economic develop- 
ment was by fer the most important, subject on the agende. 

There wes tremendous interest in it, best indicated by the 

fact that when it was agreed that ECOSOC should go into the 
details of the plans submitted by the specialized agencies, 
member governments would not egree to our proposal that e 

smoll working group of experts be cppointed for this purpose 
because all countries wanted to be represented on such a 

group. As a result an 18-member committee met deily and 
thoroughly studied the situation. It was evident that the 
underdeveleped countries, while interested in technical assis- 
tance, felt that it must be buttressed by capital investment 

to bring about economic devclopment, and. there was a drive to 
take some action in the investment field. It was finelly 

agreed thet ncthing in thet line could be done et this session 
and this will probably be one of the major items on the February 
agenda. A number cf countries seemed cognizant of the necessity 
for taking measures to encourage. investment of. private capital. 


One 
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One of the most encouraging developments was the indica- 
tion of a number of countries that they would contribute to 
the technical assistance program as well as receive. However, 
it will be impossible for many countries to make known until 
next spring what their contributions will be. Our own dele- 
gation, because there has as yet been no legislative acfion 
on our Point Four proposals which include our contribution to 
UN and the specialized agencies, was unable to give even 
informal indications in this regard. 


There were three basic view-points on how the UN technical 
assistance program should be handled. One gave the specialized 
agencies the dominant role with a minimum of coordination from 
UN or any intergovernmental committee. The other extreme, 
strongly upheld by the Australians, envisaged strong centrali- 
zation cf control. Most of the funds under this plan would be 
allocated to the agencies on an ad hoc basis by an intergovern- 
mental committee. The third plan, which was the one finally 
accepted, was midway between those opposing viewpoints. 


Resolution Adopted The resolution which recommends to 
the General Assembly an expanded program for technical assis- 
tance and suggests the means for cerrying it out was adopted 
by a vote of 15 for, none opposed, and three abstensions. 

The fincl draft met the US position on all essential points. 
It recommended establishment of e Technical Assistance Board 
and a Technical Assistence Committee of the Council; a technical 
assistance conference, if possible during the next session of 
the General Assembly; a special account for technical assis- 
tance; and suggested e percentage allocation of technical 
assistance funds among the specialized agencies, allowing for 
a central fund. As a coordinating mechanism, ECOSOC requests 
the Secretary General, subject to GA decision, to invite the 
Administrative Committee on Coordination to set up a Technical 
Assistance Bocrd which shall consist of the executive heads, 
or their representatives, of the United Nations and the 
speciclized agencies which participate in the expanded program 
of technical assistance. It also recommends establishment, 
subject to GA decision and efter conclusions of the proposed 
technical assistance conference, of a standing Technical 
Assistance Committee of the Council consisting of the members 
of the Council. Each specialized agency will report to the 
Technical Assistance Board requests for technical assistance 
that it receives and important requests shall be promptly 
discussed there. There will be full coordination so that each 
organization will be fully eware of the ectivities of the other 
agencies in this field. Annucl reports will be made by each 
participating agency to the Technical Assistance Board with a 
proposed program for the next fiscal year and these will be 
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examined in relation to each other with the Board making 
recommendations thereon to ECOSOC through the Technical Assis- 
tance Committee. When agreement cannot be reached in the 
Board, the issue in dispute is to be referred for decision 

to the Technical Assistance Committee. 7 


The Technical Assistance Committee will be authorized 
to sit while the Council is not in session and its terms of 
reference include: 1) making for the Council critical examina- 
tions of activities undertaken and results achieved under the 
expanded program; 2) examining each year's program presented 
by the Technical Assistance Board ana reporting to the Council 
concerning it, making such recommendations as necessary; and 
3) reviewing the working relationships between the participat- 
ing organizations 


The resolution recommends that the Secretary General set 
up a special account for technical assistence to which contri- 
butions of countries shall be credited and from which transfers 
shall be made to the participating organizations for their 
programs which are to be carried out in the light of guiding 
principles. Contributions shall be in such form and subject 
to such conditions as agreed upon by the Technicel Assistance 
Committee, providing they ere made without limitation as to 
the use by a specific agency, or in e specific country, or 
for a specific project. During the first year contributions 
shell be allotted as follows: the first $10 million is to 
be automatically available for distribution to the participat- 
ing organizations; of the second 310 million, 70% shall be 
automatically evailable for distribution to the organizations 
and 30% retained for subsequent allocations; and all contri- 
butions above 420 million shall be retained. Those contribu- 
tions, automatically available for distribution to the organiza- 
tions,shall be in accordance with the following percentages: 

UN 23%; International Labor Organization 11%; Food and Agri- 
culture Organization 29%; UNESCO 14%; International Civil 
Aviation Organizaticn 1%; and World Health Organization 22%. 
Once the funds ere given to the agencies they will determine 
their own projects within the general principles set up. The 
allocation to UN will be expended for its own projects, for 
farming out projects, and for joint projects. The Technical 
Assistance Board will ellot the contributions that are retained 
as it decides after considering all relevant factors, such as 
the emounts and kinds of resources, the requests received 

which fall within the field of the several participating 
organizetions, their uncommitted balances, and the need for 
retention of reserves to meet unforeseen requests. Our dele- 
gation felt that the provision for retention of this percentage 
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of the contributions was important to assure a coordinated 
program. ECOSOC will review the financial and allocation 
arrangements not later than its 12th session in the light of 
experiences of the first year, taking into account the recon- 
mendations of the Technical Assistance Board to the Technical 
Assistance Committee. - 


Subject to such decision as may be taken by the GA, 
ECOSOC recommends that a technicai assistance conference be. 
called to ascertain the total amount of contributions avail- 
able from the participating governments and to give final 
consent to the proportionate shares. This should be convened 
at UN headquarters, if possible during or immediately follow- 
ing the fourth session of the General Assembly. All members 
of UN will be invited to the conference as well as all other 
governments that may be members of any of the specialized 
agencies perticipating in the progrem. Representetives of 
the specialized agencies will be present but shall not heve 
the right to vote. 


General principles for technical cssistance are set forth, 
the primery objective being to help underdeveloped countries 
strengthen their national economies through the development 
of their industries and egriculture with e view to promoting 
their economic and political independence end to ensure attain- 
ment of higher levels of economic and social welfare for the 
entire population. Assistance shall be rendered only in 
agreement with the governments concerned. It is specifically 
stated that the assistance rendered shall not be e means of 
foreign economic and political interfcrence in the internal 
affairs of the country concerned, shall not be accompcnied by 
any considerations of a political nature, and that distinction, 
because of the politicel structure of the country requesting 
assistance or becauseof tterece or religion of its population, 
shouid be avoided. Projects are not to be commenced unless 
preperly qualified experts and assistance are sccured and 
treincd. f 


Requesting governments would be expected to agree to 
fecilitate the activities requested by assisting the partici- 
peting organizations to obtcein the necessary information about 
the problems on which they have been asked to help; to give 
full and prompt consideration to the technical advice received; 
to mobilize thcir own technical, natural and financial resources 
and utilize them in the interest cf economic development. 
Normally the receiving country should assume responsibility 
for a substantial part of the costs of the technical services, 
at least that part which can be paid in their own currencics. 


In 
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In addition, there are requirements for the recipients to : 
give full publicity to the program within the countries, inform 
the participating organizations of all assistance already being 
received or requested, and to publish information and provide 
material for analysis and publication regarding the results of 
the assistance rendered. A USSR amendment for strict limita- 
tion on information provided by requesting governments was 
defeated. 


Recognizing the contribution that the UN regional organiza- 
tions can make to the program, ECOSOC nevertheless felt that, 
until the programs have reached a more concrete form, efforts 
to arrive at specific forms of coordination would be premature. 
However, the Secretary General is authorized, in consultation 
with the specialized agencies concerned, to enter into nego- 
tiations with the regional organizations engaged in develop- 
ment of technical assistance programs with a view to ensuring 
the desirable coordination for. carrying out the technical 
assistance activities. A report is to be made to the Council 
on the results achieved, to enable the Council, when more 
experience is available, to examine the advisability of estab- 
lishing other forms of relationship between the UN and the 
speciclized agencies and the regional organizations. 


Soviet Reaction The Russian delegate stated the Soviet 
Union's interest in technical assistance. While he did not 
attack the UN technicel assistance program, the Soviet repre- 
sentative made e blistering speech ageinst President Truman's 
Point Four program as a "plan for enslevement of under-developed 
countries." In the same speech he indicated that Soviet aid 
wes reedy to pour forth on the world if US assistance were 
rejected. However, no mention was made of a Soviet contribution 
to the UN technical assistance program. 


Slave Lebor Issue. The most explcsive pert of the session 
concerned the slave labor issue. The US delegate proposed ~ 
establishment of a small UN commission of experts empowered 
to request access to any member country to hold hearings 
concerning forced labor practices. The British delegate had 
released a photostatic copy of a section of the Soviet Codex 
charging that this was evidence that slave labor exists in 
that comtry. The British asked the USSR whether it would 
admit en impartiel investigation commission eppointed by ECOSOC 
saying, if the USSR refused, that the crection of « commission 
would be pointless, and added thet no government refusing to 
submit to investigation should have the right to request an 
inquiry against snother country. The Soviet delegate was 
greatly incensed, charged thst this was a hostile cempeign of 
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lies to build hatred against the workers democracies and to 
divert attention from the British economic crisis and from 
western preparations for aggressive plans under the Atlantic 
Pect. He admitted existence of a labor system in the Soviet 
Union intended to re-educate criminal offenders to the cause 
of socialism and maintained that the Codex was not secret 
and had been in existence 16 years. He refused to accept a 
UN investigation. 


The US representative then pointed out that the discussion 
emphasized the need for appointment of an investigatory com- 
mission to take testimony ana hoid public hearings. He re- 
iterated the willingness of the US to consent to a full and 
impartial survey but stated that the effectiveness of such 
an inquiry would depend in large measure upon the number of 
countries prepared to cooperate in it..: He made it clear, 
however, that the US offer to ccoperate was not contingent 
on similar Soviet acceptance. British, Danish, Italian and 
Australian speakers all took the position that unless a large 
number of countries agreed to admit such e commission within 
their borders it would be useless. As a result action on 
establishing a commission cf inquiry was postponed. 


World Economic Situation In the debate on the world 
economic situation and rising unemployment, the Soviets con- 
tended that this was the inevitc.ble ccapitelistic collapse. 

Most of the representatives of the other countries were 
greatly concerned about the American picture and the US 
delegate's speech, describing it as a mild recession caused 
by postwar recdjustment, was rezerded as a new and fresh point 
of view. A joint resolution submitted by the UK, US end France 
was approved which invited the Secretary General to appoint a 
sm2ll group of experts to report on netioncal and international 
measures required to achieve and meintain full employment. 
ECOSOC urged all governments to avoid cs much as possible 
measures which might result in restriction of international 
trade. A proposal recommending that the fourth General Assembly 
session include an agenda item on promoting full employment 
was also adopted. Unfortunately, the Council's consideration 
of the problem of employment and economic stability was heavily 
larded with propaganda speeches. The Viorld Federetion of 
Trede Unions, serving as e willing stooge of the Cominforn. 
Submitted a document replete with inaccurecies, misrepresenta- 
tions, unfounded generalizations and wholesale accusations. 
The WFTU report made. many acceptable suggestions but it also 
urged that ECOSCC study divergencies between Charter principles 
and the "reactioncry policies of certain governments" and advo- 
cated an internaticnal fund supported by the most highly developed 
countries to grant loans without political ties for projects 
Which would benefit workers. Poland sponsored the WFTU resclu- 
tion but it was defeated. 

In 
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In his speech on the US situation, our delegate pointed 
cut that it was to be expected thet adjustments on ae m jar © 
scele weuld be necessary at the end of the wer. Similer breed 
readjustments t> a peacetime eccncmic activity have been taking 
place in all cxuntries, regardless cof whether they are free 
enterprise or plcnned eccnemies. In the US the pentup demand 
for peacetime gerds has gradually bcen satisfied and there 
hes been a mild decline with eae drop in industrial producticn 
and an increase in unemplcyment ccompsred with a year age. He 
added that total cutput and emplcyment are still at very high 
levels and that there are no symptoms of the deflationary 
spiral which had in previous periods led to depression and 
mass unemployment. There exist none of the more conspicious 
threats to stability which were present at critical times in 
the past. There has been no excessive speculation, either in 
commodity or security markets; there has been no overexpansion 
of bank credit or of consumer credit; there has been nc excessive 
speculation in land; farmers have greatly reduced the debt 
obligations on their farms. Moreover, individuals, business 
enterprises, and to some extent state and local governments 
emerged from the war period in an unusually liquid position. 
There are also many relatively new elements of stability in 
the US economy which should prevent a deflationary spiral. 
Since the early 1930's many social, economic and financial 
reforms have strengthened the capacity of the US economy to 
resist shocks. There is en extensive unemployment insurance 
system, assistance to war veterans, and c social security 
system. New methods of farm price supports prevent catastrophic 
drops in farm incomes. Speculative activity, both in shares 
and in commoditics, is held within bounds. Federai insurance 
of bank deposits sefeguards the economy against finernc»cl crisis 
end panic. Federal, state end local governments have eunly begun 
to meet the tremendous demand for public works. A hcusing pro- 
gram has just been adopted which will give government support 
to low-cost housing and provide a powerful support to the 
economy. He added that the process of readjustment is not yet 
compl.te and that price declines have not, in some instances, 
yct been pessed on from the wholesale to the consumer level. 
It must be remembered that downward price adjustments may 
result in increased demand. Some businessmen ere still cautious 
in planning their future expansion, but reports indicate the 
process is being accelerated. While some further decline in 
business activity may occur during the next few months, it 
Will continue to be of a partial cherecter and will be contained 
within the limits of orderly readjustment. It was emphasized 
that the drop that hes occurred in industrial production and 
employment has not spread all through the US economy. He con- 
cluded by saying that, while the economic outlook in the US 
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gives no reason for alarm, there is no intention on the pert 

of the government to be complacent or passive, and he outlined 
the program of precautionary measures to combat recessionary 
forces, pointing to the mid-year economic report of the President 
to Congress. The President at that time reiterated his previous 
proposals for doing all we can on our side to strengthen world 
trade, for continuing assistance to the recovery of western 
Europe, and for increasing assistance to the economic growth 

of underdeveloped areas. He specifically stated thet the 
Eximbank will expand its operctions and that the US will .. 
strongly support an expansion of the devclopment activities -. 

of the Internetional Benk for Reconstruction and Development. 


» * * 
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US-UK-CANADIAN TALKS COMMENCE British, Canadian and US 
ON BRITISH-FINANCIAL SITUATION officials are now discuss- 

, ing in Washington at the 
official level the British economic and financial situation. 
Ministerial discussions will start September 6, chaired by 
Secretary of the Treasury Snyder. The US will be also repre- 
sented in the Ministerial talks by Secretary of State Acheson 
and ECA Administrator Hoffman. The British representatives 
are Foreign Secretary Bevin, and Chanceller of the Exchequer 
Cripps. Canada will be represented by Secretary of State 
for Finance Pearson. It is anticipated that an agenda for 
the Ministerial meeting may be arrived at through the 
official talks. 


The agenda for the preliminary talks calls for an 
exhaustive study of the causes of the balance of payments 
difficulties between the dollar and sterling areas and of 
measures which could be taken to right the existing dis- 
equilibrium, both in the long and short term. There will 
be a general survey of the pattern for multilateral trade 
and payments, with an examination of how it worked pre-war, 
present obstructions, and the possibility and conditions of 
progress toward its recreation. Possibilities of expanding 
the sterling area dollar earnings to effect declining extra- 
ordinary assistance will be scrutinized and, within this 
study, there will be an examination of measures taken by 
the UK to improve its competitive position, including 
domestic financial policy, measures to reduce the cost 
structure of British industry, industrial and marketing 
structure end labor productivity. There will also be study 
of the exchange rate policy of the UK relative to expansion 
of exports to the dollar area, including the effect of the 
present pattern of exchange rates on the direction of exports 
as between the dollar and non-dollar areas and the effect 
of the exchange rate policy on the pattern of investment and 
trade within the non-dollar area. 


There will be an examinetion of the relation of reduc- 
tion of trade barriers within Europe to the increasing com- 
petitive efficiency of the UK; the possibility of the UK 
earning dollers through third country transactions as opposed 
to direct exports to dollar area; possibilities for action 
by other Sterling area countries to expand dollar earnings; 
UK sales and marketing techniques in the dollar area; US and 
Canadian measures to maintain a high level of business acti- 
vity; US and Canadian customs procedures; action for reduc- 
tion of tariffs, preferences and other trade barriers; and 
action in the fields of shipping and aviation. 


The 
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The possibilities of measures which might be taken 
to increase the flow of dollar investment to the UK and the 
rest of the sterling area, especially undeveloped areas, 
will be studied. This will include both private investment 
and the role cf public lending agencies. 


In discussing ‘the possibilities and consequences of 
curtailing: dcllar imports and seeking alternative sources 
of supply in non-dollar areas, the domestic agricultural | 
program, east-west trade, and specific development projects 
will be considered, There will also be discussion of the 
levels of investment and consumption in the UK in the 
event no substential increase in dollar earnings is 
achieved. 


Exchange and trade controls will be considered both 
for the ERP and the post-ERP period, including the nature 
and duration of exchange and trade controls designed to 
limit dollar imports and those designed to expand trade 
within soft-currency areas, state trading practices, and 
the procedure for progressive relaxation of controls in 
the light of the long-term objective of convertibility and 
multilateral trade. . 


Sterling area arrangements relative to the UK dollar 
problem will be another subject, including the direct and 
indirect doller costs to the UK of the rest of the sterling 
area and the conditions under which the rest of the sterling 
area may meke e net dollar contribution to the UK. 


Arrangements will also be considered with respect to - 
individuel ccuamodities such as rubber, tin and petroleum. 


While recent statements of some individuals in both 
the UK end the US have been critical and the press has 
pleyed up these accusations, President Truman made it 
clear that the talks were proce.ding in a friendly atmos- 
phere and that there-had been no friction or recriminations 
between the British and US governments. The conversations 
will attempt to reach prectical solutions of mutucl benefit 
and contributing to the general recovery. There will be no 
attempt to assess blame for the existing condition, but only 
to find the cause and the solutions. The basic problem 
arises from factors in both sterling and dollar economies and 
both parties have an interest and a deep desire to find a solu- 
tion. ‘ihile the talks will be economic in character the issues 
have significant politicel implications. 


* * * 
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NAC APPROVES INCLUSION OF STERLING ARZA Last week the 


IN OBEC TRADE AND PAYMENTS CONCESSIONS National Advisory 
Council approved 


a US position on liberalization of intra-European trade 

and payments with respect to trade and payments vis-a-vis 
other currency areas, especially the dollar area. This 

sets forth certain principles under which restrictions may 
be relaxed which are sufficiently broad to permit the UK to 
extend to the rest of the sterling area any trade and pay- 
ments concessions granted to the OEEC countries. The British 
have indicated that, in view of their political and economic 
ties with the rest of the sterling area, they cannot reduce 
their barriers with OEEC countries without at the same time 
making similar concessions to the rest of the sterling area. 
The NAC position vas prepared in anticipation of the current 
discussions with the UK and Canada on the British financial 
situation. 


Abolition of quantitative restrictions and exchange 
controls on current transactions among OEEC countries. their 
dependent oversees territories and the sterling area would 
provide a wide, competitive, internal merket which would be 
conducive to an eventual lowering of European costs and 
prices through increased productivity generated by competi- 
tive conditions and, therefore, to a permanent improvement 
in western Europe's competitive position in the world econory. 
In view of the desirability of freeing trade over as wide 
an area as possible, the general relaxation of trade and 
payments by OCEEC countries should apply to their imports of 
the products concerned from all countries to the extent 
permitted by the ability of the importing country to pay 
for such imports from the exporting countries concerned. 
This does not, however, preclude acceptance of proposals 
for relaxation of trade end payments restrictions such as 
are currently being considered emong France, Italy and 
Belgium. Such proposels must be judged on their individual 
merits. . 


Principles for Relaxation of Restrictions The NAC 
sets forth thet relaxation of restrictions should be con- 
sistent with the following principles: 1) The trade con- 
trols should be operated so as not to protect the trade 
among soft currency countries at prices "substantially 
higher" than those quoted for compareble goods evailable 
from other sources. 2) Relaxation of restrictions should 
be pressed without regard for protective considerctions, 
and should not be offset by adjustments in tariffs, exchange 


or 
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or other administrative controls, state trading export and 
import policies, or cartel practices. 3) All practical 
measures should be taken to prevent diversion of exports 
from hard-currency markets. 4) The US does nct believe that 
elimination of trade barriers inside Europe must be delayed 
until it can be accomplished simultaneously with elimina- 
tion of trade barriers against the dollar area. We-will, 
therefore, tolerate discrimination against US exports which 
arise not from increased barriers to dollar trade put from 
decreased barriers to intra-Zuropean trade. However, we 
could not agree to the removal of intra-European trade and 
payments barriers if such removals made it necessary for 
participating countries to increase the existing barriers 
between the dollar and the non-dollar areas. 


| Consistency with Anglo-American Financial Agreement 
The US regards such discrimination as mey be involved in 


the maintenance by the UK of cuantitative rest.ictions on 
imports from the dollar area, while reducing bcrriers 
vis-a-vis soft currency areas, as temporary deviations 
from the non-discrimination article of the Anglo-American 
Financial Agreement which are necessitated by Britain's 
current dollar shortage. ‘while complete absence of dis- 
crimination on a multilateral basis remains the agreed 
long-term goeal, we believe that the measures proposed for 
liberalizing trede and payments have precedence in the 
short-term and are essential to the eventual echievement 
of the aims of the Agreement. 





Readjustment of European Exchange Rates The NAC 
points out that reduction of barriers is not likely to be 
permanent as long as the present mutuel imbalances and 
dollar deficits of the European countries persist on the 
present scale. A mutual readjustment of exchange rates 
among perticipating countries cnd devaluation against the 
dollar, perticularly of the pound sterling, would tend 
to minimize intra-European and dollar imbalances and 
would thus appear to be essentiel to a successful program 
for the reduction of trade barriers. The NAC believes 
that efforts to readjust exchange rates should therefore 
Sr Simultaneously with the reduction of trade 

arriers, 
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TECHNICAL STAGE OF ANNECY After lengthy and difficult 
NEGOTIATIONS CONCLUDED negotiations, the US delega- 
tion on August 27 formally 
exchanged final tariff offer lists with the Italian dele- 
gation, thus completing the technical stage of US bilateral 
tariff negotiations at the Annecy conference of 23 signa- 
tory countries of the General Agreement on Tariffs and 
Trade (GATT) and the 11 countries interested in acceding 
to GATT. In addition to Italy, the US concluded this 
stage of negotiations with Denmark, the Dominican Republic, 
Finland, Greece, Haiti, Liberia, Nicaragua, Sweden and 
Uruguay. During the past week, it was decided that it wes 
impossible for the US to reach agreerient at this time with 
Colombia, the remaining country participating in negotia- 
tions with a view to accession to G&4TT, and that these 
should be considered as “incomplete negotiations" for possi- 
ble conclusion at a later dete. 


US_ Requests Postponement of Signing We have asked 
our missions in the countries which participated in trade 
agreement negotiations at Annecy to approach the govern- 
ments to which they are eccredited in an effort to obtain 
agreement to our proposel for postponement from September 10 
to October 10 of the formel conclusion of negotietions and 
the opening of neccessary instruments for signature. Pre- 
liminery replies indicste there will be little difficulty 
in securing the desired postponement. In agrecing to the. 
September 10 date for conclusion, we had contemplated that 
authority to conclude agresinents under the Reciprocel Trade 
Agreements Act, now lapsed, would be renewed by legisletive 
action weil in edvance of thet dete. It now cppecrs that 
it vill not be possible to renew the Trade Agreements Act 
prior to September 10, although it is the opinion cf the 
Department that there is every prospect of action before 
October 10. The US feels it inadviscble to sign the 
agroements even ad referendum until the Act is passed, and 
a serious question would exist as to the propriety of assent- 
ing even to signature by cther countrics prior to the actual 
grant cf cuthority since conclusion cnd freezing of an 
agreement seems tc presuppose ection by Congress on a matter 
still to be debated by it. Hence, conclusion of the Annecy 
agreements prior to renewal cf the Act might be damaging to 
the passege of the Act in a satisfactory fcrm. 





Future Mectings The fourth session cf the contracting 
parties is to be held February 23, 1950 in Geneva, cand 
prospective ecnndidates for accessicn to GATT will be in- 
formed soon that the contracting partics ere considering 


the 
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the possibility of holding a third set of tariff negotia- 
tions in the autumn of 1950. In order to avoid a possible 
charge of discrimination against curtain countries, it 

was decided that preliminary invitations should be extended 
to those countries which accepted the invitation to parti- 
cipate in the Havana Conference provided they are eligible 
for membership in the ITO and to those which did not~have 
an opportunity to participate in that conference because 
they did not receive an invitation. In other words, those 
countries which did not accept the Havana invitation will 
not be asked to participate in the next session. Under 
this formula, only Poland of the satellite countries would 
be invited tc take part in negotiations. Czechoslovakia 
is the only curtain cowm:try now a party to GATT. 


It has been agreed to postpone a decision in the 
working party as to whether to invite western Germany, 
Japan and Korea to participate in forthcoming negotiations 
until the working party meeting to be held in London 
September 25. 


After September 30 a preliminary inquiry will be sent 
to the prospective acceding governments to ascertain their 
interest in participating in tariff negotiations. If the 
contracting parties decide to hold negotiations, formal 
invitations will be sent to the governments expressing 
interest. 


Termination of Colombian Negotiations Following the 
Colombian delegation's rejection of the US offer to make 


many recessions from previous requests if the Colombians 
met remzining requests, our delegation presented a memo- 
randum stating that the US finds Colombian offers provide 
no acceptable basis for an agreement. Both delegations 
agreed that negotiations should be considered es "uncom- 
plicted" for pessible conclusion at e later date. Our 
delegation reports that the Colombians understand that the 
US cssumes no obligation to resume negotiations. We con- 
sider resumption of negotiations impracticable and unlikely 
prior to the Cclombian clection next summer and the insti- 
tution of their new tariff. We are requesting Presidential 
approval to proceed, as recommended by the interdepartmental 
Trade Agreements Committee, to terminate the existing trade 
agreement by jcint action of both governments. 


Conclusion cf Session of Contrecting Parties The third 


sessicn of the contrecting parties to the General Agreement 
on Tariffs cand Trace, which considered a number of compli- 
cated problems of interpretation of and action under certain 


erticles 
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articles of the General Agreement, was concluded August 13. 
In evaluating results of the session, our delegation points 
out that the US was not over-ruled on any issue brought to 
a vote before the contracting parties. Decisions of partic- 
ular importance to us were those on the Czech charge of 
discrimination in US export policy and the Cuban preference 
issue. The question of MFN treatment for Japan, however, 
was withdrawn from the agenda when it became apparent that 
a favorable decision could not be obtained at this session. 
While not entirely satisfied with the conduct of the South 
African import restrictions case, our delegation feels the 
strong position taken by the US against discrimination 
should have a favorable effect on future developments. US 
proposals were, in general, followed in the adoption of 
inter-sessional procedures for consultation on adjustments 
in connection with economic development, end our proposal 
for the authorization of a study of exceptions to the rule 
of non-discrimination was accepted. 


During the last few sessions of the contracting parties' 
meeting, decisions were made on the remeinder of the agenda 
items (see page 5, June 13, 1949 issue of Current Economic 
Developments), including provisional application of the 
ITO commodity chapter and Cuban preferences. 


Cuban Withdrawal After Cuba was defeated on several 
preference questions in a meeting of the GATT contracting 
parties August 9, the Cuban delegation announced its with- 
drawal from this session. Cuba hss not withdrawn from 
GATT, however. In addition to the preference question, 
there remain to be settled with Cuba problems relating to 
the two textile issues and renegotiation of six trade 
agreement items. (See pege 2, August 1, 1949 issue of 
Current Economic Developments.) With respect to the 
preference and textile issues, the contracting parties 
Suggested bilateral discussions to reach ce satisfactory 
solution. In a note to our delegation, the Cuban delegate 
expressed the hope that on e more propitious occasion it 
would be possible to arrive at an egreement satisfectory to 
both perties. No suggestion has as yet been made for the 
continuation of discussions on any of the problems. 


Provisional Application of ITO Commodity Chepter The 
Executive Committee of the Intcrim Commission of the 


International Trade Organization and the third session of 
the contracting parties both decided against the propnsal 


made 
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made by the UK that the chapter of the Charter dealing 

with comuiodity agreements be provisionally applied. 4 
number of governments did not wish to initiate action 

while the Charter is awaiting consideration by their 
legislatures. It was agreed that the matter be kept on 

the agenda for the next meeting of the contracting parties 
and the Executive Secretary should consult with the UN 
Secretary General on the question of strengthening of the 
Secretariat of the Interim Coordinating Commission on Inter- 
national Commodity Agreements. 


* * x 


SETTLEMENT OF FRENCH-GERIIAN 
ROLLING STOCK ISSUE PROBASLE The long standing French- 
German rolling stock issue 
seems to be nearing conclusion. 
A French note, delivered to Embassy Paris last week, appears 
to accept our proposals for settlement of the rolling stock 
issue outlined last April. (See page 9, April 25, 1949 
issue of Current Economic Developments. j A summary of the 
note discloses French Willingness to complete the car-for- 
car exchange of French and German rolling stock, which was 
worked out between the bizonal area and France in 1948, 
Upon completion of the technical exchange, France will waive 
ownership and rental claims to French stock returned to 
western Germany under the exchange as well as their rental 
claim for use of French cers held in the western zones. 
They will retain all German equipment remaining in France 
after the exchange is effected including that utilized to 
reconstitute the Alsace-Lorraine end Saar car yards. The 
French propose that the value of these excess German wagons, 
exclusive of the ones in Alsace-Lorreine and the Saar, be 
charged against their reparation account. A final evaluation 
of the French reply is being postponed until the complete 
text is received. 





At the seme time that the French appear to be accepting 
bilateral negotiations on rolling stock, the ECE Inland 
Transport Committee is going ehead with the resolution for 
restitution and redistribution of German rolling stock. 

Both the US and UK expressed complete reservation on this 
resolution at the June session and are preparing to reject 
the request for information concerning foreign stock in 


bizonpl area as of August 1. 
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ECONGMTC OF ae With the resignation of Foreign Minister _ 
UATION ~« Bramuglia and an aluwost complete recon- ~* 
stitution of the board of the Argentine 
‘Institute for the Promotion of Trade, argentina’ s future 
economic policy remains. somewhat obscure. - A raview of the 
economy for the first half of 1949, recently received from 
Embas sy Buenos Aires, points up the problems which face the 


. naw officials. 


The striking developments in economic policy whieh were 
apparently: intended to put an end to the inflationary tendency 
characteristic of Argentina the past three years and to place 
that country in the world market on a competitive basis have 
not yet fully succeeded in their objectives. Efforts to re- 
strict credit. were without effect because: by far the greater 
part of credit extension was between official banks and official 
agencies, in particular those agencies managing public services. 
which had formerly been handled by private enterprise, or act- 
ing as intermediaries in the payment of subsidies. The ex- 
change: rat2s allowed for exports were cuch as to cause: exporters 
of most products to charge exorbitant prices in-foreign ctr- 
rencies. Currently rumors are prevalent a ot ex- 
change rates, especially those for exports, may be revised 
in the near future. 


The rinencial, commercial, and industrial picture in 

Argentina remains fundamentally unchenged except as tenden- 

cies already in evidence continued their trend, particularly 
with regard tos: 1) inflation within the national economy; — 

2} reduction of foreign exchange holdings; 3) acctmulation 

of export surpluses; 4) nationalization of public services; °°: 
5) rice subsidies; and 6) the seeking of outlets through — :i 

bilateral agreements . 


The deotio of the new National Constitution served 
to incorporate the economic, social end labor legislation . 
of. the. present administration into the basic law of the land. 
It also drew the curtain still more tightly around the statis- 
ties. of the netional economy, releasing the departments and 
agencies from their obligation to present an ennual aecount-. 
ing to Congress. + 


* The decline in import and export levels continued un- 
abated throughout the first four months of -1949, after which 
a slight reaction was noted as a result of the immediate 
implementation of new procedures developed in the Central 
Bank for importction from soft currency countries, and 
the final abandonment of the insistence unon high ’ prices for . 
agricultufal exports. It was hoped that further improvement. 
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in the export-import situation would result from the signing 
of the Anglo-Argentine Convention. Reports are that there: - 
has been some disappointment in implementing the agreement 

and the first important purchase under it, as reported: in the 
London press, is an Argentine order for a water pumping plant 
froem.Britain. The trade still awaits publication by the 
Central-Bank of regulations covering imports under .the Conven- 
tion and it is reported they have not been published because 
local manufacturers fear competition end desire a higher import 
exchange rate to equalize the prices of British textiles and 
other products. Trade with the US continucs at an extremely 
low level. | 


Manufacturing production decrecsed as a result of the 
lack of imported raw materials, machinery and replacements, 
and as a result of the decreesed incentive to the manufecturer 
who found himself barred from raising prices whilc, at the same 
'time, having to meet constant increases in wages and social 
benefits to workers. Plant replecement, where it was possible, 
had increased in cost out of proportion to the originel invest- 
ment and current earnings as the peso continued to decline in 
purchasing power. The consequent progressive decapitelization 
of manufacturing industry became general. Service industries 
found themselves confronting wage and social: benefits increases 
totalling 176% over a two-year period, while they were prevented 
by law from passing these increases on to the consumer. 


The movement of rural population to the capital continued | 
Spurred by the progrem of industrial wage increcses and social 
benefits far superior to those offered the rural worker. The 
most serious immediate results of this migration were increas- 
ing shortages in rural labor end urben housing. 


Living costs continued to increase even before the abandon- 
ment of price subsidies and ceilings in basic foodstuffs which 
began early in the second half of the yesr, Many shortages were as 
acute as they were in wartime, particularly those in newsprint, 
gasoline, machinery, drugs and electric power. The program of. 
nationalizetion of public services continucd through expropria- 
tion and purchase and received strong support and impetus from 
the new Constitution. 


The Argentine economy continued to amaze observers with 
its ability to muddle through under s.ich extreme stresses, an 
ability stemming directly from the abundance of domestically- 
produced food and agricultural products. Argentines so far 
have been well fed. end well clothed, and for the most part 
have supported passively or: with enthusiasm the government 
program of "“economic.sovcreignty .and independence." e 
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“¢ ‘Resignation of Brgmuglia ‘The resignation of Foreign . 
“Minister. Bramugiia was: announced: in mid-August, apparently 
over a G@ifference between: Bramuglia*and Remorino, Ambassador 
to the US... Bramuglia said that the ostensible reason for ‘his 
- pesignation: was failure to-arrange adequately.:pending matters 
with the; UB,. but: indicated his belief that the real reason 
was connected with internal politics and intrigue. Subse-+ 

. quént: conversations between our Ambassador and Bramugiia .and 
‘Peron.resulted,’in which the US position toward Argentine was 
reiterated and the economic problems of the two countries. |. 
-Giseussed. The new Foreign linister; Hipolito Jesus Paz,'is 
a nationalist follower of Peron-and is regarded as a ‘wieting 
instrument to carry out the President's bidding - i? 


* * * 


GERMAN PARTICIPATICN IN US, UK and French heavebeaahicenaun: 
INTERNATI ONAL PATENT OFFICE ing in Frankfort August 26 and 27 
to study international aspects of 

the reopening: of the German Patent ‘Office, agreed upon .a proto- 

... COl ragarding German participation in the International Patent 
‘Office at the: Hague. The protocol is being submitted to the 
governments concerned for approval. In order to encourage 
German-adherence, it was agreed that the French government is 
to suggest to the countries participating in the International 
Patent Office. that ‘they communicate through the Allied High 
‘Commission an’ invitation to the German Federal government to 
join the Patent Office. - Each of the delegations meeting in 
Frankfort will recommend to its government that its High Com- 
-missioner in Germeny be instructed to act jointly with his 
cOlleagues.in urging the German government to accept the. above- 
mentioned invitation. The High Commission is to make available 
‘the, assistance end advice of its technical experts, draw atten- 
tion to the advantages which Germeny would derive from the use 
of the International Petent Office, and point out the importance 

+. Of-German participation in the interest of European cooperation. 
It is anticipated that search functions will not be exercised by 
the German Patent Office, whose re-establishment was weoeasay 

a seep anhebtel tor some time to come. 


..flso ineluded in the protocol were provisions for review 

, by. the Militery Security Board of sccurity aspects of the ‘activi- 

‘ties. of, the German. Patent Office. O6ficials of the German Office 
.. will be required to bring to the attention of the Military Securit; 

. Board applicetions filed that concern fields of research or manu- 

facture which are. subject. to allied prohibition or’ coritrol. The 

. three etn pened recognizing the desirability of a common policy 

“on ‘industrial property rights in Germany, agree thet any legisla- 

tion enacted. with « view to restoring allied industrial property 

rights inf Germany should have tripartite consideration before it 

is promulgeted. 
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INTERNATIONAL BANK The fourth nN meetings of the Boards 
AND FUND MEETINGS of Governors of the International Mone- 

| tary Fund and I:ternational Bank is |. 
scheduled to begin in Washington on September 13. The annual 
reports of the Bank and Fund are to be presented at these 
meetings. The discussion of the Fund report will cover inter- 
national payments problems and exchange and monetary policies, 
and monetary reserves and the Fund's rescurces. South Africa 
is expected to introduce for discussion a resolution on gold 
policy. The question of the role of the Fund in exchange 
rate revision is expected to be brought up for general dis- 
cussion. Plans are under consideration for a series of in- 
formal seminars on important policy questions for informational 
purposes during the meetings. If current discussions with 
Pakistan and Haiti are satisfactorily completed, their appli- 
cations for membership to the Bank and Fund may be considered. 


| Annual Report of the Fund In its fourth annual report, 
which covers the fiscal year which ended April 30, 1949, 

the International Monetary Fund recognizes that the. unbelanced 
conditions which heve characterized the world economic situa- 
tion since the end of the war still prevail. However, whereas 
the immediate task of the postwar period was to restore pro- 
duction in the war-devastated countries, the most urgent task 
today is to establish better trade and payments relations. 

As productive efficiency reaches and exceeds the prewar level, 
more attention must be devoted toward increasing exports, 
particularly exports to hard currency areas where the means 

of paying for the necessary imports can be earned. The 
magnitude of the dollar payments problem requires that every 
constructive means should be used to meet it. For the creditor 
countries, this means mainteining high levels of national in- 
come, reducing barriers to trade, and facilitating the flow 

of international capital. For the deficit countries, it 

means reduction of prices to e competitive level, in order 

to meet as much as possible of their payments problem through 
the expansion of trade on « multilaterel basis. 





The Fund prefers that international paymcnts be restored 
by the expansion of exports on the basis of relative prices 
and costs rather then by the contraction of imports through | 
restricticns and discriminations. It believes that the growth 
in the volume of world trade since the end of the war has. 
contributed tc the moderate progress thet has been made toward 
a better belance in international payments. The necessery in- 
erecse in exports will not be forthcoming unless home demand 
in deficit countries is limited by voi‘ing inflation, unless 


production 


| 
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produstiicd. is shifted to. goods which. offer earner saree for 
export-sales.in'the “estern Hemisphere, and unless facilities 
are. provided to market. and: service these goods. Although - 
there -has been progress in dealing with inflation in many 
- Countries: in’ithe past two years, the problem cannot be con- 
-:gidered finally solved as long as many countries are dependent 
~ ‘on’ a‘ large import surplus finanted with foreign aid. The 
Pund’ believes that an adjustment in the exchange rate may, - 
in many cases, be the only solution if a drastic price reduc- 
tion would otherwise be necessary to expand exports. For the 
exchange adjustment to be successful, however, it is essential 
that the expected benefits should not be dissipated by an 
offsetting rise in local prices and costs. ‘Inflated prices 
in non-dollar markets are one of the major reasons why ex- 
porters-da not offer their expense in larger part to Western 
Hemisphere countries. . 


3 Interna tidhal investment must play an important part :: 
in the establishment of a better balance in international . 
payments and the Fund points: out that the assurance of fair - 
treatment to foreign investors is a basfe condition for the 
revival’ of such investment. The Fund also holds that, with - 
their complementary production, the expansion of east-west ~ 
wees Sours strengthen the payments position of — as. 

whole. 


The report continues with a eecerintion. of exchange 
policies and. practices. with which the Fund was ¢onc¢erned dur- 
ing. the past year.:~ In line with the objective’ of establishing 
orderly cross-retes, the report points to the agreement of. . - 
1948 between the UK and Itely, and French action in 1948 |. | 
eliminating ‘to 'a large extent its differential exchange rates. 
The Fund consulted with. Colombia and Péeru on multiple currency 
preetices end. approved certain modifications of their current 
practices, although there has been little significant change 
in the extent to which countries as a whole resorted to such 
practices. During the, year per values were agreed upon for 
the Brazilianicruzeiro, and the Yugoslav dinar, while Mexico 
abandoned its former pcr value and, after consultations with 
. the Fund , esteblished a new par in June 1949. 


The Fund finds that there has been no general trend 
toward: the relaxation of exchange restrictions during the 
period under review.: Certain exchange restrictions were re- 
lexed in the UK, Belgium, the Netherlands, France, and French 
Somaliland. However , new restrictions were imposed or exist- 
ing restrictions expanded in a number of other countries, 
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including the Union of South Africa. The Fund felt that the 
Intra-European Payments and Compensation Agreement for 1948- 
1949 enabled western European trade to be maintained at a 

level higher than would otherwise would have been the case, 

but the essentially bilateral character of the financing 
agreement anc its dependence upon US funds limited its effect- 
iveness in putting European trade on a permanently satisfactory 
basis. The changes embodied in the draft plan for -the forth- 
coming year are intended to introduce a more satisfactory 
degree of multileterelism into the payments scheme. 


Several members, including the Union of South Africa, 
Hong Kong, Belgium and Canada have consulted with the Fund 
on implementation of its policy on sales of gold at premium 
prices and subsidies to gold producers. ‘Vith respect to the 
Suggestion that the dollar price of gold be increased to help 
meet the payments problem, the Fund feels that a general in- 
crease in the price of gold cannot be e substitute for the 
measures in the sphere of exchange and payments policy which 
have to be taken if international balance is to be restored. 
Insofar as the US is prepared to maintain a large export 
surplus to facilitate world recovery, the Fund believes it 
can do this more effectively through its foreign aid program 
than through an increese in exports to gold producing and 
gold holding countries as e result of the rise in the dollar 
price of gold. 


The report explains that the decline in the volume of 
the Fund's exchenge transactions in 1948-1949 stems in part 
from the Fund's policy on the use of its resources in the 
light of the European Recovery Program. This policy, set 
forth in last year's annual report, is that OEEC countries 
should request the purchase of US dollars from the Fund only 
in exceptional or unforeseen cases. However, it was foreseen 
that OKEC countries might desire to purchase currencies other 
than dollars and Belgian francs totalling the equivalent cf 
$11 million were purchased from the Fund by the Netherlands 
and Norway during the year under review. The Fund believes 
that, although the use of its resources can mitigate to some 
extent the effects of a depression on deficit countries, this 
would not be an effective means of combatting depression. 

In its membership activities, the Fund admitted Austria E 
and extended to October 1, 1949 the period in which Liberia 
may accept membership. 


IBRD 
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RD Ann Report The International Bank for Recon- 
struction and Development, in its fourth annual report, states 
that it has already made a substantial contribution in assist- 
ing its member countries to raise production levels and living 
standards by helping to finance long-term productive projects, 
- by providing technical advice and by stimulating international 
investment from other sources. Moreover the Bank feels that 
it has laid the groundwork for increasingly significant action 
in the future. The Bank has extended seven loans, totalling 
$191.5 million since September 1948. These include 416 million 
for Belgium, “75 million for Brazil, ¢34 million for Mexico, 
$34 million for India, $12.5 million for Finland, $15 million 
for the Netherlands, and %5 million for Colombia. Additional 
projects in other member countries are under active study, 
while discussions are proceeding with still other countries 
to determine how the Bank can help most constructively in the 
solution of their problems. A Bank mission is now in Colombia, 
while missions have visited Ecuador, Costa Rica, Bolivia, 

Peru, Paraguay, Venezuela, and Guatemala during the past year. 
Outside of Latin America, Bank missions have visited Egypt, 
Iran, iraq and Lebanon. A mission is currently in Yugoslavia 
and one will visit Turkey within a month. The Bank's loan 

to India and its missions to the Near and Miadle East indicate 
increased Bank activity in new areas. The Bank has also 
furnished a substantially increasing amount of technical 
assistance to its members at their request. It has sold some 
of its paper in orivete capitel markets and is giving increased 
attention to other means of increasing the flow of private 
cepital into international investment. 


The problems of econcmic development received greatly 
increased attention during the -past year, with some shift 
in the focus of public concern to the task of accelerating 
economic pregress in underdeveloped areas. As « result, the 
Bank feels thet our Point Four program is of vitel interest 
to it for, to the extent that the program succeeds in expand- 
ing the technical and financial resources available to under- 
developed countries, it will assist the Bsnk in carrying out 
its development responsibilities. The Bank hes found that 
the capacity of the underdeveloped countries to absorb cepital 
quickly for really productive purposes is cxtremely limited 
due to the low level of education and health prevailing in 
most such countries, the economic end financial insecurity 
resulting from unexpected changes in government, wide extremes 
of wealth end poverty, and the limited resources of domestic 
capital evaileble. Thus en important limitation upon Bank 
financing in the development field has stemmed principally not 
from lack of funds in the Bank but from lack of well-prepared 
and well-planned projects ready for immediate execution. The 
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increasing importance of the technical assistance aspect of 

the Bank's activities has resulted in part from a growing recog- 
nition by the Bank that, if its loans. are to be sound and produc- 
tive, it must aid its underdeveloped member countries to analyze 
their development problems and potentialities, to formulate 
practical investment programs adapted to their particular needs, 
and to mobilize their resources and otherwise strengthen their 
financial position. The Bank is interested in plans for the | 
coordination of related activities in connection with technical 
assistance and will cooperate with any international program. 


In discussing its policy on financial assistance, the Bank 
points out that, while it is ready to accept greater risks than 
would private investors, it is willing to do so only when con- 
vinced that the object of the loan is sound end productive and 
that the financing will strengthen the economy of the borrowing 
country. Because there is a vast difference between the amount 
of money which cen be usefully employed at any given time and 
the amount of additional fixed external indebtedness which under- 
developed countries ¢... properly assume, Bank loans can, at best, 
provide only a part ot the foreign ccpitel necessery for develop- 
ment. The Bank therefore feels that forcign development financing 
shouid to a maximum extent be derived from equity investment 
from private sources. In considering the obstecles to private 
international investment, the Bank feels that recent public 
stetements of lecders in such countries es India, Brazil, and 
Chile, welcoming the investment of foreign cepital, are. signifi- 
cant indications of an improving climete. It is believed that 
substantial progress may clso result from meesures being con- 
sidered to implement the Point Four program, in particular in- 
vestment treaties, tax revisions cnd perhaps guarantees against 
certain risks. The Bank feels that, if those few countries 
which can provide international subsidies should consider supple- 
mentery grants desirable in certain inst: nces to expedite economic 
development, such assistance should be given as an outright grant 
rather than in some form of "fuzzy" locns which could tend to 
reflect upon the integrity of normal internetional investments. 
In the long run, however, international capital can provide 
only a minor pert of the capital for economic development, and 
the larger share must come from domestic sources through the 
increase and productive investment of local scvings. 


In discussing its relcetion to the European Recovery Progran, 
the Bank recognizes that OEEC countries heve not called upon 
it to cny great extent during the past year. However, the Bank 
points out ta:t, as the amount of ECA cid is reduced preparctory 
to terminction of the program in 1952, these countries will 
again look to private investors and to the Bank es the principal 
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sources of foreign capital for their long-term investment pro- 
jects. The Bank considers that discussions now in progress 
concerning Bank financing for overseas development are a 

first step in this direction. 


ae aan Applications The arrival of delegates to 

the Bank meetings may provide an opportunity for in- 
creased discussion of pending applications. Among the Latin 
American countries, Brazil, Ecuador, Colombia, El Salvador, 
Mexico and Uruguay have discussed specific credit applications 
with the Bank, while Chile, the Dominican Republic and Honduras 
have also expressed interest in receiving the Bank's assistance. 
The Bank is currently studying a $15 million project for the 
San Francisco Valley power development project in Brazil and 

an intiial credit of $l-2 million for Ecuador. The Bank is 
also considering a credit of about $10 million for the Rio 
Lempa power project in El Salvador and of $20-30 million to 
finance the purchase of telephone equipment and hydroelectric 
plants for Uruguay. An additional 416 million credit for the 
Mexican Light and Power Company is still pending before the 
Bank, awaiting final word on the reorganization of the company. 
The NAC has already recommended favorable consideration by the 
US Director on the Bank of credits for two small electrical 
projects in Colombia. 


Outside of Latin America, the Bank is considering possible 
credits to Egypt, India, Iran, Iraq, Lebanon and the Philip- 
pines. Before the end of the year, the Bank is expected to 
establish a credit of between $10 and ¢%20 million for an irri- 
gation project in Egypt and an additional $35 million for 
India. The Bank has indicated its willingness to consider an 
initial loan of $8 million on Iran's $60 million development 
program. The Bank is also considering Iraq's credit requests 
and a project of about $1 million for an agricultural program 
for Lebanon. A $12 million credit for Philippine power pro- 
jects is also under active consideration. The Belgians have 
expressed a desire for a Bank guarantee of $100 million worth 
of bonds for electrification of the railways and rehabilitation 
purposes. South Africa and Czechoslovakia have also expressed 
interest in securing Bank financing. 


The Bank has been discussing loans for colonial develop- 
ment with the UK and France. Applications far two projects 
in the UK colonies have been received: one from the Colonial 
Development Corporation for projects totalling $200-300 million, 
mostly in sterling currency, and from the Overseas Food Corpora- 
tion for $23 million for a ground nuts project in Tanganyika. 


* * * 
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PROGRESS IN EYPCRT The US Technical Mission on Export 
CONSROLS PROGRAM Controls has reported considerable 
progress in reaching agreement at 
the technical level with the UK on items to be controlled 
for export to eastern Europe. (See page 1, June 6, 1949 
issue of Current Economic Developments). During July and 
August the Technical Mission, consisting of representatives 
from Commerce, the Atomic Energy Commission, the National 
Military Estabiishment, assisted the Economic Cocperetion 
Administration and the State Department in their negotia- 
ions vith the participating countries to obtain export 
ccntrols substantially parallel to those of the US. In 
particular they helped narrow the area cf tecnnical dis- 
agreement, especially between the US and UK, on items 
proposed for control. As a result of discussions with 
the British, which covered 69 items either on the US 1-4 
(prohibited) list or proposed for addition to it, a 
mutually acceptable position was arrived at on 57 items, 
substantial progress was made on one other item, three 
items are being considered further by the British, and 
the UK is still unwilling to recommend embargo to eastern 
Europe on eizht items which remain in disagreement. 








The Technical Mission has recommended that every 
effort be made to conclude rapidly the negotiations with 
the Britisn on the 1-4 list. .It considers this important 
both from the standroint of securing parallel controls 
from the other participating countries and of preventing 
an unnecessary loss of business by-US firms. It also feels 
that the negotiating agencies--the State Department and 
the Economic Cooperetion Admwinistration--should continue 
to press the Netherlands, Belgium, cand France to contrcel 
at least as many l-A items as the UX eventually agrees 
to contro]. Interested agencies have been urged to review 
those items on which the Technical Mission is prepared to 
recommend down-rating, eliminction, or addition to the 
1-4 list. It has recommended that the eight 1-A items 
still supported for control at the US technical level, 
but which the British were unwilling to embargo, be 
reviewed by the Advisory Committee on Requirements to 
pdt ek whether or not they should be rctained on the 

=_ Ss , 


Progress in Negotiations France recently published 
its reguletions implementing control of the exports of 
strategic materiels to the USSR and the satellites. They. 
agreed to prohibit or limit the export of a list of items 
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prev: ousiy established jointly with the British. Italy, 
Norway end the &ilied zones of Zustria, which have accepted 
the US i-4 list in entirety, have already put the controls 
into effect. “ith a few exceptions, Denmark has agreed 
te control the l-4 list. Belgium has indicated it will 
agree to the UK or the fénglo-*french list and the Nether- 
jands has, with a few exceptions, accepted the British 
list. Consideration is being given special problems 
existing in Germany and it is anticipated that satisfactory 
arrangements from a security standpoint will result. 


Gerrmen Control cf Exports We have informed our 
representatives in Frankfort that we are opposed to turn- 
ing over security control cf foreign and interzonal trade 
to GCermen authorities comoletely at this time. We feel 
the procedure shovld provide an appropriate legal basis 
to insure: 1) that there will be a centralized decision 
concerning items on the positive list; 2) thet the decision 
on items cf security value will be referred to occupation 
autnorities; and 3) that there will be close supervision 
by Allied experts of screening by German officials. During 
an interim period, we feei screening must be done by Allied 
authorities. The speed at which this task is turned over 
to the Germens, end screening is supplemented by general 
Supervision and spot checking, is to be determined by the 
Gdevelcpment of edecuate German arrangements and by per- 
formence. Discussions are in progress with the British 
as to the method of issuance of instructions--we prefer 
miiitery government reguletions since this legally is 
the most satisfectory wey tc handle such matters. 


Future Negotiations ECéa, State «nd Commerce have 
urgec Ambessedor Herrimen's Office to meke every effort 
to bring together in the necr future a consultative 
group or ECa perticipents to consider the problem of 
trans-shipment of goods to eastern Zurope. It is suggested 
thet an underteking be secured from each participating 
country to refuse trans-shipment privileges unless there 
is evidence thzt the originating country has approved 
through movement to iron curtain destinations. If such 
a group is brought tozether, we suggest exploretion of 
the possibilities of arriving at a common policy with 
respect to shipment of 1-4 items to Finlend end Yugoslavia. 


Although it is urgent that the US make progress in 
persuading the participeting countries to adopt controls 
of 1-B (restricted) items similar to ours, we feel dis- 
cussion of the 1-B problem should not be included in the 


initial 
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initial discussicns in order not to imperil chances of 
agreement on the immediate issues of trans-shipment of the 
Finnish-Yugosiav policy. Tne 1-B problem should. however, 
be raised subsequently in the consultative group for the 
purpose of establishing mutually agreed quota restrictions 
or embargo ove~ items being shipped in dangerous quantities. 
In the meantime, we are suggesting that where necessary, 
our representatives renew their drive to secure an exchange 
of information cn both 1-A and 1-B shipments to the iron 
Curtain countries. 


Export Lists Remain Confidential In connection with 
the recent announcement of the positive list of items 
which require export iicensing, the possible declassifi- 
cation and publication of the 1-A and 1-B lists was con- 
Sidered. The Operating Committee of the Advisory Committee 
on Requirements decided, however, upon retention of the 
confidential ciassification of the lists since publication 
might be embarrassing to efforts to secure similar controls 
by the OZEC countries. . 
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US PROPOSAL FOR AIR AGREEMENT The Mexican government 
REJECTED BY MEXICAN GOVERNMENT has rejected our request 
-. Of a@ year ago for com- 
pletion of negotiations leading to a bilateral dir trans- 
port agreement. (See page 10. August 30, 1948 issue of 
Current Economic Developments). In a recent. letter the 
Mexicans indicated that tney could not accept the basis 
proposed by the US for conciusion of an agreement, which 
has been pending for over three. years. and that little 
could be hoped from the immediate resumption of taiks 
unless some new foundation for agreement is found. It 
is suggested that US aeronautical authorities accord to 
Mexican airlines the privileges and facilities which 
Mexico has extended to our carriers. Their letter has 
been followed with an application from the Mexican Carriers 
(Aerovias Guest) for a permit to operate a commercial 
service to Miami. 














RESTRICTED 
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FTNWANCIAL 4°) TO Pa GIVEN The first important measure of 





economic crisis was effected on September 8 with the exten- 
sion by the Eximbank of a {20 million credit to Yugoslavia. 

Of this totel, the Bank authorized the immediate establish- 
ment of a 12 million credit, repayable over iO vears,- for 

Us materiels and equipment for the rehabilitation of Yugo- 
Stavia's non-ferrous mining industry; the remaining $8 million 
of credits will be established from time to time as items of 
materials, equipment anc services tc be financed under such 
eredits are agrecd upon by the Benk of Yugoslavia. 


Meanwhile, discussions have been proceeding on a UK 
credit to Yugoslavia in connection with the negotiations for 
a UK-Yugeosiav trade agreement and netionalization claims 
settlement. The final UK credit offer appears to meet nest 
of the Yugoslav requests, and it is anticipated that final 
agreement will be reached shortly. The UK will offer a 
credit of L8 million repeyable in six vears end additional 
short-term (SO deys) credits up te a maximum of £5 million. 
The credits are to be conditional upon peyments under the 
trede egreement being meintained generally in belence ct the 
level contempleted in the trade negotictions. 


Action by the US end UK followed the receipt of informa- 
tion concerning Yugoslaviea's urgent need for fincncial essist- 
ance to provide sufficient economic end political stability 
to enable the Tito regime to continue its ficht egainst the 
Cominform. The Yugoslevs stressed thet, if assisted during 
this extremely criticel perioc of re-orienting their economy 
from exst to west, they would be able to repay this essisteance 
by the export of non-ferrous metals, timber :nd other products 
to the west. 


In eddition to the credits frem the US end UK, the Yugo- 
Slevs cre also seeking finznciel essistence in the form of a 
loan from the International Bank and « drawing on the Inter- 
nctionel Monetery Fund. An Internationel Bank mission is now 
in Yugoslavia to study its economy and to excmine the projects 
submitted to the Bank for financing. At the mission's request, 
the Yugoslavs revised downward their iist of priority projects 
for which finencing is sought, reducing the total request from 
£230 million to (125 million. A further revision ct the Bank 
mission's request reduced the totel to $81 million. The chief of 
the IBRD mission is understood to te well satisfied with the 
Yugoslzv government's cooperation end favorebly inclined toward 
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a loan of the kind end size under consideration. Action on 
YugoSlavia's request for a %3 miliion Fund drawing has been 
postponed until September 23 because of the tine pressure 
created by the annual meetings of the Bank and Fund now in 
progress. 


SECRET 
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THAILAND AND INDO-CHINS TO Following Presidential approval 
RECHiVE GCLD HELD IN JAPAN several weeks ago, we infcrmed 

the French, Thai and British 
Ambassadors in Washington thet this government intends to 
issue a directive to General Mac4rthur to release approxi- 
mately ¢~80 million in gold presentiy held in Japan and ear- 
marked for Thailand and French Indo-China. This gold wes 
earmarked during 1941-1943 as a result of trade and financial 
transactions wit Thailand ana French Indo-China, and its dis- 
position has been under active consideration for over two 
years. (See page 10, august 9, 1948 issue of Current Economic 
Developments). We also informed all member countries of the 
Far Eastern Commission (FEC), except the USSR, of our inten- 
tions and filed a cony of the directive with the FEC together 
with a statement of our intent to issue such a directive 
within the neer future. 














We deem the return of the gold extremely important in 
rendering concrete assistance to Thailand as a token of our 
determined support of the governments of Southeast Asia in 
their resistance to Communist pressure. Our legal position 
in returning this gold, which has bcen upheld by the Depert- 
ment of bbenhome o. is besed on the validity in international 

aw of peyments received for goods and services supplied to 
belligorents. We also believe it desireble, as a matter of 
monetary policy, to respect the aban ce of transferring 
gold by eermarking. 


The filing of our directive with the FEC resulted in 
some objections being raised to our proposed action, particu- 
lerly by Pacific area countries. The Australians consider 
that the directive raises the question whether France and 
Theiland are entitled to preferential treatment in the distri- 
bution of Japanese essets. They feel that the carmarking of 
the gold amounts to a preference given by Japan in the middle 
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of the wer to certein countries to which she was indebted 
and that this action should have no more validity in the 
eyes of the victors than anv other decisions made by Japan 
during the war at the expense of the Allies. In any event, 
the Australians believe that the disposition of Japanese 
gold hceldings should te considered as a whole and not in 
pert. The Australians further state that Thailand has not 
yet discharged all its obligations to the Allies under the 
peace treaties. The Chinese Gelegate to the FEC also raised 
the question of the appropriateness of US action in this re- 
gard and the UK representative stated that he had not yet 
seen sufficient evidence of title to the gold. In view of 
the legal, political and monetary policy considerations in- 
volved and not withstanding the objections raised by the 
hustralians, we plan to issue a directive on this subject 

to General MacArthur within the immediate future. 


CONFIDENTIAL 
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THIRD NORTH AMERICAN REGIONAL The US has an important stake 
BROADCAST ING C CONFEPENCE WEELS in the work of the third North 
American Regionai hs at 
Conference (NARBA) which opens in Montreal on September 13 
The conference is te negotiate an agreement to govern the 
use of the standard broadcasting band in the Nerth American 
region, which includes the US, Canada, Cuba, Mexico, the 
Bahamas, the Dominican Republic ana Haiti. because of the 
proximity of the North American countries to each other it 
is essential to obtain ea binding agreement in order to miti- 
gete as much as possible the unevoidable interference that 
results from the simultaneous operetion of stations on the 
same and adjccent frecuencies. The US has by far the most 
highiy developed end complex redio broadcasting system of 
any of these ccuntries and its central location in the region 
renders its broadcasting stations susceptible of serious 
interference from all sides. However there ere areas in the 
US which do not receive edeouate redic brocdcasting service; 
studies show that the coverege from our standerd broadcesting 
stations is substantially comparable to that received in 
Canada and Mexico from the stations of those countries and 
clearly less satisfactory than coverage in Cuba from Cuban 
stations. 








In 
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In the North American region tne radio channels in the 
standard band are used essentially in conformity with the 
allocations contained in tne North American Regional Broad-— 
casting Agreement of Habana--in force from March 1941 until 
March 1946--and the North American Regional Broadcasting 
Interim Agreement, which became effective in March 1946 and 
expired in March of this year. In general members of the 
region have continued to respect the terms of the Interim 
Agreement pending the conclusion of a mutually satisfactory 
ccnvention at this conference. 


Position of Cuba and Mexico Fer some time we have been 
perturbed over the attitude of Cuba and Mexico concerning the 
possibility cof achieving a mutually acceptable agreement. 

Both countries have expressed dissatisfaction with the exist- 
ing regional agreement--each claiming that the portion cf the 
Standard broadcast band allocated to it under the original 
agreement was inadequate and that additional assignments 

would be required in order to meet its national needs. It 

was only after the US made substantial concessions that Cuba 
accepted the Interim Agreement of 1946. Cube now claims that 
it needs a far greater number of channels than that assigned 
to it under the Interim Agreement. In view of Cuban recalsi-. 
trance at the Annecy trede conference and increasing evidence 
that e similar attitude mey develop at the forthcoming tele- 
communication conference, a special diplomatic mission was 
sent to Habana in crder to create a more fevorable atmosphere © 
before the liontreal meeting. 


Mexico, on the other hand, has remained adament in its 
dissatisfaction with the frequency allocations under NARBA © 
and has indicated thet it will send only observers to the 
conference. By exchange of diplometic notes in 1941 the US 
and Mexics entered into a ‘Gentlemen's Agreement" under which 
we refrain from using certain specified broadcasting channels 
at night to permit their use by Mexico for services to audiences 
in the US. ‘his represents a specicl concession by us to 
accomodate Mexicen needs outside the terms of the regional 
egreement. wWe had plenned to discontinue this scparate arrange- 
ment and insist that all allocations be provided for in the ~ 
regional agreement; hence cur concern ct Mexico's decision 
not to perticipate ectively in the work of thc conference. 
We heave another serious issue with Mexico concerning the use 
of the 540 ke channel (535-545 ke), which is not yet formally 
a pert of the standard broadcasting bend. Repested protests 
concerning Mexico's usc of this frequency heave been fruitless. 
The Fourth Inter-American Redio Conference (FLAR), which met recently 
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in Washington, desided that this freouency might be used for 
standard broadcasting purposes, providing it does not cause 
harmful interference to services operating in adjacent bands 
or using the international distress frequency. However, its 
use must await coordination of assignments to adjacent bands 
among tne various countries. 


- +2 eee ees oe Eee 


necds of the US requires the maintenance of its present 
assignments for that sorvice and in addition the allocation 
to the US of additional clear channels for Class I stations. 
We will also take the position that provisions such as those 
found in the "Gentlemen's Agreement" with Mexico shculd not 
be included in the new regional agreement and will ask for 
assignment to the US of the frequencies covered by that 
arrangement in order to meet in part increased US needs. 
Mexican stations have utilized these frequencies almost ex- 
Ciusively to serve audiences in the US. It is our view that 
the standard broedcast bend should be used in the North 
American region for domestic rather than international broad- 
casting. We will net agree to any provision with respect to 
540 ke or the standard broedcasting band which would cause 
harmful interference to other services and therefore be in- 
consistent with the provisions of either the Atlantic City 

or FI4R agreements. we wiil oppose anv sugzestion that the 
development of television and frequency modulation broadcast- 
ing in the US be teken into account in the ellocation of 
frequencies in the standard bend among the various countries. 
We will resist all demands for substantial concessions on 

the part of the US requiring mejor changes and adjustments, 
urging that our needs are as pressing as those of other 
countries and therefore demand a mutually setisfactory 
agreement. 


Other metters to be considered at the conference will 
be engineering stcnderds, legal and administrative questions. 
We Will ask for a separate protocol to continue the present 
informal arrangewent for submitting notices of station assign- 
ments to the NARBA countries through the Inter-American 
Radio Cffice pending substantial change in the status cr 
structure of that organization. 


TIN 
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LATIN AMERICSI EF!ORTS TO US shipping, as well as that of 











SUSTAIN MERCHANT FLZETS other maritime nations, is feel- 

ing the effect of the post-war 
trend among the other American Republics to build up their 
merchant fleets through a system cf preferences and dis- 
criminations intended to channel trade to their flag carriers. 
While these practices are not confined exclusively to dis- 
crimination against American shipping, the US has been hard- 
est nit because of our predominat share in the carriage of 
cargo in this area. Since 1946, cases of governmental 
preferential treatment and discriminatory practices in favor 
of national flag lines have become increasingly troublesome. 
The major underlying factor is the worid wide dollar shortage, 
abetted by the incentive of national prestige, the increased 
competition frem new maritime nations, the spreading concept 
of the necessity for "balanced" merchant marines for national 
defense purposes, the restrictive effect of exchange controls 
upon free choice of vessels, the lerge bulk of international 
trade being conducted by governmental and quasi-governmental 
agencies and the sustained post-war competition from the US. 
This trend mey be further agerevated by the major break in 
the world freight rate market in august, 1949 and a pro- 
jected world surplus in dry cargo and tanker capacity. 











We view these develcpments with apprehension, consider- 
ing their potenticl effect upon international trade end 
politicai relations, end upon every occasion urge these 
governments to permit the principles cf free competition to 
operate. On the other hand, the Latin states repeatedly 
have criticized similar prectices by the US in favor of its 
merchent merine.. Those most often cited include PR 17 re- 
quiring carriage on Americen vessels cf export eargoes financed 
by US government loans, the shipping cleuses of ECA legislation 
requiring thet 50% of the total emount of programmed goods be 
carried in American bottoms, end tne Merchant Ship Sales Act 
of 1946, c«mcnded and extended in 1948, prohibiting foreign 
Seles of war-built vessels. While we heve sought to minimize 
the cergo requirements as pertaining exclusively to government- 
owned «end government-finenced cargoes, these countries probably 
ere aware thet pressure is being brought to bear to incorporete 
the 50-50 division of traffic as part of our permenent national 
shipping policy. | | 


Lest fall, the National Federation of American Shipping 
Singled out four Latin Ancrican countries for their discrimi- 
nation against US flag vessels--Argentina, Brazil, Colombia 
end Ecuador. The Maritime Commission was requested to lock 
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into these cases under its authority pursuant to the Shipping 
Act of 1°16 to investigate the actions of foreign governments 
which allegedly discriminate against US shipping. While the 
results of these investigations have not yet been made known, 
certain of the troublesome practices of those governments 
have been the cbject of study and discussion by our missions. 


Argentina Argentina has experienced a substantial 
growth in ists merchant marine since the end of the war. This 
has been accompanied by a deliberate pattern of preferential 
prectices as the vessels of the great maritime nations returned 
to commercial services with resuiting intensified competition 
for cargoes. Foremcst among these practices is the implemen- 
tation of a governmental decree of March 1948 requiring the 
carriage of all government cargo on national vessels. This 
decree is of special significence because an increasing per- 
centage of argentine foreign trade is being handled by 
Argentine government agencies and related agencies. Our 
shipping companies complein that this decree, and cther 
measures to reserve as much as possible of Argentine commerce 
to her cwn ships, has reduced substantially the amount of 
cargo moving in US vessels between this country and the River 
Plate. Another onerous policy of the 4rgentines--and one 
with far reaching consequences in international trade and 
commerce--is the inclusion of preferential shipping clauses 
in financicl and trade agreements, providing for the carriage 
of goods exchanged in the vessels cf the countries which are 
parties to the agreement. (See page 4, July 28, 1947 issue 
of Current Economic Developments). Since 1947 we have made. 
strong ong efforts to “prevent the inclusion of preferential 
shipping clauses in numercus commercial egreements Argentina. 
has negotiated on the basis thet such clauses are discrimi- 
Natory against US shipping cand restrictive to the fair ex- 
change of goods on a competitive besis. Other undesirable 
practices include <« discriminatory income tax, which is being 
held in abeyance for US vessels pending negoticticn of a 
mutuel tax exemption convention, waiver of consular fees when 
cergo moves in Argentine bottoms, the imposition of miscellcn- 
eous dues ana berthing privileges. The Argentine government 
in May 1949 formelly ecquired the Dodero shipping intcrest, 
which hes world-wide services as well as e« virtual monopoly on 
the Rio de le Plate transportation. The effects cof this 
nationelizction of Argentine shipping have not yct taken 
Shape. Argentina's basic ergument in defense of her diverse 
restrictive measures is thet she is secking to rechannel cand 
stabilize her trade and payments omens, particularly in 
relation to the US and the UK. 


Brazil 
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Brazil Brazilian discrimination against US and other 
foreign merchant shipping nas existed in one form or another 
for more than 15 years. With the post-war acquisition of a 
modern fleet, discriminatory practices by Brazil have become 
more or a comnetitive problem for US steamship lines. These 
take the form of consular fees, which are reduced 50% when 
shipments are routed on Brazilian lines; the exemption of 
Brazilian flagshivs from payment of miscellaneous dues and 
fees; berthing iiscriminations, which recently have been 
considerably relieved; and support of the Brazilian Marine 
Commission by tax on imports and exports carried on foreign 
flag lines. Reportedly Brazil has recently proposed that 
freight charges on south-bound cargoes be coliected at the 
port of destination in cruzeiros to be converted into dollars 
at a later date. Our shipping lines are unenthusiastic con- 
Sidering the various factors involved and the delay in con- 
version. EBrazil has threatened to withdraw from the shipping 
conterences if this proposal is not accepted. 


Colombia Discriminatory practices by Colombia, as well 
as Ecuador and Venezuela, have resulted primarily from the 
establishment in 1946 cf the Gran Flota Mercante Grancolonm- 
biana--a steamship concern owned jointly by the three govern- 
ments. The entire Colombian investment was advanced by the 
National Federation of Coffee Growers, a government agency 
organized for promotional purposes to aid the coffee growers. 
In eddition to the favoritism to Grancolombiana vessels 
encouraged by this organization, Columbia indulges in other 
discrimineticns through foreign exchange transactions, exemp- 
tion of Fiota earnings from income tax, and the current Flota 
malpractice of accepting pesos in payment of freight on south- 
bound cergo from the US. This pesos arrangement is an out- 
right vivlation of the shipping conference agreement which 
prescribes sontnh-tound freight payments in US dollars. As 
a resuit of accepting pesos for freight paynsents, the Flota 
is now carrying more cargo from the US to Colombia than all 
otier steemship lines together. While the conference provides 
machinery for settlement of the dispute, the Colombians have 
inaicated they will not accept an adverse arbitral award. In 
view of the implicetions to US-Colombian relations and interest 
stirred among neighboring states Assistant Secretary Miller in 
his recent visit discussed the matter frankly with Colombian 
officials*cnd urged thet a fair and equitable solution be 
worked out. 


Ecvador Ecuedor, es a perticipant in the Flote Mercante 
Grancolombiane, indulges in discriminetions against foreign 
flag lines with a vicw to encouraging shipments to Ecuedor 
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on Flota vessels, These discriminetions have taken the form 
of reduction in consular fees fcr merchandise routed via 
Grancclombiane amounting in some cases to free freight and 
in others to savings of 35 to 40% on freight charges. We 
have protested these discriminations as contrary to the US- 
Ecuador trade egreement of August, 1948. 


Other Shipping Problems with Letin America Venezuela, 
as the third member of the Grancoiombiana enterprise, has . 
tcken official measures to aid Flote by requiring shipments 
of goods consigned to official agencies on Flota ships and 
by giving preferential berthing facilities to vessels of 
thet line. , | 





The Flota problem hes hed a very definite effect on the 
Chilean shipping line. As a result of Flota's practices, 
tne volume of traffic cerried by Chilean vessels has decreased. 
This has led to inereesing pressure by the Chilean line over 
the last two years to increese its perticipation in ocean 
freight between the US and Chile. We have strongly urged 
thet the Chilean government refrain from issuing a decree 
requiring the carricge of 50% of all trade with the US in 
Chileen vessels and that free competition be ellowed to play 
in the carriage of cargo between the two ccuntries. 


Panema While the threntened international boycott of 
Panamanien shipping by the International Transport Workers 
Federation (ITWF) is a matter’ strictly between the seamen's 
unions cnd the Paneamenian government, we are observing these 
developments with much interest. lost of the shipping under 
Panemanian registry is fcreign and a lerge portion is US 
owned. The ITWF suspendea its threztenead boycott, adopted 
at last year's ILC conference, cftcr Panama outlined steps 
it woula take to improve conditions on ships under its registry. 
Thus far, Panama hes not been successful.in its efforts to 
serve as ea medigtor between the Federation and ship owners. 

At «a meeting in August of the Panamanian Merchant Marine 
Conference, held in Rotterdam, it was agreed that Panama will 
spensor another conference between ship owners end union 
leaders to regulcte working conditions on ships flying Panama's 
Mice. This conference is to be held in Geneva in December 

and Panama has pledged its efforts to see that the owners 

Wiil be adequately represented. 
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DEVALUATION OF CURRENCIES On September 18, only a day after 
FOLLOWS FINANCIAL TALKS the return of Chanceilor of the 

Exchequer Cripps to London from 
Washington financial parleys, Britain announced that the 
pound sterling had been devalued by a little more than 30%. 
The rate was changed from $4.03 to $2.80 in order to stimu- 
late British exports to earn more dollars. The announcement 
empnasized that the devaluation decision had been reached 
before Cripps and Bevin left for the US. The British move 
was followed almost immediately by devaluation action by 
eighteen other countries--Canada, France, the Netherlands, 
Sweden, Iceland, South Africa, Australia, New Zealand, Denmark, 
Egypt, India, Israel, Ireland, Ceylon, Malaya, Burma, Norway 
and Finland. Officials of other governments were studying 
the situation in relation to their own rates. 


Although sterling has long been considered as over- 
valued, the situation did not become acute until the second 
quarter of 1949, when the UK's gold and dollar reserves 
began dropping sharply. Previously reserves had been main- 
tained at a more or less constant level with ECA assistance. 
The reasons for the decline included: 1) a loss of confi- 
dence in sterling and e general conviction that devaluation 
was inevitable. This ied to a drawing down of working 
balances, withholding of orders by dollar area importers, 
and a stepping up of imports from the dollar area by UK 
traders. 2) A drop in the price of important sterling erea 
exports, such as cocoa and rubber. 3) A falling off of US 
demand for sterling area goods because of slackening business 
activity here. 4) Cheap sterling transactions, which re- 
sulted in a loss of dollars to sterling area countries. 

5) Increased drain on the dollar pool from India. 


Probable Effects of Devaluetion on UK The immediate 
effect of devaluation to the UK should be a substantici 
lessening of pressure on its dollar position Que to: a re- 
flux of capital; diminution of cheap sterling traffic; a 
reversal of the situation in which Americen importers with- 
held orders from the sterling area and sterling area importers 
accelerated imports from the dollar erea in anticipation of 
the cheapening of sterling; cnd increased dollar receipts 
from the sale of goods end services to the dollar area 
which have a high short-run elasticity of demand. These 
positive factors should more than offset a possible negative 
factor, i.e., a decreese in dollar receipts from some ster- 
jing area exports to the doller area having a low demand 
elasticity. 
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The long-run effect should likewise be beneficial. 
UK exporters will have a greater incentive to sell to the 
dollar area, thus redirecting exports to the US. Exports 
of UK goods in dollar areas will be increased because of 
lower dollar prices. Some reduction in artificial trade 
barriers will be made possible. It is also possible~that 
temporary pressures on the UK's reserve position may be 
adequately met by International Monetary Fund drawings both 
by the UK and other sterling area countries if present Fund 
policy with respect to such drawings should be modified. 





It is not believed that British action will result 
in marked internal inflation. Some increase in the cost 
of living is likely because of the higher cost of certain 
imports, but preliminary estimates are that such iucreeses will 
be relatively small. Cripps appealed to labor and menage- 
ment to forestall demands for higher wages end higher prcefits 
and, while it is too early to predict what will happen in 
this regard, even if wages shculd rise to the same extent 
as the overali cost-of-living increase, it is estimated 
this would not exceed 7 to 10% in the next six months. 
Cripps stated thet there would be ne increase in subsidies. 





General Effects of Devaluation Lowering of the rate 
of sterling has broken the exchenge rate log-jam. Other 
countries, recognizing that their currencies were over- 
valued with respect to the dollar, were wiiling. to devalue 
against the dcller but they were not willing to devalue 
against steriing. Most rates have been in effect since the 
end of the war and before and had become wholly unrealistic. 
The general adjustment now going on should permit substantial 
relaxation of trade and exchange controls end a return to 
more normal trcde patterns. Effects on individual countries 
will differ greetly according to circumstences. In the czxse 
of South Africa, production of gold should be stimulated 
by higher prices. While devaluation had been discussed 
pro and con in the press falmost every country during Zhe 
past month cnd the action was not unexpected, there was con- 
siderable surprise at the size of the slesh. 











Tripartite Financial Discussions The British action 
clarified the joint communique which was issued <t.the 
close of the US-UK-Canadian finencial discussions in Wash- 
ington, in which Britain pledged to take measures to in- 
crease Gollar earnings but did not specify how this would 
be done. The communique stated that a “fundamental attempt 
would have to be mede by all concerned to expand the dollar 
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earnings of the sterling area and to increase the flow of 
investment from the North American Continent to the rest 
of.the world including the sterling area." 


In the talks it was assumed that extraordinary aid 
from the North American Continent would have to come to 

an end by mid 1952 and that the sterling area would have 

to increase its dollar earnings so that it could pay its 
way by that time. 41] three countries agreed to aid in 
facilitating to the greatest extent feasible, an expansion 
of dollar earnings by debtor countries, including the ster- 
ling area. It was agreed that, while the amount of ECA funds 
could not be increased, the UK could use these funds for 

a wider range of dollar expenditures than previously, both 
within and outside the US. This will result in increased 
offshore procurement of goods by Britain. The US agreed 

to review its stockpiling program, with a view to increas- 
ing purchases of tin and rubber from sterling sources and 
to mocify government regulations on consumption of syn- 
thetic rubber. Canade also committed itself to increase 
reserves of rubber and tin. The US and Canade agreed that 
the UK could go aheed with plans to liberalize trade with 
countries where she hes no balance-of-payments difficulties, 
but thet British imports wiil be subject to continuing 
review in the light of the nondiscriminction commitments 

of the Anglo-American loan agreement «nd the correspond- 
ing arrengement with Canade. Both Canada and the US agreed 
to review their customs procedures with an eye to making 
them less a barrier to trade and it was noted that high 
tariffs were clearly inconsistent with the position of 
creditor countries. US action to reduce tzriffs during 

the past few yecrs was cited and reiteration was made of 
our policy to seek further negotiation of trade agreements 
through which additional reductions might be made, within 
the framework of the Trade Agreements Act. It was agreed 
that study would be continved in other fields--particularly 
those involving investments abroad, petroleum end shipping. 
The UK agreed to provide incentives to increase exports 

to the dollar area, to make a vigorous attzck on production 
costs, to improve the competitive position of sterling 
products, and to exert maximum efforts to buiid up income 
from tourism and other services. 


* * * 
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OPPOSITION TO US-CANADIAN A&A delicate situation has developed 
CIVIL AVIATION AGREE ENT from the delay in implementation 

of the US-Canadian air transport 
agreement concluded in June. (See page 6, June 6, 1949 
issue of Current Economic Developments.) Colonial Airline, 
which enjoyed the absence of competition on the New York- 
Montreal run for almost 20 years, took serious offense at 
this lucrative route being opened to Canadian competition 
and obtained a. preliminary injunction restraining the Civil 
Keronautics Board from recommending to the President the 
grant of a permit to the Canadian carrier pending a decision 
on the legality of the pact. The litigation challenges the 
executive agreement procedure. The Senate Committee on 
Interstate and Foreign Commerce has recently reported out 
favorably a bill requiring all aviation agreements to be 
negotiated as treaties. 





In the light of these developments, public statements 
were made py the Canadian Air Transport Board and an aide 
memoire from the Canadian Embassy indicated that the Canadian 
government might have to reconsider US rights at Gander air- 
fiela when the present temporary permit expires on September 30 
and thet the arrangement for alternete use of Stephenville 
also might have to be re-examined. 


The whole issue wes discussed informally by the Secre- 
tary and the Canadian Foreign Minister when the latter was 
in Washington for the finencial discussions. The Minister 
indicated thet precipitate action would not be taken by 
Canada and the Secretary pledged the continued cooperation 
of US executive agencies in préssing for a speedy and favor- 
able conclusion of pending litigation. 


x  * * 


MOUNTING DISCONTENT Growing worker discontent among non- 
OF FRENCH WORKERS Communist as well as Communist workers 
is evident throughout France, and 
there is a strong possibility that this unrest will take the 
form of a large-scale strike wave this fall. tagonism 
toward the government has developed in all three of the 
major labor orgenizations because of its wage-price policy, 
with unity of ection for higher wages considered a distinct 
possibility. Labor leaders have been surveying local and 
regional groups to determine the attitude of the rank and 
file towerd strike action. The Communist-controlled General 
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Confederation (CGT) reportedly does not believe that con- 
ditions are yet ripe for strike action. The non-Communist 
Force Ouvriere (FO), on the other hand, is said to be con- 
sidering taking the initiative in leading the strike move- 
ment if the government does not take early action to un- 
freeze wages and if there is sufficient evidence of worker 
support for strike action. It is the view of somes observers 
that there would not be effective worker support of a nation- 
wide strike movement because of distrust of the labor leader- 
ship of the past three years and fear of unemployment and 
national disorder. 


FO Program for Wage Increases In a recent secret 
meeting with representatives of an employers' bloc (CNPF), 


FO officers proposed joint action for wage increases. Their 
proposals include: 1) a joint national emergency conference 
of CPF and FO to call upon the government to approve a 
wage increase of 3,000 to 5,000 francs monthly; 2) the 
immediate convening of Parliament to enact legislation un- 
freezing wages; 3). the establishment of an adequate national 
individual wage minimum; 4) reviving collective bargaining 
and compulsory arbitration; 5) agreement by industry not to 
raise prices; and 6) the farm bioc to be called upon to 
undertake price stabilization. The FO believes that only 
prompt action on the part of the government can forestall 
serious labor disturbances. 


Government Cptimistic Even while the unions are re- 
ported surveying strike possibilities, the French Interior 
Ministry claims that it nc longer anticipates large-scale 
strikes this fall. This view is predicated, of course, on 
the all-important assumption that no radical adverse change 
occurs in the wage-price relationship. The Ministry believes 
that the Communists will not find the working class situation 
such thet it will. justify e generalized strike wave and the 
Ministry feels that the non-Communist federations will not 
engage in unity of action with Communists on a national 
basis. The Ministry does not, however, discount the possi- 
bility of scattered end local strikes of some degree of 
importance, particularly in localities or industries where 
unity of action has clreedy made some progress. This op- 
tiusem ofthe Interfoz Ministry is not shared by most of 
the non-government observers. | 





In an effort to meet orgenized labor demands, the 
Labor Ministry has been preparing for urgent Assembly action, 
when convened next month, three draft laws to relax state 


control 
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control cf wages in natgonalized enterprises. .These laws 
would: 1) abrogate the existing law on collective conventions 
and establish a national minimum wage; 2) provide compulsory 
arbitration; and 3) retain state control of wages in nation- 
alized enterprises. 


Change in Communist Tactics There are indications of 
an important tactical change in French Communist directives, 
with the leader of the CGT being given greater latitude to 
carry out, independently of the rigid political directives, 
his own tactics in the labor field, using his own judgment 
as to the extent to which he should push the CGT in social 
agitation and strikes. Such a change, if it has in fact 
been made, probably results from the fact that previous 
strike action, undertaken against the advice and wishes of 
CGT leaders, was extremely costly to the CGT in ——— 
and membership. 





. The administrative committee of the CGT is reported 
to have agreed at a recent meeting that strike action should 
not be undertaken just at this time, feeling that discontent 
will spread during the fall as rents and prices rise and 
employment and hours worked per week continue to decline. 
The fullest exploitation by the CGT of the growing worker 
difficulties and an extensive campaign against the "anti-. 
labor" government can be expected during October, when the: 
Perliament reconvenes. 


SECRET 
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TRADE ACT On September 15 the Senate passed a bill extend- 
EXTZNDED ing until June 12, 1951 the Reciprocal Trade 
Agreements Act in the exact form requested by the 
Administration. The bill wes finally peasse¢ as recommended 
by the Senate Finance Committee and as passed by the House 
of Representatives in March. Although tne final vote wes 
62 to 19 in favor of the Act, a number of restrictive amerid- 
ments were closely contested. The so-called peril point 
provision of the 1948 law was rejected by e five-vote margin. 
This provision required the Tariff Commission to recommend 
to the President how far concessions could be made without. . 
injury to domestie industry. The President was required to 
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explain to the Congress if he did not comply with the Tariff 
Commission's recommendations. Other potentially dangerous 
amendments were defeated by still narrower margins--one con- 
cerning furs was rejected by a three-vote margin after recon- 
sideration of the first vote, and another to limit the inm- 
portation of petroleum was defeated 41 to 40. 
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NEW MOTOR VEHICLE A new convention on the international 
CONVENTION ‘SIGNED movement of motcr vehicles was signed 





by 20 countries at the UN Conference on 
Road and ifotor Transport, which met in Geneva from August 23 
through September 19. This is an important step forward in 
facilitating international automobile touring and other 
forms of highway traffic since uniform measures are pre- 
scribed for identification of vehicle and driver, facilita- 
tion of customs procedure, basic safety rules and certain 
technical requirements. The convention applies only to 
the operation of private vehicles, excluding commercial 
bus and truck traffic. Ali of the measures advanced by the 
US were adopted. US motorists and their vehicles will now 
enjoy in other foreign countries the legai status presently 
accorded in she Western Hemisphere under viovisions of the 
Inter -Armericen Convention on Regulation of Automotive 
Traffic, to which the US became a party in 1946. Under 
terms of a protocol attached to the convention, Germariy 
and Japan may be invited by ECOSOC to adhere. Although 
the USSR did not attend, delegations from Poland, Czecho- 
Slovakia, Bulgaria and Yugoslavia participated. 
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This weekly publication is designed to highlight developments in the, eco- 
nomic divisions of the Department of State, and to indicate the economic prob- 
lems which are currently receiving attention in the Department. It is suggested 
that copies be retained on file, as reference will sometimes be made to previously 
reported items to avoid repetition. 
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For general purposes all classified Foreign Service Officers and other responsible 
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US, UK AND FRANCE TO DISCONTINUE With the approval of the 
REPARATION SeT-ASIDE TO THE USSR President, we have obtained 


French and British concur- 
rence to certify to IARA as available for immediate distri- 
bution and shipment all unallocated plants scheduled for 
removal from the western zones of Germany. This includes 
the 10% share to which the USSR is entitled under Potsdam 
and which the western powers have been holding for possible 
future delivery to the USSR. The British, in agreeing tc 
this procedure, informed us they would not accept their share 
of plants so allocated since they want to protect themselves 
from a Soviet charge of violating Potsdam. The British fur- 
ther requested, and it was agreed, that the responsibility 
for certification to IARA be taken jointly by all three 
governments even though it has been customary for the indi- 
vidual zone commander to make the certification to IARA. We 
do not share the British fear of Soviet charges that the 
west is violating Potsdam by this action in view of Soviet 
failure to fulfill other Potsdam obligations, because of the 
size of Soviet reparation receipts to date from the Soviet 
zone of Germany, and USSR default on reciprocal deliveries. 
However, we consider that if the British wish to renounce 
their share of this allocation that is up to them. The 
French, on the other hand, believe that UK renunciation of 
its share would appear to imply that the British are not sure 
of the validity of the allocation, and that this could prove 
embarrassing to those countries not giving up their additional 
allocations.In order to avoid publicity notification to IARA 
will be by the chiefs of the reparation divisions of the three 
western zones rather than by the High Commissioners. 


This decision on reparations evolved from a series of 
discussions between representatives of the western occupying 
powers over the past severel months. Consideration had been 
given to a British proposal that 10% of the dismantled plants 
be delivered to the USSR on conditicn that the Soviets agreed 
to waive delivery of the remaining 15% of reparation equip- 
ment to which they ere entitled under Potsdem in exchenge for 
deliveries to the west. In turn, the western powers would 
have waived compensating deliveries of foodstuffs from the 
eastern zone. This plan wes abandoned, however, on the grounds 
that potential deliveries involved would be of sufficient 
value to cause serious trouble with Congress and endcnger 
important foreign affairs legislation, including the ECA 
appropriation. Moreover, it was felt that it would provide 
the Soviets with en opportunity to spin out this problem 
for many months. 
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YUGOSLAV FUND The International Monetary Fund on 








DRAWING &PPROVED September 22 approved a -3 million 
drewing by Yugosiavia, with assurances 
that thet sountry would make every effort to repurchase 
this amount within two years. This drawing represents 
the second major contribution by the west in recert weeks 
to the economic: re-orientation cf Yugoslavia; the Eximbank 
having extended a $20 million credit to Yugoslavia on 
September 8. ‘The conclusion of a UK-Yugoslav economic 
agreement, which will provide for sterling credits to 
Yugoslavia, has apparentiy been delayed as a result of 
the devaluation of the pound. The British have indicated 
that the L8 million medium-term credit under this agree- 
ment will probably. be granted by private London banks 
rather than by an instrumentality of the government, as 
had previously been assumed. Short-term credits of 45 
million will be extended by private banks, with a govern- 
ment guarantee. An International Bank mission is still 
in Yugoslavia in connection with the latter's application 
for a Bank loan. In the light of discussions with this 
mission, the Yugoslavs nave scaled down to $78 million 
the projects proposed for the Bank's financing. The 
International Bank's timber credit to Yugoslavia, and that 
to Finland, are nearing completion as a result of the recent 
agreement in principle by timber importing countries to 
use non-&CA dcllars to pay for certain timber imports from 
these countries. In order to provide dollars for the re- 
payment of the $2.7 million lcen to Yugosiavia, France has 
agreed to pey in dollars for {,200,000 worth of timber, 
Italy for $400,000, the Netherlends fer 4400,000 and the 
for $1.7 million. 


The tempo of economic assistance to Yugoslavia has 
been accelerated with recent reports concerning the 
seriousness of Yugoslavia's immediate balance-of-payments 
position. Other forms of assistance ere therefore being 
considered, with 2 cotton credit to Yugoslavia among the 
more immediate possibilities. It is still felt that 
the long-range prospects for Yugosicvie are good and 
thet Yugoslavia: will be able to repzy any credits ex- 
tended when it has completed the re~-orientation of its 
economy from east to west. 


RELAXATION 
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RELAXATION OF CIVIL 4VIATION Although the President has 
POLICY TOWARD YUGOSLAVIA approved the relaxation of 





our civil aviation policy 
toward Yugoslavia without awaiting completion of the current 
review of our aviation policy vis-a-vis the USSR and its 
satellites, we have delayed its implementation pending co- 
ordination with the UK and joint notification to the other 
countries involved. (See page 8, July 25, 1949 issue of 
Current Economic Developments.) Unfortunately, British 
approval of the new US-Yugoslav aviation policy has dragged 
on longer than expected and we are now concerned thet the 
Western Europe and Middle East countries may have gained 
the impression from recent Yugoslav flights over our occu- 
pation zones that we are opening the gates to the Yugoslavs 
before coordinating this new policy with them. In order 

to counteract this impression, we now plan to deny an 
occasional Yugoslav overflight request until the change in 
policy is firmed with the British. Meanwhile, our new 
policy will not be divulged to any other countries until 
further notice. 


The modification of our policy is based upon the Tito- 
Kremlin breach and the evidence that Soviet control of 
Yugoslav civil air operations has been eliminated. Under 
the new policy, exports of aviation equipment to Yugoslavia 
will be permissable, utilizing the procedure prescribed for 
export of other prohibited items. It also provides that 
any non-curtain country, which feels that political and 
economic advantages would accrue from the exchange of re- 
ciprocal civil air rights with Yugoslavia may do so, pro- 
vided the arrangement is made on a short-term basis. Once 
our new policy is divulged to other like-minded governments, 
we propose to implement it on en ad hoc basis es circum- 
stances may indicate. However, we will not encourege any 
country to exchenge reciproccl eir rights with Yugoslavie 
unless the balance of all aspects of the exchange indicctes 
beneficial results to the friendly state concerned. 


* * * 


HIGH rae TALKS SCHEDUL US-UK=French talks concerning 
ON TELLUCOMMUNICATION ISSUES the problem of US broadcasting 
frequency requirements in Germany 
will be held in Washington about November 15. These talks 
were proposed by Bevin during his recent Washington visit 
when he called attention to the chaos in European broadcast- 
ing foreshadowed by our stated intent not to comply with the 
terms of the Copenhagen agreement when it.comes into effect 
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in March 1950. (See page 7, September 20, 1948 issue of 
Current Economic Developments.) The European Regional 
Broadcasting Conference, held in Copenhagen in 1948, worked 
out a frequency allocation plan for medium and longwave 
broadcasting for all European countries, including the four 
zones of occupation in Germany. ,Although the US is not a 
party to the agreement and participated in the conference 
Only as en observer, we are interested in the plan as an 
occupying power and our participation is necessary to its 
success. 





In agreeing to discuss the matter further, we have 
called attention to the unsatisfactory nearing afforded US 
observers at the conference anc the fact that full ‘cognizance 
was not taken of US broadcasting responsibilities in the 
German zone of occupation. Although we took the position 
that Geran radio frequencies should be held in trust by the 
occupying powers for final disposition when a treaty is 
signed, a conference plan was railroaded through under which 
we would be restricted to the use of two shared frequencies 
for civilian broadcesting end one shered frequency for US 
troop broadcasts. We feel strongly thet the elimination of 
any of the present: besic services in the US zone would be a 
serious setback to the common effort agreed upon emong the 
the three western occupation powers to counter the effects 
of Soviet propagande. During the talks we would siso like 
to recvch en understending regerding measures to be taken to 
provide relief from intentional broadcasting interference. 


UK Urged to Support PFB Concurrently, we raised the 
issue of the Provisional Frequency bEcerda (PFE B) with the 
British, urging that the UK delegation return to Geneva and 
again cooperate in the work of the Boerd. For some time the 
British have contended that the PFYB has been unsuccessful in 
ts tesk and that further work would be useless. However, 
an overwhelming majority cof perticipeting countries, with 
the major exception of the USSR and its satellites, agreed 
that the PFB should continue its efforts towcrd the prepera- 
tion of frequency assignment plens for the various bands of 
the radio spectrum. (See page 7, august 15, 1949 issue of 
Current Econom omic Developments.) The Administrative Council 
of the International Telecommunic: tion Union, now meeting 
in Geneva, by vote of 11 to 5 adopted a resolution providing 
thet the PFB should continue its work until February 28, 1950. 
Only the USSR and its satellites, the UK and Switzerland 
Opposed the resolution. 


We expressed serious concern over the development whereby 
the UK stands: prectically alone with the Soviets end their 
satellites in opposition to thc rest of the world on this 


important 
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important issue. An open split between the US and UK in 

this field, which has significant military and political 
considerations, is inconceivable in the light of basic US-UK 
cooperation on politicai, economic and military matters. A 
common front in the fieid of communications is essential in 
pursuing the cold war and in defense measures envisaged under 
the atlantic Pact. | 


While we acknowledge the difficulties faced by the PFB, 
we are working toward a method of approach which will enable 
more effective cooperation among participating countries to 
achieve results by the new termination date. We see no 
other alternative which would lead to fulfillment of the 
principles accepted by the ‘sorld Telecommunication Conference 
in Atlantic City, 1947. The failure of this undertaking 
would undermine the entire structure of agreements in this 
field and render useless such constructive work as has been 
achieved in specialized conferences stemming from the 
Atlantic City Convention. 


ca - aa 


EFFECTS OF CURRENCY Repercussions from devaluation of 
DEVALUSATIONS REPORTED the British pound and other curren- 

cies continue to be felt in all parts 
of the world. Twenty-three countries subsequently reduced 
their currencies and many others are still studying the 
problem. The Communists are exploiting the situation propa- 
gandawise, declaring that the whole burden of devaluation 
will be placed upon the shoulders of the workers. Initial 
relief that devaluation had finally come and a tendency to 
hail it as a cure-ail has subsided, and in many countries, 
particularly in Britain and France, there is increasing fear 
of inflation. 


Countries Devaluing Most of the countries devaluing 
followed the British lead and cut their currencies to the 
same extent--Australia, Burma, Ceylon, Iceland, Indie, Ireq, 
Malaye, Ireland, New Zealand end South Africa among the 
sterling countries end Denmark, Egypt, Israel, Finland, Norway, 
Netherlends, Luxem>bcurg and Sweden of the non~steriing coun- 
tries. The Greek drachma was devalued by slightly more then 
the pound sterling; however, in view of disorderly rates 
existing before devaluation, the drachme has in effect been 
devalued to the extent of approximately 23.8% against sterling. 
Four countries which devalued less then the UK, with the re- 
sult thet their currcncies show verying degrees of eppreciation 
against the pound, ere Belgium, Canada, France and Portugal. 
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The countries devaluing are: 
Old New 
Country Currency Rate Rate 
Australia pound %3.22 $2.24 
Britain pound 4.03 2.80 
Belcium franc .023 02 
Bur ma rupee » 303 21 
Canada dollar 1.00 -909 
Ceylon rupee ~ 30 eel 
Denmark crown ~2015 - 1447 
Egypt pound 4.183 2.871 ‘ 
France franc 00303 0028. 
Finland marc 00625 00431 
Greece drachma -00010 -0C0055 
Ireland pound 4.03 2.80 
Israeli pound 3.03** 2.80 
Iraq dinar 4.93 2.80 
India rupee - 303 ofl 
Iceland krona 153 ~106 
Luxembourg franc .023 O02 
Maliaya- 

Singavcore- 

Straights dollar 465 » 3266 
New Zealand pound 4.03 2.80 
Netherlands guiider ~ 3773 . 2632 
Norway krone ~2015 14 
Portugal escudo 04 -0348 
South Africa pouna 4.03 2.80 
Sweden crown -277 -193 


*Franc-dollar rate freed. Free market for dollars 
opened at .0026 per franc, 6% below previous free 
market rete. Both the formal rate (214) and the 
commercial rate (272) were abandoned. 


**effective rate, official rate was $4.03. 


Effect of Devaiuation_in the UK Wage demands pose the 
severest test of devaluation in the UK. Labor leaders whe 
have heiped the government restrain wage rises on the under- 
standing that the cost-of-living would be kept stable are 
dismayed to learn thet devaluation will mean another cost- 
of-living increase and fear they will be wneble to restrain 
their members from increasing demands. At tne same time 
they are very much aware of the inflationary dangers of such 
an upward wage revisicn. Attlee has warned that wage and 
price increases could cancel out the benefits of devaluation. 
The TUC council so far has not endorsed devaluation but has 
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issued a statement that it was satisfied the government 
would not have taken so grave a step without careful assess- 
ment, but that it needed fuller information before passing 
judgment. , 


France The French were shocked at the timing and extent 
of devaluation and presented a note to the British Ambassador 
taking exception to the abruptness with which the decision 
was communicated to them and: the absence of consultation. 
Minister of Finance Petsche publicly charged that the pound 
devaluation was of such magnitude that it amounted to 
"commercial warfare", The British take the view that secrecy 
was absolutely necessary; and that the French were notified 
at the same time as Commonwealth members. They feel that 
the French reaction is transitory and that no long-term ill 
effects on their relations will follow. 


The new French rate of 350 francs to the dollar is based, 
in effect, on the dollar rate in the Paris free market. The 
uniform exchenge rate is not fixed but will vary in accord- 
ance with the rate quoted from time to time on the free 
market. Previously "financial" transactions in dollars, 
Swiss francs and Portuguese escudos took place entirely on 
the basis of the free market rate, while trade transactions 
in such currencies anc all transactions in other currencies 
were based 50% on the free market rate, and 50% on the offi- 
cial rate of 214.392 frances for one US dollar. With regard 
to the exchange system epplying to French Overseas Territories, 
the franc of the French Possessions in the Pacific (CiP franc), 
which up to now has been linked to the US dollar by a fixed 
relation of 49.627 CFP per dollar, will be pegged to the 
metropolitan franc at a ratio of 5.50 metropolitan francs 
per CFP franc; the par value of the rupee of the French 
Possessions in India will be changed in the same proportion 
as the change in the par velue of the rupee of India, that is, 
by epproximetely 30%. In setting the new rate, the French 
took into consideration the fect that eppreciation of the 
frane by about 10% vis-a-vis sterling will yield some saving, 
in terms of francs, on French purchases in the sterling area, 
at least for a few months. This saving should partially off- 
set increased costs of goods from the doller area. The - 
French elso believe that prices in the UK eventuelly will 
rise more then French prices es a result of devaluation. 
While this eventual rise will tend to eliminate the saving, 
the intermediate period will provide a breathing spell which 
should help internal adjustments to the new situation and 
eventuclly the greater UK price rise will tend to restore 
the competitive baience between France and the UK. Some 
observers, however, belicve that the new rate will have a 
greater upward effect on prices than the deflationary 


influence 
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influence resulting from imports from the sterling area. 
Unfortunately, the psychological factor may exert as great 
an influence on price incr2ases as actual cost and the 
press has contributed to this by maximizing the extent of 
the france devaluaticn. 


Concern in labor circles over wages is genuine and 
acute. While the Force Ouvriere and the Catholic Labor 
Confederation have called upon the government to hoid the 
price line and prevent speculative increases by manufacturers 
and middlemen, they appear to have little faith in the re- 
sults of such efforts. A blast from the Communist-dominated 
General Ceonrederation is expected. The government is now 
faced with the need for quick action on wage-price pciicy. 
No decision was reached on this question at last week's 
Cabinet meetings and should be forthcoming early this week. 
The situation could develop into a real threat to the govern- 
ment. if the Cabinet decides to fight price increases and 
does little or nothing in the wage field, agitation of all 
labor groups will grow. 


Other Western Furopean Countries In Italy, where the 
lira has been considerably undervalued as compared with the 
pound, a wait-and-see policy has been adopted. The Italians 
are disturbed at the extent of the pound devaluation and - 
interpret it as a form of "dumping". The question of the 
cross-rete agreement with the UK is being considered by the 
Italian Council of Ministers with opinion seeming to favor 
breaking the lira cross-rete with the dollar and the pound 
to permit the pound rate to move to its eppropriate level 
without unnecessary devaluation vis-a-vis the dollar. The 
UK-Italian cross-rate agreement provides for reconsiceration 
and, in any event, expires at the end of the year. 





Greek action resulted in devaluation of the drachma to 
15,000 for each US dollar in plece of 10,000, and 42,000 
drachmes for each pound sterling in place of 32,000. The 
drachme had had no fixed value and does not acquire an 
official par value by the step. The cross-rates now heave 
been eliminated and henceforth drachmes will be exchanged 
for pounds end dollars in the same ratio as the new pound- 
dollar relationship created by the UX action. Devaluation 
will create many new difficulties in Greece with few immediate 
or direct benefits, but Greece wanted to act in concert with 
other OEEC countries rather then ieter. Vigorous collateral 
measures are needed to expand export earnings and hold the 
line egainst increases in the cost-of-iiving. 


Concern 
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. Concern is manifest in Swiss financial quarters at the 
‘extent of the pound devaluation. Fear that the Swiss franc 
might be devalued, in spite of government statements to the 
contrary, caused the free rate for the dollar to rise to 
the level of the official rate, with the result that the 
Swiss government abolished regulations requiring that payment 
fer goods imported into Switzerland from the dollar area 

‘ would have to be in dollars obtained from the National Bank 
“at the official rate. Hereafter payment can be made in any 
currency acceptable to the seller and the National Bank has 
abolished all previous instructions to Swiss banks restrict- 
ing purchase and sale of dollars for commercial, financial 
or tourist purposes. An important conseauence of sterling 
‘devaluation is the 30% depreciation in value of 4i5 million 
heid by the Swiss government under the 1946 Anglo-Swiss 
Financial Accord, which contains no provisicns protecting 
‘the Swiss against sterling dsvaluation. 


Belgium devalued its france by 12.34%. Some government 
officials expressed greet disappointment that the British 
action was not accompanied by a definite plan for converti- 
bility and effective measures for lowering British costs 
and prices. The Belgians expect to compete on better than 
even terms with British products, in spite of the greater 
UK devaluation, because of their plant efficiency and output 
per man hour. Improvement of the Dutch position vis-a-vis 
Belgium, it is beiieved, will permit substantial progress 
toward fuifillment of Benelux economic objectives. 


The Scandinavian countries seem to be taking devaiuation 
calmly, believing that the wage-price arrangements and other 
government measures will prevent inflation. 


Bestern Europe There is no indication that eastern 
European countries will devalue. Czech officials have ex- 
pressed their confidence in the state-controlled economy to 
adjust to the new rates of other countries. Despite its 
reliance on foreign trade, so much Czech trade is directed 
to the east thet it is not so vulnerable to devaluction. 
Poland has announced that conversion rates for foreign ex- 
change will be reduczd im accordance with Cevaluations. 

The Poles are perticulerly concerned with possible chenges 

in commodity prices in connection with shipments under the 
Anglo-Polish agreement. There is, of course, concern also 
over the effect on Polish returns from coel exports but it 

is believed that bilateral cleering agreements should cushion 
the effect of devcluetion by most Europeen governments. Ex- 
ports to the US may be adversely affected by the competitive 
position of similer exports from countries which heve devalued. 


Middle 
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Middjie Bast The Turkish government has declared it will 
not devalue and new parities have been cstabiished for the 
pound and other cwrrencies. The foreign exchange position 
minimizes the effect there since Turkish steriing holdings 
nave for some time been only minimum working balances. Over 
the long run, however, Turkey faces serious pressures. Owing 
to hizh prices, some Turkish products alrcaty face deciining 
markets, including the US, and witnout devaluation exports 
may weli shift from the dollar to scft currency areas. Lebanon 
is firmly resolved to maintain the present value of its cur- 

. renecy 2s is Syria. Both countries expect to abolish remaining 
exchange controls. Total Iranian annuai sterling exchange 
receipts from the Angio-Iranian Oil Company will be increased 
by about £10 million as a result of the British devaluation. 
Since present Iranian pound sterling balances are protected 

by the gold clause, there will be a corresponding appreciation 
of their value. Aithough the rial is considerably over-vaiued 
no change is expected as government leadei's are unlikely to 
assume the responsibility for loss of the additional payments 
from AIOC. In spite of the fact that for the past few months 
the Ethiopian government had been considering liaquidation of 
its sterling holcings, devaluation caught the government un- 
awares which cost Ethiopie approximately $3.5 miliion. The 
government is now studying the effects of parallel devaluation, 
but any immediate action is believed wnilikely. 





The government of India devalued reluctantly. While the 
need to follow the British pound was generally recognized so 
that India could compete in sterling markets, the dollar 
problem remains unsoived. The prevalent view is that devalua- 
tion means no net gain for India and may bring actual loss 
because the supply of export commodities is inelastic and 
doiler imports will have to be further cut. Pakistan's 
decision against devaluation threatens further serious 
deterioration of relations with India. The Indians believe 
Pekistan is putting politics ebove economics and the basic 
motive is "to strike at her neighbor", to gain prestige for 
the Pakistan rupee, and to demonstrate that Pakistan stands 
apart from both the Commonweeith end India. Regardless of 
motive, measures end countermeasures being discussed dy both 
sides indicate a great intensification of economic warfare 
with heavy mutual camage because the two economies are 
complementary. ; 


Latin America There is little to report yet on prospec- 
tive rete changes in Latin America. Most of the countries 
are Watching the situation closely cnd reportedly many coun- 
tries are considering multiple rates, special commodity rates 
end certificate systems as well as general devaluetion. 


Mexico 
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Mexico points out that its action on the peso some time ago 
placed that country in an advanced position vis-a-vis a 
world situation which demanded devaluation of most curren- 
cies. The Argentine situation is complicated by the recent 
trade agreement with the British. An exchange of letters 
following signature of that agreement provided for a review 
of prices on meat contracts in the event of an alteration 
in currency relationships but did not commit the UK to make 
automatic price adjustment to the full extent of devaluation. 
Argentina holds a considerabie amount of sterling which the 
British claim exists only bevause of delayed remittances 
and the Argentines have stated they expect gold and devalua- 
ticn guarantees to be implemented with respect to Argentine- 
held sterling. 
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AN} FTN) MAELINGS Governors of the International Monetary 
Fund and the International Bank, con- 
cluded September 16, discussed in addition to the Bank and 
Fund Annual Reports: the status of International Bank obli- 
gations for investment by institutional investors in member 
countries other than the US; the Fund's relations with tne 
ITO anc the Contracting Parties to GATT; and the duties and 
remuneration of the Bank Executive Directors and their alter- 
nates. Haiti was admitted to membership in both institutions, 
with a $2 million quota at the Fund and a Bank subscription 
d a like amount. The next annual meeting will. be held in 
aris. | 


The only major skirmish at the meetings arose from South 
Africa's proposal that the Fund permit half of the newly- 
mined gold of a country to be sold at premium prices, provided 
that the remainder is sold at the fixed market price of $35 
per ounce for monetary purposes. During consideration of 
this proposal by the Fund's gold committee, the South African 
representative sought to broaden the propcsal to provide for 
an overall study of the gold problem, the implication being 
that a possible rise in the price of gold would be considered. 
However, in the fece of US opposition to this move based on 
our strong position against eny increase in the price of gold, 
the entire proposal was withdrawn. The Fund Governors subse- 
quently approved a reproposal of the original South African 


proposition 
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proposition by the US Director which, however, provided that 
it be referred to the Executive Directors of the Fund for 
‘study only, but with the stipulation that all relevant con- 
' siderations should be covered. Pressure by gold-producing 

~ countries for an increase in the price cf gold has to some 

' extent been diminished by the recent currency devaluations 
which have had the effect of raising its value in these 
currencies. The devaluations have also fulfilled the various 
comments at the meetings pointing toward the necessity for 
exchange rate revisions. While such comments were made from 
time to time in the meetings, no open debate took place on 
this subject. | 


In his address to the International Bank meeting, Presi- 
dent Black made several suggestions for improving the dollar 
payments position of the European countries. These include, 
in addition to a revision of exchange rates, the reduction 
of costs in CEEC countries, more vigorous marketing in the 
US and Canada, reduction of trade controls and bilateralism 
in gurope and the US tariffs, and simplification of customs 
procedures. In addition Black recommended that, in order to 
enable OEEC countries to build up foreign exchange reserves 
and to give them an incentive to reduce their dollar gap, 
ECA aid should be divided for the remainder of the program 
and each country assured that its share will not be adjusted 
to meet increases or decreases in its dollar deficit. He 
also requested, for the Bank, permission to use the local 
curréncy subscriptions of the member countries for loans as 
required. The US has already extended this permission and 
during subsequent discussions severa? other countries, 
notably Italy and France and to a limited extent the Nether- 
lands, expressed their willingness to permit such loans. 


While the functioning of the International Bank during 
the past yeer received general approval, the Iron Curtain 
countries reiterated their charge, made at previous Bank 
meetings, that the Bank uses political criteria in making 
loans. Some of the underdeveloped countries were also 
criticel of delays in Bank processing of loan applications 
and asked for more technical assistance to enable them to 
prepere sound projects for financing. , 


REGULATIONS 
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REGULATIONS RELAXED In accordance with the decision reached 
ON SYNTin TIC RUREER a’; the recent US-UK-Canadian financial 
discussions to provide a broader market 
for natural rubter in the US, the US government has announced 
the relaxation of regut stions for mandatory consumption cf 
synthetic rubber. The mcedification, which wes determined 
after consultation with the Rubber Indus try Advisory Committee 
of the Department of Commerce and other agencies involved, 
permits, but does not assure, additional consumption of 

50,000 tons of natiral rubber in the US in i950. 





The government consumption policy has been mocifiec so 
thet tre total amount of general-purpose synthetic rubdber 
produced and used in the US will be 25% of the total of natural 
and synthetic rubber consumed annuelly instead cf the 33-1/3% %; 
creviously required. Specification controls recuiring the 
use of butyl ruboder in tubes have been put on an inactive 
7 basis, with the emnouncement thet they will be re- 
tivated to the extent necessary to maintain putyl consump- 
+f at the level of 15,000 tons a year required by the 
Rubber Act of 1948. 


In ennouncing the decision, the Secretary of Commerce 
steted thet this step is a move in the direction of releasing 
controls in order that ultim tely there will exist a syntnetic 
rubber industry cepable of standing on its own feet. He indi- 
cated that further action will be taken as rapicly as is con- 
sistent with the security interests of the US. 


The minimum consumption requirements cf the Rubber Act 
of 1948 remain satisf ied. This Act states that there shall 
be produced end consumed annuclly within the US not iess than 
a 009 long tons of et purpose synthetic rubber end 

67 long tons of spccial-purpesc synthetic rubber. 
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US-BURMA WILL SIGN ‘The signing of a reciprocal air trensport 
AVIATION ‘BILAT: WRAL agreement between the US and Burme is 
scheduled for September 28. It will be the 
first aviation bilatercl concluded by Burmese cnd will bring to 
41 the total of Permuda-type cgreements conciuded by the US 
The agreement provides a route for Burma to the US, to be es- 
tablished at such time as Buriic inaugurates international air- 
lines of its own. The US is granted the right to designate US 
cerriers to conduct schedulcd services to :nd through Burme. 
At present PANAM end TWA cre cortiafieated fur tuch services 
under our South Pacific route rattern. 
x * 
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This weekly publication is designed to highlight developments in the’ eco- 
nomic divisions of the Department of State, and to indicate the economic prob- 
lems which are currently receiving attention in the Department. It is suggested 
that copies be retained on file, as reference will sometimes be made to previously 
reported items to avoid repetition. 


Document Security Instructions 


This document should be treated in accordance with current instructions 
regarding security measures for SECRET material. Extreme care should be ex- 
ercised to avoid public or private discussion of the information herein with or in 
the presence or hearing of any person not authorized to have knowledge thereof. 
For general purposes all classified Foreign Service Officers and other responsible 
economic officers are authorized to have knowledge of the contents of this docu- 
ment, responsibility for the safekeeping of which will be assumed by each recipient 
thereof. It may be retained in protected files or, at the discretion of the recipient, 
destroyed by burning. If not personally disposed of by the recipient, he will 
assure himself that it is burned in the manner prescribed for SECRET material. 


DECLASSIFIED FOR PUBLICATION IN FOREIGN 
RELATIONS OF THE UNITED STATES 











SECRET 


Octoher 3, 1949 
CONTENTS Page 


Plans for Liberalization 
of Intra-European Trade - ---+-+-+e+#-+-e"-+e+-+-e-+-e2e26 6 1 
French-Italian-Belgian Plan 
UK Relaxes Import Restrictions 
Italian Import Restrictions Eased 
Belgian Import Requirements Modified 
French Emergency Import Program 
OEEC Plans 


Soviets Reply to Our Note 
on Lend-Lease Settlement - ---++-+-+-+-+-+-e+-+-e--e+-- 


Us 


US-UK Consultation on Aviation Issues - ---+--+-+-+-+-+-e-- 4 
UK-Indian Interim Air Arrangements 
Multilateral Air Transport Convention 
Additional Routes Under US-UK Bilateral 
International Air Transport Association 


Consultation on US-Irish 
Civil Aviation Bilateral - - - --+-«+-+-+#-+-.«-+- «= «= «~ 


Or’ 


Pakistan's Economy Shows No 
Improvement in First Half 1949 ---+--++-+-+-+-+s+-+~-e--s. 7 


UN Technical Mission 
Makes Report on Haiti --+-+-+-+-e¢-e+-e+e8-e-e+eeee-s6 8 
Specific Recomendations 
General Recommendations 


+ a * 


| DECLASSIFIED FOR PUBLICATION IN FOREIGN 
_ RELATIONS OF THE UNITED STATES 








SECRET 


PLANS FOR LIBERALIZATION Significant steps have been taken 
OF INTRA-EUROPEAN TRADE by a number of: OEEC countries in 
lifting barriers on their import 
trade. Further plans along the same lines are in process 
among such countries; some of these plans call for the lift- 
ing of barriers among all such countries, while others are 
confined to smaller groups. (See page 1, June 20, 1949 
issue of Current Economic Developments.) Beginning next week, 
representatives of belgium, Ltaly and France, meeting in Paris, 
are to resume discussions, interrupted by recent devaluations, 
looking toward drastic liberalization of trade among them- 
selves. Great Britain, Italy, Belgium and France have already 
individually taken steps to ease restrictions on some of their 
imports, and other participating countries are to report 
similar proposed measures to OEEKC between October 1 and 15. 
US executive departments are now reviewing the various plans 
and are expected to have a program to be pushed in OEEC at 
the end of October; when that body considers the various 
measures proposed by its members. The NAC decision on inter- 
European trade liberalization (See page 3, August 29, 1949 
issue of Current Economic Developments) sets forth the basic 
principles the US‘féels should be followed in relaxing re- 
strictions. The Department, committed to the principle of 
non-discriminatory treatment in world trade, is studying how 
best European economic integration can be reconciled with 
that objective. Also under consideration is the question of 
whether the freeing of trade among small groups of countries 
is a step in the dirtction of European integration or whether 
it will tend in the end to thwart such integration. 


French-Italian-Belgian Plan Discussions for liberalizing 


trade and payments and modifying present exchange rate arrange- 
ments between France, Italy, Belgium and possibly the Nether- 
lands will resume in Paris October 10. The plan ina recent 
version provided for the removal of quantitative restrictions 
on trade to a large extent, the free transfer of current earn- 
ings on investment, the freeing of the export of capital from 
Belgium to France and Italy and the freeing of the movement 

of capital between France and Italy. For the present France 
and Italy would retain restrictions on transfers to Belgium 
other than proceeds of current earnings. Exchange rate arrange- 
ments are to be considered also. 


The Italian Foreign Office is anxious that eventual accords 
for both the general trade liberalizetion program cf the OEEC 
participating countries and the Franco-Italian-Belgian project 
provide specifically that they do not exclude the possibility 
of a Franco-Italian customs union. 


UK 
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UK Relexes Import Restrictions On September 29, the 'K 
removed quota restrictions from goods constituting about half 
the imports by private traders from soft currency countries; 
OEEC countries excluded from such liberalization were Switzer- 
land, Belgium and western Germany. Britisn officials have 
indicated that the UK is trying to give the lead to other 
countries in the "expansiveness" of the list of articles freed 
from restrictions. On the list were hundreds of items, ranging 
from consumer goods, including foodstuffs, apparel, electrical 
equipment. and household goods, to industrial raw materials 
and machinery. 





In a statement issued by the President of the British 
Board of Trade after consulting the US, it was made clear that 
Section 9 of the Anglo-American Financial Agreement providing 
for non-discriminatory treatment of US goods remains in force 
At the recent US-UK-Canadian economic talks in Washington, it 
was agreed that the UK could go ahead with plans to liberalize 
trade with countries where it has no balance-of-payments diffi- 
culties, but that British imports will be subject to continuing 
review in the light of the non-discriminatory commitments of 
the Anglo-American loan agreement and the corresponding arrange- 
ment with Canada. 


italien Import Restrictions Eased Last week the Italian 
government published a decree abolishing import licenses and 
all other quantitative restrictions upon important groups of 
imports from other OEEC countries. Approxifflately 100 import 
items--almost entirely raw materials needed by Italian indus- 
try--are affected by the measure. On the basis of 1948 figures, 
these items account for 45% of Italy's imports from Marshall 
Plan countries and 10% of total imports from all sources. In 
addition, the Italian government has sent to OEEC a list of 
goods on which it is willing to take similar action in exchange 
for measures designed to eid Italian exports. This list in- 
cludes an additional 15 to 20% of Itelian imports from OEEC 
countries. 


mport Re me Modified Effective Septem- 
ber 26, the Belgian government removed a number of items from 
the list of commodities requiring import licenses. Details are 
not available here on the items included, but earlier reports 
indicated that some 300 items would be removed from control. 
Although it had been reported earlier that special restrictions 
on imports from the dollar area would be modified also, no 
decision has yet been meade on this point. There are some indi- 
eer that remaining restrictions may be lifted by the end 
of 1949. | 


French 
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French Emergency Import Progrem The French government |. 
has instituted en emergency ‘zency import program designed to combat 
rising prices. In general, imports cre authorized only from 
OEEC countries with which France has a fcvorable or almost . | 
favorable pcyments balance, and the non-OEEC samehpead Hungary, 
Poland, Czechoslovekie, Spsin, Syria cnd Lebenon. Quantities. 
for non-cericultursl items are unlimited and quotes for foods 
will probably be expended. As pert of its program, customs 
duties on textiles ere being reduced from 20 to 10% in some . 
ecses end from 35 to 20% in others 


OEEC Plzns The Secretariat of the OEEC Trade Committee. . 
hes prepcred a plan providing for exemination and appraisal 
of trade liberalization lists to be prescnted to OEEC by the 
participating countries during the first half of October. 
Following analysis of the lists, negotiations will be organized 
for the purpose of expanding the lists. When these negotiations 
are completed, all trade liberalization proposals will be sub- 
mitted to ECA and a special high level trade committee of wae 
OEEC. 


= bad - 


SOVIETS REPLY TO CUR NOTE Replies have been received from 
ON LEND-LEASE SETTLEMENT the Soviets to our August @ note 

in which we made a new offer to 
settle the Russian wartime lend-lease account. (See page l, 
4ugust €, 1949 issue of Current Economic Developments.) While 
claiming a strong desire to effect the speedy attainment of 
full end final settlement and requesting that both governments 
appoint plenipotentiary ‘persons to enter into discussions in 
the near future, the Soviet note is completely negative insofar 
as the Soviets refuse to accept any part of our offer. Again 
stating that it is generally recognized that the USSR bore 
the basic burden of the war, the Russians insist on settlement 
terms compareble to those they claim were given the UK in the 
US-UK settlement agreement. The Russians assert that our 
division as between civilian and military-type items for the 
USSR is different from that for the UK; that the UK agree- 
ment provides for repayment in 50 annue 1 installments beginning 
five years after the conclusion of the agreement, with interest 
calculated-after this five-year period; while the US proposal 
to the Soviets provides-for 30 installments beginning from 
July 1, 1951 with interest being demanded for several years 
prior to conclusion of an agreement. Our new offer -.of- $1 
billion is flatly rejected, with the Soviets reiterating their 
previous offer of %200 million. Again the British agreement 
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is brought up with the claim that, while the USSR received 
less than twice the amount of lend-lease given the UK, our 
proposed settlement is for twice the sum to be repaid by the 
UK. In conclusion, the Russians object to our conditioned 
acceptance of their offer to purchase merchant vessels and 
tugs of prewar construction for $13 million on the grounds 
that this is a unilateral interpretation of Article V of the 
Master Lend-Lease Agreement. Our acceptance provided that we 
still reserved our rights to require the return of these ves- 
sels until overall settlement is made of lend-lease, together 
with the reaffirmation of our special rights in relation to 
other lend-lease articles until the attainment of such a 
settlement. 


In another note dealing with compensation to US firms 
made available to the USSR during the war, the Soviets charge 
us with interference with their negotiations with individual 
US firms. | 





Immediately prior to the receipt of these notes, agree- 
ment had been reached with the Soviet Embassy for the return 
to the US of three icebreakers and 27 frigetes received by 
the USSR under lend-lease. The agreement specifies the ports 
where these vessels will be delivered not later than December l, 
together with their equipment, spare parts and ammunition with 
the exception of that which was consumed, destroyed or lost 
during the war. 





* * * 


US-UK CONSULTATION Although the UK reaffirmed its support of 

ON AVIATION ISSUES the Bermuda principies during recent avia- 
tion talks in London, we feel that future 

Commonwealth aviation developments bear close watching for 

any possible further weakening of the British position in the 

face of a distinct trend away from these principles. It is 

obvious that there are strong differences of views within the 

British Ministry of Civil Aviation and that the strength of 

original proponents of Bermuda has been dissipated by shifts 

of assignments. Other factors also came to light--such as 

technical aviation developments--which, by eliminating the 

economic dependence of British carriers upon fifth freedom 

"pickup" as well as "fill-up" traffic, may affect their concern 

for retaining the full five freedoms. Whereas full fifth free- 

dom treffic is bagically important to economic operations by 

US carriers on international trunk routes, the British claim 

they can operate successful services into the Commonwealth coun- 

tries based upon third and fourth freedom traffic and some "pick- 

up" fifth freedon. 
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UK-Indian Interim Air Arrangements. These talks were held 
principally in the hope that some means could be found to bol- 
ster British resistance to Indian pressure for conclusion of 
a restrictive air transport agreement, providing for 50-50 
capacity split and reserving India-Pakistan traffic for carriers 
of those countries. (See page 1, June 27 and page 13, July 5, 
1949 issues of Current Economic Developments.) The British 
frankly acknowledge that it would be politically impossible 
for them to run the risk of having to give up their services 
to India, which for some time have rested upon precarious exten- 
sions of operating permission to BOAC. In consequence, when 
the British were unable to conclude a satisfactory Bermuda-type 
agreement with India, they felt compelled to enter into an 
interim arrangement which would provide for BOAC's operations. 
The British maintain that this is a modus vivendi accepted 
only as the result of failure to achieve a permanent agreement 
and that it is purely temporary and without prejudice to the 
terms of the bilateral agreement to be concluded later. We 
contend *hat such an arrangement simply transferred the pre- 
vious operating arrangements from a unileteral airline level 
to a governmental level end consequently could scarcely fail 
to prejudice the final agreement. The British have placed us 
in a most awkward position by accepting an Indian clause pro- 
viding that if during the interim India secures any restriction 
on the carriage of traffic between India end Pakistan by US 
carriers, the UK will accept similar restriction for its airline 
operations. 


BEST COPY AVAILABLE 


The British will try to eliminate this clause from the |. 
interim agreement and will make every effort short of terminet- 
ing BOAC service to and through India to obtain the desired 
type bilateral. <A public statement will be mede that the 
interim arrangement results from e diffcrence of views with 
India concerning basic principles involved in order to leave 
the way clear toward further efforts to obtain ec Bermuda agree- 
ment. If they are unable to achieve this objective during the 
twelve-month period, we would consider the continuation of the 
interim arrangement as a lesser evil then conclusion of a non- 
Bermuda egreement. 


Multilateral Air Transport Convention The British think 
that it might be possible to secure a multilcteral agreement 
if we are willing to modify the Geneva draft of the capacity 
Clause to elirinnte the additional or "pickup" fifth freedom 
langucge. ie ere convinced it will not be possible ct any time 
in the near future to secure a multilateral agreement on terms 
even as favorable as those suggested by the British. This view 
is more firmly supported by such recent developments as the 





Australian- 
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Australian-Indian bilateral and the French agreement with 
Spain which reserves traffic betweén the tvo countries as a 
monopoly for French and Spanish carriers. Therefore, reopen- 
ing the issue at this inauspicious time would be likely to. 
produce undesirable results by informing and coalescing the 
opposition to Bermuda as occurred during the Geneva conference 
in 1948. We did agree to exchange our proposed comments to 
IChO on the subject of a multilateral agreement, which will be 
submitted before October 31 to the ICAO Assembly. 


Additional Routes Under US-UK Bilateral While we were 
not prepared for any definitive route discussions, at UK in- 
sistance we agreed to discuss this matter in Washington some- 
time in October. We stressed the difficult position with 
respect to the grant of additional routes to foreign countries 
which has been created as a by-product of the recent Canadian 
agreement, thus preparing the way for adoption of a relatively 
stiff resistance to some of their route requests. The British 
want additional routes in the Caribbean area. They have 
repeatedly objected to the inclusion of certain traffic points 
on routes in the Bermuda agreement. Chief among these is the 
PANAM mid-Pacific route to Tokvo and Okinawa and beyond to 
Hong Kong. 


International Air Transport Association An informal 
exchange of views on IATA problems revealed a deep-seated dis- 


satisfaction by the British with the working cf this organiza- 
tion, particularly the rate-fixing mechanism. They are con- 
cerned about PANAM influence, which they consider is under- 
mining the spirit end intent of IATA and is motivated by a 
strong desire to take unfair advantege of its present peculiarly 
strong competitive position. They feel that this difficulty 
might be aleviated by basing IATA decisions upon a large 
majority instead of the present required unanimous vote. We 
could not accept this proposal, which would be contrary to our 
position in opposition to cartel practices. 





* * * 


CONSULTATION ON US-IRISH US-Irish consultation under Article 
CIVIL AVIATION BILATERAL 11 of our bilateral air transport 
agreement, started in Dublin on 
September 14 and looking towcrd modification of the 1945 agrec- 
ment, Was coneluded with the US formally requesting of the 
government of Ireland an answer in the near future to the 
following questions: 1) whether the requirement of a stop at 
Shannon should be eliminated from the egreement, provided its 


removal 


DECLASSIFIED FOR PUBLICATION IN FOREIGN 
_ RELATIONS OF THE UNITED STATES 








SECRET 
w@ « 


removal would not have a significantly adverse effect upon 
the revenues of the international airports of Ireland; and 

2) whether in order to attain a fair and equitable balance 
between the air traffic centers exchanged by our two countries 
under the agreement, traffic rights at Collinstown Airport 
should be granted to US carriers, provided the Collinstown 
facilities are adequate to absorb a reasonable volume of 
trans-Atlantic services by US carriers to Dublin. 


The US regards these requests as eminently reasonable 
and in the best interest of the Irish economy. We have ex- 
pressed the hope to Irish officials both in Dublin and in 
Washington that a favorable reply will be forthcoming in the 
very near future.” | 
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PAKISTAN'S ECONOMY SHCWS NO There was no improvement in 
IMPROVEMENT IN FIRST HALF 1949 Pakistan's economic situation 
| ak in the first six months of 
1949, a report from Embassy Karachi reveals. Last year was 
a cooling off period, and the first half of 1949 may be de- 
scribed as a time of watchful waiting--a period of inéecision 
and declining confidence due in great part to the tensions 
caused by the unsolved Kashmir problem. There seems little 
reason for much optimism with regard to final results in the 
economic field for the full year 1949, elthough Pakistan is 
continuing to meke a most praiseworthy struggle to improve 
its economic situation. . 








Certain favorable developments in agriculture were offset 
by such adverse factors as the failure to obtain effective 
economic ccoperation with India. Mineral production for the 
period was negligible. Industrial production continued rela- 
tively unimportant and progress toward partial industrializa- 
tion of Pekistan was disappointingly slow. Companies have 
been formed on paper, but little espitalization has been forth- 
coming end, without adequate capital, management and technical 
skills, power and transport facilities, the industrialization 
of Pakistan must remain a matter for the future. There is a 
better understanding, however, that industrialization in the 
near future should be that directly releting to the existing 
agricultural economy. , a 


There 
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There was unmistakable evidence of a decrease in Pakistan's 
foreign trade primarily caused by 4@ fall in raw jute prices. 
This may prove to be the outstanding economic fact of the 
period because, since its inception, Pakistan has been able 
to operate with very substantial favcrable trade balances 
almost entirely because of the prices being paid for jute. 

The really significant effects of this mey not be felt for 
some time yet but the trend is definitely serious. 


Some »rogress was made in internal organization in the 
field of banking and finance but there is little evidence that 
the first six months of 1949 proved more than a waiting period. 
The budget showed a large deficit on capital account, with 
heavy expenditures for defense. Little progress was made 
toward reorganization of the tax system, which partition ren- 
dered obsolete to a large extent. Some improvement was noted 
against inflation of the general price level. Improvement also 
occurred in both transportation and communications. Little 
progress, however, was made in solving the refugee probler. 


Labor became more of a problem during the period than et 
eny time since the founding of Pakistan. Increasing social 
unrest and inflation brought serious work stoppages in the 
port of Karachi end some cotton textile mills. However, 
labor is still so unorganized that no group is financially 
strong enough to engage in more than a brief struggle. There 
is a keen awareness on the part of certain responsible leaders 
that unless something cen be done quickly and effectively for 
the messes, the situation may get out of control. 


RESTRICTED 
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UN TECHNICAL MISSION Of particular interest at this time, 
MSKES REPORT ON HAITI in view of the discussions now taking 
, place in the UN on an expanded technical 
assistance program for economic development, is the recently 
released report of a technical mission to Haiti. This is a 
demonstration of how UN may tackle the problem of technical 
aid to underdeveloped countries. The survey wes undertaken 
at the request of the Haitian government as a pilot case and 
a number of the specialized agencies coopercted. A team of 
experts in agriculture, fisheries, resources, industry, finance, 
education end health spent two months in intensive study and. 
meade an exhaustive report diagnosing the economic ills of the 
country and recommending a number of actions through which con- 
ditions could be improved. | 

The 
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The mission points out that Haiti's fundamental economic 
problem derives from relentless pressure of a steadily growing, 
insufficiently educated populetion upon limited, vulnerable 
and shrinking natural resources. Incomes of the great mass 
of people are barely sufficient to meet even rudimentary 
requirements of food, clothing and shelter. The central aim 
must be to raise the standard of living. To this end national 
real income must be increased faster than the growth of popula- 
tion, which can only be achieved by a determined expansion of 
the physical production through broadening its material basis 
and mobilizing the abundant and now poorly employed manpower. 


Specific Recommendations While agriculture is clearly 
the mainstay of the Hzitian economy and is likely tec remain 
so, producticn is not large enough to provide the population, 
either directly or by way of imports in exchange for exports, 
with the quantity and types of goods recuired to maintain an 
adequate minimum standard of nutrition and clothing. Since 
mineral resources are small, the principal development problem 
is to improve agricultural and forest resources and increase 
the efficiency of their utilization. The mission concludes 
that a broad rural development program which includes agricul- 
ture, forestry and fisheries, and supplementary industrial 
and handicraft activities, utilizing mainly agricultural 
materials and including also the development of the aptitudes 
and work capacity of the rural population through health 
improvement, education, end orgenization will aid the largest 
number of people. Impoverished land must be recleimed and 
unproductive tracts opened up for agricultural use by irriga- 
tion, drainage, flood control, reforestation, and anti-erosion 
end soil-conservetion methods. Possibilities for extended 
irrigation are significant but by no means unlimited. The soil 
has been abused by backward methods of cultivation; deforesta- 
tion hes for several decades gone hand-in-hand with a steady 
decline in the production of coffee, Haiti's principal export 
product. Technical retardation also chaerc-cterizes the marine 
fisheries, which yield considerably less than their potentials. 
Agricultural research end experimentation is recommended, as 
well as extension service, creation of c rural credit service, 
establishment cof cocoa plzntations ond coffee production, 
particularly on the higher slopes where the quantity of the 
ob nt is best. Lakes and lagoons should be used for fish 
Cc ure. 4 , 





While emphasis is placed on rural development, activities 
in the urben sphere shculd not be deleyed and rurel and urban 
problems should be considered jointly with priorities determined 
on the basis of a hnlenced approach. Manufacturing end mining 


are 
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are little developed. Processing of sugar cane and decortica- 
tion of sisal chiefly for éxport, and lumbering and sawing of 
timber for the home merket represent the major agro-industrial 
activities. The mission recommends possibilities be explored 
for advancing domestic industrial processing of such agricul- 
tural products as sugar, vegetable oil materials, cocoa, fruits, 
milk, tobacco, cotton and coarse fibers. A small forgst indus- ° 
try combine might be initiated and mineral resources surveys 
should be encouraged and facilitated by those interested in 
obtaining private concessions. In this regard the mission 
believes that Haiti has enough good raw materials for. lime 

and cement manufacture in quantities sufficient to satisfy the 
home market. Fairly ample deposits of bauxite exist and there 
are deposits of lignite worth exploiting, particularly to 
generate thermo-electric power. There are-also hydo-electric 
power resources which could be made use of for economic develop- 
ment purposes. — 


Medical care is very inadequately provided for in the 
rural areas and, for lack of educational facilities the great 
majority of the population is illiterate and bound by ancient 
traditions and retarded production techniques. Without a 
minimum of fundamental education it is not possible effectively 
to improve the health and raise the productive capacities of 
the people. Detailed recommendations are mace for health and 
educational programs. It is also recommended that measures 
be taken to improve the efficiency of the civil service, 
making it free from politics. Organs of local government | 
Should be strengthened and should play their part in public 
works, improving sanitary installations and water supplies, 
and in providing facilities for health improvement and education. 


A serviceable system of transport and communications 
must be worked out and consideration should be given to an 
organized coastal small-boat transportation service. Serious 
consideraticn should be given to encouraging emigration. A 
system should be inaugureted for collecting and publishing 
accurate statistics, without which economic planning is made 
difficult. 


General Recommendations The mission points to the neces- 
sity of continued expert assistance in the detailed planning 
and execution of specific projects. Cost estimates were not 
made in most cases for particular development projects and 
no attempt was made to compute an overall estimate of the 
costs involved. while the report stressed the fact that 
reliance should in the first instance be on efficient utiliza- 
tion of Haiti's own resources, it recognized the relative 
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paucity of these means and the fact that there would have to 
be financing from abroad. It left to the government to define 
such projects in detail and to decide where and in what form 
Haiti should seek the external capital needed. The mission 
cautioned that projects requiring external financing should 
be undertaken with great circumspection to allow the results 
of first priority projects to take effect before adding to 
new foreign debt commitments. 


Establishment of an independent Advisory National 
Resources and Development Board is recommended with the 
Ministers of Economy and Agriculture and the President of the 
National Bank as ex-officio non-voting members. There would 
be a permanent Secretariat to the Board to provide technical 
information and recommendations. Execution of projects, 
however, would be the task of the existing governmental 
executive services and institutions and an Inter-Ministerial 
Technical Coordination Committee, chaired by the Secretary- 
General of the Resources Board, would coordinate the work. 


UNCLASSIFIED 
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ERRATUM The item "US Proposal for Air Agreement Rejected 

by Mexican Government" on page 3, September 12, 1949 issue 

of Current Economic Developments may have implied erroneously 
that there was no possibility of reaching agreement in negotia- 
tions with Mexico on a civil aviation bilateral. Actually 

the Mexican note, rejecting our proposals of a year ago, left 
the door open for future negotiations and President Aleman 
has expressed his opinion that differences between the think- 
ing of the two governments do not indicate that an agreement 
cannot be reached and that the two governments should continue 
to seek some mutually satisfactory besis upon which an agree- 
ment can be effected. Failure toreach agreement so far stems 
from the inability cf either side to accept the other's 

route proposals. 
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US-UK POLICY ON An understanding has been reached with the 
EXPORTS TO CHINA UK on steps to be taken to control exports 

of strategic commodities to China-and ad- 
jacent areas of the Far East. Although the British proposals 
do not go as far as ours, we agreed to accept their original 
offer which was recently reaffirmed by Mr. Bevin, but expressed 
the hope that they would be able in the future to reconsider 
their position and take action to control 1-B (restricted) 
items. The interested agencies of the government are now 
formulating a procedure to be followed in handling export 
licenses for the Far East. It is expected to be a modifica- 
tion of the system used at present for controlling exports to 
eastern Europe. 


US Proposals. Conversations on the question of parallel 
action by the US and UK governments have been proceeding inter- 
mittently since February, and in June a small technical mission 
composed of representatives of the State and Commerce Depari- 
ments went to London at the invitation of the British govern- 
ment to discuss the matter. In accordance with the US posivion, 
formulated by an inter-departmental group, the mission urged 
the British to cooperate with us in imposing effective controls 
on exports to China and adjacent areas, both from the UK and 
from its dependencies in the Far East, of items on our own 
1l-A (prohibited) end 1-B list of strategic commecities. Our 
intention is to deny goods of direct military '.ility to the 
Chinese Communists, and to prevent transshiprei:t via China to 
the USSR, eastern Europe and North Korea of goods which are 
denied to those areas by the US and western European govern- 
ments. ‘ve alsc hoped to demonstrate western solidarity and 
ability to control, and if necessary to restrict, strategic 
goods of key importance to the Chinese economy. We stressed 
that we did not intend at that stage to restrict exports to 
China of 1-B goods that could be justified in terms of nermal 
civilian requirements. In accordance with this view we asked 
the British to control and exchange information with ws on 
shipments to Chin. of « highly selected list of 1-B items of 
key importance to the Chinese economy, comprising altogether 
some fifty items. , 


British Counter-Offer after consideration of these pro- 
posals, the UK government informed us that it was unable to 
accept them. The British counter-offer, which the US accepted 
in the recent discussions when Mr. Bevin indicated his govorn- . 
ment would be unable te go any further, provides: 1) they would 
undertake to impose controls on exports of 1-4 items to China, 
contingent upon the cccperetion cf other ccuntrics which are 


impcr tent 
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impor tant alternative suppliers, and weuld also impose similar 
controls on exports to China from Hong Kong and Singapore; and 
2) they would agree to “watch the flow" of 1-B items to China 
and exchange information with us on the trade in these itens, 
enlisting the assistance of the Hong Kong and Singapore govern- 
ments. The UK also proposed that the US and British govern- 
ments, in cooperation with the Netherlands government, exercise 
an informal control over the supply of petroleum products by 


arrangement with the major oil companies of the three countries. 


Understanding Reached In addition to our acceptance of 
the above proposals, the British stated in the recent discus- 
Sions in Washington thet they would approach the members of 
the British Commonwealth, seeking parallel controls by then, 
and the US agreed to epproech the Republic of the Philippines. 
Both governments will make parallel approaches to certain 
governments of western Europe, seeking sirilar contrels by 
them. We assured the British thet the Supreme Commander for 
the Allied Powers was now controlling Jepancese strategic ex- 
ports to China, and that the US would undertake to ensure 
edequate control of transshipments at South Korea. It wes 
understood thet the agreement to exchange information with 
reference to 1-38 items implies a commitment to consult exch 
other regarding corrective meesures if such shipments, in the 
judgment of either government, are proceeding at sn excessive 
level or thresten to become injurious to our common interests. 


*" * * 


TaESSoimausecsee OF AIR POLICY Following British concurrence 


OWARD YUGCSLAVIA UNDER WAY this past week, steps were taken 
to implement the air transport 


aspects of our recently revised civil aviaticn policy toward 
Yugoslavia. (See page 3, September 26, 1949 issue of Current © 
Economic Developments.) While it is expected that the new 
policy will permit exports of aviation equipment to Yugoslavia, 
several mechanical details of the control procedures remein 
to be settled. Therefore, implementation of this aspect of 
the policy will be delayed for the present. Under the new 
policy any non-curtain country may exchange reciprocal civil 
air rights with Yugoslavia. subject to immediate termination 
when it is felt that political and economic advantages bse | 
accrue therefrom. However no country will be’encouraged to 
exchange reciprocal air rights with Yugoslavia unless the 
balance of all aspects of the exchange indicates beneficial 
results to the friendly state concerned. 


Our 
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Our missions in western Europe in collaboration with 
their British colleagues will inform the governments to which 
they are accredited of the relaxation of our policy and will 
ask their cooperation in its concerted implementation. Greece 
and Turkey will be informed of the change in our policy at 
such time as our missions there consider appropriate. Near 
and Middle East countries will not be informed for the present; 
the timing to be based upon the recommendations of those mis- 
sions. Meanwhile, in order to safeguard our aviation interests 
in Yugoslavia, Embassy Belgrade is informally exploring the 
possibility of obteining civil air rights for US carriers in 
Yugoslavia in exchange for transit and technical rights in 
US occupation zones of Germany and Austria and additional 
concessions, if obtainable. 


SECRET 
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IR4QI POLICIES THREATEN We are gravely concerned over 
MIDDLs ZAST 4siR SERVICES recent developments in our aviation 

reletions with Iraq, which may con- 
stitute a serious threet to the economic operation of our air 
services to and through the Near East. Iraq has recently ex- 
tended the rights of all non-Arab countries with which it has 
not signed air transport agreements but whose airlines operate 
international air services through Irac territory. These 
rights, however, have a specific prohibition on the carriage 
of passengers, mail and cargo between points in the Arab area. 
This defining of the Arab states as a single cabotage area 
offers a real threct to the operation of US air services to 
Iraq and, if unopposed, may spread to other Arab states and 
mey seriously effect the requirements of the US and other 
countries for en economic operction of air services to and 
through the Middle East. 


The development is significant at this time in view of 
the US-Iraqi negotiations in progress for an air transport 
agreement. Iraq has been studying our proposed draft agree- 
ment, which provides for the exercise of fifth freedom rights 
within the principles set forth in the Bermuda-type agreement. 
Acceptance of the area cabotage principle by any of the coun- 
tries operating through the area might prejudice our chances 
of obtaining the desired rights in Iraq. Further, by encourag- 
ing those elements who have always favored reserving Arab-area 
traffic for Arab airlines, this may affect future air agreement 
negotiations as well as existing agreements. 


We 
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We are making strong representations to Iraq and have 
assurances that similar opposition will be registered by the 
British, French, Swiss and Dutch. We are informing Iraq that 
exclusion of US aircraft from carrying fifth freedom traffic 
in the Arab area constitutes unreasonable restraint upon air 
transport and as such is unacceptable to the US. Also it will 
adversely affect the ability of US firms in the area to utilize 
aircraft in the conduct «f company business. 


e 


* * 


US ZCONOMIC MISSION RECCMENDS 4A development program for. 
DEVELOPMENT ENT PROGRAT FOR LIBERIA Liberia has been prepared 

~ by the US Economic Mission 
in that country on the basis of extensive studies of Liberia's 
resources. The mission's report is now under study by the 
Department prior to its submission to the Liberian government. 

















The mission's report envisages a development program 
covering a five to ten year period, in which the investment 
of private capital and public works projects would proceed. 
Simultaneously. It is felt that it would be unwise for Liberia 
to proceed with developments of e quesi~governmental nature 
without assurance of the investment of private capitel in new 
private enterprise and, furthermore, private investment can 
proceed more repidly with assurance of concomitant development 
of public services. With the technical information of the 
Economic Mission's survey and with the assurence that the 
Literian government will build roads, schools, end health 
facilities, the Department anticipates no serious difficulty 
will be encountered in interesting private capital in new 
income-producing projects. These projects might be in such 
fields as cocoa, palm oil and lumber production, fishing or 
mining. 


. Cost of Proposed Program The Department believes that 
the cost of the public service fectures of the progrem should 
be borne largely by the Liberian government. . However, in 
view of the special US interest in that country, we believe 
thet Liberia should be assisted initially by both grants and 
loans from the US. Thus the program assumes thet Liberia’ Will, 
to the extent of its financial ability within a balanced budget, 
bear the burden of local costs; that the US, through Point Four 
and other direct governmentel eid should provide technical 
services. and personne] for all projects; and that the US 
might provide by loan for the capital costs of productive 


services 
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services requiring large amounts of US materials. The total 
cost of the proposed program over the entire period is esti- 
mated at $32.6 million, for which US loans totalling ~14 
million would be sought. Within the broad objectives of the 
ten-year program, the Department has estimated the cost of an 
initial two-year plan at about $7 million. Of that total it 
is envisaged that the Liberian government would supply {1.7 
million, and the US government, by grants aud aids, »l.i 
million, while a US loan of %4.2 million would be sought for 
the remainder. Although it is anticipated that private capi- 
tal would contribute about $.5 million to the program in the 
first two vears, this would not reduce the amount of US loan 
funds needed, but would serve as a contingency fund to provide 
against a shortage of funds from other sources. 


acer rg, Bovolopment Author The Economic itiission 
recommends that a Liberia Development Authority (LDA) be 
established to provide for coordinated administration of the 
over-all economic development of Liberia, efficient adminis- 
tration of local end borrowed funds, and the attraction of 
private foreign capitel. The LDA would be responsible for 
ensuring thet the projects undertaken would be of a type most 
necessary for the attraction of new privcte investment as well 
as in the best interests of the Liberian people. Management 
of the LDA would rest in a Board of Directors consisting of 
four members of the Liberian government cnd three members of 
the US government. A business advisory board, on which key 
privete interests would be represented, would assist the 
Bocrd of Directors. The Economic Mission would also take an 
active part in the administration of LDA. 


Development Projects The mission has made extensive 
technicai s:cudies of some of the projects essential to any 
broad deveiopment program for Liberia, and has attempted to 
set up a plan wrich would be self-liquidating as far as possible. 
4& few of the projects would be self-liquidating in themselves, 
without reference to their effect on the development of the 
economy. These include rice-growing projects, projects for 
an agriculturai credit bank, a water system in Monrovia, and 
an electric power generating and distributing system. Gn the 
other hand, there are a number of projects which would bring 
in no direct revenue to LDA but which are essential to the 
success of the wnole plan. Even the latter, however, cculd 
probably be considered self-liquidating when considered from 
the viewpoint of the vhole Liberian economy. 


‘ 
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A number of private interests are aiready operating in 
Liberia. In 1947 a comprehensive development concession was 
extended by the Liberian government to the Liberia Company, - 
embracing plans for the development of almost all phases of © 
the Liberian economy. However, the Liberia Company has had 
difficulty in carrying out its plans and has so far been un- 
able to bring about the anticipated development of Liberia. 
The Compeny is now endeavoring to bring new capital into its 
organization. Other companies have, however, been operating 
more succesfully and on a larger scale in Liberia, notaodly 
the Firestone Company in its rubber plantations, and more 
recently the Liberia Mining Company. 


CONFIDENTIAL 
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TERMINATION OF US-MEXICAN After protracted mogetietiets with 
TRADE AGREEMENT PROPCSSD the Mexicans for revision of the 
US-Mexican Trade Agreement, the 
Interdepartmental Committee on Trade Agreements has reached 
the conclusion. that it is not likely that a mutually satis- 
factory revision can be worked out and has therefore recom- 
mended that the agreement be terminated. Presidential approval 
of a proposed course of action has been requested by the Trade 
Agreements Committee with concurrence of the Secretary. 











It is proposea to suggest to the Mexican government 
that the US and Mexico agree jointly to conclude the present 
negotiations and to terminate the existing agreement. At the 
same time it is proposed to indicate US willingness to consider 
any practicable substitute precedure Mexico may suggest. As 
a final position, should ail other available means. of settle- 
ment fail, the Trade Agreements Committee would be prepared 
to consider denunciation of the agreement unilaterally... 


In December 1947, as one of a series of measures designed 
to restrict imports in order to conserve foreign exchenge, 
Mexico increased its import duties on preducts included in 
Schedule I (Mexica's schedule) of the existing trade agreement. 
‘The US consented to the action provisionally,,. upon agreement 
by Mexico to renegotiate Schedule I with a view to restoring 
the balence of the agreement. Following public announcement 
of intention to negotiate with Mexico and public hearings, in 


accordance 
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- accordance with customary trade agreement procedure, formal 
negotiations between the US and Mexico were begun in April 
1948. Little progress has been achieved during the more than 
15 months of intermittant and difficult negotiations. 


Meanwhile, the Mexican government has taken additional 
measures to curtail imports. These have ostensibly been for 
the purpose of exchange conservation, but the way in which 
they have been implemented has emphasized Mexico's present 
policy of stimulating industrial development through increased 
tariff protection and other types of import controls obviously 
designed for purposes of protection. Although many of the 
measures have contravened provisions of the existing trade 
agreement, Mexican authorities have snown little dispositition 
to withdraw them despite vigorous and repeated representations 
and it appears that they will take no steps in the foreseeable 
future either to bring the Schedule I negotiations to a satis- 
factory conclusion or to withdraw the measures impairing the 
agreement. 


SECRET 
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EXIMBANK GR&NTIS The Eximbank last week approved a credit of 
CREDIT TO CHILE $25 million to Chile to assist in financing 
that country's 1949 imports of US equipment, 
materials and services essential for continuing economic 
development. Of this credit, $15 million becomes immediately 
available in three installments and the remaining advances 
will be made on demonstration that they are necessary to effect 
payment for 1949 imports agreed to be essential. Repayment 
Will be in semi-annual installments beginning April 30, 1952 
and ending October 31, 1959, with interest at 3.5% per annum. 
This will bring the total of Eximbank credits extended to 
Chile in the past few years to more than #125 million, of 
which $30 million have been repaid. This credit differs from 
most loans extended by the International Bank and the Eximbank 
in that it is not related directly to specific development 
projects which have been examined on their individual merits 
but is related to the total development program of the country. 


The Chilean request was made after it became evident that 
a decline in copper prices and production would make financing 
the import program impossible unless additional foreign 


credits 
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credits were obtained. wWithovt a loan Chile would have been 
forced either to-allow a baciog of commercial debts to accumu- 
late or to have drastically recuced its import program. It 

was felt that the abrupt cutting off of importation of eaquip- 
ment and materials on order in the US would be a damaging 

blow to the Chilean economy as well as to US suppliers. The 
credit, together with steps Chile has taken to balarice its 
foreign exchange receipts and payments’ by prohibiting luxury 
goods imports and restricting the use of various imported con- 
sumer goods, should serve to avert disruption of developments 
now under way and permit the orogram to be reduced in an 
orderly manner in 1950. The credit will not, however, obviate 
the necessity for further pregress by the Chilean government 
in achieving a better baiance in its internal and international 
economic situation. 


The Chilean investment program is on the whoie a con- 
structive program with concreie goals and efficient execution. 
Considerable progress has been made to achieve greater diversi- 
fication of the economy and more productive use of resources. 
Substantial increases in electric generating capacity and 
improvement in railroad transportation facilities, both essen- 
tial to the expansion oz industrial production, have been 
accomplishec send further development in these fields is under 
way. Construction cf an integrated steel miil is progressing 
rapidiy. Expansion of textile, metal-working and other indus- 
trial facilities, as well as of agricultural production, is 
taking place. 





RESTRICTED 
ECAFE TO HOLD The fifth session of the Economic Commission 


FIFTH SESSION for Asia and the Far East will be held in 
Singapcre October 20-29, following e meeting 

of its committee on industry and trade October 12-17. Myron 

Coren, US Ambassador to the Philippines, will be the US repre- 

sentative. Industry, trade, technical assistance, transport 

anc flood control will be the chief subjects of discussion. 

In addition there will be the problem of admission of associate 

members, which, because of the political situation of this 


region, is always a thorny one. 


Trade, Industry end Economic Developmon+ The report of 
the committee on industry end trade will not be available 


until very shortly before the opening of the fifth session, 
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and a US position will have to await its receipt. Je believe 
that the trade promotion division should be commended for its 
efforts to promote trade by providing practical services tn 
the governments and trading communities of the region; and 
that its services should be extended as widely as possible. 


The Executive Secretary has submitted a preliminary , 
report on progress of industrial planning and development and 
problems of priorities. The report states that it has been. 
derived mostly from euthoritative journals and government 
publications and does not represent the views of the govern- 
ments themselves, which did not respond to the Secretariat's 
request for information. The US delegation will make no com- 
ment on the main body of the report, because of its nature, 
but will take a position with regard to the suggestions made 
for action in the field of finance, procurement of capital 
goods and coordination of projects. We will neither oppose 
nor actively suppart the proposal that the industry and trade 
committee appraise critically the soundness of relevant pro- 
jects. We have no objection to the member governments criti- 
cally examining each others' development projects, by Inter- 
national Bank standards, but believe that such examination 
would be superficial and doubt whether any useful results 
would be obtained. Our delegate will point out that assistance 
in the formulation of soundly conceived development projects 
requiring Internetional Benk financing may be obtained from 
the Bank and that other intergovernmentel organizations may 
also be of assistance to underdeveloped countries in analyzing 
development possibilities and specific projects. We will not 
oppose the proposal that the committee exemine possibilities 
of long-term trade arrangements, mutually beneficial to both 
the region and Japan, provided it is made clear that the arrange- 
ments are competible with the principles of ‘the General Agree- 
ment on Tariffs and Trade (GATT) and if they do not sanction 
any discrimination against Japan. We cpprove of the proposel 
that there should be coordinated planning of development pro- 
jects, but we will take the position that the initiative for . 
consultation rests with the governments effected by the project 
rather than with an international body. ie believe it would 
be impractical for the Secretariat to be assigned the task of 
preparing proposels of specific development projects, but recog- 
nize that the governments may in certain instances wish to. 
request such Secretariat assistence. The recommendation is. 
élso made that the committee on trade and industry study com- 
mercial policies. Our delegation will ascertcin just what is 
implied, and indicate that over-all commercial policy should 
be handled globelly and not regionally, and thet the meetings 
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of the contracting parties under GATT afford the appropriate 
machinery for this. We will, however, support studies regard- 
ing intra-regional trade policies, such as customs unions and 
clearance arrangements, and ways and means for stimulating 
trade within the region. . a al 


On the matter of ECAFE's part in the UN technical assist- 
ance program, our delegation will take the position*that the 
ECAFE Secretariat should perform such functions as the Secre- 
tary-General assigns but should not undertake major activities 
of an operational nature on the request of the Commission. 

The Commission's principle task in this regard is to advise 
ECOSOC, the specialized agencies, and member governments as 

to general questions in connection with the program. While 
our delegation will not take an active part in discussions as 
to the relative priorities on needs of the area, it will indi- 
cate our view that emphasis should be placed on technical 
assistance directly eontributing to economic development and 
that, therefore, agricultural projects may be more desirable 
at this time than over~-ambitious plans for heevy industry. 


Miscellaneous Our delegation will support liquidation 
of the sub-committee on iron and steel as wnjustified in the 
absence of regional problems. We will note the progress of 
the Bureeu of Flood Control and mey suggest its terms of 
reference be broadened to include water utilization and con- 
servation. We will maintain our previous position that FAO 
is the competent technical UN agency through which planning 
and organization of activities in the agricultural field should 
be done. However, ECAFE should consider FaO reports with a 
view to determining the problems on which ECAFE could take 
useful action. Simce enough countries did not show sufficient 
interest to hold the preliminary FAO-ECAFE meeting which had 
been scheduled for October 2, the idea cf a full dress FA0O- 
ECAFE conference should be dropped for 1950. Our delegation 
will approve appointment of e working group, with a UNESCO 
representative, to stimulate interchange of educational, 
scientific, and cultural materiais in the area. 


Discussion on the proposed convention to reduce berriers 
to importing educational, scientific and cultural materials 
should be avoided until UNESCO submits to the governments a 
convention which has been proposed to UNESCO by a GATT working 
party. Our delegation will concur in general with the recon- 
mendations of the working group on travel fecilities though’ 
we take exception to a number of specific points. ECAFE's 
prompt adherence to the convention on road traffic signed at 


Geneva 
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va September 19 will be recommended. We will support the 
preety dh ey a for associate membership in ECAFE of the govern- 
ment of Korea but will advocate no action on petition for 
membership which may be received from the "Gcvernment of = 
People's Democratic Republic of Korea". Our position has no 
yet been formulsted as to Vietnam, which France reportedly 
will propose for associate membership. 
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REPURCHASE COMMITMENTS FOR The National Advisory Council 
FUND DRAWINGS FAVORED BY US has approved a US position with 

: | -- respect to the repurchase’ of 
dollar drawings from the International Monetary Fund and has 
advised the US Director to propose this position for adoption 
by the Fund. In our view, the Fund should object to all 
future dollar drawings unless the member proposing the draw- 
ing is willing to make agreement or firm commitment to ré- 
purchase its currency from the Fund within a maximum of five 
years, preferably according to a definite schedule of repay- 
ments. Such repurchase agreement or commitment would not 
supersede the requirements of the automatic repurchase pro- 
vision of the Fund Articles nor would a member's willingness 
to enter intc an agreement remove the necessity for meeting 
the other conditions necessary for a Fund drawing. 


The Articles of the Fund provide that a member securing 
a drawing from the Fund must repay this amount, through the 
repurchase of its currency from the Fund with gold or dollars, 
according to a schedule based on the Fund's holdings of a 
member's currency and the member's monetary reserves of gold 
and convertible currencies. The Articles do not, however, 
provide for the repurchase within any specified period of 
time. Under this requirement, a member has no obligation to 
repurcnase so long as its monetary reserves of gold and con- 
vertible currencies are less than its quote in the Fund. 
Since the monetary reserves of most members are smaller than 
the quotas, relatively few members would, under present circun- 
stances, be obligated to repurchase their currencies under 
the automatic repurchase provision... | 


In addition, sterling area countries and countries with 
tightly controlled economies are particularly unlikely to be 
affected by the automatic repurchase provision. Countries: 
which exercise a firm control over their balances of payments 
can evoid its requirements by, in one way or another, keeping 
their total reserves below the smount cf their quote. Sterling 
area countries, on the other hand, escepe the operation of 
this provision because their monetary reserves are held in 
the form of sterling deposits, while the Bank of England holds 
the bulk of gold and convertible currency to mect demands upon 
the stérling aren. Thus, the monetary reserves of these 
countries, as defined by the Fund in gold and convertible 
currencies, are generally below their quotas. 


Since 
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Since the automatic s2purchase provision may not in 
practice result in the repurchese of drawings within a 
relatively short term, the US feels that it should be supple- 
mented by specific repurchase agreements or commitments in 
order to conserve the Fund's assets for the originally in- 
tended purpose of exchange stabilization and to assure the 
continuance of the Fund over a long period. Although many 
countries might be unwilling to enter into an agreement 
voluntarily, it is believed that they might be willing to 
assume such an obligation if it is a prerequisite for draw- 
ing on the Fund. 


* * * 


NAC APPROVES FUND DRAWINGS MThe National Advisory Council 


BY AUSTRALIA AND YUGOSLAVi4A last week took favorable action 
with regard to the US position 


on requests for drawings from the International Monetary 
Fund by Australia and Yugoslavia. " 


Australian Initial Drawing The NAC is advising the | 
US Executive Director on the International Monetary Fund not 
to raise objection to an initial dollar drawing of $20 million 
by Australia. Subsequent drawings not to exceed $15 million 
during fiscal year 1950 also will be favorably regerded 
Henry there is no substantial change in Australia's circun- 
stances. 


Australia's need for Fund assistance resulted from its 
agreement with the British to curtail dollar imports to reduce 
the drain on the UK gold and doller reserve. Since the con- 
templated cut in imports would have had undesirable effects 
on the Australian economy, the Australian government made an 
informal request for assurance from the Fund that it would be 
allowed to draw up to $50 million. 


Although Australia had a substanti-1 surplus on current 
account in its balance of payments with ell arees in the fis- 
cal years 1947-48 and 1948-49, it incurred dollar deficits, 
efter taking account of dollar capital inflows, of approxi- 
mately $210 million and $105 million, respectively. These 
deficits were partially financed by current gold production of a- 
bout $35 million cnnuclly anc by smell drawings on gold stocks. 
The UK supplied the remainder of Australia's dcliar require- 
ments against sterling. The reduction in Australia's doller 
deficit from $210 million in 1947-48 to $105 million in 
1948-49 resulted almost entirely from a cut in imports from 


the 
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the US and Canada, with the value of Australian exports to 
the dollar area remaining virtually unchanged. In July of . 
this.year when, because of the increasingly critical economic 
situation, the UK and Commonwealth countries announced import 
cuts fromthe dollar area, Australia agreed with the UK-to 

an additional 25% eut.below the level prevailing in the calen- 
Ger year 1948. If the full amount of this further dollar cut 
could be realized during fiscal 1949-50, Australia's dollar . 
deficit would be reduced to about $85 million, after taking. 
into account.a possible decrease in Australia's dollar. earn- . 
ings from exports. When current gold production. of $35. 
million is taken into consideration, Australia's drain on 

the UK would be approximately $50 million, whteh the British 
apparently consider . ‘manageable. | | | 


.. However, largely because more than -$100 million in : 
actual import licenses and firm import.-commitments were al- 
ready outstanding at the time the decision was made to curtail 
imports, the Australian government. believes that the full- 
extent of the proposed cut cannot be reelized-during the cur- 
rent fiscal year cnd the dollar deficit is expected to he 
about $120 million. In the absence of.a Fund drawing this 
would result in increesed net drawings on the UK.. Australian 
officials anticipate that the import cut agreed ‘upon with the 
UK can. be realized in.1950-51 and that over a longer period 
further improvements in Australia's balance with the dcller 
area can-be.achieved. The objective of the Fund drewing is 
to tide the country over the intervening period, until its 
dollar deficit can be rocuces by. a ferter tightening all 
import restrictions. 


| On the - basis of tentative forecasts it appears that a 
maximum of $35 million will be required from the Fund for 
the rest of the current fiscal year. The NAC decision for 
en initial drawing not to exceed $20 million, which is 10% 
of Australia's quota, was made in accordance with the usual 
Fund practice of permitting drawings only to meet immediate 
needs. Australian forecasts with respect to exports may 
prove unduly pessimistic «nd doller earnings may be grecter 
than presently anticipated. If, however, such improvement 
does not materialize and Austrelia requests an additional 
$15 million, the NAC feels that amount might be granted by 
the Fund on the basis of an appraisal of current need. 


Under the repurchase provisions of the articles of 
Agreement of the Fund, Australia would heve no obligation 
to repurchase its drawings from the Fund es long as sterling 
remained an inconvertible currency within the fund “s definition 


(einee . 
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(since Australia maintains the bulk of her reserves in sterl- 
ing). Although the US has taken a position ’calling for re- 
purchase commitments in the case of all drawings, this has 
not yet been adopted as Fund policy. It appears unreasonable 
to insist that Australia should give a repurchase commitment 
on an initial drawing which was informally discussed with 

the US Executive Director prior to the adoption of a US 
position on repurchases. The NAC suggests, however, that 
Subsequent drawings would be subject to the repurchase engi 
of the Fund at that time. 


Additional Yugoslav Drawing The NAC has advised the 
US Executive Director of the Fund that he should raise no 
objection to an additional drawing of $6 million by Yugo- :-: 
Slavia at the present time. An initial drawing by Yugoslavia 
of $3 million was recently approved by the Fund. (Sée pase 2, 
September 26, 1949 issue of Current Economic Developments.) 
Information on the current reserve and hard currency payments 
position of Yugoslavia indicates that a very stringent hard — 
_ currency situation faces the Yugoslav government during. the 
balance of 1949, and a request is expected shortly for this 
additional drawing from the Fund. Every effort is being made 
to find appropriate sources of dollar financing for Yugoslavia 
eside from resort to International Fund resources, but the ~ 
available fecilities appear inedequate to meet the problem. 
On"the initial Yugoslav 33 million drawing a repurchase 
assurance wes-required. In view of the action by the Council 
proposing Fund consideration of e general policy’ on repurchase 
commitments, and thé exemption from this policy being granted 
to applications now under consideration in the Fund or by the 
US, such a requirement presumably would be waived in this case. 
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INTERNATIONAL BANK MAKES TIMBER The Internctional- Bank’ has” 
NS TO YOGOS VIA AND FI | extended loans totalling $5 


million to Yugoslavia and 
Finland to finance the purchase of timber-producing equipment 
for the development of the timber resources of these countries. 
Of this total, Yugoslavia 18° to receive {2.7 million,, and 
Finland $2.3 million. These loans: are part of the titiber equip- 
ment nroject developed early in 1948 by the Food and Agricul- 
ture Organization, the Timber Committee of the Economic Commis- 
sion for oreys and the Bank to alleviate the current and 


pros pe ctive 
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prospective shortage of timber in Europe by expanding pro- 


duction in certain timber-exporting countries and to encourage 
the cooperative development of east-west trade. 





Under this project, the Bank makes loans to timber ex- 
porting countries of amounts necessary to finance the dollar 
purchases of equipment, while European sources supply an 
approximately equal amount of other timber-producing equipment 
without financial assistance from the Bank. It is estimated 
that the machinery to be obtained in this connection will 
enable these countries to increase their annual production 
and export of timber by many times the amount of the loans. 
The timber-importing countries of Europe will benefit from 
the increased availability of European timber supplies which 
will reduce their dependence on imports of timber from North 
America, which must be paid for in dollars. 


Timber Payments Agreements ' The timber equipment pro- 
ject provides that the principal timber-importing countries 
of Europe enter into payments agreements with the timber . 
exporters whereby the former pay dollars to the Bank for a _ | 
sufficient part of the timber they import to ensure repayment 
of the Bank's loans. In its loan agreement with the Bank, 
Yugoslavia undertakes to enter into such agreements. with the 
UK, the Netherlands, France and Italy, while the latter have 
already agreed to pay in dollars for $1.7 million, $400,000, 
$200,000 and $400,000 worth of Yugoslav timber respectively. | 
Such agreements were not required by tne Bank in the case of 
Finland because of possible conflicts with provisions of out- 
standing Finnish security issues. However, the Finns have 
notified the Bank of their intention to enter into agreements 
with Belgium, Denmark and the UK. Belgium has already indi- 
cated its willingness to pay in dollars for $450,000 worth of 
Finnish timber, Denmark for $450,000 and the UK for $1.4 
million. 


Other Exporting Countries in the Project The timber 
exporting countries originally included in the project were, 
in addition to Yugoslavia and Finland, Czechoslovakia, Austria 
and Poland. Of these, Czechoslovakia "is still negotiating 
with the Bank: for a similar loen and Austria has indicated 
a desire to participate but:has not yet started negotiations 
with the Bank. Poland, on the other hand, has advised the . 
Bank that it could satisfy its timber equipment needs with- 
out Bank financing and therefore Would not apply for a loan. 


Loan 


UNCLASSIFIED 
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Loan Terms The loans to Yugoslavia and Finland are. 
for terms of two years, maturing on September 30, 1951. 
They carry a 2% interest charge, a 1% charge for the Bank's 
special reserve fund, and the Bank's usual commitment charge 
- of 1.5% on the undisbursed part of the loans. 


UNCLASSIFIED 
* - * 
SECRET 


WESTERN POWERS TRY TC It is not yet possible to forecast 
SECURE AUSTRIAN TREATY whether or not an Austrian treaty 

wili result from current discussions 
being held by the Deputies in New York. The three western 
governments have made substantial concessions to the Soviet 
. point-of-view in an effort to achieve agreement but there 
have been no concessions on the Soviet side. This raises a 
question as to whether the USSR really wants a treaty-at 
this time,.in spite of repeated Soviet statements that such 
is their desire. Although treaty provisions would permit 
the retention in Austria of troops for 90 days after the 
treaty entered into force, the Yugoslav-Cominform dispute 
may have made the Soviets less willing to have a treaty even 
on the basis of their original demands since it would mean 
eventual withdrawal of their troops not only from Austria 
but from Hungary and Rumania as well. wee 


- Advantages of a Treaty : In addition to the fact that we 
are morally bound to try to secure a treaty for Austria, we 
are seeking a treaty because of political advantages which 
would be: gained by the removal of Soviet troops and also 
because of the economic advantages which would accrue to 
Austria and western Europe with the end of the occupation. 
The severe dislocation of Austrian economic life occasioned 
by the presence of foreign troops, by division of the country 
into zones, and, above all, by Soviet control of a lerge 
segment of Austria's economic resources, has placed a severe 
strain on Austrian finances and has been costly to the US as 
well. The financial outlay by the US is measurable, but the 
economic loss to Austria resulting from the occupation is 
less susceptible of definition. Zonal lines have’ interfered 
with the free movement of goods and people, frontiers are not 
controlled, custom regulations go unenforced, and sudden and 
unreasonable Soviet demands heve made budgeting difficult. 


If 
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If a treaty is achieved, it is believed that the greatest. _ 
advantagé’ would: ‘lie in the possibility of integrating the’ ‘— 
Austrian economy and applying national policy throughout 

the land without Soviet intervention. Price control and 
rationing could be enforced in what is now the eastern zone. 
and taxes could be eollected in this area for the first time ° : 
since (1945. ‘ 


Provisions of the ‘iat: which bie alindbty been diteee 
to by all four powers, would provide for the immediate resto- 
ration to Austria of almost 300 industrial plants producing 
almost 10% of the value of Austrian industrial output. | The 
return of eastern agricultural property now ‘controlled by: 
the Soviets, together with the cessation of Soviet army . 
feeding and release of stocks hidden for fear of confiscation, 
would reduce Austrian food imports by an estimated $10-$15 - 
million a year. Even though a treaty as preseritly conten- 
plated woitld give the Soviets specified properties: in oil 
exploration, extraction, refining and distribution and the 
assets of the Danube Shipping Company, Austria would still 
have more oil than is currently available to it and there 
could be resumption of traffic on the Danube. Advantages _. 
would: also be gained from free and. full use of the former _- 
German assets in western Austria. The budget would be  _ 
directly benefited by the elimination of occupation costs | 
now amounting to approximately 550 million schillings-a ... 
year. Another major source of income would be the increased 
earnings through tourism; it has beer estimated that soon ._ 
after the occupation ends, this’ could mean an income. of about 
$50 million, which was: the prewar. income from this source. .. 
Confidence in industry will not be restored and foreign ee 
investment will not take place until the Soviets. withdraw. 
and a more stable atmosphere prevails. Even the most 
promising electric power, wood, paper, metal and specialty 
firms cannot attract money under. "present conditions. 


a * Os ’ “~~ : ° . ° - a $4 





“4 


Treaty Burdens We recognize ihat Austria cannot become 
economically independent for some years and that a treaty 
will impose financial obligations which will require outside 
assistance for a period of up to ten years. It is also 
recognized that the only country capable of rendering such - 
assistance 1s the US and that.in some way we will have to 
finance at Jeast part of the obligations which Austria 
assumes. If a‘treaty is achieved, the greatest drain on. 
Austria will be the obligation to. pay the USSR; $150 million, . 
in convertible currency, over a six-yeer period--the Soviet 
price for their. transfer to Austria of property they now 


claim 
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claim as German assets. These dollars can only be secured 
by exports paid-for in dollars, by dollar loans or by con- 
verting other foreign exchange assets into dollars. Other 
economic obligations incurring to Austria, should the 

treaty be adopted, would not be of the magnitude of the debt 
to the Soviets. Moreover, the greatest proportion of these 
other obligations would be in local currency and it is be- 
lieved Austria could meet then. 7 


In order to move toward a sound economic independence 
Austria will need to make a number of adjustments, including 
the retooling of Soviet-held plants, restoration of agricul- 
tural lands now used by the Soviets, repair of railroads 
and highways and the development of resources in eastern 
Austria. Exploitation of the tourist trade, development of 
electric power, expansion of current efforts in agriculture, 
wood paper pulp and the metal industry are the greatest 
potential resources for Austrian development and would require 
some sort of financing. 


The source of funds to meet Austria's future economic 
deficits is not evident at. this time. Continued assistance 
from outside the country will be necessary to prevent eco- 
nomic conditions from deteriorating and reconstruction from 
coming to a standstill. There is at present no prospect of 
private lending or of governmental lending on a large scale. 
Grants in aid, if continued,. would presumably be reduced 
each year and be replaced in time by increases from Austria's 
exports and earnings from tourists and services. Until the 
extent. and nature of.aid in the immediate post-treaty period 
can be forecast, the manner in which Austria can meet its 
treaty obligations. will be-uncertain. , 


SECRET 
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TIO ) The. Director General of the Food 
NG _HCUSE PROP and Agriculture Organization has | 
, submitted to FAO members, with his . 
favorable recommendation, a proposal for en international 
commodity clearing house (ICCH), to be esteblished with.a 
nominal capital. of $5 billion, distributed in proportion 
to national income of..the subscribing countries, and with | 


an 
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an original paid-in capital of $1 billion. The proposal is 
being considered by the commodity sub-committee of the inter- 
agency FAO committee in an effort to arrive at a US govern- — 
ment position before the November 14 FAO council meeting and 
the FAO conference November 29. Before the US position is 
finalized, it will be considered by the Botionas 46vieery 
Council as well as the inter-agency FAO committee. . 


With respect to surplus disposal, the clearing house 
would purchase commodity surpluses from hard -ourrency coun- 
tries at:world market prices and resell to deficit soft- 
currency countries for inconvertible currency. The hard 
currency for the purchase would be provided by the selling 
country and inconvertible -currencles received would be held 
by the ICCH fcr the account of the selling. eountry, and guaran- 
teed by the purchasing country against devaluation. With its 
$1 billion paid-in capital fund, the ICCH would buy at below 
world market prices and sell at ’ similarly reduced prices in 
the same currency for use in special projects such as famine 
relief and school lunch programs. The proposal also provides 
that the ICCH would “ccordinate" international commodity 
agreements until the ITO comes into existence. At some future 
time the clearing house might engage in buffer stock operations. 


Some of the important rules suggested in the proposal _ 
for guiding the operations of ICCH are: 1) all purchases and 
sales would be in addition to, rather than a substitute for, . 
"normal" commercial transactions; 2) cut-price transactions . 
must be for special purposes only and are not to enter into 
commercial channels; 3) re-exports of cut-price commodities 
are prohibited; and 4) regular commercial channels are to be 
used as much as possible. 


Although nominally financed in proportion to national 
income, the US share of the total capital cost would probably 
greatly exceed its proportionate share. Only 20% of each 
country's nominal subscription would be peid in, the remainder 
being subject to call only when the subscribing country sells 
commodities to the clearing house. If the assumption in the 


- report is correct that the US would be the probable source 


of almost all sales, this could mean that total US subscrip- 
tion would be greater than that of all others.combined. The 
report contemplates that the ICCH would hold soft currencies 
for the account of the selling country until convertibility 
makes liquidation possible. 


US 
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US ArT CONSIDERATION OF NEW At the meeting of the Inter- 
I NA ION R AG national Sugar Council being 
held in London this week, the 
Us ° will take the position that since sugar is potentially a 
burdensome world surplus, discussions looking toward an inter- 
governmental commodity agreement should proceed. Wewould ~ 
like all interested governments brought together as soon as 
possible, preferably during the first half of 1950, for the 
purpose of negotiating a new agreement, and consider. the Cuban 
draft revision of the present: agreement a satisfactory: basis 
for discussion. ‘ 


Cuban Proposal Cuban proposals for bases for a new 
agreement, submitted to us informally for comment, are being 
‘studied jointly by the Departments of Agriculture and Commerce 
and the ECA. The Cuban draft revision provides for a. price 
range of 3-1/2 and 4-1/2 cents per pound, to be maintained by 
raising or lowering the export quotas to "whatever may be re- 
quired. The present agreement, when operative, establishes 
export quotas but limits adjustments to 5% in any one year, 
and price objectives are not made specific. 


‘fle are concerned that the cool reception so far given 
the Cuban proposal will discourage Cuba, and we have instructed 
our delegate to the Council‘meetings to urge the British, 
privately as weil-as in meetings, to collaborate. It is “anti- 
cipated that the British may cite the hard currency shortage. 
as a reason for delay in holding a conference to negotiate 
an agreement, but we feel that this reasoning should not be 
accepted, especially in view of the Cuban suggestion that 
there be a currency escape clause. 


If it is impossible at this time to obtain agreement 
on calling a ‘conference, we fee] the matter should remain 
on the agenda for discussion at a February council meeting 
int the governments should study the Cuban draft in the 
erin. 


"Members of the “tar Council are: South Africa, Australia, 
Belgium, Brazil, Cuba, Czechoslovakia, the Dominican Republic, 
France, Haiti, Peru,* he NR a sean Poland, Portugal, UK, 

US and | "Yugoslavia. ey yah ; P 


US- 
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-COLOMB T Identical notes were exchanged October 12 
N between the Department and the Oolombian 
Embassy terminating the US-Colombian 
Trade Agreement as of December 1, 1949. Joint termination by 
mutual consent was decided upon when it became apparent that 
agreement could not be reached at this time as to an acceptable 
level for revised Colombian tariff rates. 


The US has considered Colombia to be in viclation of the 
1935 trade agreement as of June 10, 1948, when Colombia imposed 
taxes on foreign exchange, which in effect impaired the value 
of concessions made to the US under tre agreement. We waived 
our protest of this violation pending the outcome of the Annecy 
trade conference at which we hoped satisfactory negotiations 
looking toward the accession of Colombia to the General Agree- 
ment on Tariffs and Trade might be concluded. Colombian offers 
made at Annecy, however, did not provide an acceptable basis 
for agreement. (See page 6, August 29, 1949 issue of Current 


Economic Developments). 


In announcing the joint termination of the present agree- 
ment the notes state that it is hoped at some later date it 
will be possible to undertake negotiations again with a view 
to Colombia's accession to the General Agreement. It is also 
stated that it is understood that, with the termination of 
this agreement and pending the conclusion of new arrangements, 
the commercial relations of the two countries shall be subject 
to the provisions of the Treaty of Peace, Amity, Navigation 
and Commerce between the US end the Republic of Nueva Granada, 
signed at Bogota, December 12, 1846. 
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oS VIEWS ON EUROPEAN At meetings on ixutra-European trade 
TRADE LIBERALIZATION liberalization sponsored by the OEEC 

in Paris this week, the US Special 
Representative has been instructed to follow a number of 
general principles. In his instructions, it is observed 
that payments difficulties within Europe are now difficult 
to forecast, particularly in view of devaluation effects 
which are at the moment obscure. However, as an operating 
principle, it may be assumed that establishment of more 
realistic exchange rates plus revision of intra-European 
drawing rights, which will be undertaken at the earliest 
practicable date, will substantially reduce or eliminate 
most abnormal intra-European deficits not covered by draw- 
ing rights. These developments, plus the existence of the 
ECA contingency fund and the possibility of later drawing 
rights adjustment, we feel, justify OEEC ‘participants in 
taking substantial risks on the extent of trade liberali- 
zation. 


The US Representative is instructed, as a general prin- 
cipal, to press for application over the widest possible 
geographic area of the lists of commodities upon which in- 
port. restrictions will be eased, to the extent that the 
payments situation of the importing country permits. Our 
interest in wide trado liberalization docs not mean, however, 
that we are not interested in liberalization of smailer geo- 
graphic scope and greater intensity, such as the Belgian- 
French-Italian plan. (See page 1, October 3, 1949 issue of 
Current Economic Developments.) US support for plans for 
narrower intensive liberalization should not be made con- 
tingent on broader liberalization, but we should continue 
te push for broader liberalization on its own merits. Coun- 
tries setting up global quotas should be permitted to include 
in such quotas non-OEEC countries against whose imports they 
now have balance-of-payments quantitative restrictions, pro- 
viding such global quotas are equal at least to the sum.of 
the bilateral quotas of all countries involved. Early con- 
Sideration should be given to the means of securing liberaliza- 
tion. by.the rest of the sterling area and non-OEEC countries 
of quantitative restrictions against OEEC countries.: 


In view of increasing indications that many measures 
at the forthcoming conference will cceitain limitations for 
protective reasons, the US should push hard the position 
thet quantitative restrictions on-imports can be justified 
Only on balance-of-payments grounds; otherwise the current 
OEEC trade liberalization program will be jeopardized. 


* * * 
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INTERNATIONAL AGREEMENT The working party established © 
ON TIN MAY BE CONSIDERED last June by the Tin Study Group 

to prepare a factual statement 
on the tin situation and to draft the provisions of a-com- 
modity control agreement is scheduled to meet Cctober :26 
in The Hague. A memo by the British Colonial and Dependent 
Territories Delegation on the justification for concluding 
an intergovernmental commodity agreement on tin and a con- 
prehensive Belgian draft agreement, which contains provi- 
sions covering almost every conceivable situation possible 
in international tin matters, will probably be the basis 
of discussions. 


US Position While the US has not been a proponent 
of an intergovernmental agreement on tin, it is believed 
to be definitely in the interest of this country to have 
a delegation participating on the working party. Our dele- 
gation is being instructed to keep in mind the fact that 
the initiative and primary interest in connection vith pro- 
posals regarding an agreement on tin rest at this stage 
with other members of the working party. Further, our dele- 
gation is being instructed to recognize that the US 
must have available for its consideration before taking any 
policy position, full documentation regarding the need for 
an agreement, and, in due time if the documentation proves 
convincing, a specific form of a possible or proposed agree- 
ment. Political considerations may affect the eventual 
position of the US toward a tin agreement, but the most 
important consideration now is fuil information. We wish 
it made especially clear that participation in the working 
party involves no implication regarding the position 
which may be taken presently or in tne future by tnis govern- 
ment to support or oppose any proposal regarding an agreement. 


Although the US will not take a position until after 
reviewing the completed report of the working party, our 
delegation is to proceed on the assumption that the follow- 
ing considerations, among others, will be taken into account 
in future decisions regarding the acceptability to us of 
particular provisions in any proposed tin agreement: 1) any 
agreement should conform with provisions of the Charter for 
an International Trade Organization. 2) Tin from abroad 
should be continuously evailable to the US in adequate 
quantities and at reasonable prices. (See page 1, Merch 7, 
1949 issue of wireLt Sconomic Developments.) 3) It is 
not believed feasible ‘or the Ug to subscribe to an agree- 
ment committing it to underwrite any part of its total 
requirements for tin over future periods. 4) The US is 


prepared 
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prepared to consider consider sympathetically the objective 
of moderating price fluctuations and preventing excessive 
short term fluctuations, but specific measures to do this 
must be examined with care in order to appraise-the practi- — 
cal possibilities and the danger of undesirable effects. 

5) There would be difficulty in accepting:a program of main- 
taining prices above an equilibrium level on a continuing 
basis'or any program tending to freeze a pattern of produc- 
tion. it would be desirable for any draft of a restrictive 
agreement. to incorperate or associate positive efforts to- ~~ 
ward correction of basic disequilibrium, which would elimi- 
nate the need for an agreement. 6) There should be included 
in any draft agreement a provision concerning labor standards — 
which would adequately insure that the administration of an 
agreement would be most conducive to the maintenance of | 
labor standards and productive employent . 


Positions of Other Countries The ren will un- 
doubtedly press strongly for a working party report recom- 


mending an international tin agreement plus a provisionally | 
agreed text of an agreement. Malaya is expected to press 
for a recommendation that an agreement. should be entered 
into and for a somewhat detailed statement of principles 

to be incorporated in an agreement. The. UK will probably . 
concur. substantially in the Malayan position and press hei 

a report: finding a commodity agreement’ desirable. " 


At the Tin Study Group meeting in London last: Tene, 
the US was the only country not supporting an immediate 
conference to negotiate an agreement. 


SECRET 
* * * 
i RESTRICTER ww 
SUGAR COUNC IL PROPOSES STUDY (F at the meeting held in 
NT L_ G London October 17-20, the 


Internationel: Sugar Gouncil 
passed a resolution instructing a special committee to con- 
tinue its investigetions and obtain views of member govern- 
ments regarding the Cuban draft for a revised intergovern- 
mental sugar agreement as well as any other- proposals which 
might be made: The committee is then-to submit its recon- 
mendations toa Sugar Council meeting to be called no later 


than 
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than July, 1950 with a view to calling a conference to 
negotiate an agreement if that is considered opportune. 
The Council resolution was drafted by the Cubans, who were 
reportedly well satisfied with the results of this meeting. 


The UK attitude was entirely conciliatory with respect 
to continuation of the work of the committee. The British | 
are holding a conference with Commonwealth producers in 
December, and until the Commonwealth-UK sugar policy. is 
formulated, are unable to state their requirements from 
the free market. It was indicated that negotiations with 
the Commonwealth countries may not be conclusive although 
it was hoped that they would be definitive enough so that, 
in the meeting of the special committee scheduled for Feb- 
ruary the UK would be ready to discuss the Cuban draft and 
other proposals. 


The US has taken the position that since sugar is 
potentially a burdensome world surplus, discussions looking 
toward an intergovernmental commodity agreement should pro- 
ceed. (See page 10, October 17, 1949 issue of Current 
Economic Developments . ) Our delegate to the meeting has 
reported that estimated sugar supplies for the free market 
exceeded requirements for the year ended August 31, 1949 
by 303,000 long tons and the corresponding figure for the 
year ending August 31, 1950 was estimated at 339,000. 


RESTRICTED 
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POINT FOUR PLANNING GOES FORWARD; In spite of the fact 

GISLATION TED I SESSION that Congressional action 

was not concluded on 

Point Four before adjournment, the Administration plans to 
move forward on the program insofar as authority and appro- 
priations already exist and it is hoped that legislative 
action will be completed early in 1950.” The House Foreign 
Affairs Committee has completed hearings on HR 5615 "The 
International Technical Cooperation Act of 1949" and the 
Banking and Currency Committees of both the Senate and the 
House have completed hearings and reported out favorably 
legislation based upon the Administration's proposal to pro- 
vide certain guarantees for US private capital invested in 
productive enterprises abroad. 


During 
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During the nine months since the President's inaugural 
address great progress has been made along all four of the 
major lines of international action he outlined as basic 
.elements cf our national policy, including expansion of US 
eid to economically underdeveloped areas through technical 
cooperation programs and the fostering of capital investment. 
All of the international organizations of which the US is a 
member. have carried out quite detailed preliminary planning 
concerning the kinds of technical assistance,.needéed in the 
underdeveloped <reas of the world, and outlined the adminis- 
trative errengements necessary for greatly expanded activi- 
ties of this kind. Within the Executive Branch, the Depert- 
ment of State has worked closely with other government 
departments and agencies, and has had the benefit of helpful 
advice from private orgenizations and individuals in prepar- 
ing a program of US ectivities to increase the international 
exchange of technical skills and knowledge and to encourage 
the international flow of private capital. 


During the interim before the new legislation is 
enacted, we plan to push ehead energetically with presently 
active technical cooperation programs, such as the scientific 
and technical exchanges provided for under Public Law 402, 
and the vrograms of the Institute for Inter-American Affairs, 
as well as continuing our support for economically sound 
international development loans by existing institutions, 
and our efforts to encourage the flow of private capital by 
negotiating commercial treaties and in other ways. We will 
alsc do everything we can to encourage and facilitate the 
technical assistance activities of private organizations-- 
both profit and non-profit. We will continue to discuss 
with other governments, though without conmitment of any 
sort, their development needs and plans, advising them what 
preliminary planning on their part would facilitate future 
cooperation in this field if such a program is approved by 
Congress. Consultation will be continued with intergovern- 
mental organizations concerning their plans to expand their 
technical cooperation activities in an effort to bring about 
the greatest possible coordination among all the different 
kinds of aid to the economic development of underdeveloped 
areas. In this connection, consideration is being given to 
estabiishment within the Department of an Interim Office with 
central responsibility for Departmental Point Four activities. 


“e In New York the GA Economic ‘and Finencial Committee 
unanimously approved the SCOSCC resolution for an expanded 
program for technical assistance for. economic development. 


(See 
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(See page 3, August 22, 1949 issue of Current Economic 
Developments.) In the discussions the Soviets attacked 

the US Point Four program, declaring it a disguise for pene- 
trating colonial territories. However, the USSR and the 
satellites supported the ECOSCC resolution. The Polish 
delegate proposed an amendment which was aimed at accentuat- 
ing the supervisory role of the Technical Assistanc® Com- 
mittee (composed of government representatives) over the 
Technical Assistance Board (composed of experts). This was 
withdrawn after it became clear that many delegates would 
oppose it in their desire to facilitate passage of the | 
ECOSOC program. The Polish delegate stated that he felt 

the debate had clarified the Committee's understanding of 
the T4C's powers and he made it clear that he had emphasized 
the importance of TAC because he felt the US had opposed it 
so the program would be left "to a few US experts." Our 
view is that technical rather than political considerations 
should determine whether or not specific programs should 

be inaugurated. In the discussion there was a bitter ex- 
change between the Scviet Union and Poland on the one hand 
and Yugoslavia, on the other, the latter charging that _ 
Russia's economic relations in the satellite sphere consti- 
tuted imperialistic exploitation. A Mexican proposal to 
postpone the UN conference on technical assistance until 
financial commitments could be made by the various countries, 
including the US, was defeated. Thinking now is that such 
a conference will take place in March, 1950. 


» * » 


EXIMBANK CONSIDERS The majority of loan applications under 
LOAN APPLICATIONS study by the Eximbank at this time are 

from countries in the Western Hemisphere. 
The Bank now has on hand applications totalling about $140 
million from Bolivia, Brazil, Chile, Colombia, Costa Rica 
Guatemala, Mexico, Uruguay and Venezuela. Afghanistan a 
Saudi Arabia are the only countries outside the Western 
Hemisphere for which formal applications have been submitted 
to the Eximbank. 


t er ti Bolivia's application for 
a $26 million credit for the completion of the Cochabamba- 
Santa Cruz highway is in the final stages of negotiation 
and it is anticipated that the Bank will take action on this 
shortly. An Eximbank mission has recently returned from 
Ecuador and it is preparing a report on the possibilities 
for US aid in Ecuador's earthquake reconstruction. Ecuador's 


pressing 
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pressing needs are reportedly in the fields of housing, 
public services and highway construction. The Eximbank is 
Planning to proceed with consideration of the application 
of the Chilean Development Corporation (Fomento) for a 
credit for $2.75 million for the development of the El 
Romeral iron ore deposit. The Bank has also received appli- 
cations from Chile for the installation of mechanical load- 
ing facilities for the Port of San Antonio, establishment 
of a steel wire mill, expansion of rubber tire and tube 
manufacturing, and the purchase of railroad and port 
equipment. | 


The National Advisory Council in August approved con- 
sideration by the Eximbank of credits to Colombia not to 
exceed $10 million and the Bank is now considering projects 
submitted by Colombia for possible credits up to this amount. 
Mexico has two applications pending under the $3.1 million 
balance of its $50 million commitment from the Eximbank-- 
$2.6 million for a coal development project, and $500,000 
for a water distribution system in Tijuana. In addition, 
the Bank has received an application for the rehabilitation 
and extension of power distribution facilities in Mexico 
and for the expansion program of Mexican subsidiaries of 
Empresas Electricas Mexicanas. There have also been some 
discussions with Mexican officials on the possibility of 
credits to PEMEX. The Bank's staff is studying the request 
of the Cerro de Pasco Company of Peru, a US owned private 
corporation, for a credit of 17 million for the construction 
of an electrolytic zinc refining plant. An application has 
been received for a credit of $5.75 million for the extension 
of the existing power generaticn and transmission system in 
Venezuela. Guatemala is seeking a credit of about $1 million 
for the expansion of its power facilities; Uruguay, about 
$1 million for the construction of a plant for the produc- 
tion of industrial salt; and Costa Rica, for an airport and 
lumber project. Four Brazilian applications, totalling 
#60 million, are pending before the Bank; these are for 
equipment for the producticn of certain iron and steel 
products, expension of the Volta Redonda steel mill, a 
program for the economic development of the State of Minas 
Gerais, and the purchase of converted LST's and ferries. 
With respect to the latter credit, the Bank suggested that, 
since this will be an exporter-type credit, either the 
purchasing corporation or the producer cf the vessels should 
participate in the financing to the extent of about 20%. 


Middle 
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Middle East Applications Afghanistan is seeking $28.3 
million for the purchase of US equipment for two irrigation 
projects, a cement plant and a coal project, although data 
submitted on the latter two projects is insufficient to 
permit intensive. consideration of them at this time. The 
National Advisory Council has elmost completed.its report 
on the Afghan economy and its ability to repay a loan, and 
the Department has outlined to the: Bank the political con- 
siderations underlying its strong support of this application. 
The Eximbank is actively considering the application for 
a $4 million credit to finance the purchese of US materials 
for the construction of ea cement plant in Saudi Arabia. 
Isreel has requested a credit of up to $20 million for an 
industrial development program es a pert of the $100 million 
Eximbenk credit recently established for that country. 
Israel has already submitted 39 individual projects under 
this program and intends to submit more from time to time. 


_ {nformel Approeches Although these ere the only 
formal applications pending, several other countries have 
approached the Bank informally on loan possibilities. Bel- 
gian officials have diseussed the possibility of securing 
a $50.to $100 million loen to permit the government to 
obtain local currency resources for public works, such as 
railroad modernization and port expansion. The doller pro- 
ceeds would, at least in. the short run, increase Belgium's 
dollar reserves. Because of the unusual charecter of the 
proposed loan (borrowing -dollars to finance’ local currency 
investment), the Department is not et present actively 
encouraging the operation. We are, however, offering en- 
couragement to New Zealand-in response to its approach am 
credit possibilities. We are informing New Zealand that, 
while the Eximbank could not give a commitment in advance 
of an application, the political atmosphere is favorable and 
we are sympathetic to any steps to increase US investment in 
overseas areas in. accordance with the US-UK-Canada Ministerial 
Communicue. South African officials had, for some time, been 
discussing credit possibilities with the Eximbank. They were, 
however, unable to agree to the Bank's requirements and the 
negotiations are, temporarily at least, in abeyance. The 
Bank tentatively proposed a credit, for specific purposes, of 
up to $50 million, of which {20 million would be taken by 
commercial banks on condition that South Africa keep a like 
amount of gold on reserve with the Federal Reserve Bank. The 
South Africans were unwilling to consent to the gold deposit 
arrangement for the commercial banks or to specify in advance 
the comiodities for which the Eximbank credit would be used. 
Meanwhile, South Africa has obtained a ,10 million loan, for 
a three-year period, from commercial banks in the US, and is 
reported to be negotiating in the UK for a sterling loan of 
28 million, and for a Swiss franc loan from Switzerland. 
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ON OF. RT The Interdepartmental Advisory Committee 

CONTRO _ qn Requirements is considering the Depart- 
et ment of Commerce's proposal to extend 3 

export controls to cover shipments of 1-A (prohibited) and 
1-B (restricted) goods to all destinations except Canada. The 
proposal originated because of the difficulty in applying 1-4 
and 1-B controls to China, perticularly with regard to trans- 
shipment. (See page 1, October 10, 1949 issue of Current 
Economic Deve Lopments.} We now control 1-A and 1-B items to 
eastern Europe for security reasons and it is proposed to con- 
trol 1-4 and 1-B items to China so as to preclude transshipment 
to the USSR or the satellites and, in addition, to watch 1-B 
items to see that they are not exported in such quantity as to 
contribute to the war potential of the communists in China. 
The Department has requested more facts concerning the impact 
which application of the lists would have no trade with Latin 
America and the Middle East before making a definite decision. 


In the meantime, we have informed Commerce that we believe 
it is desirable and appropriate to extend to China and adjacent 
areas promptly the "R" procedure, which is designed to assure —. 
that the countries participating in the European Recovery 
Program are favored over other areas in obtaining necessary 
goods in short supply in the US and to control export of items 
of security importance. We believe it is inadvisable to ex- . 
tend 1-A controls alone to all areas since this would in effect 
reveal the 1-A list, on which negotiations are now taking 
place with European countries to obtain their parallel action. 
We are definitely opposed. to extension of 1-A and 1-B controls 
to areas other than Europe and China; however, we are prepared 
to reconsider this position in the light of further information 
showing real evidence of a need for such action. | 


* * * 


ERMAN OLS’ In furtherance of our policy to control 
R i the flow of material to the east which 


could strengthen the Soviet war poten-. 
tial, we have been stressing the need for the imposition of 
export controls on the production of western Germany. British 
agreement has now been obtained to the basic principles of our 
proposal although a number of details remain to be ironed out. 
The French have not yet stated their final position. 


We propose that a letter of instructions be sent the 
Federal German government from the High Commission. Originally 
the British opposed a formal communication, preferring informal 


talks 
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talks with German officials on the grounds that. anything 

more would vidlate the Jessup-Malik agreement= on the | Lifting . 
of the Berlin blockade. However, they. have now condéefed to | 
our argument’ that the German government. must be given full 

and complete details of our policy to avoid any misunderstand- 
ing and from the point of view of good administration.~ We 
favor the tripartite approach technique rather than a request 
solely from the US because the restrictive export policy is 

a mattern of concern to western Europe. It is desirable for 
Germany to organize its export controls. in coordination with - 
other European countries, such as the UK and France, rather © 
than to have a unilateral position forced on it by us. For 
the present, we do not believe it is necessary. to insist on 
strict security controls over items going from Germany to the 
Western Hemisphere, the sterling areas and the major part of 
the OEEC area, but we do believe it is of utmost impértance’ 
that shipments to Switzerland and Austria be controlled because 
of transshipment possibilities from these countries eastward. 
The British were at first reluctant to have export controls 
applied to Switzerland and Austria but have now. conceded that 
the transshipment problem makes this necessary. 


Instructions: to the Germens. will be . based’ on the US 1-A 
(prohibited), 1-B (restricted) and Atomic Energy Commission 
(ABC) lists. There is some feeling, although final determina- 
tion has not been made, that the lists should be combined to 
maintain the secrecy of the separate lists and their different 
treatment for various areas. Treatment of the USSR and the 
Soviet bloc will be the same as in the US--the Germans will 
be authorized to make mandatory refusals of 1-A and AEC ship- 
ments to the USSR, Poland, Rumania, Hungary, Bulgaria, Albania 
and Czechoslovakia. For the present China and adjacent areas 
will be excluded from such controls since final agreement has 
not been reached on treatment for this area. Finland and 
Yugoslavia will be screened by the High Commission. We are 
thinking that initially control of 1-B items would be under 
close Allied supervision with the Germans taking action with- 
out Allied approval only on shipments under a specific value 
or of a minimum quentity.:.As the Germans become more adminis- 
tratively adept on the handling - of controls the entire 1-B 
burden could be transferred to then... 


WORLD 
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WO Bilateral Discussions to Res A decision 
TEVELOPHENTS ‘has been reached = the Depart ent, the Muni- 

. tions Board,. the. Reconstruction Finafice Corpora- — 
tion and ECA to resume bilateral tin negotiations with the 
UK, Belgium, and the Nétherlands. No.date for resumption of 
the negotiations’ has. yet been specified:nor have exact terms. 
for the basis.of-the»new discussions been drawn up, but the 
countries concerned have’ been,advised of our decision to 
proceed. The: bilateral tin negotiations, suspended several 
months ago pending: action by Congress regarding stockpile 
appropriations, were undertaken in accordance with provisions 
of our ECA agreements in order to assure us of adequate 
supplies of tin. metai and tin ore both for commercial needs 
and to meet strategic stockpile objectives. (See page . 
March 7, 1949 issue of Current Economic Developments. ean- 
while, the working party established by the Tin Study Group 
to draft provisions of a commodity control. agreement is now 
meeting in the Hague and there are indications of strong sup- 
port from a number of producing countries for early action on 
an intergovernmental tin agreement. (See page 2, October 24, 
1949 issue of Current Economic Developments.) 


Decontrol Poses Problem It is anticipated that the ~ |. 
international allocation of tin, which has been haridled by ~™ — 
the Combined Tin Committee (CTC), may not continue beyond 
November 15. The-next meeting of the Committee, originally 
scheduled for: Cctobéer 28, has been postponed at our request, 
but will -probably be held about November. 14. While we regog- 
nize that for supply reasons continuance of allocation will 
no longer be justified, the US has a strategic interest in 
continued allocation from the standpoint of its practical 
effect of preventing shipments to the USSR and limiting sales 
to the satellites. We want any announcement .of termination 
of allocation to be delayed until the Department and ECA have 
an opportunity to discuss the matter of export controls with 
the -ERP countries... Consideration is being. given to placing 
tin on the l-A.list of exports--items generally prohibited 
for the USSR and satellites. -. , ne 1¥ 





When the interested ‘US: government agencies reviewed the 
tin situaticn last August, they agreed that international 
allocation would not likely be practicable beyond the end of 
this year and considered it desirable -that a start be made 
toward *ne reestablishment of ‘private. marketing arrangements, 
including private importation into the.US, Consequently, the 
Department of Commerce proceeded-to amend the controls so as 
to remove consumption limitations within the US and permit free 
private imports under licenses. (See page 1, August 15, 1949 


issue of Current Economic Developments.) 
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British To Reopen Metal Exchanges The British have 
been pressing for a decision on dissolution of the CTC and 
consequent termination of allocation before November 15, the 
date set for reopening of the London and Singapore metal ex- 
changes for the sale of tin. The British Ministry of Supply 
(MOS) plans to make available from present stocks enoygh tin to 
support the two exchanges during the initial period of the | 
return to private marketing. Although not expressly stated, 
it seems clear that the British expect the tin price to de- 
cline considerably and remain at a lower level until the 
lowered price can effect increased use. Although the British 
have given consideration to the inclusion in contracts of a 
clause to avoid shipments to the USSR and satellites, the 
MOS has been frank in stating that it does not believe such 
provisions will be effective and is especially dubious regard- 
ing controls to be exercised in Malaya. ; 











Ld * * 


INDIA'S REQUEST FOR US During the recent visit of India's 
WHEAT UNDER CONS IDERATION Prime Minister Nehru to Washington, 
he reiterated India's need for one 


million tons of US wheat in addition to the wheat purchases 
already projected, ‘and was assured that this request was 
receiving sympathetic consideration in the Department. We 
have been evaluating the advantages of such a transfer, and 
the rélative merits *. various means of transmitting the re- 
quested wheat. 


India's Need for Additional Wheat India's projected -- 
wheat purchases for the eurrent year, which are only sufficient 
to maintain the present low food ration levels, are expected 
to exhaust India's soft currency food sources and its hard 
currency available for food purchases. The Indians, in request- 
ing an additional million tons, have indicated their intention 
to use 650,000 tons during one year to!-raise the urban ration 
from the present 12 ounces per day to 16 ounces, and to use 
the remaining 350,000 tons, together with sensesieaiig procured 
grains, as a revolving reserve. — 





“The. Indians have stated that this program would have a 
significant effect on their political and economic situation - 
and would eliminate the need for special food aid in the 
future. The increase in the urban ration is expected to:' - 
reduce prices in the black and open food: markets by relieving’ : 
the pressure of the inadequately rationed poiulation on'these - 
sources. The lower- food prices, coupled with general a 
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of the existence of the reserve would, in turn, permit govern- 
ment food procurement to.increase by.at least 400,000 tons 
annually, This increased procurement, itogether with the ex- 
pected expansion in Indian food production, is expected to. 
enable India thereafter to maintain the higher ration and 
lower food prices without special US aid. The Indians feel 
that a reduction in food prices is essential to arrest the 
inflationary trend now endangering the Indian economy. They . 
also feel ‘that higher rations are needed to reduce political 
unrest and would, incidentially, render workers. more productive. 
"Methods Considered for Transferring | ndia The- 
original Indian proposal for securing the wheat, namely by | 
purchase of surplus US wheat at. half-price, was considered 
hard to reconcile with US obligations under the General 
Agreement on Tariffs and Trade and with the International 
Wheat Agreement. As an alternative, Department representa- 
tives have unofficially. suggested the possibility that. India 
might pay for all or part of the wheat. by delivering to the 
US, possibly several years hence, strategic materials additional 
to those that it presently expects to sell for dollars. At | 
the same time it was also suggested that the 350,000 tons of 
wheat to be used as a revolving reserve might be stored in 
India under US title. The Indians pointed out that this 
latter suggestion would be workable.only if it had previously 
been agreed that these 350,000 tons could. de.transferred to: 
India, if the need ardse, under an extension of the barter = 
arrangement or throygh some other appropriate means.. The | 
alternative possibility of making an outright gift to India 
of all or part of the wheat is still under active consideration. 





It is believed that, by requiring local currency obtained 
thromgh the domestic sale of the wheat (assuming it-were given 
to India) to he used for financing food production projects, 
we could ‘help to alleviate the shortage of local capital «= | 
available for this and other productive punposes. : 
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SECOND SESSION OF WHEAT The US delegation to the second - 

: eR 1 session of the International -Wheat~ 
Council, which meets in London 
November 1, has been instructed to support actively the appli- 
cations of the Japanese and Federal German governments for 
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accession to the Wheat Agreement and membership in the 
International Wheat Council.’ We believe that governmental . 
representatives in Germany and Japan should be given every 
opportunity to present their case to the Council. ©The US. 
representative is to hold that these governments are ready | 

to assume’ the responsibility cf membership in an interfational: 
organization and are able to assume the obligations under the | 
Wheat Agreement. In addition to our desire for these occupied 
areas to aSsume gradually their own responsibilities, certain - 
advantages would accrue to the US from Japanese and German 
membership in the Council. A lower price on imported cereals 
in these countries will-assist: greatly in stahilizing their 
economies and in releasing a larger portion ‘Of US. appr opria- t 
tions for uses other than fooa' consumption. Furthermore, we - 
believe it' wise to have the Wheat Agreement embrace ‘as large 

a part of the international wheat trade as possible. andthe. 
adherence of Germany and Japan to the ‘agreement would’be. °— 
important for intelligent international planning in wheat 
production. Some ‘opposition on the participation ‘of these ~ 
two countries is expected, especially to Japanese participa- 
tion, because inclusion would disturb the present voting 
relationships in the Council. 





Another membership problem which: may ote is the ad- 
mission of Poland and Yugoslavia as non-voting members of.-the 
Council under that articlé of the Wheat Agreement which pro- = 
vides that any country ‘which thé Council recognizes as an | 
irregular exporter or an irregular importer of wheat may be-~ 
come a non+voting member of: the’ Council provided: it accepts 
certain specified obligations.’ The International Conference 
which negotiated the Wheat Agreement recommended favorably on 
the admission of Poland and Yugoslavia on a non-voting basis 
but at the organizational meeting of the “heat Council it was 
agreed to postpone consideration until the current meeting. 
Non-voting members ‘are not required to supply subétantive 
information to the Council, but would be in a position to 
learn a great deal about the operations of the Agreement. 
Therefore, the US delegation has been instructed not to favor 
admission of the countries unless:‘this position would stir 
up a big controversy or cause great adverse criticism. 





Other matters up for consideration at the November 
meeting include the adjustment of quantities and distribution of 
votes; reports of the Secretary-General and Executive Com- 
mittee; améndments to rules of procedures;. territorial appli- 
cation. of the agreements; récording of flour transactions 
when the extraction rate is other than 72h; t the price 
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equivalent. for Canadjan wheat at Port Churchill; proposed 
draft regulations for internal financial control; representa- 
tion of the International Wheat Council by an observer at 

the FAO conference; time and: place of the next meeting; ex- 
tension of time for signatories to deposit instruments of - 
acceptance; and quality price differentials. : 
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While the results of the: September .. 

currency devaluations are. as. yet: Ob- 
. scure, reports are being. carefully - 

analyzed" to, seé what trends. are emerging. It is too .early- 

to tell whether exports to the dollar area will increase 

as desired and how extensive trade shifts will be. In ' 

general, erienipaxenidl trenis are being = pretty ' well an 

check. ' 


| area Britain Prime Minister ‘Attlee on October 26 
announced the government's program for countering inflation, 
basing the solution on reduced expenditures and increased 
production. Government action is proposed to reduce spending 
by £250 million annually when the program.is fully operating. 
About £140 million will be slashed from the capital invest-.— 
ment: program, government expenditures will be reduced approxi-. 
mately &95 million and a small increase is estimated in govern- 
ment revenue. Additional savings will be achieved, mostly by: 
reorganization of armed forces, which will contribute b12.5 
million in the present fiscal year and about £30 million in 
a full year. Among other things the slashes will necessitate 
a one-shilling charge for prescriptions issued under the  ~-- 
socialized medical services program; reduction in housing and — 
miscellaneous building; reduction of subsidies on frozen eggs, 
raisins and fish and upon animal foodstuffs; and a slight - , 
increase’ in the cost of school lunches. The new total import 
program will: be at a reduced figure of $1,200 million.a + all 2 
Attlee followed his announcement with.a. plea for increased - 
productivity, savings, and exports, the only new element | ‘ 
being a suggestion that there be joint consultations on whether 
additional output could be obtained by increasing. the number 
of hours worked. It is admitted that. living costs: would in- '. . 
crease slightly this year and that there will oe an additional... 
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rise in living prices next spring. The press and public 
were disappointed in the program. It was anticlimactic in 
view of prior government statements of the "belt tightening" 
that was in prospect. The opposition takes the position 
that the suggested economies are inadequate and that nothing 
in the program increases the incentives which alone wiil 
bring about increased production. 


France The first political casualty of devaluation 
was the resignation of French Premier Gueuille. The ever- 
present wage-price problem was catapulted to crisis propor- 
tions and when efforts at compromise failed Queille resigned. 
After three weeks of unsuccessful attempts, a new government 
was established last week. Premier Bidault has agreed to an 
immediate one-time bonus for the lcwest paid workers and 
prompt introduction of collective wage bargaining. “ He an- 
nounced long-term goals such as a balanced budget and more 
exports but did not specify the concrete measures by which 
these would be achieved. 


Other Western Buropean Countries The Italian government 
has thus far been successful in maintaining price stability , 
but government financial policy is still the subject of active 
discussion. Corbino, a Liberal Party Deputy and important 
figure in Italian finance, has protested violently against 
certain aspects of the government's policy. He believes that 
devaluation of the lira vis-a-vis the dollar was too great 
and will result in a corresponding increase in internal ) 
prices which might break the prevailing wage-price stability. | 
Reportedly, the Minister of Finance is considering appreciation 
of the lira. Corbino also insists that, while the Italian-UK 
crossrate agreement need not be denounced, the problem should 
be discussed immediately with the UK bilaterally or in the 
International Monetary Fund. In Belgium, as in France, there | 
is still resentment against the UK for the precipitateness 
and extent of the devaluation. -Prices of certain dollar-area 
products have risen slightly in, Belgium but products. from the 
sterling area have shown a declining price movement, In 
Luxembourg the steel industry, which accounts for 90% of the 
country's experts, is pessimistic about. the future as devalua- 
tion was immediately followed by cancellation of outstanding - 
orders by Scandinavian countries. British steel now has a 
competitive advantage in the world market. 


In Switzerland the impact of foreign devaluations will 
fall most heavily on export. trade and tourism. About: one-half 
of Switzerland's foreign trade.is affected, but probably to 
a less degree than at first thought. Although Swiss exports 
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to these countries will be more expensive, imports from the 
same. countries should be proportionately cheaper which may 
reduce Swiss production costs and allow a readjustment of 
export prices. Approximately 80% of all tourists visiting | 
Switzerland come from countries which have devalued and there 
has been some agitation to establish a tourist franc. 


The Greek government has approved a list of 25 import 
items for a subsidy plan to keep commodity prices unchanged. 
The Greek price structure has remained remarkably steady, 
partly as a result of the subsidy measure and partly due to 
the gold policy. In Spain publication early in October of 
new basic exchange rates maintaining the former peseta-dollar 
rate and adjusting. devalued currencies downward confirmed the 
early announcement that the only adjustment at present would 
be within the multiple-rate system. A long list of special 
rates was subsequently announced covering both exports and 
imports. 7 


Devaluation.of. the western German mark took place only 
efter a long dispute between the occupying powers and German 
authorities. The Germans fought stubbornly for a smaller 
devaluation than was considered acceptable by the Allies. - 
The French, particularly, were fearful of the German proposed 
rate as they felt it would place.Germany in a stronger com- 
petitive position. French acceptance of the rate finally 
adopted, which was a greater devaluation than the Germans 

.wanted but less than the French had desired, was conditional 
upon an immediate investigation between German export coal 
and German coal for internal consumption. In Austria we have 
been pressing constantly for devaluation of the shilling to 
bring it in line with other European currencies. The Austrians 
postponed action in the beginning on the claim that it might 
be reflected in the election returns. More recently the — 
aueersen Chancellor has given assurances of immediate action. 


In Ireland prices have not risen much, due to government 
warnings that profiteering would not be tolerated and that 
manufacturers would be expected to refrain from raising prices 
until stocks of material: purchased at pre-devaluation prices 
are exhausted. It is evident that trade dislocation and in- 
creaseS in the cost-of-living will be intensified in the | 
months ahead. Wheat and corn are purchased exclusively in 
the US and, while alternatives to dollar sources are ‘being 
investigated, it is doubtful if they can be located. Most of 
the benefits which Ireland, an importing nation, can derive 
from devaluation will be indirect from possible strengthening 
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of the trade and financial structure of the sterling bloc. 
It is improbable that direct benefits of tourist and export 
receipts will..balance the disadvantages of dislocated trade 
pesserne and increased import costs. 


The Swedish economy, where a erent ‘toward lower prices-. 
existed before devaluation, was well prepared internally to 
face the immediate inflationary pressures of devaluation. 

The government has announced its intention to minimize by: - 
increased ‘subsidies~and reduction: of certain taxes ithe =: 
immediate effect upon:consumer prices of imported coffee, © 
cotton, petroleum and other products. The Swedish economy 
should be able .to:absorb or postpone for several'months the 
initial inflationary impact. For a:longer period, however, 
Sweden will-be largely dependent on price trends’ of world 
trade. It ‘is not clear yet whether Sweden will be able to 
increase exports to hard currency areas. Norway and Denmark 
were less prepared than Sweden to meet devaluation and 
reacted with misgiving and skepticism. 


Middle East The most serious situation that. has arisen 
in the Middle East as a result of devaluation concerns India 
and Pakistan. India followed the UK and devalued its currency 
but Pakistan refused to devalue.- All legal trade between the 
two dominions is at. a standstill. Pakistan is confident it © 
can get along without India, its former principal supplier 
and customer, and: is looking to Japan and Russia to fill the 
trade gaps. Many observers feel Pakistan is over confident | 
and that an all-out economic war with India would be Pakistan's 
suicide. While rumors continue that top-level discussions © 
will be held between the two countries, they. have failed to 
materialize. India, meanwhile, has announced further curbs 
to dollar imports and has also "curtailed soft currency im- 
aubed. eliminating entirely 2ll luxury items. | *-? 


In Egypt it is evident ‘thet prices of all imported goods 
will increase, Readjustment to realistic price’ lévels is com- 
plicated by a glutted market condition: *: Cheap’ sterling goods 
had been imported with complete disregard for the: market. 
Egypt's lack of .diversified export capacity militates against 
immediate improyement in the official dollar resources position 
and presages no relaxation of the offietel dollar ‘import 3 
licensing policy. with its restriction to essentials. Lebanon 
is experiencing increased difficulty in exporting its crop ia 
surplus because.of the devaluation of neiggboring co itries. | 
Ethiopia, which has refused: to devalue, is having little suc-. 
cess with its currency control program. Rumors’ persist that — 
devaluation of the afghani will take place shortly. 


South 
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South Ainise Devaluation will have, temporarily, a 
revitalizing effect on the economy of: the. Union of South 
Africa. The low-ebb of the gavernment's financial position 
will be improved, by-.increased taxes from.the gold mining 
industry and by the stimulation to industries and services 
relating to gold mining. Inflow of foreign capital should 
increase and export trade may be stimulated toa limited 
extent. However, unless; there is a marked diversion of 
purchases from the. hard currency to the sterling area an 
increase in living costs will offset howe temporary favorable 
Covelopments. ee | 


Latin America On October L ieee devalued the peso 
in terms of both dollars and pounds sterling. . No single per- 


centage of devaluation was set in relation, to either the 
dollar or sterling, but new multiple-rate schedules were 
announced, with a separate set for imports and exports. In- 
ternal effects of the devaluation are not yet noticeable and 
it is probable some weeks or months.will elapse before trends 
become apparent. A protracted delay is also expected before 
Anglo-Argentine trade relations became clarified. 


. After considerable delay, the Bank of Brazil posted new 
exchange rates in cruzeiros for the devalued foreign curren- 
cies, thus halting speculation concerning possibility of an 
immediate cruzeiro devaluation. Little effect is anticipated 
with respect to imporis, since these were already subject to 
controls which had been diverting purchases. from hard tc soft 
currency areas. R=‘tiabie sources report: that discussions are 
now taking. place cuace*ning the extent and method of devaluing 
the Chilean peso. Preiiminary studies had previously been 
completed on exchange rate adjustments necessitated by the 
devaluation of other currencies and the decline in copper 
prices. Although. the Chilean government is anxious to con- 
form to US and Fund suggestions for simplifying its multiple 
exchange-rate structure, there is no indication that it 
seriously considers abandoning its present type of exchange 
control system. For some months the Chilean Foreign Trade 
Council has encouraged and frequently in practice has forced 
importers to divert orders from the US to European countries. 


Latest word from Quito is that, although it has been 
announced semi-officially that exporters are to receive sub- 
sidies as an alternative to sucre devaluation, well informed 
Opinion forecasts devaluation as inevitable. No change is 
yet apparent in the pattern of Ecuadoran import requests 
since devaluation, but it is expected English suppliers will 
be sought to replace US suppliers. The Uruguayan government 
is determined for the present not to devalue the peso. New 
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exchange rates were announced on October 4 with the bulk 
continuing at the former rates and a devalued export rate 
applying principally to leather, textile and pork industries 
which are encountering major difficulties in the export field. 
Because of Uruguayan shortage of dollars for some months | 
prior to devaluation, there had been a tendency to divert 
trade to soft currency areas. If Uruguayan exports to the 
US, prineipally wool, continue favorable and dollars are thus 
available, it is believed that further diversion of imports 
from the US will be slight. There is no evidence yet that 
Paraguay is placing orders with countries which have devalued 
instead of with the US. For the first time since the end of 
July the Bank of Mexico has been forced to sell dollars in 
the exchange market to maintain the value of the peso which 
indicates an increasing lack of confidence in the exchange 
rate and mistrust of the government's assurances that no 
further devaluation is contemplated. 


Canada The Canadian economy is beginning to feel the 
impact of the devaluations, but it is still too early to 
assess ultimate results. Devaluation of sterling is reflected 
in reduced quotations for British automobiles and machinery 
and sales are expanded which will adversely affect the sales 
of Canadian and American-made automobiles. Canadian sales of 
newsprint to the US are unaffected, but some contraction in 
shipments to other markets is expected. Increased sales of 
lumber to the US seem likely and are expected to offset the 
anticipated loss of sales in other areas. The Canadian tex- 
tile industry is likely to be the most seriously affected and 
organized labor is calling for an investigation of the effect 
of devaluation and foreign competition in that field. Indica- 
tions are that the Canadian cost-of-living will show an upward 
trend in the near future as a result of devaluation, since 
the increase in the price of US goods end services will more 
than offset price. reductions on imports from other areas... 
However, public reaction has been gene~ally fevorable and the 
prevalent feeling is that the Canadian dollar is now more . 
realistically valued. are 
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US PRESSES FOR CONCERTED At the meeting of west European 
ACTION ON “ON TRADE | CONTROLS countries to be held November 14 in 
Paris on east-west trade controls, 
the US will press for concerted action on the control of ex- 
ports to the USSR and satellites, seeking the broadest-agree- 
ment possible on a uniform 1-A (prohibited) list. We-also - 
hope that the meeting will provide a basis for establishing: 
a relatively permanent consultative intergovernmental group” 
in which control prohlems such as transshipment, the limita- 
tion of 1-B (restricted) ‘items, and Finnish and "Yugoslav 
policies. could be reviewed. - ed 








Negotiations thus far nave sete in , aati ‘beihe - 
reached with Italy, Austria and Norway for embargo action 
parallél to ours for all iters on the US 1-A list.-~ Denmark 
has agreed to control the full 1-A list-with‘a’ few: ‘exceptions, 
notably marine engines end certain machine tools..-The’ UK has 
agreed to eontrol: all items on the 1-A list, except sone 30- 
_, odd items’ whieh have been’ the subject of discussion: between’ 
“Brittsh | and US technicians and of subsequent reconsideration 
‘within the US government. (See page 1; ‘September 12; 1949. 


.., Lssue of Current Economic Develorments.).. _The French’ have 





agr eed toa ¢ ‘a degree of control which is not. quite ‘so extensive 
as the’ British, but have recently joined: with: the British‘ in 


” @ so-called Anglo-French. list, which if mede effective would 





apparently bring French contr ol: up to approximately the same 
' level as that currently in effect in the UK. - Belgium and: the 
: Netherlands: “although agreeing with the principle of control, 
have thus far not’ given evidence of plecing comprehensive 1-4 
controls in effect. In recent technical discussions, however, 
there has been some evidence of Belgian-and. Dutch willingness 
to adopt controls: equivalent to the British and French if the 
other key countries do likewise. Agreement nas finally been 
reeched with the UK end Frence on instructions to the Western 
German authorities which will assure control’ over. exports: of 
all items on the 1-4 end 1-5 lists. =e. 


Greece, Turkey, zee stand, Portugal ond Teeland ‘presext no 
problem since’ wneir trade does not include 1-4 ‘tems. Sweden 
and Switzerland ‘have stated tnat “they expect to control their 
own trade with the Soviet bloe with security cojectives in 
mind, but will do go autcnomously. In acdition, it may be 
noted thet Canada has fully adopted ‘our policies end practices 
concerning trede with the Soviet bloc. | 


Our objective in connection with the 1-B List has beeri 
to obtain information frenx other countries concerning the - 
nature and extent of 1-3 shipments to the Soviet bloc. Full 
information is received from Creat Britein and Italy, end will 
be available from Germany. Western European countries have 
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also sought to linit the amounts of 1-B goods included in 
bilateral trade agreecents with Soviet-controlled areas. 
There are a few 1-B items which we think mayibe reaching the 
Soviet bloc in excessive quantities, We are- anxious to deve 
a cooperative approach to the-limitation of such shipments, 


but it is not possible to do this until the 1-4 chenees is 
settled. 


The modifications of our own export ila tai are 
applicable to Finlarmd and Yugoslavia are well known to the 


western European countries and Canada, and they sweeEe simi 
policies. 


—- = _- —a- 


/Here follow seven lines on Sweden and Switzerland. 7 


Extension of US Export Controls In order to apply effe 
controls over selected exports to China and related areas, 
further prevent transshipments to the Soviet orbit, and gene 
ally increase the effectiveness of controls over items of hi 
security value, export controls which for some time have bee 
applicable to Europe, including the USSR, Turkey, and part o 
North 4frica, were extended last week by the US to all desti 
nations except Cenade. (See page 1, October 31, 1949 issue 
of Current Economic Developrents.) Controls are being pro- 
gressively elimineted on items in free supply and of low 





security importance. 


Handling in NAT Frenework enceaenns Ambessador Harrir 
has recommended strongly anda the Economic Cooperetion Admini 
tration has endorsed the idea that joint control policy shov 
be developed within the framework of the North Atlantic Tree 
or of the Militery Assistance Program. We have explored in- 
forrally the possibility of making maximum use of the commor 
security objective of the North Atlantic Treaty with several] 
treety signatories, but thus far’ it has not met with very 





| enthusiastic response, primarily because of the fear of over 


formalization end possible publicity. We have, however, str 
our interest in the export control problem in a recent meet: 
of the intergovernmental working group of the North Atlantic 
Treaty and esked the representetives to reise with their gc 
ments the question of how this problem of common interest © 
all pect members can best be handled, 


~ * * 
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OEEC MOVES TO CUT DOWN The OEEC Council last week "adopted 
RESTRICTIONS ON IMPORTS the objective" of ERP countries re- 

| moving quantitative restrictions be- 
fore December 15 on at least 50% of the total imports on 
private account from the other member countries, The 50% 
ratio is to be achieved not only for private imports as a 
whole but also separately for food and feed-stuffs, raw mate- 
rials, and manufactured goods. The resolution committed all 
the participating governments except Denmark and Sweden, 
whose delegates accepted only on an ad referendum basis with 
definitive replies to be made by November 15. The decision 
is qualified, however, by a proviso that if a member country 
feels unable, in the light of its economic and financial situa- 
tion, to implement this decision fully, it shall report its 
reasons to the organization by December 15. 


Other OEEC Decisions Imports by monopolies under govern- 
ment control are to be in accordance with the State Trading 
section of chapter IV of the ITC Charter. The resolution 
also provides that if a country substitutes high tariffs for 
import quotas, the other countries can protest to OEEC to 
determine whether the goods affected should properlv be counted 
toward the 50% proportion described. Member countries are to 
report by December 15 what they can do to relax controls on 
invisible trade, including tourism and emigrant remittances. 
By the end of January the Council is to decide what further 
steps can be made to reduce trade barriers. 


It was also-decided that the area of transferability of 
currencies among the member countries is to be widened when 
the payments accord is revised next year. Council approval 
was given to regionel groupings for closer economic and mone- 
tary association, such as the proposed Franco-Italian-Benelux 
scheme, if they are compatible with the wider possibilities 
that may be offered by collective action of e11 member coun- 
tries. Such plans for closer economic arrangements are to be 
reported to OEEC not leter than December 15. The OEEC Execu- 
tive Committee was asked to meke a report on ways to eliminate 
dual pricing on export products and to study further ways to 
absorb surplus menpower in certain countries. 


The EEC formally recognized the need for creating a 
"Single large market in Europe in which goods and services 
could move freely." This was in the preamble of the resolu- 
tions, but the statement wes weakened by ean added peragraph 
stating that, although the problem is recognized as urgent, 
further progress would heve to be by stages whether for the 
member countries as a whole or for regional groups. 


Hoffman's 
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Hoffman's Speech The Council action was in response to 
ECA Administrator Hoffman's request.that the group draw up, by 
early next year, a-program for economic integration. Hoffman's 
views had: been awaited in Europe with some fear that he might 
ask greater steps toward currency. convertibility than would be 
politically possible in some countries or that he would upbraid 
OEEC members for failing to move quickly to economic unity. 
The reaction to his speech was generally very favorable. He 
complimented ‘the countries on the progress they had made and 
on the steps already taken but he said there was much more to 
be done and urged that it be done Quickly. He suggested 
several fundamental requirements in the pregzam to build a more 
dynamic, expanding economy through integration of western 
Europe. These included coordination of national fiscal and 
monetary policies;. means for adjusting exchange rates as an 
alternative to: currency | controls; methods for cushioning econo- 
mies against the initial effects of exchange rote adjustments; 
and the abolition of. conflicting Commerc 16y policies and | 
practices.. ‘- 





The OERC  wesedesion which . resulted is only a sven toward 
the bold action Hoffman recommended. After it was passed the 
chairman called on Hoffman for a statemerit and the ECA Adminis- 
trator emphasized the importance of action as compared with 
words, the urgency of such action, and: basic US interest in a 
strong. prosperous Europe with free institutions. 


_ Views of Different Countries A ‘report of an OEEC central 
group reviewing the trade ifdevalizettcn maastircw of tiie Various 
countries showed that about 30% of .the total trade between OEEC 
participants has been freed from quota. restrictions. It 
stated that most countries had limited their lists: to be freed. 
from quota restrictions to those commodities in which domestic 
producers would suffer least from free | ‘trade with other parti- 
cipating countries and concluded by saying that 56% of trade. 
could be liberalized without appreciably inereasing competition 
for domestic producers and that 89% of imports must be freed 
if full RENGENAQOS of liberalization are to be obtained. 





' -The 506 proposal was based on a plan ‘submitted ‘by the 
British, who were more or less on ‘the defensive at the session 
as 2 result of their independent move on devaluation and a 
growing feeling in Europe that the UK is not prepared to co- 
operate closely with the Continent. . Cripps made it clear that 
ee, in could not integrate her ecofiomy with Europe in such 2 

anner that it would prejudice her responsibilities with the 
Commonweal th and the sterling area. However, he declared that 
Britain regarded herself as bound up with western Europe econo- 
mically, strategically, politically and culturally. Cripps 


approved 
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approved the formation of regional areas of free. trade. which 
Britain could not enter but pointed out that the slow progress 
toward customs: unions. showed how difficult it is ‘to work out 
practical solutions. In the meeting of the Consultative Group 
of Ministers, when the UK suggested OEEC 2pprove ‘regional ‘bloc 
moves if they benefitted the: whole group,':the French warned 
against "transferring responsibility" for: integration by that 
method, pointing out that the French viewed regional groups 
simply 2s a more expeditious approach to the problem of = 
liberalization but thought that parallel measures by the whole 
organization must be taken. The French press has been some- 
what critical of the liberalization scheme, pointing out that 
to be significant measures are called for in the financial 

and monetary field and that French proposals bear essentially 
on payments questions while the British proposals put the 
emphasis on trade. The French press charges, as does the 
Danish press, that the 50% proposal will not affect the 
British as much as other OEEC countries because of its 

greater percentage of government trading and because 80 

much British trade is not with OEEC countries. 


Since the OEEC session, the Italian'Prime Minister has 
told the ECA mission that, while Italy will. find it ‘difficult 
to put the 50% paar into ‘effect immediately, it can be done 
gradually. 1% 8 


Portugal, while eaveeine in substance to Hoffman' s 
views, expressed the belief that a gradual approach is 
necessary and said "realities" must be borne in mind. The Dutch 
representatives thought a study should be made of a cushion to 
offset disturbances which might arise. The Netherlands govern- 
ment has stated that it anticipates no difficulty in complying 
with the 50% proposal, but it depends upon what other countries 
do. They are particularly concerned about the Scandinavian 
countries. The Irish representative stated he felt OEEC had 
failed to.come adequately to grips with either the dollar 
problem or with European cooperation and accepted the Grepeeace 
as only very small steps in the right direction. °: 


Meanwhile, the: OEEC Trade Committee working party has re- 
sumed discussions on. consideration of global quotas as a step 
toward trade liberalization. A number of problems have arisen 
in this regard, many of them relating to the OEEC decision to 
free 50% of imports and it appears that there is now a dead- 
lock over the admissibility of global quotas as a step toward 
trade liberalization. There is agreement, however, that it 
shouldn't be counted as part of the 50% measure. 


* * + 
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US POSITION REACHED ON -A US position has been reached by 
_ STERLING Oil PROBLEM the agencies concerned'on the sterling 


oil problem which is designed both to 
relieve the dollar drain on the British and to protect US 
national interests. The position calls for US government dis- 
cussions with the British, in which we will point out our con- 
cern with both the dollar drain on the UK and the displacement 
of dollar oil by sterling oil.in non-sterling countries. We 
will suggest that we favor the British government negotiating 
arrangements with the US oil companies concerned under which 
the latter would be permitted to sell their products for 
sterling in certain countries without creating a substantially 
greater dollar drain than would be the case if British companies 
supplied- the US share of these markets. The US oil companies 
would agree to use as ‘much as possible of such sterling re- 
ceipts to meet their operating costs and expenditures and to 
request convertibility only to approximately the extent which 
would be required by British companies in furnishing similar 
supplies. <Any remaining sterling receipts would be accumulated 
in an inconvertible account which should not be permitted to 
reach any substantial proportions and would be subject to re- 
view.and discussion by the companies and the British govern- 
ment... If the British government responds favorably to the 
foregoing proposal, the US government will be inclined to 
consider favorably the British government's proposition, if 
made, to substitute a current surplus of sterling refined 
products for programmed imports of dollar oil into the sterling 
area in fiscal; 1950. . At the moment the latter seems to be the 
principal: @ritish suggestion for a substantial dollar saving 
On.oil.account. We will express our hope that the British 


. government can work out. satisfactory arrangements with the 


companies and state that if they eannot we will wish to have 
further talks in order to protect the legitimate interests 
concerned. If arrangements eannot be worked out whereby US- 
controlled companies are permitted to sell their products for 
sterling, we will request the British, with respect to non- 
. OEEC countries, either to eliminate purchases of dollar oil 
for sale against sterling or alternatively to resell such oil 
for dollars rather than for sterling. 


The sterling ‘oil problem has been causing US concern for 
some time as the acute world dollar shortage revealed a strong 
possibility of serious displacement of American oil output 
abroad by sterling‘oil. (See aus 3, May 2, 1949 issue of 
Current Economic Developments. t the seme time we are 
deeply concerned over the British y BR situation and are 
fully aware that the operations of US oil companies abroad 
create a serious dollar drain on the UK. At the September 


JS- 
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US-UK-Canadian discussions it was agreed that a joint study 
should be made of the sterling oil problem. . Meetings for 
that' purpose have resulted in US-UK agreement that the dollar 
drain on petroleum account amounted to approximately $694 
million in 1948 and is expected to amount to $630 million 


in 1953. 


Di sub stone with Oil Companies After reaching a rn 
tion, we discussed the problem with the US oil companies 


having’ substaritial overseas investments and urged them to make 
arrangements’ With the British government along the. lines set 
forth above. We assured them of our position that. continued 
substantial ovérséas production of petroleum by US-controiled 
companies is in the national interest and that it is our 
policy to encourage the development of a free competitive 
international petroleum industry. At the. same time we empha- 
sized the seriousness of the British financial situation, 

our iriterest in British recovery, and the urgency of the — 
‘companies taking all appropriate measures to:reduce their 
dollar costs and disbursements which result in‘a drain on the 
UK. While it is necessary that agreement be reached between 
the UK government and the companies, it is not considered | 
desirable that the US government become ‘involved an the 
negotiations between then. 


SECRET 
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COMMERCIAL TREATY “Con tainutine progress is —— made in -our 
PROGRAM REVIEWED ‘commercial treaty program, both in the 
-.- negotiatfons with specific countries and 
in improving the bdsic draft, principally with ae ot to 
the more technical features of: investment. (See p 
May 2, 1949 issue of Currerit Economic D Develomments.) W Within 
the past six months proposals for the negotiation of treaties 
of friendship, commerce, and navigation have been made to 
Greece and Peru; arrangements have been made for instituting 
treaty projects with Denmark, Paraguay, Portugal, and Syria 
as soon as circumstances in those countries permit; and sub- 
stantial further progress has been made in the current nego- 
tiations with France, India, Ireland, Lebanon, and Uruguay. 
In addition, other countries are studying draft treaties 
which we have Cums tHSS to them. 


par 
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National Treatment Remains Problem The main negotiating 
problem continues to be the reluctance of many foreign coun- 


tries to grant national treatment for a wide variety of econo- 
mic activities. In a number of cases these countries desire 
to screen foreign investments, permitting the establishment 
of only the enterprises they deem beneficial. In more extreme 
cases, foreign countries wish to retain the right, subsequent 
to screening, to regulate the operations of legitimately 
established enterprises on a discriminatory. basis. In any 
event, once screening has occurred, it appears difficult to 
avoid some measure of subsequent control at variance with 

the general rule of national treatment. In addition, the 
cOllateral problems of expropriation and exchange control 
have continued to present a substantial negotiating difficulty. 


European Negotiations Negotiations with the Benelux, 
originally scheduled for. August but postponed at the request 
of the Dutch, will probably begin the end of November. Both 
the Belgians and the Dutch are definitely interested in con- 
cluding a treaty with the US, but postponement has been neces- 
sary because of difficulties in completing arrangements for 
the Benelux union and pending settlement of the Dutch-Indonesian 
problem. The impasse which had developed in the French nego- 
tiations over the investment issue was apparently resolved 
by a mutually agreeable formula on screening which was worked 
out with Foreign Minister Schuman when he was in Washington 
last September and it is expected that negotiations may be 
concluded in the near future. The suggested settlement of 
the investment question calls for a special protocol permit- 
ting the French to screen American investments on balance-of- 
payments grounds. This reservation would be transitional in 
character, terminable when balance-cf-payments difficulties 
are past, and applicable only to the entry of capital; and, 
once admitted, American, business enterprises would receive 
full national treetment. The treaty negotiated with Ireland 
is now before the Irish Cabinet for approval, and Legation 
Dublin is optimistic about prospects for signature within 
the near future. The Greeks have shown definite interest 
in the draft presented them last August, and it is hoped 
negotiations may begin. very soon. It was planned to present 
a draft treaty to Portugal last spring but in view of the un- 
favorable atmosyhere resulting from the reduction in ECA funds 
for Portugal, presentation was withheld. Now, however, since 
Portugal's financial position has improved cs a result of OEEC 
allocations, the draft will probably be formally presented soon. 


Negotiations with Americen Republics The FCN treaty 
negotiated with Uruguay has been under final consideration by 


the Uruguayan Council of Ministers for some months, but ap- 
proval has been delayed, chiefly because of objections raised 
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by the Bank of the Republic to the exchange control provisions. 
The Benk wishes to add a pretocol provision reserving the 
right for Uruguay to discriminate against the US and in favor 
of third countries with respect to the issuance of import 
permits and the remittance of earnings when Uruguay possesses 
balance of currencies of such third countries and the free 
convertibility of currencies has not been re-established, | 

We have proposed certain adjustments in the exchange control 
provisions which it appears Uruguay may accept, making early 
signature of the treaty possible. although Brazil has. not 
replied to our suggestion that we begin commercial treaty 
discussions on the basis of a draft submitted last June, 

there is evidence that, in contrast to the rather indifferent 
attitude displayed toward the draft treaty presented in 1946, 
the new draft is receiving active consideration. Brazil is 
known to be interested in the Point Four program and in jcint 
action to stimulate the flow of privete capital there. It 

may be possible to conclude a treaty with Brazil provided 
satisfactory arrangements can be worked out with respect to 

a double tax convention and with respect to their proposal 

for a joint guarantee fund. Chilean interest in negotiating 
an FCN treaty with us is questionable. During exploratory 
conversations last spring, the Chileans were unsympathetic 

to the idea. Recently, however, there have been some indi- 
cations of interest in the Point Four program, which may. mean 
that' some change may be made with respect to treaty commitments. 
Colombia has indicated that the treaty provisions are acceptable 
in principle but is delaying actual discussions until we can 
take definite action with respect to the negotiation of a 
double-'tax convention. Ouba apparently wishes to make the 
conclusion of. a ‘treaty contingent upon incorporation of a 
provision which would stabilize the market for Cuban sugar 

in’ the US, probably in the: form of a commitment not to reduce 
the present Cuban percentage participation in the US domestic 
“sugar quota. Copies of the new standard draft have been 
furnished Peru, where it is believed to be under study, although 
there has been no indication from that government as to open- 
ing negotiations. fae | a 





Negotiations with Other Countries The. most recent version 
of the standard draft has been given Egypt as a possible re- 
placement for the draft presented in 1946 and is currently 
under study. Meanwhile, Egypt has made its long-promised 
counter proposal to the 1946 dreft. As anticipated, this 
counter proposal is limited to a draft establishment conven- 
tion, the provisions of which seem generally inadequate, con- 
sisting mainly of most-favored-nation guarantees. We are now 
considering possible methods of obtaining Egyptian acceptance 
of a more satisfactory basis for negotiation. 


The 
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The special conditions which precluded Afghan acceptance 
of the standard FCN draft have been discussed with an Afghan 
cfficial, and a simplified draft prepared as a possible basis 
for negotiations is now under consideration in the Department. 
The new draft is designed to afford a substantial measure of 
protection to American nationals and enterprises in Afghanistan, 
while avoiding provisions likely to occaston embarrassing de- 
mands on Afghanistan by the Soviet Union, India, and other 
neighboring countries. In general, this draft is also designed 
to be readily adaptable to use in connection with other coun- 
tries in a rudimentary stage of political and economic develop- 
ment. , 


Following an extended period of preliminary conversations 
between the Embassy at New Delhi and the Indian Minister of 
External Affairs, formal discussions were held at New Delhi 
during August and September. While substantial progress was 
made, these discussions raised the possibility of a serious 
divergence of views over the investment issue, as the Indians 
not only wish to reserve the right to subject American invest- 
ments to extensive screening but also seek to continue dis- 
criminatory measures against American business enterprises 
after they become established in India. In addition, a 
number of secondary issues have been raised, principally in 
connection with exchange control, expropriaticn, and terri- 
torial preferences. Consideration is currently being given 
to the desirability of making a concession on screening and 
to the advisability of postponing further discussions for 
several months since there is a2 reasonable possibility that 
a more favorable attitude toward the main negotiating issues 
may develop within the Indian government in the near future. 
Informal conversations with Pakistan officials last August 
disclosed no serious objections to the draft of a treaty 
which is currently under study by that government. Agreement 
has been reached with Lebanon for the substitution of a new 
text, conforming with the revised basic draft, for the treaty 
text negotiated in 1947, so that early signature may b?2 possible. 


The Department has not been disposed to press the Philip- 
pine government for high-level political decisions on the 
critical issues which led to the suspension of these negotia- 
tions last year, until after the coming presidential elections. 
Recent reports from Manila indicate, however, that the Philip- 
pine government has been giving ser ious study to these issues, 
has apparently reconsidered its stand upon a number of then, 
and yA ee resumption of the maqessatsens in the relatively 
near future. 


INDONESIA'S 
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INDONESIA'S NEED FOR With the successful conclusion of the 
EXTERNAL AID EXTERNAL AID EXAMINED round table conference between the 

Netherlands and Indonesia, the needs 
of the new republic for external financial assistance are 
being examined. Despite Dutch compromises on the financial 
and economic aspects of the agreements, the United States of 
Indonesia (USI) is expected to need considerable outside aid 
during the next few years. Resumption of ECA aid to Inio- 
nesia has already been announced, and consideration is being 
given to the possibility of Eximbank credits and technical 
assistance through such organizations as the International 
Monetary Fund. 


Financial and Economic Provisions of the Settlement 
Under the Dutch-Indonesian settlement, the USI assumed 1.6 
billion guilders (about $416 million) of the 3.6 billion 
guilder external debt of the old Netherlands East Indies 
government. The Indonesians are also faced with a 3 billion 
guilder floating internal indebtedness. The external obliga- 
tions assumed by Indonesia include 900 million guilders of 
prewar debt to the Netherlands, 400 million guilders of third 
country debt to the US, Australia and Canada, and 300 million 
guilders for other small items. It does not, however, include 
the debt related to Dutch military operations in Indonesia. 
The Indonesians also assumed the trade arrangements entered 
into on their behalf by the Netherlands and agreed to respect, 
on the current non-ciscriminatory basis, the present interests 
of Dutch and other concessionaires in Indonesia. The Dutch 
suggestions for debt service guarantees from Indonesia's 
exports and control of its monetery and banking system were 
rejected in the settlement. The Indonesians therefore main- 
tain final and complete authority over their economic and 
financial policy, subject to consultations with the Dutch 
on certain subjects. The settlement also provides that, 
unless otherwise agreed, the Netherlands and the USI shall 
each bear one-half of the expenses of the Union. 


Resumption of ECA Aid HCA has announced the immediate 
resumption of aid to Indonesia, thereby making about $40 
million available for the period until January 1, 1950, when 
Indonesia will become a sovereign Asiatic nation "and ther e- 
fore will be ineligible for ECA aid. Of this amount, about 

2 million will be offered on a loan basis and the remainder 
in the form cf grants. The funds will be used to finance 
purchases of foodstuffs and other urgently needed consumer 
goods principally in the US and of textiles in Japan and the 
US. As was the case during the first phase of ECA aid to 
Indonesia, the allocations will be made to the Netherlands 
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on behalf of Indonesia, and arrangements will be made sub- 
sequently for the USI to assume any obligations attached 
thereto. With the outbreak of hostilities between the Dutch 
and Indonesians. the ECA suspended its aid to Indonesia last 
December on the grounds that conditions were too unsettled 
for such aid to be effective. Up to that time, ECA had ex- 
Fenced about $60 millionfor Indonesia, chiefly for textiles 
and other incentive goods to revive the output of raw 
materials needed in western Europe. 


. Other Possible Sources of Assistance to Indonesia At 
our suggestion, the US rey representative on on the UN Commission 
for Indonesia has already alerted Indonesian and Netherlands 
officials to the desirability of entering into economic dis- 
cussions with us as soon as possible, if the US is planning 
to seek technical assistance or loans from the US. The 
Republican Premier has indicated that the Indonesian repre- 
sentative abroad, who is proceeding tc the US after the 
conference, will be competent to enter into such discussions. 
After the Japanese surrender, the Eximbank earmarked $100 
million for loans to Indonesia to be granted when conditions 
became sufficiently stable. The earmarking lapsed during 
the Dutch-Indonesian hostilities, but the Eximbank might be 
willing to consider a new application from the Indonesians 
on similar terms, requiring the Department's assurances as 
to the present stability of the USI and the submission of 
applications on a project basis. 





Although Indonesia is not yet a member of the International 
Bank and Monetary Fund and is, therefore, ineligible for Bank 
loans, it has been suggested that a Fund mission to Indonesia 
might be extremely helpful to the government in connection 
with the monetary and currency reforms which must be under- 
taken in the neer future. The Indonesian Premier is favorable 
to the idea, but would prefer that such a mission proceed to 
Indonesia after the transfer of sovereignty. He feels that, 
since all available informetion is alreedy in the hands of 
Dutch and Indonesian officials, no survey trip is immediately 
necessary. Moreover, Indonesian officials will be tzemendously 
Occupied until the end of.the year in prepering for the trans- 
fer and in setting up the new government. Meanwhile, we hope 
that Indonesia will become a member of the United Nations as 
soon as possible, end we will support Indonesian applsea tien 
to join the Bank "ond Fund, _ 


* * * 
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POWERS DENO Following a Belgrade press statement 
LO concerning a recent meeting at: Galatz, 
Rumania to set-up a new: Danube Commis- 
sion, the US, UK and France on November 15 will deliver parallel 
notes to the six east European signatories of the Belgrade 
Convention, excluding the. Ukraine. The notes state that we | 
do not recognize the convention signed at Belgrade in August 
1948 nor do we recognize the jurisdiction of any new commission 
created under its terms over any part of the Danube River. 
Until such time as the states interested in the Danube as an 
international waterway agree upon a new convention which effec- 
tively promotes non-discriminatory constructive utilization 
of the Danube, we consider the.1921 Convention to be in force 
for the entire Danube River. Copies of -the notes are being 
forwarded to the Secretary-General of the UN to establish a 
basis for possible UN action at a later date. The Italians, 
Greeks, Belgians and Austrians, as signatories of the 1921 
Convention, have been informed of our action and invited to 
take such steps as they deem necessary to protect their interests. 





The Danube Convention, which was railroaded through by 
the Soviet bloc at Belgrade last year, required the convening 
of the new commission within six months of the coming into | 
force of the convention--which would be November 14. In the 
absence of any formal announcement of the formation of a new 
Danube Commission, our notes refer to the Galctz meeting, re- 
portedly held for that purpose. No distinction was made for 
Yugoslavia in these notes, since up to the present we have no. 
evidence of deviation by it from the other signatories on the 
formation of a Danube Commission. | 


+. «=  * 


-YUGOSLAV AVIATION US-Yugoslav negotiations for reciprocal 
C CE exchange of civil aviation rights have 
_ been under way this past week. Discus- 
sions are progressing in a friendly atmosphere and clearly 
indicate Yugoslav desire to establish links with the world 
outside the Soviet orbit and reflect a realistic appraisal 
of their own limitations in spite of their ambitious plans. 
They have agreed in principle to the conclusion of interim 
arrangements, through an exchange of notes, pending negotia- 
tion of a formal air transport agreement and have expressed 
the intention of approaching the British and French when 
arrangements are concluded with the US. 
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The Yugoslavs appear willimg to grant full fifth freedom 
traffic rigkts to a US carrier at Belgrade in exchange for 
overflight &nd tecknical stops in US occupition zones of Austria 
and Germany and traffic rights at one point in Austria and two 
points in Germany. The Yugoslavs also have indicated they want 
agreement in principle for ultimate pperaticns to New York, 
While this proposal, in our view, ig beyond the scope”of our . 
present discussions, efforts migkt be made to work out an arrange- 
ment sufficiently bProed to satisfy Yugoslavia's practical needs 
in the foreseeable future, whick could be broadened. gradually 
if and when experience shows the necessity therefor. This would 
allow for later consideration of a route beyond Germany which 
might satisfy Yugoslav prestige comsiderations and at the- same 
time would avoid the necessity of making a definitive answer at 
this time concerning rights in US territory proper. : 


The Rritish and Frenck are being kept informed of these 
negotiations, which follow the line of our recently softened 
aviation policy toward Yugoslavia. In view of the fact that 
civil aviation rights in Germany are of concern to the Allied 
High Cammissioners, British amd French concurrence with our plan 
of action in utilizing zonal rights within the terms of the 
arrangement has been requested. 


* * * 


NAC RECOMMENDATIONS ON ‘The National Advisory Council has 
O j= 50. concurred in the view of the. Economic 





Cooperation Administration that, for 
planning purposes, ECA should assume that a total of $150 mil- 
lion of loans will be extended in 1944-50. These will he to 
countries whick emerged from the war with their economies re- 
latively umimprired and to which aid is extended to permit 
them to carry out programs and projects designed to develop, 
rather than to restore, their economic condition and direct. 
dollar earning ability. The NAC recommends loan allocations ~ 
in the rollowing approximate amounts: Iceland, $2 million; 
Ireland, $41.9 million; Portugal, $27.5 million; and Turkey, 
$35 million. Special considerations have been raised in the 
cases of all four countries for extending some portion of 
their dollar aid in direct grants. These considerations are 
political in the case of Iceland, where 2 grant of $5 million 
is envisaged. The heavy military burden reldtive to.national 
income in Turkey is regarded as a kasis for some Airect dollar 
grants and thinking is tkat this should be in the amount of 


$16 


DECLASSIFIED FOR PUBLICATION IN FOREIGN 
RELATIONS OF THE UNITED STATES 














SaCms: BEST COPY AVAILABLE 
-3- 


$16 million. There is a feeling that a token grant of $3 
million to Ireland and to Portugal would be appropriate. 
If the latter two countries are not allocated grants, the 
NAC recommends that their loan allocations be increased by 
$3 million each. 


It is understoad that ECA will, after it has completed 
its review of the country programs, consult again with the 
Council on the exact amount of the four loans and on the 
portion of the $150 million not covered by the allocation 
indicated above. 


In view of the substantial C@ngressional cut in ECA's 
aid request for this year, ECA believes utilization of the 
full amount authorized by Congress ($3,628 million of eppro- 
priated funds plus $150 million of public-debt funds) is 
required for the success of the program. While ECA does not 
believe that loans: should necessarily be confined to these 
four countries, it does not wish to place an “undue burden: - 
on the repayment capacity of ERP countries, and therefore, 
does not believe that loans should be extended out of appro- 
priated funds in addition to the $150 million made available 
out of the public-debt transaction. Last January the NAc, 
in view of the need to conserve Europe's borrowing capacity 
to meet requirements in the post-BRP period, expressed the 
view that assistance required for the second year of ERP 
should be extended on a grant basis but that the Administrator 
could seek discretionary authority to extend assistance either 
as loans or grants on the understanding that the amount of 
loans be held to a minimum to those few countries whose 
economies were relatively unimpaired by the war. While Sweden 
did not suffer serious economic dislocation as a result of 
the war, no loan allocation is made to that country as its 
entire allotment for 1949-50 consists of conditional aid. 
If the amount of drawing rights which Sweden is scheduled 
to extend to other ERP countries should be reduced without 
a corresponding reduction in its gross dollar aid, ECA be- 
lieves the excess of dollar aid over the drawing rights | 
extended should take the form of a dollar loan to Sweden. 


US 
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US OPPOSES INTERNATIONAL At the Food and Agriculture 
COROT SY Vueenree Seer Organization Council session 
beginning November 14, current _ 
plans are that the US will go.on record a&‘opposing the es- | 
tablishment: of..an international commodity clearing house (Iecr). 
(See page 8, October 17, 1949 issue of Current Economic . 
Developments) . We believe the ICCH plan has inherent and 
basic defects and would not serve a useful puypope as an —— 
international financial mechanism for the solution of the ~- 
surplus problem, Among its major defects would be the effect 
it would have in. building up inconvertible:currencies burden-° 
ing the future balance- of-payments of countries receiving the 
Surpluses. While we are unable to support the adoption of 
the ICCH, we plan -to state that we welcome the initiative of 
the FAQ.in:seeking to solve the surplus problem and that we 
believe RAO-is active and consultation should be- evel ladie 
to member. “countries in carrying out surplus” ‘programs. 








Problem of US .Surpluses The US anticipates that a substan- 
tial volume of agricultural commodities may come into existence 
in the relatively near future over and above the amounts which 
can be moved through normal commercial channels. While unable 
at this. time to present a constructive answer to this problem, 
we will inform the FAO that we are giving it urgent attention’ 
and study with a view. to weeneng out a preetiesose solution | 
as soon as possible. ~ 





It is estimated that by the end of. ‘the 1950 crop year 
the Commodity Credit Corporation will have accumulated agri- — 
cultural surpluses, above and beyond normal carry-overs, 
equal to about $1,700,000,000. .The commodities involved 
include cotton, wheat, oils and. pilseeds, tobacco, corn, rice 
and a substantial number: of other commodities. These commod- 
ities will have. been already paid for by the American tax- 
payer. They will not be marketable in the US because domestic. 
sales would undercut the price supports which are primarily 
responsible for the initial aceumulation of the surpluses. _ 
At the same time, there are many foreign countries which | . 
could use these surplus commodities but are unable to purchase 
them because of the scarcity of dollar exchange. : 


Department Thinking on Surplus Disposal The Department 
has opposed the ICCH proposal on the grounds that it would 
serve no useful purpose as a financial mechanism for the 
disposal of agricultural surpluses, and would, in fact, impede 
our efforts to achieve convertibility of currencies for current 
transactions and thé ree oration of trade on a multilateral 





basis. 
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basis. It is felt, however, that some constructive method 
which would have positive advantages for our foreign policy 
should be found. The proposals which have been suggested 

thus far for matching US surpluses with foreign deficits in- 
volve either selling the surpluses at cut rates below world 
market prices; selling the surpluses for inconvertible cur- 
rencies, to be redeemed at some future date; bartering the 
surpluses for foreign commodities; or giving the surpluses 

to needy countries for distress or other justified purposes. 
Present thinking in the Department is that in cases where 
financing is clearly beyond the capacity of the importing 
country, or for other reasons the use of existing disposal 
authority is inappropriate, we should consider the possibility 
of supporting individual plans to use government-owned agri- 
cultural surpluses for counterpart funds to be used for local 
development purpceses, provided the disposition of the surplus 
in this way would be consistent with our foreign policy objec- 
tives and would not demoralize economic or political situations 
in foreign countries. It is felt that we should discourage 
disposal techniques such as sales for inconvertible currencies, 
Sales at prices below world market levels or, except in very 
special circumstances, barter arrangements, which result 

either in the overburdening of the balance-of-payments of 
recipient foreign countries, in discrimination against the 
trade of friendly third countries, or in departures from our 
international commercial-policy commitments. 
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STUDY TO BE MADE OF We have forwarded to Commerce our com- 
US TRANSPORT POLICY ments on the relationship between our 

federal transportation programs and our 
foreign policy objectives. These comments were requested in 
connection with a Presidential study of our national trans- 
portation policy. We propose for study the basic inconsis- 
tencies between our shipping policy and our economic foreign 
policy, a trend in the same direction in the international 
aviation field, and the need for closer correlation of our 
policies in international shipping and aviation. The import- 
ance placed by many nations upon the establishment and main- 
tenance of international sea and air transport fleets for 
economic, political and defense reasons makes our foreign 
relations in these fields particularly sensitive. 


Shipping 
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| SRE PP EDS We have suggested that a review be made of 
legislation administrative policies and practices in the 
Shipping field which have a bearing upon US efforts to 

promote the principles of nondiscrimination and liberal re- 
ciprocity of international economic relations. The require- 
ments of an adequate US merchant marine for the national 
defense, in tne light of potential collective arrangements 
under the North Atlantic Pact, also is suggested for study. 

The dilemma we now face in our maritime relations stems 
directly from the great expansion in the US portion of the 
world merchant fleet as a result of the loss of allied ves- 
sels and the acceleration of US shipbuilding programs during 
World War II and by the shift of our commercial dry. cargo 

fleet from prewar coastwise employment to predominantly for- 
eign trade operations. This change in the relative position 
and in the size of our merchant marine now results in greatly 
sharpened conflict between our nationalist shipping policy and 
the broader international objectives of US foreign policy. By 
legislative mandate, the US both encourages and participates 

in protectionist and promotional efforts in support of American 
Shipping. This is reflected through subsidy of private owner- 
ship, operation and construction, and by the direction of 
government-controlled cargoes to US flag vessels. At the same 
time we endeavor to dissuade other countries from adopting 
restrictive and discriminatory practices which adversely affect 
US shipping companies. Regardless of the manner in which our 
differences with other countries on shipping matters take shape, 
the basic international problem lies in the conflict between 
the principle of shipping protectionism on the one hand and 

the unrestricted, non-discriminatory right to engage in trade 
on the other. 


As we see it, continuing problems in our foreign relations 
will find root in the extent to which additional subsidies, 
additional preferential. treatment and the perpetuation of | 
freight rate differentials will redound to the long-term dis- 
advantage of the US ‘as a result of retaliatory measures on 
the part of other nations and in the extent to which the 
concept of "adequacy" for national defense is considered 
without relation to the econom4¢ welfare and tHe military 
potential of friendly foreign governments. 


“Aviation A’similar trend in international air transport 
relations is reflected in the growing impression among other 
nations that the US is not willing to practice what it preaches. 
Self-interested interpretation of the Civil Aeronautics Act 
of 1938 coupled with "national interest" and "national defense" 
considerations seemingly result in our seeking maximum freedom 
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for US commercial operations to foreign points and to delay 
the. granting of even minimum recfprocal rights in US terri- 
tory. When foreign carriers attempt to capitalize upon the 
reciprocity granted under bilateral air transport agreements, 
they are confused and discouraged by the costly and time- 
consuming prv:+dure observed in the granting of ‘foreign 
carrier permits. This combination of attitude and circun- 
stance lends impetus to the traditional restrictionist con- 
cepts ‘harbored by many other nations and may eventually 
serve.to reduce ‘US rights overseas and to retard generally 
the healthy development of: international civil aviation as 
a whole. | 


t 





In ‘the light of these developments it is suggested that. 
study be given to the extent to which we should consider 
international. control ini the matter of frequencies, capacities 
and rates; the extent to which route agreements should con-— 
tinue to be left to bilateral negotiation rather than to 
multilateral arrangements; the proper distribution of operat- 
ing subsidies between US domestic dnd international airlines; 
and the most appropriate organization. of US foreign air 
services--whether on the basis of world-wide competition, 
licensing a single operation in each geographic region or 
by the universal "chosen instrument”. 


Correlation of International Transport Policies The 
following general problems are suggested for study in relation 
to our international transport services: 1) correlation of 
national subsidy policies in ocean and'air passenger services 
in the light of a projected surplus capacity in both; 2) evalua- 
tion of whether federal subsidy policies. and procedures.; ‘should 
be designed to give operators an incentive ‘to deerease:or.. . 
eliminate their dependence upon subsidies; and 3) the extent 
to which regulatory: policies and procedures: of domestic | 
agencies should be applied to foreign carriers. within US. 





jurisdiction, particularly when the rights of such carriers 


are the subject of international agreements and treaties. | 
* * * 


MEXICAN AiR. 1s UES efforts will be made shortly to aciiieve 


NEW APPROACH TO US- Following approval by the President, 
3 





a-partial solution.of US-Mexican « iation 
problems through further route arrangements. We will attempt 
to obtain.a quid pro quo whereby Mexico gets a much desired 
permit hed Aerovias Guest to sures: a route from Mexico City 
my. BES : 


via 
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via Miami to New York in return for an agreement to exchange 
on a reciprocal basis an additional rcute between New Orleans 
and Mexico City. This would make it possible for Eastern 
Airlines to operate its certificated route New York-New 
Orleans-Mexico City. | | 


Every feasible approach to Mexico over the past three 
years has failed to yield an aviation bilateral which would 
implement the civil air routes for US carriers established 
by the Latin American case. However, we have continued to 
fly five routes into Mexico while Mexico operates only one 
into the US. While there appears to be no prospect of obtain- 
ing a bilateral air transport agreement in the immediate 
future, the present unbalance of air routes between the two 
countries obviously makes it impossible to refuse the Mexican 
reguest indefinitely. We feel that full advantage should 
be taken of the limited opportunity offered to obtain further 
concessions for US carriers. The form this arrangement should 
take and the procedure for its implementation still is under 
consideration by the Department and the Civil Aeronautics 
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ECAFE HOLDS The fifth session of the Economic Commission 
FIFTH SESSION for. Asia and the Far East at the meeting of 
the Commission's trade and industry committee, 
both of which were. recently concluded in Singapore, adopted 
resolutions concerning trade, industrial development, and - 
travel... For the most part, the resolutions were in accordance 
with our views. The USSR utilized several agenda items to 
attack US motives in the area and abstained from voting on 
practically all matters. | 


Membership Vietnam and the Republic of Korea were 
approved for associate mmbership in ECAFE. A French resolu- 
ticn admitting Vietnam was adopted and a USSR counter- 
resviution for admission of the "Democratic Republic of 
Vie“ naa" was voted down. Similarly, the USSR was decisively 
outvoted in the membership. application of the Republic of | 
Korea versus the application of: North Kore. In both cases, | 





however, a number of Asian delegates manifested reluctance to | 
Oppose the USSR, both in the discussions and by abstaining in 
the final votes. This was particularly true of India, Burma, 
Thailand, and Pakistan. 
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Resolutions A resolution was adopted endorsing the 
work of the committee on industry and trade, particularly 
of the trade promotion division. It recognized the import-. 
ance of promoting intra-regional trade between:ECAFE countries 
and stated that trade between Japan and the ECAFE countries 
is complementary and its expansion beneficial to the region 
as a whole. The Soviet delegate charged that SCAP is attempt- 
ing to keep the remainder of the region undeveloped, ;put 5, 
secured no support. In the absence of sentiment in other... 
Cesaorae ene favoring liquidation of the iron and steel :sub-. 
committee, the US delegation confined itself to reservations 
with regard to any program for general expansion of iron 
and steel capacity, particularly in countries whieh have. 
neither an established steel industry nor the necessary ‘raw 
materials. US and UK delegates cautioned against over- -:- 
expansion in this field, predicting that supplies of steel. 
from the US and Europe were likely to become more plentiful . 
and cheaper. The Soviet delegate charged that the US and 
UK were fearful they would not have a steel market in Asia 
if ECAFE countries decided to develop their own metallurgy : 
and were therefore trying to suppress industrial develorsent. 
The committee adopted a resolution that a survey be made of : 
geological and industrial research laboratories of the region 
and in the nearby countries of Australia, New Zealand and 
Japan, particularly those dealing with iron and steel manu- 
facturing, to see if these facilities would be at the disposal 
of ECAFE countries. The SCAP observer pointed out that 
Japan had about three million tons per annum of idle capacity 
which could be utilized immediately if rew materials became 
available. 


In the field of labor, a resolution was passed expressing 
satisfaction over the establishment of <n ILO field office: 
for Asia and recommended the close relations existing between 
ECAFE and ILO be maintained. The Soviet delegate claimed 
thet there is a growth of unemployment in countries of Asia: 
and the Far East and proposed that the Executive Secretary.’ « 
prepare an unemployment report for the sixth ECAFE session: 
with measures to combat regional unemployment. The New . 
Zealand delegate stated this would duplicete ILO's work and : 
said that ILO, FAO, and WHO are all attacking phases of this 
problem, Hue chorged that the USSR, which boycotts those 
three agen:.e:, wos trying to create the impression that it 
fosters i1..e:national cooperation by suggesting a study on. 
Such. pre: _2ms in the ECAFE area. The US delegate pointed. ~- 
out that the Fuint Four program is designed to combat un- 
employment and low living standards and the discussion ended 
in a rejettion of the Soviet resolution. 
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A resolution was passed asking member countries to 
encourage tourist traffic as a means of earning foreign ex- 
change, suggesting relaxation of travel restrictions and 
foreign exchange regulations. The USSR maintained that 
ECAFE is not entitled to interfere in such matters which 
are the concern of internal administration. An ad hoc 
committge of inland transpert experts was established to 
convene in about six months to review the secretariat studies 
in this field and coordinated action in inland transport was 
recommended. : 


ECAFE requested ECOSOC to consider ways in which the 
Commission and its Secretariat could participate in the | 
specific aspects of the UN technical assistance program and 
advised ECAFE members to utilize its facilities fully in 
anticipation of an expanded technical assistance program. 

No outright opposition was expressed to the International 
Rank, except for the Soviet statements that it was a US 
political mechanism, but some feeling was evidenced that it 
would be cifficult for ECAFE countries to obtain assistance 
from the Bank. The US delegate reiterated our position that 
countries should make direct application to the Bank without 
necessarily approaching ECAFE. 


CONFIDENTIAL 
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DECISIONS OF The second session of the International Wheat 
WHEAT COUNGIL Council, which convened in London November 1 

to 4, adjourned to mid-December having agreed 
to the following: extension of the period for accession by 
signatories to February 28, 1950; addition of Brazil to the 
Executive Committee; increased quotas for Ceylon and Israel; 
approval of the accession of Haiti; and recording of flour 
transactions to be made according to the amount of wheat 
used, when the extraction rate differs substantially from 
72%. No action was taken on price differentials respecting 
quality nor regarding non-voting membership for Poland and 
Yugoslavia, which countries no longer seemed interesed in 
such membership. 


German- 
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German-Japanese Accession Postponed The outcome of 
the session was consistent with US views except that decision 


Was postponed on the accession of Germany and Japan. The 

UK led the opposition to German and Japanese participation 
but pledged every effort to overcome difficulties to permit- 
ting their accession. The British reportedly fear that if 
Japan were a member, it would buy more Australian wheat, 
thus forcing the UK to greater purchases from dollar areas. 
They hope that Argentina can be brought into the agreement 
at the same time to increase the quantity of non-dollar 
wheat in the organization. 
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IRAN'S NEED FOR ‘hile in the US the Shah of Iran has, as 
ECONOMIC AID anticipated, reiterated Iran's desire for 
more US economic and military assistance, 
but received no concrete assurances in this connection. In 
resvonse to his expressed desire for direct aid through Con- 
gressional appropriation, he was informed that this was in- 
possible in view of Iran's favorable foreign exchange position 
and its access to its own and other resources with which to 
develop its economy. He was, however, assured of US support 
in the event of an Iranian request for financial assistance 
from the International Bank. In discussing the prospects for 
economic development, the Shah stressed the importance of 
Iran's seven-year development plan and his hope that private 
investment, both domestic and foreign, would make contributions 
in this field. He anticipated that Iran would be willing tv 
offer the guarantees necessary to attract such investment and 
agreed that these guarantees might also be covered in an appro- 
priate treaty with the US. In addition to his requests for 
various types of military aid, the Shah stressed the urgent 
need for railroad equipment to meet the transportation crisis 
and indicated that an Eximbank credit might be desirable to 
assist in financing its purchase. He was, however, more 
interested in securing an early delivery, and was assured of 
our assistance in locating the desired equipment. 


The US is also planning to assist Iran by using funds 
made available under the Smith-Mundt Act to provide Iran with 
seven US technicians and to enable three Iranians to train in 
the US. We feel that the US technicians would be most useful 
to Iran in the fields of health and sanitation, agriculture 
and industrial training and other labor fields with some atten- 
tion to statistical problems, and the trainees in agriculture 
and private industry. 


iran's Seven-Year Development Plan The task of drawing 
up an economic development program for Iran, which was begun 
in 1946, was completed in August 1949 when the US firm of 
Overseas Consultants, Inc. submitted its final report covering 
all phases of Iranian economic development. The government has 
already started work on several projects included in this pro- 
gram. The basic legislation for the program authorizes the 
expenditare of 21 billion rials ($643 million) over a seven- 
year period in the following categories: agriculture; roads, 
railways, harbors and air fields; industries and mines; oil; 
posts, telegraph and telephone; and social and municipal veforn. 
Many of the projects provide for specific developments, while 
others lie in the broader area of governmental services, 
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improved levels of health, and the development of the labor 
force. Although major portions of the income from the Anglo- 
Iranian. 0il Company are to be allocated to financing this 
program, additional financing may be sought through internal. 
loans from Bank Melli, Iran to the extent of about 750 million 


rials, arid through an International Bank loan of as much as 
$250 million over the seven yeers. 


* * * 


US_REQUIREMENTS FOR We are prepared to explore every reason- 
GERMAN BROADCASTING able possibility, both political and 
, | technical, to meet our minimum broad-. 

casting service requirements in Germany during the discus- 
sions with the British and French which will commence in 
Weensng see Sovenver 28. (See page 3, a 26, 1949 

ssne of Current Economic Developments.) However, if agree- 
ment cannot be reached for carrying out our minimum services 
in a manner satisfactory to the US, we will reserve the 
right to take such action as will best insure the satis- 
factory operation of these services, In tiuat case we will . 
make all reasonable effarts to minimize interference to the 
broadcasts of other countries. ) | 


The talks weve suggested by Bevin during his September 
visit to Washinston because of the anticipated chaos in 
European broadcasting foreshadowed by our stated intent not 
to comply with tie terms cor the Copenhagen p'an when it comes 
into effect in Mercr: i950. The Copenhagen pan, which covers 
a frequency allocation for medium and long-wave broadcasting 
for all Europear countrics, including the fouw zones of occu- 
pation in Germany, was wco>ked out by the European Regional 
Broadcasting Organization at Copenhagen in 1948, The US 
is not a party to the agreement and participaved in. the. con- 
ference only as an otserver. We are interested in the plan 
as an occupying power and our participation is necessary to 
its success. 


After close study occupation authorities and govern-— 
mental experts decided upon an absolute minimum of four 
broadcast servic:.: for the US zone. Each service has as 
its primary or sevondary objective the counteracting of 
Soviet te either within or outside Germany. These 
include: 1) the VOUSA relay station to areas behind the iron 
curtain; 2) the Berlin station to cover the Soviet zone of 
Germany and Berlin; 3) the four German laender broadcast 


services, 
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services, each operated by and directed to Germans within 
the Laend; and 4) the Armed Forces program service to those 
areas of the US’ zone and US sector, Berlin where our forces 
are stationed. 


We recognize the importance of putting into effect at 
an early date a workable plan of frequency assignments for 
the European region. The successful operation of such a 
plan would be‘beneficial not only. to the various European 
countries but also to the transmissions from within the US 
zone of cooupati‘on. Although the Copenhagen plan has not 
recognized US needs in Germany, we are willing to consider 
all reasonable possibilities of borrowing or sharing fre- 
quencies, rearranging facilities or other steps which might 
satisfy minimum US requirements but which would not be out 
of harmony with the framework and broader concepts of the 
Copenhagen plan. ; 


We are fully aware of the interference which would 
be present in Germany and in other parts of Eurupe if pres- 
ent broadcasting in Germany is not somehow fitted into the 
general European framework. Nevertheless, if no satisfactory 
means of making such adjustments can be found and agreed 
upon, we are firm in our intention to take steps to make © 
the best arrangements possible to insure that the broad- 
casting services we consider essential are carried on in 
the US area of control in Germany. 


* * * 

INTERGOVERNMENTAL TALKS <A series of discussions on a 
ON ON CUSTOMS _ PROCEDURES technical level is being held 

in Washington between US Treasury 
officials and representatives of a number. of' foreign govern= 
ments regarding customs procedural problems affecting. trade. 
Discussions have already been held with the British, Cenae 
dians, Italians, Norwegians, and Dutch, and are scheduled’ 
to be held this week with the French and Belgians. The - 
talks have consisted of an ‘exchange of information with 
regard to the methods: used: for handling specific technical 
problems in customs’ administration and procedures. No | 
attempt has been made’ in these discussions to reach defini- 
tive solutions to the problems considered, but opportunity 


has been provided for the foreign governments participating 
to bring forward specific ‘Senpcaianse concerning US customs 
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procedures and for US officials to explain our procedures .. 
and obtain information which should be useful in formulat- 
ing possible administrative and legislative reforms, 


The discussions have consisted of an interchange of 
technical information on a considerable number of specific 
items which may be grouped-under classification and related 
probiems ; fines and penalties; valuation problems; marking 
requirements and procedures; currency conversion problems; 
sampling, testing, and weighing problems; air traffic . 
problems ; auditing and accounting; and in-transit shipments. 


In the case of the discussions with the UK and .Canada, 
- which were an outer euth of the tripartite financial talks. 
of last “«e.tezber, those governments sent customs officials 
who were able:to discuss in considerable detail the workings 
of their own customs laws and regulations. In the case of.. 
other governments, the discussions have been conducted by 
representatives from their Embassies in Washington and 
emphasis has been given to the specific difficulties which. 
wness: traders are encountering with our customs procedures. 
In. addition to Treasury and Customs officials, repre-, 
sentatives of the State and Commerce Departments, ECA, and 
the Tariff.Commission have been present at.most of Baas dis- 
cussions.: =: -; | ; | 
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CANADA INCENTED OVER “ On November 16 the. uperetuien 


COLONTAL ALRLLNES CASE: court. hearing the case of Colanial. 
Airlines against the individual... ..- 


members of the C4vil Aeronautics Board in the case in. which 
Colonial has attacked the validity of the bilateral air. 
transport agreement between the US and Canada and the.con- : 
stitutionality of Sections 402(b) and 801 of the Civil: Aero- . 
nautics Act of 1938, rendered its decision. The opinion 

of the court did not discuss directly the validity of the 
US-Canadian agreement but, finding that Sections 402(b) and 
801 of. the Act are constitutional. and finding that. the com- 
plaint, charging wrongful conduct by the defendants, the 
Civil Aeronautics Board members, in connection with the 


negotiation 
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negotiation of the bilateral agreenent. does not state a 
cause of action,. the majority of the court. ‘granted a motion 
of the CAB: to dismiss the complaint. One member of the 
court dissented from this view, stating that Sections 402(b) 
and 801 are unconstitutional in granting the President 
powers without establishing standards for the ) exercise of 
those powers. 


The order of. the court based on this decision has not 
yet been issued. It is rumored that Colonial will appeal 
the decision to a higher court. There are indications that, 
if in the event of such an appeal there is a continuation 
of the injunction preventing the Civil Aeronautics Board 
from rendering a decision with regard to the application 
of Trans-Canada’ Airlines to operate between Montreal and 
New York pending final decision by the Supreme Court, there 
will be immediate and injurious effects on relations with | 
Canada. The.injunction against the.Civil Aeronautics Board 
has not prevented the Board from proceeding with hearings 
on this application but would prevent the Board from making 
any recommendation to the President until the injunction is 
dissolved. Since the examiners' report has not yet been 
issued, there will probably be considerable delay before 
a permit could be issued even in the absence of an injune- — 
tion. Nevertheless, the Canadians have indicated confiden- 
tially that if the injunction is continued or renewed, the 
Canadian authorities will consider issuing a show cause 
order against. Colonial Airlines, notwithstanding any exist-. 
ing rights or privileges the company may have. Such an 
order would be based upon a claim that Colonial is obstruct- 
ing the implementation of a valid agreement between the US — 
and Canada. 


While the Canadian authorities recognize the right 
of Colonial to test out the validity of the agreement in -_ 
US courts, they deeply resent Colonial's attempt to suspend - 
for a long period of time the operation of. the agreement. 
while at. the same time Colonial continues td exercise its 
rights in Camada under an agreement, the validity of which © 
they themselves ‘have challenged. In fact, the airline has * 
incurred such resentment from Canadian officials that _ 
there isa possibility Canada may banish Colonial Airlines| 
from its territory Fegercsees or the consequences. 


SPECIAL 
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SPECIAL IA-ECOSOC SESSION SUGGESTED The Inter-American 
ON BUENOS AIRES ECONOMIC CONFERENCE Economic and Social 
‘Council has submitted 
to the governments a report of its Preparatory Commission 
on the Buenos Aires Economic Conference Stating it is not 
possible to hold the conference during 1949, and suggest- 
ing a special IA-ECOSOC session to determine future plans 
of action with regard to the conference. Views of the 
governments are to be submitted to IA-ECOSOC at the earliest 
possible date. It would probably take about four months 
to prepare for a special session of this kind. 





History of Proposed Conference It was decided at. 
the Ninth International Conference of American States at Bogota 
in April 1948 that an Inter-American Economic Conference 
should be held in Buenos Aires some time during the last 
quarter of 1948, with the possibility of postponement. for 
urgent reasons to the first quarter of 1949. The Inter- 
American Economic and Social Council, which was designated 
to undertake the preparatory work for the conference, was 
unable to complete its work in time to meet this schedule 
and the conference was postponed to the letter half of 
1949. This work has still not been completed due largely 
to the disinterest of a number of the governments which 
failed to reply to questionnaires and other requests for 
information on which the studies were to be based. For 
this reason and because ‘of the fact that no definitive 
agenda for the conference has as yet been approved, the . 
IA-ECOSOC on the advice of its Preparatory Commission came 
to the conclusion that it would not be possible to hold | 
the conference during the second half of 1949. It was also 
felt that it would be pointless to hold the Buenos Aires 
Conference without some previous understanding on the 
Economic Agreement of Bogota inasmuch as the Economio 
Agreement is intended to be the bases for all Inter- 
American economic relationships. The Economic Agreement 
has to date been ratified by only one country (Costa Rica), 
and ratifications are unlikely because of the many reser- 
vations attached to it. The efforts of IA-ECOSOC to solve 
the problem of these reservations by means of an additional 
protocol to the Agreement have been unsuccessful. It is 
the hope of IA-ECOSOC that this problem may likewise be 
solved at the special IA-ECOSOC session. | 





US 
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US Position Our position with regard to the Buenos 
Aires Conference has always been: that we are prepared to 
participate but that preparatioris’ should be adequate so 
that. it would. not result ina fiasco. We do not want to 
be laid open to charges of sabotaging the conference: but 
it is our hope that the special IA-ECOSOC session, if © 
_ approved, may be a substitute therefor: Such a special 
session would not be attended with the publicity and fan- 
fare that would accompany a full-fledged economic confer- 
ence and the consequences would not presumably be as far- 
wees if it resulted in failure. 3 | 


* * x 


- US-ARGENTINE ECONOMIC Some progress is being made toward 
PROBLEMS UNDER STUDY improvement in US-Argentine economic 
relations by the Joint Argentine-US 
Committee of Commercial Studies which was: established last 
summer. It has been tentatively agreed that negotiations 
for a double taxation treaty should be initiated at an 
early date. Tentative agreement has also been reached on 
an exchange of notes for the reciprocal exemption of avia- 
tion and shipping earnings from income taxes. An informal 
and unofficial draft treaty of friendship, commerce, and 
economic development has been presented to the finance sub- 
committee and the Argentines indicated that a thorough 
study would be made of the provisions relating to private 
investment guarantees. The Committee, of course, is not 
undertaking any treaty negotiations. Meanwhile, studies 
on specific commodities and problems are going forward in 
the subcommittees on hides, skins and quebracho; meat and 
dairy products; wool; miscellaneous commodities; fats and 
Oils; finance; and tourism. 


The general aim is to widen Argentina's export markets 
in this country and to improve the climate for private 
investment in Argentina. 


The Argentines have indicated a willingness to adopt 
effective measures to increase exports to dollar areas and 
have taken steps to liquidate their commercial indebtedness. 
So far this year about $60 million of this backlog has been 
liquidated by setting aside 20% and more recently 30% of 
current dollar exchange receipts for this purpose. The 
unpaid balance is presently estimated at $190 million 
including roughly $50 million representing dividends, 


royalties, 
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royalties, profits, etc. ‘Meanwhile we heve asked Embassy 
Buenos Aires:to make representations in behalf of Panagra 
and Panam‘Airlines concerning the-exchange rate for their 
accumulated balances. We consider liquidation of accumu- 
lated pesos at the arbitrary new: official free rate unfair 
when such accumulation ‘exists because of the restrictive 
regulations previously imposed by the Argentine government 
and when transportation companies: are not offered the rate 
guarantee: given importers. -Difficulties. have also arisen 
on the treatment of US-oil companies in Argentina. The 
Argentine government petroleum:monopoly (YPF) has informed 
a US company that no crude will be delivered that company 
after December 1 except under the following conditions: 

1) the company is to accept dollar eredits for finished 
lubricants; 2) it is to import Venezuelan crude for sterl- 
ing; 3) YPF is to obtain an increased crude quota under .~ _ 
the Anglo-Argentine trade agreement; and 4) YPF is to. obtain - 
from the US during the first six months of 1950 drilling 
and refining material worth $11 million in addition to : 
materiel involved in contracts esseeny” in: Force. 
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OVERSEAS DEVELOPMENT The prospects for the flow of pro- 
TS UNDER STUDY IN US ductive investment, both public 

- and private, to overseas areas and 
especially to underdeveloped countries, has been receiv- 
ing considerable study within the US government. The 
various interested agencies have agreed on an outline of 
the funetions to be performed by the President:'s Committee 
for Financing Foreign Trade (the Aldrich Committee) which 
was asked to explore this question in accordance with the 
Joint Communique issued at the conclusion of the US-UK- 
Canadian financial talks last September. The possibility 
of a conference. with the UK on the economic development 
of its overseas territories is also being considered as 

a preliminary to tackling with other OEEC colonial powers 
the over-all problem of colonial development. Meanwhile, 
as a concrete step in such investment, the National 
Advisory Council has approved consideration by the US 
Executive Director of an International Bank loan of $5 
million for the UK's Colonial Development Corporation. 





Functions of Aldrich Committee We feel that en- 
couragement of private foreign investment is essential 
in view of the role which such investment can play in the 
solution of the world dollar problem and in the Point — 
Four program. For this reason we would like the Aldrich 
Committee to place special emphasis on the determination 
of a suitable environment for a high level of private 
US investment overseas, evaluating in particular business 
attitudes and experiences bearing on this problem. Con- 
clusions concerning obstacles to investment and their 
impact on the investor might be based on detailed informa- 
tion concerning the experiences of investors with existing 
foreign investments, experiences which induced them to 
complete or abandon projected investments, and conditions 
in the US which tend to encourage or discourage such invest- 
ment. This might include an analysis of the specific types 
of enterprises which might be considered attractive by poten- 
tial US investors. As a basis for action, the Committee 
could evaluate measures for the furtherance of private 
foreign investment which might be undertaken by the US and 
private groups, either alone or with the assistance of local 
government or private groups in the areas concerned, as well 
as means by which investment opportunities and capital could 
be brought together. The National Advisory Council is to 
meet with the Aldrich Committee next week to discuss these 
problems. 





Proposed 
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Proposed Meeting with UK The British have indicated 
a desire to discuss informally with us their -colonial 
development program, including strategic military con- 
siderations. State and ECA have agreed to participate 
in such discussions, if formally proposed by the UK, 
with the understanding that emphasis should be plaged on 
economic recovery and development rather than upon mili- 
tary considerations. ECA has for some time been interested 
in encouraging the economic, development of the overseas 
territories of the OEEC countries and has earmarked $20 
million for direct assistance to these areas. An ECA 
Conference on Overseas Territories in September was attended 
by the mission heads in the five colonial OEEC countries. 
Discussion at this conference centered on the plans of the 
metropolitan powers for the development of their territories 
and the administrative difficulties faced by ECA missions 
in exploring them within the framework of ECA aid. Mean- 
while, OEEC is presently working on a reply to a number of 
ECA questions on this subject. The questions deal with 
lists of development projects, regulations governing 
investment and land tenure, and possibilities for increas- 
ing the production of dollar-saving and dollar-earning 
commodities in these areas. ECA is preparing a report on 
the entire problem of encouraging private investment in 
the dependent areas to form the basis for interdepartmental 
discussions of the problem and agreement on specific work 
projects. | 


Proposed World Bank Loan to Colonial Development 
Corporation The proposed %5 million International Bank 
loan to the Colonial Development Corporation, which was 
approved by the National Advisory Council, is intended 
to meet the dollar needs of an investment program in the 
British colonial territories during the fifteen-month 
perioa beginning in January 1950. The Colonial Develop- 
ment Corporation is a British government corporation 
charged with investigating, formuleting, and carrying out, 
either by itself or in association with private capital, 
projects for developing the resources of British colonial 
territories. The Corporation's objectives include the 
expansion of production of foodstuffs and raw materials, 
and the development of agriculture, industry and trade 
in those areas. The Corporation is currently financed 
by advances from the British Treasury, which is authorized 
to advance up to an aggregate of L100 million outstanding 
at any time. The purpose of the proposed loan is to 
permit the purchase of equipment and services needed in 


connection 
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connection with the undertakings of the Corporation and 
which can be obtained only with dollars. The Corporation 
expects to apply to the Bank toward the end of next year 
for a sécond loan of approximately the same size to 
finarice the — of equipment for operations begin- 
ning in aaa. 


* * * 


RESULTS OF TRAE CONTROL At the November 14-23 meeting 
MEETING ARE SATISFACTORY in Paris of US and western Euro- 
pean representatives regarding 

east-west trade controls, the principle of multilateral | 
action was accepted by all active participants and agree- 
ment was reached to recommend to the respective govern- 
ments the establishment of a permanent group-te handle 
centres matters. (See page 1, November 7, 1949 issue of 

urrent Economic Developments. .) Active participants were 
7) UK, the US, France, Italy, Belgium, and the Netherlands. 
Delegations from Denmark and Norway were present at the 
final meeting but were unable to indicate more than sympa- 
thetic interest without further instructions from their | 
governments. | 


In addition t agreement on commodities to be em- 
bargoed or quantitatively controlled for the USSR and 
satellites and on the desirability of establishing a 
permanent group, the delegations approved reports on reconm- 
mended handling of transit problems and on:the inclusion 
of security items in trade agreements. It was agreed that 
decisions of the governments regarding the recommendations 
rT ~ reports would be transmitted to the chairman in 

ays. 


Agreement on Commodity Lists The commodities report 
lists 129 items upon which all participants agreed to 
recommen. an embargo and one item recommended for quanti- 
tative control. Action on 12 additional commodities listed 
was deferred for further technical review. This report 
stressed the importance of bringing Norway and Denmark 
into the group the institution cf appropriate controls E 
by Sweden and Switzerland jand of resolving the position 
of Germany. 


Ve 
Recommendations ‘ \. 
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Recommendations on Transshipments The approved report 
on transit problems recommends that investigations be made 


of the final destination of security items by the exporting 
country before the issuance of licenses, and that the coun- 
try of transit provide to the permanent consultative group 
appropriate information regarding the transit of security 
items across its territory. It is also recommended that 
the governments study an appropriate system for the surveil- 
lance of security items transiting member countries and 
for the surveillance of free zones and ports; also, that 

| fEtuay methods of obtaining the cooperation 
of the Swiss and_Swedish governments in the solution of 
this problem a examine the position to be taken vis-a-vis 
other countries. 


Trade Agreement Commitments on Security Items It was 
agreed to recommend to the participating governments that, 
in negotiating further trade agreements, no obligations 
should be undertaken to supply items on the agreed pro- 
hibited list, and obligations accepted under general head- 
ings in agreements should not involve commitments to supply 
such items. It was recognized that in cases where definite 
undertakings to supply security items were in existence 
on November 20 those obligations may have to be fulfilled, 
but every effort should be made by the supplying country 
to provide nonsecurity items if the trade agreement cate- 
gory is broad enough. 





Need for Permanent Group. .The report. adopted on 
organization of the group affirms the need for continuing 
the advisory group and sets forth in general terms its 
future functions, including implementation of controls 
and exchange of information. The report also provides 
for meetings as necessary in Paris and for work between 
meetings by the chairman in consultation with represen-. 
tatives of the governments concerned and with the-assist-. 
ance of a secretariat and appropriate working committees. 
It also recommends fper ticipation by Sweden. and Switzerland | 

ay extending invitations to Denmark and Norway. | 


* * * 


SLOW PROGRESS MADE TOWARD Although the fifth session of 


EUROPEAN C STOMS UNION the European Customs Union 


Study Group marke. the progress 
achieved in the preperation of a common nomenclature, 
final acceptance was postponed as a result of various 


technical 
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technical objections raised by the UK, and it is generally 
recognized that the Study Group can make effective prog- 
ress only as fast as it receives British acceptance. The 
general atmosphere of the meeting, which closed in Brussels 
November 17, was serious and earnest but without much pros- 
pect of rapid action which would be signifieant in the more 
immediate objective of European integration. ! 


A very thorough examination was made of the question 
of a common nomenclature, the Study Group having recognized 
from the start that this is of fundamental importance in 
the institution of customs unions. The definition of 
value, computation of average rates, and a specimen tariff 
likewise were discussed. It was agreed that, subject to 
certain revisions, tariff nomenclature as prepared by the 
Customs Committee should serve as the basis for a common 
tariff. As an interim measure, pending establishment of 
the Customs Union, participating governments should con- 
clude an international convention to render obligatory 
the adoption of the nomenclature as revised. The Group 
also recommended that international organizations should 
base their work on the nomenclature. a, 


The next meeting of the Study Group will be in 
Brussels April 18, 1950. In the meantime, a special 
committee will revise the nomenclature to meet certain 
objections which were raised with regard to language and 
technical application. Member countries are to forward 
to the Secretariat General before the February 6, 1950 
meeting of the Customs Committee their final observations 
on the sub-headings of the nomenclature. The Group ex- 
pects this revised nomenclature to be adopted at the next 
meeting and embodied in an international draft convention 
to be recommended to the member governments. The Secre- 
tariat General, on the basis of data to be submitted by 
the member governments, will calculate the average inci- 
dence of tariffs in member countries on the basis of the 
nomenclature and the latest available import statistics. 
A special committee will then prepare a specimen common 
tariff on the basis of this information for presentation 
at the next meeting. The draft convention and. specimen 
tariff will also embody certain other technical’ points; 
including the standard method of determining dutiable 
value, recommendations regarding single sr double-column 
tariff, etc. 


The: 
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The Group expressed a desire to assist in European 
integration and, in furtherance of this objective, requested 
OEEC to submit the list of commodities on which quantita- 
tive restrictions are being eliminated, with a view to 
determining whether existing tariff rates of these commo- 
dities might tend to ‘nullify quantitative liberalization. 


The work of the Customs Committee on various questions 
concerned with customs regulations was examined, particu- 
larly those which are related to conditional duty-free 
entry and other duty-free importations. The Study Group 
decided to set up a committee to examine the operation.of 
free ports, with power to make investigations on the spot 
in member countries where free ports exist. 


The Group invited the US to send observers to its 
meetings and invited the Federal Government of Germany 
to participate as a full member in the work of the Group. 
Represented were Austria, Benelux, Denmark, France,. Greece, 
Ireland, Iceland, Italy, Norway, Portugal, the UK, Sweden, 
Switzerland, and Turkey. Observers were also present 
from Australia, the Allied High Commission for Germany, 
Canada, India, New :Zealand, Pakistan, the Union of South 
Africa, and the Organization for mebeeeal qoenanes: ‘Co- 
aperessen. 2 


The European Customs Union Study Group was, set up 
in Paris September 12, 1947 by a number of governments 
which issued a declaration stating. that the Study Group 
was created for the purpose of examining the problems 
involved and the steps to be taken in setting up a customs 
union or customs unions between any or all of these govern- 
ments and any owner goveramense invited 8 niente in 


its work. 

ek * 
US POSITION: ON. ‘LOANS Increased press speculation as to 
TO SPAIN RES tatbe the possibility of Spain obtaining 


finencial assistance from the US, 
caused principally by statements made by Congressional 
visitors to Spain during the past several months, and. 
informal approaches to the Department by non-government 
Spanish visitors to the US, have caused us to restate to 
the Spanish Embassy here and to the Spanish government 
in Madrid our position on finencial aid. We have 


reaffirmed 
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reaffirmed our view that political problems, including 
those in the United Nations, shall not affect our economi¢e 
relations with Spain. It was for this reason that-we- made~ 
clear last spring that the Department would interpose no 
political objections to an Eximbank loan to Spain. 


Any applications to the Bank are to be considered 
on their merits and will be judged in accordance with the 
Bank's normal practice, including assurances with regard 
to repayment. By the same token, political considerations 
for a loan will not be used to over-ride economic considera- 
tions. This point is important since the Spanish -Minister 
of Industry and Commerce has emphatically stated that 
Spain's only hope for effective assistance was on a political 
basis. Probably because of the Spanish view that political 
considerations can decide whether or not a loan will be 
forthcoming, the Spanish government has not provided the 
economic data necessary for Eximbank consideration of a 
loan. Spanish officials are thinking about a loan repay- 
able over a period of about fifteen years and based not 
on collateral but on good faith. A National Advisory 
Council Working Group initiated this summer a general 
review of the Spanish economy; however, it will be unable 
further to develop the analysis unless additional data is 
received from Spain. Without regard for the nature or 
form of assistance which may be requested, we must have 
as clear an impression as possible of the internal and 
external economy of Spain. The unwillingness of the 
Spanish government to cooperate in this matter is proving 
an abstacle to the development of mutually beneficial | 
economic relations. 


We are still concerned over deep-seated economic 
difficulties which are capable of correction by the Spanish 
government. In this respect, we believe that an adjustment 
in the present multiple exchange-rate structure could have 
a beneficial effect in stimulating an increase in trade, 
thereby contributing to Spain's ability to earn dollars. 


We are sincerely interested in improving economic 
relations between the US and Spain, and every effort is | 
being made to inform Spanish officials as well as interested 
businessmen of both countries of this fact. 
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US-YUGOSLAV CIVIL In accordance with our relaxed aviation 

AIR PACT IMMINENT policy toward Yugoslavia, we have authorized 
Embassy Belgrade to exchange notes with the Yugoslavs on Decem- 
ber 1, providing final textual changes can be agreed upon in 
time. Our revised policy, announced to non-curtain countries 
several months ago, permits the conclusion of short-term —- 
rocal air agreements with Yugoslavia, providing the country . 
involved feels that political and economic advantages would 
accrue therefrom and providing the agreement is subject to im- 
mediate termination. (See page 3, September 25, 19%9 Issue. of 
Current Economic A 0 TE oy | 








Full fifth freedom traffic rights at “Belgrade are sroenies 
for a designated US carrier on a route from the US via the North 
Atlantic and Europe to Belgrade and beyond in both directions. 
In return, a designated Yugoslav carrier will have traffic 
rights at one point in Austria and two. points in Germany on 
routes from. Yugoslavia via US occupation zones in Austria and 
Germany and beyond--such routes to he determined at a later 
date. The agreement is subject to immediate ‘termination by 
either party. 


Provision 1s .made for frequent. consultation between 
aeronautical authorities of the two countries with a view.to 
faciliation and improvement of air transport services, partic- 
ularly for improvement.of the Belgrade airport to accommodate 
trans-Atlantic carriers at the earliest practicable date. The 
Yugoslavs expressed the hope that their airport enginéers and 
technical experts will be givén an opportunity to visit and study 
our airports in connection with plans to construct a’new inter- 
national airport at Belgrade. They are interested also in ac- 
quiring as soon as possible four-engined aircraft and. intimate 
that, as US-Yugoslav relations improve, they hope to obtain a 
loan from the US to finance the purchase of navigation aids, 
communication facilities and other installations at- the airport. 


The Yugoslavs have indicated that. for the present’ they 
intend to seek only general overflight authorization. for Belgrade- 
Zurich weekly service. They do not intend to make traffic stops 
in US zone airports before February at the earliest since they 
anticipate negotiations with British and French for routes to 
London and Paris will not be concluded sooner. Also their 
present fleet precludes expansion. Assurances have been given 
by the Yugoslavs that Panam, the certificated carrier for this 
route, will be permitted immediate entry and that surveys by 
technical personnel will be facilitated in every way. The Yugo- 
slavs will welcome Panam shuttle service from Vienna to Belgrade 
until conditions permit the operation of four-engine aircraft 
into the new air strip, which is expected to be made operational 
by September 1950. 
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The Yugoslavs intend in the future to prevent overflight 
of their country by Cominform airlines. The agreement allow- 
ing Hungarian overflight to Albania,which expires December 18, 
will not be renewed and Soviet flights to Tirana also will be 
terminated about that date. Unless Czechoslovakia permits the 
Yugoslav airline to operate beyond Praha, the Czech airline 
will not be allowed to continue beyond Belgrade to Sofia. As 
the Yugoslavs improve and expand their services to western 
Europe, they will abandon routes in the Cominform area, which, 
they contend, no longer hold any interest for them. 


* * * 
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INFLATIONARY TRENDS The Chinese Communists. in North and 

IN COMMUNIST CHI Central China: have been faced with 

alas Rete ns deo. an inflationary spiral for the past. 
two months. Huge military expenses, doubling of bureau- 
cracy, losses in operation of industrial plants, overtime. 
printing press operations, and unintegrated fiscal and 7 
financial policies are now taking their toll. Reports from 
Shanghai, Peiping and Nanking. tell of panic buying and 
fluid prices comparable. to the gold yuan panic of a year 
ago, with public confidence. shattered in the Communist . 
currency Which had been fostered by a summer of relative . 
price stability. While some anti-inflation measures have 
been taken and. the price upsurge appears to have been. ar- 
rested on a high plateau, observers believe that the halt 
is only temporary. and that if authorities are to keep in- 
flation under control, they must display better coordina- 
tion and more effective measures than they did in November... 
The most critical period will probably be February through’ 
June 1950 and the problem of a new currency may have to > 
be faced next year. , 

















Effect of Blockade Should the blockade continue, 
it is likely that the depressed demand for foreign ex- 
change would slow down depreciation of the JMP (currency 
of the People's Bank) and authorities would, on the pre- 
text of curbing speculation, take measures which would 
have as their ultimate goal the elimination of private 
Chinese banking. Under these circumstances, the position 
of foreign firms would also deteriorate. Should the block- 
ade lift, the inflationary spiral would be sharply- accel- —. 
erated, possibly even forcing premature introduction of 
new currency and exacerbating difficulties of.the new. 
regime. Although, either way, the Communists are ina 
serious dilemma, lifting the blockade would probably be 
more difficult for them, as the JMP would be. so much more 
vulnerable and the survival prospects of both Chinese 
private banks and foreign firms would be improved due to . 
their increased utility. In the early stages of the 
blockade, a good part of the area was insulated from ex- 
ternal inflationary influences and the subnormal levels 
of industrial activities simplified Communist control 
problems. However, entry of the GORDON.in late September 
created-a fresh demand for foreign exchange and forced a 
revision of foreign exchange rates. With the Communist... 
territory in China expanding, the breaching of the biock- 
ade has become easier and the demand for foreign exchange 
increased. Thus far, Communists are believed to have 
released only small amounts of foreign exchange from 
their own resources for their purchase of imports, 
but once all of the imports finanoed by foneign 
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exchange holdings of importers and the former KMT Central 
Bank have been delivered, they will have to finance. in- 
ports out of exports, probably at levels far below the 
first half of 1949. "Communist hard currency assets are 
believed to be much less than those the Nationalist 
government maintained, even during the gold yuan hyper ~ 
inflation. 


_ Currency Issue No sntihate estimate of the ensize 
Communist note issue is possible. It is believed, how~ 
ever, that’ the Military Control Commission of North China 
for Peiping, Tientsin and Tsingtao, Central China for: 
Hankow and Canton for: South China are empowered to issue 
the notes needed to cover their immediate requirements | 
without specific limits imposed by considerations of. over- 
all financial policies ‘or instructions from supreme finan- 
cial authorities, There is' good reason to believe each 
area has inflated both note issue and bank credit virtu- 
ally at will. In Shanghai, the initial note issue of 
JMP 200 billion reportedly was up to 500 billion by ' | 
October 1. Through surrender and defection of large KMT 
army units, the Communists have probably doubled their | 
financial commitments in the military field. Although . 
their tax organizations are reportedly more honest and -. 
realistic than the KMT, observers doubt if revenues cover 
as much as 30% of total Communist military and civilian 
expenditures. +4 Co 

Measures to Check Inflation Authorities in most of 
the large:cities —. selling rice and other commodities 
at dumping prices when prices commenced to spiral in . 
October. Speculators were arrested, restrictions p} ced 
on money markets and a number of private’ commercial and 
native banks were closed to curb speculation. Reports 
from Nanking are that, as a result of forbidding banks |. 
to make loans except to factories and the banning of all 
interest-bearing loans, there were heavy withdrawals and 
large increases in private loans which are almost impossible 
for authorities to control. Efforts are also being made. 
to lessen the burdens in the cities through population 
evacuation of nonproductive and unemployed pérsons to | 
rural areas. Reportedly little headway is being made in 
this progran, however, and refugees are expected to move 
south from the flood areas and the refugee “problem will 
increase as winter progresses. 


DECLASSIFIED F ) 
OR PUBLICATI 
RELATIONS OF THE UNITED TION Ih FOREIGN 


Ld 








SECRET 
-3~ 


‘ - Public Reaction The government-tontrolled press: 
contends that the price rise is not alarming and that it 
‘was'-caused by spéclilation, expansion of liberated areas 
and: the. -consequent demand for: goods in’ Short:-supply, and 
the flow of idle funds from country tod city.. While obser- 
vers believe these are all contributing reasons, an addi- 
tional’ one: not. mentioned by the government is the prospect 
of ah-acute grain shortage by next spring. Many Chinese 
are of ‘the opinion that Russian “exploitation” is in part 
responsible for. the price ri8e, because of export of food- 
stuffs to the Soviet Union. The press has denied this, 
maintaining that China has had the best: of ‘the deal with. 
the USSR: to-date and that China is sending'the- USSR such — 
products as tea, silk, soy beans and other agricultural 
raw materials in return for machinery. Soy beans, however, 
have been one of the most. important fooés in the Chinese 
diet for generations, providing much needed protein. If 
it is true, as the government claims, that the Soviet 
barter deals are so favorable to China, it is odd that 

the details on quantities and terms should be. so care- 
futiy concealed. a oe 


* . x * 


see ees ON The Advisory Mission for Inter-* 
JAPANESE FOREIGN TRADE national Trade has. submitted to 
General MacArthur, Supreme Comn- 
mander for the Allied Powers, recommendations and findings 
on the foreign trade future of Japan. The Mission, which 
consists of representatives of the Departments of the Army, 
Commerce, State, Treasury, the Federal Reserve. System, 
and the Tariff Commission, convened in lokyo September 19 
to October 24 at SCAP's invitation in order to study 
first hand the problems involved in foreign trade promo- 
tion and to:formulate positive recommendations. Discus- 
sions. were held with SCAP and Japanese government personnel, 
representatives of private business, mahufacturers , ex- 
parsers: and importers. 


As a result’ of its study, the Mission ananiantiely: ° 
recommended that foreign trade,’ other than imports financed 
with US appropriated funds, be transferred to private chan- 
nels at the earliest date possible and that procedures 
applicable to the conduct of foreign trade be simplified 
to the maximum practicable extent. It also recommended 
that the present system of floor prices be abandoned. 


With 
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With respect to banking, it recommended that those functions 
now being performed by SCAP be transferred to the Japanese 
banking system to the full extent consistent with statutory 
or other requirements. governing the-management or disposi- 
tion of foreign exchange. | 


The agenda for the study embraced the elimination 
of government trading in favor of private foreign trade 
(export and import); the adjustment of procedures to © 
minimize government restriction of trade growth due to 
burdensome documentation; maximization of foreign exchange 
earnings, with due regard to flight of capital and problems 
of dumping; Japanese export trade promotion problems; the 
reduction of restrictions on financing of Japanese exports; 
commercial arrangements of Occupied Japan with other coun- 
tries; and consideration of certain shipping matters. 


* * * 


EXPANSION OF EAST-WEST In a new demarche to promote 
TRADE THROUGH ECE PROPOSED east-west trade, ECE Executive 

Secretary Myrdal recently sent 
to all member governments, other than the USSR, an aide 
memoire suggesting the expansion of trade through multi- 
lateral negotiations within the ECE trade committee. The 
memoire is substantially the same as one sent a few days 
earlier to the USSR, following Soviet indication of will- 
ingness to see practical work in the field of east-west 
trade initiated within ECE. | 





ECE Proposal The ECE secretariat suggests that the 
expansion of east-west trade might be achieved through 
multilateral negotiations along the following lines: 

1) relatively long-term purchase agreements by western 
Europe for grains and possibly other supplies from eastern 
Europe framed along lines of the international wheat agree- 
ment; 2) a commitment by western Europe that proceeds of 
Sales by eastern Europe could be used for the purchase 

of goods on agreed upon lists; and 3) flexible. payment 
provisions, including the possibility of arrangements _ 
whereby export.surpluses earned:in one country could be 
used for purchases in another. .; » 3 


Possible Soviet Motives Although the ECE secretariat 
appears to feel that the USSR may really desire to reopen 
east-west trade discussions, our ECE representatives be- 
lieve it possible that the Soviets, aware that the 


secretariat 
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secretariat: and all participants blame it for failure of 
the tradé committee, are seeking an opportunity to trans- 
fe? the blame rather than promote trade. In earlier dis- 
cussions, Myrdal made it clear to the Soviet representa- 
tives that he would not convene another meeting of the 
committee until he had firm assurances that the Russians 
would be coopérative. The USSR may also be working toward 
_ bloc: trading arrangements with the west. = : 





: ,& -Views on Proposal] Although approving the objec- 
tive of ‘expanding: the exchange of goods and services among 
the member European:countries, we are doubtful that the 
proposal under consideration will accomplish this. Ina 
proposed reply sent to our ECE delegation for transmission 

to Myrdal, we express. the opinion that negotiations re- 
sulting in specific transactions are more likely to be 
developed: by a small group of countries directly concerned 
than by a large group such as the trade committee. This 

does not preclude the possibility of useful work by the 
committee in assembling information. and in formulating 
principles within which more specific negotiations can 

be developed. We reiterate our position that.a programfor 

- expansion Of European trade requires adequate: exchange of in- 
forwetim of trade performance’ and trade possibtlities. 

We point out that long-term purchase contracts can become 
uneconomic and restrictive unless care is taken in formu- 
lating the terms. of such trade. | 


* * * 


NO PROGRESS IN PARTIT The US-British-French talks 
PALES ON san BROADCASTING on German broadcasting, now 

. oi under way in Washington, 
have reached a virtual stalemate. (See page 2, November 21, 
1949 issue of Current Bconomic Developments.) The British 
end French are adamant in their insistence that the US 
adjust its broadcast services in Germany to.operate within 
the framework of the Copenhagen plan, which'was formulated 
in 1948 to cover frequency allocations for medium and long 
wave broadcasting in all European countries and which did 
‘not sufficiently considér US broadcasting requirements in 
Germany. - The US representatives have stressed the political 
implications of any cutback in our services in Germany and 
have urged either that the implementation of the plan be 
delayed or that the other western powers lend frequencies 


to 
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to the US zone for the duration of the occupation to 
meet our service requirements. Either alternative would 
require the concurrence of the signatories to the Copen- 
hagen convention. 


The British have indicated confidentially that the 

' question of broadcasting frequencies is a sensitiye one 
with their government. They are now using some of the 
frequencies allocated to domestic broadcasting for foreign 
language programs to the Continent and any further reduc- 
tion in the home broadcast service would: have serious 
domestic repercussions and severely embarrass the Labor 
government. 


There has been widespread dissatisfaction with the 
broadcasting frequency allocation plan worked out at 
Copenhagen last year. Seven participating countries — 
abstained from signing the convention and of the 25 
signatories, 24 filed reservations against the- plan. 
Further serious disagreement was reflected at the meet- 
ing of the European Regional Broadcasting Organization 
in Brussels last week, which was to formulate machinery 
for implementing the plan. The western powers, faced With a 
Soviet-dominated bloc of 16 votes, resigned from thée- 
regional organization léaving it without sufficient | 
membership to constitute an implementing body for the 
Gopenhagen plan. The British and French are now taking 
steps to form a new western European broadcasting organi- 
zation. 


PROCEDURE FOR CONTROLUING Final agreement has been 
SECURITY ITEMS FROM GERMANY reached within the Allied . 


High Commission on the pro- 
cedure to. be followed in controlling export of security 
items from western Germany to Soviet-controlled areas 
and to Austria and Switzerland, which countries present 
a problem of trans-shipment. (see page 1, October 31, 
1949 issue of Current Economic Developments s.) If the 
German government is unwilling to carry out the required 
procedures, a directive will be issued by the Allies 
instructing the government to carry out this program. 


These would be in the form of a letter, atcompanied 
by two separate and distinct lists of commodities to be 
controlled. Goods on List 1 may not be exported to Albania, 


Bulgaria, 
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Bulgaria, Czechoslovakia, Hungary,-Poland, Rumania, the 
USSR or the Soviet zone of Germany; exports.on this list 
going to Austria, China, Finland, North Korea, Switzerland 
and Yugoslavia are to be subject to the prior approval 

of an Allied agency; and shipments to any other area or 
country may be: authorized by the German government at: its 
discretion. Goods on List 2 may go to Austria, Albania, 
Bulgaria, China, Caeehoslowakia, Finland, Hungary, North 
Korea, Poland, Rumania, Switzerland, the USSR, Yugoslavia 
and the Soviet zone of Germany on the authorization of 
the German government provided.the quantity of the. pro. 
posed shipment is not. substantial. Requests for large 
exports or commodities on this list must be submitted 

to the Allied agency for prior approval. It is up to 
the German government to determine when a request'is to 
be considered substantial enough to require referral to. 
the Allies. no | 


For security reasans the German government wiil be 
requested to combine the two lists -for.use by its sub- 
ordinate agencies, adding to the single list any commodi- 
ties, the export of which the Federal governmént wishes 
to restrict for economic reasons (items in short supply). 
The different area treatment'is also. to he kept confidential. 
In conclusion, the letter to the German government will 
carry the explicit statement that nothing in it should 
be construed as delegating to the Federal government 
responsibility for authorizing export of commodities, 
the export of which is prohibited or controlled by other 
legislation. _s | ) 


. 1 G8 
* * * 


US-CANADIAN AVIATION We have requested consultation with 
CONSULTATION PROPOSED the Canadians, concerning inter- | 
| pretation of our aviation bilat+ 
eral concluded last.June. - This request is made subse- | 
quent to issuance of a show cause order by the Canadian 
Air Transport Board to Colonial Airlines. Pending the 
conclusion of such consultation, we have asked that 
Canada delay taking action to suspend the license of 
Colonial Airlines as we believe such action would be 
— with the terms of the air transport agree-.. 
ment. ; F og Oe 


* i . 
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The show cause order of December 1 was precipitated 
by growing resentment among Canadian officials because 
they felt that Colonial Airlines was deliberately obstruct- 
ing the exercise of Canadian rights under the terms of 
the agreement for an indefinite period. (See page 4, | 
November al, 1949 issue of Current Economic Developments + 


The Canadian order alleges that Colonial Airlines 
has prevented the granting of operating authority to . 
Trans-Canada Airlines, which would enable it to exercise 
privileges on the Montreal-New York route. This, they 
contend, nullifies the bilateral provision that there 
should be fair and equal opportunity for the airlines of 
the contracting parties to operate between their respect- 
ive territories the international air services covered 
by the agreement. The Canadians also charge that it is 
inequitable for Colonial to continue enjoying privileges 
granted it while Trans-Canada Airlines has been prevented 
from enjoying the privileges to which it is equally entitled 
under the same agreement. 


We maintain that these developments do not constitute 
a violation of: the terms of the bilateral. The designated 
Canadian carrier must-qualify before competent aéronautical 
authorities prior to being granted a permit to engage in 
the operations contemplated by this agreement. Although 
the Civil Aeronautics Board has been enjoined from issuing 
a recommendation to the President on Trans-Canada's appli- 
cation, it is proceeding with its hearings on the case as 
expeditiously as possible. In any event it could not make 
a recommendation until these hearings are completed. In 
view of the fact that Trans-Canada is being given full 
opportunity to qualify under the normal laws and regula- 
tions of the US and in view of the provisions of the 
agreement that existing rights and privileges relating 
to air transport services previously granted by eithér 
contracting party to the airline of the other shall con- 
tinue in force, we contend that the Canadian charge is... 
not borne out. 


x °° k oe ee 
PAYMENTS PAST DUE ON LEND LEASE ‘Although most of the lend 
AND SURPLUS PROPERTY CREDITS lease and surplus property 


credits extended by the 
US have either been settled in full or are being paid off 
through regular payments of interest and principal install- 
ments, a number of countries are, for one reason or 


another, 
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another, in arrears on these accounts. Some of the ac- 
counts have been settled or paid regularly in dollars, 
while in other cases we have accepted local currency. pay- 
ments.. Almost. all surplus property credits authorize ; 

the use of. such local currency funds, the dollar equiva- 
lent to be credited against the surplus property indebted- 
ness,.for the acquisition of real estate, the establishment 
of a Fulbright program, and for all US government expenses. 


We have instructed Embassy Rome to. make prompt - 
and high-level representations to Italy concerning that 
country's continued default in the payment of interest 
due January 1, 1948 and 1949 under its surplus property 
credit agreement. According. to our records the amount 
presently in arrears is about $3.7 million, after credit- 
ing all real property acquisitions of the Embassy. We 
are requesting that the Italians pay either. this amount, 
subject to an appropriate dollar refund if necessary as 
a result of subsequent calculations, or any different. 
amount which they determine to be presently due, subject 
also to subsequent adjustment. In making this request 
for prompt payment, we warn that Italy may jeopardize the 
possibility of future financial aid from.the US. through 
its delinquency, pointing; out that Congress was: specific- 
ally. informed, in connection with ECA legislation, that 
‘dollar interest payments.to the US would be made when due 
by the recipient countries. Meanwhile, Italy has provided 
lira equivalent to $1 million for the International Refugee 
Organization as part. payment of the US contribution to 
that agency. The dollar equivalent of this payment. will 
be credited to Italy on its surplus property account. 
However, this does not alter the fact that Italy's payments 
on this account, for which provision was made.in calculat- 
ing ECA aid requirements, should be made on time in dollars, 
in which ease such local currency. payments would have: been 
applied against future installments of principal. 


Our claim against Franee for interest due July l, 
1949 (about. $500,000) on its. surplus. property credit is 

in the process of settlement... The foreign buildings pro- 
gram in Ethiopia, which will ultimately cost the equivalent 
of $427,000, is expected to liquidate Ethiopia's payments 
in arrears on its surplus property credit as well as most 
of its interest and principal indebtedness under this credit. 


Although Embassy Tehran is continuing its efforts.to 
secure a settlement of Iran's past-due obligations for 
the principal on its lend-lease credit and the principal 
and interest on its surplus property credit, Department 


officers 
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officers have also brought this matter to the attention 
of the Iranian Embassy in Washington. Payment on these 
accounts has been held up as a result of Iran's claims 
for reductions on both accounts, on grounds which we do 
not accept. We believe that Iran's claim for a reduction 
in the a@mount due under the surplus property agreement 

is a simple misunderstanding based upon differenees in 
descriptions of property delivered to Iran, while the 
Iranian claim with respect to the lend lease account is 
based on a transaction which took place a year before the 
signing of the lend lease agreement and which we believe 
remains separate from that agreement. 


The Chinese Embassy here has. again reopened the 
question of a final settlement of China's lend lease 
accounts, including interest and principal in arrears. 

There has, however, been no reply to our note of March 8, 

in which we outlined figures:supporting a settlement of 
about $138 million, nor have the Chinese offered any counter- 
proposal. Instead the Chinese representative again brought 
up a great many of the points which had been thoroughly dis- 
cussed and, in our view, reconciled in previous meetings. 

The proposed settlement "figure of: $138 million represents 

a reduction from the $286 million proposed by us in June 
1948 and takes into account the Chinese claims. The Embassy 
representative agreed to furnish the available information 
with regard to the uses of the 1942 US credit of $500 
million, requested by us on several occasions in the past, 
but evaded the matter of a formal aeand to the meren. note, 
or a counter-proposal . 


With respect to the accounts of. the Latin American 
countries, we have accepted Chile's proposed terms for 
final payment of its lend lease account, and a formal 
exchange of notes will finalize the: settlement. The Presi- 
dent of Peru has offered a token payment of 300,000 soles 
on Peru's past due lend lease accounts, However, this 
offer is being declined by the Department which is continu- 
ing to press for an.acteptable proposal which would provide 
for a general settlement over a period of not more than 
five years and would specify a conversion rate. Bolivia 
is completing a decree to provide for the payment of 10.5 
million bolivianos, ‘to be credited at the official rate on 
that country's lend lease obligations. Colombia, Costa 
Rica, Cuba, Ecuador, Mexico and. Nicaragua are other Latin 
American countries which are in. arrears on payments: on 
iend lease or surplus. ary Gee. 


Other 
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_. Other countries which are in arrears on one or both 
accounts include: Austria, Belgium, Burma, Greece, Hungary, 
India, Korea, Lebanon, Liberia, Indonesia, Thailand, 
Turkey and the USSR. (See page 3, October 3, 1949 issue 
of Current Economic Developments. } F 7 
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PUERTO RICO OFFERS TO Last week Assistant Secretary 
AID POINT FOUR PROGRAM Thorp, accompanied by a small 
party, visited Puerto Rico at 
the invitation of Governor Mufioz-Marin to see how the 
island can contribute to the Point Four program. Puerto 
Rico has a dynamic program through which the low standard- 
of-living is being improved and exceptionally rapid develop- 
ment is taking place notwithstanding the limitations inm- 
posed by lack of natural resources and the demographic 
problem. The coordinated program includes health, agri- 
cultural development, education, housing, industrial 
development, development of statistical records, and 
financial and fiscal policies, all of which are envisaged 
under the Point Four program. The party was impressed 
with the fact that Puerto Rico has a real contribution 
to make to Point Four. It can serve as a practical demon- 
stration and a training base. It will be particularly 
useful as an intermediate stop for Latin Americans coming 
to the US under the program--particularly for those who 
speak only Spanish, since the island is bilingual and most 
instruction at the University of Puerto Rico is in Spanish. 
It could also serve as an intermediate point or "staging 
area" for technicians going to Latin American countries 
under the program, to acquaint them with the conditions 
which exist in many of the countries and so they could 
actually study the development that is taking place. 
Puerto Rican officials will also be useful as advisers 
in connection with Point Four. 





During the Assistant Secretary's trip he visited 
the University of Puerto Rico, paying particular attention 
to the agricultural experiment station, the industrial arts 
school, and the agricultural extension service. The 


Puerto 
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Puerto Rico Planning Board discussed its programs for 
public works, fiscal and economic.planning and urban 
Planning. He was shown a number of housing projects, 
water supplies and sanitation facilities, and a hydro- 
electric plant. He also visited the School of Tropical 
Medicine and visited cement, rug, glove, glass container 
and ceramics plants and the yeast pilot plant of .the 
Industrial Development Company. 


» 8 
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DEPA VIEWS 0 SURES TO Department thinking on meas- 
ROM EUROPEAN INTEGRATI ures to promote European... 
integration has béen forwarded 

to Harriman in Paris for guidance in discussions with the OEEC 
in corinection with that organization's report of January 15, 
1950.° We envisage simultangous approaches toward trade jiber- 
alization and transferability of European currencies as well 
as a. — of OCEZC itself. 


ested Trade Liberalization Program The elimination 
by 1991 of balance-of-payments quantitative restrictions on 


imports in intra-European trade is fundamental for the aims of 
the European Recovery Program. The CEEC decision of last Noven- 
ber that 50% of privately-imported products from other partici- 
pating countries should be freed of quantitative restrictions 

by December 15, 1949, is only the first and the most easily 
taken step in this program. We believe that by April 30, 1950 
quantitative restrictions should have been lifted on at least 
75%. of private imports, and by December 31, 1950, the: 100% goal 
should have been achieved.: The first report by the Central 
Group of the CEEC Council stressed the extent to which the first 
round of liberalization of import restrictions was shaped by con- 
siderations of autarchy and protectionism. It stated that it 

is fairly easy for most countries to compile a list of commodi- 
ties, comprising as much as 50 to 60% of their imports from - 
other participating countries which they are prepared to import 
without restriction. It is most important to free the remaining 
commodities, whose unrestricted import would seriously compete 
with existing domestic products, if: full advantages of ljiberali- 
zation are to be realized. ‘ We believe that heavy emphasis must: 
be placed on the theme that the maintenance of quantitative re- 
strictions for protectionist’ reasons is inconsistent with the 
obligations of the participating countries. 


Rationing and Subsidies We believe OEEC, in its next 
report, shoulda state its intention to find solutions for the 
problems created by domestic rationing, subsidy, and similar 
programs which tend to defeat the purpose of trade liberaliza- 
tion measures, The deterring effect. of rationing programs ‘upon 
intra-European trade is greatest with respect to the imports. of 
the UK and the Sccndinavian countries which maintain. such pro- 
grams partly as a means of meeting balance-of-payments difficul- 
ties and partly as a means of holding down the proportion which 
consumer goods represent of gross national product.'. However, 
Since the sterling position of many member countries ‘may be the 
key to the improvement of their overall intra-European payments 
position, the liberalization of such rationing programs to the 
extent possible, in light of the balance-of-payments situation 
of the rationing country, is of substantial importance. 


State- 
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State-Traded Imports State-traded imports..should be sub- 
ject.insofar as possible to the same trade liberalization cri- 
teria as privately-traded imports. By April 30, 1950 we believe 
75% of such imports should be subject to purchase from the 
other participating countries, to the extent that they are 
offered at world prices, in such amounts as may be netessary 
to satisfy domestic demand at such prices plus a reasonable 
markup. Where the products involved are subsidized in connec- 
tion with their distribution to the consumer, means will have 
tc be developed for the practical application of the above 
criteria. The OEEC Council trade liberalization decision of 
last November provided that member countries, to the fullest 
extent of their executive authority, should observe the prin- 
ciples of ‘Section D:of Chapter IV of the Havana Charter of the 
International Trade Organization with regard to government 
trading organizations. This Charter section provides that, 
subject to other Charter provisions, a government monopoly 
shall import end offer for sale such quantities of a product 
as will be sufficient to satisfy the full domestic demand, 
account being taken of rationing. A number of OEEC countries 
at first protested the UK proposal to limit trade liberaliza- 
tion measures to private imports, but later accepted the limi- 
tetion coupled with the Havana Charter commitment. Now the 
Danes apparently have concluded that there is nothing in this 
commitment which would require the British, for example, to 
import more dairy products from Denmark, even though the UK 
has no apparent payments problem with the Danes. 


Export Restrictions and Dual Pricing We believe that 
export restrictions should be eliminated by April 30, 1950 


except for security reasons, locel or general shortages, inter- 
national commodity agreements, set-asides to increase herd- 
currency earnings, or other minor exceptions recognized by the 
Havana Charter. Provision should be made whereby export re- 
strictions justified by any participating country on the basis 
of local or general shortages should be reviewable by OEEC. 

In any case, export restrictions so applied should be adminis- 
tered on the basis of global quotas. We believe that dual 
prices maintained by government measures or private monopolies 
should also be eliminated by April 30, 1950. The problems of 
export restrictions and dual pricing are inseparably intertwined. 
One of the cbje:tives of export restrictions has been promoting 
Sale of non-essential products, and another has been maintaining 
domestic prices of raw materials below world prices in order 

to afford a competitive advantage to domestic processing indus- 
tries. In some cases dual pricing is the result of quantitative 





restrictions 
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restrictions on exports rather than of direct government or 
private control over prices. Measures aimed at dual pricing, 
which OEEC is already committed to try to eliminate, may be 
insufficient unless coupled with moves for the elimination 
of quantitative restrictions on exports. 


Tariffs’ The role of tariffs as a secondary impediment 

to intra-Eurépean trade should be acknowledged, and an inten- 
tion expressed of. supporting the reduction of tariff barriers 
and the development of certain customs union projects. As 
quantitative restrictions are lifted, the relative importance 
of tariff barriers will increase. While reduction of *.riff 
barriers is not a problem of the same immediacy as elimination 
of quantitative restrictions, it is essential for the ultimate 
achievement of an efficient European economy. OEEC should 
consider how the forthcoming third round cf tariff negotiations 
to be conducted by the contracting parties of the General 
Agreement on Tariffs and Trade can best be utilized in this 
.regard. Progress in the achievement of Benelux and such pro- 
.. jects as the French-Italian Customs Union and the Scandinavian 

Customs Union are also steps in the right direction. Projects 
of wider scope, such as the French-Italian-Benelux proposal, 
are under study. We. believe careful consideration should be 
given to the development of free trade areas, where the con- 
Stituent members have no tariffs as among one another but may 
have different tariff rates applicable to goods originating 
. Outside the area. This might be a means of Linking the various 
customs’ unions together and might overcome the present. reluc- 
tance toward customs: unions because of loss of control over 
tariff rates appliceble to the goods of countries not members 
of the union. 


~~ Restrictive Agreements The restrictive effect of exist- 
ing and prospective agreements among domestic producers within 
member countries and of international agreements among such 
domestic groups should be recognized. There is a substantial 
possibility that, as the trade liberalization program proceeds, 
arrangements of this sort will increase as a means of substitut- 
ing private trade barriers for the governmental barriers that 
have been removed. OEEC should institute an interim procedure 
patterned after Chapter V of the Havana Charter to hear com- 
plaints, make investigations and recommendations to the partici- 
pating countries. OEEC determinations that a specific restric- 
tive practice is harmful should be roma upon the participet- 
ing countries. 


$ca 
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Escape Clause We believe that there should be a limited 
escape provision to deal: - with the contingency that trade liber- 
alization measures may result in serious injury either to do- 
mestic producers in a major industry or to the monetary re- 
serves of a liberalizing country. In cases of the first type, 
the OEEC should determine whether it is to the interest of 
European economy as a whole for the enterprise of the partici- 
pating country to have some respite from the effects of the 
trade liberalization measures in order to make the fundamental 
adjustments which may be involved. OEEC should recommend the 
mitigating measures, giving preference to: first, a temporary 
subsidy; second, a temporarily. increased tariff, provided it 
is not bound by international agreement; and third, a reimposi- 
tion of cuantitative restrictions. OEEC would also consider 
the institution of mitigating steps to meet situations in which 
the effect. of trade liberalization measures ig creating serious 
balance-of-payments difficulties for any of the participating 
countries. 


Interconvertibility of European Currencies We believe 
that the free multilateral transferability of European curren- 


cies within Europe for current transactions and for equilibrat- 
ing and productive capital movements should be achieved at an 
early date. As we see it, a system of intra-European converti- 
bility would be characterized by three features: 1) A complete 
elimination among participating countries of exchange restric- 
tions on current transactions, still permitting the maintenance 
of exchange controis to prevent undesired capital movements; 
and selective freedom of specified classes of capital movements, 
varying from country to country. 2) reriodic, automatic, com- 
pulsory clearing of current intra-European balances acquired 

by the central banks of the member countries. 3) Settlement 

of net balances. Measures will have to be concerned with 
establishing conditions favorable to the maintenance of intra- 
European convertibility; with financing net intra-European 
deficits pending esvehlisnments of such conditions; and with 
means for cushioning tenrorary imbalances and meeting net. 
intra-European deficits after the end of ECA assistance. It 
is recognized that 1m Austria and Greece special conditions 
exist which make them heavy chronic debtors and some special 
arrangements will have to. be provided to include them in a‘ 
wh eee of currency convertibility and relatively 


Coordination of Internal Policies An indispensible con- 
dition for the successful functioning of any system of intra- 


European convertibility is the adaptation of the monetary and 
fiscal policies of the participating countries to achieve the 


desired 
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desired balance-of-payments equilibrium. Such coordination 
must be voluntary as countries are not yet prepared to sacri- 
fice their national sovereignty to the extent implied in 
surrender of monetary and fiscal controls to a supranational 
agency. It is impossible to tell how much adaptation and: co- 
ordination will be forthcoming from voluntary consultation 
but a public recognition that each participating country has 
a legitimate interest in the domestic policies. of all the others 
will in itself be an important step forward. It may also be 
possible to get the participants to agree to certain broad 
principles: of policy, and pressure might be brought on unco- 
operative countries through public opinion. The elimination — 
of inflationary forces in certain countries may well’ be the 
most important step in the immediate future in achieving co- 
ordination of the domestic policies of the participating 
eountriés. 


Exchange Rates It is tnlikely that the recent devalua- 
tions have completely eliminated the maladjustments in the 
intra-Buropean rate structure, and further changes will proba- 
bly be necessary before a reasonably stable equilibrium is 
established. The transition to an appropriate system of rates 
could be made either through a series -of administered revalua- 
tions, with maintenance of orderly cross-rates, or through a 
regime.of floating rates, where currencies would be permitted 
to fluetuate freely against all others and presumably also 
against the dollar. While floating fates would make for the 
_ most flexible and rapid adjustment, they would immediately 
- entail the problem of cross-rete maintenance. Moreover this 
floating rate -philosophy is not in general fevored by the 
International Monetary Fund, and the British strongly oppose 
both floating rates and disparate cross-rates. The distortion 
of trade that would arise under a regime of irregular cross- 
rates, together with adverse effect on trade flows which would 
be invoked by violently fluctuating rates, would seem to rule 
out the freely floating rates as the technique of adjustment. 


Sterling Balancés Every possible avenue-should be ex- 
plored for obtaining full-sterling. area participation in con- 
vertibility. So long as the problem-of the sterling balances 
remains unsolved, it may prove impossible to make sterling 
fully convertible even within Europe. Whenever the UK succeeds 
in putting cffective limitations on releases from the blocked 
sterling balances it should be’ possible for the sterling drea 
to participate fully in intra-European convertibility. It is 
not out of the question that the British may even now feel ‘ 
they have the problem of surplus sterling sufficiently under 


control 
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control to warrant risking greater sterling transferability. 
If they do not,:it may be necessary temporarily to accept 
sterling area participation on a limited basis such as it 

has now under the Intra-European Payments Agreement, with the 
UK retaining the veto power over second-category sterling . . 


transfers. oe ; 


Settlement of Net:Deficits Basic conditions for the | 
successful functioning of a free European economy are largely 
lacking at present. Progress will probably have:to occur by 
stages, with a relaxation of trade barriers followed by:a:. . 
readjustment period, a further relaxation and adjustment,-etc. 
This progressive elimination of restrictions. will involve a 
considerable degree of risk for the participants and to assume 
it they will need’ some sort of insurance against the rapid de- 
pletion of their monetary reserves. ECA dollars, within limits, 
should be the insurance rnseded to finance a substantial part 
of any net deficits arisin; therefrom. At the same time in- 
centives shov1d induce both net creditors and net debtors to 
readjust their domestic economic policies and exchange rates 
so as to reduce the imbalance. This would be. accomplished by 
requiring the net debtors to settle a part of their deficit 
in gold or dollars-, and requiring net creditors to finance a 
part of their surpluses by extending uncompensated grants or 
credits. In the immediate post-ERP period it is expected 
there will be a continued dollar shortage for a while, although 
not so pronounced as at present. If coordination: has proved 
effective, these temporary imbalances should be manageable, . 
probably by reciprocal lines of credit through the International 
Monetary Fund or through some other international institution 
which would maintain reserves of the currencies of respective 
members, or which might have limited powers of credit. creation. 


Settling the balances earned by persistent net creditors 
on intra-European account ‘is much more difficult and there are 
four possible alternatives: 1) elimination of long-run intra- 
European net balences; 2) full dollar settlement by net debtor 
countries; 3) full financing by net creditors; 4) or some com- 
promise solution. After studying the alternatives it eppears 
a compromise containing elements of all would be best. Any 
errangement for settlement of intra-Europecn net balances . 
efter the end of ECA eid should make provision for partial : 
settlement in dollars by the debtors: and the financing of the — 
remainder by grents or credits on the part of the creditors 
with relative ratios worked out.on a coordinated basis by.:the 
countries concerned. Such a compromise arrangement could only 
succeed if long-term intra-European net-surpluses and deficits 


can 
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can be reduced to manageable proportions. This will require 
the maximum consistency of monetary and fiscal policies and 

a conscious effort to reorient trade through exchange rate 
adjustments, special incentives to exporters, direction of 
investments, and other ways. The machinery devised to imple- 
ment these objectives must be such as to encourage the closest 
kind of continuing cooperation among participating countries. 
Strengthening OKEC We are planning to send to OEEC 
participating countries a note outlining our concern that 

CEEC itself should be strengthened and suggesting that a lead- 
ing European personality should be named by OEEC to a top 
position to bring this about. Van Zeeland, President of the 
OEEC Council, is circulating a similar proposal and these will 
be discussed at a meeting of the.consultative group December 20. 
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FAO ESTABLISHES COMMITTEE One of the major functions of the-: | 
ON COMMODITY PROBLEMS fifth annual conference of the 
F Food and Agriculture Organization. : 
(FAO), held in Washington from November 21 through December 6, - 
was the appraisal of the world's food situation. Although. «~~ 
the world at large has regained prewar production levels, : 7 
Supplies available per person are still below prewar standards 
since the population has increased 10%. The dislocation of. .- 
currency and trade in agricultural products, with a resultant 
threatened surplus in North America, was discussed extensively. 


urplus Plan The International Commodity Clearing House 
(ICCH) proposals, (see page 4, November 14, 1949 and page 8, 
October 17, 1949 issues of Current Economic Developments) which 
were found unacceptable by most of the nations, were rejected 
by the conference. There was, however, general approval of 
the objective of attaining international cooperation in the 
distribution of agricultural surpluses. To assist in achiev- 
ing this ohjective, the conference established under the FAO 
Council a 14=nation Committee on Commodity Problems to consider 
primarily the food end agriculture] surplus commodity situation 
arising from balance-of-payments difficulties. Specifically 
the committee will consider the needs of deficit nations, ; 
study general methods of surplus disposal, examine disposal - 


plans 


ee 
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plans submitted by governments and render advisory opinions 
on then, perticularly with relation to their effect on third 
countries. 


Secretary of Agriculture, Charles Brannan, in speaking 
in favor of the formation of this committee, pledged the full 
cooperation of the US and said that it is our intention to 
submit such plans to the committee in order to obtain the 
benefit of international consultation. This promise as ex- 
pressed was limited.to surplus disposal of foods. 


¢ So far as other surplus problems are sthibieetecthats 

not primarily connected with the currency problem--the confer - 
ence recommended a commodity-by-commodity approach to the 
problem within the framework of the present Interim Coordinat- 
.ing Committee for Intergovernmental Commodity Arrangements 

and the future International Trade Organization. 


Technical Assistance Program Aside from setting up the 


committee on surpluses, the conference's major decision on 
spurring food output was to endorse a program of technical 
assistance to underdeveloped areas. The FAO unanimously 
approved the technical assistance program of the Economic and 
Social Council of the UN, under which FAO will get 29% of the 
funds available to UN for this purpose. The conference voted 
to use $100,000 from FAO's working fund to make -preliminary 
plans for the agricultural phase of the UN program, and member 
nations were urged to survey their situation and develop... 
specific plans which would be submitted to the Director General 
and, if approved by FAO and.the Technical Assistance Board .of 
the "UN Specialized Agencies, would put it into ovina came as 
soon as funds were available. : 


nb rs C is in Co 104 Five new member nations 
were voted in during the conference--Indonesia, Israel, Korea, 
Afghanistan and Sweden--bringing the number of member nations 
to 63. The terms of 6 of the 18 members of the FAO Council 
expired this year, and the following nations were elected to 
the Council: Pakistan, Venezuela, Yugoslevia, Burma, Belgium, 
and the UK. Czechoslovakia voiced a strong protest over the 
election of Yugoslavia, stating that Hungary, Poland and 
Czechoslovakia could not consider that Yugoslevia represents 
the interests of eestern Europe. The F4O declined to act 
upon Spain's application. . fa 


Other Matters Considered After many. hours of determined 
debate on the offers of sites.in the US, Denmark, Switzerland 
and Italy, the conference voted to. establish permanent head- 
quarters in Rome. Many of the delegates thought the organization 


could 
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could be operated more economically in a soft currency country 
and many of the European and Asiatic delegates favored a loca- 
tion nearer their own countries. The votes of Liberia and. 
Haiti, who had opposed the Washington area because of racial 
discrimination, wete sufficient to decide the issue. Na 
specific date has been set for the transfer of headquarters 
from Washington and the problem of how to finance the move, 
estimated to cost $1.5 million, has not been solved. 


The next conference will be held in april 1951 and there- 
after every two years instead of annually. 
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RTH RICAN BROADCASTING The third North American regional 
NFERENCE RECESSES TO 1950 conference at Montreal recessed on 
| , December 8 because it could not come 
up with an agreement acceptable to the US and Cuba. (See page 6, 
September 12, 1949 issue of Current Economic Developments. ) 
While the US and conservative Cuban interests were very anxious 
that an arrangement be worked out to regulate standard hand broad- 
casting throughout the region, we could not accept Guban insist- 
ance upon the use of channels which had previously been allocated 
to the US for service in many portions of the US. We:feit that 
any agreement containing the Cuban proposals would never be rati- 
fied by Congress because it fails adequately to protect American 
broadcasting interests. The terms Cuba proposed would create 
broadcasting interference of such intensity as virtually to wipe 
out previous US service rendered on those channels. 


cCQIy= 
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The: conference will be resumed April 1, 1950 in the.US. We 
will hold pre-conference discussions with Cuba in February in the 
hope of ironing out our differences in order that it may be posst1- 
ble to reach an agreement at the next session of the conference. 
Talks will also be held with Mexico immediately after the first 
of the year with a view to persuading that country to come into 
the fold and take a whole hearted interest in NARBA. Mexico has 
remained adamant in its unwillingness to participate in a con- 
ference to prepare a new agreement and was represented at the © 
Montreal meeting only by an observer. 


During the interim there will be no regulation of standard 
band broadcasting in the North Americen region. The Cubans 
would not accept a continuetion of the original North American 
Regional Broadcasting Agreement of Habena 1937 nor of the modus 


vivendi 
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vevendi worked out at Washington in 1946. The interim agree- 
ment of 1946, which expired last March, continues to be 
respected by "the signatories--with the ” exception of Cuba, . 
which already has usurped frequencies to accomodate approxi- 
mately 18 new stations. It remains to be seen whether Cuba 

in good faith will generally respect the present interim ed, 
arrangement or whether it will take advantage of the situation 
to hop all over the radio spectrun. 
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US_ ASSENT TO Sea US assent to the Moroccan Protectorate 
IMPORT DECREE EXTENDED decree cf December 1948 governing in- 
ports into French Morocco has been 
extended until December 31, 1949. . It is hoped that a satis- 
factory settlement based on US proposals for working out a 
method for the refund of consumption taxes irregularly collected 
and establishment of a mixed commission can be made before 
expiration of this extension, the third since temporary assent 
Was given June 10,1949. Our assent has been given with full 
reservation of existing US treaty rights in Morocco, under 
which it is customary not to apply any law or regulation to 
US nationals unless this government gives its consent. (See. 
page 4, June 27, 1949 issue of Current Economic Developments.) 


The decree provided that impor ts not requiring an official 
allocation of foreign exchange require an import license, and 
those licenses would be restricted to a list of essential . 
goods. Prior to this time most goods could be imported into 
the Protectorate without an import license if the importer 
did not require an allocation of dollar exchange to finance 
the imports. There were many cases of illegal exchange trans- 
actions with a resultant reduction in the number of dollars. 
on ay to the frane area, hence the adcption of import 
controls. 


The French Foreign Office has indicated that the French 
Cabinet has decided to refer this metter to the Internetioncal 
Court of Justice at The Hague if a satisfactory solution is 
not arrived at before expiration of ow’ assent. 
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US VIEWS ON MULTILATERAL While the US believes that a multi- 
AIn TRANSPORT AGREEMENT § lateral air transport convention 

would be the most desirable medium 

for exchanging commercial air rights we do not think it would 

be possible to obtain an acceptable agreement at this time. We 
consider that a longer period of practical experience in interna- 
tional air transport is required before a useful purpose would 

be served by further formal discussions on this subject. Any 
multilateral which is to serve the fundamental purpose of promot- 
ing the development of international air transportation on a 
sound economic basis should incorporate the basic principies. 

we have repeatedly affirmed. 





Our position was expressed in reply to a request from the 
Council of the International Civil Aviation Organization (ICAO) 
for the views of member states concerning what further action 
should be taken to secure a multilateral agreement. The Geneva 
conference in 1947 failed in its efforts to achieve a multilateral 
but did serve as an exceedingly useful forum for the discussion 
of major issues at stake. Based upon the replies received the 
Council will submit recommendations to the Fourth ICAO Assembly 
to be held in Montreal next June. 


We feel that the international atmosphere is not presently 
favorable to the conclusion of a multilateral agreement on Bermuda 
terms and that even the Geneva formula probably would be unattain- 
able at this time. Immediate exploration of this matter through 
ICAO might increase activity by countries seeking to impose re- 
strictive philosophies. Latest studies point to the conclusion 
that US carriers substantially depend upon fifth freedom traffic 
and it would be unwise to raise the issue in the face of indica- 
tions that it would not be possible to obtain a multilateral 
with even the minimum restrictions present in the Bermuda proto- 
type or the Geneva draft. 
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WORLD BANK ISSION- An International Bank mission has 
TO SOUTH AND EAS an ‘left for a visit to the Philippines, 

- Thailand, India, Pakistan, and 
possibly Ceylon, to investigate projects: for possible financ- 
ing by the Bank and to make a general survey of economic con- 
ditions in south and east Asia. The judgments formed by this 
mission will be extremely important sinceithe International 
Bank is the principal available means for:financing very 
long-range development projects in this aréai. 


Agenda for the Mis sion The mission will hte the over- 
all economic situation in the Philippines and the possibilities 
for limited external aid in increasing rice production, as 
well as the power, projects submitted by the government. In 
reviewing the general economic situation in India and Pakistan, 
the mission will emphasize the need for inter-Dominion trade, 
for joint India-Pakistan development of disputed water re- 
sources, and for limitation of military government expendi- 
tures, which constitute a serious threat to the credit stand- 
ing of the two countries. Various proposed projects, including 
tubewells and construction of.a steel plant, may also be studied 
during the mission's visit to India; while in Pakistan, the 
mission may learn of the large-scale agricultural development 
projects mentioned by the Finance Minister. during his visit 
here. In connection: with its visit to Thailand, the mission 
was informed of our view that the irrigation and five-year 
railway rehabilitation projects, which were’ submitted to the 
‘Bank by the Thi ii Finance: Minister, ‘are top priority projects 
since both would contribute to a. considerable - ‘expansion of 
Thai rice exports. The : possibility ‘and: timing of a visit to 
Ceylon will depend -on whether that country“becomes a member 
of the International Bank in the immediate “future and then 
i ee such a visit. 7 


~ US Economic Policy Toward South ‘and Rast Asia Restated 
Prior to its departure, the mission was briefed on our economic 
policy for south and east Asia, which was approved as Depart- 
mental policy by the Under-Secretary in May, 1949.° (See page 6, 
June 6, 1949 issue of Current. Economic Developments.) This 
calls for expanded food production:in all the countries to be 
‘visited by the. mission: and for a conscious-concentration of 
external Joan funds for. agricultural purposes where a. large 
increase in food-or cotton production is: practicable and 
economic, The reasons for desiring ‘such an increase and in 
an amount sufficient to correct the present’ food deficit status 
of south and east Asia as a whole are two-foid. 


On 
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On the one hand,. restoration of this area to its prewar 
food surplus status would relieve the critical dollar problem 
of India and Japan, which have very limited dollar exports 
but have been forced for. the first time in their: history to 
import large amounts of foodstuffs from the dollar area in 
order .to.avert starvation in their principal cities. The 
continuing inability of these countries to meet their food 
(and tn the case of Japan, cotton) needs without the present 
temporary measures, -UK convertible: sterling releases to.India 
and US approrvriated aid to Japan, represents a serious poten- 
tial threat to the political and economic stability of the 

. Far East as a whole. ' pew oe ET a 


_ Qn the other hand, increased agricultural exports to 
Japan and India by such Asiatic countries as Pakistan and 
Thailand would probably constitute the most economic means 
for these agricultural countries to obtain the capital and 
consumer goods needed. to raise their living standards and 
diversify their economies. A relatively small investment in 
these countries woulc greatly augment their agricultural ex- 
aed for which a large and expanding effective demand is 

oreseen. 7 = 


Steps Undertaken to Implement US Policy The US has 
already taken a number of steps looking toward the implementa- 
tion of this policy which has .been:made known to our Embassies 
in .each of the countries concerned, We have encouraged Pakis- 
tan and Ceylon to apply for membership in the International 
Bank and Monetary Fund, since these institutions offer possible 
sources of economic and financial advice and since the Bank 
constitutes a source of long-term financial aid. We assisted 
in the negotiations with Pakistan to determine an acceptable 
quota in the Fund, as a result of which Pakistan's membership 
in both organizations is expected to be finalized soon. Ceylon's 
application for membership has just been received. 


We have.supported consideration of India's loan applica- 
tions by the International Bank, which has already extended 
loans of $34 million for the reconstruction and development 
of the Indian state railways, a necessary correlative to 
agricultural expansion, end. of $10 million for the purchase of 
heavy tractors and other equipment to bring new land under : 
cultivation. The Bank is now considering India's request for 
the construction of a steam plant, which represents the first 
step in a projected TVA-like development of. the resources of 
the Damodar Valley. The Bank is expected. to act favorably on 
this request in the near future. 


In 
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In addition to supporting Thailand's accession to: the 


Bank and Fund, which became effective last May, we have: en- 
couraged the expansion of Thailand's rice production, both 


-4n discussions with the Thai Finance Minister and by. asking 


SCAP to provide Thailand with assurances that Japan will. buy 
all rice offered to it by Thailand on reasonable terms.\We 

have pointed out to the Thai Finance Minister that this Japanese 
demand should increase with population growth and that Japan 


has a sufficiently extensive capital plant.so that it can pay 


for the rice with the types and amounts of goods needed by 
Thailand. In addition, we feel that the sterling paid by 
other rice importers should also become more valuable to Thai- 
land in view of the expands ng European export availabilities. 


We have discussed this policy with representatives of the 
British Embassy here, with particular reference to the desira- 
bility of expanded food production in Malaya. These repre- 
sentatives indicated that the UK had reached conclusions con- 
cerning Far Eastern economic policy which were very similar 
to ours and that a vigorous effort was being made to expand 
food output in Malaya. 


We have suggested to SCAP, through the Army Depertaant; 
that he might give consideration to the sale on medium-term 
credit to Southern Asiatic countries of Japanese capital equip- 
ment exports that cannot be sold elsewhere for cash and that 
can be produced without any increase in present or projected 
US appropriated aid to Japan. These capital goods, e.g. 
transportation or irrigation equipment, might be used to in- 
crease Southern Asiatic production of food and cotton needed 
by Japan; the Japanese credits could then be repaid out of these 
increased. Southern Asiatic exports to Japan. This possibility 
may be discussed by SCAP representatives with the Bank mission, 
two of whose members may visit Japan in January. 


SECRET 
*  * * 
, CONFIDENTIAL | . 
N NTE NATIONAL LABOR A new world labor federation created 
ON ESTABLISHED as a democratic rival of the Communist- 
dominated “World Federation of Trade 
Unions (WFTU) was formally established at the international 
conference of trade unions held in London, November 28- 
December 9. The new organization, which is to be called the 


International 
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International Confederation of Free Trade Unions (ICFTU)-is 
the outgrowth of the split of democratic unions from the WFTU 
almost a year ago. Participating in this constituent assembly 
were 261 representatives of 59 national centers and 28 other 
national and international labo: bodies, who spoke for 42.5 
million workers in 53 countries. American labor unity and 
leadership were impressive throughout the conference. The 
constitution adopted emphasizes trade union and democratic 
objectives and is completely non-Socialistic, all-Socialist- 
tinged amendments having been defeated in committee, mainly 
because of US objection. Organization headquarters for the 
new organization will be Brussels, and J. H. Oldenbroek,. head 
of the International Transport Workers Federation, was elected 
General Secretary. There will be a biennial Congress; a General 
Council made up of one representative from each country to 
meet alternate years; an Executive Board to meet every six . 
months; and an Administrative Committee, which will be a watch- 
dog and emergency committee to meet on call. The Executive . 
Board is to consist of one member each from Africa, Asia- 
Middle East, Australia-New Zealand, and the West Indies; two 
each from Britain and Latin America; four from North America; 
five from Europe; and a General Secretary. The ICiTU is ex- 
pected to ask for consultative status in the UN Economic and 
Social Council (ECCSOC) and the International Labor Orgeniza- 
tion. The American Federation of Labor (AFL) will drop its 
status in ECCVSOC in favor of the new body. 


The Credentials Committee very evidently used « broad 
definition of bona fides of member federations, withholding 
seating only from Thaiiand and Dominican Republic Unicns. 
Both Japanese and West German trade unions were represented, 
the letter nominally now fully back in the fold, although 
tema is still reduced as compared to the sitinaiened 
per 


Principel Problems Among the most controversiel issues of 
the conference were Catholic union affiliation, location and 
General Secretary, relations with the International Trade 
Secretariats, and organization of regional machinery. 


The controversy as to whether or not to invite the 
Catholic Unions to participate in the new international was 
compromised by a US-sponsored credentials committee resolution 
to invite the affiliates of the Christian International with 
full rights and responsibilities on the understanding that 
they abandon. the International Federation of Christian Trade 
Unions by the time of the next ICFTU bienniel Congress. The 


Belgian 
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Belgian Catholics surprised the conference by affiliating, 
but the French and Dutch. have not yet responded. Brussels 

as headquarters was agreed upon after a bitter struggle be- 
tween the US and the British, the latter pressing for London. 
Relations with the International Trade Secretariats and deci- 
sions as to the organization of regional activities were left 
“for the Executive Board to settle. All seemed to recognize 
the ‘need for some kind of regional] machinery--this need being 
emphasized by the concurrent WFTU Peiping Conference, which 
clamered for revolutionary nationalism in that area. (See 


page 6 of this issue of Current Economic Deyelop- 
' ments.) 


nd CIO Cooperatio table Cooperation between the 
American Federation of Labor and the Congress of Industrial 
Organizations was impressive throughout the Congress. Many 
delegates from other countries were under the impression that 
there were real differences between the "conservative" AFL 
and the "radical" CIO, and were surprised to find both organi- 
zations condemning Communism, Franco Spain, and imperialism 
in the’ strongest terms. Both groups also declared themselves 
for the European Recovery Program, the Atlantic Pact, and Point 
Four. The AFL and the CIO both sent top men to represent them 
at this meeting and wielded a strong influence. There were 
some accusations, especially from the British, that US dele- 
gates tried to dominate the meeting,. but fcr the most part, 
foreign delegates were really given an education in the Ameri- 
can labor movement and reacted warmly. 

WFTU Remains Strong Despite premature rejoicing : 
ever since the January 1949 split, the WFTU remains strong. 
Its membership is probably greater than the ICFTU; and although 
losing out in France and Italy, it is still strong there; is 
strong in eastern Europe, of course; and will soon be in a 
position to organize millions of workers .in China. While it 
has been reduced in form, the split has removed any need to 
inhibit its Communist line. In the immediate future it will 
probably have far greater resources to carry on agitation 
propeganda than the new organization will have for its acti- 
vities. Moreover, the WFTU long-term appeal is strong in some 
areas where the ICF7TU is weakest and where ICFTU formation 
does not .yet alter the balance of power. The outcome lies 
in part in regional activities and in part in the development 
of government programs nationally and internationally in 
vulnerable areas of Europe and elsewhere for which ICFTU and 
national trade union centers can effectively ask support. 
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WFT') CONFERENCE IN The Asian conference of the World Federa- 
PEIPING “SIGNIFICANT © tion of Trade Mhions (WTU), held in. 
Peiping, China November 15-22, was an 
important move in the over-all Communist program for Asia. 
Called ostensibly for the consideration of trade union matters, 


the: conference actually gave emphasis to political considera- 
tions over bona fide labor issues. It is evident that the 


Far“East by having the urban labor minority of the population 
insthe dominant position over farmers, merchants, etc., ensur- 
ing tight Communist control through intensive unionization and 
regimentation. The speech which probably keynotes the confer- 
ence was one given by. a Chinese Communist leader,:@_ vice presi- 
dent of the WFTU in which he calls, ‘in effect, for armed revolt 
throughout Asia. The London Economist, ina restricted report, 
terms the meeting as constituting an Eastern Cominforn. 


The 17 delegates from 13 nations who-were present agreed 
to establish a WFTU liaison bureau for Asia,. with headquarters 
in China,’ and to submit to the UN the question of forced 
labor and anti-labor laws existing in countries such as India, 
Iran, Japan, Malaya, and Southern Korea. The Potnt Four 
program came in for heavy criticism. Reports from almost all 
Asian countries represented criticized alleged Anglo-American 
imperialist attempts to split the WFTU and render it ineffective, 
thus undermining the unity of the working class. Approval was 
given a’ resolution offered by the Sudanese delegate protesting 
the action of American military authorities in Japan in pre- 
venting wagenese trade union srhagesey fron attending the 
conferenee.. wr | . 





Decisici to hold this conference was reached by the WFTU 
executive board in January 1949.end confirmed by the second 
WFTD Congress in July.. ‘The early .planning,:pius the fact that 
the WFTU General Secretary .and.all the executive board members 
from Europe, Africa, and Latin America wére present’ at the 
Peiping meeting, indicates the importarice attached‘ by high 
level Communists to recent events in China. It may also pre- 
Sage a general shift of the focus on Cominform activity to 
the wees. | 
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US-BRAZILIAN CONSULTATIONS Formal consultation betweén the 


ON PROPOSED. SHIPPING DEGREE US and Brazil-will be held in 
Rio the last week in December 


concerning the proposed regulation requiring payment in Brazil 
of all southbound freight charges in cruzeiros to be converted 
into dollars at a later date. The proposal is disturbing | 
since implementation could result in developments affecting 
our political as well as our trade relations with Brazil. It 
has been hanging fire for about six months and its enactment 
nas been delayed only because of repeated US representations. 
(See page 9, September 12, 1949 issue of Current Economic 
Developments.) We now: under stand that the measure which - 
originally applied to shipping companies will te extended to 
air carriers as well. . 


- The Brazilians insist that this tio of measure must be 
adopted: to: protect the national economic interest in the face 
of the present exchange situation. We have firmly contended 
that this proposed step constitutes a dangerous unilateral 
action and outright violation of.the steamship conference 
agreement. Pre-payment in dollars of southbound freight 
charges. is a long-established rule and practice within the 
conference agreement. Any action affecting the agreement 
should be predicated upon prior consultation by all parties 
concerned. We believe that Brazil has adequate powers to safe- 
guard its exchange situation through exchange control and im- 
port licensing and that the proposed decree is unnecessary. 

‘We suspect the plan is mctivated by a desire to obtain increased 
cargo for the Brazilian line at the expense of US flag vessels. 


Strong efforts will be made to persuade the Brazilians 
to abandon the proposed decree. if they cannot be persuaded 
to accept our views, we will urge.clarification of certain 
inconsistencies between the proposed decree and the implement- 
ing regulations: and more specific language in order to insure 
fair treatment for our carriers--particularly with respect to 
the time it will take to have cruzieros converted into dollars, 
the conversion rate, and the 5m remittance tax. | 





* * * 


ae ACTION ON RESTRICTION Since it appears that rather 
OF TRADE ¥ WITH | | SOVIET BLOC SO SOUGHT . substantial agreement will 
' be reached on multilateral 
action to prohibit the export of items of greatest security 
Significance (1-A exports) to eastern Europe, the time appears 
oa for the US to seek concerted action for the 











restriction 
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restriction of items of somewhat lesser strategic importance 
(1-B exports). We believe it would be appropriate to raise 

this question of multilateral action on 1-B exports at the 
January 9 meeting of the recently-formed inter-governmental 
consultative group on east-west trade controls (See page 3, 
November 28, 1949 issue of Current Economic Developments. ) 
Accordingly, the office of ECA Special Representative Harriman 
has been requested to circulate prior to the meeting a Us 
document to serve as a basis for discussion of the 1-B problen. 
We have suggested that in this document we point out that the 
US for the past year and a half has been exercising restrictive 
control over exports to the Soviet bloc of approximately 300 
items (the US 1-B list), and stress the importance of comparable 
action by other countries in the interest of our mutual security. 
The US 1-B list includes materials or equipment which are highly 
important from the point of view of their contribution to the 
war potential of the Soviet blice and whose high strategic 
character ere directly related to the quantitative extent to 
which they may be experted to the Coriet bloc. We recvgnize 
that because of the wide variety of items included on the US 
1-B list, varying techniques are appropriate to their control, 
While items such as nonferrous metals may be succeptible to _ 
quota control, for other items such as specialized machinery, 
the specific strategic character of the item must govern — 
action in individual cases. Thus, the term suggested by the 

UK, “limitative control", seems appropriately to describe what 
the US intends. to include within its 1-B policy, combining 

both quantitative and qualitative considerations. We appretiate, 
of course, that in taking limitative action on trade in these 
items, individual countries will face trade problems similar to 
those which the US has met during the pas* year and a half. 
From the standpoint of mutual security interest, for one or 
several countries to maintain strict limitative control over 
strategic items in the absence of comparable control by. other — 
consulting countries will redtice the effectiveness of. the 
common security effort. = 


























Specifically, we propose that all countries in the ccn- 
Sultative group not now embargoing items on the US 1-A list 
should report to the group each proposed shipment of such items 
to eastern Europe prior to final action in each case. In turn, 
we will undertake comparable action on those items agreed to 
by the several countries for embargo but not currently appear- 
ing on our 1-A list. The group should be a useful mechanism 
for coordinating action on exports to Yugoslavia and Finiand 
and we suggest that the group be used as the medium Of ex-. 
changing information ih certain cases on exports of 1=A | Atems 


to 
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to these two countries and that the possibility of consulta- 
tion prior to shipment should be explored. In regard to 
restrictions on the 1-B list, we recommend that the Consulta- 
tive Group consider adopting the US 1-B list for discussion 
on further limitative controls. At the meeting, we expect 

to present a preliminary analysis of ouwr 1-B list according 
to source of availability, extent of effective demand, sus- 
ceptibility toover-all quota control and stringency of final 
action. 
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This weekly publication is designed to highlight developments in the eco- 
nomic divisions of the Department of State, and to indicate the economic prob- 
lems which are currently receiving attention in the Department. It is suggested 
that copies be retained on file, as reference will sometimes be made to previously 
reported items to avoid repetition. 


Document Security Instructions 


This document should be treated in accordance with current instructions 
regarding security measures for SECRET material. Extreme care should be ex- 
ercised to avoid public or private discussion of the information herein with or in 
the presence or hearing of any person not authorized to have knowledge thereof. 
For general purposes all classified Foreign Service Officers and other responsible 
economic officers are authorized to have knowledge of the contents of this docu- 
ment, responsibility for the safekeeping of which will be assumed by each recipient 
thereof. It may be retained in protected files or, at the discretion of the recipient, 
destroyed by burning. If not personally disposed of by the recipient, he will 
assure himself that it is burned in the manner prescribed for SECRET material. 
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NOTE: Issue No. 234, which would have been 
dated December 26, 1949, was not published 


because of the Holidays. 
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UK-SCANDINAVIAN Initial reports on the December meeting of 
FINANCIAL TALKS Sweden, Denmark, Norway and the UK to examine 
the possibility of closer economic associa- 
tion were marked by restrained optimism. However, more 
recent reports reflect a growing skepticism among several of 
the participants on the possibility of agreeing to a positive 
program. Further discussions will take place in January. 
The meeting was requested by the British and is believed to 
have been prompted in part by the plea of the ECA Administra- 
tor for greater integration of the European economy and in 
part as an answer to Continental criticism that the British 
were not interested in, and even opposed to, economic inte- 
gration of Europe. 


British Proposals British proposals, made in a memoran- 
dum to the Scandinavian countries, were quite general in 
character and put forward merely as a basis for discussion. 
They were concerned primarily with liberalization of payments, 
and suggested an undertaking to deal in sterling at the official 
rates and to hold sterling without limit. Existing restrictions 
on capital, as well as current payments, wouid be removed as 
far as possible between the countries concerned, but the 
British indicated that as part of an over-all agreement they 
would be prepared to abolish all restrictions on the remittance 
of funds for any purpose on the same basis as now applies to 
members of the sterling area. The memorandum also suggested 
that study be given to the wider use of sterling between 
Scandinavian and third countries; establishment of credit 
facilities; provision of long-term funds and the removal of 
restrictions on tourist expenditures. It was not suggested, 
however, that trade restrictions among the countries concerned 
should be lifted to any greater extent than with other OEEC 
countries. Establishment of an Anglo-Scandinavian Committee 
to supervise any agreement was also proposed. No suggestion 
was made that there be any pooling of gold or foreign exchange 
reserves. 


Results of Meeting As far as we can determine it was 
agreed that relaxation of payments restrictions would nct 
have to be parallel, e.g., capital movements would not have 
to be freed among the whole group but might be freed between 
a pair of countries within the group, or one country might 
free capital outflow without requiring reciprocal treatment, 
The question of third country transfers of sterling was dis- 
cussed but not settled. Also left for further discussion wes 


German participation, with the British opposing German affilia- 
tion with the group. 


The 
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The communique issued at the close of the meeting was 
general in character, outlining certain agreed principles, 
namely that any removal of restrictions on payments within 
the group should not be regarded as an end in itself but 
merely as a stop toward attainment of a general system of 
multilateral trading and free convertibility of currencies; 
and that any cooperative measures adopted should not.be ex- 
clusive but should provide for accession of other: countries. 
Between now and the January meeting the countries are to study 
what each can do immediately in relaxing payment restrictions, 
_ possible relations of the group to western Germany, and third 

country transfers of sterling. : 


-~ Reactions of Countries Concerned British officials pro- 
fessed satisfaction with the first meeting. saying they did 
not expect spectacular results but hope that continuing con- 
Sultations will: be useful. . The Danish Foreign Office does 
not feel that the talks are important for the present situa- 
tion and consider furthor meetings will simply be a face- 
Saving device. The chief difficulty, as the Danes see it, 

is that Sweden does not feel it:can afford capital exports, 
as advocated by the UK, until the prerequisites for free. 
transfer of curréncies has been established. The Swedes are 
believed to be concerned with the necessity of coordinating 
financial and fiscal policies to bring about approximately 
equivalent inflationary or deflationary conditions in all 
four countries. The Swedes are keeping their thoughts pretty 
much to themselves, although the Secretary General of the 
Foreign Office has expressed a great deal of optimism and 
spoke of future expectations of success for the group... 
Sweden's large sterling holdings may be a stumbling block, 
however, to the adoption of any positive program for the 
freer use of sterling among Scandinavian and:third countries. 
No comments have as:yet been received on Norwegian reaction 
to the meeting. : , 








* - * 


US-YUGOSLAV_ AVIATION <A provisional aviation agreement was 
AGREEMENT CONCLUDED concluded December 24 by Yugoslavia 

| and the US through an exchange of 
identical notes. The agreement provides for establishment 
of a route or routes by Yugoslavia to and through US occupa- 
tion zones in Austria and Germany while the US is granted a 
route to Belgrade and beyond. Consultation is provided for 
in case either government wants-to modify the routes or con- 
ditions of the agreement and it is understood that Yugoslavia 
intends to invoke the provision on consultation when its plans 
for operation of a trans-Atlantic route have progressed to a 
point where traffic rights in the US appear desirable. 
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Negotiations for the:agreement started November 5 follow- 
ing relaxation of our civil aviation policy toward Yugoslavia. 
It had been expected that sagreement would.be reached by 
December 1 but a question .arose on the matter of overflights 
which for a while threatened suspension of negotiations. We 
were unable to accept any -timitations on overflights by US 
carriers, any requirement for a'mandatory stop.at Belgrade, 
or any other commitment which would interfere with the judg- 
ment of the ‘certificated carrier: on-the desirability of stop- 
ping at Belgrade. This point was’ worked out .satisfactorily 
with the Yugoslavs. a ee : : 


The agreement can be terminated ypon notice by either 
government. Negotiations ended:in a very cordial atmosphere 
with the Yugoslavs remarking on the good faith evidenced by 
the US and expressing confidence that the agreement would 
ee to closer relations. and better: under standing on other . 
matters. re 


‘ The of ovisional agreement and. the relaxation of our 
aviation policy to Yugoslavia do not, however, mean that we 
will license indiscriminately aviation equipment to that. . 
country. While we recognize there may be a problem of differ- 
entiation between military :and civilian spare parts, we intend 
to distinguish between the two categories whenever possible’. 
We recognize, however, that changes in the Yugoslav political 
and military situation may require adjustment of our policy 
on parts and accessories dnd the matter is being kept under 
constant scrutiny. 


a *,.:4 
US~CAti DIAN: CANADIAN: TALKS | - Consultations. between representatives 
ON. CAVIATION MATTE MATTERS of Canada and the US on aviation matters 
- *  $ook place in Ottawa late in December 
atid a journet: to early 1950: so that each government could 
consider the others position in greater detail. The talks 
were requested by ‘the US-as a result of a show cause order 
to Colonial Airlines by the Canadian Air Transport Board. 
(See page 7, ger 5y 1949 issue of Current Economic 
Developments.) -It-appears possible that the Canadian govern- 
ment will a.) suspend Colonial's license at this time, although 
" no assurances were -given as to how long the status quo would 
be continued. .It was evident that the length of time involved 
in U cout procedures in deciding the case will be the deter- 
mining factor in Canadian action. 


Discussions 
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Discussions took place in an amicable atmosphere. US 
representatives indicated conrern over certain aspects of 
the Canadian Air Transport Board proceedings which appeared 
to be based on the fact that Colonial was taking steps in 
US courts to test the validity of the US-Canadian air trans- 
port agreement. The Canadian representatives stated that, 
while the Board had decided to hold hearings on the position 
of Colonial as a licensee of the Board on the Montreal-New 
York route, at no time had the Canadian government questioned 
the constitutional right of Colonial to have US courts pass 
on the validity of the agreement under US law and said there 
was no desire on their part to interfere with juridical or 
administrative proceedings in the US. They assured our 
representatives that they believed the US had entered into 
the agreement in good faith and had every intention of carry- 
ing out its provisions. Our representatives indicated satis- 
faction with Canadian implementation of the agreement. They 
pointed out that the Civil Aeronautics Board is proceeding 
with its hearings on Trans-Canada's application and, while 
the Board has been enjoined from issuing a recommendation 
to the President and ultimate decision on this will be a 
Supreme Court decision, there has as yet been no actual delay 
in the Trans-Canada case since CAB hearings have not yet 
reached the stage where the Board is ready to make a recon- 
mendation. 


* * * 
NAC CONSIDERS ARAB The National Advisory Council has, at 
REFUGEE PROGRAM the Department's request, considered 


the financial aspects of the Arab 
refugee program as outlined in the December 8 resolution 
of the UN General Assembly which established the United 
Nations Relief and Works Agency for Palestine Refugees 
(NERWA) and called on both its members and non-members to 
make voluntary contributions in funds or in‘kind to assure 
that the necessary financing is obtained for each phase of 
the program. According to this resolution and the first 
interim report of the UN Economic ‘Survey Mission for the 
Middle East (ESM) the total cost of the program for the 
period from January 1950 through June 1951 will be approxi-. 
mately $55 million. In line with its view that the US 
should bear about 50% of this cost, the Department has pro- 
posed requesting from Congress an appropriation of about — 
$27.5 million as the US contribution for this program. The 
NAC has advised the Department that it has no objection to 


this 
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this proposal and believes that assistance for this purpose 
might appropriately be provided on a grant basis. We hope 


to submit ‘this: proposed request to the Budget Bureau imme- 
.- Glately after the first of the year. Meanwhile,the ESM has 


submitted to the General Assembly its final report, envisag- 


'. dng a:program for the economic development of the Middle 


East to: succeed the 18-month were | ‘outlined in its interim 


ESM Interim. lated Deals with Refuge a ‘The ESM was 


charged, in its terms of reference, to recommend an inte- 
grated program for the furtherance of; 1): measures and 
development programs necessary to overcome economic disloca- 


' tions created by the hostilities; .2) repatriation, resettle- 


ment and economic and social rehabilitation of the refugees; 


. and 3) economic conditions conducive to the maintenance of 


peace and stability in the area. The-mission was unable, 


‘because of the political stalemate existing between Israel 


and the Arab states, to advance specific programs looking 
toward either repatriation or resettlement. Thereforo, it 
limited itself to proposing in its interim report a prograr. 


of public works designed to replace the direct relief activi- 
- ‘ties of the United Nations Relief for Palestine Refugees 
. (UNRPR) and to provide early employment for the maximum 


number of refugees. The ESM determined that, although use- 
ful and gainful employment cannot be provided immediately, 
it can eventually be found for all refugees able and willing 
to work. The mission considers the inability of the refugees 
to find employment ‘or themselves a symptom of the need for 
development of the unused resources of the Near East, where 
lack of available capital is responsible for much idle man- 


power. It beiieves that this task, which is the subject of 
‘its final report, is one for the countries immediately con- 


cerned to tackle ih their own way and'‘in due course, with 
the help of competant counsel and substantial financial 
credits. With respect to the immediate problem, the ESM 
determined that there are many potential opportunities for 
useful and productive work for the refugees, to improve and 
reclaim the land, increase the supply and use of ‘water, 
strengthen and extend road systems and improve sanitation 
and sheiter. : Such projects could be begun as soon as funds 
are found to finance them. However, the mission bel#eves 
that the resources of the Arab countries sheltering most cf 
the refugees are inadequate to meet the present emergency 
relief costs, much less to finance putting refugees to work 
elsewh thérefore, =a 9 for such purposes must be found 
e ess ia 


< 
* + . 


The 
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The mission recommends a ‘program covering ‘the -period 
from January 1, 1950 to June 30, 1951,. designed to reliove 
the present emergency situation and to-reduce the refugee 
problem to a size with which Near Eastern governments, can 
cope. It recommends that present emergency relief should 
be continued under the UNRPR system until the end-.of March, 
1950, with gradual reduction in the number of rations 
issued. A program of public works and such relief as will 
be needed: should be organized as an integrated operation 
to begin April 1. Meanwhile arrangements for carrying out 
this program should be made with the. ——— Near 
Eastern governments. 


..To carry out this program, the ESM ideal establishment 
of a new UN agency to be located in the Near: East which 
would be given full autonomy and authority, subject to cer- 
‘tain accounting requirements, to make. final decisions on its 
sphere of activities. Accordingly the GA resolution of 
December 8, 1949 established the United Nations Relief and 
Works Agency for Palestine Refugees in the Near East, under 
the leadership of a Director to be named by the UN Secretary 
General in consultation with the US, UK, France and Turkey. 
This Director is to be advised and assisted by commissioners 
representing these four governments together with possibly 
three additional members from other contributing countries. 


Financing the Program Of the $54.9. million estimated 
cost of the Arab refugee program, it is anticipated that 
the equivalent of $20.2 million is required for direct relief 
and $13.5 million :for works programs for the calendar year 195C 
while about $21.2 million will be required -for warks programs 
for the first half of 1951. The.ESM has estimated that the 
maximum contribution which can reasonably -be expected from 
‘the three countries in which the refugees are now concen- 
trated--Jordan, Syria and Lebanon--is about $6 million 
worth of direct care and local. services. The UK will be 
asked to contribute the equivalent of $13 million, and France 
the: equivalent of $6 million. In addition miscellaneous 
contributions from Turkey and other countries, and from 
private. relief organizations, are expected to” total about 
$2.5 million, The Department. has ‘therefore proposed a US 
- contribution. of $27.5 million to meet the remaining 90% of 
the cost of the program. 


Funds made available will be expentet in large measure 
for the payment of local labor employed on various types of 
constructive work relief projects to be undertaken in Jordan, 
Syria, and Lebanon. In addition, some of the funds will be 


spent 
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spent in this area for food needed in the relief portion 

of the program. The program is limited mainly to these 

three countries since Israel and Iraq advised the ESM that 
they do not immediately need external assistance for the 
employment of refugees, while Egypt offers little opportunity 
for their productive employment. 


The experience of the UNRPR indicates that these 
recommended contributions would meet the needs of the 
program if made in the national currencies of the donar 
governnents or in appropriate goods. The US currency con- 
tribution of 50% of the UNRPR program has proved adequate 
for that program. Contributions in currency and in kind 
from the sterling area, roughly proportionate to the 25% 
Share now proposed for the UK, have been fully utilized, 
as have substantial French contributions of francs and of 
goods and services. Local food supplies, plus contributions 
in kind; were sufficient to meet the needs of the relief 
program and are expected to meet the needs of the new program 
for the time being at least. 


The anticipated $6 million contribution from the Near 
Eastern countries represents approximately the present 
level of their contribution to the UNRPR. In addition, some 
portion of the anticipated Jordanian share of the profits of 
the Palestine Currency Board, which may amount to as much 
as bl million, may at some future date be available to assist 
in the reconstruction of the area. The frozen accounts of 
Jordan's citizens in British banks in Israel reportedly 
amount to a further £5 million which might in part become 
available for the program. The UK has already advanced a 
£1 million interest free loan to Jordan for development . 
purposes complementary to those included in the ESM report. 


Although many interests of the UK and France in this 
area perallel those of the US--for example their strategic 
interests, their interest in maintaining sea and air communi- 
cations, and their interest in petroleum--the ability of 
these countries to contribute large amounts to any such 
program is severely limited. While the US does not desire 
to press them too ard since their recovery and reconstruc- 
tion is a major US foreign policy objective, we feel that 
they can contribute the recommended $13 million and $6 
million respectively. — | 


it 
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It is anticipated that the proposed US contribution 
would be made mostly in cash, although partly in kind and 
partly in services. The extent to which Point Four techni- 
cal assistance may be charged against this contribution will 
depend on the degree to which technicians.are used on relief 
and work projects rather than on a’ long-range development 
program. With respect to the latter phase, which it is hoped 
will follow this relief and work program, the International 
Bank and even perhaps governmental loan agencies such as the 
Eximbank may be able to finance sound projects which will 
contribute to both the resettlement of the refugees and the 
development problems of the Near East. This phase is covered 
in the ESM's final report. 


ESM Final Report Concerns Economic Development In its 
final report, the ESM cautions against attempting an overly 


ambitious program for the economic development of the Middle 
East, anc offers instead as an approach to the problem, a 
series of pilot demonstration vrojects which could be begun 
during or shortly after the work relief phase of the program 
to lay the basis for further steps. Recognizing that its 
Sugéésted projects do not constitute a complete economic 
development program, the ESM points out that a higher 
standard-of-living is not oenathiae to be handed to the 
peoples cf the Middle East by the more highly developed 
nations of the world. It can be achieved only through the 
devel Lopment of the natural resources of that area by its . 
‘people and sovernments themselves; its rate, objectives and 
strength geared to, and depending upon their competence. 

The obstacles to this development leave few, if any, oppor- 
tunities for the immediate prosecution of large-scale 
schemes, or for the fruitful application of large long-term 
credits for productive, self-liquidating projects. Several 
of the governments involved need an opportunity to learn by 
doing--planning, organizing and carrying out a single develop- 
ment project before any large-scale program can be considered. 
The ESM stresses that, as the work relief program is designed 
to encourage the Middie East countries gradually to assume 
maximum responsibility for the refugees within their borders, 
UN aid in the economic development of the Middle East must 
respect the sovereignty and strengthen the ee and 
independence of the nations receiving that aid. 


In analyzing the present economic situation of the | 
Middle East countries, the ESM found that their social and 
economic structure is generally characterized by a high 
degree of concentration in the ownership of land, widespread 
illiteracy, a wide gap between the living standards of rich 


and 
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and poor, and the small. size of the middie income group which 
in western societies usually furnished professional and tech- 
nical skill and initiative, enterprise and civic leadership. 
Although there are some small manufacturing industries in 

the Middle East, and more are needed, the area is, and for 

a long time will continue to be, primarily agricultural. 

Its first requirement is therefore to develop sufficient 
production to meet its own food needs and to provide exports 
by which to pay for the manufactured imports necessary to 
modernize agriculture and raise the standard of living. 
Although the achievement of this more efficient agriculture, 
and the industrialization which can be built upon that base 
cannot be realized immediately, the natural resources of the 
Middle East, properly developed and used, can evidently 
support greatly increased populations and on a higher stand- 
ard of saving than now prevails. 


The ESM finds that the seenenis development of the 
Middle Eest is feced not with one single obstacle, but with 
a combination of factors, coupled with the state of mind of 
the governments of these countries which regard with caution 
and suspicion the motives of outside governments which seek 
to advise them. One factor is the lack of available capital, 
On the one hand, the low per capita national income in this 
area is accompanied by a low level of savings which cannot, 
under existing circumstances, be mobilized for economic 
development. On the other hand, there is not-much prospect 
of substantial foreign credits, "public or private, on a 
business basis. Economic development is also hampered by 
the fact that some of the most promising development schemes 
involve water resources which cut across national boundaries, 
thus requiring international agreement before any progress 
can be made. The lack of technical knowledge and equipment 
in the Middle East 18, of course, another important factor. 


In its selection of pilot demonstration projects, the 
ESM followed certain «criteria. Each project must be small 
enough to be within the competence of the local government 
with only a small amount of outside financial and technical 
assistance, and to be completed successfully in a relatively 
short time. On the other hand, it must be important enough 
to affect the country's economy favorably, and varied enough 
to cut across several Ministries in that country. It should 
exemplify in a practical manner the steps required to turn 
ideas into action, involve interesting differences in tech- 
niques, demonstrate technical team-work, and give the govern- 
ments involved experience in planning and execution. These 


projects 
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projects would employ labor and lead to the permanent 
employment of other labor when completed. They should be 
able to be included among, or become the logical extensions 
of, the short-term work relief projects recommended in the 
interim report and to lay the besis for more saperCent and 
larger Cevelopment | schemes. 


In accordance with these criteria, the ESM selected 
four pilot projects, one each in Lebanon, Jordan, Arab 
Palestine, and Syria. In each case, the project is to be 
carried out by the government involved, with encouragement 
and technical assistance from outside sources, and with 
assurance that, should it be unable to finance this investi- 
gation wholly from internal resources, a request for external 
financial aid would receive careful and friendly considera- 
tion. The ESM recommends that Lebanon undertake a complete 
survey preparatory to the ultimate development of the Litani 
River, and Syria a project on the Orontes River in the Ghab 
Swamps. Jordan is to assume responsibility for a project on 
the watersheds and stream bed of the Wadi Zerqa in Jordan, 
and for a similar project on the Wadi Qilt in Arab Palestine. 
Financial and technical assistance would be made available 
through the refugee works relief program to begin these pro- 
jects. 


The ESM recommends establishment of a national develop- 
ment board by each of the Middle Eastern governments, to plan 
balanced over-all development, define and recommend individual 
projects, and to provide for their execution. The mission 
also proposes the creation of a fund, not to exceed $10 
million, by the governments re presented on the advisory . 
commission of NERWA,to be available for grants to the Middle 
Eastern governments to facilitate research, technical studies 
and investigations in agriculture, engineering and other aids 
to development, and to provide technical assistance in the 
execution of the pilot demonstration projects. It is also 
Suggested that the local governments, in consultation with 
the advisory commission, should prepare plans and recommenda- 
tions for the further development of the economic and natural 
resources of the Middle East. , 
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This weekly publication is designed to highlight developments in the eco- 
nomic divisions of the Department of State, and to indicate the economic prob- 
lems which are currently receiving attention in the Department. It is suggested 
that copies be retained on file, as reference will sometimes be made to previously 
reported items to avoid repetition. 


Document Security Instructions 


This document should be treated in accordance with current instructions 
regarding security measures for SECRET material. Extreme care should be ex- 
ercised to avoid public or private discussion of the information herein with or in 
the presence or hearing of any person not authorized to have knowledge thereof. 
For general purposes all classified Foreign Service Officers and other responsible 
economic officers are authorized to have knowledge of the contents of this docu- 
ment, responsibility for the safekeeping of which will be assumed by each recipient 
thereof. It may be retained in protected files or, at the discretion of the recipient, 
destroyed by burning. If not personally disposed of by the recipient, he will 
assure himself that it is burned in the manner prescribed for SECRET material. 
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US CONCERN OVER PROPOSED During the course of discussions with 
BRITISH OIL IMPORT CUTS the British on petroleum problems, we 

have informed them of our concern 
over their recent action in notifying US oil companies that all 
imports of dollar fuel oil into the UK would be discontinued 
and gasoline imports from dollar areas reduced one-third in 
the first quarter of 1950. We have expressed the hope that a 
method can be found to give the US companies more time in which 
to effect the change in order to minimize disiocation in US 
production and marketing. The UK has indicated willingness to 
consider deferring reductions in dollar oil imports where 
American companies cannot, because of technical difficulties, 
make the action effective January 1. 





The petroleum discussions with the British and Canadians, 


initiated following the tripartite financial discussions in 
September, have been concerned principally with the large dollar 
drain of the sterling area on oil account and how it may be re- 
duced without impairing other vital US interests. (See page 6, 
November 7, 1949 issue of Current Economic Developments.) Petro- 
leum constitutes the largest single dollar drain on the sterling 
area, amounting to $694 million in 1948 and estimated at $710 
million for the year 1949-50. The drain consists mainly of: 

1) the dollar costs which British oil companies incur in their 
world-wide operations, and 2) purchases of dollar petroleum 
products for marketing by US companies in the sterling area. 


The US position has been to urge direct negotiation between 
the US oil companies and the British government of arrangements 
to avoid the displacement, if possible, of dollar oil in coun- 
tries where it proves impossible for US companies to sell for 
dollars or for local currency and where British companies would, 
except for such arrangements, take over the US share of the 
markets. Discussions between some of the US companies concerned 
and the British government are now in progress. 


In the interim, the British government has ascertained 
that British oil companies have facilities for production of 
petroleum products in excess of those necessary to supply their 
established markets. They estimate that the use of this surplus 
Capacity would reduce the dollar drain of the sterling area by 
$60 million in 1950. As the maximum possible dollar savings is 
considered imperative, the UK took the above-mentioned action to 
curtail dollar oil imports. India and Kenya have taken similar 
action and press reports indicate that the forthcoming Common- 
wealth Foreign Minister Conference in Colombo will consider 
the problem of using more sterling area and less dollar oil. 


ECA 


; 
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ECA Policy on Financing UK Petroleum Expansi Last week 
ECA informed British officials that the US considered that dis- 
criminatory reductions have been applied to petroleum imports 
into the sterling area without adequate attempts to work out | 
alternative arrangements. It pointed out that the British could 
reduce dollar petroleum expenditures without resorting to the 
proposed uneconomic expansion of UK facilities dependent for 
their outlets. on the continued use of currency discrimination, 
import restrictions, exclusive bilateral trade agreements and 
such practices. Therefore, ECA has decided to cut the British 
dollar allotments if free dollars are used for disapproved pro- 
jects considered uneconomic by ECA. ECA explained that it did 
not intend to withdraw approval of projects already approved. 


SECRET 
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- [UROP | ‘Stuay is qurrently being given in the Department - 
aA MOBILITY to.the problem of intra-European labor mobility 


‘as it ties in with the larger problem of Euro- 
pean integration. It is believed that greater international 
mobility of labor can be a useful contribution to the achieve- | 
ment of our over-all economic objectives in Europe and that we 
should, therefore, encourage the OEEC participating governments, 
both individually and through appropriate international agencies, 
to'work toward the maximum possible. international freedom. of 
movement for workers, whether on a seaSonal or long-term basis. 
This would ‘help in breaking labor bottlenecks in countries having 

a shortage of manpower and in relieving other countries of the 
bendeas of unemployment. Increased labor mobility, in addition 
to creating a broader and more fluid labor market, shoyld con- 
tribute generally to a higher standard of living by giving 
workers wider. opportunities, raising the level. of aerate tiated 
and reducing costs. 


It is recognized that a broad frontal attack on migration 
controls may not be feasible, for both political and ethnic 
reasons; we favor, rather, selective expansion of the use of 
foreign workers wherever they can contribute to greater produc- 
tivity. We should especially like to see opportunities developed 
for intra-European and overseas mig ation to alleviate the 
serious over-population problems in Italy and Germany. 


Although 
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Although the economic destruction of the war created in 
the immediate post-war period acute labor shortages in most of 
the OEEC countries--the outstanding exceptions being Italy, 
Greece and Germany--there recently has been a fall in demand 
for foreign workers which seems likely to bring intra-European 
migration almost to a full stop. It now appears that the main 
reliance in solving surplus population problems in Europe must 
be met by overseas migration, while maximum utilization of man- 
power in Europe must be approached primarily through improved 
national labor force organization and training of workers. 


The International Labor Organization (ILO) and the OEEC 
Manpower Committee are currently carrying on, in close coopera- 
tion, European manpower programs including work on migration. 
Their efforts, which are largely advisory, supplement those of 
the International Refugee Organization, which in the placing 
of displaced person$S is engaged in large-scale operations to 
assist migrants. 


Possible Action on Specific Barriers Besides linguistic, 
ethnic, social, and psychological barriers to migration, current 
study indicates there are a number of obstacles which might be 
removed by government policies consciously directed toward that 
end. Among these obstacles are legal and administrative restric- 
tions, whieh by controlling immigration constitute, in effect, 

a system of quantitative restrictions on the importation of lebor. 
-It is felt that governments should be urged to review their 
current administrative practices with respect to the granting 

of work permits with a view to their liberalization, and should 
particularly explore the possibility of widening the area of 
permitted employment. With respect to the shartage of housing, 
which has limited both the opportunity and attractiveness of 
migration in post-war Europe, it is suggested that governments 
be urged to consider the utility of housing projects in areas 
of labor shortage. The right of migrants to send a substantial 
fraction of their wages home, while accepted in principle, has 
been a problem in practice; but it is anticipated that inaugura- 
tion of currency convertibility, now apparently in prospect, 
will automatically solve this problem. 


Shortages in certain skilled occupations and surpluses 
of unskilled workers point up the need for suitable training 
arrangements. It is thought that the OEEC Manpower Committee 
and the ILO might study the feasibility of adopting and extend- 
ing IRO training techniques to potential migrants other than 
displaced persons. In addition to requiring basic courses in 
language, orientation, and skills, a training project might 
also require bilateral arrangements between countries of 


emigration 
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emigration and immigration, as well as the technical assistance 
of international organizations. In order to provide adequate 
statistical data on wages, employment opportunities, etc., it 
is suggested that more personnel be made available to the Work- 
ing Groups already operating-in this field. Also, attention 
Should be given to the question of distributing information on 
employment opportunities abroad through national employment 
services. 


It is recognized that migration may be facilitated by ex- 
tension to aliens of full benefits under existing social security 
systems, either by national legislation or international agree- 

_ ment. To this end, all participating countries should be urged 
to extend reciprocity of benefits on a multilateral basis over 
the widest possible area. Removal through national legislation 
or international agreements of differences between the rights 
of citizens and aliens with respect to such matters as access 
to social services, educational opportunities, and membership 


* in trade unions would tend to facilitate migration. In this 





connection, the ILO Convention of Migration for Employment, 
adopted by the 1949 ILO Conference, would if ratified by govern- 
ments help to proress Sagrenne: arr sand of these forms of 
discrimination. . 


A smooth flow of. nate: would no doubt be- ; enoempenné 

by simplification of government procedures with respect to. 
customs administration, granting :of passports and visas, health 
examinations, and other processes incidental to the movement 
of persons across frontiers. To. this‘end,. governments should 
be urged to review existing procedures with a. view to simpli- 
fying them. Where extensive movements. of workers occur between 
- given countries, governments might be urged to establish joint 

‘administrations to handle the details involved in the movements. 


Continuing study will be given the various facets of. the 
labor mobility problem, and when a final Departmental position 
has been determined, the matter will be: discussed with other 
interested agencies "in the context of the full European inte- 
gration problem. 


Philippine 
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PHILIPPINE FINANCIA Despite the imposition of import and 


SITUATION DETERIORATES exchange controls, the Philippine 
Republic is continuing to face serious 


economic and financial problems which require the initiation 
and effective implementation of a camprehensive program. Philip- 
pine officials, while apparently not yet fully aware of the 
seriousness of the situation and the extent of the measures 
required to meet it, reportedly are developing a budgetary and 
financial policy and a coordinated development program, and are 
seeking the assistance of outside experts in these tasks. It 
is anticipated that President Quirino, who is now on an unoffi- 
cial visit to the US, will take this opportunity to discuss 
these problems with the President and other US officials, and 
to reiterate his country's need for US financial assistance. 
Meanwhile the US is continuing its appraisal of the Philippine 
economic situation with a view to revising and. developing a : 
long-range policy toward that country. The possibilities of 

+ e+ + «++ patentee in the present emergency are also being 
considered. 


' Impat and Exchange Controls The first attempts of the 
Philippine government to conserve-its rapidly dwindling dollar 


reserves were designed to check imports. On November 18 selec- 
tive credit controls, increasing from about 25% to 80% in cash 
deposit required on specific luxury imports, were imposed to . 
discourage speculative imports. This was followed on November 29 
by the imposition of drastic reductions in import quotas and 

an extension in the list of items under control. The quota 
reductions ranged from 15% in the case of wheat flour to 90 

and 95% in the case of many non-essential and luxury imports 
formerly subject to comparatively moderate restrictions. These 
restrictions are designed to reduce consumer imports by $200 
million annually, permitting the use of foreign exchange for 
more machinery and other capital goods for development purposes, 
to avoid a balance of payments deficit next year, and to move 
toward a favorable trade palance. The International Monetary 
Fund's executive director representing the Philippines supported 
these measures as a step in the right direction and an aid in 
the development of Philippine natural resources. Philippine 
business circies, hcvever, doubted their effectiveness, express- 
‘ing apprehension over the possibility of future dislocations 

of local business, black marketeering, increased unemp] oyment, 
lower government tax collections and lower living standards. 


US firms have also protested these controls but the 
Departmert, feeling that they are scundly conceived #n3 should 
be supported as a necessary measure, has not encouraged these 
firms that we would seek any general or specific modifications. 


We 
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We are, however, concerned over the stipulation and protection 
they give to existing and new Philippine industries producing 
non-essential and luxury goods. In the absence of higher 
luxury and excise taxes they tend to establish such domestic 
producers at the expense of foreign suppliers who are probably 
more efficient and offer less costly merchandise. 


President Quirino reportedly has given assurances that 

the import control regulations are not permanent and would be 
modified as public welfare demands. He stated that all possible 
measures would be taken to reduce to a minimum their adverse 
effects, while, at the same time, conserving dollar reserves 

to maintain a strong financial and credit position. The contrceis 
were modified somewhat on December 24 and it is predicted in 
Philippine commercial and government circles that the Philippine 
Congress will revise and effect further cuts in the controls 

at its next session. Embassy Manila feels that, although some 
adjustment was required, Philippine action in relaxing the con- 
trols so soon after their imposition indicates the government's 
inability to maintain an austerity program against opposition. 


The increasing danger of capital flight following the intro- 
duction of import controls led the Philippine government to impose 
direct controls on foreign exchange transactions. Therefore, 
on December 9 an order of the Philippine Central Bank required 
the licensing of all transactions in gold and foreign exchange, 
and prohibited most such transactions except in payment for 
certain imports. All export proceeds must be turned over or 
sold to Philippine banks, and all foreign currency assets, ex- 
cept bank deposits, of residents and non-residents, are blocked. 
Under Executive Agreement with the Philippines, it is necessary 
for the US President to approve changes in the Philippine ex- 
change system and this approval was requested in advance of 
the institution of the controls. Although the US had serious 
doubts as to the desirability and effectiveness of exchange 
controls in dealing with the Philippine balance-of-payments 
problem for any extended period, the President gave his approval 
to the taking of whatever temporary emergency measures might 
be appropriate. However, he reserved his position on longer 
term arrangements. 


Sit e s Neces The seriousness 
of the Philippine financial situation was brought to light 
with the recognition that the Philippines had experienced a 
serious decline in reserves over the year and were, prior to 
the establishment of exahange controls, undergoing a substantial 
flight of capital. Philippine official balances declined from 


$440 
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$440 to $270 million over the first ten months of 1949 and 
fell to $230 million on December 31. In the two weeks before 
exchange controls were imposed, the daily drains on reserves 
ranged from $1.5 to $5 million. Although this capital flight 
was attributed to heightened fear that the peso would be de- 
valued and foreign exchange controls imposed, the US feels that 
the prolonged decline in reserves is indicative of fundamental 
disequilibriun. | 


The situation is further complicated by the existence of 
domestic inflationary pressures resulting from continued budge- 
tary deficits, cridit expansion, and the new import and exchange 
controls. <A budgetary deficit of about 200 million pesos is 
forecast for the coming year on the basis of present tax: laws 
and collections, while the government is considering a develop- 
ment program which would require the expansion of bank credit 
by about 100 million pesos during the course of the year. The 
new controls will increase this pressure by forcing the retention 
of funds in the domestic economy at the same time that they re- 
duce the supply of goods for which the funds may be spent. 

Lowe: imports will also mean a substantial decrease in excise 
tax collections, with a corresponding increase in the budgetary 
deficit. 


Since immediate deflation would result in unemployment 
and social unrest, Embassy Manila feels that the Philippine 
situation calls for the determination of a long-range economic 
policy designed to bring about a gradual tapering off of these 
inflationary forces. First, action is required toward reducing 
the budgetary deficit and controlling the government's credit 
policy. The improvement of tax enforcement, new tax legislation, 
and the reduction of government expenditures have become in- 
creasingly urgent. The Embassy feels that a selective credit 
policy should be imposed to restrict credit largely to produc- 
tive enterprises which are unable to meet their financial needs 
from their own resources. It believes that the government's 
economic development plans should be completely re-appraised 
with a view to concentrating all efforts and resources on enter- 
prises that can show productive results in a short time, largely 
in agriculture and light consumer industries. 


Meanwhile, President Quirino has informed the press of 
Philippine government plans for an integrated economic policy, 
stating that the Philippines must remain under a regimented 
economy for some time. He indicated that an administrative 
reorganization, including government enterprises, would be 
sought through legislation during the next regular session of 


Congress 
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Congress and that a revision of fiscal policies is planned to 
reduce deficits by reducing non-essential expenditures and by 
additional increased taxation. A committee has been appointed 
to recommend new tax legislation and to revise the present tax 
and assessment system, and the assistance of US tax experts 
has been requested. Price control legislation is also being 
considered. International Monetary Fund experts. are now in 
Manila to assist in the preparation of a long-range exchange 
policy and to assist in revising the present regulations, 
eliminating present loopholes, 





* * * 


MCDIFIED AVIATION POLICY Following a thorough review of our 
TOWARD USSR AND SATELLITES past experience and the present 
situation, and based to a consider- 
able extent upon a re-evaluation by our military authorities 

of the military security considerations involved, the Department 
recommended to the National Security Council on December 27 
modifications of our present civil aviation policy toward the 
USSR and its satellites. The NSC approved these recommenda- 
tions on January 6, 1950. 





Revised Policy The new approved governmental policy will 
permit efforts to secure reciprocal and short-term exchanges 


of civil air rights with satellite states by the US and other 
non-curtain countries when it can be clearly determined, on , 
an individual case basis, that a fully realizable balance of 
advantage will accrue to the US or the non-curtain states 
concerned. Such decisions will involve careful evaluation and 
weighing of the civil aviation, economic, political and military 
security considerations, particularly the latter. If such 
efforts are not undertaken, or if undertaken and satisfactory 
results are not obtained, the air carrier of the satellite 
state involved will be denied access to the territory of the 
non-curtain state concerned. Since such a balance of advantage 
does not presently obtain in the Near Eastern, South Asian and 
African areas, continued containment of satellite civil air 
operations in this region is required in our national interest. 
Cooperating countries will be urged to continue to deny all 

but the minimum facilities necessary for the operation of such 
satellite air services outside satellite territory as may be 
agreed to and for securing adequate facilities for non-satellite 
air carriers in satellite territory. The multilateral effort 
to prevent the sale and export, directly or indirectly, of 
aircraft and associated aviation equipment to Soviet and 
satellite agencies, and to prevent the use by Soviet and 
satellite aircraft of facilities for overhaul, refitting 

or major maintenance will be continued. We will make all 


appropriate 
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appropriate efforts to persuade other countries outside the 
Soviet orbit to adopt this policy and to cooperate closely 
with the US in carrying it out. The Department will be respon- 
sible for establishing the identity, from the standpoint of our 
political relations, of those states which should be deemed 
satellites of the USSR. 4 


Previous Experience Every feasible effort was made to 
implement our "containment" policy since its adoption in 1948. 
We were largely successful in denying the sale and export of 
aircraft and associated aviation equipment to the USSR and its 
satellites and, with the cooperation of the countries involved, 
succeeded in blocking the civil air operation of the USSR and 
its satellites to the Near East, South Asia and Africa. We 
were not able, however, to obtain the wholehearted cooperation 
of the British and other western European countries in fully. 
impl:menting the air operations aspect of this policy in western 
Europe, with the result that Czech and Polish air carriers con- 
tinue to operate without serious restrictions to and within 








Appraisal of Present Situation In its review of this 
policy the Department concluded that: 1) the views of the JCS 
ere in consonance with our political, economic and civil aviation 
objectives; 2) satellite civil air operations outside the Soviet 
orbit, unless counterbalanced by reciprocal civil air penetra- 
tion of satellite territory to the extent that a balance of 
advantages would accrue to the US and other non-curtain 
countries, is in conflict with our nationel interest. 





USSR 
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USSR Aviation Objectives We perceive no likelihood in 
the foreseeable future that the USSR will permit regularly 
scheduled commercial air operations over Soviet territory by 
countries outside the Soviet orbit.. Soviet motivation in oper- 
ating transport planes in foreign countries is still military 
and political rather than commercial. While denying foreign 
air operations over the USSR and to a large extent over the 
territories of satellites, the Soviets continue to seek by 
every possible means to secure the right for themselves and 
the satellites to operate in the airspace of other countries. 
In addition to the military value of such operations, a further 
advantage accrues to the USSR from air services to non-curtain 
countries in that it provides a speedier and thus considerably 
more effective liaison with Communist agents and parties abroad. 
Through its satellite air carriers CSA (Czech) and LOT (Polish) 
the USSR continues to operate to most of the countries of western 
Europe and, although presently denied egress to the Near East, 
South Asian and African area, has in no wise diminished its 
efforts to achieve that objective. 


viat ect Our end objective vis-a-vis the 
USSR and its satellites aviationwise, reflects our overall avia- 
tion policy, i.e., favoring its orderly development on the basis 
of reciprocal rights and the broadest possible freedom consistent 
with our national security and with sound economic principles. 
However, as long as it remains impossible to attain this objec- 
tive insofar as the USSR is concerned, we must follow a course 
of action designed to cope effectively with the adverse effect 
upon our national interest which results from satellite air 
operations outside the Soviet orbit unless such operations are 
either blocked or advantageously offset. If the latter appears 
possible and a balance of advantage can be gained through civil 
air penetration of satellite territory, it would be desirable 
to fulfiijl our civil aviation objectives vis-a-vis the satellite 
states. These objectives are to implement, through the securing 
of requisite air rights, US certificated international air routes 
to Poland and to Hungary, Rumania, Bulgaria and beyond. 


CONFIDENTIAL 


: PORT The assent of the US to the 
DECRE ey XTE ENDED IND SPTNIT SLY Moroccan Protectorate regulations 
of December 1948 governing imports 
into French Morocco has been extended indefinitely; subject, 
however, to withdrawal on 30 days' notice. We have stipulated 


to 
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to the French that our reason for giving our assent arises 


out of the exceptional economic conditions now existing in 
ge 10, December l2, 


Morocco. (See page 4, June 27, 1949, and pa 
1949 issues of Current Economic Developments. ) 
Our indefinite assent was given on December 31, 1949 on 

the basis of agreement on measures for improving the treatment 
of Americans in Morocco embodied in a memorandum of September 4, 
a further agreement for close liaison and consultation on any 
irregularities in the administration of import regulations in 
Morocco, and a substantial expansion of the list of products 
which may be imported into Morocco without official allocation 
of exchange. 


The compelling conditions leading to the enactment of the 
decree of December 1948 developed out of the fact that prior 
to that time most goods could be imported into the Protectorate 
without an import license if the importer did not require an 
eilocation of dollar exchange from the Protectorate exchange 
office to finance such imports. This had led in many cases 
to illegal exchange transactions and a reduction in the number 
of dollars available to the franc area. The decree was planned 
to control the importation of goods for which no official ailo- 
cation of exchange was made. However, the authorities were plainly 
discriminating against Americans in french Morocco in the issuance 
of import licenses and in other ways. Therefore, before giving 
assent, we discussed with the French the implementation of 
appropriate measures to alleviate and to afford Americans an 
opportunity to share in the imports for which official alloca- 
tions of exchange were made. When agreement had been reached 
on some of these points on June 4, our assent was given for a 
three-month period on the understanding that discussions would 
be continued. This temporary assent was extended three times 
while conversations with the French continued, before the 
present agreement could be reached. 


The exchange of notes establishing consultative machinery 
for close liaison was reluctantly agreed to by the French although 
it did not call for nearly the measure of joint control we de- 
sired. Specific cases of Americen complaints on the application 
of the import regulations within the framework of the agreements 
reached will now be jointly studied in the spirit which governed 
the work accomplished at Rabat in September 1949 when the 
Protectorate's licensing files were opened to our examination. 
In case of disagreement the matter may be referred to higher 
levels in the respective governments. An additional Foreign 
Service Officaris being assigned to Rabat to devote his full 
time to this phase of the agreement. 


Our 
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Our assent has been given with the full reservation of 
existing US treaty rights in Morocco, under which it is customary 
not to apply any law or regulation to US nationals unless this 
government gives its consent. 
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This weekly publication is designed to highlight developments in the eco- 
nomic divisions of the Department of State, and to indicate the economic prob- 
lems which are currently receiving attention in the Department. It is suggested 
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RECOMMENDATIONS ON The President's recommendations on 
RUBBER LEGISLATION legislation to replace the Rubber Act 

of 1948, which is due to expire on 
June 30, 1950, call for a ten-year law with greater Presi- 
dential discretion and authority with respect to mandatory 
Synthetic rubber production and consumption. The recommenda- 
tions, submitted after Presidential consultation with the 
National Security Resources Board in accordance with the re- 
quirement of the present law, meet objections which the 
Department had to earlier draft reports prepared by the . 
interdepartmental Working Committee on Synthetic Rubber 
Legislation (Turner Committee) and the White House staff. 


Specifically, the recommendations are for: 1) Presiden- 
tial discretion to determine synthetic rubber facilities re- 
quired for national security; 2) Presidential discretion to 
stipulate annual production and consumption of general purpose 
synthetic and butyl necessary for national security; 3) Presi- 
dential authority to exercise specification control over rubber 
products to the extent necessary to assure that total synthetic 
consumption, including voluntary and mandatory consumption, 
is not less than the security level set by the President; 
and 4) Presidential authority to dispose of government-owned 
synthetic facilities under conditions protecting national 
security and promoting effective competition. The authority 
in the second and third recommendations would cease for butyl 
upon the sale of either government-owned butyl plant. Reten- 
tion of several provisions of the present law is also recon- 
mended: Presidential authority to restrict imports of rubber 
products to assure equality with products produced in accord- 
ance with domestic specification controls; Presidential author- 
ity to produce and sell synthetic rubber; and continued govern- 
ment research. 


ent's Posit Through its representative on the 
interdepartmental Working Committee and in representations to 
the National Security Resources Board the Department has 
sought a law less restrictive than the 1948 one. We have 
insisted that mandatory consumption should relate to security 
Only and not become a means to establish a protected market. 
We feel that a highly restrictive rubber policy would have a 
damaging effect on natural rubber producing areas and would 
also embarrass us in our effarts to reduce trade barriers 
generally. The recommendations made by the President, if 
adopted, would make possible a sufficiently flexible policy 
to meet both domestic security needs and foreign policy con- 
siderations. 


Foreign 
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Foreign Policy Considerations The US rubber policy 
which has evolved since the war is important to the Depart- 
ment because it requires the use of a dawestic product in 
place of a foreign product which is a major dollar earner 


for areas of vital importance to us. 


A satisfactory standard of living and some measure of 
political stability in Malaya, Indonesia, Siam, and Ceylon 
are related closely to the market for natural rubber. In 
Malaya one-third and in Ceylon one-fifth of the working popu- 
lation is engaged in the rubber industry. In Indonesia 13% 
of the total population, including both workers and their 
families, is dependent on rubber. 


Rubber looms large not only in the lives of Far: Eastern 
peoples but also in the foreign trade and public finances of 
their countries. In 1948 rubber accounted for approximately 
60% in value of total exports from Malaya and was the most 
important item in the dollar income of the whole sterling area. 
Rubber approximates in value 25% of total exports from Indo- 
nesia and 16% of total exports from Ceylon and from Sian. 

An export tax on rubber is a traditional and important source 
of revenue to the governments of producing countries. 


Possible ds on Natural Rubber Consumpt Although 
the consumption of synthetic rubber in the has deprived 
natural rubber producers of a sizeable potential market, more 
natural rubber was consumed in the US in 1948 than in any 
year prior to 1940. Furthermore, it must be borne in mind 
that the potential market for natural rubber in the US is 
reduced by the quantity of synthetic used and that the econo- 
mic effect is identical whether the synthetic is used volun- | 
tarily or is required by law. There is good reason to think © 
that substantial amounts of synthetic rubber would be used 
in the US in the absence of government support. This is par- 
ticularly true at present, when natural rubber production is 
still not equal to world demand. The situation is, of Bsa 
likely to be affected by technological developments 
natural rubber producers cannot continue to ignore ty inr oads 
on their market which synthetic may make in the future. Thus, 
in the interest of their own long-run economic development, 
producers of natural rubber should realize that they are faced 
with a serious competitive problem which they must solve through 
greater efficiency and an improved product. There is some 
evidence that they are beginning to realize that their future 
lies in expanding the use of rubber into new fields, rather 
than in simply recapturing old markets. 7 


in 
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In the light of postwar shortages of natural rubber, 
it is clear that our synthetic industry has caused economic 
difficulties for natural producers not so much in terms of 
quantities sold in the US, but primarily in terms of the 
prices which natural rubber could command. The price of 
Synthetic in effect sets a ceiling on the price of natural. 
The average price for natural rubber in 1949 was the same 
as the average in 1939. Rubber-producing areas must pay 
prices for imports from dollar areas which are several times 
higher than the prewar levels, and the injury is obvious. 


, The recent UK-US-Canadian economic talks resulted in a 
commitment on the part of the US to increase the area of conm- 
petition for natural rubber in the US market. (See page 13, 
September 26, 1949 issue of Current Economic Developments). 
Rubber legislation based on the Presidential recommendations 
given above would make it easier to meet this commitment. 

It is conceded that at present the possible increase in total 
sales of natural rubber is less than the possible reduction 
in US forced consumption of synthetic because the shortage of 
natural and removal of restrictions would improve the prices 
paid for natural, thereby increasing consumer resistance. 


Other Factors We should not, however, overemphasize 
the economic benefit to natural rubber producers which would 
result from the reduction of our support for synthetic, as 
there. are a number of intangible and unpredictable factors 
which might modify this benefit. It is in the field of psycho- 
logical effect that we could best promote our foreign policy 
by limiting the support we give our synthetic industry. To 
the extent we support the synthetic rubber industry by govern- 
ment action, natural rubber producers can blame us for their 
misfortune. Highly restrictive policies in pricing and manda- 
tory consumption have heretofore culminated in charges, diffi- 
cult to disprove, that the US has been unfairly subsidizing 
a domestic industry in competition with private industry 
abroad; that the US has fixed the price of synthetic rubber 
(and therefore indirectly the price of natural) so low as to 
be ruinous to natural rubber interests; and that the US has 
forced a consumption of synthetic higher than that required 
for military security. These charges have been a chronic 
source of irritation in relations with friendly governments 
and grist for Communist propagandists in Southeast Asia. — 


. *  & 
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ANALYSIS OF FRENCH The benefits of two years of Marshall 


ECONOMIC RECOVERS Plan aid to France show up in the remark- . 
able progress which has been made towards - 


alleviating the immediate critical problems which confronted - © 
that country at the beginning of the European Recovery Program. 
However, in an appraisal of the French economy, the ECA Mission 
in Paris. is inclined to the view that until fundamental changes 
take place, the outward aspects of recovery may be illusory. 
France has yet to face the basic problem of increased efficiency 
in production and distribution and has taken only the first 
steps to bring about a more equitable distribution of the bur- 
dens of present day government. To achieve economic self- 
sufficiency.on a permanent basis and without continued outside 
assistance, important changes are needed in French economic. 
psychology "and me thods of operations. 





Great progress has been made in halting inflation and 
in restoring prewar levels of production, but these initial 
successes have disclosed deep problems in. French economic life. 
which are more serious than those apparent when the recovery 
program was first formulated. These. basic problems are not 
being faced. by the government and the ECA Mission fears that 
so long as American aid continues, no French government will 
approach realistically the basic readjustments which are re- 
quired. Fundamental causes of the chronic state of French 
economic instability are the inadequacies of pressures towards 
productive efficiency, and the lack of economic dynamism. 
These factors cannot be blamed on the lack of effort by the 
numerous French governments since liberalization, but are in 
large measure a reflection of the intangible influences of . 
mistery; traditionalism, institutional lag and temperament. 


. Industrial production, which in 1949 showed an increase 
of 9% over the previous year and which in the physical volume 
of total output was probably higher than in any prewar year 
with the possible exception of 1929, still is not fully utiliz- 
ing its total productive capacity. A substantial increase | 
could be obtained by application of American industrial tech- 
niques: a greater use of capital both intensively and exten= 
sively, and rationalization of the flow of work and of indi- 
_vidual.working-methods. Not only must production be increased. 
but costs must be reduced with marginal producers being elimi- 
nated. Competition is needed to bring about shifts in produc-. 
tive resources, which, together with technical improvements, 
are essential to maximize total French production. French 
management is backward according to US standards and it is in- 
cumbent on the government to carry out a national campaign of 
education on productivity. 


While 
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While the Queuille government was able to achieve com- 
parative stability by meeting government obligations without 
resorting to inflationary financing (a project in which it 
was not completely successful and which led to its fall) cer- 
tain restrictions were put on the extension of bank credit. 
The 1950 budget, which is larger than that of 1949, will proba- 
bly create additional inflationary factors. 


Progress towards external equilibrium has been little 
short of phenomenal. In 1949 the French balance of payments 
improved, with exports increasing 40% over 1948. Exports to 
the dollar area remained at ‘substantially the 1948 level, 
however, leaving a continuing large dollar gap. Part of this 
improvement was due to a temporary situation, but the bulk of 
it can be attributed to a healthy and presumably permanent 
increase in French exports. However, the effects of devalua- 
tion may have to be countered by an even greater export drive 
and intensified effort to reach the dollar market. : 


In general, it can be said that the French achievements 
were due to ERP assistance and not as a result of any serious 
departure from prevailing customs and prejudices. and without — 
any great imaginative effort by government, business or labor. 
Relatively little progress has been.made toward putting the 
Freneh economic system on an efficient and dynamic basis.. The. 
ability. of the French economy to-produce and consume at its 
current levels is in an important measure dependent upon the 
US assistance. Increased productivity has taken place. with 
little regard. to the costs or efficiency of such. production 
and certain food, fuel, raw materials and Squipmens 3 are obtained 
by the economy on. a grant basis. | 








French industry and agriculture have always been essen- 
tially conservative and non-expansionist in character. This | 
conservatism is now intensified by the obsession of all-groups 
in the country with "security"--social benefits for the work- 
ing groups and protective measures for the producers.  Further- 
more, political weakness and the inability of the government 
to take the necessary bold measures continue to keep economic 
peeeeeee in the old groove and esmgate against constructive 
planning. 


Our EGA Mission points out that the safiecnee: which it 
can exert on French policy is limited.‘and that fundamentally 
it is the French themselves who must revamp their economic > 
thinking and practices if the country is to achieve viability 
by 1952. To this end, the mission believes the French govern-: 
ment must take steps bo consolidate its general economic and - 
financial program, efficiently implement its fiscal program, 
restore the effective operation of the:price mechanism, and — 
establish a nation-wide drive for higher productivity. —~ 
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REPORT ON MEASURES The Department and other US agencies 
FOR FULL EMPLOYMENT are giving careful study to a report on 
national and international measures for 
full employment prepared by a group of experts appointed by 
the UN Secretary-General. The experts were named pursuant 
to a resolution passed by the Economic and Social Council at 
its last session when a discussion of full employment revealed 
great concern at the downtrend that had taken place, particu- 
larly in the US in the latter part of 1948 and early 1949. 
Copies of the report have been made available ‘to all member 
governments and to the Economic and Employment Commission 
which is to examine the report and make comments and recon- 
mendations for action to the Council. US agencies are pre- 
paring our position for the session of the Economic and Employ- 
ment Commission which convenes this week and for the Fedruary 
ECOSOC session. 


The report is a sophisticated analysis, particularly 
with regard to the relation of full employment and the problem 
of maintaining a satisfactory international monetary and trad- 
ing system. It is unlikely that governments will have posi- 
tions formulated very soon because of the far reaching measures 
recommended. These encompass both domestic and international 
measures, some Of which are quite startling. Without attempt- 
ing to make any forecasts as to the world economic situation, 
the experts outline the necessary steps which should be taken 
so that policies for maintenance of full employment may be 
implemented as the occasion arises. Recommendations are based 
on the premise that member governments are obligated to take 
et under the full employment pledge in the United Nations 

rter. 


Gener spect the Re The experts confined them- 
selves primarily to a consideration of unemployment resulting 
from a deficiency of effective demand. They regard the in- 
stability of private investment, including investment in plant 
and equipment, business inventories, and residential construc- 
tion, as the primary factor responsible for cyclical fluctua- 
tions. The report is based on the philosophy that the methods 
to be used for economic stabilization will differ in various 
countries because suitable policies will depend upon the de- 
gree of planning and control that is to be adopted. It is 
heldthat fixing a full employment target is a most important 
step in the practical implementation of full employment policies, 
so that there will be a danger signal to indicate when remedial 
action is needed. It envisages no satisfactory solution of 
the world full-employment problem and no real improvement in 
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the world trading system unless the chronic dollar shortage 
is attacked at its roots, and on a world basis rather than a 
European basis. It also sets forth that much depends on the 
internel policies of the US--particularly its policies with 
respect to maintaining full employment and its tariff policies.. 
It outlines how even the moderate decline in the US between 
the fourth quarter of 1948 and the second quarter of 1949 
affected the economies of other countries and illustrates the 
need for national and international action to permit the flow 
of trade and payments to continue in the face of fluctuations 
in the effective demand in particular countries. 


Pome s (he Measures Hecommendes The report recommends 

that each member government; adopt and announce a full 
employment target which will be the standard to which national 
employment stabilization measures will be directed; 2) announce 
a comprehensive program for directing its fiscal and monetary 
policies, its investment and production planning, and its wage 
and price policies; 3) adopt and announce an appropriate system 
of compensatory measures designed to expand effective demand 
which would be automatically applied should the stabilization 
program fail to prevent unemployment from exceeding the target 
limit by a predetermined amount for three successive months; 

4) announce the nature of policies it will adopt to maintain 
price stability and combat inflationary tendencies; and 5) 
adapt its legislative procedures, its administrative organiza- 
tion and its statistical services to the implementation of 

its full-employment program. The Council for Economic Advisers 
has considered this section of the report and find the recom- 
mendations generally acceptable. 





the international field, 
workable system of international trade for a stable and expand- 
ing world economy, thereby providing conditions required for 
elimination of ue trade barriers and for restoration of 
convertibility of currencies; to accelerate orderly economic 
development of underdeveloped areas; and to prevent inter- 
national propag:jon of fluctuations in effective demand. 


For these purposes it is recommended that early action 

be taken to: 1) establish a program through consultation under 
ECOSOC auspicies, to eliminate present structural dibdequilib- 
rium in world trade; 2) create.a stable flow of international 
investment at a level appropriate to the needs .of underdeveloped 
areas and to the capacity of lending countries; and 3) to stabi- 
lize international trade by maintaining external disbursements 
on current account in the face of internal fluctuations of 


effective demand. 
Consultation 
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Consultation under ECOSOC It is recommended, with re- 
gard to establishing a new equilibrium in world trade, that 
ECOSOC convene a meeting of interested governments to develop 
a joint program in this regard and to consult together on the 
adjustments in domestic and external policies that are required. 
Participating countries should set targets for the main items 
for their balances of payments, indicating how ‘they hope to 
restore their overall financial equilibrium within the period. 
The countries should meet at frequent intervals to adjust =. 
their targets and, as appropriate, make specific agreements: 
on major factors of common concern. Deficit countries should 
undertake, as their main obligetion, reduction of internal 
inflationary pressures which compromise their ability to export 
and aggravate their need to import, to adjust their exchange 
rates when expansion of exports is hampered by overvaluation 
of their currencies and to adjust their production structures. 
as the external market situation requires. Surplus countries 
should undertake as their main obligation that a decrease in 
their exports or a rise in their imports does not give rise 
to internal dislocations which, in turn, generate reduced im- 
ports with larger export surpluses, to reduce or remove re- . 
strictions on imports and to refrain from unduly encouraging 
exports. It is further recommended that ECOSOC establish an 
Expert Advisory Commission to do the detailed work in formulat- 
ing targets and suggesting technical needs for coordinating | 
national policies, to call the attention of the governments 
to the problems arising, and to report to the Council on : 
progress made. 


New Function f e To stabilize long- : 
term international investment at high levels, the report recon- 
mends that the Articles of Agreement of the International Bank 
for Reconstruction and Development be amended to permit the 
Bank to lend to underdeveloped countries for the general pur- 
pose of overall development programs, as a normal procedure. — 
Lending countries should fix annual targets for long-term 
international investment for five-year periods covering both 
private and public net investment and should report to the. 
International Bank each six months any deficiency in their 
actual international lending as compared to the target. The 
Bank should be enabled to use the funds thus borrowed from 
governments for the purpose of lending to governments. This 
operation would be conducted by a new and separate department. 
of the Bank which would have no recourse to the Bank's capital 
or its other resources arising from the performance of its 
present functions. 


Deposits 
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Deposits with spuernat tonal Monetary Fund To stabilize 
the flow of international trade against the effects of reces- 
Sions in national income of the large industrial countries, 

@ novel recommendation is made. The report proposes that 

any country whose imports diminish because of a failure to 
maintain full employment should be required to deposit with 
the International Monetary Fund an amount of its currency 
approximately equal to the decrease in imports resulting from 
its recession minus the decrease in its exports. These changes 
would be measured from a "reference year", normally the pre- 
ceeding year. These funds should be used to permit the mone- 
tary reserves of other countries to be replentished so that 
they may continue maintaining the volume of their imports at 
the former level, notwithstanding the decline of their exports 
to the country suffering a recession. They would be enabled 
to do this by drawing upon the currency which the country 
suffering the recession has deposited with the Fund. Although 
this would not maintain the current export income of the re- 
cession country's suppliers, it would maintain their inter- 
national liquidity. The proposal would introduce into inter- 
national affairs the principle that countries failing to main- 
tain full employment in effect compensate other countries for 
the effects upon them of this failure. It would also benefit 
the country suffering the recession by mitigating the secondary 
effects of its recession on its own export industries. 


The National Advisory Council is considering the recon- 
mendations with regard to the Bank and the Fund. 
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ATIN AMERICAN Recent changes in the exchange rates and sys- 
EXCHANGE RATES tems of the Latin American countries are in 

, part a reflection of the September currency 
devaluations of the sterling area and western Europe. Argen- 
tina, Paraguay and Uruguay were the only Latin American coun- 
tries to revise their exchange rates shortly after the general 
devaluation, but since that time, changes have taken place, or 
are being contemplated, in Peru, Costa Rica, Ecuador, Nicaragua, 
Bolivia and Chile. While most of these changes were temporary 
expedients to meet the current situation, many of them represent, 
in addition, improvements over the systems previously in effect 
in these countries. Some of these changes will also involve 
conflicts with provisions of the existing trade agreements of 
these countries with the US. 

Argentina 
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Argentina revised its exchange rate structure on October 1, 
adjusting its rates to varying degrees in relation to both dol- 
lars and pounds sterling. In addition, some progress has been 
made toward liquidating its commercial dollar debt in arrears. 
Argentina is currently allocating 30%-of its dollar receipts 
to a reduction of this backlog and-has paid an estimated 
$17.5 to $20 million from May through December on its debt 
which was believed to total about $180 million (including 
unremitted interest and dividends). 





Brazil, which decided against devaluation, has also made 
progress in this direction. That country reportedly has suf- 
ficient funds now to liquidate its entire backlog, estimated 
at around $175 million. Brazilian officials anticipate that 
the liquidation will be completed by March l. 


On October 5, Uruguay proposed to the International 
Monetary Fund (IMP) modificetions in its exchange system 
adopting some new rates, eliminating others, and reclassifying 
commodities within rate categories. More favorable exchange 
rates were established on minor exports and less favorable 
rates on luxury and non-essential imports. Although these 
changes were felt to increase the complexity of the Uruguayan 
System, the Fund expressed no objection to them, with the — 
understanding that consultation would continue for the purpose 
of unifying the rate structure and agreeing on a par value. 


Paraguay followed, on November 6, with the adoption of 
a new exchange system after consultation with the Fund. This 
system maintained the previous gold parity of the guarani and 
imposed a new set of exchange rates; an official export rate 
(for certain government receipts) of 3.059 guaranies per US 
dollar, a basic export rate of 4.92, and four import rates 
ranging from 3.121 to 8.0521 guaranies per US dollar. In 
addition, special rates are designed to stimulate sale to the 
government of exchange originating from irregular exports and 
such non-trade activities as investment capital and diplomatic 
funds. Preferential import rates apply to foodstuffs, textiles, 
medicinals, motor fuels and lubricants, and government expendi- 
tures. While pointing out the difficulties remaining in Para- 
guay's exchange situation, the IMF accepted these modifications 
as a first step in the simplification of Paraguay's complex 
and inadequate exchange systen. | 


On November 14, a new Peruvian exchange law provided for 
the abandonment of the official parity of the sol and the 
adoption of a flexible unitary rate. The new law also provided 
for the abolition of all subsidies and price controls, except 


on 
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on wheat and fuels, the delivery to exporters of certificates 
for all foreign exchange derived from exports,. and increased 
certain wages and salaries by 20%. The IMF raised no objec- 
tion to this action, recognizing that it was taken for the 
purpose of establishing, as soon as practicable, a stable 
unitary exchange system at a more appropriate level and with 
the understanding that Peru would consult with the Fund with 

a view to proposing a new fixed par value for the sol as soon 
as possible. The Fund believes that the adoption of appropriate 
fiscal and credit policies to restrain inflationary forces and 
assure internal financial stability is urgent as a stapes 
to exchange stabilization. | 


In December Chile announced its proposed financial reform 
program, involving exchange rate changes, the establishment 
of subsidies on certain cost-of-living imports, and the imposi- 
tion of new taxes on copper, iron and nitrates, to replace 
the present indirect taxation effected thr ough the application 
of penalty export exchange rates. The last two steps require 
Congressional approval. Since most Chilean exports except 
copper were thereupon halted pending the exchange rate changes, 
Chile early in January asked permission from the Fund to put 
into effect temporarily those portions of the proposed system 
which could be implemented pending Congressional action. The 
Fund approved the temporary establishment of the proposed new 
rate of 60 pesos per US dollar on the understanding that steps 
would soon be taken tp put into effect the entire progran, 
which will unify the present multiple pass oe at a new 
par value at about this level. 


On December 28 Ecuador. also adopted a new exchange rate 
system, but without having officially informed the Fund, al- 
though a Fund mission was in Ecuador at the time. This system 
sets Ecuador's: single export rate at 15 sucres per US dollar, 
representing a depreciation of slightly over 14% from the pre- 
vious effective rate. It retains three categories of imports, 
at rates only fractionally different from those. previously 
effective, but individual commodities are to be reclassified 
within these categories, resulting in a selective depreciation. 


Nicaragua on December 23 proposed a complicated multiple 
rate structure, which was comsidered and disapproved by the 
International Monetary Fund. . Upon being officially informed 
of the Fund's disapproval, Nicaragua indicated its intention 
to continue consulting with the Fund to arrive at a policy 
and measures satisfactory to both Nicaragua and the Fund. 


Costa . 
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Costa Rica has informed the Fund of proposed changes in 
its exchange rate system which are now pending before the 
Costa Rican legislature but which will not constitute a definite 
proposal to the Fund until passed by that body. These changes 
include official recognition of the free exchange market and 
authorization for the Central Bank to conduct operations , 
therein. The free market rate for the colon would apply to 
all imports except preferential category imports, certain 
services, and capital and student remittanses, for which 
exchange would be made available at the official rate. 

This would continue the system of multiple rates for imports 
through a medium of surcharges. 





An IMF mission has left for Bolivia to survey that coun- 
try's reportedly critical position and to advise on a revision 
of its exchange system. Bolivia will reportedly make no deci- 
sion on establishing a free rate or fixing new rates before 
receiving the mission's report, although it may shortly afford. 
some relief to the tin mining industry through exchange con- 
cessions. | , 
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DEVELOPMENTS REGARDING US-Canadian aviation consultations 
COLONIAL AIRLINES CASE concerning interpretation of our 
aviation bilateral ended January 13 
m8 a me apo g fl meas (See page 7, December 5, 
19 page 3, January 1950 issues of Current Economic 
Developments). The Canadian Air Transport Board announce 
that it does not propose to take suspension action against 
Colonial airlines which it considers it would be justified in - 
taking in other circumstances. Apparently the Canadian atti- 
tude was influenced by assurances that court proceedings on 
the Colonial complaint will be expedited. The parties to thie he 
case in the US courts had agreed that, if the Supreme Court 
decided to entertain the appeal of Colonial Airlines from the 
decision against it by the lower court, the case would be : 
argued on February 17. The court has since decided not to 
determine the jurisdictional question until it has heard the 
case argued on February 17. Our representatives gave assur- 
ances that if the decision of the Supreme Court is favorable 
the CAB will expedite submission of its decision to the Presi- 
dent concerning Trans-Canada's application to operate between 


Montreal 
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Montreal and New York. US representatives also agreed that 
we would not seek to exercise rights for US carriers on two 
additional routes granted under terms of the 1949 agreement. 
We will not designate a US carrier to operate the New York- 
Toronto route nor will we press the Canadians to authorize 

a US carrier to operate on the trans-border route from Great 
Falls, Montana to Edmonton, Canada until such time as US 
authorities are in position to grant authority to a Canadian 
carrier to operate between Montreal and New York. 
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This weekly publication is designed to highlight developments in the eco- 
nomic divisions of the Department of State, and to indicate the economic prob- 
lems which are currently receiving attention in the Department. It is suggested 
that copies be retained on file, as reference will sometimes be made to previously 
reported items to avoid repetition. 
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EAST-WEST TRADE CONTROLS Establishment of a relatively per- 
manent advisory intergovernmental 
body to consider east-west trade 
control problems was agreed upon at the meetings of represen- 
tatives from the US, Canada and seven western European coun- 
tries held in Paris ” January 9-20. General agreement was 
reached on further additions to the lists of items subject 
to export controls with respect to eastern Europe, thus bring- 
ing the lists into somewhat closer conformity with US 1-A 
(prohibited) and 1-B (restricted) lists. 


Organization of Consultative Group The intergovernmental 
body is to consist of a Consultative Group composed of dele- 
gates of high official rank to deal with policy and a Coordi- 
nating Committee consisting of representatives of all the — 
participating countries to carry on the continuing work, such 
@s consultation on extension of the embargo list, control of 
transit trade, and development of quantitative controls. The 
Coordinating Committee is to begin work within 15 days. The 
Consultative Group will meet every two or three months. 


In addition to the US, which has pressed for concerted 
multilateral action on the "control of exports to the USSR and 
satellites, the UK, France, Italy and Canada unqualifiedly 
approved the or ganization set-up and unqualified approval 
from Belgium and Norway seems assured. The Netherlands, <= | 
although objecting to the organizational. and to multilateral 
commitments in connection with the export controls, has agreed 
to cooperate in consultative work as projected on an informal 
basis and has stated its willingness to attend any meetings 
at any level when necessary. The Netherlands delegate inter- 
posed no objection to the inference that the Dutch position 
indicated acceptance of the Coordinating Committee. The 
Danish ernment while not opposing participation in the 
group is reluctant to recommend such participation if re- 
establishment of formal export controls in Denmark is neces- 
sary. The Danish representative stated his belief that the 
control objectives may be met by administrative action which 
te felt may be entirely satisfactory. 


The group agreed to invite the High Commission to 
arrange German representation in the organization, with the 
decision as to the type of representation left to the occupy- 





-ing powers and with German participation to begin with attend- 


ance at the coming meetings of the Coordinating Committee. 
Consideration 


| DECLASSIFIED FOR PUBLICATION IN FOREIGN 
;| RELATIONS OF THE UNITED STATES 











SECRET 
-2Z2-e 


Consideration of Contro’ Lists Consideration of the 

36 additional items which the US desires to have subject to .: 
control by all covntries, resulted in 13 being recommended ~~ 
to the governments for action--1l2 were included in the group's 

ist of items to be embargoed for shipment to the USSR and 
satellites and one was included in the list of items to be 
subjected to "limitative" control. A number of the 36 cate- 
gories are being resubmitted to governments for re-examination 
and some items requiring further technical analysis are to 

be referred to the Coordinating Committee. The group agreed 
that the "limitative" control principle should be implemented 
immediately by exchange of data concerning items included in 
this category. Note was taken of the US proposal for multi- 
lateral action in the "limitative" control field, with agree- 
ment that this should be considered at an early date. (See 
page 7 December 19, 1949 issue of Current Economic Develop- 
ments. 








Policy Toward Yugoslavia and Finland There was consider- 
able interest in'the policy of according Yugoslavia and Fin- 
land special treatment, and the Coordinating Committee is to 
study statements to be submitted on licensing criteria and 
data on actual licensing to these two countries. The US and 
UK explained their policies of licensing embargoed items 
when justified in terms of western interests. It appears a 
number of countries maintain a complete embargo on items of 
high strategic importance, while others license in accoard- 
ance with the practices of the US and UK. There was a general 
feeling that no munitions should be snipped without prior 
consultation and the Coordinating Committee is to determine 
whether it wiil be useful for it to develop an internation- 
ally agreec munitions list for use in Yugoslavia. 





Export Controls for China Not Considered . When the ques- 





tion of appiication of export controls to China and adjacent 
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‘_The texts of draft memos to the French, Belgian and 
Dutch governments regarding export controls:for the Far East 
have been transmitted to our Embassies concerned. We had hoped 
our notes could be presented prior to the January 9 meeting of 
the consultative group but delivery is being delayed pending 
notification that the British are ready to take parallel action. 
According to the UK Foreign Office, British delay is caused 
by mechanical rather than political problems. 


-Qur draft notes state that we and the British have agreed 
on the desirability of taking steps to insure that western 
trade with China and North Korea should not result in any in- 
crease of military strength of the Chinese Communist regime, 
and that certain eastern European countries should not be en- 
abled to obtain, by transshipment via China and Horth Korea, 
supplies of goods now denied them by western governments in 
direct channels of trade. Accordingly, we suggest the exten- 
sion of a common policy on controls for eastern Europe to cover 
the whole of China, including Manchuria and Taiwan, and North 
Korea. We also suggest an agreement to exchange information 
on shipments to China and adjacent areas of a short list of 
1-B goods important to China's economy, with the composition 4 


the meantime, in order to control exports 
to the Far East, the US has extended to all destinations except 
Canada, the 1-A controls and certain 1-B controls which have 
been applicable to Europe, including the USSR, Turkey and part 
of North Africa. (See page 2, November 7, 1949 issue of Current 
Economic Developments.) | 
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Transfer of Controls Program to Department At a meeting 
of representatives from the Department and from US missions 
in the OEEC countries, held prior to the consultative group 
meeting, substantial progress was reported toward the transfer 
from ECA missions: to the embassies of primary responsibility 
for on the spot relations with foreign governments on the east- 
west trade control program. No scrious difficulty was antici- 
pated in any country. It is hoped that the takeover in Wash- 
ington can be effected by February 1, 1950 and March 1 is the 
target for completion of arrangements provided the takeover from 
BECK missions end: from-the Office cf the Special Representative 
in Paris can be satisfactorily worked out by that tine. 











aw 
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NAC aoe US POSITION CONCERNING The National Advisory 
ROPOSED EUROPEAN CLEARING UNION Council has advised ECA 
of the US position with 

respect to proposals for a European clearing union, outlining 
the conditions to be met in establishing such a union designed 
to further progress toward the objectives of economic integra- 
tion and ultimate full convertibility of currencies. The NAC 
feels that the establishment and operations of a clearing union 
should not conflict with the obligations to the International 
Monetary Fund of the US and other member governments nor prevent 
any one participating country or group of countries from moving 
as rapidly as possible toward full currency convertibility. The 
NAC feels that the US should not participate in the management 
of any clearing union but this should not preclude US veto power 
in any use of US funds. US dollars might be made available to 
participating countries to cover their structural deficits with 
other members of the clearing union and for advances to partici- 
pating countries because of temporary payments difficulties of 
such countries with the clearing union. For a temporary. period 
the US might also make funds available to the clearing union to 
make up the difference between gold payments to creditors and 
gold receipts from debtors. Such payments should in any case 
not extend beyond June 30, 1952. 





* *  t 
POLICY ON EXPORTS OF STRATEGIC The Department: of Commerce and 
COMMODITIES FROM LATIN AMERICA State have been increasingly con- 


cerned with the transshipment of 
strategic commodities of US origin through Latin American coun- 
tries to eastern Europe, either in their original form or after 
processing, as well as the direct export of such commodities fro 
Latin America. Of particular concern are copper, lead and zinc. 
It is the policy of the US not to approve for export any signifi- 
cant quantities of these minerals from the US to eastern Europea: 
countries except to Finland and Yugoslavia in special circumstan.- 
ces and to review shipments to other areas to prevent transship- 
ment to the Soviet bloc. 


Procedure is under consideration to approach the question of 
control of these strategic commodities from Latin American coun- 
tries with caution and on a gredual basis. We might first try to 
obtain in the US the cooperation of American corporations having 
subsidiary companies in Latin Amorica producing or exporting stra- 
tegic commodities. If this fails to achieve an effective control 
an effort might be made to obtain the control of these exports by 
means of a direct approach to the subsidiary company by our repr: 
sentatives in the other Americas. As the last alternative, we 
might request the establishment of effective parallel export con- 
trols similar to those now under negotiation with certain western 
European countries. We have asked our Latin American missions to 
comment on the possible effectiveness of the proposed measures 
and the impact which might result from the imposition of strict 
limitative control of COpPer s lead = zine to eastern Europe. 
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Steps are now under way to 
implement our revised civil 
aviation policy toward the 
USSR and its satellites. (For an outline of the new policy 


see page 8, January 9, 1950 issue of Current Economic Develop- 
ments. 


We consider that present circumstances differ from those 
which existed when the previous policy was adopted and there 
will be no need to work up a joint US-UK policy which might 
carry implications of closer US collaboration with the British 
than with other friendly countries. We think there might be 
possible resentment on the part of Atlantic Pact countries and 
some cf the Middle Eastern states if the US and UK should again 
join hands in advising non-Soviet bloc countries how best to 
cope with the security threat contained in satellite air opera- 
tions to their territories. Accordingly, we are apprising the 
British of the finalization of our revised policy and urging 
them to accept it. Following British endorsement, which we 
have every reason to expect in view of previous UK informal 
concurrence in principle, we plan to present the revised policy 
to other countries asking their cooperation in its implementa- 
tion. In the event any additional support of US policy is con- 
sidered desirable we hope to persuade the British to undertake 
parallel representations. 
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Complex negotiations between the US and 
Ireland were brought to a successful con- 
clusion with the signature in Dublin. last 
week of a US-Irish treaty of friendship, commerce and navigation. 
This treaty, which generally follows the basic US draft, is the 
most comprehensive treaty of the kind that Ireland has under- 
taken to conclude with any country and the first of its type 
concluded between the US and Ireland. | 


Preliminary agreement was reached in the autumn of 1947 
as to the desirability of negotiating such a basic treaty, with 
actual negotiations starting in March 1948 and continuing until 
the date of signature. It will shortly be transmitted to the US 
Senate for its approval; it must also be ratified by Ireland 
before coming into force. 


The 
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The treaty is designed to provide a comprehensive, inte-. 
grated legal framework within which general economic relation-. = 
ships between the two countries may develop in ‘harmoriy--with- =~ * 
modern economic conditions. As an essential part of this frame- 
work, it defines in broad and liberal terms the fundamental’ =“ 
rights and privileges -which nationals and enterprises of eath | 
country enjoy in the other. Like the treaties recently cone1uted: 
with Italy and Uruguay and the one now nearing conclusion with 
Lebanon, it is in keeping with the Department's program to en-. 
courage investment, including provisions relating to the status . 
of persons and corporations, ‘the protection of persons and prop- ~ 
erty, rights to engage in’ business, treatment of imports and = 
exports, treatment of shipping, | freedom of. information, and other 
matters. <A new feature is a provision concerning the. recognition 
and enforcement of commercial arbitration coritracts. is 





0: 


3 In its statement to the public, the Irish govertinent -: 
warmly welcomes ‘conclusion of the treaty, expressing the. earnest 
hope that it will furnish the’ Irish business community with an 
incentive to make everyeffort to expand the’ country's. dollar-"_ 
earning capacity, whether by the export of goods or the sale of’ 
services like tourism so that "inthe years ahead we, may be able, 
to pay for those goods and services we need from the USA if our. 
resources are to be used: to the best sas wh, Re, ea 


°e.2 @:, 


UNCLASSIFIED 


SECRET 
The meeting’ of British Commonwealth 
_ Foreign Ministers held recently.in.Colombo, 
~~" eyton, established a ‘Conspi tative Comnt= 
tee to - etiaty scotipnté ‘aid for’ south and ‘southeast*astia witha *~ 
view to formulating ‘a ‘program, which, it carried. out, should | 
prove 4 strong -impetas “to: the: economic: improvement of thé én- . 
tire area.: Relited to:this proposal, but apart from the long-, 
range development : program envisaged, was the agreement ‘to recon- 
= hog of £6 millicn to Burma primarity for currency sta- 
zation. 


The Foreign Ministers of ‘the. Commonwealth, accepting | the 
thesis that the most effective deterrent to the spread of Com- 
munism is through ‘improved living standdrds, agreed: to 6xamiine _ 
the possibility of making financial assistance available. as ek 
as possible for productive purposes “in the area.” :(Canada has. 


since 
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Since publicly stated that her aid to this area would necessarily) 
be limited by her obligations under the North Atlantic treaty.) 
It was agreed that the countries will: support a high priority 
for projects presented to the International Bank; contribute to 
the technical assistance work of UN and specialized agencies 
and support a high priority for needs of this area; examine the 
possibility of supplementary bilateral arrangements for provi- 
Sion of direct technical and other assistance; and, generally, 
consider proposals for economic development of the area keeping 
in view the possibilities of mutual assistance. Basic require- 
ments of the area are considered to be: consumption goods to 
maintain subsistence standards and production incentives; 
technical advice and assistance; and capital equipment, includ- 
ing agricultural requirements. 


The Consultative Committee is open to all the Commonwealth 
countries. This committee is empowered to consider action appro- 
priate to the agreed objectives; approach governments of inter- 
ested non-participants to enlist their collaboration; examine 
methods of coordinating development activities in the area in 
association with international and regional organizations which 
are concerned with raising production and living standards; 
examine the desirability of promoting international commodity 
agreements which would benefit the area and could be recommended 
for consideration under the International Trade Organization; 
and consider whether economic development of the area would be 
aided by drawing up coordinated plans and by establishing special 
machinery. : 


Throughout the conference Australia took an active part 
in sponsoring Commonwealth assumption of responsibility, holding 
to the view that the US has been, and-is being, asked to assume 
more than its share in underwriting the world and that the 
Commorwealth must contribute substantially to southeast Asia. 
The British, while accepting the Australian proposal, expressed 
doubts that much could be done by the Commonwealth in southeast 
Asia without the active participation of non-Commonwealth coun- 
tries such as Burma, Siam, and Indonesia. Furthermore, the UK 
held that US aid is imperative if anything approaching sufficien- 
cy is to be achieved. The Australian proposal was supported 
by Ceylon and New Zealand and was accompanied by a rationale 
which stated that the initiative for the econamic development of 
this area comes in large part from the countries themselves. 
This point was further sponsored by Secretary Acheson in his 
January speech before the National Press Club at which time he 
stated, in referring to southeast Asia: "From now on they are . 
on their own, to make their own decisions and their own mistakes. 


The 
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The direct responsibility lies with the peoples concerned. 
American assistance can be effective when it is the missing 
component in a situation which might otherwise be solved. The 
limits of what we can do are to help when we are wanted." | 


The Consultative Committee is not expected to meet for 
at least three months. Any proposals resulting from its meet- 
ings would be merely for reference to the respective governments. 


SECRET 
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NEW POINT FOUR A new Point Four bill which sets forth Congres- 
LEGISLATION Sional policy regarding the general objectives 
and policies of the program and which provides 
technical assistance to underdeveloped countries is now under 
consideration by Congressional committees. It appears generally 
acceptable both to the Administration and to liberal groups and 
the Republican group, led by Representative Herter, which opposed 
th original bill.. The new legislation embodies all of the basic 
authorities of our original bill but satisfies the Republican 
group by clarifying and spelling out certain principles affecting 
the investment aspects of US aid to economic development abroad. 
The Department worked with Mr. Herter and with business groups 
in the redrafting and feels that, as revised, the prospects of 
long-range stability of Point Four activities and policies are 
enhanced and the chances minimized for substantial change in 
the program should a change of administration take place. 


The original bill was limited to policies and authority 
directly pertaining to international technical cooperation. An- 
other bill, giving the Eximbank certain guarantee authority as 
one means for stimulating investment, was considered and approved 
by the Banking and Currency Committees of ‘the House and Senate. 
Separation of the technical cooperation and investment aspects 
of Point Four had been decided by Congressional leaders but 
businessmen and certain Congressmen felt that policies affect- 
ing both aspects should be stated in a single document. This 
has been done in the new bill and its title is changed to the . 
"International Economic Development Act of 1950" instead of the 
"Technical Cooperation Act." Specific authority to undertake | 
guaranties remains in a separate bill, however. 


New 
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New Provisions in the Bill There is a new section in 
this bill which spells out the kinds of assurances needed both 
~by investors and by the people of the countries: in which invest- 
ment takes place if the international flow of investment is to 
make its maximum contribution to economic development. People 
of the underdeveloped areas must be assured that investors will 
conserve as well as develop local resources, will bear a fair 
share of local taxes and observe local laws, and will provide 
adequate wages and working conditions for local labor. Investors 
must have assurance, through intergovernmental agreements or 
Otherwise, that they will not be deprived of their property with- 
out prompt, adequate, and effective compensation; that they will 
be given reasonable opportunity to remit their earnings and with- 
draw their capital; that they will have reasonable freedom to 
manage, operate and control their enterprises; and that they 
will enjoy security -in the protection of their persons and 
property, including both tangible and intangible property and ~ 
nondiscriminatory treatment in taxation and in the conduct of 
their business affairs. 


Another section outlines certain factors which should be 
taken into consideration before any kind of assistance is given, 
technical or financial. This would apply to Eximbank operations 
as well as to technical assistance when applicable but represents 
'no basic departure from practices heretofore followed. These 
factors are whether or not the proposed assistance will contribute 
to a balanced and integrated development program; the economic 
soundness of the proposal, including possible uneconomic dupli- 
cation of existing productive facilities; and whether or not 
local or foreign private capital is available upon reasonable 
terms and in sufficient amounts to finance projects. Partici- 
pation of private agencies and persons is to be sought wherever 
practicable. 


The new bill sets forth the conditions which the recipient 
country must meet in order that technical assistance may be 
furnished. These are much the same as the requirements estab- 
lished by UN in its technical assistance program. The country 
assisted must: 1) pay a fair share of the cost of the program; 
2) provide all necessary information concerning s uch program 
and give the program full publicity; 3) seek to the maximum 
extent possible full coordination and integration of technical 
cooperation programs being carried on in that country; 4) en- 
deavor to make effective use of the results of the program; and 
5) cooperate with other countries participating in the program 
in the mutual exchange of technical knowledge and skills. 


An 
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An advisory board is to be created to advise and consult 
with the President or the officer he may designate to administer 
the program with respect to general or basic policy matters 
arising in connection with operation of the program. The board 
is to consist of not more than 13 members broadly representative 
of groups interested in the program, including business, labor, 
agriculture and education. The chairman of the group may be 
an officer or employee of the government, but all other members 
should be non-governmental Joint commissions for economic develop- 
ment are provided for, should they be requested, following the 
general pattern of the Joint Brazil-US Technical Commission. 


Budgetary Request for Technical BSSTSLAnCE ‘Some misunder- 
standing was created as to whether the Point Four program had 
been cut down when the recent budget message listed $25 million 
for technical assistance. Last. June the President's message 
named a figure of $45 million, which included $10 million in 
currently operating programs and $35 million in new appropria- 
tion. The $45 million figure still stands. The $25 million 
in the budget is the estimated new expenditures out of the $35 
million requested as appropriations, and does not limit expendi- 
tures if, in fact, they can be made at the full rate of $35 
million nor does it limit the commitment of funds not actually 
expended during the fiscal year. The $10 million current pro- 
grams are included elsewhere in the budget. The $45 million 
does not include the estimated contributions by any other coun- 
tries, but is solely the US dollar contribution both to the UN 
program and to bilateral programs. 


RESTRICTED 
* * * 
SECRET 
G -JAPANESE ACCESSIO The International Wheat Council 
AG POSTP voted unanimously on January 21 


to adjourn for not more than 30 
days to give time to settle the differences which have delayed 
a decision on the accession of Japan and Germany to the Inter- 
national Wheat Agreement. The outstanding issues have been 
concerned with Canada's and Australia's share of the increased 
amount of wheat which would be sold under the Agreement because 
of Japanese and German accession and the desire of the UK to 
insure that it continues to obtain Australian non-dollar wheat. 


Quota 
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Quota Question Of the 100 million additional busheis ex- 
pected to be sold under the Wheat Agreement annually because of 
German and Japanese accession, the US proposed that 19 million | 
bushels be divided between Australia and Canada. The Canadians, 
however, are asking for 27 million bushels. Australia has indi- 
cated that if unconditional acceptance of the two countries is 
voted, it will relinquish its 5 million quota for the current 
year, retaining 5 million per year for the remaining three. 
Increased amounts to be exported under the Agreement, if Mexican 
and Portuguese requests for increased quotas are granted, may 
pave the way for a compromise between Canada and the US over 

the German and Japanese quotas. 


~ 


UK rosition on Accession <A number of suggestions have 
been put forward in an effort to meet the British position that 
it can support unconditional accession of Japan and Germany only 
if it can be shown it will not worsen the UK doliar position. 
The US and certain of the other countries strongly opposed the 
Suggestion that the Council lay down a condition that non-dollar 
exporting countries agree not to sell to Japan and Germany under | 
the Agreement in excess of increased quantities apportioned to 
them from quantities accruing to the Agreement from accession 
of those countries. Alternatively, it was suggested by the UK 
that the Japanese and German governments voluntarily undertake 
such a commitment in a statement to the Council. 


Our position that such a condition is contrary to the 
spirit and letter of the Wheat Agreement and amounts to open 
discrimination against the new members was weakened somewhat 
by the voluntary statement made by the Federal Republic of 
Germany to the Wheat Council that while it would prefer that 
Germany have the same access as the original member countries 
to supplies of non-dollar wheat under the Agreement, it is 
“prepared to undertake that, if the Council agrees to Germany's 
accession, Germany's purchases of Australian and French wheat 
and wheat-flour for recording under the Agreement in any crop 
year shall not exceed the amounts by which the guarantee sales 
of Australia and France respectively are increased in respect 
of Germany's accession." We have indicated that while we would 
not protest a bilateral arrangement between Australia and the 
UK, we will oppose any form constituting recognition of this 
arr angement by the Council. The Australians, who were unwilling 
to give the British the requested assurances that Australian 
exports to Japan will be limited to the quantity added to Aus- 
tralia's quota as aresult of Japanese accession, expressed 
willingness to offer Agreement wheat to the UK and India before 
making sales to Japan. We considered this a reasonable offer 


and 
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and have so informed the British. The Japanese government 
was also. prepared to send a message to the UK stating that it 
would understand any arrangement which might be made. between 
Australia and the UK designed to protect the existing trade 
pattern. However, subsequent instructions to the Australian 
delegate from his government entirely exeluded approval by 
Australia of anything which smacked of discrimination against | 


it in any market. 


Trieste to Share Italian Quota The Council dinette 
passed a resolution agreeing. to arrangements being made between . 
the Italian government and the Administration of the Territory 
of Trieste permitting Trieste to use the Italian quota. The US, 
desiring to obtain for the Allied Zone of Trieste the benefit 
of lower wheat prices available under the Agreement, felt the 
most feasible arrangement would be for Italy to request that 
its wheat quota be increased to provide specifically for Allied 
Zone requirements... Italy, however, believes the unused balance 
of its present quota.is ample for Trieste Pequirements. : 


* * .- 
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This weekly publication is designed to highlight developments in the eco- 
nomic divisions of the Department of State, and to indicate the economic prob- 
lems which are currently receiving attention in the Department. It is suggested 
that copies be retained on file, as reference will sometimes be made to previously 
reported items to avoid repetition. 


Document Security Instructions 


This document should be treated in accordance with current instructions 
regarding security measures for SECRET material. Extreme care should be ex- 
ercised to avoid public or private discussion of the information herein with or in 
the presence or hearing of any person not authorized to have knowledge thereof. 
For general purposes all classified Foreign Service Officers and other responsible 
economic officers are authorized to have knowledge of the contents of this docu- 
ment, responsibility for the safekeeping of which will be assumed by each recipient 
thereof. It may be retained in protected files or, at the discretion of the recipient, 
destroyed by burning. If not personally disposed of by the recipient, he will 
assure himself that it is burned in the manner prescribed for SECRET material. 
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pendent petroleum producers of the increasing level 

of US oil imports and possible attempts to restrict 
these imports, the Department is reviewing its position on the 
problem. Present thinking tends toward continuation and reaf- 
firmation of existing policy: 1) The domestic industry has not 
been seriously injured by imports to date and it doesnot seem 
likely that serious injury will result from imports in the volume 
expected. during the first half of 1950. 2) Oil imports, as long 
as they do not injure domestic industry seriously, are in the 
national interest and restriction of them would be contrary to 
the foreign economic policy of the US. 3)'Recognizing thé . 
essentiality of an effectively functioning domestic petroleum 
industry, the Department will continue to study the import | 
situation carefully in order that it can cooperate in any action 
to prevent serious injury to the domestic industry. 


* Possible Action of Petroleum Produc ors The independent 
producers have the strong support of a number of Congressmen 
from the oil states, especially those from Texas, and attempts 
are being made during the present session of Congress, as during 
the past session, to restrict oil imparts substantially below 
the present figure of 790,000 barrels daily. <A bill already 
has been introduced in the House to limit. imports to 5% of — 
domestic consumption. This limitation would reduce imports by 
about 50%. A similar proposal last session, as an amendment to 
the extension of the Reciprocal Trade Agreements Act, failed by 
only one vote. Another bill has been introduced to raise duties 
on the principal oil imports from 10.5 cents per barrel to $1.05. 
It is expected that some such quota or duty. restriction may be 
attempted as a rider to some unrelated but important bill. 


PROBLEM 0 Because of the highly critical attitude of inde- 
OIL TuPORTS 


Level of Imports Petroleum imports have increased 145,000 
barrels daily since December 1948, when both production and im- 
- ports reached their highest levels to that time. Domestic pro- 
duction, during the same period, has been reduced 700,000 barrels 
daily by state regulatory commissions on grounds of over-supply. 
Production in most other countries has remained as high or 
higher than a year ago. 


If imports during the first half ‘of 1956. ‘continue at 
about their present level, as estimated by the importing con- 
panies, they would be suffieient to absorb most of the expected 
increase in US consumption: in 1950. Domestic producers contend 
that imports are taking away their legitimate market with serious 
injury to the domestic industry. There are some indications. 
however, that imports may be reduced, for recently three of the 


eleven 
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eleven principal importing companies announced reductions of 
42.000 barrels daily in their projected imports for 1950. The 
import situation could be changed materially by similar action 
by other importers. . : 


, Domestic Ureration Still Favorable Based on past standards, 
the acwmestic petroleum ustry is opereting at near record 
levels. Production in 1949 amounted to more than five million 
barrels daily, and, though 11.4% below the December 1948 peak, 
was about equal to our second best year and was 50% higher than 
1935-39... Total wells driliei in 1949 were slightly below 1948, 
but exploratory wells and footage drilled set new records. During 
1949, stocks of all oils declined slightly. Demand was about 

1% less in 1949 than in 1948. Employment remained steady. Prof- 
its are high though below 1948 peaks and prices, except. for fuel 
oii, have not fallen significantly.. It seems therefore that the 
«etn at industry is continuing to operate on a favor- 
able basis. : 


Foreign Economic Policy pop. ice tions Under these circuwn- 
stances restrictions on imports would be difficult to justify, 
especially in view of US commitments in existing trade agreements. 
They would also be inconsistent with: US foreign economic policy 
favoring expansion of trade, reduction of trade barriers, and 
assistance, through investment and other measures, in the economic 
development of underdeveloped areas such as the foreign oil- 
producing countries. : 


Import restrictions on oil would affect Venezuela princi- 
pally since 80% ‘of US ‘oil imports, equal to 30% or more of 
Venezuelan production, comes from that country. US exports to 
Venezuela would be adversely affected since 95% of Venezuela's 
foreign exchange is derived from oil operations. Venezuela, our 
largest market in Latin America, bought over $1 biliion worth of 
US goods in the past two years, about $200 million greater in 
value than direct and indirect US imports of Venezuelan oil in 
the same period. | pale 


The full effect on our foreign economic program of the 
institution of such restrictions cannot be fully foreseen. Such 
action on a trace agreement item, the largest in value of dutiable 
imports into the US, is pound to harm trade relations. Large 
commercial interests and important political and strategic inter- 
ests of the US in the Micaie Fast and Latin: America are involved 
in the question of increasing restrictiuns ageinst the foreign 
produced oil of American companies. Restrictions by the US of the 
kind under discussion would be greater in effect than the total 
to date of other countries. — 


* * bad 
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SPAIN FACES FOOD The economic problems of Spain have been 
-BHORTAGE, SEEKS AID highlighted recently by the breakdown of 
: Argentine-Spanish trade arrangements, fore- 
Shadowing a serious food shortage, and by the reports of recent 
Congressional visitors to Spain on that country's need for US 
financial assistance. Spanish representatives have held discus- 
sions with the Eximbank on the possibility of a loan and have 
presented additional data in support of their request. Meanwhile, 
as a result of Congressional inquiries concerning our position on 
Spain, the Secretary has outlined our relations since the war and 
our present political and economic policies toward that country. 


Spain's Economic Position Although the reports of US diplo- 
matic and press representatives in Spain indicate that the econo- 
mic situation is continuing to deteriorate, they doubt that this 
deterioration is a real threat to the political stability of the 
Franco regime. As Embassy Madrid points out, the relation between 
living standards and economic well-being in finance, large indus- 
try and international trade is not so close in Spain as in more 
highly developed countries. The workers' standard of living was 
fairly low in pre-civil war Spain and is unquestionably lower now, 
consequent to a redistribution of income which has left urban 
workers relatively worse off than their agricultural counterparts. 
However, Since order is maintained by large police forces, this 
situation is accepted without the overt opposition it would arouse 
ina free country. . ? fs 


It has been estimated that averagé per capita real income in 
Spain has. declined about 15% since before’ the civil war and calor- 
ic intake about 20%. In addition, the gravity of the food situa- 
tion has been increased by Argentina's cancellation of the 1948 
Franco-Peron protocol, which leaves Spain’ with no hope of securing 
wheat from Argentina, which was to have supplied 300,000 tons. 
Wheat is the most important single item in the Spanish diet, and 
difficulty is anticipated tn meeting the food needs of the people 
until the next harvest. Crop prospects for that time are consid- 
ered good, but could decline materially if the present «unseasonabl: 
warm weather continues. In the meantime, the government considers 
the situation so serious that it has been using the proceeds of 
its loan from the Chase Bank to purchase Wheat and is willing to 
reduce its gold reserves for this purpose. ~ ay. 


With respect to the business sector of the Spanish economy, 
Embassy Madrid notes, on the credit side, that foreign trade has 
been expanding although it is not yet up to prewar levels. This 
‘increase is a result of the increased prosperity of other European 
countries which can now afford tod import substantially larger quan- 
tities of Spain's semi-luxury goods. However, the possibilities 
for continuing this expansion are jimited by Spain's need for 
additional capital goods. Unfortunately, most of Spain‘s increased 
imports have been consumption goods because intérrial consumption 
demand, the inability of European countries to deliver’ capitel 
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goods, and the failure of Spain's dollar trade to achieve a con- 
parable revival have prevented the import of much new industrial 
plant. Thus, in large measure, a cycle has arisén in which Spain’: 
lack of capital goods has resulted in its inability to produte a 
sufficient exportable surplus with which to pay for vitally needed 
Capital goods imports. Meanwhile, Spain is faced with the contin- 
ued deterioration of war-ravaged and under-maintained plant; a 
two-year old financial depression with credit stringency of. col. 
lections and weak markets; and. low-volume, high-cost production 
brought about by shortages of power and raw msteriais and other 
bottlenecks. 


S s F Many of the Congressmen who 
visited Spain returned convincee of that country's: need for US 
financial assistance. The Secretary,.in his. policy statement, 
pointed out that we have no political objections to such assistance: 
and that Spain is free to apply to the Eximbank for credits for 
specific projects on the same: basis as any other country. He said 
that the final decision on any such application would be made, in 
accordance with the Bank's regular policy, not.only on the basis 
of need for the credit and suitability of the individual project, 
but also on whether there is a reasonable prospect for repayment. 
Although many Spanish privete.and government representatives have 
. @iscussed loan possibilities with the Bank, no formal application 
has yet been submitted. ) 


An official in the Spanish Ministry of Foreign Affairs has 
just concluded the most recent Spanish discussions with the Exin- 
bank. He presented Spain's loan proposals in the form of a pro- 
gram of minimum imports required to maintain various essential 
_ sectors of the Spanish economy, but recognized that the entire pro 
gram, totalling. $176 million, would probably not be eligible for 
financing by the Bank. He was informed that the Bank's activities 
were confined to projects likely to earn or save dollars and that 
only Spain's proposals for the establishment of fertilizer plants, 
and for ferrous and non-ferrous mining equipment, totalling under 
$25 million, would probably fall within that category. Before the 
projects could be considered, however, it would be necessary for 
the Bank.to undertake a lengthy study of Spain's entire economy an 
its present and future prospects. Meanwhile, although he was un- 
certain of the next step for Spain to take, this Spanish official 
expressed his intention, on his return to Spain, to encourage the 
various private interests who were seeking US capital equipment to 
prepare their projects. , 





Under the present circumstances, ‘Spain is trying to meet its 
urgent wheat needs through private credits. The $25 million gold 
loan extended by the Chase National Bank last February has been 
increased to $30 million and.is being used for the purchase of 
wheat. Negotiations are now in process for a mew Chase loan to 
380.0 aiso against gold collateral. Spain recently purchased 

000 bushels of an wheat and, reportedly OOO tons 
a Australia. Spain is also reportedly negotiating for the pur- 
anaes of up to 500,000 tons from Pakistan. 
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US POLICY CN CIVIL The Air Coordinating Committee is consider- 
AVIATION IN AUSTRIA ing a US civil aviation policy for Austria 
Se designed to assure a strong western orien- 

tation of future Austrian aviation activity and to maintain 
facilities and trained personnel so as to prevent a hiatus upon 
termination of occupation which might hamper the operations of 
US or friendly foreign carriers and invite Soviet penetration. 
The policy covers the interim until a treaty is concluded as 
well as the post-treaty period. The ACC Economic Division has 
approved the policy and top ACC clearance is expected shortly. 
The implementation of the ‘policy, when approved, will be co- 
ordinated with other western occupying powers. 





Features of Policy The main features of the policy are 
concerned with the provision of adequate air navigation facili- 
ties to enable Austria to provide uninterrupted, efficient and 
safe ground service in the immediate post-treaty period; the 





training of sufficient Austrian nationals to insure the efficient 


operation of the required facilities and the provision of neces- 
Sery services when a treaty is implemented; and possible estab- 
lishment of internal air services in Austria. 


Within this framework we will continue efforts in the 
Control Councii to relax existing quaaripartite restrictions 


on Austrian civil aviation. We will seek Allied Council approval 


for US use of Schwechat airport, which is the preferred location 
at which international air traffic to the Vienna area ultimately 


should 
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should be concentrated. At the same time we will exercise 
every precaytion-to ensure that no part of the present firm 
US position at:Pulln-is relinquished without first establish- 
ing a similarly favorable position at Schwechat. The US will 
oppose any arrangement concerning airports and: facilities that 
another state might attempt to make with Austria during the 
occupation period designed to provide preferential rights after 
the treaty becomes effective. Concurrently, we will seek to 
ensure the continuing availability of Linz as an alternate 
airport for the commercial traffic of US and other friendly 
foreign carriers serving Vienna and as a regular airport if 
circumstances require. -During the occupation the Soviets have 
adopted the practice of obstructing commercial operations into 
Vienna by systematically refusing to approve a large number of 
the flights submitted for its consideration. If Linz were 
opened to commercial traffic of all friendly states, and Soviet 
obstructionism should continue these carriers could end their 
flights at Linz and passengers and freight could proceed over- 
land to Vienna. To the extent that this would facilitate 
communications, the effectiveness of Soviet attempts to place 
Vienna in a state of semi-isolation would be minimized. 


; The cooperation of the UK and France’ will be enlisted to 
gain the advantage of having alternates available in all three 
western zones on a reciprocal basis. As a minimum requirement, 
the practice. of opening Salzburg to commercial traffic durirg 
the summer should be continued throughout the occupation period. 


In close cooperation with the British and French occupation 
authorities, we will attempt to ensure that Austria is supplied 
with the minimum required air navigation and communication 
facilities in the post-pceupation period. Plans are being 
brought up-to-date by our occupation authorities for the trans- 
fer to the Austrian government, at an appropriate time, of 
certain non-critical US aviation facilities now being operated 
in Austria. 


Necessary action will be taken to insure that a sufficient 
number of Austrian nationals are trained in the maintenance 
and operation of air navigation aids and services so that the 
withdrawal of military forces will not create'a situation 
which is a threat to the safety of continued civil air opera- 
tions. Through a training program initiated by occupation 
forces, we have developed a reservoir of skilled Austrian 
personnel which will be extremely valuable in ensuring the 
continuity of safe, competent operation of Austrian facilities 
in the post-occupation period. This will be an additional 
reason for Austria to continue to look to the west for guidance 
and assistance in aviation matters. ! 


We 
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We will consider any appropriate plan for an internal air 
service in Austria during the pre-treaty period. It would be 
preferable to have such a service operated by an acceptable 
Austrian carrier. Second in order of preference would be ‘a 
US carrier; third,a carrier of a nation with which the US has 
friendly aviation reletions, or any combination of such carriers 
that may Wish to operate. However, such a plan should reserve 
the right of US carriers to participate during the occupation 
in the event that a charter is initially granted to ea non-US 
carrier and should not impair or prejudge the capacity of 
Austria to develop, maintain, and operate its own internal air 
service in the post-occupation period. Since the desirability 
of any particular plan may depend upon circumstances which 
cannot now be foreseen, the ACC has reserved its decision on 
the operation of an internal «cir service until a specific pro- 
posel is presented and can be thoroughly studied. 


The conditions which to date have militated against estab- 
lishment of an internal service based in Germany are not perti- 
nent to Austria, which is regarded as a liberated state. 
Establishment of such a service by a carrier acceptable to us 
and subject to review and possible termination on the effective 
date of the treaty would be in conformance with US interests 
and with iong-range US policies for Austria. In additicn, the 
operation of such a service by a carrier of a nation with whom 
we have friendly aviation relations might serve to relieve 
continuous Soviet pressure on the Austrians for the formation 
of a Soviet-Austrian airline patterned after similar joint 
enterprises in satellite countries, and certainly would be an 
effective counterweapon to such a line. In approving the 
establishment of such a service, emphasis should be placed upon 
obtaining assurance that the proposal conforms with Austrian 
post-treaty plans and that provision of this service does not 
give to the nations concerned any privileges in post-treaty 
+ ye civil aviation to the exclusion of western bkoc inter- 
ests. 





Present Austrian Aviation arr @ ts Austrian activity 
in civii and military aviation has been prohibited by two basic 
agreements among the occupying powers. One, which restricts 
Austrian activities in commercial aviation, has been relaxed 
to the extent that the Austrian government has been permitted 
to esteblish a civil aviation department within the Ministry 
of Transportation. This department, however, is limited to 
planning for present and future civil aviation requirements and 
the USSR has consistently opposed any expansion of its activities. 
On the other hand, the aviation activity of the occupying powers 


also 
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also is governed by firm agreéments covering the use of air- 
ports and air corridors. Thus, the establishment .of Austrian 
Civil aviation is effectively circumscribed. Through its veto 
in the quadripartite machinery, the Soviets have prevented any 
Significant attempts to expand Austrian participation in civil 
aviation activities with the exception of the authcrizat: on for 





“the formation OF the Civil aviation department. 


US Interest in Austrian Civil Aviation Austria lies across 
a US national interest route and PANAM is certificated via 


Vienna through the Balkans to Turkey and points east. The recent 
provisional air agreement with Yugoslavia -permitting US carriers 
to operate into Belgrade has added to the significance of Vienna 
from the US point of view. Effective air services to Austria 
will have important political value to the US and will.at the 
same time aid Austria's economic rehabilitation. Important 
protection to the rights of US air carriers in the post-treaty 
period is offered by Austrian adherence to the Chicago Convention 
on International Civil Aviation and by a Bermuda-type air trans- 
port agreement concluded on October 8, 1947. 


* * * 


ECONOMIC PROBLEMS Brazilian concern has been manifest recently 

OF US AND BRAZIL over competition in its export markets because 
of US monetary and technical assistance to 

other areas of the worid. Other UfS-Brazilian economic problems 

have also come to the forefront because. of treaty proposals 

and a proposed Brazilian decree on freight eet waien we. find 

discriminatory. 


— and Point Four During the early and formative stages 
of the European Recovery Program, Brazil had high hopes that 
the program would provide a bolster for its economy. As the 
program progressed and these hopes were not fulfilled, either 
as a direct beneficiary of Marshall Plan funds or in the amount 
of offshore procurement in Brazil, disappointment was expressed. 
Brazil charged that Latin America had apparently been forgot<sen 
by the US; that ECA was building up the economy of an area 
which at its lowest ebb had a higher standard-of-living than 
segments of Brazil; and that the minimum caloric diet for former 
enemy peoples exceeded the normal and accepted diet of millions 
of Brazilians. The objectives of the Marshail Plan were explained 
to the Brazilians and they accepted the fact that we had to place 
heavy consideration on political objectives, specifically the 
curbing of Communism in Europe. However, Brazil has observed 
with alarm the diversion of EC4 funds, particularly by the 


Belgians 
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Belgians and British,. into long-range development projects 

in Africa for the large-scale ‘production of items forming the 
very backbone of Brazil's export trade. Specifically, Brazil 
takes exception to the use of- ECA funds for the development of 
coffee and cacao plantations: tin the British African colonies. 


Brazil is now concerned that the proposed Point Four program 
will further intensify this situation and. jeopardize its export 
markets. Embassy Rio has received a memorandum from the Ministry 
of Foreign Affairs criticizing the offshore procurement policy 
of ECA, and using it for an introduction to the 'more vital and 
long-term problem of competition from. other geographic areas now 
being aided by ECA funds and which now may receive preferential . 
treatment under Point Four. . The note is apparently to serve . 
notice -that Brazil expects. to. have her interests protected and 
advanced through liberal participation in the Point Four program. 
Consultation with the US on this subject is requested. 


Proposed Treaties The Truman-Dutra joint statement of . 
May 21, 1949 pointed up the mutual agreement to negotiate a 
double "taxa sion treaty, a treaty to secure advantages througn 
the flow of investment funds, and a cultured convention. 


While the subject of a double taxation: ‘thete- has not been . 
discussed even informally, a Brazilian memorandum has. been | 
received suggesting that US capital invested in Brazil should 
be accordec income tax advantages in that profits returned to 
this country would not be charged the full schedule. Apparently 
the Brazilians would like US capital invested in Brazil to be : . 
subject to income charges only at the source of profit. From . 
the Brazilian point-of-view, this is a mbdst-.-important subject — 

and they appreciate.it. involves a radical ees ‘from ‘our ° 
present tax theory. | 


A draft treaty of Friendship, Commerce and Economic Develop- 
ment was presented to the Brazilians who referred.it to their | 
government last July. In December the first Brazilian counter- - 
proposals were received by the Department. ‘These dealt largely. . 
with finance and investment conditions. It was agreed with the — 
Brazilian Embassy that no distussions would ‘be held on the ..- 
treaty until all Brazilian comments had been received. Receritly, 
however, it became evident that the Brazilian Foreign Minister, — 
for some unknown reason, had come to ‘the conclusion that the. 
Department's reaction to the first counter -proposais was nega- - 
tive. It was then decided that discussions shouldbe held with 
the Brazilians on the sections on which counter=-proposals had 
been received and the first meeting was held Janvary 30. I%. ~ 
appears that the area of disagreement is not too extensive. The 
Brazilians have insisted that constitutionai or statutory pro- 
visions be observed, anc have been assured that we are sympa- 
thetic to needs for "adjustment to constitutional requirements. 


Progress 
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3 Progress has been made toward implementation of: the de- 
Clared intention to negotiate a cultural convention. In re- 
sponse to our brief note setting forth our general views of 
what such a convention should contain, the Brazilians have 
delivered a somewhat detailed draft convention. A US redraft 
is being prepared, after which negotiations will take place. 
It is anticipated that this convention should be ready for 
Signature in April or May. 


A special representative of the Brazilian Ministry of 
Finance informally proposed a joint guaranty scheme and a 
number of very informal exploratory conversations have been 
held. It is expected that the Brazilians will formally pro- 
pose this plan in due course, when it will be referred to the 
7 a el the Treasury and the National Advisory Council for 
study. 


Transport Problems Little progress has been made in‘ US- 
Brazilian consultations underway in Rio since the first of the 
year concerning a proposed decree requiring payment in Brazil 
of all southbound freight cargoes in cruzeiros to be converted 
into dollars at . later date. (See page 7, December 19, 1949 
issue of Curr Economic Developments.) Enactment of this — 
decree wouid have very adverse effects on both our shipping 
and airlines and undoubtedly would lead to a deterioration of 
both trade and political relations between the two countries. 


Although the Brazilians are standing firm that this measure 
is essential to conserve scarce dollars, Embassy Rio is con- 
vinced there are motives behind their insistance upon 
this decree other than the building up of dollar assets and 
protecting Brazilian shipping. Their bilateral trade position 
with other countries, where they are having great difficulties, 
is undoubtedly an important factor. 


While we are sympathetically disposed toward the Brazilian 
desire to conserve dollar exchange-and fully understand dis- 
inclination to pay dollars to European flag line members of 
the South Atlantic Steamship conference, we are definitely 
opposed to &ll Brazilian proposals to date for achieving this 
objective, which we feel will result in rank discrimination | 
against American carriers. _We have outlined an alternative 
proposai which might conceivably meet Brazilian needs and at 
the same time offer more protection to US carriers. It will be 
put forward only as a last resort if the Brazilians will not 
abandon the proposed snares or revise it along more favorable 
‘lines. | 


* * * 
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EARLY CONGRESSIONAL ACTION Congressional hearings on the 

ON ITO CHARTER ANTICIPATED Charter for an International Trade 
Organization, which was submitted 
to Congress by the President last April, are expected to get 
under way in the House Foreign Affairs Committee within the 
next few weeks. Senate hearings will likely follcw House 
action on the measure. 





It is anticipated that the Secretary will lead off the 
testimony with an explanation of how ITO fits into over-all 
US foreign policy--its relationship to the UN and the part it 
will play, along with the European Recovery Program, the North 
Atlantic Treaty Organization, and the Point Four Program, in 
the US effort to. establish a free and prosperous world. Other 
Cabinet members whose Departments are particularly concerned 
with economic foreign policy, as well as EC& Administrator 
Hoffman, are also expected to testify for the Charter. 


To date Australia and Liberia are the only two countries 
of the 54 which participated in the Habana Conference at which 
the Charter was drafted that have ratified it, Australia's 
action being conditioned upon ratification by the UK and the 
US. <All the other countries are waiting for the US to take 
the lead on this because they know that there cannot be an-: 
effective trade organization without US participation. As 
indication of this government's active interest in the ITO, 
President Truman, in his State of the Union message delivered 
to Congress January 4, said, in part, "we should promptly join 
the International Trade Organization...which the United States 
has been foremost in creating". 
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RESULTS OF OEEC COUNC The OEEC Council, meeting in Paris 

TING D PO G last week, adopted a resolution on 

further 1iberalization of intra- 

European trade, approved in principle a payments union, and 
moved toward strengthening the organization by appoint a 
political conciliator. Although these measures indicate some 
advancement toward freer trade and payments arrangements, the. 
US had hoped for a much more positive approach to the problem 
with more definite commitments, particularly with respect to a 
payments union. Hoffman has stated that he is somewhat disap- 
pointed in developments. He reiterated to the Council the need 
for greater progress, pointing out that although progress toward 
liberalization goals set up last November had not yet been satis- 
factory, much or little could result from the new resolutions. 
He again stated ECA's policy of helping those countries which 
take bold and aggressive action in the direction of goals of 
mutual aid. 


Newspaper accounts of the meeting charged it with being : 
the least productive of all the Council sessions and interpreted 
it as a defeat for the measures for which the US had been press- 
ing--a defeat largely attributable to British reluctance to ' 
enter wholeheartedly into integration measures, with support . 
of their position from the Scandinavian countries. The British. 
position against action at this time is particularly unbending 
because of the scheduled February 23 elections. 


3 irade Liberalization The Council adopted a resolution 
providing for urt liberalization of intra-European . | 
trade. This resolution, which is subject to more than the usual 
number of escape clauses, provides that as soon as a payments 
scheme comes into force the OEEC participating countries will 
aim to remove quantitative restrictions on at least 60% of . 
private imports from other countries in each of the areas of 
food and feedstuffs, raw materials and manufactured: goods. As 
soon as possible after June 30, 1950 the Council is to. decide 
what further steps the countries should widertake during 1950 
with a view to attaining 75% liberalization of imports on private 
account. This decision is to bé subject to circumstances then 
obtaining, including progress in suppressing discriminatory 
practices such as dual pricing and dumping. Quotas: still exist- 
ing after December 31 will have to be justified. There is a 
provision for appeals in case excessive tariffs nullify the 
effect of removal of quantitative restrictions. The executive 
committee is to consider the question of tariffs in relation 
to the liberalization policy and make recommendations by . : 
March 31, 1950 as to how the question can best be examined. .. 
Also prior to March 31, the Council will make a recommendation 
on liberalization of invisible transactions. 


No 
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No progress at all was made in the Council session on 
the elimination of dual pricing.. 


Before the recent Council meeting, OEEC examined the 
member countries' reports on their action under the November 
resolution to remove quantitative restrictions before Decem- 
ber 15 on at least 50% of the total imports on private accounts 
from the other member countries. It determined that the import- 
ant trading countries had met the 50% target in each of the 
product groups, although a few of the smaller countries had not. 
The Department and ECA recognize that the program for liberali- 
zation of intra-European trade has passed through the early 7 
stage in which the removal of quotas can be carried a consider- 
able distance without encountering serious resistance or rais- 
ing difficult adjustment problems. Further progress in the 
removal of government barriers to trade will be more difficult, 
and will be more likely to lead to the erection of new restraints 
on competition through private agreements. Despite these resist- 
ances, we believe this is the best possible opportunity to press 
for progress in the reduction of trade barriers and the restora- 
tion of a competitive market throughout western Europe. We feel 
the program of eliminating quantitative restrictions should be 
accompanied by measures to remove the causes of obstacles and 
resistances to further liberalization steps. Among the steps 
which might be considered to lessen the problems of adjustments, 
are measures to increase the mobility of resources and labor, 
relief to soften the hardships inflicted by the adjustment pro- 
cess, and steps to curb the tendency toward the growth of pri- 
vate "restrictions on competition. 


res Payment In approving a section of 
OEEC's sec annual report on "future payments arrangements" 
the Council apparently gave approval in principle to a payments 
union but it will be subject to further study before implementa- 
tion. According to the office of ECA's Special Representative 
in Paris, this is an arrangement which if realized will repre- 
sent very considerable progress in the direction of integrating 
the European economies as compared with the payments plan in 
effect, during the first two years of the recovery program. 
There are very important reservations, however, which, although 
technical in form, involve basic policy questions. The nature 
of the payments union in its final form will depend upon the 
manner in which these problems are resolved. MThe British and 
Scandinavians stated opposition to more unqualified liberalize- 
tion unless the payments scheme was managed in such a way as to 
give precedence tothe objective of maintaining a high and stable 
level of production ‘and full employment and to avoid the threat 


. : 
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of loss of gold or dollars. They would regard as acceptable 
a@ payments scheme which would in effect serve to supplement 
existing bilateral agreements. Cripps has expressed optimism 
over the possibility of overcoming difficulties which he 
characterized as not insurmountable. — 


strengthening of pecanigacige Harriman's office believes 
the appointment of S oreign Minister of the Netherlands, 
as political conciliator represents a potentially important 

gain for the organization and an improvement in ECA's relations 
with the OEEC. Stikker is reported pleased with the assignment 
and genuinely interested in making a contribution. He has stated 
that his most difficult problem will be obtaining sincere British 


cooperation. 


Regional Arrangements A number of delegations, including 
the French, Dutch and Belgian, stated their readiness to join . 
trade and payments arrangements which, while not achieving the 
overall result which had been hoped, would permit greater prog- 
ress toward liberalization of trade "and payments for the coun- 
tries involved. Because of the slow progress on a European 
payments union, this interest in regional arrangements has tended 
to revive. Although there has been little activity recently on 
the proposed French-Itaiian-Benelux economic union, interested 
officials of those countries feel there will eventually be some 
form of union. Some of these officials have expressed the feel- 
ing that the union should be kept alive for the following 
reasons: 1) to keep the pressure on the British to accept a 
satisfactory payments scheme; 2) to provide a basis for freeing 
trade and payments without the British if they do not agree; 
and 3) to provide the framework for closer financial and economic 
cooperation than is possible within all participating countries. 


A limited financial union (UNISCAN) has been entered into 
by the UK, Denmark, Norway and Sweden. It calls for. abolition 
of almost "all restrictions on genuine current payments except 
for imports subject to license and particular importance is 
placed on the provisions regarding freight payments and relaxa- 
tion of foreign exchange restrictions for tourism. In the sarly 
Stages the removal of restrictions on capital movements will be 
cautious. There is also a provision for.considering increased 
use of sterling by Scandinavian countries in third countries, 
except where this would lead to a loss cf gold ar dollars. 

The British reportedly have agreed to suggest to members of the 
sterling area siuilar relaxations in favor of Scandinavian 


countries 
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countries. A permanent Anglo-Scandinavian Economi: Committee - 
will constantly study the situation and recommend further :steps 
that might be taken. The announcement emphasized that the plan 
had no political implications and should not be construed as 
an effort to set up a separate economic bloc. It further 
stated action had been taken with due regard for OEEC and that 
the plan is open to accession of. other countries. — 
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ae TO HOLD At the tenth session of the Economic and 

SION Social Council, which opens ‘at Lake Success | 

February 7, the most important items scheduled 

for discussion concern the financing of economic development 
of under-developed countries,: full employment, the world eco- 
nomic situation, and a number of labor and social items. The 
tentative agenda ‘consists of 41 items, but it may be cut down. 
sinoe the agenda committee has recommended deferral of five 
items, including consideration of an Economic Commission for 
the Middle East, election of three members of the Economic 
Board for Palestine, a study of world oil resources, the report 
of the Transport and Communications Commission on inland trans- 
port in the Middle East, and the item-on problems. of economic 
development and sociel progress of the former Italian colonies. 
Recommendation of deferral of the items by the agenda committee 
does not necessarily mean they will be postponed, however, and 
it is highly probable there will be some discussion on some of 
those subjects. 


Economic Development Probably the most important item 
on the entire agenda concerns methods of financing economic 
development of under-developed countriés. The. US position as 
approved by the National Advisory Council, will be a reitera- 
tion of our position at the 9th session, in particular that 
the main focus of action with regard to international financing 
should be: 1) to assist -countries to formulate development pro- 
grams adequate to their needs and capacities and to support 
public loans for such programs; and 2) to encourage countries 
to re-examine their attitudes Lonard privete foreign investment 
and to develop cooperative programs that will provide assurance 
— exploitation on the one hand, and against discriminatory 

and unjust treatment of investors on the other. Our delegate 


may 
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may at his discretion invite full consideration of the ques- 
tion of local currency financing, discuss the economic, tech- 
nical, and administrative problems involved in such financing, 
and propose to the member governments of the International Bank 
for Reconstruction and Levelopment that they consider the prob- 
lem further at the next Board of Governor's meeting. This dis- 
cussion may be pertinent in view of the increasing criticism 
of the International Bank on the ground that its policy of 
financing only the direct foreign costs of projects drives . 
under-developed countries into inflationary financing, or in- 
hibits the development of socially useful projects. If the 
Bank were to undertake more liberal local currency financing, 
it would have to consider not only whether the development 
program were sound and capable of execution but also what share 
of the costs of a given.project or program should appropriately 
be borne by the local community, given the country's saving 
potential and the limitations inherent in its social, economic, 
and political structure, so that the country's future balance-. 
of-payments would not be unduly burdened. This determination 
would be far more difficult and delicate for the Bank to make 
than its present guide rule. Moreover, we feel the Bank's 
fairly rigid present policy is often a useful spur to govern- 
ments to undertake difficult but necessary measures to stimu- 
late local savings, to increase tax revenues, to curtail un- 
necessary government expenditures and unnecessary private con- 
sumption and investment. ) 


F Em ent The report of the experts on full employ- 
ment (see page e , one 16, 1950 issue of Current_Economic 

velopments) is an agenda item. However, the Economic 

ployment Commission has discussed the report and will recon- 
mend that, in view of the far-reaching recommendations it 
makes and the need for their careful study, tne Council should 
invite ECOSOC members to express their views on the proposals 
at the 11th ECOSOC session and not take any action regarding 
them at this session. 


or Ite The east-west conflict usually is most 

apparent in ECOSOC when the item of forced labor is discussed. 
This is again an agenda item, and our delegation will reiterate 
the importance we attach to a complete impartial investigation 
into charges of forced labor throughout the world. However, 

we will support a proposal that further action on the item be 
deferred to the llth session in order to permit more general 
consideration by the member governments, since many countries 
have not yet responded to the Secretary-General's communication 


on 


DECLASSIFIED FOR PUBLICATION IN FOREIGN | 
RELATIONS OF THE UNITED STATES 




















CONFIDENTIAL BEST COPY AVAILABLE 
-6- | 


on this subject or have not yet reconsidered the reservations 
attached to their original assurances of fcneral egreement. 
Actually we feel that, unless there is a substantial change 
in the position of several countries including the UK, a US 
resolution on the proposed commission might fail of adoption, 
which would probably be exploited by Communist propaganda as 
exoneration of the USSR from widespread charges that it ex- 
ploits the forced labor of many millions of people. The 
British believe the USSR might use the Commission against the 
colonial powers while preventing it from investigating the 
facts behind the iron curtain. They are, therefore, opposed 
to she Commission unless Russia and the satellites agree to 
cooperate with its work and permit on-the-scene investigations. 
The actual blame for failure to proceed at this time with the 
Commission lies at the door of the USSR for failure to permit 
investigation in its territory, and we wiil place it there 
in the discussion. A statement of evidence is being prepared 
regarding the practice of forced labor in the USSR and its 
satellites. 


We will press for an ECOSOC expression of general satis- 
faction with action taken at the recent session of the ILO in 
providing for establishment of a Fact-Finding and Conciliation 
Commission with respect to trade union rights. We will also 
urge ECOSOC to adopt procedures to implement the ILO program 
so far as UN action on cases involving non-ILO members may be 
involved. However, we believe some modifications of procedure 
se have to be made from time to time by the raed ——e 
Body. ‘. 


We will suggest that the WFTU item concerning discrimina- 
tion of workers on racial grounds be referred without dfscus- 
sion to the ILO. We believe that waste of ECOSOC time should 
be avoided. Declarations of opposition to discrimination have 
been made repeatedly, and ECOSOC should not permit itself to 
be used as a sounding board for so obvious a propaganda maneu- 
ver, especially at a time when the. Human Rights Committee and 
the ILO are oqnedéerind various aspects. of discrimination. We 
will also suggest referral without discussion to ILO the AFL 
item on international reduction of working hours as @ conse- 
quence of rising labor productivity. This referral is proposed 
because of the usefulness of the material and its appropriate- 
ness to ILO handling. 
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Miscellaneous On the proposed study of the economic 
situation of Africa and consideration of a regional commission 
for the area, we believe that the proposal is too vague and 
the urgency of a special study is. not clearly shown. We will 
oppose creation at the present time of an Economic Commission 
for Africa as it would probably become the forum for bitter 
political debates. Furthermore, with the expanded UN technical 
assistance program, a regional commission is not necessary to 
help the territories of the area to get aid from the UN or a 
specialized agency. 


If the item on world oil resources is retained on the 
agenda, we will point out that the proposal of the International 
Cooperative Alliance for a world oil study does not seem urgent 
in view of the present conditions of world oil and that before 
undertaking a study, the Secretary-General should consider the 
matter and report to the next session whether it is urgent and 
can be effectively carried out. If a study is recommended, the 
Secretary-General should report in gee 2l as. to its scope. 


We will propose that the Council recommend that the 
Secretary-General study, in collaboration with the appropriate 
specialized agencies, the proceedings of the Scientific Confer- 
ence on Conservation and Utilization of Resources. He should 
then report to the Council such proposals for international 
action as he may consider appropriate. 


Among the social items whieh will be considered are the 
draft Convention on Freedom of Information, the UN Appeal for 
Children and the report of the International Childrens Emergency 
Fund. We are, of course, anxious that the Freedom of Information 
convention be adopted. On the needs of children we are particu- 
larly anxious that information be available at the next ECOSOC 
session so that a recommendation can be made to GA with respect 
to organization and procedure by which the continuing needs of 
children can be met after termination of UNICEF. 


Organizational and administrative matters will receive 
more than usual attention at this session since the report of 
the administrative committee on coordination between UN and 
the specialized agencies will be considered as well as the re- 
port of the Secretary-General on special coordination matters. 
There will aiso be a review of consultative arrangements for 
non-governmental organizations and applications and reapplica- 
tions for consultative status. The Republic of Korea's appli- 
cation for membership in UNESCO is up for consideration. 


* * * 
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COLONIAL DROPS TEST OF The latest challenge to the executive 
US- CANADIAN “AIR PACT agreement procedure is brought to an 


abrupt close by the Colonial Airlines 
decision to withdraw its appeal to the Supreme Court on the 
validity of the US-Canadian air transport bilateral of last 
June. Public announcement of the Colcnial Airlines decision 
came as a complete surprise to government officials. The press 
reported that Colonial had expressed the hope of obtaining 
additional routes from the Civil Aeronautics Board. Possibly 
this refers to applications filed sometime ago on which Board 
action has not yet been taken. The case will not be entirely 
closed until the completion of all formal steps necessary for 
the issuance of an order by the three-judge District Court 
lifting the stay imposed by it and giving effect to its deci-. 
sion in favor of the government. 


This case was scheduled for hearing by the Supreme Court. 
on February 17 (See page 12, January 16, 1950 issue of Current 
Economic Developments) Once the stay ds lifted in the lower 
court and its guments? goes into effect, the CAB will no longer 
be restrained from sending its recommendation to the President 
on Trans-Canada's application for a permit to operate the ; 
Montreal-New York route which was granted to Canada by terms | 
of the air transport agreement. Although the CAB has not set 
a definite date for the hearing on this application, every 

effort is being made to expedite its handling. 


CONFIDENTIAL 


* * * 
SECRET 


Negotiations between the US and Colom- 
bia were resumed in Washingtor on. 
January 27 looking toward the conclu- 
sion of a Bermuda-type air transport agreement. to replace. the 
Kellogg-Olaya pact of 1929. Colombia is the only remaining . 
South American country with which we do not have a modern bi--: 
lateral governing aviation relations. While general agreement 
was- reached in September 1947 on the terms of a. draft agreement, 
negotiations have been suspended since that time. Over the 
last two years we have approached the Colombians several times 
and asked that negotiations be resumed. Despite Colombian pron- 
ises to resume discussions shortly after its airline Avianca 
obtained a permit to operate to New York, nothing materialized 
when this permit was approved in January 1949. We continued to 
press for negotiations and the Colombians finally agreed to 
their resumption in late January 1950. 
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We are proposing that the draft agreed upon in 1947 be 
formalized. At the first negotiating session the Colombians 
agreed to forward the draft to Bogota with the advice that, if 
acceptable to Colombia, the US is ready to sign immediately. 

We have assured them that, until agreement is signed, pending 
applications from Colombian carriers to operate to the US will 
be considered under normal CAB procedure. An application from 
Braniff airline to operate services into Colombia has been pend- 
ing with the Colombian government for three years. 


* * * 
SECRET 


ILO MEETINGS The growing importance attached to Asia in the 
HELD IN ASIA ASIA field of labor may be indicated by the fact that 
the International Labor Organization recently 
held two conferences in that area. First, Mysore, India was 
selected as the meeting place for the 110th Session of the ILO 
Governing Body, December 29-January 7. Secondly, the First 
Asian Regional Conference of the ILO was held in Nuwara Eliya, 
Ceylon, January 16-27. As an interested ILO member, the US 
_ Was represented at both meetings, in the latter instance in 
the status of observer, to represent US interest in the social 
development and free labor movement in Asia. 





In commenting on the India meeting, one member of the US 
delegation observed that holding the meeting in this locale 
helped to give the participants a real appreciation of the kind 
of problems ILO is up against in such an area where many millions 
of people are living in poverty and where it has proved impos- 
sible to establish firmly the labor standards for which the ILO 
is striving. Also, it was evident that the session in Mysore 
helped to counteract the feeling prevalent throughout this area 
of being neglected by the UN agencies, specifically the ILO. 


Governing Body Session Among the more interesting of the 
many items before the Governing Body at this session were the 
technical assistance program, establishment of a Fact Finding 
and Conciliation Commission on Freedom of Association, and the 
setting up of an Asian Advisory Committee. In. line with the 
US position, the Governing. Body endorsed formally the principles 
and arrangements regarding the technical assistance program 
contained in resolutions of the Economic and Social Council 
and the General Assembly. ‘This means that the ILO is now fully 
eligible for benefits under the technical assistance: program 
of the UN and its specialized agencies. Agreement was reached 


on 
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on immediate establishment, in principle, of the Fact Finding 
and Conciliation Commission, leaving the selection of members 

to the Governing Body and accepting complaints only from govern- 
ments and organizations of workers and employers. There was. 
much discussion on whether states where freedom of association 
Was allegedly violated would have to give their consent before 
the Commission could investigate. A formula was adopted pro- 
viding that in case a government refuses consent, the Governing 
Body should consider alternate action to safeguard rights re- 
lating to freedom of association, including measures to give 
full publicity to the charges made and the government's refusal 
to cooperate. Although there was strong opposition from British 
quarters--which was very much resented by the Indians--establish- 
ment of an Asian Advisory Committee was approved in principle 
with the concurrence of the US and the UK. 


| Asian Regional Gonference The Asian Regional Conference 
gave positive emphasis to the need for greater ILO attention 
to Asian problems and the demand for concrete technical and 
other economic assistance. In this connection, resolutions 
were adopted recommending equitable and adequate representation 
for Asia on the ILO Governing Body, additional field offices 
for techriical training establishinent of an Asian advisory com- 
mittee and a coordinating secretariat to intensify Asian work, 
and vigorous action to implement the technical aid program of 
the ILO and the UN. Holding of a maritime conference of Asian 
countries and countries employing Asian seamen was also recom- 
mended. Other resolutions and reports which were adopted deal 
with labor inspection, the cooperative movement, manpower, 
agricultural wages, and workers' welfare. 
Japanese delegates fully participated in conference activi- 
ties; although other Asian delegates, with the exception of 
India and Pakistan, showed no great enthusiasm for their .pres- 
ence, neither was there any evident resentment or opposition 
to them. China and Thailand were not represented. There were 
full participating delegations from Vietnam and Indonesia and 
it is expected that the latter will soon join the ILO. A large 
number of non-Asian delegates were present, and the very active 
- participation by the UK and some Dominion representatives: was 
resented by many Asians who regarded the. conference as an oppor- 
tunity for Asian nations to express their aspirations. However, 
the US delegate's speech emphasizing our-“interest.in the: welfare 
and development of the Asian area and the ILO's opportunity for 
practical implementation of a program in Asia through Point Four 
was well received. 4n invitation was extended for the next 
Asian conference to meet in te Philippines. a 


* * e 
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PHILIPPINE PRESIDENT REQUESTS Philippine President Quirino 
US- 41D AND ECONOMIC MISSION last week told President Truman 
of his desire not only for UB 
financial assistance, in the form of increased war damage pay- 
ments and a stabilization loan, but also for US confidence in 
the soundness of the economic steps being taken by the Philip- 
pines. To this end he suggested that a US economic Survey - 
mission be sent to the Philippines to examine the entire eco- 
nomic situation, make recommendations and assist ‘the govern- 
ment in laying out a program which the US could support. Presi- 
dent Triman expressed his sympathetic interest in this proposal 
and it was suggested that Quirino consult with Ambassador Cowan 
on his return to the Philippines in order to establish the 
terms of reference of such a survey group and to decide upon 
the required personnel. Quirino's requests with respect to 
financial assistance were not, however, so well received. | 
Truman stated that he was not prepared at this time to recon- 
mend to the Congress any additional appropriation for war dam- 
age payments since he considered this step unwarranted in view 
of US fiscal considerations and doubted that it was the most 
effective way to advance Philippine interests. Quirino also 
requested a loan from the US Treasury's stabilization fund to 
be used if it became necessary to maintain the peso at its 
present value. He was informed that this question had been 
considered by the Treasury and State Departments and that 
these Departments were unlikely to report favorably to the 
President on such a proposal. 


Department's View on Aid We feel that no further US 
grant assistance to the Philippines is warranted at this time 
until that government has taken steps to improve its domestic 
finances and foreign exchange position and until a more defini- 
tive analysis can be made of the means by which US aid can be 
effectively utilized in helping to stabilize the economy. We 
recognize that a continuation of the present rate of US finan- 
cial aid is the only way in which the present Philippine 
standard-of-living could be maintained and that the economic 
situation will probably continue to deteriorate. However, we 
do not anticipate that additional US grants will be required 
during the next 18 months in order to avert dangerous political 
developments of major consequences ‘to the Far East. The most 
critical problem we foresee during the coming year is a fiscal 
crisis arising from a continuing or increased budget deficit 
created in part by the drastic decline in revenues as a result 
of the recent imposition of import controls. Therefore, we 
feel that continuing maximum emphasis must be placed on persuad- 
ing the Philippines to undertake certain self-help measures 


which 


DECLASSIFIED FOR PUBLICATION IN FOREIGN | 
RELATIONS OF THE UNITED STATES } 











SECRET BEST COPY AVAILABLE 
= 12 - 


which require little or no foreign exchange, but may call for 
US technical assistance. These measures include: 1) improved. 
administration of import controls, foreign exchange controls,. 
and. the tax system; 2) greater emphasis on improving and in- 
creasing Philippine productivity in agriculture; 3) changes 

in the tax structure to lessen dependence on excise revenues; 
and 4) effective action to solve the problem of agrarian unrest. 


) Objectives for Proposed Mission In suggesting the possi- 
bility of a US economic mission, the Filipinos indicated their 
desire for a mission not so much to examine the Philippine 
balance-of-payments position and budget as to go into its indus- 
trial and commercial future and to help establish a program 
under which the Philippines could develop exports whitch would 
make it self-supporting. Department thinking is that the 
mission, while attempting to satisfy itself as to the long-run 
position of the Philippine economy, should concentrate on 
problems arising on measures needed in the next 18 months. 
We envisage that its recommendations would be primarily for 
self-help measures, but any acceptable recommendations for 
US action would be given serious consideration and might con- 
stitute some basis for future action. The mission might con- 
sider the possibility of recommending the establishment of a 
continuing joint US-Philippine commission which would be in 
a position to exercise final control over development funds, 
if such funds were placed at its disposal at some future date. 


* * * 


: K A Department position has been formulated 
BROADCASTING MERTTA advocating US participation in the second 
session of the World High Frequency 
Broadcasting Conference,.which is scheduled to convene in 
Florence on April 1. Telecammunication Coordinating Committee 
clearances is anticipated before a US position is finalized. 





The Florence conference. is one of a series provided for 

at Atlantic. City in 1947 to deal with the essignment of frequen- 
cies to the high frequency (short wave) broadcasting stations 

of the world and the conditions for using such frequencies. 

Some are used for internal broadcasting in such countries as 

the USSR and India; others fof international broadcasting, such 
as the BBC and VOUSA. There had been some question as to 
whether the US should participate in this conference, in view 
of the failure of previous broadcasting conferences resulting 

from political complications and the fact that prospects for 


success 
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success at this conference are problematical. However, it is 

an integral part of the Atlantic City concept for- planned usage 
of the radio spectrum to which the US stands firmly committed. 
Also, the US has continued to work through other special con- 
ferences and the Provisional Frequency Board toward the objec- 
tive of a new international frequency list governing the use  ~ 
of frequencies for all bands of services throughout the radio. 
spectrum. ; " a 


We propose that at Florence the US should continue.to . 
support the planned usage of the high frequency breadcasting 
band on the basis of equitable and practical distribution of. 
channel hours. Our delegation should take the position that . 
the plan formulated at the Mexico City meeting last year is 
neither equitable nor practicable and cannot provide an effec- 
tive basis for planned usage. US minimum requirements, below 
which our delegation wovld not be authorized to go, should be 
formulated on a realistic basis--taking into account present 
usage and anticipated requirements necessary in support of US 
foreign policy objectives during the next five years and includ- 
ing provision for private broadcasters to the extent they can 
be anticipated in the public interest. These minimum require- 
ments shall include sufficient additional frequencies for the 
broadcasting of any radio program simultaneously on two fre- 
quencies whenever predicted natural conditions would prevent 
reliable reception of the program if broadcast on only a single 
frequency. Our delegation should not agree to a limitation of 
transmitter or antennée power. 


It is the Department position that the US should not sign 
an agreement unless it includes a suitable escape clause provid- 
ang freedom to use any part of the high frequency broadcasting 
band established at the International Radio Conference in 
Atlantic City, 1947 in the event of jamming or deliberate inter- 
ference with US broadcasts. Our position also envisages pre- 
liminary discussions with friendly governments to explore the 
issues confronting the conference in relation to US objectives. 


The US did not sign the agreemént worked out at the Mexico 
City High Frequency Broadcasting Conference last year. (See 


page 2, April 11, 1949 issue of current OE a ts.) 
That agreement included a basic plan applicable to one peri 

of the eleven year sunspot cycle. We felt that it did not afford 
an equitable or satisfactory basis for a full agreement, that it 
did not protect US broadcasting interests, and that it did not 
afford the US a broadcasting service comparable to that of any 


other country. At Mexico City, a Technica] Plan Committee was 
t designated 
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designated to project this basic plan to provide a broadcast- 
ing frequency plan covering a five year period--maintaining 
the same proportional relationships of assignments among all 
the countries that exists in the basic plan. The Mexico City 
plan, which we consider unsound, was used as the basis for the 
committee's work--to be further refined and approved at the 
Florence meeting. This committee met in Paris from June to 
December 1949 and the results of its undertaking are considered 
completely unsatisfactory to us as well as to most of the 
countries represented on the committee. We kept observers at 
the site of this preparatory work but were not eligible for 
membership on the committee because of our rejection of the 
Mexico City agreement. 
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GATT peeeenibe The fourth session of the contracting parties 

HIS MONTH to the General Agreement on Tariffs and Trade, 

which opens in Geneva February 23, 1950, is 

faced with a number of difficult problems arising in connection 
with operation of the Agreement. The most important policy 
issues will arise in reference to the several agenda items 
centering about the existence of extensive quantitative restric- 
tions on imports which most of the contracting parties now have 
in effect against the products of hard currency countries. In 
this connection, the contracting parties will review the intensi- 
fied import restrictions which the UK and other Commonwealth 
countries put in effect as a result of their financial crisis 
last summer. In accordance with the GATT article dealing with 
import restrictions for balance-of-payments reasons, there will 
be a general review of the discriminatory aspects of ‘the quanti- 
tative restrictions of all contracting parties. The discrimina- 
tory treatment which South Africa is according US products will 
be reviewed as a separate issue. Many of the contracting parties 
also are imposing quantitative restrictions on exports, and the 
US has proposed a review of these restrictions. 


The provisional agenda also includes matters concerned 
with the third round of tariff negotiations, scheduled to begin 
September 1950, notifications of protective meesures to be 
applied in connection with economic development, and provisional 
application of the chapter of the International Trade Organiza- 
tion Charter dealing with inter-governmental commodity agreements. 
Although not on the agenda, it is anticipated that two other 
important issues may be considered. The first arises out of the 
inability of the Chinese Nationalist Government to continue to 
apply the tariff concessions it has granted under GATT. The US 
is considering how this issue should be raised and what measures 
Should be taken with respect to it. The other matter is the 
India-Pakistan trade war. GATT prohibits the trade measures 
which these two countries are now adopting vis-a-vis each other. 
There is a possibility that careful handling may be successful 
in making constructive use of GATT as a forum in promoting settle- 
ment of the problem or at least in helping to soften attitudes. 


Ambassador Grady, a leading figure in the development of 
the trade agreements program, will serve as Chairman of the US 
Delegation. ¥ ! 


di ser ifth Wepotietious All of the 23 original contract- 
ing parties an e 10 governments acceding as a result of the 
Annecy Conference are expected to participate in the September 
negotiations. The countries which will participate in GATT tariff 
negotiations for the first time are Austria, Western Germany, 
Guatemala, Peru, the Philippines, and Turkey. Difficulty may 
arise at the fourth session with respect to the question of German 
participation in those negotiations as Czechoslovakia is expected 
to make a major attack against the inclusion of Germany. The 
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The Germans are being encouraged to send an observer to the 
fourth session. A question is also expected to come up with 
respect to Swiss participation in the third round. The Swiss 
have indicated that they cannot undertake negotiations for the 
purpose of acceding to GATT unless the Agreement is modified for 
Switzerland. There is a possibility that other European coun- 
tries may side with the Swiss and urge that a special exception 
be made for that country in terms that we would find impossible 
to accept. 


Also in connection with tar’fif negotiations, the February 
meeting will consider what action should be taken on a UK pro- 
posal for revalidation of the Geneva and Annecy schedules of 
concessions to January 1, 1953, or possibly 1954. If the British 
take the initiative. on this, we will support a proposal for re- 
binding the concessions. Such a draft would be referred to the 
governments concerned for consideration following the fourth 
session with a view to its acceptance before conclusion of the 
September negotiations. 


In addition to tariff negotiations with and among new ac- 
ceding countries at the third round, a number of countries which 
originally negotiated concessions at the first round, which was 
held in Geneva in 1947, will further negotiate with one another. 
Also, a number of countries which participated in GATT negotia- 
tions for the first time at Annecy, France last year, have indi- 
cated an interest in renegotiations. The US position on this 
will be that we will not take the initiative in proposing such 
negotiations because the third round follows so closely on the > 
second and because only two of the Annecy acceding countries, 
Haiti and Greece, have given effect to those negotiations; but 
we might undertake limited negotiations subject to certain specif« 
ic conditions. ' , : 3 


Position on Commodity Agreement Eroposes With respect to — 
the proposal to bring into force, through GATT, the chapter of — 
the ITO Charter dealing with inter-governmental commodity agree- 
ments, the US will hold to the position, which we took at Annecy, 
that there is no specific need for measures to give provisional 
effect to that chapter since the principles of it may be consider: 
to be already in force by reason of ECOSOC and other resolutions. 
Furthermore, it would be a political impossibility for: the US to 
Support any measure of this type in advance of action by Congress 
upon the Charter as a whole. Since some of the pressure for pro- 
visional application arises from doubts as to the ability of the 
Interim Coordinating Committee for Inter-governmental Cammodity 
Arrangements to expedite end direct inter-governmental commodity 
action, the US Delegation should also be prepared to support any 
reasonable measures to increase the effectiveness of that body. 


* + * 
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EXIMBANK APPROV The Eximbank has established a $100 million. 


INDONESIAN CREDIT line of credit for Indonesia to assist in 
financing the purchase of US capital goods 


urgently needed for the reconstruction of the Indonesian economy. 
This credit is in an amount equivalent to the dollar requirements 
for immediate and priority projects under a four-year development 
program consisting of eleven projects requiring over $600 million 
in foreign exchange of all kinds. The program was presented to 
the Eximbank by Indonesia's Economic Minister Djuanda. The Exin- 
bank will from time to time approve individual credits under this 
line for specific projects which may include estate agriculture, 
food development projects, railroad and highway rehabilitation, 
rolling stock and automotive equipment. In urging quick action 
by the Eximbank, the Department stressed political as well as 
economic considerations, pointing out that aid at this time 

would enable the new republic to achieve stability and to resist 
the spread of Communism. This action is consistent with our 
policy toward South and East Asia, which calls for International 
Bank and Eximbank loans to increase this area's production of 
food and export commodities in short world supply. 











During his visit to the US, Djuanda expressed interest in 
obtaining other forms of economic aid, and we assisted him in 
contacting US industrial, financial and commercial interests to 
discuss Indonesia's financial and economic problems. We also 
discussed Point Four possibilities with him. Our present illus- 
trative Point Four program for that country proposes sending 
79 experts to Indonesia at a cost of over $1 million and arrang- 
ing study abroad for 143 Indonesian trainees at a cost of about 
$655,000 during the first year. In addition, an ECA mission is 
presently in Indonesia, working with that government and our 
Embassy to establish a counterpart program. 


Indonesia may also be able to secure economic assistance 
from other countries. The Netherlands High Commissioner in 
Indonesia has informed Ambassador Cochran that, although his 
government has not yet been approached for new credits .to Indo- 
nesia, it would be in a position to provide some, particularly 
for capital goods. Australia, in sponsoring the move for Common- 
wealth aid to Southeast Asia to check the spread of Communism, 
stated that it has a special interest in Indonesia and will do 
all it can to furnish assistance to that country. — 


Indonesia reportedly has been negotiating for loans from 
Swiss and French banks, but Indonesian officials state that noth- 
ing immediate is in prospect from these sources. With the con- 
Summation of the Eximbank credit, Djuanda left the US for economic 
discussions with the UK, although no consideration of concrete 
proposals for British aid to Indonesia can take place until 
after the British election. 


* * * 
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‘URGENT NEED FOR KOREAN Our concern over Korean inflation 
TABILIZATION MEASURES has been forcefully expressed to 
President Rhee with a statement that 
we feel a continuation of present financial policies would 
not only nullify the economic assistance and recovery program 
but might even bring about the ultimate collapse of the Korean 
government. Rhee was told that unless his government could 
bring about internal conditions necessary for the success of 
the recovery program, the entire Korean aid program would 
have to be reviewed in the terms of its feasibility. We feel 
that inflationary factors so heavily outweigh the deflationary 
effects of ECA imports that the release of counterpart funds 
is hard to justify and reconsideration of investment projects 
will be necessary unless the situation is corrected. 


Over the past few months our ECA Mission in Seoul has 
made repeated attempts to get the Koreans to take some action, 
but there has been little response. The remedies proposed by 
the Koreans were often not related either to the magnitude of 
the problem or to the specific considerations essential to 
improve Korea's plight. Most of the irresponsible financial 
policies are not in areas in which ECA advice or assistance 
alone can be effective and the Koreans have been informed 
that ECA must have a clear demonstration of the government's 
ability and willingness to take effective measures of self 
help which it alone can put in effect. 


Joint Stabilization Committee Appointed Finally, Rhee 


accepted our suggestion that a joint Korean-American committee 
be appointed to develop concrete measures to control the situa- 
tion. At the first meeting of the Committee, however, Rhee 
again showed that he did hot recognize the seriousness of the 
problem when he said he hoped the Committee would correct the 
impression that there is a financial crisis. The attitude of 
the Korean members of the Committee was that there was little 
the government could do to correct the situation. They Pecog- 
nize that the currency in circulation has increased from 40 
billion won to 70 billion and that the government is running 

~ at a deficit, but they trace the contributing factors to a 
reduction in the grain crop through drought and delay in de- . 
liveries of fertilizer and other ECA imports, and regard the 
present inflationary factors as largely seasonal instead of 
facing up to the real basic causes. 


The 
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The principal inflationary factor is excessive govern- 
ment spending beyond ‘the established budget. The Ministries 
of Defense and Home Affairs account for over 50% of the deficit. 
The present prospect is that Korea will incur a deficit for 
this fiscal year in excess of the total collections made for 
Sales of aid supplies. We feel that defense expenditures 
must be brought into balance, and that expenditures for irri- 
gation, conservation, reforestation, flood control, railroads 
and all programs of a long-range character must be reviewed 
and deferred if possible until the present acute inflationary 
Situation is under control. 


Suggested Measures In conversations and notes to the 
Koreans we have specifically suggested: 1) a review of the 
budget with elimination of all non-essential expenditures 
and establishment of budget controls over expenditures of 
the various Ministries; 2) control of bank loans to govern- 
ment enterprises; 3) sale of supplies held by the Korean 
government; 4) establishment of a system of sale of vested 
properties; 5) raising the price of aid supplies and increas- 
ing the counterpart rate; 6) elimination of subsidies in prices 
and rates of government produced goods and services; 7) improve- 
ment of tax assessments and enforcement of tax collections; 

8) implementation of the land reform law; 9) expansion of ex- 
ports and facilitation of approved imports by allocation of 
foreign exchange; 10) establishment of measures to facilitate 

a unitary rate of exchange; and 11) termination of the rice 
purchase program. We believe the situation can be corrected, 
but that it will be difficult and the measures must be vigorous 
and must be effectively implemented. 


Status of Korean Aid After an initial defeat in the US 
House of Representatives of a supplemental Korean aid bill 
of $60 million for the remainder of this fiscal year, the 
measure finally passed both Houses last week in conjunction 
with Formosan aid. Economic aid in the amount of $115 million 
has been requested for fiscal year 1951. The Koreans had been 
pressing for a considerably larger sum but finally agreed to 
the smaller request stating they might want to present a 
supplemental request later if conditions warranted speeding 
up the program. We have warned them that securing approval 
of $115 million will be difficult unless there is a demonstra- 
tion of ability to control mounting expenditures. 


* * * 
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BRITISH MODIFY OIL In connection with the UK government's 
IMPORTS PROPOSALS program of substituting British oil for 


US-produced oil in order to reduce the 
large dollar drain of the sterling area, the British have 
outlined proposals to modify their previous order restricting 
dollar oil imports. They propose to limit to four million 
tons in any year the amount of dollar refined petroleum prod- 
ucts that would be displaced by British production throughout 
the sterling area. In addition to placing this ceiling on 
displacement of US refined products, the British propose that 
existing arrangements covering the sale of crude oil by US 
overseas companies in the sterling area will be undisturbed. 
Any increases .in dollar crude oil supplies which US companies 
might propose would be considered on their merits. In return, 
the UK expects American companies to do their best to reduce 
the dollar content of these crude supplies. These proposals 
are limited to the aid period of the European Recovery Program 
and the British have left themselves some leeway in carrying 
out the substitution proposal, stating that the ceiling is an 
objective which the UK government will undertake within the 
limit of its powers. The policy and assurances set forth in 
the British memorandum were made subject to the maintenance. 
of satisfactory. progress toward the elimination of the total 


.gold and dollar deficit of the sterling area. They were also 


to be subject to reconsideration if restrictions are imposed 
upon oil imports into the US. However, there will be no de- 
parture from either the pelicy or the assurances without prior 
discussion with the US. | 


In addition to the proposals to limit the displacement 
of dollar oil in the sterling area during the period of ERP 
aid, the UK proposed two ways in which US oil companies might 
increase their sales of oil through the accéptance of sterling. 
One of these proposals was that. if US companies wished to 
register in the sterling area, pay UK income taxes, and operate 
primarily from the sterling area, they would be treated the 
Same as British companies in.all respects. The other proposal 
was that the UK would be willing to have US companies make 
sales of oil for sterling to the extent that they shifted - 
their expenditures on materials,, equipment and services from 
the dollar area to the sterling area. The latter proposal 
was designed with such safeguards as. to prevent those sterling 
oil sales by US companies from involving any dollar cost to 


the sterling area. 


The 
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The US government agencies and American petroleum con- 
panies concerned are now considering the British proposals 
to determine their acceptability or to prepare alternative 
suggestions. Discussions between the UK government and oil 
company representatives are currently taking place. Although 
British proposals are more liberal than those initially an- 
nounced, the companies feel that emphasis is placed solely on 
the dollar problem and that other important considerations, 
such as the political and strategic interests of the US in 
the foreign oil operations of US nationals and the desire of 
the US under the Point Four Program to expand US overseas in- 
vestments, are not taken into account. (See page 1, January 9, 


1950 issue of Current Economic Developments. ) 


The British introduced their substitution policy January 1, 
1950, stating that their objective was to secure maximum dollar 
Savings on oil imported into the sterling area by drawing sup- 
plies from sources which involved them in lower dollar cost. 

The original order implementing this policy discontinued all 
imports of dollar fuel oil into the UK and reduced UK gasoline 
imports by one-third in the first quarter of 1950. Following 
the Department's initial expression of concern over the effect 
of the order, the UK postponed from January 1 to February 15 
the effective date of the substitution policy. 


RESTRICTED 
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FURTHER EFFORTS TO SATISFY US Since recent US-UK-French talks 
BROADCASTING NEEDS IN GERMANY in Washington were unable to 
resolve US broadcasting frequency 
requirements in Germany, the British have proposed resumption 
of discussions in London Feburary 16. (See page 2, November 21, 
1949 and page 5, December 5, 1949 issues of Current Economic 
Developments.) The London meeting will explore all possible 
means of reaching some cooperative arrangement to satisfy essen- 
tial US broadcasting frequency needs in Germany when the Copen- 
hagen plan comes into effect on March 15. In addition to the 
US, UK and France, representatives will be present from Belgiun, 
Denmark, Iceland, Italy, Luxembourg, the Netherlands, Norway 
and Portugal, which countries had previously been approached 
about this problem. 





At 
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At the London meeting we will take the position that it 

is essential there be no curtailment of US broadcasting services 
in Germany when the plan is implemented. An appeal will be made 
again to the western European countries to work out some coopera- 
tive arrangement, either for the lending of sufficient frequencies 
to satisfy minimum US service requirements for the duration of the 
occupation or by delaying implementation of the Copenhagen Pian. 
In the event the other countries represented at London are unwil- 
ling tc maxe the necessary concessions to meet this basic position, 
we wiil proceed on the basis of the shared usage of frequencies 
assigned to other countries on a non-interference basis with pro- 
tecticn provided by directional antennae and reduced power. We 
wiil also use temporarily non-activated frequencies regardless of 
their assignment. We are counting on the probability that some 
European countries will be unable to utilize tneir frequency as- 
Signments en toto by March 15, due to inadequate facilities. 

trong emphasis will be placed upon the fact that, with the ex- 
ception of the Laender frequencies, those to be used for the other 
Services will be loaned to the US only for the interim period of 
eccupation and will not become German frequencies as such. In 
view of the Soviet deciaration at Copenhagen that it wouid take 
compensatory steps if the plan is not observec by other occupying 
powers, we will seek informai understanding with the other govern- 
ments represented that they will neither officially sanction nor 
protest our use or sharing of frequencies assigned to them. 


BEST COPY AVAILABLE 


While we will firmly insist upon maintenance of present serv- 
ices in Germany, we will cooperate in making every feasible ad- 
justment of present frequency usage--proviced that essential serv- 
ice needs can be met. We wili modify the quality of present 
broadcasting services to facilitate sharing and will provide pro- 
tection from interference to countries with i;hom frequencies are 
shared. In making these adjustments, we are taking into consid- 
eration the fact that the liong-range solution to broadcasting 
within Europe may be conversion to frequency modulation. There- 
fore the quality of service rendered could be somewhat lower than 
standards usually call for. 


Meanwhile, several other approaches are being made to the 
problem of implementing the Copenhagen plan. Following the east- 
west split at the Brussels meeting of the European Regional Broad- 
casting Organization last December, new Western European and 
Eastern Broadcasting Unions have been formed. Each is now meet- 
ing---one in Torquay, England, the other in Praha--to formulate 
separate plans for putting the Copenhagen Agreement into effect. 


Last fall, the International Civil Aviation Organization cir- 
cularized member countries informing them that implementation of 
the plan on March 15 will seriously interfere with existing aero- 
nautical radio frequencies for which no change-over date has yet 


— ape eee——py 


DECLASSIFIED FOR PUBLICATION IN FOREIGN: 2° 
RELATIONS OF THE UNITED STATES 














SECRET 
of 


been fixed by the International Telecommunication Union. As a 
result of the ICAO circular, the Danish government has offered 
to convene a meeting of representatives from the 33 countries 
which participated in the Copenhagen conference to examine the 
aeronautical problems related to the implementation of the Copen. 


hagen plan. 
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US SURPLUS DISPOSAL STUDIED The_ Department, concerned lest 
BY FAO COMMODITY COMMITTEE §$ export subsidies announced by 

the Commodity Credit Corporation 
of the Department of Agriculture last month be considered 
violations of our international trade commitments and policies, 
is giving study to the problem. The questions raised involve 
primarily the economic effect of our subsidies on the competi- 
tive exports of other countries, the maintenance of amicable 
economic relations with other countries and the maintenance 
of our influence in the General Agreement on Tariffs and Trade, 
the proposed International Trade Organization and the Food and 
Agriculture Organization. The FAO Committee on Commodi*y 
Problems had no general criticism of the subs‘dies. 





CCC Program On January 18, the CCC offered eleven surplus 
products for sale for export at prices fixed until March. Three 
of these products are not to be sold at less than domestic 
market prices on the date of sale. Some others are offered at 
or near current market prices so that dumping will not result 
unless market prices rise. Four others--dried eggs, dry beans, 
peanuts and potatoes--are offered at prices well below the 
market. Mexican canned meat, which can hardly be said to have 
a market price, is offered for export by CCC for half its cost. 





International Obligations The General Agreement on Tariffs 
and Trade requires that the contracting parties be notified of 
existing subsidies and that, upon request, the contracting 
party maintaining the subsidy consult with others who consider 
themselves injured with a view toward possible avoidance of 
the injury. The proposed Charter for the ITO provides that a 
member should not subsidize so as to obtain more than an equita- 
ble share of world markets. Hence, the US might be called upon 
to defend itself against a charge that the subsidies do have 
the effect of obtaining for us more than an equitable share of 
world markets. This case would be particularly difficult to 
defend in the case of potatoes, where the offer is limited to 
shipment to countries not now markets for US potatoes. Those 
offers in the CC program that result in sale below the domestic 
market price come within the definitions of export subsidization 
and dumping. Subsequent to the CCC announcement, the US ful- 
filled its obligation to discuss its proposal for subsidizing 
exports of surpluses with the Committee on Commodity Problems, 
established by the Food and Agriculture Organization. This 
Committee was set up by the last FAO Conference as an alterna- 
tive to the proposed International Commodity Clearing House. 
(See page 7, December 12, 1949 issue of Current Economic 


Developments.) 





FAO 
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FAO Committee on Commodity Problems The first meetings 
of the FAO Committee on Commodity Problems dealing with sub- 
stantive problems were held during the past two weeks to con- 
sider the request of the US member for reccmmendations with 
respect to the most advantageous method of disposing of US 
surpluses of Mexican canned meat, dried eggs, dried milk, dry 
beans and potatoes. There was little general criticism of 
the export subsidy scheme announced by the Commodity Credit 
Corporation. 


Consideration was given to the question of whether or | 
not an exporting country should consult the Committee in ad- 
vance of offers of surpluses at cut prices. It was generally 
agreed that exporting countries need not be requested to do 
this. Exporters were merely requested to keep in mind the 
views of the Committee on surplus disposal and to notify it 
promptly whenever any special disposal scheme is adopted. The 
Department of Agriculture representative agreed to notify the 
Committee of any change in its surplus disposal list simultan- 
eously with notification to the press. 


At the suggestion of the Deputy Director General of FAO, 
the Committee is sponsoring a meeting to be held on February 27 
between the US and other interested governments to discuss the 
disposal of the surpluses in question. CCC has indicated that 
it may be prepared to offer its products on terms more favorable 
to the purchasers if it is found in discussions with all poten- 
tial buyers that the total amount which could be sold under 
these terms will be large. Interested exporting countries 
will attend the forthcoming meeting to determine whether any 
action contemplated would prejudice their interests. FAO is 
notifying the embassies of FAO countries of the meeting and 
listing the surpluses which have been under consideration by 
the Committee, together with prices and quantities. 





Among the criticisms of the CCC export disposal scheme 
was one from the Uruguayan representative, who expressed the 
view that it was objectionable for a country to offer for sale 
surplus*commodities at prices below the market. He felt that 
if surpluses cannot be disposed of at regular market prices, 
arrangements shculd be made with importing countries so that 
additional quantities will be consumed and so there will be 
no increased competition with other producers. He was particu- 
larly concerned that Mexican canned mec* would interfere with 
the marketing of Uruguayan meat. The Canadian representative 
analyzed in some detail the commodities offered for sale to 
determine which might possibly interfere with marketings by 


other 
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other countries. He thought that little difficulty would re- 
sult from the present offer. He urged that where the export 
of surpluses might interfere with normal trade, arrangements 
should be made for the surpluses to be utilized by countries 
which would not normally purchase them or by countries which 
would increase their purchases through using the surpluses for 
supplementary feeding of iow-income groups. 


Canadian Potato Exports Discussions are being held in 
Ottawa this week to consider the restriction of the shipment 
of Canadian potatces to the US. The US group will ask that 
Canada voluntarily impose short-term export controls on potatoes 
similar in nature to those imposec last yea, placing a ceiling 
on the quantity of potatoes which are to be exported to the 
US during this crop year. About 6 milzion bushels have already 
been exported to the US and it is our feeling that the Canadians 
should be preparecd to limit current exports to the amount shipped 
last year of approximately 9.5 million bushels. 


CONFIDENTIAL 
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RESTRICTIVE PRIVATE AGREEMENTS The Department has recently 

RETARD EUROPEAN INTEGRATION given intensive study to the 
preblem of barriers to European 

integration created by private agreements and has come to the 

conciusicn that there is need for the US to press for acticn. 

A statement of the Department's views on “he problem and recom- 

mendations of action to be taken have been drawn up and will 

be passed on to ECA for its consideration in anticipation of 

a joint State-ECA position in the near future. 


it is apparent that a majcr element in the program of 
integration must be a drive against restrictive practices, both 
donestic and international, if the program is to be successful 
in attaining a more viable and efficient economy through sre4- 
tion of a wide competitive market. There is increasing realiza- 
ticn in sSurope of the need for the elimination of private bar- 
riers, as demonstrated by successful negotiation of the Charter 
fcr an International Trade Organization; by acceptance of the 
obligation contained in the ECA bilateral treaties to take 
measures against restrictive practices which interfere with 
the recovery program; and by the extensive movement toward the 


enactment 
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enactment of controlling legislation. However, it is evident 
at this stage that reliance cannot be placed solely upon this 
indigenous movement for effective measures to prevent restric- 
tive practices from impeding the aims of the integration pro- 
gram. Even though largely a domestic problem, restrictive 
activities of trade associations are of particular concern 
because of the direct effect of domestic restrictions on the 
integration and recovery programs. In view of the extreme 
detzcacy necessary to avoid offending national sentiment, 
particularly because of the general lack of information by the 
European public of the harmful effects of domestic restrictive 
arrangements, the program must be mapped out with great care. 


Restrictive arrangements among domestic trade associations 
and cartel agreenents cutting across national iines are preva- 
lent thrcughout the ccuntries participating in the recovery 
>rogram. Domestic trade associations have as their principal 
motivation the elimination of competition by fixing prices in 
an entire industry. Many of these associations also establish 
prceduction quotas, set up divisions of the market between pro- 
ducers, arrange restrictive patent--pooling agreements, and pro- 
vide administrative machinery to keep members in line. The 
international arrangements often stem from the domestic asso- 
ciations and are, in fact, the mechanism utilized by the various 
national industries to eliminate ccmpetition among these groups. 


The drive for integration and liberalization of intra- 
Eurcpean trade will provide a greatly increased incentive for 
international cartel agreements as a means by which industries 
may protect themselves against the competition which liberali- 
zation seeks to create by the removal of quantitative restric- 
tions and other government barriers. These arrangements, 
whether domestic or internatisnal in scope, can sericusly inter- 
fere with the main purposes of the integration drive by prevent- 
ing cost and price reductions, by impeding increased efficiency, 
by distorting investment ceveloupment, and by preventing achieve- 
ment cf viability of the European economy. 


Actfon Recctmended The Departmental group studying the 

problem nas recommended fcr further consideretion a number of 
steps which might be taken in a concerted drive against restric- 

: tive practices. The first recommendation is for the OEEC to 
institute, with (S participation, an interim procedure patterned 
) 
) 





after the Restri-tive Business Practices Cnapter of the Havana 
Charter for an International Trade Organization to hear complaints 
carry out investigations, and make findings of fact regarding 
agreements among domestic producers wi*t.iin member countries 


and 
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and of international agreements among such groups which restrain 
competition, limit access to markets, or foster monopolistic 
control whenever they may have harmful effects on expansion of 
production or trade or impede European recovery. This body 
should report its finding of fact to the participating countries, 
making recommendations for positive action to eliminate these 
restrictions. These facts should be given the widest publicity 
possible. It is further recommended that the ECA and State 
missions should, as found necessary, request the participating 
countries to take action in accord with their bilateral commit- 


ments... 





| A second recommendation is that since no effective program 
against restrictive business practices can be executed without 
informed public support, the ECA and “tate missions should en- 
courage the participating countries to undertake a public in- 
formation program to reveal the effects of restrictive business 
practices. It is recommended that the missions in their con- 
tacts with officials of the participating countries and leaders 
of public opinion shouid stress the need for an indigenous 
European information program which would reveal the importance 
of eliminating restrictive business practices which interfere 
with the aims of integration and recovery. It is further recon- 
mended that participating countries be encouraged to adopt 
effective legislation to curb restrictive business practices 

in line with their bilateral commitments. Another recommenda- 
tion is that in determining the use of counterpart and dollar 
aid, attempts should be made to eliminate restrictive business 
practices in Eurcpean trade. (This would be in conformity with 
the US Foreign Investment Policy Statement adopted by the NAC 
and approved by the President.) Positive measures should be 
taken to stimulate competitive conditions, such as by encourag- 
ing, when economically justifiable, the establishment of new 
firms or the granting of aid to indenendent producers free of 
cartel affiliations. 





Besides this action by the ERP countries, it is recommended 
that the OZEC and the Council for Europe be encouraged to under- 
taxe progrdms to urge the adoption of adequate anti-trust legis- 
lation in the participating countries and to develop public 
information provrams to reveal the ill effects of restrictive 
prectices. | 





Among «+ .«*" possible steps, it is suggested that agree- 
ment might be reached with the OEEC countries on measures to 
be taken to alleviate individual cases of proved hardship which 
result from the relaxation of trade barriers. Such agreement is 


particularly 
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particularly important in view of the fact that a number of 
European governmental officials have publicly advocated "speciali 
zation agreements" for the purpose of softening for domestic 
industries the blow resulting from tradg liberalization. It 

is felt that such proposals to coordinate existing production 
should be discouraged as leading to restrictive business prac- 
tices and frustration of the program to liberalize trade. In 
any case in which a removal of quantitative restrictions or 

the lowering of other governmental barriers has resulted in 
hardship to a particular industry, the solution recommended 

is a temporary subsidization of the industry or the tempcrary 
imposition of tariffs. It is also recommended that the OEEC 
position be clearly stated that coordination of investment should 
be limited to new productive capacity or expansion of existing 
facilities and not coordination of specific levels of production 
or price policy. Coordination of investinent shculd be oriented 
to efficient expansion of the western Huropean economy and not 
to protect existing inefficient producers. Consultation con- 
cerning the ccordination of investment shculd be at governmental 
level in the OEEC with tne widest possible representation of 

ell western European countries having a substantial interest 
in the industry, whether as procucers or consumers, so as to 
achie eve the broadest possible European viewpoint consistent 
with effective action. 


Growtn of Restrictive Trade Associations In the UK there 
are approximate_y 1100 trade associations whose principal func- 
tion is to make agreements among their members to fix prices 
and eliminate competiti::n by dividing the market. The growth 
of cartelization in the UK was rapid aiter 1918 when there were 
appreximately 500 domestic associations. This cartelization 
of domestic industry, which was accelerated during the depression 
of the thirties, was given added impetus by wartime conditions. 
The wartime government regulations cculd be more easily enforced 
by organizations which could discipline an entire industry. 

When private government became an instrument of public govern- 
ment, it became more and more difficult for firms to stay out 

of a trade association. British asseciations emerged from the 
war with inéreased power. The press noted price changes for 
British products in the American market following devaluation 

but they were uniform price changes. Thus, among other products, 
the prices of bicycles, motorcycies, dinnerware, silverware, 

and whiskey have been uniformly established for the American 
market. Even the British Board of Trade, in its Report cf the 
Committee on Resale Price Maintenance, estimates that 30-35% of 
all consumer groups sold in the home market are subject to privat 
price-fixing. It is believed that such restrictive practices 
have been largely responsible for holding prices up and produc- 
tion down in Great Britain. 








In 
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In France domestic trade associations function in the 
same way and for similar purposes. The Director of the French 
Price Control Office informed US officials that industrial price- 
fixing agreements are responsible for the rigidity of prices 
which has defeated government efforts to bring down the cost 
of living. The French government has also found that restric- 
tive arrangements by trade associations are making its recon- 
struction and modernization program much more expensive. 


The activities of trade associations in Austria have also 
resulted in price-fixing. The excess of Austrian trade asso- 
citations have stirred popular resentment, especially among 
labcr organizations, and the government has drafted anti-trust 
legislaticn to'combat their activities. ) 


Reperts from Italy indicate increased domestic carteliza- 
tion. Combinations in the cotton industry are matched by steady 
development in the same direction in rayon and other staple 

fiber industries. Trade associations in Norway and Sweden con- 
trol tne paper, pulp, timber, steel and other important indus- 
tries. : 


Effects of Associations The elimination of competition 
among producers by domestic trade associations removes a power- 
ful inducement to improve methceds of production in arder to 
reduce prices and thereby capture an increasing share of the © 
total business in the industry. Price fixing to cover the 
prefit of the least efficient producer in the organization and 
Givisicn or sharing of the market freezes the industry into a 

status quo mold, : 3 _ : 





The. primary aim of the domestic trace associations in 
Europe is to rig prices to take care of the least efficient 
-producers' profit. The practices employed materially affect 
the price of European goods in foreign trade, as well as in 
the domestic market. Not only do they result in widening of 
the dollar gap, but also have an impact on governmental wage 
and price stabilization programs. Furthermore, domestic trade 
associations exact a high tribute from the public by preventing 
the fruits of increased efficiency from being passed on to the 
consuner through lower prices and better products. 


Many of the domestic trade associations in western European 
countries set limits on output to avoid "over production’. 
Little consideration is given to the fact that lowered prices 
may result in increased demand, which would stimulate employment 
and lower per unit cost. Restrictive trade associaticn agreements 


also 
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also allocate production without consideration of efficiency 
of plants and, consequently, in some cases efficient producers 
Cannot use their full productive capacity and in others they 
are not permitted to introduce new and more efficient capacity. 


Although monetary difficulties are at present the main 
deterrent to the movement of capital, domestic cartels also 
have a direct effect on investment. In many countries trade 
associations still exercise substantial powers in the alloca- 
tion of raw materiais. They can use that power to keep out 
new prceducers. Their widespread control of technology, exercised 
through closed patent pools, is another important device for 
controlling investment. Without access to basic patents, new- 
comers are foreclosed from entering an industrial field. 


Effects or International Cartels International cartels 
operate to restrict international trade by dividing sales, 
territories, price-fixing, limiting production or sales, divid- 
ing fields of production, impeding the flow of investment funds, 
and impeding increased efficiency. The increased flow of goods 
across national boundaries provided by the removal of quotas 
and the lowering of tariff barriers can be directly impeded by 
agreements among two or more firms to allccate exclusive sales 
territories. The lowering of prices can be directly hindered 
by private arrangements eliminating price competition. Expanded 
production which in turn contributes to lowered costs and prices 
can be prevented by agreements not to produce or sell more than 
a certain amount. Production limitations of this sort frequently 
prevent full utilization of existing capacity, make no distinc- 
tion between efficient and inefficient producers, and discourage 
the introduction of new and more efficient plant. Agreements 
to limit the type of products which particular firms will pro- 
duce can distort economic development in western Europe. These 
agreements do not take into consideration comparative efficiency 
of producers and frequently prevent full utilization of existing 
capacity. By excluding particular firms from producing desig- 
nated types of commodities, control of supply is left in the 
hands of a few enterprises to which each kind of a commodity 
is ass¥gned. Such arrangements destroy the competitive incen- 
tive to get mcre business and to enter new fields, thereby 
preventing an enlargement of supply which might cause lower 
prices. 
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INTEREST INCREASES IN Increasing recognition by foreign 
TAX TREATIZS WITH US countries of the role which private 
| US capital can play in their economic 
development and of the importance of tax assurances as an in- 
ducement to that investment has resulted in heightened interest 
by these countries in negotiating tax conventions with the US. 
US tax treaties with other governments are designed to avoid 
double taxation of income and estates and to promote adminis- 
trative cooperation in the assessment and collection of taxes. 
We expect to begin tax discussions in ‘larch with Uruguay at 
the latter's request to consider whether a basis exists for 
income and estate tax conventions. Discussions already hive 
been initiated with Argentina, Brazil, Colombia, Cuba and 
Mexico. We are also discussing supplemental treaties with 
Canada. Colombia has indicated its eagerness to sign draft 
treaties on income and estate taxes as well as the proposed 
freaty of Friendship, Commerce and Navigation. However, since 
the tax treaties involve a liberalization of our standard form 
which would become a precedent fcr future treaties, further 
action awaits the determination of a US position thereon. 








Pakistan, Austria and Switzerland have raised informally 
the possibility of undertaking tax negotiations with us. 
israeli officials too have indicated interest in such negotia- 
ticns, and aiso in the possibility of executive agreements for 
reciprocal exemption from taxation of shipping and aircraft 
earnings. The initiaticn of formal negotiations with Australia 
is still uncer discussion following informal correspondence 
between high tax officials of the two countries. Embassy New 
Delhi feels that, since the Indian Economic Ambassador at Large 
has been impressing on his government the impcertance of con- 
cluding a tax treaty with the US, this night be a good time 

for us to resume tax conversations with India which were begun 
during his visit to Washington and which nave been held up 
pending our instructions. | 





AS the present time nine tax conventiorns with six different 
countries ar@ in effect. We have treaties dealing with inccme 
taxes with Swedcn, France, Canada, the Netherlands, the UK, 
and Denmark; and those covering death taxes with Canada, France 
and the UX. Treaties have been negotiated and signed during 
the past year with Belgium, Norway and Ireland and are awaiting 
approvai by the US Senate. Income and estate tax conventions 
have just been signed with Greece and will also be submitted 
to the Senate in the near future. Ize Senate Foreign Relations 
Committee also has before it treaties with South Africa and 
New Zealand. 





* * * 


_ GERMAN 
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GERITAN BROADCASTING London talks regarding the Copenhagen Plan 
TALKS INCONCLUSIVE as it affects US broadcasting in Germany 
ended February 18 without reaching conclus- 
ive agreement as to any specific method of dealing with German 
frequency problems. (See page 7, February 13, 1950 issue of 
Current Economic Developments.) However, the meetings ended 

on a tone conducive to minimizing difficulties anticipated after 
the European broadcasting frequency plan comes into effect 
March 15. The chief obstacle to an understanding was the reluc- 
tance of other countries to confine broadcasting coverage within 
their own national boundaries by the use of directional antennae. 
The pretext advanced was lack of technical knowledge and exper- 
ience in this field. All delegates, except Turkey, opposed post- 
ponement or the implementation date for the Copenhagen Plan. 
Each indicated willingness to cooperate on an ad hoc basis to 
mitigate interference problems as they arise. They accepted 

a US proposal for establishing a modus vivendi for dealing with 
interference problems on a technical level between US High Conm- 
mission for Germany and the various countries using facilities 
under the newly established western European Broadcasting Union. 
The technical center of this new Union at Brussels might be of 
assistance in easing and handling interference problems since 
it hopes to maintain some contact with the eastern Eurcpean 
Union and could serve as the channel for dealing with inter- 
ference problems in that area. 














Our delegation took the firm position that the Us is not 
a party to the Copenhagen Plan and was attending the talks to 
hear suggestions by signatory countries as to means of solving 
the German problem. While there were many assurances of a genera 
desire to heip meet US needs, most countries pointed out that 
the present plan does not fully meet their own requirements. 
France did offer some concrete concessions; however, through 
Morocco, it appeared to be trying to force the US into the posi- 
tion of a petitioner. A technical party was formed to make an 
impartial study of frequency sharing possibilities. While no 
immediate remedy could be proposed, the grcup cutlined certain 
basic findings which would facilitate further study of the diffi- 
cult problem of providing broadcasting facilities in the US zone 
of Germany within the framework of the Copenhagen Plan. Our dele 
gation referred to the generally satisfactory bruadcasting situa- 
ticn in the US which has resulted from utilization of modern 
techniques and stated that we are prepared to consider proposals 
to make available this knowledge and experience to assist in 
the solution of European broadcasting difficulties. Technical 
means exist to permit sharing of frequencies within satisfactory 
protection ratios and under rational frequency allocation plans. 


The conference was attended by representatives from Belgiun, 
Denmark, France, Iceland, Ireiand, Italy, Luxembourg, Morocco- 
Tunisia, the Netherlands, Norway, Portugal, Sweden, Turkey, the 
UK and the US. Egypt and the Vatican were represented by observer. 


.  *«  #. _ STUDIES 
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STUDIES PROPOSED ON The increasing number of problems facing 
US TELECOMMUNICATION this government as a result of develop- 
ments in the field of telecommunication 
during and since the war are being tackled on several front. 

Both the executive and the legislative branches have come up with 
proposals for comprehensive study and evaluation of our national 
and international telecommunication policies and for possible 
realignment of US administrative machinery for the implementation 
of these policies. Each of these proposals is advanced within 
the context of a pressing scarcity of radio frequencies in rela- 
tion to the steadily growing demand for frequencies, both domes- 
tically and internationally. 





A Presidential Communications Policy Board has been named 
to conduct an impartial study of the present and potential usage 
of radio communication facilities by the US and to recommend 
national policies designed to assure the most effective utiliza- 
tion of radio frequencies. Dr. Irvin L. Steward, President of 
the University of West Virginia, will serve as Chairman of the 
five-man board, which will be similar to the Finletter Commission 
which made a study of US aviation policies in 1947. The Board 
will examine relative demands for radio frequencies by govern- 
mental and non-governmental users and will recommend means of 
conserving frequencies, standards for determining the relative 
priority of competing claims for frequencies and the best admin- 
istrative machinery within the government for assuring a sound 
and equitable allocation of the limited frequency supply. It will 
also examine policies with respect to international radio and 
wire communications. Examination will be made of the extent to 
which the goverzmment should, in time of peace, continue to operate 
its own communication facilities; whether there should be a merger 
of our commercial carriers engaged in overseas operations; and, 
in general how the national security, public interest and our 
international relations in this field can best be served. 


The designation of this board stems from Department recom- 
mendations of last June as a means of effecting badly needed im- 
provement in over-ali US planning and coordinating procedures in 
this field ir® order to meet our responsibilities in connection 
with the difficult task of implementing the new table of radio 
frequency allocations adopted at the Atlantic City Telecommunica- 
tion Conferences in 1947. (See page 9, June 20, 1949 Issue of 
Current Economic Developments ). This proposal had the endorse- 
ment of the Telecommunications Coordinating Committee before 
being referred to the White House. | 





Meanwhile, the House Committee on Interstate and Foreign 
Commerce is considering a bill to amend the Communications Act 
of 1934. Among other things, this bill would provide for the 


creation 
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creation of a five-man Frequency Control Board, to operate as an 
independent agency of the government in the assignment of radio 
frequencies to government and industry and to make plans for the 
most effective utilization of the spectrum. With the assistance 
of the Department the Board also would negotiate agreements with 
foreign governments affecting the allocation and assignment of 
frequencies. In our comments on this bill, which have been for- 
warded to the Budget Bureau, we call attention to the Presiden- 
tial Policy Board which is to consider the full range of problems 
currently inherent in the field of radio communications. Also, 
attention is called to the work of a special Senate communications 
sub-committee now making a comprehensive survey of the use of 
radio frequencies by both government and non-governmental users 
and related problems. We suggest that the House committee take 
into consideration the findings of these concurrent studies before 
enacting legislation in this field. 


The Department has a threefold interest in this bill. First, 
it ignores State Department responsibility for the conduct of in- 
ternational negotiations. Second, the Department is one of the 
largest users of our record communication services, which are 
essential to the maintenance of effective contact with our for- 
eign missions. Finally, the Voice of America, which is essential 
to the pursuit of our foreign policy objectives, has requirements 
for certain channels in the high frequency broadcasting band. 


CONFIDENTIAL 
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BRAZIL MODIFIES US-Brazilian consultation concerning the pro- 

TRANSPORT DECREE posed decree covering southbound passenger and 
freight charges ended with a compromise. While 
we were not able to persuade the Brazilians to withdraw the meas- 
ure, they did recede very substantially from their original posi- 
tion. (See page 7, December 19, 1949 Issue of Current Economic 

Developments). 











The degree, which is aimed at conserving dollars, will come 
into effect on March 1. It provides that,on loading,a carrier 
may require deposit of freights in cruzeiros to its local account 
or allow such payments later, at its discretion. On letter of 
credit shipments, immediate conversion of freight charges from 
cruzeiros to dollars will be made by Brazilian banks upon presen- 
tation of appropriate proof that goods have been shipped, On 
other shipments, after similar procedure, the carriers will 


receive 


UNCLASSIFIED 
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receive immediately negotiable 30-day dollar draft. The draft 
may be for a lesser period depending upon improvement in dollar 
exchange situation. Provisions regarding passenger revenues, 

on which we made a strong fight, remain substantially unchanged; 
however, Brazilian representatives left the impression they would 
be interpreted liberally and possibly modified later. 


UNCLASSIFIED 
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CURRENT GATT MEETING The fourth session of the contracting 
FACING MANY PROBLEMS parties to the General Agreement on 
Tariffs and Trade (GATT) opened in Geneva 
February 23. Included on the agenda are items regarding the 
intensification of import restrictions, arrangements for 1950 
tariff negotiations, and notifications by countries of measures 
taken to assist economic development and reconstruction. (See 
page 1, February 13, 1950 issue of Current Economic Develop- 
ments.) Two US proposals of additions to the agenda--regarding 
reviews of quantitative restrictions on exports and imports for 
protective reasons--have been unenthusiastically received and 
admitted to the agenda only provisionally. In the face of US 
opposition and lack of support by other members, the UK withdrew 
its proposal regarding the application of that chapter of the 
Charter for an International Trade Organization which deals with 
intergovernmental commodity agreements. Though not on the agenda, 
questions relating to the India-Pakistan trade war and the possi- 
ble withdrawal of tariff concessions from China are expected to 
be raised. Positinns which the US delegation is to take on 
these issues have been approved by the interdepartmental ad hoc 
committee handling fourth session matters. 





The US proposal on the admission of observers from the 
German Federal Republic has been adopted, although the Czechs 
objected to admission of the Germans and walked out of the meet- 
ing temporarily. In view of the new status of Indonesia and of 
Netherlands sponsorship of it as a contracting party, the Chair- 
man, on the second day of this session, declared Indonesia a 
member of GATT. 


Chinese Membership Poses a Problem The interdepartmental 
Committee on Trade Agreements has decided to move ahead in with- 
drawing tariff concessions from China because of failure of 
Communist China to apply the tariff rates negotiated under GATT. 
As a first step we propose to suspend with respect to China only 
those teriff rates initially negotiated with China and will re- 
quest the approval of the contracting parties for this action. 
The second step which we propose to take involves informal 
consultation with the contracting parties looking toward possible 
withdrawal by the US from all countries of some or all rates 
initially negotiated with China--through most-favored-nation 
treatment the other countries benefit from rates negotiated 
with China. 


& question has already informally arisen at the conference 
with respect to possible expulsion of China from GATT. A Chinese 
Nationalist delegation is expected to arrive this week, and it 


is 
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is understood that the Czechs have been instructed to protest 
its admission and to walk out if voted down. Representatives 

of some countries have expressed the view that if China voiun- 
tarily remains absent, the question of expulsion might be 
avoided. We feel, however, that whether or not eae Chinese dele- 
gation attends, the question of expulsion from GATT is likely 
to arise when we present evidence of non-compliance with GATT, 
as mentioned above. We feel it is necessary to raise this 
question. The Department has consulted with the Chinese Nation- 
alist government in writing regarding the matter end has informed 
it of intention to raise the question at the current session. 


Intensification of Import Restrictions by the UK and 
Other Commonwealth Countries The US will take the position 


that the intensification of restrictions on dollar imports by 
the sterling countries which has taken place pursuant to the 
decision of the Commonwealth countries last July is consistent 
with the GATT obligations of these countries (provisions relating 
to restrictions to safeguard the balance of payments). Unless, 
however, replies to a questionnaire sent out in accordance with 
GATT provisions regarding exceptions to the rule of non- 
discrimination should produce the information, we will take 

the position that available information is not adequate for 
judging the consistency with GATT obligations of the particular 
methods by which the intensification is being effected. Our 
delegation will seek to develop as clear a picture as possible 
of how the restrictions are applied, of the conditions under 
which additional soft currency imports are being obtained, and 
will seek a modification of restrictions in whatever respects 
they appear to cause unnecessary commercial or economic damage. 


Problems Relating to Quantitative Restrictions on Imports 
and Exports There are two problems relating to quantitative 


import restrictions which may be raised at this conference. 

One is the protective incidence of quantitative import restric- 
tions ostensibly imposed for balance~of-payments reasons. This, 
at US request, has been provisionally added to the agenda. We 
plan to propose specific measures which should be taken to 
reduce that protective incidence. 











The second problem is that of discriminatory application 
cf quantitative restrictions. Some practices under the OEEC 
trade liberalization program might be challenged in this connec- 
tion. Our delegation has been instructed to seek to avoid having 
such issues raised at this meeting; but if they are raised, to 
attempt to avoid any definitive resolution of them at this time 
on the basis that further careful examination would be required 
before it could be determined whether or not the restrictions 
questioned are in fact discriminatory and, more important, whether 
they can be justified on balance-of-payments grounds. 


The 
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The item regarding export restrictions that we proposed 
be added to the agenda calls for a review of the application 
of quantitative restrictions on exports designed to stimulate 
exports or to afford protection to domestic industry. We re- 
quested this because while many of the quantitative export 
restrictions maintained by the contracting parties appear en- 
tirely consistent with various provisions of GATT, a significant 
number appear to te at variance with those provisions. We feel 
that the situation justifies the attcntion of the contracting 
parties collectively rather than placing reliance solely on the 
complaints of individual contracting parties. 


India-Pakistan Trade War As a result of numerous restric- 
tions imposed by both India and Pakistan, trade between the two 
is practically at a standstill and both countries are being 
critically injured thereby. While our delegation will not seek 
to have this matter put on the agenda, it may initiate, support, 
or encourage any move toward bilateral discussions between the 
representatives of those two countries or toward other informal 
discussions, provided both countries are receptive thereto. If 
the question is placed on the agenda, the US representative is 
to take the initiative to seek a solution through means accepta- 
ble to both India and Pakistan. The US would prefer that the 
solution be sought through bilateral negotiations. 


* * * 


US ESPOUSES CLAIMS OF The US government has decided to espouse 
AMERICANS IN HUNGARY the claims of American citizens whose 

properties have been taken over by the 
Hungarian government under the nationalization decree of 
December 28, 1949 as well as previous decrees under which such 
properties have been lost. 





Under the recent decree virtually all industry in Hungary 
became state-owned. More than 1,000 firms were affected as 
state managers took over under sealec orders. The decree 
covered Hungarian-owned industries employing more than 10 
workers and all foreign owned industries. About 18 Swiss, 

4 Dutch, 1 French, at least 4 Swedish, 18 British and 9 American 
firms were affected. 


Immediate retaliatory action was taken by Sweden. Swedish- 
Hungarian trade talks had led to agreement on a trade and bar- 
ter accord which had been signéd at Budapest December 21. The 


agreement 
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agreement had not yet becn ratified, however, and the Swedes 
promptly suspended action on it, leaving it inoperative, In- 
ports from Sweden, especially ball bearings, are extremely 
important to the Hungarian economy, and Hungary premptly re- 
plied to the Swedish action by offering to negotiate modifica- 
tions in the accord and to discuss questions of compensation 

to Swedish owners. Switzerland protested the nationalization 
procedure and stopped shipments of machinery to Hungary. The 
British had already suspended action on the projected British- 
Hungarian trade agreement in connection with the Sanders 

case. The UK is still studying the decree, according to latest 
reports. Countries with smaller interest and in weaker bargain- 


a positions may be holding off to sce what the US and the 
JK do. 


We will ask the Hungarian government to enter into nego- 
tiations for the prompt settlement of claims arising from 
Seizure of property of US citizens under the December edict 
and previous decrees. We note that, whereas the edict makes 
reference to compensation, it fails to make adequate provision 
for such compensation, fails to specify the basis on which the 
amount of such compensation is to be fixed, and fails to make 
provisions for recourse by the owners to courts of law in ap- 
pealing the decision of the ministries. While the edict makes 
no specific exemption of Soviet properties, its provisions 
have that effect, and this discrimination is in clear violation 
of Friendship, Commerce and Consular Rights Treaty of 1926. Ina 
situation where an American citizen cannot freely obtain the 
services of an attorney of his choice to effectively assert 
his rights and where the laws and authorities are openly hostile 
to American interests, any remedies which may appear to be 
available under Hungarian laws are in fact illusory and non- 
existent. Therefore, the US is warranted in intervening on 
behalf of its nationals to obtain compensation for their pro- 
perties. The US government is, therefore, espousing the 
claims of its citizens and is reserving all rights on its own 
behalf and on behalf of its nationals under international law, 
under the Treaty of Friendship, Commerce and Consular Rights 
concluded between the two countries in 1926 and under the Treaty 
of Peace with Hungary. 


DECLASSIFIED Fo IN oon 
R PUBLICATIO 
RELATIONS OF THE UNITED STATES —— 








CONFIDENTIAL 
-5 - 


TRIPARTITE MEETING ON British, French and US technical ex- 
LOOTED MONETARY GOLD perts met in Brussels in January to 
study certain problems relating to 
the recovery of additional monetary gold looted by the Nazis 
from the occupied countries during the war, and to the final 
distribution of the gold pool. The gold at issue includes 
about $60 million of identifiable looted monetary gold, re- 
covery of which is still under negotiation, and $100 million 
‘out of some $260 million of gold already recovered) which 
is being held by the Commission for final distribution pend- 
ing decisions on the claims still before it. The Tripartite 
Gold Commission had been unable to reach decisions on these 
remaining claims and this meeting was held to facilitate 
completion of the Commission's work by helping to establish 
a consistent interpretation of the basic terms of the program. 
The meeting reached agreement on most of the issues involved 
and formulated recommendations for the approval of the three 
governments. 





Cne of the major probiems before the meeting was to 
secure agreement on an interpretation of the definition of 
monetary gold which, under the Paris Agreement on Reparations 
from Germany and on the Restitution of Monetary Gold of 
January 1946, is to be turned over to the Commission for dis- 
tribution rather than restituted to the country of origin. 

The technicians agreed to recommend to their governments that, 
for the purpose of the recovery of gold from Germany, monetary 
gold shouid be held to include all gold defined as such under 
German law and regulations while, for redistribution purposes, 
it would be consistent with past practices of the Commission 
to take into account the laws of tne claimant country. These 
principles are also related to the settlement of the problem 
of the Bor Mine gold seized in the British zone, the gold 
delivered to France by the US Occupation Authorities in Germany, 
and the gold coins found in German Embassies and Legations 

in neutrai countries. 


With respect to the settlement of pending claims for 
the distribution of looted gold, the meeting agreed on recom- 
mendations relating to underlying principles which should 
assist the Commission in deciding such cases as the Dolifus 
Meig (a French corporation) case and the Bank of Aibania 
gold forreriy in Italy. 


The meeting agreed to recommend action to recover looted 
monetary gold from Turkey and additional gold from Sweden. 
Steps to be taken to recover gold from Portugal could not be dis- 
cussed since the Department had not reached a position at that 
time. It was also recommended that the final distribution of 
looted monetary gold by the Commission should take place as soon 
as the remaining outstanding claims have been decided. It was 
hoped that the Commission would be ready for this final distribu- 
tion, save for the distribution of accruals, by May l. 
. * » 
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BOLIVIAN ECONOMIC Bolivia's economy has reached almost 
OUTLOOK SERIOUS the crisis stage because of the falling 





prices of minerals and government failure 
to take anticipatory remedial action, according to Embassy 
La Paz in its economic review of the conditions in that 
country for 1949. 


Exchange Rate Decrees Issued An awareness of the 
seriousness of the situation is now evident on the part of 
Bolivian officials, and on February 25 decrees were issued 
modifying two of Bolivia's exchange rates for imports and 
one compulsory sales rate for foreign exchange surrendered 
by general exporters. The International Monetary Fund did 
not object to the Bolivian exchange rate proposal, which is 
designed primarily to afford emergency relief for tin export- 
ers until more satisfactory exchange arrangements can be 
worked out jointly by Bolivia and the Fund. A new rate of 
60 bolivianos to the dollar will apply to surrendered tin 
exchange and semi-essential imports. The decree provides 
for maintenance of the present parity of the boliviano at 
42, but limits use of this rate to governmental needs and 
importation of wheat flour, sugar, milk, rice, fats, and beef 
cattle. The "free" rate is reduced from 115 to 100 per dollar, 
and this rate will be used chiefly for imports of lesser 
essentiality. Sales of foreign exchange acquired in salaries, 
fees and commissions, and sales by tourists and travellers 
must be made to the Central Bank at the "free" rate. Importa- 
tion of a number of luxury articles is prohibited and the 
Minister of Finance is empowered to issue lists classifying 
merchandise and products by rates at which they may be inm- 
ported. All importations, henceforth, must be made only 
with exchange granted by the Banco Central or other banks 
acting as its agents. 





The Minister of Findnce stated in a radio address that 
the decrees had been issued to defend the value of Bolivian 
currency and to protect the purchasing power of salaries. 

He stressed the government's desire to maintain the present 
price level, and the necessity of eliminating unnecessary 
expenditures of exchange. He said the government will under- 
take a developmental program embracing short and long-term 
projects to make Bolivia self-sufficient in foodstuffs and 
many raw materials. The short term program will include 
efforts to increase food and raw materials production, and 
the long-term program will include efforts to increase mining, 
petroleum, agricultural and factory production. He stated 
that Bolivia will endeavor to establish an attractive climate 
for foreign investment. 


In 
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In the Embassy's opinion the decrees appear realistic 
and, although they may give rise to some additional inflation, 
to the extent they stimulate mining production they should 
prevent a further decrease in foreign exchange income. The 
long-term effectiveness of the measures will depend largely 
on the ability of the government to revise its fiscal practices 
and legislation and return to sound financing. The present 
practice of deficit financing largely through increasing the 
note issue probably will negate the beneficial effects of 
the present measures shortly if fiscal reform. is not undertaken. 


Tin the Crucial Commodity A period of unparalleled pros- 


perity for the Bolivian tin mining industry came to an end 

in 1949. Although the US continued to stockpile tin through- 
out the year, thus maintaining a level of demand substantially 
higher than consumer demand, devaluation of the pound sterling 
with consequent adjustments in the price of sterling-area tin, 
and the restoration of free trading in this metal in the US 
and Great Britain led to-a 25-1/2 cent per pound drop in 

price in the last four months of the year. This followed an 
even greater decline in the price of minor metals during the 
first semester, although some of these losses were later re- 
covered. The falling prices exerted an immediate and substan- 
tial influence on Bolivia's economy, and resulted in curtailed 
foreign exchange revenues, reduction of merchants' import ~ 
quotas, decreases in public revenues, a general weakening of 
the boliviano and the nation's credit position, a decrease 

in employment and mining activity, further price inflation, 
and a growing conviction that an economic crisis of ominous 
gravity would soon occur. Mine owners began restricting 
operations to more efficient properties and higher-grade ores. 
Unless Far Eastern tin properties fall under Communist control 
or another war erupts, observers believe the tin industry's 
main hope would seem to lie in the revival of an international 
production quota system which would protect Bolivian producers 
from lower-cost competition. Mineral exports, which normally 
constitute about 95% of the total exports by value, were 

lower in 1949 in both value and volume, according to unofficial 
estimates. Although the effects of the inevitable drop in 
world metals prices had long been foreseen, no serious effort 
had been made to prepare for the eventuality. Thus, while 
Bolivia's foreign exchange revenues remained at a higher level 
than in any year except 1948, the reduction effected by falling 
metel prices brought a crisis situation almost to hand. 


Bolivian International Economic and Commercial Policy | 
As in previous years, Bolivia's major efforts in 1949 in eco- | 
nomic diplomacy were directed toward obtaining foreign credits. 
Its chief objective along this line was achieved in late 


October 
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October, when the Eximbank approved in principle a $16 million 
loan for completion of the Cochabamba-Santa Cruz highway and 
liberalized terms for the amortization of the $8.5 million 
loan for petroleum development in order to enable Bolivia to 
meet its share of the highway construction costs. Although 
Bolivia had obtained a promise of substantial developmental 
loans in its commercial treaty with Argentina in 1947, the 
decline in the Argentine peso and, possibly, political con- 
siderations as well, seem to have tempered enthusiasm for this 
treaty both in Argentina.and Bolivia. At any rate, virtually 
nothing was done to make it effective in 1949. Since Bolivia 
ratified the International Wheat Agreement in 1949 and took 
important steps toward becoming self-sufficient in beef cattle, 
her commercial ties with Argentina clearly were weakened and 
prospects for execution of the 1947 treaty consequently appear 
less favorable. Although Bolivia also hopes to obtain a de- 
velopmental loan from Brazil to enable her to complete the 
Cochabamba-Santa Cruz railway, little diplomatic activity to 
this end seems to have been conducted during 1949. Late in 
the year tentative and thus far unsuccessful approaches were 
made to the US and to the International Monetary Fund for 
balance of payments loans. 


In commercial negotiations, Bolivia showed an increasing 
tendency to resort to clearing arrangements in order to facili- 
tate exports and cut down dollar purchases. Clearing arrange- 
ments were concluded with France and Belgium and negotiations 
have been under way with italy. In addition, substantial 
shipments of rubber were effected under the Spanish-Bolivian 
clearing agreement of 1948 and also under barter arrangements 
entered into with British, French, and American tire manufac- 
turing firms whereby shipments of raw rubber are balanced by 
imports of tires and tubes. Although informal talks with 
Czech representatives apparently failed, it is possible that 
the range of clearing agreements may even be extended to iron 
curtain powers if Bolivia finds it impossible to market her 
export commodities at profitable prices elsewhere. The US 
and UK continue to take most of Bolivia's exports, with the 
US purchasing about twice as much as the UK. Bolivia continued 
to procure more of her imports from the JS than from any other 
quarter and devaluation of the pound s‘vrling did not substan- 
tially affect the volume of imports frou the UK. 


Since Bolivia instituted increasingly rigid controls 
over foreign trade while it enjoyed the largest foreign ex- 
change availabilities in its history, there is no reason to 
anticipate a return to freer trade in the near future. It 
is more likely that additional regulatory measures will be 
enacted to conserve dwindling exchange availabilities. 


The 
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The Bolivian Congress did ratify the Bretton Woods 
{.greements, authorizing participation in the World Bank and 
International Monetary Fund, but it took no final action on 
the agreement negotiated in 1948 with Foreign Bondholders 
Protective Council for renewal of the service on the defaulted 
dollar debt. Moreover, the failure of the government to 
undertake fiscal reform, to provide real incentives for capi- 
tal investment, and to punish the perpetrators of the Catavi 
atrocities accentuated unfavorable conditions which have long 
tended to repel foreign capital. 


Financial Developments In the absence of tax reform 
the Bolivian budget was again in 1949 badly out of balance. 
The backing and international exchange value of the boliviano 
declined alarmingly, although formal devaluation was not re- 
sorted to, and the price level advanced by something like 10%. 
Net disposable holdings of gold and foreign exchange decreased. 
from almost $25 million to little more than $14 million, and 
Bolivia's international obligations continued to grow. How- 
ever, wholesale and retail trade continued at a profitable 
volume. 


Reforms Needed Despite the rapid and increasingly serious 
disintegration of its economy, Bolivia failed last year to 
take the broad and painful measures which are generally recog- 
nized as required by its circumstances. However, the recent 
decrees and conversations which the Finance Minister has had 
with Embassy La Paz indicate that internal measures are being 
considered which, although they will undoubtedly be unpopular, 
are necessary to prevent further deterioration in the economic 
situation which would be followed by political difficulties. 





Measures which should long since have been undertaken 
include a basic revision of revenue legislation and fiscal 
auministration; a substantial reduction in certain govern- 
mental expenditures leading to a balanced budgets; cessation 
of deficit financing, especially through expansion of the 
note issue; revision of the developmental program to eliminate 
uneconomic projects, and limitation of expenditures on useful 
projects to sums which the nation may eventually be able to 
repay; concentration of developmental expenditures which will 
eventually reduce or eliminate Bolivian dependence on the inm- 
portation of foodstuffs; restoration of external credit by 
renewal of service on defaulted dollar debt and prompt payment 
of other dollar obligations; study and revision of the present 
multiple exchange rates and the foreign exchange control system 
with a view to conserving exchange for essential purposes and 


removing 
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removing unnecessary burdens from export industries; attrac- 
tion of foreign private capital, especially for development. . 
of mining, petroleum, and agricultiral industries; curbing 

of the inflationary trend through the foregoing and other 
appropriate measures; postponement of legislation which the 
nation cannot afford if it is to compete with lower-cost 
minerals producers elsewhere; and the abandonment of various 
economic controls which burden the economy unduly or which 
cannot be administered effectively. 


RESTRICTED 
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RECENT DEVELOPMENTS An Interim Office for Technical Coopera- 
ON POINT FOUR PRCGR&4AM tion and Development has been estab- 

lished in the Department under the 
direction of the Assistant Secretary for Economic Affairs. 
Departmental work on scientific and cultural cooperation in- 
sofar as such work relates to specific economic development 
projects has been transferred to the Interim Office. The 
Director of the new office is Leslie A. Wheeler, who prior 
to this assignment was Counselor of Embassy at Mexico City. 
Legislative hearings on Point Four are expected to start 
sometime next week in the Senate and it is hoped that legis- 
lation might be enacted before the UN technical assistance 
conference scheduled for April. 


Mission to Southeast Asia Recent developments in the 
Far Kast have led us to send a mission to Southeast Asia to 
ascertain if there are justifiable projects which furnish 
a feasible opportunity to demonstrate US interest in the area 
and which would demonstrate favorable results on a short-term 
basis. The mission is enroute to Saigon, Bangkok, Rangoon, 
Singapore, and Djakarta and will be headed by Ailen Griffin, 
former chief of the ECA mission in China. Basic objectives 
of the mission are to determine projects suitable to possible 
financing under the "China area" appropriation which will 
have an immediate salutory political benefit; to lay the 
groundwork for the anticipated Point Four program, with 
special attention being given to placing such assistance in 
its proper perspective so as to avoid future disillusionment; 
to counsel local authorities on preparing for Point Four; to 
brief our representatives on current Departmental thinking 
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on the program; and to investigate regional aspects of tech- 
nical and economic assistance programs. The mission includes 
representatives from the Departments of State, Treasury, 
Agriculture, and ECA and US Public Health. It is expected 

to submit preliminary reports from each country and a final 
report listing the justifiable immediate projects, an appraisal 
of the attitudes of the various governments toward collabora- 
tion in the anticipated programs and an appraisal of the pos- 
sibilities of a regional approach. We realize the limitations 
of a brief on-the-spot survey and the slow nature of achiev- 
ing basic economic reforms in the countries to be visited. 
However, it is thought desirable to make the maximum effort 

to demonstrate to these countries US interest in their prob- 
lems. It is most important that over-expectations be avoided, 
a fact to be kept in mind in connectior with any publicity 
concerning the mission; emphasis should be placed on existing 
US aid through ECA and Eximbank loans. It will be made clear 
that the amount of Point Four funds is still not known and 
that they will not be available before the start of the next 
fiscal year. There should be absolutely no reference made 

to the possibility of using present funds appropriated for 

the China area. 
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This weekly publication is designed to highlight developments in the eco- 
nomic divisions of the Department of State, and to indicate the economic prob- 
lems which are currently receiving attention in the Department. It is suggested 
that copies be retained on file, as reference will sometimes be made to previously 
reported items to avoid repetition. 


Document Security Instructions 


This document should be treated in accordance with current instructions 
regarding security measures for SECRET material. Extreme care should be ex- 
ercised to avoid public or private discussion of the information herein with or in 
the presence or hearing of any person not authorized to have knowledge thereof. 
For general purposes all classified Foreign Service Officers and other responsible 
economic officers are authorized to have knowledge of the contents of this docu- 
ment, responsibility for the safekeeping of which will be assumed by each recipient 
thereof. It may be retained in protected files or, at the discretion of the recipient, 
destroyed by burning. If not personally disposed of by the recipient, he will 
assure himself that it is burned in the manner prescribed for SECRET material. 
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SIGNIFICANCE OF eer The USSR, in a decree of February 28, 
RUBLE AND PRICE DE appreciated the value of the ruble 

in terms of foreign currencies and 
fixed its value in terms of gold instead of the US dollar. 
By this act, the ruble-dollar "“exghange rate" will now be 4 to 
1 as compared to the 5.3 to 1 rate in existence since July 1937. 
At the same time, widespread price cuts in consumers' goods 
were announced. It appears that a major motive for the Soviet 
action is propaganda. This is indicated by the emphasis the 
official statement itself places on the increased strength of 
the ruble, contrasting its appreciation with the recent depre- 
ciation of western European currencies and with inflation in 


the US. 


Ruble Revalvation Actually the revaluation has little 
foreign economic significance because the ruble has, except for 


diplomatic and tourist remittances, no significance as a foreign 
currency. The west, particularly, will be little affected and 
it is not clear yet the extent to which satellite countries will 
suffer from the measure. Most Soviet. trade is by barter agree- 
ments which would be unaffected. Soviet trade is also carried 
on in terms of other currencies such as the US dollar. There 

is no legal circulation of the ruble outside the USSR and it 

has not been used for purposes of accounting in trade trans- 
actions and bilateral agreements. The USSR uses world prices 

in foreign trade and the volume of trade to be fulfilled is 
usually expressed in dollars. Exceptions may be found in a 

few instances where the ruble may have been used for accounting 
purposes in very recent bilaterals with some satellites. In 
these instances the revaluation would adversely affect the 
Satellites unless there is a revaluation of their currencies 

or unless the agreement includes a clause for adjustment of 
prices in the event of revaluation. Reports from Praha and 
Warsaw indicate rumors are current of currency revaluation in 
these countries. 


There have been in the past year rumors of possible estab- 
lishment of a ruble bloc or the use of the ruble for accounting 
purposes in intra-Soviet sphere trade. The revaluation of the 
ruble and its definition in terms of gold, designed to increase 
its acceptance through enhancing its prestige, may well be a 
step in that direction. Creation of any such ruble area would 
be accompanied by further decrees, and the Kremlin, because of 
its control over the satellites, probably could force acceptance 
of the ruble at whatever rate it saw fit. However, acceptance 
of the ruble in international trade with areas other than the 


Soviet 
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Soviet bloc is another matter. This would require sweeping 
changes in the Soviet monetary and banking setup and there are 
no indications of this so far. In addition, the Soviets would 
face the problem of acceptability of the ruble to western 
countries, which is dubious. The exchange rate of the ruble, 
of course, has no relation whatever to prices, wages or cost 
of production, as have the dollar and other currencies of free 
enterprise economies. 


The chief effect on the US and other western nations of 
the ruble appreciation is a sharp increase in the cost of méin- 
taining diplomatic missions in Moscow. The special diplomatic 
rate was cut to six rubles to the doliar from eight to the 
dollar with total abolition of the diplomatic rate announced 
for July 1, 1950. The Soviets probably will be glad to be rid 
of the embarrassment of a special diplomatic rate which was 
an acknowledgement of the ruble's overvaluation. It may be 
that they hoped this increased cost would tend to cut down the 
size of the missions and that the new rate would syueeze out 
the remaining foreign press representatives. However, it is 
se believed that this was a motivating factor in issuing the 

ecree. 


&s to tying the ruble to gold rather than the dollar--this, 
too, was probably a propaganda gesture, designed to indicate 
lack of faith in the dollar and to create the impression that 
the ruble has sound backing. Denominating the ruble in gold is 
understandable since the USSR is one of the world's biggest 
gold producers. However, the ruble is not actually on a gold 
Standard since the decree indicated only that the USSR would 
buy gold at the new exchange rete. It did not state that it 
would sell gold at that rate. This is enough to disprove the 
Soviet claim that the ruble is a reliable currency in terms of 
gold. The nominal gold content of the ruble is meaningless. 
Prices of dental gold in the USSR reveal that the real gold 
value of the ruble is regarded by the Soviets at about one- 
twentieth what they claim it to be. 


In free market economies a rise in internal purchasing 
power or a change in a country's balence of payments position 
might justify an appreciation in the currency, but this docs 
not hold true for the USSR, since there is no connection between 
the internal and external values of the ruble. While revalua- 
tion represents a substantial rise in real wages in the USSR, 
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the internal price level, even following the price decree, 
still is much higher than the west. The benefits of cheaper 
imports, which usually accompany a currency appreciation, 

are not present since the ruble cost of imported goods is not 
a factor determining ultimate selling priee to the Soviet 
consumer. 


Price Reductions The new price changes represent the 
fourth major revision of retail prices effected in the postwar 
period and embrace 234 categories of goods. In the text of 
the decree it was stated that the annue. savings to the con- 
sumers from the price cuts would be 110 billion rubles compared 
with 71 billion resulting from the price cuts of a year ago and 
86 billion after the price decree of December 1947. The decree, 
of course, made no reference to the price revisions of 1946 
which had the effect of raising the cost of living for the bulk 
of Soviet consumers. In terms of mass consumption the most 
important items on which prices were reduced are rye bread 
25.9 percent; pork 24; beef 24 to 303; poultry 24; milk 10; 
potatoes 10; and cotton textiles 15. Most of the other commodi- 
ties in the list are products which do not play an important 
cart in the consumption budgets of the majority of purchasers. 
While these changes continue the reduction in prices initiated 
at the end of 1947, the price level generally remains high 
relative to prewar and also relative to the current monetary 
income of workers. For example, while the reduction on the 
price of eggs appears attractive--15%--valued by the new rate 
of exchanze, eggs cost $6.00 a dozen in the USSR. Chief 
advantage from the price reductions will accrue to the Soviet 
workers drawing wages and the major purpose was probably to 
increase worker productivity by satisfying material require- 
ments. To the extent that prices have been reduced on certain 
manufactured commodities farmers will benefit; however, at 
the same time their income will decline since collective farm 
market prices of the food included will alsc drop. The action 
would indicate that supplies are adequate and certain reductions 
may indicate that minimum military stockpiling in terms of food 
and clothing has been achieved. Judging from events following 
former price reductions, any increased purchasing power that 
may result will probably be siphoned off through raising of 
the workers' norms, increased costs in utilities, transport, 
fuel and rent, (none of which were affected in the decree) 
and by the fifth annual internal "voluntary" loan. 
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US POSITION ON In anticipation that an international tin con- 
TIN AGREEMENT trol agreement will be strongly urged at the 

- International Tin Study Group to be convened 
March 20 in Paris, the US delegation is being instructed to 
agree to arrangements for a UN conference for the negotiation 
of such an agreement provided the elements whieh we consider 
essential in an agreement appear to have a reaganable chance 
of acceptance. An interdepartmental group is preparing for the 
delegation: detailed instructions coneerning the essential form 
of an agreement which would be acceptable to tke US as a.basis 
for negotiations at a future conference. 





There does not appear to be sufficient positive advantage 
to the US in a tin agreement to justify this country taking the 
initiative in seeking a commodity conference. However, if as 
expected the principally interested governments press strongly 
for the convening cof a conference to negotiate a tin agreement, 
we feel we shouid not oppose it. If the US should attempt to 
block a tin agreement even though an agreement is justified 
under the terms of the proposed Charter of the International 
Trade Organization,the producing gove-nments wkich have in the 
past established controls lacking the safeguards desired by the 
US might proceed with an agreement in any case, Or they might 
abandon their efforts to obtain an agreement, out of deference 
to the US, but would tend to blame the US for any future crisis 
in the tin industry. 


Agreement Justified Under ITO Charter We believe that 
the position and prospects of the tin industry provide adequate 
justificetion for a finding which would allow a control agree- 
ment under paragraph (b) of Article 62 of the ITO Charter, 
Under this paragraph a control agreement can be entered into 
only when a finding has been made that widespread unemployment 
or under-employment in connection with a primary commodity, 
arising out of special difficulties, has develaped or is expect 
to develop, which, in the absenee of specific government action 
would not be corrected by normal market forces in time to pre- 
vent widespread and undue hardship to workers. The conditions 
under which tin is produced and consumed are such that inter- 
national trade in tin may be affected by special difficulties 
such as the tendency toward persistent disequilibrium between 
production and consumption, the accumulation af burdexsome 
stocks and pronounced fluctuations in price. Difficulties of 
this kind might arise independently of a cessation of large- 
scale stockpiling but it is particularly in cognection with the 
anticipated termination of large stockpile buying that serious 
difficulties can be foreseen with sufficient certainty to war- 
rant a finding under ‘paragraph (b) of Article 62 at this time. 
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Tin production is running at a rate of approximately 
50,000 tons a year, (42%) ahead of commercial requirements. 
This surplus is marketable at present only for strategic stock- 
piling, It is probable that the total of stockpile and commer- 
cial demand for tin will avert serious difficulties in 1950 
or 1951, and it is possible that this may also be the case in 
1952 and 1953. However, there is a clear prospect of serious 
difficulties when stockpile purchases stop. The areas in 
which tin is mined in substantial quantity do not afford 
alternative employment opportunities for the workers involved. 
This problem is especially critical in Bolivia but also exists 
in the other principal tin-mining areas. 


US Concern in Agreement Although a control agreement 
would have little impact on the US economy, we feel the US has 
more to gain from cooperation than from opposition to the agree- 
ment. We are directly concerned that tin should be continuously 
available in adequate quantities and at reasonable prices not 
Subject to pronounced fluctuation. If the price of tin drops 
violently, an eventual excessive reduction of production and 
shortage would result. Such a reduction could place a serious 
strain on the economic position of the producing areas which 
would probably play into the hands of local Communists and. 
might even prejudice our efforts to prevent closer relations 
between those areas and Russia. Tin is an important dollar 
earner for friendly foreign countries which are in serious 
economic difficulties generally. It is felt a tin agreement 
would help their dollar and revenue situation, would be bene- 
ficial psychologically, and would contribute to strengthening 
the economies of the free world. 





We feel consideration of a tin agreement now when prices 
are still high by prewar standards should not create difficult 
precedents with respect to commodity agreements so long as the 
agreement is clearly directed at the situation expected to 
develop when stockpile demand for tin ceases. Moreover, the 
Special conditions, including the volatile history of the 
industry and the extreme dependence of producing areas, are not 
likely to be reproduced in many countries. 


General Form of Agreement The draft agreement prepared 
by a working party of the Study Group last November is not in 
its present form acceptable to the US as a basis for negotiations. 
It is felt, however, that this draft could be modified to pro- 
duce an acceptable basis for negotiations. The various agencies 
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concerned have therefore undertaken i» find a form of agreement 
that would be acceptable under present conditions and would be 
in harmony with the principles of Chapter VI (Inter-governmental 
Commodity Agreements) of the ITO Charter. We believe that a 
well devised plan of intergovernmental cooperation could pro- 
vide a constructive means of at least alleviating the prospective 
difficulties of countries which are interested in tin either as 
exporters or as importers. The need for an agreement is present- 
ly conceived primarily in terms of the unemployment problem 
which would follow discontinuation of large-scale stockpiling. 
&n agreement presumably will provide necessary means for dealing 
with serious difficulties in the industry if such difficulties 
occurred or threatened whether in connection with, apart from 

or in advance of the termination of stockpile procurement. 

The application of controls, however, should not be automatic, 
but should be specifically dependent upon an authoritative 
finding of clear necessity. 


* * * 


ECONOMIC AID TO The Eximbank has extended a second credit of 
TITO CONTINUES $20 million to Yugoslavia for the purchase of 
US goods including capital equipment, spare 
parts, machinery and materials needed to maintain the present 
level of the Yugoslav economy. A relatively extensive period 
of grace for the repayment of the principal has been provided 
to enable Yugoslavia to meet heavy payments falling due in the 
next three years. This credit is additional to the $20 million 
in credits approved by the Bank last September of which $15 
million were to enable Yugoslavia to purchase eapital equipment 
and materials to rehabilitate its non-ferrous mines and related 
industries and the remaining $5 million to acquire US industrial 
raw materials needed by Yugoslav export industries and enter- 
prises. (See page 4, September 12, 1949 issue of Current 
Economic Developments. ) This is the most recent development 
in our p policy of assisting the Tito regime to maintain its politi- 
cal and economic stability to continue its fight against the 
Cominform. 


Prior to the announcement of this new loan, Yugoslav 
leaders were depressed over the critical economic situation anid 
concerned that US interest in Yugoslavia and willingness to ex- 
tend economic assistance had diminished. They had also come to 
fear that loans might be withheld because of Yugoslavia's 
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recognition of the Communist regime of Ho Chi Minh in Jndo- 
china after our recognition of the opposing Bao Dai regime. 

In his campaign speeches Tito stated Yugoslavia's refusal to 
permit interference from the west in Yugoslav internal affairs 
or to make political coneessions in return for US aid. Yugo- 
slav officials were, however, genuinely pleased to learn of the 
Eximbank credit to which, of course, no political conditions 
were attached. They hastened to explain that Tito's statement 
was due not to a belief that the US government desired to inter- 
fere but to his conviction that groups in the US were exerting 
pressure on the administration to attach political conditions 
to our economic aid. 


Yugoslav Economic Position In seeking US aid, Yugoslav 
representatives stressed their country's critical economic 
position, stating that since the break with the Cominform 
conditions had become increasingly hard and that 1950 will be 
the czucial vear. They pointed out that if Yugoslavia were 
foreed to export enough to pay for import needs this year, the 
Standard of living would be further depressed and internal diffi- 
culties would inevitably result, creating a fertile field for 
pro-Cominform agents. They stated that purchases of dollar 
imports had been sharply cut to preserve Yugoslavia's remaining 
small dollar holdings and that, as a result, stocks in Yugo- 
Slavia of the more strategic dollar imports were reaching .des- 
perateliy low levels. Tito emphasized the seriousness of possible 
unrest in Yugoslavia due to economic hardship and his view that 
the success or failure of the Yugoslav five-year plan is the 
supreme test for the country's future, with important implications 
for the rest of the world as well. He believes that the USSR 
will do everything in its power to cause Yugoslavia to crumble 
economically and politically and will try to produce internal 
unrest through increasing Yugoslavia's economic difficulties 
and by infiltrating agitators against the regime. 








The seriousness with which the Yugoslavs view the economic 
Situation, including particularly the need to increase exports, 
was indicated when, in February, the government took a step 
unprecedent for a socialized state by decentralizing economic 
control of a number of basic industries together with agriculture, 
transportation, foreign and domestic trade, and labor. This 
complete reversal can only mean that, after five years of in- 
tensive planning, the economy was in such a rocky state that 
the government was willing to admit a mistake rather than to 
continue "bureaucracy and centralization", two factors which 


have 
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have been inevitable in all Communist states. In theory the 
reorganization leaves the federal agencies free to plan, 
direct and analyze, while the actual production responsibility 
is in the lower echelons. 


The US recognized the gravity of the Yugoslav economic 
situation and early in 1950 sought to determine the form in 
Which US aid would best meet the urgency of the situation and 
the kina of assistance needed. The possibility of an additional 
Yugoslav drawing on the International Monetary Fund, as requestec 
by Yugoslavia, was rejected because of the recent US position 
favoring stricter criteria in connection with Fund drawings. 

It was also felt that any kind of grant would imply Yugoslav 
dependence upon the US, which would be undesirable. It was 
therefore determined that US financing of Yugoslavia's dollar 
requirements shculd be through credits to be extended as circumn- 
stances warrant by the Eximbank in close collaboration with the 
Department. 


In view of Yugoslavia's problem of suddenly redirecting 
its trade from east to west and of the possible lessening of 
its ability to export in the event of increased Soviet pressure, 
it was not possible to estimate precisely the funds likely to 
be required. However, it was generally believed that Yugoslavia. 
would require approximately $30 million in net new financing 
for raw material purchases during 1950 and possibly between 
$10 and $20 million for 1951. At the same time Yugoslav gold 
and dollar reserves, which had financed $42 million of Yugo- 
Slavia's dollar deficit for 1949, were below an adequate working 
level. Therefore, in extending the present $20 million Exin- 
bank loan, the US recognized that it would probably not be 
sufficient to see that country through this year and that 
.it financial assistance might be needed before the end 
of 1950. 


Other Western Financial Assistance to Yugoslavia In 
addition to the two Eximbank credits, the west has already made 


other contributions to the economic re-orientation of Yugoslavia. 
and still more assistance is in prospect. :The International 
Monetary Fund approved a $3 million drawing by Yugoslavia last 
September (see page 2, September 26, 1949 issue of Current 
Econowic Developments), and e $6 miilion drawing in October. 

The British subsequently concluded trade and credit agreements 
with Yugoslavia, providing for a reciprocal exchange of goods 
valued at £100 million over a five-year period and for , 
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million in medium-term and £5 million in short-term British 
credits to Yugoslavia. An International Bank timber credit 

of $2.7 million was signed with Yugoslavia last October. It 
became effective this January, after Yugoslavia had entered 
into timber payments agreements with the UK, Netherlands, 
France, and Italy, under which these timber importing ¢ountries 
agreed to pay dollars directly to the Bank for a sufficient 
part of their timber imports from Yugoslavia to insure repay- 
ment of the loan in two years. 


In addition, ECA has instructed its Missions to ask the 
participating countries to procure Yugoslav commodities with 
ECA dollars, within the ECA policies covering offshore procure- 
ment. However, in view of the restrictions covering such pro- 
curement, the amount of dollars which Yugoslavia may secure 
from this source is questionable. It has been variously esti- 
mated at from $1-5 million. In order to maximize its earnings, 
Yugoslavia will have to exert every effort to persuade the 
participating countries to use ECA dollars for purchases in 
Yugoslavia and will have to increase the quantity of commodities 
which they are willing to make available for sales to partici- 
pating governments. 


The International Bank is considering a $25 million credit 
to Yugoslavia, which would consist partly of dollars and 
partly of the currencies of other member countries. Yugoslavia 
has already taken steps to fulfill one of the Bank's prerequi- 
sites for such a loan; arrangements have been made to discuss 
a settlement of Yugoslavia's prewar indebtedness with a repre- 
sentative of the Foreign Bondholders' Council. It is understood 
that a settlement satisfactory to the Council is a prerequisite 
to any loan commitment to Yugoslavia. 


The US is seeking Belgium's cooperation in meeting Yugo- 
Slavia's hard currency gap by deferring the substantial pay- 
ments due to Belgium from that country. Satisfactory Belgian 
assistance would consist specifically of extending the maturity 
dates on certain guaranteed pryments to the extent necessary 
to prevént a Yugoslav deficit with Belgium during 1950. 
Although we have been assured of the personal support of the 
Belgian Minister of Foreign Affairs for our policy, reluctance 
to extend such assistance is expected to continue in other . 
quarters of the government. 


QEEC 
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OEF.C MEETING ON US observers were disappointed at the 

AFRICAN TRANSPORT limited accomplishments of the recent Paris 
meeting of OEEC colonial powers concerned 

with problems of transportation of Africa south of the Sahara. 

While steps were taken toward the establishment of machinery 

for joint study of transport problems in the area, our chief 

concern was the preoccupation of the conference with individual 

short-term problems and projects of limited areas and its re- 

luctance to undertake examination of long-term transportation 

needs of the entire region on broad lines as a basis for possible 

economic development. After the conference got under way, it 

became obvious that the colonial power representatives were 

under firm instructions to avoid the repeated ECA suggestion 

for a comprehensive master transportation survey in Africa 

south of the Sahara which would furnisn a basis for appraisal 

of later requests for economic assistance on specific transport 

projects. Their attitude appeared to be based upon a feeling 

within the governments that the US was taking too active a part 

in African affairs and that the ECA proposal could be used by 

political opposition as evidence that the governments were 

acceding to ECA dictation in the affairs of overseas territories. 

Also there was evidence of some fear that American engineering 

firms would occupy a dictatorial position in which the experience 

of metropolitan authorities in African transport might be ignored. 


The meetings were held at the invitation of the Secretary 
General of the OEFEC and lasted from February 13 to March 3. 
They were attended by representatives of Belgium, France, 
Portugal and the UK--members of the organization having respon- 
sibilities in Africa--together with Southern Rhodesia and the 
Union of South Africa. Representatives from Harriman's office, 
OEEC, and the Department were present throughout the meetings. 
OEEC interest was prompted by a report of the Overseas Territories 
Committee on major development projects in the overseas territor- 
ies of participating powers, which stressed the importance of 
coordinated development of transport facilities in Africa in 
the om of economic and social progress of the African 
people. 


This session constituted one of a series of intergovern- 
mental conferences concerned with problems of African trans- 
portation. A conference was held in Dakar in 1947 between the 
French and British administrations i: West Africa to coordinate 
plans for the development of transportation in that region. 

The Lisbon conference in May 1949 (sce page 11, June 13, 1949 


issue 
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issue of Current Economic Developments) considered problems 

of transport development in central, eastern and southern 
Africa and provided for a subsequent conference to be held in 
Johannesburg this October to make a thorough examination of 
these problems after full technical preparation and to consider 
the establishment of a permanent organization to coordinate 


transportation in this region. 





4frican transport problems were considered in two major 
groupings: 1) those affecting the territories of west Africa 
from Dakar to the Congo where the main problems derive from 
the fact that the coastline of French territories is inter- 
sected by British and other territories, which must provide 
many of the routes for communication with the coast; 2) others 
concerned with the central and south African area which requires 
greatly increased transportation facilities if the present rapid 
rate of development is to be continued. 


The conference reaffirmed the basic principle that Africa 
south of the Sahara should be linked up by the cheapest form 
of transport as an essential requirement for furthering economic 
activity in the region. It defined a number of specific short- 
term problems for west, central and east Africa and adopted 
recommendations ror solution. Arrangements were made for a 
conference of British, French and Belgian authorities to conduct 
an on-the-spot examination of west African transport needs and 
possible outlets to the coast for the important development 
area in French territory to the south of Lake Chad including 
Ubangi and the North Cameroons. The conference fully endorsed 
the proposal made at Lisbon for the establishment of a permanent 
transport organization for central and south Africa and set the 
wheels in motion toward preparatory work for the Johannesburg 
conference. It endorsed, among other things, expansion of the 
Port of Beira and the investigation of new rail outlets for 
central Africa and defined various long-term problems to be 
studied by the interim organization in Pretoria in preparation 
for the Johennesburg conference. 
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This weekly publication is designed to highlight developments in the eco- 
nomic divisions of the Department of State, and to indicate the economic prob- 
lems which are currently receiving attention in the Department. It is suggested 
that copies be retained on file, as reference will sometimes be made to previously 
reported items to avoid repetition. 
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SOVIETS REJECT US PROTEST In a belated reply to our note of 

ON NEW DANUBE COMMISSION last November the USSR reiterated 

the same arguments they made at 

the Belgrade conference in rejecting all of our statements de- 
nouncing the formation of the Danube Commission under terms of 
the convention railroaded through by the Soviet bloc at the 

1948 Belgrade conference. Our note stated that we do not recog- 
nize the Danube Convention signed at Belgrade in August 1948 

and that we would consider the 1921 Danube Convention to be in 
force until the states interested in the Danube as an inter- 
national waterway agree upon a new convention which effectively 
promotes non-discriminatory use of the river. Our note contended 
that adoption of the 1948 Danube Convention was contrary to the 
articles of the Peace Treaties with Bulgaria, Hungary and Rumania 
concerning the question of regulating navigation on the Danube. 
We also asserted that no new convention could come into force 
without the consent of parties to the 1921 convention, including 
Belgium, Greece and Italy; that Austria is deprived of represen- 
tation on the Commission; and that there are no provisions relat- 
ing to the participation of Germany. Basically, we contend that 
their convention does not guarantee freedom of navigation on the 
Danube since it legalizes the present strangle hold by the Soviet- 
controlled 50-50 Danube shipping companies over all river 
facilities. 








The Soviet »>ve stated flatly that the validity of the 
Belgrade Convern..on and the activity of the Danube Commission 
do not depend upon the attitude of the US government. It de- 
clares that the Belgrade Convention was concluded in full con- 
formity with the provisions of the Peace Treaties of 1947, 
guarantees freedom of navigation elong the whole Danube and 
preserves the sovereignty of the Danubian states. As to our 
contention that the Belgrade Convention does not give Austria 
representation on the Danube Commission and that there are no 
provisions for participation of Germany, the Soviet note says 
that there is an annex which provides for Austrian participation 
as soon as the &ustrian Treaty is concluded and that the German 
question can be settled only in connection with a Peace Treaty. 


Parallel notes were delivered by the US, UK and France 
last November to the six east European signatories of the Bel- 
grade Convention. (See page 1, November 14, 1949 issue of 
Current Economic Developments.) Notes of protest also were 
submitted by Greece, Italy and Belgium. 


The 
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The US does not plan to pursue any further the question 
of legality of the Belgrade Convention for the present or at 
least unt?” the political situation in the Danube Basin changes. 
Our position on the Danube is clearly documented through the 
Council] of Foreign Ministers, at the Belgrade Conference and 
by our protest note. The countries concerned have taken all 
possible steps to maintain the legal rights of parties to the 
1921 convention. For the present, we are concentrating on 
encouraging additional traffic on the river and hope to con- 
clude bilateral reciprocal arrangements between western zones 
in Germany and Austria and other Danube states. 


bad * - 


EXTENSION OF Effective March 20, 1950 the R procedure for 
EXPORT CONTROLS export licenses will be expanded to include 

all export destinations except North and 
South America. Since all 1-A (prohibited) and a few 1-B 
(restricted) items already require licenses for shipment to 
all destinations, the proposed action applies to the remaining 
1-B items on the Positive List. The purpose of this action is 
to avoid the export to China and other Communist-dominated Far 
Eastern countries for other than normal civilian uses of all 
strategic commodities controlled to eastern Europe and to pro- 
vide pre-shipment screening of such commodities to all likely 
transshipment points to the Soviet orbit. 


Up to this date, the R procedure, by which individual 
licenses are required for exports, has included Europe, USSR, 
Turkey, Metropolitan North Africa, the UK, Ireland, and Iceland. 
Instituted ostensibly to assure adequate supplies for the ERP 
countries and to prevent an undue drain on the US economy, it 
has been used extensively to prevent the export of strategic 
commodities to the Soviet bloc. Expansion of the group of 
countries under this procedure now provides security control 
for all areas which have normally been dominant transshipment 
points or which. because of their location along world trade 
routes normal to trade from the US to the Communist bloc, make 
them potential transshipment points. Later inclusion of Latin 
America, currently excluded from the R group, is under considera- 
we . (See peee 4, January 23, 1950 issue of Current Economic 
evelopments. : 


Wester emispher cepte Countries in the Western : 
Hemisphere are excepted from this procedure for the time being , 
for several reasons. In the first place, there is little normal 
ocean traffic from the US to the rest of the world via these 


destinations 


DECLASSIFIED FOR PUBLIC GN 
ATION IN FOREIGN 
RELATIONS OF THE UNITED STATES 








SECRET 
-3- 


destinations. Additionally, the american Republics are very 
close to the US economically. The US government is better 
informed about commercial activity in the American Republics 
than in other areas of the world; and US business has many 
more contacts in that area than elsewhere, thus providing 
channels for trade information. Also, US trade interests have 
a larger stake in these markets than in any other area, except 
Europe, and would be definitely inclined not to endanger that 
stake by permitting transshipment. 


Percentage of US Exports Affected by Extension An analysis 
of US exports to determine the maximum percentage of US export 
trade which will hereby be subjected to control, based on third 
quarter 1949 trade figures, indicates that no more than 5% of 
presently uncontrolled trade would be affected. During the 
third quarter, 21% of the total value of US exports was sub- 
jected to control. 
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US COUNTER-PROPCSALS The US counter-proposalsto the British 





ON STERLING OLL IMPORTS program for the substitution of ster- 
ling for dollar oil imported into the 
sterling area are expected to be presented to the British 
shortly. Interested agencies have agreed that the position 
developed by the Department should be submitted to the companies 
involved. They are being asked to select one of the two proposed 
alternatives for discussion with the British. 





British Proposals In February the British submitted the 
following as their proposals for the reduction of the large 
dollar drain on the sterling area caused by oil imports: 

1) Existing arrangements for the purchases of dollar crude oil 
supplies will not be disturbed during the period of ECA aid. 

2) The British will use up to 4 million tons of surplus sterling 
oil products to displace dollar oil imports into the sterling 
area annually during the period of ECA aid. This is 30% of the 
sterling area markets of US companies at the present time. 

3) The US companies may sell oil for sterling in the sterling 
area or in third countries either by becoming a British resident 
subject to British taxes and regulations or by participation in 


an 
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an incentive scheme which would relate increased purchases of 
sterling area goods and services to sales of oil for sterling 
in such a way that such sterling oil sales by US companies 
would not involve any dollar drain on the UK. 


US Counter Proposals As the British do not propose to 
disturb existing arrangements under which dollar crude oil is 
going to the sterling area, we are raising no question on this 
point. We feel it is reasonable, as the British suggest, that 
US companies exert their best efforts to reduce the dollar cost 
of the crude oil. 





With respect to the displacement of dollar by sterling oil 
products, we propose that the US companies recommend the adoption 
of one of the two following alternative positions. The first 
alternative is that US companies may compete to supply for ster- 
ling all or any part of the 4 million tons of dollar oil to be 
displaced in the sterling area, and any part of the 3 million 
ton dollar oil market which sterling oil has already displaced 
outside of the sterling area, as well as to compete in any 
other non-sterling area market where the UK is willing to have 
greater quantities of oil sold for sterling than are now being 
sold or would be required to meet normal increases in the 
market for oil now being sold for sterling. For quantities of 
oil that the US companies may supply they should receive the 
average dollar cost of sterling oil converted to dollars 
(estimated at 30%) and the remainder of inconvertible sterling. 
The sterling which is not convertible under this proposal would 
not be accumulated in buraensome amounts and is usable only for 
expenditures which qualify under the incentive scheme, which we 
feel should be liberalized as outlined below. 


The second alternative for company consideration and possi- 
ble recommendation to the UK is that the US accepts the British 
proposal to displace 4 million tons of dollar oil imports with 
surplus sterling oil provided the UK agrees that the maximum 
displacement of any year is to be 4 million tons; US marketing 
companies operating in the sterling area would be permitted to 
acquire for sterling an amount of surplus sterling oil for sale 
to their sterling area markets equivalent to the amount by which 
their purchases of dollar oil have been displaced; and the in- 
centive scheme is liberalized. The sale of incentive scheme oil 
should be permitted either in third markets or in the sterling 
area. If the latter, the UK should relax restrictions on con- 
Sumption to permit such sales to be made. 


In 
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In case a US company wishes to qualify for British company 
treatment, it should not be required to conduct the operations 
from which its products flow mainly in the sterling area. Such 
a company should have the right to sell oil for sterling on 
the same basis as British-controlled companies and to transfer 
to dollars reasonable profits from its operations. When such 
a company has met other requirements and has reduced the dollar 
cost of its operations to the average dollar cost of British- 
controlled companies, it should be considered to have fulfilled 
the requirements for British company treatment. 


The incentive scheme proposed by the British is acceptable 
provided the British agree to the following interpretations 
regarding its operation. All additional expenditures made by 
any US company on sterling area goods and services for use out- 
side of the sterling area, or for use within the sterling area 
if such expenditures would not. have been made except to qualify 
for sterling oil sales under the incentive scheme, should 
qualify in determining the value of sales which the company is 
permitted to make for sterling. The base period from which 
additional expenditures are calculated should take into account 
the additional expenditures which the company has already made 
in an effort to help solve the British dollar problem. US com- 
panies should be given the same facilities and opportunities 
as British companies to purchase goods and services in the 
sterling area. 


CONFIDENTIAL 


* * * 


RESTRICTED 


ECOSOC CONCLUDES The recently concluded tenth session of the 
TENTH SESSION Economic and Social Council was marked by a 

lack of the bitter debate and recrimination 
of previous sessions, due to Soviet, Polish and Czech with- 
drawal from deliberations of the session the opening day when 
a Soviet move to expell the Chinese Nationalist delegate was 
defeated. Santa Cruz of Chile was elected President of the 
Council and Mudaliar of India and Dehousse of Belgium, first 
and second vice presidents respectively. 


Major Substantive Items The report of the experts on 
national and international measures for full employment was 


well received by the delegates and will be studied for further 
discussion at the next Council meeting. The report made 





recommendations 
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recommendations for both domestic and international measures 
which are far-reaching and some of which represent a new approach 
to the problem. & resolution was adopted commending the rerort 
to member governments. 


Economic development of underdeveloped areas was a major 
Subject of interest. Discussion in this regard brought out 
the progress that is being made in connection with the UN tech- 
nical assistance program and the need for an increase in the 
international flow of capital was discussed. The US representa- 
tives pointed out that about $600 million in private capital 
had been invested in underdeveloped areas by US nationals in 
1949 and that the bulk of International Bank and Eximbank loans 
also went to those areas which are least developed. A resolution 
was adopted commending the various studies on this subject pro- 
duced by the Secretary General which pointed out that many coun- 
tries could do more to tap their own capital resources to finance 
their development. The Sub-commission on Economic Development 
was instructed to devote full time to the problem of financing 
economic development with particular attention to the formula- 
tion of practical recommendations which should be made available 
for the next full meeting of the Council. The specialized agen- 
cies are also to be consulted in the preparation of this materi°] 
for the next Council meeting. 


In connection with the plans for the holding of a Technical 
Assistance Conference at which pledges would be made to the UN 
special account to finance the technical assistance activities 
of the UN and the specialized agencies, an informal discussion 
was held during the Council session to determine in a preliminary 
way the plans of the major donor countries. This discussion 
showed clearly that other countries dic not want to participate 
until the US legislation has been adopted by Congress. It was 
accordingly agreed that the conference should not be convened 
until May. 


Charges by the American Federation of Labor regarding slave 
labor in the USSR were thoroughly aired but a proposal to conduct 
ea survey of forced labor and measures for its abolition was 
shelved until the twelfth Council session. There was consider- 
able reluctance, particulerly among the colonial powers, to set 
up an investigatory commission at this time on the grounds that 
such a body would be unable to get any real data from the 
Russians and would merely present e one-sided picture of the more 
unpleasant aspects of labor conditions in non-Soviet areas, 
providing the USSR with grist for its propaganda mill. 


Approval 
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Approval was given the US-sponsored resolution requesting 
the Human Rights Commission to include adequate provisions for 
Freedom of Information in the draft International Covenant on 
Human Rights. A resolution was also adopted requesting the 
General Assembly to complete its consideration of the Protocol 
of Freedom of Information at its next session. 


Miscellaneous The Council referred to ILO for such action 
as it may consider necessary proposals on the question of dis- 
criminatory measures against workers on grounds of race or 
color and a resolution on the reduction of working hours. Appli- 
cations of the Republic of Korea, Indonesia and the Hashemite 
Kingdom of Jordan, none of which are members of UN, for member- 
ship in UNESCO were approved. Deferred for future consideration 
were the items on the establishment of the Economic Commission 
for the Middle East, the report of the Transport and Communica- 
tions Commission in the Middle East, the election of three men- 
bers of the Economic Board for Palestine, and a procedure for a 
study of world oil resources. In regard to the proposed study 
of the economic situation of Africa it was decided to request 
the Secretary General to include in his world economic report 
a special section relating to economic conditions in that 
continent. 


RESTRICTED 
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JAPAN'S ECONOMIC Impressive economic advances were made by 
OUTLOOK IMPROVES Japan last year and prospects for continued 

improvement in 1950 are excellent, according 
to a report of the Economic and Scientific Section of SCAP. 
Economic policy in 1950 will be directed along the major lines 
pursued last year, with chief reliance for internal economic 
stabilization being placed upon fiscal policy and every effort 
being undertaken to promote exports. 


Economic Progress in 1949 Last year the inflationary move- 
ment which had characterized the Japanese economy in preceding 
years was effectively halted, with price movements and wage 
rates genuinely stabilized the latter half of the year. In 
addition, for the first time since the early 1930's the Japanese 
government was able to secure a balance in its consolidated 
budgetary accounts, effectively reversing the upward movement of 
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national debt and note issue. This was com™lemented by equally 
heartening progress in the foreign commerce sphere highlighted 
by the adoption of a foreign exchange rate, a remarkable rise 

in Japanese exports, an important shift in the pattern of trade 
to more normal peacetime sources of supply and sales outlets, 

as well as the virtual freeing of foreign trade from SCAP con- 
trols and supervision. At the close of 1949, the report states, 
the Japanese economy can be accurately described as having 
bridged the gap from the abnormal immediate postwar period, 
characterized by close SCAP supervision and by extensive govern- 
ment controls, to a situation in which SCAP exercises a minimum 
of surveillance and policy direction and where the largest nun- 
ber of Japanese government controls through such techniques as 
allocations, price controls, rationing, etc., have been pre-. 
dominantly eliminated. The Japanese government, of course, con- 
tinues to maintain controls over Japan's scarce foreign exchange 
resources as well as over those few continuing critical supply 
items, such as food and cotton textiles, until improved supply 
will permit those controls to be abandoned. 


The rapid price advance in the preceding years was reversed 
in May 1949 and the consumer price index had declined by the end 
of the year by some 8%. Economic stabilization was aided by the 
excellent harvest, and supply has been sufficient to prevent the 
bidding up of black market prices of food in an effort to supple- 
ment rations. There was also a marked stabilization of wages 
which rose only some 9% from January through November, compared 
with the tripling of nominal wages in 1948. This in large 
measure was the result of the application of indirect wage con- 
trols embodied in the so-called "three principles program" of 
no price increases, government subsidy, nor deficit financing 
for wage increases. 


Realization of a balanced budget for 1949-50 was made pos- 
sible through systematic reduction of subsidies and the termina- 
tion of the earlier Japanese practice of easy governmental 
financing of industry. Considerable improvement was effected 
in 1949 in the reformation of the tax administrative system and 
a comprehensive re-examination was made of the entire tax struc- 
ture. Tax collection agencies marked a new high of efficiency 
while enforcement also achieved new records. There was a general 
tightening up of availability of bank credit which, while en- 
barassing those business firms which were over-extended and non- 
profitable, provided a most useful function in restoring a credit 
System based upon realistic business prospects and focusing the 
credit resources of the economy on constructive projects. Serv- 
ing to offset the stringency of business funds resulting from 
tightening of government-financed bank loans were the loan activi- 
ties made available from the counterpart funds derived from the 
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sale of goods provided to Japan through American aid. Predic- 
tions of mass unemployment deriving from implementation of the 
Stabilization program failed to materialize. Unemployment 
remained below the 2% level with increased industrial activity 
and foreign trade somewhat offsetting the slack resulting from 
rationalization of employment. 


Industrial activity exceeded the totals for 1948 by approxi- 
mately 25% and in December reached the level of the 1932-36 pre- 
war period. All major fields of industry participated in this 
recovery. 


The year 1949 was a turning point in the general pattern 
of industrial prices. As in consumer prices, the sharp upward 
Spiral of previous years was halted and the price trend substan- 
tially stabilized. Higher production rates resulted in lower 
unit costs and resultant stabilization made possible the lifting 
of price controls over many commodities. As prices levelled 
off and rationalization of industries progressed, import price 
subsidies were reduced or eliminated. Subsidy funds included 
in the budget for the Japanese 1950-51 fiscal year are only half 
those for 1949-50. 


Significant progress in foreign trade was also made last 
year. Exports started to move at an accelerated pace as a re- 
sult of trade agreements signed with Argentina, Brazil, Chile, 
Mexico, Peru, Uruguay, Venezuela, Colombia, western Germany, 
and Sweden. Trade agreements were renegotiated with nine other 
nations, the most important of which was the sterling area agree- 
ment, which stipulates a two-way trade totalling $400 million. 
Important strides were made in negotiating, under these agree- 
ments, for purchase of foodstuffs, textile fibers and raw 
materials which heretofore had been purchased with American 
appropriated funds. Despite the world-wide dip in foreign trade 
that occurred in the first half of the year and the further dis- 
ruption occasioned by the widespread currency devaluations of 
last fall, Japan's commodity exports at $500 million marked ea 
gain of 93% over the $258 million total of 1948. On the import 
side, the total of $875 million in 1949 was 28% higher than the 
1948 level of $683 million. The commodity export deficit de- 
clined from $425 million in 1948 to $375 million for 1949. In 
addition there was an increase in invisible exports which exceeded 
$50 million in 1949, almost doubling the record for the previous 
year and reducing the net trade deficit to $325 million. Goods 
shipped during 1949 under the sterling arrangement were valued 
at more than four times shipments to the same countries in 1948, 
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with a resulting export surplus of $125 million. Exports to 

the dollar area increased 49%, although the export deficit with 
these countries (the US, Canada and the Philippines) was $100 
million higher than the previous year. The export deficit with 
all other countries fell from $36 million in 1948 to $14 million 
in 1949. Exports to the US were larger than exports to any other 
single country, amounting to $70 million and the US continued to 
be the chief source of supply to Japanese imports, providing 

66% of all commodities, with food being the most important con- 
modity. Imports from Asia rose over 50% and reached a total of 
about $150 million. 


In the sphere of labor the most significant development 
was the failure of the Communist group to succeed in its effort 
to utilize the labor movement as an instrument for gaining 
greater political power and the definite alignment of labor with 
anti-Communist forces both on the homefront and internationally. 


Plans for 1950 The objective in the economic field, accord- 
ing to the report, will be to continue the aggressive promotion 
of economic recovery to attain a condition of Japanese self- 
support at a level adequate to maintain a peaceful and democratic 
society, freeing the US from obligations of further aid appropria- 
tions at the earliest d-te. Essentially economic policy will be 
directed along the major lines pursued last year, with continued 
emphasis placed on consolidating economic stability to achieve 
further gains in domestic production and accelerating exports. 
Prospects for continuing domestic economic improvement appear 
good, with the foreign trade outlook promising improvement over 
levels enjoyed in 1949. 


This year will see even more transference of SCAP responsi- 
bilities to the Japanese ministries. Emphasis will be placed 
also upon decontrol of existing regulations impinging upon 
various segments of Japanese enterprise. By the end of 1950 
it is believed that almost all of the "abnormal" controls which 
were dictated by the extraordinary post-surrender economic con- 
ditions will be relinquished. The 1950-51 budget marks a con- 
siderable shift from the disinflationary budget of the preceding 
year. It anticipates a national income higher by 10% with con- 
sequent ability to relax the austerity which characterized the 
previous budget. Considerably improved provisions are made for 
programs of education, health and public works even though tax 
reduction is in prospect. Reduction of subsidies will compel 
greater efforts at rationalization and heightened efficiency. 
Nevertheless it is anticipated that industrial levels will reach 


new 
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new highs in 1950. The counterpart fund will constitute a 
considerably more positive element in the business picture even 
though it will continue to be used primarily as a stabilization 
fund. For the first time funds will be made available from 
this fund for housing loans. Larger loans will be available 
for private industry, with the electric power and shipbuilding 
industries major recipients. 


Reliance upon fiscal policy as the main vehicle for con- 
tinuing economic stability will be more in evidence than was 
the case in 1949, although selective price controls will still 
be in evidence and the three-point principle governing wage move- 
ments will still be in force. Emphasis will increasingly be on 
the prosecution of stabilization through the exercise of more 
general monetary and fiscal controls with progressive relaxation 
of specific controls over commodities. The steady and percepti- 
ble improvement in the standard of living is expected to continue 
as overall production rises and as more food and clothing become 
available. 


The chief emphasis in foreign trade will continue to be 
expansion of procurerent of essential industrial raw materials 
and food from those .reas that offer markets for sale of Japanese 
manufactured products. Current indications are that continuing 
strides will be made in the restoration of complementary economic 
relations between Japan and the neighboring Asiatic areas despite 
the adverse developments in China. Increased availability of 
Japanese shipping promises a reduction in the drain of Japanese 
forcign exchange for shipping costs. 


While industrial rationalization will continue to be 
stressed, it is not anticipated that there will be any signifi- 
cant labor dislocation or mass wnemployment among industrial 
workers but rather increased industrial levels will prompt a 
somewhat higher total employment level. 
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THE PROBLEM OF A problem of great concern to the Department 
THE DOLLAR GAP and the Administration at present is the trade 
imbalance between the US and the rest of the 
world--the so-called dollar gap. In essence, the question is: 
As the European Recovery Program is reduced and after its termi- 
nation in 1952, how can Europe and other areas of the world 
obtain the doliars necessary to pay for a high level of US ex- 
ports, which is essential both to their own basic needs and to 
the well-being of the US economy. We are now exporting about 
$14.5 billions of goods and services. We are importing only 
$9.5 billions of goods and services. The difference of abovt 
$5 billions is being paid for by foreign assistance. In short, 
about one-third of our exports is being financed by grants. 


At the end of ERP, European production will have been 
largely restored and substantial recovery achieved. This will 
be a tremendous accomplishment. But the problem of payment for 
4American goods and services will remain; the countries of the 
free world will still require from us a volume of exports which 
they will not be able to pay for if their exports to the US 
remain at present levels. Unless vigorous steps are taken, the 
reduction and eventual termination of extraordinary foreign 
assistance in accordance with present plans will create economic 
problems at home and abroad of increasing severity. If this is 
allowed to happen, US exports, including the key commodities on 
which our most efficient agricultural and manufacturing indus- 
tries are heavily dependent, will be sharply reduced, with 
serious repercussions on our domestic economy. European coun- 
tries, and friendly areas in the Far East and elsewhere, will 
be unable to obtain basic necessities which we now supply, to 
an extent which might well threaten their political stability. 


Two economie facts of international significance have emerged 
during the postwar period which stand out above all others. One 
is the tremenduous increase of production in the US. The other 
is the heavy dependence of the rest of the world on this produc- 
tion. At the same time, the financial obligations due the US 
from other countries have increased, their sourees of invisible 
income have diminished; their resources of gold and foreign 
exchange have been reduced; and the prewar pattern of trade has 
been greatly altered. We have been able to maintain the flow 
of our products to meet minimum foreign needs only in part through 
the normal economic processes of international trade, public and 
private investment, gold purchases and the like. As mentioned 
above, about one-third of total foreign requirements has been 
Sustained by huge grants of extraordinary foreign assistance, in 
amounts surpassing the total of our annual exports before the war. 


Our 
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Our international accounts will always and inevitably 
reach a balance. This might come about in the future by the 
drastic reduction of US exports of goods and services as a 
consequence of the rapid tapering off of extraordinary financial 
assistance. This would mean acceptance by this country of a 
low level of international trade in goods and services, with 
adverse effects on our domestic and foreign policy objectives. 
Domestic and foreign production would be reduced; American 
exports and foreign imports would fall and becsme subject to 
increasing restrictions designed to safeguard foreign monetary 
reserves; sources and markets would be governed less and less 
by competition; standards of living would drop; and employment 
abroad and at home, especially in the export industries, would 
suffer. 


After ERP it appears that with few exceptions most coun- 
tries will be able to produce enough goods and services to 
maintain their economies at politically tolerable levels of 
living provided they can trade a portion of what they produce 
for the things which they must have from other countries. This 
latter condition, which represents the heart of the world's trade 
and payments problem, can only be realized if there is adequate 
supply of dollars in the hands of foreign countries, preferably 
made available in normal channels of US imports and productive 
foreign investments. 


The degree to which we maintain a high level of exports 
will depend chiefly on three elements in the balance of payments: 
a) the volume of imports of goods and services into the US; 

b) the extent of extraordinary foreign assistance which is pro- 
vided; and c) the flow of public and private foreign investment. 


While the use of extraordinary financial assistance is 
closely related to the achievement of political and security 
objectives, it is clear that ultimately we must find ways and 
means whereby exports can be maintained on an economic and self- 
Sustaining basis without extraordinary financial assistance. 
Slashing such expenditures too sharply would imperil the progress 
already made, and it would be unrealistic to assume that all 
extraordinary foreign assistance can completely disappear within 
a few years as there will inevitably continue to exist special 
areas and situations where independent survival may depend upon 
support from us. We should be ready to use foreign assistance 
whenever it can significantly serve our political and security 
objectives when other means cannot accomplish these objectives. 


But 
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But the need for extraordinary assistance will be lessened if 
our economic programs are successful in expanding world trade. 
On the other hand, a low level of US foreign trade and invest- 
ments would put additional strains upon foreign countries which 
would be so dangerous to our political and security interests 
as to necessitate additional foreign assistance programs. If 
US foreign trade and investments were to rise to substantially 
new levels, the needs of other countries for special assistance 
would undoubtedly be reduced. 


Public and private investment can scarcely be expected to 
make up for the probable reduction in extraordinary financial 
assistance. Private investment cannot be revived to the neces- 
sary scale rapidly enough, even though substantial progress 
may be made in removing existing obstacles to investment. Loans 
from public funds, although they may be expected to continue on 
a substantial scale, must be related to soundly conceived pro- 
jects and kept within the capacity of foreign countries to 
service. 


&n increase in US imports of gold would be undesirable 
because foreign gold and dollar reserves are at dangerously 
low levels, and should be rebuilt through the addition of some 
portion of the world's new gold production. 


If exports are to be maintained and there is to be curtail- 
ment in extraordinary assistance, the main burden of adjustment 
in our balance of payments must be accomplished by an increase 
in our imports of goods and services. This will require pursuit 
by the US and other countries of a program of concerted measures 
over a wide range of economic activities. It will, above all, 
require a change in our traditional attitude toward imports, 
and a willingness to place the economic interests of the nation 
as a whole, plus its international political and security inter- 
ests, above the special interests of particular groups which 
may have to face increased competition from abroad. 


The handling of this problem, it can be seen from the 


above, is a matter for the Administration as a whole and the 
eutire problem is now before the President. 


COMMERCIAL | 
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COMMERCIAL TREATY Substantial progress in the US commercial 
PROGRAM REVIEWED treaty program has been made during the past 
several months, both with respect to ad- 
vancement in specific bilateral negotiations and to development 
of a broader general understanding of the functions of the 
treaties. Clarification of policy with respect to the Point 
Four program and the signing of the treaties with Ireland and 
Uruguay (see page 5, January 23, 1950 issue of Current Economic 
Developments) have tended to focus attention on the role of 
these treaties in promoting the investment of private capital 
in foreign countries and thus in furthering one of the major 
objectives of Point Four. Concurrently, there has been growing 
appreciation of the value of those provisions in commercial 
treaties which provide assurances respecting fundamental personal 
rights and of the way in which such provisions contribute to 
the development of a favorable climate for investment. Private 
business interests are particularly aware of the importance of 
assurances of this kind and of their direct relation to actual 
business operations abroad. 





The main negotiating problem continues to be the reluctance 
of many foreign countries to grant national treatment for a 
wide variety of economic activities. (See page 1, November 7, 
1949 issue of Current Economic Developments.) Questions involv- 
ing expropriations and exchange control have also continued to 
present a substantial degree of negotiating difficulty. 


Possible Implication of French Attitude The lack of tangi- 
ble progress in negotiations with France, which were started 


in April 1948 and suspended in November of that year, may be 
creating a situation with serious implications for the future 
development of the treaty program. Although a formula was 
worked out during the September 1949 visit of Foreign Minister 
Schuman for solution of the national treatment issue, which had 
brought about the impasse in negotiations, the French government 
has made no constructive efforts since that time to revive 
negotiations. Since other European countries are known to be 
cognizant of the nature of the issues involved in the negotia- 
tions with France, they may become inclined to shape their own 
policies accordingly, especially in view of current efforts to 
coordinate national economic policies through the OEEC mechanism. 
Any such result, however, would be at variance with the objec- 
tives of ECA as well as of the Department, since ECA is known 

to consider that FCN treaties contribute materially to the long- 
range economic objectives of the European Recovery Program and 
has instructed its missions to support the treaty program in 
all ECA countries. 


Further 
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Further Belay in Benelux Negotiations The commencement 
of negotiations with the Benelux countries has been subject to 
further delay. Hitherto the Netherlands maintained a favorable 
disposition toward the treaty, and expressed readiness to enter 
into negotiations as soon as its Benelux partners were prepared. 
Belgium has ascribed its own failure to complete preparations. 
to the absorption of a relatively small Foreign Office staff 
in more pressing matters, rather than to substantive objections 
to the treaty. Recently, however, the Dutch have indicated 
that they are not now in a position to enter into negotiations. 
It appears that serious differences of opinion among various 
agencies of that government as to substantive features of the 
draft have emerged; also, the Netherlands has seemed inclined 
to delay negotiations until after the US has concluded similar 
treaties with other important commercial or industrial countries, 
possibly because of doubts that the US intends to push the 
treaty program. Recently, however, the ECA Mission at The Hague, 
together with the Embassy, impressed upon the Netherlands Foreign 
Office the relationship between the treaty and the long-range 
economic objectives of the European Recovery Program. The 
Foreign Office indicated that it would endeavor to have the 
differences within the Netherlands government as to the treaty 
resolved in order that the negotiations might be expedited. 


BEST Copy AVAILABLE 





Additional European Negotiations In addition to the nego- 
tiations with Ireland, which culminated in signature of a treaty 
January 21, 1950, and the negotiations with France and the Bene- 
lux. as mentioned above, commercial treaty projects with several 
other European countries are under way. The UK has indicated 
that it is now studying the draft treaty which we submitted last 
month, ana while the British are anxious to conclude such a 
treaty with us, they probably can not enter into active negotia- 
tions before the end of 1950 because of the press of other 
matters. In response to an informal approach which we made 
last May, the Spanish government has now indicated that it is 
interested in undertaking treaty negotiations and is preparing 
a counter proposal to our basic draft. Denmark is studying a 
draft treaty which we presented in January, and the Foreign 
Office is understood to be interested in beginning negotiations 
quite soon. A draft treaty was presented to the Portuguese 
government this month. Recently the Swedish Embassy expressed 
interest in a commercial treaty but suggested that negotiations 
be preceded by a formal exchange of notes stating the intention 
of the two governments to negotiate such a treaty. It appears, 
however, that Sweden has been more interested in the exchange 
of notes than in the treaty, attaching political importance to 
the proposed notes, particularly as a means of counteracting 
domestic anxiety over Sweden's growing isolation from the west. 
Accordingly, commitments as to the exchange of notes have been 


avoided, 
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avoided, but a draft treaty has been prepared for purposes of 
technical study by Sweden with a view to eventual negotiation. 
Greece is believed to be favorably disposed toward the US basic 
draft but is concerned about extending the substantial establish- 
ment rights provided for in the treaty to other countries, par- 
ticularly Italy, under existing most-favored-nation commitments. 
The Italian government recently expressed a desire to accelerate 
the flow of private US capital to Italy and proposed the negotia- 
tion of an agreement designed to broaden the guarantees for US 
investments in Italy, particularly with regard to the withdrawal 
of earnings. A draft of an agreement supplementing the commercial 
treaty of 1948 and containing the more significant developments 
in standard treaty provisions that have been developed over the 
past two years is now under consideration as a basis for possible 
negotiations with Italy. 


Latin American Interest Since signature of the Uruguayan 
treaty in November 1949, drafts have been prepared for negotiation 
with Argentina and Ecuador, preliminary meetings have been held 
With Brazil and Colombia, and an informal approach regarding pos- 
sible negotiations has been made to Paraguay. <A standard draft 
treaty given the Chileans some months ago is understood to be cur- 
rently under study by. that government. A number of Chilean offi- 
cials, however, continue to hold certain misconceptions regarding 
the nature and objectives of the draft. In an effort to clear 
this up, we have submitted a memorandum designed to remove the 
basis for these misconceptions. 


Negotiations with Other Countries The new Australian Minis- 
ter for External Affairs recently expressed interest in resuming 
the treaty negotiations which were suspended in September 1948 
and welcomed our suggestion that a revised draft be substituted 
for the draft presented in early 1947. It is believed that the 
Philippine government may also be interested in resuming treaty 
negotiations on the basis of an up-to-date standard draft. Recent 
ly there have been indications of greater Egyptian interest in the 
draft which that country now has under study, apparently because 
of its possible relation to Point Four legislation; and there now 
appears to be greater likelihood that the Egyptian governmerit may 
be persuaded to enter into negotiations on the basis of the 
draft commercial treaty rather than the Egyptian draft establish- 
ment convention. A copy of the standard draft mace available m ar 
informal basis to an officer of the Israeli Embassy is believed 


to be 
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to be under study by that government, although it has not indi- 
cated its attitude toward undertaking a formal treaty project. 
Since Israel appears to be developing a relatively favorable 
attitude toward foreign investment, however, it may be possible 
to place the project on a formal basis. Signature of the treaty 
with Lebanon, which is before the Lebanese Cabinet for study 

and final approval, is expected in the near future. In view of 
unsettled political conditions in Syria, no further action has 
been taken with respect to the Syrian treaty project. 


* * * 


GERMAN MEMBERSHIP APPROVED IN The International Wheat Council 
INTERNATIONAL WHEAT AGREEMENT voted this week to accept Germany's 
application for membership in the 
International Wheat Agreement, but postponed consideration of 
Japan's application until a later meeting of the Council to be 
held before July 31. Strong efforts by the US to secure uncon- 
ditional joint action for both countries were unsuccessful, al- 
though 16 countries out of 24 casting votes favored joint conside= 
tion. (See page 10, January 23, 1950 issue of Current Economic 


Developments.) 


Although Germany was accepted officially and formally as 
a member without condition, such admission was possible only 
because UK insistence that its procurement of non-dollar wheat 
not be jeopardized was satisfied by Germany's depositing a letter 
with the Council declaring its intention not to purchase more 
non-dollar wheat than the amount added to non-dollar exporter 
quotas as a result of German accession. The Australian delega- 
tion voted against the motion, referring to the letter deposited 
with the Council as discriminatory against Australia. The 
British delegate took the position that, while the letter enabled 
the UK to vote for Germany, he understood the letter was in no 
way binding on the Council. 





The British introduced a motion for Japanese accession which 
included a condition limiting Japanese imports from Australia to 
the quantity by which Australia's quota would be increased as 
the result of accession of Japan. The US-proposed amendment to 
strike this condition was vetoed by the UK. There-upon Australia 
proposed an amendment to defer action on Japan's application 
until a later session of the Council. This was unanimously 
adopted and the original motion withdrawn by the UK. 


Before 
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Before the Council meeting, discussions were held between 
US and Canadian officials to settle the question of Canada's 
share of the increased amount of wheat that would be sold under 
the agreement in the event of German and Japanese accession. 
It was agreed that, of the 100 million additional bushels ex- 
pected to be sold annually under the agreement if both countries 
became members, Canada's share would be nothing for the current 
crop year, and 12 million bushels, 24 million and 27 million 
respectively for the next three years. When only Germany's 
membership was approved, which involved two-thirds of the quan- 
tity which had been considered for both countries, it was agreed 
that Canada's quota would be 0;8;16;18 million bushels. Australia 
share, which would have been 0;5:5;5 if both countries had acceded. 
will be two-thirds of that or 0;3-1/3;3-1/3;3-1/3 million bushels. 


France demanded a quota of 477,000 bushels each year from 
the increased quantity that wouid be sold by admission of Germany. 
Although the French objected to the exporters majority report 
which showed no quota for France the first year, they agreed to 
accept this report subject t: ‘‘rther negotiation between the 
US and France concerning the possible concession of some quan- 
tity to France in the present year. 


Status of Wheat Agreement Membership The International 
Wheat Agreement which was negotiated in March 1949 now has 38 
participants and applications of two additional countries for 
membership have been approved. Thirty-seven of the original 
41 signatory countries ratified the agreement before the time 
limit expired February-28. Under a provision of the agreement 
permitting nations which did not sign the original agreement to 
become members by accession after acceptance of their applica- 
tion by the International Wheat Council and deposit of an instru- 
ment of acceptance, Haiti acceded to the agreement, and the 
applications of Costa Rica and Germany have been approved. 

Costa Rica has until March 28 and Germany until April 30 for 
filing formal acceptance. Uruguay is the only one -of the origi- 
nal five exporting countries--Australia, Canada, France, Uruguay, 
and the US--which has not ratified the agreement. The importing 
countries of China, Colombia and Liberia have not ratified. 

With the accession of Haiti, there are 34 importing countries 
participating in the agreement: Austria, Belgium, Bolivia, 
Brazil, Ceylon, Cuba, Denmark, Dominican Republic, Ecuador, 
Egypt, El Salvador, Greece, Guatemala, Haiti, India, Ireland, 





Israel, 
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Israel, Italy, Lebanon, Mexico, Netherlands, New Zealand, 
Nicaragua, Norway, Panama, Peru, the Philippines, Portugal, 
Saudi Arabia, Sweden, Switzerland, Union of South Africa, UK, 
and Venezuela. 


The Wheat Agreement as negotiated provided for the sale 
of 456,283,389 bushels of wheat annually for each of four years 
beginning with the 1949 crop year. The ceiling price was set 
at 91.80 a bushel, with the floor price starting at $1.50 a 
bushel and dropping by 10 cents each year. 


* x cd 


SPECIAL IA-ECOSOC An extraordinary session of the Inter- 
SESSION GONVENES  &merican Economic and Social Council 
(IA-ECOSOC) opens in Washington March 20. 

The US hopes that this session will replace the proposed Inter- 
&merican Economic Conference which was scheduled to be held in 
Buenos Aires in 1949 but was postponed because of lack of pre- 
paration, and because no definitive agenda had been approved. 

The IA-ECOSOC session was called among other things to reach a 
decision as to whether or not such an economic conference should 
be called and, if it is, to consider the preparatory work which 
would have to be done. If the issue does arise the US will 
neither urge that the Buenos Aires conference be held, postponed 
or cancelled; if another delegation urges postponement or can- 
cellation, we will support such action; but if the majority 
agree to holding the conference we will not object. We have 
never been anxious to hold such a meeting, chiefly because it 

is felt that all or most of the other American Republics would 
make demands for US assistance and concessions which we are 

not in a position to grant. While this fear has been dissipated 
somewhat over the past several months, partly by the proposed 
Point Four program, we are still not enthusiastic but have de- 
cided not to take the initiative in urging postponement or can- 
cellation. If something concrete comes out of the ILA-ECOSOC 
session, especially on planning for technical assistance it is 
possible other countries will drop their desire for an economic 
conference. Also to be considered at the current session are 

the reservations to the Economic Agreement of Bogota; a technical 
assistance program; and the economic effects of currency devalua- 
tion. The US delegation is headed by Assistant Secretary Miller. 


Preparatory Work for Inter-American Economic Conference 


Our delegation has been instructed to support the conclusion of 
a study by LA-ECOSOC not to creete an Inter-American Institute 
of Immigration. There are a number of international agencies 





active 


DECLASSIFIED FOR PUBLICATION IN FOREIGN 
RELATIONS OF THE UNITED STATES 





“ee 


SE a 





SECRET 
» Me 


active in the immigration field, and those countries interested 
in obtaining immigrants have already taken steps to do so. 
Furthermore, we believe it is the type of problem which can 
best be treated by individual countries. 


At the Bogota conference it was agreed to study the 
feasibility and desirability of creating an Inter-American 
Bank or an Inter-&merican Development Corporation or both. The 
Secretariat of IA-ECOSOC has made a study of the question and 
has come up with a report which implies that neither a Bank 
nor Corporation should be created. We believe the Secretariat's 
report should be accepted and, if it becomes necessary, our 
delegation is to express our firm opposition to the establish- 
ment of either organization. We will also oppose the creation 
of an Inter-American Institute of Commerce which is up for dis- 
cussion. Another resolution of the Bogota conference directed 
I&-ECOSOC to study measures to facilitate international trade 
by means of commercial credits so as to remove the obstacles 
now hindering such trade. The Secretariat report prepared in 
this regard, while not coming to direct conclusicns, indicates 
that the chief obstacles to the granting of more favorable 
credit terms in the financing of international trade is the 
unfavorable financial situation in many Latin American countries. 
We believe the countries could do much to help themselves by 
adjusting their exchange rates, changing their domestic fiscal 
and credit policies, and by adopting policies, practices and 
procedures which would permit Latin American importers to ful- 
full any obligations which their governments allow them to 
under take. 


& little more than a month prior to the meeting, the 
Secretariat distributed a document on Economic Conditions and 
Problems of Development in Latin America. We do not feel that 
sufficient time has elapsed for the governments to make a thorough 
study of the report nor have a number of the countries furnished 
the information requested in the basic questionnaire. For this 
reason we believe that discussion of the report should be post- 
poned. However, if the other delegations insist on substantive 
discussion, our delegation has been instructed to state that 
while the report contains much interesting and useful data and 
some very important and valuable analyses, there are also some 
extremely serious defects. 


Reservations to the Economic Agreement at Bogota Discus- 
sions at Bogota and subsequent difficulties over the draft 


protocol have pretty well convinced us that any attempt to 
deal 
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deal with these problems by a multilateral convention are 
impracticable and efforts in this direction should probably be 
abandoned, We hope the: a number of other countries will 
recch the same conclusion and that it will be unnecessary for 
us to take the initiative. 


Technical Assistai.ce It is hoped that discussions on 
technical assistance will produce a concrete agreement. It is 


important that whatever action is taken by IA-ECOSOC in this 
rerfard neither contradicts nor overlaps with the UN program 

or the US bilateral program. Any activity in this field under 
the auspices of IA-ECOSOC should be in the nature of projects 
having a common interest for wt entire area rather than for 
individual countries. While this is a generally accepted 
principle, some difficulty may arise from special pleas for a 
type of program which will be of interest only to individual 
countries. Basically, the IA-ECOSOC technical assistance pro- 
gram should be one of expanding and developing present activities 
of that organization and not entering into new fields of endeavor. 
The US delegation will stress collaboration with the UN and 
Specialized agencies. We consider it desirable that contribu- 
tions should be made by all governments participating in the 
program and accepting benefits thereunder and that such contri- 
butions should be on an equitable basis. None of the contribu- 
tions should be earmarked in terms of country, agency or project. 
A draft resolution and annex were prepared by the Committee on 
Technigal Assistance of the ILA-ECOSOC and will be the specific 
paper considered. The question of the US contribution is of 
course rather touchy, since authorizing legislation has not yet 
been passed by the Congress. 


Currency Devaluation The last item on the agenda deals 
with the economic effects of currency devaluations. It is 
hoped that a Secretariat report prepared on the effects of 
devaluation on Latin American exports will take care of the 
question. If the matter is brought up for discussion, we will 
not object to acceptance of the report as a factual statement 
and will urge that it be transmitted to the International 
Monetary Fund and the International Bank for information. If 
Substantive discussion is unavoidable, our delegation will make 
clear that we believe multiple exchange rate schemes or other 
types of devaluation are contrary, in general, to the interest 
of all concerned; also that the International Monetary Fund is 
the appropriate agency in which these matters should be considered 
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BRIGHTER PROSPECTS FOR NORTH The prospects for reaching an 
AMERICAN BROADCAST AGREEMENT acceptable agreement regulating 
standard band broadcasting in 
the North American region have improved considerably in the 
last month. US-Cuban differences, which led to the recessing 
of the third North American Regional Broadcasting Conference 
in December, now seem on their way to solution. (See page 9, . 
December 12, 1949 issue of Current Economic Developments. ) 
Mexico, which did not participate in the regional conference, 
has indicated that it will take part in the next session and 
apparently is agreeable to pre-conference talks with the US 
concerning certain broadcasting problems of mutual concern. 
Canada, Cuba and Mexico have requested deferment of the April l 
date for convening the second session of the conference until 
sometime around mid summer or early fall, which should allow 
ample time for further firming up of intra-regional relation- 
ships on standard band broadcasting. 





US-Cuban talks concerning our disagreement on the assign- 
ment of frequencies to standard band broadcasting have been 
under way in Habana since early February. Our differences at 
the Montreal meeting stemmed from Cuban insistance upon the use 
of certain channels which had previously been allocated to the 
US for service by our stations in many portions of the country. 
Substantial agreement has now been reached on a list of station 
assignments, which if formalized will be advanced by both Cuba 
and the US at the forthcoming conference. Meanwhile, they have 
been incorporated into a Memorandum of Agreement which the 
Cubans have been studying since March 8. We understand that 
rival factions are still wrangling over the proposed terms of 
the Memorandum and would like still further concessions from 
the US. In the unlikely event that the regional conference 
does not work out an acceptable agreement, the provisions of 
this proposed US-Cuban agreement would be incorporated into 
a treaty between the US and Cuba to remain in effect until a 
new regional agreement is concluded. 


The coming session will be the third try since 1946 to 
conclude an acceptable agreement to regulate the use: of radio 
channels in the standard band. (See nage 6, September 12, 1949 
issue of Current Economic Developments.) An interim agreement, 
effected in March 1941, expired in March a year ago. Since 
that date there has been no formal international regulation 
of standard band broadcasting in the North American region. 
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BRITISH COUNTERPROPOSAL ON While the British envisage full 
EUROPEAN PAYMENTS UNION UK membership in the proposed 

European Payments Union, their 
counterproposal provides a special position for sterling and 
reserves to the UK freedom to reimpose unilaterally discrimina- 
tory quantitative restrictions. Unless, °s we hope, the British 
modify their position we will be confronted with the problem 
of deciding whether it would be better to have the UK remain 
cutside the Payments Union and have separate Continental and 
Sterling systems connected only by a clearing arrangement, or 
to negotiate on the basis of the type of an arrangement pro- 
posed by the UK. 


Original EPU Proposals The establishment of a European 
Payments Union is regarded by the US as one of the most import- 
ant steps in the direction of European integration. It is de- 
signed to facilitate liberalization of trade and payments within 
the area and to bring about a greater measure of coordination 
of financial and monetary policies of member countries. Progress 
toward the first objective is to be attained by extension of 
credits by EPU and through the multilateralization of payments; 
progress toward the second is to be obtained both by administra- 
tive pressures exercised by the board of the Union, and by auto- 
matic external pressure resulting from the introduction of 
graduated gold settlements. In effect, the Union would be a 
clearing house of which all the central banks of the partici- 
pating countries would be members and through which they would 
be able to settle their accounts with each other. Each country's 
deficits with some of its neighbors would be offset against its 
surpluses with others so that only a single net settlement be- 
tween its central bank and the clearing house would be necessary. 
Financing of trade through the Payments Union would be done 
entirely on a multilateral basis. A country that is a debtor 
in its trade with other European countries, instead of receiving 
drawing rights consisting of fixed amounts of the currencies of 
each of its prospective creditors, as is done under the current 
payments plan, would have the right to draw upon the central 
clearing house for any European currency it needs to make pur- 
chases from its neighbors. A creditor country, instead of 
supplying drawing rights of fixed amounts of its own currency 
directly to various prospective debtor countries, would provide 
its own currency to the clearing house as needed up to a stated 
limit. ECA envisages that about $600 million of its funds will 
be granted as aid to the Payments Union instead of being allo- 
catei as direct grants to recipient countries. 


OEEC 
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OEEC was unable to make any progress on the scheme at its 
last Council meeting, chiefly because of British and Scandi- 
navian objections. (See page 1, February 6, 1950 issue of 
Current Economic Developments.) The British counterproposal 
is now under study by a limited number of OEEC participating 
countries. 





British Counterproposal While the EPU proposal conten- 
plates that all member currencies shall be freely and multilater- 
ally transferable for current transactions within the systen, 
the British plan would give sterling a special position. Their 
proposal provides that sterling would remain subject to UK ex- 
change controls and bilateral payments agreements, including 
agreements providing for indefinite accumulation of sterling. 
Moreover, sterling transactions would not be subject to compul- 
sory antomatic clearing through EPU, in the same manner as trans- 
actions ii other currencies although net sterling debits and 
credits would be cleared automatically through EPU in certain 
defined circumstances. The British propose that the UK would 
extend credit through the EPU but would not receive credit from 
it. To eliminate possible deficits in its balance of payments 
vis-a-vis the Continental countries, the UK would depend chiefly 
upon the reimposition of quantitative restrictions. Under the 
British proposel the administrative powers of the EPU management 
would be limited in order to minimize its influence on the | 
policies of member countries. Thus, the British proposal would 
shield the UK from pressure toward multilateralism and coordina- 
tion of financiel and monetary policies since their plan is de- 
signed to make practically certein avoidance of gold settlements 
by the UK and rejects the concept of external administrative 
influence on British policy. Willingness of the UK to cooperate 
in trade liberalization measures and in permitting a somewhat 
greater transferability of sterling would associate the UK with 
the trade and payments objectives of EPU to a limited extent. 
Notwithstanding their reservations, the British propose full 
membership of the UK in the Payments Union. 


Reasons for 3ritish Position The UK has resisted certain 
of the specific proposals in the suggested scheme on the grounds 


that they involve risks of substantial gold or dollar losses 
which, in turn, would harm sterling as an international currency. 
If sterling were to be placed on the same freely transferable 
basis within the system as the currencies of other members, the 
UK would be faced with two disagreeable alternatives. It would 
be compelled either to restrict the transfer of sterling to 
Europe from countries in the rest of the sterling area (and 
transferable-acco.nt countries outside the system) or else run 


the 
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the risk of losing gold. This is because of the existence of 
large accumulated sterling balances and the fact that the more 
widely sterling is transferable, the greater are the opportuni- 
ties for unauthorized transactions which directly or indirectly 
result in a loss of gold or dollars to the UK. Either of the 
alternatives would affect sterling adversely. Placing addi- 
tional restrictions on sterling at a time when other currencies 
are steadily progressing toward a convertibility would obviously 
weaken sterling's position as an international currency and make 
holding of sterling even less attractive than now. On the other 
hand, a loss of reserves to the point where the central gold 

and dollar pool was no longer adequate to meet the minimum dollar 
requirements of other sterling area countries would threaten the 
continued existence of the sterling area system. 


The British are unwilling to permit the UK economy to be 
subjected to any outside disciplines or pressures which would 
force equilibriating readjustments through shifts of resources 
involving possible temporary unemployment; hence the insistence 
on the UK's retention of freedom to reimpose import restrictions 
and the opposition to dollar settlements or other external in- 
fluence through EPU. The UK has been making a supreme effort 
to maintain maximum internal economic stability and to operate 
its economy up to or beyond the capacity of its physical and 
financiai resources, and as a result the economy is so rigid 
that it can easily be thrown off balance whenever it is sub- 
jected to external strains. 


The British also appear to be convinced that a great deal 
of the world's present economic ills is due to a basic imbalance 
between the dollar and the non-dollar worlds, and that, until. 
this is righted, heavy dependence will have to be placed on 
the protection of exchange controls and bilateralisn. 


On the political side the UK fears that a weakening of 
the sterling area, which might result from too free use of ster- 
ling on the Continent, would loosen Commonwealth ties. Moreover, 
it is probable that the UK wishes to retain -the prestige and 
freedom of action to which ‘t considers itself entitled as the 
center of the Commonwealth and which it might lose if it allowed 
itself to become too strongly identified as one of some 16 coun- 
tries in a Western European grouping. \ 


€ Nothing in the British proposals would neces- 
sarily inter fare with a fully functioning EPU for the Continent. 
However, it is probable that if Britain reserves the right to 
unilateral action in the resumption of quantitative restrictions, 


other 
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other countries may follow suit. An EPU in which all countries 
maintained the same independence of action as is implicit for 

the UK in the British proposals would be an improved clearing 
system, but little more. An EPU that would function fully on 
the Continent, and in the more limited way the British have pro- 
posed with respect to the UK, would result in two non-dollar 
trading regions--the sterling area and Western Europe--connected 
by a channel whose sluice gates would be controlled by the UK 
Tentative thinking in the Department is that we should be pre- 
pared to recognize the special position of sterling and admit 
safeguards to protect the UK against undue losses of gold which 
might result from free transferability of sterling in the system. 
For example, the EPU might guarantee the UK against gold losses 
up to a moderate specified amount and might place certain restric- 
tions on the use of old sterling balances. However, it appears 
we could not go much beyond those suggestions without having 

to make a fundamental modification in our present concept of 

the structure of the Payments Union. UK adherence to the EPU 

on the basis of the British proposals would not add significantly 
to the effectiveness of EPU in promoting European integration. 
On the other hand there is reluctance to take a step which might 
be interpreted as a split between the UK and the Continent. 


* *  * 


THE STERLING The existence of large sterling balances con- 
BALANCE PROBLEM stitutes a serious threat to the external finan- 

cial stability of the UK and to its progress 
toward greater currency convertibility and trade liberalization. 
This problem was discussed during the US-UK-Canadian discussions 
in September and is being explored in the continuing consulta- 


tions. A US position is still in the process of formulation. 





The major part of the present balances arose during the 
war when the UK developed an extremely unfavorable balance of 
payments as a result of its huge demands‘for goods and services 
at home and for the British forces stationed abroad. The coun- 
tries which were supplying the requirements of the UK built up 
sterling credits which they were unable to use for imports be- 
cause of the UK's increased internal and military demands on. . 
its own production. Although the sterling balance problem is 
thus largely a product of the war, some countries have increased 
their balances during the postwar period. These balances were 
estimated at over b3 billion as of June 30, 1949. Of this total, | 
approximately two-thirds was held by sterling area countries, 
chiefly India, Pakistan, Australia, the British colonies as a 
group, and Ireland. Egypt is the largest holder outside the 


sterling area. 
Although 
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Although in the Anglo-American Financial Agreement of 
1945 the UK committed itself to try to settle these balances 
as soon as possible, no final settlement of this problem has 
yet been reached. Instead the UK has made ad hoc arrangements 
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with the creditor countries governing the use of their balances. 


In some cases it has negotiated formal agreements blocking part 
of the balances and specifying the amounts to be released over 
a given period for current expenditures, as weil as the amount 


_ Which may be converted into dollars. In others, it has obtained 


"gentlemen's agreements" restricting the use of the balances. 


Disadvantages of Sterling Balances to the UK Under present 
arrangements, the sterling balances give rise to a serious drain 
on the resources of the UK. Utilization of the balances takes 
the form principally of unrequited exports (UK exports not cur- 
rently compensated by UK imports), and conversion into dollars 
through the sterling area dollar pool. This reduction of the 
balances adversely affects the British economy by: 1) adding to 
inflationary pressures in the UK by increasing the external de- 
mand for goods and services without making available any return 
flow of imports; 2) creating assured markets for British exports 
in the creditor countries and thus removing the incentive to 
reduce export prices or to seek dollar markets; 3) using man- 
power and material resources which might otherwise be available 
for dollar exports; and 4) encouraging higher dollar expenditures 
by creditor countries, thus capeeeng a direct drain on the 
dollar pool. 


Obstacles to Settlement The petedemee Financial 
Agreement envisioned a settlement of the balances held by ster- 


ling area countries along the lines of a three-way division: 

part to be released and made convertible at once, part to be 
similarly treated over a period of years, and part to be cancelled 
However, the situation has become more complicated during the 
succeeding years since some of the creditor countries hawe become 
accustomed to the liberal use of their balances. These countries 
regard the balances as legitimate assets acquired in return for 
full value and consider them a clear legal and moral obligation 
of the UK. They would therefore resent any action by the UK 
which might be considered as a reoudiation. 


The UK's policy on the use of. the balances has varied from 
country to country, depending on the circumstances of each case. 
Similarly, it appears that any settlement of the whole problem 
would have to take account of the iifferences in the attitudes 
and bargaining positions of the creditor countries and their 
ability, politically and economically, to make concessions. 
ideally, a settlement of the rroblem would involve, in one Way 
or another, the eliminatior or sterilization of all sterling 
balances in excess of the n -rr.l reserve and working require- 
ments of the holding countr 
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SOVIET TRADE NEGOTIATIONS Formal trade negotiations between 
WIT TERN EUROPE IN 1949 the Soviets and western European 

countries during 1949 resulted in 
a series of failures to negotiate trade agreements, believed 
in every instance to be soviet-caused. Study is being made of 
the significance of the development and the possible motives 
behind Soviet behavior in this connection. 


Pattern of Negotiations During 1949, the Soviets invited, 
or at least encouraged, the western European governments to send 
missions to the USSR to undertake trade negotiations. In the 
first stages of negotiations, the action-level officers found 
large areas of agreement, especially as to interest in various 
commodities. However, the Soviets often injected, even into 
initial conversations, their interest in acquiring commodities 
which they may suspect are on the lists of items the export of 
which is controlled for security reasons. In general, the nego- 
tiations then: draggedalong for weeks with few meetings. Time 
and again the Soviets would find a basic point of disagreement 
and remain adamant in refusing to compromise until the: foreign 
delegation departed from Moscow with no agreement. Some of the 
issues which ultimately caused the breakdown of negotiations 
with the various countries are as follows. 


The Soviets demanded that the Belgians accept a balanced 
or even an unbalanced trade agreement in favor of the USSR, 
with the Belgians purchasing considerably more grain than re- 
quired and furnishing quantities of tin. The USSR, on the 
other hand, would agree to furnisn only approximately” one-half 
of the manganese and one-fourth of the phosphate requested. 
When the French, because of their export controls, indicated. 
inability to furnish the tankers requested by the Soviets, the 
latter apparently insisted on "all or nothing." With the "Ital- 
ians, the breakoff point was the high price of Soviet wheat. 
The breakdown of negotiations with the Norwegians was caused by 
Soviet adamancy in retaining their favorable credit position. 
Except for grains contracts, no British talks were held in 
Moscow, probably because of past Soviet intransigence in imple- 
menting previously negotiated contracts. There have been rumors 
that certain negotiations broke down over Soviet insistence that 
agreements carry a clause requiring payment in hard currencies 
of any unused credit balances remaining at some specified date. 


Possible Factors When asking Embassy Moscow to comment on 
the general tendency on the part of the Soviets to stall in the 
negotiations, the Department indicated the Soviets might have 
been motivated by the following long-term factors. The Soviets 
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may be expected to continue to seek self-sufficiency in stra- 
tegic items within the Soviet sphere. To this end they will 
undoubtedly continue to market any so-called surplus items in 
exchange for items of greater strategic importance. To the ex- 
tent they are successful in attaining self-sufficiency, their 
purchases will tend to decline. On the other hand, a decline 
in Soviet demand is not expected so long as the west is able 

to maintain its leadership in technical development. Western 
export controls perhaps are now beginning to affect some of the 
goods which the Soviets desire to import. As export controls 
are broadened and become more effective, they may be expected 
to cut further into the volume of western trade with the Soviets. 
This factor, while less applicable to the satellites at this 
time, may be expected to be more pertinent in the future. 


In instructions to the Embassy the Department pointed out 
that possible short-term factors underlying Soviet tactics may 
be: Soviet postwar import requirements for reconstruction pur- 
poses may have been filled sufficiently to permit Soviet nego- 
tiators to revert to their traditional bargaining methods, by 
which they attempt to obtain advantage by interminable delays. 

In particular, there is evidence that the Soviets are delaying 

in an attempt to obtain higher prices for their exports and . 
lower prices for their imports. Soviet efforts in the foreign 
economic field are at present concentrated to a great degree 
toward the integration of the Soviet sphere, including notabiy 
Chinn. Since the number of competent Boviet personnel to carry 
on economic negotiations is limited, it may be that the recent 
meetings of Soviet sphere economic specialists in Moscow have 
been a factor in the delays in trade negotiations with the west. 
The western trade controls on strategic items may create obstacles 
to negotiations and delays caused by referral back to the respec- 
tive governments. : 


If the preceding short-term factors, which are relatively 
less significant, are in fact the predominant factors influenc- 
ing the Soviet tendency to delay trade agreements, we may expect 
that delay to cease within a few months. 


Embassy Moscow, in reply, commented that the aim back of 
the Soviet double-play (encouragement followed by intransigence) 
may have been primarily the political embarrassment of the indi- 
vidual governments involved, followed by the calculated hope 
that suspicion implanted in the minds of individual delegations 
would crack the restrictive trade program against the Soviet 
bloc. Failures of formal trade negotiations apparently were also 
designed with an intention to delude western governments as to 
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the economic strength of the Soviet Union. These failures sug- 
gest that, for the time being at least, the Soviets are probably 
obtaining what they consider to be their minimum requirements 
through informal trade operations. The Embassy does not agree 
with the schools of thought expressed in the foreign colony in 
Moscow that: 1) these failures are a direct reflection of the 
basic Soviet belief that an increasing depression in the west, 
with its attendant unemployment and declining prices, will enable 
them to wait befcre purchasing; or 2) their refusal to compromise 
issues and thereby force the cessation of negotiations proves 
Girectly or indirectly that they are able to postpone or cease 
imports. 


With respect to the belief that a depression will permit 
Soviet purchases at low prices, the Embassy points out that at 
least during the downward trend of a depression cycle, the cur- 
rency value of raw materials deteriorates faster than the value 
of finished products. If the Soviets had sizeable foreign cur- 
rency balances they could purchase very advantageously during a 
depression but if their foreign currency balances are not large 
and they must continuously export raw materials in order to obtain 
the required manufactured products, they would lose relatively 
more from depression trade than would the west. The Soviets are 
exporting in order to pay for imports. Although this may be a 
cover up, the Embassy feels it probably reflects a- moderate 
foreign currency balance. ' ) v “A : 


As an argument against the theory that the Soviets can 
cease imports, the Embassy feels the economic position of the 
Soviets, compared with the west, continues precarious. It cites 
the present need of the USSR for imports of manufactured products 
of western Europe which tend to strengthen its own industrial 
potential and the probability that the USSR will continue to re- 
quire them for years to'come. The Embassy admits that this con- 
tinuing need does not fit the actualities of 1949 formal trade 
negotiations but that this paradox is in all likelihood only 
Skin-deep, since trade with the west has in fact continued on 
an informal basis. During the first nine months of 1949, Soviet 
exports to OEEC countries amounted to $93 million and Soviet 
imports from the same area to $116 million. 


Soviet import interests, as evidenced in current formal 
negotiations and in actual postwar purchases, include many items 
which are subject to quantitative export restrictions by the US 
and many of the western European countries. The Embassy feels 
there is reason to believe that this restrictive policy has 
achieved more than modicum of success and that angry denunciations 
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by the Soviets of western trade discrimination against the USSR 
and its satellites may be evidence of the effectiveness of this 
policy and, when considered with other Soviet statements seeking 
to woo western European trade, may possibly portend an active 
fear of further restrictions. 


UK Views Some of the theories advanced by the British 
Econozic Counselor in Moscow include: 1) Industrialization in 
the USSR has now reached a point at which imports of capital 
equipner:t from the west are almost unnecessary; 2) the USSR is 
becoming anxious about its currency requirements for the purchase 
of the overseas raw materials necessary for its expanding indus- 
try ana is therefore trying to keep imports of manufactured goods 
to a minimum and to secure or retain credit margins in convertible 
currencies; 3) a deliberate attempt is being made to accentuate 
unemployment in the west and so aid the economic crisis which 
the Politburo appears to regard as already under way; and 4) by 
causing difficulty in new agreements, to encourage agitation of 
those elements in western Europe which profess to see salvation 
in increased trade with eastern Europe. The UK representatives 
consider the fundamental explanation, which to some extent also 
conditions the others, is a determination of the Soviets to 
profit by the long-awaited economic crisis in the capitalist 
world and to avvuid .'e situation which the USSR experienced 
between 1929 and 1933. Accordingly, the Soviets are restricting 
trade with the west as much as possible while building up trade 
with their satellites. At the same time, by selling their grain 
and other primary commodities at high prices to the west, pro- 
ceeds of which they can use when prices of manufactured goods 
have fallen, they are insuring themselves to some extent against 
the effects of tsrms of trade turning against them and are accumu- 
lating funds for subversive activities. 


French Views The French Commercial Counselor in Moscow 
considers that political factors were the primary cause of nega- 
tive resuits in Soviet trade negotiations with the west. While 
breakdown in negotiations was due to Sovict intransigence, the 
French representative believes the USSR undertook negotiations 
to bear out its affirmations in the ECE that east-west trade was 
desirable. They hoped, however, to place the onus for such break- 
down on western discriminatory policy. Soviet hopes of a western 
economic crisis also influenced their tactics. Commercial con- 
siderations may have been influenced by a tapering off of Soviet 
needs for certain materials that the west could offer now which 
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which were necded by the Soviets immediately after the war but 
which the west was unwilling to provide then because of its 

own reconstruction needs. Horever, the French believe that the 
Soviet market even now offers very important outlets for western 
European exports. Obstacles to reaching agreement are: excessive 
Soviet price demands; Soviet refusal to accept anything but ex- 
changes which show a new profit for the USSR by means of ea 
defic:*% in their favor; and western inability to make precise 
delivcory commitments for capital equipment and manufactured 
products when Russia can do so with regard to raw materials and 
grain. 
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FACTORS IN BRITISH Although the external economic position of 
- ECONOMIC SITUATION the UK has shown marked improvement in re- 
cent months, many factors still exist, 
notably internal inflationary forces, the rigidity of the British 
economy, the continued dollar deficit, and the sterling balance 
problem, which constitute a threat to further progress. Uncer- 
tainty concerning its economic future contributes to the UK's 
reluctance to participate fully in plans for greater currency 
convertibility and trade liberalization in western Europe. 


Tuprovement in Britain's balance of payments position is 
indicated by the unexpectedly rapid increase in its gold and dol- 
lar reserves since devaluation, the continued increase in the 
volume of its exports during the last quarter of 1949 and the 
early months of 1950, and a moderate diversion of exports from 
soft to hard currency markets. It is expected that the UK's 
March 30 reserve figure will show that Britain has fully recovered 
from the mid-1949 drain. 


Internally there are signs of continued economic progress, 
the most important being the realization of a small budget sur- 
plus (presently estimated at b62 million) for the fiscal year 
ended March 31, 1950. In addition, during the first months of 
1950 production and productivity are rising, full employment is 
being maintained, and the cost of living, which at the year's 
end was held to a one-point increase, has risen only one point 
further. The trades union movement has approved, though by only 
a small majority, the policy of a wage freeze for twelve months, 
provided that the cost of living does not rise or fall by more 
than six points. The British Economic Survey for 1950 anticipated 
further advances for the British economy, citing as attainable 
aims for 1950 some increase in dollar earnings, increased sales 
to other hard currency countries, gold earnings from South Africa, 
larger shipping receipts, substantial reduction in dollar commodity 
expencitures and by shifts to sterling and other sources. 


Despite these encouraging signs, however, uncertainty con- 
tinues with respect to the UK's future economic position. In 
the immediate future, a seasonal reduction in sterling area raw 
material exports to the US and some increase in sterling area 
dollar imports are anticipated. The combined effects of these 
and other factors may slow down, and possibly stop, the increase 
in gold and dollar reserves, which has already persisted longer 
than had been generally expected. Internally, the threat of in- 
flation is expected to become more serio's as the September de- 
valuation begins to have its delayed effect on the cost of living 
and hence on demands for higher wages. 


Embassy 
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Embassy London also recalls that the UK's economic situation 
appeared similarly favorable in 1949 and that a growing current 
of optimism preceded the foreign exchange crisis in that year. 
A striking similarity is noted between the 1947 and 1949 crises-- 
in both cases there was scarcely any disturbance in any sector of 
the economy except in gold and dollar reserves, before, during, or 
after the crisis--and the Embassy concludes that certain aspects 
of the UK's postwar policy make that country susceptible to such 
crises. This susceptibility 41s one result of the government's 
policies of strictly controlling the economy on the one hand and 
of pushing it to the limits of its economic strength on the other, 
to which most of its postwar economic gains are attributable. 
However, the attempt to operate the economy up to or beyond the 
capacity cf its resources has resulted in an economy which is so 
strained aid precariously balanced that it may be easily thrown 
off balance when subjected to external pressures. For example, 
a mild adjustment in the American economy was a major factor in 
Britain's foreign exchange crisis in 1949. At the same time the 
maintenance of maximum internal economic stability through rigid 
controls has eliminated the free play of economic forces which 
gives advance warning of trouble ahead, indicates where the diffi- 
culties lie, permits policy adjustments to meet these difficulties 
disperses the strains gradually over a wider economic area, and 
thus reduces the danger of a sudden and unexpected collapse. 4 


Many factors still exist which might upset the UK's precar- | 
ious economic balance. Releases of wartime accumulated sterling 
balances represent a continuing drain. The dollar deficit is 
still formidable and there will be an additional gap to bridge as 
the ECA appropriations diminish. The British economy must reckon 
more and more with Japanese and German competition as these coun- 
tries revive and reconstruct their international trade. The pros- 
pects of the US reducing trade barriers and expanding overseas in- 
vestment are still not definitive. Internally, the British econom: 
is still faced with the danger of inflation. Although certain de- 
flationary symptoms are appearing in the form of supply overtaking 
demand in several sectors of the economy, the Embassy thinks that 
inflationary forces are still the most persistent. Continuing 
domestic inflation, however much suppressed, tends to maintain a 
sellers' market, reduces competition and cost-cutting and inhibits 
the redistribution of manpower. 


Despite these uncertainties, however, Embassy London feels 
that, with the US economy operating at high levels and with the 
benefits produced by devaluation, advantage should be taken of 
existing favorable factors to work out a solution to the UK's 
os problems and to reduce its susceptibility to exchange 
crises. 
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NTERNAT C N The International Tin Study 
COMMEND Group, which met in Paris March 


20-29, adopted a resolution re- 
questing the UN to convene, in accordance with provisions of 
the proposed ITO Charter, a conference to which all UN members 
would be invited in order to discuss a commodity control agree- 
ment for tin. (See page 4, March 6, 1950 issue of Current 
Ec 3 e 5} The draft agreement, which was drawn 
up by a working party in November 1949, was considered by the 
Study Group and amended and modified with respect to its general 
provisions as well as its detailed provisions for the control 
of exports and a buffer stock. The draft is not satisfactory 
to us and the US delegation opposed holding a conference to 
study it in the hope that such opposition would force another 
Study Group meeting which would produce a more acceptable draft 
as a basis for negotiation. Despite US opposition, however, 
the draft agreement will be submitted to the Secretary General 
of, the UN as the basis for discussion at an international con- 
ference. None of the governments is committed to any text at 
this state. The timing of the conference is left open. 


The resolution requesting the conference was supported by 
nine members (Australia, Belgium, Bolivia, British Colonial and 
Dependent Territories, Canada, India, the Netherlands, the UK 
and Indonesia). China, France and Thailand abstained from vot- 
ing and Italy and Czechoslovakia were not present at the final 
session. The US, which felt the draft agreement did not ade- 
quately protect our interests, was alone in opposing the resolu- 
tion. In its statement our delegation emphasized that: 1) the 
present statement of the case for an agreement is not adequate; 
2) conformity of the draft with the ITO Charter is dubious; and 
3) the governments represerting the bulk of world imports are 
apparently far apart on major questions such as voting on quota 
controls during stockpiling and effective provisions for economic 
adjustment. The elements which the US considered essential in 
an agreement applied to voting in the Council, timing of effec- 
tiveness of quota provisions, economic adjustments, buffer 
stocks, import duties, and standards to guide the Council. 


We feel an agreement on tin would be an important precedent 
for other commodities; that it must conform to the ITO Charter; 
and that it must be one that we could defend before Congress. 


Forecast with Regard to Tin In examining the future posi- 
tion of the tin industry and the likely trends in its production 


and consumption, the Study Group estimated that there might be 
an excess of production over consumption for commercial purposes 


of 
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of about 45,000 tons in 1950 and higher figures later. On the 
other hand, it appeared very likely that for some time substan- 
tial tonnages of tin above commercial demand would be absorbed 
by the US for strategic stockpiling purposes. It was assumed 
that conditions conducive to full production and also political 
and social stability would exist in the principal producing 
countries; only production from plant and equipment already in 
operation, under rehabilitation or under commitment were included. 
Estimates did not take account of the USSR whose position is not 
known, and only nominal production and consumption figures were 
included for China. Under these circumstances, it was estimated 
that production, which was 161,000 long tons in 1949, would be 
172,000 tons in 1950, 191,000 -tons in 1951 and 199,000 tons in 
1952. Unrestricted consumption of tin for commercial pur poses 
under full industrial production was estimated at 127,000 long 
tons in 1950, 136,000 tons in 1951 and 146,000 tons in 1952. 
Consumption in 1949 was 118,000 tons. 





x * * 


eee We presented a memorandum on the sterling 
STERLING OIL PROBLEM oil-dollar oil problem to the UK govern- 
ment on March 29 which outlined counter- 
proposals to the British suggestion for the substitution of 
sterling for dollar oil imported into the sterling area. Although 
we consider that the British proposals do not fully meet the 
problem, we believe they provide an approach for an acceptable 
solution and, with certain modifications, the basis for develop- 
ing workable arrangements. US companies have been informed of 
the importance we place on their taking appropriate measures to 
assist in reducing the dollar drain on the UK Treasury and it 
is hoped that discussions between the companies and British 
authorities will proceed promptly. 


In order to minimize the discriminatory effects of British 
import and exchange controls on sales of oil by US-controlled 
companies and at the same time make possible substantial dollar 
Savings for the sterling area on oil account, we proposed that 
US companies be permitted to compete with British companies to 
supply, against payment in convertible sterling, all or any part 
of the four million tons of refined products which the UK proposed 
be supplied by British companies as well as competing in non- 
sterling area markets to supply crude and refined products against 
payment in sterling to the extent that British companies have 
been enabled by virtue of British exchange or trade arrangements 
to displace US companies. Our original alternative proposals 


(See page 3, March 13, 1950 issue of Current Economic Developments’ 


were 


en mene 
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were changed to avoid the suggestion that the US government 

was proposing that US pn «0 holding American account sterling 
should receive partly inconvertible sterling contrary to commit- 
ments in the 1945 Anglo~Amerisan Financial Agreement. We suggest 
that US companies should be permitted to make sales to the aggre- 
gate of qualifying expenditures made by US companies plus an 
amount equal to the average dollar cost to the UK in production 
and sale of oil by British companies equivalent in value to that 
sold by US companies under the proposals. The effect of these 
proposals would be that, for sales made by a US company against 
payment in sterling, the actual amount of sterling remaining for 
conversion into dollars after the use of the balance on qualify- 
ing expenditures would constitute a dollar cost to the UK Treasury 
similar to that involved in the supply of oil of the same value 
of British companies. We propose that the UK government take 
into consideration the quantity of surplus crude and refined 
products of British companies before approving further expansion 
of productive facilities, with a view to permitting the absorp- 
tion of the existing surplus- through normal increases in. demand. 








We have suggested some modifications of the "incentive 
scheme" proposed by the British which would relate increased 
purchases of sterling area goods and services to sales of oil .. 
for sterling in such a way that such sterling oil sales by US 
companies would not involve any dollar drain on the UK. We have 
outlined more specific criteria for determining qualifying ex- 
penditures. Also we have suggested that provisions under which 
a US-controlled company may qualify for British company treatment 
be clarified. A point which is not clear related to the extent 
to which a US company must:reduce the dollar cost of its opera- 
tions to the UK before it begins to receive British company 
treatment. It is our view that when a US compeny has complied. 
with other requirements of the British and would not require of 
the. UK government more dollar exchange than the average dollar. . 
costs of British controlled companies, the company should be con- 
ores to have fulfilled requirements for British company 

reatment. ' ae ) 








* 


| ¥ ° . hs aes 5 lies 
PR FOR occa AGAINST A statement of policy with re- 
RESTRICTIVE BUSI) PRACTICES spect to restrictive business 
| practices and suggestions for. 
action in this ficld has been drawn up for circulation to the. 
ECA missions. It is.realized that effective action will be : 
difficult because of the extent and depth of the ramifications 
of restrictionism in the participating countries, but it is 


- felt 
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felt that the missions should take all feasible steps to 
attack such practices. One senior officer in each mission 
will probably be designated to carry the responsibility in 
this program, working closely with the diplomatic missions. 
This action is being taken after joint study of the problem 
by ECA and the Department. (See page 3, February 20, 1950 
issue of Current Economic Developments.) 


ECA is concerned with this problem because of the large 
amounts of US tax money being invested in recovery programs 
in participating countries and conviction that the wide inci- 
dence of such restrictive practices in western Europe is a 
major contributory factor to low productivity, low standards 
of living and weak competitive position in international trade, 
all of which must be substantially improved if the objectives 
of the Recovery Program are to be successfully achieved. It 
is feared that the objectives of trade liberalization efforts 
may be defeated by the substitution of private restrictive 
practices as government controls are removed. | 


ECA is concerned with all situations in which restrictive 
business practices interfere with economic recovery, whether 
of international or domestic character and regardiess of the 
nature of arrangements under which they may be set up. Article 
II, Section 3, and interpretive notes to the ECA bilateral 
agreements and.Chapter V of the ITO Charter illustrate the 
types of practices in which ECA is interested. It is also _ 
concerned with restrictive attitudes which frequently govern 
decisions even in the absence of identifiable restrictive 
arrangements. The scope of interest goes beyond private busi- 
ness arrangements as such and includes restriction in nationalized 
industries, and legislative and administrative action which 
encourage restrictive practices. 


ested ses i While the exact extent and 
methods of action will be left to the judgment of the individual 
missions, several methods are suggested for developing the 
program. ECA believes that the most fruitful results at this 
time would probably come from mission efforts to develop and 
follow up on specific cases where restrictive practices can 
be shown to be interfering with economic recovery. It is 
particularly desirable for the missions to act when there are -'.: 
indications of any new restrictive arrangements designed to 
offset the effects of liberalization. Other cases may arise where 
there is evidence of agreements for division of markets or 
price fixing whereby exports are diverted from dollar markets; 


where 


a 
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where trade associations impede exports or increase the cost 

of recovery projects ty preventing increased efficiency; where 
costs of imports (especially ECA-financed) are raised by import 
associations; where dual pricing as between domestic and export 
Sales is practiced; or where internal restrictive practices 

are clearly acting to raise costs and lower productivity. Once 
a specific case has been developed, appropriate steps should 

be taken by the mission to bring about correction. One such 
step might be informal discussions with high level government 
officials stressing the cost to the economy and the Recovery 
Program of the practices cited and requesting an investigation 
‘and action. Where applicable,. formal representation might be 
made to the government concerned on the basis of Article II, 
Section 3, of the bilateral. Corrective action may be stimu- 
lated by publicity and guidance in the use of ECA dollar or. 
counterpart funds and guarantees. The missions are also being 
instructed to press upon the participating countries the im- 
portance of publicizing the ill effects of restrictive practices. 


In addition to the case development, ECA missions may find 
opportunities to oppose restrictive practices effectively on: 
a more generalized basis through speeches and discussions which 
would serve to inform the public; through influencing legislation 
and administrative action (subject, of course, to the general ~ 
policy of non-interference in domestic political problems and 
special circumstances in each country), and through guidance 
in the use of ECA dollar, counterpart, and strategic material 
funds to inhibit restrictive practices and encourage the . 
development of competition. 3 


ECA technical assistance funds may also be used in the anti- 
restriction program. Wher: the government officials of a partici- 
pating country are interested in learning about the operation 
of US anti-trust laws, a technical assistance mission to study. 
the operation of the Anti-Trust Division of the Department of 
Justice and the Federal Trade Commission may be appropriate. 
Technical assistance arrangements might be made for US experts 
in control of restrictive practices to visit the participating 
countries at their invitation to advise on legislation or 
administration, or to assist in the investigation of major 
cases; also visits by European industry, labor, etc. groups 
on technical assistance missions might be. given an opportunity 
to study first hand the effects of real competition in practice. 


* * * 
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= TRADE UNIC P «=6rThe Emergency Committee of the Inter- 
ETS UP LINES OF ACTION national Confederation of Free Trade 

age : Unions (ICFTU) held its first session 
since the founding of the organization last December on March 
16-18 in Brussels. At the meeting strong opposition was — 
voiced to any attempt to revise or rescind the 1946 UN resolu- 
tion on Franco Spain. In addition to a resolution expressing 
the ICFTU position, it was agreed to take-positive action in 
urging all national unions affiliated with the ICFTU to campaign 
in their own countries against any concession to Franco. Tenta- 
tive approval was given to future relations with the Trades 
Secretariats (ITS) under which there would be cooperation in 
the propaganda field, in regional offices and in representation 
on inter-governmental bodies. Both groups pledged themselves 
to work together. as one international trade union movement. 4 
The ITS, it will be remembered, had avoided any agreement with ' 
WFTU. | eis, | : 





Fe Reena 











Complete support was given to the Atlantic Pact as an 
instrument of defense against aggression and cooperative steps 
will be taken with the International Transportworkers Federa- 
tion to act against Communist interference in arms unloading. q 
It was agreed that a special conference should be called to 

evaluate the progress made by miners and metallurgists in their 
campaign for obtaining trade union representation on the Inter- 
national Authority for the Ruhr and a meeting was set up for ! 
May in Dusseldorf. Trade unionists of all countries concerned--_ , 
the US, UK, France, Belgium, the Netherlands, Luxembourg and 
Germany--will be invited to meet with ICFTU representatives. 
This conference will also consider a proposal for the creation 
of an international authority to control the entire heavy indus- 
try of western Europe including the coal mines and steel plants 
of Belgium, Luxembourg and France. 





It was further decided to send a delegation to Southeast 
Asia to develop and strengthen trade union movements in that 
area. This delegation will be composed of trade unionists from 
the US, UK, Scandinavia and Asia. Belgian, French and Dutch 
nationais were excluded because of colonial implications. For 
the time being no ICFTU representative is to be sent to Stras- 
bourg until the relationship of that organization with the Council 
of Europe is clearly defined. It was agreed to have ICFTU repre- 
sentatives act as non-government organization (NGO) consultants 
with the UN and ILO. Other decisions at the meeting included 
Support of Austrian trade union demands for conclusion of an 
Austrian peace treaty and appointment of a one-man delegation 
to be sent to Greece to assist the Greek trade unions. 


* * * 
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1G PARTIES TO G & highly srccessful session of 
STIGCCESSEFUL SESSLON the contracting parties to the 
ae 2 General Agreement on Tariffs and 
Trade (GAT?) was concluded in Geneva April 4. Delegates from 
20 countries participated in this fourth session, the major 
accomplishments of which include the formulation of plans for 
the third round of tariff negotiations scheduled to be: held in 
Torquay, England in September 1950, and the examination of 
present import and export controls of participating countries 
with a view to eliminating practices inconsistent with GATT. 
‘Agreement was reached on a procedure for revalidation of the 
Geneva and Annecy schedules of rates until January 1, 1954 and 
on the participation of western Germany in the next tariff 
negotiations. The question of the intensification of restric- 
tions by the UK, other Commonwealth countries and Chile were 
given preliminary consideration ané@-will be taken up at the 
next session after more cos oF en No action was taken 
at this time on the question of possible withdrawal of GATT 
concessions to China; the’ interdepartmental Committee on Trade 
Agreements still has under consideration the form and timing 
of action which the US may take. (See page 1, February 13, 
1950 and page 1, February 27, 1950 issues of Economic 
ve -) The date for the fifth session, which is to be 
held in Torquay also, was set for November 2, 1950. The US 
gave notice that it would raise the question of MFN treatment 
for Japan at that session. 


Attendance More governments were represented at the 
fourth session as contracting parties or observers than at any 
preceding session. Twenty of the 23 original contracting 
parties represented were Australia, Belgium, Brazil, Burma, 





Canada, Ceylon, Chile, Czechoslovakia, France, India, Luxembourg, 


Netherlands, New Zealand, Norway, Pakistan, Southern Rhodesia, 
South Africa, the UK, and the US. During the course of this 
conference, Greece and Indonesia, both of which were represented 
at the meeting, became contracting parties. Syria, Lebanon 

and Cuba were not represented. Haiti, the only innecy coun- 

try which became a contracting party before the opening of the 
session, also attended. Observers attended from six of the 
eight governments which are still in the process of acceding 

as a result of the Annecy negotiations last year--Denmark, the 
Dominican Republic, Finland, Italy, Sweden, and Uruguay; and | 
from three other countries which expect to participate in the 
September 1950 tariff negotiations--the German Federal Republic, 
Austria, and Turkey. Observers also attended from the Inter- 
national Monetary Fund and the Organization for European 
Economic Cooperation. During the session the Nationalist 
government of China gave notice of withdrawal from the agreement. 


Plans 
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ff Negotiations Approximately 40 countries, 
accounting for some four-fifths of world trade, are expected 
to participate in the third round of tariff negotiati ons: begin- 
ning September 28 in Torquay. In addition to negotiations 
with countries wishing to accede +o-the agreement, there will 
be renewed negotiations among the contracting parties them- 
selves. As many as three hundred bilateral discussions could 
result from these negotiations, although it is doubtful. that 
that many pairs of countries would find sufficient basis for 
negotiation. Besides settling many problems concerning the 
' physical conduct of these negotiations, the session just .con- 
‘Cluded.discussed important matters of principle which will 
govern the negotiations. In-.an effort to insure against a 
general repnening of the tariff coneessions granted during the 
first two rounds, a procedure was worked out.to extend from 
. January. 1, 1951 to January i, 1954 -the date after which a con- 
tracting party may withdraw.particular concessions. While final 
-action on this will not be taken until. the,end of the. Torquay 
negotiations,. a resolution was adopted recommending. that the 
contracting parties come to the Torquay negotiations with 
authorization to agree to such‘an extension. The publie notice 
to -be issued by the US-.will announce that this matter will be 
considered at the time of the tariff negotiations. «In addition 
to expressing general ‘agreement that.the third round should not 
‘be ;used as a medium for renegotiation of concessions ‘already 
made nor for raising tariffs, this session reaffirmed the rule 
followed in previous negotiations to the effect-that the bind- 
ing of a low rate of duty should be considered.equivalent to 
the reduction of a high rate. Emphasis was given to this latter 
view when representatives ‘of the Netherlands and Belgium stated, 
with the coneurrence of other low-tariff countries, that action 
by their governments at Torquay would depend largely on a reduc- 
tion of the disequilibrium which they contend now exists in the 








general level of tariffs. 


The question of Swiss participation in the next tariff 
negotiations was also considered. Last September Switzerland 
was invited to participate in the third round. In reply, the 
Swiss asked if they could be given special treatment with 
respect to quantitative restrictions on trade. The contracting 
parties studied various suggestions for possible handling of 
the. Swiss problem but came tc the conclusion that, much as the 
participation of Switzerland would be welcomed, no acceptable 
special. treatment arrangement could be satisfactorily worked out. 


Examination 
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f ct Among the most important 
work the fourth session was an examination, at the instiga- 
tion of the US, of the present operation of import and export 
controls of participating countries in order to assure that 

the basic obligations of the agreement are being complied with 
and to “ind means of hastening the end of post-war restrictive 
measures and the earlier achievement of the trade objectives 
of the agreement. iIn this connection, the contracting parties 
examined certain types of export and import restrictions which 
are being imposed for the purpose of protecting domestic indus- 


try or promoting exports. | 


In the field of import restrictions, it was recognized 
that even where. such restrictions are imposed for balance of 
payments reasons, there could be an incidental protective 
effect which was not intended at the time they were imposed. 
The countries agreed that every effort should be made to mini- 
mize this protective effect to facilitate the removal of these 
restrictions as rapidly as balanee of payments conditions permit. 
Member countries were urged to avoid encouragement of investment 
in enterprises which could not survive without protection when 
the balance of payments reasons for such protection have dis- 
appeared. They were urged to take every oppartunity to impress 
upon producers who are protected by such restrictions the fact 
that these restrictions are not permanent. Countries were 
asked to administer such restrictions as are necessary on a 
flexible basis and to adjust them to changing circumstances. 
There was agreement that where quotas are necessary these 
should preferably be non-bilateral and should apply without 
discrimination to as many countries as possible. 


The contracting parties agreed in conclusion that each 
country should review its present system of quantitative import 
and export restrictions in the light of the discussions carried 
on during this meeting and of the conclusions reached. They 
also recommended to each country that every effort be made to 
acquaint those officials responsible for the administration of 
quantitative restrictions or the negotiation of trade agree- 
ments with the conclusions reached at this meeting and with the 
specific provisions of the general agreement, in order that 
such types of restrictions as are not consistent with these 
conclusions or these provisions may be eliminated. 


cr t rade Restricti The 
contracting parties also prepared the first of a series of an- 


nual reports, describing and assessing existing discriminatory 
balance .fpayments trade restrictions. One of the objectives 


of 
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of this report is to examine the effects of import and export 
restrictions in encouraging the development of uneconomic indus- 
tries, thus rendering more. difficult the aim of abolishing bi- 
lateralism and restoring international competition in trade. 

This report, which will be published in the near future, indi- 
cates that while marked advances have recently been made by 

many countries in meeting. their balance of payments problems 

by increased production and exports, it is still evident that 
they have not been able to earn the amounts of some currencies, 
notably US dollars, and certain other convertible currencies, 
which their importers would desire to expend under a regime of 
non-discriminatory importation. The countries concerned, there- 
fore, have found it necessary to.husband their dollar earnings 
to be used for essential. purchases in the so-called hard-currercy 
areas, while permitting their importers a much greater degree ' 
of freedom in the importation of goods from the soft-currency 





| The contracting parties also analyzed the effects of bi- 

lateral arrangements on international trade patterns. It was 
concluded that, though increases in: production and currency 
devaluation have somewhat mitigated the effects of bilateralisn, 
there remains the danger that bilateral arrangements together 
with continuing relatively high prices in certain soft-currency 
markets may attract goods which might otherwise have found a 
dollar market and thus have served to reduce balance of payments 
difficulties. It was also noted that several countries consider 
that their exports have heen adversely affected to an important 
degree by these arrangements. This. was particularly emphasized 
by countries imposing no discriminatory restrictions and by 
those applying such restrictions to a relatively small portion 
of their total imports. ! a 





e eeme The contracting parties 
granted a request by the US concerning the importation of pota- 
toes. .The release permits us to alter the figure in our tariff 
schedule which determines the quantity of potatoes which may 

be imported at the lower-rate of duty negotiated in 1947, thus 
reducing the flow of potato imports from Canada while a surplus 
exists in this country, We had reached infernal agreement with 
Canada on making this application to the cc: tracting parties. 

We consider this action by the GATT parties a significant examplc 
of how nations can work together for their mutual benefit. 


Among other business in the routine operation of the agree- 
ment, this session examined and made recommendations on a con- 
plaint by Chile against the continuation by Australia of a sub- 
sidy on imported amonium sulphate after the removal of a similar 
subsidy on imported sodium nitrate, a product of Chile. 


Under 
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Under the article of the agreement which permits special 
measures for economic development, an application by Ceylon 
for encouragement of a local industry was approved, a similar 
application from Lebanon and Syria was rejected because of in- 
sufficient information, and action on an application from Haiti 
was scheduled for consideration at the next session. 


As provided for in the agreement, consultation was held 
between: the contracting parties and certain countries which 
have found it necessary to intensify their import restrictions 
in recent months for balance of payments reasons. The most 
important group of countries in this category are members of 
the sterling area which, in July 1949, agreed to endeavor to 
reduce dollar imports at least 25% below the level of such in- 
ports in 1948. It was agreed to defer further consultation 
until more thorough study could be made of the effects of the 
measures. that have actually been taken and their relationship 
established to the devaluation of sterling and many other cur- 
rencies in September of last year. There was further special 
consultation with South Africa regarding its exchange control 
program introduced during 1948 and 1949, which had been initiated 
at the third session in Annecy last year; the US reserved the 
right to raise the question of the discriminatory aspects of 
the South Africen restrictions at the next session. The ques- 
tion of special exchange arrangements was put over to the 
next session. . 


% * * 


FAMINE RELIEF FOR Famine relief for the China mainland has 
CHINA UNDER STUDY been a subject of Departmental study the 
past few weeks. The Acting Director General 
of the Food and Agriculture Organization has indicated his con- 
cern over the Chinese situation and several members of Congress 
have made proposals which are receiving consideration. The 
problem presents political, economic, psychological and adminis- 
trative questions which will have to be fully explored within 
the government, with Congress, and with American philanthropic 
and benevolent agencies which traditionally have come to the 
assistance of the Chinese people in times of suffering. 


No decision has yet been made as to whether it would be 
desirable for the US government, as such, to offer to the 
Chinese people on the mainland substantial foodstuffs to re- 
lieve famine conditions. While there are cogent arguments both 
for and against such a move, tentative thinking weighs against 


it 
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it and toward possible expansion in relief activities of pri- 
vate agencies. The initiative lies vith the privete agencics 
and, while we have had prelivinary conversations with thetr re- 
presentatives there is no indic:.tion from them as yet of a de- 
sire to undertake an a}l-out effort in the Chinese famine matter. 


eports on C Situat While authentic information 

on the situation definitely is lacking, there is evidence that 
famine exists in serious dimensions in certain parts of China. 
Estimates on the probable number of casualties run from two to 
ten million. Our representatives in the Far East confirm that 
the situation is extremely serious and reports of mass migra- 
tions from the famine area give further credance to the serious- 
ness of the situation. Delegations from North and North Central 
China are reported in Hong Kong for the purpose of venetns 
funds to buy food. | 


a The Communist authorities, however , have not made any 
appeal for. outside help nor have they publicly acknowledged 
the existence of a serious situation. In fact, they have made 
efforts to play down famine conditions and have issued press 
releases on the decline of food prices as a result of measures 
taken by the Peoples Government. A Peking statement last week 
claimed existence of large reserves of foodstuffs for ameleora- 
tion of famine conditions. Our information, on the contrary, 
is that the famine, coupled with other adverse developments, 
appears to have created a desperate cconomic condition. The 
blockade, bombings and devastation, conscription of youth, 
barter shipments of food to Russia, excessive taxation and 
discontent reportedly have virtually stagnated the economy of 
Shanghai, while conditions in the interior are believed to be 
infinitely worse. The situation is apparently. building to a 
climax and some observers believe that aggressive action by the 
regime is likely in an effort to. bind the Chinese in an inter- 
national situation and to divert attention from, ithe erowing 
economic problems. ) ‘ | 


Meanwhile, the Generaliss simo in Taipei made.a recent br oad- 
cast in which he deplored the "unprecedented" famine in China 
and appealed for foreign help, promising that the Nationalist 
government will do everything possible to dispatch relief sup- 
plies. This was probably a political maneuver made: in the 
belief that the Communist regime would lose face whether it 
refused or accepted any proferred aid. He probably also hoped 
to obtain a propaganda gain and to increase the stature of the 
Nationalist government in US public view. 7 , 
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Fao Thinking While the FAO apparently has no definite 
proposal in mind and recognizes that it is not an action or 
relief agency, the Acting Director General believes it should 
do something to stimulate action. There is a precedent in that 
FAO called a special conference on food problems in 1946. It 
is probable that the Organization wiil make an appeal to all 
member countries to do what they can to relieve the situation. 
FAO is also attempting to get in touch with the Communist 
authorities to see if they would accept a small (2 or 3 man) 
mission to make an on-the-spot survey and incidentally to 
ascertain what the attitude of the Communist authorities woul 
be toward relief by international action. at 


Private Agencies Departmental officials met last week 
with representatives of the American Red Cross, United Service 
to China, the Church World Service, the American Friends Service 
Committee and other voluntary relief agencies to discuss the 
situation, and further meetings are anticipated. The organiza- 
tions reported that they are continuing their normal activities 
in China with varying degrees of repression or interference 
but that they are not embarked on a relief operation responsive 
to the particular disaster that threatens. None of the agencies 
has any special funds that it can draw upon to finance a large- 
scale famine relief operation. Departmental consideration is 
now directed to the question of whether it would he desirable 
or appropriate for the US government to offer some kind of 
cooperation or aid to American private relief institutions to 
increase assistance to the China mainland if the agencies want 
to undertake such an operation. 


* * * 


OTRATEGY FOR REVIEW A series of developments affecting US 
US _ SHIPPING POLICIES shipping within the last six months indi- 
cates that the time may be propitious 
soon for the Department to initiate a concerted move toward 
reexamination of our national shipping. policies in relation to 
our economic foreign policy objectives. The need for a compre- 
hensive review has become increasingly obvious since the end of 
the war. However, the Congressional furor which would be created 
by prematurely raising this issue involving powerful special 
interest groups has been a deterrent to any strong move for a 
critical review, particularly when there was danger of jeopar- 
dizing other more vital aspects of our foreign policies and 
objectives. 


Such 
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Such a review would take cognizance of postwar adjust- 
ments among maritime and would-be maritime nations and the 
continuing problems in US foreign relations inherent in our 
present protective and promotional policies. The Sawyer report 
on national transportation issues, studies of shipping in rela- 
tion to the dollar-gap, and proposed legislation to strengthen 
our merchant marine by increased subsidies and extension of the 
50-50 principle to all foreign trade--all have focused atten- 
tion upon the problem we face in our maritime relations. The 
great expansion of the US portion of the world merchant fleet 
as a result of wartime developments and postwar efforts to main- 
tain the merchant fleet at maximum strength in the face of a 
current oversupply in world cargo tonnage and a decreasing 
freight market has resulted in greatly sharpened conflict be- 
tween our nationalistic shipping policies and the broader 
international objectives of US foreign policy. The paradox 
has been particularly marked in the conflicting policy objec- 
tives of the US in international recovery programs and our post- 
war shipping programs--all of which are competitively under- 
written by the US taxpayer. 


Recent Developments The administration of the operating 
and construction differential subsidies by the Maritime Commis- 
sion has been the subject of severe criticism from the Comp- 
troller General and has aroused White House and Congressional 
concern over the entire shipping subsidy program. The Sawyer 
report to the President on issues involved in a unified federal 
program for transportation raised questions regarding promo- 
tional and regulatory activities in the shipping field and the 
coordination of shipping with over-all transport policy. Our 
comments on the report emphasized the need for reconciling the 
conflict between shipping and foreign policy. (See page 5, 
November 14, 1949 issue of Current Economic Developments. ) 

On March 13 the President sent to Congress a reorganization 

plan for the Maritime Commission, which separates the regulatory 
and administrative functions of the Commission and places both 
within the Commerce Department. These changes are in line with 
the recommendations cf the Hoover Commission, the President's 
Advisory Committee on the Merchant Marine, and the Sawyer report 
and may be expected to provide the basis for a closer tie-in 
between shipping policy and executive policy as a whole. Con- 
gressional action has been deferred on a number of pending 

ship subsidy bills partly out of consideration for these de- 
velopments. 


Efforts 
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Efforts should be continued to improve the organization 
and operation of shipping agencies within the government and 
the coordination of shipping policy with national and foreign 
policy. Pending Congressional acceptance of the proposed re- 
organization, no major issues will be raised with respect to 
shipping policy; however, upon completion of the reorganiza- 
tion, a concerted move for reexamination should be initiated. 


.;, -2. # 


- The recently concluded extraordinary 
tree ROTARY SES STON session of the Inter-American Economic 
and Social Council, while not producing 

any spectular results, was marked by a general attitude on. the 
part of all delegations to be conciliatory and friendly with a ‘ 
noticeable lack of acrimonious debate. All delegates expressed 
pleasure with the understanding attitude of the US. A sincere i 
effort was made by all the Latin American delegations to recon- : 
cile divergent views and the final results were entirely satis- 
factory to us. This was accomplished without any high pressure 
tactics on our part or extensive lobbying among the individual 

~ delegations. As a matter of fact, in the case of the reserva- 

tions to the Bogota Economic Agreement, the more we dragged 

our feet the more anxious the other American Republics were to 

reach a solution which would have permitted general ratifica- 

tion of the Economic Agreement. Argentina had the largest and 

strongest delegation next to ours and made a successful bid for 

the head of its delegation , the Argentine Minister of Finance, 

to preside over the session. We felt that his election might 

help to further improve our economic relations with Argentina 

which have been on the upgrade recently. The Argentine press 

took the choice as recognition of the international importance 

of "Peron's &Argentine" and approval of his programs. 


-_ 


¢ 


Technical assistance Substantively, the major accomplish- 
ment of the conference was the adoption of the resolution on 
technical assistance including all the provisions which we con- 
sider basic to the implementation of any program under the 
auspices of IA-ECOSOC. (See page 9, Merch 20, 1950 issue of 
Current Economic Developments.) The question of contributions, 
which we thought might be rather touchy, wes handled satisfec- 
torily and we did not have to make a commitment on a definite 
amount. Rather the resolution establishes the principle that 
all the 21 states should contribute and provides that contribu- 
tions may in certain cases. be in materials and services if they 
can be used under the general vrograr. | 


Bogota 
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B Eco Cc ement The US had come to the con- 
clusion prior to the conference that unanimous approval of all 
the provisions of the Bogota Economic Agreement was not to be 
expected and that moreover the economic problems involved 
could hest be handled bilaterally rather than through a multi- 
lateral convention. We did not want to take the initiative 
in this regard, believing that a sufficient number of coun- 
tries would insist on maintaining their reservations to make 
agreement impossible. The Latin American delegations, however, 
showed a great spirit of cooperativeness and a substantial 
number of reservations were withdrawn. The only point which 
held up complete agreement was the refusal of Mexico, Venezuela 
and Guatemala to withdraw their objections to the chapter 
dealing with private investment--objections raised primarily 
because of internal political considerations. But far this 
obstacle, the Economic Agreement would probably have been ap- 
proved, whether . we wanted it or not. 


~ & 


Buenos Aires Conference The question of holding an eco- 
. nomic conference in Buenos dires was postponed for considera- 
tion at the next annual IA-ECOSOC meeting. No one was particu- 
larly anxious for such a conference at this time. While the | 
idea of this conference has not been completely abandoned, 
there is little probability that it will be held until the 
latter part of 1951, if at all. Interest of all countries, 
including Argentina, has waned. Discussion of reports prepared 
by the IA-ECOSOC in anticipation of the Buenos Aires conference 
resulted as we had hoped in confirmation of their negative 
findings. It was agreed that the creation of an Inter-American 
Bank and/or an Inter-American Development Corporation was in- 
opportune as neither in the international money markets nor in 
the governments of countries with surplus resources or capital 
is opinion favorable to the establishment of either type organi- 
zation. It was also agreed that creation of an Inter-American 
Institute of Commerce was not advisable, nor was it deemed 
feasible to create an agency to facilitat te immigration to Latin 
America from Europe. The report on Commercial Credit Policy 

in the American States was adopted in which it was recognized 
that the main obstacle to more favorable credit terms in short- 
term financing and through commercial banks engaged in inter- 
national trade derived in large part from the disequilibrium 

in the balance of payments existing in some Latin American 
countries. The report on Economic Conditions and Problems of 
Development in Latin America, which reached a number of con- 
clusions to which we could not agree, was referred back to the 
Secretariat for further study. No conciusions were reached on 
the IA-ECOSOC working paper, the effects of recent currency de- 
valuations on Latin American economies, on the grounds that in- 
sufficient time had elapsed to reach definitive conclusions. 





* x * 


DECLASSIFIED FOR PUBLICATION IN FOREIGN US- 
_RELATIONS OF THE UNITED STATES 














oy 


oss BEST COPY AVAILABLE 
oe tt « 


US-Argentine negotiations on the 

route annex to ou air transport 
agreement probably will get under 

way within the next two weeks. The Argentine Finance Minister, 
who is now in Washington, is urging his government to send a 
negotiating team to Washington. Meanwhile, preliminary discus- 
sions will be held between the Department and férgentine Embassy 
officials to clear the way for satisfactory settlement of this 
long standing issue. An air transport agreement between the 

US and Argentina was concluded in May 1947; however, agreement 
on routes has not as yet been reached. Our route proposals, 

to make possible implementation of certificated services by 

US air carriers, were submitted in September 1947. Despite 
repeated approaches, the &4rgentines until last week had not 
seen fit to negotiate an exchange of routes. 





Several outstanding aviation issues between the US and 
Argentina have been cleared away recently. For some time 
Panam and Panagra have insisted upon conversion of their pesos 
account at the rate of exchange in effect before Argentina's 
currency devaluation last October. The éirgentines now agree 
that transfer of funds arising from sale of passages and 
freights shall be made at the rate of exchange in effect on 
the date on which payment was received. Argentina elso has 
authorized the long standing Braniff certificated route from 
Houston, Habana, Panama, Guayaquil, Lima, La Paz, Asuncion 
and Buenos 4ires, with authority to omit one or more stops. 
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SVELOPMENTS IN ECONOM US-aArgentine economic relations are 
ELATIONS WITH ARGENTINA continuing to improve, with negotia- 
tions currently under way on a Treaty 
of Friendship, Commerce and Economic Development; discussions 
on aviation routes scheduled for Washington in April; end doubl¢ 
tax treaty negotiations for Buenos Aires in mid-1950. Other 
long-standing problems, chiefly with regard to American inter- 
ests in Argentina, seem nearer settlement with the Argentine — 
government evidencing serious intent to resolve them. Argenti.a 
is probably more prone today than it has been for many years 
to make concessions to our economic policies. International 
grain trade now takes place in a buyers! market rather than a 
sellers' market, preventing the disposal of grain surpluses at 
the high prices formerly charged; and most of Argentina's gold 
and foreign exchange reserves were used in order to purchase 
and nationalize a number of public services, and to liquicate ' 
essentially all of its external debt. Postwar industri:1 expan- 
sion was largely at the expense of agriculture, so that foreign 
exchange earnings from agricultural exports are insuificient 
to pay for necessary equipment, fuel and raw material: imvorts. 
Drought conditions during the Argentine summer of 1949-50 will 
aggravate this relative shortage of foreign exchange. On the 
basis of available information it appears that Argentina is now 
a substantial debtor to all western European countries except 
Spain, with the possible exception of small credits in Switzer- 
land and the Netherlands. 





= 


t dF stme The current 
visit to the US of Cereijo, Argentine Minister of Finance who 
headed up his government's delegation to the extraordinary 
session of the Inter-American Economic and Social Council, has 
given impetus to action on several fronts. He expressed strong 
Argentine desire for a treaty of commerce with the US, saying 
he hoped the negotiations could be concluded before his depart- 
ure, which is expected within the next two weeks. We presentcd 
the Argentine representatives with a draft treaty and negotia- 
tions commenced March 24. Last week the Argentines gave us 
their counterproposals. While these are now under study and a 
US position on them has not yet been reached, it appears that 
the negotiations will be more protracted than Cereijo anticipated 
because of insertion of certain limiting clauses. 


Cereijo addressed the Business Advisory Council and out- 
lined Argentina's economic policies, stating that his country 
needs and welcomes foreign capital. He referred to the nationali- 
zation of public utilities and the regulations applied to such 
properties, which were incorporated in the recently ratified 


Argentine 
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Argentine constitution, and claimed these actions had been 
misinterpreted as disregard for foreign investments. With — 
respect to the public utilities which probably will be nation- 
alized when feasible for the Argentines, we are striving to 
prevent their destruction through attrition prior to mationali- 
zation, and to secure assurances of prompt, adequate and effec- 
tive remuneration when expropriated, Peron has modified the 
nationalization objectives more than they are specifically 
limited by the new constitution, but we will continually strive 
for more liberal interpretations, in fact as well as in theory, 
in order to foster a climate for private initiative. 


Socimbapk Upscussions Meanwhile, Cereijo has been discuss- 
ing w the nk the possibility of US assistance to Argen- 
tina in working out a solution to his country's dollar-scarcity 
problem. He has made it clear that Argentina is not interested 
in a government-to-government loan and indicated interest in 
exporter-type credits to facilitate shipment of urgently needed 
US agricultural and transportation equipment. Nothing specific 
has yet been put forward by the Argentines. We have informed 
the Bank that, while there is no basic political objection to 
dollar credits being extended to Argentina, we shall be review- 
ing US-Argentine relations in generai while the Bank is studying 
further the economic considerations, as a basis for reaching 

a decision. 


Recent Argentine Action When Assistant Secretary liller 
was in Argentina in February the question of attracting private 
investment was raised and he pointed out that no additional in- 
vestment would occur so long as American business continued to 
be subjected to the type of treatment encountered by the power 
and petroleum companies and mentioned also questions affecting 
the meat packing industries and the airlines. Peron at that 
time gave instructions that these questions be solved. Temporary 
alleviation for American meat packine interests, through govern- 
ment payment of their operating losses, had been achieved 
earlier and we are seeking a permanent determination of the con- 
ditions under which they may operate profitably. Operations of 
the meat packers also depend in part on Anglo-Argentine trade 
negotiations, currently under way, but in addition they are 
adversely affected by the foreign exchange rate applicable to 
meat exports. 


It is understood from the Argentines and from the oil com- 
panies themselves that the latter will be allowed to import 
direct if additional petroleum quotas are set up by the British, 
and at the end of 1949 at least temporary equitable treatment 
had been obtained for American oil companies in the allocation 
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of dollar exchange for equipment and tetraethyl lead imports. 
We have asked the British to press, in current negotiations . 
‘with the Argentines, for inclusion of American petroleum com- 
panies in the definition of "normal importers" from sterling 
‘as well as dollar areas. Cereijo is seeing petroleum and power 
and meat packing companies while in the US and this may lead to 
a further settlement of their problems. 


Several aviation issues with regard to Panagra and Braniff 
have now been settled. (See page 11, April 10, 1950 issue of 


Current Economic -) Tourist and travel regulations 

ve been relaxed Argentina. . Furthermore, a number of minor 

products have been removed from control of the Argentine state 

trading organization, and its commissions have been reduced or 
eliminated on other export products. We had informally suggested . 
to Argentina that it reduce and limit the scope of activities 
of the state trading organization as its marketing practices 
are not conducive to the highest level of international trade. 
In an effort to improve the commercial and financial relations 
of the US and Argentina, a permanent mixed commission has been 
established at Buenos Aires. 


. aw 


_ The most significant action taken by the Argentine govern- 
ment during the last year in its economic relations with the 
US me ne systematic payment of commercial arrears to US 
nationals. : | 


tional Economic Organizations Argen- 
tina's narrow interpretation of national sovereignty has pre- 
vented it from entering into joint endeavors where it fears 
this sovereignty may be restricted. This led that country to 
hold back on a number of UN activities in the economic field, 
such as the Food and Agriculture Organization, the International 
Bank for Reconstruction and Development, the international 
Monetary Fund, and the International Wheat Agreement. The same 
tendency prevented it from signing the final act of the Habana 
Conference, at which the International Trade Organization Charter 
was drafted. While Argentina has evidenced some interest in 
learning more about the ITO and GATT, as yet there have been 
no tangible results and the GATT invitation to participate in 
the multilateral tariff negotiations scheduled for Torquay, 
England in September has not been accepted. We have pointed 
out that Argentina imposed limits on its eligibility for inter- 
national credit assistance by reason of its failure to become 
a member of the International Bank or Fund. While the Argentines 
have indicated they are giving some thought to eventual member- 
ship in the monetary organizations, they have made it clear that 
this will not take place in the near future. 


US 
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Us Economic Policy Toward Argenting One of our objeotives 
in relations with Argentina is to encourage and aid that coun- 


try to establish a well-balanced economy as a force to hemis- 
pheric stability, capable of and interested 1: international 
economic cooperation and fertile for the growth of democratic 
principles. With that in mind, we are searching for ways and 
means to aid Argentina: to increase its dollar earnings, re- 
quired for purchases of essential goods from abroad. We have 
impressed on the Argentines the need for increasing exports 
at competitive prices to the US and the joint commission is 
assisting in market research and sales promotions programs in 
the US. We are prepared to give sympathetic consideration to 
requests of Argentina for technical assistance in justifiable 
fields of activity in. line with our policy toward the other 
American Republics. We shall continue to seek equal opportunity 
for Argentina to participate in the purchases of O£EEC countries 
with ECA dollars. Likewise, the importance to Argentina of 
strategic stockpiling by the US, especially of tung oil and 
ge extract, will be kept before the stockpiling officials. 
e are awaiting receipt from the Argentines of pertinent up-to- 
date information on the foot-and-mouth disease in Tierra del 
Fuego, as a possible basis for reconsideration of the regula- 
tions prohibiting entry into the US of frozen lamb and mutton 
from that area. We shall press for a satisfactory procedure 
for the remittance of earnings, profits, etc., from Argentina 
as soon as dollar availabilities permit active consideration 
of this matter and we have informed the Argentines of the in- 
portance we attach to this subject. 


* * * 


RNATIONAL BANK Increased recognition of the need for the 

AND EXIMBANK ROL economic development of underdeveloped 
areas has focused attention on the part 

which the International Bank and Eximbank can play in such 
development. The frequency of inquiries concerning the respec- 
tive areas of operation of the two banks, the differences in 
their loan policies and resources, and in.the degree of influence 
which the Department exercises over their policies and operations, 
gives evidence that considerable confusion exists concerning 
the division of their functions. 


Areas of Operation In general, the US feels that foreign 
investment from public funds should be provided, as far as possi- 
ble, by the International Bank for Reconstruction and Develop- 
ment (IBRD) which was established as the principal medium for in- 
vestment of capital for reconstruction and development projects 
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unable to attract private capital on reasonable terms. How- 
ever, a considerable range of operations remains open to the 
Eximbank in: 1) loans which the IBRD cannot make because of 
limitations in its Articles of Agreement; 2) loans which the 
IBRD prefers not to handle for reasons of internal policy; and 

3) loans which it is in the US interest to refer to the Eximban'. 


The IBRD's Articles of Agreement prohibit it from mating 
loans to non-member countries, leaving these entirely within 
the province of the Eximbank. -The Articles of Agreement also 
require that loans to private entities in member countries be 
fully secured by the government of that country. While the 
Eximbank also prefers to have its loans secured by governmcnts, 
it is prepared, when the project warrants, to make loans to 
private entities without such guaranties. The Articles of 
Agreement require that loans shall be for specific projects of 
reconstruction or development, This requirement the IBRD con- 
strues rather :narrowly. The Eximbank, on the other hand, | 
interprets quite broadly its legislative injunction that loans 
shall generally be for specific purposes within the general 
purpose of facilitating US trade. Consequently the latter 
might be willing to entertain loan applications which the former 
would reject as falling outside the narrower province of develop- 
' ment project. 


In addition to the loans which the IBRD is prohibited from 
taking under its Charter, there are other loans which it prefers 
not to handle for reasons of internal policy. Thus, the Bank 
prefers to have a wide geographic distribution in its loan port- 
folio in order to maintain its international character and is 
reluctant to concentrate loans too heavily in any single country 
in any given year. It may, therefore, refer to the Eximbanl 
applications that in all other respects would properly fall 
within its scope. In addition, it is recognized that the Exim- 
bank is the appropriate agency for handling exporter credits. 
The IBRD has to date also preferred not to make loans for financ: 
ing local currency costs while the Eximbank has been somewhat 
more flexible in this regard. 








——_ 


' Another category of loans considered appropriate for the 
Eximbank are those primarily motivated by the need to develop 
foreign supplies of strategic materials and those primarily 
motivated by specisl US political considerations. 


iffcrences in Policy and Operations A major differ- 
ence between the two banks is the fact that the IBRD males loans 
in currencies other than dollars. However, such loans have been 
infrequent since the IBRD has so far been only moderately 


sucecssful 
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successful in its attempts to secure consent of members to use 
their 18% local currency subscriptions for loans. Another dif- 

ference is that, while the IBRD is prohibited under its Charter 

from requiring that the proceeds of a ‘loan be spent in any 
particular member country or countries, the Eximbank generally 
gocennee SEs its loan proceeds be spent in the first instance 
n the ‘ 


_ ,.. Increasingly over the past year, the International Bant 
has been operating in a field from which the Eximbank has ab- 
stained--that of sending missions to survey the needs of for- 
eign economies with a view to determining their development 
possibilities, and an order of priority for development projects 
This activity should be beneficial over the next few years both 
in improving the planning and execution of development projects 
and in increasing the volume of the IBRD's loan operations. 

The Eximbank, on the other hand, has followed the policy of 
waiting for applications to be formulated and presented by the 
applicant country and then accepting or rejecting. them, 


_ The IBRD is probably more conservative than the Fximbank 
in estimating the capacity of member countries to repay and 
more cautious in protecting its outstanding funds by securing 
a variety of pledges. It also puts more emphasis on supervision 
of the projects it finances. 


The most significant difference: between the two institu- 
tions is the fact that the Eximbank is the agency of a: great 
power, whiie the IBRD is an international body. The latter is, 
therefore, better able to resist political pressures and is not 
effectively subject to the charge of imperialism. It can in- 
quire far more extensively into the operations of the foreign 
economy and advise a country on necessary measures to set its 
house in order; its advice is politically more palatable and 
therefore easier to implement. It can require applicants to 
undertake a variety of economic and financial reforms precedent 
to extending loans. For these reasons the IBRD's potentiel 
contribution to economic development is far greater than the 
volume of loans it may extend. 


The current IBRD interest rate for long-term loans is 
4-1/4 to 4-1/2%, while the Eximbank's rate ranges from 3-1/2 
to 4-1/2%, but is generally closer to 3-1/2%. However, the 
fact that the two institutions consult with each other regard- 
ing applications reduces the possibility that borrowing coun- 
tries will shop successfully at the Fximbank to secure the 
possible benefit of its lower interest retes. 
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Resou The Eximbank may not have outstanding at any 
one time veons and guaranties in excess of $3.5 billion. As 


of March 1, 1950, it had about $818 million uncommitted and 
could count on increasing its resources through repayments of 
about $130 million per year. The members of the International 
Bank have paid in to it 20% of their subscriptions, 2% in gold 
or dollars and the remaining 18% in their local currencies, 
thus. giving IBRD about $733 million in interest-free gold and 
dollar resources: In addition, the IBRD has sold some $250 
million worth of its bonds ‘on the US market. It has so far 
committed about $716 million in dollar i ans and thus has un- 
committed dollar resources of about $267 million plus $23 mil- 
lion of earnings, making $290 million in all. The effective 
limit on the IBRD's ability to issue dollar leans and guaranties 
will for some considerable time be the amount of the US subscrip- 
tion ($3,175 million) and the International Bank's ability to 
market its debentures as needed. 7 | 


uence e State e In considering the re- 
lations of the State Department and other US agencies with both 
institutions, it is of course obvious that their influence is 
much less with an international agency than it is with the Exin- 
bank which is an arm of the US government. The Eximbank is an 
independent agency managed by a Board of Directors of five men- 
bers, one of whom is the Secretary of State. In practice the 
influence of the State Department in the Board's decision is 
greater than its one in five vote. When the Department vetoes 
a particular loan operation for foreign policy reasons that 
veto is generally décisive, although a loan is not always 
granted when the Department recommends for foreign policy rea- 
sons that it be made. In general, the Department accepts the 
judgment of the Bank's staff on the banking and economic con- 
siderations involved in particular credits, and assists by pro- 
viding advice and information from the field. The Department 
also influences the Eximbank through its membership in the 
National Advisory Council. The Eximbank refers its proposed 
credit actions to the NAC for advice. Thereafter, the Bank is 
free to make its own decisions but in practice it tends to follow 
the advice of the NAC, particularly when that advice is against 
@ specific credit. i) 


While all powers of the IBRD are vested in its Board of 
Governors, the responsibility for the conduct of the Bank's 
operations has been delegated to the Executive Directors, each 
of whom has a vote weighted by the number of. shares of the mem- 
ber or members he represents. The State Department's influence 
on the policies and operations of the IBRD is exercised through 


its 
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its ‘membership on the NAC which advises. the US. Executive 
Director, who -casts about 33% ofthe ‘total vote in the Bank. 
In actual fact; howdvdr, Whe IBRD officers and operating staff, 
who are not represéntetsvés. of .gavernments, make ‘the policies 
of the Internidtional Bart and the Executive Directors have 
generally concurred in the polieies proposed by the staff. 
Although “the poténtfial “influénce of the US Director in shaping 
policy is very ‘@rédt--at-Iédast equal to*his voting strength-- 
the NAC has never: during the recent past advised him to take 
the lead in formulating polidy, or .to ‘take a position contrary 
to that proposed by the IBRD staff or critical of it. 


i, 


FRENCH .PROTEST PROPOSED ~ The first open split between the:US, 
LAW ON RUHR INDUSTRIES UK.and France since the creation of 
2 the German Federal Government and the 
“Allied High ‘Commissionhas come about as a reswit of the pro- 





5: ‘peséd law-for the reorganization-of the steel; iron and coal 


‘Industries of the ‘Ruhr.« -The disagreement is not with the law 


' itself, whichis aimed:at thé eliminatton of excessive concen- 





' trations'of economte power and’ prevention of the development of 
war potenttal:through breaking up: large combines and cartels of 
the ‘Ruhr; but rather.with a-clause inthe preamble which would 
leave the ‘question of the eventual ownership of ‘the coal and 
fron and: ‘steel: industries to the determination of a representa- 
tive, ‘freely ebedted.Gérman government. Retention of ‘the owner- 
ship «Isuse, which Was in: the bizondl law promulgated by the 
‘US arid UK -witttary. governments in 1947, was insisted upon by 
thé Britishnand:we are committed to support the ‘UK position 

. a the ‘a-sertes of actions taken over the past several years. 
‘The Frénch, obdjeeting to any possibility of public ownership 
‘which would have: the effect of concentrating industrial power 
in the hand's ‘ofa centralized German government, last week re- 
‘fused to'accept the specific clause in.the preamble and resorted 
to an appeal ‘to the three governments, automatically holding up 
the entry into:force of the law for-30 days. This is the first 


‘: “time the appeal -procedure, provided for under the terms of the 





of the tripartite agreement on controls, has been invoked. 


 Strenuous efforts were made by the US to work out an al- 

ternative wording: acceptable to both other countries but all 
efforts at compromise failed. Nationalization of the Ruhr in- 

dustries appears’ to have become a basic tenet of the British 
‘ Labor Party and retention of the preamble wording was insisted 
‘upon by the British Cabinet. In France the political ramifica- 
tions are even more delicate with the French National Assembly 


having 
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having gone on record in December 1948, with only one dissent- 
ing vote, of supporting the position of the French government 
in protesting the then bipartite law which had been issued. in 
November. The Assembly resolution expressed the conviction 
that the proposals envisaged in the preamble were contrary to 
the policy of placing the coal and steel of the Ruhr at the 
disposal of Europe, which it stated is the only means of recon- 
ciling the demands of European security with the necessity of 
permitting thé German. economy gradually to recover its equi- 
librium. At the six-power conference: held in London at about 
' the same time to draw up an International: Authority for the 
Ruhr, the French delegate stated his government could recognize 
no declaration which might be made concerning final disposal of 
the‘ mining snd metallurgical properties of the Ruhr as long as 
no agreement had been reached among the interested governments 
on the question of eventual ownership. The French, whose posi- 
tion was based on real fears for their future security, were 
somewhat mollified by the statement of General Marshall that 
the US would never knowingly be involved in any procedure which 
would reestablish a military menace through the industrial de- 
velopment of Germany and that this government was. willing to 
consider further measures which may need to be taken to insure 
security against possible future German aggression. . However, 
the French have never given up their demands: for the inter- 
nationalization which they first advanced in 1948. When the 
proposed reviston ceme up again for High Commission approval, 
the French refused to accept the preamble wording on.ownership 
at the highest levels in the government. A direct appeal from 
the Secretary to Mr. Schuman was to no avail and the French 
would like the issue to be discussed at the Foreign Ministers 
_meeting in May. We are trying to avoid the issue coming in 
front of this forum but it may be unavoidable. 4 


! 


* * * 


4 : Department views on the question of 
x SR merger of international record con- 

: : . : munication carriers will.be submitted 
to the Presidential Communications Policy Board later this week. 
The plight of our international cable and radio telegraph ser- 
vices is one of the major problems facing the Board in its task 
of formulating recommendations on US policies and practices with 
respect to our international communication system. A definitive 
policy on the merger question will not be formulated until the 
Board studies are completed. The views of all interested agen- 
cies will be considered in the Board's comprehensive government- 
industry-consumer exploration of the problen. 
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The Department will not oppose a permissive merger of the 


international record companies if the Board finds it to be in 


the national interest. However, any legislation to enable per- 
missive merger of some or all of the companies should impose 
certain conditions in addition to the normal regulatory author- 
ity of the Federal Communications Commission. We would want 
any enabling legislation to preserve the competitive results 
obtainable by a complete-ana continued separation of the tele- 
phone from the record services, which, with the addition of air 
mail, will provide three strong competing services. It should 
be designed to circumvent any merger which would jeopardize a 
well-rounded cable service to as many parts of the world as 
possible. In fact,.the same or better quality service as is 
presently enjoyed should be maintained providing for direct 
communications with as many places in the world as is practic- 
able and politically desirable.‘ Any economies effected as a 
result of merger should be passed on to the user in the form of 


lower rates and better service, having due regard for the moderni- 


zation of plant and improvement of the art. Legislation also 
should assure that a merged company will be capitalized on a 
basis that will insure long-range financial soundness tak 

into consideration long term traffic trends, competition 
obsolete and duplicating facilities, which should be liquidated. 
Upon completion of the Board's work we feel that all interested 
agencies of the government should be given the opportunity to 
comment upon any specific proposal the Board may make to enable 
a merger. . 


The possible merger of US international record communica- 
tion carriers has been under consideration off and on since 
1943 when the domestic merger of Western Union and the Postal 
Telegraph company took place. While it is recognized that a 
healthy communication system is essential for the safety of the 
US, it has not been possible to reach a unanimous conclusion, 
either on the desirability of: unification: or on the companies 
to be included in a unified system. Department views have been 
expressed during previous: Congressional consideration of this 
question. In 1944 the Department would have been agreeable to 
permissive merger including all cable and telegraph companies 
but excluding companies engaged in ihternational telephone 
traffic. In 1945, Departmental:opposition was expressed to 
complete merger of our international telecommunication facili- 
ties chiefly on the basis that it would be contrary to our eco- 
nomic foreign policy, which opposes the creation of monopolies. 
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This weekly publication is designed to highlight developments in the eco- 
nomic divisions of the Department of State, and to indicate the economic prob- 
lems which are currently receiving attention in the Department. It is suggested 
that copies be retained on file, as .reference will sometimes be made to previously 
reported items to avoid repetition. 
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During the past few months a growing 
OMIC resentment against the US has been evident 

| in India which apparently is due princi- 
pally to Indian belief that: 1) the US is slignting India in 
distribution of economic aid; 2) the US is exerting economic 
pressure in order to induce India to drop socialistic tenden- 
cies and adopt a system of private enterprise; and 3) the US 
favors Pakistan in the Kashmir dispute. This attitude is be- 
lieved to have been latent for some time and is now being given 
expression because of the press of Indian economic problems and 
political dissatisfaction. While analysis of the situation re- 
veals many contradictions between Indian statements and actual 
seers seriousness of the situation should not be under- 
est ed. 


ts The chief source of Indian 
discontent seems to be a growing belief that we have not given 
and do not intend to give India any substantial economic assist- 
ance during this trying period in its history, while giving bil- 
lions to various countries in Europe and Asia. dActually,-we 
have not received any formal applications from India-for US aid, 
nor are we sure it would be acceptable to the Indians under the 
conditions which we normally attach to US aid. A number of re- 
sponsible Indian officials have made statements that India does 
not need assistance and that 06 aid is an instrument of dollar 
imperialism. Indians insist that any foreign aid should be 
"without strings attached". In our view, it is unreasonable 
for any country to expect the American people to give their 
funds freely without some safeguards that they will serve to 
achieve the purposes for which they are intended. 


Actually, however, we have been instrumental in aiding 
India economically. US aid to the UK under the European Recover: 
Program is obviously a benefit to India. The Department has sup- 
ported India's applications for International Bank loans, which 
have been the only concrete requests for assistance. Last: week 
the International Bank granted a loan fo $18.5 million to India 
for further development of the Damodar River Valley, the. coun- 
try's most important industrial area. This is the third loan 
the International Bank has made to India. In August of last 
year, $34 million was granted for the reconstruction and develop. 
ment of the Indian railways. and $10 million was granted in 
September for improvement of agricultural production. 


Despite the discouraging Indian attitude, we believe we 
must continue our present course, and doubt that Indian friend- 
ship and confidence can be won by American gifts alone. In the 
long run, we believe the surest way of winning such confidence 


is 
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is by repeated demonstration in the conduct of our relations 
with India and with other nations that our objectives are con- 
structive and non-imperialistic. Economic assistance to india 
and other countries can only be forthcoming when there is a 
coincidence of their receptivity and our own ability, and when 
a constructive purpose is to be served. 


C t e ceive US Wheat Failure of 
India to obtain wheat from the last year was regarded in Indi: 
as conclusive evidence that the US is not really interested in 
the Indian people. Rumors are now afloat that the US is plan- 
ning to give away surplus wheat to alleviate suffering in certai': 
countries and this convinces India that the US has food to spare 
only for economic warfare purposes. The Indians have never ap- 
proached us for wheat for the alleviation of suffering; informal 
discussions last year concerned the possibility of obtaining a 
million tons of wheat only for economic adjustment purposes--e.g. 
to combat inflation and increase government procurement of grain 
from the peasants. (See page 4, October 31, 1949 issue of 
Current Economic Developments.) These discussions never went 
_ beyond the exploratory stage and were not terminated by the US 

but as a result of an informal letter from the Indian Embassy. 
We have received assurances from Indian quarters that India has 
the food problem under control and the government of India has 
repeatedly announced that it intends to stop food imports after 
1951. From our own reports of India's food situation we realize 
that there is still a difficult food problem. It was necessary 
for India to import large quantities of food grains last year to 
meet the requirements of deficit areas. These imports were a 
heavy drain on available foreign exchange. Increased emphasis 
was placed on a food production program and gradual progress is 
being made although the progrem now being inaugureted to increas¢ 
cotton and cereal cultivation may retard future programs. While 
harvests are admittedly better than a year ago, except for South 
India, our representatives believe thet from 1.5 to 2 million 
tons of foreign grain will be required this year which, if pur- 
chased, will result in curtailment of foreign purchases of much 
needed capital goods. A prerequisite to eventual large-scale 
reduction or elimination of Indian grain imports will be a con- 
Sidercble increase in local grain improvement. In order to 
stimulate such an increase, it may be necessary, for a period, 
to import more grains than are needed for current Indian con- 
Sumption, thus adding to the central grain reserve, which can 
then be used to depress the open and black market wheat prices. 
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Technical Assistance Point Four is regarded by many Indians 


as a grandiose empty <esture made for the double purpose of con- 
vincing underdeveloped areas of US interest in them ana gaining 
extensive influence over such peoples at relatively littie cost. 
The Indian Cabinet, in a recent discussion of technical assist- 
ance, showed a lack of understanding of its objectives and the 
members seemed to feel that India was being surfeited by foreign 
experts. They regard recommendations made on the vasis of a few 
weeks study as of no value and are hesitant to request specialists 
because their own research technicians consider it a slur on their 
ability for Americans to direct them when they have devoted years 
of study to their fields and have intimate knowledge of Indian 
conditions. The Indians want to decide for themselves what tech- 
nical assistance is needed, where the technical assistants would 
be fitted into their organization, and whom they want as technical 
assistants. There are some paradoxes in this field as in others. 
The recent visit of a US agricultural mission to New Delhi re- 
portedly resulted in an increased interest in technical collabora- 
tion. <A technical assistance agreement in connection with the 
Kosi River Dam was signed last August and a new agreement seems 
imminent with the Bureau of Reclamation on irrigation and hydro- 
electric projects. 


Other Scurces of Irritation The Indians believe that the 
US, engrossed in a world-wide struggle for maintenance of a 
system. of free enterprise, is using its economic power in various 
ways in an attempt to force India to abandon national economic 
planning and lay itself wide open to penetration by American in- 
vestors interested primarily in quick and large profits. This 
complaint is made in complete disregard of the fact that the US 
has given vast. amounts of aid to countries where the governments 
are encouraging socialistic enterprises and have been vigorously 
pursuing a policy of nationalization of: industry. a 


_ Another source of resentment arises over current reports 
of Anglo--American discussions of the sterling balances problem. 
The Indians believe they should be included in such discussions 
from the beginning as a leading creditor and are fearful of being 
faced with a virtual fait accompli in the form of some proposal 
formulated in UG-UK discussior.;. ‘Ve have instructed our Embassy 
to inform all official inquirc*s that the Department will not 
bo ei to reach a solution without consulting the government of 
ndia. 


Underlying all this ill feeling is Indian conviction that 
the US favors Pakistan in the Kashmir dispute, is using its in- 
fluence behind the scenes to help Pakistan obtain Kashmir, and 
is even trying to exert economic pressure on India to follow a 


course 
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course of action which would give Kashmir to Pakistan. The fact 
is that Pakistan accuses the US of favoring India in this regard 
- and the accusations, coming from beth parties, suggest the sin- 
cerity of US objectivity and may possibly be a tactic designed 
to influence us to cease following a strictly impartial line. 


Private Investments and FCN Treaty Negotiations Because 
of the need cor foreign capital to speed up development, the 
Indian government during the past year has made a number of pro- 
nouncements to the effect that under certain conditions foreign 
investors would be permitted to operate in India. These condi- 
tions have not been satisfactory to American investors who feel 
that the concessions have been made reluctantly and that foreign 
investment is regarded as a temporary necessary evil. The volume 
of foreign investment in India since its independence has not 
been substantial. The great majority of applications sanctioned 
by the government for new foreign investments have come from the 
UK and in actual operation the Indian approach seems to be ad hoc. 
There is an apparent trend toward fusion of Indian and foreign 
investments into single companies which may foreshadow the pattern 
of new foreign investment in India. 


During negotiaticns with India on a treaty of commerce, 
friendship and navigation, the principal divergency of views 
developed over Indian views on the position of American business- 
men and enterprises operating in India. India wished to retain 
freedom to engage in screening of:the establishment of American 
enterprises and also to subject such enterprises to discrimina- 
tory treatment after they had become established, thereby con- 
fronting the Department for the first time with a clear-cut state- 
ment of a position fundamentally in opposition to a basic principle 
of the treaty. A recent Indian aide memoire revealed no sub- 
stantial modification of this position. The Department is now 
studying methods for meeting this objection. The proposal now 
under consideration would permit, sub‘ect to certain safeguards, 
screening of the initial establishment of American enterprises 
but would assure netional treatment after the enterprises were 
established. 


Possible Tariff Negotiations with India Last week the 
Indian government indicated a definite desire to negotiate with 


the US at the Torquay GATT conference in September. Indian 
officials point out their keen interest in securing tariff re- 
duction, especially in jute items, although they listed a number 


of 
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of cottage industry items in their Request List. The Indians 
have not as yet indicated the cnaracter of any concessions 
they might be prepared to make. The inter-departmental Com- 
mittee on Trade Agreements has approved recommending to the 
President that the US negotiate with India at the forthcoming 
meeting. Major items requested by India woulc be included 
in our Supplemental List of Products to be Considered at 
Torquay, which is expected to be made public next month. 


do-Pakis Ec c Relations A development in Indo- 
Pakistan relations last week was signature of a trade pact 
providing for the exchange of 800,000 bales of Pakistan jute 
for "certain essential commodities like jute manufactures, 
steel, cotton textiles, mustard oil, etc." The strained Indo- 
Pakistan relations have been a source of concern to the US both 
because they place the security of the area in jeopardy and 
because of the strains placed on the economies of the two coun- 
tries. Economic difficulties came to a head with the September 
devaluation of the Indian rupee anc for the past several months 
trade between the two countries has been practically stalemated. 
Cessation of Indo-Pakistan trade was responsible for a decline 
of approximately 5% of the total volume of Indian industrial 
production in 1949, chiefly in jute goods and cotton textiles. 
The April 8 agreement between the two countries on the minori- 
ties problem paved the way for a trade conference in Karachi 
April 19th. While the trade agreement was not as broad as had 
been hopec, it is an encouraging step toward restoration of 
normal trecing relations. Apparently no agreement was possi- 
ble on Indian coal and Pakistan wheat and cotton. The pact 
will expire July 31 of this year and the fact that no an- 
nouncement was made for a further full dress trade conference 
Suggests that the negotiations were difficult. It was agreed 
before the meeting that the protlem of exchange rates would 
not be discussed, and normal trade cannot be resumed until 
this issue is settled. The current pact provides that cal- 
culations will be made in Indian rupees but the trade is to 
be balanced, with no surplus payable to either country. 
Pakistan officials continue emphatically to deny that there 
is any likelihood of an adjustment of their exchange rate 
in the near future. 
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N AID In connection with the signing of the agree- 

FO POE ORLAVIA ment covering: the Eximbank's second {20 million 
credit to Yugoslavia, the Bank presented to 

the Yugoslavs a letter criticizing their failure to supply 
necessary information and outlining the manner in which the 
eredits will be administered in order to secure more satisfac- 
tory cooperation. The letter states that Yugoslav submissions 
to date on economic and financial conditions and prospects re- 
main inadequate for the formulation of a realistic and reliable 
appraisal of Yugoslavia's international financial position, and 
do not ‘afford the necessary basis for concluding that the dollar 
gap will be closed in the foreseeable future. The Bank there- 
fore proposes to administer the remaining funds under the credit 
so.as to cover only the most pressing requirements for the re- 
mainder of 1950 and to assure that Yugoslav purchases over any 
given time will be within the funds available both under the 
Bank's credits and out of Yugoslavia's current earnings. The 
Bank feels that a more systematic and satisfactory basis is 
warranted for the collection, analysis and transmission of essen 
tial information and requests and that Embassy Belgrade as well 
as the Bank should be supplied by the Yugoslavs with all perti- 
nent economic and financial information. 


Lack of Cooperation by Yugoslavia This new approach is 
based on our experience in negotiations with the Yugoslav repre- 
sentatives in Washington which indicates that they are basically 
unwilling to disclose the crux of their present and prospective 
situation and assume that the US will foot the bill indefinitely; 
regardless of the justification of the amount. The estimated 
1950 dollar balance ci payments just presented by the Yugoslavs 
indicates a $3C million deficit, to be met by the US, after al- 
lowing for the International Bank's recent $2.7 million timber 
credit and contemplated 412 million credit, and the two already 
authorized Eximbank loans totalling 440 million. This estimatec 
deficit is 415 million more than the maximum estimated by the 
National Advisory Council staff in its recent analysis. The 
data presented are, however, entirely inadequate to enable us 
to evaluate realistically the relative essentiality to the 
Yugoslav economy of the raw material and capital import require- 
ments causing the deficit. Since the limit in Yugoslevia's 
ability to assume additional dollar debt is clearly in sight, 
it is impossible to see how the US could meet this deficit with 
credit financing. We therefore feel that it is necessary for 
the Yugoslavs tos 1) make every effort to close the dollar raw 
materiel gap as soon as possible and restrict capital imports 
to items bringing an immediate and substantial increase in expor 
and 2) cooperate with us by complying with actions suggested to 
make ends meet and by providing a continuous flow of sufficient 
information to enable us fully to appraise the developing econom 
Situation and assure that the aim is being reached. 
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In commenting on a tentative proposal for establishing 
regular informational channels with the Yugoslavs through 
Embassy Belgrade, the Embassy believes a further effort should 
be made along present lines, with suggested modifications, be- 
fore giving serious consideration to drastic changes in proced- 
ure, Thus the Embassy recommends that we continue to attempt 
to secure demonstrably pertinent data from the Yugoslavs through 
patient insistence in Washington, passing such information on 
to the Embassy and calling upon it to clarify important discrepr- 
ancies and to follow up when the Eximbank's important data are 
not received. This is the arrangement which will probably 
develop under our modified letter to the Yugoslavs. The Embassy 
believes that such economic assistance as we have given Yugo- 
slavia to date or contemplate giving in the near future is a 
small price to pay for benef: ts already enjoyed and expected 
from the Yugoslav independence of Kremlin dictation which such 
assistance has bolstered. w#e should therefore guard against 
the temptation to try to push the Tito regime into a position 
which could be interpreted as compromising it tnrough its depend- 
ence on the west. The Embassy does, however, appreciate the 
difficulty of obtaining adequate data from Yugoslavia, and at- 
tributes it to the fact that Yugoslavia is a police state, which 
has failed to organize the collection and analysis of economic 
data along desired lines and has made such data as exists subject 
to the state secrets law. The Embassy believes, however, that 
there is also some Yugoslav reluctance to reveal data because 
revelations of weak points in the economy may leak out and be 
used against Yugoslavia by the west as well as the east. 


Yugoslav Obligations to USSR Yugoslavia's failure to supply 
us with adequate information Was pointed up by our complete sur- 
prise at the March 13 statement by Tito ef Yugoslavia's receipt, 
prior to the Cominform split, of $72 million in military equip- 
ment and services from the USSR. Tito stated that Yugoslavia 
intended to repay the USSR in full and had made a first payment 
on this account in 1949. Reference was also made to a Yugoslav 
payment due on trade balances with the USSR. However, during 
the nine months in which we had relied on the Yugoslavs for 
information on their economic position, neither the Department 
nor the Eximbenk were informed of these obligations to the USSR. 
We found it embarrassing to receive this information so belatedly 
and so indirectly and, if these accounts were payable in dollars 
or their equivalent in hard currencies or export items, considered 
the failure to inform us a serious breach of confidence, making 
future financing relations more difficult. In reply to our re- 
quest for confirmation of this information, the Yugoslav Foreign 
Office explained the status of its obligations to the USSR, 


implying 
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implving that payments on these accounts are indefinitely sus- 
on ee Re» alge epee with the USSR to'‘adjust them to take 
into account the damage done to Yugoslavia by the USSR's uni- 
laterally breaking its agreements. Such an agreement is con- 
sidered unlikely in the foreseeable future. The USSR's mili- 
tary and industrial credits specify repayment in goods, valued 
in US dollars, but permit partial payment in dollar or other 
agreed currencies. The 1949 interest payment was made in goods 
during the first hal> of that year; no payment has been made 
since and none is expected during 1950. 


Obstacles to Fron (see oe aie Consideration of the 
International Bank's proposed $25 million multi-currency loan 

to Yugoslavia has been moving slowly as a result of the inability 
of the Yugoslavs and the Foreign Bondhclders' Protective Council 
(FBPC) to achieve a settlement of Yugoslav prewar dollar bond 
problems in recent Belgrade negotiations. The IBRD has made . 
reaching an agreement a prerequisite to its consideration of 

the loan, and the temporary failure to reach an agreement has 
rendered uncertain the US position on whether to press for quick 
action by the Bank and the cther proposed participants in the 
loan. However, the FBPC representative in the negotiations has 
Since expressed optimism concerning the possibility of settling 
this problem, concluding from last minute talks with the Yugo- 
Slavs that they will, when negotiations are resumed, retreat 

from their insistence on a reduction in the principal amount of 
the debt. However, resumption of these negotiations is not 
anticipated before July and may well not take place until fall. 





Meanwhile, preliminary Dutch reactions were favorable to 
the proposed loan, but difficulties nave erisen with respect 
to participation by the UK, France, Italy and Belgium. The 
French are unwilling to participate until their financial 
claims against Yugoslavia are settled satisfactorily. Doubts 
concerning Yugoslavia's capacity to assume any additional dollar 
debt threaten consideration of the 412 million US currency com- 
ponent of the loan. | 
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HEAR LNCS ON Hearings on the bill providing for US membership 
ITO STARTSD in the proposed International Trade Organization 
— (ITC), as set forth in the Eavana Charter cf 1948 
began last week in the House Committee on Foreign Affairs. 
Secretary Acheson and Assistant Secretary Thorp ied off the 
testimony, and officials of other interested government agen- 
cies are scheduled to appear in its behaif. It is impossible 
to predict at this early stage of Congressional consideration 
what the final outcome will be. Questioning by the Committee 
has been, on the whole, friendly. Hearings are now scheduled 
through May 9. No date has been set for consideration by the 
Senate Foreign Relations Committee. The Administration will 
continue to push for favorable action at the earliest possible 
. date. . 3 


’ 


Public support for the ITO has come from the American Farr 
Bureau Federation, the National Farmers' Union, the CIO, and 
the National Planning Association, and except for the investmer. 
provisions from the Committee for Economic Development, Addi- 
tional support has come from other labor groups, importers' and 
consumers' organizations, national women's organizations and 
church associations. Chief opposition among the trade groups 
comes from the National Foreign Trade Council. The National 
Association of Manufacturers, the US Chamber of Commerce, the 
American Bar Association, the American Tariff League and indus- 
tries traditionally opposing the trade agreements program also 
oppose the ITO. Newspaper support since the opening of the 
hearings has not been as encouraging as it might, severai lead- 
ing dailies taking the position editorially that while they 
agree with Charter principles, they do not feel that urgent 
pd is required in view of the already heavy Congressional 
schedule. 


Most of the 54 countries which participated in the Havana 
Conference are waiting for the US lead because they know there 
cannot be an effective world trade organization without US 
participation. Liberia is the onlv country which has ratified 
the Charter unconditionally. Australie has ratified it on 
condition the UK and the US ratify, and the Swedish government 
reportedly has obtained Riksbank authorization, but, like the 
other countries, does not plan to ratify it until it becomes 
clear what action the US will take. 
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US-PHILIPPINE FINAL SETTLEMENT On April 20, 1950, the US and 

OF SURPLUS PROPSRTY AGREEMENT - Philippines "signed a supple- 
ment constituting a final set- 

tlement under the Surplus. Property Bulk Sale Agreement of 1946. 
This supplement disposes of the Philippine contention that we 
have not fulfilled our obligations under the contract and pro- 
vides for a satisfactory termination date for the turnover of 
surplus property to the Philippines. All movable surplus 
property and most fixed installations had already been deliver< 
to the Philippines as of September 30, 1950. Some fixed in- 
stallations, which are surplus but presently occupied by US 
agencies, have not yet been turned over, and the agreement 
provides for their turnover when they are no longer needec. 


At the time of signing the settlement, Embassy Manila 
delivered to the Philippines a unilateral note denying liabilit 
for certain Fhilippine claims of doubtful validity against the 
US. The Philippines also made a payment of about 648 yOOO as 
reimbursement for US Army expenditures for bee for which 
the Philippine government is liable. 
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PROMPT DENUNCIATION OF TRADE The Department is taking de- 
AGREEMENT WITH MEXICO PROPOSED finitive action to terminate 

ca the US-Mexican trade agreement 
. of 1942,.as one course of action affecting US petroleum imports 
quantitatively but less drastically than high tariff bills now 
_ pending in Congress. For some time the interdepartmental Trade 
Agreements Committee and the Department have been convinced that 
a mutually satisfactory revision of the Mexican agreement could 
not be worked out, but termination has been delayed because cf 
possible repercussions involving US oil interests in Venezuela. 
(See page 6, October 10, 1949 issue of Current Economic Develop- 
ments.) Increasing pressure by a coalition of interests, repre- 
senting the coal industry, the railroad brotherhoods, the inde- 
pendent oil producers and the CIO oil workers, for the restric- 
tion of petroleum imports, indicates the desirability of taking 
some immediate step which may forestall the adoption of more 
stringent control measures. We believe immediate action on 
‘the agreement, coupled with assurances by oil importers volun- 
tarily to restrict imports would lessen pressure for restrictive 
legislation this session. We are instructing the US Embassy 
to endeavor to obtain Mexican agreement to joint denunciation 
of the trade agreement on short notice, probably 45 days, with- 
outa mo@wevivendi. Although the Mexicans concede that termina- 
tion is necessary, they have indicated the desire for a modus 
vivendi and we do not know what their attitude will be toward 
unconditional denunciation with the short notice we desire. 


‘Effect of Termination on Imports Upon termination of the 
trade agreement with Mexico, the US import excise tax on crude 
petroleum, including topped crude, and fuel oil derived from 
petroleum would revert to the concession of the Venezuclan 
trade agreement of 1939. This means a duty increase from 10.5 
cents per barrel to 21 cents on imports of these products in 
excess of 5% of the total quantity cf crude petroleum processed 
in US domestic refineries in the preceding calendar year. Thus, 
boo — duty would apply to more than half of current 
mports. ds | : 


The increase in duty is not likely to restrict Venezuelan 
output greatly and although it may result in a loss of Venezuelar. 
dollar revenue, the amount would not be large in terms of Vene- 
zuelan total dollar income or trade with the US. However, 
Congressional representatives who are concerned lest highly 
restrictive legislation be passed, consider that the proposed 
steps with respect to the Mexican agreement will be psychologic- 
ally helpful in preventing seriously restrictive action.....Althoug 
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the Venezuelans have expressed the hope that. ways could: be . 
found to prevent termination of the Mexican agreement, Ambas- 
sador Donnelly believes they would favor termination if they 
were satisfied it would prevent the adoption of more restric- 
tive legislation. They have also suggested: that the Venezue- 
lan petroleum industry cut: back production. Sorresponding pro- 
portionately to the cut back in the US. 


The Department is now consulting with ‘other agencies as 
to whether the quantity of oil admitted at the low (10.5 _. 
cents a barrel) tax rate should be allocated among different 
countries or left as it is on a first-come-first-served. basis. 
The latter is administratively preferable. We are also con- 
Sidering unallocated quotas on a.quarterly basis, which might 
be useful in preventing an undue concentration of imports in 
the early part of the year. 


Mexican The Trade Agreements Committee has 
recommended, a the esident approved, termination of the 
1942 trade agreement with: Mexico with timing undetermined. 

When the Mexican Minister of National Economy was. in Washing- 
ton last month he was told informally that we could not accept 
the modus vivendi proposed Ly Mexico, and that we were consider- 
ing the timing and best approach for termination. He indicated 
that recent publicity had resulted in increased public pressure 
on the Mexican government to denounce the agreement. 


In December 1947, Mexico increased its import duties 
on products included in Schedule I.({Mexico's schedule) of the 
existing trade agreement as one of the measures a to 
restrict imports in order to conserve foreign exchange. The 
US consented to the action provisionally, upon agreement by 
Mexico to renegotiate Schedule I with a view to restoring . 
the balence of the agreement. During formal negotiations 
between Mexico and the US, which were begun in April 1948, 
it became apparent that the Mexicans would take no steps 
either to bring the Schedule I negotiations to a satisfactory 
ccenclusion or to withdraw measures impairing the agreement. 





* * * 


KOREAN INF LS While the Korean National Assembly has : 
SUBJECT OF passed most of the measures recommended by . 
the Joint Stabilization Committee, US concern 
- over Korean inflation has not subsided. . Constant vigilance 
will be required to observe and analyze the manner and degree 
of implementation. The long pull between enactment of legis- 
lation and putting into actual operation the necessary measures 


will 
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will be a difficult one for the Korean government. The speed 
and efficacy with which this is accomplished, however, may 
well determine the success or failure of the US program in 
South Korea. Ambassador Muccio is now in Washington for dis- 
cussion of these and other problems with the Department, ECA, 
and other interested agencies. 


Passage of the Stabilization Committee's recommendations 
came about after strong US communications to President Hhee 
stating that unless the Korean government itself took effec- 
tive aid, further US aid would be jeopardized. (See page 4, 
February 13, 1950 issue cf Current Economic Developments.) 

It remains to be seen whether the Korean government is merely 
paying lip service to our requests or whether it actually 
will try to solve the inflationary problem which, if not 
checked, would result in economic collapse. 


New Budget Passed One of the measures we have. been 
pressing for was passage of a balanced budget for 1950-51, 
since last year there was a deficit of approximately 64.2 
billion won. The National Assembly has just passed the new 
budget which reduces to some extent the expenditures for 
National Defense and Police; cuts down the number of govern- 
ment employees; raises taxes; and increases Government Mono- 
poly Bureau prices of cigarettes and railway and utility 
tariffs. It remains to be seen whether the government will 
be able to live within its income or whether it will egain 
operate at a deficit. | 


The 1950-51 budget provides for tax revenues more than 
three times the assessments for the past fiscal year. Com- 
pared with planned expenditures, even these revenues fall 
short of promising a balanced budget when the traditional in- 
ability of the government to collect full tax assessments is 
taken into account. The ECA Mission believes that the pro- 
jected general account:revenue and net income from the Mono- 
poly Bureau and Vested Land Administration should be realized 
if the government employs more adequate enforcement. It has 
. reservations, havever, on the estimated profit from the Food 
Administration. For the first time the grain collcction 
program is included in the budget. This is a sound move and 
should bring about more effective control of the operation, 
but it is probable that the rice collection program will 
again result in a deficit. 


The 
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The Mission also considers that the income from the sale 
of vested property is optimistically estimated in the budget 
Since there has been virtually no progress to date in getting 
the decree implemented. Former Japanese properties amounting 
to over 80% of all industry in Korea, title to which is pres- 
ently vested in the Republic, constitute an important poten- 
tial source of government revenue and non-inflationary financ- 
ing. However, the reluctance of investors to place funds in 
long-term ventures rather than into commodities or lucrative 
short-term loans and the relative scarcity of surplus funds in 
the hands of the public foreshadow difficulties for the govern- 
ment in disposing of these properties. Although the Stabiliza- 
tion Committee's recommendations for prompt disposal of vested 
properties were approved by the Executive, administrative pr-°- 
cedures and delays may well postpone early implementation. 

In the meantime, the properties are depreciating. The gcvern- 
ment hes indicated its intention to retain by nationalization 
the more important and presumably, the votential revenue- 
producing enterprises. Government-directed manufacturing plant. 
with few exceptions ere operating at a loss due to inadequate 
working capital, over-centralization, duplication, inefficiency 
of direction, and dearth of managerial end technical skills. 


A balanced budget, even if it could be achieved, would 
not bring about ail the desired clements of stability in the 
Korean economy. Many problems remain in other areas. The 
estimated tax collections, bank credits, and loans for purchase 
of rice could result in an increese in purchasing power of 50 
billion won, not including the money supply resulting from 
Sales of aid goods, 211 of which would contribute ‘to the in- 
flationary spirel wnless other steps are teken. 


=e Aid and Counterpart Funds Control over the expendi- 
ture of counterpart funds is, of course, one way in which the 
US can exert its influence in counteracting Korean inflation. 
Expenditure of the funds for development projects has inflée- 
tionary results and it may be that the funds will have to be 
at least partially sterilized. This problem is now being dis- 
cussed by Ambassador Muccio with ECA end State and the whole 
problem will be presented to the National Advisory Council 

in the near future. 


Efforts have been continuing to establish a more realistic 
counterpart rate anc pricing basis for aid supplies. Agreement 
in principle was reached in January between Mission and govern- 
ment officials to increase the rete to 800 won to »1, effective 
January 1, 1950. It had been 450 to $1 up until November 1949 
and was successively raised to decrease the margin between open 
market and Office of Supply prices, thus diverting more funds 
from circulation into the anti-inflcetioncsry counterpert fund, 


and 
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and contributing to the goal of eventual stabilization. How- 
ever, the State Council did not act until March, at which time 
it approved the increase effective February 1. Since the Korean 
government had already been billed at the higher rate for Jan- 
uary, the Stabilization Committee decided to reconsider the 
problem after determining the ratio of won-dollar prices for 

the month of January. During Committee discussions Korean 
officials tried without success to obtain assurances that the 
rate would remain at 800 won until July 1950, so it is apparent 
that further Mission efforts to raise the counterpart rate will 
continue to encounter strong resistance, based on Korean insist- 
ance on a two-price system providing preferential low costs 

for government-sponsored essential imports. 


Meanwhile, there is an increasing backlog of aid goods in 
port area transit warehouses. This reached the critical stage 
in March and it became apparent that ECA-financed supplies 
were currently arriving in South Korea at a rate which strained 
the economy's ability to distribute and absorb them simultan- 
eously with urgent seasonal movements of local products such 
as rice and coal. 


Banking Legislation The Nationel Assembly has also pas: ad 
bank reform legislation including creation of a new centrel oank 
and a general banking ect. This incorporates the Stabilization 
Committee's revisions of the proposal prepared by Federal Reserve 
advisers who went to Seoul at Forean government request. In 
evaluating the Korean economic situation, these advisers stated 
that if the grave inflationary spiral is not brought under con- 
trol, monetary and fiscal collapse will follow. The Bank of 
Korea has not been effective in performing the basic role of 
a central bank in controlling the supply of money and credit 
in the interests of achieving monetary stability. It has been 
carrying on commercial banking business in competition with pri- 
vate banks and has been subject to political pressures and arbi- 
trary interferences. In proposing Bank reform, the Federal 
Reserve advisers aimed not only at strengthening the Bank of 
Korea as such, but at strengthening the Korean commercial bank- 
ing system as well. 


Fore a tlook Korea's current export potential is 

ed largely to a limited quantity of rice and to a modest 

at of minerals and marine products. Assuming favorable crop 
weather and efficient utilization of the fertilizer stockpiles 
on hand, the Republic should be in a position, to export nearly 
three times the 100,000 metric tons of rice scheduled for export 
this crop year. However, the net benefit to be derived from rice 
exports will depend largely upon the extent of compensatory 
grain imports, which the government seems intent upon effecting, 
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and upon the willingness to fulfill export commitments. Esti- 
mates of expanding world production of rice foreshadow lower 
prices and more.competitive markets. The restricted level of 
trade between Hong Kong and China does not favor an expansion 
in exports of marine products to the Colony. Thus, prospects 
for any substantial improvement in the current appreciable im- 
balance in Korea's foreign trade appear remote, considering the 
necessity of large-scale imports of chemical fertilizers and 
industrial raw materials. Approximately 87% of all imports in 
1949 were financed pursuant to tne cid Agreement and of that 
amount approximat:-y 34%, or roughly $47 million, including 
freight, went fox fertilizer. Fertilizer imports must be con- 
tinued at abour present levels if current food production and 
proposed experts are to be realized. Korea is making efforts to 
expand its export market. Within the past two weeks a trade 
agreement was finally reached with Japan, and is now before the 
President for signature. A Korean Trade Mission is expected to 
visit countries in East, Southeast, South Asia, Australia and 
New Zealand in the near future to develop trade between Korea 
and those countries, preferably through private channels. 


Report on First Quarter 1950 The close of the first quar- 
ter of 1950 finds the Republic of Korea in a period of contrac- 
tion of currency in circulation, of leveling off of bank credit 
and of increased revenues flowing into the Treasury, all of which 
seem to indicate a temporary favorable economic trend. The cur- 
rent improvement of these economic indicators, however, appears 
to be at least.as much the result of traditional seasonal fac- 
tors and only in part the effect of governmental budgetary prac- 
tices and pulicies. It remains to be seen whether or not the 
government will implement the new legislation and will follow 
Suggested lines of economic policy in order to project these 
seasonal developments into real gains. The Ministries of Nationa 
Defense, Home Affairs and Justice vociferously evidenced dis- 
pleasure on their reduced budgets and, as in the past, can be 
expected to exert. constant pressure on the Chief Executive for 
additional funds. There is always the fear that a cut-back in 
money circulation and a tightening of loans will result in a fall 
ing off of employment with resultant discontent and political 
repercussions. 


Success of soviet Policies in North Korea Embassy Seoul 
believes that the SR has attained what are apparently its 
three principal economic objectives north of the 38th parallel. 
The first is the establishment of a relatively self-sufficient, 


; _ viable 
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viable and expanding economy based on a low standard of liv- 
ing. The second is the development of a planned economy 
geared and subservient to the planned esonomy of the USSR. 
The third is large-scale economic exploitation, principally 
for the benefit of the Soviet Union and China. It is tenta- 
tively estimated that the value of this exploitation is be- 
tween »75 and $100 million annually. While Soviet policies 
in North Korea are primarily designed to benefit the Soviet 
Union, and while they are accomplished by police state methods, 
it must be admitted they have been successful by Kremlin 
Standards. 


SECRET 
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LIBERIA £CCEPIS The Liberian government has accepted, with 


ECCNOMIC PLANS certain modifications, the economic develop- 
ment program proposed for it by the US Econo- 
mic Mission in Liberia. (See page 4, October 10, 1949 issue 
of Current Economic Developments. ) We have also learned that 
it has adopted, in general, the recommendations of the Truslow 
report with respect to corporation and maritime codes and an 


international trust company. (See page 3, March 21, 1949 
issue of Current Economic Developments. ) 


Views on Economic Development Program Although the US 
Economic Mission's proposals were designed to fit in with 


Liberia's existing economic development program, the Liberian 
government felt that they did not give sufficient considera- 
tion and credit to its activities and achievements under this 
program. Therefore, in accepting the proposed plan, Liberia 
offers modifications designed to overcome this objection and 
to integrate the two programs. The Mission's program and 
Liberia's proposed modifications are now under consideration 
by the Mission, the Liberian government and the Department. 








With respect to financing the program, Liberia approves 
the assumption that funds would come largely from its current 
revenues, US grants-in-aid, and loans to Liberia from public 
and private, domestic and foreign sources. Liberia also ac- 
cepts the proposal that it commit a certain percentage of its 
revenues, rather than a fixed sum, to the implementation of 
the program, so that the rate of development would be auto- 
matically geared tc its financial ability. The government 


therefore 
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therefore commits itself to appropriate a minimum of 20% of 

its current revenues (instead of the 25-30% suggested by the 
Mission) for this purpose. Thus, while the Mission's esti- 
mates are predicated on a five-year schedule, the program 
might be spread over a longer period if Liberia's contribution 
is smaller than suggested or if the increase in Liberian re- 
venues is not as rapid as anticipated. With respect to outside 
finencing for the program, Liberia notes thet loans will be 
sought on as small a scale as possible and the extent of lcean 
for each project may not necessertly conform to the suggestions 
in the proposed program. 


In considering the administration of the program, Liberia 
questions the Mission's proposal for the establishment of a 
Liberian Development Authority, responsible to the Liberian 
government, but representative of both Liberia and the US, to 
provide for long and short range integration of the program 
and the several sources from which its financing would come. 
Liberia proposes instead the creation of a Central Planning 
Committee, composed of the heads of interested Liberian depart- 
ments and experts obtained under the plan, to facilitate pro- | 
gressive detailed planning and timing of the projects within 
the over-all program. This committee would have power to allo- 
cate funds but no power to disburse them. Regular government 
agencies or special corporations would, however, have to be 
established for the operation of such major long-term public 
utility projects as are undertaken. Although the Mission also 
proposed an Advisory Committee, representing private interests, 
to assure that private development keeps pace with public 
expenditures, Liberia contemplates that the Planning Committee 
will give due consideration to the interests of private capital 
and synchronize its development with the plan. 


Liberia approved, with modifications, the individual 
projects proposed in the Mission's report. These consist of 
the improvement and extension of government services; agricul- 
tural research, demonstration and education; engineering 
organization ‘and projects, including airfield facilities, 
maintenance-.and construction of highways, and projects for 
Monrovia, such as electric power development, waterworks, 
paving streets and sewerage; and health and education projects. 
Liberia feels that, of these prcjects, priority.should be given 
¥ a hydro-electric works, water supply. ond Senwrage: system for 

onr ovia. | 
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Adoption of Truslow Recommendations Liberia has recent- 
ly enacted new legislation with respect to the establishment 
of corporation and maritime codes and the creation of an 
international trust company. This legislation follcws, in 
general, the recommendations submitted iast March by Francis 
A. Truslow, President of the New York Curb Exchange and former 
head of the Rubber Development Corporation. The Truslow re- 
port was a personal one, prepared in response to the Liberian 
President's request for expert advice because of questions 
raised with respect to legislation previously enacted on these 
Subjects. While it did not have our official stamp of approval 
and was not a US document, we took no exception to it. 





The Truslow report recommended legislation which would 
include the unobjectionable features of the old and would, in 
addition, provide for safeguards in the corporation code and 
the Trust Company Act to insure informed consent by stockhold- 
ers prior to important action by management, and standards of 
conduct for the Liberian government in the administration of 
the maritime code. 
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GRIFFIN MISSION RECCMMENDATIONS Immediate economic aid, mostly 
FOR US AID TC SOUTHEAST ASI4 in the form of technical assist- 
| ance, to Southeast Asia is under 
intensive study within the Department and other government agen- 
cies on the basis of the preliminary recommendations made by 
the Griffin Mission which has just returned from Saigon, Bangkox, 
Rangoon, Singapore and Djakarta, (See page 10, February 27, 
1950 issue of Current Bconomic Developments.) The total econo- 
mic program recommended for this area amounts approximately to 
$67 million. One of the outstanding impressions of the mission 
was the general feeling of bitterness towards colonialism, which 
the natives consider. a more serious threat than Communism. Be- 
cause of this antagonism, the mission does not believe that for- 
mer colonial personnel should be closely associated with aid to 
this area, for many of such personnel have been unable to accept 
their new position. The mission therefore urges that we dis- 
associate US programs as much as possible from the former colonial 
powers but in keeping with existing legal provisions. Another 
striking characteristic is the great shortage of competent 
native technical and administrative personnel, many more of whom 
must be trained before these areas can absorb extensive aid. 
Most of the government departments in the countries visited are 
understaffed and under-trained. Lack of facility with the 
English language is another factor which will slow down the 
absorptive capacity of this area to receive US assistance, as 
will the shortage of housing for US technicians. 


in order of importance as to what must be done in Southeast 
Asia, the mission lists the re-establishment of internal law 
and order as the most urgent short-term problem. Secondly, 
there must be a reduction of military expenditures which are 
causing inflation and budgetary deficits and diverting funds 
from the social services which are so desperately needed. Next 
in order of importance is export recovery, which in many cases 
depends on increased production, renewed trust in the country's 
currency, and improvement in transportation. Incentive goods are 
a vital necessity as well in order to bring about increased pro- 
duction. Training of administrative and technical personnel for 
government and business should be entered into as quickly as pos- 
sible. Most of the governments are shaky but should be strength- 
ened from working with the US if aid programs are properly handled. 
The strong feeling of anti-colonialism has generalized into an 
anti-western feeling including a not insignificant antagonism 
towards the US for not supporting the various independence move- 
ments more quickly and a belief that our interests are with western 
European powers, as evidenced by ERP and the North Atlantic Pact. 
The peoples of. this region feel we are interested in them primarily 
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as they can help Europe or help contain Communism. This anti- 
US attitude must be broken down and initial progress in this 
direction has been made. There is little fear or understanding 
of Soviet imperialisn. : 


Most of the countries would be receptive to United Nations 
programs of assistance if the UN would give evidence of agzres- 
Sive competence. The United Nations Childrens Emergency Fund 
(UNICEF) has been the most active specialized agency in this 
region and its work, though limited, has been deeply appreciated. 
There was no desire manifest for general survey missions--but 
interest was evinced in receiving actual technical missions which 
would assist in real programs. The Griffin mission thinks it 
would be well to enlist the aid of private organizations in furn- 
ishing technical assistance. 


Economic and military needs of the area will be discussed 
at the current London meeting of the US, UK and French Foreign 
Ministers with later discussions with the Dominions and possibly 
the Dutch. 


indochina The mission recommended that economic aid be dis- 
patched immediately to the Indochinese states as the most vulner- 
able spot in the area. Of the three states of Indochina-- 
Vietnam, Cambodia and Laos--the first is the most important both 
in size and influence. For the 15 months ending June 30, 1951 
the mission has recommended direct economic and technical aid 
to these three countries costing about 923,500,000, to be adminis- 
tered by 3Ch. It is believed that an ecgnomic ‘progrem of this 
size will do much to win over non-Communist supporters of Ho Chi 
Minh es well as the large percentage of fencé-sitters. The pro- 
gram comprises aid in public health, rural rehabilitation, raw 
material imports, telecommunications, technical equipment, traine: 
transport equipment, and information activities. These projects 
are designed to support military and political objectives, pro- 
duce dramatic and speedy results, improve living conditions and 
develop the competence of the new government in the field of 
administration. There has been practically no US aid extended 
to this aree in the past, elthough Indochina has benefitted throw . 
indirect ECA aid extended through the French under the dependent . 
overseas territories program. The UN and specialized agencies 
have not provided any economic or technical assistance; further- 
more, UN aid is probably unlikely since the Soviet bloc has re- 
cognized Ho Chi Minh and would undoubtedly veto any proposal to 
aid Bao Dai. Extension of aid would be limited by the degree of 
law and order prevailing. in projected areas of operation. The 
shortage of trained personnel and the almost complete ignorance 
of English by non-French personnel, other than the top government 
officials, will be a limiting factor as well. Some conflict 
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has arisen over French insistence that: the agreements establish- 
ing the three states provide for the use of French technicians 
in all possible cases, but this is gradually being ironed out. 


Malaya Due to the nature of the British responsibility 
in Singapore and the Federation of Malaya, as well as the size 
of the British program and contemplated Commonwealth progran, 
the Griffin mission has recommended that US aid in this area be 
limited to those fields where the necessary equipment or tech- 
nicians cannot be obtained from the sterling area or where there 
would be a special advantage obtained by securing;,aid: from the 
US. Estimates of needed US aid are still preliminary and will 
not be made firm until after the Commonwealth conference in 
Sydney this month to consider aid. to Southeast Asia. As a tenta- 
tive estimate, the sum of $4.5 million has been recommended to 
be used to supply communications equipment to the civil police, 
to bring in earth-moving equipment with which to build roads 
through the jungles and air strips and to prepare areas for re- 
settlement, to train teachers for the Chinese primary schools, 
and to revise the textbooks currently in use. Suppression of 
_bandit terrorism must take place if any aid is to be effective, 
and police control has been hampered by lack of radio communica- 
tions and equipment to clear roads and construct airstrips. The 
educational part of the program is necessary to educate local 
Chinese to democracy and away from Communism. This part of the 
program is considered of particular urgency. 





Burma In US preliminary thinking on assistance to South- 
east Asia, Burma was designated as primarily a British responsi- 
bility and it was thought that our assistance would be limited 
to backstopping the UK. However, the Griffin mission has strongly 
urged that we revamp our thinking and assume primary responsibil- 
ity for this country. The only effective aid we can render Burma, 
the mission believes, would have to be on a direct basis, and any 
linking in the minds of the Burmese of US with UK activities 
would extend to the US the mistrust already felt for the UK. 


The Commonwealth Conference which met in Colombo the early 
.-part of this year agreed on a &6 million loan to Burma for cur- 
rency stabilization. While this loan was accepted by the Bur- 
mese, it was another source of irritation’ because of the. condi- 
tions attached to the loan, namely that it must be used for in- 
ternal stabilization and could not be used to augment foreign 
exchange reserves. The Griffin mission believes that immediate 
aid is justifiable to strengthen the existing regime which, 
despite leftist leanings, is the strongest anti-Communist govern- 
ment foreseeable. Aid is recommended to help ensure that Burma's 
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rice and cther surplus products reach western-oriented areas 
having critical need for them and do not go to Soviet-dominated 
areas. Aid tc agriculture, health enc education, as well es 
for rehabilitation of destroyeé villages and reconstruction of 
transport and communications would be particularly appropriate. 
Detailed recommendations have been made fcr immediate priority 
projects. To be effective, the mission points out, it must be 
made clear to the Burmese that the aid is granted in their own 
interest and they must be ccnvinced that it is not designed to 
use them as a pawn in an anti-Communist program. For the15- 
month period ending June 30, 1951 the mission recommends that 
$12.2 million be expanded in Burma. 


iland The total veceinended program for Thailand for 
the 15-month period amounts to $11.6 million to be spent on agriculture 
health, education, transport, telecommunications and industry. 
Although the emergency in Thailand is not comparable to that 
in Indochina and Burma, the mission feels an immediate start 
should be made in implementing its recommendations, both for 
the political effect it would have on the government and the 
people, and, to indicate the reality of US protestations of in- 
terest in the welfare of that country. Like the rest of South- 
“east Asia, Thailand is threatened by Communist imperialism con- 
trolled from China, and improvement of conditions will make the 
people less susceptible to Communist propaganda and convince 
them that our interest is based on genuine good will. The ab- 
sence of western colonialism in the country has resulted in the 
absence of extreme anti-western feelings, thus making cooperation 
with the US politically much easier than in other countries. 
Economic aid operations can be relatively simple, involving no 
complicated relations with a metropolitan or former colonial 
power. The economic urgency for aid is less in Thailand than 
in the other countries visited, but there is a political urgency 
if we are to retain the country in a western orientation. 


indonesia Indonesia, a country of vest potential wealth 
and the chief supplier of many US strategic commodities, has a 
living standard relatively tolerable compared with other Asiatic 
countries, but eight years of war and revolution have gravely 
lowered production needed for both internal consumption and for 
export. The country is searching for a middle position between 
‘the’ east and the west but will, it is believed, be pulled toward 
“the west not only by the individualism of its people but by its 
own economic interests. Indonesia received a great deal of 
assistance from the US through the ECA while the country was 


still 
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still under Netherlands sovereignty and, more recently, a $100 
million Eximbank line of credit was extended. The continued 
exodus of trained Dutch civil servants and technicians compli- 
cates government administration. The Griffin mission recommends 
an immediate aid program totaling $14.5 million plus an wnesti- 
mated amount for cotton processing. The aid would cover pro- 
grams in agriculture, forestry, fisheries, health, education 
and raw materials. The mission states that failure of our 
program in Indonesia would spread confusion and defeatism else- 
where, whereas successful leadership in Indonesia would favor- 
ably affect western orientation in other Southeast Asia countries. 


* * * 


US SECURITY EXPORT The Department is reviewing the status of 
CONTROLS REVIEWED security trade controls and evaluating 
their effectiveness, with particular refer- 
ence to the Soviet Union and its eastern European satellites. 
There are two basic aspects of our security export control 
policy--one relates to domestic control policies in the US, the 
other to the development of parallel action by the western Euro- 
pean countries which engage in significant trade with the Soviet 
bloc. US controls, supplemented by the degree of parallel action 
already achieved in western European countries, are considered 
of benefit in impairing the development of the war potential of 
the Soviet bloc. The issue has become one of determining whether 
additional controls, especially quantitative controls, will ham- 
per the development of the Soviet bloc war potential more than 
they will injure the objective of encouraging economic recovery 
and stability in friendly countries of.western Europe. 


Trends in US Domestic Control Policy US security export 
control policy, airected at restricting the export to the. Soviet 


bloc of items which might contribute significantly to the develop- 
ment of its war potential, prevents the export from the US to 

the Soviet bloc of arms, ammunition, implements of war (listed 

in Presidential Proclamation 2773) and commodities closely re- 
lated to the production of military items (the 1-4 embargo list). 
In addition, there are severe quantitative restrictions upon 

the export from the US to the USSR and satellites of other 

items (1-B restricted list) which would contribute significantly 
to the war potential of that area if exported in large quantities. 
All 1-A and 1-B items are listed in the Commerce Department 
Positive list, a public document enumerating those items that 
require individual validated licenses for specified destinations. 
No licenses are required for Canada; 1-4 items and some 1-B 
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items need licenses for all other destinations; the balance cf 
the 1-B items require licenses for all Eastern Hemisphere con- 
Signees. Special items primariiy of interest to the Atomic 
Energy Commission are separately controllec and normally not 
allowed to move to the Soviet bloc. 


dnen the basic US security export control policy was ex- 
tended in March 1948 to cover items other than actual imple- 
ments of war, it was directed at restricting the development 
of key segments of the Soviet economy vhich would contribute 
to the Soviet war potential. The selection of items for con- 
trol was not precise in terms of an analysis of the Soviet 
economic situation, since adequate informetion was not available. 
The trend has been frecuently to add items to the 1-A and 1-B 
lists until the lists are in some instances not adequately 
selective. There has also been a trend toward increasingly 
restrictive licensing of 1-B exports from the US--more than a 
quarter of the items on the 1-5 list are in practice completely 
embargoed, rather than quantitatively controlled, for shipment 
to eastern Europe. 


In the exercise cof export controls, there has been an in- 
creasing differentiation of treatment of specific areas. (Crigin- 
ally these controls were applicable to all of eastern Europe, 

but Finland was first separated for svecial treatment and then 
Yugoslavia. <A satisfactory arrangement is now in effect which 

is designed tc permit screening of exports to Austria from a 
security standpoint while permitting recovery objectives there 

to be taken into consideration. 


Because of transshipment possibilities, there has been a 
trend in recent months toward increasing the scrutiny over ex- 
port applications for western European destinations. This is 
perticularly notable with respect to Sweden and Switzerland, 
Since these countries are significant transshipment points and 
raise: special problems because of their neutrality policy. 


| US exports to all of eastern Europe, including the USSR, 
have Souleeee from $426,166,000 in 1947 to $166,073,000 in 1948 
and y 595,000 in 1949, Exports to the USSR itself declined 
from wert it 000 in 1947 to 46,671,000 in 1949. 


In March of this year, the procedure requiring individual 
licenses was expanded to include ell export destinations except 
North end South America. One of the principal purposes of this 
action wes to control the export to Chine and other Communist- 
dominated Far Eastern countries of all strategic commodities 


controlled 
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controlled to eastern Europe. de have suggested tc the inter- 
agency export control committee that licensing criteria which 
the US has been applying to export applications for goods going 
to China be changed soc that all controlled items are handled 

in the same manner and according to the same criteria as govern 
exports of similar goods to the USSR and its eastern European 
satellites, except where denial of applications for 1-B exports 
to China will merely divert the orders to western European 
countries or will place the safety of US nationals or property 
in China in serious jeopardy. In these cases applications 
should be approved within quantitative limits of normal civilian 


requirements. 


In response to the recent joint US-UK approach made to 
Belgium, the Netherlands and France on controlling western 
trade with Communist China and North Korea, Belgium has agreed 
to cooperate and France has agreed in principle to the proposal. 
As soon as the cooperation of these countries is assured, it is 
peeaeee that the cooperation of other governments will be 
sought. 


Evaluation of US Domestic Policy It appears that the 
present control program is more than adequate to protect the 
national security to the extent that unilateral controls by 
the US can afford such protection. The evidence which is avail- 
able from US missions in eastern European countries justifies 
the conclusion that the present export control policy of the 
US has delayed certain aspects of Soviet bloc economic plans, 
but cannot be said to have had a crippling effect upon its 
economy. Even if extended to the dimensions of a trade embargo, 
the export control policy could not be expected by itself to 
have a crippling effect on the Soviet war potential, both be- 
cause of alternetive sources for embar:oed products and because 
of the basic self-sufficiency of the Soviet economy. If alter- 
native sources are used, however, selection is limited and 
deliveries are slower. j 


The effects which have been accomplished are more notable 
in the satellites than in the USSR since these countries have 
not achieved the degree of independence from western sources 
that the Soviet Union has. The most significant effects have 
been accomplished in the case of machinery and complete plants 
not readily available from alternative sources and also in the 
casé of certain industrial raw materiels. In Czechoslovakia 
current production, as well as the Five Year Plan, have suffered 
serious setbacks as a result of US licensing action. Rumania's 
petroleum industry, one of its main sources of weelth, has felt 


the 
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the pinch and our policy has led Rumania to exert strenuous 
efforts to circumvent export controls in order to obtain needed 
petroleum equipment as well as ball bearings and mechinery re- 
placement perts. The expansion of the steel industry in both 
Poland end Czecheslovakia has suffered greatly from the lack 
of US steel plants and equipment, and the Soviet Union has been 
extremely reluctant to supply this equipment due to its desire 
to keep the machinery for its own steel industry. On the other 
hand, there are many items on the US control lists which are 
readily obtainable elsewhere, such as transportation equipment, 
diesel engines, tires, non-ferrous metals and machine tools, 
and whose restricted export from the US has not seriously af- 
fected eastern Europe. 


Developments in Parallel Action It was recognized in 
extending the US security export control program in March 1948 


that such a program would be really effective only if similar 
action were taken by other countries, particularly in western 
Europe, which are alternative sources of the meterials in 
question. Caneda has followed a policy virtually parallel 
with that of the US. In August 1948, Ambassador Harriman was 
instructed to negotiate parallel action to be undertaken volun- 
tarily by the leading western European countries, with initial 
efforts directed toward obtaining ection on the embargo of the 
1-4 and arms lists. By January 1950 agreement had been recched 
with the UK, France, Belgium, the Netherlands, Norway, Denmark 
end Italy on the embargo of most of the items on these lists 
and for continuing intergovernmental discussions on trade con- 
trol metters through an informal consultative group in Peris, 
the existence of which is secret. Sweden and Switzerland are 
not participating in the export control program although they 
discuss such controls with the US and have independent controls 
in their own security interests. German controls, although not 
as severe as are our own, are much more restrictive than any 
controls maintained by independent western European countries. 
US authorities in Japan exercise controls on exports to China 
which are consistent with the NSC decision on trade with China 
although there may be greater flexibility in exports of 1-B 
items from Japan to China than from the US to China, and controls 
over Japanese trade with the Soviet bloc are comparable with 
German controls. There has been no formal attempt to obtain 
control over Latin American sources, nor has there been an at- 
tempt to obtain parallel action from other countries of Europe 
or Asia because these areas are not significant producers of 
the strategic items in question. 

In 
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In addition to these negotiations for parallel action 
on the basis of voluntary mutual security interest, the respon- 
sibility ror which is being transferred from ECs to the State 
Department, ECA enforces legislation which requires that aid 
be withheld from recipient countries if ECA-financed materials 
are used in the manufacture of a commodity for export to east- 
ern Europe where the export of such a commodity from the US 
would be prohibited in the interest of national security. 


Eveluation of Effectiveness of Parallel &Action Western 
European countries have exnibited willingness recently to em- 
bargo munitions and mest 1-A items, and the development of a 
mechanism for consultation on trade control matters is consid- 
ered’ a major step forward. There are, however, a number of 
serious problems to be solved before parallel action on export 
control matters can be regarded as satisfactory from a security 
standpoint. There is some question whether an intergovernmental 
consultative group can be an effective method for the control 
of items on a quantitative basis where there is no firm agree- 
ment binding the governments concerned. 





The subject of quantitative controls over items on the 
US 1-B list has been introduced in the-Paris Group and is 
scheduled to receive serious consideration at a meeting on 
May 25. There are over 300 items on our list, and a number of 
countries, in particular the UK and France, have expressed their 
concern at the US request to extend controls over so large a 
number of items, particularly when such controls would interfere 
with their east-west trade. We feel the discussion of this 
problem must be handled very carefully in view of its probable 
great effect on our relations with western Europe in the pursuit 
of mutual security interests, including the development of the 
defensive strength of the western world through ERP and military 
assistance and consultation through the North Atlantic Pact. 


It is expected that within the next few weeks there should 
be some clarification of the willingness of western European 
countries to follow along with a trade control program which 
is approximately as extensive as the full -US 1-4 and 1-B program. 


It is apparent that the control of strategic exports from 
Germany is not tight enough in its administration to be com- 
pletely effective, although complete instructions have been 
issued to the German authorities to serve as a basis for action. 
Since Germany is potentially the primary European source of 
prohibited war potential goods for the Soviet Union, control in 
Germany is of key importance in the program. An effort has 


been 
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been made to maintain controls in Germany at a high level not 
cnly to serve as a good example in discussions with other 
European countries but to minimize differences between German 
and US controls because of our responsibilities and expenses 
in Germany. It is believed, however, that the scope of German 
controls should be adjusted eventually to whatever level is 
agreed upon multilaterally. 


Despite cooperation in multilateral control, the Soviet 
bloc is receiving supplies of strategic importance either 
through unauthorized transshipment or directly from countries 
not cooperating in the program, especially Switzerland and 
sweden. The consultative group is consequently particularly 
concerned with the problem of transit trade. 


East-West Trade in Burope In addition to the security 
aspects of our export control policies, western European coun- 
tries are vitally concerned with the economic aspects involved 
in any possible decrease of their trade with the east and the 
consequent effect on their economic recovery. It is not diffi- 
cult economically for the US to deprive itself of its export 
trade with eastern Europe, since this traffic has never been 
of importance to us, and since there is little we need from 
eastern Europe. It is a different matter for the countries 
of western Europe to deprive themselves of eastern European 
markets or supplies which are not obtainable elsewhere except 
for dollars. If controls for prohibited items had been fully 
implemented in 1949 they would have affected approximately 1% 
of western Europe's exports to the east, and not more than 4% 
of any one country's eastern trade. The impact of proposed 
restrictions on 1-B exports is likely to be much more severe. 
Their effect on western European economies cannot be gauged 
accurately in advance because of the varying effect of these 
controls on the particular industries concerned and the impact 
varies considerably with the level of east-west trade realized. 
In 1949 western Europe's exports of 1-B items to the east 
amounted to about $260 million or about one-third of their 
‘total exports to that area. A cut-back of these exports to 
50% of the 1947-49 annual average would have cost western coun- 
tries about y180 million or almost 70% of their 1949 eastern 
export trade in 1-B items. The 1-B controls will have more 
than average effect upon the eastern exports of Belgium, Italy, 
the UK and Sweden. 





Trade between eastern and western Europe conducted within 
a framework of nearly 100 bilateral agreements, is based pri- 
marily upon the exchange of foodstuffs, fuel and raw mterials 
from eastern Europe for the typical manufactured goods which 
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western Europe exports. Trade which now represents 75% of 
prewar levels, expanded markedly each year from the end of the 
war until 1949 and showed a favcrable increase in eastern 
Europe's exports of such essentials es grain and coal. In 
1949 trade increased 10% over 1948 which wes considerably less 
than promised by the bilaterals negotiated in 1948. Neverthe- 
less it did amount to #1.1 tol.3 billion in each direction, ac- 
counting for 5-6% of western Europe's total foreign trade. 

It included western European imports of more than 11 million 
tons of coal, 1.5 million tons of grain, about 7 million.cubic 
ueters of timber and 200,000 tons of potash. In the absence 
of these imports, western Europe would have required additional 
dollar assistance or would have had to reduce its consumption 
of these goods. : 


Failure of east-west trade to continue to increase was 
caused by a number of factors, including disagreement over pay- 
ments and deliveries, general Soviet reluctance to undertake 
new negotiations when bilateral agreements expired in 1949, 
the tendency of the Soviet Union and its satellites to stress 
development of intra-eastern European trade channels, and the 
general state of political tension between east and west. 


* * * 


SHIPPING PROBLEMS On the heels of our recent difficulties with 

IN LATIN AMERICA Brazil concerning collection of southbound 
Shipping freight charges in dollars, we are 

now faced with a somewhat similar probiem in the case of Colombia. 


Coiombian Shipping Discriminations US shipping company 


representatives have protested concerning continued discrimina- 
tion by the Flota Mercante Gran Colombiana by failure to con- 
form with the agreement reached last October with the shipping 
conference to resume collection of southbound freights in dol- 
lars as obligated under shipping conference agreements. Thus 
the Flota continues to carry to Colombia a very substantial 

part of all southbound cargo under its favored exchange position. 
Repeated protests have been made to the Colombian Foreign Office 
and the Embassy has asked the President of Colombia to intercede 
in persuading the Flota to respect the terms of the agreement. 
The Colombians have recently used the Brazilian freight-rate 
Situation as an arguing point in their failure to carry out the 
agreement for collection of southbound freight in dollars. 

(See page 7, December 19, 1949 issue of Current Bconomic 
Developments.) They have been reminded on every occasion of | 
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US opposition to the Brazilian decree calling for cruzeiro 
payment on southbound freights anc that the predicted increase 
in freight rates from this practice already has taken place. 
Failure of the Colombian shipping line to resume dollar collec- 
tions might lead to a rate war with resulting damage to its 
operations and embarrassment to relations between our countries. 


The Colombian government has now come up with a proposal 
whereby southbound freights could be paid either in dollars or 
pesos, the pesos being immediately convertible to dollars at 
the official rate of exchange. In this way the Colombian govern- 
‘ment hopes to solve the problem in a manner satisfactory to the 
US and at the same time save itself from adverse political reper- 
cussions which would result from government interference with 
Flota's business by compelling it to accept payment of freignts 
in dollars. 


Rate Cutting in Venezuela A'rate war among the shipping 
lines operating to Venezuela may result unless it is possible 


to settle the problem created by the practice of the Venezuelan 
Navigation Company of charging rates 10% below those of other 
vessels in the trade. Discussions were held several weeks ago 
among representatives of the Shipping Conference, the Venezuelan 
Navigation Company and the Yenezuelan section of Flota Gran 
Colombiana and were to have been resumed in Caracas in June. 
Last week it was announced that Flota had cut its rates 10% to 
bring them down to the Venezuelan Navigation Company level. ~° The 
Conference lines have -now indiceted they will reduce their rates 
by 10% to meet the Venezuelan competition. It was fesred thet 
the Venezuelan lines might reduce rates further; however the 
Foreign Office has interceded with an announcement that it will 
not permit further reduction and that it. will not tolerate Fay 
rate war. 


Chilean Discrimination Last month the Chilean Minister 
of Economy directed the National Foreign Trade Council to find 
a formula which will permit 50% of import and export cargo to 
be carried by National Shipping Companies. We have sent a note 
to the Foreign Office opposing 50-50 division of shipping between 
Chilean lines and others. The Minister of Economy explained 
verbally to Embassy Santiago that such division is necessary to 
conserve foreign exchange and remarked that, since Chilean ships 
could not hope to carry bulk cargo such as nitrates and iron 
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ore, it would mean that any forced diversion would bear largely 
on general cargo which is not a large percentage of foreign 
trade cargo. Administrative methods to divert cargo are now 
under study, and we have received reports that importers are 
told there would be less delay in getting import permits if 
they agree to ship in Chilean bottoms. The Embassy has again 
asked the Chileans for a favorable reply to our note and has 
called attention to the reports on import permits which, if 
true, would be a contradiction of the ‘finister of Economy's 
previous statements that inport permits would not be used to 
divert cargo to Chilean vessels. 
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FRENCH IRCN 4ND The French proposal tc pool the French and 
STEEL PRCPOSAL German coal and steel industries has had an 
electrifying effect on European and American 
public and private opinion. Speculation as to what it may 
mean both in the context of Frenco-German relations and Euro- 
pean Federation continues to hold the attention of the western 
European countries. The general reacticn in the US press and 
in Congress is favorable. There is general agreement among 
US government agencies that the proposal represents a notable 
initiative in the political fieid. However, the economic . 
implications cannot be analyzed and evaluated until we have 
more information on the detgils of the proposal. The disposi- 
tion in the Department, however, is to welcome the French 
initiative warmly, although endorsement of the proposal cannot 
be given until we have more information. Only brief discussion 
of the proposal was held by the Foreign Ministers during their 
London meeting and it was agreed that French officials would 
explain the proposal in more detail to the Allied High Commis- 
sion in Germany. 


French Proposal The proposal, which was announced by 
Schuman without prior consultaticn with the US and UK, asks 
thet the entire French-German production or coal and steel 
be placed under a joint authority, within an organization 
open to participation by other producing European nations. 
Production from the pooled resources would be offered to the 
entire world. without distinction or exclusion. It is envis- 
aged by the French that the jcint high authority would, as 
quickly as possible, act to modernize production and improve 
its quality; to supply coal and steel on equal terms to the 
French and German markets as well as to those of the other 
countries; to develov joint exports to other countries: and 
to improve and equalize conditions of life and vork in those 
industries. The French envisage eae transition period during 
which adjustments will be made to place the industries on an 
equal basis. Wage costs, social changes and tax burdens would 
have to be equalized. Price equalization funds would also be 
necessary. The flow of coal and stee!] between member countries 
would immediately be exempt from all customs duties, and pro- 
hibitions woulda be laid down against imposition of freight 
differentials. Undertakings of the proposal would be included 
ina treaty between the participants to be submitted to the 
respective parliaments for ratification. The administrative. 
set-up would provide that the authority charged with operation 
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of the program would be composed of independent personalities 
chosen on a basis of equality by the governments; a president 
to be chosen by the governments by common agreement with his 
decisions to be enforceable in France, Germany and other member 
countries. A representative of the UN would be charged with 
making a public report to the UN twice a year on the function- 
ing of the organization, particularly with respect to protect- 
ing its peaceful aims. Questions cf ownership of the enter- 
prises would in no way be prejudged by the establishment of 
the organization. When announcing the proposal to the press, 
Foreign Minister Schuman stated that the agreement would be 
open to all Huropean producing countries; that the adherence of 
Itaiy would facilitate a Franco-italian customs union by equalizi 
unaerlying conditions of competition; that the French had not 
previously contacted other governments, including the Federal 
Republic of Germany; that the level of the German steel indus- 
try would continue to be governed by regulations in force and 
decisions of the Allied authorities, but, once a joint high 
authority was created, the security reasons for limiting German 
production would presumably lose their significance and the 
capacity of all participating countries would be determined 
solely on economic grounds. The French proposal is stated 

not to involve changes in property or managerial regimes under 
which the enterprises are operating; and, steel and coal-using 
industries would not fall within the scope of the proposals. 


In explaining the proposal to Bevin and the Secretary 
at the London meetings, Schuman described it as a European 
rather than Franco-German plan, stating that, because of poli- 
tical implications, the suggestion could have come only from 
France. He recognizes that emotional and economic opposition 
will be strong but must be overcome. The offer, Schuman stated, 
was not a fait accompli but a proposal for further study and 
consideration. German participation would be under the auspices 
of the High Commission, and no change is envisaged in the func- 
tions of the Ruhr Authority or the Military Security Board 
for the time being. The French government has been at pains 
to emphasize that its proposal does not take on the aspects 
of a grand cartel, claiming that unlike the usual cartel whose 
purpose is to divide up and exploit national markets through 
restrictive practices and the maintenance cf high profits, the 
projected organization is aimed at insuring the fusion cf markets 
and the expansion of production. The French claim that the 
proposal runs counter to cartel arrangements in that its 
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characteristics are different. the objective is to increase 
production and productivity by improvement of methods, broad- 
ening markets and rationalization of production; the mode of 
operation is to be subject to public scrutiny; the mechanism 
of market allocation and price equalization is to be used 
only for the transitional period to act as a shock absorber; 
the management of the organization will be confined to inde- 
pendent persons who will possess, besides their technical 
capacity, a concern for the general interest; and, finally, 
the scope of the organization will be of such breadth that it 
will deal less with regulation of the industries involved and 
more with tne development of these industries to the point 
necessary to elevate the standard-of-living of the workers 

as a whole and to expand the economies concerned. 


From the point of view of French long-range political 
objectives, the proposal involves three principal positive 
elements which the government presumably deems obtainable in 
return for surrender of a portion of French sovereignty, 
namely: 1) more effective long-range control of Germany's 
armament potential; 2) creation of a larger economic unit in 
Europe as a realistic major interim move in the direction of 
European integration; and 3) improved Franco-German political 
relationship, particularly through submersion of the Saar 
conflict. Hostility towards the proposal has been evidenced 
by French Communists and certain steel industrialists, the 
former claiming that this is an American-dictated plan, 
forming pert of an aggressive design; the latter claiming 
the US is determined to sacrifice everything in Europe to 
German recovery. The entire steel industry, some bureaucrats 
and many politicians are resentful at not having been'con- 
sulted and the Socialists are hesitant because they feel it 
might be a “vans of entrenching: private ownership of basic 
industries. However, in general the Socialists are supporting 
the government. | 


Information we have been able to obtain: shows that the 
proposal was apparently drafted within the past several weeks 
.under the leadership of Monnet (head of the French program 
for industrial modernization) with very few officials below 
the Ministeria? level: being consulted. The drafter’s of the 
plan, according to Embassy Paris, are well aware that pooling 
of coal and steel industries on the basis of equality will 
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lead to real economic integrevion. The present proposal is 
a limited step in that direction. Its impact, the drafting 
group believes, wceuld force further steps for integration 
rapidly, particularly reduction of trede restrictions and 
"harmonization" of internal policies. 


US Reaction Psychologically we believe the plan can 
have a powerful positive impact on the attainment of our 
political and economic objectives in western Europe. Favor- 
able features of the proposal as we see it are: it would tend 
to relieve rrench security preoccupations over German heavy 
industry; it would considerably diminish the heat involved 
over the controversy of the Saar mines; it would be attrac- 
tive to Germany as a counter-weight to the Ruhr Agreement 
and security controls which operate solely against Germany; 
and, if effective, it would go further than anything pre- 
viously considered in tying Germany economically to the west. 
Before a definitive US position is reached, however, we want 
more detailed information. Drawbacks include the possibility 
that whatever mechanism is set up under the proposal would 
tend to limit competition and protect marginal producers by 
usual cartel methods; political and security objectives of 
the French might tend to lead them to attempt to choke off 
technological development and expansion in Germany; and, 
any provision for appeals from decisions of the organization 
might tend to influence it to act on the basis of political 
rather than economic factors. ECA has expressed concern 
over any tendency in Europe to interpret or develop the pro- 
posal as a rival or alternative to the type of European 
economic unification the US has been favoring as exemplified 
in trade liberalization programs, the European Payments 
Union proposal and the single, competitive market concept. 
The proposal, ECA fe. :s, could divert European attention 
from integration of #uropean economies through freeing of 
trade and payments to integration through coordination of 
investment and control of production and prices. The ques- 
tions being discussed in Washington, however, are not intended 
to indicate a negative reaction but rather to show that cer- 
tain questions on implementation need answering before un- 
qualified approval is given. Ambassador Bruce in Paris char- 
ecterizes the proposal as the most imaginative and far-reaching 
approach that has been made for generations to settle the 
fundamental differences between France and Germany end that 
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care must be taken not to let our concern over details hamper 
our enthusiasm for the proposal. He states it is most import- 
ant that the scheme not lose its present momentum and that 
negotiations begin as quickly as possible. 


UK Reaction The initial British reaction has been one 
of caution with an element of annoyance at not having been 
consulted prior to Schuman's release of the proposal to the 
press. The British government has expressed itself as willing 
to examine the proposal sympathetically but without giving any 
expression of approval. During the Iinisterial discussions. 
Foreign Secretary Bevin pointed out the difficulties of British 
participation stressing the conflict with Britain's planned 
economy. (in the whole, however, he appreciated the value of 
the French initiative. British press reaction has generally 
been that of cautious approval, with particular emphasis placed 
on the need for additional details and time to study the scheme. 


Other Reactions The German official reaction was that of 
immediate acceptance of the proposal on the part of the Chan- 
cellor, who has also ordered a thorough-going study of the 
problem. The Chancellor, along with a great number of other 
persons in Europe, acknowledge that the initiative is apparently 
purely French but believe that the US is the real instigator of 
the proposal. The head of the Social Democra*:: Party has 
called for trades union participation in the management of any 
organization established under the French prop sal end has also 
raised the question of ownership of the combined industries, 
implying that the system would only work if the industries 
were socialized. The western German press has »een giving the 
proposai top-billing but there has been some reserve in editoria. 
acceptance. 


The Italians were approached by the French immediately 
after Schuman's announcement and were urged strcengly to respond 
quickly and favorably because this wowld, cmong other things, 
improve parliamentary prospects in France for a customs union. 
Italian reaction with respect to participation in the proposal 
is favorceble, provided certain conditions are met which would 
provide Italy with specified amounts of production. 


The Belgians, who are seriously studying the proposal, 
state it is premature for them to give an official reaction 
yt rece = it is felt that the plan is a step in the right 

ection. 
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US REASSURES BRAZIL In response to Erazilian expressions 
ON ECONOMIC -ATTERS of dissatisfaction with certain of our 
economic policies as they may affect 
Brazil, we have informed the Brazilians of ow willingness 
to consult with them regarding cooperative arrangements to 
accelerate Brazil's economic progress. Discussions looking 
toward the negotiation cf a double taxa “ion treaty can be 
commenced in the near future and we hope that conversations 
on the proposed treaty of Friendship. Commerce and Navigation 
can be resumed shortly. As a further expression of our inter- 
est in Brazil's economic development, the National Advisory 
Council has approved the US Executive Director's considera- 
tion of an International Bank loan of about $15 million to 
finance the foreign exchange costs of the first stages of a 
hydro-electric power project at Paulo Afonso, Brazil. 


Embassy Rio de Janeiro has delivered a memorandum to 
the Brazilian Foreign Office in response to that country's 
note of January 12, which expressed disappointment over the 
failure of ECa off-shore purchases in Brazil to live up to 
expectations and concern that ECA aid to dependant overseas 
territories of ERP participants is being transformed into 
African colonial development which may jeopardize Latin 
America and Brazil through competition. In the note the 
Brazilians requested economic consultations on these matters. 
(See page 8, January 30, 1950 issue of Current Economic 
Developments.) We recognize that ECA off-shore purchases in 
Latin America, and especially Brazil, have failed to live up 
to expectations and are explaining the changes in the US 
Supply situation which resulted in these lower purchases. 
However, almost one-third of all ECA funds used for purchases 
outside the US was spent in Latin America. — 


In answer to Brazilian fears that the economic develop- 
ment of Africa will create competition for Brazil's export 
markets, we offer a full explanation of =CAé policy with re- 
spect to the development of Africa. Only a small portion of 
ECA funds have been earmarked for colonial development and 
technical assistance, and Africa is only one of the areas 
which will receive such funds. In addition, we point out 
that consumption levels in these areas are so low that most 
of the resulting increased production would be atsorbed locally. 
Subsequently, an important Brazilian Senator defended such 
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aid, stating so long as it follows a progressive path 

Brazil need not fear African development or US aid to Africa 
provided that the first purpose of such aid is to promote 
the interests of the native vopulaticn and not simply to 
assure supplies to the metropolitan powers. 


Our memorandum also recapitulates the financial and 
other assistance which has been extended to Brazil through 
the Eximbank and other US agencies anc through the Interna- 
tional Bank. The Eximbank has in the past extended credits 
to Brazil and several Brazilian applications are now pending 
before it. We consider the report of the Joint US-Brazil 
Technical Commission an excellent example of international 
cooperation and are prepared, if Brazil so wishes, to cooperate 
in projects supplementing the wark of the Joint Commission. 
We point to our present active consideration of the Brazilian 
proposal for a joint guaranty fund as another example of cur 
willingness to cooperate with Brazil. 


CONFIDENTIAL 
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CUSTOMS SIMPLIFICATION The Treasury Department bill for a 
BILL BEFOR: CONGRESS Customs Simplification Act of 1950 
(H.R. 8304) is now before Congress. 
The purpose of this bill is to amend the Tariff Act of 1930 
in order to make the operation less complex, reduce expense 
and delay incident to its administration, and eliminate cer- 
tain inequities. It does not propose changes in tariff 
rates but would make a number of changes in the operation of 
the customs administrative laws as well as certain amendments 
to our internal revenue laws affecting imports. We believe 
that, if enacted, this legislation will represent an important 
step in, the direction of reducing customs "red-tepe" and thus 
in achieving our foreign economic policy objective of reducing 
unnecessary barriers to internetioneal trade. In addition to 
Simplifying customs procedures and administration, and of 
particular interest to us, is the fect that the bill proposes 
almost all the amendments to existing laws which will be 


necessary 
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necessary in connection with our international obligations 
arising from membership in the International Trade Organiza- 
tion (ITC) and to make fully effective certain provisions 

of the General Agreement on Tariffs and Trade. Also, by 
removing certain unnecessary obstacles to importation into 
the US, the bili should be of considerable importance in 

the current drive to bring US imports and exports more neariy 
into balance. 


Many of the provisions of the bill are designed to carry 
out recommendations of private management consultants who, 
under Congressional authority, conducted a survey of the 
Customs Service with a view toward its betterment. Some 
recommendations for provisions in the bill came from the 
Customs Service, other government departments, and from 
representatives of importers anc other groups interested in 
expediting the flow of commerce between nations. The proposed 
legislation has been hailed by the press and foreign traders 
as one of the most important moves in years. It might be 
noted that if the changes do not appear to constitute a con- 
plete "simplification" of our customs procedures and formali- 
ties, tne reason lies largely in the fact that many of the 
complexities connected with customs clearance arise from the 
very nature of our tariff structure. In the absence of a 
complete overhauling of the tariff structure itself, our cus- 
toms regulations will remain complex. The House days and 
Means Committee is expected to conduct hearings on the bill 
in the near future, but it is, of course, not possible to 
predict whether or not it will pass Congress this session. 


Specific Provisions The most important changes. proposed 
by the Customs Bill are in that section which completely re- 
vises the basis for ascertaining dutiable value. The bill 
would eliminate "foreign vaiue" and “American selling price" 
as a basis for dutiable value and would establish "export 
value" as the primary basis. It would exclude from dutiable 
velue domestic excise texes which are not paid on exports; 
would delete the arbitrary limits on profits and general 
expenses in computing "United States velue" and "cost of 
production" (the name of this latter residual basis of valua- 
tion would be changed to "constructed value"); would provide 
for determining usucl wholesale quantities on the besis of 
the transactions in which the greater volume of merchandise 
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is sold in the trade between the exparting country and the 
United States, rather than the greater number of individual 
transactions; would establish a new basis of value, "compara- 
tive value", which would permit the ascertainment of value 

cn the basis of other comparable merchandise before resorting 
to the unsatisfactory residual basis of “constructed value" 
(i.e., cost of production); and would make other technical 
improvements in our value law. 


Another section of the bill relates to countervailing 
duties. It would amend the Tariff 4ct so as to require a 
finding of injury to a US industry before countervailing 
duties are applied, as required by the ITO Charter. In addi- 
tion, the bill would prevent the impcsition of both counter- 
vailing and anti-dumping duties in the same case, and would 
specifically prohibit the imposition of a countervailing duty 
based on an exempticn from a tax or customs duty by an export- 
ing country. 


Changes are also proposed with respect to the conversion 
o> currency far duty purposes. The general rule is that the 
conversion rates used shall be based on the par values estab- 
lished by the International Monetary Fund; in cases where 
there are no such par values, the conversion rate is to be 
based on the daily buying rate in the New York market as 
determined by the Federal Reserve Bank. Special provisions 
are set forth relating to cases of multiple rates of exchange, 
and are generally consistent with the ITO-GATT provisions. 


Other sections of the bill provide for the repeal of 
discrimination against imports in certain internal revenue 
taxes, the elimination of certain special marking requirements, 
increasing to e more realistic level the “smell value" exemp- 
tions anc eliminating the incurring by' importers of under- 
devaluation penalties without fault on their part. The bill 
would also permit correction by customs officers of admitted 
reddy which are adverse to importers without appeal to the 
courts. | 
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RUBBER STUDY The principal objectives of the seventh meet- 
GROUP MEETS ing of the Rubber Study Group, which met in 

Brussels the first week in May, were to review 
the world rubber situation, to study measures designed to 
expand world consumption of rubber, and to consider the 
possibility of improving the systems of packing and market- 
ing rubber. The Group accepted the invitation of the Italian 
government to hold its next meeting in Rome, the date to be 
determined later. Attending the meeting were delegations 
from Australia, Belgium, the British colonial and dependent 
territories, Burma, Canada, Ceylon, Denmark, France, Hungary, 
Italy, Liberia, the Netherlands, Thailand, UK, US anc Indo- 
nesia, and observers from the Food and Agriculture Organiza- 
tion and the International Rubber Development Committee. 


In examining the world statistical position, it was 
estimated that the global production of natural rubber for 
1950 would be about 1,605,000 long tons, while consumption of 
natural anc synthetic micht be about 1,465,000 and 460,000 long 
tons respectively. Consumption estimates make no allowance 
for additions to governmental or commercial stocks. 


Among the subjects to which attention was drawn were 
the present positions of the producers of natural rubber 
and the social and economic conditions in their countries, 
recent economic and technical developments in the natural 
and synthetic rubber industries, the grading and packing of 
natural rubber, the position of the reclaimed rubber indus- 
try and the costs and prices of all types of rubber. The 
Group considered that the most immediate large-scale increase 
in consumption of rubber would be achieved by an intensifica- 
tion of the development work being done on existing rubber 
products throughout. the world. The Group emphasized the 
importance which is attached to the speedy application of 
the results of research into new uses cf rubber. It arranged 
for the necessary cooperation between exporting and importing 
countries to enable representative type samples of natural 
rubber again to be available at an early date. 
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STUDIES 70 BE INSTITUTED OF The problem of surplus popula- 
SURPLUS Pi PULATICN PRCBL3IS tion in Europe, while recognized 
for some time as one of the most 
pressing factors necessary of solution, hus recently been 
given special attention both by the US, UX and rrench Foreign 
Ministers at their meeting in Londor end by thirty-one coun- 
tries attending the recent Internaticnal Labor Organization's 
Conference on Kigration at Geneva. At both meetings the 
French submitted pronosals calling for an international con- 
ference at which the problem could be studied and necessary 
political decisions reached. The three roreign Ministers 
have caliec for a review by experts to determine if there 
are additional approaches to this problem which can be taken. 








& resolution wes adopted at the ILO Migration Conference 
calling upon ILC to consult with the governments concerned 
and to draft apprepriate conclusions for e further meeting 
on migraticn. A wide area of agreement was reached among 
the participants on the desirability of some form of inter- 
national organization to suppiement and assist national and 
bilateral efforts towards resettlement. While there were nc 
concrete developments arising from the meeting, it presented 
an opportunity to review the present situation and to discuss 
methods and types of possible assistance. The participants 
urged the simplification of passport formalities for emigrant 
workers, the avoidance of long delavs at the ports of embarka- 
tion, the lifting of customs fees on tools and effects, as 
well as a long series of proposals for better distribution 
of information about emigrants, opportunities and better 
placement, settlement, housing and similar matters. It was 
also proposed that the Economic and Social Council consider 
the desirability of technical missions of the UN and its 
specialized agencies to examine, upon request of interested 
immigration countries, the economic possibilities within 
those countries, with particular attention to those projects 
involving migration. 


The US has been concerned that the existence of heavy 
manpower surpluses in some of the OEEC countries would inter- 
fere with the attainment of our goals of social and political 
stability in western Europe. This is particularly true of 
Italy where 1,500,000 persons are expected to be available 
for emigration during the next few years and in western 


Germany 


DECLASSIFIED FOR PUBLICATION {N FOREIGN 
RELATIONS OF THE UNITED STATES 














. et « 


Germany which has 1,000,30C availiable for permanent migra- 
tion. Ket as great, but of sufficient size to be of concern, 
is the surplus in population in the Netherlands and Greece. 
There.is little we can do directly to relieve the populaticn 
pressure of western Europe, with direct US help now being 
limited to quota and DP immigration anc financial assistance 
under 5CA and Point “our programs. Our assistance under 

these prosrams is confined te the financing of surveys by 
technical experts of emigration possibilities anc require- 
ments in relation thereto and to the furnishing of specialized 
types of ecuipment needed for pilot projects. A problem of 
recent derivetion is the interest shown by severai Congressmen 
in furthering emigration of German refugees. This has been 
of great.concern to the Italian government, which feels that 
if these suggestions on German emigration were adopted by 
Congress it would polsrize all US aid on the Gerrian question. 
Informal discussions are planned by Department officers to 
explore this situation. 
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This weekly publication is designed to highlight developments in the eco- 
nomic divisions of the Department of State, and to indicate the economic prob- 
lems which are currently receiving attention in the Department. It is suggested 
that copies be retained on file, as reference will sometimes be made to previously 
reported items to avoid repetition. 


Document Security Instructions 


This document should be treated in accordance with current instructions 
regarding security measures for SECRET material. Extreme care should be ex- 
ercised to avoid public or private discussion of the information herein with or in 
the presence or hearing of any person not authorized to have knowledge thereof. 
For general purposes all classified Foreign Service Officers and other responsible 
economic officers are authorized to have knowledge of the contents of this docu- 
ment, responsibility for the safekeeping of which will be assumed by each recipient 
thereof. It may be retained in protected files or, at the discretion of the recipient, 
destroyed by burning. If not personally disposed of by the recipient, he will 
assure hiinself that it is burned in the manner prescribed for SECRET material. 
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UTHORIZE The Eximbank has authorized the extension 
LOAN TO ARGENTINA to Argentina of a $125 million credit for 


the liquidation of that country's overdue 
commercial dollar obligations which have constituted a serious 
obstacle to US-Argentine foreign trade in recent years. The 
credit is designed to remove this impediment and to enable 
Argentina to re-establish its credit standing in the US and to 
resume the financing of its trade on a normal commercial basis. 
The credit represents the most concrete example to date of the 
reorientation of our policy toward Argentina, but it is accompanieo 
by progress toward the solution of other sconomic issues between 
the two countries, including the negotiation of a commercial 
treaty and progress toward settlement of important issues with 
&merican business concerns operating in Argentina. 


The Eximbank's credit is to be extended to a group of 
Argentine banks, unco ditionally guaranteed by the Central Bank 
of Argentina, and wiii be made available immediately for payment 
on a wholly cash basis to commercial creditors in liquidation 
of the commercial backlog on both private and government accounts. 
However, since these obligations exceed the amount of the credit, 
Argentina has undertaken to pay up concurrently in cash the 
amounts due in excess of the credit. Argentina also agreed to 
try to work out, within the limits of its financial ability, a 
mutually satisfactory settlement of arrearages on financial 
accounts. 


In anticipation of possible unfavorable reactions to the 
credit in the other American Republics and tc ensure their under- 
standing of our position toward Argentina, we outlined to our 
missions in these countries the developments in US-Argentine 
economic relations which paved the way for the credit. We urged 
them to take every opportunity to make our policy clear to the 
respective governments and to point out that a sound, well- 
balanced Argentine economy is essential to the Organization of 
American States (OAS), the US and western Europe. Argentina has 
assumed an increasingly responsible role over the last three years 
in the affairs of the UN and the OAS and we believe that the 
American community of nations as a whole will benefit most by 
welcoming, and seeking to extend the areas of Argentine coopera- 
tion. Argentina has also made definite progress during the past 
year in removing barriers to normal trade through private enter- 
prises and we want to assist in this constructive trend. However, 
financial aid to Argentina implies no change in our relations 
with the other republics and should not be interpreted as pre- 
judicial to their interests. Within the framework of non- 
intervention in the internal affairs of another country, we will 
continue to urge the principles of civil liberties for Argentina. 


While 
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While the Eximbank credit has been generaily favorably 
received in Argentina, preliminary repcrts indicate that it 
evoked mixed reactions in the US and the other American Republics. 
Whether it will increase the demands of these countries for eco- 
nomic assistance remains to be seen. 


Commercial Treaty Negotiations Negotiations for a commercial 
treaty were commenced on March 24 during the visit to Washington 
of ranking 4rgentine officials, as proposed by Argentina follow- 
ing preliminary study of the treaty by the Joint Committee on 
Commercial Studies. The finishing touches are now being put upon 
a Graft treaty which will be complementary to the existing treaty 
of friendship, commerce and navigation of 1853. The draft has 
been prepared on an ad referendum basis and at this stage repre- 
sents the area of agreement reached by negotiators, with a few 
issues yet to be decided. The draft, as developed, is to be sub- 
mitted to the respective governments and an effort will be made 
to reach definitive agreement on the various outstanding points. 
The important questions still remaining at issue are: 1) a pro- 
visicn we wish included to the effect that the treaty itself shall 
not confer rights upon corporations controlled by parties of a 
thirc country; 2) the question of preferential treatment in ex- 
change control matters for Argentina's neighboring countries-- 
Uruguay, Paraguay, Bolivia, Chile and Peru; and 3) the relation- 
ship cf the Supplementary Treaty to that: of 1853. Early in the 
negotiations the US draft treaty of friendship, commerce and 
navigation along standard lines was rejected by the Argentines 
who preferred a treaty which would supplement rather than replace 
the existing treaty. The Argentines proposed omitting the trade 
and navigation articles and certain establishment provisions re- 
lating to basic personal rights, as they consider these matters 
adequately covered by the treaty of 1853 and the Reciprocal Trade 
Agreement of 194i. Our counter-proposal followed the general 
line of the Arge itine proposal, omitting the trade and navigation 
provisions, but providing specifically for termination of the 
trade provisions of the treaty .of .1853 (containing a conditional 
most-favored-nation clause) which would leave the exchange of 
goods between the two countries subject only to the trade agreement 


Other Econ ¢ Dave t During their US visit (See 
page 1, Apr ssue of Current i Lote ’ 


the 4rgentine officials also reached a tentative agreement with 
a group of New York banks for a $75 million credit to finance 

Argentina's current purchases. The Eximbank has agreed not to 
flace any impediments in the way of this credit. | 


Argentina 
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Argeiutina has recently concluded arrangements with certain 
US oil companies whereby the latter will be able to import dollar 
oil for one year, and perhaps thereafter to import sterling oil, 
for their refineries in &rgentina. A five-year agreement with 
the American Motion Picture Association has also been reached, 
providing for unlimited film entry into Argentina, the with- 
drawal of $1.1 million of their income annually and the annual 
investment in Argentina of an equal amount. The Americar and 
Foreign Power Company is continuing to press for a favorable 
settlement of its claims against Argentina. Although we refused 
to make these claims a quid pro quo for the Eximbank credit, we 
have assured all concerned of our strong support for a settlement 
of this problem and negotiations are now scheduled to begin on 
June 5. Air route negotiations and consideration of a conten- 
plated exchange of notes for reciprocal tax exemption of trans- 
port company income are proceeding. Recent &rgentine action on 
the distribution of US farm machinery imports, reportedly de- 
Signed to achieve a rational aistribution among various produc- 
tion zones with machinery reaching buvers at fair prices and 
avoiding unnecessary intermediaries, has caused some concern. 
However, the effects of this action cannot be determined because 
operating details have not been announced. 


SECRET 
$--6 * 
CONFIDENTIAL 
WEST ON OF W. In view of recent discussions of the 
Lh PRODUCTION problems of the domestic watch industry 


and particularly the effects of watch 
imports, it has been agreed interdepartmentelly that a full 
investigation of the effect of reciprocal trade-agreement conces- 
sions on the importation and domestic production of watches and 
watch movements and parts is necesSary. As a prerequisite for 
any informed decision by the agencies concerned it is necessary 
to get the views of all firms vitally interested in the watch 
problem including e11 American wateh producors and tho sapers- 
ing companies. Accordingly, the interdepartmental Committee on 
Reciprocity Information has announced that it will hold a public 
hearing, beginning June 14, 1950, to obtain the views of and 
information from all interested persons on the effect such trade 
agreement concessions have on the domestic industry. US tariff 
concessions on watches and watch movements and parts were made 
in — agreement between the US and Switzerland coneluied 
in 193 


4s 
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A note has been transmitted to Legation Bern for delivery 
to the Swiss Government formally reauesting amendment of the 
Trade Agreement of 1936 between the US and Switzerland by an 
exchange of notes, to include an “escape clause" provision. 
The “escape clause" which is included in the General Agreement 
on Tariffs and Trade and a number of our bilateral reciprocal 
trade agreements permits either party to withdraw or modify a 
tariff concession in the event of injury or threat of se: ious 
injury to domestic producers because of increased imports result- 
ing from a tariff concession. We suggest that the Legation point 
out orally that if an important American industry, such as the 
watch industry, could prove injury from the 1936 Trade Agreement 
sufficient to warrant "escape clause" action, the Department 
would have no other recourse, in the absence of such a clause in 
the existing agreement, but to consider seriously abrogation 
of the entire agreement. 


The questicn was discussed informally in Bern and Washington 
during 1949 aud early; 1950 with offic3s.is cf the Swiss Government 
but the Swiss ha-e teen reluctant to amend the agreement. All 
trade agreements negotiated by the US in the postwar period con- 
tain an "escape clause" and we are pointing out to the Swiss that 
the executive branch of the US Government is not only generally 
committed to the Congress of the US to have all trade agreements 
contain the provision but that this commitment was made with 
specific reference to the absence of such a provision in the 
agreement with Switzerland. We feel that the most desirable 
solution to the problem would be Swiss accession to the General 
Agreement on Tariffs and Trade. It appears, however, that this 
is not likely to occur in the near future. We are therefore 
very anxious that the Swiss agree now to undertake an exchange 
of notes amending the existing agreement. 


- * » 


NEW GERMAN TARIFF Subject to specified revisions, the Allied 
UNDER CO..SIDGRATION High Commission has given iimited approval 
to a new Gorman tariff drawn up by the 

German Committee on Customs Tariff Reform. The draft, which 
represents a complete tariff reform taking into account the changed 
conditions of the economy of western Germany, puts the tariff 
generelly on an ad valorem instead of the former specific basis. 

In certain cases an increased level of protection is proposed 

for large sections of German industry, but for many commodities 

the new ad valorem rates appear to represent a reduction. 


—— eee ee 
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We attach great importance to a satisfactory German tariff 
in accord with long-term US economic objectives in Germany. We 
consider it to Germany's long-run advantage to have a low tariff, 
which would be another step in the Republic's recognition that 
its best interests are tied in with the concept of freedom of 
trade envisaged in European economic integration plans and would 
facilitate the maintenance of a high level of exports. 





The limited approval was given by the High Commission in 
view of Germany's commitment to distribute a new tariff by 
May 15 to the countries planning to participate in the tariff 
negotiations to be held in September at Torquay, England within 
the framework of the General Agreement on Tariffs and Trade 
(GATT). Distribution of the draft tariff has been approved with 
the understanding that it be accompanied by a memorandum stating 
that the tariff may be used as basic material for participating 
countries in their preparations for tariff concessions to be 
negotiated at the GATT conference, but explaining that High 
Commission proposals for downward revision of items of the 
tariff are still under consideration. 


Structure of the Tariff The uniform nomenclature agreed 
by the European Customs Union Study Group is adopted in the new 
tariff. The draft provides for free entry or ad valorem duties 
on all products except coffee, tea, sugar, alcoholic distilled 
liquors and wines, tobacco and tobacco products, petroleum, 
liquid fuels and other petroleum products. On these products 
the tariff shows the same specific rates as those provided for 
in the present tariff. No recommendations regarding their 
tariff treatment were made by the German committee which prepared 
the draft because of the revenue aspects involved. Some of the 
duties on these items, notably those on sugar and petroleum, 
do, however, have important protective aspects also. It is 
understood that the German Government is giving further study 
to these revenue duties. The High Commission considers the 
tariff treatment of sugar, petroleum, liquid fuels and other 
petroleum products, however, of extreme importance to the foreign 
trade policy of Germany end to the country's economy; and the 
tariff and import policies of Germany with respect to them will, 
therefore, require special study when the Federal Government 
has formulated its proposals on them. 





In its broad pattern, the draft teriff would provide for 
free entry or very low rates of duty on raw or slightly processed 
materials for use in industry, with the rates graduated upward 
from those on the less processed to those on the more highly pro- 
cessed goods. The maximum rate of duty proposed is 35%. As a 
peak rate designed to be employed in special cases, this does not 


appear 
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appear excessive but it.(or a rate of 30%) is used much more 
frequently than appears to be justified over a wide range of 
industrial products--including some for use in industry--where 
there is no reason to believe that German production labors 
under any particular disadvantage. While the importation of 
some of these products is not so vital to the German economy as 
are basic foodstuffs, a measure of outside competition is desir- 
able in the interests of stimulating maximum efficiency, particu- 
iarly in industries which are iikely to be competing in world 
markets. From this point of view, the use of rates as high as 
30 and 35% over such a wide range of ordinary products appears 
undesivable and unjustified. 


On a number of important products (including wheat and 
rye grains, potatoes, lard, beet and cane sugar, and unwrought 
aluminum) the draft tariff provides that the Minister of Finance 
in consultation with other Ministers should have authority to 
Suspend or to reduce the proposed rates of duty. Such provisions 
might render the tariff less restrictive in practice than con- 
sideration of the rates alone might imply. In the case of wheat 
and rye grains, the representatives of the German Committee on 
Tariff Reform have stated that it is not proposed to use the 
rates provided in the draft except under emergency conditions 
of excessively low world prices. It is not clear how this pro- 
vision wili be used in the case of the commodities to which it 
applies, and it might be wiser to secure in the tariff itself 


rates of duty for these products which are appropriate to normal 


conditions than to place reliance on the provision of authority 
to reduce the duties. 


Suggested Modification The specific revisions recommended 
by the High Commission are those suggested by the customs sub- 
committee of the Allied Foreign Trade and Exchange Committee 
after preliminary study of the draft. The modifications are to 
be discussed with representatives of the Federal Government 
prior to submission of the tariff to the German Parliament. 


Formal High Commission approval of the tariff. will be given only 


after legislative action is taken, probably in August, ant study 
of the tariff will continue during the interim. — 


In brief, modifications suggested by the High Commission 
are directed principally toward: 1) reduction of agricultural 


- protection, particularly on grain, sugar, and lard; 2) reduction 


of proposed protection of grain milling and processing of fats 
and oils; 3) elimination or sharp reduction of duties on ferti- 
lizers; 4) reduction of proposed protection for German chemical 
industries; and 5) elimination or reduction of duties on aluminum 
and pig iron. 


: In 
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In reviewing the draft tariff, the customs sub-committee 
worked on the basis that a low tariff is desirable, that the 
level of incidence of the new tariff should not be higher than 
the present one, and that prohibitive rates in the present tariff, 
which constitute real barriers to trade, must be eliminated. 
The Benelux tariff, because its general ievel is low and it is 
based on a nomenclature which is considered one of the better 
models for a tariff, was used as a bench mark in evaluating the 
reasonableness of the new German tariff levels. 


The New Tariff in the Light of GATT Obligations Under the 
rules for tariff negotiations established by the contracting 
parties to GATT, countries are required to refrain from increases 
in their tariffs designed to improve their bargaining position; 
in cases where a general revision of the tariff before negotiation: 
is unavoidable, the same general principle is to be observed. 
While it is difficult to make comparisons because of the lack of 
authoritative information on the ad valorem incidence of the pre- 
war specific rates, it does appear that many of the new rates 
would afford increased protection. The High Commission, there- 
fore, does not plan to take the responsibility for interpreting 
the GATT principle, but plans to call the attention of the German 
Government to the apparent violations. It will remain for the 
contracting parties themselves to work out with the Germans the 
exact application of the GATT rule. 





CONFIDENTIAL 
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RESTRICTED 


REORGANIZATION OF The law dealing with reorganization of the 

RUHR INDUSTRIES Ruhr steel, iron and coal industries, now 

| known as Law 27, came into effect on May 17, 
the period for the French appeal having expired. (See page 8, 
April 17, 1950 issue of Current Economic Developments.) Although 
French objections to that section of the preamble which provides 
that determination of ultimate ownership is to be left to the 
Germans was briefly discussed by the roreign Ministers during 

the recent London meeting, the UK and US held firm in their 
positions, thereby over-riding French objections. The French 

High Commissioner stated that under the circumstances he could 

not sign the actual text of the law, and it was agreed that the 

US High Commissioner, in his capacity as chairman, would sign on 
behalf of the Commission. Since this is a departure from the usual 
practice and in order not to bring unnecessary attention to French 
refusal to sign, it was decided that in the future all High : 
Commission laws would be signed by the chairman. 


The 
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The new law on the reorganization of the Ruhr industries is 
very similar to the old Law 75 of the US-UK bizonal area in that 
its essential aim is a decartelization measure. However, it con- 
tains several important changes, one of them providing for a 
board of review to handle claims arising out of the liquidation 
or reorganization of the old trusts. The new law also contains 
an insuring clause making it possible for old debtors to insti- 
tute claims for adequate and appropriate compensation. Thirteen 
huge steel and coal trusts are scheduled for reorganization under 
the law. 


RESTRICTED 
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COMMONWEALTH PROGRAM In conformity with the decision of the 
FOR SOUTHEAST ASIA  §§$Commonwealth Foreign Ministers at their 
conference in Colombo in January, the 
Commonwealth countries, with the exception of the Union of 

South Africa, last week held a meeting in Sydney on aid to 
Southeast Asia. Reports on the conference are fragmentary but 
the official communique states that agreement was reached on 

a long-term approach to the problems of the area, together with 

a technical assistance program for the next three years totalling 
&8 million. For the long-range program, it was recommended that 
each beneficiary country should prepare a comprehensive statement 
of its economic position and its potential developmental program. 
These submissions are to be considered at an October meeting in 
London, after which a@ comprehensive report will be prepared of 
the area's needs and resources. A Central Bureau is to be setup 
in Colombo to implement agreed work projects. It was also de- 
cided that an approach would be made to non-Commonwealth coun- 
tries in Southeast Asia to solicit their support of the program. 





Prior to the opening of the conference we had beén informed 
that the Australians would sponsor a three-fold program embracing 
technical aid, provision of emergency relief supplies and the 
establishment of a long-range credit. scheme. Specifically, the 
Australians desired the establishment of an £8 million fund 
which, over a three-year period, would provide for the training 
of 3,000 Asians, make available 1,000 experts, and finance tech- 
nical equipment, In addition, they advocated relief aid in the 
form of food and medicinal supplies for the same period to a | 
total of not more than b4 million. They also desired that 


agreement 
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agreement be reached on a sum up to which the governments indi- 
vidually or collectively would consid:r negotiation of credit 
arrangements with particular countrics. for provision of high 
priority imports. The Australian proposal on technical assist- 
ance was finally adopted but only after a great deal of acrimo- 
nious debate; the other two parts of the plan were Gefeated. Thi: 
Australians, taking the position that unless aid is given quick], 
the area will not long be open to the west for the development . 
of long-range projects, reportedly consider the conference a 
failure. The British, on the other hand, took the position 
that short-term aid is not realistic and will not solve the 
basic problems of under-nourishment and under-development. 


While the major conflict was between the Australian and 
British delegations, all of the delegetes considered the 
Austriilans intransigent and tactless, witn the Eritish repre- 
sentative going sc far as to accuse the Australian Foreign 
Minister of duplicity. It remains to be seen whether the 
Australians wili abide by the conference decisions or whether 
they will attempt to carry out their own program unilaterally 
with their limited resources. : 


& % * 

CONFIDENTIAL 
INTERNATZONAL C'VIL AVIATION The fourth session of the 
ORGANIZATION ASSEMBLY MEETS ### Assembly of the International 
Civil Aviation Organization 
(ICAO), to convene in Montreal on May 730, will consider all 
phases of the organization's work including air navigation, 
air transport, legal and organizational matters in contrast 
to last year's session which was confined to administrative: 
and budgetary questions. Finalization of US positions on all 


agenda items is. expected in today's meeting of the Air Coordinat- 
ing Committee. 





Election of New Council An important matter to come before 
the Assembly is the election of a new ICAO Council of 21 member 
states, The present Council was elected in 1947, and its term 
expires with this session of the Assembly. In electing members 
to the Council, the Assembly is ohligated under the terms of 
the Chicago Convention to give adequate representation to coun- 
tries of chief importance in air transport, those which provide 
a large share of international air navication facilities, and 
the need for adequate geographic representation. In addition 
to our own return to the Council, we will endorse for re-election 
the UK, France, Australia, Canada, the Netherlands, Belgiun, 





Portugal 
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Portugal, Ireland, 2 Scandinavian state (probably Denmark), Egypt, 
Iraq, and India; also Argentina, Brazil, Chile, and Mexico, provid- 
ing they are the choice of the other American Republics. We will 
not support the re-election of Peru, Czechoslovakia, and Turkey, 
who have failed to provide representation in the present Council 
for a year or more, nor will we support the re-election of China. 
In their stead, we will support Venezuela, Italy, the Union of 


South Africa, and the Philippines as new candidates for the ICAO 
Council. 


Obligations of Council Member States Some of the present 
Council member States have failed to provide adequate representa- 
tion in Montreal. We feel that it is important that this repre- 
sentative body of ICAO continue to meet in substantially con- 
tinuous session in order thet the practices of the national 
aeronautic administrations be reflected in the decisions of the 
Organization. The US will adhere firmly to the policy of repre- 
sentation on the Council by resident de-egations and initiate 
Oo” support adoption by the Assembly of a resolution calling for 
enforcement of this obligation of Council member states. The 
US will oppose any proposal to restrict arbitrarily the length 
of the sessions of the Council or its subordinate bodies. 





Amendment of Chicago Convention We feel that there is no 
need for further action on the part of the Council to initiate 
any amendments to the Chicago Convention of 1944 at this time 
and will urge that its modification be undertaken only when it 
is essential to the successful accomplishment of the objectives 
of the Convention. When such modifications are found necessary, 
they should take the form of specific amendment rather than 
general revision. 





Multilateral Air Transport Agreement On March 14 the 
Council adopted a resolution postponing until April 1, 1951 the 
date by which ICAO member states may submit comments on the possi- 
bility of achieving a multilateral agreement. A summary of these 
replies will be circulated by January 1, 1952 with recommendations 
for further action. The Council has proposed that the fourth 
session of the Assembly refrain from discussion of the substantive 
aspects of this issue. 





The US agrees that discussion at this time would be unfruit- 
ful. Moreover, it considers that there is no prospect for a mul- 
tilateral agreement in the foreseeable future. However, the US 
will make no effort at the Assembly to resist the resolution for 
further study of the subject. Should an attempt be made to secure 
the adoption of a limited multilateral agreement, we will strongly 
resist this on the grounds that such agreement is premature. 


International 
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International Ownership and Control of Airlines If the 
subject of a single internationai organization to operate the 
world's trunk routes is raised, the US will take the position 
that it is unequivocally opposed to th: establishment of such 
an organization. The US delegation wlll support and if necessary 
initiate a resolution committing the Assembly to an endorsement 
of the Council's recommendation tnat all further study of the 
problem should be suspended until a specific proposal is submitte: 
by @ group of states. We regard the sparse number of replies sub- 
mitted to date on this subject by member states as clearly indica- 
tive of the current lack of interest in the subject. 





Technical Assistance We will approve the steps taken so 
far by the ICAO Council in respect to the UN expanded technical 
assistance program and support or initiate the adoption of a 
resolution that contracting states give maximum cooperation in 
the program. The resolution will include an invitation to member 
states to make as large voluntary financial contributions as pos- 
sible to the UN special technical assistance account and will 
direct the ICAO Council to establish procedures for the adminis- 
tration of the expanded program and to initiate the program. If 
questions of substance concerning particular programs arise, 
we will take the position that it is premature to discuss these 
questions at this time and will suggest that the matter be re- 
ferred to the ICAO Council. The Assembly should furnish an op- 
portunity for obtaining information as to the extent and nature 
of interest of potential contributing and recipient states in 
participating in a technical assistance program through ICAO. 


Question of Spanish Membershi In view of the fact that 
the ICAO resolution of 1947 barring Spain from membership has 
not yet received the required number of ratifications, the 
question of Spain's membership may arise. In that event, the 
US would support, but not initiate, a proposal to ask the UN 
General Assembly through ECOSOC to permit Spain to participate 
in ICAO. However, we would vote against any move to seat Spain 
prior to General Assembly action. 








* * * 
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EASTERN AND WESTERN EUROPEAN The fifth session of the Economic 
‘COUNTRIB6S MEET IN ECE SESSION Commission for Europe (ECE), be- 
| ing held in Geneva May 31- 
June 14, sives promise of being one of the most interesting, and 
possibly one of the most controversial, meetings of that organi- 
zation. The British have already made soundings as to what re- 
actions might be to e proposal for abolition of all specialized 
ECE. committees except those on transport, coal and timber--the 
three of most value to the UK--and the Soviet-bloc countries 
are expected to use this session as one more forum in which they 
can attack the export control policy of the western nations. In 
eddition, ECE Executive Secretary Myrdal has thrown out a number 
of suggestions for changes in policy or functions, which will 
probably bring forth some sharp differences of opinion. It ap- 
pears, however, that tactically, the west is in a strong posi- 
tion for the session. The Commission's major deadlocks are with 
respect to the Trade and Agriculture Committees. In both cases 
the next move is clearly up to the USSR. It is thought that if 
the western countries keep the finger pointed at the USSR by 
expressing our regret for failures of these committees to date, 
because of eastern European intransigeance, but make clear our 
willingness to meet when there is business to do, we are on 
strong ground and will have good public support. 


The agenda for the meeting includes consideration of reports 
of committees on their activities and their future work program 
as well as the Zxecutive Secretary's over-all report on the 
future work of the Commission and report of the ECE to the 
Economic and Social Council, relationship with the Allied authori- 
ties in Germany, and a review of the economic situation in Europe. 
The main US statement will be made in connection with the last- 
named item unless, as the meeting develops, it becomes necessary 
for our delegation to make extena d general policy statements 
in connection with other itoms. 


Us T Size Adv Euro t 
Our duty and our problem at this session will be to maintain our 


reputation for a constructive interest in the organization with- 
out shirking responsibility for modifying its structure end 
orientation to fit the 1950-51 situation. It is anticipated 
that in his major speech of the session, the US representative, 
Ambassador Harriman, will summarize and salute the important 
recovery progress made to date; outline the philosophy and some 
of the spesific actions which will be necessary to sustain the 


pace 
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pace of the past three years; and stress the rising standard- 
of-living which can and should be obtained through higher pro- 
ductivity and proper distribution of the gains resulting from 
improved productivity. It is our thought that the speech should 
be designed also to maintain in the minds of the suppressed peo- 
ples of eastern Europe the feeling that the US continues to be 
actively interested in their welfare. It will stress our con- 
tinued support of ECE and explain, if necessary, that such criti- 
cal comments as we have made on the work program have been moti- 
vated solely by our desire to improve the effectiveness of the 
organization. We can couple praise for the useful work of the 
teclinical committees and the outstanding research work performed 
by <he EC! Secretariat with regret that the decreasing availa- 
bility of econowic information from certain countries is making 
such work more and more difficult. 


Fate of Test.nical Coumittees Whether or not to continue in 
existence oniy <cme cor ait of tne technical ECz committees and 
the terms of reresrence for their fut:ce work will doubtless be 
major issues at this session. The r-ie of the committee is bein; 
re-examined at this time as the resuitt of a US-sponsored resolu- 
tion approved at the fourth session. The British recently pre- 
sented memos to a number of the western European countries seek- 
ing support for a nroposal to abolish all committees except 
sransport, Coal, and <imber. Admittedly a number of the con- 
mittees have not succeeded in accomplishing much--such as the 
deadiocked Trade and Agriculture Connittees--but the UK proposal 
to so limit the sub-structure of Ec“ is not expected to find 
much support. In fact, the British have already indicated to 
us that if opposition is expressed, they will not press for the 
elimination of the Electric Power, Steel, and Housing Committees. 
We will not oppose the continuation of committees supported by 
the majority of the western European countries provided it is 
understood they only meet when tkere is real work to be done, 
and will not support the abolition of committees--such as Trade, 
Agricuiture and Manpower--which would provoke heated controversy 
with the USSR and Soviet-controlled countries. 


In order to assure that the committees which remain in 
business actually function in the public interest, our repre- 
sentative has been instructed to introduce a resolution stressin 
the US view that all committees interpret their terms of referenc 
so as to assure the placing of long-term general welfare above 
any short-term benefits to the particular sector of the economy 
under study, and that they undertake only such essential work as 
can most appropriately be carried forward under ECE auspices. 


East- 
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East-West Trade Issue Probably in connection with the 
future program of the Trade Committee, further attacks will be 
made on the west's licensing policy. Our basic policy remains 
that the US and cooperating western countries maintain security 
controls which come within the provisions of GATT but that 
these security controls affect only a relatively small part of 
the potential east-west trade. The US favors the expansion of 
east-west trade of peaceful items to the full economic possi- 
bilities. After defending our policy and reaffirming our posi- 
tive interest in east-west trade, the US will point to eastern 
European policies which restrict the development of east-west 
trade along the lines of greatest economic benefit to all con- 
cerned. The US delegation has been instructed not to precipitate 
debates with the USSR. Should we be attacked, however, the 
Soviets are not to be allowed a clear field for propaganda nor 
to determine the scope of the debate. Our delegatiun is prepared 
to respond briefly and forcefully to the Soviet accusations, 
utilizing material already available to the delegation and new 
material prepered by the Department regarding Soviet-bloc 
practices. | 





Executive Secretary's Report and Proposals In general, 
Myrdal's report on the future work of the Commission is informa- 
tive, challenging, and fairly realistic, and although we will 
make it clear that we do not agree with all his conclusions, we 
will compliment him on the. way in which he has handled an exceed- 
ingly difficult assignment. As to his specific proposals, we 
will seek, in concert with the western European countries, the 
rejection of those for expanding the work program of the Steel 
Committee. We will not ercourage the development by ECE of a 
commodity control agreement in steel--the ultimate goal of the 
Executive Secretary--in view of our adherence to the principles 
of the ITO Charter, the possible consequences of the new French 
proposal for pooling steel resources, and the inevitable east- 
west trade complications. Furthermore, wo do not believe that 
ECE is the proper forum for review and coordination of steel 
investment programs or studies of steel trade policies, as Myrdal 
Suggests, because of the presence of eastern Zuropean represen- 
tatives. if we are unsuccessful in this, ow representative 
will simply note the proposals pending further study by member 
countries but will in no way endorse them. 


In the case of the Committee on Agricultural Problems, 
Myrdal has proposed that small working parties be formed to 
consider both production and trade problems in particular 


commodities, 


DECLASSIFIED FOR PUBLICATION IN FOREIGN | 

















CONFIDENTIAL 
— 


commodities, but without involving general questions of trade 
policy that are properly within the terms of reference of the 
Trade Committee. We will not oppose this since it is our view 
that the ECE in the past has ‘had its greatest degree of success 
in resolving concrete issues, especially when technical rather 
than policy problems were involved. 


The Secretary has also proposed an empirical solution to 
the stumbling block on submission of information by member 
governments. The Soviet-bloc delegates have insisted that ECE 
studies rely on published data only, but it is clear that pub- 
lished sources alone are inadequate in eastern Europe and even 
in some western European countries. The Secretary's proposal 
is that at least a start be made on the studies now recommended, 
on the basis of data available, then a stronger case can be made 
for ~equesting additional material from member governments. We 
believe it useless to initiate major studies when it is known 
in advance that the data will be incomplete. We will suggest 
that the Secretariat technical staff be allowed to determine 
whether its examination of a problem proposed for study can be 
oom sBoeetave and representative on the basis of data avail- 
able to it. 


Two completely new lines of study have also been suggested 
by the Executive Secretary: 1) factors affecting international 
price formation, and 2) financial problems. The first would 
involve a study of cartels, monopolies, and restrictive prac- 
tices. We would welcome an objective investigation of this 
problem. We are opposed, however, to referring this study to 
the Committee on Development of Trade, as suggested, in view 
of the poor record of that committee. 


We are skeptical about the recommendations on finance, and 
will oppose the proposals in their present form if a number of 
western European countries also oppose them. We will not, how- 
ever, oppose the general idea of studies in the field of finance 
but will request the Secretariat to develop more concrete and 
specific proposals in this regard. In any event, we believe thai _ 
any studizs in this field should be made in close cooperation 
with the International Monetary Fund and the International Bank 
for Reconstruction and Development. 


Soviet 
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Soviet Interest in Grain Agreement Proposal During the 
Moscow stop on his recent tour of ECE capitals, Executive Secre- 
tary Myrdal reportedly concentrated on breaking the deadlock 
in the Trade Committee. His understanding of the Soviet posi- 
tion appears to be that they are interested in expanding east- 
west trade but consider a political settlement involving relaxa- 
tion of western export licensing policies a prerequisite for 
that expansion. Believing that they nevertheless would be ready 
to negotiate immediately on a nractical level for mutually ad- 
vantageous trade, Myrdal has suggested that the Secretariat 
would initiate preparation of a draft European grain agreement 
as .a first stev. According to Myrdal's personal assistant, this 
suggestion has brought a ready though somewhat obscure reply 
from the Soviets. According to the informant, the Soviet reply 
stated that "ideas brought forward by the Executive Secretary 
on conclusion of a grain agreement find positive response on the 
part of the Soviet Government and in due time Soviet representa- 
tives can take part in the study of the proposal and calcula- 
tions", Althkcugh we would not oppose a myltilateral or even long- 
term east-west trade arrangement involving grain provided due at- 
tention is paid to price, quantity, flexibility and security con- 
trols over western Europeen exports, we see no justification for a 
European wheat agreement in view of the existence of the Inter- 
national Wheat Agreement and the inherent inconsistency with 
provisions of the Charter for an International Trade Organiza- 
tion. , 





US To Oppose Voting Rights for Non-UN Members It appears 
that the Executive Secretary has discussed with various delega- 


tions the desirability of according voting rights to European 
governnents which are non-UN members and, at the same time, 
obligating them to contribute to the Commission! . expenses. 

This matter may be raised either by the Executive Secretary or 
possibly by an eastern European member. The US delegation will 
oppose the suggestion. The granting of voting rights in ECE to 
these countries would disturb the pattern already established in 
the UN. In actval practice non-UN members are permitted to be 
active in the Committees and other subordinate bodies of the » 
Commission when interested. Furthermore, it would be premature 
this year to raise the question of changing the terms of refer- 
ence of any of the regional Commissions since the Council is. 
to make a special review in 1951 with a view to terminating 
them or modifying their terms of reference. 


US 
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US OIL COMPANIES Although discussions between the US and UK 
NEGOTIATE WITH UK Governments on the British plan for substi- 

tution of sterling‘for dollar petroleum in- 
ported into the sterling area are temporarily in suspense pend- 
ing the receipt of British views on US counter-proposals, nego- 
tiations between two US companies and the UK Government have re- 
Sulted in an agreement under which these companies will supply 
their share of the increased quantities of gasoline necessary to 
permit the lifting of rationing in the UK at no dollar cost to 
the British (See page 4, April 3, 1950 issue of Current Economic 
Developments). Following the conclusion of the agreement, the 
Minister of Fuel and Power announced the immediate lifting of 
rationing in the UK. 


In announcing derationing of gasoline in the UK, and the 
agreement with the two US companies (California Texas and Stand- 
ard Oil of New Jersey), the British Minister of Fuel and Power 
' Stated that the sterling received by the companies will be spent 
in the sterling area on additional goods and services for their 
operations or on oil tankers to be built in Britain. He added 
that the additional one million tons of gasoline required to lift 
. rationing can be obtained without undue dollar expenditure and 
its importation will not impair imports of essential foodstuffs, 
timber for the housing program, or raw materials for the mainten- 
ance of full employment. It is not yet clear what effect the 
arrangement will have on the US-UK oil negotiations. An official 
of one of the US companies reports, however, that the arrangements 
made with the UK Government do not involve acceptance of condi- 
tions considered objectionable and will not prejudice government 
negotiations on the basic principles involved in the British pro- 
posal for substitution of sterling for dollar oil. 


& short time ago, the UK Government accepted another arrange- 
ment whereby sales of the Standard Vacuum 0il Company's production 
in Indonesia and New Guinea to the sterling area will be exempt 
from the British substitution plan for the duration of the con- 
pany's present foreign currency arrangements with the Indonesian 
Government. Under the agreement, which is to become effective 
July 1, the company will accept payment for such sales in the 
sterling area at the ratio of 40% dollars and 60% sterling. 

After January 1, 1951, the company will try to accept a 30%-70% 
ratio but if it is impossible without accumulation of sterling 

the British have agreed that the ratio may vary within a 5% margin 
i.e., 35% dollars and 65% sterling. No definite agreement was 
reached for operations beyond 1951 but the company has stated its 
intention to achieve a ratio of 25% dollars and 75% sterling in 
1952 and 15% dollars and 85% sterling in the following years. 
There is no limitation on the use of sterling except that the 
company is not allowed to accumulate it. 


* ™ * 
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NEW PHILIPPINE IMPORT The Department is now studying the 
CONTROL BILL ENACTED possibility of submitting a further note 

to the Philippine Government recording 
our disapproval of those features of the recently enacted import 
control bill which we believe will inflict undue hardship on 
established importers and expressing the hope that the Philip- 
pine Government will take feasible steps at the earliest date 
possible to remove those features. Although a few concessions 
were made to the US as a result of earlier representations, we 
are still concerned over a set-aside of quotas for new importers 
and the limitation of individual allocations, which would have 
the net result of depriving long-established international trad- 
ers of at least half their business within three years without 
compensation. 


Principal Objectionable Features The bill, which was passec 
May 16, 1950 by the legislature and published May 23, provides 
that in determining the allocation of import quotas among old 
and new importers, the Import Control Board is to reserve 30% of 
the total import quota for any item for the fiscal year 1950-51, 
40% for the fiscal year 1951-52 and 50% for the fiscal year 1952- 
for bona fide new importers who did not import such items at any 
time during the years 1946, 1947 and 1948. To qualify as a new 
importer, one must be a Filipino citizen or a company, the stock 
of which is at least 60% owned by Filipino citizens. After the 
total number of new importers has been determined, the portion 
of the import quota reserved shall be allocated proportionately 
among them on the basis of financial capacity and business stand- 
ing. As a result of our earlier protest, a clause was inserted 
in this section to the effect that nothing in the section shall 
impair the rights of US citizens granted under the 1946 executiv: 
agreement on trade and related matters between the US and the 
Philippines. In our representation to the Philippine Government 
we asked that the set-aside provision be deleted entirely or 
modified so as to provide a set-aside for new importers not in 
excess of the 20% then provided and without reference to nation- 
ality of new importers. One of the reasons we opposed the speci- 
fication of nationality, even with a waiver for American import- 
ers, is that a large part of the business of US importers is don 
in the name of wholesalers, jobbers and retailers who themselves 
hold the import licenses. These wholesalers, jobbers and retail- 
ers are of many nationalities resident in the Philippines. Also, 
we felt it politically unwise from an international viewpoint 
for the Philippines to legislate against bona fide merchants of 
any nationality. We pointed out that the eyes of the Far East 
are on the Philippines and indirectly on the US in its relation 
to the Philippines. Consequently the US regrets any action 
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seeming to weaken adherence to an economic system based on 
democratic principles and freedom of enterprise. 


The bill provides that the portion:of the import quotas 
available for old importers is to be allocated in proportion to 
the annual average amount of their importation in the years 1946, 
1947, and 1948. No importer is to be allowed more than 30% of 
the total import quota for any item except when such a limitation 
may be detrimental to the public interest. Under the previous 
executive order, import quotas were based on 1948 imports. It is 
felt that in the new procedures computation of quotas will be con- 
plicated and may give rise to delay in actions on applications. 


Other Provisions The bill provides for reduction of imports 
in all but essential categories. Luxury imports are to be reduced 
by not less than 80% nor more than 90%. Non-essential imports 
consisting of commodities whose consumption is concomitant with a 
rise in the standard-of-living shall be reduced by not less than 
€o% nor more than 80%. Importation of these goods is to be reduced 
to aSsist in conserving international exchange and to stimulate 
domestic production or manufacture with the view of ultimately sup-. 
plying the local demand for such commodities. Essential imports 
consisting of commodities which are necessary for: the health and 
material well-being of the people are to be reduced by not less 
than 40% nor more than 60%. With the view of encouraging domestic 
production, importation of these commodities is to be gradually 
reduced. Prime imports, consisting of articles, goods and commo- 
-Gdities of first necessity and not sufficiently available locally 
are to be reduced by not more than 40%. Consistent with the policy 
of conserving international monetary reserves and until. domestic 
production warrants reducing importation, entry of these commodi- 
ties is to be allowed as much as possible. —. 4 | 





& number of items are to be admitted without import quota 
allocation. These includes essential raw materials, as well as 
raw materials to be used in-the manufacture of commodities consti- 
tuting a prime necessity, when used in the manufacture of dollar- 
Saving and dollar-producing commodities if such.raw materials are 
not sufficiently available in the Philippines; articles intended 
. solely for personal use of the importer provided no foreign ex- 
change is used; supplies and equipment for the use of the Philip- 
pine Armed Forces and US: and Philippine Government hospitals and 
duly registered charitable organizations; articles except luxury 
items imported in connection with barter arrangements; goods in- 
tended solely for use in religious ceremonies; goods imported pur- 
suant to the provisions of any price control law or regulation; 
goods intended soleiy for rent, lease or exhibition, provided that 
at least 25% of gross earnings paid therefor are not remitted 
abroad. 
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NON-JAPANESE INTERNAL SCAP intends to announce publicly on 
AIRLINES TO BE FORMED June 15 a modification of our civil 

aviation policy toward Japan under which 
a non-Japanese internal airline will be formed at the earliest 
practicable time. All interested international airlines operat- 
ing into and through Japan as of January 1, 1950 will be invited 
to submit plans for the organization and operation of such an 
airline in order to preclude possible criticism of any favorit- 
ism toward US airlines. Also prior notice will be made to the 
diplomatic missions of all countries which have international 
airlines operating into Japan. Under present circumstances it 
is felt that the operation of an internal airline will benefit 
all foreign carriers operating into Japan ang will help in the 
development of Japanese self-sufficiency. The interested lines 
are expected to agree upon a workable and sound solution. In 
fact, it is hoped that they will agree upon one of the inter- 
national carriers already flying into Japan to operate the in- 
ternal line as an additional service. Formation of a new sub- 
sidiary company probably would absorb too much of the earned 
profits in the executive organization of such a company. In 
any case the suggested organization must be acceptable to SCAP. 


We consider that this: proposal does not violate existing 
FEC policies. However, since the question of a non-Japanese 
internal airline has been raised in the FEC and final action 
has been held up pending further US policy study, we think this 
plan should not be implemented without prior notification to all 
governments concerned. Precipitate action by SCAP, without 
prior notification to other principally interested governments, 
undoubtedly might be regarded, particularly ‘by the Commonwealth 
countries, as possible indication that the US is unwilling to 
try to work out important matters affecting Japan .on a common 
basis with them. We were also concerned over whether the situa- 
tion could be controlled in the event the. Soviets demanded 
participation. SCAP feels that it is adequate to discuss the 
matter with Australia, Canada, China, the Philippines, and the 
UK, the only FEC members which have airlines operating into 
Japan. Inasmuch as the Soviet Government has expressed no 
interest and has no airline operating into Japan, it would not 
meet the SCAP criteria for participation. The Department will 
notify the above governments and in addition the Netherlands 
and France because of their general importance in civil aviation. 





* “* ™ 
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ECAFE CONCLUDES The Economic Commission for Asia and the 
UCCESSUFL SESSION Far East (ECAFE) concluded its sixth plenary 
session at Bangkok last week with member coun- 
tries evidencing an increasing disposition to cooperate. The ses- 
sion was preceded by a meeting of the Trade and Industry Committee 
A friendly harmonious atmosphere was the notable feature of the 
conference after the Soviets walked out when the Commission re- 
fused to approve their recommendation to "expel" the Chinese 
Nationalist representative and seat the Chinese Communists. Our 
delegation believes the Asian representatives were not impressed 
by Soviet tactics and were relieved when the walkout occurred. 
Most of the delegations appeared interested in the ECAFE program 
and there was an improvement in the quality of the delegations. 
Indonesia and Vietnam, particularly, showed an active interest 
in securing advice ot guidance from ECAFE. 


The US delegation probably took a more active part at this 
session than heretofore and there was considerable favorable com- 
ment in this regard. Ambassador Stanton, as US representative, 
assured the Commission of our interest in the area and outlined 
as concrete evidence the programs of US aid to Southeast Asia 
that will begin = as a result of the Griffin Mission visit. 


(See page 1, May 8, 1950 issue of Current Economic Developments). 


The next meeting of the Commission will be at Lahore, Pakis- 
tan, in February of next year with the Committee on Industry and 
Trade meeting at the same place just before the Commission. It 
hy also decided that the Iron and Steel Subcommittee will meet 
n Japan. 


The Commission's report to ECOSOC points out that the estab- 
lishment of the Committee on Industry and Trade and the Subcommit- 
tee on Iron and Steel, the-conference of iniand transport experts, 
and the ad hoc committee on travel, mark important steps forward 
from generalizations to technical examination of individual prob- 
lems. The Secretariat was praised for the studies it had made 
and for the direct services it had rendered some countries in the 
field of trade promotion, flood control and industrial develop- 
ment. An increasing number of offers are being made by the coun- 
tries of the region to fellow members for facilities for training 
and use of research institutions. 


The Commission approved a tightened program which our dele- 
gation feels will be effective. The Secretariat will concentrate 
on flood control, economic studies, statistics, and transport. 
Meetings contemplated include a technical conference on fiond 


control 
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control for late 1950 or early 1951 and a regional conference of 
commercial attaches for early 1951 to exchange trade information. 
A proposed tourist travel conference has been postponed until 

the seventh ECAFE session. The Trade and Industry Committee will 
undertake a number of studies, including cottage industries and 
a limited power study. 


Committee on Industry and Trade The Commission adopted the 
report of the Committee on Industry and Trade with only minor 
changes. One of the items considered by that Committee was the 
development of trade between Japan and ECAFE countries with most 
countries agreeing with the US view that such trade should be ex- 
panded. Since two of the key questions on this subject had not 
yet been examined, the Secretariat study was judged an insufficient 
basis for sound conclusions and the Secretariat was instructed to 
continue to study financial and other means to effect the desired 
development of trade with Japan without adversely affecting the 
economies and trade of other countries concerned. In the discus- 
sion the UK strongly objected to diverting rice to Japan on the 
grounds that Japan could afford to get food elsewhere and also 
insisted that ECAFE countries can obtain capital goods elsewhere 
than Japan. The UK proposed paragraphs in the Committee report 
which would have slanted ECAFE studies in the direction of dis- 
criminating against Japan. The US strongly opposed and was sup- 
ported by Burma, Vietnam and Thailand and a wording satisfactory 
to us, which was proposed by India, was agreed upon. 


























On financial problems some criticism was manifest of the 
International Bank with a number of delegations expressing the 
need for an expanded volume of loans. The US delegate suggested 
that operations might be speeded if better liaison with the Bank 
were maintained by the ECAFE countries and if loan applications 
were more carefully prepared. It was agreed the time was not 
propitious for a multilateral clearing system. 





A Secretariat report on industrial development was accepted 
which painted fairly accurately the generally dismal and confused 
status of the countries' plans for industrialization, cited major 
frustrating factors, and warned against uneconomic development. 
In the discussion attention was drawn to the possibility of indus- 
trial decentralization in ECAFE countries and it was suggested 
the Secretariat act as a clearing house on information to facili- 
tate coordination of industrialization plans. It was agreed that 
the ECAFE Secretariat should work with countries of the region, 
when those countries so request, on preparing proposals for tech- 
nical assistance under the expanded UN program. 





* * * 


DECLASSIFIED FOR PUBLICATION IN FOREIGN | 
RELATIONS OF THE UNITED STATES 








BEST COPY AVAILABLE 


ISSUE NO. 257 era 
June 5, 1950 “2 Ss 
eke FS 
a= 


SECRET 


URRENT ECONOMIC 
JEVELOPMENTS 





POLICY INFORMATION COMMITTEE 
DEPARTMENT OF STATE 





DECLASSIFIED FOR PUBLICATION IN FOREIGN 
RELATIONS OF THE UNITED STATES 














This weekly publication is designed to highlight developments in the eco- 
nomic divisions of the Department of State, and to indicate the economic prob- 
lems which are currently receiving attention in the Department. It is suggested 
that copies be retained on file, as reference will sometimes be made to previously 
reported items to avoid repetition. 


Document Security Instructions 


This document should be treated in accordance with current instructions 
regarding security measures for SECRET material. Extreme care should be ex- 
ercised to avoid public or private discussion of the information herein with or in 
the presence or hearing of any person not authorized to have knowledge thereof. 
For general purposes all classified Foreign Service Officers and other responsible 
economic officers are authorized to have knowledge of the contents of this docu- 
ment, responsibility for the safekeeping of which will be assumed by each recipient 
thereof. It may be retained in protected files or, at the discretion of the recipient, 
destroyed by burning. If not personally disposed of by the recipient, he will 
assure himself that it is burned in the manner prescribed for SECRET material. 


DECLASSIFIED FOR PUBLICATION IN FOREIGN 
RELATIONS OF THE UNITED STATES 




















BEST COPY AVAILABLE 


SECRET 
June 5, 1950 


CONTENTS 


OEEC Ministerial Council 
Holds Successful Meeting - ---+-+-+*+#-+--+-e+-+-+--+-s. 1 
Long-Term Program 
European Payments Union 
Invitation to US and Canada 
Other Matters 


Moratorium on New Investment To 
Be Lifted in Western Germany - - ---+-+-+-+--- 2 


German Assets in Switzerland To 
Ke Subject of Four-Power Talks - ---+-+-+-+-<-- 4 
Payment of Compensaticn to Germans 
Compensation for Non-Resident Germans 
Other Recommendations 
Other Issues in Negotiations with the Swiss 
Proposed Agenda for Four-Power Meeting 


Issue at High Frequency 
Broadcasting Conference ---+-+-+-+-+-+e-+-++-6 ? 


Private Mission Makes 
Recommendations to Peru--+-+-+-+-+-+-+-e-+-e-e-e--s6 & 
Emergency Recommendations 
Recommendations for Development 
Financial Recommendations 
Trade Recom:.endations 


Cotton Surplus Seen ~ 
As Potential Problem ---+-+-++-++#-+#+#-+-e-+e--s 10 
Cotton Consumption 
Cotton Prices and Concessional Price Arrangements 
Importance of hesearch 


DECLASSIFIED FOR PUBLICATION IN FOREIGN 
RELATIONS OF THE UNITED STATES 














CONFIDENTIAL 


OEEC MINISTERIAL COUNCIL In a short but constructive meeting 
HOLDS SUCCESSFUL MEETING of the OEEC Ministerial Council June 2 

unanimous approval was given to a new 
long-term program; optimism was expressed over progress toward 
establishing a European Payments Union prior to July 1; the US 
and Canada were invited to establish a working relationship 
with OEEC; and steps were taken to ensure development of closer 
relations with the Council of Europe. 


Long-Term Program The proposal for a long-term program 
was the highlight of the session and struck the imagination of 
all delegates. Each country is to give details on its own pro- 
posed objectives for the next four or five years. It will 
also endeavor to lay down the main lines of the national invest- 
ment program which it expects will be carried out, together with 
the policy it intends to adopt to ensure the greatest possible 
development and best use of its productive resources, while pre- 
serving internal financial stability. The role of OEEC will be 
to compare the national objectives, policies and programs and to 
harmonize them so as to avoid contradictions and waste of re- 
sources. Difficulties encountered by individual countries will 
be examined and the greatest possible joint effort will be made 
to overcome them. The Council at rministerial ievel will examine, 
two or three times a year, a report on the progress achieved by 
member countries in their effort to reach viability. 


Opean P The chairman of the payments 
committee reviewed the current status of negotiations and pre- 
dicted conclusion of a satisfactory payments scheme by July l. 
The more favorable outlook has resulted from the latest British 
proposal, which indicated the UK would accept full participation 
in the payments union and gold and dollars payments based on over- 
all intra-European balances of payments. ._A special position is 
reserved for sterling but only insofar as the intra-European net 
aevtors could use sterling under some circumstance to settle net 
deficits in lieu of dollar payments to the payments union. The 
UK plan represents a concession, also, with respect to gold pay- 
ments. However, it would safeguard the UK as regards gold lia- 
bilities on its part arising from the use by creditor countries 
of accumulated sterling balances. The Council instructed the 
experts to continue payments discussions and decided the Execu- 
tive Committee should weet June 16 to review the progress. The 
Ministers of the UK, France, Belgium and Italy will meanwhile 
meet in informal sessions to work out agreement prior to this 
meeting. The Council itself will again meet at the end of this 
month at the ministerial level to record final agreement to the 
arrangement. 
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Invitation to US ype _Senada The invitation to the US and 
Canada to establish informal working relations with OEEC was 
' proposed by the UK and France in accordance with the recommenda- 
“tions at the Foreign Ministers meeting. No change in structure 
of OEEC is envisaged nor any amendment to the convention on which 
it is based. The Executive Committee Will shortly consult with 
the two countries on implementing the arrangement and will sub- 
mit detailed proposals at the next Council meeting. 


Other Hatters Progress of OEEC work since the last meeting 
April 4 was noted and the Council reaffirmed the procedure for 


investigating excessive tariffs which might follow lifting of 
import quota restrictions. The trade committee is presently 
examining alleged excessive tariffs and will come up witha 
‘list which will presumably be the subject of negotiation at 
‘Torquay with some kind of commitment by the OEEC countries to 
remove restrictions. 


A report was approved and referred to the Executive Committee 
for implementation of closer relations with the Council of Europe. 
The new arrangements provide for handling of correspondence be- 
tween the two organizations, examination of Council of Europe 
proposais by OEEC, exchange of documents, consultation between 
“OEEC experts and the Council of Europe, EEC assistance in prepara 
tion of economic work by the organs of the Council of Europe, and 
establishment of an office at Strasburg to supply information on 
QEEC activities. 


It was also decided to hold ‘one of the ministerial meetings 
of the Council outside Paris this’ year to give more publicity 
~ to OEEC activities. | 


CONFIDENTIAL 
* | * | % 
SECRET 


After almost two years of nego- 
tiations, agreement is expected 
to be announced this week lifting 
the moratorium on new foreign investment in the Federai Republic 
of Germany. During the early years of occupation we believed 
certain first steps had to be taken prior to opening Germany to 
foreign investors. These steps were the final formulation of the 
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reparation removals program and the level-of-industry plan; 
the return to a greater degree of normal economic life in Germany. 
including both the reactivation of industrial and commercial 
enterprise; and quadripartite agreement as to conditions under 
which extension of foreign enterprise in Germany was to be per- 
mitted. The first two conditions have largely been met but the 
de facto splitting of Germany made the last qualification com- 
pletely unrealistic. As economic and financial conditions be- 
came more stable and especially after the currency reform cf 
June 1948 the occupation authorities began active consideration 
of ways to lift the moratorium. After considerable negotiations 
petween the UK, US and French occupation authorities and con- 
sultation with the Benelux countries a policy paper was agreed 
upon in 1949 by the Military Governors outlining the criteria 

and conditions under which new investment could be made. in 
addition to bringing about conditions which would attract new 
investment in acceptable foreign exchange, the policy also 
provided for the unblocking of existing deutschemark balances 
held by foreign owners and for the return of a percentage of 
earnings from new foreign exchange investments. However, 
shortly after tentative agreement was reached on this paper, 

the British raised the question of allowing settlement of debts 
denominated in foreign currency and withdrew their agreement to 
the proposal. The UK also changed its position with respect to 
the transfer of a percentage of foreign exchange earned by new 
investment. In order to obtain an agreed policy, we reluctantly 
met the British position on these issues and worked out com- 
promises on others and action to lift the moratorium will accord- 
ingly be taken. 


The new policy will permit foreign investment in Germany 
financed either by purchase of deutschemarks from the Bank of 
Deutscher Laender against foreign exchange, importation of 
equipment or other assets into Germany, or out of deutschemark 
balances held by foreign residents or acquired by them on the 
basis of foreign exchange claims held against German debtors. 

In addition, restrictions on use of foreign held deutschemark 
balances on operations of foreign-owned enterprises in Germany 
have been relaxed. Repayment of foreign capital or payment of 
interests and profits in foreign exchange remains prohibited 
under the new policy. The US did not concede to the British and 
French request that deutechemark balances be made freely trans- 
ferable among foreign residents; however, the question of trans- 
ferability of these balances will be reconsidered within six 
months. The reconsideration provision is laid down in a secret 
minute agreed by the three High Commissioners. 


GERMAN 
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GERMAN ASSETS IN SWITZERLAND TO The Swiss have been informally 
BE SUBJECT OF FOUR-POWER TALKS advised that the US, UK and 
France are now prepared for a 
four-power conference to arrange for the implementation of the 
Swiss-Allied Accord on German external assets in Switzerland, 
and the conference is expected to take place about June 20. 
Negotiations on the Accord were recessed in June, 1949 after 
a month's discussion in which provisional agreements were 
reached on the great majority of fringe issues, but severai 
major issues were left unsettled. (See page 3, June 13, 1949 
issue of Current Economic Developments.) The US, UK and France 
are now studying the recommendations of the Allied High Con- 
mission (HICCM) in Germany with respect to agreed Allied posi- 
tions on several of these issues. After approval of the HICOM 
recommendations, technical experts of the three Allies will 
meet to develop an agenda for the four-power conference with 
the Swiss and to unify Allied positions on all matters on this 
agenda. The Swiss, apparently motivated by concern over re- 
cent unfavorable German reactions to the external assets pro- 
gram, now appear more eager to move quickly toward settlement 
of this problem. 


Payment of Compensation to Germans The Swiss-Allied 
Accord provides that the German owners of property liquidated 


under the Accord should be compensated in German currency. 

The Swiss have refused to liouidate the German assets in Swit- 
zerland and to deliver 50% of the proceeds to the Allies for 
distribution among the nations which are members of the Inter- 
Allied Reparation Agency (IARA) in accordance with the Accord, 
unless compensation in Germany is provided concurrently with 
the liguidation. This is.one of the problems on which we were 
unable to reach agreement with the Swiss at last year's meet- 
ings. 


In determining an Allied position on this issue we were 
faced with a specific conflict between the clauses of the Accord 
which require compensation (and Swiss refusal to implement the 
Accord unless these clauses were fulfilled), and other con- 
siderations which make the payment of compensation undesirable. 
These considerations include: 1) objection in principle to a 
separate and preferential treatment of German owners of assets 
in Switzerland as against other groups of German war loss 
Claimants: 2) the economic burden which would be placed on the 
German Federal Republic by any attempt to secure equal treat- 
ment for these other groups; and 3) the tactical and political 
disadvantages which would be created by the Allies, instead of 


the 
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the Germans, assuming the initiative on this question. A com- 
promise solution was therefore sought which would provide com- 
pensation, but would avoid immediate full cash payments and 
the burdens these would impose on the Federal Republic, and 
which would permit integration with any broader compensation 
plans which might be developed by the Germans at a later date. 


The HICOM's recommendations pvrovide for nominal cash pay- 
ments to the Germans on a graduated percentage scale, rangins 
from 100% on the smallest accounts to a maximum of 10% on 
larger accounts, with an over-all ceiling equivalent to 6,000 
Swiss francs per claimant. The remainder of the compensation 
should be paid in non-negotiable, non-transferable (except by 
inheritance), and non-interest bearing obligations with no 
fixed date of redemption. Liability for the payment of compen- 
sation, would be placed on the Federal Republic through an Allied 
High Commission law making such payment a mandatory expenditure 
and instructing the Government to appoint an agency to receive 
official notifications on liquidation and to record them. 


Compensation for Non-Resident Germans Provision for the 
iiquidation of assets in Switzerland owned by Germans resident 


in the Soviet zone of Germany is another major problem, solved 
in last year's negotiations, on which the HICOM's recommendations 
were requested. As presently considered this problem pertains 
to German residents of the Saar as well as to East Zone Germans. 
On the one hand, the Swiss are apparently willing to implement 
the Accord only if presented with a concrete plan for compensa- 
tion to all German owners of Swiss assets. On the other hand, 
the compensation of Germans not resident within the territory of 
the Federal Republic has possible implications with reference 
to the question of successorship to the assets, liabilities and 
Obligations of the former German Reich. A solution was sought 
Which would avoid any commitment on the lattcr issue. The HICOM 
therefore recommended that the proposed Allied High Commission 
law referred to ahove should require the Federal Republic to 
provide compensation for all Germans no matter where resident 
but that compensation for non-residents should be paid into a 
trustee account with the Bank Deutscher Laender. The Bank would 
hold these accounts until a decision is reached concerning the 
liabilities to be assumed by the Federal Republic or until an 
arcangemense can be made with competent authorities in the other 
parts of Gernany for an equitable sharing of the burden of com- 
pensation. Direct payments would, however, be made to all non- 

residents who subsequently establish residence within the Federal 

Repnblic and to all present and future residents of the western 
sectors of Berlin. 

| 
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Other Recommendations The Allied High Commission's views 
were also requested on the British suggestion that the Federal 
Republic should be consulted with respect to the tripartite 
proposals for compensation in advance of the meeting with the 
Swiss. We had objected to this proposal on the grounds that, 
Since any compensation scheme would necessarily be distasteful 
to the Federal Republic, the latter would delay giving an answer, 
which might cause postponement of the four-power meeting. The 
HICOM therefore recommended that the Germans should merely be 
advised of our intention to negotiate wit’. the Swiss with a view 
of drawing out the German attitude. 


Other Issues in Negotiations with the Swiss The other major 
issues which were unsolved in last year's meetings with the Swiss 


are: 1) the establishment of a rate orf exchange between the Ger- 
man mark and the Swiss franc; and 2) the disposition of assets 

in Switzerlana which involve intercustodial conflicts. The ques- 
tion of an exchange rate is not expected to be an issue in the 
forthcoming negotiations, since the Swiss are believed willing 
to accept the present rate between the france and the mark for 
purposcs of determining the German countervalue of liquidated 
assets in Switzerland. 


The 1949 conference was recessed so that the Swiss couid under- 
take bilateral negotiations with the US, UK, France and other inter- 
ested countries to reach a solution to the intercustodial conflicts. 
The Swiss have now concluded tentative or final agreements with 
the US, France and The Netherlands, and appear to consider the 
situation generally satisfactory with respect to other negotia- 
tions. However, the US-Swiss agreement has not come into effect 
because of Congressional failure thus far to give the requisite 
authorization. Attempts to secure such action are continuing but 
it is unlikely that they wili be successful before the four-power 
conference. In the event that the Swiss consider approval of the 
agreement a prerequisite to their implementation of the Accord, we 
hope to obtain, as a minimum, a provisional over-all agreement at 
the conference which would take effect upon approval of the US- 
Swiss Intercustodial Agreement. 


Proposed Agenda for Four-Power Mecting When the recommenda- 
tions on the major issues have been approved by the three Allicd 
governnents, their technical experts will meet in Paris to soli- 
dify Allied positions, draw up an agenda and develop negotiating 
tactics. ie anticipate that, in addition to these issues, the 
ayzenda will cover the following: 1) protection of substantial non- 
enemy interests in German assets in Switzerland; 2) treatment of 
the property of persecutees; 3) Swiss coritribution to the Inter- 
national Refugee Organization; 4) herdship cases and minimum exemp- 
tion; 5) disposition of the assets of heirless persons; and other 
minor issues. 
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ISSUE AT HIGH FREQUENCY High-level approaches have been made to. 


BROADCASTING CONFERENCE the UK and France urging closer coopera- 
tion in the achievement of our over-all 


objectives at the current World High Frequency Broadcasting Con- 
ference. Similar approaches are contemplated toward Italy, India 
and Mexico urging that those countries relinquish a portion of 
their high frequency assignments to the US in order that the needs 
of our accelerated information program can be met. These steps 
were taken at the request of the US delegation when it became 
obvious after two months of negotiations that US desiderata could 
not be met through normal conference channels. 


The High Frequency Broadcasting Conference, which opened at 
Florence on April 1, is charged with the task of assigning frequen 
cies to the high frequency (short-wave) broadcasting stations of 
the world and of determining conditions for using such frequencies 
(See page 12, February 6, 1950 issue of Current Economic Develop- 
ments.) The conference moved recently to Rapallo in order to make 
way for the UNESCO meeting in Florence. | 


A modification of the basic plan worked out at Mexico City 
almost two years ago is being used as the foundation for conferenc 
deliberations. The US did not sign the Mexico City plan, princi- 
pally because it did not make adequate provision for ow broadcast 
ing needs. We have taken the position at the conference that the 
proposal formulated at Mexico City is not equitable and does not 
provide an effective basis for planned usage. The majority of the 
delegations are operating under instructions calling for mainten- 
ance of present assignments to their governments and in some cases 
for increases. Apparently they hope US needs will be met chiefly 
by arbitrary reductions in the Soviet bloc assignments--after thei: 
walk-out over the Communist China issue--and by giving “lip servic 
to the idea of proportionate reduction by all other users. The 
situation will become more difficult for us when the estimates are 
completed of increased short and medium-wave facilities and power 
necessary to implement executive and congressional plans for 
expanding US information activities. 


Both the British and French delegations have indicated that 
they will openly take the position that frequency assignments made 
to their countries under the Mexico City plan must be considered 
to have priority over any new requirements submitted to the con- 
ference. They have been joined by India and Mexico in opposing 
US propose’s for adjusting frequency assignments to meet changing 
world conditions. We are urging that these countries refrain from 
Such a position lest it set off an undesirable chain reaction 


among 
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among other conference participants in clinging to their inflated 
statements of frequency needs. We are trying to persuade the UK 
and France instead to take the lead in indicating willingness to 
make some sacrifices to further ow coordinated informetion pro- 
gram.as agreed upon by the London conferees. Undoubtedly this 
would help negotiations with other nations for further sharing 
of frequency allotments in view of US obligations..for an expanded 
information program conducted in behalf of all free nations of 


a * * 


PRIVATE MISSION MAKES The Klein Mission has submitted a number 
. RECOMMENDATIONS TO PERU of economic reports to the Peruvian 
Government--some of the recommendations 
have already been put into effect and others are under study. — 
Dr. Julius Klein, formerly UB Under Secretary of Commerce, was 
engaged in a private capacity by the Peruvian Government last_. 
summer to get together a group of economic experts and make a 
survey of that country, with attention focused on certain prob- 
lems the country then faced. The Mission's work is now largely 
complete. Two experts are to remain in Lima until the end of 
the month to finish the work, and another member will stay in 
Washington, working with the Peruvian Embassy. There have been 
some indications that the Klein contract may be renewed until 
the end of the year, being subject to renegotiation thereafter. 


Reports have now been made by the Mission on such subjects 
as national budget and taxes, tariffs, customs procedure, revi- 
Sion of the laws relative to natural resources, public adminis- 
tration, government monopolies and development activities, 
transportation, and factors limiting both domestic and foreign 
private investment. 


Emergency Recommendations The Mission found on its arrival 
in September that the most immediate problems concerned the 


Peruvian Government's control of exports and imports, foreign 
exchange, and collateral problems having a bearing on this cen- 
tral theme, such as government subsidies. The sol had precipi- 
tously declined in value from the official rate of 6.50 to the 
dollar established only a few years before, to a rate above 20 
to the dollar. The Government followed the recommendation of the 
Mission and in November of 1949 took steps that freed, to the 
extent economically warranted, its control of foreign exchange, 
substantially reduced government subsidies and took various other 
related actions. Since the issuance of this decree the sol has 
fluctuated within reasonably narrow limits of from about 14 to 
16 to the dollar. 
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Recommendations for Development The Mission made a number 
of urgent recommendations to further a program of full develop- 
ment of Peruvian resources, accompanied by the necessary reforms 
in taxation and government machinery. Creation of a sound invest- 
ment climate is urged and the tax structure is cited as one metha 
of doing this. Mining and petroleum laws should be passed which 
would encourage, under proper safeguards, the prompt development 
of these important national resources. Payment of commercial 
debts was emphasized as of first importance in creating a satis- 
factory investment atmosphere. 


Establishment cf a National Economic Council is recommended 
for the planning of economic, financial and monetary policy mat- 
ters. The Council should undertake a survey of manpower, natural 
resources and the various projects which have been partially com- 
pleted or are planned by the various Departments of the state. 
Proposals should be categorized as to those of major importance 
to the national eeonomy; those beneficial only to limited sections 
those designed to be self-supporting; and service projects, such 
as roads, which will not produce revenue but will require con- 
tinued expenditure for maintenance. After this a balanced progras 
should be decided upon and coordinated with Treasury planning. 


Financial Recommendations With regard to money and banking, 
the Mission believes the Central Reserve Bank of Peru has failed 
to perform its functions and has operated more as a government 
agency for the financing of recurring deficits. The Bank's 
Board of Directors should be strengthened to include active 
representatives from all Peruvian economic forces. It is further 
recommended that the Central Bank be entrusted with the responsi- 
bility of all exchange and credit matters; that it be prohibited 
from entering into any contract giving rediscount privileges at 
a predetermined rate, even to the Government; and that it be 
authorized to fix the legal reserve requirements of commercial 
banks. Government banks and government corporations must be co- 
ordinated, reorganized and granted increased financial capacity. 
They must operate as true development tanks rather than as servic: 
organizations. | 


A special commission should be created to review the adminis- 
trative organization and modernize the national budget. Personne 
should be reduced and the budget balanced with a substantial item 
included for debt reduction when there is full employment. While 
no recommendation was made for an increase in taxes, it was sug- 
gested that direct assessment be increased and other forms of taxz 
tion discouraged. A policy and laws should be adopted with regar¢ 
to monopolies. The return of monopolies to private enterprise is 
urged where possible, removing the risks now assumed by Treasury 
and assuring the Government of income through excise taxes. 
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Trade Recommendations Import restrictions should be relaxed 
and the whole customs and tariff matter gone into. The Mission 
recommended consolidation of the numerous customs laws with sub- 
sequent reorganization of customs service to ensure efficiency. 
The prohibited list should be relaxed as rapidly as possible 
without causing undue fluctuation in the aye rates, and a 
tariff policy should be decided upon. . 


It is known that the Klein Mission fully approves of the 
US proposals to other countries of treaties of friendship, com- 
merce and economic development and that at an appropriate time 
the Mission will urge Peru to embark upon negotiations looking 
toward conclusion of such a treaty. 
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COTTON SURPLUS SEEN The International Cotton Advisory Committee 
AS POTENTIAL PROBLEM concluded in its recent session that a bur- 


densome surplus of. cotton is in prospect 
and that fuller international. cooperation through an international] 
commodity agreement or some other medium may be needed. No de- 
finitive ‘action along this line was taken at this meeting but the 
Standing Committee was directed to give further study during the 
coming year to the possibility of such cooperation, reporting — 
back at the next plenary session. Special attention was drawn 
‘to the problem of improving conditions for the consumption of 
cotton and recommendations were made as to measures that govern- 
ments might appropriately take to improve these conditions. | 


' This, the ninth plenary session, was held in Washington 
May 22-31 ” and attended by delegates from 19 member governments 

- and observers from 25 other countries and from a number of inter- 
governmental and non-governmental organizations. The tenth plenal 
session is scheduled to be held in Pakistan in February 1951. 


Cotton Consumption It was recognized that for various rea- 
sons, including the low level of incomes ‘1: many countries and 
the failure of cotton consumption to res.oad, to rises in the level 
of incomes in other countries, the present aggregate level of 
world consumption of cotton is unsatisfactory, particularly in 
- view of the general objective of member. governments of promoting 

for their populations minimum standards of clothing, along with 


food 
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food and housing. Population in the countries where the level 

of incomes is low is generally very dense and even a small in- 
crease in the per capita consumption of cotton and cotton goods 
in those countries would bring about a large over-all increase 
in world consumption. Cotton consumption has not increased since 
1947 in proportion to the general recovery in economic activity 
and the rise in population. Production since the end of the war 
has increased in the dollar area, but remains below prewar levels 
in some other areas, due mainly to the need for food crops. Cot- 
ton stocks increased in 1949/50 for the first time since the war. 
mostly in the US, resulting in the re-introduction of acreage 
controls here, while at the same time stocks decreased elsewhere. 


The Committee recommended that in exploring possible means 
for improving the consumption picture, individual countries con- 
sider the practicability of reducing or removing impediments-- 
fiscal, commercial or otherwise--to the export and import of 
cotton and cotton goods and to the flow of internal trade in 
these products. Consideration might also be given to promoting 
a study of national clothing habits and assisting manufacturers 
to popularize suitable clothing items with the necessary sales 
promotion; encouraging technical assistance in the field of both 
agricultural and industrial production; supplying cotton textile 
machinery on an easy and long-term commercial basis; and promot- 
ing research and developing alternative uses of cotton. 


Cotton Prices and Concessional Price Arrangements It was 


recognized that governments are concerned not only with increas- 
ing general standards-of-living for their populations, but also 
with seeing that farmers receive remunerative prices for their 
output. If both these objectives are to be met, production and 
price policies must be evolved which give due regard to the inter 
ests of both producers and consumers. It was suggested, there- 
fore, that the governments of all producing countries should con- 
sider such modification of their respective national production 
and price policies as may be required to enable the world's con- 
sumers of cotton and cotton goods to receive the maximum benefit 
from improvements in technology and efficiency, and thereby con- 
tribute to the maintenance of cotton as the most widely used and 
popular textile fiber and to the improvement of the competitive 
position of cotton. It was suggested also that the governments 
of consuming countries should take all practicable measures to 
increase the efficiency of production and distribution of cotton 
goods. All countries were urged to make every effort to keep the 
greatest possible quantity of cotton flowing in international 
trade at fair and reasonable prices. Serious objections in 
principle were raised, however, against exceptional devices for 


increasing 
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increasing the movement of cotton from producing to consuming 
countries as being incompatible with the normal, free flow of 
trade. The Committee was unable to devise any acceptable con- 
cessional price arrangement which would heip solve present 
difficulties. Any specific proposals for concessional prices 
which member governments might develop are to be presented to 
the Standing Committee for study and report at the next session. 
Such proposals should relate to trade over and above normal 
trade and contain adequate safeguards for the protection of the 
interests of other exporting and importing countries. 


Due recognition was given the fact that trade in cotton is 
still greatly hampered by the world-wide dollar shortage. In 
this connection, it was pointed out that the level of textile 
activity in the world is still, and will be for years to come, 
highly dependent upon the maintenance of large exports of raw 
cotton from hard currency countries, which exports are at present 
made possible largely by exceptional methods of financing. 


Importance of Research The attention of participating 
governments was called to the fact that research efforts are more 
than ever necessary. Only insofar as research in cotton produc- 
tion, manufacturing, and distribution meets with increasing suc- 
cess will cotton be able to maintain its outstanding position in 
the textile world, enabling cotton farmers to maintain a satis- 
factory outlet for their production. 
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US FAVORS NEGOTIATION At the June 26 meeting of the Special 
OF NEW SUGAR AGREEMENT Committee of the International Sugar 
Council in London the US delegation 
will actively support the Cuban recommendation for the negotia- 
tion of a new International Sugar Agreement. Although the 
1937 agreement is still nominally in effect, quota provisions, 
which became inoperative during the war, are not being in- 
plemented. The US position, which has been developed jointly 
by the Department of Agriculture and the Department of State, 
provides for support of the calling of an international con- 
ference to undertake the development of a new agreement if it 
appears from Committee discussions that a suitable one can be 
negotiated. If the Committee decides against recommending an 
international conference, the US will request that the Com- 
mittee continue to review the world sugar situation and re- 
commend the convening of a negotiating conference as soon as 
it appears feasible, The delegation is being instructed to 
agree to the extension of the 1937 agreement for one year 
from August 31, 1950, with earlier termination should a new 
agreement become effective before that date, 


Reasons for nareerent The US delegation is to examine 
production a rade statistics and to help develop estimates 
of future production and consumption of sugar. Unless this 
examination radically alters our present appraisal of the 
outlook, the US will take the position that the threat of a 
burdensome surplus of sugar is serious enough to warrant the 
negotiation of a new sugar agreement as soon as possible, 
preferably during the latter half of 1950. Toward this end, 
the delegation will participate in making the finding called 
for by the ITO Charter which provides that commodity control 
agreements may be entered into only when a finding has been 
made that a burdensome surplus of a primary commodity has de- 
veloped or is expected to develop. We feel also that an agree- 
ment may discourage current efforts of some importing countries 
to increase production in high cost areas by subsidies or 
other artificial devices. It would also give importers 
greater assurance of adequate supplies of sugar at fair and 
stable prices. 


were US Interests in agreement We feel it important 
that efforts be cted towa reasing world consumption 
during the coming years of increasing world sugar production. 
As one of the most important means to this end, we will em- 
phasize the need for reduction in world barriers to trade and 
consumption of sugar, whether tariffs, quotas, excise taxes, 


monopolies or other devices, in order to bring sugar prices 





down 
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down to a level at least as low as in the US. We will propose 
the prohibition of direct or indirect export subsidies of sugar 
and a restriction on the expansion of production in protected 
importing countries. A complete: prohibition of expansion of 
production in the protected importing countries is not con- 
sidered desirable, but we suggest that there be a limitation 

on expansion which would give to the exporting countries an 
important part of the benefit of future increases tn consump- 
tion. 


The US delegation is prepared to submit a draft agreement 
at the meeting to promote discussion. In general this draft 
agreement provides for the establishment of quotas for each 
exporting nation and the adjustment of such expory quotas as 
the world price of sugar falls below or exceeds a specified 
price range. The draft also provides for reserve stocks of 
sugar in exporting countries, thus assuring importing countries 
of adequate supplies at stable prices. : 


CONFIDENTIAL 
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SOVIET REPLY ON RETURN OF In reply to our note of May 8, 
TEND-LEASED ICEBREAKERS #§ requesting information as to the 





| two icebreakers which were not 
returned in December 1949 in accordance with the agreement of 
September 27, 1949 and which the Soviets notified us would be 
returned in May or June 1950, the Soviet Charge on May 31, 
advised the Department that the two icebreakers could not be 
delivered until the latter part of the year. He said that 
unusually heavy ice conditions in the Arctic made it impos- 
sible to deliver the vessels at the previously specified time 
and that it is practically impossible, according to available 
weather forecasts, to state the exact date and place where 
they would be able to break through. The most‘favorable con- 
ditions appear to be at the end of September or in October, 
and, therefore, the Soviets believe they will.be able to 
deliver the icebreakers in the port of Bremerhaven in November 
‘or December 1950. The Soviet Charge was informed of our 
disappointment over this delay and our desire to be kept 
informed of the progress of the vessels so that if they 
break through the ice sooner than anticipated, we could be 
prepared to receive them at that time. 


During 
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During the past three years the USSR has returned seven 
tankers, one old dry cargo vessel, twenty-seven frigates and 
one icebreaker. However, agreement has not been reached con- 
cerning disposition of other naval craft nor the amount of 
compensation to be paid to the US Government for the civilian 
type goods remaining in the USSR at the end of the war. We are 
making a further approach to the Soviets on an over-all settle- 
ment, suggesting that negotiations be renewed on the basis of 
a constructive offer by the USSR. | 


Tentative agreement has been reached on the compensation 
to be paid by the Soviet Government for lend-lease merchant 
vessels remaining in Soviet custody, however, we have con- 
Gitioned this agreement upon the conclusion of an over-all 
settlement. 


We are also pressing the Soviets on their obligation to 
compensate US patent holders whose patents or processes were 
turned over to the USSR under lend-lease. To date the Soviet 
Government has concluded an agreement with only one of six in- 
terested US firms. Soviet payments to this the smallest 
claimant will begin July 1 and continue over a two-year period. 


SECRET 
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UN TECHNICAL ASSISTANCE The UN Technical Assistance Confer- 
CONFERENCE UNDER WAY ence which opened in New York June 
10 is expected to reach its finan- 
cial target of $20 million. We hope the conference will con- 
fine itself to ascertaining total contributions and giving 
final approval to the allocation and administration of avail- 
able funds. Certain countries, not members of UN, may take 
this opportunity to discuss the financing of economic develop- 
ment projects since such countries are not members of ECOSOC 
which is seized of this question. It is hoped that such dis- 
cussion can be kept to a minimum. 





Prior to the conference several informal meetings were 
held to ascertain the extent to which the various governments 
would contribute to the UN Special Technical Assistance Account. 


As of 
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As of June 7, twenty-three countries had pledged a total of 
$19,609,140 based on the $20 million goal. If the $20 million 
figure is surpassed, several of the countries including the 
US, have indicated that they will augment their contributions. 
We have officially taken the position that, provided other 
pledges constitute 4 reasonable sum and not less than $7 mil- 
lion, we would be willing to make an outright contribution of 
$10 million and would ge to $12.5 million so long as that 
amount did not exceed 60% of the total contributions. The 
announcement of our contribution was qualified by a statement 
that it is, of course, subject to Congressional appropriation. 
There is now every expectation that the $20 million target 
will be met, if not exceeded, for the 18-month period July l, 
1950 through 1951. 


The US delegation has been instructed to accept the two 
draft resolutions regarding contributions from governments 
and financial and allocation arrangements and the Final Act 
that accompanies them if the resolution on contributions is 
redrafted to provide a safeguard that pledges are subject to 
authorization and appropriation by established constitutional 
bodies. The other resolution, which we will accept, follows 
the terms of the ECOSOC resolution in which we concurred, estab- 
lishing the arrangements and guiding principles for the execu- 
tion of a program of technical assistance. 


* * * 


IMPLEMENTATION OF GRIFFIN It has been agreed in principle 
MISSION RECOMMENDATIONS that ECA will assume responsi- 
biuity for the implementation of 
the Griffin Mission recommendations on aid.to.Southeast Asia 
(See page 1, May 8, 1950 issue of Current Economic Developments). 
Details of relationships between ECA and the Department and the 
method of operation are currently under discussion. Meanwhile, 
ECA is developing the initial phases of the program in Indonesia, 
Burma and Indochina. In the latter case, discussion of an operat- 
ing program has begun with the three Indochinese states and with 
the French following an exchange of letters. Since ECA is known 
as a European program, the missions in Southeast Asia will go 
under the title of US Special: Technical and Economic Missions 
(STEM). In all instances they are to operate in closest associa- 
tion with the Chief of the US diplomatic mission, who will be res- 
ponsible for assuring that STEM's operations are consistent with 
US foreign policy objectives. A STEM administrator has already 
arrived in Indochina, while in Indonesia and Burma the diplomatic 
chiefs of mission have been asked to act on behalf of STEM until 
arrival of a STEM administrator. 








* + + 


ee oo ~9 ~ eee 


DECLASSIFIED FOR PUBLICATION IN FOREIGN US 
RELATIONS OF THE UNITED STATES 











RESTRICTED 
-5- 


US AND ISRAEL CONCLUDE A US-Israel air transport agreement 
AIR TRANSPORT AGREEMENT will be signed in Tel Aviv June 13. 
It is of the Bermuda-type and will 
bring to 43 the total number of aviation bilaterals concluded 
to date by the US. Israel approached us for an agreement ap- 
proximately a year ago, While we were interested in formaliz- 
ing a bilateral, we asked for a delay in actual negotiations 
because of the situation in the Near East and the possibility 
of adverse reaction on US interests in the Arab states. Fur- 
ther delay was occasioned by the fact that Israel did not sub- 
mit its comments on our draft text for several months. No 
Significant substantive issues came to light during the nego- 
tiations. Under terms of the agreement the US flag carrier 
TWA will conduct service to Lydda on a route via Eire, France, 
Switzerland, Italy, Spain, Portugal, Greece and/or North Africa 
to Israel and beyond. The Israel flag carrier will be author- 
ized to conduct services to New York on the route frém Israel, 
‘via Greece, Italy, Switzerland, France, the UK and Eire. By 
a separate exchange of notes we agree that the capacity provi- 
Sions will be applicable whether one or more US carriers serve 
Israel. . 





The agreement comes upon the heels of a compromise settle- 
ment concerning conversion of TWA's earnings in Israel. Cur- 
rency conversion requirements had operated as a hardship on 
TWA, which has been operating into Lydda on a provisional basis 
pending conclusion of an air transport agreement. 


We will not attach any special significance to the fact 
that this is the first formal aviation agreement to be concluded 
by Israel. In the event of questioning on adverse reaction on 
the part of Arab states, US missions are to point out that US 
policy, and that of most other countries whose airlines operate 
internationally, calls for negotiation of intergovernmental 
arrangements with all countries on certificated routes of 
scheduled flag air carriers. Only as an exception to this 
policy do US carriers in a limited number of cases operate 
through foreign countries under temporary or interim arrange- 
ments. In the Near East areé we have also concluded air arrange- 
ments with Lebanon, Egypt, Turkey and Syria. Negotiations with | 
Irag have been pending for over a year but have been delayed 
y lragi desire to reserve the carriage of passengers, cargo 
and mail between certain points in the Arab area and upon its re-| 
fusal to permit foreign air carriers to serve Lydda on routes 
to Iraq. 


IMPLICATIONS 
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IMPLICATIONS OF PROPOSED We have forwarded to the Bureau 
PANAM-AOA AIRWAYS MERGER oof the Budget our comments indicat- 





ing no objection to the CAB recom-. 
‘mendation that the President disapprove the proposed merger of 
Pan American and American Overseas Airways. The decision on 
this case will be announced shortly. 


Under the airways' merger proposal PANAM would have acquired 
the property, assets and business of AOA as well as authority 
to fly its routes. It proposed to consolidate the authority of 
the two lines to conduct air transportation between co-terminals 
in the US and points in Europe and Asia. A cash transaction of 
about $17.5 million would be involved. Potentially one of the 
most far-reaching proposals in the history of US international 
civil aviation, the merger has "chosen instrument" implications 
and would affect the review of international route patterns 
for US carriers which is to be made in 1952. Approval would 
have left only two US carriers serving Europe--PANAM and TWA. 
Considering TWA's weak competitive and financial position, there 
is serious doubt that it could compete effectively with the 
merged corporation and, as a result, PANAM might achieve 2 signi- 
ficant step forward toward its expressed goal of sae the 
US "chosen instrument". 


Route Patterns Trans-Atlantic' routes are presently flown 
by three US international air carriers--PANAM, AOA, and TWA. 
These services were established pursuant to the North Atlantic 
Route Case of 1945 which provided for the establishment of air 
service over the North Atlantic to points in Europe, North 
Africa and the Near and Middle East. Under this decision AOA 
was given a route to England, the Scandinavian countries and 
Northern Europe as far east as Moscow. PANAM was given a Mid- 
dle European route with a gateway at London and thence through 
Belgium, Southern Germany, Austria, the Balkans, Turkey, the 
Near East and on through to Karachi and Calcutta. PANAM also 
was given a route to London by way of the Azores and Lisbon 
through Spain to Southern France. TWA was granted a route to 
Paris and points in Southern Europe to Cairo with an alternate 
routing via Lisbon and points in Northern Africa to Cairo, 
thence to Israel, Iraq and Saudi Arabia to Bombay. This route 
pattern has been implemented by the designated air carriers 
except for Iran and the satellite area (excluding Praha). 

With the exception of PANAM's authorization to serve Portugal, 
Spain and Southern France, the permits granted to these air 
carriers in 1945 are temporary and will terminate in 1952. By 
that date there is to be a complete review of the North Atlantic 
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route pattern based upon the experience gained during this trial 
period. The trial period was decided upon to allow flexibility 
in crystallizing permanent route patterns for a rapidly develop- 
ing infant industry. It also took cognizance of the possibilities 
of political and economic change and the prospect that our object- 
ives as to traffic development could not be reached in the imme- 
diate post-war period. The proposed merger would alter substan- 
tially the pattern of competition in our transatlantic air service 
a full two years before the expiration of the initial period of 
experience considered necessary before a fair appraisal of the 

9 pee distribution of routes and competitive relations can be 
made. 


CAB Views The CAB found the proposal to be detrimental to 
the public interest and contrary to basic policy principles goverr 
ing international air transport services by US carriers. In its 
view, the merger would increase rather than lessen the cost tc the 
public for the support of our international air services, which 
would be contrary to the statutory mandate to foster sound econom: 
conditions in air transportation. With the accretion of AOA, 
PANAM would occupy a position of predominance in US international 
air transport which would tend to stifle effective competition in 
American flag air operations across the North Atlantic. 





Department Views The Department's interest in the case cen- 
tered about its impact upon our foreign relations and the signifi- 
cant US national interest considerations that are inherent in our 
civil air operations abroad. We are in full accord with the CAB 
recommendation that the proposal would not be in the best interest 
of the US. It would have adverse effects upon our foreign rela- 
tions since other countries probably would construe further 





‘strengthening of PANAM as a step in the direction of transforming 


civil aviation into a weapon of aggressive foreign policy. It 
would certainly render more difficult our negotiating position 
concerning air rights in other countries, particularly in Latin 
America. It would be contrary to the American principle of 

free enterprise and competition under reasonable regulation, 
which is embodied in our international civil aviation policy 

as well as in other aspects of our foreign economic relations. 

We have opposed a monopoly of US routes abroad by any one carrier 
and have consistently resisted repeated efforts by PANAM to ob- 
tain legislation authorizing a "chosen instrument” in inter- 
national aviation. 


DEVELOPMENTS 
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DEVELOPMENTS IN THE Although the International Monetary Fund 
FUND'S GOLD POLICY recently reaffirmed its gold policy con- 
demning premium price transactions, more recent actions by the 
Fund and subsequently by the US appear in effect to limit some- 
what the scope of this policy. Early in May the Fund disapproved 
South Africa's long-pending proposal to sell gold sovereigns to 
the Arabian-American Oil Company (ARAMCO) for use in royalty pay- 
ments to Saudi Arabia on the grounds that certain excessive charge: 
connected with minting, included in the price made it a premium 
transaction. However, the Fund dealt only with the excessive 
charges and did not address itself to the probable ultimate sale 
of the coins by Saudi Arabia in the open market. Shortly there- 
after, the US agreed to supply gold bars to Saudi Arabia for mint- 
ing into coins outside the US and to fill a "first order" by Syria 
for gold coins. These actions appear to limit the Fund gold polic; 
to the control of direct premium sales by Fund members without 
regard to the eventual flow of the gold into premium markets. 








Fund Policy Reaffirmed In 1947 the Executive Board of the 
Fund issued a statement strongly deprecating internatioqnal trans- 
actions in gold at premium prices as a threat to world exchange 
Stability and a loss to monetary reserves. The Fund recommended 
that its members take effective action to prevent such transaction: — 
with other countries or the nationals of other countries. Re- 
cognizing that some of these transactions were being conducted 
by or through non-members, the Fund recommended that its members 
make any representations they consider warranted to non-member 
countries to join in eliminating premium gold sales. However, 
at the last annual meeting of the Fund's Board of Governors, 

South Africa proposed that the Fund permit half of the newly-mined 
gold of a country to be sold at premium prices. This proposal 

was referred to the Executive Directors who, after full considera- 
tion, concluded that a change in the present policy was not desir- 
able and accordingly recommended that the Board of Governors re- 
ject the South African resolution. The Fund noted the arguments 
of supporters of the proposal to the effect that comparatively 
large quantities of gold have continued to go into private hoards 
despite the Fund's gold policy, that relaxation in the policy 
would increase only slightly, if at all, this flow, and that it 
would be beneficial in eliminating the premium on gold in terms 

of dollars and reducing to same extent the premium in inconvert- 
ible currencies. However, while recognizing the present flow of 
gold into premium markets, the Fund felt that the implementation 
of its policy by members and some non-members had kept the volume 
below what it would otherwise have been and that the freer inter- 
national movement of gold would increase the flow into private 
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hoards in certain countries, thereby absorbing substantially 
more of their current foreign exchange receipts and further 
impairing their monetary reserves, It was also considered in- 
evitable that it would directly or indirectly give rise to ex- 
Change transactions at depreciated rates. 


Proposed South African Gold Sale to ARAMCO In December, 
the Union of South Africa requested the Fund's views on the 
charges for minting, delivery, etc., which might legitimately 
be included in its proposed sale of gold sovereigns to ARAMCO. 
At that time, the Fund suggested that South Africa defer this 
transaction until its gold policy review had been completed. 
Therefore, it was not until May that the Fund reached a decision 
on this proposal, at which time it was determined that the charges 
which South Africa proposed to include in its price to ARAMCO were 
excessive. However, in taking exception to the level of these 
charges, the Fund took no note of tle fact that ARAMCO intended to 
use the gold coins to pay oil royalties to Saudi Arabia after 
which they would probably be channelled into the premium gold 
market. Since the Fund's policy had previously been interpreted 
to oppose such transactions as well, this decision has the 
effect of limiting the Fund's intervention to reduce premium 
gold sales, 








Recent US Actions In view of its serious financial situa- 
tion and to assist in implementing its currency reform proposals, 
Saudi Arabia recently inquired whether the US Treasury would be 
willing to sell gold for minting into coins. Prior to the Fund 
decision with respect to ARAMCO, the US gave consideration to 
the intent of the buyer with respect to resale of gold at premium 
prices, In the light of the Fund's action, however, the US in- 
dicated that it was prepared to sell reasonable amounts of gold 
bars for Saudi Arabia's monetary requirements, including coinage 
outside the US. 





On the basis of a recently adopted position opposing the 
minting of coins in the US for foreign countries because of US 
domestic gold policy and the suspicion that the coins might be 
channeled into premium markets, the Treasury in April refused 
a Syrian request to purchase gold coins to improve its currency 
reserves. However, the Treasury expressed its willingness to 
sell Syria gold bars, which could be used for reserves. Subse- 
quent to the Fund decision and our own agreement to sell gold 
to Saudi Arabia and in order not to disappoint Syria which had 
during a year's negotiations come to expect that the US would 
mint the coins requested, the US reconsidered its position and 


agreed 
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agreed to fill Syria's pending order. However, we pointed out 
that this action should be regarded as an exception to our general 
policy and not be considered as a precedent. The US reaffirmed 
its readiness to sell gold bars to Syria in reasonable amounts 

for legitimate monetary purposes but stated that it would expect 
Syria to place any reorders for coinage at some other mint. 

In other words, while maintaining our view that US domestic 

gold policy justifies our refusal to mint gold coins for foreign 
governments, such a policy is not considered necessary for reasons 
of the International Monetary Fund's premium gold policy. 


* * * 
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US MISSION WILL STUDY MThe US economic mission to the Philip- 
PHILIPPINE ECONOMY pines, requested by President Quirino 
during his visit to the US last Feb- 
ruary, is now being formed in accordance with a recent exchange 
of letters between Presidmts Truman and Quirino. (See page ll, 
February 6, 1950 issue of Current Economic Developments.) This 
mission will examine the Philippine economic situation and 
report thereon to the President of the US. Its report is ex- 
pected to indicate measures which the US might consider in its 
efforts to assist the Philippines, as well as steps which that 
Government might be required to take as pre-conditions for 
such assistance. It is also anticipated that one result of the 
mission will be to assist the Philippines in the determination 
of appropriate measures of self help. The mission is now being 
organized and present plans call for its departure for the 
Philippines next month. 








Formation of the mission has been delayed because of Philip- 
pine insistence that the mission should be composed of both 
f£mericans and Filipinos, The Filipinos stated that Quirino had 
had a joint mission in mind when he spoke to the President and 
that the recommendations of such a4 mission would be more favor- 
ably received by the Philippine Congress. We felt, however, 
that e@ joint mission could not be sufficiently frank and ob- 
jective and would be unable to recommend the almost necessarily 
Grastic steps which the Philippines should undertake to achieve 
viability. Therefore, the President's letter offering to send 
a mission expressed our firm conviction that a US mission would 
be most conducive to mutually satisfactory results but pointed 
out that we would not wish to embarrass Quirino by sending such 
a mission if the latter had any mental reservations or doubts 
about it. The letter also referred to the group of Philippine 
experts already appointed to study the Philippine economic situa- 
tion and expressed our hope and expectation that the mission 
would receive the fullest cooperation of all Filipinos concerned 
with these problems and particularly of any group specially de- 
signated for this purpose. Quirino's reply accepting the US mis- 
Sion emphasized the cooperative aspects of the survey as well 
as the value of the group of Philippine experts. 


Our tentative terms of reference for the mission provide 
it with a broad scope, covering the entire economic field, 
Specifically it may give primary emphasis to internal finances 
and the conservation of foreign exchange, recommending measures 
which could prevent further deterioration, restore financial 
stability and establish a basis which would permit development 


projects 
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projects to be undertaken without undue inflationary pressure. 
It should also recommend immediate and long-range development 
projects, particularly in agriculture, but also in the fields 
of mining, fertilizer production and light industries. The 
mission should also consider the desirability of a long-term 
American economic mission, technical essistance needed by the 
Philippines, and methods of financing the internal and external 
costs of development projects. 


Objections to aE pete Economic Measures The disorderly 
financial situation in the ilippines and the resulting infla- 
tionary implications, which have caused 1s concern for some 
time, continue critical and Embassy Manila finds no evidence 
that Philippine authorities intend to take effective measures 
to cope with it. Such measures as nave been adopted have becn 
designed to meet emergency situations and do not represent the 
long-range planning which is required. These measures, relating 
to the conservation of foreign exchange, have augmented rather 
than relieved the serious inflationary pressures. In addition, 
several of these measures have been objectionable to the US. 

In December 1949 the Philippines instituted a system of exchange 
controls to meet the increasing danger of 8 capital flight. 
Since the US-Philippine Executive Agreement calls for approval 
from the President of the US for all such changes, President 
Truman approved the taking of whatever temporary emergency 
measures might be necessary. However, this approval was con- 
ditioned on the prompt submission by the Philippines for Presi- 
dential approval of a formal proposal outlining longer-run 
measures for meeting the foreign exchange problem. No such 
proposal has yet been forthcoming and we have become increas- 
ingly concerned about this problem. Embassy Manila has there- 
fore reminded the Philippine Government of this condition, in- 
dicating that further consultation with the President is re- 
quired to comply with the Executive Agreement since the approval 
previously granted did not authorize the indefinite maintenance 
of these exchange restrictions and that we consider the time 

now appropriate for the submission of a proposal. 





We are also requesting the Embassy to inform appropriate 
officials of our objections to the policy recently adopted by 
the Philippine Monetary Board limiting the annua’ transfer of 
dividends or profits to a maximum of 10% of ant et profits 
after taxes. We feel that this restriction is ally 
stringent in comparison with most of the exchange controls 
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systems in Europe and the Far Fast which permit either un- 
restricted transfers of. current earnings or transfers up to a 
specified percentage return on investment, although they fre- 
quently limit the repatriation of other than newly invested 
capital. In general, we consider undesirable restrictions 

on payments and transfers of investment income, while recogniz- 
ing that restrictions on capital transfers may be required 

in some circumstances. 


In April we protested to the Philippines certain discrimina- 
tory features in the then pending import control bill. Although 
the legislation as enacted contained some concessions to our 
protest, (See page 7, May 29, 1950 issue of Current Economic 
Devclopments) we fvel that it is still discriminatory and hope 
that appropriate modifying legislation will be enacted as soon 
as possible. In particular-we object to that section in the 
law which provides that, in determining the allocation of im- 
port quotas among old and new importers, the Import Control 
Board is to reserve for new Filipino importers 30% of the total 
import quota for any items for 1950-51, 40% for 1951-52, and 
50% for 1952-52. We feel that this provision is unreasonable, 
especially since such reservations will apparently exceed the 
requirements of row applicants, and that it inflicts great 
injustice to est’ 1ished importers and will in all probability 
force many of t-em out of business. 








US POSITION ON UN EZPERTS'! The US position has been formulated, 
REPORT ON FULL EMPLOYMENT #§§ preparatory to the July session of 
the Economic and Social Council, on 
the proposals made by the JUN experts for national and interna- 
tional measures to maintain full employment. (See page 6, 
January 16, 1950 issue of Current Economic Developments.) We 
consider the experts' report the most provocative publication 

in this field in the postwar period and concur in many of its 
recommendations, including consultation among Governments % 
consider specific measures necessary to achieve widespread 
balance-of-payments equilibrium. We believe, as do the experts, 
that high levels of employment can be achieved mainly through 
domestic, rather than international measures. Their only major 
recommendations with which we take issuc are those calling for 
automaticity in putting measures into effect including: 1) do- 
mestic measures when a certain point in unemployment is reached; 








2) a guaranteed 
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2) a guaranteed flow of investment funds; and 3) penalty pay- 
ments by countries suffering from unemployment if other coun- 
tries' (net) trade balances are edversely affected. We are 
not in full agrcement with the theory (dominantly Keynesian) 
which underlies their recommendations, namely that aggregate 
demand, as distinct from proper pricc-wage-profit relations 
and structural adjustments, is sufficient to maintain full 
employment. 


US policy and machinery in @ccordance with the Employment 
Act of 1946 will be outlined at the ECOSOC session and our deep 
interest cxpressed in all aspects of the employment problem. 


Domestic Measures We believe that domestic measures are 
the principal means of maintaining high levels of employment, 
but these measures should be taken with 2 view to the mainten- 
ance and expansion of international trade, and the avoidance 
of balance-of-payments difficulties for other countries. 





We agree with the experts' basic proposition that each 
country should formulate and announce full employment targets 
and @ comprehensive full employment program. We believe, 
however, that targcts and programs cannot be rigidly fixed for 
the indefinite future but must be periodically revised in the 
light of developments. We believe it is more important to 
define objectives and targets of employment and production 
than to focus merely on unemployment as the danger signal. 
Action of 4&4 preventive nature is more desirable than compensa- 
tory action after mass unemployment has developed. 


In each country the objective of full employment must be 
reconciled with other objectives of national policy, and must 
be accomplished in accord with its political, economic and 
social institutions and aspirations. In & predominantly ree 
enterprise economy, such as that of the US, the target serves 
as a guide for the development of broad public policies, rather 
than as a precise indication of specific production or employ- 
ment goals to be achieved by direct government action. 


We are also in accord with the experts' recommendation 
that each Government should adopt and announce a comprehensive 
program for the continuous achievement of the full employment 
target. It should be emphasized that development of full em- 
ployment programs and targets should be on a continuing basis. 


The US 
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The US believes that, under conditions of a free enter- 
prise economy, the greatest emphasis should be placed on pro- 
moting economic stabilization through support of balanced 
economic growth. This differs somewhat from the emphasis that 
the experts placed on compensatory action. However, we recognize 
that instabilities will still occur, which leads to the second 
area of stabilization policy, comprising compensatory measures 
designed to offset fluctuations. Such measures are counter- 
cyclical variations in government tax, expenditure or credit 
programs, whether of an automatic or discretionary character. 


We do not place as much emphasis on controlling of private 
investment as the experts do. In predominantly private enter- 
prise economies, stabilization policy toward private investment 
is influential rather than controlling, and direct action toward 
effective limitation or reversal of cyclical swings must probably 
be taken in other areas. However, increased public and private 
cooperation in exploitation of market opportunities and invest- 
ment needs might make a significant contribution to the increas- 
ing stability of private investment. 


The US agrees with the experts that, within definite limits, 
public investment programs should be timed to help counteract 
fluctuations in other parts of the economy. The extent of such 
public works, however, must be compatible with other basic ob- 
jectives cf government policy. 


We place less emphasis on compensatory fiscal policy than 
the experts do, regarding it as a second line of defense to be 
used when and to the extent that other policies have failed in 
their major objective. A policy that aims mainly at bolstering 
demand after maladjustments cause a contraction, accepts defeat 
in its primary stabilization effort and can at best mitigate 
its impact. Steady economic growth depends on a healthy rela- 
tionship between consumption and investment, or between wages, 
prices and profits, as well as on sufficient aggregate demand. 


While we recognize the desirability of legislative and 
administrative flexibility in fiscal policy so it can be used 
in a compensatory manner when needed, we are skeptical of the 
proposed automatic type of flexibility which is urged by the 
experts. This raises fundamental problems concerning our 
system of government and we believe it would be wiser for the 
executive and legislative branches to share the responsibility 
of anti-depression measures, as they do at present under the 


Employment 
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Employment Act, than to prescribe in advance rules for discre- 
tionary executive action. We recognize the importance of having 
programs reacy for legislative action to be put into effect 
within a short time if serious mass unemployment develops, but 
we must reject the thesis that measures should automatically 

go into effect without legtslative consideration at that time. 
There is not enough certainty regarding the economics of the 
problem to warrant the automatic approach, quite aside from 

the separation of powers issue. 


International Measures We agree with the experts as to 
the desirability of establishing a new equilibrium in world 
economic relationships involving an expanding anc more stable 
trade and flow of capital investment, with maximum freedom of 
current account transactions, the eventual elimination of. 
quantitative restrictions of trade, the gradual reduction of 
other trade barriers, and removal of impediments to the flow 
of international investments. We believe that governments and 
international organizations should adopt policies to bring about 
this new equilibrium through expansion of trade, more efficient 
employment of labor and other resources, and improvement of 
standards of living. While principal reliance for achieving 
these aims must be on adoption by governments of appropriate 
policies, international organizations and conventions should 
provide the means of concerting and harmonizing national poli- 
cies and actions. 





Accordingly the US supports the experts' idea of consult4a- 
tion among governments and will propose that ECOSOC place this 
problem on its 1951 agenda and annually thereafter. The item 
might well be considered in conjunction with the World Economic 
Report and in discussion of reports of the Fund, International 
Bank and other specialized agencies. We will propose that ECOSOC 
ask the Secretary General to cooperate with the specialized 
agencies in preparing materials and studies in this regard and 
that the Economic and Employment Commission examine the materials 
and studies thus prepared and make recommendations to ECOSOC for 
proposed action by governments and international organizations. 
ECOSOC should ask member countries to provide the fullest informa- 
tion on these matters. 


With regard to the experts' recommendations on stable inter- 
national investment for economic development, we agree as to the 
desirability of an expanded flow of international investment. 

We believe there should be full exploration of making annual 
estimates of capital movements but we think automatic lending 

by Governments to compensate for differences between estimated 
and actual capital movements would seriously impair the incentives 
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to edoption of desirable investment and fiscal policies in under- 
developed countries and would not be practicable under fiscal 
procedures of some principal lending countries. We do not be- 
licve that economic development necessarily implies a stable 

flow of investment funds; it certaintly does not imply an annual 
flow at a predetermined rate which the experts' proposal calls 
for. 


Primary consideration for development loans should be 
economic improvement in the capital importing countries. Use 
of such loans as a counter-cyclical device should be in conjunc- 
tion with other measures and should be regarded as secondary to 
the main purpose of economic development. 


The limiting factor in expansion of developmental loans 
does not appear at present to be inadequacy of dollar resources 
of the International Bank and national lending organization. If 
later those resources prove inadequate, the US would be willing 
to give consideration to increasing their lending capacity. We 
believe that, as world economic conditions improve, underdeveloped 
countries may look to a greater extent to countries other than 
the US for investments. Increased investment might arise in part 
from more actions by member governments permitting the Interna- 
tional Bank to use their capital subscriptions, as well as from 
the sale of securities of the International Bank in financial 
markets where funds are available for investment. 


We believe ECOSOC should urge members to develop soundly 
conceived programs of economic development, so loan projects may 
be better evaluated and that ECOSOC should urge the use of tech- 
nical assistance in economic development planning and in formula- 
tion of loan projects. We think ECOSOC might well also consider 
asking all member governments to examine their laws and adminis- 
trative practices which affect international private investment 
and, where necessary, take measures to facilitate expansion of 
sound private investment. 





With regard to the experts' proposal that the Bank finance 
general development programs rather than specific projects, we 
think the Bank has adequate powers to retain the advantages of 
project financing and at the same time secure the major benefits 
of general development financing. In the exercise of these 
powers, the US believes the Bank should seek to obtain the widest 
possible local financial participation in development projects 
and urge its members to adopt monetary and fiscal measures which 
would encourage local financial participation. 


On the 
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On the most revolutionary of the experts' proposals--the 
one calling for what amounts to penalty paynents by a country 
experiencing unemployment, if its net trade balance changes 
favorably--the US disagrees. We believe the plan has a number 
of serious defects and the operation would be beset with the 
difficulty of determining whether and to what extent a country's 
fall of imports is due to a foreign depression or to other fac- 
tors. This would be especially difficult in a time such as the 
present when there are serious fundamental disequilibria in the 
balance of payments of many countries. We believe it is within 
the powers of the International Monetary Fund to make advances 
to member countries to meet cyclical downturns and that such 
advances may properly be made when greater equilibrium in world 
economic relations has been achieved. However, the US would not 
favor automaticity of dollar drawings from the Fund for counter- 
cyclical purposes or automatic supply of additional dollars to 
the Fund. The US would be willing to give consideration to in- 
creasing the Fund's resources only when we are convinced that 
they are inadequate to offset temporary baélance-of-payments 
disequilibria in @ manner consistent with the Fund's purposcs. 


US CONCERNED OVER FRANCO- We are disturbed over the implica- 
GERMAN CARTEL ARRANGEMENT tions of the French attitude toward 
the Franco-German abrasives ugree- 
ment, which appears to be flatly inconsistent with the conccp- 
tion of an expanding economy on which the success of the Europcan 
Recovery Program and the North Atlantic Treaty depend. This 
agreement, together with the indication that there are similar 
restrictive agreements in other industries, appears to demonstrate 
conclusively that the French Government, at least at the operat- 
ing level, is not convinced of the adverse effect of such agree- 
ments on recovery. We consider that the French Government has 
violated its commitments under the OEEC trade liberalization 
program; has ignored both the intent and letter of the ECA bi- 
lateral; and has contributed to an apparent violation of Decar- 
telization Law No. 56. Because of the prime importunce of this 
arrengement as a test case of French intentions, in cooperation 
with ECA we have instructed Embassy Paris to make a high level 
oral approach to the French. In addition, the Embassy is re- 
quested to coordinate with the US High Commissioner on the pos- 
Sibie submission of a note which might accompany or follow the 
above conversations if it will not impede action being taken 

in Germany against the abrasives arrangement. 











Last month, 
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Last month, Embassy Paris presented an aide-memoire to the 
French Foreign Office expressing our concern over the Franco- 
German abrasives arrangement, a highly restrictive agreement con- 
cluded by the trade associations in the abrasives industry of 
the two countries and containing such features as price-fixing, 
import quotas for the French and German markets and allocation 
of foreign markets. It was pointed out that the abrasives agree- 
ment was wholly contrary to the principles of trade liberaliza- 
tion and constituted a violation of the decartelization law in 
the US zone of Germany. The Foreign Office later advised the 
Embassy that the French Government had "requested" the abrasives 
industry to negotiate the cartel agreement with the Germans, 
Queried as to the inconsistency between freeing abrasives from 
quantitative restrictions under the OEEC trade liberalization 
plan and simultaneousiy fostering secret cartel agreements, the 
French implied that they had been under great pressure to liberal- 
ize trade but were convinced that the French abrasives industry 
could not survive German competition. It was also indicated that 
abrasives was only one of several industries in which agreements 
had been reached, 


At the same time that the aide memoire was given to the 
French, the US High Commissioner filed criminal proceedings in 
the US Court in Frankfort against two trade associations in the 
abrasives industry and five of their officers. The defendants 
were charged with fixing uniform prices and discounts for all 
types of abrasives sold on German domestic and export markets 
and with entering a cartel agreement with French abrasives manu- 
facturers to fix prices and allocate territories. The German 
associations were also in the process of negotiating a similar 
cartel with Italian abrasives manufacturers. 


In outlining to the Embassy the approach to be made to the 
French, we point out that both the Department and ECA are con- 
vinced that Foreign Affairs Minister Schuman and a number of 
other ministers recognize the necessity of the trade liberaliza- 
tion program with resulting increased efficiency and lowered 
costs and prices, but are equally convinced that lesser officials 
who make the policy on individual cases are indoctrinated with 
very different conceptions. Accordingly, we hope the proposed 
representations on the abrasives case will be helpful in bridging 
the gap in French official thinking on the effect of restrictive 
agreements on the trade liberalization program, and will result 
in reorientation of the approach of the lesser officials. 


We appreciate 
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We appreciate the need in some cases to soften adjustments 
necessitated by the rapid removal of governmental barriers but 
feel that temporary governmental measures are the best means to 
cushion the process of readjustment and will actually promote 
adjustments, whereas private cartel agreements merely prevent 
adjustments and freeze the status quo. In connection with the 
rench fear that German competition may hurt the French abrasives 
industry, we consider the only long-run answer is increased 
efficiency on the part of the French producers, with resultant 
lower prices and wider uses of abrasives. 


Recognizing that more than mere insistence on the undesira- 
bility of private restrictive agreements is necessary to facili- 
tate the solution of readjustment problems of the liberalization 
program, we have been giving thought to the formulation of 2 
constructive program which we consider OEEC should undertake 
along these lines. To be raised in this framework is a proposal 
that commitments of OEEC countries to lift quantitative restric- 
tions should be accompanied by a commitment that they will not 
permit their replacement by cartel agreements or other private 
trade barriers. 


US-SPANISH AIR Formal consultations are under way in Washing- 
TIONS — ton for revision of the US-Spanish air transport 
agreement. Held at the request of Spain, the 
consultations are concerned principally with the definition of 
routes to be operated by Spanish carriers and with minor adjust- 
ment of routes granted the US. The agreement with Spain, con- 
cluded in 1944, was the first formal aviation bilateral to be 
negotiated by the US. It includes in substance the basic prin- 
ciples of the standard form adopted at the Chicago Conference the 
same year and grants unlimited freedom of competition in com- 
merciai air transport over the routes granted. The agreement 
was concluded before the present restrictive Spanish aviation 
policy was crystallized. Subsequent agreements negotiated by 
Spain have included provisions for protection of regional services 
and for prorated traffic division as well as predetermination 
of frequency of services. The 1944 agreement provided three 
trans-Atlantic routes for US carriers. It did not designate 
routes for Spain but indicated that routes would be determined in 
Subsequent negotiations. 





In addition to the route question, the Spanish wanted to 
discuss adjustment of non-exercised reciprocity in the initiation 


and development 
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and development of air services, certain transit rights, regula- 
tion of fifth freedom in defense of local and regional traffic, 
capacity questions, technical matters, tariffs, mail concessions 
and a general study of the economic situation resulting from 
execution of the agreement. We have kept the discussions to 

the question of routes and realignment of the text of the agree- 
ment to conforn with the Bermuda prototype. Efforts by the 
Spaniards to bargin routes for financial assistance in obtain- 
ing equipment and other economic concessions have been firmly 
resisted as repugnant to US principles and policy. However, we 
indicated willingness to discuss ground aide, aeronautical 
equipment and economic matters at some other time. 


Under the negotiations it is proposed that present US routes 
will be retained including: 1) US through Lisbon to Madrid and 
Barcelona, to Marseilles and points beyond; 2) US through Lisbon to 
Madrid, proceeding therefrom to: st Rome and points beyond, and 
(b) Algiers and points beyond; and 3) New York or Miami, through 
South America, West Africa, Villa-Cisneros, and French Morocco, 
to Seville, Madrid, and Barcelona, proceeding therefrom to Paris 
and points beyond. We will relinquish commercial rights on 
route three. This route has not been operated commercially but 
is retained to provide for military transit rights covered by 
a separate protocol to the original air transport agreement. 
Spain will be offered two routes: 1) from Spain to San Juan 
via Lisbon, Caracas, Bermuda and the Azores, in both directions 
and; 2) from Spain via Lisbon, the Azores and Bermuda to Miami 
and beyond to (a) Mexico and (b) Habana, the Caribbean and the 
West Coast of South America, 
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EUROPEAN PAYMENTS UNION Agreement on a European Payments 
PROPOSAL IN FINAL STAGE Union (EPU) ‘was reached in the OEEC 

3 Executive Committee June 17 and will: 
go to thé OEEC Council early in July after another meeting of 
the Committee June 30 to approve. thé final wording of the docu- 
ment. The union should thus be ready to go into effect. shortly 
after the June 30 expiration of the current intra-European pay- 
ments arrangement. This final stage in developments: has come 
after months of negotiations, chiefly with the British who. feared 
the effect of the proposed union on sterling. After that issue 
was settled, the Belgians objected to the credit extension fea- 
tures of EPU particularly as it applied to them and that obstacle 
was met by a special arrangement for Belgium. 





Whether appraised in economic, political or administrative 
terms, the union as agreed on is a major achievement toward : 
European integration. There is express agreement that EPU shall 
operate as long as it is impossible to establish a multilateral 
system of European payments by other means. In other words, 
although participating countries are financially committed for 
only two years, the EPU is accepted as a continuing system to 
remain in effect until made wnnecessary by general convertibility. 
It is agreed that EPU shall be a "full clearing system"--that is, 
that all payments of member countries, whether connected with 
bilateral or multilateral trade arrangements, must be made 
through it. | | 


How the Payments Union Will Work The EPU will make it 
possible for the central banks of member countries to provide 
their importers with any western European currency with equal 
facility and thus do away with the discriminating restrictions 
they now have to impose because they are limited by the supply 
of foreign currencies on hand. This will establish a situation 
Where buyers can make decisions on the basis of price, quality, 
delivery dates, customs duties and other normal business con- 
siderations without worrying about the kind: of currency his seller 
wants, so long as that currency is of a country having EPU member- 
ship. All currencies of the countries participating will be in 
EPU--some of these, like the pound sterling and the French and 
Belgian francs, are also the currencies of non-European .areas. 
All OEEC countries are expected to become members, although 
agreement has not been reached with Switzerland and possibly 
certain others. 3 


Each member of the union will have assigned to it a quota 
which will be the basis for arriving at the relation between its 
dollar and credit transactions with the payments union during 


the 
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the twc years of continuing ERP assistance. The respective 
quotas will be based upon 15% of each country's total turnover 
of trade and payments in 1949, except in the case of belgium 
whose quota will be in Belgian francs valued at $360 million 
instead of the $433 million a 15% quota would have required. 
The dollar equivalent of the quotas of other countries would 
be: Germany, $317.5 million; Austria, $68 million; Denmark, 
#191.9 million; France, $520.5 million; Greece, $41.9 million; 
Italy, $202.9 million; Norway, $196.4 million; Netherlands, 
$330.5 million; Portugal, $70.7 million; Sweden, $258.6 million; 
Switzerland, $164.6 million; Turkey, $50 million; UK, $1,061.9 
million; or a total of $3,855,000,000. There will aiso be a 
pool of dollars (approximately $6C0O million) from ECA funds to 
make the whole operation function. 


The EPU will operate essentially in the same manner as a 
clearing house for inter-country payments and claims arising 
out of western European trade and financial transactions. At 
periodic intervals a balance v7ill be struck between payments 
and claims for each member on all other members of the union 
and thus each member will be in either a debtor or creditor 
position toward the other participating countries as a group. 
If a member is in a deficit position this will be covered up 
to 20% of the member's quota by a credit to the member from 
EPU. Similarly, in the case of creditors, they are obligated 
to extend credit to EPU anc hence to all other members of the 
union considered as a group up to 20% of their quota. (This 
20% is referred to as the gold-free swing margin.) When the 
deficitsof debtors or the surpluses of creditors exceed 20% of 
their quotas they must pay in gold or dollars a certain propor- 
tion of their deficits to EPU in the case of debtors, and receive 
a certain portion of their surpluses in gold or dollars from 
EPU in the case of creditors. (This is known as the gold point.) 
Creditors with a surplus in excess of 20% of the gold free mar- 
gin will receive 50% of the excess in gold payment by the EPU 
and will extend a further credit to EPU of 50% of the excess. 
Member countries with a deficit to the EPU for over 20% of 
their quota must repay their debt to the union partially in 
gold and dollars, with the proportion progressively higher as 
countrics approach exhaustion of their quotas. - The balances 
which any member can carry with EPU will be cumulative over 
the two-year period for which the EPU in its present form is 
to operate so that, for example, a debtor can only obtain a 
credit from EPU up to 20% of its quota at any time during this 
period without having to make a dollar payment. 
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The mbove gold.and ‘oredit -provisions. will -be entirely 
automatic, with -EPU ‘management having the right to recommend 
special assistance :or relaxation of rules in troublesome cases. 
In the-event of a deficit of.:serious magnitude a member coun- 
try can unilaterally re<impose: non-discriminatory quantitative 
restrictions; however, these ‘are subject to examination by. EPU 
relative to the country's reserve position and the unanimity 
rule-will apply in deciding whether or nota country can .main- 
tain. such restrictions. A creditor accumulating a surplus: be- 
yond 75% of its quota will-also be examined by EPU to determine 
_ -the cause and. results. .If the ‘surplus reaches 100% of the guota, 
. EPU management is to consult with the creditor to determine, . 
taking into account the reserves of EPU, appropriate measures. 
to enable the creditor to remain an effective member of EPU, . 


. Position of Sterling Under the agreement the UK agrees. 
to full participation and all sterling area transactions with 
members of EPU will be cleared through the payments union. -A - 
special position is reserved for sterling but only insofar as . 
‘the. intra-European net debtors could use presently held sterling 
to settle net deficits in lieu of a combination of EPU-crddits 
and dollar payments to EPU. This use of sterling will reduce 
to some extent the dollar resources of EPU if the UK is also a 
net debtor since, -in that event, the UK's deficit on whieh her 
gold payment is based will not include the. sterling so used. .. 
Otherwise, sterling balances held by OEEC countries on June 30 
or the.date when EPU starts will be. dealt with in the same way 
as claims, held.;by.an EPU member on any other country. .(In the 
event EPU operations should unexpectedly result. in British: 
dollar..payment obligations beyond some agreed‘danger point,: we 
will be prepared to consider the allotment,.of special doliar 
aid to the UK from the ECA funds appropriated specifically for. 
EPU purposes.) : | , =e . 
In practice, then, Britain abandons. the policy. of bilateral 
payments enforced Since the war and accepts the fact that sterl- 
ing should become fully transferable. within the group..of OEEC 
countries--a significant step toward the ultimate goal of full 
convertibility. Countries will enter into agreements with © 
Britain to keep their sterling balances as part of their general 
currency reserves, in which case they can use them as part of. 
their credits to EPU. Agreements of this kind together with - 
the. amortization arrangements referred to below will be all that 
remain of the existing system of bilateral payments. agreements. 
The British, in the .long negotiations. also gave -up. the idea: . 
of discriminatory re-imposition of. .quantitative restrictions, 
agreed to a gold-free. swing margin of less than one-third their 
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original Cabinet proposal and to overall quotas 25% smaller 
than the original Cabinet proposal, The UK Government hopes 
that formation of the payments union, with full UK participa- 
tion, will offset to some extent the adverse reaction which 
resulted from the recent statement on European Unity issued by 
the Labor Party's Executive Committee. 


ortization of Pres m s The OEEC Executive 
Committee recommends that bilateral agreements be concluded 
for amortization of existing resources. If the parties cannot 
agree, either party may appeal to the organization and the matter 
will be referred to a special committee which will make a recon- 
mendation within four weeks. If OEEC cannot unanimously agree 
within two additional weeks, the debt is to be amortized auto- 
matically over a period of two years. If the EPU management 
considers that a bilateral agreement endangers EPU, it may submit 
it to Council following the above procedure, and if it cannot 
agree, provisions of the bilateral agreement will continue to 
apply. It is felt that this amortization provision will ensure 
Ln «al of the scheme and thus make it more acceptable to 
creditors. 


Belgian Case Belgium has had a good record in backing 
ECA policies for further liberalization of trade and payments 
and had supported the establishment of a payments organization 
which would restore partial convertibility and would apply in- 
centives to reduce intra-European payments disequilibriums. 
However, the Belgians felt they could not undertake to extend 
to other members the amount of credit that would be involved 
in a 15% quota of $433 million without exposing their country 
to serious inflation. They also felt a quota based on external 
trade alone was unfair to them since their's is a small country 
with an extraordinarily large external trade. They stated that 
Belgium's competitive position had deteriorated because its 
Share in ECA aid had not permitted it to modernize or create 
new industries to the degree such aid had helped other countries, 
and indicated they would have to have some direct aid if they 
accepted EPU. The $360 million quota was agreed upon and, in 
addition, Belgium will receive direct aid of $55 million from 
ECA program funds for 1950-51. Belgium in turn, will undertake 
to expan. -:ts internal investment program and to reduce the 
existing disequilibrium of her European surplus position and 
her deficit dcilar position. The Executive Committee felt that 
Since one of the fundamental purposes of a creditor quota is 
to put pressure on creditor countries to reduce unreasonable 
surpluses, and since the arrangement calls for a specific 
undertaking to reduce surpluses by appropriate means, a reduc- 
tion in the Belgian quota would not sacrifice the purpose of 
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FINAL SETT E OF The US and UK have signed an exchange 
BIZGNEL TTSTON AGREEMENT of notes finally winding up the 
Bizonal Fusion Agreement of December 2, 
1946 as subsequently extended and revised, and settling certain 
financial issues arising from trizonal fusion. Under this 
agreement, the UK will make its final contribution to Germany 
through a £2.45 million sterling payment to the Joint Export 
Import Agency (JEIA), represe..ting a settlement’for the 
balance of the contribution provided in 1947 fer certain pur- 
chases outside the sterling area. In addition, the UK has 
agreed, during the period of US aid to Germany, to consult 
with the US on the provision of sterling to the Federal Republic 
if the latter's sterling resources prove inadequate to meet its 
essential needs and if no multilateral payments agreement is 
in force at that time. The UK is released from its obligation 
to convert into dollars the sterling held in Germany's special 
account and these funds will be transferred to the operating 
account where they will be regarded as existing resources under 
the terms of the European Payments Union. The UK has, however, 
agreed not to claim that these funds should be considered as 
existing resources in connection with the determination of 
drawing rights under the 1949-50 Intra-European Payments 
Agreement. | 





The present agreement provides that the Allied High Conm- 
missizners are to work out suitable arrangements for the liqui- 
dation of JEIA, the transfer of its assets to the Federal 
Republic, and the assumption by that government of liability 
for any remaining claims against it which are approved under 
procedures established by the High Commission. Our intention 
to recover from future German exports the costs incurred by 
the US and UK on behalf of Germany is reaffirmed in the agree- 
ment and in an informal US letter to the UK which outlines the 
procedure for establishing such claims. In connection with the 
liquidation of JEIA, the US and UK will formally bring these 
claims to the attention of the Federal Republic and state their 
intention of seeking a settlement at an appropriate time. We 
agree that an explicit recognition of its obligations on this 
account should be sought from the Federal Republic and that 
the Intergovernmental Study Group on Germany should consider 
them as part of its study of claims against Germany. 


The present agreement represents the final settlement of 
various 2conomic and financial issues between the US and UK 
originating in the 1946 Bizonal Fusion Agreement which estab- 
lished the fields of authority in the bizonal area and provided 
for 50-50 financial responsibility for the administration of 


the 


DECLASSIFIED FOR PUBLICATION IN FOREIGN 
RELATIONS OF THE UNITED STATES 





BEST COPY AVAILABLE 
SECRET 


ef< 


the area. As a result of British inability to continue to pay 
dollars for its share of essential imports for Germany, the 
original agreement was revised in December 1947 to limit the 
UK's responsibility to imports procurable in the sterling area, 
with the US providing those essential imports which could not 
be paid for in sterling. In considering its extension in July 
1949, it was decided that the agreement should deal only with — 
US-UK contributions to Germany and that those parts of the 
earlier agreement which constituted trade and payments arrange- 
ments between the US and the bizonal area should be dealt with in 
a separate agreement. Accordingly, the 1949 extension and the - 
present settiement of the Bizonal Fusion Agreement deal with 
these aspects only. 


* * * 


MEETING CANCELLED ON The four-power conference on the imple- 
SWISS AITTED ACCORD mentation of the Swiss Allied Accord on 
German external assets in Switzerland, 
which was scheduled to take place this month, has been cancelled 
as a result of the unexpected introduction by Switzerland of 
conditions unacceptable to the US. (See page 4, June 5, 1950 
issue of Current Economic Developments.) The Swiss insisted 
that bilateral intercustodial agreements with the US and UK 
must be finalized before they would implement the Accord and 
proposed that the quadripartite meeting begin subject to the 
condition that any agreement reached would not be implemented 
until the intercustodial agreements were finalized. Although 
we were Willing to sign as an intercustodial agreement the US- 
Swiss memorandum of understanding of July 1949 or to accept the 
Swiss condition if only minor revisions were proposed, we found 
' that the Swiss proposals for modification of the: memorandum 
involved major substantive changes. As a result we felt that 
prolonged negotiations might be necessary to arrive at a mutually 
satisfactory agreement, involving the possibility that future 
developments in Germany might be prejudicial to implementation 
of the Accord and that any agreement on compensation now reached 
could commit us to implementation at a time when our position 
might well have changed. We therefore informed the Swiss that 
we were prepared to commence quadripartite negotiations but could 
not accept their conditions. We also indicated our willingness 
to reopen intercustodial negotiations at the earliest convenient 
date, provided that quadripartite negotiations were resumed. 
The Swiss however, rejected this proposal. 
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ECOSOC SESSION The eleventh session of the Economic and 

A Social Council (ECOSOC) opens in Geneva 
July 3. The tentative agenda contains about 
50 items, chief of which is the UN experts' recommendations 
on full employment and the related item of financing economic 
development on which the Sub-Commission on Economic Development 
has issued a report. The reports of the various commissions 
and specialized agencies will be considered as well as a a3 
number of financial and administrative problems. Technical ms 
assistance for economic development is also on agenda item, 
but it is not expected that discussion of this matter will be 
prolonged in view of the recent successful technical assistance 
conference. : 





It is expected that the USSR and Poland and Czechoslovakia 
will boycott the session because of Chinese representation. 
The US will vote against any proposal to unseat the represen- 
tative of the Chinese Nationalist Government and against seat- 
ing a Chinese Communist representative. We will, however, 
accept without reservation the decision of the Council on this 
matter. In view of events in Korea, the British have decided 
not to vote in favor of seating the Chinese Communists unless 
a majority favors such action. 


The US delegate is Isador Lubin, who has been serving 
as US representative on the Economic and Employment Commission. 


Full Employment The US concurs in many of the proposals 
made by the i experts (See page 3, June 19, 1950 issue of 
Current Economic Developments). We are deeply concerned over 
this problem and Ww agree to consultation among governments 
to consider specific measures necessary to achieve widespread 
balance-of-payments equilibrium. The major recommendations 
of the experts with which we take issue are those calling for 
automaticity in putting them into effect, including: 1) domes- 
tic measures when a certain point in unemployment is reached; 
2) a guaranteed flow of investment funds; and 3) automatic 
provision of the currency of countries suffering from unem- 
ployment through the Monetary Fund if other countries! net 
trade balances are adversely affected as a result of such a 
depression. 





Labor Items Should the forced labor issue be an agenda 
item (the tenth ECOSOC session shelved a proposal for a survey 
of foced labor until the twelfth session, but the tentative 
agenda includes the forced labor item), our delegation will state 
that we attach great importance to a complete, impartial investi 
gation into forced labor charges. We will propose that ILO in- 
vestigate as fully as possible the existence of forced labor 
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practices in all countries and make recommendations for the 
elimination of such practices, 


We will recommend that charges of alleged infringements 
of trade union rights be referred without discussion to the 
Governing Body of the International Labor Organtzation (ILO). All 
of the charges affect nations which are ILO members--Egypt, 
Greece, India, Iran, Italy and Lebanon--and almost all of them 
were initiated by the Communist-dominated World Federation of 
Trade Unions. We feel reference to ILO would smother this 
propaganda move of WFTU. 


International Commodity Problems We will commend the 
review of the commodity situation as useful and support 
strengthening of the staff of the Interim Coordinating Commit- 
tee for International Commodity Agreements (ICCICA). We will 
Support that Committee's resolution, aimed at correcting 4 
present ambiguity, by restating authority in the Secretary 
General to convene intergovernmental commodity conferences on 
the advice of the ICCICA, pending establishment of the Inter- 
national Trade Organization. Since the US in the Tin Study 
Group voted as a minority of one against convening a tin 
conference, we want to support this resolution as evidence 
that we are not attempting to prejudge final decision on the 
tin conference by procedural tactics. 





Economic Development The report of the Sub-Commission 
on Economic Development regarding financing economic develop- 
ment for underdeveloped countries coincides in large part with 
the views we set forth at previous ECOSOC sessions. It re- 
cognizes the importance of domestic efforts and improvement 
of domestic banking, credit and fiscal organization and re- 
commends that full advantage be taken of the International Bank 
and Fund. It recognizes the importance of private foreign 
investment and the need for assurances to investors of fair 
and equitable treatment. However, the report enters a contro- 
versial field when it suggests the need for international financ- 
ing on a grant or semi-grant basis for "social overhead" in 
fields of health, sanitation, education and housing projects 
that would increase long-run productivity but are not normally 
financed by banking institutions. We believe it would be in- 
advisable to have much discussion on this subject since any 
statements by the US delegation could be construed cither as e 
commitment or as a refusal of US support for special measures 
to deal with Social overhead financing. 





Social Items We will oppose the Social Commission's recom- 
mendation to continue the United Nations Children's Emergency 
Fund indefinitely end urge its termination January 1, 1951 with 





adequate 
DECLASSIFIED PUBLICATION IN FOREIGN 
RELATIONS OF {HE UNITED STATES 








BEST COPY AVAILABLE 


CONFIDENTIAL 
par” Ghee 


adequate provision for permanent organizational arrangement to 
be establishec without a hiatus to assure continuity of the 
program and services to governments. 


We will commend the Report of the Commission of Human Rights 
but believe that ECOSOC should not consider the substantive pro- 
visions of the draft International Covenant on Human Rights but 
forward it to the General Assembly for consideration at its fifth 
session. 


In taking note of the Report of the Sub-Commission on Freedor 
of Information and the Press, we will express the hope that the 
Sub-Commission at its next session will deal more realistically 
with concrete obstacles to freedom of information throughout the 
world and that more of: its recommendations will be directed to 
solving those problems. We will support a resolution condemning 
Soviet jamming of radio broadcasting and asking the Assembly to 
call on member governments to refrain from such interference with 
freedom of information. We will also support the Sub-Commission's 
recommendations that, when a country declares a state of emergency 
limiting measures should not be imposed beyond those necessitated 
by the situation; a recommendation to governments not to censure 
or confiscate newsreels except on grounds relating directly to 
national defense or public morals; and another requesting member 
countries to put an end to confiscatory measures and discrimina- 
tory actions relating to the allocation of newsprint. We will 
also support transmittal to member governments of a code of ethics 
for news personnel looking toward its adoption at an internationa 
professional conference. We believe the Council should take no 
action on facilitating entry of wives and families of news per- 
sonnel accredited to the UN since this is now subject to ncgotia- a 
tion betweeri the Department and UN. | 


Administrative Matters We will support a number of the 
proposals of the Administrative Committee on Coordination, made 
in an effort to increase effectiveness in coordination between 
the UN and the specialized agencies, and recommend that this 
committee continue its work. We will suggest that an examina- 
tion be made of reducing the number of meetings of commissions, 
Sub-commissions and subsidiary organs. We favor abolishing the 
Sub-Commission on Employment and Economic Stability and the Sub- 
Commission on Economic Development, with the Sccretary General 
utilizing ad hoc meetings of experts for framing proposals in 
those fields. The Economic and Employment Commission should be 
retained, with unchanged terms of reference. It should examine, 
in connection with the World Report, some of the problems discuss 
in the Full Employment Report including the question cf equili- 
brium in international trade. 


* * * 
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US-CUBAN TRADE US and Cuba have just concluded discussions 
DISCUSSIONS aimed at improving trade relations between the 


two countries and with other countries within 
the framework of the General Agreement on Tariffs and Trade 
(GATT) and the principles of the Havana Charter for aa Inter- 
national Trade Organization (ITO). Results of the talks are 
set forth in a joint aide-memoire. The month-long discussions, 
held in Washington, were concerned chiefly with the questions 
of beth Cuban and ts preferences and Cuban sugar exports. 


The Cuban Problem During the next few years Cuba is likely 
to be confronted with a serious economic situation resulting 
from the anticipated sharp decline in exports of Cuban sugar to 
both the US and the world market, especially Europe. During 
the post-war period Cuba has been supplying the US market with 
substantial amounts of sugar over and above the basic minimum 
quota annually established for Cuba in accordance with the US 
Sugar Act of 1948. The additional shipments have been made in 
order to make up for deficits in the quotas allocated to domes- 
tic and offshore producers, chiefly the Philippines. At the 
same time Cuba has been able to export large quantities of sugar 
to Europe, financed in major part by ECA dollars. Now it appears 
that all suppliers of sugar to the US market may shortly be in 
a position to fill their basic quotas, with the result that 
Cuba's sugar exports to the US would be reduced. Additionally, 
the European market for Cuban sugar will probably be sharply 
reduced as ECA assistance--a main source of dollars for European 
purchases--is tapered off and as European countries succeed in 
their efforts both to increase domestic production and to shift 
to suppliers in soft currency countries. 


In order to reduce these adverse developments to a minimum 
the Cubans: 1) suggested they negotiate with European countries 
for trade agreements designed to widen the market for Cuban 
Sugar; 2) proposed revision of the US-Cuban preferential system; 
and 3) expressed the hope that means could be found to guarantee 
an increased share of the US sugar market for Cuba. 


Pr opose W tr The 
trade negotiations proposed would be designed to increase Cuba's 
imports from Europe and, by thus providing European countries 
with more dollars, lessen the need and tendency of those coun- 
tries to divert their sugar purchases from Cuba to soft-currency 
sources. The Cubans would seek reductions in European protective 
or revenue measures affecting Cuban exports and assurances de- 
signed to eliminate or minimize discriminations against Cuban 
products such as preferences and long-term bulk purchase contract: 


favoring 
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favoring non-Cuban suppliers. These negotiations would take 
place during the GATT conference opening in Torquay, England 

in September. As a basis for negotiation, Cuba proposes to 

offer to reduce or eliminate, with respect to products which 

may become important exports from European countries, preferences 
now effective for imports from the US. We are in accord with 

the general purpose of the propcsals on the understanding that 
they be kept fully consistent with GATT and the Havana Charter. » 
In view of our favorable reply, the Cubans stated they plan to -i 
recommend to their Government that conversations with European 
countries, preliminary to Torquay negotiations, be initiated as 
soon aS possible. Cuba hopes for positive and active support 

in these negotiations. 


Proposals for Revision of Preferences In addition to the 
above-mentioned proposal to offer to European countries the re- 
duction or elimination of certain preferences now accorded the 
US, Cuba proposed that the US agree not to reduce the margin of 
tariff preference which Cuban sugar and certain other products 
now enjoy in our market. Cuba, in turn, would agree not to re- 
duce the margin enjoyed by certain US products in that country. 
The Cubans further suggested that the continuation of such 
margins be assured by amendment of the Exclusive Supplementary 
Agreement between the JUS and Cuba. We took the position that 
we could not. agree to avoid any reduction in or the elimination 
of the Cuban margins of preference; but we would be prepared, 
subject to agreement by the other parties to the Torquay nego- 
tiations who have an interest in the US import duty on sugar 
and subject to certain specified conditions, to negotiate on the 
preferential rate of duty.on sugar as well as on the most-favored 
nation rate in accordance with Charter provisions. This might 
mean that a margin of preference would be retained. The Cuban 
representatives stated that Cuba would be prepared to negotiate 
on sugar at Torquay under these terms. We took the position 
that we will not be prepared, however, to negotiate on this 
basis cn Cuban products other than sugar, but that this would 
not preclude US consideration of requests by Cuba for reductions 
in the rates on such products without reference to the margins 
of preference. 


In view of the fac. that the US is not prepared to under- 
take to bind against decrease or elimination of any margins of 
preference on products imported from Cuba, no binding of margins 
of preference on US products imported into Cuba would be expected 
It is the US understanding that our two countries would continue 
to consult with each other in the event either proposes to change 
margins of preference. In connection with any reductions in the 


preferential 
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preferential and most-favored-nation rates which might be nego- 
tiated, we stated that the US would probably wish to provide 
for the establishment of an appropriate tariff quota on sugar 
imports in the event that there should cease to be legislation 
imposing quantitative restrictions in the US on domestic produc- 
tion and imports of sugar. The Cubans stated that if such a 
tariff quota should be proposed, Cuba would take the position 


that it should be arranged in such a way as not to worsen Cuba's 
position in the US sugar market. 


Cuban Participation in the US Sugar Market We stated that 
we could not comment on the possibilities of revising the Sugar 
Act of 1948, as Cuba had suggested, in order to increase Cuba's 
share in the US market or to guarantee such increased share. 

We are aware,. however, of the problem confronting Cuba and will 
continue to support the conclusion of an international sugar 
agreement designed to alleviate the distress to Cuba and other 
Sugar producers which a burdensome surplus of sugar would cause. 


(See page 1, June 12, 1950 issue of Current Economic Developments. 


cal * * 


THIRD SESSION The third session of the Economic Commission 

S for Latin America (ECLA), which was held in 
Montevideo June 5-21, reached unanimity on 
resolutions of a general nature covering economic development 
and anti-cyclical policy; technical assistance; distribution, 
markets and prices of agricultural products; immigration ; agri- 
cultural credit studies; domestic capital markets; foreign in- 
vestment; financing of economic development; trade with Europe; 
intra-regional trade; maritime transport; and collaboration 
with the Inter-American Economic and Social Council (IA-ECOSOC) 
and other international organizations. 


Costa Rica, Peru and Venezuela, aithough BCLA members, were 
not represented. The presence of the three European delegations-- 
UK, France and the Netherlands--was of immense value to the US, 
bringing an air of reality to the debates and in relating Latin 
American economic problems to world economic problems. he 
Chilean delegation was one of the largest and most active, 
assuming the role of champion for the under-developed countries. 
The Guatemaian delegation was the only one completely unfriendly 
to the US, although some of the other delegations had members 
who were not completely friendly. 


The 
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The most important agenda item was the Economic Survey 
of Latin America for 1949 which is a theoretical analysis of 
economic development in Latin America and a survey in six 
selected countries. During the debate the US representative 
pointed out that the draft resolution on this subject contained 
many comprehensive statements of general principles of concern 
to the member governments and tiiat insufficient time had elapsed 
to study them. He urged, therefore, that substantive discus— ~ 
sion be put off until the fourth session. Since great stress 
is laid on the principle of unanimity by the Latin American 
states, a number of modifying amendments were introduced to 
the resolution on economic development which permitted the US 
to shift from an abstention to an affirmative vote "subject 
to study by its government to determine whether there is any- 
thing in the resolution which may not be in harmony with US 
economic policy and international commitments". The question 
of financing economic development in this area was pvt on the 
tentative agenda for the fourth session and the Executive 
Secretary was requested to collect the necessary data and back- 
ground material prior to that time.. 


The US delegation devoted considerable time to obtaining, 
informally, the views of the other delegations on the future 
status of ECLA. -We feel that there is duplication in the work 
of ECLA and IA-ECOSOC and that perhaps it would be best to 
combine the Secretariats, at least, of both organizations. 

The delegations with whom this matter was discussed agreed un- 
officially that the amalgamation of the two Secretariats was 
generally desirable. They advocated, however, that the Secre- 
tariat be located in Latin America on the grounds that the 
political atmosphere of Washington had a tendency to restrict 
freedom of expression. No clear concensus emerged as to how 
the Council and the Commission should be combined, nor as to 
how the relationship of the future body to the UN and the 
Organization of American States should be defined. Several 

of the delegations expressed the view that so long as a UN 
economic commission existed for Europe and one for Asia, 

there would have to be one for Latin America. 


The fourth session of the Commission is to be held in 
Mexico City in May 1951. 
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SE INTERG It is hoped that Senate 
CO T TION ratification last week of 


the Intergovernmental 
Maritime Consultative Organization (IMCO) convention will 
break the stalemate in procuring the necessary number of rati- 
fications to bring it into effect. Twenty-one ratifications 
are necessary before the convention, adopted at the UN maritime 
conference in 1948, can be implemented. To date it has been 
ratified by only three other countries--Canada, the TK and the 
Netherlands. Since a number of other countries had indicated 
they were awaiting US initiative before taking formal action, 
it is expected that a number will now follow suit. 


Several problems in international ocean shipping are being 
held in abeyance pending the formal establishment of the mari- 
time organization. Others are being handled temporerily in 
established UN agencies and in a few cases, particularly on 
matters of safety, countries are tackling problems on a uni- 
lateral basis. Once established IMCO will administer the Inter- 
national Convention on Safety of Life at Sea, initiate certain 
studies and prepare regulations called for by that convention; 
negotiate a working agreement with ILO defining shipping and 
labor problems; continue the work of the Provisional Maritime 
Consultative Committee with respect to the study and formulation 
of recommendations on alleged shipping discriminations; take 
over from the UN Transport and Communications Commission work 
relating to uniform system of ship admeasurement, and barriers 
to trade in the shipping field due to formalities and require- 
ments of governments; will work toward development of uniform 
shipping statistics; and will represent world shipping in 
coordination arrangements already far advanced involving matters 
of interest to shipping in related fields, including air, tele- 
communication and meteorology. 
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Agreement on a European Payments 
Union was finally reached by the ~ 
-QEEC Council last weekend in Paris. 
The basic financial principles had been agreed upon earlier 
(see page 1, June 26, 1950 issue of Current Economic [evelop- 
pe Bh and the only outstanding new development in that 
regard is the fact that Switzerland is included in the Plan 
with a quota of $250 million and a 50% gold fraetion beyond 
the quota, conditional upon the absence of serious danger 

to EPU reserves. 





Commercial Provisions of EPU Protracted commercial 
discussions resulted in agreement that quantitative restric- 
tions should be removed on 60% of the total imperts on pri- 
vate account from other member countries in each of the 
three categories (food and feedstuffs, raw materials, and 
manufactured goods) to become effective 15 days after sig- 
nature of EPU. (This raises the p2rcentage trom the current 
50% figure.) A commitment is made to seek 7°% liberalization 
by the end of the year and a high-level trade comzittee is 
to meet August 1 to consider measures for impiementacion. 
Full nondiscrimination as between ce-misr city: vies vas agreed 
for both liberalized ard nonliberalized areas or trade. 
Countries which are unable to comply with the 60% require- 
ment for economic or financial reasons must 51 report with 
the reasons therefor and indicate the commod. cies which 
will constitute 60% when their position permits, and imports 
of these commodities must be on a nondiscriminatory basis. 

If the justification is not accepted by the organization, 

the country must remove quantitative restrictions to the 
extent the Council requires. While no broad escape clause 
was included to take care of individual country difficulties 
which might arise, some amendments were approved providing 
for departure from the principle of nondiscrimination for 

a short period in certain instances, subject to review by 

a special restricted committee. Amendments were also adopted 
relating to consolidation of the freed lists and progress 
toward a common list. 


It was agreed that the proposals for new methods for 
liberalization (Stikker, Pella and Petsche plans) should 
go for study to the Executive Committee. 


Stikker Plan One of these proposals is the Stikker 
plan in which the Dutch suggest that groups of countries 
Should eliminate tariffs as well as quantitative restric- 
tions subsidies and other barriers among themselves on 


certain 


——_—_— 
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certain specified products. This industry-by-industry 
approach would be augmented by establishment of a. European 
integration fund financed by the participating countries to 
assist in modernizing industries threatened by liberaliza- 
tion, stimulating investments in new industries, internal 
migration and re-training labor, and possibly for indemni- 
fication of injured interests. Action would be taken by a 
three-fourths majority in OEEC, with dissenters staying out- — 
Side the. integration measures if they chose. Since the eases 
of membership would remain with the individual country, in 
the end a multitude of free trade or customs areas would 
exist for different products, some of these areas embracing 
one group of countries and some another group. — 


Peilga Plan Emphasis on the PeljJa plan is on general 
preferential cuts in intra-European tariffs, so as to permit 
the use of tariffs rather than quantitative restrictions as 
. means of discriminating against imrorts from outside 

urope. 


Petsche Plan Some weeks ago th: French suggested 
lifting quantitative restrictions on a list of commodities 
common to all participating countries instead of the current 
procedure of countries liberalizing unilaterally. They main- 
tain that liberalization under the present scheme is prac- 
tically meaningless from the standpoint of achieving a real 
increase in trade since no difficult or significant items 
are included. They argue that only 25% liberalization, 
based on a common list of important items, would be infinitely 
more significant than 60% or 75% liberalization on the basis 
of free selection by each country of the items on which it 
is willing to remove restrictions. The French claim the 
present system actually leads to discrimination since no 
reciprocity is required in particular products and point 
out that protectionist tendencies of certain countries are 
safe-guarded by careful choice of products liberalized. 

They also emphasized that the present system favors coun- 
tries which carry on a relatively important government 
trade (as do the British) and countries which happen to 
import little during the reference year on which the per- 
centage is calculated. During committee discussion the 
British reaction was that a common list should not be obli- 
gatory but that countries should be asked to try to adhere 
to it. Petsche also submitted a plan for creation of a 
European Investment Bank which bears a close resemblance 
to Stikker's proposal for an integration fund. The Bank, 
which should have capital. equivalent to $500 million, 





partially 
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partially in dollars, would finance European economic 
developnme nt and the International Bank would finance the 
development of trade between Europe and the rest of the 
world. The IBRD would subscribe to the European Bank, at 
first dollars and later in other currencies. The European 
Bank would encourage private, especially US, investment 
and cooperation of private capital could be assured by 
allowing European Bank support only to projects which also 
have private financial backing. Administration of the new 
Bank would be under national governments, similar to the 
IBRD organization, but including an OEEC representative and 
it is even conceivable that OEEC could administer the Bank. 


QEEC Discussion of the New Proposals At the OEEC 
Council meeting there was a general discussion of these 


plans and the three ministers indicated that they should 

not be considered as alternatives, but that they should be 
integrated into a united European approach. Main comment 
came from Cripps, who advised his colleagues to go slow on 
these new projects until the results of the European Payments 
Union had been digested and appraised. He also indicated, 
especially with reference to the Pella plan, special diffi- 
culty with regard to the UK in view of the various overlap- 
ping commitments to the western European system, the sterling 
area, the Commonwealth, and the North Atlantic group. 


: Tentative US Thinking Major issues of long-term con- 
mercial policy are obviously implicit in all three plans 
and the Department and ECA are studying them so that a 
position can be presented to OEEC at the proper time. One 
of our chief concerns about the Stikker and similar pro- 
posals is that they are set up in such a way that the trade- 
creating effects of the trade-barrier elimination proposed 
are likely to be at a minimum and the trade-diverting effects 
of such elimination at a maximum. For example, countries 
with an inefficient tomato industry would tend to exercise 
the option they would have under such plans of staying out 
of a tomato arrangement, thereby avoiding the risk that 
tomatoes would be imported in increasing amounts from their 
more efficient partners. On the other hand, countries 
which saw the proposal as a means of stepping up their ex- 
ports to partner countries at the expense of more efficient 
Cutside tomato producers would be eager to join a tomato 
union; thus, the trade-diverting effects of the arrangements 
would be at a maximum. Since the beneficial economic effects 
of customs unions and free trade areas depend primarily upon 
their trade-creating consequences, and since adverse economic 


effects 


a nT, 
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effects may weil flow from trade diversion, the net bene- 
ficial economic effects of the proposed arrangements are 
in doubt. In addition, the lists of products to be consid- 
ered in farmationof such unions would no doubt be derived 
principally on the basis of suggéstions made by the ‘indus- 
tries of the various countries. These suggestions would 
probably be biased in the direction of helping such indus- 
tries to reduce their costs while minimizing the risk of 
reducing their profit margins. Finally, the industry-by- 
industry approach may also create an atmosphere conducive 
to the creation of private producer agreements to replace 
the government barriers that are removed. In the Franco- 
German trade agreement governmental barriers were removed 
but the French Government urged French producers to arrange 
an abrasives cartel with German producers. (See page 8, 


June 19, 1950 issue of Current Economic Developments.) 


In order for the Stikker plan or any of its variants 
to come into effect, there would have to be a reconsidera- 
tion and waiver of certain obligations which participating 
countries now have with non-participants as well as a re- 
consideration of some of the principles under which OEEC 
is operating. Existing bilateral commitments generally 
have most-favored-nation undertakings regarding tariffs 
and other types of trade barriers, which would have to be 
Waived. Other obligations are contained in GATT, including 
a most-favored-nation commitment on tariffs. and similar 
charges, and undertakings not to apply quantitative restric- 
tions on imports except for balance-of-payments reasons and 
to apply balance-of-payments restrictions on a nondiscrimi- 
natory basis after a transitional period. GATT contains a 
provision for waiving the most-favored-nation commitment 
to permit formation of customs unions or free trade areas 
but it provides that such unions must cover substantially 
all of the trade between the participants. This requirement 
would have to be waived by a two-thirds vote of the contract- 
ing parties to permit members to take part in separate 
industry "customs unions", 


In addition, the OEEC Convention contains a provision 
that OEEC members will cooperate with one another and with 
like-minded countries in reducing trade barriers with a 
view toward achieving a multilateral trading system in ac- 
cordance with the ITO Charter; the proposed plans are, in 
fact, inconsistent with the Charter. Moreover, the proposed 
plans would appear to make a change necessary in the policy 


ECA 
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ECA has always maintained of insisting on nondiscrimina- 
tion among OEEC countries. The proposals might also be 
regarded as running counter to the Connally amendment to 
the ECA Act which provides that the ECA Administrator 
shall take remedial action to terminate any measure by an 
OEEC country which discriminates against any US citizen 
in the import of any commodity into that country unless 
the measure is reasonably required on balance-of-payments 
or security grounds or is authorized by international 
agreement to which that country and the US are members. 


Finally, although the plans have been spoken of as 
resembling the Schuman Plan for coal and steel, they do 
not involve any significant surrender of national saver- 
eignty and do not necessarily concern themselves with 
industries which have been a symbol of European nationalisn. 


Private Organization Action Meanwhile, action along 
the line of the Stikker industry approach has already been 
proposed by the International Wool Textile Organization, 
which has provisionally agreed to recommend to governments 
the formation of a European wool union. It was agreed by 
the organization that they ask their governments to request 
the September GATT conference at Torquay to offer an inter- 
pretive ruling to provisions of the General Agreement to 
permit formation of tariff unions even if limited to one 
product only. In addition, an accord was reached last 
month between members of French and West German private 
agricultural organizations for the creation of a common 
farm market and, according to the press, the agreement 
was expected to result in a proposal to be submitted to 
nA od alata now taking part in Schuman Plan nego- 

ations. : 


* a * . 
EXPERTS MEETING ON Preliminary agreement has been reached 
EUROPEAN MIGRATION with the UK and France on the terms of 
reference for a meeting of experts on 
European migration in conformity with the decision of the 
three Foreign Ministers at their May meeting. Mr. Goldth- 
waite Dorr has been nominated the US representative and 
delegation members will be selected from interested US 


agencies. 





DECLASSIFIED FOR PUBLICATION IN FOREIGN 
RELATIONS OF THE UNITED STATES 











SECRET 
agencies. The position to be taken by the US has not yet 


-... been: formalized but will .be shortly since the meeting is 











. tentatively schetuled ‘to bas in Paris. or London about 
July 20.. oe 


The torus of reference settle that the- onanihs should 
review and appraise the plans and programs of emigration 
countries, .with emphasis upon overcoming the obstacles 
hindering essential emigration movements. Consultation 
will be held with experts from Italy, the German Federal 
Republic, the Netherlands, Greece, (the European countries 
most seriously affected by over-population) and interested 
international agencies. In addition, the experts will re- 
view and appraise plans. and programs for the absorption 
of immigrants with representatives of the principal receiv- 
ing countries, with emphasis upon the obstacles to be sur- 
mounted. -Australia, Canada, New Zealand, Argentina, Brazil, 

Venezuela and Chile are considered the chief countries 
' interested and able to absorb new peoples. The experts 
will also examine ways in which the US, UK and-France may 
assist in finding a.solution through emigration for the 
problem of over-population of certain. European countries; 
consider the programs and capabilities of the international 
agencies active or potentially effective in this field, 
such as the UN and its specialized agencies, and the OREC. 
In their deliberations the experts are to take into ac- 
‘count the contribution which can be made to solve the 
over-population problem through means cther than migra- 
tion and the possible contribution of immigrants to the 
development of immigration countries. The conclusions 
and recommendations of the experts are to be submitted 
‘to the: next meeting of the three Foreign Ministers which 
will be held prior to the next meeting of the UN General 
Assembly. 


The recently concluded meeting of the ILO Governing 
Body accepted the ECA-OEEC offer of $800,000 for technical 
assistance projects to facilitate migration and also agreed 
to use $200,000 in counterpart funds for studies in Europe 
and Latin America on this problem. 


PAKISTAN 
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PAKISTAN JOINS On July 11 Pakistan will formally become 
BANK AND FUND a member of the International Monetary 
Fund and the International Bank for | 
‘Reconstruction and Development, for which Fund membership 
is a prerequisite. On that date, the Pakistan Ambassador 
to the US will sign the Articles of Agreement and deposit 
an instrument of acceptance stating that Pakistan has 
accepted the Articles and the Fund's terms and conditions 
for its membership. In finalizing its membership, Pakis- 
tan must also pay $3.5 million in gold on the basis of 
its $100 million quota. This quota was established by 
the Fund last February when it approved Pakistan's applica- 
tion for membership. Although the Fund had been prepared 
to fix a lower quota for Pakistan, $100 million was agreed 
upon as a result of Pakistan's insistence that a lower 
figure would be out of line with India's $400 million 
quota. 


We feel that Pakistan's entry into the Fund coupled 
with the Pakistan Finance Minister's present visit to the 
US may offer the best available opportunity for solving 
the present exchange rate impasse with India. Pakistan's 
decision, at the time of the September devaluations, to 
maintain its exchange rate had economic repercussions of 
great immediate and long-range importance to its economy 
and to that of India, with which it is interdependent 
and which had decided to devalue. These decisions, added 
to already strained political relations, brought on a 
state of economic warfare between the two countries, re- 
Sulting in the almost complete suspension of trade between 
them. However, both India and Pakistan have expressed 
their willingness to abide by a Fund decision on an appro- 
rriate exchange rate for Pakistan although India has 
indicated that it would argue in the Fund for a rate lower 
than the present one. The Fund has not yet decided when 
it will request Pakistan to declare a par value. When 
the Fund so requests, Pakistan will have to declare a 
rate based on its present official rate which the Fund 
would have either to accept or reject. The Fund would 
not formally be able to suggest alternative rates, and 
India might be unwilling to relax its present controls 
on trade with Pakistan if the Fund decided to accept the 
. present rate. Nevertheless, we hope that it may be possi- 
ble to resolve this conflict through the Fund's informal 
good offices and feel that the best procedure would be 
for the Pakistan Finance Minister to be prepared during 


his 


te en Y ee 
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his visit to enter into informal discussions with Fund 
officials and to provide the information necessary for a 
‘thorough analysis of the economic aspects of the problen. 
The Finance Minister has expressed his intention of follo- 
ing this suggestion. We believe that a solution of this 
problem will facilitate the settlement of other outstand- 
ing difficulties between India and Pakistan. 


. We consider Pakistan's membership in the International 
Bank, made possible through its accession to the Fund, 
another important element in our economic policy. Inter- 
national Bank loans to Pakistan are needed if that country 
is to play the important role we have envisaged for it 
under our economic policy for the Far East. Such loans 
would enable Pakistan to carry out its plans for several 
large irrigation projects which would increase its cereal 
exports and thus reduce the Indian and Japanese dollar 
deficits associated with these countries' unprecedented 
purchases of food and cotton from the Western Hemisphere. 


. With its accession to the Fund and Bank, Pakistan 
will become the 49th country to join these institutions, 
the 48th present member since Poland withdrew in March 
of this year. Although several other countries, includ- 
ing Germany, Sweden, Indonesia and Japan, have indicated 
their interest in joining, we are in favor of deferring 
action on any new membership applications until after the 
September meetings of these institutions. The necessity 
for our reservation on timing arises out of certain pro- 
cedural problems in connection with the forthcoming 
election of Executive Boards at these meetings and the 
revision of quotas which is to be considered later this 
year. 


* * # 


The US Government, through the 
‘Reconstruction Finance Corpora- 

| tion, announced on July 7 its 
decision to reactivate part of the synthetic rubber facili- 
ties now in standby. Increased synthetic production is 
desirable in view of an estimated deficit between world 
supply and demand and in view of national security require- 
ments. The Federal Supply Service intends to increase 
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substantially its natural rubber purchases for stockpile. 
The additional availability of synthetic rubber to indus- 
try will permit increased diversion of natural rubber 
from industry to a without reducing total US 
consumption. 


We have confidentially informed the governments of 
rubber-producing countries that reactivation of some syn- 
thetic rubber facilities is being undertaken to meet ex- 
panded new rubber requirements and to safeguard essential 
US security interests, which action we assume friendly 
countries will understand fully in view of recent inter- 
national developments. We are not, however, revealing 
the size of the estimated deficit, discussing the stock- 
pile, nor making any commitments regarding the US inten- 


' tion to increase stockpiling. 





astimates Deficits Revised US rubber estimates for 
fiscal 1950-51 and 1951-52 show a minimum deficit of 160,000 
long tons between world supply (estimated production of 
natural plus maximum production of US and Canadian syn- 
thetic facilities now operating) and demand (world consump- 
tion plus US stockpiling). The facilities being reacti- 
vated include one GR-S (general purpose synthetic) copoly- 
mer facility; one butadiene plant, the operation of which 
is necessary to the production of GR-S; and one-third of 

a butyl plant, two-thirds of which is now in operation. 
These should produce annually 75,000 long tons of GR-S 

and 13,000 long tons of butyl. it is unlikely that these 
reactivated facilities will produce synthetic rubber for 
three months or reach maximum production for six months. 


Although the Depart- 
ment has been concerned about the recent upward trend in 
natural rubber prices, US intention in taking this action 
is not to depress the price of natural rubber and should 
in no way be linked to that concern. When the US Government 
last month directed the attenticn of countries interested in 
the production and marketing of natural rubber to the 
serious implications of recent movements in the price of 
that commodity, it indicated the belief that the recent 
high prices for natural rubber are a temporary phenomenon. 
At that time, we pointed out that first grade natural 
rubber had risen in price from an average of slightly 


over 
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over 17-1/2¢ in -1949 and 34¢ by June 1950 and expressed 
' the view that such wide speculative swings in the price 
of a major raw material perform a disservice to producer 
and consumer. This trend has been such as to create — 
anxiety as to the future well-being of natural rubber- 
producing areas and our concern in this regard continues. 


. Gover nment operation of rubber-producing facilities 
is carried on under the authority of the Rubber Act of 
1948, which on June 24 was extended to June 30, 1952. 


SECRET 
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The action of the Senate Appropria- 
tions Committee in recommending a 

| drastic cut in the Point Four 
appropriation is causing grave concern within the Depart- 
ment, but there is hope that action on the Senate floor 
will restore a large amount if not all of the funds author- 
ized as well as removing the restrictions placed in the 
bill by the Committee. From an authorized limitation of 
935 million, the Senate Committee recommended a cut to 
approximately $18 million including those funds for the 
Institute of Inter-American Affairs and for the Inter- 
departmental Committee on Scientific and Cultural Coopera- 
tion, leaving only $10 million new money to finance both 
the US contribution to the UN technical assistance program 
and for US bilateral programs. Since our pledge to UN, 
which was made subject to Congressional appropriation, is 
over $12 million for 18 months, little if anything would 
be left for implementation of bilateral programs. 








Restrictions written into the bill are also con- 
sidered most undesirable, limiting to 10% the amount for 
administrative purposes which in this type of program is 
highly unrealistic. In addition, the bill requires that 
in all cases of bilateral programs, the Secretary go on 
record that the sums allocated are final in themselves 
and without implication of further commitments or pro- 
ject investments. 


Such 
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Such drastic action coming at this time is particularly 
unfortunate in its possible repercussions on the Asian 
countries. Embassy New Delhi, for instance, pointing out 
that the original announcement on technical assistance 
engendered widespread enthusiasm in India which has already 
been tempered by the long delays in getting the program 
started, believes that the proposed cut in available funds 
will give aid and comfort to those elements in Asia which 
are against cooperation with the western world. Those 
unfriendly to the US would charge that the US has funds 
only to fight Communism but none to help Asia's needy; 
that Point Four from the beginning has been nothing but a 
gigantic hoax; and that while the US is willing to help 
economically the white people of Europe, in Asia it is 
Willing to spend money only to kill the colored races. A 
Similar view is expressed by Embassy Colombo which states 
that, in addition to the Communists taking this position, 
government officials there would interpret the cut as 
further evidence that the US wants to fight Russia and 
start a world war and that US economic assistance to Asia 
is limited to serving these objectives. 


Our delegation to the current ECOSOC meeting in 
Geneva reports that the Committee report has put the dele- 
gation into a most serious and embarrassing situation. 
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NEGOTIATIONS FOR Sete The six nation group meeting 
PLAN ON COAL AND STEBL in Paris on the Schuman proposal 
: | for pooling coal and steel has 
for the past several weeks been studying the detailed 
draft text of an agreement prepared by the French. fhis 
text fully lives up to expectations in amplifying the 
imaginative far-reaching principles originally enunciated 
by French Foreign Minister Schuman. (See page 1, May 15, 
1950 issue of Current Ec c Developments. It provides 
for a genuine delegation of important economic powers to 
a supranational authority (to be known as the Joint 

High Authority) responsible to an international parlia- 
mentary assembly and designed to operate in such a way 

as to force competition, rather than to restrict produc- 
tion and raise prices. 


Reaction t ed Pr So far the 
French text has been well received by the Germans and 
the Italians. The Belgians and Dutch, however, have shown 
hesitation to go as far as the others in relinquishing 
national control to a supranational body or in removing 
protection to domestic enterprises. The Dutch negotiators 
have agreed that some national sovereignty must be sur- 
rendered but insist that there should also be a role 
for member governments, and in this regard have suggested 
as a possible solution a committee of the Ministers of 
National Economy to meet regularly with the High Authority | 
to discuss the major decisions or recommendations made or 
contemplated by the High Authority in relation to national 
policies of the member states; and to discuss and consider 
the measures taken or contemplated by the member states 
in order to carry out the commitments imposed upon them 
under the treaty. The Belgians are dubious as to whether 
delegation of sovereignty can be made under their consti- 
tution and are especially fearful of the effects of the 
plan on their domestic economy, particularly since the 
costs of production in Belgium are so much higher than 
in the other continental countries. The most recent 
official press release on the progress of the talks indi- 
Cates that these fears have been taken into consideration. 
The release states it is obviously necessary to establish 
a continuous connection between the decisions of the High 
Authority and the problems of national economic policy, 
and to assure the general conditions necessary to realize 
common objectives, which conditions may go beyond the 


proper 
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proper field of the High Authority. To obtain a juridical 
Givision of authority there must be established a method 
of organic cooperation between the High Authority and the 
Governments and this is under’ critical study at the moment. 


The British have made it clear that they cannot or 
will not participate in a supranational authority of the 
kind ecntemplated by the French, but have stated they 
will not try to prevent the continental countries from 
so doing. There have been a number of indications, how- 
ever, that the British attitude is having effect on the 
Belgians and Dutch, particularly among the Socialists in 
these countries who are in close personal communication 
with their British counterparts. 


French Working Draft The French proposal provides 
for a High Authority composed of six to nine members 
chosen for reasons of competence for a six year term. 
These members would have international status and there 
would be no country representation. Decisions are to 
be by simple majority but provision is made for two-thirds 
majority in cases of appeal. The High Authority would be 
empowered to take three types of action: 1) decisions 
which are legally binding on the addressee (whether a 
Government or individual enterprise) in all details; 

2) recommendations which are binding as to purpose but 
which leave to the addressee the choice of the appropriate 
method to achieve; and 3) suggestions which are not 
legally binding. 


The appeal procedure recommended by the French is 
creating a major substantive snag. They proposed that 
appeal of a decision of the High Authority would go first 
to the High Authority for re-examination and if a con- 
firmatory decision was rendered the affected country or 
enterprise could refer the matter to an ad hoc court of 
arbitration. The Dutch have suggested that appeals be 
decided by reference to a Council of Foreign Ministers 
ard another suggestion has been made that appeals be de- 
cided at least in part by the international. parliamentary 
assembly. 


Once a year a parliamentary session would be held 
to review the annual report of the High Authority. If 
this common assembly censures the report by a two-thirds 
majority the members cf the High Authority must resign 
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in a body. . The parliamentary assembly would be elected by 
the individual parliaments of each member state from its 
own membership in a proportion to be determined later. To 
facilitate its work the High Authority would establish 
three consultative committees--one of employers, one of 
workers, and one of consumers. 


To attain the objectives for which the High Authority 
is established, the Authority is to assure the supply of 
coal and steel "under identical conditions at the point of 
production; make sure that the domestic needs of member 
countries are satisfied and common ex»vort policies are de- 
veloped under the best economic conditions without distinc- 
tion or exclusion; promote the modernization of production; 
eliminate artificial elements likely to jeopardize normal 
competitive conditions; pursue the equalization in an upward 
direction of the conditions of life and labor of the workers; 
and take the necessary transitional measures. The states 
which become members commit themselves to-take all measures 
necessary to assure the creation of a single market for coal 
and steel and on the request of the High Authority to abolish 
all import or export duties, or equivalent taxes and all 
quantitative restrictions on the movement of coal and steel 
among the member states; to abolish all subsidies or assist- 
ance to the industries in question; as well as all types of 
differentiation between the national market and external 
markets in transport rates on coal and steel and all restric- 
tive practices tending to the division and exploitation 
of national or external markets. } 





General provisions of the draft provide that institu- 
tion of the High Authority in no way prejudices the status 
of ownership of the enterprise and that contact will be estab- 
lished with the Council of Europe and the United Nations. 
Membership is permitted. to any European state which adheres 
to the treaty; withdrawal, however, is possible only if the 
other states agree to accept the withdrawal. While the 
draft leaves for determination the definition of coal and 
steel, it does state that it is already specified that iron 
ore, scrap iron and pig iron are included in the definition 
of steel. The definition of steel as used in the International 
Ruhr Agreement excludes iron ore and scrap iron from the 
category of steel. | 


Tentative US Thinking On the basis of preliminary exami- 
nation of the French suggestions, a Department-ECA working 
group has come up with a number of questions and has asked 
Enbassy Paris to obtain clarification. Our general reaction 
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is the proposed provisions are bold and imaginative. Our - 
comments are directed towards certain administrative techniques 
whether certain powers of the proposed Authority are mandatory 
or discretionary; the extent to which the Authority will pub- 
lish certain business statistics; what kind of levy is proposed 
to create the so-called equalization fund; objectives in pro- 
posing that the Authority be empowered to fix minimum prices; 
the power of the Authority to enforce production programs; re- 
Jations to the provisions of GATT and the ITO Charter; and 
other questions dealing with trade controls and labor. There 
are several major decisions the US must make in regard to the 
plans 1) should we bring pressure on other countries to accede 
to the proposal; 2) should we furnish financial aid during the 
initial period of the Plan's operations; and 3) is a waiver of 
GATT obligations justified in respect to certain of the pro- 
visions. No final US position has been taken on any of these 
questions. 


Current Restrictions on Coal and Steel Ome of the princi- 
pal economic merits of the Schuman proposals is the promise of 
the elimination of all restrictions to trade in coal and steel 
among the participating countries. A survey of current restric 
tions shows that tariff restrictions on coal and steel among 
the six nations are relatively unimportant except for Italy. 
However, quantitative restrictions on private trading, though 
recently somewhat reduced, remain quite significant. France, 
western Germany and Italy rely most heavily on quantitative 
restrictions, applying them to almost all coal and steel pro- 
ducts. The Benelux countries, on the other hand, have abandone 
them in order to obtain raw materials for iron and steel pro- 
duction and for crude and semi-finished steel. All the coun- 
tries, except Belgium, have kept virtually complete control 
over imports of all finished steel products through the use 
of quantitative restrictions. Belgium nas eliminated such 
restrictions for about one-half of its finished steel items. 
Trade in coal and coke is very carefully controlled--French 
and Belgian imports are made almost ali on government account; 
western Germany and the Netherlands have quantitative restric- 
tions on these commodities; Italy is the only country which has 
no restrictions on coal imports, though coke is subject to 
licensing. The Germans have just taken action aimed at elimina 
ing dual pricing of Ruhr coal by establishing 20% as the initia 
step in reduction of the price differential. However, dual 
pricing continues on steel. French scrap iron and iron ore are 
also subject to dual pricing. A number of these restrictive 
practices should decrease with an improved supply situation 
ana the fulfillment of commitments to OEEC. 


ae * 
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Agreement has been reached within 
the US on the terms of a financial 

. . ggreement to be negotiated with the 
Republic of Korea (ROK) to supersede the agreement of July 6, 
1950. The latter provided for local currency advances by the 
Korean Government for US military expenditures in Korea and 
for at least partial reimbursement for this currency in US 
dollars at the rate of exchange in effect when the currency is 
expended. The new agreement would similarly require the Koreans 
to provide local currency and credits for military expenditures, 
but would defer until some mutually agreed upon future date the 
settlement for any currency provided. This change is considered 
necessary since we have not yet decided whether we may wish the 
ROK to furnish certain supplies or services at no dollar cost 
to the US. The new agreement also provides. for notifying the 
Koreans if any local currency or credits are transferred to the 
forces of other countries in Korea and for settlement for any 
such currencies to be the responsibility of such other coun- 
tries. The agreement also covers the emergency use of other 
than local currency. Proposals for the negotiation of a civil 
affairs agreement, covering procurement or requisition of goods 
and services, facilities to be supplied by ROK, applicability 
of local laws to members of the various armed forces and related 
questions are still under consideration within the US. 





In order to safeguard official Korean funds in US banks 
from dissipation by the North Korean authorities, these banks 
have been instructed not to honor any orders from Seoul dated 
after June 26. The operating headquarters of the Bank of 
Korea have been transferred from Seoul to Tokyo for the 
present, and new signatures have been designated for the 
operation of the accounts. Since the ROK authorities have 
thus been enabled to maintain control over these funds and 
Since the amount of money outside of official accounts is 
negligible, we have decided that it will not be necessary 
to enter into new blocking procedures. 


However, the local currency situation in Korea became 
critical after the fall of Seoul since the existing stock 
of won notes, together with the plates, had to be left there 
on the evacuation of the city. This left the Korean authori- 
ties with only very limited stocks of notes, which were being 
spent rapidly, largely for military expenditures. We, there- 
fore, concurred in the printing in Japan of a new currency 
to supplement, but not replace, the existing won notes. 


ce alg, 
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APPROVAL OF US The Civil Aeronautics Board July 17 issued 


AIRWAYS MERGER an order approving the merger of Pan 
American and ye Overseas Airways. 


(See page 6, June 12 issue: of. Economic ) 
The order is to become erect in ys and includes 

a new assignment of routes in the North Atlantic pattern 
between PANAM and TWA. 


Decision Reversed The Board on June 1 submitted 

its decision to the President in which it decided, by a 
. wote of three to two, that PANAM should be denied "approval 

for acquiring the property, assets and business of AOA and 
the authority to fly its routes. The President first en- 
dorsed this decision and then, acting in accordance with 
his statutory authority, withdrew his approval and directed 
a two carrier pattern instead, and in a letter of June 10, 
1950 to the: Acting Chairman of the Board advised: him 
as follows: "My objective is to accomplish a route pattern 
in which our nation may have the benefit of competition to 
the principal traffic points in Europe, and to avoid a 
monopoly on the part of either of the US carriers. It is 
apparent that, as traffic points, London, Paris, Rome and 
for the time being Frankfort are the leading Eur opean 
cities. Therefore, I desire that both remaining carriers 
be authorized to serve each of these points . ° 
The CAB then prepared the decision and order suboraines 
the merger and the President approved it. 


Court Action The President signed this new finding 
July 11 but it had not yet been made public when a District 
Court issued a temporary restraining order on the petition 
of the employees of American Overseas and the Seaboard 
and Western Airlines, Inc., a non-scheduled cargo carrier 
which is seeking a trans-Atlantic air cargo route. A 
hearing was set for July 19 on the complaint of the plain- 
tiffs that they faced irreparable damage if the Board 
issued an order approving the merger and that the original 
order disapproving the merger should not have been sent 
to the President. The Attorney General then moved to 
vacate the injunction and filed documents to which were 
attached in full the proposed decision and order, quoting 
the President's directive to CAB. CAB did not publish 
the order until July 17 when the US District Judge dis- 
solved the restraining order enjoining the Board from 


issuing 
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issuing formal approval of the merger. This action was 
taken on the ground that the President had completed 
action on the merger before his restraining order was 
issued on July 12 and that, therefore, there was nothing 
for the Court to decide. : 


te cti TWA, which has vigorously opposed the 
$17.5 million merger, has filed with CAB a petition for 
rehearing and for delaying the issuance of the order 
approving the merger. On July 17 the Board refused to 
grant the second part of the petition and deferred action 
on the first part.. aes 


Route Changes Under the order both PANAM and TWa 
would be authorized to serve Paris, Rome, London and 
Frankfort. This would permit PANAM in addition to its 
present London and Frankfort service to operate to Rome 
and Paris, now served only by TWA; and would permit TWa 
to operate into London and Frankfort, which are now served 
by PANAM and AQA. PANAM, of course, also will get AOA's 
former routes to Scandinavia and Northern Europe. 


The CAB directed the carriers to prepare initial 
service plans for the newly authorized routes and submit 
them for Board approval. Until such time as initial - 
service plans are fixed, no service will be inaugurated 
to any point or areas except in accordance with the present 
service plans of PANAM, AOA and TWA. The Board stated 
that in determining approval of any service plans to be 
submitted, it would take into account and be guided by 
the President's objective of achieving competitive service 
into all four major points referred to in his letter. 

C4B will consult with the Department on approval: of service 
patterns, and the matter of routing and designation under 
bilateral air agreements should then become clearer. At 
any rate, a minimum of sixty days will elapse before the 

US will be in a position to designate additional carriers 
and/or seek any amendments in present bilateral agreements. 
While at present under the air agreements with the ccun- 
tries concerned only one American carrier has been certi- 
ficated for each capital (with the exception of London 

and Frankfort where both PANAM and AOA are authorized), 

the bilaterals with these major countries do not restrict 
us to one carrier but specify “one or more authorized 
carriers", 


The 
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The decision on routes will still be subject to 
the North Atlantic route review which is scheduled for 
1952. Present permits were granted in 1945 on a temporary 
basis and will terminate in 1952. By that date there is 
to be a complete review of the North Atlantic route pattern 
based upon the experience gained during this trial period. 
The trial period was decided upon to allow flexibility 
in crystallizing permanent route patterns for a rapidly 
developing infant industry. It also took cognizance of 
the possibilities of political and economic change and 
the prospect that our objectives as to traffic development 
could not be reached in the immediate post war period. 


e ntat d A number of 
problems will arise in negotiations with other countries 
for approval of additional US carriers to serve their 
capitals and in amending the present aviation agreements 
to provide for any necessary route revisions in order to 
fit the new routes into the North Atlantic route pattern. 
Putting TWA into London and Frankfort and PANAM into Paris 
and Rome would probably be considered by the flag carriers 
of the UK, France and Italy as an important increase in 
competition and significant reactions are expected. Such 
reactions will not be confined to the carriers of those 
three countries but will be reflected by the carriers of 
the other countries served by PANAM and TWA, especially 
in those countries whose carriers operate services to 
London, Paris, Rome or Frankfort. 


The order's stated objective of a competitive route 
pattern between the two US carriers will not be accomp- 
lished unless we are successful in our negotiations with 
the UK. Under the present US-UK agreement, TWA could be 
designated to serve London and Frankfort on a US-London- 
Frankfort run but could not pick up traffic bound for 
points beyond without British agreement. Operation under 
such conditions might well place TWA at a severe competitive 
disadvantage vis-a-vis PANAM from the point of view of 
flight scheduling. To regularize TWA service to London 
and coordinate it with the remainder of TWA's route pattern 
would probably necessitate British grant to the US of an 
entirely new route. The British would undoubtedly regard 
authorization of US carrier service between London and 
either or both Paris and Rome as an extremely costly propo- 
sition and they are not likely to be receptive unless the 
US has extensive reciprocal]. concessions to give. 


Paris 
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Paris and Rome could be added to PANAM's route with- 
out actual revision of the agreements we have with France 
and Italy or with any of the other countries on PANAM's 
present route that would be affected. However, France 
and Italy are likely to resist entry of a second US carrier 
into their capitals. | ? 


If agreement is reached with the UK, France and -- 
Italy on entry of additional US carriers, there is a dis- 
tinct possibility that these countries will substantially 
restrict fifth freedom traffic in order to protect their 
own carriers. Such action would constitute a precedent 
for similar restrictions by other countries and would be 
another blow to the Bermuda concept. Italy and France 
have lately taken steps which raise doubts as to their 
conviction in the wisdom of the Bermuda philosophy. 

Certain factions in the UK Government also favor a restric- 
tionist policy. In addition, a number of little countries 
have expressed their dissatisfaction with Bermuda. In view 
of the sensitivity of all these groups to the mammoth US 
carriers, developments on the merger may well start a 
movement for abandonment of the Bermuda policies and it 

is this trend that the US will have to combat in imple- 
menting the merger order. 


* * 


OR NVITES T The International Bank has 
0 0 LO 0 invited Thailand to open 
negotiations for a $19.9 
million credit. After a study of projects submitted by 
the Thais for possible financing, the Bank concluded that 
it would be willing to consider $3.0 million for rehabili- 
tation of the Royal State Railways; $2.4 million for 
development of the port of Bangkok; $13.5 million for the 
Chao Paya irrigation, drainage and communications project; 
and $1 million for a hydro-electric project. It has also 
indicated a willingness to consider an additional $6.2 
million and $3.6 million for railway and hydro-electric 
projects respectively at a later date. 


The Bank presently intends to require Thailand to 
earmark the profits of the rice monopoly, which have 
averaged the equivalent of $24 million annually, to meet 
the local currency costs of the development projects. 
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The Bank proposes to offer assistance to the Thais in 
obtaining and financing the technical assistance costs 

for the reorganization of the railways as an autonomous 
entity, the establishment of a Port Authority, the reform 
of its tax system, and the engineering of the Korat Railway 
Line. 


The Department hopes that negotiations may be fully 
concluded by September at the latest. The National Advisory 
Council has established a working group on Thailand in 
order to ensure that all NAC action may be completed in 
time to facilitate early Bank action. 


* & * 
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PROPOS FOR WI With the deeping political and 
I ONOMIC PROB economic crisis which is endanger- 
ing Iranian security, the US is 
preparing to take the next step in the program of economic as- 
sistance for Iran which began with sending a US economic advis- 
ory group to that country last month. At Iran's request, the 
Eximbank is now preparing to send its representatives to Iran, 
to examine economic development projects and will, in this con- 
nection, announce its willingness in principle to make loans to 
Iran. Because of the time involved before any credits could be 
finalized and the additional time before projects would be suf- 
ficiently under way to make an impact on the Iranian economy, 
it is hoped that the Bank's announcement now, as a positive ex- 
pression of US support, will help to restore the confidence of 
the Iranian people in their Government. Meanwhile, the new 
Iranian Government, under Prime Minister Razmara, is drawing up 
plans for internal reform, as well as develepment projects, 
which it hopes will meet this crisis. 


At the time when the US economic group was sent to Iran, 
it was envisaged that Eximbank representatives would also be 
sent at an appropriate time. At that time the National Advisory 
Council also approved Eximbank consideration of project loans 
for Iran not to exceed $25 million. This ceiling figure is de- 
signed as a guide for the economic group in screening projects 
submitted by Iran and for the Bank in considering credits, but 
is not to be disclosed to the Iranians. It is hoped that the 
economic group will be able to use this prospective aid as a 
lever to bring about the internal administrative and fiscal re- 
forms it finds to be necessary for Iran. Additional economic 
assistance may also be available from the International Bank 
Which has been considering an Iranian loan request for some time 
and sent a mission there last April in connection with that re- 
quest. It is anticipated that any Eximbank activity in this area 
will not interfere with the International Bank's consideration 
of loans to Iran. 


Jrantan Pegu 5 US Assistance In submitting the recent 
formal request for Eximbank credits and for a visit. by the Bank's 


representatives, Razmara outlined some of the projects for which 
his Government would like financial assistance. Among the most 
important are well drilling and irrigation; road building; re- 
habilitation of certain industrial enterprises such as textile 
and sugar refining; and improvement in agricultural production 
and the processing of agricultural products. Other projects 
such as railroad construction, mining, telecommunications and 
municipal power plants were also mentionec as worthy of serious 
consideration. In discussing this request, the Finance Minister 
expressed Iran's urgent need for US assistance to institute 


promptly 
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promptly projects which would start the economy on the up-grade. 
He emphasized that the size of the loan was not as important as 
the fact that it would stimulate the investment of local capital 
which is available in substantial amounts but is not being used 
because of low morale and lack of confidence in Iran's general 
political and economic future. More recently, however, Razmara 
has indicated an even greater urgency in their need for US eco- 
nomic aid, questioning whether loans will be adequate to meet 
Iran’s needs because of the restrictions and lengthy procedures 
attached to this form of assistance. He expressed the hope that 
the US can find a way to provide substantial assistance not in 
months but in weeks. He considers -:that his Government has at 
the maximum three months in which to show results and that, if 
‘adequate and effective measures are not taken in that time to 
provide employment for the jobless and a higher living standard 
for the masses, Iran's case will be desperate in the face of any 
determined Soviet efforts, direct or indirect, to take over the 
country. 

Proposed Reform Program On assuming office at the end of 
last month, Prime Minister Razmara announced a reform program 
on which he promised immediate action. This program calls for: 
1) decentralization of Government and handing power over to the 
people through their popularly elected local administrations; 
2) improvenient in living conditions of the rural and tribal 
populations; 3) immediate action to improve the economic situa- 
tion, including realization of the Seven Year Plan through local 
administrations, unemployment relief, balanced budget, and reduc 
tion in Government costs; 4) introduction of constructive legis- 
lation, 1ncluding a law to provide judicial autonomy; 5) lowerin 
the cost-of-living, increasing the standard-of-living, and crea- 
tion of social justice; and 6) reforms in the fields of educatio 
and health. 


Razmara's plans for the decentralization of the Government 
are at present concentrating on the administration of the Seven 
Year Plan which, although it has been in operation for a number 
of years, has been ineffective because of paralyzing dissention 
in the government. One cause of this dissention may already hav 
been removed with the resignation of Ebtehaj as Governor of the 
Bank Melli. Razmara's proposal for the Seven Year Plan would 
divide the program into two parts: 1) large projects of national 
Significance such as railroads, roads and ports; and 2) improve- 
ment programs in agriculture, health, education, communications 
and existing types of industry in each country. The Plan Organi 
tion would be reorganized as a smaller group charged with planni 
the allocation and auditing of funds, and review of wer in prog 
ress. Actual operations relating to projects of naticnil signif 
cance would be carried out by appropriate ministries wnile local 
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community programs would be administered by commissions in each 
county. Commissions are reportedly already being formed from 
representatives of various ministries to visit the provinces 

and prepare plans for expanding local activities. Ambassador 
Grady and his economic advisors feel that the proposed program 
offers a good over-all basis for the economic development of 

the country, but have grave reservations about the ability of 
local communities to assume the proposed responsibilities in the 
near future and the ability of the government to build so exten- 
sive an economic organization. They also warn that a new and 
complex program will take time to organize and that appreciable 
economic results cannot be expected therefrom in the near future. 
However, they will attempt to make US technical and financial 
assistance complement and assist this program, which will in- 
volve helping the local as well as national economy levels. 
Presumably Eximbank loans would be more closely associated with 
projects of national significance while such Point Four funds 

as become available might be used largely to assist work at 
local levels. 


Razmara's cabinet appointments are also considered to fore- 
shadow important changes in the government's economic policies. 
In particular the appointment of the new Finance Minister, to- 
gether with the resignation of Ebtehaj, is expected to produce 
more liberal credit policies and the probable establishment of 
more realistic exchange rates. In this connection, the Finance 
Minister has already indicated to our Embassy tentative plans 
for revising Iran's exchange system to stimulate exports and 
provide protection for domestic production now depressed by the 
influx of imports. The system would involve the establishment 
of three categories of imports and the removal of restrictions 
on the sale of exchange acquired from exports, thus providing 
a free exchange market. Our Embassy feels, preliminarily, that 
this proposal misht act to provide somewhat more realistic ex- 
change ratios, reduce import competition in many commodities and 
aid exports. Iranian officials have also expressed great interesi 
in establishing an industrial bank to have responsibility for the 
development of Iranian industrial production and its domestic and 
foreign trade. The Bank would supervise the allocation and dis- 
tribution of foreign exchange assistance between government pro- 
jects and private enterprise with the primary objective of stimu- 
lating participation by private sectors in the investment program. 
and would use local capital to finance small-scale development 
projects. The Government has reportedly also drawn up a plan 
for increasing from the present 20% to about 40% the peasants 
Share of agricultural production. 
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US MAY ASK POSTPONEMENT The Telecommunications Coordinating 
OF RADIO CONFERENCE Committee has decided that the US 

: should initiate steps to postpone for 
at least six months the Extraordinary Radio Administrative 
Conference, scheduled for the Hague in September. This decision 
was made because present world conditions render any substantial 
agreement practically impossible. If the Department adopts 
this position, we will notify the Secretary-General of the 
International Telecommunications Union so that all ITU members 
may be circularized. Before doing so, however, we have asked 
our representative at the High Frequency Broadcasting Conference 
at Rapallo what effect the announcement would have on the work 
there. While the announcement cannot be delayed long in view 
of the time factor, it might be well to hold it up for a short 
while if that would be an advantage at Rapallo. 








ordinary Rad dminis tive C erence Postpone- 
ment of the Hague conference would relieve some tension which 
has been created with the Dutch on the matter of Chinese Commun- 
ist representation. The Netherlands informed us that, as host 
government and because it recognizes the Chinese Communist 
Government, it planned to invite the Chinese Communists to send 
a delegation. We replied that we thought the Netherlands should 
refer this problem to the ITU Administrative Council and that 
its recommendation should decide the invitation matter. The 
Dutch finally acceded to this suggestion, but went ahead on 
their own to inquire of the Council as to its views on the 
matter, and suggested to Embassy the Hague that, while they 
were prepared to abide by the decision of the Administrative 
Council, if it was adverse to inviting the Chinese Communists, 
the Dutch might consider abandoning the conference as the host 
government. The Dutch feel that practical results would be 
impossible without Soviet bloc participation. 


The Extraordinary Radio Administrative Conference is the 
most important conference in the field of telecommunications. 
It is to prepare a new international frequency list in order 
to implement the allocation table adopted at the Atlantic City 
Conference of 1947. It is to consider lists drawn up »y the 
Provisional Frequency Board and the regional and special ser- 
vices conferences. We have been concerned because many of’ the 
lists are unacceptable to the US and unless participating 
nations would be willing to consider further consolidation of 
usage it would not be possible to work up a satisfactory inter- 
national frequency list. Even if a satisfactory list could be 


agreed 
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agreed upon, its implementation would prove difficult because 
there would have to be complete cooperation of all users to 
change from old to new frequencies without disrupting service. 
Also financial outlays would be involved in some cases. The 
FCC-Interdepartmental Radio Advisory Committee has been making 

a study to show the magnitude of problems facing the US in 
determining which of the US circuits now operating out of the 
Atlantic City frequency allocation bands could be put in-band. 
Meanwhile, some difficulties--particularly with Canada--have 
arisen in connection with coordination of the Western Hemisphere 
(Region 2) list. Region 2 countries must agree on their assign- 
ments before they are submitted to the Extraordinary Conference. 


Frequen casting Confere Meanwhile, no 
progress is being made at the World High Frequency Broadcasting 
Conference at Rapallo, and we will probably move into a salvag- 
ing operation there in the next few days. (See page 7, June 5, 
1950 issue of Current Economic Developments.) This conference 
has been under way since April 1, the Soviets and satellites 
Walking out at the first plenary meeting. We have been unable 
to persuade other countries to reduce their requirements as 
set forth in the Mexico City Plan of two years ago which is 
the foundation for conference deliberations but which we did 
not sign on the grounds that it did not adequately provide for 
our needs. Us requirements are based on our intention to 
engage in intensified Voice of America operations on a permanent 
basis. Our needs are, of course, intensified by the present 
tense world situation. It is becoming evident that no plan 
acceptable to the US will come from Rapallo and the British 
have told us that it appears unlikely that a plan will emerge 
which is acceptable to them. 


We are anxious to protect the over-all concept of planned 
and efficient usage of the spectrum and we plan to introduce 
a resolution at Rapallo when it becomes. apparent that the 
conference is doomed to failure but before the conference 
adjourns. This will call for agreement of all countries to 
confine their shortwave broadcasting to bands prescribed by 
the Atlantic City Frequency Table to be implemented on a future 
date which would be agreed at the Extraordinary Administrative 
Radio Conference. All countries should agree that insofar as 
possible they will carry on their high frequency broadcasting 
in accordance with the technical. standards, principles and 
information that have been approved or developed by High 
Frequency Conferences to date except for limitation on trans- 
mitter power. There should also be agreement that countries 
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will consult with each other bilaterally and multilaterally - 
from time to time on scheduling their respective high frequency 
broadcasting and to cooperate with the International Frequency 
Radio Board for the purpose of reducing interference between 
stations to a minimum and to achieve the greatest efficiency 

in the use of the Atlantic City bands. We will request adjourn- 
ment of the conference by pointing out the danger of adopting 
half-way or unrealistic measures at Rapallo, recognizing the 
futility of further work at this time in view of Soviet dis- 
regard of the existing Cairo Convention and Radio Regulations 

in the matter of intentional interference with other countries 
broadcasting, nonsatisfaction of US requirements and the 

general political situation. We also plan to introducé an anti- 
jamming resolution before the conference adjourns. This con- 
demns the intentional jamming of high frequency signals and 
recognizes the right and necessity for countries to agree 

. among themselves to take such temporary measures within the 

high frequency bands as is necessary to overcome the effects 

of such intentional interference and jamming. 





* * ae 


US_PROPOSAL FOR PAYMENTS During the past several months we 
AGREEMENT WITH SWEDEN have been discussing with the Swedish 
Government a new payments agreement 
to replace the one which expired June 30 of this year. Sweden 
rejected our initial proposal, suggesting instead that last 
year's agreement be renewed through an exchange of notes. 
This was unsatisfactory to us since it would have merely ex- 
tended for another year our approval of Sweden's deferral of 
payments. We have now sent a new draft agreement to Embassy 
Stockholm for presentation to the Swedish Foreign Office. 
Under this agreement Sweden would liberalize its exchange 
restrictions as fully as possible, immediately authorize most 
payments to the US on current transactions, establish a schedule 
for payment of blocked accumulated dividends within eighteen 
months, and, as soon as its dollar exchange position has suf- 
ficiently improved, allocate exchange for accumulated motion 
picture royalties and voluntary credits. We are also suggest- 
ing the immediate allocation of dollars for a portion of cur- 
rent earnings of motion picture royalties after consultation 
between the Swedish Government and the US companies. 


Our 
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Our original payments agreement. with Sweden in 1947 was 
modified in 1948 to. provide deferment of payment in those 
cases where authorization of. a paytient between Sweden and the 
US would cause Swedish gold and. hard currency assets to fall 
below a minimum working balance. (See. page 10, February 9, 

1948 issue of Current Economic Developments. ) "This principle 
was extended in 1949. From the end of 1949, however, Sweden 
has had a surplus from current transactions resulting in in- 
creased gold and dollar holdings, although the surplus is of 
modest proportions. The improvement in. the Swedish gold and 
dollar reserves has been sufficient to cause holders of 
blocked krona accounts to question the. necessity for continued 
application of the restrictions and centinasd deferment of 
the accumulated payments. . 


‘While we have no desire to have Sweden enter into commit-— 
ments greater than it will.be able to fulfill in the forseeable 
future, our information is that remaining blocked krona balances 
are relatively small in comparison with the increase in Sweden's 
gold and dollar holdings over the past 12 months, and that a 
transfer to the US of such balances as are outstanding would 
not cause Swedish holdings to fall below what might reasonably 
be regarded as a minimum working balance. The same conclusion 
would apply to currently-accruing payment obligations. To 
assure the Swedes that the agreement will not work an undue 
hardship on them, we are willing, in the event that Sweden's 
foreign exchange position would again become seriously adverse, 
to discuss the possibility of imposing restrictions on trans- 
fers of current dollar payments. Our draft proposal takes 
into account the probability that Sweden will become a member 
of the International Monetary Fund within the near future. 
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POSITION OF US seus A thor ough investigation of all 
IN MOROCCO INVESTIGATED facts bearing on charges of discrimi- 


nation against US nationals in French 
Morocco was recently made by representatives of the Departments 
of State and Commerce and of ECA who visite’ °aris, and points 
in Morocco from June 19 to July 7 in order ic view the situa- 
ticn first hand and discuss the matter with the parties con- 
cerned. Such an investigation was particularly desirable in 
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view of the Connally Amendment to the ECA Act of 1950, which 
requires the ECA to take remedial action when the State 
Department has determined that there is discrimination against 
Americans doing business in Morocco. Members of the American 
business community in French Morocco and others have continued 
to charge discrimination and unfriendly administrative acts 

by French Moroccan officials even after US-French agreement 
reached in December 1949 on measures for improving the treat- 
ment of Americans in Morocco. (See page 10, January 9, 1950 
issue of Current Economic Developments.) The charges are 
specifically concerned with compensation arrangements, adminis- 
trative hindrances, importation of personal goods, ECA alloca- 
tions to importers, and export controls. The investigating 
group found that in most cases the discrimination charged was 
greatly exaggerated, and in some cases the charges appear un- 
founded or based on misunderstandings. Discussions of dis- 
crimination were held within the framework of the Connally 
Amendment, which is specifically directed against discrimina- 
tions not necessitated by balance-of-payments considerations 

or national security. In its examination of cases involving 
alleged discrimination, the investigating group did not attempt 
to go back to the basic economic question of whether Moroccan 
import controls are in fact necessitated by balance-of-payments 
or security considerations, but accepted as a fact the general 
economic necessity for such controls in conformity with French 
commitments under the European Recovery Program. 


Specific Charges Only one documented case of compensa- 
tion arrangement was found where discrimination against 
Americans had rather clearly been present--this concerned 
Sugar. Following the Department's protests of this and similar 
cases, Protectorate officials had indicated that all “without 
exchange” imports of raw sugar would be made under a bidding 
system and that there would be public notification. Protectorat 
authorities have adhered to these practices in recent licensing 
with the result that US traders have succeeded in obtaining 
most of the licenses for sugar imports. Both US officials 
and businessmen in Morocco believe that the vigorous position 
taken by the US is largely responsible for the fact that only 
one compensation deal was actually completed. Since American 
businessmen are at present obtaining most of the import licenses 
for sugar, they were of the opinion that it would not be desir- 
able to invoke the Connally Amendment on the basis of this 
one case, as it would harm rather than benefit American interest 
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American businessmen in Casablanca were unanimous in 
charging that Protectorate officials discriminate against 
Americans by deliberately employing the administrative machin- 
ery of the import and exchange controls so as to hinder the 
cperation of US business. The investigating group, however, 
had little suecess in eliciting facts to support these charges. 
Discussion with businessmen brought out that import licenses 
for goods clearly importable under the terms of the December 
agreement were normally granted without unreasonable delay, 
while delays most frequently occurred in those cases where the 
applicant's right to an import license was least clear-cut. 

It appears probable that most licensing delays are due to a 
cautious attitude on the part of licensing officials rather 
than to an overt intent to discriminate. It should also be 
noted that the consultative body set up under the December 
agreement has proved to be a useful forum for clearing up 
such cases. 


It has been alleged that prohibitions on imports of per- 
sonal goods constitute a form of discrimination; these restric- 
tions, however, apply equally to Americans and all other 
nationals. Furthermore, the December agreement does not con- 
tain any provisions for the importation of personal goods, so 
that Protectorate authorities are not violating it in for biding 
their importation. 


Rather generalized complaints have been made by US business- 
men that they are being excluded from allocations of ECA funds 
for Moroccan dollar imports. It seems to be true that, except 
for petroleum imports, Americans participate in but a few ECA- 
financed transactions. This, however, is not believed to be 
due to official discrimination in making sub-authorizations 
of ECA funds but rather to the fact that most of the American 
concerns are not in a position to handle the types of commodi- 
ties imported under ECA. Also, a large proportion of Recovery 
Program purchases are made directly by the end user from the 
American supplier, without the intervention of a middle-man 
importer. This procedure was authorized in the December 
agreement. 





American businessmen have complained that they are pro- 
hibited from exporting from Morocco--export licenses or ex- 
change certificates are required for all export shipments. 
However, they have been unable to furnish specific examples 
involving the refusal of export licenses by Protectorate 
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authorities, with the exception of sheep and goat skins, 

which cannot be exported to any country, including France. 

As a result of their discussions, the investigators conclude 
that few US businessmen have made any serious effort to export 
products from French Moroceo to the US and that where efforts 
have been made, exports have taken place. The absence of US 
activity in this phase of Moroccan trade appears to stem from 
lack of interest and lack of effort and not from restrictive 
regulations imposed by the Protectorate Government. 


Proposed E 











af ‘ suld Be Damaging A recent 
development in the Moroccan situation is a proposed amendment 
to the ERP Appropriations. Bill prohibiting the release of 
counterpart funds in any recipient country so long as any 
dependent area of such country fails to comply with any treaty 
to which such dependent area and the US are parties. The 
Department feels that the application of this sanction vis-a-vis 
Morocco would have a seriously detrimental effect on Franco-US 
relations outweighing any conceivable benefits to local import- 
ers. Congressional action on the amendment is now pending. 
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REVIEW OF LOANS On July-20 the Eximbank extended a credit 


TO LATIN I of almost $25 million to the Brazilian | 

| National Steel Company for the expansion of 
the Volta Redonda steel mill, thus bringing to approximately 
$283 million the credits which the Eximbank and International 
Bank (IBRD) have authorized for Latin America since July l, 
1949. During the fiscal year of July 1, 1949-June 30, 1950, 
the Eximbank extended $189 million new credits and authorized 
the use of some $24 million from previous credit commitments 
while the International Bank loaned some $48.5 million to 
Latin America. Some 40 credit requests from 14 countries are 
now under consideration by the two Banks. 


Credits Granted The largest single credit extended during 
this period was the Eximbank's recent $125 million credit to 
Argentina for the liquidation of that country's commercial 
arrearages. Mexico received almost $38 million in credits 


from 
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from the two Banks, including an IBRD credit to carry out a 
power expansion program, allocation of funds for railway re- 
habilitation and coal mine development under the 1947 $50 
million Eximbank commitment, and Eximbank credits for the 
purchase of US shrimp boats. In addition to the Volta Redonda 
credit, Brazil recéived a $15 million IBRD credit for electric 
power development and almost $17 million from the Eximbank 

for a railway rehabilitation program (including $2 million 
participation by US manufacturers), construction of a new 
cement plant, and the purchase of ferries and converted LST 
vessels. & $25 million Eximbank credit was extended to Chile 
to assist in financing its 1949 imports of US equipment and 
services essential for. the continuation. of its economic develop- 
ment, in addition to small credits extended for the purchase 

of equipment in connection with a rayon mill and iron ore 
development. The International Bank granted a $12.5 million 
credit to El Salvador for Rio Lempa electric power development 
and $5 million to Colombia for the purchase of agricultural 
machinery. Colombia also received a new credit of over $2 
million from the Eximbank for the construction of grain storage 
and handling facilities in addition to the allocation of 

about $3 million from the $10 million Bogota Reconstruction 
credit for the purchase of houses for the city of Bogota and 
maintenance equipment for the National Highway Department. 

In Ecuador, the Eximbank increased an earlier credit by $1.6 
million to permit completion of construction of the Guayaquil 
waterworks projects and authorized the use of about $3.2 
million of the funds committed under its $7 million earthquake 
credit to Ecuador. The Bank also extended a credit of almost 
$6 million to assist in financing the purchase of US equipment 
to extend the existing power. generation and transmission system 
in and around Caracas, Venezuela. A $1.5 million Eximbank 
credit was also granted to Machine Affiliates Trading Corpora- 
tion to assist in financing the sale of US machine tools to 
Latin America on reasonable credit terms. 


Pending Loan Requests The Eximbank and International 
Bank are now considering a number of additional loan applica- 
tions or credit requests for Latin America. Among these is 
the application of the State of Minas Gerais. in Brazil for a 
$39 million Eximbank credit to finance its economic development 
program. This application is awaiting a decision by the 
National Advisory Council (NAC) on whether the Eximbank or 
the International Bank is the appropriate institution to handle 
this project. The Brazilian request for $50 million from the 


Eximbank 
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Eximbank for a US-Brazil Joint Guarantee Fund to guarantee 
private investment against expropriation without compensation 
and for convertibility of dividends is also before the NAC. 
Action on this request is, however, being held up pending 
Congressional action on guaranty legislation now before it. 

In addition, Brazil has submitted a number of smaller applica- 
tions to the Eximbank and has discussed with the International 
Bank's mission to Brazil a number of projects for which foreign 
financing may be sought. Although no formal loan proposals 
have been made, Brazil has indicated that. it may requet Inter- 
national Bank financing for the development of its fertilizer 
industry, as recommended by the Joint US-Brazil Economic 
Development Mission and for the "Salte" Plan, a government 
program for the improvement of health, foodstuffs, transporta- 
tion and education. 


Because Bolivia is now unable to finance the importation 
of essential foodstuffs for even its presently low standard 
of living, the Bolivian Ambassador has requested an Eximbank 
credit of about $18 million to finance the purchase of approxi- 
mately a year's supply of basic commodities. In addition, 
Bolivia is requesting Eximbank credits for the purchase of US 
equipment to increase its petroleum production with a view to 
reducing petrolew imports. Meanwhile, the International Bank 
is considering the Bolivian proposal for financing for a sugar 
mili at Santa Cruz. 


Chile has filed a formal application with the Inter- 
national Bank for an $18 million credit to finance the pur- 
chase of equipment for its agricultural program. Chile might 
want part of this credit in francs to obtain tractors and 
agricultural implements in France. In addition, the Eximbank 
staff is considering Chilean requests for financing in con- 
nection with the mechanization of the Port at San Antonia and 
construction of the Pan American Highway. 


The Eximbank staff is considering Colombian requests for 
$14 million in credits, including $10 million which was cut 
from the 1948 commitment by NAC action, to finance purchases 
of US equipment in connection with transportation and hydro- 
electric projects. The NAC has approved consideration by the 
US Executive Director of proposed International Bank loans 
totalling almost $8 million for three hydro-electric projects 
in Colombia and the Bank is now working out with Colombia the 
final details necessary for its extension of the loans. The 


International 
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International Bank is considering Cuba's request for a $200 
million credit for a number of projects, and will send an eco- 
nomic mission to that country if it decides that the request 

has merit. Ecuador has proposed several projects to the Exim- 
bank for allocations under the $3.75 million unallocated balance 
of its earthquake credit and has, in addition, several proposals 
before the International Bank. An Eximbank mission has made 

an on-the-spot survey of a proposed hydro-electric project for 
the 4rtibonite Valley project in Haiti, but the Bank has not 

yet accepted a formal loan application in connection with the 
project. 


The Mexican request for a $100 million Eximbank credit for 
the 21 projects involved in its irrigation program has now evolved 
into requests for financial assistance for the Falcon and Yaqui 
Dam projects. The Bar:k is now considering these projects 
which may result in cxedits of $20-$30 million. The bank is 
also considering two other Mexican requests for credits to as- 
sist in the expansion, rehabilitation and extension of electric 
and power distribution facilities. The International Bank also 
is considering a small Mexican credit application which may, 
however, be withdrawn. Although no Paraguayan application is 
now pending at either the Eximbank or IDRD, the President of 
Paraguay has indicated that his: country must receive financial 
assistance to continue the agricultural development work now 
being carried out under the supervision of the mission of the 
Institute of Inter-American Affairs. 


The Eximbank has referred to the NAC the Peruvian applica- 
tion for a $20.8 million credit for the erection of a zinc 
smelter plant. An International Bank mission is now in Peru 
and request to that Bank for financial assistance may result 
from the mission's study. An IBRD mission is also in Uruguay 
in connection with that country's proposals for the moderniza- 
tion and expansion of dairy plants, fisheries and agricultural 

roduction. Meanwhile, negotiations are well advanced for a 

31 million IBRD credit for the expansion of Uruguay's communica- 
tion system and development of its hydro-electric facilities. 
The Eximbank is studying a Venezuelan request for financing a 
Sugar mill. The NAC has approved the Eximbank's request to 
consider, on their individual merits the applications of Americar. 
and Foreign Power Company subsidiaries throughout Latin America 
for assistance in financing their expansion programs. The pend- 
ing application of its subsidiary in Guatemala may be considered 
at an early date. 


DECLASSIFIED FOR PUBLICATION IN FOREIGN 
RELATIONS OF THE UNITED STATES 








ISSUE NO. 265 
July 31, 1950 


imma aii 
a J 





SECRET 





CURRENT ECONOMI 
DEVELOPME 








' 


G POLICY INFORMATION COMMITTEE 
DEPARTMENT OF STATE 


- ——— 


DECLASSIFIED FOR PUBLICATION IN FOREIGN | 
RELATIONS OF THE UNITED STATES 








This weekly publication is designed to highlight developments in the eco- 
nomic divisions of the Department of State, and to indicate the economic prob- 
lems which are currently receiving attention in the Department. It is sugges:cd 
that copies be retained on file, as reference will son..times be made to previously 
reported items to avoid repetition. 
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TEPS TO MEET In line with our policy of assisting 

Yugoslavia to maintain its political 

and economic stability and to continue 
its fight against the Cominform, we are taking steps to meet 
the recent Yugoslav approach for additional financial assistance 
from the US and western Europe. The Eximbank has just approved 
consideration of a credit to assist in financing Yugoslavia's 
dollar needs for the remainder of the calendar year and hes 
requested its consideration by the National Advisory Council. 
NAC consideration and Export-Import action on the credit will 
depend largely on the speed and adequacy with which the Yugo- 
Slavs submit the necessary economic information. This credit 
would be additional to the two $20 million credits extended by 
the Bank last September and March, all but a small amount of 
the latter having been allocated. We are also supporting Yugo- 
slav efforts to secure credits from western Europe, notably West 
Germany and Austria, since the means of direct US aid are ex- 
tremely limited. Thus, we have within certain limits, supported 
the proposed West German credit to Yugoslavia through our repre- 
sentative on the Allied High Commission, and have made repre- 
sentations to the British and French to withdraw their opposition. 




































In his request last month for additional financial assist- 
ance, the Yugoslav Ambassador stressed the soundness of Yugo- 
Slavia's economic situation on the whole and the great progress 
already made, but warned that serious difficulties still remain. 
He was particularly concerned over the difficulties and delays 
which have arisen in connection with the International Bank's 
preposed $25 million multi-currency loan and its insistance 
on a prior settlement of Yugoslavia's prewar foreign debts. 
With respect to the Bank's suggestion that it might accept-- 
in place of an actual settlement--a firm Yugoslav commitment 
on the amount to be set aside each year for payment on these 
debts, the Yugoslavs indicated to us their readiness to set 
aside $3.5 million annually for this purpose on certain con- 
ditions. These conditions included a formal commitment from 
the International Bank to extend the contemplated loan and addi- 
tional loans; a promise of additional Eximbank credits; and 
strong US assistance on credits from West Germany and elsewhere 
in western Europe. The Yugoslav foreign obligations at issue 
include Yugoslav dollar bonds, on which negotiations with the 
Foreign Bondholders Protective Council will probably be resumed 
in September, and French prewar debt and nationalization claims. 
French claims are being discussed in present French-Yugoslav 
financial negotiations, but a settlement does not appear likely 
in the immediate future. 


Difficulties 
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Difficulties n US-Yugoslav economic relations arose 
earlier this year s a result of Yugoslav failure or slowness 
in taking the ste 3; necessary to close the dollar gap and to 
supply essential :conomic information requested by the Eximbank 
and the Departme) :. However, this situation is now improving 
and some of the ata, particularly in connection with Yugoslavia’: 
cotton requireme .ts, have now been received. In addition, our 
Embassy at Belgrade considers that the recent visit of a Depart- 
ment representative has proved most helpful in this respect, 
Since improved Yugoslav understanding of our problems in pro- 
viding assistance will increase their willingness to cooperate. 
On the basis of conversations in Belgrade, our representative 
believes that the Tito regime is determined to push Yugoslavia's 
industrialization under the Five Year Plan, keeping the standard- 
of-living down to the absolute minimum for some time to come, 
and that the drive to push exports, while undoubtedly genuine, 
is subordinated to the requirements of this program. Yugoslav 
officials pointed out that the Five Year Plan is flexible and 
that certain reductions in targets had already been made in 
the last year or two as a result of changed conditions, and 
they indicated a willingness to listen to reasonable suggestions 
as to Ways and means by which their export program could be 
increased. However, it was clear that they would not permit 
outside interference with their basic program as the price of 
credits. Our representative also got the impression that, 
while the Yugoslav standard-of-living is incredibly low-- 
probably lower than in other eastern European countries except 
perhaps Albania and Bulgaria--there has been a distinct improve- 
ment within the last year. | 


Proposed German Credit As a result of a Yugoslav request 
last April for a $100 million credit in connection with trade 
negotiations with the German Federal Republic, the latter pro- 
posed to extend a $20-25 million loan, repayable im commodities 
beginning in 1952, through the West German Credit Institute. 
This proposal was opposed in the Allied High Commission by the 
British and French representatives who argued that Yugoslavia 
is not a good credit risk in view of the post-1952 trade and 
payments situation; that this credit would represent too large 
a proportion of the lending power of the Credit Institute; and 
that the introduction of Germany as a creditor of Yugoslavia 
would be laying the groundwork for Germany's return to its 
prewar trading methods. It is probable, however, that British 
and French objections actually stem from concern over the 
possible effects of the development of West German-Yugoslav 
trade on their competitive position in Yugoslavia, both as 
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sellers and buyers. We note strong indications that the 
British are attempting to preserve the Yugoslav market for 
themselves and tao direct German exports toward the Soviet bloc 
in order to avoid German competition in western markets. The 
French apparently: also fear that a German loan would reduce 
Yugoslavia's need for French credits and thus weaken French 
bargaining power in the current claims negotiations. 


We attach the greatest political importance to prompt 
favorable action.on this credit in view of the imperative 
necessity of providing Yugoslavia with tangible proof of united 
western support at this critical juncture. -We have therefore 
instructed our Embassies in London and Paris to approach the 
British and French at a high political level and to point out 
that we regard their prompt approval of this credit as a test 
of the tripartite policy, reaffirmed at the May meeting of 
the Foreign Ministers in London, to give whatever assistance 
was necessary to the Tito regime. In view of the gravity of 
the Yugoslav situation in the light of possible Soviet aggres- 
sion, approval of the German credit appears to be a small price 
to pay for aiding Tito in his resistance and the resulting 
benefit to the security of other countries. Moreover, the 
approval of credit, which wili not necessitate any positive 
British or French action or financial support, is highly 
important to us since it wceuld reduce the need for further 
direct US assistance. With respect to the post-1952 Yugoslav 
trade and payments situation, we believe that the repayment 
terms of the proposed credit are not unrealistic. These would 
commit Yugoslavia to additional yearly exports of $4-5 million 
to Germany. We also consider that German resumption of prewar 
trading methods or any attempt at economic domination of Yugo- 
Slavia is out of the question in the present context. 


In response to our approach, the British are now basing 
their objections on the attitude of the Germans themselves, 
Claiming that the latter also oppose the credit. The British 
have indicated that their objections might be withdrawn if it 
can be determined that the Federal Republic really favors this 
credit. Meanwhile, our representatives report that, ina 
recent High Commission discussion of the credit, the. attitude 
of the British and French representatives apr ared more sympa- 
thetic than when the proposal was originally broached. 


Proposed Austrian Credit In our efforts to assist the 


Yugoslavs in expanding their trade with the west and in securing 
credits from western European countries, we have also suggested 
to the Austrians a plan for extending a ” swing credit in 
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connection with Austro-Yugoslav trade arrangements. Under this 
proposal, half of the credit. would. be covered by additional 

ECA grant assistance. and the remainder from Austrian counterpart 
funds. The Austrians have formally indicated to us and to the 
Yugoslavs their willingness:to. extend-a credit under this pro- 
posal and we hope that detailed negotiations between the two 
countries will proceed vaeldiy. Austria has proposed a $10 mil- 
lion credit, while Yugoslavia is thinking in terms of $50 million 
We have suggested that the original loan agreement might be made 
in terms of some medium figure, $15 or $20 million, with the 
understanding that if this is exhausted additional credits might 
be arranged after further discussions. If a similar problem 
arises in Yugoslav trade arrangements with other participating 
countries, ECA has indicated a willingness to examine the econo- 
mic impact on them also and might possibly compensate them for 
any special risk or insupportable burden. 





te ee 


TERMINATION OF SWISS TRADE We plan to inform the Swiss that 
AGREEMENT BEING CONSIDERED unless they can agree to the in- 

. .- @lusion of an escape clause in the 
US-Swiss trade agreement, we will be forced to terminate the 
agreement. Present plans, approved by the interdepartmental 
Committee on Trade Agreements and to be submitted to the Presi- 
dent for approval, call.for sending a note to the Swiss immediate 
ly giving notice of termination of the agreement six months from 
the date of the note. This notice would be withdrawn if by 
October 15 the Swiss. agree to the inclusion of an escape clause 
through an exchange of notes. The clause which we seek as an 
amendment to our 1936 agreement with the Swiss is the standard 
one which was first used in the Mexican agreement of 1942 ana is 
included in the General Agreement on Tariffs and Trade. It pro- 
vides for modification or withdrawal of concessions which cause 
or threaten serious injury to a domestic industry. Such a clause 
is particularly important in view of the watch problem. (See 


page 3, May 22, 1950 issue of Current Economic Developments.) 


Swiss Have Long Delayed Action The termination action now 
planned has been decided upon because Switzerland to date has 
not given us any substantive reply to our repeated requests for 
action on this matter. The latest word from the Swiss is that 
they are presently examining the matter very thoroughly and be- 
cause of the importance of the problem will not be able to give 
us a reply before the middle or end of September. We consider 
this delay unjustifiable. In view of the Department commitment 
to nt to secure this clause, early action is considered 
essential. 


* x * 
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GERMAN CONSTRUCTION OF The British High Commissioner in 
PECIAL SHIPS FOR EXPORT Germany has invoked the appeal pro- 


| - cedure of the Tripartite Control 
Agreement to suspend further authorization of German construc- 
tion of special ships for.export until the matter has been 
considered by the US, UK and French Governments. Since the 
appeal procedure suspends action for only 30 days unless the 
governments reverse the majority decision of the High Commis- 
sion, the British action will do no more than postpone until 
August 19 the affirmative decision taken by the US and French 
High Commissioners over the British negative vote. The Depart- 
ment is planning to approach the UK Foreign Office with a view 
to having the British High Commissioner withdraw his appeal. 
In this instance we feei that use of the appeal is merely an 
obstructive device. If Enbassy London's approach is ineffec- 
tive, we will coordinate with the French with a view to 
jointly advising the UK that we do not consider further sus- 
pension justified. 


In November 1949, the High Commission authorized German 
construction of six refrigerator ships in excess of the limita- 
tions placed on ship construction by the April, 1949 agreement 
specifying prohibitions and limitations on German industry. 
(See page 3, April 11, 1949 issue of Current Economic Develop- 
ments.) In March of this year, the Germans asked for authoriza- 
tion to build one refrigerator ship for export and have subse- 
quently asked for additional authorizations. The High Commis- 
Sion at that time informed them that they could produce for 
export but:such production would have to come out of the six 
authorized in November. The Germans refused to use their 
original authorization in this manner and asked for a recon- 
sideration of their recuest. 


When the matter was brought up for High Commission dis- 
cussion the US and France took the position that the original 
authorization for six ships in excess of restrictions did not 
preclude the construction of additional ships for export. 
However, the British opposed such an interpretation so no vote 
was taken and the question was submitted to the three govern- 
ments for an opinion. The US has contended all along that the 
agreement on six special ships would not foreclose later licens- 
ing of additional special ships for export and this position 
was not challenged by the British or French when the November 
agreement was concluded. We have favored no limitations on 
size, speed or number of vessels which the High Commission may 
authorize for export and believe that this would involve abso- 
lutely no security risk since the High Commission retains licens- 
ing power and general surveillance over the shipbuilding industry. 


The 
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The matter came :» for High Commission discussion again 
this month, specificaily on a US paper proposing that the Ger- 
man shipbuilding industry be authorized within presently per- 
mitted capacity and under Military Sequrity Board surveillance 
to construct ships for export without limitation as to number, 
size or speed. The British would not agree and the French then 
proposed as a compromise that the High Commission give authoriza 
tion for immediate construction of six special ships in addition 
to those authorized in November 1949 and subject to the same 
limitations. A vote on the French proposal was two to one and 
the British High Commissioner gave notice of appeal. The Britis 
negative attitude is not a reflection primarily of Foreign Office 
thinking but rather that of the Admiralty and pressures from the 
shipbuilding industry which fears German competition. Chancellc 
Adenauer has stated that for the first third of this year alone 
Germany has had to turn down $35 million worth of foreign ship 
construction due to the restriction. 


SECRET 
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CONFIDENTIAL 


Ge tepehe Seedet On July 31 the UN Security Council by a vote 
PLANS FOR KOREA of 9-0, with Yugoslavia abstaining, requested 

the UN Secretary General, ECOSOC and other UN 
agencies to cooperate in providing relief for Korean civilians. 
A relief program had been under consideration for severai weeks 
but was accelerated and action taken on July 31 to prevent any 
obstructionist moves on the part of the USSR, August Chairman 
of the Security Council. Specifically, the resolution requests 
the Unified Command in Korea to assume responsibility for deter- 
mining requirements and for establishing procedures for provision 
of relief in the field. All offers of assistance are to be sub- 
mitted to the Secretary General who will transmit them to the 
Unified Command. In addition, ECOSOC, other appropriate UN 
principal and subsidiary organs and specialized agencies as well 
as appropriate non-governmental organizations are asked to pro- 
vide such assistance as the Unified Command may request. 


In the meantime, Secretary General Lie's personal repre- 
sentative to the United Nations Commission on Korea, Colonel 
Katzin of South Africa, has submitted a report on initial 
relief needs and recommendations for their fulfillment during 


the 


ae my -— ———— 


DECLASSIFIED FOR PUBLICATION IN FOREIGN 
RELATIONS OF THE UNITED STATES 








SECRET 
— 2 


the period of military operations. Current provision of 
relief, according to Katzin, can be only on an ad hoc basis 

and must be restricted in its first phase to provision of 
medical supplies for the control of epidemics and for civilian 
hospital needs. This should then be followed by supplies of 
such essential food and clothing as can be practically incor- 
porated into military supply priorities and transportation. 

He proposes ECA Tokyo act as agent for the UN for the procure- 
ment and movement of all supplies into Korea and for their 
integration into the military supply program. Immediate action 
is needed to care for the estimated 750,000-1,000,000 refugees. 


* + * 


REVIEW OF MEXICAN Recent reports from Embassy Mexico City 

N indicate a considerable improvement in 
Mexico's economic position during the past 
year, so that Mexico moves into the second half of 1950 on a 
comparatively sound economic basis. The domestic political scene 
has been satisfactorily calm and Mexico, at peace with its neigh- 
bors, is showing a continued disposition to collaborate with the 
US in world affairs. In addition, US-Mexican economic relations 
have been stabilized at a high level with both countries indicat- 
ing a willingness to cooperate in solving such problems as always 
arise from close ties between the two countries. 





Mexican Economic Position Our Embassy concludes from a re- 
view of subsequent economic developments that Mexico's stabiliza- 
tion of the peso last year has benefited that country's economy 
very considerably and that the future may be viewed with optimism, 
unless external factors intervene. In July 1943, the Mexican 
9 gna withdrew its support for the peso exchange rate of 

.85 per dollar and permitted the rate to fall sharply, accompanied 
by considerable capital flight. Finally in June 1949, in coopera- 
tion with the International Monetary Fund, the Mexicans estab- 
lished a new par value of 8.65 pesos to the dollar. This devalua- 
tion and stabilization appears to have been responsible for restor- 
ing Mexico's favorable balance on international account and to 
have been instrumental in increasing the reserves of the nation's 
banking system. Although the foreign trade response was disap- 
pointing, stabilization had important favorable effects on tourist 
trade. Its effects on gold and silver production, on other items 
of invisible trade and on capital movements appear somewhat obscure 
However, the fact that there apparently has been no large-scale 
return ot flight capital is not entirely unfavorable, since its 
return might have lent instability to the situation and have given 





a false 
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a false impression of improvement. Business conditions in Mexico 
during the first half of the current year were generally favorable, 
marked by increased output in terms of both value and volume, and 
freedom in general from labor troubles. It is not yet possible 

to estimate the effects of the denunciation last month of the US- 
Mexican Trade Agreement but, should a flood of US exports to Mexico 
follow upon denunciation, it would have an unfavorable effect on 
‘the rate of exchange. There have, however, been some indications 
of an increase in Mexican imports in anticipation of the termina .. 
tion of the trade agreement and in scare buying as a result of the . 
Korean war. 













US-Mexican Economic Relations With the exception of the 
mutual denunciation of the trade agreement (See Page 1 of the 
May 1, 1950 issue of Current Economic Developments) economic re- 
lations between the US and Mexico have been proceeding fairly 
satisfactorily and attempts are being made to iron out such 
problems as are still unsettled. In this connection the.Mexicans 
raised and presented their views on a number of current problems 
of mutual interest to the two countries during the recent visit 
to Mexico of US officials. The Mexicans raised the question of 
the unsettled claims of US nationals arising from the Mexican ex- 
propriations, indicating their intention of contacting the claiman 
and their expectation that it would be possible to reach agreement 
with them and to make payments in cash. The Mexicans indicated 
their government's desire to liquidate $12 million Lend-Lease debt 
to the US, and proposed to retire it over a 20 year period with 
annual payments of $600,000 each. They also reiterated a previous 
proposal that Mexico make an equivalent amount in pesos available 
for the foreign buildings program. US representatives agreed to 
give these proposals very prompt attention. Reference was then 
mide to Mexico's claim for railroad retirement funds which will 
eventually be owing to Mexican workers who were temporarily em- 
ployed in the US during the war, a claim which the Department is 
already committed to support. The Mexicans indicated a willing- 
ness to set off this claim, estimated at between $5 and $6 million, 
against its obligation under the 1941 claims agreement to pay $2.5 
million annually for US expropriated properties, although they were 
unwilling to set it off against the Lend Lease claim. 


The Mexicans also referred to their legal proceedings against 
a US radio station whose broadcasts are alleged to be in violation 
of a frequency agreement between the US and Mexico and promised to 
make every effort to bring the proceedings to an end as soon as 
possible. 


With respect to differences in US and Mexican policies con- 
cerning the extent of Mexican territorial waters, the Mexicans 


expressed 
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expressed a desire to find a solution which would be mutually 
acceptable to both governments. They indicated that, when cer- 
tain pertinent data were collected, they would be prepared to 
discuss the possibility of licensing arrangements for shrimp 
fisheries in the Gulf of Mexico similar to those existing on 

the Pacific coast. The Mexicans also reiterated their objections 
to the division of Rio Grande water under the 1906 water treaty 
indicating that they would be pleased if the 1944 water treaty 
could be made to cover the entire Rio Grande. 


In reply to a Mexican inquiry on the requested Eximbank loan 
for PEMEX, Mexico's national petroleum industry, US officials ex- 
plained that this question is in the hands of other agencies. 
They referred, however, to Mexico's current $400 million dollar 
debt and to the Department's support of additional Eximbank and 
International Bank loans to Mexico for irrigation and other pur- 
poses which, if granted, would increase Mexico's dollar debt to 
a point near the limit of its borrowing capacity. 


US officials then raised the question of possible negotia- 
tions on a bilateral aviation agreement, which matter has been 
pending for some time. Although there was an amicable exchange 
of views on this subject, no agreement was reached. 
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This weekly publication is designed to highlight developments in the eco- 
nomic divisions of the Department of State, and to indicate the economic prob- 
lems which are currently receiving attention in the Department. It is suggested 
that copies be retained on file, as reference will sometimes be made to previously 
reported items to avoid repetition. 


Document Security Instructions 


This document should be treated in accordance with current instructions 
regarding security measures for SECRET material. Extreme care should be ex- 
ercised to avoid public or private discussion of the information herein with or in 
the presence or hearing of any person not authorized to have knowledge thereof. 
For general purposes all classified Foreign Service Officers and other responsible 
economic officers are authorized to have knowledge of the contents of this docu- 
ment, responsibility for the safekeeping of which will be assumed by each recipient 
thereof. It may be retained in protected files or, at the discretion of the recipient, 
destroyed by burning. If not personally disposed of by the recipient, he will 
assure himself that it is burned in the manner prescribed for SECRET material. 
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AUSTRALIA SEEKS Among the objectives cf the recent visit 
COLLAR CREDITS 


of Australian Prime Minister Menzies to 

the US was the negotiatic: of dollar financ- 
ing for the Australian five year immigration and development 
program. US officiais suggested that Australia should apply 
for credits to the International Bank (IBRD) rather than to 
the Eximbank. The preliminary reaction to the President of 
the IBRD was encouraging. ‘To expedite action, a working 
group has already teen set wp in the National Advisory 
Council to consider the position to be taken by the US 
Exscutive Director of the IBRD. 


The Austraiians outlined their need for dollar credits 
to permit the continuation and fulfiliment of their program 
for absorbing some 200,000 European emigrants annually for 
the next five to ten years. The program envisages develop- 
ment in the basic industries, housing, and in irrigation 
projects which would broaden the base of agricultural pro- 
duction. Total dollar credit requirements for this program 
were estimated at $300-$350 million, but the Australians 
indicated that they would accept $250 million as a rock- 
bettom figure. They hoped to secure acceptance of this 
figure as their minimum need for the five year period and 
a firm commitment for §$100-$150 million for the first two 
or three years. For. the current year they are prepared to 
document the need for about $50 million either on a balance 
of payments deficit approach cr in the form of specific 
projects, covering «uch items ts agricultural machinery, 
tractors, earth mov ng and mining equipment, timber, steel 
and equipment for the development of their iron and stecl 
industry. They urged eariy ccnsideration of dollar financ- 
ing in view of the probable scarcity of key materials here. 


_In presenting their program, the Australians stressed 
its desirability from the standpoint of building up manpower 
and economic potential in Australia, relief of population 
pressures and problems in Europe, and optimum utilization 
of total resources. in this connection, they pointed out 
its advantages in increasing Australia's potential contri- 
bution to the emergency situation in the Far East. srime 
Minister Menzies and his party have now returned to Australia 
but representatives have been left behind to continue nego- 
tiations with the International Bank. 


PROPOSED 
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PROPOSED PROGRAM FOR In view of the present international 
STOCKPILE PURCHASES situation US stockpiling is being 
accelerated. A proposed purchase pro- 
gram for fiscal 1951 has been approved by the Interdepart- 
mental Stockpile Committee and recommended to the Munitions 
Board. In addition to about $240 million required to meet 
maturing obligaticns, it is expected that cash expenditures 
of abcvt $400 million will be made. Contract authority of 
$225 million will also be obligated. This program is based 
on the present requested appropriation which has not yet 
bsen finally acted on by Congress. In addition, as part 

of the supplementary miiitary appropriation, the President, 
on the recommendation of the Interdepartmental Stockpile 
Committee and with the approval of the National fecurity 
Resources Board (NSRB), has requested an additional $600 
miliion in cash for buying up ail stockpile availabilities 
in 1951 without regard to maintaining balance of the pur- 
chases. it is understood that the emphasis wili be on items 
coming from the Far Hast, especially tin and rubber. Measured 
in dollars, the stockpile is now roughly 40% complete. The 
regular approvriation of $640 million is expected to bring 
oan 56.7% of the total objective by the end of fiscal 
1951. 


Authority and Responsjpiiity for Program The basic 
authority for the stockpiling program is established by the 
Strategic and Critical Materials Stockpiling Act of July 
1946. Under this Ast, the Federal Supply Service (FSS) 
receives annual appropriations rer the procurement of 
strategic materials within purchase directives issued by 
the Munitions Boare in the Department =f Defense, pursuant 
to stockpile objectives established through the Board. The 
Act expresses the policy of Congress to vrovide for the 
acquisition and retention of stocks of strategic materials 
and to encourage the conservation and development of sources 
of these materials within the US, for the purpose of decreas- 
ing and preventing wherever possible a dangerous and costly 
dependence of the US on foreign nations for supplies of 
these materials in times of national emergency. Other laws, 
such as the i947 act creating the NSRB, provisions of the 
ECA Act and authorizations for the Commodity Credit Corpora- 
tion, have provided further duties end powers relating to 
the acquisition of strategic materials. A Presidential 
directive, issued in January 1949 as an NSRB document, 
clarifies agency responsibility for stockpiling activity. 
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Inter-agency coordination is achieved at three levels. At 
the highest policy level, tie NSRB is concerned with the 
adequacy of existin™ policies, the formulation and execution 
of the program, anc the balance vetween stockpiling and 
other security progvams. Secondly, the Munitions Board 
serves as the central staff agency in the formulation of 
policies and pregrams and in following up vn their execution. 
Thirciy, the FSS takes the initiative in cotaining appro- 
priate action by other agencies to increase or open up sup- 
piies. Within well-defined policy limits, FSS is supposed 
tw. have s fi:ee hand in procurement. The function of the 
Munitions Board is of centrai importance. The Department 

of State discharges its responsibility in formulating 
stockpiling pclicies and prugrams by participating in the 
aicerdepartmental Eteocskpile Committee, which advises the 
Munitions Board. 


Procurement Policy The cnly legal restrictions placed 
on procurement for the stockpile are that the “Buy American" 
fet (a 1933 Act of Congress which makes it mandatory in 
Government procwrement to purchase from US sources unless 
such procurement is determined to be inconsistent with the 
public interest or the cost to be unreasonable. A reason- 
able price has been interpreted to mean when the US price 
is not more then 25% above prices outside the US in all 
purchases of more than $100.) shovid be observed and that 
purchases should be mace, to the extent practicable, from 
materials surplus to industry needs. The President has 
determined that it is not practicable to place civilian 
requirements first in all cases. 


Some general r‘les have heen estavlished by the Muni- 
t.ons Board ani the FSS. Up to now, there has been a publicly 
Stated intenticn thit stockpiling activities should affect 
markets as little as pcssible. The stockpile authorities 
have attempted to fill their objectives ir the shortest 
reasonable time without, if possible, influencing prices 
dcwnward cr upward. Their rule has been that they buy at 
or belcw the market. In practice, they usually have refused 
tc buy unless US industry has made comparatively large pur- 
chases as ox above the price in question. 


Acquisitions generally are made with a view to keeping 
the stockpile "in balance". The balance referred to means 
that ideally at any one time the totai prospective supply 


(domestic 


DECLASSIFIED FOR PUBLICATION IN FOREIGN 
RELATIONS OF THE UNITED STATES 











sncnsr BEST COPY AVAILABLE 


(domestic production plus imports considered safe plus 
stocks) of each item on the stockpile procurement program 
should represent the same percentage of requirements for 

a five-year war as every other item. As stated above, that 
ecneral policy, because of the uneertainties in the far 
Past, is being modified at present in favor of buying current | 
evailabilities. From time to time, specific goals have been 
reviscd downward. The puiicy has been establisned that such 
surpluses will not be solid, but wiil be retained unless the 
macerlal is perishable and involves recurring expense for 
rutacion. ' 


The Stockpile List The stockpile list includes those 
raw or semi~processed materiais which are required for essen- 
tial uses during a war cr national emergency and which are 
strategie or critical in the sense tus v their procurement 
at such time in sufficient quantity, quality, or time is 
sufficiently uncertain for any reason to require prior pro- 
vision for emergency supplies and for which stockpiling is 
deemed to be the cn. y practicable method for such pricr 
previsicn, Tne gos... is based on the assumption of a war or 
netional emergency of five years’ dyration beginning with 
‘the next caiendar year. The estimates of cmergency require- 
+: aaa provision for military, civilian and export 
needs. 


Stockpile items are listed in two groups: 1) those for 
which minimum stockpile objectives have been established 
and which are acquired by vurcheses end/or transfer; and 
2) those fur which nv minimem cbjective has been established 
and which are not purchased but are ecguired only througn 
transfers of government-owned surpivs. The first group has 
recently contained seventy items, ana tha second, fifteen. 
Tnere is a high degree of conecntraticn ov value in the 
2ist, 2 smali proporticn of the items accounting for the 
bulk cf the tetal investment. For exampie, almost 70% of 
whe total value of stockpile objectives as cr December 
1949 was cccounted for by the following few items: chromite, 
ccppcer, ieaad, manganese ore, rmbdber, tin, tungsten, and 
Zine. Fissisnable materials are not included since responsi- 
biiity for them rests with the Atomic Energy Commission. 


4NGLO- 
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GLO-AMERI FT Negotiations between the UK Government 
and the US film industry for a revision 
of the existing Anglo-American film 

agreement were concluded August 1 with an agreement reached 
in principle. It is expected that the revised agreement, 
which is to be in effect for one year, will be signed and 
become effective by October l. 


Some details remain to be worked out by a joint techni- 


cal committee, but essentially the arrangement will provide 
for additicnal remittances to US companies cver and above 


the $17 miliion permitted under the present agreement. Eric 
Johnston of tne Motion Picture Association has stated he 
hopes the agreement will raise annual remittances to between 
$20 and $21 miilion. Under the bonus scheme of the agree- 
ment, additional remittances to the US will be in proportion 
either: 1) to US company expenditures on film production in 
the UK, or 2) to their expenditures on the purchase of 
American rights of British-made films, or 3) to the amount 
earned by British-made films which US companies have dis- 
tributed in the US. 


Although the US Government did not participate actively 
in the renegotiation, which was conducted by industry on 
the US side, the Department and Embassy London followed the 
negotiations closely and the Embassy had an observer at most 
of the meetings. At the request of the Department, the 
Embassy discussed the matter with the Britisn, urging the 


saper renee of a flexible approach and of working out some 
mutually acceptable arrangement. It was our view that the 


complete breakdown of the negotiations, as threatened, would 
be most unfortunate and have an effect on Anglo-American 
relations out of all proportion to the financial aspects 
involved. In view of the improvement in the UK reserve 
position, the industry requested more favorable treatment 
than afforded in the existing agreement. The Department's 
position on this issue was related to the question of the 
appropriateness of a general relaxation of discriminatory 

UK restrictions on US goods in the light of the improving 
British dollar position. 
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SIX MONTHS REPORT ON Industrial activity and production 
THE JAPANESE ECONOMY during the first six months of 1950 
established new highs in the continuing 
upward curve of Japan's economy, according to a report of 
the US Political Advisor in Tokyo. Record: production figures 
were achieved in many fields, the volume and value of exports 
made an appreciable gain over 1949, business activity was 
good, and the opening of the new fiscal year on April 1 Was 
marked by Japan's second balanced budget in twenty years. 
Coupled with increasingly apparent benefits resulting from 
the government's continued rationalization and stabilization 
programs, these developments dispelled talk of an impending 
slump which had prevailed during the first few months of 
the year. By June it was evident to business and government 
alixe that with prices and wages pretty well stabilized the 
average Japanese was far better off than in many years as 
regards standards of living, real wages and general well- 
being. While it is still too early to assess the effects 
of Korean developments both the business community and SCAP 
feel that measures recommended in the President's message 
to Congress probably will exert a favorable influence upon 
Japan's economy. It is felt that Japan can play an important 
role in any strengthening of the US defense structure and 
that the situation offers an opportunity for the moderniza- 
tion and expansion of that country's industry. 


industrial Production Industrial production indices 
in some cases rose above base period (1932-36) levels. Gains 
were particularly encouraging in coal, heavy chemicals, 
ceramics and the output of hydro-electric power. Increased 
production was attributed to the continued rationaiization 
of industrial meagre she gee the abolition of unprofitable 


branches and the paring of disproportionate overhead ex- 
penses. These factors were accompanied by an all-time high 


in the availability of electric power and a steadily increas- 
ing flow of imported raw materials. The only exception is 
the textile industry, whose output is still considerably 
below pre-war levels, amounting to about one-third of the 
1932-36 level. However, the industry has embarked upon an 
expansion program and the Japanese are hopeful of obtaining 
counterpart funds to finance further development in this 
industry. Following the study of Japan's textile industry 
by the Joint Anglo-American Cotton Textile Group, leading 
cotton manufacturers declared they had instituted a system 
of self-discipline regarding export pricing and foreign 


trade 
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trade practices designed to prevent the possible dumping 

of Japanese textiles abroad. Although Japanese prices 
admittedly were lower than those of other producers in some 
fields, textiles already are feeling the pinch of competi- 
tion in some areas. 


Food and Agriculture The farmer's economic position 
has declined relative to that of other segments of the econ- 
omy. during the past two years, although agriculture‘s share 
of the national income is still above pre-war levels. Factors 
contributing to the decline of agricultural income were the 
progressive reduction in fertilizer subsidies and incentive 
payments for over-quota and early deliveries, the increase 
in direct taxes and financial difficulties encountered by 
many farmer's cooperatives. The land reform program involv- 
ing government acquisition and resale of over 4.5 million 
acres of cultivated land was peed completed by the 
deadline date of March 31, 1950. 


The fish catch this spring was so successful that all 
price and distribution controls were removed on fish and 
marine products. Occupation authorities have approved ex- 
tension of the authorized fishing area southward as far as 
the equator in the UN Trust Territory administered by the 
US. This is expected to increase production by 25 to 50 
thousand metric tons yearly, mostly in tuna which is an 


important ex t he fis ies f fe) 

under Way th PiEkch when The, fisheries ret pated Ta St 6Seember 
went into effect. The cancellation of old vested privileges 
and issuance of new rights will be completed by 1952. 


Mining, Shipbuilding and Power Coal production in- 
creased slightly over the 1949 monthly average and improved 
in quality and further significant increases in coal produc- 
tion are expected shortly. In order to speed development 
of the industry, the value of which is four times that of 
all other Japanese mineral industries combined, studies 
were made by government and industrial groups of coal mining 
methods used in'the US. Efforts will be made to improve 
the Japanese miners' efficiency and output as well and to 
increase the effective yield through the use of modern and 
improved equipment. Surplus inventories of lead are accumu- 
lating and efforts are being made to increase copper and 
zinc output. Crude oil produetion is up but still falls far 
short of Japan's needs and accounted for only about 10% of 
the country's actual requirements. 


Japanese 
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Japanese shipyards have been. extremely active turning 
cut a number of large freighters for foreign buyers, princi- 
pally the Danish, Norwegian, French and Philippine shipping 
interests. There is still a substantial backlog of foreign 
orders, principally for small ocean-going cargo vessels and 
oil tankers. However, increasing competition from European 
ship yards has led to a sharp curtailment in foreign orders 
for larger vessels. Construction for Japanese use was 
limited almost entirely to small fishing vessels and the 
conversion of wartime vessels into modernized cargo ships 
for use in the coastal and inter-island services. 


The pending electric power reorganization bill continues 
to meet with concerted opposition from the electric industry, 
consumer industries and manufacturing circles. The reorgani- 
zation plans call for establishment of nine separate private 
enterprises replacing the present production-distribution 
combine, which is considered by the government to be an 
excessive concentration of economic power. The electric 
power output is one of the leading factors contributing to 
the upswing in industrial activity and production. The 
opposition contends the projected reorganization would be 
detrimental to continued economic growth. 


Shipping Japanese merchant shipping was reieased from 
government control and returned to private ownership and . 
operation on April 1, previous standhy subsidies granted by 
the government hy: been discontinued. Private operators 
were disgruntled by this move and’claimed they were not in 
a position to resume private operations at a time when re- 
strictions to Japan's shipping precluded efficient and profit- 
able overseas carriage. The principal difficulties facing 
owners was the reluctance of other countries to open their 
ports to Japanese ships and the large number of old and in- 
efficient vessels which lay idle in Japanese ports. Most 
of Japanese shipping is confined to coastal and inter-island 
trade. The limited overseas trade now open to Japanese 
vessels has resulted in a shipping surplus aggregating between 
900 thousand to one million tons. Approximately 90% of 
Japan's trade was carriec by foreign shipping during the 
fiscal period ending March 31 at a cost to Japan of about 
$360 million. A shipping agreement was negotiated with 
Korea assuring copes vessels treatment equal to that 
granted to any other nation. Japanese bottoms also have 
carried limited trade between Japan and the Philippines, 


Thailand and other nearby areas. 


Finance 
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Finance Despite some disgruntlement in industrial and 

business circles the national budget on the whole was gener- 
ally accepted. With the announcement of the national budget 
for the fiscal year commencing April 1, the government made 
clear that it will not deviate from the strict retrenchment 
and stabilization philosophy it has pursued during the Occu- 
pation. It announced plans for rationalization and pruning 
of its administrative structure, abolishment of economic 
controls and acceleration in the return of trade to private 
enterprise. The keynote to the government's fiscal policies 
is to be found in the continuing disinflation program and a 
return to normalcy in administration. Early drafts of tne 
budget for 1951-52 provide for a further slash in government 
expenditures and reductions in local taxes. Legislation was 
enacted to encourage foreign capital investment in Japan pro- 
viding for the licensing of foreign enterprises and invest- 
ments contributing to the national economy, either internally 
or threugh increased fo-2ign trade. Remittances abroad of 
interest. dividends and technical contract payments may be 
approved by the Foreign Investment Commission upon individual 
examination. Studies are underway toward eventual exemption 
from taxation of foreign capital investment contributing to 
Japan's economic rehabilitation. 


Businessmen complained that the six months was character- 
ized by a tight money situation, aggravated by heavy tax 
collections in February and March, and a contraction in con- 
sumer spending even greater than the normal seasonal slack. 
Government officials contend that the period was simply one 
of extreme caution. Although savings and business earnings 
were at satisfactorily high levels, there was a marked re- 
luctance to spend either for commodity purchases or for 
investment because of fears of an impending slump and possible 
price drop. Banking circles were urged to assume a more 
realistic attitude toward their loan policies. 


Poroken fr ice During the first six months of this year, 
Japan's import and export trade was placed in the hands of 
private businessmen for the first time since the end of the 
war. Gcvernment trading ceased, although of course imports 
of essential foodstuffs and raw "materials under GARIOA con- 
tinued on a large scale. A monthly export volume averaging 
better than US $50 million was attained. This represents a 
substantial gain over 1949 figures although it still falls 
short of pre-war levels and of the export volume which Japan 
may attain in the not too distant future. The expansion of 
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export trade along normal competitive lines is one of the 
most important projects of the Occupation authorities and 

the Japanese Government and every effort is. being made to 
develop new export markets which Will narrow the gap between 
import and export levels. The outbreak of hostilities in 
Korea has had an immediate effect upon Japan's heavy industry 
and the availability of heavy machinery and equipment for 
export to other areas may be reduced substantially within 

the next few months. 


Although the general pattern of trade places greatest 
emphasis on Southeast Asia, trade with Formosa has increased 
in recent months. Trade with the Communist mainland was at 
a low level. Trade agreements were concluded with the 
Philippires, Burma, Hong Kong, Korea, Thailand, Pakistan, 
Indonesia and Sweden. A trade conference between Sterling 
Area representatives and Occupation and Japanese Government 
officials is expected to result in an expansion in the trade 
level established during the one-year agreement period ending 
June 30, 1950 in which trade between the Sterling Area and 
Japan reached the value of approximately $400 million. Tex- 
tiles accounted for about half the total volume of exports. 
Iron and steel mill products and non-ferrous metals were 
also important commodities as well as industria]. machinery, 
transport and electrical equipment, ceramics, canned fish, 
bambooand straw articles, fish oils, pharmaceuticals, scienti- 
fic instruments, toys.and sporting goods. Foodstuffs were 
among the principal imports. Raw cotton, wool, crude rubber, 
Salt, chemical fertilizers, iron ore, copper and various 
non-metallic minerals accounted for the bulk of Japan's 
import trade. 


Employment and Labor Conditions An increase in indus- 
trial cmployment was noted during the six months period partic- 
ularly in the heavy chemical field although total unemployment 
increased. Wages appear to have become stabilized; and the 
leveling off of consumer prices has led to an increase in 
real wages resulting in the return of real income to pre-war 


levels. Labor productivity has improved markedly with indus- 
tricl output per worker now over twice that of 1947. The 


idea of cradle-to-grave social security has gained support 
from both labor unions and government officials during 1950. 


» * ” 
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CONGRESSIONAL ACTION ON The Chairman of the House Foreign 
ITO LEGISLATION POSTPONED Affairs Committee has sent to the 
Pete President a letter expressing 
regret that, because of the pressure of other urgent business, 
and particularly legislation of an emergency nature, it ap- 
pears impossible for the Congress to act upon the ITO legis- 
lation before the contemplated cate cf adjournment. We have 
informed the Interim Commission of the iTO, the Governments 
of Canada, the UK, the Netherlands and France of the Committee's 
decision that, under present circumstances, the wisest course 
is to reserve the legislation for early consideration next 
session or later this year should the Congress reconvene be- 
fore January. The decision is expected to be released to the 
public shortly. . 


The Committee, in commenting on the degree of public 
interest evidenced b.” the number of witnesses appearing and 
statements filed at the hearings, pointed out that those 
favoring US adherence to the ITO predominated heavily. It 
also assured the President of its awareness of the need to 
take all possible steps for the liberaliza“iion and expansion 
of sound international trade and of the great contribution 
that measures directed to this end can make to the strength 
and security of the US and other friendly countries. 


RESTRICTED 


- * » 


CONFIDENTIAL 


SOME PROGRESS TOW As a step toward eventual Benelux 
BENELUX ECONOMIC BRT ON Economic Union, the Benelux Inter- 
Ministerial Conference recently 
reached agreement on a variety of small measures, which are 
to be implemented during tho present period of pre-union. 
It is now expected that the treaty establishing the full 
economic union, which was previously scheduled to be achieved 
by July 1 1956, will be signed later this year, subject to 
ratification of the three parliaments. Even when the economic 
union is proclaimed, certain limitations may have to be main- 
tained for gocds and payments. 


Agreement Was reached on a number of commercial policy 
matters and a permanunt Benelux Commission was established 
for the practical application of common commercial policies 


adopted 
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adopted by the conference. Begiining in Jenuary 1951, trade 
agreements will be negotiated by Benelux teams, not by the 
partners separately. In accardance with OEEC decisions on 
trade liberalization measures, trade with other OEEC countries 
is to be freed to 60%. In general, the present autoncmy in 
treating imports from the dollar area will be maintained. 
However, for tobacco and perhaps some other commodities a 
common system will be established. A common policy wiil be 
adopted for trade with other non-participating countries. 
New measures to facilitate border traffic of the three corn- 
tries were agreed upon. 


It was decided that proposals to make effective the 
policy on coordinaticn of the establishment of new industries 
must be submitted by October 1, and deaclines were also set 
for the submission of other reports anc recommendations on 
such items as turnover taxes, direct taxes and public con- 
tracts. The Netherlands consented to provide Dutch tourists 
to Belgium with Belgian currency on the same basis as other 
OEEC countries. 


Although extensive consideration was given to the prin- 
ciples of agricultwal integration, no progress was made ir. 
settling the problez and further discussion was deferred 
until a special session to be held in September. The Beigian 
Minister of Agriculture maintained that acceptance of provisior 
of the draft vrotocol on agriculture woula mean the fali of 
the Beigian Government, and the Netherlands Minister of Econo- 
mic affairs indicated that if the agricultural protocol were 
not adopted he ‘would withdraw Dutch acceptance of the commercis 
policy agreement. 


Earlier Steps Toward Unicon Benelux, the union of the 
Netherlands, Belgium and Luxembourg, Was conceived during 
the war by tne three Gcovernments-in-exile which decided that 
as the first step toward complete economic union they would 
form a customs union immediately following liberation. On 
September 5, 1944, they signed a customs convention providing 
for the establishment of a common tariff. However, it did 
not eliminate excise @dutics and other taxes upon goods origina 
ing in partner countries nor did it provide for the additicnal 
steps required to achieve a complete union. Although the 
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and 2) the desirability for consurer representation in de- 
cisions on such findings, including consumer participation 
in fixing reserve prices, indeperient of their financial 
contribution to the scheme. We have further informed 

ir. McCarthy that we feel that the present wool shortage 
problem is a separate and prior issue and that we hope it 
will be so regarded by other coun‘-ies. 


World Wool Sitvation For th: last five years, worid 
consumption of wool has exceeded 1 oducticn, with world 
avparel wool stocks being reduced :‘rom about 5.4 billion 
pcunds, grease basis, in 1945 to 1 out 2.4 billion pounds 
in June 1950. It is anticipated iiat for the period July l, 
1950 to June 30, 1951 consumption vill again exceed procuc- 
tion perhaps by as much as 15 to “(%. It is expected that 
vhe 159 million vounds remaining 1: the stocks of the UK- 
Doni ud.sn Wool Disposals Ltd. wil: be liquidated by the end 
of the 1950-51 wool year. 





Us_ Wool Situation Wool pro.uction in the US has been , 

declining steadily since Woric W:r II until in 1950-51 it 

is estimated at 105 million nour¢s, scoured basis, the 

lowest in 70 vears. As a result of expanded economic activ- 
sy and increased military reauivements, US consumption for 
1950-51 will be an estimated 60% higher than anticipated 

by the Munitions Board in May of this ycar. It is now 
estimated that US requirements vill total 480 miliijon pounds, 
necessitating imports of 375 m:i.lion pounds. US wool imports 
in 1949 amounted to only 139 million pounds, scoured basis, 
and imports of 375 million povnds have been exceeded only 
once before in the history of the American wool trade. 

These reouirements wili be even higher if the Munitions 

Board decides to stockpile raw wool or create a war reserve 
of end items. 


If tre US does not receive a supply of wool adequate 
in terms cf requirements, it nay be necessary to impose 
cousumption aliocations in crder to mect military require- 
ments. Wool received under an allocation system should be 
aliocated among US wool importers on the basis of a previous 
battern of opevacions. Should the amount of wool available 
to the US be in excess of the requirements of the wool 
trade, the surplus could be purchased by the Government and 
heicg as stocks. 


Iron 
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iron Curtain Purshases Tre USS and its satellites 
have procured substantial cuantities of wool in past auctions. 
Although it would be highly desirable to curtail Soviet and 
Sateliite access to Scuthern Hemisphere wool, we consider 
an approach on straignt security grounds wouic be fruitless 
becuase cf the reluctance of producing countries to offend 
the Soviets by irnesing restrictions or an embargo and 
because «f the marginal importance of imperted wool for 
the Seview Bice. Any international aliocation procedure 
should be arrange? so as te minimize Soviet Eloce acaquvisi- 
tions by means of justification ~eyuirements or through 
she selection of vroper oase pericds. 





* % * 
UNCLASSIFIED 


REPORT OF {iONLD PRANK The Interrational Bank has transmitted 
Waiss.0N TO COL SIN” to Colomina the report of the economic 

ex mission,which was organizéd last year 
under the Bank's sponsorshi) to assist that country in its de- 
velopment plans, The mission, headed by Laughlin Currie, was 
assigned the task of develouuing the framework for a comprehen- 
Sive, integrated development rrosram designed to raisc the 
stancard of living of tre Colcabian peonie. The report is the 
result of nearly 2 vear‘s work, and is focused on how Columbia's 
phrvsical and finzneial resources can best be used and what 
government anc private action should be taxen to that cnd, This 
repoi't is particuiarly signiticant since it is the product of 
the International Benk's first comprehensive survey type of mis- 
Sion and marxs the extension of the Bank's operations to render- 
ing large-scale technical ass:istance to its members. In submit- 
ting the report to Colombia the Bank points out that it had not 
considered fully the recomendations therein, and therefore, they 
shouid be consicered not as the Bank's recommendations to Colom- 
bia but as subjects for stuay and discussion between the Bank 
ana Colombia, Colombia is already taking active measure, in 
line with the mission's recommendations, to obtain expdart assist- 
ance in improving governmental organization and administration, 
and has decided to establish a non-partisan commission of out- 
Standing citizens to study the report and make recommendations 
thereon to the government. 





Tne Currie mission has ccnciuded from its study of the 
Colombian economy that considerabie economic progress, 2ccom- 
panied by far-reaching social and voliticai changes, has already 
taken plase, and the potentialities for future development are 


great. 
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great. On the darker side, however, is the fact that this pro- 
gress has been quite uneven and the great majority of the people 
are inadequately fed, clothed and housed, their health poor, life 
expectancy is short and a large proportion are illiterate. The 
most important requirement for improving the Colombian living 
standard is to bring about an increase in production considerably 
greater than the increase in population, which the mission believe 
can be accomplished through adequate improvement in the present 
organization of the Colombian economy and better direction of the 
flow of savings and foreign funds available for investment. Its 
report, therefore, offers conclusions and recommendations for im- 
provement in production and other practices, and in the organiza- 
tion and direction of capital investment throughout the economy. 
The report covers agriculture, industry and fuels, transportation, 
public health, welfare and education, electric power and community 
facilities, housing and other building, public finance and fiscal 
policy, monetary and banking policy, foreign trade and exchange, 
government organization and economic data. 


Total capital outlays for this program in the years 1951-55 
are estimated at about $2.5 billion, or an average of about $500 
million per year. Of this total, about $500 million would be 
required for imported equipment during the five year period. 


Since Colombia is preponderantly an agricultural economy, 
success in raising its general standard of living will depend 
largely on the possibility of improving agricultural productivity 
and the mission's recommendations in this field are therefore 
directed to bring about an increase in outnut per worker. The 
mission was most forcibky struck by the paradoxical and uneconomic 
use of land and proposes specifically that under-utilization 
should be penalized. The needs for agricultural credit are being 
met to a very limited extent only, and therefore, the mission reco 
mends that credit activities be expanded and closely associated 
with assistance in better farming methods. The numerous govern- 
ment and government-assisted programs for improving agricuitural 
practices should be consolidated for greater effectiveness. There 
should be developed a closely knit, flexible combination of re- 
search, along with programming of production goals, education in 
technical improvements, market information, production and market- 
ing credits. 


The development of industry in Colombia appears on the whole 
to have been logically and soundly based, although the production 
of power and fuels and development of lumbering and the forest 
products industry have lagged. The mission considers private 
initiative likely to be most effective and private capital amply 
available for the expansion of industry, it' economic conditions 
are generally favorable, and recommends that government policy 
stress the promotion of private industrial enterprise rather than 
state-owned undertakings. Incentives to increased efficiency on 
the part of both management and labor appear necessary. 

Transportation 
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Transportation voresents an especially difficult problem 
in Colombia. The mizs-on recommends changes in management and 
operating practices to increase the efficiency of existing trans- 
portaticn facilities as weil as to extend and improve these 
facizities. It also proposes the establishment of more effectt#ve 
regulatory machinery to improve coordination of the various forms 
of transportation and to protect the public interest. 


Since there is a natural tendency in formulating plans for 
economic development to stress those sectors of the economy which 
contribute most Girectly to the production of goods, health and 
ecucation standards in Colombia have advanced less rapidly than 
preauction anc national income The mission devoted considerable 
attention to these probiems and to possible means of effecting 
improvements In improving the standard of public health, the 
mission feels chat major emphasis shouid be given to strengthening 
and reshapirns; the public nealth structure, safeguarding environ- 
mentai health, trainine and recruiting more professional personnel 
With ressec” to improv: ae the educationai stmndard, the mission 
considers it impcrtant *o increase the numbers and improve the 
training of teachers, to accelerate the construction of schools, 
to increase pnractical education in rural communities, to expand 
the program of vocational training, and to provide additional 
fanancial aid to promising needy students. 


The mission feels that the adeguacy of electric power, sani- 
tary facilities and similiar services has a major bearing not only 
on comfort and convenience but aiso on the possibilities for in- 
dustriai development, the efficiency of labor and the general rate 
of scientific, technical and social advance. Colombia has made 
great strides in providing such facilities in recent years, but 
the need stili far exceeds availabilities. The mission projects 
a great expansion in Colombia's power capacity over the next five 
years and considers it important that this work get under way at 
vonce. In the field of water supply and sewerage, first priority 
should be given to providing at least minimum facilities to every 
community which now lacks them. The financing of power and other 
community facilities represents 2 serious problem since @2 major 
share must come from local sources which are presently the weakest 
part of Colombia's governmental structure. The mission points out 
that tne need for housing, particularily low-cost housing, is very 
great in Colombia and recommends government action to promote large 
scale, low-cost building of houses, to assure the observance of 
minimum construction and hygiene staniards and to keep interest 
rates within reach of those who need housing. However, actual 
construction should be performed by private enterprise with the 
government provicing incentives and setting standards. 


& The mission 
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The mission notes that proper formulation and execution of 
financial measures are essential to a comprehensive development 
program. In view of the increase in public expenditures entailed by 
by the proposed development program, it is most important that 
the government obtain its revenues in ways which wiil be condusive 
to economic stability and wnich wiil contribute to a broad dis- 
tribution of purchasing power, at the same time encouraging the 
Geveiopment of private business in directions most beneficial ¢ 
the general weifare, With respect tc taxation, the report recom- 
mencs that the present income tax structure with three sets of 
rates be consolidated into one; the capital gains tax broadened; 
and required additional revenue reised, first, by better tax col- 
lection, second, by raising rates and lowering exemptions of in- 
come taxes, and third, sy selectiveiy increasing excise taxes and 
customs dutics. The entire svstem of budget accounting and pre- 
sentation should be revised so that the government's revenue and . 
expenditure accounts, their impact on economic activity, and the 
level of the puoiic dent conn be adequately appraiseai. The mission 
feels that this presents a dirficult problem and mey well call 
for special technical heip. Tné wission recommends that tne di- 
vision of functions and of sovrces of revenue among the three 
governmentai Jevels be reviewed cemprenensively to reduce inequi- 
ties anc umdlue compiexities in the present structure, and suggests 
consideration of the reforms proposed in this connection by the 
Colombian Ministry of Finance. Tue mission notes that during the 
past decade, inflation nas vrofoundly influenced the economy of 
Colombia and ti:at, while the rise in prices in Colombia was an 
almost unavoidable reflection of world developments, it was 
stimulated also by the expansion of commercial bank credit and 
government borrowing from the Central Bank. The mission recog- 
nizes that the formulation of corrcct central banking policy is 
Gifficult, and suggests outside assistance in the development of 
this policy. | 


Colombia's foreign trade position is relatively favorable at 
present and the continuaticn of this situation for the next few 
years should greatly ease the problems of development, if wise 
financial policies are followed. The mission recommends an inten- 
Sive analysis of possible changes in monetary and exchange policy 
as an integral part cf the study of its over-all development 
program and suggests that this analysis might be carried on in : 
close consultation with the International Monetary Fund. The mis- 
Sion aiso notes that the Ccilombian economy could derive consider- 
able benefit from larger and more diversified private investments 
from abroad and that such: investment must be increased. 


Tne mission 
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The mission recommends that an intensive study of the ad- 
ministrative structure and probiems should be undertaken by 2 
special public administration advisory mission. Among more 
pressing problems to be stucicd in this connection are the need 
for strengthening the Cffice of the President, the importance of 
distinguishing between operational and regulatory functions, the 
relations among the different levels of government, and the urgent 
necessity of imoroving government personnel. The mission also 
urges that every effort be made to build up within the government 
a competent group of economic technicians to improve the quality 
of basic statistics and-to study tneir significance more fully, 
and thus provice a firm basis for future planning and implementa- 
tion of natiomal development policies and programs. 


UN? LASS IFIED 
. * * 
SEURET 


US TO GRANT MEYICAN Tne President has approved a joint State-Cé 
ATR CARRISR PERMIT recomnendation that tne US grant uncondi- 
dint tionsliy tne application of the Mexican 
airline Aerovius Guest for commerciai rights at Miami on 2 route 
from Mexico City to Europe, The iscuance of this permit is ex- 
pected within the next few davs. Tne Department hopes this will 
Clear the atmosphere for p-ssible resumption of discussions with 
Mexico for a civil air transport agreement. Repeated efforts 
have been made over the last four years to obtain an aviation 
bilateral with Mexico which would implement certain of the civil 
air routes for US carriers established by tne Latin American 
Route Case. Meanwhile, we hive continued to operate five routes 
into Mexico while Mexico operates oniy one route into this coun- 
try. About a year ago we cttempted to utilize the Aerovias Guest 
application as 4 yuid pro uvo to obtain the right for Eastern 
airline to operate its cerstticated route New York-New Orleans- 
Mexico City. (See page 7, November 14, 1949 Issue of Current 
Economic Developments). lowever, the Mexicans have refused to 
negotiate on this basis and there is no reason to expect that 
they will change their attitude. 
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OF=EC CCtINCIL APPROVES The Council of OEEC has now approved 
EUROPEAN PAYMENTS UNIGN the final drafts of the European Pay- 
ments Union and trade liberalization 
documents. (See page 1, June 26, 1950 issue of Current Economic 
Developments). However, the participating countries wilT not 
sign the EPU agreement until after the US Congress has taken 
final action on the ECA appropriation for fiscal year 1950-1951. 
This procedure was adopted in view of ECA's desire to wait until 
Congress appropriated funds before giving a formal firm commit- 
ment, or being formally committed, cn the implementation of the 
European Payments Union. We have aiso reserved the possibility 
of proposing changes in the form of ECA's commitment to the Pay- 
ments Union. The OEEC Council adopted a resolution to the cffect 
tnat its trade liberalization decisions should come into force 
with the signing of tne EPU agreement, thereby postponing until 
that time further steps toward the 60% liberalization-of-trade 
goal and related rules of non-discrimination. The Council also 
approved the extension of the present intra-European payments 
arrangements from August 31 te September 30 if EPU does not come 
into opveration vefore September l. 








* + * 
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SUGGESTED POSTPONEMENT OF Eecause of suggestions made by 

GATT NEGOTIATIONS REJECTED some members of Congress and repre- 
sentatives of private industry 

that the Torquay trade-agreement negotiations should be post- 

poned because of unsettled world conditions, the Department 

has reviewed the situation. After careful consideration of 

the problem in the light of the Korean crisis and the possible 

consequences it may entail, the Department has come to the 

conclusion that postponement of the Torquay negotiations would 

be contrary to our own best interests as well as those of other 

free nations who are cooperating with us. 


Among the considerations which have led to this conclusion 
are: the effect which the tariff negotiations can have upon 
the efforts of the US and of other friendly countries to com- 
bat the anticipated inflationary tendencies of their respective 
economies; the effect which the successful conclusion of the 
Torquay negotiations can have in helping correct the present 
imbalance in our trade by increasing the dollar earning capacity 
of other friendly countries; and the effect which the negotia- 
tions can have in reducing trade barriers existing between 
other countries, particularly the nations of western Europe. 
In connection with this last point, the Torquay conference 7 
will provide an opportunity to bring Western Germany into close 
and lasting trade and economic relationships with the US and 
most of the other countries of the fre: world. The Department 
feels that the invasion of Korea has greatly increased the need 
for economic strength and unity in the nations of the free 
world and that the Torquay conference, by widening the area 
of international cooperation, will contribute to this objective. 


In informal statements to Congress we have pointed out 
that some 40 governments have agreed to participate in the 
Torquay negotiations and have substantially completed extensive 
and lengthy preparations. An enterprise of this magnitude, 
which requires long-range planning and careful timing, cannot 
be put off for a few months; postponement would in effect mean 
cancellation. Unilateral action by the US to make the Torquay 
conference impossible by our refusal to participate would not 
be understood and would be strongly resented by other countrics. 
If the conference were cancelled, it would be looked upon as 
being a US decision to retreat from the principles of the 
reciprocal Trade Agreements Act. This feeling undoubtedly 
would be strengthened because of delay in US adherence to the 
ITO Charter. 


Spokesmen 
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Spokesmen for a number of industries engaged in the 
domestic production of commodities on which the possibility 
of tariff concessions by the US will be considered at Torquay 
have expressed concern about possible adverse effects of the 
negotiations upon particular industries. They are being 
assured that the interdepartmental Committee on Trade Agree- 
ments will not make a recommendation to the Presicent for the 
modification of a duty on any product which in the Committee's 
judgment would be likely to result in or threaten serious 
injury to a domestic industry. Because cf the established 
policy of including an adequate escape clause in our trade 
agreements, concessions granted by the US during the Torcuay 
negotiations, may be modified or withdrawn if, contrary to 
expectations, imports should cause or threaten serious injury 
eS domestic industry producing like or directly competitive 
products. 





from the US to finance projects 
which will probably total $150 million, and has asked the 
advice of the National Advisory Council in this connection. 
The projects for which credit is requested are in the fields 
of agriculture, including irrigation; transportation, includ- 
ing railroads and highways; telecommunications; and electric 
power. If it grants the requested line of credit the Eximbank 
will retain the right to consider on their individual merits 
the projects submitted by Mexico for financing thereunder 
and to consider Mexican ability to repay in each case. In 
making this new request, the Mexicans indicated that they 
wish to terminate the discussions for a loan to be used in 
the development of the Mexican Government petroleum industry, 
which have taken place intermittently since March 1949. The 
Mexicans have urged favorable action on their request by 
September 1 so that President Aleman may announce it in his 
annual message to Congress. ~ 
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POLISH-SOVIET ECONOMIC A hastening of Polish integration 
INTEGRATION ACCELERATED into Soviet economic planning and 

a new emphasis on the exploita- 
tion of the Polish economy has been noved in recent months 
by Embassy Warsaw. The economic provisions of the treaty 
with East Germany, long-term trade and investment agreements 
with the USSR, and the expansion of Poland's six-year plan 
all reflect further coordination of Polish production with 
that of othe. satellite countries, further removes economic 
exchanges from western orientation, and more closely inte- 
erates Polish production with Soviet aims. These develop- 
ments apparently follow a Soviet reappraisal of the whole 
political-economic situation in Poland and imply that 
Poland now has increased industrial responsibilities within 
the framework of the Soviet orbit under conditions of greatly 
accelerated "socialization". 


Polish-East German Agreement The treaty confirming 
the Oder-Neisse frontier and according Poland pe.manent 
and legal possession of the so-called Recovered Territories 
has important consequences to both Poland and Germany as 
well as neighboring states. The newly acquired territory, 
comprising about one-third of the present area of Poland, 
is a rich agricultural region and increases Poland's indus- 
trial potential by about 35%. The series of commercial 
agreements signed during the visit of the East German 
delegation to Warsaw in June provides for a regular permanent 
exchange between the two areas within the framework of 
Soviet-sponsored aims. Under terms of the agreement, Poland 
is to provide agricultural materials and raw materials to 
the East German area in exchange for machinery, equipment 
and manufactured products. Part of the materials supplied 
by Poland_to East Germany is to be covered by a substantial 
credit. Jt is expected that some important changes will 
have to be made in Polish fiscal planning to allow for the 
extension of such credits. 


Polish-Sovict Economic Agreements Although the sub- 
jects discussed by the recent Polish economic mission to 
Moscow were cloaked in secrecy, it is apparent that the 
principal objective was to review Polish-Soviet economic 
relations and to further integrate Polish production with 
Soviet economic plans. & Polish-Soviet agreen-nt was signed 


on 
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on June 29 covering 1951 trade, a goods exchange for 1953-58, 
and the supply to Poland by the USSR of capital investment 
equipment during 1951-58. The latter is partly covered 

by a 400 million ruble credit, which at least doubles Polish 
indebtedness to the USSR. The plan to increase the annual 
turnover by 60% over the 1948-50 average indicates that the 
Polish economy will make an increased contribution to Soviet 
designs. Subordination of Polish production to Soviet eco- 
nomic planning also is suggested by mention of the period 
1953-58 which has no bearing on existing Polish plans. Poland 
apparently is becoming an increasingly important field of 
Soviet exploitacion, and Poland's dependence upon the Soviet 
sphere as a customer as well as a supplier has greatly in- 
creased. 


Other questions which probably were covered in the 
economic discussions include adjustments in Polish plans 
resulting from the growth of economic exchanges with East 
Germany that may have repercussions on the rest of the satel- 
lites; Poland's dwindling trade with the west and extent to 
which Soviet materials can and will replace western equipment; 
and the price of Polish coal. 


Poland's Six-Year Plan Expansion of the draft Polish 
six-year plan, announced July 15, apparently is another direct 
result of the Polish economic mission. These changes couple 
the plan with the recent Polish-Soviet economic agreement, 
which promises Poland some of the necessary materials. The 
plan calls for further development of heavy industries before 
increasing living standards and speeds up the development of 
Socialist institutions throughout all phases of Polish 
life. According to the head of the Polish economic mission, 
Poland's industrial production in 1955 will be 250% greater 
than in 1949 and agricultural production will increase 632. 
This intensive industrialization program contemplates 4.6 
million tons of steel, 100 million tons of coal, 19.3 billion 
Irilowatts of electric energy and a great new chemical industry. 
The keynote of the agricultural policy is a general socialistic 
offensive with extended use of forced deliveries of agricul- 
tural products, increase in the supply of agricultural imple- 
ments, and elec‘rification of villages. Coilectivization of 
many small and medium farms is projected. 





et 
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CO LE Agreement in principle has been reached 
OF MILO Tf among the government agencies concerned to 


sell a substantial auantity of. milo (grain 
sorghum) to India. The details of financing and the exact 
quantity to be made available this year are still understudy. 
The grain is urgently needed to alleviate the critical food 
situation and to guerd against possible price rises in connec- 
tion with political plans to decontrol food at the end of 
this year. 


The Indian Government in June asked whether we would con- 
sider the sale of 500,000 long tons of milo annually for two 
years at the concessional price of $1.40 per hundred weight from 
stocks held by the Commodity Credit Corporation. The Department 
strongly urged granting this request since it offers the most 
favorable opportunity to counteract some of the widespread un- 
favorable effects upon our relations with India resulting from 
our inability to supply that country with 1 million tons of 
wheat on a concessional basis last year. (See page 1, April 20, 
1950 and page 4, October 31, 1949 issues of Current Economic 
Developments.) It is essential to improve our relations with 
India at this time, in view of recent developments in Asia and 
as a measure to add to the stability of. the Nehru Government. 
The arrangement would put surplus stocks of milo to a most use- 
ful purpose, that of supplementing the diet of undernourished 
people. We are convinced that the Government of India is offer- 
ing the maximum price it can afford if the milo is to be dis- 
posed of to rationed population at the normal price. Several 
months ago India took 200,000 tons of milo at 91.80 per hundred 
weight. At the time Agriculture wanted to sell about 500,000 
tons but India did not have the funds to purchase this amount. 





Considerable difficulty has been encountered in the US in 
finding funds to finance the purchase at the concessional price 
requested. Market price for milo has risen appreciably since 
the June transaction at $1.80 and Agriculture is unable to meet 
this price now let alone sell at $1.40 as requested by India. 
Only limited funds are available to cover the difference between 
the $1.40 India is prepared to pay and the $1.87 which Agricul- 
ture is asking under present market conditions. These include 
CCC capital funds, Section 32 funds, or ECA funds for the area 
of China. Agriculture took the firm position that it would be 
criticized for using its funds to supplement foreign aid funds 


appropriated 
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appropriated by Congress and that utilization of CCC capital 
funds for this purpose would set an undesirable precedent. 

It has been agreed that the 47¢ subsidy to permit the Indians 
to obtain the milo at $1.40 will be paid from the China 4rea 
Aid Fund. Questions remain to be settled on the necessity for 
bilateral agreement, supervision of end use, provision fer 
counterpart funds, and the necessity. for meeting requirements | 
governing use of ECA funds. In view of the extent to which 

milo has to be subsidized to meet the Indian offer the quantity 
which can be made available on this basis may have to be reduced. 
Consideration will be given at a later date to the request for 

a Similar quantity next year. at 





SECRET 
* * * 
CONFIDENTIAL 
C EC The eleventh session of the Economic and 
SION C Social Council, which met in Geneva July 3 


to August 15, was one of the most productive 
and important sessions of that organization. Convening a little 
more than a week after the invasion of South Korea and without 
the disturbing presence of the USSR, Poland and Czechoslovakia, 
which did not send delegations, a great deal of work was accomp- 
lished. Major economic achievements included adoption of a 
long-range program for combating economic depression and unem- 
ployment; adoption of a program for promoting the financing of 
economic development; adoption of a resolution to review the 
organization and operation of the Council and its commissions 
with a report to be submitted to the thirteenth session of the 
Council; and action to clarify the authority of the Interim 
(tection) Committee for International Commodity Agreements 





Full Employment The full employment program which was 
finally adopted is in line with our pre-session position (See 
page 3, June 19, 1950 issue of Current Economic Developments ), 
but contains some adjustments to other views, particularly those 
of the British. The resolution contains recommendations to the 
governments about what they should do in their own countries to 
avoid large-scale unemployment, and also provides for internation 
collaboration to prevent the spread of unemployment and for regul 
UN review of each government's success in achieving the declared 
objectives. 


The 
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The US-UK disagreement was characterized by strong British 
Support for automatic employment policies and measures to be 
taken domestically and internationally when unemployment 
reached a certain peak along the lines of the experts! report 
of last December. After the US made its statement throwing 
cold water on those proposals in the experts' report, there 
was a temporary impasse, which was eventually overcome by the 
British giving way in return for our acceptance of a further 
study of the problem of the international impact of recessions. 


The domestic section of the resolution recommends that 
each government publish annually a statement of its economic 
objectives for the coming year or for a longer period, such 
statement to be accompanied, wherever practicable, by a state- 
ment of quantitative goals or forecasts relating to employment, 
production, consumption, investment or such other pertinent 
measurable economic factors as may be significant indicators 
of the trends of its economy. It is also recommended that each 
government make known the standard by which it defines the 
meaning of full employment as a continuing objective of policy. 
The resolution further recommends that each government formulate, 
announce, and periodically review its measures to achieve full 
employment. The UN Secretary General and the Economic, Employ- 
ment and Development Commission are to analyze the reports 
and studies submitted by the governments. 


The international section of the resolution recommends that 
each UN member intensify its efforts, while pursuing its employ- 
ment and other domestic goals, to achieve and maintain equilib- 
rium in its balance of payments. Such equilibrium should be 
characterized by: 1) Development of trade along lines envisaged 
in relevant international agreements. This would involve the 
absence of quantitative restrictions on international trade 
imposed for balance of payment reasons and of exchange restric- 
tions on current account transactions; a low level of other 
trade barriers; and a minimum of discrimination in the appli- 
cation of such trade, monetary, or investment restrictions; 

2) An increased and stable flow of international investment 
funds; and 3) A level of reserves of convertible currencies 

and gold which would be sufficient to enable each country to 
meet normal fluctuations in its receipts of foreign exchange. 
The International Monetary Fund is urged to make its resources 
available to its members as fully and readily as its articles 

of agreement permit. This replaced the mandatory recommendation 


of the 
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of the experts which would have made automatic the provision 
of the currency of countries suffering from unemployment 
through the Monetary Fund if other countries net trade 
balances were adversely affected as a result of such a de- 
pression. Members are asked to furnish the UN Secretary- 
General at his request with pertinent infonmation on their 
estimates of balance of payment positions ang information 

on related economic policies for the coming year or longer. 


With the object of facilitating the Council's further 
consideration of the unemployment problem the Secretary-General 
is requested to appoint a small group of experts to prepare a 
report on unemployment and underemploy::ent in underdeveloped 
countries and national and internationi.1 measures required to 
alleviate this condition. This report is to be submitted to 
the Economic, Employment and Development Commission for study 
and preparation of further recommendations to the Council. 
Governments are also called upon to furnish quantitative 
estimates of the main elements of the balance of internaticnal 
payments that it hopes to attain by 1954 along the lines of 
the projections currently being made by OEEC. This information 
would be examined by a group of independent experts who would 
be free to criticize the governments' programs on their own 
responsibility. 


Economic Development Final action on financing eco- 
nomic development was quite satisfactory to us in that it 
eliminated any suggestion of international financing on a 
grant or semi-grant basis for development in the fields of 
health, sanitation, education and housing. To further these 
objectives the final: recommendation urged that underdeveloped 
countries give greater attention to the formulation of in- 
tegrated programs of development and to the planning of 
loan projects; that governmental and intergovernmental cre- 
dit institutions study means to carry out these programs 
at rates of interest and on terms of amortization de- 
signed to place the smallest feasible burden on the ex-. 
change availabilities of the underdeveloped countries, 
consistent with the maintenance of these institutions as 
self-supporting entities. It is also recommended that 
due consideration be given to local currency costs as re- 
flected in the balance of payments in considering the 
amount of external financial assistance needed. 





Economic 
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np oymen ommission was changec .e Economic, 
Employment and Development Commission with a seaher tis en- 
larged to 18. At the same time the sub-commissions on Employ- 
ment and Economic Stability and Economic Development are abolishe: 
The new Commission is to meet twice a year and at one of these 
meetings the financing of economic development is to be discussec 
The new Commission is established on a temporary basis since 

the entire organization of the Council is coming up for considera. 
tion within the near future, including the regional economic com- 
missions. 


international Commodity Arrangements Action was taken 
which clarified the authority of the Secretary-Generai to con- 
vene intergovernmental commodity conferences on the advice of 
the Interim Coordinating Committee for International Commodity 
&greements (ICCICA). This step removes the procedural obstacle 
to a tin conference and the UN Secretary General has issued 
invitations for such a conference on October 25. A General 
Assembly ruling on the calling of international conferences was 
in conflict with the procedures under which commodity confer- 
ences would be called in accordance with pertinent sections of 
the ITO Charter. The ECOSOC action removes this procedural 
difficulty. 


Social Items The ECOSOC Council adopted the position 
supported by the US that the draft international Covenant on 
Human Rights be submitted to the General Assembly at its 1950 
session. A proposal, supported by the JS, to refer the Covenant 
to the General Assembly without discussion, was rejected. Also 
rejected was a proposal to postpone discussion until the next 
session of ECOSOC, meanwhile asking for comments from the 
governments, specialized agencies and non-governmental organi”’a- 
tions. However, the final resolution requests the Secretary- 
General to obtain from the governments their observations on 
the Covenant and requests the Commission of Human Rights at its 
March 1951 meeting to review the Covenant for submission to the 
July 1951 session of ECOSOC. The Council also adopted a reso- 
lution to reconvene the ad hoc Committee on Refugees and State- 
less Persons in order to redraft the Convention on the Stutus 
of Refugees and the Protocol on Statelessness for referal to 
the General Assembly. ECOSOC adopted a Statute for the High 
Commissioncrs Office for Refugees for consideration by the 


General 
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General Assembly.: The High Commissioner will succeed the 
International Refugee Organization. A resolution was adopted 
setting forth terms of reference for the future organization 
and status of the United Nations Children's Emergency Fund. 

The establishment of an International Children's Endowment 
Fund was approved and the program is to be submitted to the 
General Assembly. The General Assembly is also to consider 
resolutions of the Freedom of Information sub-committee dealing 
with interference with radio broadcasts and freedom on informa- 
tion and press in times of emergency. In voting on this reso- 
lution, we underlined the fact that we would have preferred the 
resolution to point up the fact that it was USSR radio jamming 
that was being condemned. while there was a great deal of dis- 
cussion on forced labor, consideration of a resolution was 
postponed until ECOSOC's next session. 


Other Matters The reports of the Regional Economic 
Commissions were approved and a resolution adopted noting 
with approval the ECLA proposal for study on Ways and means 
to expand trade between Latin America and Europe. Technical 
assistance for Libya after the achievement of independence 
“ be submitted by ECOSOC to the General Assembly for discus- 
sion. 
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TIO The fifth annual meetings of the Boards 
ND VEET of Governors of the International Bank 
and Monetary Fund are scheduled to begin 
in Paris on September 6. Although the announced agendas for 
these meetings contain, as usual, only routine matters, it is 
anticipated that a number of problems, principally in connec- 
tion with the Fund, will arise either within or in addition 
to the formal agenda. The Annual Reports of the Bank and Fund 
wiil be presented, offering member countries an opportunity to 
raise any objections, although approval or acceptance of the 
reports by the Board of Governors is not required. The US 
will not offer any objections to either report. The Union of 
South Africa may again challenge the gold policy of the Fund, 
which the US will support. The report of the Executive Board 
against adoption of South Africa's resolution of last year is 
not acceptable to that country and its comments will presumably 
center on this report. | 


If the question of the use of the Fund's resources comes 
up during the meetings, the US representative will outline our 
view that drawings should not be automatic but that requests 
should be subjected to close scrutiny. The US considers that 
drawings should be approved only under conditions which include 
a specific determination by the Fund that the par value of the 
member is appropriate, that drawings cannot. be primarily attrib- 
uted to programs of development or rehabilitation, and that 
the member is taking all steps essential to assume as soon as 
passible its full obligations under the Fund Agreement. In 
addition, we think that a specific commitment to repay within 
a short period might be required from members otherwise eligible 
to draw. The most probable criticism of these views is that 
they do not give countries sufficient assurance to permit them 
to rely on the use of the Fund's resources as a second line 
of reserves in considering undertaking the risks associated 
with the relaxation of restrictions. 


Other substantive issues which may arise (either inside 
or outside the formal meetings) includes 1) the determination 
of a par value for the Pakistan rupee (which the Executive 
Board of the Fund is to consider in Paris immediately after 
the close of the annual meetings); 2) possible criticism of 
the European Payments Union; 3) Yugoslavia's proposed request 
for a $15 million drawing; 4) Chile's disputed repurchase 
np and 5) the Petsche proposal for a European Invest- 
ment Bank. 


It 
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It is anticipated that the Czech delegation will attempt 
to unseat the Chinese Nationalist representative at these meet- 
ings and to seat instead the Chinese Communists. The US repre- 
sentative will vote against such an attempt on the grounds 
that the US recognizes the Nationalists as the government of 
China, but will accept the decision of the Board of Governors 
without reservation. Although it seems likely that our posi- 
tion will be sustained, we are anxious to avoid a victory 
achieved solely through the weighted voting power of the US 
and only a few other countries and have therefore requested 
the support of other member governments. Reactions so far 
have been generally favorable. It is possible that the Czechs 
may seek to elect a Czech Director on. the Bank or Fund and 
steps have already been taken to form a voting alignment which 
will almost certainly preclude such an eventuality. In any 
event, it is expected, that the Czechs, as the only Soviet 
bloc members represented at the meetings since the withdrawal 
of Poland this year, will again use the meetings as a propa- 
ganda forum, although it is possible that they too may withdraw 
their membership. 





IMF Report Stresses Effects of Devaluations Since the 
September 1949 devaluations represented the most significant 
financial development of the period, the Annual Report of the 
IMF for the fiscal year ended April 30, 1950 devotes primary 
attention to the underlying causes and effects of these actions 
up to that date. Recognizing that these devaluations were 
inevitable as a result of the postwar payments situation and 
noting that they had achieved relatively favorable results so 
far, the Fund warns that devaluation by itself cannot provide 
an adequate solution to the payments problem. Devaluation 
can only be the beginning of a difficult process of which the 
immediate purpose is to improve dollar payments and the ulti- 
mate purpose is to establish convertibility of currencies, 
with a view to extending as widely as possible the multilateral 
structure of world trade and the most economic allocation of 
resources. The measures still to be taken are no less urgent 
than were the devaluations, and the Fund considers it the duty 
of all governments, in both deficit and surplus countries, to 
see that the necessary financial and trade policies are put 
into effect and resolutely maintained. The Fund also feels 
that the September devaluations have provided a basis for 
further progress toward the goal of convertibility. Recogniz- 
ing that the full realization of the conditions precedent to 
convertibility is not yet in sight, the Fund feels that under 
the presently improved circumstances some progress can never- 
theless reasonably be made toward the relaxation of exchange 
restrictions. 

The 
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The distortion in international payments which had begun 
even berore the war was aggravated by far-reaching changes in 
the world economy in the postwar period, making readjustments 
of exchange rates inevitable. The question was thus not... 
whether but when such adjustments would take place. As long 
as there were serious shortages throughout the world, the in- 
flated prices of Europe and other regions did not prevent 
their exports to Western Hemisphere countries from expanding, 
and devaluation would only have generated additional demands 
which Shese countries would be hard pressed to meet. This 
situation changed gradually during 1948 and 1949; production, 
particularly in Europe, expanded greatly, while the rate of 
growth in dollar exports and world trade slackened. By June 
1949, an almost critical increase in the dollar deficits of 
many countries became evident and prompt and effective meas- 
ures were urgently needed to reverse the trend. The sharp 
reduction in imports from dollar areas which took place in 
the third quarter of 1949 were inadequate to halt the deteriora- 
tion in the dollar payments of the non-Western Hemisphere coun- 
tries. Devaluation was therefore necessary to restore a better 
balance in dollar payments and the general expectation of such 
a development made it desirable that the adjustment take place 
without delay. The Fund considers that the extent of the ex- 
change rate adjustments actually made (30.5% in most cases) 
seems on the whole to have been reasonably well adapted to 
solving the payments problems of the devaluing countries, to 
thé extent that this could be done through devaluation. How- 
ever, only actual experience can show whether the devaluations 
and the policies that accompany them will, in fact, restore a 
reasonably satisfactory pattern of international payments. 


In devaluing their currencies, the countries of Furope 
sought to improve their dollar position in three ways: 1) by 
increasing their exports to dollar markets through a competi- 
tive reduction in their export prices; 2) by decreasing their 
dollar imports through the comparative price rise of the latter; 
and 3) by inducing a shift in their imports and those of other 
countries to non-dollar sources of supply. So far, export 
prices in terms of dollars have moved as expected in those 
western European countries for which data are available and, 
if these countries are successful in holding down a rise in 
costs, their competitive position will. be considerably streng- 
thened relative to countries that did not devalue or devalued 
to a lesser extent. First figures indicate that the value of 
European exports to dollar markets has been approximately 
maintained since devaluation which, in the face of lower dollar 
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prices for these exports, means that their volume has increased 
considerably. The consolidation and further improvement of 
this trend will be possible only as production and trade are 
geared to larger sales in dollar markets. The devaluations 
appear also to have been successful in effecting substantial 
reductions in European imports from dollar countries, have 
brought about some improvement in the intra-European payments 
situation, and have helped to increase Europe's gold and 

dollar reserves. 


Serious payments difficulties were also the cause of 
several devaluations outside Europe, for the most part in 
Asia and &frica and the immediate effect of the devaluations 
has been to improve the dollar payments position of most of 
these countries. Exports to the US from all countries outside 
Europe and the Western Hemisphere increased substantially in 
the second quarter following devaluation, although much of the 
increase reflects the recer.t rise in dollar prices of important 
raw materials. The effect on their imports from the US has 
been more marked, with monthly average values falling sharply 
after devaluation. Even more striking is the improvement in 
their non-dollar payments, since the large rise in prices of 
their exports in conjunction with the very moderate rise in 
the prices of their non-dollar imports has improved their 
terms of trade. | 








Because the matter of payments for most countries is 
essentially a dollar problem, the measures taken in regions 
outside the ‘iestern Hemisphere to meet their payments diffi- 
culties have a direct impact on the Western Hemisphere coun- 
tries. For the US, the solution of the payments problem in- 
volves an adjustment to a much smaller surplus in its inter- 
national payments on goods and services, a surplus no larger 
than can reasonably be balanced by normal capital movements. 
The coincidence of the timing of the devaluations with the 
recovery in the US has kept to a minimum any disturbing effect 
the devaluations might have had on business activity in this 
country and has been helpful in providing a more favorable 
environment for the expansion of dollar exports of the coun- 
tries that devalued and for maintaining the dollar prices of 
raw materials produced by them. The payments problems of the 
Latin American countries are as diverse as their economies and 
their policies, and will be determined in large measure by their 
domestic financial policies. However, some increase in Latin 
American trade with Europe has already resulted from the devalua- 
tions, and the Latin American payments position may be affected 
by the devaluations of producers of competitive commodities. 


An 
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An important factor in determining the effectiveness of 
the devaluations will be the demand in Western Hemisphere 
markets. The Fund finds the outlook in this respect favorable 
for the near future. Business in the US and Canada is expected 
to expand and Latin American exports to the US may reach their 
highest postwar level. The demand for imports throughout the 
Western Hemisphere is unusually great and the opportunity for 
other regions to secure a larger part of this market on a 
competitive basis is favorable. While the devaluations have 
begun to improve the payments situation in all parts of the 
world, the full effects have still to be realized. 


However, the Fund warns that devaluation is not a process 
which by repeated use can yield repeated benefits, so appro- 
priate policies are all the more needed to ensure the comple- 
tion of the processes of international adjustment initiated 
by it. Whether its benefits will be reclized to the maximum 
possible extent will be determined by the policies now being 
applied on bank credit and investment, on wages and subsidies, 
On government expenditure and taxes. The benefits from a 
balanced and expanded trade under a multilateral payments 
system will be world wide. A111 countries therefore have an 
interest in ensuring that the devaluations are accompanied by 
appropriate measures in both deficit and surplus countrics, to 
facilitate the restoration of better balance in international 
payments. Rising costs and rising prices, which would destroy 
the effect of devaluation in reducing doliar export prices, 
must be avoided. In the countries that devalued, the supply 
of goods suitable for export to the dollar area should be ex- 
panded to meet that area's increased demand. How far the ex- 
pansion of exports will in fact contribute to the restoration 
of international balance will also depend on the surplus coun- 
tries. If they provide large and growing markets, and facili- 
tate imports and capital outflow, the possibility ’ of establish- 
ing a strong and well-balanced pattern of international payments 
will be much greater. 


The Fund considers that the September devaluations have 
provided a basis for further progress toward the goal of con- 
vertibility but notes that they have not been followed by 
measures that would have the effect of a decisive general free- 
ing of the flow of trade and payments. Many economic difficul- 
ties remain to be overcome before countries can, without facing 
serious risks, remove restrictions and assume the obligations 
or convertibility. While the strengthening of reserves is 
progressing, it is still too early to judge now far this can 
be regarded as a result of more or less permanent factors. 


General 


DECLASSIFIED FOR PUBLICATION IN FOREIGN | 
RELATIONS OF THE UNITED STATES 














SECRET 
-6-« 


General confidence in currencies has not yet been restored to 
the point where the risk of capital flight ceases to be a 
problem in connection with convertibility. In many countries 
there are rigidities which make it difficult to take the meas- 
ures sometimes needed to achieve monetary stability. The 
ability of countries to compete with US goods is still limited 
despite evident improvement during the year. Uncertainties 
about the future treatment of sterling balances and other 
financial obligations, as well as the future of private inter- 
national investment and the reserve situation of many comtries, 
present further obstacles. However, in view of the undesirable 
consequences of the continued maintenance of exchange restric- 
tions, countries cannot afford to wait until all the risks or 
difficulties involved in relaxing or removing their restric- 
tions have been satisfactorily resolved. Under appropriate 
conditions, progress in the removal of restrictions may itself 
help to create a situation in which conditions of greater free- 
dom of trade and payments can more easily be maintained. There- 
fore, the Fund intends to press forward its continuing examina- 
tion of the need for and effects of existing exchange restric- 
tions in order to make sure that no reasonable opportunity 

for their removal is lost. 


The Fund finds that there has been no general trend to- 
ward the relaxation of exchange restrictions and elimination 
of bilateral trade agreements during the twelve months covered 
by its report. Some countries, primarily members of the OEEC, 
have reduced certain restrictions and others have considerably 
simplified their exchange practices. On the other hand, new 
restrictions have also been imposed, existing restrictions 
expanded, and new bilateral agreements have been undertaken. 


In this report, the Fund reaffirms the gold policy estab- 
lished in 1947, depreciating international transactions in 
gold at premium prices and recommending that its members take 
steps to prevent such transactions. Study of the South African 
resolution that members be permitted to sell up to one-half of 
their newly-mined gold at premium prices and the question cf 
whether there should be a uniform change in the par values of 
all member country currencies led to the conclusion that such 
changes would not be justifiable at the present time. Although 
gold prices in nearly all gold markets have declined since mid- 
1949 due in large part to factors resulting from the September 
devaluations, the devaluations have also brought about a rise 
in the official price of gold in terms of the devalued curren- 
cies. The full effects of devaluation on the output of gold 
will not be apparent for some time, but the great improvement 
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in the profit position of the gold mines will probably make 
possible a steady expansion. Certain gold producing countries 
that had applied gold-mining subsidies have, since the devalua- 
tions, either cancelled these payments or reduced then. 


During the fiscal year ended April 30, 1950, the Fund 
completed five purchases and sales of foreign exchange, total- 
ing the equivalent of $51.8 million, with four members. In 
addition, Belgium, Costa Rica and Nicaragua repurchased from 
the Fund with gold and US dollars $24.2 million of their local 
currencies. With respect to developments in Fund membership, 
Thailand became a member on May 3, 1949, Pakistan's membership 
application was approved on February 1, 1950, and she became 

a member on Jvly 11. The Fund extended to September 30, 1950 
the period in which Haiti and Liberia may accept membership. 
(Ceylon is expected to finalize its membership in time for the 
forthcoming Bank and Fund meetings.) 





BRD Report Analyzes Policies The Fifth annual 
Report of the International Bank represents a departure from 
previous reports in which the problems of economic development, 
with particular reference to underdeveloped countries, were 
discussed. The Bank considers that it has now had sufficient 
experience in international investment to permit the drawing 
of conclusions concerning the problems it faces and the policies 
it has adopted to meet them. Therefore this report contains 
not only an account of the Bank's activities during the past 
year but also an analysis of its major operational policies 
and practices. Such an analysis has never before been pre- 
sented formally, and it is particularly useful at the present 
time in view of the criticism which has been directed at the 
Bank by its members and in the reports of various groups of 
experts who have been studying the problems of economic develop- 
ment. In general, the report presents a clarification of cer- 
tain policies which have been criticized as a result of mis- 
understanding and a defense of other practices which it intends 
to continue, despite criticism. The major policies at issue 
are project loans as against general development loans, and 
the problem of local. currency financing. With respect to the 
latter issue, the Bank's analysis gives. promise of a more 
+ oe aaa than its past action would otherwise have 

ndicated. 


The basic character of the Bank's lending is governed by 
its Articles of Agreement, in particular the provisions requir- 
ing that, in general, loans must be for specific projects of 
reconstruction or development, for projects most useful and 
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urgent for increasing the productive resources of members , 

and designed to meet foreign exchange rather than local cur- 
reney expenditures. In defending its specific project approach, 
the Bank explains that it implies only that, before granting 

a loan, agreement must be reached with the borrower on its 
precise purposes. However, in considering specific projects, 
the Bank examines their merits not in isolation but rather 

in relation to the over-all development needs of the borrowing 
country. The Bank is ready to maxe leans for general develop- 
ment purposes if *tnis means financing groups of inter-related 
prosects but not if it refers to programs consisting only of 
generai aspirations. | 


In determining the most suitable projects for its financ- 
ing, tne Bank investigates the overall econcmic position of 
the borrowing country seeking first to determine what are or 
should be the impurtant goals of a proper investment program 
and then to gauge the relative productivity of the various 
projects by the extent of their contribution to those goals. 
The relative profitability of projects will rarely be a proper 
test of this contribution. The Bank recognizes that by financ- 
ing one project it may be releasing other available resources 
for other investments and it hopes that member countries will 
gradually learn to apply similar standards to such other invest- 
ments. Thus, as has happened in the past, the Bank's investi- 
gations may result in more effective utilization of the resource 
both of the Bank and of its borrowers. | 


With respect to local currency financing, the Bank believes 
that a country should defray this part of its investment pro- 
gram from its own resources where this is reasonably possible 
without inflationary effects. The Bank feels that one of its 
major objectives should be to persuade and help its members 
to carry out measures necessary to mobilize their limited 
domestic savings and that, where financing local currency 
expenditures might in effect encourage postponement of such 
measures, such financing should not be undertaken. However, 
the Bank considers that this provision of the Articles doeSe 
not prevent local currency financing bad the Bank if circum- 
stances warrant. 


Although the Bank's procedures in investigating loan 
requests necessarily vary considerably from case to case, the 
Bank in this. report summarizes the general pattern which has 
been developed. Wherever possible, the Bank prefers to hold 
informal exploratory discussions with prospective. borrowers 
before any formal loan request is filed. The first stage in 
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the actual process of investigation is a general examination 
of the economy of the borrowing country. In this stage, tne 
Bank studies all available information at its home office, 
requests the borrower to supplement these data where necessary, 
and then dispatches a mission to familiarize itself with con- 
ditions on the spot. When a decision is reached in principle 
as to the appropriate size and purposes of a loan, the Bank 
proceeds to the second phase of its investigation, a detailed 
examination of the particular project or projects selected 

for financing. Usually at least part of this investigation 
must be conducted in the field and appropriate engineering, 
marketing, financial and administrative experts are called in 
as required to study’ technical problems involved. If this 
stage results in a favorable report, the Bank advises the 
prospective borrower that it is ready to enter into formal 

loan negotiations. These general procedures are subject to 
two qualifications. If the Bank discovers economic or financial 
practices or policies of the borrower which so adversely affect 
its. financial. and monetary stability as to endanger the pro- 
ductive purposes and repayment prospects of any Bank loan, it 
requires, as a condition precedent to Bank financing, concrete 
evidence that the government is taking appropriate steps to 
establish stability. It is, however, usually willing to make 

a loan concurrently with the execution of such steps. In the 
case of countries whose credit is impaired by a still unsettled 
default on outstanding foreign obligations, the Bank considers 
it important that the countries concerned give clear evidence 
of their willingness to reach a fair and equitable settlement 
of their debts. | 


Although the Bank is precluded by its Articles of Agree- 
ment from requiring that the proceeds of a loan must be spent | 
in any particular country or currency area ("tied" loans), . 
there has been some criticism that its policy and procedures 
tend in effect to have this result. However, the Bank points 
out that one quarter of its dollar loans, which make up the 
bulk of its lending, was spent outside the US. The Bank cannot. 
however, be indifferent to the currencies in which its borrowers 
incur obligations and, if they appear near the prudent limit 
of their dollar servicing capacity, it encourages and helps 
them. to explore the possibilities of satisfying their needs 
through the use of another currency. The Bank has made efforts 
to increase its available lending resources in currencies other 
than US dollars through obtaining permission to use for loans 
part or all of the 18% capital subscriptions of its members. 

The Bank reports that its efforts in this connection have 
recently met with encouraging success, but that the need for 
such cooperation is becoming progressively more important. - 
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The Articles of Agreement require that loans to borrowers: 
other than member governments must be guaranteed by the member, 
its central bank, or a comparable agency acceptable to the Bank. 
This provision presents many difficulties and, as a result, 

IBRD loans to private enterprises have been infrequent. The 
Bank has tried various techniques to overcome these difficulties 
because it feels that its financing of private undertakings 

can contribute effectively to the development of member coun- 
tries. The Bank's loan to the Netherlands Herstelbank and its 
agreement to negotiate a loan to the Turkish Industrial Develop- 
ment Bank which it helped to establish are pointed out as 
examples of successful solutions. 


IBRD renders a wide variety of technical assistance to 
its members both during the normal course of its loan opera- 
tions and on a broader basis outside these operations. As an 
integral part of its lending functions, the Bank may suggest 
technical modifications to submitted projects, advise on 
marketing or managerial problems, or assist with the financial 
aspects of the undertaking. In addition, however, its advice 
has been sought on particular projects for which no loan is 
requested and it has been asked to recommend economic or 
financial experts or to organize a mission to make a compre- 
hensive economic survey for a member country. The first such 
mission, to Colombia, has only recently completed its report 
(See page 9, August 21, 1950 issue of Current Economic Develop- 
ments) and three subsequent missions are still in Turkey, 
Guatemala and Cuba. Although not in the first instance oriented 
to the Bank's financial operations, these surveys will form a 
useful working basis for financial relations between the Bank 
and its members and, more importantly, should contribute to 
the formation of a climate conducive to productive investment 
from all sources. 


Among ite other practices, the Bank maintains a close 
relationship with its borrowers throughout the life of each 
loan. Thus it assures that loan funds are expended as author- 
ized and keeps in touch with economic and financial develop- 
ments in the borrowing country in order to discover at the 
earliest possible moment any difficulties which may be arising 
and to be of some assistance in meeting them. In establishing 
its system of loan charges, the Bank seeks to lend at the low- 
est rates consistent with reasonable prudence and makes no 
distinction among its members in determining charges. The 
Bank recognizes that the high standards it has set for its 
lending operations have tended to retard the pace of its lending. 


However 
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However it hopes that, as more information about the economies 
of its members is assembled, as well-conceived development 
programs take shape, and as the technique of planning indi- 
vidual projects becomes more generally understood, the pace 
of its financing will accelerate and it will be able to grant 
a considerably larger annual volume of loans. 


The Bank extended 12 loans, totalling over $166 million, 
during the fiscal year ended June 30, 1950 for projects in 
Brazil, Colombia, El Salvador, Finland, India, Iraq, Mexico, 
the Netherlands and Yugoslavia. This compares with the 10 
loans totalling over $137 million which it granted during 
the previous fiscal year. 
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REPO The tripartite meeting of experts on European 

SEATON migration which concluded deliberations in 
: mid-August has prepared a report for considera- 

tion of the Foreign Ministers of the US, UK and France at 
their September meeting. The report is primarily a statement 
of the problem and a review of what action is currently being 
taken to relieve population pressures in western Europe. It 
concludes that emigration alone will not solve the problem 
within the next five years and suggests continuing consulta- 
tion between the three governments through appointment of 
special representatives. It is strongly suggested that no 
new international agency be created to assume overall direction 
and administration of the migration effort, but rather that 
all emphasis should be placed on existing special agencies, 
expanding them as may. be required. The countries suffering 
from overpopulation which were invited to send representatives 
for consultation with the experts were Italy, the Federal 
Republic of Germany, the Netherlands, Greece. and Malta. 
Denmark, concerned over the influx of German refugees into 
Schleswig-Holstein, asked to present its case to the meeting. 
The Republic of Ireland also sent a representative. Countries 
with immigration possibilities which were invited included 
Australia, the Union of South Africa, Canada, New Zealand, 
Brazil, Argentina, Venezuela, Colombia, and Chile. However, 
New Zealand, Brazil, Argentina, Venezuela and Colombia did 
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not send representatives, perhaps due to insufficient notice 
concerning the meeting, and information on the possible 
absorptive capacity of these countries is therefore only 
partial. The ILO, OHEC, IRO and UN also were consulted during 
the course of the meeting as was the Standing Committee of 
Voluntary Agencies of the UN.. 


Population Surplus Calculations of excess population 
are based upon present and projected economic activity in the 


various countries but were made without reference to the pro- 
jected increase in defense expenditures in western Europe. 
Even though manpower demands may increase due to the defense 
program, the fact that the surplus arises largely from an ex- 
cess of agricultural workers over opportunities for employment 
on the land plus the difficulties of internal mobility of 
labor, leads to the conclusion that the increased manpower 
demand will not eliminate the overpopulation problem. The 
surplus cannot be estimated accurately since statistical 
methods vary country by country, but from information sub- 
mitted to the experts, it can be roughly placed at 4.5 million, 
with 1.6 million in Western Germany and from 2.5 to 4 million 
in Italy, including workers and families, pius smaller but 
important surpluses from the other countries. The experts 
believe that the problem in the German Federal Republic and 
Italy is to a large extent a non-recurring one since, with 

the dispersal of accumulated surpluses, it should be possible 
to absorb the natural increase in population either through 

2 of domestic employment or emigration at a manage- 
able rate. 








immigration Obstacles Obstacles to migration vary between 
countries, but the principal reasons are: 1) national policies 
and practices limiting immigration into countries with a 
relatively high absorptive capacity; 2) low absorptive capa- 
city in many countries potentially open to large-scale immi- 
gration by reason of the characteristics of their economic 
and social patterns, by limited available financial resources 
for economic development, or because of the shortage of hous- 
ing; 3) difficulties in financing transport; and 4) population 
saturation. 


Australia, Canada, the US and New Zealand have an economic 
and social pattern similar to that of the surplus population 
countries in western Europe and immigrants are readily assimil- 
able. Australia, which desires further immigration, is limited 
oniy by the rate of capital formation for the economic develop- 
ment of the country. Reception, training, placement, and 
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initial maintenance centers are, of course, problems for all 
receiving countries. There are housing difficulties in Aus- 
tralia, arising primarily from balance-of-payments stringencies 
which interfere with procurement of lumber. One practical 
difficulty which may emerge in maintaining and increasing the 
flow into Australia is the possible inability of the emigrant 
countries and Australia to meet passage costs. Canada has a 
program similar to that of Australia in selecting, receiving 
and distributing its immigrants, but does not in general 
stimulate immigration by governmental action. New Zealand may 
be able to take a number of immigrants but it is a small 
country and does not have an expanding economy. 


While there are great economic potentialities for the 
settlement of immigrants in Latin America, the social and 
economic patterns in some of these countries differ greatly 
from western Europe. Argentina appears to offer the best 
possibilities for spontaneous immigration in the near future. 
Brazil, while having an absorptive potential, would require 
a considerable volume of capital investment. Other Latin 
American countries, particularly Venezuela and Chile, have a 
capacity for absorbing additional population but any large- 
scale movement is dependent upon considerable economic 
development. 


At first glance Africa might appear to be a possible 
solution, but the experts state there see% to te barriers 
of an inherently inflexible character which bar very sub- 
stantial expansion in the near future. First, the economic, 
social and political pattern is vastly different for the most 
part from western Europe. Certain areas, such as Egypt, are 
experiencing population surpluses themselves. French North 
Africa is another area having a surplus and there is an out- 
ward flow to metropolitan France. Although the industrializa- 
tion in Algeria, Morocco and Tunisia now under way will help 
solve the problem of excess population in those countries, 
the area offers no possibility for European migration of size- 
able proportions. The Union of South Africa is unlikely to 
open its doors except to specialized classes and in limited 
numbers. Southern Rhodesia has experienced an increase in 
European population since the war but future migration will 
probably be limited to certain specially skilled persons. 
In the French and British dependent territories of tropical 
Africa, the proportion of the Ewropean population is negligible. 
Climatic, nealth, social and economic eonditions are generally 
not such as vo make these areas attractive or suitable for 
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immigration. While certain sections of Portugal's African 
colonies are reportedly suitable fur settlement, an enormous 
amount of capital investment would be required if Portugel 
would express an interest in such settiement. 


Review of Migration Activities The experts’ report 


also covers a review of present activities concerning migra- 
tion including those of IRO, ILO, OEEC, US transportation of 
displaced persons and other activities, surveys and pilot 
projects financed by the Italian Government in Latin imerica, 
potential private and International Bank investment for 
economic development in countries of potential immigration, 
and activities of UN bodies, particularly the Economic Con- 
mission for Latin Smerica. 


CONFIDENTIAL 
* * * 
SECRET . 
SOVIETS EVADE RETURN We have received an evasive Soviet 
OF Us MERCHANT SHIPS reply to our note of August 11 asking 


for the return of two merchant vessels 
lent to the USSR during the last war. A note from Visnhinsky 
on September 2 indicates that investigation discloses the 
loss of one of the vessels, the JOHN LANGDON, in the Barents 
Sea in December 1944 by enemy torpedoing. The other vessel, 
the CHARLES GORDON CURTIS, is currently navigating the Arctic. 
Due to special navigation conditions in the Arctic area, the 
Soviets say it is difficult to determine when this ship will 
complete its present mission. Although the note expressed 
a readiness to satisfy our request upon the return of this 
vessel, it raises the issue of 13 German merchant vessels due 
the USSR under recommendations of the Tripartite Merchant 
Marine Commission in 1947. This commission was responsible 
for the disposition to be made of the German merchant fleet. 
Vishinsky's note reminds us that the transfer of these ships 
has not been realized because the recommendations of the 
Tripartite Commission, together with its second report, still 
are unconfirmed by the governments of the US and the UK. 


The 
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The merchant vessels which we are now trying to retrieve 
were loaned to the USSR in April 1944 in lieu of the transfer 
of equivalent tonnage of the Italian merchant fleet as agreed 
at the Tehran conference. while procurement of the two US 
vessels was authorized from lend-lease funds, the Soviets 
refused to accept the vessels under the Master Lend Lease 
Agreement and in 1947 it was agreed that the question of 
their return was outside the scope of the lend lease settle- 
ment negotiations and should be treated as a serarate matter. 


Efforts Toward Lend-Lease Settlement Ambassador Kirk 
met with the Soviet Deputy Foreign Minister last month to dis- 
cuss Scviet failure to reply to our note of June 15, which 
proposed amcng other things the resumption on or before 
July 15, 1950 of negotiations on an over-all icnd-lease settle- 
ment, (see page 2, June 12, 1950 issue of Current Economic 
Developments.) The Soviet official stated that the time 
provided by our notes was too short and that they were being 
carefully considered and would be answered in due course. 
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This weekly publication is designed to highlight developments in the eco- 
nomic divisions of the Department of State, and to indicate the economic prob- 
lems which are currently receiving attention in the Department. It is suggested 
that copies be retained on file, as reference will sometimes be made to previously 
reported items to avoid repetition. 


Document Security Instructions 


This document should be treated in accordance with current instructions 
regarding security measures for SECRET material. Extreme care should be ex- 
ercised to avoid public or private discussion of the information herein with or in 
the presence or hearing of any person not authorized to have knowledge thereof. 
For general purposes all classified Foreign Service Officers and other responsible 
economic officers are authorized to have knowledge of the contents of this docu- 
ment, responsibility for the safekeeping of which will be assumed by each recipient 
thereof. It may be retained in protected files or, at the discretion of the recipient, 
destroyed by burning. If not personally disposed of by the recipient, he will 
assure himself that it is burned in the manner prescribed for SECRET material. 
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DEVELOPMENTS O ECA and State have been analyzing the interim 
SCHOMAI PROPOSAL report of the six-nation conference on the 

Schuman proposal for pooling European coal 
and steel resources and are disturbed at some of its aspects 
which imply departure from a competitive system and a less 
aggressive approach to a single market. 


terim R t the C re The delegations of the 
six countries which accepted the French proposal of May 9 began 
their work on June 20 and adjourned August 10 to report to 
their governments and resumed negotiations September 1. During 
the weeks of negotiation progress was made in laying out the 
essential principles on the basis of which a treaty implement- 
ing the proposal will be drafted for submission to the parlia- 
ments of the governments concerned for ratification. A solution 
seems to have been found for the sovereignty issue which it was 
feared might prove an insurmountable obstacle to agreement. 
While cencessions have been made to those countries unable to 
agree to cemplete abnegation of sovereignty, no real compromise 
was made with the basic theory of the French proposal which 
calls for a High Authority of a supranational character. The 
major departure from the French working draft on this issue is 
the provision for a special Council of Ministers representing 
each member nation. It is impossible to detach absolutely the 
problems of coal and steel from other problems and, while 
sovereignty will be fused as far as coal and steel are concerned, 
the states will not fuse their sovereignty in other domains. 
The Council of Ministers is the mechanism devised for harmoniz- 
ing the workings of the High Authority and that of the state 
governments responsibie for general policy. The Council will 
not issue instructions to the High Authority but has the right 
to address recommendations to the High Authority in certain 
very precise, limited, and specific cascs. Consultation and 
exchange of information may be undertaken at the initiative of 
either body. Another institution recommended for establishment 
is a Common Assembly whose chief function is to examine and hold 
a debate on the annual report of the High Authority. This could 
result in a vote of censure causing resignation of the members 
of the High Authority. A Court of Justice of a supranational 
character is also provided for to guarantee in a general manner 
the respect of law in the interpretation and application of the 
Treaty. Its chief activity would be to guarantee that the High 
&uthority's activities conform with the letter and spirit of 
the Treaty. The Court will be open simultaneously to states 
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and enterprises and the institutions established by the Treaty. 
The characteristics of each of these organs and their mutual 
relationships have been defined. Certain legal points remain 
to be settled and detailed definition of the practical compe- 
tence of each of these institutions will be determined after 
the economic solutions have been arrived at. 


The interim report contains a recommendation that the 
suppression of tariff barriers and quantitative restrictions 
among the six countries should take place in one step rather 
than progressively. A procedure of common action was agreed 
upon to avoid the necessity of extending the elimination of 
customs duties on coal and steel to third countries because of 
the application of the most-favored-nation clause. The principle 
is reaffirmed that a protectionist policy will not be practiced 
by the complex. It was agreed among the negotiating countries 
that the establishment of a common tariff was neither legally 
nor economically necessary but that a harmonization of tariffs 
was inevitable and. could be realized over a period of time. 
Still to be determined are the maximum and minimum customs 
duties and the policy on quantitative restrictions that the 
participating countries will apply to third countries after 
the creation of a single market. 


In order to cushion the shock which will result from 
creation of a single market with equal conditions of coal and 
steel supply for the consumers, subject to transport costs, 
the interim report recommends certain transitional mechanisms. 
It also seeks permanent means which would enter into play from 
the beginning by which the High Authority will facilitate re- 
search and modernization investments. To provide the financial 
means for these purposes the High Authority would be authorized 
to make the necessary levies on the production of coal and 
steel and utilize these resources in loans and grants. The 
interim report envisages two types of transitional aid: 1) a 
“perequation" or equalization fund of limited duration which 
would temporarily aid enterprises able now to pursue their 
activities because of protectionist policy but which would be 
unable to sustain competition; and 25 a “readaptation" fund 





which would help workers retrain and relocate and would help 
enterprises pay off certain liabilities whenever the latter 
were compelled to close by reason of the impact of the single 
market. 


In 
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In the field of wages and social questions a working group 
submitted a report on the last day of the conference. Since 
there was not time to give this report full consideration, the 
conclusions are tentative and recommendations will be made in 
the next round of negotiations. The report does, however, 
indicate the lines along which solutions will be sought to the 
extremely complex problems which will arise. Emphasis is placed 
on the close interrelationship between wage problems and the 
general action of the High Authority whose wage policy must be 
to eliminate exploitation of labor and pursue the equalization 
in an upward direction of wages. Because wages are so closely 
dependent on other economic factors, which vary among the member 
states, the concept of any sort of rigid equalization of the 
standard-of-living of the workers of the member countries is 
rejected, as also are equalization of real and houriy wages 
and equalization of labor costs per unit. The discussions 
showed that no simple formula answers the problem and that more 
subtle action than equalization of wages must be found, such 
as intervention of the High Authority when cases of exploitation 
are found; issuing suggestions on wages by the High Authority 
when it exercises its powers on prices; publication of informa- 
tion which would furnish the necessary arguments for collective 
bargaining; power of the High Authority to compensate by a 
special levy the advantages given to certain enterprises by 
abnormally low labor cost; and the granting of provisional sub- 
sidies to threatened industries by national governments with 
High Authority approval. 


An annex to the report, which is preliminary and was sub- 
mitted by the French, deals with controlling coal and steel 
prices and outlines use of national perequation or equalization » 
funds, the purpose of which would be to lower the price of 
locally-produced coal and steel in certain countries so that 
the maximum differential among the prices charged in the partici- 
pating countries would correspond to transport costs from the 
lowest price area. The utilization of the resources of each 
national fund would be subject to the approval of the High 
Authority and would be supervised by the. interested government. 
During the first year the funds would have at their disposal 
resources corresponding to not more than 90% of needs, calcu- 
lated on the basis of a reference period determined by the High 
Authority, and during subsequent years payments would decrease. 
The perequation funds would be financed by a general levy on 
all production of coal ar’ steel and by government subsidies. 


The 
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The automatic decrease of payments and.of levies. or governmental 
subsidies is supposed to assure that at the expiration of a 
limited period the only enterprises still.able ‘to stay in busi- 
ness would be those which have adapted themselves. to a single 
market or whose continuation is justified by considerations of 
preserving certain natural resources, the latter being assured 
bymeasures of a permanent nature. Producers groups would pro- 
pose price limits and other conditions of sale and the High 
Authority, on the basis of these proposals and after consulta- 
tion with the governments and the competent: consultative com- 
mittee, would fix the range of prices which must be observed 
from the time the single market is established. These price 
lists would be reviewed if abnormal shifts of production occurred 
When these different mechanisms have been placed in effect (the 
maximum period to do so after adoption of the Treaty being four 
months for coal and eight months for steel), the governments | 
would suppress customs duties and quantitative restrictions 
among the participating countries and at the same time the agreed 
commercial and tariff measures with respect to third countries 
would come into effect. Simultaneously the High Authority 

would study with the interested governments the problems of re- 
adaptation wnere it is foreseen that certain enterprises will 

go out of business as a consequence of a single market. The 
High &uthority could use special levies on coal and steel deliv- 
eries from one country to another within the single market in 
order to limit shifts of production during the initial period. 


Preliminary US Views The most disturbing thing to us 
about tne interim report is the fact that it seems to represent 
an extremely wide departure from any system which might reason- 
ably be called competitive. This is implied in the above- 
mentioned French annex which deals with pricing. We think heavy 
emphasis on price competition from the outset of the plan is 
necessary. it is not clear whether the price fixing procedures 
provided in the annex are only for the initial period, but, 
even so, they would prejudice the ultimate attainment of a com- 
petitive price system. Instead of the suggested setting of 
prices by national producer groups subject to the High Authority's 
approval, we believe price agreements among producers should be 
outlawed. In lieu of the power of the High Authority to estab- 
lish minimum prices, we believe it should be empowered to hear 
complaints of dumping and other unfair trade practices, to inves- 
tigate and issue restraining orders or impose special anti- 
dumping levies. The Authority might have the reserve power to 
establish maximum prices in case of stringent shortages. It 
should also have the power to lay down rules on pricing practices 
and enforce then. 


The 
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The. proposal that the Authority be empowered to institute 
a special levy on coal and steel deliveries from one country to 
another within a single market might well be more objectionable 
than the present situation where there is the possibility that 
quantitative restrictions and dual pricing may be eliminated 
under OEEC and that tariffs will be progressively reduced under 
GATT. To substitute therefor a regime of flexible tariffs de- 
signed to preserve existing patterns of trade would appear to 
be a step in the wrong direction. 


While some form of transitional device is necessary in 
proceeding to creation of a single market, we believe the system 
provided must not be self-perpetuating as a subsidy to high-cost 
industries nor act as an incentive egainet segessery of justpents . 
The concept of national perequation funds tends to impair the 
supranational character of the operation and would probably 
encourage subsidization. While the interim report provides 
that these funds will decline, we believe they should be limited 
to three years. Moreover, the grant of subsidy in an amount 
equal to 90% of the needs in the first year is too high and 
should be more on the order of 60 to 70%. Explicit criteria 
should also be set up for access to the funds and the high-cost 
producer should have to prove, by submission of accounts, that 
he needs a subsidy and that no alternative is available if he 
remains in business. All deviations from satisfactory competi- 
tive arrangements such as would be made through transitional 
mechanisms should be treated as strict exceptions and full 
advantage should be taken of the present period of high economic 
he boning in Europe to limit those exceptions to the barest 
minimum. 


We accept the necessity for a readaptation fund to trans- 
form nonproductive enterprises and to aid workers. However, 
we foresee serious difficulties with and consequences from the 
operation of such a fund. We believe it should have a limited 
life, such as three to five years, and that taxes to support it 
should be on a uniform rate, declining annually. We are partic- 
ularly disturbed that the interim report has no explicit criteria 
for determining what enterprises would be eligible for grants. 
Enterprises should have to establish the clear fact that the 
creation of a single market was the major cause of their diffi- 
—~s va that no alternative is available but the readapta- 

on fund. 


With 
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With regard to the institutions which are to be created 
under the plan, we believe the rights of the Council of Minis- 
ters should be delineated more fully or there might result a 
dangerous impairment of the High Authority's power. The pro- 
posal that the number of members of the High Authority can be 
enlarged by a joint decision of the Council of Ministers and 
the Common Assembly should, we believe, be modified by a pro- 
vision that the Authority must concur in or initiate the pro- 
posed enlargement. Otherwise, the threat of "packing" might 
unduly influence the Authority's decisions. The powers of the 
regionai associations are not clearly set forth in the report 
and we believe these should be circumscribed and limited as 
much as possible to provide statistical information and channel- 
ing directives or recommendations from the High Authority. The 
associations should be excluded from management uecisions, in- 
cluding matters related to prices, production and marketing. 


We also fear that the provisions for publishing informa- 
tion are inadequate for the legitimate purposes cf non-member 
states. The undertaking not to disclose information cn particu- 
lar firms would prevent the High Authority from using publicity 
as a Weapon against restrictive business practices. 


SECRET 
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EXPORT CONTROLS ON We have asked a number of our missions to 
HORT SUPPLY ITEMS inform the governments to which they are 
accredited that effective September 30 export 
controls will be reimposed on 39 classifications of iron and 
steel mill products as a step toward protecting domestic supplies 
of products important to US defense efforts. Licenses will be 
required fcr the export of these items tc a11 destinations except 
Canada. No limiting quotas have been iin>mused upon the export of 
these items aitnhough such action may occur shortly on certain 
iron and steel products if the supply situation requires it. 


Currently 
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Currently on the Positive List for short supply reasons 
are inedible molasses, sugar, hides and skins, quinidine alka- 
loid and quinidine salts. Certain additional items, including 
many now controlled for reasons of national security, are under 
consideration for short supply controls. Among these are copper, 
lead, aluminum, zinc and other non-ferrous metals. Whenever 
possible, the US will give advance notification to other govern- 
ments of all further significant additions to the Positive List 
of controlled commodities for reasons of short supply or the 
imposition of short. supply control on Positive List items cur- 
rently controlled only for reasons cf security. 
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SOUTHEAST ASIAN The implications of a rapidly dwindling rice 
ICE CONFERENCE supply for Southeast Asia and possible counter- 
measures in the face of an anticipated 1951 
world shortage were considered at a meeting last week in Singa- 
pore of the principal rice consuming countries in the area. It 
was decided to set up an informal rice consultation committee, 
representing both producing and consuming countries in this 
region. The conference also agreed to direct an appeal to SCAP 
to pare down Japanese purchases of Southeast Asian rice in. . 
Whatever degree possible in order to reduce the anticipated. 
deficit for 1951. An appeal will be directed to FAO calling 
attention to the. expected world deficit, which is aggravated 
by the loss of Korea's surplus, and asking the Organization to 
consider action toward meeting this deficit as well as any 
cirsis which might arise from failure of other important sources. 


The conference was called by the UK Commissioner for South- 
east Asia. and was attended by representatives of India, Pakistan, 
Ceylon, Mauritius, Seychelles, Indonesia, Malaya, Hong Kong, 
North Borneo and Sarawak. The US was represented by an observer. 
While SCAP declined an invitation to participate, its cabled 
request for suggestions from the conference as to how it might 
help relieve the situation made a good impression upon the 
delegates. 


Discussions 
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Discussions were based upon the assumption that exports 
from Korea will remain suspended; that exports from Indochina 
will continue to be unavailable; and that exports from Burma 
and Thailand might become unavailable. The representatives 
reviewed regional political: factors that might affect the food 
position, exchanged information on current imports and discussed 
possible measures to be taken if supplies prove inadequate. 

The 1951 world export deficit.was estimated at 479,400 metric 
tons while Asian demand on Burma, Thailand and Pakistan was 
609,000 metric tons. over the availability from those sources. 
These figures. were arrived at after a substantial shaving down 
of estimated purchase plans by the combined British areas and 
by Ceylon and Indonesia. They do not reflect any possible cut- 
back of SCAP purchases as a result of the conference appeal but 
do take account of Burma's newly announced availability of one 
million tons, thereby upping the supply by 200,000 metric tons, 
and the readjusted needs of certain consumer countries undertak- 
‘ ing to obtain part of their supplies outside of Southeast Asia 
or reducing original purchase plans. 


Burma and Thailand were not invited to the conference. 
Both countries tended to be suspicious that the UK might attempt 
to organize a buyer's bloc to keep prices down, limit the freedom 
of producing countries to distribute rice to their own best 
interests and attempt to squeeze SCAP out of the Burmese market. 
However, our missions feel that, if convinced that the British 
do-not intend raising the price issue, these governments might 
eventually accept. conference arrangements as convenient machinery 
to market their surplus rice in the future. Thailand is urging 
early conclusion of a rice agreement with Japan to insure orderly 
shipment of stocks early in the year irrespective of British 
action. . Burma has committed most of its 1951 crop to Ceylon, 
India and Indonesia and is considering raising the price of the 
balance in view of market conditions resuiting from the Korean 
situation. 
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The case of the Franco-German abrasives 
cartel has been satisfactorily resolved, 
with the dissolution of the agreement 
as a result of action brought by the US High Commissioner under 
the decartelization law against two trade associations in the 
abrasives industry and five of their officers. However, because 
of the fall of the French Government in June, we lost the oppor- 
tunity at that time to use the case as an example to the French 
of a general trend inconsistent with the recovery program. (See 
page 8, June 19, 1950 issue of Current Economic Developments. ) 
When recently instructed to make further representations to the 
French Government if the French abrasives industry considered 
the agreement still in effect, Embassy Paris reported that there 
appeared to be no basis at present for a further approach since 
a representative of the French industry confirmed the German 
trade associations! statement that all agreements had been 
terminated. In view of his apparent lack of concern over the 
action in Germany, it has been suggested by the Embassy that the 
possibility of an informal understanding should not be entirely 
over looked. . ' 





CONFIDENTIAL 
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US-LATIN AMERICAN Efforts have been made over the last six 
AVIATION PROBLEMS months to clear up aviation differences be- 

tween the US and principal Latin American 
countries. The capital cities of Brazil, Argentina and Mexico 
are the major traffic generating points about which we have built 
our extensive net-work of Latin American air services and it is 
essential to circumvent any developments which may lead to possi- 
ble retrenchment. 





Negotiations with Brazil Tentative agreement has been 
reached in US-Brazilian aviation consultations covering questions 
of routes, capacity, flight frequencies and rates. The draft 
terms are subject to confirmation by the aeronautical authorities 
of each government. We were successful in avoiding the estab- 
lishment of a precedent whereby a foreign country could apply 
the capacity clauses of the Bermuda prototype aviation bilateral 
to impose severe restrictions upon US air carriers. On the other 
hand, we have acceded to Brazilian insistence that Panagra service 
to Campo Grande is outside the terms of our air transport agree- 
ment of 1946 


Discussions 
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Discussions were initiated in February over the Panagra 
question and later were extended to cover all outstanding avia- 
tion problems between the two countries. Brazil had demanded 
that we discontinue Panagra service to Campo Grande, contending 
that it was temporary and outside the terms of our air transport 
agreement. We took the position that the Panagra operation was 
covered by our aviation bilateral and that cancellation of the 
permit would constitute unilateral action by Brazil in contra- 
vention to the consultation and arbitration provisions of the 
agreement. The Brazilians then threatened to suspend Panagra's 
operating permit, imposed severe limitations upon stopovers and 
invoked the consultation clauses of our 1946 bilateral to impose 
restrictions upon the frequency of PANAM flights between Rio 
and Buenos Aires. : 


It has been agreed that the route annex to the US-Brazilian 
air transport agreement will be modified by an exchange of notes 
clarifying the points to be served. We are urging the Brazilians 
to permit continuation of Panagra service on a contractual basis 
outside the terms of our aviation bilateral. Tourist fares will 
remain unchanged, the rate language of the agreement will not 
be modified at this time and for a trial period of one year the 
carriers involved will submit to both countries the same opera- 
tional data which is prepared each year for the International 
Civil Aviation Organization. No agreement was reached on the 
stopover question or on the procedures for cargo rates. PANAM's 
decision voluntarily to reduce its present flight frequencies 
between Rio and Buenos Aires from nine to six weekly, effective 
October 15, eliminated the: necessity for concluding an inter- 
governmental agreement on capacity at this time. However, it 
Was agreed that after March 1951 both governments will exchange 
traffic statistics on the basis of which either may request 
capacity consultations at some future date. Also, Brazil re- 
serves the right to reopen capacity consultation immediately 
upon any substantial upward modification of PANAM capacity 
above the agreed pattern. 


US-Argentine Route Negotiations Washington conversations 
regarding air routes under the US-Argentine aviation bilateral 


of 1947 have been recessed indefinitely. (See page 11, April 10, 
1950 issue of Cw ent Economic Developments.) The fundamental 
difference between US insistence upon general route descriptions 
and Argentine insistence upon specific designation of each 

point to be served along the routes was the principal obstacle 
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to agreement. The Civil Aeronautics Board and US carriers con- 
cerned strongly preferred no route agreement rather than one on 
Argentine terms. An exchange of notes between the Department 
and the Argentine Embassy will set forth the points of difference 
as a basis for possible renewal of the conversations at some 
future date. Although US and Argentine carriers operate pro- 
visional services between the two countries, our aviation 
bilateral remains essentially ineffective until an appropriate 
route annex can be agreed upon. 


Mexican Air Issue Having granted the long desired permit 
for the Mexican carrier Aerovias Guest to make traffic stops at 
Miami en route to Europe, we are now considering what steps to 
take toward a further improvement of aviation services between 
the two countries. (See page 10, August 21, 1950 issue of 
Current Economic Developments.) Alternatives under considera- 
tion include possible efforts toward resuming negotiations for 
a bilateral air transport agreement or restricting our attention 
to working out an acceptable reciprocal trading of routes. 
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GRAY'S PRELIMINARY REPORT ON The Department has received and 

US FOREIGN ECONOMIC POLICIES is now preparing detailed comments 
on the preliminary draft of Gordon 
Gray's "Report to the President on Foreign Economic Policies." 
Gray was appointed a special Presidential assistant last April 
to make a study of the balance-of-payments problem. (See page l, 
March 20, 1950 issue of Current Economic Developments.) We 
consider the report most provocative and stimulating and believe 
that its recommendations should have careful discussion and con- 
sideration. We believe, however, and Gray agrees that the re- 
port should not be made public in its present form, chiefly 
because the tone is such that it might lead to adverse public 
reaction both at home and abroad. 





The report covers a wide range of problems, addressing 
itself primarily to foreign economic policies but discussing 
military and political aspects as well. Stating that the under- 
lying conflict between the US and the USSR is fundamentally 
economic and political as well as military, the report concludes 
that even though the military threet is predominant, foreign 
economic policies and programs are still crucial to our security 
interest. It states that the long-range economic test between 
the Communist and the free world will center on the relative 
Success in developing the resources available to them and this 
should provide the keynote for our foreign economic policies, 
which should be world-wide in design and implementation. 


_ The role of dollar aid, the report points out, is limited 
by our own requirements for economic growth and military strength; 
moreover, the neeis of other countries for goods are so enormous 
that we can only provide a small portion of the needed assistance. 
Gray recommends that we proceed insofar as possible on a coopera- 
tive and multilateral basis, strengthening the activities of 
the UN and other international agencies. However, he recommends 
that we do not hesitate to extend dollar assistance where it 
can be effective as a lubricant or lever to improve mutual de- 
fense and economic well-being. 


As to the dollar-gap problem, the report points out that 
the US export surplus fell to a post-war low of $2.8 billions 
(annual rate) in the first half of 1950 while the living stand- 
ards and investment programs of most other friendly countries 
continued to rise. Thus it concludes that in the absence of 
disturbing influences there was good reason to believe that the 
dollar gap problem would have been solved by 1952. However, 
the Korean crisis has altered the situation. It is now urgent 


to 
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to build up rapidly the defense capabilities of western Europe, 
to strengthen the economic and political structure of the non- 
Soviet world generally against Communist penetration, and to 
develop additional sources of supply for needed materials. The 
supply of dollars to foreign countries from normal sources is 
not likely to be adequate to serve these purposes of US foreign 
policy. 


specific Recommendations It is recommended that--in the 
light of the required expansion in the military effort of west- 
ern Europe in accordance with joint defense plans--the US should 
undertake a new program of economic aid, based on the revised 
requirements of western Europe in the current outlook, including 
rearmament programs, and incorporating the final year of ERP. 
The order of magnitude now indicated is an amount about equiva-. 
lent, initially, to the scheduled final year appropriation for 
ERP but extended for another two or three years. Economic aid, 
including that for military production should be kept as a 
separate program from aid in the form of military equipment, 
and should be administered on the basis of an over-all assessmen 
of requirements without regard to specific uses. In this way 
a further integration could be expedited by encouraging — the 
maximum utilization of resources and the maximum contribution 
to the total effort, and US influence could be maintained to 
assist governments in adopting necessary policies. It is further 
recommended that, insofar as possible, general economic assist- 
ance and also assistance for the financing of transfers of mili- 
tary goods within western Europe should be channeled through 
the European Payments Union by the provision of special "struc- 
tural positions" to debtor or creditor countries. This would 
encourage the development of intra-European trade, make it possi- 
ble for countries to earn dollars in this trade, and further 
the better utilization of resources. 


In designing the military buildup in western Europe and 
the form of US aid, it is recommended that there be as little 
impairment as possible of the necessary growth in exports of 
goods needed in the rest of the world, although the growth in 
consumption and investment at home by these exporting countries 
must be held to minimum levels. 


In the interests of both the US and the UK, the needed 
rate of increase in British military expenditures should be 
achieved by means that avoid seriously worsening the external 
economic position of the UK and in the short-run provision should 
be made, in any treatment of the British payments position, for 


the 


DECLASSIFIED FOR PUBLICATION IN FOREIGN 
RELATIONS OF THE UNITED STATES 











the continuance of investment in the sterling area and releases 

of sterling balances at abont recent rates. Gradual progress 
towards sterling convertibility should be encouraged; and, when 
all necessary conditions except adequate reserves are acnieved, 
the US should consider assistance in the creation of such reserves 
to permit full convertibility. 


It is recommended that no further appropriations for Japa- 
nese GARIOA be contemplated, even ir Japan supplies substantial 
goods and services tc UN military forces. It is recommended, 
however, if in addition to such supplies there are added require- 
ments for a rapid retuilding of the Japanese security establish- 
ment to the extent that exports must be curtailed anc outside 
aid is reauired, that this aic take the form of US payment 
of part of the occupation costs. 


It is recommended that the US Government press the negotia- 
tion of investment treatics anc adopt, as a worthwhiie experiment, 
the pending preposal to authcerize zuverninent guarantees against 
the risk of non-convertibilit: and expropriation. The lending 
authority of the Export-Import Bank should be expanded by {33 to | 
$4 billion, in créer to make possible effective advance planning; 
and adequate provisicn should bs made for giving bruad technical 
assisvance. It is recommended that the Export-imoor’s Bank gener- 
alize the policy, which it has followed in some cases, or not 
tying loans te US exports; and also that it permit *he use of 
its funds fer the selective financing of local currency cos“s. 
Funds should be made available for development grants, in con- 
junction with technical assistance, in the range of about 
200-400 million a year fer several years; and special attention 
should be given the requirements of India in this connection. 

US efferts at technical assistance should be largely intesrated 
into the administration of its cther programs and directed toward 
problems refiecting the priorities of US interests; and on this 
basis appreximately $50 million per annum should be aporopriated 
for technical assistance. It is recomaended that grants and loans 
be mage conditionai upon acceptance cf reasonabie standards of 
performances; and thet it be recognized that these conditicns will 
frequentiy have to relate to broad internal measures and policies. 


The report reccumends that consideration be given to the 
establishment of an economic «verseas administration, the function: 
of which would include the administration of ail grant and tech- 
nical assistance prugrams. Such an agency shouid nave at least 
a major voice in the determination cf the policies of the Export- 
Import Bank and of the US representatives on internationsl 
organizations carrying on similar activities. 
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In addition to necessary domestic measures within the US, 
international machinery should be premptly established for allo- 
cating supplies of scarce materials among the free natious in the 
manner best calculated to contribute to the common defense. in 
the administration of expert controls, priority assistance should 
be provided for goods required by other countries for purposes 
that support broad US interests; and cooperative action of this 
nature should be developed with western Europe. 


The US shculd continue te work for the eliminaticn of dis- 
criminatory trade and exckanjte practices through the Ceneral Agreé 
ment cn Tariffs anc Trace anld the Internationai Mcnetary Fund, 
and become a member uf the Internationai Trade Organization; 
shouid ovromote the development of arrangements whereby central 
banks can pericdically settle their net positions with one anothe 
in gold or gold convertible currencies; should encourage a gradua 
approach to convertibility of the pound sterling and a streng- 
thening of the European Payments Union; and in appropriate cases 
should consider the extensicn of stabilization credits to permit 
convertibility. Such credits, however, should not be extended 
until ail necessary conditions for convertibility have been 
achieved, except adecuate reserves, and uniess convertibility is 
accompanied by a reduction in trade discrimination. It is recom- 
menaea that further general tariff reciictions be pursued under 
the Reciprocal Trade agreements Act; that this Act be rencwed 
for a period of five ycars and, if necessary, strengthened; that 
existing "Buy American" legislation be repealed; and that ever 
effort be made to reduce the wnreasonable impact of “invisible 
tariffs" through passage of the Customs Simplification Act. It 
is further recommended that semporary legislation be enacted to 
make possible temporary unilateral tariff reductions, in recogni- 
tion of the present emergency situation characterized by infla- 
tionary pressures and general shortages. 


It is recommended, as a minimum, that arrangements be set ‘ip 
preferably on an international basis, for the improved scheduling 
of agricultural inventories, or at least the reduction or elimina 
tion of competitive and sporadic disposal of surpiuses; that im- 
port embargoes be ecliminated at the carliest possible moment and 
other restrictions applied in a less rigid manner; and that, wher«d 
protection for producers of certain crops by subsidies as well as 
quotas and tariffs .s considercd necessary, such protection 
should not take a form which encourages the growth of tne domestica 
production. 


Governmental protection and subsidy measures shovid not be 
used to maintain in operation shipping facilities in excess of 
those determined to be required for national security; and the 
US should negotiate with other governments to remove cargo prefer 
ences and other similar types of transportation discrimination. 


* « * 
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THIRD ROUND CF GATT The third round of tariff negotiations 
TARIFF NE NEGOTIATIONS within the framework of the General agree- 

ment on Tariffs and Trade commences in 
Terquay England, on September 28, with approximately 40 coun- 
tries accounting for about four-fifths of the world trace ex- 
pected to participate. The fifth session of the contracting 
parties to the Agreement, which will also be held in Torquay, 
convenes November 2. 


Participants In addition to negotiations with the seven 
countries wishing to accede to the General Agreement, there 
will be further negotiations among the 32 contracting parties 
themselves. The new countries which are negotiating are: 
Austria, the Federal Republic of Germany, Guatemala, South 
Korea, Peru, the Philippines and Turkey. The US is negotiating 
with only six of the new countries since the Philippine Trade 
Act prohibits the US from negotiating a trade agreement with 
the Philippines under the Trace Agreement Act, the legisiation 
under whicn the US carries cut its GATT teriff negotiations. 
We are also undertaking negotiations with the following con- 
tracting parties: Austrailia, Selgium, Brazil, Canada, Cuba, 
Denmark, Dominican Republic, France, India, indonesia, Italy, 
Luxembourg, Netherlands, New Zealand, Norway, Sweden, Union 
of South Africa and the UK. Since this conference foliluis so 
close after the Annecy confersnce, the US decided that only 
in exceptional circumstances would it undertake further nego- 
tiations with those countries which participated in GATT for 
the first time at Annecy. Accordingly it has been decided 
that cf these countries an adequate basis exists for limited 
negotiations with only Denmark, tne Dominican Republic, Italy 
and Sweden. For the most part, items to be considered for 
concessions were not included in the Amnecy schedules. 


| German Participation At the last session of the con- 
tracting parties, agreement was reached on participation by 

the Federal Republic of Germany in this round of negotiations. 
The Germans will negotiate on the basis of their new tariff 
which represents a complete tariff reform taking into account 
the changea conditicns of the economy ct western Germany and 
which provides generaily for ad valorem instead of the former 
specific rates. (See page 4, May 22, 1950 issue of Current 
Econemic Developments.) In May the Allied Hi gh Commission gave 
limited approval of the draft tariff in view of Germany's 
commitment to distribute a now tariff by May 15 to the countries 


planning 
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Planning to participate in the Torquay negotiations. Distribu- 
tion was approved with the understanding that it be accompanicd 
by a memorandum expleining that High Commission proposais for 
downward revision of some items were still under consiceration. 
AlShough agreement on such revision was later reached with 
Germans at the working level, the Federal Government ignored 
High Commission recommendations for changes when submitt=ng | 
the draft tariff law to the Bundesrat. Following McCloy's 
personal appeal to Adenauer, the Germans agreed that modifica- 
tions previously agreed upon would be incorvorated into the 
draft tariff law prior to its submission to the Bundestag and 
before the Torquay negotiations are undertaxen. 


No Further US Negotiations with Czechoslovakia In reply 


to the Czech request for addi tionai concessions from the US 
and for revalidation of existing schedules at Torquay, we in- 
formed the Czech Embassy that the US, after careful considera- 
tion, found nu trade concessions to seek from Czechoslovakia 
which might be advantageous a:d therefore did not plan to enter 
into bilateral negotiaticns with Czechoslovakia at Torquay. 
With regard to the over-all problem of revalidation, we stated 
that it is exvected that for the most part concessions will be 
revalidated for three years without necessitating negotiations 
on individual items. 


Revalidation of Geneva and Annecy -Bchedus es iIn an effort 
to insure against a general reopening oi the tariff concessions 
granted at the first two rounds, the contracting parties at 
their last meeting worked out a procedure tw extend from 
January 1, 1951 to January 1, 1954 the date after which a con- 
tracting party may withdraw concessions. A resolution was 
adopted recommending that the contracting parties come to Torquay 
with authorization to agree to such an extension, although final 
action will not be taken until the end of the firth session of 
the contracting parties. ‘ie have notified the interested govern- 
ments that the US does not intend at Torquay to seek substantive 
modification of any of the items in our Geneva or Annecy scheduies 
If other contracting parties modify a concession with respect to 
any product in which the US has a substantial interest, we reserve 
our rights to compensatory adjustments. We may propose technical 
changes in the language of the concession or an adjustment of 
rates, such as the establishment of a tariff quota, which will 
not lessen the value, as originally negotiated, of such: conces- 
sions to the other contracting parties. 


* * * 
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REPORT ON INTERNATIONAL The annual mectings of the Boards 


BANK AND FUND MEETINGS of Governors of the Internationel 
Monetary Fund and the International 
Bank were held in Paris September 6-14 with action taxen along 
expected lines and in conformity with US positions. The Fund 
meetings pointed up a disagreement on the use to be mace or 
the Fund's resources and ended on a pessimistic note about the 
prospects for checking inflationary trends over the short-run. 
Bank meetings, on the other hand, indicated general approvel 
of its policies, although several complaints were voiced that 
it does not lend enough money fast enough. As expected, the 
Czechs attempted to unseat the Chinese National representatives. 
This move was defeated and the Czechs abstained from voting 
but did attend the meetings. Canada was elected to the chair- 
manship of the Bank and Fund for next vear. A US invitation 
to hold the next annual meetings in Washington was accepted. 


Fund Acticn The most impertant discussions by the Fund 
centered around the use of the Fund's resources, with the Nether- 
lands, Canada, the UK, South ffrica and France expressing the 
view that the criteria employed in extending assistance should 
be liberalized. We reaffirmed our position that the Fund's 
resources should be limited to temporary assistance based on 
temporary diseouilibrium in a member's balance-of-payments posi- 
tion and net on disequilibrium caused by expenditures on recon- 
struction ana development; and that there must also be a reason- 
able prospect of repurchasing the currency within a short period. 
Britain continued to maintain that the Fund's resources should 
be made more or less automatically available, and other members 
also were apprehensive that the eligibility criteria were too 
severe, pointing out that the Fund has not made a transaction 
this year. 


in discussions concerning exchange restrictions, the US 
representative agreed that restrictions couid not be removed 
quickly or uniformly by all countries but expressed the fear 
that this wculd lead to a belief that nothing could be donc. 
Whiie we must resign ourselves to a step-by-step process, each 
step must be taken as quickly as possible. The Latin American 
countries indicated their concern that regional efforts to 
facilitate trade were not being integrated into the gencral 
framework of internationai cocperation. These countries are 
considering entering into negotiations with the European Pay- 
ments ‘on in order to obtain vider transferability. Expan- 
sion atin American trace with Europe and relations with the 
European Payments Union will be discussed at a meeting of Latin 
American states in Montevideo within the near future. 


The 
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The Fund was unable to reach agreement with Pakistan on 
the value of the rupee. + kad been expected that after an 


initial protest Pakistan would accept a Fund decision. tUowever, 


consideration of the Pakistan par: value was indefinitely pcst- 
poned with the understanding that the Managing Director wouid 
bring the matter up within six weeks if possible. That decision 
was taken when it became evident that the Pakistan Finance 
Minister could not give any assurance that his government would 
accept devaluation. The US provosed the postponement and was 
supported by the UK, with India opposing. It is impossible to 
predict whether any better prospects will emerge in the next 
six weeks, even thceugh the British will discuss tne matter with 
both India and Pakistan at the Commonwealth Conference. There 
is a concerted campaign in Pakistan, headed by the Minister of 
Commerce, to prevent any change in the value of the rupee. 


The election of Axecutive Directors went as anticipated 
with only two changes from last years Yugoslavia replaces 
Czechoslovakia and Mexico replaces Venezuela. At the meetings, 
the Yugoslavs approached the US delegation concerning a $9 


million -drawing on the Fund but were given a clear indication 
that there was little chance of our supporting their application. 


The Yugoslavs rest their case on a temporary balance-of-vayments 
drain caused by crop failures, and will submit a written analysis 
of the situation. 


_ &s expected, the Union of South Africa protested the gold 
policy of the Fund, put its plea was rejected and the policy 
of maintaining the official price of $35 an ounce was reaffirmed. 
South Africa had asked that zgold-producing countries be allowed 
to sell half their output on the free market at premium prices. 


Bank Action Major emphasis in Bank discussions was on 
action in the developmental field with many of the countries 
asking for greater technical assistance. 


Two loans were granted to Ethiopia, marking the first by 
the Bank to any African nation and the first to have been 
negotiated in the borrowing country by a Bank mission instead 
of in Washington. The loans are for general development pro- 
jects which are not in themselves self-liquidating, the lcan 
for rehabilitation and maintenance of the highway system deing 
the first of this type loan to be made by the Bank. The loans, 


totalling 


DECLASSIFIED FOR PUBLICATION IN FOREIGN 
RELATIONS OF THE UNITED STATES 

















SECRET 
o@« 


totalling $7 million, are for 20 years bearing a 3% interest 
rate plus the standard bank commission of 1%. Amortization 
will begin in 1956. The Bank also agreed to send a mission 
to Pakistan to survey development projects involved in a 
possible request by Pakistan for $250 million. Missions will 
also be sent to South Africa and Syria at their request. 


&s in the Fund election for Executive Directors, Czecho- 
slovakia abstained in the Bank voting, the results being that 
Pakistan was named to the Polish vacancy and Ecuador and Panama 
replaced Colombia and Peru. 
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Document Security Instructions 


This document should be treated in accordance with current instructions 
regarding security measures for SECRET material. Extreme care should be ex- 
ercised to avoid public or private discussion of the information herein with or in 
the presence or hearing of any person not authorized to have knowledge thereof. 
For general purposes all classified Foreign Service Officers and other responsible 
economic officers are authorized to have knowledge of the contents of this docu- 
ment, responsibility for the safekeeping of which will be assumed by each recipient 
thereof. It may be retained in protected files or, at the discretion of the recipient, 
destroyed by burning. If not personally disposed of by the recipient, he will 
assure himself that it is burned in the manner prescribed for SECRET material. 


are 


DECLASSIFIED FOR PUBLICATION IN FOREI 
N IN FOREIGN 
RELATIONS OF THE UNITED STATES a 











SECRET 
September 25, 1950 


CONTENTS 


Tripartite Agreement 
on East-West Trade - --+--+--+-++#-+-+-e4e2+e27 22225 1 
British Export Control Policy 
US Legislative Action on Western 
European Exports 


Developments on Implementing 
US Airlines Merger Decision ----+-+-+-+-+-+-+-e-+-+-- 2 


Screening of Investments in 
Relation to Indian Treaty - ---+-+-+-+-+-+e+-+-+-+e+--° é 
Reasons for Proceeding with a Treaty 
Concession as a Precedent 


Johannesburg Conference 
on African Transport - --------+-+-+-+-+-+-+--- 7 





| DECLASSIFIED FOR PUBLICATION IN FOREIGN 
| RELATIONS OF THE UNITED STATES 








SECRET 


TRIPARTITE AGRELMENT The Foreign Ministers of the US, UK and 
N_ EAST-WEST TRADE France reached agreement last week on 
policies for security export controls 
which should meet our position that controls should be expanded 
to cover items important to industrial production as well as 
items of direct military significance. This represents a con- 
cession by the British to the principle we had been urging 
for some time in our efforts to get substantial acceptance of 
our 1-B (limited exports) list. They did not, however, accept 
our proposal for making more specific the treatment of items 
selected for control. _. 


The Ministers agreed that officials of the three govern- 
ments should meet as soon as possible to prepare a list of key 
items in those industries which contribute substantially to 
the Soviet war potential and that their list should "have regard 
to the US 1-B list." "je are confident that these negotiations 
will result in considerable further progress toward more adequate 
controls. Other participating countries will be urged to insti- 
tute the controls agreed upon by the US, UK and France. 


| Strategic considerations are to be paramount in selecting 
items for control and the opinion ~~ military and intelligence 
advisers is to be sought in asse. sing the strategic importance 
of industrial items. The list so be prepared by the three 
governments will specify: 1) items to be prohibited because of 
direct strategic significance; 2) items to be embargoed because 
they are required for the defense needs of western Europe; 

3) items to be quantitatively restricted; and 4) items the ex- 
port of which is neither prevented nor restricted but on which 
there should be an exchange of information on exports made to 
the Soviet bloc. In making the list, account is to be taken 
of the economic impact of export restrictions on the economy 
of western Europe, particularly of any loss of essential sup- 
plies, and of the means whereby such loss could be made good. 
This last provision was a concession to the UK which pointed 
to the importance of its trade with the Soviet bloc, particu- 
iarly with reference to the wheat and timber Britain receives. 


British Export Control Policy Publicity resulting largely 
from British sales of machine tools to the USSR brought forth 


a UK Government statement on its export policy in Commons last 
week. Before the Opposition motion calling for suspension of 
strategic exports came up for debate, the Government proposed 
a substitute motion which, with additional assurances from the 
Government, averted a vote on the Opposition motion. The sub- 
stitute motion called for approval of the Government's policy 


in 


ce — aay, 


DECLASSIFIED FOR PUBLICATION IN FOREIGN 
RELATIONS OF THE UNITED STATES 


































BEST COPY AVAILABLE 


SECRET 
“ 3 


in stopping, in appropriate cases, the export of equipment and 
materials required for the defense of the UK and the North 
Atlantic Treaty countries, and in consultation with those coun- 
tries in continuing and possibly extending controls over exports 
of military value while at the same time maintaining a mutually 
beneficial trade between the UK and eastern Europe. The Govern- 
ment announced that a survey would be made of all orders on 
hand for deliveries to the Soviet bloc and the lists screened 
against rearmament requirements of the UK and NAT countries; 

and that, pending conclusion of this survey, all shipments 
would be delayed. 


US Legislative Action on Viestern European Exports Mean- 
while, in the US criticism of exports to the Soviets by the UK 
and other countries mounted and finally culminated in Senate 
approval of an amendment to the emergency defense bill which 
would have prohibited US economic aid from appropriated funds 
going to any country which exported to the Soviet bloc any arms, 
armaments, or any article that could be used for military pur- 
poses. The Administration did its utmost to obtain defeat of 
the amendment and a substitute measure was finally approved 
which toned down the original amendment by giving discretion 
to the National Security Council in determining whether exports 
to the Soviet bloc from any country receiving US economic aid 
are contrary to the security interests of the US. If the NSC 
determines such exports are detrimental to our security interest: 
the exporting country would either have to cease making such 
exports or forego economic aid from the US. 


* * x 


DEVELOPMENTS ON SER The atmosphere in Europe has been 
US AIRLINSS MERGER DECISION considerably cleared for implemen- 
tation of the new PANAM and TWA 
service plans on North Atlantic routes affected by the merger 
Gecision. This is the result of personal notification by Depart 
ment representatives to the countries principally concerned in 
advance of public announcement of the new service patterns by 
US carriers. The British have now granted operating permission 
to PANAM and TWA on routes described. While the French have 
asked for informal technical conversations prior to the inaugura 
tion of PANAM service to Paris, it is expected that a temporary 
operating permit will be granted shortly after these talks get 
under way. In deference to French concern over public reaction, 


the 
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‘the CAB announcement of new route schedules was amended to 
indicate clearly that French authorization is required before 
PANAM service can be established in that country. No particu- 
lar difficulty is anticipated in obtaining. approval for PANAM 
service to Rome. Prior notification also was given to the 
Spanish and Portuguere Governments in order to cushion the re- 
action to the CAB announcement last Friday. 


This advance informal notice ‘to key governments affected 
by new PANAM and TWA service plans was made as a friendly gesture 
to avoid the impression of confronting foreign governments con- 
cerned with unilateral action on the part of the US, particularly 
in the face of British and French requests for consultation. 
During the talks our representatives sought to dispel the exag- 
geratei fears of these governments concerning the possible effect 
of route reallocations connected with the merger. It was pointed 
out that operations proposed by US carriers do not involve 
increase of present capacity and frequency in the UK and only 
slight increase in the case of the French. Assurances were also 
given that the US is prepared to consult as soon as desired. 


As the September 25 date approached, when the merger de- 
cision became effective, apprehension at having a second US 
carrier call at their capital cities reached a peak among the 
countries to be affected. The British and French asked for 
aviation consultations. Although the Dutch accepted PANAM for 
former AOA service, they hinted that sometime later they might 
raise the route question. Italy wanted assurances that we 
would not stifle the normal growth of its international carrier 
flying the North Atlantic. Obviously the fear of combined com- 
petition by two powerful US trans-Atlantic carriers at the 
principal traffic-generating points in Europe is having a decided 
impact upon the aviation policies of the countries affected. 
Initial reactions revealed deep apprehension at the threat to 
the continental services of their own national carriers and 
the fear of broader long-term implications in relation to US 
aviation philosophy. However, they now seem somewha; reassured 
and have expressed appreciation for our demonstration of good 
faith in frankly discussing the implications of adjustments 
necessitated by the merger. They are now better prepared to 
answer criticism from their own aviation interests and public 
on a US fait accompli. 


Notice 


ey 
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Notice has also been given to the other governments con- 
cerned that PANAM is the US carrier authorized to perform the 
service heretofore offered by AOA. This has been explained 
as an essential prerequisite for AOA withdrawal from the inter- 
national air transport field. Foreign governments have been 
infcrmed that we intend to implement the merger within the frame 
work and in the spirit of our present aviation agreements and it 
Will not result in any undue burden being imposed upon their 
airlines. Existing agreements, which provide for basic essen- 
tial US operations, permit designation of an additional carrier 
and the addition of new points, and through consultation clauses 
provide for remedial action on questions of actual prejudice 
to foreign operators arising under the capacity concept. 


SECRET 
x * * 
CONFIDENTIAL 


SCREENING OF INVESTMENTS IN All discussions to date with 
RELATION TO INDIAN TREATY Indian officials have indicated 

| Clearly that it will be impossible 
to conclude a treaty of friendship, commerce and navigation 
with India unless the US agrees substantially to the Indian 
position that foreign-owned or cantrolled enterprises may be. 
established only with prior governmental approval. This has 
raised the policy question of whether we should abandon nego- 
tiations for a treaty with India or should make an effort to 
proceed upon. the basis of this firmly established Indian 
policy of screening foreign investments. Also raised are the 
questions cf whether such a concession to India will set a 
precedent for the inclusion of similar provisions in treaties 
with other countries and whether a general position on sereen- 
ing should be developed on the basis of the special situation 
in India. 





After careful consideration, it has been agreed in the 
Department, and the decision transmitted to. the National 
Advisory Council for consideration, that we should try to re- 
open negotiations promptly with India on the basis of a formula 
which would recognize India's policy of selective admission of 


foreign 
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foreign economic enterprises. We feel it is undesirable, 
however, to develop a general position on screening on the 
basis of the situation in this one country. We consider that 
the formula for India should include provision for procedural 
safeguards to prevent arbitrary action by the Indian Government 
in implementing the screening policy. We will also insist 

that India give assurances of national treatment to American 
enterprises authorized to establish themselves in India. 


Reasons for Proceeding with a Treaty One of the major 
principles of the treaty program at the present time is the 
establishment and fcrmalizing of conditions favorable to a 
flow of foreign investments for the economic development of 
under-developed areas. If investment is to be encouraged, it 
must have assurances of protection. The proposed screening 
formula would not of itself reduce the effectiveness of treaty 
rules intended to afford protection after investment has been 
made. If our standard treaty rules are accepted by India, they 
will serve to guide the development of India's domestic economic 
policy, which is in a formative stage, along lines in accord 
with US foreign policy objectives. Our refusal to make a 
treaty would restrict our opportunity to influence the develop- 
ment of India's policies which show tendencies toward divergence 
from the principles we endorse. The Department has a special . 
responsibility in providing protection for American interests 
abroad, the bases fur which are established in such treaty 
rules as access to ccurts, humane treatment, and prctection 
of property. It is felt that a mutualiv agreeable treaty of 
such fundamental character would be heivful in maintaining 
and improving friendly relations with India, an objective 
which, in the light of the situation in Asia today, is of 
great political importance to the US. 





€oncession_as_ a precedent It is argued, particularly 
in the US business community, that if the US accome3.s‘ies the 
Indian Government by a formula recognizing its investment 
screening policy, a dameging precedent will have been estab- 
lished that will make it difficult to resist the inccrporetion 
of similer provisions in treaties with other countries. While 
recognizing that efforts should be made to avoid establishing 
injurious precedents, our experience in negotiating this type 
of treaty indicates that the incorporation of such a formula 
in the Indian treaty would not necessarily have a controlling 
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influence in any other negotiations. The paramount considera- 
tion in making a treaty with other countries will not be what 
kind of treaty we have made with third countries, but how the 
desired provisions conform to’a country's present and prespec~ 
tive practices and policies. — 


The issue in. the case of India is not one of the US 
completely changing a former policy with regard to the admis- 
Sion of American enterprises into foreign countries since we 
have in other treaties accepted qualifications which would 
permit a screening pclicy to operate to a certain extent.. 
Precedents upon which to base a demand for a screening formula 
also exist in the ITO Charter and the Bogota Agreczment. 


The problem with respect to treaty provisions regarding 
the entry of American enterprises differs from country to 
country. In the Philippines, the principal difficulty concerns 
the right to engage in retail commercial enterprises which the 
Filipinos wish to reserve for Philippine nationals. In Pakistan 
indications are that the government will not be influenced by 
India's policy, will not attempt frontier screening, but will 
probably insist upon the participation of local capital in 
certain fields of enterprises. The principal difficulty in 
Iran and Greece is not fear of American capital, but the fear 
of economic penev~ation by powerful neighbors with whom there 
are existing mcst--i'avored-nation treaties. Egypt appears to 
be concerned abcut British, Greek and J”elian penetration, 
but not about American enter prises. in ‘Trance and prooably 
the Netherlands, we shall in all probavility have to agree 
to some kind of screening formula if we make a treaty. Balance 
of payments reasons and fear of upsetting stabilized economic 
situations is the apparent explenation. No country in Latin 
America has indicated an interest in any type of screening 
formula, although we have been confronted with nationalistic 
restrictions comparable to some of those existing in the US. 


CONFIDENTIAL 


* *  * 
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JOHANNESBURG CONFERENCE A permanent organization for coordi- 
ON AFRICAN TRANSPORT nation of transport in central and 

. southern Africa will be established 
at a meeting which convenes in Johannesburg October 25. The 
conference will also consider plans for the development of 
inter-territorial and international port and transport facili- 
ties, make recommendations for the correlation and coordination 
of these plans, and determine priorities for such projects, 
considering their urgency from a regional viewpoint ana the 
availability of supplies and finance. Participants wiil review 
a report on the improvements effected in port and transport : 
facilities and operations since the Lisbon conference in May, 
1949 and consider proposals designed to facilitate the movement 
of inter-territorial and international traffic. (See page 11, 
June 13, 1949 and page 10, Merch 6, 1950 issues of Current 
Economic Developments.) : 


Representatives of the governments of Belgium, France, 
Portugal, and the UK; of their dependent territories in east, 
central and southern Africasgand of the Union of South Africa 
will participate in the conference. The US will be represented 
by observers. 7 


Although our observers will take no formal position on 
substantive matters, they will make known US views on matters 
which affect our interests and those which we believe would 
be beneficial to the development of the area. Fer instance, 
we feel that the conference does not represent complete cover- 
age of the field of transportation. It is oriented primarily 
in the direction of railway and port development, does not 
give balanced consideration to highway transport, end entirely 
\excludes air transport. ‘Ye will suggest that the scope of 
the proposed permanent organization be extended to be fully 
representative of all forms of transport and their proper 
coordination and that its activities include the promotion of 
travel within central and southern Africa. We will again 
advance the ECA proposal for a master trensport survey of 
&4frica south of the Sahara, which was largely evaded last spring 
at the Paris meeting of OEEC colonial powers. 


The US has considerable interest in the development of 
African transportation. It is a basic need on which other 
forms of economic advance depend and an essential element in 
promoting the development and well-being of under-developed 


areas, 
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areas. We are also interested in encouraging the production 
and transport of African raw materials, foodstuffs and other 
products needed by the metropolitan powers as an important 
contribution to tne rehabilitation of the western European 
economy and the expansion of its defense effort. ‘ve are 
directly interested in developing sources of supply of various 
raw materials and have an immediate interest in increased and 
improved transport facilities in connection with shipment of 
strategic materials from Africa. Inadequate overland and port 
facilities, as well as restrictive freight rate structures, 
have. hampered the flow of these materials to the US and, in 
the face of a possible need for increased quantities, we have 
a special interest in port and railway projects. The US hes 
already made or is. considering extensive commitments in this 
connection thr ouga ECA and defense assistance and Point Four 
projects. It is also recognized that our ability to find 
greater markets in Africa for future US exports will depend = 
upon the level of ecunomic development in that area. 


Various political and economic factors hinder the develop- 
ment of an integrated transportation system in central cand 
southern Africa. Some lack of confidence among the governments 
concerned manifests. itself in part by their evident reluctance 
to have routes to the sea in the physical control of cthers 
to more than a minimum extent. State-owned railwavs promote 
the maximum use of their own lines even. when more economic 
but alien routes exist. Such policies, while motivated by 
the desire to channel traffic to their ovin iines, cuverlock the 
fact that general economic development is partly dependent 
upon cheaper and faster transport. Provision of a favorcble 
climate for inducing the flow of investment capital to the 
area and particularly risk capital is essenticel for the economic 
development of Africa. In such devclopment, the economic role 
of transpcrtation would be to stimulate the freest possible 
movement of goods at the lowest possibie rates. 
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POSSIBLE SET -ASIDE Since international allocations of wool 
ROGRAM FOR WOOL are basically not acceptable to the Domin- 
ions or the UK at this time, the US dele- 
gation to the confidential wool meeting in London has proposed 
a set-aside program which it :onsiders the best that can be 
achieved to take care of US military needs, to protect the 
position of such important consumers as the UK and to reduce 
wool shipments to the Soviet bloc. The Dominions appear 
genuinely anxious to play their part in solving the problem 
reveaied by the examination of the worid wool position and US 
military needs. The Australian delegation has reacted favor- 
ably to these proposals which wiil be considered by the Austral- 
ian Cabinet October 3. The UK delegation, with Cabinet approval 
has stated that the UK is prepared to join a practicable scheme 
for seteasides in types and grades where shortages exist. New 
Zealand has given general support to the UK and Australian 
positions and South Africa gave tentative reluctant concurrence, 
noting a probable delay in implementing legislation. 


The US had originally suggested that, following explora- 
tory discussions with the major producing countries (Australia, 
New Zealand, the Union of South Africa, Argentina and Uruguay) 
as well as with the major consumers (the UK, Italy and France), 
our proposals for an international allocations errangement 
ous oe ee a Ay Wool Study Group. (See pags 3 

ugus issue o current Economic Developments. OW = 
ever the UK and Dominions insisted that the US proposals be 
examined at a strictly confidential ad hoc meeting consisting 
Oniy of the US, UK, Australia, New Zealand and South Africa 
before Study Group consideration of possible allocations. 
Although the US preferred a meeting which would have included 
Uruguay, Argentina, France and Italy as well, it agreed to the 
preiiminary meeting which commenced in London September 20. 
The Wool Study Group convened October 2. In view of the wide 
press speculation regarding the US position on wool and reports 
of contacts with British and Commonwealth representatives, our 
delegation feels it will be necessary to give a broad outline 
of present thinking as early as possible during the Study Group 
meetings to representatives of the major NATO powers in order to 
assure them that their interests have not been overlooked in 
preliminary planning. 


US Delegation Proposals Estimates of the world position 
prepared at the confidential meeting show an approximate balance 
if all types of wool are counted and assuming a decline in civil 
ian consumption of 400-500 million pounds for calendar 1951 as 
@ result of price increase. However, an examination of the wool 
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position by grades and types shows a deficit in the finer 
grades and types needed to meet US military requirements. The 
US delegation proposals, which take into account Australian 
suggestions for set-asides for military purposes, provide: 

1) Australia and the other Dominions should establish a set- 
aside system, with agreement in principle reached in London 
and with details to be worked out by the Dominion Governments 
in consultation with the US and other consumers as appropriate 
(it is expected that US requirements will be partially met by 








agree not to ship wool of military grades to any Soviet-contre 
destinations; 3) the US should undertake re-examination of typ 
and grades of wool required for military purposes, with the 
objective of using some lower grades if possible; 4) the US de 
gation will recommend that US procurement of its 100 million 
pound war reserve be spread over a period to include the US 
1951 clip and the 1951-52 Southern Hemisphere clip; 5) the Woo 
Study Group should set up a subgroup to examine the various al 
cation proposals and to draw up the one most suitable to be 
used in the event of necessity; and 6) frequent consultation 
between producing and consuming countries should be agreed upo 


UK Position The UK Cabinet position on wool is that the 
statistical picture does not establish a case for a full scale 
allocation scheme but that the UK is prepared, subject to unde 
standings on certain matters, to join a practicable scheme for 
seteasides for types and grades where a shortage exists. The 
understandings on other matters include equitable sharing of 
sacrifices including restriction of civilian supplies as neces 
Sary, cooperation in adjusting the pattern and timing of wool 
purchases for military requirements to minimize the impact on 
markets and secure supplies at the lowest prices, and coopera- 
tion in the case of other commodities where similar circun- 
stances arise, including those in which the US is a major ex- 
porter. Australia too has asked for fair treatment for other 
Scarce commodities which Australia consumes. Our delegation 
indicated the US is prepared to examine any commodity situatio 
on its merits. The US delegation considers too vague the UK 
position that it would discuss how, in connection with wool 
or more generally, safeguards could be provided concerning sup 
plies to Russia and the satellites. Since the wool the USSR 
takes is the same grade as British mills specialize in using, 
we consider this a matter of definite economic importance to 
the UK. Uruguay has stated that it will not permit wool ship- 
ments to the Soviet bloc. 


* * * 
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The downward trend of the US export surplus, 
REIGN which commenced in mid-1949, has continued, 

until in July, the latest month for which 
Statistics are available, the export surplus was practically 
eliminated. The decline in the export surplus is of such 
magnitude and duration as to raise the fundamental question 
of whether the dollar gap problem is on the way to solution 
or whether the decline is the result of temporary factors. 
This, as well as more specific questions such as the possible 
unfavorable impact on supplies available to the importing 
countries, is being given study in the Department. 


During the first half of 1950, the excess of exports 
was at the annual rate of $2.2 billion, as compared with 
$5.5 billion during 1948 and $6.6 billion during the first 
half of 1949. This reduction in the export surplus was due 
for the most part to a very large reduction in exports~-from 
$12.6 billion in 1948 and $13.4 billion annual rate for the 
first half of 1949, to an annual rate of $9.8 billion during 
the first half of 1950. Imports increased somewhat from 
$7.1 billion in 1948 to $7.6 billion in the first half of 
1950. Price changes accounted for a portion of the large 
decline in the export surplus between the first half of 1949 
and the first half of 1950. If adjustment is made for price 
changes, the decline in the export surplus for 1950 would 
be about $3.7 billion at 1949 prices, rather than the $4.4 
billion decline in actual values. Thus, although price 
changes were of significance, they were not sufficient to 
alter the conclusion that there has been a very substantial 
decline in both exports and the export surplus. The price 
advances that occurred in many primary commodities were 
reflected only in small part in the value of commodities 
arriving at US ports during the first half of the year. 


The decline in the export surplus of the US is general. 
Between the first half of 1949 and the first half of 1950, 
US exports declined substantially to every major area of 
the world, while US imports from each of these areas increased. 
As a result of these changes in trade, in the first half of 
1950 nearly the entire US export surplus with the world as 
a whole was concentrated in Europe. For Asia and Canada 
the US export surplus dropped to a relatively modest 
figure. For Latin America, Africa and Oceana, the former 
export surplus was eliminated entirely and there was a small 
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import surplus for the first six months of 1950. The de- 
cline in US exports was also general throughout practically 
all commodity classes. Substantial drops in the exports of 
grains and such steel products as machinery, automobiles and 
steel mill products, accounted for over half of the decline. 
A notable exception to this trend was cotton, the export of 
which increased by about 600,000 bales, or $76 million. 


Effect of Decline on Other Areas Among the specific 
questions which arise in connection with the declining US 
export surplus are whether the standard-of-living of the 
importing countries has been maintained and whether the 
planned programs of economic development have gone forward. 
If consumption and development have been maintained, there 
is the question of whether supplies have been obtained by 
drawing down stocks, by increasing domestic production, or 
by finding alternative sources of supply. The Department 
is preparing a detailed study in an attempt to answer these 
questions. Even without such a study, some general conclu- 
sions have been Crawn concerning the effects of the decline 
in exports on other areas. 


e It seems reasonably clear that the decline has 
not had an adverse effect on Europe. This is due to the 
increase in European industrial and agricultural production 
and the almost spectacular increase in intra-European trade. 
The volume of intra-Zuropean (ERP) trade in the first quarter 
of 1950 was up 30% from a year previously and was 14% above 
prewar. A considerable part of the improvement was the in- 
creased exports by Germany of manufactured goods for western 
Europe. European imports from areas other than the US do not 
seem to have declined and may have increased somewhat. Some 
of the factors responsible for this improved situation in 
Europe were the relaxation of import controls within Europe, 
the efforts of ECA both in connection with relaxing trade 
controls and increasing production, and the devaluation of 
currencies a year ago. There nevertheless remains a substan- 
tial surplus of US exports to Europe--the annual rate still 
being about $2 billion, constituting practically the entire 
US export surplus with the world. 


Asia The effects on Asia of the drop in US exports 
are more difficult to determine, chiefly because statistical 
information is less adequate and no gencral interpretation 
can be given. In the Philippines the decline represents the 
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practical end of US war damage payments, which had 

been used to finance the large excess of imports over exports. 
Exports to China were down to $21 million during the first 
half of 1950--$53 million less than a year earlier. The $60 
million decline in Japanese imports from the US represents 
some success for Japan in finding other sources of supply-- 
chiefly grain and cotton. Japan still has a large import 
deficit with the US and, while the Korean war will produce 
temporary changes in the Japanese balance-of-payments, the 
long-run solutior for Japan is probably to find sources of 
supply for a large part of its basic imports in areas other 
than the US. In India, where the large decline was due to 
severe import restrictions against US goods, it appears that 
these declines were not offset by increases in imports from 
other areas. in view of India's serious economic plight and 
the necessity for cutting back and postponing development 
programs, the drop in US exports is an adverse development. 
In Iran, also, in view of the brewing economic crisis, the 
decline in US exports constitutes an unfavorable development. 
For most of Southeast Asia, the outlook for larger dollar 
income has improved considerably because of the sharp rise 
in raw material prices, particularly tin and rubber. 


bate america US exports to Latin America dropped by 
about 15% during the first half of 1950 compared with 1949, 
the largest declines being in exports to Brazil and Venezuela. 
Changes for other Latin American countries were relatively 
small with a number of countries showing increases. The 
Brazilian decline was caused by severe import and exchange 
restrictions to work down outstanding commercial debts and 
conserve funds for capital goods imports. The decline was 
not offset by increased imports from other areas but it is 
believed the loss was in reletively non-essential goods. 
Brazil's outlook is good with a large favorable balance 
with the US, high coffee prices and a growing demand for 
strategic materials. It is believed the large decrease in 
US exports to Venezuela did not have an adverse effect on 
conditions there and it is probable Venezuela increased 
imports from Europe and Japan because of lower prices for 
goods from those areas. Venezuelan exports to the US in- 
creased, reducing the trade deficit to $38 million during 
the first half of 1950 as compared with $158 million during 
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AFL CONVENTION STRESSES Emphasis on international affairs 

INTERNATIONAL PROBLEMS marked the AFL annual convention which 
recently closed in Houston,Texas. Sup- 

port of UN action in Korea and encouragement ot the International 


Confederation of Free Trade Unions were the two principal 
themes. 





Action on Foreign Economic Matters While a general boycott 
of goods from the Soviet bloc was called for at the opening of 
the session, no action was taken on that proposal. Instead a 
resolution was adopted which authorized the AFL Executive Council 
to consider and adopt ways by which a boycott of all products 
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made by slave labor could be made effective. A report was 
adopted which recognized the benefits of healthy foreign trade 
but reiterated the belief that competitive imports deriving 
their market advantage from low wages prevailing in other coun- 
tries are a constant threat to US labor standards. This report 
stated that our import duties should prevent low wage rivalry 
from abroad. Nevertheless the convention endorsed the Reciproc 
Trade Agreements Program but asked that, in reaching reciprocal 
trade agreements affecting labor standards of US workers, labor 
be accorded the opportunity of presentation and effectual romre 
sentation. Administration economic programs, such as Point fo 
and the European Recovery Program were endorsed and the conven- 
tion called for special efforts to secure for European labor 

a more adequate share in the benefits of increased production 
and rising productivity. The Schuman Plan and economic inte- 
gration of Europe were also endorsed and a systematic expansion 
was called for in exchange of manufactured goods for raw mater- 
ials, especially among peoples of free Europe, Asia, Africa 

and Latin America. A resolution was adopted calling for a 
strong well balanced commercial fleet to be operated by private 
industry and protesting against US Government neglect of the 
American merchant fleet, condemning a policy which would 
cause the US to rely upon shipping of other nations in time of 
peril. A resolution on alien migratory workers calls for legis 
lation to bar illegal entry of aliens, whether in the guise of 
agricultural workers or otherwise, and providing criminal pen- 
laty for employers hiring such workers. 


Political Resolutions On the political side, the AFL 
advocated a defensive arrangement for Asia similar to the 


Atlantic Pact; elimination of colonialism and imperialistic 
practices; establishment of an African Federation; support of 
UN action in Korea and, after hostilities, establishment of a 
united Korea under free elections supervised by the UN; a per- 
manent UN commission to investigate complaints of activities 
to foment or encourage civil war or disturbances by any state 
within the territory of another states; denial of diplomatic 
recognition or economic aid to any regime imposed by foreign 
intrigue or intervention; speedy adoption of peace treaties 
with Japan and the West German Federal Republic, and revision 
of the Italian Peace Treaty; UN charter revision aimed at 
establishment of a permanent security force and a change in 
existing veto rules; full mobilization and joint defense 
machinery capable of discouraging aggression, and in this 
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connection restoration of Germany to full sovereignty; and an 
end to partition of Ireland. Another resolution called for 
the AFL to use its good offices in having the high ideals set 
forth in the Declaration of Human Rights incorporated in the 
Covenant of Human Rights. The UN convention against genocide 
was endorsed and strong approvalof UNESCO indicated with in- 
creased UNESCO work in the Far East advocated, 


An expanded US Government foreign information program was 
called for as well as an AFL information program to achieve the 
same goals. Coordinated effort of all free trade unions through 
ICFTU is recommended in exposing the fraudulent "Stockholm 
peace petition". 


Adequate labor representation in moulding and executing 
US foreign policy is urged through appointment of a prominent 
trade unionist as Assistant Secretary of State for World Labor 
Affairs and a leading labor spokesman as a full member of the 
US delegation to UN. 3 f 
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IMPLEMENTATION OF On September 6, the President signed the 

M Point Four appropriation bill carrying a 
total of $34.5 million, a reduction of 
only $500,000 from Congressional authorization of the program, 
and shortly thereafter an Executive Order was issued giving 
responsibility for administration of the program to the Secre- 
tary of State. 





Allocation of Funds Prior to passage of the Appropriation 
Bill, we had indicated at the UN Technical Assistance Conference 
(see page 3, June 12, 1950 issue of Current Economic Develop- 
ments) that we would, subject to Congressional appropriation, 
make. a maximum contribution of $12.5 million to the UN technical 
assistance program based on a formula under which other partici- 
pating nations contributed at least 40% of the total funds. 
Pledges of 49 other nations have established our obligation 
through December 31, 1951 at a maximum of $12,007,500. The 
Department has taken the position that our allocation of 
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monies to the UN is on the basis of meeting the contributions 
of other nations on a 60-40 basis and we have therefore made 

a payment of $4 million to the UN with the understanding that 
a second payment of $4 million will be made in the near future 
and that the balance will be paid probably in two further in- 
stallments. In line with the Executive and legislative direc- 
tive, $1 million has been pledged to the Technical Cooperation 
Program of the Organization of American States provided that 
this amount does not exceed 70% of total contributions from 
the other American Republics. It is hoped that the Latin 
American Governments will make contributions in excess of the 
70-30% ratio and our appropriate missions have been asked to 
discuss the matter with responsible officials. At the IA-ECOSOC 
meeting at which we pledged the US contribution, a resolution 
Was passed requesting that pledges be made by October 31 and 
other governments will be urged to meet this deadline. In 
addition, $50,000 has been pledged and earmarked to the South 
Pacific Commission. The balance of the appropriation has been 
tentatively allocated as follows: $6.6 million to going prezrams 
under SCC and IIAA of which there are 933 $400,000 to the 
Department of Commerce for service to business; $1.8 million 
for program support costs; $1.8 million for administration; 
$842,500 for a contingency fund; and for the geographical areas 
represented by the regional bureaus in the Department; $3.5 mil- 
lion for new programs in the ARA area; $4.5 million for new pro- 
grams in the NEA area; and $2 million for new programs in the 
FE area. Tentative consideration is being given to devoting 

FE funce to educational projects since other forms of technical 
assistance in that area are being made available through imple- 
mentation of the Griffin mission proposals. The tentative ear- 
marking for the country bilateral programs was not made in 
accordance with population figures of the area where the work 

is to be done nor was it guided altogether by consideration of 
the importance of technical assistance to those areas. } Fag 
Rather, consideration was given to: 1) known or anticipatea 
requests from governments of under-developed countries; 2) the 
absorptive capacity of the countries concerned; 3) the present 
flow of other US aid; 4) present and anticipated programs of 
international organizations; and 5) the. readiness with which 
technical aid projects could be got operating. These earmark- 
ings are tentative and are subject to some revision on the 

basis of the merit of project proposals that are received. 


Procedure 
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procedure tor Operations The operational plan which will 
be put into effect shortly with the issuance of a Departmental 
order envisages that contact from the Department to the field 
will be through the regional bureau to the Diplomatic Mission. 
Project proposals will come up through the country desk from 
the Mission and will then go to the Office of the Point Four 
Administrator with the priorities assigned to projects by the 
country, by the Mission and by the appropriate bureau. The 
various technical agencies of the US Government will then be 
called upon for assistance in organizing the different projects. 
Point Four administration in the field will center in a repre- 
sentative directly responsible to the head of the Diplomatic 
Mission, although technical agencies of the US Government will 
be authorized to communicate with their technicians in the field 
on purely technical matters. 


Arrangements have been completed for the fuli exchange of 
information between the Department and the Technical Assistance 
Board of the United Nations, and arrangements have been made 
to distribute information about the UN program tc the other US 
agencies, so as to avoid duplication of effort. 





Instructions are going to the missions in the under- 
developed areas asking them to initiate discussions with the 
governments looking toward new technical assistance projects. 
In the next month or six weeks, we expect to receive sufficient 
requests to enable us to earmark the new bilateral funds made 
available this year. It is now planned to commit $900,000 of 
the program in the first quarter of the fiscal year; $3 million 


in the second; $4 million in the third; and $6,394,000 in the 
fourth. 





The terms of the legislation require the establishment 
of an Advisory Board of private citizens to be named by the 
President. Department nominees to serve on this group have | 
been cleared informally with the White House. 
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S There was a brief recess in Schuman Plan nego- 
REE OrTTT OMe tiations early last week to permit the dele- 
gates to study a memorandum prepared by the 
French delegation which summarized the present status of nego- 
tiations concerning institutions and permanent economic and 
social arrangements. We were seriously disturbed over the 
trends revealed in the French memorandum which appear to jeo- 
pardize the fundamental concepts of a supranational authority 
and a single market. However, these trends apparently are 
at the technical level and do not reflect the thinking of 
Monnet and Schuman, who still appear determined that the draft 
treaty which is developed must live up to original Plan con- 
cepts. When the conference reconvened Chairman Monnet recalled 
the basic objectives, warned against any provisions which 
would permit cartels, and made certain proposals for streng- 
thening the anti-cartel aspects of the propogal. The dele-~ 
gates are now trying to work out the unsolved problems pre- 
paratory to referring their decisions in principle toa 
committee of lawyers charged with drafting the treaty. 


In negotiations the past few weeks, a stiffening has 
been noted in the German delegation's attitude following the 
Foreign Ministers' meeting. Feeling their bargaining position 
Was strengthened by world events, by talk of German rearmament, 
and by the increase in steel capacity limit, the Germans were 
trying to retain a national competitive advantage within the 
single market. The positions of the other delegates had not 
changed appreciably, with the Relgians still trying to protect 
their own coal industry to the maximum extent, and the French 
still intent on immediate creation of a single market but 
making concessions to the demands of other delegations. Appar- 
ently the Italians had been placated by agreement to extend to 
all member countries any preferential treatment now extended 

to any member country by its own overseas territories. 


US Views The Department and ECA gave careful study to 
the memorandum prepared by the French and our views were sent 
to Embassy Paris for discussion with the French before they 
made their comments and criticisms to the delegates. We found 
disturbing the tendency to whittle away the powers of the High 
Authority in favor of the Council of Ministers and to some ex- 
tent the High Court.. Provisions were being developed permit- 
ting producer agreements and strengthening regional associations 
of producers, which might have established a cartel operation 
completely inconsistent with the Schuman Plan concept. Increased 


interference 
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interference was being considered in prices within the six 
countries which would prejudice ultimate attainment of a com- 
petitive price system. The emphasis on devices for cushion- 
ing the shock in proceeding to a single market might, we 
felt, lead to a perpetuation of uneconomic enterprises. There 
also seemed to be an increasing trend toward protection of 


policy provisions, for the first time, containing emphasis 
on the need for exclusion of imports in certain circumstances 
from countries outside the market. : 


While the US is committed to support a Plan which incor- 
porates the original principles expressed by Schuman, no such 
commitment exists on the part of the UK and other countries. 
These countries may decide to resist consummation of the Plan, 
relying upon existing bilateral and multilateral commitments 
in conflict with the Plan as one means of exercising pressure. 
Accordingly, State and ECA believe that the US objective 
should bes: 1) to insure that the Plan's provisions are con- 
sistent with the originally stated Schuman objectives; and 
2) to insure that provisions which directly affect outside 
producer and consumer countries are reasonable and equitable. 
The achievement of these objectives would serve the double 
purpose of contributing to achievement of a Plan which the 
US could accept and of denying other countries an excuse for 
blocking it. For these reasons, we feel the negotiators 
should be strongly advised to avoid development of protection 
ist provisions. For example, if a minimum tariff provision 
is adopted, the minimum should be set at or below the present 
low Benelux level rather than the high German tariff. By 
the same token the outside consumer countries should be 
" guaranteed access to the production of the complex on a non- 
discriminatory basis. Present negotiations appear to guarante 
nondiscriminatory prices only within the complex and not to 
outside markets and another provision lays down standards for 
export prices which could easily result in dual pricing and 
‘discrimination. : 


ce tats onshep sith salt For some time. there was a dif- 
ference of opinion among the negotiators as to how to proceed 
with regard to GATT commitments. Apparently it has now been 
decided that the Schuman Plan countries will negotiate an 
agreement on tariffs and other matters with the UK before goi 
to the GATT. They will then ask for a special session of the 
GATT contracting parties to consider the question of a waiver 
for the Schuman Plan as a whole. 





bal * * 
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PHILIPPINE FINANCIAL The deterioration in the Philippine 
[TUATION CRITICS economy has been so rapid that if it 





were not for International Monetary Fund 
action last week authorizing the use of the Philippine 22 mil- 
lion peso local currency subscription, roughly $11 million) the 
Philippine Government would probably have been entirely out of 
funds for its day-by-day operations. This required the substi- 
tution of a demand note payable to the Fund for the local cur- 
rency deposit. While this falls far short of the Government's 
requirements, it is considered sufficient to pull the Govern- 
ment through to the first of November. Further emergency aid 
will undoubtedly be sought by the Philippines from the US since 
Congressional action on a long-range program is not possible 
before December, if that early. The situation is completely 
chaotic; the Philippine Treasury has been operating with a 
large and mounting deficit with tax receipts covering just over 
half of expenditures; warrants have been issued for which funds 
are not available; and school teachers have not been paid in 
some provincial areas for up to three months. New taxes voted 
by a special session of the legislature are wholly inadequate 
to deal with the budget problem, so the situation will of 
necessity get worse. Although the reserves of the Central 
Bank have been increasing fairly rapidly in the last few months 
the international payments position is seriously distorted and 
a balance has been maintained in recent months only by impos- 
ing strict import and export controls with import regulations 
being administered so inefficiently that many businessmen 
are considering going out of business. The increase in reserves 
has been due for the most part to the gross inefficiency of the 
import control office which has simply failed to issue enough 
import licenses for necessary commodities. The administration 
is marked by corruption, venality, nepotism and general incompe- 
tence. President Quirino has made a number of new appointments 
to the Government ¢° men who appear sincerely anxious to help 
the country but the lack of leadership makes each forward step 
a difficult task. Almost every responsible person except 
Quirino appears fully aware of the imminence of the crisis. He, 
on the other hand, seems seriously self-confident, apparently 
feeling that since he has reorganized his Cabinet all his prob- 
lems have been solved. Private individuals and government 
officials feel the situation is hopeless, that the government 
can do nothing and the only solution is for the U8 to extend 
large-scale financial aid at once. All apparently are: putting 
a great deal of faith in the Bell Mission obtaining adequate 
aid for the country with its results becoming quickly apparent. 


In 
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In the meantime, the Governor of the Central Bank of the Philip 
pines is in Washington talking to government officials about a 
possible budgetary loan. However, he has not been receiving 
any encouragement since we wish to avoid such type assistance 
unless it is the only means of preventing the Government's 
collapse. The only immediate alternative to a budgetary loan 
seems to be inflationary financing. This has not yet occurred 
to Quirino and responsible Philippine officials are trying to 
keep him unaware of the possibilities of this approach. 


Report of Economic Heston It is expected that the Bell 
Mission report will go to President Truman within a few days 
with the recommendation that a program be undertaken in the 
Philippines to improve the fiscal policy of the country, expand 
and diversify agricultural and industrial production, expand 
and improve public health and educational facilities and reduce 
the present excessive inequality of income. To meet these ob- 
jectives, the Report will recommend that: 1) financial policies 
be placed on a sound basis; additional tax revenues be raised 
by revising the tax structure and overhauling tax collecting 
machinery; that credit policies be adopted which will increase 
investment in productive enterprises without contributing undul 
to inflation; 2) a special emergency tax of 25% be levied for 
a period not to exceed two years on imports of all goods other 
than rice, flour, canned fish, canned milk and fertilizer or 
possible alternatives; 3) a settlement of outstanding financial 
Claims and the funding of maturing Philippine obligations be 
negotiated; and 4) following the implementation of the above 
recommendations, the US undertake to provide financial assist- 
ance in the amount of $250 million in loans or grants to help 
in carrying out a five-year program of economic development 
and technical assistance; this aid to be conditioned upon US 
supervision and control of the expenditure of funds made avail- 
able for economic and social development and upon the continued 
pursuit by the Philippine Government of sound financial and 
management policies. 


Preliminary discussion has been held on the Bell Report 
by the National Advisory Council but no recommendations will 
be made by the Council prior to submission of the Report to 
the President. Preliminary discussions indicated that a major- 
ity of the interested agencies object to the imposition of an 
import levy to raise revenue end would prefer that e tax on 
exchange be substituted. 


CANADIAN 
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VAD LAN On On September 30 Canada cancelled its official 
N EXCHANGE RATE rate of exchange, leaving the Canadian dollar 
free to find its own level. This action was 

taken against a background of a sharp upward swing in Canadian 
monetary reserves, particularly in gold and dollars. The increase 
was due primarily to a large-scale eanital inflow into Canada from 
the US. While a part of the inflow reflects US participation 

in the investment boom tn Canada and in natural resource develop- 
ment, a substantial part, especially in the several weeks preced- 
ing the Canadian action, was due to a steady flow of “hot money" 
(constituting a demand deposit) into Canada, which during Septenm- 
ber reached $300 million--$65 million on September 29 alone. 
Speculation looking toward the immediate appreciation of the 
Canadian dollar was gaining tremendously in US money markets, and 
Canada, fearing the inflationary threat, acted immediately. Pos- 
sible inflationary aspects of the situation were threefold: 1) the 
new funds created in Canada could be used to undertake investment 
activities, thereby adding to the pressure on prices; 2) such a 
capital inflow would tend to raise the prices of Canadian securi- 
ties, thereby depressing the rate of interest and this in turn 
would be an inducement to embark on investment activities while 
capital was cheap; and 3) the improved cash ratio of the banking 
System as a whole could lead the banks to grant credits more read- 
ily, which would have a still further inflationary influence. The 
inflow could in all probability have been halted by moving the 
Canadian dollar to parity or some -other fixed point relative to 
the US dollc>. Due to the complexity of the situation, however, 
the Canadian Government concluded that it was more desirable to 
leave the rate of exchange to be determined by market forces. 





@~ 
7 


The Canadians acted without consulting the International ae 
Monetary Fund and without advance warning to the US Government. //*/’ 
On September 29 all dealings in foreign exchange were suspended 
and the following day announcement was made of cancellation cf 
the old exchange rate, which since September of last year 10d 
been at a discount of 10% from the US dollar, i.e., 90 cen“s 
Canadian to $1 US. For the time being Canada will not estaviish 
any new fixed parity nor prescribe any new official fixed rates 
of exchange. Rather, exchange rates will be determined by the 
conditions of supply and demand for foreign currencies in Canada. 

The Canadians came into the Fund and admitted the illegaiity of 
their action under the Articles of Agreement of vhe Fund but in- 
sisted they had no alternutive and pointed to the three months' 
increase in gold and dollar reserves from $1,255 million to $1,789 
million. All this new money constituted an obligation to Americans 
and others, an involuntary borrowing by Canada of money it dia not 
need or want without a corresponding increase in its productive 


resources 


DECLASSIFIED FOR PUBLICATION IN FOREIGN 
RELATIONS OF THE UNITED STATES 











conripentiaL = BEST COPY AVAILABLE 
ska 


resources or ability to export. The flexible rate does not meet 
the ideals of the Bretton Woods Conference, but similar policies 
have been adopted by other countries, in some cases without Fund 
objection. So far the Canadian dollar has fluctuated between 94 
and 95 cents to the US dollar. There is no clear idea in Ottawa 
at the moment of the value at which the Canadian dollar will 
stabilize, and it is still too early to estimate the economic 
consequences of the Government's action. There is considerable 
conjecture about the amount of "hot money" involved in the inflow 
from the US and about what the ultimate movement will be. It is 
probable that the picture will not be clarified for some weeks. 


The generai structure of exchange control remains unchanged, 
including control over securities transactions between residents 
and non-residents and control over payment: of Canadian dollars 
to non-residents. It will still be necessary for Canadians to ob 
tain a permit for the export of funds for travel abroad but the 
amount has been revised upwards. Non-residents will still be able 
freely to tr.usfer Canadian ca: ency, securities end other assets 
among themselves. This merely meens that a non-resident holding 
Canadian dollers may dispose of them to his bank in the US in the 
Same manner as heretofore. 


Announced at the same time was the removal, after January 2, 
1951, of all remaining import prohibitions and quota restrictions 
except for those dealing with cepital goods. These latter restric 
tions are being reviewed with a view to determining the appropriat 
degree and timing of relations in this field as well. 


An immediate result of the Canadian action was increased 
speculation on the possible revaluation of the pound sterling. 

A new flurry of buying of British forward exchange carried the 
remium for the pound to the nagnecs point since the develuation 
ast year. Conditions in the are somewhat similar to those 

causing Canadian action, namely: an increase in gold and dollar 

veserves, increased prices for sterling area raw materials, the 
probability of large US defense purchases and stockpiling, and some 
speculetive capital movements. However, the appraisal by Embassy 

London, based on its own observations and on official inquiries, 

is that no change in the rate of the pound sterling is being con- 

templated or seriously considered by the British Government. 


The Australian Government has also felt it necessary to 
deny widespread reports that revaluation of the Australian pound 
is imminent. fhe Australian Government, however, has: announced 
a number of measures which it proposes tc institute to curb 
inflation in that country. 


* * * 
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The Eximbank has authorized exten- 
sion of a $25 million credit to 

the Government of Iran for the pur- 
chase in the US of equipment, materials and technical services 
for use in approved development projects in such fields as 
agriculture, highways, and electric power. Repayment will be 
made over a l2-year period beginning about three years after 
disbursement of the credit. Interest is at the rate of 3.5% 
per year. The Bank's commitment is subject to two conditions: 
1) that the executive and legislative branches of the Iranian 
Government take the necessary steps to authorize the borrowing 
of funds and make provision for dollar repayment and for essen- 
tial local currency expenditures for the projects; and 2) that 
plans to implement the projects be worked out by Iran and the 
Eximbank. to their mutual satisfaction. The projects proposed 
for use of the Bank's loan will fit into a broad plan of Iranian 
development designed to increase production and to better the 
standard-of-living. Improvement in agricultural methods and 
bringing new areas into cultivation, as well as helping to 
create a country-wide network of improved roads, are considered 
basic to the betterment of Iran's economy. This is also true 
of the project to pave the way for greatly increased power 
generation and distribution. 





: Some months ago we concluded that US 
action Was necessary to alleviate the political and economic 
crisis endangering Iranian security. Last June, at the request 
of the Iranian Government, we sent a US Government mission to 
that country to study the situation and recommend the nost 
practicable means of extending financial and other assistance. 
This was followed by a visit by an Eximbank group. We recog- 
nize that the Iranian crisis is primarily due to internal diffi- 
culties and that remedies are inherently in the hands of the 
Iranians. Authorization of US aid would, we felt, help convince 
the Iranians of our interest in them and would encourage the 
Government to take effective action to deal with its internal 
situation. Although we are not attaching directly to the aid 
program conditions for basic reforms, we have and will continue 
to remind the Iranians on suitable occasions that there can be 
no permanent solution to that country's chronic difficulties 
if reforms of this nature are too long neglected. 


Iran has plans for a very ambitious large-scale develop- 
ment program to cover about seven years. It has made overtures 
to the International Bank for financing a substantial portion 
of the program, but to date no loans by the IBRD have been 


granted. 
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granted. We felt that immediate action was necessary and 
assistance could not await an International Bank decision. 
Therefore, the Department asked the Eximbank to give the matter 
of assistance to Iran immediate consideration. The Exinhban 
informed the IBRD of its prospective program and discussions 
were heid to ensure maximum IBRD lending despite the Eximbank 
eredit. The IBRD has informed Iran of its willingness to con- 
sider a $3 million loan fer the rehabilitation and expansion 

of the port of Khorramshahr, and extension of the credit awaits 
the working out of an agreement between the Bank and Iran. 


Gonver sion sues tion It was hoped that before announcement 
of the Eximbank credit, the British wouid have indicated a 
Willingness to guarantee conversion of enough sterling for 
service on the loan. Iran's major source of foreign exchance 

is the petroleum concession operated by the Anglo-Iranian Oil 
Company and, although some dollars are earned by the Iranian 
economy few are captured by the government, and Iran's ability 
to meet the dollar obligations om the loan probably will depend 
in part at least upon its ability to convert current earnings 

of sterling into dollars. The British are reluctant to commit 
themselves on future convertibility guaranties, especially since 
Iran continues to use a part of its small direct dollar earnings 
for the purchase of non-essential imports. We have assured the 
British that we would urge Iran to institute measures which 
would decrease the. use of dollars for this purpose. The British 
also fear that a convertibility commitment might lead to addi- 
tional requests for conversion from Iran and possibly from other 
countries. To date the British have agreed to convert enough 
sterling for interest service for one year during which time 
other means would be explored to meet future sblizations. They 
considered this a major concession, but we have been urging 

them to guaranty conversion for service payments for the entire 
life of the loan. 


‘The British recognize the need for helping Iran end the 
UK Government was instrumental in getting the AIOC to offer 
an &8 million advance in royalties to Iran, pending conclusion 
of negotiations on a supplemental agreement between the oil 
company and Iran. The Iran Government has accepted the advance 
and is attempting to obtain new concessions from the company 
which wouid facilitate passage of the agreement by the Majlis. 
The UK Government is urging AIOC to devise some "sweetening" 
gesture in this regard. British Foreign Office Departments 
are reported working intensively on the question of possible 
UK sterling assistance to Iran, as well as on the AIOC problem 
and convertibility. 


Soviet- 
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Soviet-Iranian Trade Negotiations Meanwhile the USSR, 


apparently eager to counteract the effects of US activities in 
Iran and to influence the Iranians away from the west, have been 
negotiating a barter agreement which would be advantageous to 
Iran. The proposed agreement involves among other commodities 
an exchange of Iranian rice, wool and tobacco for sugar, paper 
and steel products from the USSE. It would be particularly bene- 
ficial to the Northern Iranian provinces which have almost no 
export outlets besides the USSR. A Russian truck convoy carry- 
ing 2,000 tons of sugar arrived in Iran on October 1, although 
the agreement had not yet been concluded, apparently as a publi- 
city stunt to demonstrate to the Iranians the benefits which 
would result from such an agreement. The sugar has been im- 
pounded. The Iranian Prime Minister has been insisting on the 
return of Iranian gold held in Moscow before the trade pact is 
signed. Although the Soviets have indicated a willingness to 
discuss this matter, negotiators have not yet arrivec in Tehran. 
Meanwhile, to offset this development, we are seeking alterna- 
tive markets for Iran which might assist that country in its 
bargaining position with the USSR. We explured the possibility 
of purchasing Iranian products in this country but found that 
this was impossible since the commodities are largely competi- 
tive with US availabilities. 


* * * 


US-Brazilian aviation differences have 
been satisfactorily resolved and agreed 
minutes covering extensive consultations 
over the last six months were signed on October 5. (See page 9, 
September 11, 1950 issue of Current Economic € ts.) The 
principal understandings reached cover capacity and frequency of 
US air carriers operating into and through Brazil. The minutes 
take note of the fact that, by November 1, PANAM will reduce 
present schedules from nine to six flights weekly beyond Rio to 
Buenos Aires. After April 30, 1951 both governments will ex- 
change traffic statistics on the basis of which either may re- 
quest capacity consultations at some future date. The agreement 
leaves PANAM free to increase frequencies if circumstances justi- 
*Y} however, Brazil may request consultation at any time there- 
after. 





Brazil preferred not to discuss non-stop transit rights at 
this time in order that PANAM could maintain present schedules to 
Buenos &ires. However, Brazilian officials agree to discuss the 
matter formally at a .ater cete. The question will not be pur- 
sued further until after the outcome of the Presidential election 
is determined. Meanwhile, we are exploring the ramifications of 
the cut-back in PANAM service to Buenos Aires and are studying 
the best means of meeting this situation in or \c: to protect 
PANAM's competitive position in Argentina and © «rouse the 
least possible jeopardy to its chances later c¢ icreasing 
flight schedules. 
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COMMONWEALTH REPORT DRAFTED ON fhe British Commonwealth, 
AID TO SOUTH AND SOUTHEAST ASIA with the exception of South 
Africa which declined to par- 
ticipate, has just completed at the Ministerial level a report 
on prospective development of South and Southeast Asia over a 
six-year period. It is expectec that the report will be pub- 
licly released some time in November after having been approved 
by the Governments concerned. This is an outgrowth of decisions 
reached at Colombo and Sydney earlier this year to formulate a 
long-range Commonwealth program for the area. (See page 8, 
May 22, 1950 and page 6, January 23, 1950 issues of Current 
Economic Developments.) Currently the report covers India, 
Pakistan, Ceylon, Singapore, Malaya, North Borneo and Sarawak. 
The non-Commonwealth countries of Indochina, Indonesia, Thai- 
land and Burma have accepted invitations to participate in 
further discussions with a view to developing a coordinated 
program for the entire area. 


The report, now limited to Commonweaith countries, envis- 
ages a six-year program at a total cost equivalent to $5,230 
million. What the other countries will come in for is unknown 
at this time. 


Like the European Recovery Prograt «ie planning places 
greatest emphasis on self-help with due recognition that progress 
within this area is heavily dependent upon world conditions, 
particularly the world's demand for the area's primary products. 
Unlike ERP, however, no strong central organization such as 
OEEC is envisaged. Special weight is given to the importance of 
effective planning in the countries concerned with an effort to 
obtain the proper balance between industry and agriculture. The 
importance of developing basic services ‘shich may in themselves 
be unremunerative is not overlooked. Also an attempt has been 
made to be reulistic about the absorptive capacity of these coun- 
tries and the need to fit plans for this area into an expanding 
world economy so as to provide increased and balanced trade. 

The need for a climate conducive to private investment consist- 
ent with national self-sufficiency is recognized. 


Tentative Views on Financing Of the $5,230 million estimatec 
as necessary to finence the program, internal financing by the 
countries themselves should be available to the extent of $2,684 
million. This would leave external financing requirements at 
$2,993 million of which $647 million consists of balance-of- 
payments deficits. These figures are tentative and subject to 
revision. The British believe that they can contribute sterling 
balances to the extent of one-third of the external costs which 
would not constitute an excessive reduction in sterling reserves. 
Thus the British would be killing two birds with one stone, con- 
tinuing to discharge their sterling balance obligation and at the 
same time contributing to the economic development of these 
countries. In addition, all the advanced Commonwealth countries 
would also contribute financially to the program, with Canada 
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expected to give the largest share of the countries other than 
the UK. The balance of external financing would, it is hoped, 
come from the International Bank and the US. Very tentative 
British thinking is that, even with other Commonwealth and Inter- 
national Bank financing, about one-third of the remaining cost 
would still have to be covered from outside sources. While the 
report does not specifically state the US would be expected to 
undertake this financing, the Commonwealth group in London was 
presumably thinking along these lines which would place our total 
contribution over a six-year period at approximately $1 billion. 
The question of non-Commonwealth participation in rendering 
assistance has been of particular concern to the UK and Australia, 
primarily because of political advantages they see in improving 
conditions in the entire area and their belief that Commonwealth 
resources are inadequate for the project. 


Discussions held so far with Indochina, Indonesia, Thailand 
and Burma show a great concern as to how the Commonwealth-sponsored 
program fits in with US aid plans. The British are now thinking 
of a possible meeting next spring with those four countries by 
which time it is hoped the US role will be clarified. A very 
rough estimate made by the British of external financing needed 
by non-Commonwealth countries in this area, exclusive of the 
Philippines, is $1 billion. 


“ 


t The organizational aspects of the Commonwealth 
program were left indefinite by the Commonwealth Ministers, with 
the British thinking in terms of a rather loose organization in- 
Cluding both contributing and receiving countries with headquar- 
ters probably in Colombo. In line with Commonwealth decisions 
last winter to extend technical assistance in this area a central 
bureau will be established at Colombo for this type of aid which 
is actually getting under wav. hile no fund has been establishec 
the value of the technical assistance program agreed upon is 348 
million. We plan to appoint a member of our Embassy at Colombo 
as a liaison officer whose functicns will be to maintain a two- 
way channel of information between the Commonwealth organization, 


UN programs of technical assistance and any US bilateral programs 
in this area. 


The British are extremely anxious to get US views on the 
program. During the last week's visit to Washington of Gaitskell. 
British Minister of State for Economics, informal discussions wer« 
held on the subject. No specific request for US aid was made at 
these discussions but we were esked to give consideration to par- 
ticularly: 1) whether or not we will "come in"; 2) if so, what 
type of organization we believe would be desirable; 3) should the 
Philippines participate; and 4) what procedure should be followed 
from here on out. While we have indicated interest in the prograr 
no official US position has been reached and the Department will 
study the matter carefully. Tentative thinking here is that if 
we should participate it would be on a bilateral basis with the 
recipient countries, with coordineting programs primarily at a 
country level rather than through any joint effort with the 
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RESULTS 0 As a result of consultation among the U8, 
WOOL CONFERENCES the UK, Australia, New Zealand and South 
Africa in confidential sessions which took 
‘place prior-to and concurrently with the International Wool 
tudy Group meeting, (October 2-10) a memorandum was prepared 
providing for a set-aside program to ensure the adequate pro- 
vision of wool needs for western defense. It is expected to 
be initialied this week. The 27 participants of the Stucy 
Group adopted a joint US-French proposal that the Management 
Committee study and draft an international allocation plan for 
possible leter use, and report its findings to the Stucy Group 
governments not later than February 1, 1951. The Group adopted, 
with some modification, the proposals submitted by Australia, 
New Zealand and South Africa for a reserve price scheme on wsol. 


The Five-Power Set-Aside Arrangement The US originally 


preferred an allocation system on wool, but it soon became 
clear at the five-power discussions that the three Southern 
Dominion countries would not go along on this proposal since 
the world wool situation did not warrant taking such drastic 
action which would upset their auction system. A counter- 
proposal was made by Australia which was accepted by all five 
parties, calling for a set-aside program under which the three 
- producing countries agreed in principle to pre-empt for US 
military requirements a certain proportion of finer wools be- 
fore being offered at auction, for which we agree to pay a 
price equivalent to the auction price of similar grades. The 
amount of the US military reserve to be set aside by the South- 
ern Commonwealth countries is not to exceed 100 million pounds. 
The US is to try to obtain as much wool as possible from sources 
other than the Commonwealth exporting countries, and a clause 
was inserted to the effect that in meeting US military clvth 
requirements, the industries of otner friendly importing coun- 
tries should not be weakened in their ability to resume normal 
operations after the US emergency reserve is estabiished. 


There is no commitment in the memorandum of agreement to 
curb the export of military wool to the Soviet Union, although 
the governments concerned will sign confidential statements to 
this effect. This mechanism was used since the agreement is 
expected to be publicized, and we fear that public announcement 
of the intent to curtail wool shipments to the Soviet bloc 
would permit the USSR to increase purcheses before controls 
could be imposed. . 


Internationai Wool Study Group Meeting For the last few 


years, consumption of wool has exceeded production in spite of 
the fact that production itself has increased and is expected 
in 1950-51 to be 5% above the immediate prewar average. 
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Practically all of the available wool from 1949-50 is expected 
to be consumed by the end of 1950, and consumption for 1950-51 
would have to be 10% less than in the first half of 1950 in 
order not to exceed the estimated wool production. The US vie 
the supply situation with alarm in view of the needs of the wes 
ern military defense program, and for that reason desired the 
institution of an allocation system. However, in spite of an 
almost certain acute shortage of the finer grades of wool, the 
Study Group concluded that certain factors and influences woulc 
operate to reduce the consumption of virgin wool and thus bridg 
the apparent gap. One chief factor would be increased prices 
which would presumably arouse consumer resistance, cutting down 
on sales and causing a shift to substitutes. The Study Group 
directed its Management Committee, which meets between the Gro 
annual meetings, to prepare an international allocation plan fc 
possible later use, and adopted a reserve price scheme on wool 
go into effect July 1, 1951. 


The new reserve price plan is designed to reduce fluctua- 
tions in the price of wool, on the premise that such fluctua- 
tions are harmful to both producers and consumers and call for 
international action in time of either extreme surplus or ex- 
treme scarcity. It is, in effect, an extension of the existing 
Joint Organization composed of the UK and its three wool- 
producing dominions (UK-Dominion Wool Disposals, Ltd.) The 
Commonwealth countries recommended that the organization buy 
in when prices decline to levels between one-third and one-fo 
of the present levels. Since there is little likelihood of a 
price decline in the immediate future, the establishment of re 
serve prices at these levels is not expected to have any notice 
able effect for some time to come. The US recommended and the 
Study Group agreed that when purchases of any significance at 
reserve prices were contemplated, there should be full inter- 
national consultation in accordance with Chapter VI of the ITO 
Charter. Further consideration would be given during such con 
Sultation to the question of consumer-country representation. 
The US does not wish to join at the present time. 


Representatives at the Study Group meeting were present 
Argentina, Australia, Belgium, Canada, Cuba, Denmark, the Domi 
can Republic, Egypt, Finland, France, the Federal Republic of 
Germany, India, Iran, Israel, Italy, Mexico, the Netherlands, 
New Zealand, Pakistan, Peru, Poland, Switzerland, the Union of 
South Africa, the UK, the US, Uruguay and Yugoslavia. In addi 
tion, obsorvers attended from the Commonwealth Economic Organiz 
tion, the International Wool Secretariat, the FAO, the Inter- 
national Wool Textile Organization, OEEC and the oK Dominion 
Wool Disposals, Ltd. 


* * bal 
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US POSITION IN UN The US has accepted the invitation of the 
ENCE ON TIN UN Secretary General to attend a conference 





to consider a commodity control agreement 
for tin, which convenes in Geneva October 25. At the time the 
ECOSOC adopted measures to remove procedural obstacles to such 
a conference, the US indicated .ts doubts concerning the success 
of a conference to negotiate an international tin agreement. We 
felt the Korean situation and accomp?nying price fluctuations 
made it questionable that an agreeme.:t acceptable to producers 
and consumers could be negotiated. Also of concern to us was 
the public relations effect of negotiating a restrictive agree- 
ment when emphasis is on all-out production. Having decided to 
participate, we are, of course, entering the conference with 
Sincere good faith and a desire to cooperate fully in construc- 
tive negotiations. However, we still feel that the conference 
is being convened under general political and military condi- 
tions which make negotiation and ratification particularly 
dirficult. 


Possibility o7 Allccations The major problem in the 
world tin situation at present is a shortage of supplies in 
relation to stock-pilie combined with other requirements. This 
shortage may make international allocation necessary. we feel 
that the conference shouid give recognition to this possibility 
in any agreement negotiated; that provisions concerning inter- 
national allocation should not obligate contracting governments 
to particular courses of éction; and that international alloca- 
tion, if resumed, should be administered separately from a 
control agreement. From the US viewpoint, international alloca- 
tion offers the advantage of facilitating limitations upon the 
availability of tin to the Soviet bloc. Imports of tin by that 
area do not appear to constitute a serious problem to date but 
this situation could change quickly. 





US Criteria for Provisions The draft agreement prepared by 
the International Tin Study Group will be the basis for conferenc 
discussions. (See page 3, April 3, 1950 issue of Current Eco- 
nomic Reeslestainna.) The US, feel’..¢ the draft did not ade- 
quately protect our interests, opposed holding 2 conference to 
study it, but the Study Group voted to submit that draft agree- 
ment as the basis for negotiaticns. We feel that some important 
substantive changes should be made while other provisions would 
need to be retained in order for the conference to produce a 
revised agreement which could be signed on behalf of the US. 

In Study Group discussion considerable difference of opinion 
was evident between the US and UK, particularly with regard 

to buffer stock operation and methods of voting. These have 
been minimized somewhat in subsequent bilateral discussions. 
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For direct operational effectiveness a tin contro] 2greement 
would not require participation by the US or other importing 
countries. However, we strongly support the principle that com- 
modity agreements should be open to participation by consuming 
countries. Although the US has no compelling need for a tin 
control agreement at this time, it recognizes that participation 
could be advantageous, depending upon the terms. The US delega- 
tion is being instructed tinct in order for an agreement to be 
acceptable to the US it must be in conformity with our desire fo 
the availability of tin from foreign sources in quantities con- 
tinuously adequate to supply all requirements at reasonable price 
and must be in conformity with the principles of the ITO Charter. 
We consider that a tin control agreement can be justified wnder 
the Charter. There is a basis for expecting widespread unemploy 
ment when stockpiling ends or perhaps even earlier. Although we 
consider this to be in the future, we recognize that other gover 
ments may not feel the same assurance since US purchase commit- 
ments for the stockpile appiy only to 1950-51. Successful nego- 
tiations must give recognition to the view that some period of 
time is expected to elapse before any restrictions upon exports 
would be appropriate, and to the view that it is important to 
have available an international arrangement adequate to deal wit 
the problem when it arises. 






In order to offer promise of being advantageous and accept- 
able to both importing and exporting countries, a tin agreement 
should have the following princ*pal features: 1) assurances to 
exporting countries against undue price deflation and consequent 
unemployment which might result from sudden discontinuation of 
stockpile procurement or other similar disequilibrium. These 
assurnnces would be implemented through a floor price to be pro- 
tected by export quotas and buffer stock purchases. 2) Assurance 
to importing countries against inadequacies of supplies or undue 
price inflation which might result from under estimation, or rap 
expansion, of demand. These assurances would be implementcd 
through consumer control over quota determination and would be 
further implemented by a ceiling price to be protected by substa 
tial quantities of tin previously accumulated in a buffer stock 
as a2 precondition to the imposition of any export limitations 
which reduced the rate of supply. 3) Encouragement for the tin 
industry to employ resources progressively more efficiently. Th 
encouragement would be implemented by provisions insuring that 
the prices and quota determinations established by agreement 
would stimulate productivity, rather than retard it, and should 
be further implemented by provisions which penalize failures to 
export permissible quantities and direct the Council to make ad- 
justments of the export shares. ™ 


+ ~~ + 
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ESCAPE CLAUSE INCLUDED IN In an exchange of notes of October 13, 
US-SWISS TRADE AGREEMENE the Governments of Switzerland and 

the US poy to the inclusion in 
the US-Swiss trade agreement of 1936 of an escape clause simi- 
lar to the one contained in the General Agreement on Tariffs 
and Trade. Under this clause either party to the agreement 
mav modify or withdraw an agreement concession if it finds 
that as a result of the concession and of unforeseen develop- 
ments, the product in question is being imported in such in- 
creased quantities and under such conditions as to cause or 
threaten serious injury to a domestic industry. 


On august 10, the American Legation at Bern delivered a 
note to the Government of Switzerland giving six months notice 
of US intention to terminate the agreement. (See page 4, 

July 31, 1950 issue of Current Economic Developments.) We speci- 
fied that if the Swiss Government would agree, by October 15, 
1950, to the inclusion of the escape clause in the agreement 

the notice of termination would be withdrawn. Discussions with 

representatives of the Swiss Government looking toward inclusion 
of the escape clause in the agreement had been under way since 
early 1949, but during that time no concrete suggestions were 

received from the Swiss. In recent discussions both here and 

in Bern, the Swiss expressed an interest in tariff discussions 

with the US at some future time. They were advised that the 

Us prefers to negotiate only within the framework of GATT and 

oe we would be pleased to negotiate with the Swiss on that 
asis. 


RESTRICTED 
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EAST-WEST GRAIN TRADE ECE Secretariat pronosals to increase 
CONFERENCE TO BE HELD east-west grain trade will again be 
explored at an ad hoc conference in 
Geneva commencing November 14. The meeting is designed to 
promote negotiations between European grain exporter and im- 
porter countries looking toward conclusion of a series of bi- 
lateral agreements on the export of wheat, rye and other grains 
from eastern to western European countries. The proposal takes 
into consideration the fact that negotiations by countries party 
to the International Wheat Agreement would be conditioned by 
the terms of that agreement. A tentative survey by the ECE 
Secretariat shows that potential western European imports under 
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such agreements would consist chiefly of coarse grains and includ 
only about 600,000 tons of wheat. The plan calls for cash trans 
actions to be paid in European currencies, possibly through a 
bine transfer of balances among the European countries in- 
volved. 






All European Governments and the US have been invited to 
attend. Thus far, the USSR, the Scandinavian countries, Greece, 
France and Italy have notified ECE that they will participate; 
Yugoslavia will attend as an observer. While we intend to par- 
ticipate we will time our notification to prevent the Secretariat 
from using it to obtain a more positive response from the USSR, 
which so far has accepted only verbally with no conditions at- 
tached. At the last session of ECOSOC, Myrdal, Executive Secre- 
tary of ECE, extended an informal invitation to any UN country 
not a member of the ECE to attend as observers. Canada and India 
have expressed an interest. 


History of the Grain Proposal The proposal for a European 
grain agreement deveioped from an earlier suggestion from Myrdal 
in November 1949 which wag advanced as a practical effort to 
break the impasse in east-west trade relations. During the ECE 
session last June, Myrdai introduced “1s an exploratory proposal, 
the possibility of expansion of east- vest trade in grain as a 
concrete step in improving trade relations. As originally con- 
ceived, the grain proposal called for a multilateral regional 
agreement with quotas and a range of prices corresponding to 
those of the International Wheat Agreement. The Soviets tried 
to make propaganda capital of Myrdal's proposal at the ECE meetin 
by claiming that the USSR favored participation in consultations 
for a European grain arrangement but was not convinced that weste 
European countries "would get the necessary permission from the 
US in view of our interest in dumping agricultural surpluses." 
During the ECE discussions, we indicated our continued interest i 
east-west trade on a mutually beneficial basis. However, the US 
was concerned at the possibility of the formulation of a control 
agreement on a regional basis since this would be contrary to 
the ITO Charter and, in the case of wheat, would be superfluous 
in view of the existence of the International Wheat Agreement 
to which all countries may accede. 





The plan has been substantially modified following Myrdal's 
discussions with top officials in European capitals. The arrange: 
ment now proposed is not multilateral in character. Instead the 
approach will be along bilateral lines with grain exporter and 
importer cpuntries working out a series of commercial contracts 
calling for cash transactions. 


US 
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US Position Our position at the November meeting will be 
similar to the one we took at the rifth session of cue UCE whore 
it was made clesr that the US favors expansion cf trade *n Europe, 
and in other ureas of the world, along mutually beneficial lines. 
(See page 5, June 26, 1450 issue of Current Eccnomic Developme nts. ) 
We are senuinely interested in the restoration of she normal flow 
of rood and raw materials from eastern Europe. This is importent 
if the economy of western Europe is to be strengthened to the: 
point where ECA+type aid from the US ts ne longer necessirv. With 
good wiil on the part of «11 countries concerned, we src confident 
that expansion of European grain trade can be achieved without 
violating the spirit of the ITO Chrter, rarticuiariy as if peeve 
tains to international commodity control agrecments or other 
international trade obligetions te which many Evropcan cuiintriecs 
are committed. We are especinlly concerned that no agreeinent 
should be made which would wesken the Internaticnsl Wheat Agreement 
or be in conflict with commitments on tne conduct cf international 
trade cy countrics of western Europe. We wiil make every effort 
to avoid playing into USSIK propaganda plans. Our deiog.tion will 
keep 2 watchful cyc lest < regional multilater’.1 control “srcemcnt 
evolve from the conference, zven though the stated cbhjcctive is 
bilcteral arrangements. We want to avoid any tie-in with th- 
European Payments Unicon and fcel that conversion of currency 
Should be left to the discretion of the debtor. 














Actually we are doubtful thet the confcrence will be cuccess- 
ful since there does not Appear to be any advantage to the USSR 
in the proposals as now outlined. Moreover, the western European 
countries probably wiil net see much advantage to themselves ovir 
present arrangements. The Soviets, however, may want to obtsi 
goods in return for grein which it is not in the interest of the 
western community to send, however the Secretariat proposil implies 
that treade in other commuditicc will not be discussed anc the Uk 
his indicated that it will protest any discussion of trade practi- 
ces at the grain meeting. We doubt the genuineness of Scviet 
interest in the proposal otner than to capitalize cn possible 
US opposition. 


ERRATUM: On pace 5 of the Octeber ¥, 19:0 issue of Current 

eo onom. fc Devclopments it ws erroneously reported with rcseard 
‘the Canadian action on exchange rate that rction was trltcn 

chenoat consulting the International Monetary fund and without 

advance warning to the US Government. The Cuncdians did cons lt 

both Fund and US Treasury cfficinis in advance regardin: tneir 

proposed exchange rate action. 
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ST apace ay ena A sizable numbcr of bilateral negotia- 

TARIFF NEGOTIATIONS tions have commenced or are scheduled 

to begin this month at the third round 

of tariff negotiations within the framework of the General 
Agreement on Tariffs and Trade (GATT). However, the dis- 
appointing offers made by certain key countries, the tardi- 
ness of some important countries in scheduling negotiations, 
and confusion over revalidation of previously negotiated con- 
cessions are indicative of the difficulties facing the con- 
ference in maintaining the gains achieved at the Geneva and 
Annecy tariff negotiations and of extending reductions to new 
products and to new countries. The tariff negotiating con-° 
ference convened in Torquay, England September 28, as scheduled; 
the fifth session of the contracting parties, which will also 
be held in Torquay, opens November 2 to deal with problems 
arising under the Agreement. 


Six new countries are participating in the tariff nego- 
tiations with a view to acceding to the General Agreerient 
and the 32 contracting parties are conducting further tariff 
negotiations among themselves. Guatemala at the last moment 
notified the Secretariat of the Interim Commission of the 
International Trade Organization that it would be unable to 
participate in negotiations; subsequentiy it was decided to 
invite Guatemala to send an observer. El Salvador, Mexico 
and Venezuela are also represented by observers. Czechoslo- 
vakia, already a contracting party, is the only Soviet bloc 
country perticipating. Of the 91 bilateral negotiations 
scheduled to begin in October, the US accounts for 13--Turkey, 
Benelux, Peru (exploratory), Canada, Austria, Sweden, Germany, 
Norway, the Dominican Republic, Australia, Brazil, Italy and 
New Zealand. Negotiations with Frence and the UK, principal 
trading countries, have been delayed. 


Controversial Issues In the Tariff Negotiations Com- 
mittee, which is composed of the heads of delegations, there 
have been a number of discussions on the high versus low 
tariff issue and the procedure for revalidating under Article 
XXVIII the duties agrecd upon at Geneva and Annecy. At the 
last session of the GATT contracting parties it was decided 
that in general the previously agreed-upon duties would be 
revalidated for ancther threc-year period after January l, 
1951 and that countries wishing to exempt items from such 


revalidation 
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revalidation should notify the other contracting parties of 
these planned exemptions. along with proposed compensation 
before the Torquay negotiations were undertaken. We have 
notified the contracting parties that we do not intend to 
modify any concessions under Article XXVIII; however we have 
reserved the right to compensatory adjustments should other 
contracting parties modify concessions of interest to the US. 


Although the extent and seriousness of the Article XXVIII 
modifications to be proposed are not yet altogether clear, 
it has become evident to our delegation that it will be a 
major task for some weeks to come to find out what modifica- 
tions are proposed, what compensation is offered, and to nego- 
tiate satisfactory settlements. A further major job will be 
to ensure that US interests are safeguarded in bilateral Articl 
XXVIII negotiations among other countries. Only twelve con- 
tracting parties have unequivocally stated that they had no 
modifications to propose, six may wish to negotiate but have 
not yet been able to submit details and seven have given 
notification at least of the items on which they intend to 
make modifications or withdraw. France has submitted for 
modification a long list of items, many of which are important 
to US trade. Two delegations are seeking instructions. 


The representative of the Netherlands made a statement 
to the committee, supported by Belgium and Luxembourg, empha- 
sizing the increasing importance of tariffs with the relaxa- 
tion of quantitative restrictions and the importance of 
equalizing the tariff levels between countries. He stated 
that Benelux, with its low tariffs, could not conclude any 
agreement that fell short of the aim of decreasing high rates. 
Failing to negotiate what it considered adequate agreements, 
Benelux would prefer to retain its freedom as to new conces- 
Sions as well as to old concessions already granted. Denmark, 
Sweden, Indonesia, and Norway expressed general agreement with 
the statement. India also agreed, and in addition called 
attention to the special position of underdeveloped countries. 
Other countries which claim to be underdeveloped made the 
usual plea for special consideration, referring to the fact 
that their tariffs were for revenue purposes and also to the 
necessity for using tariffs for economic development. 


Our 
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3 Our delegation felt that the Benelux position posed a 
serious question as to whether the US should open negotia- 
tions but on balance it decided to go ahead, since it is be- 
lieved the reservation is directed primarily toward the home 
audience and secondarily against the French, Italians and 
Germans and is designed to overcome the bargaining disadvan- 
tage under which Benelux believes it suffers. In informal 
discussions, our delegation pointed out that Article XXVIII 
would not permit withdrawal of concessions unless accompanied 
by adequate compensation. The Benelux delegation apparently 
does not know exactly what steps it would take at the end of 
the conference if the reductions by high tariff countries are 
not considered adequate. 


Preliminary Conversations with UK No date has been set 
for the opening of our negotiations with the British. They 
indicate informally that tney will not be able to begin until 
the end of October or perhaps later. During the Foreign 
Ministers' discussions Mr. Bevin indicated that he hoped the 
issue of imperial preferences would not arise. Imperial 
preferences will inevitably be involved in the negotiation 
of individual concessions. The President of the JK board 
of Trade has stressed to our delegetion that preferences 
would be troublesome and that the c estion had serious poli- 
tical implications for the UK Gover:ment. He indicated, how- 
ever, that the UK is willing to grat preference concessions 
when it is clearly advantageous to do so, 


We have indicated to the British Embassy our desire to 
discuss at Torquay that section of the UK tariff schedule 
which refers to mandatory consumption of synthetic rubber 
under US mixing regulations. Because of a misunderstanding 
of this section, included in the schedule negotiated at Geneva 
in 1947, it has been inoperative pending renegotiation. The 
British interpret a note appended to the section to mean that 
both parties were left free to decide whether renegotiation 
sheuld take place. However, it is our opinion that the note 
clearly indicates a pending item to be considered at a later 
date. We believe that discussions should take place between 
the Governments of the US and UK with a view to reaching 
agreement which would permit this pending matter to be settled 
in time for appropriate steps to be taken at the fifth session 
of the GATT contracting parties which begins November 2. 


Germany 





DECLASSIFIED FOR PUBLICATION IN FOREIGN | 
RELATIONS OF THE UNITED STATES 




















secre BEST COPY AVAILABLE 


a es 


Germany Many policy questions with respect to negotia- 
tions with the German Federal Repub’ ic have been raised. The 
Czech proposal to disbar Germany on grounds of lack of sover- 
eignty was overwhelmingiy defeated. Discussion of the Belgian 
statement about increases in certain of the proposed German 
rates has been postponed, and in the meantime Germany has 
scheduled bilateral negotiations with a number of countries. 
Further discussion is also expected on inciusion of Berlin 
under German accession to GATT, as well as the question of 
the Federal Republic's duty free treatment of Soviet zone 
goods as conflicting with the GATT most-favored-netici rule. 
Our representatives in Frankfort advise that in order t 
clarify the situation with respect to German tariff negotia- 
tions, they are recommending that the Federal Republic be 
informed that any tariff rates accepted at Terquay will auto- 
matically be given High Commission approval. 


Korea We have been informed that the Korean delegate 

has been notified by his Government that he is fully empowered 

to negotiate tariff concessions with participating countries 

at Torquay on a reciprocal basis and to sign GATT accession 

documents. When the Korean delegate arrived at Torquay it 

was not clear whether or not he had authority to make firm 
_commitments. It was apparent also that he was quite unprepared 

for the negotiations and, at his request, US-Korean negotiations 

were postponed until next month. 





US_"Escape Clause" Action Our delegation has informed 
the contracting parties and has begun the necessary consulta- 
tions on the US decision to withdraw tariff concessions on 
women's fur felt hats and hat bodies valued at more than $9 
anc not more than $24 per dozen, wh:ch it granted under tne 
General Agreement in 1947. This is the first time the US 
has invoked the GATT escape clause which permits the withdrawal 
or modification of a concession when it is found that as a 
result of unforeseen developments and of the effect of the 
variff? concessions imports are being imported in such quanti- 
ties as to cause or threaten serious injury to the domestic 
industry. A Presidential proclamation witndrawing these con- 
cessions, effective December 1, 1950, will be issued shortly 
in accord with recommendations "of the Tariff Commission made 
after an investigation, which was conducted in respense to an 
application by domestic producers of these articles for invo- 
cation of the escape claus?. 





We 
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We believe the proposed action will not have serious 
adverse effects upon our relations with the UK (the initial 
negotiator) or with Czechoslovakia, Italy and France (now the 
most important suppliers). Undoubt:dly, it will involve con- 
pensation by the US. We prefer to uiscuss such compensation 
within the list of items already published fcr the Torquay 
negotiations. This is considered preferable to: 1) withdrawal 
of compensatory items by the other country, which would reduce 
the scope of GATT, or 2 consideration of items not listed 
for Torquay, which would require new public nctice anc separate 
hearings. Aithough termination of the hat concession will be 
effective December 1, for public relations reasons we prefer 
that compensation be made effective only when Torquay conces- 
Sions enter into effect. If the contracting parties object 
to this latter proposal on grounds of inequity, we will not 
object to simultaneous withdrawal of compsnsatory items by 
other countries, since it does not seem practicable for us 
to offer simultaneous compensatory concessions on US rates. 


* * * 


PROBLEMS OF ROUITE CHANGES The inauguration of new PANAM 

ZSING FROM ATRLINE MERG and TWA services on North Atlan- 

tic routes affected by the PANAM- 

American Overseas merger decision has been delayed by stalling 
tactics on the part of certain European governments.- Despite 
earlier informal assurances that operating permits wouid be 
granted PANSM at Paris and Rome, the French end Italian Govern- 
ments are now seeking some prior understanding providing for 
pre-determination of traffic as a protection tc their own 
international airlines before permitting service by a second 
US carrier. 


Technical talks with the French which began the first 
week of October have been recessed temporarily with the French 
refusing to grant our urgent request for PANAM service into 
Paris. They have assumed an unyielding attitude that the pro- 
posed initial combined frequencies by the two US carriers 
were excessive and stated that a permit for PAN4M must be con- 
ditioned upon reduction of its initial flight schedule from 
the proposed 20 services per week to about 16. Represcnta- 
tions have been made to the French at the Cabinet level asking 


for 
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for the immediate grant of an operating permit to PANAM in 
accordance with the terms of our av ation bilateral and ex- 
pressing serious US concern over the possible effects of fur- 
ther delay. We are disturbed at ccutinued French procrasti- 
nation and their insistence upon raising and trying to decide 
basic policy issues far beyond the scope of technical aviation 
consultations, which we commenced in good faith in reiation 
to the granting of the PANAM permit. Their proposals are con- 
trary to the letter and spirit of the US-French air transport 
agreement and therefore unacceptable to the US in the form 
presensed to our negotiators. Our air transport agreement 
unequivocealiy gives both parties the right to designate cne 

or more carriers to operate over agreed routes and therefore 
French delay or denial of the PANAM permit clearly violates 
the terms of the agreement. The consultative provisions of 
the bilateral provide adequate machinery for protection of the 
competitive position of the French carrier. We have made it 
clear that we will not accept any limited permit for PANAM, 
carrying restrictions on frequencies, capacity, Fifth Freedom 
traffic, time, or service to any point on an agreed route. 

The French Cabinet is considering the matter and an answer 

is expected by the end of the month. 


Apparently taking their cue from the French, the Italians 
are following similar tactics in stalling the grant of a per- 
mit for PANAM into Rome with no strings attached. After an 
initial. outright refusal, tne Italian Cabinet has reconsidered 
its position and now offers a compromise proposal under which 
PANAM would be permitted to initiate Rome service immediately 
on the basis of four round trips weekly, provided TWA reduces 

ts flights over analogous routes t~° a corresponding number. 
The Italians contend that this arrc:gement would be consistent 
with our 1946 aviation dilateral since it accepts the designa- 
tion of a second US carrier under terms perritting later 
examination of the entire Rome-New York traffic service. We 
are now considering this proposal which may prove the best 
obtainabie from the Italians. They have already declared 
that US capacity on this route is excessive and reluctantly 
Cropped their insistance upon full study of traffic statistics 
on the New York-Rome service before considering the PANAM 
application. 


The British have formally granted operating permission 
to PaNAM and TWA on the route covered by our aviation bilateral 
but restrict such permission to the initial route service 


patterns 
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patterns proposed by the two carriers. We are now trying to 
reach agreement on the draft minutes covering our talks in 
September about US air carrier services affected by the merger. 
We want the minutes to reflect clearly that both governments 
still adhere to the general interpretation heretcfore as- 
cribed to the Bermuda Agreement of 1946 and that there is no 
intention on the part of either the UK or US to depart from 

or modify the terms or conditions under which services may 

be operated by designated airlines of either government 

under the agreement. 


The Dutch have issued a provisional permit through the 
end of this year for PANAM to take over the AOA operating 
permit. Their reply stated that more definite arrangements 
could be made after a bilateral air transport agreement is 
concluded between our governments. Reference was made to dis- 
cussions on this subject over the past four years and it was 
indicated that the provisional permit was granted on the under- 
standing that negotiations would take place shortly. 


SECRET 
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NEW ABRIDGED D The draft "Treaty of Amity and Economic 
COMMERCIAL TREAT Relations" recently submitted to Ethiopic 

as a basis for negotiatioa is the first 
example of our new and shortened commercial treaty draft. It 
is especially designed for use in a limited number of countries, 
largely in the Near East, which are not sufficiently advanced 
in: governmental and economic organization to be ready for the 
full standard treaty of Friendship, Commerce and Navigation. 
This draft represents an effort to meet the negotiating need, 
encountered in such countries, for something less complex end 
more confined to fundamentals than the drafts from which the 
recent Irish and Uruguayan treaties were derived. 


By abridging or restating many provisions and by dropping 
certain provisions of secondary consequences, the subject mat- 
ter has been reduced from 26 articles plus Protocol in the cur- 
rent standard draft to 13 articles of shorter average length, 
plus four new articles. The new draft is about one-fifth the 
length of the so-called "long" draft which was used in the 


negotiations 
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negotiations with Italy and China immediatelv following ‘iorld 
War II, and is less than haif the length of the shorter model 
used more recently in negotiations with Ireland and Uruguay. 

In spite of its brevity, the craft remains, with one possible 
exception, the same as the standard in pur pese and primary 
principles. This exception is that rules governing the initial 
establishment of business enterprises are omitted; thus, to the 
extent that business is conducted in the corporate form, the 
draft reverts to US treaty policy of the period between the two 
World Wars. Rule-making on business activities is confined to 
the more essential question of the treatment to be accorded *o 
those enterprises which are, or may become, established within 
the country. This should alleviate any fears that the treaty 
is proposing to lay the country open to dominating penetration 
by foreign capitai, or to embarrassing demands on the part of 
feared third powers who might insist under the most-favored- 
nation principle on securing rights equal to those granted the 
US. The abridged draft remains as pertinent as the standard 
draft to the promotion of private investment, currently the major 
emphasis of the treaty program; but it places this emphasis more 
patently in the context of the broader interests that treatics of 
this nature are calculated to serve and adjusts it to the simpler 
requirements of countries most removed from the stream of westerr 
progress. Special attentio.: is given to the basic personel 
rights of those who enter the country or establish there. Since 
standards of law, justice and administration prevailing in the 
countries for which the draft is dcsigned tend to be deficient, 
treaty assurances as to the protection and security of persons 
and property are especially in order if Americans are to go 
there in furtherance of the treaty's objective of enhanced trade, 
investment and intercourse generally. 





The total coverage of the draft has been expanded by the 
addition of an article setting forth certain clementary precepts 
of international cooperation and peaceful relations, and of 
three articles relating to diplomatic and consular privileges. 
These four articles, which commence the treaty, visibly sive 
evidence of the treaty's essentially friendly purpose and 
give it a more traditional, ceremonial cast than is the case 
with the standard draft. included in the new draft are pro- 
visions on: general fricndly relations; treatment of diplomatic 
officials; reception of consuicr officials; taxation of goods 


and 
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and property, diplomatic and consular; entry.and basic personal 
rights; juridical status of companies ; access to courts; com- 
mercial arbitration; protection and security of property and 
other legal interests; rights to engage in business; rights 

in real and personal property; industrial property; taxation 

of persons and companies; exchange control; entry and treat- 
ment of goods; customs administration; navigation; state 
trading; general exceptions; settlement of disputes; and rati- 
fication and termination. 





* * * 
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PROPOSALS FOR RELIEF AND On the advice of the Department, 
REHABILITATION OF KOREA the President has decided that the 

US should support the establishment 
by the United Nations of a Korean reconstruction agency to 
administer large-scale relief and rehabilitation work in 
Korea. ‘Je believe the administrator of the UN agency or his 
deputy should be an American able to command the confidence 
of the US Congress and American people. An Advisory Committee, 
composed of five member UN states, including the US, should 
be established to assist the administrator. The President 
approved the principle of financing by member states in accord- 
ance with a scale of contributions under which the US might 
contribute a maximum of 70%. While no definitive figures 
are available on the total cost of such a program, it is be- 
lieved that necessary expenditures may amount to approximately 
$225 million the first year. It is thought that the program 
would run for a period of three to five years. 


In line with these general principles we have introduced 
a resolution in ECOSOC, which reconvened on October 11, call- 
ing for establishment of a United Netions Korean Reconstruction 
Agency (UNKRA) under the direction of a UN Agent General who 
wouid be responsible to the GA for the conduct of the program. 
The Agent General would be directed to ascertain requirements; 
receive contributions in funds, supplies and services; procure 
and ship these supplies and services and see to their effective 
distribution and utilization in Korea; and advise and assist 
the appropriate authorities in Korea with respect to measures 
necessary for the rehabilitation of the Korean economy. The 


£gent 
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Agent General would also be required to consult with and be 
governed by the advice of the UN Commission for the Unifica- 
tion and Rehabilitation of Korea (UNCURK) on the determination 
of the geographic areas in which the regqonstruction agency 
Shall operate and the relationship between that agency and 

the representatives of the peoples of Korea, as well as con- 
Sulting with UNCURK so that the reconstruction program will 

be coordinated with the activities of UNCURK in the political 
field. Operation of the reconstruction program would be 
started at such time as may be agreed upon by the Agent General. 
UNCURK and the Unified Command. Under the US resoiution UNCUFK 
could recommend to the Agent General general policies which 

the Commission believes are required to carry out its own func- 
tions and conversely UNCURK would be requested to take such 
steps as may be needed to support the Agent General in fulfill- 
ing his tasks. The Agent General would submit his reports to 
the GA. The US is proposing a resolution on financing of the 
program which calls for a scale of contributions from UN mem- 
bers: signifying their willingness to paiticipate. Contribu- 
tions would be expressed in US dollars but would be payable 

in supplies, services, US dollars, or foreign currencies. In 
addition, the resolution provides for acceptance of contribu- 
tions from non-UN members. 


The Australians have offered a resulution on this subject 
which provides that UNCURK be the responsible agency for relief 
and rehabilitation, to be assisted by an Agent Ceneral and 
Advisory Committee. This contrasts with our proposal that 
the Agent General be directly responsible to the GA and con- 
sult with UNCURK. An attempt is being made to have the Aus- 
tralians withdraw this aspect of their resolution. Other 
differences between the two proposals could undoubtedly be 
resolved if this major issue were settled. Our objection to 
placing the responsibility in the hands of UNCURK is based on 
the composition of that body, namely: australia, Chile, the 
Netherlands, Pakistan, Philippines, Turkey and Thailand. We 
don't believe that the US Congress would be agreeable to giving 
this group control of funds largely contributed by the US nor 
do we believe that, outside of Australia, these countries have 
the competent personnel to act effectively in this type of 
program. The Australians have also proposed the adoption of 
a statement of principles in extending assistance to which 
we are agreeable. This statement includes a provision that 
first priority shall be given to the provision of the basic 


necessities 
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necessities of food, clothing and shelter for the population 
of Korea and measures to prevent epidemics. Second highest 
priority would be given to projects which yield early results 
in the indigenous production of basic necessities, including 
reconstruction of transport and power facilities. 


Pending adoption of a United Nations program for Korean 
rehabilitation the necessary measures are being taken by the 
Unified Command, using for the mest part Army and ECA appro- 
priated funds supplemented by contributions. Ths Department 
of Defense has been charged with the responsibility sv finance 
direct civilian reiief assistance. ECA has been charged by 
the President with responsibility for certain types of assist- 
ance to the Republic of Korea. Tne aid which will be under- 
taken by ECA within available funds includes: 1) the provision 
of equipment, supplies and advisory aic required to maximize 
the output of Korean agricultural and fisheries resources, and 
of essential civilian industrial production facilities which 
are not directly utilized by the Unified Command for predomi- 
nately military purposes; Bf fiscal advisory assistance; 

3) continued development and execution of programs for train- 
ing of personnel in the administration and operation of economic 
agencies and enterprises; 4) development of requirements and 
suggested plans for the postwar rehabilitation of public 
utilities, mines, harbors, and other facilities, with the 
plans to be submitted later to whatever group may be estab- 
lished to deal with postwar rehabilitation and reconstruction; 
5) Development and analysis of information regarding economic 
problems in the Repbulic of Korea which will contribute to 
timely action in respect to these problems; and 6) upon the 
request of the UN Command, provision of assistance in arrang- 
ing with local authorities in Korea for the proper distribu- 
tion and issue of supplies in order to prevent conditions of 
disease and unrest and to render adviscry assistance in the 
procurement of supplies for such pirpuses. 
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STATUS OF SCHUMAN Daily meetings are being held by the Schuman 
PLAN _ NEGOTTATIONS Plan negotiators in an effort to produce a 
memorandum shortly containing decisions in 
principle on which tne final text of the treaty for pooling 
coal and steel interests can be based. However, progress toward 
this goal scems to hinge on reactions to two recent French pro- 
posals: 1) creation of a European army which would include 
German forces under certain conditions, one of which is prior 
signature of the Schuman Plan; and 2) suggestions which would 
eliminate the cartel aspects of the Plan. 


German Attitude The Germans have been dragging their feet 
with regard to the Plan ever since Foreign Ministers’ discus- 
sions of rearmament opened for certain key groups in that coun- 
try the hope that they would quickly receive the advantages 
and equality offered by the Schuman Proposal without accepting 
the Plan's commitments or limitations. Opposition to the Plan 
is growing in German heavy industry and some observers belicve 
that the Ruhr interests, which previously have favored the Plan 
at least publicly, are now prepared to come out in open opposi- 


tion. The West German Socialist Party reportedly takes a pessi- - 


mistic view, believing that if an agreement is signed, it will 
only give lip service to the principle of Huropean cooperation 
and will be run by the owner-manager class in each country. 

The West German Government itself so far has not indicated a 
cooling off toward the Plan, although German negotiators have 
been difficult and the appointment of Dr. Lehr, former director 
of a large Ruhr steel combine, to the position of Interior 
Minister just after he had published a strong attack against 
the Plan's objectives is not considered auspicious. 


it seems likely that if the German rearmament question 
shoula head into a serious rift in Franco-American relations, 
or if the Germans should interpret developments as boding well 
for them to insist on a strictly national approach, the Schuman 
Plan might well be a caswlty. 





&Anti-Cartci Proposals Last week the head of the French 
delegation proposed treaty erticles concerning restrictive 
agreements, mergers and combinations which are eimed at pre- 
venting cartel arrangements. He is prepared to press his posi- 
tion vigorously but serious opposition is expected. 


The 
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The proposed articles provide that no enterprise subject 
to High Authority jurisdiction could act in concert with any 
other enterprise or conclude any agreement whose purpose or 
effect, direct or indirect, would be tos a) prevent, restrict, 
or alter in any manner the normal play of competition, and 
specifically to fix prices; b) restrict or control production 
in any manner; and oF allocate markets, products, customers or 
sources of supply. Violations would be subject to High Authorit 
voiding of agreements, terminating the acts, and imposing fines. 
Mergers, formal or indirect, are forbidden, under the French 
proposal, without High Authority prior approval, as are acqui- 
sition of shares or participation in the capital of an enter- 
prise dependent on coal or steel, or acquisition by loan or in 
any other manner of the control of an enterprise or part of its 
assets. Persons having an interest of 10% or more in any enter- 
prise subject to the High Authority could not acquire a direct 
or indirect interest in any other enterprise under the Author- 
ty's jurisdicticn without Authority approval. Such approval 
would be given in such cases only to improve conditions or pro- 
duction or to obtain other economic advantages in the general 
interest. In no case would approval be given if it impaired 
normal conditions of competition within the single market or 
if it permitted a person, enterprise or srivate group to control 
more than 20% of the common market for coal or steel. Violations 
would be subject to termination of such actions and possible 
seizure, confiscation of shares, or imposition of fines by the 
High Authority. 





Belgian Ccal Problem The second major technical question 
still at issue has to do with trensitional subsidies to the high- 
cost Belgian coal industry. Based on German insistence that 
the price for coal should be fixed at the German internal price 
plus freight differential to the point of delivery, it is esti- 
mated that the equalization fund to help inefficient producers 
during the transitional period would have to be about $207 
million the first year, of which the Belgians would claim $150 
million. Both German and Dutch producers evidence a lack of 
interest in providing funds for equalization ad the Germans are 
unwilling to consider a higher German internal price which would 
lessen the amount of the equalization fund. This problem has 
now reached a stalomate, but can probably be resolved if other 
major issues are agreed. 


Tentative Agreement on Some Points One of the thorniest 
issues has bcen the method of consultation by the High Authority 


with enterprises and other interested groups. The French have 
proposed direct consultation with enterprises instead of their 


original 
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original concept of consultation through regional associations. 
Preliminary agreement apparently has been reached which would 
permit creation of producers' regional associations on a basis 

of voluntary membership but only with the agreement of and under 
the supervision of the High Authority. The principle of direct 
consultation with individual producers would be maintained and 
the regional associations would not have any place in the chain 
of command although the High Authority might vse them to trans- 
mit instructions to member enterprises and, at its discretion, 
might seek their advice on matters affecting producers' inter- 
ests. However, they would not replace the so-called Consulta- 
tive Committee, to be composed of representatives of producers, 
consumers, and trade unions, elected by the Council of Ministers 
from a list of nominees proposed by producer, consumer and labor 
organizations which are designated for the purpose by the various 
national governments. This method of election is designed in 
part to exclude the possibility that Communist trade union repre- 
sentatives might be elected. 


Preliminary agreement has also been reached on a system 
of sanctions under which the High Authority could impose certain 
fines or penalty payments when an enterprise fails to comply 
with High Authority decisions. Certain direct action by the 
High Authority has been agreed upon for compulsory expansionist 
programs in periods of shortage and compulsory restrictionist 
programs in times of reduced demand. Enterprises or governments 
could appeal to the Court of Justice against a decision of the 
High Authority in case the Jatter was alleged to have exceeded 
or misused its powers or have based a decision on a false find- 
ing of fact. Appeals might possibly also be lodged in case of 
excessive sanctions. In view of the Council of Ministers' ex- 
pandea powers of consultation, it was agreed to climinate entirely 
appeals by governments on substantive economic considerations. 
Still undecided is the question of whether the High Authority 
would be liable for damages if the Court of Justice should re- 
verse a decision on the basis of which sanctions had already 
been applied. 


US Views on Negotiations The Department and ECA have re- 


stated the US position on a number of points concerning the Plan 
so that Embassy Paris may pass them on to the French and, if 
appropriate, to other delegations. We stress the importance we 
attach to: 1) prompt attainment of a single market; 2) competi- 
tion; 3) cartel elimination; and 4) trade liberalization. 


We agree with the French cn the basic importance of a 
commitment for immediate abolition of tariffs, quantitative 
and similar restrictions among the Schuman Plan countries. 


Reliance 
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Reliance on an equalization fund as a temporary interim protec- 
tion is preferable, we believe, to a gradual reduction of re- 
strictions. Price competition and flexibility are very important 
in our opinion. Insofar as interference in free coal and steel 
markets is necessary and desirable, we would object more strongly 
to interference by producers agreements than by the High Authori- 
ty. Except for matters relating directly to defense, we would 
prefer that decisions on price intervention be made by the High 
Authority with a minimum degree of pressure by national repre- 
sentatives. Intervention should, if possible, be limited to 
Shortage situations and if applied for other reasons, the criteria 
Should be such as to prevent easy invocation, and then only pro- 
vided no added restrictions are created on coal and steel imports 
from outside the single market. On export prices, treaty language 
should not allow a deliberate policy of arbitrary discrimination 
or concerted action by enterprises. If anti-cartel provisions 

of the treaty were applied both to domestic and export marketing, 
we believe this danger would be reduced. We endorse the French 
cartel proposals and consider it extremely important that they 

be adopted. 


We believe that the General Agreement on Tariffs and Trade 
(GATT) waiver should be in such form that GATT rules remain ap- 
plicable to exports from the area. This would permit dumping 
Subject in some cases to anti-dumping duties, and export subsi- 
dies subject in some cases to countervailing duties. It would 
not permit export restrictions to be maintained except in general 
on a basis which is nondiscriminatory in terms of outside coun- 
tries and except for limited objectives, such as meeting shortage 
situations. We think it altogether possible that the GATT waiver 
might permit iimited tariff increases by Benelux, if these are 
necessary to harmonize Schuman Plan country tariffs. However, 
GATT members may well demand, as partial compensation for waiver 
of most-favored-nation rights within the common market, that the 
general level of tariff rates agreed on by the Schuman Plan coun- 
tries should be lower than the average of the present level of 
individual Schuman Plan countries. We regard such a demand, if 
madc, as reasonéble. 


With regard to OEEC, we believe the ideal solution would 
be for the elimination of quantitative restrictions among Schuman 
Plan countries to be extended to the whole of OEEC to help ful- 
fill the 75% liberalization requirement. With the tight world 
steel situation this could probably be done with little risk. 
Coal and steel might well be placed on a common list for OEEC-wide 
liberalization. 


ECONOMIC 
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ECONOMIC EFFECTS IN US 0 Based on current defense mobili- - 
MOB ION PR zation planning and its relation _ 


to national production, an anely- 
sis by the Council of Economic Advisors indicates that projccted 
defense expenditures are will within US production capabilitics. 
The defense program of the size contemplated, however, when 
superimposed on the already high rate of economic activity neces- 
sitates stringent economic control measures. During the third 
quarter of this year economic activity rose sharply before the 
defense program was really under way. Total national production 
increased from an annual rate of $270 billion at midyear to 
$282 billion in the third quarter. The industrial production 
index rose to a postwar level of 213 in September, compared 
with 239 in 1943. Unemployment in September was 2.3 million 
as compared with 4.5 million at the beginning of the year. 
Residential housing construction and installment credit purchases 
reached new peaks. 


Prices have advanced sharply and shortages, actual or poten- 
tial, developed in a relatively large number of materials and 
products. The consumer price index reached 173.8 in September 
an increase from the March index of 167. (The base period used 
for 100 is 1935-1939.) This rise in the cost of living has re- 
sulted in automatic wage increases in those industries having 
cost-of-living provisions in their contracts and has served as 
the impetus for wage increases in other industries. 


There is a great deal of concern with the inflationary 
aspects of increases in primary products since these will even- 
tually be reflected in the price of fabricated materials. This 
concern is not confined to the US but is even more acute in the 
UK and France whose economies are more sensitive to the prices 
of imported materials. The over-all increase in 28 primary 
commodities between mid-June and October 25 has been 26%, with, 
for example, rubber increasing 121% per pound; burlap up 90% in 
this period; and, tin up 54%. 


Present Controls A number of controls have already been 
imposed but more will be needed to ward off serious inflation 
as a result of large defense demands. The controlJs already 
adopted include such severe credit restrictions as larger down- 
payments and a shorter time for repayment for home construction 
and for installment credit in general. Bank lending regulations 
have been tightened and prohibitions placed on amusement construc- 
tion. A new tax program is being developed and consideration is 
being given to a wage stabilization policy. Thus, relatively 
Grastic efforts are being made tu devise control measures which ~ 
will obviate the need for general price controls and the cumber- 
some administre*%ive organization which would be necessary. ° f 
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In order to assure the availability of supplies for the 
defense program and to conserve materials generally, a number 
' of measures have been taken which direct the flow of materials 
and production. An order has been issued giving priority to 
military and atomic energy procurement. Inventory controls 
have been imposed and export quotas for a number of commodities 
have been established (cotton, steel, copper and zinc). Linita- 
tions have been placed on civilian consumption of rubber and 
measures have been taken to assure supplies of aviation 7asoline 
and alcohol for defense purposes. Restrictions on civilian 
consumption of aluminum, copper, nickel and cobalt are under 
consideration. An agreement has been reached with wool produc- 
ing countries to set aside a portion of the required grades of 
wool for US military requirements. (See page 1, October 2, 1950 
issue of Current Economic e e 5 More conservation 
and allocation orders can be expected in the near future. 


Possible Future Controls There is still a serious question 
as to whether general price controls can be avoided. It is ex- 
pected that consumer incomes will rise sharply whereas the «- 
mount of available consumer goods will not increase but remain 
at substantially present levels until 1953. To plan for the 
possibility of general price controls and to administer selec- 
tive price controls and wage stabilization, the Ec nomic Stabili- 
zation Agency has been created. 


It is clear that civilian supplies in the US will be 
relatively tight over the next several years and this will 
raise a number of problems connected with foreign trade and 
foreign policy in general. The shortage of goods raises the 
problem of equitable distribution between export demand and 
Gomestic demand and also the question of a fair distribution 
of exports to the various importing countries. On the import 
side, the large unsatisfied demand for goods in the US should 
result in the demand for increased imports of all kinds. Tho 
increased prices for primary commodities has and should con- 
tinue to result in greatly improved balance-of-payments posi- 
tions for the areas selling to the US. As an interesting 
side-light, August of this year ended with the US having an 
import surplus for the first time since June 1937, amounting 
to $68 million. 


Garr 
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GATT cou The agenda for the fifth session of the con- 
PART MEETING tracting parties to the General Agreement on 
Tariffs and Trade (GATT), which convenes in 
Torquay, England, November 2, is outstanding from the stdnd- 
point of the number and scope of items submitted by several 
countries. At previous sessions the agenda has been composed 
of items suggested mainly by the Secretariat of the Interin 
Commission for the International Trade Organization (ICITO) 
or by the US. Vie welcome this evidence of increasing support 
for the General Agreement as a forum for discussion and resclu- 
tion of commercial policy problems. 


Strengthening GATT In connection with the item proposed 
by Canada on “arrangements for continuing administration of the 
GATT", the US is likely to propose or support a proposal to 
strengthen the General Agreement so that it can operate more 
effectively between and during sessions. We would suggest that 
the necessary strengthening be obtained through providing the 
contracting parties with a permanent secretariat and with some 
smaller executive group which could operate between sessions. 

A working party could be appointed to recommend to the contract- 
ing parties the form of organizational arrangements necessary 
to provide such a secretariat and executive arm. 


The GATT is not in any legal sense an organization. It 
is simply an agreement among 30-odd countries which meet fron 
time to time to deal with questions of interpretation of their 
agreement, with requests for waivers of obligations, with re- 
negotiation of rates, and similar problems. The contracting 
parties have a chairman and a vice-chairman, but no secretariat 
specifically assigned to the GATT. The necessary secretariat 
functions have been provided by the ICITO Secretariat. This 
has been unsatisfactory in that the group is officially the 
Secretariat to an organization not yet in existence. This 
represents a serious morale croblem for the personnel of the 
Secretariat as well as budgetary and administrative problems 
for the UN and for the US. 


In the two and a half years since the provisional entry 
into force of the GATT on January 1, 1948, there have been three 
business sessions of the contracting parties with long periods 
between in which there has been no effective method for dealing 
with problems currently arising under the agreement. For example, 
when the Chinese Nationalist Government withdrew from GATT we 
were anxious to consult with the contracting partices immediately 
on what should be done about the concessions negotiated with 


China. 
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China. There have been a whole series of propos2ls and 2c* ‘ons 
by the OEEC countries which involve commercial policy iad wi.ich 
have been in actual or potential conflict with OEEC. Althouch 
the OEEC Secretariat has been willing to consult with the con- 
_tracting parties, there has been no adequate means of doing so, 
or of securing an authoritative interpretation by the contract- 
ings parties. The problem with OEEC was handlec on an 2d hoc 
basis, obviously inadequate, with a member of the ICITO Secre- 
tariat sitting in unofficially with the OEEC Secretariat. 


Other Agenda Items Among the other important items *o be 
considered at this session are recent changes in, and <= review 
of import restrictions; a review of quantitative export restric- 
tions; and examination of actual cases of quantitative restrictions 
applied for protective purposes. We had hoped to have prior to 
this session a firm US position on the basic interpi:-tation of the 
GATT balance-of-payments provisions. There is, however, stili an 
inter-agency diffcrence of opinion on this interpretation. There- 
fore, in connection with the Belgian complaint that France and the 
UK :re maintaining certain specific quantitative restrictions 
against imports from Belgium for the purposc of protecting domes* 
industry, the US delegation is being instructed to avoid being 
drawn into a theoretical discussion of the interpretation of the 
GATT 2rticle relating to discrimination in the application of 
balance-of-payments restrictions. Our delegation is 2uthorized 
to participate in consideration of the Belgian complaint ind, if 
it decides that restrictions are in ract being maintained fcr 
protective purposes, it is to support action by the contricting 
partics looking toward their removal. 





In addition to routine matters in connection with *arirf 
negotiations and accession of new countries, the procedures for 
extending the Geneva and Annecy schedules will be adopted. 
France has suggested for the agenda consideration of the posi- 
tion of Indo-China in relation to GATT and the relationshin of 
the Schuman Plan to GATT. The Netherlands has asked that the 
effect of the UK purchase tax on certain imports into thc UK 
be examined. Norway has suggested that Havana Charter articles 
dcaling with employment and economic activity be included in 
the General Agreement, and Norw3y and the UK have recommendcd 
that Article XX of the Agreement be amended to correspond with 
Article 45 of the ITO Charter. This article outlines general 
exceptions to the General Agreenent. Cuba has proposed con- 
sideration of the scope of paragraph 5 of Article X7" and 
Article XXXV, with reference to the tariff negotiations and the 


prolongation 
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prolongation of the assumed life of the existing schedules. 

The US has submitted suggestions for standard practices to mini- 
mize commercial uncertainty and hardship under the administra- 
tion of import license and exchange control, as well as an item 
on French export restrictions on hides and skins. 


Also on the agenda are: rectification of schedules conse- 
quent upon adherence to the Brussels Convention for Tariff 
Nomenclature; South African import controls; spec’al exchange 
agreements; Article XXVIII (economic development) notifications; 
South Africa-Southern Rhodesia customs union; Australian subsidy 
on ammonium sulphate; draft agreement on the importation of 
insecticides; and Brazilian internal taxes. 


CONFIDENTIAL 
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MOROCCAN TREATY QUESTION The French Government on October 28 
GOES TO INTERNATIONAL COURT submitted its application to the 
International Court of Justice for 
adjudication of the dispute concerning US treaty rights in 
Morocco. Under recent JS legislation failure to comply withour 
treaty rights in Morocco after November 1, 1950 would preclude 
the US from extending further ECA assistance to France. the 
French have agreed that this action will not adversely affect 
the present status of US importers pending the Court's decision. 


The application to the Court followed the passage during 
the last session of Congress of the Hickenlooper Amendment to 
the act appropriating funds for the European Recovery Program. 
This amendment was adopted by Congress upon the complaints of 
a group of Americans who maintained that certain trade restric- 
tions imposed by the French Protectorate had unfairly hindered 
the capacity of American importers to carry on their businesses, 
in violation of treaties between Morocco and the US. The amend- 
ment provides that after November 1, 1950, none of the funds 
appropriated may be used to aid "any nation of which a dependent 
area fails, in the opinion of the President, to comply with any 
treaty to which the US and such dependent area are parties." 

The Department therefore informed the French on October 3 that 
it might be necessary to withdraw all assents without furthcr 
notice to November 1. However, since the case has been submitted 
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to the Court, the Hickenlooper Amendment will not be invoked 
at that time, because the President will not make a determine- 
tion concerning non-compliance until the Court's decision is 
reached. The US is subject to the compulsory jurisdiction of 
the Court in cases of this type, and it is the opinion of the 
Department that submitting the question to the International 
Court is a democratic and equitable way of resolv’ g the whole 
problem of US treaty rights in Morocco. 


Passage of the Hickenlooper Amendment was opposed by the 
Administration on the ground that further legislative action 
was unnecessary and was potentially harmful to Franco-American 
relations. We considered the Connally Amendment, which gave 
ECA authority to withhold aid where discrimination existed be- 
yond an extent reasonably necessary to meet balance-of-payments 
conditions, as adequate to meet the situation. The importers 
themselves were divided on the need for such drastic action, 
fearing possible greater losses as a result. 


It has long been our understanding that Moroccan las and 
regulations are not applicable to Americans without the ercent 
of the US Government. The import control decree of 1948, *o 
which the US gave its assent in December 1949 for an indefinite 
but temporary period, limited the importation of goods without 
an official allocation of exchange to nine specified commodities 
and required that these commodities be supject to licensing 
procedure. They comprised what is known as the "frec list", 
which was expanded at the time of our assent in 1949. Om note 
giving assent made full reservation of our treaty rights and 
specifically stated that subsequent modification of import con- 
trols would require in each instance US approval before becoming 
applicable to American importers. However, the French in 
Morocco have taken certain steps, without prior consultation 
with our officials, which have the effect of unilateral action. 
Examples of such action include the initiation of sugar compen- 
sation deals which placed US importers at a disadvantage in | 
relation to their competitors who were able to import with dol- 
lars bought at official rates, and alteration of the section of 
the agreement pertaining to petroleum imports. Another discord- 
ant note occurred in September when Protectorate officials 
attempted to force tea importers to buy from surplus government 
stocks before being granted a license. These differences have 
Since been satisfactorily adjusted. An additional grievance of 
Americans has been that they were not allowed to import cars for 
personal use. We maintained that Americans in Morocco were 
entitled to as favorable treatment in this regard as Americans 
in Metropolitan France, and the French have si:ice indicated 
willingness to change their stand on this issue. 


in 
DECLASSIFIED FOR PUBLICATION IN FOREIGN 
RELATIONS OF THE UNITED STATES 














SECRET 
~~. 


In taking steps which contravenes Moroccan treaty obliga- 
tions, the French have claimed that present-day, postwar prob- 
lems have outdated certain aspects of the treaties, and in the 
interests of financial stability certain restrictions are neces- 
sary. They have argued that the franc is weaker now than it 
was at the time of the December 1949 agreement, although we feel 
that it is stronger. They nave furthermore expressed concern 
over our proposal that the "free list" be increased, in view of 
rearmament and other inflationary tendencies, while our opinion 
is that an expansion is justified. Primarily the French main- 
tain that they are not obligated to ask the assent of the US to 
all Moroccan laws and regulations, and that the American importer 
has in effect a privileged position in relation to other importers 





Prior to the submission cf our notice of possible with- 
drawal of assents, Assistant Secretary McGhee held talks with 
French officials in order to acquaint them with the gravity of 
the situation; he also hoped to get more favorable treatment 
for American importers in Morocco. Last week certain provosed 
concessions were announced to US officials in the Protectorate. 
These include an allocation of free official dollars, in an as 
yet unspecified amount, but sufficient to enable the import into 
Morocco of 40-50 US passenger cars monthly, in addition to other 
items such as textiles and used clothing. We would be consulted 
about the most effective manner of breaking down the allocation 
into commodity groups. Arrangements have also been made to im- 
port during the next six months 250 US passenger cars assembled 
in Belgium, payable in Belgian francs. These cars will be allo- 
cated to local distributors on the basis of a reference period 
to be decided after consultation with us. The French also 
agreed to permit Americans to import cars for personal use with- 
out official dollars. At the same time, Moroccan exports to the 
US will be encouraged by increasing to 25% the dollar percentage 
an exporter may retain. A bilateral agreement for sugar is 
being concluded with Cuba under the official allocation of dol- 
lars, and the french have declared that import contracts will 
be awarded on a bid basis, thus permitting Americans to continue 
participating in this market. The Department is studying the 
possible effect of this proposed move on American importers, 
particularly in regard to whether the proposal is a violation 
of our present agreement with the French regarding the applica- 
tion of import controls to Americans. 
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This weekly publication is designed to highlight developments in the eco- 
nomic divisions of the Department of State, and to indicate the economic prob- 
lems which are currently receiving attention in the Department. It is suggested 
that copies be retained on file, as reference will sometimes be made to previously 
reported items to avoid repetition. 


Document Security Instructions 


This document should be treated in accordance with current instructions 
regarding security measures for SECRET material. Extreme care should be ex- 
ercised to avoid public or private discussion of the information herein with or in 
the presence or hearing of any person not authorized to have knowledge thereof. 
For general purposes all classified Foreign Service Officers and other responsible 
economic officers are authorized to have knowledge of the contents of this docu- 
ment, responsibility for the safekeeping of which will be assumed by each recipient 
thereof. It may be retained in protected files or, at the discretion of the recipient, 
destroyed by burning. If not personally disposed of by the recipient, he will 
assure himself that it is burned in the manner prescribed for SECRET material. 
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DEPARTMENT COMMENTS ON GRAY GROUP'S The Department has forwarded 
REPORT ON FOREIGN ECONOMIC POLICIES to Gordon Gray its comments 
on his Report to the Presi- 
dent on Foreign Economic Policies. We believe the report will 
make an outstanding contribution to the development of the eco- 
nomic aspects of our foreign policy and we hope it can be released 
so it will have wide public study. Suggestions were made on a- 
few major points and in accordance with Gray's offer, we asked 
that he transmit them to the President along with the report if 
they cannot be incorporated therein. 





Department Comments ‘Ve suggested that na firm recommenda- 
tions should be made on the method of administering economic and 
military aid and on the establishment of an overseas economic 
agency, in view of studies on these matters now under way by the 
Budget Bureau and the Brookings Institute. We urge that no 
breakdown be made between loan and grant estimates for under- 
developed areas. We also suggest that a change be made in the 
report's statement that technical assistance must ordinarily be 
followed up by provision of capital to be effective. We believe 
that technical assistance can be of value in some fields, such 
as health, education, public administretion, or agriculture, 
without capital investment, and we have made it clear in Congress 
that the undertaking of a Point Four program does not mean that 
the US would be committed in any way to supply capital funds. 

A more accurate wording is also suggested on the report's state- 
ment concerning the development of Japanese armed forces which 
we believe would be less likely to cause alern. 


Summary of Gray Report Gray's report, which has been con- 
siderably revised since our receipt of a preliminary draft (See 
page 1, September 18, 1950 issue of Current Economic Develop- 
ments.), takes into account the Department's earlier editorial 
suggestions so that it would be more acceptable for publication. 
The report bases its recommendations on tne fact that the basic 
objective of US foreign policy is to establish a just and lasting 
peace among nations and that this cannot be accomplished bv nega- 
tive measures. The free nations can and must hold the initiative 
in economic and political fields through a positive program which 
will attract the support of peoples everywhere. Continuing dol- 
lar subsidies are not a sound basis for our international rela- 
tions, and our own requirements for economic growth and military 
strength limit our ability to furnish aid to others. Thus, the 
report empnasizes, our foreign aid undertakings must be based on 
a careful assessment of the competing demands on our limited 
resources, and of tne relative importance and usefulness of the 
demands of our objectives. 


Reviewing 
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Reviewing developments in the postwar period, the report 
concludes that our economic policies have represented a largely 
successful exercise of leadership and have done a great deal to 
restore and maintain the economies of countries receiving aid 
and also the economies of areas which did not receive aid but 
which benefitted indirectly. While underdeveloped areas have 
shown relatively slow progress in the postwar period in contrast 
to the developed countries, we have in recent years formulated 
some promising economic measures in that respect. However, man 
of these areas are currently subject to intense pressure from 
internal subversion or the threat of external aggression and 
present measures are insufficient. 


We are entering a new phase in foreign economic relations 
Which calls for a building of defensive strength and a shift in 
the use of our economic resources which will impose new burdens 
on the gradually reviving economies of other nations. Our fore 
economic policies must be adjusted to meet these new burdens wi 
emphasis on the following major goals: 1) to help make possible 
politically and economically, a rapid buildup in the defense 
capabilities of Western Europe; 2) to help develop additional 
sources of supply for needed materials; 3) to help strengthen 
the economic and political structures of the free world in 
general against intensified pressures of Communist subversion 
and penetration; and 4) to continue laying the groundwork for 
world trade and financial relationships which will promote pro- 
gress on a self-supporting basis. 


Report's Recommendations Some of the major recommenda- 
tions of the report follow: 


1) In order to facilitate the required expansion of Westerr 
European defenses in accordance with joint plans, the report 
states the US must be prepared to continue economic aid for an- 
other three or four years. No estimate is made of the amount o 
such aid but it is suggested that it should be planned on an 
over all assessment of requirements rather than on the basis of 
specific military end economic projects. 


2) Further appropriations for Japanese aid should be care- 
fully considered in view of current developments and in order t¢ 
increase Japanese export opportunities. 


3) Economic development and progress must be stimulated 
in underdeveloped areas. The scope for private investment 
should be widened as much as possible with study of tax incen- 
tives and measures to improve the US market for sound foreign 


dollar 


DECLASSIFIED FOR PUBLICATION IN FOREIGN 
RELATIONS OF THE UNITED STATES 











CONFIDENTIAL 
si < 


dollar securities; negotiation of investment treaties expedited; 
and enactment of overseas investment guarantee: legislation. 
Public lending will be essential for an aggressive development 
program and combined efforts of the International Bank and the 
Eximbank should result in a net outflow to underdeveloped coun- 
tries of about $600 million to $800 million a year, about half 

of which would come from US sources. It is recommended that the 
lending authority of the Eximbank be increased from the present 
$3.5 billion to a total of $5 billion. A general policy of per- 
mitting US loans to foreign creditors to be spent outside as well 
as within the US should be adopted. In selected cases, loans 
should be permitted to finance some of the local costs of develop- 
ment projects which do not involve imports and therefore do not 
directly require foreign exchange. Our present technical assist- 
ance program should be expanded in scope and made more effective 
through supplementary capital grants. It is estimated that this 
program would require funds of up to $500 million annually for 
several years. (As mentioned above, the Department has suggested 
that these loan and grant figures be presented as an overall 
estimate without a loan-grant breakdown.) 


4) The report recommends prompt establishment of methods 
for international allocation of scarce materials among the free 
nations in a manner best contributing to common defense. In 
administering export controls, priority should be given goods 
required by other countries for purposes that support US interests. 
and cooperative action with other countries should assure a flow 
of goods needed to support common objectives. Efforts should be 
intensified to effect rapid expansion in production of scarce 
materials, by provision of funds, equipment and long-term | 
contracts. 


5) Efforts to encourage world trade and capital investment 
throughout the world should be continued through the General 
Agreement on Tariffs and Trade, the Reciprocal Trade Act and the 
International Monetary Fund. The US should become a member of the 
International Trade Organization. Stabilization credits to per- 
mit convertibility of currencies, notably the pound sterling, 
should be considered if all requirements for convertibility, ex- 
cept adequate reserves, have been met and if such action would 
be accompanied with a reduction in trade discrimination. With 
respect to our own import system, the report recommends passage 
of the Customs Simplification Act; renewal of the Trade Agree- 
ments Act for four years; adoption of temporary legislation to 
permit temporary unilateral reductions in specific tariff rates 
on commodities which are scarce and when inflationary pressures 
exist; and repeal of existing legislation which discriminates 
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against foreign goods in government procurement. In our long- 
term agricultural policies we should attempt to modify our price 
support system and our methods of surplus disposal and accumula 
tion of stocks in such a way as to be helpful to our foreign 
relations. Meanwhile, we should eliminate import embargoes im- 
posed for other than sanitary or similar reasons, and apply re- 
strictions less rigidly. We should not encourage increases in 
domestic production of crops which have to be protected not onl 
by quotas and tariffs but also by subsidies. 


6) In shipping,.we should limit the use of Government sub- 
sidies or other protective measures to the amounts necessary to 
maintain the operation of shipping facilities required for natic 
al security. The US should negotiate with other Governments to 
remove cargo preferences and other discriminations. 


7) To administer foreign economic programs, the report 
recommends establishment of a new agency which would have respo 
sibility for administering grant and technical assistance pro- 
grams, except provision of military equipment, as well as pro- 
grams to stimulate production abroad of needed materials. 


CONFIDENTIAL 


* * * 
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NORTH AMERICAN BROADCAST Despite the withdrawal of the Mexican 
AGREEMENT IS EXPECTED delegation from the North American 
Regional Broadcasting Conference (NARE 
because Mexican demands could not be met, we expect that a multi 
lateral agreement will be signed soon by the other countries in 
the region. The troublesome question of station assignments has 
been resolved and only technical drafting details remain to be 
worked out. Provision is being made for Mexico in the treaty 
with the hope that it will sign at a future date. We had to make 
substantial concessions to the Cubans in order to achieve agree- 
ment but the majority of US interests involved consider that 
the result will be well worth the cost. 


The conference, which has been under way in Washington 
since September 6, is the second multilateral ettempt since 1946 
to.conclude an acceptable agreement regulating standard band 
broadcasting in the North American region. This session resumed 
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deliberations where the Montreal meeting of last fall left off. 
(See page 6, September 12, 1949 and page 9, December 12, 1949 
issues of Current Economic Developments.) Earlier attempts to 
conclude a new agreement were unsuccessful chiefly because of 
US-Cuban differences on station assignments and Mexican inability 
to participate in conference deliberations. The groundwork for 
reconciling differences with Cuba was laid during bilateral dis- 
cussions in Habana last spring. (See page 12, March 20, 1950 
issue of Current Economic Developments.) Although Mexico sent 
representatives to the present meeting, they expressed dissatis- 
faction with allocations under the original agreement and with- 
drew when the US could not completely meet their demands for use 
of two additional clear channels. 


The new agreement would run for five years and would con- 
tinue beyond that date until a new or revised agreement is reached 
so that we will not again be faced with the problem of having no 
agreement as at present. Finalization of the NARBA will make 
possible a better anc more equitable accommodation of the tre- 
mendous expansion in standard band broadcasting throughout the 
region. Scme clear channels will have to be shared with each 
country protecting the othcr. Aithough some of the big US net- 
works and clear channel station operators object to any break- 
down of these channels, this measure, along with others, will 
eliminate some of the mounting interference caused by Cuban. 
channel jumping tactics in the absence of an agreement. 


The agreement is probably not as good as that which we might 
have obtained a year ago at Montreal if our viewpoint had been 
accepted there but it does provide for continuing agreement 
Without a hiatus while future negotiations take place and it 
has not provoked quite as violent opposition from the broad- 
casting industry as previously. During the year some of the 
industry has come to realize that it is impossible to cbtain a 
better agreement. It remains to be seen whether the majority 
will throw its weight back o@ ratification. 


US-EGYPTIAN 
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US-EGYPT COMMERC Negotiations with the Egyptian Govern- 
TREATY NEGOTIATIONS ment for a treaty of friendship, com- 

merce and navigation (FCN), which were 
first proposed by the US in 1946, have resulted in a tentative 
agreement between the Legal Attache of our Embassy in Cairo and 
the Legal Adviser of the Egyptian Foreign Office on a draft 
treaty of "friendship and establishment". This contains the 
greater part of the substance of the US proposals, less the pro 
visions on exchange controls, exchange of goods, and navigation 
This draft was recently considered by an interministerial com- 
mittee, which proposed certain changes in the draft, mostly of 
a relatively minor nature. In spite of this favorable action 
of the interministerial committee and the favorable attitude of 
the Egyptian negotiator, there is still no certain indication 
that the Egyptian Government is in fact prepared to sign a favo 
able establishment treaty with the US. 


Difficulties in Negotiation When informed of the nature 
of US proposals of 1946, the Egyptian officials showed littie 
interest, alleging that the proposed treaty was too complex for 
Egyptian taste. The Embassy was unable to obtain much informa- 
tion regarding the reasons for the Egyptian attitude but there 
was little doubt of the intention of the ggyptian Government to 
maintain a free hand in its treatment of foreigners. The Egyp- 
tian reaction was doubtless greatly influenced by the fact of 
the existence of large alien minorities in fgypt, and the con- 
sideration that treaty rights accorded to Americans would proba 
be claimed by the governments asserting the right to protect 
these minorities. The development of the Palestine dispute did 
not improve the atmosphere. 


When the Montreux Convention of 1937 was terminated, in 
accordance with its terms, in 1949, the situation changed some- 
what. In a declaration attached to the Montreaux Convention, 
Egypt had made a commitment to negotiate treaties of establish- 
ment with the other parties to that convention. The Egyptian 
Government offered to carry out this assurance and developed a 
draft establishment treaty which it transmitted to the foreign 
governments signatory to the Montreux Treaty, including the 
US. This draft was entirely inadequate from the standpoint of 
our treaty objectives, and Embassy Cairo was instructed to make 
the proposed FCN treaty the basis for the negotiations. 


The Embassy had, in its Legal Attache, a former judge of 
the Egyptian mixed courts, a man highly qualified for this type 
of negotiation. The climate for negotiation was improved in 
the early part of 1950 by the coming into power of a government 
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representing the Wafd Party, sumewhat more friendly toward 
foreigners than the former government. The Legal Adviser to 

the Foreign Office, designated to carry on the technical dis- 
cussion, accepted the establishment provisions of the US draft 
treaty as a basis for negotiations. He was greatly impressed 

by the argument that the US, not having a large national minority 
in Egypt, stood on different ground than the other nations; and 
that the proposed treaty was not intended to protect minorities, 
but to place relations upon a good juridical basis with a view 

to encouraging investment for economic development. Conferences 
over a period of several months have resulted in tentative agree- 
ment upon a drart treaty of "friendship and establishment". The 
Embassy is now seeking to have the negotiation extended to in- 
clude provisions relating to the exchange of goods and navigation. 
Upon specific instructions from the Depertment, it has emphasized 
the great importance of including provisions relating to the 
withdrawal of earnings and transfer of capital, which are very 
closely related to the other provisions relating to establishment 
and investment. Of special note in connection with the negotia- 
tions is the fact that our negotiator has induced the Egyptian 
Legal Adviser to agree to include a clause which would, in effect, 
remove an Egyptian requirement that Eeypt‘ans hold a majority in- 
terest in corporations.He has also secured tentative acceptance 
of a provision assuring the issuance of three-year visas to 
Americans, other than tourists, desiring to enter Egypt. If 
finally included in a treaty, these provisions would produce a 
distinct improvement in the status of Americans in Egypt. 


CONFIDENTIAL 
* * * 
SECRET 


US PARTICIPATION I The National Advisory Council has, at the 
RAB REFUGEE PROG Department's request, studied the financial 
aspects of the program recommended by the 
UN Relief and Works Agency (UNRWA) for the relief and resettle- 
ment of Arab refugees during fiscal year 1952 and’has apptoved 
the position which the US will take in General Assembly considera- 
tion of the program. The NAC approved US participation in the 
program and a proposed US commitment of not over $35 million of 
the $50 million which is expected to be required from interested 
member countries. The Council elso considers it appropriate for 
the US to support in the UN the broader five-vear program of 
relief and refugee reintegration which has been proposed by UNRWA, 
with the exact duration, amounts to be expended and relative shares 
of the contributing countries subject to review each year. 
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The UNRWA's recommendations for the Arab refugee program 
for 1952 place direct emphasis upon reintegrating the refugees 
into the economies of the Arab states and Israel, either throug 
their resettlement in the former as permanent settlers or, toa 
Small extent, their repatriation in Israel. Such a reorientati 
has become possible as a result of the increased willingness of 
the Arab states to discuss resettlement and to seek an economic 
solution to the refugee problem. The UNRWA envisages a reinte 
gration program which might take five years to complete at a 
cost of $200-250 million, leading to the absorption of up to 
two-thirds of the 800,000 refugees as farmers and in allied 
occupations. The remainder, mainly urban dwellers, may nov be 
covered directly by the program, but are expected to be absorbe 
by the increased development resulting from the program. Re- 
settlement costs have been estimated at an average of $1,000 pe 
family, with about 160 to 200,000 families involved. As reinte 
gration progresses, it is anticipated that the relief component 
will be progressively diminished. As a first step in this dire 
tion, the UNRWA has recommended that the 1952 program contain 
$30 million for reintegration, compered with only $20 million 
for relief. The NAC, in approving this emphasis on the reinte- 
gration portion of the program, urged that the bulk of the fund 
should be spent for this purpose insofar as possible. 


The proposed US commitment of $35 million represents 70% 
of the total $50 million program for 1952, although the US has 
heretofore pledged only 50% of the estimated costs of Arab 
refugee programs. The US contributed approximately $27.5 milli 
of the estimated $54.9 million program for the period from 
January 1950 through June 1951. However, since other countries 
contributed only $12.5 million for this program, the US contri- 
bution amounted to 70% of the $40 million actually raised. Be- 
cause it is essential to the success of the new program that t 
full amount be subscribed and because we do not foresee any 
increase in contributions from other sources, the US is prepare 
to contribute up to 70% of the program, although the NAC has 
requested that every effort be made to obtain 50% of the total 
from other countries. Negotiations in the UN on subs-ription 
of funds will undoubtedly be very difficult. 


ECOSOC 
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ECOSOSOC APPROVES RESOLUTION ON The resolution which was 
KOREAN RELIEF AND REHABILITATION finally approved by ECOSOC 


on Korean relief and rehabili- 
tation was a compromise between the original US and Australian 
proposals (See page 9, October 23, 1950 issue of Current Economic 
Developments.) with Australia and the US co-sponsoring the final 
resolution. It varies from our original draft principally in 
that the United Nations Commission for the Unification and Re- 
habilitation of Korea (UNCURK) is given more responsibility in 
the activities of the UN Korean Reconstruction Agency (UNKRA). 
This modification was made in order to obtain australian with- 
drawal of its proposal which would have had UNKRA responsible 
to UNCURK rather than to the General Assembly. 


The final resolution provides that UNKRA, under the direc- 
tion of a UN Agent General, shall be responsible to the General 
Assembly for the program of relief and reconstruction but shall 
take into consideration general policy recommendations made by 
UNCURK. The latter organization is authorized to recommend to 
the agent General such policies concerning the Korean reconstruc- 
tion's agency's program and activities as it may consider neces- 
sary for the effective discharge of UNCURK's responsibilities in 
relation to the establishment of a unified, independent and 
democratic government in Korea. Furthermore, UNCURK is authorized 
to determine, after consultation with the Agent General, the 
geographical areas within which the UNKRA shall operate at any 
time; to designate authorities in Korea with which the Agent 
General may establish relationships and the nature of such 
relationships; take such steps as may be needed to support the 
Agent General in fulfilling his task in accordance with the 
policies established by the GA; and to consider the reports of 
the Agent General submitted to the GA and to transmit any comments 
thereon to ECOSOC and the GA. 


While we wera able to obtain a resolution incorporating 
basic principles we deem necessary for efficient operation of 
the relief program, negotiations prior to adoption of the reso- 
lution engendered a certain amount of ill-feeling. Australia 
believes we were too insistent on diminishing the powers of UNCURK 
in the relief progiam, and Pakistan and Chile, both of whom are 
members of UNCURK, are disappointed that the Commission will not 
have more responsibility. This feeling may make it difficult 
to establish good working relations between UNKRA and UNCURK. 
The appointment of the Agent General, particularly the matter ofhi 
nationality, is expected to create further problems. Our insist- 
ence that the preamble to the resolution contain a reference to 
North Korean aggression has brought adverse comments from even 
the UK, France and Australia, all of which feel that it was un- 
necessary to add this politicai aspect to an economic resolution. 
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Several of the UN delegations have expressed the view that 
US estimates for the first 18 months, amounting to $364 million 
are unrealistic and that a smaller program would be more accept 
able. In view of past experience in obtaining funds for purpos 
of relief it is expected the US will have to assume the largest 
Share of the cost of the program. We have been thinking in 
terms of 65-70% of the total cost being borne by the US but 
would like the other participating countries to commit themselv 
to absorbing a stated part of the cost of the program. A form 
is now being worked out which will enable us to obtain the maxi 
mum amount from UN member governments without applying a manda 
tory formula to which they would object. 


* * * 


EFFECTS OF POLISH On October 29, the Posish Government 
CURRENCY CONVERSION announced a drastic currency conversion 

and change in the exchange rate of the zlc 
effective the following day. The resulting exchange rate of fe 
zlotys to the dollar is the same as that of the Russian ruble. 
The move is considered a further example of the sovietization 
of the satellite states and may be a step toward establishment 
of a "ruble bloc", although reports from other satellite states 
give no indication of similar moves there. 


Under the mew law, cash holdings and capital are generall 
convertible at 100 to 1, while the conversion of wages and pric 
and bank savings is fixed at 100 to 3. Although one new zloty 
is supposedly equivalent to 100 former zlotys, the 300% rise i 
prices makes the real value of the new zloty one-third of its 
former real value. In general, the severest impact of the 
decze: fell on persons whose savings had not been deposited in 
banks, since currency holdings had to be converted at 100 to l. 
Furthermore, the timing of the decree was such that the farmers 
already had sold the bulk of their harvest, and probably had 
not had much opportunity to dispose of the cash proceeds by de 
posit in banks even if they so intended. While the rich could 
theoretically retain some of their wealth since no limits were 
set on the amount possible to convert, their wealth was undoub 
edly not in banks, and the majority of them probably will prefe 
to take severe losses rather than expose themselves to Governme 
charges of hoarding or profiteering, for which there are extrem 
penalties. The period of October 30 to November 8 was allowed 
in which to redeem the old currency. — 
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The Government-controlled press announced that the currency 
change had been "joyfully received" by the Polish people, but 
observers report the reaction was one of extreme bitterness and 
despair. The Government claimed that Polish currency was now 
on a gold standard since it stated that it was willing to buy 
gold at 0.222168 grams of pure gold per zloty. It further claimed 
that the zloty would now attain a true value on the international 
market. However, these claims are not convincing since the 
Polish Government has not indicated a willingness to sell gold 
at a fixed price, and since a penalty of death is decreed for 
persons possessing gold, platinum or foreign currencies without 
government authorization. Moreover, the zloty is not a currency 
used in international trade; in fact, there is as yet no indica- 
tion that Poland itself does not plan to continue conducting its 
foreign trade on the basis of world prices in convertible cur- 
rencies rather than on the basis of zloty or ruble prices. 


The monetary change also affects diplomatic representation 
in Poland. Our officials in Warsaw point out that the dollar 
allotments for salaries paid to local employees and for all local 
expenditures must be trebled. Although Poland voluntarily estab- 
lished a diviomatic rate of six zlotys to the dollar until 
March 31, 1951, various western diplomatic missions in Warsaw 
are consulting with their governments concerning the advisability 
of presenting parallel notes cf protest to the Polish Government 
which would point out the discriminatory effect of the currency 
change on foreign missions, end would propose that a permanent 
diplomatic rate of 12 zlotys to the dollar be established. 
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FIRST SETTLEMENT UNDER In the first European Payments Union 
EUROPEAN PAYMENTS UNION (EPU) settlement, covering the three 

months ending September 30, three 
countries reached the "gold point", involving payments by Ger- 
many to EPU of about $31 million, and by the Union to France 
and Portugal of $40.8 million and $1.8 million respectively. 
The "gold point" is the point in the members! quotas beyond 
which fractional gold or dollar payments must be made in settle- 
ment of their trade balances. In setting up the Payments Union 
each member was assigned an EPU quota based in general upon 15% 
of the country's intra-European turnover of trade and payments 
in 1949. When deficits or surpluses reach 20% of these quotas 
debtors musit pay in gold or dollars a certain proportion of 
their deficits to EPU, and creditors receive e certain portion 
of their surpiuses in gold or dollars from EPU. 


The first quarter settlement immediately raised a serious 
question with regard to Germany's trade position with western 
Europe. While a degree of instabili y is inevitable in European 
payments relationships during this unsettled period, indications 
are that future problems may arise with regard to other coun- 
tries--particularly France, the Netherlands and Portugal. While 
the problems in connection with these countries probably will 
not be as serious as the German difficulty, we believe careful 
analysis is required. 


Germany's EPU Position In the first three months of EPU 
operation Germany ran a deficit with other OEEC countries of 
approximately $172 million, with indications that a large deficit 
would continue and Germany's quota would be exhausted by the end 
of November. Thus the EPU Board of Managers, meeting for its 
first session October 20, was confronted with a real crisis and 
need for action. Two experts were asked to analyze the situation 
and come up with recommendations, which have been considered by 
the Board of Managers and the OEEC Trade and Payments Committee 
and will go to the OEEC Council for consideration November 14. 


The experts estimate that the German deficit, while not 
caused by long-term factors, will continue for some time and that 
it will probably run about $250 million November through March, 
in spite of the measures the German Government has already under- 
taken. Between January and June 1951 there is a reasonable 
chance of equilibrium being reached and a surplus gradually 
achieved if present measures are maintained, and if additional 
measures are taken in various fields. However, the experts 
believe that temporary assistance must be given Germany to keep 
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it from going back on its trade liberalization policy. While 
there is deep resentment on the part of other OEEC countries 
because of the extent to which German authorities encouraged 
forward bucing and facilitated exchange speculation far beyond 
the Federal Republic's external financing resources, the experts 
concluded that if Germany is forced to rectify its position 
without help, in view of its inadequate financial reserves, the 
measures might have to be so drastic that they would lead to 
increased unemployment and disruption of trade. 


The experts recommended that Germany take measures which 
would: 1) curb excessive credit and continue the counterpert 
fund policy whereby current spending is smaller than current 
accruals; 2) maintain the present exchange rate; 3) increase 
taxation; 4) restrict granting of new import licenses within 
existing trade liberalization commitments; 5) promote exports, 
including scrap; 6) develop the capital market; 7) strengthen 
the central benk system; 8) abstain from any policy of deficit 
finencing; 9) re-examine investments and their effect on the 
balence-of-payments position; and 10) review other long-term 
problems such as maintenance of a balanced budget and establish- 
ing a balance between saving and investment. 


The Board felt other countries could take measures to help 
Germany and suggested that they include goods of interest to 
Germany in their own liberalization lists, that they grant 
generous quotas for non-liberalized German goods and not seck 
unreasonably large quotas for their own exports. 


On this basis, the Managing Bon-d recommends that about 
$120 million be made available as an EPU credit line to Germany 
during the period ending March 1951. This credit would be re- 
payable in six equal installments in the period May to October 
1951. This would only pertially cover the estimated deficit of 
$200 million; $60 million would have to be covered by payments 
in dollars by Germany as she utilized the new credit and $20 
million could be covered from the EPU quota which is still unused 
The Board also felt that the Corncil should recommend to ECA that 
$30 million be made available to Germany as a loan by LCA from 
the special assistance fund. ger 


We feel thet EPU is facing up to this crisis in a very 
encouraging manner. ‘Ye are concerned, however, because of the 
relation between a solution to the Germen problem and the future 
of the entire trade liberalization program and because of the 
difficulties it raises with regard to German contribution to the 
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joint defense effort. The aid recommended by EPU will only 
provide Germany with a breathing space and if realistic measures 
are not taken which strike directly at the cause of the crisis, 
Germany will exhaust not only her additional credit but also 

her monetary reserve. We are not sure the measures now being 
considered by the Germans are adequete to assure that the deficit 
will be kept within bounds and are concerned that the exnerts' 
recommendations seem to emphasize icng-term measures. We believe 
the Germans should concentrate on short-term measures, particu- 
larly ones which would remedy the unfavorable shift in their term 
of payments. For example, ECA's Special Representative suggests 
that the Bank Deutschlaender take immediate title to export pro- 
ceeds and that export credits be formalized in the form of 
foreign exchange bills which might be discounted abroad by the 
Bank Deutschlaender. German importers wovld be required to take 
advantage of normal credit terms abroad, without being forced 

to assume the liability for exchange risks involved. Other sug- 
gestions are thet licenses be reviewed for abuse of entrenot 
trade and that indirect restrictions on imports be imposed which 
would, in effect, place a definite ceiling on Germany's EFU 
deficit. Such limitations, such as the deposit of funds with 
licensing authoritics as a condition tc receiving an import 
license, would avoid direct quantitative restrictions in contra- 
vention of existing commitments. 


France and Portugal France had by far the largest intra- 
European surpius of ary EPU member in the first settlement 
period--amounting to aprroximately $200 million and resulting 
in gold or dollar payments of nearly $41 million. The French 
surplus was rather widely distributed in the sense that France 
was in a bilateral debtor relationship with only two countries, 
which woujla indicate that French policies may have caused the 
surplus. There is widespread criticism of the French liberaliza- 
tion program and reports that France has frustrated the liberali- 
zation of quantitative restrictions *hrough a protective tariff 
policy. Export restrictions recently imposed by the French on 
a wide variety of goods promise to reduce her surpluses in’ future 
settlements but by means contrary to the objectives of the’ liber- 
éelization program. 


The other country receiving gold or dollar payments in the 
first EPU settlement was Portugal. Here, too, the relatively 
large surplus raises a question of whether this country is pur- 
Suing a policy that is in harmony with other EPU members. The 
surplus reflects the possibility of a too restrictive commercial 
policy and internal monetary deflation, although the surplus may 
have been due in part to a sudden swing in entrepot trade. 


Position 
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Position of Some Other Members The Dutch deficit for the 
first period totalled $40.3 million. They feel their position 
in EPU is most tenuous. In order to cover a sustained high- 
level deficit with Belgium they must rely particularly on a large 
surplus with Germany. While it was ex»vected that the Dutch would 
be in difficulties after removal of internal Benelux controls, 
the level of the Dutch deficit with Belgium has continued longer 
than seems reasonable, probably due to the Belgian protective 
policy against Dutch agricultural products. 





Britain had a large surplus for the first three months of 
EPU operation. However, a part of this total, representing the 
extent to which other participating countries used their pre- 
viously accumulated sterling resources to meet net deficits with 
the Union was deducted. The future outlook seems to indicate 
a big EPU surplus for the sterling area, and this may well mean 
the French surplus will decline in future months. 


The Swiss Parliament approved Swiss adherence to the Pay- 

ments Union October 26. Although approval was almost unanimous, 

& was done in a negative spirit and almost every speaker made 
the point that Switzerland had no choice but to join. Switzer- 
land had a net deficit of $19 million during the first period, 

or almost 10% of its quota. This was partly due to the temporary 
rush of payments resulting from rumors of sterling appreciation 
and fear of new and stricter import controls. 


* * * 


REVIEW OF EXIMBANK The Eximbank has extended credits totalling 
LENDING ACTIVITIES about $254 milliwn since July of this year, 

bringing to about $530 million the loans 
granted during 1950. It therefore appears that credits extended 
during this half of the year may exceed the total for the first 
half which had, in turn, been the largest for any six months 
Since 1947. Of the 12 countries receiving loans during 1950, 
five, veceiving $175 million, were outside the Western Hemisphere 
These were Egypt, Indonesia, Iran, Saudi frabia and Yugoslavia. 
Other credits werc extended to Argentina, Brazil, Colombia, Chile 
Ecuador, Mexico and Peru. In addition, the Bank has formal loan 
applications from nine countries now pending before it, as well 
as a number of informal requests which may materialize into 
formel applications. 


Credits 
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Credits Granted Since June A $25 million Eximbank credit 
was recently extended to Iran to assist in financing development 
projects in such fields as agriculture, highways, and electric 
power. The Bank was assisted in its consideration of this 
credit by the on-the-spot analysis of the US economic mission to 
Iran and the Bank's own group which visited that country for this 
purpose. In August the Bank approved a new $15 million credit 
to Yugoslavia, in addition to the $40 million in credits previous 
ly extended, to finance that country's essential import require- 
ments, including capital equipment. However, in view of the 
emergency situation resulting from the drought in Yugoslavia and 
as part of the US food assistance program for that country, the 
Bank has agreed to make $6 million of this credit available to 
Yugoslavia for the purchase and transport of food. The Bank also 
extended a $15 million line of credit to Saudi Arabia, replacing 
the $15 million unexpended balance of a previous credit, which 
had expired. Eximbank loans to Latin America during this period 
included a %150 million line of credit to Mexico for the develop- 
ment of agriculture, transportation, communications and electric 
power, and $25 million of additional financing for the Volta 
Redonda steel mill in Brazil. The Bank also extended a $20.8 
million credit to the Cerro de Pasco Corporation to assist in 
financing the construction of a zine refinery in Peru, a credit 
of $1.8 million for road building equipment for Chile, a $500,000 
credit for freight and passenger vessels for Colombia, and has 
increased from $2 million to $2.5 million its credit to Hoteles 
Interamericanos for completion of a hotel in Panama. 


Credits Extended Prior to July The Tenth Semi-Annual 
Report of the Kximbank shows that new credits totalling »277.1 
million were extended during the six months from January l 
through June 30, 1950. The countrics receiving these credits 
included Argentina, Brazil, vVolombia, Ecuador, Mexico, Egypt, 
Indonesia and Yugoslavia. A credit of $125 million was authorize 
last May to a consortium of Argentine banks to assist in the 
liquidation of Argentina's past-due dollar commercial obligations 
to the US on both private and governmental account. Hovever, 
negotiations on the loan agreement finalizing this credit dragged 
on, and the agreement was not signed until November 13. The Bank 
authorized credits of $2.1 million to assist in the establishment 
of a cement plant in Brazil and about %8.8 million for the pur- 
chase of US equipment for a private railroad in the Sao Paulo 
area. The American suppliers of equipment to be financed in part 
through the latter credit will extend about $2 million in addi- 
tional credit to the railroad. A $2.2 million credit was 
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- authorized for Colombia to assist in financing construction of 
grain treatment and storage stations. The Bank also av horized 
credits of $500,000 and $750,000 to assist in financin; the 
purchase of US shrimp vessels by private Mexican enterprises and 
increased by $1.3 million an existing $4 million credit to 
Ecuador for the construction of a municipal water works system 
in Guayaquil. Latin American countries also benefitted from 
the Bank's revolving 3-year credit of $1.5 million to the export 
financing company established by a group of US machine tool manu- 
facturers. This credit was authorized to assist in financing 
Sales of machine tools and related equipment through this company 
to various countries in Latin America. The first drawing under 
me credit for sales to Uruguey and Ecuador was approved in 
ctober. 


In February the Eximbank authorized the establishment of 
credits up to $100 millicn for Indonesia. Since that time, the 
Bank has approved three project loans, totalling almost $39.5 
million, for automotive, roadbuilding, telecommunications and 
railroad equipment. In March the Bank authorized its second 
$20 million credit for Yugosiavia for the purchase of US goods 
including canital equipment, spare parts, machinery and materials 
needed to maintain the Yugoslav economy and to expand its trade 
with western Furope and the dollar erea. The Bank increased by 
$150,000 its 1947 credit of $7.1 mil’ ion to Egypt for purchases 
in the US for the construction of a nitrogenous fertilizer plant 
near Suez and increased authorizations in miscellaneous revolving 
credits for other countries. 


Pending Loan Reoguests One of the most critical formal 
applications now before the Eximbank is Israel's request for an 
additional credit of $35 million for agricultural development 
and increasing fertilizer production. A decision on this appli- 
cation is exvected shcrtly. The Bank has also been discussing 
with the Liberian Commission currently in Washington Liberia's 
application for a credit of about $10 million for road construc- 
tion, a hydroelectric plant and a water sewerage system. Credits 
of $12 million and $960,000 have been requested to finance the 
electric power development programs of subsidiaries of the 
American and Foreign Power Company in Cuba and Guatemala respec- 
tively. An application for $11.7 million has been made fn 
similar purposes in Mexico, as well-as over $1.4 million 
rehabilitation and extension of power distribution facili 
and $2 million for construction of a sulphur plant in the same 
country. The Bank is also considering formal applications for 
a $4 million increase in the present Colombian credit for comple- 


tion of a hydroelectric project as well as $1.5 million for diese 
locomotives for the same country, $500,000 for clectric power con 
struction in Nicaragua, almcst $3 million for dicsel electric 
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locomotives for the Uruguayan railways, and $2 million for 
the expansion of a cement plant in Venezuela. 


In addition to these applicatic:s, the Eximbank is con- 
sidering Mexico's request for financing for the Falcon Dam pro- 
ject under its existing $150 million credit. The Bank is also 
considering whether to accept a formal application from Ecuador 
in connection with that country's request to use part of the 
unallocated balance of its earthquake credit for its sanitation 
program. A request for financing for the Quito waterworks is 
also under consideration. In reply to Yemen's inquiry concern- 
ing the possibility of a loan for harbor and road deveiopment, 
the Eximbank indicated that a great deal more information would 
be required before a formal application could be considered. 

It is hoped that a mission will be sent to Yemen under Point 

Four to make a general development survey upon which the Bank 
might act. An attempt is being made to secure a decision regard- 
ing the respective snheres of interest of the Eximbank and the 
International Bank in new credits to Brazil after which it is 
anticipated that the Eximbank will consider some additional 
credits to that country. A formal application for almost $40 
million for the economic development program of the State of 
Minas Gerais is still pend’: before the Bank. 


SECRET 
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RESTRICTED 
\L EXPANSION The International Confederation of Free 


PLANNED BY ICritU Trades Unions (ICFTU) recentiv concluded 

its third meetin: of the Exec':tive Board, 
at which time membership was increased by apprcxinately one 
million through the approval of affiliation of the Trade Union 
Confederations in Switzerland, Pakistan, Malaya, Thailand, the 
Falkland Islands and Iceland and the Chilean petroleum workers 
who are intependent of the large Chilean labor organization. 
The request for affiliation by the Italian Union of Labor was 
handed over to the recently created European regionel organiza- 
tion of ICFTU for a decision, with e recommendction that the 
possibilities of unity within the Italian trade union movement 
continue to be explored. 


The Executive Board agreed to intensify its activities in 
Asia and Africa, and an office will be established in Singapore 
with three sub-offices in India, Japan and the Philippines. 


In 
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In addition, funds will be provided for the establishment of 

a trade union college in Singapore. Increased activities for 
Africa include plans for dispatch of a delegation to North 
Africa not later than the end of November to visit Morocco, 
Tunisia, Algiera and perhaps Libya to survey the existing trade 
union situation and lay the groundwork for an eventual regional 
organization. <A conference is scheduled for West Africa about 
the middle of January in the Cameroons and a regional organiza- 
tion may be established et that time. Pending results of the 
forthcoming ILO Middle Eastern Confe-ence, a decision was de- 
ferrec on sending a delegation to-that area or on estaslishing 
a regionel organization for the Micdle Eest. Both Greece ana 
Turkey will be kept under constant surveillance and trade union 
activities in these countries will be encouraged. Initial con- 
tacts have been made between Argentine labor and the ICFTU and 
it is possiole that an invitation will be received by the ICFTU 
to send a delegation to argentina to observe trade union con- 
diticns there. There are now tentative plans to hoid a regionel 
ICFTU conference in Latin aAmcrica after the first of the year. 


No new ection was taken with regard to the Schuman Plan, 
but the pesition of ICFTU support of the Plan was reaffirmed as 
well as desire of ICFTU participation in the Consultative Com- 
mittee composed of management, labor and consumers and in other 
Plan organs. A resolution Was approved ccliing for establish- 
ment of a European Planning Commission, with adequate represcn- 
tation of free trade unions, which would promote European inte- 
gration. Other decisions include support of UN action in Korea; 
maintenance of its ettitude toward Spain despite the recent UN 
ruling; and submission of a protest to UN on the invesion of 
Tibet by the Chinese Communists. Administrative decisions in- 
clude tne establishment of a Geneva office for lisison vith ILO 
and ECE; expansion of publications; and agreement te petition 
the Council of Europe to amend its constitution to cllow repre- 
sentation by non-governmental organizations. The 1951 ICFTU 
Congress will be held in Milan the first week of July. 


Prior to the Executive Board mceting, the European regional 
organization was established. 4li c. the regional organizations 
will be under the general direction of the Executive Board. 

Major decisions of the regional orgenizations are to be regarded 
as proposals to the Executive Board «and the regionzl secrcetariats 
are to be appointed by the Executive Board subject to consulta- 
tion with the regional group. 


FAO 
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FAO CONCLUDES The special conference of the Food and Agri- 
SPECIAL MEETING culture Organization (FAO) held in Washington 

last week appraised the world food situation, 
offered its-assistance to the UN in the relief and rehabilita- 
tion of Korea, and resolved several issues which will facilitate 
future functioning of the organization. Attended by representa- 
tives of virtually all of the 63 member ncetions, the meeting was 
called chiefly to deal with administrative and financial preblems 
incident to the transfer of the headquarters site from Washington 
to Rome, which is scheduled to be completed by April i5, 1951. 
However, anxiety over world conditions prompted the Director 
General to initiate proposals for the accumulation of smerzency 
reserves of food and agricultural products and an international 
allocation authority for handling agricultural commodities in 
short supply. While considerable debate took place on these 
proposals, they were defeated almost unanimously as unjustified 
on the basis of the present world fond outlook. The conference 
was preceded by a short meeting of t..c 18-nation Council, which 
drew up the conference agenda and reconvened after the conference 
to follow up on several decisions taxen. 


Conference Decisions The conference decided to continue 
the commodity committee with a slight change in its terms of 
reference to permit coverage of any commodity problems falling 
within FAG's scope rather than bdeing limited to those growing 
out of balance-of-payments difficulties. It was also decided 
that there is no need at this time to consider the problem of 
international allocation or special reserve stocks. The sugges- 
tion wes endorsed thet the Director General, in his advisory 
work with governments, should give special attention to the rela- 
tion between production plans end the world pesiticn of the commo- 
dities concerned with a view to helping goverr.ments determine 
whey + .2Gd on what scale increases might be made in the production 
of specit’: commodities. The terms of the Director General and 
the Chairman of the Council were extended for one year. Spain, 
the German Federal Republic, Vietnam, Cambodia and Jordan were 
admitted to FAO membership. Programs submitted tio date for 
technical assistance were approved and the hope expressed that 
underdeveloped countries would utilize this means further to 
increase productivity. The present scale of contributions to 
FAO will be continued for another year, but we expect considcr- 
able pressure at next year's regular conference for raising the 
US contribution. FAO will cooperate with the UN in world-wide 
studies of land tenure problems and of fuli cmployment if the 
making of such studies is approved by the GA. 
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World Food Outlook An ll-nation committee, consisting of 
delegates from Australia, Brazil, Canada, Denmark, Egypt, *rance, 
India, Mexico, tne UK, the US and Yugoslavia, reviewed the 
Director General's report on the world food situation. For 
fiscal 1949/50, or the pre-Korean period, the world fs5d oute- 
put had reached higher levels than at any time since the end 
of World War II and was still improving. Food production in- 
creased, the livestock industry expanded, and owing to the pro- 
gress of world recovery, fertilizers and agricultural machinery 
were available in ample supply for the first time since the 
outbreak of the second World War. 


While the Korean situation makes the outlook for fiscal 
1950/51 more uncertain, barring further deterioration in inter- 
national relations, world food and industr“al raw material sup- 
plies will register a further slight gain. The principal excep- 
tion will be cotton. This over-all favorable cutiock has been 
achieved in spite of the fact that unfavorabie weather conditions 
will lessen the output and lower the quality of grain crops in 
parts of North America, western Europe and Australia, that the 
drought in the Danube basin has caused major damage to crons in 
that area, particularly in Yugoslavia, and that production of 
cotton both in the ‘jestern Hemisphere and in Fgypt has been dis- 
appointingly low. Had it not been for the outbreak of hostilitie 
in Korea there probably would have been price falis in the case 
of some agricultural commodities. Dislocations resulting from 
accelerated stockpiling and panic buying immediately after the 
Korean outbreak have subsided. 


Despite Korean developments, present agricultural »rcspects 
are more hopeful than they have been for a long time. FAO points 
out that this wiil call for wise handling on the vnart cf both 
producer end consumer countries. Developed cuuntries should 
slow down their stockpile purchases of scarce rew materials 
without reducing ultimate targets and should maintain the 
production of fertilizer, agricultural machinery and other 
agricultural requisites and should continue to give all 
possitle help to underdeveloped countries, particulicerly in 
the form of technical assistance. Underdeveloped countries 
should accentuate their own efforts to increase productive 
efficiency in utilizing technical and other assistance. 


MEETING 
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MEETING OF UNESCO Progress toward a Universal Copyright Con- 
COPYRIGHT EXrERTS vention to protect literary and artistic 
works was made last week by a meeting of 
copyright experts held in Washington under the auspices of the 
United Nations Educational, Scientific and Cultural Organization 
(UNESCG). The experts' recommendations, which will be considered 
at the Sixth General UNESCO Conference in June 1952, call for an 
international conference to which all states, whether or not mem- 
bers of UNESCO, would be invited to work out, adopt, and sign the 
final text of a Universal Copyright Convention. Prior to the con- 
ference, governments would be asked to comment on the experts' 
recommendations and these replies would be considered in making 
the draft convention. 





Background For some time UNESCO has been considering the 
problem of copyright protection and regulation of international 
copyright relationships, not covered by multilateral conventions 
or bilateral treaties. lthough the Berne Literary and Artistic 
Union of 1886 governs copyright relations between its 34 member 
nations (Austraiita, Austria, Belgium. Brazil, Canada, Czechoslo- 
vakia, Denmark, Finland, France, Greece, Holy See, Hungary, Ice- 
land, India, Ireland, Italy, Lebanon, Liechtenstein, Luxembourg, 
Monaco, Morocco, New Zealand, the Netherlands, Norway, Pakistan, 
Poland, Portugal, Spain, Sweden, Switzerland, Syria, Tunis, the 
Union of South Africa, the United Kingdom of Great Britain and 
Northern Ireland) for various reagons, political and otherwise, 
the US and all of the Latin American countries except Brazil feel 
they cannot join the Berne Union. Therefore UNESCO sent out in- 
quiries to all governments concerned, seeking their views on a 
proposed new convention to which the US and other nations could 
be parties. In response, 42 states indicated interest in a 
Universal Convention and expressed ide2s as to the specific prin- 
ciples it should contain. These views were considered at the meet 
ing held in Washington from October 23 to November 4. Fifteen 
experts from various countries were present, together with the 
Head of the Copyright Division of UNESCO, official representatives 
of two international bodies concerned with copyright--the Berne 
Union and the Pan American Union--and a number of advisers and 
observers. 





Committee Recommendations The cxperts recommended that a 
Universal Convention should: 1) ass’ ’e non-discriminatory nation- 
al treatment; 2) mitigate formalities; 3) define the term of pro- 
tection; 4) cover the problems of translation; 5) provide con- | 
Sonance with the Berne Convention; and 6) assure that existing 
conventions or bilateral arrangements in effect at the time of 
the Convention's acceptance would not be invalidated. The experts 
expressed the hope, also, that measures would be taken to prevent 
double taxation in transactions concerning copyrights. 
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The first problem to confront the experts was the fear on 
the part of the Berne Union countries that a new Universal Con- 
vention would cause 2 collapse of the Berne Literary and Artistic 
Union of 1886. This fear was allayed by recommending certain pro- 
visions to be inserted in the Convention itself or in an additione 
protocol to be signed and ratified by all states adhering to the 
Convention which are members of the Berne Union. These provisions 
include a recommendation that the Universal Convention should 
Specify that the Berne Convention alone should apply in relations 
between countries which have adhered to the Berne Convention. A 
reservation to this provision states that in the case of works 
published simultaneously in a Berne (Union country and in a country 
party to the Universal Convention but not the Berne Union, the 
author or copyright owner could take advantage of any additional 
protection afforded by the Universal Convention. This also should 
apply to works published for the first time by a national of a 
Berne Union country in a non-Berne Union country adhering to the 
Universal Convention. Countrics which withdraw from the Berne 
Union may invoke the benefits of the Universal Convention only in 
their relations with countries which are not parties to the Berne 
Union. 


It was also recommended that the Universal Convention should 
Give specific assurances that it could not be interpreted as af- 
fecting any existing conventions or bilaterals in force at the 
time of its acceptance. This .ssurance was included to satisfy 
the Latin American countries which are particularly concerned 
about the existing Pan-American conventions. 


The formalities required for copyright procedure in the US 
were regarded as one of the most serious obstacles to a universal]. 
convention. However, the US experts proposed 2 procedure con- 
siderably less complex than that now required hy US copyright 
laws. They recommended that the only requirement should be that 
the proprietor of a work should signify his intention not to de- 
dicate it to the public by affixing to all copics of the work 
from the time of first publication, a symbol, identical in all 
countries, accompanied by the name of the author, or other pro- 
prietor, and the year of first publication. It is expected that 
present US regulations as they apply to works of nationals of 
other countries will be wnrived in order to conform to the simpli- 
fied process. 


On 
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On.another issue of general importance--the term of pro- 


tection--the experts agreed that such term should be governed 
by the law of the country in which protection is claimed. 





To cover the problem of translation it was decided that each 
contracting state might by its domestic legislation provide that 
ir, at the expiration of a specified number of years after the 
date of first publication, a work has not been translated into 
any one of the national languéges of that state, then the state 
may authorize an applicant to make and publish a transiation into 
the naticnal language upon the following conditions: i) that the 
translator prove he had made every reasonable effort to acquaint 
the author with his desire to translate the work involved; 2) tha’ 
a certain specified amount of time be permitted to elapse from th 
time the copyright proprietor is notified; and 3) that the state 
authorizing the trans:.ation ensure that the translation is a com- 
petent and correct one, and the author justly remunerated. (Not 
All the experts approved of these conditions.) 


The experts proposed that the Convention contain a provision 
to the effect that the contracting states should not be obligated 
to apply the Convention to a work that had fallen into the public 
domain before the Convention becomes effective. The experts also 
recommended considcration of plans for creation of a permanent 
copyright information service using material, facilities and 
international liaisons already in ex’stence. Since the proposed 
Convention will prcsumably be bascd on néetional treatment, it 
will be of the utmost importance to have reliable information 
on each country's domestic copyright law. 


The experts recommended that UNESCO, in its inquiries to 
the various governments following the meeting, obtain further 
information on certain subsidiary problems. These include, 
among others, the minimum amount of protection to be granted 
by each country, especially insofar as it concerns the categories 
of works to be protected, and the conditions under which differ- 
ences in regard to application or interpretation of the Conven- 
tion might be téken to the International Court of Justice. 
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SHORT-SUPPLY SITUATION The supply and demand situation has 
FOR SOME COMMODITIES changed materially with respect to cer- 
tain strategic commodities which are now 
being diverted to meet military and certain essential civilian 
needs. Some export controls have already been instituted. The 
Department is in the process of surveying the position of a num- 
ber of commodities which appear to be in world short supply, 
with a view to recommending action where necessary. In addition 
to control of exports, the following measures are being considered 
for various commodities: international allocation, adjustment of 
consumption or regulation of distribution; increased production, 
both foreign and domestic; development of new sources of supply; 
and a possible modification of methods of stockpile purchasing. 


US Short-Supply Export Controls A number of commodities 
are already in short supply and others probably will be in the 
near future. In addition to the reinstitution of domestic con- 
trols for certain items, this necessitates the reestablishment 
of allocations for export from the US of these commodities in 
order to meet essential needs of foreign countries to the extent 
possible consistent with our own domestic program. Cotton and 
copper are the only short supply commodities where country allo- 
cations under export quotas have been announced publicly for 
1950. Quantitative global export quotas have been established 
for aluminum, zinc, iron and steel scrap, brass and bronze, 
Sugar, cattle hides and calf and kip skins. 


Survey of Commodity Situation A preliminary review of the 
situation by Department officers indicates supply already has or 
may become tight with respect to copper, zinc, tin, manganese, 
aluminum, rubber, tungsten, cobalt, nickel, columbium, sulphur, 
beryl, monazite sands, rice, fats ana oiis, cotton and wool, 
possibly lead, molybdenum and chrome. Coal is in short supply 
in Europe in some sizes and types. The Department is examining 
fibers and items in the minerals field, including cadmium, 
antimony, platinum, mercury, corundum and asbestos. Tentative 
views on some commodities are given below. 


Copper High levels of industrial demand plus deliveries 
to the stockpile and expected defense requirements have made the 
demand for copper substantially in excess of available supply. 
The US is the largest producer, Chile second, and Canada, Rhodesia 
the Belgian Congo, Mexico and Peru are substantial producers as 
well. Priorities for military consumption have been established 
in the US and proposals have been made by US agencies that the 
rate of stockpiling be cut back and copper utilization concen- 
trated on essential domestic and foreign requirements related to 


the 
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the defense programs.. Country export quotas from the US have 
been announced. In adidition, some form of international con- 
sultation may be desivable. No formal allocation system may 
emerge from such consultation but useful suggestions as to adjus 
ments of consumption and stockpiling might be forthcoming and 
possibly some examination of increasing production, although 
expert opinion indicates that production is now about as high as 
can be expected. 






Cotton Cotton export quotas have been established and this 
commodity will be in short supply at least until the US 1951 
crop is harvested. Although we are prepared to consider inter- 
national allocation if other producers agree, our tentative view 
is that this would not be feasible. It would take several mont 
to negotiate an agreement which would be of limited duration 
because the entire situation should adjust itself in 1951 as a 
result of removal of US production controls. The interest of 
other countries in international allocations seems to have tape 
off. Cutting back the size of the US carryover and increasing 
US exports have been suggested. 


Zinc Zinc would be approximately in balance between world 
Supply and demand outside the Soviet bloc were it not for US 
stockpiling. Military requirements are high, the UK is ina 
difficult supply position, and other éonsuming countries may 
soon feel it necessary to complain. While we do not believe the 
US should initiate international consultation with regard to zi 
at this time, other consumers may request consultation. Produc 
tion of zinc is concentrated in the US, Canada, Mexico, the 
Belgian Congo and Australia, with the Us the largest producer 
as well as largest consumer. The UK, France, Germany and other 
European countries are also large consumers. 


Tin World tin production is estimated this year, excluding 
the Soviet bloc, at about 170,000 tons and consumption at 145,0 
tons. The US stockpile target for the current year is. substan- 
tially in excess of the difference between these two figures, 
which means that the situation in tin is critical. Prices have 
recently risen to record levels. Since tin may be expected to 
be in short supply for some time to come, a move in the directic 
of internat*cnal allocation seems desirable. Tin was so alloca 
by the Scmbined Tin Committee through the fall of 1945. The 
Committee is still technically in existence, and we sre consider 
ing proposing a return to the allocation system. 


Manganese 
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Manganese The manganese supply in the world outside the 
Soviet bloc is roughly in balance with current demand, and prices 
have not risen markedly. There is, however, a shortage of man- 
ganese for the stockpile. There appear to be very close links 
between the major consumers and major producers, which results 
in a stable market with few sellers and buyers and a reasonably 
smooth flow of supply. It appears that increased production of 
manganese in foreign areas is the basic answer to the current 
problem.. Major suppliers include the Gold Coast, South Africa, 
India and Brazil. We feel the Amapa depcesit in Brazil, particu- 
larly, is capable of prompt development. We are making progress 
with the Belgians in pushing the expansion of production in the 
Congo where there are substantial reserves. 
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Aluminum There is a shortage of aluminum, but this appar- 
ently can be met by expanding domestic production and by utiliz- 
ing idle Canadian capacity. European trade between continental 
producers and consumers makes that area relatively self-sufficient 
and it is probable that the US, UK and Canada can adjust supply 
and demand adequately, thus making unnecessary extensive inter- 
national consultation or any form of allocation. 


Rubber No rubber has been purchased for the US stockpile 
for three or four weeks, but during the period the price of 
rubber has reached an all-time high. There is inconclusive 
evidence that increasing quantities have been bought by the. 
Chinese Communists and the Soviets, and American industry is 
complaining that not enough rubber comes to the US from the Far 
East. The US synthetic industry is being brought up to full 
capacity and by 1952 there may be a world surplus of rubber un- 
less the US cuts back synthetic production. The shipment of 
rubber to undesirable destinations, the need of the US for rubber 
for the stockpile, and the situation in the Far East, appear to 
make international consultation necessary. 


Tungsten and Cobalt Tungsten is in short supply. In addi- 
tion to increased domestic production, opportunities for increased 


Output exist particularly in Mexico, Brazil and Bolivia, but only 
at premium prices. Action to increase production of cobalt seems 
to be called for. It is in short supply and the stockpiling goal 
is very high. We plan to initiate discussions with Belgian 
producers to encourage expanded production in the Congo. 


Nickel It is believed governmental consultation by the US, 
UK, Canada (which produces 95% of the world supply) and possibly 
some European consumers or producers would be helpful to estab- 
lish better regulation of the distribution of nickel now produced. 
I~ dd mrad expansion of nickel production is feasible in the 
short-term. 
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Rice At the recent Singapore rice meeting it was estimatec 
‘that rice supplies will be approximately. 600,000 tons short of 
meeting world requirements for 1951. Potential demand is capab 
of being increased if greater supplies become available at lowe 
prices. An informal international committee has been establishe 
at Singapore. It will make a periodic review of the rice suppl 
Situation and consider what measures should be taken if the 
situation worsens. 


Wool Although allocation is not acceptable to the produce 
na to the UK at this time, the Management Committee of the Wool 
Study Group is drawing up a standby allocation system. (See 


page 4, October 16, 1950 issue of Current Economic Developments 
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apie R-AGENCY COORDINATION As the tempo of our production progra 
FOR DEFENSE MOBILIZATION is speeded up, inter-agency committee 
structure is being set up to cope 


with such problems as priorities, allocations, exports, govern- 
ment defense lending, credit controls and price and wage stabil 
zation. The Department's function, as a representative on the 
committees, is to see that proper consideration is given to the 
impact on foreign relations. 


An Inter-Agency Controls Coordinating Committee was organi 
last month to advise the Chairman of the National Security Reso 
ces Board with respect to the coordination of all governmental 
controls imposed under the Defense Production Act of 1950. The 
main interests of the Department in the policies to be considere 
by this committee are: 1) to assure full consideration of the 
need for adequate measures to prevent domestic inflation from t 
viewpoint of our foreign policy as well as our domestic economy 
and 2) to assure that any policies adopted governing the applic 
tion of controls take due account of civilian as well as milita 
requirements of friendly countries on an equitable basis. 


York is going forward on establishment of appropriate 
machinery to review import requirements of foreign countries am 
to determine quantitative limits for the export of certain basic 
commodities to them. Our diplomatic and ECA missions are being 


advised 
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advised that within the near future they will be asked to collect, 
analyze and submit to ‘iashington data on requirements of indi- 
vidual commodities for certain imports from the US which are in 
short supply. Responsibility for collecting this information 

and recommending export allocations has been assigned to several 
agencies along the lines of their existing functions. ECA will 
develop information and make recommendations concerning the 
requirements of ECA countries and ZCA's Special Representative 
has suggested that OEEC's role in this function should be deter- 
mined more specifically soon. The Office of International Trade 
in the Department of Commerce will collect and review information 
and recommend export allocations for non-agricultural commodities 
to other countries. The Department of Agriculture will perform 
these functions with regard to food and agricultural commodities. 


There is an Advisory Committee on Export Policy which ad- 
vises Commerce with respect to security controls and allocation 
by countries of products subject to short supply controls other 
than agricultural and petroleum commodities. Agriculture has 
recently set up an inter-agency Food Requirements and Allocations 
Committee ana two sub-committees, covering cotton, and sugar and 
molasses. It may prove desirable later for a committee to be 
established to advise the Secretary of Interior on petroleum and 
solid fuels. At present consideration is being given to having 
an informal group of representatives from State, ECA and Commerce 
meet to ccordinate the foreign export claims for commodities in 
short supply. 


RESTRICTED 
* * ™~ 
CONFIDENTIAL 
US-COLOMBIAN COMMERCIAL After endeavoring for more than ten 
TREATY NEGOTIATIONS years to induce Colombia to enter into 


negotiations for a modern treaty of 
friendship, commerce and navigation (FCN) to replace the long 
outdated New Granade Treaty of 1846, it became possible for the 
Department to open negotiations directly with the Colombian 
Ambassador in June of this year. When we approached the Colom- 
bians in 1948, they refused to negotiate unless the US were will- 
ing to conclude a double tax convention, and it appeared for a 
while that this approach would be no more productive than our 
effort jn 1940. However, following the conclusion of two ad 
referendum tax conventions last November, the Colombians sought 
the opening of FCN discussions. 


It 
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It became apparent early in the negotiations that Colombia 
was prepared to accept a very substantial portion of our treaty 
provisions without material change. At the same time, the 
Ambassador seemed to be seeking some sort of extraneous advantag 
as compensation for Colombian acceptance of the treaty. He con 
tended that the treaty confers substanticl benefits upon Americé 
investors in Colombia and hence is primarily to the advantaze o 
the US. He considered it important, particularly for reasons 
of domestic politics, that the treaty should afford some direct 
benefi* to Colombia in return. At first it seemed probable 
that the double tax conventions would constitute the neeced con 
cession, but the US Treasury Department has not yet approved the 
ad referendum drafts. The Colombian Ambassador then proposed 
an unqualified unconditional most-favored-nation commitment witlk 
respect to Colombia's exports to the US, 5% cf which consist o 
coffee. This proposal raised difficulties in view of the Depar 
ment's position that the US should retain freedom of action to 
carry out policies assumed in pursuance of the multilateral trac 
Objectives of GATT and the ITO Charter. For example, binding o 
Colombian coffee on the free list for 10 years, which would be 
the practical effect of the Colombian proposal, wovld be diffi- 
cult to reconcile with the possible adoption by the GATT contra 
ing parties of a two-column tariff discriminating against non- 
members of GATT, so long as Colombia does not participate in GA’ 


After severnl approaches nad been tried without success, 
we suggested to the Colombians a formula whereby the unconditior 
al most-favored-nation provision on customs duties would be mad¢ 
subject to termination by either party om one year's notice. 
Making this key commitment terminable at short notice would mak¢ 
our standard GATT-ITO reservation no longer necessary. The 
Colombians have accepted this pronosal, wut their acceptance was 
accompanied by insistence that Colombia be permitted to grant 
outright preferences to its partners in the projected Grancolom 
biana Economic Union--Ecuador, Panama and Venezuela. For our 
part, we have been insisting that preferences to the Grancolon- 
biana countries should be granted only in conformity with I7T0 
principles. The Ambassador has informed us, however, that Color 
bia must retain its frecdom of action with respect to according 
preferences tu Ecuador and Venezuela for pressing reasons which 
will not permit the delay necessary to work out arrangements in 
harmony with ITO principles. He has indicated that this is the 
only real obstacle to the speedy conclusion of the treaty (al- 
though the Colombien position on exchange controis has nov yet 
been stated). “‘s are currently studying this mattcer from the 
standpoint of determining whether th right to terminate uncon- 
ditional most-favored-nation treatment on short notice does not 
afford a basis upon which a satisfactory solution of the proble 
may be evolved. : 

n 
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In negotiations, satisfactory solutions were reached on a 
number of problems which had been expected to become major points 
of difference. The Colombians accepted navigation provisions 
which adhered substantially to the Department's position, instead 
of insisting upon broad special privileges for the Flota Gran- 
colombiana, and approved an arrangement for the eventual elimina- 
tion of Colombia's long-standing system of discriminatory dcepart- 
mental end municipal taxation. In a matter of even greater import 
ance from the standpoint of American business interests in Colom- 
bia, they also agreed to a strong provision on expropriaticn 
which would assure the payment of prompt and just compensation. 
Furthermore, the Ambassador assured us that when this provision 
of the treaty is approved by the Colombian Congress, that body 
will thereby have exercised its constitutional right to legisla- 
tion on matters of expropriation, so far as US nationals are 
concerned. This is particularly gratifying in view of provisions 
of the Colombian Constitution giving the Congress permissive 
authority to take property without compensation. 


* ” * 





US-PHILIPPINE AGREEMENT William C. Foster, as the President's 
ON ECONOMIC COOPERATION personal representative, und Philippine 
President Quirino have si :ned a memo- 
randum of agreement outlining the form <cnd nature of US-Philippine 
cooperation in solving the latter's social and economic problems. 
This memorandum accepts the report of the economic survey mission 
to the Philippines, which was headed by Daniel Bell, as a point 
of departire for working out a program for such cooperation and 
the Philinpines agree to give immeciate and serious consideration 
tc its main recommendations. (See page 3, October 9, 1950 issue 
of Current Economic Developments.) The Philippine Council of 
State is to formulate, for prompt consideration by the Congress, 
a program calling for: 1) tax legislation to balance the budget, 
permit the gradual elimination of previous deficits, and help in 
counteracting inflationary trends; 2) a minimum wage law for all 
agricuitural workers as a first step toward improving labor cun- 
ditions; and 3) an expression of Congressional intent to enact 
quickly the social reforms and economic devclopment measures 
recommended by the Bell mission. The memorandum expresses the 
intention of the President of the US to recommend to Congress 
appropriation of funds for an assistance program for the Philip- 
pines. which is envisioned in the Bell report at $250 million. 











The 
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The US also agrees to furnish technical assistance requested by 
the pus Sepanes prenetiy. The memorandum provides that each 
government will be represented in matters of social and economic 
assistance and cooperation by its own commission, with the Phili 
pines appointing a Council for US Aid and ECA named as the US 
agency. FEnoth governments are also to appoint committees to res 
negotiations for a treaty of friendship, commerce and navigatio 
and it is assimed that these negotiations will re-cxamine at the 
Same time the provisions of the present trade agreement. The 
memorandum also calls for the negotiation of a bilateral agreeme 
to give effect to the provisions of the memorendun of agreement 
Although the Department had commented adversely on many of the 
points incinded in the memorandum, its comments were not receive 
in Manila until aftcr the agreement had beer signed. It is hope 
however, that these objections may be taken care of in negotiat 
ing the bilatcrel agreement. 


Although the memorandum did not contain Philippine agrce- 
ment to call a snecial session of the Congress to act on necessa 
legisletion, as we wished, the Philippine Government subsequent 
took the desired action and a special session has been set for 
December 4. That Government is now preparing, for presentation 
at this scssion, tax ond minimum wage legislation which revorted 
Will be far from satisfactory to the US. Although the Philippi 
apperenily prefer aon import levy as a means of raising revenue, 
they have been warned that it might contravene the US-Philipping 
trade avrcement 2nd mignt be sufficientiy unpcpuicr with the US 
Congress to prejudice Philippine chances of receiving financial 
aid. it is pvessibdle that they mav accept cur prapesed alterne- 
tive cf a tax on rercign exchange. In addition ty a special 
two-vear import tax of 25%, the government's provosed tax pro- 
gram 43s seid to cell for: 1) upearc revision of incividual and 
corpernte i | 
3) single c'unviative transfer tax on zifts aud inncritaices; 

4) househola effects holdings tax; and 5) gzadvatec annual addi 
tional restuiense taxes. Wnile the minimum wage law anc pro- 
posed resdiution on the Bell report are expected to pass the 
Philippine Congress without difficulty, opposition to the tax 
program is anticipated. | 


ineuome texes; 2) inercenscd sales end svecific taxes; 


DELAY 
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- DELAY IN FORMATION UF The establishment of a permanent organi- 
AFRICAN TRALSPORT BODY zation for coordination of all forms of 
| transport in central and southern Africa 
has been further delayed by failure to reach agreement on this 
matter at the recent Johannesburg conference. (See page 7 
September 25, 1950 issue of Current Economic Developments. } The 
interim organization, established after the Lisbon conference 
. in May 1949, will continue to act as a clearing house until 
February 268, 1951. Member governments have until that date to 
indicate whether they agree in principle to the formation of a 
permanent body, and, if they do, another meeting is to be held 
June 1, 1951 to complete and sign a draft constitution. This 
arrangement served to keep the issue open, allowing time for 
possible reconsideration by the Portuguese. 


The conference, which lasted from October 25 until Novem- 
ber 16, was attended by representatives from Belgium, France, 
Portugal, the UK and its dependent territories in east, central 
and southern Africa, and from the Union of South Africa. The US 
and the IPRD wer: represented by observers. The final conference 
act was signed by the delegations of all participating countries. 


Portuguese opnosition to the formation of a permanent trans- 
port organization came as a surprise to the rest of the deleza- 
tions. The Portugues? claimed they did not have adequate per- 
sonnel and were not convinced of the absolute necessity for a 
permanent organization even of a purely advisory character since 
implementacion of conference decisions is entirely up to individua 
governments. Th«y strongly prefer holding annual conferences and 
are not too enthusiastic about a secretariat to carry on between 
Scheduled conferences. The Pritish informally sugzested contin- 
uation of a small active secretariat to serve as a clearing 
house, keep abreast of transport devcloprents in the area, prod 
participating fovernments to implement conference decisions, and 
decide th: necd and timing for future conferences. 


Very little progress was msde beyond the Lisbon meeting on 
specific trznsport problems. Limited sgrecment in principle was 
reached on mattcrs pertaining to cconomic development, railroads, 
maritime ports, inland wat:-rweys and roads. However, it was 
decided not to discuss measures for the control and regulation 
of competition «mong road, rail and inland waterways carriers. 
The conference recommended that the ECA survey of alternate rail 
connections to Lourenco Marques be expedited and a report sub- 
mitted to the intcrim organization, und expressed satisfaction 
Over agreement reached between railway representatives on through 
rates between Lobito and Northern Rhodesia. Recommendations were 
made on technicr1 railroad and highway matters «and on the measure- 
ment of port capacity. 


* * * 
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“STATE AGREEMENT ON Agreement has been reached between the 

PROGTCAL ASSTST ANGE Department and ECA on the division of 
responsibility for technical assistance 

programs during fiscal 1951. In the dependent overseas terri- 
tories of the OEEC countries, ECA will operate primarily in the 
fields of agriculture, forestry, fisheries, mining, industry, 
power, transport, communications, water resources and similar 
fields. Bilateral programs under Point Four which are adminis- 
tered by the Department could appropriately supplement ECA activ 
ties in those fields which tend to develop a healthy atmosnhere 
for economic development, namely health and education. ECA wil 
not undertake a technical assistance project unless funds for 
the completion of the actual project, or some definite or terni 
able part of it, as distinct from its results and effects, can t 
obligated by .:CA. Negotiation of bilateral agreements with 
foreign governments concerning Point Four technical assistance 
in dependent territories will he conducted by the Department. 
Provision is also made for a complete interchange of informatio 
between the two agencies so as to avoid duplication. 


In the Southeast 4sian countries of Indochina, Thailand, 
Burma and Indonesia, ECA throvgh its Special Technical Economic 
Missions (STEM) will generally handle projects having to do wit 
economic development in the fields of agriculture (including 
fisheries and forestry), industry (including power, transport, 
mining, communications and water resources), public health, re- 
lief and rehabilitation and housing. The Department under its 

| Point Four program will undertake projects principally in the 
fielas of education and activities of a scientific nature, 
basically important economically, but not falling within the 
recommendations of the Griffin Mission Report (See page 4, June 
1950 issue of Current Economic Develonments.) such as those of 
the Weather bureau and the Coast and Geodetic Survey. These 
distinctions are, of course, subject to reconsideration in rega 
to any particular assistance required, an! responsibilities may 
be clarified or altered by mutual agreement. Neither agency is 
given specific authority in the field of public administration 
so that either agency may engage in appropriate projects in 
this field. 
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This weekly publication is designed to highlight developments in the eco- 
nomic divisions of the Department of State, and to indicate the economic prob- 
lems which are currently receiving attention in the Department. It is suggested 
that copies be retained on file, as reference will sometimes be made to previously 
reported items to avoid repetition. 


Document Security Instructions 


This document should be treated in accordance with current instructions 
regarding security measures for SECRET material. Extreme care should be ex- 
ercised to avoid public or private discussion of the information herein with or in 
the presence or hearing of any person not authorized to have knowledge thereof. 
For general purposes all classified Foreign Service Officers and other responsible 
economic officers are authorized to have knowledge of the contents of this docu- 
ment, responsibility for the safekeeping of which will be assumed by each recipient 
thereof. It may be retained in protected files or, at the discretion of the recipient, 
destroyed by burning. If not personally disposed of by the recipient, he will 
assure himself that it is burned in the manner prescribed for SECRET material. 
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TRIPARTITE AGREEMENT US, UK and French delegations in London 
ON SECURITY CONTROLS have reached agreement on east-west 
trade which provides for substantial 
extension of security controls. The report of this group has 
been approved by the three governments for consideration by the 
Consultative Group which is to meet in Paris November 29. The 
report was developed in conformity with the September decision 
of the Foreign Ministers. (See page 1, Issue No. 273, Septem- 
ber 25, 1950 of Current Economic Developments). The three 
governments have agreed to put the tripartitely agreed controls 
into effect without waiting for action by other countries which 
are members of the Consultative Group, recognizing, however, 
that failure to secure parailel action may make controls by 
the three governments over certain items ineffective and neces- 
sitate reconsideration of the program. 








While there are some items and a few areas in which we 
were not able to obtain British and French concurrence, the 
over-all results of the agreement reflect a willingness on 
che part of these countries to accommodate the US position. 
ine fields in which we failed to obtain full acceptance of our 
position include construction, coal mining, electric generator 
plant equipment and, to a lesser extcnt, precision and elec- 
trical instruments. Of a total of 318 items considered, 102 
were agreed for embargo to the Sovict bloc, 73 for quantita- 
tive control, 6° for exchange of information, end 74 were 
withdrawn, some of which are on our 1-A (prohibited list). 

In urging acceptance of the report, the US delegation stated 
that any further pressure on France and the UK to go beyond 
this agreement would appear to those countries as a shift 

from security control to an over-all trade embargo. Further- 
more, additional pressure might possibly engender adverse re- 
action to any controls on the part of other participating coun- 
tries. On those items on which the US did not obtain agreement, 
the way has been left open to press for control to the extent 
justified by new information or changed circumstances and for 
more restrictive unilateral action. Certain additional items 
which are urgently needed for western defense are to be dis- 
cussed in NATO with a view to embargoing them to the Soviet 
bloc. 


Agreement 
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Agreement on quantitative controls provides that there is 
to be pre-shipmeat control, and that as an interim measure ex- 
ports will be held to the January 1947-June 1950 average level. 
& mecting is to be held no later th=n January, 1951 to assess 
the position of each item and to 2: -ee on further action, i.e. 
specific quantitative limits, emb:rgo, exchtnge of information, 
or dcletion. It was also agreed that countries will not enter 
into trade agreement commitments which would defeat the objec- 
tives of quantitative security controls. 


Since the Foreign Ministers agrecd in New York that con- 
Sideration should be given to the economic consequences of con- 
trols, the report contains an agreed statement on the possible 
economic impact of expanded controls. It recognizes that it 
is impossible to measure the impact of such controls, but lists 
the most impcrtant factors as appearing to be: 1) possible re- 
duction in supplies from the Soviet bloc; 2) increased difficulty 
in securing a settlement of outstanding financial claims; 3) loss 
of export markets and possible unemployment; and 4) the general 
effect on the international trading position of western Europe. 
With regard to the UK, it is recognized that there will be some 
Gecline in direct exports, but the principle British concern in 
trading with the Soviets is UK procurement of a small number of 
essential supplies such 2s grain and timber. The consequences 
on the French economy are not determinable new but it is recog- 
nized that political repercussions might have wider significance 
than the economic impact. Other western European countries were 
also considered, with the knowledge that 2 further decrease in 
east-west trade might create unemployment problems. However, 
this might be offset through general economic improvement and 
rearmament expenditures. The statement concludes that the over- 
all assessment of the impact of the proposed controls on western 
Europe is a matter of judgement in which legitimate differences 
of opinion will exist. However, there will be an impact suffi- 
cient to make imposition of further controls inadvisable until 
the effect of the presently recommended measures may be more 
fully observed. 

e 

Consultative Group Meceti Our delegation to the Consulta- 
tive Group meeting has been instructed, in urging the other de- 
legations to accept the tripartite report, to state that in US 
acceptance of the report, we understand that the way is left 
open within the terms of the agreement for any country to pro- 
pose more restrictive controls on specific items where this is 
believed desirable to the extent that such action can be justi- 
fied by presenting additional technological or trade information 
or intelligence concerning the situation in Soviet bloc countries 
which would indicate that there would be a demonstrable strategic 
advantage in tighter control. It should also be stated that we 
have no present intention to suggest any major changes in the 
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lists agreed tripartitely. Our delegation will also state that 
any individual country may impose controls more restrictive if 
deemed necessary in its own interests and is, of course, free to 
take whatever steps may be necessary and desireable in the imple- 
mentation of its export licensing in specific cases to assure that 
the purpose of its controls will not be defeated. For the present 
we believe the highest priority should be given to obtaining ac- 
ptance by the other participating countries of the tripartite 


commendations. 


o 
ce 
re 













On the question of maintaining the secrecy of the existence 
of the Consultative Group,Coordinating Committee and the Interna- 
tional Lists, the US delegation is to be guided by the desires 

of other participating countries, althourh we consider it un- 
likely that secrecy can be maintained much longer. We are not 

in favor of a public announcement, but think there should be 
agrcement amone the participating countries as to what is to 

be said in reply to specific inquiries. 


* * * 


OUTCOME 
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OUTCOME OF EAST-WEST The ad hoc east-west grain meeting, held 
GRAIN TRADE MEETING ## in Geneva under auspices of the Economic 
Commission for Europe (ECE), wound up 
November 20 and bilateral negotiations are scheduled to commence 
immediately between the USSR as an exporter and the Scandinavians, 
Dutch and French as importers of coarse grains. Presumably the 
usefulness of the meeting can best be judged by the outcome of 
these negotiations. While the conference had been played up by 
the Soviets and the ECE Secretariat on the basis that eastern 
Europe had large stocks of grain available for sale to western 
European countries and would welcome the chance for discussions 

at Geneva, the meetings disclosed they had vezy little grain to 
dispose of beyond the bilateral commitments they had already made. 
The USSR did not submit availability figures in advance claiming 
there was sufficient grain to meet all requirements; however, the 
Soviet delegation came to the meeting prepared to negotiate only 
with minor claimants. 





Current grain availabilities for export to western Europe by 
eastern Europe proved exceedingly low. The satellites had practi- 
cally nothing to offer. Eastern European availabilities in wheat 
were zero and in coarse grains came only to 500,000 to 1 million 
tons. Of these figures, Poland offered 50,000 tons or rye and 
Hungary 15,000 tons of unspecified grain. For the current year 
the Soviets were not interested in discussing wheat and their 
coarse grain figures included amounts already committed. Western 
European countries stated requirements approximating 1.25 to 1.50 
million tons of bread grains and 2.5 to 2.8 million tons of coarse 
grains. The USSR did proclaim a readiness to offer annually for 
the next three to five years 1.5 to 2 million tons each of wheat 
and coarse grains. 


The UK had submitted requirements for 500,000 to 750,000 
tons of coarse grains. In view of the relatively small availabi- 
lities from eastern Europe, and since the UK already had obtained 
a substantial amount in recent negotiations, it decided to "stand 
aside", leaving the field to smaller importers who were anxious 
to do business in coarse grains. The UK emphasized that it was 
not withdrawing from the meeting and expressed an interest in 
entering the market in the event any unsold supplies of coarse 
grains are available after the conclusion of these negotiations. 


Although aware in advance that western European requirements 
data included west German and Austrian figures, the Soviet delega- 
tion waited until after the meeting was under way to indicate that 
the USSR would not now nor in the foreseeable future supply any 
grains to Austria or to the German Federal Republic. They claimed 


that 


DECLASSIFIED FOR PUBLICATION IN FOREIGN 
RELATIONS OF THE UNITED STATES 








SECRET BEST COPY AVAILABLE 


- 5- 


that absence of any existing trade framework made bilateral nego- 
tiations with the Austrians and Germans impossible. Fearing that 
an attempt by the US to force the issue on the principle of dis- 
crimination would be both embarrassing and prejudicial to future 
possible trade relations with the USSR, the Germans attached to 
the US delegation left the conference. The five countries plan- 
ning negotiations with the USSR urged the US not to press the 
issue. Thay contended that available quantities of Soviet coarse 
grains are so small as to be insignificant to the Federal Republic 
although these quantities are extremely important to the small 
countries. Also they were afraid that forcirz the issue might 
seriously prejudice the possibility of their ».».taining eas ern 
European grain. 


During the cursory discussions on long-*:~™: versus short- 
term arrangements, the eastern European countr.-s expressed a de- 
cided preference for long-term agreements. Tn2 satellites es- 
pecially explained their presence at the meeting, despite lack of 
current availabilities, by 4 desire to discuss bilateral long-term 
arrangements. The Soviets referred to a three to five year period. 
The eastern Europeans did not comment on standards to regulate 
east-west grain trade. A majority of the western Furopean coun- 
tries followed the UK lead in outright opposition to multilateral 
arrangements. Notable exceptions to this generiul. dattern were 
France and Italy, both of which exhibited a desire f r 2 corpre- 
hensive multilateral framework for European coarse grains ~iade 
and mentioned the desirability of multilateral agreement on prices, 
qualities and maximum-minimum quantities. 


Informal conversations reveal that neither the USSR nor the 
importers expect to be able to complete any negotiations in Geneva 
but all are agreed that the present situation offers a useful op- 
portunity for preliminary talks of a general nature. Negotiations 
probably will be concluded later either in Moscow or in the ap- 
propriate west European capitals. It remains to be seen whether 
more grain will be obtained through these negotiations than could 
have been secured in straight bilateral trade discussions. 


While the US delegation indicated that the exchange of avail- 
ability and requirements data by the exporter and importer coun- 
tries was useful, it reserved the right to submit comments on de- 
velopments at this meeting. These comments will depend largely 
upon possible Soviet propaganda use of the meeting. If the USSR 
intends to play up the results as a significant eastern European 
contribution to the expansion of east-west trade levels, we will 
want to set the record straight and may want to point to Soviet 
bad faith in refusing to consider Austrian and German requirements. 
The limited quantities of eastern European availabilities also 
would be cited and the conference might then be utilized as addi- 
tional evidence that lack of eastern European exports is a major 
limiting factor in east-west trade. 


SOVIET 
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SOVIET REPLY TO US NOTES’ In response to our notes of June 15 
-LEAS concerning Soviet lend-lease obliga- 

tions, the USSR has agreed to the re- 
sumption ef negotiations looking toward an over-all settlement, 
and has suggested that such negotiations might begin on December 
20. Our notes requested $1 billion in settlement of these obli- 
ations; the Soviet reply raises their offer from $200 million to 
240 million. Their note reaffirms the USSR's desire to reach 
agreement on a icnd-lease settlement as soon as possible and rece 
jects US attempts to cast doubts on the seriousness of Soviet in- 
tentions in this direction. The USSR agrees to resumption of dis- 
cussions by naval experts in Washington provided that the experts 
discuss conditions for the sale of certain naval vessels which the 
US had, in 1948, agreed to sell as part of 2 prompt over-all set- 
tlement. However, no mention is made of the 186 other vessels 
which we had requested the Soviets to return. ith respect to the 
USSR's remaining obligations to American firms for patents made 
available during the war, the Soviet note points out that a scttle- 
ment was reached in February on one of the seven remaining cases 
and that the S.viet Purchasing Commission in the US is presently 
negotiating with two other firms. The Commission is also rendy 
to continue negotiations and conclude 2grcements with all interested 
companies on a similar basis. 





The US notcs of June 15 had proposed the resumption on July 
15 of lend-lease negotiations on the basis of a fair and reasonable 
offer from the Soviets and requested prompt compensation scttlcement 
by the USSR of its remaining obligations on patent matters. No 
reply to these notcs wes received by the July 15 deadline and csub- 
Sequent approaches by our Ambassador to the Soviets simply resulted 
in assurances that 2 reply would be forthcoming. 


SECRET 
* * * 
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US VIEWS ON COMMONWEALTH PLAN The US is willing to participate 
FOR SOUTH AND SOUTHEAST ASIA in the arrangements of the British 
Commonwealth for continuing con- 
Sultation on the development of South and Southeast Asia on the 
assumption that our views on such participation are consistent with 
those of other members and are acceptable to them. This position 
w-s formulated in response to British inquiries concerning our views 
and the possibility of our participating in the program which was 
drawn up at a meeting last month of the Commonwealth countrics, 
except South A:vica. (Sec page 1, October 16, 1950 issue of Cur- 
rent Economic evn Lamina nta.¥ The UK has been advised of our 
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position and, when the Commonwealth report (which is entitled 
the Colombo Plan) is released to the public later this week, we 
will be prepared to make our views public. 


We are aware of the development needs and aspirations of the 
countries of South and Southeast Asia and are continuing to study 
the nature of the problem, its dimensions, and the contribution. 
which the US might make to its solution. We therefore consider 
that participation in the Consultative C mmittee mechanism of 
the Colombo Plan would be a natural consequence of our intercsct 
and work in il ts aren. However, such participation would not 
imply approval or endorsement of particulitr development programs 
which have been submitted to the Committee nor would it be < com- 
mitment to provide financial aid for them. Any material or tech- 
nic2l contribution which the US might make to this area would con- 
tinue to be offered to the recipient countries on 2 bilateral 
basis, and the various bilateral and UN programs in each country 
would have to be coordinated primarily by those concerned in thct 
country rather than by @ central organization. We also feel that 
any report of the Consultative Committee must not appear to cer- 
tify the relative needs of the participants or to endorse thcir 
claims for external assistance. 


It is our understanding that the Consultative Committee will 
remain informal and that its functions will continue to be explora- 
tory, advisory and consultative. We believe thet emphasis should 
be on such continuing consultation and not on formal organization 
as such, and we therefore consider it undesircble to contemplate 
&@ substantial full-time secretariat. Aithough the question of 
inviting other Asian governments to participate is up to the Com- 
mittee, we believe that their participation would be desirabic, 
if the US is to be invited, in order to avoid possible misappre- 
hensions of an exclusive Commonwealth-US organization. With res- 
pect to inviting the Philippines, we fecl that this, too, is 2 
matter for the Committee to decide. However, we doubt that there 
would be any inconsistency between our present negotiations with 
the Philippine Republic on its economic problems and tht Govern- 
ment's participation in the Colombo Pl2n. 


7 * * 


RESULTS OF RECENT The wool discussions which have just taken 

© Dio tT” place in Melbourne among representatives of 
the US, the UK, Australia, New Zealand and 
South Africa resultcd in agreement that a system for the prc- 
emption of wool would not at the present time be 2 vracvicable 
metns cf procuring the US military reserve requirement. It was 
concluded that the legal and administrative difficultics involved 
in instituting euch 2 system in the US and producing ccountrics 
could not be surmounted in time for pre-emption to assist the US 
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substantially in meeting its emergency wool requirements of 100 
million pounds, cle&égn basis. However, a careful study was made 
of pre-emption or set-aside systems, and a report of the study was 
prepared to be available for future use if needed. It appears thet 
no definite pre-emption system was agreed upon, and no commitments 
have becn made by any government concerning the future operation 
of a sre-emption system. A general review was made of the commo- 
dity problems confronting the UK and the three Southern Common- 
wealth countries, and the US representative briefed the other 
delegates on the operation of US priority and allocation powers 
and on the operation of US priority and allocation powers and on 
the US export control system. 


Baucxground of the Meeting The Melbourne discussions were 
undertaken to arrange the details of 2 set-aside program which was 
agreed upon in principle by the US, UK, and the three Southern 
Dominion countries in confidential talks which took place during 
the meeting of the Wool Study Group in London last month. See 
page 3, October 16, 1950 issue of Current Economic Developments. ) 
This proposed set-asid: vrogram was Australia's counter-proposil 
to the US recommendation tnat a system cf international wool allo- 
cations should be instituted to divide the world supplies of wool 
equitably, However, the five governments agreed in London that 
the shortage would be mainly in certain types of fine crossbreeds 
and merinos which the US uses for its military needs, and that 
this shortage situetion would not warrant disrupting the wool 
auction system by allocations. The Melbourne discussions were 
not intended to cover any new principles but rather to be con- 
cerned with working out the practical problems involved in pre- 
emption or any other system which might be proposed. The object 
of such 2 system would be solely to help the US meet its military 
wool needs, and the US understood that there was to be no re- 
arguing of questions such %8s allocaticns or the impact of US pur- 
chases on other importing countries. However, in the period be- 
tween the London and Melbourne negotiations, the Army Department, 
representing all the Armed Services in the matter of wool procure- 
ment, decided its needs did not require the operetion of 2 pre- 
emption system, thus reducing the urgency of working out a de- 
finite set-aside mechanism with the other governments concerned. 
Nevertheless, the Army still wanted 2 program to be worked out as 
a stand-by instrument available in case emergency requirements 
increased or the auction system failed to meet US military needs. 








Impact on Other Countries The British expressed great con- 
cern over the impact that procurement of 100 million pounds of 
wool over 2 limited pericd of time would have on the supplies 
Avail2zbie to British milis. The US delegate explained that we 
ore taking special steps to minimize any drastic effects upon othe? 
wool importing countries. For instance, the 60 million pounds re- 
quired for current military needs during fiscal 1951 are being 
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purchased through crdinary commercial channels on 2n installment 
basis and in a way which will result in using some domestic and 
South American wools, as well as clips from the Southern Common- 
wealth countries. The same approach is being used on the 100 mil- 
lion pounds of wool needed to fill US emergency reserve requirement 
to be procured by the US Government before the end of June 1951. 
This quantity, furthermore, is 2 reduction from the Army's original 
figure of 130 million pounds. Of this amount, 30 million pounds 
which the Commodity Credit Corporation is now planning to acquire 
through US merchants in the US for ultimate processing into mili- 
tary clothing will be bought at 2 rate which is not expected to 
take more than 5 million pounds a week from Commonwealth countries, 
beginning in the near future. Actually, a proportion of this tota) 
is expected to be bought from South America. None will come from 
the US, since the procurement of the 30 million pounds will be con- 
pleted before the next US clip is available. The remainder--70 
million pounds--will consist of wool fabrics also to be procured 
in five or six installments. These fabrics will be manufactured 
from wool procured by the private wool trade through normal trade 
channeis.from sources which will include not only the Southern 
Dominion countries, but 2lso South America, and next year's US 
clip. Contracts for the fabrics will be let before June 1951 

with deliveries to take place within the course of the following 
fiscal year. Thus the US is mapping out an orderly scheme of 
procurement, 


Reaction of other Commonwealtn Countries In general, the 
Southern Dominion countries were relieved to know that the US does 
not contemplate using a set-aside program at once, since they have 
been very reluctant to interfere with or by-pass in any way the 
operation of their auction systems. .However, we have emphasized 
that our present position does not imply that we shall never need 
to use cny special mecns to procure military wool needs. It is 
our hope that the consideration and study which the conference 
gave to pre-emption systems and to the various legal and adminis- 
trative measures necessary to implement them will be of use if 
it should be necessary to put such a plan into effect on short 
notice. 





CONFIDENTIAL 


* * * 
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TIN CONFERENCE ENDS WITHOUT The international tin conference 
CING COMMODITY AGREEMENT which opened in Geneva October 
25 to consider @ commodity con- 
trol agreencnt adjourned last week without conluding an agreement. 
It did however, provide for continuing study of the situation and 
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resumption of the mceting if conditions warrant. The conference 
was called by the Secretary-General of the UN and a draft agree- 
ment prepared by the International Tin Study Group served as the 
basis for discussion. While the US felt an agreement at this 

time was unnecessary and that the Korean situation and accompanying 
price fluctuations made it questionable that an agreement accept- 
able to producers and consumers could be negotiated, it accepted 
the invitation because of our interest in the world tin position. 
(See pase 5, October 16, 1950 issue of Current Economic Develop- 
ments. 





At the open ng of the conference all of the delegations, 
except our own, were in favor of concluding an agreement at this 
time. It soon became evident aht if an agreement was produced 
it would not be acceptable to the US. Other delegations would 
not accept our oroposal for option to purchase from buffer stock 
for stockpile purposes. For a while it appeared possible that 
&@ producers agreement with some consumer participation might be 
likely. However, further discussion failed to produce agreement 
on price limits, export limitations or buffer stock operations, 
and when it became evident that these key issues would not be 
Solved the Executive Committee prepared c resoluticn calling for 
conclusion of deliberaticns, instructing the Chairman to keep 
under review further discussions and conclusions of the Tin Study 
Grcup and on the basis thereof to consult with members of the 
Stecring Committee with a view to deciding on a suitable date 
for resumption of the conference. If he is satisfied that con- 
ditions warrant, the Chairman is to request the UN Secretary 
General to issue invitations for another meeting, 


Countries represented at the conference were Australia, 
Belgium, the Belgium Congo, Bolivia, Brazil, Canada, Cuba, Den- 
mark, Egrpt, France, India, Italy, the Netherlands, Siam, South 
Africa, Switzerland, Turkey, the UK and US.. Observers were pre- 
sent from Norway and Poland. 


* * * 


MNC LASS IFIED 
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This weekly publication is designed to highlight developments in the eco- 
nomic divisions of the Department of State, and to indicate the economic prob- 
lems which are currently receiving attention in the Department. It is suggested 
that copies be retained on file, as reference will sometimes be made to previously 
reported items to avoid repetiticn. 
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thereof. It may be retained in protected files or, at the discretion of the recipiert, 
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In preparation for the dis- 
cussion which the governments 
| : participating in the General 
Agreement on Tariffs and Trade will held shortly on.the ques- 
tion of the future administration of the General Agreement, : 
the US Executive Branch has reviewed the status of legislation 
affecting US participation in the Agreement, including the 
Reciprocal Trade Agreements Act, the proposed Customs Simpli- 
fication Act, and the proposed Charter for an International 
Trade Organization. As a result of this review the President 
has decided to ask for legislative authority to continue and 

‘ make more effective US participation in the Gi£TT. The pro- 
posed Charter for ITO will not be introduced for Congressional 
consideration. These decisions are expected to be announced 
by the White House this week. 





The increasing need for reenforcing the economic unity 
and strength of the free world makes it more important than 
ever that the US use every practicable means for developing 
international trade and eliminating the commercial causes of 
friction among friendly countries. it the same time, the 
many serious problems which face our Congress and the legis- 
latures of other countries require that we concentrate on 
those programs that are most urgently needed and offer the 
best chance of early results. 


We consider it essential that the Trade Agreements Act, 
which is scheduled to expire June 12, 1951, be continued. In 
addition, the machinery for the administration of the General 
Agreement should be deveioped so as to permit it to operate 
more continuously and effectively. The 4dgreement has 2chieved 
remarkable results despite such serious handicaps as the iack 
of any machinery for dealing with problems that arise between 
the periodic sessions of the contracting parties, the lack of 
a permanent secretariat and the present provisional nature of 
its application by governments. In the US view, it is import- 
ant that these handicaps be removed promptly and that a re- 
latively small permanent organization be created. 


So far, the Agreement has been placed in effect only pro- 
visionally without application of those provisions conflicting 
with existing legislation. Enactment of the Customs Simpli- 
fication legislation introduced in the 8lst Congress would 


accomplish 
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accomplish most of the changes in US legislation necessary 

to permit us to apply the Agreement definitively. (See page 7, 
May 15, 1950 issue of Current Economic Developments.) . This 
legislation will be resubmitted to the Congress, together 

with certain other proposed changes in JS law designed to 
render such law consistent with the General Agreement. 


CONFIDENTIAL 


~ * * 
SECRET 


OG ae On December 2 the Department of Commerce 
VIET BLOC ordered the licensing of all exports to 
Communist China, Hong Kong and Macao. The 
order also applies to all shipments of US origin through US 
foreign trade zones to these destinations. The Department 
of Commerce order also provides that positive list items in 
transit through the US, or using the facilities of a US 
foreign trade zone, or rm... fested to the US, must have an 
export license. Shipments which had been placed aboard ex- 
porting carriers prior to the announcement were not affected. 
While the economic impact on the mainland of China is not 
expected to be great, this measure will enable us to prevent 
the shipment of a number of items which are not on the control 
lists, and prevent trans-shipments through Hong Kong which 
is one or the principal loop-holes in our control system. 


Consultative Group Meeting In the meantime, security 
export controls to the Soviet bloc by Western Europesn coun- 
tries remain the same since the Consultative Group did not 
take positive action at its November 29 meeting on the London 
tripartite proposals. (See page 1, November 27, 1950 issue 
of Current Economic Developments.) At that meeting the par- 
ticipating countries were asked to indicate prior to December 2 
if possible, their general views on acceptance on the London 
proposals. EHarly in January the Group will reconvene to con- 
sider the replies with the objective that only specific items 
not acceptable to the participating countries will be referred 
to the Coordinating Committee for specific consideration. 

The present secrecy arrangements on the existence of the con- 
. trol groups and lists will be maintained. 


The 
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The Consultative Group also agreed: 1) to direct the 
Coordinating Committee to consider the entire problem of 
transit trade and free ports with a view to making the con- 
trols really effective and eliminating loopholes; 2) that the 
participating countries should exchange maximum information 
concerning trade negotiations with Soviet bloc countries and 
.to pass on to the Coordinating Committee ail information on 
the results of bilateral trade negotiations with the Soviet 
bloc and any other information obtained during the course of 
such negotiations which might enable the Committee to assess 
the demand from the Soviet bloc for any particular item; 

3) to refer the matter of black lists to the Coordinating 
Committee for study; 4) to approve increased efforts to obtain 
stricter Swedish and Swiss controls on exports to the Soviet 
bloc: 5) to refer to the Coordinating Committee for further 
study the matter of other countries participating in the Con- 
sultative Group and Coordinating Committee, with the recommenda- 
tion that it would be advisable to broaden the Paris Group; 
and 6) that when any participating country can show that con- 
trols have had an unfavorable impact on its economy, the 
Coordinating Committee is authorized to discuss the question 
of alternative sources of items received from the Soviet bloc 
and alternative markets for commodities exported to the 

Soviet bloc. 


* * sa 


US AND FRANCS WiLL HAVE US-French aviation consultations 
AVIATION CONSULTATIONS concerning the interpretation and 

application of our 1946 aviation 
bilateral’ to the proposed new PANAM European service probably 
will get under way in Washington next week. The French have 
informally indicated that they will probably accept our pro- 
posal and a formal note is expected this week. 


Bolstered by President Truman's reiteration of his wish 
that some means be found to start the new PANAM services result- 
ing from the air merger decision without prejudicing basic US 
civil aviation policy, we have continued to press the French 
and Italians for an immediate operating permit, leaving related 
questions to be solved by consultation. Our proposal for formal 
consultations followed a rather ambiguous offer from the French 


expressing 
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expressing willingness to grant the PAN&M permit and to allow 
a combined PANAM-TWA capacity of up-to 700 seats per week:on 
the Paris-New York route. Along with this offer, the French 
proposed negotiations concerning the exercise of fifth freedom 
rights by French and US carriers, and proposed the establish- 
ment of a committee to study statistics for a possible later 
increase of capacity on this ieg of the European trunk route. 
it was not clear what effect their capacity offering would 
have on existing TWA services. Without prejudice to our posi- 
tion in the forthcoming negotiations, we are endeavoring to 
persuade PANAM and TWA to confine their initial service sched- 
ules and capacity to the levels suggested by the French. JUS 
Government agencies have no authority to allocate frequencies 
or allot capacity between competing US international air car- 
riers without the existence of intergovernmental agreement, 
which would be totally inconsistent with established US policy 
in this fielc. 


Remaining points of difference between tne US and Italy 
on the PANAIi case have been further clarified and narrowed. 
Although the Italian Cabinet still has not reached a final 
decision, it has tentatively agreed to permit immediate initia- 
tion of PANAM services and simultaneously to request consulta- 
tions under terms of our aviation bilateral. Approval of 
the Italian Ministry of Defense is still awaited. The Ital- 
ians want to limit total US services between New York and 
Rome to 20 round-trips weekly pending the conclusion of these 
consultations. if this is unacceptable, they suggest that 
we draft some formula which would give assurance that the 
Italian carrier LaI will not be smothered by the entrance of 
PANAM into the Italian service. 


> «| * 


SRPRETATION POSTP ON “iSTVER OF After several high 

INTERSST PROVISIONS OF US LOAN TO UK level discussions with 
the British concerning 
interpretation of the waiver of interest provisions of the 
Anglo-4mericen Financial 4greement of 1945, we have accepted 
their view that ne agreement can now be reached on this issue. 
We have agreed to leave this subject as one which will have to 
be reopened if and when the UK decides to request a waiver cf 
interest payments at some future time. The British suggested 
that further discussion of the subject be deferred in view of 
their inability to accept our proposed interpretation of 
these provisions. 
The 


DECLASSIFIED FOR PUBLICATION IN FOREIGN 
RELATIONS OF THE UNITED STA” &S 











SECRET 
oe « 


The Anglo-American Financial Agreement permits the UK 
to claim a waiver of interest payments on the US ioan under 
this agreement if its exports fall below a specified amount. 
However, in order to insure that these interest payments will 
not be prejudiced by British payments to sterling balance 
creditors, the Agreement also provides that, if there is to 
be a waiver of interest payments to the US, there must be a 
proportionate reduction in releases and payments to sterling 
balance holders. 


When this Agreement was signed it was contemplated that 
sterling would be generally convertible and that permanent 
settlements of sterling balances would have been concluded by 
the time the waiver provisions became operative. The question 
of interpretation arises from the fact that this has not yet 
occurred; on the contrary, the UK has set up different cate- 
gories for the treatment of sterling accumulations. The accumu- 
lated sterling holdings of some countries are segregated into 
two accounts: holdings in the Number 1 (uncontrolled) account 
are freely useable in accordance with British exchange controls; 
holdings in the Number 2 (controlled) account are blocked and 
may be transferred to the uncontrolled account only on the 
basis of regular agreements with the UK. In the case ot other 
countries, all sterling accumulations are held in uncontrolled 
accounts. The US believes that "releases and payments to 
sterling balance holders" within the meaning of the waiver of 
interest provisions should be interpreted so far as possible 
to take into account both transfers from controlled accounts 
to uncontrolled accounts for those countries having both, as 
well as aggregate declines in the holdings of countries having 
only uncontrolled accounts. We object to the informal British 
proposal that the term "releases and payments" sho.ld include 
Only the amounts made eligible for release from Number 2 to 
Number 1 accounts. We do so on the ground that it would not tak 
cognizance of all of the countries whose balances were not 
segregated and which account for more than half of the exist- 
ing balances. We feel that, under our interpretation, a con- 
siderable amount of flexibility would be left to the British, 
but no whole blocs of countries would be exempted. The British 
would also be given some incentive to reach agreements for 
controlling the use of balances with countries whose holdings 
are not now controlled. 


It 
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It is for precisely the latter reason that the British 
have objected to our proposed interpretation. They feel that 
-it might require control over balances which are now wncontrolie 
to insure that the use of these holdings would be kept within 
a predetermined amount. They note that there might be occasions 
under our interpretation when no releases at all would be per- 
mitted to sterling balance holders. In addition to pointing 
out the serious administrative difficulties which would be 
raised by our interpretation, tne British also questioned 
“whether it was reasonable in the light of wider considerations, 
especially the potential effect on holders of sterling. They 
therefore felt that it would be best not to try to reach agree- 
ment on the question at this time but to leave it for further 
discussion in the light of actual circumstances if and when 
a waiver of interest is requested. 


* * x 


SOVIET JAMMING OF Intensive studies have been under way over 
VOICE OF AMERICA the past year to determine the most effect- 

ive means whereby the US may counteract 
Soviet jamming and penetrate the Iron Curtain through the 
Voice of America. The special staff group considering these 
problems is chaired by State and includes representation from 
Defense, Federal Communications Commission, Centrai Intelli- 
gence Agency, other appropriate Departments and agencies, and 
has utilized the assistance of private groups. Strong efforts 
are being made to line up recommendations for submission to 
the National Security Council early in 1951. The studies are 
closely related to the national directive on US foreign informa- 
tion policy and psychological warfare planning, which requires 
the ready adaptation of the peacetime foreign information 
program to the needs of propaganda in time c. national emer- 
gency or wr. 


The group concerned with the problems relating to jamming 
is considering specifically: 1) the development of means to 
penetrate jamming; 2) measures which might induce or compel 
the USSR to discontinue its jamming of the Voice of America; 
and 3) the ramifications of any effective measures taken by 
the US on either score. | 


Expanding 
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Expanding VOA Activities In view of intensive Soviet 


efforts to keep its peopie from any contects, news or informa- 
tion from the outside world through the medium of press, 

motion picture or even free movement of individuals, we have 
come to rely upon redio as almost the only remaining means by 
which we may reach the people of the USSR, By Congressional 
mandate we are committec to make the most effective possible 
use of this mechanism as an instrument of national policy to 
get across to people in the Soviet orbit as well as to other 
areas of the world the story of America and the peaceful 

intent of its foreign policies. There is considerable evidence 
that orior to the intensive Soviet jamming, the Voice or America 
had become an effective means of supplying information of the 
free world. to the peoples of the USSR and its sateilites. 
Present trends in our relations with the satellite governments 
indicate that the Voice of America is the only overt means 

now in use by which we can attempt to reach the public in 

those countries. 


Simultaneous with the studies being made by the inter- 
agency group, the Department is considering every possible 
means of carrying out the "bold new program" for the Voice 
or America provided for by Congressional appropriation and 
Presidenticl directive. Efforts are being made to improve 
existing high frequency broadcasting and to expand program 
facilities for reaching world-wide audiences through improve- 
ment and modernization of existing facilities and the acquisi- 
tion or erection of additional transmitting stations surround- 
ing the Iron Curtain wherever and however they can be obtained. 
The cooperation of other friendly ccuntries is required and 
initial negotiations with western Eurcpean countries are under 
way. Simultaneously, other negotiations are in various: stages 
with countrics in the Pacific, Southeast Asia and the Middle 
East area. This sovernment has kept up persistent efforts 
to reach international egreement for equitably meeting broad- 
casting frequency needs of all countrics and for discouraging 
deliberate derogation by the USSR of telecommunication agree- 
ments and conventions... We have sponsored anti-jamming reso- 
lutions through the eppropriate organs of the UN--relating 
this effort te the broader framework of the universal declara- 
tion on human rights which seeks to protect freedom of speech 
and opinion and the right to seek, receive, and impart inforni- 
tion and ideas through any media, regardiess of frontiers. 


High 
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High-frequency broadcasting is recognized as a medium for 
free dissemination of information and ideas and for better 
understanding throughout the world, and is a vital force for 
cultivation of international good will and the maintenance 
of world peace. 


Soviet Jamming Tactics Mass jamuing started in April 
1949 when the Soviets backed down on their Berlin blockade. 
Intended at first to keep the facts and the decision on this 
matter from the ears of the Soviet people, the jamming activity 
has since become thoroughly and systematically organized with 
the application of steadily increasing facilities indicating 
that this is a major effort on the part of the USSR. It has 
been successful to the point where, notwithstanding the greatly 
increased effort of the Voice of America, we are reaching only 
a small percentage of the former audience in that area. Intelli- 
gence indicates that improvements in Soviet jamaing technique 
and recent construction of poverful transmitters in certain 
satellite countries, may have the capacity to deny reception 
by almost all European home receivers of any program other 
than those originating in the USSR. If carried to its ultimete 
conclusion, Soviet jamming and our counter-measures could 
virtually disrupt all forms of international radio communica- 
tions. In addition to their jamming efforts, the Soviets and 
their satellites have taken advantage of all post-war radio 
frequency negotiations to try to silence Voice of America relay 
broadcasting facilities located outside the US and its terri- 
tories. 








Eiftorts to Counteract Soviet Jamming A comprehensive 
facilities program, which seeks to enable the Voice of America 
te break through Soviet jamming, is under way. However, no 
comparable research effort has been established pointed at 
the problem cf achieving an understandable signal under all 
conditions in existing receiving sets cf foreign populations 
which, not being under our control, cannot be modified or 
replaced. Technical research in this field has been pointed 
elmost wholly toward counter-jamming (retaliatory jamming of 
electronic devices and communications of any potential enemy) 
and anti-jcmming (protection of our electronic devices and 
military cormunications from jamming). Although no attempt 
at retalictory jemming of Soviet broadcasts or the control 
Signals of their jamming network has been made by the Voice 
of America, some thought has been given to this as a possible 





measure 


SS 
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measure to force the USSR to desist. However, such measures 
immediately run counter to international agreements on the 
telecommunication field. Intelligence thus far has been in- 
adequate to guide our efforts in attempting to penetrate 

soviet jamming. The present surveillance of the radio spectrum 
by the US intelligence and monitoring agencies is insufficicnt 
to provide necessary data to assure that the USSR is not even 
now developing and testing more effective jamming technicues. 
The needs for technical research in support of this program 

and the importance of top pricrity in meeting program recuire- 
ments in the intelligence fieid are being considered. From 

the intelligence angle, the Voice of america needs support 

in the collection and association of relevant data from monitor- 
ing and non-monitoring sources in assessing Soviet moves in 
this field as weil as assessing tne effectiveness of the Voice. 
There should also be a direct feeding of intelligence *o Voice 
of america for program utilization. The intelligence effort 

in supvort of the Voice of 4merica has been inadequate largely 
becauss of the lack of sufficient personnel and facilities 

to mest all intelligence needs. 


The important role of the Voice ot America program es 
an instrument of national policy hes not been fully appreciated 
by all of the agencies of the government. Hence it has been 
handicaoped through the consequent inasility to secure ail 
of its needs for an expanding program. Yor example, its use 
of frequencies corflict with other users of the spectrin. 
This wiil become increasingly serious ac the program develops. 
Greater support in the fields of intelligence. communication 
research, technical development, anc frecuency assignments 
must be given to this problem if the Voice of america is to 
penetrate effectively existing and anticipated future Soviet 
jamming. Stronger support for the steps necessary to back 
up the whole Voice of America concept rcaquires an open minded 
exploration of the close interrelationship of this provlem 
with other problems in the fields of intelligence, security 
and communications. 


Implementation of the Voice of America program, including 
protective counter jemming measures, is an integral part of 
the total communications probiem of this government. This is 
the front on which the least progress has been made end in 
which some of the most difficult decisions remain to be made. 


DECLASSIFIED FOR PUBLICATION IN FOREIGN 
RELATIONS OF THE UNITED STATES 




















SECRET 
- 10 « 


The satisfaction of the Voice of America needs raises 
questions of security and our national and international 
telecommunication policy. The interplay of our Voice of 
Awerica problem with our total telecommunication problem is 
exemplified by evidence that the USSR is utilizing existinz 
Voice of America efforts as a proving ground for the develo: - 
ment of their own communication and jamming techniques. This 
includes the training of large numbers of personnel, and 
Soviet investigation of our capability of taking counter-measure 
There is the danger that continuation of the Voice of America 
efforts to penetrate the Soviet area may involve the US in 
a counter-jamming war in all governmental and commercial 
fields of communications. Because of these factors and the 
requirements of other essential communication and intelligence 
programs as well as related international telecommunication 
provlems, it has been difficult to obtain a sufficiently high 
oew for meeting Voice of America requirements on all 
ronts. 
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INTERNATIONAL ACTION ON The Truman-Attlee discussions last — 
RAW MATERIALS DISCUSSED week on raw materials resulted in 
agreement that, in view of the 
wide-reaching character of the problem, anternationai action 
is necessary to assiwe that basic raw materiaisS are dis- © 
tributed equi tably in ascorGance with defense. and essential 
civilian needs hithough we heve heretcrore felt that 
Shortages of individ Uuai commedities ecuid be handiéd by © 
meens of ad hoe conrsrenaces as necessary, we now agree with 
the Pritish timt machinery must be established es ouickly _ ti 
as porsitie tr operate on a ecatinuling vasis. It Was agreed 
tnet this macninery shiile@ take the form of a smail certral © 
body respons.ozie for assuring action on raw materials, not 
inciuding ford and petzcleum. When appropriate t'is body 
should estadiish commedity groups to assure represon ation ' 
of tne varicus countr’es particularly eceeernes in each 
instanse. It is presentliv centempiated that the central 
body will consist of the Us, tne UK and Franee, with the 
way left cleer for pessivle enlargement of that group. The 
mechanics of the arrangement are still wnder discuss: on as 
are immediate problems with respect to certain commodities. 




















In the US~UK discussions it was agreed that each coun- 
try woula use its best efforts both to increase production 
and to assure the most effective use of the limited supplies 
available. Particular emphasis is to be laid on increasing 
aveilability of raw materiais in short supply es a means 
of assuring not merely the production uncer the military 
programs but meeting the demands for civilian consumption. 
It was recognized that highest priority must be given to 
the necds of current miiitary production and where civilian 
consumption must be reduced, minimum requirements essential 
to the overaticn of civilian economies in all of the frec 
nations should be met so far as possible. It was also agreed 
that it is necessary to prevent materials and items of 
strategic importance from flowing into the hands of those 
who might use them against the free world. 


when the British presentcd their position, they pointed 
out that their present expectation of supplics of raw matorials 
was such thet there could only be a falling avay in the 
level of UK production. Unless the situation wes remedisd, 
the UK would not be able to carry out its rearmamuit pro- 
gram fully and there was also denger of extensive economic 


dislocetion 
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dislocation to the UK and the sterling area, with disruption 
of the export program and resultant unemployment. The . 
British, therefore, asked full US cooperation in insuring 
supplies of raw materials essential to the maintenance of 
full production and the carrying out of their defense pro- 
gram. Serious difficulties have already been encountered 
with respect to certain essential materials--zinc, sulphur 
and cotton--and other serious difficulties are threatened 

by US actions on stockpiling, general purchasing policy. 

and unilateral export control of short supply items. Rubber, 
wool, tin and cotton linters were also discussed. 


——————— enn 


NATO and OEEC Consideration Raw materials problems 
are also being considered by OEEC and NATO. The relation- 
ship of these organizations to the proposed central body 
and their action responsibilities in this field are pend- 
ing until decisions of US-UK-French discussions are further 
implemented. The OEEC, through its vertical committees, 
is examining the effect of commodity scarcities on the 
economies of the participating countries, and an OEEC group 
is now in Washington exploring the situation with ECA and 
other interested agencies, including State. Early this 
month the OEEC Council adopted a decision on raw materials 
which calls for 1) OEEC initiation of measures for inter- 
national cooperation; 2) study of the necessity and feasi- 
bility of conferences on a number of commodities; and 3) es- 
tablishment of several committees to keep under continuous - 
review the situation for the followings: coal and coke; 
iron and steel products and raw materials for the production 
of steel; copper, zinc, nickel, aluminum, tin; timber; pulp; 
wool, cotton and linters, sisal and hard fibers, artificial 
fibers; sulphur, natural and synthetic rubber; cement, raw 
hides and skins. 


The NATO Deputies recently approved a resolution 
setting up a raw materials organization to examine the 
situation from the point of view of defense programs. As 
a transitional measure, pending the appointment of a raw 
materials adviser, an advisory group is being called into 
session December 14 to review the current and prospective 
copper, zine and nickel situation. The advisory group 
will prepare for cons@@eration by the Council of Deputies 
recommendations to member governments on eny matters relating 


to 
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to these materials which the group considers require urgent 
attention but which are not being dealt with adequately. by 
other bodies (e.g. OEEC or international commodity confer- 
ences). Ye consider the NATO group necessary chiefly be- 
cause it would be inadvisable. to disclose military and 
stockpile data except in a forum conducted under a strong 
security classification system, such as that of NATO. 


US-UK Action on Individual Commodities In the US-UK 
working party on raw materials, the US agreed to furnish to 
the UK some zinc, tentatively indicating that 20-25 thousand 
tons micht be made availiable in the next six months. However, 
it is necessary to consider what other claims there might 
be before a final decision can be made. Arrangements were 
also made to make 7,500 tons of sulphur available from the US 
shortly. Before any public announcement of US allocation of 
Sulphur is made, the British will be consulted. With respect 
to cotton, the British were informed that the US expects to 
increase export allocations early next year. The British 
agreed to consider our suggestion that more American cotton 
could be moved if the UK would release some surplus long-staple 
cotton which it holds. We pointed out that the US is under 
heavy criticism in the US for not having built up larger sup- 
plies of cotton linters, and the US will have to control the 
use of linters which are very scarce; nevertheless an effort | 
will be meade to help the British on this item. Although realiz- 
ing that there was both a short-run and long-run problem on wool 
to be taken up leter, the British were not prepered at this 
time to discuss the subject. They agreed to consider with the 
US immediately the setting up of a temporary committee to deal 
with the problem of tin. 








Discussions which have continued with the British this 
week, have resulted in agreement that aliocation or other form 
of international cooperation is tne best solution to the rubber 
problem. A US delcgation is to visit London as soon as possible 
to discuss the February-March requirements position for rubber 
and to arrange a parallel or joint US-UK position for the pro- 
posed January mecting of nine governments to consider the 
desirability of allocating rubber. We asked British coopera- 
tion in working out a program: 1) to onable the Us to acquire 
the necéseary Supply of rubber; 2) to prevent or iimit ship- 
ments of rubber to undesirable destinations; and 3) to obtain 
a reduction in the current price level. 





————$—— TT 
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DIRECT ECA ASSISTANCE The US and UK have ‘agreed to. the sus- | 
2G THE UK SUSPENDED pension on January 1, 1951, of direct 

ECA aid to the UK. This action is 
being taken in view of the economic recovery of the UK and 
the sterling area which have been earning a large dollar 
Surplus in recent months. A supplementary factor is the 
heavy strain which the defense program is expected to exert 
on the US economy. However, this suspension of aid does not 
imply that: the British economy has completely recovered or 
that the sterling area's financial resources are adequate. 
It is recognized that the factors contributing to the present 
improved situation may be temporary and that new difficulties 
and burdens are likely to affect the UK's balance of payments 
and national economy in 1951 as a result of the increased 
defense program anc the impact of higher raw material prices 
and prospective shertages. Therefore, the US and UK have 
agreed tc reconsider the present decisicn if this becomes 
necessary. MMeanwnile, the UK will continue to be eligible 
for assistance under the ECA programs for fostering overseas 
development, for the production of scarce matéerizis and for 
technical assistance. This agreement will not afvect the 
arrangements ncw being worked out for the distriosution of | 
the defense burden under the NATO and the US wili continue | 
to furnish aid to tne UK under MDAP. The UK will aiso con- | 
tinue its participation in the OEEC and the Suropean Payments 
Union. 





oe ————————— -- 


The UK has been allotted $175 million of direct ECA aid 
during the first haif cf fiscal year 1951, of which $150 mil- |, 
lion was matched by British sterling credits to other coun- 
tries through EPU. Suspension at this time will not mean 
an abrupt cessation of eid since the UK will continue to draw 
upon these and previous allotments until they are exhausted, 
and the goods and services so financed will be reaching the 
UK for some months to come. Although it was originally 
anticipated that the British would receive over $400 million 
in ECA eid during this fiscal year, the sterling area's 
improved financial resiticn does not justify continuing 
direct aid to the UK at this time. The sterling area has 
for some time achieved net dollar earnings before ECA aid 
and even before gold and, over the past year, its reserves 
have increased by ccnsiderably more than ECA aid. ECA feels 
that the factors causing this increase are still operative 
and anticipates further increases in the reserve picture. 
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EW Schuman Plan negotiations are now reaching the final 
SCHUMAN PLAN stage and negotiators hope the text of a treaty can 
be agreed upon and referred to the six governments 
for approval this month. Most of the text has been agreed upon 
but certain major issues, including anti-cartel provisions and 
a solution for the high-cost Belgian coal problem, are still 
unresolved. 


US Views On the whole adherence to the original Schuman 
concept has been extremely close and the negotiators have indi- 
cated a willingness to overcome practical obstacles. The present 
text represents a great improvement over the earlier draft and 
has gone a long way toward eliminating US objections. We feel it 
would be particularly regrettable, therefore, if acceptance of the 
Plan is impaired by unsatisfactory solution of the remaining points 
Our primary concern has been that the supranational concept of the 
Plan should be maintained, that adequate measures are incorporated 
to insure against barriers to the single market including cartels, 
and that outside countries be accorded reasonable treatment by the 
complex. 





 §upranational Character of Plan We are somewhat concerned 
that in the balance oz power as reflected in the present draft, 
the Council of Ministers may have too much strength in relation 
to the High Authority, creating extensive possibilities for 
national bargaining based on autarchic considerations. The ne- 
gotiators were confronted with the problem of insuring that High 
Authority actions are consistent with the needs of the partici- 
pating countries which fall outside the area of the coal and 
steel industry. This has resulted in delegation of powers to 
the Council of 'linisters which are inevitable and, with respect 
to issues which bear directly on defense, altogether necessary, 
Nevertheless, there is danger that the powers of the Council 
of Winisters may be so extensive as to undermine the High Authority 


: Anti-Cartel-Provisions The factor which will probably have 
' the greatest effect on US public opinion for or against the plan 











- is the provision against cartels. In spite of enthusiasm for 





the plan because of its political attractiveness, there is con- 
Siderable skepticism in some US quarters as to whether the Plan 
is anything more than an international cartel. At present the 
cartel articles are still umagreed. Various proposals are before 
the conference, ranging from a version based on the clear-cut 
principle that producer agreements should not be used to inter- 
fere with the competitive process to a version whereby the 


High 
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High Authority should, in effect, permit such interference by 
enterprises in a broad range of cases. The French have been 
supporting strong anti-cartel provisions and the past three 
weeks have been largely spent in bilateral Franco-German dis- 
cussions as to the relation of these articles to the Ruhr Author- 
ity and the deconcentration law. The Germans apparently feel that 
the French are insisting on deconcentration in the Ruhr in order 
to weaken their future German partner and are afraid that un- 
economical French steel facilities will be kept operating by 
foreing the Germans to deliver more coke to the French than the 
Germans can spare. 


The French have prepared another draft of the cartel pro- 
visions and a memorandum setting forth their approach which the 
German delegate has taken to Bonn for discussion with his govern- 
ment. If agreement is reached between these two delegations, 
it is hoped the other delegations will go along, particularly 
as the Dutch and Italians tend to favor the French position. 


We feel the treaty should contain a strong presumption 
agaiunst restrictive agreements. 4 compromise, such as delegating 
power to the High Authority to make decisions on whether an agree- 
ment should be permitted om its merits, would confront the Author- 
ity with the virtually impossible task of deciding in advance 
what the exact economic consequences of the restrictive clauses of 
any contract would be. We would not object, however, to an ex- 
ception which would permit joint buying and selling agencies for 
relatively smali firms because of advantages which might accrue 
through economies of distribution. However, it would be undesir- 
able to permit joint buying and selling agreements between firms 
of any appreciabi2 size. The German suggestion that anti-cartel 
exceptions be broadened from cases which do not result in control 
over a "substantial" part of the market to cases which do not 
result in control over an "essential" part of the market could 
materially weaken the treaty. We would be willing to meet the 
German position to the extent of seeing a larger size criterion 
adopted for joint coal sales than for steel. The coal companies 


to be crerted in Germany through reorgnnization of present companies 


will probably all be of substantial size and we doubt that serious 
need will exist for joint sales operations by them. 


We also object to suggestions for significant delegation of 
powers to regional groups of producers. Yoluntary business and 
trade associations will have a legitimate and useful role to play 
but the treaty should not make it mandatory to use them as agents. 


Tie 
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The underlying principle of the Plan is transfer of sovereignty 
from national authorities to an authority which acts in the | 
interests of the community by a set of checks and balances. It 
would jeopardize this concept to take powers away from national 
governments and give them to the control of producer groups. 
Agreement has now been reached in principle to a provision which 
the French claim finally eliminates the idea of regional associa- 
tions as a permanent and definite part of the community's insti- 
tutional structure. Trade unions, however, are insisting that 
each regional association have a tripartite consultative committee 
attached to it. This would be unwieldy and duplicate the pro- 
posed system of a single Consultative Committee and might raise. 
the danger of giving the associations more power and prestige 
than they should have. The French are working on a formula with 
labor representatives in an effort to eliminate this danger. 


With regard to the proposal to permit "specialization agree- 
ments" among producers, we believe it would be safer to rely on 
competitive pressures to bring about necessary specialization as 
such agreements might tend to perpetuate the present pattern and 
be harmful to maximum efficiency of operation. 


Production and Prices We have always felt that it is ex- 
tremely important that the spontaneous forces of price competi- 
tion and flexibility be relied on to increasé productivity and 
lower eosts, and that broad powers should therefore not be given 
to the High Authority to fix production quotas and maximum and 
minimum prices. It may be necessary and desirable for the High 
Authority to intervene in periods of great stress to protect the 
consumer from exploitation but such powers should be specific 
enough to make sure they are not used to avcid normal fluctua- 
tions. We have no objection to the proposed powers for fixing 
maximun prices but believe powers for fixing minimum prices 
should be circumscribed so they are not fixed generally through- 
out the single market to deal simply with the export problem. 
The best way of dealing with the export dumping problem is to 
authorize the High Authority to prohibit the practice and to 
promulgate pricing rules as necessary to enforce any prohibition. 
The alternative approach of fixing minimum export prices could 
lead to charges by importing countries of dual pricing and would 
be contrary to the principle of non-discrimination and access by 
buyers on equal terms to the production of the single market. 
While no text on the price question has been finally approved, 
there seems to be general agreement on a formula for maximum and 
minimum prices. The exact rules which would be prescribed as the 
basis for price quotations are still to be settled. 
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Commercial Policy As the treaty provisions now stand on 
relations: with outside countries, stress seems to be on pro- 
tectionist devices rather than-on a desire to meet outside 
competition. Tne negotiators have indicated an intention, how- 
ever, to recast the language to make it clear the community | 
would strive at all times to further the aims of.such multi- 
lateral organizations. as OEEC, GATT, and the IMF and would seek 
.to persuade countries outside "the community to move away from | 
protectionism, in exchange for further concessions from the | 
community along the same line. 





. Belgian Coal Problem in an effort to solve the problem of 
the high-cost Belgian coal industry and its claims for large 
temporary subsidies, a proposal has been made which apparently 
would temporarily exclude most Belgian coai from the single 
market at the beginning of the Plan with no definite schedule for 
its eventual inclusion. . This is based on the view that inclusion 
of Belgian coal in competition with the rest of the single market 
would cause widespread closings of Belgian mines and that a tem- 
porary subsidy adequate to cover the differential between | 
Belgian and other coal industries in the community would be beyond | 
the financial contribution of the German and Dutch coal production. | 
This causes us considerable concern and we are skeptical as to 
whether the facts bear out the case. If negotiations reach a . 
stage at which the Belgians will witldraw unless an arrangement 
is made for linited participation for PBelgian.coal, we are prepared 
to accept this solution under certain conditions. We believe in | 
any case, there should be a clear understanding that Belgium would 
become a full member within a reasonable period of time... The 
latest report is that the Belgian Government has agreed to in- 
clusion of 41% of Belgian coal in the Plan during the interim 
period with 100% to be included later. 


Other Problems The problem of inclusion of French overseas 
territories in the Plan--which the Italians insist on to assure 
their steel industry an adequate supply of North African iron ore-- 
is still under negotiation. Bilateral discussions are taking 
place outside the conference and it. is not clear what kind of a 
solution is envisaged. Several states have asked to consider for 
a few days longer the question of the nature of the sanctions 
which could be imposed against states. Various political questions, 
such as means of electing members and the President of the High 
Authority, and distribution of seats in assembly, await negotiation. 
by the Ministers following conclusion of the rest of the treaty. 


German 
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German Opposition to the Plan As negotiations near con- 
clusion, opposition to the Plan . is gaining momentum in Germany. 
German demands that assurances be given when the Plan-is initial- 
led that the Ruhr Authority will be terminated and the ceiling 
removed on raw steel production have been sympathetically received 
by the French, but it has been pointed out that occupation poli- 
cies are a separate issue from the Plan. However, distrust of 
the French is evident and is tied to the French position on 
German participation in the Western European community as evi- 
denced in tne controversy over German contribution to European 
armed forces. The German Chancellor recently said it was in- 
possible for him to present the Plan for ratification as it 
would weaken his pesition too much in the face of such opposition. 
After discussion with the US High Commissioner he indicated there 
might be some advantage to initialling the Plan but made it clear 
that would represent no more than a commitment at the experts' 
level. 





* ** * 


EGYPTIAN INTERFERENCE WITH Informal discussions will get wnder- 
SE& AND ALR TRANS PORTAT! ON way in Washington shortly with repre- 
sentatives of the UK, France, the 
Netherlands, and Norway concerning a concerted and properly 
timed approach to Egypt on the problem of continued interference 
with normal shipping and air transport in the eastern Mediterran- 
ean area. Meanwhile, we are transmitting a formal reply to the 
Egyptian note of last September, which refuted our compiaints 
concerning the imposition of contraband control on the movement 
of vessels transiting the Suez. Although the divergent views 
of the various governments concerned prevented us from making a 
common front epproach in this latest note to the Egyptians, we 
felt that an interim reply should be submitted for the record. 
It will not prejudice a later joint apprcach to Egypt by all 
interested powers on the brocder issue of restrictions on air 
and surface transport, including such matters as Egypt's claim 
of belligerence and the problem of Egyptian use of the canal as 
an instrument of national policy. There was some feeling that 
it would be premature to raise the overall issue now in relation 
to restrictions on tanker movements, and that such an approach 
might well put the Egyptian backs up and further harden their 
position. However it is generally agreed that few concrete re- 
Sults are likely to be achieved unless a clearly coordinated and 
properly timed approach is made. | 











Restrictive 
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Restrictive 'Developménts “Following the signing of the 
armistice between Egypt and Israel, the UN mediator asked for 
abolition of restrictions which the Egyptian Government had in- 
posed upon all forms of transport to Israel. The Egyptians con- 
tended that the only reason for imposition of the restrictions 
was to insure that ships and planes en route to Israel via Egypt 
did not carry armanents or war material to the Israelis as con- 
traband in defiance’of the Security Council decisions. They in- 
sisted that the interrelationship between these restrictions and 
the embargo on armaments to the Arab countries necessitated con- 
tinuati. a of the réstrictions by the Egyptian Government without 
modification as long as the embargo remained in effect. However, 
these restrictions have not been entirely removed even wong. the 
embargo was lifted over a year ago. 


Under Egyptian regulations vessels using the canal or entering 
Ezyptian waters are subject to inspection and verification for 
purposes of contraband control. Masters of-northbound tankers are 
held responsible for certification as to destination and end use 
of crude. Vessels are also required to call first at Egyptian 
ports when en route to Israel. When challenged with respect to the 

egality of measures which *t has adopted, Egyp* has claimed bel- 
lizerency, as for example in the case of the recent incident in- 
volving seizure of US mail from a TWA plane, which made a forced 
landing at Caire on a reguler flight from Athens to Lydda. Direct 
flights by air carriers between Arab and Israeli territory are 
still prohibited by Egypt and the other drab States. 


US Views We consider that Egypt's claim of belligerency 
status should no longer be permitted to pass unchallenged. “In 
view of Egyptian assurances that it has no aggressive designs 
toward Israel and no desire or intention to recommence hostilities, 
we consider the Egyptian clain of belligerency is inconsistent. with 
the existing situation in the Near East and with present US- 
Egyptian relations, which are being conducted on the basis that 
Esypt is not a belligerent. Present conditions: in the Near E-st 
do not warrant these restrictive measures. on grounds of defense. 
Although Egypt gave formal assurances that the removal of the arms 
embargo would open the way for removal of its restrictions on 
shipping thus far there has been no satisfaction of our repeated 
protests on this score. Our note on the tanker question will 
reiterate the view. that these restrictions are unreasonable and 
impracticable. We have encour aged US ship operators to concert 
with UK operators. using the Suez in following a wiforn procedure 
for meeting certain unworkable requirements of the regulations. 
The mail seizure is an outright contravention of the Universal 
Postal Convention to which both countries are parties unless the 
claim of belligerency is accepted. 
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Legal Analysis While there is considerable difference of 
views among the maritine powers concerning the legal aspects of 
this situation, we have prepared an analysis of the Egypticn legal 
position in imposing contraband control on the movement of vess6ls 
on the Suez as well as the position of the US Government as a non- 
signatory to the Suez Convention of 1888. Although the Suez 
Convention permits interference with the free use of the canal 
when necessary in the defense of Egypt, such interference sheuld 
be as- limited as possible and. should be exercised only when 
reasonably required. The rights of the US as a non-signatory of 
the Convention are not clearly defined, but our position in this 
respect must of course take into account our policy with respect 
to the rights of third parties using the nama Canal. iIn making ay 
further approachee to Egypt on this matter, we will have to keep 
in mind recent US regulations requiring the licensing of all 
strategic materials in transit through US trade zones for the 
USSR, satellite countries, and Communist China, Hong Kong and 
Macao. 
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TREATY NeGOTIATIONS and Navigation with Lebanon appear to have 

improved, as the Foreign 4ffairs Cormittee of 
the Lebanese Chamber of Deputies has recommended immediate signa- 
ture of the draft which has been under consideration since July, 
1949. nis development corics after a series of delays on the part 
of the Lebanese which apparently were occasioned primarily by 
political considerations. In view of past instances in which 
early signature appeared imminent, however, there is some guestion 
as to the outcome of this latest expression of interest. 





The treaty project with that country was initiated early in 
1945 with the Lebanese Government proposing that the S enter into 
negotiations for the comprehensive treaty between the two countries 
which had been visualized by the Agreement of 1944 recognizing the 
independence of Lebanon. Lebanon appeared earer to commence its 
treaty-making career by concluding a treaty of this kind with the 
US, in part because it felt such a treaty would serve as a counter- 
weight to French demands for special privileges and because it was 
confident the US would negotiate on the basis of sovereign 
equality. 


ee A i ely 
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Negotiations were opened in Washington in October, 1946 and 

proceeded without undue difficulty, although the question of 
Lebanese preferences for other 4rab League countries occasioned 

a delay of several months in reaching agreement on a ag) 
text. The agreed text was sent tc Beirut in December, 1947 for 
approval by the Lebanes e Government. That “overnnent, however, 
took nc action on the A for almost eighteen months. al- 
though it sousht to avoid giving specific reasons for its failure 
to act, it was clear that the delay was attributable prinarily 

to the Palestine situation. : 


I 


In the early spring of 1949-negotiations were revived on 
Lebanon initiative, and during brief discussions in Washington 
a shorter text patterned upon the draft treaty then under negotia- 
tion with Uruguay was substituted for tne 1947 version. The new 
text was sent to Beirut in July, 1949 ane has been under consider- 
ation by the Lebanese Government ever since. 


hlithough high officials of the Lebanese Government from time 
to time professed their desire for early signature, they assigned 
a variety of reasons for the recurrent delays. In several cases, 
it was Lebanese requests for small changes in the text. In one 
case, it was a press leak in Beirut with attendant unfavorable 
pubiicity; in another it was qualms over the possible effect of 
the treaty on Egypt and Syria, and it appears that the Egyptian 
Government was consulted on the subject. In the most recent 
instance, there are grounds for believing that the Lebanese 
sought to tie signa ture of the treaty in with US support of Lebanese 
candidacy for a seat on the UN Security Council. 
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GATT CONTRACTING PARTIES .  The.Contracting Parties to the. 
CONCLUDE SUCCESSFUL MEETING General Agreement on Tariffs and 

_ - Trade concluded a successful busi- 
ness meeting last week, after acting on a full agenda of ‘some 
30 commercial policy problems arising: under the Agreement. This 
is the most important and extensive agenda that has faced the 
GATT members at any session. Of particular interest to us, Was 
the completion of the first stage of preparatory work looking 
toward the establishment of more effective machinery to adminis- 
ter the General Agreement between and in preparation for plenary 
sessions. Another outstanding issue was the carrying out of 
consultations, required by the Agreement, with a number of coun- 
tries in the sterling area and Chile concerning import restric- 
tions maintained: against dollar goods and the possibility of 
relaxing those restrictions under present conditions. This fifth 
session of GATT members, held in Torquay, England November 2 to 
December 16 coneurrentiy with the third round of GATT tariff 
negotiations, was attended by 29 Contracting Parties, observers 
from the- seven governments negotiating with a view to accession 
to the Agreement, as well as observers from six other countries, 
the IMF, the OEEC, and the UN. 


: Strengthening GATT The action reseréine administration of 
the General Agreement followed a Canadian proposal to create a 
committee to be available between sessions in order to permit 
continuing consultations on urgent GATT problems and to do 
preparatory work for regular sessions. It was agreed that recom- 
mendations on the establishment of such a committee, to be known 

as the standing committee, would be submitted to the governments 
for consideration before the next session of the Contracting 
Parties, scheduled for September 17, 1951 in Geneva. In the US, 
appropriate legislative authority will be sought in connection 
with renewal of the trade agreements program. (See page 1, 
| December 4, 1950 issue of Current Economic. Developments ») 


The new committee terms of reference are being recommended 
to the governments along the gencral lines supported by the US. 
When the Contracting Parties are not in session, the committee 
would initiate and engage in certain consultations réquired by 
GATT making appropriate recommendations, and would examine and 
make recommendations on certain matters requiring urgent action 
by the Contracting Parties. Consultations would be on such 
matters as restrictions to safeguard balance-of-payments posi- 
tions, exchange arrangements and differences between individual 
Contracting Parties. The committee is to examine applications 
under Article XVIII regarding measures adopted for economic 
development reasons. The committee would take telegraphic or 


postal 
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postal ballots on matters requiring urgent décisions, recommend 
convening of special sessions and in general do preparatory 
work for regular sessions. It has been recommended that the 
standing committee should consist of 15 members; that it be 
representative of broad geographical areas to which GATT members 
belong, that it include on a permanent basis the Contracting 
Parties of chief economic importance, with adequate representa- 
tion ? countries with small and medium economies, and that it 
be repiesentative of different degrees of economic development. 





The Contracting Parties concluded that this was not the 
right time to include in the General Agreement articles from 
Chapter II of the proposed IT0 Charter dealing with employment 
and economic activity. However, when informed that the US does 
not intend to present the ITO Charter to Congress, a number of 
delegations thought that -the US action would necessitate a new 
look by their governments at the GATT as a provisional commercial | 
policy instrument devoid cf certain ITO principles. Several, 
for example, expressed the opinion that the egreement should: be 
expanded to include the full employment, economic development 
and commodity agreement sections of the ITO Charter. 





Consultation on Import Restrictions GATT consultations 
on the mid-1949 intensification of the import restrictions of | 
the sterling area countries end the reduction of dollar imports 
by Chile for 1950 produced sharp disagreement on whether these 
restrictions should be relaxed. The representatives of Belgiun, 
Cuba, Canada and the US took the position that sterling area 
countries which are earning a net dollar surplus, i.e., the UK, 
New Zealand, Australia, Ceylon and Southern Rhodesia, should 
begin a progressive relaxation of their import restrictions, 
taking due account of the uncertainties of the present inter- 
nationel situation. No suggestion was made that India, Pakistan 
or Chile should take such action. This followed the position 
expressed in the International Monetary Fund's report to the 
GATT on this problem. On the other hand, the representatives 
of Australia, Ceylon, New Zealand and the UK, while admitting 
that the sterling area's gold and doliar reserves have improved, 
felt that this improvement was not sufficient to warrant relaxa- 
tion of their import restrictions, especially in view of various 
unfavorable factors in the present situation, the full force of 
which has not yet been felt, Despite assurances that we were 
seeking only a relatively mild statement favoring progress to- 
ward relaxation, the British were concerned that our position 
constituted an attack on the solidarity of the sterling area 
in regard to import restrictions. The Fund's report was in- 
cluded in the record despite British objections that the Fund, 
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in proposing action based on the present financial situation, 
had gone beyond the scope of its responsibilities to the Con- 
tracting Parties. The British felt that the Fund should merely 
have submitted background data without drawing conclusions and 
that its study should have been limited to considering the 
financial situation at the time, mid-1949, when the import 
restrictions were intensified. However, they agreed to consult 
on the present situation and on a country-by-country basis. 
Since no agreement was reached, the GATT revort does not make 

a positive recommendation with respect to the relaxation of 
import restrictions of the sterling area countries, but merely 
reflects both positions expressed in the working party. Never- 
theless, the consultations were significant as the first tine 
there has been such full and frank discussion in GATT on the 
level of import restrictions of a major trading area. 


Nullification Complaints The fifth session of the Contract- 
ing Parties also studied the settlenent of a number of disputes 
arising out of complaints that benefits of the Agreement had 
been nullified or impaired by action of the individual countries. 
Brazil agreed to take the necessary steps toward amendment of 
its internal tax legislation so as to eliminate certain dis- 
criminations against imported products. Austrelia and Chile 
announced the settlement of the case brought by the latter that 
Australia had, through discriminatory subsidy action, nullified 
the value or a tariff concession granted on sodium nitrate, 
and the UK announced thet efforts were being made to find a way 
to eliminate discrimination against imports resulting from the 
British purchase tax. Belgium announced that it was dropping 
its complaint that France was using quantitative restrictions 
for protective purposes on assurances that attempts were being 
made to find a satisfactory settlement before the end of the 
year. | 1 : 


The Czech complaint charging that the US violated the Agree- 
ment in recently withdrawing under Article XIX (escape clause) 
certain tariff concessions on women's fur felt hats and hat 
bodies is peing considered by an intersessionel working party 
which will report to the next session. The Czechs claimed that 
the US failed to fulfill the requirements of the Agreement and 
called for an immediate vote on the charge. It was the general 
feeling of the Contracting Parties that they had not had suffi- 
cient opportunity to study the facts to cnable them to appraise 
the situation. Italy and France, who are also affected by US 
action, urged settlement through continuation of bilateral con- 
Sultations. 


Other 
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Other Decisions The extensive questionnaire concerning 
import restrictions which was adopted at this session is designed 
to enable the Contracting Parties to obtain relevant information 
regarding the policy, technique and effect of import restrictions 
now being applied for balance-of-payments reasons. This infor- 
mation is to be submitted early in 1951 by members who maintain 
suci restrictions and will be used in an over-all review of 
this problem at the next session. The questionnaire is also 
designed to obtain information for a second report on the use | 
of balance-of-payments restrictions being used in a discrimina- | 
tory fashion under the speciai exceptions provided for the post- | 
war transitional period. It was aiso decided to reouire the 
submission of statements on export controls and on import restric- 
tions being appliec for other than balance-of-payments reasons. 
The code cf practices for the standardization and simplification 
of import-export and exchange control administration which the 
representatives recommended to their governments is in accord 
with US suggestions. The code includes provisions designed to 
Simplify probiems of traders arising. out of import licensing, 
“changing regulations, exchange allocation anc complex adminis- 
trative formalities. | | 











In considering the problem of how to deal with GATT members 
who have not joined the IMF, the Contracting Parties found that 
all parties except New Zealand have joined the Fund, have signed 
a speciel exchange agreement or are in process of doing one or 
the other. The special exchange agreement was worked out at 
an earlier GATT session to ensure that Centracting Parties ‘who 
are not Fund members fulfill their obligations under the commer- 
cial policy principles of GATT in any use they may make of ex- 
change controls or other financial measures. 


Acting under the provisions of the Generel Agreement relat- 
ing to economic development, the Contracting Parties authorized 
Haiti to continue certain import controls for five years in order 
to encourage tobacco production and the development of a more 
diversified economy. Requests for authority to continue similar 
measures on various products for the same reasons, submitted 
by Denmark and Italy, were withdrawn during the meeting. 


It 
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It was agreed, in the light of the current international 
situation, to extend the time curing which parties may use 
exceptional measures in regard to commodities in short supply 
and commodities of which there are large government-owned 
stocks. As a result of recent developments, we withdrew our 
proposed agenda item on French export controls on raw hides 
end skins and we decided not to press for a statement by the 
O&LC countries on the relation between the European Payments 
Union commercial policy code and the GATT. 


Tariff Negotiations Tariff negotiations with the new 
acceding governments have made favorable progress. The Inter- 
departmental Committee on Trede Agreements will receive in the 
near future recommendetions for the conclusion of negotiations 
with Austria. Negotiations with the Federal Republic of Germany 
are expected to be concluded in January. Our delegation also 
believes that successful negotiations can soon be concluded 
with Korea and Turkey, and, with the exception of a few items. 
with Peru. ; 





New negotiations with some of the present Contracting 
Parties have been delayed because of modifications and with- 
draWals proposed under Article XXVIII. The modifications and 
withdrawals proposed by France, for example, are quite exten- 
sive and have delayed our entry into new negotiations with 
France and with some of the other Contracting Parties. It 
is expected that the French will make certain changes jn their 
proposais and it is hoped that negotiations for new concessions 
may be started after the first of the year. It is expected 
that Benelux in particular will be able to improve its 
offers to the US as soon as the French make adjustments in 
their Article XXVIII lists. 


Insufficient first offers by some of the other Contract- 
ing Parties, including the UK, Canada, Norway and Sweden, have 
delayed sur negotiations with them. In nearly every such 
instance, however, representatives of these countries have 
indicated that improved offers will be forthcoming. The US 
will be able to open new negotiations with Cuba and conclude 
negotiations with certain other Latin American countries after 
Presidential approval has been obtained to make offers on the 
items in the second supplementary list and other key items in 
our negotiations with them. 





The terms of accession to the Gencral Agreement for the 
six new governments participating in the negotiations have been 
approved. 


* * * 
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US AND USSR WILL RESUME On January 15 the US and USSR will 
LeoND LEASE NEGOTIATIONS resume negotiations looking toward an 

| overell settlement of Soviet lend 
lease obligations including the disposition of naval vessels 
leased to the USSR. The Soviets have accepted the suggestion | 
in our note of December 9 that January 15 would be a more con- | 
venient date for the resumption of negotiations than December 20 | 
as proposed by them. However, in accepting this date, they 
Stated that they would proceed on the basis of the rosition set | 
forth in their note of November 24, (See page 6, November 27, 
1950 issue of Current Economic Developments.) to which we have 
taken exception. 

















In earlier notes concerning the settlement of Soviet lend 
lease oblisations we had expressed our willingness to resume 
nesotiations on the basis of a reasonable offer from the USSR. 
Ow note of December 9 pointed out that, while we do not con- 
sider the present proposal of $240 million as meeting the US 
conception of a reasonable offer, we are nevertheless willing 
to meet with the USSR in an effort to bring these protracted 
negotiations to a prompt conclusion. This note also expressed 
our willingness to resume discussions between naval experts on 
the basis that such discussions would deal with the disposition 
of all naval vessels leased to the USSR in the light of the 
provisions of Article V of the Master Lend Lease Agreement. 
However tae Soviets, in their note of November 24, refer only 
to discussions concerning the conditions of sale of certain 
naval vessels which the US had, in 1948, agreed to sell to the 
USSR as part of a prompt overall settlement. At that time we 
also fac demanded that certain other vessels be returned to us 
promptly, a demand with which the USSR has not yet complied. 
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SCVIET-CONTROLLED DANUBE The third meeting of the. east European 
COMMISSION HOLDS MEETING Danube Commission was held in Galatz 

this vast week. While the Yugoslav 
press carried a running condemnation cf the conduct of the con- 
ference no mention of the meeting has been made by the Soviet 
press or radio. There is a possibility that the USSR may not 
wish the public to know that the satellite states sat down at a 
conference table with the "Facist" Tito regime. On the other hand 
the perfunctory consideration of agenda items may indicate that 
they consider the conference of only slight importance. 
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The conference was. attended by representatives from the | 
USSR, Bulgaria, Czechoslovakia, Hungary, Rumania, and Yugoslavia. | 
The Yugoslavs had their usual rough sledding and served as a 
minority of one in all-voting. Their protests concerning Commis- 

Sion activities and proposals to ensure freedom of Danube navi- 
gation were completely overruled. The Yugoslavs were chided 
for obstruction and offered only menial posts in the Commission 
structure. The work of the Commission is completely subordi- 
nated to Soviet policies and the participation ana influence 

of other Danubian states is kept to a minimum, with real Yugo- 
Slav participation made impossible by harrassing treatment. 


’ 
| 
} 
i 
; 


The Commission considered the secretariat work report for 
i950 and its 1951 program and budget. A special administrati 
wes established for the Gabsikovo-Rajka sector of the river 
and decisions were made concerning future salvage operations. 
and a general working plan on river matters. 
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RESULTS OF EUROPEAN CUSTOMS The European Customs Union Study 
UNION STUDY GROUP MEETING Group which recently held its 

, seventh Plenary Session -in Brussels 
achieved agreement on three conventions which would: 1) estab- 
lish an international Customs Cooperation Council; 2) put into 
effect a standard customs nomenclature; and 3) adopt a uniform 
definition of customs valuetion for the application of ad 
valcrem duties. These conventions, the result of three years 
of effort, were opened for signature on December 15 to all 
countries including those not members of the Study Group. As 
soon as seven governments have ratified them, they will become 
operative for the. governments ratifying. In addi*ion, a protocol 
relative to the financing of the operations of the Study Group 
was attached. The Study Group also approved the recommendations 
of a special working group appointed at the previous Plenary 
Session with regard to the future status of the Study Group. 


Background 
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Background of the Study Group The European Customs Union 
Study Group was set up in Paris on September 12, 1947 by a 
number of governments which issued a declaration stating that 
the Group was created for the purpose of examining the problems 
involved and the steps to be taken in setting up a customs union 
or unions between any or all of these governments and any other 
governments invited to participate in its work. (See page 4, 
November 28, 1949 issve of Current Economic Developments.) 

Its primary objective was tne promotion and facilitation of a 
European Customs Union within the framework of OEEC and in 
eccordance with the principles of the draft articles of the 

ITO. The chief accomplishment to date has been the preparation 
of a model tariff nomenclature and adoption of the three conven- 
tions. However, in the course of the sessions of the Study 
Group, there seems to have evolved a policy of providing all 
interested countries witha series of technical customs services, 
although this was not expressed as an end in itself. This re- 
direction may have come about through a desire for US participa- 
tion, but whatever the underlying causes, it has resulted in 
clouding somewhat the question of the Group's relationship to 
established international organizations. 





Customs Cooperation Council The Special Working Party 
set up by the sixth Plenary Session to decide upon recommenda- 
tions regarding the future status of the Study Group, recommended 
against giving formal legai status to the Group at this time, 
but did suggest the establishment boy international convention 
of a Customs Cooperation Council to continue the work of the 
Study Group insofar as it is concerned with teriff nomenclature 
and the customs valuation definition. Specifically it would 
administer the two conventions approved for these purposes and 
would also carry out certain technical functions relating to 
these conventions. It would also undertake studies leading to 
additional conventions in the same fields. The Study Group would 
remain informally in existence and perform residual duties. its 
next meeting is scheduled to take place in May of 1951. 





The convention establishing the Customs Cooperation Council 
provides for the distribution of the Council's operating cost 
among member countries in accordance with a formula which the 
Council itself would determine. A protocol to this convention 
would relieve the Belgian Government of the cost of the Study 
Group. Up to the present time, Belgium has provided without 
cnarge the secretariat facilities for the plenary sessions, as 
well as part of the technical staff. The principal committee, 
the Customs Committee, has been staffed mainly by France, the UK, 
and more recently western Germany. 


Member ship 
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Membership in the Council Membership in the Council is 
open equally to memoers and non-members of the Study Group. A 
government may be a member of the Council without adhering to the 
conventions for customs nomenclature and customs valuation, but 
Council membership is a pre-requisite to adherence to the con- 
ventions. Most of the members of the Study Group are also Con- 
vracting Parties to the General Agreement on Tariffs and Trade. 
As the adoption of a standard nomenclature will result in certain 
modifications in existing rates of duty, the Study Group addressed 
a letter to the Chairman of the GATT sessions at Torquay, raising 
this question for appropriate consideration. The GATT contracting 
parties agreed to @ procedure whereby changes in a Contracting Par- 
ties' schecutle resulting from adoption of the Brussell nomenclature 
would be suumitted to the Contracting Parties for consideration 
and approval. 











Countries Represented in the Study Group Governments rep- 
resented at the Study Group meeting included Austria, Belgium, 
Denmark, France, western Germany, Greece, Iceland, Ireland, Italy 
Luxembourg, Netherlands, Norway, Portugal, Sweien, Switzerland, 
the UK and Turkey. The United States and & number of Common- 
wealth countries sent observers. 
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NEGOTIATION OF TREATY OF FRIENDSHIP, Formal negotiations for 
COMMERCE AND NAVIGATION WITH ISRAEL a treaty of friendship, 
commerce and navigation 
with Israel were opened with officers of the Israel Embassy late 
in November. The negotiations have proceeded rapidly and have 
already disclosed so broad an area of agreement that signature 
of the treaty by the end of January is becoming a distinct pos- 
sibility. in Large measure, the rapid progress to date appears 
attributable to the business-like attitude of the Israelis to- 
ward the negotiations, to the thorough advance study they gave 
to our negotiating proposals, and to the exploratory conversa- 
tions which were held with representatives of the Israel Embassy 
last spring and which appear to have cleared up most of the 
questions and uncertainties the Israel Government may have had 
with respect to our draft. 





The 
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The principal aifficulty which has developed during the 
formal negotiations involves Israeli requests for the right 
to accord preferences to those countries which in 1914 were 
included within Asiatic Turkey and 4rabia, and for: the elimina- 
tion from the treaty of the customary reservation for possible 
future US policies in furtherance of the objectives of GATT and 
the ITO Charter. For the present, discussion of these points 
‘is being deferred until the Sconomic Counselor of the Israel 
Embassy, who is conducting the negotiations for his government, 
- receives clarification and amplification of his instructions 
respecting these matters. 


The current negotiations are the outgrowth of an informal 
approach by the Israel Embassy late in the summer of 1949. | 
Last April the Embassy formally proposed that negotiations be 
undertaken, and a definitive draft shortly was given to it for 
consideration. During the course of the informal talks and 
later during the negotiations, the Israeli representatives have 
frequently aliuded to the conviction of their government that 
private capital is essential to the economy of Israel and to 
its awareness that private capital, in order to be attracted to 
Israel, needs specific assurances of the kind embodied in the 
treaty under negotiation. They have told us, moreover, that 
in shaping its economic legislation Israel has sought an orien- 
tation compatible with the basic objectives of the treaty and 
that it had proposed the negotiaticn immediately upon enactment 
by the Parliament of certain legislation favorable to foreign 
capital (so-called investment law of March 29, 1950). 
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LATIN AMERICAN FOOD AND Resolutions covering a wide range of 
AGRICULTURAL DI: DISCUSSiGNS subjects of importance to agriculture 
in the Americas were etoptes last week 
in Montevideo at the wind-up of the second FAO Latin American 
regional meeting and the fourth inter-American agricuitur al con- 
ference. The FAO conference was concerned primerily with the 
economic aspects of agricultural production in “he region with 
emphasis on future crop prospects in the light of current pro- 














grams. The inter-American meeting dealt principally with techni- 


cal problems of agricultural production. Because of the close 


identity of interest the two conferences were held simultaneously 


and for the convenience of the delegations some meetings were . 
conducted — 
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Although complete reports have not yet been received, ap- 
parently the outcome was very satisfactory. The meetings pro- 
vided ‘the ‘participating governments with a mutually helpful ex- 
change of information for use in adjusting their agricultural 
production and trade policies to events in other regions. The 
US abstained on resolutions determining parity prices for in- ( 
ternational trade and the establishment of an inter-American : 
Commission study on the transmission of aftosa (hoof and mouth 
disease). The US voted negatively on the question of geographic 
versus political boundaries for determining aftosa free areas, 

. At the final formal meeting Argentina announced its intention to 
apply for admission to the FAO. 


FAO Regional Problems FAO discussions were concerned for 

the most part with a review of the food and agricultural situa- 
tion and'outlook in the Americas in relation to other regions and 
with a review of the food and agricultural programs of partici- 
‘pating governments, their economic implications, and their re- 
quirements for international cooperation. Discussion of these 
problems was based upon a paper incorporating information supplied 
to FAO -by member governments on their development programs in agri. 
culture, forestry, fisheries, nutrition, and rural welfare as well 
as on their production, trade and consumption targets or estimates 
ro 1952/53. This paper included also a brief analysis of the 

rld outlook for the principal. commodities of interest to Latin 
Ameria. 
The conference 2lsc.was concerned with technical assistance 
and other types of mutual aid for improving agriculture and bet- 
tering the conditions of rural people, the work of the FAO in re- 
lation to food and agricultural. programs of Latin America and pro- 
posals growing out of technical meetings on nutrition, livestock, 
forestry and statistics held in the other American Republics in 
1950. Improvement cf agricultural economic information services 
for administrators and farmers, improvement of current agricultura: 
statistics, supervised credit programs for improving small corms 
and livestock units and programs for the maintenance of national 
food and agricultural reserves also were ine duded on the ey 





_ Inter-American Agriculture A series of technical papers was 
considered by the inter-American meeting. They covered such mat- 
ters as the protecticn and utilization of water resources, land 
use and crop improvement, livestock development, p-ocessing and 

istribution of agricultural products, and technical assistance, 
The FAO proposed that eppropriate research and conservation meas- 
ures be undertaken by Latin American governments along national 
lines to conform with the general policy and program of FAO. It 
also suggested the formation of a suitable inter-American organiza, 
tion for dealing with plant diseases and pests. Such organization 
are being formed in other regions in anticipation of the acceptanc 
of the draft International Plant Protection Convention.’ 

* ¥ * 
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ASSETS OF COMMUNIST CHINA AND The US has blocked all Chinese 
NORTH KOREA BLOCKED BY THE US Communist and North Korean assets 
| within its jurisdiction and has 
prohibited all vessels of US registry from calling at Chinese 
Communist ports. These steps were taken in order wt» accomplish 
more effective control cf our economic relations with Communist 
China and to assist in carrying out our export control program 
for that area. The action on shipping tightens existing restric- 
tions while the blocking controls are designed to prevent finan- 
cial transactions with these areas Which would be against the 
interests of the US. We recognize that many countries which are 
disturbed at the situation in the Far East may interpret these 
moves as leading to full economic warfare and increasing the 
risk of drawing us into a full scale war with the Chinese Con- 
munists. We intend, however, to explain to them that this 
action was forced on us by Chinese Communist military aggression 
which we continue to hope will be abandoned. We do not wish 
the restrictions to beccme permanent, but they are necessary 
so long as the Chinese Communist leaders continue their present 
actions against the UN. 





_.. The new blocking regulations forbid all transactions in- 
volving:'the US assets of Communist China, the North Korean 
regime and their nationals which have not been approved by the 
Treasury. In order to avoid unnecessary restrictions, the----- 
regulations provide automatic approval for certain wunobjection-— 
able kinds of transactions, but specific Treasury permission 
must be obtained for all others. They also provide for taking 

a census. of all Chinese and Korean property in the US which 

will cover, in addition to the Communist assets subject to 
blocking, the assets of Formosa, South Korea and their nationals. 


As a corollery to the financial controls, the Commerce 
Department will not issve licenses for the export of any commo- 














dity from the US to Communist China. However, .for the time being a 


no vublic announcement will be made to this effect. It is anti- 
‘cipated that difficulties may be encountered when State, Commerce 
and representatives of the UK try to work out procedures for ._ 
minimizing the adverse effect of the new controls upon the Hong 
Kong economy. 
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OREIGN AID eae Proposals are now being formulated 
Srtpy OF CERTAIN ISSUES within the Government for US foreign 


economic and military assistance pro- 
grams for fiscal year 1952. These proposals cover military 
aid to western Europe and supporting economic assistance, 
military assistance to other countries, and a broad program 
of aid to underdeveloped areas, primarily South and Southeast 
Asia. Although these programs have not yet been fully developed, 
tentative agreement has been reached on certain issues regard- 
ing the form and content of the legisiation which will be re- 
quested from Congress. In addition, the National Advisory 
Council has considered the financial aspects of these programs 
and has approved principles governing counterpart policy in 
connection with US aid, the reiation of such aid to monetary 
reserves, and the use of icans versus grants as the form of 
US assistance. 


Form of Lepisiation Although Congressional leaders will 
be consuited before final decisions are made on the precise 
form of the proposed legislation, a Foreign Aid Steering Group 
consisting of representatives of the State, Defense and Treasury 
Departments, ECA and the Budget Bureau has ’ reached preliminary 
agreement on several aspects of this question. This group has 
agreed that all economic and military grant assistance requests 
should be submitted to Congress in one nackazge in order to 
emphasize the unitary theme of building our security by promot- 
ing situations of strenecth in the free world. 411 Congressional 
appropriations for these programs should be made to the Fresident 
to be allocated by him to the appropriate administering agencies. 
Some flexibility should also be provided for the interchange 
of funds within end between the various rrograms. Although 
there is still some. question concerning the extent to which 
existing legislation should be utilized in the new legislation, 
the Steering Group tends to prefer a bill which would incorporate 
existing legislation by reference, together with such amendments 
and new authorizations as may be required. The major issue at 
the present time concerns the manner in which the programs 
should be grouped within the one legislative act. In general, 
prvgrams could be grouped on a purely ~egional basis or on a 
functional basis which would reflect their principal objectives, 
i.e., the promotion of military strength or the promotion of 
political and economic strength, within the overall framework 
of building for security. The final arrangements vill probably 
represent a combination of these two approaches. 


Financial 





DECLASSIFIED FOR PUBLICATION IN FOREIGN 
RELATIONS OF THE UNITED STATES 











SECRET BEST COPY AVAILABLE 
a8 « 
Financial Policy Aspects On the basis of only tentative 


estimates of the amounts involved in proposed US foreign assist- 
ance, the National Advisory Council has approved financial prin- 
ciples which should govern the extension of such assistanc2. 

The WAC discussed the extent to which the effect of US aid on 
the level of monetary reserves of a country should be considered 
in the allocation of aid to that country. It was decided that 
US assistance to European countries should be dictated primarily 
by considerations of mutual defense, but that most critical 
examination will be required when an increase in the level of 
reserves results, or is likely to result, from such assistance. 
The present policy of not extending grant assistance for the 
purpose of increasing reserves should also be continued. How- 
ever, if the US feels that failure to provide aid would prejudice 
the defense effort, aid should not he withheld because it would 
increase reserves, nor should the unanticipated accumulation 

of reserves as a result of the vigorous application of appro- 
priate economic and financial policies automaticaily resuit in 
the reduction of aid where a country is making the maximum con- 
tribution to mutual defense. This is not considered a serious 
problem in connection with the programs fur the underdeveloped 
countries since tnese programs are not likely to influence 
appreciably their levels of reserves. 


Although it was generelly agreed that, as at present, 
recipient countries should not be required to deposit local 
currency counterpart for end-use military items received from 
the US. a question arose as to whether the present policy of 
requiring counterpart for economic assistance to Europe should 
be continued. Under the present circumstances, with all economic 
assistance to European countries to be provided as a basis for 
Sustaining the military effort, it was asked whether the counter- 
part requirement would contribute to this effort and whether 
it might not instead offer conflicts between our military objec- 
tives and the objectives of finencial stability which have been 
the aim of counterpart programs in the past. The NAC decided that 
counterpart deposits would still appe:r to be usoful in influcne- 
ing recipi cnt countries to follow intuernel financial policies in 
support of the common defense effort. However, the Council also 
agreed that they should be permitted to use these deposits 
directly for military expenditures where this seemed to be de- 
sirable for the deiense effort. In view of the diverse nature 
of the grant assistance programs for the underdeveloped countries 
and the varying political and economic circumstances in these 





areas, 
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areas, the NAC has recommended that the administrators of these 
programs shc1d be allowed substantial discretion in determining 
the extent to which counterpart deposits should be req'ired and 
the terms and conditions under which they may be spent. In: en- 
eral, counterpart deposits, commensurate in value to the dol_ar 
costs of the goods supplied by the US, should be required at 
least for goods sold thrcugh private commercial channels. 


The National Advisory Council has recommended that assist- 
ance to Europe should continue as for the past two years on a 
wholly grant basis, and that both loans and grants shouid be 
used in the programs for the underdeveloped areas. Because the 
latter are part of a longer range program whose precise magnitude 
and form cannet now be determined, and because of uncertainties 
concerning the availability of supplies for them, it is not 
possible now to determine precisely the extent to which such 
programs misht be financed on a loan or grant basis. However, 
the NAC has laid down three general principles in this connection: 
1) grants shouid te made so far as possible for programs which 
are appropriate for such financing because of their inherent 
character, such as technical assistance, aid programs based on 
recomiendations of the Griffen report on Southeast Asia, and 
related projects; 2) loans should be made where a country is 
in a position to service a loan and projects are of the appro- 
priate type; and 3) such loans should be financed ty the estab- 
lishei lending institutions under their usuai terms and c:ndi- 
tions rather than as special categories of loans. The NAC also 
recommended that an increase cf up to $1-5 billion in the Exin- 
bank's lending authority should be incluaced as an integral part 
of tne forei -n aid program. 


* * * 








IMPLi:CINTATION OF ROUTE CHANGES The way has finally been 

, PANAM-4CA iSRGER DECISION cleared for operation of the 
new North Atlantic air service 
pattern set up after the airlines merger decision of last summer. 
The French and Italian Governments have granted permission for 
PaNAM to inaugurate services to Paris and Rome. However, it 
will be some time before the related problems connected with 
these new uropean services are settled and before cuieting the 
fears of countries involved concerning the additional competi- 
tion from powerful US trans-Atlantic air carriers. 
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An important step in this direction was made during US- 
French aviation consultations held in Washington last week. 
These talks explored the interpretation and application of our 
1946 air transport agreement to new PANAM services in Europe. 
Bee age 3, December 4, 1950 issue of Current Economic Develop- 
ments). Agreement was reached on a basis for the preparavicn 
of statistics relating airline capacity to traffic derand, which 
will be the subject of further talks to be held in Paris iate 
in January. Arrangements were made for closer consultation and 
collaboration in the future on mutual problems and agreeinent 
Was reached on an amendment of the disputes article of our air 
transports agreement. We agreed to give further consideration 
to French requests for three new routes in the light of current 
studies of US international air route patterns. 


Similiar talks will be held with the Italians at a time to 
be mutually agreed upon. In granting the PANAM permit the 
Italian Government nointed out that the present traffic situa- 
tion seoms greater than the demand and asked for a joint examina- 
tion of the capacity offered in relation to the services in such 
manner as r *% to prejudice the interests of the competing Italian 
airline over these routes. Pending the outcome of the consulta- 
tions, they expressed the thought that the two US carriers in- 
volved shculd 1imit their combined monthiy traffic on the New 
York-Rome route to the TA average for January-March 1950. This 
average represerts in effect an increase of 15% over normal 
traffic in view of the fact that it correspends to a period of 
exceptional Holy Year traffic. We have suggested that tiie con- 
versations cover the full reciprocal effects of both US and 
Italian air carrier operations on ail or part of the same routes. 
In view of the fact that unilateral limitation of capacity is 
not contemplated in the US-Italian air transport agreement of 
1948 we suggest that the Italian opinion concerning PANA!'-TWA 
Services tc Rome should be explored during the bilateral talks. 





* * * 


FCN N&GOTIATIONS WITH THE There are now in process of clearance 
PHILIPPINES O BE RESUMED through the Department instructions 

to Embassy Manila to take the neces- 
sary steps to revive the long-suspended nerotiations for a 
trecty of friendship, commerce and navigation with the Philippines 
Resumption of these negotiations, which were broken off in the 
autumn of 1948, is in line with the recommendations of the Bell 
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Mission which made specific reference in its report to the de- 
sirability of such a treaty, and im»lements the Quiriro-Foster 
agreement. The earlier negotiations had reached an impasse, 

after several months of intensive technical discussions, when 
the negotiatcrs found themselves unable to reach agreement on 
a number of important issues, and referral of these issues to 
high political quarters in the Philippines was unproductive. 


In res ming the negotiations, however, it is not planned 
to continue on the basis of the original treaty draft, which 
was presented to the Philippine Government almost four years 
ago and which underwent extensive modification during the 1945 
discussions. It is felt that our present standard draft, which 
is oriented in the direction of greater emphasis on the encourage- 
ment of investment for purposes of economic development, better 
reflects the objectives of the Bell Report and of US policies 
in the Philippines generaliy. Accordingly, the Embassy is being 
requested to present copies of the present standard craft to the 
Philippine Government as the basis for the renewed negotiation. 


Although a draft treaty, based generally upon tne draft 
then under negotiation with China, was presented to the vehilip- 
pine Government in July, 1946, it aid not prove possible to 
cpen negotiations until almost a year later. ‘The delay appears 
to have been attributable, at least in part, to Philippine ab- 
sorpticn in adopticn of the "parity amendment" which, in con- 
formity with article VII of the Trade Agreement, assured to 
American nationals ana enterprises varity of treatment in con- 
necticn Vi.th the exploitation of Philippine natural resources. 
Eowever, exploratory conversations were held in Washington in 
June, 1947 with representatives of the Philippine Embassy, and 
more form:.1 discussions were begun the following month. It 
developed that the Philippine Government was reluctant to allow 
its Embassy any real latitude in negotiating, and the discus- 
Sions lapsed when che Embassy Was unable to obtain necessary 
instructions from Wanila. The Philippine Government was amenable, 
however, to negotiating in Manila, and technical negotiations 
were startea in July 1948 and held almost continuously for a 
period of over two months. When an impesse developec over 
points of major importance, the principal issues were referred 
to President Quirino and the Philippine Cabinet, as decisions 
at a high political level appeared indispensable in order to 
resolve tie difficulties. Ina situation aggravated by recurrent 
press leaks and considerable unfavorable publicity, the Philip- 
pine Government appecred disposed to defer decision on tne treaty 


until 
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until after the presidential elections in November, 1949. 
After the election, however, it failed to take definite action 
until conclusion of the Quirino-Foster agreement, although 
expressing from time to time its desire to see the negotiation 
brought to a mutually satisfactory conclusion. 


The principal issues which led to stalemate in the 1946 
negotiations were: 1) Philippine insistence upon full freedom 
of action tc enter into such barter and trade arrangements, 
contrary to the principle of unconditional MFN treatnent, as it 
saw fit; 2) Philippine unwillingness to grant national treatment 
with respect to engaging in professional, financial and commercial 
activities, particularly in matters affecting retail trade; and 
3) Philippine reluctance to accord non-discriminatory treatment 
with respect to a wide variety of matters affecting importation 
and exportation, including the application of import and export 
controls, the allocation of quotas, internal taxation and the 
Sale, distribution and use of imported goods. In addition, 
however, there was a substantial number of lesser questi ons 
Which tne technical negotiators were unable to resolve upon an 
entirely satisfactory basis. These included such matters as 
the Philippine desire to mutualize the mining and real property 
provisions (which involve considerations affecting the "parity 
amendment"), unwillingness to accord MFN treatment to goods 
regardless of place of origin, insistence that corporations 
not operating in the Philippines must nevertheless take ovt 
local charters. before being permitted access to the Phiiippine 
courts, and maintenance of a virtually uncualified right of 
surveillance over the residence anc travel of aliens. In 
addition to these matters, the problem of defining a satis- 
factory relationship between the treaty md the Trade Agreement 
raised difficult negotiating questions. 


In explaining the position of their Government on these 
matters, the Philippine negotiators most frequently put forward 
reasons grounded on considerations os economic nationalism. 

They appeared to base their negotiating position lergely on 

the grounds that acceptance, without substantial qualification, 
of our draft would be incompatible with the principal cconomic 
objectives, at that time, of the Philippine Government, which 
were the industrialization of the islands and the "Filipiniza- 
tion" of important segments of the domestic economy, particularly 
the retail trade. Accordingly, they sought to avoid treaty 


commitments 
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commitments which might interfere with the creation of an 
elaborate protective system for Philippine industry, involving 
numerous internal discriminations against imported goods as 
well as high tariffs. Similarly, they sought to avoid commit- 
ments wuich might permit alien participation in commercial and 
pro*essional activities, claiming in particular that any con- 
cessions made to American nationals would be difficuit to deny 
to the Chinese. 


cal cal * 


VENEZUELA AND THE President Truman on December 29 issued a 
US OIL TARIFF QUOTA prociamation announcing allocations under 
the tariff quota established by the US- 
Venezuelan trade agreement of 1939 permitting reduced duties 
to apply to the import of cer tain amounts of petroleum products. 
These are to be effective as of January i, 1951. Under the 
quota, Venezuela has been allocated 59.45 ’ of the petroleum im- 
ports admitted at the low tax rate of 10. 5 cents per barrel, 
the Netherlands, including overseas territories, has been ai lo- 
cated 16.7%, and all other countries 21.9%. In effect, Venezuela 
receives the benerit of the Netherlands percentage, since most 
oil to be processed in the Netherlands Antilles is supplied by 
Venezuela. Under the most-favored-nation provisions of the 
US-Venezuelan trade agreem nt of 19395. Venezuela nas bencfrited 
from the more liberal terms of the US-Mexican trade agreement 
of 1942 which porait ted the lower tariff dnty of 10.5 cents 
per barrel to apply to all imports of crude, topped crude, fucl 
oil and kerosene. However, it was decided this year to teriinate 
tne US-Mexican trade agreement. (See page 1, May 1, 1950 issue 
of Current Economic Developments. ) th terminction to be effec- 
tive December 31, 1950. After tnat dete, the terms of the US- 
Venezuelan trede agreement asa2n became operative. By those 
terms, the reduced tariff of 10.5 cents per barrel on crude, 
topped crude, and fvel oil, including gas oil, applies only up 
to the voint where the anantity imported does not exceed 5,” of 
the total quantity cf crude nrecessed in US refineries during 
the preces <a Calendar year. Thereafter, unlimited amounts 
can entcr at the old rate or 21 cents a barrel. 








Conflict in US and Venezvelan Attitudes Ever since we 
began considerin: the termination of the US-lMexican trede agree- 
ment the Venezuelan Government has been pressing to rencgotiate 
or amena the US-Venezuelan trade agreement in order to maintain 
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the more favorabie terms with respect to petroleum operative 
before December 31. The Venezuelans were opposed to the reimposi- 
tion of a tarifi quota on petroleum and the Trade Agreement 
Committee was reluctant to do so also. However, the TAC con- 
sidered it necessary to reimpose the quota rather than to enter 
into new oil negotiations with Venezuela, since the Peciprocal 
Trade Act is now up before Congress for renewal. We expressed 
Willingness to negotiate through GATT, but Venezuela did not 
feel that GATT ccvered this particular sitvation, since Venezuela 
is almost exclusively interested in obtaining concessions in 
one commodity, namely oil, from one country, the US. The US 
did have the choice of placing allocations on a first-come 
first-served basis instead of on a country basis, because 
although the Venezuelan agreement defines the quantity of crude 
and fuel oil which can enter the US at the lower rate during 
any calendar year, it does not specify the basis on which inm- 
ports from individual countries are to be admitted. However, 

a first-come first-served policy would not have taken into 
account che very important political considerations which such 
a trade agreement holds for the Venezuelans. They feared that 
under a first-come first-served policy, US oil companies would 
in effect. be guided by other economic factors, such as invest- 
ment in Middle East oil, which mizht result in a swing away 
from Venezuclan oil. We finally decided that country alloca- 
tions represented the best solution possible in the complex 
situation. 


Country Quote Formula According to the US-Venezuelan 
trade agreement, country quotas, if used, must be based on the 
proportion of the total imports of oil from all forcign coun- 
tries supplied by the country concerned during a previous repre- 
sentative period. The agreement does not define that base period, 
the choice of which would otviously make a vital difference in 
the share of the various countries in thc 5% quota. We decided 
that in order to give the maximum bencfit to Venezuela on a 
justifialie basis, the most satisfactory period would cover 
1946 through 1949, The average of the taxable oil (oil exclus- 
ive of ships' bunker oil end government purchase) during this 
period will be used in the computation of each of thc country 
allocations. It is estimated that rouzhly one-third of the 
taxable imports in 1951 will fall within the quota allowed for 
the 10.5 cent rate. In the meantime, the quantity of crude oil 
processed in the US in 1$50 against which the 5% quota vill be 
calculated is being determined by the Department of Interior and 
Will shortly be announced. A Illovember forecast indicated it 
would slightiy excecd two billion barrels. 


Possible 
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Possible Future Steps Although they have accepted the 
country quota system, the Venezuelans continue to press for 
renegotiation or amendment of the trade agreement. At a recent 
intra-departmental meeting, it was agreed that constructive 
steps should be taken to help solve the trade agreement ques- 
tion, and it was decided to approach key members of Congress 
to ascertain their attitude on holding oil negotiations with 
Venezuela in the near future. Such negotiations, involving 
reciprocal concessions by Venezuela, wovld be for amendment of 
the present agreement rather than conclusion of a new trade 
agreement and would not be linked with GATT. However, these 
projected moves have not yet been approved by the Inter- 
Departmental Trade Agreement Committee. 
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ECONOMIC EFFECTS OF The beginning of the new year sees the 

MOBIITZATION IN US western allies shifting their emphasis 
away from purely economic recovery to in- 

ternational security. Chinese intervention in the Korean 
conflict was notification to the west that defense programming 
must be expedited and the time table speeded up since every 
evidence of weakness on our part can be expected to be expioited 
by the Kremlin and its satellites. Our margin of current suner- 
iority in technical knowledge is large but the economic strength 
of the Soviet bloc which is geared toward war and mobilized for 
that purpose is very great. The willingness and ability of the 
Communist world to compress and degrade the living standards of 
its pesples below levels conceivable in this country goes far 
to offset technological inferiority in the balance-sheet of 
military capabilities. On the purely military side of the 
picture we are going ahead with other members of the North 
Atlantic Treat: to provide the armies and equipment necessary 
to estabiisa Situstiurs of strength in the Wes"s"n woric. To 
reach these military objectives our economies must be expanded 
to provide for greater production. The general nature of our 
economic tesk is threefoid: we must see that our economy prc- 
vides the manpower and materials to achieve a large and very 
rapid increase in the immeciate military capabilities cf our- 
Selves ana cur ailies; we must achieve as rapidly as feasible 
an expansion of cur industriai mobilization base, sufficiently 
large to enabie us *o swing into full-scale wer production 
almost immediately if necessity should require; and we must 
provide our industries and our civilian population with encuch 
goods anc services, not to maintain them in peacetime grooves, 
but at least sufficient te keep them strong encugh to support 
quickly or in the inceterminate future, any intensification 

of the military effort which circumstances may demand. 


At the end of i950, expenditures for besenes security 
programs in the US were running at the rate oF about $20 billion 
per year. Total funds available or to be ‘poquested from the 
present Congress for national security pros-ams are expected 
to amount to about $120 billion. Of this, 455 billion would be 
for obligation in the current fiscal year ant $55 billion for 
Obligation during fiscal 1952. These funds are designed to 
achieve as rapidly as possible a doubling of our strength on 
the ground and in the air and an increase of more then one half 
of our neval strength. These funds are also designed to provide 


military 
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military and economic aid to friendly nations; to enlarge the 
atomic energy programs; to increase stockpiling and for other 
purposes. By the end of calendar vear 1951 federal expenditures 
for all these national security programs should be running at 
an annual rate close to $55 billion or $35 billion above the 
rate a year earlier. These figures represent interim targets 
which may be substantially increased. Their attainment weuld 
mean that between the end of calendar 1950 and the end of 
calendar 1951, the proportion of total national output devoted 
to expenditures on national security programs would increase 
from less than 7% to nearly 18%. In terms of perceatage or 
absolute increase in defense expenditures, the acceleration of 
effort now under way is substantially below that achieved in 
1940-42, and does not begin to compare with the 45° cf gross 
national product which went into defense in 1944. However, 

the present situetion presents us with a different type problem 
than we faced in 1940. At that time unemplcyment was between 
eight and nine million while current unemployment runs about 
two and one half million. Thus ¢ real man-pcwer problem is 
expected since there is no longer a .<rge lebor reservr upon 
which we can Crew. In adcition to a shift in labor fren civil- 
ian to defense industries, longer hours, an increase in she num- 
ber of women at work and increased employment of older workers 
will become necessary. Despite the economic efforts (in the 
form of controis, longer nours of work, substantially reduced 
consumption and nlant expansion) required fer a program of this 
size, the expenaciture estimates for the security programs, 
particulerly for 1952, are far below the amount cf production 
that the US industrial and economic system is capable of vro- 
viding. We start now with a much larger plant capacity, with 

ae higher standard ci living end with a much larger inventory 
of goods of nearly all kinds already in the hands of consumers 
than we did in 1940. 


It is believed that we can reach a sross national product 
of around ¥310 billion by the end or 1951, while personal con- 
Sumption of goods would drop back some 5,. Although oniv a 
5% drop is expected in total production of goods and services 
for civilians, the production of durable consumer goods (auto- 
mobiles, refrigerators, washing machines, etc.) and housing 
must be reduced substantially. Accompanying this decrease 
in “née amount of available goods, funds cvailable to con- 
sumers for the purchase of goods will substantially increase. 


In 
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In addition, there will be sizeable expenditures for plant 
expansion by private industry which generates purchasin? power 
without at the same time increasing the supply of gocds for 
civilian consumption. There is also in excess of $100 billion 
in liquid assets of consumers available for expenditure at 
their discretion. The magnitude of these funds is beyond the 
scope of credit controls and makes necessary imposition of 
price controls and some system of equitably distributing short 
Supply zoods. 


Even before the invasion of South Korea, the US economy 
was on the rise. After Korea, a rush of buying on the part of 
consumers developed in anticipation of later shortages. Pusi- 
ness took similiar action and defense orders further increased 
the pressure for gocds. As a result, prices rose with great 
rapidity. Prices of primary commodities rose on the averave 
of 37% from June to December of last year. Whelesale prices 
increased by 10% during the same period. Certain measures 
were taken almost immediately tu deai with this inflationary 
situation, but with Chinese intervention in the Korean con- 
flict the situation changed abruptly and new economic mobiliza- 
tion measures were introduced. These include the appointijent 
of Charles E. Wilson as Director of the Office of Defense 
Mobilization to direct, control and coordinate ell US econcmic 
mobilization activities; establishment of a National Proavction 
Administration rader William H. Harrison for cortroliing pre- 
duction, allocating scarce materials and recuisiticning neces- 
Sary facilities; anpointment of Alan Valentine to acminister 
the Econumic Stabilization Agency to set wage-price policy, 

a function in which re is assisted by Michael V. Disalle as 
Director of Price Stabilization and Cyrus S. Ching as Chair- 
man of the “iage Stabilization Eoard. <A large number of orders 
have already been issued restricting civilian consumption of 
critical materials. Automobile prices have been rolled back 
to the December 1 level and existing wage arrangements in the 
automobile industry have been continued to March 1, 1951. 

A set of standards providing for general voluntary price roll 
backs to December 1 levels with certain specified exceptions 
has been issued and mandatory controls are expected within 
the not too distant future. 





RUBBER 
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RUBBER SUPPLY PROBLEMS The recent US-UK examination of the 
AND_PROPOSED ACTIONS whole rubber situation has resuited in 

a wide area of mutual understanding. 
and general agreement has been reached on the kind of allocation 
system which we could jointly seek to have adopted by the nine- 
power confidential rubber meeting, to be held in London probably 
early in February. In view of the trend of international events 
and in the light of the supply-demand position of rubber, the 
US has urged an international meeting to devise a means or en- 
suring the equitable distribution of rubver to meet security and 
consumption needs of the free world and to limit supplies to 
other countries in relation to their normal consumption. The 
British appear to agree with us on the desirability of lover 
prices and a market that can fuifil2 a normal futures function. 
Although no substantive agreement was developed on the groblem 
of action which shouid be undertaken in the event joint efforts 
for allocation do not succeed nor on action plans which might 
be devised for rubber in the event a general war should break 
out. it was decided that the US and VK would each prepare pro- 
posals on these prcbiems to be discussed bilateraliv wnile the 
nine-power meeting is taking nlace. Long-term rubser problems 
subseauent to a perind cf shortage were also discussed ana the 
British were very helpful in the examination of the immediate 
problems of our short-term rubber position and US Government 
action in becoming sole rubber buyer for both stockpile and in- 
dustry on December 29, 1950. 


Rubber Purcnase Plans for Short-Term On the short-term 
problem, the british concluded that if we buy in the pattern of 
the past, in terms of guality and geogranhical sources, and if 
we use the customary channels, we can make the transition to 
government buying with a minimum effect on the market. 








During the past two months US rubber purchasing has net 

been vigorous, Since our representatives returned from London 

the decision has been reached to mazzimize procurement in all Far 
Kastern areas of supplies available in the near future. This wil: 
be done by Far Eastern representatives of six US rubber mannfactui 
ing companies acting as agents for the General Services Adminis- 
tration, which is the sole legal US importer of rubber, and by 
dealers in New York, who will buy through established chai nels, 
offering rubber to GSA for purchase. Rubber manufacturing compan 
representatives are authorized to buy all crude natural rubber an 
latex anywhere in the Far East for shipment within approximately 
One month from date of purchase at market prices then prevailing 
but in no instance at prices in excess of December 1950 averages. 
Arrangements have been made with US shipping companies to make 


additional 
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additional cargo space on ships available and to give preference 
to rubber over non-strategic cargoes. While the objective is 

to procure all available rubber, it is not intended to interfere 
with the supply of rubber to friendly countries, nor to pay 
prices which will have the effect of disrupting the market 
generally. It is also intended that it will in no way hamper 
efforts of the US to echieve by negotiation at the nine-power 
meeting development of an international allocation system. 


Pronosed International Meetin In the informal discus- 


sions with the British it was agreed that the UK Government 
shoulc formally invite the US and the other seven countries 
already approached by the US--Canada, Ceylon, France, Indonesia, 
Itaiy, tne Netherlands and Thailand--to participate in the con- 
fidential rubber meeting, and the followins agenda was developed: 
1) to review the supply-demand position of natural and synthetic 
rubber in 1951 and 1952; 2) to consider whether any international 
action is necessary and desirable to obtain an equitable distri- 
bution or anticipated supplies, end, if so; 3) to determine the 
form which such international action should take; and 4) to 

make appropriate recommendations to Governments. Should it be 
agreed to establish a system of allocation, appropriate inter- 
national agencies will be notified anc other countries invited 
to perticipate. 


Suggested Allocations System Annual production (at present 
prices) is estimated to be about 1.7 million to 1.8 million tons. 
On the basis of these figures demand will exceed supply in 1951 
by 100,000 to 200,000 tons. This makes no provision for pcssible 
stockpiling by countries other than the US, or for any signifi- 
cant cnanges in the international situation. To deal with such 
a shortage, which is expected to continue in 1952, it is con- 
sidered necessary to secure agreement between the principal 
producers and consumers on the desirability of meeting the needs 
of the free world and limiting supplies to other countries and 
to obtain their cooperation in an ellocetion system as the most 
practicable means of achieving this goal. 


In th: judgment of our representatives, the following pro- 
posal for international allocation is the best system to which 
the British will find it possible to agree, and which the British 
think can be accepted by rubber-producing countries. Clearance 
of = proposal is now being sought within the UK end US Govern- 
ments. 


It is envisaged that th. arrangement would be for not 
more than two yerrs. A suitable allocations committee might be 
composed of eight members representing Canada, Ceylon, France, 
Indonesia, Thailand, the UK, British Colonial and Dependent 
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Territories and the US. The Committee, which would have to be 
serviced by a secretariat independent from the Rubber Study 
Group, would determine allocations in the light of requirements 
and availabilities. Allocations, which would not be tied to 
particular sources of supply, could be made on a six-month basis 
but would be kept under continuous review to ensure flexibility 
and proper control. For this purpose participating countries 
would be expected to supply the committee with figures of ship- 
ments and arrivals of rubber. 


The estabiishment of an allocation system implies the neces- 
sity of agreement on a price or price range. In view of its 
desire to keep the rubber markets operating, the UK preferred 
a price range to a fixed price. If the maximum supply of rubber 
is to be obtained, it is recognized that the price in the initial 
stages would have to be fixed at a fairly high level. An extreme 
fall in price would also prejudice the possibility of keeping the 
markets in operation. The UK representatives suggested that an 
initial price range of the equivalent of local currency of 50 to 
55 cents per pound for No. 1 ribbed smoked sheet f.a.s. Singapore 
for immediate shipment, with appropriate grade and time differen- 
tials would be reasonable, and that provision should be made for 
price revision by the allocating committee at six month intervals. 
The price range would be maintained by agreement of the partici- 
pating countries not to buy rubber at prices above the ceiling 
and by the allocation committee inviting bids for supplementary 
allocations when significant tonnages of rubber could not be sold 
even at the floor prices. 


It was agreed that supplies of US synthetic availabie for 
export, first expected about May 1951, should be notified to the 
allocation committee which would call for bids. It is expected 
that synthetic for export might be about 100,000 tons in 1951 and 
perhaps more in 1952. The British representatives agreed to dis- 
cuss the possibility of the use of synthetic with their rubber 
manufacturers. 


Long-Term Problems In connection with long-term rubber 
problems subsequent to a period of shortage, participants expressed 
their personel views on and agreed to give further thought to: 

1) a commodity agreement (generally believed not feasible); 2) a 
long-term floor price; 3) long-term contracts by the US with first 
sellers or governments; 4) a commitment to buy some quantity over 
a two or three year period; 5) adjustment of synthetic production 
under certain conditions; and 6) machinery for transition from 
government procurement to a free market in natural rubber. 
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swiss Controls Switzcrland on December 15 adopted a system 
or controlling imports and exports of certain basic material 
mainly those in short supply, under which it is possible to 
a governmental guarantee that such materials will not be re- 
exported. Only 2a few international List I items were on the 
controlled list: carbon black, cobalt, titanium, cadmium, lubri- 
cating oils and gresses. No provision was made for controlling 
machinery, steel mill products, cnemica2l equipment, transporta- 
tion equipment, petroleum equipment, eircctronic devices, preci- 
Sion instruments or marine equipment. Export licenses are requir 
for all matcrials listed. Import licenses are also required, and 
the Swiss Government in adaition furnishes importers witn © cer- 
tificate when én import permit nas been issued. Swiss officials 
have proposed that these certificates be forwarded to ‘Zhe indi- 
viduals or firms abroad wishing to send goods into Switzerland 
@s a guarantee against re-export. 
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NAC POSITION ON TWO IBRD The National Advisory Council has 
LOANS TO SOUTH AFRICA approved favorable consideration by 


the US Executive Director of the 
International Bank for Reconstruction and Development (IBRD) 
of two $30 million loans to South Africa for expansion of elec- 
tric nower generating capacity and transportation facilities. 
Approval by the IBRD is expected shortly. 


Proposed Loens One loan would be to the Electricity Supply 
Commission for expansion cf government-owned eiectric power 
generating facilities and accessorigs and would be guaranteed 
by the Union. The expected term is 20 years, with an interest 
rate of about 4% por annum. The credit would assist in financ- 
ing the 1951 and 1952 import requirements of a six-year progran, 
the total domestic and foreign cost of which is estimated to be 
equal to $165 million. Import requirements include eauipment 
and material such as turbo-generators, boilers, electrical appara- 
tus, pumps and accessories, anu structural materiais. The addi- 
tional generatirg capacity wili provide more power for the 
Witwatersrand area, which is the major mining and incustrial 
region in the Union and for the Orange Free State which is the 
location of new goid fields. Of the $30 million credit, $29.15 
milj*on will be spent in the soft currency area, largely the 
sterling area, end $850,000 in the hard currency area. 


The provosed transport project loan would assist in financ- 
ing the 1951 end 1952 import requirements of « six-year program, 
of which domestic and foreign expenditures is approximately 
equal to 366 million, most of which will be expended on railway 
needs. It is likely the term of this loan will be 15 years 
with interest at about 3.75% per annum. Proceeds of the IBRD 
loan would be used to acquire abroad such materials as rolling 
stock, road motor cnd earth-moving equipment and spare parts 
and maintenance equipment for commercial eircraft. Of the $30 
million IBRD credit, $21.7 million wonld be spent in the soft 
currency area and $8.3 miliion in US dollers. The Union of 
Scuth Africa is currently considering a proposal advanced by a 
firm of American investment bankers for a private credit of 
#10-20 million and if these negotiations are successfully con- 
cluded, the IBRD loan would be reduced accordingly. 


Economic Basis for Loan The two proposed projects are only 
a portion of the forcign capital financing of South African in- 


dustry which is contemplated in the next few years. A& substan- 
tial inflow of private sterling capital will continue to be used 


to 
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to finance the major expansion in gold mining now toking plnice 
in the Orange Free State and there may also be an inflow of other 
private, and perhaps public, capital for investment in South 
Africa, including dollar and continental as well as sterling 
area funds. In view of the uncertain volume and composition 

of the prospective capital inflow, the relationship between the 
twe IBRD loans and the total investment program cannot be de- 
termined at this time. It is also realized that the South 
African Government may subsequently request additional public 
financing as a part of a program to step up the production and 
export of mining products other than gold. 


South Africa is in the rather unusual position that the 
appraisal of its creditworthiness, for a dollar loan, is de- 
pendent primerily on its over-all balance-of-payments prospects 
rather than on its dollar balance-of-payments position. Asa 
developing economy with a rate of investment larger than that 
which could be financed out of local savings, it is likely 
that South Africe will for some time run a deficit in its cur- 
rent balance-of-payments, with the gap filled by the inflow of 
foreign capital, primcrily private. It is considered essential 
that South Africa, dependent eas it is on uncertcin movements of 
foreign private capital, maintain an adequate level of foreign 
exchange reserves and one of the major purposes of the proposed 
International Bank ioens is to make possible desired investment 
in electricity and trensportation undertakings without unduly 
drawing down foreign exchrnge reserves in payment for the im- 
ports needec for this investment. In view of tne estimated 
increase in annual gold production and cssuming that the govern- 
ment manages its external finances prudently, South Africs will 
have adequate capacity to repay the proposed IBRD loans. 


Major Issues Considered by NAC The major issues considered 
by the National Advisory Council in connection with the loen 
applications were: 1) tne relationship of these general program 
loans to the possible necas of the VS and NATO countries for 
increased strategic material imports from South Africa; 2) the 
drain on the resources of the US and the sterling area in re- 
lation to the allied defense notential; 3) the Bank's lending 
dollars when most of the proposed purchases will be made in the 
sterling area end the UK's subscription to the Bank is aimost 
entirely uncommittec; and 4) the relationship of the proposed 
loans to the probabie South African demand for US public loans. 


It 
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It is anticipated that extension of the loans would in- 
crease the ability of South Africa to export to the US certain 
materials which are strategic and in short supply. The general 
expansion of the transport system, particularly, should result 
in conditions which could facilitate the production of manganese 
and chrome ore and their export to the US, although we have no 
direct assurances that this will result. The Atomic Energy 
Commission hes also indicated a strong interest in the develop- 
ments wnich are expected to follow the expansion of these two 
utilities. 


In view of the increased demands on the resources of the 
US end allied countries arising from defense needs, the question 
of availability of the equipment and materials proposed for 
purchase under the credit was carefully examined. Orders for 
a large proportion of the 1951 and 1952 imports had already 
been placed in the UK end presumably preduction is already under 
way. Discussions with transport and electric nower commodity 
specialists in the National Production Authority indicated a 
general fevling that granting the loans would not result in a 
serious drain on US resources since only a smail portion of 
the loans will be spent in the US. The US Executive Directcr, 
however, will advise the Bank that it should infcrm the Sovth 
Africans that extension of the loans carries with it no assur- 
ances with respect to granting of export licenses by the US 
Government. 


The auestion arose as to the .ndvisability of the Bank's 
lending dollars for expenditures which are to be made very 
largely in the sterling area. One of the stated purposes cf 
the proposed loen is to make possible desired investment with- 
out unduly drawing down foreign exchange reserves in payment 
for imports. The UK is the traditional srcurce of investment 
capital to the Union, and the Bank has accepted the UK's posi- 
tion that it is not able to release its 12% subscription which 
would provide the sterling for a loan to South Africa. The 
currency mechanism involved in the Bank's proposed loans vould 
probably be that the Bank itself will procure the sterling cur- 
rency required for Sovth Africa's imports by purchases against 
payment in dollars, with South Africa incurring a dollar obli- 
gation to the Bank. One of the financial .2suits wiil te that 
the UK will be paid in dollars for these exports to South Africa. 


TENTATIVE 
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ete AGREEMENT ON Spanish representatives and the 
PANISH LOAN APPLICATIONS Eximbank have reached tentative agree- 


ment on certain issues preliminary 
to the Bank's consideration of loan applications under the $62.5 
million authorized in the 1951 ECA legislation for credits to 
Spain. The Bank has agreed to consider applications for credits 
of about $5 million for cotton, $3.5 million for fertilizer and 
$3 million for tractors, but has refused to consider Spanish 
requests for wheat, corn or petroleum. It was also agreed that 
the Bank would consider credits for specific projects, includ- 
ing those submitted by the Spanish Government last May. Credits 
extended by the Bank will in general bear a 3% interest rate 
and will be repayable over a 20-year pericd, after a five-year 
grace period. 


In November 1950 the ZCA announced the procedures, agreed 
upon with the Eximbank and the Department, for extending loans 
to Spain in accordance with the Congressional authorization. 
Under these procedures, credits were to be extended on a project- 
by-project basis for the acquisition of commodities, equipment 
and services requiring doliar financing for specific development 
projects. In general, credits would be extended to private 
enterprises and guaranteed by the government, but some credit 
might be made available for government vrojects. The Eximbank 
is to negotiate ell credits in accordance with its established 
policies as far as possible, on terms specified by the ECA in 
consultation with the National advisory Council. The Eximbank 
Will also administer the credits in accoraznce with its estab- 
lished policies and procecures, modified as necessary to con- 
form to the Congressional authorization. ECA wiil not enter 
into a bilateral agreement with Spain nor will it establish a 
mission in that country. However, the Eximbank wili take the 
necessary steps, including possibly sending a2 representative 
to Spain, to follow up on the end-use of US assistance. Although 
the Eximbank will consult with ECA on certain procedures, will 
notify the ECi. of projects for which financing is sought, and 
will request its approval before granting credits, these earrange- 
ments minimize ECA's role in loans to Spain to the maximum extent 
consistent with its legal obligation. «although the Snaniards 
were not so informed, the administration hoped, by doling out 
credits on an individual project basis, to keep loans to Spain 
Significantly under ~62.5 million during fiscal 1951. 


On 
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On being informed of the agreement on procedures, Spanish 
representatives submitted their loan program for US considera- 
tion. This proposal was, however, considered unacceptable be- 
cause it constituted a government, rather than a private enter- 
prise, program, involved the immediate utilization of the total 
$62.5 million, and was based on a commodity "shopping list" 
rather than on the requirements of specific projects. The - 
Spaniards also requested that credits be extended at a 2.5% 
interest rate. It was, however, explained to them that, aithough 
the funds for loans to Spai n were made available through ECA 
legislation, such loans wiil be Eximbank and not ECA loans. 

The leans would therefore me pe directly comparable to the ECA 
loans which. while made throush the Eximbank, are an integral 
part of the ERP program. Under these circumstances, the Hxim- 
benk's offer of a 3% rate represented gencrous treatment since 
the Benk's loans never carry a lower interest rate and the rates 
on comparable long-term loans cre usuelly 4.5%. Although the 
Spanisrds finally accepted the 2% rute and the Eximbank agree- 
ment to consider apnii cations for cotton, fertilizer ani tractors 
as a start, they may continue tc press for credits clong the | 
lines of “heir original program. 


a * * 


PROPOSED ACTION FOR SETIUING The Department has epproved the 
Czmce NATIONS. ALIZAT ION CLaliis proposed use of the President's 

requisitioning authority uncer 
the 1950 Defense Production act to seize = Czech steel rolling 
mill in the US in order to secure a settiement of US nati on2 liza 
tion claims against Czechoslovakia. The Department and th 
National Production Authority are now attempting to solve the 
remaining legal problems which would be involved in such action. 
If cerried out, this would represent the first measure taken by 
the US to exert economic pressure on the sateilite countries 
for the purpose of bringing about a claims settlement and the 
first usc of the vecquisitioning authority against the property 
or - foreign covernment 











We have been attemptiis for several years without success 
to secure g settiemcnt of US nationalization claims against 
Czechoslovakia. The most recent negotiations for this purpose 
were adjourned in May 1949 (See page 9, May 2. 1949 issue of 
Current Economic Developments.) and the Czechs have not seen 
fit to mect with us since that time. The US action now proposed 


is 
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is therefore felt to offer the only immediate possibility for 
securing any payment on these claims. Under this proposal, the 
National Production Authority would take over, in the interest 
of national defense, a Czech steel mill which has been denied 
an export license from the US, and wuuld offer to compensate 
the Czechs contingent upon their settling US nationalization 
Claims. If the Czechs refuse this offer, the compensation pay- 
ment wouid be withheld on the basis of our counterclaim arising 
from the nationalization claims. In this way, the payment could 
be used as a lever to induce the Czechs *o reach a settlement 
or aS a partial offset to our ciaims. Although this action 
involves the risk of Czech retaliation, such a risk is probably 
inherent in any positive action we migent take. 


Since the recommendation was approved, there have been 
reports that the Czechs have already sold the mill and these 
are now being investigated. 
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This weekly publication is designed to highlight developments in the eco- 
nomic divisions of the Department of State, and to indicate the economic prob- 
lems which are currently receiving attention in the Department. It is suggested 
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The US, UK and France have issued a joint 
announcement of their proposals for new 

. international machinery to deal with the 
problem of raw materials shortages, as agreed upon in the 
Truman-Attlee discussions in December. (See page 1, December 11, 
1950 issue of Current Economic Developments.) The three govern- 
ments concur that proposals should be made to other interested 
governments for the creation of a number of standing inter- 
national commodity groups, representing the governments of pro- 
ducing and consuming countries throughout the free world which 
have a substantial interest in the commodities concerned. These 
commodity groups would consider and recommend to governments 

the specific action which should be taken, in the case of each 
commodity, in order to expand production, increase availabili- 
ties, conserve supplies, and assure the most effective distri- 
bution and utilization of supplies among consuming countries. 
Since early action is called for with respect to certain commodi- 
ties, it has been agreed that invitations would be sent immedi- 
ately to other interested friendly governments for the estab- 
lishment of certain standing commodity groups. Others are to 
be created as required. 





The three governments will also establish immediately in 
Washington a temporary Central Group to provide a servicing 
mechanism for the standing commodity groups. This temporary 
Group would have initiating, coordinating and servicing func- 
tions only, and it is the standing groups which would have 
authority to make firm recommendations to the governments on 
specific measures to be taken. There will be early consulta- 
tions with other governments and appropriate international 
organizations, including OESC, NATO, OAS and IA-ECOSOC, with 
respect to continuing functions end membership of the Central 
Group. 


Recognizing that restricting membership of the central 
body to three industrialized consuming countries of the North 
Atlantic community might alienate other producing areas and make 
it extremely difficult to obtain their cooperation through the 
standing groups, the US proposed that the central body consist 
of the original three governments, plus representatives from 
Latin America, the Commonwealth, western Europe and Asia. The 
UK, however, firmly resisted broadening of the group on the 
grounds that this would prevent effective development of common 
policy by the three governments, make for administrative inef- 
ficiency in operations, and present difficult political questions 


regarding 
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regarding choice of new members. In general, the French agreed 
with the British position. The proposed plan for a temporary 
group and consultations with respect to continuing functions 
and membership represents the best compromise obtainable. 


The new arrangements on raw materials will, of course, be 
assisted by contributions in this field by OEEC, NATO and OAS. 
OEEC should continue to play an important role in the commodity 
field in relation to commodities which are mainly produced and 
consumed within western Europe, and the three governments do 
not consider the fact that handlinz outside OEEC of world commod- 
ity problems which go beyond the geographical scope of OEEC, 
in any way weakens OEEC as a central organ of economic coopera- 
tion. When OEEC ministers recently informally discussed the 
international raw materials organization there was evidence of 
disappointment that decisions of such importance had been taken 
outside of OEEC but a considerable degree of realism was ex- 
hidaited by many ministers who recognized that raw materials now 
constituted a problem far surpassing the scope of OEKEC. The 
group adopted a resolution asking Stikker to have discussions 
with the governments of the US, UK and France and with such 
other governments as he considers useful on the relationships 
Which should be established between the temporary Central Group 
ana tne standing international commodity groups on the one hand, 
and the OHEC and the governments not represented on the temporary 


Central Group or on the commodity groups, on the other hand. 


In a recent NATO Deputies meeting it was decided that, 
although the North Atlantic Council had requested that the 
Deputies consider possible solutions to the problems of allocat- 
ing scarce materials, decisions on NATO's role could not be 
taken until the outcome of the tripartite discussions and OEEC 
discussions of the problem were known. It was the consensus 
that no matter what central machinery was created there was need 
for a continuing NATO grovp to support country claims before any 
allocations agency for NATO defense needs, NATC has set up an 
4dvisory Group on Raw Materials Problems which met in December 
to consider several aspects of shortage situations. The sroup 
deferred temporarily the submission of definite recomiendations 
for action by governments, pending indications of the adeauacy 
of other arrangements and pending clarification of the future 
role of the Advisory Group and its relationship to other 
international machinery. 


Reactions 
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Reactions to Proposed Machinery Reports which we have 


received thus far from our representatives indicate that in 
general the initial reaction of officials approached on the 
proposed international raw materials machinery was one of 
understanding of the urgency of the problem and the necessity 
of the proposed action, as well as a desire to cooperate. 

The Commonwealth Ministers, meeting in London, welcomed the 
arrangements as the most effective way of handling the problem 
and accepted the three-country temporary control group. Canada 
will, of course, cooperate fully in the new machinery anda is 
not now pressing for membership in the Central Group, which it 
belicveg should be kept small. Canada also feels that the 
standing commodity groups should be kept as small as practicable 
in order to promote administrative efficiency. - New Zealand 
approves the proposed measures. The Swedes are very concerned 
with tne problem and have asked which commodity groups are be- 
ing set up. The Mexican Foreign Office representative, al- 
thcugh disturbed et the suggestion of multilateral rather than 
bilateral discussions and agreements, showed an understanding 
of the exigencies of the situation and said Mexico would co- 
operate to the fullest extent possible. The Egyptian Under 
Secretary of Foreign Affairs showed no resentment and expressed 
a full understanding of the urgency of the problem and the 
re:.sons why an international conference was not called to dis- 
cuss the matter. Colombia ind Paraguay have assured full 
ccoperation. 


* * * 


US_ PROTEST TO FRANCE ON Following a high-level approach to 
ST L_ RAILS FOR CHINA the French on the part of our officials 
in Paris, a French Cabinet decision 
was handed down last week which will result in effective non- 
fulfillment of Chinese Communist contracts for steel rails from 
France. The decision was made on the basis of the US move 
blocking all dollar assets in which the Chinese had any interest. 
The French Cabinet ruled that payment for the steel products 
Cannot be approved by the Government in any currency other than 
dollars. Taken in conjunction with the US blocking move, this 
resulted in effective non-fulfillment of the contracts without 
breaking the contracts or without actual French Government 
intervention. 


steps 
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Steps Leading to French Cabinet Decision For many. 
months, Embassy Paris and the Office of the Dpecial ECA Repre- 


sentative have made strong representations to the French Govern- 
ment as well as to the brokers and businessmen involved in the 
transaction on the subject of the Chinese Communist orders for 
steel rails on the books of the French steel industry. When 

we approached the French in October 1950 they had no policy 
banning or restricting steel shipments to satellite areas, but 
in response to our informal approach, the question was presented 
for decision to Foreign Minister Schuman on November 10. 

Schuman took the position than no export licenses would be 
issued for new orders, but that orders already accepted by French 
manufacturers prior to official notification of the embargo, 
November 10, would not be denied licenses. This meant that 

the French Government was committed to license the shipment of 
139,000 tons of rails and 75,000 tons of other steel products 

to Communi st China. French manufacturers were not enthusiastic 
about filling the orders, and gave indication of welcoming 
official sanction to avoid doing so. French Foreign Office 
officials expressed agreement with the US position: that the 
French stand not only contravened our action in embargoing ship- 
ments to Communist China, but was also contrary to France's 

own interests since French forces were fighting Communist troops 
in Indochina. However, they declared that action on the high- 
est level was necessary to reverse the French position which 
other members of the Cabinet had aporoved and furthermore stated 
it would be necessary to have assurances thet a similar approach 
was being made to other exporting countries. On that basis, 

we presented a note to the French Foreign Office on December 8, 
embodying our stand end assuring the French of é parallel ap- 
proach to cther nations. In spite of this, the Cabinet decided 
that cancellation of outstanding contracts would constitute 

an innovation in policy which might entail serious conseauences, 
and therefore it could not oppose the fulfillment of contracts 
then in the course of execution. At the same time, our ofri- 
ciels were informed by leaders of the stcel industry in France 
that the industry had not started to manufacture the rails 
because of lack of shipping to the Far East, and that they were 
Willing to stall, tut could not do so indefinitely becanse of 
the attitude of the French Government. 


When word of the French decision was announced in the US 
press, adverse reaction was immediate. Congressman Cannon 
notified US officials that this was exactly the kind of situa- 
tion that the Cannon Amendment to PL 843 was intended to cover. 


Under 
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Under that amendment, it is required that “during any period 
in wnich the armed forces of the US are actively engaged in 
hostilities...no economic or financial assistance shali be 
provided...to any country whose trade with the USSR or any of 
its satellites (including Communist China and Communist North 
Korea) is found by the National Security Council to be contrary 
to the security interests of the US". In view of the rossi- 
bility of being forced to review ECA aid to France under these 
circumstances, we made further representations to French offi- 
cials on the subject which was referred back to the Cabinet 
for another determination. 


In the meantime, when we learned that advance payment for 
the rails was heic by Banque de 1'Indochine in dollar funds, 
the US Treasury blocked ail dollar funds of the Banque. Later, 
upon learning the amount of collars which reflected the Chinese 
Tail transaction, we unblocked all tut the $3 million invoived. 
Similar blocking action was teken in regard to the Banque selge 
pour L'Etranger which held $1,570,CCO in Chinese assets, cover- 
ing 20,000 tons of steel rails. We suggested to the French 
thas the general procedure of using US blocking controls as a 
means of bringing about cancellation of orders for Communist 
China would provide a way for the industry to cancel orders 
without breaking contracts, and without intervention cy the 
French Government. When the Cabinet decided on January 10 to 
follow our view on the matter, this method was utilized and 
the Government issued a warning to the industry not to accept 
payment in any currency but dollars. 
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PROGRESS REPORT ON Although the Point IV program was proposed 
POINT IV PROGRAM more than two years ago it was not until 

September 6, 195C that appropriations 
enabled the program itself to go forward. Since that time 
progress has heen made on both the bilateral and multilateral 
aspects of ti: program. 











Bilateral Programs Nine bilateral general agreements have 
been concluded. These are with the Gcvernments of Ceylon, Chile, 
India, Prazil, Panama, Costa Rica, Paraguay, liicaragua and Liberia 
In addition, agreements for establishment of Joint Economic Devel- 
opment Commissions have been concluded with Brazil, Paraguay and 
Liberia, and a Joint Commission for Rural Improvement in Iran. 
Projects, some of considerable size and importance, initiated 
under previous legislation in 18 Latin American and ea Frew Eastern 
Hemisphere countries, are being continued under the auspices of 
the Institute for Inter-American Affairs (IIAA) and tne various 
participeting Federal agencies and Departments, and in scme cases 
are being expanded. As of the middle of January, comprehensive 
programs are either under way or in the making in about one-third 
of the countries where Point IV plans to operate. An agreement 
with Pakisten is likely to be concluded this week and the one 
being negotiated with Israel is almost ready for signature as is 
the agreement with Honduras. Agreements with Bolivia and Lebanon 
are, we hope, in the final stages of negotiation. Iraa and Nepal 
are studying the draft agreement as is Syria, although in “he lat- 
ter country the negotiations are running inte difficulties. An 


agreement 
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agreement is also under negotiation with Yemen. General agree- 
ments are not expected to be concluded with two countries in 
Latin America, Argentina and Guatemala, although we may enter 
into project agreements with both countries. 


During the period of active operation of the Point IV pro- 
gram 271 reauests have been received from 37 countries. Approval 
has been given to 101 specific requests and the remaining are 
undergoing review. Specific projects which have been authorized, 
either new ones or expanded prcjects in Latin America, total 
approximately $10.5 million in 31 countries. There is a field 
staff of more than 350 technicians actually at work in 25 coun- 
tries ana tnere are now in the US approximately an equivalent 
number of trainees from the nnderdeveloped areas, financed either 
Wholly or in part by Point IY funds. 


It is interesting to note that the trend of requests from 
other countries continues to place first priority heavily on 
agriculture, with secondary emphasis on mineral develonment, 

4 oon engineering, health and some aspects of public administra- 
on. 


In carrying out the JS program, consideration is being given 
to the fullest use possible of land grant colleges and private 
organizations. Grants to the following land colleges are being 
discusseds Arkansas, Montana State, Utah State, Michigan State, 
and Prairie View of Texas. Study is also being given to a grant 
to the Near East Foundation to implement the Point IV program in 
Iran and to the American International Association for some of 
the work in-Frazil. The Friends Service Committee is being con- 
sidered for village development work in a number of countries, 
and the Near Hust College Associaticn for training courses at 
universities in the Near East. In addition, contracts with busi- 
ness firms are being considered in comnection with an irrigation 
survey for Israel, a harbor survey for Yemen, and Brazilian sur- 
bh vod hydroelectric power, transportation and the fertilizer 

ndustry. 


‘“uLtilateral Programs The UN technical assistance vrogram, 
to whith the US pledged $12 million, is allocating funds ona 
percentage basis which would mean tart the US contributicn is 
divided roughly as follows: $3.4 million to the FAO; $2.3 million 
to the UN itself; $2.6 million to WHO: $1.7 million to UlL.ESCO; 
$1.3 million to the ILO and $120,000 to the ICAO. In addition, 
up to $1 million has been pledged by the US to the Organization 
of American States (OaS). While the other members of tiiis organi- 
zation have been slow in making their contributicns, it has been 
decided that we will grant $250,000 as our initial payment and not 
hold to the position of meeting the Latin American contributions 
On an exact matching formule of 70-30. To date only 2isht coun- 
tries, including the US, have announced their pledges to the OAS. 
In South and Sontneast Asia, where the British Commonwealth is 
planning an extensive technical assistance program, Point IV 
programs will complement Commonwealth activities. 
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US VIEWS ON CONTINUING Although it was the opinion of the 
Bo T EB National Advisory Council last month that 





the US should continue its gold sales to 
Greece only so long as that country has free dollars with which 
to pay for this gold, the Department is reconsidering this ques- 
tion in the light of Embassy Athens! view that cessation of these 
sales would cause a crisis of serious proportions which could 
constitute a major setback to our aims in Greece. The recent 
increase in demand for gold sovereigns on the part of the Greek 
public, due primarily to the deterioreting internationz1 situa- 
ticn, has accelerated the requests of the Greek Government to 
purchese gold sovereigns from the US to replenish its stocks. 
Since, at the present rate of demand Greece's supply of free dol- 
lars will be exhausted within a few months, it has become urgent 
to determine what steps can be taken to avert a serious economic 
and political crisis in Greece, Consideration is therefore being 
given to the question of whether the US should finance Greek gold 
urchases after the exhaustion of the free dollars, und what steps 
can be taken to reduce public demand for gold or to minimize the 
adverse economic effects if gold sale@s cease. An International 
Monetary Fund mission has recently returned from Greece and its 
analysis of the Greek economic situation is being studied in con- 
necticn with the present problem. 


Paciground of Gold Problem As a result of the extreme in- 
flationary situation in Greece cand succecsive sharn devaluctions 
* the drachma in recent years, the Greelz people have lost con- 
fidence in the drachma as a store of value and medium of savings 

and have turned to gold, particularly the gold sovereign, for 
this purpose. The desire to hold gold in the cvent of invasion 
and 4 necessity to transport wealth cut of the country guickly 
and with relztive ecse also explains the interest in gold 43s a 
Saving medium und store of value. It is for this reéson that 
periods of domestic and international insecurity in particular 
tend to precipitate an increased demand for sold scvere.gns and, 
if uncontrolled, 2n increase in the price of these covcreigns, 
Since commodity valucs and business transactions are to . signi- 
ficant extent figured in tcxrms of gold, a rise in its price can 
result in increased commodity prices, speculation 2nd noarding. 
in order to avoid such unfortunate rerercussions, ‘she Bank of 
Greece has undertaken to sell covereigns to the Greek public as 

4 means of controlling the vrice of gold. This policy has been 
in effect for several years and the US hes on several occasions 
supported its continuance, by agreetng to sell gold sovereigns to 
Greece. In its last consideration of this question before the 
prescnt crisis, the Nattonel Advisory Couneil in June 1949 con- 
sented tc continuc limited sales of gold sovercigns to Greece, How- 
ever, NAC expressed the hone that th2 sovereigns sales policy 
would come to an end as the disruptions caused by the Greck civil 
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war were gradually eliminated and economic recovery was carried 
forward. The Council felt that every feasible effort should be 
made to create economic and financial conditions in Greece which 
would permit an early termination of the gold sale policy. The 
Council also indicated thet its approval of continued gold sales 
w2s not intended to apply to 4 situation in which sovereign sales 
in Greece might increase to a level] considerably in excess of an 
annual rate of $10 million. From June 1$49 until late in Novembex 
1950 the net amount of sovereigns sold to the Greek public re- 
mained moderate and ecnly 500,000 additional sovereigns were pur- 
chased from the US during that period. Although a sharp increase 
in gold salcs followed the outbreak of hostilities in Korea, sales 
Subsequently sibsided and the Bank of Greece was able to buy back 
Gold sovercistns, 


Current Situation Since the entry of Communist Chine into 
the Korcan fighting at the end of November, the Bank of Greece ha: 
been subjected to a continuous run of unprecedented proportions 
on gold sovereigns. From that time until mid-Decemhcr, the Bank 
sold about $9 million worth of sovereigns and US shipments to re- 
plenish its stocks totalled 1.25 million sovercigns or approximate 
ly $10.3 million. When the Greexs requested ~ commitment tor the 
shipment of a further 250,00° sovereigns, it was decided to asx 
the National Advisory Council to review its gold sales pclicy, 
This decision resulted from the fact that: 1) u sovereign sale 
of this size, when added to past gold silcs, would exceed the 
limit previously authorized by the NAC, and 2) Greel: gold sales 
were taking place in a context, primarily affected by changes in 
the internationazl situation, which differed considertbly from that 
envisioned when this policy was adopted. The NAC agreed, without 
taking formal sction, to the continuation of US gold sales to 
Grcece as long as Greece has free dollars available with which to 
pay for this sold. However, the view was strongly expressed that, 
when free dcllazvs are exhausted, US aid should not be exvended to 
permit further purchases, even if this causes the cessation of 
Sovereign sales to the Greek public. The Council's consideration 
of this problem was based on the revort of its working croup thet, 
given the prescnt unsettled international situction and present 
Greek policies, the substantial dissipation of Greek resources 
through cold sales could be expected to continue, 





o°* 


Cn the assumption that Greece's free dollsrs wll be exhauste 
in two or threc months, necessitating the cessation of US gold 
Sales to Greece, we requested the vicws of Embassy Athens on the 
political and economic cffects in Greece of the termination of 
gold sales, assuming that Greece would takc all possiblic steps tc 
control the situation. The Embassy believes thet our major aims 
in Grecee would be jecpardized by such action and therefore cone 


oO 


Cludes that it micht be cheanoer and more cffective for the US to 


find 
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find some device for continuing gold sales even after exhaustion 

of the free dollars rather than to be obliged by a sudden emergency 
to resort to other more extensive and costly intervention at a 
later date in order to stave off disaster, Although Greece has 
passed through such crises in the past and could conceivably 
weather another, the Embassy believes that the present Greek Govern- 
ment is almost certainly not strong enough to enforce the extremely 
unpalatable economic measures. which a crisis caused by the cessa- 
tion of gold sales would necessitate and drastic sudden political 
shifts would result. If in addition there are serious interna- 
tional developments at the same time, such as Soviet pressure or 
the deterioration of the international situation elsewhere, even 

a government with exceptional powers might be unable to cope with 
the situation and a solution might ultimately depend on the support 
the US was willing and able to give at that juncture. 


* * * 


ORGANIZATIONAL RECOMMENDATIONS OF The Department has taken exe 
PRESIDENTIAL COMMUNICATIONS BOARD ception to the draft recommend:- 
) tions of the President's Com- 
munications Policy Board pertaining to government administrative 
machinery for resolving basic policy issues in the telccommunica- 
tion field and for controlling radio frequency assignments, bar- 
ticularly to government users. Recommendations for a revitalized 
national telecommunicetion policy are still being formulated. The 
comments of all appropriate departments and agencies will be taken 
into consideration before the Board submits 2 final report to “the 
President sometime in February. 





. eS 





Board's Orginizational Recommendations For the past year the 
Communications Policy Board has been operating under 46 Presiden- 
i2l directive to conduct an impartial study of the present and 
potential usace of radio communication facilities by tne US and 
the formulcstion of national nolicies to assure the most effective 
utilization of scarce. radio frequencies, The designation of this 
fiveeman Board was rccommended by the Department as a means of 
effecting badly nceced improvement in overezll US planning and 
coorcination in this ficld to meet our responsibilities in con- 
nection with the difficult tasi: of implementing the new table of 
radic freaquency allocations adopted at the .tlantic City Telccom- 
munication Conference in 1947. (See page GS, June 20, 1)4¢ and 
pege ll, February 20, 1950 issues of Current Economic Develop- 
ments.) Originally charged with the Submission of 2 revort oy 
October 31, 1950 the Board has subsequently requested extention 
of its dexdline and now hones to complete its work by February 17. 





The 
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The Board has recommended che establishment of a perianent 
three-man National Telecommunication Board, appointed by the 
President, to be responsible for: 1) advising the President on 
broad national policies in this field; 2) advising and assisting 
the Department on the preparation of US positions for internation- 
al telecommunication conferences; and 3) the review and guidance 
of the national program of research and analysis in radio propa- 
gation and frequency allocation. While the Board would zovern 
the apportionment of frequencies, the FCC would continue to make 
specific frequency assignments to non-goverriment users an the 
Interdepartmental Radio Advisory Committee to Government users. 


Department's Comments We consider the administrative struc- 
ture recommended by the Board would be too formal, complex and 
inflexible to serve any practical purpose. Responsibility for 
both policy determination and implementation would be lumped in 
an independent Board. A less ambitious program, making practical 
organizational adjustments over a period of time, allowing for 
study and trial before formalizing, would appear to be a more 
fruitful method of dealing with this highly complex problem and 
would promise greater success in the long run. The freouency 
allocation function is separate and distinct from the formulavion 
of national telecommunication policy and, in our view, all agen- 
cies witn statutory authority in this fieid should be revresented 
in the formulation of policy. Opportunity for agency varticipa- 
tion is now afforded through the Telecommunicetion Coordineting 
Committee (TCC). Provision has recently been mede for referring 
questions that cannot be solved through the mechenism of the 
TCC to a small high level ad hoc committee. Since the proposed 
Board would not have authority to regulate frequency usage by 
government agencies, which even before the Korean crisis took 
about one-helf of the present usable radio spectrum, any acvion 
upon its recommendations would require further consultation with 
interested agencies. Effective rationalization and budgeting 
of the use of frequencies by government agencies would recnire 
some high-level independent mechanism to carry out the President's 
authority in this field. 


As an alternetive we heave suggested: 1) the designation by 
the President of a Frequency Allocations Director or 2 three-man 
Eoard, to be assisted by a small staff of advisers, with final 
authority over the allocation of radio spectrum space to govern- 
ment agencies. The Hoard would be represented on the ad hee 
policy committee and on the TCC; 2) the continuation of the 
Interdepartucntal Radio Advisory Committee (IRAC) to ancriyze the 


frecuency 
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frequency requirements of government agencies from an inter- 
ference point-of-view and to act in an advisory capacity to the 
Board on the assignment of radio frequencies; 3) continuation 
of the TCC as the mechanism for interdepartmental coordination 
and initial policy formulation in this field; and 4) the con- 
tinuation of the recently constituted ad hoc committee, con- 
sisting of the Under Secretaries of State and Defense and the 
Chairman of the FCC, to be joined by the Director of the Board 
to deal with problems that cannot be resolved by the TCC. 


* * * 


STATUS OF US-AUSTRALIAN We are waiting for an indication of 

FCN TREATY NEGOTIATIONS the Australian attitude toward resump- 
tion of negotiations for a treaty of 
friendship, commerce and navigation, following discussions with 
the Australian Foreign Minister when he was in Washington last 
autumn. Negotiations had been undertaken in 1948, following 
presentation of a draft treaty to Australia in 1947, but they 
were suspended in September, 1948 when there was failure to 
reach agreement. The Menzies Government, which took of:’ice 

late in 1949, appeared more likely to be favorably inclined 
toward a trezty than its predecessor since it is more sympathetic 
to free enterprise and because, during the elections, its leaders 
had criticized the Labor Government for failure to conclude a 
treaty. Despite the warm interest of the new Minister or Exter- 
nal Affairs in a treaty, however, it has not yet been possible 

to resume active nersotiations. 











We presented an up-to-date draft of a revised treaty to 
the new government for study with a view to an early resumption 
of negotiaticns. The initial reaction of Australian authorities 
tc thc revised draft, however, indicated that some of the con- 
Siderations which hod earlier influenced the Labor Government 
against the treaty may also bear weight with the Menzies Govern- 
ment. In October, 1950 the Australian Government informed our 
Embassy that they had studied the new dreft and raised again 
the issues which had contributed to the breakdown of 1946 nego- 
tiations. The principal problems which arose in technical dis- 
cussions involved most-favored-nation treatment, territorial 
prefercnces and exchange controls. The Australians were particu- 
larly reluctant to make commitments as to unconditional most- 
favored-nation treatment in trade matters, taking the position 
that it was Australia's policy not to make such commitments 


unless 
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unless special benefits were received, in attached schedules or 
otherwise, as is done in GATT. They also seemed disposeu to 
broaden the form of imperial trade preferences and were even 
somewhat disinclined to consider British subjects as foreign 
for most-favored-nation purposes. Their position on exchange 
controls was that the treaty rules on this subject represented 
an ideal which Australia simply could not afford to accept at 
this time. In addition, the negotiators expressed doubt as to 
whether the central government could obligate the states with 
respect to a number of the most important establishment matters 
covered in the treaty. 


We were able, however, to discuss the matter with the 
Australian Foreign Winister who was in Washington at about 
that time and explained to him the fundamental policy considera- 
tions in urdertaking negotiation treaties of this kind and we 
are hopeful that this may result in a more favorable Australian 
attitude. 
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REPORT TO NSC ON The National Security Council has accepted 
CENNON AMENDMENT a report by its special committee on east- 
west trade which defines the considerations 
which the Council must take into account in making determina- 
tions required in the Cannon amendment to the Supplemental 
Appropriations Act of 1951. The Cannon Amendment provides 
that, during any period in which US armed forces are engaged 

in hostilitics while carrying out a UN decision, no US economic 
or financial assistance shall be provided out of appropriated 
funds to foreign countries whose trade with the USSR or its 
satellites, including Communist China and Communist North Korea, 
is found by the NSC to be contrary to US security interests. 
The report interprets this to apply to loans as well as grants 
and calls for a country-by-country review of trade with the 
Soviet bloc. The committee is now evaluating the studies which 
were submitted to it in conformity with this recommendation. 





Findings of the Report The report concludes that, pend- 
ing conclusion of negotiations now going on among western coun- 
tries for parallel action on security export controls, it would 
be contrary to US security interests for the US to take imme- 
diate action to cut off economic and financial aid to foreign 
countries now receiving such assistance, However, it recom- 
mends that trade relations of countries receiving US assistance 
should be kept under urgent and constant scrutiny and that the 
Council should be vigilant and prompt in support of the intent 
of the law, basing its decision on a full consideration of the 
merits of the case of each country for which a judgment is re- 
GQuired. Although it was stressed that the US should continuc 
in its efforts to persuade Soviet-trading countries recciving 
US aid to apply security controls satisfactory to the US, it 
was decided that the failure of any country to apply such con- 
trols may not itself be reason for denial of assistance, The 
guiding factor, in the opinion of the committee, should be 
whether < greater disservice is done to US security interests 
by continuation of trade with the Soviet bloc or by cessation 
of US aid. 





US east-west trade controls have been operating on the 
policy that our objective is to obtain the maximum relative 
strengthening of the west over the Soviet bloc. This policy 
takes due account of the contribution which trade with the 


Soviet 
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Soviet bloc makes to the strengthening of the west. While pre- 
sent hostilities do not change this objective, a review of east- 
west trade should now be made on the basis of revised assumptions 
with respect to the probabilities of general hostilities. in 
its consideration of present policy, the committee assumed that 
there is reasonable prospect that parallel export control action 
will be obtained for all important OEEC countries and that west- 
ern European acceptance approximating the levels of control 
acreed upon in the London tripartite talks may well eliminate 
the necessity for action under the Cannon amendment, Outside 
of Europe, implementation of the amendment may require a brouder 
interpretation of what constitutes the US national security in- 
terests rather than a simple consideration of commodities traded 
with the Soviet bloc or the balancing of strategic and economic 
advantages associated with the trade. Attempts should be made 
to establish control systems in these areas insofar as possible, 
but it is recognized that in some countries it may not be pos- 
sible to set up workable control systems because those countries 
are unable to accept or enforce such controls. It is pointed 
out that it may well serve US security interests to give eco- 
nomic assistance to new or unstable countries in order to keep 
in powcr governments that are capable of resisting Communist 
aggression even though these governments are too precariously 
Situated to implement security trade controls. 


While the Cannon amendment applies "during any period in 
which the Armed Forces of the United States are actively engaged 
in hostilities while carrying out any decision of the Security 
Council of the UN", the report states that NSC scrutiny of 
the problem should continue even though US armed forces may not 
be actively engaged in hostilities and specifies that considera- 
tion of the possibilities of general warfare is equally impor- 
tant with the scope of hostilities under way. Under conditions 
of general warfare, any trade of third countries with the enemy 
would be contrary to US national security interest, except under 
the most unusual circumstances such as might be required for 
military or strategic reasons, General warfare would require 
that every effort, direct and indirect, should be made by the 
US to prevent such exports from taking place, Under conditions 
Short of ceneral warfare, national security wil] permit 2 more 
comprehensive examination of the terms of trade between third 
countries and the Soviet bloc. The determination of how rigid 
the controls should be over third countries! exports to the 
Soviet bloc, of course, will be related to the best estimate of 
the proximity of an outbreak of general hostilities. 


Other 
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Other Congressional Action on East-West Trade Senator 
O'Conor introduced a bill during the last session, which was 


reintroduced on January 3 by Congressman Multer, which would 
have the effect of invoking provisions of the Trading With 
the Enemy Act with respect to any country whose armed fcrces 
are in conflict with the armed forces of the US, even though 
there has been no declaration of war on the part of the US. 
Senator O'Conor also heads a Senate Commerce subcommittee 
which is investigating the exports of western European goods 
to the Soviet bloc, similar to the investigation last vear cf 
US trade with Communist China. 





The Maybank Amendment of last session will probably be 
reintroduced. It would amend the Defense Production act of 
1950 so as to prohibit all direct and indirect US exports to 
any area which the President finds to be under the control 
of the international Communist movement. If this amendment 
is reintroduced anc the Department is asked to comment, we 
expect to point out that the Executive Branch already has 
authority under the Export Control Act of 1949 to take such 
action in the interest of national security and to state our 
view that imposition of an embergo by statutory means would 
be undesirable in view of our negotiations with western Euro- 
pean countries for maximum parallel action on security export 
controls. 








UNCLASSIFIED 


COMMITTEES 2 SSP ED ON eRe & Committee on Foreign Supplies 
SUPPLIES AND REQUIREMENTS and Requirements has been estab- 
lished in the Office of Defense 
Mobilization (ODM) to advise on the allocation of materials 
and end items, other then military, to foreign countries and 
to direct this program to assist in the procurement of stra- 
tegic materials abroad. Represented on the policy committee 
are the Departments of State, Treasury, Defense, Interior, 
Agriculture, Commerce, Labor, and the Economic Cooperation 
Administration, Defense Production Administration, General 
Services Administration, and Special Assistant to the Presi- 
dent Harriman. William Foster of ECA will chair the group. 


In 
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In setting up the committee the Director of Defense 
Mobilization pointed out that scarce materials are needed to 
support foreign aid programs and to meet essential require- 
ments of the free world. He emphasized that a balanced ap- 
proach to the problem must be made so that the US economy is 
adequately supported, while at the same time countries whicu 
Supply us are helped to produce an increasing flow of strategic 
materiais. 


The order creating the committee specifies that it shall: 
a) Advise the Director of Defense Mobilization on problems 
relating ts economic aspects of foreign requirements, includ- 
ing policies wnich snould ccvern the allocaticn of materials 
and end items, other than military, required to meet approved 
or proposed foreign programs. b) Formulate for the Director 
of Defense Mobilization appropriate suidance for US repre- 
sentatives abroad regarding the policies, plans and programs 
of thc Director of ODM as they may affect the position of 
the US Government in making commitments regarding end items 
and materials available for meeting foreign requirements. 
c) Review for the Director of ODM such proposed legislation, 
executive orders, and administrative orders and regulations 
relating to economic aspects of foreign requirements as he 
may direct. d) Formulete for the Director of ODM policies 
and programs which will employ the economic resources of the 
US for the purpose of obtaining strategic needs from foreign 
sources. 


UNCLASSIFIED 


faa * * 


CONFIDENTIAL 


HEARINGS ON TRADE On January 22 the House Ways and Means 
AGREEMENTS RENEWAL Committee commenced hearings on the re- 
newal of the Trade Agreements Act which 
expires June 12, 1951. After preliminary conversations with 
Congressional leaders end representatives of major business 
organizations interested in the legislation, the Executive 
Branch decided to request a simple three-year renewal of the 
Act without asking for increased authority beyond its present 
scope. At the end of the first day's testimony, State Depart- 
ment officials were optimistic that eae favorable report would 
be made by the committee. House leaders have viven us assuranc 
that the iecgislation will have passed the House by February 15. 
It appears that the Act will have more difficulty in the Senate 





In 
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In his testimony before the committee, the Secretary 
pointed out that the trade agreements program has become a 
fundamental part of our foreign policy and that each renewal 
by the Congress has been a welcome indication to the rest of 
the world of the desire of the US to play a leading part in 
the constructive work of expanding world trade. In placing it 
in the context of our total foreign policy, he stated that 
everything possible must be done to build up the military 
strength and economic base of the free world and to give its 
people a real stake in its future. The trade agreements pro- 
gram has been a major element in our participation in the pro- 
cess of expanding world trade which is an integra) part of the 
precess of building this strength. Only by a greater exchange 
of goods between countries can the full benefits of economic 
development and greater production be maintained. 


During the sixteen years which the Trade Agreements Act has 
been in effect, we have negotiated trade agreements with 45 
countries, with which in 1949 we carried on about 75% of our 
foreign trade. These countries and the US together carry on 
82% or the total trade of the world. In these nezotiations 
the Administration has kept continuously in mind the needs of 
producers and workers in both US industry and US agriculture. 
As indicative of the care with which the vrogram has been 
administered by the interdepartmental trade agreements organi- 
zation, out of the thousands of US tariff items which have 
been reduced or bound, there have been oniy 20 applications 
for use of the escape clause because of injury to domestic 
industry. Five of these applications are still pending before 
the Tariff Commission. Only one has been found to justify 
action. In that case, action was promptly taken and the con- 
cession withdrawn. The concessions we have granted have applied 
almost equally to agricultural products and non-agricultural 
products. In return, we have obtained slightly more concessions 
for agricultural than for non-arzricultural products. Of the 45 
agreements 14 are bilateral. Since 1947, our tariff negotia- 
tions have been undertaken multilaterally under the General 
Agreement on Tariffs and Trade, which has increased the bene- 
fits obtained under the program and has widened the area of 
world trade covered by reductions of tariffs and tariff prefer- 
ences. Thirty-two countries are now parties to that Agreement 
and seven more are now negotiating to acceae to it. The prod- 
ucts included in the tariff schedules of the General Agrecment 
account for somewhat over half the entire trade of the world. 
The Secretary pointed out as varticularly notable that during 


che 
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the period of this. activity the peorle of the US have achieved 
the highest levels of prosperity and real personal income that 
this councry -nas ever known. 


Although no large-scale negotiations are in prospect dur- 
ing the next three years, which will be a period of consolida- 
tion and adjustment in the trade fieid, there will undoubtedly 
be adjustments in existing agreements. 


Continued participation by the US in the cooperative 
effort to improve the conditions of world trade will be recog- 
nized both at home and abrcead as cne clear indication that 
behind the shield of military power which we and our allies 
are creating, the techniques of growth and expansion are being 
maintained intact. Continuation of the trade agreements pro- 
gram is one wey in which we can assure the peoples of the free 
world that economic expansion and risinz living standards for 
all countries is still the gcal of the US. 


© “.SIDENTIAL 


* * * 
SECRET 


PROPOSALS FOR BROADER USE As a result of increasing concern 
OF MONSTARY FUND RESOURCES over the inactivity of the Inter- 
‘netional Monetary Fund in financial 
Operations which is seriously hampering the Fund's ability to 
promote the commercial and monetary policy objectives, two ;jro- 
posals have recently been made for the revitalization of the 
Fund. The UK Director on the Fund has informally proposed an 
arrangement which would encourage sterling drawings on the 
Fund by permitting the repayment of such a drawing without 

the use of gold or convertible currencies as is presently 
required. The second proposal by Gutt, IMF Managing 

Director, would stimulate members to take serious steps 

toward the implem:ntation of the Fund's objectives by assuring 
them of access to its resources as a second line of reserves. 
These proposals, as well as general policies regarding the use 
of Fund resources, are now being discussed informelly in 

the Fund. 





The 
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The Articles of Agreement permit a member country to draw 
on the resources of the Fund tc meet temporary balance-of- 
payments disequilibria by purchasing a foreign currency with 
its own currency. Such drawings are subject to repayment by 
the member through the repurchase of its currency with gold 
or convertible currencies according to a formula based on the 
Fund's holdings of its currency and the member's monetary re- 
serves of gold and convertible currencies. However, few currency 
Sales are being made by the Fund under present conditions; 
Brazil's 510 million sterling drawing, which was approved by 
the Fund this month, represents the only drawing since the 
latter part of 1949. At the US request, the Fund long ago 
ruled out US dollar drawinzs by ERP participants save in excep- 
tional or unforeseen circumstances, and no such drawings have 
been made. The Fund has also followed a policy, again urged 
on it by the US, of withholding its dollar resources from any 
member who is unable to meet a set of most severe criteria. 

In addition, the requirement that repurchases be made only in 
gold and convertible currencies, in effect US dollars, has 
deterred members from drawing soft-currencies from the Fund. 


In order to encourage the use of the Fund's soft currency 
resources, the UK Director has informally offered a proposal 
whereby a member drawing an inconvertible currency can be re- 
lieved of the obligation to repurchase in a convertible cur- 
rency. This proposal was put forward to take care of relatively 
moderate sterling drawings for limited periods of time. Under 
the proposal if Chile, for example, secured a sterling drawing 
from the Fund, it would be able to repay this drawing when it 
achieved a sterling surplus by giving this sterling to the UK 
which would use it to purchase Chilean pesos from the Fund. 

The UK would then turn these pesos back to Chile and both 
countries would return to the positions they had in the Fund 
before the original drawing. While it has the obvious advantages 
of encouraging a broader use of the Fund's resources and per- 
mitting the Fund to serve a useful purpose in handling temporary 
disequilibria among the soft currency countries, this proposal 
contains several features which call for further study. The 
transactions involved in the repurchase arrangements are bilateral 
in nature, whereas the Fund is designed to promote multilateralism 
and to handle multilateral transactions. This proposal would 
eliminate the possibility of the Fund's improving the quality 

of its resources by increasing its holdings of convertible cur- 
rencies. In addition, since this proposal goes beyond the pro- 
visions of the 4rticles of Agreement, its adoption might set a 
precedent for breaking down other safeguards of the Articles. 


While 
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"hile the proposal of the UK Director is designed only 
to encourage soft currency drawings, Gutt has offered a prc- 
posal which would permit the Fund, through the wider use of 
all its resources, to assume a more effective role in stimulat- 
ing its members to carry out its commercial and monetary policy 
objectives. Gutt has sugzested that, in the present improved 
world monetary situation, the Fund's resources could be made 
available to encourage its members to undertake practical pro- 
grams cf action designed to help achieve the purposes of the 
Fund agreement. Such programs would be directed toward the 
achievement of monetary st-bility, the adoption of realistic 
rates of exchange, the relaxation and removal of restrictions 
and discrimination, and the simplification of multiple currency 
practices. If the program cf a merber country were found agree- 
able to the IMF, the member would be assured that the Fund's 
aid would be forthcoming in the event that implementation of 
the »roposed prorram resulted in temporary balance-of-payments 
difficulties. Members would presumably be willing to incur 
greater excnange risks in adopting programs cf liberalization 
if the availability of assistance from the Fund could be 
counted upon. The US Executive Director has pointed out that 
this proposal raises questions concerning the degree of caution 
and rigor with which it would be carried out, the need fcr 
review of develcpments under approved action programs, and the 
right of last-minute challenge on a drawing. 


* * * 








——— 


REVIEW OF US We have reviewed our Danube policy to determine 

DANUBE POLICY whether the US could at this time undertake any 
useful action to restore freedom of navigation 

or whether the Danube issue could be utilized to advantage in 

any negotiations with the USSR. However, it is recognized 

that unless the power situation in Europe changes there is littl 

hope that the west may achieve its objectives witn respect to 

freedom of navigation on the Danube. 








The US should continue to regard the Belgrade Convention 
of 1948 as invalid, recognizing the statute of 1921 as the only 
binding international regime for navigation on the Danube. In 
cooperation with the UK and France we should continually seek 
every practical means to open the Danube to free navigation, 
utilizing My opportunity for bringing pressure to bear on the 
USGR and its satellites which may result from western control 


of 
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of the upper Danube and the situation created in Danubian 
navigation and within the Danube Commission by the changing 
position of Yugoslavia. Insofar as it is consistent with 

our political aims in regard to Yugoslavia, the difficulties 
of that country with the satellite nations on the Danube queés- 
tion should be utilized for propaganda directed against the 
USSR and its satellites. If the general situation in the 
Danubian and Balkan area, created by the violation of the satel- 
lite peace treaties and threats to the security of Yugoslavia 
and Greece, is raised with the USSR, the issue of freedom of 
navigation on the Danube should also be mentioned. While the 
western powers should be prepared to negotiate on the question 
of a new international regime for the Danube they should not 
oos* to repeat any such procedure as the Danube Conference of 
1946. 


Develooments Since Belgrade Conference Although the US 
has adequately publicized its opposition to the Belgrade Con- 


vention, no discernible effect has been made upon the actions 
of the Communist nations nor has the USSR given any evidence 

of weakening on the issue. The only formal action by the 
western powers since the Belgrade Conference was the submission 
of protest notes to the eastern bloc nations. Other than pro- 
vocative replies from the USSR ana Czechoslovakia, no further 
acknowledgement has been made. We have not considered it 
worthwhile to take the matter before the UN or the International 
Court of Justice. The possibilities of bringing economic pres- 
sure to bear are limited. The USSR controls the major portion 
of the river and the economic necessities of the Soviet bloc 
nations, at least at the present stage, do not seem to require 
any concession to the western position, although their trade 
with Germany and Austria via the Danube was important to them 
before the war and could benefit them again if revived. 


The British and French Governments have adopted the same 
general attitude toward the Belgrade Convention as has the US. 
There is no reason to believe their attitude toward the problem 
has altered. However, there is no indication that either would 
favor raising the issue directly with the USSR other than as 
a pure formality and as a matter of record, in the absence of 
concrete indications that the Soviet position has weakened. 


In opposition to the western position, the USSR and the 
satellites have consistently maintained the validity of the 
Belgrade Convention. The USSR has proceeded to implement the 
Belgrade Convention and regular meetings of the Danube 


Commission 
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Commission created under it have taken place. The last such 
meeting was held at Galatz during December 1950 and the next 
is scheduled for May 1951. The maintenance of a Yugoslav 
position in the Commission is becoming increasingly difficult 
and the Yugoslavs have denounced Soviet domination of the 
Commission both within its meetings and in propaganda. In 
spite of Yugoslav dissatisfaction, the Commission has been 
able to operate and the working out of the Belgrade Convention 
has not presented the west with an opportunity to exert pres- 
sure for its revision. Nor has the west found it necessary or 
desirable to establish a rival commission to administer those 
portions of the Danube under its control. Several incidents 
hae oocurred involving the shipping of Soviet bloc countries 
on the Yugoslav stretch of the river; however, Yugoslavia has 
not exercised its power to shut off traffic and thus sever the 
middle and lower Danube as a Soviet-bloc waterway. Some Yugo- 
Slav traffic has been allowed to nass through Hungary and the 
Soviet Zone of Austria to western Austria and Germany and the 
Soviets have conditionally approved limited Austrian traffic 
through the Soviet zone. However, recent west German efforts 
to obtain safe passage for their Danubian vessels enroute to 
Hungary proved fruitless since the Hungarians declined tc raise 
the issue with the Soviets. 
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INTERNATIONAL COMMODITY US, British, and French representa- 
GROUPS TO BE ESTABLISHED tives have continued discussions 

of the details of the international 
materials committees to deal with shortages, following the 
recent decision that the US should issue invitations to the 
principal vroducing and consuming countries of those commodi- 
ties in which some form of international action is urgently 
required. (See page 1, January 15, 1951 issue of Current 
Economic Developments. } 











The US Government, through the new Committee on Foreign 
Supplies and Requirements, has decided to support the forma- 
tion of international committees for the following commodity 
groups: a) copper, zinc, lead; b) manganese, nickel, cobalt; 
ec) tunrsten, molybdenum; d) tin; e) wools f) sulnhur; g) cotton. 


The US, UK and French representatives are also agreed 
that the confidential rubber meeting scheduled for February 5 
in London should, if feasible, be brought into relation- 
Ship with the commedity committee in Washington. ‘The final 
Gecision as to whether to do this will devenc largely on 
whether Indon2=sia is willing to particivate in machinery that 
is associated with the defense efforts of the free worlc. For 
the same reascn, the three governments have agreed that the 
issuance of invitations to a tin committee should te postnoned 
for the time being. | 


Final agreement among the three governments on the remain- 
ing cormittees has not yet been reached, but it is expected 
that invitaticns can be issued this week for the majority of 
the committees listed 


It is generally agreed that the Central Group, now con- 
sisting of the three governments, must be enlarged at a later 
date. io final plan for that enlargement has been adorted 
nor any schedule established. In the meantime, consultations 
are taking place with other governments and regional organiza- 
tions as to the best method of expanding the representation, 
while keening the membershin small. The Central Groun will 
have no powers other than to keep commodities under review, 
form additional commodity committees where required, and 
provice a central service mechanism for the commodity 
committees. 
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The UK has named Viscount Knollys as its representative 
to the Central Group, and France has named Raoul deVitry, who 
has accompanied the Pleven party to Washington. The US repre- 
sentative has not yet been named, but will be apnointed by 
and responsible to the Defense Production Administrator, 
General Harrison. Recommendations as to the policy to be fol- 
lowed by the US representative is one cf the responsibilities 
of the new interagency Committee on Foreign Supplies and Require 
ments established by Mr. Wilson (ODM) with Mr. William Foster 
as chairman. This committee includes representatives of the 
State Department end other interested agencies. 
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US PRICE CCiTRCLS APPLY The general US price control regula- 
TO EXPORTS AND IMPCGRTS tion, issued January 26, establishes 
price ceilings for both exports and 
imports as well as for domestic commodities at the highest 
levels charged in the period December 19, 1950 - January 25, 
1°51. When foreign governments were advised of the impending 
action they were told that, although it wili not be tne general 
policy of the US Government to make exceptions for imports and 
exports, there will be a procedure for adjusting hardship cases. 
The regulation states that opportunity will be afforded, through 
arrangements to be made. .by the Department of State, for con- 
sideration by the Director of the Office of Price Stabilization 
of the views of foreign governments regarding adjustmerts of 
ceiling prices cf commodities which are of snecial concern to 
them. It is the intention of the Office of Price Stabiliza- 
tion to issue, as soon as practicable and after consultation, 
additional price ceiling regulations, some general in scope 
and some tailored to meet the senarate problems of individual 
industries. 





Sales by persons cxporting commodities from the US (or its 
territories and nossessions) are subject to the regulation. 
If the ceiling price is determined by the seller for domestic 
purchasers, it may be adjusted to take account of the Seller's 
customary differentials for export sales. Sales made within 
the US, its territories and possessions, of commodities importec 
from other countries are subject to the provisions of the regu- 
iation. Special provision is made for certain importers, 


permitting 
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permitting them to pass on vrice increases for imnorted zgocds 
which they receive after January 26 under contracts entered 
into on or before that date. The pourpose of this »rovision 
is to avoid interruptions in the flow of essential imported 
commodities, and the consequent reduction of supplies avail- 
adie for the defense program, as well as to avoid the damage 
to our relations with friendly nations that woulc result if 
importers cancelled contracts. When deliveries on existing 
contracts nave been disposed of, the importers' ceiling price 
reverts to the base level. 


The intention has been to include in the general reguia- 
tion all sellers of commodities and services excent where legal 
or strong practical reasons require their exemntion. The Defense 
Production Act of 1950 exempts some items and services, none of 
which has an imvortant effect on foreign trade. Due to socecial 
US legislation, domestic agricultural anc related commodities 
are exempted from controls. Raw and unprocessed arricultrual 
commocities when sold by the »roducer have been exempted as 
have fresh fruits and vegetables and fresh fish and sea-food, 
because of unusual marketing factors and seasonal and nerisnable 
character. Regulations for such commodities and livestocr wiil 
be issued as soon as »nracticable. In some instances exemptions 
for certain agricultural commodities were based unon considera- 
tions of essential supply. 


Provision for relief is made for agricultural commocities 
or commodities processed or manufactured from agricuitursl come 
mcaities whose prices are at present beiow the "parity" stand- 
ards set for them in the Defense Production Aét of 1950. iInm- 
vorted agricultural commodities are not covered by the parity 
adjustment section but rather by the generai provisions on 
imvorts. 
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US VicwS ON GORMAN A US position on issues relating to the 

OBL LL SMoNT settlement of German debts has becn vre- 

pared for guidance of our delegation to 

the Intergovernmental Study Group on Germany (ISG), which re- 
convenes on January 30. An interdepartmental committee nas 
aonyroved the outline of a substantive framework for tne settle- 
ment of Germany's prewar debts which it considers consistcnt 
with principles approved by the Tripartite Foreign Ministers 


meetin: 
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meeting last September. The interdepartmental committee also 
considered the debt settlement procedure tentatively proposed 
by the ISG and recommended modifications in order to implement 
the decisions of the Foreign Ministers in Brussels last Decem- 
ber concerning the development of a new relationship between 
the occupying powers and the Federal: Republic. 


No agreement has yet been reached on the handling of 
postwar governmental claims, although it has been agreed that 
this issue must be resolved in connection with any scttlement 
of the prewar debts. The interdenartmental committee is con- 
tinuing to discuss this »nroblem and the US delegation will be 
instructed when a decision is reached. The committee is also 
continuing to study other issues relating to the settlement of 
German debts, including treatment of wartime claims, and the 
determination of debts to be covered by the settlement. 


Principles Governing Settlement The Foreign Ministers of 
the US, UK and France, in their New York meeting last Sentember 


called for the formulation of a plan for the settlement of clai 
against Germany, including both prewar external public anc >sri- 
vate cebts of all tynes and claims for postwar economic assist- 
ance, in accordance with certain principles. They agreed that 
the total effect of the settlement should not dislocate tne 
German economy through undesirable effects on its internal 
financial] situation and should not constitute an undue crain 

on existing or notential German foreign exchange resources. It 
shoulc also not add appreciably to the financial burden of any 
occupying »vower. The settlement arrangements should assure fai 
and equitable treatment of the interests affected and remove as 
far as practicable obstacles to normal economic relations betwe 
the Federal Republic and other countries. 


The US outline of a prewar debt settlement plan is consist 
ent with the general principles set down by the Foreign lWinis- 
ters. We believe that existing obligations should be excnangec 
for new obligations which vrovide for interest and capital pay- 
ment in accordance with the plan, end that the debt burden shou 
be scaled down to bring it within Germany's prospective ability 
to pay. The vlan should maximize the settlement of external 
cebts in new foreign exchange obligations and should minimize 
settlement in marks, subject to German agreement to control re- 
sulting mark balances in order to assure that their use will 
not be inconsistent with the purposes of the plan as a whole 
or impair German ability to earn foreign exchange. The exist- 
ing voluntary mark settlement procedure should be superseded by 
approvriate arrangements under the plan. Foreign exchange pay- 
ments for servicing external prewar debts should be fixed at 


the 
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the lowest rate which will still assure acceptance of the plan 
by private creditors and should be made even while Germany re- 
ceives US aid. We would be willing to accept, if necessary, a 
minimum payment as high as $25 million, or about 2% on the nomi- 
nal prewar debt. This annual payment might be increased in the 
future to reflect improvement in Germany's ability to pay. The 
terms of the debt settlement should not discriminate between 
currency areas, 





Settlement Procedure In accordance with the instructions 
of the Foreign Ministers meeting in New York, the ISG has pro- 
posed a procedure for working out and implementing a settlement 
of Germany's prewar indebtedness, Under this procedure, the 
process of reaching a settlement would be divided into four 
stages: 1) preparation of proposals at the governmental level; 
2) consultation with creditors and with other governments, in- 
cluding the Federal Republic; 3) development of agreed settle- 
ment arrangements; and 4) negotiation of individual settlement 
arrangements, The plan envisages negotiations between Germany 
and its creditors concerning the details of the settlement plan 
and outlines the possibility of incorporating the settlement 
arrangements in an international instrument to be accepted by 
the countries concerned. The occupying powers would, however, 
remain in full control of the settlement plan before its com- 
pletion and would malze the final decisions, 





However, the discussions of .the Foreign Ministers at 
Brussels indicated that the reserved powers and the position 
of the occupying powers as the supreme authority in Germany are 
now in the process of dissolution and that these powers can 
hardly be expected to maintain the necessary authority during 
the time it may take to develop an agreed settlement plan. 
While not considering it necessary to abandon the procedure pro- 
posed by the ISG, the US has instructed its delegates to propose 
certain modifications to meet this situation. We consider it 
essential that Germany's role in the procedure should be expanded 
and that the stage two consultations, which had been envisaged 
as a consultation of the three governments separateIy with the 
creditors and the Germans, should be transformed into a meeting 
directly between the Federal Renublic and its creditors. The 
Study Group should agree that its work must be drastically 
speeded up and should give highest priority to establishing 
agreed principles on the substance of the debt settlement, which 
could be incorporated in a contractual arrangement with the 
Federal Republic if this became necessary due to the abolition 
of the reserve powers before the plan is completed, 


* * * 


GERMAN 
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GERMAN-FRENCH DIFFERENCrS Whether or not the Schuman Plan 
ON SCHUMAN PLAN PROVISIONS becomes a reality now seems to 
denend on settling the Ruhr 
deconcentration nroblem with the Germans. Since June of 
last year, Belgium, Italy, Luxembourg, the Netherlands 
France and Germany have been in aimost continuous session 
in Paris, working out the detailed provisions of the treaty. 
ionnet, chairman of the group, has given the negotiators 
until February 4 to settle their last differences, ali of 
which seem capable cf solution shortly if the German problem 
is solved. There has been an agreement on the special case 
for high-cost Belgian coal which would provide a fund: to 
enable Belgium to sell coal below cost for five years, during 
which time. the less crofitabie mines would be closed and | 
other mines modernized. There remain certain methods cf 
application to be stinulated, dut this problem, which so long 
was a major obstacle to treaty agreement, now seems well on 
the way to solution. Cther questions unde’ ciscussion in 
Paris are the leral framework of provisions concerning the-- 
transitional oceriod, customs, tariffs, and assurances requested 
by Italy for North African iron ore. 











Deconcentration Protlem The real Schuman Plan negotia- 
tions are-no longer in Paris but in Bonn. The Germans are 
currently faced with the likelihood that tne present Ruhr 
coal sales monopciy will be broken un by the occupying 
powers' deconcentration »orogram. Accordingly, until there 
is final agreement on the extent to which this program will 
go, the Germans apnear unwilling to agree to provisions in 
the Schuman Plan treaty designed to nrevent private agree- 
ments cr mergers among enternorises subject to its jurisdiction, 
where such agreements woulda materially reduce competition 
in the coal or steel markets of the area. The French wish 
the final treaty to contain strong anti-cartel »rovisions, 
primarily because they are fearful of the peroetuation or 
reconstitution of the present Ruhr coal sales mononoly on 
which the Frencn steel inavstry relies for its coking sup>lies. 
France asks for abolition of the DKV, the kKuhr sales organiza- 
tion which for 50 years has monovolized sale of fuel, since 
Frances believes this body favers German iron and steel and 
further because it »uts great »volitical power in tne hands 
of a small number of businessmen. German industrialists 
and syndicates nave declared thenselves in favor of main- 
taining the single agency. France also wants to dismember 
large German iron and steel trusts, so that the largest 





enterzrises 
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enterprises would produce no more than 1,700,000 tons of 
steel a year, as comvared with three or four times that 

much for existing establishments in normal times. France is 
also opposed to coal-steel affiliations which place certain 
mines and certain iron and steel enterprises unaer common 
control, as such a system permits favoring German steel pro- 


ducers. 


It is too early to predict yet what the outcome of the 
Bonn negotiations will be. Leading Federal Renublic offi- 
Cials anparently stillstrongliy desire the Schuman Plan as a 
step toward European intezgration and are sincerely working 
to solve the vractical and political obstacles to its 
adoption. German industrialists, however, have participated 
in a recent attack unon the Plan by the national associations 
of producers in the six countries. German steel interests 
are exploiting the desire for the Plan and the weakness of 
the government coalition to try to extcrt concessions under 
the deconcentration law. Mining interests, both labor ana 
capital, are likely to oppose the Plan because of the effect 
on the DKV monopoly. The fate of the Plan rests on any 
agreea basis for the settlement of the deconcentration problem 
which is reachea at Bonn and the reaction to it of the German 
Cabinet, Bundestag, industry and unions. Some progress has 
been made with the Germans and our representatives are push- 
ing negotiations vigorously to settle outstanding issues. 


US Position Our position on the Plan remains unchanged. 
We are anxious that negotiations be quickly and successfully 
consumated. We believe strong anti-cartel provisions are 
desirable in themselves and essential for French ratifica- 
tion. We recognize that discussions on ratification will 
raise political issues of the first importance to the coun- 
tries concerned. In the end, if they ratify the Plan, 
we feel that it will be a tribute to their imagination 
and courage. It will represent an experiment in new con- 
cepts of sovereignty and of international organization, 
which may in the end helr to knit the free nations of the 
world with stronger and more enduring ties. 





—~ 
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MAJOR FOREIGN ECONOMIC DEVZLCPRENTS A recent Devartmental 
REVUALZSD BY TUTERIATIONAL IiDICATCRS commentary accomnanying 
an experimental issue 
of a statistical bulletin "International Economic Indicators", 
which may become a regular monthly publication, states that 
during the third quarter of 1950 the trend toward balance in 
the US current international account continued. Except for 
military shipments, there appear to be good prospects for 
the US current account to remain in a fair degree of balance 
for the next quarter or two. US gross national product showed 
a big rise. Industrial production in western Eurone continued 
upward, with preliminary figures for five ERP countries showing 
a combined index of 133 for Uctober, as compared with 128 in 
June. (1938 is the base period with an index of 100.) The 
October index was 155 for the UK, 129 for France, 129 for 
Belgium, 149 for Norway, and 10@ for western Germany. A 
number of imvortant foreign countries increased their goid 
and Gollar holdings and it is expected that dollar reserves 
will continue to rise. Meanwhile, US Government grant anc 
loan assistance to foreign countries in the third quarter of 
1950 declined to the lowest point since the start of the 
Euronean Recovery Program. Increases in wholesale prices 
and living costs have been particuiarly rapid since rid-year. 
For examrle, in the UK the June to Cctober rise in wholesale 
crices was about C.5%, in France 12%, and in western Germany 
lly. 








Balance-of-Payments In the third quarter US exports of 
goods anc services exceeded imnorts by only $71 million. The 
most imvortant factor contributing to the reduction in US 
surplus has been the rise in the value of raw material imports 
from Asia, Africa and Latin America. Although exports fell 
during the first three quarters of 1950 they are now beginning 
tc rise and that trend is expected to continue. Factors 
which will make for a further rise in exrorts are the improved 
gold and dollar positions of other foreign countries and pros- 
nective shioments under the Military Defense Assistance 
Program. On the other hand, US export controis ana a tapering 
off cf DCA aiu will tend to dampen exports. A continued ex- 
yansion of imnorts is also probable. Factors contributing 
to the rise are the expected further increase in US national 
income, shortages of domestic commodities, and the increased 
need for raw materials for the defense nrogram anda for stock- 
siling. However, the rising military production in Eurone 
will tena to restrict the goods available for export to the 
US and thcre are limitations on the ability of foreign countries 
to exnand their output of raw materials. 
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The US had a current account deficit with the sterling 
area in both the second and third ouarters of 1950 and a 
deficit with Latin America in the first and third quarters. 
Aithough the US surplus with FRP countries and their denend- 
ancies was cut from $454 million the first quarter to $191 
million in the thirc quarter, this improvement took place 
largely in the balances of those countries having overseas 
denendencies which benefitted from the rise in raw materials 
orices. 


Net US governmental long-term capital outflow was only 
»39 million in the third quarter, while net porivate long-term 
capital outflow was $525 million. The sharn increase in 
~rivate foreign investment was accounted for by the speculative 


flow of canital to Canada and the $225 million private bank 
loan to France. 


. The Us ocean shinning account showed a surplus of only 
$68 million in the third quarter as against $19¢ ard 3140 
millior. for the first and second quarters. Except for the 
surplus on nort expenditures, the US would have had a ceficit 
on ocean shinning account in the third suarter. The nercentage 
of US 5 40g vessel pnarticinsation in the tonnage of US ocean- 
berne trade hes declined steadily. 


Foreign countries increased their gcid end dollar hold- 
ings by nearly »1.6 billion in the th ‘ird quarter. The largest 
increases occurred in the reserves of the UK (2 ~3 billion) 
and Canada($.6 billion). while the reserves of Latin American 
countries increased by more than $200 million. Indications 
are that foreign gold and collar reserves will continue to 
rise throughout fiseal 1951 tut at a somewhat reduced rate. 

international Trade Althcugh Us exports to the ERP ccun- 

tries declined in 1950, tne volume of ERP country iuperte fron 
all countries has been maintained. Exports of ERP countries 
tc ron-pcerticipating countries incveased by volume from 109 
1938 = 100) in 1949 to 128 in the third ouarter of 1950. 
Intra-ERF trade increased trom 95 in 194° to 123 in the third 
quarter of 1950. The exvansion of Europe's exports has been 
accompanied by a substantial aetcrioration in the terms of 
trade of the BRP 4 ty oie pt Whiie certain of these countries 
nave increased their invisible earnings in denendent terri- 
tories due to nigher raw material prices, the vrices of 
merchandise imoorts have increased relative to the norices 

of the exports. 





Exports 
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Exports to Soviet Europe by ERP countries totalled $224 
million as against imports of $283 million for the first six 
months of 1950. This compares with exports of $765 million and 
imports of $928 million for the full year of 1949. 


While US merchandise exports declined in value from $2,510 
million in the second quarter of 1950 to $2,446 million in the 
third quarter, the value of US imports increased from $1,928 
million to $2,386 million over the same period. The US had 
an over-all merchandise survlus of $60 million for the third 
quarter as against $582 million for the second quarter, but 


this country had deficits of $81 million with Asia, $206 million 
with Latin America, and $57 million with Africa. We were in 
approximate balance with Canada and we cut our merchandise sur- 
plus with the ERP countries and dependencies from $501 million 
in the second quarter to $302 million in the third. At least 
two-thirds of the increase in US imports can be attributed to 

a rise in actual volume and the remainder to an increase in 
import prices, 


Economic Assistance The decline in US Government assist- 
ance is shown by the fact that grants were at an annual rate 
of $4.3 billion in the first half of 1950 and $3.6 billion for 
the third quarter as compared with a total of $5.3 billion for 
1949. MDAP assistance is far from the rate vrovided under the 
$7.2 billion avpropriation. US Government loans amounted to 
$95 million in the third quarter, $123 million anc $116 million 
in the first and second quarters as against a total of $643 
million for calendar 1949. International Bank loans totalled 
$60 million for the first three quarters of 1950 as against $68 
million for the calendar year 1949. 





US General Economic Indicators The US gross national prod- 
uct rose by $14 billion in the third quarter of 1950 to an annua. 
rate of $264.3 billion, with perhaps a third of the increase 
attributable to higher commodity prices. Industrial sroduction 
rose from 199 in June 1950 to 215 in October, the highest since 
June 1945, dropning slightly to 214 in November. US military 
expenditures have not yet reflected to any considerable depree 
the increased apvrovriations which have been made since the 
Korean outbreak. For the first three quarters of 1950 military 
expenditures have averaged about 4.5, of total national »vroduc- 
tion. By the end cf 1950, military expenditures are expected 
to rise to 15% and expenditures on all national security »rogram. 
to 17% of the national production. Total national production 


will 


DECLASSIFIED FOR PUBLICATION IN FOREIGN 
RELATIONS OF THE UNITED STATES 





CONFIDENTIAL 
- lle 


will continue to rise, reflecting an increase in hours of work, 
larger civilian employment and additions to capacity. The rise 
in the value of the gross national vroduct will, of course, 
depend in considerable measure upon the effectiveness of meas- 
ures for controlling vrices. In October unemployment was less 
than two million, the lowest since the war, and the total 
civilian labor force was nearly 64 million. The total labor 
foree will be expanded beyond the normal rate of increase as 

a result largely of the employment of more women in industry. 
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JAPANESE OFFICIAL DISCUSSES Governor Ichimada of the 
ECONOMIC PROBLEMS Bank of Japan is now in 
Washington for exploratory 
talks with US officials on various Japancse economic 
questions. During these talks, he nas emphasized 
Japan's ability and willingness to make a contribution 
to the defense of the free world against communism anc 
urged that Japan's oroductive facilities be included 

in US planning for defense rearmament. In this connec- 
tion, he outlined Japan's need for US financial assist- 
ance, which he felt should be considered in the light 
of a contribution for production cf equinment for re- 
armament, ana urged special consideration for Japan in 
the allocation of scarce materials. Ichimaca also dis- 
cusscd Japan's desire for membershinv in the International 
Monetary Fund, tne release to the Bank of Janan of gold 
formerly owned by it, end release, either for purchase 
or for charter by Japen, of idle US shioving facilities. 
He justified the request for shins by vointing to the 
relatively small share that Janan's own shipping now 
has in its total trade, rising shipping costs, and 
anticipated shortages in Shipping spacc. 





Governor Ichimade expressed Japan's great interest 
in securing Eximbank loans, in narticular a $l billion 
five-year credit for the exnansion of Japan's clectric 
nower industry, ana credits equivalent to those which 
Japan has extended or plans to extend to finence its 
exnorts of plant and equinment to underdeveloved coun- 
tries, orimearily in Southeast Asia. He felt that an 
Eximbank loan was necessary to counteract the serious 
inflationary imoact of the pronosed program of large 
exvorts of eauinment and would be used to. »urchease 
US cquioment to improve the »roductive canacity of 
Japanese industry. US reprcsentatives indicated 
that objections to such a loan were raised by the 
tie-in feature, Javan's oresent large dollar balances, 
and the sroblem of raw matcrial and equinment avail- 
abilities for exvnort from the JS. In renly to his 


request 
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request that the now renaid Eximbank loan for Japanese 
raw cotton imports be renewed as 2 rcvolving furd for 
shorteterm purposes, US officials emphasized the special 
nature ef this loan and expressed doubt as to whether it 
could be renewed at vresent. 


An outline of Japan's import program for 1951-2, 
which calls for large imvorts of raw materials and 
equipment, was made by Ichimada. He indicated that 
his advice has bcen to convert as much of Janan's dollar 
holdings as nossible into raw materials since »resent 
stocks are very low. He is therefore exceedingly con- 
cerned about Japan's position in US allocation of these 
materials. He was informed that the new allocation 
procedures, ooth domestic and international, ere still 
in the formative stage but was assured that we would 
continue to do everything possible to assure Japan 
equitable treatment. 


In answer to his inquiry concerning the Inter- 
national Monetary Fund, Governor Ichimada was informed 
of the procedure and requirements for membershin. 

The possibility of Japan's becoming a member of the 
Fund raises special problems in that it would be neces- 
sary to arrange for the return to Japan of adecuate 
powers in the field of exchange rates and foreign 
exchange nolicy and procedures to enable Japan to 
assure the Fund of its ability as 2 sovereign country 
to fulfill the obligations of the Articles of Agreement. 
Ichimada was informed that tentative calculctions by 
the Fund staff had indicated that Japvan's quota might 
be about $290 million and that 25% of this figure or 
10% of Janan's nct reserves of gold 2nd convertible 
currencies, whichever is smailer, would indicate the 
ordcr of magnitude of the required gold subscrintion. 
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ANALYSIS CF SOVIET Soviet production soared tc new heights 
TORO ECONCHIC. REPORT in 1950, according to a published USSR 
repert which stated the plan for all 
USSR industry was fulfilled by 102%, with gross value of pro- 
duction 23% more than in 1949, Plan overfulfillment was 
claimed for practically ail ministries. The 1950 report added 
little new information with which to judge Soviet progress 
under the five-year plan. Whereas 1949 and earlier reports 
occasionally linked basic indices either to the 1940 base or 
to 1950 goals, this latest renort does neither except in the 
agriculture section. 





It is interesting to note that 1950 was treated merely 
as the year following 1949 and there was no effort to exvloit 
the obvious occasion of conclusion of the fourth five-year 
plan. Embassy Moscow believes this was done because a compre- 
hensive review would have revealed that all consumer goods 
industries missed even the modest aims of the original plan. 
In an analysis of the report, the Embassy conciudes that 
de-emphasis on civilian aspects of the Soviet economy in- 
creased if anything last year. Certain commodity trends, 
discernible particularly in tne fourth quarter, may fore- 
shadow more pronounced develonments in that direction in 
1951. While there was no clear evidence of nroduction cut- 
backs or general diversion of plant and raw materials to 
military production, this must te considered in the context 
of the trend of the past five years away from consumer gocds 
and tcward the military pcetential. Thus, the present inter- 
national tensions might tend to pvroduce only relatively minor 
adjustments in Soviet economic policy. iso, USSR industrial 
indices are better designed to conceal than to reveal the 
real substance of internal economic developments. The only 
really noteworthy Soviet successes in the industrial plan 
are presumed to be in branches subject to comylete security 
blackout. 


The most surprising announcement was that the official 
labor force totals 39.2 millions. This is nearly six million 
more workers tha: originally planned for 1950 and two million 
svove generaliy accepted estimates. 


From the renort's gross industrial production index, the 
Embassy estimates the 1950 gain is 45 billion rvbles for a 
total of 240 billion, about 35 billion over the five-year 
goal and 102 billicn over 1940 in comparable prices, National 
income rose 2lj, which is estimated as 211 billion rubles, 
nearly 37 billion over 1949, 34 billion over the five-year 
goal, ana €3 billion over 1940 in comraratle nrices. The 


report 
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report states that as a result of lowered retail priccs, 
growth of money wages, increasing monetary income and income 
in kind of veasants, and rise in payments and privileges to 
the nopulation at state expense, the income of workers, em- 
ployees and peasants in comparable prices rose in 1950 by 19% 
compared with 1949. Of course the report failed to explain 
how, in the face of such statistical progress, the Soviet 
consumer has so much less than he was promised for 1950 or why 
he has less than in the best prewar years. 


As to specific industries, Embassy Moscow estimates that 
oil, coal and electric power gains in 1950 over 1949 were 
about equal to the gains the previous year, but that ferrous 
metallurgy expanded at a slower pace, certainly below Soviet 
expectations for the year. The industrial machinery indices 
are mixed, but the significant 35% gain in ball bearings is 
the highest increase since the war and indicates that postwar 
capacity is now in full oneration. Steam turbine output double 
that of 1949 but percentage gains of metallurgical equipment, 
machine tools end electronic motors were substantialiy lower 
than other years. The Embassy estimates that synthetic rubber 
cutput gained nearly 4,000 tons over 1949, but this was well 
below the record 1548 volume increase. Published chemical 
indices roughly followed the same trend. 


In durable consumer goods, the final quarter shows a 
sharp levelling off of the output of radio receivers ana time 
pieces and the annual vnercentage increases of most other durabl 
goods items dronved below 1949 increase rates. Timber deliver- 
ies and windo glass output showed the smallest increase since 
the war and both items are far below the five-year goals. 
However, cement sccred a record 2.2 million ton gain and other 
building material indices more or less held to the 1949 expan- 
sion rates. iowever, unlike reports of the past two years, 
cumulative data on new and restored housing were omitted, proba- 
bly indicating that the 1950 gain was less than the claimed 
increase in 1949. Increase in the rroduction of cotton 
cloth is estimated at about half the previous annual gains 
and woolen cloth about one-fifth. However, silks, linens 
and hosiery generally continued the previous rates of yvrowth. 
Leather shoes set a record gain ana rubber shoe nroduction 
almost equalled the postwar annual average. 


AUSTRIAN 
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AUSTRIAN COMMERCIAL Although ostensibly liberal, Austrian 
POLICY DEVELOPLENTS commercial policy as actually applied 


is protectionist and financially conserva- 


tive from a balance-of-payments standpoint. This is evidenced 
by Austrian action in relation to the General Agreement cn 


Tariffs and Trade, and to the OBEC trade liberalization vrogranm. 


Trade Restrictions Austria has encountered certain dif- 
ficulties as a particinant in the GATT tariff negotiations at 
Torquay because her specific duties are denominated in gold 
crowns and, therefore, their amount in Austrian currency auto- 
matically increases as the schilling devreciates. The change 
in the official rate from 14.40 to 21.36 schillings to the 
dollar resulted in a rise of such duties by about 42%. The 
14.40 rate drastically over-valued the schilling, however, 
and therefore the specific duties resulting therefrom did not 
reflect postwar price increases in Austria. The GATT vermits 
changes in specific duties in response to exchange rate ad- 
justments but only affer consultation with the Contracting 
Parties and if the rate is a par value registered with the 
International Monetary Fund. Austria cannot qualify with 
respect to the latter, but a formula is being worked out 
that will probably allow adjustment of duties in accordance 
with changes in the official exchange rate. Another major 
obstacle in connection with Austrian particivation in the 
GATT is the volicy of protecting domestic farm pnrocuction 
by requiring importers to pay an equalization fee in cases 
where the foreign price is lower than the domestic price. 
This makes tariff concessions on those commodities meanins- 
less, but for political reasons it would be difficult to 
remove the fees. 


As a member of the OELC, Austria particinates in the 
trade liberalization pnrogram., The Austrian intra-Euronean 
trade deficit is considered relatively intractable, howevor, 
as illustrated by the fact that Austrian access to the credit 
facilities of the European Payments Union during fiscal 1951 
is limited to her initial credit position with the Payments 
Union. Because of this fact and the "onen frontier" with 
the Soviet bloc, Austrian officials consider that freer im- 
nortation from western Europe would present special diffi- 
culties and might result in a drain of resources to the east. 
Sven though these difficulties exist, it is believed that 
Austria's reluctance to liberalize trade restrictions may be 


partly 
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partly attributable to protectionist motives of agricultural, 
industrial and financial leaders. Austria also maintains 
an exchange control system but the arrangement under which 
Austrian exnorters are allowed to "retain" substantial 
portions of their foreign exchange earnings for their own 
nurnoses seems to have created a substantial loophole in the 
control system. In a recent period the Austrian deficit 

in the European Payments Union was very substantially in 
excess of the Austrian trade deficit with vnarticivating 
countries, which may indicate a flight of canital of con- 
siderable provortions. 


In line with its commitments to the International 
Monetary Fund, Austria is reported to be eliminating . 
gradually the various devices such as comoensation deals, 
barter transactions anc retention quotas, through which 
implicit multinle exchenge rates are created. Trade and 
industry have bitterly onposed elimination of these »reac- 
tices, however, end numerous exceptions permit their con- 
tinuance. 


Austrian Trade Trends One of the most encouraging 
asnects oi recent Austrian trade development is the increase 
of finished products as against raw material exports. 

Chief finisnea »roduct gains affected are textiles and paper. 
Also, on the wnole, Austrian exvorts have increased greatly, 
a trend which our officials believe renresents a lezitimate 
increase in the movement of goods as distinguishec from a 
mere export value increase resulting from inflationary 
prices. From the noint of view of country patterns, there 
has been a nhenonomal increase of exports to west Germany, 
caused by the almost complete liberalization of German 
trade. In fact, this liberalization reached the point 
where a serious German balance-of-nayments difficulty 
became apnarent, as a result of which quotas were re- 
established in the new trade agreement with Austria. On 
the other hand, Austria's exvorts to Italy have declined 
markedly, aque to the unsatisfactory clearing agreement 
which became effective in Avril 1950. As to officially 
renortec trade with the satellite countries, which has 
traditionally constituted a large share of Austrian com- 
mercial relations, this is above 1949 levels, with the 
exception of Bulgaria. 


In 
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Bread Grain Shortage Austria's major trade problem 
now scems to be to increase imports of essential basic 
commodities in short supply, principally bread grains. A 
deficit of 170,000 tons of bread grains is expected this 
yeer. If this ceficit is made up by substituting increased 
srain shinoments for other ERP assistance, the investment 
program would have to be curtailed, witn the possibility 
of resulting large-scale unemployment. Thus the alterna- 
tives scem to be either US aid in excess of what has al- 
ready been contemplated, or increased commercial imports. 
The government vould prefer the first, but is exnloring 
means of obtaining more grain from Austria's trade nart- 
ners. A trade agreement is now under negotiation with 
France, the only western European country with a grain 
Surplus, ana it is also honed that commercial grain inm- 
ports from the US can be arranged. 





RECENT 
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RECENT INTERNATIONAL The International Confederation of Free 
LABOR DEVCLOPXENTS Trade Unions (ICFTU) plan for establish- 
ing regional organizations is now under- 

w2y. Regional bodies have deen established in Eurove and in 
the Western Hemisphere and ICFIU representatives are now in 
Africa and Southeast Asia laying the groundwork for similar 
organizations in those areas, It is still too early to draw 
~ositive conclusions as to the effectiveness of these orezniz2- 
tions as it will be some time before they take firm shape, 
stand on their own feet, and clarify their relations with the 
parent boay. 

Euronean Regional Meeting The first meeting cf the 
ICFTU Europezn Regional Council, neld in Brussels this past 
week, was concerned principally with the immediate task of 
staffing and locating the secretariat. While there were no 
clear-cut indications of ains end trends in this initisl meet- 
ing, probably the most significant cevelonment was the selec- 
tion of Schevenels of Belgium as the regional secretary. He 
will take the jco over th 44 Mh genres of a third of the regional 
membershiv énd under the wa chful of the ICFTY vecretary 
Genera MOM OOM WAN. Eis 
se¢iection creates the possidiiity of future friction with the 
IcrTU which might even result in curtailment cf the resnonsi- 
cilities and functions of the regional organizstions. The 
secretary, with a nine-memeber staff, will be lcecatsd in 
Brussels and May 1 has been set as the target date for effec- 
tive commencement of activities. The meeting was ccemmesed of 
delegates from 15 countries. Cyprus, Greece, Hciland and 


waita were not represented. 


Long run tasks will inciuce studies on membershin and 
traae union nsycholozy in each country with the aim of in- 
creasing membershin of affiliates. Housing studies also will 
be made with a view to oushing the housing srogram in each 
country consistent with cefense needs. 


Not much nrogress was mac 3in 
crowced agenda. There was a cefinite tendenc S over 
ne ticklish pvrobdlem cf the EnP-trade Union Auvisery Committec, 


However, the ERP-TUAC Paris office will be maintained and en- 
larged as the liaison functions increase in Frence. 2esides 
EXP, these may be extended to tne Schuman Plan and xerhans 
SHAYE, if tne ICFTU becomes involved in the rearmament effort. 
seizing 
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A ten-country committee on European economic affairs 
will tackle the job of giving practical shave to the pronosal 
adopted by the ICFTU Executive Board last November for estab- 
lishment of trade union representation in European integration 
olans. 


Organization of Western Hem Bra The Western 
Hemisphere regional organization, which was created during a 
stormy January meeting in Mexico City, may not represent the 
bulk of Latin American labor since many outstanding Latin 
American labor groups did not participate. On the other hand, 
the new organization affords a strong anti-Communist backed 
regional group as a counterpart to the WFTU affiliate CTAL, 
which has existed for many years. The Western Hemisphere 
organization supercedes the Inter-American Federation of 
Trade Unions, CIT, formed in Lima in 1948, It will have head- i 
quarters at Habana. Francisco Aguirre of Cuba was elected 
Secretary Gen:ral. 


2 it 2 te ROS aeaerr  * 
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Delegations from twenty-thre 
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members o e regional body. While the AFL was an active 
member of the former anti-Communist Confederation of Inter- 
American Workers, the CIO had not heretofore participated in 


a Hemisphere-wide organization. 


Opponents 


—— oem o. ~«~<—— 
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Opponents of the.new regional body have continued to 
criticize the conference and to exploit bitterness among some 
of the delegations to the injury ef Inter-American unity, and 
possibly of ICFTU influence. Som of the-_unpleasantness en- 
gendered in Mexico City between the Mexican labor federation 
and US labor has been overcome as far as the CIO is concerned, 
although Mexican-AFL relations remain cool. 


French Cust WFTU Another step affecting the anti- 
Communist labor movement was the ousting of WFTU from Paris. 
By this action, the French Government has deprived the leading 
Communist front organization in the field of international 
labor of the hallmark of respectability which the vresence of 
their headquarters in Paris has constituted. 





The WFTU executive group will meet February 17-18 in 
Warsaw to select a new headquarters site. Rumor has it that 
efforts will be made to establish offices in Italy but there 
is some doubt that a permit can be obtained. We feel that 
the organization should be located behind the iron curtain 
where it can be more readily identified with its Communist 
source of inspiration. 
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This weekly publication is designed to highlight developments in the eco- 
nomic divisions of the Department of State, and to indicate the economic prob- 
lems which are currently receiving attention in the Department. It is suggested 
that copies be retained on file, as reference will sometimes be made to previously 
reported items to avoid repetition. 
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US ECONOMIC POLICY In preparation for the forthcoming 
TOWARD LATIN AMERICA meeting of the Foreign Ministers cof 

the American Renublics we nave reviewed 
our international emergency economic volicies affecting the 
production of strategic materials, oriorities and allocations, 
price controls, and Latin American security controls. Our 
recommendations on policies to be followed in this emergency 
period have been avproved by the interdepartmental vnolicy- 
determining Committee on Forcign Supplies anc Requirements, 
composed of high-level representatives of the agencies ccn- 
cerned. It is probable that many cf the same economic issues 
will be raisec at the ZCCSOC meeting this month. 


We recognize that if we are to obtain the military and 
nolitical objectives being sought in the conference it will 
be necessary to reach agreement on a satisfactory basis for 
economic cooperation. Economic items to te considered are 
also of vnarticular impoortance to the JS at this time because 
of the significance of Latin America as a producer of the 
basic materials that are needed in the common defense »vrogram 
and as a consumer of the industrial products which we and the 
Western Eurorean countries export and which will be subject 
tc an increasing cegree cf economic control. We will try to 
secure the adootion by the Foreign Ministers of a jcint 
declaration in which each government would recognize the de- 
fense orogram as essential to the common security and would 
agree to make its full contribution to the joint mobilization 
of economic defense. We feel the declaration shonld closely 
relate cconomic cooreration with our over-all political and 
military objectives. 


Economic Cbjectives The principal US economic objcc- 
tives with resnect to Latin America at this time are: 1) to 
maximize the total. contributicn of Latin American production, 
including basic materials and essential manufactured goods, 
in mecting the needs of the common defense »vrogram and the 
essential civilian requirements of the tree world; 2) to 
obtain maximum cooneration in increesing the production cf 
stratogic materials and expanding their flow into defense 
programs; 3) to obtain cooperation in international alloca- 
tions of basic materials in short sunply and to assure that 
other countries accent the orircinic that they as well as 
the US will have to limit or reduce their civilian consump- 
tion of sroducts in short supply; 4+) to prevent serious 


inflation 
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inflation in the economies of the free world, and to maintain 
prices, for imports and exports in relation to domestic prices, 
which will further the pnurnoses of domestic stabilization 
programs and nromote the flow of international trade; and 5) tc 
obtain the cooperation of Latin America in mutual economic 
defense measures, including the denial of economic resources 

to the Soviet bloc. On the other hand, objectives of the 
Latin American countries undoubtedly will be: 1) to use their 
cooveration in the field of strategic materials as a bargain- 
ing lever for obtaining special treatment in regara to allo- 
cations and price policy, and for obtaining assurances or 
guarantecs as to post-emergency markets; 2) to obtain maximum 
possible deliveries from the US, and in particular, to insist 
on continnation of economic development programs; and 3) to 
obtain high prices for their exports to us and low prices for 
our exports to them. 


Latin Amcrican Comolaint cf US Treatment We anticinate 
that the economic items on the agenda wiil be complicated 
and controversial, both because of their inter-relationshin 
with each other and because of the history of Latin American 
economic relations with the US during and after World War II. 
Inthe eyes of the Latin Americans, the US did not fully imole- 
ment its announced wartime policy of cqual treatment of the 
populations of the US and Latin America in the distribution 
of available civilian goods. We recognized the principle that 
in the common effort to defeat the enemy Latin America would 
not be made to bear a greater burden of shortages than the US. 
This they intcrpreted to mean equal treatment on a ner capita 
basis regardiess of the differences which exist between the 
living standards of Latin America and those of the US. It is 
the Latin American view that the US has not dealt sympathetic- 
ally with thcir nceds and asnirations in the economic ficld 
during and after World War II. Their main grounds for cor- 
plaint are: 1) for a long period during World War II their 
requirements for civilian supply were neglectcd by the US as 
comparcd with the treatment given to the civilian povulation 
of the US; 2) during all of World War II we »nurchased materials 
from them at controlled prices, whcreas, as soon as the war 
was over and the time came for them to convert their wartime 
earnings of dollars into US supplies, our price controls on 
our own vroduction were lifted anc shar» price increases oc- 
curred; and 3) since the end of World War II they feel that we 
have not given sufficient priority to Latin American aspnira- 
tions in the field of economic develooment. 


As 
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As we go into the new emergency period, we are facing 
the same problems as arose during the last war. Since the 
calling of the meeting our missions in Latin America have re- 
ported a tendency on the nart of those governments to link 
their cooperation in the field of strategic materials to the 
treatment which will be accorded their civilian economies in 
connection with export allocations and price control policies. 
This presents a particularly difficult problem since we will 
have to limit exports of manufactured goods to the Latin Ameri- 
can countries at the same time we will be urging them to expand 
their exports of basic materials. We feel that the emergency 
economic policies governing our relations with Latin America 
and other areas should be drawn carefully and stated in lang- 
uage which cannot be misconstrued later and used as a basis 
for charges that the US has failed to live up to its commitments. 
At tne same time we must be prepared to administer our economic 
controls in accordance with the policies we declare. 


US-Latin American pngergepencence In 1950 Latin America 
exported to the US about $2.6 billions of goods, or approxi- 
mately 35, of total US imports from all sources. Im addition 
to basic foodstuffs such as coffee and sugar, Latin America 
supplied a large portion of our imports of industrial raw 
materials, including 25% of our _~ports of metals and manu- 
factures, 46% of our imports of wool, 614 of our imports of 
petroleum and more than 50% of our imports of copper, lead, 
nitrate and henequen fiber. 


Latin America is an important market for US exports and 
is heavily dependent on the suppiies which it receives from 
the US. In 1950 the US exported to Latin America 30% of its 
total machinery exports, 300 of its total exports of iron and 
steel products; 38% of chemicals, LO~s of textile manufactures, 
U4% of automobiles; and “us of i {Ton and steel advanced manu- 
facturers. Roughly 30% of our total exports to Latin America 
are in Gurable production goods; 15% consist of food and cloth- 
ing; and the balance of direct consumption manufactures. 


Supplies made available to Latin America from the US in 
1950 amounted to approximately 2.5 billions and constituted 
about 50% of Latin America's total imports from all sources. 
This high vercentage reflects a low level of exports from West- 
ern Europe in the post-war period. Up to the outbreak of hos- 
tilities in Korea this percentave had begun to decline as a 
result of vrogress toward industrial recovery in Europe. 


The 
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The Western Euronean countries are also dependent on 
Latin America for both strategic materials and items essen- 
tial to their civilian economies. Latin America is particu- 
larly important as a supplier to Western Eurone of grain, 
meat, foodstuffs, cotton and wool. 


Recommendations In addition to a joint declaration 
recognizing the defense program as essential to the common 
security, in which each country would agree to make its full 
ceontribution to the joint mobilization of economic resources 
and to the adopticn of measures of economic defense, we will 
reco:;nmend that the conference adopt a number of nrinciples. 


With resnect to increased vroduction, our recommended . 
vrinciple states that governments of exporting countries 
should facilitate in every practicable way the expansion of 
vroduction of basic materials needed for defense programs 
and essential civilian requirements. Where financial assist- 
ance is necessary to increase the emergency output of basic 
materials in short supply, governments should be vrepared to 
provice such assistance on reasonable terms. Governments 
of importing countries should be prepared to undertake medium 
or long-term commitments for the purchase of short-supply 
basic materials at reasonable vrices, and consistent with 
any bread international elilocation agreements, when necessary 
to induce producers to undertake an emergency expansion of 
output. We will also support a resolution on the subject of 
strengthening the home front--the need to increase food pro- 
duction, to develon improved techniques with regard to the use 
of mannower, and to improve basic economic conditions affect- 
ing productivity. 


We will recommend the following princivles be adopted 
concerning allocations and nriorities. Where products are 
subject to allocations or priorities affecting their domestic 
consumption and export, highest priority must be given to 
utilization for military vroduction, including the maintenance 
of adequate strategic stockpiles. Total demand for civilian 
consumption of these goods cannot be met. Minimum requirements 
essential to the operation of civilian economies must be met 
and, in limiting less essential civilian needs, the vrincinle 
of relative equality of sacrifice among countries should pre- 
vail. The establishment of export quotas should be supple- 
mented by measures of assistance, such as vriority ratings in 


order 
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order to assure that export quotas fcr essential foreign 
requirements will be met. The governments should agree 

to cooperate througn international arrangements in the 
adoption of measures for the allocation of basic commodi- 
ties. Special project licenses bearing a high priority 
should be szranted for materials and equipment required to 
maintain or increase production of commodities essential 

to the defense vrogram. Other economic development vro- 
grams should »vroceed to the extent that materials and equid- 
ment can be made availabie without cutting down on more 
essential requirements. Special consideration should be 
given to projects which facilitate the »rocuction and 
transportation of foodstuffs and strategic materials and 

to economically sound projects which would reduce in war- 
time thedemand on international shipping and on US domestic 
production. 





In connection with »rite controls, which will be a 
controversial matter with the Latin Americans, the US will 
support the adoption by the conference of the following 
principles, The governments should pledge themselves to 
adopt appropriate internal measures and controls to prevent 
serious inflation which would endanger the defense rogram 
and basic economic stability and would be detrimental to 
mutual economic relations. Price controls should be applied 
both to the prices of raw materials and the prices of manu- 
factured goods. If controls are im>osed on prices of import- 
ed products they should also be imposed on exported products 
and »~rice policies should be such as to maintain an equit- 
able relationshio between the prices of imoorted and like 
domestic commodities. Each government should be prepared 
to cocperate with those governments which impose »vrice 
controls on imoorts or exnorts with a view to the adoption 
of corollary measures designed to make such controls more 
effective. 








The US will sunvort a resolution vrovicing for inter- 
governmental consultation cn emergency controls, but it 
should be so worded as to avoid the implication that prior 
consultation is required before emergency controls are 
placed in effect. 


ECOSOC 
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ECOSOC WILL STUDY ECONOMIC PROBLEMS The effect of the present 
RESULTING FROM IiCREASED TENSICNS world political situation 
on economic progress and 
the prosvects for continuing economic exnansion will be the 
most important matter considered by the Economic and Social 
Council at its twelfth session in Santiago this month. This 
will come un in connection with the world economic report 
which the Council discusses every year at its spring session. 
It is highly probable that in the discussion questions will 
be raised about international allocation of short-supply 
commodities and the availability of capital goods for economic 
develonment in light of defense needs. Other countries will 
be anxious to learn what the US nlans to do in financing 
economic develcpment of underdeveloped countries in view of 
its increasing defense commitments. Our delegate will take 
a positive line in this discussion, stressing what the US 
has done and is doing to help in the development of under- 
developed countries and to defend the free world from Communist 
aggression. He will state that our policy is to make avail- 
able a fair shere of our production of consumer's and pro- 
ducer's soods, taking inte consideration the overriding needs 
of common defense. He will, however, avoid implication of a 
US guarantce of a share of capital or other goods to under- 
develoved countries. He will emphasize that underdeveloned 
countries must recognize that the defense effort of the US 
and other rearming nations will result not only in economic 
benefits to them but will also increase their security and 
that therefore these countries should contribute to the de- 
fense effort in a nositive way if nossible and, at the very 
minimum, should restrain or postpone their claims upon goods 
which are in short supply and which they do not urgently need. 


Economic Development Since the last ECOSOC session 
the most important event affecting the economic develonment 
of underdeveloped countries has been the mobilization of the 
resources of the US and other countries for defense of the 
free worlad. Our renresentative will point out that for many 
uncerdeveloped countries this has meant higher vrices and a 
greater volume of raw material exports. Therefore these coun- 
tries will be in a better position to finance their own economic 
development, to secure loan capital and to acquire increased 
vrivate investment. He will point to the increasing diffi- 
culty of obtaining capital eoods and to the necessity of a 
first priority for defense necds which will place restrictions 


on 
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on the US population and reduce US exports. Assurance will 
be given, however, that the US is fully cognizant of the 
needs of undeveloned countries for capital goods and will | 
taxe this into account. The US proposes to continue to pro- 
vide technical aid for economic development and, where neces- 
sary, financial ussistance to help underdeveloned countries 
to foster economic development. 


Surplus and Short-Supoly Commodities Although not on 
the agenda, international organizational arrangements for 


dealing with commodities in surplus supply and primary com- 
codities in short supply may become subjects for discussion 
in connection with the world economic report. Our delegation 
will oynpose Council action on either of these two voints. As 
to surpluses, we will point out that the growing scarcity of 
most commodities makes it generally unnecessary to establish 
svecial machinery to carry out the provisions of Chanter VI 
(commodity agreements) of the ITO Charter and that this ques- 
tion is on the agenda for the Council's thirteenth session. 
As to commodities in short supply, we will vnoint to the 
emergency organization in Washington which will make full 
provision for obtaining and considering the views of coun- 
tries interested in each commodity dealt with. Gee nage l, 
January 29, 1951 issue of Current Economic Develonments. ) 


Emergency Action to Maintain Peace and Security The US 
will recommend that the article in the agreements between tho 


Specialized Agencies anc the UN which relates to the mainten- 
ance of peace and security be amended to provide for action 

by the Specialized Agencies unon the recommendation of the 
General Assembly. We will urge that Snecialized Agencies 
authorize their Directors General in advance to give assist- 
ance toe the Securit:y Council or the General Assembly in an 
emergency if it is recommended by UN. This would bring the 
agreements into line with the recent UN procedure of euthoriz- 
ing the General Assembly to make recommendations for ccliective 
neace and security measures if the Security Council fails tc act, 


Relief and Reha bilj tation of Korea While it does not 
appear at vresent that ECCSOC will be asked to take formal 
action on Korean relief and rehabilitation, the US representa- 
tive will point to the extent and urgency of the Korean relief 


nrogram and the need for member governments to contribute finan- 
cially. 





3 Bank and Fund Revorts We pvrefer to deal with controver- 
sial international monetary questions in the Fund rather than 
ECOSCC, so our representative will not take the initiative in 
Giscussion of the International Monetary Fund's report. 


However, 
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However, if appropriate, the US delegate will state support 

of the Fund's gold policy and.its conclusion that dcevaluation 
must be accompanied by appropriate fiscal, monetary anc other 
measures to expand trade and facilitate restoration of balance 
in international payments. He will acknowledge some progress 
in removal of exchange restrictions, emphasizing that the Fund 
should continue to »ress for 2ction in this regard with due 
consicgeration to the uncertaintizs of the present internations 
situation and the priority of defense nrograms. Our delegate 
may point out there is no apnarent basis to question the anrro- 
oriateness of the general level of exchange rates as there may 
have been two years ago. With respect to vayments restrictions 
imoosed for security reasons, our delegation will point out 
that this is a matter now before the Fund's Executive Board. 
The US may point out, however, that Article VIII, paragranh 2a 
of the Articles of Agreement is not intended to cover a security 
situation. 


We will not take the initiative in discussions on the 
International Bank's report but will commend it as an able pre- 
sentation of controversial Bank pclicy, and for the recognition 
in the report of the need for adaptability in its onerations 
and nolicies. Our delegate may also commend the Bank for its 
efforts to provide technical as well as financial aic and ror 
its experimentation with new loan techniques to encourage 
local investment. 


Forced Labor The US attaches major importance to the 
agende item on measures for abolition of forced lebor and will 
counter probable Soviet vronaganda by using information on 
forced labor in the Soviet area. We wiil try to secure adon- 
tion of the US-UK resolution »roviding for establishment jcintl: 
with the International Labor Organization (ILO) of-an ac hoc 
Committee on Forced Labor to make a survey ana revort bac’ to 
ECOSCC and the Governing Body of ILO. | 


Other Items There are many other items on the Council 
agenda, including trade union rights, conservetion and utiliza- 
tion of resources, water control, conclusior cf an internationa: 
convention on customs treatment of samnles end acvertising 
matters. Organizational nroblems include the Secretary 
General's renort on anpnlication of the headquarters agreement, 
arrangements for negotiation of an agreement with the Werla 
Meteorological Organization and relations with and coordination 
of Svecialized Agencies. 


* * * 


SWissS 
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SWISS AGREE TO RESUME Switzerland has accented our proposal 
GER.AN ASSETS TALXS for the resumption of quadripartite 
negotiations on implementation of the 
Swiss-Allied Accord on German external assets in Switzerland 
including our condition that the question of a US-Swiss 
intercustodial agreement will not be raised in these nezotia- 
tions. However, in their reply the Swiss did not meet our 
further requirement that, if the vrovosed meeting is success- 
ful, the Swiss would begin payments three months after the 
conference. Since we consider Swiss accevtance of a commit- 
ment to make a transfer to the Allies within a stated veriod 
of time a most important test of their intentions concerning 
the implementation of the Accord, we have sent a new note 
requesting clarification of their views. The Swiss note also 
requests that the nronosed conference be held at Bern, al- 
though we have indicated that we would nrefer holding it in 
London where the Intergovernmental Study Groun on Germany, 
which is studying related issues, is now in session. The 
British and French have indicated a nreference for Bern, but 
do not insist on this location. 





Our note pronosing resumntion of Swiss Accord negotia- 


tions was made after the British and French had nrotested our 
pronosal to repo rt to the Inter-Allied Reparations Agency our 
inab bility to secure Swiss imnlementation of the Accord and 
sur intention to withdraw from our sbhioetions thereunder. 
The British and French urged one final axproach to the Swiss 


and agreed tnat, if this failed, they woula not o>n0Se our 
oing to IARA to withdraw from the Accord. They also agreed 
Suoport actively at the meeting with the Swiss the vronosai 
r payment of compensation to the Germans which was agreed 
upon by the Allies last spring, anc to reject any Swiss pro- 
to arbitrate this issue. 


ry ctOQ 
og @ 


HHCco 
JUOGd 





Intercustodial Issue While maintaining that the question 
of imolementation of the Accord is unrelated to the settlement 
of interc ustodial issues, the US note reiterated our earlier 
offer to finaiize US-Swiss bilateral agreement on intercustcdial 
conflicts which was drafted in 1949 or to negotiate not earlier 
than this spring on Swiss pronosais to modify it. However, we 
do not consider that any of the substantive modifications sug- 
gested oy the Swiss would be accentable nor do we consider 
it desirable to arbitrate these issues. The Swiss have now 
acrced not to link the intercustodial question to implenenta- 
tion of the Accord and to resume intercustodial discussions 


ct 
~ 
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this snoring. In addition, they agreed that if no agreement 
is reached in these discussions, the 1949 draft agreenent 
Shali be finalized. While reluctant to relinguisn their 
position tnat the twe negcetiations should be linked, the 
nwwiss indicated that thev had cone so because cf the evrrent 
worla situation and their sincere desire to nroceed with the 
licuidation of the German assets. 


Tne mos t recent four nower negotiations on the Swiss 
Allied Acccrd were recessed in June 1949 to nerrit the vwiss 
to undertake bilateral discussions looking toward a solution 
to the intercustodial conflicts. In these nezotiations arree- 


ment was reached cn the majority of fringe issues 2 out several 
major questions were lert unsettled. By June 1950 the Swiss 
anneared to nave reacnec a sufficiently satisfactory situation 
in tneir oilateral ciscussions to permit resumstion cf ZO 


tiations on the Accord. These nezotiations were schedvlea to 
be resumed on June 20, "1950 enc the US, UK ana ¥rance agreed 
on Allied nositions on the issues outstanding from the esr ier 








nevotiations. However, the proposed four-nower meeting 28 
never Acld because cf the unexnected introduction by Switror- 
lang of conditions linking implementatic yn of the Accore to tH 
finslivation of intereustodial agreements with the Us ano Ur. 
This condition was unacceptable Since tie two issues are 
unrelatod to cach other and we have continued to insist that 
tnese issucs must be 4andled senurately. 
co > 7 

BME RGEC e aa _AiD The President has requested Congressional 
PROGRAM FCR INDIA  eauthcrization for a grant aid rrogram for 

India to meet that government's requess 


for emergency assistance in obtaining two million tons ov food 
erairns. He has also requested Congress now annrovrl iate Sunes 

for the vrocurement of one million tons, with the remain 

to be aonrovriated at a later date on tne basis of a revie 
of the Indian situation at that timc. The Administration is 
Seeling to meet the Indian request for humanitarian re Ss, 
in order to avert the hardshins which the Indian ne 
otherwise suffer from the critical food shorte ze. 

the volitical differences between the US ana India as exem 
ficd in the Inadiar stand on Chinese aggression, failure to 
fill this need voulc anpear to suvnort charges by unfricr: 


L 
~ 


6: 
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oth within and outside India that the US extends 
} a ance sclely to obtain stratervic onjectives. 
itive resvonse, on the other hand, would serve to Poe 
these charges anc wouid strong ther 1 the vosition ci 
© groups in the government and onene the peonle whe 
O friendly to the US. Congressional hearings on tne pro- 
nave been tentatively scheauled to begin during tlhe weck 
ebruary 19. Meanwhile, a number of other guestions rrised 
this program, princivally those relating to ths vvcscent 
sons between India and Pakistan, are still uncer corsid- 
pens 9 tay 


o< 


rw OM OD tere 


Sts: 


ct tol F 


ct 
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Need for Aid A series of disasters in India, ircluding 


— = 





flooas, droughts, earthquakes and locust nlagues, has resulted 
in . loss of at lsast five million tons of food grain proauce- 
tion in 1950-51, roprese nfine “Imcst 10¢ of India's totel crop 
fr 191-9250. In’ view of the alre sady low level of Indian food 
consun ction, this reducticn is even more scrious than it 

weet 


« 


.d b2 in most other countries. Sirce world war J. Inuia 
} ~ ers 7 ~~ _- - e ao < wv * + -~ - . . : “- 
has deen onsrating one oF the largest ana most effe : 


if 
cog ratiscring systems in tne world. The Indian Government 
stimates thet it will rcquire nine million tons of rood 
erains in 1951 to maintain this system, and an ancitivurs 
00,000 tons to renlenish the ration pineline which wac Ge- 
ted 1950. he government estimates 


nlcted by that amount aGurin 63 
1 5 million tons comes- 


that it will be able to nroecure about 3. 
tically ana is undertaxing to purchase 3.9 million tens from 
forcirn countries. Cf the remaining 2.5 million Tens necded 
to meet the full estimated recuircment, India has regucstsd 
US assistance in securing two million tons. An ansivsis o 
Yo food susrli¢s and transnort facilities inaicatés that we 
heave enfficient grain stocks to meet the Indian néea and 
urticient ccean transvort can be maae available tc move this 


US stuay of India's balanceeorensynents srosnects Lor 
1951 inaieates that India will not have sufficic nt not current 
earnings te tinance any grain imports oevore thy 3.5 millici 
tors aireasay sehedulea. Any adciticnal imnorts cov. 


S 
b. Pinanced through tne use of india's sterling hal: 
wevcr, these balances constitute the bulx cf India 


Towe 
intcrnaticnal assets and are needed to finance its eeunomic 
ePatwrf2laAAe + Sosmne ty na aan ‘ “YT asin 4 wed 
Ggevelorment orogram., We consider that this nresram, wich 
is air:cted toward maintain ning ana imnroving tie standard- 
i . » 
of t 


r but also to the sect rity intercsts cf the Uo. Further- 
ore, it renresents India's only hene for eliminuting its 


Teeur: 2°) 
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recurrent famines. If India's sterling balances were used “or 
immnorts, tne funds available for Cevelonmental and cothor <ssen- 
tial ournoses would be ecrrespondingly reduced. Wo nav, 
therefore, concluded that India's food crisis should bo "ot by 
a gift of food from the US, anc India has exnressea its will- 
ingress to pay the very substantial ccean freight charg:s wich 
wonla of involved, 


Pronosec Aid Agreement The Administration's nronos:ic ‘or 
food ae to Inain call for negotiat ion of an agrcemert tc ecver 
the oxcrations cf the program. This agrcencnt would eail rer: 
1) continued Indian efforts to maximize food vroaueticn ana ic 
inercase vrocuroment from all sources; 2) full sublicity in 
Indian for the US gifts; and 3) distribution of the grain without 
disersmanation. The agréeoment would also revuire that the vre- 
cecos from Indien sales of Us grains would & <derositeu in a 
senarate countorvart fund to be used in >rorrams to increase 
food nroduction and gcnerally to promote the welfare of th. 
Indian néeonle. The aid rogram would be cneratad uv the ECA 
ana it is corntemolated that an BCA mission would be sont t- 
India te cboserve the distribution of the aia and to ascist 


ncarrvin:y ort the scrogram., 





Relation to Pakistan The »ropos 
India has raised several questions wit 
Trade bvetwoen India and Pakistan is stil 
still as 1 result of the conflict over ¢ 





t 
he Pakistan cxehnanre 
t 


rate. The Pakistan Ambassador, snile symoathctic vith Ue 
motives in wit Sik pee assictance to Inaiea, hus Strongly ure.d 
that US aid shculd not result in sroviaing Inula with mor 
ammunition tor its economic warfare. In acdition, ne hc. 
pointed out that Pakistan is willing to sell Inula its siuroslus 
ae including about 320900 tons cf ric. now availsuic ana 
15C,900 tons of wheet which are exnected to become availacl 

in hay. Although renorts that India turnsc dewn a food arf.r 
from Pakistan havi been acnied, the vossibvility of usint these 
sunplics to meet a vnortion of India's totel novas wiil reocu ire 
earcful considcraticn. It is rossivle thit some wrocress tevnrd 
cnding the deedloeck betive on Incia and Pakistan may ©. Mace av 


their forthcoming informal talks on the peerenes rate isfcue and 
trade. The Indians have indicated a willin: 

tlic yresent Pakistan rete on condition tha : 
Jac free dev élovment of trede between the two c 
miriimiz: any tendency to sublicize the ‘ceteten | 
victery for Pakisten. 
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EUROPEAN PAYMENTS POSITIONS An analysis of intra-Europvean 


SEE AES ORE eee ee or ce EE ES 


AFTER SIX MONTHS OF THE EPU payments from July through Decen- 
ber 1950, the first six months 


of operations of the European Payments Union (EPU), shows the 
emergence of the UK and France as the two important creditors 
in western Eurone today. Together they have been responsible 
for almost 90% of the net over-all surpluses in EPU, while 
Belgium, Portugal and Turkey have been the only other EPU 
creditors, Germany has become the largest debtor, accounting 
for 50% of the net intra-European deficits, with the Nether- 
lands, Greece and Norway the other major debtors. 


Settlements under EPU A total of about $1,600 million 
of monthly bilateral surpiuses and deficits were settled 
through the European Payments Union from July through December 
1950. Of this total, roughly 53% was settled by automatic offsct 
through Glcering factlities and the remaining +7%, or about 
$740 million, through the use of existing resources, initial 
vositions, and the gold and credit arrangements of the EPuU. 
The effectiveness of the EPU mechanism is indicated by a com- 
varison with the cperations of the Intra-Zuronean Payments 
Agreement (IEPA) during the previous six months. Of the approxi- 
mately $1,200 million gross imbalance during that neriod, only 
7.5% was settled through clearing and 32% through the use of 
IEPA drawing rights, leaving over 60% to be settled bilater- 
ally outside the IEPA, 


The clearing arrangements of the EPU operate in two ways: 
first, a country's bilateral surpluses for a nonth are offset | 
against its bilateral deficits to find its net monthly surplus 
or deficit with all other members; and second, the net survlus 
or deficit in one month is offset against the net deficit or 
surplus in preceding months. The settlement of net imbalances 
is accomplished through the use of "existing" resources, i.e. 
balances of member currencies held as of July 1, 1950 and not 
being amortized through the EPU; the utilization of initial 
balances, that is, free intra-Zuronean grants covered by con- 
ditional US dollar aids and credit extensions and gold »vayments 
based on country quotas. Of the approximately %740 million of 
net surpluses of EPU creditors, 4% were settled through the 
use of existing resources, 234 through utilization of initial 
debit balances, 59% through credit extension to EPU, and 14, 
through gold receipts from EPU. Of net deficits 44 were covered 
through the use of existing resources, primarily sterling; 
26% through utilization of initial credit balances; 49,4 by 

| 
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receipt of credit from EPU; and 21% by gold payments to EPU. 
Although the EPU was a net recipient of both gold and credit 
Guring this period, it is anticipated that its gold payments 
during the next six months will exceed gold receints so that 
EPU will have to draw on the $350 million dollar fund committec 
_by ECA for this purpose. Since only a small part of this ECA 

commitment has been drawn upon thus far, the ZPU Managing Boarc 
has expressed concern over the possibility that the US might 
cancel the remainder of the fund at any time or that it might 
lapse with the end of ECA aid in June 1953, and the Board is 
therefore urging a firmer and more vermanent commitment by the 
US. | 


Country Problems The first EPU settlement, covering the 
first three months of its overations, revealed germany 's criti- 
cal balance-of-payments position and the likelihood that exist- 
ing facilities for meeting its large deficits would soon be 
exhausted. (Sec page 1, November 13, 1950 issue of Current 
Economic Developments. )’ The OEEC Council therefore authorized 
a svecial credit of ¢ 3120 million for Germany. Shortly after 
this authorization, however, the Federal Republic, without 
proner consultation, reduced the cash Geposit required of 
potential importers, thus suggesting a tendency to relax 
restrictions at every inaication of an improvement in the 
ynayments situation. Although the German deficit declined 
between November and December, Germany has already exceeded 

its quota and is drawing on the acditional credit. The rate 

of deficit increased again in January and the cumulative net 
German EPU deficit of $369 million at tne year's end has now 
risen to well over $400 million. 





Although Greece had only a moderate deficit in December, 
its imoort rate increased sharply during January due cnicfly 
to domestic inflation, speculative inventory hoarding ana a 
flight from money into goods for the same reasons as have led 
to the greatly accelerated demand for sovereigns. (See page 8 
January 15, 1951 issue of Current Economic Developments. 

While ECA favored trade liberalization as long as it apveared 
compatible with the Greek recovery effort, this situation made 
its maintenance untenable and, on January "29, Greece suspendcd 
all trade liberalization measures. The Greek Government is 
now considering further measures to fight internal inflation. 
Since 62% of Greece's initial balance had becn used by the 

end of 1950, its exhaustion is likely in the current six month 
cooe under even the most favorable circumstances. Since 
Greece cannot borrow from EPU because its quota is blocked, an 
cannot afford to snend its very scant monetary reserves, ECA h: 
agreed to switch $25 million from direct nrogram aid to Greece 
to cover Greece's EPU deficit. This is in recognition of the 
change in Greece's procurement pattern from the US to Zurone, 


The 
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The Netherlands, second largest EPU debtor, ran a net 
deficit of about #108 million with other member countries ffo: 
July through December 1950 and its deficit continued high during 
January. The Netherlands had exhausted its initial credit bal- 
ance by the end of September and by December had utilized the 
first 20%, or gold-free portion, of its quota so that it had to 
make a small fractional gold payment to meet its December deficit. 
This continuing deficit reveals the need for the Dutch to take 
general fiscal and financial measures to effect an adjustment in 
their external vosition. If current indications that the Nether- 
lands will take such measures materialize, there is a good chance 
that the Dutch deficit for the balance of this fiscal year may 
decline to more reasonable levels. Norway has already utilized 
all of its initial balance, is expected to draw on the gold-free 
portion of its quota during January and to begin to pay gold 
sometime in the last quarter of the fiscal year. 


Although the large Austrian deficit in December resulted 
in the utilization of just under half of Austria's initial bal- 
ance in the six month period, it appeared that Austria was show- 
ing temnorary over-correction of abnormally low imnorts in pre- 
vious months, ECA therefore decided to wait a short time before 
urging strong corrective action. However, since Austria has 
not been required to liberalize its imports, it is considered 
essential that it make honest efforts in the next few months 
to keen its cumulative deficit from exceeding its initiil balance. 


The net surplus of the UK (i.e. of the sterling area), 
after use of sterling resources by EPU debtors, declined some- 
what in December. Although the sterling area position, being 
subject to wide range variation, is unpredictable, it is 
anticipated that the UK will continue to run a persistent surdlus, 
but at a rate considerably under that of October and November. 
Among the factors which are expected to hold the sterling surplus 
to moderate levels are the subsidence of the continental raw 
material buying snree and of speculation on sterling revaluation, 
the introduction of raw materials allocation, and ultimately 
the effect of the rearmament vrogram on the payments position 
of the UK itself. The Portuguese nayments surplus has continued 
large as a result of a considerable drop in imnorts and the fact 
that trade liberalization was largely nullified by the imnosi- 
tion of protective tariffs. The problem of reducing this rate 
of surnlus is increasing in significance since 53% of Portugal's 
quota has now been used. 


~ HOUSE 


DECLASSIFIED FOR PUBLICA 
TION | 
RELATIONS OF THE UNITED STATES —— 











UNCLASS IFIED 
ob « 


HOUSE RESTRICTIONS ON On February 7 the House of Representa- 
TRADE AGREEMENTS ACT tives avproved a three-year extension 

of the Reciprocal Trade Agreements Act, 
with four restrictive amendments, some of which would adversel 
affect the trade agreements program, The amendments as nassed 
and sent to the Senate wculd: 1) restore the peril-point pro- 
vision requiring the Tariff Commission to determine the voint 
below which a reduction of a tariff rate would result in injur 
to a domestic industry or un to which the rate must be increas 
to avoid such injury; 2) require that the US in any trade agre 
ment remain free to withdraw cr modify a concession or to esta 
lish import quotas in any case in which a product on which a 
concession has been granted is being imnorted in such increase 
quantities as to cause or threaten serious injury to domestic 
nroducers of like or competitive products; 3) prohibit the 
application to Soviet bloc imports of any further reductions 
or bindings of tariffs made under the authority of the Trade 
Agreements Act; and 4+) require the withdrawal of any tariff 
concession on an agricultural commodity under price support 
unless the sales price of that commodity when imvorted exceeds 
the domestic price sunnort level. 


In hearings before the Senate Finance Committee, schedule 
to begin this week, we will recommend that the amendments be 
eliminated or modified in such a way as not to jeopardize the 
effectiveness of the trade agreements program. 


Peril-Point Amendment The first amendment, similar to 
the peril-voint »nrovision of the 1948 Trade Agreements Act, 
nrohibits the US Tariff Commission from particivation in the 
discussions and decisions cf the Trade Agreements Committees 
and from being revresented on the tariff negotiating teams. 

It requires the Tariff Commission, in advance of negotiations, 
to hold hearings, and fix a point below which a reduction of a 
tariff rate woulc result in injury to a domestic industry, or 
up to wnich the rate must be increased to avoid such injury. 
The Commission must also ascertain if additional imvoort restri 
tions are necessary to avoid injury. Although the amendment 
permits the President to disregard these recommendations, if h 
does so, he must publish reasons for not complying with the 
recommendations and must vublish the portions of the Tariff 
Commission's pcril-noint report dealing with the articles with 
resvect to which limits or minimum requirements are not 
complied with. 





We consider that the peril-point amendment would adversel: 
affect the trade Agrcements program, unnecessarily limiting th. 
scope of negotiations. Desnite the fact that it is impossible 
accurately to fix the definitive »,oint at which injury would b 
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caused by tariff reductions, the Commission would be required 
to do so and to defend that determination publicly. Under the 
burcen of giving a guarantee against iniury, the Tariff Commis- 
Sion would incline towara a far more cautious and protectic nist 
attituce than may be actually justified. This amendment would, 
in effect, make a single agency, the Tariff Commission, sol>* 
judge of the extent of tariff reductions, instead of havine 
this action determined by the collective judgment cf all the 
agencies which have a substantive interest in the negotiation. 
As a oractical matter, the President might well be veluctint 
to over-rule an over-cauticus neril-point recommendation, even 
if ne and his adviscrs consider such action botn safe ana dsir- 
atle in the national irterest. In preventing Tariff Commission 
representative 3s from part ticinating in the deliberations cf the 
Trade Agreements Committee (7 TAC), the amencment would desriv» 
he TAC of informed advice and deprive the Commission of the 
benefit of the judgment of other agencies. 


mm 


Escane Clause Amendment The second amendment requires th 
Tariff Commission, = Rao + of the President, on its orn 
moticn, or on apnlic ton of any interested party, to investi- 
gate whether wuleees on wnich concessions have been grsnted 
are being imnorted in such increased quantities cr under such 
ecnditions as to cause or threaten serious injury to domestic 





oroducers of like or competitive proaucts It requires thet 
the US remain free to withdraw or moc ify 2 concession cr to 
establish import quotas in cases cf such injury. Un to this 


Noint the amendment's requirements differ from existing »vro- 
cedures only in that they omit the requirement that the increase 
in imports justifying escape clause action should be the result 
of a tariff concession in a trace arreement or the result cf 
unforescon circumstances. Thzy also omit any req yuirement that 
there must be inercased imports in oruer to invoke the claise 
ané they refer to injury to a "sogment™ of e domestic industry. 
rather than to the industry ecnorally. 


The amendment introduces a new zrocedure by »rovicing 
thet, when the Commission finds no reason for a pecemendetion 
ef acticn to invels: the escane clause it must exnlain its find- 
inz and 4lso set iorth the level of duty below which Serious 
injury will occur or threaten. The amencment also establishes 
artitrary and mandatory criteria to the effect that any cownward 
trend of production, employment and wages in the domestic incus- 
try or a decline in the sales and a higher or frowing inventory 
attributable in nart to import competition is evisence of serious 
injury. We consider these criteria too strinzent ana inflexible 
sine: even a slicht deciine in sales or procuction, emnlovnent 
or wages, attributable only in part to imports, muct be taken 
as ..vidence of serious mncery even though imports had declined 
much more than comestic smoloyment or nroduction. 
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A large part of this amendment simnly makes statutory 
procedures already being followed by Executive action, which 
is, cf course, unobjectionable. However, we consider unneces- 
sary and undesirable the requirement of a peril-noint firuinge 
in cases where the Tariff Commission finds no threat cof injury. 
There could be applications for investigation on any of the 
thousands of concessions already made since 1934. The Commis- 
Sion would have to make an investigation on each annlication 
and, since most of them would probably snow no injury, there 
could be peril points established on virtually 211 the vast 
as well as future concessions. Announcement cf neril-points 
would harm our bargaining power with other countries since 
they would all know in advance exactly what we could offer. 


Byrnes Amendment The amendment vrovicing that ary further 
reductions or bindings of tariffs under the suthority of the 
Trade Agreements Act shall not apply to Soviet bloc imports 
would require us to violate or, alternatively, to terminste 
agreements with various iron-curtain countries under which 
we are now cbligated to give their products nondiscrinminatory 
treatment in the US. These include treaties of friendshin, 
commerce and navigation with Hungary ana Poland whicn cover 
a variety of subjects other than trade. They aiso incluce 
uxecutive Agreements witn Bulgaria, Rumania, the USSR enc 
Czechoslovakia, only the last of which was entereca into uncer 
the Trade Agreements Act. Violation of our agreements vould 
give the Soviets a rronaganda weapon ana the economic erfects 
of the measure on the Soviet bloc would be virtually rii. 

The measure would not greatly affect the saleability cf cutiabl 
Soviet bloc products here anc would not affect imports which 
are duty free. The problem of building up our strength vis- 
aevis the Soviets and doing the maximum to prevent then from 
building up their economic, vropaganda and military strength 

is a commlicated one. We feel strongly that the US shovid 
avoid any act such as this that is likely, on balance, to hurt 
our effort more than it helps it. The amendment weuld nocessi- 
tate setting up a two-cclumn tariff for all products which 

are hereafter the subject of any trace agreement, with the 
preeagreement rate anpiicable to the Soviet tloc. 


Farm Price Amendment Probably the most cetrimental to 


the trade agreements program, is the amendment which would 
require withdrawal of any tariff concession on en agricultural 
commodity under price support unless the saies price of the 
imported commodity exceeds the domestic price supvort level. 





Not 
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Not only woulu this nrevent anplication of concessions where 
the sales price of the imported commoaity is velow the comestic 
supnort level, but +6 woulc prevent apolication even where the 
price is mere Ly equal to domestic support. The Sales vnrice of 
the imported commodity to be compared with the price sunoort 
level would be thut which would result after tne tariff had 
been added to the other elements making up the import price. 


If enacted, tne amendment would force us to withcraw 
acricultural nrocucts from the trade agreements vro.tram as it 
would be imnossible to make any firm tariff concessions on 
any agricultural product and it would force us to viclate many 
existing trade agreements by compelling withdrawal of aeri- 


G 
cultural concessions grantec in these arre 2men 
rj 


only result in the withdrawal by other eccunt of imnortant 


cuncessions they have grarted us, thus injuring our exvort 
trace, Also it would oronbadly result in the termination cf 
avpeements where azricuitural concessions renresent an imoort- 
ant considcration. the scope of the amendment would be enormous 
Since it woule ipply to any agricultural nye subject to 
orice sunvort. Luring 1950 price Support wes in effect for 

a very broad range of commodities, including “cotton, wheat, 
tcbacco, corn, rice, pennuts, “notatoes, tung nuts ana tung cil, 
flaxseed, rum and nav val stores, deiry products, selected seed 
crops, dried egzs, scyseans cot tonsesu, winter cover crovus, 
honey, oats, rye,bariey, cried heans, grain sorghums, hay and 
prass seecs, wooi anc hogs. in addition, existing agricultural 
levislation is croad enough to bring pra tically any agricule- 
tural proauct under nrice sunvort. Potertially tnis emenduent 
coulé anpoly to practically any agricultural ccrmmouity con which 


wo have made a concession. The relative importance of agricul- 
tural rrocucts in our trace agreements orofram is ; 
the fact that in 1947 imports cf dutiable comneti 
tursl products on whicn tariff concessions had b 
amount ted tc over $900 million or +5, of the tota 
on all tyres cr dutiable products grante 

existing trade agreements In 1549 the 


79 orts 
cf agricultural commec ities on which other countries hec | 
given us concessions amountea to about w°.5 dsiilion, or 70, 


of our total agricuviturai ex»vorts. 
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Peed te INCREASE The Department of Agriculture has 

N US SCR WHEAT temporarily suspended sales of wheat 

to all destinations under terms of 

the International Wheat Agreement because it is evident 
that demands from the US for wheat under the Agreement 
during the remainder of she present Agreement year will 
exceed the balance of the US guaranteed export quota. The 
suspension will allow ti ime for the US to determine the 
disvosition of the balance of its guaranteed quantity 
after importing countries have had an onportunity to 
State their intentions regarding US procurement and to 
justify their requests. During this interim the subsidy 
payments to US commercial ex~orters on International Wheat 
Acreement exnorts are suspendec ana the CCC also is not 
offering wheat at agreement price to any destination. 





Reason for US Action While the vossibility of such 
action has been under consideration for some time, we 
hau giver no inkling to importing countries in order to 
void a rum on tae rest of the US quota. There has been 
marked increase in wheat nurecnases 3nd requests for 
import quotas during the last two months. Both 





4 e 

O iling objectives and the desire to benefit by 

educed vrices under the Agreement intensified the pres- 
ure for pesranvecs availabi lities by importing countries. 
Noropriatse as — of this government have been co 

that x ular US markcts may not pe supplied with 


seeet oad flour to implement the part of their 
t guoteas which they denend upon getting from 

Of tne US Agreement quota of 248 million bushels, 
an 4O million remain uncommitted. Demands upon 
US to shin its full quota appear more certain becaus 
of Canada's inability tec move wheat quickly to export 
positions durins the winter months when the Great 
Lakcs are frozen over and its inability to neet its 
full uuota if called for in the form of millable wheat. 


U 


— @ 
ry 
3 
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It nas alrenudy been ascertained that both Italy 
ana the Ui. will seex relatively large quantities 
under the Arreement from the US which have not hitherto 
dbecn ineluded in US projections for the remainder of 
the Agreement year. It does not appear that those 
requests can be met, since it had already become neces- 
sary to review -stablished Ca programs (Netherlands, 
Germany) with a view te making reductions. 


Wheat 
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Wheat Council Action Requests for increased 
quotas uncer the isheat Agreement and intended requests 
now total some 1,300 million metric tons. This figure 
incluces requests from the following countries: Inaia 
456,000, Egynt 200,000, Ceylon 50,0CO, Denmark 56,000, 
Belgium 250 =. Mexico, 50,000, torway 75,000, and 


Indonesia 50, 

Tne Executive Committee of the International 
Wheat Council has annroved only the Indian recuest fo 
45€ ,000 tons. which we strongly guanerted. anc an increese 
of 30,000 tons for Ceylon. The JS will be the source 
of almost the entire amount involved. Canada, wich 
is not prenared to add any quantities this croo year, 
may share in these increases in the followins years 
ot the Agreement. Australia toox abcut 12,060 tons 
of the quantity addec by India and covered almost 
the entire increase for Ccylon. France took a rro 
rata share of both, which was a very smail auantity. 

The Executive Comaittes is taking no action on other 
recuests for increased quotas for the vresent. 





US Thin*ing We do not exnect to authorize 
surentee from the US under the Agreement for resaic 
beyond limitea quantities which Italy clans to make 
availabie to India. Our quote is now solc to the 
point where any resales would desrive our normal 
customers, princinaily Latin America, the rhilin- 
dines, anc ECA aid countries, from obtaining t! ieir 
fair share of US wheat and flour. 





limitation has been set uvon purchase in 
the US of wheat at market prices. A real question 
might be raised concerning the ' wis om of this 
nolicy in view of the extrenely heavy export program 
in sight for the last months of the present crop 
year (average of about 1.5 million tons per month) 
and the absence so far of effective coordingticn of 
. the shinvoing progran. 
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UK-ARGENTINE IMPASSE The current deadlock in British-Arrentine 
IN Baer NEGOTIATIONS trade negotiations over beef is having 
serious effects on the economies of both 
countries, British meat rations have already been cut to 2% 
level below thet of the war years, precipitating a parliamentary 
crisis on February 3, which the Labor Government surmounted by 

& margin of eight votes in the House of Commons. The British 
public is becoming mcre and more restive under the hardshin of 

a drastically reduced diet, and UK trade and financial intercsts 
may suffer serious Gamage from this continued estrangement from 
2n important trade partner. Argentina, too, is hare pressed by 
the loss of foreign exchange earnings, and the urgency of her 
import needs. 





Background of Disagreement Argentina has long supplied 
Britazin with about one-third or its meat requirements, which 
cannot be replaced readily by meats from other sources. Con- 
versely, the 4rgentine meat industry originally grew to meet 
the British needs, and the UK customarily buys 2bout 50% of 
Arsentina's beef. 





The five-year Anglo-argentine Trade Agrecment of 1949 
established 2 sterling price for meat, with a confidentizl pro- 
mise of possible readjustment. However, the UK did not adjust 
the price after devaluation, and the argentines continued to 
Ship meat at the old price of about £97 per metric ton. In 
the second year, the British Government offercd cnly 890, nd 
an inability to reach an understanding with the Argentincs on 
this issue resulted in the suspension of beef deliveries in 
July, 1950. In seeking 2 price increase, the Argentines took 
the stand that costs had risen and that they had to pay more 
for some of their imports than previously. AS an example, they 
pointed out that during the first year of the cgreement, Argenti. 
hed shipped 400,00C tons of meat which were equivalent in value 
to the tonnage of petroleum and petroleum products which the 
UK had promised to send to Argentina in the same neriod,. When 
the pound was devalued, the price of petroleum rose 40% and upse 
the balance, but Argentina continued to send meat at the same 
price until July, expecting i readjustment. Undoubtedly other 
factors entered into the Argentine decision to hold out on this 
issue, factors such as a reduced number of livestock, a desir 
to profit by the abnormal demand for meat crested by the Korean 
Situation, and 2 wish to reduce Argentine dependence on the UK 
25 a2 dominant market for me2t. 


Attempts to Reach Agreement Since the suspension of snip- 
ments, negotiations nave continued at intervals, with the UK 
in general refusing to accede to demands for price adjustment 
as sect forth by the Argentines, Last October the UK offered to 
pay the 1949 price for beef --L°7 per metric ton--for the follow 





Six 
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or eight months, with @ proviso to discuss, though not neces- 
sarily to accept, higher prices for the following year. As this 
offer did not take into account the generally rising world price 
level, nor fit in with what the Argentines considered their ad- 
ventageous bargaining position in the face of world demand, it 
was flatly refused. British officials, however, believing that 
Storuge and labor difficulties would force the Argentines to 
yield, and counting on the predominance of the UK as a customer 
for Argentine beef, decided to hold firm, Besides 2 general re- 
lucta2ance to pay more, the British stand was stiffened by high 
living costs, the increase of inflationary forces, and fear that 
to give in would precipitate demands for higher priccs from other 
sources of supply. The most recent Argentine offer (in December) 
was to ship frozen meat at least year's price of £97 per metric 
ton, but to include a proportion of chilled meat at £140, so 
thet the average price for all beef would amount to £120 2 ton, 
The new price would be retroactive to January 1950. The British 
agreed to the price for frozen meat, but offered £110 for the 
chilled meat, making 2n over-ail price of about £105. The 
Argentines rejected this offer .21lso. 


Other Factors When the US informed the UK of its intention 
to purchase beef irom Argentina for the US army the British asked 
us to postpone plecing the orders, as they would tend to weaken 
the UK bargaining position. We did so twice, but finally de- 
cided that no further delay beyond February 19 could be promised 
in the face of US supply needs and other considerations which 
contribute to the urgency of the situcaion, 








Critics of the UK. have attributed much of the meat problem 
to the British Government's persistence in adhering to the pre- 
sent system of bulk purchases and to the complicated mech2ntsm that 
has been set up for storing and distributing meat imports. As 
matters stand now, the UK has no reserve stocks of meat, one 
recson being the large ration issued early in the year to impress 
the Argentines with <2 show of strength. Imports from the Dominions 
and domestic nroduction are enough to meet the new rock bottom 
ration, if the people will accept the situation. Whether they 
will or not remains to be seen, but there have been indications 
that a large number of people would rather pay the higher price 
and e&t meat. Discussions betwcen the two countries are expected 
to continuc, but it is belicved that any progress toward a2 set- 
tlement will probably depend on the willingness of the British 
to submit a generally acceptable counter proposal to Argentina 
in Buenos Aires, 
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ANALYSIS OF SOVIET In accordance with a request of the 
BLOC VULNERABILISY President last December, the Department 
has submitted to him an analysis of the 
vulnerability of the Soviet bloc along with substantive recom- 
mendations for immediate action to strengthen our econcmic 
controls and those of friendly countries in view cf recent 
international developments. We also recommend further ex>zlora- 
tion of a number cf lines of action and sugzest establishment 
of an interdepartmental Economic Defense Strategy Board for 
the purvose of considering »nroposed economic dcefense vrograms 
ana their relationshiv to foreign policy objectives and other 
foreign operations. 





This weex the Naticnal Security Council considered the 
recommencations made on substantive measures. The recommenda- 
tion which related to the exzvansion of US exnort licensing 
to cover all shivments *o the Soviet bloc and the criteria 
to be followed in licensing was approved. The other réecom- 
mendations were referred to the Special Committee on East- 
West Trade of NSC so that they may be discussed interdepart- 
mentally, agreed to as fully as pnossibie, and only major 
issues referred back to NSC. The President has referred the 
recommendations on organization, inclucing the pronosed 
Economic Defense Strategy Board, to the Budget Bureau for 
sevarate consideration. 


Conclusions Following are the most imoortant conclusions 
reached by the study after reviewing present policies and pro- 
crams ana av»vraising possible lines of action: : 


i. The economy of the Soviet bloc is, to a large extent, 
free from denendence on trading relations with the non-Soviet 
world. However, segments of its economy are suscextible to 
external pressures, varticularly some which are closely related 
to the war-making potential. Selective controls directed at 
these vulnerable spots can achieve most of the results that 
could be secured through a corplete embargo. New techniques 
for exnloiting the weaknesses of the Soviet bloc shoulda be 
constantly sought, designed not only to weaken the Soviet 
waremaking potential, but also to place an increasing strain 


on the economic and political relations within the Soviet bloc. 


2. it is not at this time in the best interests of the 
free world to nursue a nolicy of comnicte enbargo against the 
USSR and its Burovean satellites. Without significantly increas- 
ing the net economic advantage to the west, a couplets embargo 
might well serve to orient tne Buronean satellites even more 


rapidly 
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rapidly and deeply toward the USSR; would make more difficult 
the settlement of the problems of Germany and Austria; would 
increase the risk of having to resort again to the Berlin 
airlift; and, if urged by us, would raise major doubts in 

the minds of other free nations as to the sincerity of our 
objective of a veaceful settlement of existing differences 
with the USSR. 


3. Strengthening of the international controls as oro- 
nosed will mean a further reduction in the trade between east- 
ern and western Europe. This is desirable, provided adequate 
provision is made to assist the non-Soviet world to meet the 
resulting economic dislocations and provided the shrinkage 
is effected throuzh programs which maintain the volitical 
unity of the west. These dislocations could be mitigated to 
some extent by gradual readjustments which would require the 
develonment of alternative sources of supply and opening up 
of markets in the western world for goods now marketed in the 
Soviet bloc. However, this would require major alterations 
in some of the domestic policies of the US and other countries. 


4, The effectiveness of external »oressure on the Soviet 
bloc, to a large extent, denends upon the degree of coonvera- 
tion by the members of the non-Soviet world, but there are 
limitations on the degree of control other governments can 
undertake. Principal nations of the non-Soviet world are 
coonerating and can be expected to cooperate further in a 
series of measures which can materially retard the building 
of Soviet war notential, but they are more likely to do so 
if the concept of “economic defense" is maintained instead 
of "economic warfare." Certain neutral governments will not 
varticipate fully in strengthening existing international 
controls but to some extent their lack of cooveration can be 
offset by soecial measures. Western Germany, although agree- 
ing in principle to the imposition of seiective controls, is 
faced with formidable enforcement »nroblems in making such 
controls effective. Unless measures are devised for enforcing 
controls on exports from western Germany, particularly illegal 
traffic and transshinments, the effectiveness of western con- 
trols generally will be greatly imoaired. 


5. Plans should be made ready for implementation of 
full-scale economic warfare in event the Soviet bloc initiates 
such a policy, or in the event that develonments make it - 
advisable for the non-Soviet world to adopt this course 


6. The 
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6, The economic strength and cohesiveness of the free 
world will determine, in large measure, its willingness and 
ability to take adequate measures against the Soviet bloc. 
Accordingly, the various aspects of our foreign policy--such 
as loan and grant programs, Point IV, and trade barrier reduc- 
tion--which are aimed at the positive goal of building free 
world strength should be adapted to the present situation 
and augmented. 


Recommendations on Substantive Measures The substantive 


measures concern east-west trade controls, preclusive overa- 
tions, technology, shioping, and steps looking toward possible 
financial measures and blacklisting. 





On export controls, it is recommended that the US should, 
pending further developments in the UN, continue to prohibit 
all exnorts to Communist China, Manchuria and North Korea, 
but should aoply licensing controls so as to permit Hong Kong 
ana Macao to import from US sources goods for local use and 
for transshipment to non-Communist destinations on appropriate 
undertakings that the transshipment of such goods, either 
before or after fabrication, will not be permitted tc Communist 
destinations. 


The present US export licensing system over trade with 
the Soviet Union and its eastern Euronean satellites should 
be extended by requiring an export license for all products 
oronosed for shipment to these areas. This and the related 
recommendation on licensing criteria were the only specific 
noints on which the NSC took action. In licensing such exports, 
the US should continue to vrohibit all items determined to be 
in short supply, and all items on the I and I-A lists and 
normally deny licenses for all items on the I-B list. There 
Should also be estabdlished a I-C list of items whose export 
to Soviet bloc destinations should normally be denied in 
excess cf minimum quantities, subject to continuing review 
by the Advisory Committee on Exvort Policy. All other items 
Should be kept under constant surveillance but should normally 
be apvroved. Specific items should be added to the lists of 
commocities which are restricted or prohibited on a selective 
basis in accordance with cxisting procedures whenever such 
action is justified for short-supply or security reasons. 


No modification is necessary in the vrocedure for imple- 
mentation of the Cannon Amendment which requires that the 
general security interests of the US should be taken into 
consideration with respect to each country for which a judgment 


to 
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tc withdraw financial or economic aid may be required. (See 
nage 1, January 22, 1951 issue of Current Economic Develonments) 
However, a similar judgment on the effect on US over-all 
security interests should be made when taking action under 

NSC determination on procedures for denying exvorts of strategic 
commodities to friendly countries unless specific assurances 
on transshipment, etc., are received. The US should continue 
tc take vigorous leadershin in strengthening the security 
export controls cf western European countries, recognizing 
that considerations of nolitical feasibility, military risk 
and economic cost make it undesirable to press for Buropean 
controls fully parallel with our own. In association with 

the British and French, we should press for further action 

by the German Federal Renublic for muore effective control of 
illegal trace and transshinment of goods agreed for control 

in the Coordinating Comnittee. We should also seek the further 
cooneration of the -American Renublics and where necessary 
that of other countries in anplying export controls to direct 
shinments and transshinpments to the Soviet bloc of items of 
strategic sienificance or in short supply. In view of Chinese 
Communist agsressicn in Korea, we should continue to press 
througn dinlomatic channels, the Coordinating Committee and 
commocity conferences, for apolication of effective controls 
on exports to China. Our efforts in UN, however, should be 
directed to achieving agreement on such economic sanctions 

as can be agreed to by the maximum number of countriese The 
minimum for such sanctions shouid be embargo of atomic energy 
materials, arms, ammunition and implements of war, petroleum, 
and industrial equipment useful in producing war materials. 
Multilateral arrangements among free world countries for 
equitable distribution of materials in short sunply should 

be used to the greatest extent nossible in denying or limiting 
Shivments to the Soviet bloc. 





Arrangements for governmental procurement of commodities 
in short supply, including government-to-zgovernment »urchase 
agreements, snould be designed to deny or limit shipments to 
the Scviet bloc to the extent that this would not interfere 
with the primary procurement »urnose of the arrangement. Study 
Should be given to the desirability and feasibility of denying 
strategic materials to the Soviet bloc through preclusive buy- 
ing, in addition to sovernment-tc-government agreements, and 
through »reemption of productive facilities. Preclusive and 
preemptive operations shculd normally be used only where export 
controls, allocations and normal purchase mechanisms are not 
effective. 


The 


DECLASSIFIED FOR PUBLICATION IN FOREIGN 
RELATIONS OF THE UNITED STATES 











SECRET 
-5- 


The US should determine the point at which export controls 
have become so restrictive and other economic and political 
relations so curtailed that blocking of the dollars and dollar 
transactions of the USSR. and its satellites would be aprropriate. 
Continued study should be given to the subject of gold with a 
view to evaluating measures of international cooperation in re- 
ducing the Soviet bloc's ability to use gold. 


. While it is considered undesirable to publish a "blacklist" 
or “proclaimed list" at this time, preliminary steps should be 
taken by developing a central file of information on individuals, 
a = corporations suspected of evading US or international 
controls. 


Further programs to prevent export of advanced technological 
information to the Soviet bloc should be developed by the US and 
the support of other countries enlisted. Such programs should 
be devised so as to impede as little as possible the exchange 
of such information among the free world. 


With regard to shipping, we should seek coordinated action 
by important maritime vowers to prohibit carriage to Soviet bloc 
destinations of all goods which are the subject of embargo. We 
Should explore the feasibility and desirability of instituting, 
in cooperation with other major maritime powers, a system of 
ship warrants under which port and bunkering facilities, access 
to insurance markets, etc., would be denied to operators who do 
not cooperate in controls on movement of prohibited goods. 


The US should tale all practicable steps to develop 
alternative sources of supply of important basic materials 
required by the free world and now being obtained from the 
Soviet bloc, rograms to this end should be carried out as 
part of our general program of procurement and development. 
The bargaining position of friendly countries which now rely 
on the Soviet bloc for essential materials should be strengthened 
by malting alternative sources more readily available. To this 
end, policies governing export controls on short supply items 
should be so designed as not to foreclose shifts to the US 
and allied sources by friendly countries. In addition, 
if dollar assistance is required in special cases to facil- 
itate a readjustment to western sources of supply, such as- 
sistance should normally be provided in the same manner and 
according to the same criteria as apply to dollar assist- 
ance generally. International cooperation should be sought on 


grounds 
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grounds of mutual security, and neither supply nor financial 
assistance should, other than in exceptional circumstances, 

be committed as a means of obtaining such cooperation. A 
comprehensive analysis should be made to determine what 
specific products or services now being offered by the free 
world to the Soviet bloc could find markets in the free world. 
This analysis should point out how productive capacity might 
be reoriented and to what extent diversion will require reduc- 
tions of such obstacles such as high tariffs, quotas, and 
shipping discrimination. Further study should also be given 
to the vossible need for government purchasing of goods abroad 
now marketed in the Soviet bloc which can only be cisposed 

of in the free world at a loss. 


SECRET 
x * * 
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INTERNATICNAL COMMCDIT’ The first of the international 
COMMITTEES SCHEDULD committees to deal with materials 
shortages--that for conver, zinc and 
lead--held its organizational meeting in Washington February 25. 
(See nage 1, January 2°, 1951 issue of Current Economic Developn- 
ments.) Particinating in the work of this committee are: Aus- 
tralia, Belgium (for Benelux), Canada, Chile, the Federal Re~ub- 
lic oi Germany, France, Italy, Mexico, Ncrway, Peru, the UK 

and US. Within the next few weeks meetings are scheduled for 
five other commodity committees of the new over-all organiza- 
tion wi.ich is called the International WMatcrials Conference 
(IMC). The committees to be set un at this timc will be con- 
cerned with sulphur; cotton and cotton linters; tungsten and 
molybdenum; manganese, nickel 2nd cobalt; ana wool. The setting 
un of additional committees of the IMC for other scarce mater- 
ials is being considered and consultations on possible enlarge- 
ment of the Central Groun are continuing. 





The schedule of meetings of further committees anc of 
the countries which have accented invitations to varticipate 
is as follows: The sulphur committee will meet March 1, with 
Australia, Belgium, Brazil, Canada, France, Italy, New Zealand, 
the Union of South Africa, UK and US narticipating. Switzerland 
has net yet replied to the invitation to take nart in the work 


of 
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of this committee. On March 5 the cotton and cotton linters 
committee, comnosea cf representatives from Belgium, Brazil, 
Canada, the Federal Republic of Germany, France, India, Italy, 
Mexico, Feru, UK and US, will meet. Egynt has declined 

the invitation on cotton. Australia, Bolivia, Brazil, Chile, 
the Federal Republic of Germany, France, Fortugal, Spain, 
Sweden, the UK and US will meet March 8 on tungsten and molyb- 
denum. Burma has not yet decided whether to narticipate in 
the tungsten committee. The manganese, nickel and cobalt 
committee will meet March 12, with Belgium, Brazil, Canada, 
Cuba, Federal Re»sublic of Germany, France, India, Norway, 
Union of South Africa, the UK and US as particivants. lMember- 
ship of the wool committee, which is to meet Avril 2, will 

be announced after Argentina makes its decision on varticinvation. 


The separate international commodity committees will 
review the supnly vnosition for essential materials which are 
in short .supvly or in danger of beccming so and will recommend 
measures for increasing the production end ensuring the effec- 
tive distribution end use of such materials. Lach committee 
will function indevsendently and will make recommendations 
Girect to governments anc not through the Central Grous. It 
is anticivated that one of the first tasks of each comnodity 
committee will be to make »roner arrangements for safeguard- 
ing the interests of countries which are not members. 
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US AND UK DISCUSS US and UK Government oil experts recently 
CIli MOBILIZATION concluded talks in Washington in which the 
world petroleum situation was discussed 
and informal views exchanged on the nossible establishment of 
an international oil mobilization planning organization. 
Agreement was reached on a factual report of the suvoply-demana 
situation vrepared principally by the National Security Resources 
Board but with the assistance of other US agencies and the 
British Ministry of Fuel and Power. It was decided not to in- 
clude snecific recommendations on corrective measures to remedy 
estimated wartime shortages but to leave the two governments 
free to initiate anpronvriate action within their own svheres 
of resnvonsibility. US agencies are already consiaering methods 
for increasing »yroduction anc refining capacity. 
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The Henort The agreed survey of the oil situation con- 
cludes that under the assumptions of the study, developed 
netroleum production in the Western Hemisnhere is insufficient 
to fight a major war if hostilities should begin in 1951 and 
continue through 1955 and that the production deficit would 
increase as the war vrogressed. There is a critical lack of 
refining capacity to sunnly the necessary petroleum products, 
anc a great possibility of a shortage of transnortation 
facilities, including but not limited to tankers. 


Views on an Interrational Oil Organization The US is 
of the opinion that there is no need now for an oil group 
Similar tc the grouns recently established for materials in 
short svnonly, but believes some mobilization vlanning organiza- 
tion would be desirable. The US Government does not yet have 
final views as to the form of such an organization anc is 
particularly conscious of the need to avoid prejudicing rela- 
tions with other Western Hemisnhere procucing countries. How- 
ever, the formation of a small oil stucy group under NATO to 
serve in an advisory capacity ana to recommend the form of 
oil organization to onerate under NATC may be suggested in 
the near future. The UK fears that any organization comvosed 
of NATO members might become concerned vrimarily with allo- 
cations, since in NATO only the US and UK (with the nossible 
exception of tne Netherlanas) have major >xroducing interests. 
In this connection, the »oroblem of avpropriate relationsnhins 
with non-NATO corntries was discussed, since it will not, be 
yossible to avoid consultation with them, particiilarly when 
the US takes steps to encourage other Western iiemisohere 
proagucing countries to increase their »vetroleum »rocucing 
capacity. 





in the view of the US agencies which have studied the 
problem it is imoortant to take the initiative nov rather 
than to wait for other countries to formulate their ideas 
on various tyves of oil organizations, which may result in 
confusion and disagreement. The Eritish, on the other hand, 
believe the main task is to increase vetroleum »vroduction 
in order to offset anticineted deficits, and they feel no 
urgency to create an oil rlanning organization. If it is 
Geciced to go ahead with the suggestion to submit a vrovosal 
to NATO, the British have requested that there be consultation 
with them prior to doing so, in order to avoid any sign of 
disagreement between the US and UK in NATO. 
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CONSULTATIVE COMMITTEE The Consultative Committee on the 
CN CCLOiBO PLAN BESTS economic develonment of South and 
Southeast Asia has concluded its first 
meeting in which countries outside the British Commonwealth 
particinatec as members. The members included Australia, 
Canada , Cambodia, Ceylon, india, New Zealand, Pakistan, the UK, 
the US and Vietnam, with revresentatives of Burma , Indonesia, 
the Philinpines and Thailand attending as observers. The latter 
were cautious in their statements, annarently reflecting the 
skepticism cf their governments because of the Committee's 
Commonweaith origin, and indicated that they desired intorma- 
tion vpon which their governments could decide whether to join, 
The meeting was called to review developments since the last 
meeting in London in October in which only Commonwealth coun- 
tries oarticinated, and to discuss and make recommendations to 
ensure the fullest vossible imoslementation cf the Colombo Plan 
which was drawn uy at that meeting and to nrovide for the nar- 
ticipation of non-Ccmmonwealth governments in the area. The 
reoresentatives of all merber governments re-emnhasized their 
governments' sunvort of the cooperative e:fort to promote the 
economic develonment of Scuth and Southeast Asia which is the 
general objective of the Plan. It was also nointed out that, 
although tne Plan does not cfficially tevin until July 1951 
and a very substantial amount of external financing will be 
required therefor, countries in the area are already nroceeding 
to carry out their own development vrograms within the iimits 
of resources voresentiy availabie. 





On the guestion cf external financial assistance 
recognized that all views exoressed were »~reiiminary and »ro- 
visional and it was agreed that negotiatiors or. aid vould take 
ylace on a bDilateral basis. The Australian reoresentative 
referred to his govérnmnricnt's decision to contribute at least 
£25 million over the Plan's six-year period, with £7 million 
available in the first year. The Sritish representative indi- 
cated tnat the UK contributicn might be well over 6390 million 
during the six years, of which about 6250 million would be in 
the form of sterlins releases. Tne Canadians and 500009 will- 
ingness to contridute 925 million curing the first year, »vro- 
vided that other countries, meaning in effect the ‘US, made 
aporopriate contributions. The US representative stated that 
no indication could be given at this time concerning US aid 
put emohasizeda that this vosition should not be consicerec 
pessimistic in view cf the aid which the US has already ex- 
tended to that arca. In this connection he pointed out that 
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the proposed food program: for India should be considered as 

a US contribution since the proposed countervart fund resulting 
from this program would be available for economic development 
purposes, He also pointed to US understanding of the desires 
ana needs of the area and our wish to coordinate present and 
potential assistance so far as possible. 


The Committee expressed satisfaction in the progress of 
the Council on Technical Cooperation which was set up after 
the last meeting to offer technical assistance on a limited 
basis to members in the area. Although the US was unwilling 
to join the Council because of its onerating functions, we 
have anvointed an officer to maintain liaison with the Council. 
The Committee was also pleased with the revresentation of the 
International Bank at tne meeting and the statement that the 
Bank welcomed the opportunity to coonerate in its work. In 
the organizational field, the Committce recommended that there 
should be a further mecting as soon as practicaole and that 
meetings should be hela by mutual agreement whenever necessary 
and at least once a year. The Committee also agreed that it 
would require a small secretecriat ana should sublish an annual 
report. Although the US was symnvathetic in »rinciple to the 
establishment of such a secretariat, the US renresentative 
coula not offer any hone of US financial contribution to its 
budget, although he indicated that we may be able to vrovide 
personnel on the US payroll. 


* . * * 


SETTLEVENT CF Wearicaly The US and Mexico have signed an ex- 
LEND-LEASS CBLIGATIONS change of notes providing for the 
settlement of Mexico's lend-lease obli- 
gations. This agreement has been under negotiation for about 
four years and is thc last of the major lend-lease settlements 
which had to be reached with Latin American countries. Although 
payments on account are still due us from other countries, 
Mexico was, until now, the only Latin American country which 

had neither naid, nor arranged to pay, its lend-lease obligations 
China and the USSR are now the only major countries with which 

a lend-lzase settlement has not yet been reached, and negotia- 
tions looking toward a settlement with the latter are now taking 
Nlace in Washington. 
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Under the terms of the settlement arrangement, Mexico 
has agreed to nay »l2 million funded over a ten-year veriod, 
with nayments of $1 million a year for the first three years, 
$750,000 a year for the next three years and the balance, 
almost $7 million, in equal installments over the remaining 
four years. However, the exchange of notes gives the US the 
option of drawing pescs against these payments to meet its 
local currency requirements and the US has, by a subsequent 
note, electcd to exercise this onvtion for the first five years. 
The settlement arrangement also provides for the suspension 
of nayments by Mexico at the end of five years if the US has 
net by that time reached agreement with Mexico on its railroad 
retirement refund obligations. It also contains the usual 
exchange rate guarantee and the requirement of nrior US approval 
for the sale or retransfer of any combat-type items ana con- 
tinues in force the patent protection vrovision as required 
by the lend-lcase statutes. 
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EFFORTS TO SOLVE # £All out efforts are under way among anpvro- 
SiiirrliiG SHORYAGE ovriate US agencies to effect measures for 
relieving the critical worldwide shipving 
shortage and accompanying spiraling freight rates. The US- 
European coal movement, a backlog of ECA cargoes to particinat- 
ing countries, shipments under the Yugoslav program, Korean 
needs, MDAP competition for snace, and the pronosed Indian 
grain program have combined to nroduce a freatly expanded 
demand for shionping svace and a sharv rise in shivning rates. 
Urgent consideration is being given to stenning up the with- 
drawal cf vessels from the US reserve flcet and to »vrovide 
for their operation under general agency agreements, wnereby 
American shinping companies operatc vessels under government 
account. However, it is not yet certain that it will be possi- 
ble to handle the bulk traffic anticipated over the next few 
months. 


Tonnage Estimates An estimated total program of 21-22 
million tons of bulk commodities is to be moved from the US 
during the first half of 1951. This includes apnroximately 
12.5 million tons of coal, 7.1 million tons of grain and 
about 2.5 million tons of other bulk commodities and reflects 


both 
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both ECA and direct grant aid »rograms. Available cargo 

ssace will accommodate only about 15 to 16 million tons, 
soneeas a deficit of 200 or 300 vessels. The nrosvects for 
the second half of the year cannot yet be determined; however, 
ia exsected that shipping svace will remain critically 

rt throughout the year because considerable amcunts cof 

go will nile un in the first half. 


There is an aceyguate number of vessels available from 
the reserve fleet but it would take about 90 days to reasy 
200 vessels for operation. The breakout of additional shivs 
will have littis effect upon the freight market until the 
vessels reach the point of destination and start the return 
voyage. dowever, if fuil-scale cdemothballing gets under way 
immediately, there should be some decline in freight rates 
py Avril. 


Shinning Availabilitics The Maritime Administratio 
broken cut opnroximatcly 3°90 shins from the reserve flect 





Since the beginr iing of the Korean conflict. This includes 
139 Victovics to th: Military Sea Transport Servicc; 134 ori- 


vate sales, inclucing 10 tankers, as of January 15 when the 
Shin Salcs Act expireas and je Victorics to LCA as of 
February 26. Ucarings will cot under way at the end of this 
week for annroximately tional cargo vessels to th 
Military Sea Transnovt ECA hes nctitioned for 50 
adaitional shins imnmediat i@ has informed the Administra- 
tion that a considerably number will be requested in 
tic immediate ruture. 


Q O09 
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weritimne is hendicasved by lack of funds anda its appre- 
priation will not nb consiaered before Avril. In order to 
eneec uv the sorogran, SCA is offering to make available 
aporoximately $56 willion in advance Stele oaynents to cover 
the cost “f bre 4 ey out anc repairing more than 100 sninus, 
vhich shoule sacilita to Maritime acticrn. Under tnis arrénegce- 
mene it vould be nossible to activate 40 vesscls in March, 
cpout 50 in Avril anc 70 per month thercafter. The vrogram 
will tax sninyards fo evnacity ana this tentative schedule 
will be Gerendent oon reeruitment of labor and round-the- 
cloct onerations to gst shivs in sca-7cing shane. 


In aacition to the need for vesscis to move cutbound 
US cargo, wo have been avproached by numerous countrics asking 
for the sale or charter of surslus vesszls. The Shin Sales 
Act, covering sale uné charter cf surplus v vessels to US 
nationais, cxyired on January 15. Forcign sale of US ships 
has teen orohitited sinee 1946. 


Othe 
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Other Transvort Difficulties Shinning difficulties are 
further complicated by the critical sort cavacity situation 
and the shortage of boxcars to transport carzo to norts. 
Shortage of storage space at vorts causes qa back-up of grain 
and further back=un of boxcars by delayed unloadings. For 
instance, US nort capacity for grain is approximetely 1.5 
million tons ser month. Existing vcrograms, exclusive of the 
proposed Indian aid, are taxing port capacity especially in 
the Gulf. Even with drastic measures to imvrove vort efficiency 
the maximum possible increase wouid be 390,000 tons ver month. 
This woula necessitate top-level ccordination to organize the 
movement to vorts, arrange for orderly docking, and set nriori- 
ties for grain shinments. © 


Consideration is now being given to tne formation of 
an intercenartmental committee on defense transportation and 
storage to advise the Director cf Defense Mobilization on the 
most effective utilization of facilities for hanaling such 
situations. In addition, the National Shipping Authority, 
counternart of the World War II War Shipping Administration, 
is being activated. Initial oneration of the erergency 
grain and commodity shinments nrobably wiil be conducted by 
this Authority. 


Latest Shinsing Demands The shinning picture, which 
had pretty well adjusted to free world needs after the Korean 
situation, was thrown out of kilter the vest few weeks because 
of the additional demands caused by the »nroposed Indian aid 
orogram and the Euronean coal shortage. The Yugoslav food 
orogram, which was seriously jeopardized by delays in deliveries, 
now appears to be taken care of. The prospects seem good for 
obtaining avproximately 43,009 to 45,000 tons of snace on US 
vessels the first half of March lifting. Since this tonnage 
is inadequate to meet program needs, Yugoslavia has been 
authorized to exceed the 50% ceiling required by the aid 
legislation. Yugoslavia is being urged to vrovide the maximum 
shins possible. 





The »roposed Indian grain program anvparently can be 
taken care of largely by ships from the rescrve flect. It 
would require 75 to €O such vessels for use through March 
1952. The Maritime Administration has agreed to break out 
a sufficient number cf vessels tc move 200,000 tons of grain 
oer month to India during the neriod from April through 


August. 
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August. It is proposed to use the vessels to the maximum 
extent for carrying strategic and other cargoes on return 
voyages. 


The most serious »sroblem which now confronts us is the 
Euronean coal shortage which has created a demand for US 
coal, and consequently additional bottoms. The nicture is 
not yet clear as actual requirements from the ERP countries 
are not iirm; however, it is obvious that the requests for 
the second quarter will exceed shipving availabilities. In 
view of the need for nlanning a shipping program, we are 
now trying to get the Europvean countries to agree to an 
allocation systcm based upon four million tons carrying 
capacity for the second quarter. 
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NATIONAL DEFENSE General policy for US defense production 
PRODUCTION POLICY as outlined by the Defense Mobilization 
Board has been approved by the National 
Security Council. The order, designed to support the efforts 
of the Economic Stabilization Agency, lays down certain prin- 
Cinles to guide allocation of scarce materials, stockpiling, 
end exvansion of facilities. It concludes that our immediate 
program must ve met witha be" sGeknec of urgency and cetermina- 








tions; but that we must not be s€empeced into undertaking pro- 
grams for the sake of Cerense witich will, through their effect 
on our economy, aecrease our ability to wage war if that be- 
comes necessary. 


immediate Production Program Immediate production of 
the weapons of war and supporting equipment required to meet 
the approved vlans of the Defense Department for our own 
forces ana for the military support of our Allies is accorded 
first priority. The program te provide these immediate demands 
must be directed to prcevide production lines which will sus- 
tain a greater output than contemplated in the immediate wvro- 
gram, to be available as a reserve for possible war. This 
will require a spread of contracts across industry as widely 
as possible in crder to obtain a sufficiently broad industrial 
base. It will require exnansion of facilities and some addi- 
tional provisions for raw materials. A determined effort must 
be made to avoid creation of additional facilities, inasmuch 
as machine tools now on hand more than suffice to use all 
available materials and each additional facility adds to the 
demand for materials in scarce supply. However, to the extent 
essential to the immediate program, facilities and nrovisions 
fcr raw materials must have next urgency status. 





Stockpiling In addition to meeting the immediate security 
procram, the US must prepare to meet the calculated demands for 
total war. This will require stockpiling and/or increasing 
production in areas relatively safe against attack to provide 
the materials needed to sustain a civilian economy sufficient 
to support a full war effort. Obviously, this is a program of 
relative security and the provisions made to assure an adequate 
war supvly should not eliminete all risks. Care must be taken | 
to avoid the compounding of safety factors, both in computing 
requirements and in determining the availability of materials. ( 
Absolute security in this field must be long-range, rather 
than an immediate task, and reasonabie security involving the | 

| 





calculated risk must govern during the immediate period in which 
so many other demands must be met from our economy. While the 
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liunitions Board has the responsibility for secing to it that 
the stockpile goals ars met, the goals are agreed upon by an 
inter-agency committee which evelustes their validity and once 
the goals are established every effort should be exccuted to 
achieve them as ranidly as possible. Non-essential civilian 
uscs are still heavy in meny fields and msy well have to be 
curtailcd where necessary to make materials available to the 
stockvile. 


Expansion of Fecilitiecs As a conscauence of the dcfense 
program and tne attrective finencing arrangements which neces- 
sarily result, it is inevitable that many large programs will 
be submitted in allicd ficlds, such as additional oil r fining 
cayacity, pipclines, tankers, tank cars, electric power, etc. 
With rare excention, cnly those programs required for tne 
immecintce suovort of the yrescnt military end-item program 
should be oleced uncer way new, and their continuation to suppor 
@ maximum war need shoula await the meeting of present needs, 
otherwise conflicting programs vill delay, rather than hasten, 
the accommlishment of the over-all mobilization objective. 





Durinz the period when threat of war continues, which is 
now assumea to be 2 number of years, it is essential to maintair 
a sound end healtny national economy which can insure maximum 
oroduction output if and when war does come. To build up at 
an excessive rete beyond the immediate necds of relative 
security coulda well cisrupt tne economy to a aegree which would 
make it imnossible to aivert anywhere near as large a proportior 
of our »rocuctive outout to war, if it comes, <s would be neces- 
sary. The nresently 2approvea military program provices the 
basic recuirements for security and with this equipment on hand 
and a sound anc healthy cconomy, the US should be vrepared to 
méct any cmerrency and be able to maintain both a large cefense 
production program 2na a healthy stendard of living for the 
American vxcople for as long 2s neccessary. 





Civilian Needs and Exports The rresent program can be 

met anc still permit the msintenance cof a substantial civilian 
econc:;/ anc the suvnort of a reasonable export program, pro- 
vided there is no hesitation in using controls as needed, the 
Defense Mobilization Board telieves. It states that prompt 

use of controls now will reduce to « minimum the disru»tion 

to our economy and will thereby make it possipvle to release 
controls earlicrs whereas waiting to aonly controls would result 


in their imvosition for a longer and more incefinite period. 





With 
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With proper use of controls, it is believed possible to meet 
the needs of a aefense vrogram of the present magnitude over 
the years ahead as long as necessary and to return in two or 
three years to a relatively normal economy. 








The Department of State felt that the vnolicy as outlined 
by the Defense Mobilization Board did not cover in sufficient 
detail exvort poticy and expansion of scarce materials over- 
seas. Additional policy along those lines is themYore being 
prepared and will be submitted to the National Security Council 
for consideration. 


* » * 





US-VENEZUELAN TRADE In the face of continued Venezuelan pres- 
AGRESwwT PaOoLEti sure for rencgotiation or amendment of 
the US-Venezuelan trade agreement of 1939 
and the inference by that country that it probably would give 
notice of unilateral termination of the agreement if it did 
not have an indication of US willingness to negotiate, we 
requested the interdepartmental Trade Agreements Committee 
(TAC) to authorize the Department to inform the Venezuelans 
of cur intentions with respect to the agreement. Taking into 
consideration the Department's opinion that it is important 
to maintain the agrecment and even more essential to avoid 
giving impetus to a movement favoring nationalization of the 
oil industry and to create an atmosphere favorable to granting 
oil concessions to additional American comoanies, the TAC has 
authorized a statement. We will inform the Venezuelans that 
it, following passage of the Trade Agreements Extension Act, 
Venezuela requests limited negotiations for the amendment ofr 
the agreement, the US Government would give prompt favorable 
consideration to such a request. The TAC approval includes 
a qualification that it be mage clear that this statement is 
mace solely because of the special circumstances resulting 
from the termination of the trade agreement between the US and 
liexico ana that it is an exception to our established policy 
of conducting trade agrecment negotiations only within the 
framowork of GATT. When given this statement, the Venezuelan | 
Foreign Minister will be informed that the subject may be 
discussca with interested parties privately and off the record. 





Packground 
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Backsrounad Ever since we began considering the termina- 
tion cf the US-Mexican trade agreement, the Venezuelans heave 
been pressing for amendment of their agreement with the US in 
a to maintain the more favorable terms of the Mexican agree- 

ent with respect to US imports of petroleum. Under the most- 
Shrove 2>d-nation provisions of the US-Venezuelan trade agreement, 
Vene: — has benefitted from the terms of the US-Mexican acree- 
ment of 1942 which provided for a2 duty of 10.5 cents per barrel 
for all US imports of cruce, topped crude, fuel oil and 
kerosene. When the Mexican asreement was terminated effective 
December 31, the terms of the agreement with Venezuela again 
became operative. Under this agreement, the reduced tariff of 
10.5 cents per barrel on crude, topped crude and fuel oil, in- 
cluding gas oil, appives only to 5@ of the total quantity of 
crude processed in US refineries duriys the preceding calendar 
year and for amounts over the 5% figure the duty is 21 cents 
@ barrel. . 





Con;ressional Consultations Following consultations with 
key membcrs of the House of Representatives early this year, 
we expected to announce negotiations for amendment after the 
House acted on extension of the Trade Agreements Act. From 
further consultations on the Hill following House action on 
the legislation, it appears inadvisable to make such an 
anncuncement before the Senate takes action. Although talks 
with Senate leaders were inconclusive, it is felt in the 
Department that announcement of negotiations now might en- 
Ganiecr possible Senate modification of the undesirable amend- 
ments edded to the Trade Agreements Act by the House. (See 
page 4, February 19, 1951 issue of Current Economic Develop- 
ments. ) If leaks occur on our statement to Venezuela and 
Questions are raised by Congress, our consultations with 
Congressional leaders should preclude the charge of bad 
faith. We would be able to state that in hearings before 
the House Weys and Means Committee we had indicated the 
possibility of future nesotiations but that it obviously is 
undesirable to commence negotiations until the nature of the 
Trade Agrecments Act is finelly determined. 
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TERMINATION OF PAYMENTS The US has decided to terminate the 
NEGCTIATIONS WITH SWEDEN current negotiations with Sweden 

in which we have attempted to reach 
agreement on the relaxation of Swedish restrictions on dollar 
payments. Since after months of discussion, the most recent 
Swedish draft statement on this question is still unsatis- 
factory, there appears to be no advantage in continuing nefo- 
tiations along the present lines. Much of the public rela- 
tions value of an agreement has already been lost as a result 
of the prolonged negotiations. It will, however, be necessary 
anc desirable to continue talking with the Swedes about the 
same set of problems, but with the different objective of 
obtaining action by gweden in specific types of cases. Since 
the present draft statement represents some improvement over 
1949-50 Swedish payments practices, it 1s our aim to preserve 
the degree of progress already made while serving notice that 
we will continue to press for performance which we consider 
adequate. We have, therefore, instructed Embassy Stockholm 
to deliver to the dwedish Government an aide memoire outlining 
our position and our proposed press release to clarify the 
situaticn for the benefit of US businessmen with interests 
in Sweden, 





For about a year we have been discussing with Sweden a 
news payments agreement to replace the one which expired in 
June 1950 with the termination of the US-Swedish Trade Agree- 
ment as a result cf Sweden's accession to the GATT. (See 
page 6, July 24, 1950 issue of Current Economic Developments.) 
Tne Swedes originally suggested an exchange of notes extending 
the 1949 agreement, which was unsatisfactory to us since it 
would merely have extended for another year our approval of 
Sweden's deferral of payments. We hoped to secure an agrec- 
ment under which Sweden would liberalize its exchange restric- 
tions as fully as possible, immediately authorizc most payments 
to the US on current transacticns and arrange for th payment 
over a specified neriod cf tlocked accumulated dividends 
accumulated motion nicture royalties and voluntary credits, 
Aithough we nave been unable to cbtain Swedish concurrence on 
a written agreement embodying these nolicics, the Swedes have 
nevertheless taxen several stens durinre the past year to 
liberalize their restrictions with respect to transfcrs to 
tne US. In this connection Sweden has liquidated the payments 
backlog which represents so-called “hardship cases", and has 





agrced 
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agreed to reduce the backlog of accumulated dividends "»s 
soon as possible and preferably during 1951". Sweden has 
also indicated that it will consider apnlications for th> 
transfer of a larger preportion of dividends than was pre- 
viously permitted. 


The US aide memoire expresses our views that the statc- 
ment which Sweden is prepared to issue on liberalization of 
agollar peyments restrictions is so qualified and allows for 
such elasticity in imolementation as to make it inadvisable 
for the US to apnrove it as an agreed plan. Although Swecaen's 
vrospective foreign exchange carnings during the coming year 
might justify some concern, we consider that the significant 
iiprovement in Sweden's balance of payments and gold and foreign 
exchange reserves during the past 18 months should permit a 
more unoualifiec relaxation of Swedish restrictions. The US 
will, therceforc, merely acknowledge the draft as a statement 
of Swedish policy,-but will point out that this acknowledgement 
should not be construed to indicate US compliance. We will 
also reserve the right to suggest to Sweden from time to time 
points at which we believe that Swedish policy should be 
liberalized. 





* * * 


INDIA-PAKISTAN AGHEEMENT With the signing of a new trade 

TeRLINATES TRADE IMPASSE agreement, effective February 26, 
1$51 until June 30, 1952, India 

and Pakistan broke the long-standing trade impasse which re- 

sulted largely from the dispute on exchange ratcs subse- 

guint to the Sevtember 1949 devaluation of the Indian rupee. 

In April 1950 a trade agreement was signed on a government- 

to-government basis under which some trade exchange was resumed 

and the way was paved for the recent successful negotiations. 





Mode _of Exchange Under the new agreement the Reserve 
Bank of each country has agreed to buy and sell the currency 
of the other, India's currency bcing 30.5% lower than that 
of Pakistan. Pakistan exports will bc priced in Pakistan 
rupees and sellers will reccive payment in their own currency. 
Net nation2l balances will be convertible into sterling with- 
out any restrictions. Banks of the two countries are already 





negotiating 


DECLASSIFIED FOR PUBLICATION IN FOREIGN 
RELATIONS OF THE UNITED STATES 

















SECRET 





negotiating in regard to the mechanism through which the 
exchange agreement will be put into effect, including the | 
establishment cf a postal money crder system, Pakistani | 
officials have also proposed the restoration of through ' | 
freight transport and later passenger traffic, at the same | 
time nointing out the desirability of liberalizing existing | 
restrictions on travel between the two countries. 


The agreement of the two Central Banks to deal in one 
another's currency will permit the resumption of financial 
transattions between India and Pakistan which have taken 
ylace only on an extra-legal basis since 1949. On the 
other hand, imposition of exchange controls between the 
two countries, announced simultaneously with tne signing 
of the trace agreement, will vrevent a return to the freedom 
of financial exchanges which existed prior to devaluation. 


As yet there has been no indication cf India's attitude 
in the International Monetary Fund concerning possivle 
Fund's accsntance of the Pakistan rate as par value, al-. 
though Inaia's accentance of the Pakistan rate in the trade 
agreement is a honeful sign. 


Goods to be exchanred Pakistan has contracted to 
supply india witn 156,400 tons of rice by June 1951 and 
an additional 143,600 tons by December; 9,000 tons cf 
wheat tor immediate delivery and 16,000 tons of East 
Pakistan wheat by June 303 also, crop permitting, 150,000 
tons of rice from the 1951-52 crop and 275,000 tons of wheat 
from th. 1951-2 and 1952-3 crovs. Paxistan has vrevious 
commitments to Germany ana Javan for Punjab wheat which may 
exhaust the exportable surplus, but Pakistari officials 
have confirmea that they have a moral commitment to India 
for the quantities named abdcve. In addition, India agrcés 
to permit the importation of 20,000 tons of grain from 
the 1951-2 crop by April 1952, but will not purchase the 
prain on its own account or guarantee nurchase by traders. 
There was no annovncement of specific prices. According 
to the agreement, some grain prices have been settlea, 
while others are being negotiated. 





Pakistan 


DECLASSIFIED FOR PUBLICATION IN FOREIGN | 


RELATIONS OF THE UNITED STATES 

















SECRET 
~8- | 


Pakistan will also undertake to sunply India with 

one million bales of jute by June 30, 1951 (350,000 bales 
now held by the Pakistan Jute Board plus 650,000 bales 
through private channels) and 2,500,000 bales in the ensu- 
ing twelve months, although there may be some difficulty in 
obtaining these amounts for India, since the cron has largely 
been sold abroad. India is the world's largest producer of 
burlan, and has traditionelly obtained a large proportion 
of its raw jute from Pakistan, which gives some indication 
of the tremendous importance Pakistan jute holds in the 
Indian economy. The new arrangement is expected to bring in 
about one-third more raw jute than India ottained by various 
means from Pakistan in 1950. Fromthe US voint of view, 

- India-Pakistan jute arrangements are also extremely vital 

. Since we are practically dependent on India for burlap. 

We have no definite knowledge of jute price arrangements 
under the new agreement. Indian officials have expressed 
the hope to US officials that US ceiling pvrices on »yrocessed 
jute goods purchased in India will be xept up to a level 
permitting such goods to continue to be sold in the US. In 
this respect, we have authorized Embassy New Delhi to indi- 
cate to tne Indian Government that we hove any increase 
in raw or processed jute prices may be absorbed by a reduc- 
tion in the Indian export duty. Discussions on this matter 
are continuing, and a decision on Indian price policy for 

~eqiute and jute goods including adjustment in ceilings or 

decontrol is expected shortly. | 


—————— 


At the present time, Pakistan has no destination 
quotas for raw cotton, co that India may buy any quantity 
Sesired. The agreement provides, however, that if destina- 
tion quotas are introduced during the period of agreement, 
India will be given a quota of 400,000 beles for the cotton 
season 1951-2. Indie will elso receive 250,000 cow-hides 
and 200,000 sheep-skins by June 30, 1951, in addition to 
1,000,000 hides and 600,000 skins the following year. 


The princinal Indian export item is to be coal, of 
which 600,000 tons are to be supplied by June 30, 1951 and 
1,500,000 tons during the succeeding 12 months. Pakistan 
will also receive smaller quantities of coke, pig iron, 
galvanized ard black sheets, structural steel, timber, cement, 
mustard oil, tires and tubes. After July 1, 1951, 90,000 bales 
'‘of cloth and 15,000 bales of yarn will be furnished. 


It 
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t is cxpected that, as before pe detect ange SS ge 
will heve 2 trade deficit with Pakistan under this t 
" " it j ected that the p - 
agreement. it is not expe BC 
chonoe tande *e ability to vay for food grain imports 





DECLASSIFIED FOR PUBLICATION IN FOREIGN 
RELATIONS OF THE UNITED STATES 














BEST COPY AVAILABLE 











ISSUE NO, 296 
March 12, 1951 


SECRET 











‘URRENT ECONOMI 
JEVELOPMENT 





A DEPARTMENT OF STATE 
B POLICY REPORT 


DECLASSIFIED FOR PUBLICATION IN FOREIGN 
RELATIONS OF THE UNITED STATES 











This weekly publication is designed to highlight developments in the eco- 
nomic divisions of the Department of State, and to indicate the economic prob- 
lems which are currently receiving attention in the Department. It is suggested 
that copies be retained on file, as reference will sometimes be made to previously 
reported items to avoid repetition. 


Document Security Instructions 


This document should be treated in accordance with current instructions 
regarding security measures for SECRET material. Extreme care should be ex- 
ercised to avoid public or private discussion of the information herein with or in 
the presence or hearing of any person not authorized to have knowledge thereof. 
For general purposes all classified Foreign Service Officers and other responsible 
economic officers are authorized to have knowledge of the contents of this docu- 
ment, responsibility for the safekeeping of which will be assumed by each recipient 
thereof. It may be retained in protected files or, at the discretion of the recipient, 
destroyed by burning. If not personally disposed of by the recipient, he will 
assure himself that it is burned in the manner prescribed for SECRET material. 


DECLASSIFIED FOR PUBLICATION IN FOREI 
RELATIONS OF THE UNITED STATES on 

















SECRET 


March 12, 1951 


CONTENTS 


Renort of London 
Rubver Conference - ---+-+-+-e+-+-+-+-+---- 1 
Sunply-Demand Position 
Allocations Considered 
Producer Countries' Position 
Offers Being Considered 


International Materials 
Conference Develonments - - ----+-+-+-+-+-+-+-- Ly 


Policy Concerning 
Aviation Exnorts ----+-+-+-+-+e+-+-+---+-e--- L 


Recommendations on 
Import Restrictions ----+-+-+-+-+-+-+-+-+-- 5 
Immort Problems Created by Conservation Orders 
Metnods of Treating the Problem 
Recommendations 


Recommendations for US 
Policy on Land Reform --+-+-+-+-+-+-+-+--+-e-- 8 
The Problem 
Policy Ovjectives 
Policy Suide 


neaifirmation of 


Fund Gold Policy ---+-+-*+-e+-+-+-+-+-+-+-+-e--- 9 
Advisory Board's Report 
on Underdeveloped Areas - ---+-+-+-+-+-e+--+e-- 10 
* a * 


DECLASSIFIED FOR PUBLICATION IN F 
OR 
RELATIONS OF THE UNITED STATES rien 








SECRET 








REPORT CF LONDON The confidential meeting of princinal | | 
RUSBER CONFERENCE rubber producing and consuming countries : 
which convened in London February 5 was 
recessed on February 21 when it became apparent that the 
ciffering views could not be resolved without an opportunity 
for delegations to consult with their governments. Prior to 
the London conference, we had reached a tentative agreement 
with the British on the following main objectives to be sought: 
i) the need to assure adeauate supplies of ratural rubber for 
industry and security purposes in the free world; 2) the need 
to limit the availability of natural rubber for the USSR, China, 
ana the European satellites of the Soviets; and 3) the desira- 
bility of stabilizing the price of natural rubber. These are 
still the principal objectives of the US. 





Tne major issue of the conference was not whether there 
is a shortage of rubber nor whether an effective allocation 
scheme could be devised, but rather what consumer countries 
coulda offer to nroducer countries as a quid pro cuo if the 
nroducer countries should agree to accent an allocation scheme. 
Therefore, we are now attempting to determire with other 
interested agencies what concessions the US would be willing 
to offer to procucer countries in return for their acceptance 
of a satisfactory plan of allocation. In view of inconsisten- 
cies in the British approach to the problem in the London 
conrerence, we also uope to arrive at a rirm position with the 
sritish pefore tne meeting reconvenes early in April, just 
prior to the next Rubber Study Group meeting. The us is con- 
sidering sendiug during the conference recess a mission to 
Thailand to contract for Thai nroduction and to talk to the 
government about allocation. Also under consideration is a 
mission to Djakarta to explain the US position on allocations, 
to determine what quid pro quo might be given the Indonesians 
and to examine the oossibility of a bilateral rubber contract. 


Supply-Demand Position The statistical committee of the 
conrerence produced a renort on the supply-demand position 
for five years beginning in 1951. This report shows a shortage 
of rubber in 1951 and 1952, with suvply and demand in relative 
balance during the following three years. For 1951 the deficit 
is estimated to be about 290,000 tons and in 1952, 175,000 tons. 
Production of natural rubber is estimated at about 1,850,000 
tons ner vear and world producticn of synthetic was estimated 
at 945,000 tons in 1951 and about 1,000,000 annually there- 
after. 





Allocations 
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Aliocations Considered In view of the anticinated 
shortage, the US proposea that the conference consider the 
desirability of adonting an allocations system and examine 
the kind of system which might be adopted. Aithough repre- 
sentatives of the producer countries indicated that their 
instructions did not permit them to agree on the need for 
allocations, they were nersuaded to examine allocation pro- 
posals without commitment. As a result of this preliminary 
examination, our delegation is of the opinion that a workable 
and effective allocation scheme could be negotiated if the 
major question of acceptance of tne principle of allocations 
coule be agreead upon by the procucer and consumer countries. 
When it became apparent that governments would need to be con- 
Suited before the outstanding issues could be resolved, our 
Gelezgation uncertook before the recess to narrow the area of 
Gisagreement as much as possible and to make clear to other 
countries Us views concerning the security, economic and 
general international implications of the rubber problem. 





Producer Countrics' Position The producer countries 
fear that when US stockpiling terminates and when the US 
Synthetic inacustry is operating at full capacity, tnere may 
be a surplus cf natural rubber. They would like to be insured 
against tre eccnomic consequences of such a surplus esnecially 
if they are to agree to an allocation system or some other 
form cf liriting their ability to profit from the current 
shortage, citner in terms of price ocr in terms of freedom of 
action in choosing the marxets for their product. As a result, 
the producer countries raised a number of cuestions about 
possible concessions which consumers could make, including a 
ccmmodity agreement of the tyne now in effect for wheat to 
assure a long-term market. They also exnressed interest in 
possible US commitments concerning: 1) the eventual disnositior 
of the natural rubber stockpile; 2) the level of production 
of synthetic rubber in the event a rubber surplus should 
threaten: 3) the level of mandatory controls over synthetic 
rubber consu:mtion in the US; 4) purchase of natural rubber 
on a long-term basis; and 5) the availability of capital 
équinment anc consumer goods, under present shortage conditions 
to the nroducers of natural rubber. 











In general, the producer countries:did not object to the 
principle cf allocation when an item is in short supply, but 
they did ask what might happen in other commodity fields. 

They did not object to the idea of placing a limit on shipment: 
to the Soviet bloc, and with the exception of the British they 
indicated they sold little rubber to the Sovict bloc anyway. 


They 
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They cid not object in principle to the idea that an allocation 
system should include price protection for consumers, but they 
Gid say it should afford protection for producers as well. 

They admitted the price of rubber was high, but pointed out 
that the prices of other things were high also and asked whet 
was to be done about then. 


Although the UK position was understood to be in accord 
with that of the US before the meeting, the delegation repre- 
senting the UK Colonial and Dependent Territories took a pro- 
nounced producer position. The delegation representing the 
UK prover followed the original position. The chairman of the 
conference, an official of the Cclonial Office, expressed his 
views in such a way as to lend considerable weight to the vro- 
Gucer side of the discussion. He was not officially expressing 
the views of the UK, but was allegedly, as chairman, voicing 
the thought of inarticulate producers. Since this was not con- 
sistent. with the policy the US understood the UK to be follow- 
ine, and since it was not approvriate as a statement of a pre- 
sumably impartial chairman, the US took up the matter with the 
UK Foreign Office. The British position is understood to be 
under reexamination and it is hoped that the problem will 
he reapproached more constructively. 


Cffers Being Considered At the request of the Foreign 
Supplies and Requirements Committee, the Department is pro- 
ceeding with interazency discussions on offers which can be 
made to procucer countries in exchange for an effective allo- 
cation system. Under consideration are the following pronosals 
recommended by our delegation: 1) possibility of negotiating 
& long-term agreement like the International Wheat Agreement; 
2) possibility of an explicit pledge regarding procedure and 
intentions on eventual disposal of the stockpile; 3) a commit- 
ment to consult on the level of mandatory usage of synthetic 
rubver and a declaration of intention to continue requiring 
such usage wholly on the basis of national security; 4) a com- 
mitment to maintain the allocations framework beyond the period 
of actual shortage so as to ease the transition back to a free 
merxct or to prepare arrangements for coping with a possible 
surplus situation; 5) possible commitments which can be made 
to nroducer countries regarding the supply of consumer and 
Gcéevelopment goocs, 





In the interest of helping other consuming countries, the 
Gelegation also recommended that the US develop a concrete pro- 
cedure for making synthetic rubber available for export. 


INTERNATION 
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INTERNATIONAL MATERIALS The US, the UK anc France have reached 
CONFERENCE DEVELOPMENTS agreement on enlarging the Central 

Group of the International Materials 
Conference (IMC) to 10 members. In addition to representatives 
from OEEC and OAS, invitations are being sent to one additional 
European country, one additional Latin American country, India, 
Canada and Australia. No formal announcement of the composi- 
tion or size of the enlarged group will be made until renlies 
to the additional invitations are received. 











Cf the six commodity committees of the IMC already estab- 
lished, five--1) copper, zinc, lead; 2) manganese, nickel, 
cobalt; 3) tungsten and molybdenum; 4+) sulphur; 5} cotton and 
cotton linters--are currently meeting in Washington. The wool 
committee convenes April 2. Nearly all countries invited to 
narticipate have accepted. Egypt has declined and Pakistan, 
Burma and India are considering their reniies. The only two 
committees affected by failure of countries to accept are 
cotton, whicn will be greatly handicapped if both Egynt and 
Pakistan refuse, and wool if Argentina rejects the invitation. 
The Central Grovn is considering the establisnment of two 
additional committees, one on fats and oils anc the other on 
paper and pulp. 


SECRET 
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POLICY CONCERNING US policy with regard to the export of 
AVIATION EAPORTS civil aircraft anc spare parts, as recom- 
mended by the Devartment, has been approved 
by the Air Coordinating Committee (ACC). Under this policy 
production and delivery of aircraft ordered by foreign and US 
civil air carriers would be approved on a basis of substantial 
equulity. US needs for emergency airlift purposes would be 
the primary consideration in determining whether or not deliver} 
of such aircraft will be approved. However, controls will not 
be exercised for the purpose of giving any civil air carrier 
an unfair competitive advantage. The application of this 
policy would be controlled by the ACC. It was decided several 
months ago that production and delivery of civil aviation spare 
parts should be accorded equal priority with similar military 
equipment in order that the civil air transport operations of 
both the US and friendly foreign countries might be maintained 
to the greatest possible extent despite the increasing shortages 
of critical materials for normal civil use. 


The 
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The policy was adopted at the urging cf the Department, 
in view of the undesirable political and economic repercus- 
Sions of withholding essential aircraft and spares from 
friendly foreign air transport operators and of the advantages 
to be gained by the Allied nations through an effective foreign 
airlift. US equipment has played an important part in the post- 
war development of foreign air transport operations and foreign 
markets have been expanded to the point where the majority of 
foreign operators now find themselves dependent on US products 
for their continued operation. Utilization of Us aircraft 
equipment abroad has been further encouraged through Eximbank 
loans. To deprive foreign cperators now of essential US avia- 
tion nroducts would be a departure from our established 
oractices; would impose, at tnis time, unnecessary hardships on 
foreign operators; would antagonize relations with foreign 
operators and their governments; ana might eventually lead to 
the loss of some foreign marxets for US equinment. 


On the other hand, the US. may derive certain advantiges 
from helping maintain friendly foreign air carriers in an 
cperating condition. If the internetional emergency increases 
in intensity, ooth the civil and military demand for airlift 
will become proportionately greater. Defense has already 
expressed its intention of utilizing a portion of the US civil 
air fleet in an emergency, and undoubtedly forcign military 
operations will be supported by their r..ctional airlines under 
Similar circumstances. Obviously any ‘.1ied war effort will 
be in a large measure denendent unon ismediatcly available, 
ravid air transportation to meet national and international 
emergency requirements. 


CONF IDENT IAL 
* * * 
SECRET 


RECOMAENDATIONS ON The Department's recommendation that 
In;PORT ReSTRICTIONS emergency import restrictions be anplied 
on a selective basis has been approved 

by the Foreign Supplies and Requirements Committee (FSRC). A 
selective pvolicy is deemed to be the most practical method of 
echieving our over-all objectives of: a) obtaining the maximum 
Savings of scarce materials here and abroad; b) satisfying 
domestic consumer needs, especially for utility products, in 
order to curb inflation; c) maintaining the economic strength 
of other countries of the free world; and d) assuring, so far 
as practicable, equitable treatment to both domestic and foreign 





products 
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preducts affected by emergency regulations. A working group 
of representatives from State, Commerce, ECA, and the Economic 
Stabiiization Administration has been set un under the chair- 
maenship of the Defense Production Authority to consider specifi 
proposals for imposition of import controls in the light of 

the principles approved by the FSRC and to provose such modi- 
fications in these principles as may seem necessary or desirabl 


import Problem Created by Conservetion Crders The US hes 
alreacy adorted 2 series cf domestic conservation orders limit- 
ing or prohibiting the use ef scarce materials in the manufactu: 
of a number of less essential itens of civilian consumption. 
This trend will urdoubtedly accelerate and exnvand. In the case 
cf commodities which are producec both here and abroad, the 
applicetion cf conservation restrictions to comestice output 
raises tne question of the treatment which should be accorded 
to imports incorporating materials which US manufecturers 
cannot use. Similar qiaestions will arise in cases where the 
comestic inaussry has vartially or wholly converted frem the 
production cf articles for civilian consumption to the pro- 
Guction cf goods for military use. 





= been considered: 1) cxeanticn of imported 
etic conservation orders; <) a uniform sub- 

Zecticn of imported »reducts to the same regulations that are 

amposec on similer domestic products; and 3) a selective policy. 





reating the Problem Three methcds of treat- 
3 


A volicy olf excmpting imported articles from domestic 
conservaticr. regulations would be inedequate to meet the com- 
petitive ara other vroblems arising from materials shortages. 
In many cases, the foreign vroducer, unninderea by conservation 
regulations, could nroduce a more saleable product than the 
Gomestic one. This might not only have an adverse competitive 
effect on US producers but woulc also tend to discourage 
internal conservation measures abroad by enlarging the exoort 
opportunities of the foreign producer. In addition, the US 
might find it more difficult to procure raw materials. 


Ecuitable treatment is the main argument for adopting a 
uniform policy of sub‘cecting imoorted products to the same 
regulations that arc imposed on Jike domestic products. Domes- 
tic manufacturers would not be pieced at a competitive dis- 
advantage in relatior to the forcign manufacturer as a result 
of US emergency rcgulations. Complaints to administcring 
agencies would ccnecivably be lessenea and industry would be 
more cooperative in applying the controls. Furthermore, such 
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a policy would tend to force the conservation of scarce mate- 
Trials abroad as well as in this country. On the other side 

of the picture a uniform policy would have these disadvantages: 
imports would be cut down without regard to the needs of the 
American consumer, or to the contribution made by imports to 
offsetting inflation; no account would be taken of the import- 
ance of the US market in maintaining economic stability in 
other countries, nor of the amount of scarce material saved 

in curtailing imports to this country while demand continues 
tc exist in other countries for the goods in questicn. Con- 
servation regulations on imports may also work an inequity 

on the foreign producer. For example, in the case of rubber, 
a regulation requiring partial use or synthetic rubber would 
shut out most foreign manufacturers, since only US and 
Canadian manufacturers have access to synthetic rubber. 

Taking all these factors into consideration, it appears that 
the best means of attaining our objectives and minimizing the 
undesirable aspects of import restrictions is to deal with 
such restrictions on a selective basis. 


Recommendations The US shouid seek the maximum degree 
of cooneration from other countries in the adoption of internal 
conservation measures which will increase the supply of basic 
materials available for defense production, and which will 
minimize the competitive disaavantages in international trade 
resulting from the lack of parallel conservation action among 
the major procucing countries. The inter-agency working group 
to consider specific proposals for imposition of import con- 
trols, in-making its decisions, should consider the degree of 
materials savings which might result from an important restric- 
tion; the importance of the US market for the goods involved, 
from the point of view of the foreign country's economy and 
dollar earnings; the imvortance of the import to the US con- 
Sumer and to the stability of our own economy; the extent of 
possibic hardship to a domestic proaucer by failing to imvoose 
a restriction; and tne possible nardship to a foreign pro- 
ducer as a result of such a restriction. At the same time, 
a study should be made of the possibility of applying under 
existing legislation--the Defense Production Act or other 
present authority--conservation orders or equivalent restric- 
tions tc imported products, without seeking additional legis- 
lation cn the subject. 


REC Ol? ENDAT IONS 
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RECOMMENDATIONS FOR US A US policy of providing encouragement 
POLICY ON LiND REFORM and assistance to desirable land reform 





in foreign areas has been developed and 
approved by an inter-agency committee which was created specificelli 
to make recommendations on this matter to the Secretary of State. 
Land reform is broadly defined as the improvement of agricultural 
economic institutions, including agricultural land ownership and 
tenancy, land rents, taxation of agricultural lend or income from 
land, and agricultural credit and producer marketing, 


The Problem We recognize that in most countries, including ow 
own, economic progress and political stability are closely related 
to the prevailing system of agricultural economic institutions, 
in many areas, present unsatisfactory institutional arrangements are 
a source of persisting discontent and unrest. This has been re- 
cognized in US domestic policy and more recently emphasized in 
foreign policy eas illustrated by the far-reaching land reforms in 
Japan and the support of land reform measures in Formosa. 


Folicy Objectives Our basic objective in this regard is to 
improve agricultural economic institutions in order to lessen the 
causes of agrarian unrest and political instability. This objective 
should be sought by improving the position of the farmer on the land 
to the end that he may have a greater security of tenure, an in- 
centive to increase production and conserve resources, and an 
equitable share of the output. «4 secondary objective is to disen- 
gage “land reform" from the complex of ideas exploited by Soviet 
communism, by making clear to the variovs peoples anc governments 
of the world that genuine land reform can be achievec through their 
own governmental process, end that steps in the direction of 

) accomplishing the basic objective will receive US suprort as appro- 
: priate. It is, of course, recognized that specific land reform 

: measures Will have to be evaluated in relationship to the conditions 
: peculiar to each region and country. 








Policy Guide The inter-agency committee has mede a number of 
recommendations for policy guidence. The US Government should give 
encouragement and assistance to land reform when and wherever it 
would substantially contribute to promoting the above objectives. 
The US should take every reasonatle opportunity to use its foreign 
economic and technical assistance programs to encourage and assist 
desirable land reform measures, The US should lend other practical 
assistance as feasible and take every opportunity to support and 
encourage desirable land reform programs through the apprepricte 
international agencies. The US should actively assist in carrying 
forward land reform in non-self-governing territories under US ad- 
ministraticn and be prepared upecn request to werk with other govern- 
ments in connection with desirable land reform in such territories 
under their administration. Extensive publicity, both at home and 
abroad, should be given to acccmplishments in support of land reform, 
and to progress in the US and in other countries toward the above 
cbjectives, ‘ 








More 
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More specific aspects of land reform policy are now being con- | 
Sidered by four inter-agency working groups organized on a regional 
basis to formulate recommendations with regard to land reform in 
countries where the agrarian problem is a serious cause of politi- 
cal instability. 








* * * 
REAFFIRMATION OF The International Monetary Fund has reaffirmed 
FUND GOLD POLICY its policy deprecating premium gold trans- 





actions and has directed its staff to devise 
more effective methods than the existing ones for implementing 
this policy. (See page 8, June 12, 1950 issue of Current Economic 
Develotments.) Since eold Sales for supposedly non-monetary pur- 
poses have been increasing at a rate which indicates that at least 
part of the gold is finding its way into private hoards, contrary 
to liu policy, the Fund considers that the existing arrangements 
and practices of several countries, including South Africa, are no 
longer satisfactory. 





This action was taken by the Fund in order to avert a Canadian | 
propesal for relaxing its restrictions on the export of gold for | 
sale in vremium markets. This proposal was drawn up at the insist- | 
ence of Canadian gold mining interests which wished to secure the | 
Same access to premium markets as that now enjoyed by South African | 
gold producers. Pursuant to an arrangement with the Fund in May 
1949 which permitted premium gold sales for genuine industrial 
uses, South Africa is now selling about 40% of its gold output \ 
at premium prices, ostensibly for industrial purposes but actually 
mostly for ultimate monetary use. Canada expressed a willingness 
not to press its proposal if the Fund would issue a reaffirmation 
cf its gold policy and a statement that South African sales are 
excessive and not in accord with the intent of the 1949 arrange- 
ment. Although the Fund's statement does not go as far as the 
Canadians wished, the iatter have agreed not to advance their 
proposal for the present, although they have reserved the right 
to submit it at a future date if Fund actinrn is ineffective in 
curbing the premium sales of other gold producing countries, It 
is aiso possible that Canada will desire to increase the amount 
cf its subsidies to the gold mines, which action would be pre- 
ferable to sales in the premium gold markets insofar as the Fund's 
gold policy is concerned. 


ADVISORY 
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ADVISORY BOARD'S REPORT The International Develo: ment Advisory 
OM UNDEXDEVELOPED ARSAS Board has made a report to the Presi- 

dent containing recommendations on 
what US policy should be toward the underdeveloped areas of 
the world and on the types end size of programs desirable for 
the US to undertake. The President commended the Board for 
setting forth so clearly the reasons why a broad program of 
economic development is necessary. He said he would be send- 
irg recommendations to Congress shortiy concerning the legis- 
lation required for foreign defense and economic assistance 
for 1952 and was sending the Board's report to the anpropriate 
Congressional committees and to the government agencies con- 
cerned for their consideration. Department comments on the 
report will be prepared in the near future. 














Among the far reaching vroposals which the report makes 
are: 1) a greatly exvanded crogram of aid for underdeveloved 
countries; 2) establishment of an International Development 
Authority to provide grants for financing public works in under 
aeveloned areas, to de financed by $200 million of US money 
initially in addition tc contributions of other countries; 

3) establishment of an International Finance Corporation 
affiliated with the International Bank for Reconstruction and 
Development to meke development loans and equity investments 
in local and foreign currencies; 4) exemption of income of 
approved new investments abroad from US corporation income: 
taxs3 5) utilization of existing Eximbank authority to guarantee 
ready collar market for anvprovecd foreign bond issues and to 
guarantee cconvertibility into dollars of interest on such 
bonds; and 6) amalgamation of foreign economic operations in 
& new agency with the Administrator of this agency becoming a 
member orf the Natione] Security Council, a member of the 
Wational Advisory Council ana a director cf the Eximbank. 


It is highly vrobable that a vropnosal for new or modified 
international machinery to provide grant aid will be vrcenosed 
at the current session cf the sconomic ana Social Council in 
Santiago. We have advised our delegation there that, if this 
happens, it should try to steer the resoluticn away from this 
subject toward coordination of activities of governments giving 
bilateral assistance, providing such coordination will not 
involve cuanneling auditional US grant funds for econonic 
develonment through an international agency. If mention is 
madé of the International Devclopment Advisory Board report, 
we suggest that cur delegation at ECOSOC emvhasize the report's 


philosophy 
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ohilosophy that economic development should have high priority 
as a vart of the total US effort te build the strength of the 

free world but state that further specific recommendations of 

the renort are not cfficial US policy. 


The International Development Advisory Board, which is 
neaded by Neison A. Rockefeller, was appointed by the President 
iest November to advise on Point IV policy. It is composed 
cf representatives of industry, labor, agriculture, health 
and voluntary grouvs. As its first task, the President asxed 
the Board to consider the nroposals of the Gordon Gray Report 
(See page 1, November 6, 1950 issue of Current Economic 
Develonments.) concerning our policy toward the underdeveloped 
areas. 
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WESTERN GERMANY'S The current economic crisis in the German 
PAYRENTS CRISIS Federal Republic is receiving urgent con- 
sideration by the CEEC and the US because 
of its serious implications with respect to the political situa- 
tion, the OEEC's trade liberalization program and future US aid. 
Cur representatives in Bonn have observed increasing restive- 
ness and dissatisfaction in the Federal Republic due primarily 
to fear of a gradual rise in the cost-of-living or a decline 
in real income and to uncertainty concerning the economic future 
as @ result of the indecision and ineffectiveness of the govern- 
ment. Our representatives believe that these economic diffi- 
culties are lixely to strain, but not seriously threaten, the 
government co2zlition at this point, although the Socialist 
faction of the Bundestag has based its new demand for the 
government's resignation on its incornetence in dealing with 
these problems. However, cur representatives feel that the 
net effect of these difficulties, if long unresolved, will be 
manifested in a decline in West dermen morale and the prestige 
of the government, and a consequent growing paralysis in its 
attempts to carry out programs and commitments. Such a trend, 
if unchecked, might adversely affect the Allied bargaining 
position at a possible CFM and might conceivably lead in the 
long run to the fall of the present government. Leaders of the 
government coalition have helatedly recogrized the significance 
of these »roblems and have agreed that urgent measures must be 
taxen to halt the strain on the German economy. 








German EPU Position As a result of continued deteriora- 
ticn in its intra-Buropcan payments rosition and the avproach- 
ing exhaustion of the snecial credit extended by the European 
Payments Union (EPI) last November. the Federal Republic on 
Fepruery 21 temporariiy susnended the issuance of licenses for 
imvorts which nad previously been freed of restrictions under 
tne O=EC trade liberalization program. The Germans are now 
consiacring, in addition to measures to reduce internal demand, 
the extent of the reduction in trade liberalization which may 
oe necessary after the import moratorium is lifted. Although 
US representatives and the EPU agreed on the necessity for this 
moratorium, they were critical of German failure to implement 
vigorously the internal reforms which might have pvreventeca the 
recurrence of a vayments crisis. They were also concerned over 
the possibility of a chain-reaction to German Gelibcralization 
which would jconaraire the whole trade liberalization program 
of the Chct. : 





Germany's 
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Germany's critical payments vosition was revealed in the 
first ErU settlement last November at which time it became 
evicent that existing facilities would soon be inadequate to 
meet the large German deficits with other member countries. 
Therefore, after a report by its experts on the German situa- 
tion and the submission of a German program following the 
experts' recommendations, the CEZC Council authorized the special 
EPU credit of $120 million for Germany. (See page 1, November 13 


1950 issue of Current Economic Developments.) Repayment of 






this credit is to begin in May and to be completed by October 
1951. However, $70 million of the credit was spent by February 2( 
with no evidence of a decline in the size of Germany's monthly 
deficits. There was, moreover, a strong indication that the 
credit line would be insufficient to cover the March deficit 

and that the anticipated surplus in German payments during the 
second quarter of the year would not materialize. 


In approving the Federal Republic's suspension of licens- 
ing for liberalized imports, the EPU managing board recommended 
that this suspension should be extended to non-liberalized 
imports as well and that controls should be enforced over all 
German imports to keep them within the limits of available 
financial resources. However, the board recognized that such 
controls would be mere stopgap measures since steps must be 
taken, especially in the fiscal field, to reduce the volume 
of consumer cemand in Germany. Otherwise, if imports are cur- 
tailed, internal demand will reduce the availabilities for ex- 
port and, as a result, reduce Germany's ability to correct its 
payments imbalance. the board recognized the constitutional 
difficulties to rapid action on German tax provosals but felt 
that the Federal Revublic had not shown a sufficient sense of 
urgency in preparing and vushing these measures. In view of 
the gravity of the situation and the delay in getting taxes 
imposed, the board considered it essential that existing credit 
restrictions be vigorously applied and further measures be taken. 
The EPU report on the German situation was approved, with certain 
excentions, by the OZ#C Council which also noted the Federal 
Republic's intention to submit a program showing the measures 
being taken to correct this situation. In addition, the OZEC 
was seriously concerned over the possible repercussions of German 
import restrictions on the financial and economic situation of 
other member countrics and the possibility that these countries 
might be forced to deliberalize as a result. The Dutch, in par- 
ticular, expressed the view that the German problem now surpasses 
any technical questions and presents an important political 
problem which should be discussed at the Ministerial level. In 
recognition of this problem, the OEEC invited the Federal 


Republic 
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nepublic to ciscuss with the interested member countries any 
agifficulties which may arise as a result of the impact of the 
»ropesed German program on their economies ana instructed the 
EPU mana ‘ging beard and the OEEC committees which are consider- 
ing the German vroblem to examine this aspect as well. 


US Views In view cf the cirect relationship between the 
volume of ECA aid to Germany, its dollar reserves and dollar 
nayments to the EPU to cover its deficits, as well as identi- 
fication of the US with intra ~Buropesn trade liberalization, 
the US has an active interest in the German payments problem 
ana in sééing that a solution is #éached which will prevent a 
chain reaction of cutbacks in liberalization and a possible 
scuttling of the whole liberalization vrogram. Recognizing 
that by February ol tne Germans had no realistic alternative 
to the suspension of liberalized licensing, we nevertheless 
seriously resret German failure to implement effectively the 
tex, credit control snq export promotion program submitted to | 
the "SPU in November ana consider that the full weight of US 
prestige should be brought to bear to Insure such imolementation. 
We believe that the present moratorium should be continued for 
she specific period necessary to reduce the backlog of outstand- 
ing licenses to a manageable level and to permit the- Federa 
Republic to institute its proposed program immediately. This 
neriod should aiso be used to study the adequacy of this program 
and, if necessary, to dcvalon a line of retreat from liberali- 
zation which could be used after the moratorium is lifted but 
would not jeopardize ovcer-211 liberalization. We feel that 
this moratorium will have the advantage of implying that German 
abandonwent of liberalization is only temporary anc of yroviding 
4 bargaining noint in getting other OEEC members to encourage 
ims vorts from Germany. 














assues in US Aid The question of ECA aid to the Federal v | 
nepudlic is closely reiated to the problem of meeting Germany's 
payments crisis in the EU. On the cone hand it has been argued 
test further cirect ECA aid should be suspended for this fiscal 
year in order to maze clear to the Germans the necessity for 
aaooting economic policies aimed at living within their resources 
without outside assistance. This view holds that, since they 
Tailed to take adequate corrective measures after receivinz 

the spccial EPU credit, tucy woula also takc advantage of a 
continuation of 2CA aid as a means of avoiding facing up to the 
measures necessary to correct their lax policy. Provonents of 
this view feel that control over excessive imports can be at- 
tained only by suspending outside support of both Germany's 

EPU and dollar positions. It has also been urged that US aid 


should 
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shoule be evaluated and administered on a new basis analogous 
to the new approach for other participating countries and that, 
while it is too early specifically to relate the German vosition 
to participation in western defense, further aid should be re- 
lated to those actions which Germany is in a position to take 
-in support of the defense effort. On the other hand, in con- 
Sidering ECA aid for Germany the immediate aim of bringing the 
'Cerman payments position more nearly into equilibrium must be 

' balancea against the aims of increasing German defense produc- 
tion as rapidly as pnossible and avoiding the comnlete breakdown 
of trade liberalization within Europe which might result from 
any permanent abandonment of liberalization by Germany. Recog- 
nizing that many of the factors leading to the German nayments 
predlem are beyond that government's control, this view holds 
that the Germans cannot get by with only the aid allotted to 
date ana thet, even if ail necessary measures are taken, the 
Federal Repudlic will need at least the fuil amount of aid »vro- 
jected for this year, and possibiy more. However, no further 
aliotments should be mace until the Germans have taken positive 
steps to mininize their EPU deficit. 





The US High Commissioner for Germany feels that the utility 
of continuing econcmic 2iad to the Federal Republic must be ex- 
amined in relation to the broadest US foreign policy objectives 
and thet, under the nresent circumstances, the cancellation of 
ECA aid and an undermining of the rrincipiz of Germany's eligi- 
bility for future aid would seriously jcopardize these objectives 
within the framework of the existing aia program we can us® our 
‘influence to secure the greatest economic contribution by Germany 
to western defense and adjustments in its economic policy com- 
vatible with changing dollar aid and materials sunply policies 
and with the vresent stages of political negotiation. On this 
basis, lMeCloy has sent a letter to Chuncelior Adenauer stressing 
that the present peyments crisis, the srowing materials short- 
aces, and the shifting criteria for dollar aid require the 
Federal Republic to take immediate administrative corrective 
action in the fields of credit restrictions, import priorities, 
internal allocation and »vriorities on materials in short supply, 
export priorities to essentiel NATC users anc effective priority 
fcr logistic sunvort of our occupation forces. This letter 
warns that, unless immediate measures are taken along these 
lines, the US is not likely to continue dollar aid or to con- 
tinue assisting the Federal Republic in obtaining deliveries 
of scarce nmatcrials. 


DECLASSIFIED FOR PUBLICATION IN FOREIGN 
RELATIONS OF THE UNITED STATES 




















SECRET 
“5 


SCHUMAN PLAN IN: LAST. ~ It’ appears: that the. last remaining 
TAGE OF NEGOTIATION .difficulties-econcerning the German de- 

- . . eoncentration program, which hac pre- 
viously constituted the major. hurdle to German initialing of 
the Schuman Plan, are not séttled; that the draft treaty will 
be initialed by the technical representatives today; and that 
a meeting of the Foreign Ministers of. the six countries wiil 
be called in the very near future, probably early in April, to 
settle the remaining issues end sten the Plan. We have in- 
formec the Foreign Ministers of US interest in an early signing. 
We think prompt conclusion will have a profound effect on public 
opinion both in Europe and in the US and that failure at this 
stage would result in a severe setback to Western cooperation. 
In addition, the strains created by the recent necessary rein- 
position of German trade restrictions make it particularly de- 
sirable to have a reaffirmation. at this time of Germany's de- 
sire to cooperate closely with the West. (See page 1 of this 

-- issue of Current Economic Developments.) ‘ie recognize, of 
course, that even after the Plan has been signed, there will be 
a serious problem in obtaining ratification, particularly in 
Cermany where there is combined resistance of industry cand trade 
unions to the Plan. ecrs 








The German deconcentration issue, which for the past few 
weeks has seriously jeopardized the. Flan (see page 6, Jcnuary 
29, 1951 issue of Current Economic Developments) has finally 
been solved with compromises in both the French end German 
position. It has now been agreed that the monopolistic German 
coal sales organization (DKV) shall be dissolvec within two 
yeers. The Germans had maintained that they would not sign 
the plan if DKV was dissolved and the French had been equally 
ademant that the scles organization had to be completely dis- 
solved immediately. It has also been egreed that ownership by 
the German steel companies of coal production facilities shall 
be limited to 75% of their coal requirements, The Germcens hed 
been resisting any limitation and the French maintained the 
absence of eny limitation would create an artifically preferred 
position for German steel which would permit its growth at the 
expense of the normal growth of competing European industry. 
The French will also give e@ letter of assurance to Germeny of 
their support for dissolution of the Ruhr Authority end lifting 
of limitations on German steel capacity at the time the Schuman 
Plan becomes effective, 


There are a number of subjects which have been reserved for 
and must be considered by a meeting of the Foreign Ministers 
prior to signature of the treaty. These largely concern repre- 
sentation of the Saar, and organizational matters concerning the 
High Authority, the Assembly, Council, Court of Justice, time 
limit for ratification, and procedure for amendments and modifi- 
cations. 


» * baa 
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IRANIAN NATIONALIZATION ISSUE The explosive issue of the | 
THREATENS WESTERN OIL SUPPLY nationalization of Iranian oil, 

which culminated recently in the 
death of Prime Minister Razmara, is having repercussions throug 
out the Middle East, and is confronting the West with a greve 
threat to its oil supply in that area. 





The Iranian Parliament, the Majlis, has voted unanimously 
for the nationalization of the oil industry. Even resnonsible 
Iranian officials who believe that any actual operation of 
nationalization by Iran would end in a fiasco, do not dare to 
commit themselves publicly against it, because of the dangers 
involved from the extremist elements in Iranian politics. The 
Majlis resolution approving of the move included an amendment 
which would permit the employment of foreign specialists to 
advise the oil commission during the coming two months. Thus, 
there is still a vossibility that an arrangement may be devised 
providing for a transfer of ownership to Iran, but maintaining 
management by the Anglo-Iranian Oil Company (AICC). 


Because of our vital interests both political and strategix 
in Iran, we have asked the British to consult with. us prior to 
taking any major step, Although opposed in general to nation- 
alization, the US recognizes the right of sovereign states to 
nationalize provided prompt and just compensation is made. This 
policy is not publicized, however, since it might tenc to en- 
courage nationalization. We also realize that definite ov»vosi- 
tion to nationelization of AIOC might be construed as interfer- 
ence by the Iranians, and might jeopardize our position and 
that of the West politically in Iran. We believe that events 
of the past year in Iran have repudiated UX and AIOC nolicies, 
necessitating a change in the management or policies of the 
KIOC. However, a skillful, fresh approach on the part of the 
company might make it possible for it to continue operations 
in Iran, whereas "strong" moves may jeopardize the possibiii- 
ties of reaching an acceptable arrangement. 


The AIOC provides about 15% of Iran's income in the form of 
royalties and taxes and more than 60% of its foreign exchange. 
Its refinery at Abadan is,the world's largest. More than a thii 
of Britain's oil imvorts come from Iran. In snite of this inte 
dependence, relations between the British company and the Iranié 
Government have been tense for some time, with the Iranians cla: 
ing that their share of the profits is too low, too much foreigr 


labor 
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labor is emplcyed, that distribution of oil in Iran is insuf- 
ficient, and similar grievances. Efforts te revise the 60-year 
eeneeselen were begun in 1948, and the company submitted a . | 
Supplementary agreement which the Majlis refused to ratify. It | 

was finclly withdrawn at the end of 1950 amid aggravated anti- 
British feeling on the part of the Iranians. In spite of the | 
continucd urging of US officials to make further offers to the | 
Iranian Government, the British have dragged their feet while the 
Situation speedily ’ worsencd. They finally recently propcsed a | 
50-50 profit-sharing arrangement, but by then Iranian emotions | 
were toc inflamed to consider compromise. 





Now, members of the National Front, the party strongly ad- 
vocating nationalization, are maintaining that the concession of 
1933 was imposed during the reign of Reza Shah when constitutiona 
powers cf the Majlis were in abeyance, cand is therefore invalid. 
Thcycleicr the concession is thus based on the D'Arcy agreement of 
1907, with a termination datc of 1961, at which time all company 
installations would revert to Iran witheut compensation. Since 
the D'ircy concession also’provided fcr transfer of IOC preperty 
outside Iran obtained from revenue from Iranian operations, 
Nationel Frontists are claiming that the company in effect would 
owe Iran compensation instead of the other way arcund. They are 
undoubtedly trying to strike a hard bargain with the sI0C by the 
tactics. 


The British have expressed their stand on this issve in 
a published nete submitted to Iran just pricr to the Majlis 
vote, In it they left no doubt they would fight unilateral can- 
cellation of the 4I0C concession, or ccnfiscation of oil proper- 
ties, For the present, hcwever, they evidently intend to take 
ne further step until the situation is clarified. 


Responsible Iranians know that their country depends on 
foreign capital and technical knowledge, without which Iran's 
interests would suffer great loss. Furthermere, they realize 
thet naticnelization may backfire politically, because the 
Iranians are nct equipped tec handle an organization as complex 
es the 410C. If terrorism docs net take the upper hand, it is 
hcped that these sober considerations, coupled with a mere con- 
ciliatcry attitude on the pert of the British, will make a satis- 
factory arrangement possible, and forestall the less of Iranian 
cil to the western world, 


* * * 


IMPROVEMENT 
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IC The improvement in the external 
RICA economic position of the Latin 

_ -  .. American countries since the Korean 
aggression has been marked by a rise in their foreign exchange 
reserves and a shift in the terms of trade in their favor. 

The aggregate reserves of these countries increased by nearly 
$300 million, cr. about 10%, during 1950 as compared with a 

loss of $100 million in 1949. This increase represents a gain 
of $400 million in gold and dollar reserves offsetting a $100 
million decline in Latin American holdings of other foreign 
exchange. The greatest improvement took vlace during the last 
half of 1950 and reserve increases are expected to continue 

at an even greater rate in the future, The increasing world 
demand for the procucts: which Latin America exports, particu- 
larly coffee, petroleum, cotton, wool, sugar, copper, lead and 
_Ttin, and tne resulting price rises are also expected to continue 


IMPROVERENT IN ECONOM 
POSITION CF LATIN AY 


a 





4s 





The improvement in Latin American reserves is attributable 
not cnly to the increase in the price anda volume of their ex- 
ports, but also to the continuance of import restrictions inm- 
posed by most of the countries, as well as the conservative 
financial volicies of a fev. However, Latin American govern- 
ments are still acutely conscious of the problems which con- 
fronted the: after th last war as a result of the decline in 
the purchasing vower of reserves which were accumulated during 
the war and hope to avoid a repetition of this situation by 
obtaining goods rather than gold and foreign exchange in pay- 
ment for their exports. Thev are also seeking from the US 
some guarantee of a parity between the prices of their exports 
anc those of the goods which they imvort from the US. This 
fear of a reduction in the vurchasing power of reserves may 
aiso lead these governments to accelerate imoorts more rapidly 
than would be prudent in:the light of their balance-of-vayments 
positions. Although the growing scarcity of goods available 
from the US and other supplying countries will effectively 
limit Latin American imports to some extent, it will neverthe- 
less be necessary for these governments to stabilize their 
domestic economies and to exercise restraint in their import 
programs in order to avoid the dissipation of their expanded 
exnort proceeds and reserves on non-essential imports. 





Country Positions The $300 million increase in aggregate 
reserves reflects an increase of $500 million in the reserves 
of 17 of the 20 Latin American republics and a $200 million 
decline in the reserves of the other three countries. Mexico 
and Argentina accounted for 75% of the total increases althongh 





proportionate 
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>roportionate increases were equally large in several other 
eccuntries, Mexican reserves have been rising since the estab- 
lishment in June 1949 of a par value which apvarently under- 
values the peso. The primary causes of the gains have been 

a reduction of Mexican imports; an improvement in the volume 

of exports, especially raw cotton, and recently in the prices 
ef exports; a new record of tourist receipts; and probably a 
inevement of short-term capital to Mexico as well as a repatria- 
tion of Mexican capital from abroad, Argentina was able in 
1950 to reverse its previous losses of gold and foreign ex- 
change as a result of substantial improvements in its exchange 
rates ard trade pelicies. Argentina's trade balance with the 
US changed from an import surplus of $32 million to an export 
surplus of about $63 million during the first 11 months of 1950, 
while its trade balance with other areas apparently improved 
even more. Most of the increase in Argentine net reserves 

was in dollars. 


The gold and foreign exchange reserves of Brazil, Vene- 
zuela and Panama declined during the past year. Although 
Brazil's dollar holdings increased in spite of the liquidation 
of its large commercial backlog in that currency, Brazil's 
total balance-of-paymenis position did not improve primarily 
Decause of heavy soft-currency imports. The greatly improved 
price cf coffee toward the end of 1949 assured Brazil of a high- 
tevel of hard currency receipts while its hard currency imports 
were restricted. After the outbreak of hostilities in Korea, 
nrices of Brazil's secondary exports, primarily cotton and 
cacao, also increased. Venezueian reserves declined during 
1950 as a result of the tavering off of new petroleum invest- 
ments and the delay of some payments due to the government 
from the oil companies. However, the vrospects for increased 
Gollar reserves in the future are very good in view of the strong 
Gemand for nvetroleum ana vlans for large private US investment 
in iron ore develonment. The decline in Panama's dollar hold- 
ings abroad during 1950 was probably duc to increased imports. 
iiowever, it is likely that US experditures in the Canal Zone 
will pe greater in the future and Fanama's imports may not keep 
nace with this greater availability of exchange, so that there 
may be en increase in Panamanian holdings abroad. 


Although the reserve nositions of Costa Rica, Haiti, 
Nicaragua, and Paraguay have been improving in recent months, 
the reserves of these countries are nevertneiess far from com- 
fertable. As a. result of the high price of coffee and the cur- 
tailment of imports which resulted from its higher exchange 


surcharges, 
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surcharges, Costa Rica was able to reduce substantially the 
commerciel backlog which arose prior to Spril 1950 and to 
finance new imports on a current besis. The markets for its 
chief exports, coffee, bananas, and cacao, are favorable and 

it is likely that Cesta Rica's net reserves will soon begin to 
rise. ilthough Haiti's reserves increased only slightly during 
the fiscal year ended September 30, 1950, gocd prices for its 
two leading exports, coffee and sisal, combined with the in- 
creased volume of production have brought about favorable trade 
conditions for. that country, and reserves should continue to 
rise. Despite the more favorable price of coffee which re- 
sulted in an increase in Nicaragua's exchange earnings during 
1950, Nicaraguan reserves improved very little. Favorable 
prices for its exports will probably contribute to at least 

a maintenance cf the curren* level of exchange earnings, but 
eny improvement in reserves will depend upon the controls ex- 
ercised by the government on imports. Paraguay's reserves in- 
creased during 1950 as a result of increased production of 
export crops and inproved werld prices for them, coupled with 
restrictions on imports. However, although continuing favorable 
export markets are anticipated, Paraguay's reserve position prob- 
ably cannot be improved very substantially in the future by con- 
tinued severe import restrictions, Unless inflation is brought 
under control, the exchange ccntrol system may not be able to 
continue to functicn effectively. Further improvement in 
Paraguay's reserve position will probably depend primarily on 
the success of the present program for fiscal and budgetary re- 
form and on successful operation cf its new exchange rate system. 


‘SECRET 
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TERMINATION OF COST4Z RICAN In accordance with the Department's 
TRADE iGRosMENT .UTHORIZED . proposal, the interdepartmental 

Trade igreemets Committee (T/C) 
has authorized the Department to propose termination of the US- 
Costa Rican trade agreement and has rejected the Costa Rican 
proposal for extension to October 31 of the waiver of irticile I, 
which expires 4pril 1, since this would merely postpone Costa 
Rica's solution of its problem. ilthcugh the Costa Ricans plan 
to abolish on September 30, 1951 the surcharge which necessitated 
the waiver and to issue e new tariff on October 1, they are un- 
willing to continue Schedule I rates after abolition of the sur- 
chargeSe 
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The TAC has authorized the Devartment to go ahead with 
termination by mutual consent at the earliest date agreeable 
to the Costa Ricans, but not later than September 30. It agreed 
also to extension of the Article I waiver until the agreement 
is terminated and specified that the period between announcement 
and the effective date of termination should be not less than 
30 days, preferably 60 days. The TAC's authorization will be 
discussed informally with the Costa Ricans and the final solu- 
tion will be incorperated in a recommendation to the President. 
US tariff rates wili not be affected. 


The provisions of Article I of the trade agreements with 
Costa Rica were waived by the US on April 1, 1950 for a period 
of one year in order that Costa Rica might apply to products 
included in Schedule I of the agreement the exchange surcharge 
provided for in the "Law for the Control of International Trans- 
actions" made effective that same date. Article I provides that 
items from the US shall be exempt from ordinary customs duties 
in excess of those set forth in the agreement and from all other 
duties, taxes, fees, charges or exaction, imposed in connection 
with importation, in excess of those imposed at the time of 
Signature of the asreement. When agreeing to the waiver, the 
US made it clear thet it considered it a temporary exnedient 
to permit maintenance of the trade agreement while Costa Rica 
sought a solution to its financial difficulties. 


Costa Rica has made various proposais, including substan- 
tial modification of the trade agreement, replacing it with a 
most-favored-nation modus vivendi, and simple extension of the 
waiver. None of these has been satisfactory to us. At the | 
time of acceptance of the waiver, we informed the Costa Ricans 
that we do not favor renegotiating trade agreements outside the 
framework of the General Agreement on Tariffs and Trade and sugf- 
gested Costa Rica consider accession to the General Agreement. 
The Costa Ricans are still officially considering their position 
regarding GATT, but it is cur impression that they are unlikely 
to accede. In connection with 2a modus vivendi, we informed 
the Costa Ricans that at the present time the US does not favor 
replacement of reciprocal trade agreements with simple most- 
favored-nation accords, which are necessarily very limited in 
scope. US policy is directed toward the conclusion of broader 
instruments for that purpose, such as the GATT or treaties of 
friendship, commerce ana navigation. Now that we have TAC 
authorization, the Coste Ricans will be advised that we reject 
their proposal for extension of the waiver ana that we gre pre- 
pared to terminate the agreement. h 
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nomic divisions of the Department of State, and to indicate the economic prob- 
lems which are currently receiving attention in the Department. It is suggested 
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reported items to avoid repetition. 
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AGREELENT ON PROHIBITED AND The Intergovernmental Study Group 
LIMITED INDUSTRIES REVISED on Germany (ISG) has sent an agreed 
report to governments on relaxing 
restrictions on German industry and on the production of some 
items cf military equipment, excluding weapons. The Foreign 
iiinisters last September asked the Study Group to make recom- 
mendations looking toward elimination of restrictions which 
are not in keeping with the vresent relations between Germany 
and the occupying powers, restrictions which impede the common 
defense vrograms, and restrictions which have been unduly burden- 
some to administer. 








The proposed agreement would eliminate all limitations on 
aluminum, chlorine, styrene, and ammonia and on the size, 
speed, and aggresate tonnage of merchant ships which may be 
constructed in Germany; eliminate the absolute prohibition on 
the production cf synthetic oil and rubber and permit the re- 
habilitation of the synthetics plants under High Commission 
license; relax somewhat the controls relating to steel and 
shipbuilding capacity; and eliminate the requirement of prior 
licensing for the nrodauction of certain machine tocls. 


While tne proposed relaxations are substantially less 
than we had asked, they are as much as the French are willing 
to agree to at this time. The basic limitations on steel, 
including the steel vroduction formula agreed in New York last 
September, are not changed. We did not insist on this point 
in order not to influence Schuman Plan negotiations or reduce 
the incentive to the Germans to sign the Schuman Plan treaty. 


The revised agreement is to be made effective in the very 
near future, depending cn a decision by the Allied High Commis- 
sion as to the precise timing. ‘We have authorized High Commis- 
sioner licCloy to sign on behalf of the US as soon as his British 
and French colleagues are prepared to do lixewise and are anxious 
that this action be taken promptly. Detailed instructions were 
also prepared by the Study Group to the High Commissioners re- 
garding the administration of the new agreement. The Benelux 
countries have been given an aide memoire summarizing the main 
points of the revised agreement and will be given copies of the 
actual documents prior to signature by the High Commissioners 
and announcement of the agreement in Germany. The British will 
inform all Commonwealth countries and we have proposed that all 
NATC countries be informed through the Council of Deputies. 


Revised 
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Reyised Agreement on Industrial Controls The revised 


agreement is to be reviewed at the request of any two of the 
governments parties to it (the US, UK and France) and, in any 
event, not later than December 31, 1951. Except as the three 
governments may subsequently agree, the prohibitions laid 
down shall remain in force until the peace settlement. and the 
limitations until January 1, 1953 or until a peace settlement, 
whichever is earlier. Nothing in the agreement is to be in- 
terpreted as impairing or reducing the powers of the Military 
Security Board. 





The revised agreement prohibits, exceovt with the authoriza- 
tion of the High Commission, the manufacture, production, in- 
stallation, import, transport, storage, possession, ownership 
or use of a list of war materials and related items (a revised 
version of Schecule A to Allied Control Council Law 43 and 
Allied High Commission Law 24) and the production of primary 
magnesium. In addition, it is specified that materials, procuct: 
facilities and equipment relating to atomic energy shall con- 
tinue to be subject to High Commission legislation. 


Control will be maintained, under the revised agreement, 
over capacity in the following industries: steel; electric arc 
and high frequency furnace steel; shipbuilding; synthetic 
rubber; synthetic petrol, oil ana lubricants, produced directly 
or indirectly from coal or brown coal; and ball and roller 
bearings, excent equipment only capable of producing non- 
precision bearings. No enterprise will be nermitted, except 
under High Commission license, to increase the productive capa- 
city of any of its plant or equinment that engages or partly 
engages in these industries, or of the industry as a whole. 

Such licenses shall not be granted unless the High Commission 
is satisfied with the arrangements made for the disposal of 
the replaced capacity. Crude steel production is limited to 
11.1 million tons a year, except to the extent that the High 
Commission allows it to be produced outside that limitation 

to facilitate the defense effort. The construction and acqui- 
sition, including bare-boat chartering, of ships with specified 
military features and equipment is prohibited exccpt under 
license from the High Commission. 


Instructions to HICOM on Relaxing Controls The ISG 
report also includes proposed instructions from the three 
governments to the High Commissioners to guide in authorizing 


exceptions. With regard to prohibited items, it is pointed 


out 
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cut that the Foreign Ministers in Brussels approved recommenda- | 
tions of the NATO Military Committee to the effect that manu- | 
facture of certain items shall not be permitted in Germany 
and, unless and until the governments concerned decide other- | 
wise, the High Commission shall not authorize those items, 
liowever, the High Commission may grant authorizations against 
vena fide oraers from NATC countries, from the occupying 
forces or, with the approval of the US, UK anc France, from | 
other countries, for the production or manufacture of certain 
specified items or component narts to which the Military | 
Security Board has no objection, to the extent these items can 

be produced without ecuinment especially designated for the 
manufacture of military items. 





In maintaining control over capacity, the High Commission 
shell not permit increascs except as may te agreed among 
governments. The three governments desire that this will not 
hamper technological progress or the modernization of produc- 
tion, snd should permit wherever possible the reduction of 
costs and the decreased consumption of raw materials, power 
and fucl. To this end the High Commission shoula, in the 
absence of weighty security considerations to the contrary, 
nermit substitution of new or more efficient equipment, re- 
arrangemcnt of machinery, introduction of new processes and 
cthcer technical changes even though, taking account of the 
Gisoosal of capacity replaced, a minor increase in the capa- 
city of tne fectory or eauipment in question is involved. 
Canacity shall be celculated in each case on the basis of the 
capecity of retention in Germany which the occupying powcrs do 
not disapprove, to the exclusion of equipment available for 
reparations in accordance with the agreements entered into by 
the threc governments. Instructions are also delineated on 
individual incustrics. 


In the discussion about the effect which the present 
modifications of the agreement might have on the operation 
of export controls to eastcrn Europe, it was agreed thet 
the attention of the High Commission should be drawn to the 
imvortance of ensuring the more cffective application of 
these security controls. 


US -FRENCH 
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_US-FRENCH AGREDIENT US-French aviation negotiations, which 
ON AVIATION MATTERS began in Paris February 5, have been con- 
cluded and diplomatic notes have been 
exchanged formalizing agreed amendments to the Air Transport 
Agreement of 1946. Agreement was reached on certain route 
changes, capacity questions and on modification of the disputes 
clause of the bilateral. The US agreed to the addition of 
Houston as an intermediate traffic point on the existing route 
from France via the US to Mexico; and to the establishment of 
a route from Martinique via Guadeloupe to New York, which will 
permit through French air service between metropolitan France 
and its Caribbean departments, via New York. The French 
Government agreed to the substitution of Rome for Milan on one 
of the US routes, which will permit operations to be conducted 
from the US over the North Atlantic and Spain to Marseille or 
Nice and beyond, via Rome,;to points in southeastern Europe, the 
Near East and the Far East. Provision is made for reopening 
at some future time the question of certain other routes 
which were discussed but on which no agreement was reached. 








Corcliusion of the French negotiations constitutes another 
step in implementing the North Atlantic route changes result- 
ing from the merger decision of last summer. (See pege 6, 

July 17, 1950 issue of Current Economic Developments.) Similar 
consultations may be held with the Italians in the near future, 
Italy and France both granted permission about January 1 for 
PANAM to inaugurate services to Paris and Rome but left the 
related problems connected with the new European services to 

be settled later in bilateral negotiations. 





Agreement on Routes The question of route changes was 
one oi the most difficult parts of the US-French negotiations. 
A break-up of consultations which threatened early in March 
on this issue was averted only by the most intensive efforts. 
While the French agreed to authorize Paris-Frankfort, one of 
the US route requests, they attached restrictions which were 
unacceptable to us. their conditions were that the route 
should be authorized on a temporary basis outside the bilateral 
agreement, that only one US carrier would be authorized to 
operate this route segment and that this carrier should 
coordinate its services with that of Air France. Such an 
arrangement would have subjected US service to possible uni- 
lateral cancellation, would have prejudiced commercial 
overations upon relaxation of the tense European situation, 
and would have provided the French with a means established 
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outsice the bilaterai to enforce what the French considered 

to be satisfactory air transport relations with the US. Further- 
more, there would have been an infringement of the fundamental 
principle of US aviation policy that the US had a right to 
designate whatever number of carriers it chose to cperate 
routes granted under the bilateral. | 








In requesting the Martinique route, the French stated, 
to allay the fears of US carriers, that their main purpose was 
net to establish a Latin American network, but to get air car- 
rier connections between metronolitan France and Guadeloupe- 
Martinique pending the time facilities are available for a more | 
direct service. There was a recognition on the part of the 
French that the capacity orovisions of the agreement would apply 
to the operation of this service. This is significant because 
a strict anplication of these orinciples would not permit the 
operation of any service. In return for this recognition, the 
US agreed not to use the capacity provisions of the agreement 
to prohibit the operation of one round-trip a week to serve 
the vrimary purpose of establishment of the route--the connec- 
tion of Metropolitan France and its Caribbean departments. 





Capacity Questions Early in the negotiations the French 
raised the capacity issue and seemed bent on predetermination 
cf cavacity as a protection for Air France against US competi- 
tion. This vosition was incompatible with our Air Transport 
Agreement and fundamental US international aviation policy, 
which is based on the concept of ex post facto review, and was 
therefore unacceptable to us. Assurances were given that the 
US has no intention to permit dumping or operation of a 
satently unreasonable number of scheduies by US carriers and 
the French finally renewed their acceptance of the ex post 


facto concept. 
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aviation bilateral would become a casualty of the merger deci- 
sion now seems to be averted for the present. As soon as the 
merger Gecision was announced, the French became extremely 
apprehensive ct having a second US carrier call at the chief 
traffic-generating points in Europe, and it was obvious they 
wanted to do everything possible to protect the future of Air 
France. The merger was supposed to go into cffect in September 
out the French refused to grant our urgent request for PANAI 
service into Paris. Technical talks began the first week in 
October but were recessed when the technicans kept raising 


basic 
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basic policy questions. The French were unyielding in their 
condition that a permit for PANAM had to be conditioned upon 

a reduction of US carrier flight schedules from the proposed 
20 services per week to about 16. This proposal was contrary 
to the US-French Air Transport Agreement and we made it clear 
that we would not accept any limi*ed permit for PANAM, pointing 
out that the bilateral agreement gives both narties the right 
to designate one or more carriers to operate over agreed routes. 
However, the US carriers involved voluntarily agreed to adjust 
their frequencies in line with French demands and thus met 
French fears. At that noint we suggested formal consultation 
under the terms of the aviation bilateral. In December the 
French came to Washington and agreement was reached on the 
basis for the prevaretion of statistics on past operations 
which was to be the subject of further consultation in Paris. 
Arrangements were made for more frequent consultation in tne 
future and agreement was reached on an amendment of the dis- 
putes article of the bilaterai agreement; we also egreed to 
give consideration to French requests for new routes. Last 
week's agreement ties in one package the ouestions considered 
at both the December and February-March talks. 


Had the French jettisoned the Air Transport Agreement in 
the interest of protecting Air France, the. repercussions in 
other countries would have been very serious. Italy had already 
been following the French lead in adopting a restrictive atti- 
tude and, had we not reached agreement with the French, depart- 
ure from Bermuda principles could have been anticipated all 
along the line. 


SECRET 
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DEPARTMENT VIDWS ON CRGANIZATIONAL The Department has sent its 
PROPOSALS OF CCIGUIICATIONS BCARD comments to the Bureau of 
the Budget on the organiza- 
tional proposals includ+-d in the final report of the President's 
Communications Policy Board, which was set up by Executive 
Order in February 1950 to make an impartial study of the present 
and potential usage of radio communications facilities by the 
US and to recommend national policies designed to assure the mos 
effective utilization of radio frequencies. (See page 1l 
February 20, 1950 issue of Current Economic Develonments. } 








In 
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our opinion the remedial measures proposed, especially the 
recommendation for a new agency in the Office of the President, 
should result in substantial improvement in the field of fre- 
quency managements; but the reccmmendations for the solution of 
policy problems, both domestic and foreign, are inadequate. 


. The report recommends the establishment of a threc-man 
Board in the Office of the President, which would: 1) hanéle 
conflicting interests and needs of government and private users 
of spectrum space; 2) control telecommunications during an 
emergency period; 3) foster the soundness and vigor of the US | 
telecommunications industry; and +) coordinate national policy | 
and nositions for dealing with other nations. 





The Department favors a single administrator rather than 
a tnrce-nan Board, since it belicves the vorimary resronsibility 
of the new agency should be essentially executive, and also 
beeause it woulda be most difficult to obtain three cqualified 
persons. We agree with tne report that the proposed agency 
should be responsible for: 1) frequency “anegement; 2) control 
cf telecommunications during an emergency; and 3) strengthening 
the industry. With resnect to the latter, however, we beiicve | 
further clarification is néeded concerning tne relationships | 
between the new asency and FCC and other interested agencies. 


We Gisagree with the report's recommendation that the pro- 
pesea agency shcuid be responsible for the coordination of ag 
rational nolicy anu positions for dealing with other nations. 

Tre Department believes that the solution for such broad nolicy 
issues lies in a strong interdepartmental coordinating committee 
in crder thet telecommunications pclicy be integrated with 
nolicies and programs for the full range of government and 
netional activities. In our ovinion, if these policies were 
arrived at in isoletion, they would almost surely be incompre- 
nensive or faulty and would require reconsideration by other 
agoncies in crder to be correlated with other policies and 
yrograms. We recommend that the Telecommunications Coordinating 
Committee (TCC) serve as the interdevartmental machinery and that 
it be strengthened by resuiring that representation should be 

by subd-cabinet officials. In addition to this top-level comnittec 
there should also be a technical committee of TCC of somewhat 
lerger mombership to assure consideration of and decision on 
technical matters by qualified versonnel. The top committec 
should consider only bread policy matters and mect only after 
such matters have been thoroughly discussed at the technical 


level 
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level and recommendations prepared which clearly focus the 
policy issues. The report proposes that the TCC serve as a 
forum for interdepartmental discussions; that in matters upon 
which complete agreement is reached the agencies concerned will 
take the action incicated; and in case of non-agreement the | 
matter wili be referred to the proposed agency for evaluating 
the probable consequences of alternate courses of action. 

But no provision is meade for a definitive resclution of dis- 
agreements if reconcilation of divergent views is not possible. | 
Although it is true no committee action cculd be binding on 

an agency such as the Federal Communications Commission, for 
example, which has legislative responsibilities and authority 
not subject to executive approval, the Department firmly believe 
that basic policy questions can be resolved by a reorganized 

TCC composed of top-level officers. 





The report of the President's Communications Policy Board 
also cor.tains substantive recommendations and the Department 
will be recuestea to comment cn those issues at a later date. 
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ECCSCC COMPLETES The werld economic situation, including 
WELFTH SESSION econcmic development of underdeveloped areas, 
ana the forced labor problem were the most 
important issues considered by the 12th session of the Economic 
and Social Council which met in Santiago February 20 to ijarch 21 
The vrincipal resolutions adopted by the Council concerned: 
1) the production and equitable international distribution of 
capital goods, essential consumer goods anc raw materials; 
2) the stucy of financing of economic development of under- 
developed countries; and 3) the establishment of a UN-IL0 com- 
mittee to investigate forced labor. It also approved the eco- 
nomic and social paragraphs of Secretary General Trygve Lie's 
Twenty-Year Frogram fcr Achieving Peace through the UN. The 
next Council session will be held in Geneva in late July. 








Sovict Attempt to Disrupt Session Although the repre- 
sentatives of the Soviet Union ana its satellites took every 
opportunity to obstruct the work of the session and to use 
this first ECOSOC meeting in Latin America as a local propaganda 
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sounding boerd, it became apparent before the end of the meet- 
ing that these tactics had proved largely ineffective. In 
addition to their usual practice of disseminating falsehoods 
and distortions, tne Soviets adopted parliamentary tactics to 
biock the presentation of facts by other countries. These 
tactics had a deteriorating effect on the early plenary ses- 
sions but the Soviets were later brought to order by President 
Santa Cruz of Chile and their attempts to use the meeting as a 
propaganda instrument were largely ineffective as the Chilean 
oress quickly understood their tactics and labelled them 
ebstructive. The curiosity concerning Soviet bloc delegates, 
which was evident at first, declined and public interest in 
the later meetings was confined to the key topics. 











World Economic Situation After discussing the UN report 
on the world economic situation and agreeing to consider the 
protlem further at the next ECOSOC session, particularly the 
economic conditions in the Middle East and Africa, the Council 
approved by a vote of 13-0, with the Soviet bloc and Mexico 
abstaining, a report of its Economic Committee calling on all 
UN members to take special measures to bring about adequate 
production end equitable international distribution of cavital 
gocds, essential consumers goods end raw materials especially 
needea for maintenance of the peace, preservation of standards- 
of living end the furthering of economic development. It also 
urged member nations to fight inflation by regulating "at equi- 
table levels" prices of essential goods moving in international 
trade. The Council alsc approved, with only the Soviet bloc | 
and the UK abstaining, a report of the Economic Committee: | 
1) providing that the Committee meet a week before the opening | 
of the 13th ECCSOC session to consider practical methods and 
policies for achieving a steadier flow of foreign cavital to 
meet the financial needs of underdeveloped countries; and 
2) requesting the Economic, Employment and Development Commis- 
sion to give priority at its forthcoming session to the problem 
of financing economic development in underdeveloped areas. | 





The UN survey, which served as the basic document for dis- | 
cussion, pointed out that the two most serious economic prob- 
lems confronting the world today are the threat of inflation 
and the impending shortages of goods. The present world economy 
reflects the economic impact of events in Korea and is character- 
ized by rising prices of raw materials, increasing living costs, | 
reintroduction of comprehensive economic controls and reorienta- | 
tion of vroduction facilities toward armaments. This has led | 


to 


DECLASSIFIED FOR PUB 
LICATIO 
RELATIONS OF THE UNITED STATES encenad 


t 














RESTRICTED 
» Mh « 


to a high volume of US demand for imports, bringing temvorary 
prosperity to many countries. The survey warns, however, that 
when rearmament demands are met there may be a reversal of this 
trend, leaving many countries again unable to pay their way. 
The revort listed as the underlying factors of inter- | 
national financial disecuilibrium the increasing self -sufficieng 
of the US and Canada and the high levels of investment and em- | 
ployment which many countries have decided to maintain as a | 
matter of policy. This tends to raise their demand for foreign, 
especially North American, goods beyond their ability to pay. 


Using 1937 as a norm, the report estimates world indus- 
trial production in 1950 at 160. Industrial production of the 
US and Canada was placed. at 180, the UK 122, and the USSR 250, 
while nroduction of Western Germany was placed at approximately 
100 and Japan only 70. -The most important features of inter- 
national trade were: 1) the slashing of imports from the US 
by many countries; 2) expansion of trade among non-dollar coun- 
tries owing to their increased production; and 3) return to pre- 
war standards-of-living in many lands. 


Our delegate pointed out that free nations of the world 
can avoid the cost of war only by assuming the burden of re- 
armament. which has been forced upon them by Communist aggres- 
Sion. He stressed the fact that our economic program is being 
formulated in the light of the continued military programs of 
all free nations and of their combined needs and productive 
resources. Even though this means a severe impact on US 
economy and personal sacrifices, he added, the US is prepared 
to provide technical and financial assistance to help expand 
production of friendly countries which cooperate in the program. 
He stated that the US economic program does not assume that war 
is inevitable and that it is striving to create defensive strens 
for an uncertain but vossibly long period ahead. The US is 
undertaking through its economic program to further the objec- 
tives of: 1) expanding and strengthening total productive re- 
sources including manpower; 2) promoting optimum use of exist- 
ing resources (that is, balancing military, industrial and 
civilian needs against each other); and 3) fighting inflation. 


Forced Labor Only the USSR, Poland and Czechoslovakia 
ooposed the joint US-UK resolution to establish a UN-ILO com- 
mittce of impartial experts to investigate forced labor whereve) 
it exists. Thus ended the three years' effort by free nations 
to bring about a study of what has been called the “greatest 
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social evil of our age". Four days of debate brough’ out a 
great quantity of evidence, mostly based on official Soviet 
documents, showing that forced labor exists throughout the 
Soviet orbit as an essential part of that economy. 


Other Items The Council disposed of the hotly contested 

issue of trade union rights, adonvting a joint Belgian-Swedish 
resclution referring the bulk of old charges of violations to | 
the International Labor Organization of which most defendant | 

nations are members. Over strong protests from the USSR, 

Poland, and Czechoslovakia, ECOSOC postponed until next Session 
Giscussion of new charges of violations of trade union rights 
filed by the Communist-backed World Federation of Trade Unions 
against Bolivia, Brazil, Chile,:the US and the UK. It was 
Gecided to defer until next session the meeting of the Subcom- 
mission on Freedom of Information and of the Press on the grounds 
that the Subcommission lacks sufficient material for serious 
study. The Council approved a US proposal for the Commission 
on Narcotic Drugs to meet April 10 at Lake Success to seek to 
draw up an international agreement limiting opium production 

to medical and scientific needs. The Economic Committee con- 
sidered the international convention permitting exemption from 
customs duties and other restrictions of salesmcn's samples and 
other advertising material. This will now be referred to tne 
contracting parties of GATT. Applications of the German Federal 
Republic, Japan, Cambodia, Laos and Vietnam for membership in 
UNESCO were approved by ECOSOC. A resolution was adopted which 
brings agreements between UN and the specialized agencies into 
conformity with the General Assembly's additional arrangements 
for maintenance or restoration of international peace and 
security. The US strongly supported the UK in urging fuller 

aid from UN members for Korean relief and rehabilitation. 
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US POSITION CN QUESTION The National Advisory Council has 
OF CURRENCY APPRECIATION formulated, for the guidance cf US 
representatives on international 
organizations and of our missions abroad, a US position on the | | 
general question of currency aporeciation. The NAC does not | 
consider apyvreciation of currencies justifiable at this time; 
in particular, it strongly opposes an appreciation undertaken 
by a country primerily to gain advantage from the currently 
strong international demand for its raw materials and other 
exports. Appreciation could be considered only if it is neces- 
sary to restore equilibrium in a country's balance-of-payments, 
but there is a very strong presumption against such a justifica- 
tion in the case of countries which, for balance-of-payments | 
reasons, are receiving extraordinary grant assistance from the | 
US or are maintaining trade or payments restrictions. When | 
appreciation is proposed as an anti-inflationary device, other 
alternatives for accomplishing this objective should be thorough- 
ly explored to determine whether they are not more appropriate 
than appreciation. 











Recent abnormal capital movements and the shift in the | 
pattern of world trade as a consequence of the increased arma- | 
ment effort and raw material price rises have resulted in in- 
provements in the balance-of-payments positions of some coun- 
tries, redistribution of monetary reserves, and widespread 
intensitication of inflationary pressures. As a result, sug- 
gestions for the appreciation of currencies have appeared in 
technical discussions and have been under consideration in 
several countries and international organizations. These sug- 
gestions are apparently motivated by the expectation that 
appreciation would tend to combat domestic inflation or would 
improve the country's terms of trade and perhaps its balance- 


of-payments. 


Since the immediate effect of a currency appreciation is 
to decrease the price of foreign currencies and gold in terms 
of the currency of the country revaluing, an appreciation will 
ordinariiy tend to stimulate its imports and contract its ex- 
ports, thus increasing an existing balance-of-payments deficit 
or decreasing ai. existing surplus. If a large number of coun- 
tries appreciated, there would be a tendency to divert their 
exports from the US and other non-appreciating countries to 
each other and to increase their imports from non-appreciating 
areas. Thus the net demand for US goods would tend to increase 
at a time when they are in increasingly short supply and we 
would find it more difficult to obtain needed supplies abroad 
or would be compelled to pay higher doller prices for them. 


Possible 
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Possible Motives for Appreciation In the present seller's 
market, however, some countries may anticipate that revaluation 
would not have its conventionally deteriorating effect on their 
balance-of-payments. Countries which export urgently needed 
goods in world short supply may anticipate better terms of trade 
with appreciation, expecting that export prices can either be 
held in local currency terms or, at least, improved in terms of 
foreign exchange without a commensurate decrease in the volume 
of exports. On the other hand, the anti-inflationary effects 
of currency appreciation have a considerable appeal in a period 
of widespread inflationary pressures. The resulting decline 
in the local currency cost of imports, in the need for subsidiz- 
ing imports to keep down the cost-of-living and in the local 
currency incomes of exporters would tend to have such an effect. 
Currency appreciation would also tend to check the speculative 
inward capital movements which may constitute an inflationary 
pressure in some countries. However, apvreciaticn for anti- 
inflationary purposes would, if effective, intensify inflation- 
ary pressures in other countries, while an appreciation which 
bettered the terms of trade of one country would worsen those 
of its trading partners. Since the advantages of currency 
appreciation to the countries taking such action may be offset 
by disadvantages to other countries, the US position thereon 
should be based on other considerations. 





Basis for US Position The International Monetary Fund 
Agreement provides that a member shall not propose a change in 
the par value of its currency except to correct a fundamental 
disequilibrium. Currency appreciation is clearly incompatible 
with the Fund Agreement if it is undertaken primarily to take 
maximum advantage of a temporary strong and inelastic demand 
for a country's export products, without justification in terms 
of a fundamental disequilibrium. Furthermore, if a country 
maintains exchange control or quantitative import restrictions, 
appreciation (which would intensify the already excessive demand 
for imports) could scarcely be held necessary to correct a funda- 
mental disequilibrium. Since an improvement in a country's 
balance-of-payments gives rise to obligations under GATT and 
the Fund Agreement to relax, and eventually to eliminate, import 
and exchange restrictions based on balance-of-payments grounds, 
the Fund could hardly concur in an appreciation which would 
tend to reverse or delay such improvement. Another factor 
underlying the US position is the relation of currency appre- 
ciation to US extension of foreign assistance. Since apprecia- 
tion would generally result in a deterioration in a country's 
balance-of-payments, there would appear to be no justification 
for it in the case of a country which is still receiving grant 
aid from the US for balance-of-payments purposes. 


Views 
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Views on Snecific Cases In addition to setting down these 
gereral pe aeaee gcverning consideration of currency apprecia- 
tions, the NAC has expressed its views on some typical cases | 
in which Ph Keer appreciation might be proposed. If a country 

“nich is receiving balance-of-payments assistance, restricting 
imports, or maintaining exchange restrictions on current account 
transactions experiences a marked increase in foreign exchange 
reserves, which it considers inflationary, this increase cannot 
be regardec as indicative of a fundamental disequilibrium. This 
increase could rnrobably be brought to a stop by discontinuing 
foreign assistance cr by abclishing the restrictions, both of 
which should have priority over currency appreciation. If a 
country not receiving extraordinary assistance or imposing 
restrictions exneriences a current account surplus at a time 
wher it is tenncrarily unable to obtain desired imports, the 
most critical examinaticn should be given tc any prorosal for 
aporeciation and accuiescence shoulda depend on a strong showing 
that the improved balance-of-payments vosition is likely to 
survive the shortage period. Selective temporary measures, 
such as the suspension of import duties or measures to sterilize 

he foreign exchange inflow, might be more appropriate in a tem- 
porary situation. A sudden and striking inflow of reserves re- 
Sulting largeiy from canital movements of a magnitude ‘tndicative 
of a capital flight from other countries is ordinarily not suf- 
ficient eviderce of fundamental disequilibrium. Other measures 
to deal with this inflow and its concomitant inflationary pres- 
sure snould be fully explored in preference to appreciation, 

the acceptance of which should depend on a clear showing cf a 
sclid improvement in the country's earning position. The ther 
measures might include sterilization of the additions to the 
money sunply caused by an increase in monetary reserves, other 
anti-inflationary measures, or the imposition. of controls on 

the inward movement of capital. In the case of some industrial 
countries where inflationary pressures may arise from the impact 
of high prices for imported raw materials and a rising wage- 
price spiral resulting from budgctary deficits generated by re- 
armament efforts or ctherwise, the remedy would appeer to be 

the adontion cf internal anti-inflationary measures, rather 

taan exchang? rate appreciation in the absence of evidence of 
eager cne: disequilibrium which the appreciation would tend 

to correct, 
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LIN DELEGATES FAIL TO At the confidential tin discussions 
AGREE ON ALLCCATIONS held in Washington fror March 14 to 





of tin allocations. 





28, 1951 upon US invitation, the vossi- | 
bilities of resuming international allocations of tin were | 
explored, but the US was unable to reach accord with the | 
princinal tin exporting countries on certain key problems | 
basic to any allocation arrangement. Diverger.t opinions in 
regard to the need for allocation, the degree of commitments | 
on both sides, price ranges, and future developments in the 
market preciuaed an agreement and the discussions closed 
without definite decisions being made. However, a procedure | 
was outlined for possible future action provided agreement | 
can be reachec on certain fundamental issues, including the 
formulation of a commodity control agreement favored by the 
»roducers. teps essential to such an agreement would neces- 
sitate the reconvening of a tin conference to resolve differ- 
ences left unresolved in Geneva in October, 1950. (See page §, 
November 27, 1950 issue.) Since neither side saw justifica- — 
tion for withdrawirg its stand on certain issues taken at 
that time, and since both sides felt that accord on those : 
issues is a prerequisite to a commodity agreement, there 
appears to be little »rospect of obtaining re-establishment 


} 
| 


Present at the meetings, besides the US, were repre- 
sentatives of Belgium, Indonesia, the Netherlands, the UK, 
and the British Colonial and Dependent Territories. 


Onposing Positions The delegations of exporting 
countries were not convinced that international allocation 
of tin is necessary. They pointed out that the shortage 
of tin has been due to US stockpiling which is now suspended. 
Re-establishment of international ellocations such as were 
in effect from 1946-49, seemed to them feasible only if the 
producers were provided with assurances against possible 
future burdensome survluses. 


To provide such assurances, the US offered to negotiate 
a very larze vurchase obligation which might involve approxi- 
mately 100,000 long tons annually, for five years, at an 
agreed price schedule, if such an undertaking were associated 
with international allocation. 


The 
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The exporting countries did not consider this commitment 
adeauate, suggesting instead a comuodity control agreement with | 
provisions for export quotas and buffer stock operations. Such | 
an agreement would have to include all the important exporting | 
comntries and at least the two largest importing countries. The 
producing countries also wanted additional safeguards with res- 
pect to fucure stocks, liquidation of stocks end limitations on 
‘US consumption. If there appecered to be reasonable prospects of 
rapid pregress toward the completion or 2. commodity control 
agreemert, the expo: ter delegations thought thet international 
aliocavions, eccmbined with a large pucchease obligation, could 
be brought intc force carly and continuveda for one year. At the 
end of the year, depending on what*hav-ened in respect to the 
commodity contrcl eereementy the producers would want to have 
the right: 1) to d@iscontinuc allocation, in which case the 
purchase o>oligation would be continued for at least one more 
yeers or 2) to continue allocetion for en agreed period in con- 
juncticn with the purchase obligation which would extend twice 
as long es the whole allocation period but not more than the | 
full five years; or 3) to reenegotiate fcr continued allocation. | 
If allocations were extended cnly fcr the period which the US 
considered necessary, then the purchase obligation would be ¢x-~ | 
tended fcr the full period of five years. The US was willing to 
undertake the purchase commitment, but insisted that such a 
commitment should end automatically when a control agreement 
went inte effect, or when international alloceticns were dis- 
continued, if that occurred before the commitment period was 
uP * the’ option of the producers but without the concurrence 
OQ e © 








The Indcnesian representatives brought up another problem 
in that the thought their ccuntry would neec te cr .siaer ree 
serving a pert cf its tin outside of-.any allocation system in 
order to fulfill bilateral commitments, 


Price Considerations All the delegations egreed that can 
accord w upon prices would be an essentic]l prerequisite tc inter- 
neticnal allocation, a purchase unde rtcking, or a contrcl iugreee 
mente 


The Indenesian delegaticn raised the question whether it 
would be possible fcr tin=buying cow.tries tc guarantce tne dew 
livery of scarce capitzl and consumer goods in adequate quantities 
and at a price reescnably related to the price of tin and other 


Indonesian 
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Indonesian raw materials. We pointed out that the US has ime 
pesed ccilings on its export products which restrain the prices 
of scarce goods supplied to Indcnesia and other countries. We 
do not believe that our export products will be priced unreason» 
ably high in relation to tin, and mentioned that, in fact, the 
reverse relationship seems to hold true at the present time, 


There wes a wide difference of o6pinicn in regard to tin 
market prices, the US considering that a reasonable price weuld 
be somewhere between US $0e70 and $1.10 per pound at New Ycrk, 
wherees exporter delegations considered a reasonable range 
from about US $1.50 to $1.70 per pound ex-smelter, Singapcre or 
Penange The exporter nations thought that an agreed roll back of 
market prices woula be unjustified. They did not ccnsider it 
feir to impose deflation cn wnderdeveloped countries to come 
pensate for inflationary trends in highly developed countries, 
We argued that a continuaticn of price increases unwerranted by 
cost increases would permeate the cost structures and gencral 
economies of tinemining ereas with the probability of eventual 
painful readjustment. 





Possibility of Future Action The croup enumerated certain 
procedural steps which might lead to international allocation, 
@ purchase undertaking, and a ccntrol agreement provided 
sufficient prior agreement was developed to warrant such steps 
being taken. The first step would be an ead hoc meeting of 
principal tin exporting and importing countries, but it was 
emphasized that the likelihood of reaching a productive result 
at such a meeting shceuld be ascertained before invitations 
were issued, The exporters also reiterated that their counties 
would not agree to international allocation without a sizable 
purchase agreement by the US, and assurances of steys leading 
to an over-all control agreement. The general view of the ex-~ 
porter delegations was that they had gone as far as they cculd 
go toward meeting US views at the Geneva Conference in October 
1950. The US, on the other hand, although willing to consider 
further modification of so:e proposals which the producers 
objected to, saw no justification for withdrawing its stand on 
other fundementel features, Since 211 delegations agreed that 
accord on those features is essential befcre a control erfrecment 
could be concluded, the outlook for future definitive action 
does not appeer bright. 


MAJOR 
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ECCi.0.1C LEVULCPAENTS. international sconomic developments | 
include a rise in industrial production 

and in world output of leading raw materials accompanied by 
mrice rises. So far the European development, like that in 
the US, is largely a result of increased civilian demand gen~- 
rat d by anticipation of higher prices and shortages as the 
metilizetion programs get under way. No new comprehensive 

rice control measures have es yet been instituted in any of 
the Eurcpean countries. Meanwhile, there was a marked increase | 
over the third ouarter in the US international account ané US | 
Governiuent grant end loan assistance rose approximately 25% 
over the third quarter. 








Balance-of-Payments The trena toward balance in the US 
current international account which apneared in the third 
quarter of 1950 (See nage $3, January 29, 1951 issue.) was 
Ssharoly reversed in tne fourth quarter. Exports of goods and 
services exceeded imports by $2.4 billicn, at an annual rate. 
¢ compared to an excess of only $364 million in the previous 
uarter.. The imorovement. in US current account reflects the 
sversal of the merchandise account from a smail snnual export 
urplus cf $2 million in the third quarter to a substantial 
xport survius cf $1.3 Dillion in the fourth quarter. ne 
extort surplus was cccasionea by a spectacular rise in mercnan- 
dise exports to slightly above 1949 levels. US imports. how- 
ever, contirnuec their upward movement, but at ea slower rate 
thar in the third quarter. ‘The remaincer of the current account 
Surdlus is explained primarily dy the seasonal reduction in 
payments for travel. 





For the yeer 1950, however, the US balance on goods and 
services showed a spectacular dron of over $4 billion compared 
to the previous veer. Merchandise impoorts increased $2.2 
billion, while merchanaise exports decreased $1.6 billion. 
Significant changes in service transactions occurred in trans- 
nortation, the net of which dropved $360 million, and in net 
income on private investments, which rose 4150 million. 


During the fourth quarter the US deficit on goocs én 
scrvices with the sterling area convinued to increase and 
amounted to $322 million for the year as compared with a sur- 
Dlus of $750 millicn in 1949. In the case cf the ERF countri-s 
ang Geverdencies, the sharv drop in the third quarter US sur- 
slus on goods and services was reversed «nd the surnlus a vproxi- 
mately dcubled in the fourth quarter. This total was mace up 
of an increase of abort $1 billion (annual rate) in the surrlus 


with 
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with the metropolitan powers and an increase of $240 million 
(annual rate) in the deficit with the dependencies.. For the 

year 1950, the US surplus with the ERP countries and their 

sependenctes was $1.4 billion, or more than 50 percent below 
yt) 





With Latin America the US surplus on current account in 
the fourth quarter was at an annual rate of $676 million com- 
pared with a deficit of $76 million in the third quarter. For 
the year, the US surplus continued its downward trend since 
1°47 and amounted to only $270 million, or a drop of 59% 
below 1549. 3 

As a result of reduced outflow of US Government long-term | 
loens and an increase in repayment of outstanding loens, the | 
net outflow in nreceding quarters was reversed to a small inflow. 
For the yeer 1950, ontflow of US Government long-term credits | 
amounted to $+13 million, or 36% below 1949; inflow increased | 
slightly with the result that net foreign lending by the US 
Government was $125 million for the year as compared with $470 
million in 1949. Although the net outflow cf US private long- 
term capital cropped crastically from the thira to the fourth | 
cuarter, the total for the year, $950 million, was 19% above 194¢ 


' 


Internetionel Trade The volume cf Western European exports | 
increased by about 2 5% from June to November, whereas the volume) 
of imports increased only slightly. Intra-Euronean trade rose | 
by 19% and exzorts to the rest of the world 25%. The outstand- 
ing exceoticn was western Germany, whose imports from non- 
perticipatirg countries rose by about one-third between the 
second and fourth quarters of 1950; German imports from other 
ERKP countries rose more than 50%. 





Benefits from the imsroved volume relationshiv between 
exports and imports were reduced by the substantial ceteriora- 
tion in the European terms of trade as exemplified by the 7% 
rise in the UK unit value incex of imocrts as corpared with a 
3% rise in the case cf exnorts. In Germany import price index 
rose 74 with no change in export prices. In spite of the ae- 
terioration in terms of trade, however, the Eurcpean balarice 
continued to immorove, particularly with the Western Hemisphere. 
The volune of trade with the USSR and its Euronean satellites 
with the western world was about the same as in 1949, but cnly 
a fraction of »revar. | 


The 
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The value of US exports during the fourth quarter increased 
by $500 million over the third quarter. This was the result of 
a 14% ingrease in volume and a 6% rise in prices. For the year 
1$50, hewever, there was a 154 drop in value of exvorts which 
was the combined result cf a 12% decline in quantity -and a 3% 
decline in prices. US imports during the fourth quarter in- 
creased in value by $270 million over the previous quarter. 
Volume rose 3% and price 9%. For the year 1950 compared with 
1949, the 32% increase in value of imports was the result of 
21% increase in volume and 9% in price. 


Major changes in the geographical pattern of US trade 
from the third to the fourth quarters, based on value, were 
the conversion of a substantial import survlus with Latin 
America to an export surplus of the same magnitude ($213 million) 
and an increase cf $106 willicn in the import surplus with Asia, 
with smali increases in export surniuses with Canada and Europe 
and a small decline in the import surplus with Africa. For the 
year 1950 compared with 1949, the US changed from an export to 
an imoort surplus with Africa, Asia and Latin America. In the 
case cf Canada and Zurope, the US export surplus was substan- 
tially reduced. 


: Economic Assistance US Government grant and loan assist- 
ance to foreign countries during the fourth quarter reversed 
the downward trend cf the preceding three months, rising to 

: an annual rate of $4.6 billion. Grants rose 25% and loans and 

other credits utilized rose by 23%, reflecting primarily the 
increases in frants for military assistance programs and credits 
for Philippine funding operations. Loan disbursements of the 
International Bank reached $75 million in 1950 as compared 
with $6© million in 1949. 








Selected Commodities Taken as a group, world output of 
leading raw materials increased during the last six months of 
1950. At the same time prices were continuing to increase. 
These vrice increases were so substantial that many important 
raw materials producers found their exchange difficulties were 
disappearins. Consuming countries, on the other hand, were 
finding increasing numbers of commodities difficult to obtain 
at any orice. The combination of vrice and supply problems 
led to the formation of committees under the International 
Naterials Conference (IMC) for copper, lead and zinc}; manganese, 
nickel, and cobalt ; tungsten and molybdenum; cotton and cotton 
linters; woois and sulphur. The foregoing groups were meeting 

. during late February and early March. The IMC Central Group 
has also decided to establish a committee on pulp and paper. 





* * * 


DECLASSIFIED FOR PUBLICATION 
IN F 
RELATIONS OF THE UNITED STATES — 





—— 
CL tcc a tila a 




















BEST COPY AVAILABLE 


ail 3 ee F 
; i> 

ISSUE NO. 300 ». ew 
April 9, 1951 sigh. 


SECRET 


‘RET ECONOMIC 
LOPMENTS 





nee 
nae ~ 


A DEPARTMENT OF STATE 
POLICY REPORT 


DECLASSIFIED FOR PUBLICATION IN FOREIGN | 
RELATIONS OF THE UNITED STATES 




















This weekly publication is designed to highlight developments in the eco- 
nomic divisions of the Department of State, and to indicate the economic prob- 
lems which are currently receiving attention in the Department. It is suggested 
that copies be retained on file, as reference will sometimes be made to previously 
reported items to avoid repetition. 


Document Security Instructions 


This document should be treated in accordance with current instructions 
regarding security measures for SECRET material. Extreme care should be ex- 
ercised to avoid public or private discussion of the information herein with or in 
the presence or hearing of any person not authorized to have knowledge thereof. 
For general purposes all classified Foreign Service Officers and other responsible 
economic officers are authorized to have knowledge of the contents of this docu- 
ment, responsibility for the safekeeping of which wil! be assumed by each recipient 
thereof. It may be retained in protected files or, at the discretion of the recipient, 
destroyed by burning. If not personally disposed of by the recipient, he will 
assure himself that it is burned in the manner prescribed for SECRET material. 
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US POLICIES AFFECTING Interdepartmental agreement has been 
SOVIE? WAR POTENTI4L reached on US policies and programs 

in the economic field which may affect 
the war potential of the Soviet bloc; recommendations on sub- 
Stantive measures, prepared by the National Security Council's 
Special Committee on East-West trade, have been approved by 
the Senior NSC Staff and it is anticipated that they will be 
formally approved by the NSC itself shortly. When adopted, 
the report will be submitted to the President for considera- 
tion with the recommendation that he approve it and direct 
its implementation by all appropriate departments and agencies 
of the US Government under the coordination of the Secretary 
of State. We consider that the revised recommendations on ex- 
port control should serve as a satisfactory framework within 
which the objective of achieving the maximum benefit to the 
over-all national interest can be pursued. Recommendations 
respecting exports to Hong Kong, originally expected to be 
covered in this study, will be made the subject of a separate 
study for NSC consideration. 


US Policy Towzrd the Soviet Bloc With respect to US trade 


with the Soviet Union and its vastern European satellites, the 
US should continue its present licensing system by requiring 

an export license for all shipments and should continue to pro- 
hibit the export of all items of significance in the atomic 
energy field, all arms, ammunition and implements of war; and 
all items in short supply. The policy for licensing other 
items for shipment from the US to the Soviet bloc should be 
determined by their strategic value to the Soviet bloc. Li- 
censes for the shipment of other commodities on the Positive 
List should be denied to the extent necessary to prevent ship- 
ments of strategic significance as determined by the Secretary 
of Commerce with the advice of the Advisory Committee on Export 
Policy. With respect to items for which licenses to export to 
the Soviet bloc will be required, but which are not included 

on the Positive List or any of the other prohibited lists, 
there should be a general policy of approval, subject to a pro- 
viso that particular shipments may ct any time be reduced or 
denied and particular classes of commodities subjected to a 
more restrictive licensing policy. 


Discussions with Western European Countries It has been 


agreed that the policy governing our negotiations with western 
Europe should not merely be an automatic extension of the US 
policy toward the Soviet bloc, but should be determined by the 








strategic 
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strategic significance to the Soviet bloc of the commodity con- 
cerned and by considerations as to the political feasibility, 

the militery risk and the economic cost of such actions to the 
western European country coneerned. In the light of this prin- 
ciple, specific objectives which will be pursued in our nego- 
tiations with western Europe have been outlined. These include 
continuing to press western Europe: 1) to embargo shipments of 
items on International List I and scarce materials or equipment 
needed for the western defense programs; 2) to limit exports of 
items on International List II; 3) to add to the lists items of 
primary or secondary strategic importance if there is new in- 
formation as to the strategic value of the item to the Soviet 
bloc and if the item is comparable to those already on the 
International Lists; 4) to institute more effective international 
controls over transshipments and illegal trade; 5) to minimize 
trade agreement commitments to supply goods of strategic impor- 
tance and to promote coordination in trade agreement negotiations 
with the east; and 6) to improve organizational arrangements in 
the Coordinating Committee on export controls and N&TO. 


US =xport Policy Towards Western Europe The report recom- 


mends that, except under unusual circumstances, the general 
policy of the US should continue to be approval of exports to 
western Europe, The circumstances under which licenses might 

be denied for western Europe are delimited. In the first place, 

' the item concerned must be one which the US regards as having 
primary or secondary strategic significance. In the second place, 
it would have to be determined that the effectiveness of denying 
the export of such an item to a Western European country parti- 
cipating in the Coordinating Committee would be of greater sig- 
nificance to the security interests of the US than the signifi- 
cance of the adverse effects of the denial upon the western Euro- 
pean country concerned. Before taking denial ection, the US would 
try to obtain assurances from the western European country that 
it would embargo the item in question to the Soviet bloc, or in 
the absence of such assurances, information from the country 
concerned, on its trade with the Soviet bloc in this commodity, 
and the considerations which make it impossible to provide 
specific assurances. The finel decision to approve or deny a 
case would be taken in the light of this inquiry, and after full 
consideration of the need for strengthening the western European 
economy end defense program, and the need for maintaining the co= 
operation of western European governments in the common defense 
effort. 


There is special provision for Sweden and Switzerland to 
the effect that there should be a policy of denying exports to 
those countries from the US of items appearing on International 


List I, 
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Decrecsinr Relience on Trede with Soviet Bloc The US, with 
the ais of frieraly countries, snonlc teaxze steps to develop al- 
ternetive sourccs of suvply of important hasic matericls now 
beine obtcincd from the Sovict bloc. Policies crovernine allo- 
eations of end oxport controls on short supply items, eni economic 
essiste ion : 

y f 
1 


coonerstion snould be roner 


Other 


CATION IN FOREIGN 
LASSIFIED FOR PUBL! 
RELATIONS OF THE UNITED STATES 














BEST COPY AVAILABLE 


SECHET 
eo We 


Other Measures The US should consider the need for con- 
trols on imports from the Scviet bloc for economic aefense 
purnoses and should be prepared to institute such controls 
when necessary. The US should seek agreement with all non- 
Soviet bloc countries having substantial air cargo and maritime 
resources to control their shipping and air traffic with a view 
to prohibiting the carriage to the Soviet bloc of goods which 
are the subject of embargo. Consideration of a system for de- 
nial of port and bunkering facilities to operators who do not 
cooperate in controls on the movement of prohibited goods is 
recommended. The US should determine the point at which exvort 
controls have become so restrictive and other relations so cur- 
tailed that blocking of the dollars and dollar transactions 
of the USSR and its satellites would be apvropriate. The report 
recommenas continued study of gold with a view to evaluating 
measures which might prove fruitful in reducing the ability of 
the Soviet bloc to utilize gold. Although it is considered 
undesirable at this time to publish a "black list" it has been 
recommenced that as a preliminary step arrangements be inade to 
develop a central file of information on individuals and firms 
susnected of evading controls. The US should sponsor measures 
to strengthen security controls of plants and factories using 
advancea technological vrocesses and should develop further 
orograms to vrevent the export of advanced technological 
information to the Scviet bloc. 
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ECONOMIC RESOLUTIONS ADOPTED The American Foreign Ministers 
BY AMERICAN FOREIGN MINISTERS concluded their meeting in 


Washington last week with unani- 
mous acceptance of resolutions for military, economic and interr 
security cooperation. Over half of the resolutions adopted were 
in the economic field and all of them are in line with the US 
position. The Latin Amcrican delegations appeared satisfied 
with the economic resolutions and we believe the US fully met 
legitimate Latin American needs within the realities of the 
present emergency. 


Priority 
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Priority of defcnse programs and needs was clearly recog- 
nized, both with regard to cconomic development and to priori- 
tics and allocations. However, continued economic development 
anu tecanical cooperation were vromised, as was provision of 
essential civilian needs and services. The orinciple of rclative 
equality of sacrifice was established but with the proviso that 
every endeavor should be made to protect the living standards 
cf low income groups and the »volitical and social stability of 
tne American republics. Full agreement was reached on the need 
for increased »roduction of basic and stratezic products, for 
cooneration in adontion of effective measures for economic 
dcfonse snd sccurity controls, and for vrice and other controls 
to avoid inflation. 


Increase of Production It was resolved to increase pro- 
duction anc processing of basic and strategic materials required 
for the defense cmergency and for essential civilian needs. 

To do this the American states will accora one another the 
“rioritics and licenses required to obtain the neccessary 
machinery and material to increase production, processing and 
transportation of these necessary basic materials, to render 

one another technical and financial assistance bilaterally or 
muitilaterally to accommlish this purpose, and to entcr into 
long-tcrn contracts at reasonable prices for basic and strategic 
matcrials. 





Allocations and Priorities A number of principles were 
adonted with regard to vriorities and allocations. Essential 
civilian needs should be met but, in the case of products where 
allocations or vrioritics affect their domestic consumption and 
export, vriority is to be given to their utilization for defense 
production in the common cause, including the maintenance of 
adequate stockniles of strategic materials. Consultation is 
called for in cstablishing substantial revision of allocations 
and priorities on international trade. It is recognized that, 
because of the. cmergcncy, it may be impossible to hold prior 
consultation. In those cases consultation should be held 
imneciately afterwards with any country requesting re-examination 
on the grounds that its interests are adversely affected. The 
princinle of relative equality of sacrifice is to apply in the 
reduction or limitation of civilian needs end an effort maae 
not to imoair the living standards of low income groups. Con- 
trols should not be such as to impair productive activity and 
economic development unnecessarily or to jeopardize political 
and social stability. When a producer country estabiishes 
export allocations to mect essential foreign requircments, it 
should adopt effective administrative measures to fulfill such 


allocations. 
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allocations. It is the responsibility of th: imnorting coun- 
try to determine tne essontiality of the use of the products 
and to control their cistributicn. It is the resnonsibility 
of the exvorting country to determine tne distribution of 
ijcer.ses among exvorters. 


Prices The liinisters 2greed that their governments shoula 
adopt adequate internal measures anda controls, including reciv- 
rocal measures, to prevent inflation, and to consider inter- 
nationai actions or coonerative measures which may be necessary 
to mitigate inflationary rressures., To vrovice equitable treai- 
ment Sor doth imported anc exnorted products snbject to control. 
the ecuntry apni Lying price controls shall afford any otner 


rember nation opportunity to be heare cn measures affecting 
iis ~rocucts and shall sive consideration to nertinent adiust- 
ments, Waen it is not vracticable to have consultation prior 


to establishment of sucn price controls, prompt consultation 
shall be had with any country requesting it on the grounds that 
its interests have been prejudiced. Wnen a country adoots a 
general price contrcls system, controls snoula be applied to 
raw materials as weil as "manufactured sroducts, and if it applie 
them to imports t shoula aoply them as well to exports. Whethe 
poncral or selective, price controls shall conform to the prin- 
cinics cof national and most-favored-nation treatment. Countries 
agrec to take into account, in administering price controls, 
tne desirability of establishing eguitabic relationships be- 
tween prices of raw materials, fooastuffs, strategic matcrials 
anu manufactured products. This ovligation, however, is limited 
to international consultation with a view to solving thz prob- 
jome SEVOL VEG « Recognition is elso accorded the principle that 
~rice stabilization measures should be continued as long as 
the threat < cf scrious inflation persists. 


Post-Emergconcy Provisions The various emergency restric- 
tions anc control measures are considerec temporary end should 
be eliminated as soon as the circumstances that gave rise to 
their estabiishment no ionger exist. The liquidation of 
emergency stoc::s is to be carricd out gradually when the emer- 
geney is over, and in consultation with producer countries, to 
avoid a bnorna? Cisturbances in markets ana prices. 


Economic Develonment Recognizing that nrograms of economic 
Gevelonment and technical cooperation are effective instruments 
in strengthening internal economies and improving living stand- 
ards, thus increasing Hemisnheric sccurity and the capacity for 


defense, 
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in anpropriate cases financial and technical cconerition for 
carrying cut plans of economic Gevelcpment. Such financial 

anc technical collaboraticrn shell be esarried forwerd with the 
murrose cf modernizing agriculture, increasing food production, 
deveicning minerzl and power reseurces, increasing industriali- 
zation, improving transportatior facilities, raising standards 
of health and educaticn, ercoureging tne investment of public 
anc private cenital, stimulating ermplojment aid raising 
manacerisi canacity and technical cvills, and bettering con- 
ditions ef labor. it is stated that during the emergency 
perioa preference should be given economic develonmnent projects 
in tne following order: those useful for defense vurposes and 
projects designed to satisfy the oesic recuirements of the 
Civilian ¢conory; projects already begun, the interruntion of 
which wouia entail serious lossés of materials, money, and 
effort; and other projects for economic development. Each 
stxute will take steps to csordinate its economic development 
plans and programs with emergency economic olans. 


Security Controls It was agrcec that the Americar states 
woulda cconerate fully with one another in the adoption of 
effective measures of economic defense ena security contrcls, 
including measures to increase the availability of products 

ir: short supniy to the ccuntries of the free world. Where a 
Country impores security controls affecting private activities 
in another country, full opportunity for consultation shall 

be provided to develon cooperative measures ic attain the 
objective of the security controls with a minimum of disloca- 
tion to the affected country. 


IA-ECOSOC Studies The Inter-American Economic Council 
is to undertake a number of studies and maxe recommendations 
thereon. These include: 1) effect cf price controls; 2) how 
tc maintain the nurchasing vower of currencies and monetary 
reserves; 3) plans for effective cooperation to raise the 
economic, social snd cultural levels of the peoples of the 
American states; 4+) the policy to be followed by the American 
countrics with respect to the International lheterials Conference, 
with IA-ECOSCC convoking Inter-American Study Groups with regard 


to 
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to raw materials thet are cf varticular imyvortance to the 
American renublicss; 5) mexusures leauing to the most effective 
utilization of all transportation facilities of the Americas, 
ana recommendations on freight and insurance rates; 6) measures 
to assure thet once the emerzency is cver, production factcrs 
ennlied to activities of < temvorary neture will be gradually 
absorbed in vermanent activities; and 7) recommendations to 
increase material rubber vroduction in the Hemisphere, includ- 
ing rubber plantations and rubber manufacturing plants. 

Ctner Economic Recommendations The economic and social 
betterment of the worxing classes is the subject of two reso- 
iutions. The Secretariat of the Organization of American 
States is to vrenare, with tne advice of newsnaver organizations 
@ technical renort on facilating access cf newsnaner vublishers 
tc news>rint under price conditions that ere equitable, anc 
without ciscrinination. The transvortation resolution, in 
addition to calling on IA-=COSCC fer stucies, calis for ccllabo- 
ration in tae transportation field ana vrovides that if estab- 
iisament of transvortetion quotes becomes necessary, not only 
the volume of trade shail be taken into eccount to assure such 
quotas, out also the sneciél characteristics of principal ex- 
oort nrodcucts so that the means of transvortation will be 
ecqecuate icr particuler nzetional needs. 

RESTRICTED 
> * . 
SECrET 
PHILIpPPixia STEPS TOC The Philinnine Government has now suf- 





MEGT Alb REQUIAgMENTS ficiently completed its imnlementation 
of the Quirino-Foster agreement of 
liovember 14, 1950 to enable the US to proceed with its program 
of economic assistance to the Philinpines. The Administration 
is therefore planning to release $15 million cf ECA aid for a 


~ 
— 
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for fiscal year 1952 a $50 million program of economic and 
technical assistance, of which $45 million would be grant aid 
and $5 million credit. We are about to negotiate a bilateral 
agreement with the Philippines to cover the US aid nrogram and 
to set un a regulor Snecial Technical Economic Mission (STEM) 
there. 


Philippine 
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Prilinvin: Lerislative Program The Quirino-Foster azree- 
ment outlined the form and nature cf US-Phnilippine cooperation 
in solving the latter's social and economic problems, eccent- 
ang the revort of the US economic survey mission to the Philip- 
pines, which was headed by Deniel belli, as é point of devarture 
for working out such a program. (See page 7, November 20, 1950 
issue.) Under this agreement, the Philinpine Council of State 
urdertook to formulate a legislative rogram for the Philipvine 
Congress involving: 1) a tax program designed to belance the 
budges and accumulate a surplus and to set an immediate goal 
cf 505 million pesos (about $282 million) in tax revenues; 2) a 
minimum wage laws and 3) a joint resolution exvressing Congres- 
Sional intent to accelerate by eavpropriate legislation the 
carrying out of the social reform and economic development 
recommendations of the Bell Mission. With the signing of a 
minimum wage bill on April 6, these conditions have now been 
substantially fulfillec. The Philipnine Government has enacted 
a tax prorram which includes a 17% forcign exchange tax and 
increases in existing sales, excise and corporate net income 
taxes. Although we cannot be certain that this legisiation 
will nroduce tax revenues to meet the 565 million pesos goal, 
it is nevertheless anticipated that these new tax measures 
will bring in revenues which will be substantially close to 
this goal. A joint resclution has alse been approved comnnit- 
tinge the Philinpnvine Congress to give vrefercntial and serious 
consideration to the main recommendations of the Bell Mission, 
with a view to accelerating, through further legislation, such 
social reform, economic development and other measures as will 
strensthen democratic and free institutions in the Philippines. 








US Aid Program The Quirino-Foster agreement also exnressed 
the intention of the President of the US to recommend to Congress 
appropriation of funds for an assistance program for the Philip- 
pines, which is envisioned in the Bell report at $250 million 
for a five-year period. Witn Philipnvine fulfillment of the 
vrerecuisites for US varticipation, we are now preparing to 
carry out our commitments. In addition to the $15 million set 
aside for aid to the Philippines in fiscal year 1951, a $50 
rillion aid >rogram is being vroposed for fiscal year 1952. 

In view of the current improved balance-of-payments position’ 

cf the Philivpines, it is presently contemplated that $5 million 
of this aid woulc be made available as a credit for the develon- 
ment of strategic minerals. One major obstacle to carrying 

out the necessury economic cevelopment program in the Philip- 
pines is that of securing sufficient local currency financing 


since 
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CONCLUSICN CF G&TT the bilateral stage of the GATT tariff 
TARIFT NoGOTIATIONS negotiations, which commenced in Torquay, 
Englard on Sentember z&, 1950, was con- 
cluded on Maren 21, witn signing of the “final act and opening 
of the Torquay sroteec] for sisnature scheculed for Avril 2l, 
The Fresident has been asked to anorove US Signature of the 
enorovriaste instruments embody ing the results of the negotia- 
tions, including concessions negotiated with 17 countries, 
decisions agreeing to the accession cf five new countries, and 
— of previously granted concessions until January 1, 
1¢ 








Scene of Nesotiations Altogether there were about 150 
nerctiations between vairs of countries. The US concluded new 
agreements with twelve of the vresent contracting parties and 
five nev; countries which negotiated with a view to acceding 
to the Genera: Agreement. Cf the arreenets ootained the 
best by far is with Canada, doth qualitatively and quantitatively 
A good thoush much smaller agreement was also obtaincd with 
France, oOmaller agreencnts were obtained, in addition, with 
nine ctner Lurcoear. ccuntries and with Turkey, indonesia, the 
nenuciic of Korea and three American Revublics. It is rerretted 
nowever, that negotiations were terminated without reaching 
acreements with tne UR, Australia, the Union of South Africa, 
New oealand, India ana Cuba. iegotiations with the UK and 
Scnthern Dominions were terminated iargely because of their 
unwillingness te agree to subdstantiai reductions in preferences. 
India was not prepared to offer any concessions ana negotiations 
were terminatec with Cuba because of inability to agree on the 
conditions uncer which the US would be free to act in the event 
of the lapse cf the Sugar Act of 1948, 





In terms cf trade coverage, new direct concessions were 
obteined (thourh to a considerable extent on vroducts covered 
earlier) on US exports valued at over $1 billion. In return 
for these concessions, we bound or reduced the duties on prod- 
ucts imports ol which from the respective negotiating countries 
amounted to about §270 million in 1949. Imports of these same 
products from all countries amounted to $478 million in the 
same year, The firming up of most of the concessions previously 
cranted at Geneva and Annecy benefits a US exvort trade of some 
$2.5 billion dollars (partly overlapping with the trade on 
which new concessions were obtained at Torquay). 


UK 
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UK and Commonwealth Negotiations Our delegation went to 
the conference authorized to make valuable concessions on 
almost every item on which a request had been made by the UK 
és wcll as on many other items, We felt the concessions 
offered by the UK in return weuid have to be broad in scone, 
to cover a good range of Amerigan export products and to in- 
clude significant neductions in preferences, From the begin- 
ning of the conference, however, there was cvidence that the 
UK net only proposed to make very meager offers but was en- 
ccuraging Commonwealth countries to do likewise. The offers 
made by the UK covered a very limited part of our trade, in- 
cluded no concessions on agricultural products which are among 
our most important exports to the UK, and contained no signifi- 
cant reductions in preferences. This was accompanied by a firm 
attitude that such offers should nevertheless be worth the 
granting by the US of all or nearly all of our controversial 
offers, which made up the bulk of the requests the UK had made 
to the US. Although reveated and unsuccessful efforts were 
made in Torquay, Washington and London to secure from the 
British expanded offers adequate to justify the granting of 
the buli: of our offers, they continued to maintain that the 
concessions offered us constituted a basis for an agreement. 
In addition, they maintained that the dollar shortage made it 
immossible for them to offer more substantial concessions. 

As concerns preferences, thcy indicated that the US aid not 
take fuli. account of the significance cf the loss of prefcr- 
ences, vhich, the British claim, unlike tariff reductions, must 
be regardea as permanent losses, ana that it was contrary to 
US interest to seek to weaken the ties within the Commonwealth 
at this time. When it became apparcnt that the British would 
not change their position, we informed them that we could not 
conclude an agreement on the basis of their offers. Probably 
the most important singlc consideration of the formulation of 
the British position was the slender majority of the Labor 
Party in the House of Commons and the fear that any action to 
reduce nrotection, particularly any action to impair the 
Commonwealth preference system, would strengthen the opposition. 


The US and Canada granted concessions on sensitive prod- 
ucts in a package deal. About three-fourths of the direct 
concessions obtained by the US in negotiations with contract- 
ing parties were obtained from Canada. Canada tricd unsuccess- 
fully to help the US reach agreement with other members of the 
Commonwealth by cranting releases on margins of preference 


bound 
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bounc to Canada. Article XAVIII (mocification of existing 
coneessions) negetiations were concluded with Nev Zealand, 
the Union of South Africa and Southern Rhodesia, but no new 
ecreerents were resched with Australia, New Zealand and South 
Africa because cf the preference issue. No new negotiations 
with Conthern Rhodesia were planned. 


Acceding Countries' Negctiations Our negotiations with 
tiie acceding countries were very satisfactory, with cood a:ree- 
rents having been corcluded with Germany anc Austria. Avart 
from the trade berncfits ootainea fcr US commerce, accession 
ye new countries will bring into effect for Turkey, Korea, 
the Philippines, Feru, Germany and Austria a set cf guarantees 
of fair treatment and a set cf standarcs for the regulation 
of their cormerciel volicies which is now standard thrcughovt 
at of the tracing {countries or the worlc. The US did not 
re fate with the Philipyvines sirice the Philippine Trade Act 
prehibits the Us from negotiating a trade agreement with the 
Philivpines under the Trade Agreements Act. the legislation 
under whieh the US carries out its GATT tariff negotiati ne. 





Other Ne cat icticus In addition tc the agreements with 
Canada ana France , the US concluded new agreements with the 
following contracting parties: Belgium, Brazil, Denmcrk, the 
Dominican Revubiic, sndonesia, Italy, Luxembourg, the Nether- 
lands, Norway and Sweden. Although the US initiated no ne-zo- 
tiations at? the »ourvese of moaifying concessions granted in 
Geneva in 1] 947 and in Annecy in 1949 before putting them on 
a firm basis for an additional three years, it participated 
in ana coneludea such negotiations with the following: Belrium, 
France, Denmar':, Italy, Cuba (one negotiation completed and 
one to continue after Torquay), Brazil, Haiti, Chile and 
Urucuay, in adaition to South Africa, New Zealane and Southern 
Rhodesia mentioned above. 





Larly indications were that negotiations might not be 

successfully concluded with France because of the in adequacy 

of Frenchot'fers. High-level avproaches to the French Govern- 
ment resulted in a reconsideration of its attitude, and as a 
result we were able to reach a very good agreement. The agree- 
ments with other Buropean countries were limited partly because 
we had negotiated only two ycars ago with some of them (Denmark, 
Italy, Sweden) and vartly because such countries as Benelux, 
Norway, Sweden and Denmark have relatively low tariffs on which 


ve 


they have already given concessions. They row hesitate to give 


more 
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more in order to maintain some domestic vvotection and because 
they icel bound to secure first some reduction in the existing 
Gisoirity of tariff levels between themselves and other Euro- 
nean countries with high tariffs, notably France and Iitalv. 
The anproach of the time when it will no longer be vossible 
Yor balancc-of-payments reasons to restrict imnorts by cuanti- 
tative restrictions, and the resulting greater importance of 
variffs undoubtedly also played a vnart. 


Special Contracting Partics' Session A srecial session 
of the contracting oarties was néla in Torcuay from Maren 29 
to Anril 3 principally to consider a memorandum on disparities 
in the level of European tariffs, submittec by Austrian, Bene- 
lux, Danish, Frencn, German, Italian, Dutch, Norwegian, Swedish 
and US renresentetives at the Torcuay tariff negotiating con- 
ferenee. The memorancum stated that although tariff reduction 
resuitine from the Torquay conference was cxpected to te 
Significant, it woulc not be of such scope end magnitude a 
to reorescnt a sufficient contribution to reduction of exist- 
ine digvarities in the level of Evroncan tariffs. 





c 


a Y 


The contracting varties resolved to invite the above 
mentionec countries to submit vroposals for multilateral or 
other yrocedures cesigned te achieve, on a non-discriminatory 
basis, reduction cf disparities in tariffs of the Suropean 
countries. They also agreed to set up an intersessional 
working party of representatives of seven of the above coun- 
trics, including the US, nlus Australia, brazil, Canada, Cuba, 
India, Sonth Africa and the UK te consider the problem before 
the sixth session of the contracting parties which is scheduled 
to convene September 17, 1951. The working party is to conside: 
the various vroposals and to formulate recommendations to fit 
the »roposals into the GATT framework. It is to consider 
“roblcms that may arise in securing adecuate compensation 
from other countries benefitting from non-ciscriminatory 
extension to them of the nroposec arrangements. The working 
party also is to review the efficacy of the GATT negotiating 
procedures and to recommend adjustments or adaptetions that 
appear desirable to improve ovvortunitics of countries with 
low tariffs to negotiate for reduction of rates by countrics 
with relatively high tariffs. 
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US AND CEILZ REACH A satisfectory arrenremcnt was concluded last 


ACCORD OF COPFER rock between the US and Chile on the out- 
stcndins problems which have arisen in regard 








to copper. The US sereed to a price rise of 3¢ per pound. The 
Chileans acreed to cense abnormal trade in semi-processed copper , 
if we ecreecc to their controlling the destination of up to 20% 

of their refincd copper eithcr for domestic usc, or in spohenae 
for necded goods from other countries, chicfly Letin America. 

It was also arreed that these selcs should be made through the 
este> lished chennels of the proagucing companies and the amounts 
limited to the cssentiel necds of fricndly countrics. It was 
Gccidcd that production should be expanded, end in the casc of 
the large companies this is to be done without US financial 
essistance, but with priority assistsnce on equipment. We 
eprced to cconsid:r a modest eid progrem for cxpsnsion of smell 
propertics, hut there was no commitment on our part at this tim 
othcr then to sond oxperts to study the situation end sce if 
fnerc-ased production from small mines is feesible. The Chileans 
affirmed that they vould not ship copper to the Soviet bloc, 

end thet they would require essurances ageinst trensshipment. 


Reckground i/lmost all Chilecen copper--cnd copper accounts 
or ehout 50% of vhilee n exports--is produccd by subsidiaries 
f we US firms, the Aneconde Copper Mining Company and the 
scott Copper Corporetion. The bulk of this copper has been 
- on the basis of a 24.5 oent quotation in New York established 
- the major US refineries. In view of the fencral shortage of 
d 
4 





ner, the Chileans reasoned that a considerable portion of 

ir epproximetely 00,000 tons of annual production could be 

ireted at prices hirher then the quoted price, and there heve 

2n reported offers by certain large US consumers at prices up 
*7¢ a pound and important trensactions in domestic and inter- 

netionnl trade at prices still higher. 


cto 3 cto o-+*, 
KH Ors 
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In November 1950, the Chilean Government approached the 
Chilersn representatives of the two US compenies cnd asked thet 
20°, of current production be turned over to a government-owned 
corporstion, presumably for sale et above the 2h. cent base. 
Telks between company executives end the Chilean Government on 
that proposal terminstced inconclusively January 40. The 
Chilean President thereupon announced thet since a majority of 
Chile's copper probicms required a US Government decision. he 
wos nominc © commission to proceed to Washington for discussions 
with US Government officiels. 4A memorendum incorporsting Chilean 
requests wes delivered to our officials as a basis for discussion. 


Chilean 
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Chilean Proposals The Chilcens proposed: 1) that the com- 
: s increase their production with the objective of producing 
occther 600,060 tons per yerr; 2) thet Chile use a pert of the 
rocuction for its own necds and for export to mect the needs 

of its foreimn. trade; 3) that the price of copper be rsised to 
compensate for the higher vrices Chile must pey for imported 
-oods; 4) thrt study be given to a formule which would insure 
Chile's ebility to buy with the velue of a ton of copper en 
cquivalent amount of cssentizl imports; and 5) tiet the Chileen 
Government propose to its Conrress chrures in the tax system 

end foreicn exchenge regulations such as to induce frecter 
production, provided the US arrecd to the preceding five points. 
The Chileans also asked for assurances that tne US would meke 
some capital and producer goods available to them for their 
leritimete needs. 


US Views The output of all known copper dcposits in those 
nerts of the worid open tothe US is not sufficient to mect this 
country's estim: ted defense and tivilinn recuirements. Since 
US mobilization prorrems heve gotten underway more then 250 
civilicn uses of copper have becn limited or banned, end US 
copper producers hsve been under pressure to expand existinr 
facilities to supplement our present production of 900,000 tons 
per year. The largest single source outside of the US is Chile. 
Thus there was much to be esrined by mikinz an equitable settle- 
ment with the Chilenns on price and production. 





We consented to = price increase in copper because we 
belicved the Chilean requcst wes justificd, since the price of 
copner nes not kept pace with the rise in most other comnodities 
particulsrly those items which Chile must import. In agrecinge 
to the 29% figure to cover domestic Chilean use snd exports to 
other countrics, we were promised by the Chilcsns that unusuel 
trade in semi-processed copper, developed to circumvent the US 
orice, would cease, that the facilitics of the companies would 
be used, cond the emounts limited to the leritimete rcquiremcnts 
of othcr countries. The amounts so diverted from US morkets 
wore atsumine increasing proportions. This arrengement also 
fives the Chilesxns on opportunity to sell some of their refined 
copper st a price higher than we have eacrced to pay. The decisic 
to cxpand production is also one which is expected to be bene- 
ficiel to both countries, from the Chilean point of view, in 
terms of cconomic devclopment and financial return, and from the 


US 
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US point of view, as an increased source of supply. The com- 
panies are to negotiate concerning the actual means of expand- 
ing production, without requesting the US for financial assist- 
ance, although we have consented to give priorities for eouip- 
ment. It is understood that in negotiations ending April 15. 
the companies and the Chilean Foreign Minister have reached 
agreement with resvect to a satisfactory proposal for a new 
tax and exchange law which will make it advantageous for the 
companies to increase production. In the case of marginal 
vrocucers, for whose expansion a modest financial nrogran 
might be involved, we have offered to provide experts who 

will study the situation in Chile and decide on the soundness 
of financial aid. However, there was no commitment in this 
respect on our part. The Chileans also affirmed that they 
woule not shin copver to the Soviet bloc, and that they 

woulda require assurances against transshipment. They will 
inform us of the destinations of conper exports. We could 
not, of course, give them assurance on the suspension of the 
excise tax on cooper imported into the US. However, we have 
exnressed our views to Congress, pointing out that in the 
lignt of ovresent vrices, low inventories and increased 

demand, we are convinced that the imoort tax is not necessary 
to insure the vrosnerity of the domestic copper industry and, 
in addition, injures our relations with Chile. On April 6, 
the House approved a bill to suspend the duty from April l, 
1951 to February 15, 1953 unless during that time, the domes- 
tic price drovped below a certain figure, but the legislation 
has not been acted on further. 


Price Ceiling Aspect The question which has not yet 
been resolved is what method to use to increase the price 
as agreed upon, since under the general nrice regulations 
the ceiling for most copper sold in the US is 24.5 cents. 
The price will be raised either by establishing a ceiling 
higher than the current average or by subsidizing the importa- 


tion of foreign covver. 





DECLASSIFIED FOR PUBLICATION IN FOREIGN 
RELATIONS OF THE UNITED STATES 7 

















SECRET BEST COPY AVAILABLE 


«o8B« 

US POSITICN ON The economic situation on Formose improvcd 
All) ~O PCRUCSA considerably during 1950, partly as a result 

of ECA assistance and partly as a result of 
the efforts of the Chinese Nationalist Government. We hope 
that the economy will, in the foreseeable future, achieve 
some kina of viability, nermitting the US to reduce and 
eventualiy to discontinue its present and projected economic 
Subsiaies. The main dangersio cor.tinucd progress are the vossi 
bility of oversnending for the military program or a colla»se 
in the administration of the fiscal system. Therefore, in 
crder to forewarn the Chinese military thet they will pay 
the nrice of carrying Formosa on a headlong course to economic 
Gisaster and to nlace a maximum responsibility on them at the 
inception of any provosed new program, we have outlined to 
the Chinese Governmert the US nolicy on economic and military 
assistance to Formose. 





jo Position In informing the Chinese that the Adminis- 
tration is considering asking Congress for additional funds 
for economic ana military aid to the general area of China, 
US represertatives pointec out that such funds would be appro- 
nristec for the entire area and not firmly allocatec or comnit- 
ted to any particular country. They warned that absorption 
of such military aid as is allotted to Formosa under this pro- 
gram couid have an inflationary imnact on its economy unless 
all nossible »recautionary measures are teken. It will there- 
fore be necessary for the Chinese Government, in order to re- 
tain the imvrovements made so far in the iormosan economic 
vesition and to acnicve further advances, to exert still 
further efforts to expand exports, to control imports, to 
reduce non-essential government exnercitures and to increase 
tax revenues »y raising rates wherever possible ena by improv- 
ing tax ccllection inethods. We consider that Formosa has 
substantial assets already available to it and woula be deeply 
concernec cver any failure of the Chinese Government to exploit 
these assets to the best of its ability to achieve economic 
stability ond security for Formosa. US rcpresentatives »vointed 
out the impossibility of the US underwriting the economy of 
Formosa for an indefinitely extended period of time or guarante 
ing to offset the effects on Formosan living standards of the 
suvyly of US military materials for defense against aggression, 
especially since the US itself is now engaged in a large expan- 
sion of its own military establishment, at heavy cost to its 
own people. They stated that the standard by which the Us 
determines its economic and/or military aid to any country is 


the 
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pacity to make effective use of such aid, with 

& maximum ci self-nelp, to produce curable results. Continued 

a ny country can be justified only as long as it 
ic anc other sacrifices vroporticnate to the 


Economic Situation of Formosa The economic situation 
cm Formosa has improved in all directions except military 
expen itures, which cre still very large. The land reform 
procram, instituted by the Joint Commission for Rural Rehabili- 
tation (JCRR), has been effective in creating a greater feeling 
of ecntentnent aniong agricultural workers. Production of 
Stanie acricultural crons in 1950 was generally maintained at 
the levels ct the previous year end there were further increases 
in such significant items as rice production which reached an 
all-time record. Although the nroduction of some exoort crops, 
such as sugar anc tea, declined from the 1949 levels, a con- 
Siaderable exnansion of sugar nroduction nas been plannec for 
this year, and measures are being considered to improve the 
nosition of tea nroaucers anc vrocessors in order to restore 
this imnortant industry to something at leest apyproaching its 
prewar stetus. Since Formosa's economy is largely based on 
agriculture, the marketing of an exportable surplus of agri- 
culturel rrodaucts has always been of vital importance to the 
economic rehabilitation and prosnerity of the island. Improve- 
ment in the production of these vroducts will, therefore have 
an imnortart effect in improving its foreign exchange position, 


if .re nroblem of finding markets to replace the China main- 
lana can be resolved. 











In addition to assistance in increasing Formosan agricul- 
tural production, the ECA program has succeeded measurably in 
rehnabdiliteting the island's transportation and nort facilities. 
There nas also been a considerable rehabilitation of industry. 
The Previncial Government was fairly successful in carrying 
rut its announcec policy not to expand the bank note issue 
for buugetary purnoses. Instead a series of temporary exned- 

ents were adonted to raise the necessary funds which, nowever, 
hac the effect of seriously straining the local economy. The 
whole taxation system has been revamped and tax collection 
machinery considerably im proved. However, inflation remains 

a major problem anc, with mounting pressures and the proposed 
deliver y of military assistance, the situation is expected 

to be varticularly danrerous between June and December of 


this yeer. 
One 
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Cne of the most promising developments has been the 
establishment of an Economic Stabilization Board composed cf 
representatives cf the Provincial and Central Governments, 
with a US observer. We feel that this Board may be able to 
exercise a strong influence toward the limitation of govern- 
ment revenues through increased tax collections and govern- 
ment property sales, imposition of an austerity program through 
drastic limitation cf imports and cther feasible means, expan- 
sion of foreign exchange earnings and other stens which the 
Chinese must take to stabilize their economy. 
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GUIDANCE ON ADMINISTRATION In view of the changing circum- 
OF US FCREIGN AID PROGRAMS stances in the international situa- 

tion, the President has sent a 
letter to the Economic Cooneration Administration (ECA) and 
the State Department setting forth certain guidances on the 
administration of foreign aid programs. These are designed 
to achieve full coordination of overseas vrograms to achieve 
our vrimary foreign policy objective--the vreservation and 
strencthening of the free nations of the world. State and 
ECA recoenize the neea for further interpretation of their 
relationshinvs and will keep the missions informed from time 
to time. 








The letter states that the scope and complexity of foreign 
economic and technical assistance vrograms and the need for 
maximum continuity and disdetch in their performance warrant 
the continuation of ECA as a separate agency to carry on such 
nrograms and that Congressional action in that resvect will 
be requested. ECA should be responsible for economic and 
technical assistance to western European countries anc their 
dependent overseas territories,in completing the European 
Recovery Prograz,anda in support of military programs uncer 
the North Atlantic Treaty. It should also administer Congres- 
Sionally authcrized economic assistance vrograms to countries 
in Southeast Asia and the Near East. In addition, ECA should 
be responsible for such snvecial types of aid as economic 


assistance 
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assistance to Yugoslavia anc the food program for India. ECA 
nould also nrovide economic staff work with regard to certain 

ewes Fhe UN programs, consulting with the State Department 

as the primary channei of US representation to the UN. 


It is pointed out that the Secretary of State is resvon- 

sible for the formulation of foreign policy anda the conduct 
cf foreign relations, and will provide leadershin and coordina- 
tion among the executive agencies in carrying out foreign poli- 
cies ana prosrams. Abroad, the US Ambassador is the repre- 
sentative of the President to the country and is respnonsible 
for assuring a coordinated US position and should be fully 
sunported by all US representatives to the country. To prevent 
tunliestion and assure maximum coordination and efficiency, 
rerever there is an ECA mission in a country concerned with 
eencral economic development of that country, the objective 
oula be en integrated US economic staff in the country serv- 
- all US needs. While snvecific organizational arrangements 
muy vary from country to country, this objective can best be 
met sy having the officer in charge of such ar. economic staff 
serve as both ECA Mission Chief and as the vrincinal cconomic 
cfficer ir the Embassy. General policy ang vrozram directives 
irem UCé to its missions should be substantively cocrdinated 
with the State Denartment and identified as coordinated 
instructicns. 
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With rercard te cconomic sunnort of the North Atlantic 
areaty military yrocrams, the President's letter specifies 
that the existing arranzements cr the Internétional Security 
A?fairs Committes shall be maintainec. The Office of ECA's 
Syecial Renresentative in Eurone (052) shall provide economic 
stefi work as desired by the US Deputy in NAIC. As previously 
provicec, the US Deputy shall provide leadership ameng US 
regionai renresentatives in Europe to achieve a coordinated 
politicel-military-economic effort emong cur overseas repre- 
sentatives in NATO. Integration of the economic work of NATO 
and OLEC is urged. 


As to financial and budgetary vroceaures, the letter 
states that future foreifn as ssistance funds shoula, as in the 
past, be aporcnriated tc the President. These shoulé be allo- 
cated to the overating agencies in a manner which will give 
them flexibility in carrying out their responsibilities. At 
the same time arrangements must insure maximum coordination 
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of programs at the Department level. Accordingly, the 
Secretary of State, after recommendation of the International 
Security Affairs Committee (ISAC) where appropriate, should 
make the broad decisions concerning use of funds as between: 

a) military end-item assistance and economic support, and b) 
major political areas. The Secretary of State should make 
allocations of funds to the operating agencies under procedures 
tc be aporoved by the Bureau of the Budget. This would not 
apoly to administrative expenses of the participating agencies, 
such allocations to be determineac by the President. Foreign 
assistance budget estimates are to be submitted by the operat- 
ing agencies to the Secretary of State for coordination and 
review before being transmitted to the Bureau of the Budget. 
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This weekly publication is designed to highlight developments in the eco- 
nomic divisions of the Department of State, and to indicate the economic prob- 
lems which are currently receiving attention in the Department. It is suggested 
that copies be retained on file, as reference will sometimes be made to previously 
reported items to avoid repetition. 
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| INTE XRATIONA The Foreign Supplies and 

NUE be Reanirewents Cormittee has 
: apyroveg a stntement of gen- 
eral pclicy for the guidance of US representatives on the 
commocity comnittees of the International Materials Corference. 
This statement will also serve as a cuide to other US Govern- 
ment revresentatives both at home and abroad. It is recognized 
that the rolicies set forth will need to be reexemined and 
supniemented rem time to time. The following summary neces- 
Saciiy omits some of the cualifications in the avproved 
Stuterent. 





The commodity committees of the IMC (these include wool; 
ecttcn and cotton linters: sulphur; copper, lead end zinc; 
tungsten and inaclybdenums manganese, cobalt and nickel; ana 
paoer ana ynul»n) sre to consider and recommend to governments 
"the specific action which should be taken, in the case of 
each commodity, in order to exnand production, increase availa- 
bilities, conserve supplies, and assure the most effective dis- 
tribution and utilization cf sunplies among consuming countries.' 
Surgested subjects for discussion include: 1) a survey of world 
supnly and Gdemanc, emphasizing the free world as much as is 
tactically possible; 2) vossivilities of international action 
to increase »roduction: 3) possible action by governments to 
limit non-essential consumption: and 4+) consideration cf 
international ailocations. 


if we are to discuss the lcvel of foreign consumption it 
is recognized thet US representatives must also be willing to 
Giscuss US censumotion from both US production and imports, 
and not only the quantities which we ourselves declare available 
for cxrort. They must also be prepared to discuss US domestic 
ecntrols. 


Primary Objective The US representatives should strive 
to obtain that distribution of supplies which will support the 
maximum effective strength of the free worlc. This includes 
Western Buropean defense production and the basic economies of 
friendiy sovernments us well as our own direct defense  zrogran. 
Although the largest proportion of scarce materials may be 
reouired by the US, it would not be to our interest to obtain 
ar unreasonable share which would hamper our industrial allies. 





Crder of Importance In setting priorities for distribu- 
tion of scarce commodities, certain general guide lines have 
been enunciated. Military requirements and directly supporting 
requirements shall come first, whether for US military forces, 
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NATC forces, or for other countries collaborating in free 

world defense measures. Discussion of this vriority must be 
handled ciscreetly so as not to endanger cooperation of non- 
N4TC members cf the committees, such as India, Switzerland, 
Sweden, and the Latin American countries. Second in priority 
would come a few particularily urgent stockpile requirements. 
iiext would be civilian requirements necessary to secure essen- 
tial procuction, prevent serious unrest, and promote effective 
Civilian participation in basic defense goals of the free world. 
hicst stocknile requirements would rank next in order, that is, 
below military requiremerts and the most essential eivilian 
recuirements. The lowest priority is, cf course, for non- 
essential civilian use. In this category the vrincivle of 
relative equality of sacrifice among countries should prevail. 
it is also recognized that some long-term economic »rograms 

for unceveloved areas may require special consideration since 
the defense programs might suffer more from loss of good will 

and lowered morale than could be compensated for in the material 
seved. 


Stockniling In considering stockpiles, it must be remem- 
bered that many countries consider US stockpviling a primary 
cause of world shertages. This view should be opposed wherever 
possible and other countries should be brought to the realiza- 
tion that the US stockpile is necessary not only in our own 
interests but in the interests of the entire free world. It 
should be vointed out that strategic considerations and the 
capacity of US industry indicate that in most commodities the 
largest nart of strategic stocks shoulda be in the US. On the 
other hand, nerticularly in the case of consumers goods, some 
friendly nations, because of their vulnerability to blockade 
may require stockpiles not necessary in the US. 





US representatives should not disclose either current 
stockpile status or ultimate stocknile objectives. Information 
on current military requirements and current stockpile programs 
should be provided only when necessary to further US objectives 
and‘then for not more than a year in advance. A lump sum 
figure for each of these may be divulged. When unusual circum- 
stances arisc, UB representatives will check back with the US 
member of the Central Group for further instructions. 


benial of Materials to Soviet Bloc While not all materials 
considered by the committees are strategic to the Soviet bloc,al: 
are in short su vily elsewhere and, by cutting down shipments to 
the blec, sunnlies for the free world will be increased. Therefo 
US representatives will seek to reduce deliveries to the Soviet 


bloc 
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bioc except in cases where the two-way trade involved has a 
clear acvantage tc the free worl?. However, the US representa- 
cive shculd avoid raising the issue directly, but instead 
shculad attempt to cbtain a recommended allocation which would 
incluae as much as possible cf the exnortable surplus of the 
nroducins countries. Where a committee is determined to recom- 
mend formal <cllocations to the bloc the US representatives 

will not concur. If the committee's work is jeonardized by 
onposition to the US stand, special euidance shonld be obtained 
from the US member of the Central Group. 


Use of Parallel Domestic Controls When it appears that 
early allocation will not take vlace, the US representatives 
should make a special effort to cbtain recommendations nointing 
towara the reduction of non-essential consumption among partici- 
neting countries. Because of different economic patterns in 
various countries, some of which already have controls more 
severe than those in the US, measures identical with US controls 
Shoula not be insisted uvon. However, US representatives will 
encourage conservation efforts, both governmental and private, 
ana the exchange of technical information. 








Quic Pro Quo Provosals In general quic pro quo vroposals 
which woulc trade quotas on specific quantities of one commodity 
against specific cuantities of another should be discouraged. 

We do not wish to give sanction to a means of trade which 

would result in unfair quantities going to countries with 

large hargaining »ower. Scarce materials must be distributed 

on the basis of demonstrated needs or the nrinciple of equality 
of sacrifice in iess essential uses. Bargaining with quotas 
would set off a chain reaction of bilateral barter deals that 
coula only result in unfair and inefficient distribution of 
scarce materials and the development of friction among countries 
opnosing Soviet aggression. 





In negotiating other types of quid pro quo proposals, . 
which could include vrice agreements, long-term contracts, and 
financial guarantees, care should be taken to avoid statements 
which may later be held as commitments. Furthermore, it is 
enphasized that US representatives must have concurrence of 
the US agency with chief responsibility in the matter under 
discussion. In general, bilateral negotiation is the best 
framework for quid pro quo bargaining, but it must be within 
the soirit of multilateralism. Where the business of committees 
overlans, integration can be achieved by the regular or special 
meetings of the representatives with the US member of the 


Central Group. 
The 
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The US wiil not bargain on the distribution of export 
quotas. it is s basic concept that allocation of suvplies to 
tne free world must be basec on »nroven need end relative con- 
tribution tc the strength of the free world. The existence 
of strong bargaining nower must not be allowed tc change this 
principle. The US will only bargain general cooperation for 
reneral cooperation In projects directly related to defense 
nroduction, the US will vress for prioritics and ellocations 
for those countries ecoperative in the defense effort. 


* * x 


| — (ATIONAL MATERIALS While none of the commodity committees 
ENBECE DEVELOPMENTS of the International Materials Confer- 
ence has as yet come to the problem 
f allocation, we feel that progress is being made in spade- 
werk toward equitable distribution, adequate supnlies and 
eificient use of basic raw materials for the countries of the 
ree 
) 
) 








worla. At vresent there are seven commodity committees: 
connper, zine and leads; 2) manganese, nickel and cobalt; 
) tungsten and molybdenum: 4) sulphur; 5) cotton and cotton 
lir ters: 6) wool; and 7) paper and pulp. Since early Warch 
all of the committees have met with the exception of the pulp 
and paver committee which will have its first meeting Aprii 30. 
The first task of the comnittees is to get the facts. This 
they are doing by pocling the information which the countries 
revresented on the committees themselves have about their capa- 
city for supply and their recuirements, and by sending out 
incuiries to cther countries on these subjects. Several com- 
mittees are elso working on the vroblem of ways of cutting 
cown use of the materials by substitutes or by other means. 
The question of allocation must await the development cf ade- 
guate factual material. 


gt a <= 0) 


Sulphur Committee So far only the sulphur committee has 
made recommendations for action to be taken. Upon completion 
of its preliminary examination of statistical data on world 
Supplies of sulphur, the committee concluded that a shortage 
of cover a million tons will exist in 1°51 and unless remedial 
steps are taken immediately and vigorously the deficiency will 
cortinue to increase. The committee made certain recommenda- 
tions concerning examination of resources by country, the use 
of raw materials other than sulphur, conservation of sulphur 
und control of its use, and the facilitation of projects for 
the production of pyrites. Each country was asked to furnish 
the committee a progress report by October 351, 1951. 


Cotton 
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Cotton anc Cotton Linters The cotton and cotton linters 


committee adjourned until June after concluding that the dis- 
tribution of the current crop had been so nearly completed 

that it was too late to take any action regarding it. Estimates 
furnished by the Secretary of the International Cotton Advisory 
Committee indicated that it is quite uncertain whether there 
will be any cotton shortage next year. There were no specific 
Suggestions as to the need for international action and it was 
concluded in any case that no international action should be 
recommended until more accurate information could be obtained 
regarding the probable size of next year's cron. The conmittee 
prepared a statistical questionnaire which has been sent to 

all countries, with the replies to be examined by the committee 
when it meets again in June. 


Wool Committee Our representatives participating in the 
work of the wool committee feel prospects are quite favorable 
for taking some international action on this commodity. The 
Commonwealth producers have indicated that they would be will- 
ing to take action if the situation is proven to be serious 
and the UK's opposition to allocations will not be a serious 
factor if the Commonwealth producers agree to act. The heads 
of delegations in evaluating the prospective 1951-52 world wool 
supply and demand situation have thus far concluded that: 1) world 
requirements for all wool would be about 2.9 billion pounds, 
scoured basis, as compared with total production of 2.3 billion 
pened, 2) the deficit for apparel wool alone would be about 

70 million pounds, scoured; and 3) military requirements, 
including stockpiling, are reported at 435 million pounds for 
the ten members of the committee volus the Netherlands. 


How the Committees Work The commodity committees are 


composed of representatives of governments of producing and 
consuming countries throughout the free world which have a sub- 
stantial interest of the commodities concerned. The membershin 
of the committees includes countries accounting for between 

80 and 90% of the production and consumption of the commodities 
concerned. Provision has been made for other countries not 
represented on the commi‘ti¢es to present their claims or their 
ideas to the committees. The result of the work will be reconm- 
mendetions to the governments as to measures which should be 
adopted, the committees themselves having no powers of decision. 


There 
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There is a nermanent Central Group consisting of the 
US, Ui, France, Australia, Canada, Italy, Brazil, India, the 
OEUC and tne OAS. Functions of the Central Group are limited 
to determination of whether there shall be additional commodity 
committees and to assistance in coordinating the work of the 
various committees. 


US Representation The US representatives on the committees 
are apnoirrted by the Defense Production Administration. They 
receive their instructions from Mr. Edwin T. Gibson, Deputy 
to the DPA Administrator, who is the US member of the Central 
Group. (US volicy on the problems involved is set forth in 
detail on page 1 of this issue.) The US representatives on 
the commodity committees were selected from different government 
agencies on the basis of qualifications for the job and exnerien 
in the field, They are advised in each case by a group of 
representatives from other agencies which are interested in the 
problem and have a contribution to make. Coordination of the 
positions as between the different committees is maintained 
by freauent meetings of all the representatives with Mr. Gibson. 





Contact with business and nublic groups as to the needs 
of the US with resvect to each of these commodities is main- 
tained through the National Production Authority which is in 
constant contact with industry and other groups in the country 
to ascertain their requirements for the materials in questicn. 
In the case of agricultural commodities, contact with agri- 
cultural interests is maintained through the regular channels 
of the Department of Agriculture. 


* * * 


US COMMERCIAL TREATY Signature of the treaty of friendship, 
PROGRAL MOVES AHEAD #commerce and navigation with Colombia 

has been set for this week, and negotia- 
tions with five additional countries--Denmark, Egynt, Ethionia, 
Greece and Israel--have devel~ped to such a satisfactory degree 
that there are prospects of signature within the reasonably 
near future. 


Colombian Treaty In many respects this is the best treaty 
of this type we have yet negotiated and is much better than we 
expected to obtain when the negotiation was initiated. Basic- 
ally it is the same as the treaty negotiated with Uruguay, but 
has fewer qualifications affecting the establishment provisions. 


We 
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We have cbtained e particularly strong provision for compensa- 
tion for expropriation and there is a good provision on commer- 
cial arbitration. Coiombia has undertaken to proceed to the 
aoolition cf existing discriminatory internal taxes on imported 
products and desnvite its past protective attitude toward Flota 
Gran Colombiana, we have obtained standard provisions against 
discrimination in shipping matters. The principal concessions 
that were made by the US are: 1) agreement to allow Colombia 

to reserve freedom of action to accord preferential customs 
trcatment to Ecuador and Venezuela upon the condition, however, 
that the most-favored-nation treatment clause should be terminabl< 
on short nctice; and 2) exception from the national treatment 
ruie as to taxation for income taxes on shipping entcrorises. 


Nepotigtions Nearing Completion In the other negotiations 
which appear to be nearing conclusion, a wide area of agreement 
has been reached with Denmark and it is expected that satisfac- 
tory adjustments ‘can be made on outstanding differences on ex- 
change control and Danish lcgislation affecting certain imnortant 
establishment matters, particulariy the control of corporations 
and the practice of professions. During negotiations with Egypt 
it has been possible to shift from the establishment convention 
originally insisted on by the Egyptian Government to the compre- 
hensive treaty which constitutes our basic proposal. Moreover, 
substantial agrecment has been reached on the technical level 
with resnect to all matters except exchange controls and the 
recognition of diplomas granted by US academic institutions in 
Eg: ots further »rogress depends uvon decision at a high vnolitical 
lcvél in Egvpt. The Emperor of Ethiopia ana his government are 
oressing for early signeture of the abridgcd treaty of amity 
and cconomic relations but at the same time have reised a number 
cf difficult technical negotiating problems and have proposed 
rather cxtensive revisions which might develicn into serious 
negotiating issues. The princival of these potential issues 
are: 1) addition of provisions on exemption from military 
scrvice; 2) apnarent Ethiopian reluctance to grant national 
treatment to US business cntervrisess; 3) exchange control; and 
4) linitation of the commitment on navigatior to most-favored- 
nation treatment. A wide area of agreement has »een rcachea 
in difficult, detailoda necotiations with Greece, ind signature 
anvarently depends on solution of exchenge controi and ObLC 
relationshio problems. In Israeli negotiations, substantial 
agreement has been reached upon all questions except that of 
unconditional most-favored-nation treatment in customs matters. 
Israel wishes to retain freedom of action on prefcrential customs 








treatment 


DECLASSIFIED FOR PUBLICATION IN F 
OR 
RELATIONS OF THE UNITED STATES BION 








treatment for the areas formerly included in Asiatic Turkey 

and arabia and it alsc appea irs unwilling to accept the standard 
GATT reservation in its present form. Israel is now considcring 
our »~ronposals based in g:< snerel on the conecpt of a short-term 
mcst-favored-nation clauSe. 


Other Negotiations The Snanish Government recently indi- 

i an interest in a general treaty on commerce and navigation 
tho circumstances, we are accenting Embassy Madrid's sug- 

clon that exploratory conversations be undertaken in order 

-terminzic the extent of interest. In view of the highly 

rictive system with respect to Porcign entcrprises in Spain, 
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it apnears that a could accept the basic investment pro- 
visions of our stendara draft only to a limitcd degree. There 
has bocn no evidence since the Foreign Ministers' meeting in 
May 1°50 that the French Government intends to act upon the 
treaty vroject, and since that time it has not been possible 

te make further high-level representations to the French. The 
Felzian Government anparently has decided not to proceed with 
nceectiations at least until the arrangements for the Benelux 
urion have entered into cffect. The Netherlands Government has 
maintained its interest in proceeding independently with treaty 
necotiations, but it has not yet been able to commence formal 
negotiations larscly because of the necd for more extendcd 
Stua, of the craft ana because of the pressure of other business 
Cur araft treaty is under study by the intcrestca avencics of 

h h G POPRMERS « in the event British authorities are 


O 
holc exosloratory conversations, we have furnished 
ne commentary on the British version of the 
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Argontina is revortedly still studying the araft treaty 
convlementary to th: Treaty of Friendshin, Commerce and Naviga- 
tion of 1°53, which wes developed on an ad referendum basis a 
year ago. In the course of discussions regarding termination 
of the reciprocal trade agreement, the Costa Rican Ambassador 
expressed interest in the “possibility of treaty negotiations. 
Accordingly, copies of the current draft have been given to the 
Ambassador for study. It is exnected that a formal proposel 
for negotiations will be ready for prcsentation to the Dominican 
Government within the next few months. The results of the study 
of the draft treaty undertaken by a special inter-ministcrial 
committec of the Paraguayan Government are not yet known, nor 
have we received any indication as to the reaction of the 
Bolivian Government to the treaty project. 


Despite 
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Despite the anparent interest of high Australian officials 
in a treaty, the vresent Australian Government has raised objec- 
tions to our draft which are almost identical with-thcese used 
by the Labor Government in susvencirng the 1948 negotiations. 

The draft is still under study, however, and it is likely that 
the Australian Government's position will be clarified after the 
forthcoming election. Although all negotiation problems have 
been settled, the Lebanese Government has failed to proceed with 
Signature of the treaty, apparently because of political uncer- 
tainties. The possibility of entering into treaty negotiations 
has been informally mentioned to the Syrian Government, but 
there has been no indication of its probable attitude. The Turk- 
ish Government is understood to be considering the possibility 
of negotiations as a result of an informal approach by Embassy 
Ankara. Embassy New Delhi is withholding presentation to the 
Indian Government of our concession with respect to screening 
the entry of US capital, authorized last October. until general 
relations with India are most favorable, presumably after Congress 
has acted on the proposed grant of fooa grain to India. The 
counter-project submitted by the Government of Pakistan accepts 
substantial portions of our basic nerotiating proposals but 
raises a serious difficulty by limiting the funaamental comnit- 
ment as to most-favored-nation treatment for the operation of 

US business enterprises in Pakistan. Efforts are being mace 

to induce the Governmert to reconsider its position. 


Princival Problems in Negotiations Of the problems 
arising in recent negotiations, those related to exchange con- 
trol have been encountered most frequently. The overwhelming 
majority of foreign countries still find cifficulty in making 
even limited commitments on withdrawals of profits ana capital. 
Securing national treatment for US business enterprises has 
been a problem, with several countries placing emphasis upon 
reducing the commitment to most-favorec-nation treatment or 
writing in crippling exceptions for important fields of economic 
activity. bDifficvlties over commercial policy have been encoun- 
tered frequently also. GATT countries have sought to limit the 
relationship between the treaty and the various multilaterals, 
and non-GATT countries have sought to obtain unconditional 
most-favored-nation treatment, unqualified by reservation of 
future US nolicies connected with GATT objectives and also to 
retain freedom of action as to territorial preferences. We 
have also met with protectionist navigation policies discriminat- 


ing against US vessels. 
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SCHUMAN PLAN TREATY The treaty creating a European coal and 
SIGNED BY MINISTERS stecl community was signed April 18 in 
Paris by the Foreign Ministers of France, 
the Gernan Federal Republic, Italy, Belgium, the Netherlands, 
ana Luxembours. n their final declaration, the liinisters 
stated their intcntion to work through further pools of the 
Same neture toward creation cf a Europcan federation. The 
threat that Belgium would reonen difficult issues at the Minis- 





ter's mceting, verhans necessitating a whole re-examination of 
the Fiar., dic not materialize. It now remains, of course, ‘or 
the treaty to be ratified anc it is possible reservations might 


be ettached tc ratification. The most serious opposition is 
expected to ccme from the Socialist Party in Germany. Belrian 
ratification is anticipatea, with Van Zeclanc having publicly 
expressod acep satisfaction at the recognition given to Eelgian 
interests anc difficulties cgncerning coal. 


The Ministers resolved a number of questions concerning 

the composition, clection and methods of voting of the various 
institutions to be created under the Plan and settled ccrtain 
political issues, notabiy the status of the Saar under the Plan. 
rance Signed the treaty in the name of the Saar in accordance 
with the Franco-Saar Accords and French signature binds the 
Saar to the seme extent as it binds Franee. If the Saar Parlia- 
ment refuses to ratify, provisions exist for consultation be- 
among the six signatory vowers. In order to avoia having the 
Bonn Government accused of recognizing the present status of 

the Saar, which would probably have prevented German ratifica- 
tion, the Federal Renublic reserved its position on this issue 
ana letters were exchanged between the French and Germans rc- 
affirming their points of view. The French also gave a letter 
tc the Germans stating their beli-f that the Intcrnational 
Ruhr Authority functions should be taken over progressively as 
the High Authority is empowered to exercise its competence in 
these matters anc that the Ruhr Authority should be terminated 
in agreement with signatory governments as soon as the single 
market for coal is established. The letter also stated that 

the ceiling should be lifted on German steel production as soon 
as the Schuman Plan treaty enters into force and that the High 
Commission should progressively transfer its functions with re- 
gard to coal and steel to the High Authority. The UK Government 
has indicated it would be willing to participate sympathetically 
in discussions necessitated by the overlap of jurisdiction be- 
tween the Schuman Plan treaty and existing international control 
over the coal, iron and steel industries of Western Germany. 

It stated, however, that it could not say in advance what policy 
it would advocate regarding these controls. 


Sor. eS 
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NEW PRICE CEILING ORDER The Director of the Office of 
ON IMPORTS TO bi ISSUED Price Stabilization on April 30 
Signed a regulation covering ceil- 
ing vrices on all imports except strategic materials and 
essential commodities. It will be effective within a week. 
The inmnort regulation requires sellers of imported commodi- 
ties, in determining ceiling prices, not to exceed the dollar 
andi cents mark-up which they obtained curing the base period 
July 1, 1949 to June 30, 1950. Such a mark-un is to be added 
to the lsndea cost of the commodity. Retailers of imported 
goous are allowed a vercentage mark-up similar to that of 
nrice regvlations on domestic products. Some governments 
mizht claim as discriminatory our establishment of a dollar 
and cents margin control on imvorts while using a percentage 
ty .2 ef margin control on domestic goods. We consider, 
however, that the regulation is equitable since the domestic 
percentage control is based on a controlled manufacturer's 
price, waile the landed cost of the imported commodity is 
uncontrolled. 








The ceiling price regulation on imports, which anplies 
tc US territcries anc possessions except the Panama Canal, 
is issued as a temncorary measure to encourage the flow of 
imoorts to the greatest extent possible until conditions 
necessitate anc vormit the issuance of regulations tailored 
to the reguirenents of tue different commodities. The regu- 
lation makes it clear that consideration will be given to 
the issuance of suppiemental or amendatory regulations if 
the flow of imports is impeded because of provisions of 
the regulation. 


| This reguiation supersedes all of the provisions ex- 
cept Section 14 (exemptions and exceptions) of the General 
Ceiling Price Regulation applying to imvorters and to in- 
norted commodities with the exception of certain commodities 
listed in the appendix. These latter commodities remain 
under the provisions of the General Ceiling Price Regulation 
unless or until otherwise covered by specific ceiling price 


regulations 


Formula for ‘Sales by Imvorters The ceiling price for 


sale of any commodities covered by the regulation to any 
class of buyer (execpt retail customers) will be the landed 
cost of the commodity vlus a dollar and cents mark-up based 


on 
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on the sales of such commodity to that class of buyer during 
the base period. Where a commodity has not yet arrived in 

the US, the imnorteors may estimate the landed cost of the 
commodity reflecting the pvurchase contract cost and reason- 
able costs of importation not already included in the »urchase 
contract cost. Should estimated costs exceed actual costs, 

as finally determined, tie difference is to be remitted to 

the purchaser. An importer may not receive from a foreign 
seller a commission higher than that received during the 

vase period, nor may he receive both a commission and a 
mari.-uo or the same transaction withouc prior approval of OPS. 


Formula for Whelesalers Wholesaiers of non-food im- 
ported commodities esta»iisn their ceiling srice bv comnut- 
ing the cost of acquisition, plus a dollars and cents mark-up 
buscd on sales of the commodity to the same class of buyer 
aguring the base period. Whoiesalers of irported food items 
aro voverned by the whoicsale food regulation Ceiling Price 
Regulation 14. 





Formula for Retailers There are three different cate- 
gories for determining at the retail level the percentage 
markeup for importec goods under this regulation. Luxury 
food items will be cubject to a percentage margin control 
established under Ceiling Price Regulations 15 and 16. Items 
covered by Ceiling rrice Regulation 7 will have a vercentege 
type of margin contrcol computed under that regulation. Items 
not covered by the above reguiations wi'l be priced by allow- 
ine the retailer a percentage mark-up as determined by the 
average of nis sales of that comnodity curing the base 
oeriod. Imnorter-retailers will be allowed to add to the 
landed cost a percentage mar':-up based on the average mark-up 
of all sales of the commodity made curing any quarter of 
the base neriod. 


Excextions The three categories of commodities exempted 
from the reeulation are: 1) strategic commodities--mostly 
mincrals, wetels, fibers; 2) basic cost of living items--in- 
cluding non-luxury foodstuffs. such as butter, cocoa, coffee, 
eges, fresh chilled or frozen meats, tea, as well as hides 

and skins, leathers, lumber, woodpulp, wool and woolen fabrics: 
and 3) important commodities covered by US Government purchase 


programs, including rubber ana tin. The import regulation 


does 


' 
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does not apply to sales cf commodities for which import ceil- 
ing prices have been or will be established under other regu- 
lations or supplements or to sales of commodities which are 
specifically exempt from application of ceiling prices by 
other regulations or orders ef the Office of Price Stabiliza- 
tion. It does not apply to sales of commodities cn which 

no aomestic price ceiling is imnosed, to sales of hand- 
knottec Oriental rugs or imported handicraft objects which 
are a 2roduct of individuals, families, tribes or other 

Small croups, nor to commodities transported into the US for 
transshipment abroad. 


CONFIDENTIAL 
* * * 
SECRET 


AVIATION NEGOTIATIONS On May 7 negotiations will start in 
OCTJDULED WiTE DUTCH Washington with the Dutch looking 
toward the conciusion of a bilateral 
air transport agreement of the Bermuda type. As a result of 
cur crarting France traffic rights at New York enroute to 
Martinique and Guadaloune, the Civil Aeronautics Board recent- 
ly annroved our sugsestion that we resume the long-interrunted 
negotiations, with the understanding that the US will be 
willing to give the Dutch traffic rights at New York on an 
Amsterdam-Curacao route. Carrier opposition, though still 
present, is exnected to be somewhat tempered by the fact that 
the French have already been given a similar grant. 











Background of the Problem The Department has consist- 
ently urged conclusion of an agreement with the Dutch as an 
essentisl sten in consolidating our vosition in ir ternational 
civil aviation with lilze-minded nations. Previous efforts 
in 1946, 1947 and 1948 to conclude an agreement with the 
Netherlands fell through over the question of routes to be 
operated by the Dutch carrier KLii. The stumbling bloc was 
Dutch insistence on a traffic stop at New York on the itLM 
route between Amsterdam end Curacuc. US carriers cpposed 
this violently, contending that the rights nresently being 
exercised by the Dutch under existing provisional arruange- 
ments constitute more than adequate reciprocity in relation 


to 
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to the rights the US has in Netherlands territory, and that 
the onening of the South American mar’set to Dutcr. comoetition 
would constitute a substantial traffic diversicn from US 
carriers and consequently a significant additional burden 

on US mail payments. In voicine their otjection, the US 
lines expressed doubt about the willingness of the US Govern- 
ment to apoly the protective provisions of Bermude with resnect 
to fifth freedon traffie rights to foreign carriers opereting 
through major traffic generating points in this country. 
These same carriers, on other negotiations, have pressed for 
the conclusion of agreements embodying Bermuda principles 
wnich would enable them to carry fifth freedom trzeffic or 
their international routes. 


Since the breakup of negotiations in 1948, the Dutch 
nave raised the matter of resuming tn2m several times. Meane- 
while, the CAP held that it wanted to comnlete a review of 
US civil aviation policy before formuieting a position on 
the Dutch request. Then last year, when the mercer of Pan 
American and American Oversees Airways was approved, PAIAM 
was scheduled to assume AOA services into Amsterdam. The 
Dutch raised no objection to this, tut exoressed their hcpe 
that we would renly favorably to their request for negotia- 
tion of -~” aviation bilateral. The merger resuited in avia- 
tion consultations with the French at which New York treffic 
riehts were granted on the Martiniaque-Guadaloupe route, and 
has resulted in CAB agreement to the Dutch negotiations. 

It avpears possible that after more thar four yv2ars, an 
apreement mey now be reached with the Dutch aloug the lines 
the Derartment has consistently advocated. 


* * * 





STATUS UF EXiVBANK In order to facilitate the use of the 
CRELIVS VO CF: 1i $52,5 million authorized ty Congress for 
credits to Svain, Ambassidor Griffis has 
presented to the Spanish Government an aide-memoire outlining 
the Bank's volic:es 2nd procedures ani urging Spanish com- 
plianee. The Bank exvlainec its nosition anc tie *urrent 
status of credits to cur Duvassy to enable it to meintain a 
peralicl position in discussions with that gove- ment. Despite 
the Bank's past exp’anations, Spanish of.1.3.:1s nae continued 
to disregard its nosition, have pressed for projects which 
are unacceptable to the Bank, and have failed to submit ade- 
quately documented applications. These officials arguc that 


the 
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tue Bank has been giving them a4 run-around and are concerned 
over its failure to sena a representative to evaluate applica- 
tions on the spot. As 2 result of the Ambassador's approach, 
however, they have cpparently accepted the fact that the Banx 
wiil not lend for more consumers!' goods or for uneconomic 
government-controlled industrial projects. 


eo 





million authorization. These include $5 million for cotton, 
$3.5 million for fertilizer, $3 million for tractors and 
parts, $700,000 for a fertilizer project of the Sociedad 
Iberica Nitrogeno, end $5 million for wheat. Although the 
Bank acted on four of these credits in February, the Spaniards 
have not yet taken action tc utilize any of the money. Snain 
has no detailed and fully sunported applications now before 
the Bank but has indicated its intention to submit such apvli- 
cations in the near future for 15 individual projects requir- 
ine $22.7 million of credits. These include $5.5 million for 
a fertilizer plant, $7 million for six mining projects, $7.5 
million for three railroad projects, $6.7 million for three 
power nrojects, and $6 million for two aviation projects. 

The Bank has informed the Snaniards that it would welcome the 
fertilizer project and the first five mining projects and is 
reedy to consider one of the aviation projects. The Bank is 
unable to consider the appropriateness or urgency of the 
railroad and power »rojects in the absence of Spanish surveys 
indicating the needs and urgency of rehabilitation of Spanish 
transportation and power and has therefore urged the Svaniards 
to submit such surveys as soon as possible. 


As a result of the Spanish Government's publication of a 
decree which represents the first official indication of how 
applications for ioans under the credit are to be submitted 
tor its anproval, our Embassy believes that a new phase of 
activity on the credit is now about to begin. The Ministry 
of Industry and Commerce has been designated tc receive such 
apnlications and its approval will carry with it the assurance 
that the necessary governmental guarantees, licenses and trans- 
fers will be authorized if the credit is approved by the Bank. 
The decree also recognizes the problem of risks to borrowers 
as a result of possible exchange fluctuetions, and provides 
for insurance against such risks at an annual cost of 4% to 


the borrower. 


Eximbank 
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Eximbank Policy The Eximbank's policy with respect to 
Snain is to extend credits only for purposes which can be demon- 
strated as making a substantial and lasting contribution to 
the Spanish economy and as serving US interest. This criterion 
would generally exclude expendables although the Bank has made 
exceptions by extending credits for Spanish purchases of 
cotton and wheat which, however, it would like to regard as 
non-recurring. In general, the Bank would like to restrict 
its credits to privately owned and operated Spanish enterprises 
rather than government favored or controlled enterprises whose 
requirements it feels should be met by the government through 
its own resources, generally exchange earnings, credits from 
other sources, and by relaxation of Spanish restrictions on 
vrivate capital investment, including American investment, 
in Spain. Credits are to be made on a specific project-by- 
project basis rather than for lines or commodities or general 
programs of equipment or parts. The Bank's credits may be 
used for off-shore procurement if the applicant demonstrates 
that this is necessary because an item is procurable only for 
dollars and is not available in the US at all, at an equal or 
lower price, or within the same relatively reasonable delivery 
dates. The Bank considers it essential to extend credits for 
mining nrojects of interest to the US as soon as possible in 
orcer to comoly with our policy and to lay the foundation for 
a more balanced Spanish trade with the US. With this excention, 
the Bank prefers to give first priority to Spanish agricultural 
Gevelopment and is anxious to consider projects for improving 
agricultural output for domestic consumption and for export. 
The Bank has, therefore, been urging Spanish officials in sub- 
mitting applications to give more weight to this field. The 
Bank's positior is undecided with respect to other sectors 
of the Snanish economy because of its lack of an over-all 
picture of the order of urgency and possibility of achieving 
given projects within a reasonable time, 


Although these policies of the Bank have been explained 
before to the Spaniards, the latter continued to follow con- 
trary policies. Thus, they made protracted and sustained 
efforts to secure credits for consumers’ goods, showed con- 
tinued determination to give government enterprises a major 
share of the credits directly or by curtailing the number or 
amount of credits for private enterprises, and failed to follow 
up the Bank's suggestion for the submission of projects for 
materials needed for Spanish agriculture. 


RESULTS 
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RESULTS CF ROME The confidential rabler me eting which was 
RUBE AEEtiNGS held in Rome from Avril 9 to 2i failed to 
ettain agreement between aanane anc con- 
Sumer countries on an aezonpentes for the equituble déstribu 
tion of rubber. The producers were unmiilling to place eis 
full cxvertable surplus of ruober in én allocation system, 
while th. consumers were unebls to malze nost-allocation 
assurances sufficiently extensive to satisfv the producers. 
It was unanimously agreed by tie @elorates that there were 





oc “any cifficuitics in the war cf ctfective intergovern- 
mentes c¢.jon ot this time, ani while no cate Sor re-convening 
Was .s2xea, any nerticirating governtcrt mav pronos2e another 
moetirg at any time. 


Tie conference in faci feundered on the rivzidity of the 
Indonesian vosition, vhicn tres cbsence of a povernment in 
Inuouesia made it imnossinie te elter within a reasonable tin 
However, at the terminetlon of ihe eorfererce, a face-szeving 
comiunique was issuec which did not place the olame on an; 
one Célegation, but broueit out the vositive sice of the dis- 
cussions. It vointea out thet in tie course of the zectinue, 
the views of tne prouucing and consuming countrics were not 
only clarified a great deal, but elsc brought clos: r together. 
There was ro tendency toward recrinine tion nor rancor among 
the aelegates, and one valueble resuit cf the confcorence was 
to Gemonstrate that the ccnsuming countries worc wiliing to 
give substa rvdal compensation im return for *.iion om rubver 
allocations. In general, the UK supported tle US position, 
perticulariy in regare to the med vor allocation, ana the UK 
Colonial renresentatives were: mort restrained in the 2ir demands 
than other producinzs countrics. Very effective teamwork between 
the US and UK delegations existed thrcughout the confcrence. 


Backzrouna of the Conference The first confidential 
rubber mo ting took niace in wondon in February, but was 'n- 
successful in vesolving the differing views cf vroducers anc 
consumers. (Sec nage 1, March 12 issue.) The US ovjectives 
which were agreca unon with tn: british prior to that confcre- 
ence, how.ver, remained unchanged. Thesz objectives wer:: 

1) the assurance of adequate sunplics cf rubver for ourscives 
and other nations of the free worlds 2) the reduction of ship- 
ments of rubber to the Communist bloc: anc 3) the lowering 

of the price of rubdbecr. 





in 
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In seeking to sive producer countries assurances for the 
lons term, and to induce them to tree on an allocation systen, 


the ‘i, waS hampered by the niture of its rubber le iclation 
and its synthetic rubber peseeeee ond by < gener2l distaste 
for lonc-term commitments Tae US rubber manufucturin; éin- 


dustry ; 28 not in favor of  governmentai attempts to stockpile 
rusber at the current rate, and vigorously opposes long-term 
commitments. WeVOrUheseos the US wus prepared to make sub- 
stantial and valuable offers at Rome, on an ad referendum 
basis, in order to obtain an allocation system. 


Opposing Attitude After several days of discussion and 
OPM un zution, it became evident that the main areas of disa;ree- 
ment between producers 2nd consumers were contained in six main 
issues. The first revolved around the question of puttin, 100% 
of the exportable surplus into a mibber allocation system. We 
are convinced that an allocation system would not be workable 
unless this is done. The Indonesians, on the other hand, were 
instructed to hold out 25% of their production to be used in bi- 
lateral bargaining for their import requirements. It was pointed 
out that bilateral deals are possible within an 2llccation system 
but the Indonesians rover acceded to the 109% concept. The 
Cevlonese would have put in 100% if the other producers did also, 
but expressed preference, like Indonesisz, for 2 commodity agree- 
ment patterned after the Intcrnational Whcet Agreement. This 
idea was discouragea by consuming countries as being impractica- 
ble, and later cropped. 





The second area of disagreement concerned the starting 
price and price ranges which would apply if an allocation system 
were set up. The consumers! idea of a ceiling was three pence 
below the producers! idea of a floor. The producers feared that 
if a floor and ceiling were established, the tendency would al- 
ways be for the floor price to prevail, while the consumers be- 
lieved that the price would be above the floor and closer to the 
Ceiling. The consumers did recognize, however, that the initial 
price could not begin much below current levels, and if other 
issues had fallen in line, this price question could probably 
have been scttled. 


The third important disaprcement revolved around the nature 
of post-allocation commitments. The US and other consumers were 
willing to commit themselves to purchase a specific tonnage of 
natvral rubber during the post-allocation period--possibly for a 
period of two years. This amount would have been about 75% of th 
quantity taken during the allocation period, to be bought at 


market 
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mariot vrices, with thc obligation ceasing if the vrice went 
above an agreed ceiling. The nroducers, however, wanted a 
commitmeni for 90% of the world procuction of natural rubber, 
a mroposal which consumers woulc not accent. There was a 
possib ss ty of negotiating this point with resnect to quantity 
an. price issues, but similar commitments from other consuming 
ecuniries meee represented at the conference, particularly 
Germany anc Japan, would have been necessary. The offer, how- 
ever. brousht home to the producers the fact that the consumers 
were willing to make reasonable and valuable offers for the 
post-allocation neriod, and we were not vulnerable to charges 
-of demanding everything without giving something in return. 





The Indonesian celezetion's instructions vere tnat if 
they agree to anything, they ad to have a commitment from 
u. to supply goods, usualiy unsnecified, but which would in- 
clide cavital equipment 21d consumer goods, (The rigidity of 
minu which the Indonesians showed was reenforced by the ex- 
treme vositions taken by the Dutch advisers in the Indonesian 
delegation.) Furthermore, although they ecntinued tc ask for 
a vlivcec of coocs, th v were not clear ebort their requirc nts 
anu do not have adequate purchesing organizations. There is 
evidently no effcetive mechanism in Indonesia, for thet matter, 
wnich woula ecvip ther to control rubber shioments under an 
liocstion system, and this would have to be devised. The Indo- 


5 
resi:ns implied they right agree to allocations if they could 
withheld a 15 to 25 ~ peentage of their exportatle surplus, pro- 
videa they could get e blanket cromise of goods from the US, 

né that the ‘vy could beck out of the allocation system if the 


™ 


Gs were not forthcoming. This commitment we were obviously 
bie to give. 


» © 
‘QO Cf" 


— 
a) 
wv 


the fifth main problem arose in discussion concerning 
the oxtent to which consumer countries would commit themselves 
te take un during an allocation period tne allocations which 
woaula be ugreed upon. In the better grades of rubser, this 
proscrnted ne xroblem, since tuere is excessive acmand in this 
catercry. However, there are inferior grades of rubber for 
which ae:zand is not pressing, which are produced priuwarily by 
smnil holicers, »rincipalily in indonesia, if allocations were 
in 2ffect, there wovld be considersh.¢ svressure upon consuming 
countrics to tuke quantities of low-grade. rubber they are not 
in c vosition to use. The US, for cxamole, wants the high grade 
matcrial ior civilian ecnsumption, because this is iimited in 
guantity, and for stock niling, because it keeps better. In spite 
of the complexity of this problem, the US and UK devised a work- 
able formula, although whether it was satisfactory to the Indo- 


ncesians is uncertain 
Another 
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Another issue which was discussed at the meeting concerned 
the demand for US synthetic rubber on the part of other consumers, 
particularly Italy, the UK and France, The US, the world's 
largest producer of synthetic, does not export it at the 
present tine, chiefly because of the demand here, France, the 
UK end Italy strongly protested this situation in which the US 
manufacturer has access to cheap raw materials not available to 
manufacturers in their countries. The UK expressed willingness 
to start with a reasonably high price on allocations of natural 
rubber if they could obtain reasonable assurances on synthetic. 
We conceded that the US is looking into the matter of making 
Synthetic available for export and, although we could not agree 
to international allocation of all production, we indicated 
the possibility of agreement on the allocation of an exportable 
surplus, should one develop. 


4s far as reducing exports to the Soviet bloc is concerned, 
although an agreement would have limited shipments to a figure 
below the amounts the Communists have been getting in the past 
six or seven months, the controls recently instituted by the UK, 
Malaya and Singapore may have an equivalent effect. In post 
conference discussions held in London between our delegates 
and British officials, it was tentatively agreed that the US 
should approach Vietnam, Cambodia (and France) in regard to 
administering export controis so as not to imperil the 
effectiveness of the UK controls. In Thailand, Ceylon and 
Indonesia, US and UK missions will consult together on this 
subject and make recommendations to their governments. 


Rubber Study Group The Rubber Study Group which held its 
sessions at Rome almost concurrently with the confidential 
rubber meeting was the most successful meeting the Group has 
ever had. Instead of studying merely the supply and demand 
situation, the Group expanded its scope into fruitful discussion 
of other aspects. Careful study was given to basic poonsenes 
with emphasis on long-range improvement. The Steering Committee 
examined memoranda circulated prior to the meeting by the dele- 
gations and statements made by the delegations at the meeting 
itself. From these, it selected the issues which it considered 
to be deserving of special attention on the part of the Group, 
recommending action where appropriate. These included basic 
questions concernings 1) the potential maximum output of 


natural 
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natural rub»ber over the next ten years, effect of investment, 
lebor situation, etc.; 2) rel* tionship between the prices of 
natural and synthetic rubber ond tie prices of other row 
materials; 3) relationshinv of prices of raw materials ano 
manufactured goods; 4) export availabilities of synthetic 
Guring and after 1951; 5) Jimitations or expansion, and lonr- 
term cost, of synthetic production; ©) effect of prices on 
rubber consumption and planting; and 7) other aspects of natural 
rubber production. The Secretarizt, urder the supervision of 
the Monagenent Committee, was entrusted with undertaking to 
obts:in ansvers or some of the auestions wnich arose in discuss- 
ing the ebove noints. A report on the naterial gathered is to 
be se:.t to member governments for examination and will be con- 
sidered at the next meeting of the croup which is to take nlece 
in Caneda in May, 1952. A regular procedure for the operation 
of the Management Covmittee was also worked out. 


The Group examined the world statistical position and 
mede estimates for netural and synthetic rubber production and 
consumption during 1951. It was estimated that the world vro- 
duction of natural rubber would be eround 1,870,000 long tons, 
while production of synthetic in member countries would be 
around 915,000 long tons. In regard to consumption, it was 
estimated that the world might consume 1,530,000 long tons of 
notural rubber and approximately 900,000 lone tons of synthetic 
ruboer, apart from the synthetic produced in non-member countries. 
Yhe balance of estimated production over consumption of both 
naturel ane synthetic was exvected to be absorbed into commercial 
end non-commercial stocks, (in fact, the US stockpile will take 
most of it.) Yhe Group heerd opinions to the effect that con- 
sumotion of rubber will continue to expand, but that there is 
no prospect of expending ne.tural rubber production in the next 
decade, so thet synthetic production will have to supply the 
increased demande 


The TK, France and Italy agein voiced their strong in- 
terest in obtaining US synthetic. The Vietnamese sugrested 
a Commodity Agreement on rubber, in which the French concurred, 
but the US, UK and others disapproved consiceration of such 
a scheme at this meeting, and it was therefore dropped, with 
Vietnem agreement, until some country comes forward with e. 
definite proposal. 


ok * °K 
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lems which are currently receiving attention in the Department. It is suggested 
that copies be retained on file, as reference will sometimes be made to previously 
reported items to avoid repetition. 


Document Security Instructions 


This document should be treated in accordance with current instructions 
regarding security measures for SECRET material. Extreme care should be ex- 
ercised to avoid public or private discussion of the information herein with or in 
the presence or hearing of any person not authorized to have knowledge thereof. 
For general purposes all classified Foreign Service Officers and other responsible 
economic officers are authorized to have knowledge of the contents of this docu- 
ment, responsibility for the safekeeping of which will be assumed by each recipient 
thereof. It may be retained in protected files or, at the discretion of the recipient, 
destroyed by burning. If not personally disposed of by the recipient, he will 
assure himself that it is burned in the manner prescribed for SECRET material. 
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PROPOSAL FOR UNIFICATION A plan for European air unification 
OF EUROPEAN AVIATION has been prevared by the Italians 

for presentation to the Council of 
Europe thig menth. The stated aim is to reduce barriers separat 
ing the Weatern European nations and render communications be- 
tween them more efficient and rapid, Civil aviation would be 
entrusted t@ a supranational authority under a multilateral 
agreement replacing present aviation bilaterals and airlines 
would be concentrated with a view toward gradual integration 
of all Western European civil aviation operations. 


Specifically the plan proposes that Western European 

countries would conclude a 50-year agreement for creation of 
a common air space and a convention to unite OEEC countries 
including in due course their overseas territories, to create 
the largest air space possible. Transport would be "free" in 
the air space of contracting countries to their aircraft, passen- 
gers, freight and mail, with the common air space to be super- 
vised by the supranational authority, established within the 
general framework of the provisions contained in the convention 
on International Civil Aviation. This supranational authority 
would: a) assure freedom of air traffic in the common air space; 
b) determine regulations and assure that governments apply then; 
c) authorize operation of air traffic after technical, financial 
and legal requirements are satisfied; d) regulate civilian air- 
ports; e) supervise unification of infrastructures; and f) 
organize a common center for research and studies. Decisions 
of the supranational authority would be reached on a majority 
basis with a system of voting for election to be based on 
principles which would take into consideration population, 
area, and the geographic position of each contracting party. 
The supranational authority, would function from economic and 
political points of view within the framework of existing 
international organizations; that is, the Assembly of the Council 
of Europe and the OEEC Council, with the obligation of present- 
‘ dng periodic reports to each and receiving instructions concern- 

dng principles. Differences which may arise would be settled 
by an international court to be established by the Council of 
Europe. Cabotage traffic would be permitted and considered 
internal traffic in the common airspace of the contracting 
states. Telecommunications, infrastructures, flight assistance, : 
etc., would be coordinated or gradually unified. ee 


The 
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The plan calls for establishment of a European Air Con- 
sortium operating under the supranational authority. Its aims 
would be to: a) practice common commercial policy; b) pool 
experience foy unification and rationalization of routes and 
schedules; 9) erganize a common air service; d) gradually 
standardize equipment, motors and infrastructures; e) unify 
centers of technical and scientific research; and f) avoid . 
duplication of material and installations. ile a number. of 
the aspects of the consortium idea are unclear, it appéars 
that state airlines would be obligated to participate in it 
and airlines not controlled by the states would be free. to 
remain outside. Joint development at first would be’ confined 
to regional European services, excluding those of local service. 
Long-haul services would be included in the consortium after 
understandings had. been reached with interested governments. 
not parties to the conventior. Division of profits and losses 
of. the companiés would be decided by mtual agreement with the 
supranational authority on a statutory basis to be agreed upon. 


While the Italian plan has been prepared quietly, it is 
probable that some aspects of it have been discussed with 
French officials. In a recent speech the chairman of the 
Foreign Affairs Committee of the French Chamber of Deputies, 
said that a closer integration of European airlines would be 
a natural off-shoot of the Schuman Plan.. This official is 
also chairman of the Council of Europe's transport committee. 
The president of Air France also publicly advocated pooling 
of air operations and a European consortium of airlines to 
coordinate ‘schedules and divide traffic among themselves. | 


' Should such steps be taken toward European air ‘coordina- 
tion, it would, of coarse, present important problems with 
regard to US aviation policy. We have bilateral civil air 
agreements with all of the major Western European countries 
except the Netherlands, and negotiations with that country 
are currently under way. | - ) 


Other ans s Other proposals with 
regard to Buropean transport have been receiving consideration 
in the Council of Europe during the past six months. Both 
France ‘and the UK submitted proposals for creation of a Euro- 
pean Transport Authority. ‘The French version was approved 
by the Council's Transport Committee and is scheduled for con- 
sideration by the Consultative Assembly at its current session. 


This 
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This far-reaching proposal cails for a Transport Authority 
haviny broad jurisaiction, including investment proposals, for 
all forms of intra-Luropean transport including rail, road 
water (except ocean shipping), and air. The aim is £o foster 
efficient, economic and adequate use of existing transport 
facilities and the rational development of additional European 
transport. There presently exist Eurcpean transport organize- 
tions in all these fields except aviation. The Department is 
currently assessing these proposals, their relationship to 
existing organizations, the vrobabile attitudes of the govern- 
ments and carriers concerned, and the feasibility of the vro- 
posed sunranational authority. 
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AUSTRIAN ECONOMIC The recent deterioration in the Austrian 
SITUATION WORSENS economy, resulting to a large extent from 

' world rearmament, is reflected domestically 
in the growing inflation and externally in Austria's critical 
balance-of-payments position. Austria's continued large deficits 
with Western Europe have exhausted its initial credit position 
with the European Payments Union anc its limitea reserves are 
inadequate to cover its expected deficits during the last 
quarter of this fiscal year. The EPU therefore suggested that 
OEEC reccommend an ECA grant‘of up to $10 million from its 
special assistance fund to meet one-half of the deficit for 
this period, provided that the Austrians will carry out the 
neccessary corrective program. The ECA has already expressed 
its willingress to accept such a recommendation, and also is 
prorosing an inerease in direct dollar aid to Austria during 
tnis fiscal year recognizing that, for rcasons largely. deyond 
the government's control, Austria has been unable ‘so make the 
progress toware viability which would have permitted the shar» 
drop in aia previously »vrojected. Despite Avstria's increased 
doilar cxyvorts, its dollar position has dcterforated in the 
last six wonths as a result of large increases in dollar import 
priccs and the fact that significant quantities of imports 
originally vrogramnucd for procurement in non-dollar areas have 
provcd to be available only in the US. 


Austria's 


DECLASSIFIED FOR PUBLICATION IN FOREIGN | 
RELATIONS OF THE UNITED STATES | 


eer 


satin - 











someera, BEST COPY AVAILABLE 


oe 


=" 


Austria's Payments Position Although Austria's present 
critical payments position results in part from the imprudent 
management, if not the deliberate intention of the Austrian 
Government, the primary causes were largely beyond the govern- 
ment's control. The sharp increase in the prices of Austrian 
imports. was not accompanied by a corresponding rise in the 
prices of its exports, with the result that the same quantity 
of Austrian exports in September 1950 financed 25-30% less 
imports than at the beginning of the vear. This adverse shift 
in the terms of trade also reduced the purchasing power of US 
aid. Austria's position has elso been adversely affected by 
the decJine in trade with the Bast. Exports to the Soviet bloc 
have declined both as a result of the unwillingness of these 
countries to pay for the goods and because of Austrian coonvera- 
tion with the US export control program. Meanwhile, major 
dcliveries to Austria from the satellites are substantially 
behind the anticipated volume as a result of the USSR's drains 
on satellite agricultural and industrial production, satellite 
exploitation of world market shorteges by selling basic com- 
modities for hard currencies at the expense of existing trade 
agreement obligations, end because they are bartering their 
products for commodities on strategic lists. Although the 
decline in Austrian exports to the East was more than offset 
in the fourth quarter of 1950 by the booming trade with Western 
Germany, Austria has now becn seriously affected by the Federal 
Republic's suspension of trade liberalization, despite the 
special consideration Austria received in this connection. 
Austria's difficulties also resulted in part from the replace- 
ment under adverse price and payments conditions of commodity 
supplies not purchased earlier. These difficulties were further 
aggravated by Austria's shift from barter to commercial trade, 
involving large prepayments, and- by the adverse shift in 
Austria's terms of payment. : | | 


The restoration of proper balance in Austria's payments 
position is, nevertheless, fundamentally dependent on the govern- 
ment's adoption and proper administration of the necessary import 
and exchange controls. Political and trade ety gs and the 
impasse between major political parties on the adoption of con- 
trol measures when the crisis became apparent combined to pre- 
vent establishment of effective control machinery. The Austrians 
also failed to take adequate measures because of their expecta- 
tion that, in the last analysis, the US would grant further aid | 
rather than risk a reduction in the import level to a point 


which 
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which might increase unemployment. However, the EPU, before 
reaching a decision on the Austrian case requested that govern- 
ment to present 4 specific program of measures it has taken 

anc wiil take to meet the situation, -including adequate import 
licensing, foreign exchange controls, retention quota procedures, 
control over tourist earnings and capital flight, credit policy, 
organization of the banking system, and measures to balance 

the budget. The program submitted by the Austrians provided 
fcr an import level which would result in a moderate reduction 
in consumption and econemic activity and we hope that the EPU 
review of the peewee Oe recommendations, and the grant 


of special assistance will be successful in inducing the Austrian 
Government to implement this program effectively. 


internal Economic Problems On the other side of the 
picture, in the domestic economy, mounting inflationary pres- 
sures are now superseding the comparative financial stability 
which hes been maintained in Austria since the 1947 currency 
reform. The lack of effective controls has permitted individual 
pressures and bargainirg to produce a spiral of rising wages 
ard prices which may necessjtate a further nation-wide increase 
in wages. Although the Anstrians originally forecast a balanced 
buéget for 1951, the Finance Minister now expects a sizable 
deficit to resuit from the addit onal occupation costs due to 
the recent cuadripartite we they te end the recent pay increases 
for civil servants. This deficit may be further increased as 
a result of the rayment of additional consumer subsidies if 
the government attemots to raise Gomestic grain prices to the 
world level. The exnansion of credit at a more rapid rate 
than the increase in production has been an imvortant factor 
in the present inflationary situation, and reflects to a 
sirnificant extent the precipitous expansion in Austria's 
foreign vayments. fle there is at present no legislative 
basis for credit control, the government nas secured the ac- 
ceptance by the Austrian bankers' association on a voluntary 
basis of the following credit restrictions: 1) loans are to be 
granted only for economically justified projects; 2) credits 
which voula facilitate the accumulation of excessive stocks 
or permit other sneculative practices are specifically pro- 
hibited; 3) the financing of installment buying is to be re- 
stricted; an¢d 4) the banks are requested to achieve a reserve 
ratio of 25% by May 1 and 30% by the ond of this calendar year. 
Although these restrictions embody a number of sound principles, 
their effectiveness is wholly dependent on the cooperation of 
the commercial banks. 


Austria's 
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Austria's economic difficulties have had serious effects 
on. its volitical situation, increasing the friction between 
the cozlition parties in the government and decreasing solidarity 
within each of the parties. Although the differences on eco- 
nomic policy are not expected to cause a break-up of the coali- 
tion, its inability to reach agreement on necessary control 
measures has delayed their adoption and has resulted in weak 
compromise solutions. The Parliament finally passed a number 
of control laws, but it is felt that these add little to 
existing legislation and that their effectiveness will devend 
greatly on the resolution of the government in implementing 
them. An amendment to the price control legislation authorizes 
price control of goods subject to allocation and extends exist- 
ing iegislation. A Raw Materials Control Act permits the 
application of a US-type controlled materials plan with alloca- 
tions and the prohibition of non-essential use of specified 
materials. The Food Control Act enables allocation of foods 
but no immediate application is envisaged. The Foreign Trade 
Act centralizes import and export licensing functions in the 
Trade Kinistry, creates an advisory foreign trade council 
within the Ministry on which all groups will be represented, 
and provides for working committees of the council to make 
recommendations on individual applications. Under the pro- 
posed implementing regulation, a foreign exchange committee 
will be established to apply a quarterly import plan to 
available exchange, to allocate foreign exchange »y commodity 
groups, and to notify the Trade Ministry of weekly availabili- 
ties. Although this proposal would improve existing procedures 
by enabling the Trade Ministry to have a broader knowledge 
of the total exchange and requirements situation than now | 
possessed by the existing Foreign Trade Commission, its chief 
weaknesses are the diffusion of responsibility and possibili- 
ties for political log-rolling. The planning, direction 
and coordination of the new controls has been delegated to en 
Economic oh eh el whose decisions must be unanimous, with 

0 





any disagreed cases be referred to the Cabinet. 
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DISCUSSIONS OF FITURE A recent meeting on Libyan economic 
LIBYAN FINANCIAL SYSTEM problems, attended by representatives 
of the Us, UK, France, Italy ard Egypt, 
ended without any major agreement on currency arrangements and 
without any discussion of budget or economic development ques- 
tions. a& report and various currency proposals will now be 
discussed with the Provisional Libyan Government by the UN 
Commissioner for Libya. Another meeting will be held in 
Geneva May 21. Discussions are necessitated by the fact that, 
in accordance with the General Assembly resolution, Libya is 
to attain its independence by January 1, 1952 or sooner if 
practicable. It is realized that, while theoretically Libya 
will be independent, actually that country still will be eco- 
nomically dependent. This meeting was preceded by discussions 
in February, called at the suggestion of UN Commissioner Pelt 
to consider a preliminary report on Libyan economic problems 
which had been made by International Monetary Fund experts. 
The first meeting terminated in mid-March when there was failure 
to reach agreement, and reconvened April 16 to consider new 
proposals. 


There is general agreement on the broad problems at 
issue--the need for a unified currency, backing of the currency 
by a foreign exchange reserve, and redemotion of obligations. 
Approval has been given the currency unit recommended by the 
IMF experts--a Libyan currency unit equal either to the Egyptian 
pound or 20 Egyptian piasters, and thet a declaration of tue 
par valve of the currency in terms of gold should be embodied 
in the currency law. The chief difficulty is the fear of 
France, Italy and Egypt that Libya will become a full-fledged 
member of the sterling area and will be denied the same access 
to their respective currencies that it will have to sterling. 


V The British desire to bring Libya into 
the sterling areca, in return for which the UK would contribute 
substantially to make up the budgetary and balance-of-payments 
deficits. They prefer a currency reserve which would be 100% 
sterling. As a member of the sterling area, Libya would be 
able to rely on London to meet such commitments in currencies 
other than sterling that it might have. The UK would expect 
Libya to maintain normal sterling area exchange controls and 
confine its drawings of foreign currencies to essential require- 
ments. However, if the Libyan Government found a reserve of 
75% sterling and 25% of other currencies acceptable, the UK 


‘ delegation 
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deleration indicated it would reluctantly agree. The British 
hela that in any event, the proposed Currency Authority shculd 
have a lezgal obligation to redeem local currency for sterlins 
only, and should have no discretion to reacem in any other 
currency. 


The French want Libya to be e member of the transferable 
eccount system rather than a member of the sterling area. They 
argue that the Currency Authcrity should be allowed to exchange 
Libyan currency for sterling, francs, lire and Egyptian pounds 
for transactions authorized by Libyan exchange control; that 
the Currency Authority should be empowered to open accounts in New 
York, London, Cairc, Paris,Rome; and that currencies other than 
the foregoing might be obtained by Libyan banks in return for 
sterling, Egyntian pounds, francs or lire in accordance with 
arrangements to be agreed between Libya and the four interested 
countries, Privetely, the French delegation seemed to recognize 
that, in the matter of currency arrangements, the UK will in 
the end have things much its own way, but they are anxious 
that Libya not be supject to Londen's will for its foreign cur- 
rency requirements. Also, for the sake of prestige, the French 
want the Currency Authority to have some discretionary powers. 
They argue that they cannot defend before their Parliament 
anything that apnrears to be abanconment of Libya to the British 
sphere of influence. Economicaliy, the French seem anxious to 
exnand and »rotect the uce of the franc in trade and investment 
with Libya and believe the British »nroposals would have thc 
opposite effect, sarticularly if there is no provision for a 
Libyan currency account. in Paris. The French originally pro- 
posed a Central Bank, but did not push this idea and dropped 
it altogether from their final statement relating to the cur- 
rency problem, 


Italian concern on currency was similar to that of the 
French, but the Italians seem to accept that Libya will enter 
the sterling area and appear to be satisfied with a 75-25% 
division of reserves if reassured concerning availability of 
lire for Libyan trade. They believe the 75-25 ratio should 
be allowed to fluctuate in day-to-day workings within restricted 
limits. The Italian delegation believes a ccmpronise can be 
found between the British and French positions but states that 
any solution must take into full consideration Italy's tradi- 


tional trade trends and geographic position. 
: oe . @ 


The 
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The Egyptians did not press their position strongly at 
the recent meeting, perhaps because the Government had not 
yet formulated instructions. The delegation originally pro- 
posed a National Bank to be financed with Libyan bonds guaran- 
teed by the UN and taken by interested governments. It was 
willing to drop that proposal in favor of a (urrency Authority, 
but held that currency reserves should include sterling, 
francs, lire and Egyptian pounds. It did nct, however, wish 
to fix the proportions of the various currencies in the re- 
serve. It is still apparently the Egyptian intention that 
its initial participation should be to the extent of redemp- 
tion of Egyptian pounds now in circulation. 


The US has no objection to Libya's becoming a member of 
the sterling area provided access to other currencies in- 
cluding the dollar is assured. Our delegation felt the 
British view was fairly rigid and that the UK should make 
certain concessions to French, Italian and Egyptian viewe- 
points. With that in mind, it sugge ts that we propose cere 
tain compromises to the British prior to the next meeting, 
some of which are concessions in theory only but would be face- 
saving for the other delegations. It suggests that the currency 
reserve should be 75% sterling and 25% other currencies. Issu- 
ance and redemption of local currency would be for sterling 
only, but the Currency Authority would be given discretion if 
this limitation works a hardship on the trade of Libya with 
interested countries. Egypt, France, Italy and the UK would 
mutually guarantee full and automatic convertibility of their 
respective currencies in connection with Libyan transactions. 
The exchange charge would be equal for conversion of the curren- 
cies of all four countries. If Libya becomes a member of the 
sterling area, our delegation believes the UK should make a 
commitment to permit Libya to obtain its essential dollar require- 
ments and use, over a reasonable period cf years, its dollar 
earnings. Export and import controls should apply equally to 
all countries, even if Libya is in the sterling area. 
economic development board, rather than a bank is suggested, 
but with authority to make domestic loans if desirable and to 
negotiate and administer foreign loans when conditions justify. 
The board would include representatives of the countries con- 
tributing. Our delegation thinks we should continue to oppose 
any “internationalization" of the Libyan budget, as was earlier 
Suggested. Contribution to the Libyan budget deficit from a 


single 
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single source (the UK) with necessary control exercised through 
an acviser in the employ of the Libyan Government, would seem 
the best way of keeping ordinary Libyan nublic finances out of 
the arena of international politics. It might be nossible, 
however, if ultimately necessary for the sake of compromise, 

to devise a formula whereby, without effectively diminishing 
British control, the role of UN could be limited to furnishing, 
whenever requested by Libya, the services of a financial expert 
who would act in a purely advisory capacity. The Department 

is studying the delegation's proposals in preparation for the 
May 21 meeting. We will continue to be puided by the principle 
that the financial system established in Libya should not lend 
itself too readily to internationalized control and should aZlow 
contributing nations to retain such control as they may require, 
without external interference, over any financial contributions 
they may make to the Libyan economy. 


SECRET 
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PROCEDURES “OR PAilCaxITIS The accelerating US defense effort 
Oi FORSIGN wXPCal iiEDS has resultcd in dislocation and short- 

ages which have given rise tc diffi- 
culties in the procurement from US suppliers of scarce export 
materials. ‘To alleviate these difficulties, certain procedures 
have been devised which should be followed by foreign agencie: 
in seeking.to obtain certain items and materials from the US. 
These procedures are subject to change, anc will undoubtedly 
continue to evolve for some time It is expected that a US 
policy on the foreign allocation of US goods in short supply 
will soon be announced. 


Although there is no general provision as yet for vriority 
assistance for US exports, arrangements have been made with 
the National Production Authority (NPA) for priority assistance 
for exports in certain cases. Requests for such assistance are 
generally mace through a "claimant" agency authorized to handle 
them. ECA is the claimant agency when the export is to be used 
in a country (or dependent area thercof) whcre there is an ICA 
or STEM vrogram, whether or not the transaction is ECA financed. 


The 
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The Office of International Trade (OIT) of Commerce is the 
claimant agency for all other countries (excluding Canada), 
except in the case of agritultural products, in which case 
Agriculture has the responsibility. OIT is also usually the 
claimant agency when the desired equipment_or material is 

needed to satisfy an intergovernmental engemanensen export 
requirement which cannot or should not be identif on a 

country reguirement basis. OIT has sole responsibility for_ 

the issuance cf export licenses. nti 


Priority assistance may be obtained for cases in which 
the equipment or materials are needed: 1) for the defense vro- 
grams of a friendly government; 2) in connection with the pro- 
duction of strategic materials "for export to the US or to 
friendly countries; 3) to maintain the basic economy of a 
friendly foreign country; and 4) to maintain or conplete a 
project in which the US has a high-priority interest. Cases 
in the latter two categories must be particularly well- 
justified and cocumented. 


Reouests for supply assistance are sent to the apvropriate 
agency having clainant responsibility, with full information 
concerning intended use, stocks, description of material and 
other vreviously specified details. The claimant agency screens 
the request, and where necessary, obtains supporting statements 
from other interested agencies, such as State and Defense. 

The fully documented case for which there is agreement that 
assistance is justified is forwarded to NPA by the claimant 
agency with the recommendation that assistance be granted, 

either in the form of a Defense Order (DC) rating or a directive. 
It should be vointed out that export priorities for tinplate, 
hides and sulphur require special treatment beyond that just 
outlined. 


US production authorities and claimant agencies attemot 
to plan future vrojuction allocations against essential needs 
and to determine when and to whom priority assistance should 
be provided. It is highly desirable that advance estimates 
for foreign requirements with the soundest possible factual 
and analytical support and justification be supplied in timely 
fashion to ECA and OIT. In addition to advance estimates of 
requirements for each foreign country, it is desirable for 
intergovernmental organizations to submit to the proper claimant 
agency advance estimates of their over-all future requirements. 


An 
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An advantageous nrocedure for submitting such advance estimates 
for svecific projects is contained in section 374 of the compre- 
hensive Export Schedule entitled "Project Licenses". This 
schedule gives a mechanism not only for advance submission of 
estimates, but also for making a concurrent application for 

the export licenses covering the US materials and items involved. 
These project licenses granted by OIT often facilitate the 
actual procurement of the licensed scarce materials from US 
supvliers. | 


In general, there has been insufficient forward planning 


On export requirements, but the need for some form of regularized 


supply-assistance to enable foreign countries to obtain essen- 
tial goods not under quota is making headway throughout the 
government. Inter-agency committees which act in an advisory 
capacity to the agencies with the responsibility for the estab- 
lishment of priorities and export quotas are giving considerable 
thought to the aefinition of policy in this matter. This is 
narticularly true of the Foreign Supplies and Requirements 
Committee of the Office of Defense Mobilization, known as the 
Foster Committee. : 


. The NPA has announced that a Controlled Materials Plan 
(CMP) will go into effect on July 1 for all essential production 
using steel, copper and aluminum. It is hoped that along with 
the operation of CMP mechanisms will be devised for ensuring 
needed exnorts. The Department is now discussing this problem 
with the allocating and claimant agencies. 


* * x 
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This weekly publication is designed to highlight developments in the eco- 
nomic divisions of the Department of State, and to indicate the economic prob- 
lems which are currently receiving attention in the Department. It is suggested 
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CONFIDENTIAL 


WESTERN EUROPEAN CONTROL OVER In view of Senate passage of 
EXPORTS REPORTED TO COiiGRESS the Kem amendment to the sup- 

: plemental appropriations bill 
which would stop all economic or financial aid to countries 
exporting to Soviet-dominated areas of items useful in the pre- 
paration of war materials, we asked Western European countries 
participating in the control of strategic exports if there was 
eny onjection to making certain facts known regarding Western 
Europe's export control program. We consider the amendment 
would ask friendly European countries to apply export controls 
going beyond those of the US since it is not limited to stra- 
tegic exports and would extend to almost all items entering 
into international trade. Interested governments were advised 
that the continued maintenance of secrecy regarding the existence 
and activities of the Consultative Group and Coordinating Com- 
mittee, the existence of international lists and the extent 
of east-west trade controls is causing the US Government con- 
siderable embarrassment in relations with Congress and the US 
public. Also our Western European allies are not obtaining 
full credit here for the coritrols they have adopted and the 
US Government is not in a satisfactory position to defend 
their actions publicly. Most countries have assented to the 
release of information, although in some cases reluctantly and 
with some reservations. 








The Department, ECA, Commerce and Defense have prepared 
a confidential report on Western European export controls which 
they have nresented to Senate-House conferees and other members 
of Congress. The report will not be made public unless it be- 
comes necessary to obtain modification of the amendment; details 
of International List I will be published only as a last resort; 
and List II will not be released, 


The report argues strongly against adoption of the Senate 
amendment, points to the economic dependence of Western Europe 
on basic suvplies, such as coal, grain and timber, from the 
Seviet bloc, and shows the adverse effect total embargo would 
have on Western Europe's economy and on the common defense 
program. It states that the Federal Republic and Austria are : 
incapable of mecting the requirements of the amendment. This | 
would require termination of aid to these areas, thus under- 
mining their economic stability and political independence. 
The report also points out that the amendment would impair or 
destroy Point IV, Eximbank and other programs to Latin America, 
Southeast Asia and other underdeveloped areas. 


The 
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The factual part of the report describes the establish- 
ment of export controls by Western Europe in 1948; describes 
the establishrent in 1949 and membership of the Coordinating 
Committee; and gives a general description of the nature of 
the lists. The present intention is that detailed items of 
International Lists I and II will not be released to the public 
= they wili be shown in confidence to interested members 
© ongress,. 


the report describes the increase in coverage in the con- 
trol lists. Since the outbreak of hostilities in Korea, the 
participating countries have expanded the number of categories 
subject to complete embargo by more than 50% to a total of 287; 
and have expanded the numoer of categories subiect to quantita- 
tive limitation by more than 100%, to a total of 102. Seventy- 
three additional categories are kept under close surveillance 
through export licensing to prevent excessive shipments. The 
statement compares with the scope of the International Lists 
with US controls, pointing out that List I covers 90% of the 
items subject to absolute embargc from the US. It explains 
that shipment of List II items occurs in non-strategic amounts 
necessary for Western Europe to obtain supplies in return from 
the Soviet bloc and that discussions are continuing through 
machinery of the Coordinating Committee regarding special 
measures to limit these items further. 


The International Lists also apply to Communist China, 
and Hong Kong controls are more stringent than those of any 
other country except the US, Canada and Japan. The report sets 
forth the US view thet free world controls against China should 
go further but that other countries are unpersuaded as to the 
wisdom of our position in the light of their own judgment as to 
the possible military and political consequences of complete 
embargo. It concludes with the statement that the National 
Security Council in December 1950 was of the opinion that action 
to cut off aid under the Cannon amendment was not then called 
for and would be contrary to US security interests. (The Cannon 


amendment provides that no US economic assistance should be pro- | 


vided countries whose trade with the USSR or its satellites, 
includine Communist China and North Korea, is found by the NSC 
to be contrary to US security interests.) The NSC special 
committee on east-west trade is continuing to examine certain 
asnects of trade with the Soviet bloc of ceuntries receiving 
assistance from the US, with a view to taking action under the 
Cannon amendment if necessary. - 
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EXPERTS ' REPORT ON DEVELOPMENT A US position has been approved on 
OF UNDERDEVELOPED COUNTRIES the report of UN experts on meas- 





ures for the econcmic aevelopment 
of underdeveloned countries for the current session of the UX 
Economic, Employment and Development Commission. The experts 
were appointed by the UN Secretary-General pursuant to a reso- 
lution of the Economic and Social Council calling for prepara- 
tion of a report on national and international measures to reduce 
unemployment anc under-employment in underdeveloped countries. 
Having concluded that economic cevelopment is the principal way 
to reduce unemployment and under-employment in these countries, 
the exnerts concentrate in their report on measures for economic 
cevelopment. - Their report stresses the importance of domestic 
action to establish the social, psychological, and institutional 
prerequisites for development and to draw up a development pro- 
gram. It also indicates the necessity for assistance from 
developed countries and internationai agencies, and recommends 
the establishment of an international agency to administer grant 
aid. The revort estimates that the underdeveloped areas would 
require an investment of $19 billion annually, of which about 
$13 billion would be external capital, in order to achieve an 
annual increase of 2% in their national incomes. 


The present revort is the counterpart, for the underdeveloped 
countries, of a report completed last year by another UN group 
of experts on national and international measures for full employ- 
ment. ~— page 6, January 15, 1950 and page 3, June 19, 1950 
issues. 


General Aspects of the Report The first section cf the 
experts' report deals with the measures for economic development 
which require action by the underdeveloped countries. On the 
one hand, the: governments of these countries should discharge 
adequately, and devote a sufficient proportion of their budgets 
to such normal government functions as roads and communication, 
education, publie health, and to other public and social services. 
On the other hand, they should perform certain functions which 
private enterprise cannot carry out adequately, such as market 
research anc prospecting, establishment and operation of new 
industries neglected by private investment through lack of 
knowledge or fear of risk, and the creation of financial insti- 
tutions to mobilize savings and to channel them into desirable 
private enterprise. In addition, there are some functions which 
private enterprise is anxious to perform but which some govern- 
ments may prefer to reserve for themselves for reasons of public 
policy, because the rewards demanded by private entrepreneurs 


are 
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are too high, or because the wastes of competition are so great 
that these industries are best conducted as monopolies. Even 
within the private sector of the economy, the government retains 
important functions, The government has an interest in assuring, 
through adequate land tenure legislation and sometimes land 
reform, that the private cultivator secures the fruit of his 

own effort. Government action is also necessary to provide the 
small farmer with adequate credit facilities and to protect him 
from becoming committed to an excessive debt. The government 
must sometimes compel all firms in a particular industry to 

adopt some measure which the majority desire or to organize 
cooperative measures which stop short of compulsion. The govern- 
ment may assist in increasing efficiency in the use of labor by 
private enterprise, take measures to promote or reduce competi- 
tion as the situation demands; provide services which a number 
cf small firms can use in common; and allocate scarce resources 
between competing uses. 


Given the appropriate framework, economic development will 
proceed by way of improvement of technology and investment of 
capital. The experts consider it possible to achieve a fairly 
ranid increase in productivity in the underdeveloped countries 
by the use of relatively simple and inexpensive technological 
improvements, particularly in the field of agriculture. However, 
they point out that there are serious obstacles to any general 
technological advance in these countries, including the lack 
of an educational and administrative structure through which the 
producers can learn the new technology, and the lack of capital 
to utilize it. There are also problems involving the adaptation 
of the technology of developed countries to the needs of the 
underdeveloped, and the difficulties of securing the personnel 
required to plan and execute economic development. In view of 
the problems involved in the importation of the necessary tech- 
nical and administrative staffs, plans for economic development 
must begin with the expansion of domestic institutions for train- 
ing the personnel. required at all levels. It is also necessary 
to capture the enthusiasm of the masses for improvement and to 
make new knowledge available to them directly. The rate of new 
domestic capital formation, which is an important factor in 
economic progress, is very low in the underdeveloped countries 
and the question of how to increase this rate is therefore one 
of great urgency. Aithough it is desirable that governments 
of the underdeveloped countries should try to secure some of 
the necessary funds from private hoards, the experts believe 
that increased savings must constitute the major source of 
increased domestic capital formation and that these savings 


must 
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must be better utilized. They suggest that this objective 

may be anproached through the extension of such institutions 

as savings institutions and public lending agencies to encourage 
and channel savings respectively, through taxation to force a 
reduction in consumption, through the use of idle resources, 
and through the creation of the necessary money. In connection 
with the latter course, the possibility of extensive inflation 
presents a serious problem. The experts point out that, al- 
though new technology and capital will raise the national 
income, the effect of this on the average standard ci living 
may be small if the population is growing rapidly. However, 
they believe that, if a vigorous effort is put into developing 
the underdeveloped countries, there is no reason why their 
national incomes should not rise faster than their populations. 


The experts also consider the necessity for the proper 
disposal of resources between different uses and the techniques 
by which governments may influence the movement of resources 
from less to more desired goals. They suggest principles by 
which to aetermine the emphasis development programs should 
give to consumption or investment, investment in human beings 
or investment in material capital, public works or other pro- 
ductive activity, autarchy or foreign trade, and industry or 
agriculture. The first stage in the formulation of development 
programs is the survey to determine the availability of resources 
and the potentialities of development. The next step is plan- 
ning which may mean making a program for public expenditures; 
setting production targets for private or public enterprise 
in terms of the input of manpower, capital or other scarce 
resources, or in terms of output; setting targets for the 
economy as a whole to allocate all scarce resources among the 
various branches; or to enforce upon private enterprise pre- 
viously determined targets. In putting the plans into operation, 
the government must decide how much it should do itself, how 
much to leave to private enterprise and how to ensure that 
private enterprise moves in the right direction. The experts 
warn against the tendency toward excessive centralization which 
discourages individual effort and urge vigilance to provide the 
fullest scope for individual and local participation in develop- 


ment. 


The second section of the experts' report deals with the 
measures for economic development which require international 
action. Pointing out the significant role of international 
trade in the economies of the underdeveloped countries, the 
experts stress the importance of these countries of favorable 
and stable terms of trade. They note that some industrial 


countries 
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countries unfairly hole uv the development of underdeveloved coun- 
tries and denréss their terns of trade by subsidizing within their 
wn bounderies the production of some commodities which could 

be rroduced more cheaply by the underdeveloped countries or of 
primary commodities which they produce in competition with under- 
developed countries. Pointing out that the question of the 
physical supnly of capital goods is beginning to assume major 
importance for underdeveloped countries, the experts believe it 
should be possible to find ways of adjusting the production and 
exnerts cf the industrializec countries so as to avoid the risk 
of interruntion of development programs because of a lack of 
capital gcods. 


in view of the large sums which they estimate to be neces- 
sary for economic progress in the underdeveloped countrics, the 
expcrts are seriously concerned over the necessity for stevopving 
up the inflow of capital into these areas. They therefore suggest 
meesures for climinating the obstacles to private foreign invest- 
ment and to an expanded lending program by the International 
Bank anc urge the establishment by other developec countries of 
lencing institutions similar to the Eximbank. Because of the 
need for expenditures on“non-bankable' types of projects for 
improving public health, educetion, roads ana communications in 
the underdeveloped countries before they will be able to absorb 
large amounts of loan capital, the experts urge most strongly 
the creation of some mechanism for grant aid from the developed 
to the underdeveloped countries. Although some governments may 
sct un their own organizations for such aid, the experts recommend 
the establishment by the UN of an Internationel Development 
Authority to: 1) decide upon, administer the distribution, and 
verify the utilization of grants-in-aid; 2) coopcrate with 
underdeveloned countries in the preparation and coordination of 
economic devclopment plans; 3) help in implementing thesc clans; 
and +) make periodic reports on the preperation ana prorress of 
these plans, provide for continuous study of the proxzlems of 
cconomic devclopment of underdeveloped countries, and make recom- 
mandations to ECOSOC thereon. They suggcst that projects in the 
fields of research and education, public health, subsidization 
of medium and short-term farm credit, and improvement of rural 
public works should be considered eligible for grants while other 
purvoses, which are more capable of being self-supporting, should . 
be financed by borrowing. Emphasizing that planning takes time 
and that there is always a lag between planning and execution, 
the exnerts urge that decisions on the recommended international 
measurcs should be made as soon as possible so that the under- 
dcvcloped countries may begin to make thcir own preparations. 


Recommended Measures Requiring Domestic pus The report 
concludes with a set of recommended measures for domestic and 


international action, highlighting those suggestions in the report 
which the experts consider most significant. The report recommend 
that 
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that, in order to provide the preconditiors and institutional 
framework for economic development, the government of an under- 
develoned country should: 1) make clear to its people its willing- 
ness to take vigorous action to remove conditions which discourage 
the efforts of its people, including land reforms; abolition of 
privileges based on race, color, caste or creed; establishment of 
taxation on a progressive basis; and a program of mass education; 
and 2) establish a central economic unit to survey the economy, 
make development programs, advise on the measures necessary for 
carrying out such programs, and report on them periodically. 

The rencort recommends the fcllowing additional measures which an 
underdeveloped country should take to promote rapid economic 
develonment: 1) survey the organization of production, distribu- 
tion and finance in each of the major sectors of the economy and 
take measures to improve their efficiency; 2) survey the prospects 
for creating new productive employment by industrialization, by 
bringing more land under cultivation, by developing mineral re- 
sources, or by other means, and announce programs for this rur- 
pose; 3) survey the possibilities of anerensang agricultural 
yields and propose measures for this purpose; +) prepare a pro- 
gram for the improvement of public facilities by capital invest- 
ment; 5) prepare a program of education and research including 
agricultural extension services, industrial training, and train- 
ing of scientists and administrators; and 6) prepare programs to 
stimulate aomestic savings, including the cxtension of savings 
institutions and measures involving taxation, and est blish a 
Cevelopment bank and an agricultural credit system and, if neces- 
sary, take other measures such as credit controls, foreign ex- 
change controls, or licensing of buildings or capital extensions, 
to ensure that capital moves into the mest productive uses. 


Recommended Measures Requiring International Action The 
report also recommends action which should be taken by developed 
countries and by the UN and other international agencies to assis‘ 
in the economic development of umerdeveloped areas. In particule 
the developed countries should: 1) desist from commercial policies 
which hinder the development of underdeveloped countries such as 
fixing price ceilings for imports without simultaneously control- 
ling the prices of exports which underdeveloped countries buy from 
them, and subsidizing the production or export of commodities 
which are also produced for export by underdeveluped countries; 

2) consider setting up national institutions similar to the Export- 
Import Bank of the US; and 3) facilitate foreign private invest- 
ment by initiating tresties with underdeveloped countries for the 
equitable treatment of foreign investments, by offering to insure 
foreign investments of their naticnals against transfer difficul- 
ties; ard by exempting foveign errned income from double taxation. 
In addition, when there is a gencral scarcity of goods, the de- 
veloped countries should esteblish machinery to insure an equita- 
ble share of capital goods and othcr materials to underdeveloped 


countries 
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countries for their development programs. The report recon- 
mends that the International Bank should set itself the objec- 
tive, to be reached within the next five years, of lending 

$1 billion annually to underdeveloped countries. It also 
recommends that the UN establish an International Development 
Authority to assist the underdeveloped countries in preparing, 
coordinating and implementing their economic development pro- 
grams; to distribute to these countries grants-in-aid for specific 
purposes; to verify the proper utilization of such grants; and 
to study and report on the progress of development programs. 
The UN should also explore the possibility of establishing an 
international finance corporation to make equity investments 
and to lend to private undertakings operating in underdeveloped 
countries. It is also recommended that the UN establish an 
Economic Commission for Africa to assist the governments and 
peoples of Africa to analyze and keep under continuous survey 
the development problems of that continent. 


US Position We consider the experts' report commendable 
for its emphasis on the need for conscictis effort and positive 
sustained domestic action on many fronts if development is to 
proceed, but believe there are weaknesses in its analysis of 
necessary international measures. The report takes no account 
of the burden of rearmament on the economies of the developed 
countries in recommending a stepped-up international loan program 
and the provision of grant aid up to several billion dollars a 
year for eccnomic development, and it ignores the favorable change 
in the balance of payments position of many of the underdeveloped 
countries. It also fails to recognize adequately the wide gap 
between the amount of capital needed to achieve certain targets 
of growth and the far more limited capacity of these economies to | 
absorb capital effectively. We are concerned that the report's 
estimate of $13 billion as the amount of capital required to 
achieve a 2% increase in the national incomes of. the underdevelopec 
countries may make it appear hopeless to try anything, when actu- | 
ally substantial progress can be made with a great deal less, We | - 
feel that such estimates are misleading and unfortunate untila | 
great deal more has been done by domestic action to improve the 
climate for economic development. Regarding the experts' pro- 
posal for an International Development Authority, our representa- .. 
tive on the Economic, Employment and Development Commission will 
discourage the idea, pointing out that no new organization will 
be truly international unless a significant number of countries 
are prepared to make contributions and that it is exceedingly 
unlikely that the capital exporting countries will now be ina 
position to make such additional unrequited exports. 
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LEND-LEASE NEGOTIATIONS Lend-lease settlement negotiations 
WITH SOVIETS ADJOURNED with tne USSR, which have been 

. going on in Washington since 
January 15, were adjourned sine die May 7 after the US 
representative pointed out that the next move on the two 
main issues is now up to the Soviets. We are awaiting a 
Soviet response to our note of April 6 reiterating our 
demanc for the return of all vessels lend-leased to the 
USSR and our note of April 27 proposing arbitration of the 
amount and terms of a financial settlement. 





On the issue cf returning the ships, the US presented 
the Soviet delegation with a note February 7 asking for 
their return and requesting that US representatives be ner- 
mitted to examine all unserviceable vessels in order to 
determine their ultimate disposition. The note listed 556 
naval vessels, 87 merchant vessels and 29 military water- 
craft. The Soviets replied that the US had made firn. 
offers to sell some of the neval vessels and all of the 
merchant vessels and that they did not expect us to go back 
on our promise. Our note of April 6 repeated our demand 
for the return of the vessels, pointing out that each of 
our previous offers to sell certain of them had been con- 
ditioned on a prompt overall settlement and, since that 
had not been forthcoming, the offer to sell no longer 
obtained. 


In view of the lack of progress in negotiations of 
a financial settlement the US proposed that an arbitral 
panel consisting of three members, one each to be appointed 
by the Governments of the US and the USSR and a third uember 
to be appointed by the President of the International Court 
of Justice, deci:ie what would be fair and reasonable terms 
of financial settlement by the Soviet Government for the 
lend-lease articles having civilian utility (except ships) 
which were not lost, destroyed or consumed during the war 
and which are not returned to the US. fhe last US offer 
was for a settlement in the amount of $800 million with 
payments to be in 30 annual installments. However, we 
indicated a readiness to reduce this sum further provided 
the Soviets would increase its offer to a sum more nearly 
reflecting the value of the articles to the Soviet peacetime 
economy. The Soviets had stated that their “final" offer 
is $240 million, with payment to be over a 50-year perica. 


* * * 


ECONOMI 


| DECLASSIFIED FOR PUBLICATION IN FOREIGN 
| RELATIONS OF THE UNITED STATES 


a ~- 








UNCLASS IF IED 
= Pe 
ECONOMIC DEVELOPMENTS While US production and employment of 


IN THe UNITED STATES civilian labor continued on an upward 
; trend during the first quarter of 1951 
and a continuing rising income of consumers is anticipated, 


nevertheless recent developments have been favorable in the 





direction of at least some reasonable degree of price stabiliza- 


tion. There remain, however, a number of weaknesses which 
should be corrected before the full impact of the rising defense 
program makes itself felt. 


Gross National Product US gross national product is 
estimated at an annual rate of $316 billion for the first quar- 
ter of 1951, as compared with $300 billion during the last quar- 
ter of 1950. In physical terms, output during the first quarter 
was about 10% above that of a year ago, but the Council of 
Economic Advisers and the Office of Defense Mobilization antici- 
pate that the increase in total production over the next few 
years will be lower than this--averaging in the neighborhood 
of 5 to 7% per year. Of the 16 billion increase in tie annual 
rete of total production during the first quarter, $10 billion 
was accounted for by increased consumer goods production and 
$5.5 billion by increased defense production. Defense expendi- 
tures were at an annual rate of $25.5 billion during the first 
quarter, as compared with $20 billion in the fourth quarter of 
last year and $14 billion before the invasion of South Korea. 
Expansion of facilities continued at the unprecedented fourth- 
ouarter rate of $60 billion per year during the first quarter 
of 1951. Business and government plans for further large in- 
creases in plant capacity assure a continued high rate of 
domestic investment, but such investment will be increasingly 
selective during the coming months as the various controls 
become more cffective, with the volume of commercial building 
and new house construction declining. 


Industrial Production Industrial production has continued 
to rise, though at a slower rate during the past six months 
than earlier in 1950. At least in this beginning period of 
the changeover to military production there has been no decline 
in total industrial production and no significant work inter- 
ruptions. It has not yet been necessary, however, to reduce 
civilian production to any appreciable extent, so that the test 
of ovr ability to shift workers from civilian to military work 
without a serious lapse in production still lies ahead when the 
various orders limiting the use of basic materials for civilian 
production become effective. The most important of these limi- 
tations apply to steel for consumer durable goods, copper and 
aluminun. . 

he 
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The Office of Defense Mobilization now estimates that by 

the end of the year direct military requirements will take 20% 
of the steel supply, 20% of the copper supply, and 25% of the 

aluminum supply. During the first quarter, military require- 
ments took about 12% of the steel and copper supplies. While 
these figures do not include defense supporting and other 
priority requirements and are rough estimates, they represent 
workable approximations. Much more reliable estimates will 
become available when the Controlled Materials Plan goes into 
operation in the near future. 


Production in.durable goods industries has been rising 
somewhat more than for all manufacturing industries. The general 
index for durable goods production was 277 in March, compared 
with 272 in February and 269 in January. The machinery industry 
in particular has increased its output substantially, although 
it is still far below capacity operations. The automobile 
industry has been producing at a much higher rate than ever 
before at this season of the year. 


Stabilization Developments Following the general price 
control order of January 26, the sharp rise in wholesale prices 
practically ceased and since then the general index of wholesale 
prices has advanced only slightly. Prices of primary commodi- 
ties, as the result of a series of special situations, have 
declined somewhat. While one of the largest monthly increases 
ever in the consumer price index occurred between mid-January 
and mid-February, the bulk of the increases are believed to 
have taken place prior to the gencral price control order. 
Following the extremely high rate of consumer purchasing in 
January, retail sales dropped off and, with the continued 
high rate of civilian production it was possible to increase 
inventories in retail stores. In fact, there have been quite 
a few instances of price reductions in effortsto increase sales. 
Some of the credit regulations imposed for the purpose of reduc- 
ing demand are also beginning to take effect in a mild way. 
New houses started in February, although the largest number | 
ever started in that month, were smaller in number than January ‘ 
which is contrary to the usual seasonal trend. Installment 
credit outstanding declined slightly more than seasonally in 
January and February. The budget surplus of the Federal Govern- 
ment for this fiscal. year is now estimated at $3 billion, in 
lace of the earlicr estimate of a deficit of $2.7 billion. 
Secretary Snyder stated that it would. not be necessary to ask 
for the $6 billion of new taxes previously estimated to be 
necessary in addition to the $10 billion increase already sub- | 
mitted to Congress. | 


There 
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There still remain weaknesses in the stabilization progran, 
however. The most important of these are: the legislative pro- 
vision preventing price ceilings at less than parity for agri- 
cuitural products; the failure to impose credit. control meas- 
ures on already existing housing; the delay in enacting legisla- 
tion to raise the $10 billion additional taxes; and the failure 
to date of voluntary efforts to channel business credit to pro- 
ductive purposes related to the defense program. At best, con- 
Sumer prices can be expected to rise further even if the above 
weaknesses are corrected. As the higher prices which have al- 
ready taken place in basic materials make their way through 
the economic system in the form of higher costs of production 
at various stages of manufacturing, these higher costs plus the 
ailowed mark-ups will be reflected in higher ceilings in prices 
of goods to consumers. Many wage adjustments likewise mst be 
made in the interests of equitable treatment for different 
groups of workers. These adjustments will tend to increase 
costs and prices. However, corporate profits are at record 
highs and some of these increased costs can be absorbed without 
being fully reflected in increased prices. 


Consumer Income The Council of Economic Advisers estimates 
that personal income may well be $50 billion higher during fis- 
cal 1952 than pre-Korea, This means an increase of $25 billion 
from the February annual rate of $241 billion. On the other 
hand, goods and services available for consumers will not in- 
crease and may decline somewhat. Thus, continued pressures 
on prices may be expected, even after allowing for the full 
$10 billion tax increase program. Despite the extraordinary 
heavy consumer buying during the second half of 1950 and early 
1951, savings did not decline, with the exception of the third 
quarter of 1950, and have generally maintained the same relation- 
ship to disposable personal income as during 1948 and 1949. : 
Moreover, the extremely high production and sale of durable con- — 
sumers goods in recent years have placed consumers in a strong 
position to defer new purchases of these goods. be 


Labor Force An extraordindrily large rise in the civilian 
labor force took place in March, the increase amounting to one 
million workers which is far in excess of the usual February- 
March change. While part of this is attributable to an earlier P 
date of Easter, the principle reason appears to be the accelerate: 
trend of housewives to take jobs. As compared with a year ago, | 
there were 1,200,000 more women in the labor force in March, | 
whereas the normal annual increase in the number of women in the 
labor force is 400,000, The number of old people in the labor 
force is declining, probably due to increased benefits under old | 
age assistance and the extension of its coverage. The increase | 
in employment exceeded the increase in the labor force in March, 
and unemployment declined from over 2,400,000 in February to 
about 2,150,000 in March. “. 
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The Office of Defense Mobilization estimates that from 
three to four million additional workers will be required for 
direct and indirect defense production in 1951. According to 
announced goals, the armed forces will be expanded by an addi- 
tional 600,000 persons. These defense needs will be met in part 
from the transfer of workers from non-defense to defense jobs, 
by a further large increase in the number of women going to work 
anc to a lesser degree by some older and handicapped persons 
returning to work, 


Agriculture The Department of Agriculture estimates that 
the winter wheat crop will drop considerably below the estimate 
of December- 1, 1950.- The April 1 crop estimate was 24 million 
bushels lower than last year's cron and 65 million bushels below 
the average for the previous ten years. However, a decline of 
this magnitude does not seem to be particularly alarming. Wheat 
stocks on farms are 18 million bushels higher than a year ago 
and the indicated acreage to be planted in spring wheat is 18% 
higher than last year. The spring wheat crop in 1950 was 270 
million bushels, so that, if the increase in acreage results in 
a proportionate increase in crops, the 18% increase would amount 
to 48 million bushels. Perhaps of more concern from the stand- 
point of price controls is the small increase in acreage expected 
to be nlanted in corn. As of March 1, indicated corn acreage 
was 85,7 million acres, only slightly above last year's acreage 
of 8+.4 million acres, and below the previous ten years' average 
of 89.5 million acres. Considering the relationship between 
higher personal incomes and the demand for meat, this acreage 
might be insufficient to supply the feed for the desired increase 
in meat production. As a result, the Department of Agriculture 
has under way a drive to persuade farmers to plant more corn. No 
official estimates have yet been issued on the prospects for the 
cotton crop but the Department of Agriculture appears optimistic 
toward achieving the 16 million bale goal. 


re rade Exports rose and imports fell in February, 
with the result that exports exceeded imports for the month. 
This is a continuation of the see-saw movement of the past seven 
months, during which period imports have exceeded exports in three 
of the months and the reverse has been true in the other four 
months. The increase in military assistance shipments accounted 
for $4+3 of the $100 million increase in February exports. Exports 
of wheat, corn and cotton rose from January and exports of machin- 
ery and vehicles continued to hold up well and, in fact, increased 
by $32 million from January. Imports were down $114 million from 
the record high of January. Declines occurred in imports of rubber, 
tin, aluminum, nickel, burlap, and wool. For the first two months 
of 1951, imports were valued at $1,928 million and exports at 
$2,046 million, including $1+7 million of military assistance 
shipments. 
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ECONOMIC ASPECTS OF 1952 The Administration is planning to 
MUTUAL SFCURITY PROGRAM request from Congress shortly ap- 


proximately $8.5 billion for a 
mutual security program for fiscal year 1952, of which about 
$2.2 billion is for economic aid. The mutual security program 
is designed, as part of our total security program, to assist 
our associates in the free world in their efforts to streng- 
then themselves. It includes and ccntinues the portions of 
such existing programs as KDAP, ERP, STEM and Point IV as 
are apnlicable to nresent conditions, in addition to providing 
assistance in new areas. It also takes into account the lend- 
ing capacities and probable programs of the International 
Bank and the Exyimbank and assumes continued private foreign 
investmei.t to the extent practicable in the face of the 
present world tensions. 


Although the largest portion of the nrogram is devoted 
to tae nrovision of direct military assistance, various meas- 
ures of economic aid are included, celling for: 1) economic 
assistance in direct support of increased defense production 
efforts of the NATO and certain other countries; 2) technical 
assistance to underdeveloped countries, accompanied in some 
cases by a relatively small proportion of direct developmental 
grant aids and 3) contributions to the technical cooperation 
programs cf the UN, the Organization of American States, 
and to special UN programs for Korean reconstruction and for 
the Arab refugees from Palestine. An increase of $1 billion 
in the lending authority of the Eximbank is being requested 
to assist in the purposes of the program, although this is 
not a part of the request for appropriated funds. 


Of the economic program of more than $2 billion, 
$1,650,000,000 is asked for economic assistance tu Europe, 
$125,000,000 for the Near East and North Africa, $375,000,000 
for Asia and the Pacific, and $22,000,000 for Latin America. 


Program for Europe The purpose of the proposed economic 
program for Europe is to maintain sufficient economic strength 
to support the necessary European defense effort ana a level 
of living and rate of economic development that will insure 
internal stability. The program includes direct economic 
assistance to thirteen of the eighteen OEEC countries, eight 
of which are North Atlantic Treaty countries; direct economic 


assistance 
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assistance to Yugoslavia; US contributions to the UN and 
Specialized agencies for technical assistance programs in 
Europe and African colonies; and certain other assistance to 
the OEEC countries or their dependent overseas territories 
to increase the production of basic materials essential to 
the military and economic strength of the free world, to 
provide technical assistance designed to raise European pro- 
ductivity, and to pay the ocean freight costs of voluntary 
relief packages. 


Program for Near East and North Africa The purpose of 


the pronosed economic program for Iran, the Arab states and 
Israel, and the independent countries of Africa is, by pro- 
viding trained technicians, to help these governments to 
avply suitable “knov-how" in many fields and, by giving further 
aid, to demonstrate that economic progress can be achieved by 
the efforts of the governments and the peoples with this help. 
The primary need of these countries is for technical assist- 
ance and programs for such assistance have been worked out 
after consultation with the international Bank and Eximbank 
which take, into account the fact that the resources of these 
institutions will be available in the region and will provide 
means of financing for most of the major undertakings. How- 
ever, if economic development is to be sufficiently rapid to 
meet the security objectives in this area, more resources 
will be needed than can realistically be expected from domes- 
tic capital funds and from loan availabilities. It is there- 
fore proposed that prospective loans to the countries of this 
region should be supplemented by some grant aia to permit 

She immediate inauguration of certain necessary programs in 
the fields of health, education and transport and to permit 
basic needed efforts in certain countries which cannot now 
qualify for sufficient loan assistance to meet their needs. 


Program for Asia and the Pacific The economic aid pro- 


erams for Asia and the Pacific are designed to help build up 
the economic, social and political components of national 
strength and to provide a stimulus to maximum self-help by 

the governments and peoples of these countries. It is vroposed 
that technical assistance, supplies and, in some cases, capital 
goods will be provided to help in the execution of projects 
worked out jointly with the governments concerned. Although 
there has been an improvement in the balance-of-payments 


position 
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position of some of these countries as a result of the strong 
international demand for their raw materiels exports, it does 
not necessarily follow that they will be able to finance all 
their immediately urgent economic develonment requirements 
out of their own resources or by loans. However, wherever 

a country's credit ncsition has been strengthened by recent 
developments, proposals for grant aid are held to a minimum 
and prime reliance is placed on loans. It is anticipated 
that there will be the closest possible integration of loans 
and grants so that the projects financed by each will comple- 
ment and mutuaily reinforce each other. 


In general, the country programs already begun in 
Southeast Asia and projected for fiscal 1952 provide aid for: 
1) essential public services in the fields of agriculture, 
fisheries and forestry; 2) improved medical, sanitation, 
yg et ame and other practices at the village level; 

3) repair or improvement of other essential vnublic works and 
services such as transportation, education and training; and 
5) public health. The proposed program for South Asia is 
designed to bring about the most extensive improvement in the 
techniques and productivity of agriculture that can be at- 
tained quickly and with the limited funds. 


In adcition to repelling aggression and helping to 
restore peace and security in Korea, US policy for this area 
also calls for supporting the UN in assisting the Xorean 
people to recover from the war and to lay the political and 
economic foundations for a stable and democratic nation. The 
economic aid program for Asia and the Pacific therefore in- 
cludes a US contribution of $112.5 million to the $250 million 
UN program for Korean relief and rehabilitation. Although 
the US has agreed to vrovide the larger vart of the funds 
required for the first operating year of this program, only 
$112.5 million is expected to be recuired in fiscal 1952. 


Programs for Latin aera int economic aid program 
for Latin America calls for $15 million for continued assist- 
ance under bilateral—technical cooperation programs which 
were initiated in’1942) $1 million for the US contribution to 
the technical cooperation program of the Organization of 
American States, and $3 million for the US contribution to 
UN programs in the region. The objectives of the US technical 


cooperation 
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cooperation program are to increase the production of basic 
materials for defense purposes by helving Latin American 
governments to solve problems, especially in health and food 
supply, which would otherwise inhibit the expansion of such 
production and to assist in overcoming those present weaknesses 
in the Latin American economic structure which contribute to 
political instability. Assistance under this program will 

be directed primarily toward increasing food production, 
improving sanitation and initiating elementa‘y health programs, 
training teachers and workers, proving up additional mineral 
resources, improving transportation and developing power re- 
sources. Because of increasing tensions in certain areas 

and continuing pressure upon political and economic stability 
as a result of popular dissatisfaction over the slow rate of 
economic improvement, more strenuous efforts are needed to 
help these governments and peoples and the technical assist- 
ance activities proposed for 1952 are therefore on a substan- 
tially larger scale than those carried out in previous years. 
However, grant aid for economic development projects, which is 
included in the programs for other underdeveloped areas, is 
not considered essential in Latin America because of the rela- 
tively high rate of private US investment in that area and its 
ability to borrow from tne International Bank and Eximbank. 
The requested increase in the latter's lending authority will 
permit it to continue to make loans for economic development 
in Latin America, including expansion of the production of 
strategic and critical materials, where such investments are 
not made by private capital. 


Increase in Eximbank Funds In addition to the proposed 
grant program of economic and technical.aid for which appropria 
tions are requested, another major component of our program 
of economic assistance is lending by the Eximbank. At present 
the Bank has only about $500 million of uncommitted funds out 
of an authorized lending limit of $3,500 million, and it is 
anticipated that the financing of essential economic developmen 
and strategic materials projects will call for loans in the 
next year in excess of this amount. It is therefore apparent 
that the Bank's resources must be increased to enable it to 
play its necessary role in the foreign aid program. An in- 
crease of $1 billion in its lending authority and a five-year 
extension of the period for making new loans, which expires 
as of June 30, 1953, is therefore being requested in a 
separate bill. 


ECE 
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ECE SESSION. The US position for the Sixth session cf the 


CPENS MAY 29 Economie Commission for Europe, which meets in 
Geneve May 29, has been interdepartm tally 
approved. The major items: on the agenda are the Secretariat's 
economic survey of Europe for 1950 end the future of the Com- 
mission. In 2adition, tnere may be discussion of the Executive- 
Secretary's nroposal for another east-west grain meeting. 





zhe US Repr. sentative, Ambassador Milton Katz, the ECA 

Snecial Represertative, will meke the major statement cof the 
US during the discussion of the Secretariat's review of the 

conomic situation in Burcpe. It will be a policy statement, 
saghahion a review of the basic economic developments in the’ 
US, an expositicn cf US nolicy in Europe, and the reasons for 
that policy. Our delegation will again take up with the Secre- 
tariat the orotlem of making this annual survey available to 
governments sufficiently in advance cf the meeting to give 
adequate time to orepare rositicns with regard to it. This 
year, the Executive Secretary has set a specific dste foi the 
start of discussion on the survey--June 4. The survey was re- 
leasec this weekend except for a final chapter which has not 
vet been received. it has not been possible as yet to formulate 
Tinal US comments. 


Proposog © ast-West Trade Meeting Our delegate will merely 
take note of the Executive Secretary's report on the grain meet- 
ine cf last November without initiating further discussion of 
the meeting. However, if the Scviet bloc attempts to blame the 
Us for the fact that east-west grein trade has not expanded, 
our delerate will reply that d2ta showing that the meeting 
failed as a retult cf inability of the Soviet bloc to offer 
Significart ouantities of grain. Our vositior on une Executive 
Secretary's proposal for another east-west trade meeting will 
be guided by informal discussions held earlier witn the Secre- 
tariat and by the replies made by other countries. If the coun- 
tr ies have not yet answered tne letter making the proposal, we 

will attempt to ciscourage discussion of this matter at the 
plenery session. If the USSR replies favorabiy, our deieration 
will seek the cooperation of other countries in a statement to 
the effect that vilateral agreements in this field seem to be 
taking up availabie grain and that east-west trade would not be 
expanded by muitileteral negotiations. The US, however, will 
net oppose such a meeting if it is desired by the Western 


Eurcnean countries 
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Informal conversations which the Executive Secretary has 
had with member countries indicate that the British and Nor- 
wegians do not favor another meeting. While the French reacted 
negatively, they said that their attitude might change if the 
Four Power Ministers' meeting took place and was successful 
in relieving political tensions. The USSR has been noncommittal, 
at the same time expressing interest in the position of the US. 
There is some possibility that the Executive Secretary will not 
press discussion if reaction is generally negative. We would 
prefer to avoid public discussion of. east-west trade proposals 
if possible, and will attempt, in cooperation with sympathetic 
1 hata to persuade him not to discuss his proposal at this 

ime, : 


Future of ECE The US will support continuation of the 
ECE but will suggest or support suggestions for mocifications 
of the Commission's organizations, rules of procedures, and, 
if it can be done without upsetting the equilibrium of the 
Commission, its terms of reference. Many of the Commission's 
terms of reference are obsolete and inadequate and should be 
revised. However, they are not so inappropriate as to justify 
precipitating a major controversy with the Soviet bloc on funda- 
mental issues relating to the Commission's functions and our 
position will depend on preliminary discussions with the Westerr 
European countries and on whether the Soviet bloc seeks a change 
in ECE's terms of reference. We will, however, support a 
change in the organizational structure, suggesting that the sub- 
structure be revised and simplified, eliminating moribund 
machinery and rigid groupings by committees, substituting in- 
stead a structure capable of handling new work when it develops 
and disbanding when work is completed. This would involve aboli- 
tion of most of the existing committees except coal and inland 
transport and perhaps timber. We particularly wish to see the 
industry and materials committee abolished. Panels of experts 
and ad hoc committees, we believe, could be more effective than 
standing committees. We would like to see more emphasis placed 
on research, particulzrly with regard to Eastern Eurove, as 
thus far most studies have been confined to Western European 
institutions or problems. Such a suggestion, of course, might 
provoke Soviet charges that we are trying to convert ECz into 
an espionage agency since USSR has opposed research. Because 
of this and the fact that some Western countries do not appear 
to be entirely sympathetic to an expandec research program, our 
delegate will not press this issue unless Western countries 


would support such an avproach. 
We 
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We will not raise any questions on ECE's relations with 
Germany, a problem which the Executive-Secretary does not wish 
to see discussed. Present rules provide that the Commission 
may consult with representatives of the respective Allied 
Control Authorities. While Western Germany is thus unable to 
participate directly in ECE, in recent months German advisers 
have participated directly in the work of some of the technical 
committees and working parties. Thus far no formal protests 
have been forthcoming from Eastern countries but it is possible 
they may protest at the sixth session. If this happens, we 
will defend these arrangements as in keeping with the develop- 
ing status of the German Federal Republic, but we will not 
propose that ECE terms of reference be changed to authorize 
direct participation by the German Federal Republic in its 
own name. While we favor German Federal Republic participation 
in its own name in international organizations, we think ECE 
is not the organ in which to press this issue as it might pre- 
cipitate Soviet withdrawal or increased obstructionism at the 
working level. 


If a suggestion is made to accord voting rights in plenary 
sessions to non-UN members, a number of which are active in 
the Commission's subordinate bodies, we will oppose it. This 
woulc disturb the pattern already established and should be 
more appropriately considerec by ECOSOC than by the Commission. 


We are vrepared to supvort re-election of Mme. Keren Kock 
of Sweden as Chairman of thc Commission and Arnost Tauber of 
Czechoslovakia as Vice-Chairman. However, should other sugges- 
tions be made we will consider them, provided tnat the Chairman 
come from the Western Group. | 


Economic Survey for 1950 The Secretariat's survey of 


the economic situation of Lurope for last year emphasizes 

price rises, inflationary préssures, anc raw materials short- 
ages, and is generally pessimistic concerning the effects of 
the defense program of the European and US economies. Acknow- 
ledging that 1950 was a year of continued, and in some respects 
unexpected, progress in European production, with industrial 
output 13% over 1949; that agricultural production increased, 
although not commensurately with industrial production; that 
impressive gains were made in trade; and that Europe's balance- 
of-payments position was greatly improved; the report points 


out 
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cut that raw material production has not kept pace with 
industrial production; wunai the price structure has been 
disrupted to the disadvantage of Europe in favor of primary 
producing countries overseas; that export production may be 
limited by shortages of raw materials; and that the inelastic 
supply of raw materials and the unlimited demand is liable 
to lead to open inflation. The survey states that the in- 
flationary situation has already developed to such an extent 
that counter measures taken now are likely to prove too late. 


This year's survey devotes a great deal of attention 
to developments outside Europe and their impact on the Euro- 
pean economy. In fact, there is more discussion of the 
overseas territories and the US than there is of Eastern 
Europe. It points particularly to the influence on Europe 
and the rest of the world of economic developments and 
policies of the US and ascribes in large measure the present 
problems to renewed economic expansion in the US and the 
acceleretion of US stockpiling activities. 


One of the most complete chapters deals with inter- 
national trade and payments. It reports Europe's greatiy 
improved balance-of-payments positions; an increase in ex- 
ports to overseas countries during the last quarter of 1950 
at an annual rate of approximately $2.5 billicn above the 
total for the year, with this rate sustained during the 
early months of 1951; a 75% increase in European exports 
to North America coupled with a 30% decrease in imports 
in 1950 as compared with 1949; and a 23% increase in intra- 
European trade. A substantial contribution to the general 
upturn in economic activity is attributed to devaluation 
and to the trade liberalization policies of Western European 
countries. European gold and dollar assets rose during the 
year by $1.9 billion and 85% of this increase accrued to 
reserves held by the UK. This is attributed to devaluation, 
continued US aid, a reversal in the outflow of private 
capital, a reversal in the flow of dollar settlements between 
Europe and third countries overseas, ana the shift from a 
deficit to a surplus in its balance with the US. The survey 
predicts that the most difficult problem facing the European 
Payments Union will be the credit position of the sterling 
area. It is likely that sterling area raw materials will 
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continue to be sought by Western European countries, tending 

to further accentuate the British surplus. Unless Buropean 
exports to the UK and other sterling countries expand rapidly, 
new financing difficulties are likely to arise as the neces- 
sity for gold settlements with the Union increases. 


In contrast to the lively growth of trade within Western 
Europe and within Eastern Europe, the report points out that 
trade between the two areas, which was at a very low level 
in 1949 comnared with prewar, receded even further in 1950, 
the major exception being an increase in Western German 
exports to Eastern Europe. Noting the paucity of Eastern 
European statistics, the survey states that development of 
trade among Eastern European countries indicates that it is 
being increasingly coordinated under long-term agreements 
with the objective of fitting national production plans and e 
existing agreements for. bilateral cooperation into broader 
development schemes for the area as a whole. 


On the basis of official statistics, Eastern Europe 
is credited with making more progress last year than Western 
Europe with the industrial production 22% greater in 1950 
than in 1949, The Communist nations, according to the survey, 
are now providing Russia with all the major raw materials 
it needs for self-sufficiency except for wool and rubber. 
Communist countries have shifted emphasis to heavy industries 
during the year, and weaknesses were noted in solid fuels, 
electric power, and oil production. 


As to estimates for 1951, the survey sees Europe sub- 
_jected to increased strains because of the increased cost 
of imports and a decrease in grants and credits received 
and other means of financing. Raw materials stringencies 
will make it scarcely possible to achieve a further increase 
in industrial production anything like that achieved in 
1950, and armament production will gradually take an in- 
creasing part of the total output. While increased export 
prices and other factors may tend to diminish Europe's 
balance-of-payments difficulties, the survey states that 
this will happen only at the expense of aggravating another 
and even more menacing problem--that of inflation. 
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PROPOSED TRIPARTITE PROGRA’ FOR In conformity with instruc - 
This SETTLEMENT OF CircwN DEBTS tapns ziven by the Foreign 
Ministers of France, the UK 
and US in September 1950 to the Intergovernmental Study Group 
on Germany (I1&6G) to prepare a plan for the settlement of pree 
War and postwar extcrnal claims against Germany, the ISG has 
now submitted a report to governments covering both the pro- 
cedures and principles that it recommends should be followed 

in arriving at a settlement. The recomnendation has also been 
made that a Tripartite Commission on German Debts be establishe- 
ed to convey the views and represent the interests of the three 
governments in consultations and negotiations with other interes 
ead parties, including the Germans. 





Procedures Earlier this year the Federal Republic of 
Germany subscribed to the proposition that intercsted governe 
ments, including the Federal Republic, creditors and debtors 
should participate in the working out of a plan to govern the 
settlement of public and private claims against Germany and 
German nationals. It is now contemplated that a meeting of 
the interested parties will be held this autumn in London 
looking toward negotiations between creditors and debtors from 
which an intergovernmental azrcement would emerge. However, 
prior to such full-scale participation it is desirable that 
there be preparatory taiks with some of those principally cone 
cerned. To this end, preliminary consultations are planned 
by the three governments with the Federal Republic early in 
June, to be followed by @ meting in late June with a restricte 
ed number of creditor representatives from the US, UK and 
France and observers from other governments having a major 
interest. German representatives would join these consultae 
tions in early July. It is thought that this preliminary 
meeting will provide useful preparation for the full-scale 
consultations te be held in the Fall. The governments of 
Belgium, the Netherlands, Sweden and Switzerland are being 
invited to send observers to the meeting in late June. Other 
interested governments will be informed of these preliminary 
talks and given the appropriate documentation, together with 
notification thet they and their creditors will be asked to 
attend the larger meeting latcr in the year. 





While it is desirable that the final procedure makes 
possible the settlement of contracts between particular 
debtors and creditors, the number and variety of these and 
the limited German foreign exchange reserves makes it 


essential 
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assentiel that individual negotiations be within the framee- 
work of general ccnditions outlined in an intergovernmental 
agreement, under which individual debtors and creditors would 
regulate their own affairs. The object of the June-July 
consultations would be to obtain views on procedure, a trie- 
partite statement of principles, and important technical . 
questions which need solution. The participants would also 
be encouraged to put forward views with respect to the debt 
settlement generally and the methods of implementing the 
tripartite statemcnt on principles. The relation of the 
postwar debt problem to the settlement of the prewar debts 
would be explained by the Tripartite Commission. Follow- 
ing this meeting the Tripartite Commission would review the 
results of the consultations, and prepare revised proposals 
on principles, technical issu:s, and procedure to submit 

to the &4utumn conference, | : 








Principles The settlement of German debts must be 
made in the context of the reeestablishment of normal eco-= 
nomic relations between the Federal Republic and other 
countries, In ordcr to achieve -this end, the settlement 
should: 1) eliminate German default to the utmost extent 
possible by suitable treatment of matured and maturing debts 
and of arrears of interest; 2) lead to a situation which would 
permit a return to normal debtorecreditor relationships by 
providing methods for settling these debts by agreement among 
the parties; 3) be of such e character as to contribute to the 
recovery of Germany's international credit by the restoration 
of confidence in her financiel standing and reliability as a 
borrower, while giving a reasonable assurance thi.t Germany 
will not again default on her undertakings; and 4) be come 
patible with and as far as possible facilitate Germany's come 
Ppliance with obligations which members of the International 
Monetary Fund and OEEC have assumed with regard to the trans- 
fer of payments on current account, including interest and 
earnings on investment. 


Provided a settlement plan is worked out which is satis- 
factory to the occupying powers, they have indicated their 
willingness to modify the priority of their claims in respect 
to postwar economic assistance to the extent necessary to pere 
mit the fulfillment of such an agreed plan. To be acceptable 
the plan should not dislocate the German economy through une 
desirable effects on its internal financial situation, nor 


unduly 
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unduly drain existing or potential German foreign exchange 
resources, and it should not add appreciably to the finaicial 
burden of any occupying power, In addition, the settiement 
should provide for an orderly over all settlement of the 

aebts to be included in the plan and assure fair and equitable 
treatment of all the interests affected, including those of 
the Federal Republic. In conclusion it should be subject 

to revision as soon as Germany is reunited and a final peace 
settlement becomes possible, and should be capable of ad- 
justment in the light of changed circumstances, 


While there is some disagreement still remaining be= 
tween the three governments on the principles of a debt 
settlement, substantial progress has been made in the edoption 
of a number cf broad principles. Chief of these is the recog- 
nition that Germany's prewar and postwar indebtedness is of 
such.a magnitude that it is not realistic to demand that 
Germany pay in full and adjustments of the terms of the debts 
will have to be mades | 


* oe * 
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PROPOSED PROCEDUKE WITH Interdepartmental consideration has 
RESPECT TO KEM AMENDMENT been given to the course of action to 
be followed with respect to the "Kem 
Amendment" to the Third Supplemental Appropriations Act, passed 
by Cungress May 21, and a procedure for initial operations 
under the amendment has been agreed upon, More detailed aspects 
of the problem are the subject of continuing discussions among 
the interested agencies. In essence, the amendment forbids 
the granting of US economic or financial assistance (other than 
military assistance) to any foreign government which continues 
to ship to the Soviet bloc, including Communist China, materials 
which the US embargoes to such destinations plus those commodi~ 
ties wnich the Secretary of Defeiise finds "may be used" in the 
manufacture of arms, armaments or military materiel. (See pagel, 
May 14, 1951, issue.) This would require virtually a total 
embargo by many countries on trade with the Soviet bloc. Although 
the President has not made a final decision whether or not to 
approve the Act, the amendment will probably become law. It is 
expected that, whatever course he follows with respect to signa- 
ture, the President will make a strong statement, pointing out 
that the provisions of the amendment are exceedingly onerous 
and that there must be a liberal interpretation with respect to 
permitted exceptions. 


Provisions of Amendment Exceptions may ve made to the pro- 
hibition on the granting cf economic or financial assistance upon 
an official determination of the National Security Council that 
such an exception is in the security interest of the US. Any 
exceptions which are made must be reported promptly to the Appro- 
priations and Armed Services Committees of the Senate and the 
House of Representatives, the Committee on Foreign Relations 
of the Senate, and the Committee on Foreign Affairs of the House 
or Representatives. Once each quarter the NSC is to review 
all exceptions mace previously and submit to these committees a 
report containing an analysis of the trade with the Soviet bloc 
of countries for which an exception is made. The Secretary of 
Defense is directed to prepare a list of items embargoed by the 
US or that may be used in the manufacture of arms, armaments or 
military materiel, 


No country is to be eligib’e for US economic or financial 
assistance uniess, within 30 da:s prior to the date on which 
assistance is to be provided, tine country certifies to the US 
that it has not, subsequent to the 15th day following enactment 
of this legislaticn, exported to the Soviet bloc.any of the 
materials covered by the amendment. It is the judgment of 
representatives of the several agencies which have been concerned 
with the ecastewest trade problem that previsions of the amendment 
are administeratively impossible in respect to the matter of 
the initial certification by foreign governments, 


Proposed 
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Prceposed Procedure In the very near future, the Secretary 
of Defense will certify a list of materials covered by the amend- 
ment. This list will be a composite of the Department of State 
Munitions List, the Atomic Energy Commission list of materials, 
the Depertitent of Commeree Positive List, and the 1-C List. 
Therefore, it will be a very extensive list which would require 
a very severe curtailment of trade with the Soviet bloc by foreign 
countries receiving financial assistance from the US if they are 
to continue to receive such éssistance without exceptions being 
made by the NSC. It is apparent that many countries will be un- 
able, in their circumstances, to embargo such trade to the Soviet 
bloc or willbe unwilling, for the amount of assistance involved, 
to institute the extensive control systems necessary if certifi- 
cations are to be meaningful. 





In discussing the problems created by the amendment, repre- 
sentatives of State, Defense, Commerce, ECA and Mr. Harriman's 
office have concluded that it will be necessary for the NSC to 
find shortly after the amendment becomes law that it will be 
impossible within the time limits prescribed to obtain certifica- 
tions in the first 30-day period and difficult to make any deter- 
mination based on an evaluation of the trade of various individual 
countries which would warrant specific exceptions or the with- 
holding of financial assistance. It is therefore contemplated 
that about 10 days after the amendment becomes law the NSC will 
inform the six Congressional Committees to which reports should 
be made that NSC has found it necessary to make a blanket excep- 
tion for the first reporting period. An attempt will be made in 
the near future to furnish the committees with country studies 
of a few justifidble cases. 


Thereafter the NSC would present to:the committees individual 
country reports, somewhat on the model of the reports prepared 
under the Cannon amendment, but with additional .detail in justifi- 
cation of the exceptions which appear at this time to be warranted 
on the basis of general knowledge of the trade and the political 
situation of the countries concerned. Immediate steps would be 
taken to obtain the official certifications from the countries 
participating in the Coordinating Committee on export. controls 
as to the items they now embargo and in these reports emphasis 
would be placed on the extent of Coordinating Committee controls 
on items of primary strategic significance. The entire series 
of reports would be filed within the calendar quarter following 
the first report. These reports will be prepared by a subcom- 
mittee of the NSC East-West Trade Committee composed of repre- 
sentatives from State, Defense, Commerce and ECA. 


The 
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The Department of State is now determining which countries 
are recipierits of the type of financial assistance covered by 
the amendment. It is the consensus that not only ECA grants 
but also Eximbank loane and other financial assistance (except 
Cirect military assistance) is covered, 


= % * 


STEPS TO ALLEVIATE The scrious newsprint shortage in countries 
REWSPRINT SHORTAGE of th: free world has lead to consideration 

of this problem by a committee of the Inter- 
national Materials Conference and has already resulted in a 
recommendétion for emcrgency allocations to a limited number of 
non-producer countries to essure continuation of the free press 
in those countries. The Committec has also requested information 
from all non-Soviet countries in order to assess the newsprint 
situation 2nd to make recommendations to assist those countries 
which are experiencing difficuities due to the shortage. 


Suppvly Situation It became obvious early this year that 
the free world demand for newsprint was going to exceed the 
sunoly, with cstimates by the US the middle of March pecesng 
this excess demand at a minimum shortage of 120,000 tons. The 
shortage during 1951 may become greater as defense production 
draws away increasing supplies of pulpwood, wood pulp, sulphur 
and otner materials which go into the production of newsprint. 
While 1950 production was at an all time high, US consumption 
increased more rapidly and we are now consuming more than 60% 
or the world's supply of newsprint. The Us has been taking 
from 80 to 90% of Canada's production, the world's largest ex- 
portcr of newsprint. Inthe past few years many foreign coun- 
tries discontinued their purchases in the Western Hemisphere 
due to dollar restrictions but these restrictions :re now being 
lifted. Increased pressure has resulted in an incredibly high 
price for newsprint, with reports being received from our mission 
that if present high prices continue, many newspapers shortly 
will be unable to balance their budgets. Many countries have 
taken steps to conserve newsprint by a reduction in the number 
of pages, decreases in circulation and, in a few countries, by 
publication only four to six days a wcek. Ina few instances, 
papers have been forced to shut down completely. Requests for 
assistance have been received from a number of countrics and 
from certain individual friendly papers in other countries. 


In 
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In order that coordinated action might be taken to handle 
these problems, a Pulp and Paper Committee of the International 
Materials Conference was established in April to: survey the 
world supply and demand picture; develop and recommend con- 
servation reasures, should they be required; formulate and rec- 
ommend measures to increase production; and, if, on the basis 
of its findings, it is believed necessary, to recommend 
measures to provide for some redistribution of available sup- 
plies. The Committee is composed of representatives of 
Australia, Austria, Belgium, Brazil, Canada, France, the 
Federal Republic of Germany, Italy, the Netherlands, Norway, 
Sweden, the UK and the US. 


Emergency Action The first step taken by the Committee 
was to attempt to get a supply of newsprint to certain coun- 
tries on the periphery of the Soviet bloc whose need was the 
most critical. These countries include Burma, Greece, India, 
Indochina, Iran, Malaya, the Philippines and Yugoslavia. 

There is a requirement of 10,300 tons for immediate shipment to 
enable the press in those countries to continue as effective 
medium against Soviet propaganda. The IMC Committee agreed in 
principle that a special allocation of 10,000 tons would be 
made to meet critical emergency shortages in these countries. 





Since the US purchases 80 to 90% of Canada's newsprint 
export, an approach was made to US publishers and agreement 
secured from them that they would not object if the Canadians 
diverted approximately 2% of their consumpticn to the needs of 
other countries. This will make available during 1951 approxi- 
mately 60,000 tons of newsprint and during 1952 about 120,000 
tons. The Canudians have stated that newsprint made available 
under IMC operation would be at the going world price, which 
is about twice the North American price, and we are now nego- 
tiating wich Canada to obtain Canadian agreement to sell at 
‘the North American price the 120,000 tors released by the US 
pudlishers for the press in the free countries of the world. 


An emergency allocation has also been recommended for 
France by the Paper and Pulp Committee for 3,000 tons of news- 
print, 2,500 tons of which would be supplied by Canada and 
500 tons by the US. In this instance Canada has agreed to sell 
at the North American price. 
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ECA OFFERS GUARANTIES The ECA has extended a guaranty against 
AGAINST EXPROPRIATION expropriation to the Otis Elevator Company 


; to cover a dollar investment by the latter 
in West Berlin. This guaranty, which will be made poublic shortly, 
represents the first use of the ECA's authority under the 1950 
legislation to guaranty private foreign investment in the Marshall 
Plan countries against expropriation and confiscation. The ECA 
had previously been authorized to extend guaranties to cover only 
convertibility of earnings and investment. The Otis Elevator 
Company is expending 225,000 for the purchase of 900,000 deuts- 
chemarks as its contribution to the capital of a new comvany in 
Berlin which has been formea jointly with a German corporation. 

In accordance with the procedures and policies worked out to imple- 
ment its broadened authority, the ECA, through the Eximbank, has 
guaranteed to compensate the Otis Comnany in US dollars for any 
loss on its investment occurring as a result of expropriatory 
action prior to April 1962. 





ECA Policy _on Exnropriation Guaranties The DCA policy on 
expropriation guaranties ditferentiates between equity investment 
and loans. Although policy with respect to the former has been 
interdepartmentally agreed, no agreement has yet been reached on 
guarantying loans. Ex»vropriation of ecuity investment is deemed 
te have occurred if official government action denies tne investor 
for a veriod of one year such control as it may have had over the 
property in which it has acquired an interest. The amount of the 
loss will be equal to the dollar amount of the investment adjusted 
to reflect profits and losses of the business up to the time the 
guaranty is invoked. Normally, contracts wili cover only the loss 
of all assets or enough to destroy the value of the enterprise as 
a going concern although partial expropriation may be covered in 
special circumstances. A fee of 1% will be required in eonnection 
with guaranties covering total expropriation and 1.5% on guaran- 
ties covering partial and total exprovriation. In certein circum- 
stances. investments of patents, processes and techniques may be 
covered where the transaction takes a form similar to an equity 
or loan investment. In all cases the investor is required to take 
all reasonable measures available to it to pursue and proserve its 
claims dvring the period from the initiation of the expropriation 
until the guaranty is invoked, at which time it must transfer all 
such claims to the US. 


With respect to the obligations to be undertaken by the goverr 
ments of the participating countries in which expropriation guar- 
anties may be contemplated, it has been decided that, for the time 
being, no effort will be made to obtain commitments through an ex- 
change of notes and a letter of assurance will be required instead. 
Such a letter would include assurance that the government concerned 
will recognize the transfer to the US of any right, title, or 
intcrest in the assets when necessary, will negotiate with the US 
concerning the claim arising from the transfer and, if no agree- 
ment can be reached, will agrce to submit the claim to arbitration. 


* * * 
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UN ECONOMIC COMMISSION The fourth session of the Beonomic 
FOR LATIN AMERICA MEETS Commission for Latin America will con- 
vene in Mexico City May 28 with Ambas- 
Sador Merwin Bohan, the permanent US representative to IA-ECOSOC, 
heading the US delegation. The main issues will probably center 
around agenda items on the economic survey of Latin America for 
1950, the effect of the US defense program on trade with Latin 
America, US capacity to absorb Latin American products, economic 
development, technical assistance, foreign investments, and 
organizationel matters. Documentation for the meeting has been 
extremely slow in coming from the Secretariat, with few of the 
major controversial documents received as of this time. It is 
therefore likely that the US delegation may be forced to refuse 
to discuss issues involving major new policies which may arise 
on the ground that documentation was so late that no position | 
could be prvpared. 


Economic Trends in Latin America The US will commend the 


Secretariat's study on the effect cf the US defense program on 
trade with Latin America as a laudable attempt to appraise a com- 
plex situation, marked by careful analysis and clarity of presen- 
tation. The report is an objective attempt to present factual 
data as a background for an appraisal of the situation under 
study rather than an attempt to suggest a specific course of | 
action. It points out that the Korean hostilities have imposed 
new demands on the US which alter the immediate outlook for 
economic development in all areas of the world to the extent 

that they are dependent on the US for supplies of capital goods. 
It states that this effect of the US defense program, however, 
may be of relatively short duration with the major impact on 
availabilities for export occurring in the latter half of 1951 
and throughout 1952. It estimates that the probable volume of 
total US exports to Latin America in 1951 is not likely to fall 
below the level reached in 1950, due to the prospective level of 
exports for the first half of 1951. During the. second half of 
1951 and throughout 1952, US exports of producer durable goods 

to Latin America may fall as mich as 15 to 20%, it is stated, 
while the decline of consumer goods, both durables and non- 
durables, may be more moderate with the volume comparing favor- 
ably to 1949 and 1950 levels. It is estimated that imports from 
European countries in 1951 may approximate 1950 levels, which 
would partly alleviate the effect of possible shortages of US 
capital exports toward the end of the year. It mentions the fact 
that allocation measures will be required to assure adequate con- . 
sideration of Latin American import requirements during the 
period of scarcity, and, while US allocation policy by, areas has 
not yet been clarified, it is noted that Latin American countries 


as 
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as a group received equal treatment with the US civilian popula- 
tion during World War II and that a devarture from this policy 
during the present rearmament program appears unlikely. We feel 
that this last statement will be particularly helpful in diminish- 
ing Latin American fears of the impact of the US defense program. 


The Executive Secretary has also prepared a study on US 
capacity to absorb Latin American production. Since this report 
is limited to an analysis of conditions in the US which affect 
US demana fcr Latin American goods and does not consider the 
factors in Latin America which determine and influence the flow 
of exports, we will suggest that the Secretary be requested to 
prepare a study on that subject and the competitive position of 
Latin American exports in the US market. 


Our delegation will express appreciation of the Secretariat's 
Economic Survey of Latin America for 1950, but state that we have 
certain questions regarding some procedures and statements which 
we will communicate to the Secretariat later for its consideration 
These pertain to such matters as terms of trade, investments, 
inflation, etc. The survey includes a general introduction and 
sevarate country studies and a study on mining. We have received 
only six of the eight chapters in the general introduction, and 
eight country studies. The chapter on mining has not yet reached 
us. As a whole, the country studies are of a high quality. There 
are some procedures and statements with which we do not agree 
and our delegation may bring these up at committee meetings, indi- 
cating our desire to cooperate in the work of ECLA. We will make 
a strong attemot to have modified a statement which, in effect, 
charges the US with violating a commitment to Chile not to subsi- 
dize the production of nitrates through sale of synthetic ammonia 
plants to private concerns at prices below their true value. 


Inter-American Highway We have placed on the agenda an 


item concerning traffic regulation on the Inter-American Highway. 
Our delegation will support the adoption of a resolution which 
will recognize the importance of the emerging. problem of regulat- 
ing vehicle traffic on the Highway and the usefulness of the Road 
Traffic Convention of 1949 as vroviding standard procedure for 
efficient administration of certain aspects of the problem. 


Conservation of Non-Agricultural Resources Another agenda 


item concerns an ECOSOC resolution on measures for international 
action to conserve and utilize non-agricultural resources, direct- 
ing the Secretary General to work with the regional economic 
commissions in this regard. Our delegation will take the position 
that the ECLA Executive Secretary should cooperate with the 
Secretary General in connection with a survey and inventory of 
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non-agricultural resources and that the Commission should take 

no action now, pending the Secretary General's report. We will 
oppose the Commission taking action endorsing or calling for a 

conference on resource problems at the present time. 


Organizational Matters The most important organizational 
matter facing ECLA is coordination of its work with that of the 
Inter-American Economic and Social Council--a problem which has 
existed ever since ECLA's inception. An ad hoc committee of 
ECOSOC was established to consider the reorganization of the 
Council and its Commissions. Our position is that ECLA should 
be continued for the next two years with essentially the same 
terms of reference and that, during these two years, ECLA and 
IA-ECOSOC meetings should be held at the same time and place, 
represented wherever possible by the same delegation. This would 
avoid a great deal of Guplication. The respective secretariats 
should continue and intensify their cooperation and collaboration. 
After two years, a decision should be taken as to whether ECLA 
should continue in this manner or whether some other vlan should 
be adopted. We believe a merger of ECLA and IA-ECOSOC would be 
desirable, but this view is opposed by a number of Latin American 
countries which feel that ECLA is more representative of strictly 
Latin American thought than is IA-ECOSOC. We have, therefore, 
decided not to press at this time for a merger of the two organiza- 
tions. The recomnended compromise plan would give us time to see 
how the arrangement works, and might wcll pave the way for merger 
in the future. 


The Executive Secretary's statement for the ad hoc Committee 
of ECOSOC on organization recommends that the Commission be main- 
tained in about its present condition but stresses the need for 
ECLA to give special attention to economic development and techni- 
cal assistance, amending the terms of reference in that regard. 

We believe the vroposed additions to the terms of reference are 
unnecessary but would agree to transmitting them to ECOSCC if 
other countries-fevor the idea. We will reserve our position with 
regard to the financial implications of the Commission's program, 
In the discussion, our delegation will take the position that the 
Executive Secretary should submit to the Commission a: statement 
listing all the projects proposed for 1952 in order of Suggested 
priority, as is the practice of the Economic Commission for Asia 
and the Far East. We will leave main discussion of priorities to 
the countrics of the region. We will not opvpose the proposal for 
a trade expansion program but we will point out that we favor . 
trade on a multilateral basis, under conditions set forth in the 
General Agreement on Tariffs and Trade, and would object to any . 
program for regional trade expansion which reauired new preferences : 
or discriminations against countrivcs outside the group. : 


* * * 
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US POSITION ON FRENCH PROPOSAL The interdepartmental Trade 
FOR Bl FCR EUROPE, (OPEAN AGRICULTURAL POOL AGRICULTURAL POOL Agreements Committee has 

agreed on the position the 
US should take with respect to the French proposal for a 
European “agricultural pool", Embassy Paris and other Missions 
which may be approached on the subject are being instructed 
that the general tenor of US comments should be such as would 
contribute to the achievement of a constructive solution of 
European agricultural problems which include improving market- 
ing and production techniques, oroviding some degree of security 
for agricultural producers, and reducing or eliminating national 
barriers to the movement and Sale of agricultural products. 
Although the French nlen assertedly is proposed to meet these 
problems we consider that in its present form it would not be 
an effective or desirable means of achieving these objectives. 


| Through the Council of Europe, the French Government on 
March 29 issued invitations to the governments represented 

at Strasbourg and to Austria, Portugal and Switzerland to 
participate in iiegctiations looking toward such a pool. The 
invitations mentioned wheat, sugar, dairy products and wine 
but indicated that other commodity Suggestions would be wel- 
comed. While the invitations went through the Council, the 
pool meeting is to be set up as an independent meeting. Dis- 
cussions with the French Minister of Agriculture indicate 

that the time of the meeting will depend on the date of the 
French elections and that negotiations are expected to extend 
over a year's period. He stated that as yet no formal accept- 
ances have been received although tentative favorable reactions 
nave been forthcoming from one or two countries. The UK has 
sugzested that the proposal be examined in detail by the OEEC. 


French Proposal In determining our position, we assumed 
that the plan to be presented by the French will not differ 
substantially from the report on the European Authority for 
Agriculture submitted to the Snecial Committee on Agriculture 
of the Consultative Assembly of the Council of Europe on 
February 26, 1951. We also assumed that a confidential draft 
technical memorandum prepared by the French but not heretofore 
widely circulated represents the application of those general 
principles of the Council of Europe report to specific commoci- 
ties and specific countries, which the French will sponsor. 


The 


DECLASSIFIED FOR PUBLICATION IN FOREIGN | 
' RELATIONS OF THE UNITED STATES i 


cenaetedetedthtineiteets. 2 abe tet LE OES NE Oe ONY ao 
— wee ~~ ~- ese 


























CONFIDENT IAL BEST COPY AVAILABLE 
> bx 


The report to the Council of Europe proposes that a 
Supranational High Authority be established. It is suggested 
that the structure of the High Authority might consist of an 
executive comaittee with technical specialized sections, a 
parliamentary assembly, and a court of justice. However, in 
recent discussions with our representatives in Paris, the 
French Agriculture Minister has stated that his government 
would not insist on the supranational authority. He stressed 
the need for UK participation end recognized there was small 
likelinood of its agreement to the supranational concept. In 
the technical memorandum which apparently is to be one cf 
the basic documents for discussicn at the meeting, the problem 
of the constitution and functioning of the Hizh Authority is 
disposed of with the statement that the general principles 
developed in the Schuman Plan are aiso valid for agriculture. 


According to the report to the Council of Europe, the 
first task of the High Authority is envisaged as establishizz 
"a balance between supply and demand." This is described, in 
tne first instance, as giving priority to the national sur- 
pluses of membei countries over imports of products from 
third-party countries, even though such products may be offered 
at a lower vrice. The surpluses of member countries would be 
reserved for and aliocatcd to deficit member countries and 
importing countries would be expected to take over from other 
members survluses of which they stand in need. If faced with 
a permanent surplus production, the Authority would then be 
able to set a limit on surpluses by redirccting production, 
to organize the export of surpluses by long-term agreements, 
to increase consumption or come to the assistance of the less- 
favored countries by distributing vart or all of the exportable 
surplus. It is not clear whether the last alternative in- 
volves dumping and/or export subsidization. In the event of 
cither long- or short-run surpluses, the Authority would 
stockpile a product when the price falls beneath a given 
level and release stocks when the price tends to rise above 
a fixed price. If the Authority is faced with a permancnt 
deficit, it would decide what imports are necessary. A common 
nolicy with respect to imports and exportsewould be adopted 
and special negotiations carried on with respect to existing 
commercial agreements and multilateral commodity agreements. 


The 
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The second task of the Authority would be to establish a 
"European price" for each agricultural product in the plan. This 
would invoive a ceiling price and a minimum price calculateG on 
the basis of the average cost price of the European producer 
countries. In order to protect member countries with high nroduc- 
tion costs, the Authority would establish and collect "compensator: 
taxes" on products moving between the countries concerned, based 
on the difference between the “European price" (it is not clear 
whether ceiling or minimum price) and the domestic price. 


The third step woupd be the coordination of the various 
national production programs of the member countries. A European 
agricultural policy may be developed at this stage which would 
direct each country toward the type of procuction for which it is 
most suited. At this point there would be contact with the sec- 
tors of industry which producé for the agricultural market and 
with the sectors of industry which use agricultural vroducts. The 
Authority would also establish a policy of capital investment and 
a credit policy intended to assist the agriculturalist. 


Unification of agricultural markets is called for in the 
final staze of the plan, although there is no firm commitment for 
such a merger, which is to be achieved only at some indefinite 
future time. It is contemplated that at this stage the Authority 
could do away with the comnensatory taxation and introduce the fre 
movement of agricultural produce throughout Europe at a price 
which the Authority would fix. Although not explicitly stated, 
this final stage presumably involves the removal of all barriers 
to trade, including tariffs, in the area of the member countries. 
Apparentiy there is no consideration given to the problem of im- 
ports from third-party countries in‘ this stage. 


The technical memorandum examincs in detail the situation 
in wheat, sugar and dairy products in the six Schuman Plan coun- 
trics. As a whole, the six are in a deficit position although 
certain of the countries have surpluses of one or more commodities 
The area is described as one of "complementarity", with Western 
Germany the principal importer and France and the Netherlands 
the main suppliers. | 


US Position In dealing with the French proposal, Us repre- 
sentatives should have in mind the fact that the relative in- 
efficiency of many branches of European agriculture have proven 
a major stumbling block to raising Europe's living stand- ~ 

ards ond that national policies of protecting agriculture 


are 
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are impeding further progress toward economic integration in 
Western Eurone. Accordingly, European countries should be 
encouraged to continue their efforts to develop a constructive 
solution for agricultural vroblems including improving marketing 
and production techniques, providing some degree of security 

for agricultural producers and reducing or eliminating national 
barriers to the movement and sale of agricultural products. 


We consider, however, that a plan along the lines so far 
provosed by the French would not be an effective or desirable 
means of achieving the stated general objectives. We feel the 
French plan in its present form would result in clear disadvan- 
tages for non-pool members with no real assurances of net advan- 
tages for the pool countries as a whole in the first three stages 
of the plan, during which the principal effect of the plan would 
be to increase the degree of protection for member countries and 
to raise prices in the pool market. In fact, there is a real 
possibility of net disadvantage for the pool countries as a 

group in the first three stages. Furthermore, there is no firm 
commitment for the merger of European national markets (the fourth 
stage), which is to be achieved oniy at some indefinite future 
date. The vrincipal concern of the French plan appears to be the 
organization of European markets to avoid surpluses and to avoid 
competitive marketing at least initially. We feel that any pro- 
posal should devote more attention to the improvement of produc- 
tion and marketing techniques which we consider one of the basic 
problems of European agriculture. 


Whilc the present plans as embodied in the Council of Europe 
paper and the technical memorandum are not satisfactory, construc- 
tive cooperation among Eufopean nations in the field of agricultur: 
appear feasible and desirable and ve feel should be encouraged. 

At this stage, the US should not urge upon the Europeans any 
specific channel,. We suggest, however, that the attention of the 
Europeans be called to the possibility that the UN Food and Agri- 
culture Organization and the Food and Agriculture Committee of 
OEEC could be of special assistance in analyzing European agri- 
cultural problems and in developing constructive proposals in 
line with the objectives mentioned above, We suggest further 
that the conference be arranged to permit the delegates to 

have before them the advice of these two bodies. 


* : * > 
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SCHEME FOR US INTERIM FINANCING The International Security 

OF EURCPEAN MILITARY PRODUCTION Affairs Committee (ISAC) has 
reached agreement in vrinciple |~- 
on a scheme for interim US financing of European military pro- | 
duction, primarily for intra-European transfer, which is de- _ 
Signea to encourage the fullest possible utilization of Euro- 
pean productive capacity for military purposes while keeping 

to a minimum disincentives to maximum European financed produc- 
tion. This scheme calls for US procurement on a limited scale 
of military end-items produced in Europe, to be paid for in 

the local currency of the producing country which would gener- 
ally be obtained by purchase with dollars, Dollar earnings 
resulting from such pnurchases would be taken into account in 
the allotment of general economic aid, while deliveries of end- 
items procured in Europe would be taken into account in deter- 
mining total US end-item programs for each recipient. No addi- 
tional funds are being requested for this program and a deter- 
mination of the source of funds within existing appropriation 
requests will await the collection of information providing 

a more detailed idea of the content of the progran. 








- — - - 


Evronean-produced materiel is available to the defense forces; 
2) to expand the production base for Euronean rearmament; 

3) to overcome protectionist odstacles now hindering the place- 
ment of contracts with the most efficient European producers; 
and 4) to introduce US technological skills at an early stage 
in order to improve the quality and efficiency of European- 
produced materiel. The principal problem is to promote these 
objectives while minimizing the disincentive effects of US 
financing on Europe's willingness to take necessary measures 

to maximize the use of its own physical and financial resources. 
While recognizing that no scheme can completely eliminate such 
effects, we believe they can be minimized under the present 
proposal by notifying recinvient countries that items received 
under this scheme will be part of total US end-item aid ex- 
tended to them and by notifying producing countries that dollar 
earnings accruing to them as a result of the scheme will be 
taken into account in allotments of general economic aid. In 
order to avoid the danger that potential recipient countries 
will delay nlacing contracts in Europe until they are sure 

what items they will receive through US financing, recipients 
should be identified to the maximum extent possibie at the 
time of placing contracts and the total amounts to be procured 
on behalf of cach recipient country should be made known to it. 


The 
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The Proposal The ISAC scheme for interim US financing 
of European military ynroduction cells for US procurement on 
a limited scale of military end-items >roduced in Europe for 
delivery after fiscal year 1951-52. Such nrocurement would 
be limited in amovnt, vossibly to a total of $300 million, 
and would be restricted to critically important items whose 
production to meet scheduled recuirements would clearly not 
be forthcoming in the absence of US action, and to certain 
clearly defined classes of items so that exnectations of US 
procurement of other classes could be avoided. Contracts for 
US procurement would call for settlement in the currency of 
the producing country 7nd should in general provide for a 
minimum of prepayment or progress payments by the US in order 
to postvone settlement for as long as possible. Local currency 
for such settlement may be obtained by purchase from the central 
bank of the procucing country, although this need not be the 
only method employed. Dollar earnings accruing to central 
banks by such purchases will be taken into account in the 
allotment of general economic aid to NATC countries. Deliveries 
of end-items procured in Europe will be taken into account in 
determining total US end-item vrorrams of individual recipient 
countries and will be made in accordance with those programs. 
US procurement uncer this proposal can only be financed out 
of appropriations under the proposed Mutual Security Program 
and end-items so procured will be distributed on the same 
basis as US produced end-items. Therefore, although this 
scheme may affect the quantities of particular end-items pro- 
cured and hence indirectly the total amount of end-item aid 
to a particular recipient, no government should count on 
having more of its needs met by US aid than would otherwise 
be the case. This fact should be made unmistakably clear to 
each recipient so that US action will not appear to reduce 
that country's responsibility for »rocuring military end-items 


with its own resources. 








It will often be desirable to assign a contract originally 
let by US procurement authorities to procurement authorities of 
the recipient country because of the advantage of technical 
supervision by that country, continuity with subsequent con- 
tracts to be let by that country, budgetary considerations of 
the recipient, or to facilitate use of its EPU account for 
obtaining currency with which to settle the contract. However, 
there will be no general presumption that contracts should be 
so assigned anc no major ncogotiating effort will be devoted 


to such assignment, 
An 
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An approximate statement of the kinds and amounts of 
items to be prepared, the countries in which production will 
take placc, and the likely recipicnts must be prepared and 
reviewed by ISAC before this program is put into opcration. 
Since no additional requests for funds are being made for the 
specific purpose of financing this scheme, it will be particu- 
larly important to demonstrate the esscntial nature of the 
proposed projects if funds from existing appropriation requests 
are to be made available. We feel that projects sclected for 
financing under this scheme should be those which not only 
result in cconomical and expeditious production of critically 
needed items but will expand the production base to meet the 
continuing needs of European rearmament. The sclection of 
items and all discussions or negotiations in connection with 
US procurement will be limited and temporary, and toward 
minimizing any European expectation that the "US will extend 
or continue this practice. To minimize the latter danger and. 
in the interest of speed, the US should not attempt to arrange 
or negotiate multilaterai resvonsibility of any sort in con- 
nection with this program, although the program should be 
carried out so far as possible in cooperation with the Defense 
Production Boaro and taking full advantage of its recommenda- 
tions. However, these principles have been agreed without 
prejudice to any more permanent multilateral system which may 
be proposed for central procurement of, or financial responsi- 
bility for, major cnd-items produced in Europe. We believe 
that thought should be given to setting un such an arrangement 
and will undertake such consideration shortly. 


SECRET 
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US ISSUES FOREIGN On May 29, the Office of Defense Mobiliza- 
ALLOCATION GUIDE tion issued a statement on foreign alloca- 

7 tions to be used as a policy guidance by 
all US agencies operating under the defense mobilization pro- 
gram. The policy is based on the thesis that there must be 
cooperative action in the cconomic as well as the political 
and military fields if real security is to be achicved by the 
free world. The free nations of the world now have 75% of the 
worla's industrial capacity and most of the world's raw matcrials. 
To ensurc that those resources over which the US has control are 
utilized where they will contribute most to the strength of the 
free world, certain guides were deemed necessary in the alloca- 


tion procedure. 
In 
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In the event of comneting requirements of similar high 
essentiality, allocations should be made according to the de- 
gree in which they will contribute to the military production 
of the free worlds; promote the increase of supplies of all 
materials essential to strengthening the free world, with 
particular reference to the production and acquisition of 
materials required for the US mobilization effort and similar 
efforts by those countries associated with the US; maintain 
and expand essential services and production facilities, and 
maintain minimum essential civilian consumption requirements 
of the free world; increase military and economic independence 
from the US; lessen dependence on the Soviet bloc; and prevent 
volitical deterioration in nations or areas essential to the 
combined strength of the free world. 


After the highest essential requirements are met, considera- 
tion shouidc be given to meeting the demands of the various 
civilian economies, including that of the US, taking into 
account each country's broad contribution to common defense, 
in direct military vroduction or in increased volitical and 
economic strength. Efforts should be made to bring about an 
ecuitable distribution of the burden. This principle is diffi- 
cult to apovly in view of different standards of consumption 
and differences in income, customs, cultures anc climate. 


To achieve these ends it will be necessary in certain 
instances to issue »riorities and/or directives to producers 
to ensure that the allocated material is procured by foreign 
purchasers. When this is done, adequate protection should 
be given domestic orders of similar essentiality if necessary. 
Similar allocation volicies on the vart of other free countries 
should be encouraged and agreement on and implementation of 
such »olicies promoted by all vracticable means. 


This policy must be administered in conformity with exist- 
ing legislation designed to prevent shipment or trans-shipment 
to the Soviet bloc of war potential materials and products. 


*  # i£«* * 
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nomic divisions of the Department of State, and to indicate the economic prob- 
lems which are currently receiving attention in the Department. It is suggested 
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PROPOSED TRIPARTITE AID Representatives of the US, UK 
PROGRAM FOR YUGOSLAVIA and France, who have been confer- 

' “Ping in London since early April 
on the Yugoslav economic situation, have agreed on recon- 
mendations to their respective governments on a program 
for assisting Yugoslavia to meet its economic difficulties. 
It is hoped that the conference recommendations will be 
approved promptly by the three vovernments. The recom- 
mended program grows out of the interest of the three govern- 
ments and the western world generally in maintaining a pvoliti- 
cally and economically indenendent Yugoslavia outside the 
Soviet orbit. This program is designed to assist in meet- 
ing Yugoslavia's trade deficit (including extraordinary food 
imports) for the eighteen month period from January 1951 
through June 1952, which is estimated at the equivalent of 
$195 million. Since, however, $140 million has already 
been made available to Yugoslavia to meet this deficit, 
the current program involves only $55 million, plus unde- 
termined amounts to cover Yugoslav common-use imports and 
leukages due to Yugoslav debt repayments to other countries 
and to the IBRD which may not be postponed. Under the pro- 
posed program, the US would provide grant aid to meet 65% 
of this uncovered deficit, the UK 23%, and France 12%. It 
is also being recommended that the three governments agree 
to postpone, for up to five years, payments on Yugoslavia's 
debts to them or to increase their assistance to Yugoslavia 
to cover such payments. In addition, the three governments 
should assist in meeting Yugoslavia's requirements of goods 
in short supply through the administration of their domes- 
tic controls and in international discussions on allocations. 


The tripartite conference is recommending an approach 
to other NATO countries, Germany, Austria and other non- 
NATO countries to seek their agreement to postpone Yugo- 
slav debt payments due to them and in the case of the NATO 
countries, to participate in the grant assistance program. 
The amount of such participation will reduce the Yugoslav 
deficit which the tripartite governments have agreed to 
meet. The International Bank is considering a development 
loan to Yugoslavia and has indicated that the major remain- 
ing obstacle to its approval is reasonable assurance that 
the current account deficit will be met satisfactorily. 
Accordingly, the conference is recommending compliance 


with 
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with any request from the Bank for general information 
about the aid program when it has been approved by the 
three governments. 


The Yugoslavs will be informed immediatcly of the 
Signing of the tripartite recommendations but not of 
their substance. After governmental anproval is secured, 
an approach will be made to the Yugoslavs in Belgrade 
indicating the general nature of the program and seeking 
their cooperation in it and in securing fourth country 
participation. They will also be informed that the con- 
tinuance of assistance depends on Yugoslavia's taking 
measures to balance its foreign payments as soon as possi- 
ble, and will be asked for assurances that they will pro- 
vide information required by the thrce governments in 
ts thane and reviewing Yugoslavia's economic assistance 
needs. 


In their analysis of Yugoslavia's economic situation, 
the tripartite representatives have undertaken to identify 
the basic causes for that country's present economic diffi- 
culties. Noting that even befcre the last war Yugoslavia 
was a poor country and did rot use its resources to best 
advantage, the report points out that even these resources 
have been adversely affected by wartime destruction; the 
inadequacy of incentives, especially in agriculture; 
the lack of competent managers, technicians and skilled 
labor; the dislocations caused by the Cominform blockade, 
including the necessity to reorient trade toward the 
west; the 1950 droughts; and the adverse shift in the 
terms of trade. This situation has been aggravated by. 
Yugoslavia's not having applied available resources so 
as to yield the greatest possible total return in domestic 
production or foreign exchange within the shortest time. 
The demands on these resources have proved greater than 
Yugoslavia's ability to produce, and the government hes 
therefore been able to fulfill dts military and invest- 
ment programs only by keeping consumption down to a 
dangerously low level and by obtaining foreign assistance. 
In this connection, the US, UK and France had up to the 
end of 1950 assisted the Yugoslavs by credits and grants 
of $121 million, $50 million and $+ million respectively. 
In addition, Yugoslavia obtained drawings totalling $9 
million from the International Monetary Fund and a $2.7 


million 
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million Interncvionci Lank credit for timber ecuinment. 
however, this assistsnce cia not solve Yugoslavia's nay- 
ments xroblem anc that country is continuing to run a 
Geficit on current trading account and has accumulated a 
Substantial debt burden. 


lieec for Yusosiav Cooneration As »vart of an orderly 
aynroacn to this »xroblem and to minimize the amount of 
assistance wniic: will be required in the future, the re- 
Nort recommencs that the provosed aid vrogram shovld be 
sudniecmented by Yucoslav measures to ensure its effective- 
ness ana to improve the basic conditions of the Yurcoslav 
economy, which would involve modification of the invest- 
ment program and an increase in production. ‘The latter 
coulc be achievec through a treining profram, varticularly 
in agriculture, to improve the competence -of managers, 
technicians and skilled workers and to increase their 
numbers; through some canital exzansion; and through 
giving greater incentives to the population by changes 
in purchasing, pricing, rationing and taxation regulations. 
It is understood that the Yugoslavs are now meking some 
progress elong these lines anda that the IBRD had hac some 
success in securin: desirable modifications in the invest- 
ment vrogram although further steps in this direction 
are likely to be reouired. | 


In order to achieve the cbdiectives of the »ronosed 
aid »rogram, it is essentiai to coordinate vrocedure anc 
to obtain certain measures of cooperation from the Yugo- 
Slav Government, lowever, aithouch that government's 
relations with the West are movin: in the direction of 
greater cooperation, it would bee mistake tc press the 
Yugoslavs so hard as to endanger this vrorress. The nar- 
ticivating governments have three types of direct control 
readily available to them, that is, supervision of ex»oen- 
diture of funds »rovidea, control over their exvorts to 
Yuroslavia, and the handling of supply assistance. They 
may also recuire certain commitments from. the Yugo" avs 
as »rereauisites to the grantine of assistance. Beyona 
this limited sphere, however, they will have to rely on 
influencing the Yugoslav authorities by giving acvice, 
and shovld seek to establish an atmosvhere of mutual 
confidence in which this acvice will be accepted. 


* a » 
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AVIATION POLICY TuWARD We have sent to the NSC a progress 
USSR AND_ Its 5 SATELLITES report concerning the implementation 
of our avietion policy toward the USSR 
and its satellites _which, on balance, may be considered satis- 
factory to date. From the air transnort aspect of the nolicy, 
the USSR end satellite airlines are contained behind the iron 
curtain with the excention of LOT, the Polish airline, and CSA 
the Czech State Airline. LOT's service from Warsaw via Brussels 
to Paris is permitted in exchange for a British courier service 
to Warsaw which is helovful for the US anc British Embassies 
there. CoA is permitted service from Praha to several iJestern 
Eurcnean cavitais. The French, Dutch, Belgian and, until 
recently, the British Governments have attached importance, for 
dolitical and other reasons, to the continuance of recivrocal 
services of their resvective national carriers to the Czech 
capital. With regard to the saie and export of equipment aspect 
of the volicy, implementation has been quite successful even 
though the process of attrition is a lengthy one. While some 
material may be evading the controls and the effectiveness of 
such controls doubtless varies from country to country, the 
results in general apvear to be satisfactory and should serve 
as an incentive for constant and increased vigilance. 








Policy Aims Ovr policy aims at total containment of 
Communist civil eir operations vithin the territories of those 
countries constituting the Soviet orbit. Only in excevtional 
circumstances where the over-all interests of the non-Communist 
areas of the world would be served to acvantace are recidrocal 
air transvort ar..nzgements between Communist and non-Communist 
ccuntries vermissible. .The policy also provides for a concerted 
effort by the US and other non-curtain countries in preventing 
the sale anc export, directly or indirectly, of aircraft and 
associated aviation equipment to Soviet and satellite agencies, 

and in denying the use by Soviet and satellite aircraft of 
facil ities for overhaul, refitting or major maintenance (See 
nage ©, January 9, 1950 issue. ) 


Bringing Policy into Force From the beginning, the british 
agreement to anc coordination with our policy has been considered 
of major importance to its implementation. Although the »olicy 
was adonted by the US in January 1950,. it was not until feirly 
recently that an understanding regarding. it was finally reached 
with the British. One impvortant point upon which the UK and 
US are still not agreed is our proposal that Communist China 
be added to the list of USSR satellites to which the policy is 
to apply. Desnvite our repeated efforts to enforce the contain- 
ment policy, the British were reluctant to terminete their 


recivrocal 
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Praha were being terminated and that effective June 17, 1951 
no facilities would be granted for CSA to operate a schediled 
Service between Czechoslovakia and the UK. 


As a further step toward the implementation of our policy, 
last November HICOG suspended CSA's operating permit across 
Germany to Zurich and Rome fcllowing an unauthorized mass over- 
flight of the Western zones of Germany by CSA aircraft. 


With regard to the implementation of the policy in the 
Near East, South Asia, and Africa, inasmuch as a balance of 
advantage does not obtain for the non-Communist countries in 
these areas, we, in cooperation with the other countries involved, 
have succeeded in blocking civil air operations into those 
regions by the USSR and its satellites. 


* * * 


CONFIDENTIAL 


CONGRESS EXTENDS TRADE Last week Congress completed action 
AGRERMENTS AUTHORITY on renewal of the trade agreements act 
which extends until June 12, 1953 exist- 
ing authority of the President to enter into reciprocal trade | 
agreements with other countries and, in connection with these 
agreements, to make certain changes in US tariff rates. Some of 
the highly restrictive amendments of the House version of the 
bill (see page 4, February 19, 1951 issue) were modified in the 
final version of the act, which is now awaiting Presidential 
signature. The bill still contains procedural provisions which | 
we consider cumbersome end superfluous. Although intended to : 








ensure that US »roducers will not suffer serious injury from 
the oneration of the program, these provisions do not materially 
add to the safesuards which already exist under present adminis- 
trative procedures. Despite procedural difficulties, the Us, 


through 
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through its trade agreements with other nations and in particular 
through the General Agreement on Tariffs and Trade, will continue 
efforts to expand trade by the reduction or elimination of bar- 
riers. Steps are already being taken to implement provisions 

of the legislation requiring the denial to the Soviet bloc of 
benefits of tariff concessions granted under the trade agree- 
ments program and preventing the importation of certain types 

of furs from the Soviet Union and Communist China. 


The principal provisions of the bill which differ from 
existing legislation are summarized below. 


Communist Amendment The President is required, as soon 
as practicable, to deny to products from the USSR or any Soviet- 
dominated area the benefits of all present and future conces- 
Sions negotiated under the trade agreements act. Some countries 
affected by this provision have agreements in force with the 
US granting them rights which are at variance with the provision. 
Where the US has no most-favored-nation obligations, it is ex- 
pected that trade agreements concessions will be withdrawn by 
Presidential action shortly after the bill is signed. Action 
with respect to other countries will devend on the nature of our 
cbligation. Soon after signature of the bill, the US will give 
Six-months notice of termination of its existing Executive 
Agreement with the USSR which provides for most-favored-nation 
treatment to that country, and will take appropriate action to 
terminate most-favored-nation commitments with a number of 
satellite countries. These commitments are included in treaties 
of friendshiv, commerce and navigation with Hungary and Poland, 
and in Executive Agreements with Bulgaria and Rumania, in addi- 
tion to the USSR. With respect to Hungary and Poland, an at- 
tempt will be made to terminate only those vrovisions of the 
treaty dealing with trade, leaving consular and other provisions 
intact. At the end of the denunciation veriod provided for in 
these various instruments,trade agreement concessions will be 
withdrawn from the countries concerned. After such withdrawal 
imoorts from the areas concerned will for the most part be sub- 
ject to rates contained in the Tariff Act of 1930. No decision 
has yet been made on how to deal with Czechoslovakia, the only 
satellite country to which the US is obligated to extend duty 
concessions and most-favored-nation treatment through GATT. 


Ban on Importation of Communist Furs As soon as practica- 
ble, the President is required to take measures to prevent the 
importation of furs of ermine, kolinsky, marten, weasel, all 
fox, mink and muskrat from the USSR and Communist China. This 


action, 
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action, like the withdrawing of tariff concessions, will not 

be taken with resnect to Soviet furs until the existing agree- 
ment with the USSR is denounced and is inoperative. The pro- 
hibition against Chinese furs, however, will be applied shortly 
after the Act goes into effect. 





Peril Point Provision A procedure is set up whereby, 
before new trade agreement negotiations are entered into, the 
Tariff Commission is required to set up a “peril point" with 
respect to each US duty being considered for negotiation, i.e., 
the point beyond which reductions would cause or threaten serious 
injury to a domestic industry or to which a rate should be in- 
creased in order to avoid such injury. If any rate is reduced 
below the peril point or is not increased to the peril point 
in any negotiation, the President is required to report this 
fact to Congress and to explain the action taken. This pro- 
vision is similar to the peril point provision of the Trade 
Agreement Extension Act of 1948, except that the earlier peril 
point provision required transmission to Congress of the Tariff 
Commission's findings with respect to all products covered by 
the trade agreement, wherever any one of them was exceeded. 

The final version of the bill deleted the provision in the 
House bill prohibiting Tariff Commission varticipation in the 
making of decisions on the pronosed terms of trade agreements 
or in the negotiation of such agreements. 


Escape Clause The bill includes a »vrovision requiring 
the inclusion of an escape clause in all future trade agree- 
ments and directs the President, as soon as practicable, to 
insert an escape clause in all existing trade agreements. It 
outlines an escape clause procedure generally like that here- 
tofore provided for through Executive order, The bill makes 

it the resyonsibility of the Tariff Commission to make an 
investigation and revort thereon within one year after applica- 
tion under the escape clause to determine whether any product — 
upon which a concession has been granted is being imported into 
the US in such increased quantities, either actual or relative, 
as to cause or threaten s:rious injury to the domestic industry 
producing a like or directly competitive product. 


This language differs in some respects, but not materially, 
from the escape clause provisions of the General Agreement on , 
Tariffs and Trade. We have not yet completed an appraisal of 
the significance of these differences from the viewpoint of 


GATT 
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GATT. Various provisions of the bill materially facilitate 

the ability of any aomestic industry to request an investiga- 
vion by the Tariff Commission to determine whether it is suffer- 
ing or threatened with injury from imports and it is likely 

that the number of investigations undertaken will increase 
considerably. 


Agricultural Products Amendments The farm price amendment 
of the House bill was deleted and less objectionable amendments 
substituted regarding agricultural commodities. The bill pro- 
vides that no trade agreement or international agreement here- 
tofore or hereafter entered into by the US shall be applied 
in a manner inconsistent with requirements of Section 22 of 
the Agriculturai Adjustment Act. This amendment raises the 
possibiiity that the President may be required to impose quanti- 
tative restrictions on imports threatening the domestic agri- 
cultural program, even though circumstances do not justify such 
restrictions under GATT. Whether situations of this kind arise 
is problematical and no nolicy nas been formulated yet on hand- 
ling such situations should they arise. 


A procedure is set up whereby the Secretary of Agriculture 
may determine that, due to the nerishability of an agricultural 
commodity, a condition exists requiring emergency treatment. 

In such circumstances, the Tariff Commission must investigate 
immediately either under the escape clause or under Section 22 
of the Agricultural Adjustment Act and must make recommendations 
for such relief as is appropriate. In general, recommendations 
will be required in all cases where imports are causing or 
threatening injury either to producers or to the agricultural 
program such as price stabilization. Another vrovision author- 
izes the President to take action on these cases without await- 
ing Tariff Commission recommendations. 


Anpeals to Customs Court An amendment was added which , 
restores to domestic producers the right to protest in cus- 
tcms courts the tariff classification of imported articles. 
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DEPARTNEXNT COMMENTS ON Department views on the analysis and 
MIGRATORY LABOR REPORT recommendations of the report of the 

President's Commission on Migratory 
Labor have been sent to the Bureau of the Budget for trans- 
mittal to the President. Our comments are particularly directed 
to the recommendations as they apply to the temporary employ- 
ment of foreign workers in the US and, in general, the Depart- 
ya Supports all of the major recommendations of the Commis- 
Sion. 





During World War II organized programs were developed 
under which foreign workers. from Mexico, the British West Indies 
anc Canada were admitted tc the US for temporary agricultural 
employment. Since the end of the wer these programs have been 
continuec in modified form on the basis of certifications by 
the US Employment Service that such foreign workers were neces- 
Sary to meet seasonel agricultural manpower needs in this coun- 
try. Apart from these formal programs there has been a sub- 
stantial illegal influx into the US of Mexican workers. Largely 
as a result of the numerous difficult economic and political 
protiems which arose from the employment of these foreign 
workers, both legal and illegal, the President on June 3, 1950 
established a five-man Commission on Migratory Labor to make 
a broad study of corditions among migratory workers in the US 
and of problems creeted by the migration of foreign workers 
inte this country. After several months of investigation the 
Commission submitted to the President an analysis of the prob- 
lems anc recommendations for remedial action. The President 
then asiicd the agencies concerned to review the report and 
send comments to him through the Director of the Bureau of the 
Budget. 


Sons ek ch Recommendations The crucial points of the 
Commission's analysis anc recommendations as they relate to 
the problem of temporary empioyment of foreign migretory 
workers in the US follow: 1) There is nothing wrong in employ- 
ing foreign workers in American agriculture when there are 
mutual advantages in doing so. The US Government has an obli- 
gation, however, to make certain that these foreign workers 

do not reduce the wages of domestic farm workers anc the in- 
comes of family farm operators. 2) Establishment of a Federal 
Committee on Migratory Labor is recommended, which would have 
the busic purpose of providing systematic anda sustained policy 
coordination and stimulation to the various agencies of the 
government in their activities relating to migratory farm labor. 


3) First 
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3) First reliance should be placed on vsing our domestic 
labor force more effectively and future efforts should be 
directed toward supplying agricultural labor needs with our 
own workers and eliminating dependence on foreign labor. 

4) Foreign labor importation and contracting should be under 
the terms of intergovernmental agreements which clearly state 
the conditions and standards under which the foreign workers 
are to be employed. These agreements should be substantially 
the same for all countries. 5) The present US-Mexican inter- 
governmenta’ agreement should be developed along lines which 
will assure its opcration as the oxclusive channel for impor- 
tation of Mexican nationals under contract, free from the com- 
petition of illegal migration. 6) Wherc a government-to- 
government agreement vrovides for the payment of the prevailing 





wagc to foreign contract workers, this wage should be ascertained by 


public authority after a hearing. The nolicies, procedures 

and responsibilitics involved should be determined by the 
Federal Committee on Migratory Farm Labor. 7) Legislation 
should be enacted making it unlawful to employ aliens illegally 


in the US. 


Denartment Views We believe the establishment of a 
Federal Committee on Migratory Labor, consisting of public 
members and a membcr from each of the executive agencies deal- 


ing with the problem of migratory farm labor, cola serve a 


useful purpose in vromoting consistency of policy azd in stimu- 


lating action. We believc, however, that a more detailed 
definition of these functions and of the Committee's reiation- 
ship to the executive agencies would be desirable. 


We endorse the principle that first reliance should be 
placed on using our domestic labor force more effectively and 
believe full use should be made of our domestic labor force 
at all times before forcign labor is admitted for temporary 
employment. Explicit recognition of this fact in any legis- 
lation dealing with the employment of foreign labor would be 
helvful. The report recommends that no special measures 
should be adopted to increase the number of alien contract 
laborers beyond the number admitted in 1950. In that regard 
we point out that the Department of State does not determine 
the number of alien contract workers needed to supplement the 
US labor force and that comments on this recommendation should 
more properly come from the agencies which determine the man- 
power needs. We supnport the recommendation that preference 


should 
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Should be given to citizens of the off-shore possessions of 

the US, sueh as Hawaii and Puerto Rico in. filling supplemental 
needs for agricultural labor in the US. We also agree with 

the recommendation that. future efforts should be directed to 
Supplying agricultural labor needs with our own workers and 
eliminating denendence on foreign labor. When it is determined 
that foreign workers should be admitted to the US for temporary 
employment we believe it essential, in the interest of our 
foreign policy objectives, that they be employed under terms 
and conditions satisfactory to both this and the foreign govern- 
ments concerned. 7 


. We concur with the recommendation that foreign labor 
importation and contracting should be under the terms of inter- 
governmental agreements which. clearly state the conditions and 
standards of employment and that these agreements should be 
substantially the same for all countries. While an inter- 
governmental agreement is already in effect with Mexico, no 
such agreement exists in the case of workers from the Bahamas 
and the British West Indies which represent an important source 
of foreign labor at the present time. We are prepared to 
initiate discussions with the British Government looking toward 
an intergovernmental agreement covering migratory workers from 
those areas. However, we recommend that no change be made in 
existing arrangements with Canada. Under the present arrange-~- 
ments, which have been in effect since 1942, there exists an 
informal exchange of farm labor over the entire length of the 
US-Canadian border. This exchange consists of farm labor and 
of harvesting machinery in accordance with needs determined by 
the appropriate authorities and on the basis of the payment of 
prevailing wage rates. The arrangement is working to the satis- 
faction of both countries and any change in operation would 
appear to serve no useful purpose. | 


We concur with the recommendation that intergovernmental 
agreements should be in terms that promote immigration law 
enforcement. Abolition of ad hoe procedures which legalize 
the illegals is implicit in that recommendation. In the Us- 
Mexican Agreement procedures were devised which served to 
legalize “wetbacks" in the US and place them under formal work 
contracts. This action was taken as a last resort to meet 
pressing manpower needs. and because of the inability of the 
Mexican Government to open its contracting centers in time to 
meet the needs. At the same time it was designed to reduce 
the total number of illegal Mexican workers in the US and 


place 
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place them under the protective safeguards of the intergovern- 
mental agreement. However, this effort was a failure and the 
number of wetbacks in the US has continued to increase. The 
Mexican Government has indicated officially that it does not 
provose to vermit the contracting of Mexicans who are in the 

US illegally. It is the firm intention of the Department of 
State in its day-to-day operations and in negotiations with 
Mexico to assure the operation of the Agreement as the exclusive 
channel for the importation of Mexican nationals, free from 

the comvetition of illegal immigration. We believe there should 
be enactment and strict enforcement of legislation prohibiting 
the employment or concealment of Mexican agricultural workers 
who have entered the US illegally. 


We support the principle recommended in the report that 
no certification of shortage of domestic labor should be made 
unless and until continental domestic labor has been offered 
the same terms and conditions of employment as are offered to 
foreign workers. We also concur with the recommendation that 
there be an adequate procedure for investigating and resolving 
complaints and disputes originating from either party which 
would be negotiated in the intergovernmental agreements and 
incorporated into standard work contracts. With regard to 
recommendations that the Immigration and Naturalization Service 
should have principal responsibility for foreign labor recruit- 
ing, contracting, transporting, terminating contracts, etc., 
we point out that there should be clarification as to the roles 


of other agencies. 


The Department supports development of adequate machinery 
which will reduce or eliminate the issue of wage rates as a 
source of friction. 


CONFIDENT IAL 
Om * * 
SECRET 


Ree ET ET Se rEEeR REPORT ON THE WORK OF THE The Executive Secretary of 


INTERNATIONAL MATERIALS CO INTERNATIONAL MATERIALS CONFERENCE the re. Materials 
in analyz- 


Conference 

ing the developments of the seven Committees Be . ¢%. first 
three months of operations, believes that the groundwork has 

been laid which will enable the IMC to carry out its trustee- 
ship for other interested countries. The basic principle of 


operations 
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operations is that the needs of all interested countries are 

to be given full consideration and are to receive equal treat- 
ment with those countries which are represented on any committee. 
Interested governments are authorized to appear before the 
Committees in order to give further justification of their 

claims and to receive informtion regarding specific actions 
which have been taken. 


Collection of Data One of the most remarkable results-- 
which is really unprecedented--is that within a few weeks IMC 
established an objective estimation of world resources and needs 
for those commodities within its competence which affords a 
general view of the situation of resources in short supply. 

This includes forecasts of production and consumption for this 
year and next. | 


Joint Estimate of the Situation The task of the Committees 
is to determine not only the amount of shortage but also its 
degree of permanence, taking into account the possibile evolu- 
tion of supply and demand. All the Committees have given this 
their attention, with a view to arriving at a joint estimate 
of the situation. Some Committees have already come to final 
conclusions; others have not closed their discussions on this 
point, but have arrived at provisional findings which pnermit 
a preiiminary consideration of possible solutions. 


Drafting of Recommendations All of the Committees have 
now begun consideration of the steps to be taken, although 
work in this field is in varying stages of completion. With 
one or two exceptions, the Committees have initiated studies 
of allocations systems. For this study the following are as- 
sumed: 1) common principles with regard to stockpiling; 2) a 
uniform definition of defense requirements; and 3) where neces- 
sary, agreement as to the relative priority of various civilian 
uses, Several Committees have already covered the major part 
of their program of work and two of themhave already been able 
to submit recommendations for consideration by governments, 
namely the Sulphur and Tungsten-Molybdenum Committees. 


Increased production will be studied with attention being 
given to measures pertaining to investment, price or long-term 
purchase commitments. In other cases, recommendations of a 
technical nature intended to conserve resources have been 
adopted or are under study. Some Committees have studied end- 
use controls in force in various countries, with a view to ex- 
ploring the possibilities of further savings of fibers or metals. 


Cooper, 
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Conper, Zinc-Lead On the basis of a preliminary analysis 
of reolies received to a questionnaire, it appears the require- 
ments for coprer for 1951 will exceed the supply by approxi- 
metely 600,000 metric tons, and the requirements for zine will 
exceed the supply by an amount ranging from 200,000 to 250,000 
metric tons. The requirements for lead do not seem to indicate 
a deficit at this time, although a deficit may develon before 
long. The Committee is moving forward on recommendations to 
be made to governments for the distribution of available supplies 
of copper and zinc during the remainder of 1951. In the case 
of copper, the US will take the position in the IMC that allo- 
cations should be made fully for direct defense, and for the 
stockpile requirements of a number of countries, including the 
US, distributing the balance on a mutually agreed basis. In 
addition to allocation recommendations, the Committee expects 
to give consideration to conservation measures and to methods 
of increasing vroduction which should be undertaken by Govern- 
ments. Plans for 1952 and for the longer-range period will 
have to be developed. 


Tungsten=-Molybdenum Committee The Committee is concen- 
trating its initial effort upon the problem of ores and con- 


centrates. The next stage, that of the primary vroducts, will 
be considered when an interim solution has been attained to the 
urgent problem of suvply of ores and concentrates. The Committee 
has been working on three types of proposals: 1) methods for 
increase of production of ores and concentrates; 2) measures 
of conservation; and 3) a system of allocation. To st4mulate 
increased production consideration is being given a-system of 
long-term contracts with a fixed minimum price. A number of 
alternative formulas for distribution have been put forward, 
with a third quarter allocation recommendation submitted to 
governments. Because of the Committee's inability to reach 

a decision promptly on a second quarter allocation, the US 
unilaterally established second quarter export quotas. These 
guotas have been accepted by the IMC and the Committee is now 
discussing fourth quarter quotas, accepting the pattern it was: 
going to apply in the second quarter. Price principles for 
both exporting and importing countries have been reached on 
tungsten. Meanwhile, jointly with the Manganese-Nickel-Cobalt 
Committee, the Tungsten-Molybdenum Committce has requested 
participating governments to assemble a group of experts in 
June to consider possible methods for the economical and effi- 
cient utilization of these metals and their alloys, for the 
use of substitutes and by the better utilization of waste 


products. 
nranese- 
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anganese-Nickel-Cobalt Committee A short supply situa- 
tion of nickel and cobalt is foreseen. Notwithstanding the 
fact that requirements are inflated, the shortage may represent 
a large percentage of these requirements. Proposed methods of 
distribution are now under conSideration. Lack of information 
. with respect.to manganese has made it impossible as yet to 
determine the deficit. A subcommittee is working out a possible 
international distribution method. Nothing concrete has actually 
been done because the subcommittee has not yet visualized what 
would be the importance of requirements, as compared to produc- 
tion in 1951 and 1952. A breakdown of requirements between 
direct defense, stockpiling and essential civilian needs, similar 
to the decision on copper has been recommended. 


Sulphur Committee The Sulphur Committee concludes that 
there will be a aeficit of more than one million tons in sup- 
plies of native sulphur in 1951. Specific proposals have been 
made for increasing production,. enforcing conservation, sub- 
stituting other sulphur-bearing materials and controlling internal 
distribution. The Committee has completed the first stage of 
its consideration of allocation methods. It has made proposals 
to member governments on distribution for the balance of 1951 
and the replies are currently being studied by a subcommittee. 





Cotton and Cotton Linters Committee While laying the 

groundwork for the future, the Committee has delayed much of 
its activity until a more accurate app7aisal can be made of 
the new season's prospects. Questionnaires have been sent out 
ana a meeting is scheduled for June 18 to examine the world 
supply situation in detail. No consideration is being given 
the supply problems of the 1950-51 session. August 1, 1951 
will mark the beginning of the period to which the Committee 
will give active consideration. Preliminary work is going 
forward on the cotton linters problem since it is considered 
likely that this will be a continuing problem even though the 
cotton situation may become easier. 


Wool Committee Following a close study of the estimated 
wool supply and demand situation, the Committee studied recom- 
mendations for the most effective distribution and utilization 
of available wool supplies. It was unable to reach an agreed 
program of action and has adjourned until late this month. 


During the interim, the countries represented on the Committee 
have been asked to consider a US proposal which would provide 


for 
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for the negotiation within the Committee of allocations and 
price ceilings to be administered by the exporting countries. 
The importing countries. would be asked to agree to place com- 
parable ceilings on wool obtained from non-cooperating coun- 
tries. The shortage is expected to be between 250 to 400 mil- 
lion pounds for the year ending June 30, 1952. 


Pulp-Paper Committee A list has been made of different 
points which might have to be examined relating to commodities 
which in the future the Committee would consider as being in 
acute shortage. In that event, consideration would be given to 
increasing the availability of products in short supply and en- 
suring an effective utilizetion of such commodities. Possibil- 
ities for expanding production might be examined from a techni- 
cal view by a special subcommittee. Finally, it may be neces- 
sary, if the above measures ‘are not sufficient, to make recom- 
mendations for allocation. It has been agreed it is necessary 
to consider immediate steps to relieve acute shortages in 
newsprint, Kraft pulp and dissolving pulp. A questionnaire 
relating to these three commodities has been sent to all inter- 
ested countries with answers requested for June 15. A sub- 
committee on emergency supplies of newsprint was set up to 
provide certain countries with quick and limited deliveries. 
Questionnaires have been sex these countries and answers are 
= the. end of June. (See page 3 of May 28, 1951 
issue. 








+ * 


US-DUTCH AVIATION NEGO- Hopes are dim for the conclusion of 
TIATIONS REACH STALEMATE a Bermuda-type bilateral air trans- 
port agreement with the Dutch as a 
result of ‘the negotiations which began May 7 in Washington. 
Long eager for traffic rights at New York on the Amsterdam- 
Curacao route, the Dutch officials were informed June 2 at a 
high level meeting that the US aviation authorities consider | 
the best conclusion of the negotiations to be a preservation © 
of the status Quo. sia 





Background For sometime the Dutch have been ‘casttne a | 
traffic stop at New York on the Amsterdam-Curacao route operated | 
by their carrier KLM but US carriers have violently opposed our 
granting of this right. Last year, with the merger of PANAM 
and AOA, PANAM Fon over AOA's previous services to. Amsterdam 


without 





DECLASSIFIED FOR PUBLICATION IN FOREIGN | 
RELATIONS OF THE UNITED STATES i 















SECRET 
- 17 - 


without Dutch objection. However, at that time the Dutch again 
pressed for aviation negotiations with the US, looking toward a 
formal bilateral agreement. The PANAM-AOA merger was followed 
by US aviation consultations with the French as a result of 
which New York traffic rights were granted the French on a: 
route to Martinique-Guadeloupe. Ultimately the CAB agreed to 
the Dutch negotiations. The fact that New York traffic rights 
had already been granted to the French constituted a precedent 
for granting similar rights to the Dutch on the Amsterdam- 
Curacao route. 


Evaluation of Route Reguest Statistics presented by the 
Dutch delegation during the negotiations showed such extremely 
favorable results accruing to KLM under the present arrangement 
that we finally informed the Dutch representatives that it would 
be impossible for us to do anything further in attaining route 
concessions for then, particularly when such concessions would 
involve ignoring the Bermuda principles in order to make the 
entire arrangement satisfactory to them. It was carefully 
explained to the Dutch that we were not withdrawing our offer 
of a New York-Curacao route under a Bermuda-type agreement, 
but the foliowing factors involved in granting that route were 
set forth for their consideration: 1) application. of the Bermuda 
pranciples to such a route agreement would, in our view, require 
the reduction of frequencies on the Curacao-Miami route of KLM 
from seven a week to three, and the maintenance of not more 
than one frequency a week on a route granted between Curacao 
and New York. Also, such an agreement presumably would imply 
at some future time a reduction of KLM frequencies between 
Amsterdam and New York. 2) Extreme difficulties would be en- 
countered, we feel, in abandoning application of the Bermuda 
principles and agreeing in advance upon a certain specified 
number of frequencies to be operated between Curacao and iiiami, 
and Curacao and New York. We believe that such a step would 
embrace a principle of predetermination which might be dis- 
advantageous to both countries in their world-wide operations. 


The Dutch made their view clear to us that we would have 
difficulty in persuading European countries to accept a US 
definition of fifth freedom including the principle of sixth 
freedom, a definition we believe applicable to the proposed 
Dutch New York-Curacao and beyond route. The sixth freedom 
is held to avply in instances where a carrier picks up traffic 
in a foreign territory, as KLM would do in New York, carries 
it through its own territory, i.e. Curacao, and deposits such 
traffic in a foreign territory, in this instance presumably ina 
Latin American country. 7 


Continuance 
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Continuance of Present Arrangement Maintenance of the 


status quo, which we have recommended as the best conclusion 

of the negotiations, represents the current operations by KLM 
between Curacao and Miami and between, Amsterdam and New York, 
and PANAM's continued operation of Miami-Curacao, New York= 
Curacao, and New York-Amsterdam routes without the implicit 3 
threat of suspension characterized by the “until further notice 
permit granted by Dutch authorities for the New York=-Amsterdam 


route. 


&fter explaining our position to the Dutch representatives, 
they indicated that such an end to the negotiations would be 
difficult to explain to their government and expressed a fear 
of repercussions, the nature of which was not disclosed. Two 
members of the Dutch delegation have returned to The Hague for 
further consultations with their government, 


* 7 a 
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nEPORT ON SIXTH The recently concluded sixth session of 
SiSSION OF ECs the Economic Commission for Europe (=CL) 
was on the whole an uneventful meeting. 
Souething of a flurry was created by the publication, the 
Cay before the onening session, of the final chapter to 
the Secretariat's Zconomic Survey of Zurone (See page 5, 
May 21, 1951 issue) urging an immediate and considerable 
uoward revaluation of European currencies. The report de- 
clared that an increase in the dcllar value of sterling 
and other Western Eurovean currencies was the only conceiva- 
ble aiternative tc the vastly disturbing process of vermit- 
tins inflation to run its course. It also suggested that 
any revaluation taken now shoulc be subject to change if 
later determined necessary. Western Evropean countries 
were edvisea that joint action to restore substantially 
the dollar value of their currencies would lower their im- 
port prices without necessarily harming their exports. No 
indication was given as to what the Secretariat regarded 
as an adventageous revaluation rate, but there was a pre- - 
Giction that a 30; revaluation would cause imoort prices 
from 211 areas to drop by an average of 20%, The revalua- 
tion would have to be accompanied by controls to check 
domestic inflation, The revort was fundamentally contrary 
to US thinkins snd an intrusion into the field of ‘he 
International itonetary Fund. Different approac*:s were 
considerec by the US as to how to handle the rv;ort but 
it was decided to avoid substantive discussion following 
an announcement by the Zxecutive Secretary that the Secre- 
tariat's Economic Survey of Eurone was made on its own 
resvonsibility and was not a cocument of the governments 
or 2CE and that the Survey's conclusions on currency appre- 
ciation were not meant to imoly that ECS was the appropriate 
body for consultation on this issue which function. he agreed. 
properly belongs to the International Monetary Fund. 








Soviet Attitudes There was really nothing new in 
the Soviet position at the meeting, with the Soviet bloc 
as usual taking the occasion to attack the western defense 
program. Speeches made by Bastern Euronean delegations 
exoressed 1) belief in the possibility of peaceful co- 
existence of different economic systems; 2) an attack on 
the armaments race in certain countries as opposed to the 
desire of Zastern Europe for peaceful pursuits; 3) the 
accusetion that the UN was already transferred into a tool 
for vrenaration for war and used by the aggressors as a 


cloak 
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Cloak for imoericlist attacks; 4) suxnort for ECE but 
advocatea there shonid be more activity in the trade, 
agriculture anc manpower committees; and 5) criticism of 
the Secretariat for showing vartiality to the west. A 

major attack was also made on the Schuman Plan. The US 

was singlec out for ccndemnation for creatine a raw material 
shortage in Western Eurone because of cornering msterials 
and supplies for military production. The US policy. the 
Soviets claimec, was designed to hinder normal trade and 
economic cooperat’on between Zastern end Western Europe. 

In addition to the strong statement by the US delesation, 

an effective rebuttal of Soviet charges was made by the 
Yugoslav delegation which accused the USSR of using economic 
pressure to achieve political objectives. 


Other Matters Particular attention was siven as to 
whether < meeting should be held by LCE zgovernments 
interested in increasing the trace in grain and certain 
other commodities. The discussions were inconclusive with 
no agreement reached on either the cesirability of an ex- 
nerts meeting in mid-July as nad been proposed, or the 
Cesirability of a general meeting in late Seotember with 
or without prior consultation among; the zovernments. The 
Soviet delegation took the position that there was no need 
for the ovreliminary July meeting or a prior exchange of 
information before the September meeting. Our delegation 
does not believe the Western Zuronvean countries will vermit 
themselves to be brought into a gencral session without 
prior assurance that there is a chance for a successful 
mecting. There is no indication that Eastern Eurove will 
agree to nreliminary exchanges of data which are essential 
to a useful meeting. The ECE Executive Secretary will 
continue discussions with governments on this »roblem. 





A revort was approved for submission to ECCSOC review- 
ing ECE activities during 1950 and recommending another iCE 
meetins be hela in Sepvtember. 
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AlLLOCAT CNS POLICY FOR FOREiGI. The Foreign Suvoplies anc 
GEUNOMIC DrvtiLOPaths PnOJECTS Requirements Committee 
(FSRC) has avproved a 
statement of volicy on allocations for foreien economic 
agevelovi.ent Urojects and programs for the guidance of US 
agencies deaiing with such projects. This stetement will 
serve is a guide in deteriining whether and to what extent 
~vicrity assistance should be given to economic develonv- 
ment »rojects end enumerates the conditions which -shoulc 
de consiacered in such determination. It is designed to 
be sufviciently flexibie to meet changing sun»vly conditions 
anc the needs revealed by actual exverience. The FSRC 
foels that the US should promote, by all practicable means, 
the adontion of similser criteria, anc the exchange of 
information reisting thereto, by other friendly industrial- 
izec countries capable of supplying the required equinment. 











The FSRC has agreec that foreign development nrojects 
shovla renerally be facilitated in accordance with the 
ceneral volicy containec in the foreign allocations policy 
statement issued by the Office of Defense Mobilization on 
May 2¢. (See nage 7, June 4, 1951 issue) Certain foreign 
cevelonment nrojects should receive priority and/or 
directive assistance equivalent to that currently availa- 
ple to luighly essential domestic vrojects. Such foreign 
unaertakings incluce those which will result in direct 
military nroduction as required within the limits of 
military objectives to which the US has agreed; essential 
sunport for such military wroductions; production or re- 
guired supvort for ,»roduction cf highly essential products 
in critically short world supylys; and production of clearly 
essential vrocvets or services for the civilian economy 
of friendly nations if assistance is needed only for pro- 
curement of a minor portion of the total guantity of short 
sunply items. Certain other projects should alsc be given 
neeced vriority or directive assistance, if this will not 
interfere with military production, defense supporting 
production, or with projects for expanding output of critical 
materials, This srouv includes projects which will expand 
essential civilian services or facilities, particularly 
those which form part of a long-term development program; 
redvce future dependence upon US military or economic 
assistance or ~-on Soviet bloc sources of supply; or help 
to prevent »volitical detcrioration in areas essential to 
free woridc strength. . 


Although 
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Although the nature and objectives cf a »vroject 
rather than the source of financing or the ultimate owners 
anc beneficiaries within the free world will ordinarily 
be the tests by which to determine essentiality anc the 
neec for assistance, the latter factors should be examined 
anc. projects receiving assistance should be such as to 
promote the current over-all diplometic and military objec- 

ives of the US or nations closely allied with the US in 
common cefense »nlanning. In determining the form and ex- 
tent of »riority assistance required for foreign vrojects, 
accovnt should alsc be taken of the possible reluctance 
of comestic vroducers to fill foreign orders at the exe 
nense of established domestic customers unless clearly 
cirected to do so. | 


The same criveria for priority and directive assist- 
ance are to ennly regardless of whether the »articuler 
yrojects under consideration are financed abroad or in 
tae US by government loan or grant, by the International 
Bank or by vrivate enternrise. The FSRC therefore urges 
a preliminary survey in cases where a project is being 
considerec for financin’ in the US to determine whcther 
the project will qualify for necessary vriority and ) 
directive assistance and to minimize the amount of embar- 
rassnent and ill-will which would result when assistance 
in obtaining equivment is, rightly, not forthcoming for 
an alreeady-financed =roject. The FSRC points out that 
the decision on financing may in some cases turn on the 
likelihood that such assistance will in fact be cbtainable 
when a subsequent formal request is made. 
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CONFIDENTIAL 
TERMS FOR FIUJANCING STRATEGIC The National Acvisory Council 


MATERIALS DEVoLOPMENT ABROAD has decided that there should 
. be a common pattern of terms 
and conditions governing US financial assistance where 

such assistance is iiccessary to facilitate foreign produc- 
tion in critical materials. The Council fears that diver~- 


city in this field will tend to lead to a pattern of terms 


least 
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least favorable to the US, increased administrative diffi- 
culties and charges of discrimination and unfairness by 
foreizn eountries and individual producers. The NAC also 
believes that it should be the US objective to encourage 
as much vrivate financing, both domestic and foreign, in 
the development of materials, and therefore that government 
financial terms and conditions, while making possible 
essential develooment which would not otherwise take place, 
shoulc not be so attractive as to induce private vroducers 
to seek financing solely from this source. The NAC recog- 
nizes that projects for stimulating production will frequently 
require incentive price arrangements but is firm in its 
view that any subsidization to stimulate increased output 
shoulc be cone exnlicitly through such arrangements rather 
than concealed in the form of excessively generous interest 
or cmortization srovisions. The NAC considers that, where 
possible, government financing of foreign development 
should be done through straight dollar loans, coupled as 
may be recuirec with purchase contracts. However, where 
loans repavable in dollars are not possible, financing may 
be mace against renayment in materials. 


The NAC has, therefore, outlined the terms and con- 
ditions to be followec in financing foreign production of 
strategic materials either through loans repayable in 
Collars or under contracts providing for repayment in 
materials against advances in dollars. In general the 
interest rates must be at least sufficient to cover the 
cost of raising and handling funds by the US and should 
be no more favorable to foreign production than the rates 
chargea by US Government agencies for financing similar 
domestic activities. Under these conditions, interest 
rates of 4% for government and government guaranteed loans 
end advances and 5% for loans and advances to »rivate 
enterorises are considered ap»vropriate at the present time. 
‘All contracts, whether straight loan or involving repayment 
in strategic materials should »vrovide an explicit interest 
rate clause and interest should accrue from the tates of 
the loans or advances without any interest-free period. 
Recognizing that it would be imvracticable to lay down a 
rigid pattern of amortization provisions which would 
cover all cases, the NAC has outlined general guides for 
minimum amortization provisions. In the case of loans and 
advances for ecuioment, amortization schedules should | 


extend 
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extend no longer than the neriod’ carriec on the comany's 
boos for the amortization of the facilities and equipment 
advaneed anc, in any event, no longer than a conservative 
estimate of their useful life. Loans and advances for 
working canital shoulc normally be short-term and revayable 
as rapidly as is feasible. In the case of straight loans, 
amortization schedules should where feasible not extend 
beyond the period of material deliveries, 


the iiAC considers that adequate security should be 
cbtained for loans or advances wherever vossible. In the 
case cf loans, nayments from the procurement agencies 
shoulc normally be specifically assigned es security and 
ascurances snonulc be cbtained that the transfer of interest 
anc’ princivai would be authorized by the exchange control 
autnorities. in the case of co::tracts providing for repay- 
ment in materials, assurances siiovld be obtained from the 
sovernment involved that the export of such materials to 
the US in renayment of the obligation will be permitted. 
In the case of operations cirected toward proving un- 
proven resources and cGevelionment projects involving a 
high degree of uncertainty, it may be necessary at times 
to permit renayment contingent upon the success of the 
venture. In such cases the loan or advance contract 
shoulc provide for liability to repay, if the venture is 
successful, in accordance with the general pattern of terms. 





CONF IDENTIAL 
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to study the effects of import tariffs on the defense pro- 
gram and the vossible need for emergency legislation. 
Although Congress has enacted legislation which can be 
used to suspend tariffs during the emergency when imports 
are 1) war materials or critical or strategic materials 
nurchased by government agencies, and 2) supplies for use 
in emergency relief work, there is no legislation which 


allows 
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allows the general susnension of customs duties, 
or the suspension cf customs duties on items for reason of 
short supply, or on imports of critical and strategic 
materials, if such products are imported by »rivate traders 
for coumereial purposes. As a consequence, it has been 
decicec to review the situation, with a view to determining 
the desirability of new, general or svecific, legislation 
authorizing sus»ension or adjustment of tariffs and other 
immort restrictions to meet emergency requirements. 


“née worling crouv is to prepare a factual analysis of 
US ana worlc merket conditions affecting particular commodi- 
ties ana an expert determination of whether tariff adjust- 
ments uncer vresent circumstances would have cesirable or 
undesirable effects on the defense program and the general 
US national interest. It is recommended that the group 
limit its study to a relatively short list of commodities, 
orobably about 100, at this time. Commodities selected 
for study should be those which are: 1) on the current 
.ist of stratcgic and critical materials for stockpiling 
or are in short supply and of sicnificance tc the defense 
program; or 2) are imvorted in sufficiently large quanti- 
ties to have an important effect on the US orice level and 
cost of living. The groun is to prepare a recommendation 
on the form of legislation most desirable for effectuating 
its factual recommendations end on yrovision for reinstitu- 
tion of existing tariffs. 
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JAPANESE ACCESSION TO THE Admission of Japan to the 
WHEAT AG..cEMENT APPROVED International Wheat Agreement 
was finally approved at the 
Fifth Session of the International Wheat Councii, which 
was held in London the middle of June. Japan's application 
for accession to the Agreement was first considered in 
November 1949. The British, concerned with possible reduc- 
tion of availabilities to the UK from non-dollar areas if 
Japan was accepted, sought to have a condition included 
in a Council resolution or to secure assurance directly 
from the Japanese Government that Japan would import only 
nominal quantities under the Agreement from Australia. 
This was opposed by the US as contrary to the multilateral 
character of the Wheat Agreement. The difference could 
not be resolved and the UK with some support from other 
importing countries vetoed Japan's accession. At the 
recently concluded meeting the UK reversed its position 
and the Council voted unanimously to accept the ayplica- 
tion of Japan for membership with a quota of 500,000 tons. 
At the same time, the UK withdrew its previous conditions 
attached to the affiliation of the Federal Republic of 
Germany and Spain. Canada and the US will supply the 
ouantities allczated to Japan. The application of the 
Hashemite Kingdom of Jordan for accession was deferred 
until the next session. In the meantime, however, the 
importing countries will consider the possibility of 
some adjustment in their quotas to take care of Jordan's 
needs. 





The other major accomplishment of the meeting was 
the withdrawal by Canada of its request to permit ship- 
ments made in August, the first month of the third Agree- 
ment year, to be counted against her quota for the second 
year. 


Another meeting will be held before the end of 
the crop year, July 31, to elect a chairman and vice 
chairman and to consider a proposed resolution for the 
transfer of auantities under the Agreement. 
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RESULTS (F FAQ Before adjourning on June 23, the FAO 
COUNCIL WEETING Council adopted an economic report which 
conSiaers the problems of full employment, 
land tenure, migration, land settlement, technical assist- 
ance and international investment. Included in this report 
was a resolution on rural electrification introduced by 
Yugoslavia, asking the Director-General] to consult ECE 
and other regional economic bodies concerning the studies 
already underway on that subject, in order to determine 
FAO's role in such ~Sudies. The final report was satis- 
factory to the US and will be submitted in the fall to 
the FAC Conference, the full governing body of FAO. In 
addition, the Council approved a budgetary and administra- 
tive report, considered and commented on the report of the 
Conference Committee, which dealt with programming and 
budgetary matters, and agreed to refer a report of the 
Committee on Commodity Problems to the Conference. An 
item was later added to this Commodity Problems report 
celling for a continuous study by the Director-General 
of the impact of rearmament or other factors on the supply 
of chemicals and other agricultural requisites, although 
the US expressed concern over the effect of such a study 
on the budget z..d staff of the Secretariat. 


The Council nominated Hr. Norris E. Dodd as Director- 
General of FAO for another term, and Mr. Mudalier of India 
as Chairman of the Council. While refusing Brazil's _ 
tc submit the nomination of Mr. DeCastro for Chairman o 
the Cour.cil, the Council agreed to report to the Conference 
that Mr. DeCastro is also a candidate. 


Cooperation aa UN Over objections from the Indian 
delegate, the Council considered what the FAO should do to 
take account of the General Assembly resolution. "Uniting 
for Peace", and the subsequent resolution of ECOSOC. It 
decided to call the particular attention of the Conference 
to this problem and to instruct the Director-General to 
discuss with officisls of the UN, appropriate wording for 
both an amendment to the FAC agreement with the UN and a 
resolution pledging cooperation of the FAO in the event of 
an Assembly request arising out of an emergency. Both texts 
will be submitted to the Conference so that it may choose 


between them. 


Other 
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Other Action The Council agreed that the serious 
threat of locust migration warrants international coopera- 
tion, and recommended that the Director-General explore 
with interested governments appropriate measures toward 
the following ends: the collection of information on the 
general locust situation and locust control efforts of 
countries concerned; assessment of overall requirements 
in equinment and technical assistance needed to bring the 
locust situation under control; fu: ther coordination of 
nationai efforts; and assistance to member governments in 
obtaining aia from countries in a position to offer it. 
The Council recommended that the Director-General give 
this problem high priority within the regular technical 
assistance prozrams of the FAC. 


The problem of migration was discussed with a view 
toward preparing a comprehensive renort of the Council's 
views suitable for consideration by ECOSOC. 


Divergent views were expressed on land reform, but it 
was agreed that the FAO could not take definitive action 
until after the UN experts' report was examined and debated 
by ECOSOC. The US presented no definite proposals on this 
subject, but made a brief statement supporting the general 
idea of land reforn. 


The next meeting of the Council is scheduled for 
November 12, and the next Conference session is tentatively 
set for November 19. The Drafting Committee (US, UK, France, 
India, Italy, Brazil, Australia) will meet November 5. 


SECRET 
* * * 
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FCN TREATY Witt ISRAEL he Treaty of Friendship, Commerce 


READY FOR SIGNATURE SOON and Navigation with Israel, the 
negotiation of which was commenced 


in April of last year on the initiative of the Israel 
Government, is expected to be ready for signature shortly. 
The text agreed to in the Washington discussions is reported 
to have been approved by the Israel Cabinet; and the signing 


ceremony 
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ceremony can be arranged as soon as preparation of the 
Hebrew translation and engrossment of the signature texts 
are completed. t will be the first instrument of its kind 
entered into by Israel, and the sixth by the US since the 
war, 


The text as it stands follows the Department's current 
Standard draft without significant qualification; and it may 
be considered in substance the most satisfactory so far 
negotiated. During the negotiation the Israeli stressed 
their desire that the treaty be of maximum efficacy in 
attracting American investment capital to Israel, and this 
factor undoubtedly influenced their favorable resvonse to 
the Department's proposals. 


The nrincipal innovation, as compared with earlier 
treaties of the post-war series, is a restatement of the two 
major establishment articles (those having to do with the 
basic right of persons and companies to engage in business 
and non-profit activities). This restatement, which it is 
planned to use in future negotiations with other countries, 
is designed to increase the measure cf protection afforded 
the so-called sensitive activities (i.e., those which, because 
of domestic »olicy, are excentcd from national treatment), to 
clarify intent, and generally to increase legal sufficiency. 


The vrincinal issue that emerged during the negotiation 
had to do with Israel's desire to reserve full right to 
grant customs preferences to all Asiatic countries formerly 
part of the old Ottoman Empire. The Israeli argued that it 
was in the interest of all that they retain freedom to develop 
whatever trade arrangements might prove necessary or expedient 
to restore neace and fruitful economic intercourse in the 
Near East area. The Department maintained that preferences 
should be recognized only to the extent contemplated in 
the GATT: viz, they should be limited to the Lebanon-Syria- 
Jordan area, where a pattern of preferences actually existed 
in the recent past, and the margins of preference allowable 
should be no greater than those existing on some selected 
cut-off datc. This issue was resolved by an Israeli 
accommodation to Department's views. Correspondingly, 
Israel's objection to the Department's standard GATT 
reservation--which under present circumstances of US member- 
ship in GATT, and Israel's non-membership, would permit the 


US 
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US to discriiinate against Israel trade--was met by the 
introcuction of an amenawent allowing denunciation cf the 
principal MFN obligation of the treaty in the event that 
the right to discriminate under the GATT reservation were 
ever invoicec. 
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CONFIDENTIAL 
INTEN@ALLIZD REPARATICN The Inter-Allied Reparation 


AGENCY'S FINAL Rorcrt Agency, established in 1946 in 
accordance with the Paris Agreement 
on xeparations, is completing its finel report for submis-— 
Sica to the governments of the 19 member countries. This 
report has been appruved by the IARA Assembly by a vote of 
16 to 2, with one delegate absent. The views of the dis- 
senting members, Albania and Czechoslovakia, will also be 
transmitted to the governments, althorgh not as part of 
the revcrt. This dissent resulted from the Assembly's 
refusa] to acont three amendments to the majority revort 
because they involved policy questions outside the scope 

of IARA. The majority revort outlines the history of the 
reparations »rogram, the accommlishments of the Agency in 
the distribution of German renarations, and the vroblems 


which it has been unable to solve. 











The Yalte anc Potsdam Agreements nrovided that Germany 
should make revaration in kind for Allied losses. during the 
war and that such reparation claims of the western allies 
should be met’ through the removal of equipment from the 
Western zones of Germany and from appropriate German external 
assets and merchant shipping. The Paris Agreement of 1945 
set out the percentage shares to be allocated to each coun- 
try, cutlined general principles to govern the distribution, 
and established the Inter-Allied Reparation Agency to carry 
it out. The general principles outlined in the Agreement 
for the allocation of industrial capital equipment take 
into account the degree of urgency of the neec to repair 
reconstruct or restore the economy of the countrics seeking 
each items; the extent to which these items can replace the 


destroyed 
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Cestroyed or worn ovt vronerty; the relation of items to 

the zeneral pattern of the claimant's prewar economic life 
and »rograns for its vostwar economic adjustment or develop- 
ment; and the requirements of countries whose renaration 
shares are small but which are in ne«d of certain specific 
items or categories of items. ss 


The Soviet share of German reparation included the 
survlus industrial canital equipment in the Eastern Zone 
of Germany, German external assets in Bulgaria, Finland, 
Hungary, iitumania and Eastern Austria, one third of German 
merchant shipping and 25% of the industrial ccuipment from 
the Wesccrn Zones designated as surplus by the Allied Control 
Council. Therefore the claims of the Allied Governments 
which are members cf IARA were to be met out of the-remain- 
ing surplus industrial equipment in the western Zones, 
German external assets within their own jurisdictions and 
in neutral countrics, the remaining two-thirds of German 
merenant shipning, and reciprocal deliveries by the USSR 
of commodities equivalent to 60% of the value of the indus- 
trial ecuinment it would receive from West Germany. The 
Paris Agreement turned over to each member country the German 
assets within its jurisdiction with the understanding thet 
the value of such assets would be charged against its share 
of reparations. w#W.th respect to German external assets in 
neutral countries, the Paris Acreement provided that the 
US, UK ana France vould negotiate agreemcnts with the 
government concerned for the disvosal of these assets and 
that the net »vrocecds therefrom would be made zvailable to 
IARA as reparation. Accordingly the trivartite governments 
have conciuded agreements vith Sweden, Spain and Switzerland, 
and discussions with Portugal are still in process. The 
agreement with Spain is being implemented; anc negotiations 
arc now under way for implementation of the Swiss-Allied 
Accorc. The Paris Agreement also provided for the distribu- 
tion of German merchant shinning not in accordance with 
the proportions set forth in the Agreement but in proportion 
to the war losses of shinning of.the various countries, on 
the understanding that no member's receipts in this connec- 
tion should exceed its share of this category of reparation. 
Because of the special provisions for the distribution of 
German external assets and German merchant shipping, and 
because the amount and value of other forms of reparation 
turned out to be much less than originally envisaged, some 
member countrics have received more than their proportionate 


share 
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share of the renarations distributed and others less. 

Since IARA not only did not reguire repayment for these 
overdrafts but also did not exclude ovendrawn states from 
further allocations, the Agency has not been able to ful- 
fill its task of ensuring that each of its members received 
its »roportionate share. 


The Inter-Allied Reparation Agency has distributed 
to date almost 9530 million worth of German reparations, 
computed on the basis of the 1938 US dollar, and expects to 
receive a further $27 million worth of assets for distribu- 
tion. Of this total, the US has received the largest share, 
#123 million; the UK the next largest share, $101 million; 
and France the next largest, $84 million. the shares of 
these assets received by Belgium and Luxembourg were approxi- 
mately the same as the proportions established in the Paris 
Agreement. However, Canada and New Zealand received less 
than half of their provortionate shares, while the Union 
of South Africa, Zzypt and Denmark received from three to 
fourtecn times their resvective shares, 


CONF IDENTIAL 


* * * 


RESTRICTED 


FIFTH SUSSION OF # The Fifth Session of the ICAO Assembly 
Tu, ICAO ASSEMBLY adjourned June 1€ in Montreal. While 

the Session was vrimarily concerned with 
budgetary and administrative matters, the Assembly adoptcd 
a resolution to cooperate with and to render all possible 
assistance to the principal organs of the UN with respect 
to matters within the competence of the organization directly 
affecting international peace and security, as contemplated 
in the Convention on International Civil Aviation. Spain 
was clected a member of the Council for the remainder of the 


current term. 
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TIGHTONED SECURITY EXPORT In view of requirements. of 
COPERC Lo TO 52 DISCUSSED recent and possible future 
legislation, the US Government 
is undertaking discussions with all countries receiving 
US economic aid in an effort to reach agreement to extend 
end tignten existing security exvort controls so far as 
consistent with broad security interests of the US and 
other free nations. Representatives of the governments 
which may be affected by the Kem Amendment (see page 1, 
May 28, 1951 issue) have already been informed of the 
amendnent ! s requirements end asked whether they can certify 
that the listed goods are not being shipped to the Soviet 
bloc. They have also been advised that further consulta- 
tions will be held. As one of the first stevs toward 
obtaining tightened controls, the US will discuss its pro- 
posals with the UK and French Governments in order to:con- 
cert _views to the extent possible before soup, LE multi- 
ral discussions in the Consultative Group. Yj. 
UMM Z 
in implementation of the security controls resolution 
adopted at the Latin American Foreign Ministers Meeting, 
we have asked our imbassies in Latin America to initiate 
necotiations with local governments to determine the extent 
to which each will proceed in developing export controls. 








Legislative Recuirements The Kem Amendment to a recent 
Suovlemental apvrop riations act forbids the granting of US 
economic or financial assistance to any foreign government 
which continues to ship to the Soviet bloc, inciuding 
Communist China, materials which the US embargoes to such 
destinations plus those commodities which the Secretary 
of Defense finds may be used in the manufacture of arms, 
armaments or military materiel. Exceptions may be made 
upon an official determination of the National Security 
Council that such exceptions are in the security interest 
of the US. The douse Foreign Affairs Committee has now 
approved the “Mutual Assistance Control Act of 1951", the 
so-called Battle Bill. If adopted, this measure would» 
renlace the Kem Amendment as permanent law and, unlike 
that amendment, would be applicable whether or "not the . 
US is actually engaged in hostilities. The proposed bill, 
which includes military as well as economic and financial 
assistance, covers a less extensive and more exniicitly 


defined 
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defined list of items to be controlled. At the same tine 

it limits the Administration's discretion in that no aid 
can be given countries sending arms, ammunition and imple- 
ments of war to the Soviet bloc. In the Department's 
ovinion, the proposed legislation, with a few modifications, 
is in accord with foreign policy objectives of the US. 


Trinartite and Consultative Group Negotiations In the 
trivartite discussions, which are scheduled to begin in 


London this week, and in the immediately following Consulte- 
tive Group Giscussions, we hope to reech agreement on a 
framework of controls which can more easily be defended 
under requirements of this legislation. It is the view 

of the interested US agencies that in the negotiations. 

the US should seek to: 1) eliminate the relatively small 
remaining disparity between International List I and the 

US list of items of primary strategic importance; 2) clarify 
conditions under which exceptions to the embargo rule may 

be justified, especially as to prior commitments; and 

3) tighten controls over items of secondary importance. 


The residual items in the US IA list have been reviewed 
by interested agencies and the US will reauest embargo of 
those items it considers of primary significance. The US 
also wishes to reach agreement on more exnlicit criteria 
for determining whether exceptions to the general rulc 
of embarzo, on grounds of hardship or vrior commitments, 
are clearly justified in mutual security interests. It 
is our view that hardship exceptions showld only be made 
fter mutual consultation and only when an exporting coun- 
try would otherwise lose supplies from the Sovict bloc which 
are csscntial to its defense effort and which cannot be 
obtained from the West without unduc sacrifice. In conncc- 
tion with prior commitments, it is the US view that excep- 
tions for List I goods should be made only if an official 
comaitment of a government is involved and if -the govern- 
ment renorts the particuler exception is necessary for 
syecific reasons such as those which would govern in 
situations of hardshiv. ra 


We hove to reach firm trinartite agreement, then 
Consultative Group agreement, on principles and procedures 
for handling the quantitative control problem as well as 
disposition of individual items. We hope to get agreement 


on 
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on the following principles: 1) exports of List II items 
to the Soviet bloc should be limited with full regard to 
cue strategic importance of the item and to the objective 
ct »nreventing any increase in the Soviet war potential; 
ana 2) as a general rule List II items should be exportec 
oniy in quantities required to ensure continuation of essen- 
tial imports. We are suggesting the upgrading to the 
eubargo list of items on-List II which meet the svecific 
embargo criteria and downgrading to List III, for a con- 
tinuea exchange of information and prevention of excessive 
shinoments, of items which do not meet List II criteria. 
For residuel List II items, we suggest the establishment 
of specific avantitative limits where possible, with a 
zero cuota in certain instances. Where available informa- 
tion does not permit accurate judgment as to quantitative 
limits, exports should be permitted only to the extent 
required in order to obtain essential imports and these 
exports should be licensed only under officially approved 
trade agreements or barter arrangements and then only 
where it is clear lower strategic rating goods can not be 


substituted. Hl 









7 


DECLASSIFIED FOR PUBLICATION IN FOREIGN | 
RELATIONS OF THE UNITED STATES 


oy 


E 

















pe Yee BEST COPY AVAILABLE 
a 


Bilateral negotiations with Switzerland will be re- 
sumec July 2, at which time Switzerland is to outline its 
»2osition on controls and present an analysis of List I 
ex ort statistics. The US objective in these negotiations 
is to obtain as complete as nossible de facto embargo 
of List I items, backed by some acceptable form of assurance 
that sucn goods will be denied the Soviet bloc. We expect 
snat it may be difficult to convince the Swiss of the need 
for official written assurances anc our inability to accent 
assurances based on the vossible effectiveness of voluntary 
orivate action. It may also be difficult to substitute 
for the Swiss concept of normal trade some other definitive 
and snecifie formula which will have the effect of an 
embargo to the Soviet bloc of List I goods. 


Latin American ecmnEeral Our Embassies in Latin 
America have been asked to initiate negotiations to deter- 
mine the extent to which each of the Latin Américan Renublics 
will develo» exnort controls that will prohibit the export 
or Giversion of strategic and essential materials moving 
from or through the country to the Soviet bloc. This action 
is being taken to imolement the "Economic Defense and 
Security Controls" Resolution XV passed at the Foreign 
Ministers meeting. On grounds of mutual security interests, 
we consider that the Latin American countries should adont 
exvort controls as similar as possible to those applied 
by the US. These in effect would insure that Positive List 
materials produced in Latin America, which in most cases 
are in short supply and required for the defense of the 
free world, are not diverted to Soviet-controlled areas. 

As a minimum, export controls by the Latin American Republics 
should be such as to control effectively shipments of the 
followins types: 1) direct exports of domestic goods; 

2) indirect shipments of domestic exports; 3) re-exports 

of foreign goods; and +) transshipment of foreign goods. 

The Latin American governments will not be asked to terminate 
existing commercial commitments, but it is proposed that 
controls should, as far as it is feasible under existing 
trade agreements, be instituted to prevent commodities on 
the US Positive List from reaching the Soviet bloc. Exports 
to Hong Kong and Macao should be checked to minimize the | 
likelihood of transshipment to Communist China. 


* * * 
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POLICY Ol LMERNATICNAL The Foreign oupply and Requirements 
COM OD I"Y AGREE. STS  § Committee (FSRC) has accented a 


working groun renort on the US 
attitude toward international commodity agreements. The 
renort coes not renresent a change in policy, but olarifies 
our existins atiituce. It reiterates the present US nolicy 
of willingness to consicer international commodity arrce- 
ments which woule conform in their structure and oneration 
ang »rincivles to Chapter VI of the International Trade 
Orcanizetiion Charter (ITC) and which would be consonant 

with the JS narticination in the GATT. Under the vrincinles 
of Chenier VI, an intergovernmental conference may be con- 
venec sor negotiation of an international commodity azgree- 
ment when a surplus of any primary commodity has developed 
or is expected to cevelon, which is ex»ected to cause hard- 
siin. Under the ITO principles any control agreement must 
inclece: 1) assurance of the availability of adequate sun- 
~lies at orices which are fair to consumers and provide a 
reasonable return to »roducerss; 2) opportunity for all 
countries to xarticinate; 3) ecuality of power between 
imoortiin: end exvorting countries in the operation of the 
agreement; 4) provision for increasing opportunities to 

meets requirements from the most economic anc effective - 
sources; 5) ~rovision for requiring participating countries ~ 
to acont vrozgrams of internal adjustment to insure vrosress 
toward solution of commodity vroblems involved; and 6) a 
€uration of not more than five years with »nossible renewal 
for a sinilar »veriod. The FSxC paver mentions that, in 

the Wheat Acreement anc in more recent discussions of 

other vossible agreements, provision 5 has been subject to 
quite liberal interpretation, and that the vrerequisite con- 
cerning on existing or vroscective burdensome surplus has 
not been inter»vreted to »vreclude the nossibility of nego- 
tiating a control agreement during a >erioc of short 

sunoiy if a future surolus is anticivated. 





Definition of the Term As the term is usea in the 
FSRC neper, “a lons-term international commodity agreement" 
is considered to be a formal arreement among the governments 
of oroducer ana consumer countries for a period of several 
years in which vrovision is made for pveriodic mutual agree- 
ment on the probable mrket for the narticular material 
end its division among the verious producing countries for 
e svecified neriod., The term does not include international 
allocation arrangements such as those currently being 


considered 
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considere’ by the International Materials Conference, nor 
does it include unilateral guarantees by consuming coun- 
tries to »urchase un to a maximum quantity at a floor vrice, 
It coes definitely include, nowever, the concent of limit- 
ing sierket sunply in producing countries by governmental 
ection in conforuity with an international agreement. 


Reasons for Maintaining Present Position In consider- 
ing any change in the criteria for agreements, thought was 
given to the d:nger of making any maior breach in the 

basic US nolicy nosition which cpposes artificial barriers 
to, and limitations of, international trace. The »rimary 
feature of cn international commodity agreement is that 

it vermits intergovernmnental accentance of artificial 
barriers to trace by slacing limits on price movements 

and by restricting vroduction or shinments as a means of 
dealing with a surplus vroblem. Such an agreement is 
likely, therefore, to limit production of the particular 
commodity involved, rather than to increase it. Furthermore, 
there are other and more effective devices for stimulating 
ynroduction by assuring future minimum prices, such as 
airect contracts with individual foreign producers by 
Government agencies or »rivate buyers, or unilateral 
puarantees of minimum vrices for a long period of time. 








Consideration was aiso siven to the vossible useful- 
ness of US concurrence in commodity agreements as guid 
»ro guos fur other immediate measures desired by the US, 
but it was decided that only in tin and rubber would such 
an agreement have a bargaining value, and one vrectical 
disacvantage to such a device is the time involved in 
negotiating a commodity agreement. Furthermore, other 
means miztht be more useful, such as an offer of priority 
assistance for svecific US exvorts. 


The working group gave thought to the possible 

stabilizinz effect on rrices of international commodity 
agreements, but concluded that it is extremely question- 

able whether these asreements would have a stabilizing 

effect on »rices. Several difficulties in negotiating 

noint up this fact. In the first place, if the agreement : 
is to include ail major producers anc consumers, there \. 
may result such a wide range between floor end ceiling | 
prices as to weaken the stabilizing force, Furthermore, 
a dissatisfied low-cost nroducer can remain out of the 


agreement | 
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agreement and scuttle it, while in neriods of high demand, 
hicgi-cost countries can sell at above-ceiling »rices. The 
cvestion also arises of how to treat Comaunist-dominated 
countries under such agreements. The disposition of buffer 
stocks woulda also present practical problems. 


Future Action Specific materials in which an agree- 
ment micht be advantageous can only be determined by careful 
analysis of conditions surrounding each material. The 
President's Materials Policy Commission plans to review 
the present US position on international commodity arfree- 
ments botn in general and with specific regard to narticular 
materials. The results of this survey are exnected to be 
available by the end of this calendar year. The FSRC reconm- 
mendec that the Presiaent's Commission also examine criti- 
cally the relative merits of international commodity agree- 
wents as compared with otiuer methods of encouraging long- 
range exnansion of the vroduction of particular commodities, 
and that, at a future date, the FSRC shoula review its 
present »olicy in the light of any recommendations from 
the Commission or future determinations by the FSRC itself. 





* * » 


i ZDAV AND AVIATION necent aviation discussions between 

LUDED ne US and New Zealand and Australia 
. Gic€é not result in our obtaining 

traffic rights at Aucklanc on the Auckland-5ydney route, 

as we had honec,. ‘The discussions dic, however, resuit in 

a removal of the cifficulties the US has re»veatedly haa to 

combat regarding the present syur service between Nandi, 

Fiji Isiands and Auckland. 





Background we asked for discussions since we con- 
sidered the adontion of an amendment to the US-New Zealand 
air asreement, vermitting us fifth freedom rights between 
Auckland and Sydney, to be in the interest of vroviding an 
im>rovec and more econcmical eir service between the US 
ana New Zealand. The PANA/( trans~Pacific service operates 
at a substantial loss involving considerable pudlic ex ense, 
this beins to some extent a reflection of the inefficient 
character of the nresent routing. We felt it rezsonable 
that PAIiAM should be able to cut this loss by filling the 
seats that micht be available between Auckland and Sydney. 


Also, | 
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Also, we consider the establishment at this time of the 
best possible system of air communications in the Pacific 
area important to all those countries. 


New Zealand has, however, tenaciously adhered to the 
principle of regionalism in the aviation field and has 
given overwhelming protection to its regional carrier, 
Tasman impire Airways, Ltd., (TEAL) which monopolizes the 
Auckland-Sydney trans-Tasman route. New Zealand considers 
as vitally necessary the maintenance of a strong regional 
air service which can be depended upon in time of emergency. 
The UK firmly supported the New Zealand attitude of with- 
holding fifth freedom rights at Auckland. 


The traditionally restrictive position in the aviation 
field maintained by Australia was evidenced in discussions 
with that country. On the whole, the Australians were not 
as concerned with protecting the regional operations of 
TEAL as with restricting the compctition in the Pacific area 
which would result from granting further fifth freedom rights 
to trunk operators, ‘he British Commonwealth Pacific Airline 
(BCPA) which operates the Australasian-North American routes 
is Australian controlled and registered. It operates in 
competition with PANAM in the Pacific area and, we fecl, is 
receiving advantages which, on balance, excced those afforded 
PANAM under the present arrangements. 


US Position The US has been increasingly concerned 
during the past few years with the public support required 
to sustain its US-Australasian air services. This particular 
route is one of low traffic density and profitable operation 
seems to be out of the question unless our airlines are given 
a better opportunity to tap their full traffic potentials. 
Providing part of our air services to Australia via New Zealand 
with the opportunity to carry fifth frecdom traffic between 
the two countries would go a long way toward solving this 
problem. We believe fifth frecdom rights to be a concession 
that must be granted trunk operators such as PANAM by coun- 
tries spyecializing in regional operations if the world is to 
derive maximum benefits from trunk operations. In this par- 
ticular case, the capacity provisions of the agreement would 
amply safeguard TEAL from excessive traffic diversion. 
Furthermore, we desire trans-asman traffic rights so as to 
give PANAM as equitable an opportunity to compete for fifth 
freedom traffic in the Pacific area as BCPA enjoys. The intro- 
duction of improved: equipment (stratocruisers) on the US- 
Australasian route indicates in part our desire to offer the 
travelling public an opportunity to benefit from the advances 
already made in the aviation field. 


Commonwealth 
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Commonwealth Position Despite argurients set forth by 


the US revresentatives in fever cf granting us fifth freedon 
rizhts av Auckland, ilew Zealand representatives continued to 
maintain their »rotective nosition toward YEAL. They believe 
. that to.onen trans-Tasman traffic to cther countries at this 
time weuld be the death of the iiew Zealand line. Also, they 
regerc it essential in times of emergency to have the air- 
cratt, engineering capacity, workshon capacity, ami the 
traineca staff to satisfy New Zealand's vital need for an 
adequate Australian-New Zealand eir connection. Furthermore, 
they teel that ToalL is in ne nosition to meet competition 

or. the trans-Tasman route with its present outmodec ecvinment. 
And, far from the least consideration, is the fact that 
eranting of suen rights to the US would involve similar con- 
cessions to some i5 other governments. The New Zealanders, 
cvhererore, consiaered such ection out of the question. 


the Arstralian representatives anneared to be more 
fevorevly inclinec toward cur route request than did the 
New Zealancers. Althovwsh ovr discussions with the Australian 
officials were relativeiy inconeliveive, it &s pretacia thet 
their ultimate cecision will be in line with that of liew 
Zealanc. Australia ay request a review of the statistical 
history of operations under the nresent US-Australia bilateral 
‘in order to ascertain how tne equities established at the 
time the avreement was negotiated have worked out in 
mractice. It is not anticinated that this wiil preceae 
their decision on our route request, however 


Ovtconic of Discussions The ciscussions resulteu in a 
clarification or the twice weekly Nandi-Auckland spur service. 
Also, New Zealanc cffered to make the foliowinz amendments 
to the present sgreement: 1) the vrivilege to operate to 
and from a voint beyond New Zealand as western starting and 
terminel »oint of service; 2) the vrivilege to carry through 
Aucklanc treffic comins from anc destined for a voint beyond 
New Zealand; 3) es far as this through traffic is concerned, 
the pt *ssaeee to land at Auckland for non-traffic purposes; 
end +) through nassengers shall not be entitled to stop over 
at Auckland. Although these vrovisions grant us neither 
traffic nor ston-over rights at Auckland, the New Zealanders 
regarag them as real concessions. During the lest few years 
we have unfailingly insisted on being granted fifth freedom 
rights over all routes we have obtained from foreign govern- 
nents, Whether we will find it necessary or desirable to 
deviate from that policy in connection with the trans-Tasman 
route is a mattcr yet to be resolved. 





* * * 
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FIRST AGREEMENT FOR REIMBURSEMENT The first agreement for re- 


OF US LOGISTICAL SUD>PORT in KOREA imbursement of the US for 

logistical support furnished 
to UN forces in Korea has been signed with Sweden. Under this 
agreement Sweden agreed to pay in dollars for US logistical 
support to the Swedish Red Cross field hospital which has been 
providing medical care to UN forces in Korea since its arrival 
in Aorea in September 1950. In coimection with this agreement, 
Sweden has made a payment of about $650,000 to cover substan- 
tially ell of the materials and services received by the hospital] 
unit until the end of 1950. Additional payments will be made 
on a regular basis as vouchers are submitted by the US and ap- 
proved by Sweden. Negotiations for similar agreements are now 
under way with all of the other countries participating in the 
Korean action except Colombia, Ethiopia and the Union of South 
Africa and negotiations with these countries will be initiated 
in the near future. 





The US hes undertaken to provide UN forces in Korea with 
necessary materiels, facilities and services which they are 
unable to furnish for themselves. The valne of such support 
totalled $72 million as of May 31, and about $9 million worth 
of supplies ana services are now being furnished per month, ; 
with additional amounts for the initial equipment of new partici- 
pants. The degree of such support varies from mecting virtually 
all lozistical reavirenents, in the case of tne Philippines for 
example, or simply providi:.g specific items as in the case of 
the UK. It has been our nolicy to reach an understanding in 
principle, at the time arrangements are madc for the partici- 
pation of a country's forces in Xorea, that the US would be 
reimbursed for logistical supporé in accordance with terms to 
be worked out subsequently. These latter negotiations are 
now under way, based on 2 standard form of agreement which 
calls for current payment in US dollars. However, it is recog- 
nized that we may not be able to obtain an agreement specifying 
current dollar reimbursement in full from all countries. In 
view of the financial position of some of the participating 
countries, it may be necessary to permit some variations from 
the standard formula, such as payment in foreign currency, where 
the US has effective uses therefor; payment in installments; 
or, if necessary, formal agreement on the principle that there 
will be a scttlement, leaving the terms of such settlement for 
future negotiation. By Presidential exception, no reimburse- 
ment will be requested from India. 
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US RESPONSE TO UK PROPOSAI In response to a request from 
ON COMMODITY PRICE TALKS the British Government to hold 

ciscussions with us on the 
Stabilization of commodity vrices, we have expressed our 
willingness to have informal talks with the UK as part of 
the normal interchange of views beireen two governments, but 
we have firmly emphasized our conviction that a multilateral 
aoproach to the raw materials price problem must be main- 
tained. The UK wishes to hold these discussions with a 
view to reaching agreemer:t over as wide a field as possible 
on provosals to be pvt forward subsequently to the IMC 
Commodity Committees or other appronriate international 
bodies, and have suggested that following the preliminary 
talks, the subject should be taken up at the Ministerial 
level. The British aide-memoire expressed Britain's con- 
cern over tne cangers inherent in the world wide inflationary 
pressures on raw materiai supplies, but it is probable the 
British were also motivated by their deteriorating balance 
of payments position, resulting from the high cost of 
imports cousled with a relative decline in the price of 
their exports. 


In line with our emphasis on encouraging a multi- 
lateral approach to raw materials matters, we reaffirmed 
in our reply our confidence in the work of the Comnittees 
of the IMC, and stressed the primary importance of working 
out solutions to the price problems through that organiza- 
tion. We brought ovt strongly our belief that it would be 
disadvantageous to our interests, to those of the UK, and 
in fact to the success of any multilateral approach bo 
this problem, if the impression should be received abroad 
that the US and UK were seeking by bilateral agreement 
to arrange solutions of raw materials problems, or to 
force down the prices of raw materials. 


In the light of these considerations, we expressed 
the opinion that Ministerial discussions would be undesirable 
and are unnecessary, but agreed to an informal exchange 
of views, which is expected tc commence this week with as 
little publicity as possible. 


FOREIGN 
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FOROIGH ACCULIJLATION The Foreign Supplics and Require- 
OF COMMODITY STOC3S ments Committee recently apnroved 

a nolicy statement on the US atti- 
tuce toward foreign accumulation of commodity stocks, 
intendec Sor the guidance of US revresentatives in the 
International Materiais Conference, domestig mobiliza- 
tion agencies, and our dinlomatic and economic missions 
abroad. In this instance, the vroblem is not "stock- 
niling" in the narrow sense, but rather refers to 
extra-normal accumulations generally, held by consumers, 
tracers and manufacturers, as well as government agencies. 
There are at least four general groups of commodities 
for which the problem arises in different form: 1) ‘bulky, 
non-nerishable foods and animal feedstuffs; 2) major 
industrial raw materiels; 3) bulk fuels, »crimarily petroleum 
and coal; and 4+) special industrial raw materials, which 
are both scarce and strategic 





The problem has been with us since as early as 
March, 1950 when the question was raised in NATO with 
rerard to strcetegic materials In the late months of 
1950 Italy »ut forward a program for accumulation of 
foods anc feedstuffs, and exnerience with recent develo>- 
ing shortages has stimulated the interest of other coun- 
tries in the nrotective value of additional stocks of 
industrial raw materials. Finally, the shipping shortase 
of recent months has brought suggestions of building 
un buffer stocks of both coal and petroleum. 


In formulating our volicy, several conflicting 
considerations were weighed, including shipping pressures, 
danger of losses, civilian welfare, safety level stocks, 
strategic stocks, conservation objectives, and provision 
of storage facilities 


US Policy We regard government-controlled stock- 
piles of militarily strategic materials, held by us 
and by friendly nations as a combined bulwark to the 
common defense undertaking of the free nations. However, 
since the US is the princival industrial and munitions 
producing center of the free world and enjoys unusual 
geograrhical security, the major portion of such stocks 
should logically be hela in the US. It is believed 
that the existence of strategic stockpiles in the US, 


combined 
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combined with the mutual apnlication of equitable noli- 
cies soverning the distribution of materials, shovld 
minimize the need for abnormal commercial stocks amonz 
the free nations. Such policies should also aid directly 
in the stabilization of world prices by reducing the 

need to acquire large stocks as a vrotection against 
interruptions in »nroduction. Their annlication should be 
accompanied by restraints on commercial inventories and 
on less essential end-uses. 


flilitary considerations dictate that only minimal 
stocks of scarce and strategic raw materials should be 
held in areas of createst danger of loss by notential 
enemy action, with access to suvporting quantities held 
elsewhere, Not only the loss of supplies to the free 
worla must be kept in mind, but their notential value 
to an enemy in case of capture. 


We understand the need for free nations ex»o0sed 
to reauctions in svyplies in event of war to acquire 
ebove-normal stocks in »roducts essential to civilian 
welfare, such as bulky, non-nerishable food products 
and bulk fuels. Such stocks may be of great importance 
in maintaining civilian welfare in the early phases of 
awar, and in vermitting the use of shipping facilities 
for other yurposes. But the extent of US assistance in 
acqviring such stocks or expanding production in food and 
fuel must necessarily be limited by the feasibility of 
~roviding sufficient storage facilities, ana by the limits 
of shipping availability during the stock-accumulation 


yeriod, 


Although the US stockpile is in effect a protection 
to the entire free world, we recognize that certain 
"Nhave-not" countries and countries with key fabricating 
industries will wish to accumvlate stocks for their own 
yrotection against a sudden reduction or failure in 
supply. The nature and size of such stock accumulations 
should be based on careful consideration of the strategic 
risks involved. Cooperative action emong the free 
nations in the distribution of scarce materials will, 
of course, diminish the apprehension which gives rise 
to this desire to accumulate large stocks. 


ECLA 


‘\ 
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ECLA COKCLUD 3S The UN Economic Commission for Latin America 
FCURTA SESSION (ECLA) concluded a successful session at Mexico 
City last month. The most difficult question 
concerned relationships between ECLA and the Inter-American 
sconomic and Social Council (IA-ECOSOC). Although we had 
favored stevs--such as simultaneous meetings--which might even- 
tually lead to a coordinated position on the vart of govern- 
ments belonging to both organizations, we did not press for 
such simultaneous sessions in the face of the obvious suszicion 
of the majority of the members of ECLA that this was a covert 
effort on the vart of the US to obtain merger of ECLA into the 
IA-ECOSOC, which, they suspect, is under Us domination. However, 
mrovisions were mace for closer coordination, including, at the 
Secretariat level, meetings of the Executive Secretaries twice 
a year and, at a governmental level, study of the problem of 
governmental coordination by Mr. Prebisch, ECLA Executive 
Secretary, and a revresentative of the OAS. Our delegation 
feels that the US should not take a fixed position on how sovern- 
mental coordination is to be achieved until after that stucy 
is completed. 





The delegation was satisfied with the value of the work 
of the ECLA Secretariat and-felt it should be continued. On 
other matters, we were well pvleased with the resolutions and 
believe that narticularly interesting results may be anticinatec 
from the vrojected studies on mobilization of domestic capital 
end on commercial highway traffic. 


Economic Development The subject of economic development 
was tne dominant one in the substantive phases of the meeting. 
Sixteen resolutions were approved which, in general, stress 
the role of Latin American countries in their development and 
recognize how important are their initiative, their efforts 
and resources in this responsibility. These reflect a hearten- 
ing similarity to the US view of the economic development 
nrocess. , 


One resolution recognizes the importance of vrogramming 
economic development and recommends that Latin American govern- 
ments neriodically prepare such programs. It suggests general 
and sound »rincinles for such programming and recommends that 
such institutions as the International Bank assist in preparing 
the vrograms and that these institutions retain enough flexi- 
bility in financing so that the fulfillment of these longer- 
yeriod programs can be facilitated. Finally, it recommends 
that ECLA be prenared to facilitate in the preparation of the 
orograms and in the decision as to what technical assistance 
may be needed for their formulation and accomplishment. 


The 
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The resolution on financing is particularly Significant 
pecause it recognizes the decisive importance of domestic meas- 
ures both with respect to the use of the country's own resources 
and the attraction to the country of foreign private capital.- 
While the resolution recognizes the desirability of increasing 
the inflow of foreign capital, it notes that existing sources 

of such canital, both public and private, can be used more 
extensively than they are at present and does not mention the 
neec Cor grant assistance for investment. The Executive Secre- 
tary is snecifically requested to make suggestions designed 

"to increase the rate of domestic capital formation by providing 
appro~.tate facilities and incentives for the promotion of sav- 
ings and to direct such savings into private and public invest- 
ments which help to increase vroduction and productivity and 
reduce the vulnerability of Latin American countries to external 
fluctuations." He is also asked to study and report on "the 
monetary, banking, credit and fiscal policies best adapted to 
the economic develonment neecs of Latin American countries." 

The resolution recommends that the governments adopt general 
nolicies with resvect to currency, credit and taxation which 
will contribute toward their economic development. With respect 
to foreign financing, the resolution notes with satisfaction 
that some countries have announced plans to assure t~>usfera- 
bility of earnings of private foreign capital and ur;es all 
countries to accelerate consideration of such plans and adovt 
those wnich are enprovriate. It also notes the steps taken to 
assure the continved availability of sufficient public funcs 

for financing advrovriate development projects in underdeveloned 
areas and recommends that this problem be kept under continuous 
examination so that such funds will always be adequate for 
apyropvriate nublic international lending. Adoption of this reso- 
lution was particulerly heartening in the lisht of initial state- 
ments by the Chilean delegate in which he criticized the developed 
countries because of the inadequate canital flow and in view of } 
the fact that he was the Latin American expert on the recent UN 
Committee of Experts. The sole unresolved issue in the finaneing 
resolution was a difference in view on the part of the Latin 
American countries, headed by Cuba, and the other countries on 
the apnropriateness and effectiveness of taxing foreign earnings 
only at the source of these earnings. The resolution requested 
certain determinations by ECOSOC in this regard and requests 
ECLA to report on the influence that fiscal systems of capital- 
exporting countries may have on the decisions of private investors 


in those countries. . 
The basic 


DECLASSIFIED FOR PUBLICATION IN FOREIGN 
RELATIONS OF THE UNITED STATES 














CONF IDENT IAL BEST COPY AVAILABLE 
ae , 


The basic resolution on technical assistance expresses 
the hone that these services to the Latin American countries 
will be ex»anded, out is primarily concerned with establishing 
an important role for the ECLA Secretariat in the flow of tech- 
nical assistance between the UN and individual countries. 
Another resolviion requests the establishment of an ECLA center 
for economic develonment which would involve the »vrovision of 
in-service training to young Latin American economists by 
associatins a seminar program with the formulation and carry- 
ing out of svecific country develonment »nrograms. another reso- 
lution in this field asks the Executive Secretary to seek exvert 
acvice as a basis for recommendations regarding the establish- 
ment and imorovement of centers of appliec technical research 
in Latin America. These research centers would be particularly 
concernea with the study of techniques of development more apnro- 
priate to countries with large labor suonly than are the tech- 
nigues used in the more develoved countries. 





There was also a very popular resolution which recognizes 
the acvantares to the small Central American countries of an 
integrated develonment of their economies and markets, and it 
recuests the axecutive Secretariat, with assistance..from the 
countries of Centrai America, to study means or plans for the 
vrogressive attainment of such objectives. Other resolutions 
recommend that the annual economic surveys of Latin America 
be continued on a vermanent basis, that studies similar to 
the excellent one on the cotton textile industry in Latin 
America be made in the steel, wood pulp and paper, basic 
chemicals and foodstuffs industries, and recommends broad 
efforts by member countries to improve their agriculture and 
the vosition of the farmer. 


Trade and the Defense Emergency Although there were 
frequent references in debate to the needs of the Latin American 
countries for equinment and scarce materials both to maintain 
“normal economic activities and economic develovment, there 

was a Gisposition to uccent the resolutions adopted by the 
American Foreign Ministers as establishing the basic policies. 
The most hotly disnuted question related to a resolution on 

the maintenance of purchasing power of foreign exchange 
balances accumleted durine the emergency period, which was 
directed nrimarily at the question of balances in inconvertibdle 
European currencies and the reluctance of Latin American coun- 
tries tc »vermit the use cf such balances. for the purchase of 
consumer voods, Another resolution called attention to the 


Foreign 
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Foreign Minisicrs' resolvtion on price fixing and recommended 
that the Executive Secretary examine the possibility of extendc- 


ing the consultative »roceaure to all those other countries 
wnich are principal suppliers of essential goods and equipmen%. 


Ine Commission had two excellent studies before it, one 
on the effect of tue US defense program on trade with Latin 
America and the other on US capacity to absorb Latin American 
procucts, The first referred to the difficulty in cbtaining 
Us caszital soods, put expressed the belief that the neriod, 
curing wiich US supplies ct such goods may be limited, will 
»robably not last more than a year or so. During that time 
there will be a problem of inflation, but for the moment there 
will vrobeably not be a nrotlem of intra-Letin American clearins 
anc. it is therefore not urgent to study a clearing union for 
Latin America similar. to the European Payments Union. The 
uxecutive Secretary was asked to continue the study of exnand- 
ine Le in American exvorts to the US. A vartially completed 
EC]1A-cCE-FAO study of Latin American trade with Eurove was 
submitted which appeared to include an indirect endorsement 
of long-range bulk purchasing arrangements designed to stabilize 
orices and assure supplies. However, this noint cid not come 
io for Girect discussion and an endorsement of bilateral trace 
and paynents agreenents to guarantee sunnlies for the normal 
nroecress of economies was Gropped et tne sugeestion of the US. 


There was some discussion of the integration of Latin 
American economies, with the Uruguayan celegete raising the 
subject on several occasions and referring to tne economic 
integration of Eurone. He suggested the possibility of preferen- 
tial trade agreements and his suggestion was endorsed by several 
representatives. A resolution was ado»vted designating a work- 
ing group to study cxnanding intra-Latin American trade. This 
resolution authorired the calling of a special meeting of non- 
governmental exverts on foreign trade to discuss the problen. 


Inter-American Highway The US withdrew its proposal on 
regulation of traffic on the Inter-American Uighway in favor | 
of a Mexican resolution which not only refers to the recommenca- 
tion of SCOSOC that members should ratify the Geneva Convention 
on Road Traffic but also calls for a general study of inter- 
national as»ects of the problems of autoriotive transport in 
Latin America wit special emphasis on those affecting the 

ter-American Hizhway for submission to the Commission at 


its next session. 


ECA 
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ECA BILATERAL WITH VIETNAM The signing of an ECA bilateral 


SHOULD Bs SiG.."b SHORTLY with Vietnam is exnected to 
take place within the immediate 
future. The agreement was to have been signed on June 30 
but »rocedural requirements for clearance within the French 
Union has caused a short delay. Since there has been some 
degree of sensitivity on the part of the French with respect 
to the operation of our aid program in Indochina, it may be 
necessary for the sake of cordial relations to make some 


administrative chanzes in the operation of the program. 





US policy has definitely been one of supplementing 
but not supplanting the French in Indochina. This has meant 
that the French should carry the major share of the economic 
burden, and that the US should not seek to replace or to 
oust France from Indochina or the Associated States from 
the French Union, However, there have been increasing indi- 
cations that the French believe the operation of our economic 
aid program is contrary to this policy. This fear has been 
heightened by our insistence that the ECA agreement be nego- 
tiated bilaterally. Moreover, the bilateral nature of day- 
by-day operations is in conflict with the French Union idea 
and the triangular nature of any economic relations between 
the Associated States, France, and any other power. These 
irritations have been increased by the publicity which has 
attended ECA operations, publicity which the French consider 
disproportionate to the US contribution and invidious to the 
much greater economic and military sacrifices made by France. 
While it is probably quite true that French sensitivity is 
excessive and: represents undue concern with “face", these 
feelirgs cannot be ignored if our aid program is to be effec- 
tive. Present US economic and military budget provisions 
for Indochina are minor compared with French expenditures. 
They are sufficient, however, if wrongly applied, to embitter 
French-American relations. 


French objections to the »roposed bilateral agreement 
have not been of a substantive nature. Rather they have 
taken the position that, since this is the first separate 
treaty to be negotiated and signed by Vietnam, France must 
insist on exact compliance with the consultative provisions 
set forth in agreements between France and the Associated 
States of Indochina. If Vietnam were allowed from the start, 
they argue, to sign international treaties without full prior 
consultation and approval, the foundations and future of the 
French Union would be imperiled. The French High Commissioner 


for 
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for Indochina agrees with us on the importance of early 
action on the agreement and is pressing his zovernment to 
give vrompt approval. We on our side have made “nown to 

the Frencrk Government our desire for vrompt approval, voint- 
ing out that failure to sign will vrove embarrassing in 
current Congressional hearings on aid, might result in the 
Stoppace of all economic aid to the Associated Stetes, and, 
Since the impending signature has already been announced, 
woulc have a harmful eifect on French-Viet relations and 
offer »rovasanda material to Ho Chi Minh. Our representa- 
tions to the irench Government appear to have brought results 
since they now state that a procedure has been established 
which would permit the Associated States and the Presidency 
of the French Union to communicate their approval of a 
definitive draft text with the least possible delay and 

that, as soon as approval is received, signing can take »lace. 


* * * 


> ITION FOR EXTRAORDINARY While the US remains fully 
ADMINI TIVi RAVIO CONFERENCE comaitted to the concent of 
regulated usage of the radio 
spectrum on a world-wide basis, at the forthcoming Extraordinary 
Administrative Radio Conference (ZARC) we will take the stand 
that imecdiate and full imlementation of this objective is not 
feasible for the »resent. This decision has been reached after 
more than a year oi deliberation by all elements of the govern- 
ment and industry and includes a thorough appraisal of the 
security, technicel and volitical ramifications, with due con- 


sideration to the attitudes of foreign sovernments. 








Provided for in the Atlantic City Telecommunication Conven- 
tion, the ZARC will convene in Geneva on August 16 and endeavor 
to take further steos toward implementing the Atlantic City 
Frequency Allocation Table. It will have available the find- 
ings of the series of svecialized and regional needs from 
particivating countries. 


US Position The US has been the chief proponent of the 
princivle of an engineered radio frequency list, as adopted at 
Atlantic City in 1947. However, in view of the present dis- 
turbee international situation, we will take the position that 
full implementation of the Atlantic City Table, particularly in 
the high.frequency band, is not practicable at this time. We 
consider radio frequencies, especially during this emergency 
period, a vital national resource which must not be relinquished 
and will not enter into any agreements which would require sub- 
stantial rearrangement of present frequency usage in the fore- 
seeable future. Instead, we will advocate that the “Aac 


thoroughly 


DECLASSIFIED FOR PUBLICATION IN FOREIGN 


RELATIONS OF THE UNITED STATES 








SZCRET 
» 10% 


thoroughly examine and discuss all »ronosals and studies submittec 
anc seek some method which appears to offer the most workable 
basis for continuing international efforts toward implementation 
of the Atlantic City Table--with or without the existence of pre- 
agreed frequency assignment lists for various radio services. 
During conference negotiations, the US delegation shall safeguard 
our vital defense network from scrutiny and encroachment. Wor 
shall any commitments be made which would reduce the effectiveness © 
of the vresent »rogram of psychological warfare by means of 
radio broadcasting. 


Wwe believe that implementation in the low an medium fre- 
quency bands (below 2,000 kc) is possible and desirable. These 
bands are used principally for aeronautical radio navigation, 
fixed and mobile. This portion of the spectrum has received 
regional accevtance and the conference should determine procedures 
and effective dates for implementation. Since the vortion of the 
spectrum between 2,000 and 4,COO ke has been only nartially co- 
ordinated among Region 2 countries, we will take the pvosition that 
procedures and effective dates for implementation should be sub- 
ject to bilateral agreements between countries in the region. 

The Inter-American regional nlan allots frequencies to the aero- 
nautical, maritime mobile, standard band broadcasting, trovical 
broadcasting and amateur services. 


Until an international solution is found for the problem 
oresented by the enormous demand for space in the high frequency 
broadcasting band, we consider it impossible to implement the 
allocation table between +,000 and 27,000 ke. These bands are 
designated also for use of fixed, land mobile and tropical broad- 
casting services, which cannot be provided for until the high 
frequency is settler. We will urge that the conference thoroushly 
examine methods whereby implementation of this portion of the 
table would not necessarily denend upon the existence of complete 
vre-agreed lists for each of these services. Whatever method is 
adopted by the conference should be circuleted to all administra- 
tions for study and comment. It would form the basis for a subse- 
quent EARC to either confirm or amend this method of implementa- 
tion and to adont, if feasible, a schedule of implementation. No 
commitment would be made at the forthcom conference on dates 
for implementation. During the interim until a definite schedule 
of implementation is adopted, countries should continue to conform 
to the Cairo Allocation Table when assigning frequencies to these 
services vaying particular attention to the needs of the aero- 
navtical and maritime mobile radio services, which are essential 
to safe and regular air and sea transportation. We will also 
urge that adjustments for the avoidance of interference to radio 
services should be continued through bilateral and multilateral 


negotiations. ! 


High 
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Hish Frequency Broadcasting, We are convinced that complete 
implementation of the Atlantic City Frequency Allocation Table 
is not possible so long as the problem of hish frequency broad- 
casting service remains unsolved. The chances for solution are 
not good considering the very large and constantly increasing 
number of high frequency broadcasting stations in operation 
throu,hout the world compared with the number of channels allo- 
cated to the broadcastin; service in the Atlantic City and 
Cairo Tables and in view of the program of deliberate jamming 
enca.ed in by the Soviets which greatly increases the number of 
frequencies required by the US and other countries in order to 
reach desired audiences. It is not possible to effect orderly 
usase of frequency bands by other services until an inter- 
national solution is found which will eliminate or substantially 
reduce broadcasting on frequencies not allocated to that service. 








In any conference discussion of jamming by Soviet or 
satellite stations, our position will be consistent with that 
taken by the US in ECOSOC and the GA. It will be made clear 
that the sources of jamming are within the Soviet countries. 

We will contend that cessation of jamming and other destructive 
practices would materially improve the possibilities of reduc- 
ing out-of-band high frequency broadcasting and that the US 
would expect to discontinue use of additional channels which 

it now feels compelled to use because of jamming and other 
forms of deliberate interference to its broadcasting. 


Aeronautical and Maritime Plans The US will accept the 
aeronautical allotment plan worked out by the International Ad-~ 
ministrative Aeronautical Radio Conference subject to certain 
readjustments and the general limitations concerning implementa- 
tion dates. We will press for the adoption of an agreement 
whereby during the interim period until complete implementation 
is possible administrations will seriously endeavor to make 
individual frequencies in the bands allocated to the aeronautical 
mobile service available to that service. This partial and 
interim implementation would be accomplished by bilateral and 
multilateral negotiations. The US considers it extremely im- 
portant to accommodate the ever-increasing need for frequen- 
cies by the aeronautical mobile radio services. 





‘hile the maritime mobile plans for coastal telegraph and 
telephone stations, developed by the Provisional Frequency 
Board, are not acceptable to the US as presently constituted, 
we will welcome the opportunity at some future date to discuss 
their revision with interested administrations in an effort to 
develop acceptable plans. 


International 





DECLASSIFIED FOR PUBLICATION IN FOREIGN | 
RELATIONS OF THE UNITED STATES i 











SECRET 
« Do 


International Frequency Registration Board The US will re- 
affirm its support of the IFRB and the Atlantic City statutes 
governing its operations. During the interim until a decision 
is reached with respect to the complete implementation of the 
new ailocation table, the US believes that the IFRB can and 
must play an important part in assisting all administrations to 
operate their radio services satisfactorily. The extent to 
which the statutes of the Board may be brought into force after 
the conferences shall be decided in the light of the decisions 
taken by the conference, 








Pre-Conference Discussions Department representatives are 
now visiting key European and Latin American capitals to explain 
the US position to appropriate authorities. In view of the : 
rather sharp deviation from our former approach to the achieve- 
ment of a new international radio frequency list, there may be 
unfavorable reaction among many conference participants unless 
there is an understanding and acceptance by those governments 
of the reasons for our new position. They will be informed that 
the unstable international situation which has developed since 
the Atlantic City Conferences of 1947 has completely changed the 
outlook for achieving a workable basis necessary to implement | 
the entire allocation table. The US has declared a state of 
general emergency, has committed substantial military force to 
Korea, and has accepted numerous other military and economic 
burdens in connection witli collective defense measures. In 
addition, the US and certain other countries have undertaken a 
vigorous program of psychological warfare involving extensive 
use of high frequency broadcasting. These programs have al- 
ready occasioned a world-wide demand for frequencies greatly 
in excess of that contemplated at Atlantic City. The increased 
emphasis on full-scale development of NATO and other regional 
pacts will result in an even greater frequency requirement. 





* * * 
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SUPPLEMENT ON US MOBILIZATION 
July 








A Resume of the eo Quarterly Report 
r the 
Office of pefense Mobilization 


One year after the start of the Korean war Director of 
Defense Mobilization Charles Wilson reports the level of 
national production in the US is about equal to the peak rate 
of output of World War II, and that the foundation has been > 
laid for a rapid and steady growth of the military and econo- 
mic might of the free world. In his second quarterly report 
to the President, Mr. Wilson states that it will take another 
two years before we reach our present goals of military 
strength and productive power. An even longer period will 
probably be needed by our Allies. 

The US picture, while accompanied by a number of difficul- 
ties, has been substantially one of progress. However, the 
strengthening of the free world is not a US program solely and 
we must solidify all nations outside the Communist orbit in 
our fight for freedom. Western Europe must develop sufficient 
mobilization capacity and political stability to deter the | 
USSR from attempting to seize a center of industrial power 
second only to that of ours; the free nations of the Middle 
East and Asia must develop political and economic health 
sufficient to strengthen each country internally against the 
threat of Communism and enable these countries to make a 
maximum contribution to the common defense; and the countries 
of the Western Hemisphere must engage in tremendous military 
and economic development not only for the defense of this 
area but also to provide a central source of support for the 
defense efforts of all free countries. 

Military strength without economic etrength--the 
preety | to produce new weapons, availability of raw materials, 
capacity to transport materiats and people, and ability to - 
feed and sustain populations--is not sufficient. Maintenance 
of a strong civilian economy is part of the mobilization 
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problem. It is necessary to strike a balance between sacrific- 
ing civilian production for defense and maintaining the stan- 
dard of living needed for a high level of defense activity 
over a long period and the US program has this balance as one 
of its primary objectives. 


The pattern of control over the US civilian economy is 
now becoming clear. In the field of production the basic 
plan to be used for assuring the availability of key ma- 
terials and industrial expansion is the Controlled Materials 
Plan. Under the Plan, controls have been introduced over the 
distribution of the key materials needed for industrial pro- 
duction, namely steel, aluminum and copper.~ The principal 
non-defense consumption of these materials--automobiles, 
household equipment and constructton--has been or-is in the 
process of being cut to about one-third below pre-Korean 
levels. It is hoped that this initial action will prevent 
the need for further substantial .cuts. 


Accompanying the controls over production, it has been 
necessary to take steps to prevent inflation and to accom- 
plish this price ceilings have been established, and the Wage 
Stabilization Board has been reactivated to stabilize wages. 
Credit restrictions have been imposed on purchases of durable 
goods and houses and a general program of credit restraint 
applied by the Federal Reserve Board. These actions have 
been effective in solving the price wage spiral in the past 
three months. The amount of consumer installment credit “ 
outstanding has been declining steadily and real estate mort- 
gage funds have become less readily available. While this 
Looks good new inflationary pressures are constantly appearing. 
National security expenditures which now take only 10% of the 

national product, will rise to about 15% by the end of the 
_ year and are expected to increase to 20% next. year. This will 
create further inflationary impact on the economy. 


' ss Military Production Military production is for the most 
part still i the "todling up" stage, although deliveries in 
volume have started on many items and many others will reach 
this stage during the next several months. Since the start 
of the Korean invasion orders have been placed amounting to- 
$42 billion, with close to $10 billion worth of material al- 
ready delivered. -For the fiscal year starting July. 1, the 
President has requested $49 billion for military production, 
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facility expansion, and military aid to other countries under 
MDAP, If approved, this would bring to $95 billion the total 
available for defense programs since Korea. 


We are faced with a serious situation for the immediate 
future in the shortage of engineers, designers and draftsmen 
who know how to equip and tool plants for manufacturing de- 
fense products on a quantity basis. These talents exist in - 
private industry and utilization of their skills will be ob- 
tained by placing contracts in the industries and localities 
where they exist. The limited output of machine tools and 
other production equipment is another inhibiting factor on 
production. Much of our present equipment is either designed 
for peacetime purposes, obsolete, or unsuited for manufacture 
of new weapons. To pay for. plant expansion and and retooling, 
the Department of Defense has set aside $6 billion. A number 
of plants built at Government expense during the last war 
also have been reactivated. 


Economic Production Along with the military production 
program, the US has La*nched a companion program to expand 
the Nation's capacity to produce. This ts being done on the 
thesis that our aim should be a standard-of-living at the- 
highest level that can be maintained while yet mecting de- 
fense goals. Since Korea, industrial production has risen 
over 12%, with the rise in. gross national product estimated 
at about 9%. During the next two years a further increase 
of 12 to 15% in industrial production and 10 to 12% in gross 
national product will be the goal. Steel, ag the basis of 
the entire industrial machine, is' being geared to a steel - 
ingot capacity of 118 million tons by mid-1953. Ingot pro- 
Guction is now at the annual rate of 108 million tons but - 
this output is somewhat in excess of rated capacity. Limit- 
ing factors to operation at or near the projected levels are 
inadequate coke supplies, unavilability of sufficient scrap 
and pig iron, and alloying metals. The coke industry is in 
serious need of expansion and replacement of oven facilities. 
Scrap inventories are. low and pig iron production, a substi- 
tute for scrap, is held down by the lack of sufficient blast 
furnaces, readily available or supplies and transport facili- 
ties. In the case of alloying metals we are dependent for 
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the most part on foreign sources, except for molybdenum, and 
therefore controls on the use of cobalt, columbian, molybenun, 
nickel and tungsten and other alloying metals have been 
tightened through further limitations and allocations. 


We are aiming at aluminum production of 1.5 million 
tons a year, roughly double the capacity at the beginning 
of the defense program, Increased supplies of this product 
are particilarly important because of the heavy demands upon 
this metal for aircraft, cutrded missiles and ammunition and 
as a substitute for copper--the supplies of which are even 
more limitedc. An increase in output is dependent on our 
being able to provide over 1.5 million kilowatts of electric 
power for the additional production, and additional facili- 
ties for the production of electric power will be necessary. 
A new target of 97 million kilowatts of capacity by the end 
of 1953, now being considered, would be an increase of nearly 
40% in three years. 


Petroleum presents us with a special problem in view of 
the situation in the Middle East, and encouragement is being 
given to the development of new Wells and construction of 
additional refinery capacity. Expansion programs are also 
under way in railway transport, sulphur, nitrogen, synthetic 
wool, synthetic rubber, plywood, other metals and chemicats, 
‘ fuels, farm machinery, certain textile products and speci- - 

ied types of equipment required for the construction, opera- 
tion and maintenance of our productive system. 


To stimulats industrial expansion the Government has 
developed a system of incentives including accelerated tax 
amortization, direct loans, loan guarantees and long-term 
procurement contracts and standby purchase: commitments. 


Agricultural production goals have also been advanced 
and 2 new record in total farm production is expected for 
1950. Food supplies will be somewhat larger than last 
year, per person and in total, and-should make possible a 
moderate gain from 1950 in consumption per person by civili- 
ans. To achieve desired output, shifts in farm production | 
are being worked out by national, state and local agricul- 
tural committees and assistance is being given the farmer 
in more efficient methods of production. 
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Control of Vital Materials Positive steps are being taken 
to increase production and soit table distribution of a wide 
range of materials in world short supply. For most of these 
industrial raw materials the US is an import nation, dependent 
partly or wholly on foreigm sources. For a few items the US 
normally has an export surplus and other nations have become 
dependent on us. See July 2 issue of State Department Bul- 
letin "The International Materials Conference” ee Willis 
Armstrong), Accompanying the problem of equitable distribu- 
tion and increased production is the rise in price of essential 
materials that must be imported. To pay high import prices in 
all cases would endanger the stabilization program in the US 
and to refuse to pay them could mean failure to obtain needed 
supplies, Procedures are under consideration to overcome this: 
adifficulty. In certain insteoes imported materials could be > 
exempted from price controls where the imported materials con- 
stitute only a small part of the cost of the articles in which 
they are used. In other cases it would be necessary for the 
US to purchase at the prices asked and to resell at domestic 
ceiling prices. However, authority for this procedure has not. 
as yet been granted. 


Expanded production of necessary materials is being en- 
couraged through private investment overseas and US loans for 
development of these materials. Production within the US of 
copper, zinc, molybdenum, tungsten, manganese and sulphur has 
been increased and the Government has entered into a program 
of partial payment for the cost of searching for some 15 
materials. 


Controls .have been instituted on the non-defense use of 
certain materials. In the case of steel, manufacturers of | 
consumer durable goods other than automobiles are limited to 
70% of their consumption during the first two quarters of 
19503 consumers of aluminum are being held in general to 50% 
of their non-defense consumption during the same periodg the 
copper allowance is 60%3; and automobile third-quarter produc- 
tion is limited to the materials required to produce 
1,200,000 units. Tungsten, cobalt and eadmiun are under 100% 
allocation cantrol; civilian consumption of natural rubber in 
1951 is being reduced to less than 400,000 long tons with 
shifts within this allocation away from passenger tires to 
more essential civilian uses. All domestic users of pig tin 
are under allocation control; regulations on the consumption 
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of lead have been tightencd and regulations have been issued 
for a percentage set aside on zinc for priority orders. In-~- 
ventory limitations have been placed on platinum and deliver- 
ies prohibited to certain non-essential users. . Additional-- 
controls have proved necessary on a number of chemical pro- 
ducts, including benzine, naphthenic acid and resorcinol. 
Further control orders. are under consideration -for asbestos, 
beryl, industrial diamonds, artificial and natural graphite 
and selenium. 


As a result of the controls so far instituted a reduction 
in the output of consumer durable goods has been inevitable, 
although record inventories, plus permitted production levels, 
will support a high level of consumption during the remainder 
of 1951. Toward the end of the ‘year it can be expected that 
consumer durable gocds will begin to diminish noticeably. 
Controls on construction have already reduced the number of 
new houses being started to one-third below the level of a 
year ago and the volume of commercial and recreational con- 
struction, has also fallen. Construction for amusement and 
recreational projects over $5000 has now been prohibited, ap- 
proval is required for commercial facilities beyond $5000; 
approval is required for industrial projects, schools, 
hospitals, churches and other construction using over 25 tons 
of steel. Approval is also necessary for private homes cost- 
ing over $35,000 and apartment houses over three stories even 
if they use less than 25 tons of steel. 


Manpower Problems As yet there is no ‘4ndication of a 
general manpower shortage. Unemployment has dropped to a new 
postwar low and the labor force has expanded more rapidly 
than in recent years. Statistics, however, tell only part. of - 
the story since shortages have developed in particular locali- 
ties and in certain occupations, and reports indicate that 
these shortages are on the increase. During the remainder of- 
this year, two million persons need to be added to:defense 
production and during 1952 another 2.5 million will be needed - 
in munitions industries and in the basic industries which sup- 
port, munitions productions, such as mining, agriculture,. 
transportation and steel. To meet the additional requirements 
fuller use will have to be made in the employment of women, 
retired persons, and other-older groups, handicapped persons, 
minority groups which are not being fully utilized and part- 
time workers, Current shortages are most stringent in those 
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industries associated with the tooling up process--engineers 
and machinists, tool and die makers, molders and pattern 
makers. The only major shortage of production workers at the | 
present time appears to be in the aircraft industry. Federal, 
state and’ local committees are at work to determine how man- 
power can best be channeled and the most efficient use made 
of available resources. The Selective Service System has been 
revised to provide deferment to a list of 58 critical occupa- 
tions and provisions for student deferment have also been 
instituted, 


Inflation Mr. Wilson reports a sharp break in the rate 
of increases since February when general price controls were: - 
established, The consumer price index rose less than one per- 
cent during February and May and retail food prices increased 
only about 0.5% from February to May and wholesale prices de- 
clined slightly on an over-all. Prices of basic raw materials 
and other primary commodities, have dropped about 10%. Wages 
have also shown a somewhat more steady picture, and although 
the average hourly earnings in manufacturing continued to rise 
through May, it was at a rate slower than prevailed through 
1950. Four methods of dealing with the inflationary gap are 
offered: 1) assure a steady increase in production and in the 
total national output; 2) mop us purchasing power or prevent 
in increase by higher taxes; inducements to save and restric- 
tions on credit; 3) cut down non-defense public expenditures 
end private capital expenditures that are not required to 

achieve the increase in output that we need; and 4) hold the 
line by price and wage controls. An adequate policy to con- 
trol inflation must involve a combination of these four 
methods. Even if increased taxes are adopted by Congress, 
purchasing power will not be sufficiently curtailed and 
greater reliance will have to be placed on credit controls, 
which have proved to be most effective instruments for re- 
straining inflation. Consumer credit has been checked by 
Federal Reserve Board Regulation W; mortage loans have been 
tightened under R@gulation X of the Federal Reserve Board and 
restrictions on mortage credits by Housing and Home Finance 
Agency and the Veterans Administration have helped to reduce 
new construction... A special committee has been appointed by 
the President to make recommendations on credit policies and 
the committee has already recommended legislation to permit 
the continuation and some broacening of selective controls 
and emergency authority for the Federal Reserve Board to 
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require in case of need, supplementary reserves for adil in- 
sured banks. In addition, taxes. and credit controls must be 
reinforced by individual and corporate’ savings. 


Price regulations are constantly being revised and im- 

‘ proved to relieve inequities following: the original price’ 
freeze of last January. One of the most important aspects of 
the civilian economy is rent and the present rent-control law 
is not suited to current defense and stabilization needs and 
must be revised and strengthened. : 


Foreign Contribution to the Defense Effort The nei of 
foreign countries e over- .effort must not be minimized. 
Western Europe has the: greatest industrial concentration in the 
world outside of the US, If it fell to the Soviet Union, the 
Communists would gain control of almost 300 million people, in- 
cluding the largest pool of skilled labor in the world. The 
Soviet Union would increase its steel production by 55 million 
tons a year up to 94 million tons, a total almost equal to our 
own production. Its coal production would outstrip ours by 
400 million tons and eléctric energy available to the USSR 
would almost equal ours, Complete conquest of Asia:wouvld 
boost. the Soviet Union's share of the world's oil reserves 
from 6% to over half and the USSR would control virtueily all 
of the world's natural rubber supply and vast quantities of 
other materials vital to rearmament. 
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DEVELOPMENTS IN IMC In recent raw materials developments, the 
COMMODITY COMMITTEES Tungsten-Molybdenum Committee and the Sul- 
phur Committee of the International Materials 
Conference announced agreements covering third-quarter allocations 
of the commodities in question. The US member of the Central 
Group had previously announced that the US was prepared to make 
its allocations of sulphur and molybdenum conform to the IMC Com- 
mittee recommendations, on the assumption that the IMC Committees 
would reach satisfactory agreement on products controlled by other 
countries, Meanwhile, work in the other committees is moving 
ahead. Another development in the raw materials field is the an- 
nouncement by the Inter-American Economic and Social Council that 
it would establish a permanent committee on scarce raw materials, 
with broad terms of reference, 


wanes ten and Molybdenum Committee The Tungsten and Molyb- 
denum Co ee announced last wee 8 agreement that an interim 
plan for third-quarter distribution of ores and concentrates of thax 
commoditics should be put into effect at once, These are stop- 
gap allocations, and should not be regarded as setting a permanent 
pattern for future allocations, The Committee will review the 
operation of the distribution plan every month. Along with the 
allocations, a maximum price of $65 per short ton was fixed for 
tungsten, and a minimum price of $55. Brazil did not accede to 
the price fixing clause of the agreement, in spite of our approach 
to the Brazilian Government expressing concern at the implications 
of such a stand, and our emphasis on the necessity for reciprocal 
action, The prices proposed apply only to spot purchases and will 
not affect any long term arrangements that may exist or be nego- 
tiated. The problem of long term contracts is still being consid- 
ered urgently, With regard to molybdenum, of which the US is the 
chief producer, it was agreed that prices for the third quarter 
would be in line with those now prevailing in the US. The Com- 
mittee also recommended that consumers should continue their pol- 
icy of exporting a proportion of their consumption as primary 
products, 





Sulphur Committee The Sulphur Committee examined statistics 
representing the total free world consumption of crude sulphur, 
which were returned in response to questionnaires sent to member 
and non-member governments last spring, A total supply of 
1,415,000 long tons of crude sulphur was allotted among 22 coun- 
tries and oil refineries in various parts of the world, The 
largest allocation of 1,050,000 long tons was earmarked for 


the US, 
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the US, which is of course the prime producer of sulphur, but this 
allocation included the quota for Canada, [In arriving at its 
figures, the Committee considered forward requirements, trends of 
past consumption, the availability of sulphurebearing materials 
other than native sulphur, the levels of stock, conversion pro- 
grams, and the special needs of defense. A management subcom- 
mittee to deal with proaedural problems which might arise under 
the allocation scheme was also set up by the Committee. Shortly 
after the publication of the IMC figures, the US Government an- ‘ 
nounced its third quarter country quotas for crude sulphur, . 
amounting to 250,000 long tons, and notified recipient countries 
that tneir quotas would coincide with the IMC recommendations, 


’ Cotton and Cotton Linters Committee Although the Cotton and 

4 Cotton Linters Committee has completed an interim examination of 

3 the prospective 1951-52 raw cotton situation, it has decided to 

ze, defer recommendations of any kind until after the Northern Hemi- 
sphere crop is more clearly indicated. Meanwhile, governments 
have been requested to review their data already submitted and 
bring it up-to-date in line with more recent crop and economic 
conditions. A special Linters subcommittee has been established 
to examine the cotton linters data, In the interim, the US made 
preliminary and partial allocations of raw cotton and cotton lin- 
ters, in order to permit the trade and importers of American 
cotton to make necessary plans for the coming season, We hav? 
indicated to the Committee our willingness to fit our cotton lin- 
ters allocation into an international program of allocation which 
the IMC Committee might devise in the future. 


the Paper and Pulp Committee was announced this week, 


Paper and Pulp Committee The newsprint subcommittee set up 
to deal with emergency problems has recommended the allocation of 
9,550 tons of newsprint to countries with the most pressi short- 
ages, including Greece, India, Malaya (including Singapore) Pakis- 
tan and Yugoslavia. An additional amount of 450 tons is being 
= withheld until Indonesian needs are clarified. A special allo- 
cation of 3,000 tons has been made for France, The US and Canada 
= will implement the recommendation but, although Canada has agreed 
“ 





§ 
~~? 

“4 The admission of Japan into membership in this Committee and 
~ 

<A 

we 


to supply the emergency newsprint at North American prices, she 


has not yet agreed to follow this policy in regard to the 
120,000 tons of newsprint which US publishers will forego annuall;: 


The Committee 
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The Committee has begun its examination of statistics and es- 
timates so far received in answer to its questionnaire, and has 
set a target date of August 15 to develop recommendations on the 
distribution of newsprint for presentation to governments. 


Copper, Zinc and Lead Committee The Copper, Zinc and Lead 
Committee has referred to its members for approval three plans for 
allocating copper and zinc. Each of the three methods gives first 
priority to meeting direct defense needs in full, When responses 
are received, which should be soon, the Committee will be ina 
position to make final recommendations to governments, possibly 
for the fourth quarter, | 


Manganese, Nickel and Cobalt The Subcommittee on Distribution 
is giving further Study to the proposed allocation schemes for 
nickel and cobalt, each of which gives first priority to direct 
Gefense needs, Treatment to be given stockpile and essential 


civilian requirements is still under consideration, 


Wool Committee The Wool Committee will meet again on July 195 
to consider the US proposal for international wool allocations. 
No firm position has been received from Australia or the other 
Commonwealth producing countries, which are apprehensive of the 
effect of any new proposal upon their auction system, 
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LEGISLATION ON SUBSIDY Both domestic and international air car- 
PAYMENTS TO AIRLINES  #riers should be subject to legislation 
separating subsidy payments from airmail 
compensation payments, and information on subsidies paid should 
be publicly available, according to a recent decision by Presi- 
dent Truman. The President's decision was required since unani- 
mous agreement could not be reached in the Air Coordinating Com- 
mittee (ACC), which had been requested to make recommendations 
on international aspects by the Senate Committee on Interstate 
and Foreign Commerce in connection with its preparation of legis- 
lation in this regard, According to the Presidential decision 
the separation policy would apply first to the domestic carriers, 
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being applicable to international carriers within a year from 
the effective date of the legislation, 


Background of Problem Under present legislation, subsidy 
assistance to airlines is provided through airmail payments gen- 
erally set at levels adequate to cover deficiencies in the car- 
riers' commercial revenue, As a result, payments to most air- 
lines include a substantial but unidentified subsidy element. 

The President in his last two budget messages requested that leg- 
tslation be passed separating subsidy payments from airmail com- 
pensation payments. The following considerations bore heavily 

on his request: 1) the right of the public to know the cost of 
any program it is financing; 2) the need of Government agencies, 
the President, and the Congress to have continuing information on, 
and an annual review of, the amount being spent for airline sub- 
sidies; 3) the feeling that airline subsidy information would re- 
sult in a more meaningful budgetary presentation for the postal 
service; and 4) public identification of subsidies would provide 
some increased incentive to airline management to achieve maximum 


efficiency and economy of operations. 


The Senate Committee on Interstate and Foreign Commerce, in 
considering legislation to achieve this separation, rcquested the 
Air Coordinating Committee (ACC), to study the problems of separ- 
ation, as it would affect our international carriers and our basic 
international aviation policies. A private concern wes émploycd 
by the Senate Comhittee to develop relevant. data for use by the 
ACC in its study. 


ACC members, while agreed in principle on the advisability 
of separating the two payments, were unable to concur in the 
method to be adopted for carrying it out. Furthermore, there was 
disagreement in the ACC as to the degree of public disclosure of 
subsidy information, The Department believed there should be 
limitations on the disclosure of this information because of the 
effect complete disclosure would have on our air negotiations 
with other countries, 


The ACC paper was premised on the opinion that if the fullest 
benefits of subsidy separation are to be achieved, (i.e. to the 
public, Congress and the Executive Department) maximum disclosure 
of the subsidy element consistent with national interest consid- 
erations should be permitted, In this connection the Department 
firmly maintained and strongly recommended that subsidy informa- 
tion should be publicly disclosed only insofar as it related to 


the entire, 
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the entire, or major part of the operations of each international 
carrier; that any plan for separation should provide that no pub- 
lic identification of the specific amounts of subsidy for inter- 
national operations be permitted in relation to the reimbursement 
of a US air carrier for service to a specific point or over & 
specific segment of its international routes, 


If public disclosure of subsidy payment information were un- 
limited, it would then be available fo foreign governments for 
their use to our disadvantage in-negotiations and consultations 
involving the establishment and maintenance of US airline opera 
ations abroad. We would have no possibility of obtaining from 
them similar information which is most jealously guarded. Such 
disclosure would thus create an additional bargaining hurdle and 
could adversely affect the position of our international lines 
abroad, 


US carriers flatly opposed separation in the international 
field, expressing the belief that the effects of subsidy dis- 
Closure would damage their prestige and seriously impair the abil. 
ity of this government to deal most effectively with foreign gov- 
ernments on such critical questions as capacity consultations, 
route exchanges, rate discussions and negotiations in the Univer- 
sal Postal Union, 


In view of the inability to reach agreement in ACC, it was 
decided that the matter should be subjected to Presidential de- 
cision and each agency was asked to submit its views directly to 
the Bureau of the Budget. Member agencies recommended, however, 
information regarding administrative separation of subsidies for 
international operations should not be publicly disclosed without 
approval of the President, who may seek the advice of interested 
agencies. 


Presidential Decision Believing that the advantages of sub- 
sidy Separation from airmail compensation paid US air carriers 
outweigh such special problems as may exist with respect to inter 
national carriers, the President decided that both domestic and 
international carriers shall be subject to separation legislation 
and that information on subsidies paid to them will be publicly 
available. : 





The CAB will submit to the President and the Congress on or 
before September 30, 1951 a special report, which will represent 
an administrative separation by the Board of the compensatory and 


subsidy 
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subsidy elements of mail pay for all the domestic air carriers, 
On July 1, 1952 a similar special report will be submitted to the 
President and the Congress with respect to international air car. 
riers (including territorial and overseas carriers) covering the 
fiscal year 1953. Similar information will thereafter be furnished 
on an annual basis to the President and the Congress. The CAB wil} 
make subsidy determinations in connection with the processing of 

- individual domestic mail rate cases going to hearing or confer. 
ence after September 30, 1951 and for all other mail rate cases 
(international, territorial and overseas) going to hearing or con- 
ferences after June 30, 1952, It is, of course, understood that 
the separation of subsidy in hearing and conferences after.the 
above-mentioned dates will be adjusted to conform with such leg. 
dslation as the Congress may enact on this matter. | 


The Senate Committee on Interstate and Foreign Commerce is 
still holding hearings in connection with determining the wisest 
and most. effective legislation to be enacted on the separation 
problem. jn : 


* * * 


-ECONOMIC AND SOCIAL The thirteenth session of the Economic and 
COUNCIL TO CONVENE # Social Council will open in Geneva July 30, 
There are over sixty items to be considered, 
among them the world economic situation; action by governments on 
production, distribution and prices of commodities: and measures 
to combat inflation; economic development of under-developed 
countries including land reform; full employment; procedures for 
inter-governmental consultations on probiems of primary commodi« 
ties; international action on restrictive business practices; or- 
ganization and operation of the Council and its commissions; and 
the reports of the various commissions and specialized agencies, 





World Economic Situation The US delegate, Isador Lubin, 
will make a speech covering the world economic situation in gen- 
eral and the US econumic situation in particuler wiich will be 
based on the Council of Economic Advisers Mid-Year Report, the 
Second Quarterly Report to the President from the Director of 
Defense Mobilization, and material prepared for presentation of 
the Mutual Security Program for fiscal 1952, showing the Execu- 
tive Branch's international economic plans for the coming year. 
The Controlled Materials Plan will be explained as well as the 
monetary measures through which selective encouragement is given 








to business 
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to business expansion; US government procurement and measures to 
encourage increased production abroad; US export policy and allo- 
cations, including the activity of the International Materials 
Conference, The many-sided undertakings of the economic stabili- 
zation program will be outlined, including price stabilization 
measures, price relationships of exports and imports, revenue 
legislation and proposals, general credit controls, voluntary 
credit restraints, selective credit controls, and encouragement of 
consumer saving. : | 


When the discussion of full employment comes, our represen- 


tative will make only a brief statment since unemployment, 


especially in the US, is small at the present time and because 
the. general economic situation should have been covered quite 
fully in discussion of the worid economic situation, Our comment 
on the situation in other countries will be based primarily on 
such Secretariat analysis of the situation in these countries as 


is submitted to the Council. 


Economic Development The US representative will repeat our 
view which has been expressed previously in the UN, that the 
limiting factor on the rate of economic development in the exist- 
ing world situation is: likely to be, not the general lack of means 
of financing development programs, but rather the scarcity of cer- 
tain critical materials and of equipment necessary to implement 
such programs, We feel the question of adequacy of capital for 
development purposes cannot usefully be examined apart from the 
possibility of obtaining the real resources needed to carry for- 
ward development programs, We recognize economic development of 
countries of the free world is not a luxury and cannot be made a 
casualty of the defense program and we intend to make supplies 
available for economic development projects subject only to the 
higher priorities of production for defense and for meeting basic 
needs and maintaining essential activities of the civilian econ- 
omies of free nations. 


We will reaffirm our belief that there must be a proper in- 
vestment climate to encourage foreign private capital and will 
state that we are prepared to study the desirability of establish- 
ing an International Finance Corporation which might stimulate 
private foreign investhant by associating its own capital (pre- 
sumably on an equity basis) with private capital. 


With regard to public lending, we will state that we do not 
consider it feasible at this time to establish an international 


agency 


} DECLASSIFIED FOR PUBLICATION IN FOREIGN 
| RELATIONS OF THE UNITED STATES 





























CONFIDENTIAL 
- 8 « 






















agency for the purpose of distributing grants. This does not 
mean that grant assistance will not be made available, and US re- 
quests to Congress in that regard will be cited. as well as Bri-. 
tish Commonwealth intentions to make grants-in-aid in support of 
the Colombo Plan. 


US interest in land reform will be made clear in our support 
of the Secretary General's report on that subject, Our represen-. 
tative will-indicate that the US favors proper legal economic . 
measures to distribute large land holdings where such action is 
economically and socially advantageous to the population. He will 
also state US. interest in genuine cooperatives, agricultural cre- 
dit, rural industries, agricultural research and education,: and :in 
fiscal reforms which will remove some of the inequities of exist- 
ing tax systems, sa : Re age 


Restrictive Business Practices The US has requested that a 
restrictive business practices item be placed on the agenda since, 
as a result of US and British decisions not to press for ratifi- 
cation of the ITO Charter and lack of ratifications by other 
countries, there is no activity within the UN structure ‘(outside 
of the proposed studies in the ECE) in the field of monopoly, 
cartels and restrictive business practices generally. We feel 
it is desirable for the restrictive business practices item to be - 
considered at this session because of the close relationship | 
between-this aspect of world production and trade problems and the 
subject of commodity study groups and conferences directed toward 
commodity agreements, which is also on the agenda. ‘ite 


We have not yet received formal comments from some key gov- 
ernments, members of ECOSOC, who have been approached to determine 
their reaction to our proposal recommending to UN member govern- 
ments the adoption of a general ey on restrictive business 
practices similar to that of Article 46, in Chapter V of the ITO 
Charter. Our proposal, which will be presented in the form of 
a resolution, also would establish and ad hoc committee of the 
Council, composed of instructed government representatives from 
up to nine countries, to draft a convention on restrictive business 
practices to be submitted to governments and to work out appro- 
priate organizational arrangments within the UN for giving effect 
to the undertakings of the convention, Our proposal may be amend- 
ed to take into account substantive suggestions from the govern- 
ments approached--the UK, France, Canada, Sweden, Uruguay, India 
and Pakistan, Ss ae 


International 
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International Commodity Studies and Conferences Our delega- 
tion will take the position that the Council should adopt a reso- 
lution recommending that governments follow a set of principles 
and procedures embodying the substance of Chapter VI of the ITO 
Charter on international commodity studies and conferences, and 
creating a permanent three-man Commodity Coordinating Committee 
similar to the Interim Coordinating Committee for Intergovern- 
mental Commodity Agreements (ICCICA). If it seems impossible to 
get agreement on that proposal or if there is a disposition to 
_ renegotiate the substance of the Chapter, our delegation should 
support continuation of the present arrangements by which Chapter 
VI of the ITO Charter is recommended to governments by reference 
and under which the ICCICA performs general coordinating functions 
for another year or so. We will definitely oppose any tinkering 
with the language of Chapter VI or allocations arrangements which 
would compete with the International Materials Conference, 








Organizational Problems Another matter to be considered is 
the report of the ad hoc committee which was established to make 
recommendations with regard to the operation of ECOSOC and its 
commissions, with the objective of streamlining the structure and 
improving its effectiveness. The committce has produced a plan, 
to be followed for a trial period, which would: 1) abolish all 

the subcommissions of the functional commissions; 2) discontinue 
the Economic, Employment and Development Commission and the Trans- 
port and Communications Commission; and 3) maintain all the other 
commissions on the basis that they should meet only when convened 
by the Council on the recommendation of the Secretary General. 

It further proposes that there should be three Council sessions 

a year in place of two, one in February to consider social and 
human rights issues; the second in April to consider economic 
items; and the third in July to consider coordination and the re- 
ports of the speciaiized agencies, 


We feel that the Economic, Employment and Development Com- 
mission should be abolished, but will strongly urge continuation 
of the Transport and Communications Commission when convened by | 
the Council on the Secretary General's recommendation, If there 
is strong support for the proposal of three Council sessions a 
year, we will support it but urge that the first session be short - 
and cover administrative and organizational items, the second con- 
cern economic items, and the third human rights, social and co- 
ordination problems. If there is no majority support for the three 
sessions, we will propose that the Council hold only two sessions 


a year 
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a year, the first dealing primarily with economic items and to be 
preceded by a meeting of the Economic Committee; the second to 
deal primarily with social and human rights matters and to be 
preceded by a meeting of the Social Committee and the Coordination 
Committee. We feel that all committee meetings should be held at 
headquarters and that under no circumstances should more than 
one session of the Council in any one year be held away from head- 
quarters. ‘ 
With regard to regional commissions, our delegate will take 
the position that the three commissions should be continued. How- 
e er, we will suggest that thetr work be given an overall review 
again in 1954 or 1955. We think the proposed new paragraphs for 
the terms of reference for ECLA and ECAFE dealing with technical 
assistance should be made consistent with each other and with 
the relevant UN resolutions on technical assistance and show 
that the role of the regional commissions is to help the central 
administration of the program and not to operate independent pro- 
grams, Our position on ECE's terms of reference will be the same 
as taken at the last ECE session. (See page 5 May 21, 1951 issue.) 
If the question of an Economic Commission for Africa is raised, 
we will support having an ad hoc committee inquire into the feasi- 
bility of such a suggestion but will oppose immediate decision to 
create such a Commission. We believe that an Economic Commission 
for the Middle East is acceptable if all the UN members in the 
region (including Israel) are included. It is unlikely that the 
Arabs will accept this arrangement now. . 


CONFIDENTIAL 
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UNCLASSIFIED 


US MOBILIZATION SUPPLEMENT Because of the interest expressed by 

4 number of missions in US mobilization 
activities, from time to time a supplement will be sent with Cur- 
rent Economic Developments containing information in this regard, 
This is being sent as a supplement to facilitate its being de- 
tached from the classified weekly so that full.use can be made of 
it. We would appreciate suggestions and comments as to the use- 
fulness of the material, 





The first supplement contains a resume of the Second Quarter- 
ly Report of the Office of Defense Mobilization, giving an up-to- 
date picture of mobilization developments in the US, 


* ¥ * 
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Office of the 
Assistant Secretary for Economic Affairs 





SUPPLEMENT ON US MOBILIZATION 





Fourth Quarter 1951 
Controlled Materials Allotments 


The basic role of government in the production mobiliza- 
tion program is to establish overall needs for essential prod-: 
ucts and facilities, to balance these needs against the sunoly 
of key materials, and to authorize producers in industry to 
go ahead on nroduction with all possible assurance that mate- 
rials will be available. This is accomplished as follows: 





1. The government determines the supply of steel, 
copper and aluminum and other basic materials. Supply 
information is gathered and continuously reviewed by 
the appropriate NPA Industry Divisions. 


2. The government determines the need for defense, 
defense supporting, and civilian production and con- 
struction in terms of specific requirements for 
materials. This is done by the Claimant agencies 
such as the Defense Department, Defense Electric 

Power Administration, ECA/OIT and NPA Industry 
Divisions. These needs are presented to the Program 
Bureau of the Defense Production Administration (DPA). 


3. The Staff of the Program Bureau working with 
the Controlled Materials Divisions (Steel, Copper, 
Aluminum) and the Claimants develop initial recom- 
mendations of the allotments of controlled materials 
to be made to each Claimant. 


4, Claimants may appeal these preliminary allot- 
ments to the DPA Program Adjustment Committee (PAC). 
The PAC hears the appeals and makes recommendations 
to the DPA Requirements Committee concerning the 
final allotments of controlled materials. ) 


5. The 


DECLASSIFIED FOR PUBLICATION IN FOREIGN 
RELATIONS OF THE UNITED STATES 

















CONFIDENTIAL BEST COPY AVAILABLE 


— 


5. The Requirements Committee (DPA) hears any 
further appeals by Claimants from recommendations 
of the PAC and makes final allotments of materials 


to Claimants. 


6. These allotments are used as a basis for the 
issuance of Program Determinations (PD's) to the 
Claimants by the Requirements Committee. These 
PL's specify the amounts of controlled materials 
which may be authorized under. CMP allotments to 
syecific manufacturers and builders by each 
Claimant. The PD's may also contain special 
instructions regarding the use of the allotted 
materials. At each level in this process of 
adjusting the material requirements to the avail- 
able supply, the foreign requirement is represented 
jointly by the ECA and OIT. The State Department 
is represented on the PAC and on the Requirements 
Committee as the government's foreign policy 
adviser. 


During the third quarter of 1951 CMP allotments 
of materials were made for limited quantities of 
materials principally for direct defense and defense 
supporting production. As the demand for materials 
continued to expand beyond the available supply it 
became apparent that during the fourth quarter it 
would be nevessary to cover all industry into the CMP 
system if defense and essential civilian needs were 
to be kept in balance. The fourth quarter therefore 
represents the first period during which the total 
suppiy of controlled materials will be allotted under 
the CMP system. ) 


Stated Reguirements - Fourth Quarter Origigal 
requirements as submitted by producers and screened 
by the Claimant agencies were far out of balance in 
terms of supply.. Requirements for carbon steel were 
140 percent, stainless steel 130 percent, brass mill 
products 164 percent, wire mill products 156 percent, 
and aluminum 150 percent of supply. The excess of 


demand 


DECLASSIFIED FOR PUBLICATION IN FOREIGN | 
RELATIONS OF THE UNITED STATES 














CONFIDENTIAL 
» te 


demand over supply is especially critical in the case «* 
Structural steel where stated requirements were 223 percent 
of supply. In terms of actual tonnages, this means that 
the supply/demand picture was as follows: 


Table 1 
(1) (2) (3) (4) (5) (6) 
Material Supply Requirement @of NPA Div. ¢@%of 


Supply Recommend. supply 


Carbon steel 19,264,000 26,990,761 140 21,512,200 110 
Alloy steel 1,918,000 2,179,827 114% 2,159,000 112 
Stainless 


steel 308,000 360,831 130 363,000 1138 
Copper brass 

mill prod. 571,000 ¢04,959 160 657,000 110 
Copper wire 

mill prod. 336,000 483,099 143 371,000 116 
Copper foundry 

products 252,000 419,679 160 282,000 112 
Aluminum 598 , 000 770,265 130- 675,000 112 
Structural 

steel 1,200,000 2,653,948 223 1,148,000 


This table demonstrates the degree of imbalance, some real 
and some more apparent than real, with which the DPA had 
to deal, 


NPA Materials Division Recommendations :' The problem was 
tackled by the NPA Divisional Requirements Committee under 
the leadership of the NPA Materials Divisions, These com- 
mittees reviewed the requirements statements and employed 
all available resources inéluding industrial process experts, 
metallurgists, materials specialists, marketing experts, 
efic., and came up with an initial recommendation for an 
allotment of materials bringing the supply/demand figures 
into more reasonable focus. The net result was the dis- 
tribution indicated in column 5 of Table 1. It shouic be 
noted that the NPA Division Recommendations exceed the 
Supply by substantial amounts. This is the normal method 
of accounting for paper attrition through cancellation 
of orders, etc. 





Program 


~~ 
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Program Ag Sus een Comnittee Recommendation The recom- 
mendations o e A Meterials Division weie not acceptable 
to many of the Claimants, principally the Departments of 
Defense, Agriculture, Petroleum Administration for Defense, 
Defense Electric Power Administration, and several of the 
NPA Industry Divisions representing heavy industries and 
consumers durable goods. 





Each Claimant argued for a greater share of the materials. 
These appeals were carried first to the PAC and then to the 
Requirements Committee. The appeals were heard by both 
Committces in that order. The Chairman of the Requirements 
Committee and his staff then made the final fourth quarter 
allotments based on the recommendations of the PAC and after 
hearing all appeals. 


An examination of 4 few typical cases will indicate, 
in general, the present level of defense mobilization think- 
ing as viewed by both Claimants and NPA-DPA officials. 


Motor Vehicle Division | 











Stated Requirement Final Allotment 
Carbon Steel (tons) 3,474,005 3,013,000 
Alloy (tons) ( al 8,482 "435,000 
Stainless (lbs.) ,6 9,277 1/ 2, 600, 000 2/ 
Copper and Alloy , 820, 22108 147, '800, 000 
Aluminum ae 246, 50 9l, 600, 000 


This requirement and allotment includes not 
only passenger cars but also automotive meintenance 
equipment, engines, replacement parts, trailers, 
trucks, truck bodtes and transit vehicles, The 
initial requirement represents a level of production 
of 1,200,000 passenger cars for the 4th quarter as 
compared with a level of 1,900,000 cars for the 3rd 
quarter 1950 and 1,400,000 cars icr the 3rd quarter 
1951. The final allotment will keep production at 
a level of approximately 1,100,000 passenger cars, 
The level of truck production, especially heavy 
trucks, will be kept at about the 3rd quarter level 


of 





1/ Passenger cars not included 
e/ Passenger cars included 
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of 275,000. The Claimant indicated that 150,000 
persons have been laid off in the industry as a 
result of material shortages and forecast additional 
layoffs if further cuts were made.. 


Consumer Durable Goods 


Stated Reguirenent Fina otment 
Carbon Steel (tons) 1,214,621 ° 840 , 000 
Alloy Steel (tons) 24,705 19,000 
Stainless "(lbs.) 17,640,000 14,900,000 
Copper ana 

Alloy (lbs.) 61,945,000 49,050,000 
Aluminum (lbs. ) 64,283 ,000 54,000 , 000 


This requirement covers a vast array of products pro- 
duced by 100 industries including 35,000 manufacturers 
doing about $20 billion annual retail business. The 
Claimant admits that inventories are high but are 
rapidly liquidating. Conversion to military produc- 
tion is moving very slowly and further cuts below 

3rd quarter.levels will result in unemployment and 
serious financial losses. The requirements as stated 
would keep the industry operating at vercentage of 
base period usage of 70-60-50 percent for steel, 
copper and aluminum. Wany products such as garbage 
cans, fasteners, electrical equipment, etc. are 
purchased in large quantities by the military services. 
The net result of the final allotment is to reduce the 
level of operation by 5 percentage points below 3rd 
quarter levels. 


Railroad Equipment Division 


Stated Requirement Final Allotment 
Carbon Steel (tons) 2,473,164 1,826 ,000 
Alloy Steel (tons) 57,659 45,000 
Stainless " (1bs.) 3,141,940 2,850,000 
Copper Alloy (lbs.) 85,355,000 64,355,000 
Aluminum (1bs.) 9,992,241 8,500,000 


These allotments of materials represent a cut back 
in program from 10,000 freight cars per month to 9,000. 
Locomotives are cut back from 825 to 750 per month. 


Defense 
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Stated Requirement Final Allotment 
Carbon Steel (tons) 332,563 282,000 
Alloy Steel to 7.239 6,700 
Stainless " (lbs. 1,351,400 952,000 
Copper and 

Alloy (ibs.) p22 802,000 80,852,000 
Aluminum (1lbs.) 3,726,000 35,500, 000 


The Claimant stated that the needs of the 
Electric Power Industry represented the demands of 
other industries for power. A cut in materials for 
DEPA means that the needs of these industries will 
not be met. The DEPA predicted severe shortages in 
many industrial areas beginning in 1952. 


Foreign Requirement ECA/OIT 











Stated Requirement Final Allotment 
Carbon Steel (tons) 1,077,500 525, 000 
Alloy Steel (tons 44 240 23,500 
Stainless " (lbs. 8,070 5,000 
Aluminum (1bs,) 4,790 2,450 
Copper and 

Alloy (1lbs.) 19, 362 9,825 
Tinplate (tons) 160,090 125,000 
Structural Steel 108 , 000 15,000 


The ECA and OIT representing the foreign 
requirement indicated that the allotment would 
severely cut back the materials available to 
friendly foreign countries and pointed out the 
undesirable implications of this condition in terms 
of our foreign commitments and in terms of the need 
for these materials in areas upon which the United 
States is dependent for a continued flow of raw 
materials including copper, lead, zinc, tin, tung- 
sten, nickel, etc. In the case of structural steel, 
the OIT pointed out that the final allotment would 
not meet even the most urgent demands. The Chair-~ 
man of the Requirements Committee agreed to hear 
further appeals and stated that no allotments would 
be made from the reserve until all appeals were in. 


The pattern - 
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The pattern of stated requirement appeal and allot- 
ment as described above was considered on down the line 
for all Claimants. All Claimants with the exception of the 
Atomic Energy Commission sustained reductions from stated 
requirements, This was necessary in view of the extreme 
imbalance in estimated supply and demand. 


The Requirements Committee did, however, set aside 
a reserve of materials to be available at the discre- 
tion of the NPA and DPA for further allotment to meet 
emergencies such as the Kansas-Missouri floods and critical 
industrial needs as they arise during the quarter. This 
reserve amounts to about 5 percent of the estimated supply. 


In making the cuts, the Requirements Committee 
directed further restrictions on facilities expansion, 
commercial building and, as stated above, reduced the level 
of passenger cars to 60 percent and consumers durable 
goods production to 65 percent of pre-Korea levels. Mili- 
tary programs were maintained at a level recommended by . 
responsible military authorities, 


The Department of State, Office of International 
Trade and the Economic Cooperation Administration are 
doing everything possible to represent foreign require- 
ments adequately and to maintain a level of exports from 
the US sufficiently consistent with the needs of both 
the US and the foreign Claimants. 


NOTE: The figures contained 
herein are not to be divulged 
ovtside the US Government. 
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This weekly publication is designed to highlight developments in the eco- 
nomic divisions of the Department of State, and to indicate the economic prob- 
lems which are currently receiving attention in the Department. It is suggested 
that copies be retained on file, as reference will sometimes be made to previously 
reported items to avoid repetition. 
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economic officers are authorized to have knowledge of the contents of this Goee- 
ment, responsibility for the safekeeping of which will be assumed by each recipient 
thereof. It may be retained in protected files or, at the discretion of the vecigient, 
destroyed by burning. If not personally disposed of by the recipient, he we 
assure himself that it is burned in the manner prescribed for SECRET material. 


DECLASSIFIED FOR PUBLICATION IN FOREIGN 
RELATIONS OF THE UNITED STATES 


DD SSS SSS F™== 




















BEST COPY AVAILABLE 


SECRET 


July 23, 1951 


CONTENTS 


UK Presents Views on High 
Prices of Raw Materials ---++-+-e+-e+-+-+ee+e- 1 
Specific Commodities 


ECA's Praduction 
Assistance Drive --<-<-+-<+<+«*«e«2rc+recececc e Yy 
Projected Program 


Ship Warrarts : 
System Proposed ---+-+-e+-e-+-+e2+#-e+e+2#-e-+ee2-+e-5 6 
Provisions of Legislation 
Attitude of Industry 


NATC Plans for Shivping Controls ‘. : 
FCN Treaty with Greece , 
Should Be Signed Scon - -+-+-+-+-+-+-+e+-+-+-+-+-+-e- 8 
* >» 


5 


DECLASSIFIED FOR PUBLICATION IN er | 
RELATIONS OF THE UNITED STATES 











a ees—s—tle 


SECRET 





UK PRESENTS VIEWS ON HIGH - In informal conversations last 
PRICES OF RAW MATERIALS week between US and UK offi- | 
, satel cials on the general problem 

of high prices for raw materials, the British did not pre- 
pose any long-term measures for price stabilization, nor 
‘did. they suggest any over-all or global approach to the 
problem. They expressed the view that. it would have to 

be. tackled in terms of specific measures relating to sne- 
cific commodities. They reiterated their strong support 

of Chapter VI of the ITO which concerns commodity agree- 
ments, and affirmed their belief that long-term contractual 
arrangements provided a promising means of stabilizing 
prices. With these positions we are in agreement. 





The talks had been originally proposed by the British 
to be preliminary to a Ministerial conference as a means 
of formulating proposals for submission to the International 
Materials Conference. (See page 1, July 9, 1951 issue) 
We took exception to this aspect of the proposal, and agreed 
to hold the talks only as part of the normal exchange of 
views between governments. Because of our strong opinion 
in regard to maintenance of the multilateral approach 
through the International Materials Conference (INC) we 
were not willing, as the British desired, to assent to 
their proposed statement to Parliament announcing the 
existence of continuing arrangements with the US for con- . 
suitation..- Instead we took the stand that there is nothing 
unusual or exclusive in holding discussions concerning 
prices, and we have in fact kept the French informed of the 
substance of the talks and are willing to talk with other 
countries. The British agreed to confine their Parlia- 
mentary statoment,in general, to the fact that the UK 
had made its views on nigh raw materials prices known to 
the US, France and the Council of the OZEC. 














Specific Commodities It was decided to take up the 
problem of prices on a selective, commodity-by-commodity 
basis. In the case of wool, the British wished to take 
steps to lower the price and proposed to suggest to the 
IMC that this be accomplished by an agreement among con- 
sumers to impose price ceilings and not to permit the 
importation of wool at prices above those ceilings. They 


believed 
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believed that the price levels should be approximately 
at May levels, but admitted that their proposal was based 
on the premise that there was not the shortage which the 
US believes exists in this commodity. We expressed . 
doubt that such a system could work without allocation, 
foreseeing a situation of high demand where-bidders would 
inevitably bid the ceiling and thus in effect interfere 
with the auction system, giving rise to black market 
operations. The British, on the other hand, did not feel 
an allocation system would be successful because of the 
myriad different grades (over 3000)which would have to be 


dealt with. Furthermore, they were not prepared to re- 


quest producers to modify the auction system. In the case 


of Australia, the British pointed out tnat constitutional 


and political reasons ruled out modification of the auction 


system, at least for the time being. The British repre- 
sentatives expressed the view that a large part of the 


price increase in wool was the result of speculative buying 


and more particularly of US military buying. They would 
like to see evenly phased and internationally coordinated 
buying for the stockpile and military purposes. Toward 
thet end, they evinced approval of a French proposal in 
IMC for a small committee to consider and coordinate 
special government buying. We were in general agreement 
with the idea of phased government buying for special 
purposes, but we did not favor a committee which might 
result in leaks or in charges that the nationg security 
interests were being jeopardized. 


vith regard to rubber, the British were mainly 
concerned with a point in the future when the US stock- 
pile of rubber was complete and US synthetic production 
in full swing. They feared then that natural rubber 
prices would fall so low as to have undesirable economic 
effects, and would reach a point where the planting of 
new trees would be discouraged. They advanced no 
specific proposals, but indicated they would probably 
raise the question again later in more specific form. 


British 
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British views on tin have changed from those 
expressed in March at the Washington tin meeting and 
they indicated a4 willingness to discuss the matter 
again. However , we are reasonably satisfied with 
the tin situation, and indicated we were not anxious 
to discuss international allocation of that commodity. 


The British described the high and sometimes 
exorbitant prices they were forced to pay for marginal 
quantities of copper and zinc. However, both the US 
and UK agreed that, although the IMC Committee should 
consider price as well as allocations, it was more 
important to get agreement on a fourth quarter 
allocation for copper. Introduction of the price 
factor would, it was decided, complicate and perhaps 
preclude agreement. Thus, it was suggested that the 
price question be brought up during consideration of 
the allocation for the first quarter of 1952. We 
expressed the conviction that some form of quid pro 
quo for the producers is necessary before we can 
expect agreement on rrice ceilings. 


The cotton outlook is quite good, and it was 
agreed that there would probably be no need for an 
IMC allocation of cotten in the next crop year. 
There might be some problem in regard to cotton 
linters, but it was the concensus that this could 
be handled in the IMC Committee. 


The British had no questions to raise in regard 
to sulphur and tungsten, and felt that other commodi- 
ties were not very susceptible to effective mulit- 
lateral treatment. As far as enforcing actions 
taken by the IMC in regard to quantities or prices, 
both parties decided that this question should be 
considered on a case-by-case basis. 


ECA'S 
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ECA'S PRODUCTION The Economic Cooperation Administration 

ASSISTANCE DRIVE is undertaking a production assistance 
Grive in the participating countries of 

Western Europe which is aimed at developing the defense 

of the country against aggression, supporting the present 

essentials of the civilian economy, and laying the founda- 

tion for a substantial improvement in the future standard- 

of-living. One of the principle concepts of the program 

is that the fruit cof increased production will be shared 

among labor, management, consumers and owners, Only by 

seeing to it that the lot of the laboring classes is improved, 

ECA believes, can we build a Western European economy 

strong enough so that it will not be sensitive to the ap- 

peals and manipulations of Communism. The Department 

strongly supports the basic objectives of the program, 

but is seeking in discussions with ECA to clarify some of 

the proposed measures to achieve these objectives. 





ce A, et 
' 


In a letter to Secretary Acheson last week, ECA 
Administrator Foster outlined the essentials of the program. 
Foster points out that Eurove can reach an adecuate level 
of rearmament and maintain a standard-of-living sufficient 
to assure internal security only if European production 
is greatly increased; and that this greatly increased pro-- 
duction must come for the most vart from existing capacity. 
Consequently, various techniques for improving production, 
and particularly for increasing productivity, must be ex- 
plored, developed, and put into effect. Since the program | 
envisages sharing the profits with labor and consumers, 
the program will have a tremendous social impact and the 
utmost effort must be exerted to gain the sympathetic under- 
standing among alJ. classes of Europeans of the valve inherent | 
in an expanding economy. It is recognized, of course, that 
the drive should move along lines most suited to the indi- 
vidual country's industrial, cultural, and social patterns. 

ECA has already made substantial efforts in the field of , 
production assistance ard productivity improvement, includ- : 
ing development of the Anglo-American Productivity Council 

and Procuctivity Centers in other countries, present exten- : 
sive technical assistance and information programs and the 
program for increased agricultural production. However, : 
the present situation requires expanded and intensified 

activities in this field with the objective of achieving 
the maximum increase in production this year end next. 


Projecte 
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Projected Program As ECA sees it, the Production 
Assistance and Productivity Program will involve operations 
of four major types: 1) intensive demonstration operations 
in selected plants; 2) rendering requested technical 
services on a less comprehensive basis to a larger number 
. of enterprises; 3) efforts to secure desirable changes in 
legislation, government operations, and in the restrictive 
business practices of such private groups as trade associa- 
tions and labor unions affecting productivity; and +) broad 
informational and educational efforts aimed at the general 
public and at management, labor, and industry groups. 


A reasonable share of ECA program dollars is expected 
to be allocated specifically to support production assist- 
ance and productivity efforts of the particivating country. 
American engineers, labor specialists and other technicians 
will work directly with the plants and industries as needed 
to get the program well established and operating. In 
return, ECA believes there should be an agreement or an 
exchange of notes with the participating country in which 
the latter would state its willingness to sunport the 
drive and allocate a vortion of its counterpart fund for 
this purpose, and vould undertake measures to assure equal 
treatment to narticipating firms on such matters as alloca- 
tion of materials and foreign exchange and protect the 
participating firms against restrictive practices of trade 
associations and cartels. 


ECA also envisages establishment in each country of 
a Production Assistance Board composec of individuals who 
have a deep and sincere interest in raising the productivity 
in their country and in an equitable sharing of the benefits 
of increased vroductivity. Members should include repre- 
sentatives of the government of the country, of industry, 
labor, agriculture, distribution, and the consumer, and 
include one or two ECA representatives. This Soard would, 
in cooperation with ECA, establish the operating policies 
within which the funds available for the program should be 
used. The program should be so organized that complete 
responsibility for it can be taken over by the local govern- 
ment in two or three years time. It is not planned that the 
program will be limited to manufacturing establishments 
but should apply as well to raw materials production an 
distribution enterprises. : 


* | % * 
SHIP 
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SHIP WARRANTS Congressional hearings are now being 
SYSTEM PROPOSED conducted on legislation which would 
provide for the issuance of ship warrants. 
as a means of controlling merchant shipping (H.R. 3437). 
The Department supports the proposed law, which would 
assure the most effective utilization of all available 
merchant tonnage in any eventuality requiring full mobili- 
zation, as a part of the over all preparedness program. 
With the exception of Presidential need to meet demands 
of unforeseen developments of extreme emergency, 
the proposed bili is considered standby legislation | 
to complete the framework of national and international | 
preparedness in time of war. The authority vested in | 
the proposed bill would be exercised only in the event 
of a major emergency, in the interest of our national 
defense and in accordance with our international agree- 
ments, for the maintenance of essential supply and services, : 
and the prevention under such circumstances of inflation | 
of shipping charges to the advantage of neutral or non- — 
cooperating shipping interests. 


Provisions of Legislation Under the pronosed ship 


warrants system, vessels desiring to use shore facilities 
under US jurisdiction would be required to obtain a 
warrant without which such facilities would be denied 
them. In order to obtain such a document, a vessel. 
operator would have to agree to certain -ndertakings 
which include: 1) making his vessel available for uses 
relating to programs connected with both the national 
defense and our international commitments: and 2) abiding 
by maximum charter and transportation rates. A breach 

of the agreed undertakings would result in forfeiture of 
tne warrant. 7 








This control system is directed principally toward 
merchant shipping that is not under the American flag 
nor under the effective control of the US or its Allies. 
Ship warrants would automatically be granted all ships 
which, during the period of war or emergency, are con- 
trolled by the US Government by requisition or churter. | 
It is not possible now, of course, to anticipate all 
developments curing the curront emergency which might 
necessitate the application to US shipping of warrant 
controls short of a condition that would involve requi- | 
sitioning or chartering. | | 


Attitude | 
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Attitude of Industry In general the shipping industry 
is not favorably inclined toward the proposed ship warrants 
legislation, It feels the bill represents a substantial 
expansion of governmental authority and imposition of rules 
and restrictions on industry over the Ship Warrants Act 
of World War II. It regards this as an undesirable situa- 
tion unless it can be shown there exists the necessity for 
such action in the public interest. The shipping industry 
maintains that such conditions do not presently exist and 
it has proposed amendments to the legislation under con- 
sideration bringing it more into line with the Ship Warrants 
Act of World War iI. 


NATO Plans for Shipping Controls All of the North 
Atlantic Treaty countries have agreed in time of war or 


emergency to take all the ocean-going merchant ships of 
their own flags under control and place them in a central 
pool. These vessels would be allocated by an international 
shipping authority, to be known as the Defense Shipping 
Authority, so as to achieve the greatest economy in their 
employment and render them effectively and readily available 
to meet both military and civilian needs of the cooperating 
nations according to approved ynriorities. This agreement 
followea favorable action by the Council of Deputies on 
the proposal suomitted by the NATO Planning Board for 
Ocean Shipping. 


The NATO shipping agreement contemplates that shipping 
outside of the pool will be controlled by means of a ship 
warrants system which would not differ greatly from that 
used during World War II. Each participating government 
is being urged to proceed in accordance with its own consti- 
tutional procedures to secure statutory or other authority 
to enable it to deny its facilities to specific vessels 
when necessary. The US and UK will submit a joint paper 
on the ship warrants matter to be considered at a future 
meeting by the Planning Board for Ocean Shipping. However, 
the British Parliament will firs. have to enact legislation 
giving the UK the necessary authority to put into force 
a ship warrants scheme, as we are now trying to do. 








The 
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The NATO shipping plan envisages the establishment 
of a system whereby each government would exercise control 
over the facilities for shipping available in its terri- 
tories so as to ensure that ships under all flags are used 
in conformity with the general purpose and objectives of | 
NATO. It is the agreed purpose to assure maximum utiliza- : 
tion of allied shipping and also to assure that, irrespec- 
tive of flag, undue financial advantage does not accrue 
to any interests, private, local, or national due to the 
inevitably high demand for tonnage and the inordinate 
freight or charter rates which would result were uncontrolled 
bidding for shipping space permitted in an open market. 


The NATO shipping plaris make provision for the partici- 
pation of non-NATO countries in the common effort. Non- 
participating countries of the free world would be invited 
to contribute their ocean-going ships to the central pool 
and become members of the international shipping authority. 
There remain some 20 million tons deadweight of merchant 
shipping under the control of free world countries not 
members of NATO which, if they do not become allies and 
operate in the common effort, will be free to operate 
contrary to the best interest of the allied nations and 
to reap exorbitant profits. The ship warrants plan is 
the means available to exercise control of their operation 
and rates. 


SECRET 
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CN TREATY WiTH GREECE In negotiations with Greece for 
HOULD BE SIGNED SOON a treaty of Friendship, Commerce 
and Navigation agreement has now 
been reached on all points of substance, and the document 
should be ready for signature at Athens within a month. 
If the Israel treaty is signed as scheduled in the interin, 
the treaty with Greece will be the seventh concluded by the 
US since World War II, and the third this year. 





jays 
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Active corsidcration of this treaty project commenced 
in the late spring of 1950, with presentation by the Greek 
Government of a counterdraft embodying extensive changes in 
the Devartment's .riginal proposals. This counterdraft was 
used as the basis for the negotiations which have taken 
place at Athens. 


Complications arose with regard to almost every article 
in satisfactorily reconciling the Greek counterdraft with 
Department views. The major complications (either because 
of the importance of the subject matter or because of the 
problems encountered in formulating acceptable solutions) 
concerned the national treatment rule in several of its 
applications. adeouate compensation for expropriated property, 
religious activity, tenure of real property, shinping, and 
exchange restrictions. Finding a basis for agreement on 
capital withdrawals was especially difficult. On the other 
hand, the negctiation was relatively free of serious diffi- 
culties cver commercial policy. 


The text that has emcrged from the negotiation includes 
all the standard provisicns ordinarily sought by the Department, 
without significant omission or qualification except as to 
missionary activities. However, it contains a number of 
additional provisions on shipping; and it exhibits noticeable 
though superficial differences from the current standard form 
in respect o. internal arrangement as well as in the phrasing 
cf various clauses, For example, a suggestion of reciprocity 
doctrine has been introduced into the statement of the national 
treatment rule, in order to accomodate Greece's desire to 
maintain its freedom of action with respect to extending this 
measure of treatment to third countries under the most-favored- 
nation principle. This manner of formulation obviated the 
necessity of considering "screening" reservations such as 
ere sometimes advocated as a solution to the problem of 
generalizing treaty advantages. Other differences include 
the absence of the usual Protocol, all provisions thereof 
having been integrated into the main text; a restatement of 
the rule on enforceability of foreign arbitration awards 
(commercial) in a form probably superior to the standard 
form; and an approach to real property tenure different from 
the standard "de facto reciprocity" formule. 
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INCREASING PRODUCTION The vroblem of increasing foreign pro- 

CF STRATEGIC Sut , SUPPL IAS Guction of scarce, strategic and basic 
materials in order to meet more nearly 

both US and total free world requirements has been examinec 
by the Foreign Supplies and Requirements Committec and 2a draft 
report has been adonted which will be submitted to the Office 
of Defense Mobilization for nossible further action. The 
revort enphasizes the necessity for more exnlicit centralized 
autnority in stimulating foreign production, since, as or esently 

administered, prograns and ovrojects are hampered ty lack of 
authority or understanding of authority, and by lack of deci- 
sions toward intesrzeted action. While the report »soints out 
the tyves of functions which must be performed by whatever 
new or existing agencies are assigned responsibility for the 
foreign product ‘ion yrogram, it coes not argue the merits of 
-one form of organization versus another. It states that cen- 
tralization of resvonsibility should include commensuraie 
authority for vlanning, execution, and supervision of the 
integrated vrograms for expanding foreign production of those 
critical and basic raw materials in shart US or free world 
supply. It does not snecifically recomend whether »lanning 
and onerations shoulc be combined in one authority or whetner 
the "centralized authority" might issue directives to other 
overating agencies. 











Centralisation of responsibility must include authority 
to encourage investment of US vrivate eanital abroaas; to pnro- 
vice long-term covernment nurchese contracts; to cover liability 
cf rovernment vurcizse contracts for resale, on a “nrudent 
reserve" besiss ana to »rovide government financing for _— 
eet? yrojects chen orivate capital is not availatle. Thi 

icht be cone by rez -erral to the oximbank for loan sash ekense 

or by certifying tnat the Bank could use DPA funds where 
extreme risk »recludes the Bank from using its own funds. In 
adcition, centrelizec autnority must carry with it the ability 
to exercise strong claimancy revresentation for equipment , 
matcrials, technicians, shinping, etc., and should have an 

authoritative voice on US requirements committees, in stabili- 
zation agencies anc in agencies resnonsible for broad economic 
aic srograms abroad. Other correlative jowers wouid consist 
or the ability to bring abort nesotiations with foreign fovern- 
ments to »rovide cooperative assistance to the Us vrograns, 
to foster labor concitions conducive to maximum vroductivity, 
ana to establish fielc offices for nrocuremenit and develonment 
Durnoses in countries likely to be the sources of criticel 
materials, 


Defense 





_ DECLASSIFIED FoR PUBLICATIO 
N IN 
_ RELATIONS OF THE UNITED STATES — 











SECRET 
— 


Defense and Longer-Term Needs It is essential that a 
broad program for expansion of roreign production of scarce 
critical materials take into account both short-term defense 
needs and the longer-term growth requirements of an expanding 
free world economy. Consideration must also be given to the 
factor of safe strategic location. It is recognized by the 
Defense Department that the shortage of raw matertals will 
increasingly hamper the defense effort, and it is thus vital 
that a program to increase production be initiated without 
delay. In the case of twoethirds of the materials considered 
critical and strategic, the US either nas no domestic production 
or produces less then 10% of its needs. Even where domestic 
production exceeds consumption, such as in Sulphur and molyb- 
denum, serious domestic shortages exist because of the need 
of exporting part of US production to other countries in the 
free world, In some cases, such as cobalt and columbite, 
the total known world reserves are less than US requirements, 
Furthermore, the continued expansion of the economies of the 
US, Canada, Western Europe and othcr growing free world areas 
will depend on increasing the level of production of the 
world's basic raw materials. 





Programming Requirements Expansion of raw materials 
facilities should be undertaken before mobilization is too 
far advanced, since the construction of these facilities, in 
itself, consumes scarce materials which must be programmed 
along with other requirements. Progremming should be pro- 
jected for the future as well as for current necds. This 
long-term planning may be an inducement to private interests 
which frequently will not undertake new projects unless the 
investment can clearly be amortized during the life of a con- 
tract. 





Obstacles To Increased Production Various obstacles 
hindcr an increase 1n foreign production. These can relate 
to market conditions, such as a situation where prices are 
lower tnan costs or where marxeting facilities are poor. 
There may be lack of foreign capital or reluctance on the part 
of US capital. Shipping, transport or power facilities may 
be inadcqucte, Equipment or trained labor may not be avail- 
able. Foreign governments may put restrictions in the way — 
of bargaining, or upon dollar exchange. Political and social 
attitudes may not be conducive to expansion of production. 
These are but a few of the difficulties which exist in 
varying degrees. 





Encouraging 
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Encouraging Foreign Production The two fundamental 
techniques most commonly required in encouraging production 
are long-term purchase contracts, either government or private, 
and adequate financing for specific new projects or expansion 
of existing projects. For the most part, most financing | 
should be done by private capital, and efforts to encourage | 
investment should be an important part of the program. | 








Other techniques might include establishment of a US 
Government price floor to provide a market for production 
which fails to sell privately, and the opening of field 
nurchasing offices abroad. Equipment might be leased to 
foreign operators, and management contracts made with private 
operators to produce for the US Government, Priority assis- 
tance and technical aid can play large roles. Counterpart 
funds might be used to promote specific programs, Industries 
could be encouraged to use less desirable by-products, Labor 
productivity could be increased by promoting higher standards, 
Foreign governments could be encouraged to allocate necessary 
foreign exchange, grant import licenses where needed, and 
guarantee safeguards against action which would injure 
investment incentive. Various other steps could be explored 
and undertalzen, including reduction of tariffs, The US 
could give assurances that post-mobilization government 
surpluses and stockpiles would be disposed of in an orderly 
manner, and could show willingness to enter into international 
commodity agreements. 


2: * . 


PROGRESS IN ADVANCE Delegates of the US and UK have just 
PEWROLSU:' PLANNING concluded successful conversations in 
LonGon concerning the need for an 
organization in NATC to do forward planning on wartime 
petroleum problems. The talks were prompted by the belief 
thet successful conduct of a future war involving NATO coun- 
tries requires advance consultation and cooperation by these 
countries in analyzing probable wartime petroleum problems. 
Agreement was reached on certain recommendations to be made 
to the two governments vroposing the establishment of a 
Petroleum Planning Organization subordinate to the Financial 
and Economic Board of NATO. It is expected that the US and 





UK 
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UK will sponsor a proposal in NATO along the lines suggested. 
However, with regard to a wartime organization, the delegates 
believed there should be further study at some future date, 
and that it was not advisable to introduce that question 

into NATO at the present time. 


Purpose of the Proposed Organization The Planning 
Organization would analyze petroleum problems likely to arise 
in the event of war and would make recommendations regarding 
their effective solution. This would not include essentially 
military prodlems, although the organization would need to 
be provided by the appropriate NATO military agencies with 
information and guidance in regard to military needs and plan- 
ning. For information concerning petroleum availabilities, 
and data on production and needs of other countries in the 
free world, tie Organization would be largely dependent on 
the US ana UX, since they are the major petroleum supplying 
countries. The Organization would provide NATO countries 
with analyses af their probable petroleum position in time 
of war, based upon a review of the world-wide supply-demand 
situation, including bunker requirements. It would attempt 
to estimate essential civilian needs in NATO countries, and 
to consider the question of civilian rationing. When neces- 
sery the Organization would also study relevant problems such 
as stock levels, storage availabilities, transport and distri- 
bution facilities, production and refining capacities, and 
the standardization of specifications for civilian petroleum 
production.. 





Orgenizational Plan The US and UK envisage that the 
Petroleum Organization under FEB would consist of a Planning 
Group and a Working Party. The Planning Grouv would be com- 
posed of representatives of all NATO countries desiring to 
pariicin:te and would meet at intervals to direct and review 
tne work of the smaller petroleum Working Party. The Planning 
Group would be resnonsibie, either directly or through the 
Working Party, for maintaining close liaison with other inter- 
ested NATO elements, such as the Standing Group (military), 
tne Planning Board for Ocean Shipping, and the Defense Produc- 
tion Board. It was the opinion of the US and UK delegates that 
the Working Party should consist of representatives of not more 
than five member nations who would, under the direction of the 
Planning Group, examine wartime netroleun requirements of NATO 
countries in relation to likely availability, and make recon- 


mendations for action to assure fulfilling tnose needs to: 
the maximum nossible extent. 





EXPERTS ' 
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EXPERTS ' REPORT ON PURCHASING POWER OF A renort on the prob- 
INTER-AMERICAN CURRENCIES AND RESERVES lem of maintaining the 

purchasing power of 
American states' currencies and reserves has been completed 
by the ad hoc committee of experts which was authorized by the 
recent meeting of Inter-American Foreign Ministers to study 
this problem and to make recommendations to the respective 
governments. No recommendation was made with respect to main- 
taining the purchasing power of reserves as a result of US 
cbjections to the principle of government-to-government guaran- 
tees which underlay all the proposals advanced to achieve this 
goal, The committee's report therefore merely records its 
inability to reach agreement on this point, noting that some 
delegations favored the establishment of a system of guarantees 
while others found the princivle unacceptable. It was agreed, 
however, that effective proyvrams of price stabilization coupled 
with measures providing for the equitable allocation of scarce 
goods constitute one practical approach to this problem. The 
group recognized the necessity for intensifving the measures 
tending to combat inflation which have already been adonted 


by the Amcrican Republics and recommended that each government 
edopt such additional measures to this end as may be appropriate. 








The committee was established by the Inter-American 
Economic and Social Council pursuant to a resolution of the 
Americen Foreign Miinisters and included technical experts from 
central banks, treasuries and otner fiscal agencies of the 
American Renublics as well as representatives of the UN and 
the International Monctary Fund. The meeting began in Washington 
on July 16 and the committee's report and recommendations were 
completed July 27. 


Purchasing Power of Currencies Pointing out the evils 
of inflation and the cangers inherent in the present situation, 
the experts note that the governments of the American Republics 
have agreed on the necessity for curbing inflation and preserv- 
ing the domestic purchasing power of their respective currencies. 
In analyzing the present situation the experts classify the 
causes of inflation as extcrnal and internal and observe that 
both types of pressures were opcrating in the US and Latin 
Ancrica at the time of aggression in Korea. The conflict 
there has added a whole new set of stresses and strains to 
those already existing. The US has committed itself to a 
gigantic defense effort which, sunerimposed on a civilian 
economy operating at nearly fuli cavacity, has inevitably 


created 
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created inflationary pressures, while the sharp increase in 
US demand for Latin American raw materials has created higher 
incomes and greater domestic demand in those countries for 
domestic and foreign goods. Up to now, foreign goods have 

been readily available for the most part, but generally at 
rising prices. Since the supply of domestic goods in most | 
Latin American countries is not readily expandable in the | 
short run, the increased demand for such goods has driven up | 
their prices. In addition, the inflation problem has been | 
aggravated by unusually large investments in inventories in 
anticipation of future price increases, The fact that the 
increase in investment in the US and in a number of Latin | 
American countries since Jume 1650 has been financed to a | 
considerable extent by bani: credit rather than by voluntary 
savings has also increased inflationary pressure. 





The experts observe that the governments of the American 
Republics have already recognized the problem and taken steps 
to check inflationary forces. However, noting that additional 
measures will be necessary in many countries, they outline 
the various tyves of measures which have been adopted or may 
be considered. These include fiscal, monetary and credit 
measures and measures for developing savings and capital 
markets, for increasing producticn, and for the direct con- 
trol of prices, costs and censumption. The experts stress 
the importance of examining proposed government expenditures 
in the light of their probable inflationary effects. On the 
revenue side, aaoption of cmergency tax programs is suggested. 


The report points out thet the specific monetary and 
credit measures which are appropriate to combat inflation 
will depend on the individual circumstances in each country. 
Thus, while regulation of the volume and types of loans extended 
by banks can be particularly effective in Latin American coun- 
tries, where tnere are few othcr major sources of funds, US 
monetary policy has to cover a wider variety of sources and 
has to include measures different in some respects from those 
av»vropriate in Latin America, 


The experts note that the mobilization of local resources 
necessitates efforts not only to increase the volume of volun- 
tary savings but also to put available savings to most effective 
use. Because of tne low standard of living of the bulk of the 
population in the Latin American republics, efforts to increase 
savings must be directed toward the relatively small well-to-do 
segment of the nopulation and toward reducing its consumption 
of non-essential imvort-:. 
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The experts point out that one of the most important 
objectives of economic volicy in all countries is that of 
increasing production to raise the standard of living, permit 
a greater defense effort and facilitate the fight against 
inflation. However, they offer the reminder that production 
increases are usually accompanied by the creation of additional 
income which tends to diminish their anti-inflationary effects. 
They therefore recommend that measures which tend to increase 
productivity with a minimum creation of additional income or 
of time needed to yield results should receive priority during 
the present emergency period. While it is recognized that 
the imposition of price controls and rationing involves many 
problems, it is nevertheless pointed out that price controls 
in conjunction with other measures particularly in the fiscal 
and credit field, can be used, and are being used in the US 
and several Latin American countries, to soften the impact 
of inflationary pressures in certain directions. 


Purchasing Power of Reserves Although no agreement was 


reached on recommendations for maintaining the purchasing power 
of reserves, tne experts have outlined the problem as it arose 
during and after World War II and during the year following 

the outbreak of the Korean conflict and have analyzed possible 
solutions. Both war periods were characterized by a significant 
improvement in the balance-of-payments oi the Latin American 
countries owing in part to the shortages of export goods which 
develovea in the industrialized countries as a result of the 
shift in their resources to defense production. Their reserves 
of gold and foreign exchange, primerily US dollars, therefore 
rose substantially during these periods. The strong infla- 
tionary tendencies which developed after World War II in both 
industrialized countries and in the countries supplying raw 
materials had the effect of reducing the purchasing power of 
these reserves. The experts consider it possible that, in 

the present international crisis, there may be insufficient 
goods available for export to the less-industrialized countries 
as a result of continued heavy transfers of resources into 
rearmament and that, should price levels rise, the reserves 
accumulated in such circumstances might lose part of their 
phage tes. nower as they did during and after World War II. 

hey therefore feel that concern is justified regarding the 
possibility of an extraordinary accumulation of reserves and 
the loss of part of their purchasing power, and regarding an 
adequate solution to the problen. 


On 
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On the assumption that even vigorous programs of 
price stabilization and equitable alllocation of scarce 
goods might not be fully erfective, one group of dele- 
gates offered a proposal for maintaining the purchasing 
power of reserves by a government-to-government 
guarantee. This plan would have enabled countries: to de- 
posit in a non-interest-bearing account part or all of 
the increase in their reserves attributable to limita- 
tions on exports by one or more countries. The country 
whose currency was deposited would then have been re- 
quired to make compensatory payments according to the 
increase in its prices from the date of deposit to the 
time of utilization (or to receive compensatory pay- 
ments in the event of a price decline). 


However, other delegates saw grave policy and 
technical difficulties in any approach involving an 
attempt to guarantee the purchasing power of reserves, 
The US and others objected strenuously to such schemes 
on the principle that governmental protection against 
loss or fain in purchasing power may have the effect 
of increasing inflationary or deflationary pressures 
and the conviction that it would be inequitable and 
uneconomic to accord specifically favorable treatment 
to one class of holders of dollar balances while deny- 
ing similar treatment to other holders of dollars. 
Because of these strong objectiofis on principle, the 
committee did not consider the extensive technical 
difficulties which any such scheme would entail. It 
should also be noted that the guarantee systems pro- 
posed would, by their very nature, have protectcd 
the reserves of the Latin Amcrican countries but not 
those of the US, since only the former are likely to 
a¢cumulate reserves "attributable to limitations on 
exports," 


TERMINATION 


PLAIN 


DECLASSIFIED FOR PUBLICATION IN FOREIGN 
RELATIONS OF THE UNITED STATES 


— 











= BEST COPY AVAILABLE 


= 9 « 
TERE TINAS ICN Ck US-CZECH The US Governnent, through ‘the 
GATT “O3LIGATIONS Pll VND interdenartmental Srade Arrce ents 

Committce, nas agreed on a course 

of action looking towarc termination of obligations existin; 
between the US and Czechoslovakia under the General Agreenent 
on Tariffs 2nd Trade. On August 1, we exnect to release ic 
sneé nublic a statement to the contracting yarties tc the GATT 
stating that: 1) the US has determined ic withdraw from Czecho- 
slovakian trade the benefits of trade-agreement tariff conces- 
Sionss; and 2) at the forthcoming GATT meeting the US is recnesi- 
ins the contractin; varties to terminzte all odlizations uncer 
the agreement betvreen the US and Czecnoslovatia. 


Our case for the dissolution of obligations between the 
US and Czechoslovakia rests upon the volitical situation as 
it has cevelonvead. It avoids our making a detailed case of 
technical violations of the Apreement bry Czechoslovakiz. It 
also avoids asking other countries to take a nosition on the 
merits of our disoute with Czechoslovakie anc simply recuesis 
them to recojnize the fact that, in the existing political 
climate, it would be a travesty to exvect the parties concerned 
to adhere to the General Agreemenit's yrovisions. 


In our explanatory statement to the contracting varticc. 
we point out th hat in 1947 when the General Agreement was 
tramed, it wos assumed that the volitical relations of the 
countries concerneé would be such that it woulda be in their 
mutual interests to vromote the movement of soods, money anc. 
neople between them. It is now apparent that this assumption 
is no longer valic as between tne US and Czechoslovakia. On 
the contrary, relations between the two have been nrogrcssively 
impsirea by manifestations of Czech i111 will toward the US. 

The sroperty of American nationals in Czechoslovaria has been 
confiscated withont compensation or any serious ettemnt on 

the part of the Czechs to settle. American firms have been 
persecuted and harassed to such a degree that it is virtually 
impossible for them to do business in Czechoslovakia. The »ro- 
curement of ordinary trade information essential to tne conauct 
of commercial entervrises has been declared a crime. The US 
has been forced on extremely short notice to reduce crusticully 
the personnel of Embassy Praha. American citizens have been 
imsrisoned withont justification. American charitable and 
welfare organizations have been forced to discontinue their 
work. The impairment of economic relations has been aggravated 
by the progressive integration of the Czech economy into the 
Soviet bloc. Czechoslovakia has granted a special and guaranteed 
position to Soviet bloc corporations and openly declared its 
intention of administering its economy solely in the interests 
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of the bloc, There is no doubi that its commitments to the 

US are being subordinatec to its undertakings as a part of 

the Soviet economic bloc. Accordinsly, it is the view or the 
US that this situation between the US and Czechoslovakia shoulc 
be recognized by the contracting parties and the obligations 
between the two embodied in the Agreement should be ormaily 
dissolved. 


This action is not intended es reprisal in the case of 
AP Corresnondent Oatis, since such e tie-in might encourage 
Czechoslovekin to ask the US to restore concessions as a cCor.- 
dition to Oatis' release. Such res*oration would be difficult 
in view of the Congressional mandate in the Trade Agreements 
Extension Act thet concessions to the Soviet bloc must be vith- 
drawn or suspended. 


The timing of withdrawal of trade-agreements concessions 
is not mentioned in the statement. Current thinkin: is to 
await action oy the contracting parties on termination of US- 
Czech GATT obiigations. If queried by the public, we will 
say actual withdrawal is a technical matter to be fitted in 
within the framework intended by the basic proclamation on with- 
drawal of concessions which is planned for simultan:: 1s release. 


tion on Other 5 B sions It is exvectec 
tnat on August 1, the President wili issue a vrocl2iwation giving 
effect to the requirement of the Trade Agreements Extension Act 
that action be taizen to deny the benefits of trade acsreement 
concessions to imports from the USSR and its satellites. (See 
page 5, cune 11, 1951 issue.) Under this basic proclamation, 
tne Presicent is instructing the Secretary of the Treasury that 
where withdrawal of tariff concessions woulc not conflict with 
any international obligations, such withdrawal should become 
effective after the close of business on Avzust 31, 1951. 


On June 23, 1951, we gave notice to the USSR of our inten- 
tion to terminate tie commercial agreement which requires six 
months notice, anc on June 23 similar action was taken to termi- 
nate the provisional agreement with Rumania which nrovides for 

a 30-day notification. Notices to modify the most-favored- 
nation provisions of the treaties of ob poe og + commerce and 
consular rights with Hungary and Poland or to terminate the 
treaties as a whole were delivered to Hungarian and Polish repre- 
sentatives nere on July 5. The Hungarian treaty recuires that 
notice of termination be given one year in advance and the 

Polish treaty calls for six months notice. The Government of 
Switzerland has notified the Bulgarian Government of termination 
of tne provisional commercial agreement which provides for a 
three-months notice of terminetion. 


* * * 
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WAY PREPARED FOR 1°52 During the sixth session of the General 
COPYRIGHT CONVENS TON Conference of TiESCO, a copyright con- 
mittee met fron June 2° to 26 in Paris 
to consider further a nessible universal copyright convention. 
The committee was comnosed of representatives of some 20 coun- 
tries who acted as exverts and as representatives of thcir 
fovernnents. At a previous meeting» held in October and 
November 1950, a committee of experts recommended an inter- 
national conference to which all states, whcther or not 
members of UiESCC, would be invited to work out, acont, and 
sicn the final text of a Universal Conyright Convention. 
(See sage 11, Noverber 13, 165C issue ) In view of the diffi- 
culty of some of the guest ions presented anc of the limited 
time available at the latest meeting, the committee cid not 
attempt to arrive at a final text of the convention or to 
bind their respective governments to the work done at the 
meeting. However , the way has been prepared for a divlcmatic 
conference in 1952, at which time the governnents will be 
free to modify anc elaborate the work done at the Paris reet- 
ing. 
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PROGRESS ON TIGHTENED The Consultative Groun meetings, 
SECURITY EXPORT CONTROLS which the US requested in an effort 
to obtain a tightening of existing 
security export controls on the part of participating coun- 
tries, were concluded on August 3. In these meetings, and 
the preliminary tripartite discussions, sigrificant progress 
was made toward meeting our position of narrowing the dis- 
parity between Internationa] List I ard tne US list of items 
of primary strategic importance; clarifying conditions under 
which exceptions to the embargo rule may be justified; and 
tightening controls over items of secondary importance. (See 
page 1 of July 2, 1951 issue.) It is our delegation's view 
that the negotiations resuited in an optimum degree of success, 
given a desire on the part of other countries, in the face of 
the Kem Amendment, to assert an independent judgment on a 
relatively small number of items. The nesotiations resulted 
in a very real understanding on the part of participating 
countries of the necessity for more adequate, mutually agreed 
export controls. Of the 53 items prorosed by the US for addi- 
tion to International List I, 34 were accepted by all partici- 
pating countries, with the 19 disagreed items being referred 
to the Coordinating Committee (COCOii) for further discussion 
in September. it should: be noted tiat all of these items 
had been previously rejectvc. Our nroposals on quantitative 
controls and on exceptions to the embargo rule were accepted 
by the Group with minor changes. When COCOM finishes its 
review, we think we will have achieved the maximum possible 
through multilateral action. 


Embargo List In the consideration of additions to the 
embargo list, the UK objected to inclusion of 13 items in 
the fields of rail transport, heavy construction, coal mining 
equinment, tin and aluminum, on grounds that the embargo of 
items in these sectors basic to the general industrial economy 
is not justified under existing List I criteria. The UK was 
supported by France on 15 items, Belgium on 9, the Netherlands 
on 9, Norway on 1, and Italy on 4. Denmark objected on policy 
grounds to all 18 items opposed by the UK and maintained a 
reservation on one other item. There was extensive debate 
on criteria, with Denmark, the Netherlands and Norway strongly 
supporting the UK position and with the US maintaining that 
all 53 items meet the criteria. Denmark stated that there 
should be clear and present security intcrest before controls 
are adopted in basic economy fields. 


Since 
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Since a number of the items were objected to on policy 
grounds, rather than because the participating country has 
an economic interest in exports, our delesation to the meet- 
ings believes that the disparity between the US embargo list 
and the actual embargo practices of many participating coun- 
tries will be extremely small as soon as the additional items 
agreed upon are brought under control. In COCOM discussions, 
the 19 unagreed items will be studied with a view to determin- 
ing whether they are justified for embargo or other appropriate 
control. 


Quantitative Controls Although some delegations expressed 
doubts as to the practicability of quantitative controls, the 
trinvartite List II proposals were accepted with only minor 
changes. The Federal Renvublic's acceptance was ad referendum. 
The proposal reaffirms the principles already agreed in COCOM 
that exports of List II items to the Soviet bloc should be 
limited with full regard to the strategic importance of the 
item and to the objective of preventing any increase in 
Soviet war potential, with the understanding that the strategic 
character of these items is directly related to quantities 
which may be exported to the Soviet bloc. The exports of 
List II goods should not exceed the minimum quantities which 
the exporting country finds are required in order to ensure 
the continued importation from the Soviet bloc of goods which 
are essential to the exporting country's basic economy. It 
was agreed that in the review of List II items to be under- 
taken by the COCOM next month, any items which meet the agreed 
embargo criteria will be placed on List I and items which do 
not meet the criteria agreed for List II‘will be placed on 
List III for continued exchange of information and prevention 
of excessive shipments. For the items remaining on List II, 
tentative limits will be set for individual items wherever 
there is information available to permit a reasonably accurate 
and defensible judgment from a security viewpoint. These 
quotas will be apportioned among the Oe aes Ee countries 
in relation to their exports to the Sovict bloc in the postwar 
period except where that period is inequitable to some partici- 
pants. Quantitative limits may be revised or reapportioned 
by agreement in the Coordinating Committee. Each government 
is to submit to COCOM, in addition to monthly statistics on 
all List II exports, a semi-annual statement setting forth 
export policies which it is following with respect to indi- 
po <9 II items in its trade with individual countries 
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Our delegation feels it is impossible to forecast the 
extent of reduction in List If exports which might result 
since much will depend upon individual intervretations. The 
outcome depenas mainly on whether the various countries press 
for a large or small number of fixed quotas and on the extent 
to which they are willing to rely on obtaining exceptions if 
the guotas pvrove to be too low. The delegation feels, however, 
that the-outcome will represent a great improvement over the 
existing hold-the-line policy in this area. 


Exceptions to Controls It was agreed that in addition 
to the special considerations involved in prior commitments, 
exceptions to the general embargo rule for List I items and 
to quota limits in respect to List II items would be made 
only when an exnorting country would otherwise face the-loss 
cf supplies from the Soviet bloc which are essential to its 
basic economy and defense effort. It was recognized that 
orior commitments--that is, obligations entered into prior 
to the adoption of controls for the item concerned--may have 
to be honorea if an official commitment of a participating 
government is involved and that a government may decide that 
a commitment should be honored after corsidering the strategic 
importance of the export and the probable consequences of not 
permitting it. The governments are to keep COCOM informed of 
any trade negotiations or proposed transactions which may 
result in exceptions being made and are to take into account 
comments made in the committee. They should report to the 
committee what agreement is made or decision reached consti- 
tuting an exception to the agreed rule. 





Negotiations with Switzerland US export control nego- 
tiations with the Government of Switzerland last month re- 
sulted in Swiss agreement to embargo all items on our.atomic 
energy list and all but 25 items on International List I. 

They also agreed to restrict shipments of International List II 
items to the 1949-50 level (about $15 million) and to give 
Western European countries unwritten priority in the execu- 
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Action on Kem Amenament In accordance with the 
Kem Amendment, the National Security Council is going 
forward with its specific determinations with respect 
to all countries receiving economic or financial assist- 
ance and present plans call for certifications or excep- 
tions prior te the expiration of the 90-day general 
interim exception which was sent to the Congress on 
June 15. (NSC Determination No. 1, June 14, 1951) 
Specific exceptions from the provision have already 
been made for Austria, Norway, India and Turkey. Nation- 
alist China, Irelard, the Philippines and Korea have 
certified that they are not shipping prohibited items 
to the Soviet bloc. Several other countries, namely 
Spain, Yugoslavia, Indochina, Jordan, Saudi hrabia, 
Thailand, Ethiopia, Liberia, Nepal and the majority of 
the Latin American Revublics are expected to certify 
prior to tne expiration of the general interim excep- 
tion. Certifications from the Latin American Republics 
are being sought under Resolution 15 of the Foreign 
Ministers meeting. Presentation of reports on the 
Western European countries has been delayed pending 
conclusion of negotiations calling for stricter and 
more uniform export controls. This delay was decided 
upon in order not to weaken our position: in the nego- 
tiations. It was also felt that stricter Western Euro- — 
pean controls would make an exception more justified. 
Canada was deleted from the list of countries upon which 
determinations are required since the Export-Import Bank 
loan to Steep Rock Mines, Ltd., an American-controlled 
corporation will benefit the US primarily. 


The so-called Battle Bill, the Mutual Assistance 
Control Act of 1951, which we consider more workable 
than the Kem Amendment, has been passed by the House 
of Representatives and referred to the Senate Foreign 
Relations Committee, In the meantime Congressman Kem 
has indicated that he is not satisfied with the Battle 
Rill and will try to get his own amendment minus the 
ee tog provision, incorporated into the economic 
a ° 
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TSRAEL'S ECONOMIC The Government of Israel has recently 
PROBLEMS AND PROGRAM launched in the US a bond drive to raise 
$500 million to assist in financing 
the continuation of its large-scale immigration program. 

The drive has already resulted in sales of $70 million, of 
which $30 million has been paid and $40 million pledged. 

It has been estimated that $1.5 billion will be required 
over 2 threc-year perioGg to develop and consolidate the 
country's economy and to make possible the integration of the 
600,000 immigrants who are expected to enter the country 
during this period. The Government of Israel, with limited 
aid from countries other than the US, has undertaken to 
provide the equivalent of $500 million toward this fund 

and to raise the remaining $1 billion in the US through the 
bond issue. efforts to obtain intergovernmental grants, in- 
tensification of efforts to raise gift funds, and stimula- 
tion of private investment in Israel. 





Israel intends to use the proceeds of the bond issue 
for the development of its economy, including projects in 
the fields of industry and power, agriculture, transporta- 
tion, trade and services and the establishment of a mortgage 
bank and @ development bank. The decision to launch this 
new campaign resulted from the fact that the current influx 
of capital has been wholly insufficient to meet the require- 
ments of the unprecedently high rate of immigration since 
the establishment of the state. Even though Israel's 
foreign exchange resources have been supplemented by efforts 
to mobilize local resources to make possible the absorption 
of the new immigrants, the increase in total production has 
been inadequate to meet the needs of the increased popula- 
tion. 


Government Economic Survey The confidential economic 
survey of the Government of Israel for the first few 
months of 1951 and the comments of our Embassy in Tel Aviv 
indicate clearly the many economic problems facing the 
country both as a new nation and as a result of the high 
rate of immigration. The survey indicates that agricul- 
tural production has increased proportionately with the 
needs of the increased population, but that industrial pro- . 
duction and housing hdve lagged. Inflation presents 4 
serious problem and existing tax and savings measures have 
proved inadequate to meet the pressures resulting from the 





immigration 
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immizration program and capital and defense expenditures 

2S well as the impact of world-wide price rises. The 
soverni:2nt permitted a rise in its controlled prices of 
essential ,oods in response to the latter with a conse- 
quent increase of almost 8% in the cost-of-living index 
from July 1950 to April 1951. In addition, the black 
market continues to flourish with prices..o? food and 
clothing ranging from three to four times the official 
prices. Although the Israel Government survey indicates 
full employment in most parts of the country, our Embassy is 
somewhat skeptical on this point and believes that there is 
uw considerable measure of disguised unemployment in the 
m:'abarot, (transit labor camps). Both sources agree, 
however, on the scarcity of skilled and experienced man- 
power. : 


Despite some improvement in Israel's foreign trade posi- 
tion recently, the basic imbalance remains and the acute. 
shortage of foreiisn exchange continues to be an ovverriding 
problem. The seriousness of this situation is indicated by: 
1) the rigidly enforced import licensing procedures and 
foreign exchange controls; 2) the steadily declining 
balances of foreign exchange used for currency cover; 

3) the raw materials shortages evident from the per capita 
decline in raw materials imports and the consequent level- 
ling off and perhaps even lowering in industrial produc- 
tion; 4) the limited currency conversion facilities for 
foreign interests such as airlines and shipping companies; 
and 5) the increasing variety of devices to increase imports 
without payment of foreign exchange and to capture both the 
tourist and the black market dollar in Israel. 


Nevertheless, despite these urgent immigration, infla- 
tionary and exchange problems, the Survey shows that real 
progress has been made in Israel in increasing the 
country's productive capacity and, in the case of agricul- 
ture, in increasing its ‘actual production. The precarious 
balance-of-payments situation has made it imperative that 
Israel attain, as quickly as possible, an economic struc- 
ture in which local production can replace previous 
imports and pay for the most essential goods which still 
must be imported. Israel's investment program for the 
coming vears therefore reflects this drive. 


‘ 


* * * 
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FCN TREATY WITH DENMARK Negotiations with Denmark for a 
SHOULD BE SiGNED SGON Treaty of Friendship, Commerce 

and Navigation appear to be ap- 
proaching completion. All substantive points have been 
settled, with the possible exception of the real property 
provision and the resolution of this item is not expected 
to delay conclusion of the treaty. It is possible that 
signature will take place about mid-September. Assuming 
Signature of the Greek and Israeli treaties in the interim 
as scheduled, the Danish treaty would be the fourth com- 
pleted during the current year, and the eighth since the 
end of the war. 


The Danish draft, as agreed upon, follows closely 
the current standard form. The principal difference is 
the addition of a set of minutes of interpretation which 
serves to obviate several reservations or textual revi- 
sions that might otherwise have been reguired. The same 
procedure was followed with regard to the Irish treaty. 
The more notable substantive differences consist of 
special provisions on professional and commercial activity 
and on ownership of real property, as well as some re- 
statement of the rules governing remittances and capital 
movements. These reflect a minimum adjustment of our 
standard proposal to Denmark's restrictive establishment 
legislation, and a clarification of Danish rights under 
the pertinent articles of the International Monetary Fund 
Agreement. Negotiations centered on formulation of these 
adjustments in such a way as to avoid significant impair- 
ment of our basic treaty objectives. The resulting docu- 
ment compares favorably with any of the other treaties 
thus far negotiated. 


RESTRICTED 
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COMMUNIST STRENGTH IN Communist control of organized | : 
FRENCH LABOR UNIONS French labor, despite tremendous | 


losses from peak membership in 
1946, is still sufficiently strong to be of concern. Al- 
though there are no completely authoritative figures on 
present trade-union strength in France, the Communist 
controlled General Confederation of Labor (CGT) probably 


has 
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has between 1,500,000 and 2,000,000 dues paying members at 

the present time. As of lust May the CGT claimed over : 
3,500,000 members as compared with a high of over 6,000,000 
claimed in 1944, The present CGT claim however, is considered 
much too high by unbiased observers. Firm membership figures 
for non-Communist trade unions are not available either but 
membership in the Catholic Labor Confederation (CFTC) can be 
put at between 250,000 and 300,000 and in the Force Ouvriere 
(FO) at between 300,000 and 325,000 with the lower figure 
considered more accurate in all instances. These estimates 
are out of a total trade-union membership of approximately 
2,500,000, which would indicate an enormous drop in membership 
generally of all trade unions. 


The Communists are particularly strong in the sphere of 
nationalized industries, i.e. railroads, gas and electricity, 
coal mines, nationalized metallurgical plants and automobile 
plants. This can be accounted for in part by the fact that 
nationalization was generally carried out during a neriod of 
Communist participation in the government. In private indus- 
try the CGT controls about 70% of the workers with the CFTC 
in second nlace, followed by the FO. The FO and CFTC are 
strong in fields of public administration although there has 
been an increase in Communist penetration since 194+. In 
trade, banking ana insurance the CFIC ranks first, the CGT 
second and FO third. In agriculture, the trade unions are 
generally weak, although the CGT has substantial sup»vort in 
the wine and wheat regions. The influence of the FO in 
agriculture is almost non-existent although the CFTC exerts 
some influence through the Church. The CGT plays the dominant 
part in transportation but the autonomous unions also play an 
important role. The Communists however, control the merchant 
marine and longshoremen. 


Reasons for Communist strength of the leading trade 
union groups of the French working classes are not only 
economic but are influenced by historical and psychological 
factors as well. By tradition French labor is revolutionary, 
a fact which has given strong psychological support to the 
“Communists. Historically, the present strength of the 
Communists derives from the merger which took place in 1936 
between the Communist CFTU and the CGT and following the . 
liberation of France the Communists gained over-all control 
of the CGT. Currently the CGT is exploiting the fact that 
the rearmament program is likely to lead to higher prices 


and 
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and Communist tactics in general are increasingly being 
geared in support of the economic and social demands of. 
labor. It can be expected that Communist exploitation of 
this situation will become intensified as expenditures for 
military purposes increase. 


While there have been some defectors within the CGT, 
continued purges of its weaker militants at frequent inter- 
vals and climination of those regarded as ideologically 
unsound or too oid or incapable has lessened the chances 
of revolt from within. There are notable differences be- 
tween the Communist and non-Communist unions in organiza- 
tional techniques and efficiency. Within the CGT there 
is a systematic selection and strict training of cadres, 
and constant control of their activities. Communist strength 
is based on a detailed organization, a highly centralized 
approach and an iron control of union militants. It is 
buttressed by affiliation with a strong anti-national politi- 
cal party end'a vast international system. By contrast its 
ooponents are not well organized, are generally non- 
aggressive and are frequently penetrated. For the present, 
therefcre, there appears to be little possibility of break- 
ing Communist control of the labor movement. One optimistic 
point is that the workers continue to distrust CGT political 
leadershiv end it is generally acmitted that the CGT alone 
cannot successfully organize important strikes and that it 
must obtain the cooperation of at least local and regional 
leaders of the CFTC and FO before it can bring out a majority 
of workers in a given plant or industry. The vast majority 
of workers, es the figures show, are not union members and 
refuse to accent the political leadership of the extreme left. 


* * * 


RESULTS OF WHEAT At the Wheat Council meetings just con- 
COUNCIL MEETINGS ‘cluded in London, main discussion centered 
around the UK complaint against the imposi- 
tion of carrying charges by exporters. The UK represented 
such action to be contrary to the International Wheat Agree- 
ment (IWA), which provides that such carrying charges should 
be agreed upon between the buyer and seller. However, ex- 
porters were unanimous in suvport of the carrying charges, 
as being in complete accord with the Agreement when rightly 
interpreted. Discussion was referred to the Executive 


Committee 
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Committee which is to consider the views expressed at the 
Council meeting and report to the Council. It is not antici- 
pated that the Executive Committee will be able to add any- 
thing :2terial to the arguments on either side in interpre- 
tation of the Agreement or, in view of the equal aivision 

of votes between exporters and importers in that body, to 
develop any recommendation for submission to the Council. 

It was clearly understood in the Council meetings that 
nayment of carrying charges would not prejudice the position 
of cither exporters or importers, and that pending disposi- 
tion of the matter, exporters can continue to ask a flat 
rate carrving cherge. The Wheat Council also indefinitely 
postponed consideration of the resolution on the transfer 

of quantities guaranteed under the Wheat Agreement, a move 
satisfactory to the US since we opposed such transfer as 
contrary to the Agreement as now written.. A Chairman for 
the coming crop year was unanimously elected with the en- 
larged function of exvloring continuation of the Agreement 
after July 1953. 


Opposing Stands Canada, the first exporter to announce 
a carrying charge, was the chief target of British opposition 
to the additional levy, but the US supported the Canadians 
in defense of their position. The exvorters agreed with 
the Uk that Article VI of the IWA clearly made carrying 
charges subject to concurrence between buyer and seller, 
but pointed out that the Agreement intended such assent to 
take place in connection with individual transactions and 
not as the result of an over-all settlement to be reached 
after review by the Council. The exporters were actually 
selling wheat with a six cent carrying charge already 
included and accepted by the buyer. Precedent existed for 
the exvorters since the importers had not contested the 
five cent charge imposed by Canada during the first four 
months of the Agreement period. 
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Defense Production Amendments Act of 1951 
and Prospects for Stabilization 


The Defense Production Act of 1951, reluctantly signed 
by President Truman on August 1, falls far short of the Ad- 
ministration's requests and it is estimated that the cost-of- 
living will be forced up with the possibility that a five to 
eight percent increase will take place within six months. It 
is primarily the price end credit control sections of the Act 
which are considered deficient; the provisions continuing 
the Government's authority to control production, channel 
materials and aid business are in some respects strengthened. 
While the rent control provisions of the act are not as em- 
bracing as requested, they are a step forward. However, the 
inflationary control sections of the Act weaken seriously 
the existing system of price and wage stabilization. Manda- 
tory grants of higher prices will result in an inevitable 
rise in wages and there is a danger that the price-wage spiral 
will start again after having been brought under substantial 
control. The Congress turned down the request for commercial 
rent control, authority to build and acquire defense plants, 
control over commodity speculation, power to use subsidies 
on high-cost farm commodities, authority to license firms 
Subject to price ceilings, power to restrict real estate 
credit on existing conventionally-financed homes, authority 
to set up new government corporations, and annual establish- 
ment of a parity rate for purposes of price control. Despite 
the disadvantages inherent in the new act, the US can be ex- 
pected to achieve stabilization although at a higher level. 
Weakening of domestic inflationary control powers tends to 
weaken our position in attempting to persuade other nations 
to adopt effective economic stabilization measures even 
though -US controls are still expected to be more effective 
than those of any other country. 


Price Controls 
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Price Controls The main provision of the new price con- 
trol section restricts the government's power to roll back 
prices, maintain existing ceilings or set new ones. No ceil- 
ing price on any non-eagriculture commodity can be lower than 
the highest price between January 1 and June 24, 1950 plus 
adjustment for any and all cost increases between then and 
July 26, 1951. The previous regulation provided that price 
ceilings would be arrived at by adding to the pre-Korean 
price the increased cost of materials up to January l, 1951 
and the increase in wage costs up to March 15, 1951. The 
new . arty carries both increased cost and wages up to 
July 26, 1951 and in addition allows the inclusion of such 
costs as sclling and advertising in arriving at new price 
ceilings. Under the old measure special regulations were in 
force for many industries, including automobiles, clothing, 
many chemicals, and others. All these special regulations 
are superseded by the new price determination procedure. 

The only qualification is that the Office of Price Stabili- 
zation may rule out costs which it finds unreasonable and 
excessive. Another provision guarantees retailers and 
wholesalers their customary percentage margins in mark-up. 
OPS is required to fix a customary percentage margin for 
groups of scllers or groups of commodities, presumably by 
averaging of margins for each group in the pre-Korean period. 
This provision, while considered undesirable, is a modifica- 
tion of the original proposal which would have guaranteed 
each individual retailer and wholesaler his customary per- 
centage margin of the month just before the Korean war. 





For agricultural commodities no ceilings may be establish- 
ed below 90% of the May 19, 1951 price. This would keep the 
first 10% rollback on cattle but prevents further rollbacks. 
The parity provisions of the original act are retained. 


Other price control provisions would exempt from con- 
trol rates and prices in barberships and beauty parlors and 
also rates or salaries paid practicing lawyers and physicians. 


Credit Regulations Consumer credit regulations of the 
Federal Reserve Board are relaxed by the new legislation. 
For automobile purchases the maximum maturity for monthly 
payments is set at 18 months as compared with the former 
15-month period. This same relaxation applies to home 
appliances, radio and television sets and furniture. Down 
payment requirements for household appliances and radio and 
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television sets are reduced to 15% from 25% and the down 
payment can include traceein allowances. reviously the 
minimum down payment had to be in cash. For home repairs 
and 4mpro\ rements the length of time to pay is extended to 
36 months from 30 months. 


Agricultural Provisions Of particular concern to the 
Department is e inclusion within the Act of a provision 
barring until June 30, 1952 imports of fats and oils, peanuts, 
cheese, other dairy products and rice and rice products 
which would reduce domestic production or interfere with 
orderly marketing or storing of such products or cause an 
unnecessary burden or expenditure under any price-support 
program. This could result in banning all imports of fats 
and oils and the Department of Agriculture has already 
announced that effective immediately no commercial imports 
of peanuts, peanut oil, butter, butter oil and nonfat dried 
milk solids will be permitted for domestic consumption. 
Imports of cheese and casein have been placed on a quota 
basis, based upon the percentage of recent annual imports. 
Flaxseed, linseed oil, and rice and rice products continue 
to be embargoed. To the extent that restrictions of foreign 
export specialties result, the dollar earnings-of the export 
country will be reduced so that they will buy less from us 
and may require correspondingly more direct financial assis- 
tance. There is also the danger of retaliation, since such 
a restriction violates clear commitments which the US has 
undertaken in return for a similar commitment from other 
countries. Retaliation might take the form of restrictions 
on foreign purchases of US agricultural specialties such 2s 
fruit, pork, vegetables and tobacco. As we export large 
quantities of condensed and evaporated milk, dried milk and 
considerable cheese, the losses might strike at the very 
industries intended to be protected. Canada, France, Denmark, 
Switzerland, Italy, the Netherlands, New Zealand, Norway, 
Argentina and Australia have already expressed alarm with 
regard to this provision, 


Ancther provision of some concern to the Department is 
the prohibition on the purchase or commitment to purchase 
any imported agricultui@l commodity if delivery is scheduled 
for later than June 30, 29936 


Rent Controls 
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Rent Controls The Act provides that rent ceilings may 
be increased up co 20% above the June 30, 1947 level, with 
any increases already granted, except those for additional 
services or capital improvements, counting against the 
authorized increase. New arees can be brought under federal 
rent control if they are certified as critical defense 
housing areas by the Secretary of Defense and the Director 
of Defense Mobilization. To be classified as critical, an 
area must have new or expanded defense plants or military 
installations, substaitial immigration of workers or mili- 
tary personnel and a housing shortage which has resulted 
in or threatens to result in excescive rent increases and 
which impedes or threatens to impede the work in such defense 
plants or military installations, 





Priorities and Allocations The Government's present . 
authority to issue priorities and allocate scarce materials 
is continued with some minor improvements. 





Probable Effects The full effects of the weakened price 
control authority in terms of rising prices probably may 
well be delayed for several months in many consumer durable 
goods lines and in textiles. Consumer demand for these 
items remains relatively weak, inventories are high, and 
production has been cut bacic by means of rather widespread 
vacations given employees this summer. The favorable out- 
look for agricultural production will also tend to keep 
prices down. On the other hand, automobile manufacturers 
are reported to be coming in immediately for a 10% price 
increase and consumer buying is expected to spurt under the 
Stimulus of price increases expected as a result of the 
new Act. In addition, the general) formula for retaining 
customary price margins should be reflected very quickly 
in increased prices, including food prices. Relaxed credit 





_ restrictions will also tncrease consumer demand. 


The fractional decline in consumer demand in recent 
months has not been the result of any reduction in personal 
incomes. These have continued to rise pretty much as ex- 
pected, amounting to an annual rate of $250 billion during 
the second quarter of 1951 as compared with $244 billion 
during the first quarter. Savings during the second quarter 
increased rapidly, taking up the gap of decreased consumer 
expenditures. During the second quarter personal savings 
amounted to an annual rate of about $20 billion as compared 
with $9 billion in the first quarter and $11 billion in 1950. 
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The basic trend in the coming year, regardless of the 
cutcome cof the Korean truce negotiations, will be inflationary. 
The Council of Economic Advisers in its Mid-year Report 
estimates that total production by mid-1952 will be at an 
annual réte of about $15 billion above mid-1951. This con- 
trasts with an increase in security expenditures of about 
$30 billion. Consequently there will be $15 billion less for 
investment in consumer goods. Most, if not all, of this 
reduction can be absorbed by declines in less essential 
investment, with the resvlt that there should be approximately 
the same amount of goods available for civilian consumption 
a year from now as of mid-1951. Personal incomes, however, 
are estimated to expand by $15 to $20 billion over the coming 
year, Even allowing for increased taxes and some increase 
in savings over the present high level there would be an 
increase in consumers' xbility and desire to spend by about 
$10 to $15 billion, although the amount of civilian goods 
and services expected to be available would remain unchanged. 


* * * 
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FIRST YetR GF In a report to the OEEC on the first year of 

PU_OPLRATIONS operations of the European Payments Union, 

the LFU's Managing Board conciudes thet the 

Union has proved to be a satisfactory international mechanism 
for payments for the transitional period Letween the European 
Recovery Program and the full attainment of currency converti- 
bility and a world-wide system of multilateral trade, and 
marks an important stage in that difficult transition. 


Although the report points out the many problems which 
have faced, and will face the EFU, it also notes the great 
edvantages which have already been secured, largely as a re- 
sult of the Union's existences liberalization of trade, 
liberalization of invisibles, elimination of many discrimina- 
tory practices, and expansion of trade on a mutually advan- 
tazgeous besis. Despite an economic climate considerably more 
difficult than anticipated, owing to the Korean conflict, the 
EPU hes made substantial progress in promoting a high-level 
of trade and employment among its members, The value of 
intre-European trade rose by about 30% over the previous year 
and the general level of trade liberalization, with certain 
important exceptions, rose from 50 to 75%. The report points 
out that certain difficult problems which arose during the 
year, notably the German payments crisis, now appear on their 
way to solution, but that new problems may be expected to 
come to the fore in the coming year. These problems are 
likely to be aggravated as certain creditor and debtor countries 
approach the limits of their quotas, thus raising the issue of 
the financing of further deficits and surpluses. The deficit 
problem has now been temporarily solved by the adoption of a 
special resources technioue for providing additional US aid 
to meet the deficits of versistent debtors in the PU, : The 
first use of this aid has already been made with the allot- 
ment of ¢15 million for Austria, $45 million for Greece and 
©1.5 million for Iceland, end errangements are being completed 
for a°$12.5 million allotment for Turkey. 


 EPU Progress The Managing Board feels that, in its 
first year's et age 1 A Evropean Payments Union has 


fully justified the confidence placed in it by its member 
governments and the US. The Union has assisted its members 

to achieve and maintain a high and stable level of trade 

and employment. The system of multilateral compensation has 
worked wells of a total of $3.2 billion eee monthly bilateral 
surpluses and deficits during the year, 67% were settled 
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through the clearing mechanism, 26% through credit and 7% 

by gold payments. This system has greatly economized the 

use of resources needed for settlement, and the Union's 

credit facilities and elimination of the need for strict 
equilibrium in the bilateral payments of its members has 

made possible the more liberal trading policies followed 
during the year. The Union has thus achieved its primary 
objective of facilitating the liberalization of trade and 
invisible transactions on a non-discriminatory basis. The 
discrimination, at least on currency grounds, against such 
countries as Belgium, Switzerland and Germany has been brought 
to anend. Despite the strains of the post-Korean period _ 
which have forced some members to suspend trade liberalization 
or to advance toward complete liberalization more slowly than 
was originally hoped, there has probably been eae more steady 
advance than would have been possible without the EPU. Diffi- 
culties have been localized instead of spreading through the 
area and there has been no new discrimination, which might 
well have appeared in the absence of an EPU. The liberaliza- 
tion of trade and invisible transactions has been accompanied 
in many countries by a relaxation of exchange control restric- 
tions generally, and the administration of exchange controls, 
both among members and with non-members, has become more. 
liberal during this period. The formation of the EPU has. 
also resulted in a large repayment, consolidation and funding 
of the intra-European indebtedness which was incurred during 
the difficult years immediately after the war and has thus 
introducec order into a hitherto confused field and contributed 
to the restoration of confidence in intra-European financial 
arrangements. The formation of the Union has also led to the 
completion of bilateral agreements for the provision of pay- 
ments facilities between settlement dates in EPU, thus assist- 
ing the development of trade in some difficult areas and 
permitting a very considerable reduction of barter trade. 


Although its major successes lay in improving commercial 
and financial relations among its members, the Wa@naging Board 
believes that the EPU is also as good an instrument as possi- 
ble to assist them in the transition from the period of the 
European Recovery Program to financial independence, full 
convertibility of currencies and a world-wide system of 
multilateral trade. With respect to the objective of achiev-- 
ing internal and external equilibrium, the managing board 
considers that the Union's arrangements not only give an 


incentive 
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incentive to both creditors and debtors to seek a fundamental 
equilibrium, but also provide them with assistance in their 
task. Assistance and advice has been given to many members, 
both debtors and creditors, with a view to averting extreme 
positions and consequent difficulties and the Board notes 
that, whether as a result of this intervention or of the mem- 
bers’ appreciation of their obligations under the EPU Agree- 
ment, there has recently been a reversal or at least a slowing 
down’ of the previous tendencies. The Managing Board does not 
consider the substantial use of quotas by the members evidence 
that the Union's resources are being used to postnone the 
adoption of measures designed to achieve the necessary over- 
all equilibrium. On the contrary, the Managing Board notes 
with satisfaction the measures which have been taken by the 
various governments and hopes they will be intensified so 

that .the results can be observed before the resources made 
available to the country concerned by the Union are exhausted. 
The Managing Board points out the responsibility of the 
creditor countries in a multilateral trading system for ensur- 
ing that the equilibrium of the whole system is achieved at 

a high level of trading activity and hopes that the creditors 
in the EPU will assist the debtors by importing as liberally 
as possible, by not seeking large quotas for their exports 

of non-liberalized goods, and by making long-term loans to 
other members. 


Broad Prono Although the Managing Board has not 
recommended any substantial change in the EPU Agreement, it 
recognizes that the Union in its present form is not perfect 
and has indicated various problems which will require further 
study. The Board believes that it may be necessary to devise 
special techniques to mobilize the resources of members out- 
side the EPU to offset against their deficits within “he Union 
and intends to give further consideration to this problem. It 
is recognized that the mutual convertibility of all member 
currencies within relatively liberal trade and payments 
arrangements has not been pure gain but has instead created 
new problems, These problems result from the fact that some 
members are much nearer to dollar convertibility than others 
and are able to be more liberal in their commercial relations 
with the outside world. As a result, there has been increas- 
ing movement of capital toward the stronger currencies which 
has tended to increase the creditor positions of the respective 


countries. 
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countries. Switzerland has found it necessary to control 
inward capital movements very carefully in order to reduce 
the strain on its quota while Portugal and Belgium, which 
have not imposed such restrictions, have seen their quotas 
utilized more rapidly than was desirable either in their own 
interests or in those of the Union. These problems will be- 
come more acute when creditor quotas are exhausted since the 
EPU Agreement contains no provision for the settlement of any 
subsequent surpluses. If all had gone well and membcrs 
generally had attained a satisfactory over-all balance of 
payments there would be no difficulty for the Union in paying 
further surpluses fully in gold. If, however, a creditor 
reaches the limit of its quota before this wider equilibrium 
has been attained, there is a very real difficulty in recon- 
ciling its naturai desire to receive full settlement as soon 
as possible with the actual position of the weaker members 
and of the Union itsclf. The Managing Board recognizes the 
difficulties involved in finding an agreed solution to this 
problem, but believes nevertheless that some compromise 
arrangement can be found. — : 


Country Problems The Managing Board has also outlined 
the intra-European payments problems of various members which 
became critical during the first year of the European Payments 
Union or are likely to present serious difficulties in the 
forthcoming year. It is well satisfied with the handling of 
the German problem which now appears well on the way to solu- 
tion. (See page 1, March 19, 1951 issue). The corrective 
measures adopted by the Germans with the assistance of the 
EPU and its members has so improved the German position that 
the Federal Republic had, by the end of May, repaid the EPU's 
special credit and repurchased the gold it had paid in con- 
nection with its use of the credit. Nevertheless, the Board 
is continuing. to review the German financial position and — 
has recommended that the Germans exercise caution in their 
future policies and, for the present, continue to maintain 
the present limit of #170 million a month on imports from 
the EPU area. 


Such other debtor countries as Greece, Austria, Iceland 
and Turkey were also faced with difficulties during this 
period, which were, in many cases, accentuated by the restric- 
tions imposed by Germany to re-establish its own position. 


It 
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It became apparent early in the year that Greece's deficit 
in the EPU would exceed its available resources withi: the 
Union and Greece was urged to adopt an import program which 
would reduce this deficit to a minimum. The new program 
subsequently prepared by the Greeks, after consultation with 
ECA, called for the reimposition of quantitative restrictions 
on all Greek imports from the EPU area, a decision the 
Managing Board considered wise and realistic in the circun- 
stances. The estimated deficit was substantially reduced 

as a result of this and other measures, and the amount by 
which the actual deficit exceeded Greece's resources in the 
EPU was covered by a transfer of ECA dollars from direct aid. 


Meanwhile, Austria was running a large deficit with 
the Union and it appeared that its initial credit position 
would be exhausted and its limited reserves would be inade- 
quate to cover its expected deficits for the remainder of 
the year. After considerable study, the Managing Board 
advised the Austrians of the different measures their govern- 
ment should take to establish the internal economic equilib- 
rium of the country and improve its external position. (See 
page 3, May 7, 1951 issue). It was proposed that the ECA 
place $10 million of assistance at Austria's disposal, to 
be matched with equal proportions of Austria's reserves 
for settlement of the deficits exceeding Austria's initial 
credit balance, on the understanding that Austria would 
implement fully and energetically the program and other 
measures proposed. At the end of the financial year Austria 
had drawn fully on the facilities granted by ECA and had 
used $14.4 million of its own resources to settle its deficit 
with the Union. 


Similarly, when it appeared that Iceland was incurring 
deficits which would exceed its initial credit balance, ECA 
placed $3 million at Iceland's disposal and proposed that 
its quota be frozen. These funds proved just enough to 
cover Iceland's deficit in excess of its initial credit 
balance by the end of June. 


Turkey maintained a credit position with the Union for 
the first nine months, but during March and April its situa- 
tion suddenly deteriorated and considerable deficits were 
incurred. It immediately asked for special assistance in 


the 
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the amount of $45 million. However, the Board decided thet 

the Turkish deficit was not the result of chance circumstances 
and that Turkey had the means to meet the obligations incurred, 
so no special assistance was granted. However, the Board 

noted that Turkey's program over the coming months would pre- 
sent a problem and this is being studied in the context of 

the general study of means for financing structural deficit 
positions during the new financial year, 


Wnile the situation of certain debtor countries of 

he Union was developing in this manner, the accumulation 

of surpluses by some other countries was causing the Soard 
concern. Portugal was the only one to reach a critical posi- 
tion before the end of the financial year. In January the 
Board drew attention to the Portuguese policies which seemed 
likely to maintain and increase this surplus--the restricting 
of internal credit which created payments difficulties for 
importers of financing their purchases, the increase in 
customs tariffs which might partially offset the effects of 
liberalization, the relatively low-level of imports into 
overseas territories whose balance-of-trade showed a con- 
siderable surplus in relation to member countries, and the 
absence of any measures to prevent the flight of European 
capital into Portugal. Portugal's surplus amounted to 85% 
of its quota by the end of February and the Board proposed 
a number of remedies to be applied by member countries and 
Portugal to combat this tendency to accumulate surpluses. 

In addition, to facilitate the settlement of any surplus 
which Portugal might incur in excess of its quota up to the 
equivaient of $25 million, the OEEC Council approved the 
Board's recommendation that settlements should be 50% by 
gold payments to Portugal and 50% by Portuguese loans to 

the Union. The surplus continued to increase until April 
when 96% of Portugal's quota was utilized and subsequently 
Portugal began to incur monthly deficits so that by the 

one of one financial year it had exhausted only 84.4% of 

ts quota. 


The Board has given careful consideration to the prob- 
lem of the UK surplus--not because the UK position in the 
Union was in any way critical--but because there was some 
anxiety that UK surpluses might give rise to difficulties 
for debtor countries whose quotas were relatively small. 


The 


DECLASSIFIED FOR PUBLICATION IN FOREIGN 
RELATIONS OF THE UNITED STATES 


ne Oe eee -— ee 








SECRET 
= 2 


The Ux took certain measures to prevent its surplus from 
becoming excessive including removal cf quantitative restric- 
tions, increasing the allotment of foreign exchange for 
Britons travel] ng abroad, a program of increased purchases 
from other member countries of defense materials, and noti- 
fication to the rest of the sterling area that there was 

no longer any financial obstacle to increased purchases 

from the EPU area and that holders of sterling balances 
could use them freely to settle deficits. It now appears 
that the abnormal factors which were apparent in the last 
quarter of 1950 have not come into play so much in 195l. 

The check in the upward trend of prices of raw materials 
from the sterling area and the increased purchases in Europe 
by the UK and the rest of the sterling area have been having 
their effect. The net surplus with the Union for the first 
six months of the financial year was the equivalent of 

#476 addi ton as contrasted to $131.5 million for the last 

six months. 


Since France is so important in intra-European trade, 
the Board has kept its position under careful review. In 
February the French explained that their credit position 
should not be considered disquieting. They outlined their 
nolicy with regard to trade liberalization and measures 
which would help restore German balance-of-payments. They 
pointed out that French exchange control regulations had 
been considerably relaxed and enumerated other measures 
to stabilize France's position in the Union. The French 
estimates have been borne out in the past few months. 

At the end of June the net cumulative surplus was down 
to the equivalent of $196.4 million after having reached 
a maximum of $272 million March 31. 


The Board is continuing to make studies of the above 
countries as well as the Netherlands and Belgium, where 
it is anticipated difficulties may arise. As the year 
ends, the Dutch deficit with the Union is continuing to 
increase and it appears likely that the Belgian quota 
will be exhausted rapidly. 


DEVELOPMENTS 
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DEVELOPMENTS IN THE Recent developments in the Inter- 
RAW MATERIALS COlM national Materials Conference (IMC) 


have been highlighted by the belated 
acceptance on the part of Argentina of invitations to the 
Wool Committee and the Paper and Pulp Committee. Although 
there is no objection to Argentine participation in the Wool 
Committee, her presence in the Paper and Pulp Committee would 
result in our losing the cooperation of US and Canadian pub- 
lishers who understandingly want nothing to do with the coun- 
try which has flagrantly suppressed the free press. Another 
IMC difficulty has revolved around the German delegate to the 
Wool Committee. His connection with the trade, and his lack 
of complete official status have impeded operations in the 
Committee. Meanwhile, in general, constructive work within 
the Committees continues, and new members have been announced 
in the adherence of Germany and India to the Sulphur Committee. 
Japan is being invited to join the Tungsten-Molybdenum Com- 
mittee. It should also be mentioned that on August 20, the 
Inter-American Economic and Social Council will hold its 
extraordinary session in Panama City. Among other things 
the IMC and raw materials will be discussed. 


Paper and P Committee The embarrassing situation 
caused by Argentinian acceptance of an invitation to the 
Paner and Pulp Committee may be resolved by a procedural 
device. Since the invitation was tendered by the old tempo- 
rary Central Group which has since been superseded by a 
permanent body oi expanded membership, it has been decided 
to have the Central Group refer the decision to the Committee 
Chairman. . The latter will rule that formal-action by the 
autor 2mous Committees themselves is necessary. Voting is 
secret in the Committees, and two sponsors are necessary as 
well as a two-thirds vote by the members, There is another 
problem to be feared, which is that the Argentines may 
"justify" a large requirement for newsprint, which we would 
have to refute. | 


The subcommittee report on newsprint has disclosed a 
statistical deficit for 1951 of 331,500 metric tons in 25 
countries. This shortage reflects the hope of many countries 
to raise both consumption and stock over 1950 levels. How- 
ever, cssential needs for 1951 will far exceed the 10,000 
tons monthly which JS publishers have agreed to release from 
their purchases to help fulfill these needs. Moreover, rising 


world 
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world prices have enhanced the value of low-priced North 
American newsprint, and many countries mistakenly suppose 
that the IMC will allocate this lower-cost product. It was 
impossible to make an estimate of requirements for 1952. 


A general survey showed no actual shortage of kraft 
pulp in the free world, but disclosed an apparent deficit 
of dissolving pulp amounting to approximately 11% of produc- 
tion. The latter will be acted upnon when further information 
on the sulphur supply situation is available. 


Wool Committee An important development in the Wool 
Committee took place on July 23, when the participating 
countries, led by Australia, replied to the US proposal for 
international allocation of wool accompanied by internation- 
ally agreed price ceilings imposed by wool exporting countries. 
Australia in a strong statement called the US proposals un- 
necessary, impractical and inequitable, South Africa's posi- 
tion was milder, but also opposed to allocations. France, 
Belgium and Germany indicated cooperation if there continues 
to be need for allocation, while Italy in general supported 
our proposal. The UK considered the Us plan incompatible 
with the continuance of the auction system, which they would 
like to see maintained. However, they recognized that wool 
presented a long-term problem. They suggested a counter 
proposal under which importing countries would place ceiling 
prices on their imported wool, a device which would become 
unworkable if increased dewand causes a shortage. Both US 
and UK proposals are now under discussion in the Wool Com- 
mittee. In our reply to the Australians we answered their 
arguments against allocations point by point, expressing 
our belief that there would be another upsurge in demand 
for wool which would again put pressure on prices. Since 
there is this fundamental difference of opinion on whether 
or not a shortage will develop this season, a subcommittee 
is reviewing the changes in the supply-demand relationship 
on the basis of revised figures. Its report will be a basic 
determinant of the outcome of the present negotiations. 
Additional work is being done in the Committee by four work- 
ing groups established to study synthetics, ceiling prices, 
allocations and the procurement of wool for military needs. 


Tungsten 
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Tungsten-Molybdenum Committee The Tungsten-Molybdenum 


Committee announced last week that its recommendations on 

the distribution of primary products of tungsten and molyb- 
denum for the third quarter in accordance with normal trade 
patterns and in proportion to the amounts of ores and con- 
centrates allotted to each country under the third quarter 
plan of distribution, have been accepted unanimously, and 
will now be carried out. The Committee is at present working 
on fourth quarter allocations, and is also studying means of 
increasing production of tungsten and molybdenun. 


Sulphur Committee The Sulphur Committee is now looking 
toward fourth quarter allocations, and all interested govern- 
ments have been asked to supply statistical information. The 
Management Committee, which has executive duties only, has 
started to function. It listens to complaints and supervises 
the distribution of the “other country" quota. 


Cotton and Cotton Linters Committee The Cotton-Cotton 
Linters Committee has re-examined the supply-demand position 


in raw cotton and cotton linters.: Owing to the marked improve- 
ment in production resulting mainly from a bumper crop in | 
the US, the Committee has recommended that’ no international 
action. on either raw cotton or’ linters is needed at this 

time. It has adjourned for an indefinite period. 


Conper-Zine-Lead Committee The ‘full Committee on 
copper, lead and zinc resumed its meetings on August 3, 

and each member government presented statements concerning 
the alternative methods of allocation under consideration. 

It was agreed that an allocation scheme for copper and zinc’ 
effective at an early date would be desirable, but no agree- 
ment on principles or mechanics could be reached. The US was 
requested to draw up a fourth quarter allocations plan — 
will be presented to the Committee shortly for approvai. 
approved, the plan will be without prejudice to any a s 
current position on any of the principles at issue. 


REGEAOS e-Nickel-Cobalt comnittec This Committee is 
giving study to the fourth quarter distribution pattern, 


but has recessed for a two week period. 


REVISED 
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REVISED US POSITION A reappraisal and revision of our position 
for the August 16 Extraordinary Administra- 

tive Radio Conference followed r-cent US-UK 
informal telecommunications ciscussions. These talks revealed a 
fundamental difference in opinion as to the degree to which imple- 
mentation of the Atlantic City Frequency Allocation Table should 
be achieved at the Conference, as well as a difference in view as 
to whether discussion of the Coastal Telegraph Plan should be 
undertaken at that meeting. 


Background of Problem As originally planned by the Inter- 
national Telecommunications Conference of Atlantic City in 1949, ‘7? 
the world's needs for radic frequencies were to be solved on an 
engineering basis by the Provisional Frequency Board (PFB). It. 
was expected that this Board would prepare the new international 
frequency list and when that list was completed there would be an 
administrative conference to approve the list. Upon approval of 
the list the PFB would go out of existence. The approved list 
would then be turned over to the International Frequency Registra- 
tion Board which would administer the list thereafter and act as 
the final authority thenceforth in determining whether a country 
received registration or notification status for its future fre- 
quency usages. Registration status provides greater insurance 
against interference than does notification status and is there- 
fore more desirable. However, the PFB was not able to prepare 
an acceptable international frequency list despite over two years' 
effort to do so. Accordingly, the original purpose of this Con- 
ference was to determine what should ve done in order. that the 
frequency allocation table of Atlantic City could be implemented. 
Previous thinking had envisaged the new international frequency 
list as being essential to the implementation of the Atlantic 
City Table. ‘ | 


An Extraordinary Administrative Radio Conference for this’ 
purpose was scheduled for The Hague in the fall of 1950. However, 
world conditions were such that shortly before it was scheduled 
to convene the US requested its postponement. A majority of the 
countries, members of the International Telecommunications Union, 
concurred in the US request and the Conference was therefore post- 
poned. This forthcoming Conference which will convene in Geneva 
on August 16 has been called to do the job which was contemplated 
by the postponed Hague Conference. 





Although 


DECLASSIFIED FOR PUBLICATION IN FOREIGN | 
RELATIONS OF THE UNITED STATES 











SECRET 
i ae 


. Although world conditions have not changed materially 
Since the US requested postvonement of the Hague meeting, we 
were reluctant to request further postponement for fear that 
the allocations table would die on the vine and the world would 
hold the US primarily responsible for its death. Accordingly, 
we accepted the invition to attend, but felt that all proposals 
and studies submitted ut tne meeting should be thoroughly 
examined ana discussed, and that some method appearing to offer 
the most workable basis for continuing international efforts 
toward implementation of the Atlantic City Table should be 
sought, with or without the existence of pre-agreed frequency 
assignnent lists for various radio services. Our policy is 
that no agreement should be made at this Conference for obliga- 
tory implementation of the Atlantic City Table by any specified 
~ Gate. In other words, we are prepared to discuss all methods 
of implementation which have been proposed by the various 
countries to date and to agree upon what appears to be the 
best method. However, we feel that the method so agreed upon 
should be submitted to governments for further study and that 
later, when world conditions have sufficiently improved to 
make it feasible to implement the Table in its entirety, 
another Conference would undertake to finalize both method 
and dates of implementation. The UK, on the other hand, de- 
sires immediate and full implementation of the Atlentic City 
Table and hopes to have a method as well as dates agreec upon 
at the forthcoming Conference. 


Change in Position Following the discussions with the 
British and a reappraisal of our position, we determined that 
a voluntary implementation of the Atlantic City Table, subject 
to certain conditions, would be acceptable to us and bring 
our position more into line with that of the UK. Such voluntary 
implementation is mainly conditioned, however, upon the recog- ' 
-nition by those countries undertaking it of the existing 
international rights of other countries--thereby not creating 
interference with stations operating according to the Cairo 
Regulations. This type of implementation would be carried out 
from the close of this Extraordinary Conference until such 
time as world-wide implementation may be agreed upon. ~ Those 
countries not desiring to undertake voluntary implementation 
during this transitional period would not be obligated to do 
so. Instructions to our delegation have been amended to per- 
mit this proposal. 


Our 
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Our position differed from that of the UK also in that 
we contemplated no discussion of the Coastal Telegraph Flan 
at the Conference. This plan, which provides for world-wide 
frequency assignments within a certain portion of the radio 
spectrum for use by the maritime mobile service, was prepared 
by the Provisional Frequency Board and in its present form 
is acceptable neither to the US mor to the UK. However, the 
UK was eager to take advantage cf the presence at the meeting 
of renresentatives of all the maritime nations of the world 
to reconsider the plan. In view of this fact, we amended our 
position so as to permit the US delegation to discuss the 
Coastal Telegraph Plan at the meeting--not with the idea of 
rewriting it at that time, but with the objective of working 
out certain rules for the resolution of the undesirable features 
of the plan from the US viewpoint. Failing this, the conference 
could write terms-of-reference which a working group from the 
maritime nations of the world could use at a later date to 
rewrite the plan. We principally object to its being re- . 
written at this meeting because we feel its scope and com- 
plexity are too great to vermit a three-month confereiice to 
undertake such a task. 


Reactions of Other Countries So that other participating 
countries would wholly understand our position and be familiar 


with our reasons for not following through on full implementa- 
tion of the Atlantic City Table at this time, we have sent a 
telecommunications specialist to Latin American countries v 
and another to certain European countries for consultation 
with the various governmental officials concerned. Most of 
the Latin American countries have indicated that.they will 
support our position, The Mexican and Argentine positions 

are less in line with ours than the others, and Guatemala has 
indicated it will not be. represented at the Conference. The 
reception of our representative by the European countries 

was, on balance, favorable. Most of those countries indi- 
cated an understanding of and sympathy for our position 

. although few definite commitments have been made as to 
whether we may expect their actual support. 


The role that the USSR and its satellites will play 
at the meeting is questionable. It is known, however, that 
the USSR, the Ukraine, and Belorussia will participate. 





TREATY 
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TREATY NEGOTIATIONS WITH The end of August has been tenta- 
ETHIOPIA NEAR CONCLUSION tively agreed upon by Fmbassy 

Addis Ababa and the Et).ispian 
Foreign Office for signature of a treaty of amity and economic 
relations. Although a number of points remain unsettled in 
the treaty text, none appears likely to cause serious contro- 
versy. The Ethiopian Government seems anxious to conclude 
without delay, the Emperor himself having expressed an in- 
terest in prompt signature. If signed, this treaty will be 
thhe first in a new condensed and simplified style and format 
especially designed for countries without highly developed 
political and economic institutions. 


The negotiation, which was initied in August 1950, has 
been carried on in Addis Ababa. The most difficult problems 
centered on four points: 1) exchange controls and withdrawal 
of earnings and capital; 2) the standard of treatment for 
American enterprises operating in Ethiopia; 3) certain provi- 
Sions regarding cultural activities; and 4%) rights and 
priviieges of consuls. 


The Ethiopian Finance Ministry apparently was seriously 
concerned last the commitments with respect to exchange re- 
strictions and withdrawal of investment earnings and capital 
would prejudice, through permitting free exchange of sterling 
into dollars, their policy of maintaining stable exchange 
rates with the US dollar. It was also concerned lest the 
provisions reyarding withdrawals impede the ability of the’ 
government to maintain sufficient reserves to assure servic=- 
ing of its foreign debts. These fears were difficult to re- 
move, in spite of the fact that fair interpretation of the 
language of the proposed treaty should have indicated they 
were unfounded. Finally, the Foreign Office indicated that 
informal written assurances directed specifically to the above 
points would be found acceptable. These were supplied and the 
original US proposals on this subject were agreed to without 


change. 


The aifficulties with regard to the standard of treat- 
ment for foreign enterprise arose because of Ethiopian de- 
termination to avoid making to the US broad commitments that 
would have to be generalized to other countries, particularly 
those that have large colonies of nationals already in 
Ethiopia. There was also a feeling that broad commitments 
not to distinguish between nationals and foreigners with re- 
gard to economic enterprise would in the long run contribute 
to domestic pressures for state monopolies rather than to the 
encouragement of free enterprise. Although our proposals did 
not require national treatment with respect to entry of US 


enterprises 
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enterprises but only national treatment aftcr entry, the 
Ethiopians were adamant on that point. Finally we agreed to 
compromise on a formula that will provide national treatment 
for the normal operation and growth of an enterprise once 
permitted to be established, but would leave Ethiopia free 

to restrict such an enterprise from branching out into activ- 
ities not related to its original purpose. This formula may 
be very useful in the future in solving similar problems in 
negotiations in the Near East and Southern Asia. 


In the field of cultural activities, problems were en- 
countered regarding the provisions relating to religious 
activities, freedom of reporting, and the practice of pro- 
fessions. The Ethiopians proved very sensitive respecting 
commitments that would require their government to permit 
proselytizing among the native populations, allegedly be- 
cause of troublesome activities by certain foreign mission- 
aries in the past. We agreed to limit the treaty coverage 
to freedom of conscience and worship for Americans, abandon- 
ing the more general provisions regarding the carrying on of 
religious activities. On the ground that regulation is 
necessary to prevent foreign reports from presenting dis- 
torted pictures of conditions in Ethiopia, the Ethiopian 
negotiators insisted upon qualifying the freedom of report- 
ing provision to such an extent that we decided to drop it 
Rather than accept the most-favored-nation treatment standard 
for professional activities, we prefer not to mention the 
subject, and so agreed to drop that provision also. 


The Ethiopian treaty project, differing from most of the 
Department's more recent treaty projects, contains articles 
dealing with the rights and privileges of consular and . 
diplomatic officers. Although a great deal of time and ef- 
fort was required to reach agreement on these, the differences 
related largely to detail and not to principle. The Ethiopian 
negotiators desired to satisfy themselves that their obl:ga- 
tions in this field should be clear and unequivocal, 


The Ethiopians exhibited considerable sensitivity re- 
garding anything they considered suggestive of a continuance 
of extra-territorial rights for foreigners. This and a 
strong reaction against the attitude of foreigners toward the 
administration of justice in Ethiopia led to the rejection of | 
the Department's proposed provision favorable to commercial : 
arbitration. Agreement has been reached, however, on an ex- : 
change of notes assuring that any Americans arrested shall be 
tried before a court with a judge experienced in Western 
jurisprudence, and if imprisoned, shall be confined in a 
prison approved by an officer experienced in modern prison 
administration. 
* * * ; 
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TRC es OC REET Inc The second extraordinary session of the 
= G Inter-American Economic and Social Council 
will convene in Panama City August 20. 
Items on the agenda for discussion include raw materials and 
Scarce products, the effect of price regulations on the economy 
of the American Republics and best enforcement methods, main- 
tenance of purchasing power of currencies and monetary reserves, 
technical cooperation, maritime transportation, civil air trans- 
portation, soeial cooperation, and the working program of the 
Council for 1951-1952. Most of these items were referred to 
IA-ECOSOC for study and recommendation by the Inter-American 
Foreign Ministers Conference of last April. 


; Raw Materials and Scarce Products We intend to indicate 
our full continuing support of Resolutions XIV and XVIII of 
the Inter-American Foreign Ministers Meeting and of subsequent 
actions taken by the IA-ECOSOC. We are willing to take part 
in the Inter-American Commodity Study Groups which the Council 
has decided to establish on sulphur, pulp and newsprint, and 
tinplate, but do not believe that any more commodity groups 
should be set up until the experience of these three proves 
that they make a real contribution to the solution of the 
problem. We will stress our support of the International 
Materials Conference, and try to get as strong an endorsement 
as possible from TA-ECOSOC of the IMC, at the same time point- 
ing out the relative insignificance to Latin America of the 
limited number of materials which are under consideration by. 
the IMC. We will not commit ourselves to anything which would 
result in the American countrics operating as a bloc in the 
IMC. At every opportunity we will emphasize the importance of 
carrying out Resolution XIII, which calls for increasing the 
production of commodities in short supply. We will also stress 
on every occasion the necessity of presenting sufficient and 
effective requirements data, not only when the Latin American 
countries are seeking goods from the US, but also when they 
are dealing with the IMC. 


Price Regulations We will emphasize that the US adheres 
strictly to the position contained in the Foreign Ministers' 
Resolution XVIII. The US has undertaken anti-inflationary con- 
trols, imposed price controls on exports to foreign countries, 
and has consulted. with Latin American countries regarding price 
controls affecting their products. US policy permits foreign 
governments to present cases in which they believe our price 
controls have an adverse effect on their products. We will 
also point out that the:present price relationships between 


manufactured 
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manufactured goods and raw materials--a relationship particu- 
larly important to Latin America--continnes to be very favorable 
to raw materials. If the Capehart Amendment to the Defense 
Production Act should be brought up, (which provides that price 
controls should be established in accordance with a specific 
formula based upon cost measurements) our delegation will point 
out that producing countries may bring their cases before US 
authorities under the hardship clause. In the event that 
Bolivian tin is mentioned, our delegation will respond that it 
is not a price control problem, and that negotiations >re 
presently under way looking toward a contract at a reasonable 
price above the current marizct price. Certain studies on price 
control systems will be presented by the Council for approval. 
If these should contain any questionable features, we prefer 
that they be referred to governments for examination to avoid 
lengthy controversy at the meeting. 


Purchasing Power _o R A 
ted to the 


report on tnis subject nas been su ouncil by 
the Ad Hoc Committee of Technical Experts from Central Banks, 
Treasuries and Fiscal Agencies. (See page 5, July 30, 1951 
issue.) We will suggest that the report be referred bo govern- 
ments for their consideration, and discourage any further 

studies on the subject; we will not, however, stand out in isola- 
tion if the Latin Americans insist on further studies. The main 
issue is whether there should be some sort of international 
guarantee of the purchasing power of reserves accumulated during 
emergency periods, when capital goods are not readily available. 
We have repeatedly set forth the reasons why such a system 

would be inconsistent with sound fiscal and monetary policies 

and therefore unacceptable to the US. The experts' report did 

not contain a recommendation for such guarantee but a number 

of Latin American countries find the idea attractive. The offi- 

. cial US position has already been defined by the National Advisory 
Council, which reported to the Ad Hoc Committee that such pro- 
posals would be rejected by the US as neither practical nor 
equitable, We may record our views on that section of the report 
dealing with import and export duties, pointing out that with 
respect to import trade, the application of increased duties is 
likely to be a less effective way of combating inflation than 

the application of an internal tax. With respect to export 

trade, duties and taxes may in some cases result in decreased 
production and in turn, an upward pressure on prices. We will 
emphasize our agreement with the report's suggestion that any 
export dutics should be opi ses only in cases where they would 
absorb excess profits, without oontributing to price increases, 
nor limiting output of essential commodities. 


Technical 
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Technical Cooperation We intend to approve the Report 
on Technical Cooperation with the understanding that it does 
not commit the Us on the nature and size of its contribution 
to the Technical Cooperation Program. No legislative authority 
exists under which the US could make such a commitment. We 
would favor a move extending for an additional year the authori- 
zation granted the Treasurer of the Pan American Union to advance 
funds against contributions offered by member states in order 
to prevent unforeseen interruptions in the program. We would 
favor any resolution calling attention to the financial situa- 
tion of the program, and the need for making contributions, We 
oppose submitting any individual technical cooperation projects 
to the IA-ECOSOC meeting, and would recommend instead that they 
be referred to the Coordinating Committee on Technical. Assistance 
for study and appropriate action. We favor closer integration 
of the training center of the program with the educational 
institutions with which they are connected. 


Maritime Transportation The US will propose and support 
TA-ECOSOC action on the establishment of a special committee 
to compile dota and submit a report on maritime transportation 
along the lines approved by the Interdepartmental Shipping 
Coordinating Committee. The data should show the minimum ocean 
transportation requirements and the merchant shipping available 
to move such requirements in the first year of a major emergency. 
The States represented on this committee should make available 
the assistance of oualified specialists in the field. We will 
bring to the attention of the Council the plans developed by the ? 
NATO Plarning Board of Ocean Shipping for the madilization and allo- 
cation of merchant shipping of NATO members in the event of war or 
emergency. These plans envisage a Defense Shipping Authority 
of civilian character for the mobilizatior and allocation of 
merchant shipping on a world-wide basis in the event of war. 
It is intended that non-members of NATO who might wish to 
narticinvate wculd be invited to join the central pool of ships 
and become members of the Authority. (See page 7, July 23, 
1951 issue.) 


oii d Air transportation The US will propose and support 
TA-ECUSOC action in which member states would obtain estimates 
of their essential requirements for civil air services in an © 
emergency and develop basic policy and erie that -might 

be apnlied to the operation of essential civil airlift during 

an emergency along the lines approved by the interdepartmental 
Air Coordinating Committee. This Committee and the National 
Security Resources Board have been studying the problem of civil 
aviation for more than two years. In view of the certainty that 


: - transport 
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transport aircraft will be in short supply in event of a global 
Hs we feel that one of the primary principles to be applied 

s that the operation of civil aircraft will be restricted to 
Ry uses. Toward this end, certain principles of essen- 
tiality are suggested. Essentiai aircraft would include all 
military cargo and personnel requiring use of common carrier 
air transportation to accomplish prescribed missions; ail 
essential civil traffic accommodated at the request of the 
governments; all civil traffic necessary to the maintenance of 
the war effort, incluaging direct war production and segments 
of the economy "required to maximize the war effort. These 
principles call for a correlated civil air route pattern estab- 
lished to meet only absolute minimum civil] needs. 


Social Cooperation The US will commend the activities of 
the Pan American Union with regard to its report on social co- 
operation which outlines past accomplishments of the Union and 
its present »roblems, We will express approval of the proposed 
plan of work set forth in the report, to the extent of available 
resources. We will urge recognition of the fact that improve- 
ment in social conditions of people is necessary in programs 
of economic develonment and expansion, and suggest that govern- 
ments include experts in the social field on their staffs when 
planning and carrying out such programs. An attempt will be 
made to focus attention on the problem of worker migration from 
rural to urban or industrial areas, suggesting that a report 
on this nroblem be submitted later at one of the regular 
IA-ECOSOC meetings. We will recommend that the Pan American 
Union continue to coordinate its activities with the UN and 
its specialized agencies. 


Work Tel for 1951-1952 The US delegation will approve 
the Council's 1951-1952 work program which is in two parts, the 
first dealing vith emergency and post-emergency problems and 


the second dealing with studies and programs on economic, 
technical and social development. The first part of the pro- 
gram covers: 1) the maintenance of the purchasing power of 
currencies and monetary reserves; 2) study and recommendations 
on the continued operation and the administration of price 
control systems established by the American Republics; 3) study 
and recommendations on the continued operation of the systems 

of quotas and priorities relative to scarce products established 
by the American Repvublics, and the policy of the American Repub- 
lics vis-a-vis the IMC; 13 study and recommendations to assure 
the most effective utilization of transnortation facilities in 
America, present availabilities, minimum traffic requirements 
for the "defense program and essential civilian needs, and freight © 
and insurance structures in Inter-American trade; 5). study and 
recommendations to assure that, once the emergency is over, pro- 
duction factors applied to activities of a temporary nature will 
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be gradually absorbed in vermanent activities; and 6) study and 
recommendations on a common policy so that the return to normalcy 
will not cause dangerous disturbances in the markets and prices 
of the products of American countries accumulated by the govern- 
ments during the emergency. The second part of the program 
covers: 1) principles of financing economic development programs; 
2) plans for the improvement of the social, economic, and cultural 
levels of the peoples of the Americas; 3) evaluation of tthe pro- 
duction, development and transformation of rubber on the American 
continent and possibilities for its expansion; 4) tendencies of 
the balance-of-payment and terms of trade of the American coun- 
tries; 5) collaboration with the Inter-American Cultural Council, 
with the Economic Commission for Latin America and other organiza- 
tions of the UN, as well as with the national or international 
entities that overate within the sphere of action of the IA-ECOS0O; 
) investigations on the production and marketing of coffee; 
7) technical cooperation program for 1951-1952; and 8) social 
cooperation. 


Other Matters No report will be submitted on systems of 
freight and insurance rates in inter-American trade. Because of 
the complicated nature of the study on measures for more effective 
and equitable utilization of transport facilities, it is planned 
to ask that it be referred to member Governments for study. - 


The US delegation is to discourage any attempts to raise 
the issue of holding an Inter-American Economic Conference. If 
the issue does arise, our delegation will not take any initiative 
in regard to a decision. If another delegation urges its post- 
ponement or cancellation we will back it up; if the majority 
wishes to hold the conference, we will not make strong objection. 
The chief reason for our disinclination to have this economic 
conference is that most of the Latin American countries would 
almost without exception ask for things which the US alone 
would be in a position to provide. ' 


The US will also discourage any attempts to place the problem 
of the reservations to the Economic Agreement of Bogota on the 
agenda of this meeting. If unsuccessful, the US will reiterate 
its stand taken at the first special IA-ECOSOC session. US lack 
of interest in the Economic Agreement is based on the growing feel- 
ing within the Government that the Agreement is not suitable as 
an instrument to resolve our economic problems with Latin America. 
We believe these can be more satisfactorily resolved by bilateral 
treaties. In addition, the increasing opposition to the Agreement 
on the part of many leading US business groups makes its ratifica- 
tion extremely unlikely. 


. * * * 
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US-VENEZUELAN TRADE ‘The Interdepartmental Trade Agreements 

IS1LON Committee has decided upon the items 

which recommends be included in the US 

published list for the consideration of concessions to. 
Venezuela in the proposed negotiations amending the existing 
trade agreement with that country. This list will be sent | 
to the White House for approval and then announced publicly. 
It is contemplated that Tariff Commission hearings, now re- 
quired under Section 3 (a) of the Trade Agreements Extension 
Act of 1951, will be opened October 2 and the Committee for 
Reciprocity Information hearings October 9. These will be 
followed by Tariff Commission findings in accordance with 
the "peril point" provisions of the new Act. 





Background Negotiations with Venezuela to amend the ex- 
isting agreement will be undertaken in large part because of 
the special circumstances which resulted from the termination - 
of the trade agreement between the US and Mexico. Venezuela 
obtained important benefits from the terms of the US-Mexico 
agreement of 1942 which provided for a duty of 10.5 cents 
per barrel for all US imports of crude, topped crude, fuel 
oil and kerosene. When the Mexican agreement was terminated 
effective December 31, 1950 the terms of the agreement with . 
Venezuela again because operative. Under this agreement, the 
reduced tariff of 10.5 cents per barrel on crude, topped : 
crude and fuel oil, including gas oil, applies only to 5% of 
the total quantity of crude processed in US refineries during 
the preceding calendar year and for amounts over the 5% 
figure the duty is 21 cents a barrel. Following the termina- 
tion of the Mexican agreement, Venezuela threatened uni- 
lateral termination if we did not give an indication of our 
willingness to negotiate. Last March, therefore, we told the 





‘Venezuelans that if, following passage of the Trade Agree- 


ments Extension Act, Venezuela requested limited negotiations 
for the amendment of the agreement, the US would give prompt 
consideration to such a request. It was made clear that our 
willingness to negotiate is based on the existence of the 
special circumstances resulting from termination of the 
Mexican agreement and that it was only on this basis that an 
exceptton was made to-our established policy of conducting 
trade--agreement: negotiations only within the framework of 


Proposed Negotiations Venezuela then requested formal 
negotiations and submitted a list of 24 statistical classifi- 
cations which it desired be included in the public list for 
negotiation. Among others, Venezuela wants to obtain 


concessions 
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concessions from the US that will bring about a return of the 
treatinent of their oil exports to the US received prior to 
January 1, 1951, when the US-Mexican agreement was still in 
force. The Venezuelans would also like in the negotiations 
to modify the concessions on certain items granted to the US 
in the existing trade agreement. They have indicated will- 
sngness to negotiate compensatory concessions for these modi- 
fications and Embassy Caracas has made it clear that we would 
expect compensation for any concessions we might make. It is 
intended that the results of the negotiation will be incor- 
porated into a supplementary trade agreement and that the 
existing trade agreement will continue in force except as 
modified in the supplementary agreement. | 


* * * 
PROPOSED INTERNAT -The National Advisory Council has 
BANK LOANS TO PRRTSTAN approved favorable consideration by 


the US Executive Director of Inter- 
national Bank luans totalling $65 million to the Government 
of Pakistan. The loans are proposed to finance the non- 
sterling foreign exchange costs of development projects, 
including telecommunications, railways, a paper milli, power 
facilities, and grain storage. The loans will be extended 
in dollars and other foreign currencies to the extent that 
the Bank is able to obtain consent of its members to use 
their 18% currency subscriptions. 


The Bank has been discussing with Pakistan representa- 
tives projects calling for about the equivalent of $64.4 
million of which the dollar component is estimated at $35 
million. These discussions are the outgrowth of documenta- 
tion submitted by Pakistan in July 1950 on twenty-five pro- 
jects in six major fields, on which the foreign exchange 3 
costs component was the equivalent of $188 million. A Bank 
Mission then went to Pakistan and reported in March that 
projects which could be considered for IBRD projects had a 
foreign exchange cost component equivalent of $60 million. 
Since that time there have been some: changes in the project. 
plans, including increased financing by the Bank of the . 
railway rehabilitation and thermal power programs, while 
some of the original projects in agriculture and a jute mill 
and cotton mill are not now being considered for International 
Bank financing. : 


If 
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if approved , the loans will go to: rehabilitation of 
Pakistan's badly run-down rail transport facilities; purchase 
of 920 million worth of small thermal power generating plants 
to be installed at Karachi, Chittagong, Narangani, Khulna, 
Lahore, Lyellpur and Hyderabad; grain storage concrete silos 
in Karachi, Chillangong and Lyalipur; a tractor project for 
refugees ina newly irrigated area of West Punjab; a paper 
mill which will produce 27,000 tons of paper a year from 
bamboo canc3 and a telecommunication project calling for 
planning experts, an institute for training and standardiza- 
tion, several radio stations for international and east-west 
Pakistan service, and expansion of local telephone systems 
and oner:tional buildings. 


Economic and Financial Position Pakistan is now 


experiencing a surplus in its over-all balance-of-payments 
position, although its dollar payments position, while 
showing some improvement, is still relatively weak, Direct 
dollar earnings have been and still are relatively small 

and consequently Pakistan has consistently been a net 
drawer of dollars from the sterling pool. The NAC considers 
that Pakistan should be able to service . foreign currency 
component of the contemplated loan and any event, could 
service the dollar component provided tee’ UK agrees to con- 
vert sterling for such service when necessary. Pakistan's 
only other external debt is a substantial one to India but 
commencement of these payments is unlikely before Indo- 
Pakistan differences are settled. Such a settlement might 
produce a compensating improvement in Pakistan's economic 
position. 


Internally, Pakistan's budget deficits in the pust- 
partition years have not resulted in serious inflation. 
While over-all expenditures have been increasing at above 
10% per year during the past three years, revenues have 
doubled in the same period with a eensequent improvement 
in the budgetary situation. 


Pakistan has the usual difficulties of an Gaetan 
country in raising domestic capital for its development 
programs, plus special problems arising from the effects 
of nartition. The Government's estimate of the local 
capital required to finance its revised. six-year development 
program, of which the Bank projects would be = a part, 


is 
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is estimated at the equivalent of $421 million. The Govern- 
ment is planning for some industrial development, but, based 
on its assumption that Pakistan must continue to be essen- 
tially an agricultural country, has stressed agriculture 

and related fields in its development progran. | 


Availability of Materials NAC approval of considera- 


tion of the loan request does not carry with it a guaranty 
that US equipment and materials will be available. With 

the exception of the paper mill, for which most of the equip- 
ment is already secured, and the grain storage projects, 
raterials required from the US for the other projects are 
available only by means cf the extension of appropriate 
priority ratings. Generally speaking, any manufactured 

items using quantities of steel or copper are in short 
supply. If nickel is involved as well, such items are 
practically impossible to supply. All materials and equip- 
ment necessary for railroad rehabilitation involve the use 

cf carbon or alloy steels. Their procurement poses serious 
difficulties and can be justified for the present time only 
on the basis of direct defense needs. Telecommunications 
equipment is in very tignt supply and generally cannot be 
obtained without a priority rating. At the present time | 
no new orders for thermal power equipment can be scheduled 
without an NPA directive and it is expected that 1953 is 

the carliest date at which non-rated orders will be reopened. 


While paper mill equipment has been provided for by previous 


orders, the requirements of sulphur in the making of paper 
may present a problem. However, allocation of sulphur for 
paper vrocessing receives priority. As for grain storage 

it is anticipated that reinforcing steel mesh will be needed 
and, while that is short now, a gradual improvement in supply 
is expected in the next six months. Construction equipment, 
including tractors, is in extremely short supply due to the 
cut back in steel allocation and a tremendously increased 
demand. Agricultural tractors in small sizes are still 
available in fair supply but larger sizes cannot be obtained 
without a priority rating which, in many instances, is 
dependent on the importance of tne project to the defense 

of the US. A better supply is anticipated for some foreign 
development schemes as a result of redistributing the amount 
of equipment available for export, but no significant in- 
crease in production can be hoped for at the present time. 


* x  £* 
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eTlibTabd UY HARVARD GROUP zation has been prepared, at the 

request of the Department of 
Commerce, by the Mobilization Analysis Center of the Graduate 
School of Business Administration, Harvard University. The 
report is focused primarily on questions of policy planning 
and organization in order to establish a framework for mobi- 
lizing both domestic and foreign civil and military aviation 
resources. It deals with both the period preceding any out- 
break of hostilities and a veriod of actual war. As far as 
possible, the report recommends that our present civil avia- 
tion nolicies Should be maintained as far as the pre-war 
period is concerned but urges immediate action in regard to 
aviation mobilization planning, including the establishment 
of an agency in ODM for this purpose, It also recommends 
that the airlift pvotential should be increased in preparation 
for a possible military outbreak. The report is now being 
stuaied by the government agencies concerned. 


Defense Ai Ais -ansport Administration Recommended The 
immediate establishment of a mobilization agency for civil air 


transport is envisaged in the report. It would be under the 
Office of Defense Mobilization, to be known as the Defense Air 
Transport Administration (DATA) which would be headed by a 
Single Administrator. Existing air transport functions and 
authority under the Secretary of Commerce would be transferred 
to this agency together with the delegation of any necessary 
expansion of authority. The new agency would work closely 

in certain respects with the Civil Aeronautics Board and, to 
the extent feasible, other existing aviation agencies would 

be called upon for technical services. 


A broad authority is recommended for the Administrator. 
He would have responsibility for allocating aircraft and the 
use of other civil air transport resources among military 
civil and other claimants; act as adviser to the Defense Pro- 
duction Authority on the allocation of new production in trans- 
port resources as between civil and military claimants; seek 
the retention of necessary manpower in civil aviation activities 
subject to the control of manpower and selective service agencies; 
serve as Chairman of an Air Priorities Board which would have. 
general policy responsibility for an air priorities system when 
required; approve and disapprove terms of contracts between air | 
carriers and government agencies and to assure the maintenance 
of adequate accounting and statistical methods and data for 
this purpose. One of the first tasks of the Administrator 


would 
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would be to perfect a pattern of plans sufficiently flexible 
to meet any emergency situation, embracing the possible with- 
drawal of all civilian air transport resources for emergency . 
use. In drafting such plans, the Administrator should make 
full use of all civilian air transport resources, including 
the maximum use of twin-engine aircraft and of the aircraft 

of non-certificated and private carriers. Early attention 
should be given to the extension of the modification program 
to all four-engine aircraft, as well as to the probable cost 
of nore extensive modification of aircraft. The task of draft- 
ing and putting into force blanket contracts with the carriers 
should be considered cf high priority by the Administrator. 


Pod. c. Recommendations Qurine Hartine During a period of 
hostilities, the framework of our competitive international air 


transport system should be retained to the greatest extent con- 
sistent with the vigorous prosecution of the war. At least for 
the initial stages of an emergency and thereafter to the greatest 
extent feasible, operation of civil aircraft for the military 
under allocaticn by DATA should be conducted on a full-contract 
basis. The only exception to this policy would be where combat: 
situations require militarization. Insofar as possible, carriers 
.would be nermitted to continue to operate over existing routes 
and pooling arrangements among the carriers for schedules and 
ground facilities would be legally per,issible for the emergency 
period. 


The report specifies that the impact on the civil air trans- 
yort system of any requisition or allocation of aircraft for 
emergency purposes should as a matter of policy be equitably 
spread among all of the various carriers. A series of estimates 
would have to be developed for the withdrawal of varying numbers 
of aircraft from the individual carricrs and nlans for the real- 
location of the residual fleet. The carriers should therefore 
be urged to make advance arrangements for the lease or charter | 
of reallocated aircraft which remain available for civil service. 
It is reconnénded that serious consideration be given to dele- 
gating this authority to the Civil Aeronautics Board. 


Policy in the Grey Period In the period preceding 
hostilities, referred to as the "grey peried", the re- 
nort anticipates some flexibility will be necessary in 
the application of our international aviation policy 
in order to achieve the desirable politieal results of 





extensive 


DECLASSIFIED FOR PUBLICATION IN FOREIGN 
RELATIONS OF THE UNITED STATES 











SECRET 
oWe« 


extensive US air transport operations as balanced against any 
political and economic conflict which might be created by such 
operations. Increasing the stratezic value of the international 
air transport system should be a major objective in the civil 
aviation field during this period. In international and overseas 
route cases, the President of the US and the CAB should give 
consideration to the possible implications for an effective 
mobilization pattern of the existing international route pattern 
and any proposed changes, In order to more easily achieve the 
broad objective of economic development and political stabiliza- 
tion, it is suggested that increased attention be given to the 
possible use of local air transportation abroad by local, foreign 
and US carriers. Technical and economic aid for foreign aviation 
should be melded into an over-all program aimed specifically at 
achieving total grey period objectives. 


The report finds it important that our policy of bilateral 
route negotiation be continued during this period. As provided 
for in the Bermuda agreement, we should continue to insist on 
the third, fourth, and fifth freedom principles, accepting no 
limitations on capacity for third and fourth freedom traffic 
and no advance limitations on fifth freedom capacity and fre- 
quency. In cases where military or political exigencies require 
operating rights unobtainable under strict Bermuda principle, 
notes would be exchanged agreeing to temporary limitations 
necessary to secure the desired rights. 


During this period we should continue to embrace limited 
competition among the US flag international carriers. In 
addition, it is recommended that the CAB undertake a study of 
the US international civil aviation route system to determine 
whether there have been deviations from the policy of carefully 
limited intercarrier competition which would result in inadvis- 
able exvenditures. Also, techniques must be developed permitting 
the —- of various international routes, route points and 
services. ‘ : 


ancpessing Alvi itt Fotentisl The expansion of the airlift 
potential is hela to be an important objective during the 


national emergency for both civil and military air transport, 
with degree and methods to be determined on the basis of a care- 
ful evaluation of air transport alternatives and the relation 
of air transport to other national programs. In connection 
with an over-all examination of the means for expanding the 


airlift 
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airlift potential, current civil programs, policies and regu- 
latory technioues must be examined to assure that the full 
development of commercial air transportation is being encouraged 
and that current civil programs are making the maximum contri- 
bution to national defense permitted by over-all civil aviation 
objectives. 


The report recommends that the Civil Aeronautics Board 
and the Department of Commerce explore, with the Treasury 
Department, the applicability of the Merchant Marine Funding 
Provisions to aviation during the emergency period and alterna- 
tive means by which increased economic stability could be secured 
for air transportation without increased, or with reduced, govern- 
ment support. Also, the military establishment should explore 
the feasibility and make detailed cost studies of various 
alternative programs for providing additional airlift potential 
within the military establishment. The use of such expedients 
as a mothball fleet, low utilization, concentration of lift in 
large aircraft, the substitution of four-engine equipment for 
two-engine equipment and similar programs should be carefuliy 
costed and canvassed. 


Furthermore, any proposal for providing additional airlift 
in an expvanded air transport system should interfere as little 
as possible with the progress of the industry toward a state of , 
self-sufficiency, should be devoted to the direct and early 
provision of additional lift, should be explicit as to the 
purpose and amcunt of subsidy needed and, in the case of inter- 
national air transport should be worked out with the concurrence 
of foreign countries to assure that no retaliatory action will 
be taken by foreign countries in the form of restrictions or 
curtailments of rights. | 


In considering means of providing additional airlift 
potential within the civil air transport system, attertion 
should first be given to proposals which would create such 
expansion through government subsidy limited to the capital 
costs of additional equipment rather than through full operat- 
ing subsidies. In this connection proposals for the lease of 
cargo aircraft at nominal rental, for the subsidization of 
lowered utilization of four-engine equipment and for the 
lease of high density government aircraft for international 
coach operations should be explored. 


| RAND © 
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LAND REFORM The Department is sponsoring an international 
CONFERENCE conference on land reform, covering land tenure, 
land use and related problems, to be held at 
the University of Wisconsin from October 7 to. November 10. 
Some 40 to 60 specialists in this field from various coun- 
tries have been invited to participate in discussions. In 
addition, some 25 trainees have been invited to participate 
in a specially directed program of training in this field 
for one year. Invitations are being extended to qualified 
individuals in countries with significant problems or experi- 
ence in land reform, and where interest in this subject exists. 
Therefore delegates are not being invited from all countries 
with problems in this field. 


The University of Wisconsin is acting as sponsor for 
the conference and in the case of countries receiving Point IV 
assistance, the University will send invitations, arrange for 
accommodations and pay the expenses with funds granted the 
University under Point IV. ECA will Assure) the responsibility 
for selecting and bringing to the US delegates wey countries . 
in which it has a program. Onyswwe | 


It is contemplated that the meetings will be concacucted 
as a work-shop rather than as an academic meeting. Some 
12 general sessions will be held with the entire group at 
which the problems of land tenure and related agrarian matters 
will bce related:to the broad issues of economic development, 
to changes in the productivity of land and farmers and to 
particular social, cultural and political issues. The 
general sessions will also consider the specific problems 
of evaluation of land consolidation experiences; the review 
of land reform in various countries; population pressures; 
taxation and credit problems; size of farms and industrial 
potentials; and appraisal of cooperative us: of farm machinery 
as a means of minimizing the capital enapetanenden for effi- 
cient farming. 


Most of the work will not be done in general. session, 
however, but will take place in smaller working groups. 
Agenda items for the smaller ; groups, in addition to more 
detailed discussion of items considered in general session 
will be: the credit and financing requirements of satisfactory 
tenure arrangements; the management of public lands; land 
- survey and title registrations; specific experiences with 
rent reduction and lease protection laws; peculiar tenure 
problems of irrigation farming, ete. 


The 
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The over-all intent of the conference is to develop 
through frank discussion arc exchange of experiere, useful 
ideas which have practical appiication in the countries repre- 
sented. There is no intention to recommend any one system 

of land tenure or any one set of measures for agrarian improve- 


ment. 


The special one-year training program will in the first 
semester concentrate on issues presented by the conference. 
The second half of the year will be devoted to training in 
techniques for analyzing these agrarian problems and for 
formulating and evaluating action programs. Opportunity will 
» cvs to study the tenure conditions in different parts 
of the US. 


Delegates and/or trainees are being invited from the 
following countries’and areas: Japan, Formosa, Korea, the 
Philippines, Burma, Thailand, Indonesia, India, Pakistan, 
Iran, Iran, Egypt, Syria, Lebanon, Turkey, Israel, British 
Colonial Africa, tne Belgian Congo, French Africa, Portuguese 
Africa, uthiopia, Union cf South Africa, Greece Italy 
Portugal, France, the UK, Ireland, Denmark, Austria, Finland, 
Yugoslavia, Snain, Argentina, Chile, Colombia, Costa Rica, 
Cuba, Bolivia, brazil, Mexico, Paraguay, Peru, Uruguay, 
Venezuela, anu the British West Indies. Replics are just 
beginning to come in. . 
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This weekly publication is designed to highlight developments in the eco- 
nomic divisions of the Department of State, and to indicate the economic prob- 
lems which are currently receiving attention in the Department. It is suggested 
that copies be retained on file, as reference will sometimes be made to previously 
reported items to avoid repetition. 


Document Security Instructions 


This document should be treated in accordance with current instructions 
regarding security measures for SECRET material. Extreme care should be ex- 
ercised to avoid public or private discussion of the information herein with or in 
the presence or hearing of any person not authorized to have knowledge thereof. 
For general purposes all classified Foreign Service Officers and other responsible 
economic officers are authorized to have knowledge of the contents of this docu- 
ment, responsibility for the safekeeping of which will be assumed by each recipient 
thereof. It may be retained in protected files or, at the discretion of the recipient, 
destroyed by burning. If not personally disposed of by the recipient, he will 
assure himself that it is burned in the manner prescribed for SECRET material. 


DECLASSIFIED FOR PUBLICATION IN pensian | 
RELATIONS OF THE UNITED STATES 














SECRET 


August 27, 1951 


CONTENTS 


Impact of Cessation of 
Iranian Petroleum Exports - ---+-+-+-+-e+#-+-e+#-+-e+#e--e. 1 
PAD Study 
The Situation in August 
September Situation 
October Situation 
November Situation 
Complicating Factors 
Voluntary Agreement 
Advice to Posts 





US Urges Common End-Use 
Prohibitions by OEEC ----+-+-+-+-+-+-+-+-+-+e2+e--e--6 5 
US Views 
OEEC Consideration of the Problem 


US International 
Aviation Negotiations - ---+-+-++-++-+-+-+-e+-+-+-+e-s6 6 

Colombia 
Luxembourg 
The Netherlands 
Venezuela , 
The Philippines 
United Kingdom 
India 
Mexico 
Italy 
Iraq - 


Lend-Lease Settlement 
Talks with USSR Resumed - - - - +--+ 2+ -+-+-+-eeee-e 10 


Obstacle in Costa Rican 
FCN Treaty Negotiations - --+--+#-+-+-+#-+#+e+#-+-+s+-e-+e- se 11 


| DECLASSIFIED FOR PUBLICATION IN FOREIGN 
RELATIONS OF THE UNITED STATES 


‘ 














SECRET BEST COPY AVAILABLE 


The biggest unknown factor today 

in the petroleum supply and demand 
situation is Iranian production 

and whether Iran will make some arrangements for the resump- 
tion of operations, Talks between the Iranian and British 
Governments, which were brought about through the good offices 
of the US represented by Presidential Adviser Harriman, have 
been suspended. There is no provision for renewal of the 
talks, but the door has been left open for future negotiations. 





PAD Study The Petroleum Administration for Defense has 
been studying the supply situation and has arrived at a series 
of monthly estimates based upon conditions from now until the 
end of the year. If no agreement is reached by that time it 
will be imnossible to sunnly the world-wide demand for petroleum | 
products even with US domestic petroleum industry operating at 
maximum capacity. In evaluating the Iranian impasse it should 
be kept in mind that the impact will be felt most severely 
in particular areas, such as Pakistan, India and Australia. 

The main threat on a world-wide basis lies in the shortage 

of special products, specifically aviation gas of which there 
is already a serious short supply, and residual fuel oil, an 
important use of which is for bunkers, Abadan crude supplied 
a large part of the world supply of bunker oil. Another factor 
is that US consumption of petroleum preducts is so large that 

a shift of only 3% could take care of the whole deficit caused 
by the Abadan shutdown. : 


Until June 22, 1951, Iran had been exporting 150,000 - 
barrels per day of crude oil and 460,000 barrels per day of 
refineo products, After shipments stopped on that day, the 
refinery at Abadan continued operations until all refined 
products. storage was filled. The refinery was then shut down. 
It is believed there are now approximately 10 million barrels 
of refinec available for shipment. Since the Iranian shutdown, 
crude exports from other Middle East countries have increased 
to the extent of equalling the amount originaily shipped from . 
Iran, that is 150,000 barrels per day. Although it would take 
from four to six weeks to put the Abadan refinery back into 
full operation if an agreement is reached. between the UK and 
Iran and several months to readjust transportation and distri- 
bution facilities, the 10 million barrels of refined products 
in storage would be ready for shipment as soon as tankers were 
scheduled, and crude oil shipments of about 250,000 barrels per 
day could be started also as soon as tankers were available. 


The 
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Spe Satyation dn August Prior to the Iranian shutdown 
about 230, arrels per day of Middle East crude was being 


shipped to the US and Canada for refining. During August 
about 75,000 barrels per day of this Middle East crude will 
have been diverted to European refineries and replaced with 
domestioally produced crude in the US. Companies which are 
procuring replacement supplies in the US have acquired during 
August petroleum products amounting to 210,000 barrels per 
day. About 25,000 barrels per day of products over and above 
normal production have been acquired from Eastern Hemisphere 
refineries and from Caribbean refineries. As a result of 
these steps, the apparent world-wide deficit of petroleum 
supplies for August is estimated at 150,000 barrels per day. 
This is a tight situation but workable, with only temporary 
spot shortages developing except in aviation gasoline, which 
will require special handling. 


peptember Situation If an agreement should be reached 
by October 1 and products continue to be purchased in the US © 
at the August rate of 210,000 barrels per day, it will be 
necessary to increase the diversion of Middle East crude from 
the US and Canadian refineries by 115,000 barrels per day 
above the August diversion rate of 75,000 barrels per day. 

It will be possible to supply this additional crude for 
domestic refineries by a reduction in US crude oil stocks if 
the Petroleum Administration for Defense is successful in 
persuading the oil companies to sell their surplus stocks to 
those companies which are importing Middle East crude to Us 
and Canadian refineries. If this is done, the September 
world-wide petroleum supply situation would be tight but 
again workable. 


October Situation If agreement is not reached until. 
November 1, the supply situation will be more serious in that 
there will be more difficulty in acquiring petroleum products 
in the US for export because of the increased domestic winter 
demand. Meeting this situation would almost certainly require 
some increase in crude production and in refinery runs. 


November Situation If no agreement is reached by December l, : 
there is every indication that it will be difficult to meet US 
domestic requirements and to make up the deficit created by. 


the Iranian shutdown. At that time, maximum crude production 
and refinery operations in the US would be required to supply 


sufficient 
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sufficient petroleum products to meet the world-wide demand. 
Beyond that Gate, it will not be possible to meet world-wide 
demand even with US domestic petroleum industry operating 
at maximum capacity. 


Complicating Factors US stocks, which constitute the 
principal source of replacement supplies, are currently high 


but in the wrong products. Abadan produces 50% of all fuel 

oil, and since fuel oil in the US commands low profit margins, 
price ceilings would presumably have to be raised to attract 
refiners into fuel oil production. Not only could this become 
an important domestic political issue, as would depletion of 
stocks just before the winter demand, but also in the inter- 
national oil trade, price increases could be expected to have 
an adverse effect on foreign balances-of-payment. This is 
particularly true since replacement supplies from the US would 
be paid for in dollars and transportation costs would be con- 
siderably increased. The transportation problem is itself a 
major one, involving the availability of tankers for the trans- — 
fer of excess crude supplies to excess refinery capacity and on 
to critical consuming areas. Abadan has also been a major 
source of aviation gas, which is now critically short. Refiners 
in other countries are reluctant to expand aviation gas facili- 
ties at a time when the trend is away from high octanes to 

jet fuel (kerosene). 


Voluntary Agreement rrocedures are now being worked out 
in the US designec to help offset the deficit of crude and 
refined oil products resulting from the Iranian shutdown. The 
recent "Voluntary Agreement" provides for joint action by 19 
American oil companies with overseas operations, in order to 
alleviate future world petrcleum shortages. One main objective 
of the plan is to distribute, to the extent possible, Persian 
Gulf-Middle East crude oil and refined products to the areas 
most accessible to that region, taking into account available 
refining capacity, and pipeline and tanker transportation. 
Supply deficits in other areas, resulting from such -redistribu- 
tion, will generally be made up from the sources of supply nearest 
at hand. Other cooperative action authorized by the plan includes | 
increasing crude oil production in various producing countries 
increasing the manufacture of petroleum products in some or all | 
of the Us oil company refineries in 27 countries, and making 
arrangements for the most efficient use, regardless of ownership, 
of terminal and storage facilities, as well as of tankers, pipe- 
lines and other transportation facilities. The nlan will be 
administered through the Foreign Petroleum Supply Committee, 


which 
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which receives policy guidance from the Petroleum Administration 
for Defense after consultation with the interdepartmental Foreign 
Petroleum Committee, The Foreign Petroleum Supply Committee held 
its first meeting recently to which its British counterpart, the 
British 011 Industry Supply Committee, sent observers. It is 
expected that through this informal liaison, the US and UK com- 
mittees will be able to coordinate their efforts to alleviate 
the supply deficits of friendly nations which will be aggravated 
as the Iranian crisis is prolonged. 


ce to Posts We have advised appropriate missions to 
take certain factors into consideration whenever discussing 
Middle East oil developments, so that the broadest contribution 
can be made to the realization of our objectives in oil. 


All major Middle East oil producing states have either been 
offered or have accented the 50-50 "partnership" profit-sharing 
formula based on the highly lucrative petroleum laws of Venezuela. 
If Iran could agree to such a formula, it could expect to earn 
about $200 million per year. In spite of these favorable offers, 
Middle Eastern oil producing countries have been carrying on an 
aggressive campaign to get more money from the foreign companies, 
and it is possible there will be added efforts to take over fur- 
ther control of companies. Already foreign oil concerns have been : 
driven out of Egypt, Syria and now possibly Iran, to the economic — 
disadvantage of the states involved. 


The US seeks to defend oil concessionaires against attack 
by Communists, xenophobes and other such forces, and to prevail 
upon producing states to make the greatest possible use of the 
royalties they receive. Since profits estimated in cents per 
barrel will vary from year to year and from country to country 
because of differing transportation costs, we hope that the 
Middle Eastern states will cease comparing their royalties on 
that basis, and will accept the equitable and stabilizing 50-50 
profit-sharing principle. Foreign oil organizations are doing 
their part by making large financial concessions, and it remains 
to be seen if the huge revenues returned will be put to con- 
structive uses. The leaders of the Arab states have tremendous 
opportunities to raise the standard-of-living of their peoples, 
and to ameliorate poverty, disease, ignorance and political 
despair, but to date their record has not been impressive. 


* * * 


US 
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{GES COMMON FND-USE In line with US policy to seek the 

ROHIBITIONS bY CESC maximum degree of cooperation from 
other countries in the adoption of 

internal conservation measures which will increase the supply 
of basic materials available for defense production, the US 
will urge OEEC to place restrictions on the use of strategic 
materials which are substantially parallel to US restrictions. 
While US end-use controls have ho exceptions for products 
which are to be exported, we recognize that it may be possible 
to justify deviations of this kind by OEEC countries. How- 
ever, we believe each such case should be examined on its 
merits by OEEC. . 


Us Views Fublic and Congressional opinion in the US 
has already reacted against lack of restrictions comparable 
to ours in some countries. The problem of ECA as the claimant 
agency for requirements of OEEC countries will be seriously 
complicated if there are no restrictions on the use of stra- 
tegic materials in European exported goods. We feel that 
adoption of compulsory and extensive common lists of end-use 
prohibitions is essential to reduce friction among OEEC coun- 
tries and those associated with them and to forestall action 
by some of them, especially the US, to prohibit import of 
products made from materials which are controlled domestically. 
US policy concerning application of import restrictions when 
domestic production is curtailed for defense purposes is 
based on a Selective approach. Thus far, no such import 
restrictions have been imposed. The factors that are being 
taken into account in reaching a decision are: the degree 
to which the conservation purpose would be served by import 
restrictions; importance of import trade to the economy and. 
balance-of-payments of the foreign countries concerned; the 
importance of the article in US civilian consumption and 
its relation to the anti-inflation program; competitive 
hardship on domestic producers as a result of failure to 
apply import restrictions and hardship in foreign producers 
if such restrictions are applied. — 


OLEC Consideration of the Problem A working party of. 
the OEEC Trade Committee has been studying the problem and 


examining three possibilities--adoption of a common list of 
end-use prohibitions binding on all member countries and 
prohibiting exports to members; unilateral action prohibiting 
certain end-uses on the part of any countrys; and adoption of 
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a non-compulsory guide list of end-use prohibitious. No 
conclusions have been reached and further study is contemplated 
although a non-ferrous metals report did recommend adoption 

of mandatory common list end-use prohibitions on copper and 
copper alloys, The working group also stated that if a com- 
pulsory common end-use prohibitions list was adopted rather 
than a guide-list or unilateral action, it would minimize 
undesirable effects on the trade liberalization program. The 
view of the majority of the committee, led by the UK, was that 
exports to the dollar area and to traditional third areas 
should be authorized even though production for home consump- 
tion and export to member countries is prohibited. The work- 
ing group report also stated that establishment of an import 
licensing system for hitherto liberalized scarce materials 

is fully consistent with the liberalization code if the system 
is intended to make effective an internal distribution plan 
and does not actually restrict imports. We believe that if 

a common prohibitions list is adopted there would be no need 
for import restrictions unless one country goes further in’ 
its end-use controls than the common list. In that case, we 
think efforts should first be made to have the items concerned 
added to the’common list and that automatic imposition of 
import. restrictions should be avoided because certain imports 
may be beneficial on balance and because the restrictions 

may prove difficult to remove when the materials situation 
has changed. | , 


x * * 





: An increasing trend toward restrictionism 
ATIONS in the civil aviation policy of foreign 
governments is evidenced in the aviation 
problems that are coming up for discussion with US officials 
in the next few months. Consultations are scheduled or antici- 
ated with ten different countries all of which are eager either 
o limit the operations of our international carriers within 
their respective borders thereby protecting the position of 
their own airlines, or to increase their route operations in 
the US preferably without the imposition on our part of restric- 
tive measures or without their having to make additional con- 
cessions to us. There have been some developments in other. 
countries, for example Brazil, Canada and Egypt, which.may lead 
to requests for consultations in the near future. Typical of the 
problems are the following examples taken from currently pending 
cases. 


Colombia 


DECLASSIFIED FOR PUBLICATI 
ON IN 
RELATIONS OF THE UNITED STATES Possum 











Colombia Discussions are taking place in Washington 
with Colombian aviation authorities looking toward the com- 
pletion of a US-Colombian air agreement. While the talks 
are orogressing favorably, the Colombian restrictive attitude 
has previously prevented the completion of a bilateral between 
the two countries. Colombia is endeavoring whole-heartedly 
to protect the position of the Colombian carrier, Avianca. 


Luxembourg Luxembourg has requested and we have agreed 
tc reopen the question of a US-Luxembourg air transport agrce- 
ment. <A conference between US officials and the Luxembourg 
Minister of Transport is scheduled for September 20. 


The Netherlands Dutch authorities desire to resume 
aviation discussions with us which were recessed indefinitely 
in June. (See page 16, June 11, 1951 issue.) The negotia- 
tions reached an impasse in view of the fact that we felt . 
the statistics representing KLM‘'s operations presented by 
the Dutch delegation did not justify our endeavoring to grant . 
further route concessions to them, particularly when such 
concessions would involve our ignoring the Bermuda principles 
in order to make the entire arrangement satisfactory to then. 
We explained that application of the Bermuda principles to 
a route agreement such as they desired would in our view 
‘require the reduction of present KLM frequencies to certain 
points in the US. Disagreement also occurred in our interpre- 
tation of fifth and sixth freedom definitions. In view of 
the difficulties involved, we recommended maintenance of the 
status quo as the best conclusion of the negotiations. 
Although the Dutch were reluctant to accept this outcome, 
they have requested that the negotiations be reopened 
October 1 so as to formalize the maintenance of the status 
quo. However, we are inclined to consider the further dis- 
cussions unnecessary. 


Ve ela US-Venezuelan aviation discussions which 
began in Washington on May 25 revealed certain basic aviation - 
policy differences between the two countries and were suspended 
June 6 because agreement could not be reached. We were anxious 
that restrictions imposed unilaterally by Venezuela on our 
international air carriers be removed and informed the Vene- 
zuelans that unless steps were taken to remove such restric- 
tions the US Civil Aeronautics Board would have no alternative 





under 
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under the Civil Aeronautics Act but to institute proceedings 
to restore equality between the US and Venezuelan carriers. 
As a much preferred alternative, however, we suggested to 
Venezuelan authorities that they remove the restrictions 
imposed on our carriers and that after January 1, 1952 the 
situation might be reviewed again tc determine whether the 
Venezuelan air carrier LAV was unduly harmed as a result of 
restoration of equal competitive onportunities. The Venezuelans 
rejected this suggestion. Upon being informed that the CAB 
was instituting proceedings against LAV, however, they then 
informed us that if PANAM would cancel its contract with 
Venezuela, which that country considers incompatible with a 
US-Venezuelan bilateral agreement, they would immediately 
reopen negotiations for such an agreement. Issuance of the 
US CAB “show cause" order against LAV has been temporarily 
deferred pending further developments in this matter. 


The Philippines Philippine aviation.authorities in 
June issued a "cease operations" order against PANAM service 
from Manila to points westward, basing their action on PANAii's 
failure to obtain an operating permit from the Philippine CAB. 
In fact, this action was taken as a result of pressure brought 
on Philippine aviation authorities by officials of the Philip- 
pine air carrier PAL which had been denied operating vrivileges 
from Tokyo to the US. It was thought, apparently, that a 
termination of PANAM's services westward from Manila would 
force our hand in granting the Tokyo route to PAL. High- 
level negotiations on the matter resulted in an extension 
of the “cease operations" order, and a request by the Philip- 
_ pine Government for discussions looking toward a revision of 
the 1946 US-Philippine bilateral air transport agreement. 
Upon obtaining assurances that PANAM's present operating 
rights would not be disturbed during such negotiations, we 
agreed to hold talks with the Philippine authoritics and 
have indicated our desire that they take place in Washington. 
As yet, however, the time and place for the talks have not 
been determined. : 


United Kingdom British authorities have informally | 
indicated that they desire aviation consultations with us 
sometime later this year, presumably to discuss additional 
routes they have long desired to obtain in the Caribbean. 
A date for the talks has not been determined. ' , 


india 
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India The Indian Government has requested early aviation 
consultations with us under the US-Indian bilateral air trans- 
port agreement of 1946. The Indians consider that changed 
circumstances have altered the capacity that should be permitted 
US international carriers in India and desire to restrict the 
frequency of our carriers, impose limitations on fifth freedom 
traffic and possibly amend the existing bilateral agreement. 

We have agreed to the discussions, suggesting they be held about 
October 15, assuming that they will be in Washington. 





Mexico Discussions looking toward a bilateral air agree- 
ment with Mexico have been pending for some time. We have 
asserted that we will not undertake these negotiations until 
the CAB has made its determination concerning a revision of 
the Latin American route decision. In view of several major 
considerations involved in this determination, the CAB has not ‘ 
yet made its recommendation to the President, and the talks 
with the Mexican officials have therefore been delayed. 


Italy The Italians requested consultations because they 
maintained that their airline LAI was experiencing a financial 
loss due in part to the operations of our international carriers 
to and through Italy. Informal discussions took place at the 
June ICAO meeting. We disagreed with their claim, however, and 
an exchange of correspondence has since taken place between 
aviation officials of the two countries regarding the financial 
situation of LAI. Information recently received in the Depart- 
ment indicates that LAI's financial position is less critical 
than was previously represented. It is possible that further 
discussions can be avoided. 


drag in connection with the Iraqi refusal to extend 
PANAM's permit beyond August 31 unless Baghdad were used as 
a stop instead of Basra, we will agree only if fifth freedom 
rights are permitted between Beirut and Baghdad. We feel 
acceptance of an outright prohibition on the carriage of fifth 
freedom traffic between these points would have serious reper- 
cussions on the already insecure PANAM route in that area, 
would represent a retreat from our firm stand against the 
Arab League cabotage concept, and would be a reversal of the 
position we have previously given Iraq on numerous occasions. 
If Iraq is not prepared to accept this position, we feel PANAM 
should be permitted to continue Basra service. If neither of 
these proposals is acceptable to Iraq it would appear that the 
alternative is to over-fly Iraq. 


D- E 
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TT SmGe SETTLEMENT At the reauest of the USSR further 
ALKS WITH USSR RESUMED discussions are under way in Washing- 
ton looking toward a settlement of . 
the Soviet lend-lease obligations to the US. The Soviet side\ 
has submitted a note which merely reiterates previous asser- 
tions that the US demand for the return of all vessels violates 
the previous US offer to sell some of the vessels to then. 
The note was in reply to our note of April 6 in which we had 
again demanded the return of all lend-lease vessels. The | 
Soviet negotiator once again charged that the US is not living 
up to the original lend-lease agreement and.is not according 
the Soviet Union the same treatment granted to other recipients 
of lend-lease assistance, utilizing the same worn and spurious 
arguments to support his case. 


In addition to replying to our note on the ships, the 
Soviet representative stated orally that the USSR would be 
willing to increase its over-all settlement offer to $300 
million, an increase of $60 million over the previous "final" 
offer of $240 million. The last US offer of $800 million 
was made last January and is a reduction from our original 
estimate of $2.6 billion. We replied by stating that we 
would take it under advisement, pointing out the inadecuacy 
of the amount and the fact that we had already reduced our 
nroposal by $1.8 billion. 


The Russians also stated that the two icebreakers, 
which they had previously agreed to return, were located 
in the Wilkitsky Strait and that they were taking the neces- 
sary measures to extricate them from the ice with the expecta- 
tion that the ships would be delivered to the US at Bremer- 
haven in November. They mentioned that the main engines of 
the icebreakers were in need of spare parts. The Navy 
representative offered to furnish spare parts, and requested 
whether tows would be necessary to extricate the icebreakers. 


The Soviet representatives reported that negotiations 
with private US companies on compensation for patents given 
the USSR during the war were still continuing. Agreement 
has been reached with four companies and negotiations are 
still underway with three others. 


OBSTACLE 
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OBSTACLE IN COSTA RICAN The negotiations of a new Treaty of 
FCN TREATY NEGOTIATIONS Friendship, Commerce and Navigation 
with Costa Rica, to replace the ob- 
solescent Treaty of 1851, has been brought to a halt over the 
issue of military service. The 1851 Treaty contains a provi- 
Sion which exempts Costa Ricans, without exception, from the 
US armed forces. Our original negotiating proposals to the 
Costa Ricans did not include provisions on military service 
but provided for termination of the 1851 Treaty, including 
the military service article. This is in keeping with our 
current practice of omitting military service provisions from 
FCN treaties, as Congress is likely to maintain in force legis- 
lation which would be incompatible with the usual type of 
treaty commitment on this subfect. In fact, Congress recently 
amended the Selective Service Act to make aliens admitted to 
the US for permanent residence subject to the draft. The new 
lesislation is believed to affect several hundred Costa Ricans 
who have entered this country on non-quota immigration visas. 
Legally this constitutes entry for purposes of Dermanent resi- 
dence even though though their intent is to remain in the US 
temporarily for study or other temporary purposes. 





he Costa Rican Foreign Minister is insistent that the 
existing treaty exemption be maintained as a part of the new 
FCN Treaty. He has stated his views strongly before the 
Cabinet and his position has become known to the Costa Rican 
public. The attitude of the Foreign Minister raises the 
possibility of losing the entire treaty, which is likely to 
be & most satisfactory one in other respects. In view of 
present Congressional policy on drafting of aliens, the only 
possibly course appears to be to continue our efforts to 
persuade the Costa Rican Government to recede from its posi- 
tion; and, should these efforts fail, to drop the treaty 
project for the time being. Even abandonment of the treaty 
project, however, will not overcome the likelihood of 
further difficulty, as the military service provisions of 
the 1851 Treaty remain in force. 


* % ¥ 
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PREPARATORY ECE T- The Geneva meeting of technical experts 
V of some member countries of the UN Eco- 
nomic Commission for Europe, to explore - 
and evaluate the possibilities of east-west trade, has ended 
with no concrete results, While the Soviets attempted to get 
agreement in principle to a full trade meeting later, Western 
delegations »vreferred to confine the next stage to straight 
bilateral talks and were not willing to be committed to a multi- 
lateral trade meeting similar to the one held under ECE auspices 
in November 1950. 


A statement summarizing the meeting was finally agreed to 
which states that, while there is no objection in principle to 
convening a new meeting of all interested governments partici- 
pating in ECE following bilateral negotiations, no final deci- 
Sion on this point could be made at this stage. It further 
states that the consensus of the group was that it is within 
the competence of the Executive Secretary, taking into account 
all relevant factors, to decide in consultation with govern- 
ments the form, date and scope of such a meeting. Secretary- 
General Myrdal at the closing session made it clear that he 
would not call a further meeting unless there were reasonable 
prospects for the achievement of vractical results. 





Representea at this ad hoc meeting were experts from the 
UK, France, Denmark, Belgium, the Netherlands, Sweden, the 
USSR, Poland, Hungary and Rumania. The US was present only 
in observer capacity. ) 


Soviet Attitude The atmosphere of the meeting was re- 
strained and at no point did Eastern European delegations launch 
into the standard diatribe against Western European or US trade 
restrictions. The Western European delegations agreed that 
Soviet motivations in this matter were based both on propaganda 
and commercial considerations. Participation in the meeting 
obviously bolsters the current Soviet "peaceful cohabitation" 
line and may generate pressure against east-west trade controls. 
However, many delegations feel that the Soviets are seriously 
interested in promoting increased trade or at least in main- 
taining the status quo, possibly as a result of increasing 
pressure from the current world-wide shortages stemming from | 
the general rearmament program and Western Europe trade controls. 


The Soviet delegate refused to be pinned down to specific 
grain and timber availabilities but said that his government, 
as a minimum, is prepared to maintain the 1949-1950 level of — 
east-west trade on condition that the same goods are available 
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as Western counter-deliveries as were available in those years. 
He made it clear that this was the minimum Soviet proposal. 
The statement was made with a flourish, represented as an all- 
out effort to better relations, with the comment that he was 
now "passing from words to deeds." In bilateral talks with 
the UK and France the Soviets generally indicated that almost 
any amount of grain would be available provided adequate counter- 
deliveries were forthcoming. Other Eastern European countries 
did state specific availabilities. However, it was unclear 
how much is actually available in view of the lack of informa- 
tion on the contracts that may have already been concluded. 
Western European countries stated their maximum requirements 
would be 750,000 tons. of breadgrains and 2,425,000 tons of 
coarse grains. The Rumanians indicated grain availabilities 
of 250,000 tons, mostly wheat, and timber availabilities of 
25,000 cubic meters. Poland estimated availabilities of 
106,000 to 150,000 tons of grain, of which 20% is breadgrain, 
and 100,000 cubic meters of pulp wood and 150,000 cubic meters 
of sawn timber. The Hungarians stated availabilities as 
280,000 tons of breadgrain and 80,000 tons of coarse grain. 


The Soviets tried unsuccessfully to get Western European 
countries to state what their counter-deliveries would be. 
The only country that provided the Soviets with a list of 
possible items was France, and its list was very broad in 
category. We were assured by the French that they had no 
intention of infringing on the export control positions agreed 
in the Paris Coordinating Committee. 


In bilateral talks, the Soviets indicated an interest in 
wool, cotton, rubber and "manufactures" from the UKs; ships 
-and tankers of the 5-6,000 tons size from the Danes; rayon 
fibre, steam boilers, metals (especially lead), reinforcing 
rods, ships ana certain kinds of machinery from the French; 
ships, quinine, rubber, machinery, artificial fibers, "manu- 
factured goods as in the past" and non-ferrous metals, notably 
lead and tin, from the Dutch. The satellites generally indi- 
cated that they wanted from the West items similar to those 
received in 1949-50. 


While the Soviet delegate pressed for agreement in prin- 
ciple to a full trade meeting, he refused to be specific 
about conditions and place of the meeting. Also, in answer 
to an inquiry from the UK, he indicated that the USSR would 
not negotiate with Western Germany either directly or through 
thé dllied powers. 


Reaction 
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React of Western tries The meeting was presumably 
useful to those Western European countries, such as France and 
Denmark, who do not have resident Soviet trade missions in © 
their respective capitals, as it provided an opportunity for 
exploration of present trade possibilities. However, it is too 
early to guess whether additional trade will develop out of this 
contact. All the Western delegations preferred to confine the 
next stage to bilateral talks with Eastern Europe, principally 
the USSR, but no country other than the UK is optimistic over 
the resuits of such bilateral negotiations. Western delega- 
tions, other than the British, have been tentatively sympathetic 
to the Secretariat suggestion that three or four-cornered agree- 
ments might produce larger results than would be possible through 
straight bilateral talks and indicated they would keep this possi- 
bility in mind during forthcoming bilateral talks. Sweden and 
Denmark raised the question of triangular trade agreements with 
the Soviets in bilateral conversations in Geneva and the Soviets 
suggested Finland as a third partner. The Britisn, in their 
bilateral discussions with the Soviets at Geneva, were successful 
in referring all matters of substance to London where discussions 
are going on between Board of Trade officials and a Soviet trade 
delegation. These London talks are expected to continue another 
week or so and there has been no indication yet of the precise 
conditions concerning counter-deliveries which the Soviets 
will request. | 




















Comments of US Observer The US.ECE delegation was impressed 
with the businesslike way in which Secretary-General Myrdal .con- 
ducted the meeting and stuck to his conviction that a full trade 
meeting should not be called unless there is reasonable assurance 
that concrete work could be done at such a meeting. He took this 
position in spite of the. fact that the majority of the ECE Secre- 
tariat warmly supported the Soviet proposal to call a further 
meeting. Myrdal also successfully resisted the temptation to 
publicly represent the outcome of this meeting as a notable suc- 
cess. He has consistently held to the line that the consultative 
meeting was only an attempt to explore and weigh the possibilities 
of increasing east-west trade and that, while he considers the 
meeting useful, further study is necessary before any decision 
can be taken. He has told the Soviet delegation both publicly 

and privately that he considers it preferable to avoid any further 
meetings than to call a mceting empty of concrete results. This 
position should make it much more difficult for the USSR to capi- 
talize propagandawise from the developments thus far. 


* * * 
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TION K The fifth annual meetings of the Boards 

AND FUND MEETINGS of Governors of the International Bank 

) and Monetary Fund will open in Washington 
September 10. No substantive issues are scheduled, with the 
agendas including only routine matters, and it is not exe 
pected that any major conflicts will arise. The major dis- 
cussions will come up in connection with the Bank and Fund 
annual reports, which offer mewber countries an opportunity 
to raise objections although approval or acceptance of the 
reports by the Boards of Governors is not required. | 


We expect that during the meeting a number of delega- 
.. tions will wish to discuss certain subjects informally with 
the US. 


US Position The US will not offer any objection to 
the annual reports. If during the Fund meeting it appears 
-desirable for the US to express itself on restrictionisn, 
_ our Governor will point out that, while priority must be 
given to the defense effort even at the expense of long-range 
commercial policy and financial objectives, those countries 
having a favorable balance-of-payments and which are experi- 
encing increases in their reserves providing a reasonable 
basis for exchange stability, should find it in their own 
interest and in that of the ‘dnternational community to relax 
or remove restrictions. Countries making an adequate defense 


effort may not be able to relax their restrictions without 


endangering their balance-cf-payments, and this must be recog- 
_ nized, while still keeping long-range ‘objectives in view. We 
will eupport the previously. approved position on the use of 
Fund resources and the previously approved revisions in the 
Bank's loan regulations. We will also advocate Bank and Fund 
- support of the UN "Uniting for Peace" resolution. 


: The British have indicated that they might wish to bring 
_up the subject of weighted voting in the Fund, which takes’ 


~, Into account the financial contribution of each member, and 


there have been some expressions of dissatisfaction from 
other countries. The US Governor will take the position that 


the 
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the present weighted provision is a proper and desirable 
arrangement. We will agree, however, that as often as 
possible the Fund should proceed py general agreement 
without a formal vote--a procedure which has in fact been 
Fund practice. 


Another issue which will arise is whether the Directors 
and Alternate Directors of the Fund are eligible for admis- 
sion to the Staff Retirement Plan. The US position is not 
yet determined. 


Fund Report In its annual report the Fund notes 
that 1930 was the first postwar year in which progress 
toward a general balance-of-payments equilibrium appeared 
to be in sight. However, although the expansion in world 
trade and price increases as a result of the Korean war 
have imvroved the balances of many countries, other areas 
have suffered somewhat thereby and it is still too early 
to evaluate the full imvlications of this new set of 
proplems. 


While the trend has been favorable, persistent diffi- 
cuities of individual countries still exist, serious dollar 
problems have continued in some countries, and shortages 
of other currencies have emerged elsewhere. Increased 

demana has produced raw material shortages and created - 
changes in the terms of trade of many countries. Mobiliza- 
tion and inflationary factors in certain countries will do 
much to negate the improved nosition of last year. While 
the balance-cf-payments difficulties are no longer as 

acute as they have been, the report states that it must 

be recognized that the emergence of world-wide inflationary 
tendencies has created new problems of a different nature 
wnich carry the seeds of future payments difficulties. 


The Fund report expresses concern that the present 
inflation has been accompanied by widespread scarcities | 
of essential goods and violent swings of price and terms 
of trade. Measures of direct control over-the distri- 
bution of scarce materials are necessary, but these in- 
volve the risk of uneconomic use of resources in the 
civilian sector. Reliance should therefore be placed as 


far 
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far as possible on monetary and fiscal measures to counter- 
act inflationary tendencies. Unless direct control meas- 
ures are accompanied by fiscal and monetary measures, such 
controls carry within themselves the risk of building up 
new situations of latent inflation. 


. Most European countries by 1950 had greatly improved 
payments positions, both with the US and the rest of the 
world. OEEC members reduced a dollar deficit of $7.5 bil- 
lion in 1947 to an annual rate of $2 billion in the first 
half of 1950. This was the result of lower dollar imports, 
less need for dollars to pay other areas, an improvement 
in the services baiance, and a small increase in exports 
to the US. Europe's imvroved position with countries 
outside the dollar area was achieved primarily by a rapid 
increase in exports, with imvorts generally increasing 
but at a lower rate. Another important factor was the 
September 1949 devaluations. 


Latin America as a whole has improvec its payments 
position in the postwar period. For 1950 the area showed 
an overall surplus tentatively estimated at $3CO million, 
as compared with a deficit of $500 million in 1947, and 
the outlook for 1951 is even better. Canada develonved 
a deficit of $300 million in 1950 as compared with a 
surplus of nearly $200 million in 1949, but this was more 
than offset by the large capital flow from the US amount- 
ing to about $1 billion. The Far East also saw improve- 
ment. During 1950 the exchange holdings of Ceylon, Japan 
and Thailand increased and India for the first time saw 
a surplus in its payments balance. 


These balance-of-payments developments have caused 
important changes in international reserves. The tendency 
for US gold holdings to increase was reversed in the last 
quarter of 1949 and has continued downward since. The 
dollar holdings of other countries increased and this 
increase was widespread, with only a few countries show- 
ing a decline. The largest increases, both absolute 
and relative, were in the sterling area as a whole 
and in Canada. In continental Europe and Latin America 
the increases were much smaller proportionately. 


Commenting 
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Commenting on the generally beneficial results of — SP 
the 1949 devaluations, the Fund report states that wide-~. 
spread appreciation at this time, as has been recommended 
in certain quarters, would be as ineffective in solving-" ,. .4 
the problem of inflation as was widespreaé@ depreciation in: <~& 
solving the problem of deflation in the thirties. Fluctue - 
ating exchange rates as an alternative to the par value 
system is also refuted. During the period covered by the OAS 
report, par values were agreed to for Ecuador and Paraguay \ <+.% 
and an initial par value agreed for Pakistan and Finland. y 
Canada suspended its fixed rate of exchange in 1950, bring- 
ing to three the number of Fund members that have decided 
temporarily not to maintain exchange rates within the narrow 
margins of the par values agreed with the Fund. The other 
two countries which have taken such action are France and 
Peru. The positions of Italy, Greece and Thailand are 
similar but, in their cases, no par values have ever been 
agreed with the Fund. There are still a number of countries 
--Peru, Syria, Lebanon, Thailand and Hong Kong--where 
cross-rates have not been brought under control. Coun- 
tries confronted with special exchange problems are still . 
sometimes disposed to look for an easy solution by intro- 
ducing practices that involve broken cross-rates. 





* 
4 
? 







The report notes that some progress has been made in 
relaxing exchange restrictions during 1950-51. In the 
first half of 1950, the outstanding development was toward 
regional arrangements, which widened the area of freedom 
for certain countries, but maintained discriminations 
against countries outside the region. This development is 
exemplified by the European Payments Union and the con- 
tinuation of efforts to liberalize intra-European trade 
and invisible transactions sponsored by OHEC. Note is 
made, however, that the reduction in the number of ex- 
change restrictions has been accompanied by the appearance 
of export controls which are becoming increasingly im - 
portant daterminants of the composition, volume and 
direction of international trade. In connection with the 
GATT meeting at Torquay the Fund recommended the beginning 
of a progressive relaxation of hard currency import re- 
strictions on the part of Australia, Ceylon, New Zealand, 
Southern Rhodesia and the UK. 


There 
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There is no change in the Fund position on the price 
Sr marketing of gold. 


Bank Report In the vast fiscal year the International 
Bank made 21 loans totalling the equivalent of $297.1 million 
for develooment projects in 11 countries. Loans for electric 
power development were made to Drazil, Colombia, Iceland 
South Africa, and Uruguay; for the expansion of transportation 
facilities to Australia, Colombia, Ethiopia, Nicaragua, South 
Africa, Thailand, and Turkey; for flood control and irrigation 
te Irag and Thaiiand ; and for agricultural machinery and grain 
storage to Nicaragua and Turkey. A loan to Ethiopia and part 
of one to Uruguay were for the improvement of telecommunica- 
tion facilities. An Australian loan was for the expansion of 
many kinds of voroductive facilities. For the purpose of pro- 
viding medium and long-term assistance to small enterprises, 
the Bank made loans to newly organized financial institutions 
- — and Turkey and to a consortium of private banks in 

xico. 


In May of this year, the Bank sold b5 million of its own 
bonds on the London investment market, and thus for the first 
time added to its lendable resources of pounds sterling by | 
tepping private investment funds. At the close of the fiscal 
year, the Bank had also completed arrangements for its first 
public offering of Swiss franc bonds in Switzerland. Also for 
the first time the Bank in the past year sold bonds out of its 
loan portfolio to private investors without guarantee. The 
Bank wants to expand its loan operations in’non-dollar cur- 
rencies insofar as European governments are able to release 
18% funds and to open their capital markets for the issuance 
of the Bank's bonds. A good beginning has now been made and 
there is reasonable hope that such operations may, in due 
course, be expanded with further progress in the world economy. 
Loans of funds in currencies other than dollars should clearly 
be to the advantage of the borrowers who, because of the 
pattern of their foreign trade and international payments, 
find such loans easier to service than dollar debts. 


The Bank report gives a review of economic development 


recommendations to date, breaking down activities, country 
by country. 


CONGRESS 
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S ROVES A bill amending and extending the Sugar 

SUGAR LEGISLATION Act of 1948 through 1956 is now before the 
President for anproval. The legislation 

was passed with practicaliy no opposition in substantially the 
same form as recommended to the Congress by an interdepartmental 
committee. The sugar refining industry and representatives of 
the sugar producers' associations were unanimous in their sup- 
port of the bill. ‘he principal amendments to the 1946 Act 
provide for a substantial increase in the Puerto Rican quota 
and for an increase in the import quota allotted to the full 
duty countries. Cuba's participation in the US market was 
reduced to the extent of these increases. However, the actual 
tonnage of Cuba's shipments to the US during the life of the 
new Act may be as great as shipments during the past four years 
because of anticipated increases in US consumption. A quota 
of 300,000 galions of liquid sugar was also established for 
the British West Indies to meet a particular situation in the 
motasses industry. We believe that the bill represents a 
reasonable balancing of conflicting interests, and that it 
will, to a limited extent, improve our relations with certain 
Latin American countries. While Cuba does not relish the loss 
of even a small part of its share under the existing law, it 
appears to be reconciled to the change. 





48 During the war and immediately thercafter, 
Sugar production in Cuba wus greatly expanded at our request, 
in order to meet the increased sugar needs of the US and its 
allies. The 1948 legislation was aimed at giving Cuba for the 
life of the Act virtually ali of the benefit of increases in 
US consumption and of anticipated deficits in the Philippine 
quota, so that it might have the time and means to readjust 
its economy. Fixed maximum quotas were established for the 
domestic areas and the Philippines so that these areas would 
not participate during this specified period in the increase 
in domestic consumption. (The Philippines have special status 
under the Philippine Trade Act of 1946 which was promulgated 
in conjunction with the Philippine's acquisition of independence. ) 
Our imports from foreign countries other than the Philippines 
were supplied to the extent of 98.64% from Cuba and 1.36% from 
full duty countries. In addition, the 1948 Act gave Cuba 95% 
of the Philippine deficits, which were expected to be large 
in the post-war period; full duty countries, which formerly 
received all the Philippine deficit, were given the remaining 
5%. The expected decline .in sugar demand after the war did 


not 
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not materialize, however, and the value of the four crops 
produced by Cuba since the Act of 1948 have had an average 
value of $580 million, compared for instance, with the value 
of the 1933 crop which was $44 million. 


ng iepisietion In amending the 1948 Act, it was felt 
that the Cuban economy has had sufficient time for readjust- 
ment, and furthermore, that continued increases in US consump- 
tion will make it possible to give larger quotas to the full 
duty countries without injury to Cuba. Accordingly, amendments 
were recommended and accepted by the Congress which had the 
following effects: 1) The total quota for domestic areas was 
increased by 176,000 tons. Of this amount Puerto Rico received 
170,000 tons and the Virgin Islands the remainder. Other 
domestic quotas were unchanged. 2) That part of domestic 
requirements in excess of the fixed quotas was divided by giv- 
ing Cuba 96% and the full duty countries 4%, This will allow 
the full duty countries to supply as much sugar as they did 

in the prewar period. 3) Philippine deficits are also divided 
in the ratio of 964 for Cuba and 4% for the full duty countries. 
4) The basis for allocating the quota among the full duty coun- 
tries was changed to a more representative period, so that 

Peru ana the Dominican Republic may export five times as much 
sugar to the US as they did Guring the 1948 Act. 
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Announcement by the Defense Production Authority of 
fourth-quarter cut-backs in the availability of steel, 
copper and aluminum for consumer goods highlights the 
period of increased stringency facing us in the availa- 
bility of strategic metals. Steel to be allocated for 
production of US consumer goods will be cut back from the 
third quarter rate of 70% of pre-Korean consumption to 
58%. Earlier this summer it had been expected that the 
fourth-quarter cut-back would not be deeper than O58 of 
pre-Korean consumption for household appliances and 60% 
for automobiles. However, military production and the 
industrial expansion program are putting a tighter squeeze 
on steel than had been expected. Present production is 
about 107 million ingot tons, with the production target 
for 1953 currently set at about 118 million ingot tons. 
The increase will more than take care of presently con- 
templated military requirements but demands of the in- 
dustrial expansion program--railroads, shipbuilding and 
the steel industry itself--will continue for months to 
come to require restrictions on various segments of the 
economy, with particular emphasis on consumer goods re- 
Quiring metals and less essential construction work. 


Perhaps even more important than steel in restrict- 
ing; consumer production is the shortage of copper, a 
shortage seriously intensified by the recent copper 
strike in the US and the reduction in imports due to the 
strike by longshoremen in Chile. Beginning October l, 
copper supplies for consumer goods will have to be 
trimmed to 544 of pre-Korean consumption. Even before 
the strike there had been a withdrawal from stockpile of 
25,000 tons. The back to work movement by copper miners 
is a temporary settlement only. Wage demands of one 


company 
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company are now before the Wage Stabilization Board and 
the other companies are opérating under an 80-day Taft 
Hartley injunction, with the possibility that a settlement 
will not have been reached by the end of that period. 


Finally, there has also been amnounced a cut-back in 
aluminum allocated for consumer goods to 46% of pre-Korea. 


Although the reductions in the availability of the 
above metals is drastic, the total in goods and services 
available to the domestic economy is not expected to de- 
Cline. There are several reasons for this. Inventories 
are high and the limitations apply only to the use of the 
metals themselves. Through reduced use of such metals in 
@ product and through substitutes and redesigning, the 
hee ‘ina of a particular product or service can be con- 

inued. 


Although machine tool production has more than | 
doubled since Korea, there is still a most serious backlog 
of orders. At the end of June orders, at current produc- 
tion rates, would take 20 months to fill. Comparable 
figures for the last war never exceeded 13.5 months. The 
Government is now attempting to identify the particular 
machine tools of highest priority in order that preference 
will be given their production. Among other actions de- 
signed to stimulate production is a price adjustment to 
take care of higher costs. 


The Senate Banking and Currency Committee is now con- 
sidering proposals to eliminate certain provisions of the 
Defense Production Act which the government considers 
inflationary in impact and is also holding hearings on 
proposals which if approved would further wecken the 
price program. The Senate Committee will undoubtedly be 
influenced by the fact that there has been no sharp up- 
turn in the price index for the past several months. In 
the meantime, the Office of Price Stabilization has an- 
nounced the development of a program rermitting automobile 
producers to increase prices 6 to 8% beginning October l. 
An order has also been issued temporarily lifting until 
October 1, ceiling prices on live cattle for those 
slaughterers who have been unable to obtain their normal 
supply of live animals. 


Negotiations 
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Negotietions for new wage controls are about to 
begin in crucial industries on the basis of a new 
formula which allows wage incrcases to compensate for the 
2% increase in the cost of living since January 15, 1951. 
“his carries forward the principle first adopted in 
February that wage increases should correspond to in- 
creases in the cost of living and continues to place 
stubiliz:tion em nasis on control of prices. In addi- 
tion the Wage Stabilization Board has agreed that in 
excepticnal cases approval may be given to wage in- 
crevses related to increases in the cost of living prior 
to January 15 of this year. The first cases to be ap- 
provcd under this exceptional provision were in the 
northern cotton-rayon textile industries. The difficult 
problem for the next three months will be to keep wage 
increases in line with this formula. 


Defense Production Materials Agency Established 


In an effort to strengthen the ability of the US 
to procure raw materials needed by this country for de- 
ferse production and for stocipile, the President on 
August 23 established the Defense Materials Procurement 
Asency (DMPA) with Jess Larson, former head of the 
General Services Administration as Administrator. The 
new agency is subject to direction and control by the 
Director of Defense Mobilization. The diversity of 
authority within the Government on the development, ex- 
ploitation and purchase of meteéls, minerals and other 
materials was causing confusion and delay in the defense 
program. Creation of the new agency is aimed at 
centralizing and coordinating all such actions of the 
US Government. , 


The DMPA is authorized to purchase and make com- 
mitments to purchase metals, minerals and other 
materials for Government use or resale; and encourage 
the exploration, development and mining of critical and 
strategic minerals and metals. While this authority 
extends to both domestic and foreign fields, it is 
expected that the domestic responsibility will be 


delegated 
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delegated to the Department of the Interior. DMPA will 
be the authorizing agency for the extension of loans 
for the expansion of capacity, the development of 
technological processes and the production of essential 
materials, including the exploration, development and 
mining of such materials. When such funds are for 
foreign use, they will be extended through the medium 
of the Eximbank, including loans to domestic borrowers 
for use overseas. All loans for domestic use will 
continue to be handled by the RFC. Expansion of food 


resources both here and 2broad will continue to be 
under the authority of the Department of Agriculture. 


% * % 
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nomic divisions of the Department of State, and to indicate the economic prob- 
lems which are currently receiving attention in the Department. It is suggested 
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FINANCIAL DISCUSSIONS During the past week economic discus- 
WITH BRITISH OFFICIALS Sions took place in Washington be- 

tween British officials headed by 
Chancellor of the Exchequer Gaitskell and US representatives 
of various agencies including State, Treasury, Commerce, ECA 
and the Office of Defense Mobilization. The talks were 
largely financial. Some other economic matters, such as east- 
west trade and financial problems relating to Germany, will be 
discussed at the Ministerial level this week. 


The basic British presentation was to apprise appropriate 
US authorities of the UK's extremely difficult financial 
prospects. While Gaitskell requested no action from us on an 
Over-all solution of the problem and proposed no programs for 
joint consideration, having in mind future discussions of 
these matters, he indicated that certain steps were already in 
progress in the UK. An intergovernmental working group is now 
Studying the balance-of-payments situation and outlook and 
another working group will be set up on the problem of iron 
ore. 


In discussing the Mutual Defense Assistance Progran, 
Gaitskell emphasized the importance of sharing the economic 
burden it entails. He stated that any increase in the British 
program is out of the question since it was conceived when the 
situation was much brighter and that, actually, there is some 
question whether Britain can maintain the present program. 





UK Economic Prospects The British painted a grim picture 
of the economic outlook, forecasting a dollar drain on the 
sterling area as a whole for fiscal 1951-52 of $1.2 billion 


and $400 million for the UK proper. These adverse trends he 


attributed to a number of things, among them: 1) the high 
prices of imported raw materials, which are more than double 
the estimates at the time the British rearmament program was 
inaugurated; 2) increased demands of the rest of the sterling 
area for dollars; 3) increased purchases by the rest of the 
sterling area in Western Europe, which results in a UK deficit 
position with the European Payments Union; and 4) loss of in- 
come from Iranian oil. With regard to the latter, Gaitskell 
made clear that the Iranian action is putting such a strain 
on the UK that it is planned to end the existing arrangement 
whereby there is virtually automatic convertibility of 
Iranian sterling into dollars. 


Since 
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Since there is no assurance that the various causal 
factors are temporary, British officials are greatly con- 
cerned for the future, and wanted the US to be fully aware 
of the situation. Gaitskell said that, while he rcalized 
the suspension of ECA aid was necessary during a period of 
rising reserves, he thought it unfortunate that it was not 
recognized that the period of 1950 (when British reserves 
rose and ECA aid was terminated) was temporarily benefitted 
by low imports and high export prices. 


The British also stated that, in view of prescnt develop- 
ments, thc UK would not be able to bear the financial burden 
it had been carrying in Germany. 7 | 


British Measures Gaitskell stated that the UK Govern- © 
ment is taking steps to improve the situation. It is 
definitely planning additional curtailment of dollar imports, 
A Commonwealth meeting will be held near the end of the year 
so that Commonwealth members also may consider making adjuste- 
ments in their imports. The British cheese ration has been. 
cut and other ration cuts are envisaged. Additional restric- 
tions are being imposed on the use of paper and pulp. It is 
also planned to take further stens to force exports, one 
measure being to limit the output which would be sold on the 
domestic market. 


Commodity Problems In general the British indicated 
they felt progress was being made on the raw materials front 
through the International Materials Conference. However, 
they emphasized the need for stability of prices of raw 
materials, and, in this regard, discussions centered parti- 
cularly on wool, tin and other non-ferrous metals. : 


Gaitskell said the most. immediate and critical shortage 
the British are faced with is steel. This is the key to 
both British military. production and its export trade. The 
shortage is caused chiefly by the inability to obtain scrap 
and ore. The 16 million-ton steel production this year was 
only maintained by drawing down raw material stocks and it 
is hard to see how the present level can be-maintained. _ 
Gaitskell indicated an urgent need for US aid in whatever 
form it can be given--scrap, ore, or in steel itself. US. 
officials oui” 4 our own difficult situation in this 


regard, 
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regard. Steel is in critical supply here and only essential 
requirements are being met, with ell steel under allocation 

through the Controlled Materials Plan. However, the British 
problem was received sympathetically and they were told that 
our situation might ease by the last half of 1952. Further. 
consi.deration will be given to the matter by an intergovern- 
mental working group. 


The coal problem was mentioned and Gaitskell said the 
UK was doing a number of things to improve production, in- 
cluding importation of Italian miners. He believed it 
misht be possible to increase British output by some five 
million tons a year but added that previous estimates that 
British consumption would increase two or three million 
tons annually were proving too low. 


** * * 
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RACTING PanT Ios parties to the Generali Agreement on 
Tariffs and Trade which convenes in 
Geneva Sentember 17, with avproximately 
37 countries particinating, may be a somewhat difficult one 
for the US, Preliminary informal discussions with a number 
of the \iestern Buronean countries on several of the more 
controversial subjects to be considered, indicated some 
reluctance to go along with two of our vrincinal proposals -- 
termination of obligations between the US and Czechoslovakia 
and arrangements for putting the GATT administration under 
the UN, in addition, the administration is faced with the 
Gifficult »nosition of trying to exercise US leadership in 

the field of international trade policy, while at the same 
time it is apparent Congress is tending to move in the 
opposite direction, for example, by restrictive amendments 

to the Trade Agreements Act, ana the Defense Production 

Act vorovision restricting imports of certain agricultural 
prodcucts, 


ezechosLovakia Waiver In view of the impaired re- 
lations between the US and Czechoslovakia, we have requested 
the contracting parties to allow the formal termination of 

all of GATT obligations between the two countries. It appears 
from preliminary discussions that there will be some difficulty 
in obtaining the necessary support for our proposal. We 





SIXTH SESSION CF GATT The sixth session of the contracting 
Tr 





need 
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need at least 16 votes. Answers to our query on reaction 
to our proposal tentatively show 14 favorable votes, with 

S possible additional votes in favor, 6 possible abstentions 
ana 5 possible unfavorable votes. Since 16 favorable votes 
are needed, high-level approaches tc France, Italy and the 
Netherlands are planned and we are requesting the British 
to make similar approaches. 


The US vosition regarding the text of the resolution 
on the waiver is not inflexible, but we have circulated a 
draft decision under Art. XXV (5) (a) of the GATT along the 
line that the application of GATT between particular pairs 
of countries may under certain circumstances be impracticable 
because of the strained relations between the two countries. 
Two alternatives are possible: -1) the contracting parties 
migit decide that the operation of the General Agreement 
is terminated or suspended between the US and Czechoslovakia}; 
or,2) they might decide that either Czechoslovakia or the 
US might terminate or suspend the operation of the General 
Agreement between the two countries with the same effect 
as if paragravh 1 of Article XXXV had been invoked. Dis- 
cussions with other countries indicate that a proposal for 
a general waiver, implying similar action by all or several 
contracting parties, would meet much greater resistance 
than a bilateral waiver. 


In our statement to the contracting parties when 
requcsting inclusion of our proposal on this session's agenda, 
we pointed out thet when GATT obligations were framed in 
1947, it was assumed that the political relations of the 
countries concerned would be such that it would be in their 
mutual interests to promote the movement of goods, money, 
and neople between them. It is now apparent that this 
assumption is no longer valid as between the US and Czecho- 
Slovakia. jie then outlined the ways in which relationships 
have been progressively impaired by menifestations of Czecho- 
Slovakian ill will toward the US. The imoairment of economic 
relations has been aggravated by the progressive integration 
of Czechoslovakia's economy into the Soviet bloc. Czechoe - 
slovakia has left no room for doubt that its commitments to 
the US are being subordinated in the carrying out of its 
undertakings in the Soviet economic bloc, 


Continuing 


DECLASSIFIED FOR PUBLICATION IN FOREIGN 
RELATIONS OF THE UNITED STATES 

















BEST COPY AVAILABLE 
SECRET 
e $e 


Continuing Administration of GATT The need for some 
type of continuing body of contracting parties to deal with 
GATT problems between sessions and to do preparatory work 
for the full sessions of the contracting parties has long 
been apzarent. Originally it was exnected that the Inter- 
national Trade Organization (ITO) would be established and 
would provide the continuing organization required to handle 
practically all the problems covered by the GATT. Now that 
there is no prospect for establishing the ITO, the need for 
some continuing mechanism within GATT has become more apparent 
and urgent. 


We have been concerned that, in putting the administration 
of GATT on a firmer basis, attempts might be made to amend 
the General Agreement to incorporate ITO Charter provisions, 
ie arc opposed to amending the General Agreement to incorporate 
Charter provisions merely on the grounds that the provisions 
in question are in the Charter. In any attempt to modify 
the General Agreement, we will try to have the contracting 
parties examine each amendment on its particular merits. 
Most countries have indicated support for our position 
against substantive amendment of the Agreement at this 
time. One exception is the Norwegians, who have olaced on 
the agenda an item suggesting inclusion in the General Agree- ° 
ment of Charter provisions on maintenance of full employment, 
removal of maladjustments within balance-of-payments, and 
safeguards for members subject to external inflationary or 
deflationery pressures, 


We believe that a Standing Committee of contracting 
parties should be established within the GATT, in accordance 
with a previous working party report, and that a GATT unit 
should be cstablished in the UN Secretariat to service the 
contracting parties both between and during sessions and to 
perform related services in the international trade policy 
field. In actions effecting this change, GATT, ECOSOC and 
the General Assembly should: 1) anticipate the liquidation 
of the Interim Commission for ITO and the ICITO Secretariat; 
2) provide for the establishment of the GATT unit in the UN 
Secretariat under the general administrative supervision 
of the Secretary General; 3) provide for the financing of 
the unit by all partics ta the GATT; and 4+) specify that 
this unit shall perform duties prescribed by the contract- 
ing parties or the Standing Committee. All UN members, 
through their regular contributions to the UN budgct would be 


expected 
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expected to contribute to the support of GATT expenses and 
some method of determining the contributions of non-UN GATT 
members would need to be worked out at this session. If the 
right of contrecting parties to interpret and apply GATT 

is questioned, s¢ suggest that the resolution should specifi- 
cally recognize that interpretation and application of GATT 
remain under the exclusive jurisdiction of the contracting 
parties. The GATT unit should have as much independence 

from the UN Secretariat as is consistent with the UN Charter. 


Tariff Negotiations Arrangements The present policy of 
this government is to negotiate for the reduction of tariffs 
and other trade barriers within the multilateral framework 
of the GATT rather than on a bilateral basis. Since the US 
may wish to undertake tariff negotietions within the next 
two or three years during which period no further rounds of 
general tariff negotiations under GATT are likely to take 
place, we have attempted to develop arrangements to enable 
the conduct of tariff negotiations under GATT, both for the 
accession of new countries and for further tariff reductions 
among existing contracting parties, even though another 
general round of tariff negotiations is not held, 


Thus far, in tariff negotiations held under GATT, all 
countries concerned with the negotiations have convened in 
one place, Countries which were the princinal supp-iers 

of particular products to each other paired off to negotiate 
for conecssions on those products, When these essentially 
bilateral negotiations were completed, the resulting con- 
cessions were lumped together and extended to cach of the 
contracting varties in its own right. In determining the 
worth of an agreement, each country took into account not 
only the concessions which it obtained as a result of its 
own bilateral negotiations but those which it got through 
concessions exchanged by other countries. We suggest that 
the same process could be followed without all the contract- 
ing parties and acceding countries physically gathering to- 
gether in one general conference. When bilateral negotiations 
between interested contracting parties and an acceding coun- 
try, or between existing contracting parties had been con- 
cluded, the results could be laid before the contracting 
parties at one of their regular sessions and appropriate 
protocols prepared, 


Other 
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Other Major Issues There seems to be no substantial 
opposition to our views or the preparation of balance-of- 
vayments report and review. We would hope that such a report 
would give a factuel review of restrictions being applicd 
and further that it would contain a conclusion reflecting 
the view that, despite the existing uncertainties and dif- 
ficulties, the improvement in ‘h2 balance-of-payments and 
reserve positions and prospect: of many of the contracting 
parties justifies a relaxation or removal of thcir restrictions 
and, particularly, of discrimination. At thc presont time, 
no agreement has been reached on a proposal for the solution 
of the problem of European tariff disparities and the work- “ 
ing »~arty will have to continue its work at this meeting. 
Although our recent cheese import restrictions do not appear 
on the provisional agenda, France, the Netherlands and New 
Zealand have indicated that they will bring the matter up 
at this session. 


Minor zicHs In addition to these major issucs, there 
ere a number of minor items on the agenda, which includes 
26 itews provisionally. A request from the European Customs 
Union Study Group has- raised the question of the attendance 
.of observers. The International Chambcr of Commerce has 
submjtted « number of resolutions, ircluding a proposal for 
a convention on samples ana acvertising material. Another 
item on the agenda reletes to failure of New Zealand to con- 
clude a special exchange agreement as required under the 
terms of GATT, The report on an intersessional working party 
on the US escape clause action with respect to felt hat 
bodies will be considered. Since this was originally raised 
by the Czechs, it will be related to thc major Czech issue, 
but since it is of importance to other contracting parties 
and to the operations of the escape clause, we feel discussion — 
of the problem Showlc be carried out on its own merits. 
There are two items on internal taxes which have been carried 
over from carlicr sessions: the French complaint against 
the discriminatory Brazilian internal taxes and the Netherlands 
complaint against the discriminatory aspects of the British 
purchase tax. The Norwegians have added a complaint against 
@ Belgian tax. Finally, there will. be consideration of the 
second annual report of the South African-Southern Rhodesian 
oe tgp ga and the proposed Nicaragua-El Salvador Free 
radc Ca. | 


, EUROPEAN COAL 
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EURCPEAN CCAL US authorities are becoming more and more 


PRCBLEw SER LOUS concerned over the problem cf Europe's 
coal shortege. European cval vroduction 
has not yet reached prewar leveis, con- 

sumption has increased, stocks in some countries are denleted, 

end now the demands of defense production have imposed ad- 
ditional burdens, weking it necessary for the US to supply 
ané finance exports of US coal to ./estern Europe in oraer 

to keep industrial output at « desired level for the defense 

effort. The preblem has been complicated by the strategic 
considerations inherent in east-west trade, since Poland 

is 2 major and traditional source of coal for Europe. 


The over-all problem is being. given consideration at 
nigh levels, both in Europe and the US. It is possiole that 
some alleviction will come if the Schuman Plan is ratified, 
but in the meantime the urgency of the problem increases as 
winter approaches. An interagency committee is considering 
vlacing co2l on the Positive List, not because coal is in 
short supply and not to limit exports, but in order to 
maximize exports anc meet essential foreign reeds. Another 
proposel has been made that OEEC designate a ort of coal 
ezar who woule stimulate governments into i:.creasing coal 
yroduction. 


urovean Goad Catioos European requiremenis for US 
coal nave fluctuated violently since world Var II because 
Luropean coal mines lack sufficient reserve capacity to 


absorb even small percentage changes in annual consumption 
which can amount to large tonnages, This fact, added to 
postwar expansion in industrial activity, accounts for the 
sudden upsurge in cGemand for US coal. The current rate of 
stated demand for US coal for the lust six months of calendar 
1951 amounts to about 21 million tons, not including the UK. 
Both current consumption and stockpiling requirements are 
extremely high owing to inflation and the fear of further 
price increases as a result of the Korean war, plus the 

fact that stocks were being Gepleted prior to Korea. Farther- 
more, the major coal production countries, utilizing both 
export differentials and produccr subsidies, are following 

a low price domestic policy which keeps consumption high. 


Europe's problem is not ae leck of coal resources, but 
inadequate mining programs, Europe has plenty of coal 


exploitable, 
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exploitable, but if Europe is to make a contribution to 
mutual defense the US has no altern:tive but to supply and 
finance it with coal until Zuropean coal production becomes 
satisfactory. European coal production has rcached only 

93% of the »rewar average and is rising slowly, facts which 
are disturbing as far es defense production gocols are con- 
cerned. Eurone has been able to supply only two-thirds of 
the total inercase in current consumption and e much smaller 
ratio of total additional demand, including stockpile needs. 
For these reasons, demands on US coal may go as high as 

21 million tons during the balance of calendar 1951. Because 
this demand is concentrated, loading difficulties mcke it 
impossible for the US to supply more then 17 million tons 
during this period. US coal is more expensive and its 
purchase worsens the dollar pnositions of receiving coun- 
tries; furthermore, shipment of US coal engenders severe 
shinning shortages, and transportation costs add substantially 
to the final cost to recciving countries, although this cost 
may be cushioned if spread over the entire European supoly 
through a pooling scheme, ~ 


The rate of coal production in the mejor western European 
producing countries (the UK, Germany, France and Belgium) 
hes increased et the rate of 20 niltion tons annually since 
the Korean war, This increase can be attributed to various 
measures, such as hiring foreign labor, re-opening of mines, 
extra shifts, military deferment to miners, higher wages 
Sunday work, incentive schemes, etc. Western Europe would 
have to produce ean additional 20 million tons over and abave 
this amount in order to meet consumption requirements without 
recourse to US imports. If Polish coal is written off, the 
target would have to be raised to 30-32 miliion additional 
tons. Since the UK and Germany together account for three- 
fourths of Western suropean coal production and nave the 
potential to supply all needs in terms of cuclity and lowest 
cost, it is to these two countries that we must look for 
expansion of coal production. The application of new capital 
and manpower will yield greater results in these two coun- 
tries than elsewhere in westcrn Europe. 


Dependence on_Foland Several Western Europcan countries 
are heavily dependent on Polish coal, among them austria, 
Denmark, Norway and Sweden. The Poles have been demanding 


strategic 
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strategic materials in return for their coal, which come- 
nlicates the security problem of ezst-west trade. We have 
encouraged Western Euronean countries to be as firm as possible 
in denying Poland's requests for strategic goods wherever 
feasible, Norway recently terminated trade negotiations with 
Polend over Polish demands. Meanwhile, the US is studying 
wavs to make up the deficit which would result if Polish 

coal were lost to Western Evrope. Austria's situation is 
particularly critical because the physical difficulty of 
moving US coal to that country makes Austria extremely de- 
pendent on Polish and German coal, 


United Kingdom Since 1949 consumption in the UK has 
increased about nine million tons, while production has 
barely changed et all. There are 20,000 fewer mcn employed 
in British mines than in 1948, and only a marked improvement 
in output per manshift hes kept the quantities of coal 
mined from dropping. Because of this excess of consumption 
over productior. the UK, late in 1950, reduced its annual 


' export rate tc the Continent from twelve miliion to four 


million tons, a cut which corresponds to about one-third 

the present rete of US cxports to Western Europe. Prior 

to the war the UK was exporting annually 30 million tons of 
coel to Europe. The UK's basic problem is one of new shaft 
Ssinkings rather than one of equipping existing mines with new 
mechenical devices, since the old mines are too antiquated 

to benefit from additional modern equipment. This basic 
reconstruction is progressing but cannot be compicted for 
many ycars, This is the long-term problem, but it is believed 
thet short-term weasures could be taken which would increase 
British annual production considerably. These would include 


c\ & sixeaay weck end intensive recruitment of foreign labor 
* measures which admittedly are fraught witn formidable social 


ana cconomic implications. Meanwhile, the British have 
decided not .to procure US coal this season even though the 
nrospective coal situation for the winter is very dark, 


Germany The Germans resent the control of the Ruhr 
Authority in deciding the cemcount cf coal Germany will export, 
and have put on constant pressure to lower the rate of 
export of coal from Germany as well es to raise the price 
of their coal exports. This is a major issue on the German 
political scene and the Germans are insisting that all - 
errangements for the termination of the Ruhr Authority be 


agreed 
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agreed upon before they ratify the Schuman Plan. Agrecmcnt 

to terminate thc Ruhr Authority upon coming into force of 

the Schuman Plan awaits UK concurrence. This has been delayed 
until e satisfactory rgreement on scrap is reached between 

the UK and Germany, which now appears immincnt. 


German production hes increased since the korean out- 
pecak at the rate of 12 million tons annuelly, an increase 
which has benefitted the German consumer beceuse exports 

ave not materially increased. Major obstacles to maximum 
efficiency in the German coal industry are lack of investment 
capital end shortage of labor, the latter being partially 
due to lack of incentives, housing, etc. 


OEEC_and ECE Coal Committees The OEEC and BCE Coal 
Committees have attempted with little success to induce 
varticipating countries to agree to the distribution of European 
coal on a multilateral bosis. Their objectives in such a 
scheme would be to reduce crossehaulss; to direct special 
purpose solid fuels, such as coke, which the US cannot supply, to 
important industries, (i.e. steel); and to control the demand 
for cheaper coal, mainiy from Germany, in order to avoid a 
major increase in price. The biggest blocks to the Com- 
mittees' efforts are the bilaterai agreements bdetween 
Germany 2nd certain importing countrics, mainly Italy, France, 
Sweden, Switzerland cna Austria. Since these countrics stand 
to have their cocl imoorts reduced by participating in a 
multileteral scheme, they have ct various times refused to 
cooperate, 


Shipping Problem A lack of shipping, overburdened 
loading facilities, and high transportation costs have added 
to the complexities of the coal situation. The US has broken 
out vessels from the reserve fleet to help carry the additional 
coal tonnages to Europe. Release of still more vesscls may 
.be necessary to transport the required tonnage, but until 
orders are spread among the less favored ports (and sources 
of supply) the limiting factor will be loading facilities. 

The OufiC coal supply ind distributing subcommittee has also 
urgec the release of additional vessels and has stated that 

it is imnossible to obtain bottoms in the open market at 
National Shipping Authority (NSA) rates. ECA plans to 

review the question of shipping ratcs early this month, since 
importing countries claim they cannot fulfill their chartering 


programs 
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programs unless NSA rates are exceeded. US agencies are 
considering a proposal to place US coal under export licens- 
ing control in order to distribute port facilities equitably, 
and to direct exports to particular destinations, as well as 
to maximize cxports. The ECE Coal Committee has adopted 

a lending vrogram for European export availabilities, but 
since the vrogram involved reduction of German exports 

below trade agreements commitments to Italy, Sweden and 
Denm-rk, it was impossible to get unanimous decision, and 
the proposal wos kept merely as a basis for a provisional 
loading plan. 


SECRET 
% * * 
UNCLASSIFIED 





Effective October 1 US 
diplomatic missions will 
not, as a general rule, 
assist in obtaining from 
foreign governments operating permits or landing rights for 
US registered aircraft operated by forcign nationals or 
foreign enterprises. Exceptions to this policy will be made 
only when the circumstances are such that it would clearly 
work an unwarranted hardship on a US citizen or be otherwise 
contrary to the best interests of the US. Missions will 
continue to render assistcnce with regard to requests to 
foreign governments for operating rights for US non-scheduled 
and irregular air carriers. 


Cx ON US REGISTERED J 
RATED BY FOREIGN ENTER 





The increased frequency of business arrangements whereby 
US cwned and registered aircraft are used by foreign netionals 
or business entcrprises necessitated a decision on this matter. 
The US is consistent in extending to American citizens abroad 
dinlomatic protection against unfavorable treatment such as 
discriminctory restrictions, deprivation of property, or 
unfair business practices. This protection, of course, con- 
tinues to be accorded when appropriate in connection with 
air transport enterprises. However, US Government protection 
and assistance cannot be extended to foreign citizens or 
enterprises just because they are doing business with a US 
citizen or enterprise, A foreign carrier, scheduled or non- 
scheduled, is not entitled to the diplomatic assistance of the 


US Government 
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US Government by reason of its use of US registered aircreft, 
Similarly, in cases in which US citizens have become identified 
in a foreign country or through ownership or control of such 
enterprise, thet enterprise is not entitled to US diplomatic 
assistance when it acts as an entity. 


Beeeuse of the complicated arrangements between the owner ‘; 


and the user of the aircreft, it is somctimes difficult to 4 
establish clearly who is actuclly responsible for operation... ¥*, 
of the aircraft. We have concluded that, as a matter of  '¥\, a 







general policy, tne new policy will apply equally to the Sa ee 
following categories: 1) opcration of US owned and registerQgame se 
aircraft leased to a foreign enterprise which assumes full Ss 
control of the operation, maintains the aircraft, and sup- 
plies the crew; 2) operation of such an aircraft by a foreign 
enterprise which assumes control of the eircraft while directior 
of the crew is supplied by the US owner of the aircraft; 

3) operation of such an aircraft under the direction of a 
foreign cnterprise and solely for the purposes of such enter- 
prise although nevigational control of the aircraft anc its 

crew is retained by the US owners 4) operation of US registered 
nireraft by a forcign enterprise, wholly owned and controlled 

by US citizens; 5) operation of US registered aircraft by 

« foreign enterprise in which US citizens have a substantial 
financial interest. In order that US citizens whose aircraft 

is being used by foreign enterprises may not suffer undue 
hardship, this new policy will be made known to the US enter- 
prises believed to be affected by it before the October l 
effective date, 
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TIN STUDY GROUP The sixth meeting of the International Tin 
TO MEET IN ROME Study Group will vegin in Rome on September 

2, 1951. The purpose of the Study Group 
session is to review the situation in the production, trade 
and consumption in tin and to make recommendations, where 
appropriate, for international action to meet such problems 
as way be encountered. The Study Group is not authorized to 
commit any government to direct action, but can only recom 
mend the direction which further international consultation 
and uction might take. 





Guiding Policy for US Delegation The US position at 
the Study Group meeting Will be based upon the following 
inter-departmentally agreed guidance. The US is interested 
in further stockpiling of tin, at equitable prices and at a 
rate taking due account of other essential requirements. 

We arc limiting the usage of tin and believe that it would 
be in the general international interest for other countries 
to take similar measures to prevent non-essential uses, 
waste or hoarding. ‘the US recognizes the need for 2 high- 
level of world tin production, and some expansion beyond 
current output is desirable if practical. As far as 
distribution is concerned, there is continuing need for the 
countries opposing aggression to consider very seriously 
the problem of basic scarce materials reaching unfriendly 
countries, and the equitable distribution of the available 
Supply among free countries. 

The demand for tin as expressed in the markets last v“ 
autumn and winter was seriously inflationary. Since March 
of this year, the US has subordincted its demands to relieve 
excessive price pressures. We are interested in buying tin 
under conditions of fair prices and will consider arrange- 
ments which would more adequately satisfy the requirements 
of this country at fair prices, taking into account the 
actual availabilities and the needs of other importing 
countries. The US delegation will make a2 clear distinction 
between needs and procurement intentions. The needs of this 
country for tin to be consumed or stockpiled will be trans- 
lated into definite purchases only in accordance with numer- 
ous relevant factors at the time, such as prices, and there- 
fore a specific tonnage cannot be forecast. Consumption 
needs would be higher than they are presently if there were 
no limitations on use, or would be smaller if the 


conservation 


DECLASSIFIED FOR PUBLICATION IN FOREIGN 
RELATIONS OF THE UNITED STATES 


ee eee ee Wer ere re ee rere > ” 











BEST COPY AVAILABLE 


SECRET 
»o = 


conservation programs of the goyernment were made more 
Stringent. In any event, US ghases will be made only 
with} Gue regard for price cons: gezat ions. This will be 
made glear by our delegation although the Study Group 
will not be the forum for purchase contract negotiations. 


US Stand on Prices The US believes that an equita- 
ble price for tin is directly related to the tonnages 
made available to this country for purchase. Price at 
various times during the past year were unreasonably and 
undesirably high. We consider that the price of tin 
should be high enough to sustain and expand economical 
production. As a general principle, a cost-plus method 
of pricing is not considered sound in tin or other products, 
and we believe other devices should be considered for de- 
velopment and exploitation of additional tin resources. 
We do not wish to make nationality of origin the basis for 
differential prices in tin. However, we realize that con- 
tract prices will not necessarily coincide, end the US 
would take into account much factors pertinent to each 
contract as quantity, grade, expansion of supply, term, 
delivery point, etc. 


Our Views on Allocation The US considers that a 
comprehensive system of international allocation is a de- 
sirable part of the solution to the general problem of 
tin distribution which has arisen during the past year, 
and our delegation will urge the establishment of a de- 
sirable form of an international allocation‘ program. 

Such a program could be administered only upon a founda- 
tion of price agreement. If discussions of allocation 
should proceed favorably, our delegation would consider 
it appropriate for the Study Group to discuss prices in 
this connection. The US would then commit itself to pur- 
chase the full amount of tin allocated to it and would be 
Willing to undertake a similar commitment to purchase any 
part of the allocations made to other countries which 
were not bought by them. Under an allocation system, the 
US would be interested in obtaining first call upon tin 
allocated to other countries but not bought by them with- 
in a reasonable period. W& would wish to be. assured 

that the principles of an allocation system would take 
full account of the equitable requirements of the US. We 
would not consider at this time a price range of $1.50 to 


\ $1.70 
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$1.70 per pound which certain producing countries 
thought appropriate e2rlicr this year, although we would 
consider a price somewhat above $1.00. Any detailed 
arrangement for international allocation should be in- 
dependent of a surplus control agreement. 


Surplus Control Agreement The US does not wish to 
to initiate discussion of a surplus control agreement, - 
but is prepared to discuss it if other delegations 
Should raise the matter. Provision was made ct the 
Geneva Conference in the fall of 1950 for the possibility 
of reconvening for further consideration of a2 commodity 
agreement. Such action was left dependent upon develop- 
ments that further study by governments had reduced the 
disparities between various proposed methods of operation 
which was then favored. The US has now modified its 
position on certain points, namely: 1) we agree that 
some reasonable upper limit should be set upon the rate 
at which producing countries could be obligated to place 
tin at the disposal of the buffer stock manager, 2) we 
recognize that the maximum required rate of tin deposits 
in a buffer stock might reasonably be tapered in the 
final stage of the stock-building process; and 3) we do 
not insist that participating governments with strategic 
stockpile programs should have an option to purchase tin 
from the buffer stock at the market price at any time. 
However, this government remains convincec that: 

1) votes in the Council should be distributed among parti- 
cipating governments essentially according to the posi- 
tions of their countries in the international trade of 
tin; 2) important action by the Council should require 
majorities of producer votes and consumer votes, counted 
separately; 3) export limitations should not apply in 
any quota period unless specifically voted for that 
period or unless automatically established pursuant to 
the agreement itself; 4) automatic quotas provided for 
in the agreement should take effect only in the event of 
market prices falling below the lower limit for buffer 
stock operations; 5) quota limitations which would re- 
duce an actual rate of exports should not be allowable 
except on the precondition of an adequate buffer stock 
already established or being established at the maximum 


rate 
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rate provided for in the agreement; 6) discretion of the buffer 
stock manager to make purchases or sales should be considerably 
restricted; 7) a full bufrer stock of approximately 30,000 tons 
of tin metal should be contemplated in the agreement, of which 
when held, at least 15,000 tons should be salable only at the 
upper limit for buffer stock transactions; and 8) the bufferstock 
should be capable of conducting stabilization operations inde- 
pndently of organized markets by virtue of provisions in the 
agreement regarding the physical location of metal holdings, 
maintenance of representative brands or grades, and opportunity 
for direct dealings by the buffer stock manager with producers 
or consumers. 


US-UK Tin Talks One of the chief obstacles to a satis- 
factory allocation system for tin has been the difference of 
opinion between the US and UK. (See page 4 April 2, 1951 and 
page 9, November 27, 1950 issues.) However, the UK has now 
indicated that it has chanced its position materially and is 
ready to talk about tin allocation. The British have request- 
ed the US delegation to.the Tin Study Group to stop in London 
on their return to the US so that the UK position may be pre- 
sented. They suggest that the delegation than return to 
Washington for discussion of the British position with the 
various agencies here and that this be followed as socn as 
possible by definitive US-UK discussions in Washington. 


US-Bolivian Tin Contr:ct An event of primary interest in 
the tin situation was the recent signing of an interim contract 
between the RFC and the Bolivian Government for the sale of tin 
at $1.12 a pound. The previous contract, at market prices, ex- 
pired in June, and negotiations between the US and Bolivia for 
renewal did not result in agreement. At the invitation of 
Bolivia, therefore, the US sent a mission composed of State and 
RFC officials to make @ cost study of the tin situation in 
Bolivia and made an interim offer of $1.12 a pound to the 
Bolivians with the proviso that if a higher price was agreed 
upon cfter completion of the study, such a price would be retro- 
active. The Bolivians reluctantly accepted the offer, and dis- 
cussions are expected to take place soon relative to a long- 
term contract. , 


US Mission to Malaya Following uncomplimentary remarks by UE 
officials relative to price "gouging", Malaye has invited a US 
mission similar’ to the Bolivian mission to visit and study the 
Malayan tin industry. We have agreed to such a mission after 
the Study Group meeting, although the mission will not be ex- 
pected to make any comprehensive report in the short time 
available for a survey, nor will it issue a report which would 
either refute or substantiate the statements to which the 
Malayans took exceptional. It is hoped that such a4 mission 
will result in better understanding between both sides. Mean- 
while, the RFC has informed its officials in Bangkok that it 
is not willing to make further long-term tin contracts based on 
the Singpore price. For spot purchases, RFC will continue its 
present pricing practice as long as the base price plue trans- 
portation to the US does not exceed $1.12. 
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INTERNATIONAL BANK The sixth annual meetings of the Boards of 
AND FUND MEETINGS Governors of the International Bank and 

Fund concluded last week, after some live- 
ly discussions in the Pund, particularly on the problem of re- 
moving exchange restrictions and use of the Fund's resources. 
There was a general feeling that the meetings resulted in a 
greater expression of honest opinion than has been usual in the 
past. Discussions centered chiefly on the following: 1) pre- 
sentation of the annual reports; 2) criticism of the use of IMF 
resources; 3) exchange restrictions; and 4) the extension of the 
Fund's pension system by the Executive Directors to include 
themselves. Although there had been pre-conference discussion 
of the possibility of further urging by South Africa of raising 
the gold price, which has been fixed at $35 an ounce, the 
Question did not arise. It was decided that the seventh annual 
meetings will be held in Mexico City during the first half of 
September. The Brazilian Governors of the IBRD and the IMF 
were elected to the chairmanships of the two organizations, 
succeding Canada, which had served the past year. Czechoslo- 
vakia, the only Iron Curtain country in these organizations, 
was defeated in its attempt to have Nationalist China removed 
from membership. 


The annual report of the IBRD was well received, and pro- 
voked speeches indicating that the Governors were well pleased 
with the Bank's operations last year. The annual report of the 
IMF, on the other hand, resulted in a great deal of discussions, 
primarily concerned with a feeling on the part of most of the 
members that the IMF has not used its resources sufficiently 
liberally. 


Use of IMF IMF Resources The US has been the principal ad- 
advocate of conservation of IMF resources, holding that they 
should be used to relieve short-term disequilibria, and em- 
phasizing that use of the Fund's monics could not be divorced 
from the achievement of the Fund's purposes. Other Governors 
are of the opinion that IMF resources should be used more 
freely, regardless of realization of the original purposes. 
One Governor was disturbed by the small evidence of concrete 
progress during the year in making Fund resources available to 
members and also by the laci of clarity as to the conditions 
under which members might look to the Fund as a second line of 
reserves. With the prospect of Mershall Plan aid coming to an 
end, the Fund has sought to discover a means to satisfy these 
demands, and at the same time to move toward fulfillment of 
its objectives. No solution of the difficulty, however, ap- 
pears possible. An approach toward a solution was sought in 
the Fund's new policy for the achievement of monetary 


stability 
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stability, the adoption of realistic rates of exchange, the re- 
laxation and removal of restrictions and discrimination, and 
the simplification of multiple currency practices. Member 
nations undertaking programs in these directions after consulta- 
tion with the Fund were assured short-term financial assistance 
by which they would be encouraged to take the financial risks 
involved. Few members, however, wish to undertake such a 
program. 


Exchange Restrictions With the realization that the time 
is near ioe the Fund must consult regarding the removal or 
modification of exchange restrictions, as provided in the 
Articles of Agreement adopted in Bretton Woods in 1944, funda- 
mental differences of opinion, particularly between the US and 
the UK, were emphasized. Some Governors noted that the Fund 
would soon begin consultations with members on any restrictions 
retained at the close of the transitional period. They ex- ~ 
pressed the hope that in its consultations the Fund would give 
full consideration to the balance-of-payments difficulties 
that many countries were facing. Among the disturbing factors 
cited were the almost inevitable inflationary consequences of 
large rearmament programs, the deterioration in the terms of 
trade in certain industrial countries, programs of economic 
development which were essential for many countries, the incon- 
vertibility of certain major currencies, and the needs of 2 
number of countries to conserve scarce foreign exchange for 
most essential uses. | 


In the IMF annual report the Executive Directors had 
agreed that, while recognizing the dangers and difficulties 
that existed, progress could be made in removing exchange re- 
strictions. Some criticisms of Fund policies on exchange re- 
strictions had been expressed, but it was significant that the 
critics appeared to have no constructive programs or policies 
to offer as alternatives to the Fund's approach. The Fund 
Agreement and the objectives of relatively free exchanges and 
multilateral trade which had been worked out at Bretton Woods 
had the advantage of uniting most of the countries of the 
world on a common basis of exchange and monetary policy. In 
the period since that time no alternative principles had been 
brought forward which could so unite member countries. It was 
considered important that these principles which were still ‘ 
valid for the long term and certainly had an important bearing 
even for the short run, should not be discarded lightly. 





The US insisted that there could be no retreat from these 
objectives, that any alternative program was out of the question, 
and that, unless the principles were pursued now, the Fund would 
continue to exist in name only. The UK, no less firmly, 


informed 
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informed the meeting that there was very little chance of any 
relaxation of exchange restrictions during 1952 or 1953. It 
indicated that, in this period of mounting expenditures for re- 
armament and essenticl scarce materiais, Britain woulé do well 
to avoid intensifying her controls on international trade and 
payments. It was decided, in spite of the difverences, that 
the Fund had no alternative but to begin conversations with the 
member countries, including Britain, loolsing toward modification 
of restrictive practices. It was conceded that the obstacles to 
the cbjectives of the Fund were greater today than two years 
ago ond that the agency would continue te be as heipful as 
possible in the circumstances. 


Pension System After a lively discussion, led by the South 
African Goveruor, regarding the action of the Funds Executive 
Directors in includ: sg themselves in the pension system, it was 
decided that the Executive Directors should sive urgent consi- 
deration to the position of those Executive Directors end Alter- 
nates who are eligibie to join the Retirement Plan between 
October 30, 1950 and the present date, and did not join in 
order that they be given the option to join the Plan within a 
reasonable time. 







rium and the Belg3an Congo During the meeting IBRD 
granted two 25-year ioan & $70 million to help finance 
&@ 10-year development program in the Belgian Congo. A loan of 
$49 million granted to the Congo, is to cover the cost of im- 
porting necessary equipment, materials and other goods into the 
Congo. A loan of $30 million was granted to Belgium to cushion 
the impact on that country of its greater production of goods 
for export to the Congo. The loan to Belgium is conditional 
upon the assurance that the franc equivalent will be made availa- 
ble to the Congo by Belgium as needed. The loans will bear 
interest at 44% a year. 


IBRD Bond Issue During the time the meetings were in session, 
the International Bank’ floated a $100 million bond issue, the 
larcest flotation of World Bank bonds since 1947, when $250 million 
was raised. The new issue will run for 30 years and will carry 
34% interest, a higher rate than the Bank has ever offered before. 
The 324 rate reflects the general rise in interest rates in the 
last year and will have the effect of maling bank loans more ex- 
pensive for borrowing governments. In the future, a country wish- 
ing a long-term loan from the Bank will have to pay as much as 444 
interest, since the Bank itself has to pay a high price for its 
funds. 


In spite of the higher rates, however, there has been no 
slackening in applications to the Bank for loans. In the next few 
months the Bank is likely to use most or all of its $100 million 
dollars of new capital in loans to Pakistan, Chile, Peru, Nicara- 
gua, Iceland and Italy. Not all of the Bank's coming loans will 
be in dollars. It now has about $80 million work of non-dollar 
currencies and can lead some or all of this amount to countries 
ordinarily trading heavily with non-dollar areas. 
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UDES A successful extraordinary session of the 
N Inter-American Economic and Social Council 

was concluded in Panama City august 30 

with the resolution adopted generally in keeping with the US 

position. (See page 1, August 20, 1951 issue.) Practically 

unanimous sgreement was reached on all agenda items, which dealt 

with prices and monetary reserves, scarce raw materials and prod- 

ucts, transportation, and technical and social cooperation. 





Scarce Materials Discussions in the committee which con- 
sidered scarce materials affcrded the US delegation an opportunity 
to explain the work of the International Materials Conference 
(IMC) and the sincere effort the US is making to insure the most 
equitable distribution of all scarce materials; the need for 
governments to justify fully their requests for essential re- 
quirements; and the need for national measures. While some appre- 
hension was expressed by a number of the delegations about the 
IMC, particularly with regerd to Latin American representation, 
the discussions concluded on a note of satisfaction and with 
general acceptance of the US viewpoint. Three resolutions in 
this field were adopted. One endorsed the IMC and recommended 
full cooperation by the governments of the American Republics in 
its work. It stated that the IMC is regarded as a temporary 
organization, which should exist only so long as the emergency 
justified its functioning; that the American states will take 
measures to have a just and adequate representation in IMC and 
present the collective and individual views of American countries 
to support their common interests; and emphasizes that there 
should be respect for the principles and terms of the Inter- 
American resolutions and pacts, especially with reference to the 
maintenance of civilian activities and the development of the 
economies of the American countrics. 


Another resolution calls for programs of allocations and 
priorities established by the American Republics to conform to 
the general principles set forth at the Fourth Meeting of the 
Inter-American Foreign Ministers, Specifically, the resolution 
declares that American states should arrange for an equitable dis- 
tribution of priorities and import and export licenses between 
domestic and external needs, giving particular emphasis to the 
principle of consultation; that due consideration be given to the 
order of importance indicated by the importing country; that 
American states adopt efficient administrative measures to facil- 
itate fulfillment of export allocations; and that American states 
intensify the production of essential goods in short supply. 


The 
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The third resolution in this field dealt with semi-manufactured 
and manufactured products and recommends measures for the develop- 
ment of a better system of information with respect to the import 
requirements and export availabilities and made recommendations 
thercon, cspecially with regard to the Inter-American Study Groups. 


prices and Mopetery Reserves A resolution was adopted which 
states, that the attainment of the common objectives of defense 
against Communist aggression and the need of economic development 
may lead to inflationary pressures which, in turn, may impede 

the successful attainment of those objectives and recommends that 
the governments of the American states intensify their battle 
against inflationary pressures. In committee discussions, however, 
it was evident that Latin American countries had only a secondary 
interest in price controls and general anti-inflationary measures 
and that their primary concern was over the maintenance of pure 
chasing power of their monetary reserves. The US delegation was 
successful in placing this problem in its proper perspective, -. 
and a resolution was passed calling for the continued analysis of 
the repeever problem by the Council, with recommendations to be 
submitted at the next extraordinary meeting. aie 


Zransportation The US proposed a study of the emergency 
Civil air and maritime transportation needs of the American states, 
However, this was combined with several resolutions advanced by 
other delegations and the result was unsatisfactory to us because 
it called for a study of all the transportation needs of the area 
and of the supplies and equipment that would be required. Our 
delegation feared acceptance would be misconstrued as a US con- 
mitment in this field. The US succeeded in returning the ree- 
olution to committee where necessary qualifications were intro- 
duced. The resolution, as approved, contains provisions for a 
study by qualified technical experts. The data produced by the 
experts is to be considered by an ad hoc eommittee of the Council 
which will then prepare recommendations for consideration by the 
various governments, Another resolution recommends that the matter 
of freight an“? insurance rates be studied by a committee of ex- 
perts who are to make their investigations before January 31,1952. 
While agreeing to US participation in the study, our delegation 
abstained from voting because the resolution contained language 
which it believed prejudges the issue by referring to existing 
rates as discriminatory. 
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echnical and Soc The resolutions on tech- 
nical cooperation emphasize the need for all the countries to 
support the program financially and provide for a special annual 
mecting of the Council for receiving pledges. The need for 
‘coordination of economic development programs is stressed, as 
well as the fact that programs presented to the Council for 
approval should have a more realistic relationship to the funds 
that might become available. It was also recommended that the 
Council consider including a project on mineral resources in the 
technical cooperation program. 


The resolutions on social cooperation called for early com- 
pletion of the census of the Americas which was begun in 1950; 
more thorough consideration of migration problems; inclusion 
of social experts in economic development programs; study of the 
problem of Indian educations; consideration of a separate division 
on labor in the Pan American Union; and closer coordination on 
social problems between regional and world organizations, It was 
also agreed that the Council should convoke meetings of experts 
to advise on social matters, and that a study be made of labor 
conditions, 
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By the end of September it is 
expected that the hational Security 
Council will have taken specific 
action, with regard to the Kem Amendment, on all but 

theee or four countries. The Amendment (section 1302 of the 
Third Supvlementel Appropriation Act, 1951, approved June 2) 
specifies that in order to be eligible for US economic or 
financial assistance, cach country must certify that, 

aftcr 15 days following enactment, it has not exported or 
knowingly permitted the export cf certain prohibited items 
to the Soviet bloc. The National Security Council is 
euthorizec to make exceptions upon official determination 
thet such excertions are in the security interest of the 
US. It is also required that NSC determinations and the 
reasons therefore must be submitted to the House and 

Senutc Appronriation, Armed Services, anu Forcign affairs 
Committees with an analysis of the trade with the Sovict 
bloc of tne countrics for which exceptions are made, It 

is further provided that NSC shall at least once each 
guarter review all exceptions mede previously and report 

to th. Committees. Final action on the Battle Bill, which 
is morc satisf<sctory from the Administration's viewpoint, 
is anticipated before 2ajournment of Congress, which should 
not be ister then mid-October, This bill is now awaiting 
aetion by the conferees, 





Execptions On Junc 14 the NSC issued a determination 
recofnizing the fact that numerous complicated problems 
made it impossible for other countries to meet the require- 
ments of the Amendment in the time providcd enc made a 
general intcrini exception for ell countries, to be super- 
scced as repidly as possible by determination in respect 
to specific countrics or ercas, The NSC commenced an 
immcdiate revicw of the trade of all countrics which were 
recciving economic and financial essistance from the US, 
The: Devartments of State, Commerce, Defense and ECA co- 
overatcd in sunplying the date available in their respective 
dcnartments, The resources of Treasury, the Eximbank 
the Central Intelligence Agency, and tac Office of Defense 
Mobilization, and Mr. Harriman's office wcre also utilized, 
As a result of this combined effort, the National Security 
Council has now determined that it would be to the security 
interests of the US to make specific exceptions for the 
following countrics: Austria, Indie, Turkey, Iraq, Lebanon, 
Syria, Burma, Afghanistan, Ireland, Iceland, Israel, Indonesia, 
Iran, Zgypt, Libya, Pakistan, western Gcrmany and Berlin 
end the NATO ccuntries which ere also members of the Parts 


Committee 
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Committee for exvort control--Pelgium, Denmark, France, 
Italy, Luxembourg, the lietherlends, Norway, Portugal and 

the Ux. In all cases the NSC has renortcd the excentions 
made and the reasons therefore to the apdvropriate Con- 
gressional Committees anc the actions have been made public, 
although in some cases it was not possible, in the intcrest 
of security, to make public all of the rcasoning behind 


a dvcision,. 


Still under consideration by the NSC arc exception 
penvers for Japan and Jordan and one for the Latin American 
countries which have not certified, exclusive of Argentine 
anc Guatemala, The latter two countries have neither sub- 
mitted certifications nor requested that exceptions be 
made for them. On Scptcmber 30, which is the time of the 
first quartcrly report, it may be necessary to continue 
the gencral cxception for the few remaining countries on 
tne basis that there has been insufficicnt time to reach 
final judgment as to whether over-all security inierests 
require exemption or termination of aid, with no judgment 
implied, 


The NATO-COCOM countries, exceptions for which: were 
made last weck, were considered together in view of the 
fact tnat they not only participste with the US and Canada 
in a mutual aefense program under the North Atlantic Treaty 
but also participate in a common internetional profram 
of security cxport contrcls affccting their trade with 
the Soviet bloc, to which many common considerations anply. 
The NSC decided thet if the US were now unilzterally to 
insist on a termination of or a drastic reduction in 
current levels of Last-West trade, these extensive co- 
operative arransoments for the control of strategic exports 
to the Soviet bloc might well be destroyed end that termi- . 
nation of aid would bring no extension in controls but, 
on the contrary, would increase the need for Western surove 
to trade with the wast. Trade between these countries 
and the East in 1950 was less than one-half the prewar 
value of trade and reprcsents only 2.2 percent of the 
total trade of tnaese countries. Half of ijestern Zurope's 
imports, by value, from the Sovict bloc in sastern Lurope 
is accounted for by three basic commodities--coal, timber, 
and grain. In return for these esscntial imports the 
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Western countries exvort to the Sovict bloc ccrtain raw 
matoricls and a varicty of manufactured and semi-manu- 
fuctured goods. Over two-thirds of the goods exported, 

by value, are of neither primary nor secondary strategic 
significance. The remaining one-third, which are mostly 

of secondary strategic importancc, are exported in crdcer 

to obtain esscntial goods such as those indicated above. 
These western exports are subject to agreed controls in 
order to preclude any significant contribution to the 
military potcntial of the Soviet bloc. The NSC felt that, 
if the remaining trade between the Soviet bloc and these 
Western European countries were t6 be immediately and 
drastically rcduced, the short-term repercussions on Sovict 
bloc countries in Eastern Europe would probably be slight. 
Long-term Gevelosment vlans might be somewhat delayed 

but epproximately the same shere of the current output 

of the Soviet bloc would continue to be devoted to increas- 
ing its war-waking potential. In contrast, an abrupt loss 
‘of imvorts from ZSastern Europe would have an immediately 
disruptive impact on the economies of the Western Europcan 
countries and hencc their ability to support the needed 
defense program. Although over a neriod, adjustments could 
be made, in the short-term energies and resources would 
have to be divertcd to the task of iocating, financing 

and shipyving from more cestly sources the basic commodities 
now supplied by sastern Europe. The continuation of this 
trade on a carcfully controlled basis, designed to slow 
Gown the growth of military potential in the Soviet bloc 
without scrious imoact on the Western defense effort 

yiclds a net benefit to the security of the free world, 

the NSC determined, 


Similarly in last weck's determination on the Western 
German Federal Renuilic, the NSC stated that the mainten- 
ance of an indcpondent, democratic and vigorous republic, 
freely and fully assisting the free nations of the West 
in their mutual defense effort, is clearly in the interest 
of the security of the US. Given the position of Western 
Berlin, west German trade with the Soviet zone of Germany 
cannot be subjected to the full restrictions contemplated 
in the Kem Amendment without extremely serious risk to 
the security interest of the US. Sufficient flexibility 
with respect to export controls must be maintained to permit 
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the maximum protection of that security interest, both 

from the stanuvcint of maintaining the Western position 
in Scrlin ana limiting the movement of strategic goods 

to the Sovict bloc. 


(ertiications More than twenty countries heve 
providea the necessary ecrtifications as required by the 
Kem Amendment. These are: Bolivia, Costa Rica, Cuba 
the Dominican Republic, Ecuador, Ethiopia, Greece, Haiti, 
Indochina (Cambodia, Laos, Viet Nam), Liberia, Nationalist 
China, Nepal, Nicaragua Panama, Paraguay, Peru, the 
Philipnines, Yforea Saudi Arabia, Thailand, Trieste and 
Yugoslavie. In addition, a certification has been received 
hi Spain, but it appears to cover only the last thirty 
2ySe : 


& serious problem has arisen in the case of 
Ceylon, which recuested a special exception from the pro- 
visions of the Kem amendment. Ceylon's only export which 
comes within the category of the prohibited materials is 
rubber and the Island's cconomy is vitally denendent on 
it. Ccylon holds thet an open markct must be preserved 
«s the only wav of guaranteeing fair and competitive 
priccs for rubver and thet imposition of any artifical 
limitztion on this market, through dcstinational control 
is a stcv which the Government cannot take in the present 
eccnomic and politiccl circumstances, The Ceylon Govern- 
ment points out that its external trade is almost wholly 
confined to the democratic countries and thet it hes no 
need or desire to seek new markets in Communist countries, 

It further stctes that Ceylon has no shipping. of its own 

end is wholly dcpendent on forcign shivping for overseas 

trede. However, during the past few weeks a Polish ship, 

the Mickiewicz, has been loading rubber at Ceylon for Com- 
munist China and its delivery would be ‘the first major break in 
the UN ¢mbargo. Both the UK and US made strong approaches to 
Ceylon asking that the shipment be stopped, but met with refusal 
of the Ccylon Government to take overt action. However, it is 
remotely possible that the shipment may be stopned by some 
technicality. The US informed Ceylon that, if the shipment of 
rubber were sent, it would be impossible for the US to grant 
Ceylon an excention under the Kem Amendment and aid would be 
stopped. It is reported that the revenue eccruing to the Govern- 
. ment of Ceylon, oxclusive of export tax, on this one shipment 
would exceed the US aid contemplated for Ceylon. We also stated 
that it would be impossible for us to shin the refined sulphur 
destined for Ceylon in this quarter, where it is used for spray- 
ing rubber trees. In the event the Polish ship sails with its 
cargo for Communist China, we contemplate a confidential ex- 
change of notes and the elimination of undue publicity on the 
termination of cid, 


. * * 
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On September 13 the Foreign 
Ministers of the UK, US, and 
France agreed on instructions 


to the Allied High Commission for the carrying out of 
negotiations with the Federal Republic of Germany on the 
nature and scope of contractual arrangements to be concluded 
by the Allies with the Federal Republic and in connection 
with Germany's participation in Western European defense, 
Ex>loratory discussions have already been held with repre- 
scntatives of the Foceral Republic but it was made clear 
Guring these talks thet neither Allied nor German statements 
bound the respective governments. This exchange of views 
resulted in minimizing or eliminating differences, and 

now the High Commission will proceed to formal negotiations 
with the Germans on the basis of the instructions from 

the three Foreign ijinisters, 





The agreement of the Ministers to go ahead in placing 
Allied relations with the Federal Republic on a contractual 
basis is postulated on the assumption of German participation 
in the defense of the West. The guiding principle of the 
policy of the three powers with regard to the-Federal 
Republic continues to be the integration of Western Germany 
on a basis of equality within a European community. This 
requires granting to the German people a status of freedom 
and equality and a feeling of partnership in the Western 
Evropean and Atlantic community framework. Retention of 
an occupation statute or of power to interfere in Germany's 
Gomestic affairs would undoubtedly create antagonisms and 
blunt Germany's sense of by ter spe ye, G Yet full sovereignty 
cannot be given the Federal Republic at this time since 
Germany is divided and is faced by an external security 
threat. Therefore, the Allies will retain supreme authority 
only in order to discharge their responsibilities regar jing 
Germany as a whole, including the unification of Germany 
and the final peace settlement; to deal with questions 
relating to Berlin; and. to station forces in Germany and 
to protect the security of those forces, 


While the agreements between the Allies and the 
Federal Republic will not constitute a treaty of peace, 
they will take the form of intergovernmental agreements 
which would enter into force simultaneously with the agree- 
ment providing for German participation in Western defense. 


- In addition 
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In addition to the economic provisions which are to be 
covered by contractual errangements and which will be 
Giscussed in more detail later in this report, the list 
of items to be covered by contractual arrangements can be 
described as falling into broad categories as follows: 
provisions of gencral application; matters relating to 
the Arbitral Tribunal, matters relating to the status and 
‘protection of members of the Allied forces in Germany; 
matters relating to the logistical and financial support 
of the Allied forces in Germany; matters relating to the 
foreign relations of the Federal Government and its re- 
lations with other parts of Germany. ' ) 


on It has been agreed that Allied controls 
over civil aviation should be given up, with the contractual 
arrangements ensuring operating rights in the Federal 
Republic to flag carricrs of the three powers oocrating 
to Berlin, The Fcderal Renublic will be required to give 
assurances of nondiscriminatory treatment with respect 
to flying ana landing rights for aircraft of non-Sovict 
orbit countries, to conform with internationally accepted 
standards in the fields of civil aviation, and to maintain 
existing rights of flag carriers of such countries for a 
reasonatle period pending the conclusion of bilateral civil 
aviation agreements. Provision is to be made to insure 
that Uerman civil aviation does not become the nucleus for 
the creation cf a revived German air force. Apart from 
contractual arrangements, we will attempt to obtain assur- 
ances of cooperation in the implementation of Allied policy 
respecting aircraft of Soviet satellites. The Allies will 
retain control provided under existing quadripartite agree- 
wonts tg #ll overflights of the Federal Republic by Soviet 
aircraft, - | , 


Decartelization and Dec: encentre tion There are four 


Allied deconcentration programs: 1) reorganization of the 
coal, iron and stcel industries. (Law 27); 2) liquidation 

of I, G. Farben (Law 35)3 3) reorganization of the former 
Reich-owned motion picture industry; and 4+) reorganization 
of the princival banks. Since the programs are in various 
Stages of completion, it was agreed that the contractual 
arrangements would necessarily have to reflect the situation 
existing at the time they will come into force. With - 
respect to the coal, iron and steel program, Law 27 wiil 


: remain 
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remain in effect and the Allies will retain control necessary 
substanticlly tc complete the program; the Coal ana Steel 
Groups will continue to function for this purpose, If the 

I. G. Farben >ropram is substantially complete, the Federal 
Republic will be asked to wind up the residual administrative 
phases and to meintain Law 35; however, if substantive 

vhases remain, the Aliics will retain control neccessary 

to complete them, ‘ith respect to the motion picture 
industry and the principal banks, it wes agreed that if 

the F.:deral Republic cnacts suitable legislation in these 
fields, Allicd Povers would be surrendered. Draft legis- 
lation kas been submitted and is under discussion. If 

this German legislation is not forthcoming, the contractual 
arrangements will make provisions ensuring that Allied 
objectives will be achieved, ' 


The Foreign .iinisters' decision of September, 1950 
that the sower over decartelization should be eliminated 
upon the enactment of satisfactory German legislation, 
vhich must provide cgainst the formation of new concentration 
of economic tower, was not changed, (The Gcrmans have 
submitted a draft decartelizecion laws it does not meet 
Allicd reg:irements, end German-Allied discussions are — 
continuing. ) , 


In all cases where German legislation is called for, 
the contractual errangemcnts will enjoin amendment or repeal 
without prior Allied consent. 


ve R The major Allied control 
of the nuhr is exercised thrcugh the International Authority 
for the Ruhr, Within the next two woeks it is cxpected 
that the US, UK, France and Benclux countries will sign 
the necessary cocumcnts which will provide for the ter- 
mination of thc Ruhr Agreement upon the coming into force 
of the Schuman Plan. Signing of the necessary documents 
has been held up by British insistence that agreement first 
be reached with the Germans on scrap availability. Agree- 
went on this issue has now been reached, and the British 
are expectce tc sign the Ruhr documents very shortly. The 
Ruhr documents also contain a provision removing limitations 
on the production and canacity of steel in Germany upon the 
Schuman Plan's coming into effect. While the Coal and 
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Steel Control Groups will be continued under contractual 
arrangements, after entry into force of the Schuman Plan 
the Control groups will exercisc only those functions which 
are strictly necessary to dcconcentration and will terminate 
their activity as soon as the deconcentration program has 
reachcd a sufficiently advanced :tage, The Ministers have 
emphasized to the Allied High Commission the desirability 
of taking steps that will cnsure that certain former Nazis 
will be effectively cxcluded from positions of ownership 

or management in the industrics of the Ruhr, 


r R t The contractual arrangement 
concerning internal restitution should provide for main- 
tenance by the Federal Revublic of the existing Allied 
laws, regulations, judicial interpretations, and admini- 
strative procedures, including reports, blocking of pro- 
perties which sre subject to rcstitution cleims, and a 
fully staffed Gcrman judiciary and administration, fThe 
Allied laws provide for a system of German restitution 
agencies and courts in each zone with right of appeal to 
Allied courts. Provision should be mace for retention of 
the German courts, but the allicd courts will be replaced 
with mixed Allivd-German courts on which the Germans will 
have 2 minority rcpresentation, The Federal Republic should 
also undertake to accept the responsibility for the nay- 
ment of money oursuant to judgments or orders issued against 
the — German Reich by restitution courts or restitution 
agencies, 


It was decided that action should immediately be taken 
by the appropriate Allied authorities in Germany to ensure 
the adoption of measures of compensation for victims of Nazi 
persecution in those Laender in which no such mcasures 
are presently in force, The contractual arrangements 
should provide for the harmonization, applicetion and main- 
tenance of all compensation laws throughout the Federal 
territory on a basis no less favorable then that provided 
in the laws in effect at the present time, The High Com- 
missioncrs are instructed to inform Chancellor Adenauer 
and the German leaders that the failure thus far of the 
Federal Republic to provide for any significant measure 
of compensation to victims of itazi persecution, including 
those resident abroad, constitutes a major obstacle to the 
acceptance of the German people by the free peoples of the 


world 
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world as equal nartners in their activitics. The Foreign 
Ministers regard the obligetion to make compensation as 

a matter which should rest heavily on the conscience of 

the German people, and they feel it should not be necessary 
for the Allicd Governments to lay down requirements as to 
the measures which should be taken to discharge the obli- 


gation. 
External Restitution Pursuant to Allicd declarations 


and policy, an extensive program of search for and restoration 
of property looted by the Nazis from territories under 

their control has been carried out. Agreeing that further 
external restitution might be regulated by contract, the 
Foreign Ministers egreed thet the contract should provide 
for enectment and maintenance by the Fed::r.1 Renublic of 
legislation establishing suitable machincry for receiving 
end processing governmental claims for the restitution 

of cultural property end for processing claims already 
reccived from governments by the Allies for jewelry, silver- 
were and antivue furniture of substantial valuc. The 
Federal Government should also egree to cnable private 
claimants to secure the recovery of other looted properties 
by bringing suits in German courts until Mcy @, 1955, and 
_to compensate claimants for restitution when the property 
claimed was consumed in Germany, destroyed, stolcn, or 
otherwise disposed of after identification and before 
return to claimant. The establishment of an arbitration 
tribunel to decide disputes arising from claims under these 
procedures should also be provided for, 


Forsign Interests Tne contract on foreign interests 
should provide for a generel undertaking to enable United 
Netions nationais to secure the return of their property, 
in its present condition, and tue restoration of thcir 
rights and intercsts to the extent such property, rights 
end interests have sutfercd discriminatory treatment 
between September 1, 1939 and may 8, 1945; for participation 
of UN interests on the same be sis as German interests in 
any war damege compensation legislations for exemption of 
UN nationals and their vroverty from any exceptional taxes 
Gesigned for the specific purpose of meeting charges aris- 
ing out of the wer; for judiciul review of any judgment 
entered by a German court between Septembcr 1, 1939 and 
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ley 8, 1945 in any procecding in which the UN national 
was unable to make adequate nresentation of his case; and 
for the establishment of an arbitral tribunal for the 
settlement of disvutes under the above provisions. 


The German Government will be asked to make 2 formal 
declaration of intent to follow a generai policy of non- 
discrimination with respect to interests of UN nationals 
and in general to accord netional and most-favored-nation 
treatment to UN nationals in the ficlés of establishment 
and navigation rights. 


Claims Against Germany On the assumption that an 
intergovernmental agreement for the settlcment of German 
external debts is not concluded before the effective date 
of contractual arrengements, a contract should be obtained 
from the Federal aepublic stating that it will continue 
to observe the agreement on the settlement of German 
external debts as cmbtodied in the exchange of notes of 
March 6, 1951 and to participete in an orderly settlement 
of claims in accordance with that agreement. The contract 
should also state that the Federal Republic will not, 
except in accordance with the proposed intergovernmental 
agreement or with tne prior consent of the Occupying 
Powers, change, by administrative or legislative action, 
policy. in: a) the acquisition and disposition by non- 
residents, othcr then in the course of current forcign 
trade transactions, of property in Germany, including 
foreign-owned deutschemark balances, and the transfer 
abroad of capital interest and dividends; b) the settle- 
ment of any claims of foreigners against Germany or German 
nationals other than those resulting from post-war fureign 
trade transactions. 


These provisions in the contract are to be reexamined 
immediately prior to final action on the contract, to deter- 
mine whether any revisions are necessary in terms of the 
then existing situation with regard to intergovernmental 
negotiations on German externel debts, 
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T . The thrce occupation 
powers have agreed thet thcir intcrests in the fields of 
forcign trade and exchenge will be met by the commitments 
undertrkcn by the Federal Republic in accession to the 
General Agreement on Tariffs and Trade, and in joining 
the Intcrnational Monetary Fund. Since Germany's accession 
to the General Agreement on Tariffs and Trade will become 
effective on Gctober 1, no special provision will be made 
in the contract with regard to forcign trade. 


However, action on the Federal Republic application 
for membership in the Internstional Monetary Fund may not 
be concluded by the time of the contractual agreement, 
HICCG is therefore being advised that some provisions to 
cover the Federal Republic's commitments in the field of 
forcign cxchange, during the pcriod prior to membership 
in IMF, may be required, 


seperation It wes agreed that the reserve power 

on reparation should be terminated on condition that the 
Foderal Republic recognizes itself to be bound by Allied 
agreements on reparation, and agrees to maintain the 
Divesting Law and such other Allied legislation in this 
field as may prove neccssary to safcguerd, The agreements 
and legislation in gucstion shall be specified by the 

High Commission, which in so doing shall take into account 
potential Allicd requirements in respect of Portugual, 
Switzerland and Austria. It is recognized that no final 
settlcment of reparations can be reached before conclusion 
of a peace treaty. , | : 


% * * 

In a recent review of the work 
of the International Materials 
Conference, the Central Group 
drew a comparison of results achieved during the last four 
months with the results of the preceding three months! — 
period, and obscrved that since the beginning of June the 
preparatory phase has given way to a phase in which con- 


crete proposals for action have been developed, The Group 
pointed out that during this period, all committees have 
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¢rawn conclusions end have made recommendations to govcrn- 
ments concerning the measures ccnsidered necessary to mect 
existing situctions. Where it was détermined that a com- 
modity js in short supply, certzin of the Committees have 
recommended 2 number of measures to promote the expansion 
of »yroduction, tne conservation of supplies and the cquit- 
sble distribution of availabilities. With the exception of 
cmerzency cllocations of newsnrint, only three critical 
miterizls, sulvhur, tungstcn and molybdenum have thus far 
been nizced under international allocation. Howevcr, 
Cistribution plans for other short-supply commodities-- 
conper, zinc, nickel end cobalt--are presently being con- 
sidcred. In the cases of cotton, cotton linters, kraft 
nulp, «nd dissolving pulp, the expected shortage did not 
eppear sufficient to justify a recommendation that 21llo- 
c2tions be established. in the cases of wool anc lcad, 
the Committees decided that while allocction schemes could 

“not be agrecd upon at the present time, dcvelovments . 
should be carefully watched in the event of changes in 
the mirket situation. 


The Central Group wes not sble to draw any firm conclusions 
frcom the allocation schemes adopted to datc, as these arc only 
ad hoc measures involving no commitments ~s to principles of 
Gisiribution for subsequent periods. It was felt, however, 
that wicn the time comes for morc systematic allocations, 
it my be necessary for some Committces to consider procedures 
for serccning rcquircments, both for defense and civilian 
uses, it was considered too early to anvraise reliably the 
nature of the problems which the IMC will have to solve in 
order to ensure effective implementation of allocations, but 
the Group foresaw 2 probable need for the Committees to con- 
sider reasures designed to avoid the hampering of approved 
clloez:tions as a result of price discrepancies between 
sources of supvly, the fulfillment of current contracts, or 
possible cmerg-ncies, The Grouv added thet the development 
of internztioneal allocation plans on which the Committees 
hed snent most of their time to date, constituted only part 
of tne task of the Conference. Increased nroduction and 
the conservetion of available resources will, in the opinion 
of thc Croup, be the besic factors in rostoring a dure ble 
balance between production and consumption, 


Copver-Lead Zinc Committee The IMC Copner-Leud-Zince 
Committee’ recommended < fourth quarter allocation of copper, 


bzsed 
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based on th2 dreft of the US plan, and a fourth qu:rter 
elloc-tion oi zine. ‘It is understood thut acceptance -of 
the fourth guarter csllocctions does not imply any commit- 
trcnt for suceceding periods as far as orinciplcs, methods © 
or amounts are conccrnod. Chile, < major copper source, 
has indiested thet it is impossible to accept the copper 
alioc:tion for morc than 20% of its coponcr production, but 
the Committce has decided to nroceed with the recommended 
allocrztion to governments, on the assumption that the 
remaining 20% of Chilean coprxcr would be distributed as 
pert oi tho total supyly to those countries receiving an 
Allocation, 


wool Commitice The Woo) Committec discussions reached 
an imoasse because of conflicting views of exportcrs and 
importers on allocstions. Following an announcement by 
the Australian Prime linister that Australia vould not 
consider anv cystem of allocctions or price arrengements for 
fear of edvorse citfect on the wool auctions, the Committee 
concluded it wouic be fruitless to continuc ciscussions 
although the subject would be kept under continuous review. 
The Committee alse egreed to abandon the idea of working 
out a standby allocation beceuse cf the Australian attitude 
that public knowledge of such activity would have an advefse 
effect on the wool m-rket,. 


Puln snd riper Committee Before recessing until mid- 
October, the Conmmittce agreed upon 2 third emergency allo- 
cetion of 15,000 tons of newsprint to 10 countrics, Germany, 
France, Yngosl.viz, Inaonesia, Uruguay, Brazil, chiio, ' 
Sp2in, vominic:n Republic ana Nicaragua. However, there 
has becn sone divergence of opinion within the Committce as 
to whether it shall .continuc to meke emergency allocations 
only, or whetner allocetions will be in increasing quan- 
tities for the adaitional purpose of some redistribution 
of the newsprint suvply. this would require a willingness 
on the part of Canadian producers and publishers to 
relinquish 2 lirger amount of their newsprint. When they ' 
egreed to give up part of their newsprint it was not the 
intent of the US nublishers end Canadian producers to permit t 
other countries to obtein en unusual advantage eat the Li 
expense of the US »ress, For that reason, we are in , 
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disagreement with thc French and UK representatives on the 
Committee, particularly the British since they ere adamant 
in their insistcnec on a sizeable newsprint allocation 
bescd entircly upon their desire to increese consumption 
and stocks above 1950 levels. As a step toward clarifi- 
ention of thc situation, the NPA has scheduled a meeting 
of the Publishing Industry Advisory Bo2rd to take place 
leter this month to asccrtain the views of US.publishers 
on broadening the scope of IMC Pulp and Paper Committee. 


Other Gs The Cotton Committee is still in 
adjournnent, The Manganese-Nickel-Cobalt Committee arrived 
at 2 fourth guarter allocation for nickel and cobalt, which 
has been vrescnted to governments for approval, The 
Sulphur Comittee is working on the establishment of fourth 
querter quotas and has sent out questionnaires in connection 
with thc first quarter of 1952 which are to be returned 
before November l. 


Ne mbers Argentina became a member of the 
Wool Co ce a e end of August. the guestion of what 
to do about Argentina's acceptance of an invitation to 
sit on the Paper and Pulp Committee tendered somctime 
2go, wes partly resolved when the US representative on 
the Central Group ruled thet the invitation did not carry 
an automatic right of membership when accepted so long 
efter the committce had been organized. Argentina's 
membership is now being considered by thc Paper and Pulp 
Committee itsclf, Canada accepted an invitation to be 
represented on the Tungsten-Molybdenum Committee, Belgian 
officials informed us that Benelux would like to be repre- 
sented es a unit on ell of the IMC committees and on the 
Central Group. The three countries involved have reached 
agrecment on distribution among themselves, 
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The Inter-agency Foreign Petroleum 
Committee has approved a program for 
foreign petroleum development for 1952 
and subsequer:t years. This program is designed to meet the 
civilian and military ge em of the free world, includ- 
ing Germany, and to provide for essential requirements in the 
event of war, Fulfillment of the program requires assurance 
that German steel in certain stated quantities be made avail- 
able for the completion of high priority foreign petroleum 
development projects, and toward that end, the Committee has 
requested the assistan::: of the US High Commission in Frankfort 
in developing without delay a procedure vis-a-vis the German 
Government or the German steel industry to assure steel 
availability. 


The Foreign Petroleum Materials Committee, which concerns 
itself with materials requirements, has screened the needs of 
fczssign petroleum operators exclusive of the US and Canada for 
the first quarter of 1952 for “oil country tubular goods" and 
"line pipe". The former consists of drill pipe, tubing and 
casing. The maximum tubular goods available recently from the 
US steel supply for foreign hee ogee operators have been 
40,000 tons per quarter, while the minimum stated requirements 
came to a total of 79,116 tons. Considering the US and Canadian 
development programs, it is doubtful whether any more than 
40,000 tons can be made available from the US steel industry. 
The situation in regard to "line pipe" is even more serious, 
since practically all industries have competing demands, whereas 
in the case of tubular goods the petroleum industry is the sole 
user. It will be necessary therefore to procure from Germany 
in the first quarter of 1952, 19,000 tons of tubular goods 
and 21,000 tons of line pipe. These quantities may be revised 
upward in subsequent quarters. The quantities desired from 
Germany représent approximately 50% of the total stcel required 
from European sources for the foreign petroleum industries 
whose needs are considered in the world-wide petroleum develop-~ 
ment program. Study is being given to the methods of assuring 
availability from other European sources of the quantities of ! 
steel required by foreign petroleum operators to supplement 
what may be available from Germany. When an over-all plan 
for the utilization of Western European steel for defense 
purposes is devised, it is contemplated that the arrangements 
made now in regard bo Germany will be integrated into that 
program. 
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The UN Economic and Social Council com- 
pleted its thirteenth session September 21 
and, while the session was long and some- 
times tedious and bitter, it was generally constructive. On 
the positive side two resolutions stand out in particular--one 
on land reform and the other on restrictive business practices. 
It is hoped that these will set off chains of international 
action which will have a growing ortance in the standard-of- 
living of peonles all over the world in years to come. Existing 
arrangements and principles with regard to commodities were 
continued. . Arrangements were made for further study of how the 
financing of non-self-liquidating eo required for the 
economic development of under-developed countries could be 
arranged. The Council condemned the imprisonment of Associated 
Press correspondent Oatis and took a number of other constructive 
actions on social items. Decisions were also made with regard 
to ECOSOC organization and administration. 


The Soviet bloc countries used the familiar tactics of 
delaying action and inverting the truth, using the session as 
much as possible for propaganda purposes. However, the tactics 
were not successful generally, although they did delay and to 
some extent hamstring the constructive work of the Council. 

The delegation reported that the majority of the members of 





the Council were disgusted with propaganda speeches on both sides. 


Restrictive business Practices With only the Soviet bloc 
opposing, OSOC approved a resolution designed to initiate 


UN action in the field of international cartel practices which 
restrict trade, retard economic development and hold down 
standards-of-living. The resolution sets in motion three streams 
of UN activity: 1) It asks UN member countries to take measures 
of their own, and to cooperate with one another, to prevent 
business practices on the part of private or public commercial 
enterprises which affect international trade by restraining 
competition, limit access to markets, or foster monopolistic 
control, whenevér such practices have harmful effects on the 
expansion of production or trade, on the economic rept. teak 
of underdeveloped areas, or on standards-of -living. 2) It 


names a special committee of ten countries to blueprint machinery, | 





to be adopted international agreement, for carry out the 
objectives of the program and for maintaining contin con- 
sideration of restrictive business practices. The committec, 


composed 
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composed of Belgium, Canada, France, India, Mexico, Pakistan, 
Sweden, the UK, US and Uruguay, is to report as soon as possi- 
ble but not later than March 31, 1953. 3) The special committee 
is directed to assemble information on restrictive business 
practices, whether based on cartel agreements or not, that 

affect international trade and international cooperation 
pencrally, and on measures being taken by individual govern- 
ments in this field. ; 


Land Reform ECOSOC approved a US proposal, as amended, 
which would inaugurate a comprehensive program of land reform 
to improve the economic and social lot of the world's agri- 
cultural population, increase food production and contribute 
to social and political stability. The Soviet bloc abstained 
anc Mexico did also, the latter because of certain provisions 
of its constitution. The resolution is essentially a series 
of recommendations to governments to take appropriate measures 
to accomplish such objectives as security of tenure for the 
land cultivator, an opportunity for him to become a. land owner, 
organization of land holdings into farms of efficient size, 
provision of credit at reasonable rates, prevention of ex- 
orbitant rentals, promotion of farm cooperatives and rural 
industries, expansion of research and agricultural extension 
services, vrovision of rural education, and improvement of 
the status of life for farm laborers. It also stresses the 
role of exnert help that is available through such specialized 
agencies as FAO, ILO and UNESCO, and calls for periodic reports 
to UN on the progress made. 


In the discussion the French and British pointed to the 
terrible human cost of Soviet methods of land reform. The 
US emphasized that in the Soviet brand of laid reform the 
farmers who thought they had secured land ownership soon found 
their land taken away from them by the State and awoke to find 
themselves employees of the State. . Rigs” 


The Council was engaged. 
in consideration of the problem of financing economic develop- 
ment for nearly a month. Finally a compromise resoluticn was 
passed with Chile and the Soviet bloc abstaining. The resolu- 
tion which was adopted consists of a series of related recom- 
mendations to member governments designed to promote a larger 
and steadier flow of public and private capital to under- 
developed countries. 


It 
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It proposes to underdeveloped countries that they examine 
the influence of their ow institutions and techniques on the 
availability of domestic capital, as well as foreign capital, 
for essential national development programs, They are also 
asked to take steps to increase their capacity to absorb 
foreign capital, through mass education, specialized training 
programs and reform of land tenure and agricultural systems 
that are present handicaps. The resolution proposes that UN 
specialized agencies consider setting up trairing schools to 
help in preparing well-rounded development =rograms, and in 
any case to furnish such help if requested. fo countries 
seeking foreign private capital, the Council recommends removal 
of legal and administrative deterrents to the inflow of such 
capital, as well as adequate assurances to foreign investors 
that they will be fairly treated. These assurances would cover 
the operation and control of foreign owned ente~prises, remit- 
tance of earnings, protection of persons and property and compen- 
sation in case of expropriation. Recognizing that these are 
matters for the parties concerned to adjust, the resolution sug- 
gests they might be handled by treaties or otherwise. Related 
matters, such as discriminatory taxation of foreign enterprises, 
it is suggested, could be handled in the same way. The resolu- i— 
tion specifies that no such assurances would prejudice any govern- 
ment's rights to prevent foreign investments from being used as 
a basis for interference in internal affairs or national policies. 


Similar pertinent recommendations apply to countries able 
to export capital. They include providing potential investors 
with information of foreign investment opportunities, measures 
to avoid double taxation of foreign investments and, in general, 
to make foreign investment attractive. Develoned countries are 
asked to provide guarantees or insurance to investors against 
certain non-business risks where such guarantees are needed to 
supplement assurances given by recipient countries. In addition, 
capital exporting countries are asked to impress on their investor 
the need for proper standards of conduct and for showing due re- . 
gard for the welfare of recipient countries. Participation and 
training of nationals of UN underdeveloped countries in foreign- 
owned enterprises is also recommended. 


The resolution also deals with the flow of capital for 
non-self-liquidating projects that require long-term loans or f 
grants and that have indirect effects on national productivity os 
and national income, such as projects for health, education, 


power 


ee eee te ree ne 


DECLASSIFIED FOR PUBLICATION IN FOREIGN 
RELATIONS OF THE UNITED STATES 








RESTRICTED 
-5- 


power, communications and housing. The Council asks developed 
countries to permit the International Bank to use larger per- 
centages of their bank subscriptions for development loans. 

The Bank is asked to report to the next ECOSOC session on the 
possibility of establishing an International Finance Corporation 
to provide development capital through equity investment and 
other means not now open to the Bank. 


- ECOSOC declined to make any commitment to the proposal, 
which was strongly urged by Santa Cruz of Chile, that an 
International Development Authority or special international 
fund be set up mainly for distributing grants or low-interest 
loans. During the debate it was pointed out that too few 
countries could now contribute to such an agency to enable it 
to be truly international, nor would creation of.such an agency 
increase the total amount of existing capital available for 
this purpose. The resolution does, however, provide for further 
study of this idea, without either accepting or rejecting the 
principle. ee .. 


Technical Assistance The Council noted with approval 
the UN report on the regular UN technical assistance program 
and expressed satisfaction that next year's UN budget proposes 
the same allotment of funds as in 1951 for the regular technical 
assistance programs. The Expanded Program for Technical Assist- 
ance, supported by specific contributions from member states 
was applauded by all but Soviet bloc delegations. A resolution 
was adopted, noting with appreciation the progress achieved so 
far and urging governments to continue making contributions to 
the expanded program on the current scale. A more liberal 
policy me making supplies and equipment available was 
approved. 


Other Items or Underdev2loped Countries The Council 
decided to give yearly consideration to reducing structural 
unemployment and underemployment in the underdeveloped countries 
and eliminating obstacles to economic development. The Soviet 
bloc used the Secretariat's report on income distribution in 
underdeveloped countries as an opportunity to launch a long 
harangue that was primarily a diatribe against the US and UK. 
A Canadian resolution was adopted, with the Soviet bloc abstain- 
ing, which asks appropriate UN agencies to continue studies 
covering income distribution in underdeveloped countries and 
their capacity to service foreign capital, with particular atten- 
tion to development of statistical methods and taking into account 
the — in economic and social structures of the countric: 
concerned. 


Full 
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Full Employment. In the debate on full employment the 
Philippine delegate took the lead, reminding the Soviet 
Union that the diversion of. the world's resources into 
armaments today could be ended by those responsible for 
creating a situation which causes free nations to rearm. 

He told the Council that US aid has enabled the Philippines 
to launch a bold program of economic development and pro- 
motion of cottage industries to expand the income of under- 
employed farmers. The Council will continue to keep the 
matter of full employment under review but decided that a 
proposal for a report on long-term balance-of-payments 
prospects of individual countries and on commodity struc- 
ture of international trade relating to balance-of-payments 
was impractical at present, leaving it to the Secretary 
General to decide when the time had come to make such a 

. report. 


World Economic Situation The debate on the world 
economic situation was seized upon by the Soviet bloc coun- 
tries to direct an attack against the free world's determi- 
nation to defend itself from aggression. They stressed 
their theme of peaceful coexistence between the East and 
West and objected in turn to Western rearmament, the 
Schuman Plan, raw materials allocations and prices, re- 
strictions on east-west trade, and the boycott against 
Communist China. The Soviet delegate painted a rosy 
picture of economic and social accomplishments in the Com- 
inform countries, and claimed that the Chinese Communists 
have ended inflation. The US delegate replied effectively 
to these allegations and described the rapid and effective 
adjustment of the US economy to the need for free world 
defense in the face of Communist aggression, reporting on 
measures taken to deal with inflation, production and 
scarce materials. A resolution was adopted stressing the 
moves to combat inflation and recommending efforts to con- 
tinue economic development. 


Commodity Agreement Resolution The US had originally 
considered a plan under whic e Council would have 
adopted a resolution recommending that governments follow 
a set of principles and procedures, embodying in substance 
Chapter VI of the ITO Charter on international commodity 
studies and conferences, and creating a permanent three-- 
man Commodity Coordinating Committee similar to the Interim 
Coordinating Committee for Intergovernmental Commodity 
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Agreements (ICCICA). There was little support for such a 
thorough=going nesolution by the Council at this time, and a 
resolution was adopted which merely provides for continuation 

of the present arrangements by which Chapter VI is necommended 
to the governments by reference and under which ICCICA con- 
tinues to perform general coordinating functions. The resolu- 
tion provides for more detailed consideration of future areenge- 
ments at one of the ECOSOC sessions in 1952. 


Social Items By an overwhelming vote the Council expressed 
extreme concern over governmental actions designed to exclude, 
restrict or punish news correspondents solely for performing 
their proper duties. The Council affirmed the Social Commit- 
tee's decision not to convene a plenipotentiary conference to 
prepare a draft convention on freedom of information at this 
time, because the divergence of views is too wide at present 
to come up with a satisfactory convention. 


The Council asked the General Assembly to reconsider the 
form and implementation of the Human Rights Covenant being 
prepared by the Commission on Human Rights. It approved the 
resolution proposed by Belgium, India, Uruguay, the US and UK 
which asks the Commission to continue work on the Covenant 
while it is under GA consideration. The resolution invites 
the GA to reconsider its decision to include in one covenant 
articles on economic, ‘social and cultural rights together 
with articles on civil and political rights. ECOSOC debate 
mainly centered on that provision, which goes to the heart of 
many of the difficulties the Commission is having with a | 
draft covenant. By separating the two kinds of rights, it.is 
hoped that effective implementation of both kinds can be 
achieved. 





The Council praised the International Refugees Organiza- 
tion for its work in repatriating and resettling refugees and 
rejected a Soviet resolution which sought to condemn IRO and 
at the same time obtain a master file of all refugees and dis- 
placed persons now in camps or elsewhere. 


A series of resolutions were adopted dealing with the 
status of women, including the right of women to equal pay 
for equal work. 


Reorganization of ECOSOC In the pocnnmaseties of ECOSOC 
it was decided to discontinue the Economic, Employment and De- 
velopment Commission and the subcommissions on Freedom of In- 
formation, Protection of Minorities and Prevention of Discrim- 
ination and Statistical Sampling. In the future the Human 
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Rights and Narcotics Commissions would. meet annually, with 
other commissions expected to meet every other year. The 
Council is to hold two full regular sessions--in April and 
July. The April session is to concentrate on major economic 
items and any social items ready for discussion, and the July 
secs*ion is to take care of other matters, including such items 
as the reports of the specialized agencies, coordination 
Questions, etc. 


Other Items The Council declined to sect up an ad hoc com- 
mittee to study the question of an Economic Commission for 
Africa. It requested the Sccretary-General to give the 
economic situation in Africa continuing attention in his yearly 
economic survey. 





The world shortage of newsprint was termed a crisis which 
threatens education, culture and freedom of information and 
the Council adopted, with the Soviet bloc abstaining, a resolu- 
tion urging utilization of the resources of all international 
organizations to meet this need. 





International cooperation to relieve food shortages and 
expand the world's food production was highlighted in con- 
nection with the report of the Food and Agriculture Organiza- 
tion. A resolution was adopted which recommends that FAO keep 
food shortages in individual countries under continuous sur- 
veillance and make emergency reports in cases of imminent 
shortages or famine. 


The Council voted to take no action on a so-called peace 
resolution introduced by the USSR. The US, UK and Chilean 
delegates noted that the Soviet resolution did not really deal 
with peace but only with peace on Soviet terms, which has 4 
different meaning than peace does to the free world. The 
Hungarian Government was charged with violating the UN Charter, 
the Universal Declaration of Human Rights and Article 2 of the 
1947 Treaty of Paris in its forced evacuation measures. 


With regard to migration, the Council asked the IRO to 
report on its refugee resettlement experience at the Naples 
Migration Conference called by ILO in October. It also asked 
ILO to report to the next ECOSOC session any action taken or 
contemplated by ILO as a resuit of the Naples conference. In 
connection with the ILO report, the US directly challenged the. | 
Sovict bloc governments to permit the ILO freely to carry out the. 
investigation into trade union rights in their. countries and the | 
USSR delegate merely’ eae that the Soviet musveee toward 
ILO was well known. 


The Council also approved the reports of the various o 
Commissions and Specialized Agencies. : 
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TAX TREATIES The Senate on September 17 consented to the 
AND LEGISLATION ratification, with some specific reservations, 
of twelve biiateral treaties and two supple- 
mentary protocols with seven countries for the avoidance of 
double taxation and the prevention of fiscal evasion. These 
treaties have been accumulating for several years. The Depart- 
ment of State will now attempt to obtain ratification by other 
countries concerned in the treaties. Prior to the Senate action 
all the countries concerned had completed all the steps neces- 
sary prior to the exchange of ratifications. 


The conventions concerned with income taxes are: 1) with 
South Africa, signed Septouber 13, 1946, with a supplementary 
protocol, signed July 14, 1950; 2) with New Zealand, signed 
March 16, 1948; 3) with Norway, signed July 13, 1949: 4) with 
Ireland, signed September 13, 1949; 5) with Greece, signed 
February 20, 1950; 6) with Canada, signed July 12, 1950; and 
7) with Switzerland, signed May 24, 1951. . 


Estate tax conventions are: 1) with South Africa, signed 
April 10, 1947, with a supplementary protocol signed uly 14, 
1950; 2) with Norway, signed July 13, 1945; 3) with Greece, 
signed September 29, 1950; and +) with Canada, signed June 12, 
1950. The conventions with Canada are supplementary to exist- 
ing conventions. 


Reservations The estate tax conventions with Ireland 
and Canada are not affected by any Senate reservation. Reserva- 
tions on the others cover several developments and reaffirma- 
tions of Senate policy. ’ 


Modifying previous attitudes toward cooperation by tax 
collection and enforcement procedures, the Senate Committee 
report found the collection provisions in several conventions 
too broad, and said that "As a general rule, it is not believed 
wise to have one government collect the taxes which are due to 
another government", This attitude is reflected in the rati- 
fication resolutions. Reservations entirely eliminate collection 
provisions from the estate tax conventions with Norway and 
Greece; limit the application of the South African provisions 
to those cases in which the estate claims a credit under the 
convention; and accept protective provisions in the South 
African, Greek and Norwegian income tax conventions, only subject 
to the understanding that collection of the taxes of a foreign 
government may be enforced solely to insure that exemptions and 
reduced rates provided under the convention will not be enjoyed 
by persons not entitled to such benefits. 2 


‘Ratification 
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Ratification of the income tax conventions with South 
Africa, New Zealand, Canada and Switzerland is made subject 
to the elimination of a provision which excludes public enter- 
tainers from the exemption granted to earnings of other indi- 
viduals who are temporarily in a country for not more than 
183 days in a taxable year. This is a reaffirmation of a 
reservation imposed by the Senate and accepted in the UK conven- 
tion of 1946. South Africa, New Zealand, Canada and Switzer- 
land insisted that they would omit the exception only if the 
whole “commercial travelers" article to which it was appended 
were omitted. -The Swiss promptly accepted this reservation, 
and the treaty with Switzerland was brought into force by ex- 
change of ratifications on September 27. y 


A reservation to the Irish income tax convention declines 
to accept an article relating to capital gains and another re- 
lating to accumulate? profits. The rejected provisions are 
identical to provisions which were accepted by the Senate in 
the UK convention of 1946, but dropped from the Danish and 
Netherlands conventions by Senate reservation in June 1948. 
They were inserted in the convention with Ireland because 
Ireland insisted that the tax arrangements between Ireland 
and the UK are so close that almost identical terms with those 
in the US-UK convention are a sine qua non of an Ireland-US 
convention. 


Status of Tax Treaty Negotiations The Senate vote of 
September 17 was a clearance, subject to the indicated reserva- 
tions, of all tax treaties which were ready for consideration 
by the Senate Foreign Relations Committee on June 28, when 
the Committee voted its own recommendations. At the request 
of Belgium, no action was taken on the treaty which that coun- 
try signed October 25, 1948 and which was sent to the Senate 
hiarch 12, 1949. Substantial amendments to this treaty will be 
submitted in a supplementary protocol negotiated in May 1951 7 
and now under review in the Treasury. An estate tax treaty with : 
Switzerland signed July 9, 1951 was sent to the Senate August 2. | 
Draft treaties negotiated with Israel and Finland are also now : 
under review in the Treasury. An Italian negotiating delcgation | 
will reach Washington October 31. A US negotiating delegation | 
is expected to go to Australia and Japan this winter. & 


Pertinent Pending Legislation In the field of domestic legi: 
lation, the Senate Finance Committee on September 18, 1951, re- | 
ported out the Revenue Bill of 1951, with Committee amendments , 
which may be important aids to American private investment abroad: 


Section 
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Section 131 (f) of the Internal Revenue Code now permits 
a domestic corporation holding a majority of the voting stock 
of a foreign corporation to receive foreign tax credit for in- 
come taxes paid by the foreign corporation to a foreign govern- 
ment with respect to the profits of the foreign corporation 
which are paid as dividends to the domestic corporation. A 
Committee amendment to the pending bill would remove the re- 
quirement of majority ownership. It would provide that the 
foreign tax credit is to be allowed if the American corporation 
owns at least 10% of the voting stock of the foreign corporation. 
Moreover, under present law, if a foreign subsidiary of an Ameri- 
can corporation owns all of the voting stock of another foreign 
corporation, the dividends received by the American corporation 
with respect to the earnings of the second subsidiary are eligibl: 
for foreign tax credit. The Committee amendment extends the 
foreign tax credit to apply in the case of dividends received by 
American corporations in case of majority ownership, but not 
complete ownership, of the second foreign subsidiary by the first 
foreign subsidiary. The Committee comments that these amendments 
are expected to result in a revenue loss of $30 million in a full 
year's operation. This is the eliminated double taxation. 


Another Committee amendment would, for the first time, 
create in US law a foreign estate tax credit comparable to the 
income tax credit which has been law for thirty years. Under 
present law the US collects estate tax with respect to the entire 
estate, wherever situated (except real property outside the US), 
of decedents who are either domiciled within the US or citizens 
of the US. The Committee amendment to the current revenue bill 
would allow a credit in the case of US citizens and residents 
where the double taxation arises from the US imposing a tax on 
the entire estate, and a foreign country imposing an estate tax 
on property situated within that country. In the case of a 
decedent who was a resident but not a citizen of the US, the 
credit is to be allowed only if the country of which the decedent 
was a national, in imposing death taxes, allows a similar credit 
in the case of a citizen of the US resident in such country. 





The estate tax credits are allowable (under principles 
developed under the foreign income tax credit), not only for 
death taxes of foreign states in the international sense, but 
also for such taxes of possessions or political subdivisions of 
foreign states. Where credit for a particular foreign death tax 
is authorized by treaty, there is to be allowed either the credit 
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computed under the treaty or that computed under the Internal 
Revenue Code, as amended, whichever is greater. For example, 
if a portion of the estate of a citizen of the US is situated 
in the Province of Quebec and is subjected to Dominion and 
Provincial succession duties, the credit for the Dominion duty 
computed under the estate tax treaty with Canada, or the credit 
for the Dominion and Provincial duties computed under the Code, 
whichever is greater, is to be allowed. 


The amendment may not eliminate all cases of double taxa- 
tion of estates, as the income tax credit has not eliminated 
all double taxation of incomes. Scope for estate tax treaties 
with some countries may still be found. — 


Other Committee amendments attempt to increase the effec- 
tiveness of the tax exemption incentive which present laws 
offers to US citizens to accept employment abroad. Section 
116(a) of the Internal Revenue Code exempts from income tax 
the income earned abroad by US citizens who are bona fide 
residents in a foreign country or countries during the entire 
taxable year. In application this denies exemption to persons 
during their first year abroad unless they become bona fide 
residents as of January 1. It is also difficult for a person 
who may be abroad on a fixed term contract and maintaining a 
family in the US to establish that he is a bona fide resident 
in a foreign country. - The amendment provides two alternatives: 
1) a person who establishes that he has been a bona fide resi- 
dent of a foreign country or countries for "an uninterrupted 
period which includes an entire taxable year" shall be. exempt 
from tax on amounts received if such amounts constitute earned 
income attributable to such period; and 2) a person “who during 
any period of 18 consecutive months is present in a foreign 
country or countries during at least 510 full days in such 
period" is exempt from tax on amounts received if such amounts 
are attributable to such period. <A supplemental amendment 
allows employers to refrain from collecting "pay-as-you-go" 
withholding tax when it is reasonable to believe that this 
exemption will apply. The limitation “except amounts paid 
by the United States or any agency thereof" continues to | 
apply throughout. : 
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This weekly publication is designed to highlight developments in the eco- 
nomic divisions of the Department of State, and to indicate the economic prob- 
jems which are currently receiving attention in the Department. It is suggested 
that copies be-retained on file. as reference will sometimes be made to previously 
reported items to avoid repetition. 
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For general purposes all classified Foreign Service Officers and other responsible 
economic officers are authorized to have knowledge of the contents of this docu-_ 
ment, responsibility for the safekeeping of which will be assumed by each recipient 
thereof. It may be retained in protected files or, at the discretion of the recipient, 
destroved by burning. If not personally disposed of by the recipient, he will 
assure himself that it is burned in the manner prescribed for SECRET material. 
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ECONOMIC Progress is being made in 

et ELOC implementing US policies and 

programs in the economic field 

which may effect the war potential of the Soviet bloc, accord- 

ing to a report made by the Department to the National Security 
Council, The report shows what steps have been taken and what 
studies and measures are under consideration as of August 15 to 
implement these policies relating to economic defense adovted 
by the Council six months ago. (See page 1, April 1, 1951 issue.) 


Us Export gontrors All exports from the US to Communist 
China, Manchuria and North Korea continue to be embargoed except 
that authorization has been given by the Department of Commerce 
for the exportation to all destinations except North Korea of 
non-technical publications and those technical publications that 
are generally available to the public. On exports to the USSR 
and Eastern European satellites, the US continues in effect the 
licensing system instituted last March which requires a license 
for all products proposed for shipment to these countries, ex- 
cept for the publications mentioned above. Validated export . 
licenses are required for exportation, direetiy or indirectly 
of unpublished technical data as well as for technical publica- 
tions not generally available to the public. Under this arrange- | 
ment Commerce denies export of technical data which would be of 
assistance to the Soviet bloc in production of strategic commodi- 
ties, in providing intelligence value, or in significantly main- 
taining or expanding the war potentiai of these countries through 
production of essential commodities or facilities or through 
contributions to research. 


The US continues to prohibit exports of all armaments and 
short-supply items destined for the Soviet bloc, whether shipped 
directiy or indirectly. The policy for licensing other items 
for shipment from the US to the Soviet bloc is determined by 
their strategic value to the bloc. Accordingly, licene<s for — 
the shipment of other items on the Positive List are denied to 
the extent necessary to prevent shipments of strategic signifi- 
cance as determined by the Secretary of Commerce with the advice 
of the Interdepartmental Advisory Committee on Export Policy. 

It is the general policy to approve licenses for the shipment of 
all other jiems destined for Soviet bloc areas, but particular 
shipments may at any time be reduced or denied and varticular 
classes of commodities subjected to more restrictive licensing 
policy as determined by the Secretary of Commerce with the advice 
of the Advisory Committee on Export Policy. 


Strengthening 
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Strengthening Western European Security Controls Meetings 
of the Paris Consultative Group, requested by the. US in an effort 
to obtain a tightening of existing security export ccntrols on 
the vart of vartisipating countries, were concludec August 3. 

In these discussions, and in the preliminary tripartite discus- 
sions (see page 1, August 6, 1951 issue), significant progress 
was made toward meeting the US desire to eliminate the disnarity 
between Internetional List I and the US list cf items of primary 
stratezic importance; to-clarify the conditions under which 
exceptions to the embargo rule may be justified; and to tighten 
controls over items of secondary strategic importance. Of tne 
53 items srovosed by the US for addition to List I; embargo 
arreement was reached on all but. 19. Discussions were resumed 
in Sentember in the Committee on these 19 items and, while some 
modification of previous reservations is evident, it has not 
been sufficient as yet to make any item fully agreed. The Co- 
ordinating Comittee is also currently discussing quantitative 


RB“ 








The general export policy of the US toward Western Europe 
is to approve exports except under defined circumstances. 
Denial takes place only after: 1) an attempt has been made to 
obtain from the Western Euronean country concerned an assurance 
against its export of like items, or information as to why such 
assurances would be impossible; and 2) an evaluation of this 
information to permit a judgment as to whether approval or 
denial would under the varticular circumstances be more in our 
national interest. In determining national interest, full account 
is taken of the need for strengthening the Western European econo- 
my and defense program, and the need for maintaining the coopera- 
tion of Western European governments in the common defense effort... 


The German Federal Republic KK to be making satisfactory. 
progress, OQ" ensure 
more cffective controls over the illegal trade and transshipment 

of goods agreed for.control in the Coordinating Committee. A . 
revision of German export licensing procedure, conforming closely : 
with US recommendations, will -be put into effect as soon as 
administrative arrangements can be made. As of August 15, all | 
exnorts to the Soviet bloc require approval of the Generai Licens-; 
ing Agency, which recently doubled its staff. A Federal ordinance’ 


\S\ 


has 
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has been issued providing for stricter control over interzonal 
trade and establishing a much firmer basis for prosecuting 
violators of interzonal trade regulations. Various other 
administrative arrangements have been made to employ effectively 
intelligence concerning illegal trading activities, to improve 
liaison between the High Commission and Germany in the general 
field of security export controls, and to preclude the benefits 
| US assistance to firms guilty of illegal dealings with the 
bloc. , 
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fe) r R Early in June our mis- 
sions erica ated negotiations to determine the 
extent to which each government would develop effective controls 
prohibiting the export or transshipment of strategic and short 
supply materials to the Soviet bloc. This was followed by 
briefing the Ambassadors on the provisions of the Kem Amendment. 
As of August 15, six of the Republics have certified in conm- 
pliance with the Amendment and it appears that 10 more may 
certify. The NSC has approved an exceptions paper for the 
Latin American countries which have not certified exclusive of 
Guatemala and Argentina. 


internation: In 
May the aonat ponirets stots a ao Fema recommending 


that every state--both members and non-members of UN--apply 
an webarzgo on the shipment to Communist China and North Korea 
of arms, ammunition and implements of war, atomic energy materials 
petroleum, transportation materials of strategic valine, and 
items useful in the production of arms, ammunition, and imple- 
ments of war. As of mid-August, 60 countries had submitted 
reports or acknowledgments. Of these, 42 are generally satis- 
factory, and this group includes the principle Allies of the 
US as well as China's principal non-Communist foreign sources 
of supply. Consideration has been given in the US Government 
to the status of the strategic embargo in the event-of a cease- 
fire or an armistice in Korea, and, alternatively, to measures 
to increase the effectiveness of the embargo and extend its scope 
if the trace talks break down. 

‘ - ere @)¢@r- elier- e)¢ . ~}¢ele ea LAL) LD y rs = = = 
Developments e International Materials Conference have 
been consistent with our objective of denying »r limiting ship- 
ment.of short-supply materials to the Soviet bloc. On the 
commodities for which allocations have been agreed, mo provisions 


have 
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have been made for supplies to countries of the Soviet bloc. 
It is anticipated that the same principle will be applied in 
allocation programs for other commodities which are under 
consideration. 


Preclhsive and Preemptive Cnerations NSC policy calls 
for consideration of the desirability and feasibility of deny- 
ing strategic materials to the Soviet bloc through preclusive 
buying or preclusive arrangements arising from government-to- 
government agreements and through preemption of productive 
facilities. To date no opportunities have arisen warranting 
active consideration of the use of the preemptive device’. 





Financial Measures The Foreign Assets Control Regula- 
tions respecting Communist China and North Korea, issued last 
December, block the assets in the US of Communist China and > 
North Korea and their nationals. These regulations prohibit 
all transactions involving such assets unless Treasury licenses 
are obtained. There has been no determination that the point 
has been reached at which export controls have become so restric- 
tive and other economic and political relations so-curtailed 
that blocking of the dollars end dollar transactions of the USSR 
and its European satellites would be appropriate. However, the 
Collective Measures Committee of the UN is studying blocking a 
controls, as well as the sterilization of gold resources as & 
among the prohibitions which the UN might decide to recommend 
in the event of any future aggression by any country. 





Blacklisting The establishment of a secret international 
black list has recently been agrecd upon in the Paris Coordinat- 
ing Committee. The participating countries are presently con- 
sidering names of violators or suspected violators of export 
controls for: inclusion on the list. 





Technology The program for protecting criticai industrial 
facilities, including technology, has been furthered through 
the establishment of the Facilities Protection Board which is 
resvonsible to the Interdepartmental Committee 


The Secretary of Commerce has issued s general 
license, effective September 6, 195ly to allow export to the 
Soviet bloc of technical publications generally available to the i 


public 
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public. The Interdepartmental Committee on Internal Security 
felt that prompt action was demanded.to avoid retaliatory action 
by the USSR which would deprive the US of Soviet-published 
material of great value to our intelligence programs. It is 
understood that the general license is.a ‘temporary exve dient 
pending further study, a 7 


Shipoving Until recently action of.the Paris Coordinating 
Committee in the field of shipping was limited to embargo and 
quantitative control over the sale of vessels to the Soviet 
bloc. However the US recently raised the question of Committee 
action on the prob’cm of controls over chartering vessels to 
the Soviet bloc aic of prohibiting the. carriage of: embargoed 
goods to the bloc in vessels .of any participating country's 
registry. The Consultative Group decided that the Coordinating 
Committee was competent to deal with this problem and the Com-. 
mittee is currently giving further consideration to the matter. 
In bilateral discussions, meanwhile, the US has succeeded in 
securing the cooperation. of a limited number of countries with 
regard to the adoption of chartering and carriage controls 
over vessels of their registration. With regard to air traffic 
controls, the relatively successful implementation of our avia- 
tion policy toward the USSR and satellites has minimized the 
problem of air transport as related to the movement of embargoed 





apene to or within the Soviet bloc. The last move in this regard 


Ss the RRR of Czech \ KK X KX XX 


seroma Reliance on Trade WG the \\ \ \\ 
the request of the Special Committee on East-West Trade, the 
Department has taken steps to develop immediately a program 
directed toward decreasing Western European economic reliance 
upon the Soviet bloc. An interagency working. group, composed 
of representatives of ECA, the Central Intelligence Agency, 
and the Departments of Commerce, Defense, State and Treasury, 
decided that it would be necessary to have certain commodity | 
studies made before proceeding to draw up a comprehensive pro- 
gram of action. These studies, which are due for completion 
shortly, will cover the most important commodities exported to 
the Soviet bloc which pose the most serious problem of readjust- 
ment. A general paper on east-west trade will synthesize the 
findings of the various commodity studies, draw general conclu- 
Sions as to the desirable level of east-west trade, and suggest 
policies which the US should follow to maintain that level. 








Import 
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dmport Controls The need for controls on US imports from 
the Soviet bloc in order to minimize dollar earnings of the 
bloc is not an immediate one. Steps have been taken, neverthe- 
less, which serve to reduce or eliminate these imports. Among 
these measures are the Foreign Assets Control regulations which 
effectively curtail imports of merchandise of Communist Chinese 
origin. This was recently amended to tighten the controls with 
regard to the importation of goods originating in Communist 
China but processed in other countries. However, at the request 
of the Secretary of Defense, importation of a few articles of 
strategic importance has been authorized. Also the Trade 
Agreements Extension Act of 1951 requires the withdrawal of US 
tariff concessions from Communist-controlled countries, thereby 
reducing such imports to the extent that they will be impeded 
by increased duties. — Egat 
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CONFIDENTIAL 
CENT TIN I The International Tin Study Group, which 
IN ROME AND LONDON recently concluded its sixth meeting in 


if ‘Rome, discussed the long and short term 
problems of international cooperation in tin, and covered ques- 
tions of price and restrictions on consumption. The Group also 
considered its future functions and work. The statistical com- 
mittee submitted a report on mine production for 1951 and 1952. 
Following the conclusion of the Rome meeting, the US delegation 
met with British officials in London for a further exchange of 
views on the current tin situation. 


qenor of ine Home Meeting The producers took the 
occasion o e meeting to register their protests against 

the recent statements of certain US officials who had accused 
producing countries of price “gouging”. Bolivia charged us 
with “economic aggression", and Belgium charged us with dis- | 
crimination under Article XVII of GATT because we had cancelled 
a contract with Belgium and. signed with Bolivia at the same or 
higher price. Our delegation explained that Belgian deliveries 
and prices were uncertain, and stated further that US policy 


is 
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is not to make nationality a basis for differences in price. 
We are prepared to negotiate contracts with other countries: 
as we are now negotiating with Bolivia. Our officials 
pointed out that allocations are advantageous to both pro- 
ducers and consumers, and in response to a complaint against 
US consumption restrictions, the US delegation stated our 
conviction that they are necessary and expressed hope that 
other countries would follow suit. We expressed regret for 
the necessity of curtailing the stockpile in order to main- 
tain price stability. 


Statistical Committee Report The statistical committee 
estimated that mine production for 1951 would be 168,000 long 
tons, including 31,000 tons from Indonesia, and for 1952 | 
would be 139,000 tons, excluding Indonesia which did. not sub-. 
mit a forecast for that year. Consumption for these two years 
was estimated at 147,000 and 154,000 long tons respectively, 
excluding purchases for non-commercial stocks. The committee 
assumed production only from plants already in operation, 
under rehabilitaticn or under commitment; it assumed con- 
ditions conducive to full employment, political and social | 
stability, the availatility of necessary foreign exchange for 
the purchase of tin, and no restrictions on the use of tin 
except those existing in the US. 


Subsequent Talks with the British The British expressed 
the view that negotiations on international allocation of tin 
are .impractical at the present time. In the interim, they 
suggest that the US resume purchases in such a fashion as to 
moderate price fluctuations within an appropriate range. 
Doubting that this would be a practical method, our delega- 
tion stated that the US was prepared to consider fixed price 
contracts under which tonnage deliveries would be assured. 
The British are hopeful that the proposed US mission to | 
Malaya will imorove the general atmosphere in that sector 
and facilitate a decision of mutual interest to both parties. 
‘At the present time, it is planned that this mission will 
leave for Malaya at the end of October. «= =| 


~ 
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FOREIGN REQUESTS FOR On October 1 the Senate passed and 
SEC Se STE referred to the House of Representa- 
tives for further action &.J. Resolu- 
tion 104 authorizing the Secretary of Commerce to transfer to 
the Government of South Korea title to not more than 50,000 
tons deadweight of war-built vessels suitable for the coast- 
wise and intercoastal trade of South Korea. It is expected 
that the passage of this legislation will bring added pressure 
on us from the 13 other countries which have been seeking to 
charter or buy surplus vessels from us to relieve their respec- 
tive shipping problems. In all, including the Government of 
South Korea, foreign governments have made application or ex- 
vressed an {important need for the purchase or charter of 
approximately 275 ships for various shipping purposes from 
this Government's laid-up fleet. Several foreign governments 
have requested us to break out vessels from our reserve fleet 
for ocean shipment of certain essential commodities such as 
coal, grain, and iron ore. These requests have been met in 
part by the diversion of US operated ships and the breaking 
out of some ships for US operation, but the problem as a whole 
remains unsolved until the availability of shipping facilities 
is increased. 3 | 


In view of the lack of authority since 1948 to sell war- 
built vessels foreign, we have been advising foreign govern- bras 
ments desiring to obtain vessels from us that there is no 
legislation in existence permitting us to accede to their ! 
requests. Authority to charter vessels foreign has never ex- 
isted. The Department informed the Senate Committee on Inter- 
state and Foreign Commerce on September 26 that it sympathized 
with the objectives of S.J. Resolution 104 and with the efforts 
of the United Nations Korean Reconstruction Agency to assist in 
the rehabilitation of South Korea‘s economy. However, we stated 
that urgent inquiries with respect to the availability of war- 
built, government-owned vessels of types similar to those con- 
templated for transfer to South Korea in S.J. Resolution 104 
had been received from other foreign. countries to be used for 
service in non-competitive trades. All the applicant govern- 
ments were informed that there was no authority by which 
government-owned, war-built vessels might be sold or chartered 
to them. They were further informed that should Congress re- 
consider the further sale or disposal of vessel properties 
the Department would undertake to present to that body for its 
information and consideration the various applications and 
justifications at hand. 





Requests 
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Requests from Specific Countries The following govern- 
ments have requested vessels from us either by purchase or 
bareboat charter for use in non-competitive service as well 
as in foreign trade: 


Brazil considers the use of 40 US Government small 
cargo vessels essential to its coastwise trade and is seeking 
to procure them on a "rental basis". The Department has been 
approached informally by Chile regarding the chartering of 
two Liberty ships to be used to transport limestone from a 
nearby island. In addition, the Department understands that 
the Chilean Fomento Corporation is endeavoring to purchase 
two Chinese ships on which the Export-Import Bank holds 
mortgages and for which China is in default. 


Twenty Liberty ships are considered necessary to satisfy 
Germany's needs. The Department has been approached on this 
issue both by a representative of German companies and by the 
German ECA Mission. Presumably these vessels would be used 
for all shipping purposes. Greece has indicated a desire to 
obtain six Victory, Liberty or C1-M-AV1 vessels from private 
US owners, and Italy has stated its need for ships, without 
specifying type or number, in order to relieve its economy. 
India has requested 30. small cargo ships for both coastal 
and overseas trade while the Government of Indonesia desires 
to purchase 20 Liberty ships from us so as to move 330,000 : 
tons of scrap from Djakarta. It is possible that le of these 
ships would be used in trade with the US. Pakistan has in- 
dicated its desire to purchase an unstated number of Liberty 
vessels either from the US Government or from private US 
owners and Ceylon is reportedly anxious to obtain five 
vessels from our reserve fleet. Military exigencies evoked a 
request from the Thailand Government for three cargo ships. 
Possibilities of acceding to this request under authority of 
the Mutual Defense Assistance Act were explored but limita- 
tions prescribed therein prohibited the sale of merchant 
vessels. 


Under authority of the Philippine Rehabilitation Act, 
we chartered eight vessels to the Philippines in 1946. 

About two years ago legislation was introduced providing for 
the sale of these ships to the. Philippine Government, but it 
was opposed because it provided for inclusion of the charter 
hire in the purchase price. It is wnderstood that new legis- 
lation is under consideration authorizing the sale of these 
vessels to the Philippine Government. The request of the 
Japanese Government for 80 to 100 Liberty and Victory vessels 
is under consideration. | 


The 
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The Australian Government is anxious to charter from us 
18 vessels (Bethlehem, Fairfield, Liberty or similar type) for 
a minimum of two years for the coastwise transport of iron 
ore for stockpiling. The Australians justify their request 
oy Deceting out the importance of this project to the defense 
ClLlorte 


The Department has been approached by the South African 
Embassy regarding the desire of its government to acquire 10 
Liberty ships for movement of basic war materials from the 
Union of South Africa to the US and for importation of 
essential war materials. General Services Administration in- 
formed us, however, that it did not believe there is adequate 
justification for this request. Also, through the American 
consular office at Durban, requests have been made for the 
availability of 25 to 30 Liberty ships for bareboat charter in 
the interest of the coal trade. 
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DEPARTMENT OF STATE 
Office of the . | : 
Assistant Secretary for Economic Affairs 


SUPPLEMENT ON US MOBILIZATION 


The US Economic Situation 
October 9, 1951 


Defense Program, Defense expenditures continue to rise, amounting 
to an estimated annual rate of $40 billion for the third quarter, as 
compared with $33 billion for the second quarter. This level is not 
far out of line from the earlier estimtes despite the fact that important 
individual items of military procurement are considerably behind deliv- 
eries as scheduled earlier in the year. It is still expected that 
defense expenditures will rise to an annual rate of $50 billion by early 
1952 and to $65 billion a year from now. During the coming year, the 
delivery of military goods is expected to more than double the present 
rate. The size and rate of increase of these expenditures are such as 
to constitute the dominating basic factor in the economic outlook. The 
ups and downs of consumer buying and saving practices and inventory 
changes mentioned below are interesting but basically minor variations 
in the upward pressure on production and prices exerted.by the defense 


program. 


Press reports indicate a recent decision, at least on the part of 
the military, involving a substantial further increase in the projected 
size of the Air Force and some increase in the Army and Navy. The 
military strength goals are reported to-be increased to 4,000,000 from 
the present goal of 3,600,000. These increases have not been trans- 
lated into expenditure estimtes but, assuming these reports have 
validity, the forthcoming shortage of civilian goods relative to | 
spendable incomes and the upward pressure on prices will be more severe 
than indicated in the following discussion. 


Sales and Inventories. During the second and third quarters of 
this year, retail sales both in total and for many important lines of 
soft goods and consumer durable goods have been low relative to rising 
personal incomes and to the expectations of business men, During most 
of the second quarter, production was maintained close to record highs 
with the result that inventories rose sharply at all levels--retailers, 
wholesalers and manufacturers. During the third quarter, production 
of many types of civilian goods was cut back because of this situation. 
In July, the large inventory accumilation seems to have stopped. Retail 


and 
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and wholesale inventories declined slightly and the increase in finished 
goods inventories of manufactures was a very small one. It is believed 
that the downward trend in inventories has continued since July, although 
they still remain high relative to historical comparisons of various 
kinds, This inventory situation had a depressing affect on the sentiment 
of business men but basically constituted an element of strength for the 
country in that the presence of these large inventories will help case 
the shortage situation ahead, 


Savings. The failure of consumers' expenditures to rise along with 
increasing incomes resulted in a large increase in savings, In fact, 
savings during the second and third quarter were at a peace-time record-- 
amounting to almost 10% of disposable personal income in each of these 
quarters. The relation of savings to incomes since the war is shown 
below. | : ; 















Disposable Consumer Savings as 
Personal j§§ [Expendi- Personal a percent 
Period Incomes S 
1946 158.9 7.6 
1947 169.5 ' 165.6 3.9 203 
1948 188.4 177.9 10.5 5.6 
1949 186.4 180.2 6.3 304 
1950 204, 3 193.6 10.7 502 
Annual Rate 
1951 : 
lst Quarter 217.5 208.2 9.3 4.3 
2nd Quarter 222-8 201.7 21.1 9.5 
3rd Quarter* 225.27 204.0 21.7 9.6 


*Partially cstimated, . 


The prospects for savings continuing at these relatively high levels 
or even increasing represent perhaps the key factor in the economic 
outlook and are discussed at a later point. | 





Prices. Wholesale price indexes have continued to decline slowly. 
The consumer nrice index has remined stable. Prices of basic commodi- 
ties, however, have strengthened since mid-September and futures have 
been rising gr:.dually for more than two months, 


Production. 
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Production. Production trends have been mixed with those industries 
associated with: defense production continuing to rise, while production 
in many other industries was declining as the result of the sales- 
inventory situation indicated above and a few, notably automobiles, 
declining because of lack of materials. Overall industrial production 
has not changed significantly, although the Federal Reserve Board index 
dropped from 222 in June to 213 in July and then rose to 218 in August 
and remined at about this level in September. 


Credit. It is still too soon to be able to determine the effects 
of. the relaxation of controls over installment credit required by the 
recent amendments to the Defense Production Act. Consumcr credit out- 
standing, although rising some in August, is well below the amount 
outstanding at the beginning of the year. This contrasts sharply with 
the trend of the past two years when the August amounts were substantially 
above January, Housing starts are likely to be about 1,000,000 for 1951, 
as compared with the previous expectation of cutting them back to 850,000, 
The present rate is about 40% below the corresponding period of 1950, 
a rate which if continued would result in 850,000 starts in 1952. The 
Voluntary Credit Restraint Program seems to have had a measure of success 
in discouraging loans for less essential purposes and directing credit 
into defense and defense supporting channels. The recent rise in | 
business loans seems to bo seasonal in character. 


employ Le Employment in manufacturing industries 
declined semueat in July along with the drop in non-defense production. 
The drop was in the durable goods industries. Hours worked per week ~ 
also declined in the durable goods industries. The decline in manufac- 
turing employment, however, was not characteristic of the general | 
economy. Non-agricultural employment has continued to increase 
steadily, Layoff rates were up during the summer months but the 
unemployment figures indicate that the resulting unemployment was of 
short duration. Unemployment in August and September was down to 
1,600,000 persons-—the lowest since the war. 


Personal Incomes. In consequence chiefly of the continued rise in 
employment, personal incomes have continued to rise although at a less 
rapid rate than during the second half of 1950 and tho first half of 
1951. 


Economic Outlook. The rise in personal incomes together with the 
prospects for further increases under the impetus of the defense program 
raises the question as to whether savings will also increase as in the 
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recent past or whether this increased personal income will be reflected 
in a larger demand for goods. It will be recalled that consumers over- 
bought under the scarce psychology following the invasion of South 
Korea and again following the intervention by the Chinese Commnists. 
During those periods, sales were very high relative to consumers’ 
incomes, Since early this year, sales have been low relative to 
incomes--partially as a result of the paying off of installment and 
other obligations incurred during the periods of intense buying and 
partially because fear of further skyrocketing prices and of physical 
shortages of goods diminished. The recent imposition of part time 

work in industries with difficult inventory problems, the higher rate 
of layoffs even though of short duration, and the readjustments 
incident to conversion to military work may also have introduced factors 
of uncertainty which have caused workers to be hesitant in undertaking 
new obligations in the form of installment and other debts for the 
purchase of goods, There is no reason to believe, however, that the 

_ peace-time buying and savings habits of people have changed abruptly. 
The increases in personal incomes should result in a sharp increase in 
the demand for goods before long. 


This tendency may well be reinforced by the realization on the part 
of consumers generally that durable goods requiring metals will become 
difficult to buy. In this connection, total requests for the various 
types and shapes of steel, copper and aluminum for the fourth quarter 
exceeded available supplies by from 50 to 125%, The allocation of these 
metals made available for consumer goods will in general allow produc- 
tion of these goods at about 60% of the level of the first half of 1950. 
The effects of these reductions-on the amount of goods available, 
however, will be mitigated even in the durable goods industries by the 
sizeable inventories on hand and by the conservation and redesigning 
possibilities which can reduce the amount of metal used in each unit of 
product output. Production in the soft goods industries is well delow 
capacity and can and will expand with increased demand. 


In total, however, it is estimted by the Council of Economic 
Advisers and by the Office of Defense Mobilization that the total goods 
and services available to consumers will remin at about the present j 
annual rate of $205 billion through 1952, With personal incomes con- 
tinuously rising during this period under the impetus of the defense 
program, a period of shortages and upward pressure of prices against 
ceilings seems inevitable, Personal incomes are expected to rise by 
$15 to $20 billion over the coming year. The tax increase will absorb i 
something over $5 billion of this amount, leaving a $10 to $15 billion : 


increase 
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increase to be spent or saved. With the exceptionally high rate of 
current savings, it is not likely that these will be voluntarily | 
further increased, Rather, the likelihood is'that some of the high . 
savings of the second and third quarter will be superimposed on top of 
the coming excess of consumers' disposable inco.es over goods available. 
The inflationary dangers of such a situation have been pointed out 
repeatedly by administration officials over the past several months. 


The legislation now before the Congress revising the recent price 
control amendinents, while making the Act more workable from an adminis- 
trative point of view, still will allow sizeable but not runaway price 
increases under renewed upward demand pressures, 


It may be of interest to note that a month or so ago financial 
papers and market analyses were expressing a contrary view--i.e. that 
prospects were more in a deflationary than inflationary direction. 
These conclusions seemed to have been based on: 1) doubt that defense 
expenditures would in fact materialize as scheduled either because of a 
let down following a cease-fire in Korea or because of the inability 
of the military services to physically spend the money, and 2) the 
weakness in prices of basic commodities. These views are mch less 
prevalent today, probably because defense expenditures have increased 
pretty much as forecast and because of the recent strengthening in 
prices of basic commodities particularly of futures. 


Forcign Trade. According to preliminary estimates, the US export 
surplus, including both goods and services, increased in the third 
quarter. Both exports and imports declined from second quarter levels 
but the drop in imports was larger. Gold flowed into the US in the 
third quarter for the first quarterly period in two years, 


Exports and imports of goods have both been falling since early 
spring, in both cases because of changes in the physical quantity of 
total trade. The quantity of imports appears to be low in relation 
to present levels of total production. This suggests that the decline 
is likely to end in the near future and that an upturn my occur. So 
far as the dollar earnings of foreign countries are concerned, however, 
this may be at least partly offset by lower average prices for some 
major imports, which are only now reflecting the fall in their mrket 
prices from the peaks of last winter. 


Despite 
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Despite continuing high or rising shipments of coal, petroleum 
products, and military goods, total US exports declined from April to 
July. Apparently the decline was due in part-to declining demand for 
consumers goods in some countries of the Western Homisphere, as well as 
to seasonal changes. The main declines came in raw cotton, wheat, and 
corn, largely seasonal in nature, and inthe case of cotton, due to short 
supply reasons, but there were also declines in textile manufactures and 
automobiles. On the other hand, somewhat surprisingly, there was no 
appreciable decline between April and July in the exports of such durable 
goods as industrial mchinery, electrical machinery, agricultural 
mchinery, steel, and trucks. Exports of these items amounted to about 
$300 million each month from April through July. 
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This weekly publication is designed to highlight developments in the eco- 
nomic divisions of the Department of State, and to indicate the economic prob- 
lems which are currently receiving attention in the Department. It is suggested 
that copies be retained on file. as reference will sometimes be made to previously 
reported items to avoid repetition. 


Document Security Instructions 


This document should be treated in accordance with current instructions 
regarding security measures for SECRET material. Extreme care should be ex- 
ercised to avoid public or private discussion of the information herein with or in 
the presence or hearing of any person not authorized to have knowledge thereof. 
For general purposes all classified Foreign Service Officers and other responsible 
economic officers are authorized to have knowledge of the contents of this docu- 
ment. responsibility for the safekeeping of which will be assumed by each recipient 
thereof. It may be retained in protected files or, at the discretion of the recipient, 
destroved by burning. If not personally disposed of by the recipient, he will 
assure himself that it is burned in the manner prescribed for SECRET material. 
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BATE Le EASSESs The a ee anetevense Senta: 
VOIDS KEM AMENDMENT Act of 1951, the so-calle e ’ 
. : which specifically repeals both the Kem 
Amendment and Section 117(d) of the Economic Cooperation Act 
of 1948 and establishes in more or less permanent form US 
policy regarding trade with the Soviet bloc by countries re- 
ceiving US assistance, is before the President for signature. 
In essence, the Bill forbids the granting of US not eas 
financial or economic assistance to any country unless it ap- 
plies an embargo on shipments of certain goods to any nation 
or combination of nations threatening the security of the US, 
including the USSR and all countries under its domination. 


Provigions of the Act The Battle Bill sets up three cate- 
gories of strategic goods which nations are to embargo to the 
Soviet bloc in order to be eligible for US assistance. For 
each of these three categories, the specific procedures to be 
followed in the event of violation aiffer. The first category-- . 
arms, ammunition, implements of war and atomic energy materials-- 
carries: mandatory termination of aid. In the second category-- 
petroleum, transportation materials of strategic value and 
items used in the production of arms, ammunition and implements 
of war--items of “primary strategic importance”, the President 
is permitted under carefully defined standards bo direct the © 
continuation of aid in those instances when “unusual circun- 
stances indicate that cessation of aid would clearly be detri- 
mental to the security of the US" and after taking into account 
such factors as the contribution of such country to the mutual 
security of the free world, the importance of such assistance 
to the sccurity of the US, the strategic importance of imports 
received from countries to the Soviet bloc by the country in 
question, and the adequacy of such country's controls over 
the export to the Soviet bloc of items of strategic importance. 
in the third category--items of “secondary strategic importance". 
the US is to negotiate with aid recipients concerning their 
export controls, and assistance is to be terminated only if the 
President determines that an aid recipient is not cooperating 
effectively with the US or is failing to supply sufficient 
information upon which to judge whether cooperation is effective. 


In addition, the Act requires that it be administered so 
as to bring about the fullest support. for any resolution of 
the UN General Assembly supported by the US, which calls for 
economic sanctions against an aggressor nation. Under present 


/ 


circumstances, 
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circumstances, this means that cooperation of an aid recipient 
with the General Assembly's resolution of May 18, 1951 recom- 
mending that all states apply an embargo to strategic shipments 
to Communist China and North Korea must be considered in con- 
nection with possible termination of US assistance. 











iffe s Between Batt] ne The 
Battle Bill requires termination of a ry, economic 
and financial assistance in the event a country is found to be 
shipping prohibited items to the Soviet bloc, while the Kem 
Amendment applied to only economic and financial assistance. 
Provisions of the Battle Bill are applicable for an indefinite 
future period. The Kem Amendment, which it supersedes, applied 
only during those periods when the Armed Forces of the US were 
actively engaged in carrying out a decision of the UN Security 
Council. The Battle Bill is concerned with a much narrower 
range of goods than was the Kem Amendment and does not require 
monthly verifications by aid Aye reper Unlike the Kem Amend- 
ment, the new Bill accepts the validity of the selective embargo 
approach to the problem of #ast-West trade. This is a basic 
concept which underlies the export control negotiations which 
we have undertaken with other countries ever since 1948. 


| Administration of the Battie Bill Responsibility for 
the a istration of the new Act is vested in the Mutual , 
Security Director, who coordinates the Mutual Security Program. | 
After consultation with all interested agencies, the Mutual | 
Security Director within 30 days after the Act is signed, 
must determine the list of items to be embargoed and must ad- 
ust this list from time to time to meet changed conditions. 
period of 60 days thereafter is given the countries concerned 
for the required procedures before compliance is demanded. He 
also recommends to the President the termination of assistance 
to any aid recipient which knowingly permits the shipment to 
the Soviet bloc. of any embargo list item. In addition, he ' 
is required to coordinate interagency activities with regard 
to export controls of other countries, to make a continuing 
study of the export control measures undertaken by aid recipient: 
and to make available to any country requesting it technical 
advice and assistance on export control procedures. 


The Bureau of the Budget has requested the Department‘s 
views on the Battle Bill. We expect to recommend a Presidential 
signature without special comment* in view of the apprehension 
of other countries that security export controls may be pressed 


to the 
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to the point of economic warfare and their resentment at US 
unilateral actions in this field. With regard to implementa- 
tion of the Bill, the Departrent will recommend that there be 
the fullest possible reliance on the facilities of existing 
agencies and existing interazency organizational arrangements. 
In particular, we will urge shat the National Security Council's 
Special Committee on East-West Trade continue as at present 

to serve as the mechanism fcr interagency consultation in 
implementing the Bill so as to ensure a minimum of confusion, 

in the division of responsi ilities among the several interested 
agencies, and to ensure maximum consistency between the actions 
taken under the Bill with >-espect to trade and the actions in 
closely related fields whith are being coordinated by the Depart- 
ment of State in implementation of our policies and programs 

in the economic field which may affect the war potential of 

the Soviet bloc. 


Proposed Procedure Some Interdepartmental discussion 
will be required in draw: ng up the commodity lists of primary 
strategic materials. Thare will presumably be no problems 
as to the inclusion of Iaternational List I, the Munitions 
List, and a list of atonic energy materials. “here will probably 
be some question, however, as to whether certain other strategic 
items should be includec » such as those items on US List I-A 
but not on Internationa. List I or certain items on International 


List II or US List II+F which are subject to quantitative control 





“«* %* 
PLANS FOR INTENSIFYING . Negotiations are under way with 
CURTAIN PENETRATION B* various countries of the free 





3 world to improve existing medium 
wave broadcasting and to expand facilities for reaching world- 
wide audiences in the US “campaign of truth". These steps in- 
clude both improvemen: and modernization of existing facilities 
and acquisition or er2ction of additional transmitting stations 
te form a ring around the Soviet bloc in order to penetrate 
the Iron Curtain. The expanded use of medium wave broadcasting 
has created a demand for frequencies which is becoming an in- 
creasingly serious problem. In addition.to the Voice of America, 
Radio Free Europe and Radio Free Asia, operated by ‘groups of : 
private individuals and organizations, are now also programming 
to Communist-controlled areas. we | 


The 
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The negotiations connected with the establishment of 
these various installations in foreign countries represent a 
delicate manipulation of international give and take. in 
return for the right of operation in strategically located 
countries, the US must make various concessions and share the 
use of its facilities in those countries. For the most part, 
however, the broadcasting systems in countries where we have 
installations are benefiting or will benefit considerably from 
their association with us. 


Voice of pnersca One of the principal rroblems in VOA's 
expansion is obta g desirable frequencies which have not 
already been legally assigned to other users of the spectrum. 
Radio Munich will soon need another medium-wave frequency, 
which the Armed Forces Network will relinguish, and possibly a 
long-wave frequency. If the utilization of a long-wave frequency 
by the megawatt transmitter being installed at Munich is found 
to be impractical, another medium-wave frequency will be required 


' there. In addition to-the VOA installation at Salonika, Greece 


which has been operating for sometime, a very powerful trans- 
mitter is being located at Rhodes. The frequency VOA desires 
for usage by Radio Rhodes is legally assigned to the Danish So 
Government , and indications are that the Danes will relinquish te 
use of the ’ frequency to VOA only with extreme reluctance. It 

is tentatively planned to locate Radio Vagabond, a VOA project 
providing for the relaying of broadcasts from a vessel equipped 
with a mobile transmitter, near Rhodes. January is the target 
date for activation of this project, and political conditions 
at that time will influence its actual placement. A location 
neax Japan or Korea for Radio Vagabond is not out of the realm 
of possibility. .Powerful transmitters for handling VOA programs 
are being installed in the Philippines and plans are being made 
to set up broadcasting facilities for VOA usage on Okinawa. 
Japan is considered an important point in our plan for ringing 
the fron Curtain and serious consideration is being given to 
initiating negotiations to obtain a desirable location for a 
VOA installation in that country. Negotiations are also cur- 
rently under way with the Government of Ceylon to permit VOA to 
utilize telecommunications facilities. — there for trans- 
mitting its broadcasts. 


Further expansion of the VOA program includes plans for 
installations in — Turkey re — a Spa Seeee sae 
area. 


f 


Radio 
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Radio Free Europe Radio Free Europe has a very powerful 
medium-wave transmitter at Munich directed toward Czechoslovakia 
and Poland with additional German-located short-wave trans- 
mitters programming Southeast Europe. Ninety percent of the 
RFE broadcasts originate in Munich and are relayed to Portugal 
for rebroadcast to the satellite areas. Plans are under way 
for the construction of an additional short-wave installation 
in Portugal for intensifying broadcasting to Cen'ral Europe. 


Radio Free Asia The newest telecommunications operation 
for penetrating the Iron Curtain is Radio Free Asia which is 
presently programming in San Francisco. These broadcasts are 
relayed to Manila and from there beamed to China and Southeast 
Asia. Expansion plans of RFA include the construction of 
powerful medium-wave facilities somewhere off the China coast, 
probably in Formosa. | 
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Last week the International Bank approved 
; LOA a loan to Yugoslavia equivalent to $28 

? million and a $10 million loan to Italy; 
and the Eximbank approved a $4 million loan to a Venezuelan 
cement company. The International Bank loans are both for a 
25-year period at 4-1/2% interest and the Eximbank loan is for 
five years at the same interest rate. ; 


sugcsiey Loan The IBRD loan to Yugoslavia, entirely in 
non-dollar currencies, will be used mainly for tinancing ‘the 


completion of development projects which have been started by 
the Yugoslavs themselves. The loan may improve the country's 
balance-of-payments position by as much as $60 million a year, 
partly by making possible larger exports of coai, metals, cement, 
and wallboard, and partly by reducing the need for imports. 

All of the development projects for which financing is included 
in the loan will be completed in 1953 and 1954. eee 


The loan, in pounds sterling; French, Swiss and Belgian 
francs; Danish kroner; Italian lire; and butch guilders, will 
provide equipment in seven basic fields: electric power, coal 
mining, mining and processing of non-ferrous metals, manufacturing 


industries, 
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industries, forest products, farms and fisheries produc- - 
tion, and transportation. The equipment will be purchased 
in Denmark, France,Italy, the Netherlands, Belgium, the 
UK, Germany and the US. The German purchases will be made 
possible through the purchase of deutschemarks with pounds 
sterling available to the Bank. Swiss francs will be used 
by the Bank to purchase dollars for the Yugoslavs to use 
in procuring materials in the US. 


Yugoslavia first approached the International Bank 
in 1949 for a loan. There were a number of obstacles from 
the Bank's point-of-view, but these have been cleared away 
as a result of two Bank missions to Yugoslavia and the co- 
operation of the US, UK and France through the tripartite 
program growing out of the London Conference in the spring 
of 1951. The first obstacle to 2 Bank loan was the Yugo- 
slav five-year plan itself which had been initiated follow- 
ing the war and assumed an integration of the Yugoslav 
economy with the Soviet bloc. The original five-year plan 
was overly ambitious and created a tremendous strain on 
Yugoslavia's resource availabilities. The pian has been 
revised to spread the total program over a longer period 
of years and to change the emphasis to lighter industry 
and investment in production capacities which should show 
Quicker results. in the Yugoslav balance-of-payments posi- 
tion. At the same time, Yugoslavia revised snd liberalized 
the economic structure of the country, with decentralization 
of control, freer domestic commerce, and moves to establish 
a freer market relationship between prices, wages, money 
supply, and exchange rates. 


The IBRD loan will be used on projects of prime 
importance in the revised investment program, which in- 
clude: 1) advanced projects requiring some few items of 
key equipment; 2) projects which will have immediate ef- 
fects on the balance-of-payments; 3) projects which con- 
stitute the basic framework on which the remaining sections 
of the investment program will depend; and 4) projects 
which will stimulate the cbememecees and delivery of 
agricultural commodities. 
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Before the loan was approved there were other obstacles 
which had to be cleared away. The Bank staff informed the 
Yugoslavs that, prior to the granting of a loan by IBRD, 
the Yugoslavs should have some assurances that their current- 
account difficulties would be settled, preferably by grants 
by other countries. Representatives of the US, UK and France 
mct in London in the spring of 1951 and recommended to the 
three governments a plan of assistance for Yugoslavia with 
varticular attention to grant aid to cover the current- 
account deficit un to June 1952, and a scheme to reduce the 
devpt-servicing burden during the next three to five years. 
(See page 3, June 11, 1951 issue.) The tripartite reper’ was sut 
mitted to and apvroved by the National Advisory Council and the 
International Security Advisory Committee in July 1951. The 
International Bank also insisted that the Yugoslav debt burden 
should be more rationally distributed and put on a longer- 
term ‘basis so as not to create undue pressures on the balance- 
of-payments. An essential part of the tripartite program 
is a revision of Yugoslavia's external debt vis-a-vis the 
three countries as well as diplomatic support for the re- 
vision of Yugoslav external debts with other countries. 
Another obstacle to a Bank loan was the need for European 
currencies in any loan to Yugoslavia. A large portion of 
Yugoslav exports are absorbed by Western Europe and hence 
Yugoslavia's debt-servicing capacity is greater vis-a-vis 
Europe than it is vis-a-vis the dollar area. Approval of 
the necessary countries therefore had to be obtained by the 
IBRD for use of a portion of their 18% subscriptions, making 
it = for the loan‘to be disbursed entirely in European 
currencies. 


italian Loan The loan to Italy, which has been under — 
consideration for more than two years and is the first made 
by the International Bank to that country, totals $10 million. 
It will cover the first year dollar import requirements 
growing out of Italy's ten-year improvement program for the 
economically backward and largely agricultural southern 
third of the country. 


The total cost of the ten-year development program 
is the equivalent of $1,600 million. About half of the : 
financing of the total development program will be used * 
for reclamation and irrigation projects, reforestation of 


mountain 3 
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mountain areas and farm improvements; about one-fourth - 

for resettlement under Italy's land reform program; and the 
remainder for building aqueducts, construction and improve- 
ment of rural roads, and to a lesser extent, the development 
of tourist facilities. The Bank felt that important social 
and political considerations were factors in justifying 

the loan. South Italy is both depressed and underdeveloped 
and, in undertaking an investment program in that area, 
Italy is attacking a problem which is of major significance 
both economically and socially, the improvement of which 
will contribute to social and political stability. Better- 
ment cf the lot of the rural population in the South will. 
improve morale there and help convince the population that 
it is not only the northern part of the country which benefits 
from reconstruction and rearmament programs. 


Ex babar poan for Venezuela The Eximbank has approved 
a loan of million to C.A. Venezolana de Cementos, a pri- 
vately owned company, to assist in financing external costs 
involved in a $12 million expansion program of its cement 
plant at Pertigalete, Venezuela, which will expand the Com- 
pany's capacity from 85,000 metric tons to about 480,000 
metric tons per year. The additional cement produced will 
assist such projects as the expansion of petroleum production, 
the rapidly exnanding iron ore development on the Orinoco 
River, considered vital to the defense program, as well as 
highways and public works projects necessary in the economic 
development of the country. 


The loan will be unconditionally guaranteed “by the 
Corporacion Venezolana de Fomento, a Venezuelan Government 
corporation which was set up to assist private companies 
and individuals in developing the national economy. 


With the cutback in the budget of Fomento the Venezuelan 
company requested Eximbank assistance in financing the pro- 
posed expansion program. In view of the favorable financial 
situation of the Company, the attractive outlook for sale of 
cement in Venezuela, assurance of a Government guarantee 
of the loan and the favoradle foreign exchange situation in 
Venezuela, the Eximbank will further explore the private | 
US capital market for participation in this financing. 


* * * 
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MUTUAL SECURITY ACT The Mutual Security Act of 1951 authoriz- 
ADOPTED BY CONGRESS ing military, economic and technical as- 

sistance to friendly countries was signed 
by President Truman October ll. The appropriation bill, which 
is expected to pass both houses. of Congress this week, will if 
the a rovisions of the House Bill are adopted, provide 
$7,482,790 of new money and $816,727,307 of funds previously 
appropriated but not yet spent. All the President's requests 
for specific purposes were granted except $45,000,000 for the 
US contribution to the United Nations Korean Rehabilitation 


Agency. However, unobligated balances of last years appro- 
priation for assistance to Korea continues to be available. 


Fund Provisions The House, (and it is expected that the 
Senate will approve) has authorized that funds be distributed 
as follows: | } 


Euro Milita Economic 
Near East and Africa $5,072, “1 7E 271 $1,022, 000, 000 





Asia and the Pacific 396,250,000 ‘ 160,000, ORE 
American Republics 535,250,000 237.155 866 
Total 8,150,000 


ecoececes: - 3 r) 9° 3 9 


A certain amount of leeway is given the President in the ad- 
ministration of the above funds as the legislation permits 
the transfer of not more than 10% of the funds specified in 
the above figures for each area to be used for the same type 
of aid in a different area. In the case of Europe, it is 
provided that up to 10% of the total appropriation may be 
transferred from military to economic assistance or vice 
versa. ' 


A restriction on the use of the funds is a provision that 
not less than 10% of the funds spent under the Economic Cor- 
poration Act be for loans rather than grants. This provision 
will apply to Europe and the Stem Program of Southeast Asia f 
and to any other area where the decision is made to use the l 
ECA Act, such as South Asia and the Middle East. Restrictions 
on the use of counterpart have been modified to remove the 
statutory prohibitions against use of the 95% portion in other 
than the country of origin and to postpone the date of final : 
distribution of balances to the date of termination of as- PA 
sistance. Counterpart provisions also provide that the equiva- g 
lent of not less than $500,000,000 of all counterpart generated 
must be used exclusively for military production, construction, ¥ 
equipment and materials. The Act also broadens the guaranty ! 
authority of the Economic Cooporation Act to cover any area where t 
assistance is authorized by under the Mutual Security Act agrinst ‘ 
certcin non-business ritcks such as expropriation ond converti-~ 
paasity. Proviston is ajso made for the purchase for dollars od 
local currency needed for aid programs. : 

/ “In , 
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In the case of economic aid funds allotted to Europe, an 
amount not to exceed $55,000,000 may be used to promote the 
production of strategic materials. A special provision is 
included in the section dealing with allocation of funds to 
Europe providing that a sum not to exceed $100,000,000 of the 
military allocation may be used for any selected persons who 
are residing in or escapees from the USSR or the satellites, 
including eastern Germany and the Soviet occupied section of 
Austria or any other countries absorbed by the USSR, either to 
bring such persons into elements of. the military forces of 
NATO or for other purposes determined by the President as 
useful to the defense of the North Atlantic area and the 
security of the US. A sum of $10,000,000 is usable from the 
economic allocation for Europe for assistance in the emigration 
of surplus European manpower, Since economic aid can be 
granted to any country in Europe which is receiving military 
aid, the European appropriation provides by inference for 
the provision of economic assistance to Spain and Yugoslavia. 


Greece and Turkey for the purposes of military aid are 
included under the provisions dealing with the Near East and 
Africa. Military assistance for Greece, Turkey and Iran is 
set at $396,250,000, although 10% of this amount can be used 
for any other country of the Near East area which the President 
determines is of defense importance. The language of the 
section pertaining to economic aid is broad enough to include 
the entire continent of Africa outside of Dependent Overseas 
Territories, and may be spent either in line with the pro- 
visions of the Economic Cooperation Act or the Act for Inter- 
national Development. in addition, up -to $50,000,000 is pro- 
vided for economic aid to Palestine Arab refugees and may be 
contributed either to the JIN or spent directiy by any US 
agency. . An additional $59,000,000 is provided for refugee 
relief and resettlement projects in Israel. It has not yet 
been determined who shall administer the Israel funds. 


In the case of Asia and the Pacific, military aid is 
gr:nted for the general area of China and tnis includes the 
Ph: iippines and the Republic of Korea. Except for the Republic 


ot Korea, economic funds for this area are to be spent pursuant | 


to the Economic Cooperation Act or the Act for International 
Development. | 


- Economic assistance for the: other American Republics is 
to be spent for technical assistance programs only. 


Other Provisions 
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Other Provisions To be eligible for aid sertain commitments: 
must have been agreed to with the US within 90 days. -. To ob- 

tain military aid the country must have agreed to promote in- 
ternational understanding, goodewill, maintain world peace, 

take mutual action to eliminate the causes of international 
tension, fulfill military obligations under agreements to which 
the US is a party, make full contributions to its own defensive 
strength and the defensive strength of the free world, take 
reasonable measures to develop defense capabilities and insure 
effective utilization of assistance provided by the US. To ob- 
tain economic or technical assistance for purposes other than 
defense, the recipient country must agree to promote international! 
understanding and good-will, maintain world peace and take mutual- 
ly agreed action to eliminate causes of world tension. Amend- 
ment of both ECA and MDAP bilaterals will probably be necessary, 
and maybe Point IV agreements. 


An anti-cartel provision is included in the new Act, the 
wording expressly stating that it is the policy of Congress that 
the Act should be administered so as to eliminate barriers and 
provide incentives to increased participation of free private 
enterprise in the development of resources in foreign countries 
and, to the extent that it is feasible and does not interfere 
with the achievement of the purposes of the Act, to discourage 
cartel and monopolistic business practices, and to encourage the 
development and strengthening of the free labor movement. 


Provision is also made to allow suits in US eourts for 
infringement of patents and compensation for know-how used in 
the assistance programs. The patentee or owner of know-how 
under this provision, is barred from injunction suits against 
individuals and may only sue the US Government. 


A@ministration of the Program The new law establishes a Direc- 
or for Butual security in the White House and a Mutual Security 
Agency (MSA) as the successor organization to the Economic Co- 
operation Administration to operate the economic aspects of the 
program. The Departmer:'t of Defense is primarily responsible for 
the military end items. State will remain responsible for Point: 
IV. The Act places in the White House the responsibility for co- 
ordination of MSA, Defense and State in this regard. Thus the 
former coordinating arrangement, ISAC, which was headed by State, 
is to be abolished. W. Averell Harriman has been nominated as 
Mutual Sccurity Director. In his new position Mr. Harriman will 
be responsible for supervision and genéraldirection of the Mutual 
Security Program and administer the Agency. He will also have 
the coordinating functions in the White House as Director. The 
new Agency must be placed into operation within the 60 days after 
the Director takes office, simultaneously with the abolition of - 
the Economic Cooperation Administration. 


* + * 
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ORTS T The Defense Production Agency has ine 

THE UK STEE formed the British that the US has 
' agreed to take certain steps directed 

at solving the critical British steel shortage, UK Finance 
Minister Gaitskell, in his recent Washington visit, stated 
that this steel shortage is the most urgent economic problem 
facing the UK at the present time (see page 2, September 10, 
1952 issue), and requested imports of 800,000 tons of finished 
steel from the US during 1952. 


The US will attempt to make available to the UK during 
the first quarter of 1952, 45,000 tons of ingot steel, equivae 
lent to about 35,000 tons of finished steels the eqhivalent of 
45,000 tons of fini shed steel from diyersion of US scrap in 
Germanys and 25,000 tons of finished steel from the Controlled 
Hateriais Plan allocation given to ECA and the Office of Inter=- 
National Trade as joint claimant agencies for foreign require- 
ments. In addition to this 105,000 tons of finished steel 
equivalent, we will make available ingot steel for the purpose 
of conversion into structural shapes, for export to the US. 
This will not be a net addition to the UK steel supply, but 
will be a source of dollars, ‘Coal will also be made available 
to the extent possible, ; : 


Since the US is also suffering from a grave steel shortage, 

the desire to help the British out in their difficulties 

poses certain domestic political and foreign relations problems. 

We have asked the British to export to us structural steel and 

‘some aluminum, but our requests were not on a quid pro quo 
basis. The British steel deficiencies have been considered 

on their own merits, and from the point of view of their ef- 

fect on defense production for the free world. The British 

have not been able as yet to give us an answer on aluminum, 





ituation We are encouraging 
the UK po opean sources of iron ore, 

and one of the main European sources is Sweden. However, in 

return for ore, Sweden will probably want coal, and the tK does ‘ 
not have sufficient coal to export to Sweden, The additional : 
required tonnages would have to be made up with US coal, a = 
procedure which raises problems of financing, shipping and 

strategic trading. Sweden is currently conducting trade ne- 
gotiations with Poland, and unless coal is forthcoming from 

other en will be dependent on Poland for filling Swedish 

coal needse : 


Another | 
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Another limiting factor in the solution of the steel 
problem is the ‘improbability of increasing exports of German 
steel to the UK. In addition to the tight coal supply 
situation and other restrictive factors, a scrap shortage 
may soon be another curtailing element in German steel 
production. We have already agreed to divert to the UK, 


our quota of German scrap allotted under the US-UK-German 
werep Agreement signed last month. 


The possibility of reducing US imports of steel from 
Europe in order to make greater quantities available to the 
UK is not considered feasible. DPA and ECA have made 

_ special efforts to persuade the European steel industry to 
maximize their exports to the US, and would be extremely 
reluctant to countermand those efforts. 





me * Ld 
‘TRAFFIC C The ‘recent International Civil Aviation 
? RN - Organization (ICAO) special meeting 


in Paris on the coordination of air 
traffic in Western Europe adopted broad recommendations on ° 
_ principles to be followed in the coordination of both civil | 
' ,and military air traffic and prescribed methods for apply- a 
ing these principles. The participating states--Belgium, ‘ 
Denmark, France, Italy luxembowr és the Netherlands 
Switzeriand, the UK ani the US--are.to submit to ICAO before 
December 15, 1951 their spepenale on airways ‘to implement 
the resolutions ‘on coordinated ir traffic control. These 
proposals will be distributed prior to the third ICAO 
European-Mediterranean Regional dir Navigation Meeting 
scheduled for February,-1952, and it As expected. that. an 
integrated and satisfactory plan for air 'traffie control 
services in Western Europe may be finalized at that meet- 
ing. The US was a participant in the’ Paris meeting because of 
its occupation status in Germany. . 


eee ee ree > ey 
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r The Netherlands Government reported 
to ICAO in May of this year that civil aviation in the 
.European Mediterranean region was facing increasing 
difficulties with respect to.air traffic control. The 
problem was intensified by the increasing:number of jet 
aircraft operations, the large number of danger and 
prohibited areas and the apparent lack of effective 
coordination in the establishment of such areas. It 
was proposed that ICAO study the matter and consider 
convening a special meeting to which military experts 
would be invited. Comments of the states concerned con- 
firmed the seriousness of the problem and the special 
meeting was convened on October 8. 


US Attitude The US agreed to the holding of such 
a meeting only with the erstanding that it would be 


short and composed of top-level representatives dedicated 
to the discussion of fundamental policy issues. We felt 
that the solution of the air traffic control problem 

lay initially in the area of national aviation policy 
coordination, within the several countries themselves, 
and that this should be effected before looking further 
into the area of international technical policy nego- 
tiations. Therefore, we maintained that only policy - 
decisions should be reached at the special meeting with 
technical details to be worked out internationally at 

the forthcoming European-Mediterranean Regional 

Air Navigation meeting. Our delegation was instructed 
that there was urgent need for agreement at a policy 
level as to the objectives to be gained through co- 
ordination of air traffic control and that the require- 
ments of both civil and military operations must be con- 
sidered in establishing an over-aii solution which would 
provide the maximum use of the air spate consistent with 
security, safety and efficiency. Assuming that there 

is sufficient airspace over the area to meet the require- 
ments of military as well as civil aviation and assun- 
ing that the European countries are willing to collaborate 
in its use for their mutual benefit, we felt that it 
should be possible to agree upon general principles as 
a guide for the more efficient and economic use of 
airspace in Europe. ‘ 
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Recommendations After reviewing the problems aris- 
ing in the use of airspace in Western Europe by both 
military and civil air traffic, the meeting recommended 
that recognition be given the equal rights and importance 
of military and ‘civil aviation in peacetime in matters- 
of airspace usage, with due regard for the fact that 
certain geographic areas of the airspace are of greater 
imvortance to either military or civilian aircraft. The 
need for organizational improvement and maintenance of 
coordination between military and civil traffic in order 
to enable a common usage of the airspace was recognized, 
as was the necessity to avoid an exclusive allocation 
of particular parts of the airspace for either civil or 
military purposes except in extraordinary instances. 


It was recommended that controlled airspaces be 
established which would in most cases take the form of 
a suitable network of airways in accordance with certain 
prescribed specifications. The International Air Trans- 
port Association's "Proposals of Controlled Air Routes 
in Europe" is to be studied closely by states concerned 
during the remaining preparatory period before the | 
European-ilediterranean Regional Air Navigation meeting. 
A specific chart contained-in this document was accepted 
at the Paris meeting as.a broad statement of the opera- 
tional requirement from airline operator members of IATA 
for an airways network in Europe. That chart is to be 
used by participating states in conjunction with others at 
contained in the document for further airways planning. ; 
It was recommended that an air traffic advisory service es 
be provided along air routes on which the frequency 
of movement is considerable but does not now justify 
airways, with a view to the establishment of airways |. 
when conditions warrant. .It was further recommended that 
states establish as soon as possible improved air traffic 
control systems for their civil and military air traffic 
or maintain combined systems and establish close liaison 
between military and civil air traffic control units at 
adjacent aerodromes. Furthermore, states should solve 
nationally, and when necessary internationally, in accord- 
ance with local needs problems of departure and approach Pe 
procedures in order to safeguard the operation of the con- 
templated air ways and the safety of flight along the i 
contempleted air routes. This should‘be done without undue | 
inconvenience to either civil or military traffic. 


It 
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It was agreed that the states in applying the recommendations 

should m.intain continuous liaison among themselves to ensure 

coordinated action protecting the interests of doth civil and 
military air trafic and should make no final decisions on the 
loc: ticn of airways or air routes at the national level until 
they have b2en coordinated with the plans of states in adjacent 
regions into which the affected routes woild project. The 
participating states are to initiate bilateral and multilateral 
discussions with neighboring states with a view to resolving 
outstanding problems concerning the coordination of civil and 
military air traffic prior to the forthcoming European- 
Mediterrnacan air navigation meeting. 


* * * 


E & resolution which would have 
authorized the Secretary of Commerce 

to transfer to the Government of 
South Korea title to not more than 50,000 tons deadweight of 
war-built vessels suitable for the coastwise and intercoastal 
trade of South Korea was not reported out’ of the Merchant 
Marine ond Fisheries Committee of the House of Representatives 
before the r-cent adjournment of Congress. The Committee 
stated that it took no action on this resolution because of the 
lack of cooperation on the part of the Republic of South Korea 
in sending scarce metals, particularly tungsten, to the US.. 
The Senate passed the legislation on October 1 of this year 
and referred it .o the House of Representatives at that time 
for further action. 






The Defense Transportation and Storage Committee of the 
Office of Defense Mobilization has for the present postponed 
its plans to initiate legislation providing for the charter of 
war-built vessels to the Japanese Government. The Committee 
is now contemplating <« broader approach to the problem, possibly 
permitting the charter of war-built vessels not only to the 
Japanese Government ‘but to certain other Governments as well. es 


* * * 
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ENCE HELD The recently con- 
iN ON cluded migration 

conference held in 
Naples under the auspices of the International Labor 
Organization adopted a resolution to establish a Consulta- 
tive Council of Migration for Europe, with power to take 
cecisions, consisting of representatives of the interested 
governments. Aithough no vote was recorded against adop- 
tion of the resolution, Canada, the US, Sweden, Argentina 
ard Australia abstained, the US taking the position that 
organizational questions should be deferred for the present. 
Congressional sentiment against the centering of inter- 
national migration activity within the ILO, because of its : 
sateliite membership, was the primary reason for this US F 
position. | 








The US recognizes the need for further consultation 
among governments to promote, stimulate and support | 
internationai action to facilitate migration from Europe. 
we do not believe, however, that such consultations should . 
result in group decisions that recommendations or sugges- 
tionc as such should be made to governments. Rather, we 
pr2fer that there-be informal study of the needs and 
opportunities for such migration and to encourage coun- 
tries to take action on a multilateral or bilateral basis. 
Furthermore, we believe that migration should be taken | 
into account in all development programs undertaken through 
international .organizations. We also objected to the 
establishment of common costs and an international secre- 
tariat. However, ihe US position was not found acceptable 
by the majority of the participating countries. 


_ The program adopted provides that the Council of : 
Migration should make use of the services and facilities : 
of UN Specialized Agencies and arrange for representa- 
tives of international organizations in an advisory capa- 
city at its meetings. Appropriate arrangements would be 
instituted to ensure that full use is made of the know- 
ledge, experience and organizational resources of the 
non-governmental organizations. The Council is to ! 
apvoint an executive committee and also a secretariat : 
drawn from the technical staff of the ILO and other 


international 


t 
|. 
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international agencies. It is to make recommendations 
to member governments to secure the necessary funcs 
for its own operating expenses, and also for the ex- 
nandea activities of the international organizations 
which it recommends and which cannot be financed by 
she existing budeets of those organizations. The 
resolution also provides for setting into operation 
without delay a limited experimental transport progran, 
under a small anc efficient board from the interested 
countries which are willing to contribute to this pur- 
pose. The ,vimary purpose of the transport program 

is to ensure, with a minimum of delay, assistance to 
those persons who are ready and able to migrate, but 
who lack the necessary funds for transportation. 


We fear that the assumption by the new Council, 
without UN authorization of cver-all coordinating 
functions regarding international action to facilitate 
migration is likely to interfere seriously with future 
action by ECOSOC. : 


During the meeting the US delegate expressed the 
strong continuing interest of the in the problem 


and our readiness to cooperate with other governments > 


in the development of-a plan to increase the flow of 
emigrants from areas of surplus vopalation in Europe 

to areas where immigration could make a useful contribu- 
tion to national development. In a positive step, our 
Gelegate noted that the first requirement appeared to 

be emergency intergovernmental arrangements to maintain 
in operation vessels already converted for migration 
purnoses by the International Refugee Organization, which 
failing international action, will be lost to migration 
purposes with the termination of the IRO within the near 
future. The US expressed the hope that it will in the 
near future be in a position to take the initiative in 
calling a meeting of governments interested in making 
provisional arrangements to maintain these wesseds din 


operation. | —_ 

The Mutual Security Act, recently ©i:nei by the 
President, specifically sets aside $10 ‘lion for a US 
contribution to an interim arrangement for she movement 


of migrants. 


* *- * : 
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CONGRESS APPROVES FUNDS FOR The appropriation bill for the 
THE MUTUAL SECURITY PROGRAM Mutual Security Program for fiscal 
1952 as sent to the President 
provides for $7,328,903,976 for military and economic aid in 
cluding $100,000,000 earmarked for economic, technical and 
military aid to Spain. The Senate, in acting on the appropri- 
ation bill, approved a cut of 5% in the funds previously voted 
by the House but these cuts were restored in conference except 
for a 5% cut in European military aid. The conferees accepted 
the Senate allotment of $100,000,000 for Spain which was not 
in the original House bill. The conferees dropped a Senate 
provision which would have prohibited aid after December l, 
1951 to dependent areas of recipient governments that violated 
treaty rights of the US. This provision was designed to help 
Americans doing business in Morocco. The House Conference 
Manager stated that in eliminating this provision, the bo 
conferees took note that the Moroccan question is now pending = 
before the International Court of Justice and expected that 
this action would be brought to a conclusion as expeditiously 
as possible. The breakdown of funds, exclusive of the Spanish 
appropriation, which is not broken down as between military 
and economic funds is as follows: 





ee ete eee ewe 


Milita Economic 
Europe (exclusive of Spain) $4,BI3,B52-457 $1, 058-000-000 
Near East and Africa 396,250,000 160,000,000: 
Asia and the Pacific 535,250,000 237,155,866 |, 
American Republics 8,150,000 21,24 i 
Total 5. 708,502} THO, 501, 
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ECAFE HOLDS TRADE The most noteworthy aspect of the recently 

PROMOTION MEETING concluded ECAFE Conference on Trade Promotion | 
was the effort by the Soviet delegation to 

win over friends among the business sectors of the participating 

countries. The Soviet delegation postponed its departure to : 

meet members of the Singapore Chamber of Commerce to discuss : 

trade with the USSR. Similar meetings were reportedly held 

with the Indian and Chinese Chambers of Commerce in Singa- 

pore. The chief of the Soviet delegation offered to accept , 

orders for lathes, electrical generators, and transport, in- : 


dustrial ond textile manufacturing equipment. He is also reported, 


‘ to 
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tc have offered light industrial equipment, agricultural imple- 
ments, cement, fertilizer, timber and consumer foods. 


The meeting was attended by approximately 130 delegates 
_ representing 24 member and associate member governments with 
official and non-official observers from five additional 
governments. ‘The primary discussion within the conference 
itself was on methods of improving trade promotion machinery, 
both governmental and non-governmental, and methocs of ex- 
panding trade. ; 


The Soviets stressed the desirability and necessity of 
economic inter-change between different economic systems, and 
put emphasis on the desire of the USSR to trade with all areas 
on the busis of mutual advantage and national interest. Heavy 
play was given to the ability of the USSR to export capital 
goods to this area and the need of the Soviet Union for the 
area's raw materi.1ls. Efforts of the Soviet delegation to in- 
clude a condemnation of the US defense program in the final 
report were defeated. 
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TBYAN FINANCIAL The UN Libyan Monetary Conference, 
N LOPM2NT PROGRAM which recently concluded its fifth 
session in Geneva, agreed to recon- 
mend to the Libyan Government draft laws for the organization 
of two agencies to earry out the finaneing of economic and 
social development programs and projects in Libya. In attend- 
ance were experts from the US, UK, France and Italy, from the 
staff of the UN Commissioner in Libya and the technical staff 
of the UN Food and Agriculture Organization. Egypt, although 
it sent observers to previous meetings, did not attend the last 
meeting, stating that any assistance for Libya must be provided 
on an international basis. The meetings were held in connection 
with the study of financial, monetary and economic development 
matters relating to Libya after the attainment of its political 
independence before January 1, 1952. The draft laws are subject 
to ratification by the Libyan Government after it achieves its 


independence. | 





: During a previous meeting on cur- 
rency arrangements it was recommended to the Libyan Government 
that there should be established a Libyan Currency Authority 
composed of a British chairman, two_Libyan members, two British 
nationals, an Egyptian national, a French national and an | 
Italian national. The Egyptians have now withdrawn + + 
from the Currency Authority. Principal duties of the Currency 
Authority would be: 1) to mint coins and print notes; 2) to 
protect unissued stocks of currency and prepare, protect and 
cancel plates for printing notes; 3) arrange for the issue of 
coins and currency notes, and cancellation and destruction of 
notes; 4+) to establish currency reserve funds; 5) to credit 
reserve funds with currencies received against the issue of 
notes and coins; 6) to establish a currency fund profit and 
loss account; and 7) to invest the funds of the Authority in 
securities of or guaranteed by the Governments of the countries 
in which the Authority maintains currency reserve funds. 


Libya has chosen to join the sterling area and it was 
decided that: 1) currency should be backed 100% by sterling; 
2) currency should be redeemable in sterling only but with the 
Currency Authority authorized to redeem it:in other reserve 
currencies in emergencies when those currencies are not readily 
available for sterling; and 3) Libya should adopt the principle 
of non-discrimination among foreign countries in commerce, | 
investment and exchange transactions. ) 


‘Recommended 
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Recommended Organizations At the latest meeting, draft 
laws were prepared recommending the establishment of: 1) a 
Libyan Public Development and Stabilization Agency; and 2) a 
Libyan Finance Corporation. The two agencies woulc aim at 
promoting economic and social development in Libya and raising 
the standard of living of the Libyan people. . 


The Libyan Public Development and Stabilization Agency 
would have two functions. In the performance of public develop- 
ment it would provide funds for nonerevenue bearing investments 
in the fields of education, health, transportation, water re- 
sources, and public utilities. In the performance of economic 
stabilization, it would buy up foodstuffs during years of bumper 
crops and release these to the populace in times of poor harvests.’ 
It would also provide relief payments during times of falling | 
income. A stabilization agency is of particular importance to f 
Libya, where almost all of the national income is derived fror: iz 
agriculture and where périodic droughts coming in three to four 
numb cycles virtually ateed all crops and decimate livestock 
numbers. 


a decided that, in conformity with the structure of 
the draft Libyan Constitution, financial assistance to Libya 
should be channeled through the Federal Government. funds for 
the Libyan Public Development and Stabilization Agency, there- 
fore, would be made available to the Libyan Government which 
would, in turn, make them available to the Agency. As now 
planned, capital segnsreaeee es be met from annual grant 
aid cont ributions of foreign countries concerned ‘in the welfare 
of the new country. These contributions are to be divided on 
a 75-25 ratio between development and stabilization until the 
latter fund reaches one million pounds. Subsequently all addi- 
tional installments will go to development, except at such times | 
as the stabilization fund falls below the one million pound mark. © 

The Libyan Finance Corporation would operate along invest- | 
ment banking lines and engage in making loans .in the productive | 
sector of the economy, to private business and to self-liquidating 
public projects. It would ‘lend money at appropriately low inter- : 
est rates on more generous terms than those offered by private i 
investment organizations. Loan terms can de adjusted so as to |. | 
avoid any adverse impact on the Libyan economy. As a result, . 
it is recognized that the corporation probably will sustain 
losses during its early years of operation. 
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The Finance Corporation would also be cavitalized by sub- 
scriptions of interested governments. In this case, however, 
the subscriptions would be regarded as investments, with some 
oromise of dividends, rather than grants. The total authorized 
capitel for the Finance Corporation is to be limited to one 
million vounds. at 


Management of the Ins t The provisions for manage- 
ment are similar in the two draft laws. Each contributing coun- 
try would be represented on the managing boards of the two 
organizations by a director whose voting strength would be pro- 
portional to his country's contribution. Libya will be repre- 
sented on the voard of the Libyan Public Development and Stabili- 
zation Agency by a director whose voting power will be equal to 
that of the director of the country making the largest contribu- 
tion, but Libya's contribution will be limited to supplying 
physical faciiities for the institutions. Although Libya will 
not have a vote in the directorship of the Finance Corporation 
the latter's lending program will be subject to the apvroval of 
the Libyan Governmer:. 


The two organizations will, under the provisions of the 
draft laws, closely coordinate their efforts. This is necessary . 
to eliminate duplication of effort, and to assure that. public 
development activities stimulate the maximum amount of vrivate 
development. Coordination will be carried out both in planning 
anc execution of development work. Representatives of such 
bodies as the United Nations Libyan Technical Assistance Program, 
and/or the International Bank, and the US Point IV Program for 
Libya (LATAS, Libyan-American Technical Assistance Service) will, 
under the provisions of the draft laws, be invited to participate 
in their meetings in an advisory capacity. Each organization ae 
will be permitted to avail itself, on agreed terms, of the s 
assistance of the services of such experts and technicians as aig 
may be proviced to it or to the Libyan Government by inter- ; 
national or national agencies concerned with the economic and 
social development of Libya. Such arrangements would assist. 
not only for coordination purposes but also to keep overhead Be 
costs at a minimuun. : 


US Position Although the US believes thet the establish- 
ment of the two agencies appears to be #6 supporting and we 
recommend that they be established by the Libyan Government, we 


are not able, under existing legislation, to contribute to or 
become a member of these agencies. We have instructed our UN 
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delegation to point out that, in spite of our present inability 
to sup »vort the Libyan economy through these agencies, we will 

be making substantial contributions to that economy for similar 
objectives. We would welcome the opportunity of serving on the 
advisory committee of the boards of directors and will instruct 
our representatives under the assistance program to work closely 
with the two a.-neies anc whenever possible to assist them in 
carrying out projects which are eligible for US aid within the 
linits of the TCA program. 


Sunnort by Other Nations Commitments on assistance made 
so far are: Italy, $1, ,000 for the proposed agencies in 1952; 
UK, $1,200,000 for the proposed agencies in 1952, 100% sterling 
backing required for the new Libyan currency and the cost of the 
government's annual deficit. The US will spend in Libya approxi- 
mately #1,000,000 annually under Point IV. France has not yet 
named a figure, but is planning to contribute to Libyan aid. 











* * 2 
REPORT ON 2CO ouTC The general economic situation in Iran, «3 
SITUATION Ii although deteriorating rapidly since the ig 
inception of the oil crisis, has not yet - wae 
reached the proportions of a major disaster. Barring wide- aan 


spread crop failures, it is possible that an economic breakdown Sy 
and serious social unrest from general economic cases can be re 
avoided for some months to come. | a 





Present economic conditions throughout the country (as. ae 
opposed to the future outlook) are not much worse than in normal Be: 
years. The economy of Iran is still predominantly agricultural bie. 

and last year‘s crop was good, with this year's prospects not Pas 
far below normal. In the non-agricultural sectors of the economy, | 
general unemployment has been running at no more than slightly 
above average c<rd price levels have been maintained at a fairly 
jevel rate. There are a number of restrictive factors in opera- 
tion. Due to prevailing political and economic uncertainties, 
business and industrial activity has slowed down. There is a 
large backlog of unpaid government obligations, such as to con- 
tractors and growers which is gradually working back through 

the eccnomy and reducimg purchasing power due to unpaid wages — 
and lowered income from tthe sale of agricultural products. In 
addition, the unemployed oil workers who are still receiving 
wages are unproductive and represent a fertile field for agita- 
tion. These factors are potentially dangerous, but due to the 





agricultural 
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agricultural nature of Iranian society, their full impact has 
not as yet been felt and perhaps can be. avoided if the govern- 
ment were to start receiving oil revenues shortly. 


The financial picturc is not as favorable . Even before 
the cessation of government receipts from oil operations, the 
Iranian Government was incurring a chronic budget deficit esti- 
mated at approximately 100-150 million rials a month, or between 
$3 and $5 million at the legal exchange rate. In addition to 
the ordinary budget deficit, the vayroll for oil workers will 
reguire between a 130-140 million rial outlay a month, with an 
additional 75-100 rials a month necessary for the Seven Year 
Plan Organization, if that group continues as presently conten- 
pleted. The tota: monthly deficit is therefore between 305 and 

CO million rials. At official rates this is between $9.5 and 
12 million. . 


For the year ending March 1951, Iran received 64% of its. 
total foreign exchange earnings through the operations of the 
Ancio-Iranian 011 Company. Of the sterling equivalent -of $115 
million arising from oil operations. $59 million was received 

' by the Government in royalties and $56 million from sales of . 
rials to the oil company for its local expenditures. As of the a ae 
latter part of August, the Bank Melli, the central bank of Iran, — rf 
held only about $53 million in free foreign cxchange of which’ 
$28 million was in sterling. Foreign exchange liabilities, on hy 
the other hand, total $76 million. 


Until recently, Iranian legislation required the Bank 
Melli to maintain 160% reserve for its note issue. Recent 
legislation and Bank Melli internal accounting have permitted 

the transfer of the entire amount of sterling held by the Bank 
Melli's Issue Department, i.e. $46.8 million, to the Banking 
Department. The rial equivalent of this was.supposed to be | 
devoted to the Plan Organization, to the Agricultural Bank and 

to other Government uses. A substantial part has already been 
used for ordinary government expenditures. Although $150 million 
in golc and dollars is stated to be held as note cover, after 
deducting the gold and dollars held in Moscow and the iur sub- 
scrinvtions, there is only about #123 million in gold held as 
note cover. This could theoretically be made available for 
exchange puyments, but grave political and psychological, as nae 
well as economic problems are involved. Another unfavorable | oan 
factor for the financial situation is the action taken by the =a 
UK to cease the further convertibility of Iranian sterling into 


dollars, 
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dollars, and to prohibit the export to Iran of a list of essen- 
tial goods, iiciuding the important one of sugar. The British 
also require that all sterling payments to and from Iran be sub- 
ject to vermission of the UK Treasury. The British state they 
wiil use this order only in such a way as to allow all trans- 
actions except conversion into dollars and payment and receinvt 
of sterling by Iran in respect of oil transactions. There are 
indications that this restricticn may be expanded to include 
certain scarce materials. | 


In an attempt to raise funds the Government passed leris- 
lation authorizing an internal loan of two billion rials but it 
is not expected that this will bring in any substantial amount. 
The Government has also taken other measures to increase its | 
revenues and reduce its expenditures. These include instruc- 
tions to cut non-salary expenditure by 15%, the imvosition of | te 
higher customs duties on certain imports, higher taxes on ciga- bs 
rettes and alcoholic beverages, an increase of 50% in customs | 2 
duties on automobiles and 32 on electrical equipments. (Our f° 
Embassy has been instructed to protest the action on increasing ‘ 
customs duties as a violation of the US-Iranian trade agreement ) 

Consideration is also being given to a capital levy. Further 
reforms include provision that no government employee is to 
receive a salary for more than one job at one time; no new ¥ 
government employees are to be engaged excent technical personnel; [-. 
no salary increases during the current year, except in certain | 
lower salaried brackets, restrictions on putiding and on > | 
government-owned ctomobiles. It is too early to evaluate the : 
savings tnat might result from these reforms but it is not ex- ba 
pected that they will be of any great benefit. : be 





Iran has requested a drawing from the IMF of an amount 
equalling the 25% of its quota, i.e. the amount paid in goid to 
be drawn in equal installments over a five month perioc. The fs 
US Executive Director has been authorized to approve this me 
drawing of $8.77 million. 


Recently the Iranians have been negotiating a new trade 
agreement with the USSR and attempting to retrieve the Iranian 
gold and dollars still held in Moscow. A new draft trade agree- 
ment has been accepted by the Iranian Economic Council and has 
been forwarded to the Council of Ministers for approval before 
going to the Iranian: trade delegation for negotiation. No 
details of the agreement are as yet evailable. 


* * * 
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This weekly publication is designed to highlight developments in the eco- 
nomic divisions of the Department of State, and to indicate the economic prob- 
lems which are currently receiving attention in the Department. It is suggested 
that copies be retained on file, as reference will sometimes be made to previously 
reported items to avoid repetition. 


Document Security Instructions 


This document should be treated in accordance with current instructions 
regarding security measures for SECRET material. Extreme care should be ex- 
ercised to avoid public or private discussion of the information herein with or in 
the presence or hearing of any person not authorized to have knowledge thereof. 
For general purposes all classified Foreign Service Officers and other responsible 
economic officers are authorized to have knowledge of the contents of this docu- 
ment, responsibility for the safekeeping of which will be assumed by each recipient 
thereof. It may be retained in protected files or, at the discretion of the recipient, 
destroyed by burning. If not personally disposed of by the recipient, he will 
assure himself that it is burned in the manner prescribed for SECRET material. 
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The contracting parties to the General 
Agreement on Tariffs and Trade (GATT) ended 
their sixth session at Geneva October 26 
with decisions taken on a number of important questions. br 
great importance to the US was acceptance of our proposal 
that the US and Czechoslovakia be allowed to terminate their 
obligations to each other, the vote being overwhelmingly affirm- 
ative. GATT has developed into a forum in which problems re- 
lating to international trade are discussed in a spirit of 
frankness and cooperation. For example, the US was taken 
severely to task for its recent import restrictions on cheese 
as was the UK on the purchase tax question and Belgium on its 
discriminatory application of certain taxes. All three govern- 
ments conceded that they were violating the rules of the GATT 
and indicated that they were attempting to revise their laws 
or practices. | ) 


Among the most significant actions taken were: 1) considera- . 


tion of disputes arising under the operation of the Agreement, 
including the granting of the US request for the right to sus- 
pend obligations between the US and Czechoslovakia, hearing 
complaints against Belgian restrictions on imports of goods 

from dollar areas, and hearing complaints against US restric- 
tions on imports of certain dairy products: 2) establishment 

of an ad hoc committee to handle urgent business arising be- 
tween the sixth and seventh sessions as e means of strengthening 
and improving administration of the Agreement; 3) adoption of 


procedures for conducting tariff negotiations without convening _ 


full-scale conferences of all contracting parties; 4+) prepara- 
tion of a draft international convention to facilitate the im- 
portation of commercial samples and advertising material, as 
well as draft recommendations on documentary requirements for 
importation of goods and on consular formalities, which reconm- 
mendations, if adopted ®y governments, will represent important 
practical steps toward realizing the objectives of the Agree- 
ment; and 5) preparation and publication of ea report on dis- 
criminatory quantitative restrictions maintained for balance- 
of-payments reasons. | 4 





Thirty-four contracting parties were present and observers 
were present from Korea, the Philippines, and Uruguay, which 
have negotiated but not yet taken the final steps to become 
contracting parties, as well as observers from nine other 
governments and five international organizations. During the 


session 
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session the Federal Republic of Germany, Peru, Turkey , and 
Austria became contracting partics following signeture of 
the Torquay Protocol. The next session is tentatively set 
for early June 1952. 


S on of In accord- 
ance W our request, the contrac parties adopted a dec- 
laration that the US and Czechoslovakia would be free to sus- 
pend the obligations of the General Agreement with regard to 
each other. Measures taken by either government under the 
declaration would not, however, in any way modify the obli- 
gations of that government to the other contracting parties. 
We asked the contracting parties to recognize the general 
deterioration of relations between the two countries and 
the fact that the situation made it impossible to fulfill 
the obligations of the General Agreement. The final vote 
was 24 for the resolution, with Czechoslovakia voting against, 
and four abstentions. The contracting parties agreed inforn- 
ally that the US had done the right thing in bringing the 
matter before the contracting parties before taking action, 
and appreciated the fact that the matter had been presented 
in such a way as to cause a minimum of difficulty for the 
other contracting parties. On September 29, the US delega- 
tion informed the contracting parties ‘that the US invoked 
its right under the declaration and suspended immediately 
its obligations with respect to Czechoslovakia under the 
General Agreement. On October 2 the US announced that after 3 
November 1, US concessions made in trade agreements would be 
suspended with regard to imports from Czechoslovakia and on 
October 25, Czechoslovakia announced its intention to in- 
crease its tariffs on US goods on end after November 1. 


n 5 Ag 5 The Nether- + 
lands, Denmark, a perce | France, 
Canada, and Fisland watered —, that the he quantitas tative 
restrictions on importation of certain dairy 
the US, which this Government imposed under suet Seotion toh 
of the Defense Production Act of 1950, had caused them 
injury and had-nullified benefits granted to them ander 
the General Agreement. They, along with other delegations, 
considered this a serious violation of the Agreement ond 

urged the US to take prompt and effective action. anit a 
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The US delegation peinted out that the Executive Branch 
of the US Government was vigorously urging repeal of this 
Section and asked the contracting parties to allow_a reasonable 
time for completion of Congressional consideration of the 
matter before taking action, and that this incident not be 
interpreted as a basic change in US policy. Our delegation 
requested postponement of discussion of the matter pending the 
outcome of repeal action but indicated willingness, should the 
repeal efforts be. unsuccessful, to enter immediately into 
appropriate consultations with interested governments. During 
the course of the session, a-bill to repeal Section 104 was 
introduced in the Senate and hearings were held by the Senate 


Committee on.Banking and Currency. When, due to the pressure - 


of business, the Senate did not take action on this bill. 
prior to adjournment, the Canadian delegation introduced a. 
resolution which stated in effect that the contracting parties 
be counselled to afford the US a reasonable period of time to 
rectify the situation at the next session of Congress and 

askeé the US Government to report not later than the opening 
of the seventh session on the action it takes... This resolution 
did not prejudice the right of any contracting party to seek 
redress, but the US delegation made it clear that.in our yiew 
this resolution could not be interpreted as granting. any country 
the right to take unilateral action in this regard. ...+/. --: 


Belgian Restrictions on Dollar Importe .Dhe Belgian. . 
delegation describe measures, inc ne restrictions on 
importation of goods from the dollar area, which the Belgo- .. 
Luxembourg Economic Union had taken early .in September in | 
order to reduce its extension of credits to the countries in. 
the European Payments Union, The Belgians asserted that 
continued extension of such credits would jeopardize the 
financial health of Belgium and pointed out -that the ree - 
strictions on imports from the dplilar area were an integrél. 
part of a whole program Jdesignef to deal. with the problem. . 
US and Canadian delegations expressed. great concern over the 
action, not only because of its effect ‘on imports from ‘their © 
countries, but also because of the effect it might have on “ 
the future Gevelopment of “the General Agreement. One of the 
basic principles of the Agreement “is that restrictions of this 
kind are justified only when “the Dalatee-or- ‘position 
of the country imposing them is unsatisfactory, whereas 
Belgium had made no attempt to justify its restrictions on 
this basis. 





In 
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In summarizing the situation, the chairman pointed out 
that although Belgium considers that it is acting within the 
terms of the General Agreement, the United States and Canada 
feel that Belgium has departed from the provisions of the 
Agreement. Although any government. holding that view may 
initiate proceedings for redress, the chairman urged that 
countries in a position to exercise that right give the matter 
careful consideration before doing 80. He suggested that the 
contracting parties note the various statements and not 
pursue the matter further at this session, in view of the 
Belgian statement that the Belgo-Luxembourg Economic Union is 
not altering the fundamentals of its economic policy, that 
it intends to abide by the rules of the General Agreement, 
and that the dollar restrictions may be removed in the near 
future. The US is now considering what further action, if any, 
should be taken in this regard, ! 


Balance-of-Payments Restrictions on the basis of replies 
received trom a que SETOnnaire on import restrictions. spplied 
for balance-of-payments reasons and the discriminatory 
application of such restrictions, the’ contracting parties 
prepared a report reviewing the quantitative controls situation. 
Twenty-three countries reported that they are applying re- . 
strictions to redress their balance-of-payments difficulties. 
Nine reported that they have no such import restrictions : 
in effect, and two did not report. The report states that, F. 
although all countries cannot move at the same pace, a | 
number of them should now be able to take definite ‘steps 
toward further relaxation of restrictions and reduction of 
discrimination. The contracting parties also made pre- 
parations for the third annual report on discriminatory 
application of quantitative restrictions and developed pro- 
cedures for consultations in March 1952 in cooperation with 
the International Monetary Fund, with those countries still 
applying such restrictions. International Monetary Fund 
reports on exchange restrictions in Haiti and in Indonesia 

in 1951 were accepted. It was agreed that Burma should 

have until ‘the opening of the seventh session to become a 
member of the Fund or to enter into a special exchange agree- 
ment with the contracting parties. 
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Relaxation of Barriers on Commercial Samples and Adver- 
tisi cting on requests o e Internationa amber o 
Commerce and the UN Economic and Social Council, the contract- 
ing parties approved for circulation among governments a draft 
international convention designed to facilitate importation 
of commercial samples and advertdsing material. Also approved 
were two draft recommendations, one op documentary require- 
ments for importation of goods and the other on consular 
formalities. Wide-espread adoption of uniform regulations 
governing importation of samples and advertising material, and 
the elimination or simplification of documentary requirements ' 
and consular formalities in connection with movement of goods 
will help to reduce barriers to trade. It is expected that 
the comments of the contracting parties and of the International 
Chamber of Commerce will be circulated before the next 

session of the contracting parties and that revisions made 
necessary in the light of these comments will be made at the 
seventh session when it is hoped that the convention will be 
opened for signature. 


Administration of GATT Acting upon a proposal made by — 
Canada at the ritth session for a permanent committee to 
ensure more effective administration of the General Agreement, 
the contracting parties established, for the period between _~ 
the sixth and seventh sessions, an ad hoc committee for ~~ 
agenda and intersessional business. The committee will con- 
sist of representatives from 15 contracting parties, with .° 
the chairman of the contracting parties as chairman of the. 
committee. The committee is to meet several weeks before the: 
opening of the next session to do preparatory work on the ~“- 
agenda. It will also meet as necessary to consider unforeseen 
urgent matters arising between the two sessions. The US is 
now giving consideration to its representation on this 
committee as it is felt that the level of our representation 
may well set the tone of ‘the smportance and functioning os 
this group. Coe te Mil. di ee le Le 

Our eriginal proposal for putting ‘the GATT ; etateil trenton 
under the UN, with a standing cemmittee to service the con- * 
tracting parties both between and durisig Sessious, met with< 
strong opposition. We decided to withdraw the proposal,. as | 
we felt exertion of pressure on this matter might prejudice | 
the outcome of other vitad issues. However, we reserved the | 
right to further examine the proposed and to bring it up a | 
again at the seventh session. y 


Another 
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Another important measure designed to make the General 
Agreement more workable is a flexible procedure, which was 
adopted at this session, for conducting tariff negotiations 
among contracting parties and with conntries desiring to accede 
to the Agreement, without convoking fullescale tariff confer- 
ences, A government. not party to GATT, may indicate that it 
wishes to enter into negotiations with contracting parties with 
a view to acceding to the Agreememt. The contracting parties 
will be notified and each contwegseng party will be expected 
to advise within 30 days for within 60 days should any con- 
tracting party so request) whether it has any objections to 
that government's entering into negotiations with a view to 
accession, and whether it would wish to participate should 
the negotiations take place. The primary difficulty with re- 
gard to this proposal was that the British wanted to make sure 
that the proposed procedure for interim negotiations would not 
make it possible for negotiations to be started by the Japanese 
without there being an opportunity for the contracting parties 
to express their views. This objection was met by a provision 
that if there is objection by three of: the contracting parties 
to such negotiations with a non-member, the matter wiil be 
deferred until the next GATT session. However, in case of 
urgent necessity, a special session of the contracting parties 
could be called. : 


The problem of disparities in: the levels of European 
tariffs, raised earlier at Torquay, was again discussed at 
this session. .4n intersessional working party, previously 
set up to study this problem, was continued and was charged 
with the broader task of studying oposals designed to reduce 
tariffs generally on a world-wide basis. This extension of 
the group's terms of reference allows it to consider a French 
proposal for multilateral tariff reductions of 30 per cent over 
a three-year period, the reduction to be based on the weighted 
average level of protection afforded each main branch of eco=- 
nomic activity. ; 


Qther Items A report of an intersessional working party 
was approved which-had found no conclusive evidence that the 
US had violated GATT in withdrawing certain concessions on > 
women's fur felt hats under the “escape clause” provision in 
Article XIX of GATT. The report recommended that DS keep 
the matter under review. ’ 


A Liberian request was granted for authorize to 
renegotiate certain Liberian concessions with the the 
Benelux countries, and France, provided further investiga- 
tion reveals the necessity for such negotiations. 


Problems 


BEST COPY AVAILABLE 











DECLASSIFIED FOR PUBLICATION IN FOREIG 
RELATIONS OF THE UNITED STATES ; 











CONFIDENTIAL | 
Problems connected with the UK purchase tax and cer- 
tain Brazilian internal taxes, which had been discussed 
at previous meetings, were reported on and retained on 
the agenda for the seventh session. Meanwhile, the UK 
delegation stated that it is the intention of its govern- 


ment to eliminate the oss aetamaal aspects of its pur- 
chase tax as soon as possible. r. 


Nicaragua's entry into a free-trade area with El 
Salvador was approved and a report received on the cus- 
toms union between Southern Rhodesia and the Union of 
South Africa. — 


France withdrew, for the present, a en for 
authorization to negotiate with the US adjustments in | 
certain concessions negotiated: at Geneva on various items ~ 
in the tariff of French West Africa. Italy was authorized 
to continue special customs treatment of certain Libyan 
products imported into Italy, pending final consideration 
of the question at the seventh session. , | 


Protocols “At the close of the session tue protocols, 
relating to the schedules of concessions annexed to the 
General Agreement, were opened for signature by the con- 
tracting parties. One provides for incorporation in the 
Agreement of concessions conducted in August 1950 be- 
tween the Federal Republic and the Union of South Africa - 
The other incorporates results of certain negotiations 
begun at Torquay but not completed before the end of. 

the conference and a number of other. agreed seenell 


The deadline of October 21 for signing of the 
Torquay Protocol was extended for Brazil, Denmark, © 
the UK, Korea, and the Philippines. Uruguay, ‘which 
negotiated both at Annecy and Torquay, but which has 
not yet signed either Protocol, was granted an extension 
for the signing. of both. i 
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CMC REP( The recently issued report 








IN ECO! of the UN Collective Measures 


. Pag Committee (CMC) constitutes 
the first systematic attempt by the United Nations to survey 
the whole field of collective action to be taken in the event 
of actual or potential aggression.. Consideration of the CMC 
report will be a major item at the sixth session of the General 
Assembly which opens in Paris this week. The document as a 
whole, and in particular its military sections, reflects to a 
considerable degree the views of the US Government. Our dele- 
gation, therefore, expects to take a leading part in securing 
Assembly approval of the report, extension of the CM fora 
year, and a general strengthening of the UN in the collective 
security field. 3 | , . co | 3 : 


The report, which represents a; consolidation of the reports 
of three subcommittees, contains separate recommendations for 
political measures, economic and financial measures, and mili- 
tary measures. Since an over-all summary. is contained in the 
October 24 issue of Current. Foreign Relations, the paragraphs 
below are devoted entirely to the section of the CMC document 
concerned with economic end financiel, meagpres.:- «+. , 


‘The chapter:-on economic and financial measures recognizes 
the impossibility of formulating a detailed program in advance. 
Some countries, it admits, are. virtually: 4mmune to the effects 
of economic measures, ‘Others are highly: viinerabie.: ’ The — 
most vulnerable countries are those: which are highig Geveloped 
and, at the same time, significantly depandent on international 
trade. Even a highly deweloped country: may. be relatively in- 
vuincrable to economic: measures if it possesses its own food 
resources, has a comparatively full complement of raw materials, 
anc has its own technical and scientific-resources. A&A group of 
contiguous territories,clesely essoriated econtaically end 
acting in concert, is cleariy’ iebs ‘wulnerabdle than any of them 
acting alone. iJn’sach ‘eases, the efficienty of sanctions main- 
tained for a period of .years,a@may. tend to diminish in the course 
of time because of defections among. fhe: stetes.participating 
in the sanctions, and the fact that states subjected to sanc- 
tions tend to redirect their economies so as to lessen the in- 
pact of the sanctions. Nevertheless’, a realization that aggres- 
Sion will be swiftly met by collective measures is likely to 
have a deterrent effect on a potential aggressor. 
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Types of EecEonec Measures The types of economic 
measures discussed in the report include: total or selec- 
tive embargoes on the commodity trade of the aggressor 
(exports as well as imports); the banning of some or all 
financial transactions with the government or nationals of 
the aggressor; the prohibition of physical communication 
with the aggressor; and the blocking or vesting of funds 
or property. 









A total embargo of-e s to the aggressor is de- 
scribed as the primary and genera t effective economic 
sanction since it can be invoked quickly ar 
effectively. The most obvious form of selective emba 
the denial of arms, ammunition, and implements of war. The 
arms embargo will handicap most the relatively underdeveloped 
countries which, although not particularly dependent upon i 
food and raw material imports, lack manufacturing facilities. | 
Items such as oil and transport equipment should also be f 
considered for selective embargo. 


Embargoes on exports to offending countries are designed 
to strike directly at the supplies needed to support aggres- a 
sion. Embargoes on imports from such countries hit indirectly ras 
by restricting what is usually the chief means of financing , 
purchases. Import embargoes therefore must also be considered. 


wryrs — 
‘, 


Financial measures such as the withholding of loans 
and credits, suspension of payments to an offending country, 
sterilization of its gold resources and blocking of its ex- | 
ternal assets all tend to limit the offending country's 
oppor vents see to acquire supplies from abroad or finance 
other activities. ey also serve to prevent illegal acqui- 
sition or looting of property of an invaded country, or use 
of illegally acquired assets. | 


. me 


Controls over shipping, aircraft, and other means of 
transport and communication, like financial measures, may de 
employed to increase the effectiveness of trade controls. 


coord -netige comm < tee Recompendat tons In view of the 
impossibility of advance tlueprinting o e measures that 


ought to be invoked in any given case, the CMC report recon- 
mends that an ad hoc coordinating committee be established : 
immediately upon a Security Council or General Assembly finding 


; : of 
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of a threat to the peace or an act of aggression. This 

committee should be in continuous session for the duration 

of collective action by the UN in order, inter alia, to: 

a) receive and study reports of actions taken by cooperating 

states; b) coordinate action related to the adoption and 

application of economic and financial measures; c) arrange 

for the analysis and interchange of information; and d) make 

recommendations as to controls that might be applied and, 


when requested, define the scope of embargoes and other 
prohibitions. 


Meanwhile all UN members should place themselves in 
readiness to implement collective economic and financial 
measures promptly and efficiently. 


r S While it is recognized that 
the costs of collective measures will fall very unevenly on 
cooperating countries, no rules for sharing these costs 
are suggested. The report states, however, that equitable 
sharing of the costs of collective measures should be a 
corollary of collective action. This might include the pro- 
vision of alternative markets for embargoed goods, the-pro- 
vision of alternative sources of supply :for goods formerly 
imported from the aggressor,.and financial assistance. ° - 


Measures designed to deter or weaken am aggressor 
have their counterpart in measures designed to strengthen 
the victim. In the economic field, these would normally | 
involve the transfer of supplies, services, or purchasing: 
power, depending on the requirements of the country in = - 

uestion and the nature of the aggressive threat which it- 
aces. : NY “© 


Thus, the report, while introducing relatively little 
that is new, analyzes and brings together in organized 
fashion for. the endorsement of the United Matéons, :the 
full range of economic: measures availabie for. meakening * - 
an aggressor or assisting the victim of .ageression. - 
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This weekly publication is designed to highlight developments in the eco- 
nomic divisions of the Department of State, and to indicate the economic prob- 
lems which are currently receiving attention in the Department. It is suggested 
that copies be retained on file, as reference will sometimes be made to previously 
reported items to avoid repetition. 


Document Security Instructions 


This document should be treated in accordance with current instructions 
regarding security measures for SECRET material. Extreme care should be ex- 
ercised to avoid public or private discussion of the information herein with or in 
the presence or hearing of any person not authorized to have knowledge thereof. 
For general purposes all classified Foreign Service Officers and other responsible 
economic officers are authorized to have knowledge of the contents of this docu- 
ment, responsibility for the safekeeping of which will be assumed by each recipient 
thereof. It may be retained in protected files or, at the discretion of the recipient, 
destroyed by burning. If not personally disposed of by the recipient, he will 
assure himself that it is burned in the manner prescribed for SECRET material. — 
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There is deep concern both here and in 
France on the dangerous deterioration 





of the French financial situation during 
the past two months, The deterioration has been so rapid 
that it threatens France's ability to carry out its expected 
share of NATO military commitments, as well as the financial 
Solvency of the country itself. This comes at a time when 
the French are preparing the budget for 1952 and the 
psychological effect on French officials has been most 
damaging. 


From a large surplus position in the Buropean Payments 
Union two months ago, France’ is now in a serious debit 
Position. The drain on its gold and dollar reserves has 
weakened the financial structure of the country and this, 
together with general speculative activities, affected 
both the internal price structure of the country and its 
foreign exchange position, The drain on gold and dollar ree 
serves has been so intense and the strain on the economy 80 
severe that the government is contemplating a reduction in 
dollar imports for fiscal 1951/52 from the: present level of 
about $1 billion to $500 million or lesse A reduction of this 
magnitude would involve extremely serious consequences for ‘the 
French economy and, in turn, for the French rearmament efforts 
While it is too early to determine the effect on France of 
the recently announced British program for reducing imports 
from Europe, it can be expected to have an adverse effect on 
the French balanceeof-payments, Any reduction in the favorable 
trade balance which France has had with the UK will make 
even more acute the problem of the very large deficit which 
France has been running with the sterling area as a whole 
as a result of raw materials imports. : 


Confronted with this situation, France has indicated 
that without US assistance it would not be able to proceed 
with its contemplated defense contribution, To enable 
France to take the necessary risks in connection with financing 
of the rearmament program, we are prepared to make a firm 
allocation of US economic aid of up to $170 million for fiscal 
1952. This is the figure which was used in estimates for . 
economic aid to France in testimony before Congress on the 
Mutual Security Program, It is, of course, subject to 
adjustment, depending on the results of the es now under 
way by the NATO Temporary Council Committee and Financial 
and Economic Board. Final decisions on aid can be arrived 
at only after such multilateral findings, but we feared that 
uncertainty as to aid and amounts could result in France 








taking 
action which in the long-run would be injurious to NATO interests. 


In 
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In making available the sum of $170 million to France, prior 

to the adoption of the French budget for 1952, we hope to be 
able to relate qur economic assistance, and pnerha»vs dollar earn- 
ings from other accounts, to the character and amount of the 
French defense vrogran. | 
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In adcition to the allocation to metropolitan France, we | 
have received a request for supplementary economic aid in support — 
of French operations in Indochina. ‘The French Cabinet has adopt- 
ed in broac outline, an over-all budget for Indochina for 1952 
and has suggestec several ways in which the US could be of as- 
sistance, While we have not received a request for a specific 
amount of aid, the French indicated in September that they were 
thinking of economic aid in the amount of $+50 million. 


The past several months has also witnessed an inflationary 
wave throughout France.. While there does not appear to be an 
excess of budget expenditures over government receipts during 
the first half of 1951, this is probably due only to the fact 
that France has not yet. gotten fully under way on the rearmament 
program. Black market dealings-in- gold-anc dollars have increased 
substantially, with dollars reaching the -highest rate -in two 
years. __. BM 2 GSR 3 YL: ea°lS*. £6 em 
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Prices have in recent months resumed the upward trend of last 
spring and both wholesale price and cost-of-living indices 
have increased faster and further than in the UK, Switzerland, 
Italy and Belgium. Through-the first half ‘of 1951 the import 
price index has increased more than that of export prices: To 
cover the wide discrepancy between actual costs and established 
prices, the government plans to use 26 billion francs for sub- 
sidies for coal, secondary cereals, fertilizers and newsprint. 
A recent wage increase, which boosted purchasing power by 35 
billion francs montiily, has largely been offset due to the — 
price increases. Labor, ‘relatively quiet so far, has not : 
hidden ite dissatisfection @né all ‘labor groups are protest- 
ing the inadequacy of wage ‘increases end givine supvori 
to pending legislation ing for en escalator wage-price 
agreement. The goverment ,“4on the other hand, believes such | 
an arrangement woult merely “4ncreese the inflationary aspects 
of the economy and hopes to submit a substitute b with pro- 
visions giving better guararftees to workers but - ing the 
econonic ‘instability aspects: of an psoaiator arrangement, . 
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US PCSITION ON While the subject of inter- 
FOR THE CONTROL OF governmental action to control 


prices during the current defense 
period is not on the General Assembly agenda, that issue is 
expected to arise during the present sessions, and a US | 
position on the subject has been prepared. Its recommenda- 
tions fall into two categories, the first relating to pro- 
posals for action to curb inflationary |e during 
the present emergency and the second relating to proposals 
in regard to longer-term problems. 


In general, we will enumerate the action taken by the 
US to alleviate inflation and will urge other nations to 
take similar action. We will not support any proposal 
looking toward an international agreement to freeze raw 
material prices or their relationship to manufactured goods. 
We are willing to consider suggestions for stabilizing raw 
material vrices by intergovernmental commodity agreements 
in individual commodities, although producing countries i> 
have not sought such: agreements in many commodities. We t 


consider impracticable and undesirable any proposal suggest- 7S 
ing an agreement to stabilize the purchasing power of coun- . B 
tries producing raw materials. : = 


Froposals for Present ypereeney The US will affirm 

its determination to take all feasible measures to curb 
inflation during the present emergency period, including 
price controls on goods for export as well as for the domes- 
tic market, credit controls, fiscal measures, conservation 
of materiais in short supply, and increasing productive 
capacity. Our delegation will urge all UN members to insti- 
tute adequate measures, including fiscal and credit controls, 
to restrain inflation ‘and regulate the prices of exports 

and domestic products. In this context, we will call upon 
the Secretary General, in conjunction with the International 
Monetary Fund or whatever other intergovernmental agencies 
he may deem appropriate, to analyze the country reports sub- 
mitted at ‘the twelfth ECOSOC session on measures taken to 
curb inflationary pressures, and to recommend to the next 
ECOSOC session those methods which governments can use to 
curb inflation. We will point out that the reports sub- 
mitted can serve no useful purpose unless analyzed, and the 
cooperation of the Fund is particularly ap ropriate in view 
of the obstacles that inflation poses to achievement of 
the Fund's goals. 
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Action Taken by the US in the Present Emergency The 


US has adopted inflationary controls which have tended to 
stabilize prices in the last eight months. US wholesale 
prices since the Korean outbreak have not risen percentage- 
wise as much as in some Western European countries and in 
various other countries of the world. US price controls 
apply not only to commodities sold domestically, but also 
apply to exports, so that foreign purchasers obtain the same 
advantages as domestic purchasers. The US is also carrying 
out policies affecting the availability of goods which have 
an important effect on prices. These include the Control!o4 
Materials Plan, participation in the International Materiz.s 
Conference, and procedures attempting to assure that essen- 
tial foreign neeads for capital goods are met through US ex- 
ports. Our delegation mey urge other governm ts to insti- 
tute similar controls, pointing out that the average prices 
the US is forced to pay for raw materials in world marxets 
have risen much more sharply since Korea than the prices 

of our exports. | ) 





plative L ams It is ex- 
pectec at other countries, particularly 2 under-developed 
ones, again will raise the issue of the susceptibility of 
raw material prices to fluctuations, and the maintenance of 
purchasing power of the reserves of countries producing raw 
materials. In this connection, reference may be made to 
the Secretary-General's report of July 1951. This st 
entitled: “Relation of Fluctuations in the Prices of Pr 
Commodities to the Ability of Under Developed Countries to 
Obtain Foreign Exchange", showed great fluctuations in the 
prices of primary commodities and concluded that these are 
difficult to combine with steady development programs". 
We do not endorse all of the conclusions of this report. 
However, we do not challenge the general conclusion that 
raw material prices have a tendency to fluctuate or 
a wider range than the prices of manufactured goods. We 
realize that this tendency creates serious difficulties for 
producing countries, especially those underdeveloped coun- 
tries which are largely dependent for Foreign exchange on 
exports of a small number of raw materials. 


We 














ry 


DECLASSIFIED FOR PUBLICATION IN FOREIGN 
RELATIONS OF THE UNITED STATES | 








re. -..«e-—— eye eS as ee ~ oo . * tee ~~ 
Pec . ? 
~ ta . . > 
. * be v 
“ ye Py an Ad. Pane “S 
’ ' . » .* 








RESTRICTED BEST COPY AVAILABLE 
= 


We will not lend our support to any proposal looking 
toward an international agreement to freeze either the 
general levels of world raw material prices or their rela- 
tionship with the prices of manufactured goods. Proposals 
of this kind present what appear to be insuperable practical 
difficulties, which even if surmountabie, would be highly 
distasteful to the US.: They would require a complete revolu- 
tion of our ideas as to the necessary function of competition 
and private enterprise, and would probably recuire the estab- 
lishment of an international super-authority to balance the 
world's accounts. Furthermore, there is no objective cri- 
terion for determining the proper relationship between the 
price of a civen raw material and a given manufactured 
product. The problem of a base peetes for all commodities 
would be almost insoluble. It also seems highly improbable 
that agreement could be reached among the raw material pro- : 
ducing countries themselves as well as among the manufactur- 
ing countries, as to a formula to use. In addition to this, : 
there would remain the even greater hurdle of obtaining 
agreement between the two types of countries. The-special 
problem of maintaining the purchasing power of reserves 
is already under stady by the Inter-American Economic and 
Social Couneil and by the Economic Commission for letin _— 
America, which is calling upon a group of experts.to report 
on the matter as applied to Latin-American-Eurovean relations. 
In our opinion, it would be advisable to await the conclusion 
of these studies, although our delegates should refer to the 
Saeeit the US has already taken toward stabilizing price . 

evels, 


The US is willing to eonsider suggestions for stabiliz- 
ing raw material prices by intergovernmental -commodity agree- 
ments in individual commodities, although commitments on 
particular commodities should be avoided. The US may decide 
to accept or even propose changes in Chapter VI of the ITO 
Charter; for example, changes which would remove particular 
obstacles io the conelusion of commodity agreements for 
stabilization purposes. However, the -reconsiceration of 
Chanter VI would take time. Commodity agreements, in any 
event, might not provide a solution to the problem of raw 
material prices, since there has been little pressure on 
the part. of vatican for —— in ee commodi- 
ties. 
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NAC APPROVES The National Advisory Council has approved of 
FUND CHANGES two proposals of the Managing Director of the 

International Monetary Fund (IliF) for making 
Fund resources more readily available to member countries 
so that the Fund can play a more active role in assisting 
its members to solve current financial problems. These 





proposals would substantially relax the Fund's polities by —- 
permitting rather free use of the Fund's resources: 1) up 

to the amount of a member's quota represented by gold payment, 
and 2) for meeting short-term needs. These proposals are now 
being considered in the IMF. 


The first proposal would permit drawing rights for a 
member up to the point at which the l‘und's holdings of its 
currency reach 100% of its quota. If a member has paid 25% 
of its quota in gold, the drawing right will amount to 25% . 
of the quota. Countries having paid in less gold will have 
proportionately smaller drawing rights under the scheme. 

This revision of Fund policy is based on the opinion that a 
member should enjoy relatively free access to the foreign 
exchange resources (gold) it has contributed to the Fund. The ie: 
Fund's recent experiences with the automatic repurchase 75S 
mechanism have been encouraging, since several countries made 
large repayments to the Fund in gold and dollars. It is there- iy 
fore believed that normal fluctuations of members’ reserves will 
provide for eutomatic etree to the Fund of the amounts of cur- ; | 
rency available under a limited relaxation of the present 

Fund criteria. About $350 million is available for drawing 
under this proposal. | 


The automaticity of the drawings will be limited by the 
fact that the Managing Director will review each request 
fcr a drawing within the amount of the gold payment made to , 
the Fund by a member. He will refer to the cutive Board 
only those requests for drawings of more than five percent 
of the quota or those not exceeiiing that emount to which he ‘in 
might perceive an objection. In for a drawing the i 
member must agree to consult with Fund not later than 
the eri of three or four years (as oppose to the five to 7 
eight year period now reguiref) to arrange a schedule of 
repurchases to be completed not later than five years from i 
the date of drawing. The benefit of the doubdt will be given. 
to members where there has been a previously satisfactory 
experience respecting repurchase, and particularly in the case 
of a 5% drawing. | ; 
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The second proposal would make it clear to members that 
short-term credits of less than 18 months can be obtained to 
meet seasonal or other very temporary situations, however, such 
drawings would be accompanted by special repurchase undertakings 
by the member countries. Thus a member may be granted this 
kind of accommodation even if it is ineligible for an ordinary 


drawing. 


These proposals have been accompained by a suggested 
revision of the Fund's schedule of charges which would reduce 
the cost of short-term use of the Fund's resources but 
sharply increase the cost of longer-term: use of such resources. 
Under the new arrangement, also approved sad the Nac, the 
transactions charge will be reduced from 3/4% to 1/24 in all 
brackets. In the first bracket, that is, where the member's 
currency held by the Fund amounts to not "more than 25% in 
excess of its quota, the »eriod of use of the Fund's resources 


“without charge will be extended from three to six months, but 


the rate for the period of six to twelve ° will be 


raised to 1% in piece. of the previews 1/2%. Thereafter,- the 


rate will rise by 1/24 at semi-annual instead of annual 
intervals, In all other brackets, that is, where Fund holdings 
of a member's currency amount to more than "25% but not more 
than 50% in excess of the quota, and on each additional amount 
of 25% in excess of the quota, there will be no charge for 


the first six months. . For longer periods the rate will become 


gradually higher because of the rise of 1/2% in the rate at 
semi~annual instead of annual intervals, — 


Obligatory consultation on reducing the Fund's hoid 
of a member's ‘currency will take place whenever the —* 
charges: reaches 3-1/2% instead of the - ous 4%, . 
the period after which consultation will begin will po B at 
the end of two to four years instead of: five to eight years 
as presently in effect. This conforms with the US desire to 
assure that a drawing of a Fund member will be repaid after 
a specified period of time rather than at an indefinite time 
which, under the. Fund articles, . “agra eed Gepents on — 
in the member's reserve position, - : . 


* ° « . 
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INTERIM PROCEDURES FOR .W. Averell Harriman, Director of 
MUTUAL SECURITY PROGRAM Mutual Security, has established 
interim procedures for the mutual 
security program for the immediate future so that it may be 
carried on without interruption. The arrangements are 
designed to make the best use.of available personnel while | 
the Director's independent staff is being established and 
are subject to revision after further consultation with the & 
agencies involved. All overseas missions have been advised 
that existing procedures and agency functions are to continue 
unchanged for the immediate future. -The Chief of the Diplomatic 
Mission, as representative of the President, will continue to 
be responsible for assuring coordinated US positions and for 
such general direction as may be required. All existing organ- 
izational arrangements at the European regional level will also i 
remain unchanged pending further study, 3 


A clear distinction will be maintained between Mr. 
Harriman's responsibility: for the supervision and general direc~ 
tion of the over-all Mutual Security Program, which will be 
carried on with the assistance of a small staff in the Executive |. 
Offices of the President, and his responsibility as head of the *3 
new Mutual Security Agency... The transfer of functions from pS. 
ECA to the new MSA is to be completed by December 29, 1951. | 
In accordance with 


the enpiig+_Aand shane EBL EBS of ‘the International Security af- 


fairs Committee was terminated by Executive.Order and in its ne 
place a Mutual Assistance Advisory Committee (MAAC) has been | 
established by Mr. Harriman under the chairmanship of his to 
Assistant Director for programs, Lincoln Gordon. Represented ; 
on the committee are State, Defense, Treasury, the Office of ; 
Defense Mobilization and the Economic Cooperation Administration. | 
The committee will consider major issues involving more than 3 
two agencies. To the extent practicable it is planned to avoid 
permanent subcommittees but-rather to establish ad hoc groups 

to deal with specific questions. - SRS | | 


Basic Proctap Decisions he 4nterim procedure states . 
that Office of the ector will be responsible for making, . 
obtaining from the pe gg om | or otherwise assuring decisions 


on those questions which m necessarily precede the formation 
of definitive final programs as well as on preliminary decisions 
or planning assumptions on such questions as may be necessary 
to permit orderly program development, such as the use of 
authority to transfer fands within titles; the areas or countries 
in which aid is to be ded in the form of loans and the 
amounts thereof; and extant and mature of bilateral agreement 
which must precede the provision of assistance. 
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es The interim program procedures are 
designed to provide for the maximum decentralization of 
responsibility consistent with the effective execution by. 
the Director of his responsibilitiea, as well as a minimum 
of bureaucratic process. It is ‘emphasized that, in the 
development and execution of programs, there should be a full 
and free interchange of information among the several agenciese 
The agency which has the primary responsibility for the. 
development or execution of e program is to assume responsibility 
for consulting with other agencies on matters within their 
spheres of interest, providing the Director with a program 3 
which has been fully coordinated, Differences of views between 
agencies are to be fully reported to the Director.: The 
State Department will continue to be concerned with the 
political implications of all programs vr®posed, and will review 
all programs prior to their submission to the Director. ar 
The Department of Defense is primarily responsible for the - 
development of programs for military assistance and ECA is ae 
to review and comment upon the economic implications of programs ~ 
for those countries in which a complementary program of economic 
assistance is to be provided.- ECA’is primarily responsible . 
for development of programs for provision of direct ate : 
economic aid, showing the amount of aid proposed as nt BP ge Fae 
as loans, the assumptions end-estimates .upen- which euletions 
were made, the level of defense expenditure it is estimated ‘the - 
aid will enable the recipient Nee ee to Spee, and oe pro~ 
posed uses of counterpart. — } | f ts paar 


‘2. be. A 


. 


ECA will be pr‘mar4 ana | for developing a Plan for. . 
negotiation with each Title I country, doing so in 
junction with the Departments of State and Defense ‘and wi thease 
Context outlined by the Office of the Direttor, - These plehs will 
set forth the location ana timing of negotiatibn;- the military, : 
political, and economic odjectives; the extent end nature of 
Lomettmente 4 proposed as conditions precedent to aids and the’ | 
extent and nature of commitment” Which At is proposed to make with 
respect to the provision’ of aid. -After these piens have been ~ 
approved by the Director for Mutual Security*the primary responsi- 
iiity for conduct of bilateral*negotiations ‘outside the TS Talis 
upon the US Ambassador in-each county pho ‘Bhall assure a. 
coordinated participation by politivel, -ecenomit and military 
representatives as appropriate.” “Btate-Ghenneis ‘of “ceamanicar” 
tion are to be used. 


With regard to functional Seondbie assistance ander 
Title I (such as strategic materials), the Director will estad- 
lish the form and procedure for ‘the submissions —. Sonsulte~ 
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With regard to programs for economic and technical 
assistance under Titles II, IIi and IV, ECA is to develop and 
submit programs to the Director for approval of those countries 
where it is to administer the program and the Department of State 
for those countries where it will do so. It has been decided 
by Mr. Harriman that programs in India, Pakistan and Iren 
shall be handled by the Technical Cooperation Administration 
of State. These programs will show an illustrative breakdown 
of total funds by general project categories, the number of 
experts required for e7-ch category, and a justification for 
the proposed program. 


It is intended that agencies ‘responsible for extension 
of approved programs, as@ga general rule, shall have freedom 
to’ deviate from the approved plans provided the deviation does 
not reflect any change in the basic program objectives or 
involve provision of aid in an amount greater than the total 
figure approved for the country or functional program as 
approved by the Director. In particular cases of special 
importance or political delicacy, a more limited authority to 
deviate from approved programs miay be required, ~ 


| Hutuae Gogce Segurdty kdvisory Comitise Public Law 213 
"The Mutual Defense Assistance mtrol Act. 


attle act)" 

vests in the Director for Mutual Security certain authority 
with respect to coordination of security export controls. 

He will advise the President in regard to several provisions — 
of the law and make certain determinations after full and 
complete consideration of the views of the appropriate agencies. 
To advise him in this regard Mr. Harriman has established a 
Mutual Trade tog Advisory Committee on which will be 
represented State, Treasury, Defense, Commerce, the Office 

of Defense Mobilization, ECA and the Central Intelligence 
Agency. A subcommittee "will be set up at the staff specialist 
level which can prepare staff material and deal with most 

of the technical problems. The President has determined 

that the Secretary of State shall continue to carry out - 

his responsibilities in other economic defense fields as was 
previously determined by the NSC. {See page 1, April 9 and. 
page 1, October 8 issues.) The Secretary and the Director . 

are to establish arrangements which will assure coordination 
in this regard. 
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TIFTH PAN-AMERICAN The 16 countries which attended the Fifth 
TIGHWAY CONFERENCE Pan-American Highway Congress recently 
held in Lima recognized a need for greater 
continuity of .effort on problems. of highway development through- 
out the Western Hemisphere. Committee mac was therefore 
set up to facilitate completion of the 12,000 mile Pan-American 
Highway: and to work toward the coordination of highway develop- 
ment throughout the Americas. Committee gepors must be sub- 
mitted by July 1, 1952 for circulation by the Pan American 
Union to all 21 Republics and to Canada before the extraordinary 
meeting of the Congress scheduled for October 1952 in Mexico 
ity. é 


The three committees will consider: 1) organization of 
a technical association of national highway departments and 
‘related problems, chaired by Argentinas; 2) financing of un- 
completed portions of the Pan-American Highway with emphasis 
on the utilization of the resources of countries directly af- 
fected, under Mexico chairmanship; and 3) planning and progranm- 
ming of highway development including the organization of effi- 
cient highway departments, chaired by the US. The Pan-American 
Union has been requested bo provide secretariat services. 


Thomas H. MacDonald, US Commissioner of Public Roads, . 
will chair the third committee. It will be called together 
early in 1952 to make recommendations on principies.to be fol- 
lowed by each country in plann highway systems necessary 
for improved economic development. This committee must also 
consider proposals for establishment of an efficient highway 
department in each country. ‘ * 









The committee on organization of a technical association 
of national highway departments and related problems is expected 
to meet in Buenos Aires in February 1952 to consider a charter 
for the proposed new association and the advisability of re-— 
visinp the charter for the periodic Congresses. An officer 
of BN tceae of Public Roads will represent the US on this 
co ee. 


The committee on finance is res e for determining 
ways and means of financing the completion of the entire Pan- 
American Highway from Alaska to Argentina. Its work will in- 
volve @frough study with industrial and technical 
officials from the international and d field, of the 
best means of utilizing resources of countries directly affected 


| In 
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In adjition, it was respjyed that an ad hoc committee be 
appointed ly IA-~ECOSOC to study special problems related to 
the eompl:: sion of the unfinished 20 erfions of the Inter- 
Amepican iighway from Reseacss to Panama inclusive. It is 
hoveg tha: arrangements can be made for this committee to 
operate u:sder Mexican chairmanship also, thereby insuring 
coordination between the two groups concerned with financing 
commletica of the highway. 


The Congress also recommended that all countries con- 
cernec ~.atify the road traffic convention of 1949 promptly 
and that standardization of highway signs and signals in the 
Western Hemisphere await the forthcoming report by the UN — 
committee of experts. Resolutions were also adopted on 
numerous technical items Benes isia2 to the improvement. of 
highway standards. 


| Officials participating in the work of the highway 
Congress regardec as important the evident desire of 
delegations , attending to expedite development of the program 
in one year‘s time and thus to make-up for the eo edad hiatus 


which has existed.since the fourth Congress.in 1941, . +, 
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This weekly publication is designed to highlight developments in the eco- 
nomic divisions of the Department of State, and to indicate the economic prob- 
lems which are currently receiving attention in the Department. It is suggested 
that copies be retained on file, as reference will sometimes be made to previously 
reported items to avoid repetition. 


Document Security Instructions 


This document should be treated in accordance with current instructions 
regarding security measures for SECRET material. Extreme care should be ex- 
ercised to avcid public or private discussion of the information herein with or in 
the presence or hearing of any person not authorized to have knowledge thereof. 
For general purposes all classified Foreign Service Officers and other responsible 
economic officers are authorized to have knowledge of the contents of this docu- 
ment, responsibility for the safekeeping of «hich will be assumed by each recipient 
thereof. It may be retained in protectec ~ « or, at the discretion of the recipient, 
destroyed by burning. If not personally disposed of by the recipient, he will 
assure himself that it is burned in the manner prescribed for SECRET material. 
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BRITISH NSZD FOR us The US is giving serious consideration 
AID BuikG STUDIED to the neea for extending economic aid 

to the UK. While our presentation to 
Conzress on the Mutual Security Program assumea that economic 
assistance to the UK woule not be necessary this coming year, 
we recognizec taat this decision might have to be reconsidered 
in the light of future cdevelonments. Zvents of the vast few 
montas indicate that the British economic ~osition will be 
seriousiy weakenec wnless.dollar aid is received. The amount 
of eco,omic aic being discussed among US oificials at the moment 
is #300 million. ; 


Together vith some of the Continental countries, the UK 
finds itself with a much greater ceficiency in its balance-of- 
payments as @ whole and in its dollar position in particular 
than was exvectec last spring when the revised defense progran 
was undertaken. Gains in industrial »roduction in 1951 have 
barely been up to expectations and the increase in total re- 
sources has not been sufficient to pay in greater export volume 
for the increased cost of imports. . This in +urn has aggravated 
an internal inflationary condition, since there is insufficient 
nroduction to sunoly all the competing demands at home for in- 
vestment, consum td n and rising defense costs. 


UK Meas sures The critics] British sitvation was. presented 
to us during the September visit of Gaitskell, Chencelior of 


the Exchequer under the Labor Government. The present British 


Government, faced vith what the new Chancellor of the Exchequer 
has descri as a “threat. of national era a has an- 
nounced several drastic measures which it is é will result 

in an annuel saving of 350 million pounds sterling. This sum 

is not, however, sufficient of itself to wipe out the anticipated 
trade deficit. ‘These measures include a.slash in the import 

of fooc and manufactured ‘materials anc a cut.in the annual aliow- 
ance for travel abroad. ‘The first-step under this —— has 
been the revocation of open general licenses for imports 
from Europe and other non-sterling areas. Import licenses will 
be’ introduced for a selected list of commodities and a quota 

for each of them will be set on the dasis of imports during tae 
12 months preceding June 1951. The: cut in the importation of 
rationed foods will amount: to about- one-fourth of Britain‘s 

total private food imports.: It will wover canned hams and meats, 
sugar, canned fruits.and vegetables and muts. ‘These import cuts 
will atfect the economies of ‘many of the countries of Western 
Eurove, enpecielly rae i which i eats heavaly to the uk. 
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To cvrb internal inflation, a program for tightening un 
of domestic credit has been introduced. “Bank rate" has been 
increasec from 2¢ to 2-1/2% and. a new 2% discount rate on 
Treasury Bilis has been introduced. Plans are under way for 
a new excess nrofits tax, a reduction in the floating Geot, a 
series of shori-tern funding operations. and an increase in 
tne rate oi interest on advances by the ‘central government to 
local authorities. There is to be a halt for three months on 
all new building orofects excent housing. and rigid economies 
within government o *fices. 


Contributing Factors During the third quarter of 1951 
the decline in “cole and dollar reserves of the sterling area 
was about 4690 million. -Reserves declined a further §300 mil-. 
lion in October. It is expectec that the dollar deficit for 
the sterling area as a whole will exceed 41 billion in fiscal 
1951/52. The over-all deficit of the UK on current account 
for 1952 has been estimated.at 500-600 million >ounds sterling. 
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Althouch the rapid deterioration in recent months can 
partly be laid to temporary and seasonal fac*ors, there are 
major significant underlying infiuences. The most important 
reason for tne increasing deficit has been the increase in. UK 
expenditures in the dollar area for stockpile, defense and con- 
Sumer consummtion. Not only was there an increase in volume 
as compared to 1950 but it has been estimateé that prices of 
imoorts have increased by 26%. A halt in the rise in volume 
of UK exports to the doller area has-accompaniec the increase 
in imorts. Exports of raw materials and semi-manufactured 
goods had to be restricted because of shortages and others 
have Gecreased because of »reakening demand. Although actual 
receipts from exports ere exvected to rise as compared with 
1950, this is primarily the resuit of higher prices, but in- 
creased #a s from exports are not expected to meet the a 
extra cost of UK doller imperts. another important Zacitor. is am 
the effect of the Iranian eitaation and the gerdous worsening bea 
of the UK dollar invisible accounts... Dhe met dollar cost of ea, 
the loss of Iranien.euvplies will probably come to $300 million 
a year. Debt service on-the US anc Canadian Joans is scheduled 













) ot Bingrd 
the sharp deterdoretion 4n She DK seAtion wis-e-vis other 
countries; and the increase in prospective ¢olc and Goller pay- 
ments to non-collar countries as @ result of tho, weakening of . 
the UK's overall balance-of payments . ee 
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The british Government feels that it has reached the . 
liait of its cancbilities in the defense »rogram anc is denend- 
ing on the N&tO burcen-sharing exercise to come up with a recom- : 
~mencetion of »rovicing relief. The vresent sritish Gefense 
prosram is exnectec to take up ll of the gross national prodvrct : 
Guring the current year anc 12-1/2%@ for 1552/53. External aid. 
the british state, must be obtained to help meet balance-of- 
payments deficits and to alleviate the steel shortage, which is 
the greatest need next to coat. If assistance is not forthcon- 
ing, the UK claims it has only two alternatives: further drastic 
measures internally, inclucing recuction in food consum>tion 
and investment, which would damage ‘the bases of the internal 
economy as well as the defense vrozram: or a cut in the defense : 
program, which the British have charecterized as unthinkable. 3 


, * * + | i 


ADVISORY 






NAd TOA), After a study of the Greek situation, 
aSCOMSNDATIONS Ol G: the National Acvisory Council has 


agreed that the highest priority - ine 
shoulc be given to stopping inflationary rcessures in ‘that coun- | f° 
try as vart of the US goal to strengthen Greece‘s econonic, . ie 
political ané strategic situation, and that the golc sales »volicy (=: 
approved by the Council in June 1S4S, be terminated-at the earli- 
est »ossible date. 6 {gs 


e The Council believes that the »vrimary economic objective 
of the US in Greece should be to put an end to the vrocess of 
inflationary movement and to establish as firm .as possible a 
Gegree of economic stability. Achievement of this objective 
is important because it will set the climate for carrying on 
Greece's military effort with the createst possible effective- 
ness, also for ma! the most effective use of the limited — 
amounts of funds available to the US for foreign assistance 
not closely relatec to the scpvort of Eurmean rearmament. - 


. Such an economic stabilization nrocram would vrobably in- 
volve many or all of the following steps: 1) a reduction in the 
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non-nilitary investment program, including housing and agricul- ~ 
tural projects as wcll as industrial investment; 2) e@ contrac- 4 
tion in the amount of outstanding bavik credit; 3) a reduction in {|= 
the total money stvply: 4) an elimination of budgetary deficits; (7: 
and 5) a reasonably efficient and equitable cistribation of * Bie 
comnodities. + : | ae eet ee 
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In order to keep developments in Greece under observation, 
the NaC Staff Committee will review and report to the Council 
no later than January 15, 1952 on a program designed to stab- 
jlize the Greek economy and to lead to the prompt and permanent 
termination of gold sales in Greece, 


Background The policy of selling gold in the form of 
sovereigns to the Greek public has been a feature of post-war 
economic life in Greece. It resulted from progressive de- 
terioration of the Greek ecrrony, growing out cf the German 
occupation, the subsequent civil disturbances and the failure 
of the Greek Government to pursue sound economic policies. 

By the time the Germans were driven out of the country, imports 
into the country had virtually ceased, production had fallen 
to below 50% of the prewar level, the internal distribution 
system nad broken down, and the. financial ne2ds of the Govern- 
ment were met mainly by operating the printing press. As 

a result the public had completely lost confidence in the 

Greek drachma and inflation skyrocketed. 


Soon after German withdrawal, a currency conversion scheme 
was adopted to help bring the inflation under control. The 
Government was forced to borrow heavily from the Central Bank, 
however, as a result of large budgetary expenditures and an 
inadequate tax system. The beginnings of a reconstruction . 
and rehabilitation program were also financed by heavy bank 
boriowing. Thus the inflationary movement in Greece con- 
tinued and, with. political. distarbances, culminating in the - 
civil war as an added esa eceging c “me Saeeen. in = drachma 
has never been regained. : 33 


The gold sovereign came to assume “bhe normal. woke of the 
local currency as a store of value in Greece. Instead of 
putting their savings into bank deposits or ‘securities, the 
Greek public began to purchase @old sovereigns with all the 
income that was not spent on consumption or directly invested 
by businessmen in equipment or inventories. Therefore, demand 
for gold sovereigns rose whenever money incomes increased or 
whenever a deterioration im the political or economic situation 
made for higher liquidity preference,: even @ithout an increase 
in money incomes. The sovereign: alsp ussumed the role of the 
measure of values <dAilthongh prices, dnclpdimgg wages and rent, 
contin-ed to be quoted da drachmae, they were Raees on, She: 
sovereign raie, at least in. the-fave oF. a-sopereien rate - 
advance. Thus, following a rise in the price of 
other drachma prices tended to be simultaneously boosted 3 
to keep the sovereign value of the — invoaved undisturbed. 
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The Bank of Greece in February of 1946 started a practice 
‘of providing gold sovereigns to the Greek population as needed. 
This practice, which has been in force almost continuously 
since that time has involved offering sovereigns at a fixed 
ceiling price in drachmae, and has resulted, even with a change 
in the original price, in a net sale of about 6.5 million 
sovereigns, of which about $35-million worth were obtained 
through purchases from the Federal Reserve Bank of New York. 


During periods of economic or political stress, provision 
of the sovereigns prevented a rise in their price which would 
infiuence other prices, absorbed excess drachmae purchasing 
power, kept capital at home which might otherwise have been 
drained abroad, and had a favorable psychological effect by 
creating some little confidence. 


The relationship between a rising price of the sovereign 
and of goods and services in general had previously caused 
the NAC reluetantly to approve a gold sales policy. This 
policy recognized that limited sales of gold sovereigns to~ 
tue Greek Government, while not by any means an effective anti- 
inflationary device, were important politically and psycho- 
logically to the objectives of the US military and economic 
program in Greece. Thus the US unwillingly had accepted the 
gold sovereign policy of the Bank of Greece as the least 
objectionable of alternatives available at that time. | 


The NAC realized, however, that this policy shielded the 
Greek Government and economy from the full effects of unsat- 
isfactory financial policies. It has taken some pressure off 
the Greek Government to adopt unpopular but necessary correct- 
ive measures, In addition, reserves which could have been 
used to import essential goods or for investment in productive 
enterprises have gone into private hoards. . : 


Thus the US feels that the tame has come to take concrete 
steps toward the stabilization of the Greek economy by form 
ulating a program of the comprehensive measures required. 

In the meantime, the Council sees no objection to the immediaie 
sale wy the US to the Bank of Greece of $6 million in ¢g014, 

but would expect te review any application which would result 
in aggregate sales to Greece in excess of $15 million. . 


a & * 
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HIGHLIGHTS OF LISBON The Wheat Council, which recently cone 
WHEAT COUNCIL MEETING cluded its seventh session in Lisbon, ) 
‘gave further consideration to proce- | 
dures for exploring continuation of the International Wheat 
Agreement (IWA). The Council decided to shelve the carrying | 
cherge issue. It also heard a full report concerning the 
Australian wheat supply situation, and rejected the requests 

of Jordan for accession to the Agreement and of Egypt for an 
increase under the Agreement of 50,000 tons, Methods were 

also discussed for improving procedures and controls intro- 

duced by some importing countries, notably the flour import- 

ing countries of Latin America, for effecting the pattern of 
imports under the Agreement sought by the Governments of these 
countries without unduly ne established trade prestioes. 





Renewal of the IWA The Council passed a resolution to 
the effect that its Special Committee exploring continuation 
of the Wheat Agreement should continue its work on the: basis - 
that the agreement will be renewed with amendments. .Member 
governments are to submit suggestions on this matter not. later 
than January 15, 1952. The Special Committee will study all. 
the proposals and make recommendations which shali.be studied 
by the Council at its next —— in London in the — of 
1952. ; 


\ : ? 


Carryi Chare es The Council also ddopted 2 ‘nesolution 
submitted Ey the exporters, which in effect shelved the issue 
concerning the interpretation of the Agreement as it. relates 
to carrying charges on’wheat, -It has been impossible for 
importers and exporters to reach agreement on this issue, . 
and the report of the Executive Committee on this subject 
confessed inability to reconcile~-the views held by the tao . he 
sides. Following discussion~among the Council mepnesentatives, fs 

ies 





a resolution was prepaned and accepted which takes note of - 
the fact that the exporters will not seek carrying charges in 
excess of six.cents per bushel <igring the opermtion of -the 
present Agreement, and widi upon vegquest.gbve .fuli <expianatzion 
to any importing country of the details -upon@hickh their . °. 
— charges are based. Provisions @lso made for mer 
viewing the whole subject during-the ae tion of a w 
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Australian Sunphy Position “During the meeting Australia 4 
gave a full statement concerning its wheat su»ply position. | 
Reduced acreages anc reduced production have left that coun- 5 
try unable to meet the fyli guaranteed exvort quantity of fe 
©",.7 million bushels to which australia was comnitted under, pe 
the Agreement. Prosnectively, Australian deliveries under . - os 
the agreenent would be shor by 13 million bushels (350,000 F;. 
tons) in 1951-52 anc again in 1952-53. The reductions are : | 
attributed to the recent increase in wool. prices resulting in 
a greater use of land ang labor for the wool industry. The 
Councii deciced that it was too early to know whether this 
shortage would have any great effect on the present. year. In 
1950-51 the movement of wheat was. nearly.a million tons ere. 
of the total pool, and if this. situation reveats itself 

might not be necessary for bther exporters to dncrease their: 
sunenities. or for imnorters fo’ ake” a re€uction. “With this ~ 
possidility in mind, the Couneil cecided to allow the matter 
to rest until such time as if eotayely, bebane a prbblem.: tang 


gordan and byet The request. of Jordan for accession to. 
the Agreement witn a aaaraiitesd pantity of isirene ons, and the bs 






























vetition of Egypt for an increase, y ander, the. t, of Oy Qp0 
tons were not granted. The, US 46, not. prepare a ape, abe he. « 
resnonsibility for “additional ghantities under Ba 
unless other exporting . countries, ape prepared to, take, poy nro- 
rata share of whatever increases are mage, BOEn, 3 Jordan, ,and, 
Egypt attempted to base their requests: @n- the. re lief ne Gas of. 
Arab refugees, imp] tying. that, the “Arab Governments_vere ‘mest ine Re 
the food needs of the‘ refugees; ugh these n outers are met. . F 
obsSobite shor j 





‘entirely by the UN Relief. Orga TS. zepre- : 
sentatives promptly pointed. out ,t egheet™ were [ sul fi 
business projcet and not .a relief eeheys. jereipsyibe 
spokesmen wiihous an angunantss $e 9h eg MS *: | 
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background A recent it diaieae conference held in Naples 
under the auspices of the International.Labor Organization _. 
approved a resolution establishing a Consultative Council | 

of Migration for Europe. (See page 6, October 22, 1951 issue. ) 
However, the US, Canada,. Sweden, Argentina and Australia 
abstained fron voting. The US was:not prepared at Naples to . 

enter into comprenensive long-term international arrangements . F 
in the migration field such as proposed by ILO. Also, we felt | 
the IL” proposals would require considerable study and revision | 
before adoption. Congressional semtiment against the center-~ 

ing of international migration activity within the ILO since a 
it has satellite membership further contributed to our positions = 
While the resolution for establishment of the Council was 
approved, in view of the abstention of some of the principal - — 
countries concerned with migration, it is doubtful wes. the tae 
Council will actually be set up. | 


—- . 


The US, however, ‘believes that eusreoner ehenaees 
mental arrangements should te entered into at once in order 
to maintain operation of the vessels which IRO has been 
operating in migrant transportation. Therefore, we proposed — 
an intergnvernmental conference to consider interim arrange- :. 
ments and requested Belgium to act as host, since it was 
believed best to hold the meeting in Europe. 7 : 


Because of their direct interest in emigration; ‘Suntgre-- 
tion or in the economic, social and political significance. 
of the problem, the followin governments have been invited 
to attend: argentina, autre ia, Austria, Belgium, Bolivia, =. 
Brazil, Canada, Chile, C-lombia, Denmark, Ecuador, El Salvador, 4 
France, German "Federal Republic, Greece, Guatemala a! he 
Luxembourg, the Netherlands, New Zealand, Norway, Panama ef 
Paraguay, Peru,’ Portugal, . Sweden, Switzerland, Turkey, Union ose 
of South Africa, UK, US, Uruguay, Venezuela -_ the Vatican, 
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US Proposal Our delegation to the ecafercase will offer 
a plan for interim arrangements which includes establishment 
of aProvisional Committee for the Movement of Migrants from 
Europe. This Committee would have sufficient suthority. to . 
take such action as may be directly related to the moving of 
migrante from certain European countries having surplus 
population. It would have an Executive Director and 4 sult- © 
able supporting ‘staff:and administrative structure: to effect- 
uate the program. Of the $34,000,000 anticipated over-all 
budget, the $1C million earmarked in the Mutual Security dct 
for migration would be the US contribution to the Provisional 
Committee for its work for a one-year | periss. 
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The basic functions of the Provisional Committee would 
bes 1) to assist in developing and negotiating agreements 
for the movement of migrants; 2) to provide services in 
connection with the locating, selection, docimentation, move- 
ment, and reception of migrants on an organized basis, includ- 
ing assistance in the operation of selection, embarkation, 
and reception installations; 3) to provide and operate land, 
sea and air tran:portation, as required, at cost; 4) to pro- 
vide medical assistance in the physical examinati 
and to maintain approved health standards during processing, 
movement, and reception; 5) to develop through experience 
improved techniques in the selection, movement and reception 
of migrants; 6) to provide services for the movement overseas 
of refugees, particularly new arrivals from Eastern Europe, 
under agreements with governments and non-governmental 
organizations; and 7) to take such action as shall be necessary 
and proper for accomplishing the foregoing functions. ' 


In general, the US proposal provides that services of 
an operational nature will be provided on a cost-reimbursable 
basis, under agreements with interested governments or non 
governmental agencies. Costs would be determined in each 
individual migration project, depending upon all the require- 
ments and factors involved. The method of financing would 
also be determined in each individual project in the light 
of all factors, including voyage costs and degree of recone 
vertibility from the migrant. In exceptional instances | 
where all-sources of financing are collectively insufficient 
to meet the total costs of a given project and where, con- 
sequently, the movement would not take place, financial 
assistance may be provided in the form of direct subsidy 
or loane Such assistance would be subject to the resources 
available in the operating fund. 3 


* + - * 
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This weekly publication is designed to highlight developmerits in the eco- 
nomic divisions of the Department of State, and to indicate the economic prob- a 
lems which are currently receiving attention in the Department. It is suggested ; 
that copies be retained on file, as reference will sometimes be made to previously Ee 
reported items to avoid repetition. ‘ 


Document Security Instructions 


This document should be treated in accordance with current instructions 3B 
regarding security measures for SECRET material. Extreme care should be ex- F + 
ercised to avoid public or private discussion of the information herein with or in ; 
the presence or hearing of any person not authorized to have knowledge thereof. <3 
For general purposes all classified Foreign Service Officers and other responsible . 
economic officers are authorized to have knowledge of the contents of this docu- 
ment, responsibility for the safekeeping of which will be assumed by each recipient 
chereof. It may be retained in protected files or, at the discretion of the recipient, 
destroyed by burning. If not personally disposed of by the recipient, he will 
assure himself that it is burned in the manner prescribed for SECRET material. 
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CONFIDENTIAL - SECURITY INFORMATIIN 


COORDINATING COM*ITTEE TO Discussions on the adequacy of present 
DISCUSS SHIPrIiG CORTROLS shipping measures and the need for tne 
adoption of more stringent controls 

by ember countries as a means of strengthening the position of 
the free world vis-a-vis that of the Soviet bloc will begin in 
the Coordinating Committee on export controls this week. The 

US delegation has been instructed regarding our objectives with 
respect to ship sales, bareboat chartering, long-term cnartering, 
ship sup.lies, repairs, overhauls, fitting of controlled items, - 
and transportation controls in the shipping field. 











Suins Sales We believe that characteristics other than size 
and speed influence the strategic importance of merchant vessels, 
such as the type of construction, deck strength, and ease of 
till being a 
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Bareboat Chartering In view of apparent COCOii agreement 
that bare-ooat chartering should be controlled in a manner . 
corresponding to controls over sales, and the belief of COCOH : 
members that bare-boat chartering is ‘either non-evistent-or ee 


+ 
‘ 
-. ° 
t 





one of the principal loopholes -in the free tworld's effort to make Z 
existing COCOK and UN sanctions .against Communist China effective. Ee 

In view of this, and the,justifiable presumption that Soviet bloc ae 
vess2ls carry primarily highly strategic commodities to Communist + 

China, the US believes that member countries should take steps to 

prevent the use of vessels chartered by them for trade which under= 
mines UN and COCOM embargoes, regardless of =the origin of that -. hy 
trade. Therefore, we plan to propose ‘that COTOM. adopt measures —. oe 
to control. long-term chartering wf-all vessels to Soviet bloc: ©” eS 
countries so as to prevent their use. in*carrying strategic commodig y: 
ties to Communist. China, je believe that. the only practicable *. h: 
means of insuring that member country vessels under: charter to'*t: Lay 
the Soviet bloc ‘do not carry strategic materials to Commumist.*: : ws 
China is to prohibit iicvement of such vessels to that destinatimn, 
It is suggested that US regulations might serve as a guide for ::° 
this purpose. ember countries could issue a regulation --2:."°:' 
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prior governmental approval. Those renuiring specific approval — ' 
would include tanker charters, Dare-boat tharders, and charters 
for the carriage of gpods to or from Commmist Tiima, «= '-:... 8 4% 


$. 


term tanker charters..is° oc roms: ljcprimary importance of. tenkers 
in wartime; 2) critical deficiency of Soviet bloc tanker re~ 
sources}; 33 charters over six months tend to decrease effective 
control by owner; 4) mearly all Soviet bloc tankers operate in 
Soviet Far East waters or the Black Sea which reduces the validity 
of the argument that a loyal master and crew aboard a chartered 
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vessel will prevent seizures by Soviet controlled countries 

in the event of war.. We shall recommend that long-term charters 
to the Soviet bloc (over six months) for, tankers not be 
permitted, and that automatic renewal or extension of tanker 
charters not be permitted. The mere requirement for government 
approval of tanker charters would also prevent large numbers of 
tankers. from being chartered to Soviet controlled countries 
Simultaneously. : 





















Dy rs to Soviet bloc ships and major overhauls or alterations, . 

we will recomend QO QQ yt such alterations should bE 
not significantly-increase the itary potential of such ships. 3 

. Examination by competent naval authorities should be required. + 
to prevent alteration of Soviet bloc ships to tankers or to i 


ses sree oF WS military application. Also, f cs 
the US recgmmends \\ \ that, to the maximum extent rt 
possible Qe: WS installation in ships under {E: 
constructions a 


or Soviet bloc countries of certain specified 
embargo items. | 
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COMPARATIVS TREATIZNT BY THE US An examination on a commodity 
OF FOR:IGN AID DOGSTIC NEEDS ‘basis of the treatment being 

3 given foreign snd comestie neecs 
for raw materials and manufectured goods suppl’:d by the US has 
led to the conclusion that, in general, the export market is be- 
inz given treatment which compares favorably with that given to 
the comestic marxet.. There are excevtions, notably in steel, 
anc also in tinvlate, chemicals, synthetic rubber and forest 
procucts, excluding newsprint. Products to which the US accords 





ecual treatment for export purposes incluce ézgricrltural producis. 


petroieum, coal, sulnhur end construction machinery. Jn the case 
of aluminum, the vrincinle of equality of sacrifice is noi ob- 
served, but it is not believed that this is resuiting in undue 
hardshin abroad, since foreign capacities are increasing ravidly. 
In the cases of copper and zinc, the US is only a-residual ex- 
porter. : . 3! : . 
e 0§3.:3° Sat OLS 2G SA tira . @£ fare" 2250 

Products feceiving Less Favorable Treatnent Steel exports 
under the Controlied iwaterials Pian are suffering to a greater 
extent than domestic requirements. Foreign recuirements for the 
first quarter of 1952 were reduced more crastically than ‘the re- 
quirements of most ‘other claimant agenctés. ‘ATlowetions for ex- 
ports of carbon steel amourited to 97%-of the emourfts requested. 
Allocations for domestic use, ‘of She--other ‘hard ,' amonnited “to - - 
79% for motor ‘vehicles, 86% tor tortainers and ‘peckeging,: £1%° 
for consumer durables, anc 74g“for ‘building materiais. Further- 
more, the cuantity of steel allocated for exmnort does not vrevre- 
sent the quantity which will actually be exvorted, since foreten 
buyers are having trouble nlecing their orders with steel mills 
in this country and in getting deliwerg.-Tneee difficalties are 
not shared by domestic customers to any comparative fegrec. Steel 
mills are unwilling to forego domestic orders “in favor of export 
orcers, and, in addition, under present full on-ration, orfers 
must be bookec many months in advance for certain types of sivcel. 
Exporters with foreign orders fr tamot viace them for 
vroduction in the ‘same quarter. ‘Since, ‘under ClP,- non-f clivery 
within one cuarter ‘dces not add The mnie livprod aitoention to the 
following quartcr‘'s allocation, a mct Jost in deliverics is sus- 
taincé. In some cases, cxvort’ Jiccnses are revalidated for the 
next quarter, but this mcprety : “e vrdority tp ezport license 
holders rho cold not sempre Geliyery tn the: tcing guerter. 
The stecl nietare is thrown further out of talence by: the fart 
that, althotgh U3 oxports’ of eter] tmve not Sinrreasti,” 
of steel have increased sntgtantJally, (There are indjeations 
however, that steel imoorts have declined in the last two 






If the steel imports and exports of the US for the first six 
months~of-2950 are compared with the same period in 1951, it is 
found that while exports increased only hy 3%, imports increased 


by 
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“by 333A. Moreover, steel sredaction this year in the US is 
exnectec to rise 12%.over 1950, resulting in an even smaller 
nrovortion of steel exports to total availability. 


The US is the worid's largest vroducer, consumer anc ex vort- 
er of tinnlate. Our export policy in this item is, however, ex- 
tremely strict, anc may well be inflicting some hardships abroad, 
particr larly in Latin America and those areas where we are the 
sole scpplier of tinviate. Although tinplate can be used for 
numerous end uses in the US, exnort allocations are mde for only 
two enc uses--essential food »xackaring anc netroieum packaging by 
US companies overating abroad. It wovlc be desirable to increase 
tinviate exnorts and dangerous to decrease them below current 
4 A but comestic realities, such as pressure from Agriculture 
and US tin nolicy which has resulted in a severe Genletion of 
stoc<s, "make any increase unlikely. Some relief may be exvecied 
by the’ enc of 1952 when new foreign Sacilities will be in opera- 


tion. 


On the vhole, foreign requirements for US chemical supplies 
appear to be less adequately fillec than domestic requirezents, 
both in regard to amounts suppliec and vromptness of shipment. 
This situation may be attributed to several factors, but in. ? 
general is not traceable to an unwillingness on ithe nart of we 
Commerse ofliciais to act on foreign needs. Pars of the diffi- 
culty stems from the complexity of vrocedures waich must be fol- 
lowec before export applications are approvec, and the need for 
better presentation of data. In other instances comestic »vro- 
ducers are reluctant to further their export business at the ex- 
sense of Gomesiic customers. In the case of certain chemicais, 
domestic agencies, such as Agricclture or Defense bring pressure 

_ to Giscourage exnorts. Agriculture is subject to tremendous 

pressure from farmers, and the recuirements of Defense are not 
usually open to. question. Commerce is also faced with the prob- 
lem of deciding when foreign requests for US chemicals are based : 
on the fact that the US préiee is iowor, wather than on an inabil- 7 
ity to obtain them anywhere clse, The’ problem of possible cast- , 
west trade aiso Si0ws down the eee. of export applications. 


Products Recedving " The materials ro- 

quirements for foreign <)> are d on a world-wide dovclo~ - 
ment vrogram presented by the fetrolcum Administration for Defens< 

and apnroved by the interagency Forcign fetecleum Committce; In 

view of the high procuctivity of foreign of] Tielés relative to % 
US fields, considerable is placed on foreign develop- I 
ment in t ae qver-ell sreamens, -En“epite of the tightening 1S : * 
materials supply Ema “vi = Soa CEN currently being made | 
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available for foreign development appear:to be meeting the vro- 
cram target. «hile for the most part, foreign petroleum develov- | 
ment is in the hands of private operators, the needs of petroleum 

_ operations undertaken directly by foreign governments are being ™ 
“given treatment equitable to that accorded private operations. 
Administrative difficuities attendant to the initiation of a 
system of allocation, export applications and so forth, have 
resultead in a disacvantage to foreign petroleum operators when 
nuacing orders with US suppliers and obtaining deliveries. How- 
ever, this disadvartage has not seriously curtailed projects fi 
essential to the defense or civilian needs of a foreign country’ ; 
ioreover, the celays -nc difficulties are being droned out with 
the obsective of »lecinr foreign operators in the same position 
as domestic operators in regard to materials procurement in. the 
US. | s 3 a see's 


For all. practical purposes, the. US ds the world supplier, 
of aviation gasoline anc the tetra-ethyl lead employed in its 
production. These are the only vetroleum vroducts the export 
of which it has been neressary to allocate. Jn the case of : 
both »roducts, the »orocedure cused has accorded foreign consumers 
treatment ecuivalent to that. given domestic consumers. , ven. 
those foreign consumers athe were formerly supplied with aviae 
tion gasoline by the Abadan refinery in Iran are Teeeiving. - : 

equitable treatment, although monehistorical users > eave ~been S&S 
forced to obtain their Wagquirements from US refineries nroducing ag 
at higher cost anc thus.to spay a :higher price,. However, the US |. 
military is also forced -to may ;tiis higher -price shen parchasing | 
its additional requirements ‘of cavitation. Eqeahine. necessitated {. 
by the Korean Ware ; = ae ,3~2 tee : a ta ae pte t 

All us eqsactes.4 are. attempting $0 meateies® “exports éf “coal. 
There is no question now-ef cenflict -between-domestic and export 
requirements. It is. probable, vhowever, ‘that if coastwise trace 
shouid suffer because ,of Jack of tae 6T access to- 
port facilities, certain US. sepesere “eels 7 Cette 
in foreign romero $ ee: tlio 4 oe § 
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It is difficult to determine the relative treatment being 
given exports of machine tools, since there is such a critical 
shortage in the US. Efforts are currently being made to’ analyze 
the urgency of both US ana foreign needs. : 





Almost all, if not all, US power distribution systems | 
serve some cefense or cefense supvorting activity, while this 


cannot be saia of many foreign power systems. For this reason, 


it is nossivle to apply “Defense Order" ratings to US orders 
more easily than to foreign orders for the same equipment. 
Nevertheless, it appears that 1951 exports of heavy electric 
power generation ecuipment will be well above average. 


Deliveries on unrated export orders of heavy construction 
equinment are very slow, but this is also true of domestic orders. 
Because of the inability to assess accurately the relative urgen- 4 
cies of orders in this field, NPA is considering complete sched- 
uling control over the manufacture of heavy construction equip- 
ment. However, tnere is no conclusive evidence of general fail- 


ure to treat foreign buyers as well as US buyers. 


4 


but since it appears that ovr fourth quarter supplies will be 


US volicy on aluminum exports is aimed at meeting foreign ad 
requirements of those countries which are almost entirely depend- =... 
ent on the US for its military ane civilian aluminum needs. In $2 
practice, however, foreign needs must be shown to be more impor- i 
tant than "domestic needs in order to obtain an allocation. It is 
not beiieved tnat this is resulting in undue hardship abroad, 
and the rapic exnansion of foreign facilities may make available 
from other. sources sunplies sufficient to met “most essential 


foreign requirements. 


The US is only a residual exporter of copper ont zinc, 
and with the excention of a few small Latin dmerican countries, 
no country relies on us for any large provortion of its needs. 
Other than zinc smelted in the US on tpli, our — of ‘that 
commodity are negiigible. 


— —_ . 
. , 


Our export quota of copper has been drastically reduced, 


less than our entitlement under allocation of the International 
Materials Conference, there would be mo rset a for 
increasing the ew. A aes “ST ee «lt =< — 
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US POLICY ON EXPORT OF CAPITAL As the rearmament program has 
GO : 2 F - accelerated, underdeveloped 





countries have become in-~ 
creasingly apprehensive concerning the continuance of their 
economic development programs on an adequate scale, and have 
sought reassurances from the US.on that score. In particular, 
they have desired commitments that capital goods will be forthe 
coming, as well as technical and financial assistance. State- 
ments. on what can be promised in this regard were made at the 
Inter-American Foreign Ministers’ meeting last March, and at the . 
last two sessions of the Economic and Sosial Council, and we | 
have prepared a position paper on this subject for the use of 

our delegation at the current General Assembly meeting. 





| ‘In general, the US considers the economic deve |: pment of 

‘ underdeveloped areas an essential feature of the program to 

‘ strengthen the free world, It Amtends to continue to support 
foreign development programs and projects through ‘provision of 
capital goods, in addition to giving technical and Tinancial 
assistance, subject to the needs of direct defense and ‘the main-: 
tenance of the basic economies of free world nations. It is 
admitted that serious shortages. of capital goods will persist 5 
until measures for increasing production become effective. Hhwe | re 
ever, US exports of capital goods -have held “up well is 1951, andj. . 
US export policy and procedures heve been designed to protect si 
essential foreign orem te: smeins ing economic evelopment x 
needs. ‘oe - ’ i , E 


Until priority and iteceniaie. Soh eetiien eaine be put into 
effect after Korea, foreign buyers were at’ a disadvantage rela- 
tive to demestic buyers. However, during 1951, there-has-been . 
steady progress in the identification and expediting of essentia 
exports, which has been reflected in increased eapens 


‘3 ‘In the gast ten months, 2, 368 applications for priority 

| assistance on individual Ytems of equi t or ivts of-@mterial | 
needed for export (to eighty courftries) have Heen wonsidered, ~~ 
and 1,241 with.2 value of $267 million have been epproved. Amaiy:. 
sis of these approvals shows that jublic hedlth en ‘ceed 
utility needs have regetved porticular ‘ettemtion, - $1 


. e 
“a : e 


Procedural’ Arra enteres “rot Mec Foret Re winements 


po 
to meet essential foreign soquinensete are permitted, dut that 
orders can be place and feliveries made. Emen before the in- 


stitution of the Sontrolicé Netérials Plan (CMP), there were 
certain -instances ‘where Spe c qua OT a wew material 
were set-aside for the manufacture of goods destined for export. 
With the institution of the CMP, definite fllocations of — RB. 


materials 
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materials to be exported or used in the manufacture of those ex- . 
ports which are built to specification have been applied in the | 
. case of the three basic materials: steel, copper and aluminum. : 

The CMP actually represents a great deal more than the control 

Simply of the consumption of these three materials. Since one ~~’: 

or the other of them is used in almost any manufacturing pro- 

cess, the allocation also has the effect of allocating US plant 

capacity for other purposes. It therefore has a similarly .j 

limiting effect upon the consumption of other scarce materials 

for noneessential purposes, and also diverts those materials 

into those end-uses for which CMP allocations have been made. ! 

The CMP tegen in the third quarter of 1951 in-a fairly incom- 

plete form, with @ substantial quantity of the three basic 7 

materials left free of allocation. By the first quarter of 1952; |. 

however, this openeend phase will have been eliminated, end 
allocations for export should be more effective than in the past. 





fi system has been set up for making sure that the requiree 
‘ments of foreign countries will be adequately represented before 
the allocating authorities. ECA and OIT are designated as the 
official claimant agencies for foreign requirements in the 
areas of their respective responsibility. The procedures for 
submission of their claims are identical with the procedures for 
screening the claims of the agencies responsible for US military 
requirements, US transportation, US power development,.and so 
forth. The claimant. agencies are members of the same advisory 
committees in which these. claims are discussed and compared. 
























In addition, the US has established a system for endeavor- 
ing to assure that all the capital goods requirements of 
essential foreign projects are met. A special division has been | 
established in the National Production Authority for the purpose 
of receiving information concerning thesé projects from the 
claimant agencies. It is authorized to approve projects, and 
this approval carries automatic priority ratings and CMP cer- 
tificates to permit delivery of items currently needed by the | 
projects. While it does not guarantee completion of the project 
if supplies should become more stringent ain the future, it does | 
at Teast create a presumption that the project will de in & pre- 
ferred position, An interagency committee, on which representa- 
tives of ECA,OIT, State and the Eximbank serve, meets regularly 
with the responsible NPA officials to assist in the review of 
projects and to advise on action. 


In this regard, foreign governments and buyers ean aseist 
the US in making the most effective distribittion of dts pro- 
duction by identifying. weli the relative essentiality of their 
projects, submitting only the most essential, aad by presentizg 
a well-doeumented case to the allocating and export Ssoemesag |. 
authorities when applying ter US export GRSESTEED | 


% * « 
3 ECA 
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CA PRODUCTION The Economic Cooperation Administration's 
ISTENCE DR production assistance drive, which was out- 
lined a few months ago. (see July 23, 1951 3 
issue) has been reviewed interdepartmentally and a comprehensive .-.. 


basic directive, which has State Department approval, has been 
circulated to the EC&a missions. The Directive makes it clear 
that the program is to be carried out in cooperation with foreign 
governrents and under the aegis .of national institutions of the 
participating country rather than by independent US contact with 
specific industries and companies as implied previously. While | 
the program will assist in developing the individual country's a 
defenses and sustaining the essentials of its civilian economy, - . 
it will lay the foundation for substantial improvement in 
living standards through increasing productivity, improving 
related business practices and sharing the resulting benefits 
among ownership, labor and consumers. . ‘ , E 


ee ee 


— Te 





“mr 


ECA missions in France, Italy, Western Germany, Belgium, 
the Netherlands and Austria have been asked to proceed .at once ; 
with plans for implementing the program. Although first priority =; 
will be given the countries named above, this does not preclude 
extending the production assistance program to other countries 
as circumstances permit. 4s yet,:.no firm plan of action has been :. 
reported for any participating country.- ECA intends also that ; 
the regular technicaad assistance program,: under which some 300 a 
Western European industrialists are currentiy in the JS for a om 
two-week study of US production methods and related policies, x 
will be closely tied in with the production assistance drive. 


Program Methods The dasic directive contemplated that ECA 
would set aside substantial funds which would be aliocated to 
the several countries as parts of their regular aliotments for 
general economic aid, provided the local currency counterpart 
of such funds are set aside for the productivity progrem It 
has not been found practicable to use this approach, however, 7 
in the current eid. negotiations, 8d thinking is that the ; 
equivalent of: $100 million in. commterpart might de. available for =§. 
all countries participating in the productivity driwe. ECA will. 
furnish services of Us‘ intustrial management, angineering, labor | 
relations and marketing experts and-other forms of technical — 
assistance reletod to 4 country’s productivity programs from its j 
technical assistance funds. The “five percent counterpart" 
funds held by ECA will be evailable for decal carrancy ovsts of ‘ 
US experts and for corollary information services. It is hoped 
that funds made -availebie. by Ea willl be supplemented from public § 
and private Sources woes Se, Dounteles. . 3 
373 iat — 
The program, es duvisated Wy SA woult wperate along the eS 
following lines. ‘The ZCa-dnd tthe goverment “of “the participating |. 
; 








country would enter ‘ivite on agreement ion the wmture of the 
program and the institutional arrangements to be set up for 
ra s ry 3 
Maa? carrying a 
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carrying it out. Such arrangements would include the formation 
of a national production board composed of representatives of 
management, labor, consumers and government, and an appropriate 
national executive agency for the operation of the program. The 
counterpart funds involved and other funds of the productivity 
program would be placed at the disposal of the executive agency 
under the supervision of the board. 





It is expected that the productivity programs would in 
general operate at four main levels: 1) full scale productivity 
improvement projects in as many carefully selected plans and 
distribution enterprises as possible; 2) provision of productivity 
improvement services of a less comprehensive nature to other 
plants and enterprises within the limits of available resources; 
3) existing technical assistance devices which will continue to 
be utilized for development of industry-wide productivity in- | Pt. 
provement; and 4) an educational and informational program to Pe 
keep the people of Western Europe informed on productivity Ls 
matters, and directly to support and defend the programs. 
Participating plants would receive, from resources available 
to the productivity board, expert analysis and review of methods, 
equipment and operations; necessary new credit financing where 
not otherwise available at reasonable interest rates; and ~~ 
assistance in obtaining necessary new machinery and equipment 
in exchange for satisfactory pledges to carry out recommended 
productivity improvements and to ensure the equitable distribution 
of benefits among ownership, labor and consumer. 


aoe eee Te eee 


Among other provisions of the agreement between ECA and 
the participating country government will be an affirmation 
by the government of the social benefits aspect of the program. 
The provisions for the equitable sharing out of benefits of 
increased productivity witn the workers in the plant and with 
the consuming public will also be included in agreements between 
the productivity board and individual firms involwsd. | 
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The government agreement will also include a pledge thet 
the government and the productivity agency qill take appropriate 
action to prevent interference in accomplishment of the program 
by restrictive practices which @ould’hinder acquisition of raw 
materials or equipment by plents, utilization of mew machinery 
and methods, acquisition of essential new capital, passing on 
benefits as lower prices end higher wages, or the frees sale of 
increased production. - . f 7 : “ 
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This weekly publication is designed to highlight developments in the eco- 
nomic divisions of the Department of State, and to indicate the economic prob- 
lems which are currently receiving attention in the Department. It is suggested 
that copies be retained on file, as reference will sometimes be made to previously 
reported items to avoid repetition. 


Document Security Instructions 


This document should be treated in accordance with current instructions 
regarding security measures for SECRET material. Extreme care should be ex- 
ercised to avoid public or private discussion of the information herein with or in 
the presence or hearing of any person not authorized to have knowledge thereof. 
For general purposes all classified Foreign Service Officers and other responsible 
economic officers are authorized to have knowledge of the contents of this docu- 
ment, responsibility for the safekeeping of which will be assumed by each recipient 
thereof. It may be retained in protected files or, at the discretion of the recipient, 
destroyed by burning. If not personally disposed of by the recipient, he will 
assure himself that it is burned in the manner prescribed for SECRET material. 
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D:CISI OW: MDE ON In accordance with requirerents of the Mutual 
BAYTLE &CT Lists Defense issistance Control Act, the Adminise- 
trator for the éct on November "25 determined 
the lists of items which, for the purposes of the Act, ere to be 
ccnsidered "arms, ammuni ¢ion and implements of wer and atomic 
chergy mate rials" and “items of primary strategic significance" 
2s woll as an initicl list of "items of secondary strategic 
significance." This act, the so-called Battle Act supersedes the 
Kem imendment, establishes it cs the policy of the US to terminate 
8ll military, economic or fincncial assistance to any country 
thet knowingly .perzits shipment of these categories of strategic 
comiodities to any nation or combination of netions threatening 
US. security, including the USSR and 211 countries under its 
domination. (See page 1, October 15, 1951 issue). 


The Depertment is calling in represontatives of 211 countries 
receiving essist:nce from the US to explain to them requirements 
of the Act cnd to give them copies of the lists of items to be 
em.crgoed under Title I as well as an initial list of items under 
Title II. It is expected that this preliminary consultation will 
be completed by December 15, Governments are being esked to 
inform us at the ecrliest possible date prior to January 24, 1952 
of tiie measures which they are taking to apply an embargo on . 
shipments of the listed items to the USSR and all countries under 
its domination. : | 





irms List The arms ammunition and implements of war and 
etomic energy materials" dist consists of items on the US 
Munitions List and a selected hard core of atcnic energy items 
from the sEC's A and B lists, ‘ith respect to items which are 
included on this list, the Act makes termination of 211 assistance 
mandatory if. after Janucry 24, 1952 a country knowingly permits 
shipment of any of these 4 tems to the USSR or its sateliites. 

The US Government regcrds the Act as. arplicable at present to 

the following countries: the USSR, Albania, Bulgaria, Czecho- | 
slovakia, Hungary, Poland, Rumania, Soviet "Zone of Germany, Outer 
liongolia, Communist China * and Communist North Korea. 


t “gs wecond aist of items 


List of Primary Strategic Ttems 
designcted as "petroleum, transportetion arterials of strategic 
velue and those items of primary strategic ce ased in 
the production of arms, ammmition and oments of war" 4s 
composed of residucl munitions items and Temaizming etomic - 
energy items from the AEC A ani B lists, end ¢11 4tems on Inter- 
nctioncl List J (COCOM embargo Jist whith is*afentioal with 
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revised US Security List I) plus a few items which the US proposed 
for COCCM embergo but which hive not been cgreed to by that body 
(aluminum, general service locomotives, heavy rails and automatic 
reilway signalling equipment). ‘ith respect to atomic energy 
items, countries receiving aid will be informed that in accordance 
wita previously negotiated bilatercl arrangements, the US expects 
thet all items on its AEC A and B lists vill continue to be 
empargoed. 


Althcugh the Act requires the Administrator to recommend 
‘termination of assistance to any country which knowingly permits 
after January 24, 1952 the shipment to a Soviet bloc country of 
any item included on this list of items of primary stratezic 
importance, the President mey direct the continuance of assistance 
when unusual circumstances indicete that cessation of aid would 
clearly be detrimental to the security of the US. It is clear, 
however, that the phrase "unusuel circumstances" is intended to 
restrict exemptions under the Act to situations of a limited and 
specific character. Such exceptions by the President must be 
reported imuediately to appropriate committees of the Congress 
together with the recsons why such action is necessary. Normally, 
the US will seek the advice of the Paris Coordinating Committee 
regarding the merits of any proposed exception on behalf of a 
CCC(li country and will take such advice fujly into account in its 
determination, although under the Battle ict the US cannot be 
bound by e COCCI’ recommendation. 


Representatives of ccuntries receivins US aid are being given 
two versions of the list of "items of primary strategic signifi- 
cance"}-.e generalized confidential version which will be released 
publicly on or ebout December 16 and a full-length secret version 
on which no decision hes yet been made as to eventual public 
release. Governments participating in the Coordinating Committee 
are being asked their views on the security classification of this’ 
lis: in the light of discussions which have taken plece in the 
Comircittee, 


Iteris o* Secondary Strategic Importance Title II of the 
Mutual Defense Assistance Control Act requires the US to negotiate 
with countries receiving assistance arrangements by which such 
countries will undertake a program of controlling exports to 
Sovict bloc destinations of other items which in the judgment of 
the Administretor should be controlled in the interest of security. 
Other governments are being advised that, in accordance with pro- 
visions of the Act, at a future dzste the US will wish to discuss 
such errangements. lieanwhile, tne Administrator for the Act has 
approved eae short list of items which fall into this category con- 
sisting of rubber, tin, the most recent additions to International 
List I,and items proposed by the US for embarge but not accepted by 
COUCH, No decision has been made as yet as to whether or not this 
list shovld be expanded before negotiations are undertaken, 
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SURVEY GF Fen oUs The critical shortage of ferrous scrap in the 
SCRAP P STTUATIO N -: US and and accelerated demand for scrap 


. throughout the industrial world, has become 
a serious bottleneck in the production of steel. and thus a threat 
to the rearmament program of the free world. In efforts to re- 
lieve this situation, the US, UK and Germany signed an agreement 
effective. October 1st. which. allocated German scrap. by formula 
among those three nations,-. Later, the serious steel deficiency 
confronting the British léd. the Ua to contribute its share of 
German scrap to the. UK through March 1952, since we -could not . 
afford to.send enough steel to reduce the. "deficit Gusssamsesesy- 
Unfortunately, German.scrap collections have faiicd to: reach - 
expectations, In the meantime, a US scrap survey oomeee — 
exploririg the. Far. Zast for stocks of the needed materia 
upon its return to the US, submitted a report.of. its Ttine. , 
As a result of :discussions. on this report among. Arny, State, 
Defense Production Administration, the. limitions ‘Board, diaritime 
Administration, and industry officials, the Arny daecel Satteee 
tions for the return of all heavy ferrous scrap under its juris- 
diction .to the US, which includes UN s ‘dn Xorea. There are 
about 500,000 tons of scrap.in the Trust Territories, ddminis- 3 
tered by the Devartment of Interior, which may become available: bt 
Socluiiee te & ceam oF a, a> een aes os Ot : 
concerned to restrict Trust Territory scrap to Japan and Ray — ! 
The US is also negotiating with Indféa on 300,000 to 500,000 
of scrap available in that -country, although there are ‘Tnaies 
tions that either Japan or the UK has outbid us, possibly in ‘the 
form of barter deals, which the. U5 does not favor. .furthermore, 
the prices being asked for scrap on the world market have in - 
effect discouraged US competitors from the market. . 


The Department has taken the ositdon that availabie scran 
ought to go to ‘the place in the free. ror id where it bd most 











the movenent of Far Bestern verap to the US gether then Japan “~ = 
because of the better  serep situation inf Jepen then Sn this - 2 
country. | ee oe ie ie ratte 5” 
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Since imported scrap represents only a small portion of pur- 
chased scrap requirements, the Office of Defense Mobilization 
has organized scrap collection drives to maximize internal 
collections. Programs have been put into effect to obtain 
scrap from the major sources-~industrial salvage, auto wreckers, 
farus, and government agencies, chiefly, the Defense Depart- 
ment. Defense is surveying its depots, airfields, camps and 
shipyards in this country, and exploring overseas possibilities, 
Its recent directive calling for the immediate processing and 
return of ferrous scrap under its jurisdiction abroad is an | 
important contribution to easing the supply crisis. The General 
Services Administration (GSA) has been authorized to précure 
scrap in any area of the world for shipment to the US in a move 
to facilitate procurement, but this is not an exclusive pur- 
chasing authority, GSA will procure only where normal 
commercial channels fail or find it impossible to make the 
necessary purchases, However, the scrap problem is not simply 
one of finding the scrap and shipping it to the US. Factors 

of price, cost of transportation, and shipping facilities are 
involved. Since the Army is handicapped by a shortage of funds 
and personnel to carry out the movement of the scrap, a method 
is now being studied by which the Defense Production Admin- 
istration could use some of its funds for this purpose, and 
under which processing could be done where labor is cheapest. 
The use of government ships to cut down carrving costs is being 
considered. as the landed cost of the scrap will still 
undoubtedly exceed the US ceiling prices, tine question of 
absorbing the loss must also be resolved, since GSA does not 
have authority to sell it at a loss if necessary, although’ 

it has a $7 million fund which might be used for this purpose, 





e -UK-Ge .gre The agreement between the US, 
UK, and Federal Republic effective October 1, provided that 
the first 325,00 tons of ferrous scrap produced in Germaay 
would be retained in Germany; the next 50,000 tons would be 
exported; out of the next 25,0 tons, one-half was to be ex- 
ported; and out of larger quantities of scrap, one-third would 
be exported. Of the amounts available for export, ¢ 
was to go to the US and UK, with the balance for other countries, 
The agreement assumed monthly collections of about 400,CO0O tons. 


When it became apparent that the UK's scrap short- 
age would cripple the British steel industry and impede 
the common defense effort, as well as weakening the whole 
British economy, the US decided to divert to the British in tho 
first quarter of 1952, the US portion of Geiwan scrap made 
available under the agreement, The main US consumers, US Steel 


and 
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and Bethlehem Steei, agreed to the diversion. It was estimated 
Whang more than 10,000 tons of scrap monthly for three months 
would be diverted, as compared with a total scrap consumption 
by US" steel milis.of about 6 million tons monthly, 3 million of 
which are in the form of home scrap (generated by the steel 
mills themselves in.making steel) and 3 million of which are 
purchased :from outside sources. Now it appears that collections 
in Germany have. fallen fairly significantly be.ow the level 
that was assumed when the agreement was-drawn up so that the 
amount of German scrap made available to the UK, even with the 
US share, may not exceed the amount that th: UK expected to 

. receive before the diversion of our share. 





: At. the present time, the US is proposing the diversion to 
the UK of another quantity of scrap to be garnered from old 
rolling stock now in Germany, which belonged primarily to 
satellite countries. This rolling stock is not covered by 
technical restitution and exchange agreements, and tonnages, 
which might amount to 90,000 tons of scrap, would not be counted 
against German scrap exports. The US proposes to divert one- 

third of its share of this scrap to the UK. 


Far Eastern Supplies In October, the US sent a4 mission to 
the Far East to survey the scrap situation in various areas, 
particularly Korea, Okinawa, Formosa, Thailand and India. The 
mission was composed of officials from US industry, serving as 
consultants to GSA. Up to this time, the Army had followed a 
policy of sending scrap under its jurisdiction in the Far East 
and Europe to the industries of Japan or Western Europe. Since 
toere was a great amount of war-generated scrap in and around 
Japa, that country gained a position in scrap holdings more 
favorable than the US, while the US position steadily worsened. 
In its report, the scrap mission recommended that heavy iron 
and steel scrap generated by the US Army in Korea (including 
United Nations scrap) and scrap in the Tokyo area, as weil as 
the bulk of scrap under our control in the Pacific area, should 
be returned to the US. To help meet the compei‘tion from the 
high prices paid by Japan, the mission recommended transportation 
by the Military Shipping and Transport Service or by National 
Shipping Authority ships, with the US Goverr ent making the 
necessary loss adjustments when the landed costs exceed the 
ceiling price, The Army directive mentioned previously carries 
out that part of the recommendation calling for the return of 
scrap to the US. Cases which may arise in the future in 
connection with Japanese industry requirements will be handled 
on an individual basis. 
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The mission estimated that Korean scran, exclusive of 
battle scrap, amounts to about 200,000 tons, It suggested that 
a close check be kept on deliveries under the present Korean con- 
tract with the Pacific Island Scrap Comvany, so that if deliver- 
ies lag, the US can insist on a new purchase contract for direct 
delivery to the US. Under the Pacific Island contract signed a 
few months ago, the US will get only about 15,000 tons of finished 
steel products from Japan, which is not in accordance with the 
oromise on the original request for bids on the part of the 
Korean Government. The survey group attemnted to get the Korean 
Government to insist on shipment by the Pacific Island Corpora- 
tion directly to the US as originally stipulated, but the Xorean 
Government showed no inclination to reopen discussion on the con- 
tract. Korean port and transportation facilities are adequate 
to ship scrap to the US, according to-the mission members, and 
they recommended that the US buy the amounts not committed to the 
Pacific Island Corporation, provided the Army is made responsible 
for shiploading it, ana the government shipping and cost adjust- 
ment provision is followed. 


There is also considerable scrap on Okinawa, much of which 
has been sold under contract by the Army to private firms for 
shipment to Japan. The Army is investisating action it may take 
in this regard, such as non-extension of the contracts hen they 
terminate. There is also some scrap in Formosa, which has been 
turned over to the Chinese Nationalists, and the Department has 
reauested tne Chinese Nationalist Government to make this scrap 
available for exvort to the US. 


Indian scrap, amounting to 300,009 to 500,000 tons, is now 
the subject of discussions between bs and Indian officials. Al- 
though the Indian Government agrees with the US that they should 
not export scra) on a quid pro quo-basis, nevertheless they would 
like to receive steel vroducts in exchange for scrap. British or 
Japanese buyers are renorted -to have outbid us on most of the 
scrap using finished steel as vart vayment for the serap, although 
"residual quantities" may be available to the US. Since we are 
currently shinning tinvlate, steel and machinery to India without 
recourse to barter arrangements, it may be possible to nersuade 
India to give more consideration to US needs. Since we are 
attempting »artially to fill in Britain's steel deficit, we are 
not likely to object to British buying of Indian scrap, but in 
view of Javan's already favorable position, we believe India 
should grant US purchasers an cpnortunity equal to Japan's in 
selecting available material, \.e have requested umbussy New Delhi 
to indicate our concern to India for indulging in barter trade in 
contradiction to nrofesscd disapproval of it. 


* * * 
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RTA HTOS At Es Recent US-Indian informal exnloratory avia- 

RESTRICTIONS AT US tion talks in New Delhi confirmed our view 
that the Indians are anxious to re- 

strict the onerations of US international air carriers 

serving India. This would decrease competition to Indian 

international carriers leaving a larger provortion of the 

available traffic for those carriers. Indian efforts to 

restrict US international carrier operations in India follow 

the vattern of recent air arrangements made by India with 

the Ux and with the Netherlands. In light of the informal 

discussions we will prepare a US position indicating how 

far we will go in complying «ith India's desires. 


Background Last July the Government of India requested 
formal aviation consultations with the US Government, emvha- 

sizing its view that US air carriers PANAM anc TWA were en- 

gaged in the carriage of an excessive volume of fifth freedom 

traffic to anc from India. The Indians also »vrovnosed ty 

amend Article VI of the US-Indian Air Agreement of 1946 con- 

cerning rates, and Article VII relating to the exchange of , 
treffic data. Because of the inability of the Indian Govern- ‘ 
ment to send revresentatives to Washington and our insistence 
that formal talks be held here, India finally indicated it 
would be unnecessary to conduct formal talks and that exslora- 
tory ciscussions would enable the Government of India to lay 

a number of »roblems before US aviavion revresentatives for 
consideration. we entered into these informal ex»vloratory 
talks with the understanding that they would be in lieu of 
formal consultations. 


indian Objectives Annarently the Indians cesire to 

com~letely eliminate US carriers from carrying Indian- 
tne fn trafric. ‘hile this is one of their objectives, 
the discussions indicated that it misht be »ossible to 
satisfy them if some reasonable provosal from their stand- 
point were agreed non for limiting the volume of such traffic 
carried by American operators. In addition, India wishes 
to »lace severe restrictions upon traffic carried py Ua 
airiines to 2né from India, ana in particular to restrict 
traffic between »oints in turone anc Asia served by Air 
India International and »oints in India. The Indians sug- 
gest a comnlicated mathematical formula to accomolish this 
end by predeterzining the cavacity to be offered by the US 


carriers. 
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carriers. In anpolying the formula, adjustments of capacity 
would be made on an annual basis after review of traffic | 
data supplied by the carriers. In addition to the above, 

the Indians too'x the view that at such time as Incia is 

able to serve the US, the Indians desire a division of US- 
Indian thirc and fourth freecom traffic on a fifty-fifty 
basis. With resyect to all traffic to, from anc through 
India, the Indians desire that US carriers provide detailed 
traffic data showing true origin and destination of traffic. 


Immediate aviation objectives which India seeks vis-a- 
vis the US appear to be almost entirely to the narrow benefit 
of Indian air carriers, vrimarily Air India International. 
The Indians studiously avoided any discussion of the status 
of that carrier and US representatives felt that, despite 
statements to the contrary, the Indian Government realizes 
that the company has a remarkable record of achievement 
and tnat competition from US carriers is not adversely af- 
fecting Indien airlines. The Indians apynarently lac® confi- 
dence in their ability to comnete successfully azainst 
foreign carriers although the record should serve to dis- 
abuse them on this score. 


Uo Views in ressonse to cuestions raised by the 
Indian re»resentatives, we admitted that the US carrier 
third end fourth freedom traffic had been lower in relation 
to fifth freedom than might reasonably be ex xected, but 
pointed out certain special circumstances which vlaced 
limitations uvon the ability of the carriers to satisfac- 
torily develov such traffic. The princival restriction is 
the Indian Government's exchange control measures which 
limit the amount of dollar exchange made available to such 
an extent that only travelers engaged in urgent business 
could take advantage of US carrier services. Indian 
nationals for the most part find it advantageous to use 
Air India as fer as London and a sterlirg carrier beyond 
Lor.don to the US. We also referred to the seographic 
position of the US which is cuite different from that of 
the Ua, the letherlands, or France which have possessions 
in the Par cast, thus vlacing their carriers in a far more 
feversbte vosition from the standpoint of being able to 
deveioyv nore satisfactory volume in third and fourth freedom 
trafiic. Ve vointed out that the desirability of continuing 


the 
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the overation of long-haul services through India which 
served the needs not only of the US but of the Indian Govern- 
ment anc its nationals. Emphasis was »nlaced on the necessity 
for freedom to develon further the traffic votentials ana ve 
attacked the expressed desire of certain Indian representa- 
tives to limit such development through the apvlication of 
rigid restrictions. The advantages of competition were ex- 
Ylored at some length and US interest in develoning such 
competition on the nart of the Indian carrier was vointed 
out by reviewing the various forms of technical assistance 
oxrovided Air Indcia by American carriers in the past. 


Outcome of Talks Indian renresentatives tried to 
turn the exploratory talks into formal negotiations. Had 
they been successful they would then have been free under 
the terms of Article IX of the Agreement to take unilateral 
action in the event such formal negotiations did not setile 
the dispute. US representatives were successful in avVoid- 
ing such a result. Although US representatives were author- 
ized to exchange of traffic statistics, they decided not 
to exchange such data as it might enable the Indians to 
claim satisfaction of the requirements of Article IX and 
to use the statistics as a means of justifying unilateral 
action in accordance with the »rovisions of that Article. 


Irresvective of general »xolicy considerations, the 
Indian objectives anpear to ceall for such a severe cut- 
back in Us sir'services as to be completely unacceptable 
to the Us. It is the belief of our revresentatives who 
engazeac in the talks that the aviation oroblems existing 
between the Us anc India can be resolved only at a tov- » 
level, where we mey hove for a far greater understanding 
of the over-all »vosition than exists at the l.inistry of 
Communications level. The door was left oven to the 
Us to undertalce ton-level ciscussions with the Government 
or India. The ilinistry of Communications avnears to be 
motivated largely by the somewhat narrow interests of 
Indian air carriers while top-level government revre- 
sentatives might view the nroblem in its larger asvect 
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DEBT SERVICING CAPACITY A study of the factors affecting the 
ES debt servicing capacity of foreign 





countries has been prepared by a 
Working Group of the National Advisory Council assigned to the 
subject to provide background information for consideration of 
the Council itself in the formulation and application of fi- 
nancial policies. In its study, the Working Group attempted to 
assemble and to appraise the available objective data bearing 
on the capacity of countries to service debt. The appraisal 
was made under a number of assumptions, with the hope that it 
would afford some assistance in assessing the relative capacities 
of the foreign countries dealt with to service additional debt, 
although the Working Group recognizes inadequacies of the 
report. 


This study was conducted on the basis of a somewhat mechani- 
cal process and within the framework of restrictive assumptions. 
Because of objections by some agencies, including the Depart- 
ment, to the report, it has been decided that it shall not be 
regarded as an official NAC document, but merely as a collection 
of raw data from which specific analyses can be worked up. 


Assumptions The major assumptions of the study which 
would have to be considered in each individual case are: 1) a 
continuation is assumed of the present position,e.g.,present 
balances-of-payment conditions, terms of trade, state of ex- 
change regulations, commodity price levels; 2) the quantitative 
impact of present and future US aid programs has not been taken 
into consideration; 3) self-liquidating loans that can "stand 
on their own feet" have not been included in the estimates but 
have been mentioned where appropriate; 4) absorptive capacity 
has not been taken into consideration and willingness to borrow 
and availability of loan funds have not been-considered; 5) for 
working purposes, loans are assumed to be on the basis of 20 to 
25 years at 4 to 4.5%; 6) debt carrying capacity is indicated 
by an annual range for each of the next four years, at the end 
of which time, capacity under present conditions is assumed to 
be exhausted; and 7) the study is concerned with dollar debt 
only, although in specific instances it is assumed that sterling 
would be convertible for servicing dollar debt. The Department 
feels that a study containing so many assumptions which must 
be examined each time a country's capacity to service debt is 
considered, is of little value and of doubtful accuracy. 





Conclusions of the Report For each of about 60 countries 
studied, the Working Group has assembled: 1) an estimate of 
its debt servicing capacity; 2) a balance-of-payments estimate 
for 1949 and in some cases 1950, including a comparison of 





annual 
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annual payments on investrents anc the amounts recuired to 
service outstandins dest with total current receipts; and 

3) fiscal data tables for 1949 and in some sascs= 1950, includ- 
ing estimates of population, netional income, per capita taxes 
and per capita national debt reduced to US dollars. 


According to the study, in covering the world as a whole, 
it is estimcted that in 1950 contrectual interest and amortiza- 
tion payments on public and private debts to the US and its 
nationals and to the International Bank amounted to ‘650 million, 
excluding refunding operations. Additional amounts paid to 
third countries on dollar debt account were not included. As 
new credits are extended by the US, private investors, or the 
International Bank, the annual service charges will increase. 
Longer terms, or more favorable interest rates would decrease 
the annual cherges and vice versa. 


pValuation of the Report The report points out that tle 
ability of foreign countries <s a whole to service their debt 
in dollars necessarily depends on their ability to earn dollars 
from this country. The balanceeof-payments of the US has, with 
few exceptions, in recent times hed a surplus on current eccount. 
To the extent that the US, or its netionals, makes new capital 
investments in sufficient amounts, or if the US continues to 
extend grant assistance in lerge amounts cver the coming years, 
these difficulties in the transfer of debt requirement may he 
alleviated. To the extent thet US assistance is provided on a 
loen rather then e grant basis, the transfer difficulties are 
ierely postponed, “end, in fect, may be increased to the extent 
that new loans compens: te for interest end amortization on out-e 
standing loans, so thet payments eventually coming due to the US 
may follow the compound interest curve. On the other hand, 
under some circumstances, new loans might permit the utilization 
of unemployed resources or in some other way raise the level of 
- productivity in the borrowing country, so es to generate the 
capccity, to cover their own service. It is cven possible thet 
such loans might generate sufficient debt servicing capacity to 
service some p<cst indebtedness as well, 


The study, by its very nature, could not deal with these 
long-run implications of the extension of loans. Rather, it 
dealt with the relative avility of countries to service debt on 
the assumption that the over-all balance-of-payments situation 
of the US would be such as to make debt service possible. The 
study ¢-ssumes a continuance of US private investment on a very 
ecnsiderable sccle, or the provision of US assistance to other 
countries through grants at least to the extent that there is 


no 
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no reversal of the trade vosition of the US. In this con- 
nection, it shoulda be noted that the effect of increased de-. 
mands. for foreign goods hy. the US or increased payments : 
on invisible account related to the defense effort, will not 
equally affect all countries. osome countries, therefore, may 
develo» greater canacity to service debt. 


Unaer the mechanical nrocess used, as interpreted by the 
Devartment, if the ratio of payments on investments to current 
exchange receipts was small, that was regarded as an indication 
of debt servicing canacity; if the ratio of monetary reserves to 
debt service recuirements was large, that indicated ability to 
service more debt; if the ratio of public debt expenditures to 
nS Gress budgetary revenues was large, it would indicate a danger 
noint. 


Although this mechanical process was used in reaching con- 
clusions in many cases, in many others, because of the unavaila- 
bility of comparable data or individual qualifications concerning ; 
their significance, conclusions represent unsup>orted judgments. 


Devartment Objections to the Report The main objections 
which the Department has to the study are: 1) it is based for the 
most nart on a nrojection of 194° or 1950 conditions which were 
extremely favorable for most countries and fails to consider the 
possibility of subsécuently unfavorable develovments; 2) it focuses 
on a country's immediate financial ability rather than its long- 
run »roductivity and the extent of its undeveloped resources; 

3) the assumptions have not been uniformly applied for al} coun- 
tries; +) no attemot is made to appraise integrity, social sta- 
bility and administrative ability on the part of the borrower; 
5) no attemnt is made to deal with chanzes in the US balance-of- 
ynayments as they misht affect the debt servicing capacity of 
foreign countries; 6) the range of debt servicing figures are 
more precise than merited by qualitative and subjective judg- 
ments usec in obtaining them; 7) for many countries the study 
indicates that collar-debt servicing exists if the Uk agrees 

to convert sterling for this purpose, an assumption which has 
only limited validity under voresent conditions; and 9) the data 
for individual countries which were used in arriving at conclu- 
sions are often not comvarable or inadequate so that individuals 
in the Workin; Croun arrived at diferent conclusions on the 
basis of the same data. 
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ERRATUM A typographical error appeared on page 6 of last week's 

issue (November 26, 1951) in the article entitled 
Comparative Treatment by the US of Foreign and Domestic Needs. 
The sentence on sulphur reading "This compares with a realiza- 
tion of 1951 consumption needs for the US." should have read 
"This compares with a realization of 93% of 1951 consumption 
needs for the US." 
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ON ADOFTED Representatives of sixty-four coun- 
IO CCiUFLAECE tries signed the final agreement of 

. the Extraordinary Administrative 
Radio Conference (EARC), the Soviet bloc of nine being 
the only non-signatories. The results of the three and 
a half-month conference, which closed December 3 in 
Geneva, are gratifying bo the US. Despnite our refusal to 
immnlement the Atlantic City Frequency Allocation Table 
in its entirety now, we retainea our favorable vosition 
in the field of international communications, both in 
frequency assignments and unchallenged leadership. The 
conference agreed to a voluntary, evolutionary imnlementa- | 
tion of the Atlantic City Tabl in the high freauency 
bands for an indeterminate period of tiwe, In 1955 the 
Administrative Council of the International Telecommunica- 
tions Union will review the »rogress toward imnlementa- 
tion in those bands and decide whether tine voluntary pro- 
cedure should be terminated and a final obligatory adjust- 
ment period commenced. (See nage 9, July 9, 1951 issue.) 





If we are to >rove ovr good faith towara the nations 
of the iion-Soviet world which supynorted our vosition at 
_the conference to a gratifying degree, we feei that no time 
can be lost in effecting a solution to domestic inter-agency 
problems as they relate to international use of the radio 
snectrun. Therefore, the wheels have already been set in 
motion for the establishment of a committee to work out 
these domestic vroblems, 


pec tstons on Low ang Medium Bands in view of the 
fact tnat we consider radio frequencies, especially during 


this emergency »veriod, @ vitel national resource which must 

not be relincuished (and after thorough avvraisal of the / 
security, technical and volitical ramifications involved /usy.. 
in the immediate and full implementation of the Atlantic ° 
City Table, we were convincea that a full conversion to , 
internationally regulated usage of the spectrum was neither 
feasible nor advisable at this time. However, we did feel 

that implementation of the Table in the low and medium 

bands below 2,000 ke. was possible and desirable. These 

bands are used principally for aeronautical and meritime 

radio navigation, fixed broedcasting and mobile services. 





Frequency 
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Frequency assignment vlans for this vortion of the snec- 
trum received regional acceptanca, anc the conference was. 
in a sosition to determine procedures and effective dates- 
for implementttion within these bands. Region 1 (Europe 
and Africa) anc Begion 3 (the Orient) agreed to firm im- 
vlementation of the Table un to 2,250 kc., while Region 2 
(Western Hemisdhere) agreed to firm implementation uo to 
2,000 kc. Since henisnheric defense, problems require ex- 
tensive use of fretuencies in the. band: 2,0C0-4,030 kc., 

we felt. that »rocecures and effective dates for implemen- 
tation in those bands: should be subject first to bilateral 
agreements between countries in the region. The effective 
date of adovtion by Region 2 of a frequency list between 
2,000-2,050 kc. is. to be governed by specific arrange- 
ments. The effective date of adontion by Region 2 of a 
frequency »lan betxzeen the bands 2,850-27,500 kc. will 

be determined by “he radio conference which will adont 

the new international frequency list for fixed, land mobile 
‘and ‘broadcast services in the high frequency bands. This 
conference is not exnectedé to be convened before 1955 and 
it is more likely ‘So be scheduled in 1957 or even later. } 





' Inlémentation of the Table between 2,850-27,500 kc. 
for Regions 1 end 3, and between 2,000-27,590 ke. for 
Regton 2 will, as a result of the agreements made at the 
conference, ve on e strictly voluntary basis anc no ad- ) 
ministration will be compellec to make frequency adjust- 
nents within these ranges. aun : 





Assignment lists between the bands 14-%,000 kc. were 
approved for the Western Hemisphere (aegion 3), Such 
lists for the bancs 14-3950 kc. were also approved for 
Regions 1 and 3. pee 


Decisions. on High Frequency Broadcasting Bands In 

. view of the enormous demand for sxace in tne high frequency 
broaccasting band, we considered: it imvossible to implement 
the allocation: table between +,000-27,500 ke. These bands 
are designetea:elso for the use of fixec, land mobile, 
and tropical broaccasting services which cannot be vro- 
vided for until the high frequency broaacasting situation 
is settled... We. therefore, urged the adoption of a volun- 
tary, evolutionary movement. of assignments into Atlantic 


~ 


City 
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City bands for these services and this procedure was ac- 
cepted. The time available for making transfers into 
these bands was left indefinite. The Administrative 
Council of the International Telecommunications Union was 
asked to review the nrogress toward immlementation at its 
1655 session, znd deqide whether voluntary procedure 
shouid be terminated and a final obligatory adjustment 
serioc commenced. The Administrative Council must obtain 
apnroval of a beginning date for the obligatory period 
from international Telecommunications: Union members. 































Distinct efforts were made by our delegation to safe- 
guard tne effectiveness of the present US prosram of 
psychological warfare by radio broadcasting. The: Inter- 
national Frequency Registration: Board provided for by the 
Atlantic City Telecommunications Convention in 1947 has - 
been directed to »repare draft: plans for high frequency 
broaccasting services. Pending avvroval of. such plans, 
all administrations are urged to make every effort to 
operate their broadcast stations on Atlantic City broad- 
cast frecuencies. ‘the avoidance of harmful interference 
to existing services was strongly emphasized. 


Aeronau’iical anc Maritime Deve’coments The aero- 
nautical allotment vlan of. the International ..dministra- 
tive Aeronavtical Aacdio Conference wes approved, and ad- 
ministraiions were urged to vroceed with its partial 
implementation. ‘/here necessary, bilateral and multi- 
lateral negotiations will be undertaken, together with 
the cooveration of the International Frequency Registra- 
tion Board. . 





The maritime mobile plans for coastal televhone 
allotments were a»»xroved and the coastal telegraph as- 
Signment nlan was both verfected and anproved. The adoo- 
tion of an accertable vlan for coastal telezranh services 
was not contemplated by instructions to our delegation. 
Its existence is a tribute to the hard wo’, patience 
and skillful negotiations of our delegat un. 


International Frequency Registration Board Accord- 
ing to the final SARC agreement, the International Fre- 
quency aegistration Board is to »lay an important part 
in assisting all administrations to operate their radio 


services 
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services satisfactorily. Recognition by the conference 
of the imvortant role which the IFRB can and must play 
in the future is. a reversal of rather strong feeling 
displayed by numerous delegations at the beginning of 
the meeting that the IFRB concept of Atlantic City may 
have been a failure. Our delegation at all times de- 
fended and sunported the IFRB, despite almost open | 
opposition by the general secretariat of the ITU. The 
IFRB has been assigned the following new duties: 1) to 
assist administrations to transfer their frequency as- 
signments into the appropriate new bands and in accord- 
ance with approved assignments and allotment plans; . 

2) to compile and maintain a new master radio frequency 
record; 3) to prepare a draft international frequency 
list for fixed, land mobile and tropical broadcast .ser- 
vices based on in-band assignments mace during the volun- 
tary adjustment nerioc; +) to prepare draft »lans for 
high frequency broadcast service; 3) to record frequency 
assignments made during the interim period; and 6) to 
orevare revorts and reviews of progress toward imolemen- 
tation for information of the International Telecommuni- 
cations Union Adninistrative Council and the component 
administrations. | 


Other Decisions In addition, the International 
List of Frecvencies will be frozen as of February 29, 
1952 des vite very strong opposition of all other large 
delegations. After this date no countries will be 
able to establish a right to any frequency by regis- 
tering it in accordance with the sunerseded xadio 
Registration adonted at Cairo in 1938, This action 
is preliminary to the coming into force of the Atlantic 
City Frecuency Allocation Table. Also, recognition of 
the LORAN chain, for the Northeast Atlantic area was 
a major victory over the strongest Soviet onposition. 
The future status of LORAIN, which is a long range navi- 
gation aid system, seems assured. 


ee 
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US=-MEXICAN AVIATION Formal US-Mexican aviation negotiations 
"  gtarted December 10 in Mexico City for 

a bilateral air transport agreement 
between the two countries. The Civil Aeronautics Board recentir 
submitted to the Department proposals to be used as a basis 

_ for such negotiations. After due consideration, the Department 
coneluded that these proposals represented a reasonable basis 
for further negotiation, an improvement over previous negotiat- 
ing positions, and the maximum concessions which the US should 
make at this time. It was necessary to obtain President 
Truman's approval of the revised position agreed upon by the 
Department and the CAB prior to undertaking the negotiations 
because, if a bilateral agreement is reached on that basis, it 
will necessitate revision of the Latin American Route Decision 
of 1946 which he approved, 


Background Repeated efforts have been made oyer the last 
five Qo obtain an air transport agreement with Mexico 


which would implement the civil air routes for US carriers 
established by the Latin :merican Route Decision ef 1946. 
This decision, whicn certificated five US carriers on six 
routes into Mexico, has never been put into effect because of 
Mexican refusal to accept the US concept of complete reciprocal 
competitive opportunity on all air routes, Lest March, follow- 
ing a trip to Mexico by the then Chairman of CAB, it was 
reported informally to the President and to the Department 
that there was a reasonabi»= chance for conclusion of an avia- 
tion agreement based generally on a route-exchange which would 
give Mexican air carriers the shorter trans-border routes, 
including New Orleans+Mexico City on a monopoly basis, and to 
US carriers the longer routes between the nejor traffic 
points in the US and Mexico. At that time the negotiations 
were not initiated’ pending study of the legal implications in- 
volved in meeting the Mexican requirements as they related to 
the Latin American Route Decision, It was determined that “he 
CAB would prepare a position setting forth the minimum route 
requirements on which a US-Mexican bilateral might be based as 
well as the CAB's evaluation of the relative importance of 
routes above that minimpm which we might attempt to obtain in 
the course of negotiations. The proposed US position based on 
such a statement was then to be presented to the President by 
the CAB and the Department for his approval prior to arrange- 
ments being made for bilateral negotiations. 











CAB's 
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CAB's Proposals As formulated, the Board's statement 
indicate s unwilling to grant reciprocal rights over 
the entire New York-New Orleans-Mgxico City route, but it has 
approved granting the Mexicans the Mexico City-New Orleans 
segment. If they insist upon a monopoly for a Mexican carrier 
on the New Orleans route, the Board would agree to its ex- 
Clusive operation by a Mexican carrier, preferably for a period 
of one year, with two years being the absaqlute maximum con- 
cession. During that time a US carrier would operate between 
Mobile or Birmingham or Atlanta and Mexico City. The CAB pro- 
poses operation by US carriers over routes Houston-Brownsville- 
TampicoeMexico City-Tapachula and beyond as well as New York- 
Washington-Fort Worth/Dallas-San Antonia-Monterrey-Mexico City. 
If Monterrey must be eliminated from the latter route, Mexican 
recognition of its obligation to reimburse American Airlines 
for its substantial investment at that point must be obtained, 
If Mexican resistance to the grantirg of the Los Angeles- — 

El Paso-Mexico City route is sufficiently strong as to endanger 
an. agreement, this request may be withdrawn. The CAB proposes 
that a US carrier be certificated for the Los Angeles-San Diego- 
La Paz-Mexico City route with assurances that it will be per- — 
mitted to terminate its service either at La Paz oi Mexico 
City. If the Mexicans strongly oppose the granting of: the 

San Antonio-Laredo-Monterrey-Mexico City route to a US airline, 
it may be abandoned. However, this route is not to be re- 
lingquished prior to our relinguishment of the Los Angeles- 

El Paso-Mexico City route. The Board feels that US carriers 
must also have Houston or New Orleans-Merida and beyond and 
Miami-Merida and beyond. It is stressed that any agreement 
reached must include the new Los Angeles and New Orleans routes 
as described above for US carriers, 


The Board is agreeable to the grant of the following routes 
to Mexico: 1) Mexico City-Guadala jara-Mazatlan-Hermosillo- 
Mexicali-Tijuana-Los Angeles; 2) Mexico City-New Orleans; 3) 
Mexico City-Miami and beyond; 4) Mexico City-Monterrey-Laredo- 
'-San Antonio; Torreon-Monterrey-San Antonio; and 5) Chihuahua- 
El Paso. The Mexican request for the Nogales-San Diego route 
should be refused. It is also the opinion of the Board that 
the US Government should be authorized by the agreement to 
grant to each designated US air carrier the right to operate 
schedules non-stop between any point in the US on routes — 

+ > ca to a US carrier and any point in Mexico on such 
routes. 


IMPORT 





—-+. 


DECLASSIFIED FOR PUBLICATION IN FOREIGN | 
RELATIONS OF THE UNITED STATES 








UNCLASS IP I#D 
Ve 


IMPORT FEE ON SHELLED A Presidential proclamation was 
AND PREPARED ATMONDS 


issued December 10 announcing the 








imposition of an import fee on 
shelled and blanched, roasted, or otherwise prepared 
almonds, This is based on a Tariff Commission investiga- 
tion of imports of tree nuts pursuant to Section 22 of the 
Agricultural Adjustment Act which authorizes the President 
to impose import fees or quantitative restrictions on 
imports if the Tariff Commission finds imports interfere 
with domestic prograns undertaken by the Department of 
Agriculture. No consultations with other governments are 
required since the fee does not violate the General Agree- 
ment on Tariffs and Trade or any of our bilateral trade 
agreements, Countries which may be affected are being 
notified of the action. | 


In its investigation, the Tariff Commission found 
there is no basis for imposing restrictions on imports 
of filberts, walnuts, brazil nuts, cashews or unshelled 
almonds at this time. However, shelled and blanched, 
roasted, or otherwise prepared or preserved almonds (not 
including almond seat! are practically certain to be im 
ported into the US during the 12-month period ending 
September 30, 1952, under such conditions and quantities 
as to interfere materially with the Department of Agricul- 
ture's almond program. To prevent imports ‘uterfering 
with this program, it was found necessary to impose an 
import fee of 10¢ a pound, but not more that 50% ad 
valorem upon any shelled and any blanched, roasted, or 
otherwise prepared or preserved almonds entered for con- 


sumption during the period October 1, 1951 to September 30, 


1952, in excess of 4.5 mlllion pounds, provided not more 
that 500,000 pounds of blanched, roasted or otherwise 
prepared almonds are included in the fee-free aggregate 
of 4.5 million pounds. To avoid any retroactive applica- 
tion of fees, the fee-free quota will be increased by any 
amount by which actual imports exceed stated quotas as 

of the close of business of the date of the proclamation. 


REPORT 
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REPORT ON ICFTU The Executive Board of the International 
ExXLCLIIVE BOARD Confederation of Free Trade Unions (ICFTU) 

met in Brussels from November 26 to 30 and 
acmitted a number of new trade unions to membership, bringing 
total membership to over 55 million persons. Allocation of 
funds was adopvted for the work of the regional programs and it 
was reported that about 600,000 of the 700,000 three-year 
budget for regional work has already been raised. 


Snecial emphasis will be nlaced on sending an exverienced 
trade unionist to Lebanon, Turkey, and North Africa to assist 
the trade unions there. in cooperation with trade unionists 
in those countries, ICFTU will then make contacts in Egypt, 
Iraq, Syria and Iran in order to establish bona fide free trade 
unions in those countries. In view of the vresent Egyptian 
crisis, the usual »ublicity concerning ICFTU delegations will 
be avoided. 


Exvnanded educational activities were approved as was a 
resolution that ICFTU should obtain representation in NATO and 
to advise affiliatec organs in countries participating in NATO 
to seek trade union renresentation in various NATO organs. Re- 
newed nrotests will be lodged with ILO and the governments con- 
cerned over the lack of trade union liberties in Argentina and 
Venezuela. egret was expressed at the failure of the Naples 
migration conference and a resolution adopted that eny migra- 
tion organization should be established within the UN framework. 
There was also discussion of the labor union situation in Cyvrus 
and Greece. Agreement was reached to launch an apyeal for one 
million lira amon; affiliated organs for Italian flood relief. 


A resolution wes adopted demancing that non-self-governing 
territories be sranted time tables for achievement of full self- 
government ana that dependent territories should be suvervised 
by UN and granted the status of associate membershin in ILO. 
the resolution also asked that »vovnular movenents in non-self- 
governing territories be sunvortea by the ICFTU if onvosed to 
totalitarianism, The Doard reaffirmed its desire to bring un- 
official »ressure on the French Government in order to assure 
trade union rizhts to natives in liorocco, Algeria and Tunisic. 


It was afreed that the next emersency meeting would be held 
in Drussels in Fe>brvary or March 1°52 anc the General Council 
meeting will be helc in Perlin in July 1952. The next Executive 
Board meetin; will take nlace immediately »rior to the General 
Council meetirs. 


PROV IG LCUAL 
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PROVISIONAL COMMITTEE SET-UP Sixteen nations have voted to 
ON THE MOVEMENT OF MIGRANTS participate in the establishment 


and work of a Provisional Inter- 
governmental Committee for the Movement of Migrants from Europe 
as a result of the recently concluded meeting in Brussels, 
(See page 7, November 19, 1951 issue.) The US proposal with 
unimportant modifications was accepted ad referendum by 
Australia, Austria, Belgium, Bolivia, Brazil, Canada, Chile, 
France, the Federal Republic of Germany, Greece, Italy, Luxem= 
bourg "the Netherlands, Switzerland and Turkey. Since Denmark, 
argentina, Israel, Norway, Peru and Sweden were represented 
only by observers, they aid not vote on the resolution and the 
British delegate reserved his position pending consultation 
with his government. 


Leeman of Belgium has been appointed chairman of the new 
Committee, The terms of reference of the new Committee are; 
to provide and arrange for land, sea and air transportation as 
required; to assume responsibility for the charter of such ships 
operated under the auspices of the IRO as may be required; to 
coordinate a shipping program utilizing commercial shipping 
facilities to the maximum extent possible and the chartered 
ships transferred from the IRO to secure those movements for 
which commercial facilities are inadequate; to take such actions 
as may be directly related to these ends, taking account of such 
national and international services as are available; and to 
take such other actions as will be necessary and appropriate to 
discharge the functions of the Committee, 


The Departuent of Defense is willing that the five Military 
Sea Transport Ships currently chartered to the IRO for the trans- 
portation of refugees will continue to be available during 1952, 
This is, of course, subject to Presidential “Wg 2 and 
on the ¢ondition that world conditions remain the same 
being understood that developments may arise RM RA. the 
temporary withdrawal of any or all of these ships in order to 
meet urgent military requirements, The ships concerned are 
capable of moving approximately 85,000 persons in one year 
to North American ports, Movement to destinations other than 
North America will reduce the total number that can be trans- 
ported. In addition to these five ships, the new organization 
will also take over several other ships which have been under 
IRO eharter, 


Each 
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Each country of reception is to retain control over the 
standards of admission and the number of immigrants to be 
admitted and any member government making a contribution to the 
operating fund may stipulate. the terms and conditions under 
which that contribution. ean: be: aged.» The resolution also 
provides that the Committee will give early consideration to 
‘relations to be established with international non-governmental 
and voluntary associations conducting activities in the field 
of migresicn and refugees, 


| It is estimated that some 115,000 persons will be enued. 
Gustine the coming years 55,000 from the Federal Republic; «=. 
35,000 from Italy and Trieste; .15,000 from Austria; 6,000 fren 
the Netherlands; and 4,000 each from Greece and Portugal. | | 
The cost of the entire operation for one year is estimated | 
at $34 million, of which $2.5 million will be allocates. to. 


administrative costs. 
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s' M An approach to the Belgian Government ~ 

RICTIONS on the restrictions it recently imsosed — 
Demet against imports from the dollar area: 

has been agreed-uvon interdepartmentally.. It is currently con- 
templated that the apnroach, in which we will urge. the immedfate 
removal of the restrictions, will be made as soon as the current 
critical stage in the work of the Temporary Committee of the . 
North Atlantic Council has been completed, In our.view the . 
restrictions on dollar imperts are of negligible value in meet-. 
ing Belgian intra-iuropean trade and internal problems, and are 
inconsistent with Belgian commitments under the General Agreement 
on Tariffs enc Trede and with the vrovisions and objectives of 
the International Uonetary Fund. ‘Uriless Belgium removes the — 
restrictions »romotly, we intend to rafse the matter simultane- 
ously in both the GATT and the Fund. In view of Canadian inter- 
est in the problem we have consulted with the Canadian Government 
on our pronosed action. | Pag eee 


Belgian EFT Surzlus In late August Belgium's cumulative 
surnlus in the Euronean Payments Union exceeded its quota of 
$360 million. A further 930-40 million credit was made available 
by Belgium on the basis of a 50% gold nayment and. 50% extension 
of credit to the EPU but the surplus continued to increase at a. 
rapid rate and Belgium demanded a revised settlement arrangement. 
After negotiation it was agreed that Belgium would receive .a 
maximum cold vayment of. $80 million in the settlement of its 
surplus for the last quarter of 1951 and would extend ‘credit to 
the 2PU for any excess over that amount. At a recent EPU Manag- 
ing Board meetins, the mie, a representative estimated the 
fourth quarter surplus would be about $160 million. ~ | 





Although Belgium does not have a balance-of-pnayments nroblem 
or the nrosvect of a balance-of-payments problem in the sense of 
havinz very low monetary reserves or a serious threat to its re- 
serves, we recognize ‘that its intra-European surnlus >roblenm is 
serious. The maintenance of the surnlus compels Belgium to shin 
goods on credit to Western European countries whose future ability 
to »ay is uncertain. If Belgium would insist on demanding much | 
more gold in nayment for these goods, it would imperil the exist- 
ence or the European Payments Union anc would expose Belgium to - 
the nossibility of discrimination by other European countries, 
along the lines which existed vorior to the formation of EPU. - 


This vould be e blow to the vrogress made so far in the direction 


of European economic cooperation. | ‘ 


Accordingly, 


| DECLASSIFIED FOR PUBLICATION IN FOREIGN 
| RELATIONS OF THE UNITED STATES 








~ th -< atin 





BEST COPY AVAILABLE 


SECRET ~- SECURITY INFORMATION 
a 


Accordingly, the Belgian Government took a number of steps 
designed to reduce its intra-European surplus. The most direct 
measure was adoption of restrictions on exports of various vrod- 
ucts to the rest of Europe. Among other measures aimed at the 
same objective was the introduction of dollar import restrictions. 
which, it is argued, would put pressure on Belgian importers to 
increase their nurchases in Europe. 


shansticance of Be poten Action It is the US. view that tne 
Belgian action ma;’ slightly reduce the Belgian surplus »roblen, 
although at the risk of some unnecessary inflation-in Belgium 
while at the same time creating grave risks that the EPU will 
degenerate from its initial objective as an interim step toward 
world multilateral trade to a preferential trading bloc which 
insulates Europe from dollar competition and impedes the rise of 
European vroductivity. | | | | 


We are greatly concerned that the impact of these measures 
on the nature of SPU will be out of all provortion to their direct 
economic effect. Although EPU has been a preferential system so 
far, its avowed objective has been the re-establishment of worlc- 
wide multilateral trade. The preferential aspect of the scheme 
was to be achieved by reducing restrictions among its members 
more rapidly than with the outside areas, not by raising new 
obstacles to goods from outside the area, The Belgian action 
violates this objective and will undoubtecly interfere with the 
achievement of the objective of increasing efficiency and oro- 
ductivity. Abandonment of the principle of pvermitting import 
restrictions only when justified on balance-of-nayments grounds 
could lead to a reversal of successful efforts already made toward 
reducing barriers to trade. This case might well serve as a 
nrecedent for other countries to apply restrictions for reasons 
other than inadequate reserves. 





es 


The action also imperils the maintenance of a liberal US 
trade »olicy. In our note to the Belgians, we will point out 
that the US Government has sought to reduce its barriers to foods 
from abroad and enable foreign countries to earn Gollars. While 
there have been departures from this objective, by and large 
liberalization efforts have been successful and the American 
market has been kept open and enlarged for foreign trade. These 
successes have been achieved in the face of extensive domestic 
criticism of the widesnread anplication of restrictions against 
American goods, This criticism can be met when restrictions 
are necessary to »vrotect a country's reserves, but it cannot be 
met when restrictions are not needed for this »urpose and apnvear 
inconsistent with international commitments. 


Discussion 
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jon in Gati Meeting. When this matter was discussed 
during the Sixth Session of ,» the Belgian delegation con- 
ceded that Belgium is not suffering from the type of balance- 
of-payments difiiculties which, according to Article XII of | 
the General Agreement, are a prerequisite for the imposition 
of quantitative import restrictions. Belgium stated that the 
restrictions were necessitated by the threat to Belgium's. — 
general financial stability and were instituted under Article 
XV-9(b) of the GATT; which permits the use of restrictiens on 
imports or exports where such restrictions are for the purndse 
of making effective exchange controls pnermitted under the 
Articles of agreement of the International Monetary Fund. The 
US delegation strongly opposed the Belgian contention and took 
the position that the provisions of the GATT, as a whole, were 
designed to recuire that such quantitative trade restrictions 
must be subject to «the tests and procedural requirements of 
Article XII, The velicity of the Belgian restrictions under | 
GATT was not pressed to a decision at the Sixth Session. The 
way was left open for the US or any other contracting ‘varty 

to invoke the complaints »roccdures of the GATT if it wished, . 
Should it be deciced to take action in GATT the US, or the US 
and Canada seiesay., could request the recently established 

ad hoc Committee for.Agéenda ond Intersessional Business to con- ° 
sider the matter and establish a working party to examine all 
relevant facts -and views and report to the Seventh Session of . 
GATT. If tne matter were of sufficient urgency, the Committee. 
might request the convening of a Snecial Session, | 


Belgian Restrictions ang the Fund Apreoment It is our. 
view that the Belzian restrictions are inconsistent with the 
provisions ena objectives of the International Monetary Fund, — 
Although the Belgians might claim justification tor their action 
under the transitional neriod »rovisions of the Fund Agreenent 
(Article XIV). we feel that in Fund consideration of the vroblem 
emphasis snould be »laced on the damage to the Fund's objectives 
of an admittedly retrogressive action taken by a Fund member 
whose present and »rospective reserve. sosition is as strong as 
Belgium's, We tiink the Fund should not attem»yt to distinguish 
between trade and exchange restrictions when the Belgian case is 
under review bui that it should evaluate the comnlex of exchange 
and trade restrictions as a whole in determining whether or not 
they are justified. We hope that an expression of concern by the. 
Fund micht result in: voluntary Belgian withdrawal of the new 
restrictions without formal Fund action. 














US 
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US MISSION SURVEYS A US mission recently visited the 
MALAY TIN PROBLEMS 


Federation of Malaya and the Colony of 





: Singapore, at the invitation of the 
Malayan Government to study the problems of tin production 
in that area. The invitation was sent through the UK, and 
endorsed by it. The mission, consisting of representatives 
of the Defense Materials Procurement Administration (DMPA), 
the RFC and the Departments of State. and Interior was a. 
good-will gesture to indicate US willingness to learn at 
first hand the special conditions faced by Malaya in produc- 
ing tin, According to reports, this aim of the mission was 
successfully accomplished. The group concentrated on a 
study of production and marketing problems, visiting mines 
and smelters, and talking with the people involved. The 
DMPA and RFC members were authorized to explore possible 
mechods of acquisition if the opportunity arose. The mission 
was not expected to express opinions on tin prices or US 
public statements about prices. The main conclusion of the 
mission was that guerrilla activity has so destroyed ex- 
ploration for new tin deposits and expansion of production, 
that there is every reason to fear a declining output in 
the near future unless the problem of developing reserves 
to replace current depletion can be solved, 


In purchasing Malayan tin, the US would prefer to 
make term contracts with fixed prices rather than to buy 
through the open market, since US officials fear that 
re-entry of the US into the open mariet would drive prices 
up considerably. Malayan producers and government officials, 
on the other hand, maintained a united front to the mission 
in support of selling only through the open market, 
although there may possibly be a difference of opinion 
among producers themselves and also among UK Government 
officials as to the importance of this aspect of the matter. 


Background In 1945, tin was selling at 52¢ a pound, 
the wartime cefling, and by 1948, it had risen to $1.03. 
In 1949, allocations which had been in operation from the 
end of the war, were suspended and the free markets in 
Singapore and London were opened. The dollar price fell to 
about 75¢, but because of devaluation the sterling price 
actually rose. This situation did not chahge materially 
until June 1950 when the invasion of South Korea sent tin 
‘prices rocketing. 


Meanwhile 





—_ 
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Meanwhile, through the Tin Study Group, producers 
pressed for an international tin control agreement, The 
US alone opposed it, and the tin conference at Geneva in 
October 1950 came to no agreement (see November 27, 1950 
issue). In January and February 1951, tin prices reached 
a peak of $1.83 and the US invited leading producers to 
Washington in March to discuss stabilization of tin prices 
and resumption of allocations, About this time, the 
Senate Preparedness Sub-Committee released a very critical 
report of foreign tin production and marketing policies. 
Shortly thereafter, the US announced cessation of tin 
purchases for the stockpile until prices came down, and 
the RFC was made sole purchaser of tin for industrial 
uses. . | . 


_ The Washington talks broke down completely with bitter 
resentment on the part of the producers over the Senate 
sub-committee report and US tin buying policy. The 
Malayan Government challenged US officials to "come and. 
see for themselves" as had recently been done in connec- 
tion with Bolivia. Tension increased when it became 
known that the US was discussing purchases of tin from | 
Bolivia at $1.12 a pound, while apparently offering $1.03 
to other producers. It was against this background that 
the mission went to Malaya, 








Importance of Guerrilla Activity The mission was 
particularly struck by the extent of guerilla activity 


which pervades every phase of Malayan life. It has re- 
sulted in the complete cessation of exploration for new 
tin deposits and a standstill in the expansion of produc- 
tion. Reserves are being depleted. ifficiency has 
Plummeted. The casualty lists for Government forces and 
civilians reach into the thousands. It has been established 
that the Communists are the directing force behind the 
guerrillas, but the underlying discontent of the popula- 
tion is vndoubtedly a major factor in the success of the 
guerrilla activity. Although the British are attempting 
to integrate the various ethnic elements (Malay, Chinece, 
Indian) into a united | nation, and although the 
Chinese account for about 40% of the population, they have 


little 
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little or no voice in the present government. This 
causes deep resentments, and accounts for the fact that 
the Chinese do not cooperate as fully as they could 
against the guerrillas who are largely Chinese. However, 
the British claim they have extensive evidence that the 
banditry is Communist planned, organized and led, and there 
is no doubt that Malaya, the world's largest tin producer, 
is a focal point in Communist aggression. If Malaya 
Should succumb, there would be a danger of neighboring 
countries also falling, although we are hopeful that 
Indonesia would hold. However, if most of the area fell 
to the Communists, well over one-half of the world's 
production of tin would be under Communist control. 


Insistence on Use of Singapore Market The Malayan 
officials were adamant in tReir insistence that the 
Singapore market be given a fair trial as an exclusive 
medium for procurement before alternatives are discussed, 
even though members of the mission pointed out that the 
Singapore market might be entirely unacceptable in 
Washington. In discussions after the mission left, Malayan 
Government officials made a special point of re-iterating 
the unanimity of the producers in desiring to abstain 
from individual contracts. Nevertheless, US officials 
gained the impression that some producers might be willing 
to consider private contracts but that other producers and 
government officials were influencing them to hold off in 
order to retain the benefits of the Singapore market, 


Outlook Meanwhile, the US tin situation deteriorates. 
NPA has authorized US industry to consume about the same 
amount of tin in the first quarter of 1952 as in the 
fourth quarter of 1951. This cannot be done unless with- 
drawals are made from the strategic stockpile or purchases 
resumed in time for delivery during the first quarter, 

This probably means purchases no later than December 3l, 
Other nations deplore our attitude. The Bolivians have 
expressed concern over possible use of our stockpile as a 
commercial weapon, a device which could become an important 
issue with other countries producing raw materials for 
sale to the US. There are signs of apprehension in the UK. 
The Chileans also expressed concern, and the Argentines 
are understo , be restricting shipments of certain 
products for the US stoclpile. 





* * * 
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NT Ad referendum agreement has been 
reached between the US, UK and France - 
on the one hanc and the Federal Revub- 

lie of Germany on the other for the settlement of the German 

post-war devt to the Allies. The agreement was worked out 
durin; conversations with the Germans held by the Tripartite 

Commission on German Debts. This agreement will pave the way 

for a full international conference for the settlement of 

German pre-war external debts for which the US, UK and France | 

have been nreparing for the vast year. It is now expected that 

the conference will be called for February 20,.1952. : 











































Although the Germans had formally recognized the neaahote 
priority of Allied Government claims for vost-war economic 
assistcnce, tie Allies have made major concessions in. the 
amounts owed whem by the Federal Republic. The total claims 
of the Allies are 201 million pounds sterling for the UK, 
w15,700,000 in franes for France, and ¥3,200,000,000 for ’ the | 
US, Agreement was reached with the German negotiators to settle 
as follows: 2 reduction in the British claim to 150 million - 
younds sterling, nayable in 20 annual installments without inter- 4 
est; a reduction in the debt to France to $11,840,000 payable ~~ 
in French francs over 20 years and also without interest; and 
a reduction in the total obligation to the US to $1,200, 600, 900 
to be repaid in ecual annual installments over 35 years "at 2. 5% 
interest. The terms for repayment of the debt. to the US are 
the same terms required on loans.to other countries receiving 
funds under tne Buropean Cooveration Act. It is- understood . 
that the anvroximaie $200 million surplus proverty debt will be 
paid in full and that the remainder of the repayment will be 
charged to »osi-war economic assistance. 


Until very recently the British had insisted on renayment 
of the German cebt with no more than a token reduction and 
spoke in terms of 10,. However, they finally agreed to ths 
present fisure which amounts to a 25. reduction of the debt to 
them with a real reduction of 40, omnes the repayment terms are 
without interest. 


A condition to the adopiion of the vronosed aszreement is 
satisfactory settlement of the pre-war claims against Gcormany 
and it is uncerstood by the German negotiators that the setile- 
ment is elso based on the understanding thai there is a satis- 
factory German defense contribution. As a nart of the arranre- 
ment the Federal wepublic and its nationals would waive all 


counter-claims 
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counter-cleims against the Allies for any action of the Allies 
taken in relation to Germany since June 5, 1945 for which 
there is no nrovision in the contractual arrangements or in 
any other snecific agreement. The vronosed waiver makes 

clear that in requesting such a German undertaking the Allies 
do not acknowledge the validity of any such claims. 


The German negotiator expressed a deep sense of satis- 
faction and gratitude over the magnanimity of the Allies, 
stating that such cenerosity of the victor to the vanquished 
was without parallel in history. The pronosed settlement was 
discussed with Acenauer by the German negotiator during the 
Chancellor's recent trip to England and the Chancellor also 
expressed nleasure over the vronosed settlement. 


* * * 


PROGRESS REPORT ON JO First action in the economic develor- 
BRAZIL-US_ SORISSTON = ment of Erazil should be directed 

toward improving the transportation 
system, according to a recommendation of the Joint Brazil-us 
Commission for Economic Develonoment. The Commission, estab- . 
lished four months ago as a part of the Point IV program, , 
was set un to study develooment needs of Brazil and to make 
recomiendatjons for action in specific fields, with varticular 
reference to trans »ortation, electric power, food and agri- 
culture, anc minerels. In addition to the transportation 
study, vreliminary « rork has proceeded on vrenaration of several 
nower plant sTojects and a study has been initiated on nort 
conditions. 


iranspor tation Projects The Comnission in Late 
October presented to the Brazilian Government as its first 
recommendation a nroject calling for standardization of 
automatic counlers and air-brakes on the railroad stock of 
the government-owned Santos a Jundiaf railway and the pur- 
chase for it of 1,100 railway cars. 


The 
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The Santo-Jundiai Railroad project is the first of three 
related projects designed to remedy in the shortest time | 
possible and at reasonable cost one of the. basic rallwey | | 
transport prublenis of the ‘broad-gauge railroads.of Brazil.’ The — 
Second project will be ofa-similar nature and ‘should be ready | 
for’ presentation s066n...:Jt.tnvolves the Paulista. Railway . 
Company whichis privatélyowned. The third project .which in- 
volves the goverrnment-owhed Central Railroad.,is well advanced. 
The first two projeéts are intended to eliminate. & .major, * 
obstacle to the free interchange of freignt and passenger 
traffic between the first two roads and the third, caused by — 
the fact that the rolling. stock of the firat two. roads is 
equipped with ‘outmoded ‘“hook and chain" couvlers and, vacuum | ib 
brakes, while’ that of the Central carries modern automatic - e ‘ 
couplers and brakes. Conversion of the equipment. of. the | ’ 
Santos: and’ Paulista rouds to automatic couplers and brakes wii 
assure free interchange of traffic between..the, three systems, 
and minimize the time eepuares in handling of freight. 


tn preparing these - projects the Commission has become con- 
vinced that the vroblem-of management of the: government-owned - 
railroads must be resoived if anv long-run benefit is to be : : 
gained from rehabilitating and re-equiping the lines physically. 
It belteves that a central management organization must be 
up with a Boerd of Directors to cct as a buffer between politics 
and management. Poiitical implications make the resolution of 
the managerial problem by far the most difficult and sensitive 
problem to be faced by the Joint Commission thus far. 





2 te, 


Methods of Financing The Joint Commission has proposed 
that a dollar [oun of tip to $8,5%8,000 be obtained to cover 
the foreign currency cost of the pro ject for tne Santo-Jundial 
Railroad. It 1s assumed thut this loan would have a maturity 
of not less then fifteen years; would be amortizable from 
the fourth vear of the life of the loan; and would bear interest 
at a rate consistent with that for other railroad loans of a 
Similar nature. 





It has been determined in Washington that the Santos-~- 
Jundiai project as well as all other projects of the government- 
owned railwéys should be referred to the IBRD and that the 
Paulista project, being a privately owned line, is more 
appropriate for Eximbank financing, 


It is hoped that ten billion cruzeiros can be raised over 
a five-year period to finance the local currency needs of the 
development program, The Brazilian Senate has approved, and 
President Vargas has sisned, an amendment to the new income 


tax 
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tax law providing for a 15% surtax on income. taxes and a 3% 

tax on reserves and undistributed profits of corporations, 

At the end of five-year periods Government 5% bonds will be 
issued in exchange for the amount of’ surtax paid. plus interest. 
- The bonds will be amortized at a rate of 10% per year beginning 
in 1958, A bil] authorizing the National Treasury to guarantee 
core loans has been spproved by the Brazilian Chamber of 
vO es. 3 


A. pinieete bill providing authority to ‘establish a develop- 
mental ‘bank to negotiate the necessary foreign loans and to. 
administer the development loans and projects will. not be con- 
sidered ‘untilearly in 1952. This bill probably will also 
include authority for.the. government. to: sett _ of the. bond 
issue to government agencies, . } 


i... Phe dévelopmenti2 bank). which would be ‘called. ‘the “Bank 

for Re-eotiipment and Economic Development, would handle all 
funds for the administration of development projects, would 
prevent dissipation of.development funds by either the Treasury 
or the Bank of Brazil, ‘and would provide a. means for conqeesis- 
“ing control of development TIRAROLEB. , 


* + * 
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RESULTS OF RECENT FAO The Council of the Food and Agricul- 
COUNCIL MEETING AT ROME ture Organization which recently met 
in Rome was particularly concerned 
with the fact that world production has not kept pace with 
population since the prewar period, and the rate of increase 
of production appears to be leveling off. The conference 
devoted attention to various means of stimulating production, 
such as five-year programs and commodity agreements. It adopted 
a resolution designed to strengthen the Committee on Commodity 
Problems, and agreed that the rice shortage constituted a prob- 
lem requiring urgent study by the Committee. The Dutch and 
French delegations vroposed resolutions which would have given 
a gencral endorsement to regional integration arrangements but, 
Since it is aifficvlt for the US to support regional coopcra- 
tion in Europe without abandoning desirable trade principles, 
the US delegation submitted a less sweeping resolution which 
was adopted. Also adopted was a resolution similar to one 
suggested by the US, which outlined action to be taken by FAO 
when serious food shortages or famine develop. The conference 
was further highlighted by accentance of a US-sponsored resolu- 
tion on land reform which endorsed the ECOSOC resolution of 
September 7 on this subject, and which urged member governments 
to implement, that resolution as quickly as they could. Adoption 
of the resolution followed what the various representatives 
described as the most enlightened discussion on problems of 
agrarian structure which has taken place in an international 
organization meeting. 





Methods for Increasing Food Production The conference 
expressed the belicf that a well-balanced increase of at least 
1% or 2% per year in world production of basic food and other 
essential agricultural products in excess of the rate of popula- 
tion growth is the minimum necessary to achieve some improvoment 
in nutritional standards, and may be all that can be reasonably 
hoped for in the years immediately ahead. To secure this 
necessary increase, it was recommended that all member countries 
prepare and carry out agricultural development plans covering 
the next five years. These plans should be designed to provide 
for each country's contribution to the achievement of this 
objective. The national plans are to be reviewed by FAO regional 
meetings which will be held in the spring of 1953, unless the 
Council decides otherwise. The object of these meetings will 
be to promote regional coordination and to make available to 


the 
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the conference an over-all review of the programs prepared 

and the progress achieved, with an assessment of the contribu- 
tion of the vrograms toward meeting the world's increasing need 
for food and other essential agricultural products. The con- 
ference authorized the FAO Director-General to assist member 
governments in. preparing these vroduction progrems by providing 
technical, agricultural, and economic guidance, and to advise 
and help governments in the implementation of "these programs 

to the sreatest possible extent. 4 





Another ‘method which seemed to hold favor with a number 
of delegates was the use of commodity control agreements. It 
was believed that such agreements as defined in Chapter VI of 
the ITO Charter could, in time of shortage as well as surnlus, 
contribute towards. Stabilizing international markets for agri-. 
cultural commodities and thus encourage production. A resolu- 
tion adovted requests the Director-General to call the attention 
of ECOSOC to the views of the conference:on this matter, and 

asks that they be taken into account when ECOSOC reviews 
Chapter VI. The majority did not seem to realize how hard it 
is to obtain such agreements, and how tattle they eesaesay 
achieve. 


Rmoha'sis was also nlaced on other means of stimulating 
production such as the use of extension services, education 
and demonstration, on the reform of agrarian structures, on 
. investment for av:ricultural development, and on migration as 
a means. of increasing »roduction. 


Committee con Commodity Problems A resolution was adovted 
designed to strengthen the FAO's Committee on Commodity: Problems. 
It stated that "discussion in the committee should take place 
between government representatives who are fully. informed of 
the problems which arise or are likely to arise", The committee 
should continue and expand its work in the light of the views 
expressed by the conference, and within. its competence to set 
up workin? grouns cnd to invite countries not represented on 
the committee to nerticipate in its deliberations with full 

powers when subjects on which they are especially informed | 
are under discussion. A number of delegates sugrested that 
the committee sive attention to international action on various 
commodities. It was decided that commodities which are already 


ee 
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a subject of study or action by other governmental bodies, 

Such as cotton, wool and sugar, should be left to those bodies, 
‘but that the committee should undertake a rapid survey of 
cereal feeding stuffs, rice, animal and dairy products, and 
fats and oils in order to decide whether more detailed 
Studies and »,rovosals for international action would be prof- 
coeuse ane is’ so, which procedures would »roduce the best 
results, ae 


Proposed Action on Rice Shortage The conference agreed 
that the continuing shortage oi rice is a matter of grave 
concern, No aecision, however, could be reached as. to whether 
international allocations, a commodity agreement, or some 
other device should be used in dealing with this vroblen. 

It was agreed that the problem required urgent study and that 
tne Committee on Commodity Problems was the »roper. body to 
undertake the task. All member producing and consuming coun- 
tries are to be given an opportunity to varticipate in this 
study ana due regard is to be given to the vosition of the 
International Rice Commission. If the Committee on Commodity 
Problems decides that an international conference should he 
callec, such action should be taken without delay, according 
to "established international procedures", The somewhat 
vague vhrase “established international vrocedures" was used 
‘because it was not clear to the conference jus* what kind of 
action might be recommended and because it was recognized 
that ECOSOC might soon recommena a new set of procedures. 
Although the urgency of the situation was stressed, there is 
evidently to ve no meeting of the Committee on Commodity 
Problems until next May. just before the next meeting of 

the FAO Council. Ad, ! | q 


Regiorial Interration Both the Dutch and French delefa- 
tions »roposed resolutions which would have given a gencral 
endorsement to regional agricuitural arrangements, and would 
have asked FAO to render sucli assistance as it could in con- 
nection vith them. It is difficult for the US to Support 
regional cooveretion in Europe without abandoning. desirable 
trade princinles, cnd so in an effort to forestall the adop- 
tion of the sweeving resolution provosed by the Dutch and 
French, for which there seemed to be substantial support, 
the US delegation submitted a substitute resolution. This 





resolution 
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resolution said in effect that regional integration would be 
desirable in those cases where it brought about greater effi- —— 
ciency and increased production, but that it is not primarily 
the function of FAO to take steps in the direction of regional 
integration. If action is taken by governments or international 


organizations in this direction, FAO should give advice and 
assistance of a technical nature if appropriate. 


Proposed Action on Famine In line with an ECOSOC resolu- 
tion and with action which our delegation is taking in the 


General Assembly, the US provosed a resolution outlining ac- 
tion which FAO should take when serious food shortages or 
famine are develoving, and the final result was adoption of 

a resolution similar to that proposed by the US. If a country 
believes it will have a famine within a few months, the reso- 
lution provides that the affected country should inform FAO, 
and FAO will delerate someone to look into the situation with 
the country concerned if the latter so desires. If the 
Director-General is convinced there will be a shortage, he 
will call a meeting of the FAO Council or the interested 
governments to examine the situation and suggest methods for 
dealing with the problem. The US hopes that this procedure 
will in time of food crisis mobilize vublic opinion to in- 
spire governments end voluntary agencies to take necessary 
action. India also put in a resolution which would have re- 
quired countries having a surplus to set aside part of it in 
a pool which would be available for countries where famine 
occurs, (Surplus was not defined.) The recipient country 
would vay what it could and the remaining obligation would 

be subject to later negotiation. Exporting countries did foes 
not like this proposal, on the grounds that it placed all 

the responsibility for alleviating famine on a limited number 
of vrocucing countries, when the problem should be a broad 
international one and when importing countries should be . 
building up stocks. India and Ceylon, which supported the 
proposal, agreed that there were defects in the idea, and it 
was finally decided that the Council would examine possible 
ways of building uv an international pool of supylies to take 
care of serious food shortage or famine. That item will be 
on the Council agenda at its next meeting:six months from 


now, 
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Land Reform The conference adopted a US-sponsored reso- 
lution on land reform which in brief endorsed the ECCSOC reso- 
lution of September 7 and urged member governments to imple- 
ment that resolution as quickiy as they could. It requested 
the Director-General to assemble and analyze information on 
land tenure and related problems and to make it available to 
interested governments; to assume the leadership in organiz- 
ing necessarv inter-arency arrangements within the UN; to 
review the FAO work program in order to assure high priority 
to projects related to agrarian structure: to vrovide tech- 
nical assistance; to promote regional conferences and train- 
ing centers; and finally, to renort progress as soon as prac- 
ticable to BCUECC. This resolution was adonted without a 
dissenting vote and after thorough and enthusiastic debate 
by reoresentatives of a large number of governments. It 
seemed to be the zeneral consensus amons delegations that 
this was one of the best substantive discussions of the con- 
ference, and tnat it marked something of a milestone in inter- 
national consideration of this nrotlem. Many delegates com- 
mented on the fact that FAO action on agrarian structure 
would helpv them to clarify the action required in their 
own countrics and that the resolution adopted by FAO would 
strengthen in various countries the hands of officials and 
organizations which are pressing for improvement in land 
tenure arrangements. At the end of the discussion several 
governments, including Brazil and Venezuela, expressed a de- 

sire to have the FAO organize regional conferences. State 
Department officials later explored with Director-General 
Dodd. FAG's plans for implementins the resolution. Mr. Dodd 
indicated that although his staff is inadequate, he is con- 
fident that FAO will be able to carrv out the resolution 
even if at a slower rate than otherwise hoped for. dHe 
seemed to trink that FAO should concentrate its efforts 
on regional and country research vrojects for the next year 
and a half. We have urged the Director-General to make his 
over-all plans known to us as soon as possible so that we 
may determine how the US can most usefully supplement FAO's 
efforts in this field. 


DEVALUAT ION 
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DEVATUATION OF CURRSNCY Effective January 1, 1952 the Yugoslav 
ANNOUNCED BY YUGCSLAVIA Government with the apnroval of the Inter- 
, national] Monetary Fund changed the par 
valne of the Yugoslav currency irom 50 dinars to the US dollar to 
300 dinars ver US dollar, or a depreciation of 600%. Since the 
end of the war, the rate of exchange of the dinar had extremely 
limited functions, being applicable only to certain invisibie 
transactions such as travel and remittances. The Yugoslavs claim 
that the new rate will do mueh to encourage exports. Since the 
government has in the past had comniete control of nroduction for 
export, it is difficult to see how the new system of itself will 
materially change the export situation.. However, the new rate 
was talsen in conjunction with a number of moves over the past 
several months aimec at drastically reducing state direction of 
production and toward a freer market for farm and industrial 
oncnut, 


Under the old system, Yusoslavia had a rigid and detailed 
central plan of »rocuction and a completely artificial system of 
prices and costs of vnroduction. Foreign trade was carried out by 
a government monovoly which insulated internal vrices from those 
prevailing abroad, while net vrofits or losses were paid into or 
fineneed from central budget funds. The new system, on the other 
hand, conutewniates the existence of e large number of relatively 
iiisenendent enternrises which will be free to make their own busi- 
ness decisions, inclvuaing decisions on exports and imports. This 
wil] not free the individual entervrises from an over-all "social- 
isi" vlan for the general economy. but allegedly the economy will 
be freed to the voint of vermitting the enterprises fundamentally 
tou degice the detailed tyvves of goods to be produced, price nolicy, 
buring cond sellin; nolicies. The government trading monopoly is 
to be eliminated, “ith the price mechanism the determining factor 
in the choice between foreign and domestic markets. In this situa- 
tion, the rate of exchange should resume its normal function. 
tLe central covernnent retains ownershin of the means of production 
as well as a hich aegree of control over investment. Production 
management, however, is to be determined in the individual enter- 
prise. It will take some time to see if the exnressed Yugoslav 
Gesire to "free" their economy from doctrinaire practices and 
bring it more into conformity with the "canitalistic" West is any- 
thing wore than a vious exoression. 


The International Mionetary Fund Mission, which spent over two 
months studying the Yngoslrv economy, believes that the new rate 
should be anprooriate to link prices and costs in Yugoslavia to 
those in the outside world, 


* * * 
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RFC EXTENDS WACUR TT TES Cn December 29 the Reconstruction 
OF LOANS “sO — PiiLIPPINES Finance Corporation announced that 
it 22d the Philippine Government 
have agreec on terms for extending the maturity of the two 
Loins totalling yoO million mude in 1947 by the RFC to that 
Government. 11e Philippines, in accenting the RFC offer, 
agreed to nay the principal of the outstanding indehtedness 
over ten years in twenty ecual semi-annua] installments pay- 
aple on January 1 and July 1 of each year. Interest will 
acerve at the rate of 2-2/2 per year on the unpaid principal 
balance of. the indevtedness, The first installment under 
the new agreement became due or January 1, 1952. 


Background Congress in 21946 authorized the RFC to ex- 
tend loans un to »/5 mil7 ion to assist the new Philippine 
Governnent in meetings its financial comnitments during the 
transition neriod from war-ravaged economy to a more stabilizec 
economic vosition. Orizinally 270 million was loaned. The 
first credit was for 25 re meturing on January 1, 1952. 
The second credit was for 45 million, $10 million of which 
has been reveid, «ith the remaining $35 million ue on 
July 1, 1953. batevest was originally set at 2,. 


Last Sentember the Philippine Government requested 
that consideration be given to extending the maturities of 
the 360 million balence over a twelve-year veriod, in view 
of the fact that, while it was most anxious to meet its com- 
mitment to the RFC, any effort to co so at this time would 
seriously affect the country's financial stability and the 
success of the vrogram sugzested by the Economic Survey 
rot ll to the Philinpines. (See page 3, October 9, 1950 

ssue 


The liission, commonly called the Bell Mission, which 
surveyed the economic and financial conditions in the Philiv- 
oines in 1950, found the finances of the Government in a 
critical condition, After looking into the financial picture, 
it had come to the conclusion that it would not be feasible 
for the Philipyine Covernment to vay its external obligations 
in the immediate future. Concerning the obligation to the 
uFC, the wission said that there was no provisicn in the 


Government 
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Governmznt budget for the repayment of this loan, and there 
was no indication that its bnigetary position would be strong 
enouch to make the peyinents ii: the scheduled time. The 
Mission therefore recommended that the loan should be refunded 
on the original interest arrangements to become vayable over 
a veriod of not Jess than ten years. Although there has been 
a. considerable iunrovement in the Government financial »nosi- 
tion since the »ublication or the liission report, it was not 
exnected that it would be able to meet all its cash require- 
ments for fisea] 1952. There is a likelihood of a deficit 
due to inereased exvenditures for the maintenance of peace 
ana order, for public works, ECA counterpart funds, and for 
vayvment of waturing obligations. 


While realizing that it did not wish to establish a 
orecedent as regards future Philinpnine payments or as regards 
other outstandinz loans to the US by extending the maturity 
in this credit, the National Advisory Council took into con- 
sideration, however, the fact. that the RFC loans were made 
at a time -hen it wes not vossib- e to formulate a reasonable 
schedule of repayments because the country was in its initial 
stage of inderendent existence anc -not all the necessary 
inforwation was at hand. It decided then, as a temporary 
measure, to make the loans relatively short-term and repayable 
jn lum) sums. On these srounds ane on the basis thet a schedule 
oi renayment coul¢ now be more readily determined, and in order 
to provide Yor orderly liquidation of the loans, the NAC felt 
that extension of the maturities and the provision for repay- 
ment of the loans on installments payable at stated intervals 
was desirabie. the maturity period of ten years with twenty 
equal seni- annual installments was chosen as being in accord: 
with the Bell liission recommendations. 


‘Interest Rate “Public Law 565 (79th Congress) enacted 
in Augus eet iate, Public the-RFC credit provided that the 
interest rate should not be less.than 2%. The intent. of this 
yrovision was to fix a minimum rate so that the rate of interest 
would at least compensate the US. for the cost of money to it. 
Cince at the timo the average interest | rate on marketable US 
nvblic debt oblisations was 1.702,, an amount which has now 
increased to 2. Oi, the interest rate for the extended maturity 


on the Philinpine loan was raised to 2-1/2,,. 


* * * 
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SAFETY OF LIFE AT SEA The required fifteen acceptances to the 
CONVENTION RATIFIED” Safety of Life at Sea Convention, 1948 

. ae have new been deposited with the UK to 
bring that agreemeut into force. The new Convention, which 
provides for a greater degree of safety than that contemplated 
in its predecessors and marks a distinct advance toward improved 
protection of life at sea, will beccme effective November 19, 
1952, one year from the date of deposit of the last acceptance, 
The fifteen countries which heve so far accepted this Convention 
are: Canada, Denmark, France, Iceland, Italy, the Netherlands, 
New Zealand, Norway, Pakistan, Portugal, Sweden, Union of South 
Africa, UK, US and Yugoslavia, It is expected that a number of 
other countries will deposit their acceptances before the Conven- 
tion becomes effective, 


Still pending for internetional adoption is the Convention 
for the Intergovernmental Waritime Consultative Organization 
which is designed to be the specialized agency of the UN in the 
maritime fieid, As such, it would act as the secretariat for 
the SLS Convention. , | 


Purpose of SLS The purpose of an international convention 
of safety of life at sea is twofold, First, it establishes 
certain minimum standards for maritime safety to be observed by 
each party tc the Coivention. An international convention on the 
subject necessarily comprises such provisions as can be generally 
agreed upon among the various maritime nations. Second, the 
Convention protects vessels of participating countries from the 
imposition of additional requirements while they are in foreign 
ports. Although not stated, it is implicit in a safety con- 
vention that participating countries will not require safety 
measures on ships belonging to other Convention countries in 
excess of those specified in the Convention insofar as matters 
dealt with in the Convention are concerned. 


The new SLS Convention supersedes the safety convention 
currently in effect which was signed in London May 31, 1929. 
After the 1948 Convention comes into force, the 1929 Convention 
will be denounced by countries which are parties to both. 


IMCO Although, as the specialized agency for *he UN in the 
maritime field, the International Maritime Consultative Organi- 
zation wouid act as the secretariat for the SLS Convention and 
would be the depository for certain reports and statistics 


required 


' 
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required by it, the SLS Convention, 1948 is so drawn that it 
will be effective whether or rot IiiO is in existence, Only 
nine ratifications have been iiled of the 20 necessary to bring 
ILICO into effect, and it will probably not come into force for 
sometime. The US has ratified it and is doing what it can to 
influence other countries to do likewise. 





In view of the international nature of shipping, maritime 
countries are anxious to agree insofar as possible on many 
related factors. Conferences have been held in the past to 
establish an international code of signals, to endeavor. to 
arrive at a uniform tonnage measurement of vessels, to provide 
for the salvage or rescue of vessels at sea, and to deal with 
numerous juridical problems arising in connection with shipping. 
the spread covered by these international shipping agreements 
and the impinging upon the maritime field of actions of the 
International Labor Organization, the International Tele- © 
communications Union and the International Civil Aviation 
Organization, are sound arguments for the establishment of a 
sinéle maritime agency such as IMCO. 
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US POLICY ON INCREASED PRODUCTION The US Government is giv- 
Or ScC.RCE MATERIALS IN THE FAR EAST ing extensive consideration 
to the problems involved 
in achieving greater utilization of the economic resources of 
the Far East. The general purposes behind these efforts are 

to increase the production and use by the free world of scarce 
materials available in the area, to promote economic strength 
in the countries of South and Southeast Asia and to increase 
further the use of the Japanese industrial potential in the 
interests of the free world and in the interests of enabling 
the Japanese economy to attain a self-supporting status. At 
the instance of the Office of Defense Mobilization, the Inter- 
department2l1 Committee for Far East Mobilization has been 
attempting to expedite a series of specific actions along these 
lines and is drafting a comprehensive report on Far Eastern 
mineral resources. State and MSA have collaborated on a joint 
statement of policy regarding the relationship of Japan to the 
production of essential materials, and have instructed ap- 
propriate posts to take certain steps in the fulfillment of . 
this policy. 





US Objectives The US would like to increase the avail- 
ability of short-sSupply materials from Asia for the use of 
the US and the free world, with the concomitant effect of 
relieving pressure on us to provide short-supply goods to Asia. 
In this respect, it is important to develop sources in the 
free Far East of chrome, zinc, tungsten, copper, lead, nickel, 
manganese, rice and other scarce materials, as part of the 
general economic development which we regard as essential to 
South and Southeast Asia, as well as for the direct results 
desired. The US hopes that Japan will evolve into a self- 
supporting nation able to contribute strength to the free world. 
We would like Japan and the rest of the free countries of 
Asia to be independent of China and other Communist-dominated 
areas for essential foods and raw materials and for market 
outlets, particularly of strategic materials. We plan to 
facilitate Japanese procurement of essential materials without 
resorting to Communist sources of supply to an extent incon- 
sistent with free world objectives. We want to encourage 
closer trading relationships among the free countries of the 
Far East, and maximum cooperation with the US in enforcing 
effective security controls, 





The US will foster increased reliance on the potential 
contribution of Japan in manufactured goods needed by the US 
and Far Eastern countries. Equipment and materials can be pro- 
cured from Japan in many sectors now presenting the US with 


serious 
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serious export problems. Furthermore, Japan can contribvte 

to the sound economic development of the whole area by pro- 
viding (in some cases perhaps as reparations.) capital equin- 
ment such as textile machinery, and steel products, -.which are 
needed for economic. development as well as consumption. Japan 
can £lso supply technical assistance and can offer technical 
training within Japen itself. 


intaniebehten It will ‘be US policy to assist ielieaintte 
in the establishment of a better environment for trade and 
business relationships between South and Southeast Asian 
countries and Japan; to encourage other countries to deal with 
Japan, particularly in regard to manufactured products in 
short-supply in the US and the rest of the free world; and to 
discourage priority demands on the US for those short-supply 
items which -are available in Japan or other free :.sian areas. 














It is realized that US policy cannot be served by US 
agencies doing what the Japanese or South and Southeast Asian 
Governments or private enterpreneurs should do. Japan and 
the asian countries must assume responsibility themselves and 
take the initiative for increasing trade and bringing about 
the developments. they desire. Since Japan is still subject 
to the suspicion and ill-will generated by war and non-settled 
reparations, US assistance should be primarily in terms of 
building up confidence between the countries concerned with 
a realization of the ‘mutual benefits of cooperation. Toward 
this end, direct dealing between governments or parties will be 
encouraged, rather than arrangements under which the US acts 
as "broker". The US will attempt, however, to ascertain and 
recommend essential development projects which would contribute 
to the achievement of our objectives in the Far Eastern area, 
and to make technicians and advisers available to assist in 
these projects. 


Since the entire concept of the Japanese position in Far 
Eastern affairs is a politically sensitive one, it is im- 
portant to avoid any impediments to the final peace and repara- 
tions settlements. Thus State and MSA have emphasized to ther 
Missions that it is of the utmost importance that MS+ and 
Point Four actions have the concurrence of the diplomatic 
missions. Although the importance of flexibility is recognized, 
the Chief of the diplomatic missions should work out with MSA 
and Point Four Chiefs, for general guidance, the proper 
delineation of responsibilities in the pursuit of our objectives 
in this field, in the light of their respective functions. 


* * * 
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US AND MEXICO SUSPEND Formal US-Mexican avieticn negotiations 

A S were suspended in Mexico City December 19, 
' 1951 without the conclusion of a bileteral 
eir trensport egreement between the two covr*ries. Mexican re- 
fusal to accept the US conce=:t of complete reciprocal competitive 
opportunity on all the important air routes betveen the two 
countries continues to be the underlying difficulty in achieving 
ean actreement. (See page'5, December 10, 1951 issue.) 





The final stumbling block was Mexican insistence on the 
continuance of exciusive nonestop service tetwser Mexico City and 
Los Angeles being seserved indefinitezy for the Mexican air 
car-ier CM. “lic principel involved woula net permit us to make 
this concession. but we mede several alternative proposals. We 
sugzested thet a US carrier either operate: 1) a Mexico City-La Ry, 
San Diego service, aading Los Angeles efter tyvo years, or 2) a 
Los ingeles-El Paso-NMexico City service with non-stop rights to 
be exercised after two years. These proposals were unacceptable 
to the Mexicans as their position required that the Mexican car- 
rier C:"4 have exclusive nonestop service between Los Angeles end 
Mexico City. The Mexicans, therefore, covld not consider equal 
competitive oppcrtunity on this route. 


Lifter a high-renkins lMexican official had shown apparent 
willingness to ecce,.t, and stressing its jack cf authority to 
comzit itself to suck a proposal without: ccnsuiting the US Govern- 
ment, our delegation explored the »vessibility of a US carrier's 
being grentec a revte Sen Diego-La PazeNexico City with the right 
to nonestcp Le Paz. At the same tine, CliA wovld have the right 
to overcte ilexico City-Los Angeles non-stcp for 2 period of four 
or ive years, efter which tne cuestion might be reopened for 
discussion. in craer to obtein a greater degree of balance 
between the concessicns being made cn each side in connection with 
ciis proposal, the reciprocal right for the US to operate between 
Ne? Orleans and Mexico City wes recuested, (Earlier in the 
negoti:tions it had been conceded thet Mexico wovld operate Mexico 
City-New Orleans exclusively although not extending a service to 
New York.) In reply, the Mexicans indicated thet no Mexican air 
ccrrier wished to operete the Mexico City=New Orleans rcute unless 
it was an exclusive Mexican route because of the competition of 
a large US airline. Furthermore, the lMexicans were concerned over 
U' service to San Diego in view of the diversion of traffic fron 
the Me:-icen border points thereby involving their domestic problems 
with their interneticnal problems. They insisted, moreover, that 
any Us service between San Diego end Mexico City could not be 
direct, but would have to stop at La Paz. 


In 
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In view of the Mexican inability to accept our alternative 
proposals, and our position not providing for the Mexican Governe 
ment tc retain exclusively for en indefinite period direct service 
between Los Angeles «nd San Diego on one hand and Mexico City 
on tne other, tne talks were suspended and are not expected to 
be resumed any time soon. § § 
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_ ESCAPE CLAUSE ACTION On January 5 the President signed a pro- 

On HATTERS” FUR DUTY clemation making effective cfter February 8 
| ied the tariff Commission's recommendations 

on tne modification of the tariff concession on certain types 

of haters’ fur which the Commission made following an "escape 

cleuse" investigation. In ennouncing this proclamation on 

Jenucry 7, he stcted that he had recuested that an Executive 

Mrder be prepared for his consideration which would esteblish 

e regular procedure for periodic review of all escape clause 

modifications of trede <egreement concessions. 





The escape cleuse included in the General Agreement on 
Tariffs and Trade and in most of our bilateral trade agreements 


provides for the withdrawal or modification of a ‘concession if, 


as a result of unfcreseen developments, any product is being 
‘imported in increased cuantities or under such conditions as 
to cause or threaten serious injury to domestic producers. 


Tariff Commission Report The Tariff Comiiission on November 9 
reported to the President its findings and recommendations besed 
upon the results of an investigetion which it undertook upon 
recuest of representatives of the hatters' fur industry who 
Cleimed injury as a result of increased imports. The findings 
of the Comission were: 1) As a result in part of the duty of 
15% ad valorem on certain types of hatters' fur, or furs not. on 
the skin prepared for heatiters' use, which wes granted by the US 
in the GATT, such erticles cere being imported into the US in 
such increased quantities es to ceuse serious injury to the 
doniestic industry producing like or directly competitive products 
and cs to threaten continuance of such serious injury; and 2) to 
prevent the continuance of such injury it is necessary to epply 
a rate of duty of 47 1/2 cents per pound, but not less than 15% 
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or more than 25% ad valorem. accordingly, the Tariff Commission 
recommended tne inodifications of the Cart concession tc permit 
for an indefinite period the application of tne above rate of 
duty. It sected it would keep developments under constant 
review for the purprese of making recommenda tions werrented by 


changed conditions. 


Review of Escepe Clause Actio In discussions with other 
interested governments on the modification of the concession, 
- of tne cuestions which hes arisen‘is the one of assurance 

thet the change will be limited to the time necessary to 
orevent or overcome the injury. Under the Trace ‘greement 
Extension Act of 1951, the President is authorized to withdr:w, 
modify or suspend any concession in whole or in part for the 
time necesscry to prevent or remedy an injury. No specific 
procedures were established for Teriff Commissicn review of 
escape clause <ctions with a view to possitie reinstatement of 
a concession. Ina letter to the Chairman of the Tariff Comnis- 
Sion the President stcted thet he had recuested that an Executive 
Order be prepared vwaich youlc ccli for <« full investig<: tion 
and report to the President by the Tariff Com ission on eacn 
escape clause action st periodic intervals. The revort would 
indicate whether or not, in the light of circumst:nces then 
existing, tne modified éoncession should be continued. Publi- 
cation of tne letter gives interested countries im:.ediete notice 
of our intention to assure reconsideration of medificetions of 


concessions mede under the escape clause, 


Consultations with Ozner Governments In November we advised 
the Contracting Parties to GiTT of the proposed modificetion 
of the hatters' fur concession and offered tc consvlt with any 
government h:ving a direct interest in the matter. In resulting 
consultctions, the Belgian Government reouested reconsideration 
of the US proposal on the grounds th:t the US industry is not 
in the exceptional circumstance contemplated by the escepe clause, 
Tne contention was not eccepted by the US. The Belgians also 
requested assurances that the modification would be limited to 
the time necessarv to overcome the injury end reserved their 
right to take compensatory <ction. The Italian Foreign Office 
nes submitted a request for < compensatory concession or a possiblc 
substitution of an ‘equivelent concession on the pert of tne US 
in return for the modificction of the hatters' fur concession. 
Consultations indiccte that the Italians are chiefly concerned 
with the ellegedly growing series of restrictionary US measures 
rather then with the actual injury. resulting from this action. 
The French Government hes also requested consultations. 


* * * 
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REPORT ON TRADE AGREEMENT: The Trede Agreements Extension act of 
SEO 1951 recuires that on or before 





January 10, 1952, the President is to 
report to the Consress on the action taken by him to ensure that 
all trcde azreements heretofore entered into contain escape 
clause provisions. In connection with this recuirement, the 
anterdepertmental Committee on rade aereoenans has reviewed 
existing trcde acreements and hes found thct all except six are 
in conformity with this policy. One of the six agreements, that 
with Turkey, is in the process of being terminated following 

the accession of that country to the General Agreement on Tariffs 
and Trede; another, with Venezuela, is under renegotiation which 
is likely to include the addition of escape clause provisions. 
Subcommittees of the Trade zgreements Committee heve been 
directed to recommend to th: t Committee at an ecrly date proposals 
with regard to the agreements with icuador, El Salvador, Guatemalé 
end Honduras.. 
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US £PPROVES EXPORT On December 20, 1951, the Office of Inter- 
OF SOT TIC SUEEER national Trade of the Depertment of Commerce 








announced thz:t GR-S synthetic rubber would 
be licensed for shipment to friendly countries against an export 
cuota of 10,000 long tons in the first cuarter of 1952. Until 

thet Gete, 211 the GR-S and butyl produced in the US was deter- 
mined to be in short supply cnd not available for export. However 
stocks of GReS have increased sufficiently and et such a rate as 
to make export possible. Butyl, on the other hand, is still in 
short sup:ly domestically, and for that reason no export cuota 
has been established for it. It is realized that the cuota set 
for. the first quarter will probably not meet the full export 
demand for GReS, but it is hoped that production will increase 
sufficiently to ’ per mit the establishment of larger woree in sub- 
secuent quarters. | 


In licensing GR-S against the first quarter quota,:.which is 
lerge enough to meet only essential endeuses, OIT will give con- 
wre me od to applications covering shipments which wills. 1) meet 

cial technological needs that cannot be met by natural rubber, 
3 prevent disruptions which would result from conversion to 
natural rubber by established users of synthetic abroad, or 3) 
contribute to US national security. The Reconstruction Finance 
Corporation will sell GR=S to exporters at tne same price as is 
cherged to domestic customers. This is curr ently 26 cents per 
pound , f.Oeb, producing plant. 


% * * 
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EXCHANGE RATE AND CONTROL ARRANGEMENTS The UK and Australia have 


WODIFIED BY UK, AUSTRALIA AND CANADA revised their foreign ex- 


change regulations tec per- 


mit more freedom in trading in foreign exchange. Canada, whose 
overall balance-of-payments position has recently been very favor- 
able, has removed the few remaining controls, ending its foreign 


exchange restrictions. 


UK Modifies Exchange Regulations The new British Govern- 


ment has given the pound sterling a small measure of freedom 
in an effort to reduce speculation against the present exchange 
rate. The Bank of England has authorized banks to engage in 
certain types of transactions involving British pounds and 
foreign money for the. first time in twelve years. The move to 
relax currency exchange restrictions followed rumors that the 
pound would be revalued or set free to find its own level. 
However, the sum total of the change is that permitted trans- 
actions will take place through the private money market rather 
than through the Bank of England, a nationalized institution, 
and some risks in supporting the pound are therefore switched 
from the Bank to private traders. 


Since the war the Bank of England has continued to offer 
forward exchange cover in the principal currencies to sterling 
area traders at a uniform charge of about one percent per year 
without limit as to amount. The purpose of this facility was to 
protect traders against foreign exchange risks on their current 
commercial transactions and everything possible was done to 
confine its use to visible trade. Experience showed that the 
one percent charge introduced during the war had become out of 
step with similar charges and rates elsewhere, Unlimited 
facilities offered tended to be used in a one-sided manner when 
from tie to time sterling or other currency was under pressure. 


As a result, it was decided that effective December 17, 1951, 
all official quotations for forward exchange would be withdrawn 
and the London Foreign Exchange Market would be allowed to deal in 
forward exchange at rates governed by market conditions. Effective 
on the same date the spread in the official spot rates quoted for 
the US dollar was widened to $2.78-2.82. This is within the range 
permitted by Article IV, Section 4 (1) of the Articles of Agree- 
ment of the International Monetary Fund which provides that maxi- 
mum and minimum rates in the case of spot transactions shall not 
differ from parity by more than 1%. The Fund articles do not 
specifically limit the spread on transactions, other than spot 
transactions, providing only that the spread shall be "rea 
sonable", Authorized banks were permitted to effect 


authorized 


DECLASSIFIED FOR PUBLICATION IN FOREIGN | 
RELATIONS OF THE UNITED STATES | 











CONFIDENTIAL - SECURITY INFORMATION 
= 8 = 


authorized US dollar transactions at or between these rates 
through the Foreign Exchange Market. These same banks were 
also allowed to effect permitted transactions in other speci- 
fied currencies and in Danish, Norwegian and Swedish krona 

at or between the official buying and Selling rates published 
by the banks, 


futhorized banks will still be restricted to permitted 
transactions with their customers. For their operations in 
the London Foreign Exchange Market, they will be allowed to 
deal freely in spot and forward between themselves, and to 
cover with banks in New York and other markets of the ‘American 
Account Area, but only for transactions in US dollars. While 
authorized banks will be permitted to carry modest short or 
long positions overnight in foreign exchange, such positions 
will be restricted as to amounts and in general wnesr opera- 
tions will be strictly supervised. 


In a discussion with the UK Alternate Director in the 
International Monetary Fund, the American Director said it was 
not clear that the decision to permit unlimited fluctuations 
in the forward market would make any useful contribution to 
the management of sterling. He suggested that experience befcre 
the war had: shown that the emergence of very large discounts 
in the forward market of a given currency tended to put 
additional selling pressure on the export market because persons 
‘who otherwise might hold the currency became alarmed at the 
forecast which forward operators seemed to be putting on the 
future course of the currency. The UK Director said that this 
Ganger wes fully realized by the Bank of England and that , 
viewed solely from the point-of view of "American account” 
trading, the decision to withdraw support from the forward 
market might appear unimportant or even perilous. He said 
that the aim was to reduce the speculation which was occurring 
in the forward operations relating to currencies other than the 


dollar, As an example he told of the Bank of England having 
to accumulate considerable amounts of French francs in conse- 
quence of supporting the forward market. Some estimates were 
that as much as a billion dollars in additional transactions 
had taken ‘place through ‘uncontrollable capital movements. 

. Although the. Bank of England apparently felt that an intrease 





“dn the risk of such operations by greater fluctuations in the 


forward market would aid in discouraging such transactions, 
the US Director in the IMF said that these aspects of. the 
practical problem of control were no doubt important, ‘but that 
— could not be evaluated from the outside... , 


4 ye ees si ituieatite le : Australia 
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Australia Frees Dollar Exchange Rate Following the move 
by the Bank of England, the Commonwealth Bank of Australia 
decided to stop setting an official rate for US dollars. 
Effective December 15, 1951, each commercial bank was permitted 
to quote its own rate but in view of the Bank of England spread 
will operate within the 1% limitation provided in the Fund 
Articles. Previous to this action, the Commonwealth Bank had 
fixed, on the basis of the fixed Bank of England dollar rate, 
the rate at which all Australian banks had to deal in US 
dollars, With the alteration in the London procedure, the 
Commonwealth Bank felt that it was no longer practicable for 
it to fix each day a rate whicn had to be used for all 
transactions in US dollars. The Commonwealth Bank will not fix 
a spread of rates but will continue to quote rates for its 
own customers. On the basis of the ruling forward rates in 
London, the Commonwealth Bank will continue to quote forward 
rates for US dollars to the public and the banks. The effects 
in Australia therefore will be: a) so far as spot US dollar 
transactions are concerned, 4&4 technical freeing in the right 
to quote by the private banks but no great movement in the 
rates themselves; b) so far as forward US dollar rates are 
concerned, a variation in rates corresponding roughly to the 
variation in the open market in London; and c) so far as other 
affected currencies are concerned, only some minor variations 
in exchange rates reflecting the movement in London rates 
within the limits set by the Bank of England. 


Canada Eliminates Exchange Restrictions Shortly before 
the British move, Canada removed all remaining restrictions on 
the Canadian dollar, permitting foreigners to invest there 
without any bans on retrieving either capital or profits and 
allowing Canadians to spend their money wherever they choose 
without government permission. This move placed Canada with 
the US and Switzerland as the only major countries in the 
world with free currencies, Canada has progressively relaxed 
controls over its dollar during the last several years, having 
ended travel restrictions a year ago. The Canadian dollar 
has shown a basic upward trend since the par value (equal to 
US 90 cents) was given up and a flexible rate system adopted 
in the fall of 1950. The high since this change was reached 
last week at 99.22, also the high since August, 1939. 








The Government's action was favorably received throughout 
Canada as a merited vote of confidence in the soundness of the 
Canadian dollar. The action reflects the Government's posi- 
tion that Canada's balance-of-payments position will not 
deteriorate in the forseeable future to the extent of subject- 
ing the exchange rate and the official reserves of gold and 


US 
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US dollars to unmanageable stresses. The Government believes 
that the flexible exchange rate in combination with fiscal 

and other domestic economic policies will: prove adequate in 
maintaining Canada's. balance-of-pavments ‘on @ sound basis. 

The Government may,-also have considered it’ desirable to free 

the dollar completely in order to determine its trve value as 

a preliminary step in considering the feasibility of heavy 

NATO economic assistande. The eventual ‘choice of a new par 
value may. 8lso have been a factor. When.Canada adopted its 
present flexible rate in October 1950,.the Fund recognized the 
necessity for Canada's taking this action and noted the Canadian 
Governments intention to.consult with the Fund: and to reestablish 
a par value 2S: soon as circumstances permit. 


The future of the Canadian exchange rate. cannot be pre- 
dicted with certainty. The average discount of the Canadian 
dollar in terms: of US currency since October 1950 has been 
Pbout five percent. .The discount has declined steadily in 
recent months, | reflecting | a heavy inflow of capital and a 
seasonel improvement in foreign trade and resulting in an 
expansion of the official reserves. The Canadian dollar will 
probably move to parity if the situation. continues. 


The long-range future of the Canadian dollar seems to be 
bright; but-there is no assurance that it. will maintain or 
strengthen its present position in the months to come.’ The 
rate will reflect changes in the balance-of-payments position. 
A very large net inflow of capital will be required to balance 
the anticipated 1952 ‘heavy current account deficit. In- 
volvement in a NATO economic aid program or an increase in 
deliveries of military equipment from the US would increase 
. this imbalance. The required net capital inflow may materialize, 

but the many unknown factors in the US and. Canadian capital 
markets prohibit: a. guarantee ‘to that SETecte 


* * # *. 
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WL pCo'id Ic The first item on Prime Minister Churchill's 
vinCw iC ercenda for Washingtou discussions was the detevio- 


rating Brivisi economic situation. Outlining thc 

seriousness of the reserve situation and the outloo: for the 
ext giz monsns, UK officials described the measures being 
taken te imorove the situation. Tey mace it clear they were 

not ns cin .or US aid -tco meet their own nroblems although they 

maleated they wonlc need neln to carry out our common Gefeonse 
of torts. Ti talks et the workins level there was a veneral 
discussion on wnetner the nresen’s economic crisis is the result 
or cot da: nec of unfrortunats: but transient factors or the re- 
snit o: more nermarcnt factors. shore was gerceral agrvecment 
that it mich? be uscful to exchange thougnts om the basic cco- 
nonie factors inTluencing “ne lone “run developments of storlinz- 
dollar aron relations through nom: | enannels ana by talring 
navanoercc of visits made for see reasons to wWashincton or 


London of annronriatc official It was O29RASLEC6 that svocia 
Sur es woule not bc ercatcda ee this purpose and tn2t tnis 
dig not constitute 2 commitment to hold toint “ diseussions on 


ols A cvoromic orobiems. Very satis factory aprcemcnts 
were r.cened in orincinle on tin, eluminum and stecl throurch 
the efierts of 2 Joint raw matoriels working party. Details 
ere now boing workec out. 





D.icrior:tion_ of Uk Position The Ul. nes suffcred very 


=m > _—ewe -_ a oF, wes 846°. - 





scrious Losses oOo: Torcign CHENANEC r.scerves Curing the lest 
six months, sherplv reversing th. favorctle trend tnat hed 
preva lid durin: SAN yoerr ending June xo, 197i. The Chancellor 


of the Imeheyver in Ais yoarecnd announcement saic thet the 
overealh Gotieit for the period Avril to Deecmber 31, 1°51 
amountcc to b601 million as compared with » dx “fieit of £259 
million in thc eorecsvonding period of 1950, Rescrves were 
reduced to ¥2,335,000,000 on December 31. Whe Chancellor cited 
the $176 million vevment on US anc Canadian loans and the $9€ 
willion »~aynert to the Evropean Payments Union as special 
factors in the deficit. 


Ee SRpC PSF EnLL Ay heavy dollar drain has been due in 





yart to factors associated with the free world rearmament ecr- 
rort, agzrave tec hy an ebnormal lag in collar receivts and 


neceloma tion in collar payments. If the present trends con- 
tinue, tne consequences to the mutual defense program coula 
be extreme ly serious. This problem has been under review ior 


some 
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some time, centering in discussions between US ana UK officials 
in Lonaon. Certain remedial measures to tighten credits and 
reduce overseas exnenditures have been taken by the new British 
Government enc further such measures are being worked out. in 
acdition, the cooneration of British Commonwealth countries 
will be sought at a neeting to be attended by Finance liinisters 


tehiqga vy e 
di Ls LON vil. 


It appears clear, howcver, tnat economic assistance from 
whe US will also be requircd. This aid, together vith further 
britis!:: measures, would be dosigned tc deal with the situation 
in such a yay as to makc possible the maintenance of the UK's 
full contribvtion to free world ccfcnse. Discussions in 
London took into account the US-UK agrcement with rcgard to 
the Ezrovcan Payments Union whereby the Ub had agreed to rein- 
burs. the UK for dollars lost as a result cof other EPU coun- 
trics' use of stcrling balances they held when the EPU was 
ercetoc. <A vayment of about $40 million, which is expected 
to comoriss the bulk of this obligetion through June 30, 1952, 
was made ny the US on Deecmber 2°, 1951. Thinking with regard 
to US cconomic aid to th. UK is that it should tot:1 4350 mil- 
lion out ov fiseal 1°52 funds. This would include the “PU vay- 
ment “nea vrobably some of the cid wili be in the form of financ- 
ing military cnc items which would othervise be purchesed by 
the UK with dollers. Probably 104 of the aid vould be made 

nc loin basis. It is cxnectcad thet aid discussions will be 
concluded in the near future und thet an announcement will be 
mace sometime efter the Churchill perty returns to London. 


naw Materials Agreements One of the U's greatest prob- 
lews “35 been to obtain enough steel to keep its industry 


and dereuse nlents soing. The Us, on its side, is handi- 
cappeu dy shortages of tin, aluminum, and conner. Important 
mutual cssistance agreements toward mecting these shortages 
were reached durins the visit of the Churchill group and 
were ccneurrec in by Canadian officials during Churchill's 
visit to Ottawa. 


nr 


On tin, agreoment has been reached in princivle for 
the US to buy 20,000 tons from the UK at $1.1@ FOB Singapore 
with dolivery by January 1, 1953. Dctails are still bcing 
worked out anc an announcement will be made after ali arrange- 
monts are complete. On aluminum the Uk has agreed to loan 


the 
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tue US 2,992 tons ser quarter for the last three cuarters 
Oi 1:52. <@nis wilt be in the form of diversion of Canadian 
eluminum. Tiuis totel of 15,0C9 tons, nvius the aluminun 


giveecy Civerted to the US ov the UK, will de renaid before 
July 1353 frou new US »roducticn. On steel the US agreed 

to waka availatvle to the UX crring calender 1552 1,250 9000 
lone tons of steel or its eguive lent in steel-maxing materials. 
3 seran anc pic tron. Adout 250,029 tons of equivalent 

heve glveady been aerranrcd vor Gutine the first -uerter. 

The exact form ena time of Gelivery must be subject to US 
Girection in view cr shortazes existing jn the US but it 

was agzeec thet vie Uo woulc beer in mina the British desire 
for celiveri:vs of 100,90C tons a ment. tne US cannot guarin- 


tec the shayncs anc forms of stecl end the British were acviscd 
tut Suc saoosly Prow tac US would Have to oe larccly inrots, 
mect, and 24rlo, vita nurhe ys some Darts but cxtremely iitilc, 
any, strvcetrral etecl.. The British acviscad tacy saw no 
Hedity ap os any rcli.f for tne US shortage of conner, 
hoach the UK vould do its best to inercase conner vroduc- 
in & frice anc + iil cxpiLore Pets poscitility oi making 
bdads C cs bia svrin Sor s.aamunition cvcn if the quanti- 
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Tie annovveencnt on these ray materials arreements 
th tue on “ALL 77OU8 2.8" 02 aterprevec es a pure barter 
filg @ Ma SCOiLC syticr: waiieh ve ave anxious to have corrected. 
$5 che entire agreement is urgent anc fully justi- 
ents ior stesl ard Us reguirenents 
2 country is helving the other 
ne elements of _barcer are missing. 


© 





') 
- a- - 
THe Vrancs urc amounts on cither sice are wholly unrelated; 
Sic SPice 30% 20r tin wes agreed entirely on its orn merits. 
otuer s2eaucve are Go oc bousht at current sricess; and 
wera Le no uLGaerctanding thet ii one sent? feiis to cce 
aive? it wiel now gct tic materials it was promised by the 


Ovhcr contr: we ere anxious thet other covrntrics do not 


bana 


got the imprcssion that, in orger to justify thotr claims 


” 9 
“or alicesticn fromthe US to meet cssential neo ads, tney 
mist orovia: 2 svuecial cuia pro auo or tnrat they can exnect 
c £ 


“otal oid nro cuo from the UC for materials or vroducis 
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INATTCUAL MATERIALS The Certral Group of the international 


CONFERENCE DEVELOPUEINTS iaterials Conference recently reviewed 
the develonments of the various Commod- 
ttees durine the period Sentember 15 through Decen- 
751 and the allocations made for the first quarter of 
founc that of the 14 commodities uncer constant review 








for the 
Seven are or shoulc be uncer allocation in the first quarter 
or i952. 


Allocations for First Quarter as of January 11, alloca- 
tions, some of which are interim or vrovisional, have been made 
for copncr, zinc, tungsten, molybcenum and cobalt for the first 
quarter of 1952. In the cease of nickel, an interim measure has 
been arranged for January. The Sulohur Committce is soon ex- 
vectcc to make recommendations for the first half of 1952. In 
general the copper ana zine allocetions are highcr than in the 
fourth guarter of 1951, but tice Committec ovcr-allocated the 
copper sunoly by 45 and zine by 2,. Chile made the same rescrve- 
tion as prcviously; in respect to 20. of its large mines and thc 
production of its smali and mecium mines it reserves the right 
So Gisvose of tonneses without reference to the allocation 
Schene, elthonch it will attennt to follow the Committee's recom- 
mencations «sncre »~ossibie. Turgster. ores and concentrates were 
Cistributec on the same basis as for tne fourth quarter of 1951. 
with an inerease of 12-1/2j in the quote for each country, anc 
with the crection of a reserve of about 62 tons for emergency 
clains. The mclvbccnum vlan of distribution is iaentical with 
the plan adonted for the fourth guarter with respect to ores 
anc concecntrates retainec by eech country for its own consumption. 
Certain changes were mace in the crotas of »xrimar;’ products al- 
lotted, and a reserve of ebout 40 tons was created. 








In viow of the delays in receivinzs replics to questionncircs, 
some oF the Committces vere not able to make firm ellocetions 
within the time Limit availablc and had to aaont interim arrangc- 
ments or ~rovisional allocations for the ouarter. The Committees 
concernea expect to review the supnvly vositions of tungsten, 
moiyvdenum, nickel anc ccbalt in January or February and adopt 
firm allocations aut that time which wili incorporate the vrovi- 
sional allocations. 

For tne most vart, the Committees continued, without pre- 
jucice to the future, the same vrinciples anc metnods that were 
ased for the fourth quarter of 1951. It was recognized by some 
of the Committecs, however, that it is necessary and desirable 


to 
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to revise the bases of future allocations for 1952 and efforts 
are uiso beins mace by some Committees to aaopt a longer alloca- 
tion veriod than one quarter in making plans. Loz 1922. 

Commo’, es Under. 
G for lead, cottor, cotton-linters, anga= 


r teview But Not Allocated Al Locations 
. Ee 
dosh Phat oa pun or naper, e3 cent for emergency sunplies of 


_— 


The lMansane se-Nic! cel1-Cobalt Committec consider-d that the 
ONEIAUCSC sun aly situation was not likcly to require allocation 
jy, 1902. Zhe Conner-Cinc-Lead Committee did not recommend an 
allocevicn for lead for the first quarter of 1942, but agrecd to 
review the svopty position and reconsider the nced for an alloca 
tion, when meine its plans for the s-cond ‘quartcr. 


Divin: tu.c period Getobcr through Dee: mber, thorc was a 

jznifvicant GecLine in the expected world sroduction of raw cotion, 
with the ueajor fuctor bcing a dcereass in the US crop prospect 
ver, tre toval cron appears vo be adequate to cover consunD- 
-or the 1973-52 ecason. It is an unsettled avestion whether 
tie apoulication cf export cortrols on cotton by cotton producing 
countrlice can be avoidec ti:rourchout the remainder of the season. 
At tie first cD the nerioc under review, indications were that 
exoort evallabilities of cotton linters woulc bc epnroximately 

fn balsanee. vith the US sunplying more than half of the exports. 
When tho cftimste of the US cotton cron was reduced nearly 117, 

it was recognizec thet US production of linters woulda probably 

ae raduecé in about the same »yroportion. At the same time, lin- 

crs consumption in the US was Gown roughly 254 from the same 

period of 1650, In view of unavoidable delays in thc collection 
cf Gata on the yvorld wool market, inc Wool Committee has not yct 
undertaken an amination or the revlics to the gucstionnaircs it 
has circulated to ali membcr countrics and to major non-member 


mrouvuccrs anc imporicrs. 


The Pulv-Paper Committce has transmitted to all interested 
rovernments in the Frcc world a new questionnaire on newsprint 
coverin«s the ycar 1952, which is to be answcrec by the end of 
January. Accorcing to published information, it is anticipated 
that tne general shortage will continue .in 1952 although on a less- 
er scale then in 19 Production gains, chiefly in Canada and 
the UE, will sroeba bly “exceed reported increases in demand, so that 
; one over-all suzoly situation will be better balanced. The Com- 

mittee also transmitted to some 30 countries a new questionnaire 
on Gissoli.ing »ulv for 1952. No action was taken on the kraft 
puln situation nor was it foreseen that action would be necessary 


in the immediate future. 
Proguction 
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Production and Utilization The problem in increasing 
production was given major attention by the Tungsten-Molybdenum 
Committee and the Sulphur Committee during this period. The 
Tungsten-Molybdenum Committee directed its efforts toward the 
develovment of long-term contractual] argvangements which could 
be exvected to make a substantial contribution toward increased 
nrodvction of tungsten. It joined forces with the Manganese- 
Nickel-Cobalt Committee in the appointment of a Joint Sub- 
committee on Utilization, whose full report will be published 
by the IMC early in 1952. The Sulphur Committee strongly 
favorec expansion of production of native sulphur, recovered 
sulphur and sulphur-bearing materials, and recommended that 
every country should develo> these supply sources to the 
maximum extent practicable. The Committee has recuested reports 
indiccting the progress made in individual countries in 
impleinenting the Committee's recommendations. 


BEST COPY AVAILABLE 








Conservation and End-Use Control In the cases of the 
commod..ties for Which allocations were adopted, the Committees 
generally recommended that countries receiving an allocation 
should adopt measures, where possible, to eliminate unessential 
consuintion, encourage substitution of materials not in short 
supply, and so conserve the commodities under allocation. The 
Manganese-Nickel-Cobalt Committee recommended that countries 
using oure nickel or a high nickel alloy for coinage should 
consider, urgently, the possibility of substituting a down- 
graded alloy or nickeleplated material. 


Direct end-use control measures vary greatly according to 
the economic conditions of each country. In countries main- 
taining controls on foreign exchange, imports and exports, 
such controls tend to form a type of end-use control, Many 
countrtes, including producing countries, introduced direct 
control measures during this period covering the specific 
commodities which are of concern to the IM, 


The OEEC countries adopted, in September 1951, a list of 
rohibited end-uses for copper and copper alloys containing 
10% or more copper. It was based on the US list and contained 
211 items to which individual countries could male their 
own additions. . similar list based on UK law, is in prepara- 
tion for zinc and niciel, and is likely to be finally adopted 
by the OEEC countries by the end of January. The US already 
has a nrohibited list on nickel which contains over 300 items; 
pn Bg Pn for unessential purposes also has been severely 
curtailed. 


* * *- 
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DRAZILTAL pe President Vargas of Frazil has issued a 
REMITTACaS Docacke decree miking more stringent the relatively 


liberal regulations governing the renite- 
tance of foreign cazital anc profits than‘have been in force 
in Brazil since 1945. The -decree-law “of 1945 nrovides for 
the remittance of canital at 20; ner year and profits of Sa. 
Under regulations implementing the law reinvested »rofits 
were giver the same treatment as thc original capital invest- 
ment. ‘The nev decrec provides for annual cavital cnc vrofits 
remittances at the same rates..but iimits the base of calucla- 
tion to imported, registered capital. It also providcs for 
the subtrection from such capital of any sums. previously roe- 
mittca as nrofits wnich were in exccss of 62. - 


In a reecnt Specch, Vargas accusceé the -Exchang< Denart- 
mont of the Bank of Erazil of issuing regulations coverning 
the rcmittanece of profits of forcign invcstors and the rcva- 
triation cf capital which violated the intent. of the 1946 
basic law vrovidins for such remittances. He claimca that, 
as a result, forcicn investors had been remitting cxecssive 
emounts based not on the amount of capitzl act tuelly brought 
into tne count ry but on thet amount vlus inercas.s maéc by 
utilizing vrorite mecée within Brazil. The Smo ssv »yoinis out 
that desnite Vargas' tirade, the previous Brezilicn Covernment 
fully undcrstood and sunportec the libcral volicics on remit- 
tances. For example, the report oz the Joint Brazil-Us 
Technical Commission” states: that the exchange control authori- 
ties have »nursued 2 »olicy cf vermitting the remittance of 
the annual 8% in dividends, interest, or orofits, against 
not only vaid-in cavital but also niowed-back reserves. The 
Commission recommended: that this "far-sighted und liberal" 
policy should be continued and that the deeree of 1946 
should be revisec so that this wider basis for remitting 
earnires is incorporated into the law itself, instcac of 
beins licft to administrative discretion. 


If the new decrec is implementcd,: many US companies 
in Brazil will be left without eny registered dollar capital 
since during the past few years, undcr the previous rogula- 
tions, thcy have remitted sums as orofits. which under the 
new docrcc wili be consid: red as repatriation of capital. 
In many. cases these sums have cxceedaod the amount of cavital 
actuslly brought into the country. 


Backrround 
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Background Embassy Rio reports that, according to its 
informetion, the question of revising the remittance regula- 
tions for foreign capital became ea matter of discussion and 
controversy within the Bank of Brazil and other agencies of 
the government around October 1951. One of the top economists 
of the Bank prepared a stud; of the probable effect on Brazil's 
balance-of-payments if the exchange regulations in effect 
since 1046 were to remain. On the basis of arithmetical ex- 
amples he argued that if the 8% remittance ratio continued to 
be applied to original capital, plus reinvested earnings, the 
burden on Brazil's balance-of-payments would become exorbitant 
within a short time. He, therefore advocated enactment of a 
decree substantially similar to that issued by Vargas. He 
Gid not, however, work out the technical details making the 
measure retroactive and argued in favor of some increases in 
the percentage applicable to original capital. He gave 
various examples of US companies that had originclly brought 
into Brazil very small sums and have already remitted profits 
on reinvested earnings many times in excess of their original 
capital. He argued with apparent sincerity that -unless the 
regulations affecting the remittance of profits by already 
established foreign firms were changed, it would be impossible 
to assure new investors even an 8% return. 


lithough this paper was not received favorably by a 
majority of the Council of the Superintendency of honey and 
Credit, which includes the Minister of Finance, the President 
of the Bank of Brazil, and other officials of the Bank, .and 
therefore was not presented to Vargas formally, the. President 
of the Bank of Brazil personally urged Vargas. to take action 
on the matter immediately. ..pparently, neither the Finance 
Minister, the Foreign Minister, nor the Chief Techn:.cal 
Adviser on Economic Matters in the President's office were con- 
sulted on the drafting of the speech in which Varges declared 
his intentions on the matter. 


The Finance Minister, while not opposed to a modification 
of the remittance regulations, strongly objected to the retro- 
active features and the implied principle that reinvested earn- 
ings of foreign enterprises are really national capital, 


Arguments concerning "excessive" profits earned by foreign 
capital on small initial investments have for many years been 
a major talking point of several facets of the Brazilian economy. 


The 
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The President, who is politically weak, and needs the support 
of some of these groups, apparently decided that he conld 
please them by using the profit remittance problem as 2 major 
nationalistic argument. The move was designed to secure mass 
support, and while the average citizen is unable to understand 
the complex technical aspects, the manner of its presentation 
appealed to the traditional Brazilian prejudice against foreign 
business. The President is reported to have been under some 
particularly heavy pressure at the end of the year to make 
Some move that would counteract popular reaction to the mutual 
assistance telks between the US and Brazil and maize him 
aopear to be returning to his basic nationalistic nrinciples. 
Although the action can be viewed as a calculated <nd shrewd 
political maneuver, as fer as the internal political effects 
are concerned, it is apparent that the President was neither 
fully aware nor fully informed as to the possible economic 
effects and international] repercussions of his action. 


US ..ction Since we are most anxious that the decree not 
be inipleriented, our .mbassador exnressed his anxiety to the 
iinister of Finance as soon as it was announcec. The Minister 
has issved a press release saying thet the Ministry of Finance 
will study the matter. 


We are malting a study of the possible implications and 
are attempting to find out exactly what its implementation 
might mean to Americen business interests in Brazil. 


So far, we have not been able to establish thzt the decree 
violates any specific legal obligation or commitment. However, 
the Department, other agencies and all groups interested in 
investment in Brazil are extremely concerned, viewing the 
decree as short-sighted, harmful to US attempts to cooperate 
in its economic development program and industrialization. 
Particularly because of its retroactive effects, it is dis- 
couraging; to established foreign business and potential in- 
vestors and unfair to established businesses operating in good 
faith under the previous regulations. 


The reaction of the US business community has been violent, 
with practically all firms with major investment in Brazil 
having protested to the National Foreign Trade Council. Its 
Brazilian Committee and the Latin American Committee of the 
Business “.dvisory Council are discussing the problen. 


* * * 
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ESTADLIONVGNT CF DTOP-it VoL A temnorary ton-levcl] tele- 
TLLECO iUNIC eden CCuItTTEE communications committee !nown 





as the Teckhnical-Policy Steering 
Committee has been established to nrovide organizec guidance 
anc to establish Blin re and _policy for the discharze of 
our obligations resulting from the recently concludcec agreement 
of the oxtraoré inary Administrative Radio Conference (EaRC) at 
Geneva. (See page December 10, 1951 issue.) The comniticc, 
composec of yi RE ives from FCC. State, Cis, Defense and 
Commerce , is chaired by Haracen Pratt, Telccommunicat ions 
Acviser to the President, and Commissioncr ‘cbster of the 
Federal Communica*ions Commission has been designatcd Vice- 
Cheirman, Whailic it is not anticivatcd that this stccring 
committce will mect frequently, scveral mcctings may bc neccs~ 
sary'to review the work of its subordinate Executive Comuittec 
which in turn is anthorizea to establisn the working groups 
necessary to produce the immense amount of data required. The 
first meeting ol the committee was held Friday, January ll, 
at which its Executive Committee was avnointed and certain 
broac nolicy gvidce iines established. 


Dackgrounad At the close of EARC, the chairman of our 
Geleretion stronrzly recommended the establishment of a com- 
mittec of this naturc, as he felt no time shoulc bs lost in 
effceting a solution to domestic inter-agency ~roblems as 
they rclate to intornational usc of the radio spectrum. Further- 
more, ne considered it necessary for us to set un imolementin; 
machinery to »xrove ovr sood faith towards the nations of the 
non-Sovict woric which sunvorted our position at tne conference. 
This recommendation eppears to have given the impetus necessary 
to accomnlish 2 move long needed in the telecommunications 
ficie and establishment of the new committee may become the 
basis of a new interdepartmental mechanism ccsigned to nolan, 
advise on, and dctermine US telccommunications xdlicy. The 
cffcctiveness of the Telccommunications Coordinating Commitiec 
has been hampered for some time by its inability to resolve 
the more serious »volicy issues because it-drew its membershin 
in part from the operating level of the member agencies. In 
the absence of high-level authority to resolve these differ- 
ences, it was necessary to. establish the Viebb-Loveti-Coyv ad hoc 
policy committee to-agree unon a firm US position for BARC, 
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sccausc of oosections raised by the various arencics 
concornce, She thrceeeman board recommended in Fetrvary, 1°51 
by the Presicent's Commrications Policy soarc, to deal ith 
bot:: comestic znca international telecounurica.ions matters 
Was rot establishec. MInsteac, the position of Telecomnunics- 
tions Acvisor was set wy ir the exeeutive offices of the 
President, It woulc apnear that the newly orronizec Technical- 
Poiic:’ vteering Comittee, under the direction of the Tele- 
Commrnicationr Adviser to the Presicent, which will in fact 
endeavor to resolv: domestic teleconmmunications »roblems anc 
to alisn our national Moliev within the framework of our 
internetional *elecom-unications otvligations initially as 
tnhev result from Sne sanC is not too far afizlc from the 
sechunisn envi easod and recommended by the Communiccetions 


Pourc,. 


Fonctions Tue functions of the new committec are to: 
1) censicer ac. set forth courses of action to imoicment our 
BANC Oviications $ 2) sect 2” grounc rules ane standards so that 


p11 cflorts will conform to stated “ateicrns of uniformity: 
2?) cetabvlish an aronca of subicets for Corrittee considcration 


and assicn then snitell: wrioritics; 4) ercate comnittocs anc 
vwor’zint crouns cs neccec to imnlcoment the arenga snc nrcvare 
unizoern DROCLENTCS. It is nronosed that such ronrescntatives 
of nonecovernuent uscr or ganizations as may be di tor: qince 
an vrovriate by the PCC be ineluecd in there committees and 


wor'sing srouns. 
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STATUS. OF ma G CONTROLS The present status of. shippin ng 
AINED AT COMMD 1ST DOUNTR TkS' eontrols applied by countries of 








the free world against the Soviet 
bloc has been achieved primarily by action in the Coordinating 
Committes mn export controls and by legislative action in indi- 
vidual countries. pursuant to the UN General Assembly resolution 
of May 18. The: US has been engaged in continuing efforts to. 
encourage other: contries to apply measures preventing the 
circumventisen of these controls. Restrictive neasures adopted 
have Saken the form of controls over the sale of ships to the 
bi.e, certain r regulations regarding renairs and chartering. of 
vessels,:and denial’ of bunkers to ships. carrying. strategic 
cummadi ties % to Communist perts. Other steps are under way in 
ar, effort: to achieve tighter controls in in the shipping: field. 


ae n The UN General Assembly ‘passed a- resolution. 

on May i 1, proposed by the US, which recommended . that . 
all ~ Hi Ha. apply an embargo on the . shipment to the Chinese 
Communist regime and North Korea of arms, ammunition and imple- 
memts of war, atomic energy materials, petroleum, strategic 
transpertatien materials and items useful in the. production | 

of imnplerents of war. Forty nations, both members and non- 
members of the UN, have agreed to the embargo. Besaus® Panama 
could not pessibly supply the necessary surveillance over the 
activities of its ships operating in the Far East. and in view 
of. .the suostantial number of Panamanian ships. engaged in trade 
with Communist China, the US approached Panama regarding the . 
latter ''s tmplementat ton of further restrictive measures to. _ 
anforce ‘the UN embargo resolution.. Asa result, Panama passed 
a ‘decree on August 18; 1951 which forbids ‘Panamanian vessels, 
under penalty uf loss of registry, from calling at Chinese 
Communist or Nortn Korean ports and prohibits the Srangporta- 
tion of war materials to Macao, Hong Kchg or Communist Far... 
Eest perts, whence they might be ‘Shipped. to.Communist. China. 
This decree has been: very effective in reducing the, amount,- of 
freo world’ ‘shipping. avail able for. the. China trade, “3 


A lcophole | has developed ‘tevently which, threatens be , 
undermine the effectiveness of the Panamanian decree. The: -. 
possibility of re-registration ¢f Panamanian vesseis-under. .{ 
British or Portuguese flag offers a means of by=passing: Pana-- 
mayilan vegalations.' In order to. prevent. this development, - 


the 
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the Department presented an aide memnire to Sir Roger Makins, 
the Britisn Deputy Under. Secretary of State, recommending’ 
that the UK give consideration to taking administrative steps 
to deny British registry to vessels deprived of Panamanian 
registry for violation of the Panamanian decree, or vessels 
whose application for transfer has not been approved by the 
Panamanian Governm.nt. - Pending the receipt of a reply to | 
the aide memoire, the US has postponed a joint Panamanian-US 
approach to the British in London. 


: Meanwhile, Panama is considering the issuance of a new 
decree under which no request for transfer of ship registry 
would be considered by the Panamanian Government unless it 
is accompanied by a certified copy of the official request 
for registry made to another country. Furthermore, Panama 
has agreed to make a public announcement to the effect that 
re-registration by other countries of vessels which have not 
received approval for transfer would undermine Panama's 
attempt to suppert the GA resolution. 


Up to the present time, informal understandings between 
the State Department and major US oil companies operating 
in the Far Last have been effective in denying bunkering 
facilities to Soviet bloc ships engaged in trade with Communist 
China. There is some evidence that the major British oil conm- 
pany in the Far East has taken similar action. An attemptyto 
make US company policy mandatory in this field, as well as 
an attempt to coordinate US-UK policy, is in an inconclusive 
stage at this time. Further progress must await a resolution 
of several outstanding vroblems wuang the various interested 
US agencies. 


As for the possibility of Japan's. becoming a haven for 
foreign shins desiring to evade their own national bans on | 
trading with Communist areas, we have been informed that the 
transfer of vessels to.Japanese registry to continue such 
illegal trade is impossible since a bona-fide transfer of 
title to Japanese ownership, carefully investigated by SCAP 
and Japanese Government agencies, is a prerequisite to Jananese 
registry. In connection with the stringency of controls on 
Japanese shipping, all Japanese vessels are required to obtain 
specific SCAP clearance for all stops on any voyage; berth 
certificates are not permitted Japanese vessels; and , in view 


of 
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of the rigid control over routes and cargoes carried and 
the prohibition of traffic with Communist areas, authori-~ 
tative sources declare that, Japanese vessels would find 
it almost impossible to sagege in the illegal carriage 

of strategic materials from third countries to Communist 
ports. The extent to which JapaneSe-owned vessels may 
engage in cargo carviage to Communist ports in the future 
depends, of :course, on trade relations which may develop 
between.Japan and the Communist bloc. The small voiume 
of Japanese exports to Communist China in 1951] -was 
carried on British and Greek vessels, and also on Pana- 
manian vessels warily ¢ in that year ats Y ai 


COCOM -ieasures The Coordinating Committee on ex-. 
port controls in its November 27-December 5, 1951 ship-: 
ping discussions accepted certain US proposals and rejected 
others, (See page 1, November 26, 1951 issue.) COCOHM.-: 
agreed to make: all: List tl vessels. subject to the quid: » 
pro quo treatment involving the principle that they would 
be exportable only in cer to obtain essential imports: 
from the Soviet oy, JS ppppptsetD A: 








Wy 


DECLASSIFIED FOR PUBLICATION IN FOREIGN 
RELATIONS OF THE UNITED STATES 








SECRET = SECURITY INFORMATION 
— 


We were unable to obtain COCOM recognition that par- 
ticipating country vessels can be used to facilitate un- 
authorized shipments of controlled goods to the Soviet 
bloc. Furthermore, no support was accorded our proposal 
for an analysis of ships manifests against export licenses 
granted participating country vessels to carry strategic 
goods to China. All member countries expressed the be- 
lief that long-terw chartering of List I vessels is not 
a regular practice, which we-consider a misconception. 
The delegates agreed the relation of chartering to the 
China situation required further discussion, and in view 
of a bilateral US approach to the UK- on bunkering, the 
Department instructed its delegation to do nothing re- 
garding this asvect of the problem. : 


Currently, discussions are under way in COCOM con- — 
cerning the imposition of shipping controls against Com 
munist Chinae: We feel that the major problems in this 
field are the chartering of COCOM member country flag ves- 
sels to Soviet bloc countries for use in China trade, and 
the use of member country flag vessels in distant or coastal 
trade with China. One of the most practicable shipping 
control measures in this respect, we feel, would be for mem- 
ber countries to prohibit chartering their flag vessels to 
the Soviet bloc for Far Eastern trade. Neither discussions 
of measures to be applied against Soviet bloc vessels sail- 
ing to China nor the prevention of the transshipment: of 
goods at liacao and Hong Kong are considered to be within 
the scope of the present discussions. Thorough end-use 
checks by COCOM member countries of strategic exports to 
Southeast Asia and the Far Hast, and the requesting of 
government assurances that the goods for importation will 
not be diverted have already been recommended and these 
views are to be restated. In cases where such certi- . 
fications are not available from the importing govern- 
ment, the US would be prepared to discuss with member — 
countries the feasibility of:obtaining an agreement from 
certain non-member countries to inaugurate the certi- 
fication or a comparable system. ; 


CURRENT 
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EUROPEAN PAYMENTS UNION a res A of crises threatened the 

existence of the European Payments 
Union (EPU). The emergenty of the UK and France as large debtors 
offset the surpluses incurred by several member countries with 
a resultant outflow cf gold and saved the EPU from technical 
bankruptcy. 


At. the end of October, the liquid reserves of the EPU had 
dropped to $179 million, a net loss of $83 million from its 
gold and dollar resources of the previous month. The increas- 
ing deficit of the UK in November with its entrance into the 
third tranche of its quota helped offset the loss of gold to 
such surplus countries as Belgium-Luxembourg , Sweden, and Italy. 
Consequently, EPU's liquid assets were increased by $2. 7 million 
at the end of November. In December, however, the continuing 
deficits of the UK and France resulted in an increase in the 
Union's liquid reserve by almost $37 million. Although this 
development has tended to allay the fears of EPU members: as to 
an imminent. liquidity crisis, the extreme swings and the need 
for additional financing have brought the question of the future 
of the EPU to the forefront. 


Future of the EPU The EPU on Board believes that 
the Union can probably get by until June 30,..1952 without a new 
injection of dollar funds but it believes that EPU's convertible 
assets are insufficient to meet any extreme swings which might 
confront its members. The US observer to the EPU stated that 
further consideration should be given to dollar subscriptions 
by member countries as an indication of their interest in the 
maintenance of the EPU. The EPU was launched with an initial 
reserve of $350 million which was provided by the US. In addi- 
tion the US granted special assistance, amounting to about 
$100 million, to.certain debtor countries.in settlement of 
their deficits with the EPU. While the US has an interest in 
the continuation of the EPU, it is not desirable that the ~ 
Union become dependent upon yearly injections of US aid. More- 
over, MSA does not intend to allocate any special assistance 
to the EPU in.1952/53. However, further US attention will be 
directed to this problem during the study of the suggestions 
on intra-European payments which are contained in the report of 
the Temporary Council Committee of the North Atlantic Council and 
‘which are designed to. promote the effective functioning of. the 
 EPU oarene the defense buildup. —— | 


Most 
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Most of the EPU members indicated that it was impossible 
for them to make dollar investments in EPU capital and took 
the ocsasion of an informal visit to the Managing Board by 
the Managing Director of the International Monetary Fund, to 
raise the possibility of IMF assistance. He was unable 
to give any general commitment but indicated a sincere interest 
in the EPU and a desire to assist, if at all possible. 


Creditor Country Problems One of the striking factors 
demonstrated by the operation of the EPU has been the ability 
of its members to work together in developing a common solution 
to the internal and external financial problems confronting 
its members. Belgium has long been recognized as a structural 
creditor in intra-European trade and paymeuts. The Managing 
Board again gave serious consideration to the problem of Belgium's: 
growing cumulative surplus, which by the end of December amounted 
to almost $231] million above its quota, and resulted in the pay- 
ment of roughly $250 million to Belgium by the EPU. It proposed 
that for the first three months of 1952 Belgium could impose 
restrictions on its exports. to EPU countries in order to reduce 
iis surplus. In making settlements over the three month period, 
Belgium covld only draw at the rate of $20 million per month 
for the first two months, with surpluses: above this amount set- 
tled by credits to the Union. For the period as a whole, Belgium 
could receive a maximum of $60 million. Although it was recog- 
nized that this settlement would not impose an unreasonable 
drain on the EPU's convertible assets, there was some concern 
with the damaging effects of the restrictions on exports which 
would be necessary to keep Belgium's surpluses within the de- 
sired limits. The Managing Board expressed the view that Belgium 
should also take the necessary internal measures to stimulate 
imports from the EPU area and prevent inflation. 


Portugal's quota of $70 million was increased to $95 million 
in December 1951, but by the end-of that month, Portugal had al- 
ready exceeded even this increased quota. The Managing Board 
concluded that the balance-of-payments surplus was due primarily 
to the low level of industrialization and the lack of effective 
demand within Portugal. It recommended, therefore, that Portugal 
adopt a long-term program of investment as well as a re! for 
the redistribution of income to raise the low internal mass pur- 
chasing power. As an immediate solution, the Board urged the in- 
creased liberalization of imports especially jin oversees terri- 
tories, noting the existence of high tariffs and - internal 
taxes which often apply only to imported products. Moreover, the 
Board was of the opinion that the Portuguese exchange control 


regulations 


DECLASSIFIED FOR PUBLICATION IN FOREIGN | 
RELATIONS OF THE UNITED STATES | ; 











BEST COPY AVAILABLE 


CONFIDENTIAL - SECURITY INFORMATION © 
e%9-« 


regulations permitted speculative operations and the flight of 
capital to Pnrtugal.- These factors had been noted by the Manag- 
ing Board last spring but there was little evidence that Portu- 
gal took any effective action. Therefore, the Boara was inclined 
to propose fairly stiff terms for settling Portugal's post-quota 


surpluses. . 


" The- Portuguese Government did not quite agree with the 
Board's analysis but was considering the following remedial 


Measures: 1) channeling of Portuguese exports to the dollar area 


instead.of to the EPU area by a system of éxport licenses; and 
2):the increase of imports from EPU countries; and 3) the insti- 
tution of a system for controlling peyments from EPU countries 
tn Portugal, to ensure that payments will be tied to actual 
deliveries of goods and services and thus diminish the possi- 
bility of Portuguese exports to one EP country for reexport to 
another country, and prevent unwarranted accumulation of escudo 
balanees in Portugal by nationals of EPU cqyntries, exceeding © 
actual ‘needs. Ac OER eT ee. the ur 


Switzerland took voluntary steps to Jimit its payments sur- 
plus with the sterling area by cutting back.exports of those gods 
which showed the greatest expansion in recent months to tne 
amounts shipped during earlier base periods.: The measure showed 
a remarkable cooperation between a creditor and debtor country 
and is expected to have the doubly desirable effect of reducing 
both the sterling area's indebtedness and Switzerland's surplus 
with the EPU. 


Italy had reached her quota of $205 million by the end of 
October and in November and December the Union paid gold to 
Italy for 50 percent of her surplus. The Italian Government 
informed the Managing Board that it was taking very active meas- 
ures to reduce the size of her surplus with the EPU. These meas- 
ures inciude iiberalization of imports, reduction of tariffs 
and the relaxation on financial transfers to the EPU area. the 
Italians hoped to achieve a balance of.around ¢200 million but"fro- 
posecé settlement of any surplus above the quota on a half goid 
and half credit basis. 


Swocen's rapidly increasing surplus with the EPU is emerg- 
ing as another major problem facing the EPU in the immediate 
future. By the end of December 1951, Sweden's cumulative account- 
ing surplus amounted to almost two-thirds of her quota with the 
Union, settiing her net surpluses on a fifty-fifty basis. - 


* * * 
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FURTHER OEFC ACTION ON At the recent meeting of the OEEC . 
UROPEAN COAL PROBLEM Council of Ministers, called espe- 
cially to consider the European ccal 
problem, an encouraging start was made toward ending Europe's 
dependence on US coal. A ministerial coal production group 
was established under the chairmanship of Stikker, head of 
the OEEC Council, and a resolution was passed instructing the 
new group to deal with the coal shortage on an emergency 
basis. It is tn make proprsals to the Council from time to. 
time, aimed at increasing cnal preduction and economizing on | 
consumption. The ragular coal committee of OEEC was also 
directed te pursue vigorously measures for improving effi- 
ciency in coal consumption. eins 


_ The establishment of this high-level committee is the 
latest of several steps toward the solution of the coal 
problem. The first step was taken several months ago when 
it was generally agreed that the coal situation represents 
a majcr ener gency 3 the second came with OEEC's acceptance 
nf responsibility in providing leadership. It is hoped that 
this third step may also be a sign of British willingness 
to croperate wholeheartedly in solving the coal dilemma. 

The UK statement, while cautious, recognized British responsi- 
bility to re-establish coal exports te the continent. The 
French statement, on the other hand, took note of the fact 
that fear of future cverpreduction a factor retarding 
expansion now, an attitude vigorously decried by the US 
representative. 
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DISCUSS tN re OF BATTLE Upon the suggestion of the Western 
ACT IMPLEMENTATION European countries participating in 
, 3 the Consultative Group and Coordinat- 
ing Committee on export controls, a meeting of the Consulta- 
tive Group was recently held in Paris to consider problems 
arising for them from imvlementation of the US Mutual Defense 
Assistance Control Act. We have explained to countries re- 
ceiving US assistance the requirements of the Act and have 
given them copies of the lists of items to be controlled. 
(See page 1, December 3, 1951 issue.) These governments 
have been asked to inform us of measures which they are tak- 
ing or intend to take to embargo shipment of these specified 
strategic items to the USSR and countries under its domina- 


_ tion. Satisfactory replies have been received from. most of 


the countries receiving aid. Those countries which have not 
‘yet replied are exvected to give adequate assurances. 


Requirements of Act . The Mutual Defense Assistance 
Control Act, the so-called Battle Act, establishes it as 
the policy’ of the US to terminate all "military, economic 
or finanvial assistance, ,to ny country: that knowingly permits 
shinment of ‘certain. categories Of ‘strategic commodities to 
any nation or*combination: ‘of nations ‘threatening US security. 
_ With réspect*to the "arms,,. énimunition- and implements of war . 
and atomic enérgy materials" List (Title: I, Category A), * 
termination of ‘assistance is. mandatory if- after January 24, ? 
1952 a country knowingly. permits shipment: to the USSR or its 
satellites. Although the Act reouires. the Administrator to 
recommend termination of. assistance to ahy country which 
knowingly permits after January’ 24, 1952 the shipment of 
items of "primary strategic importance" | (Title I, Category B), 
the President may. direct the continuance of assistance when 
unusual circumstances indicate that cessation of aid would 
clearly be detrimental to the security of the.US. Title II 
of. the Act requires the US to negotiate arrangements by 
which. such countries receiving assistance will undertake 
@ program of controlling exports to Soviet bloc destina- 
tions of other items which in the judgment of: the Adminis- 
trator should ‘be controlled in the interest of security. 
Other governments have been advised that at a future date 
the US will ee: to disevss such RUNES | 
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Consultative Group Meeting Prior to the Consultative 
Group meeting a number of Western European countries had 
expressed concern that the Battle Act might not be imple- 
mented in a way which would maintain the Coordinating 
Committee as an effective multilateral organization. Our 
delegation feels that perhaps the major achievement of the 
Consul’ ative Group meetings, which were held from Januery 14 
through January 21 with a recess for consultation with 
governments, was the improvement in relationships between 
the US and Western European countries which resulted from 
reassurances that it is not the US intention to undercut 
COCOM. It was also possible for our delegation to give 
the other countries a better understanding of legislative 
requirements for certain US actions hich had been mis- 
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No country agreed to the US suggestion for a temporary 
Suspension on January 24 of shipments of Category B items 
on which pricr commitments had been made. Other countries 
spoke against the proposal both for reasons of principle 
and administrative feasibility. Our delegation pointed 


out that if shipments were made after January 24 and if 


the Administrator has had no opportunity to examine the 
facts, we would in a difficult 
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The most numerous problems are confined to the UK, 
France, Germany and Italy and arrangements have deen made 
for immediate follow-ups with technicians from these coun-_. 
tries so :that adequate information on which to -Judge commit- . 
ments should be available soon. | | on 


Misunderstanding on Aid Requirements Some sontestin 
has arisen over the two separate assurances requested under 
the Battle Act. and under Section. 511(b) of the Mutual Security 
Assistance Act. With respect to. the Battle Act, the request | 
for information regarding measures being taken to prevent the. 
expert of Title I commodities to the Soviet: bloc is made | 

largely for administrative convenience and is not a statutory 
requirement, So long:as Title I items are not shipped, there 
is no question of ‘terminating assistance under the Battle Act 
merely because information has not been received from a govern- 
ment by the 24th and there is. no. automatic requirement to 
terminate if the requested information is. not received by that 
date.. Section 511(b) of ‘the MSA Act,. however, requires by . 
January 8 assurances from a country receiving US aid that it. 
agrees to-promote international understanding and good-will, 
maintain world peace and ‘take mutually agreed action to | 
eliminate causes of world tension. -Accordingly, economic 
and technical assistance funds are.being- withheld from 
Afghanistan, Buima, Egypt, Iraq and Ireland since these coun- 
tries had not given the required assurances by January 8. 
Military assistante is also being withheld from Iran since it 
did. not give the additional assurances requestec under 
Sect on alte) to ‘be elt gible for nilstary aid. 


ee 


COMMONWEALTH ‘FINANCE “Commonwealth countries will: take emer-. . 
OTTERS STC gency measures to’overcomé the immediate 
~- *  preblems of the sterling area, will 
accelerate economic development, and will undertake progressive | 
steps aimed at. eventual sterling convertibility. This was the 
decision of a conference of Commonwealth Finance Ministers held . 
in London January 15-21 which was called by the UK in the hope. 
of. finding a way out of the current crisis. During the last 
half of 1951 the area incurred serious trade deficits not only 
with the US but with Europe and other areas of the world. By the 
end of 1951 the sterling area's gold and dollar reserves. had .. 
dropped to $2,335, 000,000... ‘The near-danger level of ‘the reserve 
has been estimated at’ $2 billion. 


‘British 
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British officials have indicatéd much satisfaction with 
the conference. The attitude of the ‘sterling area partners was 
friendly and cooperative. The meeting ‘was more forward looking 
than previous conférerices, and set.an important precedent on full 
and frank discussion of each country's. financial policies, includ- 
ing the internal situation. There was a greater measure of real 
agreement on long-run ‘problems, | and confidence was expressed 
that' steps would ‘be ‘taken whieh:will give sterling the strength 
it must have ‘to continue as a widely-liséd international currency. 
It was agreed .to have frequent and comprehensive’ consultations 
between ‘the Commonwealth : governments on Sterling area problems 
sho rp evens the progress. on ‘She measures’ which will be taken 
S or ve ., ; - 


Emergency Measur es In ‘recognition of | the seriousness of 
the present situation, each ‘sterling area country was ‘allotted 

a certain portion of the gap to be remedied, and-each country 
will deal with its portion indeévendently. The Ministers of 
Finarice will present definite -proposals to their Governments, 
calculated to ensure that the sterling area will be in balance 
with the ‘rest of the world ‘before ‘the end of thiS year. It was 
agreed -that where any ‘country ‘in ‘the sterling area is likely to 
be faced with an over-all deficit, corrective measures should be 
taken as soon as possible to Telieve the current pressure on the 
resources of the area. “The first: statement of policy will ‘be 
issued by the UK in ‘the Charicellor.of the Exchequer 's: forthcoming 
Statement ‘béfore Parliament, whieh will ‘probably refer, among 
other things, to further import: cuts and reduction in domestic 
capital investment in order to free resources for export. 





The methods which member countries will use are within their 
own discretion and will vary according to individual circumstan- 
ces. The Finance Ministers agreed, however, that the first and 
most important step'is ‘to ensure that the. internal economy. is 
--sound and that ali possible measures are taken to combat infla- 
tion. Another important requirement is to increase exports and 
- earning root In ‘some cases long-term ‘borrowing from ‘outside 

the sterling area may be practicablé; Finally, insofar as Other 
methods do ‘not fully achieve ‘the desired results, it was agreed 
es as a wenpenecy measure it will be. necessary to reduce imports. 






“Ac On , t ‘Tt was agreed that. while -emer- 
gency measures to stop the ediate drain upon the gold reserves 
are necessary arid inevitable, they are only palliatives. A ‘last- 
“ing solutien to the sterling area's problems must be found to pre- 
vent the recurrences of crises, tc make sterling strong, ‘and to 
establish the economies of member countries on a sound and stable 
basis. The goal was recognized as sterling convertibility, — 


world-wide 
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world-wide trade of the sterling area on a substantially higher 
level, and eventual removal of restriction on imports. To accom- 
plish this the sterling area will have to be in surplus with the 
rest of the world, including the dollar area, for some years to 
come and, after taking account of available sterling assets and 
long-term investment from abroad, all member countries should 
balanee their external accounts. This will require the maximum 
possible expansion of earning power. : 


By development of productive power, sterling area members 
will not only strengthen their own economies but will also help 
meet growing world demand for food, raw materials and other essen- 
tial goods. This development will require the investment of sub- 
stantial financial resources, much of which will have to come from 
outside the sterling area. it was agreed that all necessary steps 
should be taken to encourage such investment. 


Regularity in the purchases of essential raw materials pro- 
duced by sterling-area countries by countries outside the area 
would contribute both to the long-term stability ‘of the area and 
to the free world as a whole, the Ministers pointed out. 


With these measures in mind, it was agreed to examine imme- 
diately the opportunities for increasing productive power of mem- 
ber countries and the possibilities of making financial and tech- 
nical resources available to the enterprises most likely to achieve 
that purpose. A working party was established on development and 
foreign investment, and Commonwealth officials are remaining in 
London to undertake that study. 


Convertibility The Finance Ministers agreed that the ulti- 
mate goal is convertibility and that complete sterling area re- 
covery will not be accomplished until that goal is achieved. 
Progressive steps should be aimed at creating the conditions under 
which convertibility can be reached and maintained. While it is 
primarily the responsibility of sterling-area members themselves 
to create these conditions, including achievement of adequate 
gold reserves, there must be active cooperation of other countries, 
particularly those consistently in surplus with the rest of the 
world. A working group on convertibility was established and has 
started studies in London. 


The studies of the two working groups will probably be trans- 
mitted to Washington when completed since, during Mr. Churchill's 
visit, it was decided that the US and UK would each study the long- 
eae ” problems of the sterling area and exchange ideas in ad hoc 
meetings. 


* * * 
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US-KOREAN NEGOTIATIONS The State Department, the 
UNDERWAY FOR TUNGSTEN ': General Services Administration 
and ‘thé :-i.rmiy: have agreed on the 
terms of a government-to-government tungsten dgreement, 
and a purchase contract, to be negotiated with the 
Government of Koréa.' “AGS... representative has departed 
for, Korea with fuli authority to negotiate the purchase 
contract, bearing with/him copies’of- the government... 
acreement. Ambessador: Muccio ‘is to. negotiate and: sign 
the agreement. Simultaneously with. GSA ‘s- Hjegotiation 
end signature of: the ceontract, and he,..ig authorized to 
make such further. adjustments in ‘the; agreement as-is. 
considered necessary by him in consultation with:GSA. | 
and Army offdcials in Korea. The GSL. official: ‘has wide’. 
. latitude in neggtié#ting price and terms. The agreement 
will'run the. length” ‘of the ‘purchdse contract: five ~~ 
years or: until the ‘US. shall have bought . 155060: Short. 
tons of concentrates, whichever comes first. “e | 





The sangdcng mine. is potentially one of. the | 
world's largest tungsten mines, and together with the 
Dalsung and other Korean tungsten mines, has acquired. 
.. Strategic. importance’ in. the free world's need. for raw 

meterials. . Tungsten hes..a very high melting point and: 
is widely used.in- alloying. steel ‘of: special tenacity, 
. hardness and resistance: to heat. It is of particular — 
importance in defense prodac?ton, - and .essential .require- 
ments exceed supply even jehough world production has ~~ 
increased considerably. . The large Korean mines are 
located near the ‘38th paralie?, “and their ‘fate has been 
of. particular concefn to. the ‘free’ ‘world. 





Goverment ‘greenent Under the sepeeet agree- 

| Sell to the US the: entire production of 
tungsten concentrates produced from, Korean-Government 

owned mines, or acquired: by. Korea from mines located 

. within the Republic, with the exception of those 

quantities needed for :domestic consumption. Korea will 


% .also‘assist the US ‘in the purchase of tungsten con- - 


centrates produced by. privately owned mines within the 
Republic,. and will facilitate. availability. of necessary 
labor and power, The Korean Government will allocate 
ona load priority _— equipment, materials, supplies, 


Services 
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services and transportation necessary to: maintain the 
highest level of mine operation, It will refrain from 
imposing taxes, duties or other levies upon supplies © 
furnished by the US as a result of the agreement, or 
upon the production, sale or shipment of the tungsten 
concentrates purchased by the JS. Tne Korean Govern- 
‘ment will take steps to improve production in its mines, 
inciuding the employment of.a mutualiy acceptadle 
management company which will, in addition to its other 
tunctions, train Korean nationals for tne future opera- 
tion and management of the mining properties. 


~f loan by the US to Korea will ‘take the form of 
an advance of such equipment, materials and supplies as 
is mitually agreed to be essential for the rehabilita-_ 


_ tion and deve lopment of the mines, The landed dollar 


cost of the supplies will be billed to the Korean Govern- 
ment and settled in accordance with the terms of the 
purchase contract. However, Korea-will‘ be consulted. 

and nrvices agreed upon before the supplies are furnished, 
and there will be no interest charge on the amounts due 
for them, The US will. also furnish, subject to korean 
assent, the technical assistance required to keep the 
mines going at tap efficiency. The actual dollar cost 

of the technical assistance will be billed to the 
Korean Gevernment in accordance'with the terms of the 
purchase contracts. The US reserves. the right to trans- 
port the tungsten from mine to port. if the US considers 
it essentlai, but may not expect reimbuzsement from . 
Korea for the expense involved, The US will help Korea 
in negotiating a management company contract for opera- — 
tion and improvement cf the mines. Tentative agreement 
has been reacned between President Rhee and US Army 
officiais cn a mutually acceptable US firm, and dis- 
cussions are proceeding on the form of a@ management 
contract. ae 


Purchase Contract The terms, prices, conditions - 
of sale and purchase will be set forth in a renewable _. 
purchase contrect which will run for five years, or 
untii the US shall have bought 15,000 ‘snort tons of 
concentrates, whichever comes first. .iIn the case of 
destruction of the mines by "force majeure", Korean — 
oblirations regarding production and delivery will cease, 
as well as Korean obligutions concerning repayment of 
advanced funds. 





* * ¥ 


NEW 


DECLASSIFIED FOR PUBLICATION IN FOREIGN 
RELATIONS OF THE UNITED STATES 








BEST COPY AVAILABLE 


SECRET - SECURITY INFORMATION 
a. 


ATTEMPT. TO DISPOSE Another attempt is being made to dis- 

OF SWISS-ALLIED ACCORD pose of the problem of the Swiss-Allied 
: Accord on German external assets. The 

original agreenent with Switzerland on the liquidation of German 
assets was signed in Washington in May 1946. Original estimates 
of the aggregate value of all German assets in Switzerland 
ranged from 400-800 million Swiss francs. Today, when all ex- 
ceptions and concessions are taken into account, the value is 
reduced to about 360 million frances. The Accord provided that 
one-half of the proceeds of the liquidation of German assets 
in Switzerland was to be placed at the disposal of the Allies 
with the remainder to be retained in Switzerland. Out of the 
Swiss francs to be given the Allies, approximately 37 million 
francs were to be given to the International Refugee Organiza- 
tion for the rehabilitation and resettlement of non-repatriable 
victims of German action. The remainder of the Allied share 
was to be turned over to the Inter-Ailied Reparation Agercy for 
distribution. The only payment received from the Swiss so far 
ras been 20 million francs which has been turned over to the IRO. 





There are a number of reasons why the 1946 Accord was never 
put into operation. Chief among these was the demand of the 
Swiss Government that provision be made for compensation to 
German owners of assets in Switzerland. Finally in April, 1951 
a Swiss-Allied understanding was reached that: 1) Twenty-five 
percent (apout 90 million francs) of the total proceeds of ligui- 
dation snould be paid to the West German Government in francs, 
with the owners to receive the equivalent in deutschemarks at 
the rate of 100 Swiss trancs to 95.88 deutschemarks. Half of 
that payment would be borne by Switzerland and half by the 
Allies, the transaction thereby putting a considerable amount 
of foreign exchange at the disposal of the Federal Republic. 

2) The ‘equivalent in deuitschemarks ot 25% of the proceeds of 
the liquidations would be paid to the owners by the West Germani 
Government. 3) The owners would receive long-term debt certifi- 
cates for the remaining 55%. “his otter was refused by the 
Federal Republic. However, at a rurther meeting between the 
Allies and tne Swiss last summer, at wnich time the Allies 
offered to resclve the pints at issue, the Swiss insistec on 
new conditions which the Allies could not accept. Since that 
time discussiozis have cortinzed amung the Aiijes as to a possi- 
ble future course of action. During this period the Swiss and 
Germans have also been holding "technical talks". 


Latest 
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' Latest Proposal The result of these latter talks was a 
shee which the Federal Republic submitted to the Allied High 
Commission. The elements of the plan provide that the Allies 
would receive a sum in Swiss frances roughly equivalent to the 
amount the Allies expected to receive under the Swiss-Allied 
understanding of April 1951 (135 million Swiss francs) minus 

a discount for immediate payment. The Federal Government 
would apply for a loan from a group of Swiss banks to cover the 
payment to the Allies, and in turn would collect "voluntary" 
contributions from the owners of German assets in Switzerland 
for the purpose of financing the repayment of the loan. . Upon 
receipt of the lump-sum payment, the Allies would waive their 
rights under the Swiss Accord, deprive Law 5 of effect with 
regard to Switzerland, and permit the Federal Government to 
negotiate directly with the Swiss for the return of German 
assets to the owners. (Law 5 is the original High Commission 
law vesting title te German external assets in the German 

whe 1 all ty Commission, an arm of the Allied Control 
Council 


Aliicd Position The three Allies have now agreed to 
instruct the Allied High Commission to hold discussions with 
the Federal Republic and to inform the Germans that the Allies 
are prepared to accept the German proposals as a basis for 
settlement of the Swiss Accord problem and to agree that the 
Germans should proceed with negotiations with the Swiss. The 
three governments are prepared to accept from the Swiss Govern- 
ment a cash nayment of 135 million Swiss francs in final settle- 
ment of Allied reparation claims on German assets in Switzerland. 
In addition, the Allies are prepared to agree to the German 
Government making a payment not to exceed this amount to the 
Swiss Government for its account to be applied to the Swiss 
clearing claim. The German proposals, however, leave a number 
of impcriant issues unsettled, issues which must be solved 
before our offer is definitive. The amount realized from the 
liquidation of German assets is not likely to cover both payment 
to the Allies and complete payment to Switzerland and no mention 
is made in tne German proposals for other financing arrangements. 
Arrangements for payment to Switzerland are appropriate for 
negotiation between the rederal Republic and Switzerland, but 
such arrangements will have to be satisfactory to the Allies 
before they will be prepared to enter into new agreements with 
Switzerland on the Accora. The Allies would not look with favor 


on 
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on any agreement whith places.a significant burden on German 
balance-of-payments on current account. . In addition, German 
Government agreement will have to be obtained that certain 
categories of owners will not be required: to renounce any part 
of their Swiss assets for benefit of redemption account, such 
as German corporations (to the extent they include foreign 
interests) and persecutees. The Allies also are agreed that 
any remaining part of the Swiss wartime clearing claim against 
+ netege must wait ‘fied ‘Benerel Set teenent of ali cleins. against 
rmany. , 


If the Allied. discussions with ‘the Germans are satis- 
factorily concluded, the Federai Republic will be authorized 
to proceed with ne; otiations with the Swiss. on payment ‘pro- 
cedures, We hope that these negotiations will lead to final 
Allied-Swiss agreement which will dispose of the problen. 


*: *, ‘e - 
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INSTRUCT REGARDING In view of the importance of offshore 
Ol FSHORE PROCUREEENT procurement, both as a means of in- 

creasing European production and as a 
means of introducing dollars into the economies of the North 
Atlantic Treaty countries, the US decided early in January 
that contracting should proceed at once and not await comple- 
tion of tax negotiations or conclusion of: intergovernmental 
understandings on the procurement program. Instructions were 
sent at that time to procurement officers establishing interim 
procedures which cleared away immediate obstacles to contract 
ietting. Subsequently instructions were sent to country teams 
in North Atlantic Treaty countries asking them to proceed with 
negotiations for bilateral understandings regarding the coopera- 
tive aspects of offshore procurement programs. 


Despite these efforts to speed up offshore procurement, 
it is realized that negotiation of contracts may take weeks or 
months, due to various considerations. Orders placed or near 
negotiation at this time total about $100 million and procure- 
ment officers have received directives to procure items in 
the total amount of about $620 million. 


We have presently in Europe a special team negotiating 
tax relief in accordance with the Mutual Security Act. Nego- 
tiations have been initiated with France, the UK, and Italy 
and it is anticipated they will be successfully concluded. 
Negotiations have not yet commenced with other North Atlantic 
Treaty countries but they have all indicated willingness to 
grant tax relief. As a temporary measure, pending completion 
of tax negotiations, offshore procurement contracts will be 
let preferably on a government-to-government basis and contain 
a clause providing for price adjustment in an amount commen- 
surate to the tax relief subsequently agreed upon. When satis- 
factory tax relief has been agreed, US procurement officers 
will be authorized to contract directly with private producers 
or on a government-to-government basis, whichever is more 
feasible. 


vb jeccives ane Scope cf Understandings The primary 
objectives of the offshore procurement program are: 1) the 


increase in the ability of North Atlantic Treaty countries to 
equip and maintain their own forces; end 2) the rapid provision 
in Europe of equipment to meet NATO requirements. As desirable 


economic 
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economic by-products there will be dollar earnings and 
inereased economic activity. It will be emphasized in 
negotiations that the program is not a substitute for the 
participating countries' own military production program 
and ‘that current program targets dre tentative and subject 
to US ability to negotiate contracts at reasonable prices 
and with satisfactory delivery detes. The US wants to 
formilate procurement policies and procedures applicable, 
to the maximum extent, equally to Mutual Security Act pro- 
grams’ and US troop purposes. iIt-is basic to our policy 
that offshore procurement will. be conducted in such a 
manner as not to dislocate European indigenous ‘planning, 
both ‘national and multilateral, for production of military 
equipment. Consequently, to avoid cutbacks in production 
financed by the participating country and competition 
~ for ae production fecilities, it will be essential 
to coordinate offshore- procurement ‘with other procurement 
plans to utilize indigenous cabacity. The US intends to 
give full consideration to. recommendations of NATO inter- 
‘national staffs. ) 


Procurement Administration Contracts will be placed 
and administerea by procurement officers of the US military 


| departments: and such procurement may be for necessary 


services and for. the purchase, production, maintenance or 

. repair of: military end-items or component parts. Construc- 
‘tion ‘or acquisition of new facilities, or expansion of 

aid fonds. are not to be financed diréctly’ out of military 
& S. 4 or, 


Currently. ‘water the. inkerie instructions, contracts 
are being: negotiated in terms of either dollars or local 
currencies.. Urgent consideration is being given’ in 
Washington to. questions of how prices ‘will be dehominated 
on contracts to minimize: exchange rates: problems: that might 
arise, and what arrangements will be made for converting 
dollars into local currencies for payments to producers 
under contracts. AN 


’ Tre participation: eouinsiss may be reaebted to pro- 
: vide assistance in ‘the selection of contractors and sub- 
. contractors; however, plants seleeted' by the’ participating 
. governments must be-acceptable to the procurement officer. 


In 
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In negotiations a clear-cut agreement must be reached 

that each producer government is responsible for meeting 
the needs of its offshore procurement contractors and sub- 
contractors through provision of supply assistance and 
priority allocations which are generally equal to those 
given to similar items in its own defense production 
program. Equal supply treatment should be accorded to 
vrivate and government contracts. It should be clearly 
unde;-stood that procurement officers have no responsibility 
for assuring adequate supplies to contractors. Such supply 
assistance as the US will nrovide from its own resources 
will be furnished through normal MSA claimant agency opera- 
tions as applied to defense production requirements and in 
a manner consistent with international allocations machinery 
and not through any special channels. The participating 
country should also assure its contractors to the maximum 
feasible extent the credit facilities and foreign currencies 
required to fulfill the contract. This does not preclude 
the possibility of US partial or progress payments in ac- 
cordance with existing regulations or US advance payments 
in unusual situations. 





_ Military supplies and equipment produced under the 
offshore program for transfer to or from another recipient 
under the Mutual Security Act or to US forces should be 
granted such special treatment as may be appropriate with 
respect to customs formalities and import or export licenses 
and should not be subject to. import or export duties. In 
negotiations there will also be agreement on provisions 
for protection of US property and personnel; inspection 
and. observation of production; and security of data provided 
by the US in connection with contracts. 


: Bentoy Anenduent Issues The Benton Amendment-- 
Section of the Mutual Security Act--restates in legis- 
lative terms US policies regarding the need to administer 
assistance in such ways as to entourage free enterprise, 
to eliminate restrictive business practices and raise pro- 
ductivity, and to encourage the development and strengthen- 
ing of free labor union movements, It is important that 


execution of the offshore procurement program and other 
programs meets the intention of the amendment, which is to 


strengthen 
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strengthen the economie and political fabric: of Western 
Europe. Moreover, the issues to Which the amendment is 
addressed ars of immediate practical applic ation in the 
successful attainment of offshore procurement! 5 primary 

. objective, inasmuch as their: solutions may be: expected to 
‘result in avoidance of work stoppages, sabotage, and adverse 
Communist propaganda, and to ensure prompt. deliveries of 

- military equipment procured at reasonable prices... 


The offshore procurement program must ‘be conducted 

in such a way as to win the support “of European workers 
anc: strengihen-and keep the good-will. of the democratic 
trade unions. -iIf not,.the program may turn. out to be a 
bcon to Communist propaganda and strength. She nature of 
the prubdlem varies widely among the countries, which will 
make some differences in vg this matter. . In the cases 
of the UK, the Netherlands, Norway and Denmark, no extra- 
ordinary effort is required on our part. Democratic labor 
Unions are strong, management generally enlightened, union- 
management relations generally satisfactory, and Communist 
intluence of minor importance. Offshore procurement con- 
tracts in these. sountries should contain a labor clause pro- 
viding that performance under the contract wil] be in accord- 
-ance with the laws of the varticipating country, with respect 
to hours, Wages, labor relations including coliective bargain- 
ing, workman's compensation, working conditions, end other 

ters pertaining to labor. Contracts should not be placed 
with sub-standerd or anti-union firms unless these firms are 
willing to make improvements. In France and Ivaly, however, 
a wholly different situation prevails. -These two countries 
offer the greatest potentialities for using offshore procure- 
ment to achieve the free traae union objectives of the Mutual 
Security Act and the greatest dangers of its having the 
opposite effect if the labor, aspect is mishandled. In these 
two countries Communist unions exercise a preponderant vosi- 
- tion in’the labor movement -as a whole and. in the very indus- 
tries most likely to be involved in cffshore procurement. 
Moreover, most French and Italian workers are indifferent or 
-even hostile tc the defense program and are discontented over 
high prices, low wages, and high profits. This attitude is 
intensified by the unenlightened labor practices of many em- 
ployers and the lack of adequate protection of labor by their 
own unions. Therefore, great care must be taken to place 


contracts 
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contracts in these two countries with employers who favor 
non-Communist unions in their collective bargaining relations 
and who pay what are regarded in those countries as good wages, 
or with emvloyers who can be prevailed on to adopt such poli- 
cies. Labor policies in the contracts, beyond the standard 
clause, will be worked out on a case-by-case basis. An under- 
Standing must be reached with the French and Italian Govern- 
ments that they are prepared to adopt. policies which will 
Support the common objective of strengthening and developing 
the democratic trade unions as opposed to the Communist 
unions. The situation in Belgium falls somewhere between 

that in the UK, Norway, etc., ana the situation in France and 
Italy and will have to be handled in a manner appropriate to 
the situation there. 


The US will make clear the importance it attaches to the 
avoidance of restrictive business practices in carrying out 
the offshore procurement program. Procurement officials should 
use channels which reduce the risk of prices being inflated, 
Geliveries hampered, cr production impeded by restrictive 
business practices in order that US funds may be used for the 
mutual defense effort in the most economically advantageous 
manner. Competitive bids are to be solicited from all suitable 
sources, and to the greatest extent possible negotiations will 
be carried on with individual firms rather than trade associa- 
tions or joint sales offices. Reputable independent concerns 
will be encouraged in this connection and the participating 
government wili be expected to protect such independent con- 
cerns from the retaliation of other members of the industry. 
Wherever country teams are aware of restrictive business 
practices having a significant adverse effect on procurement, 
they will report fully on these arrangements to Washington. 
When appropriate, representations will be made to host govern- 
ments on specific cases of restrictive business practices, and 
the country team will report on remedial measures being taken. 


Full use of the facilities of the US production assistance 
drive should be made by offshore contractors to improve produc- 
tion and productivity. As full-scale production assistance 
drive programs develop in the various countries, fullest con- 
sideration should be given to plants participating in the drive 
when placing contracts in line with the Benton Amendment mandate 
of raising productivity and strengthening democratic unions. 
However, participation in the drive is not a requirement for 
offshore contracts. 


TELECOMMUNICATIONS 
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TELECOMMUNICAYIONS GRCUP ADOPTS From now on the right 
NEW TREQUENCT FAN IGEMENT POLICY = ‘ot any US Government — 
Pte str sei "agency to operate on 
a radio frequency will be regarded as a vital national 
resource and, as such, held by the US as a whole. This 
is the basic principle of the new national frequency 
anagement policy adopted in January by the Technical - 
Policy Steering Committee established ‘to implement 
telecomminications commitments made at the recent 
Extraordinary Administrative Radio Conference. This 
policy, which applies to the utilization of frequencies 
of the entire radio spectrum by US Government radio 
operating agencies, provides that these rights may be 
transferred by the Government from one user to another 
as required in the national interest. It is expected 
that ‘for the time being the Interdepartmental Radio 
Advisory Committee will: continue to function and that 
its work will be coordincted, where necessary, with. 
that of the Technical Policy Steering Committee or 
its Executive Committee. 





Background Until now US national philosophy 
toward frequency management which was in accord with 
the long-established international philosophy growing 
out of the Cairo agreements of 1938, has been based. 
upon the establishment of priority rights to a frequency 
on an agency basis. Some agencies claimed such an 
excessive need for frequencies that the. spectrum was 
not large enough to satisfy them and also provide 
for the expanding needs of others, including the non- 
government (commercial) users. This situation placed 
all agencies on the defensive in order to prevent _ 
encroachment on spectrum space authorized to them. 
Since the Atlantic City Table constricts the fixed 
service approximately 30%, a change in policy was 
essential in order to get this service into the Atlantic: 
City bands, , Siok 
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A change in international philosophy toward frequency 
management was evidenced at the Atlantic City Conference 
in 1947 and to a greater degree at the recent Extraordinary 
Administrative Radio Conference. At the letter it was 
agreed that the International List of Frequencies would be 
frozen as of February 29, 1952 and that thereafter no countries 
may establish a right to a frequency by registering it in 
accordance with the superseded radio registration adopted at 
Cairo in 1938. Instead, the emphasis henceforth will be 
on frequency usage rather than the priority of registra- 
tion concept. This action is preliminary to the coming into 
force of the Atlantic City Frequency Allocation Table. 


- Applied to Fixed Service. It was determined by the 
Steering Committee that the most immediate need for the 
application of this new frequency oe wt policy exists 
in the fixed service within the bands 4,000 to 27,500 
kilocycles. It is within these bands of the Atlantic City 
Frequency Allocation Table that the greatest constriction 
exists, and where it will be. necessary, therefore, in order 
to get this service in-band, that all assignments remain 
Subject to later reassignments,. The Committee is agreed 
that individual users of fixed service frequencies are. per- 
mitted to use new fixed in-band frequencies as rapidly as 
they are authorized, with the understanding that these 
assignments will be temporary and will be cancelled immedi- 
ately if the new operations cause harmful interference 
to existing operations. It will be further understood that 
all fixed service assignments will be subject to redistri- 
bution when necessary in the national interest. 





* * * 


FIRST MEETING OF GATT The first meeting of the ad hoc 
INIERSESSIONAL COMMITTEE - Committee on Agenda and Inter- 

| sessional Business, which was 
established during the sixth session of GATT Contracting 
Parties, was held in Geneva on January 14 and 15, 1952 

to consider the import restrictions announced by the British 
in November. 





The 


‘ 
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The committee agreed to defer until the seventh session 
any decision on the issues involved in the contention oi: the 
UK Government that the modifications in its import restrictions 
did not constitute a substantial intensification requiring con- 
sultation under the General Agreement. The British contention 
raised important and difficult questions of interpretation which 
the committee found difficult and unnecessary to decide at this 
meeting. The committee took into consideration the facts that 
discussions had taken place or were in progress through the CEEC 
with the European countries principally affected and that the 
Contracting Parties would, at their seventh session, be entering 
into consultation with the UK as well as other contracting 
parties still applying discriminatory quantitative import re- 
strictions. The committee did recommend, however, that any con- 
tracting party intensifying its import restrictions should fur- 
nish detailed information promptly to the Executive Secretary. 
The Chairman and the Executive Secretary would then determine 
whether there was a prima facie case for. initiation of consulta- 
tions by the contracting parties, in which case the question 
will be referred to the meeting of ‘the intersessional committee 
scheduled for February 25 or the meeting of the committee to be 
held six weeks before the seventh session, unless the intensifi- 
cation of import restrictions is of such a nature as to affect 
seriously the trade of contracting parties, in which case the 
Chairman would convene a special meeting of the intersessional 
committee to consider the matter. . 


The decision adopted by the committee fully met our posi- 
tion. We wished to avoid conclusions regarding interpretation 
of GATT and the merits of the UK action before the seventh 
session. At the same time, we were anxious that some discussior. 
be hela to insure that no precedent is develoved which could in 
the future be used to keep the Contracting Parties from substan- 
tive discussion of merits of measures such as the UK has taken 
in restricting imports. 


Since the meeting the UK Government has announced that it 
intends to cut imports by an additional 150 million pounds an- 
nually. According to the press, the French have decided to 
restrict imports from the rest: of Europe. Presumably, detailed 
information on these discussions is being furnished the Executive 
Secretary in accordance with the decision adopted by the inter- 
sessional committee. There has been no indication as yet as to 
pon pea the Chairman and Executive Secretary will suggest any 
action. 


CUTBACIZ 
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CUTBACKS IN US ECONOMY The second quarter allocations of 
UNDER CMP ALLOCATIONS materials under the Controlled 
Materials Plan--steel, aluminum and. 
copper--which have been approved by the Defense Production 
Administration, involve a considerably lower level of alloca- 
tion to many domestic activities than is probably realized 
abroad. Although the materials shortages have not yet been 
seriously felt by US consumers, they are sufficiently severe 
to require a cutback in many basic programs. These cutbacks 
increase the probability of shortages in consumer goods in the 
future as the defense production program begins to place a. 
heavier load on existing facilities. The curtailed allocations 
will: probably result in the virtual cessation of practically . 
all new industrial expansion and commercial] construction. 
Furthermore, the amount of materials allotted for production of 
a long list cf less essential consumer durable goods will average 
only around 28% of the 1950 level. In such fields as mining 
equipment and industrial equipment there will not be enough to 
go around, and applications for supply assistance for both . 
ovedee fl and a oo will have to be most carefully - 
screene 


It is true that there are areas in our economy which are 
receiving more material than can be justified on the basis of 
essential end-use, for instance, the automobile industry. In 
this case, the decision to allocate more copper and aluminum 
was made because of the serious unemployment problem in the 
Detroit area, and on the evidence that defense orders will not 
take up the slack during the first and second quarters. This 
case, however, is an exception. 


' Although industrial expansion programs anc construction 
in general are being sharply curtailed, production programs in 
many basic industries will require a larger allocation of 
materials in the second quarter than in the first, nevertheless 
allocations in general, except for direct military production, 
are smaller, and in all cases, the actual ailocation is very 
much below the requirements submitted by the claimant involved. 
Appeals by domestic claimants from the tentative recommenda- 
tions, which remained substantially unchanged in the final 
allotments, aggregated about 1.5 million tons of carbon steel, 
including structural and plate, 80,000 tons of alloy steel, 

50 million pounds of brass mili products, 62 million pounds of 
wire mill products, and 50 million pounds of aluminum. 


* = * 


US 


_ DECLASSIFIED FOR PUBLICATION IN FOR 
| EIGN 
| RELATIONS OF THE UNITED STATES 








CONFIDENTIAL - SECURITY INFORMATION 
) a 


US POSITION ON MOSCOW The Department plans, at the appropriate 
ECONOMIC CONFERENCE time, to expose the spurious nature of 
the Soviet-inspired International Economic 
Conference, which is scheduled to take place at Moscow in April. 
Although we believe that non-Communist invitees should not be 
prohibited from attending, we will fully inform any who wish to 
go of the true character and objectives of the meeting and. 
point out that their presence will materially aid Communist 
economic and propaganda objectives. : Friendly governments will 
be encouraged to take a similar -line. , 





‘In the event that guidance as to attendance is sought from 
our missions abroad by foreign nationals, US officials will | 
fully brief them concerning the Communist nature and objectives 
of the conference with the stated. purpose of helping them arrive 
at their own decision rather than actively urge non-participation. 
If such individuals ask what effect their attendance will have 
on future eligibility for US visas,:they will be informed’ that 
the mere act of attending the conference would not subsequently 
bar entry into the US; however, their visa application would 
have to be investigated which might delay their entry and, if 
such an investigation revealed any evidence of association with 
Communist activity in addition to attending the conference, 
entry into the US might very probably be refused. 


We think there is little possibility of successfully .- 
introducing an element of opposition into the conference which 
would upset Communist plans. The location of the conference in 
Moscow divests it of any neutral character. Control over press 
coverage and communications make it“most probable that state- 
ments in opvosition to Soviet aims-would be effectively sup- 
pressed. Moreover, the fact that the conference envisages an 
attendance of 450 to 600 people indicates that it is intended 
for vropaganda speeches directed at a world audience. It must 
also. be remembered that the Communists are in a position to 
maintain rigid control over procedure and speech-making. 


Background The proposal for the conference had its origins © 
in the Soviet-sponsored "World Peace Council", the top Communist 
front-organization devoted to the dissemination of fradulent 
Soviet "peace" propaganda. It stemmed directly from a resolu- 
tion adopted at the Berlin meeting of the World Peace Council 
in February 1951 which called for the convening of a general 
economic conference in the USSR to which economists, scientists, 


industrialists, 
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industrialists, businessmen, and ‘rade unionists of all coun- 
tries were to be invited. Originaily scheduled for December 
1951, the conference was postponed until April 1952 as the re- 
sult, of a decision of a Preparatory Committee Meeting lield in 
Copenhagen late in October. The probable reason for the delay 
was to allow more time for organization of delegations and | 
publicity. The Preparatory Committee is also reported to have 
decided that the agenda would. be centered on two: themes--"the 
‘economic consequences of rearmament" and "the srtabetectel of east- 
west trade". ee ie t¥ ) 


Despite the fact that all preparations. for the. seaniiaails 
are being carefully supervised by Moscow and ‘carried out ‘with 
the assistance of local Communist groups and World Peace Con-~ 
ference organizations, every effort is being. made to obtain | 
distinguished non-Commurist: participation. Consequently , the 
meeting is being promoted. without the customary vituperation 
and in an aura of Soviet willingness to negotiate. Spokesmen 
have emphasized that it is not a government-sponsored meeting; 
that it will be entirely independent of World Peace Conference 
auspices; that there will be complete freedom of diseussion; 
and that attendance requires no indorsement of :politital, - 
economic or social doctrines of any kind. Although known 
Communists and fellow travelers appear on the lists of invitees 
from each country, they are in ‘most cases outnumbered by econo- 
mists and businessmen who have no connection or sympathies with 
the Communist cause. Frequently non-Communist invitees are* 
assured that their counterparts in other countries have already | 
agreed to attend. Particular attention has been directed to _ 
"pbusiness-as-usual" businessmen, neutralists, and other groups 
which may have a latent resistence to Western trade controls 
and rearmament. The greatest effort to -secure “‘nori-Communist _ 
participation is being ‘exerted ‘in Western Europe, India, ‘Pakistan, 
Southeast Asia and Japan. Although it is still too: early to 
determine the extent of ours a = individuals have 
indicated interest. — 


Conterence Obiectives, In’ essence. the objectives’ of the 
conference are identical with those of the World Peace: Council 
campaign--to weaken Western unity by splitting Western’ Europe 
and certain Asian countries from the US on-the issues of ‘east-. 
west trade and rearmament, and finally to split non-Communist 
omens from their governments. It plays on the Western * | 
, IP. «0 44 
business | 
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business community's natural desire for trade and profits 
with the objective of breaking down the trade controls which 
are hampering the Covelopaens of the Soviet military potential. 


The conference appears to be an important part of a 
major Soviet offensive to break down Western trade barriers. 
This offensive dates back to July 1951 when the Shvernik — 
letter to President Truman and a subsequent Soviet note bitterly 
protested the US denunciation of its commercial agreement: with 
the USSR and the imposition of US export restrictions on trade 
with Communist-dominated countries. At the ECAFE regional’ 
conference last October the USSR made attractive offers. of: 
capital equipment and consumer goods to Asian countries’ in’ 
exchange for such strategic raw materials as tin, jute and 
rubber. These offers are currently being repeated ata large 
Soviet commercial exhibition now taking place in India. “At 
. the same time Japan is being informed of lucrative foreign: 
trading available for Japanese businessmen willing to trade 
with China and the USSR, and Sakhalin coal has already. been 
offered as proof of Soviet intentions. 


In Western Europe Soviet ‘propaganda is sepenetnn *( ee: 
"unselfish desire" of the Soviet bloc for mutually aS ratte 
foreign trade and the ability of the USSR to furnish a. wide 
variety of raw materials and manufactured goods. The NATG: 
program is attacked as one which forces Western European coun- 
tries to restrict their trade with the East while the ‘US: ‘ae 
legedly gobbles up the lion's share of ‘all raw materials. 


Aside from underlying military ‘end. political objectives, 
the very scope and nature of Soviet.6ffers reveal. their in+ 
sincerity. The USSR is known to have'serious difficulties 
in meeting its own and its satellites:‘requirements for many 
categories of raw materials and:industrial equipment. Moreover, 
the supplies of consumer goods available. to Soviet bloc etvilian 
populations is lower than in any Western country. In a ftiumber 
of instances the USSR has been:strefivously attempting to-'im- 

- port from European suppliers many of ‘the items of capitals: ; 
equipment which it now implies it is able to export in. 
quantity, particularly to the under-developed areas of Asia. 
Of course it is possible that small.-amounts of. these items 


.- May be exported, both to substantiate propaganda claims ‘end 


to secure the desired ar anette vec eeeunages raw materials, 


. s 2 ‘j es° 5c ‘+. 
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US Statement When the proper time arrives, the US will 
issue a quiet, factual statement which will identify the 
conference with the World Peace Council, pointing out that 
the latter has been set forth by Communist spokesmen as a 
rival to the United Nations and is a front organization 
established to further the aggressive purposes of the USSR. 
We will emphasize that there exist a number of appronvriate 
organizations for discussion of matters relating to inter- 
national trade, particularly the various specialized agencies 
of the UN, and the fact that the conference bypasses these 
agencies emohasizes its spurious nature. We will make plain 
that the causes of existing international tensions are political 
and military as well as economic in character, and arise 
principally from the obviously aggressive intentions of the 
Soviet Union. It will be reiterated that the free nations 
will respond to genuine and concrete Soviet actions which 
contribute substantially to the relaxation of current inter- 
national tensions but until the Soviet Union substantiates 
its "peace" propaganda by concrete deeds the community of 
free nations has no alternative except to build up its 
collective strength. 
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ECE 'S_ECCNCMIC The Secretariat of the Economic Commission for 

SURVY Ci’ EUROPE Europe recently issued its fifth annual econon- 
ic survey, which, for the first time, includes 

a comprehensive section on the Soviet internal economic position. 

The survey, along with other matters, will be discussed at the 

seventh annua] ECE session to be held in Geneva beginning March 3. 

Position papers are now being prepared for the US delegation, 

=~ will be headed by Paul Porter, Chi-f of MSA European 

ice. 


The survey is primarily devoted to an analysis of European 
economic conditions and prospects after 18 months of war in 
Korea, but as is customary in ECE reports, the US economic pic- 
ture epee much attention, particularly in its external 
asnects. | 


General Economic Setting in presenting the general economic 
setting, the survey expresses the view that the crisis prought 
about in international trade and payments in the last six months 
of 1951 could and should have been foreseen and steps taken to 
lessen the economic shock. The break in raw material prices 
certainly could have been anticipated, in the Secretariat's view. 
and when it did come it should have served as a warning of trouble 
ahead. The survey claims there is little evidence that the au- 
thorities in the two countries most concerned--the US and UK--had 
adjusted their thinking end policies to meet what should have been 
anticinated difficulties. l_as 
in that on one side an 
long-term 0 : 
from quantitative controls and other forms of state intervention, 
and, on the other hana; the introduction of changes in the stock- 
piling program which inevitably tendea to reverse-the favorable 
development in reserves held by other countries on which were 
‘ based the hopes of achieving the long-run goals in international 
trade and payments. Note is also taken that the US itself resort- 
ed to state trading on an extensive scale for the procurement of 
strategic commodities. The UK is criticized for lack of prepara- 
tion for dealing with the consequences of the rise and fall in the 
price of sterling area exports, and for taking no action until 
November on tightening restrictions on imports and then only with 
respect to other European countries. The effect of the decisions 
reached by the Commonwealth Finance Ministers in January cannot 
be felt for some months, it is pointed out. 






Looking at the over-all European picture in 1951, the survey 
notes that Europe, like the US, found that the buying spree engen- 
dered by the outbreak of the Korean war abated somewhat in the 
spring of 1951. Like the US, many of the countries of Western 


Europe 
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Europe were confronted with a recession in some industries, 
notably textiles, although the pressure of heavy industry con- 
tinued to increase because of armament expansion, increased 
investment and export growth. Except for_coal and steel, raw 
npn were not the restrictive ferce in produttion that had 

i be expected. Raw materials continued to be in heavy demand, 
however Price increases in a number of key commodities leveled 
off shortly after the first of the year and by summer reached a 
degree of stability though at higher levels than a year earlier. 
In general there was a steady rise in prices and the upward ad- 
justment of living costs and wages continued. 


The year eriod of adjustment and the 
testing of higher prices by consumer resis ce d by modifica- 


tions in official stockpiling programs; the testing of the abili- 

ties of national economies to stand the strain of higher produc- 

tion targets; the reappraisal, which is still going on, of the 

amount of resources to be devoted to armaments and of the will- 

ingness of the public to accept cuts in actual or potential con- ¥ 
sumption levels; and the effort by governments, realistic in .. 
some cases but manifestly inadequate in others, to evaluate 

their problems more clearly, to broaden the range of their weapon 

weapons, and to devise a set of policies equal to the task of in- 

creasing production while holding inflation in check. 


- Industrial-Agricultural Expansion While both industrial 
and agricultural production expanded in 1951 in Europe, agricul- 
tural growth is lagging behind industrial development. Agricul- 
tural production in the area as a whole exceeds by a small per- 
‘centage the levels of the late thirties while industriel produc- 
‘tion has risen 40% in the corresponding period. Industrial pro- 
‘duction has risen higher in Eastern Evrope than in the West, com- 
pared with pre-war .’ Agricultural pro*uttton-its still 
\far below the pre-war levels in Eastern Europe ile the West 
has experienced a 10% growth. The flow of worke.s to the cities 
and the increase in food demands resulting from this migration 
and from increased population has resulted in acute meat short- 
ages in most of Eastern Europe. While Eastern Europe had indus- 
trial difficulties, particularly in Czechoslovakia, industrial 
production did rise in 1951 although not es much as in previous 
years. In both agricultural and industrial growth, Eastern and 

. Western Germany together incfeased production more than nearly 
‘! all other countries combined. In industry, all of Germany pro- 
vided for about one-halr the total of the Sapeseen increase. At 
| the other extreme was the UK, which contributed only one-tenth 
of the increase in production. | 
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Not until the third quarter was Western European produc- 


tion noticeably atfected by the recession in consumer demand. 


Even then the continued need for capital goods offset the de- 
cline in the consumer production field, The exceptions to this 
reneral trend were Denmark and the Netherlands, where -govern- 
mental deflationary policies, introduced to solve balance-of- 
peyments difficulties, caused a decline in total industrial 
production during the year. Eastern Europe saw a greater in- 
crease in employment than did the West.’ -In Poland and Czecho- 
slovakia employment increased 7 to 8% and in Eastern Germany 
and Hinngary more than 10f. While no systematic ‘information is 
available-on.the number of working hours: in Eastern Europe, 


‘indieations are that hours have increased considerably in a 


number of cases. The increase in rate of production in Eastern 
over Western. Europe is not necessariiy evidence. of.any greater 
speeu of technica? progress and efficiency, the. survey points 
out, hut appears to be attributable in part to-the still con- 
siderable surplus population and in nart to ‘the mare systematic 
efforts mace to transfer to industry manpower from handicrafts, 
retail trade, household work. anc other ‘services, 


While Italy and other Mediterranean countries had grain supplies 
totaling 15% more than in the preceding -harwest yoar, there was 
e reduction in available supplies in the rest cf Western Europe, 
excent for Belgium, Sweden and Switzerlanc which built up strong 
sunvolies through imports. The situation in. Eastern Europe was 
not uniform, with the region as.a whole having a grain harvest 
lower than in the 1949 harvest year. The drop-was concentrated 
chicijy in Yugoslavia, Hungary and Rumanie. Potato production 
in these countries also cropped, although the northern section 


of Eastern Europe had a‘potato crop 30% higher than in 1949, 


The sugar beet crop was-excellent in nearly all of Europe. 

There were serious probléms in livestock production in Eastern 
Europe, while most of the West increased livestock production 

in spite of. difficulties from: inconsistencies:in fodder and 
animal vroduct prices.’ With the notable exception of the UK,. 

most of the West increased its supply of meat for: domestic mar- 
kets. .Milk production-rose in nearly'al] countries and, although 
exports increased, marketing. aifficulties bécame varticularly 
serious in the case cf: cheese,.because of the drastic restric- 
tions on imports introduced by; the. Us in. July + 


22 the field of Light industry prodvection,, the UK, Sweden 


anc Norway showed a rather stable development, capacity was more 


or less fully employed: and, -exceot in a few instances, the rate 
of increase was not affected .by Korea. ‘Denmare ana the 
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Netherlands suffered a serious recession as a result of their 
deflationary measures. Belgium, France, Italy and Western 
Germany had lower production in the consumer goods industries 
than in 1950. In the East, the rate of expansion in light 
industries over the past two years is broadly the same as in 
the West. The rate of increase in Eastern Germany has been 
higher than in other Soviet bloc countries. In the East, pro- 
Guction of consumer goods reflects to a large extent the higher 
priority given to heavy industry with respect to imported raw 
materials and consumption goods production tends to operate on 
a hand to mouth basis. | 


The demands on heavy industry in Western Europe were met 
with a great deal more ease than had been expected. Here again 
Western Germany increased production at a higher rate than other 
countries and is now the largest single supplier of industrial 
machinery to other European countries. France and Belgium pro- 
vided the second largest element in the rate of growth but it 
was a poor second, accounting for only one-sixth of the total 
Western increase. The rate of production in the Fast has been 
determined by its vrogress in solving the problem of steel sup- 
/ plies. From Plan fulfillment reports so far: published, the sur- 
vey concludes that it is possible that crude steel production 
targets have been met. The Plans would seem to indicate that 
specific objectives are to provide greater supplies of steel, 
more regionalization in particular branches of the industry, 
and to provide for the production of greater supplies of invest- 
ment goods and armaments. 


achernaticne./rede end Peyments By the second quarter of 
1951, the total dollar value of world trade was ata rate 50% 


higher than in the first nine months of 1950, with the increase 
almost equally divided between volume and prices. The volume 

of European imports from overseas averaged about 12% more in 

| the first nine months of 1951 than in the same period of 1950. 
This is opposed to the US trend where imports dropped substan- 
tially during the last three-quarters cf 1951. This opposing 
behavior of European and US imports is one of the major factors 
underlying the remarkable improvement until mid-1951 of Europe's 
payment position and its subsequent deterioration. European 
exports did not quite maintain the extraordinary high levels 
reached in the last quarter of 1950. But even so the export 
volume in the first nine months of 1951 averaged close to one- 
fourth more than in the same period of 1950 and more than one- 
half more than in a comparable period in 1949. The behavior of 
export prices in the US and Europe appears to suggest a generally 


greater 
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greater degree of price inflation in Europe. The analysis of 
Europe's overseas trace and payments position by the Secretariat 
is necessarily linked to those countries for which trade statis- 
tics are available, i.e., Western Europe. 


Current doljiar difficulties have been primarily concen- 
trated in the sterling area and principally in the UK. The 
third quarter loss of gold and dollars by the UK amounted to 
almost $600 million. The loss was not entirely directed to the 
doilar area, however, since Western Germany , Belgium, Japan and 
indonesia all gained during this period. The drain on the UK 
was accelerated during the fourth quarter, reaching $934 million 
inclusive of the initial service payments on tne US and Canadian 
‘loans. The trade of the sterling area as a whole with dollar 
countries and Continental Europe took an.adverse turn in mid- 
1951 at the rate of almost $2.5 billion a year. ~The ECE Secre- 
tariat believes the basic: reason, for the-dolier.problem—being_ 
concentrated in the UK is that the commodities mainly affected 
by the great ups and downs in prices and traa@é since Korea are: 
primarily products.of the-sterling area. The balance-of-payments 
history of Europe and.the UK during the vast two years can be 
told largely in terms: of the boom and. collapse of the market: for 
three raw materials--rubber, wool and tin. In the long-run 
some of the forces which have produced the present crisis are” 

‘likely to bring more or less automatic adjustments which wovld 
at least ease the payments situation of the sterling area. It 
is not thought that the US demand for imports can remain in-. 
definitely.at its present low level. The speed with which the 
present sterling area crisis can be solved, the Secretariat ; 
believes, depends on:the speed with. which agreement - can ‘be 
reached on the distribution of cuts in the direct doliar imports 
by ‘sterling area:countries. Outside of the UK, ‘Europe stood to 
oe from the falling off in international raw "material prices. 





The short-run ai ifficulties being experienced by Western 
Europe are rendered more serious by underlying forces ofa - 
structural-nature, making for disequilibrium in balance-of- 
payments. One important factor is the relative unfavorable 
commodity compesition of the exports of. most Western European - 
countries as compared with the US. With the exception of West- 
ern Germany, the exports of the larger European countries are 
composed greatly oi textiles and other consumer goods which are 
less. likely to find markets than. eapaves goods. Europe is also 
faced with growing domestic production in formerly large imvort- 
ing countries and sensued competition trim the, Far East. Any 
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appreciable growth in the volume of European exports will have 
to come from the metal and engineering fields. Another basic 
structural problem is the ‘trade end currency relationships of 
the UK and France with overseas areas. This has resulted in. 
exports being directea toward the sheltered currency areas 
rather than to those areas where it would be of assistance in 
balance-of-payments difficulties. Another long-term problen . 
which the survey considers of major importance is the long _ 
standing tendency for ‘investment to be concentrated in countries 
which are already industrialized and which are currently being 
strengthened through rearmament. . ! : 


Despite these fundamental weaknesses, the balance-of- - 
payments position of a number of countries appeared to strengthen 
during the year, and, in most countries the problem seemed to 
become less one of a shortage of dollars than one of general 
balance-of-payment disequilibrium.. With the prominent exception 
cof the UK, most other doller-short countries in Europe had set- 
tled on a modus viverndi:in which their deficits were manageable 
with US aid. With the exception of the UK and France, payments 
difficulties of other Western European'countries manifested 
themselves mainly within the framework of the European Payments 
Union. The exhaustion of EPU quotas by some countries and the 
ensuing necessity for gold setilements for liberalized imports, co- 
existent with restrictions on imports from the dollar area, form 
the main threat to the continued functioning of the EPU, and are 
bound to-do so as long as members have. serious difficulties ‘in 
balancing their dollar accounts. An additional, though’perhaps 
more temporary difficulty, lies ‘in the present cash position 
of the EPU. The large deficits have recently been :concentrated 
in those countries which happened to have the largest quotas-- 

. the UK and France--while surpluses burden the:small quotas of 
Belgium and Italy. The result was that in the last months of | 
the year, the liquid resources of the EPU fell to a dangerously 
low level after heavy gold payments to surplus countries. There 
has not yet been any official decision as to how this problem 
will be met, although the major alternatives would appear to be 
either a révision of percentages concerning gold and credit 
settlement, or an additional ‘contribution by the US: to the -work- 
ing funds of ‘the Union. — | oie Tis 

Trade between Eastern and Western Europe declined even 
further from the already abnormal low levels of 1950 and, judg- 
ing from present trends, there are prospects of ‘still greater. 


difficulties in the: near future. - The only exception. to the 
general picture of shrinking relations was provided by 


Scandanavia 
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Scancinavia where there was a 10% increase in 1951 trade with 
the East. From the data available on trade within Eastern 
Europe, three main tendencies seem to emerge: first, a very con- 
siderable increase in Easterr Germany's trade with the other 
countries of the area; second, a further large increase in trade 
between the USSR and other Eastern European countries; and third, 
a rather small increase, as compared with previous years, in the 


volume of trade among the countries of the region other than the 
Soviet Union and Eastern Germany. 


, Defense expenditures in leading industrial centers of both 
the East and West are likely to reach levels where they will 
equal or even exceed the aggregate national incomes of all under- 
developed countries and will be some 20 times the investment 
financed out of these countries’ own domestic savings. While 
underdeveloped countries wil! feel this most seriously, Western 
Europe, which requires raw materials, will also be affected as 
it may accentuate the adverse trend in its terms of trade which 
has resulted as industriel production has run ahead of primary 
production both in Europe and elsewhere. Current investment for 
the purpose of increasing the output of raw waterial, excent for 
steel, is inadequate: for strengthening the basis for further 
industrial progress both in Western Europe and overseas primary 
materials-producing countries. : ) 


Inflation The survey states that the risks of further 
inflation could not have been avoided by.any of the trading 
countries since all were susceptible to the rise in international 
markets. The countries whose'cost structures were most affected 
(because of the high import content of their prcducts and a 
relatively high concentration in their imports of those goods 
whose prices had risen most) appear to have been the UK, Norway 
and the Netherlands. ‘While all governments announced policies 
to combat inflation, the effect of the totality of policies has, 
in a number of countries, probably been more inflationary than 
the reverse. This has necessarily not been the only aim of eco- 
nomic policy, and measures well conceived to. solve other problems 
were bound in some cases to purchase a solution only at the ex- 
pense of increased instability of prices and income. While 
Eastern Europe had greater controi. over income and domestic 
prices, it could not escape the effect of deterioration in 
the terms of trade. The exception.is Poland which has been 
able to force up the prices of its coal exports. 


eas he oe ee . - Cost-of-living 
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Cost-of-living indices have risen everywhere in Europe 
since June 1950. The rise in prices was the greatest. in coun- 
tries that devalued their currencies, and least in those which 
devalued their currencies only moderately or not at all. It 
is difficult to measure change in the average cost-of-living in 
Eastern Europe; the same commodity is sometimes sold at nore 
than one price; and there are, from time to time, shifts in the 
relative importance of the market for rationed goods sold at 
low prices and the free market. But every indication points to 
the fact that Eastern European prices .ose substantially. 


Wages and farmer incomes are up practically all over 
Western Europe and there is no sign that the wave of increases 
has come to an end. Signs of a wage-price spiral are not lack- 

. ing even in the controlled economies of Eastern Europe where 

, the average real wages of industrial workers has undoubtedly 
fallen. The structure of relative prices in the Eastern coun- 
tries seems to be similar to that of the Soviet Unions the prices 
of basic foodstuffs are fixed at a high level in order. to avoid 
the necessity of rationing. Inflation by the end of 1951 had 
been brought under control in Denmark, the Netherlands, and 
Switzerland. Elsewhere in Western Europe, except in the coun- 
tries still with large unemployment, there was no sign of any 
Slowing down of the inflationary spiral. The economies of 
Eastern Europe, in spite of a high degree of centralized con- 
trol over incomes and prices, have also not been able to immunize 
themselves against inflation, and there have been repeated ad- 
justments of wages and prices, implying a failure of planning. 


Vv ‘the Sov The present sur- 
vey is mainly concerned with those key problems arising from the 
competing demands of consumption, investment and armament on the 
national resources of all countries. In the case of the Soviet 
Union, consideration of these problems encounters serious dif- 
ficulties because of the lack of much of the information needed 
for economic analysis along lines similar to that undertaken 
for other countries and because of uncertainty as to the precise 
meaning and method of computation of some of the data which is 
available. In some respects however, the information now avail- 
able is somewhat fuller than in recent years and permits a more 
detailed analysis than heretofore possible. The report on the 
fulfillment of the fourth Five-Year Plan 1946-1950, released 
last April, provides a number of key figures, including soire 
useful comparisons with prewar years. For 1951 the wain source 
of information is the October Revolution speech on November 6 by 
the Deputy President of the Council of Ministers, giving pro- 
visional estimates for the year as a whole. 
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‘According to this speech, industrial production in the 
USSR in 1951 was more than 15% greater than in 1950 and about 
twice as great as in 1940, The relative increase was con- 
siderably smaller than the rates of growth announced for | 
each of the preceeding years during the period of the fourth 
Five-Year Plan. Part of this difference may represent an 
inevitable slowing down from the rapid recovery immediately 
after the war but the greater part of the change in the rate 
cf growth is probably attributable to the dropping of the 
antiquated "1926/27" prices which had previously been used, 
and the introduction of a new and more balanced pricing system 
in the valuation of industrial production, Through the use 
of the old price structure Soviet data on industrial production 
and national income showed grossly exaggerated. progress over 
the last twenty-odd years. Food and basic products weve 
calculated at their 1926-27 prices, although by 1945 their 
prices actually had risen four to six times. Engineering 
products which were either nonexistent or of minor importance 
in 1926-27 got into the index at more nearly their real prices 
during the iater years of the period and thus acquired 4 
weight out of ail proportion to their real importance to the 
econemv. Thus, the sroduction index has shown 2 continued 
bias upwerd that nzs concealed the very slow improvement in. 
the productior cf foods, consumer goods and many basic pro- 
ducts. Tnis unrealistic method of calculation was changed 
in i950, The rew basis of weighting is not known but the 
Survey nétes tat a much smaller rate of increase in production 
is shown for i950-51 which suggests that a somewhat more 
realistic weighting has been adopted. Data shows that heavy 
industry has grown enormously during the post-war period 
while consumer goods have increased more moderately. 


Soviet authorities have placed great emphasis in recent 
years on construction activity with respect to both large con- 
struction projects and to housing development. -The major 
construction works now under way are expected to make a sub- 
stantial contribution to the productive resources of the 
national economy, particularly in power production, inland 
water transportation, irrigation and total arable area, It 
is estimated that the new hydro-electric power stations on 
the Volga, Don and Dnieper Rivers will raise electric power 
output by some 22.5 billion Kilowatts per year or more than 
one-fifth of the current level.. These giant undertakings place 
extremely heavy demands on-manpower resources and on the steel, 
cement and heavy electrical engineering industries, in: 
particular, and they appear to have been given priority over 
various other projects of somewhat more modest dimensions. 
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This concentration on industrial development has necessitated 
heavy sacrifices for consumption, especiaily in housing, 

which was aggravated by large-scale migration from the country 
into cities. War destruction has officially been estimated 

at 1.2 million out of a total slightly less than 2.6 million 
urban units and 3.5 million out of a total of 12 million rural 
houses. Even before the war the average dwelling space per 
person in the USSR was only one-third to one-fifth as much as 
in Western Europe. The fourth Five-Year Plan differed from 
the previous plans in that more attention was paid to repair 
and construction of urban dwellings. It is estimated that 
repairs and construction for urban @wellings exceeded the Plan 
goals but construction in the rural sections was one-fifth 
that of the objective. In i951 urban construction was further 
developed but the iag continued in rurel areas. 


Soviet agriculture has not met the scheduled increases 
and compares most unfavorably with the large increases in the 
industrial field. The gross harvest of grain for 1950 fell 
three million tons short of the goal and it is thought that 
the 1951 crop will be about the same. This estimate is based 
on the standing crop and does: not take into consideration 
harvesting losses which can run rather high. Little informa- 
tion is available for other crops, with figures given only 
in comparison to 1940, Livestock production appears to have 
offered the most serious difficulties, along with the ex- 
pansion of the fodder supply, in meeting the objectives of the 
agricultural program. Goals set for 1950 were not attained 
and no data have since been published on the growth of the 
livestock population in the country as a whole. As far as 
may be judged it appears that the output of livestock pro- 
duce during 1950 must have been no higher than before the 
war and, considering the increase in population, somewhat 
Smalier on a per capita basis. The need to increase agricul- 
tural production substantially is given recognition by the 
authorities in the programs for expansion of the area under 
irrigation, the planting of extensive shelter belts 21d other 
efforts for soil conservation and improvement. Emphasis is 
&€lso being placed on construction of tractors. 


The failure to attain the 1950 agricultural targets 
appears to have led to certain immediate changes in agricul- 
tural policy during 1951. One of the most important of these 
changes was in the collective farm amalgamation progran. 
During 1°50 the merging of neighboring farms into larger 


units 
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units had been extensively encouraged. The next stage was to 
have been the formation of "“agro-towns" to re>lace the dis- 
persed homesteads of the existing farms. In early 1951 sharp 
criticism was directed against this policy on the ground that 
it would impede the development of agricultural production, 
and the program seems to be in abeyance. Another change was 
the thorough going revision of the agricultural tax levied on 
the incomes of rural households. The revised tax is aimed 

at encouraging the culture, on small private plots on the 
collective farms, of those crops best suited to the particular 
locality. A decree also increased substantially the tax-r:te 
on those farm households which included able-bodied persons 
not working on collective farms or for the state. 


Information on national income is scarce with the Soviet 
definition of national income considerably more restrictive 
than that employed in Western Europe, heing limited in the 
main to the production of material good: and to services 
closely related to such production, including freight trans- 
port and commerce. The concept excludes services performed 
by doctors, teachers and domestic servants, the trensport of 
passengers and Government services (such as administration 
and troop pay and subsistence). . 


The Soviet price system contains what is known as a 
turnover tax on the price of consumption goods. This tax, 
which ‘has been the most significant characteristic of the 
Soviet fiscal system since 1930 and has been extended 
throughout all of Eastern Europe since the war, accounts for 
more than half of total budget receipts in the USSR. Details 
of the tax according to the individual products mainly 
affected are not available, but it is clear from pre-war 
data that investment goods are taxed very lightly, while con- 
sumer goods account for some §&5 to 90% of total collections 
under this heading. The turnover tax is the principal in- 
strument for equalizing consumer purchasing power with avail- 
able retail supplies, and as the flow of goods into the shops 
has risen from the extreme dearth during and after the war, 
there has been @ selective reduction in turnover tax rates. 


As in most other countries, capital investment and 
military expenditures are the two other main factors which. 
compete between themselves and with consumption for the re- 
sources of the country. These two claims on the USSR national 
resources are not only of roughly similar orders of magnitude 
but are also closely inter-related, and, as in most other 
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countries, are not clearly distinguishable from each other. 
The expenditures included under the heading of defense cover 
only what is referred to, in official terminology, as "direct" 
defense outlays--apparently only procurement of armaments and 
munitions and troop pay and subsistence. 


xpenditures of a capital nature for the construction of 

defense installations and for the development of plant capacity 
in the defense industries are paid out of the budgets of 
the various ministries concerned. Lack of information makes 
it impossible to relate either investment or defense ex- 
penditures to the total national income, nor even to compare 
the outlays under these two headings with other items of the 
budget. Available figures would seem to indicate that direct 
defense outlays during the past two years have averaged close 
to three-fourths as much as total gross investment, a higher 
ratio than in the pre-war years 1937-1939 but a substantially 
Smaller ratio than during the period of greatly intensified 
military preparation between the time of Munich and the German 
attack on the Soviet Union. Although there is a paucity of 
information, the general conclusion may be drawn that, out of 
its growing volume of resources available each year, the 
Soviet Union has devoted a subtantial and a somewhct larger 
and steadily rising amount to investment, while the amount 
assigned to consumption has so far increased only moderately 
above pre-war levels. age | 

Despite heavy demands upon Soviet resources, several 
factors combine to place the government in a strong position 
for combating inflation. In the first place, the long experi- 
ence of the Soviet authorities in planning permits the 
establishment of reasonably close advance estimates of the 
goods to be available for consumption, while the control of 
wage payments and consumer prices, balanced through the effertive 
instrument of the turnover tax, serves to prevent any signifi- 
cant divergence from developing between actual demand and 
consumer supplies. Then the system of the State Loan is used 
as a pre-determinate means for absorbing purchasing power 
and by the policy in effect for the past few years of dis- 
tributing the benefits of increased productivity by lower 
prices rather than by higher wages. There is thus little. 
likelihood of a wage-price spiral developing as in other 
countries. another factor in maintaining monetary stability 
is the relative ease with which resources can be shifted, — 
in either direction, between investment and armaments. | 
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PLIC.TION OF MSA There is a provision in the Mutual Security 

i! LOAN PROVISION legislation which requires that not less 
than 10% of tne funds made available for 

that part of economic aid which is authorized under tne Economic 
Cooperation Act should be extended on a loan basis. For some 
time the method in which this provision should be implemented 
has been under consideration, particularly whether the same per- 
centage of assistance should be granted on loan terms to all 
countries or to what extent and on what grounds some countries 
might be accorded differential treatment. Last week the National 
Advisory Council reached a decision and advised the Director for 
Mutual Security that the aggregate amount of loans which are ree 
quired under Section 522 of the Mutual Security Act of 1951 
should be kept as rearly as possible to the minimum required by 
the legislation and that loans should be extended on the same 
terms as those applying to loans made under the Economic Coop- 
eration Act of 1948, as amended. The Council recommended that: 
1) assistance to Austria, Greece and Yugoslavia should be on a 
grant basis, with the exception of strategic materials loans; 
2) loans to remaining countries under Title I (Europe) should be 
at an equal percentage rate of the country allotments; 3) all 
assistance to STEM countries and Formosa under Title III (asia 
and the Pacific) should be on a grant basis; and 4) any "sev: gs' 
in the total amount of loans as a result of loans wade under the 
strategic materials and dependent overseas territories programs 
should be apportioned at the discretion of the Director for 
Mutual Security. 


The action of the Council, ‘taken together with the fect that 
allotments of economic aid to the European countries must bear 
the loan burden of certain allotments which will be extended on 
a 100% grant basis, such as technical assistance, ocean freight, 
and immigratior, means that the European countries not excluded 
by the action will receive approximately 15 to 16% of their aid 
in the form of loans. 


The recommendation did not refer to Title II countries (the 
Near East and 4frica) because, with the exception of $1 million 
to be alloted to Jordan for wheat, all the aid covered by Title 
II will be administered by TCA under the Act for International 
Development. Aid administered under the Act for International 
Development is not subject to the 10% loan requirement. It was 
generally agreed that no loan should be allocated to Jordan. The 
recommended actions do not apply to any program which may, at a 
later date, be provided for Spain. 


Meanwhile, 
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Meanwhile, the President has signed an order eee, 
fiscal 1952 military funds to economic aid under Section 101 (b) 
of the Mutual Security Act. This transfers $478,160,000 which 
is in addition to the $958,600,000 which had been available for 
allotment as economic aid. The spony, smasneee $100 million 

for France and $300 million for the UK, with the remainder 
divided between Greece, Turkey, and Yugoslavia. 
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TRIPARTITE CONFERENCE | teceibiatinbiinine of the US, UK and 
ON “iD. Q YUCOSLAVIA France convened in Washington this 
week to discuss the nature and 
methcd of operation of tripartite aid to Yugoslavia. It 
is expected that the agenda will include: 1) arrangements 
for first half calendar 1952 aid; 2) a review of applica- 
bility after June 30, 1952 on the basic provisions of the 
Tripertite Agreement arrived at in London last year 
3) assessment of the current Yugoslav economic situation 
and future prospects; and 4) the aid level for the period 
July 1, 1952 to June 30, 1953 and ,aTrangements for financ- 
ing. The US will make a number. of recommendations which 
are calculated to eliminate some of the difficulties which 
have — in operating a tripartite ‘program during the 
past year 


Problems in Gur rent Program The underlying policies 
and objectives of the tripartite program as spelled out 


in the report of the first tripartite conference stressed 
that the existence of an independent Yugoslavia was of 
great political and military :importance to the Western 
World, a policy that tne three governments still uphold. 
However, the UK and France seem less dispesed than pre- 
viously to carry a. share of. the burden of the maintenance 
of a.strong military establishment in Yugoslavia. Although 
-the financing of common-use imports resulting from expanded 
military strength in Yugoslavia was included at the time of 
the first Tripartite Conference at the insistence of the 
UK, that country has recently sought to have them excluded 
f>om the economic program on the ‘eround that they are 
strictly military items. 


With regard to Yugoslavia 's external debt the UK ‘has 
recently argued that the balance-of-payments effects of 
fourth country debt payments should not be included in 
calcuisting the deficit to be covered by the three powers. 
The US delegation will therefore, insist that, in order 
to avoid a similar dif fficulty arising in another year, 
unavoidable debt service to fourth countries be included 
in the calculation of the. balance-of -payments deficit. 

In addition, France has thus far refused to take action 
with respect to its military credit, extended in April 


1951, 
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1951, which would relieve Yugoslavia of repayment during 
the period when aid is being extended’ and it is expected 
this will be dealt with during the. conference. 


Under the original agreement it was decided that the. 
three governments would provide grant aid to Yugoslavia 
in an amount up to $125 million. In order to share the 
burden of economic assistance, the proportions were al- 
lotted at 65% for the US, 23% for the UK and 12% for 
France. This part of the program has run into considerable 
difficulty since the current economic situation in the UK 
led it to adopt policies which appear to:be more restric- 
tive: in their effects on Yugoslavia than the policies to ~ 
which it subscribed in June 1951. We believe, therefore, 
that the current conference should recommend the minimum 
amount that each government will undertake to provide dur- 
ing the. next ‘fiscal year. ao 


In administration of the program and eneeetaten the 
sentes | of control Yugoslavia will accept, difficulty has 
arisen because the London Report has been interpreted to 
mean that decisions on the amount and nature of aid to be 
provided jointly require unanimous consent by the three govern- 
ments. Since the inability of one government to agree has 
“'pesulted in barring the other governments from allocating the 
funds they feel are appropriate, one of the primary US aims 
at the current. conference will be to develop a method provid- 
ing that each participating country shall have a greater degree 
' of freedom vis-a-vis each other participating country in pro- 
vision of assistance through increased emphasis on bilateral 
operations. within the ‘framework of agreed amounts. 


No specific recommendation was made at the first confer- 
ence on financing of the Yugoslav investment program, except 
that the three governments felt that such imports should be 
financed on long-term arrangements similar to those provided 
by the International Bank since the Tripartite Program did not 
provide for any financing. This problem should be discussed 
Guring the current conference in order that the three govern- 
ments might give the Yugoslavs.a definite statement of our 
policy on this matter. The US delegation will also attempt to 
obtain agreement that tripartite representatives in Belgrace 
maintain a continuous review of the developments in the Yugosla‘ 
economy; that they review the Yugoslav proposed lists of import: 
for financing; and engage in a mutual exchange of information. 


* * * 
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-. ASZESSMENT OF NORTH ‘ATLANTIC In a letter to the Civil Aero- 
_ ROCTE PATTERN BY DEPARTMENT nautics Board the Department gave 
ie . its tentative views on the study 

of US civil aviation operations via the North Atlantic which is 
pending befcre the Board and whica must be completed by July 
1952, when the certificates. now held by PANAM and TWA are due 
tc expire. We stressed that our views are tentative and subject 
to revision as. the proceeding unfolds, but-we are at this time 
.of the opinion that: 1) a return to the area service concept is 
advisable ‘rather than a continuance of point-to-point competi- 
tion; :2) the national interest requires continued certification 
of carriers tc serve points for which carriers are now certifi- 


"> eated and-to which service 4s providea; and 3) that limited 








certificates rather than those of permanent curation have defi- 
nite advantages. from the national interest standpoint. .We feel 
also that service should continue ‘to be certificated to voints 
., behind the Iron Curtain even though they.may not-be served at 
'. this. time since tney compose a part of a comprehensive route 

‘ .pattern:-for Europe. | 3 | 






Background. iIn July, 1952 the two international: carriers 
flying the North Atlantic routes: to points in Europe, North 
Africa, and the Nesr and Middle East wilt reqrire new certifi- 
cations to cont:nue their operations. on these routes. It was 
planned in 1945 waen service was established that a completes — 
review of the Ncrth Atlantic route pattern. would be made in 1952, 
baseé upon experience gained during the seven years’ *riel period. 
This: proceaure was deexsded tunon to allow flexibility in crystal- 
lizging pérsianent route patterns for a rapidly developing infant 
industry. It also took cognizance of the possibilities of politi- 
cal and economic change and the prospect that our objectives as 
to tratfic cevelopmerst cculd not be reached in the immediate 
posiewar peried. In 1945 three. US inSernetional carriers, Pan 
American, imerican Overseas Airways, anu Trans-W¥orid Airways, 
were sutnorized to operate over the North Atlantic. Then in 
July, 1950, PANa was’ granved the right to acquire the property, 
assets and business. of ACA and the authority to fly its routes. — 
At that. tim: ,President Troman expressed the desire that a route 
pattern be enta5i:shed whereby the US international carriers © 
(PANAM ‘and "Wii might have the benefit of competition to the 
principal traffic points in Europe and avoid a monopoly on the 
part of eiti:er of the US carriers.: He decided both carriers 
shouid be authorized to serve the four Eurcpean cities which 
he considered to be the most important--Lonidon, Paris, Rome and 
Frankfort. This. became known as the North Atlantic Route 


Transfer 


| DECLASSIFIED FOR PUBLICATION IN FOREIGN 
| RELATIONS OF THE UNITED STATES ; 














SECRET - SECURITY INFORMATION 
oe § « 


Transfer decision and constituted a change in practice from 

the area service concept whereby our international carriers were 
generaliy not permitted to serve identical transfer pvuints to 
the concept permitting them point-to-peint service. 


Ir; November, 1951 the CAB informed the Department that 
applications had been filed by PANAM and TWA requesting the 
extension, with certain modifications of their respective authori- 
zations to engage in foreign air transportation across the North 
Atlantic which expire July 4, 1952. In order that the Board 
might assess thoroughly the entire question of the North Atlentic 
route pattern, end in view of the increasingly important part 
international civil aviation is taking in regard to our foreign 
relations as a whole, the Department's comments were requested. 





Departmen: Views Our views are predicated on the assump- 
tion thet: 1) US international eir services should continue to 
be extensive and should touch most of the countries of the world 
into which we can gain access on an acceptable basis; and 2) the 
US should continue its present efforts to maintain a system of 
maximum competitive freedom in international civil aviation. 


It is becoming increasingly evident that the favorable 
position enjoyed by the US in the field of international civil 
aviation in the years immediately following World War II has 
consicerably aitered with the establishment of trunk and, more 
impcrtant, extensive regional services by foreign carriers. 

Not only is there evidence that we would have great difficulty 
in expanding our present operating rights abroad, but it is also 
increasingly apparent that the maintenance of what we now have 
will be more and more difficult in the period immediately ahead. 
Therefore, we feel that our present and future negotiating posi- 
tion in civil aviation matters should be thoroughly considered 
in the CAB's decision regarding the North Atlantic route pattern. 


As for specific issues, we recommend a return to the system 
of area services as the best means of serving US long-range 
aviation interests. We feel that most of the basic advantages 
of competition can be obtained through the competition between 
US carriers and foreign flag carriers. Therefore, it was argued 
that the public interest would be served most effectively through 
a system which recognizes the direct competition that exists be- 
tween US and foreign air carriers but which, at the same time, 
provides a means for judging the standard of performance of the 
US carrier through the existence of another such carrier 


performing 
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performing ‘comparable neoedend under similar ‘conditions tn be. 
another ‘area. In. addition, the US stands tc .gain numerous 
eccnomic advantages from the existence of viable civil-air. 
tr ‘anspert ‘eriterprises in :friendly..countries. .A return to ‘the - 
areé concept should contemplate .a fair and equitable allo¢ation 
of the routes in Europe ana the Near .and Middie East for the. - 
US carriers serving those areas in sucha manner as to establish © 
relatively equivalent: opportunities for them. It is felt that 
since we have’ ¢onsistently opposed the "chosen: instrument" idea 
and favored the: pattern of several US. carriers competing in. ° 
iatennes Sots eir transportation, it is desirable to conduct. 

uch competition within reasonable bounds for much of ‘the force |. 
re foreign ity sath would: be diluted ” such pelt ~ ~tapones re- 


strains. 


In ‘generat; ‘the. ve Departeent bel ‘eves the netdonal interest 
réguires continued: certification of carriers to-serve points © 

for wnich carriérs are now certified: and to whith. service is : 
provided, Not as “yet having had an opportunity. to measure sug-"- 
gested solutions'to: this problem by the criterion of ‘the economic 
costs of operations,. the: Department.has. sought a solution by: dis- 
tinguishing between: 1) points to which the national interest: 
indisputably’ required certification of US carriers and service 

by them; and'2)’ points where such requirement cannot ‘be: clearly 
shown ‘bat’ to whi ch certification of a US carrier. is’ desirable. 


In ‘oonsidering the route pattern: ‘and carrier participation 
for service through the Middle East. account showld be taken of 
the Services mow being operated by US carriers in that region, 
the local arrangements and obligations assumed by those carriers, 
and “the ~political relations between the ‘US and ‘the countries in 
the region. - Requesting that the Department: ‘have -an: eopertentty 
for ‘consideration ‘of :any-pronosal for elimination of service ‘to 
any S.. currently: served. in that area, or a reallocation of - 
existing route’ patterns which might affect services presently 
operated: in that area, we. recommended that two eeyrese: services 
be’ cont inued: at. least. an far. east. as India. : : re 


We have recomended that the certificates. ‘to te: issued in 
July should be of limited duration rather than permanent, because 
we believe that international air transport is still in the pro- 
cess of development and freezing the present route pattern is 
undesirable, -- Furthermore , rapidly changing political conditions 
in the entire world require some flexibility, and the ability of 
the US Government to: review: the situation. periodically serves 
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as a reminder to the carriers that their conduct of business 

in the national interest would be one of the factors considered 
in renewing their certificates from time to time. This recon- 
mendation was made on the assumption that it will be possible 
to treat both carriers operating over the North Atlantic in the 
Same manner. Therefore, since it is understood that PANAM 
enjoys permanent certification over a portion of its routes, 

the recommendation that certificates of limited duration be 
issued would be modified should the Board not find it possible 
to change these certificates by limiting them to specific terms. 
In this case, it would be recommended that TWA be te: permanent 
certifications of comparable importance and that all other cer- 
tifications be of a limited nature. 


With respect to the Board's inquiry as to the advisability 
of certificating presently authorized points which are not now 
served, we believe it desirable to include points necessary for 
a comprehensive pattern for service to all the areas reached by 
way of the North Atlantic even though service to those points 
may not be possible at the present time. On this assumption, 
the Department believes that it would be appropriate from the 
standpoint of foreign relations to include points in the Soviet 
orbit necessary to form a comprehensive air transport service 
pattern. However, it is emphasized that in view of the fluidity 
of US-Soviet relations, requiring coniinuous reappraisal of all 
aspects of these relations, the Department may wish to make 
additional comments on this particular issue in the light of 
developments during the- progress in the case. . 


The problems of vroviding air service into and through 
Germany are unique and will remain so as long as Germany is 
divided and Berlin must be treated as a special circumstance. 
These problems emphasize the desirability of temporary rather 
than permanent certification. For the present it is believed 
sufficient to either: 1) certificate both US carriers on a tem- 
porary basis to serve Berlin; 2) enable both to provide service 
under temporary, extendable exemption orders; or 3) insure ade- 
quate service through a combination of these methods. We feel 
that both carriers should aiso, for the foreseeable future, be 
authorized to continue their Frankfort: services. At the present 
time it appears necessary that service to Munich, Cologne- 
Dusseldorf, Hamburg and Bremen be authorized with one-carrier 
service to each of these voints being adequate. No service need 
be provided to Stuttgart at this time. The majority of points 
presently authorized tor service and served required no addi- 
tional comment. 


ECONOMIC 
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- ECO ; TS OF THE The most important economic resolv- 
. ON tions adopted at the sixth session cf 
: | . .: :' the UN General Assembiy, which recent- 

ly concluded in Paris, dealt with establishment of an Inter- 
national Development Fund, land reform, technical assistance, 
and food and famine. Also important was a Cuban resolntion on 
commodity agreements which, while withdrawn, will be resubmitted 
by Cuba at the Economic and Social Council session next May. 
Of the approved resolutions, the one on the Internaticnal 
Development Fund is the most significant since it represents 
for the first time in the economic field a clear division be- 
tween the "haves" and the "have nots." It indicates the 
determination among a large number of the underdeveloped coun- 
trics to use the UN as a means of making economic demands of a 
very concrete nature against. the "have" countries. It is also 
the most important case so far where there has been a complete 
break-away from US leadership in the economic field. 





: On the positive side, the US-sponsored resolutions on 

land reform and food and famine were overwhelmingly approved 
and the initial attempt of India to have the exporting countries 
expressly calied: on to establish food reserves for famine relief 
was abandoned in favor of a resvlution urging all governments 

to cooperate in that problen. 


t t Vv ent Over the objections cf the 
US, the UK, France, Canada and a number of other countries, the 
General Assembly adopted gq resolution requesting the Economic 
and Social Council to prepare end submit to the next General. 
Assembly session a detailed plan for establishing as soon as 
circumstances permit a — fund for grants-in-aid and for 
low-interest, long-term loans to underdeveloped countries to help 
the latter accelerate their economic development and to finance 
non-self-liquidating projects basic to economic development. 


This action culminated discussions which have taken place 
in UN economic forums over the past four years. At the last 
session of the Economic and Social. Council we had been success- 

‘ful in getting the Council to refuse to make any commitment on 
the proposal for a Fund, although it did agree to further study 
of the subject. Prior to the General Assembly meeting we sent 
a circular airgram to our missions in the underdeveloped coun- 

ries explaining US opposition to the Fund. However, this had 
comparatively littie effect. At the General Assembly, Chile, 


Cuba, 
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Cuba, Yugoslavia and Burma, heavily supported by India, Pakistan, 
Egypt and others, called for creation of s Fund. A resolution 
calling for its establishment was overwhelniingly adopted in the 
Economic and Financial Committee and, in spite of US efforts to 
defeat it in plenary, it was approves 30 to 16, with 11 absten- 
tions. 


Our negative vote wes explained ‘by shapbenbiinn Mansfield 
of the US delegation who pointed ont that, under exist’ng world 
conditions, the US cannot commit itself to contribute to such a 
Fund and that the other developed countries had stated they. 
would not do so. He said the US believed that adoption of the 
amendment would lead peoples of undérdeveloped areas to expect 
grants to be available shortly, and that they would lose coxfi- 
dence in the UN when no aid was forthcoming. He cited the clear 
record of the American people in this field and stated that a 
great deal was being accomplished at present through existing 
instrumentalities. He also pointed out that many of the under- 
developed countries are now well supplied with foreign exchange 
as a result of the increased raw matérials prices and that 
finance is not the problem for many of these countries. 


The resolution calling for the Fund does state that partici- 
pation by governments in the study does not commit those countries 
to join in the implementation of plans, financially or otherwise. 
It specifies that the creation of a new international organiza- 
tion should be considered: only if a careful- examination of, the 
functions of existing organisations Proves | ‘they sennos carry 
out the required functions. ri : 


The US is now faced: ‘with. the  seetien of how to. itiandle this 
matter in the Ccouncil--should we refuse to collaborate in the 
study, thus demonstrating that we will:not contribute to the 
Fund; or should we colleborate actively. and ‘seék: to-have the 
Fund set up on the most’ sensible basis possibie, at. the same 
time repeatedly asserting our inability to contribute. 


a7 
a . ‘o3.,8 






r_ Economic Devel The ‘Assembly approved 
three Os Er on technical assistance. One instructs the . 
Secretary General to include funds for technicai assistance in 
public administration {n the regular budget of the UN on a con- 
tinuing basis. Another edvocates the productivity-team technique 
and recommends in-service training for workers , foremen and tech- 
nicians in underdeveloped couritries. The principal resolution 
in this field, introduced ‘by the US:, approves what the Council 
has done and especially its decision to give more goencrous 


treatment 
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treatment on equipment and supplies in connection with technical 
assistance programs; provides for the pledging of contributions 
to the Expanded Program for Technical Assistance for 152; calls 
for cooperation by private and non-profit organizations, such 

as the Ford Foundation; looks forward to increased collaboration 
between technical essistance and financing agencies; and reconm- 
mends the strengthening of internal machinery within the govern- 
ments of underdeveloped countries for planning programs. The 
conference on contributions for the Expanded Program, attended 
by 61 countries, produced firm pledges from 51 countrics for a 
total of $18,802,000. The US pledged $11,400,000 with the tirdor- 
standing this would be increased to $12 060,000 if other contr:-= 
butions are raised so that the final total of pledges made prior 
to April 15, 1952 reaches $20,000,000. It is expected that when 
the other 10 countries pledge the total will reach $20,000,000. 


A resolution on “integrated economic development" asks the 
Council to promote studies for rapid industrialization, includ- 
ing the economic, social, fiscal, technical and organizational 
problems involved and including the role which the advanced as 
well as the underdeveloped countries should play in the program. 
This resolution may afford a basis upon which the US can stress 
the responsibility of underdeveloped countries themselves in 
action to foster their own development and carry out needed re- 
forms. Another resolution calls on the International Bank to 
expand its lending operations, cooperating with national agricul- 
ture and industrial credit institutions of underdeveloped coun- 
tries. ECOSOC is called on to study ways in which productivity 
of people everywhere can be increased by the application of exist- 
ing scientific and technical knowledge. Still another resolution 
urged facilitating through commercial agreements the movement of 
machinery, equipment and industrial raw materials needed: by the 
underdeveloped countries and called for countries to report to 
the 14th Council session action taken in this field. This reso- 
lution will give the US a chance to report on the many steps 
which it has already taken and an opportunity to comment on the 
failur< of other countries to take corresponding action, particu- 
larly with regard to the control of prices of exports. This 
resolution was developed out of an original Polish draft, the 
purpose of which was to attack the US for the “arms race" and 
for its alleged discriminatory policy. 


“fie resolution on food and famine, which 
was una usly approved, endorses and supplements the £cos0C 


resolution and that of the FAO Council meeting in Rome. (Cee 
page 5, October 1, 1951 issue and page 4, January 2, 1952 issue. ) 
Introduced by the US, it womgoone the Secretary Gencral, in 

0, to recommend procedures to bring 


‘adout 
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about effective action by governments in the event of emergency 
famines caused by natural disasters. It expresses appreciaticn 
for the work of the voluntary agencies and calls upon governments 
to facilitate their work. One aspect of the resolution which may 
require careful study on the part of the US is its reference to 
the FAO resolution calling for an urgent study of the establish- 
ment of food reserves. This point was ot pe by the Indian dele- 
gation on strong instructions from New Delhi and was only kept to 
its present limited form as a result of combined action by the 
exporting countries. = ie | 


Other Economic Resolutions The General Assembly asked the 
Economic and Social Council to continue to pay special attention 
to changes occurring in the standards-of-living of the working 
populations. It also recommended that all member states, in order 
to combat inflation and maintain and raise the general standard- 
of-living of their populations, give special attention to incrceas- 
ing production of food and consumer goods, to reducing the burden 
of taxation of the lower-income population groups, to adopting 
social legislation and other measures for improving conditions of 
health, housing and education and for strengthening trade union 
rights, and to promoting economic and commercial relations between 
all countries. There were also resolutions taking note with satis- 
faction of the work of the FAO and ECOSOC on newsprint, and dealing 
with certain technical aspects of the handling of former Italian 
Government property in Eritrea. , . 


A resolution on war damages in Libya was adopted, which in- 
vites the Secretary General and the Technical Assistance Board 
members to give sympathetic consideration to requests for technical 
assistance on the repair or reconstruction of damaged properties. 
This resolution was designed to head off demands by the representa- 
tives of Libya that the UN find a way to pay war cemages to that 
country. Another resolution on Libya requests the Council to study 
ways and means by which the UN, with the cooperation of all govern- 
ments and the specialized agencies, can furnish additional assist- 
ance to Libya with a view to financ its development, giving con- 
sideration to the possibility of ope a “special account" for 
voluntary contributions. The resolution also requests the Secre- 
tary General to report on Labye in connection with his annual report 
on economic déeveiscpments in Africa. This resolution, against which 
the US voted, is the result of the efforts of the Egyptians, sup- 
ported by Chile to force economic assistance to Libya through UN 
channels. It will be necessary to prepare ae carefully considered 
position on this issue for the US delegation to the Council. 


The work of the regional economic commissions--ECF., ECAFE and 
ECLA--was noted and the General Assembly asked that they be con- 
tinued. In considering the reorganization of the Economic and So- 
cial Council itself, the General Assembly upheld the Council's de- 


cision that the Economic, Employment and Development Commission ; 
should be abolished. 
— * * - 
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ECOSOC RESTRICTIVE BUSINESS The ad hoc Committee on Restrictive 
PRACTICES COMMITTEE MEETS Business Practices, established 

by a resolution of the UN Economic 
and Social Council at its last session, (page 2, October 1, 1951 
issue) met in New York from January 29 to February 6. At 

this the first meeting of the committee, there was general 
agreement upon accepting as the basis of an international agree- 
ment Chapter V of the ITO Charter which provided that signa- 
tories would take measures to eliminate harmful restrictive 
business practices. However, several of the delegates lacked 
specific instructions from their governments. An article-by- 

. article examination of the chapter has shown the areas of 
agreement and disagreement and suggested changes have been set 
forth. to be considered at future committee meetings, the next 
of which is scheduled for April 28. One of the importint 
gquestiscns which will be discussed at the next meeting is the 
internal organization and procedures of the internation:1 
agency which will implement the agreement. The committee also 
took initial steps toward the preparation of the factual part 
of its final report. 





Committee's Functions The US-sponsored ECOSOC resolution, 
designed to initiate UN action in the field of international 
cartel practices which restrict trade, retard economic develop- 
ment and hold down standards-of-living, named this committee 
of ten countries to blueprint machinery for carrying out 
through international agreement the objectives of the program 
and for maintaining continuing consideration of restrictive 
business practices. The committee was directed also to 
assemble information on restrictive business practices, whcther 
based on cartel agreements or not, that affect international 
trade and international cooperation generally, and on measures 
being taken by individual governments in this field. The 
committee, composed of Belgium, Canada, France, India, Mexico, 
Pakistan, Sweden, the UK, the US and Uruguay, is to report 
not later than March 31, 1953. 


International Agreement Our delegate to the meeting 
reports that Toute policy issues to come before the 
committee in connection with the proposed international agree- 
ment will probably be fewer than had been anticipated. One 
of the principal ones will be discussio1n of the applicability 
of the agreement to public commercial enterprises which is 
being posed by Mexico. Another, raised by the British, is 
the relationship of restrictive business practices to fovern- 
mental measures which support or facilitate restrictive 


business 
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business practices or have effects analogous a seh esbbteee: * 
Although the British presentation of ‘this point was very . > bee 
general it appears to be part of their policy of tying. ‘the. - 
problem in with the general trade policy field. Along. = 
lines also the British are making a strong effort to. persuade 
the committee to discuss whether responsibility for the | 
agreement should be piaced in GATT. or elsewhere, It is. ex- 
pected that several members of the committee will resist this. 
discussion on jurisdictional grounds, in the light of. the. | 
ECOSOC resolution which leaves this aspect of the. work | to the 
Secretary-General. As yet there has been no indication that — 

a program for the registration of cartels will be provooed. us 


Preparation of Report In connection with the’ assombly. 
of information on f Report business practie¢es and.measurcs 3 
being taken in the various countries, the coumitteé has... :. 
decided to call for documentation on certain- ‘Bub Jects . and to. 
invite the submission of additional comments if the govern~ 
ments wish. It was decided that the letter requesting in- - 
formation should go to all governments that are‘ members’ of 
the UN or any of its specialized agencies and that,,. n:.. + 
addition, the chairman may, send the, letter ‘to any other. govorn- 
ment if it seems desirable, A selected list of: specialized. 7 
agencies and ‘ntergovernmental erganizations will be: asiced to ; 
make available eny information which they consider relevant. 
No specific request is being sent non-governmental organizae. 
tions but a seiected list of those which “appear to -have- +B, ) 
substantial interest in the subject. will bé informed that the: 
committee will welcome any information. . The factual part .of . 
the final report is to be prepared ‘by, the Un. staff, Subject |: 
to approval of we ‘committee. + af * ot Sa BOR 





~ ,*> 
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EXPORTS TO HUNG KONG ripe aig on dehenat> ? approved a re- 

vised export licensing policy 
for Hong Khong and Macao which represenss a positive and more 
specific anporvoach than that previously in force. Because the 
noliey which has deen in effect approximately a year was so 
bread in apnlication and so rigid in its language, resulting 
licensing instructions and practices tended to restrict our 
trave with Hong Kong beyond the limitations required by the 
security situation. As a result, etrong protests were lodged 
by British ana Hong Kong authcrities, as well as by American 
businessmen and manufacturers whose position in the Hong Kong 
market vas bcing usurveda by comvetitive suppliers elsewhere. 
The Senate Sub-committee on Export Controls and Policies, 
which is greatly concerned with achieving the maximum security 
objectives, indisated in its recent report that the US Govern- 
ment had been overly restrictive in some aspccts of its apnli- 
catious of controjs over exports to Hong Kong. Implementation 
or the revisea policy will take place shortly wnen the Secretary 
cr Coumrce's Advisory Committee on Export Policy has rephrased 
the NSC determination in the form of a directive to the Office 
of Internaticnal trade. 

















Provisions tor Hong Kong International List I items, 
which are prohivitea trom shipment to the Soviet bloc and 
Communist aress in the Far hast, may be licensed to meet 
essential minimum short-term locai requirements and for trans- 
shipment or resale to friendiy areas, proviced there is no 
excessive stockuiling, imocrtant industrial expansion, or 
other questionable security risks. Uther items, the export 
of which the US controls for security reasons, may be licensed 
for similar requirements where Hong iong has an embargo of 
identical items to Communist China and North Korea or where 
it would be of net security adventage to the US to license 
the same. These straiegicaliy-rated items will be denied 
where identical items, regardless of source, are used in 
Hong kong to produce any item being exported to Communist | 
China, North Korea, iiacao or the Soviet Far East in signifi- 
cant guantities, They will aiso be denied where: there is a 
probability that shinments of like items from other sources 
are Deing diverted in significant amounts. 





Short-supply 
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Short-supply items will be licensed for Hong Kong's 
minimum essential short-term locai needs and for transship- 
ment to meet similiar needs in friendly areas. Where these 
or identical items are used to produce any item being ex- 
ported to Communist areas in the Far East in significant 
quantities licenses will be aenied. ; 


The US will regard shipments of strategically-rated 
or short-supply items by Hong Kong to Maceo as shipments to 
Communist China within the context of the policy statement 
unless they are determined by the US as necessary to meet 
ae ore essential short-term requirements for consumption 
in Macao. 


Residual items, those not in short supply or strategi- 
cally rated, will normally be licensed to Hong Kong except 
where there is a probability of unauthorised diversion to 
Communist areas in the Far East or wnere these or identical 
items are being used to procuce significant quantities of 
items for export to these areas. 


Hroyision3 for Macao Rated and short-supply items will 
be denied either for airect shipment to Macao or via Hong Kong 
or other transshipment points except where determined necessary 
for Macao's minimum essential short-term local requirements, 
where supported by a formal reyguest of the Portuguese Govern- 
ment and documented as to requirements, and where investiga- 
tion indicates export is not likely to be made available to 
the Soviet bloc. Shipments of residual items will be denied 
where there is a probability of diversion or where these or 
identical items are used to produce any item being exported 
to Communist China, North Korea or the Soviet Far East, 


Changes in Policy The principal changes introduced by 
the revised policy are: 1) distinctions in treatment as between 
items on various strategic lists, short-supply items and resid- 
ual items; 2) distinction in treatment between exports destined 
for Hong Kong and those destined for Macao; 3) distinction in 
treatment between items under restrictive export control at 
Hong Kong and those which are not; and 4) greater elasticity 
in licensing operations by the introauction of concepts of net 
security advantage and significant quantities. It provides 
generally for a more positive approach to the basic needs of 
the Hong Kong economy. 


Hong Kong 
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Eong Kone Ccentrols Since the new policy is geared to 


he expert controls being applied by Hong Kong authorities , 
Hong Lc lic ens ing policy Las been reviewed. GGLFLFA , 






g Bi SELLA A 11 seeke sahartan “Hong tenn Saher 
Lesential Smet ies Certific sates are distributed under a con- 
troliegd sales procedure aimed at preventing illegal re-exports 
te the Soviet bloc. Any item imported under an Essential 
Supplies Certificete for Hong Kong consumption may not be re- 
Szporsed WAShout permission from the Hong Kong authorities and 
from the country of origin. Goods which are not covered by 
these Certificates. and which are not includea in the June 1951 
export contrel list, may be re-exported freely under export 
licenses Goods which are manifested to another. destination 
and are transit ing Heng Kong, but which are not off-loaded, may 
proceed without local licensing; but where such gocds are off- 
leadea for transshipment, i in-transit export permits are issued 
wnen covered by through poiliis of sad ing to final destinations, 
including Communist China. 


ve consider Hong Kong transit controls need further atten- 
tion and have sought complete information regarding the extent 
ef transshipment trade with Communist China. Hong Kong authori- 
ties have stated that they are opposed to any interference with 
in-trensit cargo which is not off- ~loaded, and state further 
that they are unable, under present regulations, to interfere 
with cff-loaded cargoes which are being transshipped when the 
through bill of lading procedure hes been complied with. The 
UK Foreign Office has opposed our suggestion that Hong Kong 
adops transshipment licensing controls for the entire-Hong Kong 
embargo list similar to the British system of granting trans- 
Shipment licenses for certain goods where they are satisfied 
the goods would not be diverted to the Scviet bloc contrary to 
the wishes of the exporting country. The whole general problem 
is under ciscussion with Hong Kong and British authorities who 
recently indicated willingness to cooperate in determining the 
extent of transshipment trade with Communist China. 


PROPOSAL 
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PROPOSAT, FOR RELIEVING Recommendations have been submitted 
EUROVEAN OVERPOPULATION to the Fresident covering pocsible 

US action to help soive the problem of 
refugees and ove1rpopuiation in Western Europe. These recommende- 
tions are bused on a report prepared at the reguest of the White 
House by a2 group including officials of the Departments of State, 
Justice and Labor, the Office of the Director for Mutual 
security and the Displaced Persons Commission, It is believed 
that an attempt should be wade to obtain legisiation providing 
for the special admission into the US of 300,000 immigrants 

from Europe over a three-year period. This special program 

vould provide each year for 7,000 visas for religious and politi- 
cal refugees from Communism; 39,000 visas for Eastern German 
expeliees who are now residing in Western Germany; 39,000 Italians 
from Italy and Trieste; 7,500 persons from Greece; and 7,500 
persons from the Netherlands, in addition, it is proposed that 

é total number of visas, not to exceed 7,500, be made available 
to qualified persons who were being processed under a section of 
the Disniaced Persons Act which expired on December 31, 1951 and 
who, throvgh no fauit of their own, were unable to receive visas. 





The above reconmendations to the President are predicated 
on the understanding that it is basic US policy to work in co- 
cperation with other ccuntries toward a solution of major inter- 
national probiems anc that the overpopulation of certain 
countries in Western Europe and che continuing influx of refugees 
from behind the Trou Curtain constitute such a probiem. The 
present acute farm of European overpopuliution is the result of 
special circumstinces and it is believed that an emergency inter- 
nationai effort in which the US snared in absorbing the excess 
population wouid serve to reestablish @ manageable situation in 
which the natural increase in population couid be absorbed 
through domestic integration or normal immigration. Furthermore, 
there is a positive need in the US for selected categories of 
additional manpower, pak 


| Problem in Verious Countries Germany is one of the countries 
suffering most from svrpius population. Between 10 to 12 million 
refugees and expeliees, mostiy ethnic Gerinans, have been forced 
to flee into Western Germany from areas now dominated by the USSR 
and its satellites. ‘rhe infiow continues at the rate of 20,000 
per month. In addition, Germany is giving sanctuary to hundreds 
of non-German refugees coming each month from Zehind the Iron 
Curtain, Refugees and expeliees now constitute about 20% of the 
Western German population and are putting a heavy strain on 
Gerinan resources, thereby constituting a threat to political and 
economic stability. The potential number of emigrants is 
1,200,000. Under the Displaced Persons Act of 1948 we provided 
for the admission of 54,744 ethnic Germans, and Canada and 
Australia have special immigration programs which account for 
another 30,000 German immigrants a year. However, action taken 
thus far is still insufficient, 
' The 


DECLASSIFIED FOR PUBLICATION IN FOREIGN 
RELATIONS OF THE UNITED STATES 








, 








a i (a EEE 


SECRET - SECURITY INFORMATION 


o $< 


The case of Italy is somewhat different insofar as migration 
has traditionally played a significant role in relieving Italian 
overpopulation. The pressure within Italy has been increased 
due to the lack of emigraticn during the war years and the re- 
patrication of Italians from former colonies. The situation was 
further aggravatec by the loss of Venezia Giulia which resulted 
in the flight of some 140,000 Italians into Italy. ‘Any contribu- 
tion to the relief of Italy's overpopulation will be a substantial 
step toward Itulian political health and Western European 
security against Communist aggression. The Italian quota to the 
US is limited to 5,677 annually and except for the program of 
permitting 2,000 refugees from Venezia Guilia and 7,500 non- 
Itaiian refugees to enter under the Displaced Persons Act, the 
US has as yet taken no steps to provide direct relief for the 
problem of Italian overpopuiation. The present rate of Italian 
emigration to all countries is approximately 180,000 per year, 
with opportunities for an additional emigration of 170,000 needed, 
Trieste presents a special problem because of the responsibility 
of US and UK occupation responsibilities. In addition to the 
Italian refugees from Venezia Guilia, there are about 5,000 non- 
Italian displaced persons from Eastern Europe with more coming 
in daily. It is estimated that emigration opportunities are 
needed for about 2,000 per year, 


The problem in the Netherlands has been aggravated by the 
ioss of the Dutch East Indics since opportunities for productive 
employment are limited especially in the agricultural areas. The 
Dutch Government desires emigration at the rate of 60-65,000 
persons a year and has embariced on a vigorous program of en- 
couraging emigration, uncer which 40,000 a year are now emigrating 
abroad, particularly to Canada, hustralia, and Latin America. In 
addition to existing programs, requirements for emigration are 
25,000 a yaar. 


With postwar emigration from Greece to other countries 
negligible aad with the dislocation resulting from the war, 
opportunities are now required for a backlog of 45,000 refugees 
both Greek and non-Greek, plus a continuing yearly emigration 
of 30,000 a year, 


US Absorption Capacity The Department of Labor has advised 
that I00,000 additional migrants a year for the next three years 
could be absorbed without foreseeable difficulty and that a real 
contribution would thereby be made to US production. By careful 
selection, based on professional employment service interviews 
an occupation classification, it is believed that absorption of 
this additional number, over our regular quotas, would be bene- 
ficial to the US production scene. 


We can expect that the immigrants admitted under any special 
program will, in most cases, find it possible to bear the ex- 
pense of their transportation and their initial resettlement. 
Provision would have to be made for necessary security safeguarcs, 
selection without discrimination of any kind and administrative 
machinery to effect the widest possible geographical resettle- 
ment within the US. 6 . P 

DUTY 
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DUTY ON FR&SH al FROCEN The Senate Committee on Finance has 
TUNa UNDE COMCIDERATION concluded hearings on the bill te 
impose a duty of three cents a pound 
on fresh and frosen tuna which was passed by the idouse in 
October 1951, The Committee is expected to report on the bill 
within a short tims. In the hearings the Department, although 
agreeins to the need for some ection, requested modification 
of the legislation to miuimize injury to the fishing industries 
of Japan and countries on the west coast of South America and 
resulting damage to cur relations with those countries, 


Formula Proposed by Tenpartment At the hearings in the 
House in October, the Department indicated that it would not 
‘oppose passage cof the bill since there was a prima facie case of 
serious injury to the domestic industry and ‘since the legislation 
proposed was temporary, pending detailed stucy of the situa- 
ticn by the Tariff Commission and the Interior Vcepartment, 





buriag the three months which elarsed between consideration 
of the bill in the House and in the Senate the Department gave 
careful consideration to the case, both as to the extent of 
injury tc the US industry and the foreign policy implications of 
the tariff, and revised its position, It proposed to the Senate 
Finance Committes that, as a measure of temporary relief, pend= 
ing completion cf the studies mentioned above, 25 million pounds 
of fresn and frozen tuna be permitted free entry and that only 
imports in excess of that firure be subject to the proposed 
‘three=-cent duty. ‘he proposed 25 million pounds is equivalent 
to li million pounds in canned form, and is much less than the 
quantity which has been canned from imported tuna during the 
past two yéars--2G miilion pounds in 1950 and 28 million pounds 
in 1952. It represents about 6% of the estimated consumption of 
tuna in the US in 1952 which is approxiiiately the same percentage 
share which was supplied from imports in fresh and frozen form 
during the prewar years 1931-39 and the years 1946-51. A quota 
of tunis size would give to foreign suppliers their historical 
share of this market, but would protect the domestic industry 
in any exvansion beyond that point, at least for the immediate 
future. The Interior Department favors the straight three-cent 
7 7 as did the Tariff Commission's expert who testified at the 

earings, — . 


Backeround 
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Background The domestic industry, which had a rapid growth 
in the postwar years, experienced a set-back in 1951, which it 
attributes to increased imports of canned tuna in oil in 1950, 
and of fresh and frozen tuna and tuna canned in brine in 1951. 
During 1951 inventories of canned tuna accumulated, prices fell, 
and during the autumn months of 1951 a majority of the West 
Coast tuna clipper fleet, which accounts for 75% of the US catch, 
was tied up at the docks, with resulting unemployment of fisher- 
mer. and cannery workers, losses to boat owners, and pressure on | 
Congress to come to the industry's aid: 


Althcugh imports were undoubtedly a contributing Saatee, 
they were not the sole cause of the industry's distress in 195l. 
Tuna fishing has been unusually profitable since the war, and 
the domestic industry has built up its fishing fleet rapidly 
until there are now a larger number of vessels and a greater 
potential tonnage in the US fleet than ever before. The con- 
sumer buving scare at the end of 1950 probably also stimulated 
the building up of inventories at the various stages of dis- 
tribution, followed by a slackened demand in 1951. 


The import picture has been distorted for the past two 
years by a change in the rate of duty on canned tuna in oil. 
This rate had been reduced from 45% to 22-1/2% under the Mexican 
trade agreement. When notice was given in June 1950 of abro- 
gation of the agreement, importers, realizing that the rate 
would revert to 45% on January 1, i951, hastened to ship in as 
much tuna as possible before then. The immediate effect was to 
overioad inventories and depress retail prices of canned tuna. 
Meantime, in Japan and to some extent in Peru there has been 
a shift to canning tuna in brine instead of in oil, in order to 
enjoy a 12=-1/2% rate of duty in the US, The cuantities shipped 
as frozen tuna which is duty free have also increased. The US 
Tariff Commission recently conducted but has not yet reported on 
"escape clause" hearings on tuna in brine to determine whether 
imports are causing or threatening serious injury to the domestic 
industry. The 12-1/2% rate on tuna in brine was negotiated in 
our agreement with Iceland as part of a "basket" concession on 
a variety of species of fish canned without oil. 


Effect on Other Countries The US is the only large export 
market for tuna fish, and both the Peruvian and the Japanese 
industries have been b:ilt up to supply this market. Japan is 
the principal foreign supplier, and although Japanese exports of 


tuna 
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tuna fish to the US in all forms amount to only about one-tenth 
of our domestic production, tuna raniis second on the list of 
Japanese exports to the US. Japan's reliance on tuna exports to 
obtain the raw materials and foodstuffs it needs has been in- 
creased by the present virtual embargo on its trade with the 
China Coast and the decline in the US demand for silk. To the 
extent that we limit Japan's access to this market, we under- 
mine our own efforts to piace the Japanese economy on a seif- 
sustaining basis and multiply our problems in the Far East. 


The problem which the bill raises for Latin America is 
perhaps less acute economically than for Japan, but it has many 
political implications, Peru is the only country in South 
America with an established tuna fishery dependent on this mar- 
ket and which could claim serious injury as a result of re= 
strictive legislation at the present time. The Peruvian in- 
dustry was developed with the encouragement and assistance of 
the US Government as a means of alleviating the shortage of 
protein foods after the last war. Fish products have become 
Peru's fifth ranking exporting industry. 4 three-cent per pound. 
duty on frozen tuna would be eguivalent tc an ad valorem rate 
of about 34% on the Peruvian product and the Peruvian Government 
has expressed fear that it would destroy the industry. 


A number of other Latin American countries have tuna fish- 
ing grounds adjacent to their coasts which they regard as an 
important source for future development, and five of them=-Chile, 
Costa Rica, Ecuador, Panama, and exico--have expressed their 
concern to the Department regarding the sroposed legislation. 
These countries have custoiiarily permitted American boats to 
operate in their waters and in recent years about 90.) of all 
tuna caugat by the American tuna clippers has been taken in 
waters off the coast of Central and South America. US fishermen 
obtain all their live bait inshore, usually within the territoria 
waters of these countries. Faced with the prospect of US 
tariff restrictions which will hamper development of their own 
fisheries, these governments are being asked by their fishermen 
to reconsider their policy and determine whether it is in their 
interest to make resources availabic to the American fleet. 

If they decide on non-cooperation, the Americantuna fleet may 
have difficulty in obtaining bait and may be harassed with 
Claims of. violetion of territorial waters. 


* * * 
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PPROVAL Ratification of the North American 
3 NEW TARBA DESIRED Regional Broadcasting Agreement (NARBA), 
signed in Washington in 1950, is on the 
Department's first priority list for the present session of 
Congress. The Agreement was referred for study to a Senete 
Foreign Relations sub-committee during the closing days of the 
last session of Congress and we are hopeful that hearings will 
be held soon and thet it will be ratified by the Senate during 
this session. Both the Department and the Federal Communica- 
tions Commission believe that the advantages which accrue to 
the US through the stability and protection which the Agreement 
affords over-all US broadcasting operations, together with the 
freedom for future action which it provides fcr the US, far out- 
weigh any possible disadvantages. Aithough clear channel opera- 
tors are actively and strongly opposed to this Agreement, at 
least 95% of the radio industry is in favor of it since they 
rooegenses that on balance it represents the best solution 
obtainable. | 


The US has over 2,300 broadcasting stations , which is 
roughly four times as many as all the other countries in the 
North American region put together. This, coupled with our cen- 
tral location in the region, make ea broadcasting treaty with 
neighboring countries highiy desirable in obviating anvers erence 
to our broadcasting operations. 


In view of the rapid growth of broadcasting 
operations ana because of the limitless nature of the radio wave, 
some sort of agreement between neighboring countries is necessary, 
primarily to obviate the interference factor. The first NARBA, 
signed in Habana in 1937, went into effect in 1941. It was in 
force for a period of Five years and set up the basic pattern 
which has continued ever since for engineering standards, pro- 
cedures, classes of stations, priorities, and related matters. 
The second Agreement, known as the Interim Agreement or Modus 
Vivendi, extended the basic provisions of.the original NARBA 
until March 29, 1949. Since that time there has been no North 
American regional broadcasting agreement in effect--an opportunity 
seized by the Cubans to put 19 new stations on the air without 
regard to previous agreements. The other countries maintained 
the spirit of the old agreement. - 


NARBA, 1950 After two multilateral attempts, the new NARBA 
was signed in Washington in November, 1950 as an acceptable 
agreement regulating standard band broadcasting in the North 
American regior. (See page 4, November 6, 1950 issue.) Earlier 
attempts to conclude 4 new agreement were unsuccessful chiefly 
because of US-Cuban differences on station assignments and 
Mexican inability to participate in conference deliberations. 
The differences with Cuba were reconciled, and, although Mexico 


sent 
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sent representatives to the Washington meeting, it expressed dis- 
satisfaction with ailocations urder the original Agreement and 
withdrew when the US could not completely meet its demands for 
use of additional clear channels. Canada, Cuba, the Dominican 
Republic, Great Britain in behalf of the Bahama Islands and 
Jamaica, and the US were signatories to the Agreement. It will 
become effective when any three of the following countries have 
ratified it: the US, Mexico, Canada or Cuba. To date Cuba is the 
only country which has ratified the new Agreement. 


the new NARBA would run for five years and continue bevond 
that date until a new or revised Agreement is reached, so that we 
will not again be confronted with the problem of no Agreement at 
all, as we are at present. Finalization of the new Agreement will 
make possible a better and more equitable accomodation of the 
tremendous expansion in standard band broadcasting throughout the 
region. It also provides that any country having “lass 1-A (clear 
channel rights may duplicate these channels without losing any pro 
tection which must be afforded Class l-A channels by other coun- 
tries. This provision was not permitted by the previous Agree- 
ments and provides flexibility that is greatly desired by the 
Fede~al Communications Commission. A few channels which were 
clear channels under the previous Agreement wiil have to be shared 
under the new Agreement but such sharing wili be done with adequat 
pretection being afforded. Although the Clear Channel Broadcastir¢ 
Service which represents the clear channel -station operators, 
objects to any breakdown of the clear channels, this measure , 
along with cthers, will eliminate some of the mounting interferenc 
caused by Cuban jumping tactics in the absence of any Agreement. 
Cuban ratification means withdrawal of some to the Cuban broad- 
casting operations undertaken during the period when no regional 
agreement existei. The cSubans obtained considerable concessions 
in the new NARBA, however, and are willing to make the necessary 
readjustments to obdtain an orderly international broadcasting 
arrangement. After US ratification, it is expected that the other 
countries with the possible exception of Mexico, will foilow suit. 


i dcast Plans As an alternative 
to signing the new Agreement, Mexico plans to make bilateral broad 
casting agreements with the US, Canada and possibly certain other 
countries in this Hemisphere. During the course of US-Mexican 
discussions held during the week of February 4 in Mexico City to 
iron cut mutual proadcasting difficulties, it was tentatively 
decided that NARBA, 1937, with certain exceptions, would be used 
by the two countries for the future assignment of frequencies 
under their jurisdiction pending negotiation of a US-Mexican 
broadcasting agreement. We believe that the recent discussions 
resulted in the basis for an agenda for such negotiations, and 
that when one long outstanding frequency problem is resolved, a 
broadcasting agreement with Mexico may be possible. 


* * * ' 
RUMANIA 
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RUMANIA ANNOUNCES The Rumanian Government late last month 
CY CONVERSION announced’ measures comprising a compre- 





hensive currency conversion, and readjusted 
prices, wages and contractual obligations at a new rate. | 
Rumors of currency conversion had been chronic eince September 
1950 when preparation of new currency was first authorized. 
These varied in intensity during the intervening period and 
seemed largely allaved last December when new 1,000 lei notes 
were put in circulation on the basis of equality with the old 
currency, Then some leak must have occurred from Government 
sources because a new wave of frantic rumors started in 
January and the week preceeding the announcement was marked 

by panic buying, withdrawal of non-perishable stocks, and 
eventual closing of distributive outlets for four days. 


Currency Measures The new measures effect a capital levy 
through conversion of the currency at a progressive rate. 
ranging from one new for 20 old lei to one new for 400 old in 
accordance with the amounts held, the nature of the holder 
and the nature of the holdings. They provide for a general 
readjustment of wages, prices and contractual obligations on 
the basis of one new leu for 20 old lei. The gold content of 
the new leu is stated to be 0.07936 gnams of fine gold as 
compared with 0.005940 gsivams of fine gold in the old leu. The 
exchange rate between the leu and the ruble is séated to be 
2.8 lei per rublie. This is equal to 11.2 lei per dollar on 
the basis of the official rate of four rubles per dollar. 


Reasons for Conversion In justifying the conversion, the 
Government stated that the period between 1947 and the present | 
was a transitional one in which the Socialist State was being 
established. It argued that, now that this task was accomplishej, 
it was necessary aiso to establish a sound and stable currency, 
stating that the need for this was heightened by the activities 
of the speculators, capitalists and the agents of the American 
and British imperialists who had worked to undermine tne 
stability of the leu and disorganized the distribution of goods. 
The Government argued with respect to the status of the peasant 
class, which is hardest hit by the reform, that. the peasants 
had benefited greatly by uncontrolled increases in prices of 
agricultural products and from State assistance in the form 
of credits, cash advances, and cancellation of State debts. 

It stated that the industrial class, which benefits superficially 
the most from the reform, had suffered as a result of the 
stability of industrial prices. 





The 
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The economic practices in Rumania are obscure by reason 
of the failure of the Rumanian Government to release inteili- 
gible data. It seems probable, however, that they are such 
that there has been a substantial need for deficit financing 
through currency issues during the past four years. Contributing 
factors are: the excessive rate of capital investnent under the 
planned programs; the heavy expenditures for defense and the 
recreation of military establishments; the unquestionable drain 
of Rumanian resources to the Soviet Union without adequate com- 
pensation; and the excessive costs and inefficiencies of the 
Communist bureaucracy, Therefore, the more logical reason for 
the currency reform is that it was a device for mopping up 
excessive consumer purchasing power, The measures also permit 
the Government to strike a sharp blow at the elements in the 
Society which it regards as being hostile and gives it a 
substantial propaganda tool in terms of labor benefits through 
reduced costs of living and allegations of economic stability. 


Also significant is announcement of the exchange rate of 
the leu in terms of the ruble. In announcing this tie to the 
ruble the Rumanian Government called the latter the "stablest 
money in the world" and rejected the previous link to tne 
dollar with the statement that it was "unstable, inflationist 
and decreasing in purchasing power". 


Effects of the Conversion The momentary effects of the 
reform will probably be to improve the status of the urban 
labor forcss. With the absorption of excessive purchasing 
power, consumer pressure for goods will be minimized for a 
time and it seems likely that a superficial semblance of sta- 
bility can be maintained for several months, , 





One possible secondary effect relates to foreign trade. 
With State trading, official exchange rates can have a minimal 
Significance. However, the reform may result in lower pro- 
duction costs, and in any event, coupled with the adjusted ex- 
change rates, has increased the nominal purchasing power of 
foreign currencies in terms of Rumanian consumer goods. 


In the long run the currency conversion is only one of 
the substantive economic reforms which are required. Unless 
the Rumanian budget is brought into balance by reducing the 
high rate of capital investment and military expenditures, the 
inflationary cycle, starting with the recourse to the printing 
presses, will begin anew. ~ 


* * * 
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GATT _INTERSESS IO The seventh session of the Contracting 
COMMITTEE MEETING Parties to the General Agreement on Tariffs 

wr and Trade will be convened on October 2 in 
Geneva, according to a decision of the Ad Hoc Committee on Agenda 
and Intersessional Business which met in Geneva last week. One . 
of the most important items to come up at the seventh session will 
be the holding of .consultations, as required by Article XIV-1(g), 
with those countries still applying quantitative restrictions in 
a discriminatory: manner under Article XIV-l(c) or under Annex J. 
The Committee felt the’ seventh session should not be held until 
the International Monetary Fund (IMF) had completed its consulta- 
tions on the maintenance of exchange restrictions on: current trans- © 
actions. .Since France, Denmark and the Netherlands felt US import 
restrictions on dairy products were too important to delay until 
fali, it was. agreed to set’up a working party on-US restrictions. 
If the restrictions: are: still in effect, the work party may be — 
convened early in July upon the request of any complainjng contract-. 
ing party and a special session of the Contracting Part’ :s may be . 
called for the latter half of July if requested by this working: 
party or by the Schuman Plan working party. 3 a Be 


The Committee agreed that UK actions in November and January 
to restrict imports, taken together, amount to substantial intensi- 
fication and the UK was invited to consult under the GATT article 
applying to intensified restrictions, .This consultation is to take 
place concurrentiy with the. above-mentioned-consultations with 
countries still applying discriminatory quantitative restrictions. 
The discussion made it: clear that the decision on intensification. 
refers only to cuts in dollar imports. It was agreed that the new 
restrictions reported by South Africa should .be. examined at the’ «= 
seventh session concurrently with the Article XIV-1{g) consulta- 
tion. Consultations on the import restrictions recently imposed 
by the French have also been deferred until the seventh session. : 


A working party was set up to consider the US charge that — 
Belgian dollar import restrictions are inconsistent with Belgium's 
obligations under GATT, that benefits to the US under GATT in trade 
with Belgium were being nullified and impaired and that attainment 
of the objectives of GATT was being impeded. The scheduling of the 
working party meeting egpense on Soe. coetterears co eee oe 
from the IMF regarding its‘ corisultations with. Belgium, which are 
expected to take: place soon. - Meo Jap Tey? Pe ) 


The Committee agreed to grant’ the Federal Republic of Germany 
an extension of time: to June 30 to join the IMF or sign a special 
exchange agreement with the Contracting Parties. The contracting 
parties which were not present at this meeting will be polled by 
mail. 


* e * 
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“TIPACT OF GSA A. RUBBER . jlovES. ‘The - General. Services: Administration 
ON ON PRODUCING COUNTRIES . Jhas recently made two announcements 


. .oOf considerable. importance .to rubber 
interests: throughout - the. world, . -The first-appeared on February 11 
when GSA expressed its intention to enforce the. rejection: clause 
' in its contracts when it received off-grade rubber which was at 
‘least one-grade. below that contracted.-for..and which was so poor 
_as not.to fall within the grade.pattern..being bought at the time. 
At the same time, GSA stated. it was no longer:interested in buy- 
ing the lowest grades:of rubber. The second release on February 23 
-.amnounced.the return of: natural rubber buying to private hands. 
The program for the transitional period was :described more fully 
on February 29. .-GSA's announced intention.:to-enforce the rejec- 
. tion clause aroused | eriticism-and alarm among rubber dealers in 
.Southeast Asia and London. However, it is probable that their 
reaction was really a refleetion of "the fear. of natural rubber 
vroducers over the impending loss of their market in the US for 
low-grade.rubber. -The-US has traditionally bought 80% of the 
. output of the cheaper grades, and although the loss of the US 
market has been foreshadowed for some time, the problem has not 
. been eguaredy, faced by. the. rubber:. ‘growing countries. 


the. Rubber Rejection Clause . GSA has customarily inserted 

ea ‘Glause- in:-its contracts, permitting the rejection of. off-grade 
rubber. Up to.the present, however, it has accepted all ship- 

ments in.order to acquire tennages necessary for the stockpile. 
When .the- stockpile reached a satisfactory level, GSA decided to 
enforce its rejection authority .on shipments- made against orders 
placed on,.or after January 23. The reaction dn Malaya, Singapore 
and Indonesia was sharp and angry. Rubber producers were particu- 
larly concerned over. the fact that their. contracts:would be in- 
voiced back at .contract price. .. Since. GSA was. the .only US buyer 
the sellers wouid be.unable to offer their rejected goods immedi- 
_.ately on the free market in the US and might be forced to absorb 
losses, Additional. anguaente Ladd Torverd a F effiedals of rubber- 


_— *. CF as 





Since there was no question of ‘CSA's right to insist on get- 

ting the s:ades of-rubber it :pays for, the.storm:engendered by 

-; the. annou: .ement was hardly justified. -Furthermore, the US has 
consistently encouraged rubber ‘producers to improve the quality 
-iof.their..prodact, and has: warned:of the approaching time when US 
interest in the lower grades of rubber would taper off. Both 

the Singapore and Maiayan Governments have regulations on the 
books penalizing dealers who shipped off-grade rubber, bdut they 


have 
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. . tion ds concerned, no dissatisfaction has .been expressed here 


be regarding rubber grades, GSA has agreed to submit to compulsory 





BA GSA officials announced ‘that ‘the US Government was surrendering 
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have been inoperative up to now. When GSA‘'s position was an- 
nounced, officials cf these Governments assured our representa- 
tives that their regulations would be enforced. As far as in- 
voicing back the rejected rubber at contract rather than. | 
market price is concerned, this is unavoidable until privately 
owned spot rubber is available in the US,. for-all practical 
purposes,June. Since rubber ordered after January 23 will not 
arrive in the US until mid-April at the earliest, the period 
Guring which GSA can be expected to reject some off-grade ship- 
ments is limited to the six weeks ending May-31. Warehouse space 
will -be provided for such rejected rubber. As far. as GSA inspec- 


over GSA's sampling and arbitration: arrangenents. In any dispute 


arbitration ‘by a panel on ee the | panel is represented if 
- he (80. SHOE «| a 


: Ret urn to vate | ‘Purchase GSA ‘took: over the exclusive 
‘procurement of netural rubber on December 29, 1950 when top-grade 
rubber; was. selling'on the world market at nearly 80¢ a pound con- 
trasted with about 37¢. at the present time. On January 3, 1951, 
GSA set the resale price to the’ US rubber industry at 66¢, and 
this. action together with increased production-of US synthetic 
resulted in a downward’ movement of the world vrice. In June 1951 
and January 1952, GSA further: reduced. the resale price until it 
reached 50.5#¢ a pound. In other words, GSA sold to the industry 
below cost at first. Later, when the price. dropped, GSA sold to 
the industry above cost in order to break even. On February 23; 


its exclusive authority to purchase | ‘natural rubber, since the 
stockpile had reached a satisfactory level. However , GSA will 





ee continue to purchase for the stockpile. In: order. ‘to ensure an 


> orderly. transition from exclusive public purchase to private 
'- purchase, a. gradual program ‘was adopted by the government. The 
Commodity ‘Exchange reopened on March 3, and industry and trade 


.» will; deal in rubber for shipment in April-and-arrival in June, 


deliveries. limited to a total of: 30,000 tons divided equally 
_ between dealers and manufacturers...“ 1n.the interim, GSA will make 
available to. industry an amount not to. exceed 35,000 tons monthly 
during. Aprdl and: May and 20,000 ‘tons. during June.’ Specification 
control. over the consumption of natural: rubber and the two-month 
'- pestriction clause on inventories. will be cnaee by NPA until 
: further notice,. | 


* eo : ~ . 
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In general the return to private purchase was welcomed 
in rubber producing countries, although they believe that — 
controls on the consumption ‘of natural rubber ‘should .be re- © 
moved also, to allow freer eenpesetsen between natural and | 
synthetic rubber. | 


Problem of Low-Grad Rubber. nenaunedi to setest GSA se 
estimates, there Will. be @ world surplus of low-grade rubber . 
totaling 100,000 tons for the year 1952.: Production.is esti- 
mated at 330, 600 tons with world demand approximately 230,000 
tons.” US requirements: are calculated at 70% of world consump- 
tion. _Aggravating the situation is the existence of about. 
100,000 tons of low-grade perishable rubber held by GSA. . The 
Defense Production Administration has instructed GSA to sell : 
this rubber before July 1, the date when GSA steps out-of its. . 
role as supplier of natural rubber to private industry. As | 
a result of this set of ci.cumstances, GSA stopped purchasing 
rubber in the lower grades, and 70% of the Far East's normal . 

market for low quality rubber thus temporarily disappeared. 
It will return in -part when industry begins to purchase 
again for delivery after July 1, but in the meantime, the . 
unpurchased rubber will act as a further depressant on the 
already sagging low-grade rubber market. The adverse effects . 
on the economies f Indonesia and Malaya of this — in 
US demand ‘are expected to be severe. | ha 


The poorer grades of rubber fron the Far East are usually | 
produced by small holders who will feel the pinch of the cut-. 
back quickly and sharply. Yet.the US has consistently urged 
the Malavan and Indonesian Governments to take steps to up- i. 
prade their rubber, pointing out that the US would eventually. 
lose interest in poor grades of rubber; because of over- — rt 
supply and because of plentiful availabild ties of high-grade. _ 
synthetic-sold at comparable prices. We have made clear. that — 
the US would continue to want higher grades of rubber, and. 
that it could not subsidize the production of unwanted. grades 
merely to save producing countries the:effort of upgrading .. 
their product. We understand that the technical difficulties — 
invoived in such a process are not great. -Furthermore,. b 
improving their product, the Far Eastern suppliers would be 
able ‘to enlarge their market to those countries which are not 
now interested in the lowest grades. We. believe. that the | 
long-term demand for both high-grade natural and synthetic: . 
will be satisfactory, and that the initiation of an overdue | 
program for on geet on amy rubber output on the part of 
Southeast Asian producing countries would be an excellent 
investment in the economic and political stability of the 
area as a whole. 


* * * 
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ECONOMEC COMMISSION FOR ASIA The eighth session of the 
AND THE FAR EAST ENDS SESSION Economic Commission for Asia and 
the Far East (ECAFE), which 
closed Februc ry 8 in Rangoon, was. generzlly successful from the 
US viewpoint. The Commission is respected and well publicized 
_ @nd its influence is growing within the area. Much of the dis- 
‘cussion was of good quality and, in general, less controversial 
than at the seventh session, The one subject which would have 
been expected to encourage cleavage between the regional group 
of countries and the metropolitan powers was the supply of 
capital goods for economic cevelopment, This was handled. in a 
fairly mature fashion except for a plethora of resolutions,. 
which finally resulted in approval of a comparatively harmless 
resolution emphasizing the need of underdeveloped countries for 
eéurly deliveries of capital equipment and supplies, 





. The Soviet delegation made a negligible substantive con- 
tribution to the discussion of agenda items despite the fre- 
quency with which it obtained the floor, On the whole it handled 
itself poorly making generally an anfsverable impression on the 
other delegations and on the secretariat. From the propaganda 
point-of-viev, at least in ECAFE itself, the US appeared to 
get the better of the deal. The Soviets offered to supply 
capital goods to the region ona barter basis and charged that 
Western armament was Slowing up economic development. They were 
milder in thier attacks than heretofore and their accusations 
are now familiar to the Other regional members and probably are 
not taken 2s seriously as previously, | 


‘Prior to the plenary session there were apetines of the 

_ Subcommittee on: ‘Power, the Subcommittee on Iron and Steel, and 
the Conimittee on Industry and Trade, Our delegation felt. that 
the plenary session was less controversial this year because | 
‘the agenda was composed ‘largely of reports of committees and 
working parties which had already received careful consideration 





.. by governmental representatives, The next plenary session will 


be held at Bandoeng, Indonesia in January and February of 1953. 


Representation Tie. session was attended Dy delegations 
from : “Stl the ie member countries and all associate member countries 
except Nepal. . Observers were there from the Government of Japan 
and a number .of UN rie enrmerecnts apenas and. non-governmental 
organizations. | 


‘The Soviets lost 4n ‘their motion to exclude Chinese Nation- 
alist and seat Chinese Communist representatives and also on a 
motion to exclude REE, | of the aeeene of Korea and 
Tm. * ; | | | 


Japan 
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Japan was present as an observer for the first time, having 
previously been represented by a delegation from SCAP,. A resolu- 
tion was adopted recommending that the Economic and Social 
Council amend ECAFE's terms of reference to include Japan within 
the geographic scope of the Commission, and providing for Japan's 
. admission to associate membership upon the adoption of the 
recommendation by the Council, 


The leading role at the session was played by India, with 
Pakistan, the Philippines. and Thailand also active, China and 
Burma were weak, with the latter voicing danger of foreign 
entanglements arising from UN as well as from bilateral negotia- 
tions. Ceylon was active but not particularly helpful and the 
Philippine delegate displayed some obstinancy, particularly with 
regard to Japan's automatic admission as an associate member 
upon amendment of ECAFE's terms of reference. There was some 
tendency to lool: toward the US delegation for leadership, in 
spite of the fact that we have tried to avoid soouning an unduly 
prominent role in ECAFE, 


Substantive Discussions One of the most important matters 
discussed in plenary was the report of the Commission to the 
Economic and Social Council, US suggestions were favorably 
received in this regard and the report is consistent with the 
instructions by which our delegation was guided. While the 
subject of land reform was not on the agenda, the matter came 
up in connection with the Food and Agriculture report, Our 
Gelegation was successful in getting an effective land reform 
resolution passed which endorses the recent recommendations made 
by the General Assembly, the Economic and Social Council and 
the Food and Agriculture Organization, A special project on land 
reform was subsequently included in the work program, 





When the matter of the supply of capital goods and materials 
to the ECAFE region came up, a number of individually-sponsored 
and inconsistent resolutions were submitted, the common objective 
of which was to secure special treatment for the requirements 
of the region or of individual countries from the rest of the 
world. The Philippines pressed hard for more repid delivery of 
electric power equipment and greater financial assistance in 
power development programs and for special consideration and 
priority for equipment for iron and steel plants, Ceylon 
vigorously urged retaining regional sulphur resources for 
regional use and additional help in exploiting kaolin resources. 
Thailand and Ceylon wished to obtain stable and equitable prices 
for their exports.and Indonesia further desired long-term trade 


agreements 
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agreements designed to guarantee the availability of the capital 
goods required for development programs in exchange for exports 
of raw materials, The final resolution which resulted approves 
the report of the Industry and Trade Committee and; a) requests, 
in connection with the recent GA resolution on financing 
economic development, that the International Bank give special 
consideration to the need of the underdeveloped countries for 
financial assistance in electric power development; b) urges 
Supplying countries to give urgent consideration to the require- 
ments of countries of the region for various types of equipment 
and materials; c) requests governments to explore various pro- 
cedures, including long-term trade agreements, for facilitating 
the import of capital goods and metals; and d) invites the next 
Trade Promotion Conference to make proposals for increasing 

the exports and the export proceeds of countries of the region. 


Considerable interest was evidenced in technical assistance, 
and the US. delegate made some points which resulted in a resolu- 
tion calling for ECAFE to focus its attention on the need for 
collaborating not only with the UN Technical Assistance Adminis- 
tration but also with the Technical Assistance Board and the 
specialized agencies and to eliminate any tendency on the part 
of ECAFE to substitute itself for the technical assistance 
activities of the Technical Assistance Administration and the 
specialized agencies, 


A resolution was adopted approving the program of work of | 


the Bureau of Flood Control and requesting the Technical 
Assistance Administration to give favorable consideration to the 
organization of a training certer for engineers of the region. 
The resolution also recognized the US position regarding 
assurance of proper integration of the Bureau's work with that 
of other international agencies, 


‘In discussing the annual economic survey, there was general 
agreement to a British suggestion that greater emphasis be 
placed on analysis as against a mere compilation of dats, The 
US suggested that the survey should be issued late ‘n !«cember 
rather than July, so that it would be useful in the ne. ECOSOC 
schedule, After considerable debate it was agreed to devote 
the first two days of the 1953 session to a general discussion 
of the economic situation in the region, such discussion to be 
based on the survey if it could be published in line with the 
US suggestion. 


A discussion of the work program lead to a reduction on top 
priority projects from 74 in 1951 to 64 in 1952, 


& + + 


UN 
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UN ASURE R At the forthcoming 

IN i N( May session of the 
Economic and Social 
Council one of the matters to be considered will be a re- 

port entitled "Measures for International Fconomic Stability" 
which was produced by a group of experts pursuant to a reso- 
lution of the Council at; its.eleventh session in August 19950. 
The report is related to, and in soite respects supplements, 
two previous reports--one entitled "National and International 
Measures for Full Employment" (page 6, January 16, 1950 issue) 
and the other "Measures for the Economic Development of Under- 
developed Countries" (page 3, May 15,:1951 issue). The inter- 
ested agencies aré studying the new report. and a working group 
is formulating a US position toward it. ae 





The experts assume that depressions of a size and dura- 
tion of the twenties and early thirties need not be contem- 
plated as major countries have both the will and the means 
to avoid them. However, fluctuations, possibly on the scale 
of that of 1937-38 might occur in major. industrialized coun- 
tries, such as the United States, which could result in the 
loss of dollar receipts. of other countries of close to $10 
billion. The new’era:of "full employment" does not provide 
any clear assurance against such year-to-year fluctuations. 
It is pointed cut, for example, that acute problems can 
result from: a) crop fluctuations and other irregular move- 
ments in the supply.of or demand for particular commodities, 
with price fluctuations which may ‘be violent; b) permanent 
changes in the structure of demand:or supply, such as develop- 
ment of a cheaper substitute for an important commodity; or 
c) other occurrences’ such;as a post-rearmament recession. 


The experts note that the interretional provisions 
proposed in the 1950 “Report on National and International 
Measures for Full Employment," directed toward providing 
stability in the flow of foreign exchange, particularly 
dollars, on current and capitai account, have not commended 
themselves to governments as acceptable and practical. 
Alternative approaches are suggested by the 1952 report 
which take into account the effects of.-swings in terms of 
trade and instability in money ‘prices.. These suggestions 
concern: a) international commodity: arrangements; b) the 
international flow of capital; and. ¢). international 
monetary reserves. — " oe ee ek 


- 


' The 
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The experts recognize the limitations of these approaches, 
which leave many problems of international economic instability 
to be dealt with by individual countries as best they can, and 
that there are special problems in connection with under=- 
developed countries. They also recognize that the inter- 
national measures suggested could be put into effect only 
through the vigorous pursuit by national governments and inter- 
national agencies of policies which, in application, will re- 
quire fresh judgments of facts and alternatives. No practi- 
cable action can provide a guarantee to any country against 
occasional abrupt disturbances in its dealings with other 
countries, and success or failure in coping with these dis- 
turbances must remain very largely the individual and collective 
responsibilities of governments as they take decisions in con 
tingencies which cannot now be foreseen. However, the insta- 
bilities of international economic relations can be kept within 
manageable limits if most countries are prepared to play their 
several parts in setting up and working the necessary machinery, 
and the experts believe their suggested measures would go some 
distance toward achieving appropriate relations between prices 
of raw materials and essential manufactured goods, although 
it would be largely to smaoth out short-run fluctuations. 


internatsongs Commodi ty arrangments The experts can 
think of no practicable met of reducing the international 


impact of short-term fluctuations in prices and terms of trade 
of primary products excent a direct andi detailed attack through 
negotiation of individual international commodity agreements. 
The objective of such agreements should be the stabilization 
of world commodity markets in the face of temporary ups and 
downs in cemand and supply. They feel the time is now ripe 

for a new, concerted attempt to achieve greater stability in 
the field of primary products, and that there are firmer 
grounds than have existed in the past for hoping fcr success. 








No recommendations are made as to the types of com 
modity arrangements. which should be reached, but the ex- 
perts list as possible arrangements: a) long-term agreements 
on quantity and price, either bilateral or multilateral; 

b) the allocation of maximum production or export quotas to 
exporting countries; c) the allocation of maximum import 
quotas to importing countries; d) the fixing of minimum or 
maximum prices; and e) buffer stock schemes. A variety of 
arrangements will be necessary and for some commodities a 





combination 
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combination of various types of schemes may be found most 
appropriatee However, a fundamental principle of all i 
schemes should be that, save in exceptional cases, they do 
not attempt ‘to make the average price over a period of years 
higher than it would otherwise have been, The objective 
should be merely to reduce fluctuations around the long-term 
trend. It is suggested that the International Bank might 
assist by helping finance the accumulation of buffer stocks 
by buffer stock agencies organized by exporting and importing 
countries. The experts do not believe that any new inter- 
national agency to administer a comprehensive scheme for a 
range of different commodities is necessary or practicable. 
Coordination among the various schemes is important and it 

is suggested that the Interim Coordinating Committee for 
International Comaodity Arrangements, and possibly the Inter-~ 
national Materials Conference, could be used in this regard. 


Since the present thinking seems to be that commodity 
agreements are largely useful when a commodity is in current 
or prospective surplus, the experts emphasize that the present 
shortage of many commodities does not reduce the urgency of 
the problem. Detailed agreements take a long time to nego=- 
tiate and producers need assurances now, both to encourage 
necessary production of short-surply commodities and as a 
quid pro quo for the import allocations now being made. 


Emphasizing that commodity arrahgments can only help 
in the problem of stabilizing world ‘trade and that the range 
of products which can be covered by such agreements is limited, 
the experts suggest concentrating on a smail number of im 
portant commodities subject to the most violent fluctuations. 
They point out that a stabilization scheme for one commodity 
will normally increase the stability of others for which it 
can be substituted either in consumption or in production and 
that the greater stability of producers! incomes in one field 
will help to stabilize demand for the manufactures and products 
that they buy. : : | 


t t | The experts agree that rigid 
stabilization of the flow of long-term capital from or to each 
country is not practicable or even necessarily desirable. How~ 
ever, they feel that underdeveloped countries should be helped 
to maintain a steady rate of economic development, insofar as 
such development depends upon the availability of foreign ex- 
Change. This availability is, of course, closely related to 
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fluctuation in international receipts and payments on current 
account. Therefore all governments or intergovernmental 
agencies which supply capital funds for foreign economic de-= 
velopment should be prepared to vary the rate at which they 
provide funds. The experts suggest that the International Bank 
might take action to offset fluctuations by greatly expanding 
its flow of lending during recessions. It is recognized that, 
to do this, the Bank would have to have access to a more flex- 
ible source of funds than the sale of its securities in the 
private capital market. Therefore, the experts suggest that 
consideration might be given to arrangments under which 
governments or central banks might purchase securities of the 
International Bank to provide the Bank with the necessary funds. 
It is also suggested that in the event of a recession, members 
of the International Bank that now limit the extent to which 
the Bank can utilize a certain part of their subscription 
might approve the release of a larger portion or that the pro-=- 
portion of the Bank's capital which is paid in might be in- 
creased. — 


Mone Reserv The experts are con=- 
vinced that the level of existing reserves in countries other 
than the US is not in general adequate to existing levels of 
internationel, and particularly dollar, trade. They point out 
that the iionetary Fund provides a comparatively trivial 
supplement to international reserves assuming no waiver of 
the rule limiting members' annual purchase of foreign cur- 
rencies to 25% of their quota. For the average member this 
represents a mere 2-1/2% of annual imports. They propose that 
in a recession the Fund should be prepared to waive the 25% 
rule. The Fund should do this even ‘f a member's practices 
are not regarded as consonant witn the Fund's long-run ob-=- 
jectives, where refusal to assist member countries would only 

force increased restrictions. Any doubt whether the assistance 
required is necessary should be resolved in the member's favor, 
with specific commitments to repurchase over an agreed period. 
The Fund's resources should be increased to enable it to cope 
with this problem. In view of the difficulties which may be 
encountered in any attempt to increase the Fund's resources 
through additional subscriptions, it may be necessary for 
the Fund to borrow from the country experiencing the major 
recession. Such action would help to maintain its exports 
and its own employment and would limit discriminatory re- 
strictions against it. it 
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INTERNATIONAL BANK A Mission of the International Bank for 

AQ Reconstruction and Development has 
recommended in a report to the Government 
of Iraq an ambitious five-year development program, The report 
covers irrigation, drainage, industry, public health, and 
education, and was made after the Mission's visit to Iraq last 
year at the request of the Iraqi Government, 





The recommended economic. development program is based pri- 
- marily on agriculture, which needs the most emphasis, since 6 
of the population. is engaged in that pursuit. In turn, both 
industry and commerce depend largely upon farming and animal 
husbandry,. The plan would cost: an estimated 168.5 million 
Iraqi dinars, equivalent to $471.8 million, to be supplied 
from oil revenues now assigned for the use of the Development 
Board, Since the o11 revenues will be received in the form of 
sterling Iraq should have ample foreign exchange to defray 
the cost of imports required for the development program. 
There should be no need for foreign loans except perhaps to 
meet part of the hard currency needs. As a member of the 
sterling area, Iraq is dependent on the sterling area dollar 
pool for allocations of dollars. Until last year, Iraq 
received a fixed annual allocation of hard currencies, but 
under .4 new arrangement, effective provisionally for one year, 
the UK has undertaken simply to furnish sufficient dollars to 
cover Iraq's essential needs. Iraq -may still have to borrow 
abroad for part of the extraordinary dollar import requirements 
arising ~: of a rapidly expanding development program. 


Today the people of Iraq for the most part suffer from 
dire poverty. Although a relatively: small number of city 
merchants and landowners enjoy high incomes, the average 
standard-of-life is extremely low.. The future would! hold little 
prospect for relief if the only. remedy available were a more 
equitable division of income. Fortunately, the future does 
affort the promise of a large increase in national income as 
a whole. The country has the natural resources--land, water 
and oil--which can bring a.much. higher standard-of-living to 
all, The revenues from o11 will provide the means for a 
potentially rapid development of other productive resources, 
The Mission bélieves that the central objective must be the 
attainment of a much higher output in a manner that. will 
benefit the people as a whoéle, 


Since 
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Since the Mission found that Iraq possesses impressive 
potentialities for agricultural development, its report urges 
creation of a separate Ministry of Agriculture and Land Use, 
designed to carry out its suggestion that the land under — 
cultivation could be greatly increased with better use of 
water supplies but that land use would have to be greatly 
improved. In order to accomplish this, the farmers would have 
to abandon century-old methods, In its report, the Mission 
praised the Iraqi. Government for its land tenure program of 
providing farms for landless peasants, but warned that there 
will be a continued flight from the land unless the share- 
cropper's status is improved. The creation of a class of 
small land-owners was recommended as the best of all barriers 
to Communist penetration, Large increases in agricultural 
output can be realized both by raising the productivity of 
livestock and farm land already in use and by bringing under 
cultivation large areas presently idle. 





The Mission found that the expansion of the o11 industry 
will not only yield large revenues to the country, but will 
&lso provide a cheap source of power and raw materials essential 
to the development of industry, agriculture and transportation, 
The oil industry has assured the government of an increase 
in the annual rate of production to 30 million tons by the end~ 
of 1955 and a division of profits which, it is estimated, may 
increase the government's o11 revenues to 50 million Iraqi 
dinars in 1956-57 ($140 miliion). 


‘In addition to expanding the o11 industry and increasing 
the arable land, the Mission recommended the establishment of 
diversified industries to exploit presently known mineral 
wealth, and intensified prospecting for new supplies, It 
recommended industries such as 4 jute mill, bonemeal fertilizer 
Plants, an automobile tire factory, a small steel mill, a 
central machine shop, a concrete plant and a paper mill. 


The largest and most promising industrial possibility, 
according to the Mission, lies in the utilization of the 
natural gas produced in conjunction with o11 and now almost 
totally wasted. It recommended, therefore, the establishment 
of a chemical plant near Kirkuk, which, using natural gas and 
gypsum as raw materials, would be capable of producing 
annually 500,000 tons of ammonium sulphate fertilizer, 100,000 
tons of carbon black and 300,000 tons of cement. 
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Of prime importance are schemes for the storage of flood 
waters of the Euphrates and the Tigris. - They will prevent dis- 
astrous floods and control the flow of the. rivers so as to 
bring more water to deficit areas and open up large new areas 
for settlement by land-hungry peasants. 


The plan for ‘restoring productivity to. a ruined land 
depends not’ only on money, but on health, and reform and 
education, The Mission beiieves that the productivity of 
manpower must be raised, an objective which can be achieved 
only if measures are taken to make people better educated and 
to free them from debilitating disease. In the future the 
public health effort must concentrate on the prevention of 
disease through such measures as increasing the number of 
village dispensaries, the training of auxiliary medical 
personnel, provision of safe weter supplies and sewage disposal, 
slum clearance, and better housing, 


The Mission recognizes that there is no assurance that 
this ambitious program can be carried out over the next five 
years, It requires a rate of progress unprecedented for a 
country which for many centuries remained virtually static 
and which over recent decades has developed at a relatively 
Slow pace, It believes, however, that it. is important to set 
up targets, even ambitious targets, at which the country oan 
aim. If successful, the program will bring about a profound 
economic and social transformation, with farereaching re- 
percussions, Accomplishment of the greater part or all of the 
program will require the united energies of the nation. While 
foreign technical assistance and materials will be needed, 
success of the program wiil depend, above ose, upon the 
people of. Irage 


Since the Mission found that the pooutairds of efficiency 
throughout the Government are generally low, -it.believes that 
they must be raised if the manifold organizational and technical 
problems involved in launching and carrying out a development 
program are to be solved. 7 ) 
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MFXICAN ECONOMIC Despite shortages of certain raw materials, 
OUTLOOK IS GCOD strategic metals, machinery, etc., Mexico enjoyed 
| a highly satisfactory 1951 and everything points 
to continued nrosperity during 1952. Except for election-year 
inspired lator movements, Mexican labor problems have been few and 
employment is high.. While Mexico had an adverse trade balance in 
1951, to a great extent that is compensatea for by investment of 
foreign capital and "bracero" remittances, and increased invisible 
exports are anticipated. Mexico has a baienced budget; its cur- 
rency seems sound and further devaluation of the peso during 1952 
avpears unlikely. Inaustrialization trends are upward and Mexico's 
factories ere expected to maintain high production except in a few 
industries which have already been effected by shortage of ‘steel 
sheet, Over-all mining is up and, if transport facilities improve, 
metal and mineral production should continue upward. While there 
are low spots ir agricultural production, Mexico on the whole en- 
joyed a good agricultural year in 1951 and the 1952 agricultural 
prosvects are encoureging. ) 


Cn the other hand, certain aspects of the Mexican economy 
may affect the situation, although not seriously. These are the 
condition of the transport system, particularly railways; the in- 
creasing shortages of certain raw materials and machinery; and 
there is a degree of inflation which may become more pronounced. 
In aadition, it must be remembered that this is an election year 
and there exists the possibility of a rapidly changing inter- 
national situation. | a 


industry Mexico made signal progress last year in carrying 
forward its long-range program to industrialize and to protect its 
new industries. With few exceptions both old and. new enterprises 
worked at full or near capacity the first quarter. This was fol- 
lowed by a marked decline in Summer and early fall but all records 
were surpassed at the end of the year. Industry in general suf- 
fered sericus handicaps in shortages of essential raw materials. 
The steel miils ran on the Shortest of scrap inventories, with the 
situation in the mills paralleling that in the US since most were 
dependent on allocations and export permits from Washington. While 
there was some power shortage in the central section, the manu- 
facturing industries suffered less than in recent years. Trans- 
portation problems caused difficulties, with two primary steel 
plants unable to work at capacity since sufficient ore and coke 
could not be moved to the plants. 7 


Finance Mexico's 1951 efforts in the field of finance 
centerea about an anti-inflationary program designed on one hand 
to curd spending and on the other to. increase agricultural and 
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industrial production. Now, however, prices have nearly offset 
the devaluation of the neso in July 1949 and further measures to 
combat inflation appear desirable. 


The official exchange rate of 8.65 peses per $1.00 continued 
in effect throughout last year. In June 1951 Mexico met its out- 
standing renurchase obligation with the International Monetary 
Fund and on July 26 signed a new $50 million currency stabilization 
agreement with the US Treasury Stabilization Fund, effective 
through June 1953. Three loans chargeable in 1951 to the $150 
million Eximbank line of credit which was approved in August 1950, 
brought total allocations under the credit to $91 million. These 
comprised $5 million for Altos Hornos de Mexico steel plant; $50 
million for National Railways; and $5 million for the Southern 
Pacific Railroad of Mexico. However, the conditions of the latter 
credit may have to be changed as the Southern Pacific Railway was 
sold in December to the Mexican Government, which now owns or 
operates ali Mexican railways. On March 6, 1952 the Eximbank 
authorized a credit of $1.5 million to Nacional Financiera, the 
government-controlied investment institution, for expansion of the 
Miexican telecommunisaticns system. The Eximbank Board of Directors 
is also considering an application for a credit of about $3.5 mil- 
Jion to construct a plant tc procuce elemental sulphur in Mexico. 


Having achieved a balanced budget in 1951, an unprecedented 
plan cf Federal expenditures has been proposed for 1952, totalling 
just under 4 billicn pesos. More than a billion pesos is to be 
invested in "directly productive" public works; 313 million in 
irrigation; 150 million in the electrical program and 980.7 mil- 
lion will go to service the public debt. 


Foreign Trade Mexico ended 1951 with a more flourishing 
foreign trade than in 1950, itself a very good year. Total imports 
amounted to 6,773,170,062 pesos and total exports to 5,4+46,912,749, 
indicating an adverse balance of 1,326,257,313 pesos. Imports 
were increased in 1951 by roughly bg and exports by some 20% over 
1950, the result of a definite course of action by Mexican authori- 
ties which has been criticized in many quarters, particularly by 
those who objected to the removal of import prohibitions on luxury 
items which had been imposed in 1947. The policy is just as warm- 
ly defended by the Government and its supporters, who point out 
that the adverse balance is compensated in large part by tourist 
income, and that the bulk cf Mexico's imports are in the field of 
capital goods--machinery and equipment which should make Mexico 
increasingly self-sufficient in consumer goods. last year was the 
first full year since termination of the Mexican-US Reciprocal 
Trade Agreement. The US remained Mexico's most important customer 
for both exports and imports. Imports from the US increased over 
1950, with less than 10% being luxury goods and the bulk being 
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industrial machinery anc agricultural equipment. However, the ex- 
istence cf US export controls, the demands of the aefense progran, 
and the requirement of a priority to obtain essential material in 
the US militate against greater Mexican imports from the US and, 

as a result, Mexico is turning to Europe. 


Aviation Negotiations looking toward a bilateral air trans- 
port agreement with the US took place in Mexico City in December 
1951 and were recessed without agreement December 19. (Page 3, 
January 7, 1952 issue.) The principal difference is Mexican in- 
sistence on monopolies fcr Mexican carriers on certain routes from 
Mexico City to the US. At the direction of the White House, we 
are now instructing Embassy Mexico City to formally terminate the 
negotiations, expressing the hope that new negotiations will take 
place in the future. It will be made clear that any route conces- 
sions offered in the recent negotiations are withdrawn and will 
not be binding in any future discussions. 


Telecommunications In October Mexico ana the US reached 
agreement on the allocation of television channels within a zone 
250 miles deep on each side of the border. In February 1952 fur- 
ther telecommunications discussions were held to iron out mutual 
broadcasting difficulties. (Page 10, February 25, 1952 issue.) 
However, a problem in connection with one Mexican station remained 
unsolved. We have now made a proposal to Mexico on that problem 
which represents a concession on our part and we hope will pave the 
way for a US-Mexican broadcasting agreement. We have alsc suggested 
an interim broadcasting agreement based upon provisions of old 
North American Regional Broadcasting Agreements until an over-all 
broadcasting agreement is reached. 


Point IV Agreement. An exchange of notes with the Mexican 
Government amending the general Print IV agreement to accord with 
the provisions of Section 511 B of the Mutual Security Act was com- 
pleted January 23, although Mexico at first considered the request 
for modification an affront to its pride. The exchange was based 
on language which reflects wuderstanding between the US and Mexico 
that, by virtue of international acts to which both governments are 
parties, they have agreed to cooperate in promoting international 
understanding and good will, to maintain world peace, and to carry 
out peaceful action which can be taken on a mutual basis to 
eliminate the cause of international tension. 


Migratory Labor Agreeme The Migratory Labor Agreement nego- 
tiated with Mexico last August expired on February 11 but has been 
extended three months--to May 11, 1952. Future negotiations are 
contingent upon pending US Congressional legislation which concerns 
the entry of illegal immigrants, including “wetback" laborers. 
Separate bills have passed the Senate and the House, and the matter 
is now being considered in conference. 


” * i 
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' MEETING CF COJOMBO PLAN The Consultative Committee for the 
CONSULTATIVE COLMITITE economic development of South and 
Southeast Asia (Colombo Plan) will 
hold its next meeting on March 24 in Karachi, preceded by an 
. official's meeting on March 10 to examine the preliminary draft 
-of the annual report on economic development in the member 
countries. | 


It is expected that members attending the meetings will 
be: the US, Uk (including Malaya),India, Pakistan, Ceylon, 
Australia, Canada, New Zealand, Cambodia and possibly Vietnam. 
Burma , which will probably become a member at this meeting, 
will attend. . see | 


Annual Report The agenda iter concerning the annual re- 
port will, of course, cover discussion of a number of subjects. 
Publication of the report, which will cover the first year of 
the Colombo Plan, is being undertaken for the first time in re- 
sponse to a recommendation of the last Consultative Committee 
Meeting in, Colombo. Since material for the report is being 
assembled and: forwarded by member governments, it will be seen 
for the first time in its entirety at the forthcoming meetings. 
The US believes that the annual report can be a-useful review 
of accomplishments and progress under the Colombo Plan, and 
indirectly provide a comparative basis for evaluation of de- 

velonment programs in the area. We also believe that the pur- 
pose of the report should be to emphasize the progress and 
direction of economic development in the area.. As such, how- 
ever, it should not represent an overly ambitious undertaking. 
‘In. particular, it shouid be confined to a resume, with support- 
ing technical information sufficient to indicate progress from 
. year-to-year during the course of the program. From the stand- 
point of review and analysis it is desirable that, insofar as 
possible, the data from country to country be comparable, which 
- may necessitate certain standards of reporting by the Consulta- 
tive Committee. Our representative will make clear that the 
report in no way represents a US commitment on furnishing $46 oF 
ended. 

Our representative’ will refrain from commenting on the chapter 
submitted on the work of the Bureau of the Council for Technical 
Cooperation, since the.US is not a member of this body. 


at Role of International Bank The ‘second agenda item con- 
- .gerns the role of the International Bank. This item is de- 
signed to afford the IBRD an opportunity to make a statement 


on Bank activities and policies. At the last meeting the 
IBRD representative indicated that the Bank operates directly 


with 
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with the members concerned and explained the Bank's method 

of operation, particulariy with resnect to assessing credit- 
worthiness.and examining the development program of a country. 
The Committee expressed appreciation of the statement ana 
the hupe that a close liaison with the Bank would be maintained. 
we believe that it is desirable for this procedure to be re- 
peatec in the forthcoming meeting, but fear that the broadness 
of the phrasing of the agenda item may be seized upon by some 
members as an occasion for critical comment on IBRD activities. 
Our representative will take the position that argumentative 
debate on Bank activities should be confined to the annual 
meeting of the IBRD, which is a more adequate forum for this 
type of discussion. 


Froposed Secretariat On the question of establishment 
of a permanent secretariat, the US representative will not 
assume a leading role. We understand that tne Indian view 
will be that a fulltime secretariat might not be required, 

& view which cur representative will support if it is pre- 
sented. In this connection he will support the continuation 
of the present arrangements whereby the host government pro- 
vices secretariat services if the ccnsensus holds that view. 
However, if the majority favors the establishment of a perma- 
nent secretariet, he will support an independent secretariat 
unrelatea in any way to the Council for Technical Cooperation 
Secretar iat, and will state that the US is prepared to make 
available limited personnel to work with the secretariat. 

if the consensus favors functions by the secretariat over 

and above servicing the Consultative Committee, such as the 
assumpticn of research and analytical responsibilities, the 
US representative will express US concern lest there develop 
a duplication of effort by the secretariat and UN agencies, 
particularly ZCAFE, which would seem to be the more appro- 
priate agency for this type of function. In regard to the 
location of the secretariat, he wili support the suggestion 
of the Asian members of the "Committee and infcrmally suggest 
that other members follow a similar line. 


Liaison with ECATE A problem has arisen in connection 
with the pian for the new Colombo Plan secretariat to conduct 
an annual survey @ amination of the economic development 
programs of membe1 tries. ‘The information requested by 
the secretariat may Guplicate data already requested by the 
Economic Commission for Asia and the Far Eest in connection 
with its work. The question is how-to assure coordination 
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between the work of the two bocies, avoiding duplication 
and confusion, and most effectively utilizing the facili- 
ties of both organizations without compromising material 
of confidential nature. The US will take the positicn 
that ECAFE should have a representative at the meetings 
of the Consultative Committee so that the Ccmmittee can 
be kept currently informed with regard to the material 
gathered and the studies made by ECAFE. While we believe 
that the Colombe organization should make the fullest 
possible use of the services of ECAFE, if confidential 
materiai is to be discussed, the Committee should discuss 
such material in closed session. At this time we can see 
no need for a resident representative of ECAFE at the seat 
of the Colombo organization, but the two groups should be 
encouraged to maintain the maximum emount of contact at 
the working level. We believe that at least for the time 
being, there is no need for further formal relations with 
UN organizations, other than those now contemplatec with 
a International Bank and the UN Technical Assistance 
oard. 


Non-Member, Were ance Countries In addition to the 
formal agenda, it is expected tnat there will be informal 
discussion outside the conference rooms of the relationship 
to the Colombo Plan of nom=ereaj-rmon-member-tountries. Our 
representative will not raise this question, and will try 
to persuade the representatives of other countries not to 
make an issue of the relationship of France and the Nether- 
lands to the Consultative Committee, which would only in- 
ject political rancor into the Committee and undo much cf 
the good will gained through the Pian. If the question 
of a vote arises on the matter of inviting either or both 
of these countries to participate as a full or associate 
member of the Consultative Committee, our representative 
will state he is unable to take a position and will refer 
the matter to Washington for instructions. If the ques- 
tion is discussed infcrmally, he will explain that the US 
has not been approached by either of these countries con- 
cerning membership on the Committee. He may, however, 
vote for any recommendations which mignt involve discus- 
sions with non-area, non-member countries, reports to the 
next Consultative Committee meeting, or further study by 
the members in preparation for the next Consultative 
Committee meeting. 
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IRAQ RATIFIES An agreemppt revising the o11 convention between 
OIL AGREEMENT the Iraq Government and the Iraq Petroleum 
Company, the Mosul Petroleum Company and the 
Basra Petroleum Company has been ratified by both houses of 

the Iraq Parliament ané beceme law February 19, 1952. Under 
the new agreement the Iraq Goverrment, on the basis of specified 
agreed values for the 041, will receive 50% of the net profits 
which the o11 companies will obtain from their operations in 
Iraq. For the purpose of calculating such profits, no deduction 
shall be made for any tax on profits, The new agreement 

assures the Iraq Government of the following: a) not less than 
25% of the value at posted prices of production of the Iraq and 
Mosul Petroleum Companies and 33 1/3% of the Basra Petroleum 
Company; b) a guaranteed minimum annual crude o11 export of 

30 million tons; c) a guarantee that the Government's share 
shall not be less than 20 million pounds sterling for 1953 and 
1954 and 25 million pounds sterling for 1955 and thereafter. 
Thus, Iraq is to a large degree insured against excessive loss 
even if market conditions, or other factors, cut down the profits 


of the companies, 





Opposition to the Agreement The overwhelmingly favorable 
votes In both Chambers on the agreement did not in fact reflect 
a true picture of local opinion, since opposition parties 
walked out before the vote was taken, leaving responsibility 
almost entirely on the shoulders of Prime Minister Nuri Said. 
It was expected that the communists, the neutrals, the leftists 
and the extreme nationalists would oppose the oil convention, 
but the opposition of the former Minister of Finance and a 
normally pro-western group was surprising and gisturbing. 

Prime Minister Nuri might not have alienated these two factions 
if he had not tactlessly brushed aside their questions and 
Suggestions in his haste to get the agreement through the 
Parliament. For example, not until the agreement had passed 
the Chamber of Deputies and was in the Senate did the Prime 
Minister produce the letters exchanged with the oil company 
regarding the revision of the agreements in the event that 
more advantageous terms were obtained in other Middle Eastern 
oll producing states. 


In spite of the opposition manifested over passage of the 
agreement, it is expected to find general acceptance in Iraq, 
Since, by its terms, Iraq will receive substantially larger 
returns than it has been getting heretofore, There are ex- 
tremist elements in all the Middle Eastern o11 producing 
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countries which will evince opposition to any such agreement 
because it involves foreign capital. The IPC agreement, 
however, follows the pattern of more generous terms introduced 
by the Arabian ‘merican 011 Company in Saudi Arabia in an 
effort to promote stability in that area. It is assumed that 
there will be less cause for dissatisfaction and friction when 
the producing states obtain a larger share of 011 profits, 

On the other hand, there is no assurance that concessions on the 
part of the o11 companies will not lead to further demands, 

It can only be hoped that more responsible elements within oil 
producing countries will prevail, and that the reconciliation 
of interests necessary to the continuance of profitable oil 
operations will be made, as in Iraq, by negotiation. 


+ + e 


IMPLEMENTATION OF In connection with forthcoming Congressional 
BENTON AMENDMENT” hearings on the 1953 Mutual Security Program, 
State and MSA have revaewed progress being | 
made in implementation of Section 516 (Benton Amendment) of the 
1952 Mutual Security Act. - The amendment provides that the Act 
shall be administered so as to: 1) encourage free private 
enterprise in developing the resources of foreign countries; 

2) discourage cartel and monopolistic business practices which 
result in restricting production and increasing prices, and 
encourage competition and productivity; and 3) encourage the 
development and strengthening of the free labor union movements 


as the collective bargaining agencies of labor. 





Encouragement of Private Enterprise and Investment En- 
couraging private enterprise and investment has long been 
carried out in the operations of various US departments and 
agencies as a part of our foreign policy. New efforts are now 
being made to seek out additional effective ways in which this 
can be accomplished, For this purpose an advisory committee 
has been established by Mr. Harriman's office, consisting of 
representatives of State, Treasury, Defense, Interior, Agricul- 
ture, Commerce, Labor,the Eximbank, Defense Materials Production 
Agency, Mutual Security Agency, Technical Cooperation Administra 
tion, and the US Executive Director of the International Bank. 





The ability of private enterprise to function effectively 
throughout the world is geaatly affected by broad programs and 
policies which are a part of the whole foreign policy of the US, 
Through participation in the military essistance and technical 


cooperation 
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cooperation programs and in the UN, through the reciprocal trade 
agreements programs and in many other activities the US is 
exerting influence toward the establishmer.t of more stabilized 
political conditions and more satisfactory economic relation- 
ships throughout the world. Among the principal specific active 
ities of the State Department in furthering the encouragement 

of private enterprise are: the negotiation of treaties of Friende 
ship, Commerce and Navigation which give assurances of non- 3 
discriminatory, fair and equitable treatment of private capital 
and private enterprise on a reciprocal basis; active support of 
tne efforts of the International Bank to stimulate private par- 
ticipation in economic development; preparation of studies of 
the factors affecting private investment and the mobilization of 
local private financial resources for development purposes in 
Latin America, Asia and the Far East; and assisting in the de- 
velopment of basic conditions essential to the encouragement of 
the growth of private enterprise and the attraction of private 
capital through Point Four. Included among the measures being 
undertaken under the auspices of the Mutual Security Agency ares 
the production assistance drive, the materials development pro- 
gram, the industrial guarantee program, offshore procurement, and 
technical assistance, In addition to these major State and MSA 
programs, Commerce directs much of its work toward fostering the 
flow of private US capital into foreign countries; Defense 
places contracts in such a manner as to comply with the spirit 
of the Benton amendment; and Treasury has made five tax recom- 
mendations, three of which have been put into effect by amend- 
ment to the Internal Revenue Code, which are designed to benefit 
private US investors in overseas enterprises. A number of con- 
ventions for the avoidance of double taxation have been con- 
cluded, and others are in prospect. jidoreover, the activities of 
the sximbank are directed to supplementing and encouraging 
private capital, and its -loans in many instances have been di- 
rected toward creation of basic conditions favorable to the sub- 
sequent establishment of private enterprise and the entrance 

of private capital. 


P The second 
section of the Benton Amendment seeks to encourage a major basie 
change in the nature of the economies of countries receiving 
assistance by discouraging cartel practices and by encouraging 
competition and productivity. For some time the US Government 
ae been developing a program of measures along these very 

nes, 


Policies 
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Policies and: : aotivatiies’ for discouraging restrictive busines 
practices include a number of broad efforts extended over a 
period of years atthe level. ° .inter-governmental agreements, 
These programs. date from the negotiation of the Lend-Lease 
Agreements during- World War II,, The US sponsored Chapter V of tt 
International. Trade : ‘Organization Charter which provided that 

the 5/4 signatortes would take measures to eliminate harmful 
restrictive business practices in. international trade. Since 
the Charter did not go irito effect, the US introduced a 
resolution in ECOSOC calling for ‘the. development of an inter- 
national agreement against restrictive business practices. 
This resolution wae passed with only the Soviet countries 
opposed and work 48 proceeding for. the development of an inter- 

national. agreement. In the GATT, the. OEEC and the EPU the US 
has pressed for the reduction of trade barriers between nations 
_ and convertibility of European currencies. These efforts have 
‘been aimed at exposing various European industries to the in- 
vigorating force of international. ar easaseatertan: 


Through bilaterd1 negotiations, "piso, ‘the: US has attempted 
to discourage restrictive business: practices. Provisions 


. - against restrictive: business practices have been included in 


all treaties of Friendship, Commerce: and Navigation which we 
have negotiated since 1948,,. including those with Italy, Uruguay, 
Ireland, Colombia, Greece, Israel and.:Denmark, Provisions 


were included ‘in-the ECA bilateral agreements with participating 


countries which called for governmental action against private 
restrictive arrangements interfering with European recovery. 
During the occupation of Western Germany and Japan, the US 


.”: dnstituted programs to eliminate restrictive business practices 


, In. both of these ‘countries, Several projects under the ECA/MSA 
_,fechnical Assistance program bear directly’ on the development 

' of national legislation to control, cartels and monopolistic 
practices, 


The US public loan policy, as set forth by the NAC and 
approved by the President in 1948, establishes that "credits 
Should not strengthen or extend business arrangements or 
practices affecting international trade which restrain competi- 
tion, limit access to markets or foster monopolistic controls", 
The ECA guaranty program, which permitted that agency to 
guarantee certain private investments abroad, has been operated 
in line with the US anti-cartel policy. In the program for 
the procurement of strategic materials abroad, the US Govern- 
ment has, where possible, taken steps to develop sources of 
supply free of cartel control and is assisting through the US 
aid program in loosening the ties of restrictive agreements. 


The 
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The encouragement of comnetition and productivity was 4 
basic task of the Marshall Plan and as a resuit of the Plan 
extensive modernization of eauipment has taken place and over-all 
productivity rates have increased significantly. MSA is now 
Stimulating the development of a special Production Assistance 
Drive in Western Europe, stressing the equitable sharing out 
of the benefits of increased productivity by management, labor 
and consumers, : 


Consideration is now being given by the US to the establish- 
ment of u positive program which could be undertaken by NATO 
with the aim of eliminating restrictive business practices 
which interfere with defense production or increase the cost 
of the joint defense effort, Efforts are being made to in- 
tensify the program under the Defense Materials Procurement 
Agency in order to avoid cartel or monopoly control] over raw 
materials needed for defense or the stockpile. In the offshore 
procurement program, guidance has been sent to procurement 
officers to assist them in avoiding the operation of cartels 
and minimizing the possibility that the cost of the procurement 
program will be increased. by them, Efforts will also be made 
to encourage bunking and credit reforms in participating countries 
in order to provide sources-of capital free of monopolistic 
control. The Governments of countries receiving aid will also 
be encouraged to remove legislative and administrative barriers 
which prevent entry into trade by new firms. 


Strengthening of Free Labor Unions The encouragement of 
free trade unionism in both Europe and the underdeveloped 
areas has been an important part of the policy of this govern- 
ment for several years, The aid program has contributed 
Significantly to setting an atmosphere favorable for the 
growth of the free unions and other democratic institutions in 
Europe by helping to keep factories running, restoring war- 
damaged plants and equipment and enabling ever-increasing out- 
put from industry and agriculture, The US has relied on the 
advice of the American trade union movement and on the assis- 
tance of labor specialists in Washington and our missions 
abroad. The responsible US labor staffs have maintained close 
relations with and have carried out programs to strengthen 
the free trade unions in Europe. At the OEEC level liaison 
is provided by the ERP-Trade Union Advisory Committee and 
recently informal relations have been established by free 
trade union groups with NATO, 


Under 


UNC LASS IFIED 


DECLASSIFIED FOR PUBLICATION IN FOREIGN | 
RELATIONS OF THE UNITED STATES 














UNC LASS IFIED 
- 12 = 


Under the technical assistance program, many European free 
trade union leaders, technicans and rank-and-file members were 
brought to the US to observe the operations of unions and 
constructive collective bargaining. Many trade unionists have 
participated also in industry productivity teams. The technical 
assistance program has also sponsored the missions of several 
American trade union leaders and labor specialists to Europe. 
Most recently, a work-study training program has been undertaken 
by MSA to enable selected Western European workers to spend a 
year working in American industry and attending special classes, 


In recognition of the importance of promoting better under- 
standing. of US policies and objectives among free labor groups 
in Europe, special information programs have been directed to 
this group. The Production Assistance Drive, with its concept 
of "sharing out" of benefits of productivity, will do much 
toward the achievement of the labor objectives of the Benton 
Amendment. Adequate consideration of labor factors in the place- 
ment of offshore procurement will help materially in implement- 
ing this part of the Mutual Security Act, 
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NG IN In the past few weeks there has been an 
Ud undeniable break in the tight materials 
., situation, but it is not yet certain 
that this development represents a genuine turn toward a 
balancing of supply and demand. 4s a result of the changed 
picture, however, Defense Mobilizer \/ilson has asked the 
National Security Council to consider whether it may wish to 
recormend an acceleration in the production of certain mili- 
tary items over the schedules now contemplated, and possible 
acceleration of existing stockpile programs. He made clear 
that it is impossible to judge at the moment whetrer the 
general easing is a relatively permanent trend or merely a 
temporary phenomenon. However, he declared that the military 
program and the industrial expansion program now under way 
Can be supported with somewhat less hardship to the civilian 
economy than was believed possible on the basis of require- 
ments figures set forth several months ago. | 


Peasous Tor the Change The new situation:can be largely 
attributed to maldistribution of allotments under the Con= 
‘trolled fiaterials Plan (CMP) and a decrease in the rate of 
consumption by the Defense Department. The Controlled 
Materials Plan is operating in such a way as to prevent con= 
s:imption of all available supplies of certain shapes of 
steel, copper and aluminum. Some producers of semi-fabricated 
metals are unable to find sufficient customers with CiP 
tickets to maintain mills in operation at full capacity, even 
though they have been allocated the necessary raw materials 
for capacity production and have customers anxious to buy 

if they could obtain the necessary tickets. In other cases, 
CP claimants with tickets have failed to take all-:the mate- 
rial allotted to them, leaving apparent surpluses «rich might 
met exist if the requests of. other claimants. had been fully 
Me@Ve ae 





The other major reason for the apparent surplus is the 
fact that the Defense Department, unable to use all: the | 
materials allocated to it, partially for -budgetary reasons; 
has turned back substantial quantities to the Defense Pre= 
duction Administration for re-distribution. However, there 
is adequate demand for any returned products, and the Defense 
Production Administration is issuing supplemental allotments 
to other claimants. The iiutual Security Agency and the 
Office of International Trade in Commerce, as foreign claim 
ant.. agencies, have also.profited from this increment, by 
obtaining substantial supplemental second-quarter export 


allocations 
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allocations in carbon steel Seger tinplate), alloy steel, 
stainless steel, brass and wire mill products, foundry products 
and aluminum. It is possible that the OIT/MSA request for an 
additional allocation of tinplate. for the second-quarter 

will also be taken care of. — — eA 


This inability of Defanse to make use of the materials 
allotted to it for essential production has resulted in a 
rescheduling of military requirements for. the. .second half. 
of the year and it appears that' the decreased estimateg; 
will be a long-run consideration. On the other hand, al- 
though the production of military end-items has not-con— 
sumed materials according to schedule, military consumption 
is still increasing... This must be taken into account ‘be- 
fore eny move is:made to relax.CMP controls, sah ee 


In another way, the demand. for.steel under the CMP - 
is limited by the still severe shortage of copper, since 
steel is usually used in conjunttion with copper, which. 
acts as an indirect. control. .ifhen copper was releaséd 
from the stockpile recently..to maintain the automobile in- 
dustry at a customary level of production, the move created 
- ah illusory effect-of.increaséd supplies, although in fact 


the copper situation. was. as tight as ever, 


| Another factor. to consider is that. the fourth-quarter 
of 1951 was tne first quarter. of full CMP operation. There 
was undoubtedly a certain amofint of forward ordering in © 
the early stages of the program, when requirements were not 
known exactly. Tnere is also evidence that: requirements 
were overstated for certain civilian programs. ‘In some 
‘civilian claimant.,agencies, during the’ fourth and first 
quarters, substantial: proportions of the materials allotted 
by. the DPA have been called for by contractors. Further- 


‘ more, the cons :mption of. materials is now severely limited 


in many civilian uses, and removal of controls: would in. 
most: instances uncover the existence of substantial demand. 
There are no statistics.to snow how tinis potential. demand 

. compares to the shortfall in demand in programmed areas. 


Copper Copper preserits one of the most serious limi- 

tations of all the critical materials, and there is little 
prospect of sizeable increases in the supply during the 

remainder of 1952. Recent strikes in the industry, a severe 

decline in the rate of imports and a limited flow of scrap 

- have all contributed to the adverse supply situation, and 
also make forward estimates very difficult. The spread* 


between 
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between US ceiling prices and some foreign prices prevents 
the US from importing the s supp plies necessary to meet CHP 
programs and international allocaticns under the Interna- 
tional Materials Conference Rs $f but the US. does not 
intend te compete for hi ce copper during the first 
quarter in order to-ac "4 fuli allocation. This 
could be done by renegotiating the Chilean copper agreement 
of last May which von the Ciiilegns to sell 20% of cop- 
per productien at higher prices thar the US pays for what 
it buys out of the remaining 80%, However, we are not 
‘disposed to take the initiative in any renegotiation since 
it would only result in higher prices. = 


Tin Deadlocked negotiations with con sential coun= | 
tries over price have resulted in a critical supply situ- . 
aticn for the US in this metal. A long spell during which 
.; M0 new acquisitions o? tin were made exhausted civilian | 

-Stocks, and led to consideration of diversions from the 

| strategic stockpile. This recourse was rejected because it 
-*would nave expcsed the US to charges of economic ageression 

in the use of the stockpile as a commercial weapon, and 
could furthermore jeopardize subsequent stockpile programs 
-;by rousing the mistrust of supplier countries. The agree- 
ment with tne UK early this year for 20,000''tons of Malayan 
tin at $1.18 :f.ocb. S: ngapore edsed’ the situation somewhat, 
although only :teiporarily,. ‘ Negotiatidns are now under way 
with the Bolivians, Indonesians and Belgians. - 


ja: Aun The world: situation in primary aluminum 
‘appears ve changed froiz an over~all.'shortage’ of some 
27,000 metric tons in 3950 to.a:slight: surplus Tectausces 

Jat 14,000 metric tons} in 1951. The change is ciiiefly the 

: result of expanded output in the US, Canada, several European 
countries, and Japan. Tne principal problem in. aluminum 

. is the short-run supply situation;: that is, the availabilities 
during the third and fourth quarters of 1952, and the first 
“half of 1953. The US aluminun expansion program will give 

us 50% more supplies tiis year and 100%. more by 1954 than 

we had in 1950. In spite of.the riseiin-US production in 

this period, there will be a continued shorta”e of primary 
aluminum resulting from the magnitude of te military require- 
ment. Also, loans from. the stockpile. should be repaid 


In 1950 the US met its essential requirements by drawing 
down commercial stocks which are now largely exnausted. In 1951 
the disparity between supply and demand became even greater with 
the expansion of the defense —— — — shortage in the 
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northwestern and southeastern areas of the US in the fall 

of 1951, and the strike at the Reynolds plants in Oregon dur- 
ing November-December of that year, aggravated this shortage 
and resulted in diversion of stockpile purchases, and with- 
drawal from the national stockpile of 20 million pounds, and 
the diversion of 22,046,000 pounds of Canadian aluminum from 
the UK to the US. As domestic needs continue to increase in 
early 1952, a further borrowing of 33,069,000 pounds from the 
UK was made. Stockpile diversions were continued and an addi- 
tional withdrawal of 37 million pounds was effected to meet 
first quarter 1952 requirements. Since November 1951 the 
Defense Production Administration has intensified efforts to 
increase aluminum supply from domestic and foreign sources. 
Bottlenecks in the domestic expansion program are being elimi- 
nated as quickly as possible. Attempts are being made to pur- 
chase spot availabilities of Italian, French and Austrian alumi- 
num, and to obtain French and Greek alumina for processing in 
Austria and Germany into aluminum for shipment to the US. In 
addition, the MSA is doing all it can to speed completion of 
the aluminum plant at Sunnadalsore, Norway, so that part of this 
plant's output can come to the US. Talks are also being con- 
tinued with the Canadians with a view to obtaining a large 
share of the new output at Kitimet, British Columbia, begin- 
ning in 1954. 3 Pag 


The stockpile goal for aluminum has up to now been calcu- 
lated to cover supnly deficits based on a five-year period of 
emergency. Assuming that the supply is known, any evaluation 
of this goal must hinge upon the anticipated demand. There are 
no firm figures yet available on-the demand pattern, but it is 
being investigated at the present time. Under current condition. 
of partial mobilization, the forecast for 1952 shows a deficit 
of 480,000 short ions of aluminum metal. The present expansion 
program, plus imports from Canada, is expected to change the 
supply -demand situation so that by 1955 under conditions of full 
mobilization there may be a deficit of 350,000 short tons. 


Currently a supply problem also.exists in cryolite, used 
as a flux in the manufacture of aluminum ingot. DPA estimates 

a shortage of 13,850 short tons for 1952, which is 19% of ex- 
pected US demand, and is attempting to negotiate purchase of 
this amount of natural cryolite from Denmark. At the same time. 
expansion of domestic plant. facilities for producing synthetic 
cryolite is in process. The supply situation in this material 
is believed to be a short-run problem, as new supplies of fluor- 
spar are becoming available for use in the production of synthe- 


tic cryolite. 
, Tungsten 
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. Tungsten, Molybdenum, Nickel and Cobalt The IMC Tungsten- 
Molybdenum fa. Yoprbiena estimated that the total free world re- 
quirements for tungsten in 1952 will amount to over 35,000 metric 
tons as compared with a total availability of 17,500 metric tons 
in1952. This is in spite of the fact that availabilities in the 
second quarter of 1952 will have increased by more than 20% over 
the first. As compared to a year ago, production has increased 
by about 80%. Any evaluation of the tungsten supply situation 
must also take into account the diversions from the stockpile, 
and the need to accelerate deliveries to the stocknile. Free 
world supplies of molybdenum for the second quarter of 1°52 have 
increased more than 10% over the previous quarter. Over the year, 
the increase in production amounts to just over 20%. Nevertheless, 
this metal, too, is still in short supply. The IMC expects a 
higher production of nickel in the second quarter, although here 
again the supply remains very critical. Total free world require- 
ments for 1952 based on first quarter requirements equal 274,000 
metric tons, against a production estimated at 135,000 metric tons.. 
Cobalt production.is expected to remain about the same this year, 
and falls far short of requirements. Total free world requirements 
based on first quarter needs, are expected to reach 17,360 metric 
tons, while estimated vroduction is 10,598 metric tons. US require- 
ments for 1952 are estimated at 9,920 metric tons. 


cine In the case of zinc, the IMC has reported a more favor- 
able outlook for the second half of 1952. Supplies are increasing 
to the extent that the IkC will allocate 20,000 more tons of zinc 
in the second quarter than in the first. If the supply position 
continues to improve, the IMC may be in a position to dispense 
with allocations in the second half of the year. 


The IMC Sulphur Committee expects that there will be 
a free world shortage of over a million tons cf sulphur in 1952, 
and there will be a shortage of approximately the same magnitude 
in 1953. Export quotas by country have been established on a six 
month basis instead of the former quarterly basis. Export licenses 
however, are still being issued on a quarterly basis. It is hoped 
that the situation will ease somewhat within the next six months 
due to prospective slight production “increases in the US and pos- 
sibly in other producing countries. The conversion of some Euro- 
pean countries to the use of other sulphur bearing materials, such 
as pyrites and zinc blends, may also help the situation somewhat. 


Ghemices Tposucts The vroduction of chemicals is much great- 
er on t ole than it was a few months ago. This is a result of 
fuller utilization of existing plants and the bringing in of many 
new ones which supply not only basic chemicals but also intermedi- 


ate and finished products. In June of last year the NPA listed 77 


chemicals 
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chemicals as in very short ‘aided and 126.in tight supply. In 
_March of this year, NPA listed 53 in short supply, with the: re- 
mainder in‘approximate balance or in fair to good supply. This 
improvement has led NPA during the last.few. months to relax or 
remove controls over many chemicals. . Since 1946 US chemical | 
capacity has greatly expanded; a._program for further exvansion is 
under way with completion goals set for 1954. .The program for 
industrial inorganic chemicals is now estimated to be 23% complete; 
=. organic chemicals a alkalies and chlorine <a com- 
plete... 


Newsprint The free world supply situation in chaneeehe: ap- 
pears to. be somewhat improved in view.of recent increases in pro- 
- @uetion in Canada and slight decreased consumption: in the-US-.. The 
IMC Pul»o and Paper-Committee has announced it is: reviewing the 
1952 overall newsprint- situation on the basis. of new. statistical 
returns requested from ail the countries. of the. free! world; After 
these data have ‘been studied, the Committee will embark upon a. 
broader newsprint program‘than it attempted in 1951 if :such. action 
is warranted. This progran, while. eontinuing limited emergency 
assistance in certain special cases, is designed primarily to en- 
. courage resumption of ‘the hewsprint trade between producers and 
foreign publishers through normal commercial channels, without’ 

relying on help from the Committee. 


- - Perrous Scrap ° Although the ferrous. screp sherees is still 
severe, it has diminished somewhat in intensity in the lest. sever- 

.al-weeks, Mill stocks have not increased. appreciably but there 
have: been no recent reports of shutdowns because: of lack of serap. 
Scrap consumers have also shown more choosiness.. Several: factors 
have contributed-to the -improved situation; a relatively mild 
winter and the nearness of good spring collection. weather -and 
NPA order M-92 which ‘limits ‘auto wrecker inventories. 3 


Manufactured ‘Products In manufactured products,. thera: has: 
been some evidence of Wray ond availability in .aluminum ‘prefabri- 
cated building materials, tractors and machine tools... It ‘is hard 
to estimate the over-all situation in machine. tools; requirements 
are shifting drastically as military. technology .changes. There 
appears to be a heavy backlog of orders on. heavy duty machines.. 

A few progucers have’ more than a two-year — of epert 7 Tor" 
such machines. os és iereae che hep a 

Rubber There is no  eeeetene. of rubber in the USs (Page 2, 
March 3, 1952 isene.) ‘ In fact there is an. excess of naturalrubd- 
-ber in the lower grades and: of GR-S_ ernphekign | The - a renaesage 
is in dienes repens tes 1 . | gaa “fA | 
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IMPACT OF NATIONAL SECURITY Information on the impact of. the 
ERUGRETT ON "US ECONO My national security program on the 


. _——_— eo ope - > -_—<-- —o 


US economy anc of the foreign 
aid profram on our balance of payments hés been prepared by 
the wgeucies concerned for use in Congressionc 1 hearings on 
the 1953 Mutual Security Program, 4 program of. this size 
cennot be carried on without scme economic dislocations, in- 
flationary pressures and other economic consequences but the 
strain’on the economy so far has been surprisingly small. 
\lthough we shall have to exnect a larger impact this year, 
it will by no means excessively strain our econemse strength 
or. our economic Well- being. | 


Industrial Capacity Tne basic reason ‘Why: we ure able to 

undertale flias Large security program-with so little strain 

1s thet our industrial capacity hes been and is expanding at 
a relatively high rate. This year, total manufacturing capacity 
is estinated at about 200% of the 1939 level an¢ more. than 

50% above menufacturing capacity at the end of the war. Over 
the next two years we should be.able to increase total output | 
by around 5% annually. Such increases would bring total gross 
national produc to Ysu9 billion in 1952 and $355 to #360 
‘billion in 1653, compered with *273 billion in i947 and $328 
billion in 1951. (a@11 measured in terms of 1951 prices). With 
sucn increases in totcl output, not only can the Presently 
projected security program be met but consumer supplits can 

in general be expected to expand. beyond any levels previously 
reached. Over the next two years, despite some cutbacks 
necessitated by materials: shortages, ‘total ‘investment and 
consumption together should be 75% above the 1939 level, 

65% above the wartime level, and at least 10% above the boom 
vear of 19/8, 


Insofar as the security program does result in a pinch on 
the economy, it is mainly through its impact on supplies of 
metals. ‘It now appears chat the intensity of . 
etrategic u«tals pinch aiid be less. than ‘vas previousiy 
contemplated. (Sec page.1.this issue.) The temporary 
curtailments in the use of ‘scarce. materiais will not involve 
sacrifices for the general public which can be regarded as 
severe in the light of the gravity of ‘the international 
situation, ‘There are, of ‘course, cutbacks in such. things as 
automobiles and construction, but a are not exces sive. 


“Inflationary 
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Inflationary Pressures However, further progress of the 
defense program will tend to increase demand and, therefore, 
inflationary pressures. While there is a luli in these 
pressures at present, the uncertainties that confront us and 
the fact that the defense program is still in the expanding 
stage, make resurgence of inflationary pressures an ever-present 
danger. It is therefore necessary to maintain effective 
anti-inflationary controls. Moreover, some of these controls 
are needed, while shortages still exist or threaten, to 
direct resources into the necessary uses as well as to con- 
tribute to the restraint of price increases. The stabilization 
ugencies are keeping controls as flexible as is consistent 
with effectiveness, and are decontrolling where clearly safe. 
After we are pest the expenditures hump and, with continued 
growth, extensive decontrol should be possible. 


Taxes In the current fiscal year the total tax receipts 
of Kederal, State and local governments in the US are expected 
to be about 26.5% of gross national product, the highest 
percentage rate since the war. There is no real evidence that 
taxes actually have yet impaired productive incentives and the 
way business generally is pressing to make new investments ~ 
argues to the contrary. A deficit is in prospect because of: 
1) the size of the essential security program, which has been 
tightly budgeted; and 2) the difficulty and undesirability 
of trying to enact both tax increases requested but not enacted 
last year and those additional taxes which would be needed 
this year on @ pay-as-we-go basis, If taxes are raised, the 
deficits will be limited in size and soon eliminated. If 
taxes are not raised, the resulting deficits should not impose 
a serious threat to the economy if we retain our anti-inflation 
program, 


Foreign Aid Of the total expected netional security 
expenditures of $65 billion in fiscal 1953, approximately 
$10.5 billion is expected to. consist of foreign aid. (This 
represents estimated expenditures from the $7.9 billion 
requested in the new Mutual Security Act plus funds available 
from previous appropriations.) This aid amounts to about 3% 
of the total output we shall be able to produce, about one- 
eighth of total Federal i.udget expenditures, and about one- 
sixth of national security expenditures. From the point of 
view of its real cost to the US the best measure of the burden 
of this aid is the quantity of goods and services that the 


American : 
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American economy will give up by providing it. This is best 
expressed by the figure of 3% just mentioned, which indicates 
the relation of this aid to the posens cas gross national 7 
output. ‘3 


Since 1939 the iid of total production has amounted 
to $150 billion in 1951 prices, cor 80%. The increase in pro- 
duction for domestic civilian use between 1939 and 1951, on a 
per capita basis, was 38%, desnite large increases in popula- 
tion and the.devotion of a vastly increased volume of goods to 
national security. For per capita personal. consumption alone, 
the increase was 344, which is in striking contrast with the 
experience of the. UK where per cavita consumption of goods and —— 
services rose onlyabout 6% from 1539 to June 30, 1951. and with - 
Western Europe as a whole “where the corresponding change in 
per capita consumption was about 1%. 


Balance of Payments As to international transactions, 
the US economy responded more quickly to. Korean - p nnng Monn 
than did the economies of foreign countries. As a result, in 
the first nine months following Korea, the volume of US imports 
increased sharply and, since commodity prices also rose very 
substantially in response to the increased demands for basic 
materials the supplies of which could not be rapidly expanded, 
these increased purchases resulted in substantial. increases in 
the dollar earnings of orimary producing countries including 
those in the overseas sterling’ area and in Latin America, ©” 
Imports of manufactures supplied largely by Western Europe — 
also increased. The upward trend in. US imports came: to an 

end in the second quarter of 1951, as government price policy 
and buying policy, directed toward stabilizing. or reducing =" 
international raw material’ prices became effective and as US 
importers tempered their buying:of items -which had-come ‘to be 
in easy supply in this eountry. US exports of goods and + 
services continued ‘at the high level éstablished in the second 
quarter of 1951 with the result that the US export surplus, . 
which had fallen to an annual rate of $1.5 billion in the sooené 
half of 1950, rosé again to an annual. rate. of epee rererians $7.44 
billion in the last quarter. of 1951. . , 


As our defense partners expand their defense: efforts, they 
are having to increase their imports of. many of the raw materials 
that have risen most in price. They are also having difficulty - 
increasing or even maintaining their exports becausei of the com- - © 
peting requirements for defense, even. though ‘they. are increasing 


their 
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their total production and are curbing domestic consumpntion and 
investment. The rise in import prices and the increased require- 
ments of their defense production for labor and for foreign and 
domestic goods have affected adversely the balance of payments 
pesition of some of the rearming industrial countries, which 
could, in general, be self-supporting were it not for the neces- 
sity of rearming. For a great many of the underdeveloped coun- 
tries of the world, the rearmament efforts of the US and other 
NAT countries has meant some economic improvement since prices 
of the raw materials which they export have risen substantially 
and demand for their exports is, in general, likely to remain 
strong. However, some other underdeveloped countries have 
shared little, if at all, in this improvement and some have 
even suffered a further deterioration in their living standards 
which has led to increased tensions and political as well as 
economic instability. 


While it is unusually difficult at the present time to make 
quantitative predictions, it seems likely that under the Mutual 
Security Program for 1952-53, our sales of goods and services 
abroad other than military end items will continue to exceed 
our purchases. It is anticipated that US imports will increase 
moderately as consumer markets pick up under the impact of an 
expanding rearmament program and as inventories are drawn down 
and that US military exvenditures abroad will also increase, 
thus resulting in increased foreign earnings. It is likely too 
that cur exports in recent months have been extraordinarily 
high owing to the foreign drive to restore or build up inven- 
tories against future shortages; certainly the recent rate of 
exports has only been sustained at the. exvense of foreign gold 
and dollar reserves. Thus it is reasonable to project a moderate 
corrective swing in payments balance resulting from some revival 
of imports accompanied by some falling off in exports. The 
latter doubtless will be fostered by curbs on imports recently 
announced by the UK, Belgium, and Frence and by some difficulty | 
for non-miiitary buyers at home and abroad to secure hard-to-get 
durables and equipment. It is even possible that such a correc- 
tion in the present imbalance may again result in the loss of. 
US gold to foreign countries and the accumulation of foreign 
dollar reserves before the end of fiscal 1953, but the heavy 
gold loss of the early post-Korean period is not expected to 
recur. As.a general proposition it is believed that sufficient 
US exports will be made available so that economically under- 
developed countries will not find reserves of gold and dollars 
accumulating because of inability to obtain imports. 


* cd * 
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ECUADORAN On March 6 the President approved 

| AGRSE.ENT PLANNED the recommendation of the inter- 
| departmental Trade Agreements Com- 

mittee that the US Government take steps to terminate the 
1938 reciprocal trade agreement with Ecuador, preferably by 
agreement of the two governments. Should Ecuador not wieh to 
terminate the agreement by mutual consent, the US will give 
notice of termination in accordance with the terns of the 
trade agreement unless: the Government of Ecuador makes an ac- 
ceptable counterproposal. iJe do not expect that Ecuador will 
be sufficiently interested in maintaining the agreement to 
nnake a counterproposal which would be acceptable to this gov- 
ernment. 








For soue time the US has been concerned over the oper~- 
ation of the trade agreement. In March 1942, es a result of 
financial difficulties of the Ecuadoran Government, notes 
were exchanged in which this government agreed to waive tem 
porarily certain of its rights under the agreement should 
Ecuador place into effect proposed duty and tax increases on 
imports in excess of those permitted by the agreement. Ecuador 
had indicated that the increases were necessary to raise 
revenues to defray certain emergency expenditures to be made 
for the construction of potable water systems in the principal 
cities of Ecuador. The Ecuadoran Government since 1942 has 
unilaterally interpreted the exchange of notes as giving it 
complete freedom not only to impose the particular increases 
in iwport charges under consideration in 1942 but also to ine 
pose new or increased taxes and exchange surcharges on imports 
of items covered by the agreement, thus substantially im- 
pairing or virtually nuliifying the concessions obtained by 
the US in the 1938 agreement. Although the US Government has 
officially protested on a number of occasions against what 
we consider to be violations of the trade agreement as modified 
by the 1942 exchange of notes, the Ecuadoran Government has 
consistently failed to take remedial action. 


Rather than abolishing the additional duties as we had 
hoped, Ecuador now intends to promulgate in the near future 
a new customs tariff which, for the most part, will consoli- 
date into specific duty rates the duties and taxes in force 
on the date of the signature of the trade agreement and the 
additional duties, taxes and heavy foreign exchange surtaxes 
wliich have been applied in contravention of the agreement. 
This proposed new tariff hag merely strengthened the opinion 
that it is desirable for the US to take remedial action re- 
garding the trade agreement, : 


In 
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In view of the unilateral interpretation by the Ecuadoran 
Government of the notes excnanged, we believe that continu- 
ation of the agreement in force would not exert any ~nder- 
ating influence on Ecuador's tariff program. Consequently 
it is believed that the position of American exports in the 
Ecuadoran market would not be worsened as a result of termi- 
nating the agreement, since the Ecuadoran Government apparent- 
ly intends 'to assess the new rates of duty on US products 
included in the existing trade agreement regardless of the 
restraining provisicns contained in the agreement. | 


- On the other hand, termination of the agreement probably 
will affect somewhat Ecuador's exports to the US. -In ar~ 
riving at its recommendation, the TAC recognized that termi- 
“nation would result in the reversion. to their pre-Ecuadoran 
eereement level of US import. duties on three products. which 
have not been included in any other trade agreement. These 
“three products account for about 12% of total 1950 US: imports 
from Ecuador. Only two of these products, sanama hats and 
balsa lumber, are of any significance. .. ae a 
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EXIMBéNK CREDIVS Indonesia is the reciplent.of-four new . 
ROR INDOUHSIA ~~ ocredits, from. the Eximbank, aggregating © 

. “<< *B82,9770,000, designed for use in financing 
importation from the US of productive equipment -and materials 
required in the 'reconstruction and development of .the -v, tal 
‘sectors of tae Indonesian economy. In announcing the credits 
which are to be applied against the $100 million line of. 
credit established in 1956, the Chairman of the Board of the: 
Eximbank said ‘that they are the result of the continued co- 
‘operation between the Eximbank and the Government of Indonesia 
looking toward ‘the effective rehabilitation and development: of 
the Indonesian economy. That cooperative effort has taken the 
form of a continuous study of negotiations in Washington.as: 
well as an Eximbank mission to Indonesia last summer and in 
the fall of 1951. Total credits authorized by the Bank to 
Indonesia now amount to $75,015,500. Funds advanced will bear 
an interest rate of 3-1/2% per annum and will be repayable in 
30 approximately equal semi-annual installments beginning °. 
March 1, 1956, ° - Bea RAL ; 
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The new allocations cover the purchase of diesel electric 
generating equipwent, hydroelectric generating equipment, 
transmission line materials, accessory control and protective 
equipment to assist tle Indonesian Government and private 
utilities to restore damaged generating plants and permit 
increased production of electric energy in certain critical- 
ly short areas. They will also cover additional automotive 
equipment, principally trucks, brit also including buses, 
jeeps, and some passenger cars urgentiy required for the 
1952 indouesian program to restore wotor vehicle transporta- 
tion facilities. They will also purchase equipment for four 
sawmills; rails and diesei locomotives for forestry railroads 
in the Java teak area; forestry equipment for logging, skid. 
ding, loading and unloading, and trucks and trailers for log 
transports; and forty marine engines to be installed in coastal 
Cargo and passenger vessels, the hulls for which have been 
ordered in Western Europe. Last year's credit agreements 
covered allocations for the purchase of automotive equipment, 
roacbuilding equipment, dredges, warehouses and other equip- 
ment and materials for the rehabilitation of port facilities, 
railway equipment, airplanes, and telecommunications equipment. 








| DECLASSIFIED FOR PUBLICATION IN FOREIGN 
_ RELATIONS OF THE UNITED STATES 











BEST COPY AVAILABLE 


ISSUE NO. 34° 
March 24, 1¢52 


SECRET 


SECURITY INFORMATION 











A DEPARTMENT OF STATE 
POLICY REPORT 


DECLASSIFIED FOR PUBLICATION IN FOREIGN 
RELATIONS OF THE UNITED STATES 











BEST COPY AVAILABLE 


Document Security Instructions 
’ 


“4 naere 
( Nn il Ex’ 
‘4 
I Ser Oth 
( ul KILOW) Oi Ui ( 
Mi nicl Wii bt 
CC lie 
on 


DECLASSIFIED FOR PUBLICATION IN FOREIGN 
RELATIONS OF THE UNITED STATES 








SECRET - SECURITY INFORMATION 


March 24, 1952 
CONTENTS 


ECE Concludes 
Seventh Session -=-\-+\+-+-e+#+-e+e2e+eec ec cee 1 
Economic Survey 
Meeting on East-West Trade 
Technical Committee Reports 
Action on Other Items 


Status of Tin 
Negotiations ----+-+-+--- eee er eee ee & 
Indonesian Agreement 
Background of Indonesian Negotiations 
Bolivia's Special Problem 
Belgian Congo Tin 


Tax Relief 
Agreements ----+-+-+-e+#-+ ese cee eee eee 7 


Developments in 
Hungarian Economy - - - - - eee ee ee ee 8 
dustry 
Agriculture 
Foreign Trade 


DECLASSIFIED FOR PUBLICATION IN FOREIGN 
RELATIONS OF THE UNITED STATES 








BEST COPY AVAILABLE 
CONFIDENTIAL + SECURITY INFORMATION 


SEVENTH SESSION ‘From the US point of view the. seventh. nbeeeew 
session of the Economic Commission. for-Europe. 

. ‘just: concluded’ in Geneva, was.the most unsatis- 
factory. ‘session to'date. This appraisal, however, is not shared. 
by the Western Buropean. participants, the secretariat, or the 


Soviet bloc ‘countries who, for different. TORRCNA » : were more. 
satisfied ‘with the: ‘outcome. - hy . eines oe 


The expianstion. for the Givétiencd of view between the UB 
and the Western European delegations, in the opinion of the US 
delegation, lies partly in the. present state of Us Western. Euro- 
pean relations. -The Western Europeans seeméd weary, ‘frustrated, — 
overwhelmed by their: recurrent economic difficulties irritated 
and. alienated by various recent US acts, and Stateme nts. . The US. - 
effort of the last: four years to sour toee Western Europe that: it - 
has within it the ability to overcome (with some. help from the US). 
its economic difficulties, does not appear to have. , penetrated 
very deeply. The concept of an expanding economy which seems so 
natural to Americans remains alien to most Europeans. .At the same 
time, they feel that’ the US is insufficiently. appreciative of : 
their need for,:and interest in, east-west trade and of the addi- 
tional historical,. cultural | and ‘sentimental ties ‘Fhas.. 13 t Western: 
with -Eastern Europe. : eo + ey $.- pais 

The : Soviet: bioc; aware of. ‘these ; aeedtadbas concentrated. its 
attack on the US and onthe effect of US policy on:Western.Europe,. 
Encouraged bythe ‘more moderate tone of the’ Eestern European coun- 
tries, bythe relative absence of direct attacks similar.to those . 
launched against Franee and Italy‘at the earlier sessions, and by — 
the ability ‘of delegations ‘ultimately ‘to ‘reach. unanimous agreement 
on a series of resolutions, the Western Europeans made no spirited 
defense of their institutions or policies, rarely came to the aid’ 
of: the US wher it was' attacked, and generally resented US ‘inter-. 
ventions ‘in defense ‘of its own “or” Western. ree policies. | 


_ The. Soviet” bloc’ thus again found “the Co ‘iesion a useful 
propaganda instrument. They prepare caref . for the annual - 
meetings and send effective propagandists ‘Like Katz-Suchy of 
Poland and Rohac of Czechoslovakia who’ stay on and remain active. 
throughout the session, whereas the chief Western Eurovean.dele- | 
gates tend to return to their capitals after a few days in Geneva. 
The Yugoslevs were seldom directly attacked and remained on the ° 
sidelines this year, somewhat disgusted. an the weak Saareinrs of 
the ‘Western: ee 6 ; 


 Bven- . though : they come: to: the 5 enna? siesd tens’ with’ no o propos | 
als regarding the program of work and no desire to engage polem: 
ics, the Western Europeans wish to preserve the ECE as:a Buropean- 
wide forum: ander oN seem: The vaquas, created iby the lack of 


fave Pn ec ‘babstantive | 
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substantive proposals. ‘from. quemeenks has been fillea in part by © 

- the secretariat which was.unusually busy this year AL 4 A 
the. session, planting ,prorosals for work,.intervening in and attemp 
-ing to steer the diseussions, enc exaggerating the significance of 
unanimity in all decisions. The.Western European: countries, howeve 
were for the most part receptive to provosals originated by the 

. secretariat.and were willing to.serve-as.sponsors-of secretariat 
“spesolutions, even though it was clear in.some instances that they 
aid “not really: understand what: was: involved in these resolutions. 


_ ‘The ‘result was~the appearance of. renewed vigor: ‘for some of the 
functioning comuittees, while actually the facts reveal a decline 
in the work of those .committees.. Many. important issues, which will 
have serious.repercussions on the vitality. of. the. committees, such 
as.German participation in the Commission, and the development of 

- competing. organizations,.such as. the prospective European Transport 
_ Authority, were. ignored: in favor of. exhortation for increased East- 
.° ern a parsivipetion and other unreal goals. 


: ‘The. most. controversial. item on the agenda was 
the wetaaste Survey of Europe in 1951, which in addition to the 
usual analyses of Western Eurovean economic conditions, this year 

- commented. extensively on Eastern.European problems and contained an 

. entire chapter on the: USSR. . (See February.11,.1952 issue). In 
general, the ECE: conclysions. concerning Eestern Europe were not 
directly refuted by the.Soviets, as this. would have. meant quoting 
data on real. military outlays and. furnishing other revealing data. 
Instead, the motives.of the, secretariat were attacked.. Secretary- 
.General. Myrdal vigorously defended the objectivity and integrity of 
the secretariat and,.in, this. partdoaler, ews the Soviet bloc def 
nitely came. tf, second-best. tebe 


rede The Commission unanimously approve 
a resolution on Ee 2 ng party. on trade, which asked 
‘Myrdal to continue his efforts to explore the possibilities of the 
expansion of. trade, by means. of mutually satisfactory agreements, 
between Western, and, Eastern Europe. This. exploration is to be made 
with a view to convening a meeting of trade experts in the autumn 
of 1952, in the event investigetion. indicates a reasonable prospect 
of concrete results. » The resolution was. adopted despite the failure 
of similar previous. meetings. It instructs the technical committee 
to assist the Executive Secretary . dn nis task by examining export 
availabilities and import requirements in their .espective fields, 
‘and reminds the governments that the services .of the secretariat 
are available to facilitate inter-governmental solution of specific 
trading problems or to explore trade — which pene 
‘may wish to put forward. ..-. 


. Soviet bloc delegates snébesnes great satewent in expand 
the level of east-west trade, stressed the burdens of rearmamen 
and the beseteesstse8 oy ae ve + ih eee and reiterated the 


need 
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need for Western Europe to insulate itself from the disastrous ef- 
fects of even minor fluctuations in the US economy. Aoparently de- 
termined to preserve the fiction that the Moscow Economic Conference 
is free of government sponsorship, they made no references to this 
conference in their speeches. They dangled the prospect of increased 
coal, timber and grain exports, but they never committed themselves. 


e Cc tt D At the outset, and throughout the 
discussion, Myrdal laid the cornerstones of the future survival of 
the ECE, full participation by all countries in the work of the 
technical committees and an increase in the level of east-west trade. 
He appealed again to the Soviet bloc to change its policy of not at- 
tending the technical committees, but nothing in the comments of the 
Eastern delegates provides any reason to believe that they will re- 
consider this policy. o 


; Reports of the Committees on Timber, Industry and Materials 
Coal, Electric Power, and Steel were examined, with brief and reia- 
tively non-controversial discussion. In connection with the timber 

report, the committee unanimously adopted a resolution noting the 

ECOSOC newsprint resolution, observing the contribution that Europe 

could make to the solution of the newsprint problem, asking the 

Executive Secretary in his trade consultations to keep in mind news- 

print requirements, and inviting the Timber Committee and other tech- 

nical committees concerned to assist efforts to increase production 
and supplies of raw materials for newsprint and printing paper. 


No support developed for the possibility of abolishing or not 
convening the Industry and Materials Committee. Instead, a resolu- 
tion was adopted which noted as an important task of the committee 
consideration of problems with regard to the supply of materials and 
equipment for investment and consumer goods industries for raising 
living standards. It requested the Executive Secretary, in agree- 
ment with officers of the committee, to consult with governments on 
when.a committee meeting would be opportune and to convene as neces- 
sary special ad hoc working parties. The possibility of raising the 
housing sub-committee to a full committee, as suggested by Denmark, 
was held over until next year’s plenary. 


Action op Other hens The Commission adopted a resolution 
authorizing its committees and subsidiary bodies to give voting 
rights to European countries non-menbers of the UN that attend their 
meetings. It also adopted a resolution calling for closer collabora- 
tion with the Economic Commissions for Asia and the Far East and for 
Latin America, reflecting a general desire to strengthen inter- 
regional trade and cooperation. March 3,.1953 was set as the date 

of the next session, subject to consultation with the Economic and 
Social Council. hay a 


* + *- 
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STATUS OF TIN Last week agreement was reached between the US and 
NEGOTTATIONS Indonesia on the purchase end sale of tin. Under 
the terms of the agreement, the US will buy 
approximately 18,000 tons of tin a year at the same price that 
was negotiated with the British in January for Malayan tin. . Mean- 
while, tin negotiations continue in Washington with the Bolivians 
and the Belgians, The latter have shown interest in the US offer 
of $1.18 for tin from the Belgian Congo, but the matter is being 
referred to the home government for further consideration, Negoti 
ations with the Bolivians are presently stalemated on the price 
issue, but another meeting is scheduled for this week. 


Indonesian Agreement While a formal contract with Indonesia 
still remains to Fe worked out, the US has agreed to buy through 
the Reconstruction, Finance Corporation a minimum of 18,000 tons 

a year, or 58% of Indonesian production, whichever is lowest. Of 
this amount, 8,000 tons a year will be concentrates (tin in ore 
form). The maximum the US is obligated to take is 20,000 tons a 
year, The price agreed is $1.18 a pound f.o.b. port of shipment, 
for two years, with prices for a third year to be determined 
later. However, if the US should offer a higher price to any 
other supplier while the US-UK agreement is in operation, the 
Indonesians will get the benefit of the higher price, and their 
contract will otherwise continue as written. If the US offers a 
higher price to another supplier after the US-UK agreement has 
expired, the indonesians may get the higher price if they wish 
but would then have to accept the terms cf the other contract. 
However, the US may buy up to 5,000 tons on a spot basis from 
other suppliers without bringing this protective clause into 
effect. The RFC will adjust for any rise in cost of ocean freight 
or insurance rates above 2-3/4 cents. 


Background of Indonesian Negotiations Tin is the second 
largest earner of foreign exchange for onesia, Rubber is the 
most important product, earning about four times the income that 
tin does. Therefore, what happens to Indonesian tin does not 
arouse the same degree‘ of emotional tension as in one-product 
Bolivia, but it is still important to the country's economy. 
Since World War II, Indonesia hrs produced 30-32,000 tons of tin 
a year out of a world productic of 164,000 tons, Present US con- 
sumption is about 61,000 tons, aithough we need more than 
70,000 tons for unrestricted civilian and defense production, and 
would take more for the stockpile if it were available. _.: 


In Indonesia, the producing companies are controlled by the 
government, and the tin output is usually marketed by shipping 
concentrates (metal in the form of ore) to the Netherlands for 
smelting. The remainder, about 8,000 tons, goes to the US. Indo- 
nesian tin producing costs are probably the lowest in the world, 
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The US signed a contract with Indonesia in 1950 under which 
tin metal was to be bought for the stockpile, and tin concentrates 
were to be bought by, RPC, for. the Texas City . smelter, However, 
stockpile “because we consider¢d the price too highs Thene was. a 
cleuse in the metal contract which permitted - us to do this, ‘but 
none in ‘the. consentrates contract, with the result that purchases 
“of the: latter’ continued. © Conversations hétween Indonesia and, 
the, RFC. took place ‘intermittently following the cancellation of 
the’ metal contract. . The US offered $1.03 a. pound,. while the. 
‘Indonesians insisted on $1.50.° No progress, was: made. .When.a , 
US mission went to Malaya in November 1951 to study ‘the vin 
“ situation, RFC. and DMPA (Defense Materials’ Procurement: Agency) 
members of. the mission travelled: to Indonesia: to take’ up the - 
matter: again with: the Indoriesian Government. They offered $1.12 
and the “Indonesians: asked: for $1.25. ‘When if January 1552, the 
‘US and UK sighed & contract: for the shipment of 20,000 tons of: 

' Nalayan tin to tie US es $1.28 Fo.bs- pore oF: eh phen’; ‘the’ Indo- 
nesians. followed zp'a US cavitation to negotiate in. Weshinstona - 
tc resume’ discussions, ‘In the midst of these negotiations, the 
Indonesian Cabinet resigned as a: reshit of the agreement ae 
“with ‘the: US. pursuant: to the. requirements of Section: ‘5il'-(a)'- 
‘(military, ecoriomic or technical assistance): of the’ Mutuat ~~ 
Security Act. The’ Indonesians are sensitive about thé: appearance 
of their relations: with: the US, and want to avoid identification 
with either Western powers'or the Soviet bloc at a11'times.' : 
They have stated publicly ‘that they would se11 their raw materials 
wherever ‘they ‘could buy finished products needed for their ~~’ 
economy, Thus it was: necessary for the: Indonesian negotiators 

- to show ‘results advantageous’ tO ‘their: country. ‘In this’ respect 

- the length. of the contract: was: of: paramount: importance, since 

they want a stable market... The Indonesian negotiators obtained 
the. long-term. contract: desired, .and: moreover; they can assure 
their: cpuntrymen; of an. inerease in the: price: for their tin: if . 
thas US; Agrees to. a: niger: price: with. Boiivia or: any: other. country. 


Via's Specta 1. Probieni Approximately 70%. of. ‘Bolivia's 
foreiee exchange ear tase Come. from. tin’ exports, and about half 
‘of, the. population; the most: articulate halt, is: heavily dependent 
on. the country's. foreign: exchange. income: for: ampoyts, of food and 
‘other’ necessities, Boliyia does hot, have. a sme ter to refine 
its ores, and since 1941 has sold about heir: ‘its tih output, to 
the RFC for smelting. Most of the rest goes to the UK, Bolivia 
has higher production costs than'either of its two principal 
competitors-+Malaya and. Indonésia+-partially. for natural reasons, 
and: partially. because’ of: ‘the. high tax:levied by the Bolivian 
Government on tin-exports..:' About 50% of the Government's revenues 
comes from:tin taxes. On the other hand, Bolivia has an important 
bargaining point with the US in that Bolivian tin is in the 
Western Hemisphere and. bee neeredadh is oo for strategic 


reasons 
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reasons, especially in view of Communist inroads in Southeast 
Asia. However, it is US policy not to discriminate among 
friendly countries on grounds of nationality, and the US has 
never agreed to give substantial preferential price treatment 

to the Bolivian mining industry because of its special producing 
and tax problems, Instead, the US has sought to help Botivia 
meet its difficulties by aiding in the diversification of its 
economy and by granting loans and credits for developmental and 
technical assistance purposes. - - : 


In March 1951, a few days after. expiration of the last long- 
term contract between the US and Bolivia, the US suspended tin 
stockpile purchases and private trading in tin, making the RFC 
the sole US importer of that metal. These actions, together 
with RFC sales at less than world price for domestic consumption, 
s00n broke the market on which tin had risen from 74¢ to more 
than $1.83 in the course of the year. At the same time, the 
Johnson subcommittee of the Senate Armed Forces Preparedness 
Committee issued a report which denounced the tin protucing 
countries as gougers. Tensions increased on both sides, result- 
ing in an atmosphere of bitterness and stubbornness. Since that 
time there have been two interim contracts, the first at the 
Singapore price and the second at $1.12. The latter contract 
followed the visit of a joint State-RFC-Interior mission to 
Bolivia to study production costs, and the Bolivians hoped it 
would eventually result in a higher price for them since the 
interim contract included a retroactive price clause. However, 
negotiations for a long-term contract subsequently broke down. 


: Meanwhile, no tin was forthcoming from other producing 
countries at prices the US was willing to pay, and US stocks 

for civilian consumption declined toa critical level. Con- 
sideration was given to the use of the strategic stockpile for 
civilian supplies, but this course was rejected. It would have 
exposed the US to charges of using the stockpile as an economic 
weapon, and would have jeopardized the whole US raw materials 
procurement program. Following this decision, UK officials came 
to the US to discuss mutual materials problems and this led to 
an agreement with the UK for 20,000 tons of Malayan tin at $1.18 
a pound f.0.b. Singapore and opened the way for US negotiations 
with other countries. 


_ Belgian Congo Tin The Belgian Congo produces. 1e to 13,000 

tons of ein a year, of which the US would get about half if a 
contract is successfully concluded. The last contract between 
the US. and the Belgians was signed in 1950 for a minimum of 

- 5,000 tons and a maximum of 8,000 tons of metal a year, and for a 
minimum of 1,500 tons of concentrates and a maximum of 3,000 tons. 
The metal contract, like that with the Indonesians, was suspended 
in July 1951 on the grounds that the tin price was too high. 


+ * x. sae . TAX 
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TAX RELI£F Exceilent progress has been made in negotis= 
SABEMSELS etions with Euronear. countries on tax relief 

for US expenditures for common defense. In the 
meantime, in compliance with Section 521 of the Mutual Secur- 
ity dct of 1951 which directed that no Title I funds should 
be expended for taxes connected with the construction or 
acquisition of facilities-for the common defense, there 
- have been withholding arrangements pending formal tax re- 
lief agreements, 


Negotiation of formal agreements was Ineuswrated in 
November 1951. A special tax delegation went to Europe at 
tue end of December to assist. the diplomatic missions in 
this regard. To date formal agreements have been concluded 
with Italy, the Netherlands, the UK, France, Iceland, Portugal, 
-secibor-aped and Belgium. Some-further action is needed from 
Norway and Denmark; negotiations have been started with re- 
gard to Morocco; and future negotiations with Greece, Turkey 
and Spain are in the planning stage. In certain cases, some 
parlianentary action is going to be necessary to fully im 
plement the arrangements, but it is anticipated that this 
will be speediiy taxen and, in the interim, appropriate with- 
. holding arrangements govern the situation. The technical 
problems which the negotiating countries faced in accomplish- 
ing this tax relief might well have involved far greater 
delay, had it not been for the spirit of urgency and co- 
operation with which they approached this problem. 


All US expendit tures for common defense in the coun- 


_.tries concerned are included in the tax relief agreements, 


including expenditures for US aid programs. -This-covers 
procurement for US or foreign forces abroad,: offshore 
procurement and permanent airfield and ground installa- 
tions (infrastructure), whether or not multilateraily fi- 
nanced and regardless of the currency in-which made, 
although Belgium insisted that there would be no expend- 
itures allowed in anything but dollars or. Belgian francs 
purchased with dollars. The relief covers all payments 
made after the date of the agreements, even though based 
on pre-existing contracts or on the cost-sharing formula 
adopted at the Ottawa NATO meeting. . In general all “sales 
tax" types of taxes, whether on production, transfer, 

sale or purchase of goods or services are included, as are 
registration of contracts taxes and import duties, "put 

not social Security contributions or income taxes. 


+ * * 
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DEVELOPMENTS IN . The general economic situation in Hungary 
HUNGaRIAN ECONOMY in the year 1951 was marked by the upward 
revision of the. Five-Year Plan, particu- 
larly in heavy industry, and by increasing evidence that the 
new targets were too ambitious for the Hungarian economy. 
Despite official claims that the over-all Plan for 1951 was 
achieved, and despite a probably significant increase in over- 
all output, it is evident that there was a lag in the produc- 
tion of basic materials, new employment, and investments. The 
over-ambitious pace for the development of heavy industry and 
the poor1950 harvest necessarily resulted in a shortage of food 
and consumer goods. This was particularly true since the 
Hungarian Government had to meet food export commitments in 
order to obtain necessary industrial raw materials and equip- 
ment. In spite of widespread rumors concerning a currency 
revision as a result.of the recent Rumanian re-evaluation, 
there has been no definite evidence to indicate an urgency 
for re-evaluation in Hungary at the present time. There were 
no startling changes in Hungary's foreign trade in 1951. The 
proportion. of trade carried on with the Soviet orbit. continued 
to increase and accounted for more than half the total. There -- 
was a slight deciine in trade with the West, reflecting Soviet 
bloc efforts toward autarchy and the tightening of NATO country 
. eontrols on exports of strategic items. : | 


Nearly every pvhase of Hungarian internal political, eco- 
nomic, social, religious and cultural activity showed a trend 
toward closer assimilation to the Soviet model which can. be 
expected to continue until complete alignment is achieved. 
Foreign relations were marked by complete subservience to the 
policies. and interests of the Soviet Union. The rate of in- 
crease in the over-all level of »nroduction which continued in 
1951 is becoming increasingly difficult to maintain and a 

erisis may oecur-in 1952 unless more Soviet assistance is. of- 
fered, or there is less Soviet drain on the economy. The decline 
in the standard-of-living which has been an inevitable result 

of the exaggerated industrialization continued during the year, 
and can be expected to be accentuated in 1952 since the Hungarian 
economic authorities admit that. much of the enormous capital | 
investment planned for this year will not produce. any results 
until following years. Part of this lowering of the standard- 
of-living cannot be avoided under presert economic policies, 

but part is believed to be a deliberate plan to reduce Hungarian 
standards to those of the Soviet people. Hungary may thus bene- 
fit by any improvement in the USSR standards. 


industry 
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Industry The new plans for heavy and basic industries 
seemed inordinately ambitious for a country so poor in coal and 
iron ore; whey were apparently drafted with Soviet rather than 
Hungarian requirements in mind, and with armament in its widest 
sense as the principal consideration. Industrial] production 
in 1951, according to the General Statistical Bureau, was 30% 
above the 1950 level. Although there is reason to doubt the 
accuracy of this figure, there probably was a significant in- 
crease in over-all output. It is apparent, however, that there 
was serious deterioretion in quality and a laz in the production 
of certain essential basic materials, i.e., coal, crude s*cel, 
and building materials. 


The lag in production of basic materials and the govern- 
ment's inability to imnort adequate quantities of certain raw 
materials, such as rubber and nonferrous metals, in sufficient 
quantities led to the introduction early in 1951 of a raw mate- 
rial austerity movement. Another new development was the intro- 
duction early in 1951 of a system of individual plans and account- 
ing for each factory, as in the Soviet system. This system may 
have helped somewhat in increasing quantitative output and sav- 
ing raw materials, but it also appears to have encovraged a 
deterioration in quality and a tendency to falsify records. 


One of the most serious industrial problems over the past 
years has been the extent of manpower migration and slack labor 
discipline. It is evident in the speeches made by top leaders 
thet all their efforts in 1951 to legislate against slack labor 
discipline failed to solve the problems. In January 1952, after 
trying legal measures, bonuses, and exhortations, the government 
began to criminally prosecute workers: who violated labor disci- 
pline, and many severe sentences were passed. Coupled with this 
labor vroblem was a general manpower shortage and a serious 
scarcity of engineers, competent managers and skilled technicsl 
versonnel, “auf 


Agriculsure Crops last year were the best since the end . 
of the war, and were principally wheat, rye, barley, corn, pota- 
toes, and sugar beets. In contrast, the livestock situation was 
most unsatisfactory. Owing to the shortage of feed occasioned 
by the 1950 drought, livestock numbers dwindled sharply during 
the winter of 1950-51, The extremely low prices offered by the 
State for livestock and lard acted as a deterrent to delivery of 
these commodities through official channels. Shortage of these 
items led to great dissatisfaction among industrial workers with 
a resultant decline in morale and production that gave serious 
concern to the country's leaders. | 


The 
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The year 1951 marked an impressive increase of almost 100 
percent in the land collectivized. When the year began, about 
13% of the total arable land was being farmed by State and 
collective farms. By the year's end, cooperatives were reported 
to own about 15.6% of the arable land and State farms approxi- 
mately 9%. It should be noted, however, that most of the new 
collectives were of types closer to the Western type of coopera- 
tive than to the Soviet. Many peasants found that it was easier 
to yield to pressure and join & cooperative, particularily since 
this also brought them certain tax and credit benefits. 


The Communist leaders seem to be faced with a dilemma in 


looking toward 1952. In order to obtain appreciably more indus- 


trial manpower, they would have to effect rapid and large-scale 


collectivization. But the stubborn resistance of the individual 
peasants who still hold: 75% of the land makes it clear that such 


a program would have disastrous effects on the 1952 crop and 
would lead to serious disturbances, Apparently the decision has 
been made in favor of maximizing the 1952 crop and any all-out 
campaign for collectivization has been postponed. Instead, the 
government will pursue. a policy euphemistically called "planned 
influencing" which involves the use of discriminatory taxation, 
price fixing, crop surrender quotas:and seed and fertilizer 
allocations. A combination of these measures will make life 


‘extremely difficult for the independent peasant, but it is 


Goubtful that it wili drive a large number of them into coopera- 


tives, , 


Foreign Trade Trade agreements were in effect with all 


. Soviet bioe countries, ‘but’ little is known of their contents. 


‘Phe Soviet Union, Czechoslovakia ‘and Poland appeared to be 


Hungury's principal Soviet orbit trading partners, in the order 
named. The Soviet Union exported timber, iron. ore, raw cotton, 
agricultural ‘machinery, mining equipment, :and other machinery to 


- Hungary; the latter delivered industria] equipmerit, locomotives, 


‘diesel trains, ‘barges, and so on. Part of the shipments to the 


. USSR covered ‘annual reparations payments, equivalent to approxi- 


mately $15imillion which are to continue through 1952. Czecho- 


Siovalkia's principal exports to Hungary were heavy industrial 


eguipment, machinery ‘and chemicals, for which Hungary exchanged 
mainly agricultural produce. . In Polish-Hungarian trade, principal 
items of exchange were :Polish coal and coke (most important in 
view of Hungary's -lag in coal production) against Hungarian 
agricultural produce... iy 5 Pere OU eS 

Trade with the West continued to be directed toward obtain- 
ing as large a volume of essential raw materials, semi- 
manufactures and industrial equipment as possible. The most 


sought-after commodities. were non-ferrous metals, notably copper, 
lead, zinc and manganere; steel, steel scrap and steel products 


of 
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of all kinds; ball bearings; heavy industrial equipment; mercury; 
Sulphur and caustic soda. In exchange, the Hungarians delivered 
principally agricultural produce, notably grain, meat and 
tobacco and textiles. Frequently they allowed their exports to 
lag in order to pressure their trading partner into accepting 
soft goods to balance accounts. 


Hungary had no trade agreement with either Belgium or the 
UK in 1951, but nevertheless continued to import substantial 
Quantities of essential commodities from both. Belgian sales to 
Hungary were considerably in excess of Hungarian exports to 
Belgium; Hungary obtained the necessary Belgian francs in 
Switzerland by selling other currencies, principally US dollars. 
In trade with the UK, Hungary's 1951 exports were virtually nil, 
owing to Britain's refusal to grant import licenses for Hungarian 
goods while the British national, Edgar Sanders, arrested with 
Robert Vogeler on charges of espionage, remains in jail. UK 
exports and re-exports to Hungary declined somewhat but remained 
substantial, amounting in the first ten months of 1951 to 
approximately £1.2 million, of which raw wool accounted for about 
half. Hungary apparently obtained the necessary sterling through 
exports to other parts of the British Commonwealth, with textiles 
(often solid at "dumping" prices) playing an important role, 
Other important non-satellite suppliers were Egypt (cotton), 
Lebanon (scrap) and Argentina (hides and maa Hungary ex- 
ported important quantities of machinery, diesel trains and other 
goods to these countries. 


US exports to Hungary were insignificant due to export con- 
trols on strategic items and to Hungarian reluctance to spend 
dollars on anything but strategic items. Hungarian exports to 
the US increased in 1951, with bed feathers the most important 
item, accounting for about half the total. The next most inm- 
portant export was seeds, and sales of basketwear and wearing 
apparel also increased significantly. The US note of July 5 re- 
guesting termination of the most-favored-nation clause of the 
1952 commercial and consular treaty between the two countries 
was rejected by the Hungarian Government. Since the government 
refused to consider nullification of this clause, the entire 
treaty wiil be terminated on July 5, 1952. The effect on 
Hungarian exports, however, will be negligible. 


More important than exports in procuring US currency were 
charitable dollar remittances, The American Jewish Joint Distri- 
bution Committee spent between two and three million dollars ard 
Hungarian Government hard currency receipts from "IKKA" gift 
parcels probably exceeded half a million dollars, These dollars 
were essential to Hungary in buying strategic goods from Switzer- 
land, Belgium and Lebanon as well as from various illegal sources. 


* _ + 
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PLENARY SESSION PLANNED FOR The preparatory meeting on European 
EUROPEAN AGRICULTURAL POOL agricultural integration, which was 

! held last week, decided to hold a 
plenary session in Paris sometime between June and the.end of 
September to draft terms of a treaty. On behalf of all the cotn- 
tries represented at the preliminary meeting, France is to organ- 
ize an ad hoc autonomous conference which wiil carry out its work 
in liaison with the Organization for European “onnmic Coozerazion 
and which will submit its final resolutions, for opinion only, 
to the Consultative Assembly of the Council of Europe. An in*terim 
working party, including representatives of all the participating 
countries, was established to make factual studies prior to the 
meeting. The plenary session will discuss: 1) ways and means of 
organizing and unifying the European agricultural market; 2) struc- 
ture and powers of the institutions necessary in carrying out the 
aims of the organization; 3) the relations to be established with 
overseas countries or countries which are not members of the pool; 
and 4) the work of the interim working committee. 


The French Government, acting as sole sponsor, issued invita- 
tions to all the countries participating in the Council of Europe, 
plus Switzerland, Austria, and Portugal to participate in the 
preparatory meeting. This meeting represents the latest of several 
French efforts on behalf of such an agricultural integration plan. 
Previously a French representative had presented a report on a 
European Authority for Agriculture to the Agricultural Committee 
of the Consultative Assembly of the Council of Surope in February 
1951. This report proposed a supra-national High Authority which 
would have the power to establish “a balance between supply and 
demand", to set up a "European price" for each agricultural product 
in the plan, to coordinate the various national production programs 
of the member countries and, in the final stage, to unify agri- 
cultural markets. In last week's meeting, originally planned for 
last year, the French used as a frame of reference, a memorandum 
outlining the general principles contained in the February report 
to the Council of Europe. 3 


isal the Meeti Although last week's meeting 
served to aevelop a broader interest in agricultural integration 
and to convince ell countries that an opportunity exists to take 
into account their viewpoints in the evolution of the plan, the 
conference ell lar short of the hopes of the French and the Dutch. 
They had hoped that the:six Schuman Plan countries would agree to 
a High Autrcrity and that the relationship of uther countries to 
the High Artnority could be resolved subsequently. However, there 
was no agreenent even among Schuman Plan countries on a supra- 
national authority and the conference did not come to grips with 
other major issues. 


In 
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In the absence of any specific plan for agricultural 
integration, there vas full opportunity for the expression of all 
siuades of opinion. Representatives from the various Hinistries 
of agriculture, which dominated the meeting,reflected the pro- 
ducers' viewpoint, especially since the positions of the coun- 
tries apparently were influenced by suggestions of official and 
private groups interested in expanding exports. This resulted 
in extremely cautious tactics as delegates would not run the 
risk of criticism fro’ constituent producer groups. Also it 
raises a question as to whether interests of food deficit coun- 
tries will be adequately represented. Although the feeling was 
widespread that little progress was made in the meeting, all 
countries will probably attend the plenary conference, | 


| attitudes of European Countries During the meeting only 
four countries, Turkey, the Netherlands, France and Greece favored 


without qualifications a supra-national authority. The reactions 
of the other delegations ranged from strong opposition to re- 
served opinions, pending clarification of terms. Discussions of 
co:wodities to be included ranged from the Gernan proposal of 
sugar and wheat to the Netherlands plan which would cover all 
agricultural vroducts,. 


The position of the Netherlands delegation was very strongly 
in favor of comprehensive integration, The Netherlands not only 
generally supported the French proposal but emphasized that 
limited measures or a limited commodity approach were unaccept- 
able. The Dutch iiinister of Agriculture stated that a common 
European market should not be a protected or restrictive one. 


The French position appeared less firm than the Dutch and 
reflected disagreements among French elements. iiembers of the 
French farm bloc were extremely dissatisfied with the pre- 
sentation of the French position by the .iinister of Agriculture 
on the grounds that it was not fully in keeping with the French 
position as they understood it, particularly with respect to 
lack of insistence on the need for a supra-national authority. 


The UK delegate encouraged the undertaking of an integration 
program by the continental countries. while making it clear 
that the Uh could not join the authority due to Comnonwealth 
comnitments, he stated the UK would like to associate with it 
closely and participate in the plenary meeting. 


US 
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US Position No US observer was invited to the informal 
conference as the French had indicated in calling the meeting 
that they considered the problem exclusively European in nature. 
They did, however, desire US support. 





A US press statement on the establishment of 2 single 
European market for agricultural products was released in Europe 
by the MSA European Office. It pointed out that the US Govern- 
ment considers European agricultural integration a logical phase 
of general European unification. It also welcomes any discussion 
or developments leading to the creation of a single European 
market for agricultural products which would: 1) embody specific 
measures for expanding trade through the progressive elimina- | 
tion of trade barriers in Europe and aim at lowering of barriers 
to trade with the rest of the world; 2) encourage increased 
efficiency in agricultural production and the expansion of 
agricultural output towards optimum levels which will strengthen 
the European economy and the common defense effort; 3) contribute 
to increased efficiency in the marketing and distribution of : 
agricultural products in order to benefit both consumers and pro- 
ducers; and 5 contribute in this way to maintaining and im- 
proving European living standards. The statement pointed out 
that achievement of these objectives will require that nations 
be willing, as in the Schuman Plan, to modify policies which 
prevent shifts in the use of their resources in accordance with 
the economic requirements of a competitive market. It stated 
that, while existing proposals for agricultural integration | 
appear in certain respects to fall short of these objectives, 
the US is confident that Western Europe will develop a plan for 
agriculture which will genuinely contribute to the strength and 
prosperity of Western Europe. 


There was some concern that a US statement on the agri- 
cultural conference could have certain adverse repercussions-- 
such as building up the importance of an admittedly "exploratory" 
meeting, reinforcing Communist chai‘ges that the agricultural 
pool is an.American idea being forced on the Europeans, and 
involving the US directly at an early stage of negotiations. 
However, it was felt that the statement could assist in promoting 
our objectives not only by encouraging further steps toward . 
economic and political European integration,. but by outlining , 
essential elements of genuine agricultural: integration and indi- | 
cating that we considered existing plans inadequate. The state- 
ment avoids the implication that we regard a successful con- 
ference as indispensable to further European economic integration. 
It was also felt that US failure to issue a favorable statement 
would greatly discourage many of the workers for agricultural 


integration. . 
* _ * 
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IBRD REPORT ON INTERNATION The International Bank for Recon- 





FINANCE CORPORATION PROPOSAL struction and Development (IBRD) 

has prepared a report on a proposal 
for an International Finance Corporation organized as an affiliate 
of the IBRD, to heip finance productive private enterprise through 
equity investments and through loans without government guarantees. 
In its report the IBRD makes no recommendation on whether or not 
such an organization should be established but believes that an 
institution of this type would fill an important gap in the exist- 
ing international financial machinery for promoting economic de- 
velopment. Its success would be measured by the flow of capital 
it generated, directly and indirectly, from private investors, as 
wel: as from its own resources. The IBRD also believes that, 
while the extent to which the Corporation could generate such a 
flow of capital can be determined only by experience, it would be 
able, over a period of years, to give a substantial stimulus to 
the growth of private enterprise, contributing significantly to 
the further development of member countries. 











An International Finance Corporation was first proposed in 
March 1951 by the United States International Development Advisory 
Board, headed by Nelson Rockefeller, in its report entitled 
Partners in Progress (see page 10, March 12, 1951 issue). Subse- 
quently, a group of United Nations experts, in a report entitled 
Measures for the Economic Development of Underdeveloped Countries, 
recommended that the proposal be given further study. (See page 3, 
May 15, 1951 issue) ‘The latter resulted in the UN Economic and 
Social Council requesting the IBRD to consider whether an Inter- 
national Finance Corporation could make significant additional 
contributions to economic development, over and above those that 
can be made by existing organizations. The Bank's report will be 
considered at the 13th session of ECOSOC which opens in New York 
on May 13, and a US position on it is now being developed. 


The report limits itself to an examination of the potential 
contribution of an International Finance Corporation and makes no 
attempt to evaluate on a comparative basis this proposal es against 
other means of increasing private investment, such as tax incen- 
aeenes - ~rmaa guarantees of convertibility, bilateral treaties 
an e like. 


, General Character of Proposed Corporation If such a corpora- 
tion were established, the Bank report holds that it should pro- 


mote economic development through the stimulation of private in- 
vestment in its member countries. It would seek to perform this 


function 
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function by bringing together investment opportunities, capital 
(both domestic and foreign), and experienced management, and by 
helping to finance private productive undertakings through equity 
investments and loans without government guarantee. As a matter 
of general policy, the Corporation would not accept responsibility 
for management or a controlling equity interest in the undertak- 
ings in which it invested. No special immunity or. status would 
attach to those undertakings solely by: reason of the:Corporation's 
participation in.them. The Corporation would attempt to revolve 
its funds as rapidly as possible by. selling securities ia its port: 
folio whenever possible to do so at a fair price. 


The Corporation would be an affiliate.of the IBRD and. would 
make the fullest possible use of the Bank's technical and adminis- 
trative staff... With the possible exception of a‘ nominal subscrip- 
tion by the Bank to the voting stock, the capital of the Corpora- 
tion -.would be provided: by its member governments and not by the 
IBRD. The amount of capital would have to: be decided by govern- 
ments in the light of other demands on their resources, but as a 
general principle, the IBRD believes that the Corporation's funds 
should be sufficient to make a real impact, without being so great 
as to raise unreasonable expectations. In the original proposal, 
which seems to be consistent with this principle, the US Inter- 
national Development Advisory Board suggested a total capitaliza- 
tion equivalent to US$400 million, of which a third would be paid 
in initially and the balance subject to call, to be subseribed by 
members of the IBRD in proportion to their subscriptions to the 
stock of the IBRD. Membership in the Corporation would be open 
to all members of the International Bank. 


The Bank considers that a need exists for. the » enensten of 
private enterprise, with equity capital having a ‘special signifi- 
cance in the development field. Risk capital has historically | 
been the major financial base for economic growth in ‘the more — 
industrialized nations. In comparison with loans, it makes indi- 
vidual enterprises less vulnerable to temporary business diffi- 
culties. When it comes from abroad it is iikely ‘to bring with it 
needed managerial and technical skills which may not. be available 
otherwise and it is less rigid than loan in its effect — 
on the balance of payments. 


Ecistine Byblic Investuent_Jostitations, ‘There are in exist- 
ence a number of national financing institutions of a public or 
semi-public character, whose objective has been to. supplement the 
flow of private capital through loans to private enterprises or, 
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in some cases, through equity participations. Government sponsor- 
ship has provided them with public funds and given them safeguards 
not available to the private investor. Most of them, such as the 
development institutions established in some of the Latin American 
countries, and other institutions for the same general purpose in 
Europe, are concerned solely with domestic financing. Others 
operate only in the overseas territories of the metropolitan 
country. Only one major national institution, the US Eximbank, 
operates beyond national boundaries, without restriction to a 
particular geographical area, and most of its funds have been 

used for loans to governments and government-sponsored undertekings. 


Although they perform a useful function, the IBRD report 
points out that national institutions are subject to inherent 
limitations guite apart from any geographical or functional re- 
strictions which may be imposed upon them. The private entre- 
preneur is often wary of recourse to public funds for fear that 
this may open the door to government interference in. his business. 
Moreover, national institutions either provide no equity financing 
or do not provide it in any significant volume. Whatever view may 
be taken of government participation in domestic equity investment 
participation by national institutions in foreign equity investmen' 
would be subject to obvious difficulties. Justifiably or not, 
their activities in this field are not likely to be regarded as 
rn disinterested from either a business or pelitical point 
OL View. : <e 


The ability of the IBRD to contribute directly to the growth 
of private investment is also limited, with the statutory require- 
ment that all its loans must be guaranteed by the. government, or 
the central bank or its equivalent, of the country in-which the 
project to be financed is located. Moreover, the fact that the 
IBRD does not engage in equity financing stands in the way of 
greater assistance to the private sector. .*3 4 = 


potentialities of the Corporation The JERD report states, 
that the most immediate contribution of an International Finance 
Corporation would be provision of funds to enable. private inves- 
tors, both domestic and foreign, to undertake promising projects 
which are now held back by lack of adequate capital. Secondiy, 
through the Corporation, private investors who have not previously 
realized the opportunities for profitable investment abroad might 
be encouraged to enter the foreign investment field. Thirdly, 
participation by the Corporation should encourage investors to. 
embark on projects from which they may be deterred not so much by 
jack of capital as by lack of-confidence.. Participation by the 


Corporation 
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Corporation would give some assurance against the possibility of 
arbitrary and unfriendly treatment; because of its international 
character the Corporation should be able to create confidence both 
in investors and in recipient countries that the legitimate inter-. 
est of each will be respected. In the longer run, the Bank report 
states, the Corporation could be expected to fill a broader..role, 
in which it would be a pilot operation:dealing with the problems 
of private international investment as they arise in specific 
cases. Its participation in an undertaking should make it possi- 
ble to deal with problems at an-early stage, according to the 
merits of the particular situation. This would be a considerable 
improvement over the present situation where statements of princi- 
ple, contracts and treaties can serve to improve the atmosphere 
for private investment but whose effectiveness. is limited as they 
are either too general in their terms to serve as safeguards or 
too rigid to permit the flexibility. Sognsses. by vary ing conditions. 


Although the Corporation should be. able to. contribute to the 
development process in these ways, the’ IBRD points out that there 
are inherent limitations on what such an institution can reason- 
ably. be expected to achieve. These limitations should be clearly 
understood, since unrealistic expectations might prove; almost as 
prejudicial to the Corporation's activities as lack of sympathy 
with its purposes. The Corporation ‘would have to begin operations 
on a modest scale, expanding its activities ionly gradually. The 
kinds of transactions in which the Corporation would. engage are 
difficult and frequently require extensive investigation and nego- 
tiation; these could not and.:should not. be rushed. : The Corporation 
should not be expected to provide from its own resources a large 
volume of foreign capital, pencures ‘by ‘the world's needs for de- 
velopment financing. — tT. 


General aHfesiiits and Standards A basic principle of the 
Corporation would be that its activities should supplement, .and 
not supplant, those of private investors... It would not, rp oat 
undertake any business that private investors would be will 
transact without its participation. In order to stimulate pr Fivete 
investment, the Corporation would have to act. like a private in- 
vestor and "avoid fields that offéred little:or no opportunity for 
profit. It could‘not, therefote, invest in projects solely on 
the basis of their economic priority. On:the. other hand, as a 
matter of principle, the Corporation should only. invest in produe- 
tive undertakings welcomed by- the governments of the countries 
in which the investments are to be made. Compared with the IBRD, 
the operations of the Corporation would be predominately specula- 
tive. The Corporation should not expect to escape losses, and its 


profits 
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profits on successful ventures should therefore be high enough 

to more than offset its losses. Accordingly, returns of individ- 
ual investments would have to be substantially higher than the 
returns on IBRD loans. For similar reasons, the Corporation 
should seek to keep its interests diversified, both as among types 
of undertakings and within any one area, and should avoid invest- 
ments that would commit a disproportionate share of its resources 
to any single undertaking. 


echnigues The IBRD envisages the Corporation as 
making both unguaranteed loans and equity investments. In general, 
loan financing might be expected to predominate in projects for 
expanding existing businesses, and equity financing in projects 
for new enterprises. Moreover, the Corporation should not be 
limited to simple loans and simple purchases of common stock, but 
should be given a large measure of discretion to employ other 
financing techniques. It should, for example, be free to invest 
in convertible debentures and income debentures, preferred stocks, 
and rights to subscribe to stock, and in general to fit each trans- 
actian to the needs of the case on the basis of sound business 
judgment. One of the major benefits to be expected from the 
peed rt? pee y is that it would help round out the financial tools 
available to the international community for the purpose of de- | 
velopment financing. Any unnecessary restriction of the techniques 
be peter to it would mean that some useful jobs might have to be 
eft undone. 


anitdative ane pontres ap private investors The IBRD believes, 
as a matter of principle, e Corporation should carry on its 
operations so as to leave in private hands the control of the 
undertakings in which it has financial participation. It should 
normally make equity investments only when qualified -and experienca 
management is available from other sources and it should not ac-~- 
quire any interest which would give it actual control or the re- 
sponsibility of participating. in day-to-day management: of the 
business. Private interests should be expected to take the lead- 
ing role in developing investment opportunities. In many instan- 
ces proposals would come direct to the Corporation from investors 
or investment bankers. In other cases where the Corporation first 
learned of investment opportunities it would, as a matter of 
general practice, refer them to private investors. The private 
investors would work up the projects, submit them to the Corpora- 
tion if its investment is sought, and the Corporation would make 
its investment decision only after private investors had indicated 
that they were ready to put their own money into the project. 


* * * 


RECENT 
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RECENT LONDON The Special Committee of the International 
SUGAR MEETING Sugar Council, which met recently in London, 
agreed to accept a simplified draft of a new 
International Sugar Agreement as the point of departure in 
any future discussions on this subject. There was general 
agreement that the time was not ripe for serious negotiations 
toward a new international agreement. In private discussions 
it was generally held that a severe break in market prices 
would have to occur before countries would be: willing to make 
the concessions necessary to obtain such an agreement. One 
important result of the London meeting was the assurance to 
smaller countries that the US and other large “nations had 
not agreed on the ultimate terms of an agreement among then- 
setyes esseet giving the smaller nations:a chance to present 
eir views. 


dnternat tonal Sugar Council The International Sugar. . 
Council is composed of one member from each of’ the ‘nineteen 
countries who are party to the present International all 
Agreement. This Agreement was signed in London -in 1937, 

its principal provisions have been. suspended. since the hestne 
ning of World War II. The Agreement has, however, bien. ex- 
tended annually by a series: of protocols, -- In: August 1948 

a special committee was created to consider the’ desirability 
of a new International Sugar Agreement, Formal drafting 
sessions were held in the summer of 1950 but the draft agree- 
ment which resulted was full of exceptions and satisfactory 
to no one. Since then, informal drafting sessiotis:.have been 
held in the US and Western ate 3.) ae Afi ‘the ‘Foeem 
London meetings. | ee 


Simplified Draft Agreenent ‘The ‘gimplitiea ¢ draft agree- 
ment which will be the basis for future discussions, calls 
for each country to formulate and adopt programs of ‘internal 
economic adjustments aimed at solving the problems of the 
sugar trade and to promote increased. consumption’ of sugar. 
Toward this end, each participating country would attempt 

to reduce the burdens on sugar trade and- consumption, result- 
ing from high tariffs, tax policies and monopolistic prac- 
tices. There would be special obligations -for importing 
countries, including a commitment to restrict their domestic 
production and share the benefit of increased consumption 
with countries exporting.to the free market. Each import ing 
country would agree not to. buy: sugar from countries: subsidizing 


- ‘their 
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their exports; conversely, exporting countries would agree 
not to subsidize their exports. Exporting countries would 
also have special obligations. They would adjust their 
Sugar production so as not to exceed the quantity needed 
for domestic consumption, maximum stocks and permis sible 
exports. The draft agreement would control exports by allot- 
ing basic export quotas for the free market to each export- 
ing country. The agreement would make provision for stocks 
and would seek to stabilize the price of sugar within a 
specified price range. Whenever prices moved above or below 
this price range the basic export quotas assigned to indi- 
vidual countries would be adjusted. 


US Sugar Policy In the course of the meetings, the 
US delegate outlined the eager policy of the US, and there 
were indications that his statement did much to clear up 
misunderstandings of other delegations as to the effect 

of US sugar legislation on our requirements for sugar from. 
the world market. He pointed out that while the US Sugar 

Acts since 1934 have protected a domestic sugar industry, 

they have at the same time placed a ceiling on domestic 

sugar production and have allowed other countries to retain: 
their place in our market and to increase their exports as 
US consumption increased. ' 


Last December the UK announced the signing 
of an eight-year agreement between the Commonwealth sugar 
producers and the UK, with provision for successive annual 
extensions. This agreement provides for a large expansion 
in production over present levels. Under the agreement, — 
the UK undertakes to buy 1,568,000 tons of sugar, and New 
Zealand 75,000 tons at a “uniform Commonwealth price which — 
shall be reasonably remunerative to efficient producers", F 
A method of determining the price is provided in the agree- 
ment. The balance of the sugar not sold at this negotiated 
price may be offered for sale competitively in the preferen- — 
tial markets of the UK and Canada. After 1952, the UK will 
cease to be responsible for the sale of Commonwealth sugar 
to Canadian refiners, and Commonwealth producers will then 
resume direct contact with their Canadian customers through 
normal trade channels, for the first time in twelve years. Faas 
Export quotas for all of the Commonwealth producing countries 
have been agreed upon, and will be reviewed, together with — 
the price provisions in 1953. Provision was made in this 


agreement 
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agreement for linking it with an international sugar agree- 
ment, but until one comes into existence, the producers will 
be considered free to expand their sales. to non-preferential 
markets without limitation. 


Several countries, including Cuba and the US, expressed 
the view that the British Commonwealth Agreement 1s incon- 
sistent with important principles in the draft international 
Sugar agreement and with the outlook for world sugar surpluses. 
British and Australian representatives defended the Common- 
wealth Agreement on the grounds that the balance-of-payments 
situation forced planned increases in production of non-dollar 
sugar. Privately, however, there were indications that the 
Commonwealth Sugar Agreement, despite its inflexible terms, 

was considered subject to change should the world sugar market 
deteriorate to a point where serious negotiations toward an 
international sugar agreement were forced. 


Position ot Germany Western Germany has emerged as 
a large deficit sugar area, creating a market which France, 
the Netherlands and Belgium would like to exploit. These 
countries intend to exvand production and would like to ex- 
port freely to Western Germany. This proposal to create a 
trading bloc exempt from certain obligations which the draft 
Sugar agreement would impose on others was not considered at 
this meeting, although it has been discussed extensively in 
the past. The countries concerned indicated that they did not 
want to prejudice the discussions on European agricultural 
integration. (See page ,, this issue.) The German delegate 
expressed a desire to cooperate with other countries in attempt- 
ing to stabilize the world sugar economy, but he too declared 
that Germany was more interested in the Paris discussions 
toward European agricultural integration than in pledging it- 
—_ at this time to provisions of a specific commodity agree- 
ment. 


Other views The Netherlands and French delegates expressed 
some dissatisfaction with the draft agreement, stating that ! 


it was oriented toward exporters and did not emphasize suffi- 
ciently the important role of importing countries. France 
concurred in views already expressed by the US and Cuba to the 
effect that solution of a surplus sugar problem should first 
be in the direction of increasing consumption rather than of 
restricting production. 
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OEEC UNDERTAKES The meeting of the Ministerial Council of the 
NEW ACTIVITIES Organization for Economic Cooperation (OEEC), 
which took plece in Paris March 27 to 30, was 
extremely successful with action taken on a wide variety of 
European economic problems and assumption of. new activities. 
While the future role of OEEC was not formally on the agenda, it 
was the major issue of the meeting and OEEC emerged as a rein- 
vigorated organization which will cooperate, rather than comnvete, 
with the economic organs of the North Atlantic Treaty Organiza- 
tion. We feel that the specific decisions taken will permit 
OEEC to become a more effective instrument for close collabora- 
tion between the countries of Western Europe, the US and Canada. 
European reaction to the meeting is that OREC has entered upon 
a new period of activity with important responsibilities in the 
economic realn,. 


Much of the credit for this successful outcome can be at- 
tributed to Butler, British Chancellor of the Exchequer, and to 
Stikker, Chairman of the OEEC Ministerial Council. The British, 
in line with their general policy to cut down on expenses due to 
their serious financial situation, had planned to advocate a re- 
duction in the OEEC budget by 50%. This was interpreted as mean- 
ing that the UK was really withdrawing from OEEC and wished to 
see it wither away. Before the OEEC Council meeting Secretary 
Acheson reaffirmed our continuing interest in the OEEC to Foreign 
Minister Eden and urged British support. Butler's actions at the 
meeting made it clear that the UK would support OEEC. While the 
Council approved in principle a-reduction in the OEEC budget by 
30%, it is believed that this will not cause a curtailment of 
any important useful work. 





The major council decisions were: 1) to review annuelly the 
economic positions and prospects of member countries; 2) to exam- 
ine the internal financial stability of member countries; 3) to 
establish a Steering Board for Trade; and +) to continue the 
European Payments Union. The next session of the Council is 
tentatively set for May 15. . 


Annual Economic Review The Council accepted a US resolution 
proposing that the OEEC conduct an annual review of the economic 
position and prospects of member and associated countries. Al- 
though it was never officially stated for the record, in order to 
Save possible embarrassment to the neutral countries, it: was fully 
understood that such a review would provide the basic data needed 
by NATO in its annual reconciliation of defense requirements with 
economic possibilities. We consider that the resolution provides 
-the beginning for an effective coordination of the economic work 
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of the OEEC and the NATO. The US and Canada are expected to 
participate in the review with respect to their economic posi- 
tions and prospects. US views are now being formulated on the 
timing and relationship of the VEEC review to the annual TCC-type 
of review NATO is scheduled to make this fall. 


bxaninet ton of internet Inflation Situations On US and Bel- 
gian in ve the Council apnroved a decision designed to pro- 
vide emergency high-level attention to the cuestion of internal 
financial stability in certain member countries. A high-level 
group of experts will examine internel financial stability on a 
country. basis and the experts' report will be reviewed by a small, 
select committee of ministers, including the minister of the coun- 
try directly concerned. ‘his report will then go to the Minis- 
terial Council. The second stage is particularly important since 
its purpose is to adapt expert opinion to political possibilities. 
For this vurpose a small committee is essential in order to avoid 
generalities ana to deal confidentially with issues of great deli- 
cacy. The US and Canada are to associate themselves with this 
study on the same basis as member countries. 


The OEEC Executive Committee will decide this week how and 
when the high-level group of experts and the ministerial committee 
are to be constituted. However, informal agreement has been 
reached among the heads of the OEEC delegations that the group 
should be appointed as soon as possible, with its first meeting 
held this month. The principal meetings would take place during 
May so that the Temporary Committee of Ministers couJd consider 
the report and refer it to the Council of Ministers by June 30. 
It was also informally agreed that the group would address itself 
in the first instance to situations in individual countries where 
instability is acute. 


eigardpe beara foc irede The Council decided to establish 

a Steer Board for Trade to consider all commercial policy prob- 
lems of concern to the Organization and to report on progress made 
in trade liberalization, including the common list. We regard 
this as a progressive step both in strengthening procedures for 
carrying out present liberalization agreements and for planning 
future liberalization measures. The composition of the Board and 
its exact terms of reference are to be defined by the Council at 
the official level. The decision to establish the Board represent 
some real concessions, especially on the part of the Dutch, since 
the mandate to the Steering Board leaves open questions as to 
whether there shall be new principles concerning common liberali- 
zation, makes no provision for better balance in the present com- 
mon list, and makes no reference to the tariff problem. The UK 
had argued that the Board should be left free to study these ques: 
tions without specific instructions as to the principles involved. 


During 
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During tle Council discussion a controversy arcse over whether 
present undertakings concerning the comnon list should be suspended 
pending presentation of the Steering Board's report. The Scandi- 
navian countries argued for suspension of the common list during 
this vericd on the theory that a better-balanced list would be 
acuievec and that, since contrary to expectations nothing has been 
Gone on extending the list after nearly a year, the obligation to 
accept the original list is no longer binding. The Italian dele- 
gation felt that this raised a question of the validity of the 
entire iiberalization codae and would endanger the future liberali- 
zation program. The Council finally agreed to act on the estab- 

ishment of the Steering Board without reference to either viewpoint 
on suspension of the common list. 


During the discussion the French and British made strong 
statements as to their belief in liberalization; their regret that 
it haa been necessary to reimpose quantitative restrictions; and 
their intention to return to liberalization when their financial 
situetions permit. The French stated that they plannec to make 
further advances toward liberelization but the British delegate 
geve no indicztion that the Uk had reversed its former position of 
refusing to consider any new liberalization commitments, even though 
such commitments would not be applicable during a paymentscrisis. 


European Payments Union There was unanimous agreement that 
the European Payments Union has been an extremely effective instru- 
ment in settling payments anc vromoting trade and that it should be 
continued. The Belgians, however, made a satisfactory settlement 
of their special creditor status a condition of their participa- 
tion in EPU after June. 





In the discussion as to how the EPU can be enabled to continue. 
the suggestion was made that the US should make another contribution 
to it. US Special Representative Draper made a clear-cut statement 
that the US did not intend to make any further contribution to E°U 
reserves. lle said that the problem of convertible assets should 
be worked out by the Europeans, if necessary by further contribu- 
tions from the members or by changes in gold-credit ratios. He did 
state, however, that the Mutual Security Program presentation to 
Congress includes a provision for funds for aid to certain EPU 
debtors, ana that it is probable that some funds will be available 
for special aebtors. The French felt that the Union's assets should 
be increased by at least $200 million, but the british thought it 
could get by with a smaller amount and emphasized that the UK could 
not make a direct contribution. The Dutch stated they were pre- 
parea to participate in efforts to arrange contributions to the 
Union's asets. The French indicated willingness to study the Dutch 
proposals for joint direct contributions but emphasized their in- 
terest in the vossibility of strengthening convertible assets 
by changing the gold and credit retios. 
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No decisions were reached on these matters and the EPU 
Managing Board was instructed to: 1) reconsider its estimate 
of the amounts of convertible assets necessary for the Union 
efficienily to discharge its work; 2) formulate precise pro- 
posals for settlement of the surpluses of extreme creditors; 
and 3) make proposals regarding the increase of convertible 
assets, taiing into account the suggestions made in the Council 
discussions. The proposais are to be considered by the Joint 
Trade and Payments and Economic Committees not later than 
April 30 and by the Council of Ministers not later than May 15. 


Ministerial Coal Report Accepted The report of the minis- 
terial coal production groupv and its recommendations concerning 
measures to be taken to increase coal production were approved 
by the Councii. The report calls for elimination of imports 
of US coal during 1954. It calls for 36 million tons more pro- 
duction in Western Europe by the end of 1953 as compared with 
1951, or a 7% increase. According to the report, while Western 
Europe importea 25 million tons of US coal in 1951, in 1952 
imports are likely to be no more than 17 million tons, and in 
1953 imports of US coal shouid not exceed 13 miliion tons and 
mey be as low as 5 million. Attainment cf these objectives 
depends on vigorous ana aetermined action by each coal- 
producing country and reouires decisions at the highest govern- 
ment levels. The measures recommended to increase production 
fall into three categories: 1) increased production from exist- 
ing manpower: 2) recruitment of additional manpower and preven- 
tion of wastage; and 3) long-term measures, such as capital 
improvemerits, better wages for miners, etc. 


Previous figures presented by OEEC had indicated that US 
coal imports would be required into 1956. While we believe 
the production target is too low and that the estimates do not 
allow for unfavorable cevelopments such as a severe winter, 
and although we had hoped that action could be taken to dis- 
continue imports of US coal in 1953, we still regard the repor 
as an important step forward. 


Fconomic Expansion Also avproved by the Council was the 
report of the working party on economic expansion in which the 
Counci] recognized as essential for a 25% over-ail production 
expansion, specific targets for 1956 in the fields of electric 
power, steel, agriculture and housing and stressed the neces- 
sity for facilitating mobility of labor. 


* * * 
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US NOVE LO ITALY In reply to the Italian Embassy's memorandum 
ON TRALE PROBLEMS concerning the economic, social and psychologi- 
cal repercussions on Italy of US import curbs 
ana other restrictionist measures, we are assuring the Italians of 
the continuing interest of this government in exvanding the oppor- 
tunities for world trade and in permitting other countries to earn 
the dollars with which to pay for their essential impcrts, thus 
cutting down the need for extraordinary assistance. In accordance 
with the Embassy's request, copies of its memo, which makesa strong 
case for relaxation of restrictions, have been furnished Agricultur, 
the Tariff Commission and other US agencies most concerned with 
problems of this nature. 





Italian Note In its communication, the Italian Government 
appealed to the US to revoke its restrictions on imnorts of cheeses, 
almonds, hats, etc., and to prevent any further restrictions on 
imports of Italian goods that would increase the already enormous 
doliar deficit and aggravate the economic and social difficulties 
of italy. It pointea to Italian exports of wines, cherries, garlic, 
marbie, motorcycles, bicycles, tobacco pipes and leather goods on 
whieh new threats are looming as a result of revresentations by 
American industries to the Uso Tariff Commission under the "peril 
point" and "escape clause" prcvisicns of the Trade Agreements Act. 
The restrictive effect of the "Buy America" Act was also noted. 


The note points cut that the «CA vorogram, which is the founda- 
tion for the current mutual defense effort, was deeply concerned 
with the establisnhuent cof the freest vossible flow of trade among 
the varticipating countries anc throughout the free world. It was 
tne deciared purpose of the ECA program to help reduce the imbal- 
ance in world trade due to the "dollar shortage" stemming in turn 
from the chronic excess of US exports over imports. This policy 
was highly gratifying and encouraging to the Italian Government, 
which is anxious to re-establish a situation in which Italy can 
pay its own way through exports rather than to continue to rely on 
assistance. Italy recognized that in speciai situations the US 
couid not disregard the short-term impact of this policy but hoped 
that the domestic situations requiring special safeguards would be 
few and relatively limited. It hoped the liberai trend in US for- 
eign traae poiicies was here to stay and that inconsistencies with 
respect to practical implementation would disappear rapidly. 


The note points out that while the US Government continues to 
be fully committed to the principle of trade liberalization, in 
recent months there has been renewed recourse to restrictive prac- 
tices and that inconsistencies between principle and practice, far 
from cisappvearing, are increasing. Should this trend continue, a 
very sericus situation would result--much of. the progress made 
through GAYT and other agreements would be undone and many of the 
gains of the European Recovery Program would be wasted. 


US 
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US _Renly Our reply, which is expected to be delivered to the 
Italian Embassy soon. will be made public shortly thereafter. We 
are stressing the interest of this government in exvanding world 
trade and enabling other countries to earn dollars to pay for in- 
ports. We believe not oniy that a high level cf imports can be 
absorbed by the US economy without serious injury to domestic pro- 
aqucers but that imvorts benefit the US as well as other nations. 
To the consumer imports mean a wide variety of goods from which to 
choose. To many domestic producers imports mean an increase in 
the dcllars available to foreign nations which makes it possible 
for them to buy American goods. Furthermore, the threat to the 
security of tne free worid makes it even more urgent that high 
leveis of world trade be encouraged. Ey each contributing what it 
can preduce most efficientiy the defense and economic stability of 
the democratic nations will be strengthened. 


We are commenting on the status of some of the specific cases 
mentioned in the Italian memorandum. With respect to Italian con- 
cern that restrictions on imports of olive oil may be imposed. the 
Department has already replied separately tnat no such restrictions 
are contemplated at this time. We recognize that import restric- 
tions on cheese and other dairy products imposed under Section 104 
of the Defense Production Act are inconsistent with foreign policy 
objectives of the US and with Jcng-run interests of American agri- 
culture. The Administration ig continuing to press vigorously for 
repeal of Section 104. if not successful in securing repeal. we 
will oppose its extension beyond June 30, 1952. (The Senate Bank- 
ing and Currency Committee recently votea to replace Section 104 
by P.L. 50, legislation existing prior to 104. P.1. 50 is pat- 
terned after GATT provisions ana can be applied consistently with 
our GATT obligations. It would authorize import controls on fats 
and oils, peanuts, cheese, ana other dairy products and rice and 
rice procucts, upon Presicential determination that such controls 
would be: a) essential to the acquisition or distritution of prod- 
ucts in short supply, or b) essential tc the orderly liquidaticn 
of temporary surpiuses of stocks owned or controlieda by the govern- 
ment. If the legislation that is finally passed is in this fcrn, 
it would practically eliminate the problem arising from fection 104) 


We appreciate the Italian concern regarding the so-called 
"escape clause" actions, that is, the modification of a trade 
agreement co:.cession where serious iniury is caused or threatened 
to the domesvic industry procucing lixe or Girectly competitive 
preducts. We believe these modificaticns of concessions should be 
retained only for the time and to the extent necessary to prevent 
or remedy the iniury. Accordingly, the US is in the process of 
establishing a system providing for veriodic review of "escape 
clause" actions which we beiieve will help ensure that such actions 
will remain in effect only so long as required to prevent or remedy 
the injury. 


With 
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With respect to the Italian concern over the recently imposed 
fee on imvorts of shelled almonds over a certain quantity, we are 
pointing out that the restriction is applicable only to the current 
merxeting season ending September 30, 1952 anc further investiga- 
tion would be reguirea prior to any aecision to extend this quota 
system to the next season. 


Wie appreciate the concern of the Italian Government regarding 
the application of the "Buy America" policy to government procure- 
nent. It is hoped that limited exemptions from the application of 
the "Buy America" pnolicy can be implemented so as to benefit both 
the US and Italy. Nonetheless, the Department recognizes that the 
restrictive features of the "Buy America" provisions still remain- 
ing were deveioped in circumstances far different from those which 
exist today and should be carefully re-examined in the light of 
present circumstances. 
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KOREAN TUNGSTEN A government agreement anda a contract for the 
CONTACTS SIGNsD purchase of tungsten have been signed between 

the US and Korea after months cf negotiation. 
In general, the final drafts followed the terms agreed upon pre- 
viously by the General Services Administration, State and Army 
officials. (See page 6, January 2°0, 1952 issue.) Under the terms 
of the contract, Korea is required to sell to the US all tungsten 
concentrates, except quantities needed for domestic consumption, 
which are vroauced through government owned and operated mines, 
as well as all tungsten acquired by the Korean Government from 
vrivateiv owned mines. Furthermore, the Government of Korea agrees 
to control all tungsten concentrates producea in Korea to the end 
that they will be otfered for sale to the US. The purvose of this 
clause is to protect the US loan involved under the contract in 
the event of leakage or diversion, and would permit shipment of 
private tungsten to other destinations upon specific approval by 
the US. We will pey $63.00 ver short ton unit f.o.b. Pusan, with 
the further provision that Korea will pay any additional refining 
costs necessary to bring delivered concentrates up to specification 
standard. It was agreed that the price would be renegotiated after 
two years, taking into account the market price for tungsten exist- 
ing at that time. The US will buy all the tungsten offered to it 
under the contract, which will run for five years, or until the 
US shall have bought 15,000 short tons of concentrates, whichever 
comes first. 





* * ¥ 
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EXIMBANK GRANTS The Board cf Directors of the Eximbank has 
LOAN TO BELGIUM authcrized a credit of $50 million to Belgium, 
and will endeavor to secure a maximum amount of 
private varticipation in the credit. The loan will be uncon- 
diticnally guaranteed by the Nationai Bank of belgium, with the 
Belgians agreeing to maintain in New York a deposit of gold bul- 
lion equal at all times to 105% of the principal amount of credit 
outstanding. It will be repayable semi-annuaily over a period of 


five years, at an interest rate of 4%. 


The credit is, in many respects, similar to a $50 million 
credit extended to Belgium by the Eximbank in January 1948, of 
which $10 million remains outstanding. This outstanding amount, 
of which $5.1 million is for the account of the Bank and $4.9 
miliion for the account of the commercial banks, consists of two 
installments aque in September 1952 and March 1953. 


Liscussions with the Eximbank concerning the credit were 
initiated on behaif of Belgium by the Governor of the Belgian 
National Benk during his recent visit to this country. The loan 
was requested presumably to cover the Belgian Ludgetary deficit, 
which is expected to be about 20 billion francs ($400 million) 
in 1952. Detense expenditures which are estimated at 24 billion 
francs ($460 million), vlus credits extended to the European 
Payments Union, will be important elements in this deficit. The 
Belgians hope to cover part of this deficit by public subscrip- 
tion, part by other internal financing, and whe remainder by ex- 
ternai borrowing. 


During calendar 1951, Belgium-Luxembourg had a global trade 
surplus estimated at $434 million, including a trave deficit with 
the US amounting to about $180 million. The belgian trade surplus 
with EPU countries, however, was around $596 million. During the 
same period, Belgium rcceived from EPU approximately $250 miliion 
of gold and dollars. During this period, Belgian gold and offi- 
cial dollar reserves ive continued to show a gradual increase. 

At the end of January of this year they totalled $631 million, 
compared to $555 million at the end of December 1950. . 


The Eximbank, which will take appropriate steps with a view 
to obtaining a maximum amount of private participation in the 
loan, has obtained confirmation from commercial banks in New York 
that at least $25 million of such participation is to be expected 
and believes that as much as $35 million can be obtained in this 


way. 
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F IRST AL REPORT At the fourth meeting of the Consulta- 
OF THE COLOMBO P tive Committee of the Colombo Plan, 
which was held in Karachi March 10 
to 28, the principal task was preparation of the first an- 
nual report. The report concludes that progress thus far 
under the Plan has been good. It recognized that the 
original plans, which were on a six-year basis, required 
adjustment both because the world economic situation had 
changed and because member countries felt it necessary to 
reconsider the scope and contents of their programs. Recog- 
nizing that such changes were a natural and essential element 
in realistic planning, the Committee concentrated its atten- 
tion upon actual development plans in 1952-53 rather than 
on the full six-year program. 


’ History of Plan The Colombo Plan for Cooperative 
Economic Development in South and Southeast Asia had its 
origin in a meeting of the Commonwealth Foreign Ministers 
in January 1950. Its objective is to raise the standard- 
of-living by accelerating the pace and widening the scope 
of economic development in South and Southeast Asia by a 
cooperative approach. The Plan does not purport to be a 
centrally planned and directed blueprint for the area but 
recognizes that the immensity of the problem and variation 
in the stages and pattern of development made it essential 
that development proceed on the basis of individual country 
programs. ~% oes | : | : 


The total cost of the. economic development programs - 
presented at the meeting of the Consultative Committee in 
September 1950 was then estimated at 41,868 million ower 
a six-year period. It was estimated that £250 million 
would be availaole in the form of releases of sterling : 
balances and £834 million would be required from other 
sources as outside aid to the economy of the area. In = 
addition, a scheme for technical cooperation called for 
technical assistance up to a value of b8 million over a : 
period of three years from July 1, 1950. The US does 
not participate in the Council for Technical Cooperation 
set up for this purpose, but maintains liaison with it. 


Countries now members of the Consultative Committee 
are Australia, Burma, Cambodia, Canada, Ceylon, India, 
Laos, Nepal, New Zealand, Pakistan, the UK, UK territories 
in South and Southeast Asia (Malaya, Singapore, Borneo, 


Sarawak), 
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Sarawak), the US, and Vietnam. Three other countries of 
the area have been invited--Indonesia, the Philippines 
and Thailand--but have not yet accepted. However, they 
were represented at the Karachi meeting by observers. 


External Assistance Contributions to the Colombo 
Plan are designed to cover the two phases of the Plan: 
an economic development program of six years duration 
and a technical assistance scheme of three years duration. 
External assistance under the Plan will continue to be 
on a bilateral basis. Australia, Canada, New Zealand and 
the UK have pledged sizeable contributions to further 
economic development. These countries have been joined 
by India, Ceylon and Pakistan-in financing the technical 
assistance scheme. ; 


This year Australia contributed EA 8.75 ($19.7) mil- 
lion, Canada $25 million, end New Zealand £1 ($2.8) million. 
The UK agreed to release from sterling balances over the 
six-year period to finance development 4210 million to 
India, £24 million to Pakistan and £19 million to. Ceylon. 
The annual rate of release depends on a number of factors 
including financial policies adopted by the governments 
concerned in the light of the general vrobiems facing the © 
sterling area and discussed at the Commonwealth Finance 
Ministers meeting last January. The UK has also made 
contributions and commitments to its territories--North 
Borneo, Malaya, Singapore and Sarawak--for rehabilitation 
and development which amount to £60 million. | 


In addition, US bilateral assistance on a substan=- | 
tial scale ines been extended to South and Southeast Asia-- 
about #70 miliion in 1950-51 to the countries now associ- 
ated with the Co:sultative Committee ana during the year 
ending June 30, 1952 approximately $150 miiiion more will 
have been extended in grants. In addition, about $200 
million (including $190 million to India for wheat) have . 
been authorized for loans to countries in the area since 
July 1, 1950. The International Bank has a}.so approved 
loans to individual governments, of which 442 million 
have already been advanced. 


Progress 
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Progre 5s to Date The first year of the Plan ends 
June 30, 1952. The annual report concludes that the 
program is off to a good start and that next year there 
will be a substantial quickening of the pace of develop- 
ment. Progress of the member countries was influenced 
by the economic consequences of the prolongation of the 
war in Korea. In the short-term the economic effect on 
aany of the countries of Southeast Asia was-not unfavor- 
able since there was a substantial improvement in the 
terms of trade and foreign exchange earnings arising 
from the enhanced prices of primary products and raw 
materials they export. This, together with increased 
budgetary revenues enhanced the ability of governments 
to finance their development programs. They could not 
make more use of external finance available to them 
during the first year of the plan because it was not pos- 
sible to speed up development expenditures while still 
ensuring that the money was spent wisely and to the best 
advantage. They encountered some difficulty in securing 
capital goods, costs of development have since increased, 
and there has been a shortage of experts, skilled and 
semi-skilled workers. 





The leading feature of the Indian program is 
a number of important power and irrigation schemes and . 
work on a number of these projects is well under way. 
In Pakistan the main work on one irrigation scheme - 
for 115. million acres is completed and another irri- . 
gation plan is in advanced stage. Good progess is - 
being made with a number of hydro-electric power pro- 
jects and a number of new textile and other factories 
will be in production in 1952-53. In-Ceylon:the .. 
chief aim is increased food production, expecially 
rice and fish, and a number of programs are under way. 
In: addition, work on the main dam of an irrigation scheme 
is almost completed, work on a hydro-electric plan is 
well under way and Colombo port development has begun. 
Malaya has nearly completed resettling: some 400, 000 
squatters. Work has begun on the °ingapore power station. 
In North Borneo rehabilitation is proceeding and in 
Sarawak good progress is béing made with agriculture and 
other schemes, All four british territories have built 
new schools and expanded their medical facilities. Vietnam, 
while continuing its basic development plan as and when 


security 
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security and other conditions permit, has found it neces- 
sary to set up an emergency program, principally devoted 
to social welfare projects to meet present exceptional 
conditions. 


Outlook ior the Future Planned expenditures for the 
programs in 1952-53 have increased substantially. This 
is due both to increased costs and to addition of new proj- 
ects in some countries and extension of the scone of pro- 
grams in other countries. In addition, in some cases, the 
scope of the programs has been broadened to include 
capital expenditures normally met from current revenues. 
Unless conditions are very adverse, the annual report con- 
cludes that there is reasonable expectation that next 
year's programs will be successfully carried out. Coun- 
tries participating in the Plan can provide experts in most 
fields and shortages of skilled and semi-skilled workers 
will be relieved through training schemes. Government 
revenues may well be lower in 1952-53 than in 1951-52 but 
finance should be available in some countries from accumu- 
lated budget surpluses and in others from internal loans. 
Furtner external assistance is anticipated. 





The report points out that the success of the program 
in the following years will depend on a number of factors, 
foremost of which is the continued determination of the 
countries to pursue their development objectives and 
utilize their resources effectively to that end. The 
investment programs must be planned so that they give 
promise of production increase in excess of population 
increase and take full advantage of available technical 
assistance and of the potentialities of private as well 
as public capital. 


‘Other Sublects Discussed An invitation was extended 
to ECAFE to send an observer to appropriate Colombo Plan 
meetings and ECAFE facilities are to be used wherever 
feasible. The question of liaison between the Consultative 
Committee and the United Nations Technical Assistance Board 
was left open for later consideration. It was decided that 
it would not be wise to include cultural cooperation within 
the activities of the Colombo Plan as had been proposed by 
Ceylon. The question of a permanent secretariat for the 
Consultative Committee was left open for consideration at a 
later date. Meanwhile, the Indian Government agreed to 
assume the functions of a secretariat for the 1953 meeting, 
which will be held in New Delhi. 


* * * 


ECONOMIC 
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ECONOMIC RELATIONS New trade influences emerging in Canada 
BETWE=N US AND CANAD’ and the US were brought sharply into 
focus in 1951, highlighting the already 
close economic relationshin between the two countries. On the 
one hand, the high level of US industrial activity accentuated 
our need for the raw materials Canada produces. while Korea 

and post-Korean developments have stepped up the need for these 
raw materials, the demand for them will have to be met increasing- 
ly by imports even -in normal times. On the other hand, the 
economic development of Canada, especially rapid cnd marked in 
1°51, has brought with it a need for US capital goods. Last 
vear Canada's trade with the US accounted for over five-eighths 
of Canada's total foreign trade. The US bought 59% of all 
Canada's exports and provided 6°% of all its imports. The high 
level of trade between the two countries reflects the comple- 
mentary nature of their economies. In addition, the adoption of 
principles of economic cooperation has brought the two countries 
into an even closer working relationship in their common de- 
fense effort. 








The US gets many vital materials from Canada. We use more 
nickel than ény other country and depend upon supplies originat- 
ing in Canada for @lmost all of it. We import approximately 
85% of our total supply of asbestos from Canada, 75% of our 
newsprint and large amounts of pulp, copper, lead, zinc, alumi- 
num and cobelt., 


Commercial Policy Canada maintains a liberal trade policy, 
supports the General Agreement on Tariffs and Trade (GATT), and 
ecvocates increasing international trade and reducing trade 
barriers. Canadian officials are fairly well satisfied with 
vresent general US-Canadian relative tariff levels, considering 
that the US tariff on the commodities of which Canada is a 
principal US supplier have in general been brought down to a 
tolerable level. They are interested, however, in further 
tariff negotiations between the US and other countries, particular- 
ly Western Europe, as they would like to see our rétes lowered 
on various commodities in which Canadea has a secondary interest. 
They are greatly concerned over the quantitative restrictions 
being generally applied abroad and recognize that 2 solution to 
this problem is most difficult. . is 





The Canadians have been greatly concerned over Section 104 
of the Defense Production Act of last year restricting the im- 
ports of fats and oils. They have formally protested this 
legislation in GATT, but have taken no retaliatory action in the 
hope that the amendment might be repealed. 


The 
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The Canedijians are also anxious for the US Congress to pass the 
Customs Simplification Bill, which is awaiting consideration in 
the Senate. This would facilitate their exports to the US and 
Canadian officials believe that its passage, as a symbol of US 
intention to maintain a liberal trade policy, will affect their 
ability to maintain support of Canadian business for a liberal 
policy. Canada has a similar measure, which it enacted shortly 
after the negotiation of GATT in 1947. 


Recently officials from the Canadian Department of Trade 
and Commerce and the Department of Finance came to Washington 
to discuss trade problems arising primarily from the outbreak 
of hoof-and-mouth disease in the Canadian cattle industry. In 
order to prevent spread of the disease to this ccuntry, the US 
felt it necessary to embargo virtually all Canadian livestock, 
meat products, hay and straw, thus halting a trade worth $130 
million in 1951. Canada, in turn, applied an embargo against 
US livestock and certain US meat products, primarily, it is 
believed, to ferce a repeal of provincial restrictions which 
had been instituted on interprovinecial movement of livestock and 
meat. Since the Canadian federal embargo was applied, a few of 
the provinces have removed or modified their restrictions. 





Defense Activities A Joint US-Canadian Industrial Mobiliza- 
tion Planning Committee was established in April 1949 to make 
plans in case joint mobilization action should again become 
necessary. In October 1950 the US and Canada adopted a statement 
of principles recommended by this Committee for guicance of the 
two governments in achieving a coordinated economic effort for 
their common defense. This reaffirmed the practice of the two 
countries during World War II when they cooperated closely under 
terms of the Hyde Park Agreement of 19h. This agreement has 
enabled officials of the US and Canada to coordinate for mutual 
benefit their activities in such matters as military procurement, 
economic controls, and the use of raw materials. 





While Canadian legislative authority exists to direct dis- 
tribution and institute a priorities system, and a fairly large 
range of materials has been declared "essential", actual formal 
controis have been applied to only a few commodities such as 
primary and wrought aluminum, copper wire rod, copper wire and 
copper cable, primary copper, cadmium, lead, cinc, primary 
nickel, electrical resistance alloys, nickel anodes and suiphur. 
The distribution of these commodities is controlled through en 
“order approvals" system rather than by means of priorities. 


Canada 
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Canada participates fully in both the US Controlled Meterials 
Plan and US Priority Regulations. American concerns engaged 

on defense contracts have been able to obtain informal but 
nevertheless effective priorities when necessary from the 
Canadian Department of Defense Production. Existing end-use 
regulations are confined to primary and seni-fabricated mate- 
rials, large proportions of which are imported, such as struc- 
tural "steel, steel plate, and eiemental sulphur. Export con- 
trols are employed to ensure that..adequate supplies of essential 
materials are retained in Canada; export permits are used to 
prevent unwarranted movement of other important commodities, 
regarded as strategic; and the shipment of all goods to Soviet 
bloc areas is subject to permit. Canadian controls are also 
administered in a manner to insure that Canada is not used as 

a back door to evade or circumvent US controls. This is neces- 
sary as US export controls do not apply to Canada. The Canadian 
Government 's fiscal and financial policy is designed to encourage 
the diversion of resources to essential uses while also easing 
inflationary pressures : 


Canadians consider the:defense of Western Europe essential 
to their own security and look upon NATO as the most practical 
present means of assisting in that defense. However, Canadians 
regard their role primarily as.a provider of raw materials, 
food, and industrial products and | Googmmersey as a contributor 
of military forces. 


The disparity between defense procurement contracts vleced 
by Canada in the US and those placed by the US in Canada contin'eés 
to be a problem, although Canadian purchases may soon begin to 
taper off and US procurement in Canada increase. It is esti- 
mated by Canadian officials that defense procurement contracts 
here for US fiscal years 1951-52 and 1952-53 will amount to 
$500 million. Targets were established by the US for procure- 
ment in Canada for military end-items valued at $100 million 
in 1950-51 and $300 million in 1951-52. ‘It is expected that 
this figure for the current fiscal year will be reached and 
future purchases further expanded. 


Our policy is to encourage the Canadians to produce equip- 
ment and arms to supply the forces of other NATO countries on 
a scale which would compare favorebly with our own efforts in 
this respect. Another aim is to persuade the Canadians to in- 
crease the actual size of their defense establishment. 


Einance 
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Finance Last year was a highly satisfactory year for 
Canada from the economic standpoint, with all major components 
of the gross national product moving up, capital investments 
reaching a record level, and inflation checked by vigorous 
Government action. The Canadians eliminated their last remain- 
ing exchange restrictions in December of last year and in 
January of this year the Canadian dollar reached parity with 
the US dollar. It has maintained a near par position until 
recently when it reached a premium in relation to the US dollar. 
The rise in value of the Canadian dollar was the result of a 
variety of factors, principally a heavy capital inflow and a 
trend in the last six months toward a balanced trade with the 
US. ; 





Industry Canada made considerable progress last year in 
carrying out the long-range program of resource development. 
New investment was heavy in expansion projects in ircn ore, . 
non-ferrous metals, petroleum, bulk chemicals and hydro-electric 
power. Also, substantial progress was made in the planned ex- 
pansion of Canada's industrial plant, designed to increase the 
industrial war votential andthe economic independence of the 
country. And, for industry as a whole, the 1951 record was 
impressive. The volume of manufacturing output during the 
first ten months of the year was 8% higher than during the 
same period of 1950. 


The normal tendency of US investors to invest heavily in 
Canadian industries and Canadian resources appeared even stronger 
in 1951. The strength and promise of Canadian industry and re- 
sources brought a heavy flow of new US and foreign capital 
for direct-investment purposes which probably exceeded $200 
million as compared with $190 million in 1950 and $88 million 
in 1949. Much of this capital has gone into investments in — 
Alberta oil and natural gas, development. of which has been 
held up, however, because of Alberta's reluctance to permit 
export until assured of ample reserves for the long-term needs 
of the Province. An oil pipeline eastward to the Great Lakes 
has now been completed and construction of an all-Canadian 
line westward to Vancouver was authorized in December 1951. 

In April 1952 the Alberta Conservation Board recommended the 
construction of natural-gas pipeline from northern Alberta 
through British Columbia and continuing south to Portland, 
Oregon. No decision has been. made regarding the export of gas 
from the larger fields in Southern Alberta. 
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St. Lawrence § Seaway It appears that the primary concern 
of Canada at the present time, in relation to the US, is to 
obtain US action on the St. Lawrence Seaway project. The Cana- 
dian Ambassador recently called on Secretary Acheson and pointed 
out that although it was mutually agreed that a joint US-Canadian 
project is preferable, President Truman last fall assured Canada 
that if Congress failed to approve within a reasonable time US 
participation in the Seaway, the US would cooperate in construct- 
ing hydro-electric power works on the US side, thus permitting 
Canada tc go ehead alone in constructing the Seaway on the Cana- 
dian side as a purely Canadian enterprise. Under this arrange- 
ment, Canada would provide for its own share of the power facili- 
ties” in the International. Rapids. section... Since early Congres- 
sional action on this issue appears remote, the Canadians are 
anxious to proceed with their part of the Seaway and have in- 
quired whether President Truman might be willing to name the 
entity to construct power works on the US side. In the absence 
of an indication of the power authority on our side, it would 
not be possible for Canada to proceed with the application to 
the International Joint Commission and, in this connection, the 
Ambassador quoted a recent US note committing us to "cooperate" 
in presenting concurrent applications for the. project to the 
International Joint Commission. Secretary Acheson agreed to take 
this matter up with rresigent Truman. | 


- Transportation US-Canadian aviation relations have pro- 
ceeded satisfactorily, with only infrequent problems, since the 
decision in February 1950 of Colonial Airlines to withdraw its 
appeal to the Supreme Court on the validity of the US-Canadian 
air transport agreement of June 4+; 1949. This action cleared 
the way for the Civil Aeronautics Board to send to the President 
its recommendation on Trans-Canada's application for a permit to 
operate the Montreal-New York route which was granted Canada by 
terms of the air transport agreement. Since that time, problems 
in the air transport field have been concerned chiefly with de- 
sires of both Canadian and US airlines to operate routes not pro- 
vided for in the bilateral air transport agreement, New proced- 
ures for facilitation of non-scheduled operations between the two 
countries have been established and a new procedure for sending 
notifications of trans-border renee between the - two. countries 
has also been initiated. ae 


Some recent gevelocnente | in Canada have. given: new impetus 
to our efforts to obtain the freest practicable movement of 
commercial vehicles between the US and Canada. The Canadian 
Supreme Court has decided that inter-provincial and international 


trucking 
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trucking is subject to the authority of the Dominion Govern- 
ment rather than to the provinces. While this decision may 
be appealed to the Privy Council and although, so far, it has 
not been followed in practice, it may be the groundwork for 
a central integration of inter-provincial and international 
traffic, and for attaining our objective of reciprocal 
rights. Also, the Royal Commission on Transportation has 
recommended that regulation of highway transport should be 
centrally administered and the Canadian Government may be 
considering legislation to implement these recommendations. 


Telecommunications Excellent relations exist in the 
telecommunications field between the US and Canada and a 
tentative agreement has been reached by a member of the 
Federal Communications Commission and the Canadian Controller 
of Telecommunications which is being used as a basis for plan- 
ning television channel allocations along the border. Finaliza- 
tion of this agreement will be discussed further with the 
Canadians in the usual manner. 


On February 21, an agreement between the two countries 
was Signed providing for the promotion of safety on the Great 
Lakes by means of radio. This agreement, providing for the 
authorized use of radio telephone as a means of communication 
of distress signals for shipping on the Great Lakes with the 
distress frequency and the present working frequencies being 
continued, is now before the US Senate for ratification. It 
will come into force two years after the date on which the 
instruments of ratification are exchanged. 


Ancther treaty was concluded in 1951 between the US 

and Canada which will permit, under certain conditions, the 
operation by citizens of either country of certain types of 
radio equipment in the territory of the other. The existing 
legislation of both countries precludes alien operation of 
radio transmitters and this gave rise to certain difficulties 
which this agreement is designed to overcome. Airplane 
pilots, operators of low-power mobile transmitters (such as 
those used in cars and busses) and "ham" operators will all 
benefit from this agreement. The Senate Foreign Relations 

Committee has approved the treaty and it is now awaiting 
Senate ratification. . 
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NEGOTIATIONS FOR AMENDHENT-OF Formal negotiations with the 
THADS AGREc- inh? WITH VisNbous Government of Venezuela to 

. supplement and amend the 1939 
trade agreement with that country will begin in Caracas this 
week, On August 29, 1951 the US announced its intention to 
negotiate with Venezuela in accordance with provisions of 

the Trade Agreements Act. It is intended that the results 

of the negotiations will be incorporated into a supplemen- 
tary agreement and that the existing trade agreement will 
continue in force except as modified in the supplementary 
agreenent. 














Negotiations are being undertaken at the request of 
Venezuela and in large part because of the special circum 
stances which resulted fron the termination of the trade 
agreement between the US and Mexico. Venezuela benefitted 
from the terms of the US-Mexico agreement of 1942 which pro- 
vided for a duty of 10.5 cents per barrel for all US imports 
of crude, topped crude ani fuel oil. When the Mexican agree- 
nent was terminated effective December 31, 1950 the terms 
of the agreement with Venezuela again became operative. 
Under this agreement, the tariff of 10.5 cents per barrel on 
crude, topped crude and fuel oil, including gas oil, applies 
only to 5% of the total quantity of crude processed in US 
refineries during the preceding calendar year and for amounts 
over the 5% figure the duty is 21 cents a barrel. In the 
face of threatened unilateral termination of the agreement 
by Venezuela, we indicated we would consider limited negoti- 
ations for the amendment of the agreement. We made it clear 
that our wiliingness to negotiate is based on the existence 
of the special circumstances resulting from termination of 
the Mexican agreement and that it was on this basis that an 
exception was made to our established policy of conducting 
aes agreement negotiations only within the framework of 

All, 


In addition to various petroleum products, iron ore, 
pig iron and sponge iron have been announced as possible 
subjects of concession by the US, US exports to Venezuela 
cover a wide range of products and include machinery and 
vehicles, metals and manufactures, animal and vegetable 
products, chemicals and related products, cotton manu- 
factures, synthetic fibers, and paper and paper products. 
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SHIPPING DISCRIMINATIONS Discriminations against US shipping 
INVESTIGATED BY CONGRESS were the subject of hearings April 4 
held by the Subcommittee on Merchant 
Marine and Maritime Matters of the Senate Committee on Interstate 
and Foreign Commerce. The investigation was largely a result of 
complaints from the shipping industry, which is concerned in 
view of a noticeable decrease in cargo shipments and desires 
Congressional consideration. The decrease in shipments on US 
lines is due in part to decréased demand in Europe for US coal, 
free dollar buying, and less US economic aid with which to buy 
American goods. Department officials testified concerning 
existing discriminations and the success we have had in our 
efforts to have them removed, We were requested by the Sub- 
committee to increase our efforts in this regarc. 





Governments having adopted as a national policy the expansion 
of their meré¢hant fleets have employed a number of ways to 
bring about the movement of commercial cargo in vessels of their 
own flag. Some of the measures take the form of preferences 
under exchange regulations, government direction of privately- 
purchased imports, discriminatory consular fees and preferential 
berthing of ships in congested ports. While the US foreign 
policy includes the concept. of equality of opportunity in conm- 
mercial competition, we believe that many of the measures taken 
were discriminatory and we have made a number of representations 
in this regard. 


Latin American Problems Latin American sountries especially 
are making efforts to expand their fleets. Argentina, Brazil 
and Chile have all increased their merchant fleets substantially. 
Three other Latin American countries--Colombia, Venezuela and 
Ecuador--have embarked on a joint shipping enterprise mnown as 
Flota Merchante Gran Colombiana. 





We have resolved satisfactorily many of the problems in this 
area, particularly those arising from exchange difficulties with 
Chile,Colombia, Venezuela and to a lesser extent, with Brazil 
and Argentina. Brazil, following a strong US protest, very 
recently suspended by executive order its regulation providing 
berthing priority to its national vessels. There remain, how- 
ever, preferences granted by Ecuador and Brazil to their national 
ships in a substantial reduction of consular fees. Moreover, 
Argentina still gives preferential berthing to its vessels and 
continues to require the use of national ships for at least 
commercial cargo purchased by the Argentine Government. 


Other 
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Other Problems Many foreign countries under acute economic 
stress hiuve been unable to nurchase American goods and American 
services to the extent that they would like. This hes raised 
serious problems for various segments of our economy, including 
Shipping. Dollar-short countries naturally use shirping to con- 
serve and earn the foreign exchange essential to economic 
recovery, which in turn, reduces the amount of cargo available 
for US shins. Also, American lines find it difficult to accept 
foreign currencies in parment for freight or passages due to the 
inability of some countries to allow free convertibility of 
their currencies into dollars. As a result, the US carrier is 
handicapped in conpetition with foreign carriers who do not 
require dollars and are able to offer their services for other 
more-easily-obtained currencies. While we have encovraged most 
foreign countries to restrict to most necessary items their 
purchases from the US and to ration their dollars in order to 
achieve viability and thereby become less dependent on US aid, 
we have endeavored at all times to insure that currency regula- 
tions are not used as a Gevice for excluding US shipping. we 
intend to continue pressing for free convertibility as rapidly 
as the collar position of individual countries pernits. 





We were successful in getting the Government of South Africa 
to relax its exchange regulations so that discrimination against 
US shipping was removed. Other serious dollar problems have 
arisen in Spain and in Italy. In the Italian case the Depart- 
ment has been informed that cotton importers are employing 
Italian tramp ships to carry cotton purchased in this country 
and are paying the freight in lire. The conditions of con- 
vertibility of lire accepted for shipment of goods from the US 
to Italy are such that US shipping companies find it extremely 
difficult to accept lire freight payments. But, since there 
are no official regulations which discriminate against US ship- 
ping, we have thus far been unable to make representations to 
the Italian Government. 


Difficulties which face American shipping in other parts 
of the world include berthing priorities in certain ports on the 
East Coast of Africa, the compulsory employment in France of 
so-called Covrtiers Maritimes or licensed customs brokers by 
foreign vessels and some compulsory pilotage on the west coast 
of Canade. While these questions have been under discussion 
with the Governments concerned for some time, thus far they have 
not been settled. 


UNCLASE IF IED 


| DECLASSIFIED FOR PUBLICATION IN FOREIGN 
RELATIONS OF THE UNITED STATES 

















BEST COPY AVAILABLE 


ISSUE NO. 353 
April 21, 1952 


SECRET 


SECURITY INFORMATION 








Ba { PEPARTWENE OF STATE 
_~ POLICY REPORT 


DECLASSIFIED FOR PUBLICATION IN Seen, 
RELATIONS OF THE UNITED STATES 





BEST COPY AVAILABLE 


lesigned to highieht deve ne the eco- 
Ty rilbvie S: : ‘ ( t lhi ereeniia i prop 
irre ‘ Liye ] )) 'h } ] ted 
; i’ isbit 4 ‘ itt ny t ill . by nN i )) . 
: ‘ re'in , 


Document Security Instructions 


This document should be treated in accordance with current imstruction. 


security meusures for SECRET material. Extreme care should be e3- 
‘ t Vou ibliic or private discussion of the information herein with or in 

: ”s hearme of any person not authorized to have knowledge thereo! 
1 ' 


coneral purposes all clussilied Foreign Service Officers and other responsibi 


oy theers are authorized to have Knowledee of the contents of this docu- 
nent. responibility for the safekeeping of which will be assumed by each recipient 
hereol. It may be retained in protected files or, at the discretion of the recipient, 


destroved by burning. If not personally disposed of by the recipient, he will 


ire bimaselt that at is burned in the manner prescribed for SECRET material. 


DECLASSIFIED FOR PUBLICATION IN FOREIGN 
RELATIONS OF THE UNITED STATES 











SECRET - SECURITY INFORMATION 
April 21, 1952 
CONTENTS 


Tripartite Agreement 
on Aid to Yugoslavia - --+-+-+#-e-+-e-se ~“22er2e22e- |] 
Recommendations of the Report 
Differences from Last Year’s Program 


Moscow Economic Conference 
Studied Here and Abroad -\+-+-+-+-e+e-se cecreeree 3 
Soviet Policy Speech 
Conference Decisions 
Trade Negotiations 
Press Reaction 


Overseas Operations of Defense 


Materials Procurement Agency - - - -- = - ---+-+-- 8 
Elimination of Controls 
on Use of Natural Rubber - - - -\*++-+#-+e+-+-e+-e-ee¢ © 10 
NPA Amends Order M-2 
Background 


Unchanged Rubber Restrictions 
Synthetic Price Problem 





DECLASSIFIED FOR PUBLICATION | | 
N FO 
RELATIONS OF THE UNITED STATES ——s 








SECRET - SECURITY INFORMATION 


FRIAR EE AChE Representatives of the US, UK and France 
ON AID TO YUGOSLAVIA this week concluded the Washington confer- 

ence on tripartite aia to Yugoslavia, with 
agreement reached on the amount of aid which each country will 
undertake to extend during fiscal 1953. The program calls for 
$99 million in grants and support of an International Bank loan 
The conference report, which will now go to the three governments 
for acceptance, reiterates the objectives of the program as 
maintenance of an independent Yugoslavia outside of the Soviet 
orbit, avoiding the consequences to the Western World which a 
collapse of Yugoslav resistance to the USSR would entail, with 
al made to move Yugoslavia further in the direction of the 

est. 


The chief difficulty in reaching agreement centered around 
the size of the British and French contributions in view of 
their serious balance of payments situation. While the US dele- 
gation recognized this difficulty, it indicated a willingness 
to continue aid on a tripartite basis only if the UK and France 
made significant contributions, with 20% being considered an 
absolute minimun. 


Recommendations of the Report The most important recom- 
mendaticn of the report is that the three governments should 
accept responsibility for vroviding the Yugoslav Government in 
the year July 1, 1952 to June 30, 1953 with grants equivalent 
to $99 million, with the US contributing $78 million, the UK 
b4+-1/2 million ($12.6 million), and France 2,940 million francs 
($2.4 million). Each of the governments should, after consulta- 
tion with the other two, be free to determine to which purpose 
its own grant is to be applied, and the times at which, and the 
manner in which, it will be applied. The report also recommends 
that the participating governments should support the granting, 
as soon as possible, of a second International Bank loan to 
Yugoslavia of an amount approximately equal to the loan of $28 
million approved by the Bank in October 1951. Each of the 
participating governments should, subject to consultation on 
the projects to be financed and the conditions of such a loan, 
assure the availability to the International Bank , on the latter's 
request, «/ an appropriate amount of that country's currency for 
the seconu loan to Yugoslavia. 


The report also recommends that the three governments should 
confirm their continuing intention to work actively for a revision 
of Yugoslavia's debt repayment schedules. 


Differences 
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Differences from Last Year's Program The total recommended 
program of aid to Yugoslavia is $2] million Jess than that for 
the current fiscal year, with the US contributing 7&.°%, in com- 
parison with 65% in the present year. The reduction in the 
amount of aid sets the stage for an expected statement to the 
Yugoslevs to the effect that future aid to Yugoslavia will be 
progressively reduced. It is hoped that such a statement will 
induce Yugoslavia to make more repid progress towards the attain- 
ment of economic viability, ana independence of foreign economic 
assistance. 





On the ouestion of investment, last year's report merely 
made a general statement to the effect that capital goods imports 
should be financed on a long-term basis, whereas this year's re- 
port makes specific recommendations including support of an inter- 
national Bank loan. It recommends that assistance should be 
given to Yugoslavia to carry out investment selected in accord- 
ance with certain criteria. An examination of investment in 
Yugoslavia has shown that the annual rete of investment expendi- 
ture constitutes toc heavy a drain on the resources available 
and should be reduced. It has also shown the need of the Yugo- 
slav Government to arrange its investment projects in order of 
priority, ana to direct its efforts towards the completion of 
those of first priority. Such investment would increase produc- 
tivity and help reduce the balance of payments deficit. In view 
of the special circumstances of tripartite grant aid to Yugo- 
Slavia and the close interdependence of investment and such aid 
in achieving the general objectives of the participating govern- 
ments and the International Bank in Yugoslavia, there should be 
close consultation, particularly in Belgrade, between the Bank 
and the participating governments on the projects to be financed 
and the conditions of such a loan. 


Recognizing the inadequacy of depending wholly on tripartite 
Giplomatic support of Yugoslav efforts toward amelioration of 
its debt repayment burden, the conference recommends that the 
three governments consider sponsoring a conference of Yugoslevia's 
creditors for the purpose of studying possible action for ameliora.- 
tion of Yugoslavia's debt burden, either through funding on a 
long-term basis or through other measures, and to take such 
action as may then appear appropriate. In the meantime, however, 
the participating governments should work more actively for 
moratoria on debt payments falling due to countries other than 
the US, UK and France in 1952 and 1953, and urge such countries 
to consider amelioration of Yugoslavia's debt burden after 1953. 


On 
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On administration, it was agreed that the previous reaquire- 
ment of unanimous consent shovlc be eliminated. The basic modus 
operanai of the new arrangement will be consultetion. The tnree 
governments are to exchange information ana consult together to 
the end that assistance in the form of grants or otherwise wiil 
most effectively promote their objectives. Every effort should 
be made to reach tripartite agreement on operations, but if, 
after a reasonable time, agreement cannot be reached, each 
government is free to follow its own course of action. 


The conference agreec that a copy of its report should be 
transmitted to the staff of the International Bank, since the 
Bank's staff participated in most of the committee work of the 
conference. Transmitting a copy of the revort to the Bank's 
staff should enable the Bank to move ahead quickly on the question 
of a second loan. 
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MOSCOW ECONOMIC CONFERENCE It is still too early to determine 
STULIEL HExE AND ALROAD the real impact of the Moscow Economic 


Conference. ‘ihe Department and the 
Foreign Offices of Western European countries are attempting 
analyses as they receive reports from the returning delegates. 
It is clear, however, that a primary purpose of the meeting was 
to weaken the security export controls over the fiow of strategic 
items to the Soviet bloc which the governments of the free world 
have found it necessary to impose in the interests of their own 
defense. While the Soviets attempted to persuade the world of 
their desire to engage in peaceful trade by offering markets for 
consumer ana luxury goods which they hac previously been reluctant 
to purchase, many of these offers appear to be tied to purchases 
of strategic products and raw materials which the Soviet bloc 
desires in order to further expand its military program. It is 
also apparent that the Soviet leaders, in the interest of their 
aggressive military prograr, are using this as one more lever to 
create coubts about the urgency of the defense effort of the 
free world. It is not strange, in view of these objectives, 
that Soviet leaders chose to present their views to a selected 
group of private citizens callec to Moscow rather than to the 
a and established trade representatives of the free 
world. 


The 
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The conference cpnealed to the United Nations to end trade 
disruption and call © conference to consider not only trade 
promotion but the need for industrislizing the underdeveloped 
countries «s well. Regardless of UN action, the Moscow Con- 
ference reportedly agreed by unanimous vote to hold a second 
internctional economic conference "in the near future". In 
addition to the conference itself, a varicty of trace negotia- 
tions were carried on among the delegations. ie heave not yet 
reccived authentic informetion on most of these negotiations, 
élthovch <¢ number of them were reported in the Soviet press & 
concluded. The offers were cunningly designed to appeal to the 
Gepressed textile industries in Western Europe and Japan, to 
the needs of the underdeveloped countries for more capital 
equipment, and to the desires of all countries to ease the 


Gollar shortage. 


The most prominent delegations ct the conference came from 
the underdeveloped countries--Irain, Indonesia, Burma, Indie, 
end rokistean. From western Eurcepe, the most notable delegation 
was from the UI. It was headed by Lord Boyd-Orr, former Director- 
General of the Food and «griculture Organization, There were 
five delegetes from the United States. According to the official 
communique 471 delegates from 49 countries participated in the 
conference, 


Soviet Policy Speech The USSR put forward at the conference 
its long heralded “concrete proposal" for “improving the living 
standard of the peoples and developing economic links between 
211 countries", This proposal was incorporated in a speech, 
given by Nesterov, President of the Soviet Chamber of Commerce, 
and is believed to be so important a statement of Soviet policy 
that the conference itself might well have been designed to pro- 
vide it with a good backdrop, The USSR was depicted as a major 
world trader and as an exponent of normal trade, Willingness 
was ennounced to increase Soviet foreign trade by one and a half 
or even two times within two or three years, The non-Soviet 
world was offered a trade of 10-15 billion rubles annually. At 
the official rate of exchange of four rubles to the dollar such 
an offer would increase Soviet imports and exports from the 
present ennual rate of less then a half billion dollars to 2.5 
to 3.75 billion dollars. Through this, Nesterov s2id, employment 
would be given in trading countries to an additional. one and a 
half to two million persons. He stressec that Soviet organiza- 
tions would be willing to sell against national currencies and to 
arrange transactions through national banks, making recourse to 
foreign banks unnecessery, 





The 


DECLASSIFIED FOR PUBLICATION 
’N IN FOREI 
RELATIONS OF THE UNITED STATES ony ; 




















BEST COPY AVAILABLE 


CONFIDENTI..L - SECURTTY INFORMATION 


' 
WI 
! 


The Soviet offer coutained certain specific proposals to 
trede Soviet raw materiuls, particularly timber and grains, for 
verlous typec of consumer goods, machinery and other capital 
egquipwent from the UK, France, Italy, the Netherlands, Belgium, 
West Gcrmany and Japan, Particular interest was shown in South- 
c:st .sic, the Near East and the Middie East, with an offer of 
3 billion rubles worth of machinery and technical assistance to 
Set un heavy and light inductry in these areas, Many of the goods 
the UTGR oroposed to vurchase, however, are not consumer goods 
but nvocucts of strategic importance, In fact, the Soviet spokes- 
won mentioned that the USSR "was prepared to place orders for 7 to 
10 billion rubles worth of ships, machinery and tools in Western 
countries." Thus Soviet purchases envisaged would admittedly 
consist of capital equipment of types likely to figure on US and 
international control lists in addition to other strategic 
eaquinnent, semi-manuractures, and raw materials, 


Tuplicit throughout the speech was an appeal to individual 
business representatives or the Western countries egainst their 
Gevernments and UN economic organs, Although ostensibly omitting 
"political" ctrings, Nesterov svecified that "the first thing 
reguired for the resumption ~-nd extension of international com- 
mercial intercourse is the renunciation of 411 discriminations, 
whatever their form." Moreover, he implied that e change in 
Western policy on rearmament might be necessary. Thus the Soviet 
citer constitutes an invitetion to the West to forego its export 
controls and in fact its foreign policy in order to boost by 
¢2 or <3 billion its foreign trade of more thaa $100 billion per 
yeir, of which $26.1 billion is trade involving the US. 


Conference Decisions The closing days of the conference 
produced a number of developments of interest in connection with 
the ruture of the Soviet economic offensive. The conferees 
unaninously decided to: 1) appeal to the United Nations to convene 
an intergovernmental conference composed of both official and 
privite representatives of 211 countries which would be dedicated 
to nuomoting; trade expansion and to considering the need for 
industrializing the underdeveloped countries; 2) adopt an official 
communique on the work of the conference which discussed trade 
"disruption" and "opportunities" and the business "deals" made at 
the conference; 2) set up 2 30-man permanent committee to carry 
on the conference's work and establish the date and place of the 
"second International Economic Conference"; and 4) hold inter- 
national trede fairs in a number of countries, with East Berlin 
as the site of the first. The choice of East Berlin for both the 
permanent committee headquarters and the first trade fair was 
presumebly prompted, at least in part, by its proximity to the 
west while within the security of Soviet-controlled territory, and 
by 2 desire to use the lever of trade to help pry West Germany 
away fron the Western bloc. 
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Yroade Negotiations Recruiting tactics for the conference 
included promisés that profitable trade offers from Soviet bloc 
countries would be forthcoming, and no efforts were spared to 
cveute the impression that the conference would be the scene of 
conerete commercial and financial agreements. The bcit of large- 
se..le trode with Communist China was dangled before the delegates 
from both the West and the For East. During the conference 
trace offers similar to those of Nesterov were mace by satellite 
countries. Poland offered to double its coal exports to countries 
outside the Soviet bloc gnd otherwise to expand its exports to 
cupitalist countries so that in the period 1953-55 its total 
shipments to these countries would exceed two billion rubles 
annually. The leading Czech delegate stressed the <bility of 
hts country to aid Asia, Africa and Latin ‘merica in establishing 
their own industrtes br deliveries of machinery, motors, electri- 
ec] material, tractors and other vehicles. By peying for their 
imports with exports (by implication, strategic raw materials), 
these countries might "obt2zin markets for the time when stock- 
piling of so-called strategic raw materials will have ceasec in 
sone Western countries." 


BEST COPY AVAILABLE 


“mong specific trade negotiations, the following were reported: 
1) 2 @eal between Communist China and British delegates for an 
exchange of goods equivalent to $56 million was reportedly con- 
cluded. Britain reportedly would supply Chiné with textiles, 
cheintcels and metals (except copper and aluminun) in exchange 
for coal and miscellaneous foodstutffs. British delegations 
élso were said to have received orders worth $44.8 million 
"mostly for textiles" from various Soviet bloc countries and 
expected orders worth $14 million more. Berter deals worth $5.6 
million each way were said to have been concluded between British 
delegates and East Germany and Rumania. 2) French delegates were 
Said to huve concluded a deal with Communist China to exchange 
$11 million worth of Chinese silk, tea, o11 and mangénese for 

rench medical equipment, metals, machinery, and consumers' goods, 
and an.agreement with East Germany involving $10 million. 
French delegates reportedly "placed an order" for 150,000 tons of 
Polisn ucéi in-exchange for cutlery, surgical instruments, and 
technical m:terial and other French products. 3) Belgian delegates 
weleé S110 to nave concluded an unspecified agreement with Com- 

-5= Chana for an exchange worth $2 million. 4) West German 
deingates were said to be negotiating a barter transaction with 
the USSR worth the equivalent of $50 million. 5) In addition, 
agreements were reported completed or under way between the USSR 
and fustriea, Brazil, Mexico and Western Germany. Indonesian 
delegates reportedly offered unlimited quantities of rubber to 
the Soviets. 


Official 
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Official reactions have not yet been received from the 
Western European governments pending discussions with returning 
delegates and examinaticn of the deals worked out, Ui and 
Pelginn officials have stated that they have no intention of 
relaxing; strategic controls or vermitting shipments of strategic 
materi2ls to the Soviet Union, China or their satellites under 
any package arrangement or pursuant to so-called conventions, 
However, they apperently are interested in increasing non- 
strategic exports to Eastern European countries and China in 
response to tangible and svecific offers, 


Press Reaction. Commentators in the US were virtually 
unanimous in asserting that the conference was staged to heighten 
anti-US feelings in Western Europe and thereby force a lifting of 
the trade restrictions imposed on strategic commodities. In 
this light, the conference is viewed as a "testimonial" to the 
grovwins strength of the west and evidence of the hardships 
imposed on the Soviet and satellite economies by our trade con- 
trols, While some observers concluded that the Soviet efforts 
will not be able to make serious inroads on the growing unity 
end strength of the free world and that our policies should 
therefore not be changed, others have warned thut we cannot under- 
estimute the anpeal Soviet trade offers will have on the countries 
of western Furope which are now badly in need of markets and. 
Strained by armament production, This latter group declares that 
the US must énd can nullify this appeal by importing more goods 
from Western Europe, lowering tariffs, relaxing the ban on trade 
with the Soviet orbit to allow export of more "non-essential" 
materials, expanding the flow of technical aid, and encouraging 
private investment abroad, 


Scittered preliminary reactions. outside’ the Soviet bloc 
vary considerably from country.to country. The non-Communist — 
press in Rome generally apneers to have been skeptical over the 
benefits of any Soviet-bloc trade offers, /. number of non- 
Communist ‘papers in Paris have. given a good play to the fact that 
the USSR G@id not choose more orthodox trading methods. However, 
the reported British trade deal with Communist China has received 
headlines, -The West German non-Communist press has expressed 
itself rather bitterly over having to "stand by while the British 
and the French trade with the East," a longstanding grievance 
which East German propaganda on the conference is doing its best 
to aggravate. In Iran the conference received relatively 
favoreble press treatment, which is not unexpected in- view of the 
importance of some of the Iranian delegates, 


* * * 
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The Department of State and 

the Defense Materials Procure- 
ment Agency (DMPA) have reached 
agreement concerning the operations and staffing of the latter 
agency in foreign countries where the production of strategic 
materials is of seeps Sesese to the US. The DMPA is, by Execu- 
tive Order No. 10281, charged with authority and responsibility 
for procuring strategic materials abroad, including increasing 
production of such materials. These functions include execut- 
ing spot purchases and administering purchase contracts; arrang- 
ing transportation services and storage facilities for the 
materials; and negotiation of and administering contracts cover- 
ing the exploration, development and expansion of the production 
of strategic and eritical metals, minerals and other materials. 





The DMPA recognizes that the Department of State, in view 
of its concern with all aspects of US foreign policy and foreign 
relations, has a direct and continuing interest in DMPA policies 
and operations in any foreign country to the extent that they 
affect US relations with that country and other US activities 
in that country for which the Department is responsible. The 
Chief of the US Diplomatic Mission in each foreign country is 
the principal US representative and spokesman in that country 
and exercises leadership in assuring coordination among all US 
representatives in that country. In any foreign country where 
DMPA is- operating, the DMPA Regional Director is responsible 
for making certain that the Chief of the Diplomatic Mission is 
informed as to DMPA's programs and operations in the country. 

In the interest of efficiency and economy DMPA will make use 

of existing US Government facilities abroad for administrative 
support and services to the maximum extent consistent with its 
operating responsibilities, and to this end the Chief of the 
Diplomatic Mission will give full consideration to the require- 
ments of DMPA in his country. 


DMPA personnel will constitute a separate unit attached 
to the diplomatic mission, with a direct chain of command and 
reports to DMPA's Washington and regional headquarters, utiliz- 
ing State Department channels of communications. DMPA is 
establishing Region 1 headquarters in Washington, D. C., having 
under its jurisdiction North America, Central America and the 
Caribbean area. A district office will be located in Mexico 
City. Tentative plans are that Region 2, with jurisdiction of 
South America, excluding the Guianas, would headquarter at 
Lima, having duty stations of field representatives in Santiago, 
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la Paz, and Rio de Janeiro. Tentative plans for Region 3 are 
that it will headquarter in London, having jurisdiction of 
Eurove, the Middle East up to anc including Iran, and Africa. 
Duty stations of field representatives in that region are 
tentatively plannec for Athens, Oslo, Brussels, and Ankara, 
with district offices in Paris and Johannesburg. Region 4 
will headquarter in Singapore, having in its area of jurisdic- 
tion Afghanistan, Pakistan, Indie and Southeast Asia including 
the Philippines, Indonesia, Japan, Australia, and New Zealand. 
Duty stations of field representatives are planned for Bangkok 
anc Manila. It is tentatively planned that a district office 
will be established in Canberra. Plans for establishing new 
or eliminating existing DMPA district offices or duty stations 
which are made necessary by program requirements will be com- 
municated to the Department of State in sufficient time for it 
to make arrangements for facilities. 





All DiiPA field pversonnel will be appointea by the Depart- 
ment of State in the Foreign Service -in accordance with pro- 
visions of the Foreign Service act of 1$46 and rules and regula- 
tions issued pursuant to the Act, as recommended by DMPA. How- 
ever, because of the temporary and emergency nature of the DMPA 
program, reasonable flexibility will be used in applying the 
Foreign Service rules, regulations and procedures. DMPA person- 
nel in the field will be extended benefits or nrivileges on the 
same basis as other US personnel, to the extent feasible. State 
. Will provide DMPA personnel in foreign countries with such 
administrative facilities and support as are required for the 
performance of their duties, consistent with that available to 
other Foreign Service personnel. If State can not provide such 
services ana facilities, DMPA will be free to procure them 
through its own resources. DwWPA will furnish the Department of 
State in Washington sufficient advance information on its plans 
and activities so that the Department can make adequate provision 
for administrative support in the field. Ona basis mutually 
agreed upon, DMPA will reimburse the Department for expenses 
incurred by the Department in connection with DMPA's. foreign 
activities. 


The principal DhiPA officer and the Chief of the Diplomatic 
Mission will jointly arrange for: 1) appropriate representation 
in negotiations with the foreign government; 2) review by the 
Chief of the Diplomatic Mission of the general scope, magnitude 
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and emphasis of DMFA programs and activities in the courtry to 
permit prover coordination with other US Government activities; 
3) exchange of commznications for information purposes; 4) pro- 
vision of such advice, staff, assistance, records and informa- 
tion of the dinvlomatic mission as are available and required 

tor effective operation by DMPA; 5) expeditious handling of 
comuunicaticns to and from DMPA field personnel and their direct 
delivery to the addressees; and 6) coordination and exchange of 
information between DPA personnel and persons engaged in other 
US operating programs in the country, such as the Mutual Security 
and the Foreign Information programs. : 


In case the Chief of the Diplomatic Mission disagrees with 
a oroposed DMPA actiion, and the differences cannot be settled 
on the ground, the issue shall be referred by the Chief of the 
Diploratic Mission and the senior DMPA representative to their 
resvective Washing:on headquarters for settlement. Pending 
settlement of the iuestion in Washington, DMPA will take no 
action in the area of disagreement. 





ELT NaTION OF CONT0LS There have been a number of develop- 

ON USE OF NaTUR&L RUBBER ments in the JS recently with re- , 
| gard to rabber which are of major 

importance to producing countries. Last week saw the virtual 

elimination of contiols on the use of natural rubber, which 

for the first time will be allowed to compete freely with US 

synthetic. By July procurement cf natural rubber for in- 

dustry requirements will have been returned to private com- 

mercial Channels wita the US Government procuring only for 

the Stockpile. Meanvhile, stockpile purchases are up-to-date 

and safeguards exist for maintaining them, Production of 

synthetic will be coitinued above a specific level for security 

purposes and GR-S wi... remain available for export. Synthetic 

plants are stili owned by the government, and the President has 

epg egy te Congress that it would be in the national interest 

or the government teiiporarily to continue the operation of 

or purpose synthetic (GR-S) plants, and to dispose of certain 

oats special purpose) manufacturing plants to private industry. 

a: is directly substitutable for natural rubber in a variety of 

oy ucts, while butyl is used primarily in tubes for pneumatic 
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NPA Amends Order M-2 The National Production Authority last 
week announced the revocation of its specification controls 
limiting the amount of natural rubber that may be used in 
making rubber products, with the exception ‘f pale and sole 
crepe which remain in short supply. It is expected that this 
will result in relatively free competition between natural 
and synthetic rubber, a condition which rubber producing coun- 
tries have been urging for some time. This action was par- 
ticularly timely in view of the meeting of the Rubber Study 
Group which will take place in Ottawa in two weeks. The 
new order removes much of the basis for complaint which pro- 
ducing countries have had against the US in the rubber field, 
Ceylon, however, is affected by the continued limitation on 
crepe rubber, since crepe is a Ceylonese specialty. 





The new order also terminates the allocation of butyl, 
the 30-day inventory limit on butyl, and the 60-day limit on 
natural rubber. All types of rubber, however remain subject 
to the "practicable minimum working inventory" restriction 
of NPA Regulation l. 


For security reasons, NPA has been directed by the Defense 
Production Administration to maintain minimum annual consumption 
levels for both GR-S and butyl synthetic. The GR-S level is 
set at 450,000 long tons and the butyl level at 60,000, The 
Reconstruction Finance Corporation has been directed to produce 
GR-S at an annual rate of no less than 600,000 long tons per 
year until, in addition to other requirements, a government- 
owned inventory of at least 75,000 long tons is accumulated, 
When this point is reached, GR-S production may be allowed to 
fall to no less than 450,000 long tons a year, but only with 
a@ corresponding increase of GR-S inventory in government hands 
up to at least 122,000 long tons. It is the opinion of RFC 
that these inventories would be sufficient, when used to supple- 
ment GR-S production, to enable RFC to supply the industry at 
the capacity rate of 860,000 long tons a year during the period 
needed to get the plants back into actual production at that 
rate. If at any time, consumption falls below the levels set 
by DPA, standby specifications for the mandatory consumption 
of GR-S$ and butyl will be put into effect immediately for 
security reasons. At the present time, GR-S consumption is 
at a rate of over 700,000 long tons annually and butyl at more 
than 80,000 and it is not considered likely that industry 
usage will drop to the 450,000 and 60,000 levels. 


Background 
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Backpround. Phe new order virtually terminates ten years 
of rnober controls. Untii the outbreak of Korean hostilities, 
rubvoer cortrols were used to insure e market for synthetic 
rubber procuced by the government for security reasons. Since 
the horean hostilities, rubber controJs have operated as limita- 
tions on the consumption of natural rubber, the objective being 
tc conserve the supply in order to bvild up the natural rubber 
stockpile. Last week's action fulfilled the objective recom- 
mended by the NPA Rubber industry Advisory Committee on March 26, 
1952 when it vroposed that natural rubber restrictions be re- 
movec, but that government rubber-oroducing facilities be main- 
tainec at a level sufficient to provide for national security. 
This is in accord with the legislative policy of the Rubber Act 
of 1948, as-amended, which states that "in order to strengthen 
nationai security throurh a sound incustry, it is essential . 
that . . . regulations recuiring mandatory use of synthetic 
rubber be ended and terminated whenever consistent with national 
security." 





Unchanged Rubber Restrictions Private importation of 
natural ruboer (except oy permission of the General Services 
Administration) continues to be prohibited. However, this 
prohibition will ena June 30, 1952 with respect to dry natural 
rubber ana insofar as it concerns netural rubber latex will be 
revoked as soon as government-owned stocks are liquidated. These 
stocks are now being sold above the world market price. 





Also continued is the requirewent that tne percentage of 
dry GR-S which may be purchased from RFC in the form of cold 
rupber cannot exceea 50%. The use of pale and sole crepe rubber 
in the manufacture of certain articles is still prohibited. The 
limitation as to the use of high tenacity rayon in rubber products 
to 120% of the amount used during the three months period ending 
June 30, 1951 continues in effect, as do certain reporting 
reyuirements. | 


Synthetic Price Problem The price to be asked for synthetic 
remains to be worked out. Producing countries believe that a 
fair price for synthetic would be a price equivalent to that 
which would be charged by vrivately owned plants. The House 
Armed Services Committee has expressed a similer opinion. The 
question is expected to be reviewed in the near future. 


* * * 
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PROGRESS REPORT ON The Secretary of State and the Adminis- 
ECONOMIC DEFENSE trator of the Mutual Defense Assistance 

Control Act (Battle Act) have submitted 
to the National Security Council the fourth progress report 
on economic policies and programs which may affect the war 
potential of the Soviet bloc. This report, covering the 
period November 15, 1951 to March 1, 1952, points out that 
there are indications that the denial of commodities covered 
by the export control program of the free world is affecting 
the European Soviet bloc adversely. Intensified Soviet 
propaganda efforts, reaching a climax in the recently con- 
cluded Moscow Economic Conference to stimulate and expand 
east-west trace in a manner favorable to the bloc's interests, 
are an indication of the impact of the controls. 


Battle Act Since October 1951 the economic defense 
activities of the US Government have been heavily concen- 
trated on problems directly related to implementation of 
the Battle Act. At the suggestion of the Western European 
countries, a meeting of the Consultative Group was held in 
January to consider some of these problems (page 1, January 28, 
1952 issue). The other countries agreed to consult with us 
before undertaking commitments to ship Battle Act embargo 
items (Title I, Category A) and to prior COCOM consultations 
not only on all International List * (embargo) items, but 
also on the only International Lis: .1 (quantitatively con- 
trolled) items included in Title .. Category B. They would 
not, however, agree to placing tnese items on the Inter- 
national Embargo List, and no country agreed to the US sug- 
gestion for a. temporary suspension after January 24 of ship- 
ments of Category B items on which prior commitments had 
been made. While the US did not achieve its entire objective 
at the meeting, an improvement in relations resulted from 
reassurances that the US does not intend to undercut the 
COCOM. These improved relations appear, however, to have 
been weakened subsequently by the US statement late in 
January which reserved its position with respect.to the re- 
Sults of the COCOM review of items on International List II. 


The most urgent problems under the Battle Act involve 
the need to consider whether exceptions should be granted 
for particular shipments of International List I commodities 
to the Soviet bloc by Western European countries. Many such 
shipments result from commitments made prior to the inclusion 
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of the items on embargo lists and would be approved under 
COCOM princinles. The inventory of outstanding commitments 
by COCC& countries to ship such items is now well under way. 
Some ca S€S, such as a comuitment by the Netherlands to = a hel 
LRN 





Communist China Because of the general reluctance of 
other nations to adopt measures going beyond the General 
Assembly strategic embargo resolution of May 18, 1951 while 
Korean armistice negotiations are under way, the US did not 
acvance proposals in the Sixth Session of the UN General 
Assembly or in the Additional Measures Committee (/C) for 
additional ccntrols against Communist China. The Department 
is reexamining the desirability of again opening ALC discus- 
Sions with the aim of further implementing the ay 18 resolu- 
tion through ancillary controls if the stalemate in armistice 
negotiations continues. A further deterioration of the situa- 
tion would indicate urgent and more severe economic sanctions. 





t 
Meanwhile, CCCOM consideration of the UK proposal to 

institute a China embargo list reveaied that all participat- 
ing countries hac placed or were placing the whole of Inter- 
national Lists I and II under embargo for China. Discussions 
are continuing on the possibility of extending the embargo 

to include International List III (items to be watched) and 
certain other items included in the UK pronvosal. 


Hone Kong and Macao The new US licensing policy for 
Hong Kong and Macao which was approved on February 7, pro- 
vides generally that items on US security lists may be sup- 
plied to Hong Kong for local consumption or transshipment 
to non-Soviet bloc destinations as long as the Hong Kong 
Government imposes an embargo on these or identical items 
to Communist China, North Korea and the Soviet Far East 
(page 1, February 25, 1952 issue). This policy is undeniably 
a strict one, but it is made necessary because of Hong Kong's 
position as a transit point for trade with China. It is 
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eonsidered by the US Government to be flexible enough to 
permit exports for the maintenance of the Hong Kong economy, 
even though Hong Kong may be continuing some trade with 
China in goods of low strategic significance. 


Shipments through Macao to Communist China have consti- 
tuted a serious leak in the international control systen. 
Early in February the Portuguese Government announced that 
it was about to implement the Import Certificate Delivery 
Verification system in Macao, Goa and all other Portuguese 
overseas territories. Application of this system to Macao 
provides the means for reducing the possibility of illegal 
shipments reaching Communist China. In addition, the Macao 
Government introduced legislation on January 23 prohibiting 
the export of strategic materials to Communist China. It 
is still too early to appraise the effectiveness of these 
measures. Meanwhile, the revised US licensing policy pro- 
vides that security and short-supply items may be approved 
for Macao only when they are for the fulfillment of minimum 
short-term local requirements and are supported by a formal 
request of the Portuguese Government documented by a state- 
ment of requirements and supported by investigation of end- 
use. The US regards shipments of security and short-supply 
items from Hong Kong to Macao as shipments to Communist 
China unless they are determined as necessary to meet minimum 
essential short-term consumption requirements in Macao. 


Jepanese =xport Controls In order to ensure that Japa- 
nese export policy is not altered substantially as a result 


of Japanese assumption of export licensing control (which 
took place March 17), the Japanese Government has been advised 
of our understanding that Japan will maintain controls as 
close as possible to those now being applied as long as there 
is Communist aggression in the Far East. For a limited time, 
SCAP is post-auditing all export licenses covering security 
items. The Japanese Government will be responsible for end- 
use checking on these items through its Overseas Agencies 
where they have been established, or through US Missions. 


Maintaining controls after the cessation of the Korean 
hostilities is a long-run problem necessitating serious 
consideration. Growing pressures in Japan to resume trade 
with Communist China are expected to increase after the Peace 
Treaty becomes effective, and particularly after an armistice 
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in Korea, if agreement is reached. In view of this, the 

US is pronosing multilateral discussions to consider the 
Gesirability of establishing some kind of organizational 
arrangement to assist in determining and carrying out mutual 
ow ot ad objectives in the Far East in the post-aggression 
per ; ae 


Germany Progress continues to be made by the German 
Federal Republic in developing and improving the structure 
and operation of the German export control system. Despite 
this progress anc a serious intent on the part of the German 
Government to solve the remaining important problems, real 
‘opportunities still exist for the shipment of strategic 
commodities out of Germany in violation or evasion of export 
controls. Most intelligence indicates a considerable reduc- 
tion in the total quantity of illegal trade in the last nine 
months. This can be attributed in part to virtual stoppage 
of interzonal trade. 


The High Commissioner's Office is continuing administra- 
tive action against German firms suspected of engaging in 
illegal transactions and is pursuing this problem with the 
Federal Government, which has not yet established an effec- 
tive system for taking action against such firms on the basis 
of its own investigations. The system of end-use checking 
thus far established by the Federal Government, in particular 
as regards non-COCOM countries, is not yet satisfactory. The 
Import Certificate and Delivery Verification system has been 
in use by the Germans since June 1951 for checking exports 
to COCOM countries, although es yet to an insufficient extent. 


Efforts are under way to make further progress with the 
Gifficult Berlin control problem, where there is still con- 
siderable room for improvement. The Germans have made some 
progress in the troublesome free port of Hamburg, but much 
ground remains to be covered in the task of training customs 
officials and indoctrinating them with the proper attitude 
of vigilance. 


Transit Trade and Transshipment Controls Numerous reports 
have been received on the transshipment to the Soviet bloc of 
Chilean copper, and a few reports on Mexican copper, consigned 
to Western Europe. Some of the reports have been verified. 
Embassies Santiago and Mexico City report that the local 
governments exert little effort to ensure against these diver- 
sions. The majority of these reported transshipments involve 


the 
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the free port of Antwern. To plug these and other free port 
leaks the US has strongly supnorted in CCCCM the adcption of 


transshipment licensing, but no coordinated arrangement has 
been agreec. CCCOh has approved the US proposal for a selec- 
tive extension of the Import Certificate and Delivery Verifica- 
tion system to Latin America. Tne US is requesting immediate 
imolementation by the Letin American Governments. All CCCOM 
countries except France, Belgium enc the Netherlands have 
instituted physicai controls over transit trade. 


Shivpinge Little progress was made in the field of ship- 
ping controls during tue period under review. several major 
problems have come into fairly sharp focus, however, in the 
time Since NSC apvroved the whcle economic defense policy. 

The nature of these ocroblems points to a need for re-examination 
or our nolicies in the shipving field. In Summary, these prob- 
lems are: a) lack of coordinated intelligence, b) complications 
arising from the Korean war, c) circumvention of existing ship- 
ning controls, ana ad) the legal aspects of the controls. 





UN Collective lieasures Committee On January 12, 1952 

the UN General Assembly adovtec a resolution noting the first 
report of the Collective Measures Committee and continuing the 
uf for a second year. This report represents a considerebie 
accomplishment in terms of a statement of principles and methods 
relating to international cooperation against a future aggressor. 
As it dic last year, the US expects to take a leading role in 
carrying forward the work of the CMC. In the field of economic 
end financia! measures, the preliminary decision has been made 
that further study shoulda be given in the CNC primarily to: 

1) a survey by member states of the adequacy of their legisla- 
tion to permit full and prompt support of UN action against 
aggression; 2) formulation of a. basic initial list of items 
which in every case of aggression woulda be immediately embargoed; 
and 3) legal and cconstitutionel fectors affecting the ability 

of UN bodies, mainly specializea egencies, to assist in a col- 
lective measures program. In addition, the advisability of 
promoting CC study of multilateral conventions which might 
inhibit prompt and effective action by states is under con- 
sideration in the Department. | A? 5 a : 
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work is the general inadequacy of intelligence-research pertain- 
ing to east-west economic relations, particularly in what can be 
termed basic research or fact finding. Three major economic 
areas require continuing research in the US security control 
effort: trade, finance anu shipning. In addition, the continu- 
ing evaluation of Soviet bloc vulnerabilities is essential. 


Steps are being taken to establish a small grouv of analysts 
within the research erea of the Department of State to work ex- 
clusively on economic defense problems, particularly trade, as 
one measure towards meeting the most urgent needs in this field.. 
this groun will be heavily dependent on the basic intelligence 
and research eftorts of other areas engaged in this work. An 
inter-agency working groun has now completed a guide for Commerce 
in initiating and maintaining the compilation of extensive east- 
west trade statistics on a regular basis for all interested 
agencies. 





Security fg~ency has completed studies on a number of important 
commodities in east-rest trade. They should vrovide the factual 
basis for further work directed towards developing action pro- 
grams to strengthen the bargaining position of friendly nations 
vis-a-vis the Soviet bloc and to lessen their vulnerability to 

a sudden complete or partial cessation of imports from the bloc. 
A paper surveying the problems of east-west trade and evaluating 
the dollar costs of the cessation of such trade, is now in the 
process of final revision. Another paper has been developed by 
MSA surveying Western European coal needs ana the possibility of 
alleviating attendant east-west trade problems by examining coal 
replacement possibilities in the programming of Mutual Security 
funds. Since shipping and supply problems are no longer of major 
importance, increased attention is being given to the financing 
problem. , 
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US INTERNATIONAL A newly adonted UE vnolicy on international 
TELEVISION POLICY teievision standardization provides for our 
acvocating aaoption by other countries of 

the same technical standards for operation of their television 
Systems as have been adovted by the US or for adoption of 
stancards compatible with ours. This is considered necessary 

to facilitate the eventual interchange of programs, free inter- 
chenge of transmitting and receiving equipment, and for greater 
and more efficient utilization of the radio spectrum. The prog- 
ress of television development in various paris of the world 

and its establishment in some countries of the Western Hemi- 
sphere have emphasized that the future interests of this country 
may be jeopardized if the US fails to work actively for compati- 
bie television standards and finds itself in an isolated pnosi- 
tion. This is particularly important so far as other countries 
of the Western Eemisphere are concerned because it is, of course, 
technically possible at this time to establish links between 
these countries which will permit the interchange of programs. 





A meeting of the television study group of the Inter- 
national Radio Consultative Committee (CCIR) scheduled for May 
in Stockholm prompted urgent action on our part so that the US 
delegation would be prepared to present a positive position in 
sunvort of our television standards or compatible ones. We 
have had indications that there is certain dissatisfaction with 
the performance characteristics of the 625 line system now 
largely utilized in Europe, that there is a tendency to favor 
the 525 line US standards instead, and that the Netherlands 
interests will raise this question at the meeting. 


Background The first discussion of television on a govern- 
ment level took place at the CCiz Plenary Assembly at Stockholm 
in 1948 at which time a television group was set up to study 
and make recommendations on the possibilities of the international 
standardization of television systems to facilitate interchange 
of programs. The study group's first meeting was held in Zurich 
in 1949 where four different systems were proposed for world- 
wide adoption. The 405 line system was in use in the UK, the 
525 line system was in use in the US, the 625 line system was 
used experimentally in and proposed by the Netherlands, and the 
819 line system had been adopted as the operating standard in 
France for a ten-year period. In doing this, however, the French 
overating agency was also committed to transmit on standards of 
441 lines, which had previously been in use in France, for the 
same period of time. | . Lee ae 
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It was agreed that the four provosed systems should be 
viewed in oneivation in order better to appraise their quality of 
performance, and dgemonstrations were acccrdingly held in the 
US, France, the Netherlands, and the UK in spring, 1950. A 
study grouv meeting followed in Lordon et which seven countries 
oi continentel Europe declared themselves in favor of the 625 
line system aavocated by the Dutch and compatible with US stand- 
aras. These countries invitea Franc? a:a she UK to consider 
joining them in standardizing television tor Europe on the 625 
line system, Later in 1950, countries interested in the 625 
line system met in Geneva and worked out the complete set of 
standards based on this system. ‘Tre Uk, US and France were 
represented. 


Resulis of the teievision study group's discussions were 
submitted to the CCIR Plenary Assembly in 1951 at Geneva. 
General agreement was reaciiec on many of the component character- 
istics comnon to all systems. The majority of the interested 
continental European ccuntries expressed their interest again 
in establishing the 625 line system, but the principal users of 
other systems (including the US) were not in a position to agree 
to change their established operating standards. The US remained. 
in a favorable vosition, however, when the aecision was taken 
in favor of the 625 line system because it is compatible with 
the US system. 


Technical Considerations In approaching the problem of 

the international standardization of television systems, there 
are several technical questions which must be weighed. These 
questions and their significance arise in relation to the three 
major policy objectives which standardization would bring about: 
1) the interchange of programs; 2) the international interchange 
of equipment and techniques; and 3) the more effective utiliza- 
tion of the radio spectrum. 


The direct interchanee of programs is not presently feasible 
between countries senaratea by extensive water areas. Repeated 
relaying is required to cover large distances of the order of 
several hundreds or thousands of miles and such relaying cannot 
now be accomplished economicaliy over water. There does not 
seem to be any reasonable prospect that such exchange will be 
feasible within the foresesable future. Within regions, such 
as the European continent or American continents, however, 
exchange is a practicability. Interchange is not likely to be 
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vractical immediately thronghout the length of the American 
land areas, but sufficient interchange between adjacent coun- 
tries may occur, making uniform standards desirable. 


All methods for the direct or instantaneous interchange 
of vrograms between television stations regtuire that the 
several stations involved in the simnitaneous broadcast operate 
on the same standards with regard to the same number of pictures 
per second and lines per picture. There have been proposals and 
seme experimental work, looking toward equipment which will make 
nossible an immediate translation of program material from one 
set of stanaards to another but, in this country at least, there 
has been no commercial equipment of this type available. However, 
the exoerimentai work looks promising and it is quite possible 
that a successful development will occur within the next few 
years, 


At first it would apnear that the international sale or 
exchange of equipment would be facilitated by having inter- 
national standards. However, this problem is complicated by 
the existence oi: electrical power systems of different character- 
istics in the various countries. Differences in power voltages 
pose some probieus as to interchangability, but their solution 
is relatively simole, provided that the differences are antici- 
pated in the design and manufacture of the television equipment. 
A second and more serious group of problems arises from differ- 
ences in the frequency of the power stations. These problems are 
soluble proviaed they are anticipated at the design stage of the 
equipment since solution may involve additional filtering, 
Sshieicing and parts placement in order to minimiz: the effects 
of vower suppiy "hum" on the reproduced pictures. 


lhe allocation of frequencies and the efficiency of frequency 
utilization is affected materially by the selection of television 
standards. The width of the television channel is determined by 
many technical factors, ana the selection of specific channel 
widths ana transmission specifications is a compromise of many 
conflicting factors. The distance at which assignments may be 
Guvlicated with a tolerable degree of interference between 
stations also affects selection of standards. 


Television in Furope As a result of adhering to a "hands-off" 
policy, the US stood to lose its leadership in international 
television matters without having adopted a positive position 
on this issue. Television interests in other countries have not 
been idle. The French and British have been ceaseless in their 
efrorts to promote their systems. 


European 
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European countries having experimental operations cn the 
625 line system are Czechoslovakia, Denmark in collaboration 
with Norway, and Foland. Others having exvressed a vreference 
for this system but not yet operating are Austria and Sweden. 
beigium aud France both have dual systems in operation, with 
one of the belgian systems being on 025 lines, while Italy, 
the Netherlands, Spain and Switzerland have officially adopted 
the 625 line svstem. The USER is operating on full schedule 
on the 625 line system. 


television in the Western Hemisphere The situaticn in 

the western Hemisphere is one of the most urgent arguments 

for international television standardization. The countries 

of Latin America have become interested in establishing tele- 

vision and some already have systems in operation. The main 

issues revolve around the desirability of having mutually 

accepteble standards as soon as possible to achieve the recon- 
* mended policy objectives. Here, too, however, the technical 
end economic factors must be carefully evaluated in arriving 
at any decision on stardardization. 





The US operates on the 525 line system. Mexico, Cuba, 
Brazil] and Argentina are operating either on 525 lines or 
625 lines and the 625 line system is under consideration in 
Uruguay. No other countries of the Western Hemisphere are 
at present actively planning for television except Canada, 
which expects to be operating early in 1953 on the 525 line 
system and Colombia where the city of Bogota has been explor- 
ing the vossibility of establishing television by 1953. The 
stanaards question for Colombia is not settled. 


Television in Other Parts of the World Not much has 
been active.y done to develop television in other varts of 
the world except in Japan where an experimental station has 
been operating for some time and where the idea of television 
has assumed wide public appeal. The Japanese Regulatory 
Commission has recently adoptea the 525 line standards for 
the future operation of television in Japan. In Australia 
and New Zealand there are no installations at present but 
engineers from both countries have been in the US studying 
the technical and operational aspects of television. India 
also expressed some interest in television but has no active 
plans at the present time. 
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EGIONAL AIR NaViGATION MEFTING eight nations and six inter- 
national organizations met 
in Paris February 26-March 24, 1952 for the Third European- 
Mediterranean Regional Air Navigation Meeting of the Inter- 
national Civil Aviation Organization (ICAO). They studied 
ihe most apvvropriate plans and methods for ensuring the 
regnlarity and safety of international air traffic in a 
region particularly complicated owing to climatic conditions 
and the presence of many national boundaries. Recommenda- 
tions of the meeting, which were generally in line with the 
US position, include examination by the ICAO Council of the 
possibility of establishing an air traffic coordination 
center for the Eastern Mediterranean area, development of a 
contrclled airways vlan for Western Europe, and improvements 
and certain changes in aerodromes, air routes and ground 
aids. Recommendations were also made regarding the necessary 
telecommunications network, improvements in the dissemina- 
tion of meteroiogical information, and the usage of equip- 
ment and facilities for search and rescue operations. 


Proposed Air Co point ion Center In view of political 
airrignitiee in the hiladle East, the Paris meeting recom- 
mended that the ICAO Council examine the possibility of its 
establishing an air traffic coordination center for the 
fligit information region now served by Lydda and Beirut, 
which would ensure complete exchange and rapid dissemina- 
tion cf information essential to the safety of flying. This 
recummencation is novel in that it reflects the view of a 
grou> of nations that ICAO, as an international organiza- 
tion, shoula be entrusted with the task of establishing 
ena operating an air traffic coordination center on a co- 
operative basis for the benefit of the international public. 


Controlled Airways Plan An airways system for Western 
Europe which was proposed during meetings held in Paris 


last fall was further developed and will be the subject of 
bileteral and multilateral discussions with a view to its 
final approval at a meeting this summer. (Page 2, 

October 22, 1951 issue.) The main corridors of this air- 
ways system have been svecified, but the limits and appro- 
priate procedures still have to be established. 


Telecommunications 
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in adjusting the various neeas of international civil aviation 
among the nationai administrations and airlines, dealt with the 
problem of the transfer of frequencies granted to aviation by 
the International Telecommunications Union Atlantic City 
Conference of 1947 and the solutions reached during the recent 
mcetings of the International Telecommunications Union at 


Geneva. 





The establishment of a controlled airways system in 
Western Europe requires a general reorganization of the tele- 
communications network to provide thorough direction of air 
traffic. The meeting recommended installation of VOR's (very 
high frequency visual omni-cirectional range system) wherever 
necessitatea by requirements of air traffic contrcel anc the 
establishment of additional installations wherever necessary to 
ensure continuity of route coverage. 


The major controversy of the meeting revolved around 
whether or not the Decca navigation system supported by the 
UK anc France should be reccmmended or endorsed by the meeting 
either as a substitute for or as an addition to the ICAO stand- 
ard VOR short-distance navigation aid. Endorsement of the un- 
evaluated Decca system by a regional meeting would have seriously 
jeovardized implementation of the ICaO standard VOR system now 
used in many parts of the world, and in particular, such enaorse- 
ment would then have established a requirement for aaditional 
airborne equipment in the eircraft of many international carriers. 
It was finally agreed that Decca would be submitted to committee 
discussion and that the findings of such discussions would be 
sent to ICAO headquarters at Montreal for further consideration. 
Thus Decca was effectively buried for the present, except for 
endorsing its continued evaluation by interested states. 


The UK and France will undoubtedly take concerted action 
to resell Decca and to torpedo VOR. Therefore, the US delegate 
to the recent meeting considers it essential that the US con- 
tinue to support actively the International Standard VOR and ‘ 
make every effort to get the proposed VOR plan for Europe under 
way at the earliest possible time. It is felt that once the 
VOR program of ground stations recommended for the European- 
Mediterranean area is well under way, the over-all program 
will carry itself on its own momentum. 
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SOUTHESST ASIAN In the past few months, the Southeast Asian 
RICE SITUITION rice situation has received prominence as 

aS . importing nations competed for supplies to feed 
their populations, which acre largely rice comsuming, Export 
availabilities are still far below the prewar level. Concern 
over the situation prompted a meeting in Singapore last month 
of the Informal Consultative Committee on Rice at which the US 
was represented by an observer: This group, organized by the 
British Commissioner for Southeast fsia, periodically reviews 
the suppiy-requirements situation. The FAO is also interested 
in this problem, and its Committee on Commodity Problems 
decided in February to establish a subcommittee to study the 
difficulties in the rice supply picture, and to explore means 
of dealing with it on an international basis. An International 
Rice Commission, under sponsorship of the FAO is active in 
helping to stimulate the production of rice. It will hold a 
meeting in Java in May. 





Rice Supply Situation It was the conclusion of the US 
observers at the meeting that the figures developed for maximum 
exports and minimum imports were fairly accurate although export- 
ers were undoubtedly minimizing availabilities, and importers 
were hedging on prices. Estimates indicated a rough bdut pre- 
carious bélance, which various factors might easily upset, 

It must be remembered that last year's demands were met by 
completely eliminating the normal carrv-over, Important factors 
contributing to the tightness of the situation include the 
greeter earning power of importing countries, poor crops in 
India, and the fact that Japen is able to compete for rice 

with large sterling credits and dollars, Egyptian crop 
failures have not been felt in this aree since Egypt does not 
normally export to Asian countries, After summing up the 
various elements in the rice picture, the conference chairman 
appealed to importing netions to limit their buying to minimum 
recuirements and to exporters to make maximum possible awe 
available, to avoid a rice shortage. 


Importer-Exporter Positions Following an appeal from the 
delegate of Ceyion for some system of allocating rice supplies, 
there developed at the meeting a general expression by import- 
ing countries of the need for some cooperative action among 
nations to arrive at a system assuring a minimum supply of 

rice to importing countries. The silence of the delegation 





from 
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from Thailand and other rice supplying countries seemed indica- 
tive of a lack of enthusiasm to make such commitment. Burma, 
which rans with Thailand as the largest supplier in sia, 

Gid not send = representative to the meeting, nor did Cambodia, 


Egypt nor Italy. 


Ceylon spearheaded the importer side of the argument for 
rice. The Ceylonese representative pointed to what he called 
the duel system of export release both in Burma and Thailand, 
under which government-to-government allocations are substantially 
reduced compared to 1951, while a large portion of the export- 
able surplus is released for sale through private trade channels. 
In general, Ceylon has been reluctant to bid high prices for 
these quantities released for the open market, in spite of 
the tight supply situation reported in that country. There 
have been signs that Ceylon-.night get rice from Vietnan, 
Cambodia und Laos in return for 4 political understanding on 
recognition of the Associcted States, although the British 
have stated they could adopt at most a neutral attitude 
toward such a device, The British also are having substantial 
Gifficulty getting adequate supplies for Hong kong. 


The Indian delegate stated that the 1951-52 rice crop 
in India had been reduced by drought and insects and pointed 
out that India had been passing through one food crisis after 
another in recent years, In order to maintain the present 
ration, it will be necessary for India to import one million 
tons of rice this year, India has been having difficulty 
getting rice, and repcertedly was forced to threaten withhold- 
ing goods needed by Burma in order to obtain Burmese rice. 
According to recent press reports, the Indian Government has 
also begun negotiations for rice with Communist China. 


The Japanese delegate averred that damage to rice crops 
from recent typhoons would increase Japan's import require- 
ments. Japan had previously announced its intention to import 
one million tons of rice during this fiscal year. Procurement 
of that amount is admittecly difficult because of the severe 
competition for the limited export supplies of Burma and 
Thailand, but the government is evidently prepared to pay 
premium prices if necessary. Japan's population has increased, 
while expansion in domestic rice production is limited and 
Slow because the arable land is already cultivated intensively. 
Japan's willingness to outbid other nations such as Ceylon, 
Indonesia, India and the UK is expected to cause significant 


resentment 
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resentment in those countries. Japan is also taking one-third 
of Italy's 1952 export crop of 302,000 tons. Western European 
countries have repeatedly requested Italy to increase rice 
export cuotas to them, but Itely prefers the Japanese market, 
apparently because of the extreme Italian creditor position in 
the European Payments Union and Japan's dollar payments. 


Pakistan does not expect to have any export supplies this 
year as a result of crop failure and will have to reduce 
internal consumption. However, the country will require no 
rice imports. The Philippines will need rice imports of 100,000 
to 150,000 tons but hope to become self-sufficient in this 
commodity as a result of Mutual Security technical and economic 
assistance. korea has been in critical straits for the past 
month in large part due to disruption of distribution by the 
war, and rice prices have advanced to a serious level. 


Thailand has & declared maximum export probability of 
1.3 million tons for 1952, but the government has announced its 
intention to allocate only 500,000 tons ror export before 
September of this year, ostensibly because the threct of war 
and Communist invasion necessitated retaining a stockpile. 
Undoubtedly Thailand, and Burma hope to take full advantage of 
the sellers' market. By lkeeping back a certain proportion of 
their rice, they can protect their populations from high internal 
prices, at the same time intensifying the sellers' market for 
private traders. Both exporting countries also would like to __ 
sell more rice for dollars. bs 


The Indochinese Bloclade There have been recent reports 


that Indochina would resume large-scale exports of rice up to 
600,000 tons this year, and last week the Vietnamese Govern- 
ment approved export allocations for April amounting to 25,000 
tons. This may indicate diminution of the Cambodian, Trans Bassac 
and Cis Bassac blockades, a development which would greatly 
ameliorate the rice situation. These three blockades have kept 
Indochinese exports down to low levels in spite of bumper crops. 
The Trans Bassac blockade is maintained by the French Army for 
security reasons around the granary of Vietnam. Something of 

a deadlock has been reached between the economic officials of 
the High Commissariat who favor lifting the blockade and the 
military whose views have not changed since 1949, although the 
situation appears to have improved sufficiently to permit at 
least some relaxation. The second blockace was initiated by 
the Vietnamese Government to control all shipments of paddy 
(unmilled rice which is not exported) from the Cis Bassac 
Province, to insure domestic supplies during the period between 


crops 
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crops. The decree was never revoked, and the result now is 

that the normal supply of paddy from Cis Bassac is not reach- 
ing Saigon because the Governors find it profitable to maintain 
their control. The third blockade is the result of the fact 
that Cambodia, since January, has refrained from issuing any. 
permits for the export of paddy to South Vietnam. This is 
suppovcedly prompted by a desire on the part of Cambodia to build 
up its rice milling capéecity, and to build up the port of 

Phnom Penh. There are also commercial interests who profit from 
a glut of paddy, and a shortage of milled rice. In general, 
however, the motives and reasoning behind the blockades are not 
entirely clear. It has recently been reported by rice syndicate 
officials in Saigon thet government level talks are under way 

to resolve the Cambodian impésse. Furthermore, our Legation 
there is making representations at the government level in an 
effort to force some remedy. The re~emergence of Indochina as 
amajor exvorter of rice at this time when other nations are 
pressed for supplies, would undoubtedly have political implica- 
tions in the desire of the Associated States for recognition. 


Uc Position The US has-been reluctant to take sides in 
the scramble for rice, but in order to lessen vressure on the 
Southeast Asian market, the Army has agreed to a policy of pro-~ 
curing rice in the US for Korea and the Ryukyus Islands, when 
ever it is available, provided that US appropriated funds are 
being used to purchase it. US rice is, of course, a higher- 
cost product. An exception to this general policy will be 
made for the remaining fiscal year 1952 requirements of 16-19,000 
tons for the Ryukyus, which will be bought in Southeast Asia, 
since there is some doubt that this amount can be made available 
from the US. A number of Southeast Asian countries have 
objected to these purchases. 


, It has been estimated that as much as 635,000 long tons of 
rice may be exported by the US during the year August 1, 1951 
through July 31, 1952. A large part of this has gone to Asian 
countries, some of which are now trying to purchase additional 
quantities in spite of the relatively high prices prevailing here 
However, the apparent surplus position of last fall no longer 
exists, in that existing export commitments plus other pro- 
spective exports to established markets in the Western Hemi- 
sphere are expected to absorb nearly all the exportable surplus. 


* * * 
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AUSTRALIAN DRAWING The International Monetary Fund (IMF) has 
FROM MONETARY FUND approved a drawing by Australia of $30 
miilion to finance general dollar imports. 
This is the first transaction of the IMF under its new policy, 
agreed in February, of requiring & member to assure that within 
three to five years of any drawing the Fund's holdings of its 
currency will be reduced by the extent of such drawing. 


Repurchase of the Austrelian drawing will begin,at the 
end of eighteen months and will be completed within three years. 
Australia is prepared to use a portion of the annual dollar 
earnings from newly-mined gold to make repurchases and, should 
this us well as other current earnings prove inadequate, the 
independent Australian. gold reserve would be available as a 
last resort. | 


fustralia's desire to draw on the IMF arose out of its 
need to maintain a minimum level of dollar imports designed 
to continue its internal development and defense programs at 
a minimum satisfactory level... An.official Australian review 
of allocations for imports from the US amounting to 25 million 
Australian pounds for the pending quarter led to the conclusion 
that less than 1 million Australian.pounds could be cut 
without "severe dislocation" in the economy. Australia felt 
that its ability to draw on the International Monetary Fund, 
would greatly strengthen Australia's position in its dis- 
cussions with the UK respecting reductions in dollar imports, 
and felt that if the drawing were refused, the alternative 
would certainly be sharp cuts in dollar imports and hence an 
increase in discrimination against dollar imports. The 
latter would weaken the position of those Australians who have 
been pressing strongly for policies similar to those favored 
by the US and by the IMF, | 


Australia is still suffering from inflationary pressures 
arising out of large wool earnings, 2 heavy program of 
capital investment plus forseeable reductions in its ability 
to export primary produce; but internal measures are being 
taken, aimed at alleviating the situation. The iumigration 
program is being cut from 200,000 persons per year to 150,000 
and probably will be cut to 100,000 which should decrease 
investment demand. Attempts at credit control are reflected 
through various measures, including: 1) a more stringent control 
of bank credit; 2) reintroduction of capital issues control; 


3) curtailing 
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3) curtailing of commonwealth and State loan flotations and 
Gevelopmental projects; 4) budgeting for a large surplus in 
the 1951-52 Federal budget; end 5) establishing relative 

priorities among development projects and manufacturing industries. 


Prior to the approval of the Australian drawing, members 
of the IMF Staff and Australian officials consulted on the 
Australian internal financial situation, including the bank- 
ing position, the investment program, and other elements in 
the inflationary picture. The IMF Staff was favorably impressed 
with the desire of the Australian Government to do everything 
possible on its part to move toward convertibility and to 
urge the UK to do so. Normal consultations with the IMF on 
exchange restrictions will take place leter this year. 
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cit WS Ewae The International Bank for Reconstruction 
_MILLION. and Development (IBRD) has made a loan 


of $20 million to the Sank of Finlénd 
to promote the growth of Finland's industry and agriculture. 
The loan will help pay for the imported equipment needed to: 
1) expand and modernize the wood~products industry; 2) increase 
the supply of electric power; and 3) improve farm lands and 
build forest roads. 


This is the third loan the IBRD has made to Finland, It 
is for a term of eighteen years and bears interest at 4-3/4 
per annum. Amortization payments will begin on December Il, 
1955. The Bank of Finland will re-lend the proceeds of the 
loan to both private and governmentally-owned corporations. The 
funds will be allocated as follows: $9.5 million for the wood- _ 
products industry; $9.5 for electric power: and $1 million for 
land clearance and the building of forest roads. The remain- 
ing funds required to complete the projects will be provided from 
Finnish sources, 


Reasons for Loan The wood-products industry is the main- 
stay of the Finnish economy. It is the second largest employer 
of labor, accounts for 90% of Finland's exports and uses more 
than half of all the power produced, The industry is now 


Dla nning 
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planning an expansion which is expected to increase the pro- 
duction of chemical pulp by 20%, newsprint by 25%, and paper- 
board and curdboard by more than 100%. The IBRD loan will 
pay for less than 10% of the total expansion cost; it will 
be used for the purchase of large paper-making machines, 
chemical boiiers and euxiliary eauipment. 


Finland's program for expansion of electric power is algo 
designed to meet cone of Finland's basic needs, Continued 
industrial growth--nct only of the wood-products industry but 
Qliso of manufacturing in general--is dependent on the provision 
of additional power. The Bank's loan will help build four 
hydroelectric generating stations in northern and eastern 
Finland and one steam-genereting plant in western Finland. 
-These power plants will add 275,000 kilowatts, increasing the 
country's generating capacity by 30% by 1957. In addition, 
transnission lines will be erected to bring power to the 
principal consuming centers in the southern part of the 
country. The IBRD loan will finance about 10% of the total 
cost of the projects and will be used to import construction 
machinery, aluminum transmission cable, high-tension insulators, 
turbines, generators and switchgear. 


&£ program for increasing egricultural and forestry output 
was begun by the Finnish Government in 1940. A special 
comnpiny established for this purpose is engaged in improving 
lands through sub-surface drainage, clearing new lands for 
settlement, and building roads into the forests, The IBRD 
loan will pey for importation of heavy tractors and earth- 
moving equipment, which will be used both for land clearance 
and for the building of forest roads. 


Finiand has made a remarkable recovery from the effects 
of the war. Despite substantial territorial losses, heavy 
war damage, the resettlemtnt of more than 10% of her popula- 
tion, and war reparations, she had achieved equilibrium in 
her balance of payments by 1950, This recovery was not accom- 
plished without cost. Inflation, arising from the heavy rate 
of investment, has persisted throughout the postwar period. 
The government is malzing a determined effort to control in- 
Plation and so far the results are encouraging, 


* ¥ * 
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FIRST YESR OF The International Materials Conference (IMC) 
TiC OPERSTIONG has made public a report on its first year of 
operaticn (February 1951-March 1952) in which 
it concludes that, even witi: the substantial progress made 
ctovwerd increasing, production, the ei.,ht commodities now sub- 
ject to international control will continue to require planned disti- 
bution at ieast through 1952, with the possible exception of 
newsprint and zinc. The report contains a current appraisal 
of the materials situation by commodity, and presents, for the 
first time in several instances, estimates of the free world 
supply of the fourteen commodities within the IMC's province. 








Recently the IMC has come under attack by certain segments 
in tne US which accuse it of being a "super-cartel", depriving 
US industry of needed raw materials, thus causing unemployment. 
They also have called it a secret organization. In answer to 
such charges, officials of the Office of Defense Mooilization 
and the Defense Production idministration have made clear their 
belief that US participation in the IMC has resulted in our 
getting a fair share of the world's supply of copper and other 
scarce materials with which the IMC is concerned. Former ODM 
Director Wilson referred to US participation in the IMC as a 
proper and important aspect of the work of the DPA. Moreover, 
the general acceptance by governments of IMC recommendations has 
aided substantially in avoiding runaway price increases for 
materials in short supply and nas clearly contributed to 
stren,thenin;: the defenses of the free world. This cooperation 
is purely voluntary. As fer as being secret, the work of the 
IMC has been fully publicized, and this yearly report is but 
the latest and most complete of the IMC's public releases. 


Supply Positions-- Present and Future For many IMC materials, 
1951 was a year of steadily rising requirements for the defense 
build-up and essentiel civilian consumption. Production of 
these materials was stepped up considerabiy in an attempt to 
satisfy the requirements and to prepare for the anticipated 
large requirements for 1952. However, even though some produc- 
tion increases were substantial, in most cases the total output 
was not sufficient to meet the high level of 1951 requirements. 
In some cases withdrawals from stocks were necessary to meet 
essential demands. The time lag in production made it im-. 
possible to increase supplies sufficiently to overcome the 
shortage of the most critical materials. 
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The 1952 estimates of production and consumption now availa- 
ble to the IMC show a continuation of shorta,es for several 
materials, although the prospects for an easing of the supply 
position seem g00d in some cases. It is too early, however, 
to indicate when the supply of the most critical materials will 
be adequate to meet demand. Whether supplies of these materials 
will be adequate to meet demand in the foreseeable future will 
be dependent upon such factors as: 1) the size of defense re- 
Quirements; 2) the extent of stockpiling; 3) the nature of 
restrictions on end use and the extent of conservation; 

4) prices; 5) the financial position of the consuming coun- 
tries; and 6) the results of efforts to increase production. 


Copper The shortage of copper which was first felt in the 

spring of 1950 rapidly increased following the beginning of 

korean hostilities and remained critical throughout 1951. 
Mine production increased in 1951 over 1950 from 2,282,000 to 
2; 371; O00 metric tons; but refinery ey fell from 
2,706,000 metric tons in 1950 to 2,685,000 in 1951, due partly 
to a reduction of the supplies of scrap. Consumption in 1951 
‘appears to have been maintained at a level at least equivalent 
to that of 1950, although the consumption pattern varied 
amon;; countries. 


It is estimated that in 1952 mine production will reach 
2,500,000 metric tons--an increase of 6% over 1951, and 10% 
over 1950. Nefinery output is forecast as somewhat higher 
than the 1950 level, which exceeded that of 1951. Although 
some improvement in the free world position of copper seems 
likely in the latter part of 1952, copper may well remain in 
short supply throughout the year. 


Zine The shortage of zinc, which developed at about the 
seme time as the shortage of copper, also rapidly worsened in 
early 1951 and was in @ critical position throughout the year. 
Both mine and smelter production of zinc increased in 1951 
over 1950--mine production from 1,757,000 to 1,916,000 metric 
tons and smelter production from 1, 822,000 to 1, 928, 000 metric 
tons. Consumption of zinc in 1951 seems to have approximated 
the 1950 level of 1,896,900 tons. 


Since the beginning of 1952, the supply position of zinc 
has shown improvement and it is estimated that mine production 


will reach 2,120,000 metric tons this year and smelter pro- 
duction 1,970,000 tons, both of which are increases over 195l. 
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he smelters cf most countries are now believed to be working 
at or near capacity level. As a result, it can be expected 
that the zine supply position will continue to improve and 
may be sufficient to meet restricted requirements later in 
the year. 


Leid The lead supply position was never as serious as that 
of copper or zinc, except perhaps in the US. The figures now 
available show mine and smelter production increases in 1951 
over 1950, in the amounts of 49,000 and 16,000 metric tons 
respectively. 


For 1952, it is estimated that mine and smelter production 
may be slightly hicher than in 1951. Developments in recent 
weeks would indicate that availabilities will be adequate in 
1952. 


Manzenese Ore Mine production of manganese ore increased 
from 1,340,000 metric tons in 1950 to 1,595,000 in 1951. Con- 
sumption in 1950 totaled 1,353,000 metric tons, compared with 
stated requirements of 1,960,000 metric tons in 1951. 





Manzanese ore is expnected to be in easier supply in 1952. 
Tt is estimated that 1°52 mine production will increase 9% to 
1,745,000 metric tons while requirements will be 1,849,000 
metric tons. 


N-ckel The gap between demand and available supplies of 
nicvel was substantial in 1951. Although the production of 
primary metal, oxides and salts increased nearly 7%--. 

123,000 metric tons in 1951 as against 115,900 in 1950-=- 
requirements were estimated to be 200,000 metric tons in 195], 
as compared with consumption in 1950 of 119,700 metric tons. 
The hi,her consumption figure was possible because of with- 
drawal from the stockpile. 





The data for 1952 are not comparable in the case of nickel, 
Since they exclude salts and include ferro-nickel, and nickel 
cast iron and a special sintered oxide (matte) to be exported 
from Canada to the US, which were not included in the 1951 
datn2. However, these new figures show an estimated produc- 
tion of 139,000 metric tons and stated requirements of 
223,000 metric tons. This would indicate a continuance of 
the critical supply position for the remainder of 1952. 


Cobalt 
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Cobalt. As in the case of nickel, the gap between require- 
ments and available supplies was substantial énd produced a 
critical situation in 1951. Although production of primary 
metal, oxides and salts increased from 7,180 metric tons in 
1950 to 8,000 in 1951, requirements were of the order of 16,000 
metric tons as compared with 1950 estimated consumption of 
6,600 metric tons. This consumption figure does not include 
the quantities that went into the stockpile. 


The forecast for 1952 shows an estimated production of 
primary metal, oxides and salts of 10,600 metric tons--an 
increase of approximately 33%. However, requirements have 
been reported as 17,500 metric tons. Therefore, it can be 

xpected that cobalt will continue to be in short supply. 


Tungsten The supply position of tungsten during 1951 
Showed considerable change over 1950. Production increased 
40% but requirements also increased, leaving a sizable gap 
between availabilities and needs. It is estimated that 1951 
production totaled approximately 11,500 metric tons (metal 
content) compared with 8,230 tons in 1950. Requirements were 
estimated at 22,500 tons for 1951 as contrasted with a con- 
sumption of 13,162 in 1950. 


Production of tungsten for the first half of 1952 is 
estimated at 8,200 metric tons (metal content), a rete approxi- 
mately 100% above the monthly average for 1950. Further sub- 
stantial increases are likely as additional long-term con- 
tracts come into force. Tungsten is likely, however, to be in 
Short supply for the remainder of 1952 and for a further period 
thereafter, 


um As in the case of tungsten, increased require- 
ments resulted in an increase in production in 1951 over 1950, 
but requirements exceeded the increased production by 4 con- 
Siderable margin. It is estimated that production in 1951 
amounted to approximately 18,000 metric tons (metal content), 
as compared with 14,628 metric tons-in 1950--an increase of 
23%. Requirements, however, were stated to be 35,000 metric 
tons, as against a consumption of 16,645 tons in 1950. 


Production increases are expected in 1952, although at a 
lower rate than in the case of tungsten. Molybdenum is likely 
to be in short supply during 1952 and for a further period 
thereafter. 


Sulphur 
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Sulphur Production and consumption of sulphur as such 
showed an increase in 1951 over 1950 with production at 6,055,000 
long tons in 1°51 as coinpared with 5,914,000 long tons in 1950. 
Estimated consumption for 1051 was 7,100,000 long tonsas contrasted 
with actual consumption in 1950 of 6,340,000 long tons. 


Estimates of sulphur requirements for 1952—-7,700,000 long 
tons--are considerably in excess of estimated production of 
6,131,000. It is likely that some net increase in production 
ill take place in 1953 over 1952. However, preliminary figures 
for 1953 indicate a continuing shortage of approximately the same 
magnitude as in 1952. 


Kraft Pulp In July 1951, it was indicated that the 1951 
deficit of kraft pulp would be about 1.3% of expected production, 
or approximately 9% of the available "market pulp". Regulatory 
measures taken within the US appeared likely to result in con=- 
servation of the material and improved availabilities of supplies. 
Subseauent developments during the year brought about an apparent 
equilibrium between sunply and demand, This situation is likely 
to continue in 1952. 


pisses ne Fue On the basis of reports submitted to the IMC 
in July 1951, it was determined that a deficit of approximately 
10% of the total expected production of dissolving pulp could be 
anticipated for the year 1951, but as the situation improved con- 
siderably toward the end of the year, no Committee action was 
necessary. A study of the dissolving pulp situation in 1952 is 
now in progress. . 


In the spring of 1951, it was estimated that total 
world demand of newsprint exceeded total world supply on the order 
of 3% to 4%. As of March 1, 1952, it was estimated that expanding 
production and a possible softening in demand may well solve the 
1952 newsprint supply problems of most countries. 


The world production of cotton for the 1951-52 
season (dugust-July) is now estimated at 34.5 million bales, while 
indicated consumption ismuch less and hs decreased cmsiderably since 
the report was issued, The increased production and the decreased 
rate of consumption for the present season, as compared with the 
1950-51 season, have eased the supply position substantially. 
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Cotton Linters The scarcity of linters experienced during 
the past season does not seem to have continued into the first 
half of the 1951-52 season (August 1951 through January 1952). 
Restrictions on exports by producin, countries, which were a 
feature of the past season, have been lifted, leaving the 
markets generally free. The continued market wealmess of 
linters is evidence of a2 cowfortable supply, and the supply 
for the balance of the 1951-52 season would seem to be at 
least adequate. 





Wool The difference in periods used for reporting produc- 
tion and consumption of wool makes it difficult to compare 
Supply and demand. Figures are not available to compare the 
1951-52 season production with the 1950-51 season production 
which has been estimated at 2,257 million pouncs. In mid-1951 
total world consumption for calendar 1951 was estimated at 
2,403 million pounds compared with 2,602 million pounds in the 
1959 calendar year. Recently published figures for the 
calendar year 1951 indicate that consumption in the seven 
major consuming countries has declined by about 23% compared 
with the 1950 calendar year. 


Plans for Distribution The major accomplishment of the IMC 
durin, its first year of operation was the development of 
plans for international distribution of the materials in short 
supply by the various commodity committees and the securing of 
their prompt acceptance by the participatin; countries. Where 
such plans have been necessary in copper, zinc, nickel, cobalt, 
tungsten, molybdenum, sulphur and newsprint, they have taken 
the form of recommended allocations to countries. Governments 
which apree to a distribution plan undertake to see that the 
plan is implemented as far as their countries are concerned. 
Committee recommendations request participatiny, Zovernments to 
establish the necessary mechanisms for implementing the alloca- 
tions. They also require the reportin,, et periodic intervals, 
of statistical information necessary for the committee to 
determine whether the recommendations are bein, properly 
ovserved. 





The distribution plans recognized three cate,ories of needs: 
defense; strategic stockpilin,; and essential civilian con- 
sumption. The supply was not sufficient to meet all of these 
needs in full, however, and in some cases did not permit any 
special allowance for strate,ic stockpiling. The plans adopted 
by the committees ,enerally provided for meeting in full the 
defense requirements, if separately identified, although even 
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this was not possible in all cases due to inadequate supplies. 
The plans provided for distributing the balance of the sup- 
plies for stockpiling, when feasible, and for essential 
civilian consumption. In view of the acute emergency and the 
limited time available for developing distribution schemes 
and after carefully considering the alternatives, the com- 
mittees ,enerally adopted plans waich provided for meeting 
essential civilian needs on the basis of past consumption, 
with adjustments to meet special cases. 


Other IMC Objectives ‘hile emphasis has been placed on the 
establishment of voluntary plans of distribution of essential 
materials, the commodity committees turned their attention 
also to studies of expansion of production, economic utiliza- 
tion of available supplies, substitution of other materials, 
and end-use control measures. 





Conservation and End-Use Controls In general, the com- 
mittees Which found the supply of of commodities to be such as to 
maice necessary some international plan of distribution, also 
foune it desirable to recommend to ,overnments the adoption 
of conservation and end-use control measures for those com- 
modities. Such recommendations were made by the Copper-Lead- 
Zinc, the Man.anese-Nickel-Cobealt, and the Sulphur Committees. 
Conservation measures were also studied by the Wool Committee 
and the Pulp-Paper Committee. Another effort at conservation 
was made by the Man,anese-Nickel-Cobalt and the Tungsten- 
Molybdenum Committees in establishing a Joint Subcommittee on 
Utilization. The Subcommittee examined practical measures of 
effectinj;, the highest degree of economy in the use of those 
commodities, includin, methods which could be adopted by in- 
dustry for the economical and efficient use of these metals 
and their alloys, for the use of substitutes, and for better 
utilization of waste products, to.rether with other methods of 
conservation. A report hes been issued by the Subcommittee 
and further work in this rex,ard is planned. 


a preliminary survey made by the IMC Secretariat indicates 
that most countries participating, in the IMC have adopted end- 
use or other controis which have the effect of restricting the 
use of scarce mate~ials. A majority of the members also have 
import, export and foreixn exchange controls which may also 
serve to re,uliate the use of materials in short supply. In 
some countries, credit and investment restrictions are em- 
ployed for this purpose. 


increasing 
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Increasing Production Several of the comaittees have taken 
important first steps in considering the problem of increasing 
production. The surveys made in 1951 by wor:ing groups or sub- 
comiittecs led to definite recommendations in the case of some 
comuodities. The reports of the couwrodity committees indicate 
that substantial progress has been made by member countries in 
securing an increase in production of some materials. In view 
of the time element involved, however, it will be a considerable 
period pefore the results of these efforts will fully be apparent. 


Although the committees are limited as to the action which 
they may taxe to increase production, their appraisals of the 
Supply >roblems have been of valuable assistance to the member 
countries in formulating individual plans for increasing pro- 
duction of critical materials. 


Market Stabilization Although the committees through- 
out their deliberations have been conscious of the inter- 
relationship between market conditions and the supply position, 
they have not made any reco mendations for direct measures for 
stabilizing the market, either in terms of price or contractual 
arrangewents, with the exception of the work which was done by 
the Tungsten-Molybdenum Committee. To what e::tent the very 
existence of the committees and their work have had a stabilizing 
effect upon the market for these commodities is difficult to 
appraise. It is clear, however, that during IMC's existence, 
the market has tended to become more stabilized and prices have 
generally moved somewhat downward. This may be due, in part, to 
the establishment of confidence on the part of consumers and pro- 
ducers in the efforts which the countries involved have made to 
prevent a scramble for supplies. Several of the committees have 
been aware that prices could become one of the most serious problems 
affecting the distribution of available supplies. In most cases, 
however, they have not undertaken discussion of this problem. 
Some of them have considered it to be one of the pending problems 
which would have to be studied if its importance in the supply 
situation increased, However, the differences of views between 
producing and consuming countries, as well as differences in 
constitutional authority in the various countries for dealing with 
price problems, make it difficult to develop recommendations which 
could secure unanimous agreement of all participating countries 
in a short period of time. 
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The importance of long-tern contractual arrangements, as 
a Stabilizing force in the market as well as an incentive to 
increased production has been given extensive consideration by 
the Tungsten=ilolybdenum Committee. No agreement has been reached 
in that committee to reco:mend to governments a plan for multi- 
lateral action on long-term contractual arrangements. However 
bilateral action in this matter has been encouraged. In some 
other committees the importance of long-terr contractual arrange- 
ments has been recognized, but they have generally recommended 
that such arrangements be developed directly by the producers and 
consumers and have not proposed any international action on this 
problen,. 


Remaining Tasks As long as the materials situation is such 
as to warrant allocation, the committees will have to maintain 
a continuous review of the supply position. In the case of com 
modities where the position °s relatively easier, a periodic or 
occasional review will be necessary until the comnittees cecide 
that the position is such as not to require any further action. 


In the case of the comnodities for which allocation plans 
must be continued, the comiittees can be expected to review the 
method or basis of allocation, to determine what changes are 
necessary to improve the plans of distribution. They will also 
address themselves to the conservation and production of those 
commodities in which long-term shortages are foreseen, This may 
require an examination of such factors as the role of long-term 
ye = henge significance of price, and problems of marginal pro- 

uction. 
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CONFIDENTIAL - SECURITY INFORMATION 


US POSITION ON EPU A US position favoring continuation of the 
APPROVED BY Nac European Payments Union (EPU) as a transi- 
tional organization was approved iast week 


by the National Advisory Council. 


Genera] Principles: Having reviewed developments under the 
European Payments Union in the past two years, the NAC found 
that the Union has facilitated the development of transferability 
of European currencies and promoted the liberalization of 
trade among participating countries, including trade required 
for the current large-scale European defense program. 


‘The NAC believes that the US should, in keeping with the 
resolution unanimously adopted at Lisbon by all North Atlantic 
Treaty member governments, continue to give support to effective 
measures to provide for a satisfactory functioning of the EPU- 
during the defense build-up, although it is recognized that the 
EPU in form and function is primarily a European problem. The 
EPU should not, however, be regarded as a permanent institution 
in its present form, but should rather be regarded as an 
organization transitional to full currency convertibility and 
non-discriminatory multilateral trade, and leading: to closer 
integration, including possible political federation among some 
of its members, 4 review of US policy with respect to the 
union should be made annually. 


The US should continue to oppose any action by the EFU 
favoring measures by any participating country to impose dis- 
criminatory restrictions on transactions with the dollar area 
for purposes. of adjusting intra-European balances of payments, 
We should continue to exercise our influence to fac*litate 
movement toward non-discriminatory trade on 2 global basis and 
convertibility of currencies, and to bring about a balanced 
competitive relationship between the European economy and the 
rest of the world, thus facilitating better utilization of 
resources,. 


The NAC also abetsens the general policy of the US, in 
both bilateral and multilateral relations, of exerting its 
influence to strengthen weak currencies within the Union, and to 
discourage pressure from any source on stronger countries to 
weaken their currencies for purposes of adjusting balances of 
payments within the EPU, 


Financia) 
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Financial Relations The NAC considers that, as far as 
can be foreseen, the US should not make any further contribu- 


tion to the capital fund of the EPU. In the allocation of US 
assistcnce and the administration of offshore procurement, the 
Council believes that decisions designed primarily to affect 

the assets and functioning of the EPU should be taken only 

after consultation with the NAC, It further recommended that, 
where dollar assistance is being given to countries to cover 
their over-all deficits in their balances of payments, and 
consequently their deficits in the EPU are being covered 100% 

on a dollar basis, consideration should be given to the feasibility 
of requiring such countries to pursue a non-discriminatory 

policy with respect to imports from dollar and non-dollar sources, 


Management The NAC reaffirmed its recommendation. of 
January 1950, that the US should not participate in the manage- 
ment of the EPU. To the extent that any US representatives 
participate as observers in discussions of EPU problems they 
should try to further the objectives of US policies, including 
the NATO defense effort, the promotion of economic unification 
and political federation in Europe, and the financial and 
commercial policies as set forth in the International Manetary Fund 
(IMF) and the General Agreement on Teriffs and Trade (GATT). 

In de@ling with questions related to US financial policies, 
there should be consultation with the NAC as specific problems 
of coordination arise. During the period in which the original 
US capital contribution continues. to be drawn upon, US veto 
power on drawings against such contribution would continue to 
exist, and in general, the role of US observers should be one 
of intervening to promote US interests. — 


Coordinetion of US Policy The NAC believes that it is of 
the highest importance that. any position taken by US representa- 
tives with respect to the EPU or its’ individual members should be 
consistent with the policies of the US in the IMF and GATT, 
particularly with respect to exchange rates, exchange restrictions, 
monetary policles, and commercial policies, It recommended that 
the US agencies principally concerned with the US position in 
IMF, EPU and GATT obtain or make proposals which would promote 
the effective coordination of the important financial policies 
and actions of these institutions for consideration by the NAC | 
before the views of the US Government are expressed. The Council 
drew attention to the great importance in European payments 
problems of appropriate exchange policies and recommended that 
exchange questions arising in connection with the EPU be referred 
to the IMF for appropriate review in accordance with the general 
procedures of the IMF. 


* * + 
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UN REPORT ON WORLD The UN's World Economic Report, 1950-51, 
ECQNOMIC SITUATION which will be considered at the May session 
ef the Economic and Social Council, high- 
lights three important developments during the period: 1) the 
attainment of an unprecedented level of world output; 2) the 
failure of rearmament efforts to reduce world living standards; 
and 3) the completion by non-dollar countries as a whole of 
@ cycle including near-emancipation from dollar difficulties . 
at the end of 1950 to a serious balance-of-payments situation 
vis-a-vis the dollar countries by the end of 1951. The latter 
developinent has occurred despite the continued retention into 
1952 of a relatively favorable terms-of-trade position by 
underdeveloped countries as a whole with the dollar area. 


The Report divides the countries surveyed into three groups-~- 
the "economically developed private enterprise economies, " 
the "centrally planned economies" and the “economically under- 
developed private enterprise economies." Analysis of the 
economic positions of these groups during 1950-51 is undertaken 
principally with respect to changes in national income and 
its various components or determinants, including employment, 
prices and international trade and payments. A wealth of 
statistical material is offered to support the editorial 
sections cf the Report, although the adequacy and comparabiiity 
of the data, particularly for the Eastern European countries 
largely comprising the "centrally planned economies," are 
questionable as a basis for providing firm conclusions regard- 
ing recent economic changes in these countries compared with 
those in the rest of the world. 


The time span 1950-1051 embraced several of the most im- 
portant events of economic significance since the end of World 
War II, The devaluations of September 1949 were beginning 
to show their effects upon the world economy in early 1950. 

The first haif of 1950 was characterized by rising levels of 
production in both private enterprise and centrally planned 
economies, the Report points out, although there existed pockets 
of unemployment and unused capacity in the former group. Rising 
domestic prices, generally inspired by devaluation, were also 
found in many countries. An expanding volume of international 
trade, together with a lessened dependence upon US imrorts 

by other areas, was reflected in a reduction of the dollar 
Geficits characteristic of most countries' balances of payments 
up to that time, 


The 
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The outbreak of the Korean conflict and the announcements 
by several governmeits of broadened rearmament plans led to 
a chain of events which profoundly affected subsequent inter- 
national economic developments, Anticipatory and speculative 
buying of all types of goods ensued. Raw material prices shot 
upward and talk of shortages and inflation permeated inter- 
national economic discussion. In the US particularly, it was 
expected that civilian consumption and investment would have 
to be severely cut, Other industrializec countries feared the 
effects upon their recovering external payments position of 
rearmament needs, xpanded rearmament, it was thought, would 
reduce export capacities and result in a deterioration in their 
terms of trade due to relatively greater rises in costs of raw 
materials. The under-develoved countries expected that their 
improved foreign exchange positions would be met by increasing 
difficulties in adding to consumer goods supplies and capital 
equipment. Such conditions could only mean that increased 
export incomes would contribute to inflationary pressures, 
while at the same time development programs would lag. What 
actually did happen in 1951, the Report emphasizes, was in 
several important respects quite different from these expecta~ 
tions. 


Industrial Production The wor’ *'s production of goods 
reached a record high in 1951. Despite the increase in output 
of military goods, total output was great enough to allow a 
rise in the total supply of civilian goods for the world as a 
whole. Distribution of the increases in the supply of consumer 
goods, however, varied conspicuously between country groups and 
particular countries of the world. 


Industrial production increased primarily in the developed 
countries and the planned economies, rates of increase depend- 
ing largely upon the amounts of unused capacity that had existed 
in mid-1950, additions to capacity, or increases in labor pro- 
ductivity. Consumer and industrial hoarding spurred industrial 
activity between mid-1950 and mid-1951 in the economically 
developed countries. During the second half of 1951 and in 
early 1952 the rate of growth of industrial production in these 
countries slowed considerably, Consumer goods output dropped 
although armament and investment goods production continued to 
rise. The major factors operating to reduce consumption in the 
developed countries were increased taxation or reduced subsidies; 
deterioration in terms of trade; relative shifts in income 
distribution in favor of profits; and a heightened propensity 
to save by consumers, 
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In the centrally planned economies the Report states that 
increases in industrial production were generally in line with 
economic plans for 1951. In some of these countries the pace 
of industrialization, combined with short harvests, forced a 
reintroduction of rationing for some commodities. The structure 
of production of each of these countries was. adjusted to meet 
impcrt requirements and export possibilities of other countries 
within the group so as to expand intra-area trade and overcame their 
worsened trade relations with the rest of the world, In the 
"centrally planned economies" the increase in total production 
Guring 1950 and 1951 was associated with a substantially smaller 
increase in consumption. In generé] this was due to the 
priority disposition of resources fcr the investment programs 
of these countries, but in a few cases crop failures contributed 
to this relationship. Despite controls, prices in the "centrally 
planned economies" depended upon adequacies of consumer supplies 
in the face of rising demand. An increasing part of consumer 
incomes found its way into black or "free" markets in countries 
where supplies were short. In the USSR the Report states, the 
lowering of consumer prices during the period considered was 
due to the increased supply of consumer goods. 


In the underdeveloped private enterprise countries a 
rise in total production lower than the world average was 
experienced but exports increased both in quantity and prices 
owing to the upward shift in demand by the industrialized 
countries. In the underdeveloped countries prices rose largely 
because of the augmented incomes created by expanded exports; 
however, in a few important cases prices of consumer goods 
primarily rose because .of short food supplies due to poor 
harvests or increased costs due to changes in exchange rates. 

_Increases in industrial production were relatively small and 
confined largely to those countries which had expanded their 
industrial potentials during World War II. 


Raw Materials Supply In view of the increase in industrial 
production in 1951 over .1950, therefore, the Report finds the 
expectations of scarcity to which it attributes the raw material 
boom in the latter half of 1950 to. have been-exaggerated, The 
initial impact of scarcity inspired demand upon the relatively 
inelastic supply of raw materials, in-the second half -of 1950, 
> i prices skyrocketing, renee for bn sone tin 
and wool. 
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By early 191, however, prices of these materials had 
declined substantially, although by the end of 1951 thev haa 
settled at levels still above those of mid-1950. The Report 
traces these raw material price declines partly to the increase 
in raw material output and even more inportantly to the sub- 
siding of speculation, the fall in industrial countries'. 
consumer demand, and introduction of governmental controls and 
errangements respecting the import and use of raw materials. 
Specific shortages, such as coal in Western Europe, or the 
Gecline in British steel output between the first and second 
halves of 1951, were met by arrangements to import these items 
from the US--not without some adverse effects upon the dollar 
deficit problem. 


The over-riding reason, however, that the raw material 
shortage did not make itself felt in terms of inhibiting output 
in 1951 was the fact that rearmament programs generally did 
not proceed at the rates originally announced. Rephasing of 
rearmament schedules over longer periods was necessitated by 
fiscal or technical considerations rather than by major raw 
material inadequacies, Nor does the Report believe that raw 
material supplies will be the limiting factor to further expan- 
‘sion of production. Barring increases in rearmament expendi- 
tures greatly in excess of current rates, the Report considers 
it possible that the increased raw material supplies in 195l, 
together with increases in 1952 expected from investments in 
additional capacity made in 1950 and 1951, will suffice to 
satisfy -both civilian and military demand in the immediate 
future, ; 


Food Supply Intensified economic activity during 1950-51 
led to an increase in the world demand for food. European 
countries stockpiled food during that period and underdeveloped 
countries spent. significant portions of their increased exchange 
resources to meet augmented current demands for food due to 
increases in incomes of their populations or domestic crop 
failures... The rise in food export prices was significantly less 
than that of raw material prices. Goverrmental agreements such 
as the International Wheat Agreement, tended to stabilize food 
prices and increased sales abroad from US food stocks which had 
been earlier accumulated, largely accounted for. this. 


In the "economically developed private enterprise" countries 
agricultural production in 1950-51 was generally greater than 
in 1949-50, Significant exceptions to the general trend, 
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however, occurred in Belgium, the Netherlands and Sweden. In 
the US total agricultural output fell, while food production 
was unchanged; in Canada livestock production fell, whereas 
total agricultural output increasec. 


In the "centrally planned economies" as a whole, agricul- 
tural production in 1950 rose only slightly and significant 
declines were registered in some countries, Drought seriously 
affected indigenous food supplies in Yugoslavia and Hungary. 
Despite increases in agricultural output in Poland, Eastern 
Germany and the USSR, the pressure upon food supplies in these 
countries was unrelenting. In Poland, as in Rumania, increases 
in incomes and population shifts to the cities were primarily 
responsible for such pressure. In the USSR agriculture failed 
to attain five-year plan targets despite increases in such 
production during the postwar years. 


From the longer-run view, the Report takes a pessimistic 
view of the world food supply situation. It finds that world 
supplies of food continue to increase: less rapidly than popula- 
tion, or industrial production, and world per capita food con- 
sumption is less now than fifteen years ago. Inequalities in 
food consumption also appear greater than before World War II, 
reflecting growing maldistribtuion of world output and income 
as well as the long-term disequilibrium in international trade. 
The Report also refers to the need for economic incentives to 
increase food output in many countries, chiefly land reform. 


Terms of Trade The increase in total world output during 
the period considered by the Report took place against a back 
drop of deteriorating terms of trade for most industrial private 
enterprise countries in 1951 and a reversal of the earlier 
trend towards reduced dollar deficits, The centrally planned 
economies increased trade with one another, offsetting the 
enormous decrease in their trade with the rest of the world, 


As a group, industrialized countries suffered a deteriora-~ 
tion in their terms of trade of about 10% between the first 
‘half of 1950 and of 1951, with some small improvement in the 
latter part of 1951. The position of particular countries in 
this respect depended upon the commodity composition of their 
exports and especially upon the relative weights in their exports 
and imports of the commodities whose prices fluctuated most in 
this period, notably rubber, tin and wool, A few industrialized 
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countries, particularly Sweden, Norway and Belgium, even ex- 
perienced improved terms of trade during the period because 
of a key raw material or semi--manufacture in their exports. 


Reciprocally, the terms of trade improvement for raw 
material exporting countries was substantial but unevenly 
distributed. Terms of trade indices (based on the relative 
positions of unit values of raw materials exports and im- 
ports of manufactures over the first half of 1950) reached 
their peaks during the first half of 1951, showing an over- 
all improvement of about 30% in favor of raw material export- 
ing countries. When rubber, tin and wool are excluded, the 
indices show only a 10% improvement in the terms of trade of 
raw material producers and only about 5% for exporters of 
foodstuffs as a group. 


The scope of changes in terms of trade between the begin- 
ning, of 1950 and tiie end of 1951 was greater for primary 
producers, such as Malaya, Australia and Mexico, than for . 
the industrialized countries, such as the US, the UK and the 
Netherlands. The Report points out that the 1950-51 ex- 
perience illustrates again the vulnerability of the primary 
producing countries‘ economies to changes in industrialized 
countries' demand especially that of the US. 


From one viewpoint, the Report concludes, the raw 
materials boom in the’ second half of 1950 merely restored ap- 
proximately the price relationships that prevailed between 
dollar and non-dollar commodities in the last prewar years. 
The sharp decline in sterling commodity prices between March 
and September 1951 halted this equalizing tendency. By the 
end of 1951, such price rises as occurred were mostly con- 
fined to dollar goods. 


Trade and Payments Although the changes in terms of 
trade during 1950-51 in general benefitted underdeveloped 
countries, these changes constituted the major reason for renewed 
balance of payments difficulties encountered by certain in- 
dustrialized countries in 1951, particularly the UK and France. 
For these countries worsened terms of trade placed additional de- 
mands on their export capacity not only at a time when they had 
not yet achieved a balance in their international transactions but 
also when they were attempting to divert more resources to defense, 
The US and several Western European countries offset the effect 
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of deteriorated terms of trade by an increase in their volume 
of exports. With the notabie exceptions of France and the 
UK, merchandise trade surpluses increased or deficits decreased 


in early 1°51. 


Increases in arms expenditures had oniy a limited impact 
on the belance of payments of Western European countries by 
the end of 1951. The tendency for a decline in the rest of 
the world's current account deficit with the US that had begun 
in 19 0 was reversed in 1°51 partially because of earlier 
relaxation of restrictions on dollar imports and partly because 
of the decline in dollar payments to the rest of the world as 
US imports for stocks were reduced. In late 1951 and early 
19°52, therefore, import restrictions were generally being re- 
introduced or tightened in the rest of the world. Although 
the outward manifestations of Western Europe's strained balance 
of payments situation at the end of 1951 were largely ccn- 
fined to France and the UK, the Report intimates that the protlem 
would intensify for other countries of the area if the present 
situation continued. The experience of France and the UK 
illustrates the problems faced by countries possessing in- 
sutfictent foreign exchange reserves in absorbing the effects 
of snovt-term inventory fluctuations and speculative capital 
movements. The need for international action in these matters 
is reflected in the repercussions which the restrictive measures 
taken by these two countries to redress their positions will 
have upon other countries' payments balances. The fall in 
world demand for consumer goods will make it more difficult 
for these and other countries which had expected to offset the 
fall in exports of capital goods required for rearmament by 
increased consumer goods exports, 


The underdeveloped countries' fears that capita: goods 
would be unprocurable subsequent to Korea because of rearmament 
programs were unfounded--imports of capital goods by these 
countries during 1951, in fact, were substantially larger than 
in 1950, although there were instances of supply difficulties 
and lengthened delivery periods. The Report states that such 
imports could have been even larger in 1951 had the under- 
Geveloped countries adequately formulated development projects, 
and criticizes the fact that some of these countries permitted 
the release of significant portions of their augmented exchange 
resources for luxury imports. By the second half of 1951 exports 
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of underdeveloped countries had falien and with ceclining 
foreign exchange reserves many of these countries were re~ 
introducing nrevicusly reiaxed import restrictions. 


Other factors than those described for Western Europe and 
the underdeveloped countries primarily influenced the inter- 
national trade of centrally planned countries during 1950 and 
1951. Restrictions upon strategic material shipments by 
Western European countries to Iron Curtain countries helped 
reduce trade between these countries in quantity to about 
three-fourths of the 1948 ievel and to about one~haif of prewar 
leveis, By contrast trade among the Eastern European countries, 
nearly doubled between 1948 and 1951. The Report notes that 
the structure of US trade with Eastern Europe makes it easier 
for the US to adovot stringent east-west trade restrictions 
than for Western Europe to do so. Smail as imports from the 
East were relative to West Europe's total consumption, they 
were of great significance to the dollar problem, If the coal, 
grains aud timber purchased from East Europe in i950 had been 
bought from North America, the dollar deficit would have been 
larger by about $350 million in that year. 


£?ter considering the problem of intra-European payments, 
the Report concludes that internal payments balance for Western 
Europe is inextricably related to that of balance witn the 
rest of the world. The basic problem remains, even after 
allowing for cases where dollar deficits had been somewhat 
recuced in 1°51, of finding a means of balance with the dollar 
area at @ high level of trade and at progressively iower levels 
of US economic aid. Underlying the specific manifestations of 
that problem in i951, there persist certain iong-term structural 
agifficuities to such a solution. Unless a major shift occurs 
from the US to Western Europe as a source of imports for non- 
dcllar countries, the dollar problem will be soluble for many 
Western European countries only by a direct balancing of trans-~- 
actions with the US. 


This long-term problem of imbalance was obscured during 
1950 and the first haif of 1451 because, even though all other 
countries 2s @ whole were still in deficit with the US to the 
extent of $4.1 billion, they added over $4.6 billion to their 
gold und doliar reserves. US economic aid during that period 
exceeded its current surplus with other countries, thus reinforc- 
ing the rest of the world's improving trade situation. The 
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second half of 1951, however, experienced the full effect of 
the decline in the US demand for imperts, and the increase 

in their orders from the US whereas economic aid fell short 

2? the surplus with other countries in current transactions 
in won-military goods and services. It was in this period and 
early 1952 that the "collar problem" reappeared. 


freas. for International ».ction In summing up the worid 
economic situation at the close of 1951, the Report concludes 
that the period from ict8 to mid-1950, a period characterized 
cy un unevenly distributed rise in world production and coen- 
Sumption and the eventual emergence of excess capacity in 
many privete enterprise economies, showed that improved and 
expanded technical factlities alone were not sufficient tc raise 
production ana consumption levels in industrialized as well as 
in underdeveloped countries. Tne need for international 
mensvres to maintain full employment and stabilize international 
Gemand for primary products, and to promote the develcpment 
of under-developed counvraus, according to the aushors of the 
Report, becaine clear, 


The outbreak of the Korean conflict in mid-1950, and sub- 
sequent widespread rearmament efforts, once again directed 
attention to the technical problems of expanding output and 
productive facilities. These technical problems are now of 
diminishing concern, the Report stutes, kven before the end of 
19:51 it was plain that absorption capabilities rather than 
availabilities of capital goods was the limiting factor upon 
progress in under-developed countries. But by the end of 195] 
the adequacy of foreign exchange resources for under-developed 
economies, whose continued vulnerability to fluctuations in 
internitional comnodity markets was illustrated in this inter- 
vening period, was again emerging as a major problem, Finally, 
the Keport states, the recent spurt of production in industri- 
alicec countries has served tc widen still further the pro- 
duction gap to be bridged by under-developed countries. 


What these developments show, the Report concludes, is the 
renewed emphasis upon the need for international action to ensure 
an adequete flow of capital to under-developed countries, the 
elaboration of new techniques for stapilizing the demand for and 
prices of primary commodities traded internaticnally, or the 
introduction of other mutually acceptable arrangements that 
would allow the regular supply of capital goods to the under~ 
developed countries necessary for enabling them to make a more 
effective use of their natural resources for mutual benefit of 
themselves and their trading partners. 


> * % 


EXCHANGE 
UNC LASS IFIED 


DECLASSIFIED FOR PUBLICATION IN FOREIGN 
RELATIONS OF THE UNITED STATES 


_ 








UNC LASS IFIED 
a <8 «a 


EXCHANGE OF NCTES WITH Last week in reply to the British 
i ON TTORT TLS RICTIONS Ewbassy's aide memoire of april 9, 
ae 4 1952, expressing concern at the 
number cf anplications presented to the US Tariff Commission 
for action under Section 7 (escape clause) of tne Trade Agree- 
ments Extension Act of 1951, we reaffirmed that the attitude 
of the US Government on the basic principle of lowering 
barriers to international trade remains unchanged. We feel 
cooperative action among all free nations to reduce and mini- 
nize their trade barriers is ¢ssential to a strong economic 


basis for our mutual security and vrogress. 








British Note The British aide memoire was similar to a 
recent Italian note expressing concern over the trend toward 
iuereasing restrictions on imports into the US. (See Page 5, 
Avril 7, 1952 issue.) The British referred to the increasing 
number of applications by US producers for use o% the escape 
clause which provides for the witndrawal or modification of 
teriff concessions under certain conditions if necessary to 
prevent serious injury to a domestic industry. They mentioned 
particuiarly apylications for action on motor bicycles and 
parts, bicycles and parts, certain chinaware, tobacco pipes 
aiid wood screws as tiose which directly affect important UK 
export trade. while these ceses are still at the investigation 
or hearings stage, tne Uk is anxious as to the ultimate action 
in view of the decisions reached last year to modify US con=- 
cess:ons on fur felt hats and hatters' fur. British concern 
is treat, if this clause should be applied loosely whenever 
there is a material increase in competition from imports it 
would have a serious effect on the ability of the UK and other 
countries tec earn dollars. Increased doliar earnings are 
necessary if they are to lessen their dependence on grant aid 
from the US and to carry their share of the military burden. 





The British acknowledge that withdrawal of tariff con= 
cessions under an escape clause procedure occasionally and in 
certain special circumstances may be justified and that the 
General agreement on Tariffs and Trade provides for such action. 
However, this procedure should be resorted to only where in- 
creased imports are causing or threatening undoubtedly serious 
injury to domestic producers. They point out that if the US, 
the major creditor country in the world, sets an example of 
withdrawing concessions whenever they result in more vigorous 
Competition, governments of the debtor countries would be un- 
able to withstand pressure to take similar action, They state 


further 


UNCLASSIFIED 


DECLASSIFIED FOR PUBLICATION IN teed 
RELATIONS OF THE UNITED STATES 




















UNCLASSIFIED 
~13- 


further that unless the 1S apnlies a rigorous standard of 
judgment to escape clause applications, exporters would be un- 
able to depend on the coitinued application of US tariff con- 
c@ssions and their special efforts to increase their dollar- 
earning exports would be seriously impaired. 


US Reply In the reply which we made to the British 
Embassy last week and which was released to the public today, 
we recoznized that in recent months there has been an increase 
in the number of investigations ordered by the Tariff Com- 
mission in response to applications from US industry and that 
several of these investigations reiate to products of im- 
vortance in the export trade of the UK and other countries 
wonich nave made serious efforts to increase their dollar 
earnings by sales to the US. The Department continues to 
tai.e the position that modifications of duty concessions 
should only be made in cases of genuinely serious injury or 
th:eat of injury resulting from trade commitments. The US 
Government is in complete accord with the Us in their in- 
Sistence that obligetions in the GéTT escape clause should 
be scrupulously observea and that this provision should not 
be invohed merely because a concession results in more vigor- 
ous competition from imports. 





We point out that where modifications of duties are made 
as a result of escupe clause? investigations, it is the opinion 
o. the Department that such modifications should be kept 
under constant review to insure their remaining in force only 
Tor such time and to such extent as is necessary to prevent 
or remedy the injury to domestic industry. Accordingly, a 
system providing for the periodic investigation and report 
by tue Tariff Commission on all escape clause actions is in 


— 


the process of being established. 
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ECONOMIC AND SOCIAL COUNCIL The fourteenth session of the 
BEGINS FOURTEENTH SESSION Economic and Social Council, the 
only session of the Council to be 
held in 1952, begins in New York this week. It will be the 
iongest and, in terms of its agenda, the heaviest session to 
date, Highlighting the agenda will be those items proposing 
new action by ECOSOC in the fields of stability and full employ- 
ment, including recommendations on measures for international 
economic stability,and economic development, and for creation 
of two new international agencies--an International Finance 
Corporation and an International Development Authority. 
Among the other important items to be considered are the world 
economic situation, technical assistance, the reports of the 
regional commissions and of the various specialized agencies. 


UN Experts' Report on Stability In the discussion of 
the UN Experts' Rcport on Measures for International Economic 
Stability (page 8, March 3, 1952 issue), the US delegate will 
express agreement with the experts that primary reliance for 
maintaining economic stability must be placed on national 
measures, and that international measures, whether they be 
coordinated action of national governments or actions of 
international organizations, can be helpful mainly as supple- 
mentary devices to cushion the international repercussions 
of domestic recessions and to smooth the process of adjustment 
to developing trends. At the same time, he will seek to 
counteract the possible implication in the report that the 
responsibility for action rests largely with the US. 





With respect to international commodity agreements 
which the experts recommended as a measure to insure stability, 
we will avoid giving the impression that the US is opposed to 
such agreements, and offer to cooperate in discussions and 
negotiations concerning specific commodities whenever a suffi- 
cient number of countries genuinely want an agreement. The 
US delegate will stress the usefulness of having an agreed 
set of principles; ECOSOC has endorsed Chapter VI of the ITO 
Charter since 1947. In our opinion these principles have 
facilitated rather than hindered consideration of commodity 
agreements for primary commodities. He will maintain that no 
new international organizational machinery is necessary now | 
since the present machinery, the International Materials 
Conference, the Interim Coordinating Committee for Intergovern- 
mental Commodity Agreements, and the individual commodity 


study grouDsS, is adequate. 
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In discussion of international flow of capital, the US 
wili agree with the experts that fluctuations in foreign 
exchange earnings may affect the rate of economic aevelopment 
in underdeveloped countries and give rise to the need for 
variations in the rate of foreign financing. While the Inter- 
national Bank can make a limited contribution to countering 
the cyclical declines in foreign exchange earnings and in the 
flow of investment capital, we believe the Bank is intended 
primarily to provide long-term capital on a continuous and . 
sustained basis for economic development, and should not try 
to act as a counter-cyclical agent by withholding loans in a 
period of prosperity in order to be able to expand its loans 
in time of recession. Our delegate will support a recommenda- 
tion that the underdeveloped countries, in cooperation with 
the International Bank, prepare long-range development pro- 
grams well-in advance so as to facilitate the maintenance of 
a steady rate of economic development. With regard to the 
volume of funds available for loans, and the possibility of 
the International Bank needing additional funds in the future, 
our delegate will suggest that ECOSOC is not the best forum 
in which to discuss the ways by which the Bank might raise 
additional capital, and that the Bank itself will be giving 
due consideration bo the problem of financing its own opera- 
tions under- various conditions, including periods of possible 
recession. | 





With respect to the experts' recommendation concerning 
international monetary reserves, the US will concur that the 
International Monetary Fund can provide some assistance, and 
will note that the Fund has acknowledged the use of its re- 
sources for counter-cyclical purposes as entirely proper. 
However, the question of an increase in Fund resources is a 
matter for decision by its members, and we will oppose any 
resolution in ECOSOC calling for an immediate increase in 
Fund resources. 


Financing Economic Development The Economic and Social 
Council was asked by the last UN General Assembly to prepare 
and submit a detailed plan for establishing, as soon as circum- 
stances permit, an International Development Authority to make 
grants-in-aid and low-interest long-term loans to underdeveloped. 
countries to help them accelerate their economic development 
and to finance non-self-liquidating projects basic to 
economic development. As we stated when we voted negatively 
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on the Ga resolution authorizing such a plan, we cannot comnit 
ourseives to contribute to. such an Authority. (See page l, 
February 18, 1952 issue.)° Considerstion is still being given 

as to whether we will coliahbvrate in working out the detailed 
plan. Of course, it is not cl:ar yet whether Council examination 
ot the plan will be undertaken in a committee of experts or in 

a committe2 of the whole, In any event we will continue to 

male clear tiat the US does not expect to contribute financially 
to such an authority at this time. 


In accordance with a request cf the Council, the Inter- 
national Bank for Keconstruction and Development has submitted 
for discussion at this session a repo:'t on a proposal for the 
creation of an International Finance Corporation. While this 
proposal was first made in March 1951 by the US International 
Development Advisory Board, a group of UN experts later recom 
mende:i that the proposal be given further study. Our delegate 
will point out that we welcome a full discussicn of the proposal 
as we believe the IBID report represents the first real attempt 
at appraising the place of an International Finence Corporation 
among the various tools for financing and promoting economic 
development. (See page 4, March 31, 1952 issue.) Our tentetive 
position, which is still subject to review by the National 
Advisory Council, is that we recognize the important gap in 
the existing international financial machinery for financing 
economic development, as there are at present no public in- 
stitutions which can undertake direct eguity participation 
in erterprises throughout the world, or make loans to private ~ 
enterprises repayable in local currencies unguaranteed by 
governments. We are not wholly convinced, however, that the 
existing machinery, including national institutions like the 
iximbank and the various development banks and corporations 
in ivany countries, could not fill this gap, with very little 
change in their present scope and activities. We have there- 
fore reached no final decision on the matter, nor do we anticipate 
that the immediate establishment of an International Finance 
Corporation will be an issue at this session of the Council, 
as this will be the first time that governments will be called 
upon to express their views on the substance of the proposal. 
Concerning further study of the proposed corporation, our 
delegate will take the positions: 1) that governments should 
be urged to consult with national organizations and business 
groups having an interest in the problem of stimulating the 


international 
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international flow of private capital; 2) that the International 
Bank could more effectively deal with the problem of drafting 
specific proposals than could the Economic and Social Council 
in view of the technical problems involved; and 3) the Bank 
should be asked to formulate such proposals and inform the 

15th ECOSOC session. Among the problems warranting further 
study and consideration are the relationship between the pro- 
posed corporation and the International Bank; the currencies of 
subscriptions of member governments and limitations on their 
use; the question of whether the proposed corporation should 

be primarily a device for getting more private capital from 
developed countries or a means by which private capital 
available within underdeveloped areas may be channelled into 
entervrises contributing to local economic development; 

and encouragement of overseas private investment by actions 
which will instill confidence in the private investor and by 
the dissemination of information concerning investment 
opportunities. 


World Economic Situation The discussion on the world 


economic situation will be based on the Secretary General's 
annual “orld Economic Report. (See page 3, May 12, 1952 issue.) 
Since it is customary for Council members to discuss in 

some detail the economic situation in their own countries 

and regions, and since a healthy expanding economy in the 

US is of tremendous importance to the rest of the free world, 
the US delegate will concentrate primarily upon developments 

in the US economy. He will note, however, the inflationary 

and deflationary tendencies elsewhere, the long-term structural 
changes affecting the position of particular segments of the 
world economy such as are occurring in the textile industry 

and natural rubber industries, and other developments which 
will give his remarks broader perspective. We will also 

submit to the Council the President's Annual Economic Report 

to the Congress and the Annual Economic Review by the Council 
of Economic Advisers, as authoritative statements by this 
government on the economic position and problems of the US, 

In addition, emphasis will be placed on the extent to which 

the US economy has moved toward the twin goals of national 
security and a healthy civilian economy, and developments 

in the field of economic stabilization. Note will also be 

made of the current developments in US foreign trade, specifically 
the level and distribution of US exports, including exports 

of american capital goods to underdeveloped areas, and the 
decline in US imports which represents a re-adjustment from 
stable post-Korean speculative purchases. 


Full 
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Full Employment In line with its concern with the world 
economic situation, the Council will again discuss this year 
the problem of achieving and maintaining full employment 
with progressively improving levels of production, trade and 
consumption, and maintenance of or p»ugress toward tne 
aciievement of equilibrium in balances of payments. The US 
will submit in reply to the JN fuli employment questionnaire, 
Sucii information as US economic trends, policies and objec- 
tives for 1951 and 1952; anc measures taken and/or planned to 
maintain fuil employment, reduce inflationary pressures, and 
facilitate steady economic expansion. 


Productivity In the discussion of methcds to increase 
world productivity, the US will emphasize that utilization 
of technical assistance through existing channels is probably 
the best means through which existing scientific and 
technological knowledge can be imparted to underdeveloped 
areas. Our delegate should suggest that, instead of further 

generaliced studies with but limitec usefulness, relevant 
| Studies can best be undertaken in connection with the techni- 
) cal assistance activities of the specialized agencies. 





Regional Economic Commissions For discussion of the work 
being done by the regional economic commissions, the Council 
will have the reports of the respective groups. While the — 
US has serious dcouvts as to the dezrvee of satisfaction which 
can be derived from the work of the ECE during the coming 
months, our apprehensions are not universally shared, and it 
will be necessary for the US representative to feel his way 
to avoid striking a discordant note in what will probably be 
a generally complimentary discussion. Our delejate should 
mat*ntain that constructive Eustern European participation in 
the technical committees of the ECE would be desirable. If 
the Soviet bioc apain raises the question of voting rights at 
ECE plenary sessions for European countries which are not 
members of the UN, our delegate will note that at the last 
Council session the ECE terms of reference were amended to 
authorize the Commission to accord voting rights to non- 

UN members in subsidiary bodies of the Commission. Should 
the Soviet bioc delegates press for revival of the moribund 
Trade, Agriculture and Manpower Committees and belittle the 
werk of the active committees, our delegate will oppose 
this position. 











The 
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The report of the Economic Commission for Asia and the Far 
East (ECAFE) covers the recommendations of its committees and 
outlines regional studies on -lood control, land reform and a 
work program for 1952-53. Our delegate will state that ECAFE 
is filling a useful role in bringing countries of the area 
together in a cooperative attitude, wiil express satisfaction 
with the ECAFE resolution on land reform and, if appropriate, 
will endorse the proposal for the establishment of an Agri- 
culture Section in the ECAFE Secretariat, jointly staffed and 
administered by ECAFE and FAO. 


The annual report of the Economic Commission for Latin 
America (ECLA) emphasizes studies being made on economic de- 
velopment, includin; problems of taxation and foreign invest- 
ment and development of particular industries such as iron 
and steel and chemicals. The US favors the great majority of 
ECLA's projects and considers that, taken as a whole, they 
make a contribution to the economic development of the 
region--a high priority UN objective. Accordingly, our dele- 
gation may approve the ECLA program during the Council 
session, including the two new projects on transportation 
and energy. 


IBRD and IMF Reports The sixth annual report of the Inter- 
national Bank is not likely to cause controversy, but the de- 
fense of the Bank's activities, if any is required, will be 
left to the Bank's representative. At our delegate's discre- 
tion, he may praise the Bank for its technical assistance 
activities, the expansion of its non-dollar resources, and 
the flexibility of its approach to development problems as 
evidenced, for example, in the recent Australian and Belgian 
Congo loans. 








In any discussion that develops with respect to the annual 
report of the International Monetary Fund, our delegate will 
keep in mind our preference to deal with controversial inter- 
national monetary questions in the Fund rather than in the 
Economic and Social Council. If the issue is introduced, he 
may comment that relaxation of exchange restrictions, expecially 
those of a discriminatory nature, remains a major policy objec- 
tive of the US Government, as relaxation, when feasibl*, tends 
to increase the availability of goods for consumption and per- 
mit the more efficient use of economic resources. If the sub- 
ject of the appreciation of exchange rates is reviewed, our 
delegate should support the Fund's conclusion that appreciation 
~ currencies would be ineffective as an anti-inflationary 

evice. 


* * * 
R EP20RT 
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REPORT ON LONDON MEETING Members of the International 
Or _ KUBBER STUDY GROUP aubber Study Group met in Ottawa 
from Mey 5 to 9 to exchangé Views 
on various aspects and problems cf the world rubber situa- 
tion. The meeting was marked by e friendly and cooperative 
spirit among the delegates who represented government and 
industry in seventeen importing and exporting nations, in 
audition to British Colonial end aependent territories. 
Also present were observers from the United Nations, the 
Food and Agriculture Organization, the Organization for 
European Economic Cooperation, the Organization of American 
States and the International Rubber Development Committee. 
There was a fruitful exchange of opinion on the need for a 
commodity agreement, with the resu’t that the group estab- 
ii.hed a working party to pursue the matter further. The 
iss e of trade with the Soviet blcec was not discussed at 
vne meeting. 








General Background Tne Ottawa meeting came at a time 
when the price of Southeast Asian rubber had fallen to the 
lowest level in two years. ihe US Government had recently 
announced thet it was planning to return rubber purchasing 
to private hands, and would exercise its right to + oe 
off-grade rubber. (See page 2, March 3.1952 issue.) An 
outcry arose from exporting countries, although US officials 
have continually warned producing countries to expect these 
cevelonments. The increase in US production of low-priced 
synthetic has also contributed to tne general apprehension 
of natural rubber producers. As the market wcnt down, 
producing countries and exnorters became almost panicky, 
and called on the US to resume substantial purchasing in 
order to stop the downward plung:. However, no specific 
acts of the US Government or industry are responsible for 
the decline in natural rubber prices, which is the result 
of increased production of both natural and synthetic and 
over-speculation when the market was high. 


Results of the Conference After an exchange of views 
on the need for a commodity agreement, the Group agreed to 
pursue the matter further by establishing a working party 
to consider whether measures designed to prevent burdensome 
surpluses or serious shortages of rubber ere necessary 
and practicable; to prepare drafts of any agreement required 
to implement such measures; and to report back to the Study 


Group 
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Group as soon as possible. It was agreed that member- 
Ship in the working party should be open to all Study 
Group members who wish to be represented on it. Leaders 
of industry who were members cf the US delegation, ex- 
pressed strong opposition after the meeting to any US 
participation in an international commodity agreement 
and called for expanded markets throughout the world, 
without controls. 


The Group examined the world statistical position 
and made estimates for natural and synthetic rubber 
production and consumption during 1952. It was esti- 
mated that world production (including the Soviet bloc) 
of natural rubber would be around 1,690,000 long tons 
while consumption would be 1,450,000. Synthetic pro- 
duction (excluding the Soviet bloc) was estimated at 
around 910,000 tons, and consumption about 875,000. The 
balance of estimated production over estimated consump- 
tion of both natural and synthetic rubber was expected 
to be absorbed into governmental and commercial stocks. 


The Group also considered the statistical position 
of natural rubber latex, and estimated that world pro- 
duction in 1952 might be about 85,000 long tons while 
consumption might be in the neighborhood of 90,000 tons. 
These quantities were included in the total figures 
mentioned above for natural rubber. It is estimated 
that stocks are sufficient to cover the deficit in pro- 
duction. The Group also noted that the rubber reclaiming 
capacity in member countries has risen by about 100,000 
long tons since 1945. Problems relating to the packing, 
Shipping and marketing of natural rubber were examined. 
The Group also considered means of expanding world consump- 
tion of rubber, and decided that highway development was 
the most effective means of doing so, since it results in 
increased use of vehicles. The progress made in the use of 
rubber in road construction was reviewed with satisfaction. 


Post Conference EON tne After the close of the 
Ottawa conference, the Indonesian delegation visited Washing- 
ton to raise with the Department rubber issues over which 
they are most concerned, particularly the price of synthetic. 
(The Malayans also came in about this time, but on an un- 
official basis.) The issues were discussed sympathetically 


and in a cooperative spirit, and US officials promised to 
discuss them in detail further if the Indonesians so wish. 





* * * 
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ANALYSIS OF US A Department analysis of the large increase in 
EXPORT SURPLUS the US export surplus which has taken place in 
the last few years concludes that it is largely 
the result of temporary circumstances and does not represent 
the re-emergence of the dollar gap as a permanent world problem. 
The level of US earnings abroad during the past 18 months has 
been inflated by a number of factors which cannot be expected 
to continue indefinitely, including: 1) a series of special 
Situations involving large increases in coal, grain and petroleum 
exports; 2) high exports to under-developed countries as the. 
result of their unusually high foreign exchange earnings during 
the preceding year; and 3) an increase in net earnings from 
Shipping principally attributable to the use of US bottoms 
for the high coal and grain shipments, and the post-Korean 
rise in shipping rates. At the same time, the level of US im 
ports in the second half of 1951 was low relative to the ex- 
panded levels cf industrial production and consumer incomes, 
The violent fluctuations in prices have also played a consider- 
able role in the development of the American export surplus. 


" The rise in the export surplus of goods and services 
Since the teginning of hostilities in Korea has been substantial. 
In the second half of 1°51, the export surplus amounted to an 
annual rate of $6.5 billion, as compared with $3.1 billion in 
the first hulf of 1950--an increase of $3.4 billion. Both 
exports and imports rose substantially between the first half of 
1950 and the second half of 1951. Exports and imports of goods 
and services increased by $6.4 billion and $4.0 billion 
respectively. 





While the report indicates that the excess of American 
exports over imports may be sharply reduced during 1952, this 
does not give reason for complacency. The basic problems 
responsible for the considerable dollar gap in the first half 
of 1950 are still essentially present. Europe still has a 
dollar deficiency with the US of something over $2 billion a 
year, with rather remote prospects of earning more than a 
small share of this dollar deficit through trade with other parts 
of the world or through further increases in exports to the US. 
Foreign exchange reserves of most countries are still too low 
to deal adequately with such swings in trade and payments, even 
though of a temporary character, as have occurred during the 
past year. The related problem cf the compelling need for a 
more rapid rate of economic progress in economically under- 
developed countries is essentially & resource problem involving 
the injection of a larger amount of outside resources into 


their 
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their economies pretty much independent of the current balance 
of payments positions, although certainly the trade developments 
of the past two years have assisted considerably their foreign 


exchange situation. 


Coal, Grain and Petroleum Exports Greatly increased ex- 


ports of coal, grain and petroleum accounted for $1.6 billion 
of the total increase of $6.4 billion in US exports of goods 
and services between the first half of 1950 and the second 

half of 1951. These increases in value were largely the result 
of increased quantities exported in response to special cir- 
cumstances... The coal movement to Europe resulted from the 
failure of European coal output to keep pace with rising 
industrial production. Vigorous efforts have been made to 
increase European coal production to avoid the necessity for 
an indifinite continuation of this movement. The value of US 
coal exports to Europe during the latter part of 1951 was at an 
annual rate of almost $500 million. 





Reduced grain crops in India, Argentina and some other 
countries made consuming countries more dependent than would 
otherwise be the case upon imports from the US. US grain ex- 
ports were $600 million larger in the second half of 1951 than 
in the first half of 1950. The loss of Iran as a source of 
petroleum no doubt was the principal cause of the large increase 
of $500 million in petroteum exports from the US in this period. 
The most important increase was the rise in motor fuel and 
gasoline exports from an annual rate of 17 million barrels to 
40 million barrels, (There was also a large increase of 
petroleum imports into the US, which may also have been involved 
in the arrangements to make good the loss of Iranian oil.) 


A partial offset to these special cases of increased ex- 
ports, but not nearly as large quantitatively, was the increase 
of steel imports into the US, chiefly from Europe, because of 
the tight supply situation in the US. Steel imports were $200 
million higher in 1951 than in 1950, 


Export Surplus with Under-developed Countries The rise in 


value of exports of goods to under-developed countries in the 
second half of 1951 of $2.5 billion over the first half of 1950 
was made possible chiefly by the previous high level of dollar 
earnings of these countries which resulted from the boom in 
commodity prices after the outbreak of hostilities in Korea. By 
the end of the year, however, their foreign exchange reserves 


were 
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were declining and it became necessary for the under-developed 
countries to reduce their imports from the US. Import and 
exchange controls were peing imposed or tightened, and it seems 
likely that the $1.6 billion export svrplus to these areas will 
be considerably reduced in the near fvture. In addition to 

the probability of a decline in exports, imports to the US from 
these countries are likely to increase. Some export surplus, 
however, can be expected to contiuue as the result of US 
economic development policy, as reflected in the Administration's 
request for over $600 million for economic assistance to under~ 
developed areas for fiscal 1°53, 


Low Level cf US Imports US imports appear to have been 
abnormally low during the second half of 1951. During this 
period, manufacturing output was about 20% higher than in the 
year before Koveé, but the volume of imports nad dropped to 
about 6% below the average for the same year. While there was 
no Significant inventory accwmlation during the pre-Korea year, 
inventories of imported materials in the US were being drawn 
down during the second nalf of 195% as a result of price weak- 
ness and generally cautious buying policies. In contrast to 
this drawing down of inventory of imported materials in the US 
in 1951, inventories of imported materials in the UK, and 
probably also in France, were being built up. This tended to 
increase exports from the US (as well as from other areas) 
to those countries above the level required for current needs. 
If in both the US and the UK imports had been adjusted to meet 
current demand, the loss in reserves by the sterling area 
Guring this period’ would have been smaller by a considerable 
margin. 


Price Changes Price changes have been exceptionally im- 
portant during this period in influencing the level and trend 
of US trade. The entire increase in che value of merchandise 
imports was due to price increases, In fact, the quantity 
index of imports was slightly less in the second half of 1951 
than in the first half of 1950. On the other hand, although 
export prices rose by 17%, the quantity of exports increased by 


25% 


Price changes also had an important effect on the export 
surplus with different parts of the world. If it is assumed 
that the quantities of goods exported and imported in the secend 
half of 1951 remained unchanged, and they are then valued at 
first half 1950 prices, the US export surplus with Europe would 
have been less than $2.0 billion instead of $2.3 billion. For 
the under-developed countries, it would have been $2.1 billion 
instead of $1.6 billion. This in practice, of course, would not 
have happened, inasmuch as the increased exports to under~ 
developed countries were largely made possible by the increased 
prices of their exports to the US. 

aes, REPORT 
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REPORT ON THE LONDON The International Wheat Council, con- 


WHEAT COUNCIL MEETING sisting of representatives of the four 
main wheat exporting nations of the world 


and 2 wheat importing nations met recently in London to discuss 
revision of the International Wheat Agreement (IWA). The 
Council conciuded that certain changes in the agreement would 
be desirable, but was not able to reach accord on the changes 
to be made, The main subject of debate was price, and after 
an extensive, inconclusive exchange of views, the Council 
Gecided to examine further whether there should be at stated 
intervals 6n automatic variation of maximum and minimum prices 
based on some index reflecting changes in the general price 
level. To do this, it set up a special continuing committee to 
investigate the question of price flexibility as well as 
certain other matters. This committee will report to the next 
bi-annual session of the Wheat Council next July. At that 
time, the Council will make interim recommendations to export- 
ing and importing countries regarding the extension of the 
Agreement beyond July 31, 1953 when it is due to expire. The 
Council's detailed recommendations on amendments are expected 
to be finalized when the Council meets for its eighth session 


in late 1952. 


Background The present price of wheat is pegged by the 
Agreement at $1.80 a bushel, for Manitoba No. 1 (first quality) 
wheat, loading at Port Arthur/ Fort Willis, Canada, a price 
considereu by exporters to be unrealitticaily iow. The US, 
for instance, has been able to seli part of its production on 
the free market at around 70¢ more than tiie agreement price. 

It has been also reported that farmers in Australia reduced 
their wheat acreages because the fixec export price does not 
offer them a sufficient return, Importing countries, on the 
other hand, not only resist a price rise, but also want enlarged 


quotes. 


In the US, the Wheat Agreement is supported by wheat grow- 
ing groups, since they believe it assures them of a considerable 
export outlet for what, However, the prozram 18 @ cos:iy one 
for tne US, since under the price sipport croeram tne US Govern- 
ment, in order to impiemert; tne agroement, musc bringe ‘tiie 
gap vetween the agresment price and the domestic prace wiich 
is held at a relatively high level by price support. Therefore, 
unlike the Australizn and Canadian farmer, the US farmer is 
not directly affected by lower prices under the agreement. To 
date, the present four year agreemert has cost the US about 
$439 million, and US officials predict that by the end of the 


present 
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present agreement in July 1953, the total cost for four years 
will reach $600 million, Various questions concerning the 

cost of the agreement are being raised in Congressional circles, 
and farm organization leaders are concerned with this criticism 
as it relates to the farm program, The suggestion has even 
been made that it is a foreign rather than a domestic program, 
and therefore chargeable to foreign aid, “Such @ star on the 
part of the farm leaders disregards the history of tie »“esenta-~ 
tion of the agreement to the Senate for ratification .949, 
It may be anticipated that the question of how the ccst of 

the agreement should be borne may become an acute one when the 
IWA comes up before Congress for approval on 4 treaty basis. 


Without US participation there would be no agreement, for 
the US and Canada together account for over 80% of the wheat 
exported. This year, for example, out of a total quantity of 
581 million bushels to be exported on a quota basis, the US 
share is 255 million bushels, that of Canada 233 million, 
Australia 88.7 million and France some 4 million. By applica- 
tion of Article 10 (the short crop provision), the Australiag 


quota has been reduced to 72 million tons; a part of the cut has 


been picked up by Canada, 


Cc a At the outset of the meeting, 
Australia and Canada stated that a substantial increase in 
maximum and minimum prices was necessary, but they did not 
actively support the US proposal, since they were prepared to 
settle for lower prices than the US. The US proposed a specific 
$1.90 minimum and $2.50 maximum, excluding carrying charges, 
on the basis that incentive is needed to keep production up 
to increased world demand for wheat. This also represented 
in approximate terms the present market price in the US. 
Importers showed considerable doubt that the US was serious, 
and the UK took the position that it was not prepared to discuss 
price at all pending settlement of conditions and terms in 
the agreement affecting price. The Canadians and Australians 
were not ready to fight for the US price range, and considered 
$1.75 to $2.25 a more realistic set of figures, However, both 
supported the US stand that the importers had to submit a 
specific and reasonable counter-offer before any progress could 
be made, Canada echoed the US view that quantities for export 
would be dependent on price. The importers, led by the UK, came 
up with a counter-proposal which the exporters considered 
unacceptable, Canada, in hope of breaking the impasse, announced 
its offer of $1.75 to $2.25 and was supported by Australia, 
Canada also expressed willingness to consider a formula for 
price flexibility. The search for such a formula occupied a 


considerable 


DECLASSIFIED FOR PUBLICATION IN FOREIGN 
RELATIONS OF THE UNITED STATES 














CONFIDENTIAL - SECURITY INFORMATION 
o 14 o 


considerable part of the discussion in the Prices and Quantities 
Subcommittee, with the exporters unable to come up with an 
agreed proposal and the importers showing little enthusiasm. 
The possibility of a flexible price formula will be explored by 
a special committee set up to look into that and other un- 
resolved IWA problems. This special committee will report to 


the Council in July of this year. 


The negotiation of a price level which would greatly reduce 
the cost of the IWA to the US Government is prejudiced not 
only by resistance of the importing countries but also by 
the willingness of the other two main exporters, Australia and 
Canada, to settle for a relatively moderate increase in price. 
This in turn reflects the difference in the domestic prices of 
wheat in these countries as compared with the US. This situa- 
tion highlights the difficulties for a harmonious international 
trade policy created by the farm support program in the US. 


* . * * 
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CHILEAN COPPER The responsible US agencies decided 
IMPASSE BROKEN last week to establish arrangements 
under which private US firms will be 
free to buy copper and copper concentrates abroad at 
prices to be determined between them and the seller. 

To make this policy effective, the US Government, act- 
ing through the Office of Price Administration, will 
permit brass mills and copper wire mills to add to 

their ceiling prices an amount representing 80% of any 
increase in cost of foreign copper above the 27.5 cents 
level contained in the just terminated Chilean agree- 
ment. The Office of Price Stabilization will periodi- 
cally announce the permitted increases in ceiling prices 
which will be adjusted to reflect variations in foreign 
prices of copper and in the ratio of foreign copper 
used. The initial adjustments will become effective 

on June 16, 1952. Comparable treatment will be pro- 
vided for other primary users of refined foreign copper, 
including copper produced in this country from foreign 
ores and concentrates. The impact of any changes in 
the ceiling prices of primary copper products at subse- 
guent levels of production and distribution will be 
treated in accordance with the existing pricing standards 
of the OPA. The US does not intend to make changes in 
the existing price ceilings on domestically refined 
copper, brass mill scrap, or copper, or copper alloy 
scrap. In order to maintain a uniform price policy 

on brass mill and copper wire mill products, the NPA 
will allocate foreign and domestic supplies as equita- 
bly as practicable among US uSers. 








In notifying the Chilean Government of the US 
decision, prior to announcing it, Department officials 
pointed out that this was the only action the US could 
take which answered all of Chile's stated problems 
under the May 1951 agreement, including Chile's objections to 
selling at two different prices, cne 27.5 cent limit 
on sales to the US, competition from foreign sales 
made by US companies, and the inability to cooperate 
fully with the IMC allocation. Department officials 
pointed out that the price received by Chile for copper © 
would no longer be determined by the US, and they 
stressed the desirability of restraint on the part of 
Chile in regard to a pricing policy, as being in the 


best 
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best interests of both Chile and the US. In our note 

to the Chileans describing our decision, we made the 
assumption that Chilean policy will continue to forbid 
copper sales to the Soviet bloc, and to prevent re- 
export ta the Soviets, and that prices to third countries 
will not be lower than to the US, 


Since the US faces an immediate copper shortage 
due to losses occasioned by the Chilean strike and the 
Chilean embargo on shipments since May 8, President 
Truman has authorized withdrawals from the stockpile, 
solely to cover outstanding controlied materials tickets 
already issued for June, in order to prevent serious 
dislocation of the mobilization program and the US 
economy. | 


Steps Leading to US Move The US and Chile signed 
an agreement in May 1951 raising the price of copper 
which US buyers could pay for Chilean copper by 3 cents 
per pound. (from 24.5 to 27.5 cents). The Chilean Govern- 
ment retained the right to control 20% of the output of 
the large US mines in Chile, and the US companies retained 
control of the sales of the remaining 80%, most of which 
would come to the US in the normal course of their business. 
To make the necessary adjustment in US price schedules, 
OPS issued an order permitting US copper smelters to 
sell copper made from foreign ores at 27.5 cents, whereas 
the ceiling for copper from domestic ores was kept at 
24.5 cents. (See page 5, April 16, 1951 issue.) 


As time went. on, it became obvious that the Chileans 
were not satisfied with the results of their agreement, 
Chile had established a minimum price of 54.5 cents per 
pound for the copper under its control, but was able to 
sell little or any at that price. As a result, it 
accumulated substantial quantities of unsold copper, 
The Government, in an effort to do away with its two 
price system and get a single price for its entire pro- 
duction, initiated conversations in \iashington in re- 
gard to raising the US price, but before much progress 
was made, the Chilean Ambassador said he was instructed 
to call them off. 


Unable to sell its copper at 54.5, Chile's financial 
condition deteriorated. Foreign exchange budget estimates 
of returns from copper sales had been too optizistic, 


and 
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and planned expenditures had -been based on those estimates. 
iteanwhile more difficulties arose as the workers at the 
4naconda mines went out on strixe for higher wages. 
Company officials took the position that they could not 
raise wages without going into the red unless the Chilean 
Government gave them relief in the form of a long prom 
ised adjustment in the foreign exchange rate. A bill 
effecting the necessary tax adjustment, although intro- 
duced, has so far not been passed by the Chilean legis- 
lature. On May 2, the Chilean Government announced 

its unilateral abrogation of the 1951 accord after a 
year's operation. at.the same time, it took over con=- 
trol of all copper sales. about a week later, the 
strike bound copper miners were persuaded to accept 
presidential .arbitration for the amount of final settle- 
ment, and the strike came to a close, although the issues 
remain unresolved, 


Since these developments were threatening the US 
defense program, the Office of Defense Mobilization 
decided to permit adjustment in price control regu- 
lations in order to bring about resumption of the flow 
of needed copper imports. As was pointed out to the 
Chileans, this was a grave decision for the US to make 
at a time when price increases are being denied to US 
industries. The President of Chile was informed of the 
decision prior to his address before. the Chilean Con- 
gress on May 21. In this strongly pro-US speech, he 
referred to the US action as "a practical applicrtion 
of the good neighbor policy". On May 27 the Embassy 
in Santiago reported that the Central Bank of Chile 
had authorized the companies to sell copper at a mini- 
mum of 35.5 cents. It is not yet certain whether 
this is intended to represent. a permanent floor or 
merely a first offering price. , 


In spite of the US ceiling price concession, 
it is hoped that any upward price pressure will 
be short-lived, in view of increasing evidence that 
the demand-supply situation in copper will shortly 
be in balance. | 





* * * 
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ECONOMIC AGREEMENT An agreement on economic coordination be- 
WITH KOREA SIGNED tween the Republic of Korea and the United 
States acting as Unified Command has been 
reached as a result of the conferences between the Government 
of Korea and a special economic mission, sent to Korea by 
President Truman. The signing at Pusan last week followed dis- 
cussions which began on April 14 and continued until May 23. 


Background Under the financial agreement of June 28, 
1950, the Korean Government agreed to advance to us all the 
won needed for the local currency costs of military operations 
in Korea. We agreed to make an eventual settlement at some 
time in the future for the won advanced. The Korean Government 
was not able to provide funds for the support of military 
operations from its budget with the result that our drawings 
were handled 100% as an advance from the Bank of Korea. Since 
the agreement was signed, the amount of won drawings has come 
to a substantial part of the total currency outstanding in Korea. 


During the same period, the Korean economy was subjected 
to violent inflation, with the result that we became engaged 
in constant discussions with the Korean Government in an attempt 
to ascertain the reasons for the inflation and to agree on meas- 
ures to deal with it. The Koreans maintained that it was due 
entirely to the won drawings; the US pointed out that the value 
of aid goods was greater than the won drawings and stressed 
internal stabilization measures. As a result of these discus- 
sions, we decided to release about $12 million last fall, repre- 
senting sales to troops up to that time. 


Discussion of an aid agreement between the Commanding 
General, United Nations Command and the Republic of Korea then 
commenced, in the course of which the Koreans threatened to stop 
further won advances. The Command was given somewhat larger 
authority, but negotiations nevertheless broke down over the 
issues of settlement for advances made prior to January 1, 
1952, the conversion rate, and control of the use of foreign 
exchange. The necessity for maintaining Korea's cooperation in 
the military effort and for assuring the availability of won for 
military purposes led to the dispatch of the Special Presidential 
Mission to Korea, which negotiated the present agreement. 


The agreement and an accompanying note from the US provide 


for several major steps designed to help check inflation in Korea 
and contribute toward the stability of the Korean economy. 


Combined 
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Combined Economic Board A Combined Economic Board will be 
established whose primary function will be to promote effec- 
tive economic coordination between the Republic of Korea and 
the Unified Command. The Board will be composed of one 
representative from the Republic of Korea and one representa- 
tive of the Commander-in-Chief, United Nations Command. Such 
subordinate organization as is necessary will also be 
established. The Board's recommendations will be directed 
toward the development of an over-all program designed to 
stabilize the Korean economy. 





Dollar Reimbursement The agreement provides for complete 
dollar reimbursement to the Korean Government in the future 
on @ monthly basis for all won drawn by the United Nations 
Forces and sold to US personnel. Reimbursement will be at 
the rate for which the won are sold. At the present time 
this rate is 6000 won to $1. It is estimated that such re- 
payments will approximate $400,000 a month. Future dollar 
reimbursement to the Korean Government is provided for to the 
extent of $4 million monthly for’won drawn by US Forces and 
used for bona fide military purposes. In addition, as soon 
as possible after March 31, 1953, the US will make full and 
final settlement for any won used between June 1, 1952 and 
March 31, 1953 for bona fide military purposes and not pre- 
viously settled for. Similar procedures will be applied in 
succeeding years. The payments are predicated on continua- 
tion of reasonable efforts on the pert of the Government of 
Korea to achieve economic and financial stability in ac- 
cordance with the provisions of the agreement. 


With respect to past won drawings, the US has agreed to 
pay in full for all Korean currency sold to personnel of US 
Forces, which payment will represent a substantial addition 
to the sum of $12,155,714 paid to the Korean Government in 
October 1951 for application against won drawn prior to 
July 31, 1951 and sold to the UN Forces. The US has also 
agreed to pay the Republic of Korea in full for Korean cur- 
rency advanced and used for bona fide military requirements 
of the US from January 1, 1952 to May 31, 1952. It is 
estimated that these two commitments will provide prompt pay- 
ment to the Korean Government for past won advances of a sum 
of approximately $25 million. 


Ti addition, both parties recognize that the above settle- 
ments are without prejudice to the settlement of any other 
claims arising from the provision and use of currency and 
credits for periods prior to January 1, 1952 insofer as such 
settlement has not yet been made. 


Special 
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Special Won Account Provision is made for the creation of a 
special won account in which will be placed the won proceeds of 
the sales of US aid goods. The account will be used to the maxi- 
mim extent possible as a stabilizing device and as an offset to 
harwful monetary expansion. Subject to the recommendations of 
the Combined Economic Board, it is anticipated that the fund will 
be used primarily for application against the existing internal 
indebtedness of the Government of Korea. In addition, unless 
otiuerwise recommended by the Board, the won proceeds from the 
sale of foreign exchange owned by the Republic of Korea or from 
the sale of imports derived from such exchange will also be 
used, as a first priority, against existing internal indebtedness 
or the Government of Korea. . 


Unified Command In carrying out its responsibilities under 
the agreement, the Unified Command will undertake to ascertain 
in consultation with the appropriate authorities of the Govern- 
ment of Korea the requirement for equipment, supplies and 
services for assisting the Republic of Korea. Within the 
limitations of the resources made available to it, the Unified 
Command will also undertake to assist the Republic of Korea in 
providing, for the basic necessities of food, clothing and 
Shelter for the population of Korea, for measures to prevent 
epidemics, disease and unrest, and for projects which will yield 
early results in the indigenous production of necessities. Such 
measures and projects may include the reconstruction and replace- 
ment of facilities necessary for relief and support of the 
Civilian population. 





Korean Undertakings The Government of Korea promises, under 
the agreement, to take further measures to combat inflation, 
hoarding, and harmful speculative activities. It promises to 
apply sound, comprehensive and adequate budgetary, fiscal and 
monetary policies, including the maximum collection of revenue. 
It will promote wage and price stability and make the most ef- 
ficient use of all foreign exchange resources. In addition, it 
promises to maximize the anti-inflationary effect that can be 
derived from relief and other imported essential commodities 
through effective programming, distribution and sales; it will 
provide the maximum efficiency in utilization of available pro- 
duction facilities and will maximize production for export. The 
Republic of Korea will further undertake to insure that the 
special needs of refugees and other distressed groups of the 
population are alleviated without discrimination through appro- 
priate public welfare programs. 





* + * 
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MEETING OF NATO The North Atlantic Planning Board for Ocean 
SHIFPING BOARD Shipping (PBOS) met May 13 to 15 in Washington 


to further consider organization of ocean- 
going merchant shipping for common defense in event of wartime 
and to determine future action. All the North Atlantic Treaty 
governments were represented except Luxembourg and Iceland. The 
Bocrd approved a ship warrants scheme to operate as part of a 
plan for shipping control in time of emergency, and agreed on 
the position of the Planning Board in the new NATO structure, 
Revised shipping availability returns were noted and the Board's 
relationship with the Planning Board for European Inland Surface 
Transport (PBEIST) and the Petroleum Planning Committee (PPC) 
was considered, as well as matters referred by the Standing 
Group relevant to military shipping problems, plans for the 
reception of merchant shipping and the question of supplying 
merchant ships with defensive equipment. 


Ship Warrants Plan The Board approved a US-UK Working 
Group paper recommending a ship warrants scheme as a means 
of ensuring that ships under neutral flags would be used in 
conformity with the general purposes and directives of the 
Defense Shipping Authority (DSA). The latter is the agency to 
be established in event of an emergency to administer the 
NATO shipping pool. 


Under this plan, the main points of which the Board will 
bring to the attention of the North Atlantic Council, the ship 
warrant would be in effect a passport granting access to certain 
Shipping facilities under the control of DSA member govern- 
ments in return for certain undertakings in regard to the 
employment of the ship. The warrants would be issued by 
authority of the DSA, and in the case of vessels of member 
countries, would be transmitted to the ship by the government 
concerned. A Ship Warrant Committee would be established in 
DSA to coordinate the action of the participating governments. 
The latter, in turn, would take such measures as may be necessary 
and appropriate to give effect to the ship werrant scheme. 


The Planning Board also agreed that participating govern- 
ments should be requested to examine now necessary steps to be 
taken to bring the scheme into effect in wartime. Certain 
details of the scheme are to be further considered by the Work 
ing Group in light of the Board's discussions, and will be : 
submitted to the Board at its meeting next year. 


Shipping 
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Shipping Availability and Military Tonnage Reauirements 
In connection with PBOS studies of shipping availabilities in 
relation to civil and military wartime demands for shipping, 
a question had arisen among interested US agencies as to the 
inclusion, in the inventory figures, of vessels within mili- 
tary custody and jurisdiction. This question was resolved by 
adopting the position that the vessels could be included in 
the inventory for statistical purposes but could not be con- 
Sidered as committed to the proposed pool of merchant vessels 
to be set up in emergency. Most of the other cel-gations 
felt that the US position in’this regard was a departure from 
agreed-upon pyrene ipses and hoped the US would reconsider its 
attitude, - 


PBOS in the New NITO Structure Although aware that the 


new NiTO structure would require some changes in the opera- 
tions of the Board, it was agreed that it would be unwise to 
change the Board's basic functioning. Present arrangements 
are well suited to an easy transition from a peacetime plan- 
ning organization to a wartime executive body. The Board 
realiced the necessity for effective liaison in the new 
structure with other NATO agencies and has made pertinent 
proposa]s. The Planning Board agreed that its two Chairmen 
should be jointly responsible for establishing ad hoc com- 
mittees to undertake studies and to maintain liaison with other 
NATO agencies on civilian matters, Liaison with NATO military 
agencies, including the Standing Group. would be obtained 
through the Chairmen and a limited number of specially screened 
persons, The Chairmen would keep all Planning Board countries 
appraised of developments. 


The Board feels that it should be primarily responsible 
for studies concerning coastal shipping, referring its reports 
to P8=IST for consideration and concurrence before submitting 
them to the Council.. Primary responsibility in matters con- 
cerning ports should be undertaken by PBEIST with the latter 
Similarly referring its reports to the Planning Board before 
Submitting them to the Council. In addition, the Board is ready 
to give effective cooperation to: the Petroleum Planning 
Committee in matters of common interest such as the assess- 
ment of requirements for ships bunkers, the assessment of 
tanker availabilities, and wae: relating of these availabilities 
to tanker requirements. 


Other 
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Other Matters Considered The Board approved the work- 
ing party report and recommendations on reception of shipping, 
including change of destination, and has transmitted it to 
the Council. In addition, the Board noted a plan of organiza- 
tion submitted by the Canadian delegation for the reception 
of ships allocated by the DSA to Canadian ports. 


The Board stressed again the value of the general 
principle that ships of similar types and classes and of 
similar services should be supplied with defensive equipment 
without discrimination of flag. The Standing Group now has 
the matter under examination. 


The Board decided further study should be given to 
procedures for submitting military requirements for ocean 
shipping and for allocating shipping to military use, and 
on sea transport of heavy vehicles. 
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UK ECONOMIC The economic outlook for the United Kingdom 
SITUATION is not easy to assess, owing to a combination 

: of favorable and unfavorable developments. 
Nevertheless UK officials appear to continue to hold the 
view. that the UK will come close to realizing its objec- 
tive of balance with the non-sterling world during the 
second half of 1952. 


Favorable factors include the reduction in the drain 
on the gold and dollar reserves from an average of more 
than $60 million per week in the fourth quarter of 1951 
to less than $5 million per week in April and May. The 
sterling area deficit with the Evropean Payments Union has 
been reduced from approximately $200 million a month in 
the fourth quarter of 1951 to about $60 million a month. 
The balance of payments deficit with all areas of the world 
has been reduced from an annual rate of £850 million in 
the last half of 1951 to something like an annual rate of 
£300 million in the first quarter of 1952. The dollar bal- 
ance of payments shows considerable improvement over the 
last half of 1951. 


On the other side of the picture are a number of factors. 
While the monthly European Payments Union deficits have 
greatly decreased, they show no continued improvement and 
are in fact expected to continue about as at present until 
seasonal factors turn in Britain's favor in the Fall. In 
this connection it has become clear that the recent import 
cuts were not as deep as they were expected to be and perhaps 
should have been, and further action along these lines may 
have to be taken. There is an increasingly serious depres- 
sion in the textiles industry, ana growing fear of German 
and Japanese competition. There is also a growing feeling 
in business and financial circles that the government has 
not been tough enough in its fiscal and monetary measures 
to create the conditions needed to force the economy towards 
overseas solvency. This sentiment is reflected in the recent 
drop in the sterling-dollar exchange rate. Drastic declines, 
estimated at £280 million per annum for the Southern Dominions 
alone, are taking place in the UK's exports to the rest of 
the sterling area. While this should have no adverse ef- 
fects on the UK's balance of payments with the dollar area, 
it is a serious factor in Britain's industry. 


Backeround 
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fronted with its third great economic crisis since the war. 
A sharp deterioration in the balance of payments of the 
entire sterling area resulted in a drain on the combined 
gold and dollar reserves at an unprecedented rate. Unlike 
the other post-war crises, this time the UK was in deficit 
not only with the dollar area but also with the world as a 
whole, including her sterling partners. Economic develop- 
ments and government economic policy alike were dominated 
throughout the last half of 1951 by the overriding need to 
stop the drain on the dollar reserves. The immediate 

causes of the crisis were to be found in developments af- 
fecting the balance of payments, such as the sharply ad- 
verse shift in terms of trade, the need to carry out heavy 
restocking, and greatly increased imports by other sterling 
area countries following the raw materials boom in 1950. 
Major factors were the increase in import prices, the slower 
rate of increase in export prices end the fall in prices of 
the sterling area's primary export products--especially wool, 
tin, rubber and cocoa. In addition, there was the loss of 
Iranian oil, involving a net dollar cost of more than $275 
mijJlion a year in the initial period. Underlying these 
external developments, however, was a continued over-loading 
of the internal economy. In 1951 industrial production 
increased at a much less rapic rate than in previous post- 
war years and toward the end of the year it was levelling 
off. Claims against this output, ave to the internal 
inflationary situation, continued to advance. Defense pro- 
duction and exports rose substantially and investments con- 
tinued the post-war trend of increase, though at a somewhat 
Slower rate. Consumption in real terms failed to decline 
quite as much as the government had honed and budgeted for. 
Furthermore, these claims were concentrated to a large ex- 
tent on a segment of the British economy which was already 
under strain--the engineering industries. There is no unused 
manpower in essential incustries except in the textile trades, 
and the shortage of skilled workers is particularly acute. 
Although coal output has increased, demands continue to out- 
strip production. Steel production has been limited by 
shortages of scrap and ore. An over-all steel deficiency 

is being met in part by imports from the US. Sulphur, zinc 
and copper have also remained in short supply restricting 
production in many fields. Inflationary pressures still 
exist although the government is trying to bring them 

under control. » 


Beginning 
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Beginning in November, 1951, the government took a 
series of steps designed to stop the drain on reserves. These 
included drastic import cuts and efforts to free resources 
for export, particularly in engineering, through a rescheduling 
of the defense program over a longer time period, and a reduc- 
tion of investment. The iatter objective is encouraged both 
by direct government controis and by credit restriction includ- 
ing a substantial increase in interest rates. Government ex- 
penditures are being cut down, tourist allowances have been 
cut, and new charges are being introduced for some parts of 
the National Heaith Service. 


In addition to the measures taken by the UK, the Common- 
wealth Finance Ministers agreed in January on proposals for 
measures intended to bring about a balance between the sterling 
area and the rest of the worid by the second half of 1952. Most 
of these countries have already announced new measures to re- 
duce imports from the non-sterling worid and some of then, 
notably Australia, have found it necessary to restrict imports 
from the sterling area. 


US Aid Although no regular country aid program was 
planned for the UK in 1951, $175 million was received from 
previous allotments and $40 million under the arrangement 
whereby the US undertook to reimburse the UK for the latter's 
loss of gold to the European Payments Union resulting from the 
use by other EPU countries of previously accumulated sterling 
balances in their EPU settlements. Then in January 1952 it 
was announced that the US would meke $300 million available 
from fiscal 1952 funds to the UK in defense support aid. 
Disbursement of the full amount by June 30 is recognized as 
of the utmost importance but, under present criteria and pro- 
gramming, it does not appear that more than $200 million can 
be disbursed before that time. 


US agencies are agreed that externel aid in the magnitude 
of approximately $600 million will be required to bring the 
British external accounts into balance, which is regarded as 
a prerequisite to the maintenance of the defense effort by 
the UK in fiscal 1953. Cuts of the proportion which would be 
necessitated in the Senate and House versions of the Mutual 
Security program for fiscal 1953 would unavoidably necessitate 
some retrenchment and further spacing out of the British 
defense build-up..- 


US 
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US POSITION AT ECOSOC The National Advisory Council has 

ON ECONOMIC DEVELOPMENT approved the position which the US 
wiil take at the current session of 

the Economic and Social Council on the provosals to establish 

two new institutions for financing economic development, an 

International Development Authority and an International Finance 

Corporation. 


International Development Authority The US will maintain 
the position it has previscusly taken that the time is not now 


propitious for establishment of an international grant fund. 
Moreover, the US has serious reservations about an international 
grant agency at any time because: 1) we doubt that there wonid 
be substantial and effective contributions from other UN members, 
with the result that the US would have to put up virtually all 
the funds; 2) we believe an international grant agency would 
not be an effective instrument to promote economic development 
but might turn into a log-rolling operation; 3) we do not want 
to provide grant aia as a matter of obligation but are prepared 
to do it as a matter of national self-interest; 4+) we want to 
use grant funas selectively; and 5) in the present climate, 
Congress would be unlikeiy to vote funds for an internationally 
administered grant agency. 





However, ECOSOC has been instructed by the General Assembly 
to prepare a blueprint of an international fund so that it may 
come into being as soon as circumstances permit. We recognize 
that the US may become involved in the consideration of the 
blueprint of such a fund and if that develops, further guidance 
wil]. be provided our representative. In the meantime our dele- 
gate must take care tha* our participation is not misconstrued 
as support for the fund. In doing so, he will state valid argu- 
ments of principle, stating that the US believes grants are a 
form of extraordinary or emergency aid while economic develop- 
ment is a long-run continuing process. An international agency 
to distribute grants for economic development would normalize 
and institutionalize such aid and tend to make it a permanent 
feature of international cooperation. Moreover, grants are 
gifts and are not a normal medium of commerce among nations. 
Governments that dispose of public funds in the form of gifts 
abroad should retain the right to select the recipient and con- 
trol the distribution of these funds. Finally, as there are 
very few satisfactory objective criteria for allocating a limited 
volume of grant funds among claimant countries, there is some 
danger that an international grant agency would follow the 
simple path of log-rolling. 











International 
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International Finance Cornvoration The basic consideration 
which will guide our delegate in the ECCSCC discussion of an 
International Finance Corporation is that no forma] decision 
has been reached on a policy towards such an agency. As there 
are serious doubts within the Government regarding the basic 
pro.osal, nothing should be said which might embarrass the US 
ir a future decision. We fee] strongly that any further con- 
sideration of the pronosal should take place in the Inter- 
national Bank for Reconstruction and Develonment, rather than 
in ECUSOC. (Page 3, May 19, 1952 issue.) Therefore, our dele- 
gate will try to have the question referred to the Bank for 
study, under terms which will make further reference to ECOSOC 
unecessary. 


» » = 


SOUTH AFRICA CUTS The US intends to make high level approaches 
MANGANLSE EXPORTS soon to South African officials in Capetown 
and Washington concerning the restricted 
exports from South Africa of chrome and manganese which are 
critically needed in the US defense effort. Barely enough 
manganese has been available to meet the demands of a growing 
US steel industry, and there has been very little manganese or 
chrome to put into the stockpile, now seriously behind schedule 


in accumulation. 








Repeated US representations to South Africa, from which 
about 25% of our supply comes, have had no effect in arresting 
the decline in shipments. In fact, it was curing the most 
recent conversation that South African officials informed 
Embassy Capetown that exports of manganese would in the future 
be restricted to 500,000 tons annually for all destinations to 
conserve resources “in the national interest". This is a re- 
duction of 200,000 tons from the record year 1950. Chrome was 
not mentioned. On the basis of the historical pattern, the US 
would receive only 350,000 tons of the new quantity of manga- 
nese allocated for export. We are asking South Africa to conm- 
mit itself to ship 500,0C0 tons to the US in 1952, although we 
would like to get 750,000 tons. As for chrome, the US is ask- 
ing for 300,0CO tons this year and the same quantity for 1953. 
Shipments of chrome were 264,000 tons in 1949, 355,000 tons in 
1450, ena 350,000 tons in 1951. However, prospects for 1952 
aad up to less than 200,000 tons. 


Transport 
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Transport Problem The rail system, which is 
operated by the South African Government, has become 
increasingly inadequate to serve tiie expanding South 
African economy. Allocations of cars to move manganese 
and chrowe have been cut back for the first half of 
1252 to hardly more than 25% of the capacity needed to 
move US orders to port. South Africa nas a railroad 
Cevelopment program under way but results cannot be ex- 
pected this year. If more ore is shipped to the US 
now, it must be at the expense of someone else. At the 
present time, there are 400,000 tons of manganese await- 
ing rail shipment. 


In announcing curtailed eyports, however, the South 
Africans meintained that the problem of transport was 
not the determining one. Instead they based their 
action on the need for consérvation, saying their 
manganese supply would be exhausted in about 50 years, 
if a higher rate of export is permitted. Specialists 
in the US Government regard this fear as unrealistic 
and, on the contrary, believe South African production 
could be expanded. The US would like to have the 
situation clarified so that steps can be taken toward 
working out a solution. The South Africans deny that 
they are interested in a quid pro quo. In 1948 the US 
extended special assistance on steel to them with the 
understanding that annual exports of manganese to the 
US would be raised to 500,000 tons. In 1950, 470,000 
tons were shipved, in 1951 only 375,000 tons were 
shipped, and in 1952 less than 200,000 tons are ex- 
pected unless improvements are made. 


In malzing the new approach to South Africa, we 
intend to point out that our needs are for a short- 
run emergency period only, so that South Africa's long- 
renge conservation program would not be affected. By 
1955, through the development of other sources of 
supply, the US couid be in a position to meet its need 
for manganese without large-scale shipments from the 
Union of South Africa. However, we believe it is to 
the best interests of both countries that the US con- 
tinue to buy manganese from South Africa. 


* > * 
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INESS The Department has prepared for 
PRACTICES IEGISIATION SURVEY the Senate Select Committee on 


Small Business a study of the 
development of legislation in the general area of monopoly 
power and restrictive business practices in a selected group 
of foreign countries. The Committee has been holding hearings 
on the over-all status of competition in our economy and June 17 
is tentatively scheduled for Departmental presentation of its 
report, which was prepared at the request of the Committee. 





The study reveals that almost ail important countries of 
the tree world have adopted some form of legislation on this 
Subject. Although it is difficult to reach any generalizations 
as to the trend of development in the whole group of countries, 
it is apparent that for varying periods following the Indus- 
trial Revolution a predominantly laissez-faire policy was 
pursued toward the practices of private business with no basic 
legislation being adopted either in support of or against re- 
strictive activities. When this policy was changed, often not 
until well into the twentieth century, the statutes which were 
adopted were sometimes intended to further the existing self- 
imposea restriction on independent action by business firms, 
and in other cases were designea to set limits upon the extent 
of these practices. For the most part this pattern prevailed 
unti] the start of World War II. Since the war, the problems 
created by the existence of cartel and similar restraints on 
trade appear to be receiving greater attention and increased 
recognition in many foreign countries, with an accompanying 
increase in the number of statutes adopted or legislative 
proposals made for the curbing of such practices. 


Post-War Trend In the period since the end of World War II 
there have been some important changes in the legislative trend 
in this field. The war period had necessitated the imposition 
of direct and indirect economic controls in most countries, 
on the part of the belligerents to be able to meet the demands 
for war materials and services, and on the part of the neutrals 
in order to deal with the resultant widespread economic dis- 
location. Increased concentration of industrial output and 
further cartelization inevitably resulted from wartime centrali- 
zation. In addition, some countries, particularly the Axis 
powers, employed compulsory cartelization on a general basis. 
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Sweden, in 1946, and the UK, in 1948, enacted new legisla- 
ticr desisned to combet restrictive business practices. The 
Swedish law provides for registration of cartel agreements and 
a Monopoly Investigation Bureau has been established to look 
into the effects of such agreements. Legislation is now being 
considered for the broadening of the present statute. The 
“vicish Monopolies and Restrictive Practices Act, the first 
Hbritish leyislation on this subject since 1624, provides for 
investigation of restrictive practices by a Commission and for 
reports to the Board of Trade recommending action to be taken 
to remedy or prevent practices which in its view operate against 
the public interest. In Denmark, pursuant to legislation en- 
acted in 1949, a Trust Cowmission has the power to investigate 
the extent of cartel control in Danish industry and to recommend 
new legislation it may consider necessary. In 1951 Austria 
passed a law requiring the registration of cartel agreements in 
order for them to be valid. Such registration is to be denied 
under certain circumstances when not "justified by the overall 
economic conditions." Under the operation of the law, however, 
revresentatives of industry will be in a position to pass 
upon denials of registration. 


During the Allied occupation of Germany and Japan, legis- 
lat’on to Cissolve excessive industrial concentrations and 
eliminate cartel restraints wag adopted. This legislation re- 
mains in effect in Japan. There is, however, some agitation 
for enactment of new legislation. Germany is preparing a 
draft law to replace the temporary Allied legislation on the 
subject. 


Draft anti-cartel laws are also under consideration in 
Belgium, France, Italy and the Netherlands. The draft bill in 
Italy would provide for registration of cartel agreements and 
for the dissolution of those that are detrimental to the public 
interest. The proposed Belgian law is guite different in that 
it would provide for a control tribunal to hear complaints by 
any member of an entente who believes that his fundamental 
economic interests have been seriously injured by any measure 
talzen by the entente. If he proved his case, he could free 
himself from the imposed restriction or from membership in the 
entente. The bill currently under consideration in France would 
establish a commission for investigation of restrictive practices 
and procedures for elimination of those found to be detrimental 
to the public interest, by negotiation or court action. The 
proposed bill for cartel regulation in the Netherlands provides 


basically 
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basically for the statutory application of industrial agree- 
ments to non-participants where this is thought justified 
and, on the other hand, dissolution of those agreements which 
are incompatible with the public interest. 


During this same period, legislation concerning restrict- 
ive business arrangements was also being put into effect in 
the Americas. In Canada in 1946 and in 1949 amendments to 
the basic Combines Investigation Act of 1923 were enacted 
which increased its effectiveness. Argentina passed a law 
in 1946 which, if actively administered, will be effective in 
preventing a number of the leading types of restrictive ar- 

rangements. 


The US, which has long recognized the a@verse effects of 
restrictive business practices in international trade on its 
own economy and that of other countries, has sought to develop 
cooperative programs to deal with such restraints. Towerd 
this end we have proposed international action, included ap- 
propriate provisions in our bilateral treaties of Friendship, 
Commerce and Navigation, and have suggested various measures 
in connection with our assistance programs. (Page 8, 

March 10, 1952 issue.) 








Ref.ional Action One of the major recent steps forward in 
the campaisn against private restrictions on trade has been 
the successful negotiation of the Schuman Plan for a European 
coal and steel community. The Schuman Plan Treaty contains 
two sets of provisions dealing, with business agreements and 
concentrations. So far the treaty has been ratified by four 
of the six signatory countries. When it goes into effect, it 
may prove to be a major achievement in the competitive develop- 
ment of basic European industry. 


The Council of Europe has recently prepared a draft con- 
vention for the control cf international cartels within 
Furope. Although there does not appear any prospect of adop- 
tion of this convention by the European governments at this 
time, the draft convention does indicate a trend. of thinking 
in post-war Europe on this subject. The draft drawn up by 
the Secretary is based upon the fundamental approach of con- 
Sidering each case on its merits, with no per se outlawing of 
specific practices. In &@ memorandum explaining the draft, it 
is stated that the object of a convention on cartels. should 
be their control rather than their complete suppression. 


nterna a 
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International Action In 1951 the UN Economic and Social 
Council adopted a US-»roposed resolution which: 1) recommends 
to UN governments a general policy on the subject of restrictive 
business practices; 2) establishes a committee consisting of 
10 countries to make proposals for an international agreement 
to implement this general policy; and 3) calls for a study of 
cartel practices and of legislative and other measures taken 
to eliminate such practices, The committee, which is to report 
| back to ECOSOC by March 1955, has commenced its work and the 
study called for by the resolution is being conducted by the 
UN Secretariat under the direction of the committee. We con- 
Sider the willingness of most governments to engage in nego- 
tiations on this subject and to consider binding themselves 
to certain commitments indicates an increused awareness of the 
fact that private, as well as governmental, restrictions can 
have significantly harmful effects on international trade as 
well as on productivity and quantity of production. It shows 
further a realization that the individual action of one govern- 
ment is often insufficient to deal effectively with international 
restrictive arrangements extending over the legal jurisdictions 
of several countries, Of equal importance is the fact that the 
carrying out of the international obligations which are being 
comtemplated would require the adoption of domestic legislation 
to curb those practices which are found inconsistent with the 
obligations entered into. 
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STATUS OF LOGISTICAL Of approximately twenty countries 
SUPPORT PAYMENTS IN KOREA whose ground, air, and naval units 


are receiving partial or full logis- 
tical support from the US forces in Korea, we have concluded 
reimbursement arrangements with five: Sweden, Norway, the 
Netherlands, Canada, and South Africa, All of these arrangements 
provide for full dollar reimbursement on a current basis; the 
first three have been embodied in formal inter~governmental 
agreements, 


Negotiations with most of the. remaining countries have been 
started, In a number of cases, however, the negotiations have 
not been moving forward, largely because the foreign governments 
have been slow in responding to the proposals the US presented 


at 
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et the start of negotiations, We have, therefore, recently 
found it necessary to inform the UK, Australia, and New Zealand 
(which, with Canada, comprise the British Commonwealth Division) 
and France and the Philippines of our interest in reactivating 
the negotiations, 


Negotiations with Greece, postponed at the request of that 
country until June 30, 1952, should be started shortly. We 
ace preparing to start negotiations with Ethiopia as soon as 
arrangements for the provision of military assistance to 
Ethiopia under the Mutual Defense Assistance Act, are cleared 
away. The initiation of negotiations with Colombia is also 
expected. 


Since September-1950 the US has dealt with questions regérd- 
ing reimbursement for logistical support provided forei . 
troops in korea according to the following procedure: 15 before 
the US accepts an offer of troops, the offering government is 
required to acknowledge an obligation to reimburse the US for 
any logistical support furnished, the terms to be negotiated 
at a later time; 2) some time after the troops are in Korea, 
the US initiates negotiations with the objective of obtaining 
an agreement, if possible,providing for regular dollar pay- 
ments on a current basis, Alternative terms of settlement can 
be considered if the preferred terms are not obtainable, 
However, alternative terms are not disclosed to other govern- 
ments until we feel from the course of the negotiations that this 
is required, 
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UK_ PROPOSAL FOR INCREASING Recent discussions between US and UK 
WESTWARD TELEGR' PH RATES telecommunications officials reveal 


that the UK is willing to increase 
westward telegraph rates from the UK to the US. In return for 
this concession, the UK wants the US to agree to a revision in 
the exchange rate now used by US concerns for effecting cable 
and wireless settlements in the UK, The British have suggested 
that details of the arrangement might be worked out in dis- 
cussions in London about July 1. Interested US agencies now 
have the proposal under consideration, 


US 
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US cable and wireless companies with offices in the 
UK have long been pressing for an increase in westward 
UK-US telegraph rates. The branches of these companies 
in the UK cannot avoid operating at a deficit at the present 
UK-US rate of nine cents a word. In compsrison, the pre- 
vailing eastward rate from the US to the UK is nineteen 
cents per word. The present British proposal would raise 
the westward rate to one shilling per word which would be 
fourteen cents at the current exchange rate, 


The UK desires that in computing the amount of settle- 
ments due and in making such settlements, the exchange rate 
prevailing at the time of settlement be used rather than the 
rate of $4.03 to the pound fixed by the US-UK telecommuni- 
cations agreement made in Bermuda in 1945, Since the current 
rate of exchange is now $2.80 to the pound a considerable loss 
would be involved arising from the use of a less favorable 
exchange rate. US companies must not only weigh the signifi- 
cance of this issue with respect to westward traffic from 
the UK to the US, but also with respect to the transmittal 
of communications by US radio companies to Commonwealth areas. 
US cable and wireless firms concerned and the Federal Communi- 
cations Commission will make a detailed statistical survey 
to determine the relative benefits of the British proposal 
and whether it would adequately compensate for our agreeing 
to a change in the status quo. 


* * * 
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JAPAN'S CURRENT The basic US objective with respect to Japan 
ECONOLIC PROBLFMS is that Javan continue its alignment with 

: the free world and that it develop a strong 
and stable economy and a military establishment strong enovgh 
to secure it against external aggression. Japan is in many ways 
the key to our political and strategic objectives in the Far 
East. Althoursh there appears to be no doubt that the present 
government wishes to maintain its close association with us, 
the continuance of this relationship will be largely determined 


by the future course of economic events. Any significant dete- 











Tioration in Japan's economic situation would almost inevitably 


reduce Japan's ability and willingness to devote its resources 
to defense, and would resnit in reductions in living standards, 
already below prewar levels and under constant pressure of a 
rapidly increasing population. It would also increase demands 
for unrestricted trade with Communist China and closer economic 
and political association with the Soviet bloc. Lower living 
standards and increasing economic tension within Japan would 
provide a fertile breeding-ground for Communist efforts at 
internal subversion. 


Since Japan is endowed with limited physical resources 
and a rapidly increasing population, the achievement of our 
objectives necessitates a large and expanding volume of indus- 
trial producticn and foreign trade. Fundamentally, Japan's 
very survival as an industrial nation hinges on its ability to 
secure access to and comvete favorably in world markets, both 
to sell its varied manufactured products and to purchase such 
ot > pee as coal, iron ore, petroleum, cotton, rice 
and wheat. 


As Japan assumes control over its affairs, the internal 
fiscal and economic policies likejy to be followed and their 
relation to US objectives is of great concern to us. Actually, 
the internal credit policy followed in Japan has been extremely 
significant in increasing the general level of prices. It is 
the opinion of most observers that Japan will, with the removal 
of occupation controls, revert to its historical policy of un- 
balanced government buagets, thus further adding to inflationary 
pressures. Developments with regard to labor legislation and 
business practices also give grounds for concern. 


Current Difficulties Although significant economic prog- 
ress was made during the occupation of Japan, the country has 


not yet increased its industrial production and foreign trade to 
the levels necessary for its self-support. The difficulties 


Japan 
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Japan faces in achieving a sélf-supporting economy are com- 
pounded by: 1) the decreased availability of raw materials from 
Far kastern areas which were former chief sources of supply: 

2) the increased cost ot obtaining essential commodities not 
obtainable from Far Eastern sources: 3) restrictions on trade 
with Communist China; 4) the postwar inconvertibility of curren- 
cies, which has caused Japan to accumulate large surnlus hold- 
ings of sterling and other soft currencies and has prevented 
Japan from partially offsetting its trade deficit with the US 

by the conversion of this steriing into dollars; 5) the world- 
wide textile crisis; 6) the need to fully utilize and to modern- 
ize Japanese industry; 7) the reduced earnings from shipping 

as a resuit of the ioss of a major portion of Japan's prewar 
merchant marine; and 8) a sharp decline in the demand for silk, 
formerly Japan's most important dollar earner. 


In addition to its trade problem, Japan faces certain post- 
treaty obligations which affect its balance-of-payments position 
and its interna] financial situation. The principal current 
obligation which involves direct payments of foreign exchange 
is the prewar bonded debt, now amounting to the equivalent of 
$388 million in all currencies, of which $124 million is denomi- 
nated in dollars. Also, since Japan has been accorded membership 
in the International Monetary Fund and the International Bank, 
quota payments amounting to some $65 to $70 million must be made. 
In addition, there is Japan's obligation to the US for postwar 
economic assistance which approximates $2 billion. Although 
the authorizing legislation did not specify that sums appropri- 
ated for this purpose had to be repaid. legislative history indi- 
cates that the US expected to charge Japan for the assistance. 
The tentative settlement in the German case indicates that the 
US expects considerable repayment. It is planned to begin 
negotiations with Japan at an early dete for the settlement of 
this claim. No final decision has been reached in the US Govern- 
ment on the amount we should seek to obtain in this regard. 


Obligations which Janan has which will not immediately 
affect the balance-of-payments position, but which may indirectly 
affect it through pressure on domestic resources include repara- 
tion payments and maintenance of defense forces. Japan is obli- 
gated by the peace treaty to negotiate with allied powers so 
desiring whose territories were occupied and damaged by Japan 
with a view to making available the services of Japanese people 
in producing, salvaging and other work. The treaty provides 
that reparation payments should not throw a foreign exchange 
burden on Japan. Reparations will constitute an indirect 


foreign 
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foreign exchenge burden, however, if reparation goods supplant 
commercial exvorts or if the progrem is large enough to exert 
pressure con the Japanese price level. Aiso, with whe coming in 
force of the peace treaty, responsibility for the defense of 
Japan will be shifted ufore and more to the Japanese themselves 
with a resulting increase in the burden placed upon Japanese 
resources. 


A¢vantageous Aspects On the credit side of Japan's ledger 
are the sale of goods and services to the US military forces in 
Japan and Korea. Japan's trace deficit in 1951, both the global 
deficit and the larger dollur deficit, was more then counter- 
balanced by expenditures in Japan by the US Government and its 
individual servicemen and civilian employees. Currently this 
special income totals between $675 and $500 million annually. 

It is expected. that, at least for the next year or two, Japan 
will continue to earn doliars from these special sources at 
approximately the current rete. 


In addition, Japan can be an important source of military, 
economic and technical eid supplies required by the US in con- 
nection with its aid programs in the Far Fast. Procurement of 
such items in Japan can be a significant source of dollar income 
for Japan. Offshore procurement may thus be the means of utiliz- 
ing Japan's idle facilities and iead to further stimulus to 
Japan's industriai production and development. 


Japan's present holdings of foreign exchange are sufficient 
to permit an expansion of trade to levels very substantially 
higher than those now prevailing and it does not appear that a 
shortage of foreign exchange will be a basic obstacle in the way 
of the required trade expansion in the immediate future. The ~ 
basic limiting factor is now and is likely to continue to be the 
generally low level of production in the area with which Japan 
must trade. Japan.and the underdeveloped countries of South and 
Southeast Asia have limited resources to devote to development 
and can only undertake a few of the most promising projects. lhe 
US aid program to this area is making a significant contribution 
and Japen, while not a direct recipient of such assistance, 
benefits indirectly as a result of irs~=°ssed production and 
availability of materials required b s A, and the reciprocal 
increase in the demand of that area iv. pan's manufactured 
goods. Although the development of the tood and mineral resources 
of the area will take considerable time, it will help gradually 
to correct Japan's dollar trade deficit by reducing its dependence 
on the US for essential materials. 
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Commercial Policy One of Japan's principal economic 
problems is the large deficit in its dollar trade and the 
somewhat smaller trade surplus in sterling and other incon= 
vertible currencies, In 1951 Japan's over-all trade deficit 
totaled $427 million; its dollar deficit was $677 million, 
while it realized a surplus in its trade in sterling of 
approximately $133 million. These figures reflect the re=- 
duced availability of food and industrial raw materials in 
Japan's natural trading area of the Far East and the effects 
of the security export control program which has increased 
Japan's dependence on the resources of the dollar area. It 
also reflects the seriousness of the loss of the US market 
for raw silk. 


For some time the US has recognized the importance of 
trade with Japan not only as a requirement for the rehabili-~ 
tation of Japan, but also as a factor in reducing Japan's 
need to resume trade and other economic relations with 
Communist-dominated Asiatic countries. The efforts of our 
occupation in Japan were constantly directed toward the ex=- 
pansion of Japan's trading relations with the free world. 

Ve vigorously sought, but with only minor success, to obtain 
contractual guaranties by other countries of most-favored-= 
nation treatment for Japan's goods, and we supported, without 
success, an invitation to Japan to participate in the GaTT 
tariff negotiations at Annecy in 1949 and at Torquay in 1950. 
Japan was allowed to participate as an observer at the Sixth 
Session of the GATT contracting parties in September 1951. 


Oppos*tion to our efforts to assure that Japan would not 
be the subject of systematic discrimination on the part of 
other friendly countries has thus far come chiefly from the 
UK, supported by a number of Commonwealth countries, notably 
Australia. This opposition is in general grounded in politi- 
cal and psychological antipathies toward Japan, in memory cof 
alleged dumping and other unfair trade practices by Japan, 
and in a fear of Japanese competitione 


The US has never negotiated with Japan for the reciprocal 
reduction of tariffs and consequently many of the items which 
Japan sells to the US are still subject to the high rates of 
duty set in the Tariff Act of 1930. The current prospects for 
increased US tariff restrictions on tuna and chinaware have 
caused widespread alarm in Japan as have indications that US 
manufactures of textiles, silk scarves, optical goods and 
sewing machines may begin pressing for protection. The under- 
taking of tariff negotiations with Japan which would result 
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in a substantial reduction in the tariff barriers between 
the two countries couid be an important step in correcting 
the chronic imbalance of Japan's trade with this country. 
However, the precise timing of undertaking trade agreement 
negotiations will have to be carefully considered. Our ob= 
jective now is to attempt to develop attitudes on the part 
of other countries which will result in more favorable con- 
sideration of the Japanese trade problem so as to facilitate 
getting international agreement on the desirability of pro=- 
ceeding vith negotiations with Japan at some appropriate 
future date. 


Meanwhile, Japan has been moving ahead in formaliZing 
new trade and payments agreements and commercial treaties. 
Pending new arrangements, trace agreements which had been 
concluded by SCAP on behalf of Japan nave been extended into 
the post-occupation period with Argentina, Belgium, Brazil, Burma, 
Finland,France (including Indochina), Indonesia, the Nether= 
lands Pakistan, Peru, Ryukyus, Spain, Taiwan and Uruguaye 
Necotiations for a formal agreement with Chile are to be 
initiated soon and an exchange of letters will extend the 
present informal trade agreement with Colombia. The present 
agreement with Western Germany remains in effect until at 
least the end of this calendar year and may be extended for 
all additional six months. 


On June 15 we are scheduled to start more formal dis- 
cussions with the Japanese on a Treaty of Friendship, Commerce 
and Navigation, having recently completed a first review and 
informai discussions. 


Export Controls During the last two years of the occu- 
pation, the Japanese Government, at the direction of SCaP, im- 
posed increasingly severe restrictions on trade with the Soviet 
bloce These controls are, in general, more restrictive than 
those imposed by other governments, except the US and Canada. 
With the coming into force of the Peace Treaty, the Japanese 
Government assumed full responsibility for the export control 
program and has indicated a willingness to continue to co=- 
operate in preventing the flow of strategic materials to Com 
munist arease Export controls are most effective when subject 
to multilateral determination and enforcement and Japan's 
participation in some sort of a multilateral arrangement is 
now being considered, 


Japanese export controls have resulted in a virtual cessa- 
tion of trade between Japan and the mainland of China, which, 
in the 1930's accounted for from 15 to 20% of Japan's total 


trade. 
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trade. Since Janan enjoyed a preferred position in China prior 
to Jorld War II, wade figures for that period probably overstate the 
level of trade that could now take place. However, there is ho 
doubt that China could use effectively a large volume of capital 
aiid consumer goods which Japan can produce and that, in return, 
China cculd make available large quantities of iron ore, coking 
coxl. soybeans, and other materials essential to Japan. As a re~ 
sniit of the export control progtam those essential materials must 
be imported from higher cost and more distant markets and this in- 
ses the raw wacverial costs for many Japanese industries and 
eby tends to worsen Japan's competitive position, 


Pressures for the relaxation of trade restrictions are al- 
ready evident and are expected to increase, particu.arly if a truce 
is achieved in Korea,e The success of the Japanese Government in 
resisting such pressures will be determined in large part by 
Japan's ability to trade with other areas. Japan recently asked 
our views on relaxing controls to send to China dyestuffs, wool 
yarn and knit goods, textile machinery and gaivanized iron sheets. 
We are strongly urging that controls be maintained on these items 
which either have been proposed for international control or are 
on JS security lists. We wouid also prefer to see present controls 
maintained on the other items mentioned by the Japanese. We recog- 
nize thet the Japanese Government for domestic reasons may feel 
impelled to allow the export of some of these items, in which case 
we feel it should be urged to limit shipments to minimum quantities 
anc to make every effort to secure important commodities, such as 
coai, iron ore and soybeans, in exchange. 


Shinping Prior to World War II, Japan's merchant fleet was 
the third largest in the world and it made a major contribution 
to Japan's belance of payments position. At its peak in 1941 
coapan's merchent marine exceeded six million gross tons as com= 
pared with a tonnage in January of this year of about two million 
tons. With this reduced tonnage, Japan not only fails to realize 
a net foreign exchange income from shipping, but also is a net 
purchaser of shipping services, as a result of the export control 
program and the reduced availability of foods and industrial 
material in the Far East, principally Formosa and Koree, Japan 
mist transport most of its imported materials over greater distance 
than before the war, thus increasing its total shipping require~- 
ments and the average cost of imported materials, 


In January of this year, Prime Minister Yosnida requested 
the US to bareboat charter an unspecified number of Liberty ships 
to Japan, indicating that 50 Liberties would be of "immeasurable 
assistance", The chartering of 50 Liberties would save Japan 


approximately 
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approximately $10 to $15 million annually in shipping costs and 
would also tend to lower the shipping costs for certain bulk 
commodities, thereby offsetting, in part, the increased shipping 
costs which result from the export control program. Release of 
these ships to Japan would, of course, require Congressional 
authorization. ‘So far no such legislation has been introduced, 
although the Department has presented the matter to the Far 
Eastern Subcommittees of the House and Senate. In view of the 
slump in US shipping and the fact that many 4merican seamen are 
without work, such legislation would probably encounter a great 
deal of opposition from labor and the shipping industry. liore- 
over, the US has received requests from a number of other coun- 
tries for ships and the Department's position has always been that 
all such reouests must be considered, rather than singling out 
one country. 


| industries another important 
factor in Japan's balance-of=-peynients problem is the less favor-~ 
- able competitive position of many of Japan's important industries 
relative to prewar, Failure of these industries to achieve their 
competitive status can be attributed to the low rate of utili- 
zation of facilities, the high degree of obsolescence, and the 
failure of Japanese industries over the past ten years to keep 
technically abreast of foreign competitors. Several US and 
Japanese industries have in recent months concluded technical 
assistance arrangements and American techniques will be made 
available to the Japanese, Such arrangements if made without the 
restrictions on Japanese firms’ activities which characterized 
prewar agreemeuts of this sort, are expected gradually to improve 
Japan's competitive position in world markets. US industry, how- 
ever, has displayed little enthusiasm for large-scale capital 
investments in Japan. A few small loans and equity investments 
have been made in the past two years, usually in connection with 
technical assistance arrangementse 


The Japanese Government has recently indicated a desire to 
borrow $540 million from the US for electric power development. 
The economic justification for such a loan at this time is weak, 
Although the request may have been prompted by the expectation 
of a dollar shortage when large=scale US special procurement ends, 
Japan now has sufficient dollars to pay for the imports required 
for such power projectse It also has a high rate of domestic 
capital accumulation which could be used to finance the yen costsSe 


. Japanese Aviation A domestic airline known as the Japanese 
Airlines (JAL) is the only Japanese~owned and managed airline 
presently operating in Japan, Its aircraft are leased from the US 
company Northwest Airlines. So far JAL has operated internally 


only 
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only, but it is showing strong inclinations to extend its service 
into international fields. a newly formed company, the Japanese 
International Airline, has applied for a permit to operate inter- 
nationally, but so far such permission has not been granted. The 
Japanese Civil aeronautics Agency operated during the occupation 
period under a relatively simple code of regulations. aA new broad 
draft civil aeronautics code for Japan has been prepared and is 
now under consideration by the Diet. Preliminary negotiations are 
under way between the US and Japan looking toward completion of 

e bilateral air transport agreement. Japan has expressed a prefer- 
ence to conclude such an agreement with tne US prior to completing 
one with other countries, but the other governments desiring air 
agreements are pressing Japan to agree to negotiationse 


Anti-Trust and Fuir Trade Laws During the occupation the 
Diet enactea or amended three pieces of comprenensive legislation 
pertaining to anti-trust and fair trade practic=s, ‘nese iaws, 
which were drafted wider the guidance of SCAP and cleared by tne 
Allied occupation authorities, are the Anti-lionopoly iaw of 
1947, the Trade 4ssociation Law of 1948, and the Unfair Competition 
Prevention Law of 1934 as amended in 1950, Most major economic 
groups Claim that some qualification of tne principles of free 
competitive enterprise is necessary to fit the particular economic 
situation in Japan, Our representatives in Tokyo feel that, while 
the Japanese wiil not try to abandon completely the theory of a 
free competitive system, by one cevice or another the anti-trust 
legisiation will be stripped of effectiveness, The first of antici 
pated government actions to weaken the anti~-monopoly laws is the 
submission of a bill to the Diet to modify the existing Trade 
&ssociation Law so as to permit the resumption of export control 
associations. The Cabinet has also approved a bill which would 
reduce from six to four the membership of the Fair Trude Commission 
which is responsible for the administration of anti-monopoiy 
legislation. During the past yeer there hes been a partial re= 
grouping of companies formed in the postwar per.cd by the forced 
deconcentration of the Zaibatsu holdings. Influential leaders in 
economic fields have freely expressed the view that the breakup 
of the Zaibatsu weakened the international competitive position, 
financial strength and business leadership of Japanese trading 
hes a They believe that eventually many of the split firus will r: 
combine, 


In attempting to counteract efforts to weaken the anti- 
monopoly laws, kmbassy Tokyo intends to use every opportunity 
to explain the disadvantages inherent in dumping, price fixing 
to protect inefficiency and the allocation of markets. It will 


also 
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also explain the beneficial services which trade associations 
can perform. It is the opinion of the embassy, however, that it 
would be unwise and unprofitable to oppose every proposal to 
modify legislation affecting the competitive systea.- 


Beabor Developments The labor situation in Japan reflects 
to a considerable extent the confusion following assumption of 
sovereignty by the Japanese Government. The Communists have became 
increasingly active in an effort to replace moderate labor leader- 
ship and the May Day riots and disorders obviously were part 
of the Communist inspired strategy of chaos, confusion and anti- 
Americanism. While there was little or no violence at the May 
Day gathering or in the May Day parsede sponsored by the General 
Council of Trade Unions of Japan (SOHYO), some Communist-dominated 
unions were invited to participate and caused minor disturbances, 
The serious riots are not considered to have been labor's responsi-= 
bility. These facts, together with the ascendance of the ex- 
tremist takano to virtual SOHYO leadership, creates the possibility 
of a serious misdirection of the labor movement. 


In part at least as a consequence of-the above, there is 
@ growing tendency on the part of both labor and government to 
resort to uncompromising measures, inclucing force. A case in 
point is the Japanese Government's attempt to push through anti- 
strike and anti-subversive legislation, as well as amendments 
to existing labor legislation without regard to opposition views, 
The lower house of the Japanese Diet has passed an anti-subversive 
activities bill designed, according to the Attorney General, to 
control the terroristic, subversive activities of any organi- 
zation. It also approved by a substantial majority an amendment 
to the labor relations adjustment law granting authority to the 
Labor Minister to intervene in certain disputes. In protest, 
Japanese labor has held a series of one-day nation-wide strike- 
protests and another has been planned to coincide as closely as 
possible with Upper House consideration of the proposed legislation. 
Thus far, the most significant result of these demonstrations has 
been the strengthening of left-wing control of labor, with some 
— groups ignoring the SOHYO call for a unified opposition 

ronve 





Realizing the seriousness of the Japanese trade union situa- 
tion, the leadership of the International Confederation of Free 
Trade Unions(ICFIU) has decided to send a representative to Tokyo 
to help the Japanese in their struggle against the increasing 
strength of Communist elements within SOHYO which attempt to weaken 
the non=Communist leadership, and in making representations to the 
Yoshida Government on its labor policy. SOHYO affiliation to 
ICFITU is to be considered at the SOHYO convention the end of June. 





* * * d ps 
EXINBANK 
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EXIMEANK TOBACCO The Bonrd of Directors of the Eximbank has 
CREDIT FOR GERMANY authorized a $10 million short-term credit 
to the Federal Republic of Germany for the 
importation of US tobacco. The Bank was, however, unwilling to 
proceed with German requests for credits 6f $10 million each 
for wheat and toal. This is the second Ervimbank credit made 
available to Germany, a $50 million cotton credit having been 
granted last fall. The new credit will be established in favor 
of the Bank Deutscher Laender, is to be repaid in 15 months, 

and will bear interest at the rate of 2-3//% per annum. 








The German tobacco import program for the current year 
calls for procurement of $36 million of US tobacco which repre- 
sents approximately half of Western Germany's total tobacco 
imports. Of the $36 million imports planned from the US,. the 
Germans have financed $7 million with free dollars and are 
covered $6 million through barter deals and other special 
transactions. Another $13 million is being procured with MSA 
funds. The Eximbank credit will cover the remaining $10 million. 


| SECRET - SECURITY INFORMATION © 
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PROPOSED IBRD The National Aav isory Council has approved 
LOAN TO TURKEY favorable conbideration by the US Executive Di- 
rector of the IBRD of a proposed loan of about 
$26 million to the Government of Turkey to assist in financing 
the Seyhan River project. Funds advanced by the IBRD would be ir 
dollars and in European currencies, with actual disbursements de- 
pending upon the results of international bidding and procurement 
availabilities and also on the currencies the IBPD may have on 
hand at the time withdrawals are made. Interest and commission 
charges would be 4-3/44 per annum. The loan will run for 25 | 
years, with repayment schedule to be made by equal semi-annual 

2 gee over a 20-year period beginning after a 5-year period 

of grace. 





The loan funds would be used to finance the foreign exchange 
cost of equipment, supplies and services needed in construct- 
structing an earth dam on the Seyhan River, installing genera- 
tors, and building a power transmission system. These consti- 
tute the second stage of a multi-purpose development project — 
for the Adana plain in Southern Turkey. Various flood control 


works 
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works and part of the irrigation system are already in progress 
or nearing completion. Later stages would allow for completion 
of the irrigation system, and expansion of power output and the 
transmission system. The total cost of all stazes of the 
project amounts to the equivalent of $67 million, of which 
$10.5 million has been spent to date. 


The stage now presented for IBRD financing amounts to 


' $36.9 million, of which the Bank is being asked to provide 


funds for $25.2 million of the foreign exchange cost. Pro- 


ceeds of the loan would be applied chiefly to construction 
equipment and construction plant; generators and turbines; 
structural and reinforcing steel; conductors; transformers and 


' station equipment; and contractors' and engineers' fees and 


salaries. | 


hile the project is a relatively expensive one, the NAC 


-. considers it economically justified. The savings resulting 


from the prevention of flood damage on the Adana plain and the 


- yalue of increased agricultural production and electric power 


are estimated to be worth something, over $20 million per year, 
which would be several times as great as the estimated annual 
cost for maintenance, interest and amortization of debt. 


Previous Financing The principal source of external 
financing for economic development projects in Turkey has been 
ECA/MSA. Over half of all ECA/MSA dollar aid to Turkey or 
about $100 million has been used for financing development, 
especially in the fields of agriculture, transportation and 





Communication, power and industry. agricultural machinery and 


technical assistance in agriculture have been provided end the 
road network through Turkey has been improved and extended. 


_ Other projects include coal mining facilities and port installa- 
tions, iron mines and hydro-electric projects. 


Durini; the postwar period, Turkey has received loans from 


‘both the Eximbank and the IBRD. The Eximbank crecits nave 


totalled $33.9 million, with only $3.7 million of this amount 
remaining undisbursed as of December 31, 1951. Turkey used these 
dollar credits for railway, mine and hydro-electric equipment; 
materials for a paper mill and a Cigarette factory; and airport 


: i Shipping equipment. The International Bank supplied three 
: scans in 1950. These provided $12.5 million for a port construc- 
_*40n and improvement project; $3.9 million for a grain storace 
Project; and $9 million to the Industrial Development Dank of 


surkey, AS of March 31 of this year only $800,000 of the total 


Ress Million of these loans have oeen disbursed. Delays on the 
rn two were caused by failure of the Turkisn Government to take 


note to move forward on the projects involved, but it is ex- 
- y- that substantial parts of both of these credits will be 
ed by the end of this year. 


* * * 
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BRAZILIAN REMITTANCES The US has indicated its willingness, in 
AND LOA OJECTS cooveration with the International Bank, 

: to avprove five lcans for Brazil totalling 
more than $°O miliion before June. 30, the end of the first year 
of Brazil's economic development program. ‘Two of these loans 
will be made by the International Ban and three have just been 
announcee by the Eximbank. US agreement was dased on the under- 
Standing that the Government of Brazil would publicly szpport the 
bill creating a free exchange market, now before the Brazilian 
Congress. We have concluded that establishment of a free capital 
market offers an ecceptable solution to the problem of private 
Capital remittancs: wiich resultea from the restrictive new de- 
cree of last Janisry. (Page 7, January 14, 1952 issue.) Private 
' foreign investors contacted have indicated their willingness to 
accept this solution, and it is expected that the Brazilian Con- 
gress will act favorab}y on it within two months. 


Remittance Problem The decree issued by President Vargas 
in January. made more stringent the relatively liberal regulations 
governing the remittance of serene” capital and profits than had 
been in force in brazil since 1946. The 1946 law provided for 
the remittance of capital at 20% per vear and profits of 8%, 
Under regulations impiementing the law, reinvested profits were 
given the same treatment as the original capital investment. The 
new decree nrovidaed for annuel capitai and profits remittances at 
the same rates, but limited the base of calculation to imported, 
registered sapitai. It also provided for the subtraction from 
such capita: of any Sums vreviously remitted as profits which 
weré in.excess of 8%. 





Having studied the possible implications of the new decree 
law, we found that it violated no specific legal obligation or 
‘ commitment. However, the Department and ali other agencies and 
groups interested in investment in Brazil felt that it would 
seriously timit American investment in Brazil. The reaction of 
the US business community was violent, with practically all firms 
with major investment.in Brazil protesting. The US business com- 
munity in Brazil entered into direct contact with Brazilian offi- 
cials appointed by tne Minister of Finance. Simultaneously, 
Embassy officers discussed developments informally with repre- 
sentatives of the Brazilian Government. These informal discus- 
sions have resulted in the present solution to the problen. 


| Under the free exchange bill now under consideration by the 
Brazilian Congress the Executive -is empowered to regulate: the 
migration of capital and respective profits through the official 
and free markets, and shall establish the criteria of selectivity. 
It would, therefore, sopes® that foreign capital and profit remit- 
tances would enter and leave Brazil without restriction through 


the 
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the free market. We are informed that amendments to the bill are 
being presented which will clarify and make more specific those 
clauses of the bill relating to selectivity and the privilege of 
rewittances at the controlled rate. . 


Meanwhile, in spite of previous Eximbank loans, it was evi- 
dent that the Brazilians were not convinced that the US was genu- 
inely interested in them. They pointed to the lack of progress 
.of the Joint Brazil-US Feonomic Develonment Commission, and to 

aid which the US had extended other countries. But their most 
serious concern was that the so-called Lafer Plan, which provided 
for a surtax to be used for economic development, would expire if 
no investment by either the Eximbank or the IBRD in projects which 
were to receive their cruzeiro financing out of the Plan, were 
forthcoming before June 30. .It was finally decided that, while 
we would not ‘attempt to make aid a quid pro quo for a modifica- 
tion of the remittance decree, we would present a package aid 
proposal to the Brazilians which would convince them of US inter- 
est ana urge that they take action on the remittance vroblen,. 
Actually, the loans that. have just been made by the Eximbank 
would have been made anyway. . | : 


Eximbank Loans The Eximbank has authorized credits of $8.6 
million to the Santos a Jundiai Railroad and $7 million to the 
Paulista Railroad to assist in financing the modernization of 
the coupler and brake system of the two lines. These projects 
were recommended by the Joint Commission. The loans to both rail- 
ways are to be repaid in 14 approximately equal semi-annual in- 
stallments beginning in mid-1955. Funds advanced under the credits 
will bear interest at the rate of 4% per. annum in the case of the 
Santos e Jundiai, whose notes are to be un¢Conditionally guaranteed 
by the Government of Brazil and 4-1/2% per annum in the case of 
the Paulista, whose notes will bear no government guarantee. 


The Eximbarik also authorized a credit of $41,140,000 to the 
American and Foreign Power subsidiary in Brazil to purchase US 
materials, equipment and services for an electric expansion pro- 
gram with a total cost equivalent to over $98 million. This 
credit, which was also recommended by the Joint Commission, will 
bear interest at the rate of 4-1/2% per annum and will be repaid 
in semi-annual installments over a 20-year period starting in 1956 


- dpternatione] bank Loans The International Bank will an- 
nounce two loans shortly, the first for the Central Railway in 


the amount of $12.5 million for a program of re-equipment and 
improvement, and the second for the Rio Grande do Sul power 
project in the amount of about $25 million. — 
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drain on foreign exchange resources, the 
Government of Israel announced last week a currency conversion 
nd a compuisory loan. Anglo-Palestine bank notes, authorized 
as legal tender in Israel in 1948, are to be exchanged for 
new Bank Leumi 1'Israel bank notes as of June 9, 1952. The 
exchange is to be completed by June 23, at which time all 
currency (excluding coins and certain notes worth less than 
-@ pound) not exchanged will have no legal validity. Ten 
percent of virtually ail bank deposits exceeding 50 Israel 
pounds, and all currency exchanged, except pound and half- 
pound notes, will be deducted by the Government as a compul-- 
sory loan. Holders of Israel one-pound bank notes abroad are 
‘to submit their holdings to the nearest Israel Legation for 


-.otransfer to blocked accounts in Israel. All larger notes held 


abroad are considered as valueless since they had been brought 
out of Israel illegally. US accounts and cash holdings will 
-not-be affected by the compulsory loan. 


The Israel Government expects the fifteen-year compul- 
sory loan, bearing 4% interest, to yield 25 million Israel 
mounds. it is estimated that 100 million Israel pounds in 
large denomination notes were in circulation and that 150 mil- 
lion Israel pounds were in eligible bank deposits. 


The decision to adopt the compulsory loan was made by 

thé government in the interests of development of the economy 
and currency stabilization. Although the ordinary budget has 
been balanced this year, an additional effort is. needed for the 
development budget which covers funds exnvended mostly.on capital 
‘investments for economic development. The government decided 
last February in inaugurating its new economic policy to empha- 
size financing the budget through non-inflationary means, rather 
than through issuance of land bonds, additional bank notes and 
Treasury bills. * at : Yt 


'. New: Economic Program Israel's first severe financial crisis 
last fall was caused by an acute shortage of foreign exchange. 
‘To avert this crisis, harsh new import restrictions were imposed 
‘and some of the US funds allotted for the relief and resettlement 
of refugees were advanced to meet due bills. .In January and 
February of this year came general and violent inflation, accom- 
panied by a depreciation in the value. of the Israel pound. Prices 
rose’ t6 an alarming degree, while the pound, officially valved 
at $2.80, slumped as ‘low.as 40¢ on the Swiss free market and: the 
local black market. ~.° Sh ent aout | , 
ee To 
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To relieve this grave situation, the israel Government 
announced a four-point new economic prcegram (NEP), aimed at 
increasing preductivity, halting inflation, and stabilizing 
the currency. One of the first steps taken to attain these 
objectives was-the simplification of the multiple rate exchange 
System which had developed on an ad hoc basis into three basic 
rates: $2.80 to the pound for pichases of wheat and other essen- 
tial foods; $1.40 for tourists, institutions, diplomats and in- 
ports of certain products: and $1.00 for foreign investors. As 
a corollary of the new multiple exchange retes, it was decided 
that goods in customs woulda not be released until the difference 
in price between the new rate and the original rate at which 
letters of credit had been calculated. was paid to the government. 
At she same time, registration was ordered of ail stocks held by 
manufacturers, importers and wholeSaiers, and these stocks were 
frozen during the registration period. éessation of the flow of 
goods into retail channels, coupled with panic buying curing the 
first ten cays after the announcement. of the NEP, led to an al- 
most complete depletion of retail stocks and a general price rise. 


The second main point in the new economic program was the 
presentation of a balanced budget, including defense expenditures 
but exclucing the development budget. in accordance with the 
government's promise to finance tota) defense expenditures from 


more effic.ent collection and supervision, while the new rates of 
exchange were expected. to lead to higher revenues from customs 
and excise... In adcition, future wage increases. were tied to an 
increase in productivity. .- Supplementary measures taken included 
an all-out fight against the black market and establishment of an 
economic adviseary councii, an export institute and an export bank. 


. Further Financial Crises The overhaul of the Israel foreign 
exchange system did not appear to have succeeded in materially 
reducing the gap in the country's external payments. Nor did the 
black-market velue of the Israez pound improve despite additional 
releases of grant-ineaid funds. The process of adjusting ceiling 
prices to’ tne new rates of exchange continued, especially with 
textiles, footwear, and medicines. The gerieral price increase 
was reflected in the rise of the cost-of-living index from 113 
in January to.120 for February and 132 for March, the first full 
month under the NEP, Isreel. ran.through her last reserves of 
foreign exchange. The remnants of what was at one time a sizeable 
sterling balance.for a country the.size of Israel were used up 
early in the year, It had also run through the bulk of its only 
other foreign exchange resources--its dollar balance. 


On 
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On February 27, 1952, an agreement was signed- between 
the US and Israel covering aid and assistance to Israe] under 
Section 205 of the Mutual Security Act. This represented . 
approximately $50 million of grants of which about half had 
already been advanted on the date the agreement was signed. 


_ Last April, the Israe] Government was unable to meet 
short-term maturities amounting tc approximately $8.5 million. 
the financial crisis threatened the entire Israel short-term 
credit structure beiteved to exceed $60 million. Although 
this crisis was the direct outgrowth of constant deficits in 


_ monthiy foreign exchange budgets since the first of the year, 


it apparently was precipitated by the fact that American 


. Jéwish leaders raised only $2.5-million of the $10 million: 


set as a goal for funding the’ short-term debt. The financial 


crisis was accerituated by lsrael's acute shortage of ‘sterling 
. Which Jeft her no funds with which to meet her sterling obli- 


gations to the Shell. 0il company. A request to the UK for a 
loan of £6 million-to temporarily cover Israel's obligation 
tc Shell was officially refused on the grounds that the UK was 
not in a financial position to grant such a loan. 


US_Aic to Israe~ In resvonse to an urgent Israeli request 
to help meet this emergency, the US agreed to assist the Israel 
Government. . Agreements were made to release to Israel a total 
of $17,083.000 from funds authorized by Congress. under Sections 

& 205 of the Mutual Security Act of 1951. From the 
funds available for refugee relief and resettlement under 
Section 205, we agreed to make available the sum of $11,583,000 
as reimbursement for such past. commodity purchases by Israel 
as would thereafter be approved by the US, which were paid 
for in US dollars but not purchased with funds previously made 
available in loan or grant form by the US.. We elso agreed to 
make evaileble the sum of $5,500,000 from funds authorized 
for economic ana technical assistance under Section 203. We 
conditioned the granting of these funds on provision by the 
Israel Government of full details concerning their external 
obligations and resources. We also undertook to give Israel 
the remainder of the funds under Section 203, totalling $8 


million, to cover purchases made between May and June of 


essential goods astagreed between the US and Israel Govern- 
ments, . | eae 


Fourteen Point IV operational agreements between Israel 


..and the US were sigried last week based on these agreements. 
They specified various fields of technica! assistance which 


will 
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will be given by American expert advisers and call for a 


US grant of $800,000 and a corresponding amount in Israel 
currency to be contributed by the Israel Government. 
















Notwithstanding this aid, we have been informed that 
the Israelis intend to ask for additional aid to fund or 
retire current maturities and that the government again 

foresees its inability to meet short-term maturities fall- 
ing due this summer. 







Outlook for the Future US Government aid along with the 
substantial amounts which Israel has succeeded in raising 
privately in the US should make it possible for Israel:to con- 
tinue to obtain minimum supplies of food and raw materials... 

In evaluating the over-all economic situation for the immediate 
future the following negative elements must be considered: 1) the 
threat to oil supplies because of the sterling shortage; 2) the 
government's inability to hold to NEP's new exchange schedule; 

3) the continued upward movement of official prices and wages; 

4) the government's unwieldy current short-term debt position; 

5) low industrial proauction, due principally to unavaila- 

bility of raw materials; and 6) government failure to take 
etfeciive action in husbanding its exchange resources. 





































On the other hand, there are positive elements in the 
economic outlook, such as: this year's good agricultural pros- 
pects which will greatly reduce feed import requirements; the 
sharp reduction this vear in immigration and savings on over- 
all absorption costs: holding the line on restrictive credit 
policy and discontinuance of Treasury bill and lad bond issu- 
ances; decline in world prices with increase in the purchasing 
power of Israel's dollars; and Israel's growing productive 
capacity, which cen mean increased production once raw material 
problems are solved. 


The heavy immigration from abroad has slowed appreciably. 
Immigration had been keeping the Israel economy under constant 
pressure for several years and imposed particularly severe 
strains on the country's external payments. However, the out- 
look is dependent upon the government's ability tc avert crises 
of confidence, pull in its economic belt, meet the short-term 
debt, effect monetary and administrative reforms and introduce 
realistic economic policy planning that takes into account 
Israel's economic limitations. To accomplish this, the govern- 
ment will heve to bring home to the general public and to 
various conflicting sectors of the economy the need for further 
sacrifice and united effort. 


. * » 
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US MUTUAL SECURITY The Mutual Security Act of 1952 now on the 
LEGISLATION FOR 1952 President's desk for signature authorizes 

a total of $6,447,730,750 in foreign aid 
for appropriation under the Mutual gecurity Program to free nations 
resisting Communist aggression beginning July 1. Of the total 
authorization, $4,598,424,500 is to be used for military assist- 
ance and $1,805,288, 500 for economic and technical assistance. 
Authorization is also included totaling $44,017,750 for UN tech- 
nical assistance, emigration of surplus manpower from Europe, 
ocean freight on relief packages, and the UN International Child- 
ren's Emergency Fund. The total authorization falls short 
$1,468,750,250 of the $7.9 billion requested by President Truman 
and it is possible that there will be a further cut in the appro- 
priation legislation. 








-? 
' 


The new legislation contains some provisions that will pre- 
sent increased difficulties in administration, and the sharp re- 
ductions in funds authorized will materially handicap certain of 
the programs. One of the most serious developments in Congres- 
Sional consideration was the Senate version which included a new 
Kem amendment to supersede the present Battle Act. The Executive 
Branch opposed the new amendment which was far worse than the 
original Kem amendment. It provided, with no possibility for ex- 
ceptions, that all economic, financial, or military assistance 
should be terminated to any country exporting or knowingly permit- 
ting the export of arms, military materiel, or goods likely to be 
used in the manufacture of arms or armaments going to the Soviet 
Union or its satellites or the shipment of which is embargoed or 
would be refused export iicenses by the US. The amendment was 
struck out in conference. A strong attempt was made on the floor 
of the Senate to reject this portion of the conference report. 
Owing to an unusual parliamentary situation, the vote in the Senate 
could not be taken on a proposal to recommit the bill to confer- 
ence but had to be taken on the conference report as a whole. 

The fact that the Senate approved the conference report by a good 
margin does not give us grounds for complacence, however, roliti- 
cal observers believe that had the vote been taken on the Kem 
amendment alone, it probably would have passed. There is a possi- 
bility that this issue may come up again in the appropriation 
debate. 


Another amendment that would have presented serious diffi- 
culties had it been adopted would have Vimited dollar expenditures 
under the Act for International Development for supplies and equip- 
ment in any country for any fiscal year to not more than three 
times the dollar costs for personnel. The conferees felt that the 
reduction in TCA funds wae a sufficiently restraining factor for 


this 
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this year, and that the proper limit for such expenditures 

could not be effectively expressed by a mathematical ratio. The 
conference report points out, however, that supplies and equip- 
ment beyond those necessary for demonstration purposes will con- 
vert this into a type of world-wide economic aid program our 
country cannot afford and specified that this should provide 
adequate notice as to the legislative intent of this program. 


Funds Authoriz Under the new Act, a total of 
gis 698,087,750 is Bey or ised for Europe for military and defense 
Support purposes. Military and technical assistance: in the 
amount of $741,430,500 is authorized for the Near East and Africa, 
including funds for Arab and Israeli refugees. Asia and the 
Pacific have been authorized $886,220,000 for military, economic 
and technical assistance, and $78,014,750 is provided for Latin 
American military and technical assistance. As in previous Jegis- 
“ lation, there is an administrative provision permitting a trans- 
fer of funds up to 10% for the purpose for which they were -origi- 
nally intended, at the discretion of the President, between /. 
geographic areas, | P 


All funds were cut below the amounts requested by the 
President. The 29.5% reduction in the sum for the defense sup- 
port of our North Atlantic Treaty allies and other European coun- 
tries together with the decreased authorization for the furnish- 
ing of military end items to European countries (from 
$4+,145,000,000 to $3,415,614,750 or 17.6%) will result in a sub- 
stantial decrease in their ability to carry through the. planned Ate: 
defense build-up. A large reduction (28.9%) was also made..in™ 9-. 
the authorization for tecnnical assistance-for South Asia, ineyy~ - 
cluding Burma and Indonesia, which will materially handicap thea, .. 
projected programs in those areas. The Executive Branch favored- ., 
inclusion of an amendment in the legislation that: would provide 
for continued MSA administration in Burma and Indonesia despite 
US non-participation in any mutual defense programs in those 
countries. MSA has been administering in those areas the econon- 
ic programs originated under the previous Beonomic Cooperation 
Administration. Under the new legislation it will be necessary 
to shift the economic and technical assistance programs in those 
areas to the administration of the Technical Cooperation 
Administration. sO 


The bill includes an authorization of $9,240,500 for contri- 
bution to the Provisional Intergovernmental Committee for the 
Movement of Migrants from Europe with the stipulation that none 

of the funds made availabile for the movement of migrants shail 

be allocated to any international organization having in its 
membership any Communist or Communist-dominate or controlled coun- 


try. 
A 
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A total. of $16,481,000 was authorized for the UN Inter- 
national Children's Emergency Fund. It was specified that in no 
case should US contributions exceed one-third of the contribu- 
tions from all governments including government contributions for 
the benefit of persons located within territories under their 
control. In addition, none of the funds may be used in duplica- 
tion of the activities of other UN agencies. 


The bill also provides for a US contribution for multi- 
lateral technical assistance programs, authorizing $15,708,750 
for the UN and its Specialized Agencies and for the Or,anization 
of American States. 


Counterpart A provision was modified which would have 
seriously hampered the ‘flexibility of use of counterpart funds. 
The proposed provision, which the Executive Branch strongly op- 
posed, would, except as otherwise provided, limit use of counter- 
part funds only for projects of military assistance or defense 
Support. The conferees recognized the desirability of the use of 
more counterpart funds in the defense effort, but felt that this 
provision might prevent the use of counterpart under other acts, 
and for such purposes as US procurement of strategic materials. 
Furthermore, the conferees felt there was the possibility that 
under this provision counterpart could not be used in Germany, 
Austria and Trieste to carry out programs essential to the 
security of the US but not strictly within the limitation of this 
provision. The modification limits the programs for which new 
funds authorized in the 1952 Act would be available except as 
other uses of counterpart are specifically authorized by law. 


The new legislation increases the availability of counter- 
part for the procurement of strategic materials to 10% from the 
previous 5%. The Executive Branch opposed it as it will require 
renegotiation of bilaterel agreements with countries receiving 
economic assistance, will reduce pro tanto funds available for 
the military budgets of recipient countries, and may reduce the 
dollar earning potential of those countries in respect to 
materials sold to the US. 


On the positive side, the new legislation provides for set- 
ting aside counterpart funds for programs furthering free private 
enterprise objectives (Benton Amendment). Dollar aid in the 
amount of $100,000,000 is to be furnished under agreements which 
will assure that the counterpart derived therefrom shall be used 
for this purpose. The counterpart funds are to be used to 
establish revolving funds which shall be available for making 
loans and carrying out such programs. In this connection, funds 
not to exceed $2,500,000 may be transferred to the Organization 
for European Economic Cooperation for the encouragement of free 





enterprise 
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enterprise objectives. In addition, limited amounts of counter- 
part funds acquired in connect‘on with the foreign-aid programs 
may be used for the educational exchange funds euthorized ‘by 

the Fulbright Act. 


Shipping The new legislation clarifies ‘ine @hineine provi- 
sions of the Mutual Defense Assistance Act so that the 50% re- 
quirement no longer applies to material purchased by foreign 
countries from the US on:a reimbursable basis. The 50% require- 
ment still applies to other cargo shipped ‘from the US. under the 
Mutual Defense Assistance Act. 


Ocean Freight Subsidies ‘The eatiiinene of the US to pay ocean 
freight eharges on shipments of relief supplies overseas is Continued 
in the 1952 Act... Similar authority is granted in the case of 
shipments by voluntary non-profit relief agencies (registered with 
and approved by the Advisory Committee on Foreign Aid) to any 
country eligible for economic or technical assistance under the 
Mutwal Security Act. The Department’ will assume the responsi- 
bility for administering this program for fiscal yeer 1953. 


Other provisions The provisicn spelling out the responsi- 
bilities of the Director for Mutual Security for small business 
was transferred from the Economic Cooperation Act to the new 
Mutual Security Act so as to assure the continuation of opera- 
tions under that ‘section. The new measure also provides that 
small business will share equitably in TCA programs. 





The Act carries’ a l4mitation on personnel in Government 
agencies administering the Mutual Security :Program which will re- 
Quire a reduction in the Washington staffs and will present agiffi- 
culties in carrying out the program. 


‘Another difficulty is presented by the bill's yrokitbition of 
use of any appropriated or counterpart funds for expenses of dis- 
seminating within the US "general propaganda" in support of the 
Mutual Security Program or the payment of travel or other expenses 
outside the US of any citizen of the US for the purpose of publi- 
cizing the Mutual Security Program within the US. However, at the 
same time the conferees recognized there should not be any inter- 
ference with the supplying of full information to the Congress and 
to the public concerning the operations of the Mutual Security 
Program. 


Continuation of the informational media guaranty program is 
also authorized in the new legislation, and continuation of the 
investment guaranty program beyond June 30, 1952 is otherwise 
provided for in the Act. 


* * . 
FURTHER 
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FURTHER STUDY URGED The International Cotton Advisory Com- 


OF COTTON AGREEMENT mittee met in Rome recently to review 











the world cotton situation, and to 
study the report of the Standing Committee on the problems 
surrounding an international cotton agreement. The supply- 


Gemand situation was found to be in near balance, with 1951-52 


crop and consumption figures expected to reach near record 
highs for the postwar period. After extensive discussion, the 
participant nations resolved that the Standing Committee con- 
tinue its studies of problems relating to a cotton agreement. 


Discussion of Agreement Of the two forms of agreement 
analyzed in the Standing Committee's report--a multilateral 
contract agreement and a combination of a. quota agreement and 





. puffer stock--the US considered the former more suitable for 


cotton, as did France and Italy. The initial reaction of the 
UK, India and the Netherlands was in favor of the quota-buffer 
Stock type, with particular stress upon the buffer stock 
angle. Pakistan was opposed to an agreement in any form. 
Finally, the latter group accepted arguments presented by the 
US delegation against the use of a trade quota system. The 
meeting; then adopted a resoiution instructing the Standing 
Committee to give further study to all forms of ean agreement 
offering prospects of acceptance by governments, in particu- 
lar the problems of a multilateral contract agreement, by it- 
self and in combination with buffer stocks. These new 
studies are expected to begin about September and be concluded 
in time for consideration at the plenary meeting next Spring. 
in iJashington. When the Committee submits its report at that 
time, it will also submit if possible concrete proposals to 
member governments. | 





Supply Situation The Cotton Advisory Committee found 
near epee in the cotton supply and demand situation, and 
predicted that world consumption in 1951-52 would reach one 
of the highest points in history. The crop this season was 
expected to be the second largest on record, 34.5 million 
bales. This is about 2.5 million bales over estimated con- 
sumption, and 6.7 million bales over last season's production. 
Major increases were reported to have taken place in the US, 
the USSR and Communist China. The Committee saw some hope of 
improvement in the world cotton textile trade, which is cur- 
rently suffering a serious recession, but described world 
markets as still saturated. 


Organization 





DECLASSIFIED FOR PUBLICATION IN FOREIGN 
RELATIONS OF THE UNITED STATES 











CONFIDENTIAL - SECURITY INFORMATION 
29? « 


Organization The International Cotton Advisory Committee 
was established in accordance with a resolution approved at 
the International Cotton Meeting held in Washington in 
September 1939, attended by the governments of ten of the 
major cotton exporting countries of the world. At the fourth 
plenary meeting held in April 1945, provision was made for 
the expansion of its membership to include not only cotton 
exporting countries, but countries interested in the produc- 
tion, exportation or importation of cotton. At present, the 
Committee is comprised of 27 member governments of cotton ex- 
porting and importing countries, accounting together for more 
than 85% of international trade in cotton. None of the 
Soviet bloc countries participated in the Committee, but 
Poland and Hungary sent observers. 
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EXTENSION OF US-MEXICAN Diplomatic notes were exchanged 
MIGRANT LABOR AGREEMENT last week between the US and 
Mexico to extend the migrant labor 
agreement of 1951 not beyond December 31, 1953, and to in- 
Clude the amendments and new articles recently negotiated. 
In implementation of the agreement, the Mexican Foreign Min- 
istry will authorize its consulates at the labor reception 
centers in the US to accept certifications for 240,000 agri- 
cultural workers during the period of May 15 to December l. 





Background Throughout and since World War II it has 
been necessary for the US to import agricultural workers from 
Mexico in order to help farmers harvest crops of cotton, 
fruit and vegetables. Unguided and undirected migration of 
Mexican workers gave rise to serious difficulties in the US 
‘in connection with health, wages, unemployment, transportation 
and their return to Mexico. One of the major problems in con- 
nection with farm laborers from Mexico has been the illegal im 
migration of workers commonly known as "wetbacks", Instead of 
entering the country at official points and according to law, 
thousands of workers swim or wade across the Rio Grande River 
and enter illegally. This type of immigrant is always subject 
to deportation, and under such circumstances, will work for 
wages far below a level which an American worker can accept. 


In 
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In 1948 the US and Mexico reached an agreement on the 
method by which Mexican workers would be imported for temporary 
employment in agriculture on a legal and orderly basis. A new 
agreement was approved and became effective in 1949 which con- 
tinued the system established by the 1948 agreement of import- 
ing workers without subsidization by the Federal Government. 
The private employer, upon certificetion by the US Employment 
Service that he cannot cobtain adequate domestic farm labor, 
recruited workers in Mexico with the joint approval of US 
and Mexican Government officials and under their direct super- 
vision. In the summer of 1951 the President's Commission on 
Migratory Labor made a report to him which, among other things, 
recommended that the US-Mexican intergovernmental agreement 
Should be developed along lines which will assure its operation 
as the exclusive channel for importation of Mexican nationals 
under contract, free from the competition of illegal migration. 
(Page 9, June 11, 1951 issue.) 


The agreement negotieted in August 1951 implemented US 
legisiative authority granted by Public Law 78 of July 12, 
1951, which authorized the US Government to guarantee the terms 
of the work contract. Under Pi 78, the Secretary of Labor is 
authorized to recruit workers, to establish and operate recep- 
tion centers at or near the piace of actual entry, or to pro- 
vide transportation for such workers from recruitment centers 
outside the US to and from US reception centers, etc. Mexico 
insisted that the 1951 agreement would be allowed to expire 
unless legislation was passed in the US which would penalize 
Americans employing wetbacks. Accordingly, President Truman 
asked for assurances from Congressional leaders that prompt 
action be taken to strengthen the efforts of the Immigration 
and Naturalization Service to prevent illegal entry of Mexicans 
into the US and to assist the Department of Labor in its efforts 
to enforce the contract provisions and ensure the effective 
utilization of domestic labor. 





The migrant labor bill passed by Congress on March 20 
provided penalties for harboring and concealing aliens who 
entered the US iliegally. It also granted authority under 
specified circumstances for search and arrest by authorized 
individuals. Although not as strong as its supporters might 
have wished, it was considered by US and Mexican officials to 
be as good a law as could be obtained under the circumstances. 
Mexican satisfaction with the penalty legislation provided the 
basis for the recent negotiations extending the agreement. 
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EPU EXTENSION AND Early this month, the OEEC Council, meet- 

LEWENT ing et the Ministerial level, reached an 

agreement for the continuance of the 

Eurepean Payments Union (EPU) for one year. A major portion 
of this agreement concerned the settlement of the Belgian 
problem. An important element in the solution of the Belgian 
problem was the question of what should be done with reference 
to the $223 million of credit extended by Belrium to E°U be- 
yond the quota obligations originaliv undertaken by Belgiun. 
The Belgian Government had maintained chat it would be impossi- 
ble for it to continue in the LPU or to finance its defense 
effort unless a substantial and immediate reimbursement of 
this credit was obtained. 


Terns of ees Under the OEEC solution Belgium was 
grented an additional tranche of $86 million, $43 million of 
Belgian credits to the EPU and ¢43 million of gold vayments to 
Belgium. It was agreed that a cash payment of $80 million 
would be made by EPU to Belgium on July 1, 1952, against the 
existing post-quota credits. Agreement was reached for the 
settlement of belgian surpluses in fiscal 1953 in the amount 
of $250 million on e 50-50 basis; i.e., Belgium could receive 
un to 9125 million in gold from the EPU while extending credit 
to the EPU in the same amount. It was also agreed that Belgium 
would procure 430 million of military items in the Uk, and 
$20 million of such items in France, delivery of these items 
to constitute effective repayment of $50 million of the post- 
quota Belgian crecits to EPU. This arrangement covers a two- 
year period. The EPU agreed to waive the cumulative principle, 
which would have required gold payments by Belgium if it were 
to become a debtor, with respect to gold payments to Belgium 
above her quota plus the supplementary tranche of $&6 million. 
This provision was limited to the availability of special 
resources received by the EPU through June 30, 1952. The 
remaining $50 million of post-quota Belgian credits to EPU 
were consolidated over a five-year period, with repayment terms 
related to the Belgian position in EPU at the time repayments 
are due, 


iy Arrangement In order to realize the full amount of 
this 450 million immediately, it was agreed that the Belgian 
Government woulc request a dollar drawing in that amount from 
the IMF to be repaid on the same terms as the EPU repayment 
obligation to Belgium. Belgium also wanted assurances that 


it obtain the $50 million without prejudice to its so-called 


gold 
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gold-tranche drawing right in the Fund of ¢56 million and 
without the operation of the automatic repurchase provisions. 
The IMF made a counter-offer, which was accented by the 
Belgians, of a stand-by line of credit of $50 million to be 
drawn upon when needed to offset any balance-of-payments 
difficulty with the dollar area ana to be repaid in accord- 
ance with the Fund Articles end policies. The French indi- 
cated further that it wovld be prepared at any time to con- 
sider sympathetically a Belgian request for additional draw- 
ings consistent with the provisions and purposes of the Fund 
Agreement. 


The arrangement is for an initial period of six months, 
and will be renewec for subseouent periods of six months each, 
unless either Belgium or the Fund determines that conditions 
have been basically altered so that the arrangement should be 
terininated. Tne arrangement will, in eny case, be terminated 
when it nas been in effect for five ycars. Belgium will re- 
main in consuitation with the Fund from time to time on its 
payments situation and its general policies. This was part of 
the package ceal in wnich Beigium agreed to maintain its 
membership in the Furopean Peyments Union if a settlement 
could be reachcd for the solrtion of its increasing surplus 
with that bouy. in applying tor the use of the Fund facili- 
ties, Belgium assured the Funa that minimum use of restrictions 
anc further nrogress toward convertibility are permanent 
objectives of Belgian nolicy. 


Background The »vroblem of the Belgian surplus had 
threatened the coniiaue.i existence of the European Payments 
Union. The belgians had insisted that e small country like 
theirs could not afford to extend an exranding volume of credit 
indefinitely to its European debtors. EPelgium's cumulative 
surplus beyond its quote in the EPU amounted to about $437 
million as of May 31, 1952. Of this am-wnt Belgium received 
about $215 million in gold and extended credit to the EPU 

for $223 million. The problem of settlement of Belgian sur- 
pluses above its quote during fiscal 1952 was met by a series 
of ad hoc arrangements providing settlement on a lump sum basis 
which by the end of June 1952 will have resulted in the payment 
of about 50% gold by the EPU to Belgium and the extension of 
credit by Belgium to the EPU for the remaining portion. It 

was obvious that the resources of the EPU were insufficient 

to pay 100% gold for surpluses above the quota. 


Further 
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Further EPU Arrangements The OEEC Ministerial Council 
also approved 4 scicdule sf geld payments by the debtors which 
provided that the first tranche wouid be 10 of the quota and 
wou.d involve no gold payments. The second tranche would 
also amount to 10% of the quota and would involve a ,old 
payment of 20%. The last four tranches would each be 20% of 
the quota with gold payments amounting to 30, 40, 50 and 70% 
respectively. In dererence to Denmark's low dollar reserves 
the Council recommended that the Managing Board develop 
Special arrangements for Denmark, probably leaving, it on the 
oid schedule. 





To ensure that the level of convertible assets of the 
EPU never faiis below $100 million a guarantee fund in that 
amount was establishec. This guarantee woula be shared by 
the member countries in proportion to their quotas end would 
be subject to call only when the agent (Bank for Inter- 
national Settlements) found that the convertible assets of 
the EPU were likely to fall below $100 million. 


Other EPU creditors will in principle receive the same 
treatment aS Belgium for ali gold payments and credits ex- 
tended in excess of 123% of their quotas. 


* * * 


US- JAPANESE NEGOTIATIONS Formal US-Japanese aviation neso- 
FOR AVIATION AGREEMENT tiations will take place in Tokyo 
this week lockin; toward conclu- 
sion of a standard form bilateral air transport agreement, 
including route annex. 





Prior to the signing of the peace treaty, the Japanese 
Government indicated its desire to conclude @ bilateral air 
agreement with the US before entering into @ similar agree- 
ment with any other government. The Netherlands and the Ui 
have both been pressing Japan for air agreements. Although 
such agreements have not yet been concluded, the Japanese 
have indicated intent not to delay negotiations pending 
conclusicn of an agreement with the US. Japanese amendments 
to the US draft proposal which were submitted some weeks ao 
are acceptable in principle to the US and are not expected 
to present any problem at the negotiations. 


Although 
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Although the Japanese have not yet been in a position 
to enter the field of international aviation, tiey have 
shown strong inclinations in that*direction and conclusion 
of the US-Japanese agreement is expected to accelerate 
their efforts. The Japanese Airlines (JAL) is the only 
Japanese-owned and managed airline presently in operation. 
So far, JAL has operated internally only but it is actively 
interested In extending its sezvice into international 
fields. A projected company, the Japanese International 
Airline, has likewise shown ective interest in operating in- 
ternationally but so far has not been authorized to do so. 


Route Objectives In negotiating a standard form civil 
air transport agreement with the Japanese, the US delegation 
will seek two routes to Tolsvo for operation by US carriers. 
We desire one route over the North Pacific from the US in- 
cluding Alaska, via intermediate points in Canada, Alaska 
and the Kurile Islands to Tokyo and beyond. The other de- 
sired route is from the US, including its territorial 
possessions, via intermediate points in the Central Pacific 
to Tokyo and beyond. 


Since we have no information about possible Japanese 
route requests, US delegates have been instructed to try to 
obtain am open route arrangement entitling Japan to operate 
air services and to weke scheduled landings in the US aiong 
a specific route or routes to be agreed upon between the 
two governments at such time as Japan decices to begin 
operations. If the Japanese are unwilling to accept this 
arrengement, the US is prepared to entertain a proposal for 
a route description covering one route, and as a last resort, 
two routes for operation by the Japanese. 


Our reluctance to grant a specific route or routes to 
the Japanese at this time is partially due to a desire to 
avoid possible repercussions from the Philippines. The 
Philippine airline PAL for some time has been pressing for a 
stop at Tokyo on its flight from Manila to San Francisco, The 
US has refused this stop contending that Tokyo is not on the 
Girect route of flight. The Philippines indicated a desire 
for aviation negotiations with us last summer under terms of 
the US-Philippine bilateral air agreement. We stated our will- 
ingness to negotiate but negotiations have not yet been held. 
There is a likehood that conclusion of a US-Japanese aviation 
agreement may reopen the entire Philippine matter and cause PAL 
to actively press for US-Philippine aviation negotiations in 
the hope that the long-desired Toltyo stop may now be obtained. 


+ aa . 
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BRITISH EFFORTS TO The UK Ministry of Fue] and Power has pre- 


AISE COAL OUTPUT pared ea oaper refuting certain criticisms 

ievellea against the British coal mining 
industry from various sources, varticulerly from ihe ECE. This 
report points out that Great Britein heads the list of European 
coal nroducers, and British cutput per man year has »assed the 
prewar mark. France and the Saar have surnassed their prewar 
output per man year also, but Germany, Eelgium and the Nether- 
lands have not. The report brings out the various problems 
facing the Eritish coal industry and the steps being taken to 
overcome them, 


Obstacies to Increased Production The main deterrent to 
exnanded coal production in Great Britain, according to the UK 
report, is the lack of miners. Britain lost about ¢c0,000 miners 
curing the war years, while Western Euronean countries gained 
tiuat number after the war. The principal reason why Britain 
has trouble attracting men to the mines is that, unlike the 
situation in cther countries, there are so few unemployed. The 
British economy is stretched to full capacity. Thus, acquisi- 
tion of additional workers for the mines must be at the expense 
of other industries. There is no compulsory direction of labor 
from one industry to another, and therefore means must be found 
to induce men to move into mining. 











I 








Other obstacles to increased coal production include the 
need for more housing, aomestic prejudice against foreign 
laborers, absenteeism, and the low rate of capital investment. 
investment, in turn, is discovraged by the need for reconstruc- 
tion of haulage roads and machinery, the constant coal shortage 
which makes it difficult to dgevelon long-term sciiemes, and the 
lack of trained technicians. 


Measures Under Way British miners have recently had a 
substantial increase in wages, and this in part has been respon- 
sible for an increase in the mining force since the beginning 
of the year of nearly 10, 000 men. However, there is a substan- 
tial seasonal element in this increase and the task is to prevent 
a recession from taking place in the summer. Toward this end, 
the UK Government is arranging a special housing program for 
miners, to ensure that in the areas where miners are most urgently 
neeaed there will be a greater number of houses available than 
in other industrial areas, so that workers will move to the pits 
in substantial numbers, The National Coal Board has established 
a special Housing Association which will work in close accord 
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» S<« 
with the locel enth-rities cna su. -lement lncel efforts. The 
dvellinss will be let to miners wh are ct present badly hcused 
end to neveomers accepted fer uncerground york. ne preject 
hos been ciscussed sv the No si: nel Ceel Eoerd ath riners' 
le.devs, end the Srerd invencs t discuss the errceigesen ss for 
renting the 1 uses ‘ith the itcti-ncl Union of !-inewcerkers, 


( chor incentives have been devised tc encouraze increesec 
oroducti:n. Piece retes are used ct the cocl face te bring 
ebout nizher :utout. Ino encoureze reguler atvendance, cn 
etre dey's vece is neid fer « full five days' attendance, 
l.oncey to Fridey., This meens that a man mo is ebsent for one 
Gey betucen iitnday end Fridey loses tvo days' peyvy. Saturdacy 
work is neid for at overtime rates. In effect, then, the 
miners get en extra dav's pey far regular atterdance bet een 
Londay cnd Friday, end cn e:tre hcl? day's pay in adcition fer 
attendance on Saturdey. Yhes2 ere voverful incentives. ‘The 
Government <lso provoses tu zrke scsens in the tcx ficld to 
ensure thet -vertime is net unculy penelizea fcr tacatien pure 
pceses ° 


The Ul. report menticns thet, altheugh in gener:1 British 
miners vork a fiveedav seek es opposed tc a si -ccy week in 
otner countries, the incentive system results in many miners 
‘ori<ing a si:eday veek. Furthermore, Pritish miners hzve 
fever helidays shan other miners. -.ccording to the report, the 
British u.ve a votel of 12 helideys a year as compered ith 
25=32 in Germany, 22-28 in france, 20 in Belgium, and 21-25 in 
tne Netnerlancs, The report seys th. t mnyv more days are vorked 
in the Ux then in tae US, and since there are fever machines, 
the scrk is herde:,. 


sne recruitment of foreisn labor hos not been tro success- 
ful, beccuse of deenly rootec nrejudice cn the pert of local 
forkers., Setveen 1947 and 1949, the report seys a substentiil 
number of foreign vorkers sere added to the lcbor force, but 
beccuse of the canger of ceusing unrest at the pits, it v5 
necesscry wr susnend a secend recruitment drive vhich bescan in 
dv51. xecent revorts indic.ce thet weny Italicn miners who 
encountered difficulty ct the pits heve either left the Uk or 
ere nicving to ovher i dustries in Oritcin. 


wane orice of col hes recently been raised to ciscowase 
its use, but there is a difforence cf opinion «n the reletive 
moriv cr Shis cevic>. It is feared thet its effsct on ccn- 
serving ceccol mey be «fiset vy its effect on zeneral »rice 


stebility 
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Stability. she Government hes also teken -cticn to hesten the 
us@ cL ware eccen:- mice] cnoliances <nc methods of using fuel. 

It ies @ amined the possibility of s:ving coal by recucing “he 
cusout of less essential industries which c-nsume lerge amcunts 
Cf coel. No apprecicble s.vings could be mede in this icy, it 
wes deciced, and the effects of the cutback would in general 

be undesireblIe. The UX is also reacy to make loens avsilable 
co firms willing to install fueles. ving equipment and insule- 
ticn in their fectories. 


The Government end the Natione1 Coal Boerd are doing their 
best to secure a leng-run improvement in the rate of capital 
inve: tment, but the present rete is felling short cf the rate 
set in the n:tvienal plan for coal. There are a number of reasons 
for this: much reconstruction cf mine hauleze facilities is 
neecdecs, long delivery dates for ecuipment disccurece investment 
ond u. delivery Gates aze unduly lon:;, there is « snortage cf 
ining tochnicicns; the crnstcnt cocl shortage end repeated 
rrouveticen drives reterd leng-term development schemes. Howe 
ever, the iuin short-term probler is « lack of miners, not of 
canit.1 investment. 


One criticism shich hes been Cirectec at the UK is that 
Dritish coel exports (e::clvdin: bunkers) in 1951 amounted tc 
cnly © million tons ecnpared vith 41 million before the war 
while vest Germeny expertecd 13 million tons in 1951 compare 
th 21 million before the ‘sr. This, according to the british, 
can be expleined by the felloving facts: Germeny has been cone 
pellec to es ort more then it wents to; moreover, Germeny and 
coner surope:n co 1 producers heve .11 been able to increase 
their prevar labor force, while the UK hes lost miners. 


Cool Statistics The following tebles may be of help in 
obtaining <« oicture of the coal situetio: in Lurope und the Uk. 
The cate have been gathered from stctistics of the sC= Coal 
Committze cnd the US Burecu of l-ines. 


twermoll tntput Per jn Saift jn Herd Cool Uining (in metric tons) 


Scuree: =u Coal Committee 





‘ 
United Kingdom 1.3.9 1.23 
vest Germany 1.¢ 1.10 
Frince ¥ 63 85 
Saer 1.05 1.04 
Belciun 73 74 
Netherlcnds 1.77 1.43 
Productic 


DECL \SSIFIED FOR PUBLICATION IN FOREIGN 
RELATIONS OF THE UNITED STATES 








RISTRICTED - SECURITY INFORMATIUN 
-8- 


Production of Hard Cosl (millions of metric tcns) 
Source: —CE Coal Committee 


219372 2951 

United Ningdom 244,3 226.4 

est Germany 137.6 118.9 
67.0 (brown coel)* 83.1 (brown coal)* 

France 44,3 53.0 
1.0 (brown cocl)* 2.0 (brown coal)* 

Belgium 29,9 29.7 

Saer 13.4 16.0 

Netherlands 14.3 12.4 


2: 


The other countries listed produced negligible amounts of 
brown coal. 


Consumption of Hard Coal (millions of metric tons) 


Source: US Bureau of Wines 

1932 1951 
United Xingdom 191.0 211.2 
yest Germany 90,0 112.2 
France 66.3 59.2 
Belgium 31.7 We 
Saar 6.0 °2 
Netherlands 16.3 15.6 


Exports of Hard Cool Excluding Bunkers (millions of metric tons) 





Source: US Bureau of Lines 
2937 49251 
United Kingdom 40.9 709 
Vest Germany 38.6* 13.4 
Frence ° 1.9 
Belgium 4.3 1.7 
Netherlands 4.0 11.0 


* The 1937 figure includes est Germany, the Saar and Silesia 


* * 2 
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MIGRATION COmiITTEE The third session of the Provisional 
HOLS TilkD StoSION Intergovernmental Committee for the Move- 

| ment of Migrants from Europe was held in 
Washington June 10 to 13. On the agenda was the election of 
a Director, a review of operations to date, and consideration 
of the program for the remainder of 1952. The Committee also 
considered the need to encourage migratory movements through 
technical aid and international financing, and the problem of 
ae ag European refugees resident in countries outside of 

uropee 


riew of Operations to Date at a conference held in 
November=December 1951 to consider a US proposal for migra- 
tion from Europe, sixteen governments established the Pro- 
visional Committee and adopted plans to move 116,000 persons 
who would not otherwise be moved out of Europe in 1952, under 
an over=all budget of $36,954,000. ' 


An important factor in the decision to establish the 
Committee was the expiration at the end of 1951 of the Inter- 
national Refugee Organization (IRO) which had moved over a 
million refugees out of Europe during its existence. It was 
recognized that new intergovernmental arrangements were neces- 
sary to alleviate the serious problem of surplus population in 
Europe. In order to retain the services of IO vessels already 
converted at considerable cost for the migration effort, it 
was necessary that this action be taken quickly. The Migration 
Committee began operations on February 1, 1952 and by April 30, 
1952 had moved some 32,000 migrants, including the majority of 
former IRO refugees from Europe for whom the Committee had ac- 
cepted responsibility. In addition to moving these migrants 
from Europe, the Committee, using special funds received from 
the IRO, has worked closely with the UN High Commissioner for 
Refugees to provide opportunicies for resettlement of the 
largest possible number of refugees from Shanghai. 


US participation in the work of organizing the Migration 
Committee carried out the intent of Congress expressed in the 
liutual Security Act of 1951 which made $10,000,000 available 
to facilitate the movement of surplus manpower from Europe to 
other countries where such manpower could be utilized. The 
recently-enacted Mutual Security Act of 1952 includes an 
authorization of $9,240,500 for contribution to the Provisional 
nee Committee for the Movement of Migrants from 

uroDe.s 
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Future Operations in 3952 On the basis of its success- 
ful operations, the Committee in February raised its total 
of persons to be moved during 1952 to 137,000 and its budget 
to $41,350,660, This represents the emigration of an estimated 
67,000 persons from Germany, 35,000 from Italy and Trieste, 
16,000 from dustria, 15,000 from the Netherlands, and 4,00 
from Greece, Under the Committee's program, 40,000 of these 
emigrants will be settled in Canada, 25,000 in australis, 
31,000 in Latin America, and 3,000 in New Zealand. The 
has received some 33,000 persons, mostly ethnic Germans, 
entering under provisions of the US Displaced Persons Act of 
1948, as amended, . 


While the operating and financing figures for the first 
three months of 1952 indicate that all is proceeding according 
to established plans, a large part of the program carried out 
to date was taken over from existing programs and new schemes 
have been developing slowly. Woreover, due to circumstances 
beyond control, some immigration targets are not being met 
and others have not gained their full momentum. On the other 
hand, in view of the keen interest displayed in migration by 
most of the emigration and immigration countries, there is 
no reason not to feel confident that, as soon as the techni- 
cal and administratiy: difficulties have been overcome, the 
movement of migrants from Europe will increase substantially. 


In the interests of achieving a more positive cooperation 
of all countries in facilitating the free movement of migrants 
from Kurope, the iligration Committee at its recent session 
adopted a resolution reocuesting the Director to ascertain the 
possibility of technical aid and international financing 
through the cooperation of international, national and private 
institutions with the Committee, 


Miscse.aneous Membership in the Provisional Committee 
has increased from the original sixteen to twenty governments, 
and it is expected that some others will join shortly. Since 
its inception, steps have been taken by the Comnittee to 
establish relations with other international agencies. Aarrange- 
ments have veen made for iiaison, for exchange of information 
and for general consultation with tlie UN and its specialized 
agencies regard.ng programs and plans, in order to ensure the 
appropriate coordination of the common effort. Moreover, 
under the terms of a resolution adopted last March by the 
Committee of Ministers of the Council of Murope authorizing 
the Secretary=-General to maintain permanent contact with 


international 
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international organizations working in the field of refugees 

and overpopulation, full discussions have taken place between 
representatives of the Council of Europe and the Migration 
Committee. Observers at the recent session included representa- 
tives of the UN, the Office of the UN High Commissioner for 
Refugees, the FAO, ILO, UNuSCO, ObkC, ICKTU, the Standing 
Conference of Voluntary Agencies, and the Conference of Non-= 
Governmental Organizations Interested in /figration. 


Hugh Gibson was unanimously elected Director of the 
Migration Committee. He has represented the US on numerous 
international bodies and served as our Ambassador to Belgium 
and Brazil. Tne fourth session of the Committee will be held 
in Geneva in October 1952, unless the Chairman decides to call 
it at an earlier date, 
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REPORT OF MATERIALS Last week the Materials Policy Com- 
POLICY COMMISSION mission, which was appointed by Presi- 


dent Truman in January 1951 to investi- 
gate the long-term aspects of the materials problem, made its 
report on the outlook for the next quarter century. The 
Commission makes it clear that it is very concerned about the 
materials outlook, although it denies alarm, and throughout 
the report it is evident that it 1s a world, rather than a 
US, problem, 


The report, entitled Resources for Freedom, takes the 
form of five large volumes. Volume I contains general policy 
and recommendations; Volume II, key commodities and the basis 
for the projections; Volume III, energy; Volume IV, technology; 
and Volume V, selected basic reports. The Commission makes 
about seventy specific recommendetions, In addition, in order 
to provide a continuing materials policy within the government, 
it recommends that each agency concerned with primary data 
on materials should strengthen its own fact-gathering, 
analytical and programming machinery in this field. It also 
recommends that the National Security Resources Board collect 
the material from the other agencies, evaluate it and recom- 
mend appropriate action for the President, Congress and the 
executive agencies, maling an annual report on the situation 
and the major long-range problems in the field. The Depart- 
ment now has the report under study and is analyzing the 
various recommendations, 


General Conclusions The Commission concludes that the 
materials problem facing the US and the industrialized nations 
of Western Europe is serious and, unless it is effectively 
met, the long-range security and economic growth of this and 
other free nations will be seriously impaired, The basic 
reason for the problem is soaring demand, which can be ex- 
pected to increase for everything during the next 25 years. 
Absolute shortages are not the threat in the materials 
problem. We need not expect to wake up some day to discover 
we have run ovt of materials and that economicactivity has come 
to an end. The threat of the materials problem lies in the 
insidiously rising real costs in bringing a material to 
useful form, 


The rising demand in the past is illustrated by the fact 
that at the start of the century the US produced some 15% 
more raw materials than it consumed (excluding food), and by 
mid-century it was consuming 10% more materials than it 


produced. 
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produced. Taking into account a normal increase in population 
and gross national product, it can be e:pécted that the US de- 
mand in 1975 as compared to 1950 will nearly double for most 
minerals and will double for energy in all forms. The demand 
for all-agricultural products is expected to rise about 40%, 
for timber 10%, and for industrial water about 170%. These 
ficures are for the US alone. For the rest of the free world 
the Commission estimates the demand, butlding on a smalier 
base, wil be even lar.er in its percentage increase. The° 
Commission outlines three major paths which the US can 

follow: 1) it can maké new discoveries cf needed materials 

at home, and otherwise increase the useable fraction of its. 
total resource base; 2) it can alter patterns of use away 
from scarce resources and toward more abundant ones; and 

3) it can import large quantities of materials from other 
nations of the free world on terms eadvanvageous to buyer and 
seller. 


The major premise of the report is that the over-all 
objective of a national materials policy for the US should 
be to insure an adequate and dependable flow of materials at. 
the lowest cost consistent with national security and with 
the welfare of friendly nations. The Commission points out 
that self-sufficiency in many materials is impossible and 
for manv others it is economic nonsense. With some matcrials, 
pec cetime dependence on domestic supplies may mean such de- 
pletion that if war comes a reserve which might otherwise 
have existed will have been destroyed. With some materials 
it is much more economical to depend upon expanded output in 
safe areas abroad and on stockpiles built on foreign supplies 
than to maintain a domestic industry behind -elaborate and 
expensive protection. ‘Jith some materials it may be advisa- 
ble to maintain a domestic industry which normally supplies 
only part of our requirements, but is capable of rapid ex- 
pansion. Our policy in this regard, the Commission says, 
must be to make separate decisions based on examination of 
the particular merits of each case. 





The Commission emphasizes that the hard political facts 
of the mid-twentieth century add further great weight to the 
proposition that it will be to the advantage of all freedom- 
loving peoples of the earth to work toward economic and 
political cooperation founded on the principles of mutual 
help and respect. Such cooperation can succeed only if it 
is based on a clear understanding of the varying needs and . 
resources of all the nations concerned, and of the opportu- 
nities which lie in mobilizing the strength of all to meet 
particular wealmess of each. 


Promoting 
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Promoting Free WorJd Expansion Industrially advanced 


countries look increasingly to the less developed countries 

to help meet their expanding requirements for materials. On 
the other hand, the less developed countries, with vast materi-~ 
als resources to develop, are bent upon a diversified develop~ 
ment which will advance their economies and improve the con- 
ditions of life for their people. Development of their materi- 
al resources can contribute to their general economic growth. 
This set of circumstance could, if approached with statesman- 
ship, lead to great benefits to the underdeveloped countries 
and to the entire free world. On the other hand, if short- 

run and narrow self-interest become dominant, it could mean 
lost opportunities and self-defeating policies, 


Historically, private capital from Western Europe and 
the US has been chiefly responsible for minerals development 
in less developed countries. In the Comnaission's view, pri- 
vate enterprise can and should continue to carry the major 
burden. But expansion of materials development is only one 
of the pressing needs of these countries. They need power, 
transportation, and other basic services, and investment for 
increasing productivity. in agriculture--fields in which out- 
side private capital takes little or no interest. The Com 
mission believes that. less developed countries may find it 
wise to apply their own capital to development which cannot 
be financed by foreign private investment or adequately met 
by public loans from other nations. To the extent that they 
succeed in attracting foreign private capital into materials 
development, they will free funds for other uses contributing 
to their economic advancement. — : 


yhile expansion through foreign private investment would 
assist the general development of the underdeveloped areas, 
the Commission points to the obstacles that stand in the way-- 
the fanatical nationalism that has cast its shadow over future 
expansion of private investment; the desire of these coun- 
tries to shift away from materials production to diversified 
industrialization; the fear that world prices of primary com- 
modities will fall relative to prices of manufactured goods; 
the increasing trend toward nationalization of industries and 
restrictions on ownership and management, 


US Private Investment in Resources The report discusses 
in detail the problems of private. investors abroad and their 
loss of confidence in many foreign gavernments so that their 
interest is destroyed in undertaking materials investments. 


It 
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It also discusses the desire of the resource countries to con 
trol their own resources, The need for economic statesmanship 
is underlined. A concession country has, the Commission po-nts 
out, 2 right to the efficient development of its resources at 
a rate commensurate with its national interest, On the other 
hand, the investor has a right to a reasonable profit on his 
investment, 


The principal device now available for diplomacy and 
international law to assist in the long-run solutions is the 
investment treaty with its right of appeal to international 
institutions for adjusting private and public conflicts, 

While investment treaties will not in themselves induce materi- 
als development, the Commission suppo’ ts them as helping give 
investors confidence in the intentions and policies of other 
governments. Two other governmental devices for assisting more 
rapid materials investment are the special resource agreements, 
aimed at specific projects, and guaranties offering protection 
to investors, The Commission recommends that executive 
resource agreements with other countries should be negotiated 
when there are clear indications that new investment in 
minerals enterprises would take place in a particular country 
if legal and administrative deterrents were lifted. It 
believes, however, that the present guaranties against incon- 
vertibility and expropriation should be viewed as experimental 
pending longer and geographically more extended experience, 

A number of recommendations are also made with regard to tax 
changes to spur investment, 





The Commission believes that its proposals concerning 
investment treaties, special resources agreements and, in 
particular, tax reform, may provide a substantial inducement 
to new as well as present investors, In addition to these 
measures, opportunities for encouraging new investors should 
be offered in connection with varicus types of government as- 
sistance to foreign resource development so that the number 
of investors as well as the volume of foreign investment will 
be increased, 


While the Com- 
mission believes that private investment must be the major 
instrument for increasing productior of materials abroad, it 
also believes there is immediate and continuing need for 
public action beyond efforts to assist and encourage private 
investment. Free world security requires public action in 


addition 
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addition to private action to assure that essential materials 
will be produced at the right time and in the right quantity. 
The technical and financial aid which is needed can and should 
be given by the US Government and international organizations. 
In this regard the Commission recommends that under US pro- 
grams of technical assistance for underdeveloped areas in- 
creasing emphasis be given to geological surveys, preliminary 
exploration, and advice on mining technology. It recommends 
that support for these programs should be increased perhaps 
as much as $4 million a year, Wherever technical assistance 
is extended in these fields, the US should seek assurances 
that the recipient country will promote conditions favorable 
to developing such resources as may be discovered, The Com- 
mission believes that public development loans can increase 
foreign materials production best by financing such public 
improvements as transportation, power, and port facilities, 
without which expansion of materials output is often impossible. 


As to the role of international agencies, the Commission 
believes the US should encourage a wider use of UN technical 
assistance in geological surveying and minerals éxploration in — 
the underdeveloped countries. The International Bank should 
be the principal source of public loan funds for general 


development, 


With regard to special measures for security needs, the 
Commission recommends that a successor agency be established 
whenever the present emergency agencies are dissolved and that 
this agency should be empowered to make long-term contracts 
for periods up to 10 years for foreign-produced materials, in 
cluding standby contracts and price-floor arrangements, It 
recommends that the successor agency should be provided with 
funds for financing foreign materials production in cases 
where special US security interests justify assumption by the 
government of greater risks than would be assumed by the 
Eximbank in its normal operations. The Commission feels that 
the Eximbank should not lower its normal standards in making 
such loans out of its funds, In general, the Commission 
believes, Government loans for materials production should be 
limited approximately to not more than 50% of the total in- 
vestment required for the desired expansion of output, but in 
exceptional cases it might provide as much as 75%, It recom 
mends that profit-sharing debentures be obtained by the Govern- 
ment when government loans for materials development exceed 
75% of the total investment. 


A third 
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A third alternetive--the manugement contract--is d..scussed 
and the Commission recommends that Congress enact uegislation 
explicitly authorizing the government to enter intc manage~ 
ment contracts for foreign materials expansion, | 





Removing Barriers To Trade The report points ovt thet 
tariffs and other barriers to international trade ure adding 
to the free world's materials problems. They increas? the 
difficulty of obtaining needed supplies from abroad, cis- 
courage producers in exporting countries from expanding out- 
put, and prevent normal development of the tendency to :nove 
toward the lowest-cost sources of materials, As the world's 
largest single importer and exporter of many materials and 
products, the US is in an effective position tc lead in the 
removal of barriers and stimulate the-flow of raw materia.is,. 
The Commission states that the US can: 1) reiove restrictions 
‘on the entry into this country of materials from abroad; 
govern export controls and allocations so that supplies and 
equipment move to primary resource countries which wish to 
increase their production of needed materials;'and 3) join 
with other producing and consuming nations in international 
actions to reduce such impediments to trade as tariffs, export 
we quotas, currency restrictions, end cartel egree- 
ments, 


. The Commission advocates that the reciprocal trade pro- 
gram should be carried forward and its authority expanded. In 
addition, it recommends that permanent legislation entirely 
independent of the Reciprocal Trade Agreements Act be enacted 
authorizing unilateral elimination of the import duty on any 
industrial material in either crude or refined form whenever 
it is determined that the US is, or is expected to become, 
substantially dependent on imports of the material, and that 
such action is in accord with the national interest. Pro- 
cedures for making such determinations should be specified 
in the legislation. 


It recommends that the Buy American Act and similar pro- 
visions of State and other Federal laws and regulutions be 
repealed. It is pointed out that export controls and alloca- 
tions can become another block to foreign materials develop~ 
ment and that under the pressures of administering such con- 
trols the importance of projects abroad which produce materi- 
als in the emergency is apt to be more clearly recognized 
than that of long-range development, 





It is 
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It is emphasized that adequate allowance for supplies and 
equipment not only for existing producers abroad, but also 
for materials and general economic development for the future, 
must be vigorously carried out and that, in the administra- 
tion of allotments, adequate attention be paid to long- 

range materials and general economic development needs, 


In addition to unilateral US action in the trade field, 
the Commission says the US can and should take the initiative 
in urging more vigorous international action to solve trade 
and distribution problems which can be dealt with effectively 
only on an international basis, In that regard the Inter- 
national Materials Conference is mentioned and the longer-run 
objectives of the Food and Agriculture Organization, and the 
international study groups for wool, rubber, and tin, The 
Commission recommends that statistical surveys of materials 
demand and production be maintained by the UN and its 
specialized agencies and that when individual commodities 
present world problems which appear to justify such measures, 
separate international study groups be set up comparable to 
those now existing. The Commission also mentions the sub- 
stantial progress toward creating a world market free of 
restrictions on the flow of commodities between nations which 
has been made under the General Agreement on Tariffs and 
Trade and states that such efforts need to be carried much 
further. Another major requirement to stimulate world trade 
in materials is the solution of currency problems, for which 
the International Monetary Fund is the principal international 


instrument, 


International action is also needed, the report points 
out, for th. elimination of cartels and other restrictive busi- 
ness practices which hamper the production and flow of materi- 
als. A step in this direction was made in the ECOSOC decision 
to adopt a US proposal for setting up a committee to draft 
an international agreement on the subject of restrictive 
business practices, 


The report stresses that 
the economies of all free courtries, producers and consumers 
alike, would benefit if it proved possible to moderate the 
boom and bust swings of materials prices. The factors that 
cause materials prices to rise and fall more sharply than 
the level of most business are discussed, 


The 
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The Commission concludes that international action can be 
effective in reducing inetability in the materials markets, 
that this action is imperative, and that the solution lies 
in the direction of expansion and growth, not in the direction 
of quotas, narrow national action, and restrictions on pro- 
duction and trade. The Commission emphasizes that a strictly 
‘ national stabilization policy in industriel materials is 
impracticable and highly undesirable, Scarcity rather 
than abundance is'most likely to be the problem ahead, in. 
the Commission's view, and a method of price stabilization 
that relies almost exclusively on restriction is patently 
unacceptable, 


Difficult. though international commodity agreements © 
are to achieve, the path to. stability of markets lies in 
that direction, the Commission believes. It urges that ~ 
arrangements be sought whicn minimize restrictions on materi- 
als production and that commodity agreements interfere as 
little as possible with normal market processes, While prob- 
lems of each commodity must be approached on a case-by-case 
basis, the Commission believes special consideration should be 
given to three types of arrangements: 1) the multilateral con- 
tract; 2) international buffer stocks; and 3) international 


buffer stocks combined with limited quota arrangements. 


Energy for Other Free Nations The future drain upon the 
energy resources of the US end the cost level of its electri-~ 
city and fuel will be influenced increasingly by the energy 
problems of other free nations, Competition for fuels will 
be heightened by the uneven geographic distribution of free 
world energy resources in relation to demand. The Commission 
believes that the aims of international cooperation in the 
energy field must be: a) to push back the physical, techni- 
cal, and economic boundaries of free world energy resources; 
b) to expand energy supplies and the shipment of such supplies 
from surplus to deficit areas as well 48 energy consumption 
in source areas; and c) to achieve those patterns of energy 
production and use in each area which will satisfy needs 
at the lowest cost. Beyond this, provision must be made 
to meet the energy needs of a possible war when require- 
ments would press suddenly upward and normal sources of supply 


would be subject to grave disruption, 


Building 
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Building and Maintaining Stockpiles The materials in 
stockpiles constitute streny.th-in-being for the first surge 
of demand if total war breaks out, and are planned further 
to supplement supplies for an all-out war of considerable 
Guration. The US stockpiles are not yet adequate to these 
ends but the Commission believes the legislation under which 
the stockpile program is being carried out is generally 
sound and that in recent months the program has been very 
well administered. It states, however, that the present law 
has certain serious specific defects, and suggestions for 
correcting some of them are made. The Commission says the 
big question is whether the US can maintain and carry out a 
permanent, effective policy of stockpiling materials for 
security and says that the record of the past is full of 
shortsighted decisions and lost opportunities. 


With that in mind, the Commission recommends that stock- 
piling of strategic and critical materials be made a perman- 
ent instrument of the national materials policy of the US and 
that the provision of adequate funds at all times for orderly 
purchases commensurate with possible emergency needs be a 
fixed and constant policy. It recommends that the vulnera- 
bility to enemy ettack of the facilities for producing various 
materials within the US and other Western Hemisphere countries 
be fully evaluated in estimating the amounts of materials to 
be stockpiled. The Munitions Board and the National Security 
Resources Board should decide whether or not doing this will 
require amending the stockpiling act. It is recommended that 
annual reviews of the objectives and purchase programs of the 
stocipile be made and that they should be comprehensive, in- 
Cluding consideration of the effects of the proposed stock- 
piling measures on the economies of the US and other free 
nations, and of whether techniques other than stockpiling or 
in conjunction with stockpiling could better promote the 
national security. it is also recommended that as a general 
rule stockpile acquisitions should be made at a minimum cost 
without favoritism to any producers, or group of producers 
and that the Buy American provision of the present stockpile 
act should be repealed. It recommends that no withdrawals 
from stockpiles, other than those necessary for routine 
operations, should be authorized except in a declared 
emergency when the national security clearly and emphatically 
requires release of the particular materials. 


* * * 
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WORLD FOOD PROBLEMS Two branches of the UN's Food and 
DISCUSSED By FAO Agriculture Organization--the Council 
and the Committee on Commodity 
Problems--met in Rome in early June to study various matters 
pertaining to world agriculture. The Committee on Commodity 
Problems discussed the possibility of an international world 
food reserve, reviewed the world agricultural commodity 
Situation and examined international commodity stabilization 
techniques. It also looked into world trade in fruit and 
ve.etables, and explored means of stimulating consumption of 
milk and dairy products. At the FAO Council meeting, which 
directly followed, methods were explored for increasing the 
food supply of the world to keep pace with population in- 
creases in various areas. The Council] also studied pro- 
posals for an emergency food reserve to guard against famine, 
and agreed to set up a working group to study the possibility 
of having such a reserve. Cther matters to which it ,~ave at- 
tention included land reform and the control of locust 
plagues such as are now affecting sections of Asia ana Africa. 











Emergency Food Reserve Plan The possibility of an inter- 
national emergency food reserve aroused much favorable comment 


at the meeting of the Committee on Commodity Problems, but 
member governments did not have definite positions on such a 
plan, and indicated the need for additional preparatory work. 
Canada, the UK, France, the Netherlands and certain other 
countries supported the US position that much more study is 
needed, especially of the definition of famine and the © 
history of factors impeding famine relief. However, there 
was general agreement that the basic idea is good. In the 
subsequent Council meeting, agreement was reached to 
establish a working group on an emergency food reserve. The 
group is to consist of five experts: two named from import- 
ing countries, two from exporting countries, and one from a 
country approximately self-sufficient. The US has since been 
asked by the Director-General to be represented on the work- 
ing group by an official who lms had experience in connection 
with international relief activities such as those of UNRRA 
and UNICEF. The members of the working group are to be paid 
by their governments but would be expected to act to some 
extent in their expert rather than their national capacity. 
Discussion on food and famine is also taking place in the 
current ECOSOC sessions in New York. 
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Comm oli. ty _Discussion the Committee on Commodity Problems 
reviewed tne recent action of other intergovernmental grovps 
anc cgre:d thet the Secretcriat should study problems common 
to various commodity agreement propossls. On cocoa, the 
delesatves a.reed to recommenda thet the Secretariat complete 
es soon as possible a mejor survey of the situation for con- 
sideration et a later meeting of the Committee. 


The Council appreved the recommendetions of the Committee 
thet the Director-General ascertein the views of interested 
governuents cn the desirability of holding a special rice 
meeting wichin the framework of the F.i0, to consider problems 
of rice supplies and distribution. On the motion of Cube, 
che Council took note of the possibility of a sugar surplus. 
4.ctivities to combat cesert locusts were endorsed with little 
debate, with sugsestions that they be extended to ‘iest Africa 
conc Letin 4merica. The substance of a US proposel1 on in- 
creasing fvod and -gricuvlturel vroduction wes included in 
che Cuuncii's recommendetions. ‘he Council also approved a 
Us. proposel for priority on country studies and regicnal 
seminars, and edopted rost US administrative points. 


secunicel Cooperstion “hile the Council was in session, 
President cruimen eutuerized our delegation to repart that he 
nas instructed all U ecencies dealing with bilateral techni- 
cel ccoperation pregrams on food production end conservation 
tc cooperate fully with the F40O and give maximum support to 
cooperating governments to the end that progress will be 
mece toverd meetinz the pledze t> increcse the food supply in 
1953, which wes made by the 68 member nations in 1951. ‘whe 
coief of the US delezction elso pointed out that there is no 
certcinty thet the US can ce ntinve to supply proportionately as 
much of the food neecs of the werld as it has been doing. 


Director-Genercl Dodd reported on his observations of 
worlc food and cgriculturel vroblems and noted the progress 
oi member countries in F..0 prosrams and the amount of technie- 
cél assistance work being Gene by the Fu0. In 1952, it is 
expected vhet .’..0 vill increese its expenditures for supplies 
end ecvioment neeced tor active projects, with increasing 
emohasis being »laced on regicnel and nationcl training centers, 


The next meetings of the Committee and of the Council 
ere scheduleu to take plece in Rome in liovember, 


* * * 
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STATUS OF FOREIGN Dollar accounts in the US of eleven 
ASSETS BLUCKED IN US European banks have been blocked by 


| Treasury under its Foreign Assets 
Control Regulations since their issuance December 17, 1950,. 
because it had reason to believe that those banks, on behalf 
of certain customers, had participated in transactions in 
which there existed a Communist Chinese interest. 


FAC Regulations The Foreign Assets Control Regulations 
issued by the Secretary of the Treasury, under the authority 
of Section 5(b) of the Trading with the Enemy Act, block 
all assets in the US in which there exists a Communist 

. Chinese interest and prohibit, except by Treasury license, 
all dollar account transactions in which there exists such 
an interest. The Regulations therefore prohibit any dollar 
account transactions between any persons, including persons — 
or firms in Europe, and any Communist Chinese or North Korean 
national. The term "national" as. used in the Regulations 
includes not only all persons resident at any time since 
December 17, 1950 within Communist China or North Korea, 
but: also authorities in those areas and persons or firms :: 
located elsewhere who act for or on behalf of those countries 
or their nationals, Dollar accounts of foreign banks, like 
all accounts of domestic banks, are subject to the Foreign 
Assets Control Regulations, ) 





The purpose of the Regulations is to immobilize all 
assets in the US in which tnere is, or has been since the . 
date of the Regulation, a Communist Chinese or North Korean 
interest and, by preventing the importation into the US 
of goods of Communist Chinese or North Korean origin, to 
prevent the acquisition and utilization of needed foreign 
exchange by Communist China and North Korea. | 


Accordingly, whenever there is reasonable cause to 

believe that certain dollar account transactions of any 
foreign bank involve a direct or indirect interest of a 
national of Communist China, appropriate amounts in the 
accounts of the foreign bank which engages in such 
transaction have been blocked, The practice of Treasury 
in the case of accounts in the US of foreign banks which 
are not themselves. nationals of Communist China or North 
Korea is to block only such assets as are necessary to 





cover 
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cover the aggregate amount of the prohibited transactions. — 
Thereafter, Treasury unblocks portions of such accounts 
only if it is satisfied: a) that the bank has acted in - 
good faith without knowledge that. it was violating the 
Regulations in: question, and b) that there is no longer: - 
any exisving Communist Chinese interest in the accounts, - 


In order to. Satnatines the good faith and leck of ) 
knowledge of the Communist Chinese or. North Korean interest 
on the part of the blocked bank, Treasury requires full 
details of the prohibited transactions. Otherwise a determina- 
tion as to the nature of the bank's participation tn the: . 
transaction cannot be made,. In the absence of ful] information 
Treasury investigation of any case 1s retarded, anc the accounts 
accordingly remain blocked for a longer period of time than 
might otherwise be. necessary, . 


0 The. NNNAANANANANAY involved: in the 


Actions Take’ 3 
blocking action is the WOOO MN 
whose dollar accounts in the US were in pee 


in the amount of NNAQQNQANNA, . ie” nto | protests. si * 


OOOO in Washington, and the subsequent sub- 
mission by tne Bank to Treasury of the information required ” 


regarding. transactions in which there was a suspected interest : 
of Communist China, Treasury has ‘informed Bank representatives 
that 1t. 4s prepared to reduce the blocked amount to the total 
in which a current Communist Chinese. interest exists. The 


MMA NANNY hes. peepeoer certain bilateral. procedures | 
with blocking actions by Treasury . ee 


against BINA + ee geneseeve tise of nt 
proposals, Treasury has extended u RK 

the earlier arrangement whereby the RAN RRQ SSS AS 
in Washington will be. given at least 24 


fe) 
further blocking action is taken against Mone WRRAAANS SANK 
nationals for violations of the Foreign Assets: Control ¢ 


Regulations, 


The dollar assets of three » WAY WANN have Blocked: -. fn 
1) roe WAAAAANAAAAAAANY fn: ~~ amcunt of SNNNNNY in. 
ril 1 and \S in June Ree °) Gitlin 


Ap WN 
SSA SS 
\\\e 


NQAQNN; and HOKE OSG e in 
the amount of iscuss 
Csiihddtiidestess NN presentatives i. 


Washington and expressed: the hope that the Bank would supply 
the information requested by Treasury regarding that Bank's 
finencial transactions in which there was an alleged interest 


of 
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of Communist China. The SSO have proved a 
stumbling block for compliance with this request, with the result 
that the banks involved. have to date failed to supply the informa- 
tion. toa Treasury. Meanwhile, a representative of the NYA 
Banlzers '- Association will arrive in Washington on July 15 to ex- 
plore with Treasury the possibility of NNNN-Treasury cooperation 
with a view to.preventing dollar transactions of the type. which 
result in Treasury blocking actions. Treasury. does not, on the 
basis of. facts presently known, contemplate further blocking of: 
any WWANNNban!c before the middle of July, with the’ possible ex- 
ception of a special transaction of the SSS 


involving WINN. 


| The blocking of $1 million of the AAANAAAAAAAAAAAN of 
WMONNNAAANRin August 1951 was followed by instructions of that 
bank to a1] WANAAANAAAAAAAAAAAAAANNNNN which ‘created the im- 
pression that the FAC Regulations require the blocking’ of all‘ 
obligations of QNNANNANN nationals to Communist China.or North 
Korea,. including non-dollar obligations. This question is now | 
being explored and a clarification will be made. 


Since the ne blocicing of the dollar accounts of the WANNA 
AWNAANAAAAAAAAAAAAAASY in March 1952 in the amount. of 


Us: current transactions through US banks with -the 
WANNANN are being licensed by Treasury provided the US bank is 


satisfiea that there is no Communist Chinese interest in the 
‘transaction. This licensing does not affect the amount blocked. 
Soviet authorities in NNNAAAAANN have protected the ne » 
action. 


. toe banks wae dolar accounts were apiece aren January 
RK or 
WOR he nt were SSS “aa Nene ANNNY 
WW SRR in the amount of 
WNINNNANANAN Gwo other banks whose dollar assets were blocked 
and later released because of WAR 
Chinese interest were the \ NINN 
NNANAAAAAAANY in Jenua _ SS 51 and the PVR 
pene AAAINAAAAAAAAAAAAAAA WANIAAAIWNN, tn April. 


The US is at present sensetietes ted advisability of ap-. 
proaching other Western European countries, whose banks might be 
involved in transactions affected by the FAC Regulations, on a 
bilateral basis to obtain their cooperation in preventing viola- 
tions of the Regulations, thereby minimizing action against 
their banks. 





* * * 


US 


DECLASSIFIED FOR PUBLICATION IN FOREIGN 
RELATIONS OF THE UNITED STATES 

















SECRET - SECURITY INFORMATION 
ok ~ 


US-A'STRIAN NEGOTIATIONS Over the past year, there has been 

Ok ECONOMIC MEASURES extreme dissatisfaction in Washington 
with Austria's failure to put its 

economic house in order, in spite of huge grants of US aid in 

the post-war period. Eecause of our feeling that the current 

inflationary situation is e reflection of Austrian failure to 

adopt adequate measures, Embassy and MSA officials in Vienna 

have been negotiating with the Austrians for adoption of drastic 

economic and administrative reforms. These matters were discussed 

with Chancellor Figl during his recent visit to Washington and. 

more recently, between Figi and Secretary Acheson when the latter 

was in Vienna. 


Background At the close of World War II, Austria, like 
many other countries, was suffering from a plethora of money and 
a substantial lack of goods. Moreover, the Austrian situation 
was complicated by several additional factors: 1) the burden of 
occupation, particularly Soviet exploitation; 2) measures adopted 
by the Austrian Government had to be approved by the occupying 
powers which seldom agreed on Austrian political or economic 
problems; 3) Austria did not have full control over all its re- 
sources; 4+) Austria's historical export markets in Eastern Europe 
were becoming less accessible; and 5) the country was subjected 
to an influx of currency from abroad before steps could be taken 
to overhaul the monetary structures. 





The investment and credit policies pursued between 1948 
ami 1952 led to an inflationary expansion of credit which was in- 
compatible with a stabilization of the price level and resulted 
in a shortage of goods available for export and for internal 
consumption. As of the first of this year, no real stability 
had been achieved in the country's financial structure and in 
the purchasing power of the Austrian schilling, despite two major 
currency reforms and substantial amounts of foreign aid. Instead, 
the volume of credit had increased seven times since 1947, while 
the cost-of-living index had more than doubled the 1947 figure. 


While US aid has contributed to a 7% real increase in the 
gross national product and a 13% rise in industrial production, 
these gains were achieved at the cost of one of the most pre- 
cipitous inflationary wage-price spirals in the world. On the 
other hand, agricultural output is still below that of the imme- 
diate prewar period. A major cause of the infiation has been 
the excessive expansion of commercial credit, which increased 
73% between June 1950 and February 1952. A second major factor 
is the large public deficit. The preliminary estimate of the 


1952 
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1952 deficit was 2 billion schillings out of total budgetary 
expenditures of 18 billion schillings. Inflation has also .been 
given considerable impetus by the conclusion of at least five 
comprehensive wage-price agreements since the énd of World 

War II. / 


Moreover, tesrcvebees in Austria's balance of trade ‘has - 
been retarded. ‘Whereas in other industrial countries of Western 
Europe, the terms of trade have been improving in recent months 
as the result of the softening of world prices for raw materials, 
Austria's balance has not improved and. it has been estimated 
that the trade ceficit in 1952 will be in the neighborhood. of 
$275 million. Export difficulties are due to the high relative 
costs of production; the cumbersome, politically enmeshed. export 
procedures; the inability or unwillingness of the Soviet bloc. . 
~ eountries to supply goods needed by Austria; by loss of Eestern 
European markets; and by restrictions on impor tation of some 
Austrian goods imposed by Western countries for. balance-of- 
payments reasons. 


- -In addition to the above, serious irregularities have been 
discovered in the handling of Marshall Plan aid by Austria's — 
largest banks, Creditanstalt and Laenderbank, disclosing the . 
need for radical reforms in the Austrian banking systen. 


. =U Urges Action In January the US Ambassador and the Chief 
of the MSA Mission met with the Austrian Chancellor and Vice- 
‘Chancellor and discussed the inflationary problem and the need 
for Austrian action. The Chancellor requested that a summary 

of the points discussed be sent to him and this was done by 

C. &,. Meyer, head of the MSA Mission. Meyer's letter stressed 
that, to preserve the Austrian economy, it would be necessary 

to take prompt action for effectively restricting and channeling 
the utilization of credit; for balancing the budget; for con- 
trolling imports, exports, and foreign exchange; and for removing 
the restrictive production and trade practices that handicap the 
fuli development of the economic potentialities in Austria. It 
was pcinted out that the counterpart release level of the current 
year could not be considered apart from the entire Austrian 
economic situation and from the measures taken or planned by the 
Austrian Government to counteract continuing inflationary 
pressures. 


First Austrian R No reply was received from the Austrian 
Government until the latter part of May, and then the reply was 
unsatisfactory. Meanwhile a mission from the International 
Monetary Fund spent two weeks in Vienna and confirmed our views 
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as to the seriousness of the inflationary situation and the 
needed measures. MSA was particularly concerned that the Aus- 
trian Government in its reply did not give more explicit assur- 
ance for the control of credit expansion. Moreover, the budget 
balance outlined in the reply assumed the borrowing of 250 mil-° 
lion schillings of cash bank reserves and the use of 300 million 
schillings of counterpart funds. The Mission was further dis- 
turbed because, contrary to previous - er yepes the government 
had continued an undetermined amount of price gap financing in 
1952. Littie progress. had been made in administrative reforms 

or in import-export: licensing procedures. Despite all these 
deficiencies, however, some progress had been made toward: stabili- 
zation. The coalition parties had reached a compromise on meas- 
ures to cover the budget deficit. These included increased taxes 
and railway freight rates and cuts in outlays for public adminis- 
tration and investment. Agreement was also reached within the 
government on distribution of food and agriculture subsidies. 


In view of these developments, the Austrian Government was 
informed officially at a eee ting June 3 that the US would 
authorize the release of 1.5 billion schillings of counterpart — 
after agreement on the projects to be included in the program. 
This sum is in addition to the 400 million schillings released 
earlier this year as a 1951 supplementary program. The Austrians 
were also informed that an additional 500 million schilling re- 
lease would be considered if the government succeeded in balanc- 
ing its budget and if the outstanding volume of commercial credit 
was reduced to the January level. 


Second Exchange of Letters On June 13 MSA Vienna trans- 
mitted another letter to Chancellor Figl, in which the US ac- 
knowledged the Austrian reply to our January letter and noted 
that developments since that time, particularly in the credit 
and foreign trade fields, had borne out our serious concern. 

The release of counterpart was confirmed and it was stated that 
we would like to maintain the counterpart investment program at 
as high a level as is compatible with internal monetary stability. 
Hence, the failure of the Austrian Government to adopt adequate 
monetary and fiscal measures was the motivating factor back of 
the US decision to approve only 1.5 billion schillings of coun- 
terpart release. The letter went on to make specific recommenda- 
tions for Austrian action in the fields of finance, credit policy, 
foreign trade and foreign exchange, investment policy, business 
practices, and administrative reforms. : 
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A reply has just been received by the MSA Mission from 
Chancellor Fig? which the Mission still finds disappointing. 
Except for reporting a new credit agreement concluded by the 
Finance liinister anc the Austrian National Bank with commer- 
eiai and joins-s‘oc:: banks which is aimed at tightening credit 
exparsion, there is no indication of new programs to attain 
stabi Lization and structural reforms. In fact, the letter 
States thet no sericus inflationary forces are now at woik 
and maintains that a credit rollback is not possible without 
aceflation ani social and political unrest. The Austrians 
assume further counterpart release, including 500 millior. 
“shillings for budget. The large trade deficit in the first 
part of 1952 is attributed to the arrival of goods ordered 
and paid for in 1951 and it was stated that a temporary crop 
in impo~ts is expected. The letter stated that measures for 
increasing experts are being planned and that the Trade 
Min2astry has been given ereater power to approve import 
applications and that it plant improved export licensing 
procedure. As to business methods, the letter said tnat the 
cartel law and abrogation of tne license law should improve 
the situation. Repayment of foreign exchange diversion is 
promised if proved by the detaiie) banking investigation. 


Barking LpeSt aka ticy With regard to the banking matter, 
Chancellor Figl told the Secretary in Vienna that the investi- 
gation of the nationalized banks is now completed, with Pariia- 
ment; expected to complete its findings in the next two weeks. 
He said the detailed questions submitted by US authorities 

will be answered, and the Anstrian Government will undertake 
reform of the tanzing statutes. Because of tire failure of 

the Austrian Governront to proceed satisfactorily vith the 
doliar diversion investigation, programmed MSA eid to Austria 
was suspended between Apr2i 14 ari June 11. This action led 

to the withholding of a $6 million cotton loan to Austria by 
the Eximbank because the latter decided it could not deal 

with eitner the Creditanssalt or Laenderbank ard the Austrian 
Government had nov suggested a suitable alternative. We pro- 
pose to warn the Austrian Government that unless ecrrrective 
measures are taken promptly neither Creditanstalt nor any of 
ats subsidiaries will be permitted to act as a supplier, in- 
porter, agent or financing institution on MOA financed pwocure- 
ment or as an agent or financing institution in connection 

with disbursement of cowterpart. 
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DEFENSE PRODUCTION The Defense Production Act Amendments 
ACT PROVISIONS of 1952 have been passed by Congress and 

Signed by tne President. Wage and price 
controls are continued until April 30, 1953 and federal rent 
controls until September 30, 1952 except for areas where 
locsl governments take specific action to extend them to 
Avril 30, 1953. Credit controls are considerably weakened 
with the power to reimpose controls on consumer credit com- 
pletely eliminated. After signing the bill, President Truman 
criticized it as "weakening our ability to hold down prices 
and stabilize our economy." 


Because of their impact on foreign relations, ‘he 
Department was particularly concerned with three issues that 
came up in Congressional consideration. These concerned the 
restrictions on impcrts of fats and oils, the proposed amend- 
ment restricting imports of products containing scarce mate- 
riais, and US participation in the International Materials 
Conference, 


Fats and Oils Provision Section 104 of the new act, 
while retaining tue previous criteria on imposition of import 
controls for fats and oils, provides that the controls can 
be exercised selectively by type and varieties of a commodity 
and permits the Secretary of Agriculture to relax import 
restrictions by 154 for each type and variety when necessary, 
taking into consideration the broad effects on international 
reiationshins and trade. In clarification, the Conference 
Committee stated that: "It desired to make clear that this 
authority is not to be exercise¢ with respect to types of 
cheeses, such as Rocquefort and Switzerland Swiss which, 
because of their United States selling price, are clearly 
not competitive with domestically produced cneeses.* 


The Department cf Agriculture has announced a revised 
vder under Section i04 which sets initial quotes and pro- 
vides for removal of import controls on certain types of 
cheeses. This constitutes a definite relaxation from the 
provisions as applied heretofore. Furthermore, as required 
7 law the Secretary of Agriculture will continue to review 
e situation affecting the commodities included and may 
change the degree of control or -release control of certain 
itens. 


The 
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The order removes import controls from Emmentialer or 
Swiss cheese with eye formation, Gruyere process, Rocouefort 
anc miscellaneous processed cheeses except those processed 

rom Cheddar, Elue mold, Edam and Gouda. The latter class 
includes Bel Paese and other specialties, about two-thirds 

of which come from Italy. Both the Italian and Netherlands 
representatives expressed disappointment, after receiving 

the order, that their cheese is subject tc continued restric- 
ticn and exvressed the strong hope for prompt revision to 
exempt such cheeses. Revised quotas were set for July i, 
1952 to June 30, 1953. These do not reiate to any particular 
yecor and are somewhet higher than imports authorized in 1951-52 
except the quota for Cheddar, which is ebout the same, and 
for Casein, which was reduced 25%. The quotas are as fol- 
lows: Blue mold, 3 million pounds; Edam and Gouda, 3 million 
peunds; Italian types, 20 million pounds; Cheddar, @.5 million 
pounds; Casein, +O million vounds. Tnese quotas do not in- 
clude the 15% increase which the new law authorizes the 
Secretary of Agriculture to allow when necessary, taking 
into account the broad effect on internetionai relationships 
and trade. Imports of malted milk compounds and all substi- 
tutes for milk or cream are made subject to license. Butter 
substitutes offered for impcrtation within this class wiil 
not be granted licenses; procucts which Agriculture determines 
have other uses are to be licensed freely. 


In his comments on this Section of the Act the President 
said . .. "the Congress has made some slight improvement in 
the so-called Cheese Amendment, which limits our foreign 
trade and has been so harmful to our relations with friendly 
nations." 


The Department has teen urging repeal of the fats and 
oils provision ever since it was enacted. We received pro- 
tests from the countries affected and were chareed with vio- 
lating the Generai Agreement on Tariffs end Trade. At the 
sixth session of the Contracting Parties the matter was raised. 
Our delegation told of Administration efforts to bring about 
repeal and a resolution was vnassed which urged the contracting 
parties to afford the US a reasonable period of time to rectify 
the situation at the next session of Congress ani asked the 
US Government to report not later than the opening of the 
seventh session, which is scheduled for Geneva next October. 


terna yal 
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Internationa) Materials Conference For a while, in 
Congressional ccnsideration of the Defense Production Act, 
be*a the International Materials Ccnference and inadvertently 
the Controiled slaterials Pian were in zeonardy. As finaliv 
passed, the Act authorized continued Us participation in the 
lil, with a provisc attached, and specified that no ban on 
the CMP operation was intended. However, since the passage 
of the Defense Production Act a cloud has been cast upon 
the International Materials Conference by a ricer on a bill 
ccntaining appropriations fcr tne Lepartment of State. 


The Senate adopted the Ferguson amendment and tne House 
adopted the Sadiak amendment to the Defense Production Act, 
both of wnich would have necessitated US withdrawal from tue 
IMC by in effect prohititing use of US controls to implcment 
ImC recommencations. Later, the Senate adopted the Fulbright 
amendment which conflicted witn the Fergusor amendment in 
that it authorized US participstion in tne IWC but required 
public hearings before US accentance of IMC recommended allo- 
cations. 


in its final form, the amendment reads as follows: "No 
agreement shali be entered into by the United States limiting 
total Unitec States ccnsumption of any material unless such 
agreement euthorizes domestic users in the United States to 
purchese the quantity of such material allocated to other 
countries participating in the international Materials Con- 
ference ana not used by any such participating country." it 
is believed that this wili present no serious opstacie to 
continved effectiveness of the IMC. It wiil, of ccurse, 
necessitate setting up machinery whereby participating coun- 
tries provide information to the US on unused aliocations. 


The final act also retained the policy statemen: of the 
original Sadlale amendment to the effect that "when ail re- 
ouirements for the national security, for the stockpiling of 
critical and strategic materials, and for military assistance 
to any foreign nation euthorizea by any Act of Congress have 
been met through aliocations and priorities, it shall be the 
policy of the United States to encourage the maximum supply 
of raw materials for the civilian economy, includirg smail 
business, thus increasing employment opportunities anc mini- 
mizing inflationary pressures." The act also specifies thet 
nothing contained in the act shali impair the authority of 


the 
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the President to exercise allocation and priorities controls 
over materials, both domestically produced and imported, 
through the Controlled Materials Plan or other methods of 
allocation. 


The victory of getting recognition for IMC in the 
Defense Production Act wes dimmed two days later, however, 
by a rider attachea to the Department of Etate appropriation 
bill which stated that none of the funds could be used for 
work in connection with the International Materiais Conference. 
the rider states that the State Department may send an observer 
to the INC in the same manner as it sends observers to other 
internaticnal organizations of which the United States is not 
amember. There was considerable inconclusive discussion on 
the floor as to whether this invalidated the Defense Produc- 
tion Act's implied avthority that the US could participate 
in the IMC. A legal interpretation is being now sought on 
that point and the Department is conferring with the Bureau 
of the Budget to see if other funds can be found for use in 
connection with US participation in the IMC. 


Imports Provision Eliminated The House version of the 
Defense Production Act contained a provision, known as the 
Ramsay amendment, which would have restricted imports of 
products containing materials which are undcr allocation in 
the United States. There was no similar provision in the 
Senate bill and tne Administration was successful in getting 
this eliminated in the conference report. 
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NORTH ATUAITIC The Civil Aeronautics Board's North Atlantic 

ROUTE DECISION Certificate Renewal Decision epproved by 
President Truman on June 28 will permit PANAM 

and TWA to continue their transatlantic operations with cer~ 

tain modifications until July 4, 1959. The decision continues 

to permit competitive service between our international 

car-'iers to major European cities and adheres generally to 

tr .aspic route pattern which has been followed since 1950. 

C .ficates wiil be issued to the carriers for a seven year 

}-.10d except for the grant of several permanent points to TWA, 


thereby 


DECLASSIFIED FOR PUBLICATION IN FOREIGN | 
RELATIONS OF THE UNITED STATES 














BEST COPY AVAILABLE 


CONFIDENTIAL - SECURITY INFORMATION 
s Me 


thereby substantially equalizing its competitive position 
with that of PANAM., In general, the certificates will 
designate countries or areas to be served and will be sup- 
plemented by a separate document snecifying individual points 
of service. With a few exceptions, the Department concurred 
in and supperted the Board's conclusions, 


Bacliground In 1945 when North Atlantic air service was 
establishcd by US international air carriers it was planned 
that a review of the North Atlantic route pattern would be 
made in i952 based upon experience gained during the seven 
years' trial period. In 1950 when PANAM acguired the property, 
assets and business of American Overseas Airways and the 
authority to fly its routes, President Truman decided that 
both PANAM and TWA should be authorized to serve the four 
Ruvropean cities which he considered tc be the most important-- 
London, Paris, Rome and Frankfort. This became known as the 
North Atlantic Route Transfer decision and constituted a 
change in practice from the area service concept, whereby our 
international carriers were generaliy not permitted to serve 
identical transfer points, to the concept of point-to-point 
service, (See page 3, February 18, 1952 issue.) The recent 
CAB decision adheres closely to the findings of the North 
Atlantic Route Transfer Case, 


Routes and Certificates In the new decision the Board 
ruled that, in general, routes would be awarded to the two 


international carriers on a temporary basis so as to permit 
more time and flexibility in determining a permanent trans-~ 
Atlantic route pattern. However, since PANAM had previously 
been accorded permanent authority to serve London, Lisbon 
and Marseilles, TWA was granted permanent status to serve 
the New York-Paris~-Rome route via intermediate pcints in 
Newfoundiand and Ireland, In addition, TWA is authorized 

to serve Vuwait on its flights between Basra and Dhahrai, 
thus linking the major oil centers of the Middle East to the 
US with a singie-carrier service. TWA is authorized to 
serve the Azores on the route between the US and Portugal, 
and Italy will be added between Tunisia and Egypt, Accord- 
ing to the new decision, TWA will continue operations to 
India, specifically Bombay, but not to points furtner east. 
The Board is deferring decision on TWA's appiication to 
serve points east of India until this question can be con- 
sidered with Nortnwest Airlines' appiication for extension of 
its trans-Pacific system to India, 


PANAM 
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PANAM will be certified to scrve Nice on its route to 
Marseilles and its Lisbon-Foynes route has been climinated, 
The latter was started during World War II as an emergency 
measure and has not been used since 1946, For the present 
PANAM will continue to serve Easra on its Middle East route, 
PANAM was originally authorized to operate to Baghdad rather 
than Basra, but because of inadequate airport facilities at 
Bughdad, PANAM has been serving Basra instead. Under the new 
decision, PANAM will continue to serve Iraq with the provision 
thet its service to Basra shall terminate sixty days after the 
conclusion of mutually satisfactory arrangements between Iraq 
and the US providing for service to Baghdad. Consistent with 
the Board's decision regarding TWA's application to serve points 
east of India, PANAM will continue to operate its route to 
Calcutta but consideration of its request for route renewals 
east of that point is being deferred, 


On its South Atlantic routc, PANAM will be permitted to 
serve Lisbon and Casablanca as intermediate points between 
the Azores and Dakar, PANAM's South Atlantic route operation 
to Lisbon has until now been covered by an exemption order. 
PANAM's certification to operate the South Atlantic route 
will terminate August 14, 1952 at which time this portion of 
PANAM'S operations will be reviewed. 





New York will be the terminal point for both carriers, 
with Chicago, Detroit, Boston and Philadelphia designated co~ 
terminais. The Board decided tnat continuation of Washington 
and Baltimore as transatlantic co-terminals was unwarranted 
and eliminated them, 


Nepartuent's Views When the case was under review the 
CAB adopted some recommendations mede by the Department, 
These included recommendations that: certificates be issued 
to the cerriers on a temporary basis; the competitive posi- 
tions of TW’ and PANAM be more nearly equalized by according 
TWA permanent points of service; the status guo be maintained 
in the Near East; and certificates include service to 
satellite areas despite our inability to serve those areas 
at this time, 


Although tne Department considered the Board's cecision 
in general a satisfactory solution of the complex issues in- 
volved in the case, it recommended certain changes to the 
Bureau of the Budget prior to submission of the decision to 
Presicent Truman for approval, These recommendations were 





over-ridden 
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ove:-ridden, however, Among other things, we felt that a 
pericd of from tmree to five years would be more savisfact- 
cry than seven for the duration cf the certificates, believing 
the experience gained during the next three to five years 
added to that obtained since the decision of the North 
Atlantic Route Transfer Case in 1950 should provide an ade~ 
quate basis for evaluating the performance of the two US 
carriers. We felt that other countries might be less re- 
Strictive toward the activities of our carriers if they were 
made aware of the fact that the routes were subject to con- 
tinuing review and possible change. 


i1lso, we urged against statements in the Board's opinion 
indicating that US carriers rely heavily on the carriage of 
traffic between the territories of cther states along inter- 
national trunk routes (fifth freedom traffic), particularly 
where such traffic would be gained as a result of substantial 
deviation from a reasonably direct route. We particularly 
wanted to avoid this situation with respect to awarding 
PANAM service to Liston and Casablanca on the South Atlantic 
route because of the possibility of its bringing about complex 
aviation negotiations with France and Portugal. We would 
have much preferred ir these instances that short-term 
exemption orders be issucd, 
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FEDERAL TRADE COMMISSION REPORT The Federal Trade Commission 
ON _ ALLEGED WORTD-WIDE OTL CARTEL has prepared a report on the 

| operations of oil companies . 
in the Middle East which, although classified, has been the sub- 
ject of press interest and comments since it was distributed 
within the government. The Department's views on publishing 
this document were sought when it was first completed. The 
Department did not recommend blocking issuance of the report, 
Since that decision wasone for the Federal Trade Commission, but 
it did point out the probable consequences in the Middle East 
of publicly denouncing oil company operations in that already 
troubled area, particularly as this might retard settlement of 
the Iranian oil dispute. Furthermore, while the report has been 
studied in the Department, our position in the event of publi- 
cation has not yet been formulated. In criticizing the oil 
companies, and there is undoubtedly much to criticize, it should 
also be remembered that they have brought many benefits to under- 
Geveloped areas, and US companies in particular were responsible. 
for introducing the 50-50 formula into petroleum contracts, 


The principal consequence of the report to date has been 
the action by the President directing the Department of Justice 
to take appropriate legal action against the international oil 
cartel and, in that connection, he has instructed the Depart- 
ment to assist Justice in gathering data. While these legal 
proceedings are in progress, and until the whole situation is 
clarified, it may be necessary to hold in abeyance our action 
in regard to certain other aspects of Middle Eastern policy. 


In general, the report describes the resources and concen- 
tration of the world petroleum industry, the historical develop- 
ment of joint control over Middle Eastern oil, and the production 
and marketing agreements among international oil companies, which 
have resulted in a gigantic, world-wide, interlocking web of 
strictly controlled petroleum operations, 


ci Aecording to the report, con- 
trol over the international o1i1 industry is largely in the 
hands of seven integrated companies: Royal Dutch-Shell (British 
and Dutch); Anglo-Iranian 011 Company (British); Gulf O11 
Corporation (US); Standard 011 Company (New Jersey) (US); 
Socony-Vacuum (US); Standard 011 Company of California (US); 
and the Texas Company (US). These seven international com- 
panies operate through layers of jointly owned subsidiaries 
and affiliated companies. Joint ownership of affiliated 
companies in 1950 was probably more widespread in the internation- 
al petroleum industry than in any other field of enterprise, 
Through this corporate complex, the seven companies controlled 


not 
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not only most of the oil but also most of the world foreign 
petroleum refining, cracking, transportation and marketing facili- 
ties outside the USSR. If one excludes the Soviet bloc and the 

US, the seven companies account for 8% of world crude production, 
77% of refining capacity, and 85% of cracking capacity. In 1948 
the large companies owned or controlled about two-thirds of the 
privately owned tanker fleet. All of the important pipelines out- 
side the US are owned by these seven companies. In the US and 
Canada, international companies are joined with the large domestic 
oil companies in the contrel of pipelines and companies holding 
patents on technological processes--operations where control is 
likely to exert the maximum of influence on the industry. 


The directors cof the major international oil companies meet 
to determine the price and production policies of companies whose 
operations must inevitably affect the oil industry throughout the 
world. Control through the joint-ownership device is further 
centralized and unified by the fact that directors of the major 
companies also serve as directors of some of the more impertant 
affiliated companies, including indirect interlocking directorates 
in the US oil industry. In the opinion of the Commission, this 
Close association of policy-making officials can readily result 
in a unified management of the various combination of interests, 
and tends to lessen the opportunity for effective competition be- 
tween the major companies in their foreign operations. 


US Interest _ in Foreign Oil After 1920, US companies became 


actively interested in foreign reserves, fearing a prospective 
shortage of American oil and a British-Dutch monopoly of foreign 
reserves. Their interest was stimulated also by rising costs of 
American oil and the discoveries of large foreign reserves which 
would afford a ready supply of cheap oil, advantageously located 
to important consuming markets. This interest was transformed 
into a successful effort to acquire substantial oi] reserves in 
Seath America, particilarly Verezuela, ana in the Middle East. 
Control by US interests over foreign reserves has been achieved 
in most cases through the use of two techniques: joint ownership 
and long-term contracts for the sale of crude oil. , 


Joint Control through Common Ownership The report describes 
the history of the Iraq Petroleuz Company, formerly known as the 


Turkish Petroleum Company, as the first joint venture in which 
important American and foreign oil companies were united in one 
operation, and indicates the restrictive influences at work since 
its inception. 


In 1914, Germany and British interests in the Iraq (Turkish) 
Petroleum Company agreed not to produce or manufacture oil in the 
Ottoman Empire, except through that company, either directly or 


indirectly. 
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indirectly. After the war the German share went to the French. 
Tne US was anxious to heave an "open-door" policy of free access 

to concession areas in the Middle Fast and waged a cectermined dip- 
lomatic battle with the Pzitish regarding the rights of American 
Oil companics to participate in the development of MiddJe« East oil 
resources. It was not until i926 thes the American group's share 
was finally setuled. By that time, US interests reaiized that 
they would not get a ccnzezsion of their own, but they succeeded 
in octainivig a working agreement (the Red Line Agrecment) which 
controllec the internal pelicies and operations of the IPc. 


I; took the companies from 1927, when oil was discovered in 
Ireag, to 19234 to stazt commercial operations. In addition to 
natural handicaps, some of the groups appear +o nave employed de- 
liberate staliing tactics in order to reierid expiorstion and de- 
velopment. The report dew.lares that Royai-Duteon-Shell, Anglo- 
Irani2n, and the american groups in the comwpeny ned a general 
interest in curtailing world cil production as they had substantial 
procuction elsewnere. 


IPC has aeveloped none of its concession sreas rapidly, and 
its reputation for obstructionism, according to the report, is 
firmly esti vlisne2 througneat the Midile East. When it entered 
inte refining ani marketing in Tripcli, its policies there, con- 
Ciudes tne FIC, made it clear that the underlying motives of the 
IPC groups were to keep prices in line, maintain strict controls, 
and in general, operate in accordance with cartel principies. 


According to the Commission, the discovery of oil by Standard 
of Caiifornia in Bahrein and Saudi Arabia brought dismay to the 
three major groups in the IPc by threatening to upset Middle East 
oil relationships. A series of complicated maneuvers took place 
between Standard of California and the Texas Company resulting in 
she formation of Caltex. The IPC then negotiated with Caltex and 
eventually reached an accord which also included Socony and 
Arabian-Americen. The groups agreed to provide the necessary addi- 
tionel facilities to expand preduction in accordance with a planned 
program, arrived at a formula for pricing and provided for the 
dispesal of its oil. 


The report also delves into the common ownership of the Arabi- 
an American Oi1 Company in Saudi Arabia, and the series of arrange- 
ments which brought about a shift of supply without disrupting 
established marketing vositions. 


Control through Purchase and Sale of Oil Throughout the 
world the “big seven" oil companies buy and sell among themselves, 
through contracts to purchase and sell large med gpa of both 
crude and refined products. These are not ordinary commercial 
agreements, in the opinion of the FIC, but provide another basis 


for 
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for jcint control over oil production and marketing. These con- 
tracts channel oil through firms able to and interested in main- 
taining world prices and markets. Their mutual interests are 
snown, says the repert, in the unusual terms as to price agreed 
upon by the parties: for example, under the Guif-Shell contract no 
price is stated, but elaborate provisions are made for the division 
of profits between the two parties. The profits are determined and 
Shared for the entire integrated process of producing, transporting, 
refining and marketing for a minimum period of twelve years. The 
Anglo-Iranian long-term contracts, to cite another example, are 
based on "cost vlus" pricing »rinciples, under which the b«iyer 

will benefit from any economies achieved by the seller in his 
operations. These contracts also call for the delivery by Anglo- 
Iranian of all information relating to the cost elements entering 
into the price, which Jersey and Socony (parties to the contracts) 
might “reasonably" request. 


In Venezuela the contracts made between the oil companies 
were of a far more comprehensive nature than in the case of the 
Middle East, welacing the interests of the parties together in an 
explicit joint enternrise lesting for the life of the concession 
owned by the joint enterprise. ‘ihe "sale of oil" features of the 
contracts would appear actually to be a sharing of oil among the 
three companies--ftandard, Shell and Gulf--while the contracts 
themselves appear to have been designed to further the regulation 
ana control of the development of crude oil production in Venezuela, 
declares the report. 


Production and Marketing Agreements Standard Oil of New 
Jersey, Royali-Dutch-shell end Anglo-Iranian were the primary movers 
behind the 1928 agreewent which was designed to forestall damaging 
outbreaks of competition both among themselves and with others 
throughout the world. Seven principles to govern group action 
were formulated. These included acceptance by the participants of 
their 1928 volume of business and their proporticn of any future 
increase in consumption; joint use of existing facilities; con- 
struction of only such additiona}) facilities as were necessary to 
supply increased demand; vroduction to retain the advantage of 
ceographical location; supplies to be drawn from the nearest pro- 
ducing area: excess of production cver consumption to be shut in 
by producers in each producing area; elimination of any competitive 
measures or expenditures which would materially increase costs 
and prices. 





However, events subsequent to this effort to stabilize the 
industry through a single world-wide agreement demonstrated the 
difficulty cf aligning diverse interests under a single agreement, 
and underlined the insufficiently dominant position of the three 
companies in world production and distribution as the basis for 
effective cartel controls in local markets. tn 
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In an effort to implement the 1928 agreement, the three 
companies conferred in 1929 and formulated a memorandum for 
European markets as of January 1930. In this they set forth 
the terms upon which they agreed to act as a unit in attacking 
the problem of world controls 1) through agreements among them 
selves and with others to control production in particular 
producing areas, and 2) through marketing agreements involving 
themselves and others, in particular consuming countries. In 
1932 Socony-Vacuum, Jersey, Anglo-Iranian, Shell, Gulf 
Atlantic and Texas made another agreement concerning aistribu- 
tion which provided greater elasticity in the application of 
quotas under the 1923 agreement. This was tightened up in 1934 
with a new agreement which was more detailed in respect to re= 
strictions on production, division of markets, price fixing 
and methods of competition. 


This cumulative effort to operate and extend control under 
the various international agreements apparently established ac- 
ceptance of the principles of the 1928 agreement, so that their 
observance among the corporately interrelated international 
group became practically a custom of the trade. 


The international petroleum companies, 
the report states, have clung tenaciously to the Gulf plus bas- 
ing point system of pricing. (Under this system the price of 
oil is figured at the Gulf of Mexico price plus transportation 
costs from the Gulf to the point of destination.) The companies 
use this system for two basic reasons: to eliminate differences 
in delivered prices among the various sellers at any given point 
of destination, thereby making the selection of one seller over 
another a matter of indifference to the buyer insofar as price 
is concerned; and to make the relatively high US Gulf prices the 
basis for both crude oil and refined products prices throughout 
the world. Under the resulting price structure American com 
panies operating in the “iddle East have made substantial net 
profits on their combined producing, refining and marketing 
operations. These profits, according to the FIC, were realized 
under a pee that bases delivered prices throughout the world 
on high costs, although this country has become a net im- 
porter of petroleum; uses schedules of uniform freight charges 
that may not have any real relationship to transportation costs 
actually incurred, especially by the major companies which con= 
trol the bulk of the world's tankers; and is supported by the ef-~ 
fort on the part of the major international companies to adjust 
production to world demand. The propriety of continuing this 
pricing system has been questioned by industry spokesmen them 


selves. 
-_ * = 
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a: 
PUBLIC ADVISORY BOARD TO The President has announced 
STUDY US TRADE POLICY that he has directed the Public 


Advisory Board for Mutual Security 
to make a study of US trede policy with the purpose of mak- 
ing recommendations to the White House and Congress on the 
course of action this country shonld follow. In announcing 
the study, the President said:recent US curbs on foreign 
trade may threaten the mutual security program and pose “a 
very real dilemma for our whole foreign policy." The 
Department, which was consulted on: the propesed assignment, 
believes recommendations from an independent body will be 
most helpful to its ewn continuing study of the problen. 


The scope of the study will include the related 
preblems of tariffs, reciprocal trade agreements, “Buy 
American" requirements, customs procedures, export subsidies, 
maritime laws ani regulations affecting the carriage of US 
govuds, agricultural policies affecting US trade and such 
other matters as have a major influence upon this country's 
international commerce. Particular attention is to be 
given US trade policy as a major factor in our foreign 
policy ané esnecially its relationship to the Mutual 
Security Program and the Battle Act (control of strategic 
exports). It is expected that recommendations will be made 
on: 1) the need for some form of international organizaticn 
in the trade field; 2) US efforts to achieve such goals as 
non-discrimination in commerce among foreign governmen*: 
in their dealings not cnly with us but with each other; 
and 3) ways of aiding domestic producers who may be in- 
jured by certain types of foreign commerce. 


The study is to b2 undertaken as soon as possible 
with a view to making public recommendations by December 
1952 or soon thereafter. For the purpose of this study 
Mir, Harriman,who chairs the Public Acvisory Board, will 
be replaced by an acting chairman named by the board 
and not connected with the government. The basic re- 
search is to be done by an independent staff reporting 
to the board as a whole through a staff director who 
wiil be chosen by the Advisory Bodrd. 








* * * 


ECONOMIC 
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ECONOMIC --ROBLE Australian economic problems and policies have 
FACING AUSTRALIA recently been the subject of discussion in the 


International Bank and in the course of the 
conversat..ons Prime Minister Menzies had when in London and Wash- 
ington. in order to deal with its balance-of-payments crisis 
the Australian Government last spring tightened import controls 
and credit restrictions, « move which resulted in a decrease in 
the popularity of the present government. Credit policy, nervous- 
ness over employment, and early budget issues are merging into a 
first class dilemma for tie government; voters apparently want a 
high level of public works and social services, greater purchasing 
power in the pound, and et the same time lower taxes. The govern- 
ment, however, feels the bitter medicine is necessary and will 
have a beneficial effect which it hopes will offset the criticism 
before another election. 


Economic Situation Since the war, Australia's external ac- 
counts were generally in balance until the end of 1950. During 
this period imports trr«.bled in volume, but were easily covered by 
high export receipts die primarily to the huge increase in wool 
prices. However, in 7.951 wool export prices dropped to less than 
half of the 1950 peak, while the volume of imports continued to 
rise throughout the y2ar. As a result, in the period July to 
December 1951, the deficit of the country was running at an annual 
rate of 630 million /ustralian pounds ($1,400 7 lion) and was 
still growing in the first quarter of 1952. Australia's holdings 
of foreign exchange-- largely sterling--was estimated to be 2bout 
$650 million by the end of June 1952, compared with $1,900 million 
in June 1951. 


Australia's dollar balance-of-payments has also deteriorated. 
Except for 1950-51 the country has consistently experienced a 
dollar deficit which has ranged from $60 million to more than 
$200 million per year. In the July to December 1951 period the 
deficit was at the rate of $100 million. Freliminary data on the 
first quarter of 1952 indicate a deficit at an annual rate of 
$225 million, a postwar high. The greater part of this dollar 
deficit has been met by the purchase of dollars from the UK. In 
addition, the Australians have been in a position to utilize tneir 
current gold production of approximately 830 million a year, plus 
drawings from the International Monetary Fund and an International 
Bank loan, and, until 1950-51, the proceeds of a small inflow of 
dollar capital. 


Also, since the middle of 1950, Australia has had a se>ious 
problem of inflation. Until then, wholesale prices, although 
rising about 10% a year, were not out of line with price develop- 
ments of other countries. After June 1950, inflation became a 


ma jor 
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major problem, with the doubling of wool incomes and continued 
heavy investment. Wholesale prices rose by 24% in a year, retail 
prices by 19%, and wages by 26%. The main causes of the inflation, 
aside from the imported effects of inflation abroad, were: capital 
inflow and a policy of easy money, doubling of the price of wool 
and an increase in defense expenditures beginning in July 1950 to 
three times the previous level; 


Anti-infletiona Measures Some anti-inflationary action 
was taken in 1950-51. A 508 levy was imposed on wool sale pro- 
ceeds, credit controls were tigntened, cavital issue controls were 
reinstituted, customs duties were remitted on certain essential 
‘goods in short suppiy, and $100 million was borrowed from the 
International Bank for the pur¢hase of doilar capital equipment. 
It does not appear that this.action had any significant effect 
in stopping inflation and in 1951-52 stronger policies were insti- 
tuted. The Commonwealtn budget provided for a surplus of about 
10%. Since this will be used to finance state loan programs, its 
real significance is that in the current year almost ali public 
investment will be financed out of revenues. Changes were made 
in taxes to discourage private investment. More restrictive 
monetary and crecit policies were adopted and a brake was put on 
the expansion of the public investment programs. The rate of 
immigration dropped to 100,000 from 152,000 in 1950 and 111,000 


in 1951. 


The disinflationary policies were reinforced by drastic re- 
versal in the international payments position, as Australia moved 
from a current account surplus of £90 million in 1950-51 to a 
deficit of about 8600 million in 1951-52, while net capital inflow 
Slowed down considerably. The effects of the government policies 
and the shift in the international position began to become evi- 
dent at the end of 1951.. Wholesale prices did not rise signifi- 
cantly after August 1951, the rate of increase of retail prices 
and wages slowed, the number of. unfilled jobs fell, there was a 
shift of labor from light industries to key industries, and there 
have been some indications of a rise in labor productivity. 


import Restrictions To deal with the balance-of-payments 
crisis the Australian Government on March 7, 1952, extended its 
import licensing system to cover almost ali imports from all areas. 
It imvosed severe restrictions on imports from all non-dollar area 
countries, including the UK. Prior to that time there had been 
restrictions on imports from the dollar area but virtually none 
on imports from other areas. The government has not yet announced 
a target figure for total imports, but most imports of non- 
essentials, including textiles, are to be cut by 80% from the 


1950-51 
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1950-51 level. Other goods of greater essentiality, including 
metal products, are to be cut 40% below the 1950-51 level, with 


imports of capital equipment and other essentials reviewed on an 
individual basis. 


The intensity of restrictions against dollar imports has 
varied considerably during the postwar period. In 1947 the 
Australian Government, like the governments of other sterling 
area countries, intensified restriction in an effort to reduce 
dollar imports. In the next year some relaxation of restrictions 
appears to have taken place, but in the summer of 1949, when the 
UK underwent another crisis, Australia undertook to reduce its 
dollar imports by 25% below the 1948 level. This effort, which 
was primarily reflected in 1950 trade figures, appears to have 
been relaxed again as the balance-of-payments positions of Aus- 
tralia and the UK became easier. When the positions of both coun- 
tries took an adverse turn in the latter part of 1951, efforts 
were made once more to reduce imports from the dollar area. Thus, 
in March 1951 when restrictions were imposed on imports from other 
areas, the Australian Government also called in for review out- 
standing licenses for imports from dollar areas. Last month the 
Trade Minister announced that 45% of the import licenses recalled 
for review have now been revalidated and that the government aimed 
to cut the balance by 30% and to confine any new licenses to goods 
of essential character. ) 


The effect of the import restrictions has not yet been fully 
reflected in the trade statistics and may not be for another three 
months. For this reason, and because the period from July to 
September is a slack season for Australian exports and a deficit 
during that period is normal, Australia will probably continue to 
experience a fairly sharp balance-of-payments ceficit for the 
next several months. 


IBRD Loans _ and IMF Drawings The International Bank has just 
approved a $56 million loan to Australia, which is considered a 
part of the development program initiated under a $100 miliion 
loan made in August 1950. The Australian Government originally 
asked for assistance in financing a five-year development program 
of $250 to $300 million. The Bank indicated willingness, in 
principle, to participate in financing the program over this 
period and, at the request of the Australian Government, did not 
tie the credit to specific projects. About two-thirds of the 
original loan has been disbursed, and it is expected that the 
remainder will have been entirely disbursed early in 1953. The 
new loan will help carry forward development into 1954. 


Although 
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Although the new loan, like the previous one, is not tied 
to specific projects, it is understood that it will be used for 
the import of capital goods and equipment needed for development 
programs in certain fields, About one-third of the loan will aid 
agricultural development, including increased mechanization, 
fertilizers, and creation of new farms through land reclamation 
and irrigation. Nearly half of it‘will be used for coal mining, 
the iron and steel industry, railways, road transport and electric 
power. The remainder will be spent on increasing production of 
non-ferrous metals and industrial materials and other industrial 


development. 


In October 1949 Australia purchased from the International 
Monetary Fund $20 million for tne equivalent: in Australian pounds 
and in April of this year it arranged to purchase another $30 million, 
In connection with the second purchase, Australia expressed its in- 
tention to repurchase within taree to five years the Australian 
pounds paid to the Fund in both transactions. 2 


. Menzies Recent Trip Prime Minister Menzies returned to 
Australia at tne end of June following a three-week stay in London 
and visits in Washington, Paris and The Hague. Official talks 
concerned political and defense matters as well as economic prob- 
lems. The economic discussions were of primary interest to the British 
since Australiar import cuts are still a major source of UK concern, 
The British asked Menzies to consider action to relieve some of the 
problems which were resulting from tne cuts and the Australians 
promised to make every effort to avoid having importers use the 
licensed quotas for new contracts at prevailing cheaper prices 

where complete performance of prior contracts is being prevented 

by restrictions. He said he would give sympathetic consideration 

on a case-by-case hardship basis where British products have already 
been produced and tailored for australian requirements and could 

not be sold elsewhere. However, he refused to give serious con-= 
sideration to a modification of restrictions for British industries 
which normally export the predominant share of..their output to 
Australia. On Australian food exports, there was general assumption 
that the existing agreement would allow the UK to take all available 
extra quantities, It was recognized that Australia’s expansion in 
agricuiture would necessitate increased dependence on outside sources 
for defense equipment and announcement was made in London that to 

the « tent Australian defense material requirements were "susceptible 
of satisfaction" by the UK, Australian. orders should be given equal 
priority with those of the UK, The question of a UK credit to 
Australia was not raised because the Australians knew that Britain 
was not in a position to lend money. 


Menzies‘ 
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Menzies! discussions with US officials did not center primarily 
on economic problems, although the new International Bank loan, 
which had not at that time been approved, was discussed, as well 
as the immigration problem. We also indicated our continued 
interest in concluding a treaty of friendship, commerce and navi- 
gation with australia. 


Economic Outlook An International Bank mission which visited 
Australia this Spring felt that the Australian economic position, 
while uncertain, is not actually as dark as it appears. For one 
thing, the 1951-52 import surplus primarily reflects the inflation- 
ary demand of the previous year and part of this represents over- 
buying by importers. As a result inventories have increased by 
several hundred million pounds to be carried over into 1952-53. 
also, a considerable portion of the goods taken off the market 
represents demand from the swollen incomes of 1950=51 which will 
not be repeated. On the other hand, the 1951-52 level of investment 
was made possible by the large import surplus and cannot be sus- 
tained next year. In general, it appears that the situation is 
manageable by proper government action, if the government is willing 
and able to act. The IBRD staff believes that it will be necessary t 
maintain and reinforce present anti-inflationary policies in the 
next budget and Loan Council program and that the Central Bank must 
maintain pressure on the banks so that the liquidity they 
acquire as the advances on import inventories are liquidated is 
not used to allow private investment to expand again at an excessive 
ratee 


While it is true that the dollar and over-all position of the 
sterling area may be crucially relevant to the dollar creditworthi- 
ness of Australia, it is possible that the Australians could, if 
necessary, reduce their dollar imports sufficiently to meet re- 
payment obligations out of their own dollar exports and their gold 
production, From all indications, however, this would be an ex= 
tremely difficult undertaking. The longer term outlook for the 
over-all balance~of=payments position of the country is not so 
pessimistic. With less emphasis on wool and greater emphasis on 
other forms of agricultural production, it should be possibie 
for australia to maintain or expand its over-all exports. The 
recent levels of import surpluses must be considered insuppvcrtable 
over the long run, but there are no indications that these levels 
are necessary if inflationary pressures are kept under control. 
Living standards in Australia are relatively high, and it seems 
quite probabie that either consumption could be reduced or the 
rate of investment could be slowed down sufficiently to meet a 
balance-of=-payments problem without creating serious social or 
political unrest. 


NIERNATION 
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NTERNATIONAL FRE! The General Council of the International 
RaDE UNION MEETING Confederation of Free Trade Unions (ICFTU) 
met in Berlin last week with 72 delegates 
and advisors from 30 countries present. In accordance with 
the earlier AFL decision not to atter.d the Council meeting, 

it was not represented. The C10, however, did participate. 
The Council adopted measures to carry forward its programs and 
solidify ICFIU operations throughout the world. The ICFIU : 
Congress is scheduled to meet in 1953. 


Among the more important resolutions passed was one 
supporting the efforts of free nations to strengthen their de- 
fenses in order to stave off aggression. In recognizing the | 
need for rearmament in defense of world democracy and freedom 
from totalitarian aggression, the ICFITU General Council called 
for representation of free trade unions in NATO as well as in 
all other national and international organizations dealing with 
economic and social aspects of rearmament. It insisted that 
defensive aims of free nations can be achieved most effectively 
and with the least possible economic and social burdens on the 
free world by intelligent economic planning in a progressive 
spirite It demanded that unavoidable sacrifices be shared 
equitably, affecting those least who are least able to bear 
them. In this connection, representatives of trade unions from 
NaTO countries have proposed that a committee of experts be con= 
voked by the ICFIU secretariat to examine the rearmament problem 
at regular intervals and eventually to propose the type of 
representation that ICFITU should ask of NATO. This committee is 
expected to call a conference in the fall which will probabiy 
emphasize the type of representation desired rather than the 
economic and social implications of rearmament. 


A report on prices, wages, and productivity. was adopted 
which recommended that unions seek a voice in management of 
industry at all levels. Affiliated unions in each country are 
to accomplish this by proceeding in their own way, in accordance 
with local conditions and customs, This action reflects a lack 
of sympathy for the demand of German labor union delegates for’ 
universal endorsement of co-determination. The report indicated 
that the trade union movement was opposed both to inflation end 
deflation but insisted that wages be kept at a level to maintain 
adequate income. Whether this is achieved through sliding scale 
agreements or ed hoc wage increases will be left to the discretion 
of the affiliated unions. The report states that trade unions 
will demand wage increases to catch up with increases in the cost 
of living and with rises in productivity, in order to improve 


the 





DECLASSIFIED FOR PUBLICATION IN FOREIGN 
N FOREIGN 
ELATIONS OF THE UNITED STATES J 


—— 














CONFIDENTIAL = SeCUKITY INFOR::aTION 
» ii 


the ratio of wages to profits or in anticipation of productivity 
rises, It states that, in those rare conditions under which 
wage increases ‘nay lead to inflaticnary price rises, trade unions 
can be expected to be careful in their wage demands, since in=- 
fletion is generally harmful to worker’s interests. Furthermore, 
the unions will foster full enplotment policies and insist on 
wees wiion participation in the introduction of technological 
Changese 


A report on nonesclf governing territories calls for placing 
such territories under UN trusteeship where wetropolitan coun= 
tries fail to promote the well-being of the inhabitants of these 
territories. It emphasizes that the ICFTU program should provide 
approximate dates for attainment of self government for certain 
territories as well as determine intermediate stages for others, 
It aporoves ICFIU action in filing a complaint with the Inter- 
national Labor Organization against the French Government con= 
cerning violations of trade union freedom in Tunisia. Other. 
resolutions were passed condemning actions of the Soviets and 
their satellites in Korea and the attack on democratic institu- 
tions of Korea by the President ef the South Korean Republic. 
the ICFIU affirmed its determination not to collaborate with 
Franco Spain and requested the Executive Board to do everything 
to prevent admission of Spain to UNESCO or any other UN agency. 


Other resolutions condemned attempted legalization of racial 
prejudice by the Government of the Union of South Africa, pro=- 
tested the British impriscnment of the General Secretary of the 
Cyprus Worl:ers Union, and protested restrictions of trade union 
freedom in Japan, 


Trace union representatives of Schuman Plan countries held 
a special meeting to discuss problems attendant on implementation 
of the coal and steel treaty. The meeting stressed the importance 
that the High authority be given full and complete power to 
conduct its affairs. t was decided that representatives of the 
ICFYTW Schuman Pian committee will confer sometime this month 
with representatives of the Christian Trade Union International 
in order to consider representation from the two groups on the 
consultative comm ttee. The meeting further egreed to the 
creation of an I°FTU Schuman Plan standing committee to be com= 
posed of representatives from the participating countries, repre- 
sentatives from the International Trade Secretariats, the 
European regional organization, and from the ICFIU headquarters. 


secretary 
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' The Secretary General's report 
of ICFTU activities during the past year shows that the organiza- 
tion's regional activities have progressed from the exploratory 
and planning stage towards one of actual operation. The ICFIU 
delegations to East Africa and the Middle East marked the last 
of a series of major investigatory missions to economically 
under-developed regions. The regional offices in Asia, the 
Americas and Europe have progressed in consolidating their 
organizations and in strengthening the free trade unions within 
their areas While no regional machinery exists for Africa, the 
Middle East, or Oceania, preliminary steps have been taken to 
develop such machinery and it is hoped that the coming year will 
see further progress in this regard. 


according to the report, the main actions taken by the 
ICFIU in connection with economic and social problems of under- 
developed countries were two statements made at the thirteenth 
session of ECOSOC and a statement on land reform which was sub=- 
mitted to the UN General Assembly. The report notes that the 
ECOSOC committee on forced labor was established as a result of 
the ICFTU's initiative in starting a world-wide discussion on 
forced labor in the Soviet Union and its satellite countries. 


ICFTU educational and publicity programs, according to the 
report, have progressed insofar as personnel and financial con= 
siderations available for these purposes would permit. 





» * * 
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LATE DEVELOPMENTS IN The US Government plans to announce on 
WORLD TIN SITUATION August 1 its decision to return tin trad- 

ing to private hands, a move that will be 
welcomed by tin producing countries. Consultation is now in 
progress between the Department and UK officials, in compliance 
with this country's obligation to consult with the UK concern- 
ing resumption of private imports if such a move is contemplated 
within the period of the US-UK tin purchase agreement. The 
finai delivery of tin under that agreement is expected about 
Cetober 1952. The UK has informed us, however, that it will 
have bought virtually all the tin by August l. 





When the US Government became the sole importer of tin in 
March 1951, the world tin situation was characterized by exces- 
sive demand, inflated prices, maldistribution and speculation. 
The RFC refused to buy at the prices sought by exporting coun- 
tries, ana US stocks for civilian consumption declined to a 
critical level. (See March 24, 1952 issue.) At no time, how- 
ever, were stocks withdrawn from the stockpile. Agreements 
between the US and the UK, between the RFC and Belgian Congo 
and Indonesian rroducers, together with recent purchases of 
concentrates from Bolivian producers have assured the US of a 
Substantiai vart of its requirerents for the next two years. 
Since tne beginning cf the year prices have remained at reason- 
able levels. A contiderable degree of stability prevails and 
seems likely to continue. In June it was possible to transfer 
14,000 tons to the stockpile. 





Present domestic limitations on the use of tin will be re- 
laxed about August 1. It is not exrnected that removal of these 
restricticns will increase consumpticn appreciably, as the indus- 
try is net now taking up its full aiioszation. Unser the circun- 
stances, fra is encouraging the build-uov of industry stocks. 
Arrangemer*s have been made for RFC to carry an inventory of 
15,000 tons, the cost of which wili be borne by DPA. This level 
must be maintained before any transferrals to the stockpile are 
made. The RIC will continue to buy tin metal until its present 
contracts are filled, and will make this tin available to the 
industry at $1.21-1/2 N.Y. within the framework of allocations 
by NPA. RFC's contracts hereafter ill be for tin concentrates 
to be smelted at Texas City. The tin so smelted will be made 
available at $1.21-1/2 to the industry after the RFC inventory 
and US stockpile demands are met. As a result of this buying 
and selling policy, it is expected that fluctuations from the 
$1.21-1/2 price will be discouraged, for when the market price 
goes down, industry will buy in the world market, and when it 
goes up industry will buy from RFC. 
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fhe Bolivian Sitration Although the situation in Bolivia 
is uncertain, it aid not have an important bearing on the deci- 
Sion to return to private tin treding. The RFC has been buying 
Bolivian concentrates on a spot basis right along. In view of 
the vending issue of nationalization cf the three large tin- 
producing companies, it is considered that the negotiation of a 
iong-term contract would be premature at this time. 


‘Negotiations between the US and Bolivia for a long-term 
contract were still in progress in April of this year when the 
Bolivian revolution took nlace which put the Nationalist 
Revolutionary Movement (MNR) and President Paz in power. With 
the change of government the negotiations came to a standstill. 
ihe new regime publicly announced its intention to netionalize 
the tin industry, and avpointed a commission to study all as- 
pects of nationaiization and report back within four months. 
There has been some indicéetion that the commission will not be 
ready to make its report for another six months. In the mean- 
time, the US has continued to voint out the many difficulties 
that nationalization would engender for US purchasing policy, 
and its retarding effect on development contracts and the well 
being of Bolivia. Our officials have emphesized the necessity 
of obtaining assurances on the honoring of recent contracts, 
not only those to which the US is a party but also contracts 
between Bolivia anc other varties. 


On June 2 the US recognized the new regime in Bolivia. 
We were convinced that the MNR Gcevernment vas more representa- 
tive than any other recent Bolivian Government, and that a 
point was reached where cortinued delay in recognition might 
begin to operate against ovr own interests. We also believed 
that US tin purchasing policy offered the most flexible, ef- 
fective and appropriate instrument for influencing cecisions 
on the nationalization issue. In making our views known to 
the Bolivian Government, we expressed the hope that Bolivia 
and the tin compenies could work out an arrangement which would 
meet Bolivian aspirations and yet not unduly interfere with the 
legitimate interests of private capital, efficient operation 
and other aspects of wise exploitation of Bolivia's most valuable 
resource. We made it clear that if property of US citizens were 
expropriated, the US would insist on prompt ®n¢d adequate compen- 
sation. : 


As far as a new tin contract is concerned, the US 
expects any initiative to come from the Bolivians. However, 
we Go not favor a long-term contract until Bolivian plans 
regarding nationalization are clarified, and until after the 


method 
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method of implementing the export monopoly decree on June 2 

is worked out. Uncer this decree, the Bolivian Government 
gave the Banco Minero an export monopoly over all minerals. 
Prices are paid in bolivianos at the applicable official rate 
oi exchange to reflect contract or world market prices, sub- 
sect to a commission and certain other deductions. There was 
evideitiy very little understanding of the meaning of the de- 
cree in Bolivian Government circles, and the Banco Minero was 
not adecuately nrepared to acminister the meesure. The US 
sought to have the effect of the decree clarified. In response, 
the Bolivian Government submitted a memorandum declaring that 
the decree does not in any way hamper the vurchase of minerals 
by the US or by private institutions; that, on the contrary, 
the Bolivian Government proposes to adopt measures destined to 
facilitate trade in minerais with the US; and that it plans to 
take meesures necessary to fulfill development contracts in 
terms stivnuleted to avoid damage or difficulty to US buyers 
and Bolivian seilers. 


Meanwhile, the RFC outlined terms of purchase which in 
no way Giscriminated against Bolivian tin, and Bolivian offi- 
cials were informed that the RFC would accept spot offers of 
tin concentrates. The RFC is faced with a dilemma here, because 
two vrivate .ents, Hanns Ditisheim and his associate Leon 
Henderson. ho have or had an option to sell the Bolivian tin 
output, are offering Patino concentrates to RFC. These concen- 
trates have been under contract to an English smelter, but RFC 
fears it might be criticized if it passed up a legitimate 
opportunity to get those ores. 


Senate Subcommittee Tin Report Unfortunately before the 
announcement on private purchasing could be made, the Prepared- 
ness Subcommittee of the Senate Armed Services Committee pub- 
lishec a critical review of the tin situation. Like an earlier 
report by the same subcommittee, this one contains extremely 
derogatory statements about tin producers, and has again 
aroused considerable resentment and acrimony in tin producing 
countries. We have sugeested to our officials abroad that 
in answering comments on the report they emphasize the inde- 
pendence of the Committee from the Executive branch of the 
government, and point to the fact that the US is taking and 
will continue to take tin from producing countries on a 
mutually satisfactory basis. 


MEASURES 
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MEaSURES TO LIBERALIZS In two recent actions the Defense Depart- 
MBUY abchicaN" rOLICY ment has liberalized its interpretation 
of the "Buy American" Act, thus facili- 
tating military procurement abroade First, more procurement 
cases involving foreign and domestic bids will be referred to 
the Secretaries of the Military Departments for review. Second, 
to assure that awards will be evaluated so as to vive weight to 
the objectives of the Mutual Security Program, the Secretaries 
have been asked to consider co1petitive bids from sources in the 
US and friendly foreign countries on a common basis. 


Backeroung Under the "Buy American" act of 1933, US 
Government agencies, in procuring commodities for public use 
in the US, are reauired to acquire only domestic materials and 
products, excepts 1) if the materials are not available in the 
US in sufficient commercial quantities and of a satisfactory 
quality; 2) if the head of the agencies concerned determines 
that purchase of the domestic supplies would be "inconsistent 
with the public interest"; or 3) if he determines the cost of 
domestic supplies to be "unreasonable", The discretion to pur- 
chase foreign rather than domestic materials has been exercised 
infrequently and regulations of the various procurement agencies 
have been such as to make difficult the exercise of this dis- 
cretionary power, With respect to the "unreasonable" cost 
criteria, the act has been interpreted in eeneral to permit the 
purchase of foreign goods for use in the JS only when the like 
domestic goods have exceeded the duty-paid price of the foreign 
goods by more than 25% of the price of the foreign product. 
Until the recent action by the Defense Department, there has been 
no guidance on the "public interest" provision. Similar pro=- 
visions for some form of domestic preference have been included 
in other legislation. 


Economic Foreien Policy Considerations The practice of 
discrimination against foreign goods is in direct conflict with 
US policies of encouraging friendly countries to increase their 
sales to the US in order to reduce their reliance on extraordinary 
dollar aid and to lower the protectionist measures which hinder 
the mutual defense production program. 


This contradiction has been pointed out by foreign countries 
which have become quite uneasy about the future of US trade 
policy and which have expressed concern about verious measures 
that this country has taken or may take to frustrate their 


efforts 
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efforts to earn more dollars. In replying to the Italians 

with respect to their: expressed concern over the "Buy American" 
Act, the Department stated that it believes "permitting concerns 
in friendly foreign countries to compete effectively with domestic 
concerns in bidding for government defense contracts will result 
in more econotiical governnent procurement with substantial savings 
to the US taxpayer. It will also give foreign countries the 
opportunity to raise their levels of production and earn needed 
foreign exchange", 


In an attempt to encourage the development of procure= 
ment practices which will conform to our economic foreign 
policy goals, the Department has reviewed the "Buy American" 
policy with other agencies with a view to obtaining a liberalized 
interpretation and has strongly supported foreign procurement 
in a number of specific cases. Until now these efforts have had 
only a limited measure of success, but it is hoped that the recent 
directives of the Defense Department will have the effect of 
substantially increasing foreign purchasing by the military. 


The Munitions Board has 
approved a revision of the regulations for the administration 
of the "Buy American" Act to make it mandatory that contracts 
for more than $25,000 be referred to the Secretarial level for 
decision in those cases in which the domestic price doesn't exceed 
the foreign price plus tariff by more than 25%. The previous 
regulations made mandatory the submission to the departmental 
heads for review cases involving a differential of less than 
25% but greater than $5,000. The revision became effective 
June 1, 1952. Review of procurement at the Secretarial level 
is to determine whether the requirement to purchase from domestic 
Suppliers should not be waived in the public interest. It is 
expected that review at the Secretarial level will be more frequent 
under the new amendment than under the old regulation. 


In a memorandum to the Secretaries of the military depart- 
ments dated June 19, the Secretary of Defense asked that competi- 
tive bids from sources in the US and friendly foreign countries 
be considered on a common basis in order for the Department of 
Defense adequately to support the Mutual Security Program and 
to promote the mutual security of the US and other friendly coun- 
tries. The memorandum for the first time specifically enumerates 
the grounds for determining whether or not procurement from a 


foreign 
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forcign supplier is in the public interest. Previously, in the 
absence of specific instructions, foreign bids might have been 
denied more frequently than really necessary in the light of 
strategic and over-all economic considerationSe 


ent _C: In a few recent cases, foreign producers 
have bid successfully on some fairly substantial contracts to 
supply government agencies, with the result that some American 
producers have put on pressure to have the "Buy American" Act 
applied more strictly. The Department of the Interior has 
recently awarded to Swiss and British firms contracts for 
electrical equipment for three public power projects in Alaska 
and California. eo : 


‘ Last week the Department of the Army authorized the 
award to Ferranti, Ltd., a British firm, of a contract for 
9 electrical transformers, on.a bid of $887,000, including 
about $85,000 duty, for the Garrison Dam.Project. The lowest 
domestic bidder's price was approximately $176,000,or 20%, higher. 
We had asked that the Secretary of the Army, in reviewing the 
Contract, give full consideration to foreign policy factorse- 
We expressed the hope that sympathetic consideration would be 
given to those factors which are so important in our foreign 
policy. We pointed out that because of its relationship to 
US foreign policy objectives in general.and especially to the. 
mutual defense program, the UK and other friendly countries 
attached considerable importance to the determination in this: . 
case. MSA has asked its mission.in London to encourage the . — 
British press to use this award as the basis of positive comments 
on US trade policy as an offset. to adverse comments which have - 
been made, -The British Embassy here has promised to try to 
secure good UK press reception and to support discussion of 
the matter in the House of Commons. | 


Last month the Department of the Army split contracts . _— 
for microscopes between Italian and American firms. fhe Italian - 
firm was granted a contract for monocular microscopes priced at 
between $95,000 and $100,000, which was about 30% below the lowest 
domestic price. Contracts for binocular and stereoscopic micro= 
scopes were awarded a domestic firm which bid less than 25% 
above the Italian firm. This last award to the Italian firn, 
together with a contract which was split between the Italian 
and American firms last March, means that sales of the Italian 
firm to the US army for the first half of 1952 exceed sales 
to the army in calendar 1951. 


* * * 
FINAL 
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INAL APPROPRIATION FOR The Supplemental Appropriations Bill 
MUTU FCURIiTY PROGRAM for 1953 as signet by the President 
appropriates $6,001,94%7,250 for foreign 

aid to nations resisting Communist aggression--a cut of 25% from 
the amount originally requested by the executive branch. This 
was a reduction of $++5,783,000 below the amount included in the 
authorizing legislation. In relation to the original executive 
branch request, the final approprtation bill carried over-all 
funds in the amount of $4,219,834,500 for military assistance. 
This represented a cut of 91,205,165,500 from the asking figure 
of $5,425,000,000. Funds for ali other purposes were cut by 
$692 , 887,250 to a final figure of $1,782,112,750 as compared to 
the President's original request of $2,475,000,000. 


BEST COPY AVAILABLE 








The US agencies concerned are now attempting to determine 
how much money individual countries will receive under the final 
appropriation bill, and are studying the possibility of shift- 
ing funcs in order to heip the most hard-pressed areas. Con- 
sideration is aiso being given to going to Congress for a de- 
ficiency appropriation to increase aid to South Asia, with 
nerticular reference to India, whose economic assistance cut 
was the most drastic. Accoraing to tentative allocations 
based on the eamouats appropriated, only about $+4+ million are 
now available for India, compared to last year's $50 million. 


The Point IV epvropriation for South and Southeast Asia 
ingles ig India, Pakistan, Burma and Indonesia suffered a 60% 
cut to $67,793,000 from the original request of $178 ,000,000 
and an authorized amount of $118,634,250. The over-all Asian 
military and economic assistance program was cut to $811,378,750 
from the 91,019,23C,000 originally asked, a reduction of 
$207,851,250. The amount authorized was $886,220,000. 


Ecrope's aid program was also severely cut back in the 
appropriating legislation, with a total cut for military, eco- 
nomic and teunnical assistance of $287.390,000, bringing the 
amount ‘availabie to $45410,657,759 from the authorized figure 
of $4,.698.047,750. The total amount originally requested by 
the President for Europe was $5,954,200,000. | og? 

The Near East and Africa suffered cuts of $61,200,500, 
bringing their appropriation for military, economic and tech- 
nical assistance, and Arab and Israeli refugees from $741,430, 500 
to $680,230,000. The President had asked for $802 370,000, 


Latin 
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i Litin American countries were cut a flat $6 million from 
78,014,750 to $72,014,750; the original request had been 

got, 400, 000. Multilateral technical assistance was cut to 
9,171,333 from the authorization of $15,708,750. The Presi- 

dent had asked $17,000,000 for this purpose. Our contribution 

to the Provisional Intergovernmental Committee on the Movement 

of Migrants from Europe, requested at $10 million, was 

authorized: anc srevenenees in the amount of $9,240,500. We 
originally asked $2,800,000 for ocean freight for relief 

' packages; the amount authorized and appropriated amounted to 
2,587,500. No money was sought for UNICEF, but Congress 
appropriated $6,666,667, after having authorized $16,481,000. 


In criticizing the appropriation, President Truman 
called the Congressional action the poorest kind of economy, 
stressing that the. cuts came at a time when many countries 
are facing severe economic strains. He expressed the opinion 
that the cut in Indian aid was extremely dangerous, for that 
country is now engaged in a tremendous effort to build up its 
own economy and living standards, to show that democratic 
methods can succeed in curing present conditions in Asia. 

The President also expressed his conviction that Congress 
itself will eventually find it necessary to make additional 
funds available during this fiscal year. . 
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ADDITIONAL DEVELOPMENTS During the past week there have | 
CONCERNING FIC OIL XEPORT been further developments concerning 
& : | the Federal Trade Commission's oil 
report. The Attorney General has announced that a Federal 
grand jury will shortly start a criminal investigation of the 
charge that an international oil cartel exists and that the 
Department of Justice will institute a civil anti-trust suit 
against the seven companies concerned. Meanwhile, the Senate 
Monopoly Subcommittee has also started an investigation. 


Classification 
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Classification of the Report Assistant Secretary Thorp 
appeared before the Senate Subcommittee last week and stated 


categorically that the Department of State had not requested 
the Federal Trade Commission to suppress its report. When the 
report was sent to the Department several months ago it was in 
a preliminary form and had not yet been reviewed by the Commis- 
sioners themselves. It was, therefore, classified secret and 
the Department, in acknowledging receipt of the document 
indicated it would respect the classification and requested 

an opportunity to express its views should the Commission con- 
template publication. Later, when the Commission asked for a 
statement of State's views on publication, the Department 
emphasized that it did not consider it appropriate for the 
Department of State to interfere in any way with the FIC's 
carrying out its duties. It pointed out, however, that it was 
the responsibility of the Department to call to the Commission's 
attention some of the effects which the release of the report 
might have on the foreign relations of the US. It was the 
feeling of many of the officers of the Department that the 
publication of the document at this time would not contribute 
to the foreign policy aims of the US in the Middle East and 
might in fact impair their attainment. Despite the conclusion 
on the effects that might result, however, the Department did 
not urge suppression of the report. 


Publicity on the existence of the FIC report, the Senate 
Subcommittee's investigation and the pending Justice action 
have resulted in increased pressure for the report's release. 
However, the President has ordered that it be withheld from 
publication, authorizing distribution to the agencies and 
Congressional committees concerned on a confidential basis. 

A decision has been made that the report will not be given to 
representatives of other governments, despite the fact that 
they have been pressing for it. It is important, therefore, 
that even more caution than is customary should be taken in 
connection with the information contained in the article con- 
cerning the report, which appeared on page 1 of the July 14, 


1952 issue of Current Economic Developments. 


dle East To further confuse the 
situation, the press has linked the FTC oil report with a 
recent usA action against financing Middle East oil purchases. 
Actually, the two events have no relationship to each other. 


MSA 
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MSA recently indicated to oil companies operating in the 
Middle East that it was withdrawing financing of Middle East 
crude oil shipments to Western Europe selling over a certain 
price, except in the case of specialty grades used for the 
production of lubricating oils. MSA considered that the 
prices charged by US companies for such shipments were in ex- 
cess of the prices eligible for reimbursement under MSA regula- 
tions. MSA also has turned: over to the Department of Justice 
for recovery a claim on past shipments in excess of $50,000,000. 
There is no indication that the companies will change their 
pricing policy and Western European countries are expected 
to provide out of their own earnings the dollars necessary to 

' maintain a continuous flow of their crude oil requirements. 
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BATTLE ACT EXCEPTION Last week the President reported to the 
GRANTED TO DENMARK Congressional committees concerned on the 

. : recent delivery of a 13,000 ton tanker to 
the. USSR by Denmark, stating that he had decided to grant an ex- 
cention under the Mutual Defense Assistance Control Act (Battle 
Act) and to continue military, economic and financial aid to 
Denmark. Although the Battle Act reouires the termination of 
assistance to any country which knowingly permits the shipment 
to a Soviet bloc country of any item of primary strategic import- 
anct, the President may direct the continuation of assistance 
when unusual circumstances indicate that cessation of aid would 
clearly be detrimental to the security of the US. The tanker 
falls within the category of items listed by the Administrator of 
the Battle Act as of nrimary strat2gic importance. The President 
concluded, however, that tc terminate aid to Denmark would clearly 
be detrimental to the security cf the US by weakening the defenses 
of NATO, contributing to the strength of the Soviet Union, foster- 
ing the political and propaganda objectives of the Communist bloc, 
and defeating the purposes of the Battle Act. Upon the recommenda- 
tion of the Administrator of tne Battle Act, supported by the 
Secretary of State, the Secretary of Defense, General Ridgway 
Ambassador Draper and the US Ambassador to Denmark, the President 
so 7 pn ea military, economic end financial aid to Denmark be 
continued. 


In any discussion of this action with representatives of 
foreign governments, our missions have been asked to make it clear 
thet action in this case should not be construed as a change in 
US views on other outstanding commitments es stated at last 
month's Consultative Group meeting. In this mecting we made a 
strong appeal to other governments to consider means of avoiding 
the shipment of all their outstanding commitments for items of 
primary strategic importance, with special emphasis on a "“hard- 
core" list composed of items deemed to be the most strategic. 


Background The Danish 1948 trade agreement with the USSR 
provided for the delivery of two tankers, the first of which was 
scheduled to be delivered in the last quarter of 1953. When the 
US Government learned a short time ago that one of the tankers 
was being completed ahead of schedule and was expected to be de- 
livered in July, we authorized Embassy Copenhagen to raise the 
problem with the Danish Government asking celay of delivery until 
the time scheduled in the trade agreement or until settlement of 
the Korean conflict, whichever was later. However, the Danish 
Government felt that the most it could do was to arrange for a 
very short postponement of delivery since no legal basis existed 
for cancellation and a successful trial run had been made. This 
presented the US Government with a most difficult dilemma. 


Termination 
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Termination of aid to Denmark might have resulted in the fall of 
the present government, or ineffective participation in, if not 
withdrawal from, NATO and the Consultative Group and Coordinating 
Committee for export controls. On the other hand, it was recog- 
nized that the granting of an exception might result in unfavor- 
able Congressional reaction regarding the level of US aid and re- 
introduction of more restrictive US legislation in the field of 
security export controls. 


The Danish Government has not disputed the strategic value 
of the tanker in question. It considers, however, that it was 
legally obligated to permit delivery of the vessei. Delivery 
was called for by a trade agreement signed in 1948; and a firm 
contract with a Danish shipbuilding firm was signed in 1949 
before the Communist aggression in Korea and before the Battle 
Act was in existence. The Danish Government has emphasized that 
it traditionally has maintainec the sanctity of international 
commitments and. has pointed out the possible impact on its re- 
lations with the Soviet bloc of a violation of the trade agree- 
ment. Although recognizing the strength of the Danish position 
in this regard, the US Government felt strongly that the aggres- 
sive intentions of the Soviet Union overrode the legal considera- 
tions involved. This view, which was forcefully presented to 
the Danish Government without result, is still held by the US 
Government. 


Basis of Decision In arriving at the decision of whether 
or net the termination of eid would be detrimentc* to the security 
of the US, the following factors were considered: 1) the import- 
ance of Lenmark's geographical position in the strategic plans 
formulated by SHAPE for the defense of Western Europe and the US, 
command over the exits from the Baltic, political jurisdiction 
over Greenland, and the importance of the latter to air and 
naval defense of North America; 2) Denmark's direet eontribu- 
tion to the defense build-up of the NATO powers which could not 
be met without US assistance; 3) Denmark's increased vulnerability 
to F€oviet bloc demands for ships and other strategic goods: if aid 
which now permits purchase of many of Denmark's vital imports 
from the dollar area were to be terminated; 4) the Danish Govern- 
ment 's cooperation with the US and other free governments in the 
development of collective programs to eliminate or curtail the 
shipment of strategic commodities to the Soviet Union and its 
satellites; 5) the dependence of US security on unity of the West- 
ern world and on the continued strengthening of NATO; and 6) termi- 
nation of aid might weaken the structure of Atlantic unity and 
would serve the ends of Soviet policy. _ 7 | 


* ¥ * 
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US-JAP/IESE CIVIL AIR Formal US-Japanese aviation negotia- 
TRANS PORT AGREEMENT tions were completed last week in 


Tokyo with the initialling of a draft 
bilateral civil air transport agreement including a2 route 
annex. In general, it follows the US standard form Bermuda- 
type air transport agreement. It is the first such agreement 
completed by Japan since the signing of the Peace Treaty 
and is intended to be a precedent for other bilateral civil 
air agreements entered into be that country. 


Although the Japanese sought extensive routes to the 
US, all with the "and beyond" privilege, the agreement grants 
them only two routes, one via the North Pacific to Canada 
and Seattle, and the other via the Centrel Pacific to Honolulu, 
San Francisco and berond., The US obtained North end Central 
Pacific routes, the former going vié intermediate points 
in Canada, Alaska end the Kurile Islands to Tokyo and beyond, 
and the other via US territorial possissions and intermediate 
points in the Central Pacific to Tokyo and beyond. An 
additional route to Okinawa for both the US and Japan is 
included in the agreement with the insertion of an explanatory 
footnote in connection with each of these routes indicating 
recognition of the provisions for administration of the 
island by the US contained in Article 3 of the Treaty of Peace. 


Japanese Plans for Internetioneal Onerations Japanese 
commencement of international civil aviation operations was 
facilitated with the Diet's approval on July 7 of @ civil 
aeronautics bill to become effective on July 15. This bill 
provides the necessary regulations covering international 
air operétions for Japan. Although Japanese air carriers 
have not been designated for the routes obtained in the 
new agreement, US representatives learned unofficially 
Guring the negotiations that a projected firm, Japanese 
International World Airways (JIWA), is slated to serve the 
northern Pacific route and Japanese Airlines (JAL), which 
already operates within the territorial limits of Japan, 
is due to operate the Central Pacific route, (See page 4, 
June 23, 1°52 issue.) JAL's planes for its domestic service 
are leased from the Northwest Airlines, an American company. 
A JAL spokesman recently informed a US representative 
that a substantial loan, largely in dollars, would be 
forthcoming from the Japan Development Bank for the purchase 
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of planes and equipment necessary for JAL's international 
service, Presumably this would require government approval, 
however, and no official confirmation of this report has 
been obtained. JIWA is interested only in international 
operaticns,. It is believed to be strongly financed, and 
Claims that the equipment and facilities of its US partici- 
pant would enable it to provide air service to Brazil via 
the US as early as October 1, 1952. 


Concurrent with their efforts to enter the inter- 
national aviation field, the Japanese are considering 
applying for the assent of the International Civil Aviation 
Organization to their adherence to the Convention on 
International Civili Aviation. 





Impact _on Philippines Considered The Department and 
the Civil feronautics Board have anticipated the possible 
repercussions in the Philippines of the US granting Japan 
two air routes, whereas the Philippines have only one. 
flso, the Philippines have long sought a stop at Tokyo 
on their route to the US but have been denied this as 
we do not consider Tokyo to be on the "direct" route. 

If Philippine officials raise this matter, Embassy 
fanila will indicate that, while we do not desire to 
Stimulate a request for aviation consultations with the 
Filipinos, we are preparcd to listen and consider their 
Sugrestions. If they express a desire to consult, the 
Embassy will indicate that the ouestion of Philippine 
recent treatment of US air carriers would be raised 

in the course of such discussions. Apparently in re- 
tallation for US refusal to grant the Tokyo stop, the 
Philippines suspended for a short time last year PANAM 
service westward from Manila on the grounds that that 
carrier had not filed an application for an air trans- 
port permit. PANAM subsequently filed the application 
with the Philippine civil aeronautics authorities but 
the latter have not acted on it. The Department has 
been informed that PANAM has now withdrawn this ap- 
plication, intending to make 4 new application under 
the recentiy-enacted Philippine aviation law. 


US 
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US PARTICIPATION The United States will continue to 

IN IwC CLARIFIED participate in the International 
Materials Conference, despite Congres- 

sionel limitations placed upon the Department in this 

respect. (See page 8, July 7. 1952 issue.) Official 

legal opinion considers US participation authorized by 

the amended Defense Production Act. despite later Congres- 

Sional action preventing funds appropriated to the Depart- 

ment from being used for that purpose. Funds for the US 

contributicn to the IC will have to be obtained from 

sources other than the State Department appropriation; 

tne amount will have to be much less than was planned; and 

a reduction is being made in the size of the US portion of 

the secretariat. ther participating countries are plan- 

ning to contribute additional secretariat personnel and 

to make shifts in assignments which will relieve the situe- 

tion somewhat. 





The effects of the limitations on activities of 
State Department officers in the Conference are not drastic 
since the major responsibility for US participation in 
IMC has always been vested in the Defense Production 
Administration and the Department has only occasionally 
supplied the US delegate or alternate to IMC committees. 
State Department officers will henceforth attend INC 
committees only as. observers, while continuing their full 
participation in the interagency committees which backstop 
the US delegates to the Ilic. 


One point at issue in the Congressional debate was 
whether or not the IMC is intended by its sponsors to be 
no more than a temporary organization. The Conference 
was established to meet a temporary situation and it is 
the clear intention of the US Government and, insofar as 
we know, cf other participating governments to terminate 
its activities as vromptly as supply conditions warrant. 
A first step in this direction has already been taken by 
the Cotton-Cotton Linters Committee, which has recommended 
that its activities be automatically terminated on 
September 15, 1952, unless the supply situation of those 
commodities has deterioreted materially by that time, a 
development which is not expected. Moreover, the Pulp- 
Paper Committee has discussed whether or not it should 


continue 
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continne its activities and will review the situation 


furtuer in September. Consideration is also being given 
to termination of the Wool Comuittee. 


BEST COPY AVAILABLE 


Third-quarter allocations, which had been held in 
abcyance pending a decision on US participation in 1M, 
have now been accepted. The materials stiil in short 
supply and for which IMC has recommended allocations are: 
copper, tungsten, molybcenum, nickel, cobalt and sulphur. 
In accordance with the requirement of the amenced Defense 
Proguction act, the US proposed thet the IMC committees, 
in making these recommendations agree to make arrange- 
ments whereby consumers in the US or in other countries 
weuld have the oppertunity to purchase any materials 
aliccated but not used by any particinating country. 
this vroposal was unanimously accepted by the other coun- 
tries in the committces. 


Copper Allocation Tne Copper-Zinc-Lead Committee 
announced this month that its proposals for third quarter 
ailccations of 744,290 metric tons of copper as compared 
to 722,680 in the second quarter have been accepted by 
the 12 member countries. The plan of distribution has 
been forwarded also to the governments of 27 otner coun- 
tries not represented on the Committee for which allo- 
cations have bee: recornencea. As in the previous quar- 
ter, primary copper only (blister and refined) is in- 
eluded in the plan. While semi-fabricated products 
have not been allocated, all exnorting countries are 
asked to continue to maintain their exports of such 
products at a level commensurate with their allocation 
of primary metal for civilian consumption in accordance 
witn normal patterns of trade. Also, as in previous 
cuarters, all countries are asked to continue measures 
for conservation and end-use control. Direct defense 
needs have been given priority and provision has been 
mede for US strategic stockpiling. Chile made its usual 
reservation to the allocation. 


™n view of the improved supply position of zinc the 
Committee Cecided not to recommend international alloca- 
tion for the tnird quarter and agreed that zine alloca- 
tions for the second quarter should be suspended. As in 
previous quarsers, the Committee did not propose to recom- 
mend allocation of lead, since supplies appeared adequate. 


Tungsten 
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Tungsten and Molybdenum Allocations The Tungsten- 
Molybdenum Committee's third-quarter allocations for both 
metals were accepted. Although availabilities of the two 
netals have been increasing, both continue tc be in short 
supply, varticularly in view of stockpiling requirements. 
The recommendations provided for the distribution of the 
whole free world production of tungsten (4,690 metric 
tons) and molybdenum (5,650 metric tons); both in the 
form of ores and concentrates and primary products. The 
needs of ali countries, whether members of the Committee 
or not, were carefully considered and distribution plans 
have been transmitted to all free world governments, in- 
cluding those not on the Committee if they are interested 
in the import or exvort of tungsten or molybdenum. In 
issuing tne distribution plan the Committee recommended 
that existing contracts be respected as far as possible 
and if contracts provide a supply to any importing coun- 
try in excess of its allocation, that the importing 
country divert the shipments to other countries which 
have not yet filled their import quotas. 


Nickel-Cobait Allocations The Manganese-Nickel- 
Cobalt Committee made recommendations for the third quar- 
ter on nickel and cobalt, which have been accepted by the 
eleven member governments except that on nickel India 
made a reservation and the Federal Repudlic of Germany 
made a protest. The distribetion of nickel (36,580 metric 
tons as against 35,195 in the second quarter) covers all 
primary forms and metal and oxides, but nickel salts are 
omitted. As in the previous allocation period, a US 
proposal was accepted that the amount of production repre- 
sented by the Nicaro (Cuba) output should be distributed 
among various countries in proportion to their direct 
Gefense programs. France agreed to make available for 
export 155 tons of New Caleaonian Fonte, in terms of 
nickel content, of which 30 tons represent import quotas 
granted in the second quarter which have been cancelled 
by the Committee. Fonte is a directly smelted nickel 
cast iron of about 30% nickel content. | 


The total quantity of cobalt available for distri- 
bution in the third quarter, in the form of primary 
metal, oxides and salts, is estimated at 2,475 metric 
tons, including a carry-over cf 100 tons from previous 


production. 


DECLASSIFIED FOR PUBLICATION IN FOREIGN 
RELATIONS OF THE UNITED STATES 











RESTRICTED = SECURITY INFORMATION 
e Be 


production. This compares with 4,413 tons distributed 

in the first half of 1952. The Committee announced 

that it covld not foretell] when it would be possible 

to dispense with international distribution plans for 
rickel end cobait, since increased availabilities are 
inadequate to meet the continuing heavy demands for essen- 
tial rearmament production. In view of the supply situa- 
tion the Committee has stopped requesting data on manga- 
nese from gcvernments. 


Sulphur The Sulphur Committee has announced an 
allocation plan for crude sulvhur for the last six 
months of 1952, half of the quantities allocated being 
for the third guarter and the other half for the fourth 
quarter, with the Committee reserving the right to review 
the fourth quarter allocation. Production in the last 
half of 1952 is estimated at an annual rate of 6,400,000 
long tons, compared with 5,900,000 in 1950 and 6,140,000 
in 1951. However, although production in the last half 
of 1952 is expected to increase to 3,200,000 long tons, 
it still falls short of requirements which are estimated 
et 3,630,000 long tons. The allocation plan was unani- 
mously accepted by member countries. 


Viool While wool is not under allocation, the Wool 
Committee has been studying statistics on wool imports. 
exports, consumption and stocks to determine what its 
future course of action should be. Meanwhile, in the 
Central Group, Australia has raised the question of 
whether stockpile disposal is within the terms of refer- 
ence of the IMC and this will be discussed at a future 
meeting. The Wool Committee has had before it for some 
time a resolution filed by Uruguay recommending that 
stocks of wool and wool tops held by importing coun- 
tries for military purposes should not be disposed of 
for other uses until after consultation with wool ex- 
porting countries (through the IMC Committee if still 
existing) so as to lead to orderly liquidation of stocks 
in such a way as to minimize possible serious conse- 
quences on the international wool market. We are now 
ne what position the US will take on this 
matter. 


SHIPPING 


ee — 
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SHIPPING MEASURES CONSIDERED The so-called long range shipping 
BY KeCuliT SeoSION OF CONGRESS bill S. 241, signed by the Presi- 
dent July 17, was the major legis- 
lation in that field passed by the recent session of Congress. 
The new law, Public Law No. 586, amends the Merchant Marine Act 
of 1936, as amended, and contains provisions intended to strength- 
en the os merchant marine, It extends construction subsidies 

to all US vessels engaged in foreign trade. Such subsidies were 
formerly granted only to ships plying “essential trade routes" 
as determined by the Maritime Board of the Department of Commerce 
under provisions of the Merchant Marine Act of 1936. It pro- 
vides for tax benefits on reserve funds set aside for construc- 
tion purposes, and reduces the trade-in age on merchant ships 
from seventeen to twelve years. The new measure provides for 
non=recourse loans on passenger ships, thereby limiting the 
owner's liability to the vessel involved instead of extending 
the liability to all units of his fleet; removes the $25,000 
Salary limitation for employees of companies receiving govern= 
ment aid, provided the company bears the cost of any increase; 
and permits the extension of the life of a merchant ship for 
depreciation purposes when it has been rebuilt and modernized 

to meet government specifications. 











When the President signed the bill he stated that, 
although it contains a number of constructive and workable 
provisions that will be immediately useful, in his view it 
does not achieve the desired long-range basis for relation=- 
ship between government and industry. He feels that the 
standards established for the new construction subsidy policy 
are not as clearly stated and meaningful as they should be 
and stated that, if the Maritime Board and the Secretary of 
Commerce find it difficult to direct the program under this 
legislation, it will be up to Congress to deal with the 
problem. The President attacked the tax benefits which re=- 
main relatively unchanged from those contained in the earlier 
merchant marine legislation. Under the act, tax deferment 
privileges are accorded owners on specifically earmarked con= 
struction reserve funds intended to encourage new construction, 
In this connection, at the time of signing the bill the Presi- 
dent stated that studies to be made by Treasury and Commerce 
should provide a basis for reducing and preferably eliminating 
altogether the use of tax benefits as a substitute for what~ 
ever amount of direct government assistance is necessary to 
keep our merchant marine fit. 


Except 
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Except for the fact that the shipping industry is reported 
to feel that the new bill should have retained in its final form 
certain tax benefit provisions contained in the Senate version, 
it considers the new law satisfactory. The industry regards 
the measure not only as a forward movement in obtaining recog= 
nition of the fact that the old Merchant Marine act needed re= 
vision, but also as a working basis for determining the advisa- 
bility or necessity for further revision, : 


The Department is of the view that this bill contravenes 
our efforts to build up the economic strength of the free world. 
The vest extension of construction subsidies and other benefits, 
in our view, impairs the achievement cf a healthy two-way ex= 
change of gcods end services with other countries. Moreover, 
ic the extent coustruction will be divertec from foreign to 
American yards, the balance of payments difficulties and possi-~ 
ble need for US assistance is expected to increase in other 
countries, The Department considers that defense orders pro= 
vide a substantial nucleus of werk and that the shipbuilding 
industry already enjoys a high cegree of protection. 


Other Shipring Lezislstion During its last session, 
Conrress gralted permission for Canadian vessels to opérate to 
a limited extent in &laskan trade until June 30, 1953 and to 
engage ii irom ore trade on the Great Lakes until. December 31, 
1952. The authority to extend the charter of vessels already 

- under charter to the Philippines for use in inter-island trade 
was extended until June 30, 1993. Alsc, the Mutual Security 
&ct of 1952 clarifies the shipping provision of previous acts 
sc that the 50% shipping requirement on cargo obtained under 
MPA loans does not appiy to purchases by foreign countries 
from the US cn a reimbursable basis. | ae , 





‘Unsuccessful attempts were made to get other shipping 
measures through the last session, A bill authorizing the sale 
of-vessels to tne Philippines died in the Senate and another 
wroviding for the saie of ships to Korea was tabled by the House 
Mercnaut Marine Committee, The latter had passed the Senate 
during ‘the earlier session, also, e bill introduced by Senator 
Magnuson attacking the. discriminatory acts of foreign countries _ 
against the US shipping industry and requiring reports.on action 
taken by the US to alleviate such practices passed the Senate, 
but-no atétion was taken on it in the House of Representatives, 





* * *« 
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FOREIGN MINISTERS DISCUSS The treaty establishing the European 
SCoJiwN Plan Sur binwkENTaTION Coal and Steel Community, known 

as the Schuman Plan, became effective 
July 25 when the instruments of ratification of the six member 
countries were deposited. On the same day, the agreement termi-~ 
nating the International Authority for the Ruhr was signed and 
the Allied High Commissioners formally ended Allied restrictions . 
on West German steel production and capacity. 








According to previous plans, the foreign ministers of 
France, the German Federal Republic, Italy, Belgium, the Nether- 
lands and Luxembourg'met last week to decide on measures to 
implement the treaty. It was agreed that the High Authority 
and the Court of Justice will begin functioning on August 10 
at Luxembourg, while the assembly will hold its first session 
at Strasbourg on September 19, Agreement was also reached 
on the distribution of seats in the Consultative Committee, 
‘the membership of the High Authority and the Court, and on the 
Salaries of the members. Jean Monnet was designated President 
of 7 High Authority, and Pilloti of Italy President of the 

ourte . 


The ministers have not yet agreed on a temporary or 
permanent seat of the Schuman Plan institutions as this issue 
is tied in with the future of the Saar and other political con=- 
siderations. The next ministers! meeting, which will be around 
September 15, will discuss this matter further, as well as a 
French-Italian proposal to entrust the Schuman Plan assembly 
with examination of a plan for a European political authority. 


The US has consistently supported the Schuman Plan as 

a move in the direction of effective economic and political 
integration in Europe. The Mutual Security Act of 1953 
authorizes furnishing of assistance to the Schuman Plan, as 
well as to NATO and the proposed European Defense Community. 
We are not presently contemplating aid for the Schuman Plan; 
if any request is received, it will be considered on its 
merits and in terms of the organization's financial require- 
ments and fund-raising abilities, 


The Schuman Plan treaty, now ratified by 
the six participating countries, was signed on April 18, 1951 
and creates a single free market for their coal and steel 
industries, The West German and Netherlands Parliaments were 
the first to complete ratification processes, followed by the 


French 
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French in April 1952. Belgian, Luxembourg and Italian ratifi- 

cation followed in that order with no major opposition. In 

Germany the main opposition has come from the trade unions and 

their spokesmen in the Social Democratic party. Some German 
industrialists resented the fact that the limits imposed on 

German steel capacity and the Allied trust-breaking power im- 

peded their progress, while others feared future German in- 

dustrial domination, Specific problems also azese from the 

high cost of Belgian coal and the high-cost Italian steel in- 


dustrye 


There now begins a preparatory period of at least six 
months during which the High Authority will be organized and 
the member countries will negotiate with non-members, including 
the U5, for release frcu their obligations to extend non= 
discriminatory treatment on imports of coal and steel. A 
working party established et tne sixth session of the General 
Agréecuent on Tariffs and Trade to examine the relationship of 
the Echuman Pian to GATT has not yet met. Once reieased from 
those obligations, the member countries will be free to eliminate 
their restrictions cn the coal and steel trade among themselves 
and then create a singie market which wii permit fvil clay of 
competitive fcoices rather than a cartel wype arrangement. 


* * * 
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The supplement entitled A Summary of The 
Midyear 1952 Economic Review of the Council 
of Economic Advisers, July 21, 1952, which 
was distributed with Issue No. 366 of Current 
Economic Developments dated July 21, 1952, 

is UNCLASSIFIED. The last three pages were 
inadvertently marked SECRET. 
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ECOSOC COMPLETES The fourteenth session of the UN Economic 
FOURTEENTE SESSION and Social Council, which concluded 

August 1, while not outstanding for any 
dramatic action, made steady advance in its economi¢ and social 
programs. It can be considered successful from our point of 
view in that no action was taken to which the US was opposed, 
and the Soviets did not score any victories. Although the 
conference lacked strong leadership from any quarter, it was 
evident that the underdeveloned countries supported each other 
ana tended to control the course of the debaté, while the 
«larger powers seem to exert less and less influence in :the 
Council, despite their contro] of the prvte-strings. As 
usual, the Soviet bloc used the debates ior propaganda pur- 
poses, stressing particularly the alleged harmful effects of 
rearmament on the economic development of underdeveloped coun- 
tries and on civilian living standards. They made no real 
effort to follow up on the Moscow Economic Conference. 


The most important new documentation placed before the 
Council was the Secretariat's Report on the World Social 
Situation. As a fitting companion piece to the Report on the 
World Economic Situation, it should help to promote under- 
standing and to measure progress in the social field. As we 
had hoped, final action was postponed on proposals to create 
two new international agencies--an international Finance 
Corporation and an International Development Authority. 


The 1953 summer ECOSOC session is scheduled for Geneva. 


. Action on Economic Development Proposals Our delegation 
was surprised and gratified by the developments with regard 
to the proposal to establish a blue-print for an International 
Development Authority to provide grants-in-aid and low-interest, 
long-term loans to underdeveloped countries. The Council 
adopted a resolution sponsored by a group of countries from 
underdeveloped areas that provides for the establishment of a 
nine-member committee of individual experts to prepare a de- 
tailed plan. The Secretary General was asked to appoint the 
members of the committee, which is to report to the Council 
not later than March 1, 1953. This action gives us another 
year in which to consider our position. We hed maintained in 
the discussion on this item, as we had in’ previous debates on 
the; subject, that the time was not opportune for the estab- 
lishment of such a fund, and that we had serious reservations 


about 
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about an international grant agency at any time. We stated, 
as did the UK, France, anc others, that this resolution had 
our support purely as a procedural matter, anc subject to the 
conditions of the original General Assembly resolution under 
which study of plans for the special fund would not commit 
governments either financially or otherwise. — 


With only the Soviet bloc abstaining, the Council re- 
guested the International Bank to continue examination of 
the proposed International Finance Corporation and to report 
back to the Council during 1953. We had reached no formal 
decision at the start of the session on a US position towards 
such an organization, but felt strongly that any further 
consideration of the proposal should take place in the Bank, 
rather than in ECOsOC. While maintaining that the question 
shouid be referred to the Bank for study, our delegation 
voiced serious reservations regarding the proposed .corpora- 
tion and said the US could not make any commitment at this 
time with regard to a financial contribution. Both Canada 
and Belgium were privately considerabiy more enthusiastic 
than we regarding the need for an organization to promote 
the flow of private investnent capital? into economic develop- 
ment. The UK declered that it was not in e position to make 
any financial contribution to such a corporation at the present 
time, as it had made substantial commitmentsto its own dependent 
areas. The resolution as adopted also suggested that govern- 
ments consult national organizations and business groups 
interested in the problem of stimulating private domestic 
and foreign capital in the economic development of under- 
Geveloped countries. | , 


Another means of encouraging investment in backward areas 
was explored by the Council when it approved a resolution for 
an expanded study of the possibility of stimulating private 
foreign investments in underdeveloped countries through elimi- 
nation of double texation on the resultant earnings. 


res for stability Council action with regard to 
the experts' report on stability was surprising in that the 
final text of the resolution contained nothing explicit con- 
cerning commodity arrangements in the operative section, and 
little if anything on the International Bank and the Fund 
not covered in the 1950 resolution. Pakistan had led the 
opposition to favorable mention of the commodity. agreements, 
partly because the proposed agreements did not provide inter- 
national parity between manufactured goods and primary 
commodities. a. 


tw 
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In voting on the joint resolution on international 
economic stability, which was carried 13-3-2, the US and 
France abstained despite the fact that they were co-sponsors 
of the original draft. In abstaining, our delegate expressed 
surprise that so many countries which, in the general debate, 
had urged that governments give serious consideration to 
commodity arrangements should have voted against the proposal 
which provided such consideration. There was some feeling 
at the session that the delegates of the underdeveloped areas 
were confused during the vote due to the variety of amend- 
ments and substitute proposals, and that those voting for the 
deleiion of the paragraph were unaware of the consequences 
of their vote. 


fered Econen eitueticn Council debate on the world 
economic situation was sed on the Secretary General's Annual 
World Economic Report. Statements by France, Sweden and the 
Philippines indicated their agreement that efforts must be 
concentrated on aid to underdeveloped areas, relaxation of 
trade restrictions and bolstering financial reserves in non- 
dollar areas, especially by expansion of imports on the part 
of the US. To cope with the violent swings in prices and 

the balance of payments instability, the UK delegate suggested 
negotiation of international price stabilization agreements, 
national action in the fields of credit control and interest 
rate policy, and expansion of the volume of monetary reserves 
available to the non-dollar world. 


The US delegate submitted an appraisal marked by confi- 
dence and measured optimism. He disputed gloomy forecasts 
of a recession in the US on completion of the rearmament 
program end assured the Council that the US had the tools 
to cope with readjustment after the peak of defense expendi- 
tures had passed. Despite the US defense effort, he pointed 
out, assistance to underdeveloped countries had been increased. 
and such development will continue to be a major point in US 
foreign policy. He also noted structural changes in the US 
economy which indicated the economic expansion which the US 
was determined to have at home and abroed. 


t ope Erogatiiity Following the Council 
debate on full employment, a Swedish resolution was passed 


requesting the Secretary deneral to formulate a report on 
national and international measures designed to reconcile the 
attainment and maintenance of full employment with the 


avoidance 


DECLASSIFIED FOR PUBLICATION IN FOREIGN 
RELATIONS OF THE UNITED STATES 











CONFIDENI7AL - SECURITY INFORMATION 
-le 


avoidance of the harmful effects of inflation. The Council 
also passed a seven-power resolution requesting the Secretary 
General to continue studies on the raising of productivity in 
unaerdevelopea areas and to arrange, with the help of the 
specialized agencies, for the preparation of working papers, 
ynarticularly in the fieid of agriculture. 


Agricultural Pronosals Among the most constructive reso- 
lutions of the session was that on food and famine, sponsored 
by the US, Iran ang Uruguay. This resolution was designed 

to lay the groundwork for action by governments, inter- 
governmentai organizations, and voluntary agencies in the 
event of famine emergencies. Along these lines, the Council 
also adcpted a Food and Agriculture Organization resolution 
which recommended that ell member states prepare and adopt 
suitable agricultural development programs to help achieve the 
goal of increasing food production at an annual rate exceeding 
by one to two percent the rate of population increase. Another 
constructive step in this regard was taken with adoption by 
the TS-sponsored resolutign on international cooperation in 
water control and utilization and in arid land development. 
Its purpose wes to provide a way by which all activities of 
the various specialized agencies dealing with water could be 
brought into relationship with one another. 


Actions in the Social Fie A report of the Secretary 
General on the world sociai situation, based on information 
at the disposal of the UN and its specialized agencies was sub- 
mitted to the Council at this session. The report, which dealt 
with certain major factors universally agreed upon as basic to 
decent living standards, such as health, food and nutrition, 
housing, education, and communication, conditions of work and 
employment, etc., was considered one of the most significant | 
documents of the session. In this connection, the Council ap- 
proved a resolution requesting the Secretary General to prepare 
for 1954 publication a supplementary report on national and 
international measures taken to improve social conditions . 
throughout the world. The text, which authorized a Social 
Commission session in 1953, also requested that a second edition 
of the World Social Situation report be prepared for 1956. Reso- 
lutions on methods of measuring standards of living, on advisory 
social welfare services and child welfare programs, and:'on __ 
simplification of formalities and reduction of costs for 
migrants, were also approved. i | 


* * * 
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OEEC CONSIDERATION OF The OEEC Ministerial Council has 
INTERNAL STABILITY requestec the governments of member 








and associated states to study and 
comment by September 20, 1952, on the experts' report on 
internal financial stability, giving information on the 
measures the governments are taking or propose to take to 
strengthen their internal financial stability. The Council 
further deciced that OEEC shall consider each year the 
internal financial situation of member and associated coun- 
tries in connection with its annual survey. It recommends 
that OZEC take steps to consider those factors, other than 
internal financial stability, which affect the balance of 
payments, with a view to securing the conditions which 
must be satisfied in order that the mutually agreed goals 
of relaxation of trade restrictions and convertibility of 
currencies on current account can be achieved. The Council 
also asked the Managing Board of the European Payments 
Union and the Steering Board for Trade to consider the 
recommendations of the exnerts' report when they examine 
the position of a member country. 


The experts' report concludes that financial policy 
should be used to avoid inflation and defiation and also 
to respond in an appropriate manner to general changes in 
international markets. In this regard, both fiscal and 
monetary policies are emphasized and it is pointed out that 
measures in the monetary field have been unduly neglected. 
The experts state their conviction that the fulfilment of 
the objectives of monetary policy would be facilitated by 
the re-establishment of convertibility in the sense of the 
Statutes of the International Monetary Fund, although they 
recognize that many conditions must be fulfilled before 
this can take place. They list as obstacles in the inter- 
national sphere to the smooth working of internal financial 
policies the following: 1) the practice of uncoordinated 
strategic stockpiling; 2) the fragility of the present 
structure of international short-term debt; 3) inappropriate 
rates of exchange; 4+) certain commercial policies; and 
5) the inadequacy of central bank reserves. In addition, 
the experts give particular attention to developments in 
the US, UK, France and Belgium and make statements which 
they hope those countries will take into consideration. 


OEEC 
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OEEC consideration of this problem should strengthen 
the hands cf those elements, particularly in the UK and 
France, who have the political courage to take the necessary 
unpopular measures to restore a proper degree of internal 
financial stability. In addition, the study resulted in 
recognition that the balance of payments problem must ulti- 
mateiy be settled on the basis of full convertibility and 
nonaiscrimination, but that a settlement on this basis re- 
cuires some very fundamentel economic adjustments as a 
precondition. 


Background .A temnorary committee of ministers was 
appointed in accordance with a resolution adopted by the 
OLEC Ministerial Council on March 29, 1952. (See page 2 
April 7, 1°52 issue.) The resolution called for an exami- 
nation of the internal financial situation of member coun- 
tries with a view to explaining the marked deterioration 
Since the beginning of 1951 in the external econamic position 
of certain of their number and the growing diffi¢ulties in 
economic relationships wit!in the group as a whole. Since 
the revort was desired by the end of June it was not possible 
to make an exhaustive inquiry into the finencial position 
of each member country and it was decided to concentrate 
on the problems which were most conspicuous. 


The report was prepared by a group of independent 
experts who had been appointed by the executive committee. 
It was considered by the temporary committee of ministers 
on oot 18 and by the full OEEC Ministerial Council on 
July 25. : 


The experts' report falls into five main parts: 
1) criteria of judgment believed to be applicable to in- 
ternal finance within the terms of reference for the study; 
2) the general nature of the financial problem which events 
since devaluation have posed for member states; 3) the 
financial position and policies of the US, France, the UK 
and Belgium; 4) inferences for policy; and 5) conclusions. 
The exnerts emphasized particularly monetary policy as among 
the possible instruments for securing internal financial 
stability. In doing so, they stated that they did not under- 
rate the importance of fiscal policy or of direct controis; 
but they thought it more opportune at this moment to devote 
particular attention to the monetary instrument. 


The 





——_—~ at 


DECLASSIFIED FOR PUBLICATION IN FOREIGN 
RELATIONS OF THE UNITED STATES 











CONFIDENTIa4L = SECURITY INFORmaTION 
-7- 


The ad hoc committee of ministers, in considering the 
report, made clear that it considered all three metnods of 
economic control--monetary, fiscal or direct--may be needed, 
but that the extent to which each should be used depends on 
the circumstances of the country concerned. - It considered 
the experts! report a most helpful contribution and a useful 
basis for action, The committee stressed the adverse inter- 
national effects which may result if countries fail to preserve 
internal financial stability, as instability tends to spread 
and leads to adoption of policies which restrict international 
trade. The committee also emphasized the dangers of dis- 
orderly or excessive fluctuations in raw material prices 
to the maintenance of internal financial stability. 


4 The experts focused their atten- 
tion on the effects of internal policies on external economic 
relations. Looking at the position of member states since 
the 1949 devaluation, the experts conclude that at the time 
of the Korean outbreak it was reasonable to hope that the 
dollar gap mignt be closed and a period ensue of more normal 
conditions of international trade and finance, including a 
return to conditions of convertibility. Then came the Korean 
war with a drastic increase in the scale of rearmament, which 
called for action in all the countries concerned. The experts 
regret that the US policies pursued at this time did not 
impose a greater restraint on the development of the boom, 
“They state that even more caution should have been exhibited 
by states whose economies were weaker than that of the US. 

By the winter and early spring of 1951-52, the adverse develop- 
ments in certain member states-=<the UK and France==-became so 
grave that emergency action was taken which, in part, took 

the form of reimposition of direct limitation of imports, 
reversing the process of liberalization, and, in part, the 
‘form of new measures of internal financial policy. 


While there is enough diversity in the present situation 
so that the future trend is unclear, the experts are inclined 
to the view that, on balance, the underlying conditions in 
the world at large tend to expansion rather than contraction. 
In this connection, the conditions in the US are considered 
of pivotal importance and the experts believe the evidence 
points definitely to the maintenance of a high level of activ- 
ity in the US in the months ahead. There is a general pre- 
sumption that, although the general inflation is now in check, 


there 
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there will still be inflationary influences which will be a 
concern of policy. The exnerts express nope that the US 
will not increase the difficulties of other countries by 
increasing restrictions on imports. | 7 


With regard to France, the experts welcomed the recent 
measures taken to bring about stability but hoped that further 
action would be taken. They note that the inflationary move- 
ment in France has considerably exceeded similar movements 
elsewhere. While the inflationary effect of cost and wages 
cannot be denied, the experts consider that of much more 
importance were inflationary results of investments, They 
also note that psychological impulses played a highly signifi-~ 
cant part in French inflation. French Government action has 
been taken during the last nine months to deal with the situe- 
tion. The import restrictions, the report states, are clearly 
emergency measures rather than action in the nature of a general 
cure, The significant steps were reinforcements of existing 
credit restrictions last fall and passage of the 1952 budget 
this spring. The monetary measures seem to be checking the 
cf expansion and tne experts express hope that French authorities 
will continue to use this instrument. The budgetary position 
is more difficult to assess because so much depends on psycho-= 
logical influences that are vulnerable to change. The experts 
conciude that while much has been accomplished and the change 
that has taken place is spectacular, the position is not as=- 
sured anc further action should be taken. 


With regard to the UK, the experts welcome the changes 
the British have taken in the field of monetary policy and 
express the hope that in both the monetary and the fiscal 
field there will be no relaxation of present efforts. While 
there has been inflation in the UK, there has been no accei- 
érating movement such as accompanies profound disquiet and 
the inflation did not outstrip significant similar movements 
in the US, However, the UK 1951 balance of payments suffered 
a most spectacular deterioration, caused by a rise in prices 
of imported raw materials, consumption of imports to a greater 
extent thet had been anticipated, and a falling off of external 
@arnings, due partly to the loss of income frum Abadan Oil and 
partly “c a decline in the profits of rubber and tin companies 
operating abroad. However, the experts state that internal 
finanuse caanot be exonerated of all responsibility for these 
deveiopments and that the UK did not respond to external changes 
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in such a way as to restore equilibrium. It is not so much 
What the Uk did in this period that is open to criticism as 
What it did not do. However, since November of last year, 
great changes have been made in government policy. In addition 
to cuts in imports and investment, drastic alterations have 
been made in control of credit; a large block of floating debt 
has been partially funded; facilities which permitted indefinite 
transformation of bills into money have been withdrawn so as 

to restore effective control of the money market; and the 
structure of interest rates has been raised. There is no 

doubt that the cumulative effect of these changes is a virtual 
revoiution in policy, restoring the wonetary mechanism to 
something of tne place it held in the days of Great Britain's 
finaucial strength. In considering the future of the UK, the 
experts state that if the policy of restraining demand in the 
home warket is successful, the export position should even- 
tually imvrove, However, they are concerned about the tendency 
tc an inflation of costs by way of the rising wage level un- 
accompanied by adeguate rises in productivity. If this danger 
Can ve met, prospects elsewhere appear much brighter. The 
experts recognize that if the policy of disinflation is pushed 
too far it runs the risk of an undesirable reduction of activity. 
Cn balance, however, they are inclined to think that in the 
present circumstances, tne risks of not taking enough margin 
against inflation is a treater risk than of going too far 
towards checking activity. 


With regard to Belgium, the experts believe there may 
have been some misunderstanding as to whether internal policies 
had been unduiy cautious and restrictive, but conclude there 
may exist a margin within which some expansion could take 
piace without undue risk, Uniike the position of France and 
the UK, the Belgian position shows no sign of financial stress. 
The experts gave Belgium special attention, however, because 
of suggestions which have been made that the internal policy 
of that country has been so cuutious that Belgium has not 
made a sufficient contribution to the solution of the general 
problem of international equilibrium. After examining the 
matter, the experts conclude that there is some margin of 
unemploved resources; however, the margin is comparatively 
narrow and of rather localized resources, rather than a large 
roci of resources immediately available Por non-inflationary 
expansion. 


* * * 
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ais flan steel allocations from now until the first quarter of 
i953. Deliveries cf steel in the third and fourth quarters 

will be extended two rionths into the next quarters. Military 

and atomic enersy programs will be vlaced on a preferential 

basis and all other cleimants will have the same non-preferential 
Status. ‘he outlook tcr steel exports is, therefore, as good 

as could be exnected, It is understood that foreign military 
requirements will be taken care of in the same manner as domestic 
military recuirements, Foreign civilian and domestic civilian 
reguirements aprarently will share equally, although there is 
some feeling that steel exports should be cut back due to the 
present shortage in the US and this will be the topic of future 
inter-agency discussion, 


The procedures that have been approved are as follows: 
i) Military and &toaic Energy Commission orders are to be given 
priority over all other orders at the mills to permit those pro=- 
grams to catch up with steel lost by the 53-day strike, It is 
estimated that outstanding second and third quarter CMP steel 
allocations for the military and AEc will be filled by November 30, 
Fourth quarter military anc ASC orders will be taken care of by 
requiring the mills to esteclish a seteaside for such orders in 
the fourth quarter. 2) Inventory regulations are to be amended 
to restrict inventories from the present 45<day limit to 30 days 
effective September i through December 31. 3) All other claimants 
will be put on the sare non=preferential status. Non-military 
orde~s from the third quarter will be permitted to be delivered 
until Nevemter 20=<<that is, for two months into the fourth 
quarter. The advanced fourth quarter allotments (80% of the 
third quarter) will stand. These orders will be permitted to 
be delivered until February 28; 1953. 4) The first quarter 
1953 CMP allocations wii? be programmed in the light of the 
two-month carry=over of the fourth quarter into the first 
quarter, The first ouarter will be considered either as a 
one-month quarter, as an additional month to be added to the 
fourth quarter, or as part of a four-month second quarter, 


zinpiate Fxparts The US and other countries of the free 
worid are faced with a tinpl.te shortage just at the time that 
perishable foods have to be canned. During the strike an 
embargo had been piaced on tinplate exports. At the request of 
State, the Mutual Security Agency, and Commerce's Office of 
International Trade (OIT), an inter-agency meeting was held to 
discuss the lifting of the embargo. It was agreed that electro- 
lytic tinplate, secondary tinplate and black plate could be 
released for exports, while hotedipped tinplate (which is much 
heavier) would be directed for use in the domestic food peck 
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at least beyond the middle of Avgust. A press release has been 
issued announcing this and also stating that the National Pro- 
duction Authority is woricing closely with State, M5A, OIT and 
Agriculture in order that the interests of foreign countries 
dependent upon the US for tinplate will not be overlooked. 


Un-"h Steel Acreement Although the US-UK agreement for 
steei, which was agreed upon last January, called for delivery 
during 1952, it appecrs that there will be a two months slippage 
in delivery here too, as & result of the US steel strike. The 
UK to date has received or been promised @ total of 884,000 
Short tons of ingot and finished steel, pig iron, and scrap as 
commared with a US commitment of 1,108,000 short tons. The 
Steel which we have secured for the UK is comprised of allo- 
cations for the first three quarters totaling 745,609 short 
tons; scrvep from the US, 25,000 tons; pig iron from Austria, 
22,050 tons; and scrap from Germany, 91,058 tons. In addition 
to these items, it is possible that the UK will get an additional 
24,000 short tons of Army scrap from Germany and perhaps 10,000 
tons of scrap from Gvam. Even if Britain got this additional 
tonnage, it wouid be short about 185 to 190,000 tons of the 
agreement. ..t present chere is no fourth quarter allocation 
for the UK, but, in view of the above shortege, it appears 
there will have to be such. an allocation for the UK. 


Although *“>h2 UX steel production is increasing-~reaching 
an annual rete of 10.4 million long tons of ingots in May as 
compared with a4 1953 output of 15.5 million tons and a 1950 out~- 
put of 16,2 million tons--Britain still needs the steel which 
the US is comaitted to supply. We have no information that the 
UX's requirements have decreased since Junuary or that it has 
been more successful in procuring steel elsewhere than was ex- 
pected. In fact, the UK has not been able to procure more than 
525,000 tons of iron ore out of the 750,000 tons of foreign ore 
which US steel companies gave up in hopes that the UK could ac~ 
quire it. The one place where the UK has not been able to better 
its ore position is Sweden even though we gave up 400,000 tons 
of Swedish ore. It appears that the Federal Repubiic of Germany 
has gotten this Swedish ore. 


There is the possibility that Japan could provide the balance 
of the UK commitment, but this is hampered by the fact that 
Japanese steel prices are high and the quality is irregular and be~ 
cause the Japanese Government does not want to accept sterling 
in view of its large sterling holdings. The UK did manage to 
buy 109,000 tons of steel from Japan earlier this year, although 
the Javanese Government at first would not permit its sale for 
sterling. The UK is 9s pth ee | currently trying to contract 
with Japan for an additional 245,000 tons. 
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EUROPEAN RADIO CONFERENCE /.ND Agreement on the assignment 


of very high frequencies for 

use in sound broadcasting and 
television was reached among most of the European countries 
which participated recently in a regional telccommunications 
conference in Stockholm. The agreement, signed by 21 of the 
participating countries with nine of the Soviet countries 
refraining, will come into force on October 1, 1952 with 
television and sound broadcasting plans becoming effective 
July 1, 1952. The agreement recognizes that these plans cre 
preliminary and provides for their review not later than 
July 1, 1957. While the work of the conference was generally 
considered satisfactory, it seems likely that only a relatively 
small number of stations under the plan, especially those in 
the television field, will be operating or even under con- 
struction by the time the review is made in 1957. 


Although not a member of the "European Area", the US was 
granted observer status because of our interest in the wy 
high frequency assignments made to the German Federal Republic 
and in the development of television in other areas of the 
world, 


S r up Meeting Before the regional 
conference convened ct Stockholm, the television study group 
of the International Radio Consultative Committee met there 
to consider international television problems and developments. 
(See page 7, April 28, 1952 issue.) Contrary to earlier 
indications that some European countries were dissatisfied 
with the performance characteristics of the 625 line system 
now largely used for television in Europe, and which is capable 
of compatibility with the US 525 line system, none of them 
showed the least inclination at the study group meeting to 
depart from their adopted standards. France will continue to 
use the 81° line system and the UK will continue operations 
on /}05 lines. Belgium reported its adoption of a dual system, 
using both 819 and 625 lines and the Soviet bloc countries 
indicated an intention to operate a 625 line system utilizing 
a different bandwidth than the one adopted generally by Western 
Europe, Thus the number of different systems adopted by the 
European countries is increasing instead of decreasing so that 
world standardization on one technical television system seems 
even more remote than ever, The US delegation therefore read 
into the record a plea for world television standardization, 
advocating adoption by other countries of the same technical 
standards for operation of their television systems as have been 
adopted by the US or the adoption of compatible standards. Our 
statement indicated that standardization and future program inter~ 
change would probably be achieved in the Western Hemisphere. 


Principally 
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Principally from the UX statement that the "standcrds 
converter" could be used to effect program interchange between 
countries operating on different television standards and the 
Belgian decision to edopt a dual standard, our delegation 
concluded thet the European nations view standardization 
mainly from the viewpoint of program interchinge. There appears 
to be no expectation of the interchange of equipment and 
equipment design specifications among European countries, or 
a real appreciation of the problems that lack of standardiza- 
tion is certain to raise as to spectrum utilization and the 
minimizing of interference, 
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US-Ul, TALES BRING INCREASED In US-UK telecommunicctions dis- 


cussions recently concluded in 
London, tne UK agreed to increase 
its westward telegraph rates to the US and Canada by 50%, 
effective September 1. (See page 1), June 2, 1952 issue.) The 
US has been urging the UK for the pnust five years to increase 
its rates to bring them more into line with eastward rates. 
The new westward rate is now 14 cents per word, as compared with 
a rate eastward from the US of 19 cents. The new increase is 
expected to bring US cable and radio companies an increased net 
of approximately $900,000 annually. The UK raised its other 
telegraph rates across the board by 33-1/3%. 


As a concession for increasing the rates to the US, the UK 
insisted on a revision of the US-UK telecommunications agree- 
ment under which US cable and radio telegraph companies were 

ermitted to make their settlements at the conversion rate of 

4.03 to the pound sterling. (‘ie agreed thet settlements after 
October 1 should be made at the going rate of exchange, which 
currently is $2.80. This change of the conversion factor 
will deprive our radio companies of the advantage they had 
since the sterling devaluation in September 1949, but these 
losses will be offset in part by a revision in accounting 
procedures, 


The US delegation was successful in having the UK accept 
for consideration a proposal to lift the present restrictions 
precluding US telegraph companies from handling transit traffic 
to Commonwealth countries. If this proposél is accepted, these 
US companies should reap additional revenues in the amount of 
approximately $200,000 annually. 

* * + 
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CONFERENCES CONCERNING As a result of conferences in 
JAPAN'S EXPORT CONTROLS Washington, it appears that Japan 
will soon become a member of the 
Paris organization for security export controls and that 
Janan will maintain more stringent controls on exports to 
China than are maintained by Western European countries. 
A five-nower Washington meeting has made recommendations 
to tie Coordinating Committee for export controls on 
Japan's participation in the multilateral mechanism. Simil- 
taneously, bilateral talks took plece between Japan and the 
US on the level of controls Japan should maintain during 
the period of Communist aggression in the Far East. 





Background During the occupation, Javan maintained 
export controls toward the Soviet bloc which, although not 
identical with those of the US, were a good deal more 
stringent than controls maintained by other courtries. The 
multilateral control system sets the floor for the level 
of controls and individual countries may, and in many cases 
do, maintain higher leveis in their own security interests. 
The US anda Canaca embargo exnorts to Communist China and 
North Korea, while the UK maintains a higher level of con- 
trol than that agreed upon multilaterally. Historically. 
the China mainland is one of Japan's most important trading 
partners anc the source of many of the raw materials that 
are needed for Japan's industry. There has naturally been 
a lot of opposition from Japanese business and industry to 
the controls on trade between Communist China and Japan. 
and it became obvious that, with the re-establishment of 
the full sovereignty of Japan, special consideration should 
be given to the problems of security trade controls in the 
Far East. 


At the last meeting of the Paris Consultative Group, 
on June 24, it was agreed that the US, UK, France, anda 
Canada should invite the Japanese to consult with them cn 
this matter and make recommendations to the Consultative 
Group on Japan's role in the multilateral export control 
program. The five-power meeting was held in Washington 
July 28 to August 2. The conference was not preceded by a 
meeting of the four powers already members of the export 
control mechanism for fear that the Jananese might consider 
that the powers were "ganging up" and presenting them with 
a solid front. 


Therefore, 
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Therefore, the countries went into the meeting with some- 
what different views. The UK, France and Canaca favored Japan's 
affiliation with the Paris organization; the US preferred 
establishment of a compareble organization in the Far Hast 
which would have liaison with the Paris mechanism; and Japan 
wes Willing to agree to either arrangement. 


Recommendations of Five-Power Meeting It became obvious 
the US provosal for a Far Eastern export control mechanism 
completely unacceptabie to the other powers and we agreed 
Japan's affiliation with the Paris organization provided 
here would be established a China Committee with some degree 
autonomy. We were also able to get into the recommendetions 
nguege calling for stronger national representation in the 


\ 





4. 
L 


sO 
WM @ 


QMO ce: 
t) bth 


~ 





DECLASSIFIED FOR PUBLICATION IN FOREIGN 
RELATIONS OF THE UNITED STATES 























SChiT - SECURITY INFORMATICN 





‘ 


While the 





five powers nea no euthority to discuss the future level of 
Javenese controls, bilateral cconversetions took place between 
the US ana Japanese on this subject simuiteneously with five- 
cower ciscussions anc a technicel group is still working on 

a ceteilec acreement. ‘the Japanese inciceted thet they were 
villine to maintain tight controls on strategic materials but 
wantec cto relax controis so thet they coniad export at least 
come ltems cf otviously non-strategic value. 


Letters were exchanged which describe a2 mutual under- 
etending in this regard anc in which the Japanese agree to 
ecntinue to embargo ail items on tine in.ernational security 
lists anc the Us security lists curing the pneriod of Communist 
Sceression in the ar tast. However, the Us embargoes all 
ece with Communist China enc our security lists do not. we 
€i, encompass neariy all of the items which weula be useful 

the Chinese Communists in waging the Korean war. Therefore 

| iso agreed that Jepan and the US wouic review as 

kly es possible «ll other items which msy be of strategic 
- = 
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etegic items on which en embargo shoula be maintained and 

se less stretegic items, the export of which should be closely 
ude 

omrunist ereas in the Far Eest. A technical group is now exan- 
ning tnese lists ana hopes to complete its work within the 

next two or three weeks. 





As a first tangible result of this process, the Japenese 
Government mace an announcement tnat it was easinz controls 
en vool enc knit goods, textile machinery, dyestuffs, and 
never to the extent items in those categories are not on the 
security lists. 
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AGR: EVENT REACHED ON The varticinvants in the German debt 
Gr RuAN DEBT SETTLEWENT conference which ended August § agreea 

: to recommendations for settlement of 
Germany's prewar ana postwar cebts. When the recommendations 
become a part of an international agreement, the largest inter- 
national cebt settlement in history will be completed, involv- 
ing debts held in more than 30 nations amounting to the equiva- 
lent of £6 billion. FEroacly speaking. the settlement terms 
adhere as closely as nossible to the terms of the original cone 
trects anc do not, in most cesses, entail any reduction of the 
original principal amounts. However, there were a great many 
adjustments in interest rates, maturities, amortization, priori- 
ties anc the like. this settiement is the culmination of many 
months of prenaration by France, the UK, and the US acting 
through the Tripartite Commission on German Debts on the one 
hana and the Federal reoublic on the other, and of long compli- 
cated negotiations by private and official representatives of 
governments holding claims against Germany. 





The final report records the terms of settlement for 
German prewar external debts agreed to at the conference and 
provides for the preparation of an intergovernmental agreement 
to give international authority to the settlement plan. Govern- 
ments interested in the debt settlement will be invited to be- 
come parties to the intergovernmental agreement. At the same 
time, bilateral agreements wiil be prepared providing for the 

jement of the cleims of the UK, France and the US in respect 
of their postwar economic aid to Germany, which were the subject 
of earlier discussions last December. 





Implementation of the agreement will permit the Federal 
Republic of Germany to return to full varticipation in the 
international financial and commercial community. Shortly 
before the conclusion of the conference, the Federal Republic 
enacted iegislation establishing a procedure for validating 
the external securities affected by the London negotiations. 
While the work of the conference will restore vecuniary value 
to the defaulted securities, the German valication law will make 
it possible for such securities to be bought and sold publicly 
in the American market. This legisiation validating German 
securities was contrived specifically to deal with the pvroblem 
of outlawing many millions of collars worth of repatriated 
collar bonds which, although bought up by Germany for retire- 
ment, were never cancelled. It is believed that many of such 
bonds have gotten back into circulation illicitly and now repre- 
sent spurious claims against Germany. 
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In addition to the difficult problem of finding equitable 
settlements on claims and liabilities arising from the obliga- 
tions of a prewar centralized Germany at a time when Germany is 
still divided, working out the international agreement involved 
the solving of many complicated financial problems caused by 
changing world economic conditions and practices, such as treat= 
ment of debts containing gold clauses. The fact that a workable 
solution was found to these and other complex matters is a real 
achievement and a tribute to the spirit of cooperation among the 
representatives of the many governments, creditors, and debtors 


concerned. 


Implementation of the present agreement will begin with the 
working out of individual arrangements for each debt within the 
framework of the principles laid down in the agreement. The 
immediate problems in this regard facing the US are: 1) the 
texts of our bilateral agreements with Germany settling our post- 
war economic assistance and surplus property claims; 2) the 
representation of creditors, particularly corporate bondholders, 
in the settlement of individual obligations within the framework 
of the over-all agreement; and 3) how and in what form Congres- 
sional clearance of the debt settlement should be secured, in 
view of our commitment to obtain Congressional sanction and the 
fact that we need not give the settlement the force of domestic 


lawWe 


Background Preparation for a settlement of German debts 
began in iiay 1950 when the Foreign Ministers of France, the US 
and the Uh declared that the outstanding prewar and postwar ex- 
ternal debts of Germany had to be settled before normal economic 
relations could be resumed between the Federal Republic and 
other countries. In view of the many problems involved in 
attempting to work out an over-all settlement program, a tri- 
partite group was directed to undertake a special study of the 
problem. In an exchange of letters on March 6, 1951 between the 
federal Republic and the three Allied High Commissioners, the 
federal Republic confirmed its liability for the prewar external 
debt of the serman Reich, and acknowledged in principle the debt 
arising from the postwar economic assistance furnished to Germany 
by the three powers and its willingness to accord this debt 
priority over all other foreign claims against Germany, It was 
further agreed that once an acceptable settlement of the prewar 
debt had been agreed upon, the three governments would be pre- 
pared to modify the priority of their postwar assistance claims 
to the extent necessary to permit the settlement plan to be im 
plemented. Shortly thereafter, in May 1951, the Tripartite Com- 
mission on German Debts was formed to carry on the over-all work 
of a debt settlement. 

While 
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While it was deemed desirable that the final procedure 
make possible the settlement of contracts between particular 
debtors and creditors, the three governments decided that the 
number and variety of these and the limited German exchange 
reserves made it essential that individual negotiations be with- 
in the framework of general conditions outlined in an inter- 
governmental agreement. 


As guiding principles which would underlie the basic agree- 
ment, these Governments decided that the state of default of — 
Germany's external debts must be eliminated to the greatest 
extent possible; that a situation be created *hat would permit 
a return to normal debtor-creditor relationships by providing 
methods for settling these debts by agreement between parties; 
that the settlement contribute to the recovery of Germany's 
international credit by restoring confidence in her financial 
standing and reliability as a borrower; and that the arrange- 
ments reached facilitate Germany's eventual compliance with 
obligations essumed by members of the International -‘ionetary 
Fund and OciC. fhe plan, if it were to be acceptable, could not 
dislocate the German economy through undesirable effects on its 
internal financial situation, unduly drain existing or ‘potential 
German foreign exchange resources, nor add appreciably to -the 
financial burdens of any of the three powers, Interests of all 
countries were to be protected by an orderly over-all settlement 
ogeur ene fair and equitable treatment of all the interests 
affected. 





The way was paved for a full international conference for 
the settlement of German prewar external debts when the Tfripart- 
ite Commission and the Federal Republic agreed on the settlement 
of the German postwar debt to the Allies. Although the Germans 
had formally recognized the complete priority of the Allied 
Government's claims for postwar economic’ assistance, the Allies 
made major concessions in the priorities and amounts of their 
Claims subject to the conclusion of a satisfactory and equitable 
settlement of Germany's prewar debt. (See page 7, December 17, 
1951 issue.) It was also understood by the German negotiators 
that the settlement was based on the understanding that there 
would be a satisfactory German defense contribution. : 


The London Conference When the London conference on German 
debts was convened last February to consider the prewar debts, 
tventy-two creditor countries sent delegations composed of gov- 
ernment and, in many cases, private representatives. The private 
creditors of France, the UK and the US were represented by sepa- 
rate delegations, three countries sent observers, The delega- 
tion from the Federal Republic contained both governmental and 
private debtor representatives. In addition to a steering com 
mittee, negotiating committees were set up on each of the main 
categories of the debt-=- eich debts and debts of other public 
authorities; medium and longterm German debts of non-govermiental 


organizations 





UNCLASSIFIED 


DECLASSIFIED FOR PUBLICATION IN FOREIGN 
RELATIONS OF THE UNITED STATES 


$a (nana Sc EE OITA SR a TST OR, RRR a aE ET BET 














UNCLASSIFIED 
-* 


orgenizetions; standstill debts (comerciel ban’ crecits extended 
to Gerasny during the 1920's on which payments were deferred in 
the 1920's; and commerciel and riscelleneous debts. 


A serious difference of opinion arose betveen the US creditors 
end those of the Europeen countries over the sold clause in the 
verious trenches of the Young loen. This dispute, which led to the 
temporery withdrewal of the President of the US Protective Council 
of Foreign Boncholders, threetene¢ for a time to brea’ up the con- 
ferer te. 


Gold and currency clauses becarie widely used in loan contracts 
in Europe efter the currency deprecietions which followed World 
Wer I. A gold clause guarenteed thet subscribers jin various non- 
dollar currencies would get back the same amount of currency, 
meesurec by gold, as they put in. The clause was designed to 
secure creditors’ rights, wherever the currencies of the loan con- 
tracts did not in themselves inspire confidence. The dispute that 
caused the American conferees to quit the discussions arose from a 
proposal of the iuropean creditors, under which bonds payeble in 
British sterling and French frencs would be settled by payments in 
the currency of issue releted to the gold value of the currencies 
when the loans were negotiated. The effect would have been to 
multiply the amounts claimec by holders of non-dollar bonds while 
leaving the claims of the dollar bondholders unchanged, since US 
law does not now recognize gold clauses. 


The compromise formule finelly eccepted by all perties pro- 
vides thet pavment oniloan contracts conteining the gold clause be 
made in the currency of issue, es though the value of the currency 
of issue had been defined in relation not to gold but to the US 
dollar. In this wey the doller clsuse can be used in revalorizing 
the claims of British and other non-dollar bondholders whose cur- 
rencies have depreciated in terms of the US dollar. The Young loan 
hes an additionel form of exchange guerantee. In return for sgree-~ 
ing to this formula, the doller bondhoiders received slightly higher 
interest and emortization rates. 


The totel settlement scales down the original interest rates 
in most cases and extends maturity dates, in recognition of the 
existence of varieble fectors, such as the politicel future of 
Germany. Amortization of the principel of most of the debts will 
begin after five years as e major concession to Germeny's current 
shortage of foreign exchange. Under the accord, Dawes Plan bonds 
will mature in 1969 end Young Plen bonds in 1986, en extension of 
the maturity dates. Funding of interest arrears for the period 
efter 1944 on these bonds has been postponed until Germany is re- 
united. Provision is nade for more rapid repayment of capitel and 
interest in certain types of debt, if this is made in blocked 
deutschemarks which can be utilized for investment in Germany. 


* a » 
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EZPORT OF WHwW.T The International wheat Council recently held 
COUNCTL MEETING its tenth session in London to transact busi- 

ness arising from the operation of the Inter- 
ndtional Wheat Agreemeni. It considered matters relating to 
the extension of the “greement beyond July 21, 1953, and pro- 
posed further study of that issue. The Council also made deci-~ 
sions in regard to interim restrictions on the purchases and 
sales of wheat to ensure that the Council can mate adjustments 
in the event of a short crop; price equivalents; transfer of 
Quotas; increased quotas; &@ new anplication for membership; 
and certain other matters. 


tension of the isreement In fulfillment of -rticle XXII, 


pera. 2 of the International Wheat Agreement, the Covneil con- 
Sidered the recommendations to be made to member governments 
regarding renewal of the ..greement beyond July 31, 1¢53. In its 
communication to member Governments the Council indicated that 
certain changes in the .greement would be desirable if it is to 
be extended, but that it covld not yet reéch an understanding 

on some mejor matters such as maximum and minimvun prices. The 
Council emphasized that certain questions with an important 
bearing on prices should be exemined further, notably whether 
agreement can be reached upon a formula by means of which maxim 
and minimum prices agreed upon at the outset can be made subject 
to an automatic revision at regular intervals during the course 
of an-extended agreement. The Council remitted these matters 

to a continuing committee for examination and report, and recom 
mended further Council study when that committee makes its re- 
port. it proposed resumption of discussions on renewal of the - 
Agreement on January 12, 1°53, after which final recommendations 
will be sent to member governments. The Council resolution in 
its final form was worded so as to avoid committing the Council 
in principle to renewal of the Agreement. 


Limitation of Quantities .t. the meeting Australia expressed 
fear that it might not be able to carry out its obligations under 


the ..greement in the crop year 1952-53 because of a short crop. 
Recalling the difficulties encountered last year when Australia's 
inability to meet its obligations was reported only after some 
importing countries had purchased their full quantities, the 
Council passed a resolution limiting transactions to 95% of the 
guaranteed quantities until January 31, 1953 or other date speci-~ 
fied by the executive committee. This keeps open the possibility 
of & pro rata reduction under Article X in the quantities of im 
porting countries, if Australia should be uneble to deliver its 
full quota and the balance could not be restored by a voluntary 
increase bv other exporting countries or reduction by importing 
countries. 
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Price EFevivealents The Covnetl agreed that for the period 
o* closed navigation between Fort Wiliitam-Port -rthvr and the 
Conedian Atlantic ports Curtng the cro» year 1052-53, price 
ecuivalents should be determined by reference only to the lake 
ane rail movement of wheet from Fort William-Port -rthur to 
Cenadlan winter »vorts. However, transaztions in Canadien or US 
wheat moved by an ell-rail vouvte (more expensive) to Atlantic 
perts “nsterd of by lake and rail would be recordable, subject 
to agreement between buyer and seller on the additional costs 
‘nvolved. This settlec @ controversy which arose in the winter 
oir 1951-52 when considerable Canadian wheat had to be carried 
All-rail at increased cost und the US followed Canada in raising 
the maximum price under the “greement accordingly. 


Other Business The Council rejected the applications of 
Bolivia, the Dominican Republic, the Honduras Republic end Mexico 
for quota increases during 1¢52-55, and turned down the applica~ 
tion of the Vatican for recession in accordance with a general 
YNolicy of the exporting countries not to make more wheat avcail- 
able on Agzeement terms. A resolution to permic the transfer 
of quotas on an annual basis was rejected bv the Council as 
there was considerable doubt as to the legality of such a reso-~ 
lution, and the anticinsted shozrt-cropn situation in the 1952-53 
crop vear did net make proy*sion for such transfers desirable. 

A continuing cowittee of the Council reported informally on 
nrogress made since the last meeting, particvlarly in the study 
oft a flexible price formula which is still being explored. The 
rules of procedure appliring to shipping tolerances were modified 
to provide thet insovtar as sales to dependent territories exceed 
the guantity established for them by the mother country plus 

the indicated percentuce or tolerance for the mother country, 
such excess quantity should be charged against the quota of the 
metropolitan area, 


The executive Committee revorted appointment of a US nation- 
&1, Gordon Frazer, as Secretar; of the Council after the post 
hed remained vacant for a vear. F. Sheed /nderson of Great 
Britain and Edwin McCarthy of \ustralia were reelected as 
Cheirman and Vice-Chairman respectively of both the Council 
and the Sxecutive Coumittce. 


Futur: Meetings The Cowvncil accepted a US invitation to 
resume discussions on renewal in Washington Januerv 1z, 1953, 
end decided that the regular statutory business session for the 
first half of the 1952°53 year should also be held in Washington 
before the end of January. If enovgh progress is made by the 
continuing comiittee on the renewal problems apart from price, 
the british indicated they would favor an interim meeting in 
Lonion in October or November, 


* * * 
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pOV LEA EN For the first time in seven years, Austrian 

DANUBE TRAFFIC vessels may move on the entire Soviet sector 
of the Danvbe. This is a result of an 

Austro-Soviet agreement signed in June, at the instance of 
the Soviets, onering thet stretch of the Danube in the Soviet 
zone to Austrian vesseis. While we are pleased that the 
Aus.Tiens are now free to use the Danube, we feel that terms 
of the agreement, wnich are secret and have not been publicly 
announced, are restrictive on the Austrians and in our view 
do not provide real freedom of navigation. Soviet assurances 
cf safety fron seizure avply to “Austrian vessels" with no 
specific reference to vessels of the Austrian Danube Steamship 
Comvany (DiSG), which is the largest and only Austrian carrier 
of any importance on the Danube. Since tne Soviets consider 
DDSG a Gaiman asset, their guarantee to safeguard Austrian 
vessels may not adequately protect DDSG vessels entering the 
Soviet zone. Furtherrore, the egreement clearly treats 
Austria as an cecupied country, providing for Soviet checking 
of goods, passengers, anc crews of the vessels in the same 
way as they do on the railroads. Presumably, the Austrians 
accepted the Soviet terms because they were eager to open up 
Danube traffic anc thougnt these were the best they could ob- 
tain at the time. 





The unilateral Soviet move in opening the Danube for 
traffic, undoubtedly based cn both economic and political 
considerations, surprised and nuzziea both Austrian and Western 
cbservers. Embassy Vienne is inclined to interpret Soviet 
reauiness to come to en agreement as a prepeges move to 
buiid good will among the Austrian population. Some observers 
feel tnat the Soviets may be aiming at as advantageous a 
settlement as vossible before Yugosiav-Western relations are 
strong encougn to bring about a squeeze at the most strategic 
point of the Danube. 


Background In the later stages of the war, the bulk of 
DDSG shipying had withdrawn up the Danube ahead of the Soviet 
armies ana the close of hostilities found most of the ships 
in US hands. Since the USSR claimed DDSG as a Gerwan asset 
and took over as reparations DDSG in the Soviet zone, it was 
considered dangerous for Austrian shipping to enter that zone 
without assurances from the Soviets that they would not seize 
LDSG vessels. This potential threat of Soviet seizure of 
DDSG vessels has been the principal obstacle to the resumption 
of Lanube commercial traffic, since the Soviet authorities 
had refused Austrian requests for guarantees of Austrian 
vessels. 





The 
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dhe Austriar. Danube between Linz and Vienne, once one 
of the centers of Danube shipping activity, was practically 
Geserted fcr several years following the war except for: 
1) Yugoslav vessels which in the past two years carried on 
tirade between their ccuntry and the American zones of Germany 
and Austria, crossing unmolested, on the whcle, foviet or 
setellite-contzolled territory: and 2) Western, mostly 
Austrian, vessels which occasionally got a Soviet nermit to 
navigate on the Soviet-controllec stretch of the Danube. 
Luring those seven vears, international negotiations were 
concucted on various Zeveis, from Council of Foreign Ministers 
down to local Austrian ana Soviet agencies. with a view to 
re-establishing prewar international Danube navigation or 
at iecast to permitting Austrian and German vessels the un- 
hamrered use ox the Soviet-controiled stretch of the Austrian 
banube. 


There was and is considerable international traffic on 
the Cermai-Austrian stretch of the river aown to Linz in the 
American zone of occupation and, on the other hand, between 
Vienna anu the Sowiet bloc countries including the USSR. The 
latter nations and Yugoslavia are operating under the Belgrade 
Danube Convention of 1948 which, although it also proclaims the 
vorinciplie of freedom of navigation. was not recognized by 
the Western Povers, Austrie and Western Germany. The primary 
reasons for this non-recognition were the disregard for the 
well-establishec rights of countries which, like France and 
the UK, had been vnariies to the previous Danube treaties 
ana members of the nrewar river commissions as well as the 
lack of real sefeguerds for freedom of navigation allegedly 
provided ivr in the Belgrade Convention. The Belgrade Con- 
vention led to the estabiishment of the Danube Commission 
consistire of the USSR, Rumania, Czechosiovakia, Hungary, 
Yugoslavia, Bulgaria, the Ukraine, and excluded the non- 
riparian powers, members of the 1921 Commission. The ques- 
tion of German and Austrian membership was left until con- 
clusion of the veace treaties. 


Along with the UK and France, the US refused to recog- 
nize the Delgrade Convention for itself or for our zone of 
occupation in Austria anc Germany or the authority of any 
commission created under the Convention. At the same time 
we reiterated our nolicy with regard to Danube commerce, 


expressing 
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expressing a desire to obtain free and increased movement 
of traffic along the entire Danube on a reciprocal basis. 
in exceptional cases, with regard to Austria and Germany, 
west-bound shipping was to be authorized vorovided it was 
highly advantageous to the Western countries. 


Yugoslavia was a signatory to the Belgrade Convention 
and still retains membership in the Danube Commission. Its 
experience as a member of the Commission has borne out 
our contention that the alleged "freedom of navigation" 
and “equality of treatment" nledged by the Danube Convention 
are nullified by other provisions of the Convention and by 
the administration of the Danube Commission which is conm- 
pletely Soviet-dominated. 


DECLASSIFIED FOR PUBLICATION IN FOREIGN 
RELATIONS OF THE UNITED STATES 

















BEST COPY AVAILABLE 


ISSUE NO. 370 
August 18, 1952 


SECRET 


SECURITY INFORMATION 











-—-—- 





A DEPARTMENT OF STATE 
POLICY REPORT 





DECLASSIFIED FOR PUBLICATION IN FOREICN | 
RELATIONS OF THE UNITED STATES 

















BEST COPY AVAILABLE 


o et 
ie 5 il 133 
ly» 
be 
‘ 
Document Security Instructions 
ci ment should be treated in accordance with current instructa 
ecurity measures lor SECRET materia! Extreme ire should be ¢ 
1von private discussion of the intorm herein with or 
i! { any perso! ne’ authorized to huve Knowledve there 
voses all classihNed Foreign Service Officers and other resp Die 
ofeers are authorized to have knowledyve of the contents ol this docu- 
nsipiity ior the safekeeping of which will! 


ili De assumed Dy each recipient 


ni be retained in protected files or, at Une discretion of the recipient 
OV Durning If not personally disposed of bs ihe recipient. he wii 
Lia burned in the manner prescribed for SECRET material 


DECLASSIFIED FOR PUBLICATION IN FOREIGN 
RELATIONS OF THE UNITED STATES 

















SECRET - SECURITY INFORMATION 


August 1£, 1952 


CONTENTS 


Emergency Aid 
Granted to Israel --+--+-+-e+-+-+2e ee 2+ = ee ee eee 1 
Beckground 
Outlook for 1952-53 
Action by Israel 


Presicential Decisions on 
"Escape Clause" Findings - ---+-+-+e-+e+-+-+ee6 2 
Escape Clause Provisions 
Finding on Géerlic 
Watches 
briea Figs 








DECLASSIFIED FOR PUBLICATION IN FOREIGN | 
RELATIONS OF THE UNITED STATES 











SECRET - SECURITY INFORMATION 


EMERGENCY AID Israel will be assisted in making pay- 
GnANTED TO ISRAEL ments of obligations coming due in the 
period from July to October, 1°52 
through prompt release by the US of $25 million out of the 
&7O million appropriated in grant funds for that country 
Quring fiscal 53 by the Mutual Security Act. We have re- 
leased $15 million and plan to release an aaditional $10 
million as and when necessary. Allocation of this total of 
w25) million was recommended by Raymond Mikesell, a special 
financial representative who was sent to Israel during July 
to study the country's financial situation after Israel 
asked for emergency financial assistance from the US. We 
agreed to release the money to Israel at this time on receiv- 
ing representations from the Government that it would take 
certain steps to reform its financial administration. 


Background As a result of Israel's request for aid, it 
was decided to despatch a US representative to Israel to sur- 
vey the current financial and economic problems, with a view 
to avoiding similar emergency situations in the future. He 
found Israel facing a serious financial crisis in August. 
1952 in that maturing debts arising from letters of credit, | 
bans loans and notes held by firms and individuals could not 
be covered with foreseeable cash income and reserves. This 
situation was similar to that exverienced in November 1951 
and in April 1952 when TCA program funds were used to pay 
maturing obligations. 


Outlook for 1952-53 During the fiscal year 1953 Israel 
is obligated to meet dollar payments, in addition to expendi- 
tures needed for the purchase of essential comxodcities, of 
about 110 million and non-dollar payments of about $14 mil- 
lion. The country's free dollar income is not enough to make 
substantial contributions toward debt retirement, even if it 
made a drastic reduction in its commitments for dollar imports. 


During the past three and a half years, only 15% of 
Israel's foreign exchange expenditures have been earned from 
exports of goods and services. If the country had confined 
its exchange commitments to income from private contributions, 
government grants, capital imports and long-term borrowings. 
its situation might still have been precarious, but it might 
have been able to avoid the financial crises which have beset 
it for the last few months. Instead, the Government had 
financed imports beyond these income resources by piling up 
hee and intermediate-term debts totalling about $1°0 
million. 





Action 
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Action by Israel During tris process of examining its 
financial problems, the Israel Government became awere of | 
the need to institute substantial revisions in its econcmic 
and fiscal policies, as well as in some ci its administra- 
tive procecures. ‘he New Leconomic Program, instituted 
early this year (see nage 3, June 16, 1$52 issue) was ce- 
signec to combat ronetary inflation ana restore internal 
financial ecuilibrium. This -colicy bore marked results, 
but was noi fully eifective with the resuit that the Israel 
Government ceciued to adovt further meesvres to »vromote 
financial recovery ana to avoid recurring threats cf its 
financial recovery. 


Taking into consideration the recomrencations cf ovr 
snecial representative, the Israel Government has deciced 
to take certain rewnecial stess. It is now prenaring a 
foreign exchange budget for fiscal 1653, and states that 
every effort will be made to have it ready by. September 15. 
This will constitute a working besis for Israel's foreign 
currency overations thrceughout the year, and will cover 
three basic vointss 1) no vart cf the country's revenues 
either for current or development purposes curing fiscal 
1653 shall be derived from a net increase in short-term end 
intermeaiate-term indebtecness, rather it will be Government 
nolicy to sttain the maximum net reduction of outstanding 
short-term detts by renaying such amounts of short-term 
debts as may be feesibie ena refunding as much as possible 
into long-term obligations; 2)-non-transferable or ticad | 
income items will be matched against apvropriate svecific 
items cf exvenditure, while cesh expenditures and debt 
service will be offset only against cash income; end 3) dve 
consiceration will be given to ell outstanding obligations. 
The last consideration was included at the suggestion of the 
LDevartment inasmuch as no provision had been exnlicitly 
made by the Israeiis for tne release of blocked accounts 
to arab refugees ana for comvensetion for »vroverty damaged 
in the Arab-Israel hostilities ihe first two vrinciples 
Will be modifieo only when there ere seasonal fluctuations 
in income anc exyvenciture. Government volicy will be to 
regulate its exnenditures within the limits.of this foreign 
exchange budget. ‘ 


‘he 
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The Government of Israel is planning to mike the 
details of this foreign exchange budget cvailable to the 
US mission in Tel “viv. in order to facilitete effective 
cooneration in the use of US assistance, the Isrcelis exvect 
to follow the procedure of reguler consultutions with the 
mission so that @ neriodic evaluation can be made of Israel's 
finnneial nosition. The Iiznistry of Finetnce will teen 
records showing all incomes, expenditures, comm..tments, new 
credits or borrowings, liuports and services carried out or 
evthorized, external and internal cash vositions cnd cash 
belances in all currencies. Figures for each nonth will 
be anclyzec in relation to c11 sections of the Israel budget, 
with special reference to its foreign exchange components, 


Concurrently with the prenaration of the foreifn ex- 
change budget, the Government of Israel intends to set up 
& specicl foreign exchange control board with the responsi-~ 
bility of meking @11 allocations of foreign currency, includ- 
ing the granting of permission to make foreign exchange 
commitments against foreisn exchange income. The Govern- 
ment is resolved to take all measures to keep 411 foreign 
exchange commitments strictly within the limits of its 
foreign exchenge income, and will set up a system of ac~ 
counting which will reveal the current and prospective 
foreicn exchanze position of the country, wee‘cly or monthlyr, 
eccordins to the neture of the item. It also intends to 
centralize all import programming, including screening 
cs to order or priority of requirements submitted by various 
ministries, 


Isre2el still believes that any stébilizetion of its 
fanancizl vnosition will be impossible unless lonser »neriods 
of inaturity can be obteined for its indebtedness. The 
Department has urged the Isreel Government to mulze every 
effort to negovinte arrangements with its creditors whereby 
short-tera Cebdts will he extended and spreac over 2 neriod 
of yerrs, 50 long as isrsel's credit standing is not im 
neired to the extent of miking it impossible for the tate 
to Svoply the donpulavicn with the most basic necessitics. 
Israel hes agreed to melze this effort. Meanwhile, the 
Government stctes that it will not divert current income 
to net Gebt retireiuent et ° rzte which will maize it ino 
possible for Isreel to cover its essential import needs, 


* * * 
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-SIDENTIAL DECISIONS ON Presidential action last week on 
"FINDINGS Tariff Commission “escane clause" 
recommendations brought to three the 
number of such recent cecisions. Up to the first part of 1952 
the Presicent hac teken ection on only two escave clause cases. 
those on fur felt hats and hat bocies anc hatters' fur. Among 
the cases reoorted by the Commission thus far in 1952 were 
those on watches, garlic anc dried figs. In the case cf motor- 
cycles erc motorcycle narts, the Commission found no injury to 
the comestic inaustry from increased imports, and made no recom- 
mendetion to the President. Last week the President rejected 
the Commission's recommendation for increasec duties on watches; 
he had earlier ruled against the recommended quotas for imports 
f garlic. He acceded to the Commission's recommendation for 
an increased duty on dried figs, with the recommendation that 
a close watch be kept upon the situation with a view to ma’-ing 
adjustments to meet changing conditions. 


In revorting on two of these cases the President emnha- 
Sized the importance of trade exvansion anc steted that any new 
restrictive action on imnorts into the US must be clearly justi- 
fied if we wish to avoid a Serious loss of confidence in our 
leadership in the world. Western European countries, disturbed 
at apparent contradictions in US commercial policy, haa been 
uneasily waiting for the aecisions, fearing action which would 
mean a decrease in their coliar receipts. The watch case was 
regardec es vaerticulariy important and the President's decision 
was hailec abroad as evicence cf the sircerity of American 
intentions concerning international economic ccoperatior. We 
have not yet received reactions with regard to the decision on 
Griec figs, ort exnect that edverse reactions wiil be forth- 
coming. porticularly from Italy and Greece. Last morth we 
notifica the Contracting Parties to the General Agreement on 
Tariffs ena Trade that it might become necessary tc modify our 
concessions on criec figs, signifying that we were prevared to 
consult with tie Contracting Parties jointly and with inaividual 
countries having a substantial interest in exporting dried 
figs to the Us. 


Escane Cieuse Provisions The heciprocal ilrade Agreements 
Extension ‘Act cf 1051 contains a provision reierrec. to as the 
esceve clause, Cesigned to srotect comestic industry from 
serious “injury cue to imoorts resuiting from ecncessions made 
in trace agreements. The iegisiation requires tne Tariff 
Commission on recuest of the Presiacent or Congress, on its own 


motion, 
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motion, or on application of any interested party, to investi- 
gate whether products on which concessions have been granted 
are being importea in such increased quantities or under such 
concitions as to cause or threaten sericus injury to domestic 
producers of like or competitive products The Tariff Commis- 
Sion must make an investigation and report thereon within one 
year after apnlication is made under the escape clause. When 
the Commission finds no reason for recommending action to in- 
voke the escape clause, it makes public a report stating its 
findings and conclusions. Where the Commission makes a recom- 
mendation to the President for escape clause action and the 
President does not take action pursuant thereto within the 
time prescribed by law, he must immediately explain his reasons 
to the proper Congressional committees. 


Finding on Garlic As the result of an escape clause 
investigation, the Tariff Commission last June found that, 
partly as a result of the tariff concession, parilic was being 
importec into the US in such increased guantities as to cause 
serious injury to the domestic industry. Ina sviit decision, 
it recommended that, for an indefinite period, an annual quota 
be established equal to SO%# of the average annual quantity of 
garlic entered, or withdrawn from warehouse, for the period 
1947-51. The Lepartment recommended strongly against acceptance 
of such restrictive action, contending that the report proviced 
no basis for the conclusion that serious injury to domestic 
industry had been causec or threatened by imports. 








The principal facts as they emerged from the Tariff 
Commission report were these: About 90% of the US production 
of garlic is grown in California. Over 90% of the California 
crop is produced in three counties. Only 60 farms in these 
counties grow garlic regularly and four of the farms have 
accounted for over half of that production. Despite this high 
degree of centralization, however, garlic is only of insignifi- 
cant importance to the three counties: the crop is one of 
twenty or thirty vegetables nroduced in the area, accounting 
for less than 24 of the vegetable acrerage of the area, the 
other vegetables being virtually free of any competition from 
imports. No land is devoted exclusively to garlic, and garlic 
is generally grown on the same land no oftener than one year in 
four. No labor ana little equipment are devoted exclusively to 
garlic. 





In 
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In his decision with regard to garlic, the President stated 
that the revort clearly indicated that farmers who were dissatis- 
fied with their financial return from garlic had ample opvor- 
tunity to increase their production of other crops, which were 
enjoying good markets. Thus, he failed to see how these farms 
coula be suffering serious injury from imports, and he therefore 
refused to accept the proposal that the US should limit the 
quantities of foreign garlic which can be imported into the Us 
each year. 


The Department had pointed out to the President that garlic 
is imported entirely from countries of the Western Hemisphere 
and from friendly countries of Europe whose eccnomies we wish 
to strengthen; Mexico and Italy are the two ranking suppliers 
of garlic to this country. Mexican production is marketed 
largely in the first half of the year when our domestic prodauc- 
tion has alreac been sold by the growers. Italian prouvction. 
however, is marketed at the same time as domestic production, 
and competes with the letter on the eastern seaboard and in 
Puerto Rico. 


We further pointea out that garlic production is an impor- 
tant product in the Po Valley area of Italy, which recently 
sufferec heavy flood damege and that almost all of the output 
is for exports, cniefly to the US. Giving effect to the Tariff 
Commission's recommendation for increased quotas woulc heve cost 
Italy some ;262,0%C in lost dollar earnings, which would in turn 
have reduced Italy' s defense program by about twice the amount 
of the aoular loss. Such restrictions, comins on top of those 
already in effect on Itaiy's sales to us of fur-feit hats 
hatters' fur, cheese, and almonds, would have had very serious 
economic and political effects. in this regard, the President's 
letter to Congress called attention to the good job that Italy 
has Gone with aid provided by the US and the Gecline in the 
strength of the Communist Party there. He mentionec Italy's 
need for earning dollars and said that every obtstzcle the US 
puts in Italy's way in these efforts is a step harmful to our 
mutual security and costly in the end to the consumer anc to 
the American taxvayer. 


Watches The Tariff Commissioners divided evenly on the 
guestion cf whether increased imports of watches have caused 
serious injury to domestic watch producers; their recommendation 
to the Presiaent was based on a four-to-two finding that imports 
threaten serious injury. To avoid such a threat, four Commis- 
Sioners recommended that the duties affecting the most signifi- 
cant items among our watch imports be increased by 50% but to a 
levei not higher than the 1930 rates. The present duties average 
around 37% of the value of the imports. 


The 
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The Department recommended against increasing these 
rates of duty, stating that numerous considerations in the 
Commission's report led to the conclusion that no serious 
injury or threat thereof had been shown. .ioreover, we pointed 
to additional reasons which argued against acceptance of the 
recomendation, including the fear of other countries of 
increasing US restrictionism and the impact on the Swiss 
export trade and economic viability. 


In declining to follow the Tariff Commission's recommenda- 
tion to increase these rates, the President pointed out that 
the Comnission's report showed that consumption of watches 
nearly quadrupled in the 16 years since we reduced our tariffs 
on watches. aA mass demand for watches has been developed; — 
merchandising methods have been changed radically; styles in 
watches have changed considerably. These developments, which 
American imports of Sviss watch movements were instrumental 
in bringing about, have benefited the importers the most. 

But American watchmakers have benefited also. Nearly twice 

as many watches were ade in the US in 1951 as in the average 
year in the period 1936-40, The pin-lever industry, which. 
makes inexpensive watches, has sold fewer pocket watches but has 
maintained its total output by making more wrist-watches and 
Clocks. More workers are employed than before and wages compare 
favorably with wages in all manufacturing industry. The watch 
industries have been profitable, tooe 


The President was unable to reconcile this picture with 
a finding that injury threatened the domestic industry. To 
some of the Commissioners a main reason for their finding was 
the fact that the domestic industry today enjoys a smaller 
share of the larger total market than it previously enjoyed. 
The President pointed out, however, that serious injury, by 
any definition, must mean a loss to someone. In the doiestic 
watch industries, no losses have been shown; only failure to 
gain something the industry never had, 


In rejecting the tariff Comzission's recomnendation, the 
President emphasized that the fundamental purpose of the trade 
agreements program is to expand US exports and imports. A 
way has been provided, in the escape clause, to prevent unfair 
burdens falling on any particular segment of the economy. 

But it was never intended that the program be limited by a 
requirement that domestic production must double whenever 


imports 
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imports double. He further stated that the increased 
pressure for new import restrictions into the US makes 
it especially important that any new action we take be 
clearly justified. 


Finally, the President mentioned the very serious effects 
that such action would have on Swiss-american relations. 
Over half of Switzerland's total sales to us are watches 
and even now Switzerland sells us far less than we gell to 
Switzerland. Compared with Swiss sales to us of $121 
million, we sold Switzerland $216 million worth of goods 
in 1951 including wheat, cotton, tobacco, automobiles 
machinery, office appliances and pharmaceuticals. Switzer- 
land is one of the very few countries which is able to do 
without restrictions on dollar imports. Our policy is to 
help other free nations achieve economic viability. a 
grave disserviee to this end would be done if we took 
action which mignt deprive a country now enjoying such 
viability of its ability to remain economically sound. 


Dried Figs The Tariff Commission, in a unanimous 
decision, found that dried figs are being imported into the 
US in such increased quantities as to cause serious injury 
to the domestic industry and recommended that the duty be 
increased fron the rate of 2-1/2 cents to 4-1/2 cents for 
an indefinite period. The report of the Tariff Comnission 
was not conclusive. However, it did not contain the 
statistics as to inventories and profits and losses of the 
industry which apparently provided the justification for 
the unanimous decision of the Commission. As the report 
of the Commission is made public after the President has 
decided on the action he will take on it, these data could 
not be included in the report since they were furnished to 
the Commission on a confidential basis. 


‘It appears that, due to unusual circumstances in 1950, 
stocks of dried figs have accumulated and have had an 
unfavorable effect on the fig industry. There are some 
indications that the situation has already shown some 
improvement and the Department feels that it may be a 
temporary one. The Department did not recomiend against 
the President's taking the action recommended by the Tariff 
Commission, but we strongly recomended that the action be 
limited to a specific, temporary period, and be subject to 
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a decision to continue the higher rate of duty beyond that 
time. ‘\.e pointed to the adverse effect the increased duty 
would have abroad, particularly in Greece and Italy where 
the impact of the duty is concentrated in small areas so 
thet it will be doubly distressing. The effect on the in- 
crease in duty will also affect Purkey, with whom the conces- 
sion on dried figs was originally negotiated, and Portugal, 
wnich increased its shipments of dried figs to the US in the 
past to years. 


In issuing the proclamation on dried figs the Fresident 
also issued a statement to the effect that there was some 
indication that the necessity for this step is due to abnormal 
crop and seasonal factors, and that the situation is of a 
temporary nature, The President suggested that the Dejyart- 
ment of °tate keep the foreign situation under surveillance 
and, if developments should justify it, request the Tariff 
Commission to review the facts next year in time to make any 
appropriate recomiendations before the beginning of the 1953 
fig marketing season. 
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INDONESIAN ECONOMIC In a recent analysis of the Indonesian 
ANL AID PROBLEMS - economic situation Embassy Ljakarta 
furnishea evidence indicating that a 
serious economic period lies ahead for Indonesia. The- 
moderate budgetary surplus cf 1°51 hes yielded to a deficit 
for 1952 which is’ now estimatec at over 4 billion rupiahs. 
Moreover, inflationary influences continue despite the 
change from an export to an import surplus. 





The most spectacular factor in the adverse turn in 
the balance of »syments was the abrupt drop in the rubber 
price which occurred in April-May. Present prospects are 
for exchange receipts from rubber to be only about #400 
million in 1952, as compared with approximately $655 mil- 
lion in 195l. imports are still rising in delayed re- 
action to last year's higher income expenditures. If it 
were just a question of exports and imports being out of 
phase, the present balance cof payments prospects would be 
less disturbing. Of more significence is the increasing 
component of rice in Indonesia's imports. Kice imports 
are estimated at 700,0CO tons in 1952 at an exchenge cost 
equivalent to about $140 million and it is certain that 
by December of this year the 1951 rise in official gold 
and exchange holdings will have been more than wiped out. 


However, substantial correction of the major short- 
run economic problems, the maintenance of a degree of 
national solventy, and even a noticeable reletive improve- 
ment in the economic welfere of the population lie within 
the control of the Indonesian Government, our officials 
in Indonesia believe. Raw material requirements from 
abroad are insignificant and a reasonably satisfactory 
level of imports of consumers goocs can be financed, 
once the rice problem is on the way to solution, by the 
export of traditional Indonesian primary procucts. 

Rubber, the source of one-half to one-third of Indonesia's 
export earnings, can still be produced fairly profitably 
at present prices. Petroleum production could be greatly 
increased by merely abstaining from herassment (such as 
recent tax measures) of the private oil companies. Sugar 
ean be re-established as an export crop, at least to some 
extent. Some degree of industrial advancement can be 
financed by forcign capital. The new government has 


promised 
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promised that a complete statement on foreign investment 
policy will be mace in the near future ana this policy 
will determine whether American ano other foreign private 
capital, which is now reluctant, wil] invest in Indonesie's 
rich national resources. 


Indonesia is seeking membership in the Bretton Woods 
institutions. The International Bank may, therefore. be 
the source of future technical surveys ana financial 
assistance. There is also some nossibility that Indonesia 
will join the Cclombo Plan. Meanwhile, the UN and its agencies 
are operating in Indonesia on a broad front with regard 
to technical assistance. 


Inconesian Attituce Toward Aid Indonesian officials 
are determinea above all eise to maintain Indonesia's 
neutrality in the present conflict betv.een the US anc the 
USSR. They are convinced that membershin in either bloc 
woulad mean a serious diminution if not total loss of 
Indonesian independence. ‘hey are afraia that US aid 
progrems are directec at incucing them to aesert their 
neutral position, and the result has been an increasingly 
suspicious attitude ana a greeter aetermination to main- 
tain their aloofness from the Western world. Because the 
US is far more conspicious in Indonesia than is the 
Soviet Union, ana because the Indonesians see in the area 
arouna them (Japan, Incochina, the Philippines, anda 
Malaya) more evidence of US than of Soviet activi ity, they 
have perhaps become more prone to make statements thet 
they are not becoming members of the group of netions 
supporting US policy then to make similar statements about 
the USSR and the Soviet bloc. 


Record of US Aid The US favored Indonesian independ- 
ence and after Indonesia attained its sovereignty the VU 
was the first nation to give it material and technical 
supnort. ECA-financed textiles, foodstuffs and other com- 
modities were suppliea from 1948 to 1950 through the Euro- 
pean necovery Program and the Netherlands Government. A 
$100 million Eximbank line of credit was established for 
the new nation of which apvroximately $76 million has now 
been firmly or tentatively allocated and $18 million had 
been actually disbursed at the close of fiscal 1952. The 


US 
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US economic and technical assistance program began as a 
result of the recommendations of the Griffin hission, 
which visited Indonesia in April 1950. In October of that 
year a bilateral agreement was signed and a program de- 
veloped which concentratec on four major categories: 

a) agriculture, forestry end fisheries; b) public health; 
c) small-scale industry, engineering services and public 
works; and d) eaucation, training end public information. 


However, discussions concerning the fiscal], 1953 technical 
ana economic assistance program for Indonesia, tentatively 
set at about 43.1 million, are presentiy in abeyance pend- 
ing clarification of political difficulties surrounding 
the commitments required by the ijutuel Security Act. 

The program is continuing, however. 


Meanwhile, in renvly to an Indonesian request, we plan 
to state that the US is ready to commence negotiations on a 
vroject-by-project basis for the reiease of counterpart 
funas accumulated before the transfer of sovereignty. Wie 
believe the early release of some of these funds would avoid 
friction end may also serve as an example of successful US- 
Indonesian cooperation and contribute to Indonesia's economic 
stability. 


Economic Relations with Soviet Bloc To the best of our 
knowlecge the Indonesian Government has complied with the 
provisions of the Battle act during the months of the current 
yeer for which trade statistics are available--January through 
April. articvlate Indonesian opinion during the past six 
months has been unsympathetic to the restrictions which they 
feel the embargo on shipments to the Soviet bloc places on 
Inconesia's capabilities to expand exports. As to trade 
agreements with Soviet bloc countries, Indonesia has reguiar 
commercial and finencial bilateral agreements only with 
Czechoslovakia, Hungary and Poland. Any trade between 
Inuonesie anc the USSR is carried on indirectly through such 
trensii countries as Malaya ana the Netherlands indonesian 
statistics show no imvorts from the USSR itself either during 
1651 or curing the first quarter of 1952, although there 
have been unconfirmed reports of some clandestine transactions 
by Indonesian firms involving shipment of rubber to Communist 
China. 
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RUBBER aGRESMENTS STUDIED BY a special working party of the 
TuTonNatT-CNaL WORKING PaRTY #International Rubber Study Group 
met from July 30 to august 15 in 
London to consider whetner international measures to prevent 
burdensome surpluses and serious shortages of rubber are neces- 
sary and practicable; and, if so, to examine the types of agree- 
ments required to implement such measures. After reviewing 

the supply situation and discussing in some detail two types of 
international arrangements which were sugsested, the working 
party adjourned with plans to meet again in London January 5 
after the problems and proposals had been further considered 

by the delegations. 





Background The special working party was created by the 
Rubber Study Group at its meeting in Ottawa last May. (See 
page 7, May 19, 1952 issue.) As a basis for discussion, the 
working party used the estimates of the supply-demand position 
for natural and synthetic rubber contained in the report of 
the ninth meeting of the Rubber Study Group. These statistics 
showed a balance of 275,000 long tons, which is at present 
being absorbed by government stockpiling, particularly in the 
US. Although stockpiling is a temporary program, authoritative 
rubber circles foresee the surplus giving way to a shortage in 
succceding years, because of expected increases in general demand. 


Natural ruber prices have dropped considerably over the 
past year, giv’ -¢ rise to serious apprehension on the part of 
lialeva, Indenesta es other producing countries, This drop 
is the result cf over-speculation when the market was high, 
and increased production of both natural and synthetic rubber. 
US Government produced syntnetic rubber is selling in the US 
(little is expcrted) at a price somewhat lower than that of 
top-grade cruac rubber, even though in meny cases it is as 
gooo as or betior tran the natural produc*. Cince the US 
normally constivss about half of the world’s na:ural rubber, 
serious cuctai.~cnt of the US market could have severe reper-= 
cussions ca th: sennomies of natural producing countries. 
Labor unrest ca sed by unemployment on the ruhter plantations 
could increcsse ‘he danger of Communism in Souwh2ast and Far 
Eastern 4.3, wasre che Communists have already wrought ex- 
tensive de icge It is generally believed py US officials, 
however, t2o7:t »alurs! rubber can be produced profitably at 
prese.ut prices ana moreover that there is sti!l a good market 
for high 2:adeé rubber. We have constantly urged rubber growers 
to up~grau- theis product in their own interesis. Natural 
rubber producers are more concerned, however, with the 


competition 


—_~ 





DECLASSIFIED FOR PUBLICATION IN FOREIGN 
RELATIONS OF THE UNITED STATES 














CONFIDENTIAL - SECURITY INFORMaTION 


=F 


-. competition in the US of synthetic, and have asked the US to 


raise its price for synthetic so as to compete’ less with 
natural rubber. Such a step would not be feasible in the US 
because of industrial. and political objections, but the US nas 
announced that at present it does not plan to lower the price 


of synthetic. , 


US Position The US delegate at the working party meeting 
questioned the practicability of any type of international 
agreement in rubber, pointing out the practical problems which 
require solution if accord is reached on a basis acceptable to 
buyers and sellers. His position was supported by Canada, 
Germany and Italy. However, he stressed that the US has an 
open mind on the problem, and that it was important to have ex- 
tensive and detailed information on any rubber proposals, odefore 
the US could reach an opinion as to the desirability of an inter- 
national agreement. The US insisted, moreover, that any inter- 
national plan must cover all rubbers, not natural alone. The 
British originally were dubious of the practicability of an 
international arrangement but at the meeting indicated support 
for a buffer stock plan, while rejecting outright a multilateral 
contract. . wen) a 


7 ed A proposal submitted by Indonesia pro- 
vided for a multilateral contract agreement including a buffer 
stock plan, to cover from 60 to 75% of world trade in natural 
rubber. It envisaged World Bank financing of. the buffer stock 
operations geared to floor and ceiling prices. Whenever dis- 
equilibrium between supply and demand should set in, and the prix 
for uncontracted quantities of rubber start to fall, then purcha: 
would be made for the buffer stock at the floor price and sold 
in a period of shortage at the ceiling price... The combination 
agreement would be administered by a council in which each parti: 
pating country wouid be a member, The Indonesian proposal was 
accepted without reservation by Cambodia, Denmark, France, Liber: 
and Vietnan. Vs , | 


_ . Dane UK Colonial delegation submitted a buffer stock plan 

_ without the multilateral contract aspect of the Indonesian plan. 
This proposal envisaged an arrangement under which surplus rubbe: 
. would be accumulated against a time. when demand would exceed 
supply. It would have the advantage, in the opinion of the UK 
Colonial delegation, of preventing a-.severe decline in rubber 
prices during a surplus period, and would benefit consumers by 
mitigating the rise in rubber prices at a later period when 
rubber is expected to be scarce. 


The 
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The US delegate submitted two memoranda to.the working 
party: one on the multilateral contract, and one on the buffer 
stock scheme, each listing a series of questions that should 
be answered in any consideration of the proposals. These 
memoranda will be studied by other delegations between now and 
the next meeting. Delegates of the producing countries appeared 
to be generally convinced that a multilateral contract type agree 
ment was impracticable, but further thought will be given to 
both plans. The US delegate indicated that the entire matter 
of the necessity and practicability of a rubber agreement would 
be further reviewed within the US Government, 
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NaC APPROVES EXIiiBaNK The National ddvisory Council has approvec 
CREDITS TO PORTUGAL consideration by the Eximbank nf two loans: 
to Portugal for use in its overseas terri- 
tories. The first loan, of not more than $17 million would be 
used to finance the US costs of constructing and equipping about 
219 miles of: the Pafuri rail link in Mozambique from the Limpopo 
River in a northerly direction to the Southern Rhodesian border. 
The International Bank is now investigating the possibility of 
financing the portion of the Pafuri link within Rhodesian terri- 
tory. The US considers the Pafuri rail link to be of strategic 
importance because it will greatly facilitate the transport to 
shipside of strategic materials such as asbestos, copper and 
chrome, Present rail capacity is inadequate and could easily 
be sabotaged. The second loan, for $867,000, would be used to 
finance the US costs of mechanical ore loading equipment for 
the port of Lobito Bay in Angola. | 


The port of Lobito Bay is handling an increasing tonnage 
of strategic materials from Angolan and Belgian Congo mines, 
Although Lobite has an excellent harbor, its ore-handling 
facilities are inadequate to care for the expanding movement 
of minerals, much of which is under contract for sales to 
agencies of the US Government, : 


* * * 
ZBRD 
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IBRD APPROVES LOANS The International Bank has approved 
TO COLOMBIA AND ICELAND a $25 million loan to the Republic 

of Colombia and a 104n to Iceland in 
European currencies equivalent to about $854,000. 








Colombia Colombia is about to embark on a railway de- 
velopment program heving a total cost of approximately 
$71 million. It requested $25 million from the international 
Bank to finance the external costs of two projects within the 
pro .ran--a new railroad alon; the Mazdaiené itiver Valley and 
railway repair shops at Bogota, having a total cost of about 
$49 million. The railway program was recommended by the 
Colombian Economic Development Committee, based on recommenda- 
tions of an International Bank mission which visited Colombia 
in 1950. It will supplement the hi:hway prowram for which 
the IBRD extended a $16.5 million loan in April 1951. The 
International Bank is satisfied that private capitai on 
reasonable terms is not evaileble for these two projects. 
The $25 million loan will be extendec to the government of 
Colombia with amortization over a period of about 20 years 
with a five-year zrace period. It will be used for con- 
struction of a railroad to replace the use of steamers and 
barzes on a section of the Mazcalene River where navigation 
is difficult. This will assure year-round traffic between 
Central Colombia and the ccast and will reduce the present 
transport time for frei.nt from five to eight days to about 
16 hours. The loan will also be used for the construction 
of a central railway repair shop in Bogota which will serve 
the entire National Railway system. 





The International Bank will require as a condition for 
the loan that the Colombian Government completely reorganize 
the administration and operation of the railroad in line 
with the recommendations of the Bank mission. The 
Government-owned National Railroad, about 70% of the rail 
lines in Colombia, have been operating on a deficit, caused 
by unsatisfactory management anc operations. 


Iceland The loan to Iceland will be used for the 
purchase in Europe of electrical equipment and building 
materials needed in constructin;, an ammonium nitrate plant 
near Reykjavik, at a total cost of about $7 million. MSA 
is to provide about $3.5 million of this amount in loans 
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and ,rants and MSA counterpart will provide about $2.1 mil- 
lion, equity capital will provide about $600,000, with the 
I5RD loan furnishing the remainder. The terms of the loan 
call for repayment over a 17-year period, including a two- 
year grace period, with interest and commission charj,es 
amountin:, to 4-3/4% per annum. The fertilizer plant is 
considered economicaily justified since a,riculture is one of 
Iceland's most important industries and unique soil and 
Climatic conditions require the use of large Juantites of 
nitrozenous fertilizer. Iceland has bes: vnabie in recent 
years to import desired supplies of nitrifen because of 
world short supply. and has at times inacd to pay more than 
worlc prices for its nitrogen imports. The fertilizer 
plant could produce the fertilizer at a cost as low or 
lower than that Iceland has had to néy in recent years. It 
would produce enou,h to increase prvivction of presently 
cultivated lands and to brin, additions. landt int» sulti- 
vation. 
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REPORT ON WORLD LAND During the past few years a number of 
REVCAM DEVELOPVENTS  governwents in the underdeveloped areas of 

, : the world have taken steps to reform tradi- 
tional systems ot land ownershin or land use. While the methods 
ot reform chcesen very from country to country--as, for example, 
plans to cut up large holdings, establishment of new ratios for 
a*vision of crovs between land owners ard tenants, limitation of 
the size of indiviaual heluings, and combinations of these fea- 
tures--all recognize the reea for reducing the causes of agrarian 
unrest which, in inereasinz measure, unaerlie the present politi- 
cel instability oi many paris of the world. 


As yet it is too early to predict the outcome of the various 
nicgraus of Jand reform now being proposed throughout the world. 
fore or them. are still in the talking stage while a number of 
programs hive been progressing uncer purposeful direction. 
while the US has adopted a volicy of encouragement and assistance 
te Janc relrorm mcvements in foreign areas, each case inust be 
examined on its merits to determine whet kind of positive help, 
if any, is needea, how genuine the reform movement is, how faith- 
fully it ern be carried cut in the face of obstacles, and whether 
the government concernea hes comuitted itseif to sweening reforms 
beyonu its internal resources. 


The Interagency Land Reform Committee was created in 
January 1951 to .ermilete reccmmendations on the ways in which 
the US shoulc exercise its influence to promote desirable land 
reforms. ‘the committee recommenaed,and it was adopted as US 
poliecy,that the 1S Government give encouragement and assistance 
to lana reform »rograms when and wherever such vrograms would 
substantially contribute to the alleviation of agrarian unrest 
aug political instab*iity ana to making cleer to the various 
peoples and governments of the world that genuine land reform 
can be achieved throurh their own governmental vrocesses. It 
notea that the Uf should take every reasonable opportunity to 
use its foreign economic anc technical assistance programs to 
encourage ond aSsist aesirable iand reform messures, to lend 
other practical assistance as feasible, ana to support and en- 
courage such programs through the appropriate international 
agencies. Furthermore, the US should actively assist in carry- 
ing forwerd land reform in non-self-governing territories under 
US administration and be prepared in this regard to work with 
other governments in territories under their administration. 


It 
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It was decided that extersive publicity, both et home and 
abroad, should be given to accomplishments in support of land 
reform, ena to progress in the US ana in other countries 
toward these objectives. 


international Action on land Reform US interest in lana 
reform is reflected in resolutions put forward by the US dele- 
gations eat the conferences of verious international organiza- 
tions. 





In November 1550 and January 1952, at the fifth and 
sixth regular sessions of the UN General Assembly, a resolu- 
tion was adopted which emphasized the importance of land 
tenure vroblems, urged member governments to take appropriate 
action to promote ayrarian reforms, and asked the Secretary 
General of the Economic ana Social Council ana the snecialized 
erencies to give high priority to such action. In February 
1651 the trvsteeshin Council initiated a study of volicies, 
laws and vrectices relating to land, land utilization and the 
alienation of the trust territories. In September of that 
year the Economic ana ‘ocial Council adopted a resolution 
which enumerated measures to guide and encourage interested 
goverrments in this regarc, and which, as indicative of the 
broad nature of the problem, made reference to security of 
tenure, ovportunity of the culiivator to acquire ownership of 
jand, organization oi holuings into farms of economic size, 
conditions on reclaimea lends, credit, rentéels, taxation, 
cooperatives for marketing. purchasing and processing, civersi- 
fication, cottage industries, rural education, research, and 
technical assistance. The International Bank has also given 
weight to problems of land tenure in its economic reports and 
in its study of applications for economic development loans, 
narticularly those involving irrigation and reclamation. 





In December 1951 at the sixth session of the Food and 
Agriculture Organization in Rome, a resolution on "Reform of 
Agrarian Structures" was pessed. 4S a result of these discus- 
sions, a number of snecif.. activities have been given an 
important place in the current program of the FAG. Under its 
auspices, Latin American countries are organizing a farm credit 
seminar this fall which will be held in Guatemala City 
September 15-October 15. Plans are also under way for the 
holding of a Latin American Seminar on Land Problems in 1953, 
nossibly in Prazil. 


The 
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Developments in the Near East The most spectacular 
nrogram of iend reform in the Necr East has come from Iran 
where the Shah and Premier muosadec are taking sevarate 
etets in this direction. such reforms were badly needec-- 
of Ivan's 42,000 villages, 40,000 are estimated to be owned 
by lanciorécs. of whom the great majority are absentee city- 
Gveliers whe traditionellv display incifference to the peas- 
anus bus collect either three-fifths or four-fifths of the 
harvest, more often the latter. The Shah's progran, 
origineliv announted in January 1951, provides for the gradual 
Cistribution of the crown lands to the peasant tenants work- 
ing then. The distribution has been proczecing slowly, due 
to lack of ‘rained land aiministretovs, unavailebility of 
water, inadequate tecsthnicai knowledge of the peasants, and 
inadequet? crecdis facilities. However, since the decree 
was issuzd, the Shah has presented dsecs of ownership to 
come 600 véasants in 12 villeges of his estates, completing 
une first pars of the distribution of the immense imperial 
estates to the neasants who work them. At the same time 
on anncuncement was med2 that in mid-Centember a 41 million 
esvicultaral bank will oven to vrovide credit to these newly 
indenensent farmers at low rates rather than the very high 
one? cfferec by Iranian money-ienders. The US Point IV 
pregram wiil contribute half the original capital of the 
egriculturel bank and set up a school to train supervisors 
who will reside in the 2,167 villages of the royal estates 
és tne Llanc is cistributed over a veriod of 20 years. 


ihe nrodlem of cistribution of the proceeds from the 
leni has been faced by Prime winister Mosadeq who, under 
his recenviyeacquired absoiute powers, has issued a decree 
erdeling iandlordis to raturn to the peasants 20% of the 
landlords yiela from the land. This sum is to be divided 


equally 
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ecualiy between the incivicual veasant and the village 
eouncil, @ rural cevelopment anc cooperative organization 
created by the decree. Lach council is to be mace un of 
five men who are to set uo marketing, consumer and credit 
cooperatives to aid the poor, »rovide loans et lov interest 
io needy neasants, install clean water, set up institutions 
for vocational education ana provide other similar imnrove- 
ments. At the same time, Mosadeq has abolishec various 
feudal dues and forcec labor charges still burdening the 
neasantry in many areas. 


While US technicel and diplomatic representatives are 
»Dleased with Iranian development of a Jonz-range lana reform 
program, no prediction can be made as to its outcome, as 
there is some feeling that this movement is primarily 
nolitical, an expedient bid for vower. coming not from the 
neasant, but decreed from above to cut the ground from under 
Communist agitation in Iran. Because of the lack of trained 
aCministrative personnel in Iran, it will take considerable 
time before the effects of the decree will be noticed. 


Land reform cevelopments in Egypt are also active. 
As in iran, the program is being steered from two directions, 
an that both the new Premier, Aly Maher, and Naguib, repre- 
senting the military coup group, egree that iana reform is 
essentia? ena overdue. Tnere is still some disagreement on 
such vetsiis as what the maximum land heoiding shall be; how- 
ever, an official announcement is expected shortiy. The 
essential feature of the plan is the establishment of a 
maximum holding for each individual and family with the 
surplus expropriated by the state end distributed among the 
jandliess poor. Compensation for the exvronriated lands 
would be paid by the state over a period of 30 years, in 
3.25% treasury bonds. Obdstacles to this program in Egypt 
include the heavy political pressures which may offset 
careful economic planning and the potential discontent of 
those who will not benefit fron it. Another factor to be 
considered is that in contrast to Syria or Iraq the possi- 
bility of increasing the area under cultivation is limited. 
US advice and technical assistance have been requested by 
the Egyptian Government. particularly with regard to our 
land reform experience in Japan, the Philippines and other 
countries. 


Less 
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Less dramatic land reform action had been taken earlier by 
other countries of the Near East. Following up the orov:.sions 
in the new Syrian constitution providing for le _islation em- 
bodyin, basic land reform principles, the 3yr..an Government 
issued 2a decree in January 1952 providing, inter alia, for the 
Gistribution of state domains on liberal terms to the landless 
peasants which it is now tryin, to implement. Loans are beim, 
granted to them through the State \Wricultural Bank. Under a 
law of .pril 1951, Iraq is developin,, five new projects modeled 
on its five-year old Dujaila project under which 1,200 peasant 
families have been settled on reclaimed land with opportunity 
for reasonable credit terns and eventual private ownership of 
the land. Point IV teams Gre now being recruited to work in [raq 





South and Southeast Asia The Indian Government has com- 
mitted itself to lar -e-scale land reform measures as part of that 
country's approach to social and economic justice for its people 
throu;h Gemocratic processes. Land reform pro,rams of the vari.ou: 
states, finally validated py Incia's Supreme Court after four 
years of legal and le,islétive controversy, @re now under way. 
Lanc reform in India as it is now developing larwely falls into 
two major cate.ories: 1) reform of tenancy desiuned to improve 
the security of the cultivator without any immediate chan,.e in 
land ownership, and 2) abolition of the revenue collectim, rights 
of the zamindars who héve siphoned off a considerable portion of 
India's agricultural income without commensurate productive work. 





For example, in Uttar Pradesh, where mejor land reforms have 
been under way since July of this year, the revenue collectin, 
r._hnts of some twe million zamindars which previously ertended 
over about 60 million acres, have now been abolished. The law 
provides that farmers who actually cultivated their own land may 
keep @ maximum of 30 acres. Approximately 115,000 of the total 
of about 12 million farm-operators (some of whom were also 
zamindars) in the Stete held more than 25 acres each. Thus, 
about 3 to 5 million acres will probably be available for actual 
redistribution. Financial provision for compensation to the 
zamindars for the loss of their revenue collecting rights has 
been made, amounting, to an estimated $280 million. This is to be 
funced over a period of 40 years from tax and rent revenue which 
will be paid directly to the ,overnment. The move holds the 
prospect for future economic as well as present socio- 
psycholozical gains for the 10 to 12 million cultivators who be- 
fore this time stood in a quasi-feudal relationship to the 
zamindar, and opens the way to private landownership. 


The 
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The question of adequate compensation for expropriation of 
land and the zamindari rights represents one of the major diffi- 
culties of the land reform programs, as few of the states have 
surplus funds. US technical experts are working actively in con- 
junction with the Government of India on land reform problems and 
on community development projects designed to increase productivi-~ 
ty and thus the real income of the cultivator. 


Agrarian reform has been long overdue in Vietnam. There has 
been a2 constant pressure of population against resources in 
North Vietnam but social habits and,recently, security considera- 
tions have discouraged migration from the overpopulated, over- 
Subdivided North to the less densely populated fertile areas in 
the South. Subsequent to 1945 caine great political instability 
due to the presence of large-scale war, guerilla operations and 
rebel terrorism in city and countryside. The land situation was 
further confused by the tactics of the Communist leader, Ho Chi 
Minh, who reportedly expropriated the lands of the absentee pro- 
prietors in areas under Cornmunist control and moved peasants on 
to them, leading them to b:-lieve they were now bona fide pro- 
prietors,. 


As a first step in land reform, the Vietnamese Government 
declared it would validate the land distribution already accom- 
plished, and confirm title to the squatter tenants now occupying 
‘the land. Landlords would be reimbursed out of taxes on future 
production. ..t the same time, land rent would be reduced and 
tenure reformed. Up to now, little land distribution has been 
accomplished except in this manner. 


STEM officials in Vietnam are wary of repeatec pronouncements 
by Vietnam officials of intentions to carry out reforms and do 
not consider them substitutes for valid accomplishments. Our 
officials believe that reasoneble land reform is so urgently 
needed that its realization should be encouraged. They suggest 
that the Vietnamese Government be persuaded to establish a 
Gefinite and publicized time-table for land reform, setting 
up regional and central commissions immediately with as 
broad a membership as possible to represent all interests 
for the study of the type of land reform best suited for each 
region, and on the basis of these recommendations, to draft, 
promulgate and enforce a land reform program tailored to 
differing regional and economic needs. Along with this are 


needed 
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needed other types of agrarian reform such as tenancy, credit, 
marketing; and revision in taxation methoecs. In this connection, 
a considerable advance wes made 12st month in the Yield of 
agricultural credit when the Vietnamese Government established 
a "Service National de Credit J.gricole et A1rtisanal Cooperatif" 
financed by @ 20 million pniaster grant from the Vietnamese 
Government and an equivalent sum from STEM counterpart funds. 
The totul sum, however, which is equivalent only to $2 million, 
cannot be considered adecucte,. 


It is reported that the Malayan Federal Government is con- 
templating 2s an interim land reform meusure the institution 
of a new system of land tenure whereby an area totaling ap- 
proximately 72 acres bordering each resettlement area will 
be given to the community and apportioned among inhabitants for 
food production purposes. The plan is aimed primarily at in- 
creasing food production in resettlement areas and partly 
satisfying the inhabitants' desire for land ownership. 


Far Fast A US-China Joint Commission on Rural Reconstruc~ 
tion (JCRR) has during the past few years been working in 
Taiwan (Formosa) to reduce rentals, increase security of tenure, 
and promote measures to increase agricultural production. The 
JCRR has played 2 leading role in furthering pvprograms for re- 
Gistribution of land on the Island. From recent reports it now 
apnvears that the Chinese Government desires and insists on at- 
tempting to carry through < sweeping program of land reform. 
Two phases, one a rent reduction program and the second the sale 
of nublic lands, are declared to have been substantially completed, 
although there has been some question as to whether suitable land 
in sufficient amounts has been made available for the second 
phase. The Chinese are now about to embark on 2 third or final 
phase of the program which envisages large purchases of land from 
present holders to be paid for in small part by available cash 
and in larger part by bonds payable in commodities and by shares 
in certain of the Government-owned corporations. 





From the proceeds of public land sales and other sources, 
the JCRR believes the Chinese Government could manage a small 
cash payment to landowners with the remaining compensation 
to be in the form of shares iu government enterprises and land 
bonds. According to the MSA micsion in Taiwan, the Chinese are 


aware 





DECLASSIFIED FOR PUBLICATION IN FOREICN | 
RELATIONS OF THE UNITED STATES 

















SECRET - SECURITY INFORMATION 
a 


aware that additional US aid would probably not be forthcoming 
and intend to relv on their own financial resources, but MSA 
officials, the Embassy at Taipei, and a land tenure expert now 
in Taiwan under MIA auspices have all reported that further 
financin;, is required to accomplish this final phase, and that 
there ere no funds availeble from ordinary sources. The 
Depertnent and other ‘ashington agencies are now examining 
various suggestions for financin;, the presen some of the 
contemplated measures are impra etical an will not attain 
their stated purpose when put to test, aa others involve 
permanent or dispronortionate assistance from the US. 


The land reform program in Japan was instituted at the 
be,innin, of the occupation when approximately 705 of the 
nearly Six million farm families in Japan renvec all or part 
of the land they cultivated. Rents ranged from 50-70% of 
the annuc 11 crop. The Japanese, under llied occupation 
policy, have since planned and carried out a program under 
which royhly half of the country's fariners. have purchased 
land. Ninety percent of the nation's acreage is now culti- 
vatec by private owners. In Xorea, US occupation was in- 
strumental in distributing 559,000 acres of Japanesc-owned 
lanc’ to some 420,000 former tenants. 


| Cur representatives in Manila have been very active in 
Sup ort of land reform. The Hardie Report,written for STEM 
Menila by a land tenure expert, outlined the land reform 
measures deemed necessary for future Philippine progress and 
stability. Althovgh no definitive action was taken at the 
last session of the Philippine le;islature, renewed efforts 
will be made by the US to obtain a commitment from President 
Guirino for support at the next session of the Philippine 
Congress of what we consider minimum compliance with the 
situation's demands--a land tenancy bill to establish lease- 
hold tenancy to supplant all existing systems of tenancy, 
establishment of maximum rental rates on all kinds of agri- 
cultural land and maximum prices for services and rentals on 
implements and work animals supplied by the landlord, and 
acequate administrative and judicial machinery for enforcement. 


Latin America Much publicity has been given tc the 
Communist-backed land reform bill enacted by Guatemala last 





June, 
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June, under a revolutionary government, to liquidate "feudal 
proverty' holdings and distribute the land to the Indians. 
Exempt from expropriation are farms of less than 567 acres, 
provided not less than two-thirds of the total acreage is 
under cultivation, and plantations producing export products. 
The law provides for compensation for the expropriated land 
in the form of government bonds bearing 3% interest, but 
specifies that landowners who oppose its application through 
acts of violence and other subversive means may have their 
land expropriated without indemnity. 


The Department has taken no public position with regard 
to this legislation which it considers involves an internal 
preblem of Guatemala. ‘Jhile certain provisions of the law 
are not in line with the type of reforms advocated by the US, 
it is believed that the real force and significance of the 
Act will be revealed only by its administration and applica- 
tion. In this regard it is significant that the law was not 
only sponsored end pushed through at the insistence of the 
Communist groups in Guatemala but that the administrative 
structure being devised is such that it may be utilized by 
the Communists as an instrument of political control. 


Many cther Latin American countries have enacted land re- 
form legislation since \Jorld War II. A few have fixed maximum 
rents; some have required landowners to rent idle land or sell 
it; others require plantation owners to furnish rent-free land 
to laborers for subsistence crops; still others are working to 
provide farmers with credit and technical assistance. Solu- 
tion of land problems has been an objective of the Mexican 
Government for many years. In Paraguay, 78,000 acres were 
laid out and colonized in 1949 on the basis of experience gained 
from the pilot resettlement colony started three years earlier. 
In Uruguay, the agrarian code of 1948 calls for the breaking up 
of lar.e landed estates through direct purchases or expropria- 
tions. ' 


Jestern Europe In 'Jestern Europe ownership by the farm 
operator, security for the tenant and consolidation of extremely 
small holdings are largely accomplished facts. The most serious 
problem is in Italy where the tenure system has been undergoing 
a program of reform. ECA funds made possible there the beginning 
of land distributions and have helped to finance large-scale ir- 
rigation and réclamation works which are a necessary pre- 
requisite to extensive land reform in the country. (See 
pege &, May 16, 1949 issue.) 
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SUPPLEMENTARY TRADE AGRERIENT Negotiations for a supple- 
SIGNED- BY Us AND VENEZUELA mentary trade agreement 





between the US and Venezuela 
were concluded recently and the agreement, which supple- 
ments and amends the one of 1939, was signed in Caracas, 
Venezuela, on August 25. In its recommendation to the 
President that he approve the results of the negotiations, 
the interdepartmental Trade Agreements Committee stated 
that it was firmly of the opinion that it would be bene- 
ficial to the trade and security interest of the US to 
enter into the agreement. Considering the supplementary 
agreement in its entirety, the Committee believes that the 
concessions both ways are substantially in balance and that 
the US concessions on petroleum items are reasonable. 
Venezuela's interest in maintaining a trade egreement with 
the US centers cn a rate of import tax on petroleum satis- 
factory to it. In order to conclude the negotiations suc- | 
cessfully and to prevent the Venezuelans from denouncing 
the 1939 trade agreement, US negotiators found it necessary 
to offer an additional concession for crude petroleum, 
topped crude and fuel oil derived from petroleum which may 
be considered a breach of the peril point finding of the 
US Tariff Commission. 


Background Upon termination of the Us-Mexican trade 
agreement on Lecember 31, 1950, Venezuela, which had ob- 
tained important benefits from the petroleum concession of 
that agreement, requested renegotiation of its agreement 
with the US. in the face of. threatened unilateral termina- 
tion by Venezuela of the 1939 agreement, the US indicated 
it would consider limited negotiations, for amendment of 
the agreement. US willingness to negotiate was based on 
the existence of the svecial circumstances resulting from 
termination of the Mexican agreement and it was on this 
basis that an exception was made to our established policy 
of conducting trade agreement negotiations only within the 
framework of GATT. Venezuela benefitted from the terms of 
the US-Mexican trade agreement which provided for an: import 


tax of 10-1/2 cents per barrel for. all US imports of crude, 


topped crude ‘and fuel oil. When this apreement was termi- 
nated the terms of the 1539 agreement with Venezuela again . 
became operative. Under this agreement, the tax of 10-1/2 . 


‘cents per barrel on crude, topped crude and fuel oil, 


including 
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including gas oil, arplied only to a yearly quantity of 
imports equal to 5% of the total quantity of crude oil 
processed in US refineries dGuring the preceding calendar 
year and for amounts over the 5% figure the tax was 

el cents a barrel. 


Negotiations Public announcement of the intention 
of the US to negotiate a supplementary agreement with 
Venezuela was issued by the US on Aucust 29, 1951 and all 
other »rocedural steps were taken in accordance with the 
Trade Agreements Extension Act of 1°51. This Act provides 
for a peril point firaing by the US Tariff Commission with 
regard to every product on which a concession by the US 
is contemplated. Under the iaw, a peril point is defined 
as the level of customs treatment below which serious 
injury may be caused or threatened to the domestic industry 
producing the product. In the cese of crude petroleun, 
topped crude end fuel oil, three members of the Tariff 
Commission found that a rate of 10-1/2 cents would not 
cause or threaten serious injury; the other three Commis- 
Sioners found that the present customs treatment (quota 
arrangement) representea the peril point. Aithough there 
is some legal question as to whether a peril point finding 
was actually -made in the case of these products, in nego- 
tiations we proceeced as though a perii point of 10-1/2 
cents had been established. 





In the negotiations, which were formally commenced 
in April of this year, US negotiators were faced with two 
difficult problems. The first one erose because the Vene- 
zuelans were unwilling to accept as a valid concession the 
US offer on petroleum which was based on the Tariff Commis- 
sion finding. After extensive negotiations it was found 
necessary, in order to conciuce ihe negotiation success- 
fully and to rnrevent the Venezuelans from denouncing the 
1939 agreement, to make an offer which might be considered 
as breaching the peril point. The Venezuelans reluctantly 
accepted the offer unaer which the import excise tax on 
heavier crude oils--those testing less than 25 degrees 
API (American Petroleum Institute Rating)--will be reduced 
to 5-1/4 cents per barrel, the lowest rate possible under 
the authority of the Trade Agreements Act. The duty on. 
imports of lighter crude oils will be 10-1/2 cents a barrel. 


In 
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In the report which the President is making to Congress 

on the negotiations, he points out that: 1) most of the 
domestic production of crude petroleum is of svecific 
gravity of 25 degrees API or higher; 2) most of our imports 
are of higher than 25 degrees gravity; and 3) the lower 
rate of 5-1/4 cents will apply primarily to imports of 
residual fuel oi1 which is utilized mainly by vower piants 
and energy-using manufecturing industries on the East Coast. 
Many of these plants can also use coal. At present, because 
coal is cheaper and more available, such nlants are using 
coal and the change in the import tax is not expected to 
change this situation. 


The second main difficulty arising during the negotia- 
tions was caused by the desire of the Venezuelans to with- 
Graw or modify certain concessions which they prented in the 
1939 agreement. The products in question were vrimarily 
agricultural. in the negotiations it was possible to per- 
suade the Venezuelans not to make certain of the pronosed 
withdrawals or modifications. However, such imnortant items 
as hog lard, canned pork, tomato products and canned citrus 
products were dropped from the agreement. 


Although it is Gifficuit to determine the exact balance 
of reciprocal concessions, it is probably correct to conclude 
that Venezuelan—eoncessions on agriculturel products in the 
new agreement are about the same as under the 1939 agreement 
or possibly even somewhat less. However, the new Venezuelan 
concessions primarily on non-agricultural products are defi- 
nitely of sufficient actual or »notential value as to compen- 
sate fully for the concessions withdrawn and modified by Vene- 
zuela and for the new concessions made by the US. Trade 
coverage of Venezuelan concessions is almost double that of 
the 1939 agreement. In addition, the new agreement mekes 
certain worthwhile additions to and amendments in the general 
vrovisions of the old agreement. The more important changes 
are: 1) a revised provision under which tariff concessions 
are better protected against nullification or impairment by 
the use of quota restrictions, and 2) the inclusion of an 
escape clause in accordance with the Trade Agreements 
Extension Act of 1951. The Venezuelans also agree to extend 
pore ee customs treatment to products of the Virgin 

slands. 


US 
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US OFFERS WikaT The US has offered Pel:istan a loan of 
LCS J TC FAXISTAN (£15 million to purchase abcut 150,000 tons 
of US wheat to assist that country meet its 

critical need for food. We consider such assistance vital 

to meintenence of Pakistan's internal eccnoiic stability end 
c. pacity to develop its resources in the interest of security 

and independence, ‘while detailed wording of the agreements 
remains to be worked out, it is expected thet Pakistan will 

eccept the terms and the Prime i‘inister has already expressed 

his < oprecietion for the coffer. 





Palsistan Reovest In May of this yeer Pzalristan officials 
informed umbessy Karechi that wheat crcp prcespects were so 
peor that a deficiency of 200,000 tons was expected, taking 
into consideration vheet being procured from other SOUrCeS s 
this estinate was later changed to 300,000 tons, vith the 
critical vneriod beginning about November and lasting for six 
months until the next vear's harvest. The shortage is the 
result of e severe droughte During the seme period raw 
matericl prices declined for Pakistan's exports of cotton, 
jute ind wool which resulted in a weakening in Pakistan's 
foreizn exchange position and budgetary situetion, It was 
-egcinst this financial background that Pekistan suggested 

e US loan or grant to cover 300,000 tons of wheet, which 
_wos ecnsidered the sinimum to madntein a feir rationing 
eystem until the new harvest. As another clternative Pakistan 
suggested that the US loan 300,000-tons ad wheat to be repaid 
in kind within four years 


Shortly after Pakistan's approach to us the Soviet 

Unicn:- expressed a desire to Pakisten to enter into negotieticns 
for immediete barter of Soviet wheat ageinst Pakisten’‘s sure 
plus jute and cotton.. These negotiations are currently in 
progress, reportedly for 300,000 tons of wheat, and latest 
press renorts indicate that a berter deal will ” pr obe bly be 
eccneluded svon, Pzkistan hes already purchased wheat supplies 
from furkey, India and Hungery. It is now nezotiating with 
Frence end Syria for immediete needs, Caneda wes 2180 ap= 
prouched but an errcngement will not be concluded wmiless 
Parliamentary apvroval is forthcoming end that hes not yet 
been given, 


: sents The US wes faced with e dilemma when 
the recuest Wes made as it did not have funds recdily evailable 
for such cn emercsency end it was too late tc go to Congress 
fer a specicl wuthrrize tion as had been done fa 1951 in the 
case of Indta. 


After 
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4fter exploring all fund possibilities the National 

£dvisory Ccuncil recommended, and President Truman approved, 
thet a loan be made in the <emount of $15 millicn from funds 
trensferred from the defense support appropriation of M4 
‘fiscal 1953 funds to the approvriction for econcmic cevelope 
ment, sxtencing the leen under M54 authcrizaticn rether than 
frem Sximbenk funds makes possible much better terms. The 
loen will run for 35 years vith:a six-year grace period in 

che repeynent schedule. Interest will be at 2-1/2% annuelly. 

: an Interneticnel Benk official has steted that in his opinicn 

@ leen of such longeterm cheracter will not effect contem-= 
plated IBRD loens to Pakistan while an Eximbank loan Would. This 
is an importent consideretion from the point of view of 
Pakistan's econci:ic development, iEcwever, the loan agree- 
ment end note will be signed by the Eximbank in its capacity 
of the permanent US loan authority. 


It is hoped that an uncerstanding will be recched with 
Pekisten thet it will set aside the local currency proceeds 
from the scle of wheet for use in meeting some of the local 
currency costs of econcmic development. Pekistan will egree 
to keep the US fully informed ecncerning its wheat supply 
cond the arrival and distribution of US wheat as well as pro- 
cedures of distribution. Pekistan is to bear the expense 
of oceen trenspert and distribution of the wheat and must 
agree to publicize widely and freely the conclusion of the 
agreement ana the arrivel end distribution of tnis wheat. 
‘Pakistan will also agree to continue efforts to maximize 
feodgrein procurement from domestic and other friendly sources 

.for its emergency needs. The US agrees to make its procure- 
ment fecilities evailable for accuisition of the wheat and 
contemplates adding one or two experts to the TCA staff in 
Pakistan to fecilitate carrying out the agreement. 


* * * 
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US AND CEYLON FAIL TOC The Ceylon Government has re- 
AGREE ON RUBBER sAND AID jected US proposals involving a 

rubber purchase contract and a 
Smail amount of US economic aid. These proposals were 
designed to help the Government of Ceylon meet the in- 
ternal economic and political probiems which would be 
involved in its embargo on rubber shipments to Communist 
Chine. lMeanwhile.Ceylon has accepted the Communist 
Chinese offer to negotiete for an expansion of trade be- 
tween the two areas. The Communist Chinese made much of 
claimed rice availabilities in Communist China. 


In mid-July the Government of Ceylon sent a mission 
to the US to ciscuss US rice eveiiabilities, economic aid, 
and a rubber ccntract. The mission, headed by Food and 
Agriculture Minister Goonetilleke. arrived in Washington 
after a visit to the UK to discuss finance and the food 
situation in Ceylon. 


Since the beginr.iing of substantial shipments of 
rubber from Ceylon to Communist China in October 1°51 
the Government of Ceylon has nct acted to prevent such 
shipments. as a result no additional Point IV assistance 
has been given to Ceylon pending clarification of Ceylon's 
status under the Battle Act. In addition, it has been 
US policy in view of the continuing rubber shipments to 
Communist China to ceny export license applications to 
Ceyion for dusting sulphur used to prevent fungus on 
rubber trees. In recent weeks, however, the Ceylonese 
have been able to find Sapgesee in other countries, in- 
cluding the UK, Italy and France, desrite US objections. 
The Cevlon elections last May resulted in victory for 
the United National Farty, which is considered to be 
the most friendly of all political parties in Ceylon 
toward the West and the United States. 


Rice Goonetiileke's mission outlined Ceylon's 
need for US rice at 100,000 tons in addition to that 
for which arrangements had been made. The UK had agreed 
to make dollars available for purchase of up to 100,000 
tons of rice from the US with the understanding that 
there was a remote possibility of Ceylon's obtaining as 
mush as 40,000 tons of this amount from non-dollar sources. 
Ceylon also inquired about the possibility of a long-term 
purchase contract for US rice. 


The 


' 
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The US exvects to have the largest rice crop on 
record tris year; however, stocks which were substan- 
tial a year ago, are now at é minimum working level. 
Moreover, several cargoes from the new crop had al- 
ready been purchased for exvort, primarily by Japan. 
Tnerefore, the mission was told that although Ceylon 
could expect to get through US commercial channels 
from 60,090 to 100,000 tons of rice by February from 
the upcoming crop, it would be difficuit to get much 
of tnis before November. They were advised to procure 
on a cargo-ict basis, without indicating to the trade 
the total quantity to be purchasea. The Ceylonese 
were also advised that their long-term rice needs 
would be taken into acccunt in Agricuiture's regular 
acvice to comestic producers on production planning. 
As to & long-term contract, the mission was told that 
the US Government was not prerarea to erter such an 
arrangement and that a CeyYlonese epproach to the trade 
on a contract for future years' supply on a large 
scale would affect the price rather than the supply 
of rice. US assistance and advice to Ceylon on its 
rice probiems were not made contingent on agreement 
with respect to the other metters. after the mission 
returnec to Colombo we learned that Ceyion was send- 
ing a mission to Communist China to procure rice, 
probably in excnange for rubber. 


Rubber In rubber discussions Depertment offi- 
cials suggested that Ceylon produce more paie crepe 
for which a sure US merket exists, and develop in- 
centive plans for procucers to make sales in dollar 
areas ettractive. The Ceylonese indicated their 
cesire for a rubber agreement, ana were told that 
investigation of this possibility could not proceed 
until Ceylon gave assurances that no shipment of 
rubber would be mede to Communist China if ean agree- 
ment were signed. Actually, the outlook for a rubber 
contract was not good due to the fact that only 
a smell amount of purchasing remains to be dene for 
the stockpile. 


Aid 
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Aid Ceyion's proposals for aid were rather 
vague but the mission indicated Ceylon wanted a US 
commitment to participate in a five-year, $100 mil- 
lion "joir.t program." The impossibility of commit- 
ting the US to a long-term program was outlined and 
the mission wes advised that the best nrocedure 
would be for Ceylon to establish a fiscal 1953 
Point IV program which would rermit the establish- 
ment of a TCA mission in Colombo which, in turn, 
would permit a detailed examination of Ceylon's 
needs and US aid possibilities. Subsequentiy, 
Cevlon was informea of a tentative allocation of 
TCA aid to Ceylon for the present fiscal year of 
about »300,000 and possibly $500,000 if required. 
The Ceylonese were also informed of US willingness 
to examine Ceylon's future eccnomic development 
needs and to discuss ways of meeting then. . 


The Ceylonese expressed appreciation for US 
assistance in rice procurement, but evinced dis- — 
appointment at the smail amount. of assistance that 
might be forthcoming: They made it clear that 
Ceylon was thinking in terms of substantial finan- 
cial aid,:not merely technical assistance, and that 
they were more concerned about this than about a. 
rubber agreement. The Government of Ceylon re- 
jected our proposals as ‘inadequate to.meet the 


-internel political and economic difficulties 
“which woulc be involved in embargoing rubber 


shipments to China. We have Since informed the 
Government of Ceylon of our regret. that it is 
not vrepared to embargo ‘rubber on the basis of 
the proposals we had outlined, and reiterated 
that TCA is not prepared | to. go ‘any further in 


indicating present or future aid possi bilities. 


ete ee 
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CONCLUSIONS CF: THE. The ianaging Board of the European Pay- 
oPU .214GI)G BOARD ments Union, in a report to the OEEC 

¥- Council covering the second year of the 
Union's operations, points to considerable achievement toward 
the CEEC objectives but adds that much more must be done before 
realization of these objectives. In present world conditions 
the Board does not expect that progress toward general con- 
vertibility can be achieved very rapidly or merely by the 
adaptation and improvement of existing payments mechanisms. 
Rather, appropriate conditions of stability, productivity and 
real ecuilibrium must be created and insured and the greatest 
share of this responsibility must rest on the individual men- 
bers of the organization and their associates, 


Accomplishments The Managing Board believes that after 
four years of operation the OLHC can claim that its objectives 
of maximizing multilateral trade and abolishing restrictions 
among its members have to a considerable extent been attained 
and that the European Payments Union has contributed consider- 
ably to their attainment. In general, the trade of the member 
countries between themselves and with the overseas territories - 
end ccuntries of the sterling area is conducted on a non- 
discriminatory basis, and there has been a progressive relaxa- 
tion of the restrictions imposed on such trade. Payments 
between this group of countries, which are responsible for 
more than 60% of the total international trade of the world, 
are settled on a fully multilateral basis, In the first quarter 
of 1950, the monthly value of the total exports of the member 
countries cof the uPU to one another, to the overseas territories, 
and to the non-member countries of the sterling area, was 
about .1,082 million; in the first quarter of 1952 the corres- 
ponding figure was $1,781 million, or an increase of about 65%. 
&lthough a little more than half of this increase may be attri- 
buted to a rise in prices, the remainder represents a very sube 
stantial increase over two years in the volume of exports of 
member countries, The significance of these figures is the 
greater, the Managing Board feels, when it is recalled that 
during the first quarter of 1952 two of the largest members of 
the EPU--the UK and France--had already begun to impose severe 
restrictions on their imports and some of the creditor countries 
in the EPU had had to impose restrictions on their exports. 


The Board 
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The Board feels that the Union has proved itself to be a 
highly satisfactory method of handling international payments, 
and of obteining that close cooperation between national author- 
ities which must be an essential prerequisite of any system 
of international payments in present world conditions. If the 
EPU or some such system of payments did not exist, member coun- 
tries would probably be forced to adopt systems of pilateral 
settlement between themselves which might, in the circumstances 
of. today, be even more rigid than those which they adopted 
immediately after the end of the war. For few member countries 
could, except through an international mechanism such as that 
of the Union, afford to permit the development of any important 
unbalance in their bilateral trace and, in attempting to 
achieve bilateral equilibrium, théy would almost certainly re- 
duce the volume of intra-Europear trade because they would be 
unable to offset surpluses in their trade with any one country 
against deficits in their trade with another country or countries. 
Simultaneously, the system of non-discrimination in import 
controls would disappear and countries with stronger currencies 
would find that their exports were being discriminated against. 
Such developments would necessarily hamper considerably the 
defense efforts of member countries and seriously impede progress 
toward a general increase in productivity. 


Remaining Problems The Managing Board points out that it 
must be one of the principal tasks of OxiC and of EPU to con- 
solidate and continue the prorress which has already been 
achieved in these fields; to attempt by international action 
to restore conditions which will permit the countries which 
now impose restrictions on their trace, to remove them; and 
to extend the area in which multilateral peyments and none 
discrimination is possible to other countries not now members 
of or associated with the EPU. ‘/iile provisions have been 
made for continuation of the Union for the current fiscal year, 
arrangements for its continuation beyond that time must be 
elaborated. If possible, the Managing Board believes these 
should be for a longer period than the ensuing twelve months. 


hile the arrangements which were made in June (See page l, 
June 23, 1952 issue) permit the Union to deal with the positions 
of extreme creditors during the year 1952-53 on a basis which is 
acceptable to them, they may not prevent a situation from 


arising 
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arising at the end of the year, similar to that last year, 

-: in which certain extreme creditors find themselves unable or 
unvilling to continue to extend further credit to the Union 
unless a large part of the credit which they have already 
granted is repaid in full. Nor did the arrangements made in 
June have the effect of increasing the Union's convertible 
assets.. They did, however, make it possible to ensure that . 
the. Union will not during the year: 1952-53, as a result of its 
normal operations, find itself with insufficient reserves 

- of convertible assets to enable it to continue to function... 
However, the margin of security is small and the Union might, 
‘in certain circumstances, be unable to extend special assist- 
ance to the desirabie extent to members who are in difficulties, 
It is also noted that the new scale of gold payments by ss. 

. debtors, which was necessary in order. to protect the level . 

. of the convertible assets, may cause member countries to be . 
more cautious in extending. liberalization measures than they. 
would otherwise have been. - At: ioe ¥ ny: 


The problem of the treatment of extreme creditors remains, 
therefore, the principal internal. problem facing the Union. 
It arises in part from the fact that ‘few member countries have 
succeeded in attaining equilibrium in.their total balances of. 
payments,and in part from the fact that those countries which 
have managed to attain equilibrium in their total balances: of 
payments have not been -able completely to eliminate their 
deficit with the dollar area, The Board believes that only 
when the efforts made by all.countries to establish and maintain 
equilibrium in their balances of. payments succeed, and when 
the deficits of member countries: are reduced to more reasonable 
proportions, can some long-term solution to these problems -be 
envisaged. Moreover, the Board does not consider that the 
attainment of complete balance of payments equilibrium by all. 
member countries will be possible unless special measures are 
taken to deal with the problem of their dollar deficits. 


If, then, member countries are to achieve by mutual coopera- 
tion their objectives of "full multilateral trade" and the. - 
"general convertibility of currencies", there must be further 
progress toward the establishment and maintenance of real 
equilibrium in the balances of all member countries, the 
reduction of their dollar deficits, and the extension of the 


area 





_—— — ot 





DECLASSIFIED FOR PUBLICATION IN FOREIGN 
RELATIONS OF THE UNITED STATES 





RESTRICTED - SECURITY INFORMATION BEST COPY AVAILABLE 
abi ee: 


'. area in which a multilateral system of payments can operate. 


'.hember countries should achieve and maintain internal finan- 


cial.economic stability, and the stability so attained should 
permit economic activity at as high a levei as possible and 
the continued expansion of the economy. At the same time, 
members must continue to take whatever measures may be neces- 
sary in each case to expand production and to increase product- 
ivity, particularly in the export indus‘ries, and they should 
estabiish and maintain ratos of exchange between their cur- 
rencies and the other principal currencies of the world which 
. adequately reflect the purchasing power of the former. Re- 
duction of the dollar deficit would be aided by a more liberal 


_ import policy in the US, by further intensive efforts of 





- European countries: to expand their exports’ to the dollar area, 
and by re-esvatiishing a flow of long-term investment funds 
from the crediter to the “ebtor countries of the world so 


. that there may ‘be scme possibility for Eurcpean countries again 
to earn dollars through triangular trading operations. It 


' is important that means should be found to prevent wide fluc- 
- tuations in the rrices of the major basic raw materials and 
 foodscuffs which enter into international trade, and the 
member countries should be enabled to increase their reserves 
of go.d and cn:ivertible currencies so they can withstand the 
temporary str.1ins in their balances of payments without con- 
 tinuel recsurse to quantitative restrictions on imports. The 
- Boerd poir :s - ‘out that these are mainly matters which are the 
-coheern of bodies other than itself, but it emphasizes that 
respunsibilit vy for action along these lines must be shared 
' by a.’ 1 bvmber countries and . their associates. 


, : while it is evident that mere provision of snepetatate 
payment mechanisms and the development of systems for the 


free «xchange of one currency against another will not solve 


- the scoblems confronting. CZEC members, the Board proposes to 
 “@Xarine the extent to which modifications in existing payments 


arr-ngements might assist in the attainment of OEEC objectives. 


It will, for example, see whether arrangements can be made 
fo: extending the field of multilateral payments covered by 
tne Union to include other countries such as, for example, 
the countries of Latin America. It also wishes to examine 
the possibilities of establishing closer relationships with 
other international organizations such as the International 
Monetary Fund and the International Bank. 


* * * 
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UhowR iVPU.L SECURITY ACT the Kutual Security Administration 
| 3 and the Technical Cooperation 4dmin- 
istration have approved procedures for operation of the Easic 
Materials Program for, fiscal 1953 which is aimed at meeting 

- the materials deficiencies, not of the US, but of friendly 
‘and allied countries. This program authorizes the Director. 
for i!utual Security to initiate projects for, and assist in 
procuring and stimulating increased production of, materials 
in which supply deficiencies or potential deficiencies exist 
among nations receiving US assistance. This is interpreted 
to include any country receiving Mutual Security Program | 
essistance{(MSA, TCa, :DA4P), or otherwise receiving US Govern- 
ment assistance in any form. The procedurs to be followed in 
carrying out the program has been despatched to TCA and MSA 





missions. 
Types of Projects Dollar funds or 10% counterpart funds 


.may: be made availiable to governments who will make them avail- 
able to actual or potential producers, or, with participating 
government agreement, 10%, funds: mey. be- made available directly 
to producers in order that the producers may carry out develop- 
ments necessary to the maintenance of existing production, or 
increase in production or where there is a threat of decline 

in production, of basic: materials deficient in countries re- 
ceiving US assistance, Projects will not be undertaken where 
the Defense Maiteriais Procureusnt Agencyis making funds avail- 
able. Fuads may be made available for projects supporting 
direct procuction such as transport, power and nrocessing 
facilities. These projects will be judged primarily on the 
impcertance and extent of their contribution to the early pro- 
duction or delivery of the needed materials, Also unusually 
important exploration prejects will be cuasidered where the* 
material is in exceptionsily short supply and known existing 
activities promise no relief. In view of the limited funds 
available and in view of the critical shortage of certain basic 
materials, emphasis will be given to projects which can produce 
or facilitate production soon. Normally this will mezn that 
projects will be approved oniy where it appears results will 

be apparent in a period less than five years. Normally, re- 
quests will be considered only where there is assurance that 
the funds will be used within 12 months after execution of 

the contract, | . 


Uaterials 
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Materials to be Considered Under this program the materials 
to be considered will consist of essential raw materials necessary 
for the collective defense of the free world in which countries 
receiving US.assistance are actually or potentially deficient. 
The stimulation of exploration, production and delivery of the 
following list of materials is considered to fall within the 
scope of the program: iron ore and ferro alloys (chromium, 
Cobalt, tantalum-columbium, iron ores in the Far Hast, manganese, 
nickel, tungsten, vanadium, molybdenum, iron ore); non-ferrous 
materials (beryllium, copper, lead, tin, zinc, platinum, germanium 
and selenium); light metals (aluminum, magnesium, titanium 
zirconium, cryolite); miscellaneous strategic and essential ma- 
terials (asbestos, industrial diamonds, quartz crystals, sulphur 
and pyrites, graphite, coking coal in the Far East, rare earths); 
and agricultural products (castor oil, hard cordage fibers, and 
vegetable tannin). First priority is to be given to those 
materials whose deficiency most threatens the collective security 
of the free world. Special attention will also be given to 
materials whose importation represents an important drain on 
their economy, particularly dollar drains. 


es ssistance In general, dollar funds will be made 
available only to meet demonstrated dollar needs. Ten percent 
counterpart funds specially allocated for the purpose may be 
used to meet necessary local currency expenditures, Pending 
determination of legal authority, dollar funds may be loans 
only directly to governments and special arrangements may have 
to be made with individual governments where projects proposed 
by individuals require dollar assistance, The counterpart 
funds may be lent directly to governments or to individuals. 
Normally, assistance under this program will be on a loan basis. 
In exceptional cases where a project is highly esser.tial and 
can be shown to be non-self-liquidating, a grant may be con- 
sidered. in the case of loans, directly or indirectly, to 
private parties, they will be expected to contribute at least 
50% of the total cost of the project. | 


cerns of-Loans in the case of direct loans for production, 
they will in most cases be made for a term of not more than 
fifteen years. For supporting projects the period of amortization 
may need to be longer, perhaps as long as.20 years, The final 
determination of interest rates can only be made in the light 

of general US policy, which is subject to change. The current 


m8 6, 


policy 
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policy as established by the National Advisory Council is 5% 
for loans to individuals or corporations and 4% to governments. 
No commitments are to be made in this regard until the project 
is finally approved and negotiation of the loan contract begun. 
‘Recognizing the peculiar character of exploration, funds under 
this program may be made available on a loan basis for high 
priority exploration projects with a provision that repayment 
will be made only if materials in economically exploitable 
quantities are discovered. 


Procedures MSA and TCA missions are to develop projects 
with local authorities and submit them in complete detail ‘to 
Washington for final action to be determined on the basis of 
over-all requirements and availabilities of funds. Projects 
proposed by MSA missions will be submitted to MSA Washington 
and those suggested by TCA missions will be submitted to TCA 
Washington which will refer them to MSA Washington. MSA with 
TCA participation, will consult with DMPA to. ascertain whether 
it will take over the proposed project within its regular pro= 
gram for filling US deficiencies, Projects rejected by DMPA. 
will be reviewed by MS&@ in the light of established criteria, 
the projects submitted from other areas and available funds, 
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AGRSEMGNT Ch GERMAN The .problem of the liquidation of German 
SSSET ERLAND external assets in Switzerland was 
finally resolved last week after several 
years of fruitless discussion among the governments concerned. 
Under an agreement between the US, the UK and France on the 

one hand, and Switzerland on the cther, the three Allied Govern- 
ments acting on behalf of. the countries which are members of the 
Inter-dAllied Reparation Agency (I14hé), will receive from the 
Swiss Governmer*® the sum of 121,500,000 Swiss francs for distri- 
bution under the terms of the Paris Reparation Agreement of 
1946 and decisions of the IARA. The Swiss Government will 

in turn, receive the above sum from the Federal Republic of 
Germany under the terms of a separate but related agreement 
signed on August 26, Upon payment of this sum by Switzerland 

to the three Allied Governments, the provisions of the Washing- 
ton Accord of 1946, which called for the total liquidation of 





‘ 





German 
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German assets in Switzerland and the division of the proceeds 
equally bet:reen Switzerland and the Allied Governments, will 
cease to have effect with regard to German assets in Switzer- 
lend cwned by persons who are residents of the Federal Republic 
of . Germany and the Western sectors of Perlin. These assets 
will, insteaaG, become subject to the new Swiss-German agreement 
which sets forth the prccedures for raising the funcs required 
for*‘the payment to the three /llied Governments, 


The new Swiss-Allied agreement will become effective upon 
approvel by the appropriate Swiss authorities and. upon approval 
by the aporopriate Swiss and German authorities of the bilateral 
agreements regarcing German property in Switzerland and certain 
Swiss claims egainst Germany. Under this latter acreement, 
negotiated in settlement of the "clearing rilliard" (the amounts 
standing to the credit of Switzeriand at the German - clearing 
office at Berlin that accumuleatec during “orld ‘Jar II) and cer- 
tain other claims, the Federal Republic recognized Swiss claims 
to. the extent of not more than 650 million Swiss francs: and 
agreed to. pay. this sum in speeaseny inscellsents  iaaneearved 


April 1, 1953. 


From thé funds received, the Allied. Governments are. required 
to reimburse the Swiss for the 20-million Swiss franc advance 
to the International Refugee Organization (IRC) and are also 
committed to make an additional payment of 17 million Swiss 
francs to that organization.. These. payments were originally 
designated for the rehabilitation -and resettlement of non-. 
repatriable victims of .the former German Reich. The IRO is 
still in the process of licuication and at its last meeting a 
trustee-in-liquidation was appointed te receive the sums due to 
the InO under the Paris xeparation: Agreement from the liquida- 
tion of Cerman assets in Switzeriand and Portugal. ‘The funds 
have elreacy been allocated-in.anticipation of their receipt 
among the member agencies of. the IRO to finance approved projects, 
some of which have been completed by the voluntary agencies under 
‘temporary panenenne subject tO reimbursement. : 


Backer ound Many previous attempts had been made to dispose 
of the problems raised by the 1946 Swiss-Allied Accord on German 
external assets. A major reason for failure to put that Accord 
into operation was the Swiss demand that provision be made for 


compensation 
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compensation to German owners of assets in Switzerland. Under 
the principle of the inviolability of private property, the 
Swiss insisted that they could not participate in the liquida- 
tion of the assets or accept any share of the proceeds of 
liquidation of German private property, even though the inten- 
tion was that-this sum be used for the partial indemnification 
of Swiss nationals for their losses during World War II. 


& significant preliminary step toward solving the problem 
of liquidation of German assets in Switzerland was taken when 
on February 12, 1952, the Allied High Commission | 
authorized the Federal Kepublic to conduct negotiations with 
the Swiss with a view to reaching an agreement on a so-called 
"lump-sum" settlement. Under such a settlement, the two parties 
would satisfy in full the claims of the Allies to a share of 
the proceeds of liquidation of these assets by the payment of 
- @ lump sum of 123,500,000 Swiss francs, to be raised from the 
German owners Of the released assets. Thus, liquidation of the 
assets could be avoided and the assets handed back to their 
owners. An agreement along these lines was initialed by Switzer- 
land and the federal Repubiic on February 22. The Swiss Govern- 
ment relinguished anyshare in the proceeds under the Washington 
Accord and would receive no payment whatever, except reimburse- 
ment for the 20 million Swiss francs advanced to the IRC. - Howe 
ever, the Sviss Government was determined to obtain some measure 
of satisfaction on its clearing claim against Germany and too!: 
the position that this claim should be dealt with at the German 
debt. conference in London in which the general problem of German 
external indebtedness was being discussed, | 


However, the Allied Governments insisted that the Swiss 

, Wartime claim and other wartime claims should not be taken up 

at the conference but should instead be discussed in connection 
with the jashington Accord. In the course of the Allied-Swiss 
. Giscussions early in liay, the Swiss agreed to accept settle- 
ment of the clearing claim on the basis of an offer submitted 
by the Federal Republic. An agreenent between Switzerland and 
Germany on the clearing claim and a revised agreement on German 
assets in Switzerland were initialed by the Swiss and German 
delegations in Bern on May 8, 


It was : 
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It was not possible to conclude a final agreement with the Swiss 
at that time because of a difference in views as to the extent 
to which the original Accord should be modified, the US wishing 
to set aside Articles 4 and 6 which involved disputes ‘over proper- 
ty claimed by Switzerland in the US. The parties have since 
agreed by letter to recognize that the disagreements with respect 
to certain points in‘the Washington Accord still:exist, and that 
the respective positions of the governments concerned have not 
been altered. : os | 


Swiss-German hereement on German Assets The revised Swiss- 


German agreement on German assets provides that the lump-sum 
payment to be made by the Swiss will be financed in the first 
instance from contributions of German owners of property in 
Switzerland in the amount of one-third of the value of their 
assets. Assets of owmers who fail to make this contribution . 
will be entirely liquidated, and the counter-value in German 
marks will be paid to the owner by the German Federal Republic. © 
Exempted from the contributions or from: liquidation will. be 
properties with a total value of less than 10,000 Swiss francs 
and properties of owners in certain categories such as persons 
who have suffered persecution in Germany for racial, political 
or religious reasons; persons Who, in addition to German nation=- 
ality, also held on February 16, 1945 nationality of another 
country; and firms organized under German law or having their 
seat in Germany, in which’-non-German nationals had a majority 
interest. In case of non-German participation in firms otherwise 
subject to contribution, a 25%=50% non-German interest will be 
duly protected,. The necessary ad™inistrative measures.are to 


be taken by the Swiss Compensation Office. 


° The agreement defines property of: German owners. as assets 
of any description located in Switzerland and acquired before 
January 1, 1948, with the exception. of claims secured by mortgages 
or real estate in Germany and securities of German issue and 
denominated in German currency, The three Allied Governments, 
however, have informed the Swiss Government that they interpret 
the term "German property:in Switzerland" as defined in the 
agreement’ as not’ including property within: the jurisdiction of 
any country which was at’ war. with Germany during.“orld War II 
except to the extent such property is released to Switzerland 
nh ee to. bilateral: arrangements concerning intercustodial 
problems. ee a a SS a ee wItG: 4 . 
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Settlement of Other Issues By an exchange of letters 
at the time of the signing of the new Allied-Swiss agreement, 
the Germans were informed that the Washington Accord will 
cease to have effect with respect to property in Switzerland 
owned by residents of the Saar and that the Swiss Government 
will unblock such property immediatély after the coming into 
force of this agreement. The amount involved is about 
1,300,000 Swiss francs in about 70 accounts. 


| Provision for’ the liquidation of assets “in Switzerland 
- owned by Germans resident in the Soviet Zone of Germany had 
been another major problem in implementation of the Washington 
Accord. During the course of the negotiations, the Allies, . 
rejected as unwise a Swiss proposal for the unblocking of. 
East German assets below 10,000 Swiss francs and for use of 
the assets by Switzerland for bargaining purposes with the 
Government of the Soviet Zone of Germany. Instead, Eest 
German assets were left technically subject to ‘the " kecord. 
However, the Allies signed an agreed minute stating that the 
sum of 121,500,060 Swiss frances -is- accepted by the three 
“governments as the full and final payment which they shall 
receive from Switzerland in respect of German property in. 
Switzerland as defined in the Washington Accord. a 
The Allied Governments and Switzerland also agreed thet 
upon the coming into effect of the present agreement, the 
Joint. Commission established under the. washington Accord will 
be abolished. The Swiss agreed to the Allied request. that . 
the Swiss give’ sympathetic consideration to. the epplication 
for the relief and rehabilitation of victims of Nazi actions 
of assets of Nazi victims who died without heirs, in the 
event such assets should be found. to exist in Switzerland, 
The Swiss Government has also stated by letter that it. will 
‘take into account foreign interests in. companies outside: of: 
Germany and Switzerland in which there is a German interest; 
of 50% or more provided that the foreign interest amounts to 
25% or more, and provided that comparable protection is avail- 
able to similar Swiss interests in property under the juris- 
diction of the othér country. The Swiss have also stated 
that they are prepared to afford protection to. American 
interests of the type described and have expressed. the — 
that similar Swiss interests in property in the US, will be : 
protected. 
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NSERNATIONAL BANK AND The seventh annual meetings of 
FUND HOLD .NNUal MEETINGS the Boards cf Governors of the 

. Internationai Bank for Reconstruc- 
tion and Development and the International Monetary Fund 

were held in Mexico jity September 3 to 12. There are 54+ 
nemsers te the Bretton Woous institutions, Germany, Japan, 
Curma and Jordan having become members since the last meet- 
.ng, ‘Indonesia and Haiti will become members as soon as 

they complete the steps for membership as their applications 
were arproved at the Mexico City weeting. 





The annual meetings rarely resuit in definitive action 
tut furnish members the opportunity for nigh-level discus- 
sions of the entire range of financial problems, These dis- 
cuSstuns, whish for the most part arise in consideration of 
the Bank anc Func annuel reports, serve as a guide to future 
ecticns or the institutions. This yeer the discussions 
ceenec more useful than heretofore, with the delegates ready 
to say what was orn their minds. Among tne major subjects 
yere internel financiai stability and the need for monetary 
ard fiscal measures; the need for capitai flow to under- 

Aeveloped areas and the pruposed Internetionai Finance 
Corporation; the need for stadiiization of prices or raw 
ia terials ; the collar defisit; acl policy; the European 
Tayaents Union; and trade and exchange restrictions. 


One oi the conerete result: cof the Wexico City meeting 

was the a.iontion of a _ besgian resclution by the Governors 

of the f:na which instructs tne Executive Directors to 
ir.vestigate doilar retention practices and their impact on 
courtries, Under the retention system exporters are per- 
muittea to. retain part of their hari currency income and sell 
-t oun the tres market, gonerally at « prise higher than the 
ecvernment pays. | 


czechoslovekda, the only Soviet bloe member, made its 
arnial attack o: the Bank, the Pund auc the US. ’ President 
Black of wie Bank and several of the Governcrs countered 
‘the Czeth accesations that Bank policies had warlike aims 
or were iuirected by the US. , 

During the dise BASLONS Secretary of the Treasury 
Snyder offerel] a seven-point program to pring abcut internal 
and external salenes. “to countries now suffering from infla- 
tion end balance of vayments difficulties. This included: 


1) increased 
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1) inereased proauction of essential goods and increased 
preductivity-from availiable capacity and resources; 2) post- 
ponement of less essential gcvernment and civilian expendi- 
“tures; 3) restriction of investment and credit to essential 
purposes; +) increased taxation directed to reduction of 
less essential civilian exvenditures and to the promotion 
of essential éfficient production: 5) encouragement of sav- 
ings; 6) minimum reliance on controls and restrictions 
domesticaliy and internatiorially; and 7) rates of exchange 
which are realistic and-contribute to international balance 
and removal of restricticns. Secretary Snyder also re- 
iterated the US stand that the present price of gold should 
not be changed, South Africa and Australia having indicated 
they wouli like to see the price raised. 


The next annual meet ings wili be held in Washington 
in Sevtember 1953. : 


Fund Report The annuai revort of the IM received 

3 good deal of attention and publicity. In its review of 
the world situation, the report concluded thet "it is a 
mclancholy fact thet seven vears after the end of the war 
the Fund has to reporié that international payments are. 

still far from having attained a state of balance and that 
oxchange restrictions are agein, over large parts of the 
trading wor'c, tre order of the day". The report pointed 
with alaru to the inflationary pressures that exist, to 
the tencenecy to extend. and intensify exchange restrictions 

and auantitative import controls rather than to institute 
measures aimed at the fundamental cause of balance of 
payments pressures, The protective stimulus of these re- 
stricticns is one of the factors, the Fund believes, thet 
has eaused the production of basic foodstuffs. to lag behind 
the world's requirements. 


The Fund laic great stress onthe importance of internal 
monetary stability. The report states that balance of pay- 
ments difficulties of the past couple of years have been due 
mainly to the atsempt of many countries to do more by way 
of cunsrmption, investment, and. government. expenditures 
than could be managed with the resources available to then. 
it points to the responsibility of surplus countries as 
well as deficit countries and urges them to take all prac- 
ticable means to reduce barriers to international trade. 


The 
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The Fund listed as its most important step during 
the year the decision that exchange purchased from it should 
not remain outstanding beyond a period reasonably reiated 
to tne payments problems in respect of wnich it had been 
purchasec from the Fund. As a general rule any increase 
in the Fund's holaings cf a member's currency originating 
from transactions by the member shouid be reduced within 
a pericd not exceeding three to five years. The Fund also 
aiopted a new schedule of charges which considerably . 
shortened the period that may elapse before a member is 
obliged to consult the Fund on means by which the Fund's 
holdings or its currency can be reduced. In suitabie 
cases the Fund may permit drawings to deal with special 
short-run situations accompanied by arrangements for re- 
purshase witnin a period not exceeding 18 months. 


BEST COPY AVAILABLE 


Fund transacticns for fiscal 1952 ianeiude purchase of 
US dollars for their own currencies by Iran, brazil, 
Austvalia and Paraguay. Also five members repurchased 
amounts of their currencies frcem the Fund for gold and 
collurs. A number of members Gischarged their repurchase 
obligations. The Frnd‘s holdings of gold increased during 
the fisca? year from $1,'*95 million to $1,531.6 million 
with its holdings of currencies on April 30, 1952 being 
the equivalent of $5,743.2 million of which $1,283.2 mii- 
lion was jin JUS collers. Further progress hes been made 
in collection of information necessary for the computation 
of monetary reserves. 


In a statement of its gold policy the Fund urged 
members to suppert pelicies which reouired that to the 
maximum extent possible gold should te held in official 
reserves rather than go into private hoards. It is con- 
sidered impractical to expect ali members to take uniform 
measures and therefore the implementation of this policy 
is left to the members. The repcrt states that the Fund 
would continue to watch developments in the field of 
premium prices and gold hoarding. 


On exchange rates the report states that during the 
year in’tial par values were agreed with three members cf 
the Func--Finland, Sweden and Ceylon. Also a Yugoslav 
proposai for e change ii: the par value of the dinar was 
agreed upon by the Fund which represented a drastic 


Gevaluation. 
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devaluation, among the countries that either have decided 
temporeri.iy not to unaertake the obligation to maintain 
their excha ange rates within the narrow margins of the par 
values agreed with the Fund,-or have never agreed on a 

per value, France and Italy have again throughout the 

fiscal year kept their cfficial dollar exchange rates stable. 
In Greece, too, there has been no change in the effective 
official exchange rate, although the abolishment of the 
Exchange Cértificete system by the inclusicn in the exchange 
rate cf the cffectively stabilized prices of exchange cer- 
tificetes, which had previously been paid in adaition to 

tne fixed ‘official exchange. rate, thus increased the offi- 
cial rate. In Cariada, where the exchange rate has been 

free to fluctuate since September 1950, the rate has 
strengthened. Peru has been maintaining two free exchange 
markets, one for exchange certificates and the cther for 
dzvaftc and currency. In Thailand the free market rate for 
sterling Geclinec during tne year and the Bank of Thailand's 
selling rate was adjusted accordingly. The exchange rate 
structure of Uruguay remained basically unchanged during 

. the year. - 





In sévere? other member covntries there were important 
developments relevant to exchange rate policy which have 
‘rics affected var vaiues. The report goes into detail con- 
cerning these events in Austria, Bolivia, Chile, Colombia. 
Costa Rica, Ponmark, Egyst. Finland, Iran. the lietherlands , 
tne UX, Indonesia, Israel, Rumania and Western Germany. 


The Fund's Managing Director, Ivar Rooth, gave a 
renurt a the progress of the exchange restrictions con- 
sultations which the Furd has. beer: satrying on since March. 
Ae the = conniries whica were members. of the Fund in mid- 
Augast catty 7 had ao ‘exchange -vestrietions. ihe other 46 
nations still aveis theaseives oy tne transitionel arrange- 
ments. ine balance of payments pesition of a number of 
these countries is fairly strong, while in a number of 
others tuere has been a welcome strengthening and improve- 
m21% In only « few vaces, Mr. Rooth said, was the situa- 
| tion one of euhtinuing ‘deterioration, He felt that membez 
¢cuntrics are awete of Soth the. desirability and the obliga- 
tion they heve to mininize the use of restrictions when 
their balance of payments permits. 


Fank 
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Bank Report During the past fiscal year, the Inter- 
naticral Bank made 19 loans in if countries for an amount 
equivalent to $2¢@.0 milizon, SN eae the total of Bank 
iending to $1, 4i2 miljion in’ 27 countries. Disbursements 
auring the year amounted to $184.2 million compared with 
$77.6 million during fiscal 1951. Total disbursements 
reached $076.5 million at the end of fiscal 1952. (Since 
the end of the fiscal year four loans totaling $77 million 
have been made bringing total Bank lending to $1, 489. mil- 
lion for 72 loans in 27 zountries.) 


The Sank continned. to help members to draw up iong- 
term programs vf economic development, with the general 
survey mission continuing as the Bank's chief means of 
giving assistance of this kind. In Nicaragua the survey 
mission technicue was varied with two staff members 
stationed there for most of the year, working with the 
Nicaragua: Government in drafting a broad development 
program and starting to put it into:effect: In addition, 
a number of specialized missions were sent to study 
specific deveiopment probiems in member countries. 


The Bank added to its dollar resources by selling 

$150 million of its bonds in the US. Evidence exists of 
an: 2apaniing market for IBRD bonds in the US since during 
the vear some large institutional investors made their 
first purchases of the Bank's bonds, others re-established 
earlier positions, end many added substantially to their 
holdings. Bank bonds were also issued outside the US, 
in the amopnt of 50 million Swiss. francs and 14. million ? 
Cansdian Gollers. It further added to its resources by 
seiling $23.4 million of securities from its.own port- 
folio, “$10.4 million without its guarantee. Parts of 
lowal currenty subscriptions to the Bank's capital were 
made available for lending by several countries. Among 
tnem, Canada released the $41 million balance. of her 3 
original Canadian dollar subscription of $58.5 million. 
This release is fully. convertible and may be used with- 
out restriction for purchases in Canada and elsewhere. 


Two loans were made for disbursement entirely in 
European currencies, one to Iceland and the other to 
Yugoslavia. Tne toan for Pakistan railways, in the 


amount 
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amount of $27.2 million included the equivalent of $12 
million in French frances, reléased from the French sub- 
scription to the Bank's capital. 


At the beginning of the year it was expected that 
shortages in capital goods might cause serious delays in 
Banx-financed projects, but a special unit in the Bank 
fcliowed supply develcpments closely, helping the Bank's 
borrowers to obtain priority ratings for ecuipment on 
erder. None of these requests was denied and no abnormal 
delays were caused. 


The report recounted the Bank's unsuccessful efforts 
to assist in restoring oil operations in southern Iran 
pointing out that.the talks were recessed with the under- 
standing that they could be resumed if it should appear 
that a basis for agreement be reached. 


The Bank report told of developments on the proposal 
for an International Finance Corporation to be established 
as an affiliate of the Bank for the purpose of making loans 
to private enterprise without governmental guarantee and 
to make eouity investment in participation with private 
investors. During the year the Bank's staff studied the. 
proposal end made a report envisaging that the capital of 
the corporation would be subscribed: by member governments. 
This report, which was made public, was considered by the 
UN. Economic .and Social Council. ECOSOC adopted a resolu- 
tion asking the Bank to continue its study in consultation 
with member governments and interested business groups and 
to inform.the Council in 1953°of the results of its study. 
and of any action it. oe’ take on the proposal. This 
study continues, .. : 


Jt was ‘evident that - a asec deal of interest exists 
in this proposal. The President of the Bank said he believed 
such an instrument might prove useful for firing, § invest- 
ment of private capital, both domestic and foreign 
enterprises significant. in economic development. tne” US 
has not gone on record either as favoring or opposing the 
establishment: of. such an organization, but favors thorough 
study of. the proposal, il the international Bank and its 
members. 
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RESTITUIZON ACREZTWENT SIGNED A restitution agreement between 
BY ISRAEL AND WEST GERMANY israeli and the German Federal 





Revublic which was signed on 
Septemper 9 demonstrates the resolve of the German Federal 
Republic to wake redress for the versecution of the Jews under 
sle former German Reitn. Tne agreement will initiate by the 
veginning of 1953 a considerable flow of German gocds to 
fusrael which will help the latter overcome its present acute 
financial anc economic crisis. Tne agreement provices for 

the payment by Germany to Israel of $715 million (3 billion 
deutschemarks) over a period of 12 to 14% years, to be used 

by Israel ts cover the cost of absorbing refugees from Germany 
ana territories under German ruie. 


At the same time, Germany agreed to pay the Conference 
on Jewish Material Claims, composed of delegates of 22 inter- 
nai2onai Jewish organizations, $107 miliion (450 million 
deutschemarks) for relief of persecutees presently and prima- 
vily resident outside Israel. The Jewish organizations will 
mike this sum avaitlabie to the Israel Government, which in 
turn will reimburse tie Jewish organizations under the terms 
of an agre2ment worked out between them. Another agreement 
vetween Germany and the Conference on Jewish Material Claims 
provides for a broedening of the present restitution and 
inagenmmitication iaws in West Germany and wili resuit in addi- 
tfonal benefits to the nersecutees. The German Government 
aiso Geciied to make available $lz¢ miilion (50 million deutsche- 
marks) to noneprofessing Jews not renvresented by the Jewish 
organizations. 


terms of German-Israei Agreement The agreement provides 
for Gerran payment to Israel cf gocdas tctaling 3,450 million 
Acutsthemarxs at the rate of 200 million per year for the first 
two ycars. 300 million per year for the next nine years, and 
260 million for the last year. The first payment cf 60 million 
aeutschemarks is due when the agroement becomes effective, 
with an additions? 140 miliion dne three months thereafter or 
on Masch 31, 1953, whichever is earlier. The agreement pro- 
vides for accelcrated paymer:ts in case Germany obtains an ex- 
terue#l loan and machinery for renegotietion in the event of a 
ueIman ecouomic crisis. All Israei purchases in uvermany are 
4° be on the basis of mutually agreed schedules and will be 
acministerei by gquasi-diplomatic Israeli missions to be estab- 
listed in Germany. 


The 
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The agreed schedule for the first tro years includes pur- 
chase of 26.5 million dentscnenarss enniually of ferrous and 
non-fermous metals; +5 milion deutscnemarks worth of vrodaucts 
ot the steel menufacturing industry: 35 million of products 
of the chemicei industry and other industries: 3.5 million of 
agviculturel croducts; 15 miliion of services, primarily of 
C-ensport end insurance costs and administrative expenses. 

Tae remaining 75 million deutschemark annual payments are to 
be peid in pounds sterling for oil deliveries from Eritish 
cecmpranies,. 


At the invitation of the Israel Government, e US expert 
prepared a long-range pian caliing for use sf these payments 
in improving the corntry's electric power system, irrigaticn 
facilities, ané public communications and transportetion. 
The Istaei Government has since announced that the proceeds 
of the agreement will be vsed for develonment but did not 
men zicn compliance with this or any other plan. The first 
tangible effect of the sreaty wili probably be relief of 
iszael's desperate oil shortage, with the equivalent of 
$17,€50,000 to be reJeased from Germany's sterling balance 
in London fo> payment of Israel's o7i purchases from the UK. 


Packeround The German-Israel restitution talks, which 
begen in The hegue “*ast Marea, were initiated by the reso.iu- 
tion of the Germen Bundesteg, adopted in September 1951, which 
recognizec the morai obligation of the German people to make 
recress for erimes done to the Jewish people under the German 
Reich anc offering tc negotiate a settlement with representa- 
tives of lsrael and world Jewry of Jewish claims against Germany. 
The Israe. Government accepted the German offer despite bitter 
ovposition,both in the israel Parliament and in the country 
as a whoic, *“c any form of negotiations with Germany. 

Alirovega ssraei considered that a crime of such vast and 

tmagic dimensions could not be expiated by any measure of 
mazerial réparetion, it cleimec from Germany a sum of $1.5 
billion as "collective recompense” for tle expenditures in- 
curred in the reception and rehabilitation in Israel of an 
estimated 5CO.COO Jewish victims of Nazi persecution. Of this 
total sum, the amount cf $1 billion (or 4.2 billion deutsche- 
marks) was claimed from the Federal Republic, and the remainder 
fron the Soviet Zone of Germany. <A separate claim of $500 
milijion wes mace by the Conference on Jewish Material Ciaims 
in regard to “heirless" Jewish property, still in German hends, 
which formerly belonged to Jews who had been killed. The 
organizetion also demanded that the German Federal Republic 


enact 
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enact svecial legislation providing for the payment of compen- 
Sation to individual Jews with property in Germany who hada 
snifered material loss throvgh Nazi persecution. 


The restitution taiks at The Hegue were recessed on 
April 19 when the Israel Government refused a West German 
counter-offer of a totai payment of 3 billion deutschemarks. 
ihe refusel was based on objection to the total figure, to the 
Cerman statement thet they probably could not pay 100% of any 
dept they recognizea, ana to a Germen attempt to reiate the 
Isréel and Jewish restitution claims to the total problem of 
Geruian incédtecness. The Isreel Government then decided not to 
reney reperations negctiations with Vest Germany until the Bonn 
Government submitted a clear proposal bincing itself to satisfy 
Isveel demends for compensation and including a time schedule 
of vayments, and reiterated its determination to refuse to allow 
its claims to be treated in the same manner as Germany's other 
external dents. 


A seconc German offer mace Guring this recess was also re- 
fused, with Isreei objections basea on the understanding that 
tae Germens covld give no assurances cf deliveries for longer 
than three years, that no totai figure was discussed and that 
the rate of anannal deliveries was indirectly tied to German suc- 
cess in obtaining economic benefits from the US. The Israel 
position was strengthenea at this time oy the resignation of the 
leacers of the German negctiating team which aroused strong sup- 
port cf the Isreel claims in many sectors cf the West German 
Government. The resignations were withdrawn when authorization 
WaS given to confer informally with the Israeiis on a new offer 
to vey in goods 200 to 250 miliion deutschemarks annvally for 
12 vears, with the maximum global amovnt 5 billion deutschemarks. 
Conferences on this basis ended satisfactorily with a formal 
Cabinet-approved offer to pay restitutions to Israel in the 
amount or $715 million in goods over a l2~-year period, and nego- 
tiations vesumed at ihe Hague. 


Subsecuert conflicts concerning Israel's Gesire to protect 
the claim trom eny ioss in real value through future inflation 
of Germaii currency, and Germany's wish for a "catastrophe" 
clause to permit suspension of payments if world changes greatly 
affected Cerman ability to pay were resoived by inclusion of a 
provision for renegotiation in the event cf a German economic 
crisis, The Germans aropred their insistence that the Israel 
Government assume responsibility for individual resvitution pay- 
menis to victims of Nezism now living in Israeli. However, in 
negotiations with the Conference on Jewish Material Claims, the 
Germans continued to refuse to accent responsibility for resti- 
tution to Nazi victims of Austrian origin. 





sndiseeeiiecsin SEE 
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US Position In 1951, Israel requested the US, UK and 
France to impose on Germany an obligation to pay 1.1.5 bil- 
lion in reparation to Israel. Israel's request was re- 
fused on the grounds that German reparations are governed 
by internaticnal agreements, namely tne Potsdam Protocol 
anc the Paris ienparaticn Agreement, the effect of which is 
to preclude, pending definitive settlement vith Germany 
in the nature of a peace trectyv, the assertion by the US 
on ivs own behalf or on behalf of other governments any 
furtner renaration demands or. Germany. 





The Israel Government then informally incuired whether 
the US would support Israel's claim against Germany if it 
were rephrased so as to relate it to restitution and 
compensation for Jewish material losses caused by persecu- 
tion in Germany. The Us replied that if the Allies shovid 
require Germany to make special compensation to israel, 
they could not resist demands from other nations and counte- 
less thousands of non-Israeli citizens fer compensation — 
for their losses and sufferings. We incicated, however, 
that "e world not stand in the vay of a settlement voluntar- 
ily entered into ty Germany. “Soartunately, the problem was 
Solved by Germany's voluntery crfer in September 1951 to 
make such a settlement with Israel and world Jewry. 


When the general problem of German external indcebted- 
ness vas being considered by the Trinartite Commission on 
German Debts, we recognized the Federal Republic's desire 
to keep che German commitments arising from the debt 
settlement and the Israel negotiations compatible with 
each other and the total obligation within the German 
capacity to pay. However, we insisted that the Gernane 
Israel nezotiations involved unrelated substantive issues 
and should be dealt With separately. Moreover, considering 
the political significance on world opinicn and within 
Israel of the negotiations, we were concerned that any 
aelay of the restitution tall:s might have unfortunate 
repercussions which would affect che debt settlement. ie 
also resisted the attempts of such 4rab countries as Siria 
and Lebanon: to link Israel obligations to irab refugees 
to the payment of indemnification to Israel by the Feveral 


‘Republic. 


During the course of the negotiations, Israel and Jewish 
delegates strongly urged that the US express to the German 
Government its sympathies for the claims talks. On that 
basis, we took several opportunicies to reaffirm to Chancelior 


&4denauer 
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Adenauer US srmrathetic concern for the objectives of The 
Hague talks and ow strong hopes for a suctessful conclu- 
sione ‘Je noted the serious political difficuities confront- 
ing the Isracl Sovernment and the serious repercussions 
which would ensve if. the Germans appeared to have been 
insincere in their efforts to negotiate, although we did 
not attempt te advise the Sermans on the magnitude or type 
of their cffers to Israel and Jewish organizations. 


At the reguest of Chenc2lior Adenauer, who was faced with 
incteéased Arab pressure at the signing of the agreement and 
threats of economic boycott ageinst the Federal Republic 
by the arab League, we authorized him to inform the opposi- 
tion in his Cabinet that the US is willing to use its gocd 
orfices te try to abate érab pressures, 


CCNFIDENTIaL - SECURITY INP CRMATION 


* * * 
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UNIVERS al COPYRIGHT & now intergovernmental copyright 


oresent, at a conZerence held in Geneva from August 18 to 
September 6, Sisners included ai” of the VJestern European 
nations. the US, Canada, Australia, India and about haif of 
the Latin American countries; severai other countries 
including Japan, ere expected to adhere eventually. The 
aim of the ccnvention, which has been developed by the UN 
odusaticnal,Scientific and Cultural Organization over the 
pest five years through a series of. conferences of experts, 
is to bring tegether in one multilateral arrangement the 
countries in tne existing Berne Convention and those outside 
.t, particularly the US and Latin America. 


The snecessful entry into force of the convention, which 
is now oven for ratificaticn, will mean. the replacement of 
a coufusec and unsatisfactory series of international relation- 
ships in this field. Tne US has, up to now, relied aimost 
ertirely upon a complex network of bilateral relationships 


containing 
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containing little uniformity and often failing to provide 
adequate protection. lJiany countries have had no relations 
with each other, The new convention will for the first 
time provide a firm basis for the protection of significant 
4merican private interests in other major countries of 

the world, with the exception of the Soviet blioc. These 
interests incluce literary and scientific authors, composers 
of music, book and music publishers, ean the radio, tele- 
vision, motion picture, and music recording industries. 
pince i¢.will remove or minimize frictions which have 
existed up to now in the copyright area betveen the US and 
other countries, it should lead to an improvement of relations 
in the cultural area with the rest of the free world, 


Issues Arising in Negotiaticns The ccnvention is 
designed basically to assure that each contracting State 
will grant national treatment to vorks originating in the 
other States. Several major issues arose in the negotia- 
tion: of certain supplementary provisions establishing 
minima below which the level of protection may not fall 
ana other provisions constituting limitations upon th 
national treatment concept. 


Among the minima provisions is the requirement that 
each State agree to protect the works of foreign authors 
without imposing any recuirements other than that a notice 
of copyright reservation together with the name of cory- 
rignt owner snall appnear on the work. This will eliminate 
a long-standing bone of contention between the European 
countries on the one hand and the US and Latin dmerica on 
the other. European law is based upon the concept that 
copyright is an inalienable right of the euthor from the 
time of creation of his work, whereas under the US Consti- 
tution, this monopoly protection is granted for a limited 
period of time, Accordingly, the granting of copyright 
. protection in urope is a relatively automatic process while 
in the US, and in most Latin American countries, a number 
of formalities are required. This provision also eliminates 
as a condition of copyright the requirement that manufacture 
of a work take place in the country granting protection. 
This directiy conflicts with the manufacturing clause of the 
US Copyright Law. ‘shile we were unsuccessf:1 last spring in 
securing passage of a bill for mcocification of this clause, 
we are hopeful that, with the brcedcer support created by 
the existence cf the convention, such legi8lation will be 
passed during tne next session of Congress. 


One of 
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One of the limitations upon national treetment is the pro- 
vision that a contracting State is not required to grant a term 
of protection to a foreign work longer than that granted by the 
sountry in which the work originates. Many countries grant pro- 
tection for the lize of the author and fifty years thereafter, 
whereas the US provides a generally much shorter period con- 
sisting of two successive terms of 28 years each. This provision 
was insisted upon by European representatives to bring pressure 
on the US to increase its term of protection for their works, 
in return for our concession on the comparisor principle itself, 
the US term is to be recognized, for purposes of the comparison, 
as the full 56 years, 


Another limitation upon national treatment is the provision 
under which the author's exclusive right to translate his work 
into the local language cf a foreign country is limited to a 
neriod of seven years. After that time, the local government 
may issue a compulsory license for the translation of the work, 
but in doing so must make provision for the author to receive 
Sust sompensaticn and for assuring an accurate translation. 
inis provision was one of the most troublesome at the conference. 
in the more advanced countries, the exclusive right to ‘:ranslate 
his work remains with the author for the full term of copyright. 
Meany underdeveloped countries have local languages different 
from those in which most cf the iiterary and scientific works 
are published and they feel that the only way they can assure 
that these works will be made available to their peoples as 
soon as possiblie is to place a limit on this exclusive right of 
transiation. There was general agreement that the case of the 
underdeveloped countries should be met but the working out of 
Getai’is was complicated by pressures from various publishing 
interests. Our representatives to the conference feel that 
while the formula arrived at is not entirely satisfactory it is 
workable and will bring most of the countries into the conven- 
tion, The important exceptions are Japan, Greece and Turkey, 
which wished to be exempt from paying royalties under the 
licensing system. 


On the administrative side, the convention establishes an 
Intergovernmental Committee consisting of representatives of 12 
States to study problems arising under the convention and to 
prepare for revision conferences, UNESCO is to be asked to 
establish a provisional committee to advise it prior to entry 
into force of the convention and to serve as secretariat of 
the Intergovernmental Committee, 


baal * * 
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US_ 4nICCAITS in spite of a prospective US record rice crop 
RICS EXPORTS i 52, the US has found it necessary to 

aliocave rice for exvort because of heavy 
foreign uenmand. Tnis recent rise in effective fcreign 
demanc is. the resulv both of an increase ir rice consuming 
_pepulations of «sia end the current growth in purchasing 
-power of importent rice deficient countries. EBefore Worla 
War II, 8 nillion tons. of rice went into the world -marke+; 
today, 9 million tons are needec, but rice exnort aveila- 
‘bilities have dropved to 4.8 million tons. 


US _Uxpors fllocations On September 10, the Department 
ef sgriculture ennounced export allocations totalling 

' 7,200,000 cne-hundred pound bags of rilled rice for the 

perioag August 1 to December 31, 1952. Simultaneously, the 
Department or Commerce announced tnet rice vas added to 

the "Positive List" of items 2m short supply, the export. 

of which is. subject to cortrol. as a resvlt, all rice 

exports. valued at more than 25.00 new require a validated 
license. except those guing to Canaae. Before that step 

was taken, rice. couid be sninpec uncer general license any- 
ghere e@::cept to tne Soviet biec, Nong Mong anc Macao. The 
‘allocation of 7,25C,000 bezs compares with actual exports 

of 6,755,000 bass curing the peraiiel period of 1951. How- 
ever, igricultvre's estimate of tne demend asainst US supplies 
for the i952-53 year, comparec to US availabilities for 

thet pericd shews a snortage of abott 10 miliion begs. 


Allocations were set up to insure to the extent 
possible adecuate supplies and orderiy distribution for 
Gomestic and territorial needs, military requirements, and 
customary export markets, as well as equitable distribution 
among Far sastern countries which in recent years have 
iooked to the US for increasing quantities of rice. Of 
te total allocateé, Cube got the largest snare with 
2.250,000 bags; Japan care next with 1,500,000;* Ceylon 
was allcecated 1,125,000; Korea and the Ryuxyus Isiands 
cot 800,000 and 440,000 bags respectively; Indonesia 400,000 
and -the. Defense Department 000,000 bags. 


if it should prove necessary, controls wili be con- 
tinued beyond December 31, Letters are to be sent out 
to appropriate Hmbassies requesting full information in 
regard to stocks, production, consumption requirements, 


and expected 
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and exvectea imports from other sources, to serve as a 
basis ror evaluating relative needs in determining 
aliocations vor tne ensving period. Replies would be 
e::pectca by licvemher 2 to enable arnouncement of figures 
for the next period by December 1. 


Supply Situation The worid rice supply situation 
hes been deteriorzting for the last 16 months or more. 
(See page i, May 5, 1952 issue,) Prices have been 
rising steadily, due to many causes, including the 
Korean war, general inflation, ana the cautious policy 
or exporting countries in ailocating sheir available 
exporvable suppiies both to prevent inflation at home 
and to rece:ve the benefit of increasing prices on the 
world market. The rapic growth of the rice-eating 
nopulation has corntrioucted to acute shortages in con- 
suming countries. In addition, importing countries 
have greater earning power now,and are competing vigor- 
cusly for smpplies. Japan and Korea heve a substantial 
G€cllar incore with hich to bid on rice in worid markets. 
Cne of the factors which pointeac up the situation in 
the US was the early Jepanese entry into the California 
rice market, which threatened to disrupt the US rice 
milling incustry. filled rice is under price control 
in the US while unmilled rice is not. The scramble for 
unmilled rice gave signs of leacing to a ruinous price 
rise which vould have had adverse effects on the millers 
under price contrel. This was indicative of the general 
increased demand for US rice, even thougn its price is 
higher than Asian rice. To forestail eae disorderly market, 
the US Government decided to allocate exports until the 
end of the year, without reference to the amounts which 
may be made available over the next period or over the 


year as a whole. 


International sction iIn the face of the present 
emergency, the F&O announced in early August that it was 
taxine steps to convene an international conference to 
Geal with the worsening shortage of rice in Southeast Asia. 

It has not yet been aetermined whether such a meeting will 
take place, or if it does, what form it will take. Interested 
countries are still being sounded out. FAC officials are 
concerned that Burma, which ranks with Thailand as the largest 
rice supplier in Asie, would not ettend such a conference, 

if it is eimed at international allocations. 


* * * 
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COMMENTS ON MATERIALS The State Department has prepared 
POLICY COMMISSION REPORT comments on the report of the Presi- 
dent's Materials Policy Commission, 
for public release as part of an interagency review of that 
report. The Commission was set up in January 1951 to investi- 
gate the long-term aspects of the materials problem. (See 
page 7, June 30, 1952 issue.) In general, the Department 
agrees with the conclusions of the report, including the idea 
that our national materials poliey cannot be set at this time 
for all time, bt must be subject to continvous review. It 
concurs completely with the three basic concepts of the report: 
a belief in the continued growth of our economy; e belief in 
private enterprise and the profit motive, coupled with the view 
that the Government mast take certain responsibilities regerd- 
ing the welfare of the country; and a belief in the inter- 
dependence of the US and the rest of the free world. We concur 
with the premise that the over-all objective of a national 
materials pulicy should be to ensure an adequate flow of mate- 
rials at the lowest cost consistent with the national security 
and the weifare of friencly nations. 


Government Loans and Purehese Contracts The Commission 
has recowmsendtad that a suz¢cessor agency to the Defense Materials 


Procurencnt Azency be established to enter into long-term pur- 
chase contracts for the purpese of stimulating forelgn produc- 
tion, ana to meke loans to producers for the same purpose, in 
ceases where risk is greater than can be assumed by the Eximbank. 
The Commissicn has suggested that the criterion for such action 
should be nationai security in the broader sense, including not 
only wartime security but the maintenance or promotion of the 
industriel strength of the US. We agree that such action may 
be required to support the stockpiie program after the cissolu- 
tion of DMPA. However, it is our present view that the number 
of commodities in which government contracting or lending will 
be required for other than stockpile purposes will be very 
limivad. We think a case has not been made that the necessary 
supplies for peacetime needs will not be forthcoming except 
with Government assistance. We also believe that any extensive 
Government purchasing or lending activity would tend to transfer 
to Government the initiative and risks private enterprise other- 
wise would assume and would not assure an increase in total 
production. To guerd against the dangers of unnecessary 
Government entry into the normal field of privete enterprise 

we suggest thet Government purchase contracts or loans should 
be made only where justified by the considerations of future 
defense. In addition, the opereting organization to carry 


out 
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out these functions should not be established until the clear 
necessity for an active program in one or more commodities is 
determined, in the form of quantitative production objectives, 
ani should not extend its activities into additional commodi- 
ties until a similar determination has been made. These 
determinations, in our opinion, shouid not be made by the 
acticn agency, but by an independent agency representing the 
sresident, such as the National Security Resources Board. 

in other aspects of this problem, the Commission has reccn- 
mended that iegislation explicitly authorizing the US Govern- 
ment to enter into management contracts for foreign materials 
expansion be enacted by Congress, and we concur in this recon- 
nenjation. The Commission has recommended that, in general, 
Government loans for materials prodfiction be limited to not 
more than 50% of the total investment required, but that in 
exceptional cases this limitation be increased to 75%. We 
agroe as to the need for maximizing private participation 

in any lean project, but question the desirability of relying 
on any set percentage for this purpose. The Commission has 
recommended that profit-sharing debcntures be obtained by the 
Government when Government loans for materials development 
exceed 75% of the total investment. Although we have certain 
reservations on this proposal, we believe there should be 
further consideration of the use of profit-sharing debenture 
aS @ possible means of reducing wind-fall profits where 
private equity is less than 25% of the project. 








Tov t 
Commission has recomme ‘executive resources agreements 
with other governments should be negotiated when there are 

clear indications that new investment in minerals enterprises 
would take place in a particule> country if legal and adminis- 
trative deterrents were lifted." Such agreements might involve 
price or market guaranties by the US in addition t> more general 
commitments such as a promise to facilitate aid for economic 
development. This would be in return for certsin pledees by 

the foreign government to improve the climate for private 
investment. We believe that agreements containing price or 
market guaranties should be subject to the same limitations 

as enumerated above for direct Government contracts and ircans 
for materials development. The Department is giving further 
study to the possible use of special resource agreements 

without price and market guaranties, and will be in a position 
later ts make more specific recommendations. We support the 





tax 
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tax changes recommended by the Commission which would 
stimulate American investment abroad by removing certain 
penalties to such investment and bringing about greater 
equality in the tax incidence on foreign and domestic invest- 
ment. The Commission has a-so discussed possible tax incen- 
tives for foreign investment, without meking formal recom- 
mendations on this matter. Ve believe that the problems | 
involved here require further study and that the issue of 
tax incentives must remain open. We agree with the Commis- 
Sion thet present guaranties against inconvertibility and 
expropriation should be viewed as experimental pending 
longer and more extensive geographical experience. We be- 
lieve that the Government's authority in this field should 
be continued on an experimental basis, and are prepared to 
support a request for raising the present $200 million 

limit on outstanding guaranties whenever necessary. 


Removine Barriers to Trade We ere in full accord with 


the Commission's recommencation for permenent legislation 
authorizing unilateral elimination of import duties on 
industrial materials where the US is, or expects to become, 
substantially dependent upon imports of those materials. 

We believe that the legislation recuested should be in broad 
terms, with transitional safeguards. Details should be 
covered in an implementing executive order. We also support 
the Commission's recommencation for repeal of all "Buy 
American" restrictions. | 


We agree that restrictive business practices should 
be opposet: at home and abroad through national, as well as 
international, action. A number of progrems are already 
in existence which contribute to the reduction of restric- 
tive business practices, and we have recommended several 
adcditionel steps through executive.action: DMPA or its 
successor should undertake a program to encourage competition 
in the cevelopment of strategic materials resources by back- 
ing inijependent competitive compenies and making stockpile 
purchases from independent comr :ztitive sources; the Inter- 
departmental Defense Materials Policy Committee or its suc- 
cessor should have a program designed to combat restrictive 
business practices; a program should be developed to encourage 
removal of statutory or administrative barriers to foreign 
-exploration and development of resources, such as government 
scveening and joint and/or mixed company reouirements; NATO 
should be encouraged to adopt a program to curtail restric- 
tive business practices which interfere with defense produc- 
tion of strategic materials, or increase their cost. 


Technica) 
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Technical Assistance The Commission has recommended "that 
increasing emphasis be given under the US programs of technicel 
assistance for underaeveloped areas to geological surveys, pre- 
liminary exploration, and advice on mining technology" ano “that 
yy for these programs should be increesed perhaps to as much 
as million e year". We agree that increased emphesis should 
be given to technical assistance which will foster the develop- 
ment of resources, within the limits of what is possible, appro- 
priate and acceptable to the countries concerned. At the moment, 
however, the real limitation is not money but the availability 
of qualified personnel trained in surveying, exploration and 
minerals technology. It is not clear how soon a level of $+ mil- 
lion mey be practicable. We suggest that the Commission might 
well place the training of research and technical personnel from 
foreign countries among the types of activity which the technical 
essistance program should increasingly stress. 


The Commission has also recommenced that the US seek assur- 
ances from rec: ,ient countries that they will promote conditions 
favorable to developing such resources as may be discovered. 

This requirement would appear to be already covered by the pro- 
visions in existing legislation governing the extension of techni- 
cal and financial assistance. Among the steps which foreign 
governments may need to take to improve investment ccnditions, 

we note the establishment of specialized mechanisms for mobilizing 
domestic capital and channeling capital and credit into approved 
economic development work. 


We consider entirely appropriate the Commission's suggestion 
that we encourage wider use of UN technical assistance in geo- 
logical surveys and mineral exploration in underdeveloped coun- 
tries. Here again the limits are the availability of qualified 
personnel and the acceptability of this type of aid to the coun- 
try concernec. 


herket atebiiizet ior We believe that the Commission's dis-~- 
cussion of the effects of market instability and its suggestion 
that the US should take the initiative in solving this through 


commodity agreements serves a useful purpose in calling attention 
to this problem and in suggesting some additional approaches to 
its solution. We state that the Department is actively engaged 
in a renewed study to determine in what commodities stabilization 
action may be desirable and feasible. It is also seeking an 
answer to the difficult problems of procedures. Until this re- 
examination is completed, and the results considered by the 
interested departments of the Government, we suggest that it 
would be premature for the US to encourage undue international 
expectations that it will promote an accelerated drive toward the 


negotiation 
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nezotiation of commodity stabilization agreements. Meanwhile, 
in our opinion, the US should continue its policy of examining 
proposed agreezents on the basis of their necessity and feasi- 
bility in each instance. 


Stockpiling and Other Security Measures We are in general 
agreement with the Commission recommendations on stockpiling and 
other security measures. One recommendation is to the effect 
that "security stockpiling be a permanent instrument of national 
materials policy anda that adequate funds be provided at all times 
for orderly purchase commensurate with possible emergency needs." 
We concur with this recommendation, which is directed at the in- 
consistencies of our past attitudes toward builcing up the stock- 
pile, and suggest that further study be devoted to methocs for 
guerding against shifts in policy resuiting from changes in short 
term outlook, domestic or international: for example, the wave of 
optimism likely to follow any truce in Korea. We also support 
the recommendation that account should be taken of the vulnera- 
bility to enemy attack of West2rn Hemisphere producing facilities 
in setting stockpile objectives. Wwe note, however, that this 
could involve stockpiling of processed meteriels end suggest that 
a maximum of administrative leeway should be allowed here, once 
the antnority to stockpile processed materiais is clarified. We 
endorse, subject to certain clarification, the recommendation 
that there be annual reviews of stockpile objectives and purchase 
programs. We assume that the Commission would agree that objec- 
tives need not be reviewed as frequently as the purchase programs, 
ana should be determined without regard to "economic consecuences’ 
The iatter should be considered in determining the purchase pro- 
grams, which in our opinion should be subject to continual, not 
annual review. The remaining stockpile recommendations stem from 
the Commission's stated conviction that the stockpile progrem 
should not be perverted to serve as.a stabilizing device, or to 
accomplish other economic purposes, a principle with which we 
emphatically agree. ‘We concur in the Commission’s recommendations 
that "as a general rule, stockpile acquisitions should be made at 
a@ minimum cost, without favoritism to any producer or group of 
producers", and, as a related metter. thet the Buy American pro- 
vision in the Stockpile Act be repeated. Because the minimum 
cost recommendation has occasionally been misinterpreted as a 
proposal that the US Government use its power to drive an unfair 
bargein with producers, we have emphasized that it is intended as 
an injunction against discrimination among producers and against 
using the stockpile for indirect subsidies. The final recommenda- 
tion on stockpile policy is that "no withdrawals...other than those 
necessary for routine operations, should be authorized.except in 
a declared emergency when the national security clearly and em- 
phatically requires release of the particular material". It 
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appeers from the tert that the Commission did not mean by "de- 
clared emergency" a Presidentially proclaimed emergency and, on 
that understanding, we support the recommendation, which is 
epproximeatelr the present policy of the Congress and Administra- 
tion. The law specifies that withirawals shall be mace only for 
defense nveds, but there remains the fear among producers that 
we wiiJd. use the cloak of defense needs to cover use of the stock- 
pile ss an economic weapon. In our opinion, a clear and public 
affirmation of the Commission recommendation would help assure 
producers that they would not be undercut if tney ex>vandedc pro- 
cuction to meet future security neecs. 


The Commissior has made severai suggestions for deveicping 
reserve sources of supply, among them one on holcing "stockpiles" 
in the ground. Tkis involves two separate proposals. One is 
that the Gcvernment should encourage the mining and petroleum 
industries to preve end develop larger reserves than is normal 
commercial practice; the other, suggestec specifically for bauxite, 
appeers to invoive some sort of limitation on domestic production. 
We approve, in principle, the first type of opveretion, but reserve 
judgment on the latter until it is further explained, since it is 
not consistent with the besic minimum cost policy. We agree that 
the St. Lawreace Seaway should be initiated promptly, as a means 
cf provicirg essential transportatior in a future emergency, not- 
ing that it is planned again to seek Congressional approval for 
US participaticn in the project, and that Canada is ecmmittec to 
builc the Seaway alone, if the US cannot join with her. 


theri Research We are in accord with the 
Commission that it is desirable to continue the statistical and 
economic work already being done internationally in the field of 
materials, such as by the United Nations and its specialized 
agencies. The Commission also favors the setting up of individual 
international study groups when circumstances justify it. We note 
that it is US policy to support the estabiishment of such groups 
when the situation in individual commodities calls for it and if 
it is desired by the countries principaliy interested. 


The Commission's recommendation that each agency strengthen 
its ovn fact-gathering anc analytical machinery has a particuler 
significance for the Department, since it has jurisciction over 
the economic reporting of the Foreign Service, on which most of 
the Government must rely for its information on materials and 
energy developments abroad. A program for improving the effec- 
tiveness of foreign economic reporting on problems of major 
national interest is already underwsey and further action will be 
within this framework. 
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EUROPEAN ECODOMIC SITUATION The Secretariat of the UN Economic 
PuViE ub BY ECH SECRLLAHlal Commission for Europe has published 
gee on its own responsibility another 
in its series of reviews of the European economic situation, 

in which it seeks to analyze both positive and negative develop- 
ments which occurred during the first quarter and part of the 
second quarter of 1952. The ecoromic situation in Europe, as 
described in this latest report, is a gloomy one which is re- 
lieved by a few favorable factors. The report points out that 
industrial employment and production as a “shole stagnated or 
fell, even after allowance for the normal seasonal crop, in 
nearly all the big western European industrial countries, and 
unemployment increased slightly. as both an effect and a cause 
of these developments, the report continues, the volume of con- 
sumption continued to fall in spite of a generally high level 
of imports. Exports marked time, and those countries, such as 
the UK and France, which were already in balance-of-payments 
difficulties, continued to experience an alarming drain on their 
reserves of foreign exchange. 





Two factors relieved this gloomy picture: 1) the output 
of coal everywhere incressed sufficiently to make possible a 
rapid curtailment of American imports, though not enough to 
provide a firm basis for further industrial expansion; and 2) the 
steel shortage, which had been holding back engineering output 
and exports.in the UK,seemed, too, to be well on the way to 
solution. In both these cases, the improvement nas continued 
through the second quarter. The report adds, moreover, that 
it was too early in the first cuarter for some of the policy 
decisions, taken just before or during the quarter, to show their 
effects. Since then, there has undoubtedly been some improvement 
in the international position of the pound sterling and the French 
franc, though at the expense of a reduction in the volume of trade 
within Europe and the sterling area. The steady rise in French 
retail prices has been halted and even, at any rate temporarily, 
reversed. in Austria and Finland, the stadilization programs 
have met with a good deal of success, 


.. After analyzing this report, the Department considers that 
while there appears no reason to dispute the statistical data 
the over-all tone of the accompanying narrative is too pessimistic. 
Since Europe can ill afford even a temporary interruption in 
the forward march of its economy, there is obviously ample cause 
for concern on the part of the US Government, but no justification 
for despair. Continuation and intensification of the cooperative 
measures that raised western Juropean production by 1951 to 
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approxivately 140, of the 1948 figure will be necessery to 
achieve the further substantial increase above mid-1951 which 
the CuuC ecuntries have announced as their gcal. Draper's 
recent Report to the President suggests some of the steps that 
will have te be taken in order for ‘Yestern Europe to have bcth 
adequate defenses and e rising standard of living. 


international Trede ana Payments In the first cuarter cf 

1°52, the totel volune of European countries' exports ves aliost 
k to the level reached a year earlier, when the posct-iiorean 

¢ ves cradually flattening out, the report couments. Only 
in che case cof Sweden, the Netherlands, Jest Germany and the UX 
ned there been any notable increase in the preceding le months. 
at the other extreme, France's exports were 147; down in voluiue 
due in large part to inflationary pressures which made its prices 
increasingly non-competitive in world markets. The relative 
Stability of exports during che last 12 market months, hovever, 
Nas Leen accompanied by a considerable snift in their commodity 
composition. sltneugh Durone's total exvorts to North Acerica 
ere still some 60, higher than during the half-year before Korez, 
the continuing low share of total exports to the dollar area 
a-lorcs little encovrasceiient to hopes of alleviating Europe's 
dollar positicn. The total value of Lurope's exports to the Us 
alone was about 10% lower than in the previous quarter. The 
prospect cf inprovement in the Us market would, the report adds, 
become even darker if renewed protectionism should prevail over 
e-forts to lessen the "still serious impediments to outside come 
petition in the US market", On the other hand, the repart states, 
there should be some further rise in American purchases overseas 
because of the lover inventories of imported materials. Data 
aveilable on such inventories held in US bonded warehouses show 
they nave declined almost uninterruptedly since August 1951. 


Western European imports remained at the same level as in 
the preceding auarter, but there were notable differences in 
trade composition ainong the various countries. French imports 
continued to be high until the French Government imposed restric- 
tions in March; Italian imports rose after the complete liberaliza- 
tion cr Italian trade with EPU countries; British imports fell, 
out by far less than might have been expected after the UK cuts 
were announced. The most alarming factor, however, was the 
persissence ef imports from the dollar area to both Huropean ~ 
countries and the overseas sterling area at levels 25% and 90%, 
resnectively, hicher than they had been ea year earlier. The 
report cousents thet the magnitude of the first quarter's imports 


doubtless 


UrCLaSS Ie ILD 


DECLASSIFIED FOR PUBLICATION IN FOREIGN 
RELATIONS OF THE UNITED STATES 











UNCLASSIFIED 


= 


doubtless reflected the optimism prevalent in mid-1951 when 

the governments were draving up their dollar import programs 

for 1952. Since then, not only have dollar earnings fallen, 

but the flow of direct and indirect aid from the US has proven 
to be slower than the European governments had chosen to expect. 
On tne other hand, European harvests in 1952 were encourazing 
in that they offer promise of permitting reductions in dollar 
imports of food without further reductions in standards of 
living. 


Europe's dollar deficit thus remained elmost as serious 
in the first quarter as it had bean since the tide turned in 
mid-1951, The international payments difficulties of France 
and the UK were already a source of concern in the autumn of 
1951, and the drain cn reserves continued through March 1952. 
Since then the pcsition has been held in botn countries. The 
foreign exchange resezves of the Bank of France and the official 
French stabilization fund actually increased by about $15 million 
between mid-ijarch and midew3ns, dvée in part to a rise in American 
military aid, while the gnid and dollar reserves of the sterling 
area fell by only $15 miilion during the second quarter of the 
year, compared to a drop of $635 million in the first quarter. 
However, future progress in sclving the French and UK dollar 
problems is likely to be partly at the expense of other western 
European countries. | 


The downward trend in the prices of internationally traded 
commodities, which had started in March 1951, continued through- 
out the first half of 1952, though at a slower pace, The slacken- 
ing of industrial expansion had reduced the pressure of demand; 
perhaps more important, however, and certainly more encouraging 
for the future, was the increase in world production of most 
industrial materials, 
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category, textile sales have continued to be the most depressed. 
Sales of shoes and leather goods in general have revived somewhat 
in several countries, notably in Belgium, the Netherlands, Germany 
anc Italy, but sales of furniture and household appliances were 
and remain low. The report claims that it is no longer possible 
to explain the slump in expenditure on durable goods as the in 
evitable sequel to consumers! earlier rush to buy while the 

going was good. The report notes that in several countries-- 
Belgium, Denmark and Sweden--even food consumption appears tn 
have been less in the first months of 1952 than in the corre- 
sponding period of 1950, 


Not 
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Not surprising in view of the business climate, the re- 
port continues, movements both in the cost of living and wage 
rates have so far been smaller in 1952 than at any time since 
the devaluations of 1949. Textile prices have come down, 
though not, apparently, as much as the fall in wholesale 
prices should have permitted; the prices of food and fuel have 
risen on the whole. In most countries the net effect in the 
first quarter was a small rise in the cost of living, with 
only slight changes in wage rates. Since the end of the 
guarter, there have been up to the end of June, a striking 
fall of 3% in the cost of living in France and an equally 
striking rise in the UK. It is considered paradoxical that 
both resulted from government decisions taken in order to re- 
duce inflationary pressures. 


The levelling off of consumers! and foreign buyers! de- 
mands had already shown their counterpart in a slowing down 
and even reversal of industrial expansion in most countries 
during the second half of 1951 which continued during the 
first months of 1952. In only two of the major industrial 
countries of western Europe--France and Austria--was in- 
dustrial production in the first quarter of 1952 appreciably 
higher than in the corresponding period of 1951. 


Significant, however, was the fact that, simultaneously 

with a decline in the production of a number of consumer 
goocs for lack of demand, the output of two of the basic in- 
dustries--coal and steel--which had been limited by factors 
on the supply side, continued to expand. All of the major 
producing countries increased their output of steel in the 
first quarter of 1952 as compared with the preceding quarter, 
and except in Belgium-Luxembourg the upward trend has since 
continued. The’ increase in ingot production over the pre- 
ceding quarter amounted to 7% in western Germany, 4% in 
France, 3% in the UK and slightly over 2% in Belgium. The 
rise in British production stili left output below the peak 
level of 1950, but was sufficient, together with imports 
from the US, to ease considerably the situation in the 
engineering industries. In western Europe the increases in 
in,ot production between the fourth quarter of 1951 and the 
fivst quarter of 1952 were achieved mainly by increased pro- 
duction and consumption of pig iron. 





The improvement in the coal situation continued through- 
out the first half of 1952. Consumption was lower than last 
year as a result of the cointidence of mild weather with a 
slowing down of industrial expansion. Demand fell off even 
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more as a result of a change in the attitude of buyers who 
were bemused, as in 1949/50, by the apparent plenty. The 
level of Polish export prices fell by some 20% (though still 
remaining above UK and German prices), but domestic coal 
prices did not show any renercussions of the supply situation. 
In France, however, a 4% reduction occurred as part of the 
Pinay Government's direct pressure on industrial prices. To 
some extent the easing of the situation is merely a reflection 
of western Europe's failure to raise industrial production to 
tne extent contemplated earlier, but such factors on the sup- 
ply side as the increase in the mining labor force no doubt 
contributed. Only one country--Beligium, traditionally the 
marginal producer--may surfer from these changes in the coal 
Situation. The ECE Secretarist believes that western Europe 
Will risx losing coal in future periods of bearish expecta- 
tions and of once again being forced to rely on US imports, 
unless an intexnational scheme is worked out fcr removing 
part of the financial burden of carrying stocics from the 
shoulders of individual producers. 


Economic Policies in Jestern Europe Among the changes 
in policy, according to the =CE Secretariat, which were 
dramatic in impact, were those occurring in the UK and 
France during this period. In France, there can be little 
foubt that the "Pinay experiment", thanks primarily to its 
psychological effects, has so far produced substantial re- 
Sults in stopring, at least temporarily, the cumulative 
price-wage spiral. The cost-of-living, which had risen unin- 
terruptediy from July 1950 to February 1952 decreased by 44 
between February and June. 





In discussing the economic policies of the UK, the ECE 
Secretariat recalls that the British budget proposals pre- 
sented earlier this year involved two separate risks: 

1) creating an inflationary gap through increased total in- 
come after tay et a time when imports were to be cut; and 

2) adding another loop to the price-wage spiral by redis- 
tributing imtome against the prover e¢elasses and raising the 
cost-of-living, thereby running the danger of incurring new 
wa;e demands. Subsequent concessions made by the Government 
have had the net effect of increasing, though only slightly, 
the danger of an inflationary gap. The further slowing down 
of the defense program annoviiced in July is likely to improve 
the balance of payments by freeing resources for exports 
rather than to alleviate domestic inflationery pressure. The 
Government's strategy now seems to be limiting further rises 
in food prices until such time as they can be offset by the 
fall in the retail prices of manufactured goods which the 
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downward movement of raw material prices should permit, and 
in the meantime to hold off wage increases by appeals for 
moderation in demands. On the wage front, this moral suasion 
has sofar met with a good deal of success. 


Developments in Eastern Europe Industrial production 
in the eastern European countries, the report states, con- 
tinued to expand rapidly during the first quarter of 1952: 
according to available figures, increases over the level of 
the corresponding period of 1951 averaged about 20%. The 
jlobal plans were in each case just about fulfilled, with 
the areas of under-fulfillment mainly situated in the basic 
industries: hard coal, pig-iron and steel in Czechoslovakia 
and Poland; fertilizers in eastern Germany; heavy machinery 
in Czechoslovakia, eastern Germany and Hungary. 





Among a@ number of changes introduced during the period 
in the field of wages and prices were the monetary reforms 
of Rumania and Bulgaria on the pattern pioneered by the USSK 
and Poland. These reforms in effect involved discriminatory 
confiscation of the cash holdings of certain classes in order 
to reduce total liquidity and inflationary pressure. The 
Rumanian reform seems to have been less than completely suc- 
cessful as farmers who lost their existing holdings replen- 
ished them in part by selling food on the "free" market at 
high prices. The Czech Government attacked this problem by 
recucing rations evailable at low prices and increasing sup- 
plies to the "free" market. Similarly, in Poland, rationing 
wes re-introduced, the rationed goods being sold at the 
equivalent of the prices previously ruling in the free market 
which caused in turn a rise in free prices. In eastern 
Germany there have recently been slight decreases in retail 
prices, with an apparent shift of real income towards wage- 
earners. 


In all these countries, the report concludes, both the 
scarcity of besic materials, in spite of substantial in- 
creases in their production, and the periodic necessity to 
eliminate consumers! purchasing power appear to stem from 
the ruthless pressure of the governments concerned to in- 
crease the output of the metal industries as part of am- 
bitious defense and investment programs. 


* * * 
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HE NEW SOVIET The Departmer.t has analyzed information availa- 
FivL--YZAn PLAN ble on the Soviet five-year pian for the period 
1951-1955 published in Soviet newspapers last 
month. The Plan indicates a continuation of past policies 
aimed primarily at rapid expansion of the Ecviet incustrial 
base and war potential. There may be a slight shift in emvhasis 
toward consumers goods. Prospects for fulfillment of some of 
the goals appear likely. The production tergets for basic 
incustry are more iikely to be fulfilled then those of consumers 
goods industries. The very nigh goals set for acricultural 
proauction are unlikely to be reached. The transcortetion pro- 
cram appears possible of achievement, with the exception cf the 
vast increase in truck haulage, which is doubtful. If the 
transport piers are carried out, the total freight transport 
in 1955 will exceed that of 1950 by about 45%. 





Military preparations are not mentioned in the published 

lan. However. it is known that military exsencitures have 
greativy increased in the past few vears, end the high tempo 
set for oil oroduction may reflect special miiitary needs. 

If the mejor indnstrisl tergets of the Pian are met, the USSR 
will have more than doubdled its prewar production ana be within 
striking distance of the long-term goals (1960 or after) set 
by Stalin in 1946. In 1955 the USSR will be producing only 
four-fifths as much steel. about tne same cuantity of coal 
and less than one-third as much oil as the US produced in 1941. 
The USSR vwoula be still furtner behind in per cepita production 
ct key materials, not to speak cf consumers goods. Neverthe- 
less, because cf its greeter maneuverability in tne use of its 
resources, tne USSR would be stronger than is implied by com- 
parisons of per capita output. , 


Dreft directives of the Plan are to be discussed and 
approved at the Communist Party Congress in early October and 
presumably will be supplemented by plans covering the 16 
Union Republics. Subsequently, th2 USSR Supreme Soviet will 
probably give the Plan reutine consideration ena issue it as 
alaw. it is notable that the time lag between the start cf 
the new plan and its announcement was 20 months, a period ex- 
ceeding that of any previous Pien. 


The directives state that the Pian will "promcte the 
further consc idation and expansion of the Soviet Union's 
economic cooperation with the People's Democracies". This 
desired cooperation might well involve closer integration, 


through 


DECLASSIFIED FOR PUBLICATION IN FOREIGN 
RELATIONS OF THE UNITED STATES 














RESTRICTED - SECURITY INFORLATION 


BEST COPY AVAILABLE 
-14- 
through planning, of the Soviet and satellite economies. 
In this connection it is notable that the satellite economic 
plans in kast Germany, Rumania, Poland and Albania end in 
1655 also. The gap in time for Hungary, Czechoslovakia 
and Bulgaria, which are scheduled to end their planning 
periods prior to 1955, could be bridged by an additional 
planning period to end in 1955. 


Industrial Projections The new Plan takes for its base 
the year immediately preceding its start, 1950, and er- 
visages over the period a dcubling of state capital invest- 
ment in industry as compared to 1946-1950. sooersing to 
Soviet official sources, gross investment during 1946-1950 
was about 305 billion rubles at estimated 1945 prices. A 
doubling of gross investment between 1951-1955 implies an 
average annual rate of growth of about 8% with a gross 
national product of approyvimately 1,120 billion rubles by 
1955. This appears unrealistic, as some of the planned 
production increases are not likely to be achieved, and a 
more realistic annual rate of growth for the gross national 
product is believed to be about 5 or 6% per annum. On this 
basis the 1955 gross national product would be about 695 
billion rubles. 


A continued fast development of basic industries is 
caliec for under the Plan with en aprrex"mate 70% increase 
by 1955 over the 1950 lev2l of produ::ticn. Prospects for 
fulfillment of this goal are consiscred good. It is notable 
that this increese in inaustrieal preiaction is more modest 
than that of any previous five yeer pian, but its base is 
larger than that of the previous ones so that the result 
wouic still be significant. A projested €5% inerease in 
oil produztion is hkizh, but in the pest five vears crude 
Oil production has catstripped plans and inerzased yearly 
at an average rate of 15%. Coal profuction is to 
increase by only 43% as compared to prewar plan figures of 
112%, 137% and 90%. 


An increase of 70% is also the target for the production 
of consumers goods. Thit goal is nut lilizely ty Dt 2% fn 
physical units. Pian failures in consumers fucis icuseries 
have been common in the 2.:35t, and when nevessery. thear 
targets are thrust aside in favor of heavy industry. More- 
over, consumers goods industries are largely dependent on 
agricultural raw materials which are most unlikely to increase 
by the planned amount, or the amount necessary to meet the 
expansion target in consumers goods. 


The 
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The 50% goal for increasing lebor productivity in 
industry is considered high for attainment, but the Soviet 
authorities can probably reach production targets by expand- 
ing the labor force more than the modest 15% called for 
by the Plan. 


Agricultural Plans An increase of considerably more 
than 50 in total egsicultural production by 1955 involves 
increases of 40 to 90% over the 1950 level for mejor agri- 
culturel products. The planned increase for grain is 
40-50%, potatoes 40-45%, meat £0-90%, and milk 45-50%. 
increases of shis magnitude are not feesible. lost of the 
planned increase would have to be achieved over the remain- 
ing three years of the Plan, as the total 1951 agricultural 
output did not reflect much increase over 1950, and 1°52 
does not promise a significantly larger yield than 1951. 
an expansion of improved farming metnods will not be possible 
to the extent necessary to produce the desired crop, and 
greater acreage use nas been particularly difficult for the 
Soviets in the past. Even if the hycroelectric projects 
begun in 1951 are completed according to schecule by 1958, 
they will not bring into use during the next few years enough 
newly irrigated land to make a sizeable contribution to the 
planned increases in crops. Increases uncer the Pian for 
livestock appear feasible, with continued suppression of 
private ownership of livestock indicated by the goals for 
socialized livestock (belonging to collective and state farms). 
These are much higher than the average for all owner groups. 
Not only will privately-owned livestock constitute a smaller 
snare of the herds than at present, but the actual number of 
privately owned animels is to fall even below the 1950 level, 
(This would involve a decrease of 5% for cattle and 22% 
for hogs). 








Trade Goods distrituted through state and cooperative 
channels are scheduled to increase by 70%. A list of commodi- 
ties the sale of which is to be increased is obviously in- 
complete, with bread being the most importent item omitted. 
achievement of these trade insreases is denendent in part on 
achievement cf the very difficult production goals. The 
trade goals :2flect in part, not only production increéeses 
but also a shift to state-controiled production, with its 
corollary the passage of goods through commercial channels. 
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GATT CONTRACTING The 34 Contracting Parties to the General 
PARTIES TO MEET Agreement on Tariffs and Trade will begin 
their seventh session in Geneva on 
October 2. From the preliminary agenda prepared by the ad 
hoc committee for agenda and intersessional business last 
month, it appears that a number of items of significance to 
the operation of the agreement will be consicered. These 
include: consultations on balance-of-payments restrictions; 
Japanese accession to the agreement; the reduction of 
tariff levels; a waiver for the European Coal-Steel Community; 
and International Chamber of Commerce resclutions on customs 
barriers. Our complaint against Belgian dollar import re- 
strictions and complaints against US restrictions. on imports 
of certain dairy products are of particular interest to us. 


Consultations on and Review of Restrictions At this 
meeting the Contracting Parties will hold consultations with 


- a@ number of countries on the discriminatory application of 
balance-of-payment restrictions and will also prepare the 
annual report on balance-of-payment restrictions. We wish 
to explore on a purely consultative basis problems arising 

- from the discriminatory application of restrictions on par- 
ticular US exports. We feel that the consultations should 
not be approached within the narrow framework of complaints 
but should be on a broad basis so as to obtain a full cis- 
cussion of the restrictions in force and their impact on US 
trade in general as well as on specific products. We heve 
informed a number of countries of the specific commodities 
we wish to discuss. We hope to verify the facts we now have 
and obtain additional information on factors affecting trade 
in the specific commodity. We will also try to ascertain 
what measures have been adopted to prevent an undue growth 
of domestic vested interest in production of the restricted 
commodity and to facilitate eventual elimination of the re- 
striction. This does not mean the US may not request relaxa- 
tion of restrictions where tes peg After information 
has been developed, the US delegation will determine whether 
and to what extent it should seek relaxation of restrictions 
on particular commodities. 








In connection with the preparation of the annual report 
we will attempt to present sufficient explicit cases of un- 
desirable practices so as'to provide a basis for certain 

- general conclusions and recommendations to contracting parties 
‘which. maintain discriminatory import restrictions. We are 
particularly concerned with undesirable practices which 


result 
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result from undertakings contained in typical bilateral 
trade agreements and have been gathering information on 
such situations even though they may not be directly detri- 
mental to the US. 


Japanese Accession In July the Japanese Government 
filed with the GATT secretariat a request for accession to 
the General Agreement in which it indicated a desire to enter 
into tariff negotiations with the US and 27 other countries. 
In our reply we indicated that the US favored issuing an 
invitation to Japan to negotiate for accession, that it wes 
prepared to participate in such negotiations subject to 
domestic legislative and constitutional requirements, and 
that the US would be prepared to participate in a full dis- 
cussion of the question at the seventh session. A number of 
the contracting parties indicated that the question should 
be discussec during this session rather than through inter- 
sessional machinery in view of the importance of Japan in 
international trade. Our representative to the recent inter- 
sessional committee meeting reports that Japan will receive 
much more than the majority necessary to enter into negotia- 
tions for the purpose of acceding to GATT, that some countries 
are raising an issue with resrcct to Japanese selling prices 
based on labor exploitation and that a protocol providing for 
a special undertaking to prevent such a practice may be pro- 
posed. The British who, along with several members of the 
Commonwealth, have been opposed to Japanese accession have 
indicated that they wish to avoid political affront to Japan 
and are prepared to support a resolution which, while welcom- 
ing Japanese association with appropriate international arrange- 
ments, would postpone Japanese entry into GATT. The British 
apparently prefer that the schedule of negotiations for acces- 
Sion not be set up at this.session. In view of the forth- 
coming renewal of the US Reciprocal Trade Agreements Act, 
it is unlikely that the US would consider participating in 
tariff negotiations earlier than in a year or 18 months. 


Reduction of Tariffs The problem of disparities in the 
levels of European tariffs, which was raised in earlier meet- 
ings by the Benelux and other delegations was discussed at 
the last session of the Contracting Parties. At that time 
the intersessional working party, previously set up to study 
this problem, was continued and was charged with the broader 
task of studying proposals, in particular the French, designed 
to reduce tariffs generally on a worid-wide basis. This inter- 
sessional working party has met and is to report at this meeting 


on 
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on the vrogress of its work. The Delegation, while makirg it 
clear thet the US cannot now commit itself to carry cut the 
commitments envisaged in the tariff reduction plans under 
stucy, will emphasize the interest cf the US in seeking a 
solution to the problems presented by the studies undertaken 
and 7” willingness of the US to perticipate in further 
stuaies., 


BEST COPY AVAILABLE 


Coal-Steei Commurity Waiver & provosal is being made to 
exempt Beigium, tne Netherlanas, Luxembourg, France, Italy and 
Germany frem the relevant provisions of the General Agreement 
in order that they might participate in the European coal and 
steel community. ‘The pteiiminary paper presented at the 
intersessional committee meetirg by the Netherlands delerate 
caused us some concern since it appeared an attempt would be 
made to shape the waiver in such a way as to limit signifi- 
cantly the powers which the CSC High Authority would have to 
direct the six countries cn measures to be taken by them in 
the commercial policy field. This proposal provides for an 
extremely narrow waiver, with obligations on most coel and 
steel matters to be cischarged ty the six countries rather 
than the High Authority. Members of the staff of the CSC 
High Authority state, however, that the preliminary paper 
was mereiy supposed to notify GaTT of the intention to dis- 
cuss at the forthcoming session: 1) a waiver on most-fevored- 
nation and non-discriminatory provisions; and 2) the unbinding 
of the Benelux tariff on coal end steel. Staff members of 
the High Authority think the draft waiver which we rlan to 
propose is generally acceptable. 





Chamber of Commerce Resolutions Comments by fovernments 
have been circulated on the drart convention on commercial 
Samples and on the two draft recommendations on documentary 
requirements end on consular formalities, proposed by the 
International Chamber of Commerce and considered at the last 
GATT maeting. Revisions will be mece at the forthcoming meet- 
ing and the convention may then be opened for signature. 


Additional ICC resolutions consterning the valuation of 
goocs for customs purposes, nationality of manufactured goods 
and formalities connected with quantitative restrictions have 
been placed on the agenda. ICC has adonted a further resclu- 
tion urging the Contracting Parties to accept the principle 
that contracts legitimateiy entered into with other nationals 
prior to the date of restrictive legislation will be respected. 
Our representative to the intersessional committee meeting re- 
purts that there is considereble intezvest in moving forward on 
these resolutions, particularly on the sanctity of contracts. 


US 


DECLASSIFIED FOR PUBLICATION IN FOREIGN 
RELATIONS OF THE UNITED STATES 





CONFIDENTIAL - SECURITY INFORMATION 
« bie 


US Dairy Restrictions At last year's meeting cf the 
Contracv.ing Perties nine delegations complained tnat the 
quantitative restrictions on importetion of certain dairy 
procucts into the US, which this government imposed under 
Section 104 of the Defense Production Act, had caused them 
injury and had nullified benefits to them under the General 
Agreement. They, along with other delegations, considered 
this a serious violation of the Agreement and urged the US 
.to take prompt action, and asked the US to report not later 
than the opening of the seventh session on any action taken. 





| The Defense Production Act, as amended this year, re- 
tains the previous criteria on impesition of import controls 
for fats and oils, but vrovides that the controls may be 
exercised selectively by tyne end veriety and permits the 
Secretary of Agriculture to relax import restrictions by 15% 
for each type and variety when necessary, taking into con- 
sideration the brosd effects on international relationsnips 
and trade. Soon after rassage and signature of the act, the 
Depertment of Agriculture announced a revised order setting 
initial quotas and providing for removal of import controls 
on certain types of cheeses. ‘This constituted a defirite 
relexation from the provisions es applied heretofore. Even 
so, several countries have maintained that the resirictions 
still cause them injury. At last month's intersessional 
committee meeting, the Dutch delegate indizated that unless 
the Netherlands received subsisantlal relief, it was prepared 
to demand a working party be established to try to work out 
an approved retaliation. Since then the Department of Agri- 
culture has issued a new order, to be effective October 1, 
removing three additional varieties of cheese from controls 
and intreasing by 15% quotas for all dairy products remaining 
Sulject to guota limits. Beneritting from the quota increase 
are casein, cheddar cheese, bive mold cheeses, edam and gouda 
cnees?, and several Italian cheeses. The present embargo on 
butter, Dutver oil, butter substitutes, nontat dry milk solids, 
flaxseed, linseed oil, peanuts, peanut oil and rice is retained. 
As yes we have had no reactions from otner governments on the 
latest revision of regulations. 


Belgian Import Restrictions During the last meeting of 
the Contracting Parties, the US and Canada expressed great 
concern cover action taken by the Beligo-Luxembourg Economic 
Union to restrizst importation of goods from the dollar area, 
as one of tne measures it had adopted to reduce its extension 
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of credits to the countries in the European Payments Union. 
The restriction of imports of dollar goods has continued and 
the matter will be raised again in the forthcoming meeting. 
Just recentiy Belgian officials have discussed with the Deputy 
Chairman of cur delegation the method of handling the problem 
in the meeting. There is a diversity of views within the 
Belgian Government, but it appears now that it will reduce 

the level of dollar restrictions and try tc deal with hardship 
cases. Belgium is expected therefore to suggest that the work- 
ing party set up at the last session to consider the matter 

be continued to discuss methods for lifting the restrictions 
and dealing with hardship cases. 





Other Items Among the items discussed at previous meet- 
ings of the Contracting Parties and likely to be considered 
again are: 1) special exchange agreements for New Zealand; 

2) treatment of Libyan products in Italy; 3) the UK purchase 
tax; 4) Belgian tax (allocation familiale); 5) Brazilian 
internal taxes; 6) Cubar negotiations with the US on modifi- 
cation of certain duties; 7) report of operation of Nicaragua- 
El Salvador free trade area: 8) report of South Africa- 
Southern Rhodesia customs union; and 9) US-Haitian consulta- 
tions on concessions withcrawn by the US following China's 
withdrawal from the General Agreement. France has again 
placed on the agenda an item on revision of French West 
African schedules, which involves concessions initially 

negotiated with the US. Chilean restrictions on dollar im- 

: ports will be discussed. Greece has placed on the agenda 

| complaints against the US on the modification of US concession 
on dried figs under the escape clause ana on the US export 
subsidy on raisins. Other items that may be discussed are: 
US escape clause actions, the Greek contribution tax and 
increased tariff coefficients, Chilean surcharges, Western 
Germany's discrimination against Norwegian brisling sardines, 
Liberian renegotiations, subsidy reports and relationship 
of Indochina to the GATT. 





Among the administrative matters to be considered are: 
operation of the intersessional committee which was estab- 
lished on an experimental basis last year; nomination of a 
person to serve as chairman of ICCICA; budget; publication 
of documents and progress report; time and place of the 
eighth session; the debt of the ITO Interim Commission to 
the United Nations; the report of the Executive Secretary on 
his consultations with UN; and election of a chairman and 
vice chairman for the coming year. 


* * * 
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US CCMMENTS ON OREC_ INTERNAL We have submitted to our Special 

FINANCIAL STASILIVY REPORT Representative in Europe official 
US comments on the OEEC Report 

on Internal Financial Stability in member and associated coun- 

tries of OEEC. (See page 5, August 4, 1952 issue.) 














Praising the report in general, we believe it makes a 
substantial contribution to the solution of one of the most 
aifficult problems that the OFEC countries face. We feel 
there has been general recognition tnat internal financial 
stability is extremely important to economic well-being and 
the attainment of balance of payments equilibrium, and we feel 
some progress has been made in the direction of achieving them. 
The OLEC countries will, however, be further increasing their 
military exnenditures in the near future, thereby exposing 
their internal financial situation to further strain. The 
recommendations in the report are thus of aaded importance, 
Since only by attaining financial stability at home can member 
governments intensify their rearmament efforts and at the same 
time maintain a healthy economic climate internationally. We 
believe the report might well be used as the basis for a 
thorough review of the connection between internal financial 
staoility and external equilibrium, and as an aid to govern- 
ments in further developing financial policy leading toward 
greater internal end external stability. 


US comments on the repvort have been kept within the 
report's framework and remarks on the US economy. The US 
recognizes the importance of its own domestic and inter- 
national economic pclicies for the rest of the free world. 
in addition to the former policies which the US has adopted 
toward maintaining internal stability, it has continued its 
efforts in international economic policy to contribute to the 
balance of payments equilibrium of the rest of the world at 
a high level of trade. Such programs include the successive 
reduction of customs duties through the reciprocal trade 
program, participvation in the General Agreement on Tariffs 
and Trade, the simpiification of customs procedures, assist- 
ance through national and international channels to the move- 
ment of capital, end participation in international actions 
to maintain greater stability in the international raw meterials 
markets. Agreeing with the report"s conclusion that the US 
economy is facirg a period of tontinued expansion rather than 
a period of deflation, our comments give a resume of inflation 
control measures in the U5. We also comment on the maintenance 
of a high level of production and employment in the US. 


Infiation 
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Inflation Controls Stressing that the experience of 
recent years shows that the US is able to put into operation 
a system of anti-inflationary measures as the situation 
warrants, we point out that the general vrice level in the 
US has been rather stable since early 1951, notwithstanding 
a rapidly rising defense program. This stability has been 
contributed to by rising US total output and a number of 
other factors, including an anti-inflationary program 
involving fiscal and monetary policy and direct controls. 
The government took several steps to meet the inflationary 
pressures ceveloping immedietely after the korean outbreak, 
among which were the imposition of priorities and export 
controls on scarce materials, and controls on prices and 
wages. Taxes were increased and credit controls imposed. 
Actions were aiso taken to achieve maximum expansion of 
- domestic agricultural production. | 


~. 


With price stabilization, the spurt in consumer buying 
following the Korean outbreak ended and the rate of personel 
savings increased considerably. The continual rise in total 
output constituted an additional infiuence tending to reduce 
inflationary pressures, and the fiscal poiicy of the US - 
Government has been an important anti- infiationary factor 
in the economy. “i 


We point out in our comments ‘that aithough tax revenues 
throughout most of the period since mid-1950 have been as 
nigh compared to gross national product as at the peak of 
-World War II, the. percentage of government expenditures to 

gross national oem has Seas anes at less than half of 
the war peak. : 


Production and Employment In discussing. the maintenance 
of a high level of production and employment in the US, we 
comment that the outlook for its continuation is: reassuring. 
A generally high level of economic activity, not only in the 
months immediately ahead, but also after defense spending 
ceases to expand, seems a definite prospect. The judgment 
as to the latter period is based upon the record after . 
World War II, upon specific. prospects for demands on the 
part of consumers, business and government, and upon the 
means availatcle for preventing or retarding any tendencies 
toward excessive booms and undue recession. 





One 


DECLASSIFIED FOR PUBLICATION IN FOREIGN 
RELATIONS OF THE UNITED STATES 














RESTRICTED - SECURITY INFORMATION 
e Be 


One factor to be considered is that a larger propor- 
tion of income is being devoted to consumption than has 
previously been the case. This appears to constitute a 
new trend. Since it should assure the return of a larger 
proportion to the goods and services markets for sustain- 
ing economic activity, the fluctuations in the return of 
income to these markets arising from investment should have 
a smaller impact on economic activity. Fluctuations in 
investment, thus in the return to markets of income that 
is not consumed, have been a prime cause of business reces- 
Sions. In fact, while investment in piant expansion and 
construction has been large in the past two years, it is 
not necessary that total investment will decline sharply 
when present programs are completed. Another factor is that 
when defense expenditures are reduced moderately, the effect 
of such a reduction could be offset by reiatively small in- 
creases in consumption and investment expenditures by con- 
sumers, businesses and governmental agensies engaged in non- 
military activities. 


- In addition to these factors which should help assure 
relatively high levels of income and demand after the ex- 
pansion in defense expenditures has come to an end, certain 
features of the US economy will tend to restrain any 
incipient downward movements before they gain momentum. 
These features, which may be called built-in stabilizers, 
include the tax system, the Social Security program, the 
agricultural price support program, and various programs 
of deposit and mortgage insurance. If necessary, other 
counter-deflationary policies could be activated. Adminis- 
trative and legislative action could be taken in the fields 
of revenue and expenditure policy, public welfare, monetary 
policy and other areas of government activity. 


In the field of monetary policy, not only could any 
existing restrictive policies promptly be relaxed but also 
open market operations could be undertaken to increase the 
availability and lower the cost of credit to private borrowers 
and to state and local governments, as well as to the Federal 
Government. The resulting reduction in interest rates and 
corresponding increases in the value of the large volume of 
marketable gcrvernment securities owned by business and 
individuals would increase the liquidity of the economy and 
thus foster a financial climate favorable to renewed expan- 
sion in economic activity. 


* * 1* 
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US-Japanese Agreement on Cortrcls Under an agreement 





initialed on September 5 by the US and Japan, the level 

of Japanese export controls on trade with Communist China 
remains more strict than those cf any other nation except 
the US, Nationalist China, Canada or the Republic of Korea. 
Japan is now committed to embargo: 1) all goods enumerated 
in any international control lists; 2) all items on the US 
security lists which are not on the international control 
lists; and 3) additional items to be mutually agreed upon 
by the US and Japan. 


* * * 
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DEVELOPMENT OF EUROPEAN The major institutions of the six- 
COAL AND STEEL COMMUNITY nation supranational Coal and Steel 
Community of Europe met for the first 
time last month to take steps toward becoming an effective 
operating organization. The first meetings of the Council of 
Ministers and the CSC Assembly were concerned with election of 
officers and establishing procedures for implementing the work 
of the Community. The High Authority has approved a plan of 
organization for its work. The Community is also beginning to 
work out its relationships with other international organiza- 
tions and outside countries. The High Authority has approved 
proposals concerning its relationship with OEEC and the CSC 
Assembly will consider its relationships with the Council of 
Europe Consultative Assembly which has recently approved 
recommendations which mev affect the liaison between the two 
organizations. During the corrent meeting in Geneva, the 
Contracting Parties to the General Agreement on Tariffs and 
Trade are considering a waiver to exempt the six countries 
from relevant provisions of the General Agreement in order 
that they might participate in the Community without violating 
their GATT obligations. Recently, the Dutch have indicated 
plans to utilize CSC machinery to rush for agricultural inte- 
gration. Three of the four major institutions of the Schuman 
Plan organization, the High Authority which has been set up 
temporarily in Luxembourg, the Coun2:1 of Ministers and the 
Assembly, are already in operation, with the High Court, . 
arbiter of disputes, still to be named. A meeting of trans- 
port experts is scheduled for this month to consider the 
transportation problems involved in the work of the CSC. 








Organization At the session of the CSC Assembly last 
month which was concerned primarily with the election of offi- 
cers and procedural ana organizational matters, Spaak of Belgium 
was elected President. The High Authority, which is the execu- 
tive branch of the Community and headed by Monnet of Frence, 
has approved the general lines of a plan of organization for 
its work, to be effective immediately. The plen is based on 
seven services, dealing with prebliems of. the col end 
steel industries. They incivde economic, production, invest- 
ment, market, transport, statistical, ond jur:cical services. 
Two more service categories will be created iater wnen the 
work requires ite-a financial and an investigative service, 
the latter to deal with anti-cartel and anti-trust provisions 
of the treaty. The High Authority services will be assisted 
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by a series of commissions composed of industry and labor 
men and government experts when appropriate. Members of 
the High Authority will also participate, and study groups 
will be set up to study price scales and other related 
problems. 


In arranging to take over responsibility for the 
functions of the International Authority for the Ruhr on 
discrimination and coal allocation, the High Authority has 
informed that body that while it is ready to assume the 
allocation operations, it is unable to exercise powers 
regarding trade practices before establishment of the 
- ¢ommon market, which is contemplated in early 1953. However, 
the High Authority will examine conditions under-which coal 
and steel prices are established end perticularly elements 
of discrimination which may affect them. It expects to 
‘decide soon on whether the Community should ‘undertake coal 
allocations for the first quarter of 1953 and, if so, what 
procedures it will follow. In the interim, it is sending 
observers to the OEEC Coal Committee, which has been allo- 
cating coal for all the Western European countries. 


US-UK Relations to CSC The US and UK are closely follow- 
ing the developments of the Schuman Plan organization although 
they are not members of the pool. The UK has established a 
permanent delegation at Luxembourg, the temporary seat of 
the High Authority, and is represented in an observer capacity 
at the Assembly meetings. The US has arranged for representa- 
tion to the CSC by establishing an Acting Representative, 
“pending the determination of the ultimate form of its repre- 
sentation and the selection of a permanent head. The form 
which the association between the Community and the US is 
ultimately to take will be determined on the basis of ex- 
perience in dealing with matters of common interest and de- 
velopments in related European institutions. 


Relationship with Other International Bodies The Coal 
and Steel Community has approved proposals on the relation- 
ship between the OEEC and the CSC which were prepared after 
discussions and preliminary agreement with the OEEC secre- 
tariat. The High Authority has asked the six member govern- 
ments for their approval, after which it will submit the 
question to the OEEC for decision. The proposals are based 
on the fact that upon creation of a single market, the High 
Authority will take over sovereign powers formerly exercised 
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by the member states over the coal and steel industries in 
the six countries. It is proposed to designate immediately 
CSC observers to the coal and steel committees of OEEC, with 
the right to speak and the function of coordinating the action 
of the six member countries in these committees. In addition, 
a CSE liaison officer would be named to QEEC for the exchange 
of information and with the function of observer in other 
OEEC commit®ees. Upon creation of a single market, the CSC 
observer would replace the representatives of the six coun- 
tries, as the official delegate on the OEEC coal and steel 
committees. No decision has been mate whether to replace 
member country representatives in the OEEC Council. The 
Gisposition of the work of the OEEC ministerial coal produc- 
tion group has not yet been decided. In another field, the 
High Authority expects to inform OEEC soon that the six CSC 
countries constitute a "special customs system" and are 
therefore automatically exempt from the non-discrimination 
provision of the OEEC trade liberalization code. 





Relations with the Gouncil of Europe are covered by a 
protocol signed when the treaty establishing the Community of 
Six came into being. The High Authority and the CSC Assembly 
are called upon to relay their reports to the Council of Europe. 
During its session last month, however, the Council of Europe 
Assembly passed a resolution embodying the Eden proposals which 
among other things gives countries not members of the CSC 
Assembly, but members cf the Council of Europe, observer status 
at CSC meetings and implies a similar status at the Council of 
Ministers of the CSC. This resolution requires approval of 
the Council of Europe Committee of Ministers and the CSC 
Assembly before it can become effective. This move by the 
Council of Europe has been disturbing to the High Authority 
which regards it as placing the Community of Six subordinate 
to the Council of Europe and which is reported to have stated 
thet, in the unlikely event it is approved by the CSC Assembly, 
the High Authority would take the question to the Court of 
the CSC, 


GATT Waiver During their current meeting, the Contracting 
Parties to the General Agreement on Tariffs and Trade will con- 
sider a waiver to exempt the six countries from relevant pro- 
visions of the General Agreement in order that they might 
participate in the Coal-Steel Community without violating their 
GATT obligations. Negotiations on the waiver must be completed 


not 
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not later than February, 1953 for coal, iron ore and scrap: 
iron and not later than April, 1953 for steel, since in the 
next stage, the transition-period, most duties and quantitative 
restrictions are supposed to be eliminated within the Community. 
This means that the Contracting Parties must waive certain of 
their rights under the agreement, i.e., their rights to most- 
favored-nation and to non-discriminetory treatment in respect 
to coal and steel trade of the CSC countries. 


_ We have been’ concerned that the draft waiver originally 
proposed by the GATT secretariat did not provide for any under- 
taking on the part of the High Authority regarding commercial 
practices affecting third countries but rather left most GATT 
obligations on coal and steel matters to be discharged by the 
CSC countries individuaily. We consider that it is clear that 
the High Authority has powers regarding trade controls, subsi- 
dies, etc., affecting commercial relations with third countries 
and that it is therefore important that the High Authority under- 
take to fulfill GATT obligations in the exercise of those powers. 


. It is now contemplated that, under the waiver, the Benelux 
Governments will be permitted to modify GATT concessions by 
establishing tariff quotas on certain coal-steel items 2nd to 
raise duties on imports in excess of these quotas for not more 
than five years after creation of the common coal market. 


“~~ “Qther Developments A recent significant development has 


been an indication from .Dutch officials that their government 
has decicded to take the initiative, through machinery of the 
Coal and Steel Community, in finding a way for the six members 
of the Community to proceed with the formulation of a definite 
plan for European agricultural integration. The Netherlands 
representative to the CSC High Authority will hold preliminary 
talks with Monnet and the US representatives in Luxembourg re- 
garding tactics for achieving CSC agreement to go forward on 
the dgricultural pool. The Dutch wish to place agricultural 
integration on the agenda for an early meeting of the CSC Council 
While the Dutch still favor holding a second European agricul- 
tural conference in Paris in early December, they now attach 
more importance to developments within the framework of the CSC, 
They hope that by December the six Schuman Plan countries can 
report sufficient progress to provide a basis for considering 
relationships between other countries and the plan beind de- 
veloped by the six. 7 ei 
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FOURTH QUARTER DEVELOPME ire Three committees of the 
IN IMC COMMOpITY COMMITTEES International Materials 

Conference have announced 
plans of distribution for the fourth quarter of 1952 
for the commodities under their review. Two other 
committees~-Pulp-Paper and Wool--have just been dis- 
solved by the member governments because of improve- 
ment in the supply situation for those commodities. 
This follews the termination on September 15 of the 
activities of the Cotton-Cotton Linters Committee. The 
dissolution of the three committees is in line with 
the intention of the participating countries to termi- 
nate committee activities under the IWC as promptzy as 
supply conditions warrant. (See page 5, July 28, 1952 
issue). 





The three committees making allocations again 
agreed to make arrangements under which domestic users 
in the US or in other countries could have the oppor- 
tunity to purchase any quantity of the materials in- 
volved which were allocated to other countries partici- 
pating in the IMC but not used by them, 


Copper Member governments have accepted the pro- 
posals of the Copper-Lead-Zine Committee for the allo- 
cation of 747, 1°28 metric tons of pyseedy Conner for the 
fourth quarter 1952, as compared with 744,290 tons for 
the third quarter. The Committee noted a steady improve- 
ment in the supply position during the year, and indica- 
tions that the market is easing. Nevertheless, require- 
ments for defense and essential civilian purposes, as 
stated by the governments, continue at a level which 
in the view of the Committee did not justify discontinu- 
ance of allocation at this time. In accepting the 
Committee's recommendations, the Chilean Government 
made a reservation by which, without reference to the 
distribution plan, it may dispose of a limited tonnage 
of its copper. In spite of this reservation, the 
Chilean Government has stated its desire to fake into 
account the recommendations of the Commit tee and consider 
them whenever possible. 


The 
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The allocation to each country was based upon its 
requirements for defense and essential civilian produc- 
tion. The US allocation of 362,000 tons includes, how- 
ever, provision for direct defense needs, essential 
civilian production and stockpiling. Furthermore, the 
US is authorized to purchase an additional 16,000 tons 
specifically for strategic stockpiling. | 


Nickel-Cobalt The fourth quarter nickel distribu- 
tion announced by the IMC Manganese-Nickel-Cobalt Com- 
mittee covers availabilities. estimated at 37,227 metric 
tons, against 36,580 in the third quarter. Of this 
total, the US will receive.about 67%, or 24,931 tons, 
an increase of 300 metric tons over the third quarter. 
In spite of the anticipated increase in total availa- 
bility over the third quarter, the essential needs of 
the free world continue to increase at the same time, 
due mainly to growing demands for defense purposes. 
Therefore, the allocations recommended will not be 
sufficient to meet the full requirements of most coun- 
tries. Nickel is in very critical short supply because 
of its uses in the defense program, and promises to — 
remain so. 


The amount of cobalt allocated for the fourth | 
quarter is equal to 2,890 metric tons of which the US 
will receive almost 70% or 1,988 metric tons, an in- 
crease of 404 metric tons over the third quarter. This 
is a higher percentage of the total than the US has re- 
ceived heretofore. The Committee agreed that the supply 
of cobalt is considerably easier, and it seems possible 
that by January 1,°1953, IMC allocations in that commo- 
dity may be discontinued. 


Tungsten-Molybdenum Although availabilities of 
tungsten and molybdenum have been increasing, both 
continue to be in short supply as compared with the 
requirements of the consuming covntries. The Tungsten- 
Molybdenum Committee estimated total free world tungsten 
production at 4,957 metric tons, and molybdenum produc- 
tion at 5,680 metric tons. This shows an increase in 
tungsten of 37% over the second half of 1951, and more 


than 
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than double the production of 1950. Molybdenum produc- 
tion shows an increase of nearly 15% as compared with 
actual production in the second half of 1951 and over 50% 
above the rate of production in 1950. The US is to get 
2,510 tons of tungsten and 4,202 tons of molybdenum. 


Sulphur The Sulphur Committee had announced its 
allocation for the second six months of 1952 in July. 
Last month it confirmed that part of its allocation re- 
lating to the fourth quarter. Certain additional supplies 
are still under consideration, but in the meantime, the 
US has announced its export quotas for the fourth quarter 
in line with the Committee's recommendations. Other produc- 
ing countries, including Italy, Japan, and Norway have 
indicated similar action. 


Statistics indicate that in the first half of 1952, 
Sulphur consumption in the US was substantially below the 
level authorized by NPA, and also below the allocation 
recommended by the IMC and the amount consumed in the last 
six months of 1951. Production moreover, was significantly 
greater than previous estimates, with the result that 
Sulphur stocks have increased by 175,000 tons. Export 
availability for 1953 is estimated at 100,000 tons more 
than in 1952. Foreign dependence on US exports is expected 
to decrease. Thus. it is thought that when the Committee 
meets to discuss 1953 allocations, the world supply-demand 
situation may be in balance. At that time, consideration 
will be given to the possible dissolution of the Committee. 


Wool With wool no longer in short supply. the Wool 
Committees of the IMC announced its dissolution at the end 
of September. The Committee has never reconmenied alloca- 
tions fo: wool, but under its terms of reference, has kept 
the statistical position of wool under continuous review. 


Pulp-Paper In view of the evidence that the supply 
position oc: jissolving wood pulp and newsprint has greatly 
imprevyed. th= Prlo-Paper Committee also aunounced its dis- 
SOlution Last month. The Committee never found it necessary 
to recommend allovations of wood pulp, but made a number 
of emergency newsprint allocations in 1951 and 1952. 


ECOSOC 


DECLASSIFIED FOR PUBLICATION IN FOREIGN 
RELATIONS OF THE UNITED STATES 

















f 


RESTRICTED - SECURITY INFORMATION ~ BEST COPY AVAILABLE 
- Pe | 


ECOSOC RESTRICT IVE BUS INESS The ad bab Committee on Restric- 
PRACT ICES COMMITTEE MEETS tive’ Business Practices, estab- 
lished, by. the UN Economic and 
Social Council in 1951, completed its third meeting in Geneva 
on September 29. Ii is believed that sufficient agreement has 
been reached that at the fourth meeting scheduled to be: held 
early in 1953 the committee will be able to prepare its report 
to ECOSOC setting forth its recommendations on an international 
agreement to control harmful restrictive business practices. 
At the next meeting the results of the study of cartel ‘practices 
being undertaken by the UN Secretariat will ‘ee indorperetes into 
the committee's report te BCOSOC . 


Committee's Functions At the 1951 fall session the ECOSOC 
adopted a US-sponsored resolution designed to initiate UN action 
in the field of international cartel practices which restrict 
trade, retard economic development and hold down standards of 
living. It appointed a committee of ten countries to blueprint 
machinery for carrying out through international agreement the 
objectives of the program and for maintaining continuing con- 
sideration of restrictive business practices. The committee 
was also directed to assemble information on such practices, 
whether based on cartel agreements or not, that affect inter- 
national trade and international cooperation generally. 





Action at Third Meeting The most important problem before 
the committee, and the one which is proving the most difficult 
to solve, is that or orgenization. The US had proposed that 
indenenient, impartial ponele of experts be esteblished to 
stincty individual complairts about restrictive practices, hold 
hearings on them, reach conelusions as to whether they have 
harm! 2k effects and compose recommendations for remedial action 
by gevernments, rather than having them performed by a body of 
government representatives, wnith would lack the time or the 
necessary expertise and would be subject to political pressures. 
Review by government representatives would be provided where 
necessary but not as an automatic process. Other governments 
were unwilling, however, to accept this degree of delegation 
of power. The coms 586 therefore rejected the idea of panels 
and pronose} instead te establishment of a speciaiized secre- 
tariat, xruwn &s a "pernenent aivisory service's to perform 
these funcsions under ciose review, with only Lim.cted powers 
to make findings as to hsrnfei effect and to recommend remedial 
action. in view of several major difficulties involved in this 
proposal, the US delegate was instructed to enter a general 
reservation. 





Agreement 
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Agreement was reached. on the treatment to be accorded 
complaints involving services. After considering the possi- 
bility of limiting the special procedure to telecommunica- 
tions and transportation it was decided to make subject to 
such treatment all those services for which special procedures 
were provided in the Havana Charter for the proposed Inter- 
national Trade Organization. Our contention that the criteria 
for complaint should bé whether a member's interests are 
"affected" rather than "seriously prejudiced" was adopted. 


Another problem dealt with the status of restrictive 
practices carried out under some form of government authoriza- 
tion or direction. It was decided that if a practice is 
"specifically required" by governmental measures it should 
not be subject to investigation. However, investigation may 
be undertaken if a practice is not specifically required in 
all the countries where it is found to exist. 
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CONFERENCE ON FOREIGN At a recent twoeday conference on 
PRIVATE INVESTMENT . private capital investment in inter- 
national developm2nt. heid in San 
Francisco, it was pointed out that private capital is moving 
in substantial quantities to areas where conditions are favor- 
able, the need for expanded privete investment is great, but 
at the same time the present US tax policy on business earn- 
ings from evr cee offers no real incentive to foreign investment. 
The most useful purpose of the conference, however, was not 
that it resulted in any specific recommendations, but that 
it stimulated local discussion and an exchange of views be- 
tween businessmen and representatives of both the US and 
foreign governments. Similar conferences will be held in 
the future in other cities, where the experience gained in 
the San Francisco conference will prove most useful. 


Upon the request of leading business groups in San 
Francisco interested in international development and invest- 
ment, the International Development Advisory Board, TCA, and 
the Department of Commerce joined with the groups in —e 
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a conference at which businessmen and investors could dis- 
cuss the opportunities and problems in this fseid with US 
‘and foreign government representatives. 


Background The Act for International Development, 
basic legislation for the Point IV program, stresses the 
importance of private capital investment.as a potent force 
in raising the economic and social status of the various 
peoples of the economically less-advanced areas of the world. 
In addition to the needed capital, private investment is 
coupled with technical knowledge ‘and management experience 
which are so vital to progressive and sound development. 
It relieves to a considerable extent the burden of govern- 
mental foreign aid and offers an appropriate means for close 
cooperation between private citizens rather than between. 
governments. The International Development Advisory Board 
appointed as advisers to the President and those responsible 
for the program, has continually stressed the importance of 
private capital in accomplishing the objectives of helping 
others by creating new sources of wealth, increasing produc- 
tivity, raising living standards, and expanding purchasing 
power, 


The Conference Delegates to the conference were urged to 
broaden their thinking about Point IV, thinking of it not as 
a government program, but as a.means of focusing all of the 
-ereative forces of our free society on a task that can only be 
accomplished by all of them together. It was recommended dur- 
ing the conference that the US abate all taxes on US corporate 
investments in Latin America as a means of getting the kind of 
development Latin America wants and permitting the type of 
development the US needs. 


In other major conclusions of the conference US investors 
recognized that national sentiments must be taken into account 
and that US capital is prepared to accept the partnership ap- 
proach. The experience of US firms abroad in developing compe- 
tence of local staffs is highly encouraging, and US investors 
are recognizing the value of first-hand acquaintance with condi- 
tions. in lands where they might invest. Since large scale 
grants-in-aid will eventually terminate, there is need of greatly 
increased flow of investment capital to provide dollar purchasing 
power abroad to avoid a sharp fall in trade. It was also con- 
cluded that the imported raw material need of the US is great 
and increasing, making more critical the need for investment 
abroad to turn the supply of raw materials toward the domestic 
industrial scene. 


* * * 
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JAPANESE BOND The Japanese Government will offer to pay 
DEBT SETTLEMENT off virtually in full its prewer foreign bond 

debts amounting to about $450 million as the 
result of a recent international conference held in New York 
with representatives of US, British and French bondholders. 
The US and British representatives will recommenda that the 
bondholders accept the Japanese offer to settle, calling it 
eae bigness possible ratio at which settlement could be ex- 
pected. : 


The settlement means that holders of $67.5 million of 
Japan's defaulted dollar bonds, most of whom are Americans, 
will receive payment of principal, interest and arrearages. 
Likewise, the holders of sterling bonds, totalling some 260 
million in principal amount, will receive payment in full, 
with certain issues revalued upwards on the basis of special 
currency clauses contained in the original obligations. These 
clauses also provide the option of payment in dollars, al- 
though the recognition of this right is subject to later agree- 
ment between the British and Japanese Governments. No settle- 
ment was reached on Japan's debts to owners of franc bonds, 
totalling about $2 million, with the result that Japan and 
representatives of French bondholders will resume negotia- 
tions in Paris. 





Under the offer, which is expected to be made prior to 
December 1, 1952, Japan will resume service on its external 
dollar bonds at the contractual rates of interest. Interest 
arrears will also be paid at these rates. Interest arrears 
for an approximate ten-year period--December 22, 1942 through 
September 25, 1952--will be extended exactiy ten years, each 
coupon being post-dated ten years. Maturities on all dollar 
bonds will be extended exactly ten years. 


The sinking fund for each dollar issue will be resumed 
pursuant to the original contracts as from the year 1953 with 
adjustments in the amounts, dates and periods to give effect 
to the reduced amount of bonds outstanding resulting from 
the conversion of Japenese-held doller bonds into yen bonds. 


Announcement will be made in the near future with respect 
to procedures to be followed by holders of dollar bonds to 
evidence their assent to terms and to receive benefits of 
the offer. 
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CURRENT INTERNATIONAL The growth of national air carriers and 
AVIATION DEVELUPMENTS expansion in international aviation 
activities have contributed largely to 
the present international aviation problems facing the US. 

The Department has received several requests from foreign 
countries for aviation consultations in the next few months, 
and pending problems with still other countries may portend of 
more such requests. Restrictionism is the aim of some of the 
countries seeking cOnsultations, as they appear eager to 

limit the operations of our international carriers within their 
respective borders thereby protecting the position of their own 
airlines, while the aim of other countries is tO increase their 
route operaticns in US territory preferably without their hav- 
ing, to make additional concessions to us. The following pend- 
ing, cases represent the status and nature of principal aviation 
problems facing us at the present time. 











Brazil Last June Brazil requested aviation consultations 
with the US under terms of the 1946 bilateral agreement, on 
Questions concerning capacity and frequency, exchanje of 
statistics, modifications to the routes annexed to the apree- 
ment, and safety conditions on the route Rio de Janeiro- 
Trinicad-New Verk. In acceding to the request, we indicated 
Cur willingness to discuss these subjects witn the exception 
of the safety conditions, which we consider to be outside 
the scope of the bilateral agreement. In this cOnnection we 
Su..ested that Brazilian aeronautical authorities might ex- 
chan,.e views On the matter of safety conditions with US aero- 
nautical authorities through appropriate channels, with the 
mana,ements Of airlines Operating the route contributing 
the*1 views, based on actual operating experience. We made 
definite cequirements with respect to the data to be included 
in the statistics and requested information from the 
Brazilians rep,arding the route modifications which they de- 
sire. Furthermore, we informed them that we had learned in- 
formally that they wish to discuss Panagra's service to 
Brazil, stating that we do not consider this appropriate for 
Ciscussion as it is not an airline designated by the US under 
the agreement. If the Brazilians still feel that consulta- 
tions are desirable and necessary after consideration of our 
comments, we would like to have the talks take place in 
Washington, especially since all three previous US-Brazilian 
cOnsultations were held in Rio despite their being requested 
by the Brazilian Government. ‘“e are awaiting the Brazilian 
reaction to our reply. 


Scandinavia 
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Scandinavia Inauguration of the first commercial airline 
service Over the Arctic area from Scandinavia via intermediate 
points in Canada to the west coast of the US is contemplated 
by the Scandinavian Airways System in 1953. In order to put 
this service into operation, Denmark, Norway and Sweden have 
approached us for aviation consultations under our bilateral 
azreements with those countries. Establishment of the pro- 
posed route is largely dependent upon the use of the US mili- 
tary airfield at Thule, Greenland. The Department of Defense 
has been asked tO express its views regarding the Scandinavian 
request, and at the same time the Civil Aeronautics Board was 
advised of the Scandinavian plans so that it might consider 
whether the proposed route would be acceptable to the US and 
whet routes to be Operated by US carriers might be requested 
in exchange. We intend to agree to the consultations when a 
US position is reached. 





Mexico In early September President Truman withdrew his 
approval of the outstanding unimplemented certificates issued 
by the Civil Aeronautics Board to the US air carriers Eastern, 
Braniff and Western for service tO Mexico, in accordance with 
the Latin American Route Decision of 1946. At the same time, 
tne President directed that a new effort be made to conclude 
@ satisfactory air transport agreement with Mexico. Embassy 
Mexico City was instructed to propose to the Mexican GOvern- 
ment the early negotiation of such an agreement in Washington 
and in agreeing to the negotiations, Mexico indicated its 
preference for holding the talks in Mexico City. The Depart- 
ment and CAB are preparing a negotiating position as well as 
consulting, on routes with the various carriers. 


President Truman's action in clearing the slate for the 
new Mexican negotiations followed suspension of aviation ne- 
gZOtiations held in Mexico City last December. The underlying 
cause for failure to reach satisfactory agreement at that time 
was Mexican refusal to accept the US concept of complete re- 
ciprocal competitive opportunity on a’: the important air 
routes between the two countries. 


Philippines Following the granting last July to Japan 
of two North Pacific air routes to the US, we anticipated 
repercussions from the Philippines. The Philippines hav> 





only 
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Only one route to the US, Manila-Honolulu-San Francisco, and 
they have been trying for some time to Obtain Tolyo as a 
traffic stop on this route. We have denied them this stop On 
the grounds that it is not on the direct route. Apparently 
in retaliation for not obtaining the Tolzyo stop and in an ef- 
fort to "force our hand", the Philippine aviation authorities 
in June 1551 issued a "cease operations” order azainst PANAM 
service from Manila to points westward, basing their action 
on that carrier's failure to obtain an operating permit from 
_ Philippine CAB. High-level negotiations on the matter 
esulted in an suspension of the order and a request by the 

Ph: lipDine Government for aviation discussions looking 
toward a revision of the 1945 US-Philippine bilateral. Upon 
Obtaining assurances that PANAM's present Operating rights 
would not be disturbed curing such negotiations, we agreed to 
the tallcss, but because Of Philippine delay, they were not 
held. ‘Last summer, following the US-Japanese negotiations, 
the Philippines again requested that aviation nezctiations 
be undertaken between the two countries. We plan to accede 
to this request, having obtained assurances that the "cease 

’ Operetions” order is still under suspension. The Philippine 
Government is expected again to seek a traffic stop at Tokyo 
On its present Manila-Honolulu-San Francisco route. Meanwhile, 
we have informed the Filipinos that we intend to discuss 
Philippine treatment of PANAM. : 


Venezuela Venezuela is considering a draft bilateral 
air transport agreement with the US on which we have made our 
ma::imum cOncessions. Discussions Of a bilateral were reopen- 
ei with Venezuelan aviation officials in Washington last 
winter at which time the text of-the draft agreement now under 
consideration was drawn up.. we are holding in abeyance, 
pending final Venezuelan reaction to the agreement, imposition 
of a "show cause” order issued against the Venezuelan carrier 
LAV by the US Civil Aeronautics Board in,October, 1951 in an 
effort to restore equality between US and Venezuelan carriers. 
Aviation restrictions imposed unilaterally by Venezuela on 
Our international air carriers have been troublesome for some 
time and we have repeatedly sought their removal. When and 
if azreement on the bilateral is reached, PANAM will have to 
uncerteke renegotiation with the Venezuelans of its operating 
contracts in that country which tne latter considers incom- 
patible with a US-Venezuelan:- bilateral agreement. 


Irag 
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raq The Iraqi Government has requested submission of 
a new text for an air transport agreement with the US which 
Iraqi officials may study with a view to concluding a formal 
agreement. Fast air negotiations between the two countries 
have been unsuccessful because of Iraqi reluctance to grant 
"fifth freedom" rights between Beirut and Baghdad. Fifth 
freedom rights are concerned with the carriage of traffic 
between the territories of other states along international 
trunk routes. ‘ie feel that acceptance of an outright pro=- 
hibition on the carriage of fifth freedom traffic between 
these points would have serious repercussions on the already 
insecure PANAM route in that area, would encourage the Arab 
League cabotage concept, and would be a reversal of the po- 
sition we have previously given Iraq on numerous occasions. 


Germany We are investigating the possibility of con= 
cluding an air transport agreement with aviation authorities 
of the German Federal Republic before ratification of ths 
contractual arrangements. This would be advantageous in that 
the Germans would be indoctrinated with the Bermuda principles 
of civil air transport and such a US-German air transport 7 
agreement would be used as a pattern for future air transport 
agreements between Western Germany and other foreign countries. 
Another point in favor of reaching agreement on the civil air 
operations between tie US and the German Federal Republic prior 
to ratification of the contractual arrangements is that they 
can be implemented immediately thereafter, 


Colombia US=—Colombian aviation negotiations looking 
toward completion of a bilateral agreement were held in 
August 1951 in ‘lashington following which a draft agreement 
was taken back to Bogota by the Colombia representatives for 
governmental concurrence. No further developments occurred 
regarding this agreement until we were informed by the Colombian 
Ambassador in Washington last summer that his: government was 
considering the agreement, The National Planning Committee 
in Colombia reportedly is studying the proposed bilateral 
at this time. The Colombian restrictive attitude has pre-= 
vented completion of a bilateral between the two countries. 
Colombia is endeavoring whole-heartedly to protect the pco= 
sition of the Colombian carrier, Avianca. 


Other 
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Qther Problems Route changes made by the North Atlantic 
Route Certificate Decision of the CAB last June may create 
certain problems with various European countries. According 
to the Board's decision PANAM was granted traffic rights at 
Casablanca on the route New York=-Lisbon-South Africa. Em 
bassy Paris has presented to the Foreign Office our request 
for French authorization to permit this service by PANAM 
but there has been an indication that France's consistent 
refusal to grant the Belgians similar rights at Casablanca 
might complicate the situation. Meanwhile, the French have 
asked us for authorization permitting Air France to make 
technical stops at Okinawa on its Far Eastern route to Tokyo. 
While we do not feel that we can riake our granting of the 
French request contingent on the French authorizing PANAM 
to make the traffic stop at Casablanca, we consider it wise 
to associate the two requests and have so informed Embassy 
Paris. 


The North Atlantic Route Certificate Decision granted 
TiA a traffic stop at the Azores on its route New-York- 
Lisbon-iadrid and beyond. In connection with our request 
for Portuguese authorization permitting TWA to exercise this 
right, a Portuguese official has suggested that in exchange 
for this authorization we should relinquish TWA's right to 
carry local traffic between Lisbon and Madrid. We have not 
been formally presented with such a proposal, however, and 
we are hopeful that the Azores stcp may be obtained without 
any Portuguese quid pro quo demand. in addition, TWA now 
desires to exercise the traffic rights at Kuwait which it 
obtained by the North Atlantic Route Certificate Decision. 
Because of an existent question as to whether the UK has 
jurisdiction over the State of Kuwait, we have not deter-~ 
mined our course of action regarding this matter. 





For sometime, the UK has desired aviation consultations 
with us, as they want to discuss additional routes in the 
Caribbean, However, such talks are not anticipated anytime 
soon, According to iatest reports cf UK air transport de- 
velopuents of interest to us, the British carrier British 
Overseas Airways Corporation is considering extending its 
London-New York route to San Francisco where it will connect 
with British Commonwealth Pacific Airlines operating across 
the Pacific, Extension of the London-New York route to San 
Francisco is provided for in the US=-UK bilateral civil air 
transport agreement, 
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SUGAR COUNCIL ASKS COVERNMENTS TO The Special Committee of 
COMSTDSR WEGOTIATING CONFERENCE the International Sugar 

" Council, set up in 1948 to 
consider the need for a new international sugar agreement, 
held a series of meetings on September 30-October 3, 1952, . 
in London. Tle Coimittee, in a report to the Sugar Ceuncil, 
concluded that the outlook was favorable for the negotiatian 
of a new international sugar agreement. accordingly the Inter- 





mational Sugar Council agreed to send a draft resolution to 


member governments for their consideration before the next - 
meeting of the Council on November 24, 1952. The draft reso- 
lution recognizes the seriousness. of the current world sugar 
outlook and considers that a commodity agreement offers, the . 
best means of dealing with the situation. In view of this; 
the draft resolution requests the Secretary General of the 
United Nations to convene an International Sugar Conference © 
in London on April 14, 1953 to negotiate a new international 
Sugar agreement. | —s 


Background The present sugar agreement was signed in ~- 
1937, but its principal provisions have been suspended since 
the beginning of World War II. The agreement has, however, 
been.extended annually by a series of protocols. At the- last 
meeting before this one, the Special Committee of the Council 
agreed to accept a simplified draft of a new agreement as a 
point of departure for future discussion. (See March 31, 
1952 issue). 


At the present time, sugar production has reached such‘ 
high levels, particularly in Cuba, that exporting countries 
fear a further severe reduction in price on the export market, 
with serious repercussions in their domestic economies. Cuta 
is planning a drastic restriction program for 1953, and would. 
like an international agreement to assure that other countries 
do not take advantage of Cuba's efforts to stabilize the 
market by increasing their own production. The UK last year . 
Signed an eight year agreement with Commonwealth sugar pro= 
ducers, which provided for a large expansion in production, 
The UK has firmly defended the implementatior of this agree- 
ment as necessary to meet economic end sociological problems 
in the colonies and territories. The Commonwealth countries, of .cours 
strongly support the UK stand. The British blame the current 
Sugar problem on Cuba's huge postwar expansion in production, 
and consider that Cuba should cut back production to conform 
to world demand. At the present time Cuba, in an effort to 
strengthen the world market, has impounded two million tons of 
Surplus sugar. 


Developments 
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Dev velopments Leading to Resolution The developments which 
led to the acticn taken by the Sugar Council ceme very suddenly. 
On tha firs. Gay of the mestings, member countries made formal — 

statements of tmeir nositions. In the main these statements ' 
reiicrated previous Claims for large expert aucctas aud :ecog- 
nition of "special" situations. During the next two days a 
‘seven-member subcommittee interviewed each country represented. 
at the meeting separately, Baron Kronacker of Belgium, Cnair- - 
men cf the Sveciai Ccmmittee, succecded in uncovering a general 
dispcsiticn to be realistic with regard to export quotas. Cuba 
made a-laree concession towar2 veda’ sion _ ics .cuota, and 
indicated further willingness to negotia‘ It became epparent - 
thet there wes a reasonably good chance ~¥ Closing the gap be=- — 
tween total ciaims for export quotas ani the potential world 
market once a firal negotiating stage was reacred. It also be- . 
came evident tat many countriss were mich more concerned over. 
the outlcck than they had previously been willing to admit, . As 
a result considerasie momentum developed to preceed as rapidly 
as possible to a negstiating conference. The US Delegation 
tried without success to secure general discussion of other. 
important substantive provisions in the draft sugar agreement 
before any decision was made to call a negotiating conference. ~ 
The overwoeiming opinion wes that further discussion would not 
be fruitful.as countries would mak? no concessions on other: 
matters until negotiations were in thair final phase, 





The draft resclution notes that international action is | 
required to overcome the difficulties whicn have arisen in the 
Sugar situaticn, and expresses the view tiat a commodity agree= 
ment offers the best means cf dealing witn them. It recognizes 
the need for an international negotiating conference to draw 
up an agreement, azd- TO GUeS LS ths Secretary Genera]. of the UN 
to convene suck a conference in Aprii 1952, it authorizes the 
Chairman of the International Sugar Coun:11 to piace the facili- 
ties of the Council's Secrétariat at the disposal of the UN for 
such a conference, 


The résolution will be acted upon at a meeting of the Council 
on November 24, 19986 It is believei likeiy that member coun- 
tries will approve the draft resolution and that a negotiating 
conrerence will be heid in the spring of 2953. Although further | 
probing te find areas of agreement in edveance of such a conference 
would have given more. assurance of its svecess. the US Deiegation 
believed that tna ecicocsition of the nore sEper vent countries 
was such that; little could have been done to ch range the action 
taken, If further attempts had been made to prolong the dis- 
cussions the Ws might have been charged with attempting to block 
an agreement end there might have been political repercussions 
in the Caribbean aredo 
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to the tripartite countries. The latter, recognizing technical 
assistance as an important aspect of their economic cooperation, 
will arrange to send foreign technicians to Yugoslavia, and to 
train Yugoslav technicians abroad. 


Background Finalization of the terms of the tripartite aid 
program represents the culmination of negotiations which Nave been 
under way since last February (see p.l, April 21, 1952 issue.) 

Aide memoires based on the report of the Washington conference 
of the US, UK and France held last spring presented to the ~ 
Yugoslav Government on July 10, 1952, met with certain Yugoslav 
objections, both as to content and tone. They considered certain 
requirements in the aide memoire a departure from the 1951 
agreement covering tripartite economic assistance for fiscal 1952 
and sought an agreement similar to it. They objected to entering 
into consultation with the tripartite countries before incurring 
any debts from sources other than the: IBRD; to cooperating in a 
creditors! meeting to work out a way to ameliorate Yugoslavia 's 
debt burden, and to the requirement that the investment program 
be financed through the IBRD, Discussions among the four govern- 
ments followed, at which time concurrence on the text of the ) 
agreement was reached and referred to the governments for final 
approval. The final agreement with Yugoslavia includes no 
reference to the provision of the tripartite agreement that ‘the 
US, UX and France support a second IBRD loan to Yugoslavia. It 
was felt that the three governments should not indicate to 
Yugoslavia that they are in support: of an IBRD loan before the 
executive directors of: the IBRD have formally considered the 
advisability of making such a loan. 
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EFFECTS 4ND TRENDS OF & Department analysis of the dollar 

US LaL&iice OF PAYMENTS positions of foreign countries during the 
second quarter of 1952 concludes that the 
increase of $380 million in the gold and dollar assets of foreign 
countries resulting from their transactions with the US was made 
possible for the most part by several temporary circumstances. 
An abnormally large amount of US private investment abroad 
occurred during the second quarter, and US economic aid was at a 





level 


DECLASSIFIED FOR PUBLICATION IN FOREIGN 
RELATIONS OF THE UNITED STATES 











RESTRICTED =~ SECURITY INFORMATION 
- 10 e 


level considerably higher’ than can be maintained with existing 
appropriations. The increase was also in part the effect of 
the import restrictions of tuese countries... 


This iiaprovemert in foreign dollar positions during the 
second quarter does not appear to be firmly besed on real 
imprevements in the economic situation. However, during the 
coming year, Western European countries will probably add from 
$1 billion to $1.5 billion to their holdings of gold and dollar 
assets. One of the two principal factors which are expected to 
bring this about is a probable rise in foreign agricultural and 
industrial production. The improved wheat and rice erop il 
prospects, increased steel and petroleum production.and, possibly, 
greater coal production outside the US should reduce the depend- 
ence of the rest of the world on US exports. An increase of 
about 50 million. bushels in Western European breadgrain output 7 
is exnected, and a record wheat crop is forecast for Turkey. In 
Argentina, formerly an important wheat exporter, there was an 
acreage increase of 25% over lest year, and virtually all factors 
affecting growth were very satisfactory at the beginning of the 
growing season. Preliminary information on the size of this 
year's rice crop in Asia indicates about the same situation as . 
this time last year in Thailand and Burma, an increase of 5% to 
10% in Jepan, Korea, the Philippines and Indonesia, and a decrease 
in production in Pakistan and Egypt. Although steel production 
in the UK has lagred, steel production in Western Europe was 2. 
million tons higher in the first half of 1952 than during the 
same period in 1951, and 4.5 million tons higher than in the 
first half of 1950. | | 


At the same time, US military expenditures and procurement 
of military goods from foreign production, are expected to 
increase by {900 to in fiscal 1953 over the annual rate in 
the first half of 1952. Whether or not there is an increase in 
the reserve positions of these countries will, of course, depend 
on whether they cecide to use their larger dollar availabilities hy 
to aneresse their reserve positions or to import additional BOOdS « . 





| nts US private invest- 
nent abroad during the Second quarter of. 1952 amounted to over _ 
$500 million, some $250 million above the quarterly amounts for 
recent. years. This sum included $140 million of new. securities 
of Conascen companies, $50 million for the International Bank 


and 
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and $43 million to Belgium. Short-term capital advances in- 
ciuded a rise of $124 million in banking claims against Brazil. 


US exports, exclusive of military shipments, declined by 
$250 million during the quarter, in part the result of seasonal 
declines in cotton and food shipments, but also as a reflection 
or delayed reactions to the import restrictions on US goods 
imposed by a number of countries in the latter part of last 
year. Exports declined to the sterling area, Western Europe 
and Latin America, but increased to Canada and Japan. 


Imports declined by $60 million during the quarter but 
remained above the level of the last half of 1951 and are 
believed to reflect the current rate of consumption of imported 
goods in this country. Rubber, tin, lead and zinc were excep- 
tions, with imports exceeding consumption and inventories 


rising. 


There was a reduction of $70 million in transportation 
expenses of other ccuntries, as shipping rates dropped and 
fewer US ships were needed as the coal movement to Europe 
declined. Tourist expenditures abroad also helped foreign 
dollar positions, amounting to $70 million more than the first 
quarter and to $30 million more than the corresponding quarter 


of 1951 6 
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PROGRAM TO DECREASE FINLAND'S Interdepartmental consideration 
RELIANCE ON THE SOVIET BLOC is being given the problem of 


7 how to decrease Finland's re- 
liance on trade with the Soviet bloc and to prevent the export 
by Finland of strategic goods to the blcc by promoting Finnish 
exports to the US and other Western countries. Analyses are 
being made of both the short-term and long-term aspects of the 
Finnish problem, which has been given urgency by the recent 
conclusion of two supplementary trade agreements between Finland 
and the Soviet Union calling for a substantial expansion in ex- 
changes during 1952-55, by the simultaneous conclusion of a 
_Finnish-Communist Chinese trade vact to which the USSR is also 
a party, and by other evidences of Finland's present tendency 
to look increasingly to the Soviet bloc for markets and supplies. 


The Finns consider that their 1950 five-year agreement 
with the USSR has brought them important economic advantages, 
namely an assured long-term outlet for their ship, metal and | 
engineering industries which were expanded to meet reparations 
payments and which had no ready market in the West, and a con- 
tinued supply of essential foodstuffs, fuels and raw materials 
for which they woulc otherwise have to pay Western currencies. 
While we feel that Finland is in no imminent danger of falling 
into the Soviet orbit (Finland's exports will in all likelihood 
continue to be composed of at least 0% forest products, the © 
markets for which are predominantly in the West) it is believed 
there is a real psychological need, for US and Western action | 
to counteract whatever success the USSR has achieved in depict- 
ing itself as Finland's economic benefector. Moreover, there 
is increasing indication that the expansion of trade between 
Finland end the USSR may result in the Finnish Government's 
promoting the sale of Soviet products in Finland and abroad. 

We now believe that a program which would ease Finland's . 
balance-of-payment difficulties and offer the country a practical 
alternative to the reliance it has thus far found necessary to 
place on the Soviet bloc would be in the interest of the US =” 
and the free world generally. 

. $hare of Soviet Bloc in Finland's Total Trade Foreign — 
trade has been the key factor in the Finnish economy and its — 
volume and terms have largely determined the level of Finland's 
domestic economic activity. At the turn of the century the 
USSR began to lose the predominant position it had previously: 


held 
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held in Finland's external commerce and following Finland's 
~ independence in 1917, new trade ties were rapidly developed 
with the West, and particularly with the UK which soon became 
Finland's most important customer. The share of-the eastern 
European countries in Finland's trade during the interwar. 
period was of relatively minor importance, never constituting 
more than 5% of the total. | 


The outcome of Finland's narticipation in World War II 
against the Soviet Union brought about a basic change in Finnish- 
Soviet political and economic relations. Under the Peace Treaty 
of 1947 and the Finnish-Soviet Mutual Assistance Pact of 1948 
Finland is committed to the maintenance of close political re- 
lations with the Soviet Union. A natural corollary of the 
overriding political necessity for good relations with the USSR 
is the expansion of commercial interchange, and such an expan- 
sion has been favored by. domestic economic developments in the 
postwar period caused by reconstruction needs and the heavy 
burden of reparations payments to the USSR. Large eredits for 
‘the financing of raw materials and equipment. were obtained from 
the US and Sweden to enable Finland tc. resume production and 
foreign trade. At the same time, the USSR offered to supply 
Finland with considerable quantities of fuels, foodstuffs and 
raw materials on a compensatory basis and a relatively large 
amount of trade took place in this manner. 


The economic basis of Finland's trade with the Soviet bloc 
is now governed by the long-term Soviet-Finnish trade. agreement 
for 1951-55 and consists of an exchange of ships, machinery 
and other engineering products--the Finnish production of which 
was greatly expanded to meet the reparation commitment--for 
Russian grain, petroleum, fuels, foodstuffs, iron and steel 
and other raw materials. About one-third of Finland's exports 
to the USSR are now being covered by trilateral deliveries from 
Poland and Czechoslovakia, comprising chiefly coal, machinery 
and vehicles, 


timat rad Vv ef Bloc On the basis of prelimi- 
nary data, e expansion of Finland's trade with the USSR in 
1952 will ” amount to $43 million, or a 25% increase over the 
total exchanges set in the basic trade agreement for 1952 of 
$189 million. In 1952, of Finland's total estimated trade of 
$1.3 billion, 18%. will be with the USSR and 23% with the Soviet 
bloc as a whole. The supplementary agreements with the USSR 
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"or an annual trade increase of $88 million 
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antiallv .exceed the former totals of commercial ex-:. 
reparations deliveries. The substantial amounts of 
forest. products which figure in its Soviet trade, , 
-efabricated houses,. sawn lumber.and pulpwood shipped 
ta and chemical pulp to Poland, are relatively small 

ed with Finland's major exports of forest products to its 
: ional markets in the West. Moreover, Finland's exchanges 
with the USSR appears to be limited. by: 1). the capacity of the. 
Finnish metals and shipbuilding industries;.2) the ahility. of 
Finland to consume foodstuffs, fuels. and raw. materials of 
Soviet origin; 3) Soviet willingness te continue to supply 
Finland with the necessary steel and other raw materials for 
processing into goods for export to Russia; 4) the limited — 
ebility of the USSR and other Soviet bloc countries to increase 
their purchases of Finland's forest products, since.all of . 
these countries’ are important producers and even exporters of . 
timber; and 5) Finnish preference for Western machinery and 
consumer goods. It seems reasonable to assume that these 
factors would limit Finland's exchanges with the Soviet bloc 
in practice to-a maximum of about 25% trade, 
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: A second suggestion--that of examining methods for increas- 
ing Finland's dollar earnings--offers difficulties. in that the 
long-term trend in the US market for European pulp and news~ 
print appears to be a declining one due to exparision of US and 
Canadian production:.of pulp. Finland's sales of chemical pulp 
and newsprint to the US. account for 80-90% of its total dollar 
earnings, with the balance made up of a small number of con- 
sumer. goods. In 1951, Finland earned approximately $60 million 
in the American market, its highest dollar earnings on record, 
due to the large increase in the demand and prices for che:iical 
pulp, \dith sales of. Finnish pulp to: the US dropping’ in 1952 
to 40% of the 1951 level, the drop in Finland's dollar earnings 
this year to an estimated $37 miliion has caused a severe dollar 
shortage and has restricted Finland's purchases in the US.%o a 
negligible level. While the Finns are. attempting to promote | 
sales of their consumer goods in the US, they have achieved . 
thus far only: limited. success, primarily because of limited out- 
put, high costs, and lack of resources for developing adequate 
sales. and promotion programs, The high US tariffs for such 
items as. ceramics and glassware have also militated against 
such sales. The US could somewhat assist the Finns to increase 
their dollar earnings through exports of consumer goods by helping 
them in any plans they may develop for promoting their US sales. 
In the interests of increasing Finland's dollar earnings, con- 
sideration is also being given to: 1) the possibility of MSaé-" 
financed offshore procurement in Finiand of forest products; | 
some machinery and small vessels; 2) placing. of orders in Finland 
for our occupation forces in Germany for such supplies as lumber, 
plywood, and prefabricated houses and barracks for military in= 
stallations; and 3) the possibility of purchase of cobalt metal 
which: would: serve as well-to forestall its possible diversion 
to the Soviet bloc. gt et a cae cesses 
The. long-term measures recommended for -consideration are 
those which the US could.take in anticipation of the completion 
of Finland's existing: trade agreements with the USSR. In particu- 
lar, they. involve a consideration of what steps we can take to 
assure the Finns of an outlet in the West for their surplus 
products of ships, machinery and metal products, and at the 
same time what guarantees we can give them for the supply of 
essential foodstuffs, fuel, and raw materials which they are 
now receiving from the Soviet bloc in exchange for these products. 
In this connection, a thorough study of. ithe Finnish metals and 
shipbuilding industries will be required. -. .. . . 


* * * 
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CAPE CLAUSE. REVIEW . Last week the President ‘issued an‘ order 

PR ESTA 3L 1S} ‘directing. “the Tariff: Commission to ‘keep 
under constant review 411 products”on- 

which. ‘trade-agreement concessions have been “modified or with:: 
drawn under the -escape-¢lauseé procédute and to submit reports: 
under. which the President. can take appropriate action when ec 
changed conditions warrant the restoration.of ‘the concessions ~ 
in.whole or.in part. Thus far only three” products’ have been’: 

granted relief under the, escape clause. *” aa — . 


7 


eT? _Escape-Clause, Provisions The. reeiproeha’ Trade’ ‘Agreements 
. Extension Act contains a provision. referred to as the escape ~ 
clause, designed to protect domestic industry from, serious - 
injury due to increased imports resulting’ from. concessions: i 
made in trade agreements. The Tariff Commission, on the re- ~ 
- quest -of the. President’ or. Congress, on its own, notion, - or 6h - 
application: of any interested party, is required to. corer 
whether products on which: ¢oncessions have been granted ‘are.- 
being impo~ted in such increased quantities: as to cause or”: 
threaten serious injury. to domestic producers’ 6f. like or com- 
petitive products. It. must complete its investigation and ‘make 
a report to the President within one year: after application’: 
is. made.under the escape, clause. When the Commission finds’ “no 
reason for recommending action to invoke the escape clause it: 
makes public its findings and conclusions;: if it does find a 
need for action it so reports, to the President and: recommends 


 “Pecpmmended by. the Commission he, 1s required’ to explain His 
OCR to the proper, Congressignal Committees. + rep 


Review Procedure * The legislation provides “that: mod fttea- 
tions or withdrawals of concessions, made a’s’ a result ‘of ‘the 
Tariff Commission recommendations, are tobe to the extent and 
"for the time necessary: to prevent or remédy". ‘the. injury which 
had. been determined:to. be caused or threatened the domestic . 
industry..concerned. The executive order implenients. this. Te-. 
quirement by establishing for the first time a procedure. for ° 
assuring automatic. review. of escape -~clause. actions. It ‘pro- 
vides. that the Commission is. to..make the ‘first: périodic report 
to the, President -on every. product on which concessions have. 

_. been. modified ‘or withdrawn not. more: than ‘two ‘years after. ‘the © 

‘action. became: effective, and. thereafter, to make reports hp 
one-year intervals so long. as. the concession, remains. modified 
or withdrawn. In addition to the pericdie reports, the ~~" 


Commission 
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Commission is to institute a formal investigation whenever, in its 
judgment, changed conditions of competition warrant it, or whenever 
requested to do so by the President, to determine whether the 
escape-clause action needs to be continued in order to prevent or 
remedy serious injury or the threat thereof to the concerned domes- 
ic industry. These investigations are to include public hearings 
— upon their completion the Commission is to report its Tindings 


to the Presicent. 


Escape=-Clause Actions Last week the Tariff Commission 
issuec tivo rerorts Stating th that, as a result of its investigations, 
it found no serious injury or threat of injury to domestic producers 
of bicycles and parts and glace cherries, in September it found 
that there vas not sufficient basis for action on six kinds of froe- 
zen fish fillets, In four other recent investigations the Tariff 
Commission has found no serious injury. In two recent cases, -for 
watches enc garlic, the President has turned down the recommendation 
of the Tariff Commission for action. As a result of escape clause 
investigations , concessions have been modified on three products-- 
women's fur felt hats and hat bodies, in December 1950; hatters' 
fur, in January 1952; and dried figs in August 1952. There are 
still 10 or 11 cases ’ pending in the Tariff Commission. 
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INTERD ATICUAL CONFERENCE Trade delegations representing the 
ON COTTON ON COTTON TEXTILE PROBLEMS cotton textile industries of the US, 
India, Japan, western. Zurope, and the 

UK net last month at the invitation of the UK, in London, Buxton, 
and lilanchester to consider the prospects for international trade 

in cotton textiles in the light of statistical estimates, and 

the possibilities of expanding consumption and trade in that 
commodity. The participants, representing about 90% of the world's 
trade in cotton goods, came together at a time when textile markets 
throughout the world were still showing the effects of the past 
year-'s slump, although the general outlook at present is more en- 
couraging. Although the US Government was not represented on an 
official basis at the sessions (which were closed to the public 
after the initial convening), the US eceagery was in close 





consultation 
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consultation with Lmbassy London officials during the meetings. 
fhe’US Gelegation was apparently successful in setting the tone 

of the discussion on the possibilities for increased consumption, 
and in giving encouragement, particularly to the Japanese and 
yestern curopeans, insofar as future prospects for markets are 
concerned. Furthermore, the US delegation discovraged any trend 
in the conference toward market sharing or restriction. Also, the 
voresence of thé American delegation no doubt precluded -the possi- 
. bility of the Conference degenerating into a recitation of ills 


-. whieh could be solved only if the US undertook measures such as 


tariff reductions, raw cotton price reductions, increased aid and 
.sSo:on. The American delegation pointed out vigorously that the 


.- general US policy was for the reduction of trade barriers, and 





insany event the American market was not important in the problems 
faced by the Conference, but that the solution to these problems 
‘lay in increased consumption in the » vast markets cutside: of the 


Be 


Conelusions of the Aeeteens The Confererce set up two 
committees, Committee ho. 1 was charged with the task of deter 
minang the prospects of international trade in cotton textiles in 
the lirht of available statistical estimates of the total volume 
of trace, and estimates of each country on the volume of export: 
trade it "expects to achieve. Committee No, 2 was instructed to 
exa™ine the pcssibilities for increasec consumption and increased 
international trace in cotton textiles. 


It.was the view of the first committee that: the volume of 
trade in cotton’ piece goods is not likely to increase significantly 
in the.near future, although individual estimates submitted. by 
each country for..exports in 1953 would ‘in the. aggregate Suggest 

a recerd vest-war level of exports, ‘However, there was no approval 
by the committee or eorference as ‘a whole of .the 1953 estimates 

ed cotton ‘textile exports submitted by individual participants. 


: The second committee came to the ‘conélusion. that the 
possibilities for expanding international trade in cotton textiles 
are in the short run extaemely limited, and sensitive to fluctua- 
tions in exchange and balance of ‘trade conditions, as well as trade 
barriers, In the long run, aside from currency imbalances, the 
committee: considered that the greatest impediment to expansion of 
trade in cotton textiles lay in the low level of purchasing power 
in underdeveloped areas, where the largest potential demand lies, 
The desirability of increasing this purchasing power was emphasized 
and means of accomplishing that end were considered, Great ’ 


importance 
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importance was attached to keeping down the cost of raw cotton, 
and’ reducing manufacturing costs, in order to maintain textile 
prices at a level where low income groups can buye 


: As other possible devices for expanding trade, the com- 
mittee listed the development of industrial uses for cotton, 
in addition to research and promotional activities in high-living- 
standard countries. The comrittee stressed the importance of 
political, financial and economic stability throughout the © world 
as an essential factor in encouraging increased trade. 


Japan nese and UK Positions Behind the scenes at the con- 
ference, there were implications of conflict between the UK and 
Japan in their drive for world markets for their textiles. The 
UK ‘delegaticn put forward a surprisingly large estimate for its 
"1953 cotton textile trace, and justified it on the grounds that 
there were large traditional markets which the UK had been unable 
to exploit in the last few years. The Japanese, who want free 
access to world markets, particularly sterling markets, inquired 
directly of the British delegation whether they plan to get govern- 
mental support in achieving their estimated export figure. The 
British delegation expressed hope that the government would support 
their industry in getting its "rightful share of the market". It 
vas the view of the American delegation that the Eritish target 
could not be achieved without’ some form of Empire. preference 
scheme which would exclude Japanese textiles more than is now the 


CaS€e 


; The Japanese at the ounfebenee Claimed that the estimated 
figures they submitted for cotton textile exports must be fulfilled 
if Japan is to get the raw cotton and foodstuffs necessary to ~« 
“maintain its economy. The British expressed the view that the 
Japanese economy is too dependent on textile exports, In rebuttal, 
the Japanese ,pointed to a gradual shift in their country toward 

the export of other products. The British also stressed that . 
Japanese exports had been diverted from their traditional Eastern 
markets, a remincer of ‘the added inn gaanenbnaa of east-west trade 
contrels on the general situations 
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ECAFE DOMESTIC CAPITAL The Second Working Party -of Experts 


MOBILIZATION CONFERENCE on Mobilization of Domestic Capital, 





which met late in September under the 
auspices of the Economic Commission for Asia and the Far East, 
discussed measures and experience of countries in encouraging 
mobilization of domestic capital; industrial and agricultural 


development and finance corporations; and the relation between 


foreign eapital and mobilization of domestic capital. The 


working party, composed of representatives of 16 member and 
- associate member countries of ‘the Commission, observers from 


the Food and Agricuiture Organization of the United Nations’ 
and the World Federation of United Nations Associations, con-— 
cluded that governments should raise additional revenues :by 
taxation or non-inflationary borrowing, examine the scope 


for measures to increase private. domestic investment, and con- 


sider strengthening credit institutions in the rural "field: 
that government sponsored development corporations had.an ins. 


creasing role to play in providing long-term finance and promot- 
‘ing economic development, as well as in mobilizing private 


capital; that foreign capital can assist in mobilizing domestic 
capitals; and that governments should examine whether they are 
making conditions under which — acmit ches soe capital 
SUE Sesentay attractive. - 


Measures for Capital liobi lization The working party felt 
that while financial institutions are in varying stages of de- 


velopment in countries of the region, major immediate emphasis 
should be on developing and strengthening institutions: in the 
rural field, with special attention to Ansurance banking and 
cooperatives. In order to accomplish this, the working party 
recommended the desirability of initiating "rural credit studies. 
Stress was laid on raising additional revenues by taxation. or 
non-inflationary borrowing, in order. to increase revenues to 


. meet increased.expenditures necessitated by development programs. 
Emphasis was laid on improving the yield of existing taxes by 


better collection, on obtaining additional.revenues by increases 
in selective taxes, especially on luxury goods, and by increased 
bond drives. The working party noted efforts being made in some 
countries to increase resources by encouraging "Savings in kind", 
and by compulsory provident fund schemes. While many countries 
are attempting to cover expenditures in a non-inflationary 
manner, a gap exists between resources and need which in some 
cases is being met by deficit financing. The working party 


studied the consequences of deficit financing but recognized 


that 
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that in some circumstances its use need. not be inflationary, 
although it concluded that its use should be limited as far as 
possible. ‘The general climate for domestic private enterprise 
_- has “become more favorable in the area because of various govern- 


--. ment measures designed to encourage this important form of in- 


- believed that there was a grea 


vestment with the result that the working party recommenced 

that countries continuously ‘examine the possibility of further 

-- scope for ‘such measures. -In ‘spite of improvements, the level 

of voluntary savings is. still low in most- countries -of the 

. Tegion. In order to assure a more proper analysis of the growth 
of such savings, the working party recommended that governments 
strive to improve their methods of compiling statistics and con- 
: gider including annua 1 FOvseUS of SUyINgS - in page or Central 

* Bank reports. 





Develo ent _ and Finance Corporatio The pany ‘garter 

for- institutions in-the 
region which could simultaneously nrovide intermediate and long- 
term finance and promote economic. development, and that,therefore, 
-government-sponsored development corporations had an. increasing 


. role to play in the region.. The working party discussed the 





form and financing -of such corporations,.-concluding that such 
-. corporations should be .autonomous.; inspire public confidence, 

and attract private funds, including venture capital. - While 

. Such institutions :should. endeavor to mobilize private savings, 
it was recognized that a large share of the capital would have 
to be provided initially by the government but that such capjtal 
Should be made available by some means other than the uncertainty 
of annual budgetary appropriations. Central Banks and commercial 
banks, because of their banking experience, might contribute to 
the efficient working of development corporations. The need for 
long-term finance and development institutions in the field of 
agriculture was particularly notec. No definitive conclusion 
was reached as to the number of corporations which should be 
established in any given country, but the working party noted 
that the effective operation of such institutions depended on 
the availability of trained personnel, which is at present 
limited in most countries of the region. The working party 
stressed the fact that the countries should keep before them 
three essential objectives in establishing such institutions 
They should: 1) mobilize resources over and above those that 
government provides: 2) channel them into industrial and agri- 
cultural development of high priority; and 3) tring together 
and take full advantage of the limited resources of entrepre- 
arrest managerial, engineering, accounting and other technical 
skills. 


Relation 
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‘Relation Between For and Domestic Capital The work- 
ing party noted that foreign capital has an essential role to 


play in economic development, including assisting in the mobili- 
zation of domestic capital. At the same time it was recognized 
that the method of domestic capital mobilization is important 
for attracting foreign capital. Because a net disinvestment 

of private foreign capital has occurred in many countries of 

the area, the working party felt that governments might have 

to examine whether they were making conditions for such capital 
sufficiently attractive. The advantages of foreign capital in 
‘mobilizing domestic capital, the various forms in which foreign 
- capital can be utilized with domestic eapital, and the impacts 
‘of various types of investment-on the balance-of-payments posi- 
tions of countries of the region were also discussed by the 
working party. It concluded that governments should expedite 
the formulation of long-term development programs in order to 
determine with greater precisicn their need for foreign capital 
in both the private and public sectors and that governments 
should define clearly and publicize widely the terms on which 
foreign capital is invited to participate in development schemes. 
The working party called the attention of governments to the 


- Gesirability of preparing current investment guides for foreign 





capital and urged them to make increased use of existing facili- 
ties in the area for training personnel qualified to prepare 
* technical reports on projects which require foreign capital. 


* ‘* . & 
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US PRESENTS SHIPPING A US proposel was submitted to 
PROPOSAL TO IL the Erazilian Government last wee! 
- Gesigned to resolve outstanding 
problems in the shipping. fieid of interest to both 
ecvernments. This marks 4 new avproach on our part in 
tryirg to solve long-standing aifferences between the 
two governments. Our proposal states that legislation 
coula be introduced during the next session of the US 
Congress permitting Bracziiian procurement of coastwise 
vessels from our reserve fleet and that the Maritime 
Administration conld grant a waiver allowing for . 
Brazilian participation in the carriage of Export- 
Import Bank cargo destined for Erazil, both of which 
Brazil has. been anxious fcr,. provided "that: the. Brazilians 
are prepared to undertake acninistretive and legislative 
action necessary to rescind certain discriminatory ship- 
ping meesures anc practices against US shipping, and 
eliminate tne :port congestion wnich: is. of major auporvense 
to US shipping interests. . 





The Problems Brazil has been éiseriminating 

against foreign shipping interests for many years, and 
we have. actively protested because of its effect on US 
shipping. lie have. Pepeatedy urged the Brazilians to 
rescind a decree passed in-1938 which vermits the — . 
Brazilian shipping. line, Lloyd Brasileiro, to enjoy. 
preferential berthing treatment in Brazilian ports. . 
This preference has been put into.effect intermittently 
by the Brazilian Government since 1947,.eand at the -. 
present time it is administratively suspended. Nonethe- 
less,. since it .coula be -imposed at any moment, we feel 
it must be rescinded by legislative, not administrative 
action. We-.also desire elimination of the port conges- 
tion problem in Brazil. The basis for the letter aiffi- 
culty lies chiefly in the poor administration of the 
port and customs. activities rather than in the-physical 
capacity of the ports to accammodate vessels desiring ° 
entry... This factor causes losses amounting to millions 
of dollars annually and is of great concern to our © 
shipping lines. Another Brazilian law unfavorable 
to foreign shipping interests, which we feel must be 
removed, provides for a 50% reduction in consular 
cherges for goods shivped on Brazilian flag vessels 
with the consuler fees varying according to the value 
of the gcods; shipvea. 








At 
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At the same time, the Brazilians have been 
anxious to obtein certain vessels from the US reserve 
fleet for use in their coastwise trade. We could 
not sell such vessels to any foreign country because 
of the lack of enabling legislation, and heretofore 
it has been considered unwise to introduce such 
legislation in the case of Brazil when Congress is 
well awere of, and has actively investigated, the 
discriminations practicea against US shipping inter- 
ests by foreign governments, including Brazil. 

Also, when the Brazilians anplied for a waiver 

of JS Public Regulation 17 to permit the carriage 

in brazilian vessels of 50% of the cargo purchased 
under Export-Inport Bank credit destined for Brazil, 
the Maritime Administration refused to grant this 
waiver. because of Brazilian discriminations. 


The Proposal President Vargas recently requested 
Secretary Acheson's personal intervention to obtain 
badly needed tonnage to alleviate Brazil's acute 
coastwise shipping problem. The Department, in 
studying the entire shipping situation regarding 
Brazil, decided on a proposal to solve the four 
outstanding problems. We have indicated our willing- 
ness to take steps to facilitate Brazil's procurement 
of coastwise vessels from our reserve fleet and her 
participation in the carriage of Export-Import Bank 
cargo destined for Brazil provided the Brazilian 
Government adopts the program which involves its 
initiation of the necessary administrative and , 
legislative action to eliminate the discriminatory 
practices described against US shipping interests 
and the elimination of the causes of port conges- 
tion. wor reportedly has informally expressed 
approval of a proposal such as we submitted. The 
Jvint Brazil-US Economic Development Commission 
considers the rehabilitation of Brazil's coestwise 
fleet an integral part of its over-all development 
program for Brazil. | 


WORLD 
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WORLD Bank RUOCOIMENDATIONS FOR Panama's fiscal situation, 
PiNAiainTAN ECOWOLIC DEVELOPMENT as evidsnced by the anticie- 

* pated $1.5 million budget 
deficit for 1952, and current floating debt of over $11 mile 
lion, continues to be of concern to Panamanian authorities 
and brings more sharply into focus recommendations sube 
mitted io the Panamanian President last summer by the Ecse 
nomic Kission of the International Bank for Reconstruetion 
and Development for improving the Panamanian economy. The 
mission, which visited Panama in the fall of 1951 at tha 
invitation of the government, emphasized the need for ade 
ministrative and fiscal. reforms before constructive ecoe 
nomic develepment measures could be undertaken. It receme 
mended that the development of the country’s agricultural 
resources ke the basis of a new program and indicated that 
after adoption of the reform measures, the IBRD would be 
prepared to make loarms to increase farm credit through the 
reorganization of the Banco Agropecuario, to obtain farm 
machinery and equipment, and to procure and maintain store 
age facilities for grains and other cropse Moreover, when 
resuits from administrative and fiscal reforms improve 
Panamats ability to carry out future projects and to ab- 
sorb. and service additional external loans, the Bank would 
consider extending further financial assistance for Panama's 
economic development, 


President Remon is reported to have recently declared 
his intention to tackie three of the key recommendations 
made in the report. These points reportedly are the ree 
organization of Panama*s tax collection machinery esn- 
sidered desirable in connection with the administrative 
and fiscal reforms, reorganization of the Banew Agrapecuario 
which is the agricultural, Livestock and Industrial Bank, 
and development cf Panama's agricultural resources, UN 
IBRD representatives returned in Auguet to assist Panamanian 
authovities in planning the first steps of the program; and 
to discuss the kinds of technical assistance necessary to 
carry out this development. In September a fiscal teche 
nician visited Panama under the auspices af the IBRD t» 
investigate the fiscal and administrative situation and to 
advise Panamanian officials on corrective measurss, 


Recommendations The report indicates that there has 
been an svarodepentenne on the Canal Zone within the 
Panamanian economy, Because of the cutbaek during the 
post war period in US operations in the Canal, Panama's 


economy 
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economy..has been adversely affected. To bring about a more 
balanced economy Panama must look for and develop ccomple= 
mentary sources ofincome. According to the report, a long~ 
term solution can only be found in the development of domestic 
production, which has been neglected so far. 


The aideant strikes at ‘tnedecusts governmental organiza- 
tion, administrative instability and political intervention, 
lack .of technical’ and managerial skills, and lack of invest-. 
ment capital for development projects as the obstacles hind= 
ering Panama's economic: development. By careful study and | 
planning as weil ‘as sustained effort on the part of the 
Panamanian Government these obstacles may be overcome and 
reforms adopted facilitating the obtaining of outside finan= 
cial assistance neceSsary for the development projects, 


The report considers that the elimination of Panama's 
food deficit should be the chief target of the country's . 
development policy. In¢reased utilization of Panama's agri-- 
cultural resources would require sustained effort both on | 
the part cf the government and the people, coordination of 
public investment. and state bank lending policies: : improve» 
ment of state finances through, better fiscal administration, 
reorganization of some important agencies, resettlement a 
hillside farmers and perhaps of the unemployed workers in 
the terminal cities. Some foreign technical assistance 
would also be necessary, particularly at.the outset of the 
programe According tothe plan, agriculture and related 
industries, rather than the Canal cone, would in time become 
the major source of Panama's income, ‘A°more balanced economy 
would result, -and:the country would. ‘be less sensitive to ex= 
ternal factors beyond its control. - 


The : agricultural ‘operations. of the Institute of Inter= 
American affairs-in Panama would provide a nucleus around 
which the complementary program of other agencies could be 
organized, according to the report. A reorganization of. 
the Banco..Azgropecuario ‘is recommended; divorcing it from 
political:intervention and. leaving it unhampered to extend 
and supervise credit-to small farmers, Increased:mechaniza~ - 
tion of ‘the. medium and: large-sized farms would be necéssary — 
and implementation of a farm machinery project is recommended 
with the suggestion that it might fall within the lending 
operations of the Banco Agropecuario, This project would 
replace the broken=down machinery of the Fomentos Agricolase 


Under 
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Under the. management of the IIAA technicians, the Fomentos 
could handle their task of land clearance and other mechanized 
farm operations competently and help increase food production 
in a relatively short period, It. is suggested that the Banco 
Agropecuario could also finance the purchase of new equip~ 
ment if no budgetary funds are available for this purpose, 


Crop storage is considered a field in which constructive 
action is feasible as well as urgently needed, and early 
action to establish new small industries for processing agri- 
cultural and other local raw materials would also be desirable. 
A technical survey is recommenged to serve as a basis for 
future action by local industrialists and investorsSe | 


Another project mentioned as worthy of development is 
the construction of feeder roads’ to link the agricultural _ 
areas with the Intereamerican Highway. It is recommended 
that an efficient road administration be created, that a 
program of. road construction be prepared,and that better 
coordination of all road investment be established in. order 
to channel more funds into this field, 


According to the report, the administration of the 
following agencies of the government should be reorganized: 
the National Economic Council, the fiscal administration, 

the ifinistry of Public ‘orks, the Social Security Fund, 

and the state banking systems, Political intervention. 
should be eliminated from these agencies and to ensure con= 
tinuity of policies. and administrative stability and effi¢™ 
ciency, a small permanent staff of high level technicians 
should be attached to eache The importance of reorganizing 
the National Economic Council as the organ best fitted to 
formulate an economic development program is stressed. It 

is considered the logical agency for coordinating development 
activities and public investment of the Ministry of Public 
Works, the Banco agropecuario and other state banks, the 
Sociul Security Fund, and the Treasury and the technical 
‘assistance groups. A revitalized Council would also be the 
appropriate body to which to attach further technical assist= 
ance of the kind suggested in the report, and if reorganized 
along the lines described, the Council would become Panama's 
central agency fer, Speapae wit nme tie 


* * * 
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OINS IV PRIVATE. In accordance with Congressional interest 
NVESTMENT PROGRAM in efforts to make wider use of private 

. enterprise in the foreign assistance 
progran, the Director for Mutual Security has asked all agen- 
“cies concerned to cooperate in an intensified program. The 
Technical Cooperation Administration (TCA) has transmitted 
to its missions an outline of the general aspects of such a 
program in which TCA and Commerce will cooperate. MSA is 
sencing instructions to its missions on the same subject. 








We believe US Point IV efforts in underdeveloped :coun- 
tries depend in addition to the governmental assistance phase, 
upon increased investments of private capital from the US, 
other capital exporting countries, and from local sources. 

The investment of private funds from eapital exporting coun- 
tries, particularly from the US, has the advantage in most 
cases of providing managerial and technical knowledge to indus- 
trial development ana will favorably affect the world dollar 
Situation. 


Proposed Prozram-: ‘The intensified program will, at first, 
consist of three principal parts: 1) the encouragement of 
conéitions favorable. to private investment, both local and 
foreign; 2) the identification cf specific ’ opportunities for 
investment and location of interested investorss; and 3.) the 
assembly and dissemination of country background information 
necessary to foreign investors. | 





Under the plan,. opportunities for investment abroad 
must be presented to private businessmen, both local and 
foreign, in the most specific terms possible. The assembly 
of background | information on a country by country basis will 
provice potential US investors with competeat and reliable 
data as to the conditions and circumstances under which a 
private ernterprise:-can be established and conaucted. This 
information is also useful in efforts to'develop a more 
favorable atmosphere for private enterprise, and will help 
in negotiations with the host country on specific restric- 
tions which adversely affect. the investment of domestic and 
foreign private capital, and in negotiation of international 
agreements, such as treaties of friendship, commerce and 
development, investment guaranty egreements, and tax treaties. 


TCA has informed its missions that they, working with 
the host governments, local business groups and individual 


businessmen, will be responsible for identifying and develop- 
ing specific information on opportunities for investment, 


assisting 
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assisting in supplying - background information, and in carry- 
ing oyt.negotiations with the host government. in an attempt _ 
to make the investment climate more attractive. The coopera- 
tion of local private investment groups should. be solicited 
for the collection and exchange. of information about invest-: 
ment opportunities, and.assistance should be provided to | 
officials and local businessmen in the development of. effec- 
tive methods for. present ing investment: opportuntties, ; 


.. «The missions have been asked to explore: ail possible . 
means of furthering private enterprise through jointly agreed 
technical assistance projects. Of particuler importance are. 
projects designed to facilitate private. investment through. 
advice: in. such fields es. government fiscal policies. and - 
administration, tax laws, mining and corporation laws, : and 
through advice and possible joint action with respect to 
improvement of credit facilities and establishment and 
strengthening of institutions directed at channeling private 
capital into approved development enterprises. The missions 
should give special consideration to the encouragement of 
private capital to. undertake economic development where 2 
feasible and to discourage the use of public funds, particu-" 
larly US funds, in areas whére private eEperes | can aw 
be induced to. undertake the COVE LOPRERS « “ 


_. The missions may find. it possible to work: with the A ens 
foreign government in creating interest in incréasing. private 
investment, foreign and local, directing attention to the __ 
benefits, both social and economic, which private. enterprise 
has:: brought to. other areas and pointing up ways in which. - 
private’ enterprise. could further. national: policy on. ‘terms ‘a 
‘ consistent with the government's objectives... ao 


‘ ‘Under the pian, ‘CA: and the ‘Department of. ‘Codmeren:. 
Office of. International Trade will make. available to US:..%°3- 
business concerns the information supplied from the- missions, 
and-will assemble and’ disseminate background. information. -. 
regaraing conditions and’ circumstances. for investment in 
‘specific countries. They will also assist in preparing: for . 
treaty and other types of negotiations in the: interest: Of 
improving. the investment. climate..: fe Qe 


Plans are being made to send a small team of highly 
qualified experts composed of government and private business 
representatives to two or three countries where it appears 

most feasible to especially emphasize the investment program 
to assist the misadon ‘in developing such 4 program. 


Consideration 
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‘Consideration-is also being given to the. possibility — 
of contracting with private-US firms of consulting engineers 
or industrial research development institutes to assist the 
host government in. tne identification and analysis of specific 
investment opportunities and the preparation of brochures 
suitable for serious consideration by private investors. 


Since we:are well aware of the delicacy of this subject 
in many countries, we have stressed to the missions that 
every effort must be made to avoid giving the impression that 
we are seeking to force US capital on unwiliing customers, 
Forward steps in. this field should not be suspended, however, 
simply for fear of attacks from.pro~Communists. The missions 
should bear in: mind that Congress regards this phase of the 
Point IV program as of equal importance with-the governmental 
assistance phase, and the possibility that no substantial 
success will be achieved along these lines in a particular 
country is not regarded as a sufficient reason: for ae 
no SOTZORe . a 


a’ - 


evTices FOR PRICES OF ‘Raw MATERIALS The Department is giving 
Bibel VE TO PRICES OF LANUFACTURES -partioular attention to 
® the problem of raw mate= 
rial prices in relation. to-other prices in connection with | 
commodity agreements or other stabilization measures, A re=. 
port which explores the outlook for relative -prices for. the. 
next ten years.has been prepared within the Department-as 
background for its study of the ‘price ‘problem, . Changes. in the 
relationship between raw material prices and prices of manu- 
factures.significantly affect the economic fortunes of both 
primary producing and industrialized countries, -The: Inter-: 
national. Bank for Reconstruction and Development has estimated 
unofficfally that primary producing countries gained $2.3 bil- 
lion in 1950 and.$3.2 billion in 1951 as compared with the 
period January 1948-September 1949 because ofthe increases 
in relative prices of their exports. This gain represented | 
increases of more than 3% of their total. incomes, In com. 
parison with 1948-49, Western Europe's payments burden re- 
sulting from higher prices paid.for imports :of par oe products 
relative to prices received for exports, was estimate 
$2.7 billion in 1951 or. more. than 20% © of its trade aoricit 
for the year. ; : ) 


The 
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The report finds that prices of foods are likely to 
rise relative to nearly all other prices over the next 
decade. Prices cf other agricultural products and of most 
raw materials are expected just to hold ;their —— price 
— relative to manufectures. re +. a 


Relative Price Trentis 1938-50 In large. deeree, the 


rise in relative prices of raw materials. after. the Korean 
outbreak was of a temporary war-incéuced character and repre- 
sented speculative excesses and short- -runsuppiy inelasticities. 
However, these excesses: were superimposed on.a more gradual 
upward movement in relative prices of raw materials which - 

Has been going on since 1938. (1936 was. net. a i penees of 

fall employment.) : 


¥ 





Data compiled by the UN show that for ‘the ‘US the setee 
-inéex for primary imports relative to the .index for exports 
of manufactures wes 133 in 1948 on the basis of 1938 prices. 
equal to 100. In the case of the UK,.the-comparable price . 
index was 121.5. From 1948 up to the outbreak of Korean — 
hostilities the trend of US primary ere ene relative 

to export prices continued ERATE. -, 

52. Although prices ‘of primary .products. aS. a group .have — 
risen substantially Telative toa.prices of . manufdetures as | 
compared with pre-world’War II, the increases..were much : 
greater in the case of foodstuffs ‘than . for. other raw materials. 
in 1948, food prices were 303% ‘of the 1938.level, and a 
oils were 470% of the base year. Mineral prices were 235% 

of the 1938 price. After 1948 food. prices declined relative 
to price of industrial raw meteriats; but wntil Korea were. 
ethod ahead relatively: in’ terms. “of the: prewar. base. . yt 


Production Trends. ‘Daring the past decade or so, the 
growtn of raw material production has been considerably |%: 
less than the grcwth of industrial capacity. In the case »:: 
of: foodstuffs, production has not been keeping pace with =! 
the growth of population. Between 1913 and 1937 food sup- 
plies slightly exceeded population growth. | Between 1937 
and 1950: food output increased less than 5% as compared: 
with:-an 11% increase in population. A lag in food production 
cannot readily be made up by other devices, and has resulted. 
in lowered levels of consumption in large areas of the world. 
The production lag has occurred .in Europe and the Far East. 
Only in the casé of North America , chiefly the US and epepeaah 


. has - 
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has production substantially exceeded population growth. 

As a result, the rest of the world has become increasingly 
denencent on dollar supplies of foodstuffs, with resulting 
Gamage to their dollar balances of payments, and prices of 
food in non-dollar areas: have gone up. 


Factors Which Have Influenced Prices.) Abnormal wartime 
and immediate postwar demands coupled with the disorgariza- 
tion, social unrest and destruction of important sources of 
supply have been significant price reinforcing factors. More 
basic perhaps has been the accompaniment of strong demand by 
rising relative costs in primary production, especially 
agriculture. The disparity between wage rates in agriculture 
and industry hastened the exodus of labor from the farms and 
raised relative wage costs in agriculture. Between 1940 and 
1950 there was a 20% decline in the rural lebor force of 
Canada, Australia and New Zealand. ~ 


In the case of many important metals, anesenecd produc- 
tion has required the exploitation of: lower. grade reserves. 
Moreover, some governments in’ underdeveloped areas have 
imposed special levies on export industries, and in many 
instances unfavorable political climates have retarded the 
inflow of private foreign capital, waich. weuld have encouraged 
production and lowered prices. 


Prospects for the Future In attempting to predict the 
trend of raw material and food prices relative to prices of 


manufactures over the next ten years, certain broad assump- 
tions have been made in the report ander discussion as to 
prevailing world economic and politicel conditions. It is 
assumed that in the next decade there will be no general war, 
and no major and unexpected technological developments. It 
is assumed that there will be continued east-west tensions, 
continued high level economic activity in major industrial 
countries, and maintenance of present productivity trends 
in agriculture and industry. It is assumed that the free 
world defense effort will level off at adout the scheduled 
1953-54 level. 


While sienificant variations in the future movements of 
individual commodity prices are to be expected, certain broad 
generalizations can be made on the outlook for relative prices 
of primary supplies as a whole. On the demand side, a sus- 
tained and growing need for raw matérials can de anticipated 


in 
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in industrialized countries with the expansion in their 
Gross National. Product resulting from expanding labor forces 
and increases in labor productivity. 


Population growth during the 1950's will assure a 
rising level of demand for basic foodstuffs, particularly 
grains. at the same time, relative costs in agriculture 
seem likely to rise as the wage differential between 
industry anda agriculture draws lapor away from farms. Gains 
in agricultural productivity are not aati to check this 

upward movement of costs. | 


The rise in prices of basic foodstuffs relative to 
price of manufactures may be at most one-third for the 
period 1950-61, which would be half the increase which took 
place d:ring the past decade. The price increase will impose 
added burdens on the strained resources of predominantly . 
industrial countries like the UK, Japan and Germany, and 
underdeveloped but chronic food deficit areas like India. 
at the same time the strong economic positions of major 
food surplus nations, the US and Canada, will be further 
reinforced. : 


On the supply side, according to the report, the indica- 
tions are thet the underdeveloped primary producing areas 
will continue to favor industrialization at the expense of 
raw material production. The resultant broacened job oppor- 
tunities in industry will strengthen the tendency of labor 
to move out of primary production, particularly agriculture, 
thereby raising relative wage costs. With the leveling off 
of defense expenditures and continued expansion of industrial 
capacity in countries like the US, Germany, the UK and Japan, 
the supply of manufactures available for export will become 
relatively easy. AS a consequence competition for export 
markets and for soft currency sources of raw material 
supplies will be intensified, thereby weakening prices of 
manufactures relative to prices of primary products. 


The pressure on relative prices of cereals and livestock 
products which account for about one-third of the value of 
agricultural supplies in international trade is likely to be 
especially great. The rapid growth of population and rising 
consumer incomes in the US and Canada will continue to modify 
the pattern of farm production in favor of greater output of 
meat and dairy products, market gardening and fruit growing, 
which will reduce cereal export availabilities except at 
higher relative prices. 


The 
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The outlook in other important.food exporting areas 
is not encouraging. No significant. increases in export:- 
availabilities appear likely from. the traditional food sur- 
plus areas of the Far East. With Japan's cereal import 
needs doubling in the next decade, a sizeable increase in 
the net import requirements of Asia as a whole are to be. 
exvected unless India achieves some measure of success in 
its grov-more-food campaign. 


-‘The existence of adequate synthetic ‘itnh thei suggests 
that worl, cotton. rubber and jute will not go up in price. 
Among the non-asricultural raw materials, only wood and wood 
products may show significantly higher prices. There will 
not be enough timber to meet anticipated dewand at prevailing 
relative prices. World needs for other raw materials are 
expected to increase substantially over the course of the 
decade, but the availability of -both mineral reserves and 
capital for expansion of output argue that these needs will 
not necessarily bring about large changes in relative prices. 
Plans already have been made and in many cases are now being 
implemented which will provide sufficient additional capacity 
to meet the enticipated increased requirements for major: 
non-agricultural raw materials et least over the next five 
to six years. Unlike agricultural supplies, minerals except 
'in the fairly short-run are guite responsive to increases: 
in demand. Major importers of non-agricultural supplies 
generally cen provide the necessary.stimulus by way of needed 
capital. Furthermore, since the operation of large scale, 
integrated and heavily capitalizec industrial processing 
‘facilities depencs on thé continued flow of adequate supplies 
of raw materials, a strong compulsion. operates on the companies 

to make investments in new ‘capacity where needed. ‘There — 
-_ appear to be no serious problems. so far as mineral reserves 
are concerned. The report concludes-that for the period 
under discussion, non-agricultural supplies will be produced 
in adequate amounts and at roughty the ‘same relative prices 
as obtained in 1950... 
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BOLIVIAN GOVERNMENT On October. 31 the Bolivian Government 
NaTIONeLI2es MINES issued a decree effective immediately 

nationalizing the Patino, Aramayo and 
Hochschild group of mining companies, the Big Three of 
Bolivia. This action followed the report of the special 
commission set up by the- new regime in June- (See page 1, 
July 21, 1952 issue) to study ell aspects of mine nation- 
alization. Under the decree, all.mines owned by the three 
groups of companies revert to state-ownership, (The Bolivian 
-Corstitution provides that sub-soil wealth belongs to the 
“Steve, and the Government considers that mining concessions 
can be cancelled whenever they no longer appear to be of 
publi¢ benefit.) The law-does not provide for compensation 
for the mines themselves, but provision is being made.in 
the-decree for compensation to tne Big Three for instella- 
tions, equipment and ovildings, subject to deductions for 
unpaid taxes and other clains,. 


The US will continue its efforts to persuade the 
Bolivians to proceed in a reasonable manner on nationaliza- 
tion, and to, provide just compensation. (AmeriGari.share- 
holders have a substantial interest in the largest-Patino 
- company.) Since it will not be known for. several months 
whether the Bolivian Government will carry out nationaliza- 
tion on acceptable terms, the US is considering -continuation 
“Sonia policy of buying 7 spot tin concentrates from 
Boliviae. 


Provisions of the Decree The nationalization-decree 
makes. a provisionai offer to pay the companies. the- book 
value of their. plants. and equipment, which is about . 
-$21,850,000, subject to settlement by the companies of. 
claims odged against them by the Bolivian Gove: rument. 

In addition, the government will pay 3% interest cn :the 
valuations determined for the companies, for the. period 
during. which settlements are under negotiation. The 
deadline for this period has been set for December 31 
1953. Provision is also being made to.set aside. 2% of 

the gross value of the cres produced each month to pay 

the amount of compensation: found due or agreed upon, plus 
‘the interest... In recognition of the JS position in regard 
to satisfactory compensation and to avoid international 
SEIOTROR the Bolivian Coverament has padsoates, that it 


will | 
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will leave the door open for the government to desist on 
claims so as to permit the payment of reasonable compensa- 
tion to be negotiated subsequently with the Big Three. 


Since the decree also affects the tungsten and:.other 
properties of the three major tin producers, the US is 
concerned with its effect on existing US contracts for 
Bolivian tungsten. Prior to issuance of the decree, the 
Bolivians had been informed that the General Services 
Administration and the Eximbank would accede to subroga- 
tion of tungsten contracts to the Bolivian Government if 
there was mutual consent on the part of producers and the 
Bolivian Government before actual nationalization, and 
provided the nationalization plans of the Bolivian Govern- 
ment did not conflict with major US interests. according 
to latest reports on this matter, the Bolivian Cabinet 
intended to explore further the possibilities of keeping 
the tungsten contracts valid. 


US Supply Situation When US domestic limitations on 
the use of tin were relaxed in August 1952, and tin treading 
was returned to private hands, arrangements were made for 
the RFC to carry an inventory of 15,000 tons of tin metal 
and to maintain this level of stocks before making any 
transfers to the stockpile. Since then about 4 or 5,000 
tons have been transferred to the stockpile, and the rate 
is considered satisfactory. The amount which goes into 
the stockpile is the surplus between RFC stocks over 
15,000 tons minus commercial demand for RFC metal. Since 
August 1, new RFC contracts have covered only concentrates 
for the texas City Smelter; and RFC has enotigh concentrates 
on hand and under contract to keep the smelter operating 
for a yeare RFC has been purchasirg Bolivian concentrates 
right along on an essentially spot basis, and in September 
announced its most recent short-term deal with Bolivia. 
covering 6,000 to 7,000 long tons of tin concentrates . 
at $1.175 a pound f,0.b. South American ports. The con- 
tract covers concentrates produced through September 30 
so that the question of tin mined under nationalization 
does not enter in. In addition,. the US buys tin from 
Malaya, Indonesia, the Belgian Congo, Thailand and -mall 
. amounts from Portugal, If, however, there is a sizabie 
reduction in Bolivian output as a consequence of nationaliza- 
tion, the surplus now going into the stockpile would shrink. 


Expected 
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Expected increased production in Indonesia and the Belgian 
Congo would not offset such & reduction. 


i Bolivian Situation ‘Bolivia: is not chly ‘the third 
most important tin producer.in.the world (ranking behind 
Malaya and. Indonesia) it is the only source of tin in. 

the Western Hemisphere, and is the principal foreign 
source of tunzsten in this hemisphere. Its annual exports 
amount to about 35,000 long tons of tin, about half of 
which is shipped to the US.. Bolivia is also the world's 
leading producer of. antimony, and way also have dep»sits 
of uranium and colombite, although there has been little 
exploration for taese minerals. Some 95% of Bolivia's 
forei-n trade receipts comes from mineral exports, 70% 
from tin alone. Unfortunately, a large portion of its 
imports consists of foodstuffs, for despite a rich land 
capable of producing more food and fibers than are needed 
domestically, Bolivia*s economy is characterized by a 
scarcity of domestic agricultural production. Less than 
1% of the agricultural area in the country is being culti- 
vated. Orderly exploitation and development of these land 
resources would free for the purchase of other essential 
commodities much foreign exchange now going to buy food. 

& major obstacle to agricultural independence is lack of 
adequate transportation, but antiquated farming methods, 
health problems and a largely undernourished, ill~hcused, 
untrained populace are also responsible, Weaknesses in 
the tax and exchange structures, and in land ownership, 
and lack of capital also help to keep Bolivia a Peer: 
country in spite of its natural resources. 


Since 1942, the US and Bolivia have been cooperating 
in an over-all plan of economic ‘development. . Through | 
improvement of transportation facilities between the 
rich but undeveloped eastern lowlands, and the pcpulated 
high plateaus this cooperation is designed to achieve 
expansion of agricultural production, and reduce Bolivia's 
heavy dependence on mineral production... Coordinated 
with this basic plan of action are other cooperative 
efforts to improve techniques of agriculture, expand 
and raise standards of education, and improve the level 
of public health. | 


Although 


DECLASSIFIED FOR PUBLICATION IN FOREIGN 
RELATIONS OF THE UNITED STATES 








CONFIDENTIaL = SECURITY IMFOR. aTION 
"me OE me 


Although the present ruling Bolivian party took 
power only after the revoluéion in April of this year, 
the leader of the Party, Paz Estenssoro, had the largest 
number of votes in the May 1951 election: He did not 
get the majority required for election, and the election 
returns should have then been referred to the Congress 
for decision. However, a military junta assumed power 
and annulled the elections. The party of Paz over threw 
the junta in the april revolt. The present regime's 
five principal avowed objectives include: nationalization 
of the mines, agrarian reform, reorganization of the Arny, 
stimulation of foreign investments, and incorporation. 
of the Indians into the national life of the country,. 
Indians constitute the majority of the population and. 
live larg2ly apart from‘the modern economy and organized 
society of the country. Those not employed in mines 
or on large farms live in agricultural communities 
- which support a standard of living almost unchanged 
since the Spanish conquest four centuries ago, 


Steps toward Nationalization .On June 2 the new 
government issued a decree giving the Banco Minero an 


export monopoly over ali minerals. However, the bank 
was not staffed nor did it have the capital for such © 

a large operation, and the implementation of this. 
decree nas not yet been fully worked out. On October 3, 
the government issued another decree creating the. 
Bolivian Mining Corporation, with a market monopoly — 

of minerals under the gune 2 decree, and an import 
monopoly of mining materials and machinery. The corpora= 
tion was empowered to create mixed companies .to work 
individual properties with the governaent holding ple 


In general, the US takes note of ‘the dilemma 
posed for the Bolivien Government by the leftists. on 
one hand who want outright confiscation, and moderate . 
elements on the other, either of which might try to. 
overthrow the government. At one point, for example,: 
after the new regime came into power, there were signs. 
of a struggle for power between President Paz and 
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Juan Lechin, Minister of Mines and a radical labor 
‘leader. However, events accompanying nationalization 
indicate that Lechin is probably opposing the extremists 
within the Bolivian trade union confederation, the Cen- ~ 
tral Obrera Boliviana (COB), and supporting the govern- 
ment's intention to proceed slowly with nationalization. 
This became apparent when a resolution passed by the. 

COB underwent a change, probably under Lechin's ine . 
fluence. The resolution at first demanded expropria-. 
tion without compensation, and called for direction © 

by the workers, In its final form it merely recommended 
expropriation.without compensation, and called for in- 
spection by the workers. The nationalization decree ~ 
provides for “worker control...with the participation 

of workers, through Gologates, in the local adiainistra- 
tion: of each mine", — 


The Tin Smelter Proposal In its desire to reduce 
Bolivia's dependence on otner nations, the new Bolivian 
governnent may, it is feared, weaken the country's 
economy. In a recent instance an internatio6nal syndi-~ 
cate.ccmposed principally of: argentine promoters with 
unknown financial backing, capitalized on Bolivia's 
desire for a tin smelter and made an offer to Bolivia 
to invest about $8 million in the construction of a 
tin smelter, an explosives plant, and allied installa- 
tions, on the condition that the government grant 
the syndicate a 25 year monopoly on all Bolivia's 
tin, plus a 25 year match factory monopoly, a fran-. 
chise to open an industrial bank and other un- 
specified considerations. The Bolivian Government 
accepted this proposal with an arrangement for 51% . 
participation by the Bolivian Government although. 
it is not certain that the government has the means 
to carry out obligations under the agreement. There 
are also technical problems which make it appear 
doubtful that the plans for a Bolivian smelter will 
ever come to fruition. The principal member of the 
syndicate, moreover, has an uncertain business reputa- 
tion, so whether the agreed contract will redound to 
Bolivia's ultimate benefit, is open to question. 
According to a late report, the UN,at Bolivia's re- 
quest, has designated an expert in the tin industry | 
to advise the Bolivian Government and give it 
technical. assistance in planning this venture into 
a tin smelting. operation. 


* * » 
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INDIAN AID PROGRAM India’s principal €cmomic problems 
FOR FISCAL 1953 will receive US attention this year 

in the form of teshnical assistance 
“under the terms of a supplemental program agreement just 
“signed in New Delhi by representatives of the Indian end 
- US Governments. The -US program will represent a projection 
of the 1952 program in most fields and will ‘complement 
other forms of external aid. Through the United Nations 
and its specialized agencies, India will rezeive technical 
assistance of about 42.5 million; negotiations are proceed- 
‘ing on possible international Bank loens. Cclomdo Plan 
Countries and Norway wiil also contribute to the impie- 
mentation of the Indian Five-Year Plan. | 


Background The Point IV program in India will be 
carried out under the terms of the indo-US echnical 
Cooperation Agreement of January 5, 1952, which remains 
in effect until June 30, 1957, and under the supplemental 
agreement. The agreem ent provides for joint program plan- 
ning by a Central Committee of the Indian Government ana 
‘the ‘US Director of: Technical Cooperation in India. 


The agreement sets up two funds to cover the costs 
of the program. The first, called Fund A, consists of 
US aid. Under the basic agreement, $50 million was con- 
tributed to this fund for agreed projects in FY 1952, and 
it is to this fund that the US will during this fiseal 
year contribute $38,350,000. In addition: to this fund, 
the dollar costs of program direction, training in: the US 
and US technical personnel, amounting to $4.5 million in 
fiscal 1952 and $7,050,000 for fiscal 1953 are paid directly 
by the US Government. "The second eccount ; called Fund 5B, 
represents the Indian rupee contribution to the program. 
The Indians will meet ali local costs of agreed projects 
which it is understood will amount to considerably more 
than the equivalent emount of dollar aid provided by the 
US. The Indian contribution to Fund B for 1953 will be 
in the amount of 65.65 crores of ‘rupees (about $138 
millicn). 


US Program The program under the supplemental 
program agreement for fiscal 1953 is divided into. the 
following "i parts: 1) agriculture, forestry .and 
fisheries; 2) health and sanitation; 3) natural resources, 
public works and transportation; +) education; 5) development 
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of industry; 6) assistance to public administration; and 
7) joint economic commission and surveys. The community 
development program, which forms a ma jor part of US aid, 
is aimed primarily at increasing India's domestic food 
procuction. in conjunction with India's desire to save 
the foreign exchange costs of its present burdensome 
grain import requirements. If these imports can be elimi- 
nated, foreign exchange can be utilizec for imports for 
economic development. The elimination of grain imports 
would free foreign exchange resources for imports for . 
India's economic development. 


The basis of the 1952 program was at the village 
level for agricultural improvement, combined with voca- 
tional training, local implement manufacture, and elemen- 
tary public health measures. Since the agreement for 
the 1952 program with India was. signed in January 1952. 
Guring the midst of the- Indian national election, most 
of the projects did not begin until the third and fourth 
quarters of the 1952 fiscal year. With the signing of 
the 1952 agreements, the US became a partner with India 
. in the largest rural development program undertaken any- 

where in the worlc,enlarging upon a program elready 
included in India's Five-Year Plan. In addition, the US 
aic programs include fertilizer imports, tubevelis for 
irrigation, iron and steel imports for agricultural uses, 
river valley development, fisheries, locust controi, soil 
surveys, village worker training, forestry research and 
desert afforestation, anc malaria control. An important 
US contribution to India's emergency need for food was 
mace possible by the passage of the Indian Emergency Food 
4ic Act, under which shipments of grain were delivered, 
and famine averted. | 


India's Development Program Since a solution to 
Incgia's Gomestic economic problems will be the main factor 


in the stability of the government and the future of 
democracy in India, the Indian Government in June 1¢51 
embarked on a five-year plan for economic development, 
designed primarily to cover agriculture, irrigation and 
power; transport and communications; anda industry. The 
program concentrates heavily on the development of irriga- 
tion facilities and related hydroelectric power capacity 
for pumping irrigation water and for local incustry. It 


also 
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also provides for teisniihiebine use. of fertilisers, for ~— 
reclamation. and other measures to improve farming practices. 

a tion of SEORAPET ITT SS - facilities is an important 
actor, $cc 


By implementing this program India will improve 

comestic food production by increasing yields per acre 
anc by bringing in new acreage. Another echievement will 
be to provide elternative means of livelihood for persons 
displaced by the development of new agricultural techrioques. 
India's economy is typified by pressure of ponuletion on 
resources and productivity. about three-fourths of the 
poouletion is. engaged in agriculture] pursuits: nire- 
tenths of the cultivable acreage has been consistently 

- Cultiveted over the last ten years, yet Indis has been 
unable to proauce its minimum food requirements. Imple- 
mentation of the econcmic cevelcpment program will: put a 
severe strain on Incia's internal end external financial 
position and will recuire considerable cutside assistance. 
The Government cf india is unable to raise the total re- 
quired external financing of the vrogram from ioans: within 
the next five years since its ebility to service such 
loans is limited to a small portion of its Tinencial . 
requirements. | 


Aid from Other Sources In addition to tne US Covern- 
ment, Inaia is receiving externel aid from the United Netions 
and its specialized agencies, the Commonwealth countries 
participating in the Colombo Plan ne numerous privete 
organizations. 


UN programs have »rovided technical advisers and 
treining feliowships in variec activities, with mejor 
expenditures for public health needs. A large UN Inter- 
national Children's Emergency Fund program-has included 
child care projects, supplementary feeding programs, and, 
in cooperation with the World Health Ongenisetion, a: 
Small anti-malarial campaign in northern India. The 
Food and Agriculture Organization has sent a number of 
technicians for specific scientific consultation and 
UNESCO has begun to send researchers to India in a number 
of scientific and educational fields. 


Negotiations 
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 Negotia tions. ‘are proceeding on: possible joint: ream 
and ‘Indien financing of a major ‘expansion of the Indien iron 
and°steel industry. In addition to past “loans amounting to 
$60 ° Million, the IBRD.is considering financing the €xpansions 
of existing steel ‘plants with d-loan of ‘up :to'$30 million, and 
has uridér consideration an $0 ai liton. loan ‘to: the.  tadus tiie} 
Finance. Corporation of India. i i. 

Colombo Plan assistance has inéluded: sizable: event: tuibbade 
ance by Canade, australia and New Zealand, The ‘UK will release 

sterling balances at the rate of £35 million per year until... 

1957.. Of the total Colombo contribution to India of $25 militon 
for the first-year, $20 million is'in the form‘of wheat, and 
$5 million for use in irrigation and ‘power projects, transporte- 
tion, and for the purchase of egricuitural and building ma-: 
terials used in efforts to increase land:yields. ‘The grain:: 
shipment created substantial counterpart- funds which ‘have in. . 
large part already been used for economic development. 


Norway recently made arrangements with India and the United 
laticns to provide technical assistance to India ‘througe:; the 
facilities of the. United Nations. } ! 


Aid from voluntary organizations is. furnd:shea te India. “J 
on a substantiai scaie by church missionary groups anda... 
few private foundations. American missionary grouns.operate 
projects in the fields of education, mecicine , social services, 
vocational training, and agriculture. European, Canadian and 
Australian churches are engaged in simiier pregrams. The Ford, 
Rockefeller, and Watt:mui2 Foundations’ all- have important ;- 
programs in’ India, ‘The Ford Foundation ‘signed an agreement. 
with India in January 1952: for the implementation of aa ex-- 
tensive program of rural development. It will share in the 
financing of some part-of the Indian community: development 
program for three years and will contribute about $3 milion. 


Private Investment Private investment in oil refineries 
and in the manufacture of antibiotics has..been initiated - 
within the past year. Negotiations are also. under way between 
the US and Indien governments for the establishment of in-. - 
vestment guaranties and a treaty of friendship, commerce: and - 
navigation. These measures are aimed at -oeeeres.: a igreater 
flow of private american capital | into nsneered 


- 


% i i ey te . 
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ReER FoR S EESe TOR Continuance of the work of the Provisional 
0 SESSION Intergovernmental Committee for the Move- 
ment of Migrants from Europe through 1953, 
was determined at the fourth session of the migration committee 
which was held in Geneva October 18 to 25. There was a well- 
organized drive at this session on the part-of both emigration 
and immigration countries, spear-headed by Italy and supported 
by the Council of Europe, to establish the committee ona ~ 
permanent basis, and to involve it in the financing of coloniza- 
tion. It wes felt by many countries that the reasons which 
had led to the creation of a migration committee were still 
valid and that long-term migration plans could not be form - 
lated unless the committee continued in existence. In order 
to define the nature and extent of the scope of its future 
activities, the Director was requested to submit a preliminary 
draft constitution for the organization, which in the future 
will be known as the Intergovernmental Committee for European 
Migration (ICE), for discussion at its next session in ~ 


- March 1953. 
Developments During 1952 The number of migrants moved 


under the ausnices of the migration committee from February 1 
to September 31, 1952 totals 62,808. According to the progress 
revort of the Director, the decline in the movement of migrants 
during July and August was heavier than expected, and the 
initiation of new programs also proved to be more aifficult 
than was originally enticipated. It now seems certain that 

the migration committee will not be able to meet entirely its 
original goal for 1952. With the help of all governments, 

the Director believes it may be possible to reach ea figure : 
which would not be far from 100,000, as compared with original 
plans to move 116,000 migrants in 1952. 


Some of the difficulties appear to be beyond the com- | 
mittee's, and, to a certain extent, beyond the governments' 
powers to solve immediately. Certain immigration countries 
are experiencing unemployment, and their economic situation © 
makes continued immigravion at recent ievels difficult. _ In 
other countries economic and technical development has pro- 
ceeded too slowly to permit the rapid absorption of an in- 
creased immigration flow. In Australia, for example, the 
economic situation has changed so rapidly that the government 
has decided to curtail immigration. For the first time in 
many years unemployment has developed so that, in spite of 
the desire to increase the population, the Australian Government 
has felt obliged to modify its reception of migrants temporarily. 
Candda, too, has decided to slow the pace of immigration due to 
housing difficulties and seasonal unemployment. 


Some 
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Some of the difficulties appear to be temporary, such as 
administrative complications, ana the time-lag caused by the 
need to stuay carefully all phases of the migration movement 
before new agreements can be implemented... However, certain 
encouraging signs, such as the recent-inerease-in movements 
from Italy to South America, the signature and eerly imple- - 
méntation of the Ausiralian-Genman migration agreement, under 
which an initial seiling. of, 1. 000 German immigrents for . a: 
Australia took place in mic -October ; lead the Director to 
believe there will be an appreciable increase in the over-ai3' 
rate of movement curing the remainder of 1952. 


BEST COPY AVAILABLE 


"The committee's operations in the first half of 1952 
included cooperation with ihe voluntary societies which Bros"! 
vided assistance to indivicual migrants from Europe end to” 
refugees from Shangnei. Desnvite the general limitation of : 
immigration opportunities in 1952 which affected the programs 
of the internationeliv operating voiuntery societies under 
revolving fund agreements, scme of them reached or are nearing 
the first objectives establisned with the committee and most 
are now woreaas to expand their present activities. The migra- 
tion co vee also signec agreements.in conjunction with the 
US Escapee "Program, under which a‘ flat sum is vaid by the US 
Government to the committee for every escapee moved. The - 
migration committee wes represented’ at the June 1952 session 
of the Inter-Agency Regional Coordination Committee on Migra- 
tion in Letin America, esteblishea by the UN Economic Commission 
for Latin Anerica, ana is now'a permanent merber cf this roi 


committee. a 
Technical ssa and titers SEAT vase In accordance . 


with @ request made at. tne tleasi. session, ‘tthe Director submit ted 
a preliminary report based on the results of his conferences: 
with internationel, national end ‘private institutions which” 

are in a position to furnish technical aid and financing ‘for. 
programs which would facilitate the free movement of pipseate.: 
from Europe ta oversecs countries. The rerort noted that the: 
negotiations initisted with the various institutions must be- 
cerried further before attempts can be made to ascertain the © 
technical or financial aid which these ‘sources can vrovide,': 

but ¢elled peyensaen to the need for improving and developing - 
the committee's services in order to increase the volume of - 
movements within. existing potentialities. In general, the  _ 
Director reported, the remedies for, the: present situetion are. 
of two kinds: 1) improvement of techniques in beth emigration: 
and immigration countries to.achieve full utilization of exist- 
ing immigration possibilities; and 2)..development of the economic 
potentialities of receiving countries: to create additional — 
possibilities for the absorption of immigrants. 


The 
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The committee requested the Director to improve and 
develop technical services related to the movement of migrants 
which are likely to increase the volume of such movements by 
seeking the maximum collaboration of interested governments 
and competent organizations; to encourage the preparation of 
settlement plans of member governments wishing to increase the 
numbers of migrants to be received; to participate in the 
drafting and further the completion of such plans as the 
governments concerned may be prepared tc aaopt: and to continue 
the investigations and discussions undertakei: in this regard 
and report as early as possible to the committee on the con- 
clusions reached, as well as on the arrangements made and the 
results obtained in carrying out the above tasks. 


The committee did not anprove the Director's recommenda- 


‘ tion that the sum of $2 million be earmarked for the financing 


of projects for the stirilation of migration from Europe in 
countries whose governments express the desire for them and 
where they can be set up. The US made its position clear on 
many occasions that the committee was not authorized to engage 


in the management and direction of settlement projects, nor 


to use its funds in financing such projects. 


Other Problems At the request of the UN High Commissioner 
for Refugees, the committee considered et its last session the 
problem of small groups of refugees of European origin formerly 
within the mandate of the International Refugee Organization 
now resident in various countries outside Europe and in need 
of resettlement essistance. The Lirector, who hed been re- 
quested to study the situation and submit a report thereon, 
recommendea that he be authorized to employ the technical 
facilities of the migration committee, where these exist, for 
the purpose of moving European refugees from areas outside 
Europe end, where such facilities do not exist, to work out . 
appropriate arrangements, as feasible, subject to considerations 
of hardship and the most effective use of the financial re- 
sources available. This authorization was given on the under- 
standing that such financial resources would consist of funds 
other than migraticn committee funds for movements from Europe, 
in view of the magnitude of the problems of European migration 
with which the committee has been authorized to deal, the 
prohibitive overhead costs of new operations in areas where 
the necessary machinery has not been established, and, most 
important , the fact that such projects are outside the com- 
mittee's terms of reference. 


The 
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The committee also considered the grave situation of 
the refugees in Trieste and requested the Director to contact 
the UN High Commissioner for Refugees, the governments con- 
cerned, and the voluntary agencies, in order to encourage 
the resettlement of "hard core cases" in countries willing 
to receive them, end to take appropriate steps to bring about 
the emigration overseas of the greatest nurber of families 
of refugees in Trieste. 


Budget The committee approved the revised 1952 plan of 
expenditures which is to total $2,252,080 for administrative 
expenses, end 324,698,750, based on a movement of 100,350 
persons, for operational exnenses. The 1°52 plen of expendi- 
ture, as approved at the second session, callec for a move- 
ment of 137,500 st a total operational cost of $35,991,000. 


The administretive budget pronvosed for 1953 by the 
Director wes reduced to $2,147,000, with the total operational 
budget accepted at $34,608,475, based on an estimated movement 
of 120,000. The total buaget will require raising approxi- 
mately $4.5 million in new funds during 1953. 
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GATT CONTRACTING PARTIES The Seventh Session of the Contract- 
CONCLUDE. SEVENTH SESSION | ing Parties to the General Agreement 
on Tariffs and Trade which concluded 
in Geneva on November 10 was marked by the successful handling 
of a number of complaints of violation of the agreement or 
impairment of rights under the agreement. (See nege il. 
September 2°, 1952 issue.) Of particular interest to the US 
in this area were the provisional settlement cf the US complaint 
against restrictions imposed by Belgium on dollar imports and 
the authorization to the Netherlands to reduce its imports of 
wheat fiour from the US in retaliation for restrictions on inm- 
ports of Dutch dairy products imposed by the US under Section 104 
of the Defense Procuction Act. Two other complaints entered 


-against the US by Greece and Turkey were partially solved or 


deferred. 


Amon, other significant actions taken during this session 
were: 1) the granting of a waiver cf certain cbligations in the 
General Agreement, particularly most-favored-nation provisions, 
to vermit the six countries participating in the European Coal- 
Steel Community to fulfill their responsibilities under the CSC 
treaty without violating the GATT; 2) consultations with a 
number of countries on import restrictions imposed for balance- 
of-payments reasons; 3) acticn:on the Jananese application for 
accession to the agreement; and 4) approval of the text of an 
international convention to facilitate the importation of com- 
merciai samples and advertising matter and of a code of standerds 
to reduce documentary requirements for the importation of goods. 
The intersessional machinery which was establisned on a pro- 
visional basis at the sixth session was extended and strengthened 
for the period between this session anc the next, which is 
scheduled to be held the middle of September 1953. During dis- 
cussion of the functions of the intersessional committee, the 
question of re-examination of the General agreement was raised. 
The chairman pointed out that if such a study is needed, the 
Contracting Parties themselves would have to initiate it, possibly 
through a special session. : 


Belgian Import Restrictions During the last meeting of 
the Contracting Parties, the ie US and Canada expressed concern 
over action taken by the Belgo-Luxembourg Economic Union to re- 
strict importation of goods from the dollar crea, as one of the 
measures it had adopted to reduce its extension of credits to 
the countrics in the Evropean Payments Union. Eerly in 1952, 
the US filed a formal complaint that these restrictions were 
damaging US trade and constituted a departure from CATT obliga- 
tions. At the seventh session, Belgium announced its intention 


to 
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to return to a regime free of quantitative restrictions and 
within the next two or three months, as the first step, would 
liberalize significantly its doilar "4mport restrictions. The 
US and Canadian delegations expressed tneir satisfaction with 
the Belgian proposal and agreed there was ro need for further 
consideration pending announcement of detaiis of the Belgian 
proposals. The discussion cf this problem spread to the broader 
problem of the conflict between EPU and GAIT objectives, with 
the French stating that the solution proposed by Beigium might 
have repercussicns on other countries having collar problems 

and on the efficient operetion of the EPU. Our representative 

. explained the US position on EPU. He stressed the present 
importance of EPU, and the contribution it coulda make to ulti- 
mate convertibility, but pointed out that it is regarded in its 
present torm as a trensitional arrangement. He alsc pointed 

out that the YE recognized the risk that, unless carefuliy | 
managed, such an orgenization might lead to new preferential 
arrangements. In summarizing the situation, the chairman stated 
that the problem of reconciling the objectives of GATT and 
another organization such as the E°?U was difficult and Suggested 
that the eventual solution might ve a GaTT waiver. 





7 ~~! 


US Dairy Progucts Restrictions At this session,.a number 
ef countries exporting dairy products again claimed to be ad- 
versely affected by restrictions on imports of dairy products 
applied by the US under Section 104 of the Defense Production 
Act and asked that the Contracting Parties recognize their right 
to take compensatory ection. It was the consensus that the US 
was still infringing the General Agreement and that although’ 
the exporting countries could rightfully claim impairment, it 
would be preferable for the US to lift the restrictions and thus © 
avoicd compensatory measures. A resolution was adopted urging 
the US to continue efforts to repeal Section 104. Of the coun- 
tries claiming injury, only the Netherlands was prepared at this 
session to specify items it might wish to withdraw.as compensa- 
tion for its reduced exports of dairy products to the US. The 
Contracting Parties authorized the Netherlands to reduce its 
imports of wheat flour from the US by 12,000 tons in 1953 as 
compensation. In case other countries feel it is necessary 
to take compensstory action it might be necessary to convene 
a special session to deel with the specific proposals. At the 
last moment: the iwew Zealand delegate received authorization 
to request approval of the withdrawal of certain specific items. 
It notified its government that the instructions had arrived 
too late for implementation at the regular session. — 





Other 
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Other Compiaints Against US Turkey and Greece indicated. 
that they were > seriously injured by "escape clause" action 
taken by the US last summer which resulted in an increase in | 
the. duty on dried figs above the levels incorporated in the 
US. schedule in GATT. The US delegation continued consulta-— 
tions which had been begun in Washington with there countries. 
In the case of Turkey, agreement was reached cn a series of | 
provisional withdrawals permitting Turkey to increase-duties © 
on certain US products entering Turkey. The Creek delegation 
felt there was no advantage to be obteined in withdrawals. it 
might make and asked the US to consider additional concessions 
to offset the loss of the dried fig concession. A study:of 
trade between the two countries will be made before the next 
GATT session to see if it is possible to find additional items 
on which the US might grant concessions. Our delegaticn stated 
it was the intention of the US, es expressed by the President 
when. he announced the fig duty increase, to re-examine the 
need for this increase before the next fig marketing season - 
or sooner if circumstances justify. 





Greece, supported by Turkey, also declared itself injured 
by the US export subsidy on raisins. The US delegation ex- 
pressed willingness to consult but pointed out that the subsidy 
had been designed to maintain the traditional US export market 
for the product and hac not increased US trade or expanded 
US production. Consultations were begun but, because of the | 
limited data availabie and the complicated nature of the | 
problem, it was not possible to conciude them. 


-Qther Complaints The Contracting Parties considered the 
UK complaint concerning the increase in tariff rates imposed 
by the Greek Government on a number of commodities through 
the upward revision of previousiy agreed upon factors used in 
calculating import duties. It was agreec this is a violation 
of the General Agreement and the Creeks undertook to eliminate 
tre violation by July 1. Another complaint was made against 
the "contribution tax" imposed by Greece on imported goods. 
The Contracting Parties were unable to determine whether this 
levy should be considered an exchange measure, a customs duty, 
or an internal tax anj decided to seek advice from the IM on 
the exchange aspect of the problem before making a decision. 





‘With respect to Norway's complaint concerning the dis- 
criminatory treatment by Germany of Norwezian-type sardines, 
Germany was requested to consider ways of removing the in- 
equality of treatment accorded this product, to consult with 


Norway 
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Norway and to report back at the eighth session. The Contract- 
ing Parties agein considered Norwegian and Danish ciaims that 
they are being discriminated against by Belgium's application 
of a tax on their products imported for use by the central, 
provincial or municipal governments. The tax is not applied ° 

to products of other contracting parties which have been 
determined to have a system of welfare taxes equivalent to . 
tne Belgian "allocation familiale", a tax to provide allowances 
to workers families. The Contracting Parties urged the belgian 
Government to remove the discrinination. | 


Another complaint which was disposed of at this or 
was the UK purchase tax, long objected to because of its dis- 
criminatory effect on certain imported goods as compared to 
domestic goods. The UK celegation announced that the dis- 
criminatory aspects of the tax had been eliminated. No. progress 
was made in elimineting os 00T imines sen in certain Brazilian 
internal taxes, but. the Brazilian delegate. expressed the hove 
that the discrimination woula be remevec. before the next GATT 
session. Incia's comolaint against Pakistan's export tex on 
jute was discussed bilaterally. 


Coal-Steel Community Waiver The Contracting Perties 
agreed to waive provisions of tne General Agreement to the 
extent necessary to permit Frence, Italy, the German Federal. 
Republic, the Netherlands, Belgium and Luxembourg to fulfill 
their treaty obligations as. members of .the European Coal and 
Steel Community. In general, so far as coal and steel -products 
are concerned, the GATT rights and obligations of the CSC 
governments, whether acting: singly or as the community, are 
hereafter to be the same as though they were a single contract- 
ing party whose customs territory included European territories 
of the member states. Provisions were made fcr wor *king rela- 
tionships between the Contracting Parties and the High . 
authority of the community. Although the US had hoped that. 

a so-called general waiver would be granted to the six coun- . 
tries, our delegation believes that the specific waivers that. 
were agreed upon will have the same result. | 


Bealance-of-Payments Consultations The aenteeetine. 
Parties conducted consultations with seven countries--Italy, | 
the Netherlands, France, Pakistan, Australia, Ceylon and the . 
Uk--on import restrictions which they apply for the purpose 
of safeguarding their balance of payments and monetary reserves. 
They discussed in considerable detail the financial basis for 








and 
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and the method of administration of the consulting countries' 
import restrictions. The discussions covered a variety of 
specific commodities which illustrated the problems facing 
countries imposing restrictions, as well as the difficulties 
created for exporting countries. As in the case cf previous 
consultations, these were characterized by fuil and frank 
discussion and free exchange cf opinions. There was also full 
consultetion with representatives of the International Monetary 
“Fund as provided for in the General Agreement. Representatives 
of all of the consulting governments indicated that the views 
expressed by the Contracting Parties in the consultations 
would be conveyed to their governments for consideration. 
Arrangements were made fcr the Contracting Parties to carry 

out similar consultations at a future convenient time with 
Brazil, Chile, Finland, New Zealand, Southern Rhodesia, Sweden 
ana the Union cf South Africa. 


Japanese Accession At this session, the Contracting 
Parties consiaered Japen's application to negotiate for ac- 
cession to GATT and approved a resolution recognizing that 
Japan should take its rightful piace in the community of trad- 
ing nations and to that end should be admitted to appropriate 
international arrangements. An irntersessional committee is 
to consider the question cf conditions and timing under which 
Japan's application could be pursued. During the seventh 
session tnis committee held two meetings with the Japanese 
on their foreign trade, unfair trade practices legislation, 
patents and trade marks, exchange controls, commercial policy 
and wage and hour legislation. The committee wiil next meet 
on the Japanese apvlication on February 2, 1°53. Some contract- 
ing parties have indiceted that they may enter into bilateral 
tariff negotiations with Japan immediately, with the intention 
of incorporating the results of such negotiations into later 
multilateral negotiations directed toward accession to the 
General Agreement. In view of the forthcoming renewal of the 
US Reciprocal Trade Agreements Act, it is uniikely that the 
US would consider participating in tariff negotiations earlier 
than in a year or 18 months. 








Chamber of Commence Resolutions In June 1951 the Inter- 
national Cnamber of Commerce pussed a series of resolutions 
urging governments to enter into an agreement to reduce red 
tape in import and export formalities. GATT action on these 
resolutions was begun at the sixth session. Continuing their 
work at this session, the Contracting Parties have now approved 
the text of an international convention providing for duty-free 


entry 
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entry of samples and of certain advertising matter. The con- 
vention will be or2ned for signature February i, 1953 and 

will enter into force when 15 states have acceded. The Contrsct. 
ing Parties have also agreed to review steps taken by govern- 
ments to give effect to principles of valuation contained in 
the General Agreement and to ascertain methods of determining 
the nationality of goods. A code of standards was adopted cn 
documentary requirements for importation of goods, and aboli- 
tion of consular invoices and consular visas by the end of. 

1956 was recommended. Pending such abolition, certain standard 
practices in this field have been recommended to governments. 


. Tariffs and Tariff Negotiations Work was continued on 
the plan put forward at the sixth session by the French dele- 
gation for the lowering of tariffs by 30% on a’world-wide basis 
in three yearly stages of 10%. The extent of progress by the 
working party at the seventh session indicates that a great 
deal of work remains to be done before a specific plan will 
be availasle for consideration by the Contracting Parties. 
Most countries were not prepared at this time to express a 
view on the principles of the proposal. Study of tne problem 
will continue intersessionally with the possibility that 
several plens of varying degrees of flexibility may be de- 
veloped for further consideration. The Council of Europe aiso 
submitted to the Contracting Parties a recommendation concern- 
ing the adoption of a commor policy for lowering tariff barriers 
in Europe. This proposal was dealt with separately from the 
French plan and a group of experts' report, which was not 
considered by the Contracting Parties, will be submitted to 
the Council of Europe. 


Other Items .The Contracting Parties egreed to an ex*ten- 
Sion cf time, until the opening of the eighth session, for 
the US and Cuba to complete negotiations for the modification 
of certain duties. The Italian request to continue spesial 
. customs treatment towards certain Libyan products was granted. 
Reports were heard on the operation of the Nicaragua-El 
Salvador free trade area and on the South Africa-Southern 
Rhodesia customs union. It was agreed that the date for 
signing the Torquay protocol should be extended to December 31, 
1952 for Brazil and Nicaragua and to May 21, 1953 for Korea. 
and the Philippines. Uruguay was given until April 30, 1953 to 
sign both the Annecy and Torquay protocols. | may 
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KOREA REJECTS AID UNDER The Korean Government has informed 
US TUNGSTEN AGRECMENT the Defense Materials Procurement 





Agency (DMPA) that it does not in- 
tend to accept any aid from the US for the production of 
Korean tungsten under the agreement entered into by the US 
and Korea on March 31, 1952. The Koreans stated that they 
would consider the US obligation to be limited to the pur- 
chase of tungsten under the agreement. In these circum- 

. Stances, DMPA is not planning to object to the unilateral 
selection oy Korea of a management company for the mines. 


The US-Korean Tungsten Agreement and related Purchase 
Contract were signed March 31, .1952, and in July, DMPA 
reachec an informal understanding with the State Department, 
the army anc the Emer,ency Procurement Service delineating 
agency responsibilities in connection with the operational de- 
tails of the Agreement. Under its terms the Korean Government 
was to obtain offers from a management company which was ‘also 
to be approved by DMPA. DMPA believed this safeguard was 
necessary if it was to provide the aid called for under ‘the 
Agreement. After the signing of the -agreement, however, .. 
Korean President Rhee procrastinated in regard to selection 
of a management company. He assured the US, however, that it 
would get all the tungsten produced. On August 22, in order 
to force the issue, DMPA Director Larson wrote to Ambassador 
Yang stating in effect that if the Korean Government made a 
unilateral selection of a management company the US would 
interpret this action as meaning that Korea did not desire 
any US aid under the Agreement, but that he would recommend ~ 
continued Army support for the Korean production operations 
until such time as the Army believed it to be no longer 
necessary. Ambassador Yang replied to Larson's letter agree- 
ing to this interpretation, and stating he appreciatsd the 
offer to recommend continuance of Army support until such 
time as the Korean Government no longer required it. The two 
phrases are subject to different implications. The Army. 
Still has under consideration the question of support. 


The US will continue to buy all the tungstenoffered to 
it under the contract, which is to run for five years, or. 
until the US will have bought 15,000 short tons of concen- 
trates, whichever comes first. Present shipments amount to 
at least 5,000 tons a month, which is the quantity specified 
under the contract. =A 


 * > .,+ 
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STATUS OF SCVIET AND CTHER Last week we presented a note to 
LEND LEASE NEGOTIATIONS the Soviet Embassy in Wasnington 
reaffirming our position on the 
USER's obligation under Article V of the Master Lend-Lease 
Agreement and pressing the USSR to return a large number cf 
naval vessels which it has indicated it is willing to return 
provided the US meets certain conditions. With the exceotion 
of the USSR, China, Poland, Greece, Peru and Saudi Arabia, 
settlement has been agreed upon with al? recipients of iend- 
sees and most have cooperated in discharging their obliga- 
ions. 











USSR Negot‘ations Discussions for settling the Soviet 
account, the more recent series of which have been under way 
in Washington intermittently since January 1951, are now in 
suspension. These heve centered on three main issues: 1) the 
amount and terms of a satisfactory financial settlement; 

2) the return to the US of all vessels loaned to the USSR; 
and 3) ccmpensation to US companies for the use of their 
patentec oil-refinery processes supplied to the USSR under 
lend-leese and currently being used in the USSR. 





Although equipment furnished to the Soviet Union in its 
fight against Nazi Germany totalled $10.8 billion, we have 
offered to accept $800 million for civilian type lend-leese 
articles remaining in Soviet custody et the end of the wer 
conservetively valued at $2.6 billion. The USSR has so far 
offered $390 million which the US refused, consicering it far 
from a fair and reasonable compensation for the residual 
lend-lease articles. 


Our cur.ent note is directed toward the return of all 
vessels lent to the USSR. Article V of the Ler’ Leese Agree- 
ment of June 11, 1942 requires the USSR to return lend~lease 
property, such as the vessels, upon recuest. Initialiiy we 
asked for the return of i86 vessels and agreed to sell 242, 
conditioniy this agreement te sell upon the conclusion of a 
prompt over-all lend-lcase settlement. This condition has 
not been met. By not returning the 186 naval craft and other 
vessels requested, the Soviet Government is in clear default 
of the agreement under which negotiations of a lend-lease 
settlement have been carried on since April, 1947. The US 
position is that when the Soviet Gcvernment has made arrange- 
ments to fulfill its obligations under the Lend-Lease Agreement 
of June 11, 1942, for example, by returning the 1&6 vessels, 
the US in the interest of a settlement will be prepared to make 





further 


UNCLASS IF IED 


DECLASSIFIED FOR PUBLICATION IN FOREIGN | 
RELATIONS OF THE UNITED STATES 











UNCLASSIFIED 
-9- 


further proposals concerning financial settlement. In addi- 
tion to the Soviet refusal to return the ships, it has also 
refused to resolve the question of a financial settlement 
through arbitration as proposed by the US on April 27, 1951, 
and has also refused to submit the question of the return of 
the vessels to the International Court of Justice for adjudica- 
tion as proposed by the US in its note of January 7, 1952. 


Status of Other Negotiations In dealing with some of 
the foreign financial obligations arising from World War II, 
the Department has executed three types of agreements with 
other governments: 1) surplus property credits; 2) lend-lease 
agreements; and 3) over-all war accounts settlements. The 
latter usually includes lend-lease, reverse lend-lease, surplus 
property, claims and cther war accounts. Each type of agree- 
ment is an arrangement for funding the foreign government's 
debt to the US over an extended period with interest at the 
rate of either 2% or 2-3/8% per annum. These agreements did 
not involve the loan of money by the US but some did establish 
credits against which purchases of surplus property could be 
charged. However, none of these crecits are now available 
for further purchases of surplus property. In each case the 
liability of the other governments and the terms of payment 
are defined in the agreement. 





Although one of the primary objectives in disposing of 
Surplus property abroad and in settling lend-lease and other 
war accounts was to obtain as large an immediate payment in 
dollars as possible, it soon became clear that the general 
scarcity of dollars and the reluctance of foreign governments 
to use their limited dollar resources for such purposes would 
necessitate the offering of alternative methods of payment. 
As a result, the National Advisory Council on International 
Monetary and Financial Problems authorized the following terms: 
1) US dollars payable in installments, preferably with a US 
option to obtain accelerated payments in local currency to 
meet US Government expenditures in the foreign country; and 
2) payment in local currency, ordinarily in one lump sum. 


All of the large agreements, suc’ as those with the UK, 
France, the Netherlunds, Belgium and Italy, require payments 
under acaptations of the first method. Only a few agreements, 
such as those with India and Korea, provide for payments 
solely in local currency. The agreement with Korea calls for 
payment in installments with interest at the rate of 2-3/8% 
per annum. 


There 
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Theve are at present 83 agreements still active in 46 
countries. The total indebtedness still outstanding, vayable 
in dollars, local currency, real estate, etc., in addition. 
to payments already received, is about $2 billion. About - 

-$1-4 billion of this sum is covered by egreements. recuiring 
‘payment in dollars. The balance is accountea for by agitenents 
caliing for payment in Gollars but also giving the US the. 
option to request accelerated payments in local currency: or 
real estate in lieu of dollars. In some cases there are re- 
strictions on the purposes for which the iocal currency mey 
be used, e.g., educational programs and our foreign buildings 
operations, while other agreements permit the US to use it. 

: for any or all expencitures in the country. A number of these 
agreements, such as those with the Uk, France, Italy and korea 
also contain limitations on the emount of.-local currency which 
may be drawn in any cne year by the US. ) : 


‘However, should the US decide it woulc like to use local 
currency in amounts and for rnurposes not contemplated when 
the agreements were signed, it would of course be possible -to 
approach the foreign government for an amencment of the 
pertinent parts of the agreement. In acing so the Department 
would in all probability encounter requests for a reduetion 
in amounts owed or for more liberal creait terms. _ ee 


The time period for repayment varies considerably amone 
the agreements, ranging from short periods of 5 to 15.years 
in the case of countries not devastated by the war, to .30 to 
35 years in the casé of war devastated countries. An excep- 
tional case is the agreement with the ‘UK. which runs for 95. 

- years, ‘he NaC has prescribed-an- interest rate of 2-3/8 p' per 
- @mnum for the surplus property-credits and a rate of ch per 
annup for the over-all'war accounts: settlements. 


oa To date the cebtor governments have been doing rather 
well in discharging their obiigations under these agreements 
and the two largest aebtors, tne UK and France, have meade 
Substential.dollar nayments in addition to payment of local 
currency requested by the US. Italy, Czechoslovakia and 
Brazil are also among the countries which have mace dollar 
payments, aithough et the present. time Italy and Czechoslovakia 
are in arrears. <A few governments, such as China, Iven and 

. Peru, are in default qn existing agreements and, in accition 
to the USSR, neither China nor roland have settied their 

- wartime lend- sease accounts, wn 
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Public and Congressional interest in these lend-lease 
and surplus property transactions has mounted recently ave 
to the various proposals and suggestions that the amovnts 
owea under some of these agreemen*s might be used in such a 
way as to further our foreign assistance programs and the 
mutual defense efforts. Most of these proposals stem from 
the mistaken impression that the debts are paid only in 
local currency. Virtuelly all such pronosals wculd require 
some kiui of enabling legislation in addition to protracted 
negotia.ions with other governments involved. The Department 
is continuing, however, to give attention to such proposels. 


Despite the risks involved, the Denertment occasionelly 


approaches a foreign government for an amendment to an egree- 
ment so as to meet current US recuirements. wJhis usually 
involves considerabie difficulty anag raises issues which the 
US would prefer to avoid. 
* * * 
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US-VENEZUELAN The US and Venezuela have agreed on the terms of a 
AIR AGREEMENT bilateral civil air transport agreement which will 
regularize the operations of the US and Venezuelan 

air carriers between and through the territories of the two coun- 
tries. The agreement follows generally the standard form air 

» agreement adhered to by the US, embraces the Bermuda principles of 
air transport, and specifies air routes to be served by the car- 
riers of each country. The one respect in which the agreement de- 
parts from other US air agreements is that of changing points on 
the routes established. Each party must give the other thirty 
days notice of change of intermediate voints in third countries and 
the other party has the right to obtect to such a chenge in which 
case consultation wiil take place to resolve the problem. The 
change will not be put into effect while this procedure is in 
process. The agreement will be formalized following a renegotia- 
tion of the contracts between PANAM end the Venezuelan Government 
covering PANAM operations in Venezueie which Venezuelan officials 
consider inconsistent with the existence of a bilateral air 
agreement. 








Negotiations for a US-Venezuelan eir agreement started in 
1946 and after numerous delays and intermittent meetings between 
aviation representatives of tne two countries, an agreement was 
signed on May 14, 1945. However, this agreement was never ratified 
by the Venezuela:. Government, and the latter considered the agree- 
ment inoperative until such time as it was affirmatively ratified. 
The Venezuelan air carrier LAV exerted every effort to prevent 
ratification as it desired in its own interest that the operations 
of US air carriers to Venezueia be restricted further than the 
agreement provided. As time went on it became increasingly evident 
that the Venezuelans were stalling on ratifying the agreement, and 
in 1949 and 1950 they imposed certain restrictions on the two US 
carriers operating to Venezuela, Chicago end Southern and PANAM. 
Chicago and Southern was forbidden to carry Habana-Caracas traffic 
on four of its seven flights per week. PANAM was forbidden to 
operate non-stop between New York ana Caracas although the Venezue- 
lan carrier LAV was operating such flights. In January 1951, the 
US asked for high-level aviation consultations with Venezuela cit- 
ing these restrictions as major problems. These consultations were 
finally commenced in May 1951, but not until after the US Civil 
Aeronautics Board threatened to issue a shcw cause crder to amend 
LAV's operating permit in the US with a view to restoring opera- 
tional equality for US carriers in Venezuela. 


During these talks the Venezuelans indicated for the first 
time that they did not intend to ratify the agreement signed in 
1948, their reasons being that they did not consider the route ex- 
changes equitable and had no confidence in the capacity section to 
protect the interests of LAV. They also indicated dissatisfaction 
with the PANAM contracts claiming they were inconsistent with she 
agreement. It was evident to our representatives that the princi- 
pal motivation behind most of the Venezuelan position was a desire 


to 
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to create a protected competitive position for LAV. This desire 
was especially strong in regard to regional services. 


Furthermore, the Venezuelans insisted on either cancellation 
or modification cof the PANAM operating contract. This contract 
accords PANAM operating rights which Venezuela is unwilling to 
grant the US in a bilateral but, if the contract were to remain in. 
existence, PANAM could continue to exercise the rights granted by. 
the contract after the bilateral comes into force. Moreover, the 
Venezuelans believe the co-existence of the operating and airport 
contracts with a bilateral agreement would lead inevitably to con- - 
flict. It is noteworthy that the contracts in question accord | 
advantages to Venezuela which it would surrender under a bilateral 
agreement, specifically its unilateral contrcl over capacity. How- 
ever, Venezuelan aviation authorities finally agreed that the con- 
tract problem concerned primarily the Venezuelan Government and 
PANAM and should be discussed between those two parties. . 


In view of continued Venezuelan stalling in resolving the out- 
standing problems preventing agreement following the consuitations 
held in Washington in May 1951, and the continued restrictions 
applied by Venezuela on the US air carriers, the CAB issued the 
show cause order against LAV on October 15, 1951 but action under 
the order was suspended when the Venezvelans evidenced interest in 
reaching an early agreement. Talks between US and Venezuelan avia- 
tion authorities followed in October and November 195i, and again 
in February 1952. The outstanding differences were gradually 
worked out. Late last month Venezuelan representatives came to | 
Washington to discuss the remaining two issues. These were satis- 
factorily resolved and the present agreement is recognized by the 
two countries as the best obtainable. PANAM and Venezuelan offi- 
cials.are currently holding consultations regarding the outstanding 
contracts between them, and it is hoped that they will-be concluded 
in the next few days. Following satisfactory settlement of the 
contracts, the bilateral agreement wiil be signed. 


The route schedule in the proposed agreement provides for 
operations by US designated carriers over the following routes: 
1) from the Eastern Zone of the.US via Puerto Rico and t*e Nether- 
lands West Indies, to Caracas and beyond to Brazil and beyond; - 
2) from the Eastern Zone of the US except New York, via Cuba, 
Haiti, the Dominican Republic anc the Netherlands West Indies, to 
Caracas; 3) from the Eastern Zone of the US except New York, via 
Cuba, Jamaica and Colombia, to Maracaibo; 4) from the Central Zone 
of the US via Cuba, Jamaica and the Netherlands West Indies, to 
Caracas; and 5) from. the Canal Zone (served through Tocumen Airport 
in the Republic of Panama) via Colombia, to Maracaibo, Caracas, 
Barcelona and Maturin, and beyond to Trinidad and beyond. (The 
points on this route will be adjusted to conform with the outcome 
of the PANAM-Venezuelan Government contract negotiations.) | | 


Venezuela 
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Venezuela designed carriers will be entitled to operate: 
1) from Venezuela, except Maracaibo, via Netherlands West Indies, 
the Dominican Republic and Cuba, to New York and beyond to Canada 
and beyond; 2) from Venezuela, via the Netherlands West Indies 
and Jamica, to Miami; and 3) from Venezuela, via Jamica, to New 
Orleans. 


* * % 


BECOMMENDATION TO PRESIDENT The Administrator or the Mutual 
ON BATTLE ACT EXCEPTIONS Defence Assistance Control Act has 

recommended to the President that 
aid be continued to the UK, France and Italy, despite the ship- 
ment to the Soviet bloc by those oountries of an aggregate amount 
of $2.1 million of certain commitments to the Soviet bloc which 
are listed in the Battle Act as items of primary strategic import- 
ance but which were contracted prior to its effective date. He 
has recommended, however, that no exception be granted at this 
time with respect to $8.2 million worth of future shipments cov- 
ered by prior commitments. In addition, the exception would not 
cover Denmark's commitment for delivery of a second tanker to. the 
USSR, and the Federal Republic's commitment for delivery of the 
remaining parts of the Schloemann. Mill and $600,000 worth of light 
scrap. Also excluded would be Norway's prior commitment for de- 
livery of $325,000 of Title I, Category B aluminum, since the 
problem can more effectively be handled in a separate exception 
for Norway covering its total aluminum commitments. : 


The problem of how to handle contracts con- 
cluded between our Allies and the countries of the Soviet bloc 
prior to the enactment of the Battle Act has been one of the 
most difficult issues relating to that law which has arisen in 
discussions between the US and the countries of Western Europe. 
Because of certain legal, economic, political and ethical rea- 
sons, most of the Western European nations have consistently 
maintained that they have no alternative to the fulfillment of 
such obligations. The US, on the other hand, first pressed for 
the abrogation of such commitments, and when that seemed imposs@- 
ible, urged they be modified, on the grounds that the security 
implications involved in shipping strategic materials to the bloc 
override other considerations. | 44 | 


The inventory, submitted by the participating countries to 
the Coordinating Committee on export controls, of commitments made 
to the Soviet bloc showed a totai of approximately $24.6 million. 
Of this total, the NATO countries have agreed as a result of ne- 
gotiations to find means of not fulfilling agreements to deliver 

oods worth $6.2 million. Agreements involving $4.5 million more 
Vconsisting of the Schlaemann Mill and some light scrap ordered 
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from the Federal Repliblic, and the. second. Danish tanker) are 
still under negotiation and means may be found to avoid shipment. 
Exceptions were grant “4 previously for $3.3 million worth of 
goods which have already been shipped. The exception which will' 
now be recommended to the President covers $2.1 million of the 
remaining $10.3 million, and refers to items which have been or 
are believed to have been shipped. As in the previous cases on | 
which the Battle Act Administrator has acted (the Dutch oil ~~ 
equipment case, the Italian grinder case, and the Danish tanker 
case), the exceptions were recommended after determination that 
because of the unusual circumstances involved, cessation of aid. 
would be detrimental to the security of the US. es 


Basis for Decision The military, economic, political 
and ilegal considerations whith led to the conciusion that aid . 
should not be terminated to the UK, France and Italy are: 1)term 
ination of US assistance in the deve? onment of Western European. 
defense, would cause damage which would far outweigh the strategic 
advantages accruing to’ the Soviet bloc throush shipment of taal 
commodities; 2) each country has a degree of ~Gependence on the . 
Soviet bloc, both as a Source of supply and as a market, which 
necessitates a certain amount of commercial interchange with 
Eastern Europe, both in the interest of maintaining economic sta- 
bility and avoiding unemployment;.3) if Western European nations 
were to abrogate their international conmercial obligations, the 
Soviet bloc would in all likelihood seize upon this excuse to 
avoid fulfillment of =e long-term compensation agreements for 
nationalized properties; 4) termination of aid to these countries 
might cause a greater rather ee Giminished flow of strategic 
goods and services to the bloc, since US aid has considerably 
strengthened Western Eprope's present ability to withstand bloc 
pressures for strateg® goods; 5) legal obstacles include the 
fact that export licenses properly issued cannot be legally re~ | 
voked, and the fact that in many couztries private firms are per~ 
mitted to sue government officials. for any loss they suffer 
through government interference with previously licensed. con® . 
tracts; 6) termination of aid would cause resentment among non- 
Communist elements previously friendly to the US, and would in 
all instances serve Soviet propaganda: ains; and 7) such. action 
would hamper our efforts to obtain cooperation for the expansion 
of security export contrcis against the Soviet bloc, which ” 
beyond the compulsory listings in the Battle Act. | 


ASIAN 
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borat RICE SUPPLY IMPROVES The Rice Consultative Committee, 
BUT BASIC PROBLEMS REMAIN consisting of representatives 

from 21 nations, in addition to 
the FAO and ECAFE, concluded a meeting in Singapore on Novem 
ber ll, at which the world rice supply-demand situation was , 
reviewed. The committee decided that although it is too ‘ 
early to make a precise estimate for 1953, the. situation may 
not be quite so difficult as 1952, since export availabilities 
are expected to be somewhat larger. The committee pointed to 
evidence of improved rice production in a number of countries | 
due to considerable capital outlays by the countries themselves 
and friendly foreign countries, on agricultural projects and 
irrigation, Increased production by Thailand, Burma and the. 
US was particularly noted. The committee developed figures 
which showed expected 1953 exports ranging from 423 to 5.4 
million tons. Import reauir2ment forecasts ranged from 4.5 
to 5.2 million tons. Referring to 1952, the Committee pointed. 
out that importing countries turned to many non-traditional 
supply sources, and if it were not for the larger export 
availabilities at these sources, serious hardship might have 
resulted in some food deficit sreas. 


Two other developments of note took place at the conference, 
Thailand announced that it had not yet made a decision whether 
or not to continue the present allocation system or adopt the 
practices of other exporting countries. This was interpreted 
privately by some delegations to mean that Thailand is con- 
Sidering steps detrimental to importing countries, which already 
find Thai rice in the open market extremely high priced. In 
another development, Japan made a specific offer of technical 
assistance to any rice importing or producing country, an offer. 
to which some delegations attributed political motives. The 
FAO representative suggested that the actions proposed by : 
Japan could probably better be handled through the Fa0, which 
is engaged in a similar program on a wider scale. The FAaod 
is presently planning to convene a rice meeting in Bangkok 
in January 1953, and the agenda includes discussion of recent 
trends in production and international movement of rice; 
government rice policies; marketing methods; technical ) 
assistance; and future plans of the FAO in this field. Dis- 
cussions under government rice policies would cover long _. 
term production or! and economic incentives to increasing 
production, such as the guarantee of a minimum price to the 
producer or of a certain relationship between the price he  ~ 


gets 
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gets for rice and the price he pays for goodse Other in= 
centives listed are more-adequate credit facilities for 
the short ard long term, improved marketing facilities, | 
and better distribution plaris. Discussion of the use of — 
supplémentary foods is on the agenda, as weli as. the re. 
lationship of rice producing: and marketing: to national. 
budgets. soe 


US Rice Allocations ‘The. US was one of the asia | non - 
tracitional sources to which.Asian countries turned in. . 
their quest for rice in 1952. -In spite of a relatively - 
large increase in procuction and export capacity, the US 
is a relatively small rice exporter,: supplying only about . . 
15%-18% of the rice moving in international trades About :. . 
half of the present US export availability must:meet. the: ..-: 
needs of regular historical markets in the western Heni- - fs 
sphere, and about nalf is available to’new claimant coun= -.°°::- 
tries in the East. Of this latter half, US military re-: ~ 
quirements in that ‘area take up a ccnsiderable: ay 
Stated requirements against US rice supplies were in 
Septembér calculated to exceed availability by 500, 000: 
short tons (10.0 million bags)-or-more for the August~ | 
December period. For this reason, export controls were 
instituted in September 1952, as an orderly means of . 
meeting the ‘justified urgent needs of various cleimants. 
(See September 15 issues. , 


On November 5, the Department of serieel tere announced : 
that supplementary allocations would be made for: the Auguste . 
December 1952 period, since crop estimates had been revised. 
upwards and further Supplies had :beeén made available by a 
more rapid rate of milling than was foreseen-:when the . 
original allocation was made September 10. The additional . 
supplies amounted to about 2.4 million 100=pound bags of 
milled rice equivalent, making. a oc ‘allocation for: the... 
period of about 9«7 miilion. ‘bags OF:: 465 4000. ‘short tonse hae 


Of the éountries and agencies involved in the supple= ae es 
mentary allocations, Indonesia get an“additional allocation ... 
of 600,000 bags for a total of 1 ‘million :bags; Cuba an -...- 
additfonal 500,000 bags for a total of 2475 million bags... 

(The US is virtually Cuba's sole supplier.) The Korean: -:. 
Republic got a first allocation of 300,000 bags; and ‘the .. 
Defense Department for military supply programs, the... ‘ oe bas 
Ryukyus, and Korean relief got an additional 300,000 bags «ss -:: 
for a total of 2.14 million bags, The case for Indonesia 


was 
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Was presented as a special one because of Indonesian negotiae 
tions concerning a possible rice-rubber deal with Communist 
China, stemming from Indonesia's need for rice and for an 
outlet for rubber. Such a deal would constitute the first 
break in the embargo on strategic shipments to Communist 
China by a UN member if not forestalled, and would no doubt 
be followed by invocation of the Battle act, so that it was 
considered of particular importance to meet Indonesia's 
additional rice requirements. However, it was brought out 
at the interagency meeting which considered the allocation 
that no assurance could be given that special consideration 
by the US in allocating rice would preclude such a deal. 


Since announcement of the additional allocation, British 
officials have approached us to empnasize the importance of 
getting adequate supplies of rice for Hong Kong, Malaya and 
Singapore, as well as Sarawak and North Borneo, They ere 
sufficiently concerned over the situation to have allocated 
dollars to buy 50,000 tons of rice in the US if they can get 
it in the January-June periode | 


e e e ls The need for rice figured 
largely in the recent negotiations between Ceylon and Com 
munist China for an exchange of rice and rubber. These negotiae 
tions resulted in the signing of a contract providing that . 
Communist China would sell 80,000 tons of rice to Ceylon, ~ 
At latest report, 9,800 tons have already arrived in Ceylon. 
More important, the Ceylonese trade mission which went 
China returned with a proposal for a long term rice-rubber 
trade agreement. Although this prceposal has been approved 
"in principle" by the Ceylonese Catinet, another mission 
will go to Peking soon to discuss certain questions which 
have arisen in regard to price, quantity and the mechanism 
of the rubber purchase. : 


From the point of view of the free world, Ceylon's trade 
rapprochement with China is ominous from many angles. It may 
encourage other nations to trade with Communist China and 
may lead to a breach in the UN embargo. Indonesia, for | 
example, has initiated negotiations with China for a possible 
rice-rubber deal similar to Ceylon's, Furthermore, a long-term 
trade tie may so link Ceylon's economy to a Communist source 
of food that Ceylon will become dependent on Communist China 
and vulnerable to pressures at some later date. Non-Communist 
observers believe that China cannot afford to supply.Ceylon . 
with the amounts of rice contracted for, but is doing so at 
the expense of the Chinese people so as to pull Ceylon into 


the 
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the Communist orbit. However, because of Ceylon's current 
need sor rice and for an outlet for rubber, the Ceylonese Govern= 
ment felt constrained to give its initial approvél to the _long--~ 
term agreement. Nevertheless, there are indications of appre-— 
hension in the government and. among the people concerning the ade 


implications of a long-term pact with Communist China, and it” 
might be premature to consider the agreement a settled thing. 


The failure of the recent Ceylonese mission (See S eptember 8° 
issue) to obtain satisfactory agreements with the US in regard 
to rubber and aid, despite indications that the US was prepared 
to make available a moderate amount of aid and was prepared 
to purchase moderate quantities of rubber, has been referred 
to by some British Commonwealtn officials as a motivating 
factor in Ceylon's turn to Communist China. However, the 
mission did obtain what amounted to a commitment to facili=- -- 
tate Ceylon's procurement of rice in the US, and this was 
reflected in the large allocation made to Ceylon.in the initial | 
schedule announced by Agriculture. Ceylon has since released. 
two-fifths of this allocation. 


Asian Rice Prospects According to a Department intelli+ 
gence report, present trends offer the prospect of a moderate 
improvement in the over-all rice position of non-Communist:. 
asia: during the next decade, but demand probably will continue. = 
to exceed production by a considerable margin. In contrast 
with the past ten years, rice production is expected to rise 
slightly more rapidly than the growth of population, thus 
permitting: some increase in per capita rice subplies. How- 
ever, the restoration of prewar consumption levels will 
still not be possible. 


Increased rice availabilities may reduce the present 
abnormal premium price for rice relative to other cereals. 
However, even a sizeable relative price decline would not 
necessarily reduce the present favorable terms at which exe 
porting countries now exchange rice for imports of manufactures. 
accordingly, production of rice for export should continue to. 
be highly profitable over the next décade. 


Sizeable production increases are expected in the rice 
surplus. countries of Southeast dsia, Thailand, Burma and Indo- 
china, provided internal disorders can be brought under control 
in the latter two countries. On the other hand, continued the 
population growth over the next decade will probably increase 
rice import requirements in India and Japan, the major deficit 
countries, although India's plans for increasing food pro= _ 
duction may counteract this trend. | 


* * * 
Eisaus 
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PRESENT ARGENTINE This year, in an effort to ameliorste 
ECONOMIC SITUATIO SITUATION the serious repercussions con the Argentine 
economy resulting in part from the five- 
year program which ended last year, economic controls in 
Argentina are being directed toward a restoration of agricul- 
tural production and a reduction in the rapid industrializa- 
tion program. In addition, there is an apparent willingness 
to sacrifice uneconomic industries where necessary end a 
desire to encourage exports instead of withhclcing products 
for higher prices. Control measures intended to protect the 
Argentine economy, to bring about e hen cegree of self- 
sufficiency, ana to satisfy the country's strong nationalistic 
desire which were adopted in Argentina prior to World War II 
have increased consicerably since tnat tire. During the. |. 
period 1946-1951 Argertina followed a program of rapid indus- | 
trialization and adopted ccntroi measures to nut it into. 
effect at the expense of agricuitural nroduction which had 
traditionally been the backtone of the Argentine economy. 
This program, together with a serious two-year drought, caused . 
a drastic adverse effect on the Argertine economy. That 
Argentine policy makers recognize this is indicated in their 
relaxation of agricultural restrictions in the economic plan 
for this year in the hope that this will help both its domestic 
and foreign economic position. Under the 1952 plan Argentina 
is continuing to utilize such trade and exchange controls es 
bilateral trade agreements, expvort-import licensing, and multi- 
lateral exchange rates to try to obtain a stronger position. | 
While certain nominal changes in Argentina's foreign economic 
policy may be made during the next few years, no major changes. 
are expected in the controlled economy whith aad under _ 
the Peron regime. | 


Trade and Foreign Lachenge Positio on Argentine has spent 
almost a of its foreign exchange ana is suffering the results 
of a serious imbalance of trade. Last May, there was insuffi- 
cient foreign exchange to pay outstanding obligations and 
emergency measures were adopted to invalidate all import per- 
mits previously issued that had not been covered by letters of 
credit until permit holders could revalidate them with-the 
Central-Bank. In practice, the Bank has beer cancelling all 
permits of goods that were not absolutely vital, even those 
covering raw materials for domestic industries, This measure 
was adopted to avoid building up future obligations:for exchange 
which the government might have difficulty in meeting.: This 
change in policy does not appear to apply to bilateral negotia- 
tions, however, where it is known Argentina has been. insisting. 
on credits from certain countries. 


Last 
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Last June, imports started to-drop sharply and will con- 
tinue on an almost vertical decline for the rest of the year. 
As a result cf this curtailment, 1952 total imports will not be 
more than $700 to $800 million at the rate of 5 pesos to the $1. 
This compares with imports in 1951 of $2,095 million. ty | 


For the balance of this year practically no import permits- 
will be issued for US products other than for liquid fuels, - 
medicines, and pharmaceuticals. During 1993 total imports from 
the US will probably not exceed a value cf 42CO million, limited 
to such essentials as: 1) petroleum products; 2) modteiaes and 
pharmaceuticals; 3) tinplate and nen-ferrous metals; and +) a: 
limited amount of equipment, machinery and spere parts. The. 
need for this action is refiectec in the Argentine dollar: balance 
which was $128,040,000 in August 1952 as compared to $249, 724, 0c 
in December 1951. 7 


Argentina's principal immediate wn with relation to: 
the US and dollar exchange availabilities is whether or not 
arrangements can be made with the UK to obtain necessary. petrole- 
um products. Even so, a certain portion of receipts from the - 
Caribbean area would have to be paid for in dollars. If. the. UK: 
does not supply Argentina's liquid fuel needs, the drain on dol+ 
lar exchange availabilities for this purpose will :be very: ‘heavy. 


A basic feature in Argentina's foreign trade structure: is. - 
the system of bilateral trade: and payments agreenents. ‘With. ‘tire 
exception of the US, the balance of the country's trade is — 
carried on within this pattern. At the present time there are 
trade and payments agreements with scme 29 countries. One effect 
of the bilateral structure has been the seccnaary multilateral - 
trade among bilateral buyers of Argentine products, who resell 
the goods to third countries in order to licuidate credits 
accumulated in Argentina, or to maintain their exports to = 
Argentina. The latter has recently taken measures to stop such 
trade, objecting on grounds that it is deprived 5 ae nae. . 
currencies with the third countries involved. ©» | 


Certain European countries have adopted ‘peasurés to offset 
the over-pricing of argentine commodities. ‘For examvle, some . 
of the Scandinavian countries apply an export surcharge on goods 
for Argentina. Italy ‘has instituted a control system under :. - 
which exports to Argentina require a certificate that: originates 
with an import from Argentina. Other countries have imposed! : 
import levies on Argentine products in order to vesuee veers 
trade deficit. 


within 
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Within the past couple of years a heavy deficit has accumu- 
» lated in Argentina's overseas position. A credit still exists 
with Germany, but with virtually all other trading partners the 
balance is adverse, sometimes heavily so. There continues to 

be a large amount owed from Spain, reportedly 2.4 billion 
pesetas, but this has been almost worthless as a foreign asset. 
The over-all adverse position indicates that Argentina has made 
full use of the swing credits under its bilateral structure to 
finance itself during the country's present difficult economic 
predicament. — : 7 


The volume and in some cases the direction of foreign trade 
is controlled additionally by the system of wultiple exchange 
rates. By shifting products from cne rate to another, the 
government is able to encourage or discourage either imports or 
exports of the commodities involved. Unsil 1952 the government 
used the system not only to regulate trace, but also as a source 
of exchange profits, obtained by hciding export rates in general 
lower than the rates applicable to imports. 


e ono 4cie Peron's public statements indicate 
he is basicaliy antagonistic toward foreign investment except on 
his own nationalistic terms. Recently, there has been some 
realization that capital formation in Argentina is not adequate 
to finance rapid industrialization and the mechanization of 
agriculture which is ardently desired by the nationalistic 
government. Reluctantly, the government has professed an interest 
in attracting foreign investment, but so far the unfavorable 
position of existing investment has discouraged much movement. 


Officially, Argentina is opposed to government borrowing 
abroad, but the government takes full advantege of swing credits 
granted by other countries under bilateral agreements. Also, 
the Argentine Central Bank has guaranteed the repayment of two 
loans from the Export-Import Bank, one in the amount of $125 
million granted in 1950 to clear up commercial arrears owed to 
US exporters, and the other in the amount of $5 million for 
development of tungsten and sulphur resources. 


Argentina professes a "third position" politically free of 
alliance with either the capitalist or communist world. There 
are no barriers on trade with the Soviet or its satellites, 
'and trade agreements exist with a number of these countries. 


Argentina 
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Argentina does not regard itself as an undeveloped country 
and has no desire to obtain aic under the US Point IV program. 
Argentina feels that the US should provide economic aid to it 
and to all countries through higher prices for materials and 
reduction cf trade barriers. Point IV is cften attacked in 
Argentina as an instrument of US economic domination. 


Argentina has adopted a somewhat cautious policy with re-._ 
spect to international economic organizations. It is a member | 
of IA-ECOSOC, ECLA, ICAO and the ITU. It hesitantly and belatedly 
joined the Food and Agriculture Organization and the International 
Materials Conference. Since the Wool Committee, which was the 
only IMC commodity group of which Argentina was a member, has 
heen dissolved, Argentina is no longer represented in the IMC. 
Government officials and the administration press s vogueeney 
express skepticism regercing the value to Argentina of inter- 
national economic agencies, alleging dominance of such agencies 
by the US and by "imperialistic capitalism". 


Second Five Year Plan The second Argentine five-year plan 
begins the first of 1954 and will be carried out according - - . 
to realities of the Argentine situation. it is estimated that. 
at least three years of average crops will be necessary, assuming 
the intervention of no adverse. factors before tiie country can... 
get back to normal conditions. Meanwhile, a prozvam of certain 
austerity will have to continue. The present rationing systen. 
will have to be maintained indefinitely... Next year the Argentines 
hope to have enougn foreign exchange to maintain the essential 
minimum of imports and pay eres on their, outstanding debit 
balances. Their broad objective will be to stimulate, whenever 
possible all industries that will produce exchange or save the. 
use of exchange. , , Faeuk oe ~ 


During.-the next five years, projects that bring a quick 
return wiil.be stressed. Generally, activities will. be rated 
in importance as follows: 1) agriculture, in an all-out effort 
to maximize planting and production; 2) increase in electric 
power capacity under works already initiated or contracted for; 
3) development of the plans for increasing iron-and steel 
production; 4+) development of rail, water end air transporta- | 
tion; 5) reforestation; 6) hydraulic projects, such as irriga- 
tion, dredging dams, docks; and 7) highways. | 


Future 
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Future Prospects In assessing the possible effect of the 
improved crop situation in Argentina on the economic outlook 
for 1953 and years immediately following, Embassy Buenos aires 
made the following assumptions: 1) present favorable crop con= 
ditions will continue through harvest; 2) restrictions on do- 
mestic consumption of meat and bread will be continued in order 
to maximize exports; 3) markets will be available in 1953 for 
export surpluses; and 4) world prices for Argentina's exports 
and imports will remain roughly in line with present levels, 


Mindful that variations from these assumptions are likely, 
thus causing a degree of flexibility, Em>assy Buenos Aires 
comments that if crop and livestock conditions continue favorable 
this year, export surpluses available in 1953 could yield 
Argentina the equivalent of approximately $1 billion dollars in 
foreign currencies. Under average market conditions about 
$200 million of this would be in US dcllars. In comparison, 
receipts in the current year are running at an annual rate of 
near $600 million of which $125 million may be US. Obviously, 
a major improvement in foreign excnarge receipts is possible 
during 1953 in contrast to the present low level. 


| When measured against other standards, however, the probable 
improvement in 1953 receipts seems to be only a start toward 
remedying the difficult economic problems of Argentina. The 

| receipt of $1 billion from exports is about 15% under the re- 
ceipts of 1951, a fairly average year. It is little, if any 
more than the apparent imports in 1952, and wholly unsatisfactory 
with respect to maintaining essential imperts for the economy. 
Thus, the prospective impreved exports in 1953 will pay for only 
the present inadequate level of imports. The chief difference 
will be that the 1952 rate of imports can be maintained in 1953 
without further depletion of exchange reserves and without 
further borrowing abroad. To raise imports in 1953 to $i.2 
billion, as may be necessary, would require further exchange 
depletion or borrowing. 





An early reversal in argentina‘s present policies in foreign 
economic relations is not expected. However, a more realistic 
attitude in administration of the policies and in modifying them 
is possible in the next year or two. 
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NEGOTIATIONS FOR PRODUCTIVITY MSA recertiy. informed its 
ASSISTANCE PROGRAMS TO BEGIN missions of provisional | 


ailocations to be used as 
the basis for negotiating agreements witn individual 
countries for the implementation of productivity programs 
under the Moody and Benton Amendments. These allocations 
are conditional upon development of satisfactory programs 
for the use of a corresponding amount of the local cur- 
rency counterpart fund. The programs which have: been 
Submitted by the MSA Missions are now being reviewed by 
the interested agercies cf the US Gcvernment. MBSA has 
Submitted to the Budget Bureau a reguest for a somewhat 
smaller appropriation for fiscal year 1954 for continua- 
tion of the programs. 


Provisions of Amendments The Benton Amendment, 
included in the 1952 Wctual Security act, provides that 
the Act shall be administered so as to: 1) encourage - 
free private enterprise in developing the resources of 
foreign countries; 2) sorte cartel and monopvolistic 
business practices which resuit in restricting production 
and increasing prices, anc encourage competition and — 
productivity; anc 3) encourage the development and 
strengthening of the free labor union movements as the 
collective bargaining agencies of labor. The hoody 
Amendment to the same Act vrovides that counterpart from 
$100 million of the funds appropriated for the act should 
be used to establish revolving funcs for making produc- 
tivity loans to industry and otherwise to carry out pro-. 
grams in furtherance of the objectives of the Benton. 
Amendment to stimulete free enterprise end the expansion 
of the economies of those countries with equitable Sharing - 
of the benefits of increased productivity between eon- 
Sumers, workers and owners. This Amendment further | 
authorizes the Director for Mutuel Security to trensfer 
a sum not exceeding $2.5 million to the Organization for 
European Economic Cooperation (OEEC) in order to promote: 
the objectives of the Benton Amendment. 





Country Programs In response to these legislative 
provisions, MSA with the concurrence of the State Depart- 
ment and other agencies, is cooperating with the govern- 
ments of the participating countries in developing appro- 
priate programs. To best allow for variations to meet 


local 
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local situations, responsibility for deveioping programs 
for individual countries has been delegated to the MSA 
missions. The interested US Government agencies are 
currently reviewing these programs which, along with the 
provisional allocation of funds, will be used as the basis 
for negotiating agreements with the participating coun- . 
tries. Thus far, MSA has authorized the Missions in France, 
UK and Norway, after SRE approval, to proceed with negotiat- 
ing agreements with the foreign governments along the 

lines of the Mission submissions, subject to cervain 
specific modifications and in accordance with general 
negotiating instructions agreed upon by Washington agencies. 


The Mutual Assistance Advisory Committee recently 
approved provisional allocations to be used for negotiat- 
ing purposes in reaehing esreement on firm programs wit 
the individual countries, Allocations related to the i 
Moody Amendment will be made oniy if satisfactory programs 
are adopted. Of the $100 millicn appropriated, $94 mil- 
lion has been divided among the participating countries; 
the $6 million balance is peing ieft undistributed for 
the present and may be addeac to presently proposed country: 
allotments. Of this $6 million rescrve, $2 million is 
tentatively earmarked for projects in the overseas terri- 
tories of the participatinz countries. Tentative alioca- 
tions have been apprcved for Austria, Belgium-Lexenbourg, 
Denmark, France, Germany, Greece, Italy, tne Netherlands, 
Norway, Turkey and the UK. The largest sums have been 
proposed for France and Italy--$30 million for the former 
and $22 million for the latter. For Germany and Austria 
$10 million each is proposed and for the UK $9 million. 
Amounts for the remaining countries range from $1 mlllion 
to $4 million. 


The agreement with each country will. provice for 
undertakings by MSA to supply dollar funds in the amount 
indicated: and to furnish necessary technical assistance. 
In exchange, the foreign government will agree to certain 
undertakings with regard to the institutional arrangements 
under which the resulting local currency funds will be 
administered; the conditions which wiil be attached to 
loans and grants from these funds; the types of activities 
which will be financed; and the steps the local government 
will take to protect participants in the program. The 


particular 
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particular programs and methods used will vary from 

country to country, from industry to industry, anc even 

from plant to plart. In general, however, the main feature 
of each program will be the establishment of "demonstration" | 
projects, under which firms will be granted intensive 
technical assistance together with loans at reasonable rates 
of interest to increase productivity. The firms in turn © 
will be expected to agree to a sharing of the benefits of 
increasing products with workers end consumers end to re- 
frain from entering commercial agreements limiting expansion 
of production or lowerirg of prices, The vrograms will 

also generally emphasize technical and economic research, 
management and labor training, and educational and informa. 
tional activities. 


In the actual allotment of funds, the tranche procedure 
will normally be fcilowed. . In most cases, the first allot- 
ment would be made to initiate an aporoved program, the 
second to be released if in LSA judgnent adequate progress 
is being achieved, and the third, not necessarily the last 
in sequence, to assist in the financing of a European 
productivity agency if one is established. 


OEEC Program There are some functions within the 
Benton-Moody program which MSA believes can best be per- 
formed on the international level. It is considered | 
-Gesirable that part of the program evolve in é Evropean 
context and not be confined to national boundaries. Last 
spring the OEEC established a committee on Productivity 
and Applied Research. Since this committee is an advisory 
rather than action group, MSA has recently opened discussions 
with OEEC to establish a new productivity agency as an ~ 
operating agency, subject to OEEC general polisy guidance 
but with complete executive authority. Tentative thinking 
is directed toward a budget of $10 million for this agency 
for fiscal 1953, with the US supplying the $2.5 million | 
authorized for this purpose in the Moody Amendment and the 
European countries providing $7.5 million in local currencies. 
Special Moody dollar allotments would be made to participat- 
ing countries on condition that the counterpart equivalent 
would be deposited with the new agency. Among the projects 
which might be considered in connection with this agency 
are a bank for cooperatives, a management institute and 
Coal-Steel Community productivity programs. 


» » » 
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WOOL STUDY GROUP MEETING The fifth meeting of the Inter- 
SILENT ON US TARIS} ISSUE national Wool Study Group which 
closed its sessions in London on 
November 6, was held at a time of comparative calm in the 
wool industry as far as demand and supply are concerned. 
Prices for wool have been relatively stable in the current 
season and the outlook for continued stability is favorable. 
After allowing for some build-up in strategic stocxs, supplies 
of wool appeared to the Group to be in reasonable balance 
with expected consumption. However, the main problem facing 
the world wool economy at the present time was not taken up 
at the meeting, and this was the possizi*ity of US tariff or 
quota action on wool imports. On the initietive of the 
Secretary of Agriculture, the Tariff Commission is investi- 
gating whether additional import restrictions are needed on 
wool, and hearings have recentiv heen held on this issue. 
No decision has yet been anacunced. Also, the Treasury 
Department has for some months been studying problems arising 
from imports of wool and wool pr-=ducts from Argentina and 
Uruguay, both of which employ multiple export rates of ex- 
change. So far Treasury has not found that the rates involve 
the grant of a bounty on wool or wool tops, which would re- 
quire the imposition of countervailing duties. 





The major contribution of the Wool Study Gronp meeting, 
which was attended by representatives of 31 countries and four 
organization observers, was the stimulus it afforded to further 
“improvement of worid wool statistics, a field in which commenda- 
ble progress was noted since the last meeting of the Group in 
October 1950 (See page 3, October 16, 1950 issve). Data on 
consumption and stocks are now received and compiled giarterly 
from ten major consuming countries accounting for ebout 70% 
of the world's consumption of wool, compared with carlier data 
from only seven countries on an annnal basis, Furthermore 
data submitted from memder countries have been standardized 
and good progress has peen made in securing compliance with 
the minimum standerd of statistics. Factors for conversion 
to clean weight have been secured and are revised currently, 
eliminating the former problem of dealing with three weights 
+ arriving at data on the balance of consumption and produc- 

on. 


Wool Suzply Situation The Group reviewed the world 
wool situation over the two-year period which has elapsed 
since the last meeting, and the various delegations submitted 
statements on their individual wool positions, with particular 
reference to problems of international interest. 


The 
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The Group estimated that world production of virgin 
wool from July 1951 to June 1952 amounted to about 2,290 
million pounds clean. World consumption cf virgin wool in 
the first nine months of 1952 has been running at an annual 
rate of 2,200 million pounds. Stocks in Argentina and 
Uruguay are estimated to have inereesed by 175 million pounds, 
while New Zealand's carry-over of 7C million pounds was 
liquidated. 


The world clip for 1952/53 is provisionally estimated 
at 2,325 million pounds clean, so that only a relatively 
smail further increase in current consumption could lead to 
a balance between world production end consumption. In addi- 
tion to the current world clip, nowever, there is the large 
carry-over stock in Latin America, which coulda make total 
available supplies over 2,500 million pounds. On the other 
hand, the British Government has aiready announced its inten- 
tion to continue buying for the strategic stockpile during 
the 1952/53 season at abcut the same average rate as has been 
applied since the stockpiling operation began, understood to 
be 50 to 60 million pounds annvally. 


Other Developments at the Meeting The Management 
Committee, previously consisting of the US, UK, Argentina, 
Australia, France, Italy and South Africa, was given complete 
discretion regarding the right to membership in the Group. 
This would include the authority to invite to membership any. 
country deemed to have a reasonable interest in wool, and to 
refuse applications from any countries deenu2d to have insuffi- 
cient interest. 1t was decided to enlarge the membership of 
the Management Committee to include Belgium, Germany and New 
Zealand. A German resolution was passed asking the Management 
Committee to consider wnether currency manipulation is teking 
place affecting international trade in wocl, and if so, to 
act as seems appropriate. . 


The next meeting of the Group will be held in London . 
in 1954. However, the Management Committee is authorized to 
call a meeting in 1953 if conditions justify it, or to ask 
governments for authority to postpone a meeting until 1955. 


‘The US Tariff Problem Although the Wool Study Group 
did not take up the question of the US wool tariff hearings, 


it is one of the main issues in wool circles today. US wool 
prices, after rising to unprecedented peaks in March 195l,.. 


declined 
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declined and have been below the support level since April 
1952. On August 15, the Secretary of Agriculture advised 

the President he had reason to believe that. imports were . 
interfering with the wool price support program undertaken 
under the Agricultural Act of 1949, and he recommended that 

the Tariff Commission be directed tc make an immediate investi- 
gatioz under Section 22 of the Agricultural Adjustment Act of 
1934 as amended to determine whether import controis were 
necessary on raw apparei wool and wool tops. 


At the direction of the Presiaent, the Tariff Commission 
instituted an investigation on Sepiember 2 and public hearings 
were helc from September 29 to Octoter 1, wnen representatives 
of the Department of Agriculture, wool growers, traders and 
manufacturers appeared as witnesses before the Commission to 
express oral views on the matter. 


Agriculture cfficials recommenced that a flexible import 
fee be established for al apparel wool and wool tops imported 
for consumption, and in this they were strongiy supported by 
wool growers, although some modification of the flexible-fee 
formula was suggested. Wool importers and manufacturers 
opposed Agriculture's recommendstion for flexible fees for 
raw wool, stating that marketing procedures would be disrupted, 
and furthermore, that the woolen and worsted industry could 
no longer pass increasea ccsts resulting from higher tariffs 
on raw wool on to the consumer. These groups also opposed 
quotas on raw wool imports. 


A complicating factor in this picture has been a marked 
increase in imports of wool tops from South Awerica. The 
Treasury Department has been subject to considerable pressure 
to impose countervailing duties under Section 303 of the Tariff 
Act of 1930 on imports of raw wool from Argentina and on wool. 
tops from Argentina ana Uruguay on the grouna that these 
products are being subsidized by the more favorabie exchange 
rates accorded to them as comperea with rates accorced certain 
other exports. It has been alleged that by taking advantage 
of these rates importers are able to land the favored wool 
products in the US at prices lower than would otherwise be — 
possible. Section 303 provides that "Whenever any country... 
shall pay or bestow, directly or indirectly, any bounty or 
grant upon the manufacture or production or export of any 
article...and such article or merchandise is dutieble...then 
upon the importation of any such article...there shall be 
levied and paid...in addition to the duties otherwise imposed 
by this Act, an additional duty equal to the net amount of 
such bounty or grant..." 


Representatives 
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Representatives of a number of countries attended the 
Tariff Commission hearings, anc at their conciusion, the 
missions of nine countries--Argentina, Australia, Belgium 
France, Ireianc, New Zealand, the Union of South Africa, the 
UK and Uruguay --submitted notes to the US, expressing the 
deep concern felt by their governments over the possibility 
that additional fees or quotas may be imposed on wool imports 
as a result of this investigation. These countries feel that 
the imposition of any new restrictions on imports of wool 
would: 1) be contrary to the spirit and provisions of the. 
General Agreement on Tariffs ana Trade; 2) impair the value 
of trade agreement concessions; 3) prejudice the critical 
balence of payments position of the sterling area anc other 
wool exporting countries; and 4) work at cross purposes with 
our efforts under the Mutual Security Program to achieve 
economic strength ard solvency among friendly foreign countries. 
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PRESENT PHIL PP NE The Eximbank recently agreed in principle 
CON Ou. TUATION to establish a line of credit aggregating 
$5 million which would be extended to 
privete commercial banks in the Philippines and the Philippine 
Rehabilitation Finance Corporation to finance small develop- 
ment projects to be undertaken by private enterprise in that 
country. The new loan will be the second major Philippine 
loan made by the Eximbank in general accora with the report 
of the US Economic Survey Mission to the Philippines (Bell 
Mission) in 1950, and Quirino-Foster Agreement of November 
1950. The details of the administration of this credit are 
yet to be worked out with the Philippine Government. When 
implemented, it is expected that +e credit will serve to 
stir.ulate private investment in F::iippine industry. The 
previous loan was for $20 million for use by the Naticnal 
_ Power Corporation of the Philippines, an instrumentality. 
of the Philippine Government, to cover the foreign exchange 
costs of the construction of the Ambuklao hydroelectric 






project. 


Other 
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Other US Assistance Since the end of World War Il 
US disbursements in the Philippines have totalled over go 
billion. This amount covers outright grants and relief; 
loans ana credits; contractual payments; Armed Forces' 
expenditures; and transfer of enemy property and certain 
tax proceeds. The largest single payment was under the 
Philippine Rehabilitation Act of 1946 which provided for 
$538 million in payments for war damages and up to $100 
million in surplus property. The war damage payments 
terminated in fiscal 1951. 


The deteriorating Philippine economic situation in 

. 1950 resulted in the Bell Mission surveying the Philippine 
economy. It recommended: 1) increase of government revenues; 
2) increased agricultural productivity; 3) enactment of 
minimum wage laws and establishment of adequate public health 
and education programs; 4+) diversification of the economy; 

5) reorganization and improvement of public administration; 
and 6) grants and loans to the Philippines of $250 million 
over a five year period. 


The recommendations for the extension of US aid in 
accordance with the grant and loan recommendation was 
dependent on certain legislative enactments to increase 
revenues and establish minimum wages. These were made early 
in- 1951, at which time the US extended $15 million of assist- 
ance. An additional! $32 million was made available in fiscal 
1952 and $30 million in fiscal 1953. To date the Philippine 
Congress has appropriated 50 million pesos for counterpart 
on a commensurate value basis in return for supplies and 
equipment received. 


Enforcement of the Minimum Wage Law, which became 
effective in August 1951, and which was a condition to the 
establishment of the STEM-MSA program in the Philippines, is 
proving very difficult. About 90% of the employers required 
to comply with the law are violating it in one way or another, 
ana adequate funds are not available to push its enforcement. 
Feiiure to enforce this legislation points up the difficulties 
of introducing basic reforms in the present stage of Philip- 
pine political, cultural, and economic development. Labor is 
not yet a political force in the country and labor unions lack 
the leadership and organization to press effectively for the 
rights of their members under the law. On the other hand, a 
government dominated by land owners and business interests is 
not enthusiastic about seeing the interests of the ruling 
class undermined. 


The 
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Tne MSA program is designed to assist the Philippines in 
implementing the recommendetions of the Pell Mission Report. 
The provcram attempts to diffuse its efforts over as wide a 
ran.e of projects and areas es possible. In agriculture, for 
example, projects include the Los Banos egricultural institute 
rehabilitation, disease control, irrigation, land reclamation, 
livestock development, cedestral surveys and fert‘lizer im- 
ports. Supply assistance, maintenance of essential supply, 
goes primarily for production requisites. 


BEST COPY AVA! ABLE 


In addition to the project program, the MSA mission in 
Manila is engaged in securing the passage of legislation to 
implement other Beil Mission recommendations. These include 
establishment of agricultural credit facilities, which were 
provided for by legislative action in August 1952, and land 
reform. In the latter category the mission prepared a report 
recommencing the establishment of a Land Tenure Authority and 
@é national Land Commission system and the passage of legisla- 
tion concerning: 1) the creation of owner-cultivators; 2) the 
creation and maintenance of fair tenancy practices ; 3) the 
strengthening of the minimum wage law; 4) simplication of the 
proceduve for obtaining land titles; and 5) the improvement of 
inheritance laws. So far the government has taken no steps to 
solve the problem. 


~hiltpoine bevelopment So far in 1952 there has been no 
Si,nificant change in the direction of economic development 
in the Philippines. Primary emphasis continues to be on in- 
creasin;,, the productivity of agriculture, and food production 
for domestic consumption is increasin,. In 1950 the Philip- 
pin Government felt shat the nagnitude of the 1945 five- 
year plan was beyond the capabilities of existing financial- 
resources because of deteriorating internal and external 
finencial conditions, and consequently revised the program. 
The present program stresses development in agriculture, 
incustr:’, mining, transportation and communications, and 
public works. The program’on the whole, however, is limited, 
and appears to be primarily concerned with providing domestic 
substitutes for import products. The Philippine Government 
now pians to prepare a revised and more integrated country 
DrPO;. ram. 





Foreizn 
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Foreign Trade -The primary characteristic of Philippine 
trade is the US role of chief customer of Philippine exports, 
and supplier of imports. Trade with Japan has increased 
greatly and Japan is now the Philippines' next best customer. 
There have been reports of. negotiations looking toward the 
investment of Japanese capital and supplying of Japanese 
equipment in a salt-extracting venture. The foreign trade 
picture, which has been a cause of concern in the postwar 
period, improved with the imposition in 1950 of import and 
exchange controls, =n that year, due in part to.continued 
large US disbursements and the high raw material prices re- 
sulting from the Korean war, and a $200 million drop in imports, 
the deficit position in the balance of payments was transformed 
into a surplus of $87 million. By the end of September 1952 
reduced US disbursements and falling export prices have pro- 
duced a $45.2 million deficit. 





Import and exchange controls, including the tax on 
foreign exchange, recently extended to June 30, 1953 at the 
present rate of 17% and to December 31, 1953 at 12=1/2%, are 
outright protective devices. One of the principal aspects 
of increasing cuts in imports is the further. intensification 
of the closely interrelated policies of. protectionism, 
industrialization and nationalization of foreign and domestic 
trade. in many case import restrictions have been imposed 
not because domestic substitutes are being produced but be-~- 
cause it is hcped that the restrictions will result in the 
establishment of new industries. The US adviser to the Import 
Control Commission has had some success in checking this trend 
toward protectionism, in trying to persuade the Commission to 
modify its use of import restrictions and to bring its policies 
more closely into alignment with generally accepted trade 
policies, | 


Some government officials recognize that much that has 
been done to use controls as a protective device is contrary 
to the provisions of GATT and would have to be changed be- 
fore the Philippines could ecceie to GATT. Although negotia- 
tions preparatory to accession were conducted in Torquay in 
1°51, the Philippine Government has not taken the further 
necessary steps and has been granted until May 21, 1953 to 
sign the protocol of accession. 


There 
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There has been considerable agitation in the 
Philippines for a revision of the Trade Agreement of 
1946 with the US, and President Quirino has set up 
a committee to cbtain the opinions of various interests 
on this subject. No formal approach has as yet been 
mad? to the US for a revision of the agreement, al- 
theugh representatives of the US Government have on 
several occasions stated that the US is always willing 
to consider carefully any proposals the Filipinos 
might wish to make. wane : 


4 current trend of farereaching importance in 
the Philippine economy is the continued decline in 
the production and export of two leacing exports, 
copra, and related products, and abaca. The resulting 
reduction in foreign exchange earnings from copra, 
abaca, and other commodities has been offset somewhat 
by greater production and export of other products. 
The most important is sugar, the output of which in 
the first eight months of 1952 was 13% above pro= 
duction in the sane period of last year, with exports 
tnis year. up by about 18% in volume and 27% in value. . 
For the first time since the end of the war sugar 
and its related products became during the first half 
of 1952, the leading export of the Philipines, re- 
gaining its prewar position. Total mineral production 
in fiscal 1952 also registered a big increase, helping 
export earnings in the form of larger exports, particu- 
larly of iron ore, chromite and copper ores, } 


Future Prospects The future promises continued | 
reduced US disbursements and reduced value for Philippine 
exports. While some expansion can be expected in the 
volume of copra, sugar and abaca production and exports, 
the principal adjustments will have to be made on the 
import side. Continued controls will probably yield 
substantial savings from reduced imports of consumer 
and luxury goods. The Philippine foreign exchange 
reserves reached a postwar low of $260 million in 
1949. On October 24, 1952 they stood at $309.5 million. 


x * * 
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TERNSTIONAL SaFeTY AT SEA The International Convention 
VENTION INTERS INTO FORCE for the Safety of Life at Sea, 
1948 came into force on Novem- 
ber 19, 1952 between the eighteen countries which have ac- 
cepted it. The Convention provided that it should enter 
into force one year after fifteen countries, seven of which 
possessed one miliion tons of shipping, had accepted it. 

The fifteenth acceptance was deposited with the UK on Novenm= 
ber 19, 1951. Since then the US has been notified that 
three additional countries have filed their acceptances. 

The new safety convention, adopted at a conference held in 
London in 1948, was ratified by the US on December 16, 1949, 
this country being the second to deposit its instrument of 
ratification. 





ay 
cc 





This is the third.international convention on the 
subject of safety of life at sea. The first safety conference 
was held in 1914, but because of orld ‘iar 1 the 1914 Con- 
vention never entered into force. In 1929 a second safety 
at sea conrerence met in London and the resulting Convention 
was accepted by thirty-five nations and came into force in 
1933. However, the US did not ratify until 1936. This 
latter Convention is now to be superseded by the 1948 docu- 
ment. The 1929 Convention will remain effective for one 
year between the US and countries which are parties to it 
and which have not accepted the 1948 Convention. After 
November 19, 19535 the denunciation of the 1929 Convention 
filed by the US on November 19, 1952 will be effective. 
Ships of countries which by November 19, 1953 have not | 
accepted the 1948 Convention will no longer have the pro- 
tection in US ports of an; International Certificate and 
will consequently be subject to the requirements of US 
statutes in resvect of safety equipment. The eighteen 
countries presently parties to the 1948 Convention are: 
Belzium, Canada, Dennark, France, Iceland, Israel, Italy, 
Japan, The Netherlands, New Zealand, Norway, Pakistan, 
Fortugal, sweden, Union or South Africa, UK, US and 
Yugosiavia. ass | 
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ECE SECRETARIAT ISSUES The Economic Bulletin for Europe for 
REPORT ON SECOND QUARTER the Second Quarter of 1952, which has 
just been released by the Secretariat 


of the UN Economic Commission for Europe, maintains the pessi- 
mistic outlook reported.in the Bulletin for the first quarter. 
(See page 7, September 22, 1952 issue.) The current issue 
states that economic activity. continued to decline in most of 
Western Europe during the second quarter of 1952, that indps- 
trial production was generally lower in the second quarter than 
in the corresponding perfod last year, and that consumption in 
Western Europe was also generally lower. While the general 
pressure on resources was diminishing. most governments were 
compelled to reduce their rearmament programs. because of balance 
of payments troubles, budgetary difficulties -and bottlenecks in 
engineering industries. The slight- improvement in the balance. 
of payments position cf. some of the countries of Western wae 
which in the UK was considerable, is attributed. Bod the. ECE. 
Secretariat to cuts in imports. | 


The Department continues to be deeply concerned with. the.. 
need*to maintain an expanding and viable economy in Western _ 
Europe and feels there is no reason for complacency regarding . 

the economic situation there. However, it considers that the 
current issue of the Bulletin unduly emphasizes as- significant. 
trends the unfavorable economic aspects of the sityation in. 
Western Europe, some of which appear to have been reversed in 
recent months. While the report cites only two favorable ‘factors 
which should alleviate the strain on gold and dollar resources 
“din the coming year--an increase in coal production which ‘should 
permit the almost complete stoppage of imports of US coal, and 
the good harvest in 1952--the Department has been encouraged by 
the recent upturn in economic activity which occurred in the. 
third quarter of the year. The rise in industriel production, 
which has now been resumed was temporarily halted during the © 
first -half of ‘this year, according to preliminary figures for 
September, Heavy industry continues to prosper,. In the. third . 
“quarter, textile ‘production, which was partly responsible for 
the earlier decline is maaeaires Apese wae showed more than 
a sencenat rise..." » 


_In addition +0. the outver of Sesbens ‘uconeen. oocneuie. ra 
sativite’ this issue of the Bulletin includes an analysis of 
the recent developments. in trade tetween Eastern and Western 
Burope, and_en analfsis. of the -economie implications of the 
semeownnee Lattaiaaemment ef. + oes her eg pe ar across 


“ natdonal- 
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national borders in Europe. The former stresses. the shrinkage of 
east-west trade, the difficulties impeding its expansion; and the 
suggestion that the possibilities of  CoNeSssening @ triangular- 
system of trade be explored. ' 


‘Economic Activity in western os As a corollary of the 
generally low level of consumers’ goods production, the ECE — 
Bulletin reports that retail sales in Western Europe remained low 
during the second quarter, showing little sign of recovery from 
the level of the previous quarter. Wages and retail prices re- 
mained, in general, stable. The report points out, however, that 
the stability of retail prices is largely the result of two con- 
flicting movements: prices of manufactured goods, especially 
textiles, continued their downward movement following the fall in 
raw material prices, while food prices have increased. In the 
Western European labor market unemployment continued to exist in 
textiles and other consumer goods industries while there was a 
shortage of labor in the heavy’ industries. The textile industry 
continued to reduce its activity during the period, a tendency 
which spread to all producing countries in Western Europe, in- 
cluding Austria and Greece, with Belgium, Denmark and the UK re- 
maining the countries most seriously affected, In contrast with 
the textiles, leather goods and chemicals incustries, the engi- 
neering industries continued to prosper in the second quarter, 
owing to rearmament, continued demand from overseas ‘countries, 
and increased sales of motor vehicles. Total steel production 
in Europe, not counting the USSR, during the first half of 1952 
was 9% higher than in the first half of 1951 and, according. to 
the ECE Bulletin, the improvement is likely, to become more pro- 
nounced as time goes on”. . 


Measures taken by a number of western Raegeen eountvies to 
correct their balance-of-payments déficits began to. show effects 
during the seconé quarter of 1952, the‘ECE Bulletin continues. 
There was a substantial reduction in the volume of imports as a 
result of increased Guantitative restrictions, deflationary 
credit and fiscal policies, and of combinations of direct con- 
trols and credit restrictions. Italy and west Germany were the 
most important exceptions to.-the general trend. Except in a few 
instances, no contribution to the improvement in balances-of- 
payments was made by exports. 


The ECE Bulletin points ‘out that US smperte accounted for 
none.of the improvement in the dollar position of European coun- 
tries. US imports from Europe -remained virtually unchanged from 
the first to the second quarter, while the total value of US im- 
ports from all sources actually fell by $120 million. However, 
an important contribution to the improved dollar situation of 


European 
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European countries was provided by the services account with the 
US. - American tourist expenditures in Europe, running 50% higher 
then in 1951, should reach. a record total of over $250 milIion 
for the year as a whole. Partly because of seasonal influences 
and import restrictions, US exports to Europe (excluding mili- 
tary goods) fell by $220 million, the UK and Germany each 
accounting for about one third of this amount. US exports to. 
overseas members of the sterling area also dropped sharply to a 
level $137 million less than in the first quarter, although 
they were still substantially higher than at the beginning of 


1951. ‘ 


East-West Trade Developments The volume of trade between 
Western European countries and the countries of Eastern Europe 
continued to decline in 1951, the ECE Secretariat. reports. In 
terms of percentages, east-west trade is still very much more 
important to Eastern Europe than to Western Europe. It con- 
stitutes about. 15-20% of the total international trade of the 
Soviet. bloc countries, although it amounts to less than 3% of 
Western Europe's total trade with all areas. In absolute 
terms, \Jestern Europe's imports from Eastern Europe are only @ 
fourth of what they were in 1938, while the volume of its: ex- 
ports to that area is still about two-thirds the prewar figure. 





. The Bulletin stresses the fact that the considerable de- 
Cline in the volume of exports from Western to Eastern European 
ountries was due largely to the general intensification of 
political tension and in particular to the more energetic ap- 
plication of lioensing practices. The question of export 
availabilities from Eastern Europe does not at present seem 
to be. the primary limiting factor, as it was in earlier post- 
war years. However, difficulties in finding either suiteble 
imports or the export counterpart with which to pay for imports 
in trade negotiations between individual Eastern and Western 
European countries provide the basis for the ECE Secretariat's 
suggestion for the fullest possible exploration of triangular 
trading arrangements. 


| Accompanying the decline in east-west trade, the Bulletin 
finds a reorientation of Eastern trade. According to inde- 
pendent calculations, requiring "a certain amount of statisti- 
cal courage", trade between Eastern European countries, includ- 
ing the USSR, appears to have increased tenfold. Trade with 
China has also increased tremendously. The Bulletin analyzes 
the possibilities for the development of east-west trade, 
based on Eastern figures submitted at the Moscow Economic 
Conference, although recognizing that these are "very hypo- 
thetical. 


* * + 
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THE SOVIETIZATION OF Soviet policies and intentions with 
EAST GERMAN ECONOMY regard to East Germany, have remained 


the same since 1945 and include the 
sovietization and. incorporation of East Germany into the 
Soviet orbit, economically, politically, and militarily, 
and utilization of this area as an advance base for the 
extension of Soviet-Communist control over Western Germany 
and ultimately over Western Europe. Until recently, the 
Soviets have given priority to the latter objective. 
Observers in the last six months, however, have noticed 
that the East German regime under the control of the Socialist 
Unity Party (SED) has been taking measures to adapt further 
East Germany's economy to the Soviet pattern. , 


This: change in attitude was manifest last.July when the 
Secretary-General of the Socialist Unity Party, tne dominant’ 
and Soviet-controllied group in East Germany, arinounced that 
the country's economy was to be converted to socialism. 

This process was seid to reguire eccelerated reconstruction 
of iarge plants and increased efforts to overcome the dis- 
proportions caused by the spiit of Germany into Allied and 
Soviet zones. This program was to be carried out by further 
expansion of the staté-owned sector of the economy, including 
wholesale and retail trade, and establishment of production 
cooperatives for handicraft workers ‘and tarmers. At present, 
three-quarters of the industrial output of East Germany is 
produced by Soviet-owned or nationalized firms, the state 
sets delivery auctas for agricultural produce, agriculture 

is being socialized, foreign trade is virtually a state 4 
monopoly, the Free German Trade Union Federation is an agency 
of the SED, prices and wages are set by decree, and banking 
and credit are completely state-controlled. Particulerly in 
view of the last two controls, the vestiges of private property 
in the handicrafts, retail trade industry, and agriculture 
are scarcely capable of serving as a basis for challenging 
the extension of state authority in the economy. 


_ East Germany, known as the “German Democratic Republic" _ 
(GDR), hes insufficient natural resources, production capacity 
and population to be, in its own right, more than a third-rate 
power. It is well enough endowed, however, particularly with 
skilled industrial labor, to make a substantiai contribution 
to the economic and military potential of the Soviet bloc. 

In 1952, industrial production will probably slightly exceed 


1936 
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1936 production, although it. will not come near the 1944 

level which reflected the significant build-up in central. 
Germany during the war. Agricultural production, however, 

has not. yet reached prewar levels, Chronic transportation 
difficulties, insufficient mechanization to counter agricul- 
tural labor shortages, and organizational confusion have 

all contributed to block the realization of: the. GDR's-potential 


Sissy to supply its population with the food it requires. 


. ustry Economic development in. East Germany is pro- 
ceeding within the framework: cf the Five Year Plan begun in 
1950. By. 1955,.if the Plan is: fulfilled, industrial preduc- 
tion.will nearly double the level of 1650. The production 
of such.items as iron ore, pig iron, steel and electric ; 
power is being emphasized in.the Plan. Keports of the GDR- 
have indicated fairly ciearly that its eccnomic development 
can be directed as planned, if not in individual sectors. at 
least in an over-all serse. However, unless the USSR is 
willing to give priority to the economic development of East 
Germany within the Soviet bloc, it is probable that the | 
relatively steep upward trend in the favored. sectors of the 
economy characteristic of the last two and a half years will 
tend to level off somewhat this year, and the over-all achieve- 
ment will fall short of the Five Year Pian goal. e* eee 


The total value of goods and services produced in East 
Germany in 1951 at current prices was about 37 billion east 
deutschemarks. For 1952, the figure will be higher, perhaps 
about 4O billion Di (E)..- Consumer..goods are being supplied 
to the population in a-volume slightly..below that of 1536,- 
but more than twice that of 1946.. However, the charges on 
the economy of reparations, occupation. costs and higher ‘taxes 
. have kept the per capita product. available for. consumption - 
‘below the 1936 figure. From 1945 through 1950 the USSR took 


” from the East German economy as war booty, reparations and 





occupation costs, goods and money totaling about 35 billion 
“DM (E) calculated at 1944 prices - cepeus $14 billion). Soviet 
takings in 1951 are estimated at* 3 billion east deutschemarks. 


Military equipment is now being produced in the GDR, but 
the extent of future production depends -upon Soviet policy. 
decisions, the broad outlines of which are not yet clear. 
Until such information is available, it. is impossible. to | 
ascertain the economic consequences of rearmament in East | 


Germany. 
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Germany. Heavy industrial production is carried out almost 
entirely by nationalized or Soviet-owned firms. After suffer- 
ing considerable losses by bombing and dismantling, heavy 
industry is being rapidly expanded. Serious obstacles to this 
development still exist in the form of inadequate plant. capacity 
and supplies of raw materials. Heavy industry, particularly 
metallurgy, machine construction, power and mining, is favored 
in investment allocation. | | 


Agriculture The controlling postwar economic and social 
factor in East German agriculture was the Land Reform, which 
expropriated without compensation all farms larger than 100 
hectares (247 acres) and divided most into small family farms 
of less than 20 hectares, retaining some of the largest estates 
intact as state farms. Small and medium-sized farms. now con- 
prise about 70% of the total arable land, while 25% consists 
of so-called “large" farms of 20 to 100 hectares. While | 
economic planning now regulates every aspect of agriculture, 
including planting, cattle-raising and marketing, agricultural 
production cooperatives, introduced as part of the "building 
of socialism" announced by the SED in July, mark the first 
stage of coilectivization along Soviet lines. In these produc- 
tion cooperatives, private ownership of land, farming. machinery 
and livestock is being retained for the present. Membership 
is stated to be "voluntary", and spontaneity of membership is 
being promoted by governmental support to the cooperatives 
through state machine lending stations and distribution 
services. 


Despite government support, the farmers are likely to mani- 
fest strong resistance to the establishment of the cooperatives, 
mainly on the grounds that they constitute the beginning of tota. 
collectivism. In August, shortly after the announcement of the 
new agricultural policy, many farmers appeared among the sharply 
increased numbers of refugees fleeing to West Berlin, particu- 
larly persons officially classified as “large" farmers. They 
appeared to be convinced that the eventual alternative, since 
they are excluded from membership in the collectives, would be 
economic iiquidation as a class. This belief is being encourage: 
by the GDR as it makes it easy to take over “large” farms with- 
out the need for compensation. Discrimination against this 
group has many forms, such as higher taxes, higher delivery 
quotas, refusal of labor offices to supply workers, and the 
barring of children from agricultural or other secondary schools 
and institutions. ) 


While 
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While the SED will be pressing for. as fast a transition 
to complete agricultural collectivism as appears possible 
under the circumstances, Soviet experience will probably in- 
duce the SED to proceed gradually so as not to impede pro- 
duction to an undesirable degree. Reports coming in from 
East Germany consistently indicate that the loss in -pro~ 
ductive capacity caused by expropriation of tne large. estates 
has never been recovered. The amount of abandoned farm land 
is not only increasing, but is reported to be approaching 
large proportions. The combination of lower yieids and. 
reduced acreage is such as to redvce production,- compared 
to prewar, by at least 25%. The steady deciine-in live- 
stock population, except hogs, is unsnimousliy ettributed. 
to the shortage of feed, which is in turn due to high crop 
delivery quotas and ccmpuzlsory planting quotas oriented 
toward direct consumstion crops. An impertant additional 
factor is the practice of selling or prematurely slaughtering 
animals in order to make up shortfalls in the over-all de- 
livery assessments. 


Quotas for plantings and livestock holdings are : 
established by fiat; each county receiving quotas to be — 
broken down by communigies and then by farms. The final 
step is carried throngh by a local committee loaded wit’ 
active supporters oi the government, from which all lars. 
farmers and most otiier isdependent farmers are barrec. 
The quotas are used not only to enforce food collections 
but also for the doctrinaire purposes of the regime, and 
the differential delivery rates are applied to the size 
of the farm. No retentions are allowed and the farmer, 
in order to supply himself, is expected to exceed his 
quota. Nonfulfillment of quotas is severely punished. 


The state farms, which were established from the 
former large estates of 100 hectares or over, are mainly - 
seed multiplying and livestock breeding farms and have | 
a trade monopoly in these fields. This means that not 
only have the private livestock and seed enterprises been 
eliminated, but that the farmers. are dependent on unfriendly 
state employees and party functionaries as.to what and haw 
much is supplied, The farmer is likewise dependent for 

tribution on a governmental supply and marketing organiza- 
n which has replaced the private dealers and voluntary 
agricultural cooperatives of pre-communist times. 


Finance 
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Finance The Deutsche Notenbank, a state institution, 
is the bank of issue and treasury of the GDR and is, in 
addition, a commercial bank. ‘Jith its branch offices, 
it is the banking institution for all budget-financed 
organizations, the nationalized economy, and private 
businesses of a specified size. Under the credit direc- 
tives of the Deutsche Notenbank, credits may be granted 
only for production and merchandise turnover provided 
for in the Five Year Plan. The money supply is purposely 
restricted and is covered only by claims against the 
state. The use of cash is restricted to wage, salary 
and retail trade payments. Cash received by firms must 
be deposited in their banks and can be withdrawn for dis- 
bursements only upon special application. 


Labor As of February 1952, 10.6 million persons 
were within the ages of compulsory labor registration, 
and the active labor force was about 8 million. The 
Five Year Plan envisages an increase in the total number 
of salaried workers, primarily in key industries like 
mining, metallurgy, machine construction, eiectro- 
engineering and precision engineering, There is an 
acute shortage of skilled labor as well as technical 
personnel, a situation which has been aggravated by 
the recruiting now in progress for a national army. 





To attain the main objectives of raising labor 
productivity, improving the qualifications of workers, 
and directing manpower into certain industries, the 
performance or efficiency wage has been introduced. 
Supplementing this wage policy is an elaborate system 
of socialist competition. Collective egreements are 
another device to assign workers specific pledges 
under the framework of the plan. Methods of coercion 
have remained largely informal, but in this field, 
too, gradual assimilation to the Soviet pattern of 
disciplinary codes is to be expected. 


The Free German Trade Union, composed of 20 
affiliated unions and 5 million members, is a mass 
organization with the dual role of mobilizing the 
workers to meet production targets and indoctrinating 
labor with the current line of the Party. 


WARTIME 
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~ PLANNING The work of wartime economic planning froups 
GHOUFS iN Nato established within NaTO in the fields of 
transportation and petroleum is well under 
way and formation of new planning groups on commodities is 
under active consideration. The first of these bodies to be 
set up was the Planning Board for Ocean Shivping (PBOS) in 
1950. This was followed by a Petroleum Planning Committee 
{PPC} which met for the first time in April, 1952. The 
Planning Board for European Inland Surface tre nsport (PBUIST) 
held its first meeting in Sentember. In addition. to tnese 
already estabiished groups, the NaTO Committ vee on “artime 
Commodity Problems has either recommended or is about to 
recommend to the North Atiantic Council the establishment 

of wartime planning committees on coal, iron and steel, 
industrial raw materials and on food and agriculture. 








Transportation Cozmitte2s The NATO Planning Board for 
Ocean Shipping has approved the establishment of a Defense 
Shipping authority to come into being in wartime. Its re- | 
sponsibility will be to administer a central merchant , 
shipping pool made up of most of the merchant vessels of 
member governments. Within this Authority an Executive 
Board composed of representatives from five countries 
would be set up to carry out the day to day work of the . 
Shipping Authority. PBOS has also been working on a ship 
warrants scheme as part of a plan for the control of neutral 
shipping in wartime. Since the last PBOS meeting held in 
May 1952, the technical committees of the Board have been 
estimating wartime military and civilian requirements on 
shipping. Meetings have been held with representatives 
of the N&TO standing Group in order to consider procedures 
for submitting military requirements for ocean shipping and 
for allocating shipping to military use. In addition, con- 
ferences have been held between PBOS and PPC representatives 
to outline and impiement a stucy of the vartime requirements 
of merchant ships for bunker oll. : 





| The Planning Board for European Inland surface Transport 
has’ set up a permanent steering group to coordinate planning 
studies of four technical working groups on ports and beaches, 
rail facilities, highways, and inland waterways, and of ary 
similar working groups created in the future. No major policy 
decisions were considered at the second meeting of the Board ‘held 
in Paris November 25, but efforts were made to clarify organiza- 
tional procedure. It was decided that pending a discussion be~ 
tween the chairmen of PBOS and PBEIST, studies regarding the 
reception and diversion of merchant shipping in wartime would be re~ 
ferred to the existing coiumittee on that su Ubject under P30S. 
& SHAPE proposal for a study group on bulk petroleum transport 


was 
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was agreed to in principle and it was also decided that port 

emergency planning now going on under SHAPE guidance should con= 

tinue pending further discussion. The Board believes that state- 

ments on national organizations of transport in wartime which 

have already been submitted to it will be beneficial in its 

planning and has asked countries which have not submitted such 
statements to do so soon. 


Commodity Committees The Petroleum Planning Committee whi'ch 
came into existence in april of this year held its third meeting 
early in October in Paris. The Committee discussed principally 
the study which its working group has in progress on wartime 
requirements of NATO countries in reletion to likely availabili- 
ties. The working group hopes to complete the requirements and 
availabilities-$tu¢@y early next year. Some difference of opinion 
prevailed as to what should be done with respect to a stock- 
piling study and it was decided that the Eritish chairman of the 
Committee would prepare and circulate a report on stockpiling 
before any study is undertaken by the PPC, It was agreed, how- 
ever, that it would be useful for each country to develop figures 
on storage capacity within its borders so that these figures 
would be available when and if a stockpiling study is undertaken. 


Last week the NATO Committee on Wartime Commodity Problems 
agreed to recommend that the North atlantic Council establish 
planning committees on: 1) coal, iron and steel; and 2) industrial 
raw materials. The NATO Secretariat has circulated documents 
containing teriss of reference for these committees which our 
NATO representatives state appear satisfactory. If no sub- 
stantive amendments were submitted before November 28, these 
documents would be considered final and ready for North Atlantic 
Council consideration. Previously the Committee on ‘jartime Com 
modity Problems recommended establishment of a NATO food and 
agricultural planning committee. North Atlantic Council action 
is necessary to bring it into existence. The body envisaged 
would consider the arrangements for feeding military and civilian 
populations in wartime with special reference to problems which 
might arise in the first year, and recommend measures that could 
be taken in advance of war. in determining such recommendations, 
studies would be made as necessary on such subjects as total 
wartime requirements, production, collection, stockpiling, and 
protection of food; the supply of agricultural requisites and 
such other agricultural products as the committee may determine; 
rationing and other controls of food distribution and utilization; 
methods of reducing demands on shipping space to a minimum and 
the problems of food import priorities in the early stages. 





* | * * 


ERRATUM 
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The second paragraph on page 10 of the November 24, 

1952 issue of Current Economic Developments may 
convey the wrong impression concerning the circumstances 
connected with Philippine adoption of import and exchange 
controls in 1949 and 1950 and of the 17% exchange tax in 
March 1951. These may have encouraged new domestic produc- 
tion of some products and may be increasingly regarded by 
the Filipinos as protective devices. However, they were 
originally adopted and have been continued to solve serious 
emergency balauce of payments and budgetary problems and 


not for pretective purposes. 
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MEETING OF The Food and Agriculture Organization Council 
TAC COUNTIL held its sixteenth session in Rome November 16 

to 28. Two of the most interesting problems 
considered were the proposal for an emergency famine reserve, 
ana the present Yugoslav food situation. In addition, the 
Counci2 discussed the current rice situation (see page 5, 
November 17, 1952 issue), and approved the calling of a special 
meeting to eonsider problems of rice supplies and distribution 
on January 5 in Bangkok. The Council reviewed the progress of 
its work to date, and the proposed program and budget for 1953 
under both the regular and the expanded technical assistance 
programs, 








Famine Reserve Proposal The Council decided to postpone 
recommendations on the famine reserve proposai until the next 
Council meeting in June, 1953, but provided for continued 
study of the ouestion. The proposal for a famine reserve was 
first made by India at the FAO conference in December, 1951. At 
that time it was decided that the Council should study the matter 
further and at its meeting in June. 1952 the Council anpointed 
a \iorking Party, composed of commodity experts acting as indi- 
viduals,from the US, UK, France, India and Australia, to go into 
the matter. This group examined three alternatives: 1) an 
internationalily-owned emergency food reserve, physically estab- 
lished in advance of a famine: 2) an internationally-owned 
emergency relief fund, composed of financial contributions in 
specified currencies; and 3) nationally-owned emergency stocks. 
Tne Working Party came to the conclusion that if member nations 
were prepared to proceed with a scheme of emergency famine 
reserves on an international basis, proposals along the lines 
of an internationaiiy- owned reserve fund offered the best 
prospects for successful vperation. 





However, this plan has many problems which need further 
examination. These include such things as the determination of 
individual contributions; the use of hard end soft currencies, 
both with regard to contributions and repayment; whether aid | 
shoulc be on a loan or grant. basis; replenishment of the reserve 
fund; and the type of administrative machinery that would be 
needed. The FAC Council at its latest session therefore asked 
@ nei’ Study group to recommend answers to the problens raised, 
particularly with regard to the financial aspects. The new group 
includes experts 2£oh the US, UK, France, Inéia, australia, the 
Netheriands and Argentina Its report to the Council is to be 
available to menbers by March, 1953 so that they wiil have time tx 
consider the report fully before the spring session of the Council 


In 
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. In a separate action the Council called attention of govern- 
ments to the desirability of using technical assistance in in- 
proving local food storage and transportation facilities, with 
ceereees of emphasizing self-help in alleviating causes of 

amine. 


Yugoslav Fooa Situation The Council accepted the report of 
the mission which the FAO had sent to Yugoslavia to the effect 
thas an emergency food situation impends in that country and in- 
‘structeac that it be transmitted to the Secretary-General of the 
UN. The Council also urged FAO member states to consider imme- 
~@Giately any effective assistance they can render in this situa- 
tion and to inform the Secretary-Generai of UN or the Director- 
Ge.ieral of the FAO of action taken. 


tT. In view of the US-UK-French aid program for Yugoslavia and 
the Yugoslav approach to the US on its balance-of-payments diffi- 
culties, the US would have preferred to see the Yugoslav food 
problem handiea either on a bilateral basis or as a supplement to 
the tripartite aid program for Yugoslavia. Moreover, there is 
some belief in US Government circles that the extent of the food 
emergency has been exaggerated, and that there are steps which 
the Yugoslav Government could take to alleviate the situation. 
Other deiegations were anxious to accept the report, probably 
because of its possible use as a precedent for emergency famine 
action. The US delegation managed to inciude in the final report 
_ @ Statement that the Council did not consider itself competent to 
appraise the total balance-of-payments problem of Yugoslavia. 
Referral of the report to the UN may have the.salutary effect of 
‘bringing to light what plans other nations have for famine relief 
in a- specific instance. ei | | 


Agricultural Investment’ Another of the issues which arose 
Concerned a section of the Secretariat report on agricultural 


‘investment in which the Secretariat gave its own interpretation 
of how member countries could make use of the International Mone- 
tary Fund in financing agricultural development. The US delega- 
tion made. a successful effort to avoid discussing this issue in 
the Council when’ the Secretariat paper was urder discussion. 
However, a misleading paragraph in the draft report of the 
Council session gave the impression that the Council endorsed the 
Secretariat's interpretation, and made it necessary for the US 
delegation to open the issue. The US delegation successfully 
removed the implication of Council approval of that interpreta- 
tion, although some reference to the subject remained in the 
Council report. 


INTERNATIONAL 
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INTERNATIONAL BANK Mexico-needs a balanced development 
REPORT ON ON MEXICO I¢Q . program supported by adequate fiscal 

‘measures, according to a report 
recently completed by a combined working party of repre- 
sentatives of the International Bank and Mexican 
authorities. The working party was set up in 1951 to 
assess major long-term trends in the Mexican economy 
with particular reference to that country's weeiacaied to 
absorb additional foreign investments. : 


Luring the ‘period from 1939 to 1950--the years 
covered by. the reports--Mexico did not need an agency 
to coordinate investment in order to maintain a high 
rate of output. However, the report conciudes that the 
economy has now reached a point where uncoordinated 
selection of pro7ects is no longer likely to bschemn the 
Same results as in the past. 


Background In the twelve-year period covered by 
the report, Mexico experienced unprecedented economic 
growth. Its procuctive capecity was great’y increased 
and, except in mining. maior gains in output were made 
in every sector of the economy. The foundations of 
. industrialization were liaid by imported capital goods 
paid for with a growing volume of exports at favorable 
prices, and.at the same time agricultural production was 
able to exvand greatly. While agriculture and. industry 
were developing, petroleum, electric power and highways 
were also making great advances; d-spite reduced invest- 
ment in railroads, rail traffic rose in total volume both 
Of goods and passengers. ; | 


The. Federal Government, thecush ‘Nacional Financiere. 
its fiscal agent, has sought. to establish a suitable 
climate for evelopment whiie private domestic investors 
have been the leading promoters of industrial development. 
This development, which was achieved against a background 
of scanty. resources and technical’ difficulties, was made 
nossible: 1) by forcing savings up and curtailing consump- 
tion; and 2) by scuaentoation on those investment oppor- 
tunities which offered suick and. substantial returns. 


In the future, the report concluded that the flow of 


savings will be harder to increase and investment ovpor- 
tunities will yield slower veturns. This phase has already 
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been foreshadowec by a tanering-off in the rate of in- 
crease of real income per capita in 1945-1950, due partly 
to a more rapid growth of population, but mostiy to a 
slower increase in total output. 


The report states that high and immediate productive 
results from investments were possible during the war 
years as long as public facilities had not reached the 
limits of their capacity. After the war, the need for 
large investments in transportation anda communications, 
electric power, water supply and sewerage became increas- 
ingly pressing. Many of these investments did not 
promise guick returns and without them productive invest- 
ment opportunities suffered and yields from investments 
in industry, mining and other sectors of the economy 
began to decline. The new situation resuited in increased 
investments in transportation, communications and electric 
power. In 1950 these investments amounted to 27% of 
total investment compared with 20% in 19546. Despite 
this growth, these investments were insufficient to re- 
lieve the railroad situation or to eliminate power 
shortages. Investments in water supply and sewerage 
also increased but much remains to be done in this regard. 





Future tlook The report states that development 
and conservation of natural resources in the future 
will require higher capital expenditures than in the 
twelve-year period examined and that substantial 
investments for the exploration of new oil fields are 
now imperative to obtain a continued rise in production 
over the next ten years. The development of new resources 
in mining is also necessary if production of non-ferrous 
metals is to continue. Although potentialities for 
irrigation and hydroelectric development remain great, 
the best sites have been taken and further aevelopment 
will be more expensive than in the past. Expenditures 
for reforestation and soil conservation will probably 
have to increase, since the Mexican Government is becom- 
ing tnmcreasingly ccncerned with them. 


By the end of 1950, private construction was still 
suffering from the effects of a slump which began in 
1947, and investment in public buildings was low. The 
report notes that it is becoming increasingly difficult 


to 
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to subordinate the demand for iow-cost housing, hospitals 
and schools to economic development as in the past, and 
that increased expenditures for these purposes are almost 
certain in the next ten years. : 


The report points out that the shift’ from invest- 
ments yielcing quick returns which took piace in the 
Mexican investment pattern in i947 to 1950 will probably 
be extendea over the next five to ten years. Greater 
emphasis will have to be given to public facilities and 
social welfare projects and to maintenance and replace- 
a of capital equipment. Tnis witli reduce the immediate 

turns from investment compared with the high yields in 
the past, but most of these expenditures cannot be post- 
poned mu th longer without an even greater decline in 
productive results from tot al investment. - . 


A rise in the rete of investment will. be needed to 
increase expenditures for public facilities and other 
projects with lower immediate yields in order to prevent 
a fail in the rate of growth of national income. Further 
increases in the rate of population growth will also 
reguire more investment to maintain the past devel of 
growth of per capita income... Most investment in Mexico 
was paid for in the 1939-1950 period by domestic. savings. 
The savings of the postwar period were largely stimulated 
by deficit: financing and credit expansion.and increased 
further as a result of the unequal distribution of in- 
comes, import restrictions on consumer goods, and. 

. devaluation. iexico will do weil, the working party 
aha mie if it can maintein the postwar rate of savings 
during the next five or six years, especially since the 
rate cf savings in the postwar period was high compared 
‘with other countries end with previous :savings in Mexico. 
Retaining restrictions -on consumption indefinitely will 
- harder because ‘restraints have we ‘in. sttect sO 
ae 


| Report's “Rec Recommendations The report suggests that 
a tax policy could be devised which could increase public 
Savings without impairing. enterprise, and which could diso 


_ @iscourage the construction of: luxury dwellings and other 


non-productive investment. .Such tax measures: could also 
minimize the inflationary‘effects of the investment 


progran. 
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program. The report notes, however, that with savings near 
their upper limit at present, is is improbable that even a 
sound tax policy coula raise the current rate of savings 
substantially in the next few years. Mexico, therefore, 
faces a situation in which the major source for financing 
investment--domestic savings--cannot be expanded easily 
while the need to increase long-term irvestment and the 
growth of population demand higher investment if per capita 
income is to rise as in the past. This vroblem can be 
solved by a policy which minimizes the required rise in 
investment and also broadens the bases of financing. 

Bettez planning arid execution could limit the need for 
increased investment. Some investments made in the 1939- 
1950 period, for example, have yielded so far only a part 
of their potential contribution to output. Increased out- 
put from these investments in the next decade should partly 
counteract the expected decline in other investment yields, 
and additional measures could be taken to enhance their 
effects; such as relatively minor investments in compie- 
mentary works. 





Greater reliance in the next few years will have to 
be placed on foreign financing, since savings are tempora- 
rily stabilized and there is an increased demand for in- 
vestment funds. While foreign private investment will 
probably continue to contribute to Mexican industry and 
commerce, it is expected to be of little importance in 
mining, elestric power and petroleum development. The 
most pressing needs for additional investment in the 
immediate future are for public facilities, most of which 
are in the public domain, and until these investments have 
been made, the scope for additionel private investment in 
many fields will be curtailed. As a result, the principal 
increase in foreign funds wiil have to come from govern- 
ment borrowing, which has been a relatively unimportant 
source for financing investment in the past. 


The returns from total investment in the decade 
from 1951 to 1961 will depend on the extent to which 
official ‘resources and private funds are able to exploit 
the possibilities for offsetting lower immediate yields 
from increased outlays for public facilities, other long- 
term investments and maintenance and replacement of 


capital 
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capital equipment. According ‘to the report, the task 
willbe different and more cifficilt than in the past 

when circumstances favored the selection of projects which 
yieided ‘nigh returns from low outlays. | 





Ser The report recommends é planned development program 
and abendonment.of .the project-by-project approach to 
'-economic development. -Each. project should be justified 

by the extent. to which it can contribute to over-all 3 
economic development, and savings should be directed into 
appropriate channels. Such a development. program is a 
prerequisite for a rationai determination of Mexico's 
“Capacity to absorb ana service additional foreign loans 
for economic development over the next decade. 


' The balance of peyments outlook is favorable, and 
Mexico's external debt service is low in relation to 

' eurrent foreign. receipts. ‘the balance of payments has 

‘- Shown flexibility in the face of adverse developments | 
and potentialities for further improvement are clearly 
indicated. Over the next few yeers, however, the baiance 
of payments will be vulnerable in the absence of a develop- 
ment program. Without counteracting development and 

‘fiscal policies, the balancé will be subject to pressures 
lowering reserves to precarious levels. Foreign financing 
could contribute to a solution of the problem but foreign 
funds couid not be used as an alternative to taxing steps 
to counteract reduced returns from long-term investments. 

- But ift.foreign financing were an element in a broad 
development program including adequate measures to offset 
declining investment yields, Mexico could expect to achieve 

- @ reasonably satisfactory rate of increase in per capita 
+. income over the next few years. If steps were aiso taken 
to adopt a tax system which reduced the inflationary - °° 
effects of investment expenditure, the balance of~payménts 
would not be a serious obstacle to the service of additfonal 
foreign loans. . The report therefore concludes that; while 
' the outlook for Mexico's economic development remains 
basically sound, its capacity to absorb and service new 
investments in the next.ten years depends to a great ex- 
tent on the adoption of a sound development program, ~~‘ 
supported by adequate fiscal measures. 





* * * 
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1951 ECONOMIC SURVEY The Secretariat of the Esonomic Commission 
OF ASIA AND FAR EAST for Asia and the Far East (ECAFE) has pub- 

lished its 1951 annual survey dealing with 
economic developments in that region. The Secretariat, in the 
survey, is principally concerned with the effects of last year's 
unprecedented fluctuations in the prices of many internationally 
traded commodities which affected the export earnings and in | 
turn the entire economies of these raw material producing coun- 
tries. The ECAFE Secretariat is also concerned with the under- 
investment and underproduction in the area, and the sources and 
methods of providing financing to bring about economic develop- 
ment at the rate which is essential for maintaining and increas- 
ing standards of living in the region. 


Fluctuation in Prices The world slump in commodity prices 
brought to an end the export boom in the Far East in 1951, the 


ECAFE Secretariat reports. Production, exports and imvorts, 
terms of trade, baiance of payments, public expenditure. and 
investment, inflation and subsequent deflation reflected the 
changing character of the swings in external demand and world 
prices which were caused by such factors as the sudden increase 
ana subsequent slackening in demands for stockpiling and re- 
armament by the more industrial nations. The changes in prices 
of some principal export commodities varied in the short span 
of about 12 to 18 months from an increase of about 200 to 300% 
above the pre-Korean war level to a decline of 30 to 60% from 
their maximum levels. The surplus of $1,130 million in the 
balance of trade for the region in the first half of 1951 was 
converted to a deficit of $350 million in the second half. 


The export boom resulted in high money incomes and profits, 
improved terms of trade and balance-of-payment surpluses. 
Governments were able to gather larger revenues, and foreign 
exchange reserves increased considerably. In several coun- 
tries these changes were accompanieé by inflationary pressures 
and subsequently when vrices and volumes of these exports 
declined, serious problems of downward adjustment and unem- 
ploynent resulted. While the increased foreign exchange 
resources generated by larger export incomes could have been 
used to accelerate economic development programs, there were 
serious limits to this possibility because development programs 
were based upon originally expected financial availabilities. 


To 
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To counter the damaging effect of excessive price 
fluctuations on the.world market, the report recommends 
that efforts be mace by the major industrial countries to 
ensure a fair degree of stability in. their demands for raw 
materials, especially in their decisions concerning the 
vclume of procuction of synthetic materials, notably rubber, 
insofar as these have an important bearing on demand for the 
naeturai procuct. According to the Secretariat, it is clear 
thet ereater stability of demand has even more importance 
to the welfare of the local economies than. the current scale 
of foreign aia and loans. The report also points out that 
the raw material producing countries can help themselves by 
aeveloping fiexiblie economic policies aimed at a larger 
measure cf internal stability in times of fluctuation of 
demand and prices in world markets. .. : 


Agricultural and Industrial Production The most press- 
ing economic probiem of the region is still one of ensuring 
adequate food production, the Secretariat points out. Although 
the region is predominantly agricultural, the per capita 
food production, which is still below prewar despite a 10% 
population rise since 1938, is at present only one-half the 
average for the rest of the world. Other disquieting 
features are the low and further declining productivity 
of land, ana the wars and civil disorders which have been 
a decisive factor in the economic conditions of several 
countries. There are, however, indications that the coun- 
tries of the region are trying to expand agricultural produc- 
tion. In the six-year development program. agreed upon under 
the Colombo Plan by the four countries of Southeast Asia 
that participated: in tne Plan in 1950, the investment in 
agriculture provided for -was about one-third of the total 
investment, and plans ‘were later nevised to provide for a 
Substantial increase in agricultural expansion-and develop- 
ment. There:is, moreover, evidence of a greater sense of | 
social responsibility on-the part of the governments concerned 
and a desire to distribute better the available supply of | 
foodgrains to meet the food needs-of the growing. population. 





In contrast with the low rate of expansion of agricul- 
tural production, industrial production in 1951 on the whole 
Significantly increased as compared with 1950, although such 
bottlenecks and difficulties as shortages of shipping space 
and power hampered progress. Fuel and power production, 


the 
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the basis for industrial expansion, has been increasing but 
is stili rather low in relation to current requirements and 
inadequate for further economic development. Manufacturing 
industry, concentrated mainiy in Japan, China and India, 
achieved a notable increase in production in 1951, with 
increases in production more noticeable in the heavy than 
in the light industries. Industrial development in other 
countries consis.ed largely in the promotion of cottage and 
small-scale industries and those processing foodstuffs and 
raw materials. Although little quantitative information 

is availabie, the volume of production from the cottage and 
Small-scale industries is certainly large and, given improved 
techniques and organization, capable of great expansion. 


Financial Resources for Development The report notes 
that reformed tax structures, stability of demand for the 


products cf the region, and heavier flow of foreign 

capital and grants are essential if capital formation in 
the countries of the region is to be adequate to meet the 
capital requirements of the increasing povulation. The 
hard facts of the immediate postwar period have changed 

the attitude of most of the governments of the region with 
regard to development plans. They have become more conscious 
of inflation and have attained a considerable amount of 
success in combatting it. They have also tried to mobilize 
domestic capital for economic development through fiscal 
machinery, such as improvement of tax collections and 
developing systems of taxation which could be better 
adjusted to fluctuations in national income. 


The report concludes, however, that mobilization of 
domestic capital alone cannot secure an adequate rate of 
economic development. Most of the ECAFE countries have 
secured considerable external assistance in the form of 
grants and loans. Besides the loans from the International 
Bank, the governments have received aid from the US, the 
Colombo Plan and the UN.: Efforts have also been made by 
several countries to stimulate private investment by various 
measures. So far, however, neither domestic nor foreign 
financial resources have brought about an adequate rate of 
investment. It is in this state of dilemma that the coun- 
tries of the region look for increased external assistance 
in the form of loans and grants. 
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SUGaR_ COUNCIL ASKS FOR The International Sugar Council on 


ORL) SUGaR CONFERSNCE November 24 adopted a resolution 
requesting the Secretary-General of 
the United Nations to call a world sugar conference in London 
in late June or July. The US voted in favor of the resolution. 
& Special Committee appointed by the International Sugar Coun- 
cil has vrepared a simplified draft of a new international 
sugar agreement. Although no governments are committed in 

any way to this draft agreement, it has been accepted as the 


point of departure in future negotiations. 





At the last meeting of the Special Committee in October 
(See page 6, October 13 issue) there were, for the first time, 
indications that exporting countries would be reasonable about 
their claims for export quotas and about the level of prices 
which a new agreement would seek to maintain. Once it was 
clear that differences on these issues could probably be 
bridged at a negotiating conference, countries were in favor 
of an imnediate call for a world meeting. 
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BRAZIL ATTEMPTS TO SOLVE Brazil is taking steps to meet two 
CURRENT ECONOMIC PROBLEMS of its most outstanding economic 
probiems through domestic legisla- 
tion and approaches to the US. The first problem, resulting 
from a Brazilian decree of last January limiting remittances 
on foreign capital, will be eased by the free market exchange 
bill which was passed by the Brazilian Congress on December 
15 and which now goes to the Brazilian President for his 
Signature. On the second problem, that of Brazil's increas- 
ing commercial arrears in dollars, pounds and francs, Brazil 
is currently discussing the possibility of obtaining US and 
IMF financial assistance in meeting its backlog. 





Free Exchange Bill The free exchange market bill is ex- 
pected to offer an acceptable solution to the problem arising 
from the President's reinterpretation last Januery of decree 
law 9025 of 1946, resulting in restrictive measures placed on 
remittance of investment capital. As requested by the US, 
the new bill cancels those articles of the decree law 9925 
which was interpreted by Vargas as limiting foreign capital 
remittances. It also gives the Brazilian President power to 
suspend particulér kinds of financial transactions in 
emergencies, specifically prohibits barter operctions, and 
permits the free market sale of exchange resulting from the 
export of any commodity financed by the government under its 
price guarantee program authorized by law 1500 of December 19, 
1951. As it stands the bill contains a provision that it 
shall become effective immediately. In order to avoid 4 run- 
away market, it is understood that the Ministry of Finance 
will request the President to delay the effective date for 45 
deys. This would allow time for or,anizing the market, grant- 
ing legitimate commercial banks and their brokers their li- 
censes and determining the exports and imports which would 
be permitted through this market. 





After studying the implications of the January decree, 
the US found that it violated no specific legal obligation 
or commitment, but it was evident that it woulc seriously 
limit American investment in Brazil. As a result, we have 
been putting considerable pressure on the Brazilian Govern- 
ment for the last few months to pass the free exchange bill 
allowing foreiz,n capital and profit remittances to enter and 
leave Brazil without restriction through the free market. 


Arrearazes 
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| Arrearages Problem For the last month the Brazilian 
Government has been exploring the possibility of obtaining 
financial assistance in the liquidation of the commercial 
backlog estimated at around $400 million with additional 
backlog in British pounds and French and Belgian francs. 
_ Brazil may seek a drawing from the International Monetary 
Fund as well as a short-term credit from the Eximbank. «The 
Eximbank has informed the Brazilian Ambassador that it would 
be prepared to consider such a loan only if.it were part of 
& progrem of financial and exchange measures designed to 
remedy the present situation end prevent its recurrence. 
The Bank is now awaiting a reply from the Brazilian Embassy 
to a memo it submitted requesting specific date on arrears 
_ and exchange receipts and payments. A representative of 
the Bank of Brazil is now in seen -pre to ‘discuss the 

problems with the Eximbenk. 





* -* t+ - 


Sea MINISTERIAL MEETING At a ministerial ain. of the’ 
APPR EERE Organization of European Economic 
Cooperation (CEEC) last week ap- 
proval was given to the Organization's fourth report, and 
further action was recommended for 1953 to try to achieve 
_@ balance in world trade and to..close the dollar gap. In: 
addition to concentrating on work arising from recommenca- 
tions in the report, the Organization: will concentrate next 
year on the future of the European Payments Union, increas- 





' dng and liberaiizing European trade through a further eas- 


ing of restrictions, and further ‘strengthening relations 
Of the OEEC with the European Coal and Steel Community 


- and other specialized communities. ‘The: OEEC Secretary 


General has been instructed to-draw up a detailed program 
for the solution of these problems to be acted on by the 
next meeting of the Council on the level of the permanent 
delegation chiefs. In the view of our representatives, 
the Council meeting demonstrated that OEEC: is settling 
into its new role as the principal forum for discussing 
economic — in the Atlantic s emecaredcls 


- Report's | 
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Report's Recommendations The theme of the fourth report is 
that Europe must be made independent of US aid through expansion 
of its production and competitive capacity, and through appro- 
priate action by the US and Canada. While Western Europe has 
shown a substantial economic improvement since the inception of 
the Marshall Plan, the degree “of stability has not been achieved 
which it was assumed would follow the period of postwar recon- 
struction. In general, the present situation in Western Europe 
is characterized by a slowing down in the rate of increase in 
production; while much progress has been made toward a sound in- 
ternal financial situation, the balance between inflationary and 
deflationary forces is not stable; disequilibria in the over-all 
balance of payments of several countries; a general imbalance in 
- ‘the -paynents of member countries with the dollar area; and the 
progress in: the liberalization of intra-European trade has been 
_fhaited and some important countries have nad to reduce the scope 
of trade liberalization, contri outing to a decline in trade 
that is more general. 





In recent years, trade and payments equilibrium between 
Western Europe and the rest -of the free world has been achieved 
through extraordinary aid, credits, and gold payments. The re~ 
port finds that these means cannot be dGependec upon to continue 
indefinitely and that trade must take their place. Since there 
are limits to which imports of dollar goods can be decreased, 
the major contribution must come from ane Gollar earnings. 
through exports.’ ‘Suitable comnercial policies on the part of 
the US as well as policies designed in general to increase the 
flow of dollars available in the world, are a necessary con- 
comitant of action by dollar deficit countries. — , 


- According to the report a complex of inter-related financial, 
commercial and development policies, adopted in cooperation by 
all the countries concerned, is reqtired to achieve ultimately 
a multilateral trading and financial. system in which converti- 
bility of currencies and hon-discrimination tn trade can exist. 
In particular, efforts must be made to create the conditions in 
which progressive liberalization of intra-European trade can be 
resumed. So long as the: dollar deficit of Western Europe per- 
sists and the level of the gold and dollar reserves of most 
Western European countries remain low relative to the volume of 
their international trade, there will be need for international 
payments mechanisms which can enable their members to effect 
economies ‘in the use’of gold and dollars and to secure temporary 
credits for their legitimate short-term needs while expanding 
the volume of their trade. To this end, attention must be di- 
rected to increasing the usefulness of existing institutions | 
such as the European Payments Union and the International Mone- 
tary Fund and of arrangements such as the ‘OEZEC trade code and 
the General agreenent on Tariffs and Trade. . | 

The 
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The report outlines the responsibilities of European coun- 
tries in achieving a world-wide balance of trade and closing 
the dollar gap. These include increased exports, internal 
financial measures, increased productivity, and appropriate 
use of resources. While it is recognized many steps in these 
fields have been taken, much remains to be done. Steady in-~ 
creases in consumption are, of course, desirable. In this cone 
nection, continued attention is needed to the problem of fair 
distribution of income. Special attention should also be given 
to the development of under-developed countries, bearing in 
Mind the ultimate objective of a world-wide pattern of trade 
and payments. — ; | | 


; If the balance between the dollar and the non-dollar world 
is to be based upon “trade, not aid", the opportunity for Euro- 
pean countries to earn dollars must be enlarged. Therefore, 
the report calls upon the US to progressively liberalize its 
commercial policy by reducing barriers to imports of goods and 
services from the non-dollar world. Such a policy should be 
stable and not subject to sudden fluctuations. The US can 
greatly help by maintaining a high level of economic activity 
and by adopting appropriate measures to. prevent unavoidable and 
minor fiuctuations in its own economy from having dispropof-= 
_ tionate effects. upon the rest of the free world. The US must 
also work toward stabilization of world raw material prices, 
and the report points out that each commodity should be ap= 
proached as a special case.. Arrangements entered into must 
be to the mutual advantage of both consumers and producers, 
The other means by which the US could increase the flow of 
dollars to the outside world. and thus provide financing for the 
required volume of its exports is through an increase-in its 
foreign lending. The report: points out that the greatest scope 
for such increased foreign investment is in the under-developed 
areas which not oniy require foreign capital but offer opportun- 
ities for profitable private investment. 


According to the report, emigration is also important for 
assuring the economic and political strength of the Western 
world... There is an urgent need for. effective action to remedy 
the sxisting manpower disequilibrium in which full employment 
and labor shortage in some countries co-exists with heavy un-. 
employment in others. OEEC member countries have the responsi- 
bility of achieving the maximum possible freedom of. movement 
among themselves, and a plan is being examined under which free 
movement would be introduced by stages. The report points out 
that increase’ migration overseas is also essential and that 
the US and Canada are giving this problem increased attention. 


% * @ 
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REVIEW OF SOVIET In a succession of statements connected 

ECONCMIC DOCIRINE with the 19th Soviet Party Congress that 
opened in Moscow in October, Stalin and | 

other top Soviet officials reviewed the world situation, | 

with emphasis on the instability and rapidly worsening 

condition of the capitalist world. Most interesting from 

the economic point of view was the Stalin statement which 

appeared in the theoretical journal Bolshevik. The major 

part of this statement, dated February 1°52, was written 

for the purpose of correcting certain errors and misinter- 

pretations in a draft Soviet textbook on economics; but 

it was obviously held back in order to set the tone and 

provide guidance for the Party Congress. 


Analysis of Soviet World yicy The picture of the 


worla today, as aescribed by Soviet spokesmen at the 

Party Congress, emphasized the breakup of the "single 
marxet" anc the tremendous economic set-pack suffered 

by the capitalist countries through the establishment 

of communist power in the USSR, the satellite area and 
China. Consequent economic losses have caused "the 
general crisis of capitalism" to become more acute and 
capitalist contradictions to become more intense. The 
capitalist ruling circles, particularly those of the US, 
are said to be attempting to save themselves from the 
increasingly menacing situation by a program of militariza- 
tion end preparation for a new war. However, according 

to these spokesmen, the USSR is invincible, and capitalism 
would be doomed to extinction should tie imperialist camp 
jaunch an attack. On the other hand, inter-capitalist 
wars are considered not only possible, but inevitable. 


o————!, 


Ambassador Kennan, after leaving his post in Moscow, 
warned that non-communist governments, including the US 
will be making a grave mistake if they fail to take seriously 
major ideological statements of this nature, in view of 
the serious interest with which they are viewed by Eurovean 
liberal intellectuals and educated Asiatics. As he sees 
it, the failure of the US to make any effective reply to 
major Soviet ideological propositions is often taken as 
proof that American society, while momentarily strong in 
the material sense, has no sound theoretical foundation 


and is 
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and is in reality, as the Soviet theorists claim, the 
football of elementary economic compulsions which its 
leacers ao not even attempt to uncerstand. Scviet society, 
on the other hand, is seen by the same neonle as resting, 
for all its crudities and excesses, cn ea basis of resvect 
for, and a generaily correct understanding of, basic laws 
of human behavior. As a first stenv in a simple, clear, 
anc effective rebuttal of Soviet-liarxist ideology, nennan 
feels we should tae these Soviet rnronourcemer.ts and see 
to it that their fallacies, hypocrisy ard propaganuistic 
distortions are vromptly and relentiessly exnosed. 


Ambassador Kennan considers o2d-feshioned and implausible 
Stalin's insistence that the poser cof vrivste mcnopoly in 
the non-communist countries is unrestricted in tne nolitical 
as well as economic field; thet capitalist governments are 
oniy the toois of the great monopolies; ara that the mono- 
polies themselves are oniy the victims of economic iews 
more powerful stili, which are cerrying them anc the 
governmental system they inspire to a commcn catastrophe. 
However, only in tnis whcily cut-cated nicture cf mocern 
capitalism can the lLremlin find any workeble theoretical 
justificetion for its attitude toward the non-communist 
worla. If this image is cestroyea, the basic weakness of 
the Kremlin will be exnosed. 


Stalin's Economic Doctrine In his article in the 
Bolshevik, entitled "The Economic Problems of Socialism", 
Stalin makes his most ambitious attempt to categcrize the 
ruling orinciples of a socialist society, the ccraitions 
necessary for the transition to communism, anc the charac- 
teristics of communism. Ctalin stresses men's inability 
to make or modify economic laws, but notes that human 
beings can stucy them, uncerstand them, acjust to them 
and bend them to their »vurposes. in accordance with 
the Soviet-iiarxist claim to a scientific besis, Stalin 
portrays his system as the partner of objective and social 
law. However, in oraer to counter feelings of Soviet 
omnipotence among his followers, he in effect warns that 
much is impossible for Soviet power, and that communism 
is still a long way off. Before the communistic era can 
arrive, there must be a substantial growth and improvement 
of the productive forces of socialism, a great improvement 


in the 
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in the standard of living involving reduction of working 
hours and extension of general education, and transforma- 
tion of coliective farms to communal property and their 
removal from the operations and influence of free market 
conditions. Even then, the situation will not be as 
Utopian as formerly imagined. Differences between industry 
and agricuiture end between classes of labor will remain, 
but they will he "non-essential". His approach here has 
been explained by some analysts as designed to make commun- 
ism a more credible vision, or perhaps to reassure the 
Soviet elite that the promis@d equality of the communist 
éra will not deprive them of their privileged positions. 


Stalin approaches the heart of his problem when he 
discusses economic laws which are valid for both capital- 
ism ana socialism and for each individually. His concepts 
are expected to contribute some fuel for Soviet propaganda 
but they are not. consiaered likely to encourage tendencies 
among Soviet economists toward serious study of capitalist 
or socialist economies. The basic economic law of contemp- 
orary capitalism, he says, is to secure the maximum capital- 
ist profit through exploitation and ruination of the populace; 
through enslavement and Nes ro, of other nations, especially 
of ‘the backward ones; and finally through wars and militari- 
zation of the national economy. In contrast, the funda- 
mental law of socialism, according to Stalin, is the 
maximum satisfaction of the constantly growing material 
and cultural needs of the whole community by means of the 
continual development and improvement of socialist produce 
tion on a high level of technology. Although at first 
glance it appears that Stalin's law of socialism possesses 
a bias in favor of the consumer quite at odds with the 
principles which heretofore seemed to govern Soviet economic 
policy, he uses the term "community" to cover both individual 
needs and the needs of the Soviet state. This definition 
enables him to pass over the fact that the Soviet population 
receives for satisfaction of personal material needs a 
much smaller proportion of the national product than the 
population of capitalist countries. 


Future 
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Future of Soviet Society Neither Stalin's article nor 
the various speeches presented at the Party Congress fore- 
cast any drastic change in the internal economic policy 
of the USSR. -Emphasis will continue to be placci on heavy 
inaustry, even if subsidies are necessary, with the deter- 
mining factor economic need rather than profitability. 
Staiin claims that to give up the emphasis now placed on 
means of production in favor of the production of objects 
of consumption would mean "the destruction of the possi- 
bility of the uninterrupted growth of our national economy". 
he admits that the Soviet heavy industry is in part uneconom- 
ical, as compared with the consumer goods industry which 
pays its own way, but claims these things shouid be measured 
in terms of a long term perspective of ten to fifteen years, 
in which case a "higher form" of stability and "permanent 
profitability" would manifest itself. eS 


Outlining the future of collective farms, Stalin. 
maintains that they must be shifted away from "commodity" 
production, that is, production for the market, in order 
to make collective farm property more homogeneous with 

' ‘Btate property. -When collective farms are prepared to 
proceed under a system involving direct exchange by their 
farms with other farms and with state agencies, then tne 
circulation of goods will -no ionger be regulated by the 
market and will-no longer involve money. If not tomorrow, 
then sometime in the future, Stalin envisages collective 
farms exchanging for manufactured goods the entire surplus 
produced by the farmers, rather than selling the surplus 
in the free market. Pes, : 


Ambassador Kennan has pointed out that this section 
of Stalin's paper 1) exaggerates the administrative and 
economic freedom of the collective farms; 2) fails to: 
distinguish between the product of the collective farm 
as such and the product of the labor of the members on 
their individual plots; ard 3):gives the impression that 
all the collective product is now directéd into the money 
market, whereas a consicerable portion is already turned 
over directly to the state in the form of compulsory 
deliveries and payments to machine-tractor stations. 


TURKISH 
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TURGISH DECREX ON FXPLOTTACION. The Turkish Government has re~ 
OF OTL BY FOREIGN COMPANIES cently announced a Cabinet de- 


cision which is aimed at form- 
ing the basis for the country's future legislation and policy 
regarding prospecting and exploiting the country's petroleum 
resources. Since the discovery of oil in Turkey, all explora~ 
tion, development and processing of oil has been reserved to the 
State. This present decisicn of the Turkish Cabinet recognizes 
that the former method did not result in rapidly onvening up the 
cilfields and has not contributed as much to the Turkish national 
economy 2s was hoped. The Turkish Government now intends to 
seex the advice of foreign specialists in world oil legislation 
with the aim of establishing a legal basis on which it can invite 
foreign firms to participvate, within the framework of world pet~ 
roleum policy, in the explcration and development of Turkish oil 
resources. 


The Decree The decree describes the decision of the Council 
of Ministers to take all legal, administrétive and financial 
measures leading to the conclusion of contracts with "reci or 
juridical" persons possessing capital who will conduct pros- 
pecting activities with the goal of determining Turkish resources 
in the shortest possible time, and who wili exploit them in co- 
operation with the Turkish Government. The Council decided to 
take all measures necessary to secure specialists informed in 
world oil legislation and its implementation as well as in the 
scientific, economic and financial aspects of this subject so 
that conditions required for reaching the announced goal could be 
determined. 


In announcing its new policy, the Turkish Govern- 
ment stated that the results obtained in oil exploration from 
1935 to 1951, which cost the Government close to 50 million liras, 
have not been satisfactory in snite of the sacrifices and efforts 
of Turkish engineers and technicians. Furthermore, for the past 
two years, Government officials pointed out, Turkey has be- ' 
gun to be equipped with advanced technical machinery as the re- 
sult of agricultural and industrial developments, and these 
Gevelopments have sharply increased the need for liquid fuel. 


Taking these factors into consideration, the Turkish Govern- 
ment re-examined its petroleum policy and made the decision to 
enlist the aid of foreign capital and expert knowledge. The 
announcement which the Turkish Government made of this step was 
a cautious one, since there is @ possibility that the Government 
may have difficulty getting the legislation needed to permit the 
encouragement of foreign capital investment. 


* a * 
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Di.iRY -RODUCTS IMPORT The Department of Agriculture hes 
RESTRICTIONS : ODIFISD annovnced changes in import restric- 

tions on certain dairy products to be 
effective December 30, The announcement establishes, for 
the period December 30 to larcn 31, 1953, restrictions on 
imports of dried “hole milk, dried buttermilk and dried 
cream at levels reflecting the average quarterly imports 
for each product during the first half of 1952. At the 
same time it decontrols casein and processed cheese made 
from Sdam or Gouda anc increases by 500,000 pounds the 
basic annual quota for blue mold cheese. 





The President on December 31 issued a stetement re- 
cognizing that the restriction on dried milk will be met 
with an adverse reaction in exporting countries, particu- 
larly the letnheriands. He pointed out that the Secretary 
of agriculture considered these restrictions mandatory 
under Section 104 of the Defense Preduction Act. This 
section, smong other things, requires limitation of im- 
ports of dairy products nto. such quantities as the Sec- 
retary of i.griculture finds would not result in any un- 
necessary burden or exvenditures under any government 
price support program." The President again urged that 
the provisicn be repealed. Ee pointed out that this 
action will be used as further evidence of unwillingness of 
the US to replace aid with trade whenever US domestic in- 
terests are adversely affected. 


The Department of Agriculture began about a month 
ago buying cheese and butter and has for some time been 
buying dried skim milk im implementing the price support 
program for dairy products, During this sane time imports 
of dried whole milk, which increased following imposition 
of restrictions on virtually every other dairy product 
have tended to displace domestically produced butterfat 
and solids, according to the Department of Agriculture. 
The quantities involved are very smail compared with 
butter production and it is not expected that reduction 
of dried whole milk imports will initially affect the 
domestic market for butter. However, since under the 
law imports are reouired to be excluded if they increase 
purchases under a price support program, the restrictions 
became mandatory» 


The new 
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The new controls will restrict imports during the 
periog December 30 to Iarch 31 to 6,500,000 pounds of dried 
whole milk, 35,000 nounds of dried cream and 2,150,000 of 
dried buttermilk. These quotas, which are to be reviewed 
in 60 days and thus are not to be considered indicative 
of an annual quota, are equal to the ouarterly rate of 
imports in the first six months of 1952. =n estimated 
three to five million rounds of dried whole milk ere in 
transit and are outside the quota. The principal suppliers 
of dried milk are the Netherlands, Sweden and liew Zeeland. 


GATT Consideration of US Restrictions We anticipate 
that the action restricting dried milk imports will be 


vieved with concern by the exporting countries who have, 
during the past tvo sessions of the Contracting Parties 

to the Generel ‘greement on Tariffs and Trade, made vigorous 
claims of being adversely effected by US restrictions on 
imports of dairy products. They asked that the Contracting 
Parties recognize tieir right to take compensatory action. 
It was the consensus at the last GATT meeting that the US 
was still infringing the General Agreement and that although 
the exporting countries could rightfully claim impairment, 
it would be preferable for the US to lift the restrictions 
and thus avoid compensetory measures. A resolution was 
acopted asking the US to continue efforts to repeal Section 
104 of the Defense Production act. Of the countries clain- 
ing injury, only the Netherlands was prepared to specify. 
items it might wish to withdraw as compensation for its 
reduced exports of dairy products to the US, although 


Yew "ealand was prevented only by lack of time from pro- 
posing measures of its own, The Contracting Parties 
authorized the Netherlands to reduce its imports of wheat 
flour from the US by 12,000 tons in 1953 as compensation. 
In case other countries feel it is necessary to take 
compensatory action, it was decided that a special GATT 
session might be convened to deal with the specific pro- 
posalse 


* * * 
NSRB 
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NSRB RECOMMENDATIONS ON REPORT The National Security 
OF MATERIALS POLICY COMMISSION Resources Board (NSRB) has 
submitted a report to the 
President evaluating the formal recommendations concerning 
the nation's long-term materials and energy supply problems 
made earlier this year by the President's Materials Policy 
Commission and recommending initial steps which might be 
taken to carry them out. (See page 7, June 30, 1952 issue.) 
The report deals only with the Commission's 78 formal recom- 
mendations, leaving for future NSRB consideration the informal 
policy suggestions and conclusions of the Commission. The 
NSRB is to keep the problems involved under continuous review 
and report annually to the President. Its next step will be 
to gather on’nions and proposals from industry, labor, farmers, 
and other interested groups, and combine them with a careful 
analysis of additional agency recommendations. The report 
reflects not only NSRB's views but also the views of 22 
other Federal agencies. (See page 1, September 22, 1952 
issue.) In general, the NSRB has not made any recommenda- 
tions which run counter to the views. of the Department on 
those matters in which it has an interest. 


' In its report, the President's Materials Policy 
Commission, known as the Paley Commission, focused attention 
on the rapid rate at which the US is depleting its material 
and energy resources. It emphasized that the problem is not 
necessarily the exhaustion of our resources in the foreseeable 
future but the threat of having to obtain materials at in- 
creasing costs. Nevertheless, the Commission implied and 
the NSRB agrees that vigorous development of technological 
potentialities may make. it possible to avoid even a gradual 
rise in the real cost of materials. 


wol soy Sbject ives as tte ined ty hese The NSRB report 
recommends that more raw materials come from domestic re- 


sources and that there be more efficient ey megane: distri- 
bution, and use of materials throughout the free world. The 
latter calls for improvement of conditions under which private 
US investors can operate abroad, the further development of 

a US tax program that would encourage private US foreign 
investment and of guarantier against abnormal non-market 

risks, as well as the reduction of trade barriers to faciii- 
tate the import of low-cost foreign raw materials. NSRB 
believes that the flow of private US capital into new mining 


enterprises 
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enterprises overseas can be encouraged further through 
Point IV assistance, Other objectives, according to NSRB, 
are the maintenance and expansion of domestic renewable 
resources, consistent development of renewabie resources 
throughout the free world, azc integrated development of 
domestic and free world energy resources. The report also 
notes the necessity for improved technology and an adequate 
_ program for training qualified personnel. . 


Proposed Action in the Foreign Field - One of the major 
findings ‘of the Paley Commission was the need for encouraging 
foreign production of materials, and fostering their import 
into the US. To implement this objective, the Comission | 
made formal recommendations with regard to internaticnal | 
investment, international! trade, anda international technical 
assistance. Informal recommendations were made concerning 
reduction of international market instability. and these | 
recommendations, with the agency opinions and comments thereon, 
will constitute an important topic of the first annual report 
to be submitted to the President by the NSRB. : 





™m the field of ‘international investment the Paley 
Commission. mentioned two kinds of action to stimulate invest- 
ment. The first involves establishment of a program of 
executive resource agreements to eliminate specific iegal 
and administrative deterrents to investment abroad. As this 
matter is currently under study by the Department: of State, 
no proposal is. made by the NSRB pending the result of the | 
study. The NSRB recommends that the President. direct the 
State Department to report, on this matter at the conclusion 
of its study, taking account of the views of other agercies. 
The second action proposed by the Commission consists of . 
changes in the tax laws applying to foreign operations of © 
domestic companies. Although Treasury, is in agreement on 
some of the recommended changes: it contends that the treat- 
ment afforded foreign operations by domestic tax laws is a 
minor determinant of the level of foreign investment, 
especially in comparison to such obstacles as fear o 
expropriation. Nevertheless, it seems to the NSRB that the 
elimination of inequities in the tax treatment of foreign 
versus domestic operations would -be desirable on the grounds 
of equity alone; and that any incentive that may appropriately 
be provided without creating new. inequities would also seem 
to be desirable. The NSRB believes that a decision not. to 


- follow - 
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foliow any of the Comm: ssion's recommendations in this field 
should be based on a specific demonstration that the recommenda- 
tion is undesirable. On this basis, two of the four changes in 
tax laws proposed by the Commission are endorsed by the NSRB. 
These grew out of Treasury's recommendations to Congress in 1950 
in connection with the Point IV program and they refer to modifi- 
cation of present tax laws pertaining to the crediting of foreign 
corporate income taxes against domestic corporate income taxes, 
and to mocification of the tax law sc as to give the same treat- 
ment to foreign branch operations as is already given to opera- 
tions through foreign subsidiaries. 


In the field of international trade, the Paley Commission 
concluded that a reduction of trade barriers is a fundamental and 
essential need. To this end it proposed a program of unilateral 
tariff reduction «1d repeal of the Buy American Act. In endorsing 
these proposals, ihe NSRB svecifically proposed that the President 
call for draft legislation authorizing unilateral elimination of 
import: duties on any industrial material when it is determined 
that the US will be largely dependent on imports of that material, 
and also proposed that the President ask Congress to repeal the 
Buy American Act. : 


In-the field of international tecnnieal assistance, the 
Paley Commission mede three recommendations designed, through 
greater emphasis on minerals development, to enable the US techni- 
cal assistance programs to offer a greater contribution to the 
expansion of free world mineral supplies. Two of these recommenda 
tions are supported by the NSRB in the form of proposals to expand 
the MSA training program for technical personnel, to place greater 
emphasis on mineral resources in technical assistance programs, 
and to ask Congress to authorize general enlargement of the tech- 
nical assistance program. The NSRB does not propose any action 
with respect to the third recommendation of the Paley Commission, 
which would seek certain assurances from recipient countries, on 
the grounds that it is not consistent with the principles of 
the technical assistance programs. 


Stockpiling The NSRB report urges that resources policies 
and programs, particularly those affecting the national security, 
be kept under continuing review. Five Paley Commission recommenda 
tions dealing with the provision of an adequate strategic stock- 
pile were fuily endorsed by the NSRB. These include provision 
for regular review of stockpile objectives and purchase programs, 
exemption of the Stockpile Act of 1946 from the Buy American Act, 
and acquisition of materials for the stockpile at minimum cost, 
consistent with considerations of national security. The NSRB 
believes thet ea Paley Commission recommendation governing stockpil« 
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withdrawal is adequately met by present criteria. The NSRB also 
made recommendetions in line with the Commission's proposals 
regarding the provision of a reserve 1 petroleum for miiitary 
use in wartime. 


In the NSRBE's opinion, expansion programs undertaken for 
the purpose of meeting stockpile objectives, should be approved 
only when all practicable measures of conservation, substitution, 
and control have been instituted. The Paley Commission made a 
series of recommendations in this field. Two of them vertain to 
the establishment of a successor agency to Defense Materials 
Procurement Agency to carry on the functions presently exercised 
under the Defense Production Act in making long-term contracts 
and in providing financial aid for foreign materials production. 
The NSRB proposes to study these recommendations further. Two 
other recommendations concern the degree to which financial aid 
should be extendea and the conditions that should apply to such 
aid in order to protect the government's interest. The NSRB 
Suggests that if, further examine these recommendations as part 
of its continuing review function. 


The final recommendation of the Paley Commission in this 
category, which is endorsed by the NSRB, concerns authorization 
of government management contracts for the development and pro- 
duction of foreign materials: under excentional circumstances. 


oposed Domestic Action The NSRB notes that one of the US 
Government's major roles is to aid private enterprise in carrying 
out its furctions more effectively in the development and use of 
natural resources. Twenty-one of the Commission's seventy-eight 
formal recommenda?tions fall-within this general category. Seven 
of these are concerned with expansion of publie and private re- 
search activities, or the application of research findings in 
the minerals, forestry and housing fields. Twelve recommenda- 
tions in this group provide for initiating or strengthening 
Federal programs of specific services in the fields of minerals, 
forestry and building and building materials. Two others 
propose direct financiai aid for the encouragement cf small 
mining operations and for the construction of small-scale 
commercial plants for the production of oil from shale. 


In 
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In the field of federal ircome taxation as it applies 
to the mineral industries, the Commission endorsed the 
principle of percentage aepletion, but urgéd that rates 
governing its application be raised no further. It also 
proposed Congressional reconsideration of the 1951 additicns 
to the list of materials eligible for percentage depletion. 
The NSRB endorses these recommendaticns, but believes they 
point to the need for a thorough impartial study of per- 
centage depletion as one of several aveilatle insentive 
devices. Another Commission recommendation, for liberaliza- 
tion of the privilege of charging certain costs of explora- 
tion to expenses, is also believed to require further study. 
The Board supports the Commission stand that ad valorem 
property taxes, as applied to forests by States, be replaced 
by yield taxes. 


_ In the field of credit and insurance, the NSRB believes 
that federal policy should be used as a device for promoting 
economic conditions which encourage private industry to make 
its maximum contribution to achievement of US objectives 
in the materials field. The Resources Board strongly 
endorses the Commission recommendations regarding establish- 
ment of national systems of forest credit and insurance, 
designed to operate at first under the federal government 
but ultimately to be transferred to private institutions. 


The Paley Commission made certain proposals pertaining 
to the protection of the public interest through regulatory 
measures. On this issue there was general disagreement among 
the agencies commenting. The NSRB supported these objections 
and proposed that no-action be taken at the present time, 
Suggesting that the recommendations be referred for further 
study to the agency with major responsibility. 


With respect to atomic energy, the NSRB recommends 
that present legislation be amended to encourage greater 
participation by private enterprise in the utilization of 
atomic energy as a source of power. It also recommends 
that the President ask Congress to authorize US participa- 
tion in the St. Lawrence Seaway and Power project, to advance 
multiple-purpose river Gevelopment, and to prescribe policy 
for managing offshore public lands. 
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SAVER MISSION'S Recommendations concerning foreign economic 
SURVEY OF EUROPE policy nave been made. to the President by @ 
mission which he sent to Europe for an “on 
the .round” review of Evropean business and economic problems 
and proyress. Particular attention was paid to the business 

anc economic outlook for the years immediately anead; means 
bein, taken to balance tréde and solve the dollar deficit; 
limitations and restrictions on expansion of foreign trade; the 
effect of US tariff policy, subsidies and quotas; the role of 
American economic assisténce; the impact of the rearmament pro- . 
ercm upon European economies; and impediments to private American 
investment. — 


The mission was headed by Secretary of Commerce Charles 
Séwyer and included also Henry i. Fowler, Director of the Office 
of Defense Mobilization; Andrew N. Overby, Assistant Secretary 
of the Treasury; J. Thomas ‘“chneider, Assistant Secretery of 
Commerce responsible for foreign trade matters; Hawthorne Arey, 
Vice Chairman of the Eximbanl:; Charies Hook, Chairman of the Board, 
Armco Steel Corporation; and Lang.bourne M. Vali ams , JP es 
Presicent of the Freeport ‘ulphur Company. 





The mission reports thet tremendous recovery has been made 
in all of the countries which have been assisted by the US eid 
pro. rams, the latter beim; indispensable to the rebuilding of 
these war-demaged economies and to stopping the spread of com- 
munism. While the weneral level of economic activity is about 
405 above prewar and conditions are better than the group had 
expected, 4t is recopnized that difficult problems still exist. 


Importance of US Trade Policy In each country the mission 
encounterec inguiry as to the ariff policy, customs pro- 
cedures, and the probable attitude of the US on the whole 
guestion of trade relations. The feeling is general that the US 
cén be of help in promoting healthy internatioral trade by a 
lowering of tariff barriers, and a simplification of customs 
procecures. In practically every country the point was made. 
that modification.of US tariff policy was not enough; it is.as 
importent for European businessmen to know that our tariff 
policy will not arbitrarily be reversed when some European pro- 
ducer succeeds in-marketing his goods in the US. The matter of 
US subsidies was stressed particularly by Greece and Turkey. 
European officials admitted, however, that a reduction of US“ 
tariff duties can furnish only &@ partial answer to the imbalance 
of trade and that European ,oods must find an entry to the US 
maricet through price and quality attractions. 
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Trade Not Aid The mission reports that in its conversations 





with European officials the matter of continued economic aid 
from “he US was not heavily stressed. There seemed to be a 
general assumption that it is coming to an end, with the slogan 
"trade, not aid" having struck a popular note. The mission 
points out that adjustments will be required to bring about 
orderly termination of economic aid. These include adoption by 
the "surplus countries" of a more liberal trade policy permit- 
tin, imports of ,oods and services on the basis of competitive 
production and price. Responsibilities of the "deficit coun- 
tries" include internal financial stabilization measures and 
bud_et and credit policies which deal aéequately with infla- 
tionary pressures. 


Permenent strength and stability for our ‘Jestern European 
ellies co not lie in continuing, US subsidies and grants but in 
expanding production and trade, the Mission states. Increased 
productivity will require removal of restriction imposed by 
government, business, or labor and will involve incentives in 
the sharin, of the fruits of labor with the working man and 
the consumer. 


Foreiin Investments The mission reco,nizes the importance 
of American private investments abroad. It points out that such 
capital will flow freely, if ,iven the proper atmosphere, to 
whatever places offer the best opportunities for profit. This 
is largely the responsibility of the country desiring such in- 
vestment. ‘while American investors are accustomed to accepting 
the ordinary risks of business venture, they should not be ex- 
pected to enter countries where they risk expropriation, the | 
prohibition against conversion of earnings into dollars, special 
arbitrary exchange rates, and other circumstances wholly beyond 
their control. 


In this regard the mission believes that investment 
guerentees are not an answer nor a wise expedient. “Guaranteer 
offered by the US against occurrences which are the result of 
policies pursued in other countries tend to encourage rather 
than discoura;* unsound policies, and to promote the very thing 
which the busi.. ssman is afraid of." However, the mission adds 
that ,overnment backing is needed to encourage foreign invest- 
ment. If American businessmen are to be urged and encouraged 
to enlarge their world contacts it should be definitely indi- 
cated as a netional policy that the American Government is. 
bacizing, them up. 








Recommendations 
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Recomme ndations The Hission makes a number of recommenda- 
tions, some of which are general and some of which are very 
specific in character. 





i. The time has arrived, the mission believes, for Congress 


to be,in consideration cf 2 wholly new approach to our position 
in the world and our relationship to business enterprise. There 
is no doubt that we shall face in the years immediately ahead a 
decision as to modification of our tariff policy. This is a 
lon.-term job wnich will encounter many difficulties and cannot 
be done:in disregard of our own fundamental interests... 


2. US economic aid to western Europe should be terminated 
but there are specific problems which the mission recommends be 
given recognition, such as continuin, such aid on a temporary re- 
ducec basis in Italy and Greece. Military aid should be con- 
tinued and in this rez,erd it is sugsested that offshore procure- 
ment in Jestern Europe be increased. 


3. Addit ional aid and borrowings, other than military aid, 
can well come from private investment and the already established 
and operating lending a,encies--the International Bank, inter- 
nationcl Fund and the Eximbank, the mission believes. 


4. A new look should be taken at..the present handlin, and 
trend of the Point IV program. The mission beli eves that there | 
are developments that tend to create another "give-away a,ency.' 
It is emphasized that the Point IV program can be usefully ap- 
plied in fillin, the gap left by dwindling East-"'est trade. Pro- 
Guction of commpcities which ‘festern Europe traditionally im- — 
ported from Zastern Europe should be expanded in underdeveloped 
countries.- Also these areas should increase their output of 
goocs required by the US. 


5. The Reciprocal Trade Avreements Act which expires in 
June of this year, should without question be extended, the 
mission. recommends, preferably for another five years. Such ex- 
tension should take place early in 1953 to reassure the world of 
our unswerving adherence to: this fundamental es of US 
foreien economic policy. | 


6. The mission ures immediate geanas of Sect on 104 of the 
Defense Production Act which has seriously reduced the American 
imports of cheese and other dairy products of several western 
European nations. 


7. Immediate modification of US agricultural export subsidy 
procram is recommended by termination of those subsidies which 
are of relatively small value to the US economy in relation to 
the damaze they do to the exports of our Allies abroad. the 
mission states there is evidence that current subsidies on ex- 
ports of raisins and dried figs fall within this category. 


8. The 
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8. The proposed Customs “implication bill, which was passed 
by the Ilouse and not by the “enate, should be revived promptly 
anc passed. 


9. Renewed and constant attention should be given to 
reaties of Friendship, Commerce and Névigation. The mission 
notes that several of these treaties now in effect are so out of 
date as to constitute barriers to the development of trade and 
urces that they be modernized. 





19. The so-called Benton-Moody Amendments to the 1951 and 
1952 Mutual Security Acts should be repealed. The Mission main- 
tains that these amendments, which had the objective of stimula- 
ting free enterprise, increasing production and productivity be- 
tiveen consumers, workers and owners, constitute an unrealistic 
attempt to direct the practices and policies of peoples in other 
countries. 


ll. Intra-European trade barriers should be eliminated so 
thet there would be free exchange of goods and services in this 
tremenccus consuming market. 





12. European goods must be able to compete with the goods of 
the US and other countries both in their own home market, in the 
North American market and in third areas. This is prerequisite 
to world-wide convertibility of currency which is universally 
reco.nized as necessary if the world is to enjoy again the kind 
of multilateral trade payments and the flow of sound inter- 
national investment which made Europe viable and prosperous 
before the war. 


13. <A studied effort to increase travel to Europe in co- 
operation with the shipping lines and the airlines and with tour- 
ist asencies of the nations concerned would be most constructive. 





14. ‘Jith regard to administration, the mission recommends 
abolition of US emergency agencies whose task is either completed 
or can be absorbed by the regular departments, such as State. and 
Defense. In any event, there should be a2 reduction of personnel. 
y Tt is strongly recommended that there should not be created one 
new over-all permanent department to handle purely foreign 
economic affairs. The State Department should, the mission 
states, either specifically handle or should coordinate all of 
our foreign political and economic activities. In this regard 
attention is called to the fact that the National Advisory Coun- 
cil is the appropriate instrument in Washington for the coordina- 
tion of foreign policy in the monetary and financial fields. 
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EGYPTIAN GOVERNMENT Egyptian officials have asked for 
SEEKS ECONOMIC 41D US assistance to.meet the current 
economic crisis which they fear may 
cause the fall of the Naguib Government. As short-term 
measures, they have suggested a wheat grant and assistance 
in marketing Egyptian cotton. For the long-term they have 
Suggested projects for economic development and industriali- 
zation involving $100 million. 








The Department is exploring the matter of cotton pur- 
chases and has asked Embassy Cairo for complete information 
on the food grain and foreign exchange position of Egypt. 
We have also talked with British officials, as we believe 
the two countries should work togetaer on aid programs 
within the framework of the objectives sought in Egypt. 


Financial Situation The Egyptian Government is 
faced witn the problem of maintaining an adequate level 
of imports while insuring a return to the fellah for 
his cotton crop through governwent purchases until cot- 
ton begins to move into the market. While the immediate 
reserve position is not critical, there is no question 
but that continued drawing on reserves would seriously 
undermine Egypt's economic stability. Foreign exchange 
resources were dra'vn down by about 60 million Egyptian 
pounds in 1952. As of January 1 Egypt was able to draw 
£19 million from its sterling reserves, bringing its 
transferable sterling reserves to about £17 million. 

The outlook for futher drawings is remote as the UK 
would then be faced with demands for similar treatment 
from other countries. Also there would be strong UK 
Gemestic political objections to further sterling 
releases in view of the virtual ban on sterling imports 
which has been in effect since last July. Egypt's 
dollar reserve has also been drawn down and as of 
January 1 it was reportedly equivalent to $20 million, 
exclusive of gold held for currency banking. Meanwhile, 
wheat requirements aione for the coming year are estimated 
at about £80 million, most of which must come from the 
hard currency area unless part is met by barter arrange- 
ments with the Soviet Union. 





Cotton 
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Cotton Situation Fundamentally, the unsatisfactory 
situation facing all producers of raw cotton arises 
from a world-wide depression in the textile industry 
which began in 1951. Now, however, there are indica- 
tions that corrective forces are beginning to take 
effect and the world cotton market outlook for the 
near future. may be somewhat more hopeful than in the 
recent past. ? 


Egypt is particularly affected since cotton 
accounts for more than four-fifths of its foreign 
exchange earnings. Also Egypt's cotton acreage was 
expanded last year when the demand outlook appeared 
more favorable and then the market became practically 
stagnant. In-November the Zgyptian Government issued 
a decree under which it underwrites the Egyptian 
crop and establishes a selling price which is related 
to the New York exchange. It is expected that this 
move to stabilize igyptian prices at a competitive 
level will result in expanded exports of Egyptian 
mediumstaple cotton to the major European markets. 
Recent reports indicate that the trend of cotton 
consumption in Western Germany is now rising and 
France and Italy, both traditional importers of 
Egyptian cotton, are expected to make substantial 
purchases in 1952-53. It is also conceivable that 
the new price relationship between Egyptian mediunm- 
staple and American types of cotton may encourage | 
Japan to maximize its purchases of the former. India, 
Egypt's second largest market, expects to increase 
its purchases substantially this year. 


However, the outlook is not bright for marketing 
to the UK, traditionally Egypt's foremost purchaser. 
The British textile industry is showing an extremely 
slow recovery from the textile recession, and this 
is particularly true of the fine-goods section which 
uses extra-long staple Egyptian cottons. The UK Raw 
Cotton Commission considers it uneconomic to purchase 


Egyptian 
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Egyptian cotton at this time in view of its heavy 
inventories and cheaper Sudanese cotton. The UK 
Government has decided not to interfere with the 
Comaission's operations for political purposes and 
has considered but decided not to stockpile cotton, 


US consumption of Egyptian cotton last year was 
less than half of itg average postwar consumption, 
although moderate recovery of US commercial demand 
during the 1952-53 season is anticipated. It remains 
true, however, that US demand for Egyptian cotton 
is almost entirely for the extra-long staple varieties 
and that this demand is being replaced somewhat by 
domestic varieties of lang-staple cotton and by 
increased use of nylon. As for US Government pur- 
Chase, the outlook is not bright although all- avenues 
are currently being explored. It now appears that 
the unfilled portion of the stockpile can be met out 
of current @pmestic production. Moreover, certain 
technicalities in legislation raise questions con- 
cerning legal authority of the US Government to 
procure cotton offshore either with Defense Department 
or MSA funds, However, the Department of Defense is 
arranging for military procurement of textiles which 
May result in the purchase of 14,000 bales of Egyptian 
Cotton. ; 


velopme ec We believe that Egypt's 

: problems sho & related to its longer-run 
and more basic economic problems, including diversi- 
fication of agriculture and a reduction of dependence 
on a one-crop economy. The Egyptians have a plan. to 
Switch a part of their cultif¥ated acreage in the coming 
year from cotton.-to food grains-which we believe should 
be encouraged as should-extension of the irrigable area 
of the. country. 


While the new government has- submitted a list of 
erm development projects, it is obvious that a 
great deal More study must be given to.them. Under the 
Point IV program, representatives will go to Egypt this 
month to undertake an industrial-survey and when that is 
completed more concrete proposals may be expected, . 
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CEYLON AND COMMUNIST CHINA The Government of Ceylon has 
SIGN RICE-RUBBER AGREEMENT concluded a five-year trade 


agreement with Communist China 
providing for the exchange of Ceylonese rubber for Chinese 
rice. The agreement, which was under negotiation for some 
months, (see page 5, November 17, 1952 issue) reportedly 
became effective January 1, upon ratification by both 
governments, Under the arrangements, Ceylon will sell 
50,000 tons of rubber a year to China and the Chinese 
have agreed to ship 270,000 tons of rice annually at a 
price of $151.20 a ton. The rubber is reported to be 
bringing. a premium price, 





Throughout negotiations US officials tried to convince 
Ceylonese officials that a contract of this kind would threaten 
the independence of Ceylon and would impair efforts of the 
Free World to resist Communist aggression. Ona number of 
occasions we pointed out that the contract would result in 
Ceylon's becoming increasingly dependent upon a totalitarian 
regime as a source of food supplies and as an outlet for 
one of Ceylon'ts principal exports. All rubber producing 
countries except Ceylon have embargved rubber to Communist 
China in accordance with the May 1951 UN resolution recommend- 
ing that all countries embargo strategic materials to 
Communist China. 


Rubber Negotiations In July 1951, the US offered Ceylon 

a rubber contract which would have covered about one-half of 
its annual production. Ceylon did not accept this proposal 
nor did it pursue the matter when the US again indicated 

willingness to consider a rubber contract in January 1952 ana 
again in July 1952 when Ceylon's ifinister of Agriculture and 
Food visited the US. .US willingness to consider a contract was 
subject to assurances that Ceylon would not ship rubber wz 
Communist China. (See page 2, September 18, 1952 issue.) 

the earlier discussions, price proved to be "the major Le 
The US Government was willing to agree to pay the world market 
price which it considers a fair price. It was not, however, 
regarded as satisfactory by Ceylon, at least in the face. of 

the premium prices apparently available from the Chinese Commun- 
ists. In discussions with the US in early 1952, Ceylon indicated 
one of the chief reasons for desiring a contract was to increase 
and stabilize the percentage of its rubber sold for dollars. 
Dollars realized by Ceylon for rubber would have far exceeded 
any expected dollar drain for purchases of rice. The recently 
signed contract with Communist China fails to help in solving 
Ceylon's dollar problem. 


| In 
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In addition to direct negotiations with Ceylon on 
rubber, the US has made broader efforts to assist countries 
having an important interest in production and sale of 
rubber. One of these, which would have been of substantial 
interest to rubber producing areas as well as to consuming 
countries, was made at the International Rubber Conference 
in April 1951. The US and other rubber consuming countries 
asked producing countries to agree to international alloca- 
tion of natural rubber for the duration of the then exist- 
ing period of shortage. In return, the consuming countries 
offered to support the world price of natural rubber during 
a subsequent period of readjustment. This proposal was 
not found acceptable by the producing countries as a body. 


Rice Negotiations The US has also tried to assist 
Ceyion in procuring rice. When the Ceylonese Minister of 
Agriculture and Food was here in July discussing rice . 
availabilities, the US Government offered its entire stock 
of government-held rice of approximately 7,000 tons. The 
Ceylon mission, however, was unwilling to pay the prevail- 
ing free market export price. Ceylon was also informed 
that by February 1953 it should be able to obtain a minimum 
of 60,000 tons of rice in the US market. Because of short 
supplies compared with demand, export controls were put 
in effect by the US in September 1952. At that time Ceylon 
was given an allocation of about 50,000 tons of rice, 
although it is not an historical buyer of US rice, and was 
told that an additional quantity probably could be made 
available for the January-February period. When Ceylon 
was asked in November why it was not taking all of its 
allocation, it explained that the prevailing market 
price was higher than it wanted to pay and it therefore 
released about 20,000 tons. In the light of the rice 
needs of other friendly countries and the anticipated 
continued high price level, the US decided not to set 
aside an additional quantity for Ceylon for the first 
quarter of 1953. During the first eleven months of 1952 
actual shipments to Ceylon of US rice amounted to about 
65,000 tons. This included a small quantity bought 
by the Government of Ceylon and shipped to Japan to repay 
an earlier advance. ; | 


Negotiations 
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Negotiations for Other Assistance The US has also 
desired to assist Ceylon in its economic development. 


Although a Point IV agreement had been signed on 
November 7, 1950, prcviding for technical assistance, 
this program was not carried out because the Government 
of Ceylon permitted a series of shipments of rubber to 
be made to Communist China. Except for Ceylon, all 
rubber producing areas have embargoed rubber to Communist 
China in accordance with the UN resolution embargoing 
shipment of strategic materials to Communist China. In 
view of Ceylon's shipments, the US Government decided 
not to extend the technical aid program to Ceyion. It 
should be noted that Ceylon is not a member of the UN. 





When the Ceylonese Agriculture and Food Minister 
was in Washington in July 1952 he’ stated that he was 
Satisfied with the rubber purchase agreement which the 
US would consider making, but that he would have to have $50 
million assured US aid over the next five or six years. 
He was informed that the US was prepared to enter into 
a new economic assistance agreement that would provide 
for a joint US-Ceylonese effort when the legal require- 
ment for US aid was met. He was tolc thet for the 
remainder of the fiscal year, the US could make available 
$300,000 and possibly $500, O60 for this effort. In view 
of the lack of aGequate Ceylonese plans and the length 
of time it would take to reach agreement on the projects 
and complete all arrangements, it appeared uniikely that 
a larger sum could be utilized effectively during that 
period. The Ceylonese also were informed that our 
interest would not terminate at the end of any specific 
period and that the US Government would be prepared to | 
consider sympathetically Ceylon's future needs. Before 
proceeding further, we felt it would be necessary to have 
a.full review of Ceylon's needs and an agreement along — 
the lines of other similar’: agreements. The Government - 
of Ceylon replied that tne proposal for aid was unaccept- 
able. We regret that Ceylon, despite our efforts to be 
of assistance in meeting its problems, has taken this 
step which we feel places it in grave danger of becoming 
economically subservient to the dictetes of the Chinese 
Communists. 
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ECONOMIC ACTION TAKEN The UN General Assembly, which 
BY UN GENERAL ASSEMBLY recently concluded the first part 
of its seventh session in New York, 
adopted eight resolutions recommended by its economic and 
financial committee. These dealt with technical assist- 
ance, financing of economic development, migration, land 
reform, the right of a country to exploit its own natural 
wealth, the economics development work of the regional 
economic commissions, and measures to increase food pro- 
duction. The US supported these resolutions, with the 
exception of those dealing with the establishment of 
international prices for primdry commodities and the right. 
of member states to exploit natural resources, sponsored 
by Argentina and initially Uruguay, respectively. 





The Economic and Financial Committee served largely 
as a forum for airing the economic problems and desires of 
the underdeveloped countries. By far the largest amount of 
the Committee's time and effort was devoted to the resolu- 
tions on economic development, all but one of which were 
submitted hy the underdeveloped countries. Only perfunc- 
tory consideration was given to other economic problems, 
which even the more developed countries showed little desire 
to explore. The growing cohesion on the part of the under- 
developed countries was further strengthened at this session, 
with the tendency to think and vote en bloc especially 
evident with respect to the Latin American countries. While 
some Latin American countries were occasionally prepared to 
abstain on proposals put forward by another Latin American 
country, they would not publicly oppose any resolution sub- 
mitted by one of their number. 


No attempt was made by the Soviet bloc at this session 
to push for UN action on east-west trade, although the 
advantage to underdeveloped areas and Western Europe of 
engaging in such trade was occasionally stressed. One 
. noticeable new line of attack was a lengthy and vigorous 
assault by Czechoslovakia on the US program to increase pro- 
ductivity in Western Europe which the UN is now extending to 
the underdeveloped countries. Czechoslovakia charged that 
this program was being supported in the UN by the US for the 
purpose of increasing American profits on its foreign invest- 
ments. The response to Soviet allegations of American 
imperialism evoked fairly wide-spread denials, so that the 
burden of replying to Soviet attacks was not carried by 
the US alone. 


Technical 
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Technical Assistance Program All countries, except the 
Soviet bloc, continued to give ‘snolehearted support to the ex- 
panded UN technical assistance program. As at the last meeting 
of the Economic and Social Council some of the underdeveloped 
countries argued for the szaximum possible reduction of their 
local cost contribution to technical assistance projects, 
although no attempt was made to siove beyond the action taken 
by the Council on this matter. The resolution on technical 
assistance, hich was adopted by a unanimous vote, “ith the 
Soviet bloc abstaining, approves the administrative and 
financial arrangements devised by ECCSOC to make the program 
more efficient, and sets a goal of contributions for 1953 of 
$25 million. In order to mest a widespread desire to get 
avay from year by year planning of the program, the resolution 
also requests the ECOSOC to study the feasibility of working 
out estimates for the program on a basis longer than a one-year 
period. An attempt by Ecuador to set a substantially higher 
target ($40 million) of contributions for 1954 and to place 
the program "on a permanent basis" was defeated. 





nancing Economic Development As in the past, the under- 
developed countries took the position that no satisfactory rate 
of economic development «sas possible ithout a large measure 
of external grant assistance, although theyacknowledged the 
importance of encouraging private investment. In this connec- 
tion, most underdeveloped countries were anxious to launch 
an experiment along the lines of the proposal for an inter- 
national finance corporation; however, in only one or two 
instances did they indicate readiness to make contributions 
to such a scheme. The underdeveloped countries buttressed 
their arguments for external grant assistance by pointing 
out that their earnings from exports of primary commodities 
had decreased sharply over the last fe months, as a result 
of the large decline in prices from their post-Korea peak, 
while the prices of their imports of manufactured goods and 
capital equipment continued to rise, 


The three-part resolution adopted on the financing of 
economic development from external sources provides for: 1) 
consideration by the eighth Assembly of a detailed plan for 
a special international fund for grants-in-aid and for long- 
term low-interest loans; 2) a report to the next Assembiy 
of progress being made in regard to the proposal for an inter- 
national finance corporation now under consideration by the 
International Bank; and 3) ECOSOC consideration of ways and 


means 
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means by which the UN might assist in stimulating the flow 

of private investment capital to underdeveloped areas. This 
resolution had the support of all countries, except the Sovzet 
bloc, which abstained, and of Yugoslavia, which abstained on 
the section pertaining to private investment. 


Although the sixth General Assembly had explicitiy 
instructed ECOSOC to submit a detailed pian of a special 
development fund to the seventh session, the Council, at 
the initiative of some of the underdeveloped countries, 
decided at its i4th session last summer to refer this matter 
to a group of experts, which effectively delayed the proposal 
for a year. This delay did not give rise to the resentment 
which might have been anticipated. The fact that ECOSOC 
had decided to give the International Bank complete responsi- 
bility for dealing with the prcposal for an international 
finance corporation might alsc have brought opposition from 
countries anxious to keep the UN itself active in this field. 
While various proposals isoking to UN action in the matter 
of financing development beyond what the US was prepared to 
accept were submitted, the final resoluticn eventuaily took 
acceptable form largely as the result of the efforts of developed 
countries through « smali working group established to 
_ Consolidate the various proposals on this question. In short, 
the pressure on the US and the other developed countries for 
tne creation of an international development fund was not as 
great as it had been at the sixth session of the Assembly. 


In voting for the first part of the resolution, the US 
made it clear that it considered the proposal for the creation 
of ea new international fund for development to be inopportune, . 
and that we had res®rvaticons in principle to it. A number of 
other western countries made similar reservations. It was : @u 
generally agresd that, aithough the resciuticn stressed the 
problem of intcrnationai financing cf development through the =... 
UN, it was not to be interpreted as calling for concentration 
on this type cf financing to the exclusion of other kinds of 
arrangements, such as direct bilateral assistance from one 
member country to another. 


In connection with the problem of financing economic 
development, the Argentine delegation submitted and carried 
through the Assembly by a vote of 35 to i5 with 9 abstentions 
a resolution looking to the establishment of fair and equitable 
international prices for primary commodities, as compared with 
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manufactured goods. This proposal was motivated in large 

part by the Argentine view that the producers of raw materials 
always bear the brunt of pressure on prices during economic 
recessions and that, when the prices of raw materials do show 
Signs of increasing significantly, the large purchasers, 
especially the US, act to hold down any price rise, thus 
preventing the accumulation of foreign exchange by the under- 
developed countries which produce these materials. In ex- 
plaining their support of the Argentine resolution, many 
Latin American countries recalled their experience in trading 
with the US during and immediately after ‘iorld War II, when 
they sold raw materials at prices fixed by the US and were 
precluded from purchasing capital equipment until after the 
postwar rise in US prices was well under way. They hoped that 
action by the UN would help to avoid ‘his kind of situation 
in the future. 


The argentine resolution was opposed by all the more 
developed countries, which pointed to the relatively favorable 
price position at present enjoyed by raw materials, to the 
continuing favorable prospects for the foreseeable future, 
to the lack of any objective yardstick for determining what 
is a fair and equitable set of international price relationships 
and to the implications of government control over production, 
allocation or prices. Despite this opposition from the lead- 
ing trading nations, the underdeveloped countries insisted 
upon adopting the resolution. Although a number of under- 
developed countries went so far as to admit in debate that 
the resolution could probably not be given meaningful effect, 
they nevertheless supported it, largely on the ground that 
it served to emphasize what they considered to be a most 
important problem for them. 


Land_Keform Except for the Soviet countries, general 
support continued to be voiced for land reform, with many 
delegations noting details of projects or progress which 

their countries are now carrying out. The two resolutions 
adopted on this subject: 1) recommend further study by the 

UN of the financial implications for member countries of programs 
of land reform; 2) request the group of experts which is to 
prepare the detailed plan of the proposed special development 
fund to consider the feasibility of financing land reform with 
such a fund; and 3) make various other recommendations designed 
to expedite land reform. The US, while supporting these 
resolutions, objected to the second recommendation on the 
ground that it was inappropriate tc so inetruct the experts. 


Possibly 
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Possibly the most significant aspect of the discussion was 

the fact that Near and i‘tiddle Eastern countries introduced 

the resolutions on the subject and vere among the ost 
enthusiastic supporters of the UN program. The Soviet bloc 
sought, with little noticeable success, to prove that the US 
was responsible for bad conditions in underdeveloped countries 
on the grounds that it fosters “monoculture” and "feudal 
conditions" in these countries. 


Exploitation of Natural Resources The "nationalization" 
resolution on the right of member states freely to exploit 
their natural resources developed out of a draft resolution 
presented by the Uruguayan representative on the Economic and 
Financial Cozsittee (a Senator representing the minority 
nationalist party sympathetic to the Peron Governnent of 
argentina). In its original form, the draft resolution called 
upon the UN to recognize the right of states to nationalize 
domestic resources and implied tnat this right needed "protec- 
tion". The preambuler paragraphs implied that the General 
assembly would have favored nationalization as a matter of 
policy. It was generally understood that the resolution had 
been submitted largely in order to enable Bolivia to justify 
before the &ssembly its nationsiization of the tin mines and 
to discourage, as far as possible, pressure upon the Bolivian 
Government to make full compensation to foreign owners. The 
original resolution was opposed by many countries on the 
grounds tnat the right to nationalize was already recognized 
by international law. After it was modified to meet tinese 
objections and to remove the more objectionabie parts of the 
preamble, it vas vigorously and emptionally supported by 
Bolivia and Iran and also won the general support of nost 
other underdeveloped countries, along with the Soviet bicc. 
action on the resolution was opposed by the developed countries 
anc by some of the underdeveloped countries such as the 
Philippines, Tnis opposition was based on: 1) the fact that 
the problem of the right to dispose of natural resources was 
already before another body of the UN in connection with the 
drafting of the Human Rights Covenants; and 2) on the unfavorable 
impression such a resolution would make on private investors, 
particularly since it contained no reference to the obligations 
of states which decided to nationalize to respect the rights 
of foreign investors. 


The resoiution was, however, forced to a vote and carried 
in the committee after rejection of a series of US amendments 
designed to set forth in general terms the obligations toward 
private investors in cases of nationalization. 


The Comittee 
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The Committee vote stirred up a considerable degree of 
excitement in the US financial press and many business groups 
interested in foreign investment. This reaction had a decided 
effect upon a number of delegations which were supporting the 
resolution. The Indian delegation, after consultation with 
the US delegation, proposed an amendment calling upon countries 
which nationalize to bear in mind the need to "maintain the 
flow of capital in conditions of security, mutual confidence 
and economic cooperation". The US delegation could not vote 
for the amendment since it did not go far enough, but felt 
that it considerably improved the resolution. In the plenary, 
the amended resolution was adopted by a vote of 36 to 4 with 
20 abstentions. The US, UK, South Africa and New Zealand 
voted against it. Our delegate stated that although the reso- 
lution contained nothing to which the Us objected, it was 
nevertheless unbalanced since it did not give adequate atten- 
tion to the obligations of governments which nationalize. 
Other countries abstained on the grounds that the resolution 
was unnecessary and might have harmful repercussions on the 
flow of private investment into underdeveloped areas. 


While it had developed in a context of debate which closely 
associated it with current nationalization policy and problems 
in Bolivia and iran, the text of the resolution, es finelly 
adopted, vas mut particularly objectionable. In any case, its 
Significence can be properly judged only by s<cttinz it beside 
the gen2°a2l support given to the resolu*ion or emccorag’ ng the 
international flow of private inves.aenc and the statem-ats 
mace by many countries that their support of the "natioualiza- 
tion" resolution did not mean any change in their attitude 
toward private enterprise, and that, in fact they interpreted 
the resoiution as providing for fa>r cozmpense*ion. The opera- 
tive clauses of the resci:ction as finally ad«.ted recommend: 
1) that all member state:, in the exercise cf their right 
freely to use and exploit their na*vral wealtn and resources 
wherever deemed dezirabie by them for their own progress and 
economic development, have due regard, consistent with their 
sovereigniy, to the need for meintaining the flow of cenital 
in cordi«ions of security, mutzal conficence, and econouic 
cooperation ationg nations; and 2) that all menber states refrain 
from acts, direct or indirect, designed to impede the exercise 
of the sovereignty of any state over its natural resources. 


* x x 
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RESULTS OF TELECOMMUNICATION The plenipotentiary conference 
PLENIPOTENT IARY CONFERENCE of the Internationai Telecom- 

munication Union, composec of 
approximately 75 delegations, enced in Buenos Aires on 
December 22 after approving actions of the Union during the 
last five years, especially with regard to implementation cf 
the radio regulations adopted at the Atiantic City Conference 
of 1947. Action of the Extraordinery Acrinistrative Radio 
Conference held in 1°51 was corfirmed anc the status quo of 
the International Frequency Registration Boarc was maintained. 
This board was established to administer the Atlantic City 
Frequency Allocation Table upon its complete implementation, 
and in the interim will assist Unicn members in operating their 
radio services satisfactorily. also, acministretive measures 
were adopted to facilitate the functioning of the Union. A 
few of these will heave the effect of senarating the technical 
from the administrative and financial work cof the organization, 
and tightening up the structure of the Union, steps we heave 
strongly encouraged. Although US proposais for a streamiined 
structure of the Union were not adopteac, our delegation feels 
that the Union is moving in this cirection anc that US 
interests from a political, technical ana financial stanapoint 
were safeguaraced at the meeting. 





The plenipotentiary conference. held every five years, is 
the supreme orgen cf the more than @5-year old ITU. Under 
terms of the Atlantic City Convention cf 1947 such a conference 
is required to consider the report of the Administrative Council 
on the activities of the Union; establish the basis fcr the 
budget of the Union for the ensuing five years; approve the 
accounts of the Union; elect members of the ITU Administrative 
Council; revise the Convention,if necessary; enter into any 
formal agreement or revise any existing formai agreenent 
between the Union and any other internetional body; and deal 
with such other teiecommunications questions as may be necessary. 


In signing the final protocol of the Convention, some of 
the USSR satellite countries reserved on aecliarations of a 
political nature, anc the Soviets left open the question of 
accepting provisions of the Convention ccncerning the Inter- 
national Frequency Registration Board as well as the question 
of accepting the racio regulations. A majority of the members 
of the conference mece counter-reservations to this Soviet 
action inclucing tle US, which reserved such rights as might 
be necessary to ensure the proper functioning of the IFRB. 
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US EMERGENCY WHEAT The US Government has decided to make 


LOAN FOR AFGHANISTAN an emergency wheat loan to ifghanistan 
in the amount of $1.5 million for the 


procurement of about 10,000 tons of wheat and flour from the 
US. Similar emergency wheat loans were recently made to India 
and Pakistan and there are early reports that Pakistan may ex- 
perience another serious wheat deficit this year, which if borne 
out could lead to a request for further aid. The loan will be 
administered through the Eximbenk, using funds to be disbursed 
by the Technical Cooperation Administration and made available 
under the authority provided in the Mutual Security act of 1 al, 
as amended. It will run for 35 years, bearing interest at 235%, 
and will provide for a six-year grace period on the principal 
and a four-vear grace period on the interest. It is expected 
that under terms of the loan agreement, shipments of wheat and 
flour will begin immediately. 


Beckground In normal years Afghanistan has been self- 
sufficient in wheat, its basic food, but this year serious ad- 
verse crop conditions have resulted in a drastic shortage. It 
was estimated that most agricultural areas could meet the sit- 
uation by withholding sufficient grain from distribution until 
the next crop is harvested in May, but that this would accentuate 
the shortfall in the urban areas, particularly Kabul. Since 
emergency supplies are needed to bridge the period from February 
to May, Afghanistan will have to import a substantial part of 
its wheat needs. It is expected that the US extension of credit 
for wheat purchases should eneble the Government to meet the 
emergency during this period. 


In addition to its wheat shortage the Afghanistan Govern- 
ment has had to face a major problem in connection with its 
foreign exchange. The Afghanistan Bank obtains its foreign ex- 
change receipts from 85% of the karakul and 10% of the cotton 
payments for sales abroad. Since demand and production of kara~ 
kul declined in 1952, and it is anticipated that exports of 
skins in 1953 will remain below the levels of previous years, 
the Afghanistan Bank's foreign exchange receipts have been re- 
duced. It is reported that the Bank is considering emergency 
measures to conserve foreign exchange resources. It is also re- 
examining the government's financial situation and studying 
means of financing its current and projected economic develop- 
ment projects. 


i.fghanistan's 
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Afghanistan's request for help in its wheat shortage 
was probably addressed first to the US because of our exten- 
sion of aid to India and Pakistan under similar circumstances. 
Coming so soon after a Soviet demarche, the request afforded 
a timely opportunity for the US to make substantial political 
and propaganda gain in Afghanistan anc the general area. The 
Soviets had protested the presence of Western oil technicians 
near the Soviet border and hac recently offered technical 
assistance to Afghanistan, ano hinted at offering economic 
assistance. If the US had refused to help, the Government 
of Afghanistan might have turned to the USSR for food aid. 
We felt that the extent of Afghanistan's wheat shortage and 
the limitations of its available foreign exchange necessitated 
prompt steps to meet the request. 





It is expected that Afghanistan could assume the loan 
obligation since its scle external debt is with the Eximbank 
in the amount of $21 million. This loan was granted in 
November 1949 and over half of it has been drawn. 


CONFIDENTIAL - SECURTILY INFORMATION 
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REPORT OF HIGH AUTHORITY ON The High Authority of the 


EUROPEAN COAL-STEEL COMMUNITY European Coal-Steel Community 
has submitted a renort to the 


January 10 meeting of the Coal-Steel Assembly in which it 
reviews the developmen:s of the past six months, noses the 
problems which face the Community, and sets forth its goals 
and projected policies. 


Unoer the treaty, a report on the activities of the 
Community is to be made on an annual basis by the High Authority 
and in this case is preliminary to the opening of the common 
market for coal in February and for steel in April. The first 
part of the revort takes up the internal organization of the 
High Authority and its external relations, with special 
emphasis on Great Britain. Relations with the US, the Council 
of Europe, OREC and GAIT are also described. The ” second part 
of the renort deals with the common market, price problems, 
transport questions, subsidies and compensations, distortions 
created by government actions, and wage and labor problems. 
Other subjects include the market situation for coal and steel 
during 1952, leng-term development of markets, and investment. 


The 
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The Coal-Steel Community, set up under a treaty which 
went into force on July 25, 1052 consists of Belgium, France, 
Italy, Luxembourg, the Netherlands anc the Federal Republic 
of Germany. The report describes the internal organization 
of the Community, with particular reference to the High 
Authority, which is the executive arm. It emphasizes that 
the role of the High Avthority is not to produce, but to create 
a common market and enforce the observation of rules common 
to both coal and steel. | 


External Relations. The report emphasizes the major 
contribution which prompt UK and US recognition of the Coal- 
Steel Community made to its auspicious beginning. The import- 
ance of association with Great Britain is given special 
prominence, and it is pointed out that a joint UK-High Authority 
Committee is s% work on concrete problems from which permanent 
forms of association will evolve. The objective is to obtain 
an association as close to actual UK membership as is possible 
without the latter's delegation of sovereignty. The report 
stresses the fact that by foree of circumstances the US rela- 
tionship to the CSC must be different from that of the UK and 
it makes no suggestion for a joint committee with the US. 


As far as relations with the Council of Europe are con- 
cerned, the report is limited to a description of what has been 
accomplished in establishing relations, with no mention of the 
controversial issue of observers. Relations between the Coal- 
Steel Community and OEEC are briefly described, with reference 
to the fact that only a notification is necessary for the 
Community to obtain derogation from the nondiscrimination 
clause in the OEEC trade liberalization code. Negotiations 
on the GATT waiver are described in some detail with emphasis 
on the principle that in commercial policy matters the Community 
will act and be considered as a single contracting party; which 
should eliminate virtually all foreseeable conflicts between 
the General Arreement and the Coal-Steel Treaty. The report 
states that at the request of the Contracting Parties, the 
High Authority has undertaken officially to act as if "at were 
a contracting party bound by the obligations of the General 
Agreement. 


Common Market ‘The report stresses the relative stagnation 
and backwardness of the European economy, particularly in coal 
and steel production and consumption, as compared with the 
economies of the US and USSR. It points out that while from 
1929 to the present, US steel production increased from 57 to 95 


million 
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million tens, anc the Soviet Union's from 5 to 35 million tons, 
in the six countries which are members of the Coal-Steel Communi: 
ty, proauction rose only from 35 to 42 million tons. Also, in 
spite of the fact that Europe has coal in abundance, it has not 
been able to produce enough for its own needs, and has had to 
make large uneconomic imports from the US. The only means of 
redressing this situation, in the opinion of the High Authority, 
is to create a broad common market comparable in size to those 
of the US and the USSR. 


The creation of this common market, the report goes on to 
say, requires not only removal of formal barriers to commerce 
among the menber states--tariffs and quantitative restrictions-- 
but also the clearing away of all other obstacles such as pro- 
ducers' agreements, excessive concentrations of economic power, 
discriminations, and special favors for or burdens on industries 
in a particular country or region. Simple liberalization of 
trace is not considered enough. Members must renounce their 
sovereign power to protect their own producers, and a central 
authority acting in the interest of all must take over the task 
of overseeing the rules of competition and the development of 
transitional measures. 


The report describes the time limits set for different 
measures necessary to complete creation of the common market. 
Tariffs, quantitative restrictions, double prices within the 
Community, ano discrimination in transport rates on the basis 
of origin and destination, are supposed to disappear on the date 
the common market is created. A more gradual disappearance is 
provided for certain types of subsidies and compensation 
mechanisms and for certain producers' agreements and sales 
organizations. It will take some time to eliminate legislative 
and regulatory provisions and other elements which endanger 
competition, as well as to harmonize transport rates. The High 
Authority's. policy will be to assure an orderly transition 
by coordinating the removal of: subsidies and compensations 
with elimination of distortions arising from government action 
or from differentials in transport rates. 


Only brief reference is made to the immediate problems 
connected with producers! agreements, cartels and concentrations 
The revort notes that under the Treaty , the High Authority must 
examine existing agreements and sales organizations to determine 
whether they can be authorized, and if not, to set a time limit 
for their elimination. The High Authority is now preparing 
regulations defining the elements of control of concentrations. 


Price 
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Price Problem$ The High Authority believes that estab- 
lishment of a common market will be eaSier than originally 
anticipated because price differentials on coal ani steel be-~ 
tween member countries have since been substentially reduced. 
Various problems now being studied by the High Authority 
include: government price control, double pricing, pricing 
practices, amortization and price scales for various products. 
However, little indication is given in the report of High Au- 
thority policy on these points. It is brought out that all mem- 
ber governments fix prices for coal, and for steel as well, with 
the exception of Germany and the Netherlands. Double pricing 
is the practice throughout the Community, although it is in- 
compatible with the common market. Double pricing has import~ 
ant incidence for all countries with regard to steel but creates 
a problem only in Germany with regard to coal. Establishment 
of coal prices f.o.b. the mine is general throughout the Com- 
munity save for two mining areas. The High Authority is work- 
ing out comparable systems of calculating amortization allow- 
ance in various member countries and a similar study is under 
way tc standardize price spreads for various types and products 
in different countries. 


s The report emphasizes the important 
role of freight charges in determining coal and steel prices, 
In Europe, transport rates are artificially distorted by the 
tariff structure and lack of competition in the transport 
field. International traffic is heavily penalized by comparison 
with internal traffic. At the present time, serious differ- 
entialsexist among various areas within the Community. 


To eliminate these distortions, three main courses of 
action are necessary: 1) the removal of straight discrimination 
on the basis of origin or destination; 2) creation of a direct 
international tariff for coal and steel; and 3) harmonization 
of the freight tariff structure for coal and steel among the 
six countries. The Treaty allows two years for the extremely 
complicated technical negotiations required to achieve the 
last two results. In the meantime, certain transitional 
measures will be taken. 


The High Authority's work on 
the elimination of subsidies and compensation mechanisms has 
been handicapped by the slowness of national governments in pre- 
senting necessary information as required under the Treaty, 
the report states. 


There 
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There are a wide variety of subsidies, both direct and in- 
direct, which are received by coal industries in member coun- 
tries. The High Authority can establish or approve compensa- 
tion mechanisms in certain cases where necessary to prevent the 
establishment of coal prices at the level of costs of the 
marginal producer. Steel industries within the Community re- 
ceive no direct subsidies; however, compensation mechanisms on 
coal sometimes have the effect of indirect steel subsidies. 
Certain countries, particularly the Netherlands and France, 
have compensation mechanisms and at times subsidies on imported 
coal, especially US coal. The Hi«h Authority considers such 
Subsidies acceptable on coal from outside the Community, but 
On coal prices from within the common market they are contrary 
to the treaty and must be eliminated. 


In a number of cases, member ,overnments grant subsidies 
to consumers of coal and steel. usually for domestic consump- 
tion. In general, the High Authority will consider these 
equivalent to double prices and will eliminate them. A 
special exception may be made for domestic consumers if sub- 
Sidies are applied without discrimination to all coal regard- 
less of where produced. 


Safesuarding Competition The High Authority has been con- 
Sulting wit he governments of member countries on the problem 
of legislative and regulatory measures which are considered a 
threat to competition. According to the report. the aim is not 
to equalize taxes and charges in various countries, but to 
prevent action by governments which would favor or penalize 
domestic enterprises over their competitors in other member 
countries. For example, it is not necessary that indirect 
taxes applied to coal and steel be the same in various member 
countries, but in any one country these indirect taxes must be 
applied equally to coal and steel produced anywhere within the 
common market. 


The general cenclusien te date is that distortionsin the 
Community arising from differences in taxes, social security 
char.es and government price fixing for raw materials and by- 
products are limited in number and importance. 


Wage 
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Wa.,e Policy The High Authority believes that its es- 
sential role in wage policy matters is to gather and place 
infcrmation at the disposal of interested parties with a view 
to improving livin, and working conditions. Studies under- 
talzen in cooperation with tne International Labor Organiza- 
tion show that since 1950. important wage increases have been 
obtainec in coal and steel industries of all member coun- 
tries. These are the result of increases in production and 
productivity and rises in the cost of livin,, but they have 
not in  .eneral brought wage levels in various member coun- 
tries any closer together. The studies have been hampered by 
a lack of comparable systems of professional classification, 
but now the High Authority and the ILO are working on a 
standard system. 





The report expresses hope that an upward eqau@élization 
of wa.es will gradually take place within the Community, en- 
coura,ed by the provisions of the treaty concerning freedom 
of movement and non-discrimination on account of national 
orijin. 








1952 Market Situation The report assesses the Community's 
coal ana steel production, consumption, exports and imports 
for 13952 as compared with 1951. Coal production figures are 
expected to reach 240.4 million tons in 1952, an increase of 
about ° million tons over 1951. However, this falls short of 
the OEEC target by about 3.5 million tons, due mainly to 
German inability to increase production as envisaged. Coal 
consumption in 1952 increased by 3.4 million tons, exports to 
third countries declined by 1.1 million tons, and imports from 
third countries declined by .8 million tons. 


The High Authority considers it urgent that measures be 
developed to eliminate the need for dollar coal imports. Dur- 
ing 1952 the Community was able to decrease imports from the 
US by 2 million tons, yet US coal imports accounted for 11% of 
coeries' consumptions. For the first quarter of 1953, it is 
estimated that the Community's requirements for US coal will 
be 2.15 million tons. The H4gh Authority has established a4 
special working party to study the problem of substituting, 
other qualities of coal for US coal. 





Raw 
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Raw steel production in 1952 increased about 10% over 1951, 
reachin, @ production level of 41.64 million tons. Production 
of finished products in 1952 is estimated at 32 million tons, an 
11> increase over 1951. These increased supplies, accompanied 
by slightly lower demand, reduced delivery delays beginning in 
mid-1952, although decreased demand in certain countries was 
offset in part by orders from the US. A lower rate of economic 
activity in consumer ,oods industries in 1952 reduced invest- 
ments in that sector and subsequently reduced steel demand. 

All in all, there was in 1952 an increased steel availablity 
for community consumption of 21% cver 1951. This was absorbed 
by the hi.,h level of production of equipment goods and recon- 
stitution of stocks drawndown in 1951. The slack in steel demanc 
by the end of 1952 caused a rapid reduction of the price ,ap be- 
tween export and internal prices, and also caused a rapid and 
Substantial price decrease in scrap on the Beli ian-Luxembour, 
maricet. 


Lon.-Term Development of Markets The report estimates that 
coal consumption within the Community will increase by 25 mil- 
lion tons in five years and by 45 million tons in ten years. 
Total coal requirements of the Community, including an estimate 
of 10-12 million tons for export, will be 275 million tons in 
five years and 295 million tons in ten years. Estimating annual 
exports at 7-10 million tons, over-all steel demand would in- 
crease to 47-50 million tons in five years and 54-57 million 
tons in ten years. These estimates are based on an experts' 
analysis which assumes no fundamental changes in the internation- 
al political situation, no profound economic fluctuations, and 
no disruption in technical development. It was also estimated 
that real income within the Community would increase 20% in five 
years and 35% in ten years, using the 1951 index as 100. 





Investments The report emphasizes that in order to meet 
the predicted needs of consumption and exports, the Community 
must be capable in four or five years of producing, annually 
47-52 million tons of raw steel and 275 million tons of coal. 
These levels are to be achieved primarily by modernization of ex- 
isting installations. In the steel industry no entirely new 
plants are foreseen. In the coal industry, new mines and exten- 
Sion of existing mines are envisaged, but the main effort should 
be on increasing individual output. Investments will also be 
needed to increase coking facilities. New housing for miners is 
considered an absolute necessity. The aims of the development 
program must be to eliminate the need for imports of US coal, 
keep costs low enough to retain export markets in steel, and 
improve the livin; standards of the workers. 





In 
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In the steel industry, it is estimated that an annual 
rate of investment equal to at least 12-15% of the industry's 
annual turnover will be required over the next four or five 
years, of which 8% represents the industry's normal annual 
replacement needs to maintain current output. The resultant 
annual outley for gross investment over that period is estimated 
at $400-500 million. To support this increase in steel pro~ 
duction the Community must raise iron ore production to <ce-23 
million tons-"an increase of 20%. 


The report emphasizes thet the Community suffers from é 
grave handicap in the conditions of financing. Interest rates 
for long-term loans are 5-10% and more. Financial charges to 
be incorporated in costs of production are double or more than 
Gouble those of the US and UK. Even with high interest rates, 
the flow of financing availeble for investment is uncertain and 
inadequate. The High Authority considers thet its policy must 
be to correct these unsetisfactory conditions of financing. The 
right to impose an annual levy on coal and steel production of 
the Community should give it resources to establish its own 
eredit. The Hich Authority has decided that the levy should . 
reach .9% by Juiy 1, 1°53 in order to obtain substantial re- 
sources immediately. In eddition, the High Authority can assist 
enterprises in gaining eccess to capital markets in Europe and 
elsewhere in the worid now closed to them. Although its con- 
tribution is limited, the High Authority may provide that margi- 
nal flow of investment which will give industry access to reason~ 
able and dependable financing. 


_ + > 
US SETS CUOTA FOR The US Department of Agriculture has 
PURETC FICS igs announced @ limitation on Puerto Rico's 


195e-53 sugar production which will result 
in @ crop substantially less than the level proposed by the 
Governor of Puerto Rico. .. small increase was permitted over 
the preliminary determination made last July of the amount of 
Suger production needed in 1°53 to meet Puerto Rico's marketing 
Quotes and carry-over recuirements. At the same time the Sec- 
retary of Agriculture turned down certain other proposals also 
made by the Governor of Puerto Rico which would have created 
serious difficulties for other sugar producing countries. In 
taking these ections the Department of Agriculture had the 
Strong support of the Department of State. 


Background 


DECLASSIFIED FOR PUBLICATION IN FOREIGN ° 
RELATIONS OF THE UNITED STATES 








BEST COPY AVAILABLE 


RESTRICTED ~ SECURITY INFORMATION 
- 10 - 


Background A world suger surplus is creating serious 
economic problems for producing areas, such as Cuba and the 
Dominican Republic, which compete in world markets. Puerto 
Rico is treated under the US Sugar Act as @ domestic area and 
enjoys both @ subsidy on its production and a fixed quota 
in the US market. It has been producing over its US quota for 
several years, but up to this time has been able to take ad- 
vantage of world shortages and export to the world market. 
However, Puerto Rico is now feeling the impact of the world 
Surplus end has accumulated substantial stocks. Since Puerto 
Rico is heavily dependent on its sugar industry, this state of 
affairs has severe implications for the whole economy. 


To alleviate Puerto Rico's general economic problem, Gov- 
ernor Munoz Marin proposed that : 1) the US Secretary of Agri- 
culture permit unrestricted production ir 1953 while continuing 
to pay production subsidies to Puerto Rican sugar frowers under 
the US Sugar Act; 2) that the Puerto Rican Government pay an 
export subsidy to assure the sale in wor!’ markets of its 
accumulated stocks; and 3) that when any other domestic area 
fails to meet its production quota, that cuote »ve reallocated 
in such a way as to give esnecially favoratle *-:--tment to 
Puerto Rico. . 


The US received vigorous protests from tie Governments of 
Cuba and the Dominican Republic against the Puerto Rica pro- 
poséls. Cuba perticularly resented the proposed cdditivunal 
subsidies which would malre Puerto Rican sugar directly com 
petitive in world markets, especially in view of the fact that 
Cuba's share in the US market was cut by 240,000 tons when the 
Sugar Act was amended in 1°51. At that time, Puerto Rico re- 
ceived an increase of 170,000 tons in its quota. It was the 
understanding of the Department when the act was amended that 
no change was intended in the basic premise that domestic pro- 
Guction on which subsidies are paid should be limited, and that 
the rest of the American market should be open to foreign pro- 
Gucers. To modify this policy at a time when Cube is taking 
Grastic steps to support the world sugar market by withholding 
two million tons from export, and by cutting pack next year's 
production by 30%, would have been an ill~considered move. 
Furthermore, the proposal to change the methoc of re~aliocating 


Puerto Rico would require can entirely new interpretation of the 
pertinent provisions of the Sugar Act. 


Lotion 
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ction Taken Therefore, the Department of “griculture 
announced on December 31 that Puerto Rican sugar production 
from the 1°52-53 crop had been set at a revised cuota of 
1,1°0,000 tons. This totel, which is ecuel to the 1953 basic 
meinlané (shipped to US) and local marketing quotzs, is 90,000 
tons lerger than the production et for in the determinea- 
tion issued by Agriculture on July 17, 1953. Nevertheless, it 
represents a reduction of =.7% from the average production of 
the pest five crops and of 13.355 from the record crop of 
1,372,000 tons produced in 1¢51°-52. 


In addition, the Secretary of Agriculture would not agree 
to the suggested change in the method of reallocczting deficits 
end recommended strongly against the application by Puerto Rico 
of export subsidies to force over-quota sugar into world markets, 


In taking this position on the Puerto Rican proposals, the 
US is consistent with the position it hes maintxuined in discus- 
sions loolsing toward negotiation of a new Internatiox21 Suger 
.greement. (See page 6, October 13, 1652 issue and page 11, 
December 5, 1952 issue.) In these discussions, which will re- 
sume in June of this year, we have urged the prohibition of 
export subsidies as a means of curtailing the amount of sub- 
sidized sugar production that preempts merkets of natural ex- 
porting countries which are largely dependent on export séles. 
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i. PROGRAM FOR INCRE.SING i. program on methods of encouraging 
PRIV. TE ESTME 6 , private investment abroad hés been 
recommended to the Technical Co- 
operation Agency, the Department of Commerce and the Iiutual 
Security Agency in a report prepared by August Naffrey, a vice- 
presicent of the Irving Trust Company and former member of the 
Board of Directors of the Eximbank, The report envisages a2 
program of action by all agencies of government concerned with 
promoting private investment abroad which would be directed 
towards improving the climate for investment in friendly for- 
eign countries. Maffrey recognizes the @ifficulties involved 
in increasing US private investment abroad and sets forth extra- 
ordinary measures which he considers necessary to produce a 
substantial increase in such investment by individuals and in- 
stitutions. Particular attention is given to the potential role 
of the Eximbank in providing loan capital, and the ways in which 
the US Government can improve the climate of investment. 


Problems 
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L2roblems Involved in increcsing Private investment In 


Giscvssing the problems involvec in increasing privcte ingest- 
ment, the report males < cistinction between the roles of public 
and privcte funds. It states thet failure to scke this dis- 
tinction is responsible for the common view that public invest- 
ment abroad can be redvcec to the degree that privcte investment 
is incmecsecd. On the contr: ry, in many regions, many types of 
necessary investment in basic facilities and equipment are of 
no interest to the privcte investor. Nevertheless, development 
in these fields by use of public funds may be < prerequisite for 
the ettraction of privete ccnital to these regions. 


Increasing US privete investment in foreign countries, 
the report continues, resolves itself into 2 problem of: 
1) improving the climete for investment by lerge corporate in- 
vestors alrecdy operating extensive foreign operations; 2) im- 
proving the interest and !znowledge of investment opportunities 
ebrocd on the pert of small corporate investors; end 3) reviving 
the interest of institutioncl cnd individual investors in foreign 
portfolio investment. i:affrey considers that the greatest 
potential for increasing private foreign investment lies in the 
latter. However,,he believes that only extraordinary induce- 
ments by the US Government will solve the difficulties involved 
in reviving such interest in foreign investment. 


One of the most importcnt obstacles to the increased flow 
of private US capital abroad is the strong counter-attraction 
of domestic investment opvortunities. Potential profits from 
existing foreign investment opportunities must be sufftedténtly 
larger than the return on compzrable domestic investments to 
compenséete for the greater risks of foreign investment, If 
the ettraction of domestic investment reiains strong, extre- 
ordinery measures will be required if the flow of US capital 
abroad is to be increased substantially. 


There is a special problem of investment climete in the 
underdeveloped areas of the world. Maffrey believes that great 
emphasis should be placed on reviving the flow of portfolio 
investment from the US to the industrialized countries of Europe 
and Jepen to enable them, in turn, to invest in the under- 
developed areas of Asia, #frica and Latin America. Less em- 
phasis should be placed*on stimulation of a direct flow of pri- 
vate capital from the US to.these underdeveloped areas because 
of the deep-seated inhibitions of US investors regarding un- 
familier areas. 


Jmprev.ne 
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Improving the Climate of Investment Improvement of the 
cl.mncte for foreign investment throu,hout the free world 
snould be the objective of a total and suste@ineda diplomatic 
effort by the US, the report recommends. Jhile the attack 
on this problem will yield results more slowly than will the 
use of extraordinary expedients such as tax measures and in- 
vestment ,uaranties, its ultimate success will obviate the 
need for such expedients. In this regard, the collection and 
disseminet.on of information re,arding condit .ons of invest- 
ment in itself contributes to a better climate. It is recom- 
mended that the work of the Department of Commerce in as- 
semblin, information on .nvestment conditions abroad be con- 
tanvecd and expanded. 





The report recommends that the ne,otiation and conclu- 
sion of bilateral treaties by the Department of State should 
continue to be @ primary feature of US forer.n policy, but 
shoulc comeas the culmination of a broad combined effort on 
the part of all a wencies of ,overnment concerned with forei.n 
econom:c development. The end purpose of this effort should 
be to obtain assurances a ainst nationalization or expropria- 
tion without prompt, adecuate and effective comvensation and 
of non-c:.scriminetory treatment of US investors in the appli- 
cat.on of all laws and re.ulations effectin, their interests. 
The U: Government should also assist in every way possible 
the efforts of individual »rivate investors to ovtain con- 
cessions from forei.n countries with a view to .ettin, them 
extended to other private investors. Industry advisers 
shoulc be assigned without delay to key diplomatic missions 
to assist in the collection and dissemination of information 
on investment opportunities and to put private investors in 
contact with local ,proups interested in joint undertakin,s 
with .merican capital. 


Aron, the long-ran we measures for improvin, the invest- 
ment climate in forei.n countries are: 1) reducin, barriers 
to l2r_ er imports into the US in order to improve the capacity 
of foreign countries to service foreign investments; 2) re- 
stor:ng convertibility to the major currencies of the world, 
whicn will contribute ,.reatly to the willinxness of investors 
to place their capital ebroad; and 3) creatin,, basic facili- 
ties, such as transportat.on, water resources, power and 
labor, as a means of improving the economic environment for 
private investment. 
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Other Measures for Increasing Private Investment An 
extension of the activities of the Eximbank in the field 
of development financing offers one of the most promising 
possibilities for encouraging new private investment abroad, 
the report states. It is recommenced that the Bank aggres- 
Sively extend its activities by: 1) providing loan capital 
on attractive terms to domestic corporations willing to ex- 
tend their operations in foreign countries, and 2) making 
loans to foreign corporations for economic development 
without the requirement of government guaranties. An ex- 
tension of the Bank's activities in these two directions, 
according to the report, would put the Eximbank squarely in 
the role envisaged for the proposed International Finance 
Corporation, but would require neither a new institution 
nor new statutory authority. As a part of this program the 
lending authority of the Bank should be increased and the 
Bank's charter amended to permit it to make equity invest- 
ments in foreign countries. 








In addition, Maffrey recommends that tax concessions 
to private American investors, and greater cuaranties 
against loss of principal through wars, expropriations or 
exchange restrictions be utilized to encourage the flow of 
American private capital abroad. Tax concession is con- 
sidered the most effective single means of stimulating addi- 
tiorial private investment in foreign countries. Unfortu- 
nately, practically all of the discussions in recent years 
of tax inducements to foreign investment have involved 
measures affecting corporate investment to the virtual ex- 
clusion of measures affecting investment by individual and 
institutional investors. Furthermore, most of the measures 
suggested have been those which would benefit existing in- 
vestors rather than attract new investors in any signifi- 
cant way. To correct this misplaced emphasis, Maffrey sug- 
gests that the partial tax exemptions now extended to cor- 
porations deriving most of their income from operations in 
the ‘'estern Hemisphere be extended to qualified corpora- 
tions operating in other area, and that tax inducements be 
offered to individual and institutional purchasers of 
forei.,n securities. The report recommends that a policy de- 
cision be made promptly as to whether tax measures for this 
purpose will be recommended to Congress. 


The 
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The existing system of investment guaranties is con- 
sicered inadequate because: 1) no pretection is now accerded 
against risk of loss as a result of war or civil cisorder; 

2) the cost of the guaranties now offered to prospective in- 
vesters is very high in relation to anticipated returns; and 

3) prospective investors are reluctant to submit their invest- 
ment nlans to the detailed scrutiny of government agencies or 

to expend the time and effort which may be required to negotiate 
a guaranty contract. The report recommends that it be made 
clear to Congress that a guaranty system could be devised 

which would not only effectively stimulate private investment 
abroaa but would be completely self-supporting. The elements 

of an effective and self-supporting guaranty system would includ 
gvaranties against all the risks peculiar to foreign investment, 
stendard contracts at standard rates to all bona fide investors, 
and a very low cost of all-risk coverage. The agency adminis- 
tering the system should be given wide administrative discretion, 
with no statutory requirement of agreements with foreign coun- 
tries to make them eligible for guaranteed investments. More- 
over.investment guaranties should be applicable not only to 
‘nvestments abroac by US corporations, but also to foreign 
obligations publicly offered or privately placed with individual 
and institutional investors in the US. 


The report also recommends that every effort be made by 
persuasion anc tangible inducements tc obtain the creation of 
international mutual funds, to induce the purchase of foreign 
securities by investment trusts and insurance companies and in 
this wey to assist in reestablishing a broad market in the 
US for foreign securities. 


Government Operations Maffrey does not suggest that all 
activities involved in the problem of increasing privete invest- 
ment abroac be concentrated in any one agency of government. 

On the contrary, he sees the various phases of the foreign 
investment problem falling within the provinces of a number of 
government agencies with regard to operations and to some extent 
with regard to policy formation. Nevertheless, he feels it 
highly desirable that responsibility for the problem as a whole 
be “ixed at some point in the Executive Branch, so that one 

a-« cy anc one responsible official would be in a position to 
coorcinate the activities of the whole government toward the 
given end. Lacking a single agency to handle the foreign 
economic assistance activities of the US, he sees no apparent 
alternative to fixing this responsibility on the official now 
responsible for coordinating these foreign economic activities, 
i.e., the Director of Mutual Security. or 
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With regard to TCA and MSA in their resvective fields, 
Maffrey recommends that they contribute to the stimulation 
of privete investment by: 1) joining in the total US diplo- 
matic effort to improve the investment climate in foreign 
countries; 2) promoting in every way possible the mobiliza- 
tion ot local capital for productive investment; 3) identify- 
ing areas of privete investment and assisting potential 
private investors to explore specific opnortunities within 
these fields: ana 4+) continuing in underdeveloped countries 
programs of technical assistance in government acministra- 
tion, eaucation, public health and sanitation, anc agri- 
culture, ana in this way laying a necessary foundation for 
private investment. : 
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( fH While the US has not yet received 
CE ( details of the Commonwealth 

Economic Conference of last 
December, apparently a positive, concrete plan was agreed 
for achieving a more stable balance of payments position, 
for moving toward convertibility, and for progressive 
reduction of trade restrictions. British officials have 
indicated that they want to discuss the plan with the new 
US Administration at an early date and, following those 
discussions, they will have talks with European nations. 
The communique stated that it had been agreed at the con- 
ference "to seek the cooperation of other countries in a 
plan to create the conditions for expanding world produc- 
tion and trade.” It added that the rate of progress in 
removing discrimination would depend upon the advance 
toward equilibrium between the US and the rest of the | 
world and stated that one of the important preconditions 
for convertibility is "the availability of adequate 
financial support through the International Monetary Fund 
or otherwise." 





Of fundamental importance is the emphasis the com- 
munique gives to the fact that the Sterling Area must 
look outward toward trade and competition with the rest 
of the world and not inward to creation of a discrimina- 
tory economic bloc. Other encouraging features are the 
recognition that attainment of balance of peyments 
equilibrium requires positive internal action by debtor 
countries and the willingness of the Commonwealth members 
to have their individual policies discussed. After a very 
thorough self-examination, the Sterling Area apparently 
pase | be with the feeling of solidarity, confidence and 
realisn. 


Gonvert spite Probably the major issue discussed 
at the Conference was convertibility of sterling. It was 


agreed that it is important that sterling resume ‘ts full 
role as a medium of world trade and exchange anc that an 
integral part of any effective multilateral system is the 
restoration of sterling convertibility. The communique 
stated that this could only be done by progressive stages 
and that achievement of convertibility would depend funda- 
mentaliy on these conditions: 1) the continu success of 
the action by sterling Commonwealth countries themselves 


with 
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with regard to internal policies and concentration of _ 
investment on dollar earning or dollar saving projects; 
2) the prospect that trading nations will adopt trade 
policies which are conducive to the expansion of world 
trade; 3) the availability of adequate financial support. 
While the communique gives no information on the type of - 
convertibility conceived in the plan, there is a wide- 
spread feeling in London that an attempt will be made to 
make convertible only sterling which is earned currently . 
by non-Sterling Area countries and that restrictions on 
dollar imports will not be rapidly relaxed in Sterling 
Area countries. 


There is no hint in the communique as to whether the 
plan contemplates the present system of fixed exchange 
rates and narrow margins, a system of fixed exchange rates 
with a wider margin between official buying and selling. . 
points, or a system of freely fluctuating exchanges. Subse- 
quent conversations with officials suggest that one of the 
two latter eyeteus is contenplstes. 


~ Development - ‘The. Conference agreed that dn Sterling 
Area countries development. ,»Should.be concentrated on ? 

projects which directiy or. indirectly contribute to the 

improvement.of the.area's balance of paymerts with the. 

rest of the world. It also recognized the need-in some 

countries for investment projects which will bring some . 

basic improvement in the standards of living and some social 

investment in the more developed countries. The communique 

acknowledged that sound development has been impeded by un- 

economic investment. It also noted that foreign financing 

of Sterling Area co ove] opment will be swall in relation.to | 
the size of the PTCETAns, SO that more savir:gs will be 

necessary in the Steriing Area. The UK medic ‘a cammitment to 

provide more finaicing for Commonwealth investment ‘provided 

the country conce:ned devotes an adequate part of its re-. 

sources to investment designed to improve the Sterling 

Area's balance of payments and to the particular scheme ‘in 

question to ensure that botn cour.tries had sor interest in 

seeing that it was carried through as efficiently as.possible. 


It is encouraging that the Commonwealth countries recog- 
nize the limitations on the capital resources available and 
the need to nse them in the manner best ca.ctulated to assist 
in solving tue Sierling Area's belance-of-payments problem. 


It 
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It is striking that they should be willing to admit pub- 
licly that some of the development policies they have pur- 
sued in recent years have been improvident. Moreover, it 

is encouraging that the communique places such great 
emphasis on the need for internal financing of Sterling 

Area development instead of bidding for outside financing 

as had been done previously. The Ministers did not consider 
‘or give sanction to any particular programs of development. 


The internal political obstacles that the Commonwealth 
Prime Ministers face in putting these decisions into practice 
are very great. Embassy London reports that UK officials 
are much encouraged by the good sense of the Indian and 
Southern Rhodesian development plans. They anticipate 
‘no problem in New Zealand, consider the program of Ceylon 
not bad, but are dubious about Pakistan. They feel the 
main problem is likely to be Australia, with its foreign 
exchange income so largely dependent on the sale of a 
Single commodity and a Federal system that seriously 
limits the control of the central government over invest- 
ment. However, the Australian Prime Minister has been 
emphasizing the theme of dollar-saving investment. One 
of the major problems is how and how soon the UK is going . 
to be able to find the necessary level of internal savings 
which the communique states it must have before it can 
make extensive capital availat’e to the other Commonwealth 
countries. 


Private Investment The communique states that the 


Conference recognized the important contribution which 
investors outside the Sterling Area, particularly the US, 
could make to economic development in the Sterling Area 

and agreed that “every effort should be made to create. 
conditions which would encourage such investment." Mean- 
while, a proposal was announced to set up a new Commonwealth 
Finance Corporation, a move which was welcomed by the Con- 
ference. While this is to be a private venture, the Bank 

of England will contribute financial support to the new 
company. A small relaxation in UK exchange control was also 
announced. Non-Sterling Area residents who have invested 
capital in approved projects in the UK and the Colonial 
Empire since January 1, 1950, will be allowed to withdraw 
not only the initial capital investment but also any capital 
profits which have been realized since that date. 


imperial 
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a fere The communique emphasized that the 
Commonwealth countries have no intention of seeking the creation 
of a discriminatory economic bloc. They recognized the value 
of existing preferences. While they rejected the UK propo-~ 
sal that 211 Commonwealth countries should join in seeking 
release from the "no new preference" rule in the General Agree- 
ment on Tariffs and Trade, they agreed to cooperate with the 
UK in an approach to the other Contracting Parties to the 
GATT to meet particular difficulties arising on the UK tariff. 
The object would be to enable the UK, consistently with the 
basic provisions of the GATT, to concinue the duty-free entry 
for Commonwealth goods notwithstanding any increases that 
might from time to time become necessary in duties designated 
to protect domestic industry and agriculture in the UK. The 
Commonwealth Governments @2lso agreed to consider sympathet- 
ically certain special tariff problems affecting the Colonies. 


Embassy London has learned that the UK proposal that 
the Commonwealth seek release from the "no new preference” 
rule did not mean that the UK had any desire to suggest a 
general increase in preferences or a movement toward a closed 
Commonwealth system. On the contrary, this proposal was 
Girected to the dilemma in which the UK would find itself 
should it desire to increase 2 most-favored-nation tariff 
rate on an item not bound by the GATT and where the item en- 
ters the UK from the Commonwealth duty free. Under the "no 
-new preference” rule it would be free to increase the most- 
favored~nation rate, but would at the same time have to im 
pose 2 corresponding duty on the item when it entered from 
the Commonwealth. Duty~-free entry from the Commonwealth is 
established by legislation and the Government does not see 
how it could hope to be successful in going to Parliament for 
legislation enabling it to raise duties against the Common- 
wealth. It would also not like to see Commonwealth duties 
raised against it, should ‘tustralia, for example, wish to 
raise its most-favored-netion rate on Japanese textiles. 


However, the UK is still confronted with a real pro- 
biem, It may possibly prepare to seek waivers from the Con- 
tracting Parties on a case-by-case basis. It may ask the 
Contracting Parties for an advance waiver of the rule against 
no new preferences to be applicable in cases where an un- 
bound most-fevored-nation rate has to be raised and the 


Commonwealth 
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Commonwealth product has had free entry for a considerabie 
period of time. While the Commonwealth Governments agreed 
to cooperate with the UK in its approach to the Contracting 
Parties to find a solution to its difficulties, they are not 
committed to support eny particular approach. | 


The communique stated that the Con- 
ference recognized there was no one universal remedy for the 
problem of instability of prices for primary commodities. Each 
commodity must be considered on its merits in the light of 
conditions prevailing et the time, and the circumstances must 
determine what form of arrangements would be appropriate. It. 
was agreed that violent fluctuations and an uneconomic level 
of prices for primary commodities were against the interests | 
of consumers as well as producers. All Commonwealth Govern- 
ments indicated they are ready to cooperate in considering, 
commodity by commodity, international schemes designed to in- 
Sure stability of demand and prices at an economic level. They 
also recognized the need for an agreed procedure for calling 
together the governments concerned to consider emergency action 
in the event of rapidly developing conditions of surplus or- 
Shortage of commodities entering into international trade. 


Thus, apparently the discussion of commodity agreements | 
and commodity price stabilization developed no new ideas, 
However, it did represent a substantial change in attitude . 
of some countries, such as Pakistan. Embassy London has also 
received some indications that the discussion may result in 
a more positive attitude than hitherto ad UK Coanger sens in 
commodity agrecqoans discussions. 


Price of Gold The communique makes no mention whatever 
of the price of gold and Embassy London has been informed that 
not much attention was given to this subject. The London Times 
Suggests that a reasonable interpretation of this omission is 
that an increase in the price of gold is not regarded as a. 
necessary and integral part of the Commonwealth plan, but that 
it might be used as a "bargaining counter" in discussions wit 
the US. - 
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NEW AGREEMENT ON LIMITING The French, British and US Govern~ 
GERMAN INDUSTRIAL CAPACITY ments have announced an agreement 


to maintain controls on certain 
German industries after December 31, 1952 and until 21 days 
after the French and German legislatures have finally voted 
on the laws for the approval of the Contractual Agreements and 
the European Defense Community treaty. The three governments, 
however, agreed that the Military Security Board should be in-~ 
structed to pass immediately on specified pending applications 
by German firms for increases in capacity in those industries, 
and to take a more liberal attitude in the future toward such 
applications. Future applications are to be granted within 
230. days of receipt by the Military Security Board unless denied 
by unznimous agreement during this period. ; 





Background The Industrial Controls Agreement of April 
1951 provided controls over capacity in the following industries: 
steel; electric arc and high frequency furnace steel; shipbuild- 
ing; synthetic rubber; synthetic petrol, oil and lubricants, 
produced directly or indirectly from coal or brown coal; and 
ball and roller bearings, except equipment capable only of pro- 
Gucing non~precision bearings. No enterprise was to be permitted, 
except under High Commission license, to increase the productive 
capacity of any of its plant or equipment engaging or partly 
engaging in these industries, or of the industry as a whole. 
(See page 1, March 26, 1951 issue.) This agreement was amended 
in July 1952 to lift restrictions on steel production capacity 
and steel production. | 


When this agreement was signed, the three governments 
agreed that the capacity limitations would remain in force 
until January 1, 1953 or until the peace settlement, whichever 
would be earlier, and thereafter as might be agreed. Enforce- 
ment of the agreement was governed by Allied High Commission 
Law 24, as amended, and administered by the Military Security 
Board. These provisions represented a compromise under which 
the US accepted the limitations desired by the British and French 
although it considered them more severe than security grounds 
warranted, It was anticipated then that a full review would be 
held or that other events would occur which would result in 
removal or amendment of the limitations before January 1, 1953. 


New Agreement The new agreement like the earlier one 
represents a compromise among the three powers. As the date 
January 1, 1953 approached, the US asked that in accordance 
with the 1951 agreement, the pertinent High Commission legis- 
lation be revised ana that limitations on these industries be 


dropped 
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Gropped, because we did not consider them justified on security 
grounds, We understood that the limitations on synthetic oil 
and rubber were being reasonably administered; however, these 
controls were actually based not on security grounds but on 

the French fear that revival of these industries would reduce 
coal export availabilities. With the European Coal-Steel Com 
munity in operation and in the light of the small scale of 
German cctivity and plans in these industries during the past 
two years, we expressed hope that the French would no longer 
consider these controls necessary. 


The US also opposed the controls for political reasons. 
We felt that the Germans would interpret any extension of the 
controls as a tripartite agreement to hinder further develop- 
ment of essential German industries. They would be particularly 
sensitive in the case of shipbuilding which is centered in areas 
around Hamburg and Bremen, 2s both areas have disproportionately 
igh rates of unemployment. 


US approaches to the French and British in the Military 
Security Board indicated that both governments desired to hold 
these controls substantially unchanged. The French, in partic~ 
ular, were adamant on their position that dropping the limita- 
tions on these German industries at this time would have harm 
ful political effects in France; that while it would not 
facilitate German ratification of the Contractual Agreements 
and the European Defense Community, it would substantially 
hinder French ratification. The British, on the other hand, 
proposed thet the limitations remain in effect until the Con- 
tractual Arrangements and the EDC Treaty enter into force, 
However, they suggested that, upon completion of German rati-~ 
fication, applications before the Military Security Board be 
processed more liberally. 


At length, we reluctantly agreéd to the final compromise 
provosals., In accordance with our request, Chancellor Adenauer 
wes informed of the liberal attitude which the three governments 
intend to take toward future applications for increases of ca- 
pacity, that future applications are to be granted unless 
unanimously denied, and that specified applications ‘by the . 
shipping industry are to be approved by the Military Security 
Board, 


MOROCCAN 


DECLASSIFIED FOR PUBLICATION IN FOREIGN 
-RELATIONS OF THE UNITED STATES 

















SECRET - SECURITY INFORMATION 
eB- 


MOROCCAN IMPORT In a note presented to the Resident General 
DECREE PROTESTED of Morocco last week, the US expressed the 
opinion that the Moroccan decree of October 1, 
1952 failed to implement fully the International Court of Justice 
decision regarding the economic rights of the US in Morocco. 
The note, a copy of which was given to the French Foreign Office, 
reserved US rights in the matter and suggested that discussions 
take place in Paris as soon as possible for the purpose of reach- 
ing eae mutually satisfactory solution to the problem. The Depart- 
ment is now formulating the US position to be presented to the 
French at the time of discussions. 


Background In July 1952, the International Court of Justice 
began oral hearings in the Moroccan case. Acting on its own 
behalf and as protecting power of Morocco; France on October 28, 
1950 had instituted the case by a petition asking for a determina- 

ion of the rights of US nationals in Morocco. Since the estab- 
lishment cf the French Pretectorate in 1912 there have been a 
series of disagreements between the US and French Governments 
concerning the economic rights of the US in Morocco. The dispute 
which lec the French Government to seek Court action, arose from 
the restrictions placed on imports into French Morocco in 
December 1948, allegedly for the purpose of preventing irregular 
exchange transactions which the French said were having an 
adverse effect on the French balance-of-payments position. The 
US Government subsequently assented to the temporary application 
of these restrictions to Americans. However, the regulations 
were bitterly attacked by a group of American businessmen in 
Morocco, who were instrumental in Baving the Economic Coopera- 
tion Act of 1951 amended so as to prevent any financial assist- 
ance from being given to France as long as "treaty violations" 
existed. The US Government then notified the French that its — 
temporary assent would be withdrawn. Thereupon the French made 
their petition to the ICJ. Under discretionary powers in the 
amendment to the Economic Cooperation Act, the President of the 
US decided that he would not withhold financial aid from France 
while the question of US treaty rights in Morocco was under ~ 
litigation. ) | 


US Claims Relations between the US and Morocco are governed 
by the bilateral Treaty of Meknes, 1836, the multilateral Conven- 
tion of Madrid, 1880, and the multilateral Act of Algeciras, 

1906. Under these treaties, in addition to rights of extra- | 
territorial jurisdiction, the US claimed certain economic rights, 
including economic liberty without any inequality, freedom of 
importation, limitation of customs ‘duties to 12-1/2% ad valorem 
assessed on the c.i.f. value of goods, freedom from taxation 
without US Government consent except for certain taxes specified 

in the treaties, and mest-favored-nation treatment for US commerce , 


Court 
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Court Decision On August 27, 1952 the International Court 
of Justice handed down a decision which concluded that the 
phrase “economic liberty without any inequality" in the Act of 
lgeciras is of binding character and is not modified by the 
establisnment of the French Protectorate. In economic matters, 
France is accorded no pray sense position in Morocco. It held 
further that the decree of 1948 contravenes US rights acauired 
under the Ac® of Algeciras because the same restrictions do 
- not apply to imports from France. Tne Court did not consider 
it necessary to decide on the legality of exchange controls 
but stated that the existin; discrimination regarding import 
restrictions could not be justified by considerations relating 
to exchange control. The Court rejected US arguments on exemp- 
tions of US nationals from texes, as well as its claims to the 
ripht to “assent” to Moroccan lezislation and to broad rights 
of extraterritorial jurisdiction. The Court stated, however, 
that the consular jurisdiction of the US continued to exist 
to the extent that might be necessary to render effective 
those provisions of the Act of Algeciras which depend on the 
existence of consular jurisdiction. 





New Moroccan Rezulations . Following this decision, on 
October 1, 1952, the Moroccan Government issued new regula- 


tions which rescinded import license requirements of the 1948 
decree, but retained and tightened exchanze controls by requir- 
ing importers, when requested to do so by the competent 
authorities, to advise the ,overnment of the disposition of 
Moroccan franc proceeds from the saie of imports. In addition, 
imports by US nationals from countries not party to the Act of 
Algeciras are restrictec. The new regulations also retain in 
effect restrictions on the imports of certain categories of 
products (wine, cereals and their by-products, o11 seeds) in 
contravention of the treaty rights of the US. Moreover, the 
decree does not alter the export controls system now in effect 
under which the acquisition of dollar exchange by Morocco is 
hampered by the fact that the export of a number of commodities 
to the US is prohibited while their export to France is freely 
permitted. 


when Legation Tangier presented our note on January 12, 
it orally detailed our objections to the above aspects of 
the decree and reserved all US rights in the matter. 


* * * 
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INDIA COMPLETES FINAL PLAN The revised Indian Five-Year Plan 


FOR ECONOMIC DEVELOPMENT recently presented to the 
Parliament calls for expenditures 


by the Central and State Governments. of about $4,345 million as 
compared to the original estimate of about $5,135 million, and 
is designed to increase national income by 11% by 1955-56. 

The Plan will be financed partly by public financing and 
partly by external aid. Whnile the Plan relates. principally to 
investment by the public sector, the Planning Commission esti- 
mates that, in addition, private investment in industry will 
amount to almost half a billion dollars during the period of 
the Plan. 


Background Faced with many problems upon achieving inde- . 
pendence, the Indian Government in 1950 set up a Planning 
Commission to assess the resources of the country, formulate a 
plan for their utilization, indicate factors tending to retard 
economic development, determine implementation machinery and 
appraise the progress made in each step of the plan as it 
pregressed and to make necessary recommendations. In July 
1951 the Commission presented a draft outline of a development 
plan for the five-year period ending March 1956. This included 
a number of Gevelopment projects which had already been started 
as well as other contemplated projects which had not yet been 
begun. The draft plan was in two parts, one consisting largely 
of projects in execution which were definitely to be implemented 
and the other recommending projects which were to be undertaken 
if external assistance were available. ter many consultations 
and revisions, the final form of the Plan has combined all the 
projects into a single unit. The pro;,ram covers the broad 
categories of agriculture and community development, irriga- 
tion and power, transport and communications, industry, social 
services, and refugee rehabilitation. 








The Plan In determining the amount of money to be spent, 
the Pianning Commission took into consideration: 1) the need 
for initiating a process of development that will form the 
basis of a much larger effort needed in the future; 2) the 
total resources likely to be available to the country for the 
purpose of development; 3) the close relationship between the 
rates of development and the requirements of resources in the 
public and private sectors; 4) the necessity of completing the 
schemes of development initiated by the Central and State 
Governments prior to the commencement of the Plan; and 5) the 
need to correct maladjustment in the economy caused by the war 
and the partitition. 
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In devising the present plan, contemplated investments in 
all phases of the Plan have been increased, with more marked 
priority being given to agriculture and irrigation. Agriculture 
. and community development is allotted 17.5% of the total; 
irrigation and power, 27.1%; transport and communications, 

244; industry, 8.4%; social services,16.4%; rehabilitation of 
immigrants from Pakistan 4.1%; and miscellaneous projects, 2.5%. 
The increased outlay for these categories in the revised Plan 
may in some part be attributed tothe support given them by 

the US technical assistance program and the Ford Foundation. 


Production of food grains under the Plan is to increase 
to 61.6 million tons per annum, or 14% above the the 1949-50 
level. The goal for cotton has been set at a 44% increase 
over 1950-51; jute 63%; sugar cane; 13%;.and oilseed, 8%. 
Production of pig iron for foundries is to increase 89% above 
present levels, finished steel by 40% and aluminum output is 
expected to be three times the present amount. The planned 
output of jute products is 34.5% above the present volume 
and the production of other textiles is put at 26%. The 
handloom cloth industry will receive special encouragement 
in order to increase rural employment and is expected to more 
than double its present output. 


Nearly 60% of the planned outley will be for govermment- 
owned productive capital mainly in the form of irrigation 
and power plants, transport and communications, and industrial 
plants. The remaining 40% will partly add to productive 
equipment in the private sector, partly provide assistance 
in the form of working capital or of advisory and administra- 
tive services, partly help to maintain and expand social 
services, and partly act as an incentive for community effort 
in development. 


Since considerable inflationary pressure is expected, 
the Planni Commission believes food rationing must be 
retained and stabilization of the price structure through mone- 
tary policies and direct controls should be continued. 
Moreover, the Planning Commission recognizes the importance 
of land reform as one of the changes necessary for increased 
agricultural production. 
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The Commission estimates that by 1955-56 India's exports 
will be 30% above those of 1950-51, and because of the 
rigorous controls on the import of consumer goods, the volume 
of imports will be only 18% more than 1950-51. 


Financing the Plan India proposes to finance the program 
through the use of the equivalent of $2,641,800,000 of normal 
budgetary resources plus assistance of $327,000,000 already 
received in aid grants and loans from the International Bank, 
the US, Canada, Australia and New Zealand. After taking into 
account the actual availability of internal resources during 
the period of the Plan, and also taking note of the external 
aid thus far received, the Planning Commission has arrived 
at a net deficit cf $1,310,900,000. part of this deficit can 
be met from drawdown: from India's sterling balances in the 
amount of about $510 nillion, leaving a gap of $800 million 
which can only be n-zv by foreign: atid oz Sy embarking on 
large-scale defic*t financing and ¢cdditional taxes. 


It is estimeted that by 1955-56 national income will 
have increased by ivout 11%. Capital formation is expected 
to increase by about 20% of the annual increase in national 
income. The Comm’ssion believes it should be possible to 
double per capita income by 1977 if the rate of capital 
formation in the years following the Plan is increased to 
50% of the annual increase in national income. 


+ * * 
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STATUS OF US-BOLIVIAN Since the Bolivian nationalization 

DISCUSSIONS ON TIN decree of last October 31, under 
which the government took over 

the big three mining groups--Patino, Aramayo and Hochschild-- 

we have been urging the Bolivian Government to work out 

an acceptable compensation agreement to cover the claims 

of our nationals. At the same time the Bolivians have 

been seeking a one-year US purchase contract for their 

tin, which is the country's major source of foreign ex- 

change. While no agreement has been reached on either 

matter, discussions are now taking place on a simultaneous 

compensation agreement and a one-year tin contract. It 

has always been the US position that the new Bolivian 

Government must provide adequate compensation for US share- 

holders, who hold a substagtial interest in one of the 

largest Patino companies operating in Bolivia. 


Tin Negotiations When the revolution occurred in 
April 1952 which put the Nationalist Revolutionary lhiovement 
and President Paz in power, negotiations between the US 
and Bolivia for a long-term tin contract were in progress. 
With the change in governments, the negotiations came to a 
standstill (See July 21 and Nov. 3, 1952 issues). However, 
at no time did the US refuse to buy Bolivian tin, and we 
informec the Bolivian Government on several occasions 
in December 1952 that the Reconstruction Finance Corporation 
was prepared to consider offers from Bolivia to sell tin 
concentrates on substantially the same basis as in the 
earlier purchase agreements (i.e., spot purchases). 
Between April and September 1952 several spot purchases 
were made. The September purchase covered all Bolivian 
production through that month, which had not already 
been contracted for sale. Delivery of ores in South 
American ports under this arrangement was not completed 
until the end of November. No further offers of tin 
concentrates for spot sales were made until January 
when the Bolivian Government urged a spot purchase to 
assist in its foreign exchange difficulties, and to 
establish a precedent for US purchase of nationalized 
tin. The RFC agreei to buy accumulated non-Patino ores 


produced e January 1, up to 5,000 tons, on the same 

terms as embodied in the September contract. (Patino 

ores are generally purchased by a UK smelting firm.) 
Bolivia 
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Bolivia has continued to express interest in a one- 
year tin contract, and we have expressed willingness to 
consider the matter provided adequate provision is made 
for just and prompt compensation to the US citizens 
involved. Discussions are at present under way between 
the Department and the Bolivian Ambassador, and the 
Bolivian Government has sent us a counter proposal on a 
combined tin sale and compensation agreement based on an 
earlier US draft. This counter proposal is being studied 
by US Government officials. However, the US has made no 
commitments nor has it implied any commitments regarding 
subsequent spot purchases. Moreover, we have informed 
the Ambassador that our offer to conclude a term contract 
might be withdrawn at any time. The RFC and US private 
industry have ampie supplies of tin, and the stockpile 
is in good condition. 


Bolivinn Situation Meanwhile, the Paz Government 
is beset by internal political problems, mounting inflation, 
and economic crises. Tin sales stopped after nationaliza- 
tion, and foreign exchange grew scarce. Inflationary 
pressures were increased by the deficit financing the 
governnent was forced to engage in, and by the wage 
increases and bonuses it was forced to grant. Another 
threat to the stability of the country is the scarcity 
of food, a large portion of which is traditionally 
imported and paid for by foreign exchange received from 
tin sales. Mining supplies are dangerously low because 
of the lack of foreign exchange or cash with which to 
replenish them, and the president of the Bolivian Mining 
Corporation recently expressed fear that he may have to 
close down the mines. In addition, unsold tin stocks at 
the Chilean port of Antofogasta have created a major 
storage probiem. The RFCs spot purchases alleviated the 
financial situation somewhat and another monentarily 
expected development will help. This is the signature of 
a three-year contract with the English firm, Williams 
Harvey, for the sale of Patino concentrates produced after 
October 31. Terms are reported to be the same as in tne 
previous contract between the company end Patino but also are 
reported to contain compensation features for the Patino 
company. If this report is correct a separate US-Bolivian 
compensation agreement may not be necessary. However, in 
spite of these temporary alleviations, Bolivia may have to 
face in the near future the basic problem arising from 
lowered world demand for its major national resource. 


* + » 
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APPRAISAL OF ARGENTINE Argentina's second five-year plan, 
SECOND FIVE-YEAR PLAN which was givenilegislative approval 


last month, represents 2 continuation 
and consolidation of Peroniste policies. Usually thought of 
as essentially economic in nature, the plan serves as an im- 
portant vehicle for carrying out political objectives. In 
essence it is a blueprint for achieving first, state control 
of every phase of the political, social, and cultural life 
of the country; and second, 4 planned, organized and con- 
trolled economy, with certain specific economic goals. The 
major change is the emphasis placed on agriculture which, 
in the first five-year plan, was relegated to the background, 
The projected expansion in agriculture may cause conflicts 
in plans for industrialization as they will be competing for 
equipment, labor and capital. 


The new plan covers the years 1953 through 1957. It 
contains some 900 objectives, but does not specify how these 
objectives are to be achieved. It calls for government ex- 
penditures of 33,500 million pesos, apparently to be financed 
chiefly by borrowing from the Social Security Fund. This 
may be compared with the 12 billion peso cost of the first 
five-year plan. Expenditures for the new plan are broken down 
into the following five main groups: social action, 
1,379,800,000 pesos; economic action, public works and ser- 
vices, 25,120 million pesos; armed forces, 4,000 million 
pesos; and contributions to provinces, 3,000 million pesos, 
While no indication is given as to the amounts to be spent 
each year, it seems probable that the plan will get off to 
@ slow start in view of the present unsatisfactory economic 
situation. 


One of the most important questions the plan leaves un- 
answered is how much foreign exchange will be needed to acquire 
the capital goods and other equipment needed to carry out some 
of the more important aspects of the plan and how much foreign 
exchange will be available. . 


Social Objectives The principle outlays under social 
action include 700 million pesos for public health and 440 
million for education. Moneywise, social action does not loom 
large in relation to the balance of the plén. Of greater 


significance 
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significance, however, are the statements of basic princi- 
ples and goals in this section which call for complete control 
and shaping of the society. While the plan guarantees the 
people the right to organize for political, social and 
economic purposes, it does so with the proviso that they 
concur in the fundamental objectives of the plan. In the 
field of education, 2 revision of study programs and text- 
books is called for “to conform with the national doetrine". 


Economic Objectives Of the total estimated govern- 
ment expenditure for the plan of 33,500 million pesos, 
25,120 million will be spent in carrying out the economic 
aspects, including public works and services. It is esti- 
mated that 9,674 million pesos will go for development of 
various industries with tne balance of the industrialization 
progrem to be accomplished by private action, supported by 
the state. The plan bases its control of the economy not 
so much on state ownership as on the government's powers to 
reward, penalize and destroy. 


With respect to agriculture, the plan establishes 
specific goals to be reached by 1957 for crops and live- 
stock. The crop goal contemplates a total increase of 10 
million hectares in cultivated area, 40% more then the cur- 
rent level. Of this increase 4 million hectares are scheduled 
for corn, almost 2 million for wheat and 1 million for linseed, 
all of which have slumped heavily in recent years as sources 
of export earnings. The balance of the increase is to be 
devoted to forage crops to support an increased livestock 
production. For livestock, the desired increases are 10% 
in beef cattle, 21% in dairy cattle, 5% in sheep, and 60% 
in swine, 


The present plan contrasts sharply with its predecessor 
for the 1947-51 period, which took crop and livestock pro- 
duction for granted and concerned itself only with changes 
in tenure and marketing. The latter, coupled with discrimi-~ 
natory policies aiding industry at the expense of agriculture, 
caused a serious decline in production and were perhaps the 
principal factors ‘impeding success of the earlier plan. Ob- 
viously the recovery and expansion of agriculture production 


is basic 
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is basic to the entire new plan and without substantially 
accomplishing the agricultural objectives there is vir- 
tually no prospect for fulfilling other portions of the 
program, 


Direct government outlays to encourage this expansion 
are listed at only 3% of the total plan expenditures and 
only 4% of the total to be spem® on economic objectives. 
This appears far out of line with the importance of agri- 
culture in the economic pattern but is not necessarily 
& deterrent since incentives for expansion can be pro- 
vided effectively through priee anmdtrade policies rather 
than through government financial aids or subsidies. 
Principal items contemplated in direct government ex- 
penditures are crop and livestock research, control of 
plant and animal pests, seed and livestock improvement, 
irrigation, and processing and marketing facilities. 


Given adequate prices, farm machinery, labor, tenure 
arrangements, marketing facilities and transport, the 
goals for agriculture and livestock could be achieved 
within the five-year period, Embassy Buenos Aires be~ 
lieves, Serious difficulties are evident, however, in 
providing the necessary facilities and incentives. 
Price policies must be such as to provide agriculture 
with an advantage over industry and public works in 
competing for capital, labor, and supplies; yet huge 
government~-suppvorted projects in industry and public 
works are planned simultaneously with the agriculture 
expansion. Whether the latter is achieved will depend 
largely on the relative emphasis given to execution of 
the conflicting projects within the plan. 


Among the general principles expressed in the 
agricultural portions of the plan, the most significant 
is the statement that exportable surpluses of agricul- 
tural commodities will be handled by the government, 
acting with the progressive participation of producers 
organized in a national system of cooperatives. Basic 
prices to growers are to be fixed, taking into account 
production costs and profits obtained by the govern- 
ment and/or the cooperatives and are to be distributed 
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equitably among producers. The government is to 
Sponsor the organization of the cooperatives and desires 
them to enter into all phases of agriculturel policy 
and administration. Thus, the structvre of agricultural 
policy is to be unchanged from that of recent. years, 
involving state controlled marketing, fixing of prices, 
organization of government-sponsored agricutlural co- 
operatives, and promotion of small farm holdings. These 
Policies were used in the first five-year plan to the 
disadvantage of agriculture and will require consider- _ 
able reorientation if they are now to be used to foster 
_crop and livestock production. To aate there has been' 
notable reluctance among growers to participate in the 
politically~-controlled cooperative movement. 


Of the remainder of the economic section of the 
plan, one of the chief expenditures is planned for fuel, 
of which 2,600 million pesos is earmarked for exploita- 
tion, industrialization and marketing of petroleum, and 
1,300 million for furthering production and distribution 
of natural gas. Electric power projects are to absorb 
2,500 million pesos, which includes completion of 3l 
hydro-electric stations presently being built and the 
initiation of two more. State investments in industrial 
enterprise will amount to 1,533,600,000 pesos, including 
980 million in steel, iron and metallurgy; 145 million 
in manufacturing and mechanical industries; 260 million 
in chemical industries; 48.6 million in fishing indus- 
tries; and 100 million in naval industries. In addition, 
public works and services call for expenditure of 5 bil- 
lion pesos for transportation, 3,500 million for com- 
munications, 1,280 million for sanitary works and 1,050 
million for ports and navigable waterways. There is 
much that is not yet clear or. definite about these plans, 
but it appears that with several exceptions the objectives 
would be attainable separately or individually, providing 
adequate implementary measures are adopted, but often 
at extremely high production costs. However, attain- 
ment of a nums2ar of goals are considered doubtful, such 
as an increase to 42 Million barrels per vear production 
of petroleum and extraction of 1,200,C00 tons of coal, 
as well as the production goals on iron and steel, 
aluminum and development of electric power. 


* * * 
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CONFERENCE ON & A settlement of Austrian prewar 
OF AUSTRIAN PREWAR ERTS depts mes the subject of fiscus- 
sion in Rome last November by 
Austria's major creditors. The Austrian delegate was 
present and it was understood that any agreements reached 
would not be binding unless approved by his government. 
The conferenee recommended specific agreements for reimburs- 
ing the governments which had guaranteed three inter- 
national loans of the early 1930's as well as draft service 
agreements with. private creditors for the Austrian federal 
loans, and a draft agreement on transfers of service of 
non-federal loans which will be discussed with non- 
federal debtors next spring or summer. 


Background According to latest information, the 
totai outstanding principal amount of Austrian Government 
foreign indebtedness amounts to some $57 million. More 
than half of this, or about $29 million, consists of 
three international loans of the early 1930's, with which 
the debt discussions were primarily concerned. The three 
loans were undertaken to assist in the rehabilitation of 
the Austrian economy after World War I. Two of them 
were guaranteed, and arranged under the auspices of the 
League of Nations. Issues of these loans were floated 
in several European countries, each of which guaranteed 
a portion of the servicing, ranging from 100% in Spain 
to 1% to 24% in other countries. A considerable portion 
of the bonds issued in other countries were taken up by 
the governments of the issuing countries, rather than 
by public subscription. Interest varied between 4-1/2% 
and 5%. Until 1938 the Austrian Government, and until 
1940 the guarantor governments (with the exception of 
Czechoslovakia), fulfilled their obligations under 
these loans. 


As provided in the terms of these loans, a Committee 
of Control of the Guarantor States for the Reconstruction 
of Austria was appointed under the League of Nations to 
administer the terms of repayment. After a lapse of 
thirteen years the Committee met again in London in the 
summer of 1951. This Committee, under the chairmanship 
of France, later scheduled the Rome meetings. Last 
spring, the Austrians announced that they were prepared 


to 
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to negotiate a settlement of prewar indebtedness pro- 
vided: 1) prewar creditors would lend some assistance; 
and 2) Germany would be willing to assume full responsi- 
bility for both interest and amortization payments fall- 
ing due between 1938 and 1945, when Austria was incorpo- 
rated in the German Reich. 


In addition to the three international loans of 

the early 1930's, the Austrian Government owes about 

$15 million on various Austrian Government bonds floated 
during the 1920's; $12 million of pre-World War I indebted- 
ness inherited from the Austro-Hungarian Empire; and $.6 
million of Austrian Government-Creditanstalt bonds of 
1936. Austria is also reported to have outstanding 

about $10 million of prewar municipal and corporate 

doilar indebtedness. 


Work of the Conference The Austrian delegate 
initialiy incicatei thas a settlement cf the three inter- 
nationsi loans might be reached on the basis of reduction 
of principal by 40% and of postwar arrears by 50%, pro- 
vision for interest at 4-1/2% on the reduced principal, 
anc extensicn of most maturities to 1°74, The exrrditor 
renreceniatives firmly cpposcea the reanction in principal, 
bus ind:.cated they might accept concessions in interest 
ani arrears. <A second Austrian proposal became the 
basis for the final settlement. 


The settlement provides that the principal of 
the debt remain unchanged. iIt further reduced the 
interest to 4% on the !$30 loan end 4--1/2% on the 1934 
leon, with peyments to begin on January 1, 1954. The 
period cof the two loans was extended from 1959 to 193380. 
Amortization would take place over 22 years, from 1959 
to 1965. The 1933 loa: will in normal circumstances 
be paid off by the gatremer states by snly 1, 1953. 
Between 1959 and 1980, the guarantor states are to 
receive the sums paid by the Austrian Government on 
the 1924 loen as reimbursement for the sums advanced 
by them between 195% and 1959 on that Jean, WMorcover, 
the Austrian Govcrrmmer:t is to reimourse the guarantors 
over ae period of 25 years for the sums advanced by them 
+ Pee service of the 1933 and 1934 loans since May 
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The conference also noted Austria's intention to 
enact a validation law to protect the owners of dollar 
bonds. This is considered necessary because prior to 
and during World War II, Austrian (and German) debtor 
entities purchased and held their bonds without final 
cancellation; the agents in the US continued, however, 
to carry such bonds as outstanding on their records. 
Some of these bonds, which were not properly cancelled 
and which were held in Berlin and Vienna for the 
debtors, were removed from the banks at the time the 
Allied Military Forces were taking possession and are 
again in circulation. Therefore the amount of dollar 
bonds which properly remain outstanding is not pre- 
cisely known. 


US Position The US did not participate offi- 
cially in the Austrian debt conference, but was kept 
informed of developments by the representatives of 
the US Foreign Bondholders Protective Council. Prior 
to the negotiations, representations were made to 
the Austrian Government that we considered premature 
any settlement that would adversely affect the 
Austrian balance of payments; however, it was recog- 
nized that Austrian foreign credit might improve if 
Austria were to agree to undertake some form of 
token servicing. Although the dollar portion of 
Austria's prewar foreign indebtedness is very small, 
consisting principally of only $2.6 million from 
the 1930 international loan, it is estimated that. 
annual payments for all obligations, payable mostly 
in French frances, will amount to the equivalent of 
$2.5 million during the first five years. 
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INDIA RECEIVES NEW LOAN The International Bank for Recon-. 
FROM INTERNATIONAL BANK struction and Development (IBRD) has 
. extended a $19.5 million loan to 

India for the further development of the Damodar River Valley, 
India's most important industrial area. The loan will help 
finance the construction of projects designed to protect this 
area against floods, to expand electric power capacity and to 
build canals for irrigation and transportation. Repayment 
ey take place over a 25 year period with interest at 

-7/8% and amortization payments will begin on July 15, 1956. 





Background The Damodar River Valley with its surroundé- 
ing area is the most highly developed industrial region in 
India. In it are situated India's two largest iron and steel 
plants, her largest fertilizer plant, the Government's 
locomotive works, and cement works. The area also contains 
India's richest mineral resources, including three-quarters 
of the coal reserves and largest deposits of iron ore, 
bauxite and other valuable minerals. Adequate supplies of 
power, added to the considerable natural resources, will» 
attract new industries to the area and permit the expansion 
of those already existing. A plan for the development of 
the Valley had its origin in a scheme for flood control, 
initiated shortly after the flood of 1943, and was later. 
expanded to include the general development of the Valley. 
The Damodar Valley. Corporation, modeled on the Tennessee . 
Valley Authority, was established in 1948 to carry out the 
plan. 


Other Projects. Aided by IBRD The ‘Qubaenatsenei Bank is 
already helping to finance three other major projects in the 
eneral plan for the development of the Valley. A-loan of 
18.5 million was made in April 1950 for a steam power plant, 

a power transmission system, and a storage dam. The steam 
power plant will be the largest in India and is expected to 
be ready for complete operation by May of this year. The 
storage dam is expected to be completed by July. 


The new loan will be used for a second group of projects 
within the program, consisting of two multi-purpose dams, 
each with a hydro-electric plant and an extensive irrigation 
system, including a diversion dam on the Damodar River. The 


largest 
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largest of the canals will be constructed to carry barge 
traffic. Work has already begun on the irrigation; when 
fully developed, it should make possible the production of an 
additional 400,000 tons of food grains, mostly rice. An 
increase in food production is of particular importance in 
this densely populated area since it is chronically defi- 
cient in food. 


The two dams will be used primarily for flood control. 
Floocs in the past have done considerable damage to crops 
and urban property in the Valley. Apart from the savings 
from the prevention of flood damage, the eliminetion of this 
danger should be an additional factor in encouraging indus- 
trial and agricultural investment. 


The total cost of the projects for which the current loan 
was made is estimated at the equivalent of $103 million. The 
local currency costs and the foreign exchange needed in addi- 
tion to the International Bank loan will be provided by the 
Government of India and the State Governments of Jest Bengal 
and Bihar. The IBRD loan will be used to pay for imported 
materials and equipment for powerhouses, dams and barrages; 
earth-moving machinery; and engineering services. 


In addition to its two loans for projects to be carried 
out by the Damodar Valley Corporation, the Bank recently 
authorized a $31.5 million loan to expand the output of the 
Indian Iron and Steel Company, Ltd., a private company wi.ose 
works are situated in the Valley. Other Bank loans to India 
have been $32.8 million for railway rehabilitation and 
$7.5 million for agricultural machinery. The total of IBRD 
lending in India is now $109.8 million. 


+ * * 
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RUBBER WORKING PARTY | The Working Party of the 
DRAFT BUFFER STOCK AGREEMEN! International Rubber 

| Study Group met in London 
from January 5 to 27 to continue its examination of 
various types of international arrangements which, within 
its terms of reference, might be applicable to natural 
rubber. These terms of reference were formulated at the 
May 1952 meeting of the Rubber Study Group in Ottawa 

(See page 7, May 19, 1952 issue.) and were as follows: 
"To consider whether measures designed to prevent burden- 
some surpluses or serious shortages of rubber are neces- 
sary and practicable; to prepare drafts of any agreement 
required to implement such measures; and to report back 
to the Study Group as soon as possible." The Working 
Party began its work in the summer of 1952 in London, 

its first session having been held from July 30 to 

August 15. 





At this recent session, the Working Party focussed 
its discussion on the practicability, rather than the 

need for or desirability of a rubber agreement. It 
decided to concentrate on the buffer stock type of agree- 
ment, and prepared a draft of such an agreement for the 
consideration of the International Rubber Study Group at 
its meeting in May 1953 in Copenhagen. The question of 
whether such an agreement is necessary will also be dis- 
cussed at the Copenhagen meeting. The Working Party also 
established a statistical committee to forecast production 
and consumption through 1958 if possible. 


The draft agreement was initially introduced by 
the British Colonial delegation, and contained numerous 
features objectionable from the US point of view. In 
spite of extensive revision, it still contains unanswered 
problems, chiefly iegal and financial, and in some cases 
alternative draft provisions. Nevertheless, it was the 
tentative opinion of the US delegation at the meeting 
that the present version with the alternatives agreed 
in the US favor would be practicable from the rubber 
standpoint without jeopardizing US interests. Whether 
it would be positively desirable is a question requiring 
further study, in the opinion of our delegation. 


TRAQ 
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TRAQ ECONOMIC In a review of the economy of Iraq for 1952, 
REVIEW FOR 1952 Embassy Baghdad stresses that the outstanding 


factors hive teen the development of petroleum 
resources and the us2s to which revenues arising from petroleum 
reserves have been put. The Development Board, which receives a 
large share of these revenues, substantially furthered its 
organization and its objectives during 1952. The government 
hopes that through centralized planning, controi and coordination 
of the development of nat::ral resources, it cen eventually make 
Iraq independent of its exnaustible petrwleum resources. 


In a separate analysis of Iraq's aid needs, Embassy Baghdad 
points out that Iraq does not require large collar assistance in 
view of its oil revenues, but that it lacks the trained manpower 
and technical facilities to make use of its resources. Internal 
political difficulties hays their roots in local political issues, 
in the eccnomic dactwardness ot Ireq and the rise of a p-etent 
Commisnist force sapzecie of exploitiug. existing aiff!culties. 
Comm.nist pressure 1S:°inc.-easii.g,.and the Embessy feels ithe basis 
for politicel siability must be found in an advanced rate of 
economic development and in an army strong enough to preserve 
order. It recommends continuance of and speeding up of the 
Point IV program which is well started but which is still too new 
to show tangible results. The Embassy feels also that the US 
should do everything possible to conclude a military aid agreement. 


Economic Development Since Iraq is a relatively under- 
developed country, the major effort of the government is directed 
toward developing the country's resources, including broadening 
the general education -of its people. 


The Development Board, which has been allotted 70% of the 
oil revenues, -is central in the program for resource development. 
Estimated revenue to the Board for the first two years of its 
operation exceeds 80 million dinars of which more than a third 
has not yet been utilized. (1 Iraqi dinar = $2.80 par value) 
During 1952, contracts were awarded for the construction of the 
Ramadi dam, Kufa bridge, Baghdad-Baiji road, Royal Palace, housing 
projects, irrigation schemes, schools, hospitals, and other public 
builcings. Work on the Wadi Tharthar flood control project pro- 
gressed steadily. Projects for which engineering surveys were 
contracted include several bridges, a 5,000 ton-annual capacity 
steel foundry at Basra, two cement plants in northern Iraq, a 
dam on thé Greater Zab River, water regulatory works near 
Nasiriya on the Euphrates River, and an irrigation system near 
Hilla. . 


During 
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During 1952, the government showed a desire to utilize 
foreign teehnical aid and welcomed a number of technicians 
provided by the US Point IV program and by various UN special- 
ized agencies. It alse placed emphasis on training Iraqis. 

In the 1952-3 academic year, a record high of 1,821 Iraqis 

are studying abrwad. 


Pritigeae While Iraq's agricultural potential is most 
significant for the country over the long-run, development of 
its petroleum resources is outstanding at present. Total 
crude oil preduction was more than 14 million long tons for 
the first ten months of 1952 and the tctal output for the year 
is estimated at 18 million long tons. This is more than twice 
the 1951 figure of &,456,459 tons. It is doubtful that any 
succeeding year will record so great a relative increase in 
Iraq's total petroleum output. However, 1953 should see a 
continued rise in output, with the total reaching at least 

25 million tons. 


A new agreement between the Iraqi Government and the 
IPC Group (including Iraq Petroleum Company, Basra Petroleum 
Company, and Mosul Petroleum Company) was ratified February 18, 
1952. the agreement, which was effective retroactively to 
January 1, 1951, provides for a 50-50 share of the profits 
resulting from operations in Iraq. In the agreement the 
companies pledged themselves to increase their operation in 
all three concession areas. Another provision gives the 
government 2n option of taking in kind any amount up to 12-1/2% 
of the oil produced for export and making its own sales 
arrangements for it. 


A new 30-inch pipeline from Kirkuk to Banias (Syria) 

on the Mediterranean Sea was opened in April 1952 and a steady 
increase in crude oil production has been registered et the 
Iraq Petroleum Company's Kirkuk field. The new pipeline can 
carry 14 million tons of o1l a year, while previously operating 
ipeiines were sufficient for only 8 million tons annually. 

his leaves the company free to almost triple its previous 
production tonnage in the Kirkuk area. Another new pipeline 
‘Which is being laid parallel to the existing one from Zubair 

to the pert of Fao will accommodate an additional 6 million 
tons annually. A new 12-inch pipeline from the Mosul Petroleum 
Company's field at Ain Zala to a pumping station on the Kirkuk- 
Mediterranean pipeline route was completed in August 1952. 


Under 
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Under an agreement signed with the Iraq Government on 
December 28, 1951, the Khanagin 0411 Company operates as the 
agent of the government or a management fee basis in the 
refining and distribution of oil products within Iraq. One 
refinery plant, with a capacity of 120,000 tons a year, was 
completed during 1952. Work proceeded on preparing the site 
for a new government refinery. This refinery will have an 
annual processing capacity of 1 million tons of crude, which 
is expected to make Iraq self-sufficient in most petroleum 
products. 


Agriculture Iraq's ambitious development program for 
the. immediate future is largely devoted to agricultural pro~ 
jects. . Agricultural improvements are expected to play a domi- 
nant part in the future of the country since agriculture engages 
four-fifths of the Iragi people. Only & small proportion, 
perhaps as little as one-fifth of the potentially cultivable 
land is now tilled and primitive agricultural methods result in 
low productivity of the presently farmed lands. During 1952, 
the Iraqi Government made some progress, largely through exten- 
sion of education, on the three major agricultural problems: 7 
1) the need for improved agricultural techniques, 2) proper 
irrigation and 3) emancipation of the large peasant share- 
cropper class, : ay oes 


Official crop estimates are not yet available for 1952. 
It is estimated that principal grain crops did not come up 
to expectations for 1952. Wheat production was somewhat less — 
than the consumption requirements of about 500,000 metric tons. 
Barley is expected to not quite reach the level of 1951 pro- 
duction which was estimated at 750,000 metric tons. It should, 
however, yield an exportable surplus of about 250,000 tons. | 
Production of rice for 1952 is expected to meet consumption 
needs. The 1952 production of dates is expected to be as good 
as the previous year which is estimated at 350,000 metric tons. 
The cotton crop is expected to be about the same .as that of 
1951, or about 25,000 metric tons. Estimates of livéstock | 
population show the continued dominance of sheep, possibly 
totaling 10 million at the end of the year. Sheep are not only 
& principal source of. meat and dairy products in Iraq, but ~ 
also contribute to Iraqi exports. | : 


“” Industry Although Irag is basically an agricultural 


_ country, its aspirations include the establishment of industries, 


Since private industrial enterprise has been virtually non- 
existent, the government has both encouraged its development 


by 


_ DECLASSIFIED FOR PUBLICATION IN FOREIGN 
| RELATIONS OF THE UNITED STATES 








SECRET - SECURITY INFORMATION 
© Se 


by subsidies and legal benefits and, in view of the little 
results achieved by those measures, participated directly in 
industry. The list of enterprises operated directly by the 
government is extensive: telephone and telegraph systems, 
roads, an airline, railroads, Basra port facilities, urban 

bus services, utilities, hospitals, grain storage and banks. 
Government agencies also operate wholly government-owned erter~ 
prises; for example, the Agricultural Bank operates cotton 
gins. Very significant is the fact that the government partici~ 
pates heavily in the large industrial establishments, either 
by direct investment or through purchase of shares by govern~ 
ment agencies. During 1952 a number of new industries were 
proposed. The Baghdad Chamber of Agriculture petitioned the 
government to establish three sugar refineries, a paper and 
cardboard factory, a tomato juice plant, a gunny sack factory, 
a plant for dehydration of fruits and two cotton ginning mills. 
The Date Association proposed the establishment of a distillery, 
which proposal was adopted by the Development Board. The 
Ministry of Economicsmade inguirtes directed toward establish~ 
ing a lubricating o11 plant in conjunction with the Baghdad 
refinery under construction, An asphalt plant is under con- 
sideration. 


Trade There has been extensive government participation 
in almost all economic activities, including regulating both 
domestic and foreign trade. During the first half of the 
year state trading activities were considerable but as a re~ 
sult of vigorous protests by the commercial community, less 
state trading, particularly purchasing, occured during the 
latter part of the year. Some of the hampering technicalities 
relative to import licenses and foreign exchange permits were 
simplified during the year, 


The Iraqi economy is heavily dependent upon a foreign 
trade based on the exchange of crude petroleum and agricultural 
products for manufactured goods. In addition to crude oil 
which does not enter into the government's export figures 
because it is exported by pipeline and sold by the foreign 
concessionary tompanies under payment of royalties to the govern- 
ment, exports in 1952 consisted of grains, dates, cotton, 
animals and their products. Import items were chiefly textiles, 
machinery, iron and steel, sugar, tea, automotive vehicles and 
parts, chemicals, paper and lumber. Until 1952 Iraq consis- 
tently expanded the value of its exports, While trade figures 
for 1952 are not yet available, Embassy Baghdad estimates that 


imports 
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imports will reach a new high, probably exceeding 60 million 
dinars. This results largely from the demands of the develop- 
ment program. It appears that 1952 exports, exclusive of petrol- 
leum, will show a substantial decline, totalling perhaps not 
much more than 20 million dinars as compared with 27.4 million. 
in 1051. This decline may be explained by the ban on all grain 
exports during late 1951 and early 1952 and falling world ; 
pricec for the agricultural items exported by Iraq. During the. 
period 1948-50 the gap between exports and imports had been 
decreasing by approximately 10 million dinars annually. How- 
ever, the final figures for 1952 may show a gap in excess of 

40 million dinars. This excess of imports over exports under- 
scores the extent to which Iraq is tending to live on its oil 
revenues. The 1952 deficit may even exceed these oil revenues. 
The drain on foreign exchange is not as great as indicated 
because the 011 companies finance about 10 million dinars 

worth of imports annually without recourse to Iraq's foreign 
exchange. 


The UK, which has supplied goods valued between 17 and 20 
million dinars annually during the past five years, dominates 
Iragi trade. The US holds second place among Iragi sources of 
imports, and it is estimated that it supplied about 12 million 
dinars worth of goods in 1952 as compared with 3 million dinars 
worth in 1950. During the year Japan and Germany made advances 
in their relative positions in Iraq's foreign trade. One 
sensitive consideration affecting all international relations 


of Iraq is the attitude toward Israel. Iraq has participated 


actively in the Arab League, supporting League boycott deci- 
sions, and indicating it would support any final League de- 
cisions concerning a German boycott should the German Govern- 
ment turn over Jewish reparations payments to Israel. Trade 
between Iraq and Germany is one of the few bilateral trade 
exchanges where Iraq has an excess of exports over imports. 


Finance, Money and Banking The most outstanding factor 
in the Iraqi national financial position is the strength 

which it derives from the substantial oil revenues accruing 

to the government. These revenues are estimated at 35 million 
dinars for 1952 and should rise to an annual rate of over 60 
million within a few years. Second in importance as a source 
of revenue are customs duties which are expected to exceed 10 
million dinars for 1952. An indication of the strong financial 
position of Iraq is the fact that the free market rate for the 


dollar 
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dollar has dropped 14%. 4 significant contribution to finan- 
cial stability was made when the government announced that it 
was prepared to redeem its 1947 bond issue of one million 
dinars on the due date, October 1, 195c. 


The Iraqi Government‘s budget for the fiscal year begin~ 
ning april 1, 1952, was initially in balance, with estimated 
expenditures of 35.9 million dinars against receipts of 36.1 
m2tizon, Supplemental appropriations, mainly for road con- 
struction, have increased the expenditures to 38.4 million 
Ginars. Nevertheless, various counteracting items may ulti~ 
mately effect a budgetary balance, 


The major public undertaking having a separate budget is 
the Develcapment Board; its budget for the 1952-53 fiscal year 
estimetes receivts of 20,5'8,000 dinars and expenditures at 
20,460,000. In March 1952, legislation reduced the percen- 
tage of oil revenue allocated to the Board from 100% to 70%. 


Recent legislation provided for the increase of capital 
of the quasi~government banks. Banking in Iraq continues to 
be conditioned by the fact that little industry exists and 
there is little general interest in financial matters. The 
benking system, which is organized to accommodate the needs 
of international trade, experienced little difficulty in this 
respect during i952. Sterling credits in London of the 
National Bank of Iraq, as of December 1, 1952, amounted to 
47 million pounds and commercial banks held sterling credits 
exceeding 16 million. A new sterling agreement was concluded 
in July 1952 with the UK under which Iraq's international 
financial transactions will be on the basis of common member- 
Ship in the sterling area, At that time, Iraq's remaining 
blocked sterling (somewhat over 20 million dinars) was released. 


labor and Social Conditions The status of labor, as re~ 
flectead by wage levels and living costs, did not improve 
generally during 1952. It is likely that real wages dropped 
Slightly during the year. Nevertheless, increased concern of 
the government with general social problems was evident, 
especiaily at the end of the year. Thus, there appears to be 
some hope that labor's conditions will be better during the 
coming year. 


TRIPARTITE 
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TRIPARTITE MEETING ON Progress toward final disposition of 


GERMAN EXTERNAL ASSETS German external assets and looted 

| gold was made at a conference of 
representatives of the US, UK and France which was held in 
Washington from January 6 to 21. The meeting was called at 
the sugcestion of the UK and France. Agreement was reached at 
the conference on most of the outstanding issues, both with 
recard to substance and procedure. In the few instances where 
agreement could not be reached at this time, each participa- 
ting Government stated its views ard final agreement was left 
for further consideration. 








External Assets At the Paris Conference on Reparation in 
1945 the percentage of reparations which each country was to 
receive was agreed as weil as the categories into which these 
would fall--one category consisting largely of German external 
assets held within the jurisdiction of member countries in 
neutral and ex-enemy countries and the other consisting of 
German capital equipment and merchant shipping. At the same 
time, the Inter-Aliied Reparation Agency was established as 
the implementing mechanism. During the intervening years IARA 
has distributed a consiaerable amount of those reparations but 
Questions have arisen which have impeded completion of this 
work. 





Some of the countries felt that the Act of Paris had 
worked out more favorably for the US thén for themselves and 
the suggestion was made that the US Might waive its share of 
the proceeds of German assets in Switzerland. After careful 
consideration the US reZected this proposal both because these 
funds are used to meet the claims of JS citizens for losses 
arising out of the war and because we do not concede that the 
Paris Agreement has worked unfairly to our advantage. Under 
the azreement the US was awarded 206% of total German repara- 
tions. Since the US had only limited interest in German in- 
dustrial equipment and it was important that the war-devastated 
countries of Europe should receive such equipment as early as 
possible to rebuild their industrial economies, the US received 
the major share of its reparation out of German external assets. 
On the basis of a US entitlement of 28% of the total amount of 
German reparations already distributed by IARA ($502 million), 
the US is entitied to approximately $140 million, and has re- 
ceived $122 million. Thus, the US is actually underdrawn by 
about $18 million while 11 of the 19 members of IARA are 
actually overdrawn. Moreover, we do not share the views of 
some of the other countries that there is little possibility of 


receipts 
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receipts by IARA other than Swiss francs that will soon re- 
sult from the lump-sum settlement which was finally achieved 
on the Swiss-Allied Accord of 1946. (See page 10, September 
8, 1952 issue.) We believe there is good promise of the re- 
ceipt from other sources of a sizeable quantity of assets 
which should to a very large extent allay possible criticism 
on the part of other IARA members for the shortfall in re- 
ceipts under the German reparation program as against 
ori,inal estimates. In this connection, the US representa- 
tive pointed out that the Paris Reparation Agreement did not 
provide for, and the IARA countries did not initially expect, 
any proceeds from German assets in Italy and Japan. 


Another problem that had erisen concerned the $25 mil- 
lion which had been agreed under the Paris Reparation Agree- 
ment to be used for Nézi persecutees. This question arose 
principally because the International Rerugee Organization 
has gone out of existence. At the Washington conference it 
was agreed that enough Swiss francs should be blocked off to 
meet this obligation and that this should be transmitted to 
Mr. Kingsley, who was appointed as trustee-in-liquidation to 
receive sums due the IRO, with a statement that the funds 
are to be devoted to the persecutees designated by the Paris 
Reparation Agreement. 


A question had also arisen as to whether the three 
powers should allow the German Federal Republic to nego- 
tiate with neutral countries on external assets. Under 
present Allied High Commission instructions, the German 
Federal Republic cannot enter into such bilateral negotia- 
tions. Both the UK and US felt that there were some in- 
stances when it would be desirable for Germany to have 
negotiations and were willing to agree to these within 
Clearly defined terms of reference provided the negotia- 
tions did not derogate from Allied rights in regard to 
such assets. The French, however, had some reservations 
on this matter and it remained as one of the issues left 
unsettled at the Washington meeting. 


Agreement was reached on how to proceed with regard 
to Portugal, Spain, Sweden, Italy, Turkey, Japan and 
Thailand, where negotiations have been going on in connec- 
tion with implementation of accords already concluded or 
where other problems have arisen with regard to German 


external 
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externel assets and, in some cases, the recovery of looted 
gold. ‘\Tith regard to German’exterral assets in Japan it was 
agreed thet the claims against the Japanese Government aris- 
ing out of ships deals during the war are legally valid and 
Should be pursued with the Japanese Government by the three 
powers. However, legal problems are involved in the valua- 
tion of such’claims and @n opinion will be sought from a 
highly oualified non-Japanese expert in Japanese law with 
respect to how claims arising out of the loss of chartered 
Ships would be valued under Japanese law. 


istribution of Looted Gold The Tripartite Gold Com- 
mission, which was also set up by the Paris Reparation 
Agreement of 1945, has encountered difficulties in complet- 
ing its work and these problems were considered at the tri- 
partite Washington conference. The major issues in question 
concerned the Salzburg gold, the gcld of the Bank of Albania, 
the claim of a Leichtenstein citizen, the Istcambi gold, and 
disposition procedures of the Tripartite Commission. 





It was decided that the Salzburg gold, which had been 
given to the Austrians in 1947 by action of US military 
authorities, should be considered as an advance payment to 
Austria by the Tripartite Gold Commission to be deducted 
from the Austrian share when the final awards are made. The 
Italian Government will be notified of this cecision and 
asked to withdraw its law suit in Austria. 


With regard to the claim of Frederic Deutsch to gold 
recovered by the Allies, the three countries agreed that 
the claim should be rejected if the gold cannot be identi- 
fied. However, if it can be identified and if Mr. Deutsch 
can prove that he was the owner of the gold, the US and UK 
woule favor its return to him. The French Government, 
however, is opposed to such action, even if the gold is 
identified. The French Government has under consideration 
measures for indemnification of Dollfus Meig for gold looted 
from it by the Germans and, if it receives indemnification 
from the French Government, Dollfus Meig will be required to 
abandon its suit against the Bank of England as well 4s any 
further claims. 


No 
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No decision was reached with regard to the Albanian- 
Italian gold case, as further action must await a recommenda- 
tion to the three governments by an arbitrator on the appli- 
cation of the Paris Agreement. It was agreed that the 
Tripartite Gold Commission may hold hearings on the Istcambi 
golc case with the understanding that a decision will be 
withheld until it is ascertained what may be the outcome of 
US legislation extending the time for filing of claims. 


No definitive conclusions were reached at the Washington 
meeting on the procedure to be followed when the Gold Commis- 
Sion is ready to announce its final decisions. This matter 
was discussed and it was decided that further study was re- 
quired by the three governments. It was proposed that a 
tripartitely agreed statement should set forth an account of 
attempts to prevail on neutral countries to make available 
for distribution all lootec gold transfered into their 
territories from Germany. Such @ statement might be used 
as a negotiating point in a final approach to Turkey and 
Portuzal and it is just possible that, in order to avoid 
publicity, these countries would agree to hand over gold 
which they have hitherto withheld. 


* * * 
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US concern.over the peoples of 

the storm-damaged countries of 
Western Europe was evidenced last 
week in both official .and unofficial circles.: -Préesident 
Eisenhower appointed a Committee to look into the situa-« 
tion and make recommendations as to the kind of US sid - 
that shoule be extended. . The Secretary of Defense 
instructed -ur Armed Forces in the area to cooperate 

with local suthorities in giving all possible assistance — 
to the people in the devastated areas.:: The US has re- =: 
leased 200 million florins of counter art funds for use’: 
of the Netherlands Government. Voluntary-agencies in - 
the US have made initial contributions and have started 
collecting funds and soppliss ° to seme. to the flood. areas. 


Speci ttee Floc ‘The Committee 
appointed by the President is composed of the Secretary — 
of State as Chairman, the Secretary of Defense, the or 
Secretary of Agriculture, and the Director for Mutual 
Security. It was directed. to get together.the facts~on 
the storm disaster and.make appropriate recommendations, — 
examining the extent to which Congressional action ‘may. 
= needed and . ee sew with: Sha ee 

ross. 


The disaster came while the Secretary cnn the mito 
Director for Mutual Security were on their Buropean trip : 
so they made a personal inspection of a considerabdle 
portion of the devastated area. They consider that the 
storm resulted in a major disaster for. the’ Netherlands, 
. sertans blow. an the. UK — ‘considerable wrrege in . 
gium. aaedias ; ens 


An inter-agency pubeciinittel at. the: working Level: 
began preparatory work even before the Secretary returned : 
from Europe. 


estimates, the Netherlands is suffering inane Panne 

to at least $250 willica in addition to the undetermined -. 

losses in future years of sereees fused production pending. 

restoration of soil after f ct P with salt weter and = « 

the ‘losses from délay in Pepopulating livestock. Lives °~ 

eet in‘the Netherlands are listed at 1,372 with another .° 
900 missing. At least 100,000 homes have been flooded 





and 
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and seriously damaged. More than 300,000 agricultural 
acres have been fiooded with salt water and probably 
another 150,000 with brackish cr river water. There are 
70 major breaks in dikes. 


Before the disaster, the Netherlands had been con- 
sidered to be in a relatively good financial situation. 
The over-all balance of payments situation had greetly 
improved and the government had just offered to forego 
economic aid ¢wring fiscal 1953. This was on the theory 
that it might be more usefully employed elsewhere and on 
the understanding that such aid would be resumed if the 
future economic position of the Netherlands justified 
such a course and if the US Congress appropriated the 
required funds. The Dutch Government last week trans- 
mitted a note to Embassy The Hague saying that in spite 
of the improvement in its over-all balance, it did not 
consider its dollar position sound and expressing hope 
that the offshore procurement program could be expanded 
in the Netherlands and that US markets would be opened 
‘up for European products. In view of the flood damage 
the note proposed that all unearmarked counterpart funds, 
amounting to about 900 million florins ($236 million), be 
used for flood control, reconstruction and other purposes. 
Mr. Stassen and Mr. Dulles assured Dutch officials that 
the US would carefully analyze this request for the use 
of counterpart. On February 10 the National Advisory 
Council decided to release 200 million florins for the 
time being until a clearer picture of requirements could 
be obtained. 


Pomece 20 he Uk and Peete Early estimates place 
damage in the UK at around million. In that country 


500 sea wall breaks have occurred, 3,000 homes are 
seriously damaged, and 150,000 acres of agricultural land 
are flooded. Known lives lost are 264% with another 100 
persons missing. 


In Belgium a tentative estimate of damage totals 

- $30 million. There the loss of lives was not so extensive, 
with 14 reported dead. However, 15,000 homes are damaged 
and 33,000 acres of agricultural land have been flooded 
with salt water and additional acres flooded with river 
water. Breaks in dikes have affected 23 communities and 
‘serious damage has been suffered by the ports of Antwerp 
and Ostende. : hh 


* * * 
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NEW DIRECTIVE FACILITATES As a result of consultations 
FOREIGN COTTON PROCUREMENT between the Defense, Agricul- 


ture and State Departments, 
the former has issued a directive which gives a more 
liberal interpretation of the Berry Amendment to the 
Defense Appropriations Act pertaining to the military 
procurement of goods containing cotton. The order sets 
forth a formula which gives domesticaily grown extra-long 
staple cotton only 10% preference over the same type of 
foreign cotton. Since Egyptian high quality extra-long 
staple cotton is now entering the US at a duty-paid price 
of about 60 cents per pound, while comparable quality and 
type American cotton is being supported by the Commodity 
Credit Corporation at $1.07, the new procedure should 
facilitate procurement of Egyptian extra-long staple 
cotton under the existing price structure. 


Prior to the initiation of the new procedure, the 
Berry Amendment was interpreted in such a wav as virtually 
to prohibit the purchase of products containing foreign 
cotton so long as domestic ccttorn was available at any 
price. Nevertheless, contrary to earlier expectations, 
the full amount of the US 1952 long staple cotton import 
quota was filled late in the year due to a combination 
of factors, especially a sharp drop in Egyptian cotton 
prices and a temporary suspension of the Egyptian export 
tax. These developments were helpful in stimulating 
sales of Egyptian cotton following a crisis in that 
country's cotton export trade, source-of about 80% of 
its foreign exchange. 


It is difficult to assert that the new procedure 
will have much effect on US imports this vear, since 
military purchases of goods containing extra-long staple 
cotton were unusually heavy during fiscal 1951 and 1952, 
and are expected to be comparatively light throughout 
the remainder of the current fiscal year. Nevertheless, 
we believe that Defense has taken an important step 
forward in issuing an interpretation of the Amendment 
which does not peaalize the American taxpayer or foreign 
suppliers any more than is absolutely necessary in com- 
plying with the Amendment. 


EFFECT 
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EFFECT OF McCARRAN-WALTER The initial-flare-up among princi- 
LAM EGRATI ON ACT ON SEAMEN pal. ‘seafaring nations ‘of the world 


against that portion of the 

McCarran-Walter- Immigration Act which applies to alien seamen 
has subsided to some extent. This is largely because of re- 
cent assurances that the US intends.to carry out. the require- 
ments of the Act in the least: objectionable manner. The Act, 
whith became effective December.24,.1952, is essentially a . 
national security measure which, among other things, requires 
thet all alien seamen be screened.for security compliance be- 
fore going ashore in the US. Formerly, seamen could enter. fhe 
US with a minimum of formality. e° 3 : 


President Eisenhower stated ‘in his State of. the Union ~. 
Messege that the Act contains injustices. and discriminates... 
against some aliens, and recommended that it be amended... Also, 
@ Commission on Immigration and Naturalization established by 
the former Administration to study the law recommended that it 
be rewritten. So far no legislation has been introduced. .in. 
the present session of Congress to change. the law, but.a .. 

"watch dog" committee has been set up. to Study the problem... 


The intent with regard to the restrictions on entry of. 
alien seamen into the US is to prevent US ports from being. 
used as "revolving doors" for Communist agents. or other sub- 
versivés posing as seamen. Also, it is designed to keep . 
valid our immigration quotas: by preventing seamen from coming 
ashore and disappearing.: US authorities realized the diffi- 
culties that would be: involved in:the-screening procedure and 
arrangec for immigration inspectors to sail -on the passenger 
liners of some foreign countries, conducting their security 
investigation iat sea. ‘This ‘wae done so .as..to cause bona fide 
seamen the least possible imcorivenience. - ‘Otherwise, they . 
could be delayed on shipboard-for sometime .after arriving . at 
a US port, pending completion:of their security checks. . The 
plan was approved by the Trans<Atlantic Passenger Conference, 
an international organization of major ship-companies opera- 
ting in the Atlantic and Mediterranean. .~ ‘Nevertheless, ore 
countries object to this proGedure; which involves cans i or 
ble expense, and will ‘not meet — investigators" 
sail on their vessels. ys Pe : ; 


The major shipping nations of ‘the world have pupiieay 
expressed dissatisfaction and concern that the effect of the 
law on their seamen would‘be such ae® to prejudice inter- 
national relations with the US. Governments formally making 


representations 
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representations to the Department over the tightening of the 
controls include the UK, France, the Netherlands and Italy. 

In general, these countries asked that the regulations of the 
Act be interpreted in a2 liberal and lenient manner so as to in- 
volve a minimum of inconvenience to their nationals. 


Transportworkers Federation Considers Act In January, a 
‘meeting oF the seafarers section of the International Trans- 
portworkers Federation held in London passed @ resolution with 
respect to the Act which was much milder than anticipated. It 
states that the seamen sympathize with the law in respect to 
its application to seamen insofar as it is intended to safe- 
guard the democratic way of life. It points out, however, 

_ that the Federation is concerned with the welfare of genuine 
seafarers, and strongly urges that in the application of the 
regulations everything possible be done to prevent avoidable 
hardships to bona-fide seafarers or irksome restrictions upon 
their traditional freedom of movement. Also, it asked the ITF 
secretariat to make necessary representations to US authori- 
ties with a view to simplifying the procedure applied to sea- 
farers under the Act. At a meeting held last week in : 
Washington between the Federation's representative and offi- 
cials of State and the US Immigration and Naturalization - 
Service, problems involving bona fide seamen which arose out 
of the Act were presented to the US officials for study. The 
atmosphere of the meeting was harmonious and it appears that 
the International Transportworkers Federation is satisfied it 
is getting an adequate and fair hearing on this matter. 





Prior to the January meeting of the ITF seafarers, the 
Department arranged a meeting between US Government officials 
and ITF representatives, as it appeared that a resolution 
might be passed that would be prejudicial to the US. At 
that time, the labor officials were assured that the new Act 
was not intended to interfere with the legitimate activities 
of bona fide seamen and they were asked to inform the US of 
any occurrences not consistent with the intent or provisions 
of the Act. Other unjustified fears were calmed such as 
labor concern that foreign seamen could not be signed off 
vessels in US ports if masters did not agree. US representa- 
tives made the point that admission cards authorizing entry 
for one year at the same port would be issued to alien seamen, 
and that eventually an individual visa system will be used. 


* * * 


IBRD 
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IBRD POLICY ON The International Bank recently outlined to 
BRACILLAN LOANS the Brazilian Government its current policy 





toward loans to Brazil. The new policy 
specifically establishes a temporary limit of $50 miliion in 
lending to Brazil, predicated on that country's commercial 
arrearages and unsatisfactory balance of payments situation. 
The Brazilian Government reacted unfavorably and the US 
Section of the Joint US-Brazil Economic Development Commis- 
Sion has outlined the reasons for the apparent disagreement 
between Brazil arid the Bank. 


International Bank Views The International Bank points 
out that if intends to continue taking a deep interest in the 
economic development of Brazil, but that recent developments 
in that country have given it great cause for concern. The 
Béenk believes these developments have brought Brazil to the 
point of a current crisis in its international trade and pay- 
ments, but it aiso points to certain fundamental weaknesses 
in the long-term economic position of Brazil which have not 
yet received adequate recognition in Brazilian economic 
p .icies. 


The payments crisis apparently is much more persistent 7 
than it appeared oniy a few months ago. The Bank has been 
extremely concerned to learn that responsible opinion be- 
lieves a five~year period may be required to liquidate the 
backlog: and regain a satisfactory exchange reserve position 
without imposing import restrictions which would seriously 
damaze the economy. The Bank strongly believes that measures 
should be imposed to repay the backlog in a shorter period of 
time. The gravity and persistence of this problem indicate 
the alarming degree of Brazil's dependence on imports and the 
great difficulties which confront Brazil in achieving any 
rapid expansion of its export earnings. The Bank believes 
Brazil's exchange rate policy, which should be an active in- 
‘strument for accomplishing needed changes, has in fact been 
a serious obstacle, although the recent decision to utilize 
the free exchange market for some commodity transactions seems 
to be a li mited step in the right direction. 


The fundamental problem in Brazil, 4s the Bank sees it, 
4s that the country is pushing forward with extensive in- 
dustrialization and a progressive rise ir consumption levels 


without 
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without having developed an adequate domestic resources base in 
the form of fuels and raw materials. At the same time there 
“aD2eaTS to be only distinctly limited opportunities for the de- 
velopment of export products in a volume which would permit 
imports adequate to make good these deficiencies. In these 
Circumstances, the policies hitherto pursued and advocated in 
Brazil with regard to the development of petroleum and other 
mineral resources are profoundly discouraging. The Bank has 
come to the conclusion, therefore, that wnless the officials 
responsible for Brazilian economic policies and investment de- 
cisions direct attention to the underlying problem, the cur- 
rent payments crisis will prove to be not a temporary 

= seem ped 9 but the herald of an indefinite period of "exchange 
stervation" 


while it recognizes that the service requirements on 

Brazil's external debt are still small in relation to total 
export proceeds, the Bank has grave doubts as to the wisdom 
of any large increase in Brazil's external commitments. It 
feels that no rigid conclusion should be made at this time, 
but pending further clarification of the direction in which 
the Brazilian economy is heading, the Bank feels that it must 
proceed very cautiously with additional loans to Brazil. 


Specifically, the Bank will go ahear as rapidly as 
possible with the four loan projects which have been selected 
for priority treatment: the Salte Grande Hydroelectric 
Project, Itutinga Hydroelectric Project, State of Rio Highway 
loan, and the Suburban Car Project of the Central Railway. 

As presented by the Joint Commission, these four projects 
call for external loans totalling $32 million, and the Bank 
would be prepared to consider some moderate increase if this 
is cesirable for their effective execution. It would also 
support the Brazilian Traction Company's $18 million project 
for a steam power plant in Sao Paulo in view of the key im- 
portance of the development for that area. It is not pre- 
pared, however, to commit itself to negotiate any further 
loans until it has had time to reconsider the long-term 
prospects for the Brazilian economy. Meanwhile, it plans to 
proceed with the technical examination of some additional 
projects but does not want this to be misinterpreted as a 
definite undertaking to follow through with financial aid. 


Railway 
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Railway projects, in addition to the Central Project, 
constitute a special case, in the Bank's view, because they are 
80 closely tied up with the need for reform of the general 
organization and. top management of the railway system, and 
for improvement and modernization of railway operating practices. 
It believes a fundamental analysis of the whole transportation 
problem in Poquired, and is willing to join with the Brazilian 
Government in sponsoring a survey of the railway transportation 
problem in Brazil. 


Economic Situation — In an appraisal of Brazil's economic 
situation, the International Bank pointed out that the foreign 
exchange ‘position continued to deteriorate during 1952. On 
December _., 1952, the backlog in all currencies was around the 
equivalent of $400 million of which about $280 million was in 
dollars, $100 million equivalent in sterling, and $17 million 
eguivalent in Belgian francs. In addition, the Bznco do Brasil's. 
own forward exchange position showed net liabilities equivalent 
to $115 million, the dollar liabilities. being $136 million, 
while French and Belgian francs showed credits equivalent to 
$22 million and $2 million respectively. Offsetting the net 
liability was a gold holding of $317 million, and a credit 
under Brazil's payments —— hn ‘the Argentine equivalent 
to about $95 million. . Pea 


This deterioration resulted mainly from adverse movements 
in both exports and imports, During January through October 
1952, over-ali export values feil 20%, while import values rose 
10% over the corresponding period of 1951, -raising a 10-month 
trade deficit from the equivalent of $170 million in 1951 to 
$610 million ‘in'1952, In 1951 trade with the US showed a small 
surplus of $20 million, while itn the Januery-October 1952 
pesiod the US trate deficit was $164 million. 


Exports. of: coffee have been maintained, while rice, iron 
ore, managanese, and bananas increased in both volume and 
value. But. through September 1952, cotton exports were down 
82% in value and cacao down 63%. The decrease in cotton exports 
was due to the fact that. the Brazilian Government bought up 
the- cotton crop and held..it, -In total, cotton, cacao, and 23 
so-called minor exports whose shipment has fallen, which in the 
first nine months of 1951 earned the equivalent of $427 million, 
yielded only $161 million in the same period of 1952. In cotton 
and cacao this was due to the poor quality of the crops plus 
@ reluctance to accept world prices. Exporters of most of the 


minor. 
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minor products ‘have been.awaiting the establishment of the 
free exchange market as 2n alternative to compensation deals 
which are no longer being readily authorized, and resumed 
shipment is to be expected. 


Brazil might be able to obtain some 700,000 tons of | 
wheat from Argentina in 1953, without dollar expenditures. 
The establishment of the free exchange market is expected to 
encourage resumed shipment of lagging minor exports, provided 
they are given access to it. In 1953, cotton exports.will 
include not only the current crop, -but 4lso some or 2ll of cottor 
stocks, which, even if sold at loss prices, will Supplement 
exchange receipts. The difficulties with cacao may persist 
longer. Gains or losses of exchange upon invisible account 
immediately following opening of the free market cannot realis- 
tically be forecast; it is possible that for a short period de- 
layed inward and outward remittances would balance only at a 
rate inducing official intervention. It.is not. yet known. how 
or how far authorities intend tc "manage" the market but some 
call upon official exchance may result, a immediate 
epedcebies ties. for other purposes... OS, . 


In commenting on Brazil's long-term economic ‘aiaeee, 
the Bank believes that a long period of "exchange starvation 
is very probable, with periodically recurrent exchange crises. 
Exports have in recent years run at only 11% of total é 
Brazilian output. This level of exchahge earnings is proving 
inadequate to secure imports essential for maintenance and. 
growth-of output. In particular,. petroleum exports. have been 
increasing 18% annually by volume, and are expected to continue 
growth at around the same rate. Many industrial raw materials, 
anc much necessary equipment as well as ve: a. million. tons 
of wheat annuaily, are imported... 


The Bank believes that. only a stoi’ of the proportion 
of output devoted to export, and the maximum feasible. 
development of raw materials, notably petroleum and mineréls, 

. ©an avoid continuous balance of: payments. pressures in the 

future, It feels that Brazil's. past financial policies have 

- obstructed this outcome, which depends.largely upon private 

investment and production, Steady. inflation combined with. 

- overcvaluation of the cruzeiro reduces. incentives for export 
' production, At.the same time, imported fuels and raw matérials 
become relatively cheap in. cruzeiros;, while import licensing, 
necessary for pasance of gered PRE, effectively ~~ 


a protects 
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protects domestic industry. Basic balance of payments pressures, 
arising from an insufficient- resource base either in export 
earnings or in actual production of Comestic fuels and raw 
materials, are thus chronic. ae 


The Bank believes there are, however, no purely technical 
or economic factors which make this outcome inevitable. The 
result will depend entirely upon the Brazilian response to the 
Situation. Although past performance is not encouraging, there 
are some significant signs of change, even in Brazilian agri-~ 
culture. ‘The free exchange market may improve the export 
position of those products having access to it. Substantial 
investment is under way and contemplated in electric power and 
oil refineries, which will save some exchange on future fuel 
imports. Nevertheless, the Bank believes there is as yet no 
assurance of either a maintenance of general economic policies 
or of specific investment end output decisions which could 
substantially relieve the balance of paymonse position over the 

next ten to fifteen wears, | 


4 


The Joint Commission, in commenting on the Bank's position, 
points out that the IBRD, the US Government, and responsible 
Brazilian and US mempers of the Joint. Commission all agree as to 
the long-term economic objectives to be achieved, but the 
essential differences in view concern the best way to achieve 
them, The Brazilians have always felt that the choice of the 
‘ International Bank as the prime lending authority in Brazil 
was a questionable one, since. the Brezilian Government pre- 
ferred the Eximbank for such responsibilities because it was 
part of the US Government and as such directly subject to its 
policies, — 


According to Embessy Rio.de iuntee, the Brazilian Finance 
Minister refused to accept the International Bank position. In 
stating his belief that the Bank's attitude is inconsistent with 
his previous understanding, his part of which he considers he 
has fulfilled, he said the Bank has injected entirely new con- 
ditions for loan actions, at a time when the Brazilian Govern 
ment has just enacted free exchange market legislation. 


The Brazilians feel that the formation of the Joint Com- 
mission and its successful technical work implies a commitment 
of sympathetic help on the part of the US Government in arranging 
the necessary financing. In this connection, the Finance Minister 
intends to seek a solution at the highest levels of the problems 
created by the Bank's policy, as soon as the new US Administration 
has had a chance to acquaint itself with the matter. 


* * * 


UN 
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UN SURVEY SUGGESTS TRADE INCREASE A study prepared jointly 
BETWEEN EUROPE AND DLATIN AMERICA! by the Secretariats of 


the Economic Commission 
for Europe, the Economic Commission for Latin America and 
the Food and Agriculture Organization, recommends intensified 
efforts to expand the present low level of trade between 
Europe and Latin America to help solve the dollar shortage 
in both areas. In spite of some improvements in 1952 which 
resulted from Germany's increased exports to Latin America, 
the report states that the present situation has severe dis~- 
advantages for both importing and exporting countries. It 
is recommended that both Europe and Latin America find 
ways to-import more from each other and less from areas 
in which they have trouble in paying their way. 


; The report states that although Europe's 
Gollar shortace has been widely publicized, it is iess well 
known thet Europe has a deficit with Latin America and that 
Latin America, in turn, has a serious dollar shortage. _ 
Two world wars have greatly increased Latin America's de~ 
pendence on €rade with the US. Limited sales to North 
America, however, have resulted in severe dollar shortages 
and a dependence on dollars received in multilateral settle~- 
ments with Europe to cover many purchases in this hemisphere. 
Europe, in turn, has had its familiar and persistent dol- 
lar shortage and tne dollars supplied to Latin America 
would not have been available had it not been for US off- 
shore aid and free dollars. Hence, Latin American countries 
have also been dependent on US dollar aid to Europe. 


From the commodity point of view, the large trading 
nations of Western Europe have not been able to satisfy 
their needs for foodstuffs and raw materials from Eastern 
Europe and are unavie to import these supplies from over- 
seas sources except by incurring heavy deficits in North 
America, At the same time, a number of Latin American 
primary producing countries, because of the inadequate ex- . 
pansion of their exports, experience great difficulty in 
covering their imports of capital equipment and materials 
required for their rapid industrial development. 


The UN 
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e UN study lists many reasons why the postwar 


“Veye1. of trade between Europe and Latin America has 
remained inadequate in relation to the problems of both . 


~~ @reas.and why solutions are likely to require more ~ 


..energetic action and, closer international cooperation 

’ than. has so far been evidenced. Perhaps the most im- 

portant source of Europe's difficulty, apart from the. _. 
war itself, has been the collapse in the Latin American .. 

“demand for consumer goods produced in Europe. Textiles . 
"alone made up more than 35% and, together with other : 

congumer goods, about one-half of total European ex- 

Ports to Latin America in 1928. In 1°50, the volume 

of Etirrope's textile sales in Latin America was only 
one-sixth as great as twenty years earlier and the 

share of these goods in total European exports to . 

the area had -fallen’f*om 26% to less than 8%. US ex~ . 

ports to Latin America, on the other hand, have been 

‘more Concentrated in capital goods and other produats' 
for which demand has greatly expanded. 


“A ‘second factor of great ‘dmportarice in decreasing 
Latin American trade-with Europe is that, before World 
_War II, Europe's trading position was relatively weak, 

and that of the US relatively strong, in those Latin 
Amerid¢an ¢ountries whose foreign trade during and since 
the war has shown the most spectacular development. On 
the other hand, Argentina, which before the war accounted 
for some 40% of the total trade in both directions be- 
‘tween the two areas, has since the war greatly reduced 
its production for export, and therefore its capacity 

to ee 


. Basically, it is in the common 
interest of Latin American and European countries to 
work together to create stronger inducements and more 
stable conditions for the development of primary pro- 
duction, the report continues. To accomplish these aims, 
it is. recommended that: 1) governments should strengthen 
inducements to European exporters to expand their saies 
in Latin America, with markets being chosen in the larger 
anc long-term interest of the exporting country; and 
2) the production of primary products in Latin America 
for export to Europe should be developed on a firmer 
basis, for the expansion of these export availabilities 
is basic to increased trade and to the rapid industri- 
alization of the Latin American countries. 
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In discussing inducements to increased trade, the 
report urges that European exchange control officials 
allow more credits to finance trade in both directions, 
The survey also recommends consideration of possibilities 
of providing a more favorable basis for the expansion 
‘of traue through the development of more flexible pay~ 
ments arrangements than those which have grown up since 
the war in the absence of general currency converté~ 
bility. The extension and adaptation of payments 
mechanisms, such as the European Payments Union, to 
cover trade between the two areas is suggested, 


The approach to these problems, including long- 
term contracts designed to give assurance of greater 
market stability for primary products, may remain 
largely bilateral in the form of agreements between 
individual producing and consuming countries, the f 
study states. Multilateral commodity agreements con- 
cluded between a number of producing and consuming 
countries with the object of providing price stability 
and assured outlets and sources of supply may be pos- 
Sible in some instances, but doubt is expressed that 
they offer an easy and readily acceptable solution. 


a FM 


According to the report, the analysis of the 
factors of competition between Europe and the US in 
Latin American markets suggests that price advantages 
of US exports do not tell the whole story even when 
distribution costs are taken into consideration. Other 
factors to which European countries must give increasing 
attention include improved terms of payment and credit 
facilities, speed of delivery, availability of techni- 
cal services and spare parts, ease of replacement, 
standardization of products, and improved commercial 
ties and sales techniques. The study also points out, 
however, that controls exercised over imports in a num 
ber of Latin American countries make the direction and 
composition of imports less dependent on competitive 
factors than on import licensing policies, which are 
apt to change at short notice. The removal of those 
impediments, together with expanding export availa- 
bilities, are two main burdens which fall on the Latin 
American countries as their share in creating the es- 
sential basis for raising trade to needed high levels. 


* * * 
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JAPANESE ACCESSION The GATT Intersessional Committee met at 
TO GATT CONSIDERED Geneva from February 2 to 13 to examine 

the conditions under which the applica- 
tion of the Government of Japan to accede to the General 
Acreement on Tariffs and Trade should be pursued. In accord- 
ance with instructions given to the committee by the GATT Con- 
tracting Parties last fall, a report based on the committee's 
detailed examination of the matters involved will be circula- 
ted to the governments which are parties to the Agreement. 
Although governments made no commitments at this meeting, the 
committee felt that important progress was made toward clear- 
in; the way for a decision as to eventual Japanese participa- 
tion in GATT. It is contemplated that a special session of 
the Contracting Parties will be called to decide on conditions 
under which Japan's application for accession should be pur- 
suec and on the nature anc timing of tariff negotiations 
preparatory to such accession. 





For severél years the US has tried to obtain most-favored- 
nation treatment for Japan's trade in the rest of the free 
world and has supported Japan's application for accession to 
the General Agreement on the basis of equality with all other 
members. However, a number of the GATT Contracting Parties, 
especially the British Commonwealth countries and France, fear- 
ing the growth of Japanese competition, have resisted the ad- 
mission of Japan to the Agreement. 


At Geneva, the Intersessional Committee reviewed the con- 
ditions of Japarese production and export and Japan's heavy 
dependence on eé:xport trade. Some countries felt that the 
guestion of Japan's accession raised no special problems for 
them while others were fearful that reduction of barriers to 
imports from Japan might result in a sudden flooding of 
certain markets in circumstances producing violent disruptions 
of trading conditions with serious adverse repercussions for 
large sectors of production. When the meeting was convened 
several alternatives, some of which would have applied to Japan 
alone, were proposed as safeguards against such a situation. 
During the meeting it was agreed that if additional safeguards 
were found necessary to meet special difficulties these should 
be of peneral application so that Japan could accede to the 
Asreement with the same rights and obligations as any other 
contracting party. 


Discussion 
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Discussion in the committee centered on what provisions 
tn the agreement could be invoked as protection should special 
difficulties arise. Particular attention was paid to article 
19, the escape clause, which provides for emergency action in 
circumstances causing or threatening serious injury and to 
article 23, the nullification and impairment article, under 
which the Contracting Parties can relieve a country from obli- 
gations under the Agreement in a situation which is held to 
impede the attainment of the Agreement's objectives. Some 
members considered that action taken under article 19, being 
non-discriminatory in application, would adversely affect the 
trade of other countries which were in no way responsible for 
the situation. Thus, there would be danger that if the cir- 
cumstances in question did arise, a general increase in 
tariffs and other barriers to international trade could ensue. 
To meet this point, the committee considered amending article 
19. This raised serious difficulties since it would mean a 
radical departure from the basic principles of the General 
Agreement in that it would authorize discriminatory action on 
a unilateral basis. 


Moreover, it was widely felt that the situation, if it 
developed, would be of such a nature as to bring it under 
article 23 under which the Contracting Parties can relieve a 
country from its obligations when @ situation arises which 
impedes the attainment of the objectives of the Agreement. To 
meet the possible need for quick action, the committee has 
suggested that the Contracting Parties establish an emergency 
procedure under which, if the Contracting Parties failed with- 
in thirty days to decide whether the emergency action was 
necessary and what measures might be taken, the ccuntry which 
had resorted to the provisions of article 23 would be free to 
act nending a decision of the Contracting Parties on the 
issue. This procecure, as well as the decision that Article 
23 could be invoked in the envisaged circumstances, is in- 
cluded in a proposed declaration which was drawn up for - 
consideration of the Contracting Parties. 


The committee, which had been instructed to consider the 
timing, of the tariff negotiations with a view to Japanese 
accession, felt that it was not in a position to make any 
specific recommendations at this time. It was felt that con- 
cessions exchanged between Japan and another contracting 
perty would be significant to third countries as well, in 


view 
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view of Japan's importance in international trade. For this 
reason a number of contracting parties, notabiy the UK and 
Canada, believed that the question of negotiations with 
Japan could not be isolated from other major tariff issues 
and should therefore be part of a general round of negotia- 
tions. In addition, the firm validity of tariff concessions 
now appearing in GATT schedules will expire on December 31, 
1953. If it is decided to revalidate these concessions, a 
general round of tariff negotiations would appear necessary, 
Since a number of contracting parties will presumably wish 
to reconsider some of the concessions now in effect. The 
Depertment anticipates that no decision will be made on the 
timin;, of tariff negotiations with Japan until the nature of 
new US trade agreements authority becomes clear. 
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EUROPEAN COAL-STEEL COMMUNITY On February 10, the High 
BRINGS COMMON MARKET INTO FORCE Authority of the European 
Coal-Steel Community ini- 
tiated the common market and the five-year transition period 
for coal, iron ore and scrap. This climaxed months of pre- 
paratory work and negotiation which began when the Schuman 
Plan was finally ratified on July 25, 1952. (See July 28, 
1952 issue). Under the new system extensive powers over the 
vast coal and steel industries of France, Germany, Belgium, 
the Netherlands, Luxembourg and Italy have been transferred 
to the nine-man High Authority. On the same day, member govern- 
ments terminated all national legislation and regulations con- 
cerning trade in coal, iron ore and scrap within the Community, 
particularly import and export duties, quantitative import and 
export restrictions, and restrictions on the issuance of 
forei;.n currencies for purchase of these products. Many 
problems remain to be resolved but, in general, the advent of 
the common market was hailed as a major step forward in Europe's 
struggle for unity. Its progress will be watched with concern 
and hope as a vital part of Europe's defensive and political 
unification. 
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Coal | Although it was reluctant to impose price controls 
On coal at this early stage, the High Autnority decided to set 
maximum prices because it feared that the continuing shortace: 
of certain kinds of coal, in particular coking coél and anthra- 
cite, would lead to sharp price increases which would cause 
Beriouc economic disturbances and reflect unfavorably on the | 
Schuman Plan. Without such controls, the High Authority. feared 
that prices if freed froin existing naticnal price controls, 
would settle at the level of the cost of marginal coal. 
Furthernore, the French and Dutch Goveramsmn*s insisted that any 
rise in coal prices woni* have disu3strous effer7ts on their .. 
anti-inflaticrery programs. With ail these fectors to be taken 
into consideresion, the High Authority decided to give legal 
force until Mazch 1 to existing coal price ceilings established 
by the individual.governments. 


It remains to be determined how to calculate maximum prices 
ana the appropriate price level applicablie:after March 1. There 
is seneral accord within the High Authority that price ceilings 
should be set largely at present levels, except in the 
Netherlands where the substantial increase needed to bring prices 
up to the level of ctner countries will be brousht about through 
special measures. There is also general azreement that different 
maxima should be set-for qt fferent basins, taking into account 
transport differentials. . i 


he High Authority is now studying three systems of a 
prices, and hopes to make its choice soon in order to permit new 
maximum prices to come into effect March 1. One system would 
establish a special. set of maximum -prices for each enterprise, 
specifying the maximum price for:each category and for each - 
quality of coal sold.  Anatiner would establish a maximum average 
price for each broad category of ‘coal from each basin, leaving 
enterprises free to drew up any price list which would give a 
weighted average price for that category at or below the maximum. 
This plan has the support of the Consultative Committee. .The 
third plan would eliminate the. average price calculation and im- 
pose an over-all méximum for each ‘category for’ each basin,. leaving 
enterprises completely free to set up their prec lists. below the 
may.imunm. te 


Although the US recognizes the danger of-disruptive piice 
rises if the coal Saris operetes without controls, it was some- 
what concerned over the decision to set maximum prices for coal. 
le fear the growth of a complex administrative structure, and 
foresee unfavorable reactions in certain segments of US public 
Opinion if.the High Authority showld appear to grow into a super- 
bureaucracy. The trend in coal aiso concerns us because of its 
possible implications for the opening of the common market in 
steel on April 10. 


Under 
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Under the terms of the Schuman Plan treaty, the High 
Authority was authorized to impose a perequation levy on 
German anc Dutch coal production during the trensition per- 
iod, in order to cushion high-cost Belgian and Italian pro- 
duction during its adjustment to the common market. The 
perequation formula is spelled out in the Treaty and con- 
sists of a uniform percentage of producers! receipts on the 
coal production of those countries where avereve costs are 
less than tne weighted average of the Coal-S.e2l1 Community. 
A ceiling of 1.4% of those receipts has been s+t, subject to 
a reduction of 20% each year. The rate of levy and the dete 
of application will be decided as soon as Belsium and Italy 
notify the High Authority of the amount of matching funds 
they are prepared to contribute. 


Taxation In the last few days before the common market 
went into effect, the tax problem was the most sharply debated 
issue before the High Authority and between the Hich Authority 
and the Council. When a cecision was finally reachec the 
German member walked out of the Council meeting. Under the 
High Authnoxsity's decision, 2a non-discrimination regulation will 
require prices for export to be quoted by enterprises exclusive 
of all indirect taxes. This regulation is exvected to be pro- 
mulgatea arouni February 20, and will be in effect until April 10, 
the opening date of the common market fur steel. It will be 
re-examined before that date, which gives some satisfaction 
to the Germans, since the tax question is more important for 
steel than coal. Meanwhile, the entire question will be sub- 
mitted to a special commission of jurists and economists, and 
all the issues .will be aired in public. The mujority of 
the High Authority believes that the present tax situation 
should be maintained in the common market; that is, products 
should be exempt from indirect taxation in the country of 
origin and subject, in the country of destination, to the 
same indirect taxes as local products. The Germans want 
the opposite system, with goods to be taxed where produced 
rather than where sold. The High Authority maintains that 
this system would base competitive positions on national 
tax structures rather then on real costs. Until the matter 
is settled, the Gerians want their industry to be able to 
quote prices to all buyers with tax included, even though 
on exports the tax is not paid. The Germans base their 
argument on the fact that in Germany indirect tax rates are 
low. The High Authority recognizes the problem but equates 
it with individual problems in other member states, all of 
which must eventually be solved by the "harmonization of con- 
ditions of competition as 4 whole". 


Serap 
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Scrap The High Authority decided to give legal effect to 
the existing national price regulations for s€rap until about 
March 15 at which time a new mechenism will go into effect. 
The recent sherp drop in the price of Belgian scrap and the 
increase in the Dutch price hsve eliminated the major price 
differentials for scrap among the C&C countries. As a result, 
the only obstacle which the High Authority sees to removal . 
of restrictions on scrap trading within the Community is Italy's 
need to import 500,000 tons a year from the Middle East at 
prices much higher than those in the other five countries. 
When the High authcrity ruled that member countries would 

be allowed to retain national strap supplies for their own 

use until March 15, an exception wes made for Italy. That 
country will receive from France and Germany 25,000 tons 

or about half of its average monthly import re uirements. 
However, in order to prevent a serious drain of scrap toward 
Italy and a resultant price rise ith th® Community when present 
restrictions are removed on March 15, the High Authority on | 
that date will impose maximum prices for scrap, with account 
taken of transport differentials between different collection 
centers. These prices will be based on the present price 
levels in France, Belgium, and Germany. The High Authority 
will recommend that member countries continue to restrict 
exports of scrap outside the Community and it will astablish 

a compensation mechanism financed by contributions from scrap 
users to subsidize the price of scrap imported by Italy from 
third countries. Two problems surrounding the compensation 
mechanism remain unsolved: 1) whether it should be operated 
by industry under High Authority supervision or by the 

High authority itself; and 2) whether it should be secenpentod 
by common buying of scfap from third countries. 


Qther Provisions. In other decisions the High Authority 
abolished maximum prices for iron ore, made mandatory the 
publication of price lists for iron ore and coal, and pro- 
hibited freight absorption for coal. JMember governments are 
required to eliminate those cases of discrimination in trans- 
port rates on which there has been agreement between the 
High Authority and the governments involved. Sweh negotiations 
resulted in the elimination of nine major cases of discrimina- 
tion in transport rates for coal and steel products by 
February 10, 1953. Three additional cases will be eliminated 
in the next few weeks. This concrete action is a first 
step toward eventual establishment of direct international 


rates 
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rates and harmonization of transport conditions within the 
Community. Under another decision, enterprises may no longer 
charge different prices to customers within the Community for 
the same quality of products included in the common market. The 
High Authority also decided that the existing pattern for coal 
distribution as established by the Organization for European 
Economic Cooperation and the UN Economic Commission for Europe 
should remain in force until March 31, 1953. 


t : In general the reactions to the 
opening of the common market in the six countries most directly 
concerned were favorable, but the High Authority is obviously 
going to be faced with problems arising from the demands 
of the individual countries. | 


The German Government in January took upon itself the 
responsibility of raising the internal prices of coel, coke, 
and coal briquettes to bring them to the price leveis in 
effect for exports. Although disapproving of this step and 
reserving its right to require adjustment in the German price, 
the High Authority permitted the new German prices to come into 
effect. The French were displeased because an alternative policy 
of reducing export prices would have been more favorable to them. 
The French are also concerned over the higher wage and financial 
burdens their mines carry in comparison to German mines, but 
see some advantages in the reduction of freight rates on German 
coal and on Saar coal exported to Germany, as well as in- 
creased proceeds from French iron ore exports. 


The Dutch expect to continue subsidizing coal prices for 
internal consumption and equalizing the prices between 
Gomestic and imported coal through March 31. Until that date 
the High Authority has decided that the OEEC and ECE distri- 
bution plen for the Community's coal production should continue, 
After March 31, a price rise is expected. Although Dutch 
industry will be able to absorb this increase, the Netherlands 
intends to propose to the High Authority that, in order to 
maintain. the low cost of living, it be permitted to continue 
Subsidizing coal for household use. The Netherlands also 
intends to propose that the CSC adopt a plan similar to the 
— system for equalizing the price of domestic and imported 
coal, 


Of the non-member countries, Switzerland and Austria have 
recently decided to send observers to the High Authority meetings 
in Luxembourg because of the importance of CSC activities to 
their economies. The US, UK and Sweden already heave delegations 
there. 


NATIONAL 
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NATIONAL POLICY ON RADIO The National Security Council has 
USAGE TO BE ESTABLISHED © adopted recommendations providing 
for an immediate review of tne use 
of radio for psychological operations, and the impact of its 
use on national security. It is hoped that initial findings 
following the review will be submitted to the NSC early in 
May. It is envisioned thet national policy and action will 
then be initiated on a basis of continuing study and review. 








Backzround The demands for radio frequencies, actual and 
potential, have far exceeded the physical limitations of the 
radio spectrum. As @ result, the various radio services are 
placed in @ competitive position, domestically and inter- 
nationally, for the right to employ frequencies. Particularly 
agesravating to the commercial, military and safety communica- 
tions services has been the great expansion of international 
broadcasting which is now regarded by many nations as an im- 
portant instrument of national policy. As there is a conflict 
of interests regarding the use of radio as a medium for 
psychological operations, the question was raised as to the 
advisability of the National Security Council's reviewing, the 
use of racio by the Voice of America to penetrate the Iron 
Curtain. A number of recommendations were suggested which 
would drastically limit VOA operations and curtail VOA expan- 
sion projects.including stoppage of those not too far under 
way 





The Department felt that a study limited to the question 
of severe curtailment only of VOA activities directed toward 
the Soviet orbit would treat the problem out of its true con- 
text. i'e urged a broad study of the use of redio as a medium 
for psychological operations and its impact on the whole field 
of free world cffensive-defensive countermeasures against the 
rapidly expancing Soviet capabilities for electro-magnetic 
warfare. In adaiticn, the Department reported to the NSC that 
pricr to receipt of the economy directives of February 3, 1953 
from the Director of the Bureau of the Eucget, all funds for 
VOA expansion had been obligated or encumbered against new 
con: 5iucvion which was too far advanced to pernit cancellation. 
However, in accordance with the Budget. Bureau directive, obli- 
Bation of any funds for further construction would be heid in 
abeyance until a project review had been made. In any 2vent, 
no new projects would be initiated before appropriations for 
fiscal year 1954 become available. 


Soviet 
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Soviet Jamming and Capabilities Information broadcasting 
by the US and other Western nations into Soviet areas was the 
first type of broadcastin;, to experience Soviet jamming. Con- 
tinuing construction of more and higher-powered transmitters 
within the Soviet orbit has created a lar,e inte,rated system 
of equipment providing the Soviets with a capability beyond 
that needed to stop radio broadcasts. In fact, it is esti- 
mated tnat they could now cisrupt a large part of all existing 
radio communications of the free world. Experimental disrup- 
tive interference has been experienced on military tactical 
Signals, radio navigational aids, civil communications and on 
Indian, German and Danish home broadcasting services. 





US and Free World Operations Despite effective jamming 
of US broadcasts and those cf other free nations to areas bLe- 
hind the Iron Curtain, evidence continues to snow a degree of 
US penetration which may increase with the development of 
counter-techniques and the operation of facilities now under 
construction. Conversely, this penetration may decrease if 
the Soviet jamming potential is further developed. Moreover, 
the Growth of broadcasting and the associated jamming has in- 
creased crowding, particularly in the high frequencies of the 
Spectrum, with @ resulting increase in mutual interference 
between all users of the spectrum. 





As a@ partial defense countermeasure, an FM home broad- 
casting system, which is currently relatively jam-proof, is 
now operating in West Germany anc one is urged for Japan. 
Practical application of a new technique for less vulnerable 
lon.-range communication circuits is being urgently eyplored. 
The American Telephone and Telegraph Company is perfecting 
plans with the UK for a coaxial (multi-channel voice and 
teletype) submarine cable between the US and the UK. 


Recomnencations The NSC adopted recommendations re- 
Questing tne .=vly appointed President's Committee on Inter- 
national Information Activities to transmit as soon as possi- 
ble to the NSC én evaluation, prepared in consultation with 
the Telecommunications Adviser to the President, of the use 
of racio as a medium for psycholigical operations. This 
should include: 1) radio's value in reiation to other media; 
2) the effect of possible curtailment; and 3) limitations 
placed upon the extent and flexibility of its use by such 
things as Soviet countermeasures, international agreement, 
adverse effect on friendly nations, and difficulities caused 





to 
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to other US radio services. The question of technical policy 
in the use of radio for the preservation of the national 
security, including US programs for effectuating such policy, 
will be referred to the Telecommunications Adviser to the 
President for recommendations to be prepared for the NSC in 
collaboration with all interested departments and agencies 
and in consultation with the President's Committee on Inter- 
national Information Activities. An assessment is also to be 
made of the capabilities and probable intentions of the 
Soviet orbit for electro-Magnetic warfare. 
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WORLD BANK LOAN TO Yugoslavia will be enabled substantially 
AID YUGOSLAV ECONOMY to complete key development projects 
through the receipt of a new non-dollar 
loan from the International Bank for Reconstruction and De- 
velopment. The loan, which will be entirely in European cur- 
rencies, is to be usec to vinance the remaining foretzn ex- 
change costs of these projects. This is the Bank's second 
non-dollar loan to Yugoslavia, the first, for $28 million, hav- 
ing been extended in October 1951. Meanwhile, in Belgrade the 
third conference on tripartite aid to Yugoslavia has started 
with representatives of the US, UK and France attending. The 
conference is to determine the amount and kind of aid to be ex- 
tended by the three countries to Yugoslavia during fiscal 1954. 
The main problem to date is the question of whether or not the 
UK will continue its participation in the tripartite program. 


IBRD Loan The loan will consist of $30 million worth of 
currencies from ten European countries--Austrian schillings, 
Belsian francs, British pounds sterling, French francs, German 
Geutschmarks, Italian lire, Netherlands guilders, Norwegian 
kroner, Swedish kronor, and Swiss francs. Most of the funds re- 
quired for the loan are being made available by these govern- 
ments from their domestic currency subscriptions to the Bank's 
capital, but the Swiss francs were obtained from the sales of 
the Bank's securities in Switzerland, which is not a member 
of the Bank. 








The 
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The loan is the largest and most important non-dollar loan 
made to date by the International Bank, and is also made up of 
more currencies than any previous loan. In the early history of 
the Bank, borrowing countries wanted primarily dollars because of 
the greater availability and lower prices of US goods, and other 
members of the Bank were reluctant to permit the use of their 
Currencies because of the drain on their budgetary and balance- 
of payments positions. because there is a ready market in 
European countries for Yugoslav exports, wnile its dollar earn- 
ing potential is limited, Yugoslavia has a greater potential 
ability to repay non-dollar loans. The loan thus gives Yugoslavia 
access *o capital equipment imports from Western European pro- 
duction witncut additional drain on Yugcoslavia's dollar account. 
The loan is scheduled to mature in 25 vears, bearing interest at 
4-7/8%, with repayment in semi-annual installments beginning 
August 15, 1956. 


Tue loan will make possible import of equipment needed for 
27 projects in the folloving seven sectors of the Yugoslav econony: 
electric power zgeneration and distribution, coal mining, extrac- 
tion anc processing of non-ferrous metals, iron and steel produc- 
tion, other manufacturing industries, and forestry and trans. 
portation, The vrojects are designed to make more extensive use 
of Yugoslavia's considerable natural resources and to nelp pro- 
vide supporting services such as transportation and electric 

power. Agricultural production is the main field of Yugoslavia's 
economic activity. Tne country has, however, plentiful resources 
of timber, coal, iron and a wide variety of non-ferrous ores, 
including copper, bautite and zinc. lost of the projects which 
will be financed by the loan are expected to be completed within 
the next year or two, and all should be in operation by 1956.’ 

The projects are expected to improve Yugoslavia's balance-of- 
payments position by the equivalent of $50 million a year. 


Yugoslavia has already made large investments in these pro- 

ects. Thet: total cost.is estimated at the equivalent of 

465 million; $122 million in foreign exchange, and $343 million 
in domestic currency. By the tnird quarter of 1952, $92 million 
in foreign exchange had already been financed and Yugoslavia had 
made domestic expenditures equivalent to $208 million. The 
present IBRD loan will complete the financing of these projects 
and, together with a recent German credit, will cover all but 
about $20 million of the external financing required to complete 





Yugoslavia's 
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Yugoslavia's "key projects" investment programe It is closely 
related to tne previous 428 million non-dollar loan which also 
financed part of the high priority investment program. Earlier, 
in 1949 the IBRD extended a $2.7 million loan for timber produc- 
tion eqiinpment. This loan has now been fully repaid. 


Other Assistance Since Yugoslavia‘ts break with the 
Comii.form, tne US has attempted to aid that country to resist 
Soviet and satellite pressure, and to orient Yugoslavia toward 
the West, and in so doing, has provided economic aid in several 
wavs. The Eximbank extended leans totalling $55 million to 
Yuzoslavia in 1949 and 1950 and has now agreed to a longer-term 
rescheduling of these credits. In 1950, direct grant assistance 
was extended in the amount of $70.5 million to counteract the 
effects of a serious droupght,-and if i991 $29 miligon was 
allocated to eneble Yugoslavia to secure raw materials normally 
obtained through export of surplus foodstuffs. Also, the US, 

UK, and France, as part of a tripartite aid vrogram for Yugoslavia 
contributed $120 million to assist in meeting Yugoslavia's trade 
deficit for fiscal 1952. A subsequent tripartite ggreement 
resulted in the extensicn of $99 million in grant aid for fiscal 
1953, and in agreenent by the three governments to support a 
second IBRD loan to Yugoslavia. In January of this year, the US 
made available emergency grant assistance amounting to $20 mil- 
lion for another drought. 





Current Financial Situation The Yugoslav economy has been 
suffering from continuing pressures on avaiiabie resources, which 
have been relieved in some measure by tne recent reorganization 
of the Yugoslav economy. The new economic system appears to 

have effectively curbed inflationary pressures and at present, 
despite the 1952 drought, the economy is in a relatively satis- 
factory position. Incustrial vroduction has stabilized at around 
the 1951 level and during fiscal 1952 there was a substaitial 
improvement in food supply, in real income and in the balance of 
raynents. Prices declined considerably during 1951 and have 
remained stable during most of 1952. 





The two princinle variables in the Yugoslav balance of payer 
ments are tne food balance and the capital imports balance. With 
normal harvests, Yugoslavia could almost achieve an equilibrium in 
trade witnin two or three years. The need for external financing 
of capital goods imports presumably will be reduced as the 
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investment program is translated into actuality, expanding 
the volume of consumer and export goods along with the 
indigenous output of machinery and producers goods which 
had been previously secured from abroad. 


The new IBRD loan will increase the total external 
debt of Yugoslavia to the equivalent of $350 million, a 
figure below the $380 million the Bank considers the maximum 
consistent with Yugoslavia's economic prospects. Presently 
scheduled debt payments amount to about $45 million in 1953, 
$50 million in 1954, and $56 million in 1955, a total of 
151 million in those three years, and a drop to about $22-35 
million in 1956-58 and thereafter to a further decrease of 
$11.5 or less. The Bank believes the payments scheduled 
for the peak years 1953-55 are beyond Yugoslavia's present 
debt servicing capacity and therefore that adjustments in 
these debt schedules must be made. The handling of Yugoslavia!s 
debts to other countries is now under consideration by the 
US, UK and France in the current tripartite discussions in 
Belgrade, with a view to stretching out the existing debt 
burden. 
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DECISION DEFERRED ON DUTY Last week President Eisenhower 
INCREASE FOR BRIER PIPES deferred final decision on the 
“ape Tariff Commission's recommenda- 
tion that the import duties on low-priced brier pipes be 
increased, pending receipt of additional information which 
he is requesting from the Commission. The President con- 
siders the brier pipe case to be one part of the general 
problem of foreign trade. He does not wish to make a final 
decision in this particular case until he has reviewed the 
additicnal facts which he requested from the Tariff Commis- 
Sion and has developed at an early date recommendations on 
basic trade policies for the consideration of the Congress. 


Backzround In December 1951, representatives of the 
American brier pipe industry, pursuant to the escape clause 
of the Trade Agreements Extension Act of 1951, applied to 
the US Tariff Commission for an investigation of the imports 
of brier wcod pipes and bowls, contending that such imports 
into the US were occurring in increased quantities and were 
causing or threatening to cavse serious injury to the domestic 
industry producing like or directly competitive products. 
The Commission held hearings and carried out staff investiga- 
tions on the prcobiem. In a report cated December 22, 1952, 
the Commission unanimously recommended an incresse in the 
duties on brier wood pipes valued at $5 per dozen or less. 
(Actualiy the recommendation would affect only pipes at less 
than $3.75 per dozen, although it is worded to cover all 
under $5.00.) Duties already range up to 76% on cheap pipes 
and would go above 110% under the recommendation. Under the 
Trade Agreements Act, the President is required within 60 
days either to "make such adjustments in the rates of duty, 
impose such qnotas, or make such other modifications" as 
are reported by the Commission to be necessary or to explain 
to the proper Congressional Committees his reasons for not. 
so doing. , 


Presidential Action Following a Cabinet-level discus- 
sion, in which Congressional leaders also participated, the 
President on February 18 advised the Chairmen of the House 
Committee on Ways and Means and of the Senate Committee on 
Finance that he would not at this time change the existing 
tariffs on these products. Simultaneously, in order to make 
an appropriate final decision, he asked the Tariff Commission 
to develop additional fects, especially the following: 1) the 
relationship to the industry's problems of the sales of 


armed 
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armed forces surplus pipes in the domestic postwar market; 
2) foreign and domestic production costs of pipes and bowls, 
including comparative labor costs; 3) the possibility that 

a large part of US imports may have consisted of pipes of a 
quality and price range not generally produced domestically; 
ana 4) recent statements by pipe industry leaders indicating 
a current upswing in the domestic pipe business. In his 
letter to the Congressional committees, the President stated 
that the Administration is giving earnest consideration to 
the poiicies and actions required for our helpful economic 
cooperation with the free worid and also pointed to the 
necessity that we preserve our own economic strength while 
being helpful to others as basic to decisions in this field. 
He indicated that he expected to develop at an early date 
recommendations to Congress regarding these matters, and 
that the tariff problem typified by this case is one part 

of the whole question. 


Department's Position The Department had recommended 
that the President reject the Tarirf Commission's propcsal 
on several grounds. We pointed out that because this is the 
first case of its kind to be decided by the new Administration, 
there has been widespreud interest in its disposition; in 
fact, the action would inevitably be taken as indicative of 
the meaning of the President's statements on foreign trade 
in his Inaugural Address and in his State of the Union 
message. Italy, a country which has already been hit by 
other restrictions on imports into the US, would be the coun- 
try most affected if the duties were increased. Communist 
agents would be certain to use this example of the unwilling- 
ness of the US to make economic self-help a reality in 
Southern Italy to undermine confidence in US leadership. We 
felt strongly that the effect this action might have on the 
extremely sensitive pre-election situation in Italy was a 
major consideration which should weigh heavily against the 
proposal. We regarded the proposed action as even more 
unfortunate because of the weaknesses of the economic case 
on which the Tariff Commission recommendations were based. 
After weighing the matter carefully and bearing in mind both 
domestic and international aspects, the Department felt that 
the difficulties of the industry are not attributable to 
imports to the extent contemplated by the escape clause pro- 
vision of trade agreements legislation and that, in addition, 
oy are strong foreign policy considerations against taking 
the action. 
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EX IMBANK LOAN TO P BRAZIL Brazil expects to clear up her 
CLEAR UP CORMERCTEL SECKLOG commercial arrearages with the 

, : US through the use of an Eximbank 
line of credit of up to $300 million, approved last week for 
_ this purpose. In the meantime, the establisnment of a free 
. exchange market is also expected to facilitate remittances 
from private investment and increase exports. Cae 





The Eximbank credit was set up following a series of 
negotiations between technical experts of the Eximbank and 
the Banco do Brasil and the Brazilian Ministry of Finance. 
By supplementing the credit with its own resources, Brazil 

will undertake to be current on its US dollar account, now 
estimated at around $400 million, by July 1, 1953. It will 
also institute and maintain.a prompt remittance system for 
current imports from the US. The credit is being extended to 
the Banco do Brasil, will bear interest at the rate of 3-1/2%, 
and will be repayable over a period of three years, in 
quarterly installments of $25 million plus interest, commenc- 
ing September 30, 1953. 7 éSeabie. 


- Before the negotiations on the arrearages problem 
started, Brazil was preparing to inaugurate a free exchange 
market. Last December the Brazilian Congress enacted legisla- 
tion providing for such a market. (See page 1, December 15, 
1952 issue.) Appropriate regulations were promulgated on 
February 21, 1953 to govern the operation of the free exchange 
market opening on that date and the International Monetary 
Fund has approved its establishment. The free market will 
be limited to most capital and invisible transactions, as 
well as for some trade items, in which the rates will | 
fluctuate freely, according to supply and demand. In its 
action, the Fund stated that the objective should be progres-~ 
sively to transfer exports and imports to the free market. 

It is hoped that the free market will provide a satisfactory 
mechanism to meet the capital transfer needs of foreign 
investment in Brazil, and that it may encourage the flow of 
private capital into Brazil. . yee 


Brazil is carrying forward a broad program to solve its 
economic problems and the payment of the commercial backlog 
is essential to this plan. The liquidation of commercial 
arrears and the institution of a prompt payment system 
represent the determination of Brazil to reestablish normal 
and healthy relations with the US business community. 


* * * 
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US INTEREST IN The US objective in Japan is to help to develop 
JAPAN'S ECONOMY an economically viable and politically stable 
country, allied with the free world, capable 
of defense against internal subversion and willing and able to 
contribute to the security of the Pacific area. In this con- 
text, economic viability may be defined as the ability to main- 
tain the average level of living that is required for mainte- 
nance of political stability in a democratic system and, at 
the same time, to support adequate forces for defense egainst 
internal subversion and external aggression. It is by no means 
clear how economic viability can be achieved and this is one of 
the problems that is being given careful study in Washington 
and Tokyo. The US recognizes tnat the most important step in 
this direction is to help Japan take her place in the free 
world as a major trading nation. Embassy Tokyo recently sub- 
mitted its analysis of the situation as part of this study. 


Trade Deficit Japan's trade deficit for the calendar 
year 1952 was $756 million--the largest in the country's history. 
With about 20% more people than before the war and a very sub- 
stantial reduction in territory, Japan requires a larger volume 
of exports to be self-supporting--or a combination of increased 
exports plus more effective utilization of indigenous resources 
and a reduction in non-essential spending, waste and inefficiency. 
During the past year, exports have been declining and imports 
have been increasing--in fact, during the last six months of 
1952, imports exceeded exports by 73%. 


However, there has been an appearance of prosperity in 
the Japanese economy which is attributable to the large domestic 
consumption that is supported in part by special dollar receipts. 
During the first postwar years, the Japanese economy was sus- 
tained by direct American aid totalling approximately $2 billion. 
More recently the large trade deficit has been covered by special 
dollar receipts arising from Korean hostilities and the presence 
of US forces in Japan. These receipts have enabled Japan to 
.accumulate dollar reserves which amounted to $700 million on 
December 30, 1952. However, Embassy Tokyo believes that the 
trade deficit will begin to exceed the volume of special dollar 
receipts during the early months of 1y5> and that after that 
Japan will be drawing down her dollar reserves. Forecasts of 
Japan's international balance of payments position, even under 
the most optimistic assumptions concerning increases in exports 
and stable prices indicate that this position will deteriorate 
rather than improve. 


Trade 
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Trade Proble Japan is heavily dependent upon imports 
of foodgrains and raw materials. If it is to be self-supportin 
this large volume of imports must be paid for by exports. 
However, there is a strong degree of resistance both in the 
US and elsewhere to imports from Japan. Before World War II, 
Japan was Singled out for particular criticism on charges of 
dumping, unfair patent and trademark practices and labor 
exploitation. The fears and apprehensions aroused by Japan's 
prewar practices have survived into the postwar period as a 
unique problem. The basic reason for the feeling against 
imports from Japan is a fear of competition from low-priced 
Japanese goods. However, in some countries, particularly 
in certain areas of the Far East, Japanese traders and their 
products are faced more particularly by political and psycho- 
logical antipathies remaining from wartime experience. In 
the underdeveloped Far Eastern countries there is, due to the 
fact that their trade is complementary to that of Japan, less 
resistance to commercial trade than there is to active Japanese 
perticipation in investment and economic development programs. 
Although these antipathies are gradually diminishing, their 
effect on the revival of commercial relations with Japan 
may be expected to linger on for some time. 


The decline in the importance of Far Eastern countries 
as suppliers of raw materials and foodstuffs to Japan is 
indicated by the fact that whereas this area supplied 56% 
of the value of Japan's total imports in 1938, it supplied 
only 29% in 1951. Japan's experts going to the Far Eastern 
countries havealso declined sharply--from 74% in 1938 to 
52% in 1951. The drop in Japan's trade with China alone 
eccounts for a considerable portion of this decline in the 
importance of the whole Far Eastern area as a source of 
Japan's imports. The Chinese mainland, which accounted for 
15% of the total value of Japan's imports in 1938, supplied 
only 1% in 1951, as a result of postwar political and economic 
limitations on Sino-Japanese trade. The other major factor 
in this decline is the sharply reduced trade with Formosa 
and Korea, which resulted largely from the elimination of 
Japanese investments as well as political and military 
developments in these areas. Imports from these countries 
made up nearly a third of Japan's total imports in 1938 
but only about 3% in 1951. The volume of imports in 1951 
from the remaining non-Communist areas of the Far East was, 
however, 2% above the level in 1938. 


Thus, 
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_. . Thus, it is evident.that increased quantities of iron 
ore, coking coal, cotton and.other raw materials and food- 
stuffs are needed from the countries of South and Southeast 
Asia because of the greatly decreased amount of Japan's im- 
ports from the China mainland and other Far Eastern areas. 


_ AS @ result of the reduced importance of China and other 
. Far Eastern areas in Japan's foreign trade, it has been 

' necessary for Japan to bming higher-cost industrial raw 
‘materials from much greater distances. While the US has 
traditionally been a major supplier of raw cotton for Japan's 
‘use, Japan now also imports from the US coking coal, some non- 
ferrous metals, and other commodities. of which South and -: 
Southeast Asian areas are potential future suppliers. Added 
to the higher cost of these raw materials is the increased 
cost of transportation, which may eventually result in such 
hith production costs in Japan that its international sougeti- 
tive position will be wealzened. 


Another problem in Japan's trade picture is its accumula- 
tion of inconvertidle sterling. Japan and the UK have an. 
over-all payments agreement which provides for Japanese- 
sterlin., trade to be carried on entirely in sterling and which 
provides for no convertibility of sterling earned by Japan. 
Therefore Japan becomes an attractive market for purchases. by 
the sterling area and yet offers no particularly incentive for 
sterlin.-area sales to Japan. Moreover, at existing Soenengs 
rates imports from the sterlin, area are more expensive to. 
Jepan than dollar imports. Thus., Japan stands virtually alone 
with respect to the complete lack of ability to convert, since 
convertibility. *o. some extent i8 provided almost all countries 
throu.h the ability to draw on the sterling-area dollar pool, 
through participation in.the European Payments. Union or - 
through provision of bilateral payments agreements. UK and 
Japenese officials. met in Tokyo last month to review this . 
‘trade and payments situation. However, nothing definitive: was 
accomplished and the talks were recessed so that UK repre-’ 
sentatives could transmit to London Japanese proposals that 
the sterling area reduce import restrictions and increase the 
availability to Japan of raw materials. 


Still another factor in Japan's foreign trade is the de- 
cline in the international competitive position of many of 
Japan's major industries compared with prewar. The reasons 
for their failure to achieve a competitive status include the 
low rate of utilization of facilities, a high degree of 


obsolescence, 
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obsolescence, and the inability of Japanese industries over 
the past ten years to keep technically abreast of foreign com- 
petitors. In order to solve this problem approximately 200 
technical assistance arrangements have been worked out under 
which foreign techniques, principally American, are being made 
available to the Japanese. US investments in Japan have 
amounted to more than $50 million in the past two years, which 
is an indication of US interest in the progress of Japanese 
industry. 


A further factor in Japan's trade picture has been the 
world-wide depression in the textile industry, including the 
sharp decline in demand for silk which was at one time Japan's 
most important dollar earner. 


Other Economic Problems Other prewar sources of revenue 
to Japan have been seriously cut down--a smaller area is open 
to Japanese fishing vessels; Japan's merchant fleet, which 
before the war was a source of foreign exchange income, is 
now so reduced that Japan is a net purchaser of shipping ser- 
vices. Among the serious problems facing Japan are its obli- 
gations to pay on the prewar bonded debt, amounting to $124 
million to US bondhoiders and £262 million to British bond- 
holders. There is aiso Japan's obligation to the US to make 
peyment for postwar economic assistance and its commitments 
for reparations payments to allied powers whose territories 
were occupied and damaged by Japan during the war. Although 
some exploratory conversations have been held with some coun- 
tries on reparations, no agreements have been reached and 
this lack of progress adds to resentment against Japan and is 
reflected in failure to establish commercial relations. In 
addition, there is the necessity for Japan to maintain its 
own defense forces. 





Japan's economic problems are complicated by the changes 
that have occurred in its institutions. An essentially 
authoritarian government "hich dominated a highly cartelized 
business structure has been replaced by a weak conservative 
government with a slender majority that is unwilling to under- 
take the types of economic controls that are needed to elimi- 
nate waste, to channel investment into the most essential 
fields, and in general to achieve the degree of austerity 
that is required for economic viability. In fact, the govern- 
ment is taking the opposite course by reducing taxes on luxury 
spending and by continuing elements in the tax structure that 
penalize capital accumulation. The capital reserve funds of 


business 
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business enterprises have largely disappeared. Bank loans 
occasionally exceed deposits and interest rates are very high. 
Independent labor unions are pressing for wage increases, 

most of which probably cannot be afforded at the present 
level of output per man hour. Traditional business arrange- 
ments are preferred and this is responsible for neglect of 
more profitable ones. There is evidence that Japanese firms 
do not really want foreizn capital and that it will be 
tolerated merely as an interim arrangement to be terminated as 
soon as possible. Manazement is lax in many instances, with 
inadequate utilization of modern cost-accounting techniques. 
There is a tendency to look to the government for protection, 
a predilection for government subsidies, and a widespread. 
addition to price-fixing, arranx,ements. 


Since the end of the occupation legislation has been in- 
troduced that is disturbin, to us. For example, proposed 
lecislation modifying the anti-monopoly law would make likely 
cartelization of iron and steel, chemical and textile indus- 
tries. The draft bud,et portends a return to deficit financ- 
ing anc a departure from sound economics. 


Remedial Measures The most important step that could be 
taken toward a solution of Japan's economic problems would be 
ts accession to the General Agreement on Tariffs and Trade 
so that its exports could enjoy most-favored-nation treatment 

from other countries.. The US has in the past endeavored to 
obtain most-favored-nation commitments for Japan from the 
Contracting Parties and has recently supported her applica- 
tion for accession. Some progress has been made toward 
clearing the way for a decision as to Japan's eventual parti- 
cipation in the Agreement. It is probable that a special 
session of the Contractin;, Parties will be called to decide 
on possible conditions and on the nature and timing of tariff 
ne. otiations preparatory to such accession after governments 
have studied the report of the recent Intersessional Commit- 
tee meeting. (See pave 1, February 17, 1953 issue.) 





{nother important measure which could assist Japan 
would be the conclusion of a treaty of Friendship, Commerce 
and Navigation with the US. Ne,otiations on such a 
treaty are now taking place in Tokyo and we are hopeful 
that they can be concluded without too much delay. 


Such 


DECLASSIFIED FOR PUBLICATION IN FOREIGN 
RELATIONS OF THE UNITED STATES 








SECRET - SECURITY INFORMATION 
2%ea 


Such a treaty would help stimulate private foreign invest- 
ment in Japan. In addition to private investment, it is 
evident that some public financing will be necessary. In 
this connection Japan has made some indications to the 
International Bank that it would like to obtain a loan 
ana the Bank is studying the situation. 


Another aid to Japan would be increased economic 
cooperation between it and other free Asian countries. We 
have encouraged Japanese participation in multilateral 
organizations and proprams dealing with Far Eastern trade 
and financial problems. It is clear that much more remains 
to be done along this line and Embassy Tokyo recommends that 
we do all that is possible to make South and Southeast Asian 
countries understanc the importance of their cooperating 
with Japan. Meanwhile, Japan should be encouraged to 
liquidate its international obligations, particularly 
reparations. 


The US offshore procurement program can also be an 
important aid in restoring Japan's viability. Ir the short- 
term it provides a market for goods and services produced 
by Japan; in the long-term it shou!d allow Japan to activate 
those industries that will provide an industrial base for 
its defense. 


Meanwhile, it is evident that in many respects 
Japanese policies and pzactices do not represent the maximum 
possible effort and that the Japanese must be encouraged to 
take the necessary internal measures. Embassy Tokyo believes 
these actions should include the following: adoption of a 
non-inflationary fiscal policy; tax incentives to promote 
Savings and capital formation; tax penalties on luxury 
spending; credit controls to channei investment into the 
most essential fields; reduction of interest rates; alloca- 
tion of scarce materials; encouragement of foreign invest- 
ment; measures to promote modernization of equipment; 
measures to increase efficiency of management, including 
modern, cost-accounting methods, quality controls, and 
styling of export goods for particular markets; greater 
efforts toward further increases in domestic food production; 
and elimination of waste and inauguration of a general pro- 
gram of austerity. 
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US-UK ECONOMIC This week the British Foreign Secretary and 
TALKS COMMENCE. Chancellor of the Exchequer will visit 
Washington for an informal and exploratory 
exchange of views with US officials on the matters discussed 
at the Commonwealth Conference last December. Following 
those discussions the British will have bilateral talks 
with principal European governments and their proposals will 
be made known to the Organization for European Economic 
Cooperation. — . ‘ 


Background The Commonwealth Conference worked out a 
plan for achieving.a more stable balance of payments position, 
for moving toward convertibility, and for progressive reduc- 
tion of trade restrictions. While a communique was issued 
on th: broad accomplishments of the conference (see page 1, 
January 21, 1953 issue), the details of the plan were kept 
secret until the UK could present and discuss them with 
officials of the new US Administration. When it, became 
known in continental Europe that the UK planned to have 
bilateral discussions with the US prior to taking the matter 
up in the Organization for European Economic Cooperation, 

a number of countries expressed concern. In early February 
the continental delegations to OEEC presented their govern- 
ments' views on this matter and, except for the Scandinavians, 
all indicated dissatisfaction with this procedure and fears 
that the OEEC's trade liberalization program would be set 
back under the UK plan and that the European Payments Plan 
might go out of existence. In reply, the head of the UK - 
delegation: to OEEC circulated a memorandum defending the. . 
procedure of having bilateral talks with the US and minimiz- 
ing the importance of this issue. He reaffirmed Britain's 
firm belief in OEEC and in the-trade liberalization program. 
He said that the UK felt’ the European Payments Union should 
be continued and was willing to examine suggestions for 
improvements but that provisions should be made to permit 

a member to move into a broader system of payments whenever 
that is feasible. | : | 


These British statements helped allay the fears of 
continental countries and they were further reassured when, 
during the trip of the Secretary and Mr. Stassen to Europe, 
the US told OEEC representatives that the US-UK talks would 
be exploratory and that no agreement would be reached. More- 
over, the US extended an invitation for OEEC representatives 


to . 
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to come to Washington for discussions about the third week 
of March, which would allow time for the British to have 
discussions with them following their talks with US 
officials. 


The US-UK talks, which commence the afternoon of 
March 4, will include in addition to the British Foreign 
Secretary and Chancellor, a number of officials from the. 
Foreign Office and the Treasury as well as a representative 
from the Board of Trade. Tne US will be represented by the 
Secretaries of State and Treasury, the Director for Mutual 
Security and Mr. Lewis Douglas, formerly US Ambassador to — 
Great Britain. 
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BELGIUM RELAXES RESTRICTIONS The Belgian Government has 


Dj. AR SHEA issued new regulations, effec- 
| tive February 1, 1953, on imports 
payable in dollars. At the meeting of the GATT Contracting 
Parties last fall Belgium indicated, with reference to earlier 
US and Canadian representations, that it would substantially 
modify the restrictions on dollar imports which had been in 
effect since September 1951 as part of the Belgian program to 
increase its purchases from other European countries in order 
to decrease its surplus position in the European Payments 
Union. Embassy Brussels reports that the new regulations 
appear to represent a substantial easing of the restrictions 

on dollar imports, but further analysis will be required in 
order to determine the extent of the actuai effect of the new 
policy on imports from the US. The regulations still result 

in greater restrictions on imports from the dollar area than 

on imports from other areas. : 


The new regulations increase greatly the list of products 
which can be imported from the dollar areas without prior 
approval of exchange authorities. Moreover, certain products, 
the importation of which is still subject to review by the 
licensing authorities, will benefit from special quotas. 
Established importers of these products will now be allowed 
a monthly quota amounting to 100% of the value of the monthly 
average of their imports in the first half of 1951 as compared 
with the 33% in effect ‘since September 1951. 


* * * 
WORK 
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WORK OF RESTRICTIVE BUSINESS With the completion of the 
FRACTICsS COMMITTEE CONCLUDED work of the ECOSOC ad hoc 
Committee on Restrictive 
Business Practices, which met at UN headquarters in New 
York from January 12 through February 21, the way is 
prepared for consideration by governments of a2 proposed 
international agreement on restrictive business practices. 
Its report, to be distributed to governments and made public 
at the end of March, will be considered by the Economic and 
Social Council at its 16th session in July. The Committee's 
- recommendations provide for: 1) an undertaking on the part 
of adhering countries to take measures to prevent business 
practices having harmful effects on the expension of pro- 
duction or trade; and 2) machinery to investigate claims of 
injury and to make determinations as to the harmful effect 
of particular practices. 





) The ad hoc Committee was established under the terms 
of the US~sponscred ECOSOC resolution acoptec September. 
1951 which instructed it to submit proposals for an inter- 
national agreement to prevent business practices affecting 
international trade which restrain competition, limit 
access to markets, or foster monspolistic control, when- 
ever such practices have harmful effects on the expansion 
of production or trade, on the economic development of under- 
developed areas, or on the standards of living. 


The Committee has held four sessions and over seventy 
meetings extending over a period of 13 months. While 
officially the Committee's assignment ends with the sub- 
mission of its report to the ECOSOC, several delegations 
have suggested that, following Council consideration of the 
report, the next logical step is to hold a negotiating con- 
ference based on the Committee's recommendations. The draft 
proposals prepared by the Committee are not binding on govern- 
ments and should a negotiating conference be keld, those 
governments represented on the Committee would be free to 
alter their positions on any issue, 


The principal problems 
dealt with at this meeting concerned the internal organi- 
zation of the proposed agency. Verious changes in word- 
ing and meanings affecting the substantive articles were 


discussed 
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discussed but, as agreement had already been reached on 
these, they were minor issues. Most difficult to settle of 
the organizational issues was the entry~into~force require- 
ment. The US favored relatively easy entry~into~force pro~ ; 
visions while most of the others, particularly the European 
members, wanted a large number of countries representing 4 
high percentage of world trade to adhere before the agree- 
ment should come into effect. The compromise agreed upon 
calls for a minimum of 20 countries and 65% of world trade 
to be represented, with governments given the right, should 
they wish, to make their acceptance conditional upon the 
adherence of the six countries accounting each for 3% or 
more of world trade. 


Two other important matters dealt with had to do with 
the composition of the Executive Boerd and whether membership — 
should be limited to countries which have assumed coordinate | 
obligations in the field of trade policy. , 


The Executive Board controversy concerned the weight 
to be given intne selection of its members to the large 
trading nations, This wes resolved by ieaving the details 
as to the tompstsition of tm Board up to the Fepresertative 
Body under general criteria as to degree of innortarce, geo~ 
grapiiccél ~eprtsentetion, ete. Solution of the memvership 
probiem wos dererrec and the comnittee accepted only an 
agreed ststemenc of tne problem for its report. 


An unexpected last-minute crisis developed over a 
Netherlanis proposal to alter Articie 52, cne of the substan- 
tive articles, Article 52 stetes that "No act or ommirs*on 
to art on the part cf the Crganizaticn shall preclude any 
Member from enfurcinz any naticral s*ature or cecres direct- 
ed towards preventing monspoly ov rescraiast of trade", The 
Duteh nro_csed that a second peragrenh be edded to Articles 52 
binei"g menubers uot to "take ary measures that are nct neses- 
Sitatec by practices . . . bearing divectly on their domestic 
markets" without first obtaining perrissicn ef the agency or 
reaciiag an agrecmert on the measures wish the other cou try. 
This suggestion was stronciy championed bw the British dele- 
gation ann endorsed, chourh not wo erthusiastically pv at 


to insist tnat the egreemert contain some such proviso. While 
not mentioned, it seems cbwious that recent anti-trust actions 
of the US were the targets of this move. 


The US 
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The US delegation said that we would be unable to 
accept an agreement which would have the effect of limiting 
the applicability of our anti-trust laws. It pointed out 
that, during the negotiations on the proposed International 
Trade Organization, we had accepted the European concept 
of examining restrictive practices on a case-by-case basis 
with no presumtpion in advance of harmful effect, in return 
for the reservation concerning continued effectiveness of 
national statutes contained in Article 52. Had we not had 
this guarantee, our position all through the ITO negotia-~ 
tions would have been very different. An impasse was avoided, 
for the present at least, by leaving the wording of Article 5e 
unchanged and inserting in the report a statement that the 
Committee recognized the problems which unilateral action 
raised but that most of the Committee felt it would not be 
profitable to carry the matter further at this time. 


Draft Agreements The substantive proposals agreed 
upon are based on Chapter V of the Havana Charter of the 
International Trade Organization. In general they call for 
adhering states to "take appropriate measures" to prevent 
business practices affecting international trade which restrain 
competition, limit access to markets or foster monopolistic 
control whenever such practices have harmful effects on the 
expansion of production or trade. The practices referred 
to inciude’ price-fixing, allocation of markets, discrimination, 
prevention of technological change, and the restrictive use 
of patent rights. Countries which believed themselves injured 
or affected by a particular practice would request an inves- 
tigation of the facts and’a determination as to harmful 
effects, This would be undertaken by a body consisting of 
governmental representatives with a permanent secretariat 
and an advisory service to Pee the sescecary research 
functions. 


Upona finding | of harmful effect being made by the body, 
recommendations for corrective measures would be made by the 
agency to the governments concerned. These governments would 
then be obliged to take’ action or ‘to inform other member govern~ 
ments of its reasons for not taking action. - 


The Committee's report will contain, besides the draft 
proposals and a commentary on them, the’ report prepared by the 
Secretary cf the Committee containing an analysis of information 
on restrictive business practices that affect international 
trade and review of legislation adopted and measures taken by 
member states of the UN in connection with restrictive business 
practices. ne | _ ei , 


KOREAN 
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KOREAN STABILIZATION It is hoped that three recent 
ATTEMPTS INTRODUCED moves by the Republic of Korea, 
the US, and the UN Korean Recon- 
struction Agency will have a stabilizing effect on the 
Korean economy which has been suffering from acute 
inflation. The Korean Government has converted its 
monetary unit from the won to the hwan at the rate of 
100 to 1; the US Government has agreed to pay more 
than $85 million in settlement for all unpaid won 
_ advanced to US Forces prior to February 7, 1953; and 
UNKRA has decided to import $20 million worth of con- 
Sumer goods instead of $14 million. In addition, the 
US will appoint a civilian with adequate authority to 
coordinate the various economic programs in Korea. 


Won Settlement After several months of negotia- 
tions, the US has agreed to pay $85,800,000 to the . 
Republic of Korea in full and final settlement for all 
unpaid won advances made to the US Forces prior to 
February 7, 1953. This payment plus four previous 
payments amounting to $74,190,4++ will bring the total 
to $159,990,4+4 which the US will have paid for won 
provided by the Korean Government. Under the terms 
of the financial agreement of July 28, 1950, the 
Republic of Korea provided won to the US Forces for 
expenditures arising eut of military operations and 
activities in Korea and for sale to personnel of the 
US Forces stationed in Korea. In connection with the 
new agreement, a more realistic military conversion 
rate will be established for dollar payments for 
currency provided by the Republic of Korea subsequent 
to February 7, 1953. 


Two main issues prolonged debt settlement nego- 
tiations. The first involved the amount to be paid 
for past won drawings, with the US maintaining that . 
the won was being overvalued at the rate at which we 
paid into the suspense account. The second involved 
the rate at which we would pay for currency drawn in 
the future. It was agreed that as soon as the price 
level settles down, which will probably be in about 
six weeks, the military conversion rate for payments 
for drawings made since February 7, 1953 will be 


established. 
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established. This will bear the same ratio to the 
Pusan wholesale index as the ratio which existed in 
April 1951 between the military conversion rate and 
the Pusan wholesale price index. Thereafter, every 
three months, the military conversion rate will be 
readjusted on this same basis. 


Currency Conversion Shortly before the won settle- 
ment, in an attenipt to check Korea's runaway inflation, 
President Rhee announced that effective February 16, 
all won currency would be withdrawn from circulation 
and replaced by a new monetary unit to be called hwan, 
at the rate of 100 to 1. The Koreans were given a 
nine-day period in which to deposit all won holdings 
up to 50,000 at designated financial institutions. 

All holdings over that amount are blocked until the 
government decides on final disposition. 


New Imnort Policy In still another attempt to 
check the inflationary situation, the United Nations 
Korean Reconstruction Agency has announced its decision 
to step up sustaining imports and consumer goods from 
the present level of $14 miilion to $20 million, in 
order to obtain local currency for use in the construc- 
tion phases of the program. The imported goods would 
be sold by the Korean Government in an attempt to absorb 
circulating currency, with the proceeds of the sale 
going into the reconstruction fund. Im its report to 
the UN General Assembly, UNKRA pointed out that the 
purpose of the accelerated rate of imports will be to 
increase UNKRA's fund of Korean currency and to make sure 


its reconstruction program will not aggravate the inflation. 


round In the spring of 1951 when fighting in 
Korea had receded northward and stabilized near the 38th 
paraliel, the Korean Covernment began to take measures 
to reduce its budgetary deficit. These were inadequate 
to control. the expansion of currency in circulation 
since there was no sound system of credit control and 


because of the won drawings of the UN Forces. The problem 
was compounded by poor organization and ineffective adminis- 


tration and coordination of government offices. Such 

measures as raising the tax rates, higher interest rates 
on bank loans, and more aggressive tax collection methods, 
were slow in starting and and in producing results. An 


attempt 
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attempt was made to impose an over-all ceiling on the expan- 
sion of commercial bank loans, and banks were instructed 

to make aggressive efforts to collect overdue loans and to 
restrict loans for speculative and long-range projects, but 
these efforts met with indifferent success. 


The chief causes of the increase in money supply were 
the won advances to US Forces, unsecured borrowings of the 
Republic of Korea from the Central Bank to provide for war 
needs and to balance the budget, and the lenient loan policy 
of the government banking system. The Korean Government 
placed great emphasis on getting dollar reimbursements for 
the inflationary won advances. In conjunction with the 
Central Relief Committee of the UN, which controlled the dis- 
tribution of aid goods, it was eventually decided to try to 
sell at maximum prices a larger percentage of aid goods in 
an effort to absorb some of the circulating won. However, a 
very small percentage of the aid goods arriving in Korea was 
actually sold, and the credit expansion and won drawings 
continued to increase currency in circulation. The so-called 
black market became an open market and no workable system of 
food rationing and price control was devised to prevent 
hoarding, speculation, and maldistribution. The economic 
agreement signed by the US and Korea last May was designed 
to help the Korean Government bring inflation under control 
and stabilize the economy. (See page 4+, May 26, 1952 issue.) 
Despite the activities of the Combined Economic Board, set up 
under the terms of that agreement, prices continued to rise, 
and inflation became more acute. 


With the introduction of the new measures designed to 
check Korea's inflation, and the increase in imports to be 
purchased with the US dollar settlement and pay-as-you-go 
proceeds in the future, it is hoped that the economy can 
achieve a measure of stability. 





sideration by the US Director 
on the Board of the International Bank of a proposed $14 million 
loan by the Bank to Northern Rhodesia. Proceeds of the loan 
would be re-lent to Rhodesia Railways to help finance the 
Railways' development program for the period 1952-55. It would 
be guaranteed by the Government of the United Kingdon. 


Background 


DECLASSIFIED FOR rUBLICATION IN FOR 
EIG 
RELATIONS OF THE UNITED STATES . 














RESTRICTED - SECURITY INFORMATION 


Background The Rhodesia Railways serve Northern 
Rhodesia, Southern Rhodesia and Bechuanaland, connecting . 
these areas with the port of Beira in Mozambique, with 
South Africa, and with the Belgian Congo. Northern 
Rhodesia depencs on this railway for movement of imports, 
including coal from Southern Rhodesia, and exports, main- 
ly cobalt and copper. Included in the Railways' develop- 
ment program is a new line to connect the Rhodesias with 
the port of Lourenco Marques in Mozambique via Peafuri. 
The Mozambique section of this line will be built by the 
Portuguese and financing for it is being obtained from 
the Eximbank. 





The Rhodesia Railways! three-year development pro- 
gram will cost about $78.4 million. Financing has been 
or will be obtained in London, $14 million has already 
been provided by an ECA counterpart loan made to 
Southern Rhodesia, and about $21 million will be pro- 
vided from locél resources such as government revenues, 
the Railweys' revenues, and borrowings from pension 
funds. The International Bank now proposes to lend 
$14 million toward the $78.4 million total. 


- Under terms of the proposed loan, the Bank will dis- 
burse dollars for the_purchase of locomotives, rolling 
stock, rails and sleepers, which will be imported mainly 
from the United Kingdom. Governmental development in 
the British dependent overseas territories is now running 
at such a rate as to demand the provision by the UK of 
such large amounts of goods as to make a substantial 
impact on its foreign exchange position. By disbursing 
dollars, the Bank will help to offset this impact, 


As now contemplated, the $14 million loan would 
be made in dollars for a term of apnout 19 years, includ- 
ing a three-year grace period. The interest rate will 
be fixed according to prevailing market conditions at 
the time of the signing. 
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eae URGES DISPOSAL OF US The Reconstruction Finance Corporation 
SYNTHETIC RUBBER PLANTS on March 1 presented to the President 


and Congress a report which declares 
that disposal of US government-owned synthetic rubber plants is 
essential to national security, unless the government is prepared 
to become further committed to the manufacture and sale of synthet- 
ic ruober. The report includes a specific program for disposal of 
the plants to private industry. Before such a program ean be 
carried out, it will be necessary for Congress to pass enabling 
legislation. and then it is estimated at least 15 months will 
elapse before the earliest practicable transfer date. 


Although the Department did not participate in the consulta- 
tions leading to the report, the conclusions of the report are 
consistent with the Department's general views on lifting of con- 
trols when not essential for national security. Furthermore, 
natural rubber producing countries have long agitated for a trans- 
fer of the synthetic plants to private hands in the belief that 
under private ownership synthetic prices would be based on “more 
realistic" costs, and thus not so likely to undercut natural 
rubber in the competitive price market. 


Basis of the Report In the Rubber Act of 1948, Congress 
ruled that the US should maintain a rubber producing industry 
capable of supplying enough synthetic to meet essential civilian, 
military and naval needs of the country in time of emergency. 
Congress further declared in that Act that government ownership 
of production facilities, regulations requiring mandatory use of 
Synthetic and pooling of patents should be ended whenever consist- 
ent with national security. Mandatory consumption controls were 
removed in April 1952. (See page 10, April 21, 1952 issue.) In 
taking up the question of whether disposal at this time would 
be consistent with national security, the RFC considers what 
methods of disposal are appropriate to assure "the development 
within the US of a free competitive rubber industry" as provided 
in the Rubber Act. 


Policy and Proposed Program The ready availatility of 
synthetic rubber is vital to our national security. With this 
as its premise, the RFC takes the position that disposal of 
facilities must be contingent on the assurance that in private 
hands, those facilities will be maintained as an active and 
readily expandible industry. Such assurance depends upon the 
ability of synthetic to survive in competition with the natural 
product. The RFC is convinced that in the light of present condi- 
tions and those likely to prevail in the future, privately produced 


synthetic 
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Synthetic can be fully competitive with natural, both technologi- 
cally and in terms of price. Moreover, it is expected that 
future world requirements for new rubber will so greatly exceed 
the available supply of both natural and synthetic as to require 
the construction of new synthetic rubber facilities to satisfy 
the demand. The RFC points out that so long as the government 
owns present facilities, it is unlikely that privete enterprise 
will want to expand in that field. This fact, in the opinion of 
the RFC, not oniy permits disposal but compels it, unless the 
government is prepared to extend its activities in making and 
Selling rubber. 


In transferring facilities to private ownership, the RFC 
believes that the disposal agency must create an industry pattern 
that will permit the free operation of competitive prices. It 
is admitted that disposal will tend to result in integration, 
because of the tremendous capital outlays necessary to buy the 
plants, and because of the economic and technological characteris- 
tics of synthetic rubber facilities. Wany of them are dependent 
for efficient operation upon adjacent faciiities which were never 
part of the government program. From these factors, two dominant 
problems arise: to essure diffusion of capacity among a number 
of purchasers; and to develop for rubber fabricators generally 
a real competitive source of synthetic supply. Thus, though it 
is hoped and expected that the government will get a fair price 
for the properties, it would not always be appropriate to sell 
to the highest bidder if that resulted in over-concentration. 
Accordingiy, the RFC plan provides for discussion between the 
disposal agency, the Aitorney General and the "ederal Trade 
Commission before entering into sales contracts. The proposed 
program also provides that no sales shall be final until Congress 
shall have had an onovortunity to examine the program as a whole. 
If Congress does not approve the sales, negotiations should be 
terminated and the unsoid plants placed in standby for a year. 


The RFC proposes that the facilities be sold outright, and 
in order to widen the market, it proposes that 80% of the sales 
price may be secured by a ten year mortgage. 


To ease the market tightness that may accompany transfer, 
it is recommended that the government, prior to transfer, should 
schedule production in order to make available a maximum supply 
of rubber and its components for the foreseeable future. This 
stock would be made available to plant purchasers on a pro-rated 
basis priced to conform with government policy prior to disposal. 
Research of direct commercial interest would devolve upon the 
new plant owners. Other research now conducted by the Government 
would be continued for one year after which Congress would re- 
examine the whole question of future research. 


The 
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The RFC adds that contracts of sale should require that 
facilities be maintained in such physical condition as would 
assure their prompt availability for rubber production in case 
of a national emergency, a procedure that is common practice. 


eames eo 


synthetic rubber program were built by the joint effort of the 
government and private industry. Financing was proviced exclu- 
Sively by the government which also furnished supervision, plan- 
ning, coordination and control. Design and construction of the 
individual plants were assigned to severel rubber, petroleum 

and chemical companies who have for the mcst part continued to 
operate them for the government's account on a fee basis. First 
production appeared in early 1943, with modest output in 1944. 
However, by May 1945, producticn reached an annual rate of almost 
a rillion long tons. after World War II consumption and produc- 
tion of synthetic declined, but consumption started to increase 
again in 1949, end after Korea demand rose sharply. During most 
of this time, rusber consumption was strictly controlled, but in 
April 1952, all centrols provicing for mandutory consumption of 
synthetic were removed, and since then rubber cemsumers have 
been free to choose between synthetic and natural. 


On all prior occasions when plant disposal has been under 
consideration by the Executive ana the Consress or even by indus- 
try itself, the principal obstacle to disposal has been lack of 
assurance that a privately owned synthetic rubber industry could 
survive in competition with natural. If privete industry should 
fail after acquiring the plants, the loss to nationel security 
would be grave. in Januery 1950 when the President asked for 
powers to ensure the continued operation of synthetic facilities 
by administering certain controls, and requested legislation 
authorizing eventual disposal, tne Congress preferied not to 
enact disposal legislation so long as such controls were necessary. 
This attitude carried through to 1952 when Congress extended the 
Rubber Act of 1948, and said that it would not enact disposal 
legislation until it was snre tne synthetic industry could stand 
on its own feet. The competitive position of synthetic has been 
improving over tne last two years, until today the RFC is con- 
vinced that it has gained a firm position compared to naturel 
rubber both qualitatively and in terms of price. The price factor 
is more difficult to forecast, but the supply-demand picture is 
such that the RI'C sees continued demand even if the selling price 
of synthetic should turn out to be higher than nstural. Actually, 
so long as natural enc synthetic remain largely interchangeable 
in use, it is believed that the two materials will find a market 
at generally competitive prices. 


* » * 
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US AND UK CONCLUDE The three-aay economic and financial 
ECONOMIC DISCUSSIONS talks in Washington between US and UK 

representatives ended March 7 with issuance 
of a communique which emphasized that the discussions were ex- 
ploratory and that no commitments had been entered into. The 
talks followed the pattern that had been anticipated; the UK 
expiained the suggestions which emerged from the Commonwealth 
Conference last December for measures aimed at achieving a more 
stabie balance of payments position, for moving toward converti- 
bility, and for progressive reduction of trace restrictions; 
the US listened and indicated willingness to study the sugges- 
tions and possibly alternative proposals and to have further 
aiscussions with the UK and with the other governments and 
international organizations concerned. 














Certain conclusions energed, including full agreement that 
the solution of the economic problems of the free world is vital 
to its security and well being. It was agreed that the essential 
elements of a workabie anu productive economic system within the 
free world should include: 1) sound internal volicies; 2) freer 
traae and currencies, with the ultimate objective being ccnverti- 
bility of steriing ana other currencies anc the removal of pay- 
rents and trade restrictions; 3) sound development of the re-- 
sources of the free world, including creation of conditions 
both by creditor and debtor rt A to encourage the flow of 
investment for this purnose; anc 4+) the constructive use of 
existing international institutions to promote these policies. 
The communique stated that the two governments believe there is 
reason to hove for continued progress toward better balanced, 
growing world trade and toward the restoration of a multilateral 
system of trade and payments. The nature and scope of the 
measures which may be taken to further such progress and the 
timing of such measures will require further study. 


It is expected that the UK will make a report on the 
Commonwealth proposals, particularly as they might affect the 
European Payments Union, at the Ministerial Council meeting cf 
the Organization for European Economic Cooperation which is 
scheduled for March 23 and 24. At that meeting the question 
will arise of the extension of the European Payments Usion beyond 
June 30. Several continental countries have feared that the 
Commonwealth proposals, if accepted, would mean termination of 
the Payments Union or that the UK would leave the Union. The 
Managing Board has prepared a report for consideration of the 
Ministerial Council which concludes that the EPU can contribute 
to progress toward convertibility and should be continued and 
improvea for this purpose. Following the Council meeting, proba- 
biy Avril 10, an OEEC delegation will come to Washington to dis- 
cuss the future program of the OEEC and the EPU. 


* * * 
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NEW US TRADE AND TARIFF POLICY Last week the bipartisan 
RECOMMENDED BY ADVISORY BOARD Public Advisory Board for 

Mutual Security, consisting 
of twelve representatives of business, agriculture, labor 
and the public at large, submitted to President Eisenhower 
and published its report pointing to the urgent need for a 
new US trade and tariff policy. The report, entitled "A 
Trade and Tariff Policy in the National Interest", warns 
that. "if this country does not soon take measures to 
facilitate an increase in imports, US exports will decline 
and American industry and agriculture will be seriously 
affected". Moreover, certain US trade policies are found 
by the Board to be in conflict with US foreign policy, 
thereby weakening American leadership and threatening the 
strength of the free worlc. 





The President has incicated that he will refer to the 
various departments of the government for consideration 
the report.which makes ten svecific recommendations for the 
establishment of a new US policy to encourage an increase 
in imports to help restore baiance in dollar payments. One 
of the basic recommendations of the Board is that it is 
necessary that the US have a trade and tariff policy in the 
national interest, not one designed mereiy to protect small 
groups of domestic producers from competition from abroad. 


Recommendations The Board made the following recommenda- 
tions for a new trade volicy: 1) Decisions on trade policy 
should be based on national interest, rather than the interest 
of particular industries and groups and, in case of hardship 
to an industry, the industry should be helped to make adjust- 
ments by means other than excluding imports. 2) A new 
Simplified tariff act should be adopted providing for 
general reduction of duties and eliminating present uncertain- 


‘ties in classification. 3) The President should be author- 


ized to enter into reciprocal trade agreements without limit 
of time and with limited power to reduce tariffs. 4%) As 

an interim megsure, customs procedures should be simplified 
along the lines of the bill passed by the House of Representa- 
tives in 1951 and a commission should be created to study 
and provese further measures. 5) Tariffs should be reduced 
and quotas liberalized on agricultural procucts to allow the 
freer import of goods not produced in this country in suffi- 
cient quantity at world prices and there should be repeal of 
Section 104 of the Defense Production Act restricting imports 
of certain dairy products. 6) Tariffs should be reduced and 
in some cases eliminated on metals and minerals of which 
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imports are a major part of US supplies and, where necessary 
for defense reascns, domestic production should be encouraged 
throveh special purchases or contracts rather than through 
tariffs. 7) Import excise toxes now applying to petroleum 
products snoule be aropped; if imperts reach a ievel where 
they impece domestic exploration and deveiopmernt, other 
measures should be taken to assure a domestic industry ade- 
“guate to defense needs. 8) Shipping vreference, vy which 
50% of the cargo on aid and loan shipments is reserved to 
domestic carriers, Snoula not be appiiea to countries that 
let Arerican shippers compese cn a fair basis. 9) The pro- 
curement policies of the government, such es those provided 
for in the Buy Amsrican Act, which raise the cost of goods 
bougnt by the government should be reconsidered in the light 
of the principles and ovjectives of a foreign trade policy 
in the national interest. 10) Congress sicula take the 
necessary steps to enabie tne US to join in establishing an 
international. crganization to promote the objectives of the 
General Agreemout on Tariffs and Tvace and active participa- 
tion should be continued in otner international organizations 
to promote fair exchange and ltair labor practices and the 
flow of investment capital. 


Trade 3nd Payments Problem Since the end of World 
War Ii, t trade hos increased until US exports now consti- 
tute nearly 20% and imports about 15% of the total trade of 
the free world. ‘The rest of the free world has also become 
more depenient on the US for essential imports and for 
markets for its expurts. The Board points out tnat the US 
stake in world trade is large. in 1951, US agricultural 
exports were $4 pillion, or nearly one-eighth cf total cash 
farm receipts, and exports cf manufacturers amounted to over 
$10 billion. About 60% of total imports of $11 billion in 
1951 consisted of cruce, semi-manufactured and manufactured 
meteriais for use in industry: about 30% consisted of crude 
and manufactured foodstuffs; and only about 10% consisted 
of finished manufacturei goods for consumption. 








However, the growth in US exnorts and imports has 
been unequal and, as a result, most other countries have 
been unable to pay their way. From 1946 to 1952. the deficit 
of the rest of the world with the US was about $34 billion. 
About $4 billion of this deficit was met by the use of gold 
and dollar reserves; over $30 billion was met by US aid. 
While the deficit has been reduced--§3.9 billion for 195l-- 
it is still so large as to pose tne problem of whether the 
US shouic ‘pt a decline in foreign sales or attempt to 
maintain «w.cse sales by taking more goods from abroad in 


payment. 
One 
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One reason for the persistence of Europe's dollar 
problem is the rise in the prices of foodstuffs and raw 
materials imports relative to the prices of manufectured 
goods. Another reason is that Europe, as well as other 
regions, has become more dependent on the US for essential 
Supplies previously obtained from Eastern Europe. Before 
the war, Eastern Evrope was an important supplier cf coal, 
timber, wheat and other grains, meat and sugar. Except for 
coal, there has been a large reduction in the exports of 
these goods from Eastern Europe to Western Europe. Western 
Europe's traae with the satellite countries has declined 
because of the forced industrialization and collectiviza- 
tion of agricuitere ana the shift of production to meet the 
needs of the Soviet economy. Security trade controls imposed 
by the free world have been less important in reducing the 
over-all volume of East-West trade. 


The Board believes that impcrts by themselves cannot 

be expanded sufficiently within the foreseeeble future ito 
close the entire dollar gap. It suggests, however, that 
prompt enactment of its recommendations would enable foreign 
countries to expand their sales to us by $700 million to $1 
billion annualiy within three to five vears. The repert. 
suggests the follcwing three-fold program by other countries 
and the US would be helpful in solving the free world's dollar 
problem. First, Europe should produce the goocs that are in 
denand in world markets, offer them for prompt delivery at 
competitive prices, ana keep its export industries producing 
efficiently and responding to the needs cf worid trade. 

This would necessitate the elimination of inflation still 
found in some European. countries. Seconc, the underdeveloped 
regions should adopt balanced development programs. More 
foreign capital will be needed if such a policy of balanced 
development without inflation is to be consistent with the 
underlying objective of steady economic progress, greater 
economic diversification and opportunities for more efficient 
production. The elimination of inflation in Europe and better 
balanced development of other regions will make possible a 
lerger volume of trade between the industrial countries of 
Europe and the raw materials producing countries of other 
regions.. Third, it will still be necessary for Europe and 

the underdeveloped regions to pay for the dollar imports 

they require through larger exports to the US and from 
American investment abroad. A constructive solution to the 
payments problem requires that US barriers to trade be reduced, 
Supplemented by American investment abroad. 
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Modification of Tariffs Suggested Among the factors 
which have limited imports into the US are the level of 
tariff rates, the complexity of the US tariff structure, 
the cumbersome customs procedure ano import orvtas, varticu- 
larly on agricniturai vrocucts. The Board does not believe 
that compietely free trade is feasible in the immediate 
future. Its proposal for consolidating, simnlifying and 
reducing tariffs is suggested as a practicai means of 
achieving trade policy objectives. The Board fzels that 
the most practical way to accouplish tariff revision at 
this time womla be for Conzress to enact a "Tariff Sinpli- 
fication, Cousolidation and Reduction Act," authorizing 
the rresizdent, with the advice cf a special commission and 
in accordance with certain carefully prescribed limitations 
and standar2s specified in the act, to proclaim such modifi- 
cations of existing auties and other imrort restrictions 
as are required or appropriate to carry out the objectives 
and policies laid down in the act. When this revision and 
consolidation had been compieted, the new law would super- 
sece the amended Tariff Act of 1930 and other related 
legisiation. All of the present legisiation concerning 
tariffs, import taxes, quotas and other limitations on 
imports snould be made a part of the new act. Instead of 
the present 15 dutiable schedules, witn 519 peragraphs and 
thousanis of rates, the new tariff act wouid provide fcr 
seven basic schedules and skould result in e very sizeable 
reduction in the number of rates. There woulc be four 
main divisions or lists--the Free List, the Specific List, 
the Ad Vaiorem List and the Extraordcinery List. ‘The Free 
List wouid consist cf articles now free of duty and those 
articles added to it dy the President acting under Congres- 
Sional authorizasion. The Specific List would be msde up 
of basic agricultural anc mineral commodities for which a 
specific duty is now imposed on the Lasis of gross or fine 
content by weight or voiume; during revision the President 
should be authorized to make reductions in retes up to a 
maximum of one-+ha..f when he finds such reduction is neces- 
sary fcr defense cr in the interest of the national economy. 
The A& Valorem List wouid be comprised of ail dutiabile 
articles excspt those on the Specific or Extraordinary List. 
This list wouid consist of four schedules of commodities 
bearing duties of 10%, 20%, 30% or 40%. The principal task 
of the simplification, consclidation and reduction of tariffs 
would be the placing of articles in their aporopriate schedule 
of this list. The Extraordinary List would include all 
articles for which quotas or tariff~quotas are now or may 
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be imposed, and all articles for which a duty other than 
10%, 20%, 30% or 40% is found necessary because of defense 
needs or because imports threaten serious injury to the 
national economy. 


The Board recommends continuation of the reciprocal 
trade agreements program, with authorization to the President 
to entei into trade agreements without limit of time and 
witn power to reduce tariffs, within svecified limits, in 
return for reductions in tariifs cr restrictions by other 
countries. 


Adjustment to Incr2esed Imports The report, in arguing 
for a foreign trade policy in the interest of the nation as 
a whole, points out that the Escane Clause and Peril Point 
provisions of the Reciprocal Trade Agreements Act are con- 
cernea exclusively with the interest of domestic producers 
faced wish threat of competition from imports. "There is 
nothinz to indicate that consumers have a right to buy 
the goods they prefer whether domestic or imported. There 
is nothing in the law to indicate that American business, 
agriculture ana labor nuve a right to export the goods 
they produce and that a penalty on imports is a penalty 
on exports. ‘Tnere is nothing in the law to inditate that 
a higher level of trade and better balance in international 
payments and the effect of trade of foreign relations are 
relevant matters for consideration in determining whether 
imports are to come into the Us." 





The report recognizes that an increase in manufactur- 
ing imvorts might displace the output of €0,000 to 90,000 
workers, or less than one out of 1,000 workers, and well 
under normal displacement occuring from a variety of other 
factors. I% pcints out that actual displacement might well 
be less than half this figure because many industries would 
convert to other products. 


It is recommended thet the Federal Government help 
with the reconversion problem. retraining workers and 
furnishing lcnger-than-ordinary unemployment insurance 
benefits. Consideration should also be given to loans to 
industries for adjustment purposes. While there are 
problems in reconciling a liberal trade policy with the 
objectives of domestic agricuitural programs, ways should 
be found to accomplish the latter objective without 
prejudicing the former. 


* * * 
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px PANS ION OF COMMERCIAL The negotiation of commercial 
EATY PROGRAM PLANNED treaties of the type concluded 

} ' Since World War II should, the 
Department feels, be considered en important part of 
current attempts to stimulate the flow of private invest- 
ment abroad. We propose to take more initiative in focus- 
ing the attention of foreign governments upon the mutual 
advantages inherent in treaties of friendship, commerce 
and navigation and desire to associate TCA and MSA missions 
more closely with this effort. 


Background The Mutual Security Act of 1952 states 
in Section 516 (d) that the Department of State, in co- 
operation with other agencies of the government concerned 
with investment abroad, shall accelerate a program of 
negotiating treaties of commerce and trade, or other 
temporary arrangements, including provisions to encourage 
and facilitate the flow of private investment to countries 
participating in programs under the Mutual Security Progran. 


In addition to this legislative responsibility, the 
American business community attaches great importance to 
treaties in which the foreign government concerned sets 
forth the circumstances or conditions affecting foreign 
private investment and gives assurances relative to the 
treatment it will accora to foreign-owned enterprises. 
Unless reasonable assurances of fair treatment, in treaty 
form or otherwise, are availeble, US investors are reluctant 
to assume the greater risks usually considered to attach 
to overseas investment. The conclusion of a treaty of 
friendship, commerce and navigation does not necessarily 
mean that there will be a marked increase in American 
capital investment in the treaty country; however, the 
willingness of a country to enter into treaty commitments 
does reflect a responsibie attitude toward private invest- 
ment, ana the treaty itself is a formal expression of 
policy which ean be the basis of confidence and the growth 
of sound business relationships. : 


Present Plans While the Department does not wish to 
relate treaty negotiations directly to economic or technical 
assistance prugrams, it wants to relate the objectives of 
commercial treaties more directly to the objectives of 
assistance programs. Both are aimed at the economic 
growth of the area concerned, and the treaty can make an 
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important contribution in the total effort to mobilize 
all resources for.economic development purposes. US 
grant -and loan assistance is predicated on the assump- 
tion that countries receiving such assistance are tak- 
ing effective measures to tap all possible resources, 
including those of private foreign investment. 


A treaty of friendship, commerce and navigation 
is only one of the many possibie measures whereby a 
country can demonstrate its attitudes ana policies 
toward foreign investment. But the treaty provisions 
have achieved a certain degree of acceptance and show 
the nature of the assurances considered important by 
the US as a capital exporting country and by those 
private American investors who are potential foreign 
investors. As a result, treaty negotiations provide 
a useful means of focusing attention on many of the 
problems in the investment field. 


It is anticipated that Congress will, in the next 
few months, examine the various proposals, including 
possible tax incentives, to give considerable impetus 
to American private investment abroad. If legislation 
is enacted containing substantial inducements to private 
investment abroad, the country with a satisfactory 
commercial treaty with the US will be in a favored 
position to attract such investment. On the assumption 
that it may eventualiy become even more in the self- 
interest of countries which seek the participation of 
American capital in their economic development to con- 
clude an FCN treaty with the US, it appears realistic 
to start such planning now, particularly with the under- 
developed countries. Therefore, the diplomatic missions, 
in conjunction with TCA and MSA missions in countries 
where treaties are not under negctiation or where 
negotiations have bogged down, have been asked to 
appraise the situation and informally discuss the 
subject with appropriate foreign government officials 
and prominent citizens. 
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GERM*N PREWAR AND POSTAR The Department is now proceecin, 
Dist S=TTLEMENT CONCLUDED with necessary arrangements for 

the submission to the Senate for 
advice and consent to ratification of the series of inter- 
related agreements signed by the US with Germany February 27 
for settlement of German prewer debts and German obligations 
for postwar economic aid. These a,reements, @s well as 
those sijned with Germany by the UK anc France for settle- 
ment of their claims for postwar economic assistance extend- 
ed to Germany, represent the conclusion of long ne,otiations 
which provide for the orderly liguidation over 2 period of 
yeers of these German obligations. The amount of the prewar 
debt including accrued interest, as adjusted by the settle- 
ment, is approximately 41.7 billion, of which $5388 million 
is owed to US nationals. Allied claims for postwar economic 
aid of epproximately $3.3 billion have been funded at $1.6 
billion; of this amcunt $1.2 billion is payable to the US. 
The total payments represent a burden to Germany of about 
$132 million a year during the first five years after the 
entry into force of the a.reement, rising thereafter to 
about S175 million annually. 








The intergovernmental a.,reement on ©: man external debts 
was Sioned on behalf of the US, UK, France and Germany and 
fifteen other creditor countries. It is anticipated that 
many other creditor countries will later accece to the agree- 
ment. It will come into force when ratified or approved by 
the US, UK, France and Germany. The a,reements on postwar 
debts will not come into effect until the inter,zovernmental 
a.reement on prewar debts has been ratified. ‘Submission of 
the asreements to the US Senate will take place as soon as 
possible and German Parliamentary approval of the external 
debt agreement will also be necessary. Whether similar 
action will be taken by the other creditor ,overnments de- 
pencs upon their constitutional requirements. It will be to 
the acdvantase of the US and its creditor interests, which 
have already signified satisfaction with the settlement ar- 
ranjement, to have the a.reements come into force as soon as 
possible. Prompt action is also desirable from the point of 
view of the German economy and the restoration of German 
credit in world markets. 


At 
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At the same time as the cebt settlement agreements were 
Signed, an agreement was concluded with the Federal Republic 
for the establishment of procedures in the US for the vali- 
dation of German bonds of dollar issue in accordance with 
the Law for the Validation of Foreign Currency Securities 
recently enacted by the German Parliament. It is also 
planned to conclude a further agreement with the Federal 
Republic to ,ive legal effect to the validation procedure in 
this country by preventin, holderc of bonds that have not 
been duly validated from resorting to US courts for the pur- 
pose of enforcing their rights under such bonds. It is 
hopea that the latter a reement will be completed in time 
for suomission to the Senéte together with tne debt settle- 
ment a.reements. 


Asreements with the US Four a,reements were signed 
with Germany on behalf of the US covering payments to the US 
and its nationals which total approximately $1.75 billion, 
payable on an annual basis of $56 million for a2 period of 
five years and rising to $90 million thereafter. Three of 
these will be submitted to the Senate for approval. These 
include: 1) the ajreement on German prewar public and 
private debts; 2) an agreement for postwar economic assis- 
tance to Germany; and 3) an a,reement relating to the in- 
debtedness of Germany for awards made by the Mixed Claims 
Commission to US .iationals for losses suffered during the 
first world war and attributable to German action. The 
fourth apreement, which concerns settlement {cr surplus 
property furnished Germany and covering pcyments due of 
$200 million, was entered into under existin. Congressional 
autiiority and does not require further lejisiative action. 
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REPORT ON CARACAS The third extraordinary session of the 
TA-ECOSOC MEETING Inter-American Economic and Social 
o....., + ,, Council of the Organization of American 
States, which was held in Caracas from February: 9:to 22, . 
was markéd by a generally Harmonious ‘spirit.:: Perhaps more 
than in any inter-American ‘conference in recent -years, : 
many Latin American delégations appedred:to desire sincerely 
to make a real contribution to inter-American understanding, 
meanwhile maxing the usual suggestions as to:what the. US 
might do for’them. On only two of the: 33 resolutions. | 
passed was it impossible to reach unanimous agreement, even 
though, many items were controversial. All:the Latin. 
American republics were representéd at this meeting except . 
Guatemala. = cok eo hs ery Eten i ae 7 


Background The IA-ECOSOC was originally founded. in. 
1945, and became part of the Organization of American States 
in 1948. It consists of a representative from each ofthe... 
21 American Republics and has. as-its chief: purpose !'the. 
promotion of. the economic: and social welfare of the American 
nations through effective cooperation for: the better utiliza- 
tion of their national resources, the.development of their | 
agriculture and industry and the raising of the standards... 
of living of their' peoples". The -purpose- of each extra-. 
ordinery meeting is to enable: the -IA-ECOSCC to review. the .. 
work it has accomplished during: the .preceding year:: to . 
examine the plans for future actions; and, in general, to .- 
consider any other topic of common :interest to the member. 
states-that are within jurisdiction of thé Council. The: 
first meeting was in Washington in 1950.(See page 9, - 
April 10, 1950 issue) and the second in Panama in 1951 
(See page 8, September 17; 1951 issue). | 

Latin American Attitude In response to the opening .. 
statement of lir. Cabot, chief US representative, the Latin. 
American delegations set forth their. versions of. what the. 
US should do to assist them. The general tenor of their _ 
remarks indicated that they felt they had been neglected. 
in recent years, but hoped this situation would:not.con-. .. 
tinue, They expressed a desire to expand their exports 
to the US, and asked that the US reauce or eliminate tariffs 
and other restrictions with respect to semi-manufactures | 
and manufactures as well as raw materials. They believe 
that, in general, higher prices should be. paid for their 
products, and asserted that the terms of trade over, the 
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years had become less favorable to raw material producers. 
They maintained that US price controls had operated to 
their disadvantage, and asked for the privilege in the 
future of prior consultation on the imposition of such 
controls. Nearly all delegations insisted that a great 
deal more financial assistance is necessary for them to 
carry out their programs of economic development. 


Private Investment One of the most important resolu- 
tions approved by the conference recommended the encourage- 
ment of foreign investment capital. The original resolu- 
tion was introduced by Colombia, Peru and Panama in order 
to express the favorable attitude of the majority of 
Latin American governments on this issue, as opposed to 
the Uruguayan-Bolivian sponsored resolution on nationaliza- 
tion adopted at the last session of the UN General Assembly. 
(See page 11, January 6, 1953 issue.) The resolution 
adopted at Caracas called upon governments desiring foreign 
investment capital to provide a favorable climate for it. 
Argentina led the opposition to this proposal but succeeded 
only in broadening thé diseussion to "financing economic 
development". The resolution as finally adopted urged 
member governments to: 1) study their fiscal operations, 
especially tax systems, with a view to seeing whether 
modification might be made to encourage the flow of private 
capital; and 2) maintain an investment climate that would 
encourage and stimulate the flow of private investment. 


Terms of Trade The other most important resolution 
passed at the conference concerned terms of trade. This 
resolution requires the Executive Secretary to study the 
terms of trade in inter-American commerce, coordinating 
his work with studies of a similar character in the UN 
Economic and Social Council and in the UN Economic 
Commission for Latin America. It requires the IA-ECOSOC 
to examine the practical possibilities of resolving price 
and demand problems for the most important natural and 
basic products which are exported by American countries 
and of negotiating multilateral inter-American pacts 
in raw materials with the object of preserving a just 
relation between exports and imports; the resolution 
further calls for the Council to establish, if necessary, 
a permanent committee composed of experts representing 
the American countries to make this examination. 


The 
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The US: opposed: this. resolution, pointing out that 
terms of trade data are not conclusive evidence of com- 
parative values and that. prices of goods entering into 
world trade are usually dependent upon the demand and 
supply of many consuming and producing countries and 
must be treated on a global basis. 


Raw Materials Problems . The neions discussion. of - 
emergency raw. materiais problems, of shortages. and sur- 
pluses, and of prices was quite diffuse and -unclear. This 
may have been due to the fact: that most emergency problems 
in ‘these fields have largely disappeared. A number of 
Latin American countries are now more concerned over con-. 
modities in surpius rather than in short supply.- In this 
connection, the US representative made the point that 
multilateral answers to problems of surplus must be... 
sought on global rather than rezional terms if thcy are 
ve Se sought at sli; that tne nesd in such cases is for. 
increased consumziion and tnat consumers mizht well be 
found outside the American continents. The- US invited 
particular countries to indicate what commodities they 
expect to be -in'short supply or in surplus, but no dele-: : 
gates responded except Cuba and the Dominican Republic. 
Both referi=d to: ery a caryens etree of which the. US - 
is fully overs. | | 


Following the submission of eusetdetecterr. seniinie 
by Argentina and Cuba in regard to commodity problems, - 
the US prepared a substitute resolution which was finally 
approved. :This resolution -calls:on the LA-=ECOSOG to 
study carefully suppiy-demand relationships.in. basic. . . 
commodities which are produced and exported by the American 
countries when. shorteges or surpluses arise. :It..further 
requires ‘the Council to take note of any studies on. basic . 
materials which are déveloped by-inter-American organize- 
tions, by governments, other invernational organizations 
such as study groups, by the UN and:by. other -regional - 
organizations. Further, it charges the Technical Secre- 
tariat with ‘the: task of :analyzing comnodities and indus- 
tries which are of basic importance to the American coun- | 
tries when the Council decides there is need for sueh 
studies. Finally, it suggests to the Council that supply- 
demand problems be included in- the are ” the tenth 
inter-American conference. | 


; The. 
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The Bolivian delegate introduced a resolution which ~ 
would have declared all exhaustible or non-renewable re- 
sources of the American continent to be a strategic reserve. 
It concluded that special technical assistance, premium 
prices, industrialization and substantial credits 1." be 
extended to American countries (presumably by the US), in 
order to develop maximum production by mechanized methods 
during peacetime, as well as effective conservation measures. 
The US representative pointed out the diffimities and in- 
consistencies inherent in the resolution. However, since 
it was evident that all the Latin American countries were 
behind such a proposal, the US drafted a substitute resolu- 
tion which calls on the Council to examine the desirability 
and practicability of paying premium prices, and of provid- 
ing special technical cooperation, in order to bring about 
the proper use and conservation of exhaustible natural re- 
sources, giving due consideration to the interests of both 
producing and consuming countries. a 


The Argentine delegate introduced a resolution dealing 
with the International Materials Conference, inter-American 
study groups and the ad hoc Commission on Scarce Materials. 
It called on the american states to push for dissolution 
of the IMC committees when the need for them disappeared, 
with no authority for their reconstitution, and for the 
elimination of the IMC Central Group. The US representa- 
tive was successful in getting an innocuous alternative 
draft approved which recommends to the American states that 
they promote the. dissolution of the IMC commodity committees 
when the circumstances which gave rise to their creation 
have disappeared. It recommends to the inter-American study 
groups that they continue their study of the supply situation 
of the products involved, in order to develop conclusions 
regarding the best defense of the American economies. It 
further recommends to the ad hoc Commission on Scarce 
Materials that it examine the supply aren of commodities 
anc the effects of the INC. | 


The issue of competition from synthetics arose in an 
Argentine proposal which in effect would have put the Council 
on record in opposition to the development of synthetic 
products. The US firmly opposed this move, supported by Peru 
and Colombia. It finally became apparent, however, that a 
majority of the countries wanted some form of resolution on 
synthetics. The US drafted a substitute resolution which was 
approved with minor amendments. It requires the Technical 
Secretariat to: 1) collect existing information on this 


subject; 
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f subject ; 2) study. prea completed. ‘oe aeher’ of the Secretary 
General. of the. UN on the impact of important synthetic 
products on the demand for basic natural products; and 3) 

~  Yreport its.conclusions on. :‘the: Telationship of this problem 
_ to the. economic interests. of the American countries. 


a ‘Egonomic. Development The Conference passed a resolution 
‘a whieh” states that the. “industrialization. of American countries 
is necessary to facilitate their economic development. It 
requires the IA-ECOSGC to send the voseg Commission Report 
to the Latin American Governments for their comments, and 

further requires the Technical Secretariat to prepare a report 
on the influence on Latin American. economies of the policy 
F qescenyaees. Se by the Paley report. Gee page 7 June 30, 1952 
ssue. 


- & second resolution on this subject: ebhie on the American 
states to increase their efforts to expand and diversify their 
primary production and to develop their industries on a 
rational basis,.under the most economic conditions, in such 
a way that remunerative prices and.an increasing income will 
result. It recommends to the American states that they in- 
crease the level of trade among themselves end with -other 
countries; that, so far as circumstances permit, they eliminate 
or gradually reduce barriers to. imports. A third resolution 

dealt with equality of access to technology and technical 
information. . The US representative succeeded in obtaining a 
security modification to this resolution restricting such 
access "in the light of existing commitments and subject to 
the limitations imposed by. the requirements of national 
security and.the common.défense, or by measures undertaken 
in conformity with national legislation." 


Miscellaneous Four of the eleven resolutions on social 
matters were of special significance. One on low-cost housing 
_ recommended the creation of an ad -hoe :Commission to study the 
problem, examination of the general subject ‘at the tenth 
- Inter-American Conference, and convocation of a Pan-American 
Housing and. City Planning Congress. Another resolution pre- 
sented by the US. delegation regarding the extension of basic 
social services in rural areas, was referred to by the President 
of the Session as of outstanding value. ‘Two additional resolu- 
tions on pilot projects for rural development and on the causes 
and effects of rural exodus evoked extensive interest among 
the various delegations, 





* * * 
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US-FRENCH DISCUSSIONS TO French Premier Rene Mayer, Foreign 
INCLUDE ECONOMIC MATTERS Minister Bidault and French Minister~ 

Resident in Indochina, Letourneau, 
are scheduled to visit Washington on March 26 for an exchange 
of views with US officials, Discussions will cover a variety 
of subjects and the items of an economic nature in which the 
French have indicated an interest are: 1) the future of the 
European Payments Union and monetary problems; 2) questions 
arising from the fourth OEEC report, especially the economic 
and financial program of the French Government; and 3) the 
development of economic cooperation between the US, Canada — 
and OEEC countries. 


a The war in Indochina has placed 
a heavy drain on French resources and unless some further relief 
is found, the French fear a worsening of their already serious 
economic position. Under the Pinay Government, which was in 
office from March until December, 1952, France experienced 

a period of price and wage stability, but by December the economy 
had reached a point of apparent stagnation which was attributed 
in some quarters to the Pinay economic policy. The government 
ran. into difficulty when it. could not reconcile the demands made 
on it for reconstruction, rearmament, investment and social 
accomplishment with the sources of revenue available. Pinay was 
pledged not to increase taxes, and was uneble.to intrease the 
government's revenue in other ways in order to close the gap 

" between receipts and expenditures. This, together with other 
factors, caused the fall of the Pinay cabinet on December 23, 


In January of this year Rene Mayer formed a government 
which has, so far, generally followed Pinay's domestic ob- 
jJectives, Mayer's budget, which calls for no new taxes énd 
places somewhat more emphasis on investment than last year, 

rovides for total expenditures the equivalent of approximately 
$10. 9 billion (350 francs equal $1). The. total reveriue antici- 
pated by. the government for 1953 amounts to the equivalent of 
approsimeteiy $8,597,142,000, with $525 million in US aid and 
roughly $1.6 billion in loans to make up the difference. 


Mayer has stated the principal objectives of his adminis- 
tration to be. the stimulation of economic activity in order to 
overcome the "slackening of business expansion". This is to be 
done in part by launching a five-year building program. Mayer 
also considers the encouragement of exports necessary to alleviate 
French balance~of-payments difficulties and to achieve this end 
he plans to extend additional credit facilities and further 


exempt 
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exempt exported goods from certain taxes. It is his intention 

to carry out this program without abandoning the policy of price 
Stability adhered to by Pinay, although it has been pointed out 
that the means he intends to use may be inflationary in effect. 


During the last part of 1952, production in gener2.1 leveled 
off in France, with textiles and mechanical industries weak. 
However, basic industries remained strong, and in this connectior 
it is notable that a report of the Monnet Investment Plan, cover- 
ing a five-year period ending lest year, showed the French 
economy to be producing a sufficient volume of basic materials 
to support a relatively high levél of industrial production. Thr 
steel industry finished 1952 with a record output for France and 
the Saar which was due largely to the recent elimination of the 
coke shortage brought about by increased coa] shipments from the 
Ruhr and Belgium and an expansion in French coking capacity. 


Tr" BT OBC RO Total French. foreign trade 
decreased by 7% in 1952 as compared to 1951. While exports 
covered 75% of imports.as compared to 65% in‘1951, this was 
largely due to the tightening of import controls which were 
necessary because of the continuing trade deficit with all 

major currency areas,. However, last September Frence raised 

the monthly ceiling on imports from eountries which are members 
of the Europeén Payments Union to $130 million from the previous 
ceiling of ‘$125 million. France then renegotiated or extended 
its trade agreements with OEEC countries in accordance with 

this program, making all such agreements expire in March 1953 

so the French will presumably enter into new arrangements based 
on the current, situation,. The French.have been disturbed about 
UK import restrictions. but, seem somewhat reassured as. the British 
have indicated they. will make an.announcement on trade liberali- 
zation at the March 23 OEEC meeting. During the latter part 

of 1°52, French trade with. the Soviet bloc declined in comparison 
with the same period in 1951. 


As to trade with the US, the French blame US tariffs and 
customs procedures for a major part of their difficulty in in- 
creasing expcrts. However, one of the major probiems is the 
fact thet French prices are too high for the goods to compete 
successfully in foreign markets. While the French encourage 
exports by tax exemptions and by permitting exporters to keep a 
small percentage of the hard currencies earned, restoration of 
the French competitive position in the world market would seem 
to require something more. In fact, the OEEC Steering Board 
for Trade is recommending indirectly that the French Government 
take steps to bring its level of costs and prices into line 
with other countries, 


Although 
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Although there was a decrease in the French trade deficit 
during 1952, largely as a result of a reduction in imports, 
short-term capital movements against the franc prevented a cor- 

_ responding improvement in the French balance-of-payments position, 
In early 1952 the payments position was better than in late 
1951, but it showed no improvement throughout the year and by 
the last quarter of 1952 France had completely exhausted its 
EPU quota and was forced to settle its deficits 100% in gold or 
dollars, Thus, toward the close of the year, there was increas~ 
ing pressure on the gald and hard currency reserves of the Bank 
of France and the French stabilization fund, which earlier in 
the year had recovered somewhat from the low point of under 
$600 million of February, 1952. In addition, the payment of | 
more than $50 million to the US and Canada in connection with 
the regular end of the year debt service cut into French 
reserves. A gold payment of more than $70 million was due the 
EPU in January, 1953 on account of the French December deficit 
as well as other short-term dollar obligatatons of considerable 
magnitude falling due in the early months of this year. The 
French indicated that they will not seek special resources to 
settle the $31.3 million due the EPU for their February deficit. 


In view of their serious financial situation, the French 
have been concerned about British Commonwealth plans. for ]imited 
convertibility. While they do not yet know what the British 
propose, they fear this might lead to the termination of the 
European Payments Union, increased intra-steriing area trade 
and financial restrictions and discrimination against Europe. 


US Aid US aid has been advanced’ under the Mutual Security 
Program with a view to enabling France to contribute its full 
share to the North Atlantic Community and to provide leadership 
in the creation of a strong European community. This aid has 
also assisted the French in the struggle in Indochina, Under 
the program the US is making available to France $525 million 
in budget~supporting assistance from fiscal year 1953 funds, 

Of this amount, approximately $270 million would be made avaii- 
able as defense support aid and approximately $255 million in 
budget~-supporting offshore procurement, Estimates of French 
needs for aid in fiscal 1954 are under study as is the. whole 
foreign aid program. In the Washington talks, Mayer is expected 
to raise the aid question in connection with the discussion of 
the global French military effort. 


aM _* * 
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Polish Coal Trade Poland's interest in east-west 

ana her use of. coal as e bargaining weapon must be 
mined in the context of the Soviet desire. through 

ade with the non-Communist world, .to obtain needed - 
imports of goods reguired for industrial development. 

lish coal has served as oné of the Soviet bioc's most 
effective bargaining weapons. In 1948 Polish exports to 

he West amounted to almost 13 million tons.’ Annuel. exports 
to the West have declined since 1948, totaling less than 

10 million tons annually in-1950‘and 1951, end this decline 
was accelerated in 1952. Poland's current commitments to 
export coal to the West are considerably below those in- 
cluded in its 1951-52 trade agreements, which in turn 

were about 20% less.than in the 1950-51 saenenente. In 
large part, this reduction stems from the failure of 
negotiations during the fall of 1952 with Sweden, Denmark, 
Austria and Italy, four of the six large importers of 
Polish ccal in 1951. Current coal movements between 

Poland and these countries have been placed on a temvorary 
basis with short-term extensions of earlier annual agree- 
ments filling the interval until more permanent settlements 
are reached. Poland's coal commitments were also reduced 
in the letest agreement with France. It now appears likely 
that in most cases, 1952 agreements with important buyers 
if successfully concluded will contain smaller coal quotas 
than preceding agreements. 
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Factors Affecting Polish Coal Trade Reports of 


Western negotiations with Poland for trade agreement 
commitments and contracts indicate that the lower level 
of Polish coal exports is due more to Western unwilling- 
ness to make concessions to the high prices and strategic 
goods demanded by the Poles in return for coal, than to 
an absolute reduction in Polish coal availabilities, 

In return for coal, Poland consistently demanded prices 
which followed with some lag the movements in the landed 
prices for US coal of higher quality. The availability 
of US coal for export increased Western unwillingness to 
accept these prices. Considerably higher quantities of 
the US product were imported in 1951. (On the other 
hand, Polish coal prices in Scandinavis have declined 
considerably from the 1951 peak. ) 


In 1951, trade negotiations, Polish demands for . 
strategic commodities were met with increased Western 
resistance due to the tightening of multilateral controls 
over strategic ye phan In 1952, trade negotiations 
were similarly luenced by the existence of the Battle . 
Act. Other factors strengthening the position of Western 
buyers were the unexpected low demand in Western Europe 
as a result of the mild winter of 1951, a somewhat lower 
level of industrial output than was anticipated, and 
increased Western European coal production. 


Some observers have attributed the relative decline | 
in Polish exports to the West directly to Polish initia- 
tive due to internal coal shortages. However, in dis- 
cussing shortages ‘in the context of the planned economies 
of the Soviet bloc operating under a forced industrializa- 
tion program, it must be noted that virtually every 
commodity is, in a sense, in short supply as compared 
with conditions in the relatively free market economies 
of the West. It is a question of relative scarcities 
and the relative importance in the eyes of the economic 
planners cf one type of product which must be sacrificed 
to obtain another product. 


Some estimates are available which set planned 
Polish coal production at 86 million tons, and actual 
output at 84.5 million. showing a deficit of 1.5 million 
tons. Furthermore, there are some reports of Polish 


power 
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power restrictions and other implications of production 
difficulties and shortages. Although there are too 

many unknowns to accurately assess the entire Soviet 
bloc supply situation, there are indications that the 
bloc situation may have been further tightened by de- 
creases in the rate of fulfillment of Soviet and Czecho- 
slovak plan production. 


The above figures indicate that both the reported 
shortfall in Polish production and the decline in deliv- 
eries to the West are relatively small in relation to 
total Polish production. With respect to the Soviet 
bloc as a whole, available evidence does not indicate 
internal shortages of such magnitude as directly to 
cause the reported reduction in the Polish export allo- 
cation of almost three million tons. A tight situation 
insofar as it may exist in Poland and in the bloc as a 
whole might indirectly affect the level of exports by 
negating any Polish inclination to lower its prices 
or soften its demands at this time, in order to increase 
coal sales to the West. 


Other Aspects of Polish Coal Trade One factor 
which has given Poland an advantage in bargaining is 


the emergence of Polish clearing deficits with its 
major trading partners during 1952 due to lagging 
Western coal purchases and Polish failure to deliver 
on commitments. Poland can expect to pay these debts 
only by again increasing coal exports or by a curtail- 
ment of imports. The latter solution, however, is 
favored by neither party in most cases. The clearing 
debts therefore serve as an incentive to Poland's 
creditors to resume trade as a means of obtaining payment. 


The low quality of Polish coal shipments to the West 
shoulc also be noted. Last fall, the low quality of 
Polish deliveries led to demands for compensation on the 
part of Sweden, Denmark and Norway. A delegation from 
the three countries made their demands in Warsaw but 
received no explanations or promises. Deliveries of 
poor quality coal may possibly have been a form of Polish 
retaliation for the concerted efforts of these countries 
which resulted in substantial cuts in Polish coal prices. 
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COMMERCIAL TREATY WITH JAPAN ‘Extensive bbdisibintanis which 
EXPECTED TO BE SIGNED SHORTLY ' “have been under way at Tokyo 

for the past 18 months, look- 
ing toward the conclusion of a treaty of friendship, com- 
merce and navigation (FCN) appear to have resulted in agree- 
ment on a text. Our Embassy ind.<cates that the document . 
should be finalized very shortly and that the Japanese 
Government ‘hopes it will be ready for Signature early in 
April. Accordingly, a full power authorizing Ambassador 
Murphy to proceed with Signature is being prepared. 


~The basis for the negotiations of this treaty was laid 
in Article XII of the Treaty of Peace, which provided on a 
temporary and very general basis for the regulation of the 
subject matters covered by a FCN treaty, pending the negotia- 
tion :of appropriate bilateral arrangements. It is the first 
such treaty to be entered into by Japan since the war; and 
the Japanese Government apparently regards it as a model for 
use in its negotiations with ‘other countries. Upon its coming 
into force, the FCN treaty will replace Article XII insofar 
as relations between the US and Japan are concerned, with 
reference to parallel subject matter, and will place these 
relations on an entirely mutual basis... If the treaty is 
* gigried’ in the near future as anticipated, it can probably 
be submitted to the Senate in time for consideration along 
with the five other commercial treaties, signed in 195], 
which’are already before the Foreign Relations Committee. 
These treaties with Colombia, Denmark, Ethiopia, Greece and 
Israel were under study by the Committee last year, but were 
held over because of an unresoived controversy concerning 
provisions on the practice of the professions, 


New Provisions The treaty with Japan is based essen- 
tially uion the Department's current standard draft and is 
quite Similar to those signed with other countries in the 
récent past (e.g., Israel and Denmark). It contains, however, 
a few new provisiors not found in any other treaty heretofore 
concluded and which we consider advances. A provision has 
been included assuring that established or to-be-established 
enterprises in certain reserved fields (the so-called sensi- 
tive activities such as deposit banking and radio-communicetion) 
will be accorded full national treatment, although there is 
no national treatment commitment as to permitting initial 
establishment. Heretofore, the reserved activities have 
been mainly under the most-favored-nation rule. The new 


provision 
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provision represents an effort to improve on this situation 
as much as possible without running afoul State and federal 
laws. The particular difficulty in reaching agreement on 
this provision at Tokyo had to do with its applicability 
to banks. The Japanese feared there was a lack of actual 
reciprocity. There are four American banks now doing 
business in Japan, some with rather large interests; but 
there are no Japanese depasit banks in the US, and under 
existing policies of the various States there is little | 
immediate prospect that the Japanese can obtain the neces- 
sary permits to establish-a deposit business here. 


There is a clause :providing for treaty visas for 
investors, pursuant to authcrization contained .in the -new 
US Immigration and Nationality Act which went into force 
December 24, 1952. Previous statutory .authorization.for - 
treaty visas had been limited to persons engaged in inter- 
national trade. A provision has been included assuring 
free-market in the marine insurance field. The occasion 
for this rule is the emergence of legislation or ‘regula-. 
tions in some countries requiring that cargoes be -insured 
only in local currency or by local underwriters. There is 
a provision, especially formulated during negotiation, which 
would obligate each party to take pertinent steps to prevent 
its exporters from misrepresenting the true geographic 
origin of the goods exported. There its a provision 
‘pledging the parties to cooperate in furthering the anter= 
change of scientific and technical knowledge. 


Accommodations to Japan. Among the eéjuctuente uese , 
in the draft to accommodate Japanese views and circumstances 
were the following: | 


1) An exception fromthe most-favored-nation ‘rule . 
on behalf of certain natives of former Japanese territories, 
and a territorial acerenes on eccount of the ere * ' 
Islands. ) = 


2) An understanding that the terms of the enneee 
control article permit regulation of the entry of foreign 
investment capital insofar as may be -justified on balance- 
of-payments grounds; and a reservation permitting Japan 
for a period of three years to.continue existing restric- 
tions (deriving from SCAP segseuensen? on alien purchase, — 


with’ | 
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with yen, of outstanding shares in established Japanese 
companies. These represent concessions made to fears of 
an undue penetration of Japanese industry by American 
capital during the current dislocation and weakness of 
the Japanese economy. 


3) A revision of the real property provision so as 
to confine its scope to lease rights for real property 
needed for the conduct of treaty-authorized activity. 
This was in deference to Japanese objections to the un- 
equal appearance of the "standard" provision on land 
ownership and represents the sort of adjustment required 
in a negotiation. 


4) As in the case of the treaty with Colombia, our 
recently-developed provision designed to assure competitive 
equality between private and public commercial enterprises 
was dropped, owing to the Japanese desire for a greater 
modification of its terms than the Department considered 
desirable. 


5) The usual formula regarding the General Agreement 
on Tariffs and Trade was somewhat revised to provide, in 
effect, that Japan would be entitled to any concessions 
granted by the US to GATT members in the contingency that 
Japan continued to be a non-member for reasons beyond her 
desire and control. 
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US INTENSIF IES PRIVATE In an attempt to intensify the 


FOREIGN INVESTMENT PROGRAM encouragement and facilitation 

of the flow of private investment 
to countries outside the Communist satellite areas as a means 
of promoting economic well-being, social progress and stability 
throughout the free world, the Department and MSA have asked 
all TCA and MSA missions to take more initiative in apprizing 
foreign governments of the mutual advantages of foreign 
private investment for economic development purposes. In 
addition, measures have been taken to bring into the program 
diplomatic missions in non-TCA/MSA countries, and consular 
posts in all non-Communist areas. 


Programs 
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Programs in Action The US is seeking balanced foreign 
econcmic development and. encouraging US private investment 
abroad in fields which contribute to improving levels of 
employment and better living standards. -Although private 
foreign investment in many countries may be limited to 
certain sectors of the economy, these limitations do not 
occur to the same extent in the industrial field, and it 
is in the development of industrial projects of all kinds 
that. the participation of US private investment can be 
significant. : 


We are well: aware of the subi te gabetiens difficulties 
in connection with such a program, and have pointed out 
that while US investments abroad naturally broaden our 
economic interests, claims of economic imperialism should 
not be a deterrent to attempts to introduce the progran. 
Mutual benefits should be stressed, with emphasis placed 
on the desirability of private investment overseas not only 
being sound and profitable, but also advancing: the interests 
of the overseas area concerned. We should encourage invest- 
ment from other capital-exporting countries, for our aim is 
to encourage the productive and soeially desirable use of 
all. resources available in the free world. 


, Several spproaches have been made to the ‘problem of 
improving the climate for private enterprise, the most | 
recent of which has been the proposed eg eel of the 
commercial treaty program. (See page 7, March 10, 1953 
issue.) Last Fall, MSA and TCA asked their missions to 
cooperate in @ program designed to make wider use of private 
enterprise in the foreign assistance program. (See page 6, 
October 27, 1952 issue.) Efforts in wnesrdeveloped coun- 
tries Gepend, in 3ddition to goveranentsi assistance, upon 
incveased investments from the private secter. Tue invest- 
ment oi privete funds has the advan*taze of providing 
managerial ani technical knowledge.to industrial development 
and can favorably affect the world. delilar situation. §. 


Specific information on inves*mens opportunities and 
genersi beckground information if wcl.1zg maGe available to 
the Amesican business community by 3 # yucihety of means. The 
43 Depa: tment: of ‘Conimerce field of "ices provide a useful 
facility for this purpose. The various publications of. 
the Department of Commerce and other means of communication 


are 
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are being fully utilized. As a complementary operation, 

MSA has been operating for about three years a contact 
clearing house service in Western Europe, a service it now 
intends to extend to TCA countries in the Near and Far East 
and Latin America where appropriate. These services provide 
a mechanism for putting US businessmen who have capital to 
invest or who are interested in licensing the manufacture of 
their products into contact with businessmen abroad. At the 
Same time, the services keep US business groups advised of 
opportunities in the form of foreign business firms wishing 
to expand their activities drawing upon US capital or through 
the manufacture of US licensed products. 


MSA's investment guaranty program has been in operation 
since 1948, Limited at first to the Marshall Plan countries 
of Western Europe, all MSA and TCA countries are now eligible 
to participate. At present it is operative in fifteen coun- 
tries and is expected to be extended to others. Under this 
program, the US offers to new investment abroad insurance 
protection against the risk of inability to convert foreign 
currency receipts into dollars and against the risk of loss 
through confiscation or expropriation. 


Evaluation of Response Many of the preliminary 
appraisals coming from the field in response to the TCA pro- 


gram announcement reinforce the general conclusion, based on 
other evidence, that conditions highly conducive to US privete 
investment abroad rarely exist. Impediments are encountered 

in most areas. Most missions, however, are closely examining 
the possibilities of undertaking an educational program designed 
to improve the investment climate and an action program of 
identifying and reporting on specific program opportunities. 


A Departmental analysis of replies received to date shows 
that the majority of the miss’c 1s are encountering difficulties 
in encouraging the use of pri\:*e investment, citing such 
reasons as discouragement of <.ch action at this time due to 
the local political scene, limited opportunities for investment, 
or such a favorable existing climate that no action is at 
present necessary. On the other hand, several missions are 
taking active measures to better inform the host countries of 
the advantages of private investment, by designating TCA 
personnel to handle the program, in some instances looking 
into local laws regulating foreign investment, and increasing 
investment information services they have maintained for 


some time. 
Example 
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Example of Positive Approach As an example of what ‘s 
bein: done in one country to implement the private investment 
pro.ram, Embassy and TCA San Salvador are approachin, local” 
officials, are conducting a comprehensive Point IV action 
prosram and have set up @ special committee on private invest- 
ment opportunities. This unified campaign has drawn favorable 
local attention to the possibilities of investment of US. 
capital and to. the accompanying contributions to the country's 
development by US techniciéns and administrators, as well as 
to the employment so created for Salvadorans and the stimulus 
to local economic activity Gue to resulting payroll expenditures. 





Relationships with several government agencies have been 
established with the result tnat our representatives have 
been enabled to influence the pace-and direction of the de- 
velopment and implementation of the El Salvador Government's 
economic policy. The recently authorized Point IV > 
Productivity Center will be a factor in locating investment 
opportunities for foreign capital and technical lmowledge 
throu,h its wide range of service contacts with local com- 
mercial and industrial establishments and through its inten- 
sified functions as the major practical action agency of the 
soon to be established Development Corporation. 


The Minister of Economy is preparing a summery of the 
principal’‘laws and regulations which affect the operations 
of foreign capital and the activities of technical and admin- 
istrative personnel in El Salvador. It is expected that a 
summary will also include an outline of tax laws, labor law 
affecting foreign residents, the business Ssseamiha Genéen, 
arbitration of claims, and possibilities of withdrawal of. 
capital funds and equipment from the country. 


A Private Investment Opportunities Review Committee has 
been established as a mechanism for reception, review and 
evaluation of investment opportunities as they appear, and a 
channel for their prompt reporting. Arrangements have been 
made with the Ministry of Economy to distribute to interested 
local individuals and firms an invitation form developed by 
the Committee to provide data for consideration of opportuni- 
ties by the Committee and for the submission of reports con- 
cernin;, them. 


_ .Plans 
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Plans for the improvement of the investment climate in- 


clude a rewriting of the Industrial Development Law to place 
foreign capital on an identical footing with that of local 


‘capital. By tariff revisions, through the reduction of 


duties on raw materials and machinery, and by workin, towards 


@-Central. American Customs Union, the Salvadoran Government 


is. encouraging the investment of capital in manufacturing 
industries by creating broader markets. It has also recently 
obligated the Central Bank to relax its loan requirements, 
indirectly making move cevitel avaitable -for incustry. 
Structurai chanzes in benictng laws and the creation of eddi- 
ion2l baating ixgtitucs: 18 to ‘finance development activities, 


are also contemplated, especially in the fields of agricul- 


tural and izndustrial credit and ‘the Financing of consumer 
purchases. 


This policy reflects 4 notable shift in ‘economic philo- 


: Sophy involving a movement” away ‘from direct governmental 


activity toward ind: rect stimulation, support and guidance 
of private econcnic activity, together with less emphasis on 
purely local investment. ‘It. “also reflects a crowing realiza- 
tion. of the need for-foreign technical‘ and administrative 


- services which can best be secured by everection of foreign 


investment capital. 


In aiming toward radisteibution of parenesins power 
within the Salvadoran economy, some progress toward land re- 
form is being made, and wage-hour and other labor legisla- 


‘tion will react upon the’ distribution of ‘the national income. 


There hes also been a recent policy shift involving greater 
emphasis on the organization of cooperatives, with the accom- 


‘ panying broader distribution, of rights © to productive property 


ana to interest and profits. | 


The Embassy believes the most proniieing ‘dutiets for 


American investment in El Salvador lie in’ such fields as 


warehousing, storage. and wholesaling, elect?#ical distribution 


‘Systems, transportation, and possibly large-Scale processing 


industries, together with smaller-scale | processing requiring 


heavy. investment or special technital knowledgje. It also be- 


lieves US administrative and sales techniques couid be widely 
applied in these and other fields. Financial and service 
activites, such as insurance and investment banking operations, 
may also be in need of foreign financing and management. 

cc. ae 


“~ 
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US TAKES STEPS TO The National Production Authority an- 
DECONTROL ECONOMY nounced on March 23 the further relaxa- 
tion of domestic allocations and controls 
over steel, aluminum and copper and the establishment of a 
new controls system, the Defense Materials System (DMS) to 
replace the present Controlled Materials Plan (CMP). The 
new system will go into effect on July 1 to assure steel, 
aluminum and copper supplies for direct defense programs, 
provided Congress votes the necessary authority. These 
programs encompass defense, Atomic Energy Commission and 
foreign direct defense requirements. Preference rating 
authority for other uses and programs have been cancelled, 
except for nickel-bearing steel deliveries during the third 
quarter of 1953. 


This step marks another stage in the process of decon- 
trol. Last week, the remaining US Government controls over 
prices were removed. Last month, the Office of Defense 
Mobilization eased the Controlled Materials Plan regulating 
aluminum, steel and copper, to permit producers to supply 
civilian buyers on a free market basis after they had met 
defense demands. As a result of this open-end system, con- 
sumers of these controlled materials are now free to use any 
additional quantities they can obtain in the open market 
over and above their CMP allotments. Wage controls were 
also dropped last month, and limitations on exports for 
supply reasons are now being relaxed. International alloca-- 
— have ceased for ail commodities except molybdenum and 


These moves are the result of a changed supply situation 
which finds many commodities in reasonable equilibrium due 
to substantial increases in: production, as well as the level- 
ling off of abnormal demand. Most important, the US defense 
program has reached an advanced stage. Defense expenditures 
for the current fiscal year are almost four times fiscal 
1950 and the US feels it can now meet its objectives in the 
defense buildup without the necessity of maintaining the 
previous sharp rate of increases in defense expenditures, 
with the attendant pressure on all kinds of commodities and 
sources, 


Background of Controls In the early stages of the 
defense buildup, serious dislocations appeared in the US 
economy. Materials and manpower had to be channeled in 
increasing volume into defense and defense-related production. 


During 
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Durin,, parts of 1951 and 1952. the production.of durable ,oods 
was seriously restricted by the shortage of critical materials, 
Sucn as copper, aluminum, steel and sulphur. The production 
of consumer goods, notably automobiles, building materials, 
refrigerators and stoves was cut back. Housing was curtailed 
to a level 25% below the 1950 figure. Wholesale prices rose 
16% between June 1950 and February 1951, and though they have 
dropped considerably since, they are still far above pre- 
Korean levels. Consumers! prices rose 12% between June 1950 
and the enc of 1952. 


In the face of these dislocations, the US took necessary 
emergency action by imposing substantial tax increases, and 
applying price, wage,credit and production controls, in addi- 
tion to enlisting the voluntary cooperation of business and 
individuals. The US also cooperated with other nations of 
the free world on supply problems, in the interest of mutual 
security, through such organizations as the International 
Materials Conference, the Inter-American Economic and Social 
Council, commodity study xroups, and through otner forms of ~ 
international consultation. 


Situation Under DMS Present CMP orders will remain in ef- 
fect until June 30. ‘NPA has issued a transitional regulation 
to smooth the: changeover from the broad control system under 
CMP, covering all production of controlled materials to the 
narrower system that the Defense Materials.System will provide 
for the support of defense programs. Except for nickel- 
bearin, stainless steel, this directive will cancel all non- 
defense controlied material allotment authority for the third 
and subsequent quarters. The government will immediately 
raise the third quarter 1953 allotment authority for the pur- 
chase of nickel-bearing stainless steel to 100% of the supply 
in order to permit the acquisition. of this material by defense 
and other users. ; | 





Thought has been given to extending the assistance availa- 
ble under DMS to critical supporting facilities, for example: 
for completion of the power projects which have been identified 
as being, required for the operation of Atomic Energy installa- 
tions; and that portion of the Civil Aeronautics Administration 
programs which has had Defense Department endorsement for opera- 
tion as a military program. The latter projects would include 
about 70 hydroelectric power projects under the defense electric 
power program and such civilian aircraft as the Defense 
Department may consider necessary to ensure adequate emergency 
transportation. 


NPA's 
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NPA's authority to issue production directives to break 
bottlenecks in supply lines presumably will be continued 
under the new system. This authority could be applied to 
any production which could be diverted to direct defense 3 
needs, even though it was being produced with “free material”. 


It is expected that arrangements will be made for the 
equitable spreading of production under the new system through 
the plants of the three procucing industries involved. All 
current orders and regulations controlling the distribution 
and inventory of controlled materials beyond June 30 will be 
cancelled, with the exception of those needed to support the 
Special programs described. 


, Exvort Controls on Short S§ The limited 
relaxation of controls on delivery of'CMP materials in the 
second quarter which was announced last month by the Office of 
Defense Mobilization and the National Production Authority ap~- 
plies to export as well as domestic orders. The new procedure 
provides. that approved allocations of CMP materials for the 
first and second quarters of 1953 will remain in effect as 
will CMP allotment authorizations on individual orders. How- 
ever, producers of CMP materials may accept orders for first 
and second quarter delivery for quantities not covered by 

CMP authorizations provided such orders are accepted after . 
the beginning of the lead time required for the particular | 
product and provided other CMP regulations are complied with, 
including the scheduling of previously accepted CMP authorized 
orders... Delivery by the supplier must be completed before 
June 30, 1953. Export license applications for such orders 
will be granted by the Commerce Department's Office of Inter- 
national Trade (OIT) on an open-end basis. OIT has requested 
open-end quotas for all-controlled materials beginning with 
the third quarter. However, certain items such as rails may 
remain under quantitative quotas. 


Crude sulphur remains under quantitative export quota for 
the second quarter although the IMC has discontinued allo- 
cations. Refined sulphur is also under export quota for the 
second quarter, but. OIT is requesting that the quota for for- 
eign requirements be increased. The export demand for copper 
Sulphate is far in excess of the first quarter export quota. 

If OIT's belief that production can be increased is substantiated 
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a supplementary second quarter quota will be requested. The 
export quota for sulphur formations and insecticides seems 

to be adequate. Other materials in which it is exnected that 
quantitative export control will continue through the second 
Quarter include certain copper forms; nickel and. certain 
nickel products; magnesium; cobelt: tungsten; columbium; tanta~ 
lum; diamonds; feathers; iron and steel scrap; manganese; 
molybdenum; cryolite; silenium; and titanium. Rice from the 
1952 crop is under allocation because of excessive demand on 
US export. availabilities. 


Meanwhile, the present Export Control Act, which authorizes 
the use of controls to protect the domestic eoonomy from an 
undue crain of scarce commodities, to safeguard national secur 
ity and to further US foreign policy, will expire June 30 and 
Congress will soon have to consider its renewél. It is the 
Department's belief that for most commodities the supply 
situation has improved to the point where there is little 
likelihood that exports will constitute an excessive drain on 
the domestic economy. Where this possibility exists, a remedy 
can be found in the government's power to allocate commodities. 
The Department has therefore recommended that after. June 30, 
1953, export control be limited to the prevention or regulation 
of deliveries 1) to destinations considered undesirable from 
the point of view of national security or foreign policy, and 
2) to other destinations where the President finds, for particu- 
lar commodities, that such control is necessary to national 
security or for the foreign policy objectives of the US. 


Priority Assistance It.is expected that after June 30, 
priority ratings will be used almost exclusively for direct 
defense and Atomic Energy programs, «apparently supply assistance 
will be available for export only where direct defense needs 
are involved, 


Propzsed Lee: slation President Eisenhower's legislative 
program Gid not include a request for standby controls but 
rather for limited extension of materials controls, as required 
for the defense program and rent controls in critical defense 
areas. Congressional hearings are now underway on the need for 
controls with special consideration of Senator Capehart's bills 
-- S. 753 which would extend the provisions of the present 


Defense Production Act on a standby basis, for use in case of 


emergency 
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emergency, and S. 1081 which would authorize the President 
to issue a 90 day freeze order on prices, wages and rents 
under similar conditions. A large number of bills have also 
been introduced into the House to give the President 
authority to take action which would help to control infla- 
tion. In the meantime, an administration position on what 
is needed for continuing legislative authority has been 
developed in the Defense Mobilization Board and will be out- 
lined to Congress this week. The Administration will not 
oppose standby legislation for those controls no longer 
needed, although it will not request it. It will ask that 
certain powers of the present act be continued on an active 
basis, i.e., priorities and allocations, rent controls and 
assistance to small business, and encouragement of private 
expansion of productive capacity through loans and long term 
contracts. 


Internatioral Allocations The allocations functions of 
the commodity committees of tne International Materials 
Conference have all been terminated with the exception of 
those for molybdenum and nickel. Molybdenum allocations may 
terminate at the end of the second quarter. The other con- 
mittees have been disbanded or are in the process of being 
disbanded because of the improved supply situation. 


The IMC was brought into being to deal with an emergency 
Supply situation. Its purpose was to prevent a disastrous 
rise in prices because of abnormal demand after the Korean 
outbreak, and to ensure that the countries of the free world 
received equiteble treatment in obtaining their requirements 
for scarce raw materials. The cooperation of both producing 
and consuming countries was successfully enlisted. With the 
achievement of a relative balance in the supply-demand situa- 
tion, the reason for the existence of the committees has dis- 
appeared, and efforts are being made to dissolve them as 
expeditiously as possible. In the case of sulphur there has 
been discussion among the members regarding the desirability 
of setting up an international study group to carry on certain 
useful statistical functicns that the IMC committee has here- 
tofore performed. In general, however, the main question 
now to be decidec is whether to continue the Central Group 
on a standby basis, the better to deal vith a future materials 
emergency, or to disband it completely. 
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ECE CONCLUDES The eighth session of the UN Economic .. 
_ EIGHTH SESSION Commission for Europe, which recently con- 
cluded in Geneva, resulted in resolutiogns . 

similar to those of previous meetings and nothing new or. 

startling was accomplished. However, Western European ¢oun- 

tries were more willing to answer.Eastern European charges 

than they had been at the seventh session. These .charges . 

were spearheaded by the satellites, while speeches of ‘the. 

USSR representatives were milder than they have been in the 

past. Although the Soviet bloc seain used the Commission 

aS a propageada forum, our delegation believes that-the stream 

of invective no longer affects the Western European-delegates, 

who are bored by the repetitions attacks. . While.tne Western 

European countries tené to share the US opinion..that. ECE is 

not accomplishing mvch of importance at the présent time, | 

they want to:keep the Commission as a stand-by organization, 

and believe ECE work in the etesistios! and research fields 

is useful. | ch NEP GAT 
Naming a chairman for the eighth session was, as usual, 

troublesome and time-consuming, and, despite US attempts to 

the contrary, resulted in the election of an Eastern European, 

Ullrich of Czechoslovakia. . 4 


- Diseussion of ECE Survey The latest Survey. ‘issued: by the 
ECE Secretariat , which provided the basis for the principal 
discussion in the ECS plenary, is more ambitious in.sccpe .than 
previous editions sinee it covers European economic develop- 
ments in the entire postwar period. A careful review of. the 
facts and figvres in the Surv«y.indicates that rather. remark- 
able .prezgress has been made ia. the ‘fx ree world. in tne past five 
years, ye. this is not the impre: Ssion- the Survey leaves. 
Rather, the report presents a pess-inistic view of progress 
toward the sojution of Western Lurcpean economic probleans, 
and, in contrast, it notes .that Eastern Baropean, Sounersce 
have on the whole met their. Sangese a” sa0e . 


The US delegate ‘Commented. on the Survey ' is tendency to 
concentrate on the inadequacies.of Western policies at the 
expense of giving dne weizht.+o truivy mejor acaievements. since 
the war in expand lag pridcetion ani. trad2.. Ovy delegate. took 
exception to tue lack of vwarailelism in the m2chods of ,economic 
anairsis applied to the S2stern Ev.>pean countries on the. one 
hand and the Western European siente ies on the other, contend- 
ing that unless achievements are tested against the same. 
standards and unless the methods of analysis and the degree 

of critical judgment applied are the same for all areas dealt 


with 
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with by the Survey, the report loses its usefulness. The US 
delegate then noted that the chapters on the Soviet bloc re- 
flect the familiar inability of even the most energetic 
researcher to secure adequate information on developments in 
this area. These chapters also make clear that the Eastern 
governments have directed productive resources to industrial 
a Scpety production at the expense of improved living 
standards. 


East-West Trade Meeting The Commission adopted a resolu- 
tion agreeing to an east-west trade consultation and the 


Executive Secretary has informed all participating governments 
that a meeting of experts will take place in Geneva April 13. 
The proposed consultation was suggested at the seventh session 
when the Commission unanimously passed a resolution calling 
for an ECE east-west trade meeting in the fall of 1952. 
However, a September meeting suggested by the Executive 
Secretary as a follow-up on the resolution, was cancelled 

when the Soviet bloc failed to reply to the invitation. In 
September, the Executive Secretary of ECE addressed another 
invitation to the USSR, inquiring whether it would be prepared 
to participate in a trade meeting in late December or early 
January. The USSR in January belatedly replied to the Secre- 
tariat note suggesting a meeting on January 26, a proposal in 
all likelihood timed to forestall ECE Secretariat and Western 
European criticism at the eighth plenary session on USSR 
‘failure to reply to earlier invitations and shift the onus 

of ECE inaction on trade to the West. Since this proposed 
date did not allow adequate time for preparation, the Executive 
Secretary suggested February 23 as an alternative date and, 
when this was found too short notice, the member governments 
were requested to consider the acceptability of an April 13 
meeting. 


Action on the proposal at the eighth session followed 
a meeting of the heads of the Western delegations. This 
meeting was remarkable for the high degree of cynicism dis- 
played by all delegat‘ons, none of whom expects any concrete 
results from another east-west trade consultation. Neverthe- 
less, all delegations except the Netherlands felt that for 
internal political reasons it was important to agree to the 
east-west meeting. There was complete concurrence that if 
the meeting were held, it should be only a meeting of experts 
to explore the possibilities of trade but not to seek to 
arrange exchanges, which would continue to be done bilaterally. 


Our 
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Our representative aia not reply pe eee in the plenary 
debate on the subject in view-of the skepticism of Western 
Gelegations regarding Soviet trade offers, the extremely mild 
tone of the Soviet attack which did not mention the US, and. 
the effective UK rebuttal to the:more violent Polish, Czech. 
and Rumanian speeches. In the US statement on the Survey, 
however, the US representative paid particular: attention-to 
the :'reasons. for the decline in east-west trade, ‘with a. ‘view 
to- BgtCIng the record. etraignt.. °° ans" efeai, -4 


Action on Other Items. A Jennies was adopted, with. . 
Soviet bloc abstention, authorizing the Secretariat to. ... 
initiate studies on the problems of the underdeveloped regions 
of Southern: Europe. This resolution was pressed by Italy; ~ 
Greece and Yugoslavia and may be é useful. research whe cone 
for the ECE. 


- The Commission rejected a Bulgarian resolution. ‘asking ‘for 
reconsideration by ECOSOC of the question of granting: full. 
voting rights in ECE to consultative members, after the UK. and 
US delegates pointed out that this matter has twice: before. - 
been considered by the Council. The vote was decided on .. 
straight east-west lines, with France’ and — 
abstaining. 24, 


_. Also defeated was a Ukrainian draft resolution on agri- 
culture. “This resolution, support by the Eastern European 
states, called for the convening of a session: of the Commit- 
tee on Agricultural Problems in 1953:° Following its rejec- 
tion the Commission adopted -€ Danish draft resolution’ which 
invites the Executive Secretary. to prepare ih conjunction: 
with the FAO an analysis’ of Europe's agricultural production 
and trade problems together with proposals for possible. ° 
Commission action. This analysis wotild’-be submitted to: *. 
governments for their consideration in order to determine «‘: 
the desirability of convening: che: Coumittee before the next. 
session of the Commission.:- 


At US suggestion, ‘the. date. of’ the next ECE session: was 
left open for negotiation between the ECE Secretariat, bows 
headquarters and ECE member governments. : 


> * * 


al 
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AGRICULTURAL INTEGRATION The long-planned and many times 
CONFERENCE INCONCLUSIVE postponed conference on European 


agricultural integration was 
opened in Paris on March 17 and was suspended on March 20 
without any notable achievements. It is reported that the 
seventeen Western European countries participating did not 
succeed in reaching any agreement upon a basis for forming 
an agricultural pool but that they did, in order not to let 
the idea die entirely, create an interim committee to formu- 
late proposals for the full conference befote October 31, 
1953. The Dutch, who have strongly supported agricultural 
integration, feel that no progress was made toward this goal 
in either the full conference or the preceding meeting of 
the Agricultural Ministers of the six members of the Coal- 
Steel Community. The US did not attempt to influence the 
outcome of the conference directly. The US has, however, 
made known its general support for European agricultural 
integration of a type which would promote increased output 
and productivity through a progressive removal of barriers 
to intra-European trade in agricultural commodities. It 
continues to be interested in the possible development of 
sucha plan. | 


The principal accomplishment of the conf -<nce was the 
adoption of a resolution setting up an interim committee to 
formulate proposals covering: 1) methods of organizing and 
unifying European agricultural markets; 2) the structure and 
powers of institutions needed to carry out such organization 
and unification; and 3) the relationship to be established 
between participants and non-participants in the organization. 
After reaffirming the desire to resolve problems of the 
European agricultural economy, the resolution sets forth the 
following general objectives of an agricultural integration 
plan: to assure sufficient stability of agricultural markets; 
to promote and coordinate expansion of agricultural production; 
to harmonize conditions of agricultural production and market- 
ing with a view to establishing common markets; and to take 
account of the inter-relationship between agriculture and 
the general economy. : 


The interim committee is to be convened during the 
second half of April and will report to the full conference 
before October 31, 1953. The Dutch, however, are skeptical 
that a full meeting will be held. before the spring of 195+. 


The 
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The Agriculture Ministers of the six countries are scheduled 

to meet again in June. Work of the interim committee will 

be based on seven commodity groups (cereals, tobacco, fruit 

and vegetables, sugar, livestock and meat, dairy products, 
rauhaed recommended for priority consideration by the working 
party which was set up at the March 1952 preparatory conference 
on agricultural integration and which deliberated during the 
period May 1952 through January 1953. As a concession to 
Turkish insistence on cotton and French and Italian interest 

in wine, the interim committee is authorized to submit pro- 
posals on a limited number of other products considered 
essential to the economies of certain countries. There is 

an indication that many countries contemplate action through 
commodity agreements but the terms of reference of the interim 
committee do not preclude examination of the more comprehensive 
approach to a common market. 


During the conference the Dutch representative challenged 
the delegates of the other CSC countries to recognize their 
responsibility resulting from decisions of their Foreign 
Ministers covering the setting up of a single market in -con- 
nection with the European Political Community. He asserted 
that if a purely consultative body is required there is no: 
need to set up a new body duplicating OEEC and that implica- 
tions of agricultural integration are so far-reaching, a 
solution confined to the agricultural sector is out of the 
question. The UK delegate agreed that either a decision in 
favor of a supranational body or a new start on the problem 
on an intergovernmental basis through OEEC should be made. 
Other countries preferred to postpone the issue of whether 
the objective of agricultural integration should be approached 
through a transfer of sovereignty or through more limited 
action on an intergovernmental basis. The French, German, 
Italian, Belgian and Luxembourg delegations stressed the 
need for a cautious gradual approach and expressed the hope 
that more than six could agree on measures toward agricul- 
tural integration. Prior to the meeting, the Office of the 
Special Represen* itive for Europe, in commenting on the 
unlikelihood that there would be-appreciable progress.in the 
meeting, pointed out the situation is confused and that the 
attitudes of several countries are influenced by current 
problems such as Italy's preoccupation with elections and 
as difficulties on ratification of the European Defense 

reaty. 


UN 
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UN ISSUES WORLD World production rose to 42 new high level in 
ECONOMIC REPORT 1952 but the rate.of expansion slackened off 

| - considerably, according to the UN World Econom- 
ic Report for 1951-52. Industrial production for the first nine 
months of 1952 was 2% above the corresponding period in 1951, 
whereas in the two years before that the average annual rate of 
increase was about 13%. World agricultural output also rose 2% 
in 1052 but the production of food rose only 1%, barely keeping 
pace with the growth of population. International trade at con- 
Stant prices was slightly lower during the first three quarters 
of 1952 than in 1951, However, the last quarter of 1952 saw 
upturns in both trade and industrial production in a number of 
important trading nations. 


While significant progress has been made in the world 
economic situation as compared with prewar and early postwar 
years, major problems await. solution, it is pointed out. Pro~ 
duction has risen substantially and has been accompanied by a 
growth in international trade, and inflationary pressvres have 
been checked in most countries. However, the problem remains of 
accelerating the pace of economic development in underdeveloped 
areas; considerable difficulties attend efforts to tread the noer- 
row path between inflation and deflation; international trade 
continues to be beset by restrictions; and international economic 
balance has yet to be achieved. 


The report, which will be considered at the session of the 
Economic and Social Council which opens March 31, is the fifth 
in a series of reviews of world economic conditions compiled 
by the UN. Based on data officially reported by the govern- 
ments, it is recognized that the significance of figures may 
vary from country to country. Section I of the report deals 
with major national economic changes, first in the economically 
developed private enterprise countries, then in the countries 
having centrally planned economies, and finally in the econom- 
ically underdeveloped private enterprise countries. Part II 
concerns international trade and payments. 


Econnmically Developed Private Enterprise Economies The 
report indicates that industrial production in the economically 
Geveloped private enterprise countries as a whole showed no 
change from 1951 to 1952, as compared with a 10% increase the 


previous 
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previous year. The only countries in which inaustrial pro~ 
duction rose were Australia, Canada, France and Western Germany 
and even there the rate of increase was much lower than the 
previous two years. In all other countries industrial pro- 
duction remained about the same or declined, the decline be- 
ing particularly significant in Belgium, Denmark and the UK. 
The fall in production was mainly in the sector of soft goods, 
such as textiles, and was due to a lower rate of accumulation 
of inventories or, in some cases, to actual liquidation. How- 
ever, industrial production began to recover in the fourth . 
quarter. Agricultural production in 1950-51 and the following 
year rose significantly only in Canada, Western Germany and 
Italy, and was unchanged or lower in other countries. The 
fact that food production failed to expand wes one of the 
factors which hampered the rise in real wages in 1952 in a 
number of countries. 


The gross national product for this Group | of countries as 
a whole increased from 1951 to 1952 by about 2% in contrast 
to 7% the previous year. It declined in Belgium, Denmark and 
the UK. Canada was the only country in which the earlier high 
rate of increase was maintained. For the area as a Whole, the 
total level of employment was little changed from 195] to 1952 
with an increase in employment in Western Germany, Canada and 
France, and an increase in unemployment in Belgium, Italy, the 
Netherlands, the UK and Denmark. 


In all countries government expenditures continued to 
increase, mainly as a result of rearmament. Total private 
expenditures fell in most countries, due to a reduction in 
investment and inventories rather than a reduction in con- 
sumption, which rose in all countries except Australia and the 
UK. In all countries in this group, consumer demand remained 
below the level which existing productive facilities could 
Supply. The burden of taxation continued to rise in a number 
of instances. The cost of living increased less than the pre- 
vious year, with a definite leveling off in the second half of 
1952. Real wages generally rose from 1951 to 1952, especially 
in Belgium, Canada, France, Italy and Sweden. In the UK, 
however, real wages did not increase, owing to the withdrawal 
of food subsidies in the first half of 1952. 


The report examines in detail the factors involved in the 
Slump in the textile industry which, by the third quarter of 


1952 
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1952 had begun to show distinct recovery. It also analyzed 

the effects of deflationary policies adopted in Denmark and 
the Netherlands, in ordér to improve their balance of payments 
position. The report agrees that the policies, reinforced by 
inherent economic forces, did contribute to an improved balance 
but calls attention to the fact that the result was mainly due 
to the cutting down of imports, particularly in Denmark, and 
that this was at some considerable cost in unemployment and 
reduced output. 


According to the report, the US displayed. in 1952 the 
typical characteristics of this group of countries. There was 
a substantial increase in government expenditure, a sharp fall 
in investment in inventories, a roughly stable level of exports 
and imports, and an increase in consumption roughly proportionate 
to that in gross national product. As in other countries of 
the group, there was some idle capacity in consumer goods in~ 
dustries, and inflated inventories were being liquidated so 
that the rise in consumption did not entail increased pressure 
of demand upon supply. 


Countries with centrally 
plenned economies report that industrial production increased 
substantially in 1952, with the exception of Yugoslavia where 
the increase was maintained at the 1951 level. The increases 
were due to introduction of improved methods and increase in 
the stock of fixed capital. In Yugoslavia unemployment rose 
from 1% to about 5% of the hired labor force but in most of. the 
other countries of this group labor shortages occurred, in some 
instances being intensified by poor housing conditions and 
food shortages, so that special] measures were taken.to induce 
people to enter the non-agricultural labor force. 


In some countries the increase in investment and military 
expenditure was accompanied by a rise in the supply of consumer 
goods adequate to’ match growing consumer demand. In other 
countries in this group the supply of consumer goods, particu- 
larly food, lagged behind considerably. The supply position is 
said to have improved in the USSR, Eastern Germany, the mainland 
of China and in Bulgaria. In Bulgaria, where a monetary re-~ 
form reduced drastically the money in circulation, it was 
possible to abolish rationing and in. Eastern Germany and the 
USSR prices of consumer goods were reduced. in Hungary and 
Yugoslavia the supply position deteriorated at the end of 
195e as a result of drought. Difficulties with food supply 


were 
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were also encountered in Czechoslovakia, Poland and Rumania. 
In-the background of the problem of food supply is the lag 
of agricultural output behind industrial production and the 
tendency of rural populatidén-to increase their per capita 
food consumption as the farm ‘population is Grawn off into 
other occupations. , 


fF The report finds it harder. to =. 
generalize about the underdevelopec countries ‘'n view of the:-~ 
varying conditions. In the majority of these countries the 
improvement in terms of trade from 1950 to 1951 was followed 
by a setback in 1952 owing both to the fall in prices of 
exported raw materials and to the rise in prices of imported 
goods. However, this had .little effect on the consumer de~ . 
mand .which was determtned, in most cases, by the. level of the. 
food supply. Where food supply did not keep pace with rising ‘« 
demand, the higher money incomes of the industrial population - 
were. largely offset through a rise in the price of food. = An=:"':: 
other: factor tending to raise the cost of living was the con -:- 
tinued increase in import prices. These increases tended both. - 
to restrain consumer demand for industrial goods and to generate 
an upward spiral of wages and prices. This:was particularly °: 
true in South America where such price spirals began in earlier 
years = were given additional momentum by developments in 
1952. .In a@ number of Asian. countries, however, the: rise , 1309 
in food supplies in 1951/52:sufficed to prevent marked: change's- H 
in food prices or the. cost of.’ eee and eper wee main= 
tained -or ceaeer eens 3 fh oe i: 5S 


t Ran dine ; “1 43% 


In the underdeveloped countries apaneeh eanebuntian.’ n= 
creased in 1951 and 1952. In. some cases there-was“a continuing’. 
expansion in output and exports of-mining. industries in-.response 
to fairly well sustained ijworld demand :fornmetais:and petroleum’. 
products. In-other cases;:the process of substituting domestic 
production for imported. manufactures: continued, facilitated in’ 
1952 by the additional protection afforded-by import. restrictions. 

sae i 

. International Trade and. Payments. The ‘UN report notes ~~: 
that, the changes in international trade ‘and payments from 1950°*: 
to 1952 took place ina context of continuing international! 17%: 
Gisequilibrium. This was reflected in the fact that most colin ' 
tries were unable to comply with the International Monetary Fund 
Article for dispensing with exchange restrictions by the end of 
~ gaa "transitional period", which expired the early part 
Oo 52. 


However, 
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However, the serious imbalance of 1951, which was due to 
the economic repercussions of the Korean conflict, was appre- 
ciably lessened in 1952 at a lower level of foreign trade. 

By the second half of 1952 the deficit of the world with the 

US was significantly reduced by comparison with preceding 
periods. In the US the volume of imports in 1952 as a whole 
rose 3% while the volume of exports, excluding military ship- | 
ments, fell approximately to 3%. While US foreign economic aid 
grants had fallen substantially, this was offset by increased 
governmental loans and purchases of goods and services for 


use abroad. 


The volume of imports and of exports cf Western Europe 
both fell by 4 to 5% from the first nine months of 1951 to 
the corresponding period in 1952. This was due to levelling 
off of production, tightening of import and exchange restric~ . 
tions, and adoption of disinflationary policies designed to ease 
pressure on balances of payments. The terms of trade, which | 
in mid-1951 began to turn in favor of the industrialized coun- 
tries against the primary producing countries, had by the third 
quarter of 1952 placed Western Europe in eaten the sare | 
position it had in mid-10°050. I 


The decline in the export incomes of primary producing 
countries reacted adversely upon their demand for imports. 
However, this did not become felt until some time after the : 
fall in exports had occurred and this, coupled with inflationary 
pressures and the necessity for higher food imports in some 
countries, contributed to the growth in external deficits of 
a number of countries in the overseas sterling area, the Middle 
East and South America. Many of these countries had to draw 
down their foreign exchange reserves and ultimately to impose 
import restrictions, the effect of which began to be felt by 
mid-1952. Sterling area countries imposed severe restrictions 
and, as a result, the sterling area tended in 1952 to move into 
balance with the dollar area from a deficit of more than $1,000 
million in 1951. There was also a tendency toward mutual 
curtailment of imports within the European Paymehts Union area, 
between Western Europe 2nd South America, and even within the 
sterling area, accompanied by strenuous efforts to foster ex- 
perts to the dollar area. : 


East~west 
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East-west trade is now only one~half of the pre-war 
volume and its importance continues to diminish to both groups 
of countries. Meanwhile, trade within both groups of coun 
tries has expanded substantially. From 1948 to 1952 the total 
volume of trade of Eastern Europe and the mainland of China is 
reported to have approximately doubled, while trade within 
this group of countries has increased three-fold. Most of the 
Gecline in east-west trade during 1952 occurred in the West's 
trade with the mainland of China; there was some reduction 
in the volume of trade between Eastern and Western Europe; 
but certain other countries in the Middle East and elsewhere 
recorded a higher level of trade with Eastern Europe in the 
first half of 1952. Yugoslavia, of course, is an exception 
to this trend, and has reoriented its trade to the Wiest. 


* * * 


UNC LASS IFIED 


DECLASSIFIED FOR PUBLICATION IN FOREIGN 
| RELATIONS OF THE UNITED STATES 

















a 


sect COPY AVAILABLE 


iscve ne, 402 


SECRET 


_ SECURITY INFORMATION 





A DEPARTMENT OF STATE 
POLICY REPORT 





DECLASSIFIED FOR PUBLICATION IN POReIGNT 
RELATIONS OF THE UNITED STATES 

















BEST COPY AVAILABLE 


Document Security Instructions 


mowd be treatea ihn accoradance with curre) ) 
for SECRET material Extreme care should b 
itr ea ‘ sacl bachi oe H ee aha ae taka 
te on | ‘) ! itae a | 
¢ : ’ } ’ ; a t) 
jw phot sata dae K 
assiiied Foren Service Officers and other responsible 
° aa «3 | ‘ .. . baits ‘ gha; , 
eoauthorized to have Knowledee of the contents of this docu 
uchivee ‘ } ’ t)7 } 
for the salekeeping of which will be assumed by each recipient 


V be retained in protected files or, at the discretion of the recipies 
burning. Tf not personally disposed of by the recipient. he wall 
burned in the manner prescribed ior SECRET material 


DECLASSIFIED FOR PUBLICATION IN FOREIGN 
RELATIONS OF THE UNITED STATES 


2 
€ 











SECRET - SECURITY INFORMATION 
April 7, 1953 
CONTENTS 


OEEC Council Hoids 
Important Session ---+-+-+#-+#-+2e#-e+-+-e-e-- 1 
Consideration of British Proposals 
Extension of Evropean Payments Union 
Trade Liberalization 
European Productivity Agency 
Fourth OEEC Report 


Joint Brazil-US Levelopment 
Commission to Terminate Work - ---+-+---- 5 


Report on Recent 
ECAFE Meetings ---+--+-+-+-+-++-+-e-+e+-e 6 6 
Representation and Membership 
Economic Conditions in the ECAFE Region 
Discussion of the Economic Situation 
in the Region 
ECAFE Committee Meetings 
Conference on Trade Promotion 


Tin Group Sets Up Working Party 
to Stucy International Agreement - - - - - - 10 
Tin Situation 
US Position 


DECLASSIFIED FOR PUBLICATION IN FOREIGN § 
RELATIONS OF THE UNITED STATES | 

















SECRET ~ SECURITY INFORMATION 


QEEC COUNCIL HOLDS The OEEC Ministerial Council, meeting in 
IMPORTANT SESSION Paris March 26 and 27, adopted decisions 
and resolutions on the need for cooperation 

to create conditions for freedom of trade and payments over as 
wide an area as possible, on prolonging the European Payments 
Union, on establishing a European productivity agency, and on 
trade liberalization. These resolutions call for a number of 
studies which will be made by the various OEEC bodies and pre- 
sented to the Council with recommendations. 


Meanwhile, an OEEC delegation ait the official level is 
scheduled to commence talks with US officials in j/ashington 
April 10. While the agenda has not yet been completed, the OEEC 
officials have indicated they will interpret the linisters de- 
cisions and wouid like to discuss the problems raised by the 
OEEC fourth report and the various studies on foreign economic 
policy. 


j The OEEC meeting had 
been preceded by a good deal of apprehension on the part of 
continental countries, chiefly with respect to the Commonwealth. 
Plan for a wider system of trade and payments which they thought 
might result in jettisoning the European Payments Union and in- 
terfere with the OEEC trade liberalization program. They were 
also concerned for fear OEEC would not be called upon to partici- 
pate in making the decisions necessary if progress is to be made 
towards convertibility. 


These fears were dispelled by the British presentation which 
was comprehensive and made clear that their proposals were tenta~ 
tive; that they would proceed with caution in moving toward con- 
vertibility; that they would do nothing which would undermine 
Western Europe's economy; and that they wanted the OEEC itself 
to study the problems involved and make recommendations thereon. 
The UK also indicated wiliingness to extend the European Payments 
Union without insisting on specific withdrawal rights and an- 
nounced a considerable relaxation of import restrictions. 


_ Further assurance was given by the US delegate who reaf- 
firmed the US interest in the trade liberalization program, the 
European Payments Union, and the OEEc itself. He stated that 
the US could not at this time commit itself to any particular 
type of action but would cooperate fully and actively in the 
study called for. He added that the importance which the new 
US aGministration attaches to these problems is indicated by 
President Eisenhower's appointment of Lewis Douglas, former 
Ambassador to Great Britain, to direct a comprehensive govern~ 
mental study of our foreign economic policies, including the 


specific 


| DECLASSIFIED FOR PUBLICATION IN FOREIGN 
/ RELATIONS OF THE UNITED STATES 














SECRET.- SECURITY INFORMATION 
e 2-« 


specific issues raised in the fourth OEEC report and by the UK 
in the recent talks in Washington. He also referred to the 
President's State of the Union message which recognizes the 
importance of profitable and equitable world trade and listed 
as possible US actions the simplification of customs procedures, 
emphasis on offshore procurement, increased overseas purchases 
of raw materials, encouragement of the flow of private capital 
abroad, and the renewal of the Reciprocal Trade Agreements Act. 


The resoluticn finally adopted by the OEEC Ministers, after 
discussion of the British proposals, instructs the Executive 
Committee to make proposals to the Council regarding the pro- 
cedure to be followed in crder to study how and under what con- 
ditions an orderiy transition can be made to & wider multi-~ 
lateral system of trade, payments end credit. | 


- Extension of Europesn Payments Union It was agreed to con 
tinue the operation of the European Payments Union for a period 
of one year after July 1, 1953, at which time the Union would 
heve expired unless action had been taken. The details of this 
extension, including settiement provisions, were left for further 
determination and the Managing Board <s to submit proposals to 
the Council before May 31, i¢53 on the conditions under which 
the Agreement shall remain in force during the coming year. It. 
wes agreed that if any member of the EPU considers it necessary 
in its progress toward freer trade and payments, including con- 
vertibility of currency, to have EPU obligations re-examined, it 
may request the Council to do so. (This is the provision the UK 
accepted in lieu of its earlier statement that it would agree to 
extension. of EPU only if the obligations were revised.so that — 
unilateral withdrawal would be permitted.) The Managing Board 
wes also instructed by the Ministers to examine the possibilities 
of closer cooperation between the EPU and the International Mone- 
tary Fund and to study ways and means of encouraging further -de-. 
velopment of public anc private international capital movements, 

ade e z Another troublesome problem confront-. 
. ing the OEEC Ministers was retrogression from the trade liberali- 
zation program. Progress in this direction was interrupted about 
18 montas ago when the UK and France curtailed imports from EPU 
countries for balance of payments reasons. Recently Italy, al- 
though still a cumulative creditor in EPU, has been ruming very . 
large monthly deficits and it was feared that unless immediate 
action provided markets for Itelian goods that country would 
retreat from its liberal trade policy, which might set off a 
chain reaction. The French situation also is extremely serious. 
At the ministerial meeting the UK announced thet it was restoring 
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to liberalized lists a number of items of major interest to 

{ts European trading partners, with the result that 58% of its 
total imports on private account woulc be free of quantitative 
restrictions as compared with 44% before the action. Global 
quotas for the second haif of this year will be increased for 
other goods which must remain restricted for the time being, 

and travel allowances are being increased from $¢5 to £50. If 
the balance of payments situation permits, the Uk will take 
additional steps. The Gexman delegate stated that the Federal | 
Republic is prepared to inerease liberalization from the present 
84% to approximately 90%, both on agricultural and industrial 
products if certain improvements are made in EPU. The Italian 
dejegate thankec the UK and Germany for this action but emphe~ 
sized the difficult Italien position and the necessity for 
further liberalization by its trading partners if Italy is to 
avoid a retreat from liberalization. Since the meeting the 
French Goveriment has announced that its situation has made it 
necessery to make a further temporary cut of 105 in France's 
imports from ‘iecstern Europe and the sterling area, 


The OEEC Ministers adoptecé two resolutions on liberalization 
of trade ~~ one for the short term and one for the long term. _ 
The short term resolution took note of the UK and German action 
and of the report of the Steering Board for Trade and made the 
following recommendations: 1) The French Government should take 
the appropriate measures to ensure progressive liberalization 
of imports. 2) Other member countries, particularly those with 
a strong EPU position, should make a special efforv to extend 
still further their liberalization measures, considering partic~ 
ularly the special difficulties of Italy and tne UK, and France 
and other member countries in extreme debtor positions. 2) Mem- 
ber ccuntries are to notify OEEC by April 30 of the liberali- 
zation measures they have taken, the Steering Board for Trade is — 
to report to the Council by May 15 on these measures, and the 
Council is to consider the matter by the end of May. | 


For the long term the Ministers directed che Steering Board 
for Trade to examine how the present system of liberalization 
of visible and invisible trade can be consolidated and expanded 
and how restrictions may be progressively removed. If 
a country is forced to reimpose quantitative restrictions on its 
trade, the Steering Board is to recommend the principles by 
which it should be guided. The Board is to seek, in cooperation 
with the EPU Managing Board, methods of action which will prevent 
the occurence of situations which might involve a return to 
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quantitative restrictions. In consultation with other inter- 
national bodies it is to study the possibilities of reducing 
customs barriers where they unduly restrict European trade. 
The EPU Managing Board and the Steering Board for Trade are 
directed to study conditions likely to facilitate the pro- 
gressive liberalization of dollar imports in member countries, 
in cooperation with the US and Canada. The results of these 
studies are to be reported to the Council by July 31, 1953. 


Evronean Productivity Agency Another accomplishment of 


the OEEC meeting was égreement to establish a European produc~ 
tivity agency which will be subject to the general direction of 
the OEEC Council. The agency is to promote productivity on a 
Europeen-wide basis and will be capable of initiating, develop~ 
ing, financing, and executing important international programs 

in the field of productivity. It will supplement and strengthen 
the work of the national productivity centers and provide them 
with the common services that may be required. The agency will 
be concerned with the attitudes of workers, management and 
consumers which affect productivity, and will attempt to identify 
possible methods of changing these attitudes to achieve increased 
productivity. The US delegate expressed strong US support of 
such an agency. 


Fourth OEZC Report The Organization's fourth report, 
which will be the subject of discussion with washington offi- 
cials, analyzes Western Europe's economic situation. It defines 
the basic aims for Europe's economy as: 1) interns financial 
stability; 2) an expansion of production with special emphasis 
on high priority domestic needs and export potentials; and 
3) continued expansion of the volume of exports. In this con- 
nection, the report recommends a European program of measures 
to improve productivity, liberalize trade, create a common 
market and promote exports. It stresses the importance of con- 
tinued financial stability in securing a high level of invest- 
ment, observing that this and other measures to promote an ade- 
quate level of savings are necessary, as well as the creation of 
a climate favorable to the international flow of capital and to 
the minimizing of commercial risks. 


The report points out, however, that the European effort 
to solve the dollar problem requires the active support and co- 
operation of the US and states that this must include: 1) the 
maintenance of economic stability; <2) a more liberal and stable 
import policy; and 3) an increase in US foreign investment. 


* * * 
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ZOINT. BRAZIL-US DEVELOPMENT The Department has instructed 
COMMISSION TO TERMINATE WORK Embassy Rio to deliver a note 

to the Brazilian Foreign 
Office expressing the US intention that the Joint Brazil-US 
Economic Development Commission should be terminated on 
June 30, 1953, at which time its project preparation activi- 
ties will have been successfully concluded. The Commission 
was established in 1950 to assist the Brazilian Government 
in planning a long-range economic development progran. 








Of the 24 projects recommended to date by the Joint 
Commission eight of them, totalling $120 million, have been 
approved by President Vargas and financed by either Eximbank 
or International Bank loans. Eximbank financing included 
railroad loans for substitution of automatic brakes and 
couplings and the acquisition of new cars; power plant 
expansion in eight Brazilian states; acquisition of agri- 
cultural equipment; and importation of US machinery for 
increasing cast iron pipe production. International Bank 
financing covereG a railroad loan for extending branch 
lines, setting up shops for Diesel engine repair and the 
acquisition of freight cars; anda the acquisition of equip- 
ment for hydroeiectric power piants. 


Sixteen projects have been submitted to the Eximbank 
or the International Bank for their consideration. These 
call for 9120 million in loans and include six pover projects, 
four railroad projects, three port projects and oue project 
each for dredging, grain silos and highways. A number of 
other projects are under way and will be completed by 
June 30. It is presently anticipated that the total dollar 
requirements for all projects approved by the Joint Commission 
will amount to $397 million. 


In order to meet the necessary internal financing for 
the development program, estimated in cruzeiros at the equiva- 
ient of $500 million, the Brazilian Government instituted a 
program of forced lending from upper bracket income taxes, 
contributlons from pensions, institutes, insurance firms and 
credit establishments. The Joint Commission encouraged the 
establishment of a National Development Bank to receive these 
special funds. This bank was set up in 1952 and proceeds 
obtained through the program of forced lending are deposited 
in its reequipment and development fund. 


* * * 
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REPORT ON RECENT The Economic Commission for Asia and the 
ECAFE MEETINGS Far East recently held its-rintirprenayy 
session i. Bandung, prececed by meetings 
of its two most important committees, and followed by a 
general trade promotion conference in Manila. These sessions 
as a whole indieated that the ECAFE program is continuing 
to develop and grow in the Far. East both in prestige and in 
constructive service to the countries of the area. The meet- 
ings were marked by stronger opposition to Soviet propaganda 
attacks on the US on the part of Asian countries than in 
previous sessions; the decisive defeat of Soviet emendRents ; 
and a cool reception to Soviet trade offers. 


Substantive economic discussions of the ECAFE Survey 
for 1952 ana other agenda items indicatec shat the Asian 
nations weicomed continued US anc UN technical assistance 
and other economic aid. Throughout these discussions there 
was evidence of a strong desire for international agreements 
to stabilize the prices of such commodities as rubber, tin, 
rice and minerals, anc also a keen interest in means of 
maintaining so-calied equitable relationships between the 
prices of these primary commocities and the prices of im-~ 
ported capital goods. 


The next Commission meeting will be held in Ceylon 
during February 1954 and as usual will be preceded by a 
session of the Committee on Industry and Trade. 


Representation and Membership All member states of 


the Commission were represented at the plenary except New 
Zealand, and all associate members with the exception of : 
Nepal. a notable addition to the latter givoup was the Japa-- 
nese delegation whose good work confirmed expectations that 
Japan's new role as an associate member would add consider- 
ably to ECAFE's effectiveness. Canada was present as an 
observer and observers attended from a number of UN specialized 
agencies ana non-governmental organizations, including repre-. 
sentativ2s of the Food and Agriculture Organization, the 
International Monetary Fund, the Internationel Confederation 
of Free Trade Unions and the Communist World Federation of 
Trade Unions. 


The quality of. the delegations ‘was generally good, 
with the Indian and Pakistan delegations particularly out- 
standing. The indonesian delegation failed to join in 
criticism of Soviet attacks and, by jts abstentions, gave 


more 
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more indirect seagers to the USSR than any other country. While 
Burma and India also abstained ouite often in voting, both 
countries spoke up strongly against Soviet assertions particu- 
larly during the debate on tne economic situation in Asia. 

The Soviets failed in their usual attempt to officially 

seat the Chinese Communists and to deny representation to 
Nationalist China, Vietnam and the Republic of Korea. 





One of the principal issues was a Cambodian proposal 
to amend ECAFE's terms of reference in order to grant full 
voting rigrts in ECAFE to associzte members of the Commission 
who, in their applicetion fcr membership in the UN, have 
received a number of votes which "ECCSOC considers 
sufficient." After long ciscussions which produced a 
counter-proposal by tne Pakistan delegation, a compromise 
proposai was eventually worked out which was acceptable to 
the US and most other countries but was strongly opposed 
by the USSR. The proposal noted the need for further 
advances in the participation in ECAFE of associate members 
and recommends that the Economic and Social Council admit 
to full membership in ECAFE those associate members responsible 
for their own international relations who apply for ECAFE 
membership. Another resolution was accepted which permits 
associate members to request the inclusion of items on the 
agenda of the annual Commission meetings. 


pocnonte cercitigus in tne fuaht fepice The Secre- 
tariat's Economic Survey of asia anc the Far East for 1952, 


which was completed only for the first part of the year, 

for the first time was used as a basis for a full scale dis- 
cussion in the plenary session. The report notes that 
economic developments in the region during this period were 
dominated by strongly conflicting tendencies. On the one 

hand, there was ample evidence of an advance in the physical 
volume of production in the region as a whole, with increases ) 
in the output of foodstuffs and expansion in the production 

of raw materials. Industrial expansion also made headway, 
although the advance was uneven and there were signs of a 
Slowing down in pace in Japan and India, two of the swain 
centers cf manufacturing. These factors making for growth pre- 
dominated, and were supported by the continuing inflow of 
foreign aid funds and loans and by technical assistance. 

On the other hand, certain depressive influences had a 
retarding effect. Since the spring of 1952, there has been 

a decline in demand for the principal export commodities of 








most 
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most countries of the region. The consequent drop in exe 
port prices made deep inroeds into export earnings and 
introduced a contractionist element of varying strength 
into the economies. 


Owing chiefly to the setback in exports, the increase 
in physical output was unevenly distributed among countries, 
and in some countries was not associated with a corresponding 
increase in real income. One of the outstanding facts in 
this period was the worsening in the terms of trade of all 
but the rice surplus countries. As a result, the region's 
productive effort for export now gives a lower return in 
terms of imported goods and services than the same effort 
gave a year or two ago when the prices of certain primary 
products had reached an extraordinariiy high level. In some 
ECAFE countries, the terms of trade in mid-1952 dropped below 
the pre-Korean level. Countries which are heavily dependent 
both on raw material exports and food imports have suffered 
the greatest loss because of the scissors movement cf fall- 
ing prices of exports and rising prices of imports. 


Two significant financial aspects of the recent develop- 
ments in the region are the loss in governmental revenues 
since the export boom collapsed, and the decline in foreign 
exchange reserves. These changes testify to the instability 
which has characterized the payment position of the region, 
particularly of countries heavily dependent upon the angers 

6f a few commodities. 


Discussion of the Economic Situation in the Region 
Debate on the economic survey startea constructively but 
changed to a political forum through Soviet injection of 
political and propaganda elements. USSR charges of US 
colonialism and exploitation brought forth the strongest 
Asian country rebuttals in the history of ECAFE sessions. 
Pursuant to this debate, the Commission overwhelmingly 
defeated a Soviet resolution attributing the backwardness 
of the region to foreign monopolies and recommending to 
governments the development of national heavy and chemical 
industries protected from foreign competition. 


A large part of the discussion of this agenda item con- 
cerned the problems which were created by the adverse shift 
in terms of trade during the last year to eighteen months. 
Ceylon indicated that the situation in that country wes 


aggravated 
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aggravated by US Government production of synthetic rubber. 
Indonesia, Burma, Thailand, Pakistan and India stressed 

the desirability of constructive action to stabilize prices 
of raw materials; the Indian and Pakistan delegations felt 
the most important problem in their respective countries 
was the need to accelerate the rate of economic development. 
The US delegate discussed the role of private foreign invest- 
ment in spurring economic development, and also expressed 
confidence that the continued expansion of the US economy 
will have a desirable effect on world mrkets and s!:ould 
continue to provide an important outlet for most of the _ 
exports of the region. The Japanese delegation took no part 
in the political debate, but mace a factual statement on 
conditions in Japan, offering capitel goods to countries of 
the regio: and welcoming foreign cepital anc techniques to 
speed economic development. , 


The Commission passed without dissent, but with Soviet 
abstention, a Pakistan resolution requesting the Executive 
Secretary to report on studies drawing attention to: 1) the 
urgent need for measures designed to assure stability of 
prices of primary products from the region; 2) the need to 
bring about general conditions of trade in which prices of 
capital goods and other manufactured articles bear an ade- 
quate, just and equitable relation to commodity prices; 
and. 3) the continued need for foreign capital and assistance. 


ECAFE Committee Meetings The meetings of the Inland 
Transport Co tee a ts two subcommittees, the Inland: 
Waterway and Railway Subcommittees were held in Bandung 
trior to the ninth session of the Commission, and were 
followed by the meeting of the Committee on Industry and 
Trade. These sessions were efficiently handled by competent. 
delegations, and the spirit of general harmony was unbroken 
oy major controversies. , 


Sa 


Conference on _Irade_Fromotion: The second ECAFE con- 
ference on trade promotion was neid in Manila February 23 


to March 4 in response to a recommendation made at the ~ 
Singapore Trade Promotion Conference in October 1951. This. 
session gave the countries participating in it an opportunity 
to discuss freely their common trade problems, but brought 
forth no new solutions for any of the major issues raised. 
Among the subjects discussed at this meeting were the 
stabilization of prices of primary commodities of the region 


with 
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with relation to the prices of capital goods, the usefulness 

of barter agreements in the absence of convertibility of curren- 
cies, the desire of the undeveloped countries of the region to 
obtain long-term developmental credits without strings, and the 
feeling of some of the ECAFE countries that they should process 
their raw materials before exporting them to the capitalist 
countries, 


Representatives of all ECAFE member and associate member 
countries of the region attendec except Ceylon, Hong Kong and 
Nepal. India and Japan played the major roles in the discus- 
sions, India by raising most of the principal substantive issues 
with which the conference dealt, and Japan by its constructive 
participation in discussions of the trade and development of the 
region. The US, UK and France provided guidance, which at times 
was badly needed, regarding generally accepted principles and 
practices in international trade. In general, some improvement 
was noted in the quality of the discussions over that shown at 
the first trade promotion conference at Singapore. Trade promo- 
tion concepts were better known to them and there was interest 
in tackling specific problems, including some which were not . 
originally on the agenda. 


The Soviet delegation, except for a perfunctory attempt 
to have Communist China invited to the conference and several 
mild efforts to blame US policy for many of the economic diffi- 
culties of the area, was not particularly provocative nor aggres- 
sive. The Polish and Hungarian observers were slightly more s0; 
the Czechoslovak representative was silent. Repeated offers of 
trade by the Communist group, including an offer to accept local 
currencies in payment, met with no apparent response among the 
countries of the region. There seemed to be considerable skepti- 
cism in this regard on their parts as a result of unmaterialized 
previous Soviet offers. | 
* J e 

TIN GROUP SETS UP WORKING PARTY fThe International Tin Study 
TO STUDY INTERNATIONAL AGREEMENT Group, which met in London 

March 23-27, focussed attention 
on the impending tin surplus, and set up a working party to study 
possible international action. This working party will meet in 
Brussels June 15: 1) to consider the Paris draft of an inter- 
national agreement for tin and any other proposals for inter- 
national action regarding tin; and 2) to decide whether condi- 
tions exist for the resumption of a negotiating conference (See 
page 9, November 27, 1950 issue.) and if so to recommend a 
suitable date. 

Zin 
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Tin Situation The Statistical Subcommittee of the Study 
Group forecast a surplus of tin production over consumption 
of 38,000 tons in 1953 and 42,000 tons in 1954, an outlook 
which aroused the concern of delegations from producer coun- 

tries. There was general agreement that the situation was 

Such as to call for urgent international consideration and 

that there should be no avoidable delay in proceeding with 

the preparatory work for the resumption of the Geneva 
Conference. However, as far as this recent meeting was con- 
cerned, the producers were prepared to deal only with questions 
of procedure, not substance, although the US was prepared to 
discuss the broad outline of an international tin agreement ané 
to set forth the basic features which the 8S at this time re- 
gards as indispensable. In view of the unwillingness of the 
Other delegations, notably those of the UK, British Colonies, 
Belgium and Indonesia, to take up substantive issues, our 
delegation did not press the point. At the US request, how- 
ever, the Chairman stated for the record that the working 
party would have to face up to the issues, and its success 
would be dependent on the quality of the preparatory work 

done for its meeting in June. 


US Position The US position in a negotiating conference 
would, of course, be determined at the time of a conference. 
However, certain points which the US brought out at the Geneva 
Conference in 1950 are still considered basic to the US posi- 
tion on @ tin agreement. Although recognizing the need to in- 
clude in any stabilizing program the authority to limit ex- 
ports, the US would insist that the control program also pro- 
vide an effective buffer stock in order to offer consumers 
some reciprocal advantage of price stability. Also, although 
the US believes that the distribution of votes in the Council 
should reflect the relative roles of the participating coun- 
tries in the international trade of tin, the US recognized it 
would not be desirable for any one country to hold so many 
votes as to give it a veto over action taken under the 
Agreement. Action under the Agreement on important substan- 
tive questions should, in the opinion of the US, require con- 
current majorities of the producer and consumer votes, 
counted separately. The US further believes that export 
limitations should not apply in any quota period unless 
specifically voted by the Council for that period, or unless 
established automatically under provisions in the Agreement. 


The 
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The igreement should not provide for quota limitations to take 
effect automatically except when market prices are below the 
lower limit for buffer stock operations. No quota limitations 
which would reduce an actually existing rate of exports should 
be allowable unless an adequate quantity of tin as specified 
in the Agreement itself were already held in the buffer stock, 
or unless additions of tin were being made to the buffer 
stock at a substantial rate as specified in the Agreement. 


In the US view, the manager of the buffer stock should 
not have unlimited discretion to make purchases or sales be- 
tween the price limits. Any such discretion should be defi- 
nitely restricted as it applies to purchases to be made at 
prices above the floor, or the quantity of tin which is 
eligible for sale out of the buffer stock at prices below the 
ceiling. We also believe that the capital position and 
operations of the buffer stock should be publicized to the 
ma::imum practical extent. Metal in the buffer stock should 
be located in or near centers of consumption. 


The Agreement, in the US view, should obligate all 
participating governments to furnish detailed information to 
the Council regularly in regard to production, consumption, 
stocks and trade of tin in their respective countries. The 
Asreement should contain provisions under which the govern- 
ments agree to take appropriate measures to prevent restric- 
tive practices on the part of commercial enterprises engaged 
in tin production or trade which would interfere with the 
accomplishment of any of the objectives of the Agreement. 


* * * 
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In a message sent to the Congress 
last week, President Eisenhower 

. recommended that the present 
Reciprocal Trade Agreements Act, which expires June. 12, 
be renewed for one year as an interim measure while the: 
economic foreign policy of the US is re-examined. Hear-': 
ings are scheduled to start in the House Ways and Means : 
Committee April 22 on bills on extension of the Act which 
were introduced by Representatives Simpson and Scudder. 
The Administration hopes that Mr. Simpson will withdraw 
the bulk of his proposals which would sharply limit the | 
President's authority in conducting trade policy. Mean- . 
while, the Administration expects in the immediate future 
to propose legislation for simplifying US customs procedures. 


presicents Message iIn recommending one-year re- 
newal for the present neciprocal Trade Agreements Act, — 
the President pointed out that this would allow for the 
temporary continuation of our present trade program pend- 
ing completion of a thorough énd comprehensive re-examination 
of US economic foreign policy in order to develop more — 
effective solutions to the international economic problems 
confronting the US and the rest of the free world. It 

is intended that the Executive Branch: will consult with 
Congress in developing recommendations based: “Spon the 
‘studies that will be made. : 





The message noted that our..trade. policy is only 
one part, although a vital part, of the larger problem 
of developing, through cooperative action among the free 
nations, a strong economic system providing both the — 
military strength to deter aggression and the rising § ~- 
productivity that ean improve living standards. The sg 
lem is recognized as a complex of directly inter-related ~ 
foreign and domestic economic programs. ‘The building © 
of a strong economic system within: the free world will . 
require action by other governments as well as by the Us, 
over a wide range of activities. These should include: 
adoption of sound internal policies, creation of conditions 
fostering international investment, assistance to under- * 
developed areas, progress’ towards freedom of international 
payments and convertibility of currencies, and trade 
arrangements aimed at the widest possible "multilateral 
trade. From time to time, we will be consulting with 


other 
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‘other governments. Although the free world's economic 
problems cannot be solved by the US alone, it is clear 
that the US share in the common effort is large and 
crucially. important to its success. It is also clear 
that its success is crucially important to the US, es-~ 
pecially to agriculture with its great and expanding 
output,.. .> 7 
House Bills The Simpson Bill for extending the. 
trade agreements act for one year (H.R. 4294) contains 
a number of amendments which would be extremely restrictive 
of the President's authority. Among other things, all ~ 
discretion would be removed from the President regarding 
peril points, escape clause action, operation of Section 22 
of the Agricultural Adjustment Act and other measures 
affecting imports. For.example, no concession in a trade 
agreement could exceed the peril points determined by the 
Tariff. Commission and the President would be required to 
proclaim the escape clause action the Tariff Commission 
finds necessary. Finding of escape clause injury by the 
Tariff Commission would be made much easier. - In addition, 
there are provisions for import quotas on crude petroleum. 
and fuel oil and for additional duties on lead and. zinc, 
The Scudder bill (H.R. 2577) which was introduced earlier 
in the session, is much less restrictive than the Simpson 
bill, and would provide for a two-year extension of the Act, 


Customs. Simplification. The administration's bill to 
simplify Us customs procedures and. regulations,. drafted 

by Treasury in consultation-with State and Commerce, is 
expected to. be submitted to the Congress.very soon. The =. 
bill is based largely on the. Customs Simplification Bill 
which was passed by the House in 1951, although some addi- 
tional measures suggested by the Department and by Commerce 
are being included. These suggestions stemmed from criticism 
of present regulations by foreign governments and from the. 
testimony of business organizations before the House and - 
Senate Committees considering the earlier bill. Treasury 

has indicated that some of these suggestions may be imple-. 
mented through adminisStrative action. .The Chairman of ..the 
House ‘Ways and lieans Committee has indicated. that hearings 
would be scheduled two weeks after introduction of the bill 
and suggested he would like these to start early in May.-.. 


i- 


* * * 
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GREEK GO Last week Greece adjusted and unified its 
VALUES D foreign exchange system by depreciating the 





value of the drachma and eliminating all 
multiple currency practices. The new rate of 30,000 drachmas 
to the dollar, which was approved by the International Monetary 
Fund, is designed to facilitate a more economic utilization of 
the country's resources and to attain a better balance of pay- 
ments position. , , i 


Events Leading to Devaluation Several devaluations, follow- 
ing a Grastic postwar currency conversion in 19+. decreased. the 
official Greek exchange rate from 150 drachmas to the dolla? to 
the recent rate of 15,000 and now to the new rate of 30,000. 
However, not long after each previous devaluation inflation 
occurred which invalidatec the salutary effects of action and 
the drachma again became overvalued. The Greek Government, in 
order to maintain a flow of trade and at the same time avoid 
more frequent outright devaluations, resorted to a variety of 
Subsidy schemes and multiple currency practices which resulted 
in a very complicated exchange system. In fact, during the 
first quarter of 1953 the effective exchange rates for imports 
ranged from 15,000 to 45,000 drachmas to the dollar. 


These experiences indicated that before making another 
over-all adjustment in the exchange rate, the Government should 
take a number of coordinated measures with regard to public 
finance and credit policies. In addition, it was felt that it 
might be difficult to establish confidence following a new de- 
valuation. Therefore, Greek authorities decided not to devalue 

_ the drachma until the internal and external conditions of the 
country were improved to an extent which would warrant firm 
expectations that a unified excharge system at the chosen new 
rate could be maintained. Accc.“ingly, a program was undertaken 
in late 1951 which resulted in price and wage stability and a 
considerable increase in the balance of payments, and a return 
of confidence in the drachms. ia 


The above program incl.Jled steps to reduce the budget 
deficit, which it is hoped will be entirely removed during the 
present fiscal year. Public investment, financed with MSA 
counterpart funds, was moreover curtailed substantially and 
severe restrictions on bank credits to the private sector were 
imposed. An increase in agricultural production and a decrease 
in inventories constituted further contributions to price and 
wage stability, offsetting the possible inflationary import of 
the abolition of rationing and of the increase in pote circula- 
tion during 1952. These favorable developments, reinforced 
somewhat by the decline in the price of gold in the free world 
markets, favorably affected the internal gold market and since 


March 
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March 1952 it hes: not been necessary for the Greek Government ~ 
to Antervene in the gold market by selling gold sovereigns. 


Altnough internal prices were stabilized, Greek exports did 
not increase much. They amounted to the equivalent of $95 mil- 
lion-in 1950-51, $112 million.in 1951-52, and are estimated at 
€118 million in 1952-52. The stabilisation, together with the 
aaoption of exchange taxes in some cases as high as 200% on sales 
of exchange on imports, contriputed@ to a substantial cecline in 
imports, which are not. exxscted to oumeec £240 million in 1952-53 
as contrasted with $253 miJlion in £951-52 and $430 million in 
1950-51. The balance of »naynents ¢eficit was therefore reduced 
from $291 million in 1950-51 to $176 million in 1951-52. 


- The good results of the stabilization measures led the Greek 
Government to feel that the time had arrived to bring the internal 
price cost structure into realignment with the rest of the world, 
and the monetary measures were anncunced on Avril 9. 


Expected Effects of Devaluetion To keep the cost of living 
stable, the Greek Government intends to continue its anti- | 
inflationary policies in ihe credit and fiscal fields and also 
intends to adopt measures aesigned to neutralize the effects of 
exporters’ profits resulting from the sale of accumulated stocks 
of exportable commodities by imposing special taxes and by vigor- 
ous contraction of commercial credits granted to these industries 
by the Centrai Benk. Certain transitory measures will be used 
to shield the cost of living from the immeciaie shock of devalua- 
tion. If necessary, for example, the Government wiil intervene 
in the basic foodstuffs market by selling from its own stocks. 
The subsidy on wheat will be retained and applied at a decreasing 
Scale to maintain wage stability. 





If the Government is successful in maintaining these anti- 
inflationary. policies, exports may be expected to increase both 
in the short ru and in the long run. ‘In the «.mec:iie fusure 
devaluation will help liouidjate accumulatec stocks of exportable 
commodities valueac at $30 million. For the long run, there are 
indications that the prices ff traditionai Greek export staples 
and of textiles, minerais, cotton and rice will become competi- 
tive ‘on the world market and that production of such goods will 
‘expand. The new exchange rate will on the average be more 
rest-ictive on imporis than the previous rates. and the Greek. 
Government has announced ite termination of import restrictions 
on all but a few "super luxury" items. , 


It is expected that the changes in the exchange systen, 
combined with a continuation of the strong economic policies, 
will provide a foundation for the further Gevelopment of the 


Greek economy. 
* 7 - 
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STALL AGETON 19 BR Sn 2S The Department of Justice an- 


nounced last week that prior to 

April 28 it will file a civil 
complaint against an See American and other oil companies for 
violations of the antitrust laws through an international oil 
cartel. This decision was taken following conferences between 
the Attorney General and the President, Cabinet officers and 
the Chairman of the Joint Chiefs of Staff. In view of existing 
world tensions, it was decided that the necessary enforcement 
of the antitrust laws against an alleged world petroleum cartel 
should, in the interests of national security, be pursued 
th: ough civil proceedings... With respect to the pending grand 
jury criminal investigation, which had been adjourned until 
April 28 to give the new Administration time to study the im 
portant questions of policy and national security involved, the 
Attorney General stated that this was a matter under the con- 
trol of the Court, and that a Justice Department official would 
appear on April 28 before the Judge hearing the case, in — 
to the grand jury: ‘Proceeaings. 


Background Prior to the case the Federal ‘Trade Commission 
had published a. report describing the resources and concentra~ 
tion of the world petroleum industry, the historical develop- 
ment of joint control over Middle Eastern oil, the production 
and marketing agreements among international oil companies 
and. the interlocking relationships between the seven principal 
international oil companies... The report alleges. that these 
seven integrated companies--Royal Dutch Shell (British and 
Dutch), Anglo-Iranian-0i1 Company (British), Gulf. 011 Corpora- 
tion (US), Standard 011 Company.of. New Jersey iat Standard 
011 Company of California (US), Socony-Vacuum (US), and the 
Texas Company (US)--were in effect an international petroleum 
cartel. (See page l, July 14, 1952 iesue. ) | 


| President Truman directed the Justice Department to take 
appropriate legal action against the cartel and instructed the 
State Department.to assist in gathering data.. Former Attorney 
Generel MeGranery announced that a Federal grand jury would 
make a criminal investigation, Presumably this would be fol- 
lowed by a civil antitrust suit against the seven companies 
concerned. The oil companies were ordered to produce all> 
records on international arrangements regarding the production, 
transportation, refining and distribution of oil. The o11 com- 
panies argued that certain documents in this country concerning 
their relationships with foreign governments could not be 


produced 
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produced without embarrassment to the foreign sovereigns in- 
volved and that certain other documents, located in foreign 
countries, could not be produced because foreign law of the 
Sovereign prohibits it. Meanwhile, the Netherlands, UK and 
French Governments discussed with the Department problems 
arising from the investigation. The Netherlands presented a 
Strong note stating that it considered the collection of evi- 
dence from Dutch companies a violation of sovereignty, that it 
would not allow the removal of such documents, and that the 
companies would be held responsible under Netherlands law for 
their acts. The UK likewise forbade British companies to pro- 
duce documents located outside the US not related to business 
with the US. The Court then ruled, with regard to documents 
in the JS which might prove embarrassing to foreign governments, 
that any government might claim its privilege of preventing dis- 
- Closure but that the Court held the right to pass on whether to 
sustain this claim. With respect to documents located in 
foreign countries, the Court indicated it did not wish to re- 
Quire action which might involve serious criminal penalties 
under foreign law and wovld try to avoid such consequences. 


Important national security considerations involved led 
the National Security Council to recommend that the criminal 
proceedings be dropped. President Truman in early January re- 
guested the Attorney General to substitute @ civil suit. How- 
ever, the companies were at that time unwilling to accept the 
conditions for the production of documents. No agreement was 
reached on this issue and, at the request of the new Administra- 
tion, the Judge continued the case until April to give the new 
Attorney General and other Government officials time to study 
the matter. 


Disclosure of Classified Documents In his announcement 
last week on the civil action,. the Attorney General explained 
that it would be followed promptly by an application for an 
order of the Court directing the companies to produce documents 
in the US relating principally to their operations abroad and 
the impact of those activities upon the foreign commerce of 
the US. If necessary, subsequent application will be made to 
the Court for production of documents located broad. 





To 


DECLASSIFIED FOR PUBLICATION IN FOREIGN 
RELATIONS OF THE UNITED STATES 











CONFIDENTIaL - SECURITY INFORMATION 
me 


To guard against. public disclosure of documents which 
might have an adverse effect upon the national security, a 
screening committee will scrutinize all documents produced 
by the companies. Any document which should not be disclosed 
for reasons of national security will be kept confidential, 
and if there is any disagreement among the members of the 
committee, which is made up of representatives of the 
Departments of State, Defense and Justice and the Central 
Intelligence Agency, the question will be resolved by the 
President. 


The companies will be afforded an opportunity, but will 
not be required, to enter into a consent order for the 
production of the so-called domestic documents in the 
civil proceedings. The attorney General explained that the 
Rules of Procedure are so broad and liberal that all of 
the documents due to be delivered on April 28 can be ordered 
to be produced in civil action. 


* * x 


NEGOTIATIONS CONCLUDED After almost ten weeks of negotiations, 
ON NEW WHEAT AGREEMENT a large majority of the Wheat Council 
was able to concur on a price range 
for wheat of $2.05-$1.55 a bushel as the basis for renewing 
the International ‘Jheat Agreement. However, the UK, which 
is the largest single importer, refused to go above $2,00- 
$1.50 and a few other importing countries including India, 
Greece and New Zealand had not gone above that figure up to 
the time the Council finalized the Agreement document. 
wember countries will now have two weeks during which to 
effect signature of the agreement and participating countries 
will be given until July 15 to ratify the document. If the 
Agreement is ratified by exporting countries representing 
50% of the total quantity in the agreement. and by importing 
countries representing a like quantity, the agreement will 
go into force for a period of three years on August l, 
provided that withdrawal of important ratifying members in 
the interim after the deadline for ratification on July 15 
and the entry into force on August 1 does not result in 
wrecking of the Agreement. The Agreement provides that an 
exporting country "which considers its interests to be 
seriously prejudiced by the non=-participation in or 


withdrawal 
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withdrawal from this Agreement of an importing country 
responsible for more than five percent of the guaranteed 
cuantities may withdraw from the Agreement" by written . 
»notice befcre August 1, 1953. Lixewise, an importing 
,country mey withdraw on failure of an exporting country 
to participate. 


At this moment the outlook for the future of the 
Agreerent is in considerable doutt. During the l+-dey 
period when the Agreement is open for signeture, the UK 
may change its nind if it wishes to achere. On the other 
-.hand, Canaca and Australia mignt change their minds and 
witharaw because of UK abstention, in which case there 
might be no Agreement, or cne with recuced quantities 
from these two major exporters. 


Background of She Agreeme ent The present International 
Wheat ségreerent was orenea signature in March, 1949 
following negotiations in Cachtnnten. Under it wheat export- 
ing countries--the US. Canada, AuStralia ana France-- 
guaranteed to seil to the 37 wheet importing countries 
listed in the Agreement document .12.4 million metric tons 
of wheat a year, at’a maximum price of $1.80 a bushel and 
a minimum graduated price cf from $1.50 in ‘the first year” 
to $1.20 in the fourth. In actuality, the selling prico. 
virtually never went below the maximum. The steted cbjec- 
tives of the Agreement are to assure suoplies of wheat to 
importing countries and wheat. markets to exporting countries 
at equitatie and stable prices. The exporters agree to sell 
wheat to importing countries within the guaranteed quenti- 
ties at the specified maximum price... Importing countries 
agree to buy wheat, within such specified quantities, when 
offered by the exporting countries at she : CReRE See ninimum 
price. ac 


' The ensciaea hiss: by action of the Wheat Couneil in 
accordance with the terms concerning. accessions, expanded 
its importer membership to 42 and the quantity of 12.4 
million metric tons written into the Agreement has. been . 
inereased to 15. & million tons by virtue of such accessions 
and increases in the quantities of original signatory: 
members. The only important wheat exporting countries. 
which are not members of the Agreement are Argentina, the 
USSR and Turkey. Membership on the importing side embraces 
almost all tracitional wheat importing countries. 


The 
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The Wheat Council, which in accordance with the pro- 
visions of the Agreement was set up as the administrative 
body, was committed by it to make recommendations to member 
countries in regard to renewal. It discussed the question 
of renewal in London last April-May, but no accord was | 
reached and it was decided to postpone negotiations and 
resume discussion in Washington in early 1953. 


The Wheat Agreement has received some criticism in 
the US because under it importing countries are supplied 
with US wheat at a price lower than it is obtained in the 
open market in the US. However, this situation derives 
from the level of price supports in the US and thus becomes 
a function of the farm program. Foreign assistance is not 
the motivating reason behind US participation in the , 
Agreement. Farm organizations and wheat growers in the US 
Support the Agreement because they believe it assures them 
of a considerable export outlet for wheat and helps to 
avert government restrictions on production. 


- Discussion of Price In setting forth the US position 
at the Washington meetings, the US delegate, Under Secretary 
of Agriculture Morse, empnasized that the new US Administra- 
tion had sought guidance from independent economic studies 
ir. various parts of the country as well as from certain 
advisory groups, chiefly the l4-member Agriculture Advisory 
Committee, the Producer-Trade Advisory Committee and a _ 
Congressional Advisory Committee. He stated that an agree- 
ment of two years duration was preferred by the US since 
its price support program is due to expire at the end of 
that time. Mr. Morse proposed a $2.50 maximum price, the 
Same price which had been put forward in London and adhered 
to there by the US. This price was calculated to relieve 
the US of its subsidy burden under the Agreement, being 
related to the support price. However, Canada and Australia 
had already in London declured willingness to begin negotia- 
tions at $2.25. 


Discussion on price was early transferred from the 
Committee of the Whole to the Committee on Price and 
Quantities. Exporters and importers also frequently met 
separately, but the conference began to founder. The US 
finally agreed to talk on the basis of $2.25 but, with the 
three other exporting countries, insisted on a range of 
maximum price negotiation from $o, 00 to $2.25. The importers 


returned 
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returned with a "final offer" of $1.95 inclusive of carry- 
ing charges. The offer really amounted: to $1.89 compared 
to the 91.80 in the 1949 Agreement since the exporters had 
for a great part of the life of that Agreement taken a six 
cent carrying charge apart from the $1.80 price. At this 
Stage the possibility of: agreement on a reduced membership 
basis began to be considered in view of the fact that some 
importing countries were. known to be prepared to accept a 
higher price. yf OG . ‘ 


The exporters all came to $2.15 in an effort to move ' 
the importers up from $1.95; however, the latter did not 
budge. Canada and Australia as a last resort came down to. 
$2.10, This resulted in a’ number of importers, accounting 
for somewhat over 50% of the quantity in the Agreement, — 
breaking the solid ranks of the importers and declaring 
their willingness to come to $2.C5 if all the exporters 
“woula come down to that figure. . However, the UK remained ° 
-at 91.95 and several other importing couritries, including. 
India, were unwilling to come higher than $2.00. The UK 
and some others proposed adjournment of the session and it 
looked as though the negotiations might fail. . At this © 
juncture the US delegate undertook to seek to have the 
price question referred to the Cabinet level. in an effort 
to reach an agreement’. with the UK Government. Such negotia- 
tions were opened, but: the UK refused to go beyond $2.00 ~ 
and meet the US at the $2.05 level. The US put its offer. 
of $2.05 to the Council. At this point Canada, Australia 
and France associated themselves with the US offer, and a 
vote of the Council resulted in over a two-thirds majority 

decision in favor of the $2.05-$2.55 price range. 


Wheat eupp/y Situation When the Wheat Agreement was 
negotiated in 1949 there -‘as a strong tendency to regard 
the high level ‘of US ‘exports. as: -a’ temporary postwar phenomenon. 
It was assumed that ‘world trade in wheat would soon return 
to Something like the prewar level and that production for 
export in non-dollar traditional exporting countries, | 
especially Argentina and Fastern Europe, would increase... 
The volume of world trade, however; ‘actually expanded, 


- while non-dollar exports did not return to prewar volume. 





Dependence of the free world on North America for the 
greater part of its wheat import needs appears to be taking 
on a permanent aspect. 


The 
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The US 1951-52 crop was a near record of close to 1.3 
billion bushels. This extraorcinary supply situation, which 
Guring the present crop year resulted in scme reduction in 
prices of wheat sold outside the Agreement, strongly condi- 
tioned the attitude of the importing countries in regard to 
price. Furthermore, a record crop in Canada, a strong come- 
back in Argentina, and excellent crops in Western Europe 
indicated an unusually large total of exportable supplies 
for this year. However, greatly reduced production is in 
prospect in the US and Canada in 1953, a fact emphasized by 
the exporting countries in the interests of a better perspec- 
tive on what the future hoids. 


Quantities and Distribution Requests of present member 
importers for quota increases under the Agreement totalled 
nearly 2.15 million metric tons, while intended requests of 
importers for reductions totalled 728,000 tons. Thus, net 
increase sought over the amount in the present Agreement 
amounted to some 1.4 million tons. Applicetions for acces- 
sion accounted for an additional demand of 185,000 tons. 
However, Australia reduced its quantity by 372,853 metric 
tons ana France by 100,283 metric tons. Canada and the US 
will increase their vresent quantities by 408,233 metric tons 
and 463,619 metric tons respectively, in order to make up the 
Ceficit created by the reductions of the other two exporters 
and to cover a portion of the increases sought. Not all the 
requests for increases were considerea to be entirely realis- 
tic and it appeared some countries had purposely given high 
figures for bargeining prtooses. The distribution which was 
accepted for the new agreement honored the quantities which 
all importing countries nad in the old Agreement. all reduc- 
tions from these being voluntary. In arriving at quantities 
for the countries seexing increases, account was taken of the 
volume of their imports in the 1949-50 to 1951-52 period both 
from ail sources and from the exporting countries in the 
Agreement. 


The total guentity written into the new Agreement is 
16,207,679 metric tons (595,542,052 bushels) as compared to 
15,299,963 metric tons (580,917,000 bushels) in the present 
Agreement. These totals are diviced as follows among the 
exporting countries: 

(figures in bushels) 


New arreenent oie beeen eement 
Australia 7,050 , 399 700, 00 
9 


Canada 250.000, U0 235,000,000 

France 367 5437 4 0&9 ,000 

United States 279 3745019 SGP 

Totals 95,542,052 0,917,000 
am » * 
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US-CEEC DISCUSSIONS Discussions of economic problems of 
HELD IN WASHINGTON common concern to Europe and the US 

were concluded last week in Washington 
by a delegation of representatives of the Organization for 
European Economic Cooperation and officials of the Departments 
of State, Treasury and Commerce and the Mutual Security 
Administration. No agreements were concluded, it being under- 
stood in advance that the talks would be exploratory and that 
the US would not make any commitments pending the outcome of 
the re-examination of US foreign economic policy that will 
soon be undertaken. There was agreement on the need for co- 
operation on measures designed to further the objectives of: 
a) stable and growing economies which would permit rising 
living standards, necessary investments and adequate defense 
efforts; b) sound internal economic policies directed at 
maintaining financial stability; and ¢c) freer and expanded 
world trade and an improved system of international payments. 


The discussions centered on problems presented by the 
Fourth Report of the OEEC, by the UK's proposals for freer 
trade and convertibility of currencies and by the March 23-24 
OEEC Ministerial meeting. 


OERC Presentation The OEEC delegation made it clear 
that it consiaered the present European economic situation 
to be unsatisfactory. Production in Europe was stationary 
in 1952 anc there is no indication for an increase in i953. 
While there was general improvement in the European balance 
of payments in 1952, this resulted from a reduction in in- 
ports rather than increased exports. Moreover, if offshore 
procurement and American local military expenditures are ex- 
cluded, tnere is a large deficit in the dollar balance of 
payments among European countries. The OEEC suggests that 
some agreement should be reached between the US and Western 
Europe on joint action to improve existing conditions, to- 
gether with a timetable for such action. Joint action is 
advocated because of the vulnerability of Europe's economy 
to US economic policies, because a multilateral program is 
the only way to get European parliaments to agree to needed 
measures and because collective action is required to assist 
those countries where the most serious readjustments are 
re’: ‘red. 





The OEEC believes certain remedial action must be taken 
by Europe itself, including internal stability measures, 
expansion of production, improvement of external balances 


(especially 
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especially France), reducing the éollar deficit by exports to 
Mexico and Canada and other areas as weil as te the US, ané 
making investment more attractive. — “a meeg 


The US also has a role and OEEC representatives made 
forceful arguments in favor of US tariff reductions, removal 
of agricultural import restrictions, customs simplification, 
reduction of shipping subsidies, improvement in immigration 
policies, and increasing American investment abroad. In 
addition, concern was evident over the Stability of the 
American economy and the need for adequate reserves to protect 
European economies from the effects of an American depression. 


Commercial Policy The OEEC delegation pointed out that 
in the past five years the remedy for recurrent economic . 
crises has been either more trade restrictions or more aid, 
sometimes both. According to GEEC calculations, Europe will 
need to earn annually $2 to $3 billion more than at present, 
half of which should come from competitive trade in third 
countries and the other half from sales to the US. | 


. Progress has been made in OEEC toward trade liberaliza- 
tion, with all European countries having liberalized to a. 
great extent except the UK and France. Liberalization in 
agricultural products has been particularly difficult and 
OEEC is continuing to work on this. as well as on lowering of 
tariffs and non-discrimination against American goods. 


As to US policy, the delegation stated it was glad to 
note that Congress will consider a bill on simplification of. 
customs procedures, but OEEC would like to see even more far- 
reaching changes than contemplated in this bill. OEEC recog- 
nizes the value of the current Reciprocal Trade Agreements 

Act but. thinks that tariff reductions through this device |. 
have been very nearly exhausted. While 60% of present US inm- 
ports are duty free and the average duty on the remainder is | 
12.5%, the delegation pointed out that some goods in which 
Europe specializes carry tariffs of from 60%to 100%, with the: 
result that these European specialties are forced into a super 
luxury goods class. They stated that Europe does not expect 
the US to give up mass-producing. industries or alter tariffs 
in such a fashion that it would seriously threaten traditional 
American industries. However, they contend that many. of the 
goods on which US tariffs are high are not basic to the 


American 
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American economy and probably would never ins a in any 
substantial quantities by Americans. The delegation wondered 


if the US Government had plans for a comprehensive review of 
these tariffs and aiso of such legislation as the Buy American 
Act, the Berry Amendment, the escape clause of the Trade 
Agreements Act, the Sugar Act, the Defense Production Act, 

and agricultural legisiation. . 


US representatives assured the delegation that a review 
of all these matters is being made in the US Government. 
During this year of stucy, it might be that scme action could 
be taken within existing ene by administrative or 
private means. 


European Pr Production and Competitiveness Considerable 
time was spent discussirg atijustment of European production 
to the world market. It was recognized by the OEEC delegation 
that more flexibility is neeGed and that adjustments should 
be made in European taxes, wages and price systems. There 
is also a neea for Europe to shift its production from those 
industries where demand is ieveling off to those which have 
a more lasting demand. In this regard, it was noted that 
tnere is an over-supply of soft goods end a short supply of 
capital goods. The possibility of utilizing the offshore 
procurement program in encouraging neeaed adjustment was dis- 
cussed, as well as the value of US investment. 


Investment ‘The OEEC delegation expressed the: Kepe for 
greater American public investment, either directly or through 
Such organizations as the International Bank or the Eximbank. 
It recognized that there are obstacles to American investment 
abroad, suchas political instability, nationalization and 
diserimination against American investors, and aitso that the 
US anc Canada offer greater attractions for investment. The 
delegation also said that American: investment in ‘the dependent 
overseas territories and underdevelopea couritries should not 
be on condition that the funds be spent in the US but that 
European firms should be allowed to compete in providing 
ecuipment for the projeets resulting from such investments. 


US officials inquired whether it was possible for Euro- 
pean countries to create a better climate for private capital 
and asked if better relations between US and foreign firms, 
leading to increased private investment abroad, might be 
developed through the offshore procurement program. They 
stated that the US Administration is considering these questions 
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as well as tax incentives, governmental guarantees, joint 
investment between US and foreign national and ways in 
which US economic aid could open up new opportunities in 
foreign countries. 


Raw Material Prices Another problem pointed to by the 
OEEC delegation is the fiuctuation in raw material prices 
which are primarily responsive to changes in US purchasing 
policy. Europe depends heavily on trace with raw material 
producing countries and is, therefore, very sensitive to 
these fluctuations. OEEC feels that joint action in this 
regard is needed and said OEEC was studying commodity agree- 
ments and long-term contracts and buffer stock schemes. US 
officials assured the delegation of our interest in achieving 
some control over severe fluctuations in raw materials prices. 


Payment Mechanisms The OEEC delegation expressed its 
interest in wider convertibility, but stated that general 
convertibility is not an end in itself and is desirable only 
if it provides a means for general, world-wide trade liberali- 
zation. OEEC feels that the valuable features of the European 
Payments Union should be preserved in any wider currency 
system. Among those services are the automatic clearing of 

tances, establishing of necessary credit, prevention of dis- 
crimination against goods from any member country and encourage- 
ment of sound creditor-debtor relationships. At present the 
EPU Managing Board, in accordance with the decision of the 
OEFEC Ministerial Council, is working on the problem of prolong- 
ing and strengthening the Union and intensifying its cooperation 
with the International Monetary Fund. At the same time the 
Board is continuing discussions with the UK on its plan for 
greater convertibility. 


Conclusion The conversations were frank and an atmosphere 
of good will prevailed. As a result, the OEEC delegation 
learned a great deal about the problems facing the US, while 
US officials were given a better insight into the present prob- 
lems of Europe. The US reiterated its continuing interest in 
further progress toward European integration, through such 
arrangements as the European Defense Community, the European 
Political Community, the Coal and Steel Community and the 
Organization for European Economic Cooperation. The OEEC group 
expressed keen disappointment that no new legislation is contem- 
plated to modify US protectionist policies prior to the next 
session of Congress in 1954. The head of the OEEC delegation, 
nevertheless, said he was well satisfied with the talks and . 
that they would prove helpful in the work of the Organization 
in the months ahead. 

a * * 
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ErT Le: _OF INDIAN- During an Indian~Pakistan confer- 
sO Te : = ence on various trade matters 
last month, a long-pending dispute 
between the two countries was settled by Pakistan consent~- 
ing to adjust the fees and taxes on raw jute exports to 
India so as to eliminate what amounted to a discrimination 
against India, and India agreed to reduce its surcharges 
on coal exported to Pakistan. In addition, a three~yeer 
trade eafreement was concluded to facilitate the movement 
of Patistan jute to India and Indian coal to Pakistan. 

The communiaue issued at the conclusion of the talks 
states that at a leter cate. possibly in June, there 

will be further discussions between the two governments 
with a view to widening the scope of the agreement and 
expanding the volume of trade. In New Delhi the new pact 
is ~egarded és marking the beginning of &@ period of eco~ 
nomic coopveretion between the two countries, our Embassy 
reports. 





Background For some time India has complained 
ageinst Falristan's policy or charging 2 license fee on 
exports of raw jute to India and @ higher export tax on 
loose Jute or kucha bales, exported principally to India, 
than on pucca bales, exported elsewhere. At the time 
of the 1952 meeting of the Contracting Parties to the 
General Agreement on Tariffs and Trade, India sought to 
place on the agenda a complaint against Pakistan's discrimi- 
natory fees and tax on jute éxports to India. Palcistan 
countered with a complaint against India's surcharge on 
coal exports to Pakistan. Becuase of some question as to 
whether the required consultations had been held, the 
item was not placed on the agenda, and the two countries 
were urged to undertake such consultations. If these 
were unsuccessful, they were then to raise the cuestions 
again at a GATT meeting. These reciprocal trade com- 
plaints were considered at the February 1953 meeting 
of the Intersessional Committee at which time <he 
Committee recommended that the two governments again 
seei: to work out their differences and report back to 
the Chairman of the Contracting Parties. Consultations 
were helc in New Delhi March 160-20, and the agreements 
became effective March 25. 
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acreement With respect to the discriminetion, Pakistan 
agreeac to remove the license fee on exports of raw jute to 
india and to reduce the export tax on loose jute or kucha 
béles to the same level as the export tax on pucce baies. 
India agreed that the prices of coal supplied to Pakistan, 
whicn had hitherto been nisher then the prices charged 
to Inacian consumers, should be reduced to brings the two on 
@ par. 


Under the three~yveér agreement rekistan agrees to 
facilitate the supply of 1,£00,000 bales of jute to india 
annuelly, about three times the rate of recent months, and 
India agrees to. sunply 30,000 to 85,000 tons of coal to 
Pakistén monthly, with trede through normal trade channels. 
If India should require larger quantities of jute, Pakistan 
will fecilitate the export cf up to 2,500,000 baies in 2 
year. The agreement is expected to enable both countries 
to reculate their jute trade and Pakistan's fear of losing 
the Indian merket due to increased jute production under 
India's Five-Year Plan may be dispelied by the long-term 
agreement. India's jute production in 1951-52 was 
46,500,000 bales and the »vroduction target fixed for 1956-57 
1s 55,000,000 bales. However, in the face of declining 
prices, production may not reach that target. The amount 
of coél imported by Pakistan should remain about the same 
és in 1952, when imports of Indian coal totaled about 
1,152,000 tons. Incéia will provide improved *acilities 
for coal shipments and the movement of coal by rail to 
West Pakistan will be increased. 


& further condition of the new agreement <s that 
Pakistan agrees to reduce the import duty on exposed 
cinematograph film importved into Pakistan from Indie to 
the rate of one anna per foot, and the same as is levied on 
corresponding imports from other countries. 


Indie has agreed to provide 15,000 tons of ammonium 
Sulphate to East Pakistan soon. India, in turn. is 
interested in obtaining rocx salt from Punjab. However, 
no finai decision was taken on this matter. 


* * * 
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US SCRAP POLICIES The US Government is now making a review 
ARE UNDER REVIEW oof the world-wide iron and steel scrap 
situation, particularly with respect to 

demand on the US for scrap. The agencies concernea stress 
the importance of the confidential nature of this review, 
which was initiated largely as a result of the improvement 
in the US scrap supply situation. The peak of domestic | 
Scrap stocks was reached in October and stocks are now ade- 
quate for normal needs. There has been considerable pressure 

rom the scrap industry to liberalize exports of scrap on 
the grounds that the treatment of scrap is inconsistent with 
the treatment given to other commodities which are now in 
good supply. Tied to this desire for a more liberal export 
policy is the increased demand on the part of foreign inm- 
porters for scrap under US control. 


Steps Being Taken The chairman of the Commerce Depart- 
ment's Onerating Committee established an interagency task 
group on scrap iron and steel to undertake a fresh review 
and appraisal of US export policy on ferrovs scrap. While 
no decisions have thus far been reached on the direction 
such policy would take, the various agencies are collecting 
data and information on certain relevant subjects. it is 
felt advisable to consider the problem not only in the light 
of the current scrap situation but also in the light of the. 
near and long-term future aspects. The State Department, 
‘in consuitation with MSA, will prepare information on the 
world supply-requirements situation, with particular atten- 
tion to the scrap status of steel producing countries. When 
the agencies finish their reports, there will be a complete. 
picture of the domestic, international and military scrap . 
Situation. Commerce will consult both the steel and scrap 
industries about any changes in the export policy. The task 
group will then make recommendations on policy which will 
probably go to the Secretary of Commerce for final decision. 


Policy on Overseas Scrap One aspect of the scrap 
problem is the dispcoral of overseas military scrap. Since 


November 1951, all heavy ferrous scrap generated abroad has 
been returned to the US. About 2,000 to 3,000 tons of battle- 
field scrap are generated each month and a total of about 
“0,000 tons has been returned from Korea and Japan. It has 
been economic to bring the scrap back to the US in military 
ships since NPA allocated the scrap on arrival at Sparrow's 
Point at ceiling prices. Since price controls no longer 


exist, 
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exist, however, and scrap allocation authority is about 

to be revoked, the Defense Department would like to have 

a procedure developed under which it could sell the scrap 
in the US without loss. If no such procedure can be estab- 
lished, Defense would like to revise present policy and 
have ail ferrous scrap generated overseas sold abroad. At 
a recent meeting called at the suggestion of the Munitions 
Board, representatives of the Department and other interested 
agencies discussed the problem of disposal of overseas 
military scrap and there was general agreement that the 
present policy should be changed, with the understanding 
that it coulda be reverted to automatically if the scrap 
ae should deteriorate and scrap allocations be re- 
mposed. 


Before giving its concurrence to a change in policy, 
the Office of Defense Mobilization has requested the Depart- 
ment to clarify one problem. If the scrap is disposed of 
abroad, its further disposition becomes subject to the laws 
of the country in which it was sold. Thus, Japanese export 
controls could prevent a non-Japanese national who was a 
successful bidder for US Government scrap from shipping it 
out of Japan. Similarly, the scrap export embargo imposed 
by the High Authority of the European Coal Steel Community 
could prevent US Government scrap from moving out of Germany. 
The Department has agreed ts look into this question. 


As for non-ferrous scrap, about 8 million pounds of 
aluminum scrap are generated annually t, the Armed Forces 
overseas, largely from wrecked aircraft. About 65,000 tons 
of copper scrap are also returned annually to the US. In 
both instances the individual quantities are small and the 
administrative procedures necessary to process them are time- 
consuming and relatively expensive. Therefore, it was also 
agreed that the policy on non-ferrous scrap should be brought 
in line with the proposed policy for ferrous scrap. 


Foreign penan¢ Several ccuntries have indicated an 
interest in import a substantial tonnage of scrap from the 
US in 1953. Italy has requested 210,000 tons, Japan is report- 
edly ready to request 200,000 tons and the UK is considering 
a sizeable request. These are the first indications of 
serious efforts on the part of foreien countries to import 
large quantities of scrap from the US in the postwar period. 

A report from “mbassy Rome indicates that the Italian request 
is not excessive. It appears that scrap availabilities from 


sources 
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sources other than the US are reduced by the efforts of 
certain countries to limit their scrap exports, by declining 
availabilities of war residue scrap, and by increased demand. 
However, price considerations rather than suoply difficuities 
are probably still the main consideration in turning to the 
US for acditional supplies. Consideration of the foreign 
requests, if they materialize, would involve a balancing of 
the requirements of the domestic steel industry with those 

of foreign steel industries. At the present time existing 

US export quotas for 1952 ere set at about 187,000 tons, all 
of which are reserved for Mexico. In addition, scrap is 
exported to Canada ex-quota. 


The Canadian Problem The present US ferrous scrap export 
policy vermits scrap to go virtuaily only to Canada and Mexico, 
neighboring countries tracitionally dependent for scrap on the 

~US. In the case of exports to Canada, no restrictions whatever 
are presently placed on the movement of scrap across the border. 
This is in conformity with the "Statement of Principles for 
Economic Cooperation" signed by the US and the Canadian 
Governments in October 1950, one objective of which is to 
assure that controls in both countries achieve comparable 
effects. 


Canada is deficient in iron and steel scrap, but has 
traditionally exported certain special types and from certain 
areas. These have gone almost entirely to the US. Canadian 
policy on scrap export to third countries has in the past 
corresponded closely with US policy. A strict licensing 
system, with export permits and inspection at the border to 
insure compliance, is in effect even in respect to shipments 
to the US. In 1950 and 1951 there were no exports to coun- 
tries other than the US. However, in 1952, the pattern changed 
causing some concern to the US Government, although exports to 
countries other than the US were restricted to cast iron scrap. 
Canada exported twice i%s 1951 rate and only about a third 
of its exports went to the US. For the first time since the 
Korean war, a large quantity of exports went to third countries- 
the UK, Argentina and Japan. Recently, the Canadian Government 
announced that some steel scrap would be licensed for export 
to the UK. The Department, Commerce,and the Office of Defense 
Mobilization have pointed out to the Canadian Government that 
the grades of scrap envisaged for export were in relatively 
short supply in the US, that Canada was still importing from 
the US the same kind of scrap that Canada was exporting to the 
UK, and that the Canadian Government's action could frustrate 
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US export controls. As a result of these dicussions, Canada 
has agreed to provide the US with lists of ava‘tlable scrap for 
export. Under this arrangement, only scrap which is not cur- 
rently needed in the US or Canada will be exported to the UK. 


More recently, Canadian officials have provided the US 
with 2 statement of the Canadian position with respect to 
Scrap exports which says thet any scrap not taken up by 
Canadian or US consumers will become available for offshore 
export, presumably not limited to tne UK. The tentative re- 
action of US officials to this stand is thai it would greatly 
expand Canadian scrap exports, since Canadian scrar dealers 
would be encouraged to maximize their scrap acquisitions and 
increase their impcrts from the US in the face of strong ex- 
pert demand. This would appear to be inconsistent with US 
policy and steps are being taken to discuss the matter further. 
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UNCLASSIFIED 
EXIMBANK COTTON The Eximbanl: has authorized a $40 million 





CREDIT FOR JAPAN Short-term credit to Japan to assist in 








: financing Japan's imports of US raw cotton 
from tne 1952 crop. The credit will be in favor of the Bank 
of Japan énd will operate through US and Japanese commercial 
banks and cotton marketing channels which customarily finance 
and handle cotton trade between the US and Japan. It will 
bear interest at 33% and will be repayable in fifteen months. 


Facilitation of the cotton trade, which is the purpose 
of the credit, is one of the most important factors in US- 
Japanese economic relations. In recent years Japan has been 
the largest export market for US cotton, and is of great 
Significance to the US cotton economy, the prosperity of 
which is highly dependent on exports. The Japanese cotton 
textile industry is of central and basic importance to the 
economy of that country, which is dependent on foreign trade 
for maintenance of its economy and living standards. The 
Japanese textile industry contributes about half the value 
of all Japanese exports but must import all its requirements 
of raw cotton. At current market prices, about 200,000 bales 
of cotton can be financed by this credit. A similar credit 
of the same amount, bearing interest at 2-3/4%, was made 
in December 1951. 


| * * * 
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ECE FAST-WEST TRADE Trade experts from Western Europe and 
MES) ING CONCLUDED the Soviet bloc have just concluded 

an exploratory series of trade dis- 
cussions under the sponsorship of the Economic Commission 
for Europe. Aithough the bilateral talks did not result 
in any notable concrete trading offers, the meetings appear 
to have been marked by an atmosphere of business-like co- 
operation, and a general absence of anti-Western rhetoric. 
Although it is still too early to tell, the Soviet bloc for 
the most. part appears not to have insisted on delivery of 
strategic goods. As a result. the talxs were felt by most 
Western countries to be useful and constructive, varticu- 
lariy in their focus on particular problems now preventing 
increased east-west trade. 


Bilateral talks on the basis of these discussions are 
expected to continue in various European capitals In addi- 
tion, ECE Executive Secretary Myraal intends to vursue the 
question of triangular arrangements with interested govern- 
ments, and considers justified further stucy of the general 
problems arising in east-west trade. He will also explore 
on his own responsibility the possibility of holding 2 
similar meeting in one year's time or earlier, if subsequent 
develo»oments should warrent it. 


Background «An east-west meeting of experts was 
arrangea by ECE Executive Secretary Myrdal to explore the 
possibilities of expanding east-west trade after interested 
governments agreed at the recent plensry session of the 
Economic Commission for Europe. It was made clear at that 
time that the group would not seek to arrange exchanges, _ 
which would continue to be done bilaterally, but would limit 
itself to an examination of country trade lists of require- 
ments and availabilities. 


The trade consultation was originally suggested at last 
year's ECE session, when the. Commission unanimously passed a 
resolution calling for an ECE east-west trade meeting in the 
fall of 1952. However, a September meeting suggested by the 
Executive Secretary was cancelled when the Soviet bloc failed 
to reply to the invitation. In September, another invitation 
was addressed to the USSR inquiring whether it would be pre- 
pared to participate in a trade meeting in late December or 
early January. The USSR in January belatedly replied to the 
Secretariat note and suggested a meeting on January 26, a 
proposal in all likelihood timed to forestall criticism at 
the eighth plenary ECE session of the Soviet Union's failure 
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to reply to earlier invitations and to shift the onus of 
ECE inection on trade to the West. -In view of the need for 
acequate time for preparation, ECE member governments were 
eventually requested to consider the acceptability of an 
April i3 meeting. 


Report _on Negotiations During the opening plenary ses- 
sions, lists were submitted of the goods governments were 
prepared to trade. The Eastern European lists submitted 
generally were brief and merely supplemental to the longer 
1ists which the Secretariat had prepared on the basis of a 
three-year prospectus given to the Moscow Economic Conference 
lest year. These lists were declared still valid “in principle", 
i.e., aS an indication of the general order of magnituae, 
although several of the Soviet bloc countries said they had 
only "relative" value end were not useful as a basis for 
bilateral discussions. On the Western side, Finland, Sweden 
and Switzerland did not submit lists as they felt existing 
bilateral trade agreements plus agreements to be negotiated 
normally covered their situation. The lists of other Western 
countries uniformly revealed that care had peen taken to ex- 
clude most important strategic goods and to generalize descrip- 
tions of those in less strategic categories. 





In the bilateral discussions which followed, some trading 
partners agreed on general lists of goods which appear to offer 
possibilities for additional trade. Western European countries 
which already have a network of trade agreements with Eastern 
Europe were concerned mainly with ciscussing probiems which 
have arisen under existing trade agreements (some quite re- 
cently signed) or laying the groundwork for their annual trade 
agreement negotiations, some of which will be held in the near 
future. . : 


Very little is known at present about any specific deals 
offered by the Soviet bloc. ‘The US is particularly disturbed 
about one in which Italy reportedly received a USSR offer to 
renew the 1952 trade agreement and lists for 1953 (a very 
advantageous offer for Italy) as well as a separate offer under 
which the USSR would supply Italy with hard wheat, timber, hepa- 
tite anc perhaps other products in return for six cargo vessels 
of specified tonnage and speed, tugboats, cranes and floating 
cranes. The Italians are concerned that the Soviet offer comes 
just before the Italian elections and that its rejection might 
embarrass the government. The French reportedly also received 
a USSR proposal which is to provide the he*ts for further dis- 
cussion and possible negotiation of a t). agreement. 


* * * 
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NE! Bid. CALLED FOR Last week the Secretary of the Army an- 
ON CHIEF JOSEPH DAM nounced that bids for electrical equip- 

ment for Chief Joseph Dam on the 
Columbia River would be readvertised so there could be some 
clarification on certain aspects of the specifications. 
Earlier, following Cabinet consideration, the Defense 
Department had rejected all bids, foreign and domestic, for 
this equipment. The rejection of the bid of Enzlish Electric, 
Which was considerably below that of the lowest domestic bid- 
der, has caused widespread comment in the press. In a press 
conference, President Eisenhower said the Secretary of Defense 
properly rejected all bids and ordered them reopened because 
there was nothing in the specifications to show there was 
equal or comparabie quality in the bids of competing manu- 
facturers. He added thet there was nothing in the action of 
the Defense Department to exclude new British bids. Generally 
Spealin,, the President stated, if the British bid was a sub- 
stantially favorable one for the US, it would be the one 
accepved. 











Buv American Act Uncer the Buy American Act of 1933, 
government agencies are required to acquire domestic 
materials, unless: 1) the materials are for use outside the 
US; 2) the domestic materials are not available in sufficient 
guantit. and of satisfactory quality; 3) the head of the 
a_ency determines the cost of domestic supplies to be 
"unreasonable"; or 4) he determines that purchase of the 
domestic materials would be "inconsistent with the public 
interest". Following a determination on "unreasonable" 
cost, .overnment agencies have generally procured domestic 
art:cles unless the prices of such articles exceeded the 
prices of foreign articles, after figuring transportation and 
duty, b:7 more than 25%. agencies have bought from foreign 
sources from time to time when the price differences exceeded 
2555, but until last year no significant use was ever made by 
asency heads of the right to purchase from foreign sources on 
public interest grounds. | 





Many foreign governments, over the past few years, have 
expressed growing concern with the Buy American restrictions 
which were frustrating their attempts to increase their dol- 
lar earnings. The Defense Department, which does about 85% 
of ,overnment purchasing, revised its procedures last year 
to reduce the inconsistency between its procurement opera- 
tions, on the one hand, and the objectives of the Mutual 


Security 
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Security Program and US economic foreign policy, on the other. 
(See July 21, 1952 issue.) As a guide in exercising the dis- 
crecion accorded agency heads by the Buy American Act to pur- 
chase foreign goods when domestic procurement would be incon- 
Sistent with the public interest, the Secretary of Defense 
last June issued @ policy directive providing that domestic 
anc foreign bids would be considered on & common competitive 
basis, subject to a number of economic and strategic con- 
siderations. About this time the Army departec from the 
customery, rigid application of the 25% rule to award con- 
tracts to British and Italian firms on the basis of public 
interest considerétions. These cases, involving electrical 
power ecuipment and medical microscopes, were considered as 
of the utmost importance dv the British and Italian 
Governments. The liberalization by the Defense Department of 
its administration of the Buy American Act was widely re- 
garded es a significant step in reducing obstacles to dollar 
earnings and as a move to carry out the North Atlantic Treaty 
obligation to encourage economic collaboration. 


British Views The lowest bids on the transformers and 
eeneractors for the Chief Joseph Dam were submitted by a 
British firm, English Electric. It would have cost the Army 
$6,230,000 to buy from the British firm and $7,170,000 to 
buy from the lowest domestic bidders. The savings to the 
Army in buying the foreign equipment would have been 
$932,000, and the total savings to the US Government would 
have been $1,615,000 counting the duty which would be col- 
lected on the foreign equipment. The foreizn-domestic price 
differentials on transformers and generators were about 20% 
ana 13%. 





The UK and other countries interested in exporting to 
the US have followed the Chief Joseph Dam case closely for 
an indication of the new Administration's policy on this im- 
portant issue. Before the bids were rejected, the British 
Ambassador called on the Secretary and sent a letter point- 
ing out that his government would consider this a test case 
and that it was looking for signs which would show the 
direction the Administration will take. The President of 
the UK Board of Trade strongly urged acceptance of the 
British bids, pointing out that refusal to award the con- 
tract would run counter to the whole concept of giving 
Britain an opportunity to earn its own way in fair competi- 
tion over existing tariff barriers. Following the Defense 
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Department's announcement rejecting all bids and stating that 
new ones would be called for, the Department received another 
letter from the British Ambassador stating that the interim de- 
cision would cause greet disappointment to the UK Government 
and would attract considerable and unfavorable comment in the 
UK anc other countries. In view of the wide implications of 
the case the Ambassador urgeé the Secretary of State to take 
whatever steps are oven to him to ensure thet the final de- 
sion is taken will full rexerd for the objectives of inter- 
national economic policy expressed ody the President in his 
april 7 messége to Congress requesting a one-year renewal of 
the Trade Agreements act. 


Protests Against Foreirn Awards Unsuccessful domestic bid- 
ders On fovernment contracts for electrical power equipment have 
mace strong protests against procurement from foreign firms. Up 
until 1952 there was little if any, government procurement of 
such fereign equipment. Since January 1952, Interior's Bureau 
of Reclamation has awarced 19 contracts for electrical equipment 
to firms with plants abroad. These contracts, for Mgelish, 

Swiss and Austrian (British zone) equipment total about $2.5 mil- 
lion end represent savings to Interior of between $0.5 million to 
$1 million. During this period the US Army Corps of Engineers 
has made one major award to an English firm for electrical equip- 
ment which a@mountedto about $637,000. Interior has made awards 
for foreign equipment only when the competing domestic equipment 
was 25% or more in excess of the price of the foreign equipment. 
The army award, made last July, was the first mace wtnder 
Defense's revised procurement policy. Under this policy the 
Secretary of the Army reviews cases involving low bids in excess 
of 525,000 and price differentials of less than 25% and considers 
foreign and domestic bids on a common competitive basis, but 
subject to a number of specified economic and strate,ic con- 
Sideretions, in accordance with a policy directive intended to 
reflect the public interest condition of the Buy American Act. 





Legislation to Repeal Buy American Laws Mr. Smith of 
Mississippi has introduced into the House of Representatives a 
bili: which would repeal or amend several provisions of law to 
eliminate certain requirements of preferential treatment of 
domestic goods in government procurement. The bill would repeal 
the Buy .merican Act of 1953 and amend the Public Housing Act, 
Rural Electrification Act and Strategic and Critical Materials 
Stockpiling Act to eliminate provisions requiring domestic pur- 
chases. It would not, however, affect several relatively minor 
provisions of law calling for domestic preference in government 
procurement nor would it affect the Buy American-type provision 
in the Department of Defense Appropriations Act for 1953 (Berry 
Amendment) which relates to purchases of food, clothing, cotton 
and wool. 
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FIVE-YEAR ECONOMIC The State of Israel last week commeno- 

APPRAISAL Of ISRAEL rated the fifth anniversary of its estab- 
lishment as an independent entity. Faced 

with an almost insurmountable task in fashioning an econoni- 

Cally stanls country from a basically poor land, complicated 

with great population problems, the new country has made great 

progress. Israel must still solve many problems, nowever, 

and has renewed its request of last year for US assistance 

in meeting its short-term maturities which have created a 

serious financial problen. 


Backgercund Less than one-fourth of the area of the land 
is regardea as arable. Yields on most of this are very voor 
unless it is irrigated since there is no rain during eight 
months of the year. While there are deposits of minerals and 
metals in the country, the only potentially large deposits 
which presently give promise of being commerciaily workable 
are phosphates, potash, limestone and gypsum. For many years 
to come the country wiil be without forests and the fishing 
waters are poor. 


As of January 1, 1953 Israel's population had reached 
1,650,000, of which over half had migrated to Israel since 
1948. The rate of immigration has been decreasing since mid- 
1951, with the monthly rate declining from an average of 
21,400 during the first ha:f of 1951 to 2,300 during the first 
half of 1952 anc to a still lower figure the last half of 
the year. 


Of great importance in assessing Israel's ability to 
produce is the current poverty of human resources. At present 
less than 40% of the total population constitute the labor 
force, with the remainder either too old, too feeble, too 
young, or for some other reason unable to work. The general 
types of skills and talents eee by the people are un- 

complimentary to what most observers agree is economically 
desirable. The high percentage of persons producing services 
as opposed to those who are farmers, fishermen, miners or 
quarry workers is in small part the temporary consequence of 
the elaborate service organizations which have been set up to 
care for and resettle the large number of immigrants. To a 
major extent, however, it is the result of the previous occupa- 
tions of the postwar immigrants and the economic and financial 
policies which have been pursued by the government. Some of 
the government's economic and social policies made virtually 
impossible a transfer of occuvations to producing commodities 
on a large scale. The new citizens were provided with goods 


and 
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and services and asked to work the land. The majority of the 
population, however, did not have the background or the pioneer- 
ing ana self-sacrificing spirit to do so. In addition, the 
policies of providing employment in public works and subsidiz- 
ing foodstuffs, clothing and shelter, made farming and produc- 
tion of basic commodities economicaliy unattractive to the 
newcomers. These policies were accompanied by huge government 
deficits, financed in part by new currency and credit, buttressed 
by a high monetary wage level. As a result. the public received 
large amounts of cash and a demand was created for many of the 
more or less non-essential services which the newcomers were 
ready to provide. 


Internal Economic Position The gross national product of 


Israel's economy in money terms has tripled since 1949, having 
increased from about 280 miilion Israeli pounds in 1949 to 850 
million Israeli pounds in 1952. However, increases in the 
gross national oroduct failed to keep pace with the rapidly in- 
creasing population. Investment since 1949 has amounted to 
nearly a third of the gross national product--a phenomenally 
high rate--made possible by foreign grants and loans, but even 
this was not enough to keep up with the needs of the increased 
population. The supply of capital necessary to finance the 
investment program has been Gependent upon net capital imports. 
Domestic savings have been inadequate for financing development, 
with the result that -about one-half of Israel‘s investment 
expenditures through 1949-52 was devendent on net capital im- 
port. Of this foreign contribution to investment, about half 
was in the form of loans with the remainder in the form of 
direct private investment, ‘gifts and. US grant aid. 


Ever since ite establishment, the Government of Israel 
has had as a major economic objective the further expansion 
and diversification :of industry. Officials have stated many 
times as the Government's general policy the encouragement of 
industries which would result in decreased expenditures for 
imports and/or increased export earnings. Most of Israel's 
industrial investments depend on imported raw materials and 
imported semi-finished goods. A substantial part of the foreign 
investment is in new industries rather than in extending and 
improving existing ones. -‘By the latter half of 1952, it became 
apparent that some of the recent investments seemed unlikely 
to increase Israel's ability to support itself. It is believed 
that .in tne future, emphasis should be placed on more simple 
industrial processes than have been previously encouraged and 


that industries should concentrate on the use of the few local 


raw materials which exist. 


Today 
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Today less than 20% of Israel's labor force is engaged in 
agriculture, but the government is doing many things to try to 
get more people on the farms and to increase agricultural pro- 
duction. New houses have been built in the rural areas, seed 
and machinery have been provided to the farmers, irrigation 
projects have been undertaken and loans and subsidies have been 
provided. In 1952 the government announced that physically fit 
immigrants under 36 years of age would be given permanent hous- 
ing in the rural areas only. 


The New Economic Program, set up in 1952 in an attempt to 
reduce inflationary pressures through monetary, fiscal, price 
and production measures, has had a significantly favorable ef- 
fect in controlling inflation, but has not succeeded in encour- 
aging production and exports. Currency in circulation has in- 
creased slightly, while wages have continued to rise, Wholesale 
prices, however, declined and since mid-1952 real estate prices 
have decreased even though private construction was curtailed. 


In 1951 about 31 million Israeli pounds in counterpart was 
generated by US dollar grants, which the US has conditionally 
agreed to release for approved projects. About 40 million 
Israeli pounds should result from the $70 million made available 
to Israel from grant funds in fiscal 1953. 


ternat Ec ¢ Pos Since 1948 almost three- 
fourths of Israel's foreign exchange expenditures have been 
financed by extraordinary means, since its current earnings have 
covered only about one-quarter of each year's expenditures. Such 
methods of financing show an increasing dependence on foreign 
loans and US grants; the loans carry heavy servicing obligations 
which presently seem beyond Israel's capabilities to bear. 


After its establishment, Israel financed a substantial 
portion of its import surplus by commercial credits, including 
bank acceptance credits, and short and intermediate term borrow- 
ings. As a result of this practice, by the Fall of 1951 the new 
state was unable to meet maturing dollar obligations out of its 
free dollar income plus new short-term borrowings. While there 
was probably little if any net increase in Israel's short-term 
indebtedne:: during 1951-52, the government experienced con- 
siderable {culty in turning over or refinancing its short- 
term inde. aess. in order to prevent a default on its obliga- 
tions, in November 1951 the US made available $17 million in 
free dollars as an advance from funds appropriated for relief 
and resettlement in Israel for fiscal 1952. A similar advance 
of $25 million was made available in April 1952, again for the 


purpose 


DECLASSIFIED FOR PUBLICATION IN FOREIGN 
RELATIONS OF THE UNITED STATES 














BEST COPY AVAILABLE 


SECRET - SECURITY INFORMATION 
-9- 


purpose of meeting Israel's maturing obligations. The bulk of 
_ the $64.2 million in grant aid funds aprropriated for Israel 
in fiscal ‘i952, therefore, went for paying maturities on 
Israei's indebtedness. 


These advances did nothing mcre than postpone Israel's debt 
risis for a few months and by August 1952 Israel again faced 
the problem cf insufficient funds to meet maturing obligations. 
At this tine,Israel officials requested a $115 million loan 
from the US for funding a portion of its short and intermediate 
term inagebtedness. Thie request was not granted in view of 
Israel's unbalanced foreign exchenge budget and its low level of 
exports which dia not provide a basis fcr the servicing cf 
aaditional ioans. 


In order to assist Israel in dealing with the August 1952 
crisis, an advance of $25 million was mace out of appropriations 
for Israel for fiscal 1953, but certain conditions were attached 
which we believed would enable Israel to avoid an early recur- 
rence of the debt crisis. The Israei Government agreed to seek 
an agreement with its non-bank creditors whereby a substantial 
portion of its incebtedness would be paid off over a longer 
period of time. it also agreed to institute certein financial 
reforms, including the establishment of a balanced foreign ex- 
change budget ana the adoption of adequate import and foreign 
exchange controls. 


While some of the financial reforms have been carried out, 
Israel officials decided in November 1952 not to seek an agree- 
ment for extending the maturities on their non-bank indebtedness. 
On the advice of an Israecli-appointed group of New York business 
men, Israel decided that a partial moratorium would have the 
same effect as a full moratorium and would resuit in a serious 
reduction of credits available. 


Israel has debt maturities payable in dollars amounting to 
$69.6 million falling cue by June 1953. In addition to these 
payments, interest cbligations to be paid in dollars amounted to 
$4+.7 million, maturities on new commitments amount to $18.4 mil- 
lion, and other cash payments for services and the like equal to 
ge million, maxing total required payments of more than $100 
million. 


The Israel Governments seems to be determined to meet these 
refinancing requirements by borrowing against future receipts 
from bond sales and from the United Jewish Appeal and by cutting 
down on current commitments, particularly those requiring pay- 
ment during the period before June 30, 1953. A serious refinanc- 
ing problem will develop, however, after July 1, 1953. 


* * * 
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UK FAILS TO SIGN Forty-five nations had signed the new 
WHEAT AGREEMENT International Wheat agreement by the end 

of the day April 27, the deadline for signa- 
ture, leaving the UK the oniy member of the present agreement 
which did not adhere to the new one. The UK would have the 
opportunity to initiate action on accession after July 15 
when the Council meets and become a member upon deposit of an 
instrument of acceptance. (See page 7, April 14, 1953 issue.) 
Accession could also be considered at any subsequent meeting 
of the Council. However, there is so far no indication that 
the UK will change its mind and teke such action. Under the 
present Agreement the UK absorbs about 30% of the quantities, 
and the impact of its non-participation could be considerable. 
The exact effect of the negetive stand taken by the UK cannot 
be foretold because of the many unpredictable elements in the 
Situation. The main question is whether Canada and Australia, 
about half of whose average exports under the Agreement have 
gone to the UK, will want to participate in an agreement 
without Great Britain. 


The quantities under the old and new agreements may be 
compared in the following tables: 





Importers Quantity Under Quantity Under 
eresent Agreement t Agreement New Aereenent 
*(Metric tons 
Austria 300,000 250 ,000 
Belgium 550, 000 615, 000 
Bolivia 75,000 95; COO 
Brazil 360,000 300° 000 
Ceylon 180,000 255, ele) 
Costa Rica 33,000 35; 000 
Cuba 202,000 202,000 
Denmark LL 00 50, 000 
Dominican Republic , 838 26, 000 
Ecuador 35,000 35,000 
Egypt 400,000 400, 000 
El Salvador 11,000 20,000 
Germany 1,800,000 l, 500, 000 
Greece 428 5900 "350, 000 
Guatemala 25,000 255000 
*(1 metric ton © 36.74 bushels) 
Haiti 
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Importers Quantity Under Quantity Under 
Present Agreement . New Arreement 
«(Metric tons). | 
Haiti 28,000 45,000 
Honduras Republic 10,000 15,000 
Iceland 11, "000 13,000 
India l, 500, 000 l, 500, 000 
Indonesia "100; 000 "iho" 000 
Ireland — 275; 000 275, 000 
Israel 160,000 915, 000 
Italy 1 ,100 C00 850,000 
Japan 500 , 000 1 ,000 , COO 
Lebanon 65, 000 75, 000 
Liberia 1, ,000 2,000 
‘Mexico 50, 000 415, 000 
Netherlands 75; 000 675, 000 
New Zealand 125,600 160, 000 
Nicaragua Gy 000 10, 000 
Norway 216; 000 230, "000 
Panama > 17, 900 - 20, ,000 
Peru 150, 000 185, 000 
Philippines 196, 000 236, 000 
Portugal 152. 5125 175, 000 
Saudi Arabia 50, 000 60,000 
Spain 119, 000 145; 000 
Sweden 75, 000 i > 25° 000 
Switzerland 175,000 215,000 
Union of South Africa 300,000 ! 2C ,000 
United Kingdom yy 5819, 000 481° “000 ** 
Venezuela "170, 000 "170, 000 
Exporters 
Australia 2 bk: ,019 2,041 , 000 
Canada 62395" 653 | 6? 804, 000 
France . . 111,283 10, 000 
United States 6, 889, 008 75353, "000 
Total 15,€09, 963 16,206 ,000 
oe «ar 





*(] metric ton = 36.74 bushels) 
** If the UK does not accede, this quantity will 
have no significance. 
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UN FUND FOR aa" FOR er ornen A blueprint for an inter- 
UN FUND FOR ECONOMIC DEVELOP nationally administered 
fund for grant aid and 
long-term low- interest loans for economic development has 
been completed for submission to the July session of the 
Economic and Social Council. The unanimous report, which 
will be submitted in accordance with a resolution of the 
last ECOSOC session, was prepared ‘by a nine-man committee 
of experts from Pakistan, the Philippines, Mexico, Yugoslavia, 
Belgium, Denmark, Chile, the UK and the Us. The proposed 
blueprint calls for a Special UN Fund for Economic Development 
(SUNFED) which would be composed of initial contributions 
covering a period of two years and replenished by annual 
contributions thereafter. It would not be estabiished, how- 
ever, until a minimum amount equivalent to $250 million in 
any currencies has been pledged for its initial operations 
by at least thirty contributing governments. 


Background Over the obfections of the US, the UK, 
France, Canada and a number of other countries, a resolution 
was adopteq at the sixth session of the General assembly 
requesting ECOSOC to prepare and submit to the next GA session 
a detailed plan for establishing as soon as possible a 
special international development fund. (See nage 7, 

February 15, 1952 issue.) The Economic and Social Council 
Subsequently adopted a resolution providing for the estab- 
lishment of a nine-member committee of individual experts 

to prepare a blueprint for such a fund. The Secretary General 
was asked to appoint the members of the Committee which was 

to report to the Council in March 1953. 


The US agreed to this resolution, but maintained as we 
had consistently in previous discussions on this proposal, 
that the time was not opportune for the establishment of 
such a fund and that this government had serious reserva- 
tions about an international grant agency at any time. We 
further stipulated that US participation’ in the group of 
experts would in 0 way commit this government financially 
or otherwise to its future operations. (See page l, 
August 4, 1952 issue.) 


Major Recommendations The blueprint calls for volun- 
tary governmental contributions to the operational budget 
of the Special Fund which would be pledged according to each 
government's assessment of its ability to contribute. The 


administrators 
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administrators of the Fund would also be authorized to 


appeal for and accept non-governmental or private con- 
‘tributions. Donations would be made in the form of de- 


osits'of local currencies, which would be convertible 


into other currencies only to the extent that Such con- 


version is permitted by the governments concerned. These 


contributions would be available for the purchese of any 


goods and services obtainable in tnat country; however, such 
use could be’ restricted by the government "for good and 
sufficient reason", ‘ihere a contributing country permits 
the conversion of its local currency contribution into 
other currencies, governments into whose currencies such 
contributions are convertible may similarly restrict the 
range of commodities and services available to the Fund. 


According to the plan, assistance from the Fund should 


‘be given only to governinents which are members of the Fund 


in good standing, and should be governed bv agreements 
drawn up in precise terms between the parties concerned, 
when such assistance is requested, firm statements should 
be required concerning tne intended use of the credit, as 
well as technical data regarding the project, and evidence 
that other means of external financing are either inappro- 
priate or have proved unavailable, either in whole or in 
part. There would be no restriction as to the type of pro- 
ject eligible for assistance provided the assistance would 
contribute to the economic development of the country concerned. 


In the early phase of tne Fund's operations, the guiding 
Consideration in allocating resources among governnents should 
bes 1) the merits of individual applications submitted; 2) 
projects promoting the purposes of the UN or special objectives 
given high priority by UN organs; 3) projects capable of yield- 
ing early results; and 4) maintenance of a reasonable geo- 
graphical balance in allocationse 


The Fund should have authority to agree with the assisted 
government in each individual case whether assistance should 
be rendered wholly in the form of a grant or a loan, or be 
given as a combination of the two. The terms of loans from 
the Fund should be more liberal to the borrower than the best 
terms currently available, either commercially or from the 
International Bank, and the assisted government should always 
be free to request review and revision of the terins on which 
repayment of principal and interest payments are required, 


Membership 
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ilembership in the Fund should be open to any member of 
the JN or its specialized agencies wnich is prepared to sub- 
scribe to the Fund's principles and policies, to pledge its 
contributions to the oserational budget, and to vay its share 
of the administrative budget. “fembership should also be open 
to any other governnent willing to accept the same conditions, 
subject to approval of the General Counci! of the Fund. 


The Fund should be established as a separate administration 
but within the framework of, and in close proximity to, the 
United Nations. A General Council composed of all the parti- 
Cipating governments would be empowered to lay down any neces- 
Sary major policy directives,and réceive reports on the current 
policies of the Fund and their implenentation. The General 
Council would, in turn, elect an Executive Board, on which 
there would be equally represented the major contributors to 
the Fund on the one hand, and other members of the Fund on 
the other, This Board would be the policv-making body of the 
Fund during the course of the year, and would make decisions 
on the basis of a simple majority vote. The blueprint also 
Calls for a Director General who, with his staff, would con- 
duct negotiations, conclude agreements and maintain the neces- 
sary working relations with governments requesting assistance, 
and manage the Fund's disbursements, 


* * * 
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NEW FAMINE RELIEF PLAN A second group of experts appointed 


- "PROPOSED BY FAO EXPERTS by seven member governments in ac- 
cordance with a decision by the 


Council of the UN Food and Agriculture Organization (FAO) in 
November 1952 recently submitted to the Council its report on 
an-emergency food reserve. The report reviews the basic as- 
sumptions and three alternative plans previously made for a 
reserve and comes up with a new proposal which combines an 
international emergency fund, contributions in kind and 
contributions from ad hoc perticipants. In addition, the 
report outlines an organized ad hoc approach which could be 
used. The report will be considered by the FAO. Council at 
its next meeting which will take place in June. 


Becigroune At the November 1951 FAO Conference it was 
resolv a he Council should explore suitable ways by 


which an emergency food reserve could be established and made 
available promptly to-member states threatened by serious food 
Shortages. In vune 1052 a working party of five experts was 
named to look into the problem further. Their report concluded 
that an internationally-owned reserve fund offered the best: 

' prospects for successful operation. They rejected a proposal 
for an internaticonally-owned emergency food reserve, physically 
established in advance of @ famine, and another plan involving 
nationally-owned emergency stocks. This report was discussed 
by the Council, but it was decided that additional study was 
needed and a group of experts was set up in November 1952 to 
examine certain questions which the first working party had not 
resolved. (See page 1, December 8, 1952 issue.) 





Assumptions The experts endorsed with minor modifications 
the basic assumptions and definitions set out in the working 
party report. The first working party had concluded that, in 
general, physical world shortages of the main foodstuffs, not- 
ably cereals, are not likely to constitute the main obstacles 
to the relief of famine in ani emergency and that there was thus 
no overriding supply reason why relief stocks had to be built 
up specifically in advance of an emergency. Based on this key 
assumption, the first working party concluded that the main task 
was not to provide against future world shortages, but to guar- 
antee in advance the timely delivery of that generally small 
portion of world supplies which would be required for emergency 
relief. The group of experts, after careful review, accepted 
these conclusions as completely justified, and the only workable 
basis for carrying out the original Council resolution. 


The first 
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The first working party defined famine as "a food situation 
in which there are clear indications, based on careful and im- 
partial study, that serious catastrophe and extensive suffering 
will cccur if international assistance is not rendered". It 
also introduced the concept of a yardstick unit--Emergency Food 
Reserve Unit (EFRU)--for the purpose of calculating needs. One 
EFRU is defined as the quantity of food required for supple- 
menting the diet of one million people at the rate of 1,200 
calories per day for one month. 


The expert group accepted these two terms, as defined, as 
well as the broad estimates mace by the working party in regard 
to the size of possible total relief needs, and the size of 
that proportion of total needs which might have to be met by 
drawing on an internationally administered reserve. As re- 
calculated by the group, the assumed emergency food reserve 
might range from a minimum of $32 million to a maximum of 
$128 million, based on c.i.f. at February 1953 prices. 


Recommendations The expert group agreed with the working 
party that the plan for an internationally-owned physical emer- 
gency food reserve and the plan for nationally-owned stocks are 
not practicatje plans for solving the problem under consideration. 
While the proposal for an international emergency famine fund 
(which the working party had endorsed) is considered a logical 
and workable scheme, the group recommended against it because 
of doubts as to its wide-scale appeal and because it makes no 
provision for the utilization of contributions in kind. The 
group considered a comb‘’nation of nationally-owned stocks and 
an international famine fund, but concluded such a combination 
would lead to serious accounting complications and the flexi- 
bility of operations would be greatly impeded. However, not 
wishing to reject the possibility of contributions in kind, the 
experts devised a proposal which it calls the "Plan of the Three 
Circles", as being more practicable than any of the others and 
more widely acceptable than an international famine fund. 


Under this device, an international emergency fund would 
be set up to form.the nucleus of a plan, supplemented by an 
outer ring of reserves, made up of separate contributions in 
kind to be drawn on in addition to the financial contributions. 
A third concentric ring of supplies would include contributions 
from ad hoc participants in the plan. These ad hoc participants 
are defined in the report as members who express their agreement 
with and general willingness to promote the objectives of the 


plan 
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plan and who endorse and support financially the administrative 
machinery set up under the plan, but are not prepared to earmark 
in edvance funds for the suppiy of contributions in either 
money or kind. 


In the opinion of the group, the workability of this system 
would largely depend on the inner circle's size, and willingness 
and determination to adhere to its more rigid rules of operation. 


The group also outlined an organized ad hoc approach, 
which omits any distinction between different categories of 
participants. A minimum target for total contributions, i.e., 
both financial pledges and contributions in kind valued at 
international prices, would be set at $32 million. Initial 
contributions amounting to a total of 10% of the minimum target 
figure, would be obtained on an agreed scale as between coun- 
tries. The remaining 90% would be pledged simultaneously in 
an initial pledging conference. In case of emergency, it would 
be left to the discretion of an International Authority or one 
of its executive organs to decide on the scale, kind and sources 
of relief, and to call up pledges in the proportions best suited 
for meeting the particular emergency. 


The group gave consideration to the kind of machinery, 
organization and procedures which, with some modifications, 
would need to be established under its Plan of the Three Circles 
or under an organized ad hoc approach, or under a plan for an 
International Emergency Fund. Existing international agencies 
Should be utilized and centralized operations reduced to a 
minimum. For the main operative organs, the group suggested 
an International Authority, with an Executive Committee, a 
General Manager and a Panel of Experts. A secretariat FAO 
famine unit should keep the food situation under continuous 
review and perform certain other preparatory functions in con- 
nection with famine relief. 


The group suggested that governments should be prepared 
at the next FAO Conference in November 1953 to necotiate on 
the basis of clearcut preferences for a particular plan, and 
to express firm views on the action they would actively support 
in regard to an emergency food reserve. This would make it 
possible to proceed with technical preparations for the calling 
of a meeting of all interested governments with a view to im- 
plementing the chosen plan. 


* * * 
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TARIFF COMMISSION INVESTIGATION The Secretary of Agriculture 
OF CERTAIN AGRICULTURAL IJIiPORTS has advised the President 
that, if Section 104 of the 
Defense Production Act expires on June 30, 1953 as recommended 
by the Administration, commodities now restricted under that 
Section are practically certain to be importec under such con- 
ditions and in such quantities as to render ineffective or 
meterialiy interfere with price support or other programs 
undertaken by the Department of Agriculture. «Accordingly, 
President Eisenhower has directed the US Tariff Commission to 
make an investigation, under Section 22 of the ..gricultural 
Adjustment Act, of imports of certain agriucltural commodities 
with a view to recommending action by June 1, 1953. The 
Tariff Commission announced that it has instituted such an 
investigation, with public hearings being held on May 4 and 7. 





In its statement on the need for limiting imports of dairy 
products presented at the May 4 hearing, the Department of 
Agriculture recommended that preference be given to quantitative 
limitations, rather than import fees. It recommended that im- 
ports of cheese be continued at substantially the level per- 
mitted under Section 104, except for cheddar which should be 
sharply cut back, and that token imports be permitted of products 
presently embargoed. With respect to butter, AGriculture recom- 
menced that no more than 741,000 pounds be imported annueélly. 


Legislative Requirements Section 104 makes mandatory the 
imposition of import controls on specified products whenever 
the Secretary of Agriculture determines that imports of such 
products would: a) impair or reduce the domestic production of 
any such commodity or products below present production levels, 
or below such higher levels as he might determine necessary in 
view of domestic and international conditions; or b) interfere 
with the orderly domestic storing and marketing of any such 
commodity or products; or c) result in any unnecessary burden 
or expenditure under any government price support program. The 
products for which control authority is provided are those fats 
and oils and rice and rice products covered in earlier legis- 
lation plus cheese and other dairy products. 


Existing controls under Section 104 include embargoes 
on non-fat cry milk solids, butter, high fat malted milk con- 
pounds, flaxseed, linseed oil, peanuts, peanut oil, rice, dry 
whole milk, dried cream and dried buttermilk; individually 


licensed 
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licensed imports of brewers' rice; and import quotas on ched- 

dar cheese, edam and gouda cheeses, Italian type cow's milk 

cheese, blue mold cheese and varieties of cheese processed 
rom checdar and blue mold. 


Section 22 provides for import restrictions to prevent 
interference with domestic agricultural programs. When the 
Secretary of Agriculture has reason to believe imports are 
having this effect, he is to advise the President and if the 
President agrees he shall order the Tariff Commission to make 
an immeidate investigation. Section 22 provides that if, on 
the besis of such an investigation and report of findings and 
recommendations of the Tariff Commission, the President finds 
imports are interfering with the prozrams or operations of the 
Department of Agriculture, he shall impose such fees on imports 
not in excess of 50% ad vaiorem or such quantitative restric- 
tions not exceeding 50% of the quantity imported during a repre- 
sentative period as he finds necessary to remedy cr prevent 
such 6 situation. 7 


Department Position The Administration has taken the 
position that Section 104 of the Defense Production Act of 1950, 
as amended, should be permitted to expire on June 30, 1953 and 
should not be re-enacted in any other legislation. The Execu- 
tive Branch of the government considers that any necessary safe- 
guards against excessive imports covld be provided through 
Section 22 of the Agriculture Adjustment Act of 1034, as amended, 
‘and the escape clause of the Trade Agreements Act. 





In recent Congressional Committee hearings, Assistant 
Secretary Linder stated that the Department recognizes thet so 
long as the Commodity Credit Corporation is buying large quanti- 
ties of butter, cheese and skim milk and maintaining domestic 
market prices well above the world price level, there is a 
Strong inducement for imports to be drawn into the domestic 
market in larger than normal quantities. Nevertheless, the 
situation is not one which warrants the rigid restrictions on 
dairy imports, in some cases amounting to complete embargo, 
which Agriculture has been required to impose under Section 104, 
He steted that we believe Section 22 of the AAA and the escape 
clause of the Trade Agreements Extension Act are adequate to 
deal with situations in which imports might impair agricultural 
programs for dairy products or cause serious injury to the 
dairy industry. 


iir. Linder 
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Mr. Linder pointed out that extension of Section 104 
controls would compel the US to continue to act inconsistently 
with agreements previously undertaken with friendly countries. 
He stressed tne significance which foreign countries attribute 
to this section and our action under it. Their concern lies 
in part in tne injurious effect of our Section 104 restrictions 
on their trade; it hempers their efforts to overcome balance- 
of-payments difficulties and makes it more difficult to reduce 
their need for extraordinary assistarce from the US. To an 
even greater degree perhaps, their concern is aroused by the 
significance of Section 104 as to the direction of US trade 
policy. For them, the bill carries the impli scion that the 
US is moving away from a policy of cooperation with its ailies 
toward a restrictionism which disregards both our obligations 
and their needs. 


& large part of our egricultural economy is geared to 
doing a substantial business with foreign countries, :ir. Linder 
stated. For example, last year just under 40% of our wheat, 
tobacco, and rice crops was marketed abroad. A good many of 
our specialty crops are market ted abrcad as well. Export sales 
for the american farmer in 1952 were valued at $3.4 billions. 
In 1951, we sold seven times as much farm produce to Europe as 
we bought--we sent 42,196 millions of arricultural goods to 
Europe and imported only $314 millions of agricultural produce 
from Europe. If foreign markets for our export crops are re- 
duced because of inability of other countries to sell to the US, 
our whole agricultural economy feels the effect. 


GATT Action Since imposition of the import restrictions 
in 1951, nine countries have protested to tne US repeatedly. 
In addition, several of tiem have raised the issue curing 
sessions of tne Contracting Parties to the General 4greenent 
on Tariffs and Trade. at the seventh session of GATT in the 
fall of 1952, it was noted that the US Administration nad not 
been successfvl in securing repeal of Section 104 and that the 
US was still infringing its obligations. The Netherlands 
Government was authorized to take a specific retaliatory 
measure in limiting imports of wheat flour from the US and 
other affected countries reserved their rights to take compen- 
Satory action. Tne Contracting Parties recommended that the 
US continue efforts to secure repeal of this law and to report 
on Mr action it has taken before the opening of the next 
sessione 


UN 
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UN ECONOMIC AND SOCIAL Cn April 28th the UN Economic 





COUNCIL CONCLUDES SESSICN and Social Council concluded its 
15th session, which was held in 
New York. The most important economic discussions centered 
around the Secretariat report on the world Economic Situation 
and the problems attendant to economic development. Important 
also wes the endorsement of current procedure for convening 
Study groups on international commodity problems. In line 
with recent Soviet tactics, the tone of the statements of 

the USSR delegate was milder than at previous sessions. On 
the other hand, the Soviets came forward with no new pro- 
posals for improving east-west relations. 





No really controversizl proposais or debate developed 
with respect to economic problems at this session of the 
Council. Other nations recognized that the new US Adminis- 
tration had to have some time to study questions of economic 
policy and could not be expected during its first few months 
in office to commit itself to particular solutions. However, 
at the June 30 session of the Council, the US will be ex- 
pected to state its position on @ number of controversial 
items including the blue-print for an internationally- 
administered fund for grant aid and long-term, low-interest 
loans for economic development (see page 12, April 28, 1953 
issue); and proposals for en International Finance Corporation 
to help finance promising private undertakings by equity invest- 
ments or by loans without governmental guarantee (see page 4, 
March 31, 1953 and page 2, August 4, 1952 issues); and pos- 
Sibiv the revort of the ad hoc Committee on Restrictive 
Business Practices (see page 3, March 31, 1953 issue). 


World Economic Situation Discussion of the world 
economic situation, inclucing the Secretariat's annual 
report (see page 6, March 31, 1°53 issue) and the reports 
from the regional economic commissions, revealed concern 
over US tariffs, a possible recession, lagging food produc- 
tion and @ continuance of balance-of-payments problems. 
Generally, delegates expressed the view that "hopeful pros- 
pects for peace" did not threaten the international economy, 
but severai countries urged that recession and reconversion 
problems be studied. 





The US delegate paid tribute to the Secretariat's 
report but called attention to the use of unverified material 
from certain countries. He said, as the report gave virtually 
no consideration to the impact of arms production in the 


Soviet 
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Soviet bloc, he could not review its effect on their economies, 
but noted that the levels of produccion cited included continu- 
ous and heavy armaments expenditures maintained at the expense 
of the people's living standards, For the free world, he termed 
195° as a year of relative economic stability, marked by 

@ more normal increase in world production. He said he did 
not think the drop in the rate of production increase, from 
13% in 1951 to 2% in 1952, warranted concern. He outlined 
trends in the US economy Since the Korean outbreal:--the 
ebatement of inflationary pressures, the freeing of the 
economy from controls, anc the increased export of capital 
goods. The fall of the US exnort surplus, he said, had re- 
Guced the dollar deficit of the rest of the world and he ob- 
served thet this deficit wes more than made up by the flow 

of private cavital and US grants and loans. As far as the 
future of the US economy was concerned, our delegate said it 
was expected that investment would continue to expand in 1953, 
more than making up for anzy drop in defense exnenditures. Be- 
yond these private investments, he pointed to the area of 
potential public construction in the US. He also said that 
the new US Administration woule not hesitate to use as strong 
measures as might be required in an emergency... 


The Council called for no action on the world economic 
Ssituetion. At the end of the discussion it adopted a minor 
resolution relating to the preparation of the World Economic 
Survey, requesting the Secretary General to include in future 
reports index numbers relating to the absolute value, quantum 
and unit value of marine freight rates, Conference @nd non- 
Conference, distinguishing between traffic from industrial 
countries to primary producing countries and vice-versa, 


Economic Development In accordance with resolutions 
of earlier Council sessions,. the Secretariat had prepared 
a paper on integrated economic development and placed this 
item on the agenda. The Council reaffirmed the need for 
the rapid industrialization of under-developed countries 
and passed a resolution requesting the Secretary General 
to submit not later than the eighteenth session a study on 
the processes and problems of industrialization which may assist 
the under-developec countries in preparing practical programs 
of rapid industrialization. The study is to deal also with the 
economic, social, fiscal, technical and organizational problems 
involved and with the role which the industrially advanced 
countries can play in order to help further such programs. The 
Secretary General was authorized to consult with experts in this 
regard but not to convene an expert group as had been proposed 
in an earlier resolution. 





During 
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During the discussion on economic development, the Inter- 
national Chamber of Commerce referred to the harmful effects 
which it maintained had resulted from the adoption of the so- 
called "nationalization resolution" at the 7th Assembly. 

(See page 11, January 6, 1953 issue.) A paper circulated by 
the National Association of Manufacturers under this item 

made the same point. The Indian delegation, in taking note 

of these statements, argued that certain organizations were 
unfairly interpreting the resolution which was not designed to 
encourage nationalization of private investment. 


Procedures for Convening Commodity Conferences A de- 
tailed review by the council of the precedures for convening. 
study groups and commodity conferences had been deferred ever 
Since the 13th Council session. A draft resolution, which was 
on the agenda for consideration at this session, restated with 
some modification the commodity chapter (Chapter VI) of the 
International Trade Orgenization Charter in its entirety. We 
were successful in getting a resolution adopted which recom- 
mended that the principles of Chapter VI be accepted by UN 
members as a general guide in intergovernmental consultation 
or action with respect to commodity problems and which reaf- 
firmed existing procedures for calling commodity conferences 
and study groups. The resolution increases the membership of 
the Interim Coordinating Committee for International Commodity 
Arrangements to four, the fourth member to be a person of wide 
experience in the problems confronting underdeveloped coun- 
tries. This move should improve the atmosphere as far as 
underdeveloped countries are concerned, as they have felt that 
the ICCICA was nonrepresentative since the experts on it have 
in the past come from highly developed countries. As. a result 
of a proposal by Uruguay, the ICCICA was requested to consult 
f0vernments on the desirability of convening an intergovern- 
mental study group on steel; and to inform the. orm Council 
session of the action taken in this matter. 





Discussion of Bank and Fund Reports The soporte of the 
International Monetary Fund and the International Bank for 
Reconstruction and Development were well received. The 
Fund's activities drew favorable comments generally, particu- 
larly the recent steps to make Fund resources more readily 
available. The Fund representative emphasized that all of 
IMF's efforts would be frustrated if its members did not adopt 
anti-inflationary policies and stressed the need for willing- 
ness of major consuming countries to liberalize their commer- 

cial policies. 





The 
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The President of the International Bank emphasized that 
the Bank's chief objective was laying economic foundations for 
increased production in less-developed countries. He noted 
the increased rate of spending by the Bank outside the US and 
the use of non-dollar funds, saying that the Bank was anxious 
to lend more currencies other than dollars. He stated that a 
period of adjustment was setting in, following fulfillment of 
postwar demands and partial easing of inflation. While this 
might have adverse effects on the exports of underdeveloped 
countries, the Bank official felt that growing competition be- 
tween developed countries should stimulate the direct flow of 
capital to the underdeveloped countries. A number of coun- 
tries urged the Bank to work to help restore triangular trade 
patterns through its lending and development activities. 


Reports of Commissions In taking note of the report of 
the Transport and Communications Commission, the Council con- 
firmed with some change eight resolutions recommended by the 
Commission. These dealt with such matters as uniform road _ 
Signs and signals, licensing of motor vehicle drivers, customs 
formalities for temporary importation of private vehicles and 
for tourism, transport of dangerous goods, discrimination in 
transpcert insurance, etc. 





The Council noted with satisfaction the report of the 
Statistical Commission and adopted recommendation of the Com- 
mission with regard to basic industrial statistics, vital 
Statistics systems and migration statistics which would improve 
their usefulness. - 


Major progress was noted in the work of the Population 
Commission in cooperating with the Statistical Commission, and 
in improving the quality and availability of basic demographic 
information. The Council welcomed the Commission's decision 
to concentrate its future efforts on three major lines of work 
now under way: 1) studies of the inter-relations of demograph- 
ic, economic and social factors; 2) analyses of future popula- 
tion trends; and 3) studies of migration, both international 
and internal. The Secretary General was authorized to convene 
the 1954 world Population Conference at a site which will in- 
volve the least cost to the UN, but either at Geneva or Rome, 
if in Europe. 


The Fiscal Commission did not hold its session prior to 
the Council meeting and is currently meeting in New York, with 
principal discussion centering on preferential tax treatment 
for income of foreign investment. Its report’ will be con~ 
sidered at the next session of the Council. 


Miscellaneous 
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liiscellaneous The Council adopted unanimously 
a resolution recommencing continuance of action under 
previous resolutions on conservation and utilization of 
non-agricultural and water resources. It asked the 
Secretary General to forward allegations of infringe- 
ments of trade union rights to the governments of the 
USSR, Spain, Rumania and to competent authorities in 
the Saar, inviting their comments. At the same time it 
dismissed an alleged infringement in Trieste on the 
grounds that no trade union rights were involved. In 
the future all allegations against states members of the 
International Labor Organization are to be transmitted 
Girectly to that organization. Note was taken of the 
Secretariat report on slavery and it was recommended 
that the General Assembly invite the parties to the Inter- 
national Slavery Converition of 1926 to agree to transfer 
to the UN the functions undertaken by the League of 
Nations under that convention and that all states, both 
members and non-members of the UN, adhere to that con- 
vention. The Secretary General is to consuit with 
governments and specialized agencies and submit to the 
Council, if possible by the first session in 1954, a 
Supplementary report on slavery. 


Decision was deferred on changes in existing arrange- 
ments for scientific research on narcotics and the Con- 
mission on Narcotic Drugs was asked to make recommenda- 
tions not later than the 18th Council session on the 
future of the UN Narcotics Laboratory. The Secretary 
General is asked to supply certain information in this 
regard. 


The Council postponed until its next session action 
on a proposal to extend full ECAFE membership to seven 
associate members. The US supported extension of member- 
ship but was strongly opposed by the USSR and to a 
lesser degree by India. In this context, the Council 
will consider the general question of membership in 
regional economic commissions of non-members of the UN, 
including ECE. However, a resolution for extending full 
membership in ECAFE to Afghanistan was adopted. Also 
deferred until the 16th session was the item on relief 
and rehabilitation of Korea. 


ECLA 
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‘CLA CONCLUDES The UN Commission for Latin America concluded 


FIFTH SESSION its fifth session last week at Rio. The dis- 
' cussions were at a high level and resulted in 
@ userul exchange of views. Resolutions by and large call for 
furtner Secretariat studies designed tc help the governments 
‘of the region frame sensible development programs. No action 
was teken contrary to the US position. In the opinion cf our 
delezation, the outstanding developments were: 1) wiliingness 
on the part of the Latin american countries to discuss the 
"terms cf trade" problem on a practical economic basis rather 
than on an irrational emotional one, and passage of a unanimous 
resolution on the subject; 2) extreme pride of the delegations 
in ECLA and its Secreteriat, with the resultant possibility 
that the forum will either continue to be a constructive: 
modifying influence on extremist views or that it might be- 
come a rallying point for such views; 3) fairly general 
Sympathy for regional economic integration, particularly in 
Central America; and &) revival of last year's debate over 
cocrdination between ECLA and tne Inter-American Economic 
and Social Council (IA-ECOSOC). There was relatively little 
discussion of commcdities in short supply or impending surplus 
and virtually no mention of the need for an internetional 
Development Fund or an International Finance Corporation. 


ry 











All. member governments, the major specialized agencies 
and numerous non-governmental organizations were represented 
at the meeting. Brazil, with the iargest delegation, played 
the leacing role. The Argentine Gelegaticon, although the 
most difficult, was not too extreme, and several of the delega- 
tion members were helpful to US representatives on specific 
trade and payment issues. Bolivia and Chile followed the 
Argentine lead, but without noticeable conviction. Mexico, 
Cuba, Haiti, Peru, the UK, France and the Netherlands were 
generally helpful. Among the smaller delegations, Guatemala 
was outstanding, owing to the abiiity of its chief, Noriega. 


Current Economic Situation and Prospects Tne Economic 
Survey for Latin America for 1951-52 prepared by the ECLA 
Secretariat, provided the basis for one of the main discus- 
sions. The US considered this survey a comprehensive and 
penetrating analysis of the economic situation in Latin 
America and 2a valuable contribution to an understanding of 
the economic problems of the area. The central fact which 
emerges from the Survey is the remarkable degree of progress 
which Latin America, exclusive of Argentina, has made during 
the past six years. Latin America's gross product in 1952 
rose to almost $40 billion at 1950 prices, compared to $28.5 


billion 
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billion in 1945. During the past few years, the outstanding 
feature of the Latin American economy has been the expansion 
of manufacturing, "the output of which reached a total of 
$11,400 million in 1952, or 36.4% above the. $8,350 million 
obtained in agriculture." The average annual rate of growth 
of the economy during the 1946-52 period, with Argentina ex- 
cluded, was 4.7%. Brazil, Colombia, Mexico, Peru, Venezuela, 
El Salvador and Guatemala registered the largest percentage 
gains. Investment was at a high level; one-third of the total 
capital stock existing in 1952 has been accumulated since 1946. 
The aree enjoyed extremely favorable terms of trade in 1950 
and 1951. 


On the other hand, the survey is dubious about Latin 
America's capacity to maintain this rate of development during 
the next few years. The future rate of development of the 
region is said to depend on three fundamental elements: the . 
possibility of increasing exports and the will to do so, the 
existing terms of trade, and the inflow of foreign capital. 

In view of the tendency on the part of the Secretariat to 
emphasize external factors and, in particular, the importance 
of the terms of trade as a key factor in the development 
process, the US pointec out the equally great, if not greater, 
need for appropriate domestic action, including measures to: 
mobilize effectively available domestic resources for produc- 
tive investment in industry and agriculture, which will in. 
turn attract foreign capital. ? ) 


Discussion of the terms. of trade involved the most pro- 
tracted and difficult negotiations of the session. Our delega- — 
tion had expected debate on this subject in view of. tho series 
of recent resolutions introduced and supported in other inter-- 
national bodies. by. the underdeveloped countries for the purpose 
of committing governments to maintenance of an "adequate, just — 
and equitable relationship" between the prices of basic commodi- 
ties and manufactured goods. At this session, the US held, as 
it had in other similar situations, that it is impossible to 
determine what is an adequate, just and equitable price relation-: 
ship, and virtually impossible to maintain any fixed relationship. 
Pursuant to this discussion,:a resolution-was unanimously: adopted 
which avoids any endorsement of the idea that the primary product 
exporters normally enjoy unfavorable terms and require prices — 
tied to the cost of imported manufactured products. Our delega- 
tion was pleased with this result, inasmuch as it indicates that 
the Latin American representatives are finally beginning to © 
recognize the implications of their parity proposals, though 
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none will admit any change of previous position and the ECLA 
report specifically says that the resolution was adopted "“with- 
out implying any prejudice to the principles maintained by the 
respective countries during earlier discussions." -Nevertheless, 
a country sucn as Brazil, which acts both as an importer and as 
an exporter of primary and processed materials, is becoming less 
certain that its interests are exclusively. in maintaining high 
raw material prices. 


The group also etecuneet the balance of payments situation 
and, in particular, a plan submitted by Robert Triffin on the 
possibility of effecting multilateral compensation agreements 
between Latin American and European countries through the 
facilities of the European Payments Union. Committee discus- 
Sions and long working group deliberations resulted in a resolu- 
tion calling for continued study by the Secretariat, in collabo- 
ration with appropriate international bodies, of possibilities 
and methods of effecting such settlements among Latin American 
countries and between them and European countries. | 


Feonomic Development Nine reso _utions were adopted on the 
general subject of economic development, of which several may 
be considered important. The resolution on technical assistance 
indicates a willingness on the part of the countries concerned | 
to make constructive criticisms of the program and to recognize 
the shortcomings of recipient countries. A resolution on 
techniques of programming, although it authorizes continuation 
of somewhat theoretical studies, shows a recognition for the 
first time of the importance of certain factors such as internal 
reforms. The Commission also passed e modificd version of an 
extreme Brazilian resolution calling for continuation of studies 
on taxation in capital exporting a importing nations. 


Useful discussions were held on iron and steel, paper and 
pulp, and other industries. It was emphasized that in view of 
agriculture's primary importance, it should not be subordinated 
to industrial development and that problems connected with 
agrarian institutions are vital in any nee for effective 
development of agriculture. 


= Trade The resolution on intra-regional 
trade feceneends that the Secretariat extend the study already 
made on trade between countries of southern Latin America to 
cover inter-Latin American trade, with emphasis on analysis of 
the effects of present trade controls in the various countries, 
problems arising from trade and payments mechanisms, simplifica- 
tion of administrative procedures applying to trade, measures 


to 
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to stimulate exports from countries importing foocstuffs to 
countries supplying them, investigation of means to promote 
accords regarding Specific products, and analysis of price and 
marketing problems in connection with intez-Latin American trade. 
The Secretariat is to take into account the effects of GATT 
provisions in the case of member countries. It is also to study 
problems of transport in inter-Latin American trade, taking into 
consideration studies of other international organizations in 
this field. Finally, the Secretariat is to study special prob- 
lems of foreign commerce with regard to Bolivia and Paraguay, 

as lana-lockec countries. 


Coordination of Letin American Organizations The old prob- 
lem of overlapping of functions and coordinating work of the two 


Latin American economic organizations--ECLA and IA-ECOSOC--was 
again discussed. By and large, the Latin American delegations 
regarded ECLA as "their" organization and considered IA-ECOSOC 
to be more influenced by Washington. Discussion on this item 
was split between those delegations which wished to support 

ECLA and Executive Secretary Prebisch to the fullest, regardless 
of the effect on coordination with IA-ECOSOC (Brazil, in particu- 
lar) and delegations which wished to adopt a resolution which 
would not irritate IA-ECOSOC and which would lead to bona fide 
coordination (US, Panama, Cuba and Colombia). At its last ses- 
sion, ECLA had adopted a resolution which set up a Committee on 
Coordination to handle cooperation at the Secretariat level and 
called for better coordination on the governmental level. In 
effect, Prebisch was asked to consult with Lleras of IA-ECOSOC 
and to recommend a plan to accomplish the latter objective. 

(See page 4, July 9, 1951 issue.) At its recent meeting in 
Caracas, IA-ECOSOC expressed tne hope that the two Secretariats 
would soon develop their joint suggestions and recommended that 
member governments bear in mind the work program of one organi- 
zution in determining the work program for the other. 


The resolution which eventually was acopted at Rio after 
acrimonious debate expresses great satisfaction at ECOSOC's 
action in making ECLA a permanent body; expresses satisfaction 
with coordination at the Secretariat level; suggests that there 
be programming of meetings in Latin America so as to provide 
adequate intervals between major meetings of the two organiza- 
tions and that there be at least some of the same men on each 
country's delegation to these meetings. The resolution also 
approved the position taken by Prebisch of ECLA in his corre- 
spondence with Lleras of IA-ECOSOC that it was not advisable 
to have simultaneous or successive meetings of the two 
organizations. 
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SPECIAL MISSION TO STUDY A svecial three-man mission, 
PAKISTAN WHEAT SITUATION sent by State and the Mutual 
Security Agency, has left 
for Pakistan to study that country's wheat situation. 
Pakistan has asked the US for a grant of one million 
tons of wheat to meet a deficit this year estimated 
by Pakistan at 1.5 million tons. A food crisis in 
this country would be of deep ccncern to the US. The 
mission, which includes two agricultural experts and 
an ec.:. omist from the Department, will attempt to 
determine the size of the crop shortfall, the amount 
of the unccverec wheet deficit and other related eco- 
nomic aspects of the situation. This information will 
be used in determining the amount of US aid. 


kgrouné Under an emergency US loan of $15 
million provided in September 1952, Pakistan has pur- 
chased and shipped more than 160,000 tons of US wheat 
as a part of its heavy wheet imports arranged since 
the beginning of its current food year (May 1952-April 
1953). Overall, Pakistan imported some 840,900 tons 
from all parts of the world, including some 230,000 
tons of US wheat maae possible by the US loan and use 
of Pakistan's foreign exchange. These 1952-53 imports 
and the anicivated sharp deficit for the 1953-54 food 
year follow upon severe slumps in wheat yields for -two 
successive years, resulting from drought end insuffi- 
cient water for irrigation. The current Pakistan re- 
cuest is in addition to the earlier $15 million loan. 


kKistan Steps to Solve Food Problem Pakistan has 
taken steps to ameliorate its financial and food prob- 
lems in the immediate future as well as in the longer 
run. That part of Pekistan's Six Year Plan which is 
being carried out jointly with the Technical Cooperation 
Administration is placing great emphasis upon agricul- 
tural development and should raise the level of Pakistan's 
agricultural production in food grains. At this time 
the Government of Pakistan proposes to utilize an in- 
creased proportion of funds now available through TCA 
to import fertilizer for increased crop yields in 
1953-54. It also plans a reduction in the acreage 
planted in jute and cotton and with a consequent increase 
in acreage planted in rice and other grains. This results 
in part from shifts in relative prices of the commodities 
involved and in part from government exhortation. 


Except 
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Except for fiscal 1950-51, Pakistan has been in a 
deficit position in its international accounts annually 
since 19%+9. As a consequence, its foreign exchange re- 
serve position has declined seriously since Partition. 
These reserves are now at a level barely sufficient to pro- 
vide currency to cover requiremerts and working balances 
for foreign trade operations. 


The government has taken drastic measures to reduce 
imports on private account and in order to stimulate ex- 
ports has reduced its export duties on cotton and jute so 

as to make these commodities competitive. At the present 
time, Pakistan cotton is priced lower than any other of 
the same type and quality. 


While the Pakistan Government procured about 840,000 
. tons of grain in the food year which ended April 30 1953, 
it is concerned about the current food year. In addition 
to its request for US wheat, it is understood that 
Argentina has agreed to supply about 100,000 tons of wheat 
for this food year in exchange for an equivalent value of 
jute and jute products over the following three years. ° 


Pakistan hopes to be able to repeat an arrangement 
made last year with Japan which supplied 200,000 tons of 
wheat in exchange for 100,000 tons of Pakistan rice. In 
addition, it is expected that about $10 million for whest 
imports will be provided by Canada and Australia from 
Colombo Plan contributions. There have been no reports of 
Pakistan responding to the preliminary overtures which 
ere reported to have been made by the Soviet Union regard- 
ing a barter arrangement similar to that concluded in 
1952, which provided about 150,000 tons. 


rors ible ys Assistance It is expected that special 
food aid will be requested from the Congress as soon as 
the mission's report is received. This would be in 
addition t3 the present appropriation requests as set 
forth in the draft Mutual Security legisiation. A con- 
current resolution (H. Con. Res. 95) and separate bills 
(H.R. 4872 and S. 1782) have already been introduced in 
Congress to provide emergency food aid to Paxistan. 


PCSSIBLE 
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POSSIBLE REACTIVATION OF An extraordinary session of 
1921 DANUBE COMMISSION the European Commission of 





the Danube held in Rome in 
March to consider administrative and financial matters, 
may have repercussions more important than the actual 
scope of the meeting. This is the first meeting since 
before World War II and it may indicate a reactivation 
of the Commission, reconstituted by the 1921 statute, 
which is recognized by the Western powers as the binding 
international regime for navigation on the Danube. In 
this event, speculation erises as to the reactions of 
Yugoslavia and Rumania and as to US Danube policy. 


Background The European Commission of the Danube, 
established in 1856 by the Treaty of Paris following the 
Crimean War, functioned until Wowld War I. A 1921 
Convention on the Danube reconstituted the European 
Commission to regulate the maritime scctor of the river 
and created a new regime for the fluvial Danube, known 
as the International Commission. The European Commission, 
with headquarters at Galatz, Rumania, had a limited men- 
bership including France, Italy, Rumania and the UK, 
whereas the membership of the International Commission 
was made up of several countries having an interest in 
navigation on she Danube. As the result of an agree- 
ment signed Oy inembers of the European Commission at 
Sinaia in 1935, most of the Commission's power was trans- 
ferred to Rumania. 


After World War II the question of navigation on 
the Danube was reviewed, pursuant to a decision of the 
Council of Foreign Ministers, and a'meeting for this 
purpose was held in Belgrade in 1948, At this meet- 
ing, the USSR and its satellites forced through a 
convention. creating a new regime for the Danube to 
be administered by a Danube Commission, The Western 
powers do not recognize the Belgrade Convention. The 
fact that the 19465 Danube Commission has tried to 
gain control of the assets of the European Commission 
and that some of the fiscal agents empowered to ad- 
minister the funds of the older commission were 
nationals of the satellite countries cavsed some un- 
certainties. Western members of the European Commission 
therefore decided to call the Rome meeting to settle 
outstanding financial matters, 


The 
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The Austrian, Belgian, Greek and Yugoslav 
Governments, although not members of the European 
Commission, were informed of the meeting since they © 
had signed the 192] statute. Yugoslavia, which has 
retained its membership in the 1948 Danube Commission 
despite its break with the Soviet bloc, made no com- 
ment except to express appreciation for the notification. 
The European Commission considers that Rumania forfeited 
its me in the older organization by adhering to 
the 1948 Belgrade Convention and thus Rumania was not 
invited. Rumania was a member of the i921 Commission 
and still controls major assets of the organization 
but so far has not commented on the recent meeting 
nor its exclusion from it. 


Recent Meeting The Rome meeting was attended 
by representatives of the UK, France and Italy and an 
observer from the German Federal Republic. It was 
determined that the assets of the European Commission 
were adequate to meet all back-pay claims and that 
Commission credits in various depositories are avail- 
able to it. The Commission asserted its continued 
legal existence and presumably its provisional seat 
will be in Rome. Regular meetingsare not planned, but 
the Commission may convene yearly to verify its con- 
tinued existence and to attend to administrative 
and financial matters. 


US Danube Polic The US continues to regard the 
Belgrade Convention of 1948 as invalid, recognizing 
the statute of 1921 as the only binding international 
regime for navigation on the Danube. The US continues 
to support a policy .or eventual restoration of seen 


freedom of navigation on the Danube. 





> 


Yugoslav Position In the event the prewar 
European Oommission were actively revived, :Yugoslavia's 
position.would be significant. A large portion of 
the Danube flows through Yugoslav territory and that 
country's affiliation with an authority administering 
navigation on the river would be important. Yugoslavia 
is still a member of the 1948 Danube Commission, and 
while several incidents have occurred involving the 
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shipping of Soviet bloc countries on the Yugoslav 
stretch of the river, Yugoslavia has not exercised 

its power to shut off traffic and thus sever the middle 
and lower Danube as a Soviet bloc waterway. Yugoslavia 
has not commented on the recent meeting of the European 
Commission of the Danube, 


The Yugoslav position in the iol? Danube Commission - 
has become increasingly. difficult. its proposals are 
usually vetoed. Moreover, at the last session held 
in Galatz in December. 1952, @ resolution was passed 
accusing Yugoslavia of unilateral action by taking 
over locomotive towage in the Sip Cénal which by-_ 
passes the rough waters of the Iron Gate near the 
Rumanian-Yugoslav border. Prior to last October l, 
management of locomotive towage in this area was | 
carried out by a mixed Yugoslav-Rumanian temporary conm- 
mittee but since no rental.fee was paid to Yugoslavia. 
in accordance with prior egreement, Yugoslavia claims. 
it took over the locomotive towage of vessels to 4 
protect its own interests. At the threat of withdrawal 
from the Commission, Yugoslavia has demanded that the 
USSR and its satellites rescind this resolution which 
accuses her in fact of.violating the regulations of the 
Belgrade Commission. Neanwhile, negotiations are tak- 
ing place between.Yugoslavia and Rumania to work out | | 
the difficulties of the Sip Canal issue. . : 


Other Danube: Metters..There appear to, be other _ 
moves under way which may lead to freer navigation on © 
the Danube. Austria and Hungary have recently been 
discussing a proposed. bilateral agreement opening up 
Danube traffic on. regular. basis between~those-‘two - 
countries. The proposed, agreement, seems. generally. } 
acceptable in terms of reciprocity of treatment, but we 
have advised the Austrians that the US will not accede 
to a Hungarian proposal for a guarantee. by US pccupation | 
forces against seizure of Hungarian vessels transiting 
the US zone of Austria. We advised the Austrians that 
Similar assurances were not requested from the Soviet 
zone nor were the Hungarians assuring similar. protection 
to Austrian vessels in Gen >. . The agreement. has not 
yet been finalized... - : 4 a 
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IGRAT ION At the fifth session of the Intergovern- 
F S mental Committee for European Migration 
(ICEM), which was held in Geneva last 
month, representatives of the twenty-two member governments 
discussed future plans and prospects, reviewed events of the 
past year, and agreed on a preliminary draft constitution 
embodying the principles set forth in the original resolution 
of 1951 which is to be circulated to governments for comments. 
Participating governments indicated their determination to 
find means of reducing Europe's over-population and refugee 
problems and their recognition of the fact that more members 
and more money are needed if effective results are to be 
accomplished. 


One of the highlights of the meeting was President 
Eisenhower's encouraging message to ICEM Director Gibson 
expressing his interest in the work of the Committee and his 
awareness of the need for international action and collabora- 
tion in developing migration opportunities, and affirming US 
Support for the Committee's efforts. The Committee was also 
gratified to learn of President Eisenhower's message to 
Congress requesting emergency immigration legislation to 
allow admission into the US of 240,000 refugees over the next 





two years on a nonequota basis. 


The sixth session of the Migration Committee will be 
held in Geneva in October 1953. | 7 


pevelopments During 1228 Although official national 
migration. statistics for have not yet been eompleted, 


available information indicates that the general downward 
trend in movement which began in 1951, as compared with the 
period from 1948 to 1950, continued in 1952. Aecording to 

the progress report of the Director, this somewhat disappoint- 
ing record was due to a number of factors, including the 
change in the economic situation of a number of countries and 
the effect of the high rate of immigration into some areas 
during the immediately preceding years. ‘nn most countries of 
Latin America, for example, it became clear that further intake 
of substantial numbers of immigrants would depend largely on 
those countries securing the necessary capital investment for 
economic development. Moreover, in view of the substantial 
numbers of migrants admitted by various countries during the 
first few years after World War II, it was almost inevitable 
that during 1952 those countries should adopt more restrictive 
attitudes towards immigration. 


In 
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In addition to these considerations, certain factors 
caused a reduction in immigration in 1953 in particular. : 
countries. For example, Canada's total immigration for og 
was not much less than 1951, but arrangements could not be 
made for many of the seasonal workers to-arrive in that 
country in time to be placed before autymn, In the.US, the. 
expiration of special immigration legislation kept:the numbers 
of immigrants down. The situation in australia was skill- 
fully described by the australian delegate who noted that his 
governnent's policy is directed toward a large increase in | 
population provided such a population can be supported at 
reasonable standards of living, an ambitious postwar develop- 
ment program, covering all fields of industry, agriculture 
and public works, and involving a very high rate of capital 
investment, called for an increase in.manpower which was met 
in large part by the introduction of immigrant labor. ‘There 
is now, however, a serious problem of finding the cepital 
necessary to sustain a further increase in population by 
immigration. “Aile loans from the International Bank were of 
assistance, by far the greater proportion of Australia's . 
future capital investment required to sustain immigration 
and an appropriate pace of economic development will. have. to 
come from local resources and ee foreign capital invested . 
in Australia. | | : 


Prospects for l Despite the ‘diseppaihting pace of 
migration from Europe in the thirteen month period covered 
by the Director's report, the outlook for. the movement of. 
people from overcrowded baropean regions to areas overseas 
appears to be improving, and there. are signs of an upward . 
trend in movements sponsored by the Coitimittee,. the report 
continues. The improved general situation in Australia, 
the adherence of argentina, Costa Rica and Norway to the — 
migration committee, an expected request from.Canada for 
assistance in transporting migrants to that country, the | 
gradual widening of opportunities in Brazil, Chile and 
Venezuela, and "potentialities of new US legislation" combine 
to make the prospects for reaching a European migration total 
for 1953 of between 100,000 and 120,000 within the -realm of 
possibility. It is felt, too, that the first results of the 
widened scope of technical services and of investigation in 
the land settlement field are extremely encouraging and may 
result in a definite improvement in the quality and volume 
of migration. 


The 
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The financial situation remains grave, however, and 
the above optimistic outlook is conditioned on the Con- 
mittee's obtaining sufficient funds to finance its opera- 
tions. The plan of expenditure for 1953 envisages migra- 
tion of 117,200 persons from Europe to overseas countries 
at a cost of $33,600,000. It is considered unlikely, 
however, that revenue for 1953 will amount to more than 
$32 million, with a resultant 1953 budget deficit of 
$1,600,000. In addition to making up this foreseen 
deficit, the Committee must have at any time working 
capital adequate to meet the requirements of operations 
for the following three months. After examining the 
1953 .budget, the Committee passed a resolution. inviting 
the attention of member governments to the necessity for 
increased operational contributions during 1953 and for 
prompt payment of all contributions in order to estab- 
lish adequate working capital. | 


Other Action The Committee noted the report on 
refugees of European origin formerly within the mandate 
of the International Refugee Organization now resident 
in various countries outside Europe and in need of re- 
settlement assistance. The Director had been asked at 
the last session to employ the technical facilities of 
the Migration Committee for the movement of these refugees, 
making use of such financial resources as were available, _ 
on the understanding that they would consist of other 
than Migration Committee funds for movement from Europe. 
The Committee authorized the Director to continue the 
activities approved under the resolution, and to refer 
to the Subcommittee on Finance and to the sixth session 
for review, any unforeseen en or emergency 
situation which despite the exercise of the greatest 
economy threatens to exhaust the funds available earlier 
than anticipated. 


The Director reported at the session that he had 
received the equivalent of $1 million in Italian lire as 
a trust fund to alleviate and, if possibie, liquidate 
the Trieste refugee problem. The grant was made by a 
committee representing the governments of France, the UK, 
and the US which has been concerned with the liquidation 
of certain residual postwar assets in Italy. 


* - * 
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COTTON ADVISORY COMMITTEE The International Cotton Advisory 

REVIEWS WORLD SITUATION Committee (ICAC) held its twelfth 
plenary meeting in Washington 

May 4 and 5, at which time it heard statements from dele- 

gates of member and observer governments on the cotton situa- 

tion in their countries, and received the Secretariat's 

annual review of the world cotton situation. It also approved 

the budget and scale of assessments for the fiscal year end- 

ing June 30, 1954. 


The Committee plans to reconvene in Washington in the 
Fall, at which time it will discuss reports on an international 
cotton agreement and on balance-of-peyments problems in rela- 
tion to world cotton trade. it wiil also consider the 
Committee's program for the improvement of world cotton 
statistics. It was agreed to hold the thirteenth plenary in 
Brazil in 1954. 


The meeting was attended by 27 member countries and 9 
observers in addition to observers from 5 international 
organizations. Among observers were Poland and the USSR, 
the Soviet Union attending for the first time since 1946. 


Backgrouni The Cotton Advisory Committee is an organiza- 
tion in which 28 governments of both exporting and importing 
countries participate, More than 85% of the world's pro- 
duction, consumption and international trade in cotton is 
represented in the membership, which is open to all members 
of the UN or of the UN. Food and Agriculture Organization 
which have a substantial interest in cotton. The Committee 
is a fact-finding and advisory organization anc not a regula- 
tory body. A permanent international Secretariat is main- 
tained at Washington headquarters. Plenary meetings are held 
regularly each year. A standing committee of representatives 
of member governments in Washington generally meets at least 
once a month in the intervals between plenary meetings. 


a Cotton Situation Present estimates point to a 

free worla production of cotton this season of 28.3 million 
bales compared to 2&.6 million last season. Consumption during 
1952-53 in the free world is expected to be about equal to the 
25.0 million bales consumed in 1951-52. Taking into account 
exports to the Soviet bloc, free world carryover stocks are 
expected to rise to between 15.5 and 16.0 million: by August 1, 
compared to 13.3 million the previous year--a substantial 
Surplus. 


The 
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The US is by far the world's largest cotton producer, 
accounting for more than half of the free. world's output. 
Other major producers, in order, are the USSR, China, India, 
Egypt, Brazil and Pakistan. The final crop report in the US 
estimated production at 14.9 million bales. Total export 
from this country during. the current season will in all 
probability be some 2 million bales less than the 5.5 million 
exported in 1951-52. It is considered likely that acreage 
controls will be operative in the 1954-55 crop. 


Prices continued to fall during the first half of the 
1952-53 season and in some countries are now lower than the 
pre-Korean level, In contrast to the situation a year ago, 
prices outside the US are at parity with or at a discount 
on US equivalents, and are showing considerable stability. 


Soviet Statement Of particular interest was the state- 
ment of the USSR observer since it was the first such state- 
ment that had been received by the Committee in a number 
of years. He stated tnat there was a curtailment in pro- 
duction of raw cotton and in the acreage devoted to cotton 
during ‘Jorld ‘jar II. Immediately after the war however, 
measures were taken to restore the USSR's cotton production. 

As a result cotton acreage increased, and output during 1946-50 
exceeded the prewar level. In 1940 the total crop was said to 
be 2.7 million tons; in 1952 it was reported at 4.059 million 
tons. This was accomplished, according to the Soviet observer, 
by mechanization, modern agricultural techniques, the wide 
development of irrigation and the use of mineral fertilizers, 


| He said that the main objective in developing production 
is to satisfy the needs of the Soviet Union itself, Con- 
sumption is said to have grown from 820,000 tons in 1940 

to 1.135 million tons in 1952. However, besides satisfying 
its own. needs, the Soviet Union was reportedly able to 
export 250 006 tons of cotton:to satellite countries and 
Finland. The USSR also imported 34,400 tons of cotton in 
1952, including 20,000 from Egypt and 10,000 tons from 
Pakistan. These imports were explained as being the result 
of the Soviet Union's willingness to meet these countries 
trade needs, accepting cotton to pay for grain. 


A cae * “ 
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TCA RELATIONSHIPS WITH TCA recently reviewed its relation- 
PRIVaTS ORGANIZATIONS shivs with US voluntary organizations 
engaged in teclinical cooperation 
activities and has summarized its policies and objectives 
in this regard for the guidance of TCA country directors. 
Accoriing to the summary, TCA policy and program operations 
will continue to be directed toward developing close working 
relationships with private non-profit agencies. Some of 
these agencies have been carrving on technical cooperation 
activities in underdeveloped areas for years and others have 
recently entered the field of international economic and 
social development: Activities of these agencies which 
may be of special interest and potential value to the tech- 
nical cooperation program include: 1) educational activities 
through secondary schools, vocational schools, colleges and 
universities; and 2) village and urban development projects 
which raise living standards througn community organization 
and improved agriculture, health and sanitation techniques, 
education, social welfare and other cooperative self-help 
agencies. 


Close working relationships between TCa and private 
agencies are carried out either on a contractual or cooperative 
basis, with emphasis on the latter. The Country Directors 
should, where they have not already done so, familiarize 
themselves with private non-profit agency programs within 
their territory and establish a liaison arrangement so as 
to facilitate consultation and exchange of information, In 
some cases it may be desirable to establish a consultative 
group to meet with representatives of the private agencies, 
In considering country needs and in programming, the Country 
Director shall fully consider the contribution that private 
agencies can make either independently, with the help of 
other private agencies in the US, or through contract in- 
volving TCA funds. The Country Director may be able to pre- 
sent to private agencies for consideration project opportu- 
nities or potential projects which cannot be financed out of 
TCA funds but which private non-profit egencies ia the US 
may be willing to support. Such information should be sent 
to Washington for dissemination to private agencies in the 
US for their information. 


In some instances contractual arrangements between TCA 
and private non-profit agencies will be advisable and, in 
keeping with the intent of Congress, TCA policy calls for 
enlisting the services of such agencies to the extent that 
they can be of direct benefit to the technical cooperation 
program. TCa will not contract with private agencies which 


it 
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it determines to be religious pros: iytizing agencies. It 
may make contracts with private non-profit agencies only 

if they fully satisfy the following criterie: 1) the host 
government has recuested the proposed services and tie 
particular agency is acce»ntable to it; 2) TCA shall have 
determined tnat the use of a vrivate agency offers appro- 
priate, efficient and economical means to provide such 
services; 3) the agency chosen siiall nave demonstrated the 
necessary competence and experience to perform the required 
services; 4) performance by a US agency shall not veplace 

or compete with that of an indigenous agency, or preclude 
the establishment or strengthening of an indigenous agency; 
and 5) the agency shall agree to carry out, on behalf of the 
US Government, a specific segment of the technical coopera- 
tion progran within the participating. cointry, anc tne 
activities under contract will be under the general direction 
of tne Country Director. Cer‘ain other conditions apply to 
contracts mace by TCA with private non-profit agencies. 
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Paris and the French Foreign 
Office regarding the problems of the American business con- 
munity in Morocco under the trade regulations established 
by the Residential Decree of October 1, 1952. When replying 
to our note proposing discussions, the French on February 13 
affirmed that the Moroccan import system conforms to the 
International Court of Justice decision of August 27, 1952 
and rejected any suggestion that they were willing to nego- 
tiate about the principles underlying the October 1 regula- 
tions. As a result of tne discussions, however, our repre- 
sentatives did obtain assurances with respect to export con- 
trol policy, allocation of official exchange, and non- 
discriminatory enforcement of exchange controls. In addition, 
France expressed its intention to liberalize exchange regula- 
tions as they apply to investors and to vrovide additional 
import privileges for persons who promote Moroccan exrorts 
to the doliar area. The French have just ennounced the 
implementation of these specific measures. 


Moroccan Regulations Acting on its own behalf and as 
protecting power of Morocco, France on October 28, 1950 
petitioned the International Court of Justice for a determi- 
nation of the rights of US nationals in Morocco. The Court 
on August 27, 1952 handed down a decision which concluded, 
among other things, that the phrase “economic liberty with- 
out any inequality" in the multilateral Act of Algeciras, 
one of the treaties governing relations between the US and 
Morocco, is of binding character and is not modified by the 
establishment of the French Protectorate. In economic matters, 
France therefore is accorded no privileged position in Morocco. 
It held further that the Moroccan import decree of 1948, 
about which the US had protested, contravened US rights 
acquired under the Act of Algeciras because the same restric- 
tions aid not apply to imports from France. 


Following this decision, on October 1, 1952 the Moroccan 
Government issued new regulations which rescinded import 
license reouirements of the 1948 decree, but retained and inti- 
mated a tightening of exchange controls by requiring importers, 
when requested to do so by competent authorities, to advise the 
government of the disposition of Moroccan france proceecs from 
the saie of imports. In addition, imports by US nationals 
from countries not party to the Act of Algeciras were restricted. 


The new 
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The new regulations also retained in effect restrictions on 
the imports of certain categories of products (wines, cereals, 
end their by-products, oi] seeds) in contravention of the 
treaty rights of the US. Moreover, the decree did not alter 
the export controls system now in effect under which the 
acquisition of dollar exchange by Morocco is understood 

to have been at times hampered by the fact that the export 

of a number @ commodities to the US is prohibited while their 
export to France is freely permitted. 


| In January 1°53, Legation Tangier and Embassy Paris pre- 
sented notes to the Resident General of Morocco and to the 
French foreign Office expressing US opinion that the October 1 
decree failed to implement fully the International Court 
Gecision and requesting consultations on the matter. The 
Legation orally detailed our objections to the above aspects 
of the decree and reserved all US rights in the matter. 


US Position A segment of the American business community 
in Morocco holds the extreme view that the decision of the 
International Court requires a separation of the French and 
Moroccan franc. In the light of France's balance-of-payments 
position, the Department, in preparing for the discussions, did 
not wish to try to force the French to remove exchange controls 
in French Morocco and felt it was not in a position to press 
the French to sever the French and Moroccan francs. Reports 
from Morocco indicated some American businessmen there were 
prepared to support the Department's position providec certain 
other difficulties were ameliorated. Therefore, the solution 
eppeared to lie in reaching an understanding with the French 
on measures which would alleviate practical problems of 
American businessmen. 





When the discussions commenced, the US representative out- 

ined the following points on which we hoped to reach some 
understanding. First, we wished to assure to responsible 
American businessmen in hiorocco an equitable share in official 
@llocations of foreign exchange. To this end, we wished to 
establish the principles that imports sans devises (without 
an official allocation of foreign exchange) should be 
counted in establishing historic bases for quotas, that new 
agents of branded goods should receive adequate quotas, and 
that American importers should participate on a basis of 
equality with any others for bulk consumption goods. 





Second 
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Second, we wishec to ensure that there would be non-discrimina- 
tory enforcement of Moroccan exchange controls. Third, 
American businessmen were desirous of securing facilities for 
conversion of current profits from sale of merchandise im- 
ported sans Gevises, as well as for conversion of the earnings 
on their investments, and if possible the capital, whether 
these arose from direct investment of foreign assets or through 
the investment of francs earned by the sale of merchandise 
imported without official allocations of exchange. Fourth, 

the US wished to be assured that it would receive most-favored- 
nation treatment on all matters relating to the granting of 
export licenses, i.e., that licenses would be granted for the 
export of commodities to the US on the same basis as licenses 
for export to France. Fifth, certain businessmen had asked 
whether ther could be allowed to re- export merchandise im- 
perted.into Morocco sans devises end rer which they were 
unable to find a market in Morocco. And finally, businessmen 
were particularly interested in the possibilities for a freer 
use of foreign exchange earned through export of Moroccan 
soods. 


Results of Discussions In the discussions, the French 
gave the assurances requested in points one, two and four of 
the US position. They assured our representatives. that 
fmerican businessmen in Morocco would receive an equitable 
share in ofrictal allocations of foreign exchange, stating 
that sans devises imports were used in calculating quotas 
and that they would provide adequate quotas for new import 
brand Goods . They also gave assurances that the provision 
on accounting for the cisposition of franc proceeds arising 
from the sale of merchandise imported without official allo- 
cations of exchange would be enforced with absolute imper- 
tiality. The French agreed also to apply a generally uni- 
form policy on exports to all areas, with licensing and 
prohibitions on exports of commodities essential locally to 
be applied with no preference for any destination. 











The French made a substantial concession in the field 
of conversion of earnings and repatriation of investments. 
They indicated that they had decided that the Moroccan ex- 
change office would be authorized to grant non-residents 
the privilege of repatriating, at the official exchange 
rate, earnings from investments financed sig sales of sans 
devises imports, but not capital itself. The French offered 





no 
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no concess“%ons with respect to residents, and it is not clear 
to the Department at this time as to how individual firms are 
being treated on the resident and non-resident basis. Last 
weex the French informed our representatives in Rabat of the 
procecures to be followed in implementing this jecision. The 
French 21so stated they were studying a method of increasing 
allocations of dollars to exporters who are active in in- 
creasing export trade with the dollar area. MThe press 
communique issued by the French iast week announced an ad- 
ditional retention quote for exports, under bilateral accords 
only, to the dollar zone and to countries of the European 
Payments Union. These credits m@y be used to purchase im- 
ports useful to the Moroccan economy. Since the US has no 
bilateral accord with Morocco, we believe this measure 

will help the American businessmen :in Morocco in a limited 
way only. : 


On the two points which were of primary interest to 
the business community, i.e., repatriation of investments 
and earnings and freer use of export proceeds, Embassy 
Peris feels the new regulations constitute a step in the 
direction of meeting the desires of the "moderate" busi- 
nessmen. The Embassy recognizes that they fall short 
of these desires end may not have the result sought by 
the Depertment of assuring that the element in Tlorocco 
interested in campromise will oppose more extreme demands 
put. forwerd by ovhers, 





It is the Embessy's view that the French do not consider 
that they are in a position to make any further. concessions 
at this time. It believes further that the concessions 
sought by businessmen could not be granted by the French 
without some prejudice to the exchange control system of 
the franc zone or considerable modification in monetary 
relations between France and Morocco, The Embassy is 
convinced that extreme measures by the US to obtain satis- 
faction on these demands would result in irreparable 
damage to our partnership with France in NATO and that the 
consequences would be out of proportion to any benefits 
which American business might gain. The Embassy feels 
that the best course to follow is for te US to accept for 
the present thé French assurances on the various points raised 
during the discussions, to keep constantly before the French 
US interest in the problems of the business community and to 
continue efforts to obtain more liberal treatment as evolving 
conditions may make possible. 


* * * 
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DEVALUATION OF THE The French Government on May 10 





iNDOCHINESE PIASTER devalued the Indochinese piaster 

in an apparent attempt to end profit- 
eering in that currency by reducing its value from 17 to 
10 francs. The government has also been under pressure 
to reduce expenditures in Indochina by adopting a more 
realistic rate of exchange for the piaster. As a conse- 
quence of the May 10 action, all commercial and financial 
operations in Indochina will take place on the basis of 
this new parity. In announcing the devaluation, the 
French Ministry of Finance stated that the move was 

taken in conformity with the 1950 economic agreements 
between France ana the Associated States of Indochina 
which gave France the right to fix exchange rates after 
consulting the Indochinese. 





Reasons for Devaluation The prewar parity of the 
piaster was 10 francs. At the time of devaluation of 
the franc following the end of hostilities on December 25, 
1945, the piaster rate was set at 17 francs, which at 
that time was in line with the difference between the 
price levels in France and Indochina. Since that time, 
prices in Indochina have increased relatively more than 
they have in France with the result that the piaster was 
now overvalued at the 17 rate. 





The French have pointed out that although a readjust- 
ment of the piaster had been contemplated on several 
occasions, it was deferred until the present time in the 
hope of a leveling off of prices in Frence as well as in 
indochina which would make it possible to define a new 
rate relationship with precision and with a chance of 
stability. Recently the French became convinced that the 
gap had become too great between the legai value of the 
piaster and its value on free currency markets not to 
involve. possibiiities for trafficking. 


The. French believe that, although the parity of the 
piaster with other currencies has been readjusted in the 
Same proportions as with the france and although the price 
of imports will have to increase by a like amount, meas- 
ures can be taken in the Associated States to prevent an 
over~all increase cz the Indochinese price level from 
reaching the same proportions. 


Reactions 
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Reactions to Devaluation The governments of the 
associated States have reactec strongly taking the 
position that, despite the French claim, their govern- 
ments were not adequately consulted prior to the de- 
Valuation. The Government of Vietnam has frozen prices 
and salaries at the May 9 level and nas suspended exports. 
Stores selling imported goods in Cambodia have experienced 
mild rurs, and some stores have refused to sell more 
than one unit while others have closed while awaiting 
instructions for setting new prices, The three govern- 
ments expect that their budgets will nave to be re- 
written, since the present calculations have been upset 
by the new monetary situation. 








/ 


Expected Effects of Devaluation US observers 
expect that the major effects of tne devaluation will 
be a savings to the French military budget of about 
50 to 70 billion francs'a year. There will probably 
be a balance of payments loss to the Associated States 
of 35 to 45 billion francs if outward financial remit- 
tances are curtailed by 25 to 30 billion. A reduction 
in imports will be.necessary to offset the loss of 
franc income and the price of imported goods is ex- 
pected to rise from 25% to 70%, depending on the marketa- 
bility of tne products. The Indochinese are contemplating 
increasing the export tax on rice to keep tne internal 
price from rising but such action is not contemplated 
with regard to other vroducts whose export is expected 
to be encouraged by the devaluation. Our observers 
also expect a general increase.in the cost of living, 
estimated conservatively at 15% to 19% for the workers 
and tne middle class. The budget revenues of the 
Associated States will probably increase by about 800 
million piasters and the counterpart value of US aid 
is expected to increase by 60%. Finally, our. repre- 
sentatives expect that the French franc holdings of the 
Institut d'Emission will rise but there is danger 
that these holdings will be completely depleted unless 
imports and outward financial transfers are drastically 
curtailed and exports increased. Stimulation of exports 
is likely to be small in the short term view, since 
expansion of production is dependent on an improvement 
in the general security situation. 








* * * 
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US MUTUAL SECURITY Hearings are under way in the House 
LEGISL‘TION FOR 1954 Foreign Affairs and the Senate Foreign 
Relutions Committees on the Mutual 
Security Program for fiscal 19054. The Adminis:ration requests 
authority for appropriations totalling $5,828,732,500, ex- 
clusive of about $98 million for local currency, concerning 
which details are still being worked out and will be pre- 
sented later. The $5.8 billion figure includes {4,274 bil- 
lion for military and $1.554 billion for other purposes. 

This contvasts with an apnropriation for fiscsl 1653 of 
$6,001 billion, of which $4.239 billion was for military and 
$1,732 Dillion was for other purposes. The executive branch 
Graft bill has a number of important amendments to existing 
legislation and certain important new programs and types of 
assistance appear for the first time in this year's bill. 
flso for the first time the bill is braken down into chap- 
ters which set forth the uses to which the aid will be put. 








In presenting the program, Director for Mutuél Security 
Stassen said that the bill is to provide for a repid build-up 
of effective defense strength in the free world and ét the 
Same time for a steacy advance in the standards of living of 
free peoples which means increased security for the United 
States, He cautioneac that it is a tignt program which makes 
no provision ror a number of contingent requirements, such 
as possible adcitional economic assistance in korea. 


Mutual Defense Mete~iel and Training Chapter I of the 
Gra*t bill contains autaorization of military assistance of 
$4,024,523,009, of which $2,534,323,000 is earmarked for 
Europe; $469,200,900 for the Middle East end Africa; $1,001,000 
for the Far East; and $20,000,0CO for Latin America. While 
this chapter contains no reference to offshore procurement, 
the funds are to be availiable both for end-items produced in 
the US and for offshore procurement and it is estimeted that 
about $1.5 billion will go for offshore procurement in Europe. 
The Chapter I figure also includes funds for administration 
of the Battle Act and for our contribution to the administra- 
tion of the North Atlantic Treaty Organizaticn and our contri- 
bution to the multilaterally-financed NATO infrastructure, 
which provides fixed facilities needed in support of combat 
forces, such as airfields, communications, depots, etc. 


Mutual Defense Payments Chapter II of the bill contains 
authorization for $695 million for defense Support, wuich is 
designea to assist certain countries carry out importdént de- 
fense objectives in a ménner which will prevent their own 





budgets 
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budgets from remaining in disastrous imbalance. This chepter 
conteins @ new provision which makes available from this sum 
$100 million to France and $100 million to the UK for manu- 
facture of equipment for the defense of the North ‘“tlantic 
area, Another new section earmarks $400,000,000 of the total 
for procureinent of equipment, materials and services required 
by France and the Associated States for the war in Indochina. 
(Mr. Stassen said that for France ~pproximately 40° of the 
cost of the indochina war would be covered by contributions 

in variovs forms from the US.) The remainder of the $995 
million figure will provide $95 million for defense support 

in Formosa and Indochina and $300 million for defense support 
and economic aid in Europe. Cf the latter, it is estimated 
thet about $100 million will finance US exports to the UK of 
wheat, cotton and lard. This is a cut of half in direct 
défense assistance to the UK from the current year and a step 
towards termination of all such assustance. Cther European: 
countries which will receive defense support aid will be Austria, 
the Federal Republic of Germany, Greece, Italy and Yugoslavia. 





Special Weapons A third chapter of the bill authorized 
for the first time $250 million for furnishing special weapons 
(not, for the time being, at least, atomic) to countries 
eligibie for military assistance. Presidential determine- 
tions will be required to insure that security interests of 
the Us are protected both for obligation and for transfer of 
these weapons, 








Mutual Development and Technical Progress “Chapter IV 
of tne bill contains an authorization of $150,234,500 primarily 
for technical assistance to underdeveloped areas. In addition, 
$25 million is provided for development of basic materials 
which are needed by the free world. The latter does not need 
to be for direct development but may be used for necessary 
auxiliary facilities, such as railroads or ports in order that 
the basic materials may be transported. In addition, $194 
million is provided for special economic assistance in the 
Near East and Africa. Of this amount it is estimated that 
$30 million will be for Palestine refugees, $140 million for 
the Arab States, Israel and Iran; and $24 million for technical 
assistance and development in African Dependent Oversees 
Territories. Still another amount--$94.4 million is provided 
for special economic assistance for India and Pakistan, with 
the tentative estimate for India being $79.9 million and 
Pakistan $14.5 million. (This is exclusive of technical assist- 
ance in the tentative amounts of $30.1 million for India and $13 
million for Pakistan from the $140,234,500 mentioned above 
for underdeveloped countries.) 





No , 
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No provision is -made for aid to Burma, which recently re- 
quested the US to terminate its aid programs there, or for 
Ceylon, which has not received US aid because of its shipments 


of rubber to Communist China. 


Provisions for Multilateral Organizations Chapter V of the 
bill contains authorizations for @ number of US contributions to 
multilateral organizations--$10 millisan for movement of migrants; 
$13,750,000 for multilateral technical cooperation as provided 
under the United Nations technical assistance program and that 
of the Organization of American States. Another $9 miilion is 
authorized for children's welfare; and $71 million for the 
United Nations Korean Reconstruction Agency. In addition, 
1,825,000 is being requested for ocean freight charges for re- 
lief packages supplied by véluntary agencies, 


Other Changes in Existing Legislation Chapter VI sets forth 
a number of changes to be made to the tual Security Act of 
1951, as amended. It is provided that 10% of the military 

aid to Europe and 10% of the $995 million defense payments 

aid can be transferred baci and forth for use in Europe, Ten 
percent may be transferred from any of Chapters II (Mutual De- 
fense Payments), IV (Mutual Development and Technical Progress), 
and V (Multilateral Organizations) to any other of those chap- 
ters. In addition, existing authority under Section 513(a) of 
the Mutual Security Act of 1951, as amended, will remain avail- 
able to permit transfers of military funds between geographical 
titles. It is definitely stated that the $250 million for 
special weapons is non-twvansferable. A new section enables the 
Director for Mutual Security to choose between the provisions of 
the Act for International Development and the Economic Coopera- 
tion Act in administering economic and technical assistance in 
underdeveloped areas, ! 








The escapee program is extended to include Asia and the 
guaranty program's geographical coverage has been extended to all 
parts of the free world. The maximum term for guaranties is ex- 
tended to 20 years and this section is also amended to provide 
war risk coverage in investment guarantees. 


Congress will also be asked to amend Section 513(b) of the 
Mutual Security Act of 1951 in order to permit the President 
to provide up to $100 million of aid each year (not more than 
$20 million to any one country) in such manmer as he may pre- 
scribe, without regard to any of the requirements in the 
mutual security legislation. 


+ * * 
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NEW CUSTOMS SIMPLIFICATION A Customs Simplification bill 
BILL INTRODUCED IN GONGRESS (H. R. 5106) was introduced in 
Cun the House of Representatives 
last week. Purposes of the bill are to simplify customs op- 
erations, reduee expense, uncertainty and delay incident 

to customs administration and eliminate inequities which add 
to the difficulty of enforcing customs regulations. It ae 
hoped that these measures will eventually facilitate an in- 
crease in foreign trade. Hearings on this legislation are 
scheduled to begin June 1 before the House Committee on 

Ways and Means and are expected to last about five days. 





An easing of customs procedures is one of two foreign 
trace steps urged by President Eisenhower in his program 
for this session of Congress, the other major feature of the 
Administration's trade policy being a straight extension of 
the present reciprocal trade program. This.question is now 
under consideration in Congress, 


Background For years foreign traders have-complained that 
cumbersome customs procedures and regulations have been an 
impediment to a free flow of goods into this country. In 1951 
customs. simplification. legislation pessed the House, but was 
stalled in the Senate, Last March, @ bisartisan Public 
Advisory Board for Mutual Security submitted to the President 
and published its report pointing to the urgent need for 2 new 
US trade and tarif? policy. Among other things, the Bo2arc 
recommended simplification of US customs procedures along 
the. lines of the 1951 bill... The new bill, which incor;erates 
most of the ‘Suggestions made by Treasury, after consultation 
with State and Commerce, before the House-Ways and Means Com- 
mittee, is designed to meet some of the" objections raised to 
the earlier measure . 





Provisions o of the New Bill Provisions of major impor-_ 
tance in the proposed bill include: 1) measures to simpli- 
fy and make more equitable the formulas for appraising mer- 
chandise. for the assessment of ad velorem duties; 2) elimina- 
tion of "special marking" requirenents, requiring only such 
markings as will: indicate to the ultimate consumer the country 
of origin of imported ‘merchandise and also add authority for 
the relief of hardship cases that may occur; 3) modernization 
of the internal accounting procedures of the Customs Bureau; 
4) simpler and more. modern: method for converting foreign cur- 
rencies into dollar values; and 5) measures which would in- 
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crease the existing administrative exemptions from $5 to 

$10 for accompanied merchandise and from $1 to $3 in all 

other cases in order to cut down unproductive customs work 

and to reflect some approximation of the change in the pur- 
chasing power of the dollar since these exemptions were fixed. 


Other provisions of the bill which cumulatively are con- 
Sidered of substantial importance in simplifying customs 
procedures deal with the effective dates of rates of duty; 
certain special provisions regarding the importation of 
lead-bearing and zinc-bearing ores; provisions governing 
Grawback of customs duties, American goods returned and 
commingled merchandise. There are also provisions regard- 
ing free entry under bond for non-commercial exhibitions and 
for samples, containers and other articles; consular invoices 
and informal entries; the amendment of entries; the elimi- 
nation of under-valuaticn duties; the repeal of obsolete pro- 
visions and other matters. 
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CONSULTATIVE GROUP ON The Consultative Group, the high- 
EXPORT CONTROLS MEETS level body of the multilateral 
strategic export controls group, met 
in Paris May 15 to consider a number of important questions. 
It reviewed the operations of the Coordinating and China 
Committees, reached agreement on the information that can 
be released publicly on the organization, and directed the 
China Committee to complete development, within two weeks, 
of its recommendations on the control of pharmaceuticals 
exports. 








Secrecy Although there have been many leaks in the press 
about the Paris organization, some of the countries participat- 
ing in the group have refused to allow any informetion to be 
released officially on the organization and its activities. 
At this meeting it was finally agreed that the name, member- 
ship, location and statement of the general objective of the 
Paris organization could be disclosed officially although 
there would be no communigue issued et this time. Even 
though it is common knowledge that the controls are directed 
ageinst the Soviet bloc, some countries were concerned lest 
an official announcement would be “unnecessarily provocative", 
especially in view of the various "peace™ moves on the part 
of the Soviet bloc. The Coordinating Committee was directed 
to give priority to development of a positive list of infor- 
mation that could be released freely. The group agreed on 
a statement that the "general objective of the informal Paris 
organization is to coordinéte and unify such security con- 
trols on exports of strategic commodities to certain countries 
as may be regarded as necessary to safeguard the interests 
and resources of its members". Any country is free in 
response to questioning to specify the countries against 
which the controls are directed and to indicate that con- 
trols have been applied since 1949, The delegates were op- 
posed to publication of precise international list defini- 
tions but thought it might be useful if the Coordinating 
Committee drew up a short list which would not be too de- 
tailed. 





Work of Committees The reports prepared by the Coordinating 
Committee and the China Committee on their work were adopted 
by the Consultative Group as official reports. This is the 
first meeting of the Consultative Group since the China Com- 
mittee was established anc our delegation commented on the 
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NAC APPROVES RISE ° The National Advisory Council has advised 
IN INimheST RATES #the Eximbank that the interest rate on 

HS Government loans to foreign countries 
Should be increased. It wes agreed that the appropriate in- 
terest rate for loans of more than two years maturity made 

by the Eximbank and other US Government agencies to foreign 
governments or guaranteed by foreign governments or central 
banks should be 2% above the current yleld of US Government 
securities of comparable terninal maturities. Under present 
circumstances, this wovld result in a rate of about 5% instead 
of 45 on 20 year loans. ‘hile this would be the general rule, 
exceptions leading to @ lower rate would be considered by the 
Council. Loans not guaranteed by governments will continue to 
be made at rates from $ to 1% above the rates applicable to 
government loans. The appropriate rate on cotton and other 
short-term credits repeyabie in less than two years will be 
23% for the current year, as compared with 2 3/45 in 1¢51 and 
1952. Subsequently the rate will be approximately the average 
rate on short-term loans to business by banks in the US as 
computed by the Board of Governors of the Federal Reserve 
System. If a rate so determined, however, would discourage 
US exports or imports, the matter shouid be referred to the 
National Advisory Council for consideration. 





Background The increase in US market rates on long-and 
short-term loans required a re-examination of she interest 
rates charged on foreign loans by the Eximbank and other US 
agencies, Among the problems involved were: 1) the relation 
between the level of rates on US foreign loans and the policy 
objectives which the loans are to serve; 2) the relation 
between the rates charged by US agencies and the possibility 
of greater private participation in their louns, increased 
independent private investment, and the incentives for pros- 
pective borrowers to seek private financing; and 3) the 
relation between rates charged by US agencies and those charged 
by the International Bank. 





in recent years the Eximbank interest rate has been 
sufficient to cover the average cost of money to the govern- 
ment, the administrative costs of the Bank, and the accumula- 
tion of reserves. The Bank was created to facilitate foreign 
trade and to aid economic development abroad in accordance 
with US policies. Its interest rate has been held low so as 


to 
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to fulfill these objectives to the greatest extent possible 
while at the same time covering costs. A continaunce of this 
policy now requires a small increase in the Bank's interest 
cherges, as a result of the increased cost of money to the 
sovernment. 


As an argument in favor of an increase in the rates of 
the Eximbanl and other agencies making foreign loans, it was 
stated that the low rates of governmental lending provided no 
incentive to foreign borrowers to seek private financing, and 
thet the low rates made participation in Eximbank loans un- 
attractive to privete investors. However, limitations im- 
posed by State laws on large institutional investors have been 
among the factors rendering underwriters unwilling to assume 
the risk of resale of foreicn securities, anc the Bank has 
in the past adjusted ite rates upward in cases in which its 
investigations disclosed that private participation was 
actually available. 


‘hile an increase in the rates charged by US agencies will 
robably not result in a great revival of the private market 
for foreign lending, it will probably facilitate private 
participation and aid in the restoration of a private market 
for foreign loans. 


Eximbank rates on loans to governments have been about 
3/4 of 1% lower than International Bank rates. Rates of other 
US agencies making foreign loans have been in most cases lower 
than either Eximbank or IBRD rates. The rate on cotton cre- 
dits for the current crop year has been set at 34%, which 
approximates the average rate charged by banks on business 
loans. The use of this index will test the willingness of 
banks to participate in short-term credits. 


RESTRICTED: - SECURITY INFORMATION 
> &  & 
UNCLASSIFIED 
UN STUDIES MIDDLE EAST A recent United Nations study points 
ECONOMIC DEVELOPMENTS out that as a whole, economic develop- 
ment in the Middle East during 1951 


and 1952 made only slow progress. Countries included in the 
study are Afghanistan, Egypt, Iran, Iraq, Israel, Jordan, 


Lebanon, 
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Tebanon, Saudi Arabia, Syria, Turkgy, Yemen, Anglo-Egyptian 
Sudan, £den, Bahrein, Cyprus, Kuweit, Muscat and Oman, Qatar, 
cnc Trucial Oman. During this period, a growing number of 
miccle East countries increased resuests for technical assist- 
ance from the UN, the specialized egencies and other inter- 
national organs, while bilateral assistance from France, the 
UK and the US was also increased. The review mentions that 
while similarity in the ecotiomic and social background is still 
a dominant feature of the Micdle Fast countries, differences 
in their potential resources ere being increasingly felt and 
tend to differentiate them more end more as their economic 
development is intensified. The review indicates that by this 
Same process, these countries are also becoming to a certain 
extent, complementary. , 


industry During the neriod under review, there was an up- 
ward trend in industrial production in the Middie East which may 
be mainly attributable to an expension of pvrchasing power 
ceausec by larger crops and higher export prices, the report 
states. In Israel, the market was widened by large-scale immi- 
gration. Also, industrial investment was high in Israel and 
Turkey, both of which beneficted from substantial foreign 
financial assistance. In the other countries, industrial invest- 
ment appeared to have deciined from the level attained during 
the immediate post-war period. | 





The petroleum industry in the region continued to grow despite 
almost complete cessation of production in Iran. The increased 
production of crude oil in the region was due to larger supplies 
from Iraq, Kuwait and Saudi srabi@ which were made possible by 
the extension of pipelines and other facilities. The share of 
Middle East crude oil in expanding world production declined 
Slightly in 1951 but rose again in 1952; however, with about 
half the proved world oil reserves, the Middle East accounted 
for only 17% of world crude production in 1952, slightly higher 
than in 19050 and 1951. The production of refined products de- 
creased in 1951 compared with 1950 because of the closing of the 
Abadan refinery; consequently, the share of the Middle East in 
world production of refined products declined much more than 
its share of crude oil output. 


Benefits derived by Middle East countries other than Iran 
from o11 activities increased considerably during the 1951-52 
period, the report finds. Both because of expanded production 
and new profit-sharing egreements between the oil companies and 
the local governments, direct paymefts to governments by oil 


companies 
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companies increased from nearly $190 million in 1950 to $260 
miliion in 1951 and to approximately $440 million in 1952. 
Moreover, the oil companies spent large sums in the region to 
purchase materials and to pay wages and salaries. 


The review contains a study of the possibilities for using 
the large natural gas reserves in the Middle East which are 
generally wastec now. It suggests that this gas might be used 
for the production of fertilizers in which self-sufficiency 
could be reached, as well 2s in the production of other chemi- 
cal products. 


sgriculture For the period 1951-1952 agricultural pro- 
Guction in the region snowed a small rise. The 1951 rise over 
that of 1950 was largely due to bumper crops in Turkey, and the 
195e harvest wes, in generél, satisfactory. The rate cf popu- 
lation growth in the region exceeded the rise in agricultural 
procuction, however, 2nd imports of food-stuffs were increased 
to cover the inedequacy of domestic production. 


Several agrarian reform laws are expected to lead to an 
increase in agricultural production and farm income. The inade- 
quate increase in agricultural production during the postwar 
period was caused primarily by failure to improve the acreage 
yield for most crops, and partially to insufficient expansion of 
areas under cultivation and improper utilization of manpower in 
rural arees. While the report finds that natural conditions, 
such as insufficient rainfall, are largely responsible for 
hindering egriculturel development in the region, it also notes 
the leck of technical progress, research, demonstration agencies 
anc credit, and unfavorable systems of land tenure. 


Prices The cost of living indices showed a moderate up- 
ward trend in nearly all Middie East countries during 1951 and 
1952. In Israel prices rose sharply and in Lebanon they were 
stable. On the whole, price fluctuetions in the Middle East 
during the last two or three vears were within a narrower 
range than in other underaeveloped regions of the world. 


Public Finance Estinetes indicate that a few countries in 
the region may be operating under balanced budgets but several 
are expected to show deficits. Egypt's preliminary budget for 
1952-1953 indicates an expected balance, and Iraq's increased 
revenues from oil have offset in recent years the low yield 
from taxes and enabled that government to meet the financial 
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requirements of its extensive development projects. Available 
estimates indicate that Lebanon and Syria are worlzing toward a 
balanced budget although both are believed to have incurred 
deficits for various vears since the war. 


Iran now relies on non-oil revenues, and consideration is 
being civen to raising the rates on progressive taxes by intro- 
Gucing new capital and-land levies while at the same time govern- 
ment expenditures are curtailed. Israel has been faced with a 
continuel deficit which has largely been met through financial 
assistance from abroad and by vond flotations,. It is expected 
thet Turkey will meet its deficits during 10951-1052 and 1952-1953 
by borrowing and obtaining financial assistance from abroad. 


Foreign Trade and Baience of Payments Although the rise in 
prices of raw materials following the outbreak of the war in Korea 
improved the region's terms of trade, @ revers2i of this trend 
toward late 1951 and early 1°52 tended to remove the economic 
advantages provided by higher export prices. This development 
primarily affected those countries whose economic life is most 
closely linked with the world economy. In some countries internal 
factors tended either to intensify or offset the effect of inter- 
national trends. 





In general, the quantity of exports from the Middle East did 
not increase in 1950 and 1651, the report finds, while the quantity 
of imports rose appreciably. The most striking change in the 
composition of exports from the area was the rise in cotton ship- 
ments, which was the leading 1951 export from many of the countries 
concerned. ‘ith respect to imports, there was a large increase in 
purchases of cereals, owing both to the growth of population and 
diversion of land to cotton. The high level of construction 
resuited in increased impcrts of metél and metal manufactures 
products in 1950, but in 1951 the tighter supply situation and 
rise in local production reversed this trend in Egypt and Turkey. 
Imports of machinery and applicances showed an over-all rise, 
reflecting the gradual growth of industry in the period. 


Including petroleum, exports to the sterling area and France 
rose more than imports from these two regions during the period 
under review. Western Germany's trade with the Middle East grew 
very rapidly, its exports rising about sixfold between 1949 and 
1951 and its imports increasing almost as much. In early.1952 the 
trade of the USSR with Iran rose considerably. There was a further 
Gecline in the already reduced volume of trade within the region. 


The balance of payments situation was largely determined by 
changes in raw material prices, the increases in royalties paid to 
governments of oil producing countries and the flow of foreign 
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funds into Israel and Turkey. These factors enabled practically 
all Miecie Fast countries to add to their holdings of foreign 
exchange in the secone half of 1950 or the first half of 1951, but 
rising import surpluses and the loss of oil revenues in Iran 
necessitated heavy withdrawals; foreign exchange figures for the 
last part of 1952 in all countries which did not produce petroleum 
on a large scale were well below the i049 level. 


Foreign Capital in the Region By far the greatest part of 
private foreign investments in e region hes been in the petro- 
leum industry, the report states. By 1951 the gross investment 
in the petrcleum industry of the Middle East stood at about 1.9 
billion dollars, with over nine-tenthsof this investment control- 
led by US and British interests prior to nétionelization in Iran. 


For the whole Micdle East the inflow of new direct foreign 
investments from the US amounted to $114 million in 1949 and 
$102 million in 1950. There wes a disinvestment of $13 million 
in 1951 owing to the fact that oil enterprises began to turn over 
to the parent companies in the US the cash proceeds of their sales 
which ther no longer requirec for investment after completion of 
major works. The share of the Middle East in the total outflow of 
new direct private foreign investments of the US was in 1950 about 
15%. If petraleum were excluded, the proportion was approximately 
5% in 1950 and 3% in 1951. 


Export-Import Benk loans have comprised the bulk of US 
Government loans to Middle Eastern countries in recent years, | 
representing for the period June 25, 1950-March 31, 1952 $127.8 
million out of a total of $130.3 million of loans and credits 
utilized by the region. Between June 1950-June 1952 the Inter- 
nation2l Bank for Reconstruction and Development made loans total- 
ling $63.4 million to Iraq and Turkey. 


Refugee Problem Four years after the cessation of Arab- 
Isreeli hostilities, 805,000 Arab refugees were still receiving 
UN relief in Egypt, Jordan, Lebanon and Syria, the report states. 
In addition, there were approximately 5,000 refugees in Iraq 
supported by the government and 19,000 displaced Arabs living in 
Israel for whose welfare and eventual re-integration into the 
national economy Israel has recently assumed responsibility. 


Since their original displacement, there has been comparative- 
ly little change in the numbers and location of refugees receiving 
relief, and in particular, very little movement of refugees between 
the host countries. The high rate of natural increase of the refu- 
gee population prevents a rapid reduction in refugee roils and the 
material standard of living of this population remains deplorably 
low, according to the report. 





* * * 
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BOLIVIAN EXCHANGE With the concurrence of the International 
SYSTEM REVISED Monetary Fund the Government of Bolivia 





has established a new par value for the 
boliviano and simplifiec the Bolivian exchange system. The 
new foreign exchange measures were designed as part of @ pro- 
gran directed toward stabilizetion of the Bolivian economy. 


Until the new measure was taken, the Bolivian Government 
was using @ complicatec restrictive system based on simultane- 
ous use of quantitative restrictions on imports and payments, 
anc tiultiple currency practices. Through this system differ- 
ent treatment was given to verious mining and agricultural ex- 
ports. Imports of essential food items were maintained at a 
preferential rate. 


Uncer the new system the boliviano, which previously had 
@ par value of 60 to the US dollar, now is at 1 to the dollar. 
This rate will apply to trade and government transactions and 
some invisibles. There will also be 2 free market for most in- 
visibles. All present exchange taxes, multiple import and ex- 
port taxes, retention gvotas, compensation and divisas proprias 
("own exchange") arrangements are eliminated. A new export tax 
equivalent to 35 bolivianos per dollar will be levied on the ex- 
ports of the government-ownea mining corporation and exchange 
taxes of 50 and 100% will be levied on less essential and non- 
essential imports. Proceeds of the export and import taxes 
will be used by the government to meet the deficit of the 
nationai budget anc saléry increases of government personnel 
resulting from the present stabilization plan. 


In an attempt to stabilize its economy, the Bolivian 
Government intends to encourage domestic production and mini- 
mize contraband re-export by eliminating subsidy prices for 
imported foodstuffs. It also intends to avoid further in- 
creases in money supply arising primarily from Central Bank 
credit expansion, by balancing the budget with new taxes on 
exports and imports. 


Background At present the Bolivian economy depends 
greatly upon the exportation of its mineral production, pri- 
marily tin, In October 1952 Bolivia nationalized its tin 
mines with the result that tin sales stopped, and foreign ex- 
chanse grew scarce. This posed a threat to the stability of 
the countzy since the proceeds of tin sales are the source of 
financing a large portion of traditionally imported focd 
stocks. Domestic production of foodstuffs is insufficient to 
satisfy the internal demand and in recent years has tended to 
decline, thereby aggravating one of the country's main 


structural 
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structural economic problems. Efforts are now being made to 
Cevelop domestic production, mainly agricultural, and there 
ére reports that oil production this year will be capable of 
Supplying the internal demind without imports. 


For a number of years previous the Bolivian situation 
hed been strained by the inflationary impact of budgetery 
deficits, which have consistently been financed with Central 
Bani credit. 


In 1952 the situation became more acute. The government 
bucget continued in deficit, and the mining industry, whose 
domestic costs increased rapidly throughout the year because 
of larce salary increases, borrowed heavily from the Central 
Bank. he heavy lending of the Central Bank to the mining in- 
dustrv’ accounted for almost all of the 27% total expansion in 
the 1252 money supply. Domestic prices, as measured by the 
cost of living index, increased 31%. ‘At the same time, 
Bolivia's terms of trace began to deteriorate, and the diffi- 
culties in plécing its mineral exports abroad further reduced 
its export earnings while imports increasec. As @ result, the 
Central Bank's net reserves declined about 53% petween the end 
of 1951 and April 1952 from $23.2 million to $13.1 million and 
international incebtecness increased, including payments arrears. 


Bolivia's situation further ceteriorated as a resulted of 
@ worsening of its terms of trade caused by the decline in the 
price of tin in April 19535 from $1.2ls per pound to an average 
of about Of cents per pound. This price decline is expected to 
affect 19535 earnings, which will probably not be as large as 
those of 1952. Since the nationalization of the mines, the 
Bolivien Government has concluded long-term contracts covering 
50 to 603 of the tin production and has so far been able to 
Gispose or the remainder only by ad hoc arrangements. Negotia- 
tions are stili pending for a contract to cover the remaining 
production. 


During 1952 the Bolivian Government attempted to counter- 
act the increasing @ifficulties of the export industries by 
subsidization through the exchanze system which resulted in 
retention quota arrangements end ad hoc mixing rates for some 
products. This made the parity of 60 bolivianos per US dollar 
less and less meaningful. 


Future Outlook Bolivian Government authorities have esti- 
mated tnat, on the average, prices will increase by more than 
100% and wages by about 40 to 60%. The government plans to 
place ceilings on both the new price and wage ievels to prevent 
further rises. The budget is to be virtually balanced and 
ceilings will be imposed on bank credits. 


* > * 
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RUBBER STUDY GROUP The International Rubber Study Group, 

HOLDS T.uNTH SeSStION which held its tenth meeting in Copenhagen 
| : May 11 to 16, reviewed the world rubber 

Ssitutation; discussed measures to increase world consumption 

of rubber; examined a number of problems relating to packing, 

Shipping and marketing; and postponed action on the controver- 

Sial question of whether or not there should be an international 

rubber agreement. 











The meeting afforded member governments an opportunity to 
explain their situation and poticies witn regard to rubber and 
most delegations submitted memoranda describing developments in 
tneir resvective countries. Our delegate made clear that the 
US recognizes the important effects its rubber policy has on the 
economies of etner countries. In his opening remarks he anti- 
Cipated and attempted to answer in idvance criticism of the US 
Government's pricing and production policies for synthetic. As 
a result, attacks on US rubber policy were noticeably less 
vitriolic than at some earlier meetings and there seemed to be 
general acceptance of the fact that lack of US enthusiasm for 
a rubber agreement was founded on an honest opinion concerning 
the prospects for the future, There also seemed to be general 
recognition of the profound competitive effects which disposal 
of US synthetic rubber facilities would have on the natural 
rubber industry. During the closing plenary session the 
Indonesian delegate made a bitter speech in which he reserved 
to his government full freedom of action in the absence of an 
international agreement on ruober, and it was clear that he 
meant freedom to trade witn Communist China despite the United 
Nations embargo. dowever, in private conversation with the US 
delegate, the Indonesianimplied his speech was for the record 
and for domestic consumption and said he was quite happy with 
the outcome of the meeting. After his return to Djakarta he 
issued a press release which said that the US delegation had 
shown understanding toward the interests of rubber producing 
countries and that the future of natural rubber ap»eared good. 
The meeting wound up in a generally friendly atmosphere despite 
the Indonesian speech, 


The meeting was attended by delegations of Australia, 
Belgium, British Colonial and Dependent Territories, Burma, 
Cambodia, Canada, Ceylon, Denmark, the Federal Republic of 
Germany, France, Hungary, Indonesia, Italy, Japan, Liberia, 
the Netheriands, Thailand, the UK, US and Viet-Nam, and by 


observers 
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observers from the UN Food and Agriculture Organization, the. 
Organization for European Economic Cooperation and the 
International Rubber Development Committee. Delegations 
were comprised of government and industry representatives. 
This enabled members of American trade and industry to dis- 
cuss common problems with their opposites on other delega- 
tions with a view to removing sources of irritation from 
our commercial relations. The Group accepted an invitation 
from the Government of Ceylon to hold the next annual meet- 
ing in that country at a date to be decided later. 


Yorld Rubber Situation The world rubber position was 
examinea and it was estimated that world production of | 
natural rubber in 1953 would be around 1,788,000 long tons, 
while production of synthetic rubber in member countries 
would be around 989,000 long tons. It was estimated that 
the world might consume 1,595,000 long tons of natvral 
rubber and approximately $09,600 long tons of synthetic, 
apart from synthetic produced in non-member countries, The 
balance of some 270,000 tons of estimated production over 
estimated consumption of both natural and synthetic will 
be available for absorption into governmental and commercial 
Stocks. 





In addition, a confidential estimate was m-de of the - 
supply and demand for rubber through 1958. On the basis of 
an assumption that US use of synthetic in new rubber usage 
will closely resemble current practice and on the basis of 
a projection of natural rubber production which may be 
SSomewnet unrealistic in the absence of any action establish-. 
ing a floor price of natural rubber, it wag estimated that 
in 1953 there will be a surplus of 190,000 long tons; in , 
1954, of 100,000 tons; 1955, 70,000 tons and in 1956, 40,000 
tons. However, in 1957, it is estimated there may be a 
deficit of natural rubber to the extent of 35,000 tons and 
in 1958 a deficit of 85,000 tons. tay | ry 


Buffer Stock Proposal The Copenhagen meeting was 
scheduled to decide whether or not to ask the Secretary 
Ceneral of the UN to convene a conference for the purpose 
of attempting to negotiate an international agreement on 
rubber. The Group had before it a buffer-stock scheme 
which was prepared at the August 1952 and January 1953 ses- 
sions of the Working Party. (See page 1, Feb. 3, 1953 and 
page 4 August 25, 1952 issues.) The US position was that, 
primarily for political reasons, the US delegate would vote 


for 
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for a conference if most other countries desired one, with 
the- understanding that such action did not commit us to 
acceptance of an agreement. 


Tae Steering Committee, which considered this problen, 
felt: that the widespread disagreement as to the need for an 
international rubber agreement would probably result in : 
failure of a negotiating conference and therefore, a confer- 
ence shovld be avoided at this time. On the other hand, the 
uncertainties of the future were generally recognizei. saccord- 
ingly, it was decided to continue working on the draft buffer- 
stock agreement. If further study reveals such fundamental 
and irreconcilable differences of opinion that an agreement 
is sure to be rejected, it was considered better to have. the 
breacdown occur in a relatively small, private group rather 
than in the full glare of publicity which attends a negotia- 
ting conference sponsored by the UN, 


Therefore, the Group instructed the ilanagement Committee 
to hold a special meeting in September or October of this . 
year to review the rubber situation as it is at that time; 
to secure accord on the outstanding points in the draft 
buffer-stock agreement; and to examine whetner it appears 
possible to get an agreed view on the necessity for such an 
arrangement. The findings of this special meeting are to be 
circulated to all member governments for comment and for ex- 
pression of their views as to whetner a commodity conference 
should be cailed. In the light of these findings and the 
comments of the governments, the Management Committee will 
decide whether to request the UN Secretary General to call a 
commodity conference or, if not, what other action should be 
taxen. ilembers of the Management Committee for the coming 
year are British Colonial and Dependent Territories, Cambodia, 
Canada, Ceylon, Denmark, France, Indonesia, the Netherlands, 
the UK and the US. However, all member countries are en- 
titled to participate in this special meeting if they so desire. 


. Other Matters The Group examined various aspects relating 
to the expansion of world consumption of rubber, including the 
use of rubber in roads and the use of latex foam for uphol- 
stery. it also examined problems of packing, shipping, and 
marketing of natural rubber. There was a greater degree of agree 
ment on rubber type samples than on previous occasions. The 
Group welcomed a proposal that a meeting should be held between 
consumers, producers, packers and shippers to discuss packing 
specifications and other matters of mutual interest. 
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US_COUNTERV:ILING DUTTES ON #$$/The Secretary of the Treasury 
i: FORTS OF URUGUAYAN "JOOL TOPS has issued an order, effective 
June 7, imposing countervail- 
ing duties of 138;; on wool tops imported from Uruguay. In 
reply to a protest of the Uruguayan Government, we have 
stressed that it has been found that exports of wool tors 
from Uruguay to the US in effect receive the benefit of a 
bounty and so long as it is found that a bounty exists the 
imposition of countervailing Guties is a measure compelled — 








“by Law and is in no way discriminatory. Treasury is urder- 


stood to be studying imports of wool tops from argentina with 
a view to ascertaining whether or not the operation of the | 
multiple excnange rate system of that country affords a bounty 
requiring the imposition of a penalty duty. 


Background The Tariff Act of 1930 (Section 303) peaubses 
the Secretary of the Treasury to impose countervailing duties 
on imports of dutiable goods to offset subsidies or bounties 
granted directiy or indirectly on exports to the US. For 
more than a year there have been demands from certain domestic 
groups that countervailing duties be imposed on goods allegedly 
benefiting from ‘subsidies resulting from the operation of 
multiple exchange rate systems. 


‘Most of the demands have arisen over the exportation from 
Uruguay and argentina to the US of wool tops, a semi-manufactured 
product. Uruguay applies a higher peso-dollar rate of exchange 
to wool tops and certain other products exported to the US 
than it does to raw wool and certain other products so that 
a dollar earned from the export of wool tops yields a greater 
number of pesos than a dollar earned from the export of raw 
wool, Some of those who have demanded the application of 
‘countervazling duties contend that wool tops exports receive 
@ subsidy amounting to 49%.. - 


About a year ago the sovernuents of argentina and Uru- 

guay were informed that the continuance of a preferential 
rate on wool tops might lead to the imposition of counter- 
~vailing duties. Since that time imports of Argentine tops 
irito this market Have been negligible while exports of 
Uruguayan tops have continued at a substantial rate. ‘hen 
the situation was reviewed this spring, the conclusion was 
reached that the complex of Uruguayan exchange rates ns 
“bestow a bounty ‘on wool tops exports equivalent to 18% 


the 
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the f.o.b. value and that action was compelled under Section 
(303 of the Tariff act. accordingly, on.Jiay -6,..the Secretary 
of the Treasury issued the order imposing countervailing 
duties-on wool tops imported from Uruguay. 


Department Position In discussions. of the Uruguayan 
case with Treasury, the Departuent urged that the matter 
be handled in such a way as not to imply that: differential: 
multiple: exchange rates for exports necessarily involve 
subsidies since such an implication would-not be in accord 
with the facts in many instances. ‘Je feel the approach 
must. be on a case-by-case basis without any presumption 
that multiple rates result in a subsidy. 


Uruguayan Reaction “hen inforued. of ‘the prepeses. US 
action, Uruguayan officials said they were dismayed, express- 
ing the belief that Uruguay was being singled out for dis-— 
criminatory treatment. In the Chamber of Deputies of the 
Uruguayan Congress, there has been some. agitation for.denun- 
Ciation of the 1942 trade agreement between the US and 
Uruguay. Apparently the Chamber reached no conclusions, 
and presumably the questioning of..the ilinister ‘of Foreign 
affairs on this matter will. be. resumed later. Since Chamber 
discussion of the matter an officer of-the ifinistry of 
Foreign affairs has. infornally asked imbassy -liontevideo 
for some information on US tariff schedules explaining that 
the Foreign Office was studying the effect on Uruguay of 
possible denunciation. The official added.that he did not. 
believe that Uruguay would take this action, and our Embassy 
considers that. Uruguay is not. prepared to denounce the agree- 
ment. However, it is possible that the Chamber -of Deputies 
may approve a resolution critical of US action. 


In reply to ‘the Uruguayan ‘mbassy'! S$ nemorandim of ijay 4, 
we stated that we do not consider the US action is in con-. 
flict either with any specific provision of .the US- -Uruguayan 
trade agreement or with the spirit of that agreement, We . 
indicated that any si.ggéstion which the Government of Uru- - 
guay might offer as to a mutually satisfactory solution of 
this problem would receive the most serious consideration 
of the US Government, Since the exchange of notes the | 
Uruguayan ambassador Has discussed the matter with both the 
Department and Treasury, and discussions. are continuing on 
a technical level with a view to exploring possible solutions. 


x & * 


US 
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US_AND CUBA CONCLUDE BILATERAL AA bilateral civil air trans- 
CIVIL AIR TRANSPORT AGREEMENT port agreement was signed on 
: May 26, 1953 between the US 
and Cuba which will provide the basic principles for air 
transport operations between the two countries. The new 
agreement follows in general the standard form of air trans- 
port agreement that has been used in negotiations by the US 
with more than forty other countries and embodies the Bermuda 
aviation principles. The Bermuda-type agreement represents a 
compromise between the extremes of complete freedom of the 
air in commercial transport and arbitrary limitation of traf- 
fic through allocation of capacities and frequencies. It 
provides for a minimum of restrictions on traffic carried be- 
tween the territories of other states along international 
trunk routes (fifth freedom traffic), taking into account 
traffic requirements, the exigencies of airline operation, 
and local and regional services along. the international trunk 
route. The agreement will come into force when it has been 
ratified by Cuba. 








At the time the agreement with Cuba was signed: notes 
were exchanged which will permit two Cuban airlines--Aerovias 
Q., S. A. and Cuba Aeropostal, S. A,--to continue for a period 
of three years operations to the US from the airport at Camp 
Columbia, a military airport closer to Habana than the civil 
airport used by the other international air carriers. US 
carriers operating scheduled service to Cuba at the present 
time are PANAM, Braniff, Chicago and Southern/Delta ‘Airlines 
and National Airlines. The principal Cuban carrier operating 
to the US is Compania Cubana de Aviacion. 


Routes The new agreement contains a route annex grant- 
- ing five routes to US designated carriers and six routes to 
airlines designated by Cuba. Routes that may be operated by 
US. carriers are: 1) from Miami, Florida to Camaguey, Cuba 
and beyond; 2) from Miami, Florida to Habana and beyond; 

3) from New York and/or Washington to Habana and beyond; 

4) from Tampa, Florida/St. Petersburg, Florida to Habana 
and beyond; and 5) from Houston, Texas and/or New Orleans, 
Louisiana to Habana and beyond. Cuban ‘airlines are granted 
the right to serve the following routes: 1) from Habana to 
Miami, Florida; 2) from Varadero, Cuba to Miami, Florida; 

3) from Habana to New York; 4) from Habana to Key West, 
Florida; 5) from Habana to West Palm Beach, Florida; and 

6) from Habana to St. Petersburg, Florida. 


Background 
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Backs round In October, 1952 the Cuban Government ad- 
_viged the US that it wished to begin negotiations loo’ting 
toward conclusion of a@ bilateral civil air transport agree- 
ment. We instructed Embassy Habana that we believed such . 
negotiations should be delayed pending. settlement of a mat- . 
ter. perteining to the operation of the non-stop Habana-New. 
Yori _noute by Cubana. Cubana had found objectionable 
certain conditions which were attached to its US permit 
covering operation of the route in question. Cubana re- = - 
quested tie US Civil Aeronautics Board to reconsider the = 
permit, and Cube prevented the US carrier, National abe. -*. 
lines, from operating non-stop from New York to Habana. - 
early December, after this matter was satisfactorily re- ‘ 
solved and arrangements were made for both the US and ° Cuban - 
airline concerned to resume operation of this route ‘on | 
January 1, 1953, Embassy Habana was authorized to submit a.: 
Graft ci ivil air transport agreement to the Cuban’ officials . 
for study and comment. This served as whe. basis for oe 
ting: the newly signed agreement. ry ‘at a 
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| CONRIDENTIAL ae SECURITY INFORMATION 
EUROPEA N COAL-STEEEL. COMMUNITY On May - Be the High Authority 


OPENS C OMPON MAR OPENS COMMON MARKET FOR STEEL '.Of.the European; Coal-Steel 
Community opened the common 
market for steel, ‘the’ common ‘market for coal, iron ore and 
scrap having been in existence since: February 10 (See . 
February 17, 1953 issue). With this action tariffs, quati-* 
titative restrictions and discriminatory: pricing with respect 
to steel were abolished ‘within the: single market. The High 
Authority immediately issued its dectstons. concerning the 
publication of the price: lists and terms of. sale, and those 
covering the prohibition. ‘of. discriminatory practices, 





‘Some peculiarities of the common market for steel, how- 
ever, called for special customs measures, .:For example, the 
six: countries aa: ‘Not. pupose Scat boned same tariffs ‘on steel 


“Amported 
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imported from countries outside the common market. The Benelux 
Steel tariffs are much lower than those of France; and French 
Steel tariffs are somewhat lower than those of Germany and 
Italy. To deal with this problem until such time as all 
tariffs have been harmonized, it was decided that the Benelux 
countries would continue to apply their tariff rate only to a 
limited amount of steel imports, representing the total 

which Benelux could have been expected to import in satis- 
faction of its domestic demand; the excess over that amount 
will be subject to the higher duty of the six countries, 
which is usually the French tariff rate applicable to the 
Same product. The other countries are to endeavor to bring 
their rates of duty in line with the lowest rate applied in 
the Community. 


A second major exception has to do with the steel in- 
dustry of Italy. This is a relatively small industry, handi- 
capped by high costs of raw materials. It is to have the 
benefit of a gradual rather than abrupt transition to the 
rigors of competition, and tariffs now protecting that 
industry are to ” eliminated by stages over a five-year 
period. 





Apart from these special provisions, the High Authority 
possesses some rather extraordinary powers for the five-year 
transitional period, by which it could intervene in the 
functioning of the common market through the application of 
internal restrictions. So far there appears to be no indi- 
cation that the High Authority proposes to do so. In general, 
the High Authority has attempted to meet its challenges with 
consideration of the impact that the change-over from con- 
trolled markets to free competition would have on hitherto 
protected European industries. The kind of market that is 
coming into being under the Community represents a mixture of 
competition, state intervention in favor of certain groups, 
state acceptance of the responsibility for easing transitional 
shocks, and participation by non-governmental groups in the 
mechanism of administration. 





The Problem of Pricing In considering the new price 
system to be set up for the common market, the High Authority, 
after consulting the Council or Ministers and the Consultative 


Committee 
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Committee, decided in favor.-of freedom of price and com- 
petition between producers. Thus on the opening of the com- 


mon market, it fixed: neither minimum. nor’ maximum prices. It 
.. has, however, held formal consultations with’ the- Council and 
_.. the Committee concerning the advisability of price-fixing 
measures and the: level-of prices, so a8 to. be are to: ‘inter- 
vene if circumstances. call Tor tet ia 


The High Authority san has. certain power to prevent 
price. agreements by industries in’ the ‘common’ market. A 


.. Case has already arisen involving an agreement between mem- 


bers of the French, Belgian, Luxembdurg:‘and possibly German 


' Steel industries to set the export price for steel ‘ship- 


ments to destinations outside the Community. There ‘had been 


_ .@ @drop in steel export prices, and the’ 4ndustrialists had 
reportedly decided that concerted action to keep the price up 


was necessary. Theycontended that their private arrangement 


.. waS not within the purview-of the High authority, . Since it in- 
volved exports outside the Community. ‘On the ‘other hand:, 
-Monnet, President.of the High Authority,’ reportediy considers 


that. the High Authority has control: (under’ Article 65) over 


“agreements on export prices, if these. ‘bend directiy or in- 
“directly to impede: competition within the’ Community. At the 


present time, the High Authority is looking into the agree- 
ment . to. ascertain: whe fier. it is ) every" with. the: CSC . 


! iat 


_ , Another - very ; complicated prieine Jrobiem arose because 
of the. existenee of different national: tax systems in the 
CSC .countries. The ‘High ‘Authority ruled that it is incom- 
patible with the Treaty for prices to inélude ‘any taxes - 


_ Which the seller may-get refunded or from-which he ‘is ‘exempt. 


It is examining other.-tax-issues with ‘the interested govern- 
ments and hopes to complete this examination by December. 
If. the results of: this examination ‘of the tax system lead. 


_. the. High Authority. to believe that the present system must 
_...be improved upon, it! will submit the necessary proposals to 
- the governments, which for the present have retained juris- 
“diction in matters: of taxation. i | 


2) Uniform Pricing for. Extras: The High Authority has ‘also 
had.to consider the question of uniform pricing for "extras". 
.. These are the charges: added to the basic product for special 


sizes, 
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sizes, special quality, or other deviations from the basic 
product. The steel producers in the six Schuman Plan coun- 
tries wanted to adopt uniform charges for extras throughout 
the common market. Proponents argued that uniform extras 
are necessary for the sake of an orderly operation of the 
market. Opponents claimed that uniform extras might be 
necessary if price controls were established but otherwise, 
they would defeat the very purpose of price competition. On 
advice of President Monnet, the High Authority agreed to in- 
form the steel industry that uniform extras would not be ac- 
ceptable. The High Authority also decided to notify the in- 
dustry that after it has studied the extras which are actually 
charged it will decide whether or not the Treaty has been 
violated. | 


ae Scrap Market The market for steel scrap presented 
some cult decisions for the High Authority. Steel 

scrap is a business with many more sellers than buyers. Be- 
fore the advent of the common market, scrap producing coun- 
tries: in the Community had generally controlled the distri- 
bution and prices of scrap. Furthermore, scrap dealers, 
especially in Germany and Italy, had joined together in 
cartel-like organizations to fix the: price and amount of 
scrap coming on the market. When it appeared that the High 
Authority was considering new arrangements for scrap pricing 
and distribution, France issued a decree setting up an organi- 
zation similar to those in Germany and Italy. Since the com- 
mon market was already in operation, the High Authority 
issued a decision ordering liquidation of the German: and 
Italian cartels. The French Government has reportedly agreed 


to withdraw its controversial. decree, 


Having taken the step to diSsolve these organizations--a 
step with only a few precedents in Europe--the High Authority 
then authorized the operation until the end of 1953 of a new 
scrap organization under its supervision for all six countries. 
This organization, which is to be transitional, is not com- 
petent to deal with the question of distribution of scrap 
supplies. The theory is that this organization, aided by an 
equalization fund to subsidize scrap imported from third 
countries, will keep the price of imported scrap, which is the 


highest 
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hishest priced scrap used in the common market, from setting 
the price for all scrap in the common market. Scrap dealers 
in some countries have élready challenged the need for this 
organization based on current market conditions. 


Other Activities Early in May, President ilonnet sum- 
merized the general objective of the High Authority in the 
field of investments, together with the studies undertaken 
and the preliminery conclusicns drawn from data already sub- 
mitted by enterprises. The first conclusion was that Community 
production is not yet able to satisfy the total demand for 
coal, and imports are necessary. Most of these coal imports 
must come from the US, creating @ special dollar problem. 
Secondly, steel exports hoid an importéent place in the economy 
of the Community and it is essential that the present level be 
maintained now and expandec in the future. Thirdly, there is 
@ shortage of housing for workers in certain CSC countries. 
Finally, possibilities for financing investments by steel 
companies from their own resources in the Community are at 
the present time very limited. From these conclusions, 

Monnet defined the orientation which investment programs 
Should take in the Community. Capacity must expand to 
produce in four or five years about 50 million tons of 

crude steel and about 280 million tons of coal. (In 1952 
production was about 42 million and 240 million respectively.) 
The CSC industries must improve the quality of their products, 
lower the cost of production and improve working conditions, 
especially housing. Adequacy and requirements for expansion 
must be studied. It is in this framework, Monnet said, that 
the studies and investigations of the High Authority are now 
being pursued. 
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PENDING LEGISLATION TO The large number of bilis 
RESTRICT O1L IMPORTS which heave been introduced 

into the US Congress to 
restrict imports | of crude oil and residual fuel oil 
have been causing concern: abroad, particuliérly in 
Venezuela and Mexico. The Department has recommended 
most strongly to Congress against passage of these 
bills pending the outcome of the study on all aspects 
of US economic foreign policy which has been recom- 
mended by the President. 





The pressure for passage of legislation re- 
stricting residual fuel o11 imports comes from the 
--coal industry whereas domestic crude oil producers have 

rged an average limit on imports of both crude oil 
and petroleum products. Neither industry has sought 
relief under existing procedure which is available 
to any interested party under the SeSeS agreements 
program. | ' ~ 


Pending Petroletim. Legisletion Approximately 25 
identical bills have been introduced into Congress which 
advocate setting an absolute quarterly import quota 
for residual fuel oil equal to 5% of the domestic 
demand for residual fuel oil for the corresponding 
guarter of the previous year. Enactment of the bills 
“would reduce residual fuel. oil imports about 78%. 
Such action would have serious repercussions on the 
US East Coast, where the imported residual fuel oil 
is consumed, and in Venezuela which supplies either 
directly or indirectly about 98% of these imports. 





Senator Carlson has introduced a bill which would 
imit imports of crude petroleum and petroelum pro- 
ducts in any calendar quarter to 10% of the domestic 
demand for all petroelum oils in the corresponding. 
quarter of the preceding year. This bill would. 
reduce over-all petroleum imports by about 25%. — 


The original Simpson Bill (H. R, 4294) to renew 
the Reciprocal Trade Agreements Act included in its 
provisions both the over-all ae quota for crude 


petroleun 
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petroleum and’ petroleum. products,. and within the over- 
all quota the 5% quota’ on residual fuel oil. ‘Last 
week Mr. Simpson replaced that.bill with two others. 
One (H. R. 5495) would continue the Trade Agreements 
Act for a year without limiting Presidential powers; 
would create a bipartisan commission to.make a com- 
plete study of foreign economic policy, in:line with 
he President's suggestion; would enlarge the Tariff 
Commission to seven members; and would require the 
Tariff Commission to act within nine months instead 
of twelve on petitions by domestic industries for 
relief under escape clauses in existing trade agree~ 
ments. The other bill (H. R. 5496) would amend 
the Trade Agreements Extension Act and certain 8 
other provisions of the law "to provide adequate pro- 
tection for US workers, miners, iarmers and producers", 
This bill embodies the. petroleum import restrictions 
that were included in the original measure. lLir. .:.- 
Simpson has indicated that he expects the first of 
these bills. to receive seston this session. - 


Department Position The Department eesie thoes 

that the placing of restrictions on residual fuel 

oil imports such as those contemplated in the various 
bills described above would violate undertakings which 
the United States has given in exchange for valuable. 
trade concessions by other countries. Specifically, 
it would be in direct violation of our trade agreement 
with Venezuela which covers our petroleum imports from 
that country. Such restrictions would probably force 
a sharp curtailment of merchandise purchases from 

_ this country which have been of great benefit to 

industries. in the United States, including the coal 
mining industry. Such restrictions would also have 
important .long-run effects. on the security of the. 
US and the free, world generally since the cutback in 
petroleum output which. would almost certainly result, 
particularly in Venezuela, would seriously jeopardize 
the availability of foreign petroleum which would be 
badly needed by. ‘the US and the free pores: in oo 
future emergency. | 





Proponents of the residual fuel oil restriction 
bills charge that residual fuel oil imports are jeopar- 
dizing the US coal mining industry. However, a study 





of the 
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of the available data has led the Department to a 
different conclusion, Although imports of residual 
fuel oil were larger during January and February of 
1953 (the latest period for which Bureau of Mines 
data are available) than during the first two months 
of 1952,.the increase was only just sufficient to 
cover the drop in US production and the increase in 
total demand. In 1952 the increase in imports in 
comparison with 1951 was not as great as the decline 
in domestic production. In fact, the over-all avail- 
ability of residual fuel oil in 1952 was 5.3 million 
barrels less than in 1951. These figures would seem 
to indicate that the current difficulties in the 
coal mining industry have not been caused in any 
Significant degree by increased imports of residual 
fuel oil, : i 


The Department's analysis indicates that other 
factors, which have no relation to the importation of 
fuel oil, have been primarily responsible for the over- 
all decline in the demand for coal, For example, 90% 
of the decreased demand for coal since the peak war 
years is accounted for by decreased use of coal by 
railroads and in retail markets, where domestically- 
procuded diesel oil, heating oil and natural gas have 
taken the place of coal. In the case of electric | 
power utilities in the Atlantic Seaboard states, 
where much stress has been laid on increased use of 
imported residual fuel oil as the cause for the re- 
duced demand for coal, the facts point to a different 
conclusion, The use of coal by electric power 
utilities increased from 1950 to 1952 in the entire 
area; the use of gas was negligible in New England . 
but large and rapidly increasing in the Middle Atlantic 
and South Atlantic states; whereas the use of oil (all 
grades) decreased in the area as a whole. 


Moreover, our analysis indicates that the benefits 
to the coal mining industry from the drastic restric- 
tions upon residual fuel oil imports would probably be 
small and of doubtful permanence. If the restrictions, 
as outlined in the Simpson Bill, had been in effect in 
1952, they would have reduced residual fuel oil imports 
by 274,000 barrels daily, or by 78%. It does not appear 


that 
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Oo than one+third ‘of ‘sueh a ‘deficiency. in: re-.- 
that eh oil could be- met. by a. shift to .coal-.and: » 
even this shift would. probably, require ‘several months. . 
Any greater | shift would. require costly. plant. altera- 
tions which. many users could-.not or would. not: under-- 
take. .Some of the consumers of residual fyel o41, .. 
notably vessels, could not. asa practical matter 
shift to coal in any case.: -Congumers: who were left. 
without 2 source of supply and. who. could not shift 
to other fuels would have no alternative in the 
short run but to compete forthe. remaining supply 
of residual fuel oil. This: would: ‘result in in- 2 
creases. in the price of residual: fuel oil and in- Z 
creases in costs for all residual fuel oil consumers, 
which would provide a further incentive for the re- 
location of East Coast industry in the: South and 
Southwest where cheap natural gas is readily availa-: .~ 
ble.,.and actively seeking markets. .. Any-such reloca- is 
tion.of industry would not be. of Po te 
Appalachian coal fields. ‘Eas init a 4 


“The Department likewise prey om that the 
placing of an over-all limitation:on. the imports of = 
crude petroleum and petroleum’ products would be 
harmful to important US economic; political and 
security interests. As in the..case:of restrictions 
on imports of residual fuel: oil;:an-over-all re- 
striction on the imports:of- orude and-products 
would violate current .trade agreements, would.ad- 
versely effect exports :of'US-‘géods, ‘and. ‘would - 
threaten the availability. Of: foreign: ‘petroleum in 
any . future meee Yih cat’ & ee gee: mn 

fs aes eG ar aa m. €4.30eh« 

re ‘Although domestic. ‘eeude. oil producers ‘are con- 
cerned about present and prospective rates of imports, 
a-study. of the available. 'data ‘does not Seem'’to indi- 
cate that imports of crude: petroleuni - anid’. aperesom , 
products are causing serious difficulties'-for domestic 
petroleum producers. During::1952. domestic crude oil 
operations. reached an all-time ‘high. The total demand 
for-crude oil, the production’ of crude oil; and the. 
value. of the crude oil output were all higher during: 
1952 than in any other year. In 1946 the domestic 


production 
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production of crude oil averaged 4,750,000 barrels a 
day, while in 1952 the production of crude averaged 
6,262,000 barrels a day--a.gain of 32% in seven years. 
During the same period the value of the total crude 
production in the US rose from $2.4 billion to 

$5.8 billion, an-increase of about 140%. 


Total wells drilled increased from 26,991 in 
1946 to 44,348 in 1952, an increase of 63%. The in- 
crease in the number of wildcats drilled during this 
period is even greater. During 1952, 10,084 wildcats 
were completed which is more than were completed in 
any previous year in the history of the petroleum 
industry and almost 140% of the number of wildcats 
drilled in 1946. 
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GOVERNMENT AGENCIES WORKING Government agencies 
ON MOBILIZATION READINESS PLAN are working on a 
"mobilization readi- 
ness program" to measure the nation's maximum poten- 
tial production under full mobilization conditions 
(assumed to begin in July, 1953 and continue for three 
years) and to determine and correct deficiencies in 
productive facilities. This work is being carried on 
under the aegis of the Office of Defense Mobilization. 
The Department is involved in the program both through 
the Defense Mobilization Board and on the working level. 








Planning of the defense agencies in the past two 
years has been primarily directed toward meeting current 
production and construction schedules of the defense 
program. Important progress was also made in expanding 
the nation's production facilities in the sectors deemed 
most critically deficient. The mobilization base has 
been strengthened and much work has been done in de- 
veloping detailed full mobilization requirements and 


estimates 
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estimates of availabilities. for- special. materials and 
selected types of facilities. However, this work has 

_ been handicapped by uncertainties about the magnitude 
and: characteristics of military requirements and essen- 
tial needs for industrial and civilian uses which had 
not been realistically provided for in mobilization 
calculations. Government agencies now are to determine 
how well the nation is supplied with production 
capacity and what is needed to insure that sufficient 
resources are available to produce the volume and . 
specific types of goods and Services needed in full 
mobilization. . 


The information developed from the seahtnsee study 
should provide a number of aids to better mobilization 
planning. For example, more realistic decisions can be 
made regarding stockpile objectives. Also, tax amorti- 
zation and expansion goal policies can be made with 
greater certainty. Specific kinds of resource defi- 
ciencies can be identified and corrected more rapidly, 
and plans and actions of the military services can be 
tied more closely to feasible production levels under 
full mobilization conditions. 


US Policy In describing the mobilization. base 
program, ODM has stated that it is United States 
policy, in association with friendly nations, to pro- 
vide a state of military preparedness which can be 
maintained as long as necessary as a deterrent to 
aggression. This posture of preparedness is indis- 
pensable in support of our foreign policy, is a 
foundation for speedy full mobilization, and is a 
basis for initial phases of full-scale war, if war is 
unavoidable. Because of the continuing threat of ag- 
gression and uncertainty as to when and where an at- 
tack might be, US policy is to maintain defense produc- 
tion in support of limited military forces in a high 
state of readiness, and to provide the essential 
elements of a mobilization base to meet the require- 
ments of a full-scale war. Maximum reliance is placed. 
on private enterprise taking the necessary steps to 
meet mobilization base demands, with Government aid 
when appropriate. Policies and actions take into ac- 
count the need to minimize dislocations in the economy 
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which adversely affect business initiative and employ- 
.ment opportunities, labor standards, small business 
participation, and other relationships necessary for 
high morale and generes economic stability. 


In utilizing available funds, ODM believes that a 
balance must be maintained between building the mobili- 
zation base and providing a war reserve of end-items. 
‘Productive capacity is generally less subject to 
obsolescence and costs less than reserves of end-items, 
although it is recognized that minimum military re- 
‘serves are necessary. | | 


Foreign Needs and Contributions - The Office of 
Defense Mobilization has recognized that full allow- 
ance should be made for the requirements, resources 
and capabilities of other countries of the free world 
in determining critical deficiencies in the mobiliza- 
tion base. In calculating the use that shall be made 
of US resources, it is recognized that a share must 
‘be made available to meet the requirements of other 
countries of the free world. It is. also planned: 

a) to take account of full mobilization base planning 
- in other friendly countries in a manner that will re- 
sult in the. maximum collective strength of the entire 
free world; b) to encourage the expansion of facilities 
by friendly countries for production of materials, 
equipment and products of which there are actual or 
potential deficiencies; c) to encourage foreign ex- 
ploration for critical raw materials and the develop- 
ment of-improved methods for their extraction and re- 
covery and d) to encourage friendly countries to con- 
serve materials critical to mobilization needs, and to 
_ plan for their minimum use under full mobilization 
conditions. 





Procedure for the Study As a first step in. the 

. program, ODM has estimated the country's gross national 
product (GNP)--the total dollar volume of goods. and 

services that can be produced--in the first, second and 
_ third years of. full mobilization beginning July 1, 1953. 
The total has been divided into levels for major seg- 
ments of the economy. .Various government agencies act — 
as "elaimants " #--~ these in order to make specific 





estimates 
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estimates of requirements for such items as controlled 
materials and manufactured products, using the GNP 
estimates as @ general framework. The Office of 
International Trade (Commerce) and the Mutual Security 
Agency have the claimancy responsibility for foreign 
requirements. The initial approach of ODM to exports 
is that they shoule€ be large enough to pay for essen- 
tial imports, recogniz » nowever, that there would 
@lso be some “lend lease" type of exports. The 
Department has pointed out that this approach would 
not necessarily result in a measurement of the impact 
of foreign demand on the US economy end that the de- 
termination of export policy in time of full mobili- 
zation will be based at 2 minimum on essential. foreign 
demands. It has been suggested thet the starting 
point should be an estimate of total export: require- 
ments and that a later determination should be’ made of 
the proportion of exports commercially financed 
through imports an& the proportion paid for through 
grants. or credits. 


Assumptions Pertinent to Foreign Trade ODM 
requestec the Department to work out 2 set of assump- 
tions with OIT and MSA on which these two agencies 
could base their projections. These assumptions are 
recognized as being unofficial and for use only in 
this exercise. It is assumed that the economy of each 
free world country will be maintained on a minimum 
essential basis. However, the US and other free world 
countries will export materials and manufactures in 
excess of amounts needed to support military. efforts 
and to maintain minimum essential economies, in order 
to maintain certain sources of essential supplies. 








It is assumed that the free world can obtain no 
supplies from Soviet bloc territories, and will ship 
nothing to those areas. Wertime disruptions .and 
damage from enemy action are expected to occur in the 
free world except for the US and Canada. It is 
expected that these disruptions will increése demands 
on the US for some materials and decrease it for . 
others. It is also assumed that the unusual demands 
of the free world for raw materials in time of war will 
stimulate greater production of those materials in ac~ 
cessible areas. be ad 


Although the present assumption is that the free 
world will have no shortage of bottoms of overseas ship- 
ping, State, MSA and Commerce have suggested that ODM may 
at some point wish to consider the question of the vulner- 
ability of ocean surface transportation to and from 
free world areas. 

. + -- + % 
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SHORT COMMERCIAL TREATY On June 3 the US and the 
BET JEEN US AND GERMANY Federal Republic of Germany 
and Western Berlin signed an 
agreement to clarify the legal status of the Treaty of 
Friendship, Commerce and Consular Rights of 1923. The 
agreement will be submitted to the US Senate for advice 
and consent to ratification. It’ is also scheduled for 
ratification in accordance with usual German Federal 
constitutional procedures. The agreement will become 
effective upon exchange of retifications which will take 
place in Washington. 





During Chancellor ‘Adenaver's visit to the US this 
Spring, it was agreed that conclusion of a new Treaty of 


Germany would be of mutual benerit and that such nego- 
tiations should begin at an early date. As an interim 
measure, the two countries agreed to restore to force 
the 1923 treaty, without prejudice to the previous 
Status of provisions already in force, and with cer- 
tain modifications to take into account the require- 
ments of the present situation. 


The agreement reestablishes & secure treaty basis 
for German-American commercial, economic and consular 
relations. It reactivates the treaty merchant visa 
provision whereby German non-immigrants are authorized 
to reside in the US and establish business branches - 
for engaging in trade between the two countries on 4 
reciprocal basis.. Other provisions of the treaty re- 
late to the rights, privileges and duties-of consular 
establishments and. their personnel; the right to ac- 
quire and dispose of property and inheritances; the 
right to engage in shipping; recognition of corpora- 
tions and associations; tne right of transit of per- 
sons and goods on a national basis; and the right to 
4mport samples and advertising material duty-free. 


The agreement does not reinstate the most~-favored- 
. nation clause on customs duties or other import charges 
which was abrogated in 1935. Accession of both the US 


and Germany to the General Agreement on Tariffs and 


Trade 
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Trade made such a provision unnecessary. Before sign- 
ing the agreement, the US gave notice of termination 
of the provisions granting exemptions from military 
service as being inconsistent with the US Selective 
Service Law. Announcement of the termination of 
these provisions is being deferred briefly at the re- 
Quest of the German Government. Where German 
practices and regulations give other consular 
establishments more favorable treatment than is pro- 
vided by the 1923 treaty, the Federal Republic agrees 
that the more favorable treatment shall be given to 
US consular establishments. 


Another economic problem discussed with 
Chancellor Adenauer was the prospect for increased 
use by German exporters of trademarks in the US 
owned by German nationals prior to World War II. It 
was noted that the US Government had already re- 
leased all controls over 3,100 trademarks out of a 
total of 3,600 affected by the wartime alien property 
program. The remaining trademarks had been vested 
by the US Government and in most instances sold to 
American companies whose products they identify. The 
US asreed to give further study to the disposition of 
the few marks that it still holds. Adenauer also re- 
guested that the vesting of German property in the US 
be ended and that such property in due course be re- 
turned to German ownership. Following the talks, on 
April 17 the US announced the termination of further 
vesting of German property in the US, an action which 
does not, however, affect property already vested. 


When the US Government prepared its draft of the 
agreement clarifying the status of the 1923 treaty it 
included 2 provision stating that the revival of the 
treaty would in no way affect the vesting of German 
property in the US. The Germans objected to this 
and it was finally agreed by the US agencies con- 
cerned that this provision could be deleted as being 
unnecessary. However, in reinstating the 1923 treaty 
Germany declared it would not invoke the treaty's | 
provisions insofar as German property already vested 
in the US is concerned. 


* * * 
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RESTRICTIONS ON US IMPORTS OF During the past two weeks, the 
VARIOUS AGRiCULTURAL PRODUCTS administration has taken several 


actions affecting imports of 
agricultural products. On June 8, President Eisenhower issued 
a conditionai proclamation imposing quotas end fees on certain 
processed dairy preducts, flaxseea and linseed oil, and peanuts 
and peanut ofl, presently controlied under Section 104 of the 
Defense Production Act. Under the proclamation these fees and 
guotas would go into effect July 1 if Section 10% exvires on 
June 30 as recucsted oy the Aaministration. It does not ap- 
pear likely that Section 10% will be extended beyond that dete 
as this provision does not appear in the standby controls legis- 
lation now under consideration by the Congress. On June 10, 
the President also issued a prociamation placing 4 limitat ion 
on the imvortation of shelled fiiberts during the 1952-53 crop 
year. both of these actions were taken under Section 22 of 
the Agricultural Adjustment Act which vrovides for imposition 
of imvort restrictions to prevent interference with domestic 
agricuitural programs. The US Tariff Commission on June 3 
reported to the President that it had reviewed the action 
taken last August under the escape clause of the General Acree- 
ment on Tariffs and Trade increasing the import duty on dried 
figs ana found that the increased duty remained necessary in 
order to prevent serious injury to domestic industry. While 
it is not vossible to predict what, if any, action the President 
may take, it is expected thet a decision will be made around 
the first of July. 


Action on Section 104 Products It now appears thet the 
Defense Procuction Act will be extended in modified form with- 
out Section 104. Both Houses of Congress have passed standby 
controls legislation without that section. There are, however, 
differences in the House and Senate versions of this legisla- 
tion which are scheduled for conference deliberations. 


The President's proclamation imposing restrictions on 
manufactured dairy and other products is based on the report 
of the findings end recommendations of the US Tariff Commis- 
sion made as a result of its investigation under Section 22 
of the Agricultural Adjustment Act. This investigation was 
undertaken at the direction of the President to aetermine if 
imports of the products currently restricted under Section 104 
were practically certain to be imported under such conditions 
and in such quantities as to materially interfere with pro- 
grams or operations undertaken by the Department of Agri- 
culture in the event of the expiration of Section 104. 

(See page 4, May 5, 1953 issue.) The Tariff Commission 


found 
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found that these limitations on imnorts were necessary to pre- 
vent interference with domestic agricultural programs. In 
annovneing the new regulations, the White House stated that if 
in the future the import restrictions prove to be either ex- 
cessive or inadequate, the fees and quotes on imports may be 
adjusted under Section 22 to meet the situation by action of 
the Presicent upon recommencation of the Tariff Commission. 
Whtle the restrictions would apply fer an indefinite period, 
it is expected this action wiil be reviewed within a year. 


Under the proclamation, imports of edam and gouda, blue 
mold end Iitaltan-type cow's milk cneese would be permitted at 
the average level prevailing in 1343-50 and would in effect 
continue Section 104 quotas. The cluecdar cheese quota of 

,700,000 pounds ts about 50% of the quantity imported in tne 
base period 1945-50 and less than one-third the existing 
quota. There are small quotas for butter, dred whole milk, 
dried buttermilk, dried cream, dried skimmed milk anc malted 
millz:, and peanuts, presently embargzoed under Section i04. 
These quotas were set at 50% of the level of imports dur‘ng a 
base period found to be representative. Import fees of 50% ad 
valorem, the maximum permitted under Section 22, would be ap- 
plied to imports of flaxseed and linseed oil in addition to 
exicting import duties. Imports of 80 million pounds of pea- 
nut oil (now embargoed) would be entered at the existin, duty, 
with a 25°55 fee for any im)orts in excess. The Section 22 
investication covered imports of tung nuts and tuny oil, now 
Sudject to a quota under Section 104, but the Tariff Comnis- 
Sion did not find thet unrestr*cted imports would interfere 
with ..griculture's domestic program. 


A number of countries exporting dairy products protested 
at the last two sessions of the Contracting Parties to the 
General Agreement on Tariffs and Trade (GATT) that the US re- 
Sstr.ctions were adversely affecting their exports of dairy 
products and these restrictions were inconsistent with the 
Acsreement. (See page 1, November 10, 1952 issue.) The Con- 
tracting Parties agreed that the US was infringing the General 
Agreement and that although the exporting countries could 
cla_m impairment, it would be preferable for the US to seek 
repeal of Section 104 and lift tne restrictions and thus avoid 
compensatory measures. Since Section 104 had not been re- 
pealed by the opening of the 1ast session, the Contracting 
Parties witndrew their advice to withhold retaliatory meesures 
anc authorized the Netherlands as compensation to reduce its 
imports of wheat flour from the US by 12,000 tons in 1953. 
Undoubtedly Section 22 restrictions will be on the agenda for 
the next GATT session scheduled to be held in September. 


Limitation 
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Limitation on Filberts Imports The proclamation 
placing a limitation on tae importation of shelled filberts 
Guring the 1052-53 crop year puts into effect the recommen- 
Gations of the US Tariff Commissinn which found such limita- 
tion wes necessary under Section 22 of the Agriculturel ad- 
justment Act in order to keep the level of imports consistent 
with the Department of Agriculture's Filbert Marketing 
Agreement and Order. During the period October 1, 195e to 
September 30, 1953 the totvel quantity of shelled filberts 
that mey be imported for conswaption or withdrawn from w2re- 
houses where stored as < result of importation will be limited 
to 4,500,90C pounds. The Tariff Commission will continue 
its studies and will report its findings’ to the President 
from time to time. 


Report on Dried Figs At the request of the President, 
in March the Tariff Commission undertook a review of the 
"escape clause" action talen last August modifying the tariff 
concession granted in the General Agreement on Tariffs and 
Trade on dried figs and increasing the import duty on such 
figs from 25 to 43 cents per pound. Early this month the 
Commission reported to the President that it had found that 
the increased duty remained necessary in order to prevent 
serious injury to the domestic industry producing the like 
or directly competitive product. Although the Tariff 
Commission's report has been published, the White House has 
not yet acted substantively on it, 





It is anticipated that the question of the duty on dried 
figs will be raised during the next session of the Contracting 
Parties to the General Agreement on Tariffs and Trade. Last 
year Turkey and Greece indicated that they were seriously 
injured by the increaee in the duty above the levels incor- 
porated in the US schedule in GATT. Consultations were held 
with these two countries prior to and during the last session 
of GATT. (See page 1, November 10, 1952 issue.) Turkey has 
increased its duties on certain US products entering Turkey 
in compensation for the increased duty on dried figs. The 
Greeks felt there was no advantage to be obtained in with- 
drawals it might make and asked the US to consider additional 
concessions to offset the loss of the dried fig concession, 
It was agreed that a study of trade between the two countries 
would be made to see if additional items could be found on 
which the US might grant concessions. Our representatives at 
the GATT session expressed the intention of the US to re- 
examine before the next fig marketing season the need for 
this increase, 


TARIFF 
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TARIFF COMMISSION TO President Eisenhower has declined. to 
RESTUDY SCARVES CASE accept the US Tariff Commission's recom- 

mendation for an increase in the duty on 
screen-printed silx scarves. On June 10 he sent the case back 
to the Commission for further study, explaining that he had 
certain doubts and questions corncerning the manufacture and 
distribution of silk scarves on which he would like further 
information. Letters were also sent to the Chairmen cf the 
House Ways and Means Committee and the Senate Finance 
Committee reporting on the action. 





Following an escape clause investigation, on April 13 
the Tariff Commission submitted to the President a unanimous 
report finding that screen-printed silk scarves are being inm- 
ported into the US in such increasec quantities as to cause 
serious injury to the domestic industry producing iike or 
directly competitive products, and as to threaten continuance 
of such industry. It recommended an increase from 32-1/2% to 
65% ad valorem in the duty on screen-printed scarves. 


In his letters to the Tariff Commission and the Congres- 
sional committees, the President reiterated his belief that 
free world cooperation demands the most careful examination 
of ail applications for tariff increases, with special atten- 
tion to the effects of such action on this sourtry's friends 
abroad. He aiso indicated that until the proposed joint commis- 
sion to study US foreign economic policy has concluded its 
study, he is "reluctant to modify the concessions granted in 
our trade agreements uniess the evidence clearly demonstrates 
that such modifications are necessary." 


The President asked the Commission some specific questions 
which had created a doubt in his mind. One concerned the scope 
of the industry which claimed injury. That is, what is the 
industry which is involved? Another aspect wf the cease on 
which additional information is sought relates to returns from 
other products which the industry may be enjoying. The problem 
is further complicated by a question as to what extent.diffi- 
culty was caused by the vagaries of style. A question has also 
been raised as to whether the imported silk scarves do not, 
because of the great disparity in quality and price, reach a 
market beyond that tapped by domestic silk scarves. If this 
is true, it would have an important bearing on whether escape- 
clause action could help in significantly relieving the diffi- 
culties of the domestic firms which have applied to the Tariff 
Commission. it is because of these uncertainties that the 
President returned the report with the request that the Commis- 
Sion make a further careful examination of the case. 
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When the Tariff Commission submitted its report to the 
President in April, we advised the Executive Secretary of the 
Contracting Parties to the General Agreement on Tariffs and 
Trade that in accordance with the Agreement's provisions the 
US would be prepared to consult with the Contracting Parties 
jointly and with individual countries having a substantial 
interest in exporting scarves to the US. Since 1950, Japan, 
which is not a GATT Contracting Party, has been the principal 
supplier. In 1952 combined imports from Italy, France and the 
UK were less than 10% of the total imports by value. Prelimi- 
nary consultations were commenced with Italy: France indicated 
concern that the action might be taken and that it might request 
consultations; and the UK pointed out that serious harm might 
be done by any increase in the 0S tariff at a time when other 
countries are trying to increase exports to the US. Japan also 
expressed concern over a possible increase in the duty. 


* A * 


ADMINISTRATION PROPOSAL President Eisenhower has asked Congress 
FOR PAKISTAN WHEAT AID to make available to Pakistan up to 

one million tons of wheat out of stocks 
held by the Commodity Credit Corporation to be used as a grant 
for that country during the period ending June 30, 1954. Of 
this amount 700,000 tons would be supplied as a grant to be used 
for the alleviation of suffering threatened by famine in 
Pakistan and 300,000-tons would be used for reserve as may be 
determined necessary to supplement the emergency assistance. 
In March 1954, the question of need for loan or grant of this 
last 300,000 tons. will be reviewed. The proposed enabling 
legislation specifies that the aid can be terminated upon 
determination that it is unnecessary or undesirable because 
of changed conditions and also provides for US observation. 
Hearings are under way in the Senate and House Agriculture 
Committees on bills to implemént the President's recommendation. 


- The Executive Branch decision that wheat aid should be 
furnished Pakistan results from the report of the food mission 
which recently visited Pakistan to make an intensive study of 
that country's food. needs, following Pakistan's request for 
US aid. (See page.1, May 12, 1953 issue.) The mission 
reported that Pakistan must have substantial aid in obtaining 
wheat if a drastic food shortage is to be averted. The 


urgency 


UNCLASSIFIED 


DECLASSIFIED FOR PUBLICATIO 
N IN F 
RELATIONS OF THE UNITED STATES oN 








UNCLASS IF IED 
~~ 
urgency of the need was underscored by the mission's 


recommendation that 100,000 tons of US wheat should be z 
delivered to Karachi by August 15.of this year. 





As justification for wheat being made.available on . 
a grant basis, the President told Congress that Pakistan | 
is. suffering grave financial difficulties. It has already 
taken steps to remedy both the food outlook and its general 
economic disabilities. Its gold and foreign exchange __ 
holdings are barely enough to meet its legal requirements 
for currency backing and need for working balances. In... 
addition, Pakistan has little prospect of an exportable  — 
wheat surplus which would permit repayment of a loan in | 
kind. Its export earnings and all its prospective finan- — 
cial resources are needed for minimum essential imports — 
and for the import of developmental goods needed to prevent 
future food crises. A dollar loan to meet its wheat deficit 
would make it difficult for Pakistan to obtain further 
necessary development loans from international lending 
institutions. | a 


The President pointed out that the grant would serve - 
a double purpose in that it wonld meet Pakistan's immediate. 
need for food and at the same time provide local currency 
for economic development programs, Pakistan would deposit. 
in a special account the rupee sales receipts in Pakistan. 
This account would be used as the US and Pakistan agree... 
for the benefit of the Pakistan people in economic develop- 
ment programs primarily to increase food production. ~ 
Pakistan will also agree to allocate to the US 5% of the. 
rupees in this account for US local currency requirements, 
including administrative and operating expenses in. Pakistan 
connected with this aid.. It will take all.appropriate steps 
to reduce relief needs anda to increase and improve production, 
supply and distribution of foodstuffs in Pakistan in order to 
lessen the danger of future similar emergencies. ' 


It is proposed that the wheat come out of the stocks of 
the Commodity Credit Corporation, -which now holds about 500 
million bushels, valued at more than $1 billion,.and no new 
appropriation would be needed at this time. The cost of 
transportation woulda be the only US Government expenditure at 
this time. The Administration has recommended that dollar . 
costs of ocean transport be met from Mutual Security funds. 
Transportation in US flag ships is not to exceed 50% of the 
total wheat made available. Consideration is being given to 
Pakistan's defraying the shipping costs of such movement as 
takes place in non-dollar bottoms. 


* * * 
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PLAN TO INTENSIFY A plan for countering deliberate Soviet 
RIAS BROADCASTS interference to a US~sponsored radio 
operation in Beriin xnown as Radio in 
the American Sector (RIAS) will be submitted soon to the 
Psychological Strategy Board for final approval. The plan 
is the result of a study by a Departmental task force. It 
was developed because of concentrated Soviet jamming of RIAS 
and our desire to continue RIAS broadcasts as a part of the 
US program to penetrate the Iron Curtain. Prior to intensi- 
Sied Soviet jamming activities, RIAS reached the entire 
Soviet zone, plus a good portion of the German Federal 
Republic, the German area east of the Oder-Niesse line, and 
was heard by some listeners in Poland and Czechoslovakia. 


New Proposal] The new plan proposes the installation 
of two 500 kilowatt, standard-band broadcast transmitters 
with three antenna systems at Hof, and the installation of a 


100 kilowatt high frequency broadcast transmitter elsewhere 


in Germany for vertical daylight transmission. Execution of 
this plan wouid require the procurement of a minimum of 110 
acres of land of high conductivity and suitable dimensions 

at Hof. The equipment would be avaiiable from that originally 
intended for another project. It is estimated that a minimum 
of $2,100,000 would be required for land and installation of 
the equipment. 


Since the German contractual arrangements relating to 
radio have not been ratified, it will be necessary to obtain 
the consent of the UK and France and the implied consent of 
the Federal Republic to these proposals, before increasing 
the facilities used for RIAS transmissions. 


Remecial Technical Acti Two steps have already been 
authorized to effect an immediate improvement in RIAS service. 
First, the RIAS transmitter located at Hof, which in the past 
has been operated in the daytime only, is being placed on a 
full-time schedule utilizing 737 kilocycles which is assigned 
to Katowice, Poland. As a second measure, the new 200 kilo- 
watt Berlin transmitter of RIAS which has been operating in 
parallel with the old 100 kilowatt unit on 989 kilocycles is 
being placed into operation on 683 kilocycles during daytime 
hours. These measures will provide for a third RIAS frequency 
during the day as well as a second frequency at night and 
should make a considerable improvement in service urless 


additional interfering transmitters were placed into opera- 


tion in the Soviet zone. However, this improvement will 
prabably be short-lived in light of previous Soviet action 
in similar circumstances. | | , 
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Background For some time medium-wave radio frequencies 
for broadcasting purposes have been at a premium. The assign- 
ment of frequencies made by the European Broadcasting Conference 
held in Copenhegen in 1946 for use by US broadcasting entities 
in the US zone of occupation in Germany virtually ignored our 
minimum requirements. US entities operating in Western Germany 
included the Voice of America, the Armed Forces Network, German 
Laenaer anc RIaS. In view of the inadequate results of the 
Copenhagen Plan, the US announced that it would use frequencies 
assigned to other countries in derogation of the ‘convention but 
woulc attempt to minimize interference. (See page 7,“Saeptember 20, 
1948 issue). The US sharing plan went into effect in 1950 and 
was temporary. A long-range plan was subsequently developed 
which minimized interference to the primary service areas of 
the legal assignees through the use of directional antennas, 
care in locating transmitters and power limitations, With the 
excertion of stations at Stuttgart, this plan is now in effect. 
Eastern as well es Western European frequencies are used, but 
with equai protection, i. 


Pursuant to a Soviet declaration atthe Copenhagen. confer- 
ence reserving the right to revise the question of frequency 
distribution for the requirements of the occupation troops in 
Germany should the other countries not adhere to the Copenhagen 
Convention, the USSR soon began operation of transmitters 
designed to interfere with West German stations. This is 
‘accomplished .by Soviet stations on the same channel as those in 
Western Germany operating slightly off freauéncy, creating a 
strong whistling. sound which greatly restricts reception of 
broadcasts emanating from West German transmitters... It soon 
became clear that East zone broadcasts were of nuisance-:value 
only and were intended to destroy besa: Beard in the Federal 
Republic. core 


To offset this interference; we ‘errenged: for the. designing 
of directional antennas to intensify the signal. over the primary 
service areas while still protecting the co-channel assignees. 

Also, we prevailed upoh stations located in the: Federal Republic 
to insulate themselves from Soviet jamming: by constructing FM 
networks which, except in Eastern periphery, are virtually 
immune to interference. Today, the German Federal Republic has 
an FM network second only to that of the US and one which, when 
completed, will provide it with a Satisfactory domestic service. 


- In late 1951 we learned thet the Soviets were planning to 
build a vowerful transmitter of approximately 300 kilowatt 
power to be used in Berlin, presumably to compete with RIAS or 
to jam it. In anticipation of that’ action, we authorized the 


construction 
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construction of an additional transmitter to increase the 
RIAS transmitter power from 100 kilowatts to 300 kilowatts 
anc at the same time authorized the construction of a 
directional antenna which would protect the co-channel 
assignee, Finland, and produce a power gain to give an 
effective radiated power from the antenna of 450 kilowatts 
for broadcasts to the southwest portion of East Germany. 
This US facility went on the air January 17, 1953. 
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Up to the summer of 1952, Soviet jamming or deliberate 
interference was confined to the German Laender, VOA and 
Radio Free Zurope stations. At present, however, Soviet 
zone transmitters operating at relatively low power are 
interfering with RIAS transmission. The transmitters re- 
laying the Soviet zore programs are located at Schwerin, 
Erfurt, Dresden and at night Plauen is added. 


Soviet Zone Broadcasting Facilities Available infor- 
mation indicates that while the Copenhagen Convention 
assigned three medium-wave frequencies for use in the 
Soviet sector of Berlin, and the Soviet zone of Germany, 
eighteen transmitters are operating on fifteen frequencies. 
This is exclusive of broadcasts from Poland, Czechoslovakia 
and the USSR, all of which are heard well in the Soviet zone. 
Of the twelve frequencies used in derogation of the Copenhagen 
Plan, five of the "extra" frequencies used in the Soviet zone 
are legally assigned to the USSR or satellites and seven 
frequencies are assigned to Western European countries. This 
imposes no hardship on listeners in the USSR since long wave 
is their principal broadcast service, but it does reduce 
coverage of Western stations affected. 


It is evident that present Soviet zone frequency usage 
exceeds any reasonable requirements. Also, it is clesr that 
operation by Soviet zone transmitters on Federal Republic, 
AFN, VOA and RIAS frequencies is intended to reduce the 
service areas of those stations by interfering with their 
broadeasts and not primarily to improve radio service in the 
Soviet zone. In light of these facts, it appears that exten- 
sive construction contemplated by the Soviets of transmitters 
exceeding the Copenhagen limitation of 150 kilowatts can be 
construed to have as its purpose a power war, an all-out 
jamming effort, or an intensification of the Soviet broadcast 
service to the Western zones of Germany and Western Europe. 


RENEWAL 
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RFNEWAL OF STABILIZATION The US-Mexican Stabilization = ; 
AGREEWENT Ws jslE } MEX ICO ' “Agreement, which was due to lanes 
on June 30, has been renewed until 
December 31, 1955, Under the agreement, up to $75 million 
may be advanced. to Mexico from the US Exchange. Stabilization 
Fund to stabilize the dollar-peso exchange rate: iexico is 
the only country which has stcn ar SSTenQeneay ‘SSee the US 
at the present time. ¢ = 3! 











The original ‘stabilization agreement with Mexico was 
Signed in 1941 and has been. periodicaily renewed, usually 
at two-year intervais. The original amount involved was . 
$40 million, which was raised.to $62 million when Mexico 
establishea a par value .with the International Monetary Fund 
in 1949, anc then reduced to $50 miliion in 1950. The agree- 
ment requires that upon the request of the Mexican Government, 
the Secretary of the Treasury wil purchase Mexican pesos, 
proviced certain condttions are fulfilled,. including ‘the 
condition that Mexico must first. have ‘drawn to its limit -in 
the International :‘Monetary Fund.- The only purchases thus - 
far, totalling $37 million, occurred in-1947 and 1948 but. 
“by August: 1999 the ‘entire. amount had been. repurchased. ) 


~ In March of this year. the. “Mexicans requested that ‘the 
agreement bé ‘rénewéd for a-period:of:four years ‘to terminate 
at the end -of ‘December: instead of" June inorder to provide 
for long-term stability:and’to avoid: termination. at a period 
- when Mexico's flonetdry résérves_are at their lowest annual 
level. They also requested: an-increase to $125 million, : 
based on increases in. trade, money. in circulation and national 
income. The US felt-that renewal of the agreement would ‘de 
appropriate for political reasons and because failure to renew 
_ might be interpreted: in*Mexico as a loss*of confitence by the 
US, and create a'serious pressure on the peso rate, to the 
detriment of US*Mexican trade and payments relations.;:: The 
US was not, however, of the opinion that the agreement. should 
call for an ‘increase’ to $125 million in the sums’ involved, 
‘particularly sinee only about $250 million are — in 
ali for making stabil ization loans. 


. Principal changes from the old agreement, in addition to 
the amount, provide for an increase in the interest rate on 
drawings. from 2-1/2% per year. to 3% for the first twelve : 
.months and 4% thereafter, and the establishment of a, 1/4.of 
1% carrying charge. 
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US TO KEEP CONTROIS ON The Commerce Department announced 
FERROUS SCRAP EXPORTS last week that stringent con- 

trols over the export of iron 
and steel scrap from the continental US will be con- 
tinued for the balance of 1953, although some carefully 
controlled shipments of offshore scrap will be permit- 
ted to friendly countries. 





Commerce stated that a two-month survey of the 
ferrous scrap situation (page 7, April 21, 1953 issue) 
which included consultations with industry, indicated 
a need to continue tight export controls over shipments 
from the continental US in order to maintain capacity 
steel production and to meet national mobilization re- 
quirements. It was assumed that US steel production 
this year may reach 116 million tons, compared with 
the previous high of 105 million tons in 1951. It was 
estimated that US steel mills will probably consume 
about 36 million tons in 1953, which is at lesst 3.5 
million tons more purchased scrap than ever before con- 
sumed in the US. 


The announced export policy provides for continu- 
ance of exports to Canada without a requirement for 
licenses and for continuance of historical exports to 
Mexico on the basis of its minimum essential require- 
ments from the US. In actuality, in the first quarter 
of 1953 the US, for the first time in recent years, 
became a net importer of scrap from Canada. Further- 
more, from the point of view of national security, 
the US considers Canada's industrial structure as part 
of our mobilization network, and the two nations agreed 
to a "Statement -f Principles for Economic Cooperation" 
(signed in October .1950), one objective of which is to 
assure that controls in both countries achieve compar- 
able effects. In the case of Hexico, certain steel 
plants have traditionally been supplied with scrap 
from the southwestern part of the US. iMexico generates 
little scrap of its own, 


State Department Position In the interagency dis- 
cussion of the problem, there were different points of 
view in regard to the extent of liberalization. However, 
in general the advisory group was split in half as to 
the advisability of retaining export controls in their 
present form. 


It 
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it was the State Department's position that scrap 
controls should be removed in line with present US 
decontrol policy, particularly since there are no donm- 
estic controls on-the use of scrap. The Secretary of 
Commerce in his april 17th letter to Congress on the 


. Export Control act, said he would expect "in general 


to retain export controls for reasons of short supply 
only where needed as a counterpart of domestic distri- 
bution . controls or in unusual cases where required in 
the interest of national security or foreign policy." 


In presenting its case for liberalization, the State 


Department questioned whether there would be a scrap 
Shortage by the end of the year as the National Pro- 
duction Authority and Office of Defense ‘iobilization 
predicted. At present large scrap stocks are reported 

by steel mills in the US, and there is sagging demand 
accoupanied by lower prices in some parts of the country. 
Also, when NPA tevoked domestic scrap controls on 

april 15, 1993, it publicly announced that the iron 
and:steei scrap supply was adequate. It. has no plans 


-at present to reimpose domestic controls. State was 


willing to agree to an export quota of 100,000 tons 

@ quarter, as being a reasonable figure and an adequate 
safeguard. to national security, a very small percentage 
of our estimated purchased scrap consumption this vear, 
Furthermore, it pointed out that if a shortage developed, 
strict controls could be reimposed immediateiy. We also 
took the stand that if export of 100,000 tons a quarter 
were’ considered a threat to national security, tnen 

tne National’ Production Authority, the Office of Defense 
Wiobilization and the American steel industry must con- 
comitantly. oppose. exports of steel or manufactured pro- 
ducts, since the.* are the sources of future scrap. An 
additional objection to continuation of controls lies 
inthe fact that the US Government has’ certain comnit- 
ménts as_a signatory to the General Agreement on Tariffs 
and Trade, and it may be very difficult to justify a 
continuation. of present tight controls under which we 
are discriminating in favor of “exico and Canada against 
other countries. 


In its press release, the Commerce Department put 
forward, as one of the reasons for its decision, the 


, argument . ‘that control is warranted to meet national 


- mobilization 
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mobilization requirements. The State Department 

is particularly concerned at the implications of 
this stand since similar action against the export 
of any item used by industry under mobilization 
conditions might be taken on the grounds of pos- 
sible future need. In effect this could extend 

to practically every item used by industry. It 

has already arisen in the case of other commodities 
subject to exvort control. Similar action might 
then be taken by other countries of the free world 
and the result could not fail to hurt the US and 
its allies, because of our dependence on each other 
for many strategic materials. 


US Scrap Located Abroad The Commerce Depart- 
ment decided that an exception to export controls 
could be made in some instances for scrap located 
in offshore regions, since its geographic location 
might sometimes maxe it unecononical to return it 
to domestic steel mills. It would also be unsound 
to keep such scrap immobilized when some exports 
to friendly countries might produce important and 
desirable economic benefits. Therefore, the Com- 
merce Department's Office of International Trade 
was authorized to approve export license applica- 
tions to friendly foreign countries for iron and 
‘steel scrap from JS territories and possessions 
outside the continential US when satisfied that, 
in addition to security licensing reauirements, 
certain other criteria are met. These criteria 
include that the scrap originated in a US terri- 
tory or possession outside the continental US; 
tnat the scra>d is already collected, or that the 
scrap will be co.'ected under an approved contract 
with a US Government agency; that satisfactory evi- 
dence of ownershiv of the scrap is submitted by 
the exporter or his authorized agent; that there 
is a firm order for the scrap from the foreign 
purchaser; and that the scrap to be exported is 
intended for legitimate consumption in a friendly 
foreign country. In line with this policy, the 
liaritime Administration has been authorized to deny 
applications for the sale of vessels located in the 
US for scrapping abroad. 


* = * 


PROVISIONS 
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PROVISIONS.FOR The Council of the Organizetion for 

EPU “EXTENSION Euronean Economic Cooperaticn last week 
adopted Tecommendations submitted by 

the Managing Board on terms for extension of the Euro- 

pean Payments Union until June 30, 1954. The recom- 

mendations were prepared pursuant to a resolution passed 

by the Council at ministerial level ‘on March 24, 1953 

agreeing to the continuance of the EPU for a one year 

period. (See page 2, Avril 7; 1953 issue.) 








In addition, the ‘Managing Board is currently work- 
ing on proposals for an orderly transition from the | 
present form of the EPU to a wider multilateral system 
of trade, payments and credit. In a future report, it 
plans. to "discuss the more fundamentai changes which 
may be proposed for the payments arrangements of members 
during the period between the present time and the estab- 
lishment of general convertibility. It is envisaged 
that such a system will retain the principal advantages 
of the EPU and at the same time be a more effec.ive 
instrument to promote the movement towards freer trade 
and payments between member countries. : 


Decisions on Quotas It was agreed that provision 
be mace for the settiement of surpluses beyond members' 
quotas arising in accounting periods prior to July l, 
1954 up to the following amounts: Belgium-Luxembourg 
Economic Union, 75 million units of account (equivaient 
to $75 million}; Germany, 1590 million; The Netherlands, 
100 million; Portugal, 55 million; and Switzerland, 
125 millior. Surpluses within these ralionges ( a Mg 
extensions) are to be settled 50% in gold and 50 
creait. Sweden reserved its right to reouest an A. 
Sion of its cneadi.-r quota on the seme terms as other 
creditors if its  posuation makes this necessary. Credit 
granted to the Union by a member in excess of its quota 
will continue to bear interest at an annual rate of 
1/4% higher than that paid on credit granted within the 
limits of the quotas. If the cumulative position of 
any of the member countries should exceed the total 
facilities available for settlement of its surpluses, 
the Managing Board will make the neceseary recommenda - 
tions to the Council. i ) 


‘At 
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At the March Council meeting, Austria had requested full 
access to its quota after July 1, 1953, and Turkey asked for 
an increase in its quota from 50 million to 125 million units 
of account. Subsequently, the Greek Government informed the 
Board that it wished its quota to be blocked again for the 
next year. Largely because of Austria's announced internal 
financial policy which wili enable it progressively to ful- 
fill liberalized trade obligations without jeopardizing the 
equilibrium of its balance of vayments, the Board recom- 
mended an unblocking of Austria's quota. The Austrian Cabinet 
has approved liberalization of trade measures which will become 
effective July 1. Continued blocking of Greece's quota was 
recommended, but Turkey's request for an increased quota was 
refused. Essentially this was done because the Managing Board 
feels that seasonal or temporary factors contribute only in 
a minor degree to Turkey's balance-of-payments difficulties. 
The causes of these difficulties are profound and deen-seated, 
the Board believes, ana arise because the scale and tempo at 
which development is taking place have outrun the means of 
finance, both internal and external, which are av.iilable to 
lurkey. The Managing Board points out that the iong-term 
development of the Turkish economy calls for long-term capital 
and not the temporary accommodation to cover swings which the 
quotas were designed to furnish. 


interest Rates The Board concluded that the question of 
the rates of interest payable to or by the EPU, should be re- 
viewed quarterly with the following considerations in mind: 
1) the desirability of allowing changes in the level of market 
rates of interest to influence the economic and financial posi- 
tion of member countries; and 2) the need for balancing out- 
goings and receipts of the EPU on account of interest payments. 
Such a review would provide the opportunity to adjust charges 
and payments in lig..* of the general evolution of.market rates 
on the one hand, and or the balance of receipt and payments by 
the Union on account of interest on the other. 





The Council accepted the Board's recommendation that from 
July 1, 1953 the following rates should be adopted for the 
credits received or granted within the quotas: 1) creditors, 
2.75% as compared to 2.25% at present; 2) debtors, up to 12 
months, 2.5% as at present; 3) debtors, from 12 to 24 months, 
3.0% as compared to 2.75% as at present; and 4) debtors, for 
more than 24 months, 3.25% as compared to 3.0% now. 


* * * 


REPORT 


DECLASSIFIED FOR PUBLICATION IN FOREIGN 
RELATIONS OF THE UNITED STATES 








RESTRICTED - SECURITY INFORMATION 
oe 6 « 
‘YGRESE OF T The International 
i Chamber of Commerce 
| held its Fourteenth 
Congress in Vienna May 18 to 23, the theme being “World 
Trade is Everybody's Business." ‘The Congress was an out- 
standing example of free world representatives voluntarily 
meeting in a friendly atmosphere in a serious attempt to - 
solve mutual problems. It was evident that the United 
States continues to be regarded as a major force in 
developing economic measures promoting world-wide trade. 
Underlying many of the sessions and discussions was an 
implied expression of apprehension as to the future course 
of US foreign economic policy, and the fear that trade 
barriers may be increased. The inference was that if 
this fear should materialize, trade with Eastern Europe, 
‘particularly in non-strategic commodities, might be ex- _ 
- pected to increase and that the def inition of "strategic" 
-' would have to be relaxed somewhat. ~— 


- Warren Lee Pierson, Chairman of the US delegation, 
pointed to President Eisenhower's State: of the Union message 
which advocated continuation of the Reciprocal Trade 

Agreements Act, repeal of the "Buy American" Act, and 
- simplification of customs. Pierson made clear that he 
could not speak for the United States Government, but 
that he felt it was up to.the Western world to examine 
its policies on the matter of east-west trade, and either 
to permit trade with. the East. in- certain areas “or supply © 
Substitute markets for those countries deprived of their — 
former Eastern markets. ° 


REPORT ON VIENNA CO 
_ EATERNATIONAL C 





The Congress was attended by 802 delegates from 35 +: 
‘countries, Some 60 of these were from the United States. 
 Unanticipated was the presence at one of the sessions of 
‘two-Russian observers from the Vienna Soviet Element. 
~The question of Soviet bloc participation was raised 
with the Chairman of the US delegation at a press confer- 
ence as a result of the :official organ of the Soviet 
occupation forces in Austria charging that. the Soviet 
bloc had been excluded from the Congress. Mr. Pierson 
replied that the question of Soviet bloc participation 
had never ‘come up, since the Congress is made up of 
businessmen en ereeNes pecnerscy in ere ‘private | 
enterprise. | 


Discussion 


_- 
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Discussion centered around such matters as converti- 
bility and stability of currencies, trade liberalization, 
economic development and private enterprise, simplifica- 
tion of trade formalities, transport difficulties, and | 
international protection of property. Some 30 resolutions 
were adopted on various phases of these subjects. The : 
subject of east-west trade was not on the agenda. The 
session was concluded by electing Camille Gutt of Belgium, 
former Director of the International Monetary rae >, as 
the new president to serve a two-year tern.: 


Vv i a i r jes One 


of the major subjects of discussion concerned converti- 
bility and monetary reconstruction. The resolution 


adopted on this subject states that the ICC is convinced 
that immediate action is required or the whole movement =: 
toward convertibility will receive a serious setback.: On ™ 

the part of countries working their way back to converti- 
bility, the ICC calls for action in restoring and main- 
taining internal financial stability which will lead to. 

a liberalization of trade policies. These countries must 
introduce, as soon as their reserve position makes it 
possible, effective foreign exchange markets under which 

a pattern of rates can be reached which corresponds to 
economic realities. The ICC calls on countries with 
convertible currencies and ample reserves to liberalize 
their trade; to establish convertibility funds sufficiently 
large to ensure the revival of confidencé; and to take . 
other measures to relieve the foreign exchange market, such 
as accepting payment in the currency of the other country 
and applying the sums thus received to constructive economic - 
projects either in the debtor country or elsewhere. The’ —. 
ICC also outlines action which should be taken in common 

by countries with already convertible currencies and by - 
countries with inconvertible currencies. This includes 
promotion of financial stability and of the conditions 
required for the production of export goods in areas essen- 
tial to the development of triangular trade; measures to 
promote the use of the resources of the International 
Monetary Fund; and adoption of methods for a fair distr'tbu- 
tion of rearmament expenditure. ' 


Ivar Rooth, Managing Director of the Interniticnal — 
Monetary Fund declared the Fund was retro to cope with 
the present situation and that convertibility and free 


- multilateral 
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multilateral trade were its two primary objectives. He 
said the Fund ‘had‘'conserved its funds and now has avail- 
able in gold and convertible currencies a pool of $3.2 
billion dollars. to. aid in restoration of convertibility. 


— page Policies and Practices In the general session, & 
on more liberal trade policies, the chairman of the US. . 
delegation pointed to the growing realization in the US. _ 
that an increase in foreign imports and international’ — 
trade in general is a primary factor in maintaining: the 
peace of the world and in decreasing the heavy burden of 
foreign aid imposed on the American people. He warned. 
however, | that. reductions of trade barriers would. be-under-. 
taken on a’ step by step basis... He urged European indus- .* 
tries to enhance their ‘productive efficiency through mass e 
prodiction methods, high volume and low unit ahpitad dD) ft 
more goods are to be imported into the US. - a 


“Erte Wyndham. ‘White, Executive Secretary of the Contraet- 
ing Parties to the General: Agreement on Tariffs and Trade, .: 
commented that. GATT had played-an important part in lower- . 
ing tariff barriers and in stabilizing them at a reasonable: 
level. However, he considered the work of GATT .disappo 
ing as far as the progressive elimination of quantitative 
restrictions was concerned and.felt that more -practical . 
results could be achieved in the future if GATT. concene ... 
trated more on the trade aspects of import restrictions. 
than on financial and balance of payments aspects. 


The Congress adopted a “resolution. praising the GATT 
Contracting Parties for the vigorous action taken at. their 
November session on the ICC proposals submitted to them |. 
at the Lisbon Congress on simplification of trade formali- : 
tdes. (See page ; November 10, 1952 issue.) The. ICC | 
-@€alls upon all ‘governments, ‘whether or not they adhere to. 
the General Agreement . on Tariffs and Trade, to sign and —.” 
ratify promptly the Convention. to Facilitate the Importation of 
Commercial Samples and Advertising Material, and to give .. 
immediate effect ‘to the recommendations and standard prac- 

“tices on consular formalities and on documentary require-_ 
ments. The ICC attached particular importance to the- , 
recommendation for the abolition of consular invoices and 
visas and megretted that the GATT recommendation in that 
regard could not take the form of a binding convention, ... 
Recognizing ‘that the Contracting Parties. have gone some . 


way 
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way towards meeting the views of business with regard to 
"sanctity of contracts", the ICC again called attention 

of the Contracting Parties to the immense harm done to 
international trade when governments introduce or reinforce 
import or export restrictions without proper regard for 
already existing trace contracts and financial commitments. 
Problems created by cancellation of import or expert 
licenses already issued to traders might also usefully be 
reconsidered by the Contracting Parties. Finally, the ICC 
weicomed the GATT decision to investigate customs valua- 
tion and administrative regulations concerning the national- 
ity of goods. 


The ICC published an agreement on trade terms, known 
as "Incoterms", which establishes uniform interpretation 
of contracts and wiil replace the agreement drawn up in 
1936. ICC urged collection of retail trade statistics; 
fairness in advertising; and simplification, through 
inter-bank agreements, of regulations for collecting 
commercial papers. 


The Congress noted that, while some progress has : 
been made in the elimination and reduction of the controls 
placed upon the distributive trades, the cc-.tinuation of 
many regulations impede the achievement of the goal of 
maximum freedom of trade, It therefore recommends that 
governments take into account the fact that any authori- 
tarian organization of distribution in any one country 
or group of countries is liable to impede economic co- 
operation between nations. Governments should encourage 
private enterprise to investigate and apply commercial 
methods and techniques aimed at better internal organiza- 
tion of enterprises and collaboration between producers 
and traders, as well as in general at improvement of service 
to the consumer and reduction of distribution costs. The 
ICC recommends that governmment statistics of taxation 
should show v’early the proportion of taxation that arises 
from, or modifies, the free interchange of goods and serv- 
ices; and that pudlic authorities refrain from introducing 
measures contrary to the principles of efficient distribution, 
since such efficiency is an essential factor in the improve- 
ment of standards of living. 


There was some discussion, but no resolution was 
adopted, concerning a proposed Council of European Commercial 
Federations. The majority seemed to feel this would be a 
duplication of the ICC. 


Private 
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_ Private Investment's Role in Economic Development 
Another major subject of discussion was economic develop-. 
ment. The Congress pointed to its previously issued bro- 
chures in this regard--one of which is an over-all analysis 
of the problem, another contains a code of fair treatment 
for foreign investments, a third deals with financing.of . 
economic development, and a fourth concerns government | - 
guarantees to investors. hi 





The resolution adopted, which is called to the atten- 
tion of ECOSOC and other international bodies, emphasizes. 
that the kind and degree of economic development which 
countries wish to achieve cannot take place without « big 
expansion of foreign private investments. International. 
capital movements are also capable of playing a very impor- 
tant role in balancing international payments. The resolu- 
tion states that capital m+ vt oo countries should take 
every possible step to provide incentives to the flow.of 
capital and to observe the basic principles of fair treat- 
ment of foreign capital laid down in the ICC Code. The ICC 
recognizes that there are fields of development in which 
government funds have an essential role to play, :but stressed 
that government financing should not encroach upon areas 
which can best be served by private capital and enterprise. 
It emphasizec that countries which fail to take the proper 
measures to attract and protect private investments must 
not expect to receive government funds as a substitute for 
private capital. The resolution warns that centralized . 
planning of development programs may becume & source of 
dangerous inflationary pressures and balance of payments 
disequilibria. To be effective an economic development 
program must be in harmony with economic realities and lean 
largely upon the free play of economic forces. It points 
out that quantitative trade restrictions and exchange con- 
trols tend to stifle economic develonvment by hampering | 
freedom of initiative. It is also emphasized that it is 
a dangerour illusion to believe that big over-all develop- 
ménts on a-heaxsthy basis can take place rapidly; and that. 
rapidity depends, to a great extent, on the inventiveness 
and enterprise of the people in the country in process of 
development as well as on the availability of private |. 
capital. The ICC warns that it is stultifying to act as 
though private profit-making were wrong and that the process 
of economic expansion should be largely left to governments. 


It 
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It states that standards of living can be effectively raised 
only through harmonious development of appropriate industries, 
agriculture, mining and trace and not by establishing or 
maintaining uneconomic industries behind protective walls. 


The attention of the UN Economic and Social Council 

is called to the grave anxiety aroused in the business world 
by the resolution adopted by the UN General Assembly last 
December entitled "Right to Exploit Freely Natural Wealth 
and Resources", (See page 11, January 6, 1953 issue.) The 
ICC is concerned because the resolution omitted reference to 
the duties and obligations of capital-receiving countries 
with regard to compensation in case of nationalization, to 
fair treatment of foreign capital and enterprise and with 
regard to contractual obligations. 


There was considerable discussion at one of the technical 
meetings on the proposed International Finance Corporation for 
assistance to underdeveloped countries, a proposal which will 
be discussed at the forthcoming meeting of the UN Economic 
and Social Council. However, no action was taken. on this 
matter by the ICC» 


Transportation The Congress devoted a great deal of 
attention to and passed a number of resolutions regarding 
various transportation matters. The ICC regards freedom of 
choice of type of transport and freedom of use of “transport 
for own account" as vital to industry and commerce, The 
Giscussion revealed that there are differences of opinion 
between the ICC and the Economic Commission for Burope on 
"transport for own account” and a resolution of the ICC 
attempts to clarify its @efinition. 





With regard to the studies which have been made concern- 
ing establishment of one or more bodies to organize transport 
in Europe, the ICC believes full use should be made of exist- 
ing organizations, coordinating their activities, and that 
a proliferation :f intergovernmental organizations in this 
field should be avoided, . 

4s to coordination of intra-European air transport, the 
Icc states it is glad the Consultative Assembly of the Council 
of Europe has replaced the proposal to form a single European 
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air transport company by a study of the possibility of estab- 
lishing closer relations between the European companies. 
However, it regrets that the Council makes no provision 

fon consultation with users and urges that the conference 
calied to study closer association between the companies 
should be composed not only of government experts and repre- 
sentetives of air carriers, but also of representatives of 
the users, 


4 
a 


‘Several suggestions were made for improving transporta- 
tion, including a plea to governments to take into account . 
not only the need to improve arterial roads linking the main. 
centers, but also the necessity of adequate means of access 
to terminal points of other forms of transport and to keep 
in mind the possibilities of linking their national roads in- 
to a network of main international traffic. arteries. It is 
also suggested that governments go fully into the possibility 
of extending the system of joint customs offices already 
adopted at certain frontiers. | 


The Congress called on governments to ratify the conven- 
tions Signed in Berne in October 1952 as a step toward world 
wide standardization of railway transport and recommended 
thet non-signatory countries bring their regulations as closely 
as possible into line with the Berne Conventions which are 
besed on many years of experience in Europe. The ICC wili 
continue to make every effort to encourage establishment of 
conventions for the regulation of highway traffic. 


The ICC plans to continue its study of turn-around of 
shipping, but meanwhile endorsed & statement of the Inter- 
national Chamber of Shipping which points to the inadequacies 
of ports and clearance facilities and of local labor conditions 
as two of the main contributing factors to slowness in turn-, 
around, : concluding that the problems can be solved largely . 
through local and national action. The Congress voiced its . 
concern over the increase in flag discrimination and urged all 

countries to .e-affirm by positive action their belief in the 
principle of the freedom of the seas and their determination to 
secure the removal of all acts of flag discrimination. 


International Protection of Propert: The Congress recom- 
mended that the international Bureau of Berne convene a techni- 
cal meeting as soon as possible to even up an arrangement on 








formalities 


| DECLASSIFIED FOR PUBLICATION IN F 
OREIG 
RELATIONS OF THE UNITED STATES " 











RESTRICTED - SECURITY INFORMATION peer (Qpy AVAILABLE 
- 13 o- 


formalities required for patent applications, and that the 
conclusions be confirmed by a Diplomatic Conference. Another 
resolution called attention to defects both in law and in 
legal procedure which result in insufficient protection to 
patentees and urged that competent authorities take immediate 
steps to remedy these defects. The ICC noted that there 

was inadequate protection for horticultural and agricultural 
creations and recommended that appropriate measures be taken 
in each country to give such protection. A resolution con- 
cerning industrial designs and methods states there is no 
justification for extending beyond six months the period 
applicable for designs and models before any foreign manu- 
facturer may produce such models or designs. It also stated 
that there seemed to be no advantage to having a uniform 
period of priority for patents, trademarks, and models since 
the circumstances of each case are different. A number of 
proposed amendments to the Paris Union Convention were gug- 
geeted on the treatment of trademarks. These were submitted 
to the Berne International Bureau and the governments con- 
cerned and the ICC hopes to see them adopted at the forth- 
coming Diplomatic Conference at Lisbon. 


Arbitration The ICC again urged governments to draw 
up a new convention providing for the enforcement of inter- 
national arbitral awards in commercial matters, and called 
attention to its report and preliminary draft convention on 
this subject. It noted with satisfaction that its Court of 
Arbitration, orginally set up to settle international com- 
mercial disputes between private individuals, has on several 
occasions been called upon to deal with disputes between states 
and individuals. The ICC urged that governments, governmen- 
tal agencies and government-controlled corporations insert 
in their contracts with private individuals and firms of 
another country an arbitration clause providing for settle- 
ment of possible disputes by recourse to existing organizations 
of international commercial arbitration. However, where govern 
ments are not prepared to include a clause in their contracts 
which would subject them to private arbitral jurisdiction, 
the ICC recommends that the Permanent Court of Arbitration 
of The Hague might study the possibility of adapting its 
organization to the settlement of disputes between states 
and individuals, 
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ECONOMIC PROBLEMS Economic problems of Latin America will be 
OF LATIN AMERICA among the most important issues faced by 
Milton Eisenhower, Special Representative 
of the President, as he and his party make a good will and 
fact-finding tour of the other American Republics. There is 
increasing criticism of the United States on the part of our 
southern neighbors with 4 tendency, in some quarters, to 
question whether it is in Latin America's interest to cooperate 
with the US. Among the principal reasons for this attitude 

is dissatisfaction with the extent to which the US is helping 
improve the standards of living of their people. This is in- 
tensified by the present declining demand for their major 
export products. 





Trade Problems Inter-American trade now amounts to ap- 
proximately $7 billion annually. On the US side, the importance 
of this trade is especially significant because in time of war 
or other grave emergency, Léetin American products become vital 
and indispensable. Our supply lines to the countries in this 
hemisphere are more easlly protected than those to more distant 
sources of supply. Latin America is a 2 ‘or supplier of petro- 
leum and of some twenty items on the stockrile list, is a 
Significant supplier of eight other such items and is a prospec- 
tively important factor in supplementing our iron ore reserves, 


The economic situation of Latin America depends to 4 

major degree upon the conditions under which a relatively few 
commodities are sold in international trade. Most of these 
countries are heavily Ccependent on one, or at best three or 
four, raw materials and foodstuffs. For example, tin is the 
bellwether in Bolivia; nitrates and copper in Chile; sugar in 
Cuba; coffee in Brazil, Colombia, El Salvador and Guatemala; 
meat and wool in Uruguay; petroleum in Venezuela; and lead and 
zinc in Mexico and Peru, | 


The state of the export trade in these few commodities 
has a direct and major effect upon employment. Exports pro- 
vide the means of obtaining goods which the Latin American 
countries either do not produce or would otherwise produce at 
considerably greater cost. Exports supply the overwhelming 
part of the dollar exchange required for the purchase of 
capital equipment in the US and for servicing of dollar in- 
debtedness and equity investment, which are indispensable for 
economic development in Latin America, 


In 
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In these circumstances, the policies adopted by the US, 
the major purchaser of Latin American export commodities, 
are of crucial importance. Presently Latin American coun- 
tries are seriously disturbed over a number of developments 
in the US. The US has intensified restrictions. on the im- - 
portation of some commodities, such as Uruguayan wool tops; - 
and flaxseed and linseed oil, now. subject to. an import fee in 
addition to the existing duty, which is inconsistent with our 
trade agreements with frgentina and Uruguay.-. Moreover, Latin 
America countries are wary of the proposals before Congress . 
for institution of severe limitations on-the importation of. 
petroleum, tead and zinc, and tuna fish. | 


Parity Consent As a result of their dependence on ex- 
ports of a few primary commodities and their dependence on 
the US for manufactured. products, Latin American: countries 
have ‘come to the coricLusion that one of their esséntial 
-problemsliés in the rsiationship of prices of raw materials 
and prices of manufectured gocds. They have become convinced 
that - something shouic be done, by international. effort, to. — 
assure them of a market for their products and to establish 
and maintain an equitable relationship between the prices. of 
these two classes af products. They see the..benefits, but 
not the disadvantages of the US parity-price arrangements, 
and would like something analogous in the international 
field. Also they feel threatened by synthetic and substitute 
materials and by development of. natural.competition by the 
US and other industrial pounts 108. and their ae over- 
seas territories. : LAs 





The Latin puoriods countries have injected . the- subject. 
of parity prices in intergovernmental discussions ever since: 
the conference of American States.in Bogota-in 1948..-Last - 
December they succeeded in getting the UN General Assembly 
to pass a resolution, over US objection, on "financing . 
economic development through the establishment of fair and 
equitable international prices for primary commodities." 
This, inter alia, recommended that governments..cooperate in 
multilateral and bilateral arrangements to insure a stable 
and equitable price relationship. In February of this year 
the Inter-American Economic and Social Council. also passed 
a resolution on terms of trade which the US opposed because 
of its emphasis upon the ‘possib{lity of such multilateral 
arrangements. There was a more successful outcome, from the 


US 
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US point of view, of the discussion of terms of trade at 

the April meeting of the Economic Commission for Latin 
America. A resolution was adopted by the Commission, in 
which we could concur as it directs much of its attention 

to increased production and trade of semi-processed and 
processed materials and does not say that raw material. 
producing countries have unfavorable terms of trade and” 
require parity prices. This was only accomplished after 
difficult and prolonged debate, however, and the Commission's 
report noted that the resolution was adopted without preju- 
dice to the principles maintained by the ae countries 
during earlier discussions. 


The US does not agree either with. this analysis of the 
problem or with the pusesetes remedies. We recognize that. 
producers of raw materials have special, acute problems: | 
resulting from the sudden reversals and wide swings which | 
are characteristic of certain international commodity markets. 
We have always been prepared to consider, on their merits, 
any proposals for stabilization agreements for individual 
products, such as the agreements om wheat and sugar. However, 
we see insuperable obstacles to any attempt to determine on 
an international basis what is a fair relationship between 
prices of raw materials and manufactured goods, or any attempt 
to establish and maintain such a relationship, once deter- 
mined. Furthermore, we do not think the evidence shows that 
the terms of trade of raw material ar hon countries are 
essentially unfavorable or, in the long run, likely to 
deteriorate. On the contrary, relative prices of foodstuffs 
and raw materials have, with some’ exceptions, Savers since 
prewar. , . 7 


We have also resisted all attempts to outlaw govern- 
mental encouragement of synthetic or substitute products. 
We have agreed that there should not be government support 
of an uneconomic synthetic industry, but have reserved our 
position even.there to allow for special security needs in 
time of war or other emergency. The particular bones of con- 
tention respecting our policy on synthetics have been the 
rubber and synthetic nitrogen plants built by the US Government 
during World War II. We have adopted policies respecting dis- 
posal of this capacity which is designed not to injure sellers 
of the natural products, and this is as far as we feel we 
should go. 


- Economic 
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Economic Aid - Latin American countriés feel neglected 
with respect to US aid. ile recognize that there is a - 
great need for economic dévelopment in Latin America.. 

Latin America has recéivéd ‘only a small percentage of the 
aid funds which the~US ‘has distributed since the war. - 

That area was‘ not suffering from war devastation‘as was 
Europe; and Latin Amé?iéan countries have made -considera- 
ble economic progress during the past decade’ while: econo-. 
mies of Asian and Middle Eastern countries, .now receiving 
US’ grant assistance; have-retrogressed to a point where.~.. 
continued stagnation would represent’a dangerous situa-: 
tion. Moreover, Latin America has. received help in the 
form of loans from the International Bank and Eximbank 

and from foreign private. investment.: The net flow from 

the two banks in’ Latin. America’ mae’ erernges: be ser sme Mtl 
$100 million per years | > 


:- 8 “ However, some $500 million euthorised credits fron - 
the: ‘ Bximbank and IBRD are not yet disbursed and there are 
applications by’ Latin American countries pending defore | 
the two banks which total approximately $400 million -. 
dollars. The Latin American governments. are disturbed - 
over developments in the US which they interpret as an - 
‘indication that- domestic, rather than foreign, policy ..:.. 
considerations are being given increasing weight in deter- 
mining our. loan policy, The fact that, under the: Exim-. : 
bank reorganization, ‘the State Department: will no longer 
be represefted on the ‘Eximbank Board: of. Directors is con-.. 
sidered one straw tn the wind, . Another: is the fact that. 
the International Bank appears to de the preferred instru- 
ment for extension of development loans to Latin American . 
countries, while they have had generally satisfactory ex- 
perierice with the Eximbank, Moreover, proposals or. actions 
on some individual projects appear to Latin americans. te : 
prestige a more restricted lending policy. tas 


on the. other hand, - the new US kdmini stration. has 
‘assured Latin America of its interest in that area,. The . 
US recognizes ‘Latin ‘America's need for-loans and invest- _ 
‘ment capital and is well aware that emergency action may .. 
- need to: be’taken:in some areas where special -problems . 
arise, The.Eisenhower trip is an effort to reaffirm US. . 
interest in the area and in the problems which the indi-. 
vidual countries face. ) 


* * * 
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REPORT The report of a special United Nations- 

FORCED TABOR International Labor Organization Committee 
released last week finds that a system of 

forced labor exists within various Soviet bloc countries 
for the dual purpose of political coercion and economic gain. 
Confining its studies to 24 countries against which forced 
labor. charges had been made, the report also states that a 
forced. labor system of significance to the national economy 
appears to exist in South Africa and that there are traces 
of such labor for economic purposes in Australian-administered 
Nauru and territories administered by Belgium and Portugal.: 
The UK, US and France and various Latin American countries 
were cleared | of forced labor allegations. 


The joint ‘committee was set up in 1951 by the OW Economic 
and Social Council to scientifically examine and report on 
forced labor allegations. The Soviet bloc fought unsuccess- 
fully in ECCSOC against the committee's establishment and 
refused to.cooperate in the fact-finding study. Czechoslovakia, 
the: only bloe member to answer a questionnaire, simply rejected 
the request. for data on forced labor as "illegal". In carry- 
ing:-out its 20-month survey, the committee endeavored to — 
obtain information by three principal means--transmission of 
a questionnaire to all governments; assembling of documents 
and evidence brought to the knowledge of ECOSOC; and inviting 
non-governmental organizations and individuals to submit — 
relevant information or documentation. The information thus 
obtained was considered in light of laws, regulations and’ 
their -application in the countries under examination, and 
their effect on fundamental human rights and the freedom and 
status of workers under terms of the UN Case ver. 


“In light. of the committee ' s findings, the report calls 
on all: governments concerned to re-examine their laws and 
administrative practices to abolish all forced labor. Systems 
of forced labor for economic. purposes existing in some fully 
self-governing countries raise -new. problems and calls for 
action either by the countries concerned or at the inter- | 
national level, according to the report. Jt is suggested . 
that international action be taken wherever necessary either 
by framing new conventions or by the amendment of existing 
ones, so that they may be applicable to the position regarding 
forced labor conditions existing among the workers of fully 
ete ere countries. 


The. . 
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The report will come-up for discussion in the inter--- 
national organizations concerned, The IL0;Governing Body” 
took preliminary a¢tion on the report, but-postponed de= ~ 
finitive discussion until:-the next: session:in November . 
in order that governments may have time to, study.the.re- 
port. The report. wiil: also-come. ‘SP: for ponsideration..« oF, 
the current ECOSOC. ‘Session. ee: 


Forced Labor in Soviet Bloc Countries . The report. : 
coneludes. that forced labor for political purposes exists 
in Bulgaria, Czechosiovakia, Rumania and the USSR. It... 
found that forced labor is also-employed for economic.:. ._ 
purposes in Bulgaria, Czechoslovakia and. the: Soviet Shiiod 
and that some legislation exists in Rumania which might 
provide the basis for a forced labor system for economic 
purposes. The Hungarian Government has. legislation: which 
might provide a basis for forced labor for. political ‘ 
coercion and Hungarian restrictions on freedom of employ- 
ment, if rigorously enforced, might constitute the. basis. 
of a system of forced and compulsory labor imposed with © 
-@ view to carrying out the economic plans of the. State, | 
Certain elements in the situation in Poland, the report. 
declares, suggest that legislation in that Country could 
be applied as a means of. political coercion. . There also. 
exists in. Poland a basis for a forced ened system for — 
economic: purposes, . ' nant de 


| The report finds that legislation of the Democratic 

Republic of Germany contains provisions referring to 

_ punitive and corrective labor. However, the Committee 

was unable to verify whether or to what extent this legis- 

lation is applied as a means of political coercion. There 

are indications that certain laws were used for the com- 

pulsory. assignment of workers. to enterprises important 

_ for the. execution of Soviet economic pians and, in parti- 
cular, for the compulsory assignment of persons to work 

as miners. If such legislation were widely applied, it 

would lead to a system of forced labor for economic pur- 

POsess the report states, : 


' Persons in the USSR deprived of their liberties, 
particularly political offenders, are for the most part 
employed in corrective labor camps or colonies on large- 
scale projects, in the development of mining areas or | 
previously uncultivated regions, or on other activities 
of benefit to the community so that the system :seemas to 
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play a part of some economic significance to the community. 
The number or location of the corrective labor camps and 
colonies was not ascertained, nor was the Committee able 

to assess how many persons are detainec in then. 


| Ce TOG . The -re- 
port clears the of forced labor allegations which ‘had 
been made in ECOSCC by the Communist dominated. iJorld 
Federation of Trade Unions. With regard to the alleged 
existence of practices resembling forced labor such as 
the employment of illegel Mexican immigrants (wetbacks) — 
and certain instances of peonage, the report states that 
these practices are directly outlawed and that when | 
offences of this nature are reported to the US Govern- — 
ment there is no evidence to indicate that the laws are 
not enforced. For this reason, these practices were not 
found to constitute forced labor. The report notes that 
in some of our state vagrancy laws the term "vagrance" 
is defined so broadly and the punishment for the offense 
is so severe that if extensively interpreted and applied, . 
it could lead to a system of forced labor for economic ~— 
purposes in the states concernec. pe 


, The report also cleared Argentina, Brazil, Chile, ? 
Colombia, Ecuador, France, Paraguay, Peru, Venezuela, and- 
the UK of forced labor charges. The examination of alle-. 
gations concerning territories administered by or asso- 
ciated with France disclosed no evidence of the existence 
of a forced labor system and the same conclusion was | 
drawn with regard to the UK and the-territories under its 
administration. 6 a . , 


_ Other Possibilities of Forced Labor .The report states 
that certain legal provisions in Spain could be applied as 
a system of forced labor for political coercion or punish- 
ment for holding or expressing political views. Also, if 
legislation concerning compulsory ‘labor in Bolivia were ex- 
tensively used it could result in a system of forced. labor 
of some importance to that country's economy. The report 
. points ovt that the Emergency Regulations in Malaya, if _ 
*broadly interpreted and extensively applied, could lead to 
, € system of forced labor as a means of political coercion 
and that the Voluntary Unemployed Persons Ordinance in Kenya 
- gould be applied in such a way as to result in a system of 
forced labor of some import to the economy of Kenya. 
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WORLD WAR rf BLOCKED ASSETS The Office of Alien Property of 
FREED FOR FRIZNDLY COUNTR the Department of Justice, with 
State Department concurrence, has 
removed all remaining World War II foreign funds blocking con- 
trols on property belonging to i+ countries and tocated in 
the US. US blocking actions on assets containing enemy interest 
began in April 1940 when Germany invaded Norway and Denmark. 
Under the unblocking ection, the.only countries now remaining 
subject to these controls are those within the Soviet orbit 
whose assets have not previously been unblocked. At the same 
time, the Office of Alien Property has unblocked all remaining 
blocked accounts which were worth $100 or less on June 1, 1953. 


The countries affected by the.unblocking action are Austria, 
Belgium, Denmark, France, Greece, Italy, Luxembourg, the Nether- 
lands, Norway, Sweden, Switzerland, Lichtenstein. Japan and West 
Germany. The countries whose assets will remain blocked are the 
former enemy satellite countries (Bulgaria, Hungary and Rumania); 
the Baltic countries (Estonia, Latvia and Lithuania); Poland and 
Czechoslovakia; and East Germany. The blocked essets of these 
countries will not be increased by this action, but will merely 
remain subject to the controls already in effect. 


The assets of friendly European countries «cre involved in 
the blocking actions because most of these countries fell to 
Germany during the war. Moreover, nationals of enemy countries 
often used accounts in other nations for their property trans- 
actions. The US, therefore, had to block the enemy assets in a 
somewhat indirect manner, through the assets of a nation with 
which the enemy national did business, had investments, or 
maintained residence. : 


The current transactions of those blocked countries which 
were not unblocked in full have been freed at various times, 
beginning in the fall of 1945. Up to December 1948, persons who 
had blocked assets of certain friendly countries coulc get re- 
lease of such assets by a certificate from their own government 
stating that no enemy interest was involved. After that time, 
no assets could be unblocked except by a special authorization 
of the Office of Alien Property. A large amount of assets was 
still blocked: in 1948 since some owners did not wish to reveal 
to their own governments that they owned assets in the US, because 
of past and future tax problems and possible penalties under the 
foreign exchange control regulations of their own countries. This 
amount has since been gradually reduced, mainly by vesting of 
enemy assets and the unblocking of assets of friendly countries. 
To assist this process, the US has, since 1948, turned over to 
Western European countries receiving Marshall Plan aid, lists of 
US-blocked assets belonging to their nationals. 


* * * 


UNCLASSIFIED 


, DECLASSIFIED FOR PUBLICATION IN FOREIGN 
RELATIONS OF THE UNITED STATES 











BEST COPY AVAILABLE 


- RESTRICTED - SECURITY INFORMATION 
a ‘9 = 


PRODUCTIVITY PROGRAM In eccordance with provisions of the 
‘NEGOTIATIONS CONCLUDED Benton and Moody amendments to the 

ae Mutual Security Act, the European 
‘governments participating in the Mutual Security Program have 
recently signed basic agreements for undertaking productivity 
programs and the Organization for European Economic Cooperation 
(OEEC) has-established a European Productivity Agency. (See 
page 1, November 24, 1952 issue.) , 


_- The Benton Amendment (Sec. 516a) to the Mutual Security 
Act of 1952 provided that the Act should be administered in 
such a way as to @iscourage the cartel and monopolistic. busi- 
ness practices prevailing in certain participating countries 
and to encourage competition, productivity, and the strengthen~ 

ing of free labor union movements. These provisions were re- 
inforced last year by the Moody Amendment (Se¢. 115k): which 
provided that the local currency counterpart funds of $100 
' million in fiscal 1953 appropriations, should be used for 
revolving productivity loan funds and other purposes to fur- 
ther the objectives of the Benton amendment “with a view to 
stimulating free enterprise and the expansion of the economies 
of Western European countries with equitable sharing of 
benefits of increased production and productivity among con- 

‘sumers, workers and owners". ‘This amendment also authorized 

‘the transfer of up to $2.5 million to the OEEC to promote 
_ Benton amendment’ objectives. — ae | 


- Section. 115(k) Agreements As a means of carrying out 
this legislative provision, it was decided to concentrate on 
the establishment of two types of funds in each country: 

1) loan funds on a revolving basis from which medium-term low- 
interest credits could be extended to small and medium-size 
enterprises willing to raise their productivity and to share 
the benefits with consumers through lower prices’and with 
workers through higher wages; and 2) grant funds to finance 

_ training and education of management and free trade union per- 
‘sonhel in productivity techniques and to finance research on 
factors affecting productivity such as restrictive business 
practices. In addition, in all countries receiving funds 
under this program the local currency ecuivalent to a per- 
centage of this dollar aid was reserved for grants supporting 
the OEEC productivity agency. ; 


Austria 
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Austria, Belgium, Denmark, the Federal Republic of 
Germany, France, Greece, Italy, the Netherlands, Norway, 
Turkey and the UK have concluded agreements with the US 
providing for productivity programs, which in most countries 
are to be conducted by national productivity centers estab- 
lished for the purpose. The basic agreements for undertaking 
this program have taken the form of exchanges of letters 
between the MSA mission chief and the participating govern- 
_ment in which the letter accepts the principles of the 
Benton Amendment and outlines its proposals for carrying out 
the productivity drive and the US agrees to provide financial 
aid for these purposes. 


European Productivity Agency The OEEC Ministerial 
Council in its March meeting, agreed to establish an inter- 
national productivity agency to promote productivity on ea 
European-wide basis, and on June 15 reached agreement on all 
details with respect to terms of reference and financing. 

The European Productivity Agency is to be operated under the 
authority of the Council by a Productivity and Applied Research 
Committee and the Secretary-Genera!, assisted by an Advisory 
Board. Accorcing to its terms of reference, the Agency would 
draw up and promote a European productivity program with a 
view to preparing and implementing collective action and 

with a view to facilitating, promoting and co-ordinating 

the individual action of the member countries in the field 

' of productivity. The Agency is to be guided by the principles 
that competition should be encouraged while any business 
practices which result in decreasea production and higher 
prices should be discouraged; that the benefit obtained 
through an increase in productivity should be shared to the 
mutual benefit of consumers, owners and workers; and that 
co-operation of management and labor organizations will 
promote these purposes. 


The US has contributed $2.5 million for the European 
Productivity Agency, which has been matched by local currency 
contributions from the participating countries. On June 17, 
our representatives to CEEC were informed by the Organization 
that a total of $2,533,333 of ‘transferable currency had been 
committed for the heency. The Italian commitment of $586,666 
is conditional on passage of: legislation and the US has informed 
the OEEC that should Italian legislation not be passed, the US 
will reclaim an equivalent amount of dollars. 


New 
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New Foreign Aid Legisigtion Although the House of 
Representatives and the Congressional committees consider- 
ing the foreign aid program for 195% have deleted both 
amendments, there is a possibility that the Senate may 
restore language reaffirming the principles of the Benton 
amencment of encouragenent of free enterprise, competition, 
productivity and free iabor. In eliminating Sections 516(a) 
anc 115(k) from the legisiation, the Senate Foreign 
Relations Committee has stated that repeal is not to be 
considered as disapproving the principles of the amendment, 
and both the Senate committee and the House of Representa- 
tives provided that repeal would not nullify commitments 
already entered into. 


The MSA evaluaticn teams sent to study overseas 
operations of the MSA missions unanimously recommended that 
the Benton and Moody Amendments be repealed. The principal 
criticism was that the programs undertaken under the amend- 
ments have caused irritation within European countries 
because of a feeling of US interference with long- 
established customs and practices. The subsequent completion 
of mutually satisfactory agreements with the concerned 
countries appears to have insured that the programs are 
satisfactory to, and will receive the support of, the 
recipient governments. 
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hemuc divisions of the Department of State, and to indicate the economic prob- 
lems which are currently receiving attention in the Department It is suevested 
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reported items to avoid repetition 
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SIXTEENTH SESSION OF The sixteenth session of the UN 
ECOSOC OPENS IN GENEVA Economic and Social Counc?fl opened 
3 in Geneva June 30 and is expected 
to close about August 7. ‘There were forty-one items on the 
te tétive agenda but a number of them were postponed when the 
agenda was agreed upon the first day. Discussions will in- 
: clude financing of economic development, full employment, 
: technical assistance, productivity, human rights, and the 


annual reports of most of the Council's regional and func- 
tional commissions. 





Among the items deferred were the report of the ad hoc 
committee on Restrictive Eusiness Practices, which contains 
a draft intergovernmental agreement, (see page 3, March 3 
1953 issue); the UN-ILO report on forceé labor (see page 5, 
June 30, 1953 issue); a report on synthetics and another on 
terms of trade; membership in regional commissions and the 
report of the International Telecommunications Union. 


The US delegate is John Baker, who is on leave from his 
position as President of Ohio University at Athens, Ohio. 








Eccnomic Development The Council has before it for 
consideration this session two reports on the major question 
of financing economic development to which underdeveloped 
countries attach particular importance. 





One proposes the establishment of an International Finance 
Corporation (IFO) which would aid in the financing of private 
enterprise, whether or not government-guaranteed,. The IFC 
would be designed to stimulate private initiative in the | 
underdeveloped countries by making equity capital available 
and by loans to private concerns without government guaran- 
tee. On this proposal the US delegation will state that the 
US has not formulated a position on the feasibility or desiré- 
bility of the corporation. It will, however, support a 
resolution requesting the International Bank to continue study 
of the IFC proposal, suggesting certain specific matters which 
should receive particular attention, 








The other study was produced by a group of UN experts 
pursuant to a resolution adopted by the General Assembly, 
over US opposition, in February, 1952 which called for the 


working 
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working out of a detailed pian for a special UN fund for 
economic development {SUNFED) which would provide grant aid. 
(See page 12, Aprii 28, 1953 issue and page 7, February i8, 
1952 issue.) This proposal was interpreted in some quarters 
as having been given support in President Eisenhower's 
April 16 address in which he stated: "This Government is 
ready to ask its people to join with all nations in devoting 
a substantial percentage of the savings achieved by disarma- 
ment to a fund for world aid and reconstruction, The pur- 
poses of this great work would be to help other peoples to 
develop the underdeveloped creas of the world, to stimulate 
profitable and fair world tirade, to assist all people. to 
know the blessings of productive freedom". 


ota 


. The President did not, however, propose establishment 
of such a fund at this time and we feel that ECOSCC action 
now to create such a fund would give rise to false hopes. 
Our delegation will be careful in its discussions not to 
give the impression that any part of savings now being 
made in the US militar y — could be devoted to such a 
fund, 


Therefore, when the SUNFED item comes up for discussion, 
our delegation will: 1) point out that inasmuch as con- 
ditions for establishing an international development fund 
have not yet materialized, it is neither useful nor practical 
to consider the SUNFED proposal at this time; 2) state affirma- 
tively that the fund envisaged by the President is an inter- 
national fund and would be designed to strengthen the UN in 
its. mission of guarding the peace and the security of all 
peoples; and 3) 1eiterate the President's statement and 
propose in ECOSOC that the UN General Assembly be asked to . 
adopt a declaration urging a11 governments to express their. 

“ yeadiness to ask their: peoples to devote a portion of. the 
savings from disarmament for development and reconstruction 
when genuine progress has been made toward Cersewsse: dis- 
armament. 


Full Emplo nt The Council considers the sub ject of 
full employment om least once each year, regardless of what 
the current world employment. situation is, In. that regard 
the Secretary-General circulates a questionnaire to provide 


information on which intelligent consideration can be based. 


We 





7 a 
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We feel the efforts in this regard have been disappointing 
to date, with some replies being delayed and othersentirely 
inadequate. Our delegation will point out these short-comings. 
It will state that it is entirely appropriate for all coun- 
tries to be on the alert for a possible downturn in economic 
activity on curtailment of defense expenditures. However, 
it is significant thet production in 1953 (based on the 
replies of six industrial countries--Canada, the Netherlands, 
Norway, Sweden, the UK and the US) is expected to increase 
notwithstanding the tendency to reduce the rate of military 
expenditures. The replies forecast no marked change in employ- 
— in 1953, with unemployment expected to -rise some only in 
weden. : 








Our delegation will dso point out that since the US 
reply to the questionnaire in March we have found our invest- 
ment picture brighter than expected. On the basis of invest- 
ment actually taking place, our total investment in 1953 
is now expected to exceed considerably the 1952 figure of 
$52 billion, : ‘3 


The Council will also consider a memorandum submitted to 
it by the International Confederation of Free Trade Unions on 
ensuring full employment during reconverston, after the rearma- 
ment period, by maintaining a high level of effective demand 
for consumption and investment purposes. Our delegation will 
State that the US is concerned over this question. It will, 
however, avoid detailed discussions of the US situation or 
premature efforts to deal with a problem not yet clearly de- 
fined and which needs further study. Our delegation will 
utilize this opportunity to emphasize the support of the new 
US Administration for the Employment Act of 1946, to publicize 
its determination to maintain @. stable economy at a high level 
of demand and employment, and to outline the concrete steps 
that the new Administration is taking to offset either defla- 
tionary or renewed inflationary pressures. 





_. echriical Assistance The US will commend the UN Technical 
Assistance Administration for the work it is carrying on under 
both the Regular and Expanded Programs for Technical Assistance, 
We regret that, because of financial limitations of the Expanded 
Program, it waS not. possible to go ahead with a number of the 
projects planned for 1953. We consider a number of projects 


which 
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which have been carried out are worthy of special mention, 
such as the Central American Program designed to help five 
republics integrate certain aspects of their economies and the 
programs resulting from a general economic survey of Indonesia, 


We consider it encouraging that an increasing number of 
experts are being recruited from those countries still in the 
process of development. We are also pleased with the increas- 
ing smoothness in coordination of UN and US bilateral programs. 
(The US position on the.Expanded Program of Technical Assist- 
ance, as a-whole, is still being formulated. ) 


Productivity The Food and Agriculture Organization and 
the International Labor Organization have prepared papers on: 
1) the problems of productivity in agriculture, fisheries and 
forestry; and 2) tae role of labor in programs for increasing 
productivity and measures needed to safeguerd the interests 
of workers, Our delegation will express appreciation of those 
papers but note they would be more meaningful if read in 
connection with FAO and ILO reports to the UN on their techni- 
cal assistance programs. . The US notes with approval that the 
ILO technical assistance program has been directed to increas- 
ing productivity and we agree with the FAO report that govern- 
ments should give priority to increasing unit productivity in 
food deficit areas rather than extensive mechanization. pro- 
grams. Our delegate will also point out that increasing 
productivity involves concurrent improvements in health, gen- 
eral education and living conditions as well as better working 
conditions and better organization of the labor force. It will 
Suggest that the specialized agencies develop and circulate to 

interested governments a joint plan for increasing ee 
in a b given geographic area, 





Private Investment . The subject of private foreign invest- 
ment will arise, particularly in connection with the report of 
the Fiscal Commission. Our delegation will reiterate US decire 
to encourage the flow of private capital to underdeveloped 
countries. In respect to the implementation of this at*‘itude, 
it will state that the US is examining its entire tax stm'ture 
and cannot sey at this. time what changes in its saws might re- 
sult. However, tax laws of the US and the tax treaties to 
which it is party already contain provisicnre designed to ‘iini-~- 

mize international double taxation and vo provide incentives 
for foreign investment. In its study, the US is considering 
the possibility of further incentives. 





* * * 


Zin 
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TIN WORKING PARTY CONSIDERS A working party of the Inter- 
PROPOSALS FOR WORLD ACTION national Tin Study Group met 





in Brussels from June 15 to 27 
to consider proposals for international. action in tin and to 
make recommendations regarding the advisability of a con- 
ference to negotiate a tin control agreement. The working 
party was set up by the International Tin Study Group last 
March. (See April 7, 1953 issue.) The delegations of tin 
producing countries developed proposals regarding the form 
of agreement which they were prepared to recommend to their 
govermments, and these proposals, in amended form, were set 
forth in the report of the working party, with the comments 
of consumer delegations. 


The Working Party believed that this report should be 
reviewed by governments in advance of a decision regarding 
the convening of a negotiating conference. Therefore, 
the fifteen governments which are members of the Tin Study 
Group have been requested to review the report and communicate 
their views concerning a conference as quickly as possible, 
and in any event not later than August 15. 


A majority of the delegations in the Working Party 
believed the situation in tin calls for international con- 
trols to reduce the instability of prices. Producing coun- 
tries in the Working Group discussions moved a. long way 
from their previous position toward that of consuming parties, 
but it is obvious they will not come the whole way. This 
represented quite a change from the March meeting of the Tin 
Study Group when the exporting countries had indicated con- 
siderable uncertainty regarding the degree of their desire 
for a commodity agreement and were not prepared to discuss 
any specific form of an agreement. The change in attitude 
undoubeily reflects the worsening state of the tin industry 
and the fact that the future outlook is not bright. 


Present indications are that the four principal pro- 
ducing countries (Malaya, Indonesia, Belgium. and Bolivia) 
will want the UN to hold a negotiating conference this year, 
and that such a conference would not be opposed by Thailand, 


which 
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which has a smaller but not insignificant production. A 
conference will also be desired by several consuming coun- 
tries anc, therefore, is likely to take place even if the 

US ind some other countries should not decide that it is 
esnecialiv destrable. If 2 negotiating conference is gener- 
aliv desired, it would probab-y be held in Ge.ieva around 
Novenber 15, 1953. 


US Position ‘Jhether or not there will be én inter- 
national tin agreement undoubtedly depends a great deal on 
the US attitude; although it is possible that otner coun- 
tries might proceed with an asreement in which the US is 
not é& participant. 








The US delegation to the Working Party meade no commit- 
ments whatsoever, either on whether the US would be willing 
to participate in a nezgotvieting conference or cn the US 
attitvde toward an agreement. Participation in tne discu- 
sions of the Working Party was on the expert level and not 
on the level of representation of US Government policy. 

Cur delegate agreed to transmit the Working Party report 
to his government, making it clear that this did not con- 
stitute a recommendation to adopt the report. 


The interests of the US in the world tin situation are 
not fundamentally different from what they were in earlier 
meetings of the Tin Study Group where draft agrcements were 
prepared, except that stockpiling has been largely completed. 
However,’ the tin situation has changed since then and the US 
position toward international commodity agreements may well 
be among the subjects considered by the commission which 
the President hes proposec to study the entire range of econo- 
mic foreign policy. — 


Proposals Concerning an Agreement The producers! pro- 
posals for an agreement, which are not commitments of their 
governments, indicate that their present thinking gives more 
recognition to tne need for safeguarding the interests of 
consumers than was the case in 1950. Producer delegations 
Sugcestea a buffer stock with a capacity of 25,000 tons, 
to be financed entirely by producing countries. This 
capacity could be increased ir consuming countries would 
furnish additional resources in the form of cash or tin. 


The 





’ 
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‘The producer dciienitions emphasized pr importance 

of the buffer stock being able to assist in defending a floor 
} price which would require’‘that part of its reSources be in . 
gash, At the time of the Geneva Conference (See page 5, 
October 16, 1950 issue); it was thought that-.all of the 
original resources of the buffer stock would be contributed 
in the form of metal and the US at that time had suggested 
that a holding of 30,000 tons of metal in the buffer be a 
pre-condition of curtailment of exports through quotas. The 
producing countries are now assuming that perhaps one-fourth. 
of the original capital of the buffer would be contributed 
-an cash rather than tin, Therefore, they. propose that only 
«10,000 tons of metal be required as a prerequisite: to cur- 
tailment of exports. © , 


. q ad 
‘ 4 


The means of establishing ania quotas is .one of the 
most important questions on which there remains a wide 
divergence in views. between producing and consuming coun- 
tries, particularly the US. At Geneva the US had recognized. 
that automatic quotas might ‘need to be allowed’ ifthe market 
price fell below the. lower limit. for huffer.stodk operations, 
and if the Council failed to: establish quotas by the requi- - 
- Site majorities of: producer and consumer votes, ‘counted . 
‘separately. . The producer delegations at Brussels believed, 
however, that the US conception of automatte quotas would 
not provide enough assurance against deadlock.~ They - 


‘; emphasized that automatic quotas would be conditional upon 





.;an actual break in the floor price and that the degree of 

jubsequent curtailment would ‘not necessarily be equal to the 
. actual imbalance. The producers, therefore, proposed that . 
- quotas should bé allowable if voted by @ simple majority of. 
the whole Council, provided the buffer stock held at least . 
20,000 tons of tin metal (and correspondingly little cash) 
-and recent prices were in the lower part of ‘the agreement 
range. The US noted that this way -of voting would give pre- 
Gominance to producer viewpoints when | conditions were as 
described. 


[If a negotiating conference is ‘generally desired, the 
proposals contained in the report of the Working Party will be 
placed in the form of a full draft agreement by a committee of 
producing countries and the UK. This draft will be available 
as a basis for discussion if a conference is convened. 


¥ * a 
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“IMF ASKS CZECHOSLOVAKIA The International Monetary Fund has 


TO EXPLAIN DEVALUATION . advised the Czechoslovak Government 
that, in view of the latter‘’s failure 


| to consult and seek concurrence of the Fund before changing 
“the par value of its. currency on June 1, the Fund is calling 

a meeting of its Executive Board on July 20 to discuss the pro- 

blem. Czech attendance is invited and, meanwhile, Czechoslovak 

is requested to submit its reasons for not consulting and any 

other information cf relevance to the Fund's examination of 

. the matter. The Fund's Articles of Agreement provide that a 

change in the par value may be made only after consultation 

with and concurrence of the Fund. 








The US Executive Director of the TUF wan eiseetes by the 
- National Advisory.Council to support this Fund action. If the 
Czechs do not make.a satisfactory response, the US believes the 
-Fund should. declare CzechoSlovakia ineligible to draw from the 
Fund, which might eventually lead to its expulsion. If'it is 
expelled from the Fund, it would be automatically expelled 
from the International Bank, Czechoslovakia has been in de- 
fault. in the Bank since June 1951 on the payment of $625,000 
representing the postponed portion of the Czech subscription. 
In spite of demands by. the Bank, Czechoslovakia has failed to 
pay.and has not replied to the Bank's last letter on the sub- 
ject. The President of the Bank has proposed that unless pay- 
‘ment is made within a specified time, Czechoslovakia's member- 
ship be suspended. Such action could lead to expulsion after 
twelve months. ‘ Pe ee a L + ae 4 


? 





‘Czech Monetary Measures The Czech law of May 30. provided 
for the issuance ot new currency and tied the crown to ‘the rubl 
-rether than to. the dollar at the rate ‘of 1.80 crowns per ruble 
instead of 12.50 crowns per ruble, as before, {This amounts to 
a change in parity with the US dollar from about 50 per dollar 
to 7.20 per dollar.) ‘It placed the equivalent ‘of -confiscatory 
capitai levy on cash holdings, with conversion having taken 
place between June 1 and June 4 at the rate of one :new.for 50 
old crowns. :However, persons not employing others for wages 
could convert the first 300 crowns in savings at the rate of 
five to one, Savings. deposits received ‘spécial consideration 
with the first. 5000 crowns .converted at five to ohne, the next 
5000 at 6.25 to one up to the rate of 30 td-ofie on an excess 
over 50,000 crowns. This, of course, resulted-in discriminatior 


against 
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aceinst the “village rich" and other opponents of the regime 
who have hoarded tash rather than reveal their assets through 
bank deposits, and against most farmers and villagers who have 
not been in the habit of using banks. 


Czechoslovakia's latest financial move has aiso wiped out 
all bank accounts accumulated up to 1945. In its first post- 
war monetary reform of 1945, Czechoslovakia ordered these 
accounts blocked and has permitted only limited withdrawals 
Since that time. The new law has wiped out the internal bonds 
wnich hit former owners of nationalized property, who had re- 
ceived compensation in government bonds. Rationing and the 
free market were abolished, and a new uniform price system 
established in state stores, which holé a virtual monopoly over 
retail trade in the country. 








US Accounts in Czechoslovakia There ere two US Goverrment 
accounts in Czechoslovakia, an Army account and an account - 
arising from Office of War Information operations in the early 
post-war period. These accounts are covered by provisions in 
two agreements between the US and Czechoslovakia, which, if 
lived up to by the Czechs, should protect them. On June 10, 
Embassy Praha delivered a note to the Ministry of Foreign Affairs 
reserving the rights of the US Government and its nationals. 





Resentment to Reform. For several days after announcement 
of the new reform, mass Cemanstrations and protests were reported 
in Czechoslovakia, including riots in the mines and ironworks. 
Government efforts through the controlled press to popularize 
the reform as a move against capitalists and the remnants of the 
bourgeoisie, and as benefitting the working class through price 
reductions, have not convinced the majority of the: Czech people. 
Most believe the reform is a flagrant . robbery. of their cash and 
Savings and a betrayal of such groups as the mine and foundry 
workers, who were adversely affected by the abolition of the 
rationed market. The main opposition is coming from the workers 
in the key sectors and from survivors of the old middle class. 
Tension seems to have subsided since the initial outbreak, with 
the regime alleging an increase in purchasing power of the new 
crown end emphasizing the abolition of rationing. The emphasis 
in this year's budget on current production as opposed to capital 
investment suggests that the regime may be making efforts to 
make more goods available, However, some form of rationing may 
be necessary if there is an increase in effective demand. 





* * * 
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ILO MEETING The International Labor Organization has 
IS CONCLUDED concluded its 36th annual conference in 

Geneva, which was preceded by a meeting 
or the Governing Body. Approval was given to the re- 
port of the Director General and action was taken on a 
number of resolutions and recommendations including 
those dealing with holidays with pay, protection of the 
health of workers, minimum age for underground workers 
in coal mines, and the organization and working of 
national iabor departments. The UN-ILO report on 
forced labor was released near the end of the session. 
Although preliminary action was taken, it was decided 
to postpone full consideration of the report. until the 
November meeting of the Governing Body so that govern- 
ments would have an opportunity to study the report. 
Consideration of proposals to modify the ILO procedures 
relative to trade union rights violations was also post- 
poned until the next session. 


ILO membership is tripartite in character so that 
each delegation is composed of government, worker and 
employer representatives. A delegate representing the 
US Government, Senator Irving McNeil Ives, was elected 
President of the conference. 


The USSR is not a member of the ILO, and the only 
Soviet-bloc countries represented were Poland and Czecho- 
Slovakia. The satellite delegates did not raise as many 
controversial issues as they have in past meetings, al- 
though they continued their general line of "co-existence", 
disarmament, and enlarged east-west trade. Their efforts 
to replace the representation of Nationalist China with 
that of Communist China were unsuccessful, and the con- 
ference decided to restore Nationalist China 's voting 
rights despite its being more than two years behind 
in its contributions. 


The Credentials Committee unanimously rejected 
objections raised by the French Communist-dominated 
General Confederation of Labor and the Italian General 
Confederation of Labor (Communist) to the worker dele- 
gates from these respective countries. . Their objections 


were 
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were based on grounds that they were the largest and 

most representative labor organizations in their countries 
and they had not been properly consulted. Objections to 
the credentials of worker delegates from Ireland and Iran 
were also rejected by the Credentials Committee. 


In plenary speeches, US representatives mentioned 
among other things the conditions under which US private 
capital would be attracted to foreign investment, produc- 
tivity, and the work of the ILO as a bulwark against 
dictatorship and oppression. 


Resolutions and Reco ations The conference adopted 
a resolution sponsored by Ceylon noting the importance of 
raising svandards of living and of adequate employment 
opportunities in underdeveloped countries to world peace, 
the effect that prices of primary commodities have on the 
economies of many underdeveloped countries, and the vulner- 
ability of many of these countries to short-term fluctua- 
tions in the prices of primary products. The resolution 
requested the Director General to inform the UN Secretary 
General that action to promote reasonable stability in the 
prices of primary products is essential to the full and 
expeditious achievement of the aims and objectiWes of the 
ILO Constitution. The conference also adopted with some 
modification a Polish-sponsored resolution asking the ILO 
to pay close attention to working and living standards of 
young people and to indicate its interest in their problems 
to other international organizations concerned. 


A recommendation was adopted which disapproves of 
underground work in coal mines by persons under 16 years 
of age, and approves employment of workers between 16 and 
18 only for purposes of training or under conditions pre- 
scribed by competent authorities concerning types of work 
and medical and safety supervision. Another recommendation 
was passed relating to the health of workers. A recommenda- 
tion approving annual paid vacations of not less than two 
normal working weeks after one year of continuous service 
with the same employer and for a commensurate vacation 
after a period of six months service will be considered 
again at the 1954 conference. 
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‘On July 6, just prior to the arrival of 
Dr. Milton Eisenhower in Bolivia, the — 

; Department announced ‘a three-point program 
aimed at sdsisting Bolivia through its present acute orisis. 
Under the program, the US is prepared to conclude a one-year 
contract to purchase Bolivian tin concentrates at the world 
market price at the time of delivery. It will also consider 
with the. Bolivian Government what further steps the two 
governments might take together looking toward a +. “Yoon 
solution of Bolivia's.economic problems, including 

desired, the sending of a commission to Bolivia. tn add - 
tion, the Mutual Security Agency will recommend that the US 
contribution to the technical assistance program in Bolivia 
be more than doubled in order to help accelerate that 
nation's agricultural development and reduce its dependence 
on the tin industry, thus: contributing to an improvement in 
the living standards of.the Bolivian people. a 





' “The quantity of tin under the one-year contract will 
be limited to 10,000 tons. (The Bolivians had not been 
informed of this "Limitation at this writing.) A decision 
as to a subsequent contract was left open for further dis- 
cussion. . ! 


The Tin Situation. The decision to. eetn Bolivia at this 
time was made at Cabinet level and was.:based on political 
‘considerations. The US,-has..no immediate need for additional 
tin. The present stockpile goal wihl be -reached within a 
few months with tin already under contract from countries 
other than Bolivia. There is even a question as to whether 
the government-owned and operated Texas City Smelter (which 
was built especially for. Bolivian tin). should ‘be. continued 
or disposed, of. eo | 


Because of | this g00d . ‘supply situation, the Bolivians 
were confidentially notified in March of this year that the 
Reconstruction Finance Corporation was no longer interested 
in discussing a contract for tin ores. With sufficient tin 
under contract or available, the RFC believed it would be. 
exceeding its Congressional authority if it contracted 
further... Although the Bolivian Government had been confi- 
dentially forewarned of the probability of such a develop- 
ment, the condition of:the country was. so unstable and the 
mining industry so depressed, that the reaction of Bolivian 
officials to the US notification was one of dismay and 


bitterness. 
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bitterness. Although they did not reveal this development 
to the Bolivian people, they did launch a campaign of at- 
tack against the United States for "refusal" to buy Bolivian 
tin, which they attributed solely to the absence of an 
agreement for compensation of United States shareholders 

in the nationalized mining companies. 


At that time, Assistant Secretary Cabot pointed out 
that the US had bought all tin offered by Bolivia up to  . 
May 1, 1953 (on a-spot basis), and in fact had bought more 
Bolivian tin during the past year than during any oquae 
period since World War ii. 


The US, however, was sympathetic to Bolivia’ Ss plight, 
and cognizant of that country's strategic importance as a 
Western Hemisphere supplier of tin. Moreover, we were 
aware that if the Paz Estenssoro regime were overthrown, 
through economic unrest, it might be replaced by one less 
friendly to the US. 


Certain other facts were borne in mind in reaching a 
decision to help Bolivia. Bolivia has courageously 
tightened its belt in order to meet its foreign exchange 
shortage (70% of this foreign exchange comes from tin 
sales and the world tin price-has recently slumped from 
$1.215 a pound to around 90 cents due to diminished demand). 
It has furthermore recently: launched a program of monetary 
stabilization which necessitates severe sacrifices by 
Bolivian consumers but which has long been needed to permit 
further development of domestic agriculture. The nation — 
is utilizing its own meager resources to diversify its 
economy. For example, it is making heavy outlays to 
supplement funds from the Export-Import Bank for completing 
the greatly needed Sante Cruz-Cochabamba highway, about 
300 miles long and in places at an altitude of 12,000 feet, 
which will connect a potentially highly productive agri- 
cultural area with the population centers of the country. 
Furthermore, Bolivia is encouraging technical assistance 
projects--bilaterally with the US, and multilaterally 
with the UN--looking toward the development of natural 
resources and the diversification of production. Finally, 
and this is considered of great importance, Bolivia has 
agreed to begin paying compensation vo stockholders in 


one 
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one of the Patino companies in which-US citizens own 

about half the stock, and has evidenced a willingness 

to reach an agreement with the other nationalized companies 
in which there is no US participation. 


The Compensation Issue The Bolivian stand on the 
compensation issue is particularly gratifying to us be- 
cause adequate compensation for the nationalized industries 
(and particularly for American shareholders) has. been con- 
sistently urged by the Department ever since the announce- 
ment over a year ago that the Bolivian Government intended 
to take over the large mining enterprises. (See page l, 
November 3, 1952 issue.) Under the agreement signed 
June 10 between the Bolivian Mining Corporation and the 
Patino interests, a percentage of the proceeds of the sale 
of tin ores produced in the former Patino properties is 
to be paid over by the smelter directly to the Patino 
companies. A similar arrangement covering proceeds from 





' the sales of tungsten ore was concluded a short time 





previously. While no agreement on the value of the 
Patino properties has yet been reached, the tungsten | 
arrangement will be in operation until the end of 1956, 
‘and the tin arrangement until December 31, 1954, and the 
evaluation of the properties is supposed to be negotiated 


during the coming eighteen months. 
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REPORT ON FAO The Council of the UN Food and Agriculture 
' COUNCIL MEETING Organization met in Rome from.June 15 to 
. June 24 in preparation for the seventh 
- session of the FAO €onference, now:scheduled for November 23. 
The Council discussed thé FAO budget for’ 1954-55 and the 
subject of investment: for agricultural development. It 
reviewed the world agricultural production situation, and 
considered the report of the Committee on Commodity Problems 
in regard to the international commodity situation. No 
substantive action was taken with regard to the proposed 
famine reserve. 


Famine 


| DECLASSIFIED FOR PUBLICA 
| TION IN FOREIG 
"| RELATIONS OF THE UNITED STATES : 





CONFIDENTIAL - SECURITY INFORMATION 
= 2 


On the issue of an emergency food 
reserve, (see page 1, May 5, 1953. issue) , the US had decided to 
make clear its objectives to the experts’ proposal if this could 
be done without our taking the sole responsibility for adverse 
action by the Council. If it had been proposed that the 
Council take favorable action, the US would have voted in the 
negative, since our delegation had no authority to commit the 

US to any proposal looking toward the establishment of an inter- 
national famine fund. . 5 







Famine Reserve Proposa 





As it transpired, there was a unanimous sentiment at the 
Council meeting to pass the famine reserve documents to the 
Conference without recommendation cr substantive discussion. 
A suggestion from Australia that a working party be set up at 
the Conference to study the subject further was approved by 
the Council. 


Budget Discussion Our delegation made a statement to the 
Council setting forth the US position in regard to the FAO 
budget level for 1954-55. For reasons of economy, the US feels 
unable to support any substantiai increase in tne FAO budget 
at this time, and would not agree to be assessed more in each 
of the next two years than in 1953. On the other hand, the US 
recognizes that there will be increased expenses to the FAQ 
arising out of automatic increases in salaries and allowances 
required by regulation. Insofar as our share of these increases 
can be met out of our surplus credits in the working capital 
fund, the US agreed to support an increased budget for 1954-55. 
The US delegate requested the Director-General to prepare a 
supplementary statement to the draft work program, showing the 
contents and level of activity that could be undertaken within 
the budget limits contemplated. The Director-General agreed 
to prepare such a statement based on no increase in FAO programs. 


‘.. . Other Topics Egypt introduced a resolution favoring 
establishment of the proposed international fund for econonie 
development. The US and UK opposed Council action as being | 
beyond its technical competence and inappropriate while ECOSOC 
action along these lines was pending. As finally amended, 
largely through US efforts, the resolution recommended simply 
that ECOSOC give particular attention to the need for stimulating 
agricultural development with a-view to raising the welfare of 
populations as a whole. . : | 3 | 


The Council favorably received the report of the Committee 
on Commodity Problems regarding the international commodity 
situation. This Committee had considered a number of issues 
including agricultural trade between dollar and nonedollar 


countries 
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countries, the work and findings of the Contracting Parties to 
the General Agreement on Tariffs and Trade which are of interest 
to the Committee, alternative approaches to the problem of inter- 
national commodity price fluctuations, the Bangkok rice meeting, 
the consumption of milk and milk products, the world silk situa- 
tion, and an FAO cocoa survey. The Committee had felt it was 
not appropriate to make eny recommendation regarding wheat or 
Sugar, which are the subjects of specific intergovernmental dis- 
cussion or action. However, in regard to other commodities, 

the Committee had concluded that the general situation had eased 
for those items which had been in short supply, but that surplus 
situations requiring international action had not yet emerged. 





The Council was pleased at the Committee's recognition of 
the broader field in which the dollar shortage problem must be 
solved, and of the need for relaxing trade barriers. The US 
delegation brought out that limits were being reached in the 
expansion of non-dollar production to save dollars. 


World Agricultural Production In its review of the agri- 
cultural $3 py dng the Council found that production (excluding 


the USSR and China) is now 20% over the prewar level, and in 
the last three years alone has risen about 7%. This covers all 
the main agricultural products. However, the production rise 
has varied in different countries and areas. During the past 
three years, the level of production in Europe has gone up 12%; 
in Latin America 7%; North America 4-5%; the Near East 4-5%. 
The Far East is still producing only 80-85% of its prewar level, 
and has turned into a large importer of food, especially from 
North America. 
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CONFERENCE OF TRANSPORT MINISTERS The Inland Transport Conference 
RECOMMENDED AS PERMANENT ORGAN which convened in Paris on 


| March 18 under the auspices of 
the Organization for European Economic Cooperation (OEEC) ended 
last month after unanimously adopting a report recommending the 
establishment of a permanent transport body and proposing that 
it be called the Conference of European Transport Ministers. The 
report recommends that this body have as its’ purpose the achieve- 
ment of maximum use and rational development of European inland 
transport, plus coordination of the activities of existing govern- 
mental and non-governmental bodies in this field. The report was 


transmitted 


DECLASSIFIED FOR PUBLICATION IN F 
: , OREI 
RELATIONS OF THE NITED STATES wie 

















RESTRICTED - SECURITY INFORMATION 


4a BEST COPY AVAILABLE 


transmitted to the OEEC Council for action at its next session 
‘with the request that it communicate with the international 
organizations conserned. Ail OhiC member countries attended 
except Ireland and Iceland. The US, Spain and Yugoslavia were 
represented as observers. 


The proposed new transport group is vested with no execu- 
tive authority permitting it to make and impiement decisions 
binding on member governments, which bears out the view of some 
observers that the Eutopeans are not yet ready to go beyond 
present scooperative arrangements in this field. However, it is 
hoped that the new crganizaticn, if established, may serve as 
a focal point for further progress toward unification of European 
transport. 


Proposed Organization In December 1952, the OEEC Council 
passed a resolution caliing for.a meeting on inland transport 
with the following terms of reference: 1) to study the existing 
organization and regulation of international transport by raii, 
road ana inland waterways; 2) to consider their adequacy for the 
fuil utilization of the existing transport system and for its 
rational development; and 3) to make appropriate recommendations. 


The Conference studied verious transport problems and recog- 
nized that, while the coordination of transport is primarily a 
national problem, the meesures taken by each country may have 
important repercussions at an international level. Noting that 
the Transport Ministers of eight European countries met in Paris 
in January, 1953 and decided to hold further periodic meetings 
to deal with problems in the inland transport field, it was 
concluded that this would provide the basis for an international 
transport body, with the membership being broedened to include 
all countries represented ai the SEEC-sponsored meeting, In 
such a forum, the Transpcrt Ministers could discuss matters of 
common interest with a view to working out practical measures 
for adoption in the countries represented or giving concerted 
directives to their delegates, While the Conference of Transport 
Ministers would not have the power':to make decisions binding on 
all member governmenss, the report points out that in many cases 
measures. approved by the Conference sould be applied without any 
international agseement by the Ministers taking parallel adminis- 
trative action, by sponsoring the adoption of parallel govern- 
mental or legislative measures, or by taking all appropriate 
steps to ensure that the findings of the Conference are appro- 
vpriately acted upon. ae. 


According 
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According to the recommendations, the new trarsport body 
would incluce a Council of winisters of Transport, a Committee 
of Deputies, and scministrative secretaries. The Council would 
meet as often as necessary to fulfill its purposes; tne Committee 
of Deputies, appointed by the Ministers, wouid meet between 
Council sessions to prepare for those meetings and to settle 
questions aelegated to it by the Ministers. The secreteries 
would perform administretive duties. Establisnment of a steer- 
ing group wes considered, but most ue“esates were opnosed to 
such action at the OfEC-sporsorec meeting and it was lert for 
the decision of the Conferer.ce of Ministers. 


BEST COPY AVAILABLE 


Reiations with Other International Oreanizations The report 
recommends that the Conferense of Ministers estaviish a reletion- 
shiv with organizations concerned with transport. This includes 
the Council of Europe, the UN Eccnomic Commission for Eurone, 
the OEEC and the Euronean Coal-Steel Community. It is antici- 
pated that special relations may be established with the letter 
because of the importance of transport in ccal-steel problems. 
in addition, reiations wouia be set uv with such specialized 
governmental organizations as the Berne Union for International 
Railway Transport, Central Commission for the Navigation of the 
Rhine and the International Labor Organization, in view of the 
respective competence of these organs in trensport matters. 


The report recommends that it be the duty of the Conference 
of Ministers, as the coordinating body, to instigate measures 
likely to achieve economies, to avoid overlapping and generally 
to rationalize the scope and functions of the international 
organizations concerned with inland transport. 


A special discussion between the chairman of the OEEC- 
sponsored meeting and an ECE transport expert was held with 
respect to the proposed organization's relationship to the UN 
Economic Commission for Europe. The ECE representative was in- 
formed that the Conference of Transport Ministers is envisaged 
as a place where international agreements may be reached, its 
work being based on tne technical work done in the various exist- 
ing organizations. Cooperation with the ECE was particularly 
envisaged. The ECE representative, however, considers that by its 
terms of reference, the ECE is not limited to technical studies 
in the transport fieid but may enter into intergovernmental agree- 
ment on matters within its mandate. In commenting to governments 
concerned on the recommendations of the recent meeting, the ECE 
has raised certain questions about the effectiveness of the pro- 
posed organization and suggested conditions under which it might 
achieve progress in the transport field and work smoothly with 
other organizations. 

tad * * 
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WOOL INQUIRIZS REQUESTED; President Eisenhower recently 
FIG DUTY REMaINS UNCHANGED has taken two more actions with 
respect to Tariff Commission 
investigations affecting agricultural commodities. On 
July 9 he ordered the Commission to make an investigation 
of wool and wool tops under Section 22 of the agricultural 
Adjustment Act. Simultaneously he asked the Secretary of 
Agriculture to undertake a comprehensive study of domestic 
factors contributing to a decline in US wool production and 
to make constructive suggestions to promote a sound wool 
industry end at the same time vnermit expanding foreign trade. 
On June 25, the President notified the Tariff Commission 
that, in accordanc? ritn its recommendations, he would not 
Cisturb the existing rate of duty on dried figs. 





. Weol Action In August of last year the Secretary of 
Agriculture recommended that the President request the Tariff 
Commission to institute an investigation of wool and wool tops 
under provisions of Section 22 of the Agricultural Adjustment 
Act. He stated that they were being or were practically 
certain to be imported into the US under such conditions and 
in such quantities as to tend to render ineffective or mate- 
rially interfere with Agriculture's wool loan program. 
Pursuant to this recommendation, on September 2, 1952 the 
President directed the Tariff Commission to make an investi- 
gation and compiete its report of fincings and recommenda- 
tions as promptly as possible. The Department of Agziculture 
program involved in this investigation was for the year which 
ended on April 30, 1953. 


In various hearings on agricultural policy and imports, 
mention was made of the fact that the Tariff Commission had 
not yet reported on its wool investigation,and at least one 
Senator recommenced to the White House that the Tariff Commis- 
sion be asked to report soon on its wool findings. On June 25 
the President infcrmed the Tariff Commission that a report 
in relation to the 1952-53 program would no longer be useful 
but asked the Commission to keep under continuous review the 
Department cf Agriculture programs for wool and wool tcps and 
the conditions as they develop so it would be in a position 
to report promptiy shonld such a report be requested. Then 
on July 9 he asked the Chairmen of the Commission for a report 
and recommendutions promptly to permit a decision as early as 
pessible during the 1953 marketing season on whether any action 
was necessary in relation to the 1953-54 program. Simul] taneous- 
ly the broad Agriculture investigation of wool was requested. 


Under 
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Under the loan program, the Commodity Credit Corporetion 
may acquire a substantial part of the 1952 domestic wool ciip, 
up to 40% of the total. The vepartment of Agriculture argues 
that had imports been restricted, CCC would have acouired less 
wool and that, as losses may eventually be sustained on this 
wool, imports constituted interference with the program. 


When the Department of State‘s views were sought, we 
expressed in interagency reetings the belief that any action 
on wocl imports would do material injury to American agricul- 
tural exports, wouid have s profound effect on the existing 
System of international trade agreements and would be critical 
for our relations with the British Commonwealth. Wool is an 
‘important dollar earner and the concession on our wool tariff 
was the key to securing British and Commonvealth acceptance 
bd the obligations of the General Agreement on Tariffs and 

rade. 


The representatives of Austrailia, liew Zealand, South 
Africa, Argentina and Uruguay were informed of the President's 
decision to request the new wool investigations prior to re- 
lease of his letters in this regard. It was pointed out that 
the fact that a.Section 22 investigation is going forward does 
not necessarily mean that restrictions will be imposed. They 
were also informed of the President's deep conviction of the 
need for moving toward freer trade and his feeling that 
impert restrictions are not a solution to the wool problem, 
but that he has to administer in good faith the laws in 
this regard. 


Action on Dried Figs In June the Tariff Commission 
reported to the President that it hac found that the increase 
in the import oauty on dried figs, annovnced last August follow- 
ing an escape clause investigation, remained necessary in 
order to prevent serious oe t we to the domestic industry 
proaucing the like or directly competitive product. (See 
page 1, June 16, 1953 issue.) Om June 25, President Eisenhower 
advised the Tariff Commission Chairman that on the basis of 
the Commission‘s fincings and recommendations, he was of the 
opinion that existing rates of duty should not be changed. 

He asked the Commission to.keep the case under review and 
report to him periodically or at any time conditions affect- 
ing the industzy indicate the desirability of modifying the 
restrictions now in effect. 


* * * 


ADDITIONAL 
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ADDITIONAL US POSITIONS A few more US positions on matters 
£T CURRENT ECOSOC SESSION to be considered at the current 
peas session of the UN Economic and 
Social Council have been agreed. The session is progressing, 
so far at least, without the usual east-west conflicts. 








Restrictive Business Practices The item concerning the 
report of the ad hoc Committee on Restrictive Business Practices 
was not deferred, as was erroneously reported in the July 7 
issue, but will be considered at this session of the Council. 
However, the US delegation will support 4& move to defer sub- 
Stantive action on the issue at this time in order to permit 
@ thorough study of the issue during the course of the US 
review of its foreign economic policy. The ad hoc Committee 
Grafted an agreement for consideration by governments providing 
for: 1) an undertaking on she part of adhering countries 
to take measures to prevent business practices having harmful 
effects on the expansion of production or trade; and 2) machin- 
ery to investigate, upon complaint, and make determinations 
as to the harmful effect of particular practices. (See page 3, 
March 3, 1953 issue.) The UK and other governments, which 
stress the close connection between commercial policy and 
restrictive business practices, are unwilling to move aheed 
until the commercial policy issue is clarified. The US con- 
siders the most practicable way of handling this without 
pre judicing the future status of the restrictive practices 
project would be the adoption of a resolution commending the 
ad hoc Committee, asking the Secretary General to transmit 
the Committee's report to UN and other interested governments 
for their comments and aslting the Secretary General to inform 
Council members when comments have been received from a suf- | 
ficient number of governments to permit definitive substantive 
discussion, 





Technical Assistance With regard to the Expanded Pro- 
gram for Technical Assistance, our delegetion will support a 
program-plaaning proposal under which estimates cover a period 
longer than one year, possibly a three year period. However, 
it will point out that the US cannot commit itself to con- 
tribute beyond the current year and, under its legislative 
system, cannot commit itself for contributions for more than 
one year at a time, a point which Ambassedor Lodge made clear 


at 
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at the recent Pledging Conference. Our delegation will urge 
that negotiations start as soon @s possibie after the ECOSCC 
session on contributions to the 1954 program and that the 
Fourth Technical Assistance Pledging Conference be held as 
early in October as possible and not later than Cctober 15. 

We will support as a target for 1954 pledges 2 foal which 
there is reasonable hope of reaching. Uniess there is evi- 
dence of a substantial increase in support from other govern- 
ments, the 1953 target of ‘:25 million should probably be con- 
Sidered as the goal. t would not seem appropriate to have 
the target lower than last year's in view of increasing needs 
for the program. Our delegation will express disappointment 
with respect to the failure of the 1953 funds to come up to 
what had been hoped for, it will express generél satisfaction 
: with the report of the Technical Assistance Boerd, noting that 
a start has been made at appraising the results of the program. 
It will regret, however, that the TAB report and other techni- 
cal assistance documents were not received earlier to ailow 
sufficient time for study by governments. Several suggestions 
will be made which are designed to clarify and strengthen the 
functions of resident representatives and also with regard to 
the desirability of programming for technical assistance in 
the field, at the capitols of the countries concerned. 





+ * * 
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JOUGLAS COMPLETES Mr. Lewis A. Douglas, formerly US Ambassador 
STUDY OF STERLING to Great Britain, has completed his study 

for the President on the sterling area and 
the problems connected with Commonwealth proposals for freer 
trade and convertibility. He concludes that. it would be unwise 
to move to convertibility until a number of other steps have 
been taken, including US action on commercial policy, but urges 
that the momentum toward convertibility be maintained. 


Background Last fall a conference of Commonwealth Prime 
Ministers worked out proposals for moving toward convertibility 
and freer trade. (See page 1, January 21, 1953 issue.) Early 
in March the British Prime Minister and Chancellor of the 
Exchequer came to Washington for economic discussions with the 
new US Administration and it was decided that both governments 
would give further study to the problems which had been raised. 
Subsequently the British discussed the matter with Western _ 
European countries and in the OEEC forum, where further study 
and work is proceeding. President Eisenhower asked Mr. Douglas 
to head up the study on the US side and this has been going on 
for the past few months, with the help of the various agencies 
concerned. Last week Mr. Douglas completed his report and sub- 
mitted it to the President. , 


importance of Sterling convert ep Mr. Douglas points 
out that the national interests of | are deeply affected 
by the status of sterling and the financial strength of the 
sterling area. In spite of its present limitations, a larger 
part of world trade is conducted in sterling than in any other 
currency. Because sterling is:a world currency, its fuller 
convertibility is essential to the restoration of economic 
freedom in large parts: of the world. Other currencies may 
become convertible but, in the absence of convertibility of 
sterling, the influence on the international economic environ- 
ment wili be limited. On-the other hand, the convertibility 
of sterling would have favorable and ‘marked effects on the 
international economic environment, even in the absence of 
convertibility of other currencies. Accordingly, as sterling 
becomes more and more freely transferable into other currencies, 
particularly into dollars, the economic choices which indi- 
viduals enjoy become greater, the dominion of competition and 
of individual initiative becomes larger, and the area of | 
economic freedom expands. It is doubtful whether the world 
can recover a high degree of economic freedom or whether 
American exports can enter foreign markets without benefit of 


continued 


_ DECLASSIFIED FoR PUBLICATIO 
N IN FO 
RELATIONS OF THE UNITED STATES nae 


~——---+ 




















SECRET - SECURITY INFORMATION 
= 


continued American subventions ‘and subsidies, debi stef ling 
makes further progress toward its own emancipation. If further 
progress is not made toward the removal of restrictions on: 
trade and a more unfettered exchange of currencies, it is... 
quite likely, Mr. Douglas ‘believes, that despite any inter-.. 
national political institutions, the unity of the free world’ 
wiil remain precarious and fragile. 


However, Mr. Douglas warns against submitting sterling. to 
the.strains and stresses of free convertibility prematurely,.. 
_.aS:was done in 1947. The recent increase of British gold and 

dollar reserves, welcome though it is, must be regarded as - 
modest. It is not yet known what the "full force of German. ; 
and Japanese competition may be. Moreover, US policy in re-. 
gard to relaxing its restrictions: on trade has not been made.” 
sufficiently clear. Under these circumstances, Mr. Douglas .. 
‘concludes, an extension of the liberty with which sterling can 
be. converted into other currencies would now seem to be doubtful. 


‘Major Causes of Sterling Imbalance Among the major .. 


causes for the imbalance between sterling and the dollar, the - 
report states, are: 1) the weakening of UK competitive power 
‘résulting from the existence of sellers' market conditions 

and opportunities for protected. trade financed by repayment . 

of. sterling debt, and also from inflexibility in costs and. 
immobility of resources; 2) the .change.in: the’ pattern and. . 
composition of the foreign trade of the UK;'3):the change in a, 
the UK's position from the world's. biggest  opeddtor to the ...... 
world's biggest debtor; 4) “the. greatly :inetéased resources, -.. 
internal and external; which the UK hag shad “to ‘devote to de-...- 
fense and overseas commitments generally; 5) the inability of. 
the UK to devote adequate resources: to industrial investment | 
because of the burden of. défense and indebtedness and the. - 
worsened terms of trade which were sssocisted with a high - 
level of total government ‘expenditure,:a protracted burden of: : 
heavy taxation end a prolonged. shortage of private savings; . 

6) the. worseriing of the climate for private international .--: 
investment .generally; 7) ‘the fluctuation-in volume of ‘purchases | 
by business communities in the main exportable commodities.iof. - . 
the sterling area, and the resulting ‘movements in price which ~~ 
have often been aggravated by contemporaneous and Similar......-. 
fluctuations in the volume of purchases by governments; and . yet 
8) the maintenance by the US of trade; policies which were more...... 
appropriate to a debtor than to a; creditor country; US persist- 
ence in. maintaining a policy of protecting the American market 
and subsidizing American services which foreign enterprise can 
more effectively and cheaply render. 
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A review of these causes makes it clear, Mr. Douglas 
states, that monetary measures alone cannot produce the 
solution that is needed to neutralize the increasingly 
persistent tendency of the US payment position to be in 
surplus with the rest of the world. 


teps. the s Taken The British Government hes 
realized that factors internal to the Commonwealth and 
the UK had to be dealt with as prerequisites to a freer 
movement of international trade and currencies and has 
taken noteworthy steps to this end. The report points 
out that the UK has inaugurated a program designed to 
foster the formation of private capital and the restora- 
tion of enterprise, and to encourage a resurgence of indi- 
vidual initiative. It has pursued monetary and credit 
policies aimed at control of domestic inflationary pres- 
sures and a return to a freer money market. It has made 
a new approach to its budgetary problems. It has initiated 
modest reductions in taxes to stimulate the accumulation 
of venture capital. It has largely removed subsidies on 
food. It has derationed many articles of consumption and 
manufacture which were formerly distributed in restricted 
amounts. It has reopened many commodity markets and has 
announced the future opening of others. It has denation- 
alized one industry and is completing the process of 
denationalizing another. It has removed some of the 
restrictions which formerly existed on the flow of trade. 
It has attempted to provide leadership in reestablishing 
sound principles of monetary control throughout the 
sterling area. 


Measures hich Remain to be Taken Mr. Douglas states 
that it is for the British Government to devise its own 


further corrective measures. In the meantime, the US should 
commence as soon as possible to remove from its own policies 
impediments to freer trade and currencies. He states that, 
since we have become the world's greatest creditor, we have 
long outgrown the barriers we erected against imports into 
the US. We can no longer pursue the protectionist policies 
of a debtor nation and hope to escape from government 
intervention, restrictionism, state planning and discrimi- 
mation against American products in the international 
market. While the liberalization of our policies may 

not produce a financial balance between the dollar and 


sterling 
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sterling easily or in short order, it would contribute sub- 
stantially to creation of an environment of world trade in 
which convertibility, at the appropriate time, could be safely 
considered with confidence that “it would endure. 


Recognizing that time will be required ‘to pass legislation 
aimed at establishing a freer American trade policy, -Mr. Douglas 
urges that the momentum toward freer trade and convertibility be 
maintained. In that regard he suggests a prompt announcement 
that it is the determined policy of the US to work ‘toward . 
simplification of our customspractices and a progressive, .. 
vigorous and consistent relaxation of our restrictive foreten 
trade legislation. ge 


Another contribution to basic solutions would be an-:::-” 
increase in private investment of dollars in foreign countries. 
Many impediments stand in the way of such investment, some.of 
which can-be readily removed while others should be. progres-. 
sively diminished until they disappear. In the immediate . 
future, we might focus on valid devices which will provide..a- 
reasonable transition from-.a period in which American dollars, 
through public agencies, have been invested overseas to the - 
period when the flow of private capital becomes adequate,:.. To 
this end, it is suggested that a combination of government 
agencies working in association with private management. and... 
capital might perform a highly useful service.: Also, the :: 
International Bank provides a method’ by which an environment. 
favorable to private investment ‘can be created. Still another 
device: might ‘be participation of American: banking houses: in. - 
sterling toans made by London banks. with some sort of a British 
guarantee of the rate of exchange and an Eximbank gescenpes of 
the transferability of the participating dollars. 


Finally, in addition:.to questions of trade and investment 
policies, Mr. Douglas urges that we seek to develop measures: 
to abate the violent fluctuations. in the prices and volume of 
the major raw materials that enter into international trade... 
This: single phenomenon of the postwar period has produced 
strikingly: adverse effects upon the.trade of the UK, the - 
steriing area, and Western Europe. While: he does: not neces-: 
sarily: conclude that commodity. agreements:.are the answer, .° 
Mr. Douglas’ trges that this: problem receive more study. wit 
suggests that one approach: might. be the use. of government. : 
purchases,:to the extent they are necessary for other. reasons 
to mitigate the effect of: the apencens:¢ movements in nail 
critical materials, — . 


re coe ee * * * 
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INTERNATIONAL FREE TRADE The third biennial world con- 
UNION HOLDS WORLD CONGRESS gress of the International Con- 
| federation of Free Trade Unions 
was-recently concluded in Stockholm with 169 delegates pres- 
ent from 52 countries. The Ic?ffU now lists 938 affiliates in 
74 countries with a total membership in excess of 53 
million, as against 77 affiliates in 59 countries with 
less than 52 million members before the 1951 congress. 








Omar Becu of Belgium, head of the international 
Transport Workers Union, was elected president of the 
organization for the next two-year period and J. H. 
Oldenbroek was re-elected General Secretary. Becu, a 
proponent of vigorous anti-Communist policies, was 
strongly supported by US labor leaders. Some observers 
predict that the next two years may be characterized 


by 
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by sharp disagreements between Becu and Oldenbroek and 
that the next congress will be presented with an action 
program, by Becu which might force rejection of Oldenbroek 
as General Secretary. 


Different approaches to foreign policy in the speeches 
of US and UK delegates caused considerable comment at the 
meeting. US delegates felt that British representatives 
reflected an attitude of apneasement toward the Soviet bloc 
as a result of recent international developments, 


Accomplishnents of the Congress The congress passed 
resolutions advocating equai pay for equal work, improve- 
ments in wages and working conditions, European integration, 
peace and freedom and resistance of dictatorships. It 
approved resolutions relating to underdeveloped areas which 
were chiefly concerned with trade union freedom, social 
security and technical and educationai assistance. A US 
workers delegate to the recent International Labor Organiza- 
tion meeting (see page 10, July 7, 1953 issue), who is dis- 
appointec at the ineffectiveness of workers delegates from 
many countries, urged a resolution which was adopted instruct- 
ing the ICFTU Executive Board to formuiate general economic 
and social objectives which the workers group might submit 
to the ILO. 


A resolution was adopted which advocated that inter- 
national migration be financed from public sources. It stresse 
stressed the role of the Interlational Labor Organization 
in migration work and recommended that the International 
Committee for European Migration become a UN specialized 
agency. The resolution stated that trade uniong at the 
internetional level should work for the protection of migrant 
standards and at the nationai level they should fignt against 
Ciscriminatory practices and assist in smoothing adjustment 
of workers to the new country. 


An official delegation was sent to East Germany by the 
Congress to investigate the situation of workers there and 
in East Berlin, in view of the recent uprisings. As a result 
of this investigation, the tripartite commandants in Berlin 
sent’ an appeal on behalf of the ICFTU to East German authori- 
ties for the immediate release of workers still in prison 
as a result of the disturbances. The reply from the East 
German commandant was noncommittal. — 


* * * 
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ICAO ASSEMBLY The seventh Assembly of the International 
1S_CONCLUDED Civil Aviation Organization (ICAO) was held 

| at Brighton, England from June 16 to July 6, 
1953. Delegations from 52 member states were present as well 
as observers from five non-participating states, including 
Nationalist China and Japan, and from eight international 
organizations. The main task of this session was to review 
the work of the Organization in the administretive, economic 
and technical fields during the past three years and to pro- 
vide the 2l-member Council and its subsidiary bodies with 
policy decisions for the future. In general, the meeting was 
satisfactory to the US and our position was sustained on all 
major issues .- ; 





The fundamental objectives of ICAO include promoting the 
orderly growth of international civil aviation throughout the 
world so es to meet the needs for safe, regular, efficient 
and economic air transport; the prevention of economic waste 
caused by unreasonable competition; and the promotion of 
safety of flight in international air navigation. ICAO is 
responsible for adopting international standards and recom- 
“mended practices for air navigation services which are 
regulatory in character and have important effects on 
domestic civil air regulations, practices and procedures and 
particularly upon all international air carrier and other 
international aviation activities. The standards so far 
adopted constitute a world code for international aviation 
““analagous to the Civil Air Regulations of the US. 


Economic Matters Considered In the economic field, the 
Assembly was chiefly concerned with the international 
operating rights of airlines and other operators of air 
transport services. Efforts have been directed for some time 
toward devising some general form of permission to be agreed 
upon by all nations, so that operators of international 
services could conform without the necessity for constant 
reference to governments for permits and licenses. The question 
of operating rights was thoroughly studied and discussed in 
Brighton, and the conclusion was reached that the time is not 
yet ripe for attempting world-wide agreement on the exchange. 
of commercial rights in international air services. However, 
it was agreed that the ICAO Council should study what might 


be 
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be achieved by means of general agreement on certain partial 
solutions, which would produce results of practical value on 
the way toward the objective of multilateralism in the ex- 
chance of commercial rights. 


The possibility of some form of regional agreement has 
been raised by the Council of Europe which wishes to see 
European integration extended to the air. The Council of 
Evrope has requested ICAO, as the international body con- 
cerned with all aviation problems, to convene a conference 
to consicer various measures to coordinate and improve 
European air transport. This proposal was approved by the 
[CAO Assembly, and preparations for the conference will be 
made soon. 


The Assembly also gave special attention to the needs of 
non-scheduled international air services. It was too early 
to expect universal freedom for this type of transportation, 
the Assembly felt, but it was agreed that the ICAO Council 
should explore the matter to see how charter operations could 
be distinguished from regular services, and what practical 
steps should be taken to facilitate non-scheduled air trans-~- 
port. 


The problem of the growing cost of airports and radio 
facilities was also discussed. Since the different States 
are not in agreement as to what sort of charges would repre- 
sent a reasonable balance between the operators of airlines 
and the operators of airports, it was agreed that the Council 
should issue a@ purely factval report on the situation, so 
that governments could examine it independently and reach 
their own conclusions. 


Techmtcal Problems With respect to air navigation, the 
Assembly deciaed that the time has arrived when more emphasis 
could be placed on the implementation of international stand- 
ards, practices and procedures in civil aviation. It was 
recommended that specific problems of an urgent character be 
stressed rather than the revision of any set of standards or 
regional plans. The resources of the five regional offices 
of ICAO (Cairo, Lima, Melbourne, Montral, Paris) were 


emphasized as a means of asSisting national. administrations to 
implement these standards, practices and procedures. The 


advent 
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advent of the jet age has emphasized the desirability of some 
ICAO action to deveiop internatianal airworthiness require- 
ments to which all aircra?’t-producing states would have to 
conform. The Brightcn meeting considered it highly desirable 
to arrive at a solution on airworthiness at the earliest 
possible date and a resolution was adopted which will stre 
stren; then the hand of the Council in the work it has already 
undertaken on this question. 


Administrative Matters . The US was successful in efforts 
to o.tain a cut in the ICAO budget for the next year. We 
were particularly anxious to accomplish this‘in view of the 
strict economy instructions under which the US Government is 
now operating. A resolution was also adopted directing the 
Council to ascertain the views of member states as to the 
desirability of amencing the Convention on International 
Civil Aviation so as to permit the Assembly to meet at less 
frequent intervals than annually. 





The /ssembliy voted to. admit Japan to membership in ICAO 
and approved Nationalist China's financial propoeais in the 
event that she again joins. the Organization. A new Council 
was elected to serve for three years at the Organization's 
Montreal headquarters. During the session, Yugosiavia 
— that it would become a. member of ICAO January l, 
1954 
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REHABILITATION AID President Eisenhower jhas asked Congress for 
SOUGHT FOR KOREA a $200 million appropriation which would be 
available immediately for economic rehabili- 
tation in Korea. This would come from savings in expenditures 
by the Department of Defense resulting from.the cessation of 

. hostilities. At the same time President Rhee was informed. that 
this is not intended as the full rehabilitation program but is a 
stopgap authorization pending Congressional consideration of a 
full program next session. 





Background Henry Tasca recently returned from a three- 
month economic survey of Korea, where he was sent in the capacity 
of special US economic coordinator. His report has been reviewed 
- by MSA and other interested US agencies and will form the basis 
for a rehabilitation program, although it is being recast some- 
what, particularly with regard to the periods in which obliga- 
tions and expenditures can be made. 


Tasca's Proposed Program Tasca recommended a program . 
amounting to $300 million in US aid for fiscal 1954 as part of 
a three-year program totalling some $1 billion with the object 
of rehabilitating the economy and developing an economic base 
which will permit maximum Korean Government support for its armed 
forces. This would be in addition to present programs of $75 
million for Civilian Relief in Korea, %71 million for the United 
Nations Reconstruction Agency, and about $25 million in miscel- 
laneous US aid It would also be in addition to military end- 
item assistance and to dollar reimbursements to the Korean 
Government for hwan drawn by United Nations Forces and sold to 


US personnel. 


Tasca's recommendations are based on a Korean five-year 
plan but concentrate on the key production areas essential to a 
- yeconstruction and recovery program. The report calls for invest- 
ment in agriculture, mining, industry, transportation, and power, 
assuming that mining and agriculture, and possibly cottage indus- 
tries, are those with the greatest export potential. It stresses 
projects which can provide for reconstruction and development of 
basic services and utilities; rapidly produce increased supplies 
of essential goods and services; attain self-sufficiency in food- 
stuffs, fuel and consumer goods; improve and maintain public — 
health and safety; restore minimum levels of housing and educa- 
tion; and make a beginning on fiood control, land reclamation 
and reforestation. The report also recommends that the Korean 
diet, now deficient in fats and proteins, be supplemented by US 
surplus butter, cheese, dried skim milk, cotton seed oil, and 
peas and beans. 


The 
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The report stresses thet the solution of Korea's economic 
problems demands proper. 6dordination between US and UN agenciés; 
with binding assurances"by the ‘Korean Government ‘that it willtake 
necessery steps to guarantee the host effective use of resources 
mage available under external assistance programs. ‘Economic: ¢do¢ 
ordination ‘between the United Nations Command and the Korean GoVern- 
mént’is ‘at present conducted through the Combined Economic Board. 
Although the United Command-Republic of Korea Economic Coordination 
Agreement. (see page 4, May 26, 1952 issue) provides that the Board 
shall consider all pertinent aspects of the Koreén economy, the : 
report points out that the Board's activities have been limited to 
such -mattérgs as the pricing of Civilian Relief -in. Koréa: “aid. goods, 

; “re payment: for United Nations “hwan- drawings, and determination of 

va riew military Conversion rate. The report: calts for more activity 
on:-the part. of the Board on internal firidantial and economic policies 
whieh: will strengthen the economic structure ‘of ‘the country and ‘its 
capacity for self-support ‘and ‘self-defense. It recormends either 

a new aid agreement with the US or amendments of the -existing -agree- 
ment, which would contain specific terms assuring Korean Government 
action: on necessary economic and financial. measures. . Specifically, 
it ‘alts for the establishment of a single valid exchange rate 
whi¢h would ‘apply to all ‘hwen-fcoreign currency transactions; ‘pric- 
ing -of. ‘imported goods at the single rate, with few exceptions; — 
dévelopment of ‘a plan ‘to promote: salé-or-long-term lease of state- 
owned industries to ‘private buyers and the encouragement of private 
enterprise ; adjustment of the price structure to monetize income 
and obviate the necessity for hidden stbsidies; and coordination 
of economic and financial volicies in-the Combined. Economic Board 
with particular reference to budgets | tax, investment and credit. 


-2e 


The Fepert recommends the appointment of & US banking and: 
monetary adviser to help the Government of Korea in implementing its 
recommendéd ‘policiés:, It clso suggests that admission of Korea 
to the ‘Intérnational ‘Bank and Internationdl Monetary Fund: would 
- be ‘helpful “in encouraging ‘a rations 11Z8¢ion of the inorean financial 
oan" aaah, xf exchange rete atructure. . 


“The ‘dpsence ‘of centrey. ‘authority for eccnenié assistance to 
merce ‘cannot ‘be ‘eorrectéd ‘absolutely, the report states, but it is 
imperative that ‘all éxtérrial: economic assistance to Korea, ine'lud- 
“ing reliéf, réhabilitation,': “and defense support: assistance be co- 
ordinated ‘under one’ head.’ It therefore recommends that authority 
be vested in the office of “the ‘Commander-in-Chief, United Nations 
Command, and a special représentabive of the President, ‘with: 
Washington responsibflity ‘placed with the’ head of the new Poretgn 
Operations : ‘Adwinistration.: | : SORTER. Me 





> 
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US WILL CONSIDER PHILIPPINE PROPOSALS In a recent reply 


FOR REVISION OF 1946 TRADE AGREEMENT to the Philippine 
Government's note 

of May 5, which made certain proposals regarding revision 

of the US-Philippine Trade Agreement of 1946, the US has 

indicated willingness to study any specific Philippine pro- 

posals in order to determine whether they provide a basis 

for renegotiation. In this connection, the Administration 

is now taking steps to establish a special US executive 

committee to examine the three substantive proposals advanced 

by the Philippine Government, as well as other aspects of 

economic relations between the two countries. In a conversa- 

tion with Philippine Foreign Minister Elizalde, it was pointed 

out that the work of this special committee would be closely 

coordinated with the over-all study of US foreign economic 

- policy which the President has recommended. 





: A cursory study of the Philippine proposal has revealed 
the necessity for additional information on what the Philip- 
pine Government has in mind, and we have requested further 
amplification. Meanwhile, the Department has kept Congres- 
sional leaders informed of our views on the Philippine pro- 
posals, since any revision of the agreement to become effec- 
tive would also require action by the United States Congress. 


, Philippine Proposals In its note of May 5, the 
Philippine Government transmitted a report which it believed 


might be used as "the basis for the readjustment to present 
conditions of the trade agreement". The note proposed 
creation of a joint US-Philippine committee to study and to 
recommend modification of the agreement. The report proposed: 
1) that present tariff provisions of the agreement be re- 
placed by a provision for limited and reciprocal free trade; 
2) that the provision requiring the Philippine Government to 
obtain the consent of the President of the US before it can 
change the par value of the peso or restrict transactions in 
foreign exchange be eliminated; and 3) that provisions govern- 
ing immigration and the rights and privileges extended to 
citizens in the field of public utilities, lana ownership. 

and exploitation of natural resources be made reciprocal. 


We have specifically asked for more information on the 
proposal to replace the present preferential arrangement with 
a selective free trade scheme. We would like to know on 
which commodities the Philippine Government would request 


duty 
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duty-free entry into the US; to which US commodities it would 
accord reciprocal treatment; the duties that would be applica- 
ble to other US commodities entering the Philippines; and 
other details on how the duty-free entry scheme would work, 
including the period to be covered by the proposed arrangement, 
and whether other limiting devices, such as quotas, are 
envisaged. 


Steps Leading to croposais The Philippine Government 
has been pressing for a revision of the 1946 agreement for the 
past year and a half. That agreement, designed to cushion the 
economic shock attendant an rehabilitation of the postwar 
economy and on attaining independence, provided for eight 
years of free trade between the two countries (which expires 
July 3, 1954), followed by 20 years of declining preferences. 
Philippine officials have often stated that the present agree- 
ment is an important basic cause for the country's balance of 
payments difficulties and is the main obstacle to Philippine 
industrialization and diversification of production. However, 
the prohibition in the agreement against duties on imports 
from the US has been circumvented by quantitative restrictions 
and exchange controls. The loss of customs revenue on. imports 
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' from the US has been offset by the foreign exchange tax. 


Philippine officials seem to believe that if the agreement is 


revised along the lines of "selective free trade", the Philiv- 


pines can abolish import control and the exchange tax, substi- 
tuting customs duties for then. | ? 


The latest moves toward revision began in January when 
the Philippine National Economic Council. and the 15-man com- 
mittee which had been established by the Philippine Government 
to study revision of the trade agreement jointly endorsed 
immediate revision of the agreement and "a selective free trade" 
proposal. We made it clear at that tirs.that any proposal on 
this subject should be submitted through Embassy Manila for 
comment and study, and. after that, the two governments could 
decide on procedural mechanics. In March, President Quirino 
sent a letter to the White House, referring to the necessity of 
re-examining the present agreement and requesting President 


' ‘Eisenhower's consideration of the problem. to the end that early 


steps might be taken toward "a more reasonable and adequate 


readjustment" of trade’ relations between. the two countries. 


On May’ 2, the Philippine Counsél of State approved the proposals 
don which were transmitted to the Embassy a few days 
later. ee 


* * * 
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NEW WHEAT AGREEMENT EXPECTED By July 15, the deadline date, 
TO COME INTO FORCE AUGUST 1 a sufficient number of coun- 
tries had deposited documents 
of ratification or indicated their intention of doing so by 
August 1, to permit the new International Wheat Agreement 
to come into force on that date. (See page 7, April 14, 
1953 issue.) The UK continued to abstain and India requested 
that its import quota be reduced from 1.5 million to 1 million 
tons. New accessions include Jordan, the Vatican, the Renublic 
of korea and Yugosiavia. The Wheat Council which met in 
London last week chose Thursday, July 23 as the opening date 
for wheat sales under the Agreement, and the US, which had 
ratified on July 13, took steps to amend the appropriate 
directive so that US sales could be opened on that date. 


Discussion on Quantities At the Wheat Council meeting 
it was ascertained that the potential maximum total under the 
Agreement appears to be about 425 million bushels, after taking 
account of the UK withdrawal, the indian reduction, new acces- 
sions, and increases. | 





Tne US, Canada and Australia were unable to agree on the 
distribution of exporters' quotas in the light of these adjust- 
ments. The Canadians had previousiy suggested that the UK 
reduction be shared on a pro rata basis by the exnorting coun-' 
tries, but the US opposed this on the grounds it would repre- 
sent a considerable shift in the pattern of trade. The US 
pronosed the following division of the total quantity: 55% 
(230 million bushels) for the US, 34.3% for Canada, and 10.7% 
for Australia. The Canadians argued strongly that more than 
50, for the US is unacceptable, because it would give the US 
absolute dominance in voting whenever a concurrent majority | 
was called for. However, the US was willing to support an 
amendment to the Agreement restricting the vote of any country 
to less than a majority, regardless of the size of its quota. 
The exporters introduced a proposal to amend the Wheat Agree- 
ment to limit votes of any country to 49%, but the importers 
were unwilling to take action without referring the matter 
to their governments for consideration, so tnis issue was 
postponed until the October. session. Our delegation con- 
siders it doubtful that the Council will agree to recommend 
an amendment, since this would complicate the whole question 
of ratification of the Agreement. 


Another 
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“Another issue which was postponed until October vertained 
to the. permanent. seat of the Council, with the great majority 
favoring. London even without UK participation. The US also 
oroposed that the status. of the Chairmanship of the Council 
be taken up at the October meeting. 


US Wheat Outlook Because the US is ending its current 
crop year with a very large carry-over of wheat, it is antici- 
pated that US farmers will shortly approve by referendum vote 
the application of acreage cuotas for next year. 
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EXIMBANK MAKES The Eximbank has agreed to make a $100 million 
LOAN TO FR. FRANCE loan te the Government of France which will 

be secured by assignment of payments due the 
French Government against US offshore military procurement 
contracts. The ioan is similar to the agreement entered into 
last year between the US and France which resulted in a $154 
million Eximbank advance to France. 


Bacxeround Last April the French asked US assistance 
and expia:ned the inadequacy of their government‘s dollar 
availabilities. We repliea that if the French Government 
made substantial progress in carrying out its oronosed program 
for financial recovery, the US would favorably consider 
Eximbank financing for part of the svecial "budgetary" off- . 
shore contracts concluded with France. Various candidates 
for the Premiership during the 40-day period in which France 
was without a government attempted unsuccessfully to find a 
program acceptable to the Fren¢gh Assembly. Finally, the 
present Premier, Laniel, eariy this month received approval 
of his financial program. Shortly. after his investiture, the 
French Government again approached the US for financial 
assistance, stating that French Parliamentary action in avprov- 
ing the Laniel financial program constituted substantial per- 
formince of the prerequisites sect down by the US. Interested 
US agencies concurred and on July 23 the Eximbank agreed to 
the $100. million loan at 4% interest. The loan will be repaid 
into the US Treasury by Defense as the offshore contracts are 
completed. - 
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in addition, the French have asked that we approve 
their utilization for military expenditures of the counter- 
part accruing from the fiscal 1953 aid program and the 
release for expenses in Indochina of counterpart accruing 
from the $60 million which was advanced last May from fiscal 
1953 appropriations. The latter proposals are under study 
by interested US agencies. 


Laniel Financial Program As apnroved by the French 
Parliament, tne new financial program of Premier Laniel calls 
for new taxes, intended to raise about 60 billion francs a 
year or about a 2% increase in total revenues. These taxes 
will apply to gasoline, oii and alcohol. There will be a new 
Surtax on elcoholic beverages, an increase in stamp taxes and 
a doubling in the price of passports. The program authorizes 
-the government to sign conventions with the Bank of France 
increasing the "permanent" ceiling on advances to the Treasury 
from 200 to 400 billion frances. The increase includes 130 
billion franes already advanced temporarily and therefore 
provides only 110 billion in "new" money. Thése advances are 
to be amortized at the rate of 80 billion a year begirning 
next December, and it is expectea that the new taxes proviced 
for will cover amortization requirements until mid-195%. 





The new program also provides temvorary powers to the 
government for the purpose of exercising certain adminis- 
trative reforms. The government will have the power to change 
present legislation in order to effect reforms and economies 
in state and other public organizations for the duration of 
this government or until next October, and it will have the 
power to effect transfers between budgst titles to shift 
appropriations to the most productive sectors. 


A ceiling is established on budgetary exnenditures in . 
- 1953, with the stipulation that the 1°54 budget will not ex- 
ceed 1953 expenditures. Any sums realized from such economies 
or from any @urplus remaining from new taxes, will be denosited 
in a new fund for economic expansion in housing and farm 
equipment. : | 


In addition to the new financial program, it is expected 
that:a large internal loan will be launched in the fall, 
similar to the Pinay loan of last year, but tied to consumer - 
articles prices instead of to the price of gold. 


* * * . 


COMMERCIAL 
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CCHIMERCI*L TREATIES Last wee!: the US Senate approved by a 
APPROVED BY US SENATE vote of G6-1 Treaties of Friendship, - 
Commerce and Navigation between the US 
and Denmark, Ethiopia, Greece, Israel and Japan. At the same 
time, it approved an agreement with Italy supplemental to the 
1946 Treaty of Friendship, Commerce and Nevigation, an agree- 
ment with the German Federél epvblic reactivating the Treaty 
between the US and German:r on Friendship, Commerce and 
Consular Rights of December €, 3923, as amended, and a proto- 
col making @ minor amendment to tne 1924 commercial treaty 
with Finland. The treaties, whic. are similar to each other 
and to other recent commercial conventions, are further steps 
in our program to extend and modernize treaty protection of 
US citizens, corporations, capitéel, trade and shipping abroad, 
with special emphasis on establishing conditions favorable to 
private investment. 








A reservation on professions is ettached to the treaties 

‘with Israel, Denmark, Greece and Japan and to the asreement 
with Cernany. Objection was raised that lansua.e in these 
documents relating to the practicing of professions would 

have the effect of overriding State laws or the provisions of 
Stave constitutions which make citizenship a nréredquisite to 
the practice of certain professions. Tne Senate concluded 

that -f a State law or constitution requires that an individual 
see!zin, to practice a profession which involves functions in 

a public capacity or in the interest of public health and 
Safety must be a citizen, the treaties in Guestion should not 
have the effect of overturnin, these laws. Thus, a reservaé- 
tion for this purpose was attached to the treaties involved, 

It is notable that this represents 4&4 change in US treaty policy 
of thirty years standin;, as previous treaties of this nature 
contain professions clauses to which the Senate did not object. 


The agreement with Italy was approvec subject to the 
understanding that the social security arrangement referred to 
"shall be made by the US only in conformity with provisions of 
statute", This means that. if at some future time an accepta- 
ble arrangement is negotiated between the two countries, in 
conformity with the standards set forth in the agreement, 
domestic legislation would be. necessary to make the arrange- 
ment effective. The purpese of the agreement is to assure 
that persons who work part of their lives in one country and 
part in another will be entitled on retirement to benefits 
representing a combination of the credits they accumulated 
under both systems. 


The 
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The treaties will become effective following retification 
br the .overnments concerned énd an exchange of instruments of 
ret.f.cotion with the US. The asreement with tne German 
Feceral Republic and the treaty with Japan are now receiving 
perl_amentary consideration in those countries. The German 
Forei.vn Crfice has indicated that no problem is anticipated 
with the professions reservétion, but there is some question 
as to now the Japanese Diet will react to the reservation. 
Pinland has ratified the protocol cni Embassy “.acis Ababa 
stctes that the Ethionien Governnent wil proceec with the. 
xc nonue or ratifications upcn the Embéssy's rece‘ pt of the 


IS instrunents. 
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TRADE AGREEMENTS AND CUSTOMS In the closing days of 
SIMPLIFICATION BILLO APPROVED this poaan a ie R3rd 

Congress, bills were passed 
extending the Reciprocal Trade Agreements Act fcr one 
year until June 12, 1954, and medifying US customs pro- 
cedures. Presidential signature of both measures is ex- 
pected and the Department has suggested that he request 
further action on customs simplification. It is also 
expected that the members of the commission of foreign 
economic policy, authorized in the trade agreenents 
legisiation, will be named soor., since tne commission is 
required to report within 60 days after the next regular 
session of Congress convenes. 


Trade Agreements Act The trade agreerents bill ex- 
tends the authority of the President to enter into trade 
agreements under section 350 of the Tariff Act of 1930 
for another vear, thus provicing the authority requested — 
by the President as an interim measure while the econcmic 
foreign policy of the US is re-examined (see page 1, 
April 14, 1953 issue). The bill provides also for the 
establishment of a bipartisan commission to be known as 
the Commission on Foreign Economic Policy to conduct - 
such a study of our economis foreign policy. The com- 
mission is to consist of seventeen members, with seven 
to be appointed by President Eisenhower, five to be 
appointed from the Senate by the Vice President and five — 
to be appointed from the House of Representatives by the > 
Speaker. No more than four of the Presidential appointees 
are to be from the same political party, and no more then 
three of each of the other groups of appointees are to be ~ 
from the same party. Following a conference on differ- 
ences between the Senate=- and House-passed versions of- 
the bill,. both Houses accepted as the scope of the com- 
mission's study a statement that the commission ‘shouid 
be directed to examine, study and report on the subjects 
of international trade ana its enlargement consistent 
with a sound domestic economy, US foreign economic policy, 
and the trade aspects of US national security and total 
foreign policy. The commission is to recommend appro- 
priate policies, measures and practices. 
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The bill passed by the House provided for the addi- 
tion cf one member tc the US Tariff Commission, thus 
making it a seven-man body under majority control of the 
party in power. In tne conference report, subsequently 
approved by both Houses, it was agreed to keep the member- 
ship of the Tariff Commission at six. Whenever, in any 
case calling fcr findings of the US Tariff Commission 
in connection with authority conferred upon tne President 
by law to make changes in imnort restrictions, a majority. 
of the Commissioners are unable to agree upon findings 
or recommendations, the findings unanimously agreed upon 
by one-half of the Commissioners may te considered by 
the Presicent as the findings and recommendations of the 
Commission. If the Commissioners voting are divided 
into two equal groups each of which is unanimously agreed, ~ 
the views of each group are to be submitted to the . : 
President who may accept either as the Commission recon- 
mendation. It was aiso agreed that whenever there is 
a tie vote in Tariff Commission consideration of whether 
investigations or hearings should be heid, such investi-. 
gations or hearings are to take place. The House agreed 
with the Senate amendment providing that the enactment 
of the bill expresses neither approval nor disapproval 
of the General Agreement on Tariffs and Trade. It also 
agreed with the Senate amendment providing that the 
President may take emergency action on-imports under 
Section 22(b) of the Agricultural Adjustment Act without 
awaiting the .recommendations of the Tariff Commission, 
such action to continue in effect pending the Tariff 
Commission report and recommendations. 


On July 23, the Simpson bill containing a number 
of provisions which would have been extremely restrictive 
of the President's authority in the trade agreement 
field was rejected by the House of Representatives. This 
measure, which was strongly opposed by the Administration, 
was in effect killed when it was sent back to the Ways 
and Means Committee. The rejected measure called for 
import quotas on oil and increased tariffs on lead and. 
zinc. Among other things, all discretion would have been 
removed from the President regarding peril points, escape 
clause action, operation of Section 22 of the Agricultural 
Adjustment Act and other measures affecting imports. 


Customs 
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Customs Simplification The bill on Customs Simpli- 


fication enactea by the Congress and sent to the President, 
while providing some iesirabie modifications of present 

customs reguiations, does not include certain major 
improvements in customs procedure and administration 
which the Executive Eranch of the government considers 
desirable. The most significant of these concerns a 
proposed change in the basis of vaivetion for customs 
purposes. The House of Kepresentatives has passed an 
additional bill containing all the provisions on customs 
administration which it had approved tnis year and which 
were deleted from the bill by the Senate. These provisions 
pertain to valuetion, conversion of currency and rein- 
portation of metal products exported and changed in 
values The new bill hes been referred to the Senate 
Finance Committee and presumably will be considered by 
that committee eariy in the new session of Congress. 


Remaining provisions of the bill attempt to improve 
presently cumbersome customs procedures, which foreign 
traders have said are often as much a bar to imports as 
tariffs. The changes include abolition of special marking 
requirements, eiinination of “urdéerveluation duties", and 
modernization of the internal accounting procecures of 
the Customs Bureau. Cther provisions deal with com= 
mingled merchandise; American goods returned; the impor- 
tation of lead-bearing and zinc-bearing ores: Grawback 
of customs duty; free entry under bond for non-commercial 
exhibitions and for sampies, containers and other articies; 
consular invoices and informal entries; the amendment of 
entries; and the repeal of obsolete provisions and other 
matters. 
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US-BRAZILIAN AGREEWE Two of the major economic probiems 
ON oma 300 cutstanding between the US and 

Brazil have been settled. One con- 
cerns completion of arrangements for liquidation of Brazil's 
US commercial arrearages and the other ccncerns termination 
of the Joint Brazil-US Economic Development Commission. 
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Eximbank Loan After discussions between Eximbank 
and Brazilian Government officials, agreement was reached 
last week on utilization of the balance of the $300 mil-. 
lion credit established last April in favor of the Banco 
do Brasil to assist Brazil in lioguidating its past due US 
dollar accounts. (See page 3, February 24, 1953 issue.) 
The original loan agreement with Brazil was made with the 
understanding that the liquidation of arrearages would be 
completed by July 1, 1953. In May, however, the Brazilian 
Government indicated that it wouid be unable to meet this 
deadline, and aslted for an extension of time. The Eximbank 
agreeac to make further edvances under the credit only on 
condition that the Brazilian Government would present a 
Suitable plan for placing itself on a prompt payments 
besi Ss at an early date. In July, efter preliminary con- 
Sultations with an Eximbank mission which visited Brazil, 
the Brazilian Government sent representatives to the US to 
present its plan to the Eximbank. 





The plan visualizes the liquidation of Brazil's 
entire commercial backlog, estimated at $314 million as 
of June 30, 1953, by December 31 of this year. Brazil 
Will obtain $50 million from New York commercial banks and 
will provide $84 million of its own money, which, together 
with the $180 million balance remaining under the $300 mil- 
lion Eximbank credit, is estimated to be adequate to 
bring about the complete liquidation of the commercial 
pacl:log by the end of the year. The Eximbank agreed to 
defer for one year repayment of principal on its credit in 
order that Brazil could obtain the use of commercial bank 
lines and to arrange for their repayment during the first 
six months of 1954. The $300 million credit will be 
repaid in 24 equal monthly installments beginning. - 
September 30, 1954, with the last payment due September 
1956 as provided in the original agreement. 


Export Projection The Brazilians are making every 
effort to improve their trade balance. They estimate 
that dollar receipts in the next six-months will be $415 
million, in contrast to 6313 million in the first half of 
the year. This estimate is based primarily on anticipated 
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Sales to the dollar area of coffee amounting to $352 
million, cocoa amounting to $18'million, and other 
products amounting to gis million. Total dollar re- 
ceipts for the last half of 1952 and the first half of 
1953 appear to have been dependent to a much larger 
extent than previously on the sales of coffee, with a 
sharp decline in export of minor products due primarily 
to the inadequate exchange rate structure. Brazilian 
authorities believe that sales in foreign markets of 
hard-to-move commodities will be stimulated by ‘the. 

new free market regulations which provide for the con- 
version of 50% of the foreign currency proceeds of such 
commodities at the free market rate. 


Import Program Brazil's foreign exchange budget 
allows for a level of imports of $231 million for the 
next six months, compared with $189 million in the 
first six months of 1953. The Brazilian mission stated 
that there would therefore be some relief for Brazilian 
industry in the next six months and that it will be 
possible for exchange control authorities to "hold the 
line." Petroleum payments are estimated at $130 million 
and newsprint at $12 million, leaving $89 million for 
allocation to general imports including imports of 
government agencies. Brazilian officials have indicated 
that the new regulations governing issuance of import 
licenses will make it possible to restrict the importa- 
tion of dollar requirements within the possibilities 
of future exchange earned. Their intention is thus to | 
curtail licenses issued during any month following a 
month in which the projected monthly average of exchange 
receipts is not achieved. 


Termination of Joint Commission Notes have been 
exchanged agreeing to the termination by September 30, 
1953, of the Joint Brazil-US Economic Development. 
Commission, which was established in 1950. The: Com- 
mission has developed priority projects calling for 
an investment of more: than 21 billion cruzeiros. 
External loans, covering approximately 35% of the 
total foreign cost involved, have already been received. 
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ECONOMIC PROBLEMS The new Finnish Cabinet is faced 
CONFRONTING FINLAND with formidable economic problems, 

53 the most important: of which is ‘restor- 
ing the competitive ‘ability of the export industries. 
Without effective measures in this regard, forest and wood- 
working activities. will continue to decline and unemploy- 
ment to rise. Meanwhile, Finland will become more and more 
economically dependent on the Soviet bloc unless exports 
to the West can be. increased. 3 


At a special session of the Diet, convened July 21, 
the new Cabinet presented a series of proposed bills, with 
Prime Minister Kekkonen making clear this was only a part 
of the economic program and that additional measures would 
be determined on the basis of the economic outlook in the 
fall. 


Background During 1952 and the first half of 1953 
world demand for timber, pulp and paper slackened and 
prices declined for these products, which form the bulk of 
Finnish exports. This followed an "exceptionally good year 
for timber products. Due to high costs of production, 
Finland was unable to meet the new price level and thus the 
volume of Finnish exports to Western Europe.,. which by 
tradition is the main market for Finnish timber, paper and 
pulp, fell considerably. The problem of reducing the high 
production cost level and restoring the competitive ability 
of Finnish exports became of central political-economic 
importance. A.number of proposals for dealing with this 
problem were ‘pat forth: by: the Prime: Minister, but: they 
failed to gain acceptance of the Social Democratic ‘faction 
of the Cabinet because they all included wage reduction as 
a principal feature, Despite repeated attempts to achieve 
a compromise, the impasse over this:issue finally led to 
the resignation of the seater eer Democratic: Ggssecsen 
at the end of June. Paes PF 0 hed nt oes ee 


The extensive public debate over eomnnnte policy at 
that time made it clear that Finland's problem would have 
to be dealt with either by adoption of an effective internal 
program of cost reduction, by devaluation of the currency ,. 
or by a combination of both. : 


New 
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New Cabinet's Proposals The new Cabinet has presented 
the Diet with a series of propdésals’ which are designed to 


cut the cost of production, without calling for politically 
unacceptable wage reductions. There would be a major curtail- 
ment in child ailowance payments, under which employers would 
be freec entirely from making contributions toward child 
allowances, which wouid be paid on a reduced scale by the 
government alone. A 2% reduction cf corpcration income tax 
is called for this year and another 2% reduction next: year, 
with a reduction of 10% in individual income taxes according 
to a new decreased progressive scale. The sales tax would 

be lowered 2% and 3% in most cases and removed entirely from 
certain raw materials used by the export inaustry. Special 
high purchase taxes would be imposed on certain items con- 
sidered as luxuries, a measure which is expected to yield 

2 biliion rinnmarks annually. However, the recommended 
measures would lower government receipts by neuriy 20 billion 
finnmarks and a deficit of 15 billions was already forecast 
for the present year. Therefore, the Prime hkinister warned 
that there would have t» be a drastic cut in state expendi- 
tures and that additional measures would be necessary to 
restore the economic balance. Cae 


As another approach to the problem, the Finnish 
Government has been seeking financing for imports, par*icu- 
larly from Germany, of modern equipment for the woodworking 
industry in order that its costs might be brought down to a 
more competitive level. (The major decline in exports was 
accounted for by the drop in vaine of exports of wood industry 
products which fell by 40% the first half of this year as 
compared with the same period last year.) While US officials 
have been approached in this regard, no plan has been worked 
out whereby we could be of help. | 


Economic Dependence on Soviet Bloc During the first. 
half of Eee the Soviet Union was Finland's principal trading 
partner, a position which traditionally had been held by the 
United Kingdom. The drastic decline in Finland's trade with 
all its Western partners was accompanied by percentage in- 
creases in trade with all members of the Soviet bloc except 
Poland. Thus. the bloc's share of Finland's trade rose in 
the first few months of 1953 to 32.5% as compared: with 22.3% 
in the same period of 1952, which included reparation pay- 
ments. While most of this percentage increase is due to the 
current contraction in Finland‘s trade with the West rather 


than 
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than to any great absolute increase over the level of 
Finland's exchanges with the bloc, it has, nevertheless, 
servec to vring about a substantial rise in Finland's rela- 
tive trade Gependence on the bioc. 


Moreover, recent trade agreements indicate that Finnish 
trade with the bloc will continue to increase. In mid-July 
a trade agreement was signed with Rumania which calls for a 
total exchange equivalent to $11 million through the end of 
1954, whereas direct trade between the two countries had 
previously been of negligible propvortions. It also marks 
Rumania's entry into the system of trilateral trade in effect 
among Finland, the Soviet Union and certain countries of the 
bloc. Under the trilateral arrangements, the axcess of 
Finnish exports to the Soviet Union over imports from that 
country is compensated for by deliveries by the other coun- 
tries. Also, during the second quarter, Finland signed a 
trade agreement with Communist China, the fulfilment of which 
woula result in Finland's total trade with China being more 
than trebled over the 1952 level of €7 million. The re-exports 
contemplated under this arrangement would make Finland an 
intermediary for the sale of Chinese products in world markets. 


Meanwhile, the outlock continues dim for an increase in 
trade between Finland and the UK, which holds second place as 
a taker for Finland's exports. Negotiations between the two 
countries are scheduled to take place in Helsinki this month 
on the scaie and rate of issuance of Finnish import licenses 
for British non-essential goods for the remainder of the year. 
At that time, the Finns will bring up a number of UK trade 
restrictions, inciuding the expansion or total abolition of 
global quotas for newsprint, paper and paperboard. The British 
have indicated willingness to increase their global quotas for 
paper and board by bl million, contingent, however, on a corre- 
sponding rise in purchases of British goods, most of which are 
in the non-essential category. | ) 


The US ranks third as an export market for Finland and 
fifth as a source of imports. Legation Helsinki points out 
that increases in purchases that are almost trivial from the 
US point of view can be of real significance to Finland's 
economy. For example, a 20% increase in the volume of Finland's 
woodpulp exports to the US would be barely over 1% of total 
US. consumption. 


LEGISLATION 
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LEGISLATION FOR DISPOSING Congress has approved and sent 
OF SYNIHETIC RUBBER: PLANTS to the President legislation 

calling for disposal of 28 
synthetic rubber plants built by the US Government to meet 
World War II shortages. The measure provides for execution 
of sales contracts to private operators by January 31, 1955, 
with Congress having power to veto any or all of the proposed 
Sales. A three-man commission, appointed by the President, 
will be established to araw up details of the disposal plan. 
It will advertise for bids, negotiate sales and make a 
final-report to Congress. Any plant not sold is to be 
placed in standby reserve under the General Services Adminis- 
tration. Throughout the proceedings, the commission is to 
confer with the Attorney General to make sure its plan 
fosters competitive enterprise and stays within the anti- 
trust laws. . The Attorney General also must make a finding 
that the proposed disvositicn will not violate the anti- 
trust laws. | 


The Reccnstrnuection Finance Corporation recommended 
disposal of the plants last arch stating that the alterna- 
tive was that the US Government would otherwise have to be 
prepared to become further committed in the manufacture and 
Sale of synthetic rubber. The Department favors their sale 
in order to remove a source of friction between this country - 
and the natural rubber producing countries of Southeast Asia. 
These countries have long contended that goverrment owner- 
shir of the industry has in effect amounted to indirect 
subsidization of its production, whereas if synthetic rubber 
were produced under conditions of private enterprise, its 
price would have to rise, allowing natural rubber prices 
to ao likewise. ‘Je are ofthe opinion that the legislation, 
as passed, is practicable and will put the plants on a 
competitive basis. 


World Rubber Supply ed tueticn For the first five 
months of this year, the output of synthetic rubber exceeded 
output in the same period a year ago, while world production 
of natural rubber fell. Excluding the Soviet Union, world 
production of synthetic was nleced at 422,500 tons compared 
with 402,890 in the same period a year ago. During the 
same period this year, consumption of synthetic amounted to 
495,000 tons, compared to 375,000 tons a year ago. World 
output of natural rubber in the January-May period of this 
year totalied 692,500 tons, compared with 727,500 tons in 
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the first five months of 1952. World consvmption of 
natural for the first five months of this year amounted 
to 667,500 tons, compared to 620,000 last year. 


Closing of Alcohol Butadiene Plants As a result of 
the growing inventories of synthetic rubber, alcohol butadiene 


plants operated for the US Government suspended operations 
August 1. It has been US policy to activate the marginal 
production of alcohol butaciene only in answer to unusual 
demands which have threatened recurrent shortages of general 
purpose svnthetic (GR-£). Such a situation occurred in 
January of this year when GR-S was in such short supply that 
it had to be allocated to US industry. However, the present 
supply situation has not resulted in a price reduction in 
GR-S. The price of GR-S has remained stable. Furthermore, 
the government hes raised the price of butyl rubber which 

is used to make tire tubes and other such products, from 
20.75 cents a pound to 22 cents a pound f.o.b. The govern- 
ment also raised freight charges on all synthetic rubber 

by one-tenth of a cent a pound. 
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US-INDIAN AVIATION US civil air service to and through 
CONSULTATIONS END India will continue under the same 
arrangements that existed prior to the 
US-Indian aviation consultations which adjourned last week 
in New Delhi. While the consultations were inconclusive in 
that no meeting of the minds was reached, the talks can be 
considered as a success for the US, particularly in view of 
the strong Indian efforts to limit the capacity and frequency 
of US airlines serving India. 3 


Backcround In recent years, India has shown an increas- 
ing tendency toward restrictionism in its international avia- 
tion negotiations, desiring, in particular, to limit the 
carriage of intermediate (fifth freedom) traffic by foreign 
airlines. It appeared that India wanted to curtail the car- 
riage of such traffic on US and other non-Indian lines so 
that more of this traffic could be handled by air India 
International, which along with other Indian airlines was 
nationalized on July 1. India succeeded in establishing her 
principle of limitation in bilateral agreements with the UK 
and the Netherlands among others but the US has firmly resisted 
Such moves as being adverse to basic US aviation policy. : 





In November, 1951 at Indian request, US and Indian 
representatives informally discussed aviation problems in 
New Delhi. At that time it became clear that the Indian 
trend was toward restrictionism and predetermination. Indian 
objectives called for such a severe cutback in US air services 
that they were completely unacceptable. The talks ended with- 
out the imposition of restrictions, however, and further 
issues on. the matter were avoided until the fall of 1952. 
At that time the Indians requested the US to choose between 
traffic restrictions auxiliary to the air transport agreement 
and amendment of the agreement for the purpose of incorporat- 
ing restrictive provisions. This proposal was followed 
shortly by the Indian request for formal consultations to 
amend the US-Indian civil air agreement of 1946 on the al- 
leged grounds that US airline service to India is excessive 
and prejudicial to the operations of Air India International. 


secon t bepcteettons Consultations began in New Delhi 
May 11 with the delegation offering to exchange certain 
statistics with the Indians in an effort to establish whether 


the Indian carrier was being injured by the operations of US 
airlines. A review of the statistics did not substantiate 


the 
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the Indian ciaim. The US delegation firmly refused to agree 
to 6 predetermination of capacity, but offered to cut the 
frequency of US airline operations to three weekly trins for. 
one US carrier and two for the other. In addition, under . 
the US proposal, the US airlines serving India would be free 
to increase their frequencies after January 1, 1954 if traf- 
fic warranted, and both the US and India wonld be free to 
request consultation any time if they considered their 
interests to be prejudiced. However, the US refused to ac- 
cept any limitation on fifth freedom traffic except that 
automatically resulting from the limitation of over-all 
Capacity. 


Following a recess in the negotiations when officials 
attended the Brighton ICAO meeting, the indians refused the 
US proposal because it did not offer predetermination of capac- 
ity, svecific restriction of fifth freedom traffic and a suffi- 
cient reduction in frequencies. At this time, the indian dele- 
gation stated its primary objective was to secure agreement on 
predetermination, after which principles and other issues could 
be resolved. The indians asked that the US propose a further 
compromise. At the following meeting, our deiegation sug- 
gested an arrangement whereby the Indian Government might re- 
guire foreign carriers to file schedule changes 15 days in 
advance of making such changes... If the Indian Government were 
dissatisfied, it could notify the US Government which would 
examine the schedule with the carrier. If the increase ap- 
peared unreasonable, the US would. attempt to prevail upon the 
-cearrier to withdraw its filing. If not, the schedule would go 
into effect. After a reasonable. period, if India continued to 
feel that its carrier was being adversely affected, it might 
request consultation and mutual examination of the problem. 
This is basically the same proposal as the arrangement agreed 
‘to between the US and France in 1951. The Indians rejected - 
this proposal also, and suggested sine die adjournment. 


The Indians evaded US efforts to ascertain that, in 
accordance with provisions of the civil air agreement, US 
carriers would be free to make adjustments dictated by their 
‘business judgment. Although the Indians are unhappy over the 
outcome of the negotiations, there are indications that they 
do not. contemplate terminating the US-Indian air agreement at 
this time. As a result of the consultation, the US is able, 
without compromise, to maintain its status quo in the field 
of civil aviation in India for the present. 


* * » 
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SIGHING OF US-VENEZUELAN AIR The US-Venezuelan civil air 
AGnullic? EXPECTED THIS WEEK transport agreement which has 
been pending since October, 1952 
is scheduled for signature this week in Caracas. (See page l, 
November 17, 1952 issue). On August 1, the Venezuelan Cabinet 
approved both the agreement and the government's contract with 
PAN-Ii modifying previous operating and airport contracts with 
that airline, which the Venezuelans had claimed were incom- 
patible with the bilateral agreement. Eight days after sign- 
in, the long-sought agreement regularizing the operations of 
US and Venezuelan air carriers between and through the terri- 
tor.es of the two countries will become effective. Ratifica- 
tion of this agreement by the Venezuelan Government will not 
be necessary. 


BEST COPY AVAILABLE 








Signing of this agreement will bring to an end &a series 
of negotiations which bezan in 1946 to conclude a satisfactory 
air e.veement. A similar agreement was signed on May 14, 1946, 
but was never ratified by the Venezuelan Government largely 
because of pressure brought by the Venezuelan airline LAV. 

The latter wanted US airline operations to Venezuela to be re- 
str:cted beyond the provisions of the proposed a@;reement. 
Following a@ continued delay in ratification and imposition of 
restrictions by Venezuela on the two US carriers operating to 
thet country, Delta-Chicazo and Southern and PANAM, the US 
requested aviation consultations. These took place in May, 
1951 in Washington, but only efter the US Civil Aeronautics 
Board threatened to issue a show cause order to amend LAV's 
operating, permit in the US with @ view to restoring opera- 
‘tional equality for US carriers in Venezuela. At that time, 
the Venezuelans indicated dissatisfaction with the 1948 

a -reement, the principal motivation behind their position 
bein, the desire to create a protected competitive position for 
LAV. In addition, they insisted that either cancellation or 
mocification of the operating and airport contracts with PANAM 
would be necessary. After further delays in resolving dif- 
ferences regarding the a.reement, and the continued Venezuelan 
appl.cation of restrictions on US airlines, the CAB issued the 
show cause order against LAV on October 15, 1951 but action 
under the order was suspended when the Venezuelans indicated 
an interest in reaching agreement.- Followin, talks between 
US and Venezuelan aviation authorities in Washington in the 
fall of 1951 and in February of 1952 in Caracas, outstanding 
differences regarding the agreement and terms of settlement 

of the contracts with PANAM were gradually worked out and 

the agreement to be signed this week is the result. 


> + ~ 


ANALYSIS 


DECLASSIFIED FOR PUBLICATION IN FOREIGN 
RELATIONS OF THE UNITED STATES 








CONFIDENTIAL - SECURITY INFORMATION 
e & eo 


ANALYSTS OF PROVISIONS OF Just before adjournment of the first 
FORZ (GN AID LEGISLATION session of the 83rd Congress, three 

bills were pessed which provide for 
foreigr. aid. One was the Mutual Security Appropriation Act, 195%; 
@ second was the supplemental appropriation bill which, in accord- 
ance with the President's request, provided for $200 million for 
Korean relief and rehabilitation out of savings in defense funds 
resulting from cessation of hestilities; and the third was an 
emergency famine relief bill which authorizes the President, 
within certain limitations, to furnish agricultural commodities 
held by the Commodity Credit Corparation to. countries suffering 
from famine. 


Mutual Security Appropriation The appropriation in the 
foreign aid bill totals »6 billion, of which approximately 
@+.5 billion is new money and $2.1 billion represents unobligated 
balances remaining from previous appropriations which may be used 
in the 1954 program. ‘The breakdown of the program, as finally 


passed, follows: 





Military Assistance New Funds JU obligeted Balance 
Europe $1, 520,000,000 1,311,977 ,003 
Neer East and Africa 270,900 . O00 312,713,221 
Asia and the Pacific 1,035,000 ,000 256,343,411 

1 


American. Republics 000 ,000 oo s7en 170 
Total Military Assistance $3,i150,000,000 1,932,256, 


Mutual Defense Financing 








burove $220 ,000 ,000 $115,706 ,906 
Formosa and Indochina 84,000 , 000 17,821,596 
UK NATO Aircraft Production 85,000,000 ---++-- 
French NATO Miiitary 
Production 85,000,000 ---+--- 
Indochina force support 400,000,000 | - - ---- 
Total Mutual Defense 
Financing $874 ,000 , 000 $133 ,528,502 
Mutua Special Weapons $ 50,000 , 000 : > - "ee F FS 
Technical Assistance 
Near Last and Africa $33,792,500 --+-+-+--. 
Asia and the Pacific 51,278,001 10,821,999 
American Republics geste - ----- 
Total Technical Assistance 9107,412, $ 10,821,999 
teria velo $ 19,000,000 ---+-+e+- 
Special 
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Special Economic Assistance New Funds Unobligated Balance 
Arab States, Israel and Iran) 
Dependent Overseas Terri- ) $147,000,000 --+--+-+-=s 
tories - Africa os 
Palestine Refugee Program $9---+---= $ 44,063,250 
India and Pakistan 000 ,000 - - - - - 
Total Special Economic 222,000, $ 44,063, 350 
Assistance 


Multilateral Organizations 
Movement of Merests $ 7,500,000 -2++-++---s. 


Muitilateral Technical 





Cooperation 9,500,000 eee ree 
International Children's 
Emergency Fund 9,814,333 $--+-+-+-e-- 
Ocean Freight for Relief 
Shipments 1,580,166 $ 264,834 
UN Korean Reconstruction : os 
Agency 5C .7 0,000 ee eee 
Total Multilateral , . 
Organizations $ 79 5094 499 & 2b, 834 


While the total amount lacks about $670 million of the 
Administration's reduced appropriation request, it is consider- 
ably more than the original figure passed by the House, and it 
is generally considered that the funds appropriated are adequate 
to do an effective job. 


Reaction Abroed to Cuts During Congressional consideration 
of both the authorizing and appropriation legislation, consider- 
able’ concern was manifest abroad about inadequate aid and about 
future US aid plans. This was compounded in Europe because of 
the: amendment in the House version of the authorizing legislation’ 
which provided that not less than 50% of the funds authorized for 
military assistance to Europe in fiscal 1954 be made available 
oniy for the European Defense Community. However, the bill as 
finally passed provides that 50% of the equipment and material 
procured from fiscal 1954 military assistance funds for Europe | 
shall be transferred to the European Defense Community or to the 
countries which become members thereof, unless the Congress, upon 
Presidential recommendation, provides otherwise. Thus, should 
-EDC not come into being and should the President consider that 
conditions might nevertheless warrant release of equipment and 
materials earmarked for the organization, Congress would rocon- 
sider the provision. Meanwhile, orders for equipment and mate- — 
rials may be placed under these funds but delivery of the assist- 
ance will not take place until the organization is formed. 


Because 
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Because of the time required between placement of orders and 
their manufacture and delivery, the amendment will probably not 
have an eppreciable effect on most items for a year or eighteen 
months. moreover, this limitation applies only to equipment and 
materials and not to training and other services. Wwe have taken 
the position with the EDC countries that this provision should 
not cause concern to European countries. but be regarded as US... - 
interest in European unity and in the effective defense of Europe. 


As to concern abroad about future US aid plans, it is true 
the authorizing legislation did not extend the termination date 
of June 30, 1954 for the program as requested by the Executive 
Branch. However, the legislation did extend the terminal date 
for deliveries and liquidation to June 30, 1956 for economic 
assistance and to June 30, 1957 for military assistance and issu- 
ance of investment guaranties. Termination dates are elements.of- 
US Jegislation and do not necessarily imply future US policy. ‘The 
June 30, 1954 date was maintained, according to the conference 
report, not because it was believed that all forms of assistance 
to other nations would finally terminate on that date, but because 
it was considered necessary that there be a basic overhauling of 
the legislation dealing with foreign aid before that date. 


The cut in multilateral technical assistance, while not 
large in size, is especially serious because of its probable inm- 
pact on a highly-regarded UN program and because it is damaging 
to US prestige in the United Nations. The Administration had 
requested $13,750,000 for this purpose for fiscal 1954 and 
$4,595,812 as a supplemental appropriation for 1953. We had | 
pledged the latter amount for the 1953 UN program, makine the © 
pledge contingent upon Congressional appropriation of funds. As -: 
finally passed, the bill appropriates only $9,500,000 for fiscal 
1954 and eliminates entirely the supplemental appropriation. The’ 
cut came at an extremely bad time as the Economic and Social 
Council was convened in Geneva, where néeweé.of this reduction in. 
one of the UN's most successful pregrams ‘spread like wildfire. 
Morecver, it came immeciately after announcements by the USSR -— 
and Polish delegates that, for the first time,-their governments © 
would make a contribution to the UN technical assistance program. 
In view of the. legislative history, it may be possible to fulfill 
the 1953 program-and. for the Administration to request a supple- 
mental appropriation for the-amount authorized but not appropriated. 


Transfer Funds The authorizing legislation permits the 
President to transfer up to 10% of the total of funds for military 
assistance and defense support in Europe from one of these purposes 
to the other in that area, and to transfer 10% of the funds avaii- 
able for military or defense support and technical assistance in 


any ~ 
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any one area to other areas to be-used for the same purpose. 
Baiances of prior appropriations may pve included in the pase on 
which such percentages are computed. The President is euthorized 
to use $100 million anywhere for any purpose, if he determines 
that such use is imvortant to the security of the United States, 
provided no more than »20 million is used for any one country. 


Surplus Agricultural Commodities Section 550 of the act 
provides that not iess than $100 million and not more than $250 
million of any mutual security avvropriations for fiscal 195% 
should be used, directly or indirectly, to buy surplus agricul- 
tural commodities. Legally it is possible under this provision 
to use military end-item funds as well as economic assistance and 
defense-support funds. ‘The Mutual Security Appropriation Act re- 

uires that, of this amount, at least 9100 miliion come from funds 
other than those authorized by Section 541 (economic assistance 
and defense support in Europe, Formose and Indochina). Agricul- 
tural commodities sold under this section should not displace or 
substitute for “usual marketing of US.or friendly countries" to 
that country. The commodity would be sold to the country for 
local currency and, to the extent practicable, at maximum market 
price. Local currency funds thus received would be put into a 
special US account to be used in specified ways, with particular 
regard being given to use for military assistance, loans for in- 
creased production of items including strategic materiais, grants 
to increase vroduction for domestic needs, and purcheses of 
materials needed for stockpile in the US, and goods or services 
that could be used for assistance to third countries. : 


Meanwhile, in a separate piece of legislation, Congress 
authorized the President to furnish emergency assistance to 
friendly countries in meeting famine or other urgent relief re- 
ouirements, by using agriculturai commodities which have been 
accumulated by the Commodity Credit Corporation under the domestic 
price support program. This aia may also be furnished to friendly, 
needy populations, without regard to the friendliness of their 
government, provided the commodities will be so distributed as 
to relieve actual distress among such populations. Such aid is 
limited to $100 million and the time limit for such programs is 
set at March 15, 1954. The cost of ocean transportation of such 
products will either be borne by the receiving country or come 
from its share of MSP aid. 


Interagency discussions are now going on as to the imple- 
mentation of both the legislation for emergency famine assistance 
and Section 550 cf the Mutual Security Act. 


Other 
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Other Provisions While the Benton and Moody amendments of 
previous foreign aia bills are omitted in the new legislation, 
the conference report reiterates the princinles of the Senton 
amendment. It states that it is the policy of Congress ‘to en- 
courage the efforts of other free countries in fostering private 
enterprise, in disccuraging monopolistic practices, and in the 
strengthening of free labor unions, and to encourage American 
private investment abroad. 

, wl 

Section 106 of the appropriation act vrovides that none of 
the funds nor eny of the ccunternvart funds generated as a result 
of assistance may be used to make nayments on the aebts cf any 
country, nor shall any of these furcs be expended fcr any purpose 
for which funds have been witidrawn by any recipient country to 
make payment on their debts. This rill te particularly relevent 
to Israel, where, in the past, mutuel security funds have been 
used for refunding purvoses. 





The same section also provides thet after Seotember 1 none: 
of the funds shall be used to make uo any deficit to the European 
Payments Union for any nation cf which a dependent area faiis to 
comply with any treaty to which the US and such dependent area 
are parties nor shall any of the counterpert funds generated es 
a result of assistance under the act be made availacle to such 
nation. This was aimed at the problem which exists between the 
US and France with respect to treaty rights in Morocco, iWhile 
it does not heve any effect on funds that are already obiigated 
for aid to France, it may affect counterpart generated by fiscal 
year 1953 funas in the event that some of the funds already in 
the pipeline are de-obligatea and re-obiigated. The Foreign 
Operations Administration still has not decized on the effect of 
this provision on counterpart funds end has reauested a legal 
opinion from the Department on the treaty problem in Morocco. 


A shipping provision in the appropriation act requires that 
insofar as practical steps should be taken to assure that at least 
50% of the gross tonnage of commodities, procured within the UE& 
out of funds made available uncer the act and transported abroad 
in ocean vessels, is transported on US fiag vessels to the extent 
such vessels are available at market rates, - ! 


The investment guaranty program was broadened in the hope of 
stimulating greater investor participation. The terms were ex- 
tended to 20 years and guaranties can be made in countries not 
otherwise participating in the mutual security program. Such 
guaranties mey be issued until June 30, 1957. 


* * * 
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_ ECOSOC CONCLUDES The first part of the 16th session of the 

GENEVA SESSION UN Economie and Social Council closed in 
Geneva August 5. The immediate objective 

of the US--to gain time while our foreign economic policies 
are undergoing a comprehensive review--was successfully 
achieved. The agenda was a heavy one, covering most of the 
major economic and social issues of the day. The session 
was unspectacular, but business-like. There were no bitter 
polemics nor were there any vast new programs embarked upon. 
Existing UN crograms, however, were carefully reviewed and 
outstanding problems frankly discussed. The result should 
be greater efficiency, and better coordination and adminis- 
tration of UN economic and social ectivities. 


' The. new Russian veace offensive appears to be very 
effective. It is skillfully calculated to place the US in 
the position of being the difficult, intransigeant nation in 
an otherwise friendly world. Both the USSR and Poland were 
ably represented at the session. The speeches of their dele- 
gates were shorter and less vituperative than at previous 
sessions with a new air of sympathetic understanding for other 
nations' difficulties. This, coupled with concrete acts such 
as offers to contribute to the technical assistance program 
and endorsement of the Cuban resolution on access to head- 
uarters, and other action outside the ECOSOC framework 
Toren truce, offer of payment of Austrian occupation costs, 
new trade agreements) were seized upon as forecasts of a new 
era in east-west relations. A careful look at the record, 
however, indicates that the basic purpvose of the Soviets is 
still to blame the US for the world's ills and to sow as many 
seeds of dissension in the West as possible. 


Economic Development The detailed plan for a Special 
UN Funa for Economic Development (SUNFED) was generally re- 
garded by underdeveloped countries as the most important item 
on the agenda, as this represented the culmination of several 
years' effort on their part to establish such a fund within 
the UN. Our position calling for a declaration in the General 
Assembly by all governments that they would devote a portion 
of the savings from disarmament to such a fund when genuine 
progress .has been made toward worldwide disarmament was re- 
ceived without enthusiasm by either the developed or the 
underdeveloped countries. The former were unhappy because 
they could no longer hide their reluctance to contribute to 


such 


DECLASSIFIED FOR PUBLICATION IN FOREIGN | 
RELATIONS OF THE UNITED STATES 








SECRET - SECURITY INFORMATION 
cs 


such a fund behind the shelter of US opposition. Their sup- 

port of our proposal was, in many cases, given reluctantly 

ana because it was politically impossible for them not to do 

so. The response of the underdeveloped countries was also 

far from enthusiastic. They felt that the precondition of 

"genuine progress toward internationally-supvervised worldwide 
disarmament" made it almost certain that such a fund would 

never be established. Moreover, they expressed considerable 
suspicion that we wanted to get the Council to subordinate 

economic development to defense so that in the future we 

could cut down our assistance to underdeveloped areas on the 
grounds that the burdens of armament required such action. 

Our position that it was premature to take any further steps 

at this time toward setting up such a fund was absolutely un- 
acceptable. To avoid a Council split on this issue, we agreed 

to a resolution which simply transmits the SUNFED report to 
the General Assembly, which is left to consider what other 
preparatory steps might usefully be taken. We were able to 

avoid having the Council make positive recommendations in this 
regard and it was made:clear in the record that the US view 
continued to be that no further preparatory action would be 

useful. Our proposed Assembly declaration looking to an inter- . 
national fund after genuine disarmament is also included and 
the importance of our pledge was eventually publicly acknow- 
ledged by many of the underdeveloped countries. 


The Council also discussed the proposal for an Inter- 
national Finance Corporation and the question of increasing 
. productivity in underdeveloped countries. With regard to the 
latter, the Council considered studies prepared by the ILO and 
FAO and further exploration of this problem will be pursued 
at later sessions of the Council. No new vroposals for action 
were adopted at this session. With regard to the proposed 
International Finance Corporation, the US was not yet prepared 
to take a stand for or against the proposal. The underdevelope: 
countries, together with other countries such as Belgium and 
Turkey, came out in support of the creation of such an insti- 
tution. In view of the inability of the US and of other: in- 
portant delegations, such as the UK and France, to take a 
definite position, the Council requested the International 
Bank to make further study and analysis of the proposal for 
future report to the Council. However. since this matter has 
been under active study in the International Bank for over two 
years, it will not be possible to continue it on this basis 
much longer and a US position will have to be defined in the 
near future. 


Te 
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Technical Assistance During the discussion on economic 
development, the Soviet representative announced that the 
USSR was prepared to contribute four million rubles ($1,000,000) 
to the 1953 UN expanded technical assistance program.. The 
offer was made in connection with a statement on economic 
development containing customary allegations of US profiteer- 
ing in underdeveloped countries, and was qualified by a state- 
ment that the technical assistance program must be modified 
to prevent infringement of national sovereignty of: the recipient 
countries. The Poles then offered to contribute 300,000 zlotys 
to the same program. These were the first contributions either 
‘of these. countries have made to the UN technical assistance 
program and, although they are fairly insignificant in com- 
parison to the total orogram and contributions by other coun- 
tries, they were hailed with enthusiasm. Just at the time the 
technical assistance item was reached on the agenda, news was 
received of the House Appropriations Committee's cut in funds 
for the US contribution to multilateral technical assistance 
‘programs. There was widespread fear that the entire UN tech- 
nical assistance program would collapse but this abated some- 
what when the conferees restored part of the appropriation. 
The Executive Chairman of the Technical Assistance Board 
emphasized that while the program had echieved a great-deal, 
it was now facing great danger from reduced contributions 
- and urged governments to increase their pledges and to honor 
them promptly and, wherever possible, in convertible currency. 


Despite the air of despair which existed when discussion 
started, our delegation considered the debate that followed 
one of the. most constructive ever held on technical assist- 
ance. It resulted in unahimous adoption of a resolution urg- 
ing governments to contribute to the maximum extent possible 
for the 1954 program and urged steps within constitutional 
limitations to assure financial sudport.for the programs on 
a long-term basis. The resolution further provides for a new 
distribution of the available funds allocated to the partici- 
pating agencies and for the exercise of every possible economy 
in administrative expenses. 


ae eet Contrary to expectations, the item on 
full employment was controversial anc time-consuming. This 
was due primarily to the versistence of the USSR and Poland 


in using the item as a take-off point for attacks on US 
security controls and US trade policy. It was also due to 


the 
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the desire of some other delegations, such as Sweden, Belgium, 
India and Egypt, to develop compromise texts that would obtain 
unanimous support. Finally, there was genuine uneasiness 

among many delegations, not oniy about US trade policy, but 

also about the ability of the US to maintain a high level of 

canes and employment in the face of declining defense expendi- 
ures. 


A long resolution was finally adopted which is satis- 
factory from the US point of view. The first part of the 
resolution invites member governments that have had relevant 
experiences in dealing with inflationary pressures to submit 
written statements concerning their experiences to the — 
Secretary-General for circulation to the Council. ~The second 
part deals with the reconversion problem, by asking govern- 
ments to indicate the measures they consider necessary. to pre- 
vent adverse economic effects resulting from reductions in 
defense expenditures. The necessity, if any, for further. 
international action on these two matters will be considered 
at the 17th session of the Council. The third part of the 
resolution asks the International Monetary Fund to keep under 
review the question of the adequacy of monetary reserves, The , 
fourth and last section represents an effort to render super- . 
-‘fluous 2 previously introduced USSR resolution on trade. It 
merely recognizes that increased trade can stimulate business 
- activity and employment and calls upon governments to take 
all practicable steps to reduce obstacles to normal and mutual- 
ly beneficial trade between countries: ce, we 


The Russian and Polish delegations argued that vast un- 
employment exists in the free world, that the “armaments race" 
was causing lower standards of living, and that’ in addition 
to abandonment of rearmament programs it is necessary, if un- 
employment is to be reduced, to abolish “trade discrimination"-- 
i.e. security controls maintained by the US and certain other 
nations. The US delegate answered briefly but effectively in 
his opening statement on reconversion. Soviet efforts to 
obtain passage of a resolution or amendments in line with their 
argument and the useless and persistent prolonging of the de- 
bate was extremely irritating to most delegations and was one 
of the few serious tactical errors of the USSR during the 16th 
session. The Soviets were roundly defeated but, despite 
‘strenuous efforts on the part of the US delegation to put the 
problem in proper perspective, Council members continued to 
be uneasy about the future of the US economy. 


Restrictive 


DECLASSIFIED FOR PUBLICATION IN FOREIGN 
RELATIONS OF THE UNITED STATES 








SECRET - SECURITY INFORMATION 


ga BEST COPY AVAILABLE 


Restrictive Business Practices The Council adopted a 
resolution which commends the ad hoc Committee. on Restrictive 
Business Practices for its report and stetes that further 
time is necessary for governments to give thorough study to 
the proposals, which include an undertaking by adhering coun- 
tries to take measures to prevent business practices having 
harmful effects on the expansion of production or trade, and 
proposes machinery to investigate complaints and make determi- 
nations as to the harmful effect of particular practices. 
Because of the complicated timing of the review of US foreign 
economic policy and consultations on th2 General Agreement on 
Tariffs and Trade, the US héd desired a resolution stating 
that consideration of the proposals would be resumed at some 
later unspecified date. The resolution as adopted, however, 
states that consideration of this matter is to take place not 
later than the 19th session of the Council. In the meantime, 
the Secretary General is to submit the report to governments 
énd specialized agencies for examination and comment and then 
circulate the comments received and prepare a report for 
Council consideration. 





Libyan Assistance Another item which was troublesome 
and time consuming concerned assistance to Libya. A regolu- 
tion was approved which called on governments to provide 
financial and technical assistance to that country either 
through the UN or through other channels acceptable to the 
Libyan Government. At first there was 2 movement to have all 
aid channeled through the UN but finally Libyan representa- 
tives saw that it would be unwise to endanger existing 
projected aid arrangements outside of UN. Hovever, they 
still felt that the political situation in Libya called for 
some reference to the possibilities of assistance through 
UN. Our delegation did not want to appear to de blocking 
possible essistance to Libya through UN by otjer countries. 
Therefore, it supported the resolution but made a statement 
in plenary which should protect the US against ‘the resolution 
being used as a basis for Libyan demands for additional US 
assistance, All countries approved the resolution except 
Poland, the USSR, and India, which abstained with the state- 
ment that they had misgivings over the nature of the treaty 
under which the UK promised financial aid to Libya for the 
next 20 years. 





Miscellaneous 
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Miscellaneous The Council voted unanimously to accept the 
recommendation of the Social Commission that the General 
Assembly continue on a permanent basis of the UN Children's 
Fund. It also recommenced that the Office of the UN H.gh Com- 
missioner for Refugees be continued for five years. 





International tax problems were considered and a resolu- 
tion was adopted which recommends that highly developed coun- 
tries give consideration to action to insure that income is 
taxable only or primarily in the country in which the income 


was produced. 


A long resolution was adopted concerning a program of 
concerted practical action in the social field which, among 
other things, requests the Secretary General and the special- 
ized acsencies to apply specified principles in matters of 
assistance to governments and suggests the tyne of projects 
on which there shouid be concentration. The Commission on 
Human Rights was requested to complete the drafting of the 
Covenants on Human Rights during its 10th session. The : 
Council recommended that all states make every possible effort 
to abolish any legal provisions and administrative or private 
practices which discriminate against certain sections of the 
podsulation and requested further work be done on protection 
of minorities, including a definition of minorities. The 
Council also adopted eleven resolutions bearing, upon the re- 
port of the Commission on tne Status of Women, including equal 
ODportunity in educaticn, measures leading to politicai rights 
of women, and equal pay for equal work. 


Postponed for future consideration were @ number of 
important items including consideration of the UN-1ILO Forced 
Laoor Report; the question of admission to membership in the 
re,,ional economic commissions of states not members of the 
UN; the Freedom cf Information report; encouracement and 
develooment of iniependent domestic information enterprises; 
and rel.ef and rehabilitation in Korea. 


The 16th session of the Council will resume in December 
when it will consider the work of the Council for 1954 as 
well as items which arise out of the 8th regular session of 
the General Assembly. 


us 
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Last week the Economic Counselors 

of a number of Embassies in Washing- 
ton met with Mr. Samuel Waugh, 
Assistant Secretary for Economic Affairs; Dr. Arthur Burns, 
Economic Adviser to the President; and Dr. Gabriel Hauge, 
Administrative Assistant to the President, so they could hear 





_ at first hand the attitude of the Administration concerning 


the US economic situation and plans for dealing with future 
contingencies. 


Both Dr. Burns and Dr. Hauge emphasized the President's 
personal interest in a high level of US economic activity as 
well as his support of the Full Employment Act of 1946. While 
no depression is in sight, nonetheless Dr. Burns stressed the 
President's determination that the Administration should be 


prepared to move rapidly to prevent a recession from developing. 


Earlier indications had pointed to inflationary tendencies, 
Dr. Burns said, but these had failed to develop. The preponder- 
ance of avéilable evidence now indicates that there is more 
likelihood of deflationary tendencies developing. Consequently, 
the work being done by various agencies of the government in 
the field of economic planning under his coordination i8 princi- 


‘pally concentrated on measures to be taken by the Administration 


in the event a recession should start. He said that the Adminis- 
tration would not be caught unprepared, however, and would be 
able to deal with the situation should this evaluation prove to 
be a mistaken one and inflationary trends develop instead. 


Dr. Burns pointed out that the US economy is at present 
operating at a high and generally stable level. Inventories, 


although rising, do not seem to be generally out of line with 
sales. Construction contracts awards are down somewhat, but, 


Since the total economy is generally stable it means that, 
arithmetically, with certain parts of the economy going up 
other parts inevitably are going down. Consequently, people 
looking for signs of weakness can find them among those indus- 
tries whigh are currently declining. Relatively minor reces- 
sions or adjustments are almost impossible to prevent and can 
be expected from time to time. Dr. Burns stated forcefully, 


_ however, that a severe depression in the US was entirely out of 
‘the question and pointed out that no such distortion in income 
is present as had developed in the late 1920's. 


In 
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In order to be prepared for any contingency, work is 
being done by various US Government agencies in the field of 
economic planning on measures to be taken by the Administra- 
tion in the event a recession should start. The work is being 
done under the auspices of the Advisory Board on Economic 
Growth and Stability, made up of representatives of federal 
- agencies having staffs that analyze US economic conditions. 
As an example of specific items, Dr. Burns mentioned that 
Treasury is studying action to be taken on tax collections 
and how to deal with delinquent mortgage payments in the event — 
of a falling off in incomes. Also, a nubdlic works program is 
being prepared which would provide for erseetive action fast | 
if the necessity arises. : 


The Economic Counselors who were present expressed their 
appreciation for the frank statements made and appeared to be 
reassured as to the state of the US economy and the plans of 
the government. to. meet any contingencies. They indicated that 
this information would be useful to them in connection with 
the economic planning of their own governments. 


ae 
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BENE LUX MINISTERS In late July at the fourth of a series of 
ADOPT PROTOCOLS conferences, the principal Ministers of the 
- Netherlands, Belgium and Luxembourg reached 
agreement on several matters affecting the existing Benelux 
‘Customs Union. The Ministers adopted, subject to the ratifica- 


a i ates 


interparliamentary consultative Benelux council: and an economic 
protocol setting forth a procedure to provide temporary special 
assistance to industries in the Benelux countries which are 
experiencing difficulties as a result of competition in their 
home markets from equivalent industries in one of the other 
Benelux countries. 


Embassy Brussels points out that fundamental points of 
‘dispute over protection for a number of Belgian industries re- 
main unresolved. The Belgians still argue that their diffi- | 
culties are caused by high Belgian wages, while the Dutch 


maintain 
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maintain that the trouble is low productivity in Belgian 
industry. These divergent viewpoints will now be considered 
in a series of meetings of Benelux committees considering each 
complaining Belgian industry. . | 


. Background The main issue in the series of conferences 
on Benelux has been the Belgian contention that a number of 
its industries are in a depressed condition as a result of 
competition from Netherlands industries. Belgium argues that 
the Netherlands has an unfair competitive advantage because 
Dutch wages are abnormally low and the Belgian Government re- 
quests that the Netherlands wage level be permitted to rise. - 
In turn, the Netherlands Government argues that the high costs . 
of production in some Belgian industries are due to inefficiency. 
It holds further that the depressed Belgian industries are 
actually undergoing stiff competition from countries other than 
the Netherlands. 


In the first of the present series of Benelux meetings, 
held in October 1952, it was agreed to create special intra- 
industry committees, representing industry, labor and govern- 
ment, which tried to work out settlements for a number of the 
sectors experiencing difficulties. Although agreements were 
reached in a few instances, no solution generally satisfactory 
to the Belgian Government was developed in subsequent minis- 
terial meetings. In recent months the agitation of Belgian 
industrial groups for protection has become increasingly 
vigorous, with some unofficial suggestions that the Benelux 
Customs Union be abandoned end replaced with a full union con- 
taining protective clauses. Following séveral meetings held 
in June and July, the Benelux Ministers announced the adoption 
of protocols providing a temporary compromise solution of the 
difficulties between the Netherlands and Belgium. There are | 
still a number of details to be worked out. 


July Benelux Agreements One protocol establishes a 35+ 
member Benelux Intervarliamentary Consultative Council to con- 
Sist of fifteen representatives each from the Netherlands and 
Belgian parliaments and five from the Luxembourg parliament. 
The council is to publish a report annually on problems of 
common interest to the three governments. The three govern- 
ments or any of the three parliaments may request the council's 
opinion on such problems. : 


The 
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The protocol "Concerning the Coordination of Economic and 
Social Policies",: reaffirms the; objective of the three Benelux. 
countries of achieving a‘ full: economic union-and declares the 
intention of attaining a coordination of: their: economic: policies. 
It reviews the objectives and conditions which the three govern- 
ments recognize..ag desirable for the realization of: free move- 
ment of goods, services and eapital.. Recognizing: that the .evolu- 
tion of the balance of payments may necessitate economic adjust- 
ments such as changes of incomes or an increase in productivity, 
the protocol states that, although.,such adjustments may be made 
in various ways. in each country, they. should be: the subject of . 
close consultation: before being adopted. _It.is.suggested that 
wages in the Netherlands be somewhat augmented: and -that: the 
costs of production in the Belgium-Luxembourg Economic Union: be 
lowered. In the protocol it is..agreed. that specific. measures may. 
be taken if certain branches of industry. of:one country are in: 

a state of "grave crisis" attributable to the competition. of 

one of the other countries. The conditions under which . 
protective -measSures may:be: taken are described in ‘detail 

are the procedures to be followed in carrying. out Soapehlenbions. 
in order to make a determination as to whether the: complaining 
industry meets requirements for: special protection: -The protocol 
does not specify the remedies which may be taken; but it appears 
that compensatory taxes and .the application of import or export . 
quotas are contemplated. Other possible remedies which might: 

be recommended are inter-industry agreements on quotas or indus-— 
try price agreements. The arbitration procedures which may he 
taken in. case of disagreement or. delay in:the application of 
these protective measures are. also outlined in. detail. 


A Committee of Ministers and. Conference of Presidents of. 
the Councils of the Benelux Customs -Union is established to 
carry out the protocol. The three: countries recognize the 
opportunity of creating .a Benelux Readaptation Fund to encourage . 
increased productivity and to aid the process of adaptation. 
The protocol specifies that it should not prejudice orovisions 
of the Benelux Agricultural Protocols. The protocol of signa- 
ture provides that, with the exception of the. articles relating 
to arbitration and the readaptation fund, the economic: protocol 
is immediately to enter provisionally into: ‘force for one-year... 
Arbitration procedures are-also to enter into :force immediately. 
except that the conclusions of the provisional Commission of | 
Conciliation are to be advisory rather than binding. 


Pending 
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Pending the outcome of studies called for under the economic 
protocol, the Dutch Government agreed to prohibit for the last 
week of July all exports to Belgium of rayon fabrics, lingerie, 
enamelware, leather shoes and biscuits. During August énd 
September exports of these items to Belgium will be limited to 
a monthly figure equal to the average monthly value for the 
previous 18 months. Previously, temporary agreements had been 
reached on restricting Netherlands exports of cigars ana wooden 
furniture to Belgiun. 





Belgian and Dutch Comments Belgian businessmen and indus- 
trialists profess sharp dissatisfaction with the new protocol 
and the conservative press has reflected this attitude by con- 
demning the protocol as useless. There is objection to the 
criteria of crisis contained in the vrotocol and to the base 
periods. The Belgian Ministers who participated in the con- 
ferences had been reasonably well satisfied with the document 
and were surprised by the vigorous attacks made uvon it. The 
Belgian Foreign Office takes the view that since Dutch public 
ovinion is reportedly claiming that the Netherlands made too 
many concessions and Belgian opinion is dissatisfied with the 
meagerness of the Belgian gains, the protocol has achieved its 
objective of a plausible compromise between the Belgian and 
Dutch positions. 


The provisions for protective measures have been criticized 
generally in the Netherlands as a step backwards from the Benelux 
Union and not fully justifiable from an economic point of view. 
Dutch officials feel that their government has made an important 
concession to Belgium in agreeing to the establishment of the 
temporary protective measures. Aithough Lutch technicians 
were onposed to these concessions, the Dutch Ministers are 
reported to have felt impeiled to make them for volitical 
reasons. It appears to be the Dutch view that the ultimate 
solution of Belgium's problem lies in increased productivity 
or a devaluation of the Belgian france or a combination of the 
two. 
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nomic divisions of the Department of State, and to indicate the economic prob- 
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US POLICY DECISIONS - On July 31 President Eisenhower direct7d 
ON ECONOMIC. DEFENSE. the implementation of a new policy state- 
eh on ee ae oe -.ment. on economic defense which had been 
. approved previously by the National Security Council. In the 
‘ control program regarding the European Soviet bloc, the US 
Government will place emphasis on better enforcement of al- 
' peady agreed controls and will direct greater attention to 
the problem of strengthening the bargaining position of the 
-West and-decreasing. its reliance on the bloc rather than on 
‘seeking.to obtain major extensions in lists of items con- 
‘trolled. The multilateral approach will be intensified and 
more account. taken of economic and political problems of the 
participating countries. With respect to Communist China and 
‘North Korea, in light of the Korean truce and pending a politi- 
‘ cal settlement in Korea and ‘a review of basic policies toward 
-Communist China and Korea, the US will maintain its present 
‘level of controls and will continue efforts to persuade its 
allies to refrain from relaxing their controls. 


. “_* ° ; ee , 








\ 


Background Mr. Stassen, in his capacity as Administrator 
of the Mutual Defense Assistance Cotitrol Act (Battle Act), on 
March 18, 1953 reported to the National Security Council on 
US economic defense policy and requested a revision or re- 
affirmation of certain basic policies. The problem, as 
broadly stated by the NSC in its review, is the extent and 
the degree of intensity with which the US should apply, and 
seek from other countries, the control of trade with the Soviet 
bloc and with Communist China and North Korea’ in order to re- 
duce their relative economic potential for war. Underlying 
the problem is the assumption that we are faced with a long 
period of tension short of war and that, regardless of gestures 
made by the Soviet bloc,: the motives of the Communist countries 

are to be viewed: with suspicion and skepticism. Our attitude 


and 
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and program,-however, must be one which will not increase 
the possibility of war, but rather one which will keep 
open paths which-might lead to a sounder basis for peace. 


. General Considerations It was generally agreed that 
over the long term, trade controls, though withholding a 
contribution to the over-all Soviet bloc economy, cannot 
seriously impair that economy. Over the short term and in 
selected areas, however, these controls probably result in 
retarding the growth of the Soviet war potential. The 
courses we take should :-be based upon the assumption that 
trade between the free world and the European Soviet bloc 
should be interfered with only where a clear advantage to 
the free world would accrue from such interference. It is 
also assumed that the maintenance of some contacts between 
the two areas may have positive advantages during this 
period of tension and watchfulness. 





There are indications that the USSR is changing its 
tactics and is giving increased emphasis to trade with the 
West. Economic interests within the free world, including 
the US, also appear to be more interested in increasing 
trade with the USSR and its satellites. Now that an armistice 
has been negotiated in Korea, pressures to trade with the 
East may be expected to become stronger. Another factor to 
be considered is the diminishing of US assistance to Western 
European countries which lessens our influence and also may 
make them more dependent on trade with non-dollar sources, 


US Controls The NSC recommended the continued prohibi- 
tion of all US exports of arms, ammunition, implements of 
war and atomic energy materials déstined for the European 
Soviet bloc, either directly or indirectly. Other commodi- 
ties having strategic significance will continue to be denied 
or limited. However, a gradual and moderate relaxation in 
the present practice of virtual embargo of non-strategic 
exports to the European Soviet bloc as well is recommended 
if certain safeguards are observed. The US will limit or 
Geny shipments of strategic commodities to destinations 
other than Soviet bloc countries when such shipments would 
contribute significantly to the ability of those countries 
to maintain or increase shipments of identical or similar 
commodities to the Soviet bloc. This action is not to be 





taken 
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taken-in’such a way that it is: inconsistent with a coopera- 
tive international approach to the controls problem. It 
was also agreed that.the US would tighten the criteria for 
the inclusion | of items on its control lists. 


Other Perticipating: Countries In the review it was 
acknowledged that our economic defense program must be 
framed and administered with full recognition of the fact 
that the: free world's economic defense system is part of the 
larger system of military and. political alliances and depends 
upon the cooperation of the free nations. Accordingly, in 
determining the measures which the US should adopt and urge 
on other nations, account must be taken of their impact on 
these alliances. Before entering into new major economic 
defense programs, the US will consult with other principal 
governments: of the free world, and will try to avoid pro- 
posals for extensidoris of controls which involve dispropor- 

. tionate expenditure of good will and bargaining power, 
Controls on trade still pose economic, financial and politi- 
cal problems for many of our allies which will be given 
greater weight in determining our ‘own. economic defense pro- 
gram, ; 


- The system of controls already agreed upon among the 
US and cooperating nations of the free world substantially 
satisfies our ‘economic defense objectives of retarding the 
buildup of the*Soviet. bloc war potential and of strengthen- 
ing the free world-relative to the Soviet bloc. Extension 
of the control lists is considered unnecessary except where 
clearly justified by new technology, intelligence or 
Strategic evaluation. :US efforts will be devoted to estab- 
lishing the control system on a narrower and more flexible 
basis by tightening the criteria so as to concentrate on 
commodities and services which contribute significantly 
to the war potential.of the Soviet bloc. In the future 
principal emphasis will be placed on improvement of the 
presently agreed control system through the development 
and application of ancillary measures, such as control 
over transit trade and transshipment, free port activities, 
use of transportation facilities, financial controlr, 
blacklisting and greater coordination among national 
control authorities. a 


Decreasing 
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Decreasing Reliance Recognizing the risks involved . 
in excessive dependence of free world countries on Soviet 
markets for non-strategic commodities .and on Soviet sources 
of supply for essential commodities, the NSC. recommended. 
that the US seek to show the risks of such reliance on the 
Soviet bloc as a trade partner. It recommended further 
that we: 1) encourage and facilitate the flow of trade 
within the free world, including the entry of commodities 

. into the US by reduction of trade barriers, particularly 
when such action would decrease the reliance of the free 
world on the Soviet bloc; 2) encourage and support. the 
Gevelopment of alternative markets and sources of supply 
within the free world, so as to reduce the dependence of 
friendly countries on Soviet bloc markets and sources of 
supply; 3) seek to provide safeguards designed to minimize 
the immediate effects of a sudden reduction or cessation 
of trade initiated by the bloc; and 4) administer current 
US programs such as economic development, military procure- 

‘ ment, defense support, stockpiling and similar activities, 
so as to take into account the impact on the economic 
defense program, particularly the objective of decreasing 
reliance on Soviet bloc trade, 





Post-Armistice China Trade Controls NSC points out 
that economic defense. policies toward Communist China 
differ from those toward the rest of the Soviet bloc since 
Communist China is a military aggressor. As a general 
policy, the US is to maintain the .present level of its 
controls on transactions with Communist China and North 
Korea and continue intensified efforts to persuade its 
allies to refrain from ) PeCnaey controls on trade with 
China. | 





In view of pressures for a general relaxation of con- 
trols over trade with Communist China, on August 10 our 
delegation to the China Committee outlined the US position 
regarding the effect of the Korean truce on trade controls. 
Our position is that the truce does not represent either 

_ peace or 4 political settlement in Korea, and that these 
goals would be less likely of eventual achievement if the 
free world relaxed pressures now. We, therefore, consider 
it imperative that existing China controls'be maintained: for 
the present. During the interim period, while attempts are 
being made to reach political settlement in Korea or until 
circumstances dictate a different approach, the China Committee 


should 
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should co ate on effective. implemen and 
ment of p tly.agreed controls. We f th 
‘this peri e Committee should continu xamina 
of existi sts or.limited proposals i ener 
of mainta the present -level of cont er t 
actions w ommunist China. The Fren 
ates mad tements supporting the n th 
utomatic. ge in: policy toward c lo 
ommunist a wo be premature... No othe 
commented officially, although the Netherla 
Gelegates indicated that they believed their 
uld agree with the above position. 
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WORLD SUGAR CONFERENCE Negotiations for a new Inter- 








concluded in London August 24 by 
representatives of 38 major sugar importing and exporting 
countries. The conference, which lasted six weeks, was 
called by the United Nations at the request of the Inter- 
national Sugar Council. The Agreement, which is of the 
restrictive-quota type, will seek to maintain the world 
price of sugar within a range of 3.25 to 4.35 cents per 
pound. It will be open for signature from September 15 to 
October 31. If properly ratified it will. come into force 
December 15, 1953 for five years, although it is subject 

to revision and amendment after three years. The Agreement 
to become effective must be ratified by governments holding 
75% of the votes of exporting countries and by governments 
holding 60% of the votes of importing countries. The Agree- 





ment is expected to have the Support of. the US sugar industry. 


Bac Background On May 6, 1937, an International Agreement 
Regarding the Regulation of Production and Marketing of 
Sugar was signed at London. Although the international con- 
trols provided for in that agreement with respect to sugar 
stocks and -quotas have been inoperative since the onset of 
World War II, the International Sugar Council established 


by that agreement has been maintained. to study changing: 


conditions in the world sugar market and to recommend the 
negotiation of a new agreement.should it be considered — 
necessary and desirable. At a meeting November 24, 1952 
(see page 11, December 8, 1952 issue), the Council resolved 
to ask the UN to call a world. Sugar conference in 1953 to 
negotiate a new international sugar agreement. Study of 
this request by the Interim Coordinating Committee for 
International Commodity Arrangements resulted.in a decision 
by the UN Secretary General to convene a conference on 


July 13, 1953. 


Although the US has no direct commercial interest in 
the world sugar market, it has been in favor of an-inter- 
national agreement in view of the importance to the US of 


.maintaining economic and political stability in the Caribbean 


area, where sugar is such an important commodity, with the 
livelihood of millions dependent on it. At the present time, 
there is a serious over-supply of sugar, and this spring 
world prices reached the lowest level in five years, The 

US sugar industry has also supported the negotiation of a 


new 
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new agreement in the hope that it would prevent mounting 
surpluses of sugar in the Caribbean area and the resultant 
depressing effect on sugar prices in the US market. Prices 
in the US are maintained at higher levels than in the world 
market under our domestic sugar legislation. 4 


Country Quotas In general, most of the exporting coun- 
tries represented at the meeting appeared willing to accept 
the results of the conference, with the major exceptions of 
Peru and Indonesia. Indonesia had requested a completely 
unrealistic quota based on their historic importance rather 
than their present or foreseeable ability to market. Peru 
walked out during the conference in protest over the quota 
assigned during the negotiations and, although Indonesia 
remained throughout the conference, its participation is 
doubtful. If Peru and Indonesia remain out of the Agreement, 
about 10% of the world's production would be affected. Al- 
though Cuba, the world's largest exporter, failed to get — 
50% of the total world quota, the percentage for which it 
has been pressing, it did get 42% and a priority on the 
first 50,000 ton increase in demand. 








The basic export tonneges are as follows: (in thousands 
of metric tons) Cuba 2,250, Dominican Republic and Formosa 
600 each, Peru 280, Indonesia 250, Czechoslovakia 275, 

Poland 220, and the USSR 200. Sugar transactions inside . 

the French Union and within the Soviet bloc are not affected. 
Neither are US imports, which are subject to quotas under 

our domestic legislation. (See page 9, January 13, 1953 
issue). Countries adhering to the British Commonwealth 

Sugar Agreement of 1951, including Australia and Svuth Africa, 
are limited in 1954 and 1955 to total annual exports of 
2,413,793 metric tons and to 2,490,018 metric tons in 1956, 
The Agreement also permits ex-quota shipments up to 175,000 
tons among countries in Western Europe. 


The Price Range One of the features of the new Agree- 
ment is the provision for adjusting each country's export 
quota whenever the world market price moves out of. a certain 
price range. The Agreement seeks to maintain a zone of . 
stabilized prices from 3,25 to 4.35 cents, basis f.a.s. Cuba. 
Whenever the price exceeds this range, free market supplies 
will be increased by upping export quotas; conversely whenever 
the price falls below 3.25 cents, available supplies will be 





limited 


DECLASSIFIED FOR PUBLICATION IN FOREIGN 
RELATIONS OF THE UNITED STATES 











CONFIDENTIAL - SECURITY INFORMATION | 
ofa 


limited by decreasing export quotas. .If-the Sugar Council 
cannot agree on the size of an increase or ‘decrease neces- 
sary to reestablish the price within the range, provision 
is'made for an automatic SS justmews within a period of 

10 days. 


Principal Problems at the Conference The negotiation 
of basic export quotas proved to be the most difficult prob- 
lem of the conference. . The size of the world's free market 
for sugar during the coming year. wag estimated to be 5 million 
metric tons. The exporting countries at the conference re-.' 
quested quotas totalling over 7 million tons. Negotiation 
of quotas was delegated to a committee of three, and a 
persistent effort was made to reduce the demand for quotas 
to the size of the market. The deadlock was finally broken 
by a series of compromises which raised the total quotas 
recommended to 5,390,000 tons. The result of this adjust- 
ment probably assured participation of a number of countries 
in the Agreement which would otherwise have withdrawn. 

The final quota offered Peru, however, was considered un- 
acceptable and their delegation left the conference.. The 
Indonesian position is not clear at this point. The quota 
assigned was not acceptable, yet the Indonesian delegation 
continued to participate in the work of the conference and 
indicated that, although it could not sign the Agreement. 
now, accession might be possible at a later date. | 


Several articles in the draft agreement which were of 
interest to the US proved to be unacceptable to other coun- 
tries and were eliminated from the final text. One of. 
these was an undertaking by importing countries to limit 
the production of subsidized sugar and thus provide’ an. 
increasing outlet for free market exporters. Other articles 
which were dropped contained obligations prohibiting the 
import or export of sugar on which export subsidies had 
been paid. The US did succeed in obtaining an article on 
Subsidies which ‘closely parallels Article XVI of the General_ 
Agreement on Tariffs and Trade and requires an annual ‘report 
on subsidies and consultations upon request. 


Soviet Attitude at Conference In general, the USSR 
representatives acopted a conciliatory attitude during the 
conference and facilitated the work by restricting their | 
remarks on political aspects to a minimum, They did attempt 





to 
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to pose as the champion of the smaller countries on the 
issue of vote distribution in the new Sugar Council. As 
originally proposed, exporting and importing countries 
would each have a total of 1,000 votes, with a maximum 
limit of 250 for any one country. This would mean that 

the US, UK and Cuba would each have had 250 votes. Some 
concern was expressed over the fact that the US and UK would 
have 50% of the importer votes and, in effect, a veto power. 
The Soviets maintained that the US,. UK and Cuba should not 
have over 200 votes each. The exporter votes allotted to 
the USSR, Poland, Hungary and Czechoslovakia totalled 205, 
but the Soviet bloc would have 235 votes if East Germany 
was admitted later. The US and the UK accepted a reduction 
of their votes to 245, thus eliminating their veto power 

in the Council. Cuba also accepted the reduction. An addi- 
tional provision was added to the effect that when the im- 
perters voted, one third of the number of countries present 
and voting would have to concur in any decision. This. 
reduction of the dominance of the mcre important. sugar 
countries was appreciated and seemed to remove the appre - 
hension of the smaller countries. 


The Soviet delegate also made a statement to the con- 
ference on the USSR sugar situation, which provided statistics 
on Soviet.sugar production and trade as well as the long-term 
program for expanding sugar production. This was surprising 
in view of general Soviet reluctance to give out any concrete 
information on its economy. The Soviet delegate stated that 
the prewar level of sugar production had been surpassed, 
and 3,068,370 metric tons of refined sugar were produced 
in 1952. By 1955 the Soviets expect to onmues 4,401,000 
metric tons. 


Future Procedure An interim committee was set up to 
prepare rules of procedure for the new Sugar Council. 
Members of this committee are: Belgium, the UK, Canada, China, 
Cuba, the Dominican Republic, France, Japan, the USSR and 
the US. The first Council meeting is expected to take place 
on December 16 in London to consider the draft rules of 
procedure and approve an estimate of the requirements of 
the free market during calendar year 1954. The basic export 
quotas established by the fn sheen will be adjusted to this 
estimate. 





FORTHC OMING 
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FORTHCOMING US~IRAQ'’. A draft bilateral air transport 
CIVIL AIR NEGOTIATIONS agreement of the type generally fol- 

‘lowed by the US has been sent to the 
Government of Iraq. The latter has indicated a desire to 
cOnclude such an agreement with the US and, when it has 
studied the proposed draft, Embassy Baghdad will undertake 
negotiations toward that end with Iraqi officials. The fact. 
that temporary air rights accorded US airlines in Iraq expire 
On August 31 attaches an air Of urgency to the matter, al- . 
though the Iragis have advised US officials that the tempo- : 
rary rights will be extended during the course of the nego-: 
tiations. Both PANAM and TWA serve Iraq under current : 
arrangements. 





Background The US and Iraq have held aviation negotia- 
tions periodically over the past six years in an effort to 
reach a bilateral air agreement. Initial negotiations were 
suspended because Of Iraqi dissatisfaction Over US policy 
toward Palestine. At the termination of subsequent discus- 
sions held in December 1949, agreement had been reached on > 
all points except two. The main issue in disagreement .con- 
cerned the right of the US designated airline to carry fifth 
freedom traffic (the right of a foreign plareto. carry traffic 
between countries Other than its own along its international » 
trunk routes) between Baghdad and Beirut and Baghdad and | 
Tehran. It is US policy in its aviation negotiations to in- 
Sist on the right to carry traffic between all points On an - 
international route. The Government Of Iraq, however, in- 
Sisted that traffic between Beirut and Baghdad be reserved 
for Arab airlines and that traffic between Baghdad and Tehran 
bé reserved for regional carriers. While Iraqi officials 7 
pointed to Arab League aviation policy as the basis for this 
position--j.e., that the Arab states form a cabotage area 
within which non-Arab lines méy not have traffic rights Over 
the routes served by national carriers of the regioOn--the 
practical-motivation behind Iraqi aviation policy is the pro- — 
tecticn of Iragi Airways. att 





So far, Iraq has succeeded in denying traffic rights be- 
tween Baghiad-Beirut, Baghdad-Damascus, and Baghdad-Cairo to.. 
all non-Arab carriers. As a result of an understanding. ta 
reached during UK-Iraq aviation negotiations, if fifth free- . 
dom rights were granted to US airlines, Iraq would be obliged 
to extend most-favored-nation treatment to British carriers. 
NO new factors have arisen which would enable us to acquiesce 


with 
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with respect to fifth freedom rights at Baghdad, and the Iraqis 
are.expected to adhere to their position on this mattér. Thus, 
fifth freedom traffic ‘is expected to be an important issue in 
the forthcoming negotiations. FR 


The second point on Which disagreement arose during the 
1949 discussions cOncerned inclusion in the agreement of an 
article providing for changes in the points served Outside the 
territory of the Other contracting party. Since the Iragis . 
wished to have the points in the countries near Iraq specified, 
the US felt that such ah articlé was necessary. Current in- 
structions name specific points on the routes requested see 
US carriers. 


US Route pesos The route description we would like to 
have inserted in the agreement for operation by US carriers 
is: 1) the US via points in Europe. and North Africa to 
Egypt (Cairo), Iraq (Basra), Saudi Arabia (Dhahran), and - 

Oints beyond; and 2) the US via points in Europe and Turkey 
Istanbul and Ankara), Syria (Damascus) or Lebanon (Beirut), 
Iraq eee » Iran (Tehran), Pakistan (Karachi), and pointe. 
beyon 





In view of Iraqi reservation of fifth freedom rights at 
Baghdad, hoth US carriers Operating to Irag at the present . 
time serve Basra. PANAM's service to Basra will be terminated 
within sixty days following conclusion of satisfactory 
arrangements for PANAM to serve Baghdad. 


CONFIDENTIAL - SECURITY INFORMATION 
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FOREIGN ECONOMIC POLICY The membership Of the bipartisan 





COMM IISSTON MEMBERSHIP. legislative-executive Commission on 





Foreign Economic Policy, established 
under the Trade Agreement Extension Act of 1953, (see page l, 
August 4, 1953 issue) has been announced, with Mr. Clarence B. 
Randall, Chairman of the Inland Steel Company, appointed as. 
Chairman. The Commission to submit within 60 days after the 
next session of Congress cOnvenes its findings and recommenda- 
tions concerning appropriate policies, measures and practices 
this gOvernment should follow with regard to international 
trade and its enlargement. Last week the White House referred 
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to the Commission for its consideration the Douglas study on 
the sterling area and problems connected with Commonwealth 
proposals for freer trade and convertibility. (See page l, 
July 21, 1953 issue.) Meanwhile, various agencies of the 
government are preparing material for the Commission. 


In addition to the Chairman, President Eisenhower ap- 

- pointed the following public members: JOhn Hay Whitney, a 
Republican, senior partner Of J. H. Whitney. & Co., New York; 
Cola J. Parker, a Republican, chairman of the Board of the — 
Kj@berley-Clark Corp., Neenah, Wisconsin; Prof. John H. 
Williams, Republican, professor of political ecOnomics at 
Harvard University; Jesse W. Tapp, a Democrat, executive vice 
president of the Bank Of America at San Francisco; David J.: 
McDonald, a Democrat, president of the United Steel Workers. - 
Of American (CIO), Mount Lebanon, Pennsylvania; and Lamar. 
Fleming, Jr., Democrat, president of Anderson, Clayton &'Co., 
Houston, Texas. “6nd oes a Rene 


The Congressional members Of the Commission, appointed 
earlier by Vice President Nixon and Speaker Of the House 
Martin are: Senators ‘Eugene D. Millikin (R-Colo.), Bourke B. 
Hickénlooper og f Prescott Bush (R-Conn.), Walter F. 
George (D-Ga.) and Harry F. Byrd (D-Va.) and Representatives 
Daniel A. Reed (R-N.Y.), Richard M. Simpson (R-Pa.):  ~ : 
John M. Vorys (R-Ohio), Jere Cooper (D-Tenn.) and James P. 
Richards (D-S. C.). 


Le * 


INTERNATIONAL BANK LOANS The International Bank has ap- 
GRANTED TG SUUTH AFRICA proved two loans, totalling 

$60 million, to the Union of South 
Africa, Both will run for a ten year period, with interest. 
at 4.75%, and first repayment of principal due in 1955. 








One Of the loans, in the amount of $30 million, is to 
assist in the financing Of the development program of the 
South: African Railways and Harbours Administration. South Afri- 
can railways have been under heavy pressure as the result | 
of rapid expansion Of mining and secondary industry in South 
Africa since the war. It is engaged in a large-scale expan- 
sion program which between March 1953 and March 1956 will 
entail the expenditure of about 92.5 million South African — 


pounds 
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pounds ($260 miliion.) The Bank's loan will assist in financ- 
ing this three-year program and would be spent for required 
imports, most Of which will come from the UK, consisting of 
locomotives, rolling stock, and similar equipment. 


The second loan, also in the amount of $30 million, is 
to the Electricity Supply Commission, an autonomous statu- 
tory body which produces about three-quarters of South 
Africa's electric power. This Commission has also been hard 
pressed to meet demands On its services since the war in 
Spite of a heavy construction program. Its presently 
authorized construction program consists Of building eight 
new power stations and extending six existing stations, and 
constructing 900 miles Of *Sransmission iines. The progran, 
which will cost 74 million South African pounds ($207 mil- 
lion) will increase the Commission's present generating 
capacity by €0%. The proceeds of the Bank's 1Oan wili be 
spent for required imports, most Of which wiil come from 
the UK, and include turbo alternators, boliers, transformers, 
cables, substation equipment, piping, pumps, etc. 


Although most of the goods imported under the loans will 
be purchased in the UK, it is not proposed to use the Bank's 
sterling holdings for these ioOans but to purchase the 
necessary sterling with Other currencies. It is probable 
these currencies wili be mainly dollars, although Swiss 
francs Or Other hard currencies may be used. This is in 
keeping with the Bank's policy Of reserving its noOn-dollar 
currencies for thoge countries which cannot afford dollar 
debts. South Africa can service dedt in dollars as readily 
as in any Sther currency. This procedure was used by the 
Bank under its two loans to South Africa in 1951. Those 
earlier loans, totalling $50 million, were also for the 
railway and electric pOwer programs. 


* a * 
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GATT CONTRACTING Approximately 40 items are on the agenda 
PARTIES CONVENE for the consideration of the Contracting 
Parties to the General Agreement on Tariffs | 
and Trade during their eighth business session which begins 
September 17, 1953 at Geneva, Most important from the US view 
are the Japanese application for provisional accession to the 
GATT, the possibility of maintaining negotiated tariff conces- 
sions on a firm basis beyond January 1, 1954, and the British | 
preference problem. The US is also directly concerned with 
other items originating in complaints against US restrictions 
on imports of dairy products, dried figs and shelled filberts 
and US subsidies affecting exports or oranges, raisins and 
almonds. Although not on the agenda, it is anticipated that | 
there will be discussion of scheduling a basic review of the ' | 
provisions of the General Agreement. | 











Japanese Accession Since full-scale tariff negotiations | 
looking toward accession to the General Agreement are not | : 
possible at the present time, Japan has asked that it be per- | 
mitted to accede to the Agreement on a temporary basis. This 
proposal will be considered by the Contracting Parties as an 
alternative to Japan's application for accession, which was 
Giscussed at the last GATT session. 








The Ad Hoc Committee on Intersessional Business and. | 
Agenda was asked by the seventh session to prepare a report | , 
on the conditions and timing under which the application should | 
be pursued. In February 1953 the Intersessional Committee met 
and, although governments made no commitments at this meeting, 
the committee felt that important progress was made toward 
clearing the way for a decision as to eventual Japanese partici- 
pation in GATT. A report was prepared and referred to the 
Contracting Parties with a view to arriving as soon as possible 
at "decisions as to the conditions under which the accession 
should be proceeded with and also to the nature and timing of 
the tariff negotiations." (See page 1, February 17, 1953 | 
issue.) The committee considered at length whether the exist- 
ing provisions of the General Agreement contained adequate 
safeguards against the possibility of a violent disruption of 
international trading conditions by a sudden flood of Japanese 
goods which some countries feared. The committee concluded 
that it would not be necessary to amend the Agreement and that 
the contingency envisaged by some members could be met by a 
declaration establishing an emergency procedure for seeking 


compensatory 
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compensatory action under Article XXIII provisions on nulli- 
fication and. impairment of benefits. No specific recommenda- 
tions were made on timing, although a special session to 
consider the Japanese application. was: anticipated. 

§¢i Bi E25) 3 


The US has strongly supported Japanese accession, partly 
because of the importance of obtaining Japan's cooperation in 
military security measures and because of our concern over 
Japan's unhealthy dependence on US assistance. It is only 
through US efforts that the long-standing: opposition of the 
UK and some other countries was sufficiently reduced so that 
they were willing in early 1953 to give serious consideration 
to reasonable terms for Japanese accession. A number of con- 
tracting parties, including the UK and Canada, believe that 
negotiations with Japan should be part of a general round of 
tariff negotiations since concessions exchanged between Japan 
and another contracting party would be significant to third 
countries as well. Because of the US Administration's commit- 
ment to Congress not to undertake major tariff negotiations 
pending. completion of the current review of US foreign economic 
policy, the problem of. Japanese accession has been complicated. 


Subject to such decision as may be made after inter-agency 
consideration of the results of public hearings held September 14 
by the Committee for Reciprocity Information, the US delegation 
is being instructed to support a formula which may secure the 
extension of GATT benefits: to Japan without advance tariff 
negotiations.- The formula. would involve: 1) Japanese accession 
on a temporary’basis; 2). extension to Japan in its own right 
of existing concessions; and 3):a satisfactory quid pro quo by 
Japan, that is, a commitment to bind a large part of its tariff 
at.the present level. This formula would not involve a change 
in US duties now applicable to Japanese goods. The US is 
willing to accept the Intersessional Committee's irterpretation 
of Article XXIII and, if Japan's temporary admission to GATT 
is agreed upon, will restate its views that cases involving 
competition on the basis of unfair labor conditions which 
cause difficulties in international trade could be considered 
under the provisions of this article. ee 








Extension of Firm Life of Tariff Concessions Article 
XXVIII of the General Agreement provides that on and after 
January 1, 1954 any contracting party may withdraw or modify 
individual tariff concessions. It is feared pressures will 





be 
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be exerted in various countries~to raise tariffs and repre- 
sentatives of several-foreign governments have indicated that 
unless this date is extended. tnein a will be- unable 
to resist such pressure. tap 2s i 
"As in the case. of casei ‘the final US position is. ‘subject 
to consideration of the results ‘of: public hearings just held. 
On the basis of present information, the US delegation is 
being instructed to advocate extension of the date from 
January 1, 1954 to either January 1,.1955 or-June 30, 1955, 
in the context that major countries-do not make this exten- 
sion conditional on. prior changes in existing concessions. 3 
We would: prefer a declaration signed by individual contracting 
parties binding the: signers not.to invoke Article-XXxVIII for 
the extended period, but if this: method proves non-negotiable, 
the US will sponsor approval of a resolution recommending 
that each contracting party not invoke: the artsece fora 
period of either 12:0r 18 months. D : at 
It is felt’ that: extension of. the date would help oten 
the growing feeling of a:number:of countries that the US 
Government is moving toward increased protection for domestic 
industries. Extension:also is consistent with the. President's 
policy of maintaining: the stability of the general tariff situa- 
tion during this interim’period of study of US foreign economic 
policy. Considerable international support exists for extend- 
ing the date. -Australia and New Zealand have implied they 
would like some ‘leeway to raise tariffs” on some items... 
ae, Gakte , 
UK Preference Problem ‘Under the - General Agreement, the 
UK is committed not to increase any tariff preferences: which. 
exist in favor of Commonwealth countries. The UK has been 
pressing for a- formula: under which it.would be free to raise 
its duties on certain items imported: from outside the Common- 
wealth, principally. horticultural items, without placing a 
duty on the same class of products which enter free of duty 
from the Commonwealth. Although consideration of such a matter 
would be preferable in the context of a general review of the 
Agreement, protectionist pressures in: the. UK have forced the 
British to request its consideration at this meeting. The US 
and the UK have explored a formula which might meet. both the 
British requirements for a waiver and: the limitations desired 
by the US. However, the formula may not be ents errers to a 
number of Western European countries. 





Complaints 
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Complaints Against US Restrictions At this session 
further consideration is to be given to complaints against 
the increase in the US duty on dried figs and against import 
restrictions on US imports of dairy products. Also, Turkey 
has requested consideration of its complaint against US 
import restrictions on shelled filberts. There has also been 
a complaint filed on US subsidies affecting exports of oranges, 
raisins and almonds. 





At the seventh session, the Contracting Parties recom- 
mended that the US continue its efforts to secure repeal of 
Section 104 of the Defense Production Act of 1950 and requested 
the US to submit a report of its actions concerning measures 
maintained under its provisions. In its report, the US makes 
the following points. This provision was permitted to expire 
on June 30, 1953 on the understanding that other long-standing 
legislation such as Section 22 of the Agricultural Adjustment 
Act, as amended, and the escape clause provision of the Trade 
Agreements Extension Act provided adequate safeguards for 
domestic agriculture. Section 22 requires imports to be re- 
stricted if necessary to prevent material interference with 
Gomestic agricultural programs. The escape clause provides 
for the modification or withdrawal of trade agreement conces- 
Sions to avoid serious injury to a domestic industry from 
increased imports. The Executive Branch recognizes that so 
long as the government is required by law to support prices 
of dairy products at a level substantially above world levels, 
some restriction on imports of dairy products and possibly 
some other commodities covered by Section 104 may be necessary 
to prevent interference with the domestic agricultural pro- 
grams or operations. 


At the request of the President, the US Tariff Commission 
conducted an investigation and found that restrictions on 
imports of certain manufactured dairy products and other 
agricultural products would be necessary to prevent imports 
from interfering with domestic agricultural programs. With 
the expiration of Section 104, a Presidential proclamation of 
restrictions under Section 22 became effective July 1, 1953. 
In any discussion of this matter, the US delegation will 
emphasize:'the economic considerations necessitating applica- 
tion of restrictions on dairy products, endeavor to minimize 
possible retaliatory action, and avoid prejudicing the legality 
of the US action. 


As 
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As requested at the last session, the US has prepared a 
report on further action taken concerning the escape clause 
action on dried figs. Following an investigation of the US 
Tariff Commission, the President stated on June 25, 1953 that 
on the basis of the findings and recommendations of the Commis- 
Sion, he believed that existing rates of duty on dried figs 
should not be disturbed. He asked that the Commission keep 
the case under review. Our delegation will inform the Contract- 
ing Parties that there will be another review of the US escape 
clause action on figs within a year from the date of the last 
review, that is by June 1954. The US has decided that there 
is no basis on which concessions might be made which would 
constitute adequate compensation requested by Greece and Italy. 


BEST COPY AVAILABLE 


Since the US Tariff-Commission is continuing its investi- 
gation on filberts to determine whether import restrictions 
are necessary, the US will attempt to delay consideration of 
the item until the Commission's report is completed. Inter- 
agency consideration is still being given to the US position 
on the export subsidies complaint. 


Consultations on Balance-of-Pa nts Restrictions Consul- 
tations under Article XIV:1(g) on the continuance of resort to 
discriminatory application of balanege-of-payments import 
restrictions are to be initiated with Australia, Ceylon, 

Italy, the UK, New Zealand, Southern Rhodesia and South Africa 
during the eighth session. In 1952, consultations were initiated 
but not completed with the last three countries named. It is 
unlikely that the 1953 consultations with Italy, New Zealand 

and South Africa will be concluded. 





The consultations under Article XII:4(b) on intensifica- 
tion of balance-of-payments. restrictions, initiated but not 
concluded at the seventh session with Brazil, Chile, Finland, 
New Zealand, Southern Rhodesia, South Africa and Sweden, will 
be continued at this session. At the request of the US, the 
Netherlands and Pakistan have also been invited to consult 
under this article. However, the Netherlands subsequently 
announced a relaxation of dollar restrictions. Accordingly, 
subject to the Duteh announcement of relaxation being satis- 
factory to the US, interested agencies have agreed that when 
the matter arises the US will state that it is agreeable to 
considering that the Dutch have fulfilled their obligation 


to 
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to consult. It is not expected that consultations with 
Pakistan will be concluded since a report from the Inter- 
national Monetary Fund will not be available for the 
eighth session. 


The Intersessional Committee which met in Geneva last 
month to draw up the agenda for this session agreed that 
the consultations would be entrusted to a working party 
which will be instructed, as it was last year, to direct 
its attention particularly to the trade aspects of the 
restrictions. The-Committee agreed to propose for con- 
Sideration by the Contracting Parties that if it is impossi- 
ble to proceed with the financial side of any of these con- 
Sultations the Contracting Parties should consider that 
the individual contracting party had fulfilled its obliga- 
tion to consult. Thus, consultations would not be held 
over for completion at a later session. 


Tariff Proposals The Sub-Group of the Working Party 
on Reduction of Tariff Levels has been meeting during the 
past week to consider the revised French plan on tariff 
reductions and to complete its report on the technical 
aspects of the plan. The Contracting Parties are scheduled 
to consider the principles of the French plan with a view to 
the appointment of an intersessional body to pursue the sub- 
jJect. The same intersessional body may be asked to examine 
the recommendation of the Council of Europe's Consultative 
Assembly that study be given to the creation of a "low 
tariff club". 


Other Matters The first annual report of the European 
Coal and Steel Commurity is scheduled for a thorough examina- 
tion at this session. The US complaint against Belgian im- 
port restrictions on dollar goods has been placed on the 
agenda as an item of unfinished business. Renewal of inter- 
sessional arrangements for the administration of the Agreement 
will be considered, as will the election of a chairman and 
vice-chairman. The Intersessional Committee thought it might 
be desirable to extend the chairman's term of office, which 
expires October 2, for the duration of the session. There 
are a number of other items on the agenda, many of which have 
been considered previously by the Contracting Parties who 
requested further reports. | 





e + * 
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BANK AND FUND HOLD The Boards of Governors of the International 
ANNUAL MEETINGS Bank and the International Monetary Fund held 





their eighth annual meetings in Washington 
September 9 to 12. As is customary, the major part of the dis- 
cussions centered around the presentation of the annual reports 
of the two organizations to their respective Boards. 


It was recognized that this is a period of marking time, 
pending a review of US policy by the President's Commission on 
Foreign Economic Policy. While there was some discussion of 
moving toward convertibility, there was no action along this 
line and no formal proposals made on measures to accomplish such 
an objective. There was general recognition that US foreign 
economic aid was coming to an end, and in the future, under- 
Ceveloped areas would have to depend on the International Bank 
or look to private foreign investment. Hence, there was con- 
siderable interest and discussion on problems of increasing 
private international investment. 


Membership The day before the meetings opened the Republic 
of Haiti became a member of the Bank and the Fund, increasing the 
membership to fifty-five nations. The Federal Republic of Germany, 
Japan and Jordan became members in August of 1952. It was de- 
cided to extend until March 16, 1954, the period in which Indo- 
nesia might accept membership. Indonesian inaction has been due 

to the crisis in the government and virtual suspension of legis- 
lative activity. 


The Bank decided that Czechoslovakia will be suspended from 
membership on December 31 of this year unless it pays the $625,000 
which it owes in capital subscription. Expulsion could follow in 
&@ year. Czechoslovakia has been in default in the Bank since June 
1951 and, in spite of demands by the Bank and mention of Czech 
Gefault at previous annual meetings, Czechoslovakia has failec to 
pay. A somewhat similar situation exists iri the Fund. 


Bank Report The annual report of the International Bank was 
presented by Eugene R. Black, who was elected the Bank's president 
for a second five year term starting next July 1. Although the 
Bank had not made as many loans as in the previous year, there was 
little criticism of Bank operations. There were some mild pro- 
tests as to the emphasis which it places on programming, as some 
countries feel this implies that programming and priorities are 
all that is lacking for development. 


The Bank's report, which covers fiscal 1952-53, states that 
ten loans were made during the year amounting to the equivalent 
of $178.6 million. These were in the following nine countries: 


Australia, 
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Australia, Yugoslavia, India, Finland, Iceland, Peru, Colombia, 
Northern Rhodesia and Brazil. Moreover, studies and negotiations 
had cleared the way for further lending. Mr. Black stated that 
Since July 1, seven additional loans had been made--to Brazil, 
Iceland, Nicaragua and South Africa--amounting to $73 million. 
Moreover, in the past few days, the Bank approved a $20 million 
loan to Chile, a $14.35 million loan to Colombia, and a $9 mil- 
lion loan to Turkey. , 


To increase its financial resources, the Bank sold three 
new bond issues, one of $60 million in the US and two, each 
equivalent to about $12 miliion, in Switzerland. As a result 
of changes in money market conditions, interest rates im the US 
rose during the fiscal year and some rise in the rates charged 
on new International Bank loans consequently became unavoidable. 


The Bank's resources were augmented by various releases of 
the 18% capital subscriptions paid in by member countries in 
their own currencies. By the end of the fiscal year, the Bank 
had loaned or allocated to loans the equivalent of $65 million 
from the 18% subscriptions of countries outside North America. 
Mr. Black emphasized the need for member governments to liberalize 
the use by the Bank of these subscriptions, with the result that 
six European countries--Belgium, Denmark, France, Germany, Norway 
and the Netherlands--gave blanket authority to the Bank for use 
of the equivalent of $191 million of their currencies in its 
lending operations. 


The Bank's interest in the increased flow of private invest- 
ment capital was stressed. Mr. Black pointed out that, without 
great effort and a growing hospitality toward foreign capital in 
the underdeveloped regions, economic progress in these regions 
will continue to be slow and unsatisfactory. He added that it is 
also true that the extent to which. production will increase in 
the underdeveloped regions will depend in part on conditions and 
policies elsewhere, particularly whether more advanced countries 
would provide a satisfactory market for the products of these 
regions and supply to them the funds needed for their developmnet. 
The need for a more liberal US policy on foreign trade was men- 
tioned particularly. 


Fund Report The report of the International Monetary Fund, 
presented by Llvar Rooth, Managing Director, showed an improvement 
in the world payments position for the year as a whole. Also, 
distortions in domestic demand had tended to disappear by early 
1953 and gold and dollar reserves increased. However, the report 
stated that this does not. mean there is no further need for 


concern 
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concern about the problem of the balance of payments of the rest 
of the world with the US. In the first place, the record was 
aided by a number of extraordinary US purchases which cannot be 
expected to continue. In the second place, there are considerable 
restrictions on imports from the dollar area still imposed by 
countries with inconvertible currencies. 





The report also states that inflation has not ceased to be 
@ problem and points out there are many forces, both economic and 
social, that seem likely for years to come to foster a climate 
in which it will always be easy to generate new inflationary 
forces. 


The importance of modification of US commercial policy is 
stressed but it is pointed out that other countries must also 
make strenuous efforts. An expansion of European exports to 
third markets in replacement of US exports would make an important 
contribution to closing the Western European dollar gap, according 
to the report. European producers should adapt their production 
so as to satisfy at competitive prices the changing demands of 
their customers in the countries where they want to make prompt 
deliveries. 


The report emphasizes that any sharp downturn in the US 
economy would bring back the dollar problem in its full severity, 
despite actions taken by other countries to strengthen their 
position. It states that one of the Fund's principal purposes 
is to use its resources freely in such an emergency. 


Hailed as most encouraging is the renewed determination with 
which many countries are trying to move toward convertibility. 
The report points out that convertibility plans will require 
continued emphasis on domestic financial and economic stability 
and on increased dollar earnings, reduction and ultimate elimina- 
tion of exchange restrictions, and measures to encourage the 
restoration of international capital markets. The timing and 
extent of moves in these directions cannot be forecast, dependent 
as they are on satisfactory developments of the international 
financial and economic situation. However, the report emphasizes — 
two points: 1) efforts to encourage convertibility should receive 
the utmost encouragement; and 2) uncertainty as to timing of 
decisive steps does not mean that countries cannot in the mean- 
time take less far-reaching measures which will have immediate 
value, such as freeing of commodity markets from restrictions, 
restoring the machinery of foreign exchange trading, and granting 
some degree of freedom for the operation of this machinery. 


* + * 
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THIRD ANNUAL REPORT OF THE Last month the OEEC Council 
EUROPEAN PAYMENTS UNION ' approved the third report of 

the Managing Board of the 
European Payments Union, which covers the period July l, 
1952 to June 30, 1953. The report points out that the 
financial year 1952-53 has been in some ways, an easier 
year than the two previous ones. The extreme debtor and 
creditor positions of member countries in several important 
cases have been reduced. Considerable progress was made in 
bringing the internal financial positions of member coun- 
tries under control, except in France and Turkey. Gold and 
dollar reserves of member countries increased slowly, but 
are still so low as to hinder the progress toward freeing 
trade and payments. Industrial production in member coun- 
tries continued to increase, although at a slightly lower 
rate. Trade within the EPU area as a whole remained stable 
in terms of volume but showed some reduction in value due 
to decreased prices. While progress has been made in intra- 
European trade liberalization, the Board fears that a sig- 
nificant part of remaining restrictions are protectionist 
in character and thus constitute an obstacle in progress 
toward competitiveness and convertibility. 


Country Positions One of the most important changes 
in country positions during the year was the decrease in 
Belgium's extreme creditor position. Germany, the Nether- 
lands and Switzerland have continued to be increasing 
creditors in the Union; however, their creditor positions 
remained manageable. Italy, where almost complete liberali- 
zation of imports has been maintained, is no longer an 
extreme creditor as it was a@ year ago and, in fact, has 
become a debtor. As for other debtor countries, the position 
of the UK has improved to an important extent and during the 
year it was able to reduce somewhat its quantitative restric- 
tions on imports. In France, no improvement is discernible 
in its situation vis-a-vis the Union. Its extreme debtor 
position substantially increased during the year, and the 
level of its imports had to be further reduced. There is 
noticeable improvement in the situation of Austria and 
Greece, but Turkey increased its debtor position during 
the year and found it necessary to restrict its measures 
of liberalization. 


The European Coal-Steel Community began to function 
during the year and its transactions are settled through 
the Union. However, it is still too early to judge to what 


extent 
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extent changes in the flow and pattern of such transactions 
will affect the positions with the Union of the EPU member 
countries concerned as a result of the creation of a common 


market for steel and coal. 


Problems Connected with Convertibility The report 
discusses the problems connected with convertibility, re- 
ferring to the British Commonwealth proposals of March 
1953, and the discussions held with the UK experts. It 
stresses the need for gold and dollar reserves to enable 
member countries to withstand short-term balance of payments 
difficulties without resorting to quantitative restrictions 
in their progress toward convertibility. In this connection, 
great importance is attached to developments in US policy 
designed to reduce the US balance of payments surplus by 
means other than governmental foreign aid. 








The Board believes that the gains achieved through 
the existence of the European Payments Union must be pre- 
served in any further development, and in particular that 
European trade liberalization must be maintained and pushed 
forward as far as possible, this being coupled with the 
progressive removal of restrictions on trade with the dollar 
area insofar as practicable. It is especially concerned 
that some countries may move toward convertibility and 
trade liberalization further and faster than other countries 
and that this might result in slower countries having to 
impose new and possibly discriminatory restrictions on 
trade. The Board is trying to discover means whereby this 
may be avoided. 


To help p&tece the European Payments Union in a better 
position to act as a transitional organization leading 
from regional to world-wide convertibility, the Board 
pointed to its more flexible policies of interest rates. 
(See page 4, June 23, 1953 issue.) The Board refers also 
to its consideration of the possibility of change in the 
ratio cf gold to credit in settlements as a means of 
progress toward convertibility but states that it has not 
reached 2 conclusion on this difficult guestion. 


DISCRIMINATIONS 
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DISCRIMINATIONS AGAINST The Department has informed a Sub- 
US SHIPPING DIMINISH committee of the Senate Committee 

on Interstate and Foreign Commerce 
that considerable progress has been made in the last 15 
months toward eliminating discriminations against American 
Shipping. While all such problems have not been solved and 
additional ones undoubtedly will develop, it is encouraging 
to note that the rate of new discriminations has dropped 
Sharply and that progress has been made in eliminating exist- 
ing ones. The Department has utilized every appropriate 
means to achieve progress in this field, such as coopera- 
tion with other governmental agencies and the industry, 
representations to foreign governments, and negotiation of 
treaties and agreements which contain adequate provisions 
for the protection of US shipping interests. 





The Department has also been concerned with the question 
of discrimination in marine insurance. The US delegation in 
the UN bodies concerned with this matter--the Economic and 
Social Council and the Transport and Communications Commission-- 
has actively supported international action to eliminate such 
insurance discrimination. Also, we were successful in includ- 
ing in the commercial treaty recently negotiated with Japan 
a provision for non-discriminatory treatment in placing 
insurance on goods::moving in the foreign trade of the US. 

We will continue to seek inclusion of such a provision in 
future commercial treaties. 





Only one new case of a clearly discriminatory practice 
against US shipping developed in the past 15 months. This 
occurred when the Chilean Government recently instructed 
its consuls in US Pacific ports not to certify documents for 
shipments via non-Chilean vessels if vessels of a Chilean 
line which had recently instituted service to that area were 
available at such ports within 15 days. In addition, Chilean 
authorities are stamping the clause "national vessels" on 
import licenses for such cargoes moving to Chile. Embassy 
Santiago has protested vigorously to the Chilean Government 
about this discrimination against US shipping. 


The greatest progress in removing shipping discrimina- 
tion in the period under review was made with Brazil. Pro- 
longed negotiations with that country resulted in 4 recent 
understanding aimed at resolving outstanding shipping problems. 
Berthing preferences and the exclusive use of warehouses for 
Brazilian vessels have been cancelled by administrative action. 





By 
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By the introduction of appropriate legislation, the Brazilian 
Government has undertaken to permanently eliminate certain 
other laws under which shippers using Brazilian vessels received 
a 50% discount on consular fees. The Brazilian Government has 
also undertaken a commitment to put into effect certain meas- 


ures which are designed to remove the causes of congestion in 
Brazilian ports. 


We are continuing efforts to eliminate Ecuadoran 6is- 
criminations against US shipping by negotiation of a treaty of 
friendship, commerce and navigation. Meanwhile, we continue 
to protest Ecuador's discriminatory consular fee practice and 
urge that it be discontinued. While certain discriminatory 
Argentine port charges have been removed, an Argentine request 
for waiver of the provisions of Public Resolution 17 with re- 
Spect to an Eximbank loan to an Argentine firm was denied early 
this year because of the remaining Argentine discriminations 
against American shipping. Public Resolution 17 provides that 
exports resulting from loans made by government instrumentali- 
ties shall be carried exclusively in US vessels. 


The Department is currently engaged in discussions with 
the Maritime Administration and the Spanish Embassy with re- 
Bpect to a new Spanish application for a waiver under P.R. 17, 
which would permit Spanish shipping to participate in carrying 
up to 50% of the cargo involved. These discussions provide an 
opportunity for a review of the unsatisfactory working of 1952 
agreements made with respect to Spanish currency regulations. 
In April 1952 we had refused a Spanish request for a waiver 
because of Spanish failure to eliminate certain discriminatory 
exchange regulations. Then in June 1952 we granted a waiver in 
view of Spanish decision to permit American carriers to collect 
freight in pesetas to the extent of their annual port and 
administrative expenses in Spain. However, Spanish authorities 
did not implement this decision until December 1952, and then 
only after representations were made by Embassy Madrid. 


The compulsory use by American vessels of licensed customs 
brokers at French ports, with resultant extra expense, has been 
brought to the attention of French authorities, both in diplo- 
matic representations and with respect to a French request for 
a waiver of P.R. 17 in connection with an Eximbank credit for 
the purchase of cotton. Meanwhile, the Philippine peso-dollar 
exchange remittance tax is the subject of continuing representa- 
tions to the Philippine Government and a Philippine documentary 
stamp tax on passenger fares is currently under study. 


a * * 
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APPOINTMENT TO US FOREIGN The Speaker of the House of 
ECONOMIC POLICY COMMISSION Representatives has appointed 

Laurie C. Battle, Republican 
of Alabama, as a member of the Commission on Foreign 
Economic Policy to fill the vacancy caused by the resigna- 
tion of James P. Richards, Republican of South Carolina. 
(See page 11, September 1, 1953 issue.) 
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INITIAL STEPS TAKEN TO IMPLEMENT Two important pieces of 

US SURPLUS DISPOSAL LEGISLATION legislation passed by the 
Congress this year concern- 

ing surplus agricultural commodities have raised a number 

of problems of interpretation and administration. This 

legislation consists of Section 550 of the Mutual Security 

Act of 1953 and the Famine Relief Act. 


Section Section 550 provide® that not less than 
$100 million and not more than $250 million of Mutual Security 


Program appropriations for fiscal year 1954 be used, directly 
or indirectly, to buy US surplus agricultural commodities. 
These commodities are to be sold to a country for local cur- 
rency at prices consistent with maximum world market prices 
of like commodities of similar quality. Local currency funds 
thus received are to be put into a special US account to be 
used in specified ways. These include all uses for which 
counterpart funds are available, but with particular regard 
to military end-uses since a major part of the funds will 
come from military assistance funds. Congress did not appro- 
priate specific funds to carry out Section 550 and therefore 
they will have to be found under other provisions of the Act. 
However, the appropriation act specifically excludes credit- 
ing funds from Sections 541 and 548 (which provide economic 
assistance and defense support in Europe and the Far East) 
against the $100 million minimum, although they may be 
credited above that amount. 


The commodities which Agriculture has declared presently 
available under Section 550 are beef and mutton, cotton and 
cotton linters, corn and other feed grains, dairy products, 
Gried large lima beans, fats, oils and oil seeds, fruit, hay 
and pasture seeds, honey, tobacco, wheat and wheat products, 
and winter cover crop seeds. 


A number of countries have expressed fear that their 
interests will be overlooked in the course of surplus dis- 
posal. Four of them--Australia, Denmark, the Netherlands 
and New Zealand--have formally presented notes to this effect. 
Replies are being prepared assuring them that we will consult 
them. Section 550 specifically provides that transactions 
under it should not displace "usual marketings" of the US or 
friendly countries. 


There 
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There are still various unresolved questions in regard 
to the implementation of Section 550, but these are being 
worked out in current discussions among State, Agriculture 
and the Foreign Operations Administration (FOA). 


At the present time, FOA anticipates that Section 550 
will be geared into the offshore procurement program and 
that the local currency proceeds acquired will be used mainly 
to contract for military end-items. 1 tentative program 
amounting to about $135 million has been developed by FOA 
along these lines, of which the UK may receive $$0-60 million. 
However, this program is still subject to further study after 
preliminary talks with recipient countries. 


As far as price is concerned, FOA has decided that in 
order to carry out the provisions of the law it is not neces- 
sary to know wnat prices are being charged throughout the 
world for a given surplus commodity. Furthermore, it is 
their intent that the US market price be charged even in 
cases where the Commodity Credit Corporation is offering a 
commodity commercially at export at a reduced price or where 
exporters are entitled to a subsidy under Section 32 of the 
Agricultural Adjustment Act. There may be exceptions, but 
they would be cleared in advance with both State and Agri- 
culture. In interpreting the phrase in the legislation 
"maximum world market price", the FOA intends that sales of 
Surplus commodities in any one country would be made at the 
highest prices prevailing in that country, without any impli- 
cation that the same price need apply world-wide. 


In general, the 550 legislation tends to act in a restric- 
tive way on the aid programs. In order to live up to its re- 
quirements that at least $100 million be used to finance 
food and that this cannot come out of general economic assist- 
ance funds, programs must be found that will increase the 
total food financed under the Act over and above what would 
have been financed out of economic assistance. It will be 
necessary, therefore, in most cases to make the total amount 
of economic aid received by an individual country partly 
dependent on the amount of 550 aid it can absorb within the. 
criteria of that Section. 


At the present time the German Federal Republic is 
examining the possibilities of programming $15 million under 
Section 550. It appears, however, that on the basis of the 
commodities listed as available, it could absorb only $5 


million 
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million under that arrangement, divided as “dllows: tobacco, 
$2.5 million;. soybeans, $2 million; cotton linters, $500,000. 
To attempt to absorb other listed commodities would allegedly 
disturb normal trade relations of friendly countries, or would 
contribute to a surplus in Germany. It had been the US plan 
that by using Section 550 for’ $15 million of surplus commodi- 
ties, Germany could have obtained counterpart with which to 
build houses, primarily for refugees. 


Intra-departmental and interagency Giscussions are also 
being held on the application of this legislation to a number 
of other countries. Japanese officials have questioned the 
advisability of accepting a possible US offer of $10-20 mil- 
lion under this arrangement, since they see no net foreign 
exchange benefit resulting from such action. In the case of 
Libya, we are exploring the extent of reported drought condi- 
tions to ascertain if they warrant consideration of saae enetanae 
of grain under Section 550. | 


Famine Relief Act The Famine Relief Act is designed to 
enable the President to act. quickly in cases of emergency. 
From its legislative history, it appears that it was intended 
to apply especially to unpredictable emergencies in any part 
of the world. Since it is limited to emergencies, it is not 
likely to interfere or displace normal trade. However, we 
have assured representatives of other countries that in doubt- 
ful cases they will be consulted as under Section 550. 


Under this act, the President is. authorized to furnish 
emergency assistance to friendly countries in meeting famine 
or other urgent relief requirements, by using agricultural 
commodities which have been accumulated by the Commodity 
Credit Corporation under the domestic price support program. 
This aid may also be furnished to friendiy. ieedy populations, 
without regard to the friendliness of their governments, pro- 
vided the commodities will be distributed so as to relieve 
actual distress among such populations. Such-aid is limited 
to $100 million and authority under the act expires March 15, 
1954. The costsof ocean transportation of the products in- 
volved are to be borne either by the receiving country or come 
from Mutual Security funds. 


The only action taken thus far ‘under the Famine Relief 
Act was a decision to send 10,000 tons of wheat to Jordan to 
relieve a shortage there. The first shipment is expected to 
go out shortly. aly 


OEEC 


DECLASSIFIED FOR PUBLICATION IN FOREIGN 
RELATIONS OF THE UNITED STATES 











RESTRICTED - SECURITY INFORMATION | 
eo F | 


OEEC EXAMINATION OF During September the Organization for 
US ECONOMIC SITUATION European Economic Cooperation began 
preparation of its fifth report, which 
is to cover both recent economic developments and an appraisal 
of future prospects and needed policies in Western Europe and 
North America. The report is expected to go to the Minis- 
terial Council for approval at the end of October and will 
probably be ready for publication around the end of the year. 
It has two objectives: 1) to evolve policy judgments and 
recommendations, both for national and for international 
action, which will contribute to an enduring and prosperous 
solution of Europe's economic problems; and 2) to provide a 
basis for multilateral judgments in NATO concerning the eco- 
nomic feasibility of achieving the military goals and for 
making recommendations in the NATO annual review. 








The work this month proceeded on two fronts. A high- 
level working group of the OEEC Economic Committee discussed 
the major themes and policy recommendations which should be 
emphasized in the report.and the Economic Committee reviewed 
the submissions by the various countries, as the report also 
includes individual country chapters. In the latter procedure, 
a country makes a submission and is questioned by an examining 
delegation. A roundtable discussion of the country's economic 
problems follows. Then a final draft of the country chapter 
is prepared by the Secretariat to go to the Economic Committee 
for review and approval. This appraisal is also used in the 
NATO annual review discussions. 3 


It was obvious in both forums that the chief concern of 
the other countries was whether or not there would be a US 
recession and whether the US Government is prepared to take 
timely or sufficient action should a significant downturn in 
economic activity commence. This preoccupation with the US 
economic situation was also evident et the last ECOSOC session 
and in that regard the US, along with the other member govern- 
ments, has been requested to submit by December 1, 1953 to the 
UN Secretary General a statement on the measures it considers 
necessary to combat the possible adverse economic effects of 
@ reduction in defense expenditures. 


Discussion of Major Issues and roltey Recommendations 
The discussion on the theme o e 0 th repo oiled 
down to whether a pessimistic approach should be taken and 


work concentrated on measures to offset an impending depres- 
sion, or whether there should be an optimistic approach looking 


toward 
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toward economic expansion. In the end, the emphasis shifted 
to a more positive view and the group agreed that increasing 
productivity is one of the most important questions before 
Europe. The British delegate, who had inclined toward a some- 
whét pessimistic approach, stated that the US representative 
had provided heartening indications of US policy and it ap- 
peared that fears of a US recession had probably been 
exaggerated. 


Appraisal of the US Economic Outlook Dr. Gabriel Hauge 
of the ite House Staff answered questions on the US submis- 
Sion and Clarence Randall, Chairman of the President's Foreign 
Economic Policy Commission, explained that the whole subject 
of US foreign economic policy would be examined objectively 
and it was hoped that agreement could be reached on 32 new 
policy which would command the support of the American people 
and which would be in the best interests of both the US and 
the world. Dr. Hauge emphasized the present high level of 
US economic activity and defended the assumption that there 
would be some growth in productivity during a period of ad jfust- 
ment. He candidly admitted that some elements carried a risk 
of disturbance and emphasized the Administration's determina- 
tion to counteract a significant downturn promptly and effec- 
tively, while leaving room for. the flexibility that is neces- 
sary for a dynamic economy. He also emphasized that the sub- 
stantial increases in gold and dollar reserves of the OEEC 
countries should permit them to be less cautious in reducing 
discrimination against dollar imports and in promoting intra- 
European trade liberalization and internal expansion. 





The essential feature of the US economic outlook in fiscal 
1954, as foreseen in the US submission, is the continuation of 
the expansion of the over-all production at a rate which 
implies high levels of employment and income, but which is 
somewhat lower than in the recent past. Although defense 
expenditures will have levelled off in the second half of this 
year and the net stimulus from the budget deficit will decline, 
it is indicated that a continued rise in civilian demand will 
support an expanding output. 


The OEEC appraisal states that for the months immediately 
ahead, this favorable view of the outlook appears well supported 
by production plans, prospects for consumers' purchases, in- 
vestment anticipations and the size of unfilled orders. 
Furthermore, the inventory situation is not excessive and perhaps 
can even stand some amount of stock building on the basis of the 
present high level of activity. It appears that the over-all 
trend will continue upward throughout the period under review 
(until mid 1954). 


There 


DECLASSIFIED FOR PUBLICATION IN FOREIGN 
RELATIONS OF THE UNITED STATES 











RESTRICTED - SECURITY INFORMATION 
cna 


There are, however, certain aspects of the present 
situation, the appraisal continues, which could result in 
difficulties and react unfavorably on the world economy and — 
therefore merit careful attention. Foremost of these relate 
to demand tendencies. As defense expenditures taper off 
this year, a continued increase in other types of demand will 
be needed to maintain expansion. For the most part, demand 
for private consumption over the long run is dependent largely 
on the upward trend of income that flows from higher employ- 
ment, rising wage rates and increasing productivity. In the 
shorter run, the volume of liquid assets in the hands of the 
consumers, the availability of consumer credit, and variations 
in the savings ratio and in tax rates, can have important 
impacts. The only weakness in income that has been in evidence 
is that which has arisen from the decline in farm prices and — 
the adverse effects there thus far have been limited. Incomes 
in other @reas have continued high and rising. 


With regard to durable goods, however, the consumer 
credit outstanding has risen very sharply over the past year 
and there is a question as to whether the same stimulus to 
private purchasing can be expected for an extended period 
in the future. However, observes the Committee, American 
producers are noted for their readiness to adapt price policy 
to the needs of the mass market and profit margins in many 
areas are high enough to provide scope for price adjustments. 
Moreover, the large volume of liquid assets held by consumers 
may serve to maintain demand. 





As to private investment, despite the prevailing high . 
level and favorable anticipations, there are some points that 
should be noted. Housing starts have shown a slight decline 
in the past few months but, because some of the causal factors 
may be temporary, it is impossible to judge whether this is , 
more than a transient development. There will be some decline 
in governmental stimulus to investment in new plant and equip- 
ment due to a reduction in the number of priority defense 
projects eligible for accelerated amortization. The rise in 
interest rates, particularly the first half of this year, may 
have some limiting effect on the expansion of investments; | 
however, the long-term rates have eased somewhat since June 
1953. The present high over-all rate of investment, as is 
the case with consumer purchases of certain durables, is in 
reality at a high level and hence may be difficult to sustain 
over a@ protracted period of time. 


The 
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The Committee recognizes that these sources of possible 
future weakness may well be overcome by a continued strong 
upward trend of consumer incomes and demand, and by the 
development of new industries and new products. In addition, 
the process of catching up on investment projects deferred 
because of post-Korean controls and the 1952 steel strike 
may continue for several quarters. Moreover, elimination of 
the excess profits tax January 1, 1954 will have a considera- 
ble impact as a part of the estimated $2 billion involved 
may go into investments, It is nonetheless open to some 
doubt whether a substantial expansion of investment up to 
the middle of 1954 is assured, and particularly whether that 
upward trend will continue into the longer-term future. 


Finally, an increase in exports is foreseen from 1953 
to 1954, offsetting the fall from 1952 to 1953. While this 
is quite significant in percentage terms, an expansion of 
exports large enough to have a marked effect on the US 
economy cannot be expected within the near future without a 
fundamental attack on the dollar problem. Also the inten- 
tion to end foreign aid must also condition export prospects. 


It is pointed out that the listing of these factors, 
which the US submission had taken into account, of possible 
future weakness should not be taken as indicating that a 
setback to production in the US is in prospect. Some risks 
are inevitable in a period of readjustment to an economic 
environment where the net stimulus from governmental opera- 
tions is being reduced. The existence of these risks reaf- 
firms the necessity for flexible policy to meet changing 
conditions. Flexibility has to some extent become incor- 
porated into the US economic mechanism so that any reces- 
sionary movement would in part be automatically offset. 
Social security benefits would partly offset the loss from 
unemployment; income tax receipts would decline sharply as 
income declined; and government supports to farm prices 
would limit the fall of farm income. The US memorandum 
stated that if serious recessionary developments arose which 
were not righted by the corrective forces inherent in the 
private as well as the public sectors of the economy, more 
overt government action would be necessary. The Administra- 
tion has forcefully indicated its intentions to take the 
steps necessary to maintain prosperity. New governmental 


machinery 
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machinery has been devised to keep close watch on economic 
developments and to develop needed policies and measures. In 
the field of monetary policy it has, in fact, already shown 
considerable flexibility with changing economic conditions. 
With regard to fiscal policy, attention has so far been con- 
centrated on reducing and securing firmercontrol over gov- 
ernment expenditures and on development of comprehensive pro- 
posals for tax revisions which will be presented to Congress 
in January. 


The US memorandum is cited as pointing out also that 
there is wide scope for increased state and local government 
non-defense expenditures and, as taxes are high, there is 
likewise considerable scope for stimulating private spending 
through a reduction in Federal tax rates. Thus, there is a 
wide area for implementing a contra-cyclical fiscal policy, . 
although action on the scale and speed that might seem 
economically desirable would encounter some practical diffi- 
culties, 


For external payments, the projections show a major de- 
cline in the US surplus on trade and invisible account from 
the levels of the first half of 1952. The sharp rise fore- 
case in military exvenditures abroad brings US current pay- 
ments into approximate balance for both 1953 and 1954, 

These factors, together with US economic aid (while declin- 
ing it is still sudctantial) should enable the rest of the 
world to make substantial additions to gold and dollar 
holdings. 


However, it is emphasized, that a lasting solution of 
the world's dollar disequilibrium is still likely to require 
further vigorous efforts by all countries, as well as further 
improvement in basic policies on both sides of the Atlantic 
to permit a sound re-est2hiishmernt of a freer compstitive 
economy in the international sphere. New initiatives must be 
bold in scope and purpose if they are to accomplish desired | 
economic and political ends. The present and prospective 
high level of economic activity, and the present and prospec- 
tive improvement in world trade and payments afford the most 
favorable conditions under which steps toward freer trade can 
be taken. The report states that, because the US has the 
economic strength to exercise leadership, it bears a special 
responsibility in this regard, 


* * % 


ECONOMIC 
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NEW ITALIAN GOVERNMENT Giuseppe Pella, architect, of Italy's 
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ECONOMIC PLANS OF THE The new Italian Government, headed by 








long-standing financial policies and 
former Minister of the Budget and of the Treasury, received 
its initial vote of confidence on the fiction that it was 
designed merely to push through Parliament immediately essen- 
tial legislation such as the budget. There is every indica- 
tion now, however, that the Pella government intends to remain 
in power as long as possible. 


In assessing the situation prior to OEEC examination of 
the Italian submission to the annual report, the FOA Mission 
in Rome noted that there are many relatively favorable 
economic developments in 1953 and 1954 in prospect, such as 
gross national production, agricultural and industrial pro- 
duction, and the government budget. The deficit in over-all 
balance of payments constitutes Italy's most serious immediate 
economic problem and continued high levels of unemployment and 
underemployment constitute Italy's most serious long-run 
economic problem. One problem with implications for the US is 
that of maintaining Italian cooperation on the program for 
control of strategic exports, since Pella recently indicated 
in Parliament his intention of expanding East-West trade, 


Budget In his speeches to the Parliament last month on 
the budget and economic program, Prime Minister Pella, who 
also retained his position as Minister of the Budget, made 
it clear that major objectives are greater employment and a 
better distribution of the national income, within the limits 
of monetary stability. He feels, however, that monetary 
stability requires that the budget deficit be reduced and 
eliminated and that, while the policy of a budget deficit can 
stimulate economic recovery at certain exceptional periods in 
the economic cycle, the norm must be a balanced budget. He. 
therefore. asked for rigorous restraint on new appropriations 
and a marked increase in tax receipts. Although Pella stated 
that it is not sound policy for the government to increase 
expenditures in sectors other than investment as a means of 
relieving unemployment, the budget does include increased 
expenditures in many categories which cannot be regarded as 
productive. Due to the backlog of unused appropriations, 
cash expenditures for investment will continue high even 
though appropriations in the fiscal 1954 budget are less 
than those for 1953, One of the fundamental points of the 
Italian program is accelerated use of these old appropriations, 


In 
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In connection with defense expenditures, Pella made a 
general statement in the budget speech that the Italian mili- 
tary effort will be related to US aid. In private discussion 
with US representatives, he said that the third supplementary 
appropriation of 250 billion lire would be spread over fiscal 
years 1955, 1956 and 1957 instead of over 1955 and 1956 as 
originally contemplated. He implied that if there is no US 
aid there would be no further supplementary defense appro- 
priations beyond the third 250 billion lire. The FOA Mission 
in Rome considers that the US Government should not exert 
pressure for increased budget expenditures but on the other 
hand the mission does not feel the present defense and invest- 
ment program need be reduced on balance of payments grounds. 


As compared with the initial fiscal year 1953 budget, 
this budget request calls for increased appropriations for 
the following major categories: expenditures of a social 
character, public instruction, interest on the public debt, 
subsidies for deficits of autonomous agencies and political 
prices, and financing of regional and local budgets. There 
will be decreased appropriations for the following major 
classes: public works and investments, security and defense 
expenditures, and expenditures under the Peace Treaty and 
other international accords. Government wages, excluding 
those in autonomous agencies, represent 33% of total budget 
expenditures, or 710 billion lire which is an increase of 
29 billion lire over the initial budget for fiscal year 1953. 
If wages paid by autonomous agencies are included, the total 
wage bill is 962 billion lire. In this connection, Pella 


stated that parastatal agencies which operate at a loss will 
be liquidated. 


Fiscal Policies In the field of taxation the Italian 
Government will undertake to pursue the aim of social justice, 
taking care, however, not to disturb the program of produc- 
tion which is the source of any orderly and real expansion 
of the country's economic resources. The government will 
continue the work of repressing tax evasion, both by better 
administration and by more efficient means for determining 
and eliminating legal forms cf evasion. ‘The smaller tax 
declarations are being accepted as submitted but the larger 
declarations are being submitted to rigorous screening. In 
this way the government has evidenced its policy of favoring 
the poorer classes with respect to the burden of direct taxes. 


The 
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The special payroll tax levied to help finance the 
investment program established last year will be dropped at 
the end of 1953 as planned. This action will free business 
from a relatively large and inequitable tax. The tax on 
transfers of securities will be repealed and there will be 
a reduction of the rates on the contract registration tax. 
There will also be a systemization of tax rebates for exports. 
A new tax on corporations will be proposed to Parliament. 

It will be, in effect, a type of excess profits tax and will 
be assessed on income in excess of a predetermined percentage 
of income to invested capital. Measures will also be taken 
for reforming tax litigations procedures. | 


Pella has asked Parliament for power to issue 5- and. 
9-year Treasury bonds without the necessity, as at present, 
of a separate law for each issue. The power to issue such 
-bonds would be renewed each year in connection with the 
budget presentation. The amount of these bonds that could 
be issued each year would be limited to the amount of the 
Geficit in the initial appropriations budget. 


Foreign Trade Italy's most serious immediate economic 
problem is its deficit in over-all balance of payments. 
Italian analysis of the problem indicates that the main 
difficulty lies in unfavorable export prospects. The Italians 
expect imports to remain essentially unchanged in 1953 and 
1954 and net receipts from invisibles to rise sharply. Our 
representatives in Rome feel the Italians may be too pessi- 
mistic about export prospects. The Italians expect lower 
exports in 1953 than in 1952, which implies a sharp reduction 
in the last half of the year and only @ small increase in 
1954. “On the other hand, the FOA Mission analysis indicates 

' @ continuation of the recent small up-trend in the rest of 
1953 and the possibility of a more substantial improvement 

in 1954. .The Italians have indicated that they are consider- 
ing attempts to stimulate exports by extending credit to ex- 
porters, insuring export credits, further tax reimbursements, 
and transferring imports to countries willing to accept more 
exports. They feel that these measures would not be incon- 
sistent with the trade liberalization policy, which Pella 
says remains one of Italy's fundamental goals, and that 
further liberalization by other EPU countries is required. 
The FOA Mission in Rome believes the Italian export problem 
calls principally for dynamic selling and cost cutting. 


East-West 
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East-West Trade Several recent developments indicate 
the US may have increased difficulty in persuading Italy to 
maintain its strategic export control program. In addition 
to Pella's expressed desire to see an expansion in East-West 
trade, this trend has been noted in continued Italian emphasis 
on the necessity of including strategic items in trade agree- 
ments with Soviet bloc countries and in a threat of dropping 
unilateral transit controls unless other countries adopt 
comparable measures. 

_Jn numerous discussions inne! aiatiiitiies of memoranda on 
the proposed trade agreement with Czechoslovakia, commenced 
before the Italian elections, the Italian Government main- 
tained the position that the Ttalo-Czech trade agreement 
would not come into being unless the ballbearing exports were 
approved. Furthermore, the Italians stated that if it were 
not approved unemployment and political difficulties would 
result. The Italian Government has now indicated, however, 
tollowing discussions in which the US expressed strong opposi- 
tion to the inclusion of such large quantities of bearings, 
that it is prepared to negotiate a substantial reduction in 
embargo-type bearings. The proposed Italian-Soviet agreement 
which has just been discussed by the Coordinating Committee 
on export controls also’ calls for certain strategic exports, 
including vessels. We have suggested that Italy be encouraged 
to review the whole situation and negotiate for better terms. 
The Italian quid pro quo in the new agreement, we feel, does 
not compare favorably with goods exchanged in 1951 and 1952. 
In the COCOM discussion of the proposed agreement most member 
countries took the usual position regarding the quid pro quo, 
i.e., the exporting country is the best judge. This negative 
reaction may be attributed to the fact that many of the COCOM 
countries either have recently ‘concluded trade agreements 
with the USSR involving ships or are contemplating conclusion 
of similar agreements. During a\ recent discussion of transit 
controls in the /Coordinating Committee, the Italian delegate 
reiterated an e@arlier statement that his government would 
have to review/the question of continuing unilateral transit 
controls adopted last May unless the transit scheme is promptly 
implemented by the other participating countries. Although 
this statement may only be a means of getting other countries 
to take action, he did speak of October 1 as the date when 
Italy might ‘drop controls. The matter is to be discussed 
further in the COCOM on September 29. "| 


\ 
—_ 
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General Programs Pella stated that the government will 
concern itself with an expansion of both agricultural and 
industrial production; however, it is beyond its competence to 
formulate a long-term program for production. Particular 
attention is to be given to housing, public and private, and 
especially to small and medium-size apartments in the most 
needy areas, The government will continue to carry forward 
the implementation of the land reform law by speeding up allo- 
cation of land to farmers and payments of bonds to expropri- 
ated land owners, As of June 30, over one-third of the ex- 
propriated land, 537,000 acres, had been distributed to 
43,550 families. 


The Italians imply that in the past their economy has 
Successfully absorbed the annual increase in the labor force 
and estimate that the economic expansion in 1953 and 1954 
will continue to do so. However, the FOA Mission considers 
that prospective economic expansion in 1953 is not likely to 
prevent some further increase in unemployment which is one 
of Italy's most serious problems. 
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WORLD FEDERATION OF TRADE UNIONS The Communist-controlled 
HOLDS BIENNIAL SESSION NEXT MONTH World Federation of Trade 
Unions (WFTU), which 
claims to represent 73 million workers in 51 countries, is 
scheduled to hold its third biennial congress in Vienna from 
October 10 to 21. WFTU functions primarily as a propaganda 
agency, facilitating agitation and propaganda work by 
Communist operators, especially those who seek to penetrate 
and subvert labor movements in the free world, A major pur- 
pose of this Communist "trade union" organization is to im- 
Plement the Marxist doctrine of the international unity of 
workers in the class struggle against capitalism, 





The agenda for the forthcoming meeting includes: 1) a 
report of activity of the WFTU and the tasks arising for the 
trade unions in strengthening the united action of the 
workers in the fight to improve their living standards and 


defend 
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defend peace; 2) tasks of the trade unions in economic and 
social development and in the struggle for national inde- 
pendence and democratic liberties in the capitalist and 
colonial countries; 3) development of the trade union movement 
in all colonial and semi-colonial countries; and 4) the 
election of the new WFTU directorates. 


Invitations to participate in the conference have been 
sent to the International Confederation of Free Trade Unions, 
the International Labor Organization and the UN Economic and 
Social Council. By including these organizations, it is be- 
lieved that WFTU hopes to appear as the only organization that 
fights for the workers' interests, national independence and 
peace, WFTU has consultative status within the UN Economic 
and Social Council, the International Labor Organization, the 
Food and Agriculture Organization and UNESCO. Generally, it 
uses these outlets to make proposals which the Communist bloc 
can exploit or to provide the appearance of popular support 
for Communist bloc proposals, 


A recurrent tactic used by WFTU in its fight against 

the democratic trade unions is to invite their leaders to en- 
gage in joint activities in the full knowledge that the 
invitations will be rejected. Rejection of the WFTU invita- 
tions by the democratic trade union representatives provides 
the occasion for WFTU's accusing them of splitting the work- 
ing class, These tactics are generally coupled with appeals 
for united action. 


Non-Communist labor organizations, which originally 
participated in WFTU, withdrew in 1949 when the Federation's 
immutable character as an agency of Soviet policy became 
fully evident to all concerned. Following this, the Inter- 
national Confederation of Free Trade Unions was established. 
It is significant that WFTU itself expelled the Yugoslav 
labor federation promptly after Marshal Tito's break with 
the Soviet Union. 


WFTU Affiliates WFTU's present membership is mainly 
found in Soviet bloc countries although it also has important 
affiliates in France, Italy, Guatemala, Indonesia and India. 


CTAL, a WFTU affiliate, exists in many Latin American 
countries and, on the whole, its influence is not strong 
when compared to non-Communist trade unions in that region, 
except in @ ila. 


With 
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With few exceptions, WFTU affiliates are small or non- 
existent in underdeveloped areas. In Africa, WFTU has no 
affiliates except for several weak organizations in Tunisia 
and it is connected in other French areas through the French 
CGT. WFTU is, however, in contact with individuals in most 
parts of Africa, where it has sent occasional financial con- 
tributions and an apparently increasing amount of propaganda 
literature. It has small affiliates in most of the more 
important Asian countries, except those in India and Indo- 
nesia, which are fairly strong. 


US Position The US has long recognized the character of 
WFTU and believes that the most effective answer comes from 
the activities and declarations of free labor federations 
throughout the world and through such international organiza- 
tions as the International Confederation of Free Trade Unions, 
_the International Federation of Christian Trade Unions and 
the trade secretariats. Many of our missions abroad have been 
notified of the forthcoming WFTU conference and some have been 
advised that if US citizens apply for passports to attend, 
they will be refused. We suggested that appropriate passport 
authorities of some foreign governments be informed regarding 
the nature of the meeting and its purpose, and of the atti- 
tude of the US Government toward its attendance by US citi- 
zens, 
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US_APPROVES PROGRAM On October 6, the Jhite House announced 
OF AD FOR BCLIVI& a US decision to grant Bolivia up to 

$5 million worth of food from Commodity 
Credit Corporation stocks under the Famine Relief Act to | 
meet urgent relief requirements. This is part of a program 
of economic assistance to Bolivia which has been under discus- 
Sion for several months by the Department and the Foreign 
Operaticns Administration, the rest of which will be announced 
as soon as formal notes are exchanged between President 
Eisenhower and President Paz. The remainder of this economic 
assistance will amount to about $4 million from MSA appro- 
priations for the balance of the fiscal year and will cover 
oceah freight costs, additional agricultural commcdities and 
some industrial or developmental items. In addition to 
these two programs of aid, Bolivia has been advised that the 
US will provide an additional allotment of about $2 million ~ 
for technical assistance for an emergency food production 
program. Together with the technical assistance program 
which has been carried on for several years, the total Us 
aid for fiscal 1954 will] amount to about $12.5 million. 





Bolivian Economic Problems This aid is being given in 
response to a request from Bolivia, and was granted in recog- 
nition of that country's inability to meet its immediate 
emergency needs through domestic resources or measures, as . 
well as in recognition of Bolivian efforts to solve the 
longer-range problems of increasing production and economic 
diversification to reduce the nation's dependence on tin, © 
the problem which is at the base of the present crisis. 
Bolivia must import more than half of its food requirements, 
and these imports add up to about one-third of total 
Bolivian commercial imports. Seventy percent of the for- 
eign exchange needed for all imports ordinarily comes from 
the sale of tin. ‘hen the tin price dropped this year, 
Bolivia's income plummeted, and it is expected that foreign 
exchange receipts will fall substantially below the level 
required to meet essential import needs and services in 1954. 





Bolivia is taking steps to alleviate these deep-seated 
problems. For example, last lay, the government promulgated 
a series of economic decrees aimed at stabilizing Bolivia's 
currency and giving incentives for domestic prceduction of 


agricultural 
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agricultural products. These decrees involve severe 
sacrifices on the part of Bolivian consumers. Bolivia 
has also. been making heavy capital outlays te supple- . 
nent.funds from the Eximbank to-complete the Santa Cruz- 
Cochabamba highway, which will .connect potentially highly 
productive agriculturel land with the. population centers 
of the country. .Technical assistance projects are also 
being encouraged by the government, and -agrarian reform 
measures have been initiated. The government has also — 
invested in, the development of the-nation's possible. - 
petroleum resources.  Imoorts of. petroleum and other . 
fuels now -cost-about $4 million, witha substantial. — 
expense for freight. The Bolivian Government is nov: 
devoting 42 millicn to obtain equipment for the produc- 
tion of. petroleum vith which it hopes: to:supply 100%.of 
its ordinary. gasoline needs and 50% of -its aviation gaso- 
line needs. tudies are being made. in regard to domestic 
production -of diesel and:fuel oils.. ‘-hether or not the . 
government's -hopes are justified in regard to oil resources © 
is still open to question, although there eppears to. be: 
little doubt that Bolivia possesses enough petroleun, if 
effectively Geveloped, to neet its: orn needs for: most 


products. 


In preliminary conversations Bolivian officials stressed 
that technical assistance and the propossd grants would | 
only suffice to keep the economy afloat, and indicated a 

need for additional assistance in the form of develop- ° 

ment loans. The Department believes that such loans, 

which would add to Belivia's already staggering foreign 

debt burden, shovld await further economic and political 
stabilization which would permit a clearer estimate .of 

neg s development and payment prospects. in any. case, 
the US: looks to the International Bank as ‘the’ _—— 

AW. of development lioan funds. =. ; : 





revious US iieasures The decision on US assistance 
was made in implementation of a three-pronged pronosal 
announced by the Department just prior to the arrival of 
Dr. Liilton sisenhower in Bolivia last summer. (See July 13, 
1953 issue). Under that program, the US offered: 1) to 
conclude a one-year contract to ptirchase Bolivian tin con- 
centrates at the world market price at time of delivery; 


“2) to consider 
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2) to consider vith the Bolivians what further steps the 
two governments might take together looking toward a long- 
term solution of Bolivia's economic problems; and 3) to 
more than double the contribution to the %S technical 
assistance program in Bolivia in order to help accelerate 
that nation's agricultural development and reduce its 
dependence on the tin industry. | 


The first vart of this program was consummated at the 
ons of September when the US signed a contract (expiring 
March 31, 1954) to buy up to 10,000 tons of tin from Bolivia 
in the next six months, although the contract covers ores 
produced since larch l, 1953. There has been no decision 
yet on what to do after | ‘arch, 1954 with those Belivian 
ores which in the past have gone to the US. The question 
of disposition of the. Texas City tin smelter is still . 
pending and it would take from six months to a year for 
European smelters to expand sufficiently to absorb the low- 
grace Bolivian ores which the US has been buying. . The 
price to he paid for the tin under the contract will be 
figured on a monthly basis averaged on the New York spot 
market anc, three aonths futures prices. . 4t the time of 
signature, tin was selling for about &2 cents a pound in 
New York, .The price also will be subject to the customary 
deductions for smeiting and impurities. 


Reactions of. Other Countries Our decision to send 
emergency food shipments to Bolivia was not without reper- 
cussions in other countries. . The Canadians remonstrated 
that a gift of US wheat would cut. into their sdles of’ 
wheat, and Canada, like the US is wrestling with a surplus. 
The Canadians pointed out that wheat is so essential to the 
Bolivian economy that the- ‘government would allocate foreign 
exchange to buy it even though foreign exchange is scarce. 
Thus, they contended, a gift from the US could possibly 
interfere with "normal marketings" of a country friendly to 
the US. Cection 550 of the Mutual Security Act (which also 
provides for utilization of US agricultural surpluses in 
foreign aid programs) states that such interference is to be 
avoided, but this is not specifically spelled out in the 
Famine Relief Act, probably because shipments of commodities 
to relieve a disaster would not normally cut into established 
commercial channels. We have orally assured apprehensive 
countries that we would consider their legitimate interests 
in making decisions under the Famine Relief Act, and that it 
is not the US intention to deprive them of a trade. outlet, 
but merely to help Bolivia for humanitarian reasons. - 


* * . * . 
~ INCREASING 
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INCREASING AIR COMPETITION WAY Important develop- 
RESULT IN MORE } WORE RESTRICTICNS ments seem to be 





taking place in inter- 
national air epensvertatien in Europe which Embassy 
London believes may result in increased restrictions 
-in this field. For the first time since extensive 
international commercial air operations began, a 

buyers! market is emerging. This is due omens A to 
increased delivery of new aircraft to major inter- 
national airlines. At the same time, improvements in 
Management and operational techniques have made it pos- 
sible for most airlines to increase the daily utiliza- 
tion of their equipment. This will result in increased 
capacity and airline operators believe that this will 
not be met by corresponding traffic increases. If 

this happens, load factors will go down and an unpre- 
cedented cor:petition for traffic wili develop. 


_ Such a development could benefit the travelling | 
public through better services and possibly lower 
rates. However, such advantages will not be realized 
if countries whose airlines are weak or less welle 
equipped try to meet such increasing competition by 
engaging, even. more than at..present, in restrictive 
and protective practices. Many governments are 
increasing limitations on their grants of air rights 
and appear convinced that the only way their airlines 
can continue against outside competition is through an 
assured market. _ 


The only real support the US has had for its 
approach to international air competition has been the 
British. The Dutch and the Scandinavians, while ardent 
advocates of complete fteedom of the air, have done 
this cause a disservice by being willing "to accept 
Whatever rights they can get when they can get then. 
KLM, the Dutch line, probably suffers from more 
restrictions than almost any trunk route operating 
company in the world and it is being extremely 
cautious and noncommittal now about purchases of new 
aircraft. The President of Scandinavian Airlines 
considers the. next. two years the critical period for 
his airline, and is engaging in an intensive manage- 
ment retrenchment program. The British are reportedly 
having difficulties with air rights in other countries 
arising out of the introduction of new equipment. 


France, 
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France, Italy and Spain are notably restric- 
tionist in their aviation outlook. Recently, the 
Italians have attempted to apply the predetermina- 
tion principle to the capacity concept rather than 
adhere to the ‘ex post facto procedure called for by 
the US-Italian bilateral air transport agreement. 
The Italians have indicated that if these matters 
are not satisfactorily resolved on an informal basis, 
they will insist on formal aviation negotiations. - 
under the bilateral, in an effort to achieve their 
aims. Their views regarding stopeover rights and. 
@abotage are also restrictionist in character. As . 
for other European countries, their air policies are 
either unknown, as ig the case of Germany; or 
unimportant, as in the case of Belgiun, Luxembourg 
and possibly Switzerland. 


In other parts of the world also, the tendency 
toward air restrictionism is growing. In recent US- 
Indian consultations, the Indians tried hard to cut 
down US airline operations to and through India and» 
it was only with difficulty that the status quo was 
maintained. It is — that the cnssone Wie) 
reopen the matter. : 


Latin American éowiteies are also taking measures 
to protect their national airlines. Argentina has 
proposed a bilateral agreement with Paraguay which 
calls for 80% of the ‘traffic to and from Buenos Aires 
to be carried by companies domiciled in the two coun- 
tries. Since Paraguay has ‘no carrier flying to 
Buenos Aires, this would give Argentina a virtual 
monopoly. Moreover, Argentina has decreed a lower 
fare advantage for a seven-country bloc which is 
designed to protect the operations of its national : 
carrier and Brazil has instituted a new conversion” — 
rate on international air fares which is disadvan- | 
tageous to foreign airlines, ‘ve have protested this 
latter action, maintaining that it violates ow | 
bilateral aviation agreement as well as being in dis-°. 
regard of the International Air Transport Association 
machinery for establishing international air sarees . 
However, the issue remains unsettled. 


* » *-@ 
SOME 
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SOME ECONOMIC PI PROBLEMS Vice President Nixon, on his current 


Cr THE FAR F EASTERN ARE: AREA good-will and fact-finding tour, will 
~ gee at first hand the economic as well 


as political problens: that plague the Far Eastern area. These 
difficulties are constantly before us and it is recognized 
that a solution of some of these major economic problems may 
well be necessary to the achievement of stability in these 
countries’ and their cooperative participation ‘in the free 
world economy. , 


The Problem of Food Supply One of the major problems is 
food supply. - Population increases have .ottrun food production 
and, in addition, -the war had an adverse continuing effect on 
production of food in some countries. Various factors have 
combined to force countries in the area to increased purchases 
-of food from Canada and the US. This has severely taxed their 
foreign currency resources and has had the further effect of 
diminishing the assets available to them for economic develop- 
ment or other necessary expenditures. | 





In India 70% of. the population 4s Copsetent on agricul- 
ture, but production falls: short of- requirements and India 
has always been beset with recurrent famine, The situation 
worsened during the war and later, due to partition. ‘Pakistan 
is currently undergoing.a food crisis which led to an emergency 
wheat loan from the US... Japan has immense:requirements for 
food imports, which were supplied by South Asie in the prewar 
period. \hile the China ‘mainiand provided some foodstuffs 
for foreign trade in the: past, there seems little likelihood 
that this will be-a source of food “exports in ‘the discérnible 
future. The war in Indo-China'has disruptéd-rice growing and 
distribution in that area. -Even Australia, ‘a food exporting 
country, finds its population increasing adspropartionately 
to its increase in fcod production. | | 


Most Asian countries have agricultural’ prograns for 
increased production of food and, as far as possible, for non- 
food commodities as well. Very few of these countries, however, 
have as yet planned agricultural development on a comprehensive 
scale. An Asian regional meeting of the UN Food and Agricul- 
ture Organization was held in Bangalore in August to review the 
experience gained in agricultural development over the past 
five years and to survey the outlook up to 1957. The most 


salient 
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Salient fact to come out of that meeting “as that, even if 
agricultural development goals are reached (which. some of 
the countries consider impossible), population increases will 
continue to outrun food production increases. By 1956-57 it 
is expected that the population of the region, excluding 
China, will be 31% higher than in 1934-38, while production 
of foodstuffs will have increased by only "18%. In 1951-52, 
imports of food grain into the region averaged 8,2 million 
tons, compared with an average net export of 2.8 million 
tons before the war. However, present plans envisage a sharp 
fall in import requirements of food grains in deficit coun- 
tries and considerably larger shipments from rise exporting 
countries, so thet the region's net dependence on imported 
erain may be greatly. reduced, . 


&t the regional meeting it was evident that ineressine 
recognition is being given to the fact that agricultural 
development must be coordinated with development in other 
segments of the economy, Emphasis was given to the need: 
for irrigation projects and transportation, for greater 
attention to orderly marketing, for agricultural credit, 
farm machinery, fertilizer, Locust cenwel, and soil con- 
servation. 


- Economic. Netd onalism A phenomenon of independence and 
newly achieved sovereign eouality is economic nationalism. 
This demonstrates itself in fear of and hostility towards 
foreign private investuent; it is seen in popular demands 
for industrialization, no matter what the cost and without 
respect to whether or not the elements essential to reason-+ 
ably efficient industrialization are available. It shows 
up in national economic plans for self-sufficiency in items 
in which it does ‘not make sense for the particular country 7 
to seek self-sufficiency. In short, this leads to an attempt 
on the part of these countries to leap too quickly from the 
most primitive of economic societies into the most advanced 
and complicated modern economic society. 


Economic nationalism is characterized by a failure of 
many of these countries to see themselves as a part of a - 
free world trading system.: They find it difficult, in their 
concentration on economic development, to avoid employing all 
the paraphernalia of government control and intervention. In 


so doing 
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so doing, they overlook the impact of their. actions on their 
neighbors and other countries of the free world as well as 
the secondary, but unavoidable. impact on themselves of 
similar actions taken by their friends. 


Financing Economic Development The inadequacy of local 
capital is a problem common to all these countries.. There 
is little accumulation of capital, and the political and 
economic instability and threat of war drives what little 
capital there is’ to safer areas. The end.of boom conditions 
engendered. by the war in Korea has adversely. affected the | 
terms of trade of many of these countries. The. consequent 
diminution in foreign exchange earnings, national incomes, 
and government revenues has. affected pant ete f the capacity 
to prosecute Sys }OPEEES. programs, 4 


To get. the ‘development. needed, - ‘Sebstantdai: amounts of | 
capital are reouired’ beyond that présently. available’ to these’ 
countries. A portion of their reduirements will come from 
Europe and the British Commonwealth through the. Colombo Plan 
to assist its Asian metbers. Sorte. portion can “be expected . 
from the Internaticnal Bank for Reconstruction and Develop-. 
ment, but this ts limited by the fact that it is run on “sound 
banking" methods which must meet strict banking criteria, . 
These are’some of the factors. behind the desire of under- 
developed countries for an international fund to provide grant 
aid for economic development. The hard fact is “that the a. . 
a. the only real and substantial aecanell Garass in = world 

aye ¥ | ; Pana 


Tuch has been said ‘about what american: “ivéte ‘Savest- 
ment can do abroad. However, iri some of these countries. : 
there is resentment toward such investment. and fear that it. 
will result in’ economic imperialism. The ‘obstacles’ which have 
been put in the way of. such investment, added to the. uncertain- 
ties Of war and expr¢pria‘ tion, and the greater attractiveness 
of investment in ‘the more developed areas, militate against a 
substantial flow in the discernible future to. Asia .and. the . 
liiddle East. Indeed, outside of investment in petroleum, 
there has actually been a. disinvestment of + ee eaP ar avate 
holdings in these areas. 


_~— “s 
ad & - 
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Commodity Problems: Any analysis of the economic problems 

of this area involves attention to séveral important commodi- 

ties. Tin and rubber are two important products in Asia 
which enjoyed a boom period during the early part of the 
Korean war, but are presently in difficulty. An important 
factor in ‘this situation is ‘the development of synthetic 
rubber in the US and advances in the technology uf the use 
of tin as a plating material. To meet these problems of tin 
and rubber, the producing areas especially have pressed for 
consideration of the use of international commodity agree- 
ments along buffer stock lines. The US position on commodity 
agreements is to await recommendations on this point by the 
Randall Commission. 


New technology and especially the dévelopment of syn- 
thetics have had sharp effects on other products and will con- 
tinue to do so in the future. In recent years we have seen 
the impact of nylon on Japanese silk earnings, the effects of 
substituting paper containers for jute, and the use of plastics 
where metals were used before. In addition to the serious 
economic effects on the producing countries, the increased use 
of synthetics and substitutes is a source of political mis- 
understanding and ill will. The Indonesians and Ceylonese 
see our production of synthetic rubber not as a program 
essential to American security but as a means of bringing 
political or economic pressure to bear on then. 


There are certain factors common to all of these raw 
materials problems. The first is the tendency of many raw 
materials to have wide price fluctuations. These movements 
in price have led to distress both on the part of the producing 
and the consuming countries. They have also encouraged the 
producing countries to put greater national emphasis on 
diversification as a more stable foundation upon which to 
rest their economies. Second, many of these countries have 
felt that the prices they receive for their products are 
generally low compared to the pricesof the manufactured goods 
they must buy. «nd third, many of ther. strongly question 
American motives and buying practices regarding their com- 
modities and have felt that our stockpiling activities, for 
example, have been politically motivated. They believe that 
we use our economic power as a means of manipulating interna- 
tional prices of the commodities they produce, 


US trade 
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actices have also been of concern to some 
of the Pew of the area. Jor example, pers oe pa 
New Zealand have mga me | py oi mig ep aie ro 
on imports of dairy products h ‘Gamaged ti ee eibs 1a ty 

country. They are also concerned over .the poss 

that vestriciicas will be applied on US imports me Sina Fig. od 
is of great importance to their economies. oe] me, So 
reports, US trade restrictions were one issue raisec w 
Vice President Nixon when he visited New Zealand. . . 


* * . = 





DECLASSIFIED FOR PUBLICATION IN FOREIGN 
RELATIONS OF THE UNITED STATES 


STATE=PB, Wash. . D . C 7 








BEST COPY AVAILABLE 


aw 
deal 


ISSUE NO. 426 
October 27, 1953 


SECRET 


SECURITY INFORMATION 


“=? ECONOMIC 
)EVELOPMENTS 











A DEPARTMENT OF STATE 
POLICY REPORT 


Lt 





DECLASSIFIED FOR PUBLICATION IN FOREIGN 
RELATIONS OF THE UNITED STATES 








TT 


BEST COPY AVAILABLE 








DECLASSIFIED FOR PUBLICATION IN FOREIGN 
RELATIONS OF THE UNITED STATES , 














SECRET - SECURTTY INFORMATION 


BEST COPY AVAILABLE 


October 27, 1953 
CONTENTS 


Eighth Session of 
GATT Is Concluded - ---+-++e+-e#-e+-e-+e+-+e- 6 1 
Extension of Firm Life of 
Tariff Concessions 
Japanese Accession 
Complaints Against US 
Complaints Against Other Countries 
Consultation on Balance of Payments 
Reducticn of Tariff Levels 
Tariff Modifications 
European Coal-Steel Community 
Valuation, Nationality and 
Consular Forinalities 
GATT Review 
Time of Next Session 


US Withdrawal from North 
Atlantic Weather Stations - ----+-+-+-+- - 7 
Background 
ICAO Meeting 


US Grants Arctic Air Route 
to Scandinavian Countries ----+-+-+-+-<--- 9 
Background 
US Position on Route Request 


Controls Eased on Iron 


and Steel Scrap Exports -----*+-+-+e+#--s 11 
Background 
International Sulphur Meeting 
Finds Situation Satisfactory - - ----- 13 
IMC Central Group 
on Stand-By Basis - ----+-+-*-+-*+-+*e°0 13 
* * * 


DECLASSIFIED FOR PUBLICATION IN FOREIGN 
RELATIONS OF THE UNITED STATES 











CONFIDENTIAL - SECURITY INFORMATION 
BEST COPY AVAILABLE 


EIGHTH SESSION OF On October 24, the 33 countries which are 
GATT IS CONCLUDED Contracting Parties to tne General Agreement 
on Tariffs and Trade concluded their eighth 
session at Geneva, after considering an agenda comprised of 44 
items, The major accomplishment was agreement that tne assured 
life of individual tariff concessions would be extended for 
another 18 months or until Jvly 1, 1955. Another important 
accomplishment was the decision to permit Japan to participate 
in the GATT. on a provisional basis. In this connection,. various 
countries, including the US, agreed to enter into contractual 
arrangements with Japan under the General Agreement. During 
the five week session, the Contracting Parties considered a 
number of disputes which had arisen under provisions of the 
Agreement, including complaints against US restrictions on 
imports and subsidies affecting exports. Some of these dis- 
putes were setisfactorily settled and suggestions were made for 
possibie settlement of others. The groundwork was laid, during 
this session, for further progress toward achievement of aims 
of the GATT, ami it was Gecided that the operations and provi- 
sions of the General Agreement would be reviewed in the latter 
part of 1954. 








Extension of Firm Life of Tariff Concessions Through the 
use of Article XXVlll of the Agreement, countries would have 
been able to withdraw or modify individual tariff concessions 
after January 1, 1954. The only obligation would be to engage 
in negotiations for compensatory concessions for such with- 
Grawais or modifications, but if the negotiations should fail, 
the country could go ahead and make the proposed changes. In 
such event, the affected countries could retaliate by withdraw- 
ing or modifying equivalent concessions. It was generally felt 
that it would be undesirable to have such instability in tariff 
concessions during the next year or so, particularly since 
various countries including the US were conducting a review of 
their basic commercial policy objectives. The Contracting 
Parties, therefore, decided that. the applicability of Article 
XXVIII should be postponed for 18 months or until July 1, .1055. 
A declaration to this effect was prepared and signed by 4 number 
of countries including the US-on October 24 and will remain 
open for signature until December 31, 1953. The declaration. 
provides that Article XXVIII would:apply fully:-with regard to 
concessions initially negotiated with countries not signing it. 





Japanese Accession As was anticipated, there was some 
opposition to Japanese participation in GATT, based primarily 
on fear of Japanese competition. When it. ‘became apparent 





that 
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that it would be impossible to get a two-thirds vote in 
favor of a resoiution permitting Japanese participation 

“in the deliberations of the Contracting Parties and provid- 
ing also for tne mutual application of the GATT tariff con- 
cessions, the US, which strongly supported Japanese pro- 
visional accession, suggested a two-stage approach. In the 
first stage, countries would vote as to whether Japan should 
be allowed to accede to the GATT, and after that determina- 
tion had been made, each country would then be free in the 
second stage to decide for itself whether to enter into 
contractual arrangements with Japan under GATT. In the 

first stage, 26 Contracting Parties voted in favor of pro- 
visional participation, with Australia, Burma, New Zealand, 
South Africa, fouthern Rhodesia, the UK and Czechosl*evakia 
abstaining. After the vote hac been taken, Burma was in- 
structed to support Japanese participation. The declaration 
undertaking GATT obligations between the signatories and Japan 
is open for signature until December 31, 1953. It has been 
signed by the US. 





Complaints Against US The Contracting Parties dealt with 
a number of complaints against actions held to be inconsistent 
with the Agreeinent. Several of these concerned actions taken 
by the US. Consideration was again given to the application 
by the US of import quotas on dairy products formerly imposed. 
under Section 104 of the Defense Production Act and now con- 
tinued. in a modified form under Section 22 of the Agricultural 
Adjustment act. The Contracting Parties adopted without 
Objection, but with US abstention, a resolution which noted 
the statements of some countries that they had suffered serious 
damage because of these restrictions, affirmed their right to 
take retaliatory action while the restrictions last, and 
authorized the Netherlands to impose a 60,000 ton limit on im- 
ports of wheat flour from the US during 1954. However, Nether- 
lands officials have stated confidentially to representatives 
of our Embassy in The Hague that their government has no 
present intention of using the authority contained in the 
resolution to impose restrictions on imports of flour from 
the US. Thus, as matters now stand it appears that there will 
be no retaliation in fact. 





The Greek, Turkish and Italian delegations expressed 
their concern over the continued suspension by the US of the 
tariff concession on dried figs as a result of “escape clause" 
action. It was noted that the US Tariff Commission is to keep 


the fig 
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the fig situation under review and. report to the President 

on whether or not the modification of the concession remains 
necessary. The Contracting Parties affirmed their conviction 
that the most satisfactory solution of the matter would be a 
restoration of the concession. 


In connection with complaints against US export subsidies 
or other measures having the effect of aiding US exports of 
raisins, oranges and almonds, the US delegate explained that 
the measures were intended to permit these products to main- 
tain their foothold in the worid market which had been estab- 
lished before import restrictions were imposed against them 
by countries suffering from doliar difficulties. Several 
countries believed that the subject of export subsidies and 
the provisions of the Agreement on subsidies should be 
given careful consideration in any future review of the GATT. 
A complaint against US import restrictions on filberts was 
disposed of when the US delegate announced that the President 
had just approved the removal of restrictions in the light of 
the changed marketing situation. 


Complaints Against Other Countries It was agreed that 
the basis for two complaints against Greek measures nullifying 
or impairing their tariff concessions was removed by an adjust- 
ment made in the Greek exchange rate before the session. The 
French delegate agreed that a French tax on imports and exports 
was inconsistent with the Agreement ana informed the Contract- 
ing Parties to their satisfaction that the French Government 
had decided to aliow this tax law to expire at the end of the 
year. The Contracting Parties also considered the failure of 
Brazil to put into effect compensatory tariff concessions which 
resulted from tariff renegotiations and its failure to eliminate 
internal tax discriminations against imports. The Brazilian 
Gelegate said he believed the situation could be rectified and 
a resolution was adopted urging Brazil to take the necessary 
action and report to the next session. The Norwegian and 
German delegations announced that they had resolved their dis- 
pute on the alleged discriminatory treatment of Norwegian 
sardines. 





Consultation on Balance of Payments Balance-of-payments 
consultations were conducted under Article XIV:1(g) and Article 
XII:4(b) with Australia, Ceylon, Chile, Finland, Pakistan, 
Sweden, Southern Rhodesia and the UK. Representatives of the 


consulting 
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consulting governments discussed freely all aspects of their . 
import restrictions and indicated that the views of the other 
contracting parties would be conveyed to their respective 
governments for sympathetic consideration, 


The following general conclusions were arrived at during 
the consultations. A marked improvement had been noted in 
the world dollar situation in the past year. Altiough this 
improvement was due in part to temporary and artificial factors, 
including continued restrictions against dollar imports and 
heavy US offshore purchases and military and other expenditures 
abroad, more fundamental causes appeared to be in operation. © 
Some of these more fundamental factors gave promise of enduring 
and, if so, should provide an opportunity for advancing towards 
a-system of international trade free from.restrictions and. 
discrimination. Unfortunately, there has not been universal 
improvement. Some countries, among them states dependent on 
the production and export of primary commodities, have in fact 
experienced 4 Geterioration in their external financial position 
Guring the year under review, 


During the session, the Dutch representatives announced 
that because of satisfactory developments in the Netherlands 
balance-of-paynents ‘and monetary reserve position his govern- 
ment had decided to relax its restrictions on imports from the 
dollar area. The representative of South Africa announced that 
from January i, 1954, South africa's import restrictions would 
be administered on @ compietely non-discriminatory basis. 


4 neJuction of Tariff Levels As a result of intensive 
‘analysis and examination by technical experts during the last 
two years, the revised French plan for the reduction of tariff 
levels reached an advanced stage of technical development dur- 
ing this session. Since the plan now appears to be technically 
feasible, the ‘Contracting Parties decided to refer it to their 
respective governments for consideration and comment. The US 
delegation indicated that the plan would be sent to the Commis- 
Sion on Foreign Economic Policy as an illustration of a line 

of thinking and a possible approach to the problem of tariff 
reduction. Broadly stated, the revised French plan would pro- 
vide that the import.trade of participating countries would 

be Givided into a number of sectors, say 10 or 15, and that 

the average tariff rates within each sector would be reduced. 
by 30% in three years, at the rate of 10% each year. It is 
provided that fiscal duties could be excluded from the plan 


and 
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and that countries in the process of economic development 

would not have to make reductions affecting their development 
programs. In the light of government comments the Ad Hoc 
Intersessional Committee is to consider the principles involved. 
This Committee is also authorized to consider the "low tariff 
club" plan of the Council of Europe. 


Tariff Modifications The Contracting Parties approved 
a general waiver under wnich the UK, under certain circum- 
stances, wouid be free to raise its duties on certain items 
imported from outside tne Commonwealth, principally horticul- 
tural items, without placing a duty on the same class of products 
which enter free of duty from the Commonwealth. Procedures 
were provided to prevent tne waiver from appiying in any case 
in which the increased preference permitted under it would re- 
Sult in a substantial diversion of trade to preferential 


suppliers. 





Another waiver was granted to permit Australia to accord 
preferential duty-free treatment to products, on which tariff 
concessions were not in effect, imported from Papua and New 
Guinea which it considered desirabie in order to encourage the 
economic development of these areas. Safeguards are included 
in the waiver with a view to preventing its application to 
particular products where increased preferences would injure 
the trade of another contracting party. 


Following the devaluation of the drachma last April, the 
Greek Government had increased the specific duties in its 
schedule to tne General Agreement. The Contracting Parties 
examined these increases and decided that Greece shouid be 
permitted to make the same adjustments of specific rates as 
other countries foliowing currency devaluation. 


European Coal-Steel Community The Contracting Parties 
noted the first annual report on the implementation of the 
waiver granted to certain GATT countries last year to enable 
them to establish @ common market for steel and coal. The work- 
ing party which studied the report also prepared and presented 
to the CSC High Authority and member state representatives a 
series of specific questions. These included plans of the 
Community for negotiations with outside countries looking toward 
the harmonization of the external tariff on coal and steel prod- 
ucts, the detailed status of interim tariff and tarifi-quota 
arrangements pending such negotiations, and the operations and 
effect of an export price agreement reported to have been reached 
by steel producers in the six countries of the: Community. 





Valuation, 
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Valuation, Nationality and Consular Formalities Resolu- 
tions of the International Chamber of Commerce on the valua- 
tion of goods for customs purposes, nationality of imported 
goods and consular formalities were considered at the eighth 
Session. Methods of valuation currently used by the contract- 
ing parties were given 2 preliminary examination and it was 
agreed that work in this field should be carried on through 
intersessional machinery. A report on national regulations 
presently in effect with respect to determination of national- 
ity was aiso studied and a proposed standard definition of 
natiou2lity was prepared for tne consideration and comments 
of governments prior to the next session. With respect to 
consular formalities, the Contracting Parties took note of 
action taken by incividual countries toward carrying out the 
recommendation of the seventh session caliing for gradual 
reduction of such formalities with a view to their elimination 
by December 31, 1956. 











GATT Review During the session a majority of the 
contracting barties expressed a desire for a review of the 
operation of the General Agreement. Accordingly, it was 
agreed that next year there would be such a review to deter- 
mine to what extent it would be desirable to amend or supple- 
ment the existing provisions of the Agreement and what modifi - 
cations shouid be made in arrangements for its administration. 
The review would be undertaken in October 1954 or later if 
the Ad Hoc Committee on Agenda and Intersessional Business 
considers a iater date would give better results. The con- 
tracting parties have been asked to submit their suggestions 
for the review to the Executive Secretary by July 1, 1954 
if possible. | 





Time of Next Session The next session was tentatively 
set for October 14, 1954 at Geneva. It was understood that 
the review of the GATT referred to above would form a part 
of the ninth regular session. However, if circumstances 
force the delay of the review until after 1954, the ninth 
session will still be held on October 14, 1954. 





Mr. Dana Wilgress of Canada was elected chairman; 
Garcia Oldini of Chile, first vice-chairman; and Gunnar 
Seidenfaden of Denmark, second vice-chairman. 


+ * * 
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US. WITHDRAWING FROM NORTH Last weék the US representa- 
ATLANTIC WEATHER STATIONS tive to the International | 
Civil Aviation Organization 
(IC/O) informed the Secretary General of that organiza- 
tion that the United States has determined that. the | 
services provided by the ocean weather stations in *he 
North &£tlantic are no longer required and that the 
benefits derived by the US are no longer commensurate 
with the cost. Consequently, the US has decided not 

+o participate in the program after the expiration. of 
the present agreement on June 30, 1954. At the same 
time we advised our missions in the states which are . 
Signatory to the agreement that we are anxious to obtain 
consent of those countries to the withdrawal of our. ves-. 
sels from all stations @8 soon as possible in order ~ . 
that the vessels may be decommissioned by the end of  . 
the fiscal year and within the current appropriation... 








Background Under ICAO sponsorship, there has. been 
in effect since 1946 a program of ten permanent ocean . 
stations in the North Atlantic manned by the vessels. of.. 
13 signatory states. These ships supply weather ‘infor- 
mation on which forecasts are made and,. in addition, - 
provide valuable service in the fields of communication, 
nevigation and search and rescue. Thé US contributed — 
about 55% of the program, furnishing 14 large Coast 
Guard cutters out of a total of 25 vessels, ‘at.a-cdst .. 
of approximately $10 million a: year.. ‘Chief beneficiaries 
of this service in the US are the civil air and maritime 
interests as well as the defense agencies. Since weather 
currents move from west: to east, meteorologital stations 
in Europe have been able to usé the ocean-station. reports 
to forecast conditions over the continent .whith. are 
valuable for agricultural purposes, The Atlantic infor- 
mation has been of no use to farmers inthe US, boverge 
4& similar program is carried on in the- dae trie jointly 
with Canada. This program, likewise, mey. be terminated. 


At the third ICAO conference on North Atlantic - 
Ocean Stations last July all states were urged ‘to re- | 
examine their positions on the program at the earliest 
possible date, particularly with respect to its 


technical 
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technical aspects. The US had already undertaken such 
@ review in accordance with a letter from the Director 
of the Budget urging all agencies to re-examine their 
requirements with respect to ocean stations services 
and because US civil air carriers had indicated thez 
did not wish the US Government to incur this expense 
on their account. 


The Air Coordinating Committee undertook to examine 
the matter and it came up with a finding that the North 
Atlantic weather stations, although useful, were not 
necessary for civil air carriers but that they did serve 
a defense need. At a subsequent meeting of the Secre- 
tary of Defense, Secretary of the Treasury and the 
Director of the Budget it was decided that the US should 
no longer participate in the ICAO program. As a conse- 
guence, the Chairman of the Air Coordinating Committee 
was advised that neither Treasury nor Defense would 
budget for the program after the expiration of the 
present agreement, June 30, 1954, and the Department of 
State was asked to get in touch with other signatory 
countries to see if they would object to earlier release 
of the vessels. These countries are the Netherlands, 
the UK, Canada, France, Norway, Belgium, Denmark, Ireland, 
Portugal, Sweden and Iceland. 


ICAO Meeti Upon receipt of the US communication, 
the Secretary General of ICAO notified the signatory 


states and a special meeting of representatives of those 
states was held on October 27 to consider future action. 
However, since a number of governments had not communi- 
cated their views to their representatives, action was 
Geferred until a later date, not yet specified. Reports 
submitted to ICAO by the UK, France and Sweden prior to 
receipt of the US position expressed the view that the 
services are highly useful from a meteorological stand- 
point and that the program should be continued. These 
Same states indicated, however, that so far as search 
and rescue, navigation and communications services were 
concerned, they were not regarded as necessary. 


* * * 


US 
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“The Danish Government has been in- 
formed of the United States agree- 
ment to the inauguration on an ex- 
perimental ba'sie of commercial airline service on a polar route 
from Scandinavia via Greenland ‘to the US West Coast. Recipro- 
cal rights are involved and from the Scandinavian side the 
route will be operated by the Scandinavian airline SAS. Such. 
a route is regarded as a step forward in the development of 
international civil air operations and one which may be ex- 
tremely significant in years to come; however, certain reserva- 
tions were made by the US in view of the effects the route will 
have upon the: existing structure of commercial aviation veqwoun 
Europe ang North America. bs | 





Background In September 1952 Denmark, Siieee and. Sweden: 
requested amendment of their respective bilateral’ civil air -. 
transport agreéments with the US so as to allow the establish-~ 
ment of commercial.air service vie Thule, Greenland and Canada 
between Scandinavia and Seattle, San’ ‘Francisco and Los Angeles. 


Within’ certain. Limitations, the Department wae generally 
favorably disposed toward granting the request.. It realized 
that agreement would be contingent upon the securing of recip~ 
‘rocal rights to.the route and upon certain other important: con- 
siderations, but it believed .that the pioneering of an arctic 
route by commercial operators would. provide valuable experfence 
on the basis of which further. expansion and: ‘orderly development 
of polar flying might be accomplished. Development of this 
route with its attendant savings of ‘time and distance will bring 

the western’area of the US into closer. ‘commercial communication 
with many pointe in Burope: and beyond.,. It is* estimated that an 
operational saving of six hours and a mileage‘ saving of 1£00- 
1500 miles will result as compared to the route fron. the West 
Coast via New York. From the long-range viewpoint, the Depart- 
ment considers that the realization of commercial-eperations on 
such an arctic route will benefit the US even though initially 
.the route may be operated only by a non-US carrier.) Also, we 
feel that granting the route would. be concrete | evidence of our 
policy of encouraging the orderly exchange’ of-air transport 
Tights as being in the best intereste oF thorn ——T of 
7 th edt saad civil aviation. Mie’ ae Leh eg: 
.-..” Defense was. ‘Tavorebly disposed. ‘uise ‘the. request. ‘but main- 
/ tained that. for the present and immediate’ future; commercial use 
of the vital and highly restricted —ae Air yeuwe bage might 


, seriously 
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seriously jeopardize its security. There was also the possi- 
bility that if the base were opened up for the use of aircraft 
registered by one country, the Convention on International 
Civil Aviation might require its being opened to civil air- 
craft from all nations adhering to the Convention. Therefore, 
Defense suggested that the US indicate to the Scandinavians 
that actual civil operations at Thule should not begin until 
such time as the governments. concerned agree that the military 
considerations involved no longer outweigh the desirability of 
permitting commercial use of the base. In the interim, Defense 
stated that the Scandinavians might use for commercial ‘air pur- 
poses either of two other Girt) eine easer 08. military control 
in Greenlend,. 


The Civil Aeronautics Board ‘concluded that, on balance, 
it would. be in the national interest to grant the Scandinavian 
request, subject to various conditions which are designed to 
mitigate unfavorable considerations. -The US communications to 
the Scandinavian countries concerned contain provisions intended 
' to achieve this purpose. 


Us Position on Rou te Request the  Saeeiael is sending 
notes to Denmark, Norway and Sweden, telling of the affirmative 
US decision, We are’ suggesting. that a reciprocal exchange of 
thé route be accomplished through an é¢xchange of notes outside 
_ the respective bilateral: ‘air agreements for an experimental 
period of three years, at the end of-that period and following 
a review of the experience gained, a mutual determination could 
be made as. to the desirability of Aneluding the tee in the 
annex to the air treneport agreements. beer ss | 


Instead of ‘granting three points on “the West Const, we are 

making the city of Beattle ‘available as the terminus to ‘be 

served by SAS. At this time, the US is not requesting the 
right eerve points in- Scandinavia: in addition to those which 
US carriers are now serving by way of the North Atlantic. 
However, at such time as the bilateral agreements ‘may be amended 
to include an arctic route. for US and Scandinavian carriers, we 
suggest that it would: be’ appropriate to delete Chicago. from the 
present: route description of the Scandinavian earriers. We 
suggest aled, in order to permit inauguration of the SAS serv- 
ice on the polar route during the interim period in which Thule 
ig unavailable, that. — of two other U&-controlled air bases 
in Greenland be vised. : i 


The US believes ‘that appropriate language should be in- 
cluded in the somnange of notes ig: atte the control of rates 


and regulation 
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and regulation of capacity. ‘Ye mention, also, that the US 

has considered for some time that a need exists for a basic 

revision of the respective bilateral agreements in order that 

rate and capecity provisions may become applicable to the 

present services between our two countries. This matter will 

be settled separately, however. 


Our notes state that at the end of two full years of the 
three-year experimental period the operating airline should 
furnish, upon request, to the appropriate aeronautical authori- 
ties of each country adequate information respecting their ex- 
perience over the route to assiet in determining the feasibility 
of a permanent arctic route for commercial: operations. 


>. -¢é ° 


CONTROLS EASED ON IRON’ Relaxation of export controls on 

AND STEEL SCRAP EXPORTS @11 grades of iron and steel scrap 
from the continental US was announced 
October 16 by the Commerce Department. Under the new policy, 
established for the fourth quarter only, Commerce will license 
exports of iron and steel-scrap on &8n open-end basis, without 
@ specific quantitative limit. Special safeguards will be 
devised to enable Commerce to keep a close watch over the 
volume and destination of scrap exports, 





The safeguards include ‘limiting the validity of 
ferrous scrap export licenses to two months instead of the 
usual period of six months. (Licenses on exports to Mexico 
will continue to have a validity of six months.) Arrange- 
ments will also be made for preparation of an additional 
copy of the export declaration which the Customs Service 
will forward to the Bureau of Foreign Commerce (formerly OIT) 
immediately upon shipment. The Burseau will maintain up-to- 
Gate records of export’ shipments and supply interested 
government agencies each month with tabular summaries of 
exports. Not later than January 15, 1954 the Bureau will 
provide, for review by the Advisory Committee on Export 
Policy (ACEP), analyses of ferrous scrap exports and of 
applications for and grants of licenses. A special analysis 
of maritime scrap will be provided also. 


In announcing the new policy, Commerce emphasized that 
the action is not to be vonsidered as an invitation to overseas 
steel industries to change. the metallic mix now being used, with 
a view to utilizing larger quantities of American scrap. If eyi- 
Gence develops of an enlarged or unusual demand for American 
scrap, it will be necessary to reconsider the new policy. This 
action made no change in the policy of licensing all valid re- 
quests for offshore ferrous scrap, that is, scrap located in US 
possessions outside the continental US. 


. Background 
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Background On June 19 the Commerce Department announced 
the continuation of stringent controls on ferrous scrap ex- 
ports from the continental US for the belance of 1953, (See 
June 23, 1953 issue.) This action was taker despite a four- 
to-four division among the a;sencies givirg an opinion on the 
matter in the ACEP, The Department was one of the agencies 
which believed the supply-demand situation for scrap did not 
warrant a departure from the Administration's policy of de- 
control and that the amount of scrap that would be exported 
under a liveralized policy Li tn 2 net hurt. the national 
securivy, 


Since June the donend- -supply situation hee continued to 
éase. Domestig prices declined markedly during August. and’ 
September, and surplus areas are now reported, The forecast 
for 1953 steel ingot production in. the US is now down to 
about 112 million tons. Although this is’stili ea record 
figure, it-{s a sizeable reduction from the June NPa estimate 
of 118 million’ tons. There has been some increase in consumer 
stocks. Foreign demand:for US scrap apparently is quite .. 
limited. Outside of Canada and Mexico the only-prospective 
important taker is Japan, and ferrous scrap exports to Japan 
are consistent with US interest in maintaining a high level 
of Japanese industrial activity. : 

Industry ‘Advi Bory. Committee meetings held be Commerce 
prior to the recent:decision reflected opposing opinions - 
between scrap consimers.. (gteel ‘companies) ‘and SCrpp- ‘dealers. 
About a dozen representatives of scrap consumers wére unani- 
mously against further relaxation, while 8 out of.10 repre- 
sentatives of scrap dealers. favored relaxatién. A number 
urged comparable controls. among ferrous scrap, steel mill 
products and other manufactures, since. the expont: of. steel 
products in effect removes quantities. of scrap from the. do- 
mestic supply poole «=... we: 0 


In the ACEP meeting at whith the recent decision was 
made, all agencies except Défenseand the Oifice of. Defense 
liobilization favored relaxation, “However, Défense stated - 
its steel requirements were bein¢ met... ODli ‘opposed relaxa-~ 
tion because it did’ not..believe the: si suation hac altered 
enough to justify changin ng tbe policy decided’ upon-jlast June. 
Its stand is based on. the belief that. exports of ferrous 
scrap from the US should. dé held toa wintmun. for national” 
security reasons--to pexmit capacity levels -of steel pro-: 
duction uncer a full mobilization’ emergenty.°*Huwever, thére 
is no comparable policy on pig’tron on. on’ iron and. steel © 
products. Furthermore, in the absence of domestic controls, 
it 1s questionable whether export ‘controls’ should be the reans 
used by the US to assure meeting full ye require- 
ments for critical. materi alse, 


—, 3 , 
_ a We, 
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INTERNATIONAL SULPHUR MEETING Representatives of sixteen nations 
FINDS SITUATION SATISFACTORY met in Paris from October 5-9 to 
review the world sulphur situation 
for 1953 and 1954, and to consider whether similar international 
consultation should be continued in the future. The meeting was 
called on the invitation of France and at the behest of import- 
ing governments who had been members of the Sulphur Committee 
of the International Materials Conference. (The IMC Committee, 
which dissolved April 30, dropped international allocations in 
the first quarter of this year, reporting then that a continuing 
improvement in the supply-—demand picture made them no longer 
necessary.) The US delegation to the Paris meeting was instruc- 
ted not to make commitments of any kind, and US industry offic- 
ials were assured prior to the meeting that if any eteps were 
taken to set up a study group, the industry would be consulted. 








No study group was recommended by the revresentatives gath—- 
ered in Paris. «4 review of the sulphur supply-—demand situation 
for 1953 and an estimate for 1954 indicated a satisfactory bal- 
ance, although the margin between demand and supply may be nar- 
rower in 1954. The UK accepted responsibility for consulting 
next June with the governments represented at Paris, in regard 
to a possible 1954 meeting. 


Shortly befcre the Paris meeting the Department of Commerce 
announced the removal of limitations on the quantities of crude 
and refined sulprur which may be exported from the US in the 
fourth quarter. Under this “open ending", although no quanti- 
tative limitations are set, individual export licenses are still 
required. Since quotas set for the third quarter met all foreign 
sulphur demands, Commerce predicted that thie action would re- 
sult in no significant changes in the expert patterns established 
under centrols. 


RESTRICTED - SECURITY INFORMATION 
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UNC LASS IFIED 


IMC CENTRAL GROUP ‘The Central Group of the International 

ON STAND-BY BASIS Materials Conference went on a "stand-by" 
basis effective October 23, following dis- 
solution of the las* active commodity committee (Manganese- 
Nickel-Cobalt) on September 30. The Central Group will hold a 
meeting on or before December 15, to review the general situa- 
tion and the need to continue on @ stand-by basis. 





It 
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It has been the purpose of the Group to provide services 
for the autonomous commodity committees, to reeommend. forma- 
tion of new committees if necessary, and to reconstitute 
committees which had been dissolved, if conditions called 
for it. The function of the Central Group in its-stand-by 
character will be to provide a meeting point at an inter- 
national level if new emergencies should arise, for the dis- 
cussion of common problems arising out of possible shortages 
of raw materials, and to furnish an instrument for the speedy 
recall of specialized groups if circumstances should make it 
advisable. : , an Oe 
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EXPLOR/ TORY TALKS CONCLUDED Talks took place in Washing- 
WITH JAPANESE REPRESENTATIVE ton last month between 

Mr. Hayato Ikeda, personal 
representative of the Prime Minister of Japan, and US 
officials covering a number of subjects, including Japan's 
defense build-up, US assistance, settlement for US postwar 
economic aid to Japan, foreign investment, reparations 
and trade with Communist China. The discussions were ex- 
Ploratory and no agreements were entered into but certain 
general understandings were reached. It was agreed that 
future discussions should take place on certain subjects. 








The most important point in the talks was our re- 
guest that Japan develop an adequate defense force in 
order to rrotést it from possible aggression and to re- 
duce the US burden related to defense of Japan. Ikeda 
recognized Japan's responsibility in this regard but 
pointed out that there are constitutional, economic, 
budgetary and other. limitations which will not allow imme- 
diate building of Japan's self-defense forces to & point 
sufficient to meet its needs. However, it was agreed 
that Japan would make an effort to expedite the build-up 
and US authorities offered, subject to necessary Congres- 
Sional authorization, to assist by supplying major items 
of military equipment. It was further agreed that ques- 
tions relating to Japanese defense forces and US military 
assistance will be discussed in Tokyo in the near future 
by representatives of the two governments. 


Aid Since Japan's independence, the Yoshida Govern-~ 
ment has made numerous approaches to the US for large- 
scale loan assistance, generally for political rather 
than economic reasons. These requests have been refused 
on the ground that the Japanese financial position did 
not justify assistance of the magnitude desired. US loan 
assistance has been confined to short-term Eximbank credits 
and the Japanese have been urged. to rely on the inater- 
national Bank for development loans, 


The Japanese external financial position currently 
is favorable. Bolstered by special dollar earnings re- 
sulting from the Korean war and US troop expenditures in 
Japan, dollar erie rose from $166 million in 1949 to 
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$783 million at the end of 1952. On July 31, 1953, 
dollar holdings totalled $852 million. While over- 
all foreign exchange holdings have declined recently 
because of loss of sterling, dollar balances have 
continued to increase. It is estimated that for Us 
fiscal year 1954 Japanese special dollar earnings 
will approximate $900 million. | 


During the discussions it was poids that Ikeda 
was eager for aid commitments, He referred to the | 
economic aid we are providing in Europe, particularly 


- mentioning Spain; emphasized that while to outward 


appearances Japan appears in good shape, it is pros- 
perous only by reason of temporary US special assist- 
ancet and pointed to the low gross national product 
per capita. US officials stated that the US is | 
cctting back on foreign economic aid ‘generally and 
made clear that none was contemplated for Japan be- 
cause its present economic circumstances do not war- 
rant it. As to military aid and offshore procurement, 
no commitments could be made because the about and. 
character of such aid is dependent. on the Japanese 
defense buildup. i 


The US did- indicate, hiialined ,: that $100 million 
was a target figure for offshore procurement of mili- | 
tary hard goods and ammunition for fiscal 1954 and 
that it would consider $50 million for Japan under Sec- 
tion 550 of the Mutual Security Act, under which US 
surplus agricultural commodities can be provided. Of 
‘the local currency proceeds generated under the latter, 
it was indicated: that $10 million could be used to help 
develop Japan’s industrial mobilization base, while the 
other $40 million would be used for military offshore 
procurement and applied against the W090 million off- 
shore procurement target. | . | 


Although not a factor in the TisdecRebertecs talks 
the conferees noted the International Bank on October 15 
had made three loans totaling $40.2 million for the ex- 
pansion of privately owned electric power facilities 

in Japan. Increased ‘supplies ‘of power will help meet 
the demands of industrial plants manufacturing metals, 
machinery, textiles, chemicals, and of coal mines and 
shipyards--key industries in improving Japan's balance 


of payments 
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of payments position by increasing its exports. The 
US supported this application, which had originally 
been submitted to the Eximbank and then transferred 
to the International Bank. | 


While placing reliance for development-type 
loans on the International Bank, the US is willing 
to consider the extension of: short+term credits by 
the Eximbank, for the purchase of agricultural raw 
materials. wo such credits of $40 million each, 
for the purchase of US cotton, had previously been 
made to Japan and on October 26 another cotton 
credit, in the amount of $60 million, was announced. 
This will finance approximately one-quarter of 
Japan's dollar cotton requirements for the present 
crop year. : 


Private inves <n nt In addition to public loan 
funds, the eels that Japan should give greater 


attention to attracting private foreign capital for 
investment in Japanese enterprises. Since 1950 when 
the Foreign Investment Law was liberalized, private 
foreign capital has flowed to Japan'‘in increasing 
volume. In spite of this increase, the amount of 
direct investment in Japan is relatively small. A 
recent US study indicates there are four reasons 
for this: 1) the weakness of Japan's economic base, 
2) restrictions and regulations imposed by the ~ 
Japanese Government, such as' licensing requirements, 
restrictions on remittances and repatriation of 
capital, imvort, export and exchange controls, and 
high levels of taxation; 3) apprehension concerning 
a possible return by Japan to prewar business or- | 
4g oe and unfair trade and labor practices; and 
) physical insecurity in the Far Eastern area, There 
are strong indications that Japan is deliberately dis- 
couraging direct equity investments in Japan, pre- 
ferriug the prewar pattern of indirect investment 
obtained through bond flotations abroad, which pro- 
vides financing without the foreign control associ-~ 
ated with direct investments. This indirect invest- 
ment, while valuable, does not carry with it the .. 
skilis and techniques associated with direct invest- 
ment. . 


This problem was discussed with the Ikeda group. 
They expressed a willingness to see Japanese laws and 


regulations 
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regulations liberaiized to create a better climate for 
foreign:investment. It was suggested that the Invest- 
ment. Guaranty program under the Mutual Security Act and 
the Contact Clearing House Service would be helpful to 
Japan in this regard. Discussions have been taking 
place.,between Japanese.Embassy officials and FOA in 
Washington regarding an Investment Guaranty program and 
the Foreign Office recently requested that the last 
phase of these. discussions be Sansterreg to Tokyo. 


‘Interna pa }_Economic. Measures “internal 
economic measures which we iFeneiyt Peat shoulda be 
taken by the Japanese were discussed with the Ikeda 


group. Since the war, the Japanese economy has tended 
to be infleiionary, dve in-part to deficit financing 
and US dollar expenditures in that country, The whole- 
sale price index (on a base of 1934-36-1), rose to a 
ae: point of 359 in October 1951 and, af after dropping 

o 342 at.the end of 1952, has risen in the first six 
ot of 1953.to 352. The latest rise is attributed 
to the wage increases which were granted .in 1952 and - 
the favorable turn in the export market for textiles.. 
In an economy.:as dependent on foreign trade as is that 
of Japan, such internal conditions inevitably affect . 
the export-import ‘balance adversely. High internal 
prices hamper the ability to export while, in the ab- 
sence of determined government controls, they create 
an ective: mages for imported as well as domestic goods. 


‘The government 's fiscal operations. since 1949 
have been. generally deflationary in effect, but the | 
commercial banking system's credit policy, " supported 
by the Bank of Japan, has been inflationary. iiore- 
over, if the present tax policy is continued, govern- 
mental fiscal operations will aggravate rather than 
counteract. the inflationary effect of the Bank of 
Japan's. monetary policies. 


. whe Us feels that Japan must reduce its internal 
prices in order to stimulate exports; that more ef- 
fective credit controls are needed; that the only tax 
reductions that are justified are those which encour- 
age savings and self-financing by industry; that | 
netional and local budgets should be in true balance; 


: | and that 
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and that thé trend toward cartei-like practices will‘ in= 


jure Japan's ability to se@l 4m world markets, :°:°“~* 
gat eRe et he EOE at Mehdi ee Py 4 eed 
: Ikeda admitted. that the Japanese economp’-is“ ine 22° 
flationary and. expressed his belief that vigorous’ ef=-"" 


forts on. the. part of the Japanese Government are im Yi 


a 


portant to resist inflation, strengthen Japan's: %::t72>% 
economic’ position, and promote-further economic co-7+¥ * 
operation between the US and Japan, =. <* -* 37% GW 


ay eo" ere se — ase 
> ‘ L'a Rec’ ® -*s ‘ 


ee 
~ 


. »Japan-China Trade Ever since the outbreak of hos- 
tilities in Korea, Japan has cooperated closely- with 
the. US and other leading trading nations of the free*%- 
world in maintaining strict controls over: trade: with:*- 








Following the Korean a ce 

domestic pressure was brought to bear upon the ~*+<-: 
Japanese Government to reduce its export controls to °:" 
the level maintained by the UK and Japan's other -°.-° 
Western European competitors. The US has agreed to~ -- 
relaxation of.controls by Japan on certain non- *:* ~< 
strategic commodities which were embargoe@ by the: 
Japanese but not by the Western European ‘countries .:*- 

. ,At-the Ikeda’ talks it was recognized that, pending’ 
a peed hago settlement in Korea, it is important to " 
maintain the existing level of controls over trade with 
Communist China but it was also recognized that the -- 
implications of these controls for Japanese trade are 
such that the US and: Japan should continue.current. | 
consultations on the items to be controlled. ‘ 


GARIOA and Reparations Settlements The US is - - ~ 
anxious to have negotiations with Japan on a settlement 
for the postwar economic aid which we have extended to 
that country, This aid, commonly referred’ to as GARIOA 
(Government and Relief in Qccupied Areas) has. amounted 
to about $2 billion, of which about $42 million relates 
to surplus. property type claims, Prior to Ikeda's 
arrival, the National Advisory: Gouneil considered the 


a matter 
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matter and decided that_the US should seek to negotiate 
a settlement on the best terms possible. but not less ° 
favorable than those the US had negotiated with Germany. 
Due to: political-considerations in Japan, it was not 
possible to come to any definite settlement on this. 
matter at- this time. However, it was agreed that a , 
meeting would be held in Tokyo in the near future. wikh © 
a view to reaching. a settlement. The communique which 
was issued at the close of the conversations contained — 
a paragraph to this effect. 


-US officials indicated to Ikeda that we are pre-. 
pared to use our diplomatic offices if that would be ~ 
useful: in order to assist.reparations settlements. be- 
«ween: Japan and other countries, and to consider any 
role we could properly play in relating such reparations 
to economic development in Southeast Asia, The repara- 
tions claims of the Philippines, Indonesia, Burma and 
the Associated States of Indochina are serious.ob-= ~ 
stacles to the establishment of sound trade and in- |. 
vestment relations with.Javan, The.Japanese have in- . 
dicated at various times that they would like to see 
reparations resolved in the context of a contribution 
to economic development programs in the area, in view. 
of the complementary nature of. the economies and the 
potentiality of expanding. production which could . 
greatly reduce Japan's dependence on imports from the 
dollar area. The US recognizes: the imvortance of. 
Japan's trade being increased with Southeast Asia. and 
is prepared to discuss specific ideas: which Japan may 
ar hate in this. ee: 


Japan's Status as a | ‘Trading Nation Another 
recent action favorable to Japan was the approval of 
the Contracting Parties, by a vote of 27 in favor, 
none opposed, 6 abstentions, of Japan's provisional 
accession to the General agreement: on Tariffs and 
Trade, with each contracting party to the Agreement. 
to decide whether it will.enter into contractual. 
arrangements with Japan under the General Agreement. 
We strongly supported Japan's provisional accession | 
to GATT and officially announced our intention to. 
extend to Japan in its own right the tariff rates ~ 
embodied in the GATT in return for a satisfactory 
quid pro quo from Japan. 





* * * 


RESULTS 
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RESULTS OF SPECIAL INTER- -. A special meeting of the Management 
NATIONAL RUBBER - CONFERENCE . Committee -of the International Rubber 

.Study Group was held in London 
October 12- -30, and: ‘its. findings are being forwarded to member 
governments, which are to indicate by January 15 to the UN whether 
they believe a negotiating conference should be held. This meet- 
ing was the result of instructions from the Rubber Study Group 
meeting ‘in Copenhagen last May (see page 1, June 2, 1953 issue), 
to the effect that the Management: Committee should hold a special 
meeting in the-Fall to review the current rubber situation; to 
secure accord-on the outstanding points in the draft buffer-stock 
agreement; and to examine whether it was possible to get an ~ 
meee view on the necessity for such an arrangement. - ., 








“ys Position The US does not want an international rubber 
agreement, but does not want to be held publicly responsible for 
scuttling such an agreement, if it cén be avoided.. Certain 
agencies in the Government even opposed our delegation's agreeing 
to participate in a negotiating conference, although it was the 
Department's view that the US should not refuse to cooperate to 
this. extent; and if the majority at the meeting wanted 4 nego- 
tiating conference, we should go along. Our delegation went to 
the meeting with instructions not to commit the US to any form 
of action beyond attendance at a negotiating conference. There 
was thus some danger that if the issue of a buffer-stock plan 
Should come to a vote, the US would be the only major country 
appearing to oppose an agreement. In general, large producing 
“and large consuming countries, with the exception of the US, 
favored a negotiating conference and an agreement; small coun- 
tries favored some kind of action, depending on the final posi- 
tion of the large countries. Our delegation, however, succeeded 
in putting the final recommendation in a form which ‘invited, each 
country to submit its view on whether or not a conference ‘should 
be held, rather than leaving it in such a way that the US would 
be the crucial country whose view would decide. From our stand- 
point, therefore, the meeting was as successful as could be ex- 
pected since the decision on such a4 conference was deferred. 
Meanwhile, the Randall Commission is considering what US policy 
should be toward commodity agreements in general, and its recom- 
mendations are expected shortly after the first of the ycar. 





| In discussion at the London meeting, the US delegation 

took the position that the US prefers to rely on natural forces 
and private initiative to bring stability and profits to efficient 
producers, and doubts the need for intergovernmenta 1 action on 
rubber. <«.. jai ecg 4:4 | 


, , 


Recommendations 





DECLASSIFIED FOR PUBLICATION IN FOREIGN 
RELATIONS OF THE UNITED STATES 








CON. iDENTIAL - SECURITY INFORMATION 
-8- 


‘Recommendations The final announced recommendations of —~ 
the meeting urged acceleration of replanting programs in natural 
producing countries;- the creation of new natural rubber stocks 
or additions to existing stocks, whether governmental or commer- 
cial; and certain actions by-the US, ‘since the US is considered 
by. ma jor producing countries to be principally responsible for. 
the recent drop in price. These actions would include: 1) an -. 
increase in the price of GR-S (genéral purpose synthetic), re- 
examination of US practices in stockpile rotation; and revoca- 
tion of the directive issued in 1°52 regarding the level at 
which mandatory consumption requirements for synthetic rubber 
might be reimposed. The US delegate agreed to transmit these 
views to his government, but observed that in his opinion the 
price level of GR-S had no connection with earn L steer eevesep- 
ments in natural rubber. 





The draft buffer stock plan which wes iinaniiiea at the 
January meeting of the Rubber Study Group was revised at this 
meeting. There are still some areas of disagreement, but all 
issues except one could readily be resolved.: The exception 
concerns the calculation of grade differentials, on which there 
is a fundamental difference in opinion. 


World Rubber Situation After reviewing the pare: rubber 
situation, representatives at the meeting forecast a statistical 
surplus of natural rubber of 169,000 long tons by the end of 
1953, contrasted with the surplus of 193,000 long tons foreseen 
last May. It was noted that the actual surplus will be much less 
because of additions during 1953 to governmental and consumer 
stocks. US industry advisers continued to believe that this 
Surplus would be absorbed without special action, although this: 
was not the consensus. The majority of representatives at the 
meeting agreed that the recent price drop has given rise to a 
serious situation with severe political implications to natural 
producing countries (Indonesia, in particular). World demand 
for natural rubber has slackened off sharply in the past year. 
About half of the 1953 surplus of all grades is beginning to 
overnang the market, and consumption estimates through 1954 do 
not give any reason for belief that this quantity will be absorbed. 
(Forecasts for 1955 and after are more encouraging). Production 
in August was estimated at 147,500 tons and consumption totalled 
112,500 tons. US strategic purchases, which have absorbed nearly 
80, 000 tons of the surplus this year, are virtually complete. 
Private consumption in the US, the world's largest consumer, has 
also been declining most of the year. The demand for synthetic 
has also gone down; in fact, synthetic has fared worse percentage- 
wise in this respect than natural. 





The decline 
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The decline in natural rubber consumption during the 
last two months has also been partly attributed to a fall 
in Russian and Communist Chinese purchases... (Major pro- 
‘ducers, except Ceyion, have embargoed shipments: of;. rubber 
to Communist China, in accordance with a UN. resolution 5 
calling for an embargo on shipments of atrategic materials 
to that country.) Imports into Communist China, slipped 
“from 6,000 tons in the first quarter to 2,250 in July and 
Aygust. Imports into Russia, which in the . first quarter 
were nearly 29,000 ‘tons, deciined to..12,,000 -tons- in the 
second quarter, ‘and to 500 tons in Juiy “and. August, together. 
Rubber producing countries permit shipments to the. European 
Soviet bloc. The UK, which participates in the Coordinating 
Committee. for export controls, restricts .re- -expart | of rubber | 
to. the European bloc, but the relatively. “low .recent.. level | 
of Shipments hes been determined by reduced . : Soviet. demand. | 
REC Firm Order Sys tem ~The recent. anriounéement dy. ‘the 
RFC of a new saies policy for general. purpose, synthet Le. 
evoked an adverse reaction from some natural. rubber pro- 
Gucers, who erroneously thought tne "firm. order". S¥stem. 
was intended .to prevent industry conversion, to. natural 
rubber and thus further curtail demand. , The. new. sales 
nolicy requires 30 and 90 day advance non- -revocable ‘arders 
from small and large consumers respectively... By ‘requiring 
large manufacturers to commit themselves this far in 
advance, the directive may initially retard additional 
switching from synthetic. to natural, put it should. not. do 
so permanently as: long.as natural ruber prices are, more 
attractive than synthetic ,. Furthermore , the new policy 
can work’ the other way and retard,. without prevent ing,.. the 
shift from Yiatural” to. ‘Synthetic ubber, if synthetic prices 
become comparably more attractive than natural. The actual 
purpose of thé new policy is to. enable RFC to schedule its 
production program more realistically in relation to actual 
market requirements, and thus allow it to regulate its.. 
operations better and prevent excessive accumulation of 
stocks. It was not intended to harm the natural rubber 
trade, and was in fact expected to prove helpful, which 
may actually be the case, For example, Malayan rubber ©. 
planters welcomed the announcement as a constructive step 
by the RFC toward a sound sales policy in rubber. 


i 





_ Possible” 
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Possible US Action In line with the recommendations 


., Of our delegation in London, US agencies have considered 


or are considering three possible moves which could be 
taken by the US to ease the international tension caused 
by the rubber situation, The first of these is revocation 
of the DPA Order of 1952 which warned that mandatory 
consumption requirements might be reimposed if consump- 
tion of synthetic rubber. fell below 450,000 tons. This 
is now an academic regulation since the industry consumes 
much more than this amount. The order may be revoked 
shortly. The next recommendation concerns acceleration 
of stockpile purchases within the present objective, al- 
though this would exhaust:.the objective in about three 
months. There appears to.be no possibility of action 

on this score. The third recommendation concerns a re- 
vision in GSA's method of rotation: to confine it only 
to that necessary to avoid deterioration of stocks, with- 
out replacing such stocks with higher grades of rubber. 
There is recognition of the adverse effects of the 
present system, which is responsible for widening the 
price spread between lower and higher grades, thus 
penalizing small-holder rubber producers while benefitting 
estate production, - ." 


While the London meeting was in progress, Vice- 
President Nixon on his world tour made a statement in 
Kuala Lurpur which was received favorably by natural 
rubber producing countries. He said that the US 
Government will sell its synthetic rubber plants, and 
gave assurance that he would report on the problems of 
the natural rubber and tin industries upon his return 
to Washington. He said that the US, in any long 
range decision, would consider all factors concerning 
these commodities, and that the major problem was not 
so much one of their price at the moment, as stability 
over a period of time. He made the cautionary remark 
that his observation about the importance of price 
stabilization in rubber and tin were personal and should 
not be taken as an indication of US policy, but Indonesian 
officials later expressed the hope that his visit would 
result in a clearer understanding by the US Government 
of Indonesia's problems. 


VEETING 
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MEETING OF NATO The NATO Planning Board for Ocean Shipping, 

SHIPPING BOARD. which met in London last month, adjourned 
without definitive’ action on the most im- 

portant item for its consideration.ih: view of the US. position 

that it could’ not agree to put. all of its merchant-type ves~ 

Sels into a NATO shipping’ pool in time of war, The Board 

did reach full agreement on a joint US-UK paper for co-. 

ordinated control of allied and neutral shipping through 

ship warrants in time of war. It also received reports 

on a number of technical subjects. ~ 





Background For the past two years the Planning Board 
for Ocean Shipping has been trying to reach agreement on 
the extent to which ocean-going merchant shinping should be 
centrally. directed for common defense in event of. emergency. 
There has been a long-standing: difference of opinion among 
US agencies. as to. the extent to which US ships should. be 
contributed. to. a NATO pool of ships, This became evident 
when the Planning Board’ started making an inventory. of 
vessels and the Defense Department: did not want merchant- 
type vessels under military custody and jurisdiction to. 
be included. The matter was resolved at that time by de- 
ciding that all vessels could be included in the. inventory 
for statistical purposes but that this could not be con- 
sidered as a commitment of vessels to the proposed pools 
(See page 8, Way 26, 1952 isstie. z : 


US Position Just ‘before the ‘veeent London meeting, 
agreement was reached among the- Washington agencies con- 
cerned that our delegation should make it clear to the © 
other NATO nations, that the US does not intend to put’ all 
of its vessels. into a NATO pool. ‘There will be a pre-— 
allocation by our, National: Shipping Authority of block ton- 
nages of merchant-type: vessels to the exclusive custody of 
the US Government: for defense purposes. Once such a. prior 
block allocation has teen‘made, the ships included in it 
will no longer be available for the NATO pool. The number 
of ships to be so reserved still has to be worked out by 
the Washington agencies’ concerned and the question of who 
will have control of the shins reserved to US use is a mat- 
ter to be decided. by the Office iv Defense Mobilization. 





Reaction.to US Position The repercussions to the - 
stated US position were strong.’ Some. countries indicated 
that they might. have’ to reconsider. their. participation in 
the NATO pool of ships. in wartime or. might have. to follow 
the US precedent and reserve: ships for their own USE». 





They 


DECLASSIFIED FOR PUBLICATION IN FOREIGN | 
RELATIONS OF THE UNITED STATES 


2.8 
LP 

















CONFIDENTIAL - SECURITY INFORMATION 
- 12 - ‘ 


They all concurred in a “statement that’ the US position. “involves 
a. negation of the principle of pooling Shipping. in common. 
cause." The final outcome, apparently, will not be: know? un- o 
til they are informed of the extent of the’ US reservation. - 
They asked that the US supply urgently information on the num . 
ber and types of vessels to be preallocated. The Board's ‘re- 
port to the North Atlantic Council will be factual. and will . 

not contain any recommendations. - | 


* S * 

US-CANADIAN JOINT ECONOMIC A high-level Joint Committee on 
COMMITTEE TO BE ESTABLISHED Trade ‘and Economic Affairs soon : 

wili be established through an ex- 
change of notes between-the Canadian and US Governments.- The . 
Committee will be composed of Canada's Secretary of State for. 
External Affairs and the Ministers ‘of Finance.and of Trade and 
Commerce, and of either Agriculture or Fisheries; as appropri- 
ate; and the US Secretaries of State, Treasury, Agriculture 
and Commerce. In addition, either-Government may designate. 
from time to time other officials of Cabinet rank.as the need : 
arises, The idea of establishing sich’ a committee originated. 
during the Washington visit of Canadian. Prime Minister St-  .. 
Laurent last May when he discussed with President Eisenhower 
matters of common concern to the US and Canada. . They thought 
it would be advantageous to have a permanent mechanism ‘To | : 
consider economic and trade problems which are SO vated in wae 
relations of the two countries. ee } Fe 4 


Terms-of-Reference The functions ‘of the Committee will : 
be: 1) to consider matters affecting the harmonious economic 
A B. between Canada and the US; 2) to exchange informa- 
tion and views on matters which might affect adversely the 
high level of mutually profitable ‘trade which has ‘been built 
up; and 3) to report to the respective goverrments on such 
discussions in order that consideration may be given to 
measures deemed appropriate and necessary to improve economic | 
relations and to encourage the flow. of : setae 7! 





’ 


The Committee will ncot once a year, or more: often if 
considered necessary. Meetings will alternate between 
Ottawa and Washington, being chaired by a Canadian when in 
Ottawa and an American when in Washington. ~The Committee 
will remain in force until such time as either government 
gives written notice of a. desire to terminate its. 
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PRESIDLJ'TILL ACTION ON’ President Eisenhower’ recently 
... CERISE RECCH ERD ATICNS rejected the US Tariff Commission's 
recommendation for increased. duties 
on brier tees and asked for further information. before ta 
taking a final.decision on the recommendation for increased 
duties:on hand-blown glassware. Both Tariff. Commission 
recommendations were besed on investigacions, made pursuant 
to the escape clause of the Trade Agreements Exténsion Act 
of 1951, of the domestic industries' complaint that the 
products. were being imported in increased quantitiés 





_ causing or threatening to cause serious injury to the 
domestic: industry producing 7 like or directly capeitat 
. itive product. ; 


| Brier Pipes Th February of this year President Eisen- 
hower recuested the Tariff Commission to develop additional 
information on the brier pipe situation in order that he 

covld make a final decision on the Commission's recommendation 
for-an increase in the duties on brier wood pipes valued at 
£5 a dozen or less (see page 1, February 24, 1953 issue). 

In 4ugust. the Tariff Commission submitted ita supplemental 
report which clarified and narrowed down the factual 

issues. relating to the case and which again included a 
‘unanimous recommendation for increesed duties. The President 
announced on November 10 that he had rejected the recommend- 
ation for an increase in the tariff on brier pipes on the 
grounds that the difficulty of the domestic brier pipe 
industry is due principally to declining consumer demand; 
rather than to increased imports caused by concessions granted 
under the Trade Agreement ict, 


As recuired by legislation, the Fresident informed the 
chairmen of the Senate Finance Committee and the House ‘ays 
and hieans Committee of his decision. Un the tasis of Tariff 
Commission data, the President analyzed the situation as 
follows: Since 1947, the domestic pipe industry has shown 
an overeall deterioration. This wes due partly to the 
unloading on the market by the government of several million 
pipes from its war surplus stocks fcllowing ‘orld ‘ar II. 

In addition, foreign suppliers returned to the American 
market during the same period. Like many other imports 
which had disappeered during the wen brier pipes from 


abroad 
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abroad returned in steadily-increasing volume from .- 

1947 to. 1951, finally reaching léveis higher than before 
the war, .The President pointed out that total annual 
sales in this country of brier pipes had fallen from a 
peak of 20,700,000,iin 1948 to 14,000,000 in 1952, Also 
indicative of a decline -in consumer demand was the sharp 
decrease in domestic ape of pipe vebacso in recent 
years, . = 


When the De par tment Studied the Tariff: Commission 
report, it agreed that the brier pipe industry is in real 
difficulty. “e considered, however, that itis doubtful 
that the increase in imports in the period from 1947 to 
1951 was due to concessions granted under the Trade Agree- 
ments Act and that it is more likely that it was due to 
the restoration of expert availabilities in foreign countries. 


In recommending against application of the escape 
clause in the brier pipe case, we poinced out that the 
escape clause is.a procedure which was adopted to prevent 
any serious injury from tariff reductions which-had been 
— under the Trade Agreements program. The escape clause 

offers, in short, protection against one specific risk, 
not a blanket protection under which an industry can find 
shelter whenever it runs into competitive difficulty 
regardless of the cause. Where the primary cause: of an 
industry's difficulty is not a tariff concession but: some 
unrelated cause such as.a shift in consumer preferencés, 
use of the clause would not remedy the cause of the serious 
injury and accordingly it should not. be” applied. 


Glassvare In September the Tariff Commission submitted 
to the rresiaent qa stvdy on hand=blown glassware made under 
the escape clause provision of the Trade Acreements Extension 
Bet of 1951. The Com.ission did not reach agreement on 
either the findings ‘or the recommendations in this case, 
but divided into two equal zroups. One group found that 
injury existed and recommended imnosition of the: meximum 
duties allowable tinder the law, that.is, 67-1/2% ad valorem 
for a small <roup of imports and 90%: for the bulk of the 
-imports. The present concession rates of duty, - provided 


for in the General Acreement on Tariffs and Trade, start 





at 
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at 30% while the Tariff Act of 1930 fixed the rates at 60%, 
The other group of Commissioners found no injury and 
recommended no action, The Trade Agreements Extension Act 
of 1952 provides that, where the Commission is split 
equally, the views adopted by the President become those 
of the Commission. The President concluded that before 
making a final decision he wovld require additional | 
information and accordingly referred the case back to the 
Tariff Commission for amplification. In his letter to 

the Commission, the: President reiterated that he is 
"anxious that any modification of existing concessions 

be made on the basis of a clear cut demonstration of: . 
serious injury to a domestic industry resulting from 
increased imports reflecting the tariff treatment under 

a trade agreement”. 


The President asked the Commission to pursue. the, 
following lines of inquiry before a final decision is 
made. One crucial question in the glassware case is the 
effect of competition from the expanding macnine-made glass- 
ware industry on the various branches of the hand-blown 
industry. Information on this ouestion should cover a 
time period sufficiently long to permit an accurate judgment 
of the relative importance of competition from imports and 
of technological developments in accounting for the decline 
in the market for domestic hand-blown ware. In order to 
judge more clearly the effect of tariff changes on the +, 
hand-blown industry, the President asked for estimates ) 
as to the effects that past changes in the duty have had 
‘ upon retail prices and consumer preferences in the US, ie 
-and the probable effects that new tariff increases would ae 
have on the markete ‘nother: point needing further develop- ve 
ment is the effect caused by the apparent. vane to ais 
» Of ar eral mated glassware. , 

Department. Position: -on Glassware after a éhidrough 
study of the reports’ of both groups of Commissioners, the = 
. Department advised the President ‘to accept ‘the, recommendation * 
against.an increase in the tariff. In ouw view the facts 
do not support a finding that serious injury has been caused 
by increased imports:as a-result of the concession. 





The 
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.., .The. cause. of the :difficultiés:of the hand-made" 
, glassware industy appears to be, not imports; but © 
, competition from. machine-made glassware, virtually etl of 
which comes. from domestic sources of supply.’ Consumption 
se hand-made glassware has been undergoing: 4 long-run 
- decline and demand has shifted to.the machiné+made ‘product. 
Imports of hand=blown glassware have been affecte¢ as much 
as the domestic hand-blown glessware: which retains ‘its 
Share of the total market that: remains.’ ‘Total US: consumption, 
including. the portion supplied by imports, of hand-blown 
table and art glassware dropped from 7.2 million dozen 
pieces in 1937 to 3 million dozen pieces in 1952, while 
the production of maciine-made tumblers and. stemvare in 
.. the US increased from 39.6 million dozen: pieces: to 
“65 million dozen pieces during the same period. That: 
the industry's difficulties ere due to competition from 
machineemade ware end not to imports’ is emphasized. by. the 
fact that. imports have declined both absolutely: and- 
2. PA as qcqperes wita pre-war »- +o 





St ae we pointed ‘out in the similar case’.of bates: pipes, 
‘the escape clause is intende*s to prevent serious injury 
resulting from increased imparts under’ tariff rates in 
trade agreements, not to provide relief from difficulties 

* resulting from ordinary business risks.: We considered 
' that. the use of the escape cléuse here not only would - 
not hélp the domestic hand-blown glassware industry, but 
the hicher tariff probably ‘irevld improve the position: of 
the machine -made glassware industry in ‘the eenee cee market 
to the. detriment of hand- blown Ware. -: ; 


5 cilie The ‘UK, France, Germany, Italy, Beleium; the Nether - 
lands. Sweden, Austria, Finland, Japan and Ireland, ‘ali 
of which export hand-blown glassware to the US, have - 

expressed concern to this government regarding "the proposal 

to take, restrictive acticn against imports. of this product. 

Ve have trade agreerent com. itments. under the General - 
 .. agreement on Tariffs.and Trade with ten of. these. countries 
tt "and alt of. them have had’ \ persistent dollar: problems.” 


COTTON 





DECLASSIFIED FOR PUBLICATION IN FOREIGN 
RELATIONS OF THE UNITED STATES 








BEST COPY AVAILABLE 
RESTRICTED: - SECURITY INFORMATION 


“Se 
are ADVISCRY COMiITTZE The International Cotton Advisory 
SES 4 ? Committee concluded its twelfth 





plenary meeting in Washington on 
November 12 after discussing the various aspects of an inter- 
national cotton agreement,.and considering the work of the 
Committee's permanent secretariat, “Although recognizing the 
desirability of international cooperation for the achievement 
of greater stability in cotton prices fair to both producers 
and consumers, the ICA&C decided that it was not appropriate. 
to consider the negotiation of an international cotton: agree- 
ment at this‘time. It authorized its standing committee to 
appoint ‘an expert or ‘experts to continue study of the matter 
and, without: committing any goverrment, to sopers. a Sets: ' 
agreement. for. consideration. | , ) 


During the ‘meeting syria was’ admitted as a new member, : 
bringing the’ membership to 29. All members of the ICAC were 
present except the Anglo-Egyptian Sudan and in addition the - 
meeting was attended by observers from 24 non-member govern= 
ments end 6: international organizations. i 

“Cotton Situation An analysis prepared in late October . 
for.presentation to this, the second, session of the twelfth 
plenery meeting of the ICAC ‘showed thet world cotton preduction 
in 1952-53 was again substantially in excess of consumption... 
Carryover stocks, estimated at 15.5 million bales (of 478 pounds 
each) at the beginning of the present season (August 1), had 
increased by over 2 million bales over the bezinning of the 
1952 season. The increased carry-over more than offset the 
relatively small decline in estimatec production and the 
world supply, presently estimated at 43.7 million bales 
for 1953-54, niay be between 1 and 2 million bales larger 
than 1952- 538 Stocks rose by over’3 million bales in net 
exporting countries and declined by roughly.1 million bales 
in net importing countries. Of the exporting countries the 
US and Brazil showed the greetest increase in stocks, with 
the US stocks increasing by 2.8 million bales and the Brazilian 
stocks by 600,000 bales, Stocks in the US were doubledthat 
of a year ag 0. Of the importing countries India and the UK 
showed the most significant declines in stocks, Indian stocks 
declined by 600, 000 bales and British stocks by 265,000 bales. 








Background The International Cotton Advisory Committee 
is a fact-finding and advisory organization rather than a 
regulatory body and is open to all members of the UN and the UN 
Foodand 4griculture Organization as well as all tne other 


countries 
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countries which have a substantial interest ini: cotton.’ e Pe 
May of this ‘yeer the ic4c held the first session of its ~~ 
twelfth: plenary meeting, at which time it heerd statements 
‘from delegates of member and observer governments on ‘the 
cotton situation in their countries and received the ‘camel. 
review of-the-werld cotton situation, prepared by its ... 
permanent interne tiona 1 secretariat. It also aprroved the - 
budget and scale of assessments for the fiscal year ending 
June 30, 1954 before recessing. The plenary was. reconvened 
in deshinzton November 2 to continue discussions begun last 
year in Rome on the various technical and economic aspects, 
of an international cotzon agreement. fror.some years: member. 
governments have been studying ways through which greater. : 
stability in cotton prices and supplies could be attained, 
This neec wes intensified by the shortages and high prices 
of -1950-51 which have since been folloved by a drop in 
prices and the accumuletion of world surpluses, ? 


- The present session of the ICaC had before it a study, 
made by a technical working perty, of various types of 
possible international cotton agreements, which were studied 
fr om @ technical standpoint without any commitments. ~~ : 


, The types of acreements discussed were a multilaterai 
contract type » a buffer stock type, and a combination or 
these two. A multilateral contract azcreerent would follow ,- 
in <:neral, the: pattern set by the International ‘heat Agree- 
ment. Under it, quotas wevld be set for each importing and. 
expertins country and minimum end maximur prices would be 
established. ‘when. prices reached or vassed the maximur, 
importers ecvld ask exporters who had not yet delivered their 
quotes to deliver the balance at the maximum prices. ‘hen 
prices dropped to the minimum, exporters could likewise ask 
the importers to buy tneir auotas at the minirnum prices.: The 
acreement iioul@ have only limited effects on the pattern of 
trade when prices were between the maximum end minimum, | 
Under a buffer stock agreement, floor and ceiling prices | 
would also pe agreed upon, along with buffer stock cuotas 

for ecsch country. hen prices reeched minimum levels, both . 
importing and exporting participants would begin buying . 
ootton to prevent a further price decline. Similarly, at 

the maximum level, importing end exporting countries would 
begin:sellins cotton from their buffer stock supplies. in 
order to prevent a further increase in price. 4&4 variaticn . 
of this would be to have the buffer stocks held by.an inter-.. 
national agency rather than by member covernments, elthough 
nationally-held buffer stocks were also considered. The 


international 
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international agency would also do buying and selling. The 
third type of agreement considered was a combination of the 
multilateral contract and buffer stock types. 


Basic Decisions i/ith respect to an international cotton 
agreement, it was decided that although cooperation to achieve 
greater stability in cotton prices fair tr pr:«ducers and 
consumers is desirable, the time is not appropriate to 
consider the negotiation of an international agreement. A 
number.of countries indicated that en internetionel cotton 
agreement, of the types so far considere: is rt compatible 
with their present policies. All member cotton producers, 
other than Peru (which was opposed to an egreement) and the 
US (which did not believe the opportune moment had arrived 
for agreement) favorec roving ahead with an agreement. 

These countries suggested the multilateral contract type. 


Since a number of governments wished to complete the 
stvdies conducted up to the present time, the stending com- . 
mittee was avutnorized to appoint one or more technical experts 
tn continue an objective study and, without committing any 
government, to prepare for consideration et the thirteenth 
plenary meeting in ilay 1954 e dr-ft of what they consider 
a feasible end practicable agreement. 


&t the neetins there was substantial discussion on the 
cuestion of unilateral actions by ~ vernments affecting world 
trade in cotton. Some consumers were concerned ith the effects 
of production controls: others were concerned with the imposition 
of export controls by »sroducers if eae snort crop vere produced. 
Producers expressec concern over possible export subsidization 
by the US. The standing committee of the I1C.C, which generally 
meets et least once a ionta in the interv:ls betveen plenary 
meetinzs, Was esked to teke ncte of any future cction of 
coverrnments affecting international trace in cotton; to study 
the effects of these actions on she world cotton economy, and 
to consider how, in connection with these actions, the world 
cotton situation might be improved by intergovernmental coop- 
eration. 


The Advisory Committee noted that an increase of about 
10% in world cotton consumption vith present world production 
would remove present surpluses and asked the standing committee 
to explore the possibilities for increesing consumption of 
cotton textiles, including special pr-grams for distribution 
to selected categories of consumers which wo ld be in eadition 
te normal trade. 


& ** * 
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BRAZIL'S’ NEW FOREIGN As a result. of ° increasing dissatisfaction 
TRADE CONTROL L_SYSTEM with the import control system as operated 
by the Export-Import Department (CEXIM) 
of the Bank of Brazil, the Brazilian Government in early 
October announced a new exchange and import control system,- 
effective immediately. The new system superimposes on the pre- 
. existing official rates of cruzeiros (18.38 per dollar buying, 
and 20.32 selling) .two categories of premiums for exports and 
an auction-system for import. certificates. based on five cate- 
gory groups. Minister. of. Finance. ,Aranha. presented the action 
‘- @8 @ transitional arrangement and,.some modifications: have-,since 
__, beén'made. ‘In public statements. Brazilian authorities. Andicated 
| that: the action’ was motivated by desire to. ‘MOVE , toward a-realis- 





."' ¢i6" pate for’thé cruzeiro, to 11nk. import licenses to exchange 


avaitabilities,” ‘to. avoid. further growth: of commercial:.backilogs, 


ang: to: limit. ‘the free- ‘market. to.financial. transactions..only. 


ft 'wascalgo'an atiswer to popular demand. to. strip the-smpert- - 
controt agency of its former broad powers and to -permit::the-,- 
price mechanism to have a larger role in regulating import 

demand, Proceeds which the government will:realize from auction- 
ing certificates are to be used to stimulate agritultupal deve lop- 
ment: ‘Before taking action, the Brazilian Government consulted 


“tHe “International Monetary Fund, | which made no objection. te At 





t. 


as a “temporary MERSUEE So te eet LE feat the ofa ts 


a “Under the’ new system, ‘all ‘imports are olassified. into. five 
“-tategories, according to their essentiality... In order -to import, 
- the importer must purchase.a nontransférable exchange certificate 
with five day validity at. public auction in the stock-exchanges 
located at Rio de Janeiro, Sao Paulo and eight. other cities. 

The proceeds from the auctions go to the. Bank of Brazil. The 
exchange certificate insures automatic issuance of an import 
license by CEXIM and the right to purchase exchange. at. the 
official rate. After obtaining the import license, the importer 
purchases his. exchange from the Bank of. Brazil at the official 
rate of 18. 82 cruzeiros per dollar and pays.an 8% remittance 

tax. Thus, the effective import rate for any :given category . 

ds a combination of the cost of the certificate, the cost. of 

the exchange at the official. rate, and the remittance tax of 

8% of the latter. The government controls imports through the 
number and kinds of goods put in the various category lists and 
by the amount and kind of exchange it makes available at auction 
for the various categories, the major portion being allocated 
for essential. commodities. 


There 
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There is a limit equivalent to $10,000 on the amount of 
exchange certificates: any one importer-may: purchase..in any one 
day unless he obtains special exemption: from the Superintendency 
of Money and Credit. Imports in the:form of;eapital goods with- 
out exchange cover are still allowed on the. authorization of 
the Superintendency of Money’ and: Credit. : %:. ses 


‘Exchange proceeds from exports must - be soid at. the official 
rate of 18.38 cruzeiros per dollar to the Bank of Brazil, or 
some other authorized bank. Coffee exports receive a premium 
of five cruzeiros per dollar and: all other, agricultural products 
10 cruzeiros, thus establishing two effective export exchange 
rates of 23.38 and 28.38 in place of the. previous compex system 
which, in effect, had provided a separate rate for each commodity. 
To pay the premiums for exports, the.Bank of Brazil draws on 
the funds derived from the auction of certificates to. importers. 
The remainder of the funds, and presumably the larger portion, 
are to be used to stimulate agricultural: production, which is 
one of the objectives of the plan. . 


Auctions While a number of auctions have been held, the 
rates for exchange certificates have not been stabilized, In 
the auctions held between October. 16.and November 24 the average 
price for first category free dollar certificates. has been 
rather stable at about 15 cruzeiros per dollar. Prices for 
second, third and fourth category free dollar certificates 
moved over a considerable range at the outset but recently they 
have shown a firmer tendency and the average prices on November 24 
were 57, 62 and 70, respectively, for these groups. Fifth cate- 
gory certificates have increased’in price rather steadily and 
whereas the average price was about 90 in the opening. auctions 
it was 167 on November a4. 1 ) 





The results of the auctions: have been in line with 
Brazilian efforts to encourage imports from the European area 
and Japan. The rates for “agréement dollars", which are units 
of account used under a number of bilateral trade agreements, 
have been less depreciated than those for free US dollars, thus 
making it more advantageous to import commodities from’ countries - 
with which Brazil has bilateral Less agreements than from the 
US. 


Free Market The free market is retained for most non- 
trade invisibles. No exchange from exports is supposed to &0 
into the free market under the new system and, with reduced 
exchange supply, the Brazilian authorities anticipated 





depreciation 


DECLASSIFIED FOR PUBLICATION IN FOREIGN 
RELATIONS OF THE oon STATES 


a 


















CONFIDENTIAL - SECURITY INFORMATION 
-3- 


depreciation from the previous level of about 38 cruzeiros 

per dollar. There seems to have been considerable uncertainty 
in the free market after the new system was inaugurated.” The. 

rate reached. 51 immediately after the opange, then firmed to '* 
45. by October 21 but declined again to. 49 by. November 6, © On” 
‘November eT the rate was 46 oruse ines per dollar. _- «= :. 


ae Effects of the’ New S stem In general, an eteicephere of . 
uncertainty has developed, which could considerably affect 
Brazil's volume of exports during the next few’ months. Although 
it is too early to draw many conclusions, certain effects of | 


the’ new system can be noted. 


. - 












The CEXIM has been stripped of its former powers over. 
imports and is left with responsibility only to check prices, 
“to supply information and statistics, and to issue, pro oe, 
import licenses, 






“All requests prior to October 9 for imports which had At. 
been acted upon under the old system have been cancelled. There 
were some 170,000 of these valued at approximately $3 billion. 
Their cancellation removes a heavy potential burden on Brazil's 
exchange resources and improves prospects for early liquidation 
of the remaining commercial backlog. - 











The influence of the system on prices is still unclear. . 
There are varying effective exchange rates for the same commodi- 
ties both in the same auctions and between the different cities 
in which actions are held. Several cases of price increases of 
around 50% on imported goods have been noted. Wholesale sup- 
pliers reportedly have been holding up on deliveries, pending. 
price adjustment. All stocks of imported goods and materials 
are expected to be sold at prices related to the effective. ex- 
change rates under the auction system. 


A review of the import commodity lists shows that domestic 
industries continue to receive a degree of protection. In some 
instances primary materials are given more favorable exchange 
rate treatment than the products processed from them, particu- 
larly in cases where processing industries exist in Brazil. 
Protection to the extent of a monopoly through complete exclu- 
sion of imports, however, is no longer given. Questions have 
been raised as to the category in which certain commodities have 
been placed, and revisions are anticipated. 












Before 
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Before an importer can obtain an: import permit and thus: - 
place a. firm order abroad,:he must purchase the requisite ex-: . 
change certificates through an auction and then. ‘buy the foreign 
exchange within the. prescribed: five-day period. These regula- 
tions require. the investment. of large funds,. especially. in. view 
of the very significant depreciation of. the effective. import. - 
rates, for the time between the purchase of the exchange for 
payment and the obtaining of the import license on the: one hand 
and the date. of arrival. of. the goods in Brazil an the 7other..- 
This has caysed. money. availability: to become progressively - 
tighter.as hundreds. of. millions. of cruzeiros are. thus paid:: put 
for certificates and foreign exchange.-. At the same: time: the::i- 
Bank of Brazil is restricting credit, particularly to importers. 
The result is that working capital needs are much higher: under 
the present system than they. were previously and inability: to: 
increase working funds:.is forcing some firms to. oumne ss activi 
ties and may result in business failures. tateang 4 Cey5e 7, 


The Bank of-Brazil limits the sales,of exchange ¢ertificates 
to.the amount of foreign exchange which.it has available. after: 
application of 30% of exchange..from exports to government: pay-: 


ments,.arrearages and imports of: wheat..and newsprint, -: ‘Thus* import 


licensing is limited to the amo unt: of exchange. available for..the 
purpose. Previously there was‘no direc? eae between: the 
issuance of ampere licenses and SaeneRgs 


vs The administrative features of she new: systen. | are cone 
sidered: to be its weakest element and: have. continued to: give.’ 
difficulty. “Important modifications pave: airsady~been waht. «1 
one of which established scaceee vane for each of One five: .cate- 
gories, of SEPOT WS «. tos. Ah aS al gS sth Hi: Baas Te 

New: Legislation. Ex Expected - Finance Minister ‘Aranhe. has. ve 

publicity diagnosed Brazil's. economic: diffieulsies. and- shown. the 
necessity for new regulations. The present exchange control 
law expires./on- December 31.;-A-new, law reportedly has: been 
drafted by. the executive pranch: for submission to--the. Brazilian 
Congress.-. According toa preliminary; report it. would establish 
a. Foreign Trade Department.in, the: Bank of: Brazil for: 4ssuance « 
of import. ani: export -licen.es, impor ‘cation of .essentiais: om 368 
own account, finaneingiof essential inmorcs: and. exports: and: 
insuring of export. shipments.at rates prevailing in tae market’ 
-Policy Girection, would ue: Qa: bbrpeneps of the; Council of. the a 


he f 


a Cémptroller . 
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Couptrolier’ ot Currency. and Credit of which the director ‘of : 
_ the Foreign Trade-Department would be an ex officio member. 


“The Council would -be empowered to establish fixed or variable. 


“ exchange: ‘surcharges, the proceeds from which would be used for 
' ‘payments to exporters and for long term financing of agricul-- 
‘tural. modernization at low interest. It appears likely that: 
a this bill will be debated: at some length in the Brazilian. i 


Congress and may be considerably modified before : ‘passage. : It: 

is reported also that a major revision of the tariff is under: 

consideration including ‘shift to an ad va lorem basis. Be 
CONFIDENTIAL - SECURITY INFORMATION 
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PERMANENT CONFERENCE OF EUROPEAN At a meeting ‘in Qresdets. 





TRENS PORT MiNiStaRS ESTABLISHED October 13 to 17, a protocol 
was signed agreeing ‘to the | 

estabdiishment of a permanent European Cor-fererce of. Transport: 

Ministers to acnieve the maximun.use and most rational develop- 





ment of European inlend transport and to coordinate ac*ivities 
of organizations concerned with Eur: opean, inland transport. - The 


Convention 1s to enter into force upon deposit of instruments of 


_ ratification by not less than.six of the signatory governments 
" and, in the meantime, it was. agreed to put the Conference into 


operation on a provisional basis with the first meeting of the 
Committee of Deputies scheduled. for this month or January in 


“Paris to prepare for the next.Council meeting. The latter is to 


_ take place within six montns from tne October session. 


Countries represented at the Brussels meeting were Germany, 
Austria, Belgium, Denmark, Spain, France, Greece, Italy, :Luxem- 


i. bourg, Norway, the Ne cher lands, Portugal, the UX, Sweden, Switzer- 


land, Trieste and Turkey. Most of tnem were represented by the 


Transport Ministers. ‘The US end Canada were represented as. 


observers. International orgenizations represented were the 
Central Rhine Coinmission, the Econorsic Commission for Europe, the 
European Coal and Steel Community, the Council of Europe, the 
International Road Federation, Organization for Europedn Economic 


Cooperation, International Railway Union, International Waterways 


Union, and the SOFT SONG 2 Road Transport. Union. oy, 


Background There has always been a high degree of: inter- 


_ national. cooperation in the transport field in Europe and, espes 
cially since the war, the US has been actively ‘concerned in 


— plans for improving the transport. structure: of the. 


Continent. 
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Continent. In 1945. the European.Central.Inland.Transport Organi- 
zation was created. to rehabilitate. transport of Western Europe on 
an-emergency. basis. This function was. performed satisfactorily 
and:.in, 1947 its. remaining functions were taken over by the newly- 
organized UN Economic Commission. for Europe. Following the launch- 
ing of the Marshall.Plan there came. into existence in Paris early 
in 1948 the Organization for. European. Economic Cooperation. Both 
the ECE and the OEEC established inland transport committees. The 
ECE, however, is an all European group including the Soviet bloc 
as well as Yugoslavia and Finland while the OEEC group in Paris 
is a purely Western European group. | 


In 1951 two members of the ‘Council of Europe presented 
separate plans calling for establishment of a supranational 
European Transport Authority with powers of decision over all 
forms of transport except ocean shipping. Both of these plans 
Gied in committee and, as a substitute, the Consultative Assembly 
of the Council of Europe in September 1952 adopted a recommenda- 
tion to set up a European Transport Council with advisory and 
consultative functions only, to consider res of railways, 
highways and inland waterways. 








In the Spring of 1952, the OEEC sent to the US a mission of 
transport experts from 11 countries to study the functions of the 
Interstate Commerce Commission. This mission submitted a report 
recommending that a conference of transport experts be convened 
to study the organization and regulation of international inland 
transport in Western Europe and make appropriate recommendations. 


During the period March to June 1953, the OEEC held a lengthy 
European Inland Transport Conference at Paris in which 18 coun- 
tries were represented, thus carrying out the recommendation of 
the mission to the US. (See page 5, July 15, 1953 issue.) The 
principal accomplishment of this meeting was a recommendation 
to establish a permanent conference of transport ministers as the 
coordinating body in the field of European inland transport. This 
recommendation was approved by the OEEC Council with the result 
that the October conference was held at Brussels by invitation 
of the Belgian Government. 


The Brussels Meeting At Brussels there was unanimous agree- 
ment on the desirability of forming a permanent organization of 
transport ministers. This attitude was undoubtedly motivated by 
recognition of the slowness of other organizations in obtaining 
governmental action on their many studies and recommendations. 





The major controversial issue was whether the new. Conference 
should be completely independent or should be attached to the 
OEEC, The chief advocate of formal association with the OEEC was 


the 
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the UK while the chief advocate of complete autonomy for the new 
Conference was the Netherlands. France played the part of compro- 
miser and worked out a wording which was accepted. The final text 
provides for establishing relations with any appropriate organiza- 
tions and inviting them to make special studies in the inland 
transport field as required, but in a sub-paragraph recognizes a 
major interest in consulting with OEEC on transport questions of 
general economic importance. The same issue arose on the question 
of administrative arrangements and the compromise decision was to 
place the administrative seat of the Conference in Paris, to have 
a secretariat administratively integrated with the OEEC secretar- 
lat but solely under the operational control of the Conference, 


and to "invite" the OEEC to pay the expenses of the administrative 
secretariat. 


The protocol establishes a Council composed of "ministers who 
are responsible. for inland transport in their own governments" 
with one vote for each member government, and, a Committee of 
Deputies, one for each minister, to prepare ‘for the Council meet- 
ings and other staff duties, Contracting parties to the. protocol 
were designated as members of the Conference; and the JS and 
Canada were designated as associate members if they so request,. 
to have status as observers at all meetings. Conclusions reached 
within the Conference are to be put into effect "in the countries 
in agreemént with them" by whatever measures the individual 
ministers deem appropriate, ) | ' 


The other basic decisions of the Conference were expressed 
by 15 resolutions: under general, road, railway and waterway head- 
ings. All of these were based on underlying studies and recom-_ 
mendations made by existing organizations, notably the ECE.’ No. 


new substantive ideas were ecvensee for new fields of activities 
indicated. 


Potentially the Conference may be venarées as one.of the 
most important developments in this field since the war, Although 
the organization's authority and terms of reference are no broader 
than those of several existing international transport organiza- 
tions, the enlistment of responsible ministers in this field 
should insure the. interest and: attention of’ the governments at a 
high level in transport matters. If the Conference starts prompt- 
ly to urge governments to implement some of the important recom- 
mendations already made by other organizations, and if it can 
develop a new plan of attack on the basic problems of transport: 
coordination in Europe while utilizing the facilities now avail- 
able elsewhere for research and discussion, it may prove to be 
one of the.most useful agencies in the transport field. If it 
does not move in this direction, however, it may serve to confuse 
and slow up the existing work program of several organizations. 


The US is now studying the position it should take with re- 
gard to the Conference and the extent to which it should partici- 
pate in its work. 


* * o 
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SECOND ANNUAL REPORT The Consultative Committee of the Colombo. 
OF. THE COLOMBO PLAN Plan; at its fifth meeting in New Delhi - 
September 28-October 15, concentrated on 
producing its second annual report on economic development in: 
South and Southeast Asia. The report, which will shortly be 
‘ made public, points out that one-third of the six-year period 
for which the Colombo Plan was perceived has now passed, and 
programs of the countries .in the area are reaching a stage where 
considerable tangible results can reasonably be expected. It 
Surveys progress that has been achieved thus far and. out Lines 
the task ahead. 





With a view to providing a greater exchange of information 
and publicity on the Colombo Plan, the Committee decided to 
establish a -small organization for this purpose which will be 
attached to the. Technical Cooperation Bureau. A revised ques- 
tionnaire was approved for use by governments in 1954 in making 
their submissions for the third annual report. The sixth meet- 
ing of the Consultative Committee will be held at Ottawa in 
September 1954, . 


Background The Colombo: Plan for Cooperative Economic 
Development in South and Southeast Asia had its origin in and 
took its name from the meeting of British Commonwealth Foreign 
Ministers at Colombo in January 1950. At that time a Consulta- 
tive Committee was established'to survey the needs of countries 
of South and Southeast Asia, to assess resources available and 
required, and to provide a framework within which an inter-= 
national cooperative effort could be developed to assist the 
area in raising its living standards. The original members of 
the Committee were Australia, Canada, Ceylon, India, New Zealand, 
Pakistan, and the UK, including the latter's territories in 
Malaya and Borneo. Countries that have joined since are Burma, . 
Cambodia, Indonesia, Laos, Nepal, the US and Vietnam. The 
Philippines and Thailand have participated in the committee 
meetings as observers, as have representatives of. the Inter- 
national Bank and of the Economic Commission for Asia and the 
Far East, o>) 





The Colombo Plan is not a plan in the sense. of a centrally 
cenceived and directed scheme for regional economic development. 
Rather, it includes a collection of national plans produced 
and administered by individual countries. The countries’. pro-- 
grams are reviewed by the Consultative Committee, which incor- 
porates information on them (submitted by the countries) and 


other 
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other data on the economy of the area in the annual reports. 

The first annual report recorded a year of general achievement 
(see page 1, April 14, 1952 issue). Most countries in the area 
had benefited by the boom in raw materials, which has substan- 
tially increased their export earnings and had enabled them to 
finance their development programs very largely from their own 
resources. The first report pointed out, however, that the 


exceptionally favorable conditions of 1950-51 had already come 


External Assistance During the Consultative Committee's 
discussion of external assistance to the area, the recipient 
countries unanimously expressed appreciation for the aid they 
had received and expressed a desire for its continuance. There 
was no intimation during the discussion that such assistance 
Should be substantially increased. The report concludes, how- 
ever, that the present flow of external financial. aid must be 
continued and, if possible increased, It was recognized that 
a- substantial proportion of external assistance is confined to 
provision of developmental goods and services not obtainable 
within the country receiving assistance. The view was expressed 
by the recipient countries that often the more basic requirement 
of receiving countries is for assistance in a form that enables 
them to meet the internal costs of development projects with 
less difficulty. 





The second annual report gives an accounting of the ex- 
ternal assistance to the area from Colombo Plan member ?oun- 
tries and points out that this is provided on 4 bilateral basis 

in the form of both technical assistance and other economic aid. 


Australia, in 1950, pledged £431 million ($69 million) for 
six years to the capital aid program and up to £A3.5. million 
($7.8 million) to the Technical Assistance Scheme. By the end 
of 1952-53, more than 40% of the total capital of this aid 
pledge had been spent or planned for expenditure in India, 
Pakistan, Ceylon, and.Indonesia. Australian capital aid is 
expected to continue to take the form of Australian manufactured 
goods which can. be applied directly to economic development 
projects. “a 


' Canada hes made available through the Colombo Plan a total 
of about $76.6 million, $75 million for economic assistance and 
$1.6 million for technical assistance. This aid has gone to 
India, Pakistan, and Ceylon in the form of goods and services 
related to specific development programs. 


New Zealand 
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New Zealand agreed to provide 53 million ($8.4 million) 
in capital assistance over the first three years of the 
Colombo-Plan, and 5400, 000 (over $1 million) .in technical 
assistance. | ' | | 


‘The UK is " Saetiienan to welecde esnusliy approximately 
B42 million ($117 million) of India, -Pakistan and Ceylon's 
sterling balances in accordance with its pledge for the 
six years of the Plan. A Commonwealth Development Finance 
Company. was recently established in London to provide 
assistance from non-governmental sources to sound projects 
in the. Commonwealth. Further, up to £60 million ($16 million) 
of the UK's capital subscription to the ee Bank 
is to be made available over a period of six years for 
development project loans in Commonwealth countries of the 
sterling area. With regard to technical assistance, the 
UK has concluded or is concluding agreements for supply - 
of equipment valued at more than §5700,000 (almost $2 million). 
Arrangements have been made for 2lmost 400 trainees to come 
to the UK and the services of 110 UK technical experts 
have been offered. 


US technical and economic aid for countries in the 
area on a grant basis amounted to approximately $138 million 
in fiscal 1952 and $132 million in fiscal 1953. Appropriations re oo 
for fiscal 1954 total about $160 million. In addition, the | A 
US has extended famine relief to India and Pakistan in the y 
form ofloans and grants for the purchase of wheat, amounting 
to about $300 million. For the most part, local currency | 
proceeds from the wheat ‘.ave become or will become available for 
economis development projects. Also the Eximbank in the past 
three years has concluded loan agreements totalling $69. 2 million 
to Indonesia and $20 million to the Philippines. 





Progress to Date One-third of the six year period 
(1951-57) for which the Colombo Plan programs were projected 
having elapsed, it is possible to look back and see what has 
been accomplished, the second report points out. While the 
programs have been revised considerably in detail to meet 
changing economic conditions, their general structure, with 
emphasis on development of agriculture, power and communications, 
has remained unchanged. 
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“he ost pressing need hcs, continued to be to produce 

ore food for the groving popvl. tion, cov numbering 600-700 
millions end increasiig at a rate of ‘cbout C nillion i. yeer. 
This need is being net by opering up new land throuch irri- 
setion, reclamation, and flood control.mwecsures and by 
increasing yields through increesed use -f fertilizers, 
izprovement of tae virieties cf crops and anicels, and better 
pest centrol. Communications are being imoroved and pover 
sup: ‘lies increased, both essertial factors in economic 
develo went. Social welfare projects in health, educa-ion, 
~-G housing are incluced in some pr-grems. 


.c¢erly ell the ccuntries in tne aree snent more cn 
tieiy develornient progrars in 1952-53 then in the previous 
“S.rs, uhis wes ossible in most cases, iiowever, because 
of drevings on accumulated surpluses, external eid and, in 
secre ceases, internal loens. In general, external escets 
and internal reserv s nave been severely reavced. 


Letivities ef tne Technical Cooperz<ior Severe Jas 
ivtersified and extended Curing 1952-53. There wes en 
increzsc in the number of recvests for essistance chennelled 
corovuc7h the Council of the ‘chewe: end edministered by the 
Sureeu. (The US is not a rember of the Council but cocperetes 
with it.) The report points out thet efforts vere rade 
tovcra better belence betveer, reinirs et i.orme and training 
abroec. -enyv countries used their technicel assistence funds 
te establish ana ecuin local trainin: institutions, with the 
idee of training rore of their technicians et nome. In 
addition, e number of the underceveloped countries in the 
erea sre ofiering facilities for teennical trainire. 


Mile rost of tne c*untr’'s -progranms ere long term in 
character, incications cf reel sregress can be cited. India 
hes improved 3.5 sillion acres of land by irrigation. Its 
focd producticn hes increased by nearly 5 million tons over 
the previous year. Power cepecity has increased by 315,000 kwh. 


Pakistan hes increased its: pover conacity frem 70,000 to 
140,000 kvh. Its co.ton, jute and noel irduscries heve been 
expanded, A surar will hes been establisned and a fertilizer 
plent is under construction. 7 addition, sctisfectory progress 
vas reported on a number of irrigation projects. 


Indonesia 
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Indonesia has made considerable progress in attaining 
self-sufficiency in foodstuffs, especially rice. An important 
program for transfer of populetion from over-populated to 
uncer-populated areas is under way. In recent years, nearly 
one trillion miles of canals for irrigation have been completed, 
according to the report, 


Burma is still rehabilitating its economy after the 
extensive damage of the wer period, Considerable land has 
been reclaimed and is now uncer cultivation. A cotton 
seed farm for long-staple cotton has been established. A 
dairy farm hes been set up with cows imported from Pakistan. 
Seedlings were produced-.far planting 300,000 coconut trees. 
In addition, a large oil refinery and small sulphuric acid 
Dlant are under construction, 


Ceylon opened up some 20,000 more acres of irrigable 
land. Progress wes Maintained in fisheries development, 

Power capacity was increased by 25,000 kwh. Improvements 
of tne Colombo harbor area are under way. 





In Nepal, road construction progressed, a geological 
survey was begun, and a central livestock development farm 
Was establsihed. In Vietnam acreage for rice cultivation . 
has increased by neerly 500,000 acres since 1951 and consumption 
of electric power and the output of coal increased. Resettle- 
ment of more than 400,000 sovatters was. completed in ialaya 
and 50,000 acres of land were replanted with high-yield rubber. 
Power capacity was increased in Singapore. Progress in 
development of roads, air transport and telecommunications 
was made in Sarawak. 


The Task Ahead The report emphasizes, nowever, that 
much remains to be done. itost of the ccuntries, as a result 
of the fall in export prices of raw materials, have experienced 
a reduction in the availability of resources, At the same 
_vime, the cost of the development programs has risen appreciably 
above the 1950 estimates. The report recognized the supple- 
mentary role of external aid and the clear necessity for the 
councries to make maximum effort to mobilize their own resources, 
iiost countries have taken some steps in that direction by 
encouraging voluntary saving, increasing taxes, and improving 
the administrative machinery for collection of taxes. 
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the report emphasized that each country must continuously 
review its development program in light of the resources avail- 
able or expected to be available to it. The extent to which 
development plans have been carefully prepared and coordinated 
veries between the different countries of the region, but all 
are learning by experience, 


From the outset, the need for private capital, both 
domestic and foreign, to attain the desired objectives, 
has been recognized, Of necessity, the bulk of expenditures 
under the Plan are concentrated in the public sector for 
basic facilities (such as roads and power) and other areas 
of economic development which are a necessary prelude to 
or do not now attract private investment. It is noped that 
public expenditure for these basic purposes will pave the 
way for private investment. The amount of local capital 
available for large-scale private investment is small. 
Consecuently, the report states, some governments nave 
entered fields, such as the manvfacture of cement and 
fertilizer, which in more developed countries would be left 
to private enterprise. (ne possibility, sug:ested in the 
revort, is for the governments t- transfer such enterprises, 
when firmly established to private hands. This is being done 
in Pakistan. Another possibility is for governments to 
attract private capital by offering te particinete in joint 
ventures. Several governments are offering special tax 
benefits as inducements. Although there appears to have been 
an appreciable increase in domestic private investment, it 
is reccgnized that more is needed, 


Since most of the countries in the area are exnorters 
of raw materials. end other primary products the prices of 
wnich fluctuate widely, the extent to which they can finance 
their cwn developaent program depends to an important degree 
on external trade. Several countries therefore have a great 
interest in measures, such as commodity agreements, for 
securing more stable price levels. 


The Colombo Plan programs are reachins a crucial stage. 
The countries in the area have shown their determination to 
carry them through. Tne report concludes that success depends 
on three factors. First, the countries tiust concentrate on 
the essentials of their programs and make the fullest use of 
all their resources--human, material and financial. Second, 
they must follow sound internal policies designed to check 
inflation and secure the highest possible level of savings and 
investment. Third, the present flow of external financial aid 
Lust be ccentinued, and, if possible, increased. 


* * * 
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TIN CONFERENCE DRAFTS An international agreement, based on 
STABILIZING AGREEMENT the control of exports from producing 

countries and a buffer stock, which is 
designed to stabilize tin prices over a five-year period, was 
drafted at the second session of, the.United Nations Tin 
Conference which concluded ‘in’Geneva’December 9. It will be 
circulated to the 23 governments represented at the conference 
for their consideration and signature before June 30, 1954. 
coven other countries attended as observers. 


> dgns "ase. + Veray a3 





US: participation: wt ‘probably- be: the ‘dikiouiiiinn: ! 


ied in whethtr or not the Agreement will’ come into force” 


as it was clear that the position. of many -consuming countries 
depended on the US. Moreover, producing countries wanted to 


- rederve théir position ‘on ‘whether'to bring the Agreement about 
“ifthe US ‘did. not participate and it‘is therefore provided: 
‘1that,-even if requirements are met: to bring the Agreement. in” 


force, the ratifying governments. will make a fresh decision™ 


7 os to the: date | when» it would become ettective, - | 


' The. Conference also established an interim committee 


. for the International Tin Council, composed of the same countries 
> whieh were represented on the steering ‘committee of the Tin’: 


Conference, A meeting of the interim committee is to be. held 
during the second quarter of 1954 and if it appears at that’: 
time. that this Agreement is not possible, consideration can ~ 


“be given to the question ‘of whether to refer the matter to the 


International Tin Study Group or to a wise session of the UN 
Tin Conference, 


tH Background The Geneva meeting: was an outgrowth of 
earlier negotiations. The first session of a negotiating 
conference had been held in’ 1950 but adjourned without concrete 
results because of differences in'views between producing and 
consuming ‘countries., The Tin'’Study Group’at its session last 
March found so much concern over the impending tin surplus 

that it set up a working group to convéne in Brussels in June 
to consider proposals: for international action on tin, That 
working group produced a report and circulated it to the 

15 governments which are members of the Study Group,- requesting 
them to review it and to indicate not later than August 15 
whether a second session:of'a negotiating conference should | 

be held, probably in November, (See page 5, July 7, 1953 © 
issue.) The report set forth the proposals for an international 
agreement which were made by delegations of producing countries, 
along with the comments. of consumer countries. 
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| US Position At the working party meeting last summer 
the US delegation made no commitments whatever, either on whether 
the US would be willing to participate in a conference or on the | 
US attitude toward an agreement. | 


There was some difference of opinion among the Washington 
agencies concerned as to whether the US should attend a negoti- 
ating conference, Some felt that the presence of 6:US aseegesien, | 
even if it refused to make any commitments, might imply that 
the US: was ‘willing | ‘to participate in an agreement. The. Department 
on the other hand, felt our refusal to attend a conference would 
be interpreted by producing countries as disinterest in their 
difficulties and we would be clarged with torpedoing the confer- 
ence, The US finally indicated that it would attend a conference 
if a sufficient number of countries desired one, but made it 
perfectly clear that it would be in no position'to commit — 
itself to‘a specific course of action as the US Government is 
presently making abasic and comprehensive review of its economic 
foreign policy, including a study of. the role of commodity 
control agreements, : | 





4t the Geneva Conference, this position was maintained; 
the us delegation made no commitments, whatever, It did offer 
some suggestions as to provisions in the draft agreement but 
did not press them, Moreover, although the US was a member 
of the Conference Steering Committee and therefore would © 
become a member of the interim committee for the International 
Tin Council, the chairman of our delegation stated that the 
US would abstain from participation in that committee until a 
decision is taken by the US regarding participation in the 
Agreement, It also told what the US tin situation is, stating 
that the US Government would have 38,000 to 40,000 long tons — 
of tin.in excess of present requirements for the strategic ~ 
stockpile and that the matter of disposal is being studied 
with the aim of minimizing its effect on the tin market, 


Provisions of Draft Agreement The draft agreement * 
provides for buffer stocks with the equivalent of 25,000 tons 
of tin metal, not more than 75% in tin initially and the rest 
in cash, financed by the producers, Voluntary contributions 
hy consumers in tin or. cash is permissible. The initial 
‘contribution of the equivalent of 15,000 tons of tin is due: 
when. the Tin Council so decides. Two subsequent contributions, 
each equivalent to 5,000 tons, are mandatory--the first, due 
when the buffer stock holds 10,000 tons, the second when the 
stock holds 15,000 tons, unless otherwise decided by the Council 
by separate majorities of producers and CONSUMEPS « 





A buffer 
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. - & padities stock manager; ‘selected 7*4 the Tin Council, would 

sell tin when the price rises above 880 a ton and buy when it 
falls below £640 a ton. (This is equivalent to $1.10 and 80 cents 
@ pound as prices are quoted in the US.) Provisions are made for 
the Gouncil:to change the. prices. by separate majority votes by 
producers and consumers. re tte 





The draft agreement also ‘sets forth provisions for export 
control. If 10,000 tons are tn the buffer stock or the Council 
finds that such amount is -likely to be in the buffer before the 
end of a quarterly period, the Council may.fix an export quota 
for such a period after estimating the probable demand and increase 
or decrease in stocks, The export limitation in a period is 
dependent upon new action. by the Council. and would be based on™ 
the same conditions as at the outset of the establishment of export 
Quotas, The percentage shares of producers in such quotas.are. set 
forth in an annex as follows: Belgian Congo, 8.72%; Bolivia, 
21.50%; Malaya, 36,614; Higeria, 5.38%; Indonesia, 21,5085 and 
Thailand, 6.29%, 


The draft provides that voting on important matters, such 
as export controls and price changes, is to be on the basis of 
separate majorities of votes cast by producers and consumers in 
the Council. The producing countries have 1,000 votes and the 
consuming countries have a total of 1,000 votes, with no country 
having more than 490 votes, The voting strength of consuming - 
countries is calculated on the basis of the mean between average 
net imports and average consumption and is to be recalculated 
every year, :This. would mean that the US would have 490 votes 
the first. year, if it joined the Agreement, with the likelihood 
of a steady decline in its voting power thereafter, in view of 
the end of strategic stockpiling, with perhaps as low as around 
4OO votes at the end of this five-year period. 


The Agreement is. open for signature from March 1 to June 30, 
1954, and subject to ratification in. accordance with constitutional 
procedures, It can enter into force only if ratification is 
accepted by at least nine of the 18 consuming countries attending 
the conference holding a total of at least 333 of the consumer 
votes; and by producing countries holding at least 900 votes, 

Thus, al11 producing countries except Nigeria or Thailand would 
have to sanesy to bring the Agreement into force, | 


* * * 
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FAO CONFERENCE CONCERNED The UN Food and Agriculture. Organi- 
WITH SURPLUS DISPOSAL’ ~. gation;' ‘which Held its:seventh _. ._. 

e *} vonference in Rome ‘from November 23 
to Decenber ‘I, expressed "deep concern that the dis‘ ribution — 
of-the world's production remains unsatisfactory ‘and unbalanced", 
citing ‘the disparity ‘between mounting food ‘surpluses; ‘especially 
in the US and Canada, and unrelieved hunger among a large part 
of the world's population, It therefore recommended increased 
food production where it ‘1s’ needed and adopt fon of measures to. 
enable more people t6 buy the: foods that-exist in plenty. It. 
also approved the holding ‘of consultations ‘in’ waateiaig ton durttig 
Petruary ane March on’ ‘Surplus: disposal ‘problems, 








' Surplus Disposal - From the US viewpoint,’ ‘the is tei . 
problem -discussed during the conference and’ ‘the’ ‘preceeding | 
meetings of the Council and the Committee on Commodity Problems 

was that of disposal of agricultural surpluses, Widespread. 
concern was expressed over uncertainty about. US disposal . i. 
activities, especially operation of Section 550 of the Mutual’ 
Security Act, Although there was full recognition of the US 
problem caused by growing stocks, both the Argentine and the 
Netherlands delegations were insistent that some action be... . 
taken by the FAO Conférence, This was resolved by. a two-part 
resolution which iricluded:-1) a statement of principles to be... 
recommended: to member nations in. disposing of surpluses so. as, . 
to avoid sharp falls of prices on world markets and 2) a. sad 
directive to the Committee on Commodity Problems-to study this _ 
problem, récommending to member nations a more elaborate set | 
of principles to be observed and the most suitable’. means of 
disposing of surpluses ‘including the’ possibility of setting. 
up consultative machinery through which errata disposal can 





be facilitated. 


The US. felt- at would be” undesirable at this ‘time to 
have a meeting of representatives of all FAQ member countries 
and proposed instead that ‘an expert working party of the 


: Committee on Commodity Problems meet here in February and 


March, This: suggestion was daccepted'‘and the Committee 
established a-working party, consisting ‘of the US, the ‘UK, 
France, India, Egypt, Argentina; the Netherjands, and New’ 
Zealand (Australia if New Zealand is unable to serve), to 
consider means of disposing of surpluses and the principles 
to be observed in disposal, - ° 


In suggesting the éxpert§! meeting our delegation made 
it clear that the US cannot suspend its surplus disposal 
operations pending this meeting, but will continue to exercise 
care to avoid displacing usual marke“tings and will continue to 
consult affected countries, 

The 
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The Conference also. recognized. that ways. must de: folind 
to move. surpluses into consumption without harmful inter- | 
ference with normal. patterns of: production and international 
‘trade, It* adopted a resolution noting the seriousness of . 
the effects.of trade barriers on agricultural products; © 
emphasizing the importance of. continued FAO cooperation. -. 
with the GATT and the IMF.em: these quéstions; requesting. the 

Committee on-Commodity Problems to continue to examine the 
- effects of national agricultural policies causing Significant 


a obstacles to trade -in- -important agricultural commodities; 





and recommending that member countries try to reduce such 
obstacles to trade,. 4 | 


Famine Relief The ‘resolution adopted on emergeiicy. famine 
relief recognizes that,.notwithstanding the difference of . 
opinion as. to.whether. the creation of an ‘international — 
emergency food reserve-or fund is necessary, in any case the . 
establishment of a famine reserve requires a broad willingness. 
to contribute to it and that: such willingness: is not evident, 
It reaffirms belief in-the value of: the resolution previously 
adopted which states that.in the event of 4 serious food 
shortage or famine -in a. member country - the Director General 
is authorized to. order: an investigation and report on the _ 
extent of assistance needed and is authorized to convene a 
meeting of the Council or of interested governments to devise 
practical lines of action if ‘thé emergéncy reguires inter- | 
national relief measures... The new resolution drew attention | 
to the desirability. of.countries being able to assist crempaly: 
in relieving famine, and commended. the US for its ‘action in. .. 
authorizing the use of. $100 million ‘in | qeroranent-heys stocks. 
for relief Purposes. - 





~ * 


_ When the eniergency £608 | reserve : proposal; ‘prepared: by: 
@ seven-member group of. experts (see page’4, July 14, 1953 
and page 1,. May 5,. 1953 issues) was. discussed in Commis sion I, 
the US spoke “in. opposition to the setting up’ of a. famine . 
“reserve,. Sixteen countries: participated in the discussion 
and the US was backed only nit the. tens eaten Germany, 
Canada and. France. : Pt 


‘Tnereasing Consumption The sonference neved with 
satisfaction that during the past two years much progress has 
been made in line with the recommendation of the sixth session 
that world agricultural production should be increased so as 
to exceed the growth in world population by between one and 
two percent annually. In 1952-53, for the first time since 
1939, world production on a global basis caught up with the 





growth 
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growth in world population, The conference, however, expressed 
concern that the wide disparity in consumption levels in different 
parts of the world shows little sign of diminishing. The present 
situation, it considered, requires a change of emphasis in 

policy away from general expansion of food production to increased 
production inthe areas: of: greatest need and in the’ commodities 
for which effective demand can: be developed. Also measures, are 
needed to enable consumers. ‘to buy more of the foods now -abundant, 
To assist “in. achieving these goals, ’ two resolutions were adopted. 
One recommends. that tthe: Director-Generél:‘ 1) ask member govern- 
ments :to_submit reports on the development of policies for a: 
selective expansion of: production’ arid constimpticn; °2). submit. 

to the: November.1954. session of the Council a report on action.. ) 
taken by. member governments ‘together with an "appraisal of .the .- ! 
outlook for individual. commoditids to be prepared by the Committee | 
on Commodity Problems; and-3) promote intergovernmental consul- | 
tations at the regional level for the coordination of national 
policies on selective expansion. The other resalution poqueste 
the Director-General to, seek the assistance of. international - 
agencies, including the UN ‘and its’ regional ‘commissions, the. . 
International Bank and the International Monetary Fund,. AN. cay so 
appraising the. economic situations in the various countries, and, 
in relating this. ‘4nformation:‘to- prospective changes. in levels 44 | 
of hoxicrcon' for farm Products. i Oy lag ate: 4 | 





» Kétiihistrative ‘Matters: Membership’ of. the Coninei was. ats 
eseenellll from 18-to 24 and Switzerland, Japan, Thailand, rags, 
Lebanon and. Argentina were elected to the hew seats, During. + 
the conference Iran and Yemen became members of the FAO, 
bringing. total.membership of the ‘organization to 71... Dr. Cardon 
of the US was elected Director-General; he will take office in 
February. ‘and will serve until December 31, 1957. The present 
chairman of the. Council,. Dr, de Castra of Brazil, was reelected, | 
The Committee on Commodity Problems was enlarged and its functions 
increased through 4 resolution requesting it to interpret its 
widened terms of reference in a broad sense and to continue and to 
extend its work, The Conference approved a budget of $6 million 
annually for the next two years, which is $750,000 more than in | 
1953. The UK proposed the $6 million a year figure; the US, | 
— orted by Canada and France, had suggested a lesser increase : 


——eeE 


5» 5505 000,. 


ECONOMIC 








UNCLASSIFIED | 


DECLASSIFIED FOR PUBLICATION IN FOREIGN 
RELATIONS OF THE UNITED STATES . 











—————————— i TT 


BEST COPY AVAILABLF 


CONFIDENTIAL 
ey ot eae 


ECONOMIC ACTION TAKEN In the economic field, the General 
BY UN GENERAL ASSEMBLY Assembly, which recessed its eighth 
session on December 9, was concerned 
mainly withthe problem of. external assistance..for the economic 
development. of : the. underdeveloped : -countries,- Wath. regard to 
what many countries considered as the. most 4mportant..economic 
issue-+the ‘proposal. for a special. development, fund--the.-. ..- 
Assembly, faced by the refusal by the US and other developed... 
countries to consider contributions to such fund at this time, 
refrained from pressing. for action on this matter .beyond: a 
point.acceptable. to. the. US,:. It:.contented - itself. instead: with, 
providing for:further -review.of studies on this-.gquestion.- - The 
Assembly ‘associated: itself. by a: yarge. majority -with ‘President. 
Eisenhower's.¢all:.to.work for world-wide. disarmament. :so.;-that. 
the ,world’s resources . could be used. for constructive-.. purpeses, 
in part.;through:.contributions-to a.-UN development -fund, .. Ike > 
addition, proviston:was made:for continued study by. the r.:- ny 
International: Bank .of: the proposal. for an International. Finance 
-Cérporation’:and: for the continuation during..19§4 of, the: UN- 
-expanded program of technical assistance, - Also: an appeal was. 
verona ed economic assistance to. Libya... “3; | 








3 ae *. . “ ai! 


bis “The: US. delegation. voted. ‘for all of the. seeckubians; of the 
Secnense and Financial Committee,-.of: the Assemblyy,y. although. the 
-resolutions:. sometimes ‘departed from-our first pesitions .on: the 
Questions under disoussion, . Sein Bass tean 45 bield Geta 
vote: .for: the resolutions..in their final form to avoid being . 
isolated along with the Soviet bloc; in other cases it was. 
decided. to support certain: resolutions in order. to avoid: the 
Assembly recommending - actions seriously at..variance with our 
basic positions, Acrimonious debate and split voting De hwean 
the developed and underdeveloped countries of the kind that. 
occurred at the seventh session of the Assembly were avoided 
and there was: general satisfaction at the compromises arrived 
at in the. final | actions: on economic matters, 


» The: Assembly also ‘considered the question of existence of 
forced labor ‘and. the UN program of reconstruction in. Korea, 


Financing Economic Development The Economic and Financial 
Committee.devoted seven weeks to the question of. financing 
economic. development. -A major portion of the discussion 

| concerned the question,of:establishment of a special develop- 
ment fund (SUNFED), @ plati for which was submitted in March 
1953 by a group. of nine experts appointed by the Secretary 
General in accordance waen previous resolutions of ECOSOC 








and 


DECLASSIFIED FOR PUBLICATION IN FOREIGN 
RELATIONS OF THE UNITED STATES 

















CONFIDENTIAL BEST COPY -AVAILABLF 
oma. 


and the GA, The question was considered last summer by... 
ECOSOC, which recommended only that the GA consider what - = 
further preparatory steps might usefully be-taken at this 
time toward establishment, when circumstances permit, of. 
such a fund, | , 


The soiled countries, as enters: gave strong 
support to establishment of the fund, while the US and some _. 
of the more developed countries, which would be the principal . 
contributors, argued that little could be done now. More: | 
support than heretofore on the part of some devéloped countries: 
was evidenced, and the Netherlands delegation, for example, . stag 
announced that its Government was prepared to contribute to a: 
special development fund, Oyr delegation ‘took the position . 1 
that ‘while the US looks forward‘to joining with all countries og 
in .making. available a portion of savings achieved from a world=-. 
wide disarmament to an international fund for economic develop=— 
ment, it is not now prepared to make any contribution to such 
a fund, Neither.did it foresee any conditions under which the ° 
US would be prepared to consider contributions to such a fund 
apart from genuine progress in adequately safeguarded inter~ 
national disarmament, Consequently, in the US view, no fiirther 
preparatory steps could usefully be taken now by the UN except 
in the field of ‘international disarmament, ‘The US did agree 
finally, however, to vote for a resolution designed to place’. ™ 
the views of governments ori the special development fund and — , 
the plan prepared by the experts: before the GA-on the sen. . 
that such action was essentially an outgrowth and orderly | 
completion of previous decisions, | 


‘The underdeveloped countries were detaratned to keep 


alive the question of establishing an international development _ . 


fund and presented a number of proposals ‘to this end. One - 


involved the appointment of a group of UN Yambassadors" to togr 


key countries in an effort to: promote’-SUNFED, ‘Another was 

that the GA, at its ninth session, should begin drafting a - 
charter for SUNFED, These countries were willing to accept 

the compromise resolution finally developed, however, in order . 
to avoid.a negative vote by the developed countries, and i 
particularly the US, In the resolution, the GA calls on all 
member.:governments to submit to. the. Secretary -General:.thetr. . 
detailed comments on the SUNFED report and on the dégree of 
moral and material support they are prepared: to give such a 
fund, It appointed Mr, Raymond Scheyven of Belgium, the" , 


President | 
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President of ECOSOC, to examine the replies of governments, 
to*collate them, to request elaboration of them if necessary 
by direct consultation with governments, and to submit a 


: “report to the. eighteenth session “of ECOSOC and the ninth 
seSsion’ of the GA, , | af 


: There: was general support: (the Soviet bloc, Argentina: 


“and Chile abstaining) for the US-sponsored declaration of 


intention of member governments to ask their people, when sub- 
Stantial progress is made: toward safeguarding international 


disarmament, to devote.a portion of savings from.such dis-- 
‘Tarmament to an international fund within the framework of the 


UN,. for development and reconstruction, especially of under- 
developed areas. ~This-declaration had originally.-been sub- 


, mitted by. the.US ECOSOC delegation last summer as a logical 


development of President Eisenhower's call in his speech to 


“use the world's: resources for constructive purposes. -:ECOSCC 
_recommended that .other governments consider,.at the GA, join- 
. dng.in such a declaration of intention. . Generally. speaking, 


support was given without enthusiasm both at ECOSOC and the 
GA by most of the underdeveloped countries, which regarded the 


-  Geolaration.as an attempt. by. the US-to tie the. fund. to dis- 
*-apmament, and therefore, as a:-delaying tactic. “Some ‘of the 
--equntrtes went so.far at the GA as. to endeavor to-have.a state- 

_- ment included in the resolution to. the effect that the_ ‘ereation 


of the special: fund is in no ah related to achievement of 
CLAO TERRE « , his. och “ae 


| another ‘speneee 1. ‘before the GA, based on. a “report. by the 


Internationa] Bank in. April 1952, called for creation of an 


International Finance Corporation. The Corporation as envisaged 
would foster economic development either. through making loans 
to private concerns in the underdeveloped countries without 


government guarantee or.through Supplying equity capital ie) 


such enterprises. .This. proposal had been. discussed’ in” both 


ECOSOC. .and t!.e GA during 1952.and the Bank had’ been requested 
-by ECOSOC in.1953.to Gontinue. both its analysis, of the proposal 


and its :exploration.of the matter with member. governments. _ 


At the GA there was widespread support for the establish- 
ment of the International Finance Corporation. The US dele- 
gation took the position, however, that while the proposal is 
interesting, it is still under consideration by the US Govern- 
ment, along with other proposals designed to stimulate the 


international 
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international flow of private capital. It was not possible, 
therefore, to indicate our conclusions as to the merits of 
such a Corporation and qur delegation opposed any action + 
looking toward drafting of the statutes .of the pergeagysee 
as some countries had- suggested, ae 7 _ _ 


The Assembly decided by a vote of 51=0-5 (Soviets) to | 
urge governments to give early consideration to the merits 
of establishing .an International, Finance Corporation and . 
_ requested the ‘International Bank to conduct its consultations 
in a more intensive manner on the question of creation of the 
COrporation and on the prospects of financial support for it. 
ECOSOC is to review the Bank's sharing ena ‘then — thereon 
to. the GA at its 9th session. , 


The Assembly tioved ‘toward restoring the position on. 
international. private irivestment in underdeveloped countries 
against which the Assembly struck @ serious. blow. last year in 
its "nationalization resolution". It adopted a resolution 
emphasizing the importance. and desirability of international 
private investment and instructed the ECOSOC to ascertain the 
conditions under which private investment could effecti ively 
contribute to economic development.. It. also asked ECOSOC to 
consider at its 17th session .the report prepared by the group 
of experts on. ‘4nternational price relations and make eoopumpase- 
tions thereon to the GA. as its 9th. session, - 


Technical Assistance Discussion of the expended technical 
assistance program, launched in 1950 and financed from voluntary 
contributions by governments,. indicated strong support for the 
program, In general, the speakers dwelt on the results so far 
achieved, the financial difficulties confronting the program 
and ways. to overcome these, amd measures to strengthen its . 
administration. The US delegate gave full support. to the 
program and dispelled any doubts about the US hs tuennidt its 

inancial commitment under this year's program, . | 





In a resolution approved by. a unanimous vote, the GA 
noted the important contribution the program has made, It 
recommended that governments and participating agencies make 
the program's aims and operations more widely known, ‘t also 
called for 1954 financial contributions sufficient: 4. et 
the program's needs and in any event not less than .the amount’ 
approved for the 1953 program mae equivalent of $25,300, 900), 


| the 
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| The UN Technical Assistance Conference met during the 
course of the GA at which time the equivalent of approximately 
$23,600,000 was pledged by 60 countries for the 1954 program, 
This amount, which may be increased by additional pledges, 
compares with approximately $22 million pledged for the 1953 
program, Twenty-three of the pledges represented increases 
over the previous year, Subject to Congressional approval, 
the US pledged up to $12,750,000, subject to matching the 
_ total contributions of other countries on a 60-40 ratio, and 
up to $2 million in addition on a matching ratio of 40-60, 
ver 19 3 the US pledge was $12,767,145 on a matching ratio 
@) O- e . 


A representative of the USSR stated that, while his 

country would be prepared to contribute to the 1954 progran, - 
the amount of the pledge would depend on how the 1953 contri- 
bution was used, The USSR and the satellites had not parti- 
cipated in the technical assistance program until last summer, 
when in a surprise move during ECOSOC, the USSR and Poland 
_ offered to contribute the equivalent of $1 million in rubles 

and $75,000 in zlotys respectively to the 1953 program, Later, 
however, the USSR placed restrictions on the use of its contri- 
bution to the effect that it could be spent only through the 

UN. Technical Assistance Administration and not through the 
UN specialized agencies. Such a limitation constitutes a 
violation of the ECOSOC resolution establishing the technical - 
assistance program, The US considers, that, unless the 
restrictions are withdrawn, the. contribution should be rejected, 
No final decision has been made by the UN on this problem, or 
on the question of the pledges with similar restrictions made 
by some of the satellites to the 1954 program, Satellbite 

ledges to the 1954 program to date include 200,000 rubles 
150-000) by the Byelorussian SSR,. 500,000 rubles ($125,000) 
by the Ukranian'-SSR, 500,000 crowns ($69,444) by Czechoslovakia, 
and 300,000 zlotys ($75,000) by Poland, with restrictions. 
attached to the first two but, thus far, not to the latter | 

two. ao: 7 | | +A, 


Economic Ai@ to Libya The debate on the question of 
economic aid to Libya was nan-controversial, In its final 
action, the GA recalled the part played by the UM in the 
creation of the independent state of Libya in December 1951 
and invited all governments willing and in a position to do 
so to provide financial aid to Libya through the appropriate 
mechanisms within the Un organization. The resolution was 
accepted by the US when it was made clear in the debates by 
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_ - Likya and other countries that:'it efearly ‘fe ‘riot intended to 
' “place any obstacles in the way of extension of “abn Fotacce: to 
Libys on a bilateral basis. TEE pe nig Ad ek) 
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Korea The UN Agent Genes. aeporter 665 the GA on: the” 
ui ‘Korean Yean Reconstruction Agency and was’ ‘commended for ‘His’ Work. 
The GA approved, subject to consultation “between the Agent’? 
General: and the UNKRA Advisory Committee’, : the program devéloped 
by the Agent General but noted with concern the inadéquacy ‘of 
available funds. It urged ati. governments to give immediate 


consideration to making prompt payment to their’ pledges. or ‘#0 
— contributions if they had not already done 80,~ °° «* 








in * Forced. Labor The item "evidence of ‘existerice of forced 
Q ‘Labor” was added to the agenda of the GA“ upon the request “of 
‘the US because the report of the Ad Hoc -Conmittee ‘on For¢éed 
. Labor (see page 5, June 30, 1953 issue) was -not received “in 
‘ time for consideration by the 16th session of ECOSOC or by° 
the ILO, The action of the GA was somewhat less than the’ US 
_. had originally hoped ,for’ since many deles ations wére' reluctant | 
|. .€0 participate in the discussiéns of to fake @- “strong. eoaee | 
am order to. avoid: Aneressing- existing: tensions. ° BAS 4 





is 6 A. F824 
' The Chairman’ of. the ‘SoeiLar, Humandtarian. and ‘Cultural 
Cotinitees,: supported by the Western-European 4nd Commonwealth | 
“delegations, maintained’ that thé-report of tHé Ad Hoc’Committee | 
...,.Was not before the’ “GA and ‘therefore: ‘the Assembly could not-: | 
* “endorse it by resolution.“ It’ was: ‘agreed, “however, that ‘the | 
. ., findings of the report: could ‘be: ‘uséd in thé’ ‘debate, : The oo: | 
~ discussion.in the Committee 'was therefore largely concerned | 
with that document, It was ‘marked by clear differences ‘of! | 
/view, The US delegation and those from Western European”4nd | 
Commonwealth countries (with the exception of South Africa: and 
India), endorsed the findings &nd:conclusions of the Ad‘Hod | 
Committee as evidence of the existence of systems of forced | 
labor employed as a means of political coercion dx:for-etdénomic | 
purposes in @ number of countries, They emphasized the: thipor’=- 
tance whichthey attached to the abolition of such systems, 
Other. delegations, especially those from Eastern: Europe, 
Questioned ,the Ad Hoc Committee's impartiality and methods’of 
work, re jected its findifigs and conclusions and ¢chargéd’ that 
it had disregarded the existencé of forcéd: labor: in’ other 
countries, ‘The view was also expressed, particularly by India, 
that the. Committee 's inquiry had been unduly restricted in | 
its scope. | | | 





In 
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In its final action, the GA invited ECOSOC and the ILO 

"as a matter of urgency" to give early consideration to the 
report of the Ad Hoc Committee on Forced Labor at their next 
Sessions, . ECOSOC is to report to the GA at its next session. 
This ‘resolution, sponsored by. nine powers Anc luding- the-US;=.- 
was approved by a vote of 40-5° (satellites): with 12 absten- 
tions, (Afghanistan, Argentina,. Burma, Egypt,..India,. pee aty 
eee Saudi Arabia, bated Union of South AsFI96, and ; 

eme : 


’ - & 70. - 48 \ : ~ Seve + es mT 
1, ¢ ote. fut * a % & « 7 onee Ze - 


INTERNATIONAL MATERIALS. The: Centra1 Group of the: Thternat tonal 


CONFERENCE DISSOLVED "* «Materials Conference has’ agreed that: 
MAPA eed +t io" le. “Jthe organization will be dissolved- as 


of December 31, 1953, with all administrative details being - 
concluded by that time. The Group had been on a stand-by 
basis since’ October 23, following dissolution. ‘of -the ‘last 


- active commodity ‘committee. The resolution which was adopted: 





takes’ ‘note-of ‘thé: fact that: all the members of the’ Central ** 
Group indicated that their: countries are prepared’ to Corisuit * 
on the initiative of any ‘one of them in the event’ of threatened 
“ shortages of strategic: materials.: ‘This’ was the position’® 
advanced by the US and supported by Brazil andthe. Organization 
of American States. Other representatives had desired that 
the Central ‘Group’ be’ continued’ off a stand- -by basis, but’ finally 
acceded to: its dissolution 


he: ‘International Materials Conference’ was establishes. “in 
early 1951. : After’ the Korean aggression, a number of: strategic 
materials became in short. supply and it became evident that,’ 

in the interests of the free world, some method. ‘of relieving ° 
the effects of the shortages was needed. A Central Group, 
comprised of the US, UK, France, India, Canada, Australia, 
Brazil and Italy as well as a representative from the Organiza- 
tion for European Economic Cooperation and one from the 
Organization of American States was established. This group 
was empowered to recommend formation or reconstitution of com- 
modity committees and to provide services for the committees, 
Seven autonomous commodity committees were also established at 
the time: the Manganese-Nickel-Cobalt Committee, Copper-Zinc- 
Lead Committee, Cotton and Cotton Linters Committee, Sulphur 
Committee, Tungsten-Molybdenum Committee, Wool Committee, and 
the Paper and Pulp Committee. Allocations were made for a 
number of the commodities but in some cases that was not found 
necessary. As the supply situation improved, the committees 
were gradually dissolved, with the last remaining committee 
being terminated September 30, 


* * * EFFORTS 
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EFFORTS TO-BRING~ Recently representatives of the 14 countries 
IMC O -INTO BEING ° “ which ‘have adhered to the-Convention of’ the 
Intergovernmental Maritime Consultative § 
Organization (1Mco) met in London with a view to hastening 
the-coming into force of the organization. The ‘representa- 
tives decided to recommend to their governments that-efforts 
be continued to bring about adherence by seven more countries, 
that being the number required. The delegates emphasized that 
IMCO is urgently needed as a specialized agency of the United 
Nations so that it can administer the 1948 Safety of Life at 
Sea Convention, and to provide machinery for cooperation among 
governments with regard to technical matters and to encourage 
the removal of discriminations against oni ppsns. : in snternat ional 
trade, : s dap cate OSs _ 








Although there were. many senerte. of disappointing’ re-* 
sponses to approaches which. have been made to other governments, 
most delegates felt that progress was being made ain) that, 
with cooperation all around, IMCO could be~ brought: into. being. 
It was reported that Egypt, Italy and New Zealand are in the 
process of ratifying and there are indications | that: Switzerland 
is seriously considering adherence. 


The US ‘delegate agreed that the US would mann Liberia 
dnd he also agreed to recommend to his Government ‘that it: : 
again. approach the countries of Latin America as well as: | 
India, Pakistan, Italy, Portugal and Italy. The 14 countries 
which have adhered to the convention are: Argentina, Australia, 
Belgium, Burma, Canada, Dominican Republic, France, Greece, 
Haiti, Ireland, Israel, the wetneriends , ve US and ne UKs 


, 
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AGREEMENT GOVERNING The US-Korean Combined Economic Board Agree- 
KOREAN ECONOMIC AtD © ‘ment for a program of economic ‘reconstruc- 
tion and financial. stabilization in. Korea 
was signed December 14 in Seoul after’ longand often difficult 
negotiations which began last August. Conclusion of the agree- 
ment implements the directive of the National Seourity Council 
which authorized an expanded program of economic: assistance :in 
that portion of Korea controlled by the Republic: of Korea: and 
the UN Command, on condition that’ a satisfactory understanding 
was reached with the Government of :the Republic of Korea with re- 
spect to internal measures required to achieve economis stability. 





An expanded economic assistance program was approved py: the 
NSC on the basis of the recommendations of Henry Tasca, who; as 
the President's special representative, headed an economic surve 
mission to Korea last summer. (See page 1, July 28, 1953 ieee.) 
' fasca recommended a three-year economic aid program totalling 
some $1 billion with the objective of rehabilitating the. economy 
and developing an economic base which will permit maximum Kerean 
Government support for its armed forces. -Although the US has not 
committee itself to any specific total amount, $200 million was 
subsequently approved by Congress for fiscal 1954 aid. This 
amount is in addition to other funds made available to Korea by 
the US and the UN. In. total, an aid program of ceprenamneng 
$400 million is planned for fiscal 1954. 


Tyler Wood was then appointed Special Boonsnte Coordinator 
for Korea under the UN Command. His first task on arriving in 
Korea was to begin negotiations on an agreement governing the aid, 
to ensure that necessary measures are taken to guarantee the. most 
effective use of resources made available under the external: 
assistance program 





rovisions of the A ment The agreement provides for con- 
tinuation of the C ned Economic Board, which was established 
in accordance with the Eeonomic Coordination Agreement of 1952 

to promote effective economic coordination between the Republic 
of Korea and the Unified Command, The US member of the Board 
pledges his best efforts to obtain such aid funds as are required 
for the achievement of the basic objectives of this program, 
while the Korean member pledges his best efforts to cause the 
maximum amount of Korean funds to be used. in support of the com- 
mon undertaking to achieve reconstruction and rehabilitation of 
the Korean economy. The Board will try to ensure that the pro- 
curement, actual arrival, and distributions of goods are expe- «- 
dited. A statement is included that the program ‘is to be carried 
out with full mutual respect for sovereign rights. 


LA 
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Pati. fo AD eceiase) 2 maghanee rate of 180 hwan per US dollar is 


. established. . and Korean Governments: agree. to soaperate 
7 “fully to et further’ inflation and to* ‘Sreate ‘stabie~- 
i ‘Sconomic ond: finangial conditions in eves. ez 


~ yn 


f lon, - Counterpart, deposits’ at the rate of 180. hwan per Us 

dollar are to;be.made by the Korean Government -for al] aid” 
oods and services which arrive ‘on or.after August 28, 1953. 
ive percent :of these deposits, unless the -Combined Economic 


‘a a ‘Board approves: 9, higher percentage: shall<be released for jocal 





imi 


¢ daobp tng essential: ‘temangiA), Stability. 


“expenses of: the .UN/US organizations administering the aid “pro- 
_gram. The remainder of the counterpart:-funds, will be adminis- 
“tered by the Board. with a view to covering eligible expefiditure 


od ‘“ftems on the -Korean war account’ bre ad ane tor. J Bus aa other pur- 
jo, Poses as may be agreed, + 


The Government of tense hae: aucided ‘to. “damit the 5 ‘eteiieaten 


. 6f Credit granted-by the Bank*of Korea and<the commercial banks 


“to an annual amount of five billion*hwanj -exeept for the credit 


“<"\ granted to make counterpart Gepobits:end extended: from ‘the 


. Gounterpart fund... The. total credit expansion-which can ‘take 


* ‘place through ‘the. banking: i @ibhout: endangering. financial 
economic stability. 1s eatimated at the-wate- of. 1). billion hwan 





“* in ‘thei coming twelve, months. “Oredit expansion, plus. the ‘use 


of Korean and aid funds 1s designed to make .poss{ble an in- 
creased level of industrial reGovery; at the same time preserv- 
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budget, which is due to the héavy defense: expenditures, at a 
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Principal Issues in Negotiations Negotiations on the 
Agreement, which were for the most part between Economic 
Coordinator Wood on the one hand and Prime Minister Paik 
and/or President Rhee on the other, were long and laborious. 
President Rhee went so far at times as to threaten that un- 
less his positions on certain issues were met, there could 
be no aid program. Objections raised often involved pro- 
visions that have been unquestioned in agreements with other 
countries receiving US aid. In the final days of the nego- 
tiations, Wood had to inform Rhee that he was withholding 
all firm requests for procurement until agreement was reached 
on some basis. The agreement as finally signed contains a 
number of compromises. The principal issues concerned the 
exchange rate, the degree of control of the Combined Economic 
Board over the use of Korean foreign exchange and credit 
control. 














From the beginning it was ‘made clear to the Koreans that 
agreement on the exchange rate would have to be part of the 
over-all agreement on economic reeonstruction and financial 
stabilization. A number of problems arose in the negotia- 
tions which stemmed from the original Korean objection to 
changing the rate and to Korean insistence, once the new rate 
of 180 hwan to $1 was agreed, that it should be permanent. 

The Koreans also desired that the public announcement indi-. 
cate US support of this rate. Review of the military conver- 
sion rate was provided in a letter which Wood sent to the 
Prime Minister setting forth the US understanding that the 
military conversion rate would be 180 hwan to $1 until June 1, 
1954, at which time it would be examined in the light of the 
February 25, 1953 agreement to determine whether under that 
agreement it should be changed. It was agreed that there 
would be no public announcement of this. Wood was not able 
to get any specific ‘understanding on reviewing the counterpart 
rate. He repeatedly pointed out, however, that the US cannot 
commit itself indefinitely to any given military conversion 
rate, counterpart deposit rate, or guarantee any given ex- 
change rate. The final ,aereement as sighed contains no refer- 
ence to the "permanence" of the exchange rate. Following the 
signing of the agreement, however, Rhee referred to the 
"unchangeable" character of the exchange rate in a pubdiic 
statement and the word "permanently" was included in the Korean 
translation of the English text of the agreement. On learning 
of this, Wood sent a letter to Rhee reiteratitg that the US 
does not assume any responsibility for the maifitenance of the 





permanence 
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permanence of the exchange rate chosen by the Republic of 
Korea, and pointing out that the agreement as signed (without 
the word. "permanently") is ‘he governing VERSLON, . + nas 
President Rhee especially objected to. the Combined - 
Economic Board having any control over the use of--the Korean 
foreign exchange, which in effect would give the US, asa 
member of the Board, a veto in this matter. Provision for the 
Board to have control over the use of Korean dollars received . 
from US forces in repayment of. ‘hwan advances.is included in the 
Economic. Coordination. Agreement of 1952. It has been informally 
agreed,, however, that this provision of the Economic. Coord ina- 
tion Agreement will be amended:‘to eliminate any. control by: . 
the US. of Korean foreign exchange. The new agreement. provides a 
no formal Board control over Korean foreign exchange, oe 
Wood did ask that ne be kept informed of Korean plans: for use. 
of their exchange. In addition, in the new agreement, the: .. 
Korean member of the Board pledges his efforts to ensure that 
the maximum amount of Korean funds are used for the reconstruc-. 
tion and rehabilitation program. To confirm the understanding 
on. this provision, Wood sent a letter to the Prime Minister... 
~ stating that the final decisions on the amount of. Korean funds. 
to be used in support of the joint undertaking will be made. 
by the Korean Government, without interference from the US.. 
It further states that’ ‘in the unlikely event that the Republic 
of Korea made an inadequate contribution of its own resources, 
the US would have to consider whether use of its resources 
could continue to be justified. 


The question of credit control proved to be another diffi- 
cult issue. The Koreans objected to'any US influence, direct 
or indirect, on the Korean control of bank credit and no 
possibility existed of obtaining credit control through the 
Combined. Economic Board. To obtain agreement limiting. credit ’ 
expansion, Wood sent a letter to the Prime Minister stating 
that "we both realize the absolute necessity of preventing 
further inflation and of having control over expansion of 
credit. As stated in the agreement, the decision to limit 
erepit expansion is a decision of the Republic of Korea and I 
fully agree that no foreign stint should have authority 
to exercise such control. ‘es 


mM The agreement provides the basis for seceteveting. the ' 
aid program and it is hoped that the full attention of Mr. Wood 
and we Koreans can now be turned ‘to ‘the POceeaerwrs aan effort. 


* « * 
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NEW INTERNATIONAL SUGAR _ The new International Sugar 
AGREEMENT COMES w INTO FORCE Agreement became effective 

- on January 1, 1954 as a 
sufficient number of ratifications or notifications of 
intent to ratify had been filed by importing and export- 
ing countries. Only three governments--the UK, Hungary 
and Australia--have formally ratified. The other countries 
have until May 1, 1954 to deposit instruments of ratifi- 
cation. Meanwhile an International Sugar Council has 
been constituted with headquarters temporarily in London, 
a provisional budget approved, officers elected, and 
executive, statistical and SSneneseS committees estab- 
lished, 





Background Negotiations for a new International | 
Sugar Agreement were concluded in London last August by 
’ répresentatives of the 38 major sugar importing and 
exporting countries. The Agreement, which is of the 
restrictive quota type, seeks to maintain the world 
price of sugar within a range of 3.25 to 4.35 cents a 
pound. (See page 6, September 1, 1953 issue. ) 


First Council Meeting It ‘appeared for a time that 
there would not be enough exporter countries to make the 
Agreement effective. However, notification was finally 
received from the Soviet bloc.and thus the required 
number of exporting countries was obtained, The UK is 
the only importing country which has ratified the Agree- 
ment. Importing countries filing notifications that 
they would seek ratification as rapidly as possible 
under constitutional procedures were. the Federal Republic 
of Germany, Japan, Lebaron, Portugal.and the US. Our 
notification was subject to the understanding that the 
US assumes no obligations under the Agreement until the 

Senate has given advice and consent to ratification and 
the actual instrument of ratifitation is deposited. 
Australia and Hungary are the exporting countries that 
have ratified to date, Exporting countries filing | 
notifications were Belgium, Brazil, China, Cuba, Czecho~ 
| Slovakia, the Dominican Republic, France, Haiti, Mexico, 
the Netherlands, the. os Poland, South Africa, 





and the USSR.. 


- Baron 
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. Baron Kronaker of Belgium was elected chairman of the new 
International: Sugar Council, .which was. forma lly. constituted on 


-* December ‘18, and- Mr. E. P. ‘Keely. of the UK. was. named vice chair- 


man. Nominations: are invited within the next ares weeks for 
oe post of executive Girector. 


re hn: eneeuties: committee was ‘elected ‘ne Tuding:. as exporters 
cuba, the USSR, the Netherlands, China, ‘and..the Dominican 


Republic’ ‘and as. importers Germany, Japan, Portugal and the UK. 


‘One place was reserved, presumably for: the US, until the next 


“ CovineLl' session which is to be May 5, 1054. “The statistical 








‘-gommittee consists of Australia, Brazil, Cuba; France, and 
Poland for the exporters and Germany, Japan, Lebation, and the 
UK for the importers with, again, a place held :opén for the US. 
The finance committee ine ludes vesetmaaterdeattat vit Haiti, Germany 
and the UK. rs. 


The Couneil agreed to rediice export eumee at participat- 

ing countries by 15%. Considering prospective exports from 

non-participating countries, this means that the total market 

supply will be 4.73 million-tons. It-was agreed not to adopt 

or publish the statistical committee's estimate that free market 
requirements totalled only 3,85 million metric tons. 
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_ UN_EXPERTS REPORT ON COMMODITY A report entitled — 
TRADE A ra ECONOMIC DEVELOPMENT Trade and Economie Development" 





has been prepared by a com- 
‘mittee of five experts, appointed by the UN Secretary-General 
“pursuant to a resolution of the General Assembly that a study 
pe made on financing economic development through -establishment 
of fair and equitable international prices for primary commodi- 
ties. The report will be considered at the 17th session of 
the Economic and Social Council, which meets March 30, and 
the 9th session of the General Assembly next fall. It will 
probably also be cited at the Tenth Inter-American Conference, 
which convenes in:Caracas March 1 since the GA resolution was 
introduced by Argentina and vigorously supported by other Latin 
American countries. (See page 9, January 6, 1953 issue.) 
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The experts stress the benefits to be derived from greater 
Stabilization of commodity markets but offer no panaceas. They 
recommend a flexible, "multiple: approach" combining over-all 
Stabilization policies with specific measures for particular 
commodities. They warn against excessive concern with inter- 
national measures and stress the need for sensible domestic 
policies. They strongly oppose. quota agreements, restrictive 
arrangements, and stabilizing the terms of trade. They advocate 
that prices be left free, in general, to perform the function 
of allocating resources. With regard to, the problem of syn-- 
thetics, the experts come out firmly against retarding techbno- 
logical progress for the sake of avoiding the pains of — 
ment which inevitably attend progress. ' 


The experts recommend that a Trade Stabilization Commis- 
Sion be established under ECOSOC, This advisory commission, 
composed of representatives of eight or nine governments, 
would meet in closed session for several weeks each year to 
consider stabilization measures. and to make prompt recommenda- 
tions for inter-governmental action when the stability of the 
world's markets is threatened. , 


The Problem The first part of the report is devoted to 
outlining the problem. It points out that of the 56 nations 
whose trade is reported by the International Monetary Fund, 
there were in 1952 no less than 32 in which two commodities 
made up over 50% of total exports. The prices of many primary 
commodities entering international trade have been and continue 
to be subject to violent short-term fluctuations whereas the 
prices of manufactured goods have as a group shown more sta- 
bility. It is pointed out, however, that countries that are 
primary producers are often also large consumers of: primary 
products; and that some of the largest manufacturing countries 
are also large exporters of primary products: The significance 
of the terms of trade for underdeveloped ‘countries lies largely 
in the fact that their export proceeds represent. the eager 
source of finance for their economic development.,: Law 





Commodity prices are now determined to some extent by ‘the 
bargaining of governnents. Underdeveloped countries tend to be 
in a-weaker bargaining position ‘because they -cannot afford to 
carry commodity stocks 4s easily as industrialized countries 
arid because they require -prompt receipt of foreign exchange for 
their export products. The report urges the developed countries 
to refrain from exploiting their advantage. 


The 
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The experts are convinced that short-term movements in the 
prices of primary commodities could be held within much narrower 
limits without creating any great probability that their long- 
term function of allocating resources would be frustrated. They 
do not think single commodity agreements will be adequate by 
themselves to withstand world-wide inflationary or deflationary 
movements; nor do they think that general stabilizing policies 
will suffice without the assistance of specific measures for 
particular commodities. They warn, however, that any remedial 
measures should interfere as little as possible with other 
economic objectives, the most important of which is growth. 


Stabilization Proposals The second part of the report 
analyzes different stebiiization proposals. The approach since 
the war has been on & commodity-by-commodity basis. This has 
produced a restrictive quota. agreement for a part of the world 
Sugar market, & multilateral contract for wheat (renewed without 
the participation of the largest wheat importer), and a still 
uncertain prospect of two or three other agreements. The gross 
instability in commodity markets is a problem requiring remedial 
action, but the gradual approach that is currently favored shows 
a promise, the experts believe, of action on an adequate 
scale, ° 


After pointing to the weaknesses in long-term contracts 
between pairs of countries, the experts conclude that such 
bilateral contracts offer a means of stabilization only for 
minor commodities for which other techniques ere unsuitable. 
They point to the difficulty of negotiating multilateral con- 
tracts (such as the International Wheat Agreement) for commodi- 
ties that are marketed in numerous varieties and find little 
evidence that governments assign enough value to stability to 
justify hopes of smooth negotiation and renegotiation ‘of such 
arrengements. They conclude that international quota arrange- 
merits have a place in securing the orderly reduction or demise 
of industries that are contracting or dying anyhow, but they 
are not desirable in other cases. Restrictive trade and price 
practices by private business concerns are considered as bad, 
if not worse. we igi : 


_ Provided the problem of finance can be solved, the experts 
think buffer stocks for ind‘vidual commodities or for 4 group 


. of commodities are preferabie to multilateral contracts. These 
leave low-cost producers free to increase their share in the 


market 
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market and permit consumers to‘ buy where they wish. However, 
they require massive resources. Also, the base price set | 
initially. may cease ta be-appropriate and the fixing of.a. new 
base may prove difficult. It ie suggested: that it might. be. - 
possible to have a’series of national buffer stocks adminis- 
tered in conformity with internationally: ageuee: ‘rules. 3.4 ¥ 
woe The experts vecommer’ that governnents- ook - beyond i 
schemes relating to particular commodities ‘and examine the 
possibility of establishing a buffer stock of composite Bis ba 
commodity units. To.meet the financing problem, ‘it is Bugs - ‘ 
gested that consideration and further study ‘be given to a’ - 
commodity reserve currency. The essential feature of such 
_@ soheme is that the stabilizing authority ‘would have ‘the: 
power to pay for commodity units with newly-created money 
which, backed by ‘commodity units, could be used to settle 
international accounts in the same manner as gold.’ Comms" : 
ties to be included would be limited to ten or twenty that”" 
are bought and sold in well-organized markets: ‘and some of 
the excluded commodities ‘could be stabilized separately by °*% 
ordinary individual or collective buffer stocks. 


. $8 an alternative to direct stabilization oF: prices by 

means: of commodity: arrangements, the experts: 5 st'-compenss- 
‘tory internationai flows’ of: money in -the. event’ ‘sharp °° 
fluctuations in primary commodity markets.-. ‘ Countre-cyelical’: 
lending: is the simplest: form of compensatory action’ and it is: 
suggested that the International Monetary! Furid de’ enlarged’ so 
it can become, the main; source of such ponding’ “As for auto-' 
“stabilizing the: terms of: trade. ME acuiNe oa te oat | “2 
_» - The; eanneteradee: secu ‘the asad an: unberdbveabpes: eount 
tries for domestic policies-which are designed to’ prevent: ° 
.the dissipation of investment funds;.«public. revenues’ and'> -: 
‘foreign exchange earnings.in boom times. and’ hence to assure” » 
continued investment during periods of falling export. preseses . 
While: 4t dmplies that:such measurés may bé reinforced by ° 
national buffer stoeks,-it:warns. that thesé-will- be subject-. 

to strong political pressures to. “stabilize” at“higher than © 
world market prices, :and that large national’stocks held by- 
industrialized countries shouid be. liquidated: gradually on: 
precenaig in consultation with: other Poor p-omn s: exporting: 
countries. 
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The latter part of December 
the United States informed 
the International CAavil 





* Ayaation:organization (TCAQ) that the US would send a delegation 
'* tothe North Atlentic Ocean Stations Conference in Paris 
'- February 15 to participate in an exchange of views to determine 


whether, as seems likely, a continuation of an international 
ocean. stations’ program on a modified ‘basis is the best means of 
‘ Batisfying @1l' of the interests involved. If such a determina- 
tion is. reached; the US expects to cooperate in a modified pro- 
gran, . subject: to the. ovailability of necessary appropriations 


- At. ‘ae: same tdine we asked our missions to the countries 

| ice wetiel Mm the weather stations program to inform the 
roper officials that the US is cancelling its request of last 
-_ tober. that! other governments agree to withdrawal of US vessels 
tate She ‘expiration of the present agreement on June 39% 
ae * ; 


, "In. oateber we: had informed the ICAO Council that, since 
“tie continued operation of the program was not required from 
_ the. standpoint of US ctvil aviation, the US had decided to with- 
draw its participation after June 30, 1954. Other signatory 
" governments, were approached through our missions to determine 
if they might-agree to an even earlier withdrawal of US. vessels 
- prior to the.expiration of the agreement. (See page 7, 
‘October. 27,1953 tssue,) However, since that time we have kept 
' “the patter under ‘continuous review and noted the views of .twelve 
\ “other participating’ governments which were submitted to ICAO on 
‘i ‘the subject. It was evident from these replies that they con- 
Sider that an ocean stations network should continue to exist, 
but that i1¢. might’ be somewhat reduced in scope and still remain 


~“<yseful, They aiso point out that substantial benefits accrue to 


interests. other than trans-Atlantic civil aviation, particularly 
in Western Europe. It was also evident that if the US withdrew 
“all support, it would be difficult to maintain even a modified 
program which would be useful. These considerations and further 
review of ail possible benefits accruing to the US led to the 
‘pecent.decision to attend the conference to explore further the 
_ possibility of continued US participation on a smaller scale in 
a. 5 tn ae serone: program, 


vib  ghe President of the ICAO Council expressed the gratifica- 

tion of all concerned that the US had kept the problem under 
review and found it possible to attend the forthcoming ICAO 
North Atlantic Ocean Stations Conference with a view to possible 
future active participation in a modified program. 


US 
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US EFFECTS URUGUAYAN On December 24, 1953 President 
TARIFF CONCESSIONS Eisenhower issued 2 proclamation 
giving effect as of December 16 

to certain tariff concessions which the US had negotiated 
with Uruguay in 1949 within the framework of the General 
Agreement on Tariffs and Trade and which had been with- 
held pending Uruguay's accession to the agreement. Because 
of the lapse of time since 1949 and the serious problems 
which have arisen in the cattle and beef industry in the 
US, the President dia not proclaim the duty re@uetions 

ori canned beef, pickled and cured beef and veal, and meat 
extract but bound against increase the present rates of 
duty on these items, This solution was suggested by 

the Uruguayan Government as a temporary measure when it 
was informed that the US had decided it would be unfeasible 
to proclaim the lower duties on the meat items. 





Uruguay became a party to the General Agreement on 
December 16, 1953 following its signature on November 16, 
1953 of the Annecy and Torquay Protocols to the General 
Agreement. These protocols provide that Uruguey will 
give effect to concessions which it negotiated at Annecy, 
France in 1949, as modified and supplemented by negotiations 
et Torquay, England in 1950-51, and provide that the other 
Contracting Parties will also give effect to concessions 
negotiated with Uruguay and withheld pending Uruguay's 
Signature. At its request, Uruguay has been granted by 
the Contracting Parties five time-extenBions for signing 
the protocols of accession to the GATT, 


Discussions which were initiated with the Uruguayan 
Government regarding the concessions which the US is 
withholding will continue. Bilateral trade agreements 
between parties to the GATT are customarily terminated 
and discussions are now under way on the date of termination 
of the US-Uruguayan agreement. 


* * * 
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TURKEY ENCOURAGES A new foreign investment law and anew 
FOREIGN INVESTMENT petroleum law expected soon to be passed. . 
by the Turkish ° Grand National Assembly 

are new evidences of Turkey's desire to attract foreign 
capital and of our efforts to encourage private invesment 
abroad. The new legislation is intended to provide the 
necessary incentives and assurances to attract foreign 
investment, removing many of the obstacles:of an official 
nature which are believed. to. hamper it.. | 








Both laws were drafted originally by Americans at the 
request. of. the Turkish Government. The investment law was 
drawn up, after consultation with Turkish public and private . 
officials, by an FOA-sponsored mission of private investment - 
experts which first visited Turkey last summer. The mission 
was headed by Clarence Randall, now chairman: of the. President's 
Commission on Foreign Economic Policy. ‘The petroleum law was 
drafted by US ‘oil consultants. hired by the Turkish Government 
last spring. Both measures. appear to fulfill the: purposes 


for which they were conceived. The investment law, we believe, | 


might serve as.a model for other countries where Sqpersann 5368 
exist for encouraging private investment. 


Background The desirability of obtaining aeaeete capital - 
from foreign sources--and. the. foreign managerial and techno- 
logical skills that usually accompany such investment--has 





been getting increased attention in. Turkey in the past several . 


years. The Turkish Government had teen disappointed at. the 
meager response to the foreign investment law which was passed 
in 1951 and had begun consideration of possible amendments 
before the FOA-sponsored mission of US experts on private | 
investment arrived. The mission's purpose was to assist in 
working out a program to bring about. a greater flow of foreign 
private investment for Turkey's economic development, with 
particular consideration of legislative and administrative - 
measures and an organization to make investment .opportunities. 
known. Turkey was chosen for this pilot mission largely due 
to our friendly interest in the country, its strong desire 

to attract foreign investment and the generally congenial 
conditions inherent in its internal political stability and 
growing economic development. It is hoped that other countries 
may follow Turkey's lead in improving the investment climate. 


The 
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The Turkish Government cooperated to the fullest with 
the mission, and acted promptly to consider the draft investment 
law and present it to the Assembly. The draft legislation has 
received widespread support from both of the principal political 
parties, leading business men, and the national press. Early 
passage is anticipated, Less progress has been made on other 
mecsures recommended by the investment mission for the success 
of a foreign investment program. Turkish officials, however, 
were receptive to them. One involved the creation of an 
effective privately administered promotiénal organization to 
publicize foreign investment possibilities in Turkey. 
Establishment of this organization is being delayed pending 
enactment of the new investment legislation. The mission also 
indicated that the existing incorporation laws with their 
cumbersome procedures would have to be revised in order to 
attract US-capital. A third recommendation emphasized the 
need to develop the internal capital market and pointed out 
the importance of individual savings in encouraging Turkish 
private enterprise on which the attraction of private foreign 
capital depends. 3 


Investment Law The new private investment law opens 
all fields of economic activity to foreign capital, provided 
the activity promotes national economic development, is in a 
field open to Turkish private investors, and entails no 
monopoly or special privileges. This is in contrast fo the 
1951 investment law, which limited foreign capital to 
"investment in the fields of industry, power, mining, public 
“works, communications, or tourism". Profits may be reinvested 
or freely transferred abroad without limit. Foreign capital 
invested in Turkey may be repatriated at any time, also 
without limit. The stock certificates are to be freely 
transferable both in.Turkey and abroad among Turkish nationals 
and foreigners, and are to include dividenc transfer guarantees 
by the Turkish Finance ifinister. This provision is expected 
to contribute to the creation of a market for Turkish shares 
by enabling them to be traded in foreign capital markets. 





The law is to be administered by a Foreign Investment 
Organization, which is to include the Director General of the 
Central Bank and one representative each of the Ministries of 
Finance, Economy and Commerce, State Enterprises and of the 
Statistical Office, together with such other members 4s 


the 
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the Prime Minister might appoint. The extent to which the 
law will be retroactive is still under consideration. The 
investment mission urged that new and old investments receive 
equal treatment, but the present draft makes the law generally 
inapplicable to investments prior to 1947. 


Petroleum Law The proposed new petroleum law arose out 
of the Turkish Government's decision in November 1952 to open 
Turkey to petroleum development by foreign firms and the 
Subsequent employment. last spring of two US oil consultants 
to advise the Government in this matter, The law was 
drafted initially by the consultants, who discussed with 
important US oil companies points to be included in the 
bill, based largely on their views of the effectiveness of 
the petroleum laws of other countries. After consideration . 
by the Turkish Government, the draft law was presented to 
the Assembly in substantially its original form. 


The proposed law covers all phases of petroleum operations, 
with the exception of marketing and distribution which are 
covered by other Turkish reguiations. The basic principles. 
are to provide the necessary insentives to attract foreign . 
operators and to encourage the maximum development of Turkey's 
oil resources, while protecting the rights and interests of 
Turkey. The law is designed to cover all aspects of the 
relationship of foreign operators with the Turkish Government, 
and covers in full such points as taxation, establishment of 
branches in Turkey and employment of non-Turkish personnel 
by foreign operators. | 


Tax incentives include liberal provisions for depletion 
allowance, deductions for intangible and dry hole costs, and 
modification of existing Turkish laws to allow foreign operators 
to obtain the most beneficial treatment under their own tax 
laws. Provision is made for the free exportability of profits, 
interest and capital by operators; freedom to export petroleum 
not required to be. sold in Turkey; and duty-free importation 
of materials required by the operators, except consumer goods. 
The principle is established of a 50-50 division of net 
income between foreign operators and the Turkish Government, 
once the operators have recovered their investment. Until 
then, operators will pay specified fees, rentals and royalties, 


and 
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and taxes equivalent to those now payable by other corporations 
operating in Turkey. The 50% of the operators! income which 
will go to the Government is to include payments as fees, 
rentals and royalties as well as those in the form of taxes. 

To provide protection against administration abuses, the 
operators are given the right to appeal over the Administrator 
of the petroleum law to impartial Hearing Commissioners , and 

us tientely to the Council of State, 


_>. Prospects | US oil companies and various other teens 
foreign firms have indicated an interest in investment in 
Turkey. - Official and press discussions in Turkey of the new 
foreign investment program have often left the impression 
that Turkey is already counting heavily on immediate benefits 


» to be ‘derived, Also, there ‘are evidences both within the 
- Government’ and: among the general. public in Turkey of a lack 


of appreciation of certain factors that still discourage the 
“investment of large amounts. of foreign capital in Turkey. 
These include Turkey's serious international payments. 
‘difficulties; ‘the’ stringent control.exercised by the . 
Government over foreign. trade; - significant Government partici- 
“pation of ‘domestic. industrys. and-market limitations resulting 
fromthe subsistence-level, robbers er of much of the 

- Local populations |. Re 


The investment mission .considened ‘that if ‘the Turkish 
Government's ‘successful in taking the action contemplated 
in the hegisldt‘tve and organization: fields’, and in introducing 
the collective measures. necessary to achieve and maintain 
economic’ stability, the prospects for the attraction of 
private foreign capital and. technical: imowledge will: be 
considerably improved. No sudden flow of. foreign. capital 

-to Turkey. is ‘anticipated, but over the’ next few ‘years 

Turkey. may expect, ‘by taking. the, :steps : ‘contemplated, bo 
- dnerease ‘its share in such. international: ‘privaté ‘investment 


- goes occur. . If: other governments could :be persuaded to 


take similar action, general benefit could result from the 
sneveesee oe of the soars alae ee iawastment that would 
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ACTIONS TO LIMIT Following a US Teriff Commission recom- 
US_O/TS IMPORTS  mendation for the limitation of US oats 
imports, the Canadian Government volun- 
tarily agreed to limit shipments of oats to this country 
to 23 million bushels from December 10, 1953 to October 1, 
1054 and President Eisenhower subsequently issued a 
proclamation placing a ceiling of 2.5 million bushels 
on oats imported into the US from non-Canadian sources 
for the period December 23, 1953 to October 1, 1954. 








Tariff Commission Report In October the Tariff 
Commission recommended, with two Commissioners dissent- 
ing, that imports of hulled or unhulled oats and unhulled 
ground oats be limited to an aggregate quantity of 23 
million bushels annually for an indefinite period. The 
proposal, made following an investigation under Section 
22 of the Agricultural Adjustment Act, was made on the 
grounds that a restriction on imports is necessary to 
prevent interference with the Department of Agriculture's 
Support program for oats. The Department of State con- 
Sidered that no action on oats imports was required by 
Section 22 and was concerned lest it have adverse effects 
on our international relations, particularly with Canada, 
which supplies almost 211 of US oats imports. While over- 
ruled on the question of the necessity for action, the 
Department was successful in getting decisions that the 
limitations were not to be made retroactive to October 1 
as proposed by the Tariff Commission and that the quota 
was not established for an indefinite period. 





Canadian Action Early in December we informed 
Canada, the principal supplier of oats to the US, that 
@ critical situation was expected to develop unless steps 
were taken to assure that imports of oats would not be 
S80 great as to interfere with the orderly marketing of 
oats in the US. When the Canadians were advised of the 
US intention to place @ quota on oats imports, they 
indicated a strong preference for taking action them- 
selves to limit exports to the US. Accordingly, in a 
Subsequent exchange of letters we suggested that ship- 
ments of oats from Canada to the US should not exceed 
23 million bushels during the period from December 1”, 
1953 through September 30, 1954. The Canadian Government 
in reply stated that it had decided, as a temporary 





measure, 
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measure, and without obligation, to take all practicable 
steps to limit shipments of Canadian oats to the US to 
the extent and for the period suggested. Noting the US 
Statement that Canada supplies almost the whole of US 
imports of oats, the Canadians said they would recon- 
Sider their decision if substantial quantities of oats 
were imported into the US from other countries during 
the period in question. In announcing the Canadian 
action, the White House indicated thet the situetion 
would be subject to review by both the US and Canada if 
other countries exported substantial quantities to the 
US. 


Presidential Proclamation Argentina, with a large 
oats surplus this crop year, has been increasing its ex- 
ports to the US and will be the country principally 
affected by the December 27 proclamation which limited 
imports from all sources except Canada to 2.5 million 
bushels for the period December 23, 1°53 through 
September 30, 1054. For the period July 1, 1953 
through December 18, 1953 a total of 1.5 million bushels 
of Argentine oats had been exported to the US. After 
the announcement of the Canadian restriction, large 
orders were placed in Argentina and the quota will be 
exhausted shortly. It is expected that it will be im- 
possible to fulfill outstanding contracts covering 
several million bushels of Argentine oats. When recently 
Giscussed in Buenos Aires, the Foreign Minister called 
this a disturbing matter and expressed the hope that 
Argentina would be able to fill the "lion's share" of 
the 2.5 million bushel quota. 





+ + * 


US-INDIAN CIVIL AIR The Indian Ministry of. External 
AGREEMENT DENOUNCED Affairs last week presented Embassy 

New Delhi with a note giving notice 
of termination of the US-Indian bilaterai civil aviation 
agreement, such termination to become effective on 
January 14, 1955. This is in accordance with the terms 
of the agreement, which provides that notice is to be 
given one year prior to date of termination. 





The 
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The note further expressed the desire of the Govern- 
ment of India to see @ new agreement concluded which would 
contain suitable provisions to secure the Indian objective 
of protecting the development of Indian airlines operat- 
ing abroad. For this purpose, the note states, India 
considers it necessary to ensure that air services are 
operated by designated airlines of the US and India only 
in accordance with the specific agreement of the two > 
governments in regard to such matters as cépacity, fre- 
gQuency and carriage of fifth freedom traffic. In the 
opinion of the Government of India, this can be achieved 
only by negotiating a fresh agreement since amending the 
present agreement or evolving a suitable procedure within 
it to meet such requirements was not found feasible during 
consultations last year. 


The Indian move was not unexpected eas ever since the 
inconclusive consultations of last summer, there have been 
rumors that the Indian Cabinet was seriously cons idering 
denunciation of the agreement. 


Background In the last few years India has shown 
an increasing tendency towerd restrictionism in its inter- 
national aviation negotiations and a desire to curtail 
the carriage of fifth freedom traffic of US and other non- 
Indian lines so that more traffic could be handled by 
Indian airlines. It was successful in establishing the 
principle of limitation in bilateral agreements with the 
UK and the Netherlands but the US has firmly resisted 
such moves as adverse to basic US aviation policy. 





In November: 1951, at Indian request, US and Indian 
representatives informally discussed eviation problems 
and it became clear that the Indian trend was toward 
restrictionism and predetermination of capacity. The 
talks were inconclusive and further issues on the matter 
were avoided until December 1952 when the Indians as.ted 
for formal consultations to amend the US-Indian civil 
air agreement of 1946 on the alleged grounds that US 
airline service to India was excessive and prejudicial 
to the operations of Air India International. 


During 
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During the negotiations, which were conducted 
throughout the summer of 1953, it became clear that the 
indians wanted predetermination of capacity, specific 
restriction of fifth freedom traffic between India and 
points on routes of US carriers which were also served 
by Indian airlines, and a reduction in frequencies. 

The US offered to persuade one of its carriers which 

had not been experiencing very satisfactory load 

factors to reduce its frequencies and to institute a 
System of ex post facto review in order to insure that . 
the competition of American airlines is not unduly injur- 
ing Indian aviation interests. We -stcod firm, however, | 
that we could not accept any arrangement which sanctioned 
predetermination. The Indians rejected our proposal 

and suggested sine die adjournmert. Since that time US 
airline operations have continued without change. © 


In the intervening months Indian officials have 
several times unofficially broached the subject of aviation 
to our Embessy, stressing the fact that India had entered 
the air agreement at a time when it had no civil aviation 
interests of its own to protect. There have been unoffi- 
cial feelers to see whether the US. was willing to change 
its position and rumors that denunciation would be forth- 
coming. 





When handing the notice of termination to the Embassy, 
the Indian official seid that his country probably would — 
have agreed to the US offer to reduce one frequency if the 
US had not insisted on the right of American companies to 
add frequencies .if they considered them justified. He 
said that India could only accept an arrangement under 
which frequencies would be added after agreement with the 
Government of India. This requirement is considered by the 
US to be an aspect of the predetermination principle. How- 
ever, our offer for ex post facto review called for mutual 
examination of the matter if, after a reasonable period of 
operation, India felt its carriers were being adversely 
affected. Therefore, it is obvious that the Indian objective 
continues to be predetermination of the capacity of US air 
carriers which would in effect place control of US operations 
in India in the hands of the Indien Government, and might 
lead to demands for similar arrangements by other countries 
having bilateral air agreements with the US. 


* * + 
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TRADE BETWEEN ASIA A comprehensive study analyzing develop- 
END EUROPE & NALYZED ments in trade since World War I between 
Asia and Europe has been prepared jointly 
by the Secretariats of the UN Economic Commission for Asia 
and the Far East, the Economic Commission for Europe, an 
the Food and Agriculture Organization. The report, entitled 
"A Study of Trade between Asia and: Europe”, points out that 
Europe and Asia have developed a pattern of exchange of manu- 
factured goods against raw materials and foodstuffs, which 
is characteristic of trade between highly industrialized and 
less developed countries. It concludes that in both Asia and. 
Europe expansion and re-direction of trade have emerged as. . 
important requirements for more stable economic conditions... 





According to the report, in the postwar period Europe 
hes very nearly maintained its prewar share in the total trade 
of the Asian countries, providing markets for-almost one-third 
of Asia's exports and supplying about one-third of its imports. 
The recovery of Europe's exports to the region, however, has 
been much greater than its imports which, even in the peak 
year 1951, failed to reach prewar levels. Moreover, the rela- 
tively favorable import position of Asian countries up to 1952 
has been sustained by extraordinary conditions such'as unusual 
improvements in Asian terms of trade and by public loans and 
grants and the utilization of foreign exchange holdings. 


Prospects for Asian Exports The major factor which . 
limited exports from Asia and the Far East in the postwar 
period was the relatively low volume: of production of export 
commodities due to the effects of war devastation and of _. 
internal disturbances. Rubber. and tea-are. the only important 
commodities whose production recovered immediately after World 
War II to levels substantially above those of prewar years. 
For all other export commodities, production either rose only 
very slightly or even declined substantially. At the same- 
time, requirements for domestic consumption increased so that, 
with the exception of rubber and to a lesser ‘exterit tea, export 
availabilities were sharply reduced. As a result, Europe 
shifted its purchases to other sources of supply and Asia's. 
share in Europe's total imports declined for a number of com- 
modities. More recently, however, prospects: have appeared... 
to be more favorable, with tin production recovering substan- 
tially and jute supplies also improving. . Prospects are good. 
in every country for agricultural production. iuoreenss through 
improvements in farm practices. 
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Future export possibilities for commodities for which the 
Asian countries are the major source of world supply (rubber, 
jute, tea, rice, tin and tungsten) are dependent. mainly upon. 
the. general growth of the economies of industrialized countries 
as well as: their. own, the development of new uses for the conm- 
modities, and the effect of synthetics or other substitutes... 
Although the growth in world demand for rubber is expected to 
continue, considerable investments, production and marketing 
improvements and applied research will need to be made to meet 
competition from synthetic rubber. According to the report, 
for’ tin and tea there appear to be good chances of mainta ining 
the 1949-51 demand level and for jute and jute products. the 
main problems appear to be stabilization of production and’ 
prices, maintenance of present markets and development of new 
uses, Increased rice production would probably result in re- 
Guced imports of other grains into the Far East rather than ‘in 
expanded rice exports from ‘the wegion. | 


The possibilities of tserensine exports of a second 
group of commodities, such as vegetable oils and oilseeds, 

_ cotton, coffee, cocoa, tobacco, sugar,. petroleum, manganese, 
nickel, hides and skins and carpet wool, depend mainly on 
incredsing production. Although some of these commodities © 
are important in the foreign trade-off several Asian countries, 
their share of the European ane other Fereage | markets i5 ~ 
relatively modest. — 

Deve lopment plans éveun up by the.  Ginteatian of the 
region ‘include some expansion of: production for export, The 
fulfillment of expanded production and export targets wil) . 
depend on related measures... On the..production side such 
measures include irrigation, reclamation, mechanized equip- 
ment,- fertilizers and improved seed...There must also be. 
appropriate nationel policies on ‘producer prices;. and greatly 
increased attention to marketing and, transportation and to 
investment facilities and incentives. ~The European countries 
may hélp in many of these fields, as well as by a .review of 
their policies on tariffs, prices, and ocean transport charges. 
‘In addition, there is the urgent need to diversify the sources 
of Asia's export.’income, which involves the development. ‘of ‘new 
products, new uses.of existing products .and.better utilization 
of by-products. One of ‘the report's recommendations on secur- 
ing eapandeé Asd4an exports is the-.achievement of greater _. 
stability in primary commodity markets, both for .export prices 
and for quantities sold. 
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Prospects for European Exports Largely because of 
external financial resources &t their disposal, the volume 
of postwar imports into the countries of Asia and the Far 
_East, excluding China and Hong Kong, exceeded prewar levels. 
Throughout the postwar years, Europe's share of Asian imports 
increased. This favorable position of European countries 
was due to special factors such as long-established trading 
ties and currency affiliations with former "mother" countries 
and the dollar difficulties of most of the countries of the 
region. Except for India, there has not been the marked | 
shift from consumer goods to capital goods that might have 
been expected in view of the general objective of industrial 
Gevelopment in the area. Needs for food and consumer goods 
to maintain a tolerable standard of living made impossible 
a more rapid diversion of limited exchange resources to the 
purchase of capital equipment. 





According to the report, the composition of imports into 
Asia and therefore the future of European exports to the area 
will be affected by certain underlying factors. Further expan- 
sion of imports of capital goods depends on the pace at' which 
development plans progress. Europe will be able to capture 
a larger share of the capital goods market only by strengthen- 
ing its competitiveness vis-a-vis the US and Japan and by . 
adapting its products to the specific needs of underdeveloped 
countries. For European textiles and other consumer. goods, 
the long-run downward trend has been temporarily obscured by 
shortages and by the absence of Japan as a competitor. Dollar 
restrictions imposed by a number of countries of the region | 
have also provided European countries with a shelter against — 
US competition. When these props disappear, the market for: 
European exports of textiles and other consumer goods will 
continue to shrink. The shrinkage of markets for textiles | 
from outside the region will continue as production increases 
in. Japan, China and India and as other countries Seseessen 
or expand their own indcustries. , | 


Although the report recognizes that basic factors such 
as world production and demand and available external finance 
determine the volume and composition of trade between Asia. 
and Europe, it suggests certain measures to facilitate trade 
between the two areas. It suggests increased use of trade 
missions; special attention to engineering adaptations 
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geared to the specific needs of the Asian area; the 
establishment of joint enterprises, simplification of customs 
procedures; and improvement of import and export regulations. 


Readjustment of Trade and Payments Needed The problem 
of expanding trade between the two regions must be considered 
as part of the over-all.objective of increasing world trade 
and establishing a viable pattern of trade and payments, 
the report concludes. One type of desirable adjustment 
would be increased exports from Asia and the Far East to 
the US, combined with a smaller increase in imports. from 
this source. The resulting dollar surplus could then, in 
turn, be used for larger Asian purchases in Europe, thus 

contributing to the solution of Europe's dollar problem. 

: However, with the decline in demand for silk, and with 
uncertainty over rubber and tin demands,. there may not 

be scope for any substantial increase in Asian exports to 

1 the US. Another important method of adjustment would be an 


increase in Europe's own dollar earnings, with a simultaneous 
shift in European imports of raw materials from dollar 
sources to the ECAFE region. The commodity composition of 
Europe's dollar imports indicate that there is room for such 
a shift. The longer-term prospects for increased shifts to 
Asian sources of supply for some commodities appear to be 
fairly good if increased production and reduced costs are 
achieved under conditions of stability in demand and prices. 
Although it is. likely that the US will continue to be the 
most important source of international investment, it is 
essential, in the interest of developing trade between Asia 
and Europe, that governmental or private financial assistance 
by countries of Europe should be supplied in greater amounts 
than in the past. , : 








Postwar trade has been much affected by political factors; 
and future trade policies cannot fail to take these into 
account. Asian countries are some distance from their 
principal export markets and sources of imported supplies. 
Consequently, security considerations place special emphasis 
on development of domestic production or nearer sources of 
supply both for manufactured goods and raw materials and the 
search for substitutes. | 
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REPORT OF COMMISSION ON The Commission on Foreign Econcmic 
FOREIGN ECONOMIC FOLICY Policy has completed its report to 

the President and the Congress in 
accordance with the provisions of the Reciprocal ‘irade Agree- 
ments Extension Act of 1953. The President has transmitted 
it to the executive agencies for study and development of an 
appropriate legislative program to be submitted to this session 
of Congress. The report lays the basis for constructive for- 
ward action in. the field of international economic cooperation 
to which all countries concernecé would contribute. 





The Commission re-examined the international relationships 
of the US in the economic field as they bear upon the soundness 
of the domestic economy ard the security of the US. In the 
process, hearings were held both in the US and in Paris, and 
written statements were studied on all segments of the economy. 
The result is a report which makes definite recommendations 
to the President ard the Congress with regard to foreign aid. 
and technical assistance, foreign investment, agriculture and 
raw materials, currency convertibility, and tariffs and trade 
policy, with the objective of enlarging international trade in 
€@ manner consistent with a sound domestic economy. 


The Commission recognized at the outset that US foreign 
economic policies profoundly influence the destinies of all 
the peoples of the world. Our position of world leadership 
includes the obligation to keep the US strong. In this regan, 
the Commission states that the strength of our domestic economy 
arises from three fundamental principles: 1) the freest possible 
opportunity for the development of individual talents and 
initiative in the utilization of private resources and through 
the free association of workers; 2) the maintenance of vigorous, 
but fair, competition; and 3) the maintenance of a broad, free 
market for goods anc services. 


All sections of the report ‘comhanded. a substantial. majority 
of the Commission, which consisted of seven Presidential ap- 
pointees, five appointed from the Senate by the Vice President, 
and five appointed from the House of Representatives by the 
Speaker of the House. ‘However, a joint statement of general 
dissent to the report was made by Representatives Reed and 
Simpson, and Senator Millikin issued a critical statement 
which leaves him free from commitment to the majority: view. 
There were numerous dissents 8180 on gaan issues. . 
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} The report: begins with'an analysis of postwar dollar 

. problems. It notes the existing current account balance, 
enumerates the-elements which suggest the present balence may 
not be durable and refers to ‘a concealed dollar gap of $2 bil- 
lion to $3 billion annually.. The Commission states that much 
remains to be done te achieve -a dependable international balance; 
that the problem must be attacked on many fronts; and that the 
final solution will depend on the efforts of other countries 
perhaps even more than upon our ‘own. It emphasizes the impor- 
tance of consistency and continuity with respect to US foreign 
economic policy and that we make clear to other countries the 
principles upon which: our policy is based. 


Tariffs and. ‘Trade Policy The Commission concludes that 
the idéai of completely free trade 18 not feasible today in 
view of the rigid controls, both internai and external, which 
nations are maintaining and will continue to maintain. While 
the US employs impediments to trade, primarily through tariffs 
and in limited fields through quotas, otner countries also em- 
Ploy these devices. On the whole, it is concluded that US 
trade restrictions have not causéd payment imbalance any more 
than do the rigidities maintained by other nations and it is 
made clear that unilateral action by the US on its tariff and 
trade policy cannot solve the world's trade probiems. Yet the 
free world would be stronger if many of the existing barriers 
were eliminated and the Commission recommends measures for the 
US to take to contribute to the broad objective of enlarging 
international trade with the thought that US actions should be 
taken contemporaneously with and related ‘to action abroad to 
permit trade to move and to be balanced multilaterally. 


The report recommends that the US continue its traditional 
nondiscrimination policy as reflected in its unconditional] 
most-favored-nation policy. With: respect to tne General Agree- 
ment on Tariffs and Trade, it is stated that the organizational 

provisions should be renegotiated with @ view to confining the 
- functions of the contracting parties to sponsoring multilateral 
trade negotiations, recommending broad trade policies for indi- 
vidual consideration in the various countries and providing a 
forum for consultation on trade disputes. Poiriting out that 
the GATT has never been reviewed and approved by the Congress, 
the Commission states the renegotiated organizational provisions 
should be submitted to the Congress for approval either as & 
treaty or by joint resolution. 








In the 
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In the past, the repeated short-term renewals of the 
President's powers to negotiate trade agreements have created 
a feeling of instability in our trade policy which should be 
avoided in the future. It is recommended that the President's 
power to negotiate trade agreements under the Trade Agreements 
Act and to place them in force should be extended for not less 
than three years, with appropriate safeguards. At the end of 
this period consideration should be given to extending the 
Trade Agreements Act for a longer period than three years, 
with such safeguards as experience has shown are necessary. 

In connection with tariff negotiations, there should be closer 
consultation with domestic producers on technical probiems 
without permitting them to participate in actual negotiations. 
Multilateral techniques of negotiations, such as those developed 
under the General Agreement, provide a better means of dealing 
with these questions than bilateral negotiations, and should 

be retained, 


In recognition of the fact that the trade agreements program 
has not been fully tested because of abnormal economic conditions 
during most of the period of its operation, the report recommends 
delegation to tne President of broad powers to enter into multi- 
lateral negotiations looking toward a reduction of tariff rates 
on a graduai basis to the following extent during the three years 
following the renewal of the Act. 1) The President should be 
authorized through multilateral negotiation to reduce existing 
tariff rates by not more than 5% of present rates in each of 
the first three years of the new Act. 2) On the basis of infor- 
mation provided by the Tariff Commission, the President should 
be authorized, with or without receiving reciprocal concessions, 
to reduce tariffs by not more than one-half of rates in effect 
January 1, 1945, on products which are not being imported or 
which are being imported in negligible volume. 3) The President 
should be authorized to reduce to 50% ad valorem, or its equiva- 
lent, any rate in excess of 50%, such reduction to take place 
by stages over a three-year period. 4) In the exercise of these 
powers, the existing pre-negotiation procedures should be fol- 
lowed, including public notice and hearings before the lariff 
Commission and before an interdepartmental committee, and peril 
point determinations should be made. Moreover, the provisions 
of the escape clause should continue. to apply to tariff: reduc- 
tions. However, the Trade Agreements Act should be amended to 
spell out the fact that the President is authorized to disregard 
findings under the escape clause and peril point provisions 
— he finds that the national interest of the US requires 
it. , 


Representatives 
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Representatives Reed arid Simpson voiced strong dissent 
from the tariff recommendations, criticizing the substance as 
going too far and the procedure and methods of arriving at 
conclusions. While not formally dissenting on the tariff 
recommendations, Senator Millikin issued a critical statement, 
‘Substantially divorcing himself from this part of the report. 


In addition to tariff reductions, there are a number of. 
recommendations on other measures to expand foreign trade such 
as liberalized interpretation ef Buy American legislation, 
Simplification of customs procedures and the US tariff, and 
streamlining of valuation for duty purposes and liberalization 
of other administrative aspects of the tariff. 


Under the Buy American Act, which was enacted in 1933, 
Government procurement agencies are required in effect to 
give preference to domestic suppliers, except where such ~.- 
Suppliers are quoting prices substantially higher than those 
quotec from foreign sources. The report states that the Buy 
American Act and legislative provisions of other acts contain- 
ing the Buy American principle should be amended to give 
authority to the President to exempt from the provisions of 
such legislation the bidders from other nations that treat 
our bidders on an equal basis with their own nationals. Pending 
such amendment, the President by Executive Order should direct 
- procurement agencies in the public interest to consider foreign 
- “bids which satisfy all other considerations on substantially 
the same price basis as domestic bids. Senator Millikin dis- 
sented on the Buy American recommendations, and Mr. McDonald 
expressed the opinion that Buy American legislation should be 
repealed rather than amended. 





The US tariff classification structure tis euevens ty com- 
plicated. ‘ihis has led to disputes and delay, the latter being 
chiefly due. to the extensive appeals system available to im- | 
porters who wish to protest the findings of customs officials. 
The Commission has proposed that Congress ask the President to 
direct the Tariff Commission to undertake a study of the tariff 
schedules immediately, with the purpose of framing within @ 
definite time proposals for the simplification of commodity 
definitions and rate structures. ‘ihe President should be em- 
powered, on the basis of the lariff Commission's recommendations, 
to proclaim appropriate changes in commodity definitions and 
rates, provided that such changes do not materially alter the 
total of duties collected under any group of rates. ‘The ireasury 








Department 
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Department should formulate proposals designed to simplify the 
problem of classifying articles not already enumerated in our 
tariff scneduies. Mr. Millikin dissented but Mr. Reed and 

Mr. Simpsor did not. | | 


The present complexities of customs administration are a 
significant deterrent to imports and more importantly they 
create irritations which are detrimental to our foreign rela- 
tions. The report recommends that the Treasury Department be 
Girected to make a continuing study of difficuities and delays 
in customs administration and to report to the Congress each 
year the resuits of its studies, together with any proposals 
for legislative action. The first regular report should inci- 
cate provisions of the tariff laws which should be modified so 
that discretion can he granted to tne Secretary of the Treasury 
to insure the greatest possible speed and efficiency in the 
operation of cuetoms. The first report should also set forth 
progress made through recent administrative action in simplify- 
ing customs procedures, including measures taken in accordance 
with the Customs Simplification Act of 1953. The problems of 
fixing a value on imported goods for the purpose of levying 
ad valorem or compound duties are perhaps the largest single 
source of delay in customs procedure. It is recommended that 
the Senate promptly consider H.R. 6584 now before it, which 
would amend and improve tne customs valuaticn provisions of our 
law by eliminating so-called "foreign value" as a basis of valua- 
tion. In addition, the Treasury Department should be directed 
to make a study and report to the Congress on the feasibility 
of making greater use of the actual invoice price of imported 
goods for valuation purposes. ) . 


In connection with the application of anti-dumping duties, 
the task of determining "that an industry in the US is being or 


is likely to be injured" by foreign dumping, should be trans- 
ferred from Treasury to the Tariff Commission. ‘ireasury should 
study and report to the Congress on the statutory amendment 
needed to permit the continuance of shipments pending investi- 
gation of suspected dumping and report on measures needed to 
effect more efficient operation of anti-dumping provisions. 








The problem of obtaining adequate supplies of raw materials 
by the US will increase in importance in the future and the 
President should study appropriate methods to assure that Ameri- 
can industry is not injured by. impediments which other countries 
place on exports of raw materials to the US for use in processing 


here. 
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here. In this connection, he should direct Treasury to 
review the effectiveness of existing countervailing duty 
provisions and consider alternative measures and if neces-. 
sary make appropriate recommendations to the Congress. It 
is recommended that the same standards of sanitation and 
health should be applied to imported as to domestic goods. 








Mr. McDonald prepared a proposal for Government assistance 
to communities, employers and workers to facilitate adjustment 
in case injury should be caused by tariff changes. The Commis- 
sion studied the proposal but decided that it could not recom- 
mend it to the Government for the reason that no matter how 
great sympathy might be for the vroblems of a displaced worker 
or those of @ business with a shrinking volume, this is but one 
phase of a much broader problem. The report points out that dis- 
placement of workers may come about througn technological change, 
alterations in consumer preferences, exhaustion of a mineral 
resource, new inventions, new taxes, or many other causes. 

Since it has never been seriously proposed that the burden of 
all such injury arising in a free economy should be assumed by 
the Government, the Commission considered that it would not be 
appropriate to propose such adjustment in the tariff area only. 
The report includes McDonald's supplementary statement which 
outlines in detail elements of his proposed adjustment program. 


American labor, the Commission states, should not be . 
subjected to unfair competition as part of any program to expand 
our foreign trade. It should be made clear what constitutes . 
"unfair competition". Neither low wages nor low unit labor 
costs, by themselves, constitute “unfair competition”. The 
clearest case of unfair competition is one in which the workers 
on a particular commodity are paid wages well below accepted 
standards in the exporting country. In such cases, US negoti- 
ators should make clear that no tariff concessions will be 
granted on products made by workers receiving wages which are 
substandard in the exporting country. Recognizing that it is 
to the advantage of the US that labor standards be raised 
throughout the worls. it is recommended that the US attempt to 
raise labor standar’s through consultative procedures and 
cooperation in intezxnational conferences such as those sponsored 
by the International Labor Organization. It probably would not 
be wise in trade negotiations, the Commission states, for the 
US to insist upon the raising of labor standards as a quid pro 
quo for the lowering of its trade barriers. Mr. Millikin, © 
Mr. Reed and Mr. Simpson dissented from the recommendations 
on labor standards. 


Related 
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Related Problems While the rajor solutions to trade pay-=- 
ments imbelence must be found in the fields of foreign investment, 
currency convertibility and trade policy, important contributions 
can be made in such fields as east-west trade, in shipping and 
by tourism. 


On the problem of what the US should do in connection with 
the growing desire of some of our Western Eurovean allies to 
trade with the countries of the Communist bloc, it is clear 
that the present US ban on exports to Conmunist China and 
North Korea and its efforts to secure similar action by others 
must continue until present threats to security have been 
removed in those areas, It is also clear that our present 
efforts to prevent exports to the Luronvean Soviet bloc that 
might contribute to its wilitery strength must continue until 
genuine neace is assured. ith respect to trade in com-odities 
which do not strengthen the forces of aggression, it is recoge 
nized thet a net advantage mizght accrue to the ‘est and that 
more trace in goods for peaceful purposes might serve to pene- 
trate the Iron Curtain. ~—hen the US terminates economic aid, 
there is a question as to whether we should attempt to prevent 
friendly countries from availing themselves of the normal and . 
histcric trade pattern in which estern Evrovean countries drew 
on Eastern Europe for foodstuffs, feeds, fuels and raw materials 
and sold in return products of their factories. The Commission 
therefore recommends that, so far as it can be done without 
jeopardizing military security and subject to the embargo on 
Communist China and North Korea, the US acquiese in more trade 
in peaceful goods betveen Western Europe and the Soviet bloc. 
Mr. McDonaid, Mr. Millizen, Mr. Hickenlooper, Mr. George 
Mr. Reed and Mr. Simpson dissented from this’ section of Ene 
report. iz. Byrd concurred in Mr. George's statement suggesting 
that sales of Soviet gold to the UK and other countries, and 
the subsequent receipt of such gold by the US, should be CcaTe= 
fully studied by Treasury to ascertain whether Such sales are 
indirectly fostering illicit trade. 





With regerd to merchant mar Olicy, the Comi-ission 
recommends that the aeteretnations of the active merchant fleet 
requirements of the US take account of the availability of 
foreign vessels and of the importance to the balance of payments 
of foreign maritine nations cf their dollar earnings from 
Shipping services. It recommends that such requirernents be 
determined by a high-level interdepartmental committee, based 


upon 
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upon these considerations as well as those enumerated in the 


- Merchant Marine Shipping Act of 1936. The latter calis for a 





merchant marine adequate to meet US needs for development of 
our foreign trade and for the defense of our Nation during 
times when we were at war. The Commission calls attention to 
the fact that at present, aside from the subsidies under the 
Merchant Merine Shipping Act, the US merchant fleet enjoys 

the benefit of statutory preferences in the shipment of 
Government-owned and Government~financed cargo, which in 
effect gives it the exclusive carriage of shipments by the 
defense agencies for American forces and of at least half 

of the other shipments financed by other US Government 
agencies, including those arising from economic aid programs 
and Exim>ank loans. This compels countries receiving dollar 
assistance to spend a part of it on freight services which 
they could render to themse:ves if permitted to do so, diverting 
& part of our economic aid from its intended purpose. There- 
fore, the Commission recommencs that these statutory provisions 
be’ repealed and that support sufficient to maintain a merchant 
marine adequate to our national requirements be provided by 
direct means. Mr. McDonald dissents from the Commission's © 
recommendations , stating they would weaken ovr merchant marine. 


- The Commission points, out that it is important to the 
economic and social development of the free world that the 
US Government promote forei travel, which can make 4a 
Substantial contribution to the dollar earnings of foreign - 
countries. While tourist promotion should be primarily a 
private responsibility, the Commission recommends that con- 
sideration be given to means of facilitating the issuance of 
passports and visas to tourists and that tne Government work 
Closely with foreign governments through our missions abroad 
to insure ease of entry and adequacy of ‘accommodation for 
travelers abroad. The duty free allowance for tourists which, 
in effect, now amounts to $500 exercisable once every six 
months, should be increased to $1000. ‘The Commission also 
believes the President should direct the appropriate departments 
of the Government to encourage the promotion os tourism. ) 


Problens_of Agriculture and Raw Materials ‘While it is 

not t ommission's responsibility to re-examine US agricul- 
tural policy; it is important for its objectives that steps 

be taken to maximize a continuing flow of US farm products into 
world markets. This, of necessity, includes some considerat‘ion 
of domestic farm policies. 


it 
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It is necessary to harmonize our agricultural and foreign 
economic policies without sacrificing the sound objectives of 
either. ‘he Commission emphasizes that inflexible price support 
programs become price fixing programs and result in accumulation 
of surpluses which would otherwise have been moved into consump- 
tion here and abroad. To maintain such price fixing programs, 
it sometimes becomes necessary for the US to apply trade restric- 
tions to keep oit imports. These restrictions often result 
in retaliatory measures which hurt other segments of agricul- 
ture dependent upon export outlets. To move our high-priced 
Surrluses into export markets it may become necessary to use 
export subsidies or dumping procedures which, if practiced 
with respect to imports into this country, would be subject 
to our countervailing duty and anti-dumping laws. Price fixing, 
the report reiterates, is inherently incompatible with a pattern 
of private trade, free enterprise, and non-discriminatory com 
merce among nations. 





The transition toward policy reconciliation in the. fields 
of foreign economic and domestic agricultural policies will 
be difficult and will require time, particularly in view of 
the current surpluses. During this period it will be necessary 
to take every precaution to avoid steps which may lead to an 
increase in state trading, lest a pattern of such conduct, 
seemingly forced by circumstances of the moment, becomes estab- 
lished as permanent policy. A180, the Commission urges that 
the practices of consulting with affected countries be extended 
to see that our actions do not provoke a self-defeating chain 
of offsetting actions by other countries. 


As to definite recommendations in this field the Commis- 
sion states that: 1) the 1953 International Wheat Agreement 
should be kept under critical review, with efforts directed 
to making it contribute the maximum toward solving pressing 
problems, and that its termination in 1956 be given considera- 
tion; and 2) a dynamic foreign economic policy as it relates 
to agriculture cannot be built out of a maze of restrictive 
Gevices and we must move as rapidly as feasible toward elimina- 


tion of such devices as a part of, or supplementary to, our 
own agricultural policy. 











Consideration is given in the report to the instability 
of raw material prices, with recognition of the importance 
price fluctuation has on the economies of other countries. The 
Commission does not, however, believe that extensive resort. to 
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commodity agreements: will solve the problem.of price stability; 
and it believes that such agreements introduce rigidities and 
restraints that impair the elasticity of ecoromic adjustment 

and the freedom of individual initiative, which are fundamental 
to economic progress. Moreover, commodity agreements could 

lead, if extensively employed, to very great outlays of US 
Government. funds in some contingencies... The same objections 

are found to proposals for unilateral buffer stock action by 

the US to stabilize world prices of raw materials and foodstuffs. 








The Commission believes that constructive contributions 
which the US. can make-to greater stability of world prices are: 
1) measures. tending to relax or remove impediments to US foreign 
trade and to encourage other countries. to move in the same 
‘direction; 2) encouraging diversification of the economies of 
countries now excessively dependent on @ small number of prod- 
ucts; 3) avoidance of actions incidental to our own commodity 
control and stockpile programs that would have avoidably dis- 
ruptive effects on world prices; 4) continued consultation and 
cooperation with other nations to improve knowledge of world 
supply and demand for materials and foodstuffs, and to explore 
possible means of lessening instability; and 5 policies which 
will temper the fluctuations of our domestic economy, which 
exert great influence upon the course of world prices. 


Mr. McDonald, Mr. Millikin, Mr. George and Mr. Reed dis- 
sented from the report with regard .to both the.sections on 
agricultural problems and stabilization of raw material prices. 
Mr. Simpson added his dissent on the latter. Mr. McDonald and 
Mr. Whitney, on the other hand, stated they felt the Commission 
had not gone far enough on stabilization of commodity prices. 


As to US dependence on imported materials, the Commission 
- believes the most important contribution the US Government can 
make to development of foreign resources of raw materials in 
which we and the free nations generally are deficient, is to 
follow policies favorable toward private investment abroad end 
to advocate among nations adherence to principles and practices 
hospitable to foreign investors and conducive to thrift and 
investment by their own nationals. It is stressed that inves- 
tors must be assured against unpredictable or capricious levies 
on exporte and that our tariff policy must offer reasonably 
easy access to the US market of the needed materials. 


It is 
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It is recognized that purely economic considerations must 
be reconciled with considerations of military preparedness, 
where the two are not in harmony. In this regard, the Commis- 
Sion recommends that tariffs and other import restrictions on 
raw materials be determined on economic grounds. If the Execu- 
tive finds that, solely on military grounds, it is necessary 
to assure a domestic source of supply, the purpose should be 
accomplished by other means, with the cost borne by the Defense 
budget. Mr. Reed and Mr. Simpson dissented from this section 
on raw material tariffs and Mr. Hickenlooper disassociated him- 
self from the recommendation on the ground that it had implica- 
tions which might result in interpretations with which he could 
not agree. 





Foreign Aid The Commission recommends termination of 
economic aid on a grant basis as soon as possible. No further 
eid is justified unless it contributes to the security of the 
US--security that takes into account not only defense against 
aggression but many political and economic considerations as 
well. 





Recommendations on military aid programs to safeguerd the 
US security are not within the Commission's purview, but the 
Commission cautions that these programs must be carefully 
scrutinized in order to minimize the burdens being borne by the 
American people. It also warns that once decisions are made 
as to the scale of military effort to which the military aid 
programs contribute, due considerations should be given to the 
economic problems which result because they may have important 
implications for our foreign economic policy. 


‘he report calls attention to the economic aid which the 
US is now giving to several countries, namely Greece, Turkey, 
Spain, Yugoslavia, Indochina and Formosa, which do not have the 
economic capacity to maintain the military effort that the US 
and the NATO Council consider essential. Also mentioned are 
the large-scale economic aid program to France to enable it to 
increase its military efforts in Indochina, and the small 
amounts to the UK, Italy and Germany (Berlin) for special pur- 
poses. Although this aid has been called "defense support" 
among other titles, the Commission states that in fact it is a 
form of economic aid and should be so designated. 


The primary purpose of offshore procurement, on the other 
hand, is military. For this purpose to be served effectively, 
the Commission recommends that contracts for the production 
of military equipment be placed abroad on the basis of the 


considerations 
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eulib idovetioct of sant, availability and quality that. govern 
effective procurement pol! icy at home, or on broad strategic 
Judgments concerning. the character and location of the military 
production base on which the success of the joint defense ef- 
fort depends. ‘the offshore procurement program reat not. be 
used as a form of general economic aid, | 


~The Commission eonsidere: that. i6 Burne; wits the excep- 
tions previously mentioned, there now appears to be no need 
for further economic aid in the form of grants. Neither does 


a recognize the right to economic aid increasingly claimed 


’ by under-developed countries in proposals in the UN and the 
-Interparliamentary Union, but recommends. steps other than 

gsrents-in-cid to assist these countries in obtaining an ade- 

quate flow of cepital. from the US. In cases where our security 
is importantiy involved, however, the Commission believes that 
, moderate grants-in-aid may serve the national interest. The 

Commission also expresses confidence that US response to 

emergency needs of countries suffering from drought, famine 

_ or other natural disaster will be prompt and generous. 


The final qeccemntat ions of the Commission on militer 
and économic aid are that: 1) where support is needed to-main- 
tein military forces or to conduct military operations con- 
nected with our own security beyond the economic capacity of 

a country to sustain, grants should be made, not loans; and 

2) in other cases, where substantial economic aid is necessary 
in the interest of tne US but cannot be obtained from private 
or international s sources, loéns should be made, not grants. 





Mr. Byrd and Mr. George dissent from the ‘two above recom- 
mendations as being inconsistent with the Commission's -recom- 
mendation that economic aid on.a grant basis should be termi- 
nated <s soon as possible and hecause the second recommenda- 
tion might provide @ loophole under which economic aid eould 
continue indefinitely. Mr. McDonald dissents on the entire 
section-on foreign aid because he considers that the concept 
of national interest is too narrow... 


iéchnical Assistance the Seuniesien does not include 
technical assistance within economic aid. ihe US now partici- 
pates in a bilateral technical assistance program in 38 coun- 
tries for which about $120 million has been made available 
this year; in the UN expanded program of technical assistance 





where 
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where the US contributes: about 60% of a budget of approxi- 
mately $21 million; end inthe smaller program of the Organi 
zation of American States. The Commission attaches great 
importance to the broad objectives of these programs. It 
recommends that the bilateral-program be pressed forward 
vigorously--within the limits imposed by Congressional appro- 
priations, the need for selecting only sound projects, the 
availability of trained technicians, and good administration. 
The program should not become a "big money" program and should 
not involve capital investments. 


The Commission also recommends that the US continue its 
support of the UN Expanded Technical Assistance Program and 
the program of the OAS. It. believes that some expansion of 
the UN program would be desirable, but that no country should 
contribute as much as 60% of the funds, and that the US per- 
centage share should be reduced, 


Mr. McDonald dissents on this section because the recom- 
mendations “are too weak and negative". 


US Foreign Investment The report considers both the 
roles of public lending and the importance of private foreign 
investment. ‘The latter has not increased as rapidly as antici- 
pated at the end of the war and the US has not achieved all 
of the benefits which might have resulted from an expanded 
volume of wise foreign investment. This may be attributed 
lergely to concern of potential investors over uncertainties 
in the investment climate. Many of the deterrents can be 
overcome only gradually, the report states. 


lo encourage the flow of private investment abroad, the 
US Government should give full diplomatic suppor o the 
acceptance and understanding abroad of the principles urder- 
lying the creation of a climate conducive to private foreign 
investments. This requires better coordination of policy 
action by US agencies and representatives and, in particular, 
a clear formulation of the Government's position with respect 
to private investment abroad, stressing support of the private 
enterprise system and the interests of US investors. lo some 
extent the general climate for private investment may also be 
improved through negotiation of international treaties, and 
the Commission recommends that the US government continue to 
use this approach to establish common rules on the fair treat- 
ment of foreign investment. 





The US 
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The US can also remove some uncertainties in its own 


pases es which affect foreign investment, the report states, 


and in this regard the Commission recommends that US anti- 
trust policies should be restated so as to acknowledge the 
rignt of each country to regulate trade within its own borders. 
At the same time it should be made clear that foreign laws 

or. established business practices which encourage restrictive 


- price, production, or marxeting arrangements will limit the 
‘Willingness of US businessmen to invest abroad and will reduce 


the benefits of investment from abroad to the économies of 
the host countries. The US Government should make clear also 
that primary reliance must be placed on private investment 
to undertake the job of assisting in economic development 
abroad. It should point out that US resources for public. 
loans are limited and inaGequate in relation to total invest- 
ment needs, and that public lending or other forms of public 
financing will not be a4 substitute for private investment. 


In addition to these general recommendations, the report 
discusses taxation and investment guarantees as two' specific 
areas in which the US Government can take action to increase 
the flow of private capital abroad. After commenting on 
the system of US taxation of income earned outside the country, 





the Commission recommends three revisions in the Revenue Code. 


The first relates to extension of the principle of rate 
reduction, now applicable to the foreign income of Western 
Hemisphere Trade Corporation. It specifically recommends @ 
reduction in the corporate tax rate by at least 14 percentage 
points on income from investments abroad. The lower corporate 
tax rate should apply to investment income from all areas 
abroad; but should not apply to income from exports which do 
not involve the risks of investment abroad. The Commission 
also recommends that Congress seek to provide to individuals-- 
by means of a rate reduction, a foreign tax credit or some 
other device--preferential tax treatment comparabie to that 
already recommended for corporate investors. Moreover, should 


-- there be any future across-the-board reduction in US personal 
taxation of dividend income, it should .be applied to dividends 
‘from abroad as well as to dividends from investment at home. 


As a second recommendation in the tax field the Commission 
suggests that the Congress remove several restrictions which 
now prevent a person who: invests abroad from offsetting in 
full against his domestic tax the appropriate. foreign taxes. 


Under 
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Under present law, a US corporation owning 10% or more of the 
voting stock of a foreign corporation may credit against its 
US tax on the dividends received from the foreign corporation 
a proportionate share of the foreign income taxes paid by 

the foreign corporation on the earning from which the dividend 
was distributed. This 10% ownership requirement should be 
reduced or eliminated if satisfactory administrative standards 
can be devised for dealing with smaller holdings. Provision 
should be made for the investment trusts, not only to receive, 
but to pass on to the individual shareholders the credit for 
foreign taxes available to individual investors. The foreign 
tax credits are also limited to income taxes and to taxes in 
lieu of a tax on income. This requirement that the foreign 
country have a general income tax to which the investor would 
be subject in the absence of a special provision applicable to 
himhas clearly been too restrictive. The interpretation of 
whet taxes are in lieu of income taxes should be liberalized 
in this and other respects, the report states. The Commission 
further recommends elimination of the "over-all" limitation 

on foreign tax credits, which requires losses in one foreign 
country to be set off against income from another in determin- 
ing the total of foreign income which can justify a tax credit. 
The "per country" limitation on foreign tax credits should be 
continued as a4 necessary limitation to prevent foreign taxes 
in excess of US tax rates from being credited against other 
taxes due to the US. 


The third recommendation for revision of the Revenue 
Code pertains to the choice of the investor as to the form of 
investment abroad. The Commission considers that US tax law 
should not penalize investors for adopting the form of 
organization dictated by local laws or business conditions 
abroad. To reduce the possibility of such penalties, the 
Commission recommends that a US corporation be allowed the 
option of treating any direct foreign investment either asa 
branch or a subsidiary for US tax purposes, regardless of 
which of the two forms of organization is actually chosen 
for operations abroad. The choice of treatment for tax pur 
poses should be binding, however, until the US Treasury, for 
good cause, allows a change. 


A proposal that rapid amortization of foreign investments 
be allowed, which has received particular attention in recent 
months, is s.ct . ~»%erted by the Commission, which considers 
that the idea .. ..8s problems of administration and discrimina- 
tion and is not justified by the additional incentives which 
it might afford. 


The 
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The Commission considers that the program of US Government 

uepentee.of-certain investments ‘against loss from exchange 
inconvertibility: or: exphopriation; which was introduced a few 
years. ago in the: hope of stimulating private investment abroad, 
has not proved. itself. After pointing out certain advantages 
ang disadvantages of the program, the Commission recommends 
that it be given a further trial period and that, during 

this period, guaranty coverage on a discretionary basis be 
autnorized for the risks of war, revolution, and in3urrection 
on.new investments abroad. Mr. Millikin, Mr. Hickenlooper, 
Mr. Byrd, Mr. George, Mr. Reed and ®. Simpson dissent from 
this Fecoumendation. 





“Although the US Govestment should place primary reliance 
on private enterprise and:.investment to assist in economic _ 
development abroad, the.report states that there are special 
circumstances in which US economic and foreign policy objec- : 
tives can be: served by public lending. It is emphasized, . | 
however, that. public-: ing s ould not: ‘compete with, or dis- 
place, inthe foreign: ‘investment. : ; 


Pointing, ‘out that the: ‘Eximbank ig essentially an instru- .. 
ment of US foreign- poliey.and that the International Bank, on | 
the other.handy promotes US interests broadly“in the field 
of foreign ecanomic:.-development, the report states that the : 
record does not indicate that:'there has teen harmful competi- 
tion or duplication in the operations of the two banks. The 
National Advisory Council on International Monetary and 
Financial Problems, which was established by the Bretton Woods 
Act .of 1945 to coordinate the policies of the’ Eximbank with 
the activities of the US representative on the board of 
the International: Bank, Cees: | be euployed to resolve any 
issues between the. ‘banks. 


The usefulness of the role of ‘the Internktionel, Bank , 
in the field of public:-lending is: acknowledged, On the other 
hand, the report points out that US national interests may. 
require the.making of certain loans by ‘the Eximbank which the 
International Bank will :not make because of its charter 
limitations or -for other reasons. ‘The Commission believes that 
the Eximbank should continue to make loans which ‘are in the 
special interests of the US, but that the Bank should not use 
its own funds for loans which do not’ meet reasonable. standards 
of bankability...:When theré. is san urgent political need for 
ee: financial ere a oountey as a. doubtful. 
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capacity to service additional loans, and where such assist- 
ance is deemed by Congress to be more appropriate on a loan 
rather than a grant basis, special funds should be authorized 
for such purposes. 


Currency Convertibility The Commission favors gradual 
but positive progress toward currency convertibility. It recog- 
nizes that the general economic conditions prerequisite for 
currency convertibility are more nearly in prospect today 
than at any time since the war. It also recognizes that 
there is an important difference between establishing outright 
convertibility of currency and taking gradual and — 
steps in that direction. 





The decisions, methods, time table, and the responsibility 
for introducing currency convertibility, in the Commission's 
view, should rest on the countries concerned. The Commission 
realizes, however, that currency convertibility must be examined 
in the light of the policies pursued by other countries, 
particularly the US; and it believes that the recommendations 
in preceeding sections of the report, if carried out, would 
encourage and assist foreign countries in removing restrictions 
on trade and payments as rapidly as prudence permits. 


Convertible currencies, the Commission bélieves, are an 
indispensable condition for attaining world-wide multilateral 
trade and for maintaining balanced trade in 2 relatively free 
market. It would deplore a-merely formal convertibility 
maintained through trade restriction. It believes that the 
removal of restrictions upon payment and upon trade should 
go hand-in-hand. 


As and when more general convertibility is undertaken, 
the Commission recognizes that important questions would arise 
as to the handling of transfers of previously accumulated 
non-resident balances, movements of capital, and transfers of 
resident balances. These, too, are questions for the countries 
concerned to decide. ) rine ae ; 


While not favoring a “dash" for convertibility, or letting 
the currency "find its own level", the Commission is sympathetic 
to the concept of a "floating rate", which provides alternative 
methods of meeting trade and specualtive pressures. Again, 
it is up to the country itself to decide whether it is strong 
enough, externally and internally, to administer such a 
system effectively. 


The 
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The Commission emphasizes: its view that a strong intemal 
economy, Willing and able to control its money supply and 
its budget as safeguards against inflation, sufficiently 
mobile to make the best use of its resources, and able and 
willing to save in order to increase its productivity and 
improve its competitive position in world markets, i8 4 pre« 
requisite to convertibility; and that the attainment over 
time of the conditions should be the guide as to how rapidly 
full convertibility could safely be approached. 


The report raises the question of the effect sterling 
(anc other European currency) convertibility would have upon 
the European Payments Union. The Commission believes that 
the Union has achieved.an impressive measure of success-- | 
above all, it has shown that: freeing trade and freeing payments 
60. hond=-in<hand--and that it would be unwise to sponsor any 
measures that might wreck the Union before there is something 
better to put in its place. 





One final question raised by the Commission relates to 
adequacy of reserves. Pointing out the desirability, in proper 
circumstances of. the convertibility of sterling, which even 
now finances about 40% of the total world trade, the Commis- 
sion believes that, to restore full confidence in sterling, 
Britain's reserves must be strengthened. For purposes of a 
gradual and controlled approach to full convertibility, the 
Commission considers that adequate reserves could be found 
through @ much more active utilization than heretofore of 
the International Monetary Fund's holdings of gold.and con- 
vertible currencies, RTch now amount to $3.3 billion. To 
this end, the Commission favors aiso any reasonable relaxations 
by the Fund that might be required, such as relaxation.of the 
time schedule for utilization of quotas and the provision for 
maintaining fixed parities. As a second means of strengthening 
foreign reserves and of providing foreign exchange support 
operations to assist in the gradual attainment of general 
convertibility, the Commission recommends that the Federal. 
Reserve System explore with foreign central banks the fs 
possibilities of standby credits or line of credit arrangements. 


* . ad 
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ECONOMIC POLICIES REAFFIRMED BY The Commonwealth Finance 
COMMO,WLALIH FINANCE MINISTERS Ministers met in Sydney, 

Australia January 8 to 15 
and it appears from the communique issued at the close of the 
meetins and from sudsecuent conversations with British of- 
ficials tnat there is no basic change in the economic policy 
adopted a year ago. The Commonwealth countries will continue 
to work toward the "collective approach", that is, they will 
try to fit their trade and payments pattern into a world-wide 
multilateral framework. 





Much interest was expressed in US economic developments 
and their importance to Commonwealth deliberations. There 
was nothing to indicate an expectation of more than a"slight 
levelling off in economic business andactivity". The dele- 
gates said they were encouraged by President Eisenhower's 
State of the Union statement that the Administration is 
Getermined to xeep the US economy strong and growing. The 
communique also stated that the Commonwealth awaited with 
interest the action that the US will take on the recommenda- 
tions of the President's Commission on Foreign Economic Policy. 
(See issue No. 453, January 27, 1953). 


Convertibility Outlook The British were pleased to find 
that none of the Commonwealth countries suggested that the 
convertibility objectives set forth a year ago should be 
reviewed and that there was no tendency to criticize the pace 
at which the move toward convertibility had been proceeding. 
UK Chancellor of the Exchequer Sutler told our Ambassador to 
Australia that he felt the most significant feature of the 
conference was the improved position of and confidence in 
sterling, but that the UK did not want convertibility until 
the sterling position is still stronger. He further indicated 
that the UK is not thinking of a separate dollar-sterling 
stabilization fund with regard to convertibility. Rather it 
is thinking of using International Monetary Fund resources, 
with possible expansion of their potentials. Butler added 
that when convertibility comes, it will be restricted to 
earnings, not capital, and will still involve strict monetary 
controls, 


The communique stated that while progress had been made 
toward convertibility, decisive action must be related to the 
fulfillment of the conditions indicated a year ago: 1) the 
continuing success of internal policies of sterling Common- 
wealth countries; 2) the prospect that trading nations will 
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adont trade policies w hich are conducive to the exvansion of 
world trade; and 3) the availability of adequate financial 
supyort through the International Monetary Fund or otherwise, 


internal Policies The Ministers reviewed the internal 
policies of the Commonwealth countries and noted that cone 
~siterable improvement has been made during the year. They 
emphasized, however, that more remains to be done and that 
the importance of this part of the task could not be over- 
empiuasized, On the application of sound economic policies 
depends the purchasing power of money, the cost of living and 
the ability to sell exports in increasingly competitive world 
“markets. Shorteomings in the internal policies of any one 
member affect the external fortunes of the whole sterling 
area by creating excessive cemand for imports, diverting 
resources from export industries and throwing the balance of 
payments out of equilibrium. It was agreed that the Govern- 
“ments should continue to follow the policies which have proved 
satisfactory in the nast-year and, where necessary, adjust 
them so as to encourage increased production for export and 
to stimulate savings upon which the retheeemens of the 
Commonwealth substantially Cependes 





Balance of Payments ‘The esmaniene stated that the 
~ policies adopted since the meeting in January 1952 nave been 
‘at thé base of the remarkable change in the sterling area : 
balance of payments. -In the year ending June 30, 1955 the 
Sterling area had a surplus over £400 million in transactions 
with the jabobde eorké, compared with a- ‘deficit of nearly — 
41,000 million in the year ending June 30, 1952. This brought 
with it an increase of adout:'s250 million in the ¢entral . 
reserves of gold and dollars. These reserves have continued 
to increase, although rather more slowly, in thé second half 
‘of 1953 and at the end of the year stood. at £900 million ~ 
(£2,520 million). 





As to prospects for the coming year it, was agreed that 
the sterling area as a whole would seek to maintain a sub- 
stantial surplus in its payments with the rest of the world, 
It was emphasized that’ whereas earlier the main emphasis had 
been placed on dollar earnings it is just-as important now 
that a substantial surplus should be earned in other. non- 

“ sterling: currencies. This is not to suggest that pressure 
fer exports to the dollar area should be relaxed, but rather 
that the pressure elsewhere be increased and that an attempt 


be 
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be made to step exports up on all fronts. In this regard the 
competitive strength of vroaucts and variability of exports 
was emphasized, 


Development. The Finance Ministers reaffirmed their deter- 
mination to press on with development to the limit of available 
resources; stressed that such development should be balanced, 
whether public or private, and should encourage private invest- 
ment both from internal and external sources It was pointed . 
out that development has cone ahead more smoothly and economi-. 
cally as inflation has been checked and excessive competition 
for resources reduced, making it clear that sound internal 
policies are just as important to economic growth as they are 
to a healthy balance of vayments, 








During 1955 the UK Government authorized loans and grants 
totalling £120 million for development in the sterling Common- 
wealth, These loans were made through a number of channels, 
including the London market and the Export Credits Guarantee 
Devartment, The grants were made to Colonial Territories 
from Colonial Development and Welfare Funds. In addition, two 
new channels were opened up in 1953--the Commonwealth Develop- 
ment Finance Company started operations, its role being prima- 
rily to help the financing of development undertaken by private 
enterprise, and a beginning was made in the use of sterling 
which the UK made available for lending through the Internati onal 
Bank for Reconstruction and Development, 


The UK declared it would continue its loan policy in 1954 
and would make special efforts to develop its own resources, 
There will also be some relaxation of UK criteria regarding 
loans. Instead of following the previous policy of approving 
loans only for specific development projects, Commonwealth 
Governments will be able to apvroach the London markets, after 
consultation with the UK, in support of general programs of 
development as well as with regard to particular projects, 
Emphasis may also be placed on the total balance of payments 
effect of the investment rather than on its effect on the 
dollar position. 


Collective Approach The cormunique reaffirmed support of 
the proposals for the collective approach which emerged from 
the Commonwealth Economic Conference of December 1952 which 
is designated to bring about the widest possible system of 


multilateral trade and payments, the reduction and progressive 
elimination of import restrictions and the convertibility of 


sterling 


DECLASSIFIED FOR PUBLICATION IN F 
OREIG 
RELATIONS OF THE UNITED STATES . 








BEST COPY AVAILABLE 


CONFIDENTIAL 
ae 


Sterling and other important currencies. The Commonwealth 
countries rejected then and again rejected at the recent 
meeting the view that any solution of their problems could 

be found in the creation of a closed system of discriminatory 
arrangements. The Ministers reaffirmed the intention of their 
Governments to work as far as possible through existing inter- 
national organizations dealing with trade and finance. The 
functions which the General Agreement on Tariffs and Trade 
and the International- Monetary Fund perform will become even 
more important, the communique states, when moves to freer 
trade and currencies are concerted; their rules, .:procedures 
and organizations. need close examination and review in some 
respects if they are to play a full and effective part. In 
that regard, they note the forthcoming review of the GATT and 
agree that there should be prior consultation among Common- 
wealth countries in the light of the circumstances existing 
at. that time. As to the European Payments Union, the Com- 
munigue states that the Commonwealth countries are following 
with interest the studies now proceeding in the OEEC on con- 
vertibilityand how é& transition can best be orfectec from the 
EPU to a wider system of trade and payments. | 


Commodity Problems The communique did not make any 
reference to commodity policy. Questioned as to what the 
omission meant, UK officials in London said that the attitude 
‘of the Commonwealth countries on this subject. remains as 
expressed last year--that each commodity must. be examined on 
its own merits and that UK and sterling area attitude toward 
tin and rubber agreements had been revealed at recent inter- 
‘national conferences dealing. with those subjects. 





* *. + 


US POSITION ON SUGGESTIONS MsDE After careful considera- 
AT OCTOBER 1953 RUBBER MEETING tion, the US Government 

has advised the Secretary 
of the Rubber Study Group of our reactions to suggestions made 
at the special meeting of the Management Committee last 
October. (See page 7, November 10, 1953 issue.) 


No Position Yet on Rubber Agreement As ta the long-term 
problem, the US realizes the importance of rubber stability 


to the economies of a number of countries and therefore is 
continuing to consider the proposed rubber agreement and a 
UN negotiating conference as well as other possibie means of 
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achieving such stability. It is hoped that by the time the 
full study Group meets in Ceylon, which is scheduled for May 3, 
the US Government will have completed this consideration and 
will be able to express definitive views. It is noted, however, 
that American manufacturers of rubber products have increased 
their consumption of natural rubber from 39% of their total 
consumption of new rubcer at the beginning of 1952 to 45% in 
Decemvere Assuming that the price and auaiity of natural rube 
ber remain competitive with synthetic rubver during 1954, it 

is possible that this use ratio:‘in tae US will increase further, 
The US has reviewed tne statistical forecasts made by the 
special meeting which indicate that natural rubber may be in 
Surplus supply for two or three years proviced the use ratio 

in the US does not approach 50%. These figures did-not indi- 
cate to the US representatives at that meeting that an economic 
problem of magnitude or duration sufficient to require inter- 


national action was li'zely to develop. However, the US Govern- 


ment recocnizes that its representatives may hsve been mistaken 
and that, in any event, other governments may view the future 
somewhat O25 SOPOT « 


Views on Other Recomnendations. As to the short-tera 
recomnendations of the special meeting, ve have expressed our 
views to the Secretary of the Study Group. The US believes 
there should be acceleration of. replanting programs in natural 
producing countries. Private american companies owning planta-— 
tions in other countries have stated that they intend to 
continue planting and replanting -programs.in areas where there. 
are suitable inducements and safeguards for private foreign > 
investments. The US believes:that one of the fustest and most 
practicable means of meeting a nearby surplus of rubber while 
simultaneously preparing to meet the not-too-distant shortage 
is to take over-age or low-ylielding troes out of production, 
replacing them with high-yielding strains, 





The US believes all aspects of stockpiling should be based 
on security considerations and that necessary market operations 
concerned with stockpiling should, whenever possible, be con- 
ducted with neutral price effect. The present appears to be 
a favorable time for countries to begin @ increase national 
stockpiles should they decide this is in their security interest. 


The US does not intend to ‘increase’ its over-all total stockpile. © 


objective -as a means of market support, but is continuing to. 
make modest purchases within ‘the previous. security ob jectives. 
If the trend toward increased consumption of natural rubber » 

in the US ‘continues, as is expected if natural remains competi-. 
tive with synthetic, additional stocks of natural rubber will 
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be needed to support the hicher levels of consumption. 


Tne US is acein examining the question of the price of 
Gh-<S synthetic. Thus far, hovever, there is nothin: which 
would lead to a change in the base vrice of 23 cents a pound. 
In US opinion, the price of GReS has no connection with 
recent developments in the price of natural rubber, 


The US is reviewing its stockpike rotation practices, 
A first step was taken on December 9 when the General 
Services Administration announced that rotation of natural 
rubber in the national stockpile would be cut to 5,000 long 
tons from 10,000 tons per month and that forward sales would 
be limited to delivery in the month immediately following. 
Because of forward contracts, nowever, the change in the total 
tonnage of natural rubber being delivered to consumers will 
not become effective until about April. The action had the 
immediate effect of taking GSA out of the market as a new 
seller of lower grades for a period of three months and of 
reaffirming the principle in the rotation program of avoiding 
harmful impacts on the natural rubber industry and trade. 
Moreover, there is now more complete public knowledge of the 
extent of the program and of possible future developments 
which strengthens the position of sellers vis-a-vis buyers. 


In November the US revoked the directive on the mandatory 
level of Gk-S. The special meeting had recommended a public 
statement by the US Government in this regard. 


4 4 aia 


URMA'S SURPLUS We have been concerned lest Burma, which is 
RICE SITUATION burdened with a large rice surplus, might 
either enter into a long-term contract with 
the Soviet bloc or be faced with serious internal unrest. It 
is estimated that Burma's exportable surplus from the rice 
crop harvested in late 1953 amounts to 1.8 million long tons 
and that its old crop carry-over is 700,000 tons, about. 
500,000 tons more than normal. The lack of progress in the 
marketing of Burma's surplus from old crops, largely because 
of unrealistic price policy, is believed to represent a serious 
situation which could result in agrarian disturbances. There 
Have also been indications that Burma might enter into a long- 
term contract with the USSR or Communist China, which could 


result 
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result in a practical] breakdown of. traditional trade channels 
and in undesirable ‘Burmese, ‘dependence. on Communist areas. 


Embassy Rangoon, while recognizing the seriousness of the 
problem, considers the Government of Burma is capable of taking 
emergency buying actton to prevent the situation from reaching 
the magnitude of a revolt. It also reports that in its most 
recent discussions with the Burmese Prime Minister he indicated 
sales to the Soviets or Communist Chinese are unlikely. 


| At the December Rice Consultative Committee meeting in 
Singapore it was clear that the 19 countries participating ex- 
pect a significant price break in 1954 because of the world 
surplus situation, and there was emphasis on the need for co- 
operation between exporting and importing nations to maintain 
the movement of rice. | 


Burma's Situation Abnormal stocks exist in Burma, where 
the Government is holding some 700,000 or 800,000 tons of rice — 
acquired from the 1951 and 1952 crops. It is believed that from | 
100,000 to 200,000 tons of this rice have already deteriorated 
to a point where it is no longer fit for human consumption. 
Another 200,000 tons represent a normal carry-over, The remain- 
der must be marketed promptly to avoid loss through further 
deterioration. This would help clear the way for warehousing 
and marketing the l. 8 million tons os. exportable surplus from 
the new crop. Be 4 


Basically Burma's surplus results from its high asking 
price as a large unsatisfied demand exists in Asia. India has 
been holding rice imports to a low level and information avail- 
able to us indicates that the Government of Burma could sell a 
large part of its accumulated stocks to India. Burma could not, 
however, obtain the high price to which it became accustomed 
during the recent period of world rice shortage or even the re- 
duced prices at which it recently has sold rice to other coun- 
tries, Another problem for Burma is that the sale of rice to 
India at a substantially reduced price might affect its contracts 
with Japan and Ceylon. We have consulted with Embassy Rangoon 
concerning possible ways of encouraging India and Burma to get 
together, and the British have also given attention to the 
possibility of a deal between the two countries. 


US in the Rice Market Embassy Rangoon, which anticipated 
an increasing anti-US buildup in Burma prompted by a desire to 
shift the blame to the US for the disastrous effects of Burma's 
rice policies, asked for a statement on the US position in the 
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world sie market. “th the inttiaisetit ;: dni ‘was ieheie’. ‘Jointly 
by the Departments of State and “Aericulture ¢ ‘we Pointed out that 
while both the US..and Burma sell rice, in the Orient, their market- 
ings are complementary _rather than: competitive, ‘American rice 
is a relatively high-grade and high-p riced ftém whereas Burmese 
rice is largely of medium-grade ren Consumers accustomed to 
one type do-not readily accept .the other. ‘The US ‘sells mainly - 
to Japan, Korea and the Kyukyus Islands and Burma usually 'selis 
the bulk of its production to India, Ceylon'and British ‘Terri- - 
tories. US rice exports.during the first four months of the 
current rice: year followed approxindte2y the. paftert’ of: ‘the 
previous ‘year, ox ¥ ; 


The: statement also points out that ‘iinie' World. war 1 there 
has been a tendency. in Japan ana other rice deficit countries to 
supplement the traditional. rice diet. with: increasing ‘proportions 
of other grains. -As.a.major exporter of wheat, the US benefitted 
from this trend but its exports. of wheat reflected shortages’ of 
foreign exchange in consuming countries as well as a shortage: of 
rice in producing countries rather than a drive on the part of 
the US to invade traditional markets. In recent months the 
price of wheat has dropped, reflecting an easier over-all grain 
Situation. Under these circumstances, ma jor’ rice. exporters pes 
shouli adopt reasonable pricing. polietes: if they are: ‘to wagnte 
! ‘or retain their normal markets. . . oe 


Consultative Committee: ‘Meeti ie és Consultative Gon- 
mittee, composed of representa ves ‘from 19 nations prominent’ in 
world rice trade, met in.Singapore in December. © Statements: o€ 
requirements and availabilities indicated &@ world surplus: of: 
some 2 million long tons, with Burma and Thailand believed. to: 
have understated the quantities they have available for export. 
This calculation is based upon statements offered by importers 
and exporters, without any study by the Committee. Presumably 
import requirements were put in conservative terms and with - 
refererice to effective demand at present prices. All repre- 
sentatives expected a significant price: break, but Consulate 
General Singapore believes that. neither Burma ‘Yior Thailand is 
prepared for a break of the size that seems probable...:.The. : 
attitude of governments on controls ‘and rationing may also. nave 
&@ decided influence on rice price and movements. Except for 
possible increases in rations, the meeting did not go into the 
suvgject of controls. The general opinion seemed to be that the 
period of abundance might be only temporary and that it is not 
yet time to trust private trade. with. the task of maintaining 
adequate stocks. 
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US-MEXICAN AGREEMENT ON On January 18 the US instituted a uni- 
MIGRANT LABOR EXPIRES lateral interim program for recruiting 
and contracting Mexican agricultural 
workers as a result: of the expiration on January 15 of the 
migrent labor agreement :we had with that country. During the 
past three months Ambassador White had been carrying on inten- 
Sive negotiations with’ the’ Mexican Government in an effort 
either to amend the existing agreement or to conclude a new one. 
Originally scheduled to expire on December 31, ‘1953, the agree- 
ment was extended until January 15 in the hope that certain 
major issues between the two governments would be resolved, 
but this was not the case, 


Background Bilateral agreements between the US and Mexico 
have governed the contracting of Mexican farm laborers for 
service in the US since 1942, the last agreement having been 
reached in 1951, effective until December 31,,1953. Authoriza- 
tion for US operations under this agreement was extended’ until 
December 31, 1955 by Public Law 237, 83rd Congress, and the US 
hoped to negotiate an agreement with Mexico that would expire | 
concurrently with that legislation. 


‘The Mexican Government preferred to continue the agreement 
without alteration. The US, on the other hand, considered that 
certain modifications were necessary. The illegal entry of more 
than one million Mexican laborers into the US last year we 
attributed in part to the limitations of the agreement procedures 
under which only about 200,000 workers entered. Our proposals 
were designed to curb the vast influx of illegal Mexican migrants 
which were competing with American labor by making the agreement 
more workable and the legal employment of Mexican workers under 
the agreement more attractive than in the past both to US em- 
Ployers and Mexican workers. We also hoped to avoid future 
unilateral and arbitrary decisions ‘by the ‘Mexican Government 
in interpret ing the agreement . 


The issues related principally to articles of the agree- 
ment which dealt with insurance coverage, blatklisting of em- 
ployers, and wages, For example, the agreement provided that 
Mexican workers should be paid wages at least as high as the 
prevailing wages for US workers in the area of employment. In 
spite of this, the Mexican Government has insistéd upon fixing 
wages, for which:no legal: authority existé ‘in the US.° In addi- 

tion, the US requested a provision for increasing worker re- 
| sponsibility and border recruiting, with proper safeguards. 


The 
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The latter was requested, for example, because under the agree- 
ment workers had been recruited only in the interior of Mexico, 
despite the fact that there were quaiified workers in the border 
‘area in need of employment--a situation that encouraged illegal 
entries. While the negotiations on these issues did have a 
salutary effect in giving the Mexican Government @ clearer under- 
standing of our views, it was not possible to reach a clear-cut 
understanding enabling renewal of the agreement. It was made 
clear, however, that the US continues ready to work out a mutually 
agreeable program for the cooperative handling of this SietseUls 
problem, 


Interim Program In the absence of a joint program, the US 
was compelled by the pressure of the migratory movement and by 
the dependence of some US farmers upon Mexican laborers to insti- 
tute an interim program pending achievement of agreement with 
Mexico. The program, by routing potential illegal migrants into 
legal channels, is designed to enable this Government to control 
and regulate the movement of Mexican agricultural workers within 
the US. At the same time it guarantees protection to both 
Mexican laborers and affected US interests. In the absence of 
an intergovernmental agreement, the alternative to the US .interim 
program would be a totally illegal, uncontrolled [oe of Mexican 
workers into the’ US for employment. 


Under the program provision is made ‘for a determination of 
need by the Secretary of Labor before any Mexican agricultural 
workers are admitted into the US that there are insufficient 
domestic workers available for agriéaltural employment and that 
the employment of Mexican agricultural wopkers will not adversely 
affect wages and working conditions. Mexican agricultural workers 
who apply at our border are recruited and given health and 
security examinationa&. A work contract is required under which 
workers receive sibgtantially all the benefits conferred upon 
them by the agreement, including but not limited to the right 
to prevailing wages, reasonable warking conditions, and US. 
Government guarantees of wages. and transportation. The minimum 
contract period is four weeks to meet certain employment needs ;. 

a more equitable formula has been established for determining - 
when subsistence must be peid, and a provision included to in- 
crease worker responsibility which is a counterpart to the many 
obligations assumed dy employers for the workers benefit. 


Although the US would prefer to deal with the migrant 
problem under agreement with Mexico, the interim progrem pro- 
vides a more satisfactory method for contracting Mexican 
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agricultural workers than the old agreement. It must be sup- 
ported by ‘enforcement measures against illegal entry, however. 
The Border Patrol has, therefore, been instructed to redouble 
its efforts to prevent the illegal entry of Mexican aliens and 
their employment. Both the Departments of Justice and Labor 

will deny to employers of illegal migrants the privileges of 
pemreoting legal entrants. 


The Mexican press reaction to -the US unilateral program 
was highly unfavorable with a nationalistic flavor unsullied 
by any reference to the US viewpoint on many other pertinent 
facts, The official Mexican communique announcing expiration 
of the agreement declared that the Government of Mexico would 
not agree: to the new US procedures and therefore would not 
authorize the legal departure for the US of workers not duly 
protected by an intergovernmental agreement. No serious effort 
to halt the movement occurred, and already over a few thousand 
Mexican workers have entered the US for employment under the. 

interim program. Peak demands for Mexican workers in the US 
will not develop, however, until April. 7 


‘The US does not consider that the end of the. agreement 
Signifies the end of efforts to find a common ground with Mexico 
for combatting the problem. Conversations looking toward 4 new 
agreement will be continued. st 


ee &. * 


STATUS OF ACCEPTANCE Declarations prepared at the eighth session 
OF GATT DECLARATIONS of the Contracting Parties to the General 

' *.. Agreement on Tariffs and Trade relating to 
Japanese participation and to extension of the firm life of exist- 
ing tariff concessions were closed for signature on December 31, 


1953. 


Japan and nineteen contracting parties, including the US, 
have accepted the declaration under which Japan on the one hand 
and the other countries on the other agreed that the commercial 
relations between them would, pending the accession of Japan to 
the General Agreement or until June 30, 1955, be based upon that 
Agreement. Under this arrangement Japan obtains all of the tarif 
concessions already made by contracting parties accepting the 
Geclarations Japan in return has given to the other accepting 
countries a commitment binding against increase approximately 
85% to 90% of present Japanese tariff rates. In addition to the 
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US and Japan, the declaration has been accepted by Belgiun, 
Burma, Ceylon, Denmark, the Dominican Republic, Finland, Greece, 
Haiti, India, Itaiy, Luxembourg, the Netherlands, Nicaragua, 
Norway, Pakistan, Sweden, Turkey and Uruguay. The declaration 
has also been signed ad referendum by Austria, Chile and 
Germany. The contracting parties not signing the declaration 
are the UK, Canada, Australia, New Zealand, Southern Rhodesia, 
South africa, Brazil, Cuba, Peru, Indonesia, France and Czecho- 
slovakia, Indonesia has informally indicated that it will 
Sesepe the declaration later. 


In addition, at their 1953 session the GATT Contracting 
Parties invited the Government of Japan to participate in their 
sessions and in their subsidiary bodies and agreed to accept 
any functions aequesery for the operation of the above declara- 
tion. 


‘The US and 27 other contracting parties had on 31 
Signed a declaration agreeing not to invoke the provisions of 
Article XXVIII of the General Agreement from January 1, 1954 to 
June 30, 1955. Article XXVIII permits the withdrawal or modifi- 
cation of concessions in the schedules to the Agreement, by 
negotiation if possible but unilaterally if negotiations should 
be unsuccessful. ‘In addition to the 27, Austria, Germany and 
Norway have signed the declaration on an ad referendum basis, 
and the Australian Government has recently decided to accept it. 
The GATT Executive Secretary has asked the contracting parties 
to vote on the question of extending time for signature of this 
declaration from December 31, 1953 to April 30, 1954 to enable 
these four governments to complete their acceptance of the. 
Geclaration. ‘Only Brazil and Peru have not indicated seaarincd 
intentions regarding the  aeperaorneld 
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DEPARTMENT COMMENTS ON In response to the President's re- 
RANDALL COMMISSION REPORT quest, the Department has trans- 

mitted to the White House its com- 
ments on the recommendations of the Report of the Commission 
on Foreign ogy Policy, the so-called Randall Commission, 
(See Issue No. 433, January 27, 1954.) It is our strong view 
that, on balance, the wisest course for the Administration to 
pursue would be to accept the program proposed in the report. 
as the new take-off point for the reformulation of our foreign 
economic policy. We consider that, otherwise, we run a risk 
that the advantages created by the generally constructive . 
nature of the report will be dissipated. In recommending this 
course of action, we note that there are many individual recom 
mendations with which the Devartment would have disagreed if 
they had not formed a part of the carefully balanced "package” 
which the report represents. However, if the Administration 
Should decide to reopen any of the major issues covered in the 
report, the Department would make more extensive and more criti- 
cal comments than the follcwing specific ones which are sub- 
mitted at this time largely to indicate omissions and to isolate 
ambiguities of the report. 





Economic Aid The Department feels that, in practice, the 
recommendations with respect to economic aid will need ampli- 
fication in order to provide a somewhat clearer basis for 
actual operations. The principal recommendation of the Commis-— 
Sion in this area calls for termination of economic aid on a 
grant basis as soon as possible. The report also states that — 
no further economic eid is justified unless it contributes to 
the security of the US, taking into account not only defense 
against aggression but many political and economic peuserere- 
tions as well, 





_ We point out that under present policies, the assistance 
included in the Mutual Security Program on a grant basis is 
based on security grounds. Some of these grants are to help 
nations support military forces essential for our security. 
Others, moderate in amount, represent a critical supplement to 
larger programs of development undertaken by some countries 
with their own resources, These latter programs are believed 
to be consistent with the Commission's thinking that “where our | 
security is importantly involved ... moderate grants in aid 
may serve the national interest of the US." In many under- 
developed areas, the relationship of our security to programs 
of development is direct and immediate. The security of the 


US 


UNC LASS IFIED 


DECLASSIFIED FOR PUBLICATION IN PORSIOTT 
RELATIONS OF THE UNITED STATES 








BEST COPY AVAILABLE 





UNCLASS IFIED 
o 8 « 


US will be greatly enhanced af these peoples are ‘convinced 
that free society holds more for them than does communis®.~. _ 
We Nave, therefore, regarded.economic aid as a wéapon in the . 
fight . agdinst. world communion a8 well as an. Leary cteece | of US. ; 
es ee -? 


| With. réspect to ‘the gnedinieeduhtes. that eouttnte ‘égaier- * 
ance should be in the form-of loans rather than grants, ‘there — 
may be some cases where substantial economic aid to a country 
will be warranted in the interest of the US where any loans — 
made would have to be in-a form not meeting ordinary banking  . 
standards. Such loans involve serious problems’ ang gifficul- € 
ties which: need. to be re-emphasized:.: 7 


In connection with economic grant aid there are & dé number : 
of. a jor problems on.which the report does not touch, for 
example, reconstruction aid in situations such as Korea, The | 
problems involved in the agricultural surplus disposal program 
also present difficult and important issues in the aid program. 


-We also note: that the Commission did not address itself 
to the question of extension of economic assistance in associa-' 
tion with. other. nations. This question is of significance both 
because of existing United Nations programs of that type and ~ 
because of the President's speech of April 16, 1953 in which 
he asked the. American people to contribute a substantial portion 
of thé savings of international @isarmament for world reconstruc- 
tion and development.-..As a follow-up to this proposal, the US 
sponsored a resolution, which was adopted by the: UN General 
Assembly, asking all governments to make similar piedges. 


US Foreign Investment We point out that there are addi- 
tiona Suggestions for stimulating foreign investment | which 
the report. Goes not cover and which merit careful examination, 
including: 1). the use.of technical. assistance in helping coun- 
tries to improve th=> climate" for. private investment and to 
provide. better information concerning investment conditions: | 
and opportunities; 2) improvements in the administrative and 
procedural aspects.of the: guaranty program; 3) greater use of 
bilateral tax treaties; 4) greater use..of the authority of the 
Eximbank. to. guarantee loans made from private: sources'on a con-'' 
tingent liability: basis; and 5) the. possibility of’ joint partied 
pation. by. the.Eximbank with private’ Ameritan or foreign’enter- - 
prise which would not invest in the absence of the Bank's 
participation. 
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_. Currency Convertibility ‘The-Department feels & somewhat. 
firmer understanding is. neeie0 of: what the Commission's recon- 
mendations.imply for action on’ converbility in the immediate 
future. Various. governments: have: indicated a serious interest 
in the early return: of their currencies to a convertible status. 
If positive and definable progress is to be made toward the goal 
of convertibility, the Department believes it is important to 
take advantage of. existing: favorable circumstances and attitudes, 
rather than awaiting new. initiatives. - The Department believes 
that it would be in full-accord with the approach and recommenda- 
tions of the report for the US to proceed expeditiously to reach 
understanding with the other principal countries concerned on: 
1) the amounts of credits which might be made available from. | 
the Federal-Reserve ‘System and the amounts which the US would. 
support for extension by the -Insernational ‘Monétary Fund ‘for 
the purpose of assisting in the establishuent of convertibility 
of sterling and other major currencies; 2): the terms dnd condi- 
tions which the US should impose in connection with the exten- 
sion of such ‘credits; and 3) specific additional steps by other 
countries which. would warrant commitment of such ‘support. In. 
view of the similarity of interests between Canada and the US 
in this general area, and Canada's present relatively strong 
financial position, this -Government..should. explore with ‘the | 
Canadian Government ‘the possibility of supplemental credits . 
from Canada for currency convertibility purposes. Moreover, we 
consider the US will need to ‘give careful thought to the rela- 
tion between the establishment of currency convertibility and, 
the continued SURIOSEnORG of the European. Payments Union. fi: 


A ricultural Polar: - The’ recommendations’ of the Conimistiich 

in this | y point: in’the-right @irection but a some-. 
what greater degree of specificity ie ‘hecessary, In implementa- 
tion of the Commission's recommendations, it would be necessary 
to consider, for example, the stan@arés: to: be. ‘applied in. restrict- 
ing foreign imports and subsidizing exports. 4 ih EES 


~ The Department: agrees ‘with ‘ the ‘pecotimendatione cone teilig’ 
the measures and policies thet will’ be most conducive of reducing 
the excessive instability of raw mterial prices, It assumes, 
however, that the Commission recognized: ‘that - many ‘of these meas-~ 
ures can-be applied. only gradualiy’ and will take a ‘substantial 
time to achieve their purpose. It assumes also that this fact 
was one of the reasons ‘why the ‘Cémmiséion voided closing the 
door on all international: ‘agreehents- to stabilize ‘prices in ite 
statement that "the Commission doés: ‘not believe that extensive 
resort to: eee F agreements will 801vé-the problem of price 
inatability .>. « Actually, we feel, ‘there wily probably ! 


continue 








UNCLASS PIED * 





DECLASSIFIED FOR PUBLICATION IN FOREIGN 
RELATIONS OF THE UNITED STATES 


UO ORE" aEE—=—=—— 





— eee 


BEST COPY AVAILABLE 


UNCLASSIFIED 
we Fat 


continue. to be very few commodities in which affected countries 
have sufficient desire for action of this kind-to result in an 
international agreement and: even fewer where an agreement would 
be both expedient and workable. Nevertheless, the US cannot 


_afford to adopt the attitude that it will not. under any eircum- 


stances participate in such an. agreement. - 





| Buy American Act The gecemmmatesten proposing the enbet- 
ment:.of the Buy American Act is ambiguous as to a major point, 
namely, what is meant by: the concept. of treating other nations 

"on an equal basis", If this criterion were to rule out coun- 
tries which cannot accept US bids. because they cannot afford 
to pay for the materials: in doilars,.the field of its applica~ 
bility would. be narrower and the effect would be contrary. to 
the Commission's clear intent to provide some liberalizing 
action in the Buy American area. Morecver, consideration needs 
to be given to the question of how to reconcile the approach 
implicit in the Commission's recommendation on this point with 
that implicit in its recommendation elsewnere that the US con- 
tinue to follow an unconditional most- favored- nation policy in 
trade Matters. 


President's Powers to Reduce rariffe The report 4oes not 
consider the special problem of the tariffs applicable to goods 
which are appraised on the basis of the American selling price, 
The question will have to be faced in connection with that part 
of the recommendation which relates to the reduction of tariffs 
over 50% ad veliorvem, The special group of commodities which 
are appraised on the basis of American selling price commonly 
have an ad valorem incidence of 200% or 300% in terms of normal 
valuation methods even though the apparent rates, as recorded 
in the Tariff Act, are about 30% or 40% in most cases. 


Organizational Provisions of the GATT With respect to the 
General Agreement on Tariffs and Trade, the Commission's report 
states that the organizational provisions should be renegotiated 
with a view to confining the functions of the Contracting Parties 
to sponsoring multilateral trade negotiations, recommending broad 
trade policies for consideration in the various countries and 
providing a forum for consultation on trade disputes. We point 
out that at present most of the GATT's provisions represent & 
multilateral trade agreement and have nothing to do with organiza- 
tion. We ask whether it is intended that the scope of these sub- 
stantive non-organizational provisions should be circumscribed 
and in particular whether there is any intention to limit the 
agreement on substantive provisions which embody broad trade 
policies, such as the general principle against import and ex- 
port restrictions. 
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Customs Administration The report is silent on a number 
of issues regarding customs administration and policy which seem 
to merit consideration. One is a proposal to amend the counter- 
vailing duty laws so that such duties are applied only where 4a 
Gomestic industry is being injured. Another is the proposal, 
mentioned above, to eliminate "American selling price" as a 
basis of appraising a special group of imported articles. Still 
others include: broadening the application of the provisions 
permitting substitution for drawback purposes; eliminating the 
provision that the Secretary of the Treasury may not alter a 
ruling which would favor importers except with the assent of the 
Attorney General; eliminating the proof-galionage basis for tax- 
ing imported distilled spirits; eliminating the discriminatory 
aspects of certain internal revenue taxes; and broadening the 
definition of commodities eligible for duty-free entry as 
"works of art", 


Esca Clause Actions It is worthwhile, the Department 
thinks, to consider whether to ask the Congress to limit the 
procedural provisions of the escape clause so that frivolous 
cases need not go through the formal investigation procedures 
of the Tariff Commission and applicants will not be free to 
file a new escape clause application immediately upon rejection 
of a prior application. 


European Economic Integration In iny complete reformula- 
tion of i foreign economic policy, our views with respect to 
European economic integration need to be stated. Although some 
favorable mention is made of Western Europe's progress through 
the OEEC in widening the area of multilateral trade and payments, 
the question of European economic integration is not dealt with. 
For example, the report does not mention our support for the 
European Coal-Steel Community nor does it mention the US view 
concerning the promising economic aspects of the European Defense 
Community and the proposed European Political Community. 





Restrictive Business Practices One important area of 
foreign economic policy with wnich the report does not adequately 
deal is the problem of restrictive business practices as they 
affect international trade; except for a brief reference in one 
limited context--that of encouraging international investment-- 
no recommendations are made with respect to this problem. If 
reliance is to be placed on the stimulating effects of competi- 
tion in international trade, more progress must be made in the 
discouragement of cartel practices. 





* » * 
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RECENT DEVELOPMENTS CONCERNING The Common Assembly of the 
EUROPEAN COAL-STEEL COMMUNITY European Coal-Steel Community 
FI met in extraordinary session 
last month, primarily to exchange views on general investment 
policy. The High Authority also used this opportunity to 
Submit a report on the over-all situation of the Community at 
the beginning of 1954.. : ae ae 





The. Common Market The High Authority's report points out 
that by the first of the year the common market had been in 
existence 11 months for coal, iron ore and scrap. and for 
just over 8 months for steel. It states that: one of the 
most manifest and immediate effects of the creation of the 
common market was intensification of. the trade, particularly 
in. coal, between the six-countries of the Community. It also | 
states that the common mérket provides new outlets without 
which producers would have been tempted, in anticipation of. 

a depression, to. adapt. themselves to wavering demand by 
a.reemant among themselves to limit production instead of 
lowering actual selliny, prices. The result is that the 
consumers, particularly consumers ‘of steel, enjoy prices 

lower than those existing before creation of the common market. 





.. Elimination of Restrictions The High Authority's report 
enumerates what has been done in the way of eliminating restric- 
tions. All quantitative restrictions, which were numerous, have 
been abolished as have all currency restrictions. France had 
increased prices of some cate,ories of imported coal to bring 
them to the same level as home=produced coal and these increases 
have been abolished for deliveries from another country of the 
Community. Some of the discriminations in the field of trans- 
port have been abolished; and others will be abolished durin: 
the two-year time limit set by the treaty. Finally, the High 
Authority has been able to abolish some of the complicated 
systems of subsidies to certain producers and of special 
preferential treatment of certain consumers. others of these 
systems have been attenuated, and still others temporarily 
maintained in order to avoid economic and social distortions. 
All of the latter arran,ements will be carefully reconsidered 
and it is expected that this work will be lar,ely completed 
before March 31, 1954. 


Prices and Price Schedules After the creation of the 


common market, the High Authority worked out a price policy 
accordin, to the market situation for the various products. 
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A flexible system of maximum prites was introduced with regard 
to coal which has already been adjusted and will be entirely 
reconsidered at the end:of the current coal production year. 
Iron ore prices were freed from-contrcl; a system of zonal 
ceiling prices, combined with an organization and perequation 
of purchases outside the Community, was introduced for iron 
and steel scrap; and freedom of competition was encouraged with 
regard to steel. The High Authority reports that the result 
of the intensification of competition on the market of the 
Community is that the real selling prices are at present in 
various degrees lower than the prices published by the enter- 
prises upon creation of the common market. During a period of 
lesser demand, the existence of the common market facilitates 
the mutual adaptation of production and prices and gives the 
possibility of economic adaptation which is impossible in 
secluded national markets. 


After the creation of the common market the price schedules 
of the enterprises remained entirely unchanged in spite of the 
fact that the actual selling prices substantially declined in 
various degrees according to the country and to the products. 

The High Authority studied the situation to find a solution 
which would provide for realistic price schedules but which, 

at the same time, would not call for continuous changes in the 
Schedules. As a result, on January 7 the High Authority issued 
modifications to its previous decisions which reaffirmed the 
principle of non-discrimination and the obligation to make public 
the prices charged by the steel enterprises. These provide that 
producers' price lists must be changed only if the real price. 
(calculated over an average of the previous 60 days sales) exceeds 
or falls by 24% above or below the published price’. French, 
German and Italian industries have all reacted unfavorably to 
this decision and the French Government has filed an appeal with 
the CSC Court against the High Authority's decision. 


Cartel Problems One of the aspects of the CSC develop- 
ments causing particular concern in the US has been the 
continuing delay in. dealing with cartel problems. In May of 
1953 the High Authority did publish a decision liquidating the 
existing organizations in charge of distribution of iron and 
Steel scrap and stating the national regulations interfering 
with the freedom of trade in that product should be abolished. 
Also the High Authority made inquiries about existing agree- 
ments and organizations, considered complaints about monopo- 
listic practices, drafted rattan: and appointed a 


working 
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working group on cartel matters. However, no significant 
action on this problem resulted. Coal and steel restrictive 
arran,ements cotinued to flourish and a combine was established 
for the purpose of fixing export prices for steel. It had been 
reported that some members of the Council of Ministers and of 
the Governments of the participatin, countries had taken 2 ne.a- 
tive attitude toward vigorous action on the cartel front. 


Now, however, it is reported that the High Authority is 
taking initial steps with re,ard to these problems, starting 
with the coal sales or.,anizations which exist in almost all of 
the countries. It appears that the High Authority first will 
decide only on the principle and establish the non-compatibility 
of the or, anizations with the CSC treaty. This will be followed 
by detailed decisions on reor,anization or dissolution, with the 
orzanizations that are operating, inconsistently with the treaty 
being given time to come up with new arrangements. The High 
Authority reportedly is planning to move at the same time a.ainst 
the steel export cartel and hopes to complete work on the draft 
re;,ulations under ‘rticle 66 with regard to concentrations before 
the March 8 Council meeting. However, itappears that consider- 
able difficulty is being encountered in ,.etting ayreement on the 
regulations. 


Investment Program One of the main preoccupations 
of the High Authority has been to establish the credit rating 
of the Community in order to mobilize resources which would 
enable it to contribute to the financing of capital investments 
of the enterprises. With this in view, early in 1953 the High 
Authority imposed a levy on coal and steel production. so that 
these funds could be the base for financial commitments which 
the High Authority might undertake in the interest of the 
enterprises. In addition, the High Authority searched for new 
financing sources outside the Community. 


At the Assembly meeting Monnet presented his investment 
pro,ram which was approved unanimously, constituting an im- 
pressive vote of confidence for the High Authority. The 
resolution states that: 1) the: investment policy of the Community 
must aim at a reduction of production costs, especially in the 
iron and steel industry; 2) the production of coking coal must 
be increased within four years by 15. million tons; and 3) a 
substantial portion of the initial investments financed by 
the Community must be earmarked for construction of workers 
housin,. 


The loan 
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The loan negotiations which have been taking place with 
the US were referred to at the Assembly meeting but not dis-. 
cussed in detail... Momnet emphasized that: be had asked the 

US not for aid but for @ loan on the basis: of the: Communty's 
credit standing. The High Authority. re,ards its role as that 
of a prudent and informed lender and will assure itself that ~ 
the projects. submitted constitute sound financial investments. 
but it does not wish to direct the investment dctivities of the 
enterprises and will not work out any rigid investment prozrams. 
Monnet has recently discussed the possibility of a US loan with 
Secretary Dulles. in Berlin. 


Relations with Third. Countries The heneebiy else: heard: 
a report on the relations of the High Authority with the Counci 2 
of Europe, the OEEC, the Contracting Parties of GATT, the ILO, 
the ECE and the US...The report concluded that. clear pregress 
had been made during the. year in this regard and the outlook is’ 


for a cont inuation of satisfactory Covelopmenss’. 


One of the most important problems in: ‘this. yesh is to- 
obtain a closer association with the UK. Monnet recently sub- 
mitted a proposal for negotiations.to the British but the latter 
have not yet replied. Reportedly the British are well aware of 
the political importance of a close! assa¢iation and its bearing 
or, the European Defense Community but. the matter will have to be 
considered by the Cabinet, with economic considerations taken 
into account. The US wants to encourage early British action 
toward closer association with the Community, but the le,itimate 
interests of other non-member countries and the UK premise of 
no surrender of sovereignty would appear to. restrict the 
ran.e of feasible alternatives for association. We are 
concerned in that Monnet's proposal appears to foreshadow 
a mutual preferential arran,ement for steel. and possibly 
coal, which would raise fundamental issues of policy. However, 
Monnet's su,pestions appear sound for organized consultation 
with the UK on matters of mutual concern, procedures for 
Joint action in certain situations, and institutional arran.,e- 
ments for effecting such consultations and joint action. 


Future Plans As to the immediate tasks remaining, before it, 


the High Authority report mentions the various arrangements with 
rey.ard to coal which exist in the countries of the Community for 


the purpose 
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the purpose of avoiding unfavorable effects on an excessively 
rapid evolution of productiom, prices, employment and trade. 
These. arrangements wiil be considered before March 31, °1954 with 
a view to seeing if they can be abolished. In addition, there 
are considerable differnces between the conditions under which 
distribution of products between the individual countries of the 
Community and within each of them takes place. The mgrret of 
iron and steel scrap does not function yet as a real common 
market in view of the obstacles which still exist and adminis- 
trative restrictions which have not yet been abolished by certain 
national governments. With regard to steel, purchases of it by 
one country of the Community from another are still burdened with 
administrative formalities which involve additional erpenses. 
Comparisons between the price schedules of various enterprises 
are still difficult. The elimination of cartels in the coal 

and steel industries must help to counteract any influence which 
is incompatible with the functioning of the common market on the 
basis of free competition. The harmonization of transport 
conditions is another objective... 


As to plans for the next few years, the High Authority 
intends to concentrate its activities. in the period 1954 to 
1957 on the operations from which it can be evpected that essen- 
tial results will be obtained during that period. It believes 
the general objectives of steel production must mainly consist 
in the attainment of a higher productivity (with moderniza- 
tion of plants and rationalization of production) and in the 
lowering of the cost of raw materials. The objectives with . 
regard to coal are threefold: 1) conditions of coal supply 
in the Community must be such as to facilitate the competi- 
tion of all of its member states, particularly insofar as 
the metallurgical industry is concerned, with third countries; 
2) coal produced within. the Community must under normal circum- 
stances successfully compete with the imported coal; and 
3) coal produced within the Community must successfully 
compete with other sources of energy. Another objective 
of the Community is to promote and supervise investments for 
modernization and equipment purposes and the building of 
workers' houses. 


SOUND 
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‘SOUND GEAMAN ae REFLECTED Substantial liberalization’ by 
-MO TOWA A Germany of dollar. imports, ex- 
pected very. soon, plus a recent 
partes of iiberalization measures in the invisibles sector re- 
flects the notable strengthening of Germany's balance of pay- 
ments position and economic condition in general. The measures 
also reflect the basic current predominant tendency on the’ ‘part 
of tnose responsible for the German economy to achieve convertt- 
bility and to follow a laissez-faire economic policy with only’ 
limited governmental intervention. With gold and dollar reserves 
of more: than $1 billion and an EPU ‘surplus of more than $800 © 
million; Germany has become a leading creditor nation. Roughly 
since late’ 1948 or early 1949, the volume of the gross national 
product has risen 56%, industrial production has almost. tripled, 
industrial productivity is up 50%, “real weekly earnings" of 
industrial workers are up 80%, and food production has' climbed 
40%, Current. expansion, however, is at a pace which more nearly 
approaches normal growth, with the gross. national product in 
1953, for example, showing an. increase of more than 5% over 
the previous year. ) . 


According to a recent OEEC ennet, Germany, with the neta: 
of external aid has emerged from the period of intensive post- 
war reconstruction with a balanced distribution of the use of | 
resources and a satisfactory relationship between financial 
flows and the volume of goods and services. The structure of 
prices and of production has shown flexibility in’ the face of 
changing conditions, the report continues, the level of invest- 
ment is adequate to provide for a dynamic economy, confidence 
in the currency and internal financial stability attained, and 
a balance of payments surplus achieved. This process has been 
accompanied by a considerable alleviation of the main social 
probiems--unemployment, the refugee problem, housing and the - 
restoration of living standards. 





Trade and Payments During. the past: year there has been'a 
continue ais strengthening of West Germany's international trade 
and’ payments position. The value of exports in the first 10° 
months of 1953 rose 7% and the volume rose 13% over those of 
the’ corresponding period of 1952. The value of imports in 
1953 was little different from that of 1952, but the volume of 
imports during the first nine months of 1953 was 16% higher 
than in the corresponding period of 1952, reflecting the -lower 
level of prices prevailing. The large improvement in the rela- 
tion of import to export prices has led to a considerable in- 
crease in Germany's surplus on trade account. The terms of 


trade 
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trade improved in Germany's favor 9% in the first three quarters 
of 1953. The trade surplus rose to about $600 million the first 
10 months of 1953. The current account surplus rose from $161 
million in 1951 to $980 million as of August 1953... 


Gold and dollar reserves continued: to increase, the total 
at the end of October 1953 exceeding $1 billion, of which $412. 
million represented the increase in the first ten months of the 
year. This substantial addition to reserves occurred Gespite 
the decline in receipts from external. aid and payments made to 
_the Eximbank, to external creditors and to the International — 

Monetary Pund. In addition, Germany's increasing surplus in 
the EPU reached $864.3 million at the end of January. This 
improvement in Germany's financial position is attributed | 
primarily to an expansion in exports, accompanied by 2 Slight 
reduction in imports. | 


ie ‘Trade Relaxations Because of its increasingly favorable — 
foreign exchange position, Germany has been able to eliminate © 
a number of trade restrictions. The percentage of liberaliza- 
tion in respect to OEEC countries was raised to 90.1% in-April 
1953, the remaining 9.9% comprising mainly agricultural products. 
Furthermore, Germany recently notified the OEEC of the addi- 
tion of: some 300 items to the liberalization list; thus rais- 
ing the percentage of liberalization to 92% in respect to OEEC 
countries. More liberal treatment also has been afforded to 
imports from various non-OBEC countries. 


In view of Germany' s trade position, the Trade Agreements 
Committee considered last fall the possipilities of German 
relaxation of restrictions on imports from the dollar area. 

On the basis of the Committee's recommendations, our interest 
{n such liberalization. was discussed with German Finance Minister 
Erhard first in Germany: and then during his visit to Washington 
last November. The matter has since been pursued by HICOG offi- 
cials, and we now understand that Germany soon will remove re- 
strictions.on some 2,000 items for import from the dollar area. 
The composition. of’ the list of items apparently has been sub- 
ject to some disagreement within the German Government, efpe- 
cially with regard to inclusion of certain agricultural items. 
Recent reports indicate that the list will include both tobacco 
and cotton, items of considerable importance 48 US exports. 
German authorities have pointed out that they do not expect 
dollar countries to find the list completely satisfactory and 
that a multitude of factors makes this virtually impossible 
at present. 

Invisibles 
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Invisibles Liberalization ’The German Government has taken 
@ series of measures to liberalize invisible transactions. 
Recently Germany has resumed service on foreign debts within 
the framework of the London Debt Agreement which came into 
force last September. In January the figure for "small amounts" 
under the Agreement which may be transferred immediately in a 
lump sum was raised from 10,000 to 50,000 deutschemarks. The 
Bank Deutscher Laender announced at the end of December that 
it would permit the transfer of all original blocked non- 
business deutschemark accounts which were less than DM 10,000 
on December 31, 1953. Simiiarly, accounts over DM 10,000 may 
be transferred in amounts not exceeding DM 500 a month. Transfer 
of earnings on investments made with original blocked marks is 
now permitted. German residents may now accept without special 
license all foreign currencies and payment instruments for goods 
and services rendered. The amount which residents may freely 
import and export has been raised to DM 300. The amount a 
resident may transfer for tourist travel in EPU countries has 
been increased to DM 800 a year. The limitation on transferring 
earnings on investments in the Federal Republic to countries 
signatory to the London Debt Agreement has been lifted, the 
cut-off date for investment on which earnings could be trans- 
ferred being advanced from July 15, 1931 to August &, 1950. 





Countries are constantly requesting US support in pressing 
Germany for greater liberalization to mitigate the payments 
surpluses in the EPU. They consider the stated intention of 
Germany to concentrate only on accelerated debt repayment and 
further invisibles liberalizations to be inadequate. It is too 
early to determine the total impact of recent measures on 
Germany's EPU surplus. In all probability, even with increased 
exports to EPU countries, however, Germany will continue to run 
large surpluses in the EPU. In any event, Germany is expected 
to continue its efforts to eliminate trade restrictions and to 
increase the scope of invisibles liberalization, the ultimate 
objective being full convertibility. Measures already taken 
are viewed as evidence of Finance Minister Erhard's announced 
policy of taking quick, progressive steps toward convertibility. 


Other Economic Aspects A further expansion of production 
is forecast for 1954. The increase in the gross domestic 
product is estimated at 54% for 1953.and 43% for 1954. However, 
the rate of increase is lower than in earlier years (203% in 
1950 and -18% in 1951); but appreciably more than the expansion 
attained in other countries. There has been a marked shift 


in 
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in the industrtes contributing to the expansion, and one current 
dark spot, for example, is the decrease in iron and steel output, 
due in part to a decreased demand and increased competition. 


Accompanying the expanding production has been an increase 
in employment. While the over-all employment situation is 
encoureging, unemployment is still relatively nigh, especially 
in areas receiving refugees from the East. Although the influx 
of refugees has created a number of social and economic problems, 
it has also contributed to the expansion of the economy, since 
without such an addition to manpower and consumption, the in- 
crease in production of recent years would not have been so 
rapid. To alleviate one of the most critical problems result- 
ing from the influx of refugees, that of housing, the US recently 
has authorized the use of the equivalent of $15 million, to be 
generated by the surplus commodities program for Germany under 
the Mutual Security Act, for construction of refugee housing 
in Berlin and the Federal Republic. 


A continued rise in consumption is expected to accompany 
the increased output, with a 6% rise forecast for 1954. As was 
to be expected with the slower rise in industrial production, 
the rate of increase is less than in previous years when the 
discrepancy with prewar living standards was considerably greater 
than now. The rise in living standards during the past few years 
occurred first in food consumption, then in clothing, and only 
after that in durable consumers' goods. 


Changes in the fiscal structure, intended to create a more 
favorable atmosphere for financing of investment and the restora- 
tion of the capital market, are also expected to allow consump- 
tion demand to keep pace with expanding production. Among the 
changes, for example, are reductions in income taxes, in the 
corporate tax rate on distributed profits, and in indirect taxes 
on certain commodities such as tobacco, coffee and sugar. 


Since the rate of self-financing probably will not be main- 
tained, the rate of investment planned for the next few years 
must depend on a considerably increased flow of funds from the 
banks and the capital market. Some obstacles to long-term invest- 
ment, particularly to bonds, that derived from the experience 
of two inflations are expected to be progressively overcome due 
to the increased confidence in the currency. But, even if a 
substantial widening of the capital market is achieved, it is 


not 
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not certain that those industries where modernization and pro- 
ductivity have tended to lag will receive their proper share 
of the total available finances. This applies particularly to 
basic industries such as coal and steel. German authorities 
currently are giving priority to investment in basic industries 
by special depreciation allowances, by granting priority to 
bonds issued by these industries, and by directing counterpart 
and other public funds to them. Efforts will have to continue 
to redevelop the capital market so it will attract a rising 
volume of private savings and be in a position to provide a 
large share of investment financing, and to assure the necessary 
priority for investment in certain basic industries. 


Prospects Prospects are that the West German economy will 
continue to grow, though admittedly the rate of growth is slow- 
ing down. The economy, of course, is still subject to the 
effects of serious economic fluctuations in the Western World, 
but to a lesser extent than at any time since the war. In 
addition, Germany has continuing rulitical and economic problems 
arising from the partition of the country and the later start 
of her recovery process. The aid to Berlin, the refugee problen, 
unemployment concentrated in certain areas, and the remaining 
war damage are aspects of these difficulties which affect the 
use of resources. In spite of these problems, Germany now 
appears to have the ability to cope with her problems through 
continuing economic exvansion, while maintaining a satisfactory 
balance of payments. 
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US AND IMF FINANCIAL Both the US Treasury and the Inter- 
“ASSISTANCE FOR PERU national Monetary Fund recently re- 
sponded to Peru's urgené request of 
some four weeks ago for financial assistance to help 
stabilize the exchange rate of its. currency, which had been 
depreciating. to a disturbing degree. A major object of . 
this action was to make it unnecessary for Peru to re-impose 
restrictions on payments and imports. A total of $25 million, 
“half from each agency, is ta be made available to Peru by 
means of parallel but separate arrangements. Peru requested 
$30 million and it is understood that.the remaining $5 million 
credit is to be supplied by the Chase National Bank. 





Under the terms of a Stabilization Agreement between 
the US and Peru, the Treasury- through its Exchange Stabiliza- 
tion Fund wili undertake to purchase Peruvian soles up to 
an amount equivalent to $12.5 million for the purpose of 
‘stabilizing the dollar-sol exchange rate, should the occasion 


' for such use arise, In addition, a 12-month stand-by credit 


_ arrangement with the International Monetary Fund will enable 
_. Peru to draw up to $12.5 million from the Fund, This latter 
arrangement necessitated a waiver of the provision in the 
Fund's Articles of Agreement limiting drawings during a 
12-month period to 25% of a country's quota, which, in the 
case of Peru, is $25 million. 


Background Peruvian authorities have been increasingly 
concerned over the extent of exchange rate deprectation which 
occurred. during 1953 and which has continued into 1954. 
Following a full year of exchange rate stability during 1952, 
the rate depreciated 41% since the beginning of 1953, or 
from 15.6 soles per dollar in 1953 to as low as 22 soles 
per dollar in February of this year. 





Since the Fund received the Peruvian request for a 
stand-by arrangement as it was on the point of consulting 
with Peru under Article XIV, the two problems were ccnsidered 
at the same time in the Fund. A Fund mission went to Peru 
to discuss the situation further, These discuss‘ons indi- 
cated that depreciation of the sol had been caused by the 
expansionary effect of the fiscal deficit, speculative opera- 
tions, expanding imports, and a decline in export prices. 

On the other hand, Peru's basic economic situation is con- 
sidered strong. Exports have been expanding in volume. 


Long-term 
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Long-term capital investments were substantial in 1953 and 
-prospects for 1954 are promising. Agricultural production 
in 1953 was almost record breaking and 1954 promises to be 
another good year. 


Corrective Measures Prior to requesting outside assist- 
ance to meet the current emergency, the Peruvian Government 
took a number of measures to correct the situation. These 
included suspension of various public works projects, raising 
reserve requirements, and qualitative credit control particu- 
larly with respect to loans for financing imports. Except 
for a bén on automobile imports, however, Peru has maintained 
its international trade and payments substantially free from 
governmental restrictions. 





In negotiating with US and Fund officials on arrangements 
for financial assistance, Peruvian officials gave assurances 
that the Government would intensify its own efforts toward 
stabilization. In keeping with such statements, Peruvian 
President Odria on February 22 announced in a radio address 
&@ program to stabilize the sol. This program includes plans 
to balance the budget by reducing experses to the greatest 
possible extent. The public works program is to be revised, 
with only those projects already uncer construction to be 
continued and at a rate that will permit finarcing by avail- 
able resources, All new projects are to be stopped as well 
as those recently begun which are not of major urgency. 
Revenues are to be increased through 2 new tax proposal 
already submitted to Congress and @ new law permitting 
utilization of unspent balances in svecial accounts. Vigorous 
efforts will be made tc avoid increases in currency circula- 
tion, expansion of bank credit and discounting of Treasury 
bills. Whether the new program is to inciude curbs on the 
use of Central Bank crecit by the Government is not ciear. 
Fund officials who went to Peru have emphasized that this is 
more important in restoring domestic monetary stability in |. 
Peru than further curbing of expansion of ordinary commercial 
bank credit. 


Peru will maintain its flexible exchange rate system, 
which it has had since November 1949 when its par value ceased 
to apply to any transactions. The Central Bank of Peru will 
intervene in the exchange market to assist in the establish- 
ment of a rate which will maintain equilibrium in the balance 


of 
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of payments. and discourage speculative transactions which 
would undermine confidence in the national: currency. The 
present arrangement with the Fund and US Treasury provide 
the Peruvian authorities with the necessary reserves tor 
such parevians. 

Peru will alsa maintain, under the present arrdnge-_. 
ments, its system of dual exchange rates--an exchange cer- .~ 
tificate rate which applies to most trade transactions and 
to some approved non-trade items, and a free market (draft) 
rate which applies to all other transactions. The rates 
in the -two rues ordinarily differ from one to two percent. 


.. Be is hoped that the Government's program, coupled 
with US and Monetary Fund financial assistance, will lead 
to domestic monetary and fiscal stability in Peru and con-. 
tribute to the ultimate objective of exchange rate unifica- 
tion-and establishment of a fixed rate of exchange. 


* * * 


US POSITION ON The US does not , Sointione ete renewing its 
KOREAN | TUNGSTEN tungsten contract with the Republic of 
Korea when it expires -but will be glad to 
discuss with Korean officials plans for improvements in 
the efficiency of the Korean tungsten industry. to aid in 
its becoming competitive in the world market, with the 
thought that such plans, might be worked out Within the 
framework of me aid progrem., | 





Background In March 1952, an seteedint ‘and contract 
was signed between the US and the Republic of Korea under 
which Korea agreed to sell, to the US its entire production 
of tungsten concentrates except quantities needed for 
domestic consumption. The contract called’ for purchase of 
the tungsten at $65.00 per short ton unit f.o.b. Pusan 
with the provision that Korea pay any additional refining 
costs necessary to bring delivered concentrates up to 
specification standards. The contract was for a five-year 
period or until the US purchased 15,000 short tons of con- 
centrates, whichever came first. It is expected that 
ai of 15,000 tons will be completed by about April l, 
CG > 





Korean 
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Korean fpproaches As the US contract neared fulfill- 
ment, Korean SPPisiE is beocur concerned about the maricet 
for their product in the future, particularly since it 
cannot compete at the present world price of $18 to $20 a 
ton. In. January the Korean Minister of Foreign Affairs 
sent a note to Secretary Dulles urging the US to extend the 
contract with Korea “until the stability of the world 
tungsten market makes possible the operation of Korean 
tungsten mines without running into heavy deficits." The 
note stated that 80%-of the world's tungsten is produced 
in Communist China and it is therefore essential that 
principal free world sources are kept in operation. It 
maintained that the price support given to US tungsten mines 
should be extended to Korean mines by renewing the purchase 
agreement or, if that is impractical, that a new agreement 
should be negotiated stipulating a "new, reasonable price." 


Subsequently, the Korean Ambassador called on Department 
officials and pointed out that sudden termination of the 
contract would be "disastrous and extremely unfortunate" in 
the face of general rehabilitation efforts of thousands of 
persons depending upon tungsten mir’... for a living. 


US Position We have authorized Ambassador Briggs, 
after consultation with Korean Economic Coordinator Wood, 
to reply to the Korean Foreign Minister for the Secretary 
stating that US Government requirements for tungsten are 
either met or under contract, that no Government funds exist 
to buy additional tungsten, and that present contractual 
obligations are being reduced where possible. It will be 
stressed that the US shares Korean concern about the impact 
which termination of our contract would have on the tungsten 
industry and that we are prepared to furnish marketing and 
technical assistance and to finance capital improvements, 
if necessary, within the framework of the aid program. 


The Foreign Operations Administration has instructed 
its representatives to consult with Korean officials with 
a view to developing a plan for transition to world market 
conditions and for long-run improvements in the efficiency 
of the industry. 
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PROGRESS IN New and decisive advances in land reform are re- 
LAND REFORM counted in a recent UN report, which also points 

out the need for further action. The report, 
"Propress in Land Reform", 1s based on replies of 50 nations 
to a UN questionnaire which was designed to determine just what 
developments had taken place in the field, principally since 1945. 
This report, prepared by the UN in cooperation with the Food and 
Agriculture Organization and the international Labor Organization, 
is the first in a continuing series which will provide for regular 
review of progress achieved by governments. It will be consicer- 
ed by the Economic and Social Council at its 17th session which 
opens March 30. Since the intewest of the ECOSOC is primarily 
in the reform of a,yrarian stzucture to further the economic 
development of under-developed countries, emphasis in the report 
is on conditions reported and measures taken in those countries 
where the existin, @.rarian structure is considered to consti- 


tute an obstacle.to economic development. 


| Great contrast is shown to exist between different countries 
in the need for land reform. Statements from the countries in 
the world's temperate zones assumed that no major reform measures 
are needed, southern Europe being an exception. Replies from 
countries in obher regions indicated that major reforms of one 
kind or another are needed. Despite the differences in need 
for reform, some common objectives of policy were evident, tne 
most striking being family-farm ownership. Different interpre- 
tation of the concept of land reform also was evident in the 
replies. Some governments referred to land reform only or 
mainly as measuresfor redistribution of land ownership. OCthers, 
includin,, the US, regard land reform as improvement of apri- 
cultural economic institutions, such as lend ownership and 
tenancy, land rents, taxation of a;ricultural land, agricultural 
credit and produce marketing. A third interpretation covers 
also policies for increasim, agricultural production and improving 
land use. Such differences in definition are inevitable since 
they reflect differences in the nature of policy; but they aiso 
make comparisoprdifficult. 


Extent of Pro.ress The report's survey by regions shows 
that in the US, Canada, Australia, New Zealand, and in the 
countries of northwestern Europe, wheee family-farm ownership 
is well:restablished, reform policies do not involve major 
institutional chanes, but rather measures to assist the exist- 
ing type of farming. In these countries, ,eneral a,ricultural 
policy is comprehensive and includes continuing State activity 





to assist 
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to assist farmers in many different ways. In southern Europe, 
reform measures in the interest of landless, small and medium 
farmers are needed. Except for measures of land redistribution 
and reclamation in Italy, evidence of progress in this region 
is slight, although the descriptions of the agrarian structure 
Suggest that it is defective and that there is creat need for 
increasing agricultural production, and for raising rural 
living standards. Recent measures of land redistributions in 
eastern Eurcne are reported to be extremely wide in scope, 
amounting t« the complete elimination of large privately owned 
estates, and their distribution among small owners. 


It is in Asia that the most extensive recent progress in 
land reform is reported. The predominate feature of the 
agrarian structure, until very recently, has been the excessive 
rents taken by landlords from tenant cultivators. Reform 
measures thus are primarily concerned with the aboliton of this 
type of landlordism and with transfer of ownership from land- 
lordism and with transfer of ownership.from landowners to the 
cultivating tenants. The most important measures reported are 
those in Japan, Formosa, India and Pakistan, all of which aim 
at transferring ownership of land to the peasant. 


By comparision with Asia, changes reported in the remaining 
regions are far smaller in scope. The defects in a,rarian struc- 
ture which they seek to remove are in some respects more diffi- 
cult to deal with, although in other ways, particularly with 
regard to the pressure of population of the land, these re,ions 
are in a more favorable position to institute reforms. In 
central Africa, under indigenous tenures, involving communal 
possessian with secure usufructuary rights for the cultivator, 
larze land ownership does not exist, and the real problems arise 
from the methods of agriculture, which lead to growing food 
shortages and land exhaustion. Proyress has been achieved but 
the ex®ent is difficult to assess. 


In the Middle East, little prox,ress is reported except tn 
Egypt and Turkey. Exypt, in September 1952 enacted a compre- 
hensive reform measure, and Turkey's reforms date back to 1945. 
(No reply had been received by the UN from Iran where land 
redistribution has been initiated). 


In Latin America, although the defects in the agrarian 
structure admittedly prevent social and agricultural progress, 
the need for reform policies in the interest of the landless 
small and medium farmers is only now beginning to gain recogni- 


tion 
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tion, the, report states... Of the eleven countries replying. 

to the questionnaire from this region, only Mexico and Bolivia 
reported comprehensive reform policies; although Brazil, Cuba, 
Haiti and Honduras are considering land reform measures. it 3 


Thus, a ‘review of progress by veatoub ‘peiaiantd ‘that the 
need for-further progress is most evident intothe-countries of 
Latin . --~enid ine} careed the Caribbean region; and in. the 
Middle East. aa : 


The venett also .appraises progress in the kind of measures 
that have been taken. Sixteen countries reported progress in © 
land distribution and 15 in land settlement schemes. In Europe 
.and most countries of recent settlement much has been done for’ 
agricultural workers by legislation regulating wages, conditions 
of employment, housing, and social services. Some governments, 
where.. rural under-employment is a problem, have shown special 
interest in promoting rural indusbries. A number of countries 
reported pregess in consolidation of fragmented: holdings, in 
land re;istration, and in improving the supply of credit. - 
Prozress in cooperative organization is very general, with 
cooperatives being set up in all parts of the world. 


It is emphasized that althaugh progress in reforu measures 
has been made in many countries, it is by no means universal and 
that policies of a comprehensive nature, as distinct from 
particular reform measures, have been introduced chiefly in 
rurally over populated countries. Only in Asia is it possible 
to speak of general progress in institutional reforms on a very 
large scale. Apart from Asia, major measures of reform amount- 
ing to fundamental changes in the agrarian structure are reported 
in Egypt, Mexico, Bolivia and the countries of eastern Europe. 


Prospects for Future Progress Viewing prospects for 
further progress, the UN study reports that governments replying 
to the questionnaire cited a number of obstacles: shortage of 
trained persecnnel, lack of data regardin, the ay,rarian structures, 
opposition of landowners, social conservatism in the rural 
communities. and inddequate financial and economic resources. 

The extent to which lack of resources impedes reform measures 
inevitably depends on the nature of the reform, and the report 
points out that some of the most important institutional reforms 
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do not require large financial outlays. However, where land | 
reform is conceived as a comprehensive policy, involving, not 
only institutional reforms but also 2 vari6éty of technical and 
-other.measures, lack of financial resources undoubtedly is a 
limiting factorin many of the under-developed countries. 


Only a few governments responded to the question on 
Suggestions for international action and these replies showed a 
wide variety in approach. Several ,~overnments stressed the need 
for closer 'study of questions relating to land reform. The US, 
for example, proposed the issuance of a2 questionnaire every 
three years to help governments assess their own programs and 
to provide increasing information on a world-wide scale. The 
value of collection and analysis and wider diffusion of informa- 
tion on land reform was emphasized by several governments. The 
US called for analyses of land reform activities in specific 
countries and the promotion of regional meetings where admini- 
strators and educators might exchange experiences and acquire 
helpful information. Several countries, including the US, 
emphasized the benefits of direct technical assistance in 
training of personnel and on specific aspects of land tenure. 
Three governments recommended the establishment of 2 special 
international "land reform fund". A UN Declaration of Land 
Reform and a UN Committee on International Action for the 
Promotion of Land Reform weee also proposed. 


In addition to the foregoing recommendations for inter- 
national action, the report recapitulates possiblities for 
further action which emerged from the governments' statements 
in response to other questions. With regard to improvement in 
systems of land tenure, the replies showed the particular 
significance of cadastral surveys and the registration of 

title to land, security of tenure and adjustment of rents, 
consolidations of fragmented holdings and the administrative 
implementation of legislation. The importance of improvement 
in agricultural methods is emphasized in the report and promising 
fields noted for improvement are soil surveys and land 
classification; establishment of local organizations to make 
available to farmers modern machinery and related maintenance 
and repair facilities; education and applied research; and 
vocational training in management, marketing and other subjects 
where land reforms have brought into being a new class of 
owner-operators. In the economic field the replies brought out 
the need for further measures to strenghten agricultural credit 
institutions, to promote credit and marketing cooperatives, 
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to improve the fiscal system, to provide increased investment in 
agriculture, and lastly, to integrate land reform in a wider 
framework of development. It is apparent, the report states, 
that if comprehensive reform policies are to be carried out in 
full,’ ‘and are to achieve their objectives, the provision of 
financial resources is required, especially in under-developed 
countries. 


The report concludes that not only are there many 
opportunities for further action on lan?@ reform, but also ‘that 
there are many methods which can be used to achieve the objective @ 
of land reform policies. The situation requires that use be 
made of every possible opportunity, that the mdbilization of 
resources be pursued as far as practicable and that. every 
appropriate method be applied in the effort to accelerate ‘ 
progress in land reform and so make the largest possible contri- 
bution to economic development. 


* * oc ! 
EAST A preliminary review of economic 
DEVELO PMENTS developments in the German Democratic 


Republic .in-1953, prepared by HICOG . 
Bonn, points out that by the end of the year East Germany had 
accomplished a degreeoof recovery from the serious situation 
existing earlier in the year. The fist half of the year was 
- marked by shortages, pressures on private enterprise and 
realization of the failure of long-term ecunomic planning, 
culminating in June in revision of the economic plan. The 
revision did not satisfy the workers who led the June 17 riots 
protesting against arbitrary raising of work norms, their 
economic situation, and the political oppression of the East 
Zone regime. After the June riots, foreign trade was promoted, 
and measures affecting workers, farmers and small businessmen . 
were. mitigate’. However, at the end of the year. workers remained 
restive. ) 


Situation First Half of 1953 During the first half of 
1953, the failure of the long-term economic planning in East 
Germanybbecame evident. Output in the investment goods industri- 
es kept lagging behind plan schedules, A barely sufficient crop 
in 1952, inadequate imports and a shortage of many raw materials 
caused the supply of consumers!’ goods to deteriorate, These 
factore wers aggravated by the consequences or an economic 
policy which was adopted around the middle of 1952 under the 
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"Building of Socialism" slogan, the main characteristics of 
which were collectivization of farming and pressure on al! forms 
of private enterprise. In agriculture, pressure took the form 
of tax measures and increaged delivery quotas, with expropri- 
ation in the case of non-fulfillment. In other fields, the 
measures consisted of increased taxes, severe collection of 
taxes, prosecution of economic violations, liquida*ion of the 
chambers of commerce and industry, withholding of food-ration 
cards from certain classes of the populace not working as 
laborers or employees. For workers there was an increase in 
work norms and the abolition of certain concessions. Large 
numbers of framers, private entrepeneurs and workers fled to 
Western Germany during this period. 


The failure of the long-term economic planning was un- 
Goubtedly a major ?actor in compelling the Government, on June il, 
_ 1953, to announce a change in its economic plan and to abandon 
the economic policy which it had previously pursued. The 
announcement of the so-called New Course came just before the 
uprising of June 17 which then proved an obstacle to the imple- 
mentation of this changed policy. ) 


Economic Policy of the New Course In the field of economic 
policy, the New Course provided for: 1) revocation of many of 
the measure taken against private industry since the middle of 
1952; 2) ameliorations through the cancellation of tax arrears, 
tax reductions in individual cases and improved credit conditions; 
3) provision of special facilities for the re-opening of business 
enterprises recently closed; 4) approval of certain wage increases 
the reduction of taxes on wages and the discontinuance of the 
arbitrary increase of work norms; and 5) the increase of the real | 
income of the population by means of price reductions. 


For farmers, the New Course provided for the temporary 
abandonment of the establishment of additional agricultural 
- production cooperatives. However, privileges granted to the 
cooperatives with regard to delivery quotas, taxation and 
machine fees were maintained, and in September the establishment 
of cooperative was authorized again. The regulation concernin, 
the expropriation of farm enterprises for failure to fulfill — 
delivery Quotas was cancelled and the return of previously 
expropriated farms authorized. (However, not more than approx- 
imately 4,000 of the 25,000 abandoned farms were taken back by 
their former owners). 


Changes 
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Changes in Economic Plans These: changes required altera- 
tion in the economic plans for the second half’ of the year 
which were announced on October 7. The new economic plans 
also correctd mistakes which had become evident in long-term 
planning. The changes in the German Democratice Republic 
economic plans found parallels in similar changes in the USSR 
and other Soviet bloc countries. In all these countries the 
build-up of heavy industries was slowed down, while more 
emphasis was placed on supplying the market with: consumers! 
goods. An important factor in the East German New Course was 
assistance given by the USSR through increased exports of food- 
stuffs and raw materials and the granting of large credits. 


The criginal economic plan provided for a more than 
average increase in the output of the metallurgical and machine 
construction industries. In the revised plans, these produc- 
tion figures were reduced below the average for the metallur.yi- 
cal industry and slightly above the average for the machine 
construction. industry. The greatest production increase was 
given to the food and stimulant indusries. The high produc- 
tivity plans were somewhat reduced after it was found that 
the increase of the work norms could not be enforced. The per 
capita productivity was raised only by 10% instead of the 
original 16%. The over-all investment plan was reduced from 
about 5.69 billion deutschemarks (East) to about 5.46 billion 
deutschemarks (East). Among changes in the investment plan 
were a reduction in heavy industry of 370 million DM(E) of which 
70 million DM(E) were earmarked for investment in the consumers' 
goods industries. An additional sum of about 300 million DM(E) 
is to be used for housing and road construction. 





The annual income of the populaticn for 1953 was to be 
raised by some 760 ‘million DM(E) through an increase of wages 
and social benefits, increased income of the farmers result- 
ing from reduced delivery quotas, compensation paid to repatria- 
tion, etc. Moreover, indirect increases amounting to some 
690 millicn DM(E) were to be achieved by price reductions 
and improvements in the sickness insurance system. Distribu- 
tion plans provided for an increased supply of consumer’ 

,00ds to be brought about by an increase in both production 
and imports. : 


As a result of the New Course, forex,in trade plans were 
changed around the middle of the year. On the import side 
foodstuffs and raw materials were given priority over other 
items. A loan of 485 million rubles was made available for 


this 
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this’ purpose by the USSR. During the first nine ‘months of 
1953 exports were increased by some. 300 million rubles. 
while imports were increased by. almost 700 million rubles. . 
The annual export plan was filled only to 53% by September 30 
instead of the expected 75%. In order to make up for the 
reduced export of investment goods, efforts were made to. 


open new markets for the products of the chemical and light 
industries in the Near East, South Africa and South America. 


Plan Fulfillment Report The Fulfillment Report. for the 
~pevised 1953 Economic Plan claims gross industrial production. 
was 102% of tne Plan; this is alleged to be 177% of the 1936 
level. However, the weekly report of the West German Institute 
for Economic Research in an analysis of the economic situation 
in the Soviet Zone stated that industrial production did not 
meet the target of the revised plan. Our representatives in 
‘Berlin comment that in three preceding quarterly reports the 
Economic Plan had not been fulfilled. The main burden of 

the report appears to be an attempt to trace steady progress 
under the New Course and to recapitulate benefits conferred 
upon the population. This is particularly evident in. numerous 
comparisons between the first and second half of 1953. The 
only branches of the economy to report less than 100% Plan . 
fulfillment were power (908), light industry (99.9%) and food 





industry (99%). The report claims that 1953 agriculture | 
yields equalled those of 1952 and that the volume of foreign 
trade was 130% of the 1952 total. Labor productivity in state- 
' owned industries was 109% of 1952 and average wages were also 
109% of 1952. 


Prospects for 1954 The New Course, aimed at improving 
the domestic supply situation, is to continue for the time 
being and allegedly for some years to come. With an over-all 
increase in gross industrial production of 13% planned for 
1954, the output of capital goods is to be raised by only 7% 
as against a raise of 24% for consumers' goods. Through the 
reduction of occupation costs and the discontinuance of 
reparations payments, expenditures from the national budget 
will be reduced by some two billion DM(E). After the deduc- 
tion of interest payments and amortization of debts, there 
will remain a certain margin which may be used for improving 
the living standard of the population by a reduction of 
consumption taxes. 
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NEW NORTH ATLANTIC OCEAN Last week 15 nations, including 

T TAT IO the US, concurred in the new 

agreement which provides for con- 

tinuation of the North Atlantic Ocean Station network on a 
Slightly reduced scale. The program, which is under sponsor- 
ship of the International Civil Aviation Organization, has 
been in effect since 1946 to provide the participating 
countries with weather information on which forecasts are 
made and also to provide service in the fields of communica- 
tion, navigation and search and rescue. The new arrangement 
is fully in accord with the US position that it would partici- 
pate in an international ocean stations program on a modified 
basis. (See page 10, January 5, 1954 issue.) Our agreement 
was made subject to the reservation that the necessary funds 
would be appropriated to meet our appropriate share of the 
costs. 


The new agreement calls for a nine-station program 
requiring approximately 21 vessels instead of the present 
ten-station program which is manned by 25 vessels. The US 
and Canada will be responsible for mamning four stations 
and European nations will be responsible for five stations. 
The reduction in the program will cut the cost of US partici- 
pation by approximately 20% (on cash estimates of savings). 


Participants in the program are the US and Canada; 
five European countries which provide vessels--the UK, France, 
Norway, Sweden and the Netherlands; and eight other countries 
which will make cash contributions to share in the costs-- 
Belgium, Denmark, Iceland, Ireland, Israel, Italy, Spain 
and Switzerland. 


The new agreement is for a two-year period commencing 
July 1, 1954 and ending June 30, 1956 with a provision for 
automatic extension one year at a time unless denounced a 
year prior to the date of termination by a state or states 
responsible for operation of two vessels or the cash 
equivalent thereof. It is open for signature until April 30, 
1058 and imstrumente of acceptance are to be deposited as 
soon as possible with the Secretary-General of the Inter- 
national Civil Aviation Organization- 


* ° * 
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US WILL NOT SIGN The United States has decided not to 


TIN AGREEMENT ; sign the International Tin Agreement 


which was drafted in Geneva last 
December and ts open for signature until June 30 of this 
year, (See page 1, December 22, 1953 issue.) This 
decision has been given to the British Embassy for the 
depository government and: was explained to representatives 
of the Washington Embassies of other governments which 
are members of the International Tin Study Group. At 
the same tite our missions in the countries which partici- 
pated.in drafting the Agreement were notified so they 
could discuse it with the proper’ officiais at their dis- 
cretion. It was also explained that the US Government is 
making & contribution to the stability of the international 
tin market in the handling of its tin stocks. 


The US decision was the result of an interagency 
meeting in -Fepruary attended by representatives of the 
Departments of State; Defense, Treasury, Interior 
Commerce, the Foreign Operations Administration, the office 
of Defense Mobilization, and the Reconstruction Finance 
Corporation, This meeting considered both the probiem 
of handiing the (S surplus. tin supply and the question of 
US adherence to.the International Tin Agreement and made .- 
recommendations. which were. subsequently accepted by the 
National Security Counell and the Pr esicent. 


Decision on. Tin Agreement The aide memoire to the 
depository government states that the US is aware of the 
importance ‘attached to the Agreement by a number of govern- 
ments and points out ‘that it.is entirely possible for the 
Agreeinent to cperate without US participation since it 
does not provide for contributions by consuming countries 
to. the buffer stuck and since any action to reduce pro- 
duction to bring it in line with ‘consumption would be 
taken by producing eountries themselves. 





In considering the - matter, the National Security 
Council éacided.that the US should take no formal position 
as to whether other’ governments should or should not imple- 
ment the Agreement, on. the ground that we wili have made 
a.contribution to stability of- the international tin market 


by the handling of our own tin stocks. However, the NSC 


authorized: the Department of State and the Foreign Opera- 


tions Administration ‘to encourage other nations informally 


to 
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to proceed with implementation among themselves and thus, 
in the case of producer nations, to place appropriate 
limits on their own production in order to bring it into 
line with world market conditions. 


Although the Department felt US non-adherence might 
have unfortunate political consequences abroad, we recog- 
nized that ratification would be difficult if not impossible 
to obtain and that submission to the Senate might interfere 
seriously with other legislation in the foreign economic 
field tc which we attach great importance. 


Decision on US Tin Stocks At the Geneva Conference 
at which tne Tin Agreement was drafted, a number of &overn- 
ments expressed interest in the disposition to be made by 
the US Government of tin stocks held and to be acquired 
in excess cr its strategic stockpile requirements. We 
therefore notified the interested countries that the US 
Government has now decided that it will hold these stocks 
in insulation and that any withdrawals shail be made only 
at the direction of the President as in the case of 
regular stockpile materials. 





The NSC decision on this point was that the 40,000 
tons of tin now held by the RFC in excess of stockpile 
objectives should be held in insulation and that if the 
negotiations with Indonesia which were then proceeding 
resulted in purchase of tin under the third year of our 
contract, this tin would be insulated also, Moreover, it 
was agreed that legislation would be recommended which 
would authorize closing down, disposing of, or dismantling 
the Texas City Tin Smelter by June 30, 1954. 


Sinee that decision, a contract has been signed with 
Indonesia providing for RFC purchase of 18.000 to 20,000 
tons of tin metal and tin concentrates for the year begin- 
ning March 1, 1954, the price being based on New York 
market averages. Thus, the US is carrying out its obliga- 
tion under its three-year contract with Indonesia and at 
the same time, by insulating this tin from the market, 
will not contribute to a fall in the price of tin. 


Reaction to US Position To date we have had only a 
few indications of the reactions abroad to the US decision 
not to sign the Tin Agreement. However, it was not generally 


anticipated 
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anticipated. that the US would join. When officials of 
the Washington Embassies were informed of our position 
they withheld comment and merely said they would convey 
the information to their governments. Since then we have 
heard that. the Government of the Federation:of Malaya is 
aware of the-reasons. for US non-partieipation and is 
grateful we are not. averse to other countries bringing the 
-Agreement into being. Malayan tin producers are elated 
that the US wili withhold surplus tin from the maikxet. 
Belgian Congo officials told our representatives in 
- Leopoldville that the effect of our decision on the tin 
price would be largely due to psychological rather than 
economic factors and said they would take active steps to 
insure against unemployment and slackening social insurance 
benefits among workers in the tin mines. Hefore our 
decision was made known, Bolivian officials. had indicated 
. that they considered: the Agreement essential to stabilize 
. the price of tin and said Bolivian adherence was imperative 
with or without US adherence. Boiivia has completed 
deliveries under the. US. purchase contract of last summer 
_and is discussing with smelters in.Europe possible. contracts 
that would cover all of Balivian concentrate production 
Since it is on notice that our. smelter Ge be closed 
: entate long. 7 | 


| The UK Government has not yet commented on our non- 
adherence but it signed the Agreement as a consumer coun- 
try and also for Malaya and for Nigeria, dependent overseas 
territories, as producing. countries. Press reports indi- 
cate that Belgium has signed. for itself as a consumer and. 
for the Belgian Congo as a producer and that the Nether- 
lands has signed as a consumer. ‘The press also states 

that the Federal: Repubiic. of Germany is not expected to 
sign on the basis that agreements of this type are not 

in accord with German policy. A. French. Foreign Office 
official forecast to Embassy Paris French rejection of the. 
Agreement in view of the US decision and. because of some 
opinion in France that the aeeabmnatece prices are on the 
high side. 


} In the week after the announcement. of the US decision 
prices of tin were somewhat. higher, probably. influenced to 
some extent by our decision to hoid stocks off the market. 
However, it should be pointed out that in the same week | 
prices of copper, lead and zinc had some upward movement. 


* * * 


US 
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US ACTIONS ON. On: March. 4’ President Eisenhower announced: his 
WOOL IMPORTS” decision to take no action. on the recommendation 
ad EP PL of the US Tariff. Commission to impose an import 
fee on wool imports because he has submitted a new wool program 
to CongreSs which will endeavor to. accomplish the desired results | 
through incentives rather than protection. In another action 
affecting wool: imports, the Treasury Department on March 8 
announced that the countervailing duty applfed to imports of wool 
tops from Uruguay would be reduced from 18%. to 6% ad ‘valorem. 





Wool. Program ‘Last July. the President asked the Secretary of 
Agriculture. to‘uncertake a comprehensive study of the domestic 
factors contributing to a decline in US wool production and to 
make’ constructive suggestions for the development of a sound and 
profitable domestic wool industry consistent with expanding 
international trade.” (See page 8, July 14, 1953 issue.) About 
the end of 1953 the Department of Agriculture transmitted to the 
President its report 6nd on January 11, 1954 the President sub- 
mitted for the consideration of Congress a number of recommenda- 
tions affecting US agriculture, which in the case of wool were 
‘based oh the report. The President recommended: 1) that prices 
of domesticatl y produced wool. be permitted to seek their level 
in the market, ‘competing with other fibers and with imported 
wool; and 2) that direct payments be made to domestic producers 
sufficient when added to the average market price to raise the 
average return per pound to 90%of parity. These recommendations 
were intended to take the US Government. out of-the wool business 
and to avoid the need for periodic action to control imports in 
order. to protect the domestic price support program for wool. 
Hearings have’ been completed in both houses and the Senate 
Committee on: Agriculture and Forestry has reported out a -bill 
somewhat different than comtemplated-in the President's message 
but which: ‘appears to be. acceptable to the Administration. 





Tariff Commission. Recommeridation’ At the same time that 
the Secretary of ‘griculturé was asked to study the situation, 
the US Tariff Commission’ was directed by the President to = 
institute a second investigation under Section 22 of the Agri- 
culturil Adjustment Act to determine the effect of impcerts of 
raw wool and wool tops on the operation of the domestic price- 
support program for wool. Section 22 authorizes the President 
to impose restrictions on imports to prevent interference with 
domestic agricultural programs, As a result of this investiga- 
tion the Tariff Commission recommended an import fee of 10 cents 





a pound 
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a pound on raw wool and 114 cents a.pound on wool tops and 
carbonized wool, in addition to the duty now applied. In tak- 
ing nc action on the Commission's report the President stated 
tnat the enactment of his proposed program by the Congress 
"would eliminate the necessity for an increase in import fees 
or other limitations on wool imports, @ course of action which 
I do not believe would best serve either the wool growing 
industry or the national interest." 


Countervailing Duty Action In June 1953, Treasury imposed, 
in addition to the existing tariff, a countervaiiing duty of 
18% on imports of wool tops from Uruguay. This action was 
taken on the grounds that these wool tops were in effect receiv- 
ing the benefit of a bounty due to the fact that Uruguayan 
exporters of tops were permitted to convert their earnings at 
& more favorable exchange rate than that which Treasury took 
as an average rate. (See page 4, June 2, 1953 issue.) Section 
303 of the Tariff Act, under which this action was taken, re- 
quires Treasury to impose countervailing duties on imports to 
offset subsidies or bounties granted directly or indirectly on 
exports to the US. Uruguay, which was considerably distressed 
by this action, has deen seeking a solution to the problem 
through lowering the exchange rate on wool tops. On January 22, 
1954 the Urugvavan Government announced a further reduction 
of the rate on tops. Accordingly, on March & Treasury stated 
the countervailing duty on imports of wool tops from Uruguay 
would be reduced from 18% to 6% of the value of the wool tops 
as appraised for duty purposes. This action became effective 
March ll. 





* * * 


INTERNATIONAL BANK The International Bank for Reconstruction 
LOAN TO AUSTRALIA and Development on March 2 made a $54 

million loan to the Commonwealth of 
Australia. The loan will ve used for import of capital equip- 
ment needed for development in agriculture and forestry, trans- 
portation, and electric power and manufacturing industries. 
This is the third loan made by the Bank to assist in financing 
the development of Australia. The first two, made in August 
1950 and July 1952, totaled $150 million. 








About one-quarter of the loan will be used for agri- 
culture, which, despite the rapid growth of other Australian 
industries, still accounts for 80% of the country's export 


earnings. 
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earnings. Emphasis in recent years on stepping up agri- 
cultural production has increased the demand for mechanical 
equipment and materials. Likewise, Government efforts to 
expand land use and productivity through reclamation, 
irrigation and water conservation calis for continuing 
imports. Thus, tractors, eartn-moving equipment, farm 
implements, harvesting machinery and components for their 
manufacture in Australia will be bought under the loan, as 
well as equipment for exploitation of forest resources. 


About three-fourths of the loan will be used to in- 
prove transportation facilities, which have become increas- 
ingly burdened under Australia's rapid economic growth. The 
loan will provide funds for import of medium and heavy trucks 
suited to Austrélian road conditions and for equipment to 
construct and maintain roads. About $1 million will be used 
to purchase compenents for the manufacture of diesel loco- 
motives in Australia. ‘In addition, substantiai sums will be 
used to modernize and expand air travel services which are 
so important in Australia, Tne loan will help pay for four 
four-engined aircraft for use in domestic service and for 
eight four-engined aircraft for use in international service. 


The remainder of the loan, about one-seventh, wiil 
assist in the continuing development of electric power and 
of manufacturing industries, threugh purcnase of equipment 
for iron and steel production, food and textile processing, 
chemical preduction, mining, metallurgy, metal working and 
fabricating, anu of specialized electrical equipment. 


Economic Development in Australia Economic develop- 
ment has oeen rapid in Australia since the war. Until 1952 
the development was accompanied by inflationary pressure, 
due in part to the problems cauged by the normal backlogs 
of consumption and investment demande resuiting from the 
war, accompanied by a large volume of immigration. Mean- 
while, production in the basic economic activities such as 
agriculture, coal mining, and power was not sufficient to 
meet the rapidly growing demands. 





In i951 the Australian Bank and Treasury took strong 
anti-inflationary action. The budget was designed to pro- 
duce a large surplus; tax adjustments were mace to discourage 
consumption and investment; and more restrictive monetary 


and 
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and credit policies were adopted. At the same time the rate 
of immigration declined, and a general improvement in the 
world's supply position led to a large increase in Australia's 
imports and a substantial balance of payments deficit. These 
forces combiried to bring about 2 short reduction in the 
liquidity of the economy and inflation was halted. During 
1952 Australia hacé a mild recession while the neavy imports 

of the previous few months were absorbed. By early 1953, 
however, the small unemployment, which had appeared in 1952, 
was diminishing and economic expansion was resumed, without 
the inflationary pressure which had accompanied the eariier 
period. Australia's development is expected to continue with- 
out the distorting effects of excessive demand. 


The effects of the high investment level in Australia 
Since the war are beginning to be evident, especially in the 
recent increase in agricuitural production and expansion of 
industry. Until 1952-53, the lack of expansion tn agricul- 
tural producticn was a matter of concern. Agriculture pro- 


vides the major exports, Furthermore, since 1939, population 


has been increasing at about twice the rate of increase of 
agricultural procuction. There was great improvement in 
1952-53, however, when agricultural production was 15% above 
prewar, and agricultural exports increased to 740 million 
Australian pounds from 5600 million the previous year. The 
excellent resuits of the 1952-53 seascn were due in part to 
the favorable weather, but they also refiected greater use 
by farmers of equipment and materials which were previously 
in short supply. Increases in doth imports and local produc- 
tion of such essentials as tractors, mechanical harvesters, 
fertilizers, wire netting and fencing is doing much to facili- 
tate increased agricultural production. 


The increase in industrial production since 1946-47 also 
has been substaniial--with a 60% increase in electricity, 30% 
in coal and 45% in pig iron, for example. Lags of production 
in basic industries have largely been overcome. New capacity 
under construction is expected to increase the output of flat 
rolieG steel products and refined petroleum in the next year 
or two. 


In order to continue the rate of economic progress 
achieved in the past few years, however, Australia will still 
need imported capital equipment, beyond the capacity of her 
own resources. It is for this purpose that the recent Bank 
loan was made. 

+ * * 


DISCUSSION 
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DISCUSSION OF US ECONOMIC The US economic situation was the 
LSTIVITY AND PROS FECTS subject of discussion at a luncheon 





meeting in February which was at- 
tended by Mr. Jacoby and Mr. Stewart, members of the Council 
of Economic Advisers, representatives from the State Department, 
and the Economic Counselors from certain Western European 
Embassies. This was another in a series of luncheons that 
Department officials have had with Economic Counselors. (See 
page 7, August 18, 1953 issue.) 


Mr. Jacoby began the discussion by briefly reviewing the 
highlights of the Economic Report of the President. In regard 
to the current down-turn in economic activity and prospects 
for the future, Mr. Jacoby said that conditions were still 
essentially che same as described in the Year End Economic 
Report (issued January 28, 1954). The down-turn, at least thus 
far, appears to be an inventory adjustment with businesemen 
reducing what they consider to be somewhat excessive inventories. 
This is reflected in a deciine in industrial production and 
employment. Consumer expenditures have held up well and 
Mr. Jacoby indicated that they might be expected to continue 
to stay at high levels, referring to the approximately $200 
billion of savings in liquid form in the country, weil distrib- 
utec as ameng different groups of the population. In response 
to 2 question, he said that retail sales had failen off somewhat 
in the last few weeks by some 2 to 3%. The most significant 
conclusion to be drawn was that an inventory adjustment under 
these conditions was self corrective and would not be expected 
to be cumulative in effect. 


Although the above represents the Council's judgment con- 
cerning tne present situation, nevertheless the Administration 
is prepared to take the necessary measures to offset a slump 
Should one appear to be developing. He referred to the various 
measures mentioned in the Economic Report including tax reduc- 
tions, increased puolic works expenditures and monetary policy 
as examples of such action. In response to an inguiry, he 
emphasized that the portion of the Economic Report referring 
to these measures had the épproval of all those concerned in 
the -dministration and further emphasized that this was the 
report of the President, not that of the Council of Economic 
Advisers. In response to a question on the effectiveness of 
monetary policy, Mr. Stewart and Mr. Jacoty indicated that they 
felt that monetary policy could play an important role in 
Stimulating economic activity. 


Mr. Jacoby 
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Mr. Jacoby emphasized that the President's basic program 
was directed toward furnishing incentives for an expanding and 
dynamic US economy on a long-term basis. He mentioned particu- 
larly a number of tax measures which would encourage a high 
and growing rate of business investment, particularly of the 
kind that would make use with a minimum delay of the tremendous 
advances mace in recent years and stili being made in tecnno- 
logical innovations and scientific knowledge. 


In regard to the effect of the recent decline on the 
economies of other countries, Mr. Jacovy said tnat it was sur- 
prising that very litcle effect was noticeable. He saw this as 
an indication of strength of other economies. Certainly six 
months ago he would nave anticipated move of an effect on 
other countries. 


Both the representatives from Embassies and Mr. Jacoby 
and Mr. Stewart incicated satisfaction with the usefuiness of 
meetings of this type. It “as suggested that next time tne 
roles be reversed and that US representatives hear something 
about the condition and prospects of European economies and 
their relationsnips to the US economy. 
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DISCUSSIONS ON EAST A US delegation, headed by Mr. Stassen, 


WEST TRADE CONTROLS is holding discussions in London with 


French and British officials this week 
in an attempt to bring the divergent views of the US and UK 
on future east-west trade controls closer together prior to 
the meeting of the Consultative Group which is scheduled to 
be held April 13 and 14 in Paris. President Eisenhower 
recently sent a personal letter to Prime Minister Churchill 
emphasizing the importance of US-UK agreement on such con- 
trols, indicating the US view that British proposals for re- 
laxation go beyond what is safe and in the interest of the 
free world, and suggesting that officials of both countries, 
together with their French counterparts, meet and try to 
find a common ground for continued leadership in the Consulta- 
tive Group. 


Rockgrounc In preparation for a Consultative Group 
meeting which was originally scheduled to be held late last 
year, US representatives went to London and Paris in November 
1953 to explain the new US policy on economic defense. Follow- 
ing a thorough review by the National Security Council of 

the existing US policy, on July 31 President Eisenhower 
dirscted implementation of the new NSC approved policy state- 
ment. With respect to the program regarding exports to the 
European Soviet bloc, the new policy called for concentra- 

tion on commodities and services which contribute significantly 
to the war potential of the Soviet bloc and for emphasis on 
better enforcement of already agreed controls. It also 

called for greater attention to the problem of strengthening 
the bargaining position of the West and decreasing its re- 
liance on the bioc. The policy with respect to Communist 

China and North Korea was reaffirmed. (See page 1, September l, 
1953 issue.) 


During discussion of our basic position the British 
indicated that they too were undertaking a review of their 
policy on security controls on trade with the Soviet bloc, 
which tentatively had led them to conclude that in general 
a substantial reduction should be made in the lists of goods 
controlled. They suggested that a single much shorter list 
of items of a military or "near-military" character be substi- 
tuted for the three existing multilateral control lists. The 
US Government expressed great concern at tne possible course 
of action suggested by the UK and stated that it felt so 
drastic a revision of the scope of the control system was 


not 
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not justified under existing circumstances. We expressed 
the hope that the UK Government would modify its views and 
hat the two Governments could formulate a joint program of 
action for the future. In view of the unresolved wide 
Givergence of views, the Consultative Group meeting was 
postponed pending completion of the UK review. 


UK Position On February 25 Prime Minister Churchill 
made a statement in the British Parliament stressing the 
value of healthy trade with the USSR and calling for a sub- 
stantial relaxation of existing east-west trade controls. 

At the same time he expressed opposition to any traffic in. 
military equipment and certain machine tools or any relaxa-. 
tion of restrictions on trade witn Communist China until 

Far Eastern peace is established. In a memorandum dated 
March 1, the UK Government outlined its new policy on stra- 
tegic export controls expressing the opinion that the West 
is now in a new situation vis-a-vis the Soviet bloc as com- 
pared to that existing when the present control system was 
established and that a fresh appraisal of the security pro- 
gram as a whole is required. The memorandum points out that 
controls were drawn up when worsening political relations 
indtisated a possible early outbreak of hostilities. The UK 
feels that while the West must be prepared for any eventuality, 
the most probable ed Heed Re hee . a eH ARS AK period of. 
tension short of war. WY . 








“points: aut, 
the West is experiencing the srenten necess ity to > cane 
international trade. 


The UK continues to support the need for the denial of 
military and atomic energy items, as well as of. industrial 
goods which would make a direct and important contribution to 
Soviet military production or in overtaking the technological 


‘lead 
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lead of the West in the defense field. The UK considers 
there are only a comparatively small number of items with 
an indirect military importance that are significant enough 

that embargo should be continued. As a result of re- 
examination of the existing international lists, the UK has 
Grawn up a revised embargo list which is about half the 
length of the present embargo list (List I) and suggests 
abolishment of the present list of items quantitatively con- 
trolled (List II). A necessary corollary to a short list, 
the UK believes, is enforcement by all measures possible. 
The UK for its part would be ready to impose transactions 
controls as part of a cooperative effort in which the other 
countries participating in the Consultative Grcup and the 
Coordinating Committee on export controls took equivalent 
action to control transshipments in their ports and financial 
dealings in prohibited goods. 


US Position In a high-level review in the US Government 
it was deciced that the President should send a personal 
letter to the Prime Minister in an effort to obtain addi- 
tional leeway in negotiations with the UK. In the letter 
the President expressed appreciation that weight must be 
given to the strong views in favor of decontrol that are 
held by the British public and by the British business com- 

munity. He pointed. also to the weight of public and Congres- 

' Sional opinion in the US and the preblems arising out of the 
Battle Act and stated it would be most unfortunate if pres- 
sures in either country produced reactions adversely affect- 
ing Anglo-American relations or the strength of the NATO 
coalition. 


The President assured the Prime Minister that the US 
is prepared to go a significant distance toward the contrac- 
tion and simplification ‘of east-west trade controls--objec- 
tives which both Governments share--but not so far and so 
suddenly as the UK proposals suggest. To do this would go 
beyond what the US considers immediately safe or in the common 
interest of the free world. The President stated he felt 
strongly that the control system must continue to include 
equipment and raw materials of high war-potential significance, 
whether or not they have wide civilian use, where the Soviet 
bloc has a serious deficiency which it cannot overcome in a 
short time; there is, however, room for discussion as to the 


scope 
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scope and severity or the. cont ros ‘wh :ich should. be applied 
under this principle. Whereas UK proposals appear to élimi- 

“nate International Lists: II and: IIf. (watch list on, which 
information ts exchanged) , thé US’.is convinced.that there is 
an area in which. quantitative restrictions ‘are the most appro- 
priate control mechanism. It reé¢ognizes that.it may be desira- 
ble to narrow substantially. the area to which such controls 
need be applied, but does not think we ‘can scrap them alto- 
gether. Although the divergence in.views appears great, we 
have resolved: greater differences before this to our mutual 
advantage and the President suggested that responsible offi- 
cials be asked to meet together, presumably with their French 
counterparts, to try to find 2a-common ground on which to con- 
tinue jointly to provide sabbteuehied leadership in the 
Consultative Group. © : 


The letter also suanedted an examination and assessment 
of the meaning and direction of the Soviet's new trade policy, 
including the much-publicized Soviet profession of interest 
in-consumer’goods, and an exploration of the ways by which 
the free world might exploit. any decision to relax existing 
controls. . 


IN QW QQ 10a075©55%r AX 
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PROBLEM OF DISPOSING OF The ramifications of the problem the 
AGRICULTURAL SURPLUSES US has in disposing of surplus agri- 
cultural commodities and its implica- 
tions for foreign policy are evidenced in @ number cf recent 
and current developments. Executive agencies are working on 
legislation to implement the President's proposal for continued 
use of US agricultural surpluses in foreign economic assistance. 
Already legislation in various forms relating to surplus disposal 
abread has been introduced into Congress. The Administration 
will request an extension of the Famine Relief Act which expired 
March 15, and uncer which emergency assistance in the form of 
agricultural commodities has already been extended to Libya, 
Bolivia and Jordan. Plans have been made to send agricultural 
missions abroad to explore the possibilities for expanding 
international trade in surplus commodities. Meanwhile, negotia- 
tions under Section 550 of the Mutual Security Act for the use 
of surplus commodities abroad in connection with cur foreign 
economic programs are continuing during the current fiscal year. 


To coordinate the various aspects of US surplus disposal 
abroad Mr. Clarence Francis, formerly of General Foods Corpora- 
tion, was recently named Special Consultant to the President and 
is working closeiy with the Interagency Committee established to 
deal with the surplus problem. 


Another recent development has been consideration of sur- 
Plus problems by a special working group of the UN Food and 
Agriculture Organization. 


Legislative Proposats The President announced in his budget 
message that he would request authority to transfer up to $1 
billion worth of US surplus commodities over a three-ye2r period 
to friendly nations, and executive agencies are finalizing legis- 
lative recommendations to Congress. The objectives of tnese 
transfers are to maintain economic progress, to increase consump- 
tion, to encourage economic development, to promote new markets 
and trade, to promote defense strength or to further our foreign 
policy in other ways. The Administration's draft bill will pro- 
vide for transfers either by grants, or, in some instances, by 
sale for local curzvencies. In either case there will he a bi- — 
lateral agreement covering the terms of transfer and the use of 
proceeds. No more than 10% of the sales proceeds will be avail- 
able to the US Government for its own uses. 


The 
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The proposed legislation will include a safeguard that 
transfers of agricultural surpluses under this program will not 
interfere with normal commercial marketings of the US or other 
friendly countries. It will provide that recipient countries 
give assurances against resale or transshipment of the commodi- 
ties to other countries or their use for other than domestic 
‘purposes without the specific approval of the President. The 
draft legislation also will recommend that private channels of 
trade be used to the maximum extent practicable. 


Already there has been much discussion of the surplus com- 
modity problem in both Houses of Congress, and numerous proposals 
have been presented. The proposals for using surplus commodities 
abroad appear to differ, at least in degree, from tnose the 
Administration will make, especially in emphasis on transfer by 
sales for local currency with the local currency uses specified; 
in the safeguard provisions; and in their suggested use of sur- 
‘pluses outside those held: by the Commodity Credit Corporation, 
which would necessitate additional appropriations. Other bills 
involve means of expanding the markets for US agricultural prod- 
ucts abroad, and some suggest the creation of an agricultural 
foreign service with certain responsibilities in this regerd. 
Still others confine the use of US surpluses to US needy persons 
through schemes for food stamps, school iuncheons, and distress 
areas of unemployment. 


Agricultural Trade Missions In presenting the over-all 

farm program to Congress in January, the President pointed to 
the importance of developing commercial markets for our expanded 
production abroad, as well as at home, and proposed sending 
three trade missions to explore the trade possibilities--one to 

Europe, one to Asia, and one to South America. The Department 
of Agricuiture, in cooperation with other agencies, has developed 
plans to impiement this proposal and the missions will be on 
their way in April. 


These missions will be exploratory in nature. They will, 
for example, examine under what conditions foreign countries can 
take a larger volume of our agricuiturai products, particularly 
increased amounts of our surplus commodities through normal 
commercial trade channels. They will try to identify the prob- 
lems involved, such as import restrictions; shipping, storage 
and distribution problems; and merchandizing limitations and 
possibilities for expansion. They will not have authority to 
negotiate agreements or to bind the US Government in any way. 


The missions 
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The missions will include persons with experience in pro- 
duction and marketing of agricultural commodities. They will 
work closely with our diplomatic missions and be guided by 
their suggestions in contacting appropriate government and 
business officials. 


Attitude of Other Governments A number of foreign govern- 
ments have expressed apprehension over the implications of US 
disposal of its surplus commodities abroad. Some of these coun- 
tries themselves depend on agricultural exports and are con- 
cerned over the problem of protecting their markets. Other 
countries have surplus problems of their own--Canada, for exam- 
ple, has excess wheat. Possible ill effects on world prices 
also are feared. 


The US has endeavored to allay such fears in a number of 
ways. Specific provision was included in Section 550 of the 
Mutual Security Act that surplus transactions under it would 
not displace “usual marketings" of the US or friendly countries. 
In addition, the State Department has endeavored to consult 
other interested supplying countries before specific programs 
.under Section 550 are approved. The Department is pressing for 
adequite safeguards in this respect in the new legislation deal- 
ing with surplus disposal abroad. Further assurances were given 
in the US-Canadian communique on the first meeting of the Joint 
Committee on Trade and Economic Affairs in which: "The Ministers 
reaffirmed that it is the continuing policy of their respective 
governments, in disposing of agricultural surpluses abroad, to 
consult with interested countries and not to interfere with 
normal commercial marketings. They stated that it is their 
settled intention that any extraordinary measures that might be 
adopted to reduce surpluses should result in greater consumption 
and should augment, and not displace, normal quantities of agri- 
cultural products entering into world trade." 


Bisposs? Under Section 550 By March 19 of this year, sur- 
Plus co ty programs under Section 550 of the Mutual Security 
Act of 1954 had been approved for nine countries involving 
approximately. $112 million worth of surplus commodities. In 
addition, negotiations are underway, which, subject to such 
adjustments as mignt be necessary, could mean that by June 30, 
the’ Section 550 program would cover agreements with 12 countries 
for an aggregate of $211,400,000 worth of agricultural surpluses. 


Section 
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Section 550 provides that. not less than $100 million and 
not more than $250 million of Mutual Security Program appropria- 
tions for fiseal 1954 shall be used, directly or. indirectly, 
for the purchase of US surplus commodities to be sold to friendly 
countries for foreign currencies. The proceeds from such sales 
can be used for providing military assistance to our ailies, 
for purchasing goods and services abroad, for providing economic 
assistance, for loans’ to increase production of strategic 
materials, and for similar purposes. The programs are governed 
by bilateral agreements between.the recipient country and the 
US. Under an agreement with Finland, for example, the US is 
providing $3 million worth of tobacco and $2 million worth of 
cotton. These commodities are to be sold to Finnish importers 
and the local currency received in payment wiil be used for US: 
purchases of Finnish products, An agreement was signed recently 
with Japan which envisages up to $50 million worth of commodi- 
ties, principally wheat and some barley. The US is to make 
grants up to 20% of the total yen sales proceeds under the pro- 
gram to the Government of Japan for assistance to Japanese 
industry. The largest Section 550 program to date is that for 
the UK, and British purchase of more than $66 million worth of 
surplus commodities already has been-.approved. Other countries 
participating in the Section 550 program are Afghanistan, 
Nationalist China, Germany, Israel, Norway, Spain and Yugoslavia. 


~The principal :commodities which thus far have been sold 
under Section 550 are wheat, cotton, tobacco, soy beans, lard 
and tallow, cotton seed oil, bariey, beef, fruit and peanuts. 
The commodities that are surplus and available under Section 
550 are determined by the Department of Agriculture. 


. FAO Working ate on Surplus Disposal A Food and Agricul- 
ture Organization working party, established by the last FAO 
Conference, has just concluded a four-weeks' meeting in Washing-— 
ton to consider possible ways of dealing with the problem of dis- 
posal of agricultural surpluses. (See page 4, December 22, 1953 
issue.) The group saw special promise in the use of surpluses, 
Supplied on concessional terms or as grants, to assist in coun- 
tries.' development programs. Disposal of. substantially large 
amounts against importers' currencies, the group concluded, would 
on the whole have to be where there is large scope for additional 
consumption and on terms which would link the use of local cur- 
rency receipts to development programs, primarily in under- 
developed countries. The group also considered the possibilities 
of using.:surpluses for special welfare distribution programs and 
for emergency relief. 





Even 
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Even though the bulk of surplus accumulations are in the US, 
the problem is fairly widespread, according to the FAO working 
group. There is a large accumulation of rice, for instance, in 
the Southeast Asia, and of sugar in Cuba. Surpluses of tobacco 
have been reported in Cuba and Italy. Difficulties in marketing 
dried fruit are being experienced by some Mediterranean countries, 
and in the UK relatively large stocks of dried skim milk have 
accumulated. 


In addition to considering means of moving surpluses, the 
working party agreed on a set of principles which should be fol- 
lowed by governments involved in disposal schemes. One of the 
principles is that commodities sold on special terms should be 
absorbed by additional consumption and not by displacing normal 
commercial sales of the same or related commodities. Second, 
governments proposing to undertake exceptionally large-scale 
movements of surpluses whenever practicable should consult with 
other interested countries. Also, the beneficiary country should 
make every effort to prevent resale or transshipment to other 
countries, or use of the commodity for other than additional 
domestic consumption. 


Because of the continuing nature of the surplus commodity 
problem, the group recommended that an FAO subcommittee on sur- 
Plus disposal be established in Washington where governments 
could consult and exchange information. Member governments of 
FAO would be asked to furnish regularly such data as the sub- 
committee would require. 


The recommendations of this group, which included representa- 
tives of Argentina, Egypt, France, India, the Netherlands, New 
Zealand, the UK and the US, will be considered by the FAO 20- 
nation Committee on Commodity Problems at its June meeting in 
Rome. This Committee in turn will make recommendations directly 
to Governments. 


In making its recommendations, the working party recognized 
that the long-term solution to the problem lies in higher levels 
of consumption through increased incomes and the increased demand 
that will result from the growth of population, together with 
adjustments of production. It noted that the need for special 
measures in the present situation must not overshadow the possi- 
bilities of disposals through price adjustments in the market as 
a whole and of incentives to producers. At the same time, it 
recognized that free market prices may be an inadequate instru- 
ment for regulating supply and demand, particularly for those 
commodities which do not respond readily to price chanes. 


* * * 


US 
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US-CANADIAN COMMITTEE ON The first meeting of the Joint 
TRADE AND ECONOMIC AFFAIRS US-Canadian Committee on Trade | 

and Economic Affairs, held in.~ 
Washington March 16, was marked by a frank and constructive 
examination of mutual problems.. Particularly emphasized were 
the importance of trade between the two countries, the need. 
for a freer system of world trade and payments, and the prob-- 
lems created by agricultural surpluses. The communique which’ 
was issued at the close of the meeting represented a major 
waned statement by the two countries. 


The Joint Committee was established by an exchange of 
notes November 12, 1953.. (See page 12, November 10, 1953. ... 
issue.) Taking part in the first. meet ing on the US side were 
the Secretaries of State, Treasury, Agriculture and Commerce. 
and on the Canadian side the Ministers of Finance, Agriculture, 
Trade and Commerce, and the Secretary of State for External ~— 
Affairs. In addition to these members of the Joint Committee, 
Governor Adams, the Assistant to the President; Dr. Hauge, 7 
Economic Assistant to the President; and the Honorable Douglas 
Stuart, US Ambassador to Canada, took part in the discussions. 


Trade The flow of trade between Canada and the US--over 
$5.5 billion last year--accentuates the necessity for close. 
liaison, Economic policy actions in one country have profound 
effects in the other, and the ministers agreed on the desira- 
bility of avoiding any action which would interfere with this 
trade. They recognized that the common economic problems of 
Canada and the US can be solved with the greatest success in 
@ world where the volume of trade is steady and increasing . 
and where exchange arrangements are of a kind to facilitate 
such growth. It was agreed that few things would contribute .. 
more to the well-being and stability of the free nations of the 
world than a forward-move.in this direction. The need for such 
progress, the communique stated, is all the greater at a time 
when many Western countries are faced with the necessity of 
Supporting effective defense programs over a long period. 


In connection with this.discussion, the Canadians indi- 
cated that they considered the Randail report recommendations 
constructive and, if carried out, would improve the world trade 
and payments picture. A retreat from these recommendations 
would, in the Canadian view, have a serious effect on our,com- 
mon political and military goals. In reply to their questions 
as to legislation which would result from the Randall report 


and 
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and its timing, US officials stated that some of the proposals 
could be legislated this year, such as the Trade Agreements 
authority, the Jenkins bill on customs simplification, and tax 
measures, but that other legislation would probably take ionger. 


Another matter of concern to the Canadians is the review 
of the General Agreement on Tariffs and Trade which will take 
place this fall. They gave strong support to the GATT and were 
troubled by the Randall report recommendation that the organiza- 
tional provisicns of the GATT should be renegotiated with a 
view to confining the functions of the contracting parties to 
advisory and recommendatory functions. US officials replied 
that we have every intention that the substantive provisions 
of the GATT, as renegotiated, should be strong; but that we 
will seek organizational provisions which will avoid situations 
where the rights of any signatory nation could be altered by 
contracting parties coliectively over the objection of such 
Signatory nation. The US considers it possible to devise such 
formulas. The Canadians referred aiso to the problem of Japan 
and the GATT, stating that only by bringing Japan into the free 
worid trading community can we ensure it a viable economy. 

US officials agreed that Japan may have to be treated as a 
spec’al case. 


Metals and minerals came up in the discussion of trade, 
with the Canadians emphasizing they wanted a chance on a free, 
competitive basis in the US market at all times. Recaliing 
the US request for assurances that Canadian supplies would be 
availiable to the US in time of crisis, the Canadians said that 
they, in turn, would like to have a right to compete in our 
market in time of peace. 


Convertibility The communique makes important statements 
with regard to convertibility. The ministers noted the 
encouraging economic developments that have taken place over . 
‘the past year and the necessity for maintaining the initiative 
for advance toward a broader system of trade anc payments. 
They also recognized the need for the US and Canada to give 
encouragement to those countries which are prepared to move 
toward this objective and indicated their readiness to respond. 
Specific reference was made in the communique to the Common- 
wealth proposais and to the discussions taking place in the 
Organization for European Economic Cooperation. In this 
connection the US side emphasized the program which is 
being developed along the lines of the Randall report 
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and noted with approval the arrangements within the Inter- 
national Monetary Fund to enable its resources to be used more 
effectively. Beyond this reference, there was no mention in 

the communique of financial support of a move toward converti- 
bility. While there was no discussion of a definite time table, 
emphasis was placed on maintaining momentum and upon the rela- 
tively favorable climate for further advance. 


Agricultural Problems The Canadians expressed their con- 
cern over disposal of agricultural surpluses and warned that 
this should not be done in such a way as to result ina fall 
in prices which would result, in turn, in a coliapse of Allied 
economies, They also expressed concern about the movement of 
agricultural products across the common border, saying that 
too little attention has been paid to the psychological effects 
of the restrictions in the non-agriculturai field both in terms 
of stirring up protective interests in Canada and in setting 
a precedent for restrictions elsewhere in the free world. 





Secretary Benson gave a full explanation of the President's 
proposed new agricultural program and the Canadians reacted 
favorably both to the trade policy and flexible support aspects 
of it, Benson pointed out that there was no sector in the 
American economy which has a greater stake in foreign trade 
than agriculture. It is highly important that we maintain 
the foreign market and, in turn, we must bear in mind the 
need of other countries for foreign markets. He explained 
that the Administration's program is based on the theory of 
opening up new market outiets, and at the same time to provide 
a firm floor for the agricultural producer which will, in fact, 
give the farmers greater stability. He said that our surplus 
is becoming very serious but that we hope to dispose of it in 
Such a way as not to disturb the market nor damage the trade 
of friendly countries. The Canadians were assured that the 
US would consult with them on disposal operations and they 
expressed appreciation of our actions along that line to date. 
They emphasized that, in the world as a whole, there is no 
real food surplus and that current stocks are a result of very 
favorable weather conditions as well as of the support programs 
and should be regarded as a temporary problem. 


As to Canadian criticism of US restrictions on agricul- 
tural imports, Secretary Benson recounted the history of 
Administration difficulties in getting rid of Section 102 of 


the 
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the Defense Production Act--the old fats and oils restriction 
that was so bitterly opposed by a number of friendly countries. 
This was accomplished only by assurances that Section 22 of 
the Agricultural Adjustment Act would be made effective. 
(Section 22 cails for restrictive action against items which 
are or are certain to be imported into the US in such guanti- 
ties and under such conditions as to render ineffective or 

to materially interfere with Department of Agriculture support 
programs.) There is some feeling in Congress that Section 22 
is not sufficient and Benson said it must be administered in 
such a way that we will not be confronted with new legislation 
of a more severe and mandatory character. The Canadians in 
reply, said restrictions on specific commodities might in 

fact do larger damage to US agricultural and national interests. 


+ * * 


DIRECTED SALE OF On March 25 the United States Treasury 


CZECH STEEL MILL announced an order directing sale by sealed 


bid of the Czechoslovak steel mill equip- 
ment which has been blocked in this country since 1952. 
Embassy Prague informed the Czechoslovak Government of this 
move in advance of the public announcement and at the same 
time reiterated that the US is ready to enter negotiations 
with the Czechs on American claims and all other outstanding 
economic questions. 


Background of Sale Order On January 17, 1952, under 
the Trading with the Enemy Act, the Secretary of the Treasury 
issued an order blocking a steel mill belonging to certain 
Czechoslovak owners which had been ordered before the 
Communist coup in Czechoslovakia. The Czechoslovak company 
had then been nationalized by the Czechoslovax Communist 
Government and the mill remained in this country because we 
would not license its exportation to Czechoslovakia for 
national defense reasons. The property, which consists of 
a hot and cold strip mill and tin plate line in addition 
to other auxiliary equipment, had been fully paid for, the 
purchase price being approximately $17 million. 


Underlying 
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Underlying our blocking order was the belief that, so 





long as the steel mill remained under US control, it constituted 


an asset which could be used to advance the settlement of out- 
standing issues between the US and Czechoslovakia, including 
claims for property of Americans which had been expropriated 
by the Czechosiovak Government. The blocking order provided 


that no interest could be acquired in the steel mill and that no 


disposition couid be made of it without a US Treasury license. 
Title to the mill remained with those Czechoslovak owners _ 
who had it prior to the blocking order, and the Czechoslovak 
Government was informed that it could-sell the property only 
if the proceeds therefrom were paid into a blocked account. 


+ The Czechoslovak Government from time to time- expressed 
its disapproval of the blocking order and repeatedly indicated 
‘that it would not agree to any sale which would not result in 
making the proceeds freely available to it. On February 5 of 
this year the Czechoslavak Government demanded unconditional 
‘release of the mill so it couid be exported to Argentina as 
Czechoslovakia had made an agreement with that country for the 
mill's purchase. However, the contract of sale called for 
direct payment by the Argentines to the Czechs. We therefore 
infec. med Argentina that such a method of payment was un- 
acceptable to the US, making clear that our objections were. 
of a legal and not a political nature. Argentina has been 
informed of the directed sale so that it can make a bid if it 
so desires. 


After the blocking order was issued the Czechs refused 
to meet the payments due to the warehouses having custody of 
the property. Warehouse charges have accrued at the rate of 
approximately $10,000 a month. To ease this situation in 
December 1952 a license was issued authorizing the warehouse 
under the most severe burden to take action under state law 
to sell two roll grinders to satisfy existing liens against 
the blocked property on its premises. However, most of the 
other property is basically integral to the mill and it was 
not possible to dispose of other portions without making the 
mill less attractive to potential buyers. 


It became necessary to dispose of the mill, both because 
of the mounting warehouse costs and because of eventual 
deterioration. The Czechoslovak Government was therefore 
notified that, since it had failed to take steps to sell the 


mill 
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mill in accordance with lawful regulations of the US, we 
planned to dispose of the property under an order directing 
sale by sealed bill and that the proceeds, after deducting 
expenses of the sale, would be placed in blocked accounts for 
disposition in connection with settlement of American claims. 
Bids are to be receivable during the 30 days immediately 
following issuance of the order and a decision on the bids can 
be expected about three weeks thereafter. 





Proposals for Economic Discussions After the release of 
Mr. Oatis last summer, the US suggested discussion of all out- 
standing US-Czech economic issues, including the compensation of 
American citizens for property nationalized by Czechoslovakia. 

A note to this effect was presented to. the Foreign Minister on 
August 14 and on a number of subsequent occasions we pressed for 
a written reply. On February 5 the Czechs presented our Embassy 
with a note which stated that they were willing to negotiate 
outstanding economic issues through diplomatic channels. How- 
ever, the note reiterated that the steel mill issue had no valid 
connection with compensation for nationalized properties and 
indicated that they considered that any compensation must be 
made through setting aside a percentage of exports to the US 

for this purpose. The note demanded that the mill be released 
.for export to Argentina without any economic or financial 
conditions. 


On March 19 we replied to the Czechoslovaks note, stating 
that the mill would be disposed of under a Treasury order asking 
for sealed bids, and that the US is willing to proceed with 
negotiations on economic and financial issues that are out- 
standing between the two countries. Our Ambassador orally 
stated that he hoped the sale of the mill would clear the way 
for some genuinely fruitful discussions. The Czechoslovak 
Foreign Minister replied that it would be necessary to study 

our note thoroughly; that the Czechs had previously expressed 
willingness to discuss all questions and suggested how this 
could best be done; and, with regard to the steel mill, “hat 

the "US Government would have to bear all responsibil’ \ for 
unilateral action which was clearly discriminatory in .u.aracter 
and without any grounds." 


* * * 


REPORT 
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REPORT ON TENTH The tenth session of the Economic Commis- 
SESSION OF ECAFE sion for Asia and the Far East (BCAPE) . 
which met at Kandy, Ceylon, February © to 
18, was highlighted by a constructive three-day discussion 
of the economic situation in the Far East. The session was, 
as usual, preceded by meetings of the Commission's Committee 
on Industry and Trade and the Inland Transport Committee. A 
spirit of cooperation prevailed in the Committees and through- 
out the first half of the ECAFE session itself at which time 
' the Soviets began their traditional attacks on the US. These 
attacks had unpleasant implications for other countries of 
the region as wellam some of them spoke out against the 
charges, although with perhaps less spirit than at the preced- 
ing session. In large part, it was left to the US and to a 
lesser extent to the UK to defend themselves. Representatives 
of India, Indonesia and Burma showed a tendency to stick to- 
gether and in their efforts to be "neutral" they frequently 
supported the views of the Soviet Union. One new development 
was that of concrete Soviet offers to assist the countries 
in the region in several ways, 


Representatives of all member and associate member coun- 
tries except Nepal attended the session, Afghanistan being 
represented as a member of the Commission for the first time. 
The next session will be held in Tokyo in March 1955. 


Economic Situation in Asia The discussion of the economic 
Situation in Asia was of major interest and every member and 
associate member participated. The Commission's Economic 
Survey of Asia and the Far East for 1953, which for the first 
time included a country-by-country analysis, was heavily used 
throughout the debate as a basis for discussions. 





The Commission, according to its annual report to ECOSOC, 
noted that the production of food grains in the region, for 
the first time, had exceeded the prewar level and that the 
food situation had changed from scarcity to surplus, includ- 
ing the traditional export rice. It recognized the need to 
bring about an adjustment in the price of the food grains 
which would be fair to both importing and exporting countries 
and which would not discourage an increase in production. 

The Commission also noted that although the export proceeds 
in 1953 were at a slightly higher level than in early 1950 
and the downward trend in the foreign exchange earnings in 


the area 
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the area had been. arrested, the raw material exporting coun- 
tries had practically used. up the foreign exchange balances 
they had accumulated during the Korean war boom. : 


Serious ‘concern was expressed by some delegates over the 
violent price fluctuations of the region's major exports and 
adoption of all practicabie measures for price stability — 
‘urged. At the same time, the need for maintaining equitable 
price relaticnships between primary commodities and manu- 
factured goods was frequently expressed. he Commission 
believed that multilateral trade should be encouraged. There 
was also strong sentiment for international commodity agree- 
ments of a — -~term character covering major raw material 
exports. 


Because of the reduced resources available for develop- 
ment programs, principally due to the fall in export prices, 
the importance of more public and private foreign capital 
was stressed. Forthright appeals for foreign investment were 
made by the representatives of Ceylon, Pakistan, the Philip- 
pines and Burma. There appeared to our delegation to be a 
lessening fear of fcreign capital, a view re-enforced by the 
specific steps being taken in the area to attract such 
capital on equitable terms, 


Various delegates urged additional technical and economic 
assistance, at the same time expressing appreciation for that 
received. Several exprested concern at the injurious reper- 
cussions that might result if there were to be a recession in 
the industrial countries, especially the US. 


The Soviets, in a somewhat surprising move, offered to 
assist the countries in the region in four ways: 1) to pur- 
chase at stable prices and under long-term contracts the major 
exports from countries of the region; 2) to supply these coun- 
tries with capital equipment on credit; 3) to consider within 
the framework of the UN Technical Assistance Program concrete 
requests for such assistance; and 4) to invite two to five 
representatives from each cf the following countries to visit 
“the Soviet Union for a month or. so this fall to study the 
development of Soviet industry and agriculture: India, Burma, 
Indonesia, Ceylon, Afghanistan, Pakistan, Thailand, Japan, 

the Philippines, Nepal, Malaya and British Borneo. These 
offers, at least in the corridors, were greeted with skepti- 
cism bordering on distrust. 


Other 
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Other Topics The Commission approved the reports of 
the Committee on Industry and Trade and of the Inland Trans- 


port Committee. Despite the reservations expressed by the 

US and the UK, the Commission welcomed the establishment by 
the Industry and Trade Committee of a subcommittee to promote 
the development of the mineral resources of the region and of 
a subcommittee to review the trade and commercial policies of 
the region and to promote the development of inter-regional 
and intra-regional trade. Great interest was shown in expand- 
ing trade with increased support for multilateral trade 
principles. Wide interest also was shown in the production 
and marketing problems of small scale and handicraft industries, 
especially in the US suggestions for increasing handicraft 
sales in the US. The Commission pointed out that attention 
should be given to increasing the processing in the region of 
the raw materials produced there. 


The Commission again requested ECOSOC to reach a decision 
on the earlier recommendation to admit to ECAFE membership 
those associate members who are responsible for their own 
international relations. 


Evaluation of ECAFE In summing up the meeting, our 
delegation concluded that the value of ECAFE as a forum for 
the expression of views by member nations, particularly in 
the field of economic development, is beyond dispute. The 
exchange of information and opinion there in numerous cases 
has led to direct and constructive action. Projects proposed 
by members are increasingly justified and logical. The con- 
tinued existence of ECAFE, which was once in question, is now 
assumed as a matter of course. There is a growing economic 
sophistication among the regional delegates and a broader 
understanding of economic interrelationships. Members appear 
to understand each others' problems better, and to realize 
more fully that economic development must be balanced and 
that industrialization cannot occur overnight or at the 
sacrifice of a sound agriculture. Despite this favorable | 
appraisal, our delegation urges that continued careful scrutiny 
be given by the US, especially to ECAFE's work program and the 
professional standards of its Secretariat. 


+ * * 


DECLASSIFIED FOR PUBLICATION IN FOREIGN 
RELATIONS OF THE UNITED STATES 


STATE--PB, Wash., D. C. 








BEST COPY AVAILABLE 


ISSUE NO. 439 


SECRET 


curRENT ECONOMIC 
DEVELOPMENTS 

















\ DEPARTMENT OF STATE 
POLICY REPORT 


DECLASSIFIED FOR PUBLICATION IN FOREIGN 
RELATIONS OF THE UNITED STATES 





BEST_COPY AVAILABLE 


This weekly publication is designed to highlight developments in the «co- 
nomic divisions of the Department of State. and to indicate the econunuc prob- 
lems which are currently receiving attention in the Department = It is sugeested 
that copies be retained on file. as reference will sometimes be made to previousls 


reported items to avoid repetition 


Document Security Instructions 


This document should be treated in accordance with current instruction 
regarding security measures fur SECRET material. Extreme care should be «s- 
ercised to avoid public or private discussion cf the mitormation herem with or mn 
the presence or hearing of any person not authorized to have Knowledge thereot 
For veneral purposes all classified Foreign Service Officers and other responsible 
economic officers are authorized to have knowledge of the contents of this doeu- 
ment. responsibility for the safekeeping of which will be assumed by each recipient 
thereol. Tt may be retained in protected files or, at Uhe discretion of the recipient 
destroved by burning. If not personally disposed of By the reeiprent te wll 


assure himsel! that it is burned in the manner prescribed tor SECRET muterial 


DECLASSIFIED FOR PUBLICATION IN FOREIGN } 
RELATIONS OF THE UNITED STATES ; 

















SECRET 


April 13, 1954 


CONTENTS 


Economic Issues at 
Caracas Conference --*--*#-+-*#f#-*+-+-+e++---. -1 
Latin American Objectives 
United States Position 
Prices 
Trade Restrictions 
East-West Trade 
Special Organization Proposed for Metals 
Agricultural Surpluses 
Agrarian Reform 
Economic Development, Private Investment and 
Technical Assistance 

Regionalism 
Other Resolutions 
Meeting of Ministers of Finance or Economy 





ECE Concludes ar 
Ninth Session - - -- --- ---*#-*-*-7rf**777 -- 7 

Election of Officers and German Representation 
Committee Reports 
Inter-regional Cooperation 
Review of the Economic Situation in Europe 
Agricultural Problems 
Economic Developments in Southern Europe 
US Participation in ECE 





Recent Trade and Payments 
Liberalization Measures - - - - <- - ae @ + 6 @© © « 12 
Developments in UK 
Moves in Germany 
Benelux Action 
Denmark and Sweden 


Interim Report of the: Cabinet 
Committee on Minerals Policy - ----+--*----7-- 15 
Expanded Stockpile Objectives 
Mobilization Planning 
Domestic Production and Resources 
Government Activiites 


Quota Placed on 
US Rye Imports - - - - - ee 20 


* ? * 


| DECLASSIFIED For PUBLICATION IN FOREIGN 


RELATIONS OF THE UNITED STATES 











BEST COPY AVAILABLE 


CONFIDENTIAL 


ECONOMIC a AT The main interest of Latin American coun- 

RACAS CO tries at the Tenth Inter-American Conference, 

held in Caracas March 1 to 28, lay in 

economic questions. While there was a wide area of agreement 
with the United States, our delegation was forced to vote in 
the negative. on two issues and abstain on three. However we . 
agreed to attend am economic conference later in the year in 
Rio de Janeiro where more definitive decisions may be reached; 
were able to allay fears on some specific points; and pledged 
that the US would seek to establish good economic as well as 
good political relations in the hemisphere. Our chief objec- 
tive at the conference was political--to get a ringing hemis- 
phere declaration against. encroachments of Soviet Communism. 
This was accomplished by a vote of 17 in favor, Guatemala 
opposed, and Argentina and Mexico abstaining. The only one of 
the 21 republics which did not attend the conference was Costa 
Rica, 


Fifty-eight economic resolutions were introduced, all but 
two by the Latin American countries. Twenty-eight finally 
emerged. 


Latin America 9 ectives Several common themes ran 

: American.statements: higher and more 
stable prices for raw material exports; the need for assurances 
that prices for such exports would bear a favorable relatian- 
ship to prices of imported manufactures; the need for action 
by the US to lower duties:on imports-of Latin American products; 
the need for a more liberal policy in loans of public funds for 
economic development; the preference for the Export-Import Bank 
over the International Bank for Reconstruction and Development 
as a source of credits for development; and strengthening and 
expansion, on a permanent basis, of the technical cooperation 
programs. , 





Most of these questions had been considered at earlier 
inter-American meetings, but at the Caracas conference the 
Latin American countries were more anxious than ever before to 
find solutions, to a considerable extent through action by the 
US. At no previous conference had they come so well prepared 
in the way of statements of their.problems and aspirations. 


Individual country representatives, of course, had particu- 
lar axes to grind; the Chileans wanted a special conference to 
pin down the US on economic commitments and on compensation for 


alleged 
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alleged losses because their copper was not being sold behind 
the Iron Curtain, The Guatemalans wanted a resolution which 
would serve them as a springbodrd for further land expropriation 
action against the United Fruit Company. The Mexicans, Chileans 
and Bolivians wanted a special inter-American agency to concern 
itself with the problems of tin, lead, zinc, copper and tungsten. 
The Dominicans wanted something which could: be used as a basis 
for a larger quota in the US sugar market. The Ecuadorans 
wanted a resolution which would strengthen their claims to | 
sovereignty over their non-existent continental shelf and the 
waters above it to a distance of 200 miles offshore. The Pana- 
manians wanted.a resolution in favor of abolishing the tax 
presently imposed by the US on air, maritime and land passages 
in Central America and the Caribbean. The Argentines and 
Uruguayans, particularly, wanted assurances against disposition 
of US agricultural surpluses in a manner harmful to their export 
markets. The Brazilians wanted the codification of prior inter- 
American resolutions, with the resulting document to be con- 
sidered at a special conference. The Peruvians, joined by the 
Panamanians, wanted resolutions in favor of private enterprise 
and the encouragement of private foreign investments. - 


United States Position The US position on hemisphere 
economic problems’ was set forth in statements by Secretary Dulles 
and Assistant Secretary Waugh. The other countries were assured 
that their prosperity was of the utmost importance to the US. 

It was pointed out that much has already been done to implement 
Dr. Milton Eisenhower's report on Latin America and more is in 
prospect. In that regard the recommendations of the Randall 
Commission were mentioned. The US assured coffee producing 
countries that it would not boycott highpriced coffee. It told 
of the President's decision against an increase in the tariff 
on wool and announced a reduction in countervailing duties on 
wool tops from 18 to 6%. Our delegation stated that the US 
firmly supports the continuance of our bilateral technical 
assistance programs as well as the programs carried on by the 
Organization of American States. 


Also emphasized was the importance to economic development 
of local capital generation am’ of the attraction of private 
capital. In this regard mention was made of the President's 
recommendations for modification of certain US tax laws which 
would encourage our capital and business people to work abroad, 
Our delegation stressed that it was the responsibility of Latin 
American countries, however, to make the investment climate such 
as to encourage a free flow of private capital. US willingness 


was 
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was indicated to enter into treaties for the alleviation of 
double taxation and to negotiate bilateral FCN treaties which 
would establish common rules for treatment of foreign invest- 
ment which would be mutually advantageous. 


The Secretary alsg put an end to speculation that the Exin- 
bank had withdrawn from the field of economic development. He 
said the Eximbank would consider on their merits applications for 
the financing of development projects which were not being made 
by the International Bank and which are in our common interest, 
are economically sound, are within the capacity of the prospec- 
tive borrower to repay and within the prudent loaning capacity 
of the Bank. He pointed out, however, that the International 
Bank is the primary instrument through which the free world can 
cooperate in the public financing of economic development. 


Prices As expected, the discussion and suggested resolutions 
reflected a widespread concern about the instability of raw mate- 
rial prices and a desire that such prices should be "fair, equita- 
ble and remunerative in order to achieve a balance in the terms 
of trade". As far as the problem of instability is concerned, 
the burden of the US position was that, while we sympathize with 
the underdeveloped countries because of dislocations created by 
the inherent instability of raw materials markets, the major 
assistance we can render is to ensure the over-all stability of 
the US economy which constitutes the major source of demand for 
raw materials. As for the problem of the low level of prices and 
terms of trade, we pointed out that we know of no adequate sub- 
stitute for the free market as the determinant of prices and that, 
in the long-run, we would all be better off in accepting price 
relationships as so determined. 


It was quite apparent that the line the US took was quite 
unconvincing to the Latin Americans; they contended our policies 
might be satisfactory for a country as rich and diversified as 
the US but were of little help to them. There was some cynicism 
about our espousal of the free market principle and a feeling 
this is pursued only when it is expedient for s to do so. As 
examples, they pointed to price controls during emergency periods 
and restrictions on the sale of strategic goods. 


The US voted against the resolution on terms of trade and 
prices because it implied commitments which we could not accept. 
The resolution which was adopted recommends that governments of 
the countries which are consumers of raw materials "give all 
possible facilities to the natur’.1 expansion of consumption on 


an 
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an equitable level of remunerative prices to permit a balance in 
the terms of trade and avoid restrictions on such products." It 
also recommends that raw material producing countries try to 
maintain a balanced level of production according to world con- 
sumption and that the Inter-American Economic and Social Council 
study the: problem further and submit the results of this study 
to: the forthcoming economic meeting. | 3 


Trade Restrictions Much of the debate on the subject of 
trade restrictions concerned a draft resolution which called upon 
the: "industrialized countries" to eliminate restrictions on im- 
ports of raw materials from underdeveloped countries. When the 
US representative suggested the resolution be rewritten in terms 
of reciprocal obligations to reduce trade barriers, the repre- 
sentatives of Venezuela, Colombia, Mexico, Chile and athers 
stated it was the specific intention of the resolution to focus 
on the unilateral obligation of industrialized countries to . 
facilitate entry into their markets of goods of underdeveloped 
countries. A common view was that the obligation to reduce trade 
barriers depended on the degree of a country's economic develop- 








ment. = - 


. >. he resolution as passed was entirely unilateral, calling 


upon the US (although it was not identified by name) to reduce 
trade barriers without any reciprocal action by Latin American 
countries on our manufactured products. Thus, for the first time 
at an. inter-American conference, the US was forced to vote against 
a resolution which advocated reducing trade barriers. 


- East-West Trade The Chileans submitted a draft resolution 
which called for consultation with respect to the strategic rating 
of commodities of interest to Latin America and for compensation 
to offset the adverse effects of compliance with security trade 
controls. While in the end the US delegation succeeded in work- 
ing out language to which we could subscribe (calling basically 
for studying what might be done about the problem), this topic 
produced some of the bitterest debate of the session. There 
appeared to be widespread sympathy with the Chilean view that the 
US does not consult with Latin American countries as frequently 
or on the same basis that it does Western European countries, even 
though the commodities involved sometimes are the very life-blood 
of the Latin American economies. 


spectal Organization Proposed for Metals Mexico introduced 

a draft resolution calling for a specialized inter-American 

organization to be established to deal with copper, lead, zinc, 
tin 
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tin and tungsten problems. Despite a number of lengthy speeches 
detailing the troubles that Latin American countries have had in 
the production and marketing of these metals, it was not made 
clear at any point precisely what it was intended that a special- 
ized operation would do. There was scattered support for the pro- 
posal up to the point where the Brazilian delegate demonstrated 
that the proponents of the new organization had failed to estab- 
lish either its desirability, its timeliness or even its legality. 
A resolution was finally passed which requested IA-ECOSOC to 

study the desirability of establishing such a specialized agency. 


Agricultural Surpluses The US abstained on the resolution 
concerning agricultural surpluses, explaining our abstention was 
because US policies in this regard are still in the process of for- 
mulation. The resolution adopted sets forth a set of principles 
and calls upon American countries to adopt measures of effective 
international collaboration, in disposing of their surpluses, 
which embody these principles and avoid interfering with, or 
harming, the normal course of production and trade. It also 
recommends that IA-ECOSOC make a study of this whole problem 
and recommend measures which might be adopted. 


Agrarian Reform Another resolution on which the US abstained 
was one proposed by Guatemala and Bolivia on agrarian reform. 

We abstained because it concentrated on only one phase--the dis- 
tribution of land--and ignored the many other facets of agrarian 
reform which the US has long advocated in international organiza- 
tions. 


Economic Develo nt, Private Investment and Technical 
Assistance In the field of finance and economic development, 
the vast majority of the delegations were prepared to go on record 
in favor of measures to encourage the further investment of 
foreign private capital, but with special interest shown in ex- 
panded public credits, particularly through the Eximbank. There 
was general agreement on the need for national measures in the 
field of taxation, both in capital supplying and capital receiv- 
ing countries, which would stimulate the flow of private invest- 
ments; there was less than majority sentiment in favor of the 
principle that income should be taxed only in the country in which 
it was created; and there was agreement on the need for bilateral 
arrangements which would avoid double taxation and prevent tax 
evasion. Five resolutions were adopted concerning economic 
development and private investment and three concerning technical 
cooperation, there being unanimous agreement on resolutions deal- 
ing with the operation and financial administration of the program 
of the Organization of American States. 











Regionalism 


DECLASSIFIED FOR PUBLICATION IN FO 
REIG 
RELATIONS OF THE UNITED STATES "I 














conpiwemrra, BEST COPY AVAILABLE © 
eI 


Regionalism Rather far-reaching proposals favoring the 
promotion of regionalism were introduced by Uruguay and the 


Dominican Republic. The Uruguayan proposal specifically 

called for the establishment of a hemispheric economic region 
which would constitute a preferential area, the members of 
which would not be obligated to extend most-favored-nation 
treatment to countries outside the area. The US noted that 
Uruguay and the Dominican Republic were both members of the 
General Agreement on Tariffs and Trade and that the proposal 
was inconsistent with GATT obligations. Thereafter the idea 

of some kind of major new regional arrangement seemed to collapse 
and a-couple of extremely watered down resolutions were finally 
y ——— calling simply for the general promotion of regional 
rade. : 


Other Resolutions The future operations of the Inter- 
American Economic and.Social Council and its relations with the 
UN Economic Commission for Latin America were the subject of 
detailed consideration, which resulted in unanimous accord. The 
question of conservation of: natural resources: the continental 
shelf and marine waters was debated at some length and a compro- 
mise resolution worked out which, in effect, postponed to a 
special conference in 1955 detailed consideration of various 
aspects of the problem. A resolution was passed which recom- 
mended that governments eliminate taxes on passenger fares that 
are applied only to specific areas of the American hemisphere 
(the Caribbean and Central America); the US abstained on this 
resolution because the tax bill is still under Congressional 
study. Another resolution provides that JA-ECOSOC make a compila- 
tion of economic declarations, resolutions and recommendations 
approved by the Inter-American Conferences, the meetings of 
Consultation of Ministers of Foreign Affairs, the Special and 
Extraordinary sessions of that Council and the Specialized 
Conferences, for consideration at the meeting of the Ministers 
of Finance or Economy. This compilation is. to be used in the 
preparation of a draft text for a general economic agreement. 


Meet ine of Minssters of Finance or econers It was unani- 
mously: agreed to hold a meeting of Ministers of Finance or > 
Economy in Rio during the fourth quarter of 1954. This will also 
serve as the Fourth Extraordinary Meeting of the IA-ECOSOC. The 
US offered Washington as the site for the conference but with- 
drew in favor of Rio when the majority seemed to prefer the lat- 
ter. By. not later than May 31 governments are to submit recom- 


mendations for the agenda to the IA-ECOSO, 


e * * 
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ECE CONCLUDES At the recent. ninth session of the Economic 
Commission for Europe (ECE) our delegation was 
impressed by the depth of the desire of the | 
smaller Western European countries for 4 relaxation tn present 
political tensions and their reluctance to take part of any 
action which might appear to interfere with this relaxation. 
Also apparent was the very real practical desire of Western 
European countries for an increase in.east-west trade and a 
conviction that public opinion in their countries forces 
them to pursue every possible avenue toward such expansion. 
The Soviets showed great skill in exploiting these Western. 
European desires and Soviet bloc delegates maintained the - 
initiative throughout the earlier part of the meeting, pre- . 
senting most of the initial proposals. Toward the end of 
the session, however, they appeared less skillful and the 
balance was somewhat righted. 


The meeting, which took place in Geneva March 9-25, 
differed from previdus sessions because of the change in the 
Soviet attitude from propaganda to one of seeming reasonable- 
ness and cooperation. While most Western.European delegates 
were privately. skeptical of the Soviet attitude, they were. 
reluctant to do or to say anything. that, might be interpreted 
as rejecting the Soviet cooperative gestures or as’ limiting 
the possibilities of trade withthe East. This attitude made 
it difficult . fori * delegation -to secure the overt support 
of Western European countries..e@n:,basic political issues, such 
as German participation; and @18o-9n such: pre eocat matters 
as the scope and character. of the work of thé Commission and 
its committees. For example,:. despite serious misgivings 
over the possibility of significant practical results to 
proposals to revive the Committees on the Development of 
Trade and of Agriculture, Western Europeans were hesitant 
to oppose their reactivation. 


As to the practical value of ECE, the Western European 
countries clearly consider that the technical work of the 
committees is useful to them, as is the annual Economic 
Survey and other Secretariat research. .Some of them believe 

that the trade consultations’ under ECE, the next of which 
are to begin April 20 in Geneva, have. had an appreciable 
stimulating effect on east-west trade. Many have a real 
curiosity about trade and production conditions and 


technical 
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technical activities in the’ Eastern European countries and 
believe that further participation by. those countries in 
the =— work of the Commiseten will provide useful 
results. 


As a a whole, this was one of the more important epecseap 
of the ECE, for it unfolded the pessibility of a greater | 
measure of actual cooperation between the East and West on. 
certain economic matters which might bring practical economic 
advantages to both sides. ~The immediate practical effect of 
the new Soviet. line may be evidenced in forthcoming discus-_. 
sions of east-west trade in the Consultative Group and Coordi- 
nating Committee on export controls and in the petereuners 
technical committee meetings of the ECE. 


Election of Officers and German Representation Ullrich 
of Czechoslovakia and Zolotas of Greece were re-elected chair- 
man and vice-chairman without a record vote. The US accepted 
this solution, having been’ unsuccessful in its pre-conference. 
efforts. to win support for election of a non-Soviet bloc candi- 


date as chairman. 


During the first week of the session the Soviet bloc made 
a determined but unsuccessful effort to seat a delegation 
from East Germany and to gain a permanent place for the German 
Democratic Republic as a consultative member of the ECE as a 
European state not belonging to the UN. They also expressed 
their willingness to admit the German Federal Republic on the 
same basis.. Despite such efforts, no change was made with 
regard to German participation in the ECE. Representatives 
from both East and West Germany will continue to partieipate 
directly as occupied zones of Germany in the committees as 
heretofore. The USSR did make some headway, however, in 
picturing itself as a reasonable compromiser, willing to 
accept the. status quo-in Germany and to relax international 
tensions and in picturing the US, on the other hand, as the 
primary obstacle to such relaxation. 


Committee Reports The Soviet bloc made the item on the 
report o e Commission's: activities on east-west trade the :: 
high point of its campaign.of "penetration through trade", as 
it was described by the Greek delegate. The Soviet delegate, 
with the support of the East Europeans, painted a glowing 
picture of the possibilities of east-west trade, and proposed 


revival 
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revival of the Committee on the Development of Trade with 
specific tasks. The UK representative, with the general 
support of other Western delegations, presented a counter 
resolution which met some of the points in the Soviet proposal, 
modified the scope of the Committee's terms of reference, as 
compared with the Soviet resolution, and deferred the decision 
on convening the Committee until after the April 20 trade con- 
sultations. Many Western European delegates, in both their 
public and private statements, however, made it clear that 
they were anxious to be cooperative in any efforts to increase 
such trade. In the end, a compromise UK-USSR resolution was 
adopted unanimously, and the Executive Secretary is to deter- 
mine by June 30, 1954 the views of governments on the question 
of convening in 1954 the Trade Committee. In. commenting on 
the joint resolution, the UK delegate made it clear that if the 
Committee is revived, the UK and the other Western powers would 
not discuss the question of strategic. controls there; whereas 
the Soviet delegate stated that the USSR considered that the 
Bea of strategic controls came within the Committee 's juris- 
iction. 


Most of the delegates, with the exception of the us and 
the UK, favored expansion of the work of the Industry and 
Materials Committee,.and numerous. proposals were made. As a 
compromise action, the Executive Secretary was requested, by 
-@ unanimous vote, to consult with governments on the desira- 
‘bility.of convening the Committee to examine any or all of the 
. subjects proposed, such as production of and trade in products 
of the engineering and ship building industries; exchange of 
industrial experience of interest to European countries; and 
expansion of the production, consumption and use of non- 
ferrous metals. As a result of a considerably watered down 
Czech proposal, the Steel Committee was instructed to examine 
questions relating to the expansion of steel consumption in 
the principal steel consuming industries on the basis of 
existing and planned studies undertaken by the Secretariat. 
The Steel Committee subsequently met and deferred action on 
this latter resolution until its fall meeting. 


The Commission also considered the reports of its other 
committees--Coal, Timber, Electric Power, Inland Transport, 
Steel and Manpower. Throughout discussion of these reports 
the Soviet bloc theme was the need for increased emphasis on 
expanding east-west trade and, as a subsidiary position, the 
exchange of production experience. 


Inter-regional 
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inter testonal Cooperation Discussion of the item on 
inter-regional cooperation was largely oriented toward inter- 
regional trade as a result of the immediate submission of 2 
Czech resolution calling for inter-regional meetings of trade 
experts under the auspices of the three regional economic 
commissions. While the Western European delegates were not 
particularly receptive to the Czech proposal, which of course 
had Soviet bloc support, they did not want to appear to be 
dragging their feet. The outcome was unanimous adoption of 
another compromise resolution which left up to ECOSOC a 
decision on the desirability of holding the proposed meetings. 
Despite Soviet efforts to the contrary, the wording of the 
final resolution and the comments of the Western delegates 
and the Secretariat clearly exclude Communist China from 
participating in any trade consultations that might be held 
under the existing political situation. Both the US and the 
UK delegations reserved the position of their governments 

on the entire proposal when it comes before ECOSOC. 


Review of the Economic Situation in Euro The discus- 
sion of the economic situation in Europe, Saeed on the Survey 
prepared by the ECE Secretariat, followed the same pattern of 
previous years, although Soviet bloc delegates voiced their 
traditional themes in a softer tone. In general, they pictured 
economic conditions in Western Europe and the US as bad and 
deteriorating and conditions in the Soviet Union and Eastern 
Europe as good and improving. As in previous reports, the 
Survey indicated that some serious economic problems existed 
behind the Iron Curtain. The Soviet bloc delegates attacked 
the Secretariat for misrepresentation and inaccuracies in 
this regard and the ferocity of the attack was somewhat sur- 
prising in view of the relatively mild tone adopted by the 
Soviets this year. Western delegates, as in the past, concen- 
trated on the problems facing their respective countries and. 
largely ignored the situation in Eastern Europe as set forth 
in the Survey. Both Western and Eastern delegates voiced con- 
cern about the state of the US economy and future US foreign 
economic policy, but most of the Western speakers were opti- 
mistic about the chance of avoiding a major depression in the 
US and the prospect for a reasonably liberal US commercial 
policy. Due to the concern expressed, the US delegate devoted 
a major part of his statement to the internal strength in 
the US economy and to US foreign trade developments. 


Agricultural 
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Agricultural Problems The discussion of the agricultural 
study prepared by the Secretariat paralleled very closely the 
debate on the Economic Survey--with the Western countries 
analyzing their problems and the Eastern countries attacking 
the Secretariat for its inaccuracies as to Eastern Europe and 
criticizing the poor agricultural conditions in Western Europe. 
US agricultural policy was the subject of criticism from both 
sides. 











ctl 


Only the US expressed opposition to the revival of the 
ECE Committee on Agricultural Problems in a private meeting of 
Western delegations, although some countries expressed skepticism 
as to what the ECE could usefully do in the agricultural field. 
The Danes submitted the first resolution, which was countered 
by a Soviet proposal, and once more a compromise was unanimously 
adopted. The resolution as passed calls for convening the Com- 
mittee on Agricultural Problems to work along certain specified 
lines, avoiding duplicating the work of other organizations. 
The Executive Secretariat subsequently announced that the 
Committee would be convened on June 21. 


Economic Development in Southern Europe The delegates of 
the four "less-developed" countries--Turkey, Italy, Greece and 
Yugoslavia--outlined the special problems in their respective 
countries and sponsored a joint resolution calling for further 
study by a group of experts of the development problems of 
Southern Europe. The resolution was adopted, but without the 
support. of the Soviet bloc countries, which favored their own 
resolution omitting reference to further study and merely calling 
for action by the Southern European governments. Some of the 
good will which had been built up by the Soviets as a result of 
the unusually moderate line during the earlier part of the 
session was dissipated in connection with this item. 


US Participation in ECE Our delegation is convinced that 
the should continue its participation in ECE, despite the 
risks of being at a propaganda disadvantage in that forum. Such 
participation is a symbol of broad US interest in Eurone, which 
is welcomed by all the Western European countries. The meetings 
provide a useful listening post and the opportunity to see how 
the Western European countries react collectively and individ- 
ually to Soviet attitudes and proposals when actually face to 
face with them. The meetings also provide opportunities to 
influence those reactions in a manner that would be quite im- 
possible were an active US delegation not present. 


* * * 


RECENT 
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ENT TRADE AND PAYMENTS The trend toward freer international 

BERALIZATION MEASURES trade and payments is evidenced in 
several recent developments. In 

the past month, Great Britain, Germany and the Benelux countries 

all have announced significant liberalization measures and 

indicated that additional action is under consideration. 


. Developments in uK On March 22 the London gold market, the 
world's larges ore the war, was opened for transactions for 
the first time in 15 years. At the same time the UK Treasury 


announced an extension of the area in which sterling is freely 
transferable. 






as, In the gold market, transactions are conducted on the 

_ Sterling basis but payments by non-residents must be made either 
in American or Canadian account sterling, which is convertible, 
-or in “registered" sterling, which represents sterling purchased 
with dollars or gold. Residents of the sterling area will still 
have to get prior permission from the Bank of England before 
purchasing gold for trade. 


The action extending the sterling area provides that all 
non-resident sterling, except that in American, Canadian and 
in blocked accounts, is treated as transferable sterling, with 
the temporary exception of sterling held by Iran, Turkey and 
Hungary. Transferable sterling now can be used freely for any 
purposes, capital or current, within the enlarged transferable 
accounts area ox for payments to the sterling area. Previously 
the transferabie account status was restricted to 22 countries, 
and transferable sterling operations were limited to "direct 
current transactions." 


These moves are expected to strengthen London as an 
international financial center and sterling as an international 
currency. They make no change, however, in the extent to which 
sterling is convertible into dollars. They are in keeping 
with the Government's general policy of creating additional 
opportunities for traders, merchants and bankers so that they can 
make the fullest contribution toward increased overseas earnings 
which the UK and the sterling area need. While this removal 
of restrictions does open additional informal channels for 
capital flight from the sterling area or for capital flight 
by way of sterling from other countries, London financiers 
maintain that the earlier restrictions had ceased to provide 
effective barriers to such capital movements and that the new 
arrangements do not in fact introduce important risks. 


Moves 
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Moves in Germany Shortly after the British announced the 
extension of transferable account facilities, the German 
Federal Republic announced broader arrangements for deutschemark 
transactions, effective April 1. Under these arrangements 
freely convertible deutschemark accounts can be opened for 
residents of dollar-area countries and convertible accounts 
limited to the non-dollar countries can be opened for residents 
of those countries. Controls will be exercised by the Germans 
only over payment into these accounts. The Germans hope that 
this will permit German traders to engage more actively in trade 
between countries with which Germany has payments agreements. 
Also effective April 1 restrictions were removed on importation 
of German currency so that deutschemark currency now can be 
_imported into the Federal Republic in unlimited amounts. 
Effective April 9 the Federal Republic permitted the transfer 

of all blocked deutschemark accounts to ErU and payments 
agreements areas, regardless of the residence of the account 
holder. The effect or earlier regulations permits the transfer 
of practically all current earnings on foreign investment in the 
Federal Republic, regardless of the source of investment. 


These actions reinforce the recent trend in Germany toward 
trade and payments liberalization (See page 11, February 12, ° © 
1954 ew OEEC countries have been putting considerable 
pressure on Germany in this connection and discussions of 
additional measures are reported to be taking place among 
German officials. One of the measures being considered, involves 
removal or reduction of restrictions on investment by Germans in 
EPU and off-set account countries. The Germans presently do 
not contemplate that this measure would be applicable to the 
dollar area initially as they believe that no further action 
should be taken with regard to capital transactions with the 
dollar area until Germany's future trade policy with that area 
emerges more clearly. Further liberalization of capital trans- 
fers to the dollar area before further liberalization of imports, 
they believe, would not be understood in the US. At the same 
time, they think that the experience with the recently announced 
liberalization list of some 2,000 items from the dollar area 
has been too short to allow further action in the trade field 
at this time. The Germans emphasize, however, that thetr policy 
goal is steady advance toward convertibility and that they 
regard non-discrimination as an essential element in the 
convertibility system. 


Despite Germany's hesitancy, the Staff of the International 
Monetary Fund, during the current consultations with the German 
Federal Republic under Article XIV of the Fund Agreement, has 
recommended that the Fund Board propose to Germany that a 
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further relaxation of restriction and a reduction in 
discrimination against ..déllar payments is both feasible and 
Gesirable. The VS is. ae © to have this r#commendation 
made more emphatic. = 7 


Benelux Action At the oonstensen of their March meeting 
in Brussels, the Benelux Ministers announced that they had 
approved a proposal to re-establish in the. near future freedom 
of capital movements between the Netherlands and the Belgium- 
Luxembourg Economic Union. The Benelux commission on monetary 
problems is to study the question and to make recommendations 
for a common policy regarding capital movements between the 
Benelux and outside countries. Establishment of a fluctuating 
exchange rate for capital movements within Benelux is envisaged. 
Such action will require prior consultation with the Inter- 
national Monetary Fund. This action will contribute to the 
solution of one of the major problems which has been blocking 
achievement of the Benelux economic union, atnety coordination 


of monetary policy. 


The Ministers announced at: She same:time plans to issue 
a combined Benelux list of items which may be imported from 
the dollar zone free of quantitative restrictions as well as 
a common list of restricted items. These lists are expected 
to become effective in mid-April. The restricted list is 
reported to include only 30 to 40 items. In due course each 
Benelux country will establish quotas for some of the non- 
liberalized items, such as oranges, and permit their free 
movements within Benelux. 


In March the Netherlands announced measures to permit the 
repatriation of blocked balances and other capital assets owned 
by residents of EPU countries. Previously such assets could be 
disposed of only by transfer to other residents of the same 
country as the owner. This is considered an important step 
toward convertibility in the capital sphere, made possible 
by the Netherlands!’ strong EPU position and the relative 
soundness of the guilder. Also during late March the 
Netherlands announced decisions regarding the relaxation of 
regulations on international transactions in securities and 
on forward transactions in foreign currencies. 


Denmark 
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penmerk and Sweden Following its recent consultations with 
Denmar er terms of the Fund Agreement, the International 
Monetary Fund recommended that, as Denmark make further progress 
in repaying the arrears on its dollar debt and strengthening its 
reserves, emphasis should be given to continuation of relaxation 
of restrictions against the dollar area. (Some liberalization 
in the field of dollar imports was put into effect by Denmark 
in late 1953.) ‘The Fund is expected to make a similar recom- 
mendation at the conclusion of the current consultations with 
og ve + ae without reference to dollar debt as in the case 

° nmark, : 
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The Cabinet Committee on Minerals 
Policy on March 31 submitted to 
the President its interim report 
on the production and utilization of metals and minerals, with 
conclusions and recommendat yz on stockpile objectives, mobiliza- 
tion planning, Government : ..’vities, domestic production and 
Gevelopment of domestic re.vcurces, When the report was discussed 
by the Cabinet on April 2 it was decided that the report would 

not be published and that the Committee would continue its studies 
with a view to developing specific recommendations along the 
general lines proposed in the report. The Committee's recommenda- 
tion on expanded stockpile objectives has been fully agreed inter- 
agencywise, approved by the President and publicly announced, 





In October 1953 President Eisenhower appointed the Secre- 
taries of the Interior, State and Commerce and the Director of the 
Office of Defense Mobilization as a Gommittee to study the prob- 
lems relating to the production and utilization of metals and 
minerals and to make recommendations for national policies in this 
field. As outlined by the President the work of the committee was 
to be directed toward: 1) making sure that the US has available 
mineral raw materials to meet any contingency during the uncertain 
years ahead; 2) meeting the ever-growing mineral requirements of 
an expanding economy; and 3) preserving the added economic strength 
represented by recent expansion of facilities by the domestic 
mining industry, through policies that would be consistent with 
our national and international policies. The President also 


suggested 
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Suggested that the prudent use and development of domestic minerel 
resources and assured access to necessary sources abroad are in- 

| = ed to the operation of an active economy and a sound 
efense. - 


In any study of policies relating to mineral production and 
utilization, the committee points out, the over-riding considera- 
tion is the security of the Nation. The lack of available minerals 
in the past has proved to be a weak link in US security. In three 
emergencies during the past 40 years the US has been handicapped 
by acute shortages and on each occasion we have made frantic 
efforts to stimulate production which, in each case, has resulted 
in the development of productive facilities in excess of normal 
peacetime demand and has requred serious postwar adjustments. 


Expanded Stockpile Objectives The committee points out that 
the absence of an adequate stoc le of essential raw materials 
caused us in 1942-44 and again in 1950-52 to plunge into expan- 
sion programs to obtain what we needed--needs that could have 
been met by 4 previously accumulated stockpile. Had we acted in 
advance, diversion of scarce materials, manpower, military forces 
and money might have been prevented. The committee believes that 
these experiences point up the need for a more adequate stockpile 
of critical materials to meet the tremendous surges of demand that 
come with war. Therefore, its first recommendation is the adoption 
of a new bold stockpile policy going beyond the old stockpile 
objectives (minimum objectives intended to make up for anticipated 
loss of, or serious interference with, foreign sources of stra- 
tegic materials in a five-year war period). In general, under 
the old policy, estimates were made of wartime requirements 
(military, Atomic Energy Commission, industrial, essential civil- 
ian and essential exports) and estimates were also made of the 
supplies expected to be available in wartime from domestic produc- 
tion and from strategically accessible foreign sources. As of 
December 31, 1953, minimum stockpile objectives for all materials 
were valued at approximately $6.8 billion and approximately $".2 
billion worth of materials were actually on hand. A total of 75 
materials were being stockpiled and of these 55 were metals and 
minerals. Dollarwise about 80% were metals and minerals. 





The new policy, which has been announced, establishes "long- 
term" mineral stockpile objectives which would authorize acquisi- 
tion of materials beyond levels indicated by the existing minimum 
objectives. The new objectives are to reduce dangerous and costly 
dependence on sources of materials outside the US and accessible 


areas 
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areas as defined by the National Security Council, as well as to 
eliminate in wartime the necessity for conservation measures so 
stringent as to jeopardize essential war-supporting activities. 


In calculating these “long-term” stockpile objectives, the 
committee states, particular attention should be given to the 
large-bulk items which in wartime weuld require great tonnages 
of ocean shipping. In addition, the possibility of destruction 
of key mineral producing facilities in the US and in strategic- 
ally accessible sources should be assessed in view of the develop- 
ment of atomic weapons, and appropriate provision should be made 
for additional stockpiling where required, 


Acquisitions beyond the minimum stockpile objectives to 
achieve the "long-term" objectives should be made only under 
Plans developed by the Office of Defense Mobilization. Ordinarily 
such acquisitions should take place when the Government decides 
that purchases will help to reactivate capacity and in other ways 
to alleviate distressed conditions in domestic mineral industries. 
Accordingly, preference should be given to newly-mined metals and 
minerals of domestic origin. Acquisitions may also continue to 
be made by obtaining strategic and critical metals and minerals 
in exchange for surplus agricultural commodities and by transfer- 
ring to the stockpile surplus metals and minerals generated under 
the Defense Production Act, the Surplus Property Act and other 
legislation. In acquiring materials care should be exercised to 
avoid interfering with the normal relationships of regular trade 
in the US and in friendly foreign countries. Materials in the 
stockpile may be further processed to the point at which they are 
more readily usable in the economy, thus also stockpiling trans- 
portation, manpower and facilities. Such processing should be 
done only when it can be accomplished at favorable prices and in 
periods of lowered economic activity. Materials required must be 
held in the strategic stockpile under all the safeguards provided 
by the present Stockpile Act. 


Mobilization Planni Mobilization planning for the mineral 
producing industries Ttsives preparation of basic information on 
present and future mineral producing capacity both in the US and 
in foreign countries, including assessment of the extent of mineral 
reserves. Industry must be consulted frequently so that it is 
aware of Government requirements and conversely the Government 
must. make plans that will enable the mineral industry to retain 
essential technical and skilled personnel, and to obtain necessary 
machinery, power, transportation and maintenance, repair and 


operating 
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operating supplies. There is need for detailed mineral mobiliza- 


tion planning even where stockpiling objectives have been achieved 
or where no stockpiling is being attempted. At present the Office 


' Of Defense MobLZlization is responsible for the over-all mobiliza- 


tion planning activities of. the Government but those activities 
relating to minerals have been divided among several agencies. 

The committee recommends that the ODM, without relinquishing its 
primacy in the field of mobilization planning, delegate to the 
Secretary of Interior responsibility for detailed mobilization 
planning for metals and minerals producing industries. The 
Interior Department presently collects most of the basic informa- 
tion needed for mobilization planning and, in addition, is already 


‘responsible for solid and liguid fuels and for domestic mineral 


exploration. It is anticipated that the negotiation and adminis- 
tration of contracts and financial assistance measures will remain 
in the General Services Administration. 


Domestic Production and Resources The Minerals Policy Com- 
mittee recognizes that a strong, vigorous and efficient domestic 
minerals industry is essential to the long-term economic develop- 
ment of the US and that the domestic industry must contribute to 
the mineral raw material base for any future mobilization effort. 
It also recognizes that stockpiling and accessible foreign sources 
must be relied upon for many important minerals where efficient 
domestic production is lacking or sascoguete to meet industrial 
and defense needs. 


The committee recommends that the supply-demand situation 
for edch of the metals and minerals be evaluated periodically 
on a ‘case-by-case basis to establish the proper level of efficient 
Gomestic production required as an adequate component of the 


‘mobilization base. When it is found that the level of such pro- 


duction is, or is likely to become, insufficient. to serve as an 
adequate component of the mobilization base, a comprehensive pro- 
gram involving the best use of all existing authorities of the 
Government should be developed to maintain or to achieve the de- 
sired level of domestic production. (Although this leaves open 
the possibility of applying import restrictions for this purpose, 
the Department agreed to the language in the report on the under- 
standing that it would be governed by the President's comments on 
the Randall report. The Randall report recommended against the 
use of import restrictions for security purposes and in his message 
to Congress the President approved the Randall recommendation as “ 
the proper policy "in most cases.") If present authorities of the 
Government are inadequate to accomplish the desired objective, 
appropriate legislative recommendations should be prepared. 


The 
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The committee believes that the Government has an coligation 
to assure that the mineral resources of the Nation are developed, 
conserved, and utilized in the best possible manner over the long- 
est. possible period. Although development of mineral resources is 
primarily a function.af private enterprise, the Government must 
continue to assist n- many ways. Believing that the search for 
new sources of minerals iS within the US needs to be pressed more 
vigorously, the committee. made a riumber of recommendations as to 
steps the Government, in most cases the Interior Department, should 
take to encourage the optimum development of domestic resources. 
Included were: 1) a study of the tax structure as it affects the 
discovery and production of minerals; 2) continuation and 
strengthening of the program of financial assistance to private 
industry for exploration; 3) acceleration of activities which must 
precede or supplement private exploration; 4) expansion of direct 
exploration activities for new mineral areas or critically short 
essential materials when it is reasonably certain the work will 
not be done by private industry; 5) development of recommenda- 
tions for revising mining laws; 6) strengthening and coordinating 
the collection and dissemination of facts concerning the Nation's 
mineral resources; 7) intensification of the mineral and metal 
research program aimed at the development of latent resources, 
new mineral raw materials and improved utilization of existing 
raw materials. It is recognized that additional legislation may 
be required to implement some of the above recommendations. 


Government Activities The committee recommends that the 
Secretary of the Interior lor undertake to work out ways and means of 
establishing and maintaining through some workable body the con- 
tacts between industry and Government necessary to give force and 
effect to the recommended policies. Believing that it is desirable 
to improve the machinery for continuing interagency consultation 
and cooperation, the committee recommended that the Office of 
Defense Mobilization delegate certain mobilization planning func- 
tions to the Department of Interior. After details of this dele- 
gation of authority have been worked out, the committee will con- 
sider the question of further coordination. The committee is con- 
tinuing to give attention to the development of more specific 
recommendations regarding modifications of the tax structure that 
would serve to attract additional investment capital into the 
domestic mining industry. Agencies represented on the committee 
are also preparing programs looking toward prompt implementation 
of the various recommendations. 





* * * 
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. TA PL -. Om March 31 President Eisenhower issued 2 
Pa, S RYE IMPORTS . proclamation imposing a quota on importa. of: 
sit | : -. ‘Pye and rye products as recommended by the . 
“US varie Commission. The proclamation provides for an import 
i ‘Quota of 31 million pounds of rye, rye flour and meal from 
“all sources, from April 1, 1954 until June 30, 1954 and for a 
"quota of 186 million pounds of rye, rye flour and wv meal, - 
.. io . all sources, during the period July 1, 1954 to June 30,: 


sni2 As the sents of an investigation under Section 22 of.-the 
_ Agricultural Adjustment Act, the Tariff Commission found -that a 
‘Quota was necessary to prevent imports from materially inter- 
‘fering with the domestic price support program for rye. Imports 
*-Of rye thus far in the current crop year have increased sharply 
-‘in comparison with the previous years. The Commission found. 
‘ that at the same time a record percentage of the US 1953 crop 

_ was placed under price support loans and that burdensome ovens 
Were in prospect. 





3 Instead of a continuing restrictions on rye inpotts,. ae } 
'-wecommended by the Commission, the President provided for the 
termination of the quota on June 30, 1955. In commenting on 
™ the Commission's report, the Department had strongly urged 
that if it were decided to take the recommended action the . 
restrictions not apply beyond the marketing year ending 
_, June 30, 1955. 
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This weekly publication is designed to highlight developments in the 
nomic divisions of the Department of State. and to indicate the economic prob- 
lems which are currently receiving attention in the Department = [t is suggested 
that copies be retained on file, as reference will sometimes be made to pre 


reported items to avoid repetition. 


Document Security Instructions 


This document should be treated in accordance with current castruct: 
regarding security measures for SECRET material. Extreme care stow bu 
ercised to avoid public or private discussion of the intormation ferem with « 
the presence or hearing of any person not authorized to have Knowledve thereot 
For general purposes all classified Foreien Service Officers and other responsibil 
economic officers are authorized to have Knowledge of the contents of this d 
ment, responsibility for the safekeeping of which will be assumed by each recipien’ 
thereot. It may be retained in protected files or, at the discretion of the recipies 
destroyed by burning. If not personally disposed of by the ree:pient. he 
assure himself that it is burned in the manner prescribed tor SECRET mauteriat 


| DECLASSIFIED FOR PUBLICATION IN FOREIGN 
| RELATIONS OF THE UNITED STATES 





SECRET 


April 27, 1954 


CONTENTS 





Mutual Security 
Program for 1955 ----+-+-+-+-+-+-+-+e7-- 6 
Aid by Regions 
Far East 
Europe 
Near East, Africa and South Asia 
Latin America 
Non-Regional Programs 
Proposed Legislation 


US Loan to European 
Coal-Steel Community - - - ----*+-+7*7e7-°- 10 
Loan Provisions 
Discussion of Other Matters 


Mexican Government 


Devalues Currency -------+-7-77-e-- 13 
Background 
Outlook 
Progress of FCN Treaty 
Negotiation with Germany - - - ------- 16 
* & * 


DECLASSIFIED FOR PUBLICATION IN FOREIGN Y 
RELATIONS OF THE UNITED STATES 





xX * \ ~ * ." XN 
WK AQAAN XX ‘ : Mower ‘ 
‘ AN ~\% “~\S ww ‘ .,*»*s 
We \ = \ te ‘, * \ \ . ‘ . X WR . ~~ 
‘ ~\ . * . . _" \ x ~ ~> \ . + 7 \ . 
\ \ ‘ AN . ~,* ‘ ~ \\ . \ ‘ 
. ." ANAS .* . . . 


a * a .\% 

4 ANASANAANS AMS =. . 
+. 2 So I Ss .ae % 

* \ ‘ \ " ‘ 

RRA RA AY 

~~ YAN ‘\ 


| DECLASSIFIED FOR P O 
UBLICATION IN 
_ RELATIONS OF THE UNITED STATES iisxcpsinacn 











“ G ~ . + 7 . « 
— *%\% WN . AWA AS 9 ~*~ % ~~ 
‘ AAA" \ \ ~~ ‘ AAs ‘ YN * ‘ 
\ ‘ ew ANANA —. A ANALAN \ ~N AS YS % AS 
‘ ~ . . ~A AN . . ‘ ‘~. >» ™% > * . . 
\ AA AA SA MASA . cs ee WAAL AAAANAAS ' 
\ Xx . \ . = * \ LL SASS AT . 
‘ * ° . . ~* * . . ~~. > % AAA ~ ~~ Se % me . . 
" ‘ \ . 7S \ ~% a . . 
t .* Ys . S ww *» % * ‘ . \ ‘ . " .* _ ‘NS \ \ " — " 
SR AREER AAA ARR ARREARS 
‘ ROWS —, AAS AASNAAAAAANS AAA 
tS : ~~ . AA AS Se x. s y . \ » ~ ~. . .* \ Y ~ *. ‘ \ 
AN \ SAAS \ ~~ Ady %, \ . wy . a wh 
~" * %, .- ..* ” \ \Y , .\‘ . : 4 . a > . * s ‘ . 
: >. . ‘ \ : » . % >. 4 . . ; . ~ \ 4% 3 + . ~ 
\ y ". ." ‘ ‘ . « \3 ‘~ s ~% — * * ." \ *. . > ~*~ \ . ~ bh * ~~ 
x ~\AL . .% * % Ss ASA \ . x" + ~~ SS AN 
SN AAC ANS ~~ , AXAANSA ‘ 6 SRSANRSS SAA" . 
. aX" * " VAN eS SANS X ‘ .-* .~ ~ SS ~~ A . 
AN . A ~~ ‘ SS Sk YS NS RO NS AAS OX ‘* 
. \ ‘ X > ‘\ N , \ \) ‘ 
* .* 
. \ 


Ww SAN .. * . \ SAN ." . .* AA ~~ ‘ \ . “ . ‘ ‘ 
et ~ ‘ ~ AN * AN RA a WS \ ~ ‘Y LASS SN \ * ~*~ ‘\ 
a . ." ‘ e " %, * ‘ . ~*+ ‘ . \ . ~ ‘ : \. \* ‘ . 5 ‘“* 
Wok, aS \ RS Ss ~ . \ ™ AA NA X LENNY SN . 
Rt Qi VAxq»noaaoao 
; SS ‘ ‘ : NY % \ ‘ \\ ‘ ~ LS \ aN ‘ “\ XY ‘ ‘ ‘ ‘ x a Lr ‘ . 










’ te a 
fs 


ee 


* 


AJOL 


I hf hi 
‘a rd ’ Sg , 


Ps 








DECLASSIFIED FOR PUBLICATION IN FOREIGN } 
RELATIONS OF THE UNITED STATES ‘ 


- 








DECLASSIFIED FOR PUBLICATION IN FOREIGN 
_ RELATIONS OF THE UNITED STATES 








SECRET 


ee 


LYRA DRA LAA AAA . 

‘ \ \ Md SS Xs SAK: RQ WOOO \ \: WA 

RQ \\ WA RoSasaraaaaaad \\ a . SAY 
\ " 


\ \ 
\ \ ~~ aS \ . \ ‘ \ \ \ \ ‘ WO \ .s ’ ~~" 3 . » wh ». he," SS Va | 
SQA \ WER R RAR S 
i  * .. 4% ‘ A ~*~ 3 2 . . 





Ay 

af 

ff 
Af, 

Le 

/ i , 
- 7 ft Pa 
/ Yd 
Lf ff 
ra 

a 


DECLASSIFIED FOR PUBLICATION IN FOREIGN 
RELATIONS OF THE UNITED STATES ; 











. 
. - ‘ . . ‘ 
s . > ‘ 
Lat 
wR AAS ‘ \ 
. “ 
. —s \ 
~S " we 
* ~ 1 ‘\ \ \ \ 
‘ ~\" ‘ . 
\ . ~ \ ‘ 


+ 
. ‘ \ " * \ “ 
~ . \ 4 

‘ 


+ 
. 


SAAR SNA 
NS ‘S YN \ \ 
KAS 


." 


\ 
\ 


\, 


~ . 


~ . . . “ s , . ‘ ‘ ‘ 
> « ‘ ‘ . . \ . 
‘ ~~ * 
. . . . . * \ ‘ . x \ ‘\ * ‘\ 
. . 5 . x . . \ \ . ‘\ A \ 
" . \ > * \ \ . ‘ . \ \ ‘ \ . . \ 
..% . ‘ . 
> \ * ‘ 


~ 








_ DECLASSIFIED FOR PUBLICATION IN FOREIGN 


_ RELATIONS OF THE UNITED STATES 





BEST COPY AVAILABLE 


SECRET — 
ai ao * 
MUTUAE 'SECUR : Congressional hearings have begun on the : : ; 
-* A stration's Mutual Security Program for . 
oe “fiséat year 1955. The totals approxi- 





mately’ 3.4 billion’ in new funds, in comparison with $4.5 bil- 
116" ‘dppropriated’ fér fiscal year 1954 and $6.1 billion for ... 
fiscal year 1953. THe program is divided by functions into the, . 
following seven categories: , 


Mutual Defense ‘Assistance - =-- - - $1,580,000,000 


B Qe 


Direct Forces Support - - - - - = - 945,000, 000° 
Mutual Defense Support - ------ 223,400,000 
Technical Cooperation - +------ 131,600, 
“st Development’ Assistance - - - -.- -- - Bot % 
TM Relief and Rehabilitation mid oui 1,300,000 . 
Other Programs ee @ee 7 ee e232: FF 70,000,000. . : 


- Mutual defense assistance covers programs of hilitary equip- 
ment ‘and training administered by the Department of Defense as 
well as certain programs ‘closely akin.to military end-item and . 
training programs ‘such’as facilities ‘assistance, contributions. - 
to NATO, infrastructure and special weapons planning. Direct 
forces support includes a Program for the manufacture of air- 
craft to be delivered to the RAF; tiftenctel-asqtestance for the 
support of military: ‘operations * ‘tn “Indochina; and common use 
programs for Yugoslavia, Turkey ‘and Formosa. Mutual defense 
support includes assistance programs which are needed in some 
countries to create the‘necessary ecoriomic strength to support 
thé maintenance of mfIttary forces. at a certatn level. Technical 
cooperation included ‘the ‘sharing of our knowledge and techniques. 
with the peoples of the less developed areas. to help them to . 
further their economic development, and raise their standards of | 
living. Development assistance describes aid given primarily 
to promote economic development’ or. otherwise to create or main-. 
tain economic or political stability. : 


Aid by Regio On “a geographic basis, the division of the 
proposed program e as follows, tn round numbers: 


‘Far East and Pacific - - - - - - | $1,768.9 million 
Europe ------+-+-+-+-+-+-- 897.7 
Near East, Africa and S. Asia - - ~ Pee 
Latin America - ----+-+-+-+-+-- 7.0 =«(* 
Non-regional - - --------- 165.0 " 


Far East The $1,768.9 million proposed for the Far East is 
just over half of the total proposed for the world and reflects 
the growing emphasis on that area. The bulk of this amount, 


$1,533 million 
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$1,333 million or approximately one-third of the world wide total, 
is programmed for Indochina. This includes $800 million for 
direct forces support, $308 million for mutual defense assist- 
ance, and the remainder for economic matters related to defense 
support and for technical cooperation. For relief and rehabili- 
tation in‘the Republic of Korea $241.3 million is requested. 

For Formosa, funds are proposed for mutual defense assistance, 
direct forces support, for economic or mutual defense support 

and a small amount to continue the technical cooperation program 
there--a total of $172.9 million. Japan is budgeted for $102.1 
million in mutual defense assistance. For the Philippines a 
total of $24.4 million is proposed for development assistance, 
technical cooperation and mutual defense assistance. Technical 
cooperation programs are proposed for Indonesia and Thailand, and 
in addition, Thailand is to receive mutual defense assistance. 


Europe The primary means through which the US is attempt- 
ing to achieve its policy objectives in Western Europe is the 
assistance it provides its NATO allies and other friendly Euro- 
pean nations. This assistance takes the form of: 1) provision 
of large quantities of military equipment, services and training 
for these nations' forces; 2) purchase in Europe of a portion of 
the equipment intended for forces in Europe, i.e. offshore pro- 
curement; 3) provision of defense support assistance with which 
recipient countries can obtain dollar commodities needed to 
bolster internal defense efforts; 4) direct support of military 
forces through financing the cost of particular local military 
projects, 


Most of the $897.7 million requested for this area is for 
mutual defense assistance, with some direct forces support and 
mutual defense support requested in situations like Spain, Yugo- 
slavia and Berlin. Spain, for example, is allotted $30 million 
to be used primarily for imports of raw materials and consum- 
ables. About half of this is to be in the form of surplus agri- 
cultural commodities. The local currency counterpart is to be 
applied to US base construction costs. West Berlin is to re- 
ceive $25 million in agricultural surpluses and the counterpart 
is to be used as supplementary funds for capital investment and 
risk financing essential to relieve unemployment. To support 
Yugoslavia's own efforts to maintain a large defense establish- 
ment $15 million is proposed, plus $20 miliion in direct forces 
support. Economic aid as pure budgetary support has been 
eliminated for Europe, 


Near East 
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Near East, Africa and South Asia US interest in this area, 
where more than 700 aiTiion people or about 30% of the world 
population live, requires the acceleration of economic develop- 
ment. For this reason, a large portion of the total $569.1 
million requested for the area is to be used for development 
assistance and technical cooperation, with the largest single 
portion recommended for India. The mutual defense assistance, 
direct forces support and mutual defense support funds are al- 
lotted primarily to Greece and Turkey, with Iran slated to re- 
ceive $6.9 million in mutual defense assistance. 


A tentative country breakdown of the proposed development 
assistance and technical cooperation programs follows: 





Country Deve lopment Technical 
Assistance Cooperation 
Egypt - ----+---- $20.0 million $4.4 million 
Ethiopia- - - -- - - = - os ” 
Iran---+-+-+-+-+--. 40.0 " 10.0 " 
Iraq ---+-+-+-+--e-- —_— | 
Israel ---+--+-+-+-+-- 40.0 " —_— | 
Jordan 7 oOoewrl er eOeFlUNOTUlClUCOUC OCU 10,0 ° 2.2 . 
Lebanon - - ------ — * — 
Liberia - ---+-+-+-+-- Oh Re. 
Libya ---+-+-7*?7e?e-°0 1.4 ° 
Saudi Arabia - - - - - - — 
Syria -----7+77-° oe ° 
Dependent Overseas — = .* 
Territories ----- 
Afghanistan - - - - - - i 
India -- ----- ee 85.0 " 19.3 7 
Nepal 3 ew e SY . . 
Pakistan -----:-:?° so * i «= 
|) ls 1.2 - 
Undistributed 2.2 7 
by Country - ---- - 

UMNRWA - = - e© 2- 2f fee 0.0 . 

Total -O m on Om ton 


In many of the countries it is planned that part of the aid 
will be in the form of US agricultural commodities. 


Latin America 
"Authorization only 
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Latin America The largest portion of the $47 million in 
new money requested for Latin America is to be used to continue 
technical cooperation programs in 19 of the Latin American repub- 
lics (all except Argentina) and in the Caribbean dependent 
overseas territoris--a total of $23.5 million. The sum of $1.5 
million is requested as the US contribution to the technical 
assistance program of the Organization of American States in 
the region. In order to continue the emergency program in 
Bolivia which began this year, $9 million is requested for 
C2velopment assistance. To continue the grant military 
assistance program under which eight Latin American countries 
already have entered into bilateral military assistance agree- 
ments with the US and under which negotiations are under way 
woe tases additional countries, $13 million has been re- 
quested. 


Non-Regional Programs A total of $165 million is requested 
for programs which are non-regional in character. Among the 
purposes for which this sum is requested are: $17.9 million 
for the US contribution to the UN expanded technical assistance 
program; $11.7 million for the US contribution to the Inter- 
governmental Committee for European Migration; 3.5 for the 
US contribution to the UN Children's Fund; and $3.2 million 
for the NATO civilian headquarters. Largest items are allotted 
for administrative costs and for military facilities assistance 
and mutual special weapons planning. ~— 


- Proposed Legislation The draft bill proposed by the 
Administration provides that all of the funds would be appro- 
priated to the President. Existing administrative organization 
arrangements within the government for administering the 

program are to remain, and the Foreign Operations Administration 
is extended until June 30, 1955. The actual bill has combined 
pertinent existing legislation into one act and provides for 
repeal of the separate earlier statutes. The Act for Inter- 
national Development which was not emergency or temporary 
legislation, is among those repealed. This will necessitate 
Congressional reconsideration of continuation of the technical 
assistance program yhen various other parts of the proposed 
consolidated bill expire. While the draft bill does permit 

the use of surplus agricultural commodities in our economic 

aid programs, the major provision for use of our surplus 
commodities abroad is to be included in separate legislation. 
Thus, the surplus commodity program under Section 550 of the 
Mutual Security Act is not proposed to be continued as such. 


The 
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The President is authorized to transfer up to 10% of the 
funds available within the first six categories of assistance 
to any other of the categories. The transferred funds can then 
be used according to the provisions of the category to which 
they are transferred. Similarly. the President can transfer 
up to 10% of the funds available under any. of the sections or . 
georgraphic subdivisions of the categories (except mutual 
defense assistance) to other sections or geographic subdivisions 
within any of those categories. The President is.also authorized 
to use up to $100 million of any of the funds available under 
this Act to further the purposes of the Act, and without regard 
to specific provisions of.the Act, when he considers such use 
important to the security of the US. 
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US LOAN TO OPEAN The United States Government has: agreed ae, 
COAL-STEEL CORMONTTY to lend $100 million to the European nna 
Coal-Steel Community to assist in modern-. 
izing and developing the natural resources of the Community... 
This is the first time a loan has been extended to the Euro- 
pean Community, as distinct from separate nations. It is a 
concrete expression of US support to the Coal-Steel.Community . 
in accordance with our policy of encouraging European unity. 


Loan Provisions The agreement, which was signed April 23; 
provides for interest .at -3-7/8% with the principal repayable 
over a..period of 25 years, with a three-yéar grace period... 
The loan: will. be administered aattiert the . SSSSrS Tees: ¢ of the. - 
Eximbank. ' 


The proceeds will be used by the High Authority. to make 
loans to enterprises within the Community in order to assist 
in developing facilities for the production of coal, coke and 
iron ore; providing additional housing for miners; and con-, 
structing and modernizing power stations at the pit heads ‘to 
facilitate the economic use of low-grade coal. The loans will. 
go to projects which are considered by the. al Authority to. be 


consistent 


DECLASSIFIED FOR PUBLICATION IN FOREIGN } 
RELATIONS OF THE UNITED STATES i 











-CONPIENTIAL 
- ll - 


consistent with the operation. of-a common market within the 
Community, free from national. barrfers and private; obstructions 
to competition. The. High. Authority has: agreed’ to-pledge as: 
security for.the loan.all-the securities..and ‘obligations that 
underly the loans which it will :make-to enterprises within 

the Community from.US. funds. -These may take:the form of 
promissory notes as. well mortgages.- The US will proceed to 
study with the High Authority the advisability of enlarging 
this pledge to include obligations and.security from other 
project loans which the High Authority may make from loans 
made to the Authority by other lenders.:. In. that. case the 
enlarged pledge would be held .for the equal pro-rata: benefit 
of .all lenders to the High Authority...:If it is: mtually — 
determined that such an enlargement is advisable, a supplemental 
agreement will be entered into and, pending such’ agreement, 

the High Authority will not grant more favorable terms: in new 
loan agreements than are contained in those in the US loan. In 
addition, the High Authority will endeavor in its best judg- 
ment to see that over-all quality of security in project loans 
under new borrowing will be as nearly comparable as possible 
with that in project loans under the US loan and that: there | 
will be no discrimination based on the souree of funds. 


The loan agreement ‘also contains. an article on consultation 
and reports which provides the opportunity for accredited US 
‘representatives to. consult with the High Authority concerning 
matters of mutual interest in connection with the agreement. 

The High /uthority. and the Eximbank will immediately undertake 
by consultation to determine jointly the scope and. manner of 
reporting the: information that may be required: ‘by Eximbank. 
-pesponsibilities ‘and by applicabte legislation under which 

the funds are advanced.. 


The agreement provides.that if foreign currencies are 
advanced under the foreign currency option of the US, repay~ 
ment will be at the rate of exchange at which such currency 
was advanced. It also provides for a 44% commitment fee. 


) The US Government and the High Authority, in continuing 
negotiations, will seek :-new:..means by which private capital 
can be. mobilized for investment. in the Coal-Steel Community 
as it is recognized that it: is essential that capital both 
from the US and abroad be. encouraged to provide the investment 
funds necessary. for the normal one ; ey basic 
industries. e 


Discussion 
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3 a3. 25 the or - The loan eegibtations 1 pro-.. 
vided an op y : cussion of other’ métters petated 
to the Community with x. Monnet, Preaident: of the High . 
Authority, who headed the delegation-to Washington. The US 

took the..oceasion to advise him. that it is. consulting: with. 
some of: the: member countries. of: the Community’ on’ the lifting 
of discriminatory restrictions. maintained by: them on US coal.. 
Monnet- assured us that the Community is:committed: to: the main- 
tenance of a:high level of trade.with the rest-of the world . 
for coal and steel and expressed. the opinion: that’ the removal . 
of such discrimindtory restrictions does not-require either _ 
the High..Authority‘s concurrence or prior:consultations by . 
the restricting country with the. Cher: members of the Community. 


The Belgian Council of Ministers recently decided that 
no licenses should be issued during the second quarter of 1954. 
for imports: of US coking coal into Belgium. The Council had | 
previously restricted imports of US coking’ coal for the first 
quarter of 1954 to 33,000 tons. The Federal Republic's 
February trade liberalization: list did not iinelude coal and 
imports of coal from the.US direct into. Germany’ are reportedly 
embargoed. US’ coal, however, appeara to have been reaching both 
Belgium and Germany through the Netherlands, which continues to 
import such ‘coal. The US has made . formal represeritations to the 
Belgian Goverriment ' asking that it inform us:of the specific pro- 
vision ofthe General Agreement. on Tariffs ‘and Trade which justi- 
fies restrictions’ against imports of US. coal. .- We: further stated. 
that in the absetice of such information from the Belgian Govern- 
ment or the prompt elimination of the discrimination in question, 
the US would feel constrained to invoke.its: right to bring the 
matter before the Contracting Parties. . Similar: A Reese apa | 
to the Federal Republic: are under consideration. | | hn 6 





The negotiations: also offered us an opportunity to discuss 
the prospects of maintaining and increasing- competition in the 
markets for: coal and steel within the Community. Although recog- 
nizing that considerable progress. ‘has..been.made in this direction 
over the past year; the US expressed concern ‘over the continuance 
of the cartel problem as a major one... M. Monnet agreed that un- 
questionably the:cartel matter was still. one of the High | 
Authority's: important problems. With specific reference to coal, 
he pointed out the labor problem that would be created by the 
Closing of high-cost, marginal mines, which would be the inevita- 
ble result of action against the coal cartels. He indicated the 
steps to solve this problem which the High Authority has at its 
disposal and felt that action against the cartels could be carried 
out after the labor problem is solved. With regard to steel, 

M. Monnet was optimistic that the indirect methods for freeing up 
the market, such as the High Authority's new price regulations, 
would eventually weaken the power of the cartels and make the 
desired competitive conditions possible. 


* -_ J 
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7 sAN GOVERNMENT .On April 17 the Government of Mexico an- 
.. DEVALUES CURRENCY nounced a 30.8% devaluation in its currency, 
a ae the par value of the peso being changed 
from 8.65 to the US dollar to 12.50 per dollar. Mexican 
officials consulted and received the approval of the Inter- 
national Monetary Fund prior to the action and also received 
approval for a request for a standby arrangement with the 
Fund-in the amount of $50 million to run six months. The 
availability of the Fund credit will serve as a second line 
of reserve to strengthen Mexico's position during the period 
of adjustment to the new par value. The. US-Mexican Stabiliza- 
tion Agreement remains in force. This provides that the US 
Treasury stabilization fund will purchase Mexican pesos up to 
an amount equivalent to $75 million. No purchases of pesos 
have been made under the agreement. 


4 6)’ 





The action surprised most businessmen and bankers as such 
a drastic step was not expected at this time in view of the 
existing foreign exchange reserves, particularly since the US 
_ Stabilization fund had not been called on for aid as had been 
anticipated would be done prior to any change in value of the 
peso. The situation since devaluation is very confused. Ap- 
_ parently some price rises have taken place but the extent is 
unknown. In the first few days following devaluation purchases 
of dollars were heavy, © 


pos teround ‘Phere has been a steady deterioration since 
1950 in Mexico's current balance of payments account, a trend 
which is unlikely to be reversed in view of the present world 
demand and the price conditions facing many of Mexico's major 
export products. Short-term capital movements were the only 
major disequilibrating element in Mexico's balance in the first 
three years after the 1949 devaluation. In 1953, however, the 
‘Bank of Mexico lost about $32 million of its gold and foreign 
exchange reserves, all of it because of a deterioration on 

_ current balance of paymerits account and more particularly 
because of a reduction of more than $40 million in the value 

of exports. : , in 


The gradual decline in the international reserves of the 
Bank of Mexico has progressively impaired its ability to cope 
with capital flights or deficits on current balance of payments 
account. During the first quarter of this year there was an 
‘ unseasonal decline of some $20 million in reserves, which in all 
probability was caused by another major outflow of short-term 
capital. Then in April heavy capital transfers to the US 


started 
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started and the loss of reserves between. Apriz. 3 and 14 is re- 
ported to have been approximately $20 million. The foreign 
reserve position was apparently reduced to about $200 million, 
$150 million of. which is required as a reserve against currency 
in circulation. Thus, Mexican officials were justifiably | 
concerned: over the day-to-day. reserve movements ° 


Mexico has been experiencing a@ recession in semnbe econcaic 
activity since mid-1952 when the monetary expansion had reached 
its peak. Mexico's gross national product was dom 17% during 
the first half of 1953, based on, an average annual growth of 
7% over the past several years. In July the Government. decided 
to abandon the defgaces, policies it had been pursuing and 
took steps to open up cre it to atrengthen economic activity — 
and correct the growing unemployment situation. As a result, 
in the second half of 19§$3 the gross national product was only 
down 5% and the: ay of raver. banks was. Ry ‘ 
increased. 


‘In spite of all thoes trends, Mexico's ‘basic eustinden 
position is not unfavorable, and the ever-present possibility 
of sudden ‘capital flight (which seemed to come tnto being in 
early April) may well be considered Mexico's major exchange 
problem. From the standpoint of coping with a major temporary 
outflow of short-term funds, Mexico's international reserves 
were inadequate. Having a free. exchange system and no direct 
import restrictions of any.real significance, Mexico had to . 
assure itself of access to temporary financial assistance from. 
abroad, particularly after an. exchange. devaluation. ; 


The decision to devalue was, made wen, as a result of rumors 
of a possible devaluation,,.Mexicans holding idle funds’ commenced 
selling pesos for dollars with a resultant loss to the Bank of 
Mexico of from $3 to $5 million of foreign exchange a day. 
Mexican officials feared that if a request were made to the | 
stabilization fund for assistance, the fact would”become known. 
and a further run on the peso would be created. They also 
feared that a substantial part of idle funds on deposit would 
be converted into dollarg; that commercial banks woyld'then | 
be placed in/a difficult reserve position; that ‘credit would . 
then be severely restricted and the economy of the country... . 
further slowed down, thus creating severe political problems for 
the administration. This was augmented by the fact that the © 
Banik of. Mexico was pessimistic about the. outlook for an im- 
provement in the trade balance during the remainder of 1954. 


Four 
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) tesinin alternatives: faced the sovasitienhs” iy to. adopt a defla- 
tionary Doltcy; 2) to: institute exchange control on capital move- 
ments; 3) to attempt to defend the existing 8.65: rate,- which 
Would have- been G£ffierit becagseof the high levels of checking 
accounts; time and savings accounts: and other near money holdings 
-im the hands of: thé_public; or 4) to alter the existing exchange 
rate. The first and third alternatives were apparently ruled 
out early in the discussions and the Cabinet debated whether 
to choose exchange control or devaluation. Exchange control 
was finally ruled out: because of the lack of existing machinery 
to make-the system effective immediately, the difficulty in 
stopping the flow of currency across the border, possible black 
market operations, and the effect on foreign investments. De- 
valuation was decided on as the enly practicable alternative for 
stopping the capital outflow and for correcting the dis- 
equilibrium in balance on current account. Mexican authorities 
felt obliged to makethe cut of a sufficient size to assure that 
the ‘new. par value could: be maintained. In order to absorb the 
windfall profits which would otherwise accrue to exporters, 4 
25% export tax was. put into effect immediately. 


Out: ook Ih announcing the new rate, the Finance Minister 
state .that the measure was intended to reduce the importation 
of non-essential articles; increase exports; ease the difficult 
situation in some phases of the nation's economic activity; 
discourage the export of capital; promote greater private 
investment itn Mexico, including foreign investment; and increase 
revenue from invisible sources such as tourism. ) 


.'. 3 ° AB soon as. ‘business: and. ‘indus try recover’ from. the shock:of 
+ devaluation, imports:6f capital goods, raw materials’ and essen- 
tial foodstuffs which. form the bulk of Mexican imports will no 
doubt’ be resumed at near the old levels. However, imports of 
luxury. and consumer goods are expected to decline and the: 
country pattern of trade may be slightly altered. Exports will 
not increase materially simply as a result of a cheaper peso. 
The dollar income from exports is not expected to increase 
because of the inelastic supply of local exported raw materials 
and agricultural products and because these are traded on world 
markets at world prices. Some government officials believe the 
devaluation will increase foreign investment. in Mexico and also 
will encourage Mexicans to:invest idle funds locally. It 
remains to be seen whether this will happen. As to the ex- 
pectation that tourism will be encouraged by devaluation, that 
will depend on whether the government is able to keep hotel, 
restaurantand transporation prices from increasing materially. 
Instability in the labor situation may be anticipated, as 
Mexican labor law permits reopening of agreements on the ’@sis 
of economic questions. 


Se ee 
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43 J. * Under the terms of the so-called short 
SQOTIATION WITH GERI ' treaty signed last June, designed to 
restore ‘in full force the 1923 US- 

‘German commercial wate; the ‘two govérriments urdertook to enter 
promptly into negotiations for @ new and more modern and compre- 
‘hensive treaty of friendship, commerce and navigation. (See 
page 9, June 9, 1953 issue.) After a preliminary exchange of 
drafts, discussions opened at Bonn in October on the basis 
generally of the US ‘standard draft and by mid-March the entire 
draft had had its "second reading"; or its equivalent. & 

| Department treaty specialist participated in part of the Bonn 
discussions. sp | 





' ‘The dancisietuns held: to. date have resulted in a creat deal 
of progress toward a final meeting of minds on the treaty. 
_ Progress has in fact ‘been sufficient to lead the Germans ta 
hope ‘that they will be able to send a delegation to Washington 
about the end of May to ‘complete the negotiation and sign the 
document. Whether this target date can be met will depend on 
the progress that can be made within the US Government in 
reviewing the tentative agreements reached ad referendum 
at Bonn, and in reaching a final position on certain issues _ 
that crystallized during the discussions. On the whole the’ 
response of the German Government to the US Peas fave fas 
been favorable; but the following major problems have emerged: 
1) the insistence of Germany ‘upon reserving @ ‘larger degree of 
its rights and privileges in the fields of exchange control 
within the framework of the International Monétary Fund than 
appears to be stipulated by the US standard draft; 2) the 
insistence of ‘the German Government upon remaining free of strict 
Commitments "tri the field of quantitative: regulations on imports 
and exports in the event that the GATT should’ cease to be the 
regulator of our commercial relations; 3) the desire of the 
German Government for suitable reservations providing for the 
relationship betweén the treaty and the Schuman -plan and other 
potential European integration schemes; and 4) certain 
difficulties over the final form of the territorial applicability 
clause (particularly the manner ” for —- Berlin within 
treaty coverage). | | ; 


The. problem ‘in. connection with the European Coal Steel 
Community has béen encountered ih an FCN negotiation for the 
first time in. the German case and” has been left open for settle- 
sat. in me. final Washington scram Discussions ere — 


a 
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still under way at Bonn regarding @ mutually satisfactory 
formula with respect to the territorial applicability clause. 
It is not yet certain whether this will be fully resolved 
before the Washington negotiation, but it is not anticipated 
that in the end it will pose an insuperable difficulty. Con- 
Sideration is now being given within the US Government as to 
& position on the final German counterproposals with respect 
to exchange controls and the commitments in the field of 
Quantitative regulations. In addition, there remain certain 
other problems of lesser scope and numerous items such as 
drafting changes agreed to ad referendum and small adjustments 
to German viewpoints that have to be attended to before we 
are ready to receive the German negotiating delegation. 


The discussions with the Germans on the treaty at Bonn 
progressed in an atmosphere of warm cordiality and mutual 
good will. The German Government evidently has 2 deep interest 
in concluding @ treaty with the US promptly, and has made an 
impressive effort to understand the various US proposals and to 
secure consensus among the. affected German ministries on 
the principles and formuletions of the US draft, to the fullest 
extent consistent with what they deem to be Germany's essential 
national interest. 
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SECRET N/UK 
NEW UK NOTE ON FREER Thé UK has presented the US with.a. new 
TRADE “AND CURRENCI@S note concerning a collective approach - 
OR ghar ' to freer trade and currencies which ~ 
refers to the Commonmealth proposals of Janicry 1953 and.the 
Anglo-US discussions in Washington in March 1953. .(See page 1 
of Jan. 21, 1953 issue and page 1 of March 10, 1953 issue.) -. The 
note states that the UK would welcome now a detailed exchange 
of views with the. US at the official level to ascertain how ~ 
far the Commonwealth proposals commend themselves;-to.the US | 
Government and whether we have alternrtive suggestions. . The 
particular. topics which they pope can oe discussed.now are: - 
1) support funds for convertibility, 2) trade. policy and rules 
under: convertibility, 3): international organizations, and 4) . 
exchange rate policy.. Attached to the note sre:annexes on 
each the above subjects, The note recognizes that the U3. 
Administration has a number of recommendations in-the foreign 
economic field before C ess as a result of the Randall 
report and that further discussion of those matters should 


take place after Congressional action. - 


_.. The British stress that they have always recognized the - 
importance of: arranging the advance to. convertibility. and: - 
freer trade in such a way as to mize damage to the fabric ° 
of European cooperation in all of its aspeets. This was one —' 
of the reasons for the "collective" element in.the Common- . 
wealth- proposals, although this did not imply that an-advance: 
must be delayed until every country in Europe is ready to par- 
ticipate, The UK believes that its’ discussions with the . .. 
Europeans would be greatly facilitated if progress could be 
made in US-UK discussions of the ahove topics. The note men- 
iene. the neéd for action by both creditor and debtor coun...” 


Tg SR RA oe 
funds. states that overnment does riot propose to change 
the estimate of $2,500 million as a support fund for. sterling ... 
convertiti lity. that ‘i4t suggested in the US-UK discussions of 
March.1953.: While the central: reserves of gold and dollars © 
have. risen by about $1,000 million from their very low level | 
in 1952, there have algo been some increases in the sterling - 
liabilities of the UK; particularly to other members of the 
sterling area.’ In any event the actual figure will have to be 
determined in the light of prospects at that time. The UK - 
realizes that the main possible sources of'support funds are 


the International 
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the International Monetary Fund and the Federal Reserve 
System. It understands that there is no prospect of the 
existing gold and dollar resources of the Fund being aug- 
mented by the US Government. Unless the gold and dollar 
resources available to the Fund can be increased in one way 
or another, the UK doubts whether, in view of the claims of 
- other countries ‘on the Fund's resources, it would be sible 
to count on an IMF stand-by credit of much more than $1,300 
million to the UK for. sterling convertibility. The UK plans 
to have confidential discussions with senior members of the 
Fund staff about details of a standeby credit agreement and 
will keep in closest touch with the US on the results of 
these discussions, in the meantime, the UK would be glad to. 
learn of further developments in US thinking on the possi~- 
bility of credits from the Federal Reserve System for 7 
sterling convertibility, as visualized in the Report of the 
Randall Commission and the President's Message to Congress. 


annex sizes problems ade currency are 


indissolubly linked. If cowntries are free to restrict trade, 
there will be implicit in. convertibility a serious danger cf. 
a world-wide intensification of import and exchange restric- 
tions and a descending spiral of world trade. The UK believes 
that this danger could be greatly reduced if effective action 
were -taken to secure international agreement to the progres- 
Sive removal of import restrictions, using the valuable ex- 
pessouse in recent years that has been gained in both GATT 

9 ° : by ate 


- The UK envisages that, before the convertibility opera- 
tion, there should be a general agreement on long-term trade 
policy between the US, the UK (in consultation with other 
members of the Commonwealth) iand the leading European coun- 
tries. More would need to be. known about the US views before 
the UK and the Commonwealth put forward precise or detailed 
proposals for this agreement. Earlier suggestions of the UK 
in this regard are referred to--i.e, determined international 
action to remove quantitative restrictions and discrimination, 
with recognition that the speed of removal would not neces- 
sarily be the same for all countries; and recognition that 
solution of balance of. payments problems may require action 
both by creditots and debtors, and that trade rules should 
be framed accordingly. The UK does not- envisage that this 


agreement 
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agreement would necessarily be translated forthwith into new 
trade rules in the form of a revision, where necessary, of 
the rules of the General Agreement on tariffs and Trade. It 
might be premature to write new rules before there had been 
some experience of the working of convertibility with flex- 
ible exchange rates. However, since GATT is scheduled for 
renegotiation this winter, it’ may be sible to make some 
‘of the appropriate changes. during ‘tha’ operation. : 


The agreed principles and: pules which ultimately emer ge 
should, the UK believes, provide thet quantitative restric- 
tions on trade should be retained or reimposed only when 
circumstances warrant it and that countries retaining restric- 
tions would be required to justify them on grounds specifically 
provided for in the GATT and should :not be permitted to apply 
them otherwise, except unter an. internationally accepted 
escape clause, This escape clause shold cover both emergencies 
for individual eountries arising from their own balance of pay- 
ments difficulties, and world-wide emergencies arising from 
general imbalance. Where the escape clause is held justified, 
positive remedies must be sought for the difficulties which 
have led to.it. Discrimination in the use of quantitative 
restrictions should be barred except in relation to a country 
which, through failure to play its part in maintaining an 
adequate flow of its currency into the rest of the world, has 
caused its currency to become scarce, 


The annex further states that all countries participating 
in the approach to convertibility would have agreed that in 
the initial period after convertibility they would move towards 
the general trade objectives as fast as they could.. It is 
hoped that significant progress should be made within the first 
year. Since the proposals. were first put to the US by the UK, 
the latter has increased its own: liberalization of trade with 
Europe from under. 508 Of to over 80% and‘has introduced world 
open licenses for import of wheat, coarse grains, animal 
feeding stuffs, copper and a number of minor commodities. 
About half of the present level of UK imports from the dollar 
area are freed from control, It is hoped that. this steady 
advance will continue, both before the first convertibility 
operation and in the period immediately after, with due regard 
in the former period to the dangers of moving too fast without 
the element of flexibility in exchange rate policy and the 
financial support which are an maspaned part of the converti- 
bility proposals. 


international 
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international -Orgenizations © another annex points. out that 
the commonwealth. praéposals advocated working toward the twin - 
objectives of freer trade amd currencies through the existing. 
international institutions.-< nternational Monetary Fund — 
and the General Agreement on Tariffs and:Trade, The UK believes 
there. must be an arrangement to. coordinate these two organize- 
tions and suggests an IMP/GATT Advisory Group which would meet 
two or three times a year. The Managing Director of the IMF and 
an appropriate representative of the GATT would be ex-officio 
members of this Advisory Group and there might be a few permanent 
members, including the US and UK, with a larger number of members §& 
appointed in rotation from countries which are members of = 
two organizations in such a way that the main trading.and © 
monetary areas of the world are appropriately represented.’ 


Exchange Rate Policy The fourth annex states that a fiex- 
ible rate for sterling is an essential element in the Common- . 
wealth proposals.. The keynote of. the UK operation of a flexible 
rate for sterling would be stability. The UK. would intend to 
use the exchange resources available to it (i.e. the reserves 
and stand-by credits) to iron out temporary fluctuations and to 
protect the rate against speculative or exceptional pressures. 
However, the rate would have to be allowed to reflect major 
trends in the sterling area's economic relations with the. rest 
of the world and it would not be UK policy to bolster an ‘ 
unrealistic rate of exchange with its own reserves or with 
borrowed money. On the other hand, the UK would declare 
emphatically that it would continue to observe its interna- 
tional obligations to gvoid competitive depreciation and ‘would 
expect other. countries to do likewise, 


: In the absence of amy major developments, the range of :. 
variation would be unlikely in practice to be "great. The UK : 
would not declare a predetermined fange as this wonld reduce’ 
the advantages of flexibility end might encourage speculators. 
At the. outset the UK would inform the Fund that it did not — 
propose any alteration in the par value of the pound, but that. 
for the time being. it would suspend.its undertaking to maintain 
the rate in exchange markets within the upper and lower iimits 
permitted under the Fund Articles. Moreover, it would have. 
regard to its Fund CeegeTeeee if it wished. to propose'a new 


parity. 


As to how the UK would deal with a difficult balance. of 
payments situation arising after the pound had been made convert- 
ible and an advance made to freer trade by the removal of trade 


restrictions 
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restrictions, the annex lists a variety of measures that might 
be employed -- internal monetary and fiscal measures, use of re- 
serves, adjustment of the exchange rate, application of what- 
ever quantitative restrictions and discrimination are permis- 
sible under the then current trade rules and international 
action. The extent to which these would be applied would depend 
on the cause and nature of the difficulties but present thinking 
is that increased quantitative restrictions and discrimination 
would be used only in very serious circumstances and thus come 
later rather than earlier in any process of adjustment. In the 
event of any major developments, the UK would wish to have 
counsel with its associates --in particular the US and the 
International Monetary Fund. This would be necessary in order 
that the UK, in making up its mind on the course of action to 
be followed, should have the benefit of the views of others 

and should have some idea of the courses they, for their part, 
would pursue, The UK would, however, emphasize that any deci- 
sion on the rate policy for sterling, while it must be consistent 
with international obligations, must ultimately reside with the 
UK Government, like the decision to go convertible or decisions 
to draw on the stand-by credit. 


* * 


CONFIDENTIAL 


RECT EC°SCC ACTION The UN Economic and Social Council conclud- 
ON LCN ‘iC CULSTIVNS ed its seventeenth session in New York on 
April 30. Despite a limited agenda, this 
was in many respects a difficult session for the US delegation 
as it is becoming increasingly difficult for the US to win sup- 
port for its views, This is partly because some countries whose 
Support we formerly expected now hesitate to do or say anything 
that might worsen east west relations. Some of these same coun- 
tries also think that their desire. for increased trade with the 
Soviet bloc dictates a more cautious line. More important still 
is the fact that under-developed countries, which are in a major- 
ity in the Council, have become increasingly aware of their power 
and frequently use their. voting strength to push through proposals 
designed to benefit them. Even though often skeptical of such 
proposals, many countries are hesitant to oppose the under- 
developed countries. : 





Despite this situation, the US suffered only one major 
defeat on the economic side. This occurred when the Council 


decided, despite strong opposition by ti» .\ and other developed 
countries, to establish a permanent advi or, commission on inter- 
national commodity trade. On the other id, the US did succeed 


in getting the terms of reference for the commission modified to 
some extent and in defeating a Czech proposal designed primarily 
to permit the commission to deal with questions of strategic 
trade controls. 
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‘On all the straight. political issues the US: was successful 
in. carrying. its pogition.: The item proposed by the Soviets on 
removal of obstacles’ to- international trade was postponed to the 
next session and ‘madé ‘a ‘sub-item under the “World Economic 
Situation". The debate on forced labor, which was focused on 
conditions in the Soviet'world, was very satisfactory from the- 
US point. of view, as:was the resolution which established pro-. 
cedures designed. to keep the-issue alive. The US got ‘through a 
resolution making countries which have been declared eligible for 
UN membership by the General Assembly éligible for full voting~ 
membership in the regional economic commissions. This means that 
Cambodia, Ceylon, Korea, Japan, Laos pal and Vietnam may be- 
come fuli- fledged ‘members of EVAFE, de ey so desire, and, 
similarly, Austria, Finland, Italy, Ireland and Portugal may do 
so with respect to ECE, At the same time, a Czech proposal 
designed to admit the Soviet satellites to fl membership ain the 
ace. ‘Was effectively defeated. 


a One unexpected development on the last day of the session 

was an invitation by the Soviet delegation to all the Latin 
American countries to visit the Soviet Union for talks on wider 
trade and to observe the "great development" of Soviet industry 
and agriculture, There were no immediate reactions to the pro- 
posal from the Latin American delegates, but in later private 
conversations, some of them voiced skepticism of Soviet motivation 
The Soviets had extended similar invitations to Asian countries 
during the last session of the Economic Commission for Asia and. 
the Far East. 


‘Major Economic Items . The major socneaic items concerned 
international price relations, international flow of private 
capital, and land reform. In connection with. ew F oe the 
Council had before it a report on " Commodity and Beoponte 
pers Lommens | submitted by a UN group of experts &. page 
January 1954 issue) as well as related reports prepared by the 
Secretary General under GA and ECOSOC directives. The experts 
emphasized the difficult problems facing countries in the process 
of development as a result of violent and excessive fluctuations 
in the prices of primary commodities entering into international 
trade, but, after reviewing various possible ways of dealing with 
this natter through international action, held out no expectation 
that much could be accomplished except possibly through measures 
for general stabilization involving basic monetary reforms, They 
Suggested that these warranted further study and concluded by 
recommending the éstablishment of an intergovernmental trade 
stabilization commission to study and make recommendations on the 
general problem of stability in all its aspects. 


Prolonged Z 
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Prolonged discussion disclosed considerable. divergence of 
views on what international action should be taken in this field. 
Largely on the initiative of Argentina, the Council decided that 
a "Permanent Advisory Commission on International Commodity Trade" 
should be established, but that its actual organization would be 
postponed until the 18th session of-ECOSCC this summer. The main 
tasks of the commission will be to examine measures designed to 
avoid excessive fluctuations in the prices of and the volume of 
trade in primary commodities, including measures aimed at: the 
maintenance of a just and equitable relationship between the - 
prices of primary commodities and the prices of manufactured goods 
in international trade. The US and the UK were strongly opposed 
even in principle to establishment of the commission and were 
joined by three other developed countries in a negative vote. . 
These countries maintained that the decision to set up the 
commission had been too hasty and complained of the vague wording 
in the resolution. Furthermore, the terms of reference of the 
commission as approved are stili not satisfactory to the US de+ . 
spite some improvement over the original drafts submitted by the 
Argentine delegation. This action raises cuestions as to the 
future of the Interim Coordinating Committee for Intergovernmental 


Commodity Agreements. 


4A Secretariat study before the Council concerned "The Inter- 
‘national Flow of Private Capital". One of the conclusions of this 
report is that an increase in »vrivate capital exports today, hov- 
ever important for production in the future, can be expected to 
make only a minor contribution towards restoring economic stabil-~- 
ity. The report points out that the prevailing economic uncer- 
tainty tends to reduce the volume of private capital for invest- 
ment purposes. It adds that, while. tne net annual outflow of 
private long-term capital from industrialized countries has tended 
to increase during the post-war period, the outflow acvwually was 
much greater, in real purchasing terms, in the 1920's than at 


present. 


In the discussion of this report, the US. delegation stressed 
its sympathy with the desire of underdeveloped countries for 
accelerated economic development. It also emphasized the view 

of the US that private capital can play an increasingly important 
role ‘provided steps are taken to create conditions making for a 
favorable international investment climate. To these ends it 
introduced jointly with Belgium, Pakistan, and Turkey a draft 
resolution which recognized the necessity for action by under- 
developed countries to remove impediments to the flow of capital 
and included a number of recommendations both to countries seeking 
to attract private foreign capital and to countries able to 


export 
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export capital. The compromise resolution finally adopted by a 
_ vote of 15-2 (Soviet. Union, Czechoslovakia)s;with Yugoslavia 

abstaining, recommeris ways capital importing countries can 
improve their investsent climates.and urges capital exporting 
countries to take measures designed to increase the flow to 
capital-importing. countries, The resolution further recommends 
that both groups of countries consider the possibility of estab- 
lishing abroad investment corporations designed to encourage the 
participation. of private inwestors. The US accepted the latter 
provision in order to win the support of India and madd for the 
--Pesolution as.a whole. 


- In its. discussion of land” reform, the Council considered. 
reports on: "Progress in Land Reform" and "Rural Progress Through 
Cooperatives." (See page 5, March 2, 1954 issue.) By a unanimous 
_yote, the Council urged governments. to continue their efforts to 
implement earlier Council and General Assembly resolutions on . 
land reform. It also repeated a. previous GA recommendation that 
the International Bank give sympathetic consideration to loan 
applications from underdeveloped countries for development proj- 
ects which are designed to implement programs of agrarian reforn. 
It also requested the GA to continue its interest in land reform 
in all its aspects, giving particular attention to the problem of 
financing. Governments were invited to extend all appropriate 
assistance toward the formation and development of cooperatives. 
Finally, the Secretary General is to prepare further reports on 
both land reform and cooperatives for the 22nd session of ECOSOC, 
The resolution as a whole is satisfactory from the US point of 
view, although, in the paragraph-by-paragraph vote, the US opposed 
the request to the General Assembly to A ts perticulac attention 
to the problem of financing. 


ae Labor For its discussion of forced labor the Council 
ha@ before it the report of the Ad Hoc Committee on Forced Labor 
(see page 5, July 30, 1953 issue) which stated thet the Committees 
inquiry nad revealed the existence of facts relating to systems 
of forced labor of so grave a nature that they seriously threaten 
fundamental human rights and jeopardize the freedom and status of 
workers in contravention of the obligations and provisions of the 
Charter of the UN." The Council commended the Ad Hoc Committee 
for its work. It condemned the systems of forced labor "which 

are employed as a means of political coercion or punishment for 
holding or expressing political views, and which are on such a 
scale as to constitute an important element in the economy of a 
given country." It also requested the Secretary General to 
prepare with the cooperation of the International Labor Organiza- 
tion a report for the 19th session of ECOSOC on any new informa- 
tion on systems of forced labor. The US would have liked to have 
the Ad Hoc Committee on forced labor continued, but learned from 
early consultations that there was no possibility of getting 
ECOSOC approval of this. 
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Other Items The question of international arbitral awards 
in commercial disputes were placed on the Council's agenda by 
the International Chamber of Commerce (ICC) which also submitted 
a relevant draft convention. Without going into the substance 
of the matter, the Council decided to establish an ad hoc com 
mittee to study the problem raised by the ICC and to make appro- 
priate recommendations to the Council. Although the US supported 
the resolution, it is not likely to be in a position to adhere 
to any multilateral treaty regarding enforcement of awards 
because of domestic policy and legal considerations. Under these 
circumstances, the US has made it clear that it does not want to 
be represented on the ad hoc committee. 


With regard to the Protocol on a Uniform System of Road Signs 
and Signals, prepared by a group of experts, the Council noted 
that many countries have not yet subaitted their observations on 
this and that a considerable divergency of views is shown in-the 
comments received, The Transport and Communications Commission 
is asked to consider this matter at its next session and prepare 
recommendations on any further action which may be desirable. 

All governments not having done so are asked to submit their 
views on the protocol as soon as possible. . 


With a view to hastening the establishment of the Inter- 
governmental lhiaritime Consultntive Organization, the Council 
invited the Secretary Genege’ . pursue his consultations with 
governments of eligible states which have: not yet ratified the 
Convention. Thus far, 14 governments have ratified the conven- 
rt _ 7 additional ratifications are necessary to bring INCO 

nto ng. 


The Council instructed the Secretary General to postpone 
further action on convening a committee of experts to make recon- 
mendations on the problem of pollution.of sea water pending the 
outcome of the current conference in London of major maritime 
powers, called by the United Kingdom. The Ux has indicated that 
any convention that might result from the London meeting would be 
brought within the scope of the IMCO wnen that organization comes 


into being. 


On the UN expanded program of technical assistance there were y 
two resolutions relating tc financial procedures and alternative / 
systems of allocation of funds among the participating agencies. 

With regard to the latter, the Technical Assistance Committee is 
to consider the alternatives suggested and make recommendations 
for the Council to consider at its next session, 


The reports of the International Monetary Fund, of the Inter- 3 
national Bank and of the Economic Commissions for Asia and the 
Far East and for Latin America were noted by the Council. 


A 34-item provisional agenda was approved for the 18th session 


of ECOSOC which will open in Geneva on June 29, 
x * * 
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REVIEW CCMPLETED OF In accordance with a request from the 
IS AVIATION POLIC} President of last September, the UG 
Government's basic policies related to 
civil aviation have been reviewed in the light of our national 
objectives, The review, prepared by the Air Coordinating 
Committee, was delivered to the President Aprii 30 and is 
expected to provide policy guidance to executive agencies in 
testimony before the Senate Interstate and Foreign Commerce 
Committee on Senator McCarren's redraft of the Civil Aeronautics 
Act, 1938, in hearings that are scheduled for mid-May. 


The new policy statement says that there must be a continue 
ing expansion of our air services and their supporting base to 
keep pace with our economic growth and our responsibilities as 
a principal world nation, For this task, the resources and 
initiative of private enterprise are essential. The goal of 
federal policies at this time should be directed to the develop- 
ment of economically healthy carriers, capable of financing 
with private resources their own continuing growth. 


The sections of the report of most concern to the Depart- 
ment are those dealing with air transport rights, exports of 
aircraft and othém aeronautical material, movement of US mail 
on foreign carriers, subsidies, air routes, aviation technical 
assistance, and relations with the International Oivil Aviation 
Organization. This article deals principally with the intere- 
national aspects of the policy review. 


“Dbstiali wigs aviateh pareenents The review recognizes 
the importance of operations abroad of US airlines for our 


commercial needs, for postal service, and for our national 
defense. In general, it endorses the policies that we have 
been following in the international aviation field. It points | 
to the forty-five bilateral aviation agreements which we have 
with other countries and states that the exchange of air. 
transport rights will continue to be by bilateral agreement 
raitil such time as it is possible to achieve a multilateral 
agreement which contains principles generally in accord with 
those of existing US bilateral agreements, 





The US will c:ntinue to adhere to the policy of negotia- 
ting for international air rights on the basis of all five 
freedomge, according to the new policy statement. The five 
freedoms are: first--right of an aircraft to fly across the 


territory 
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territory of a foreign country without. sinthike seconde-right 
of an aircraft to land for non-traffic purposes; third--right 
to carry traffic from country of nationality of aircraft to 
another country; fourth--right to carry traffic'from a foreign 
country to country of nationality of the aircraft; fifth--right 
to carry traffic from point of origin in one foreign country . 
to point of destination in another foreign country. The US 
has regarded the enjoyment of all these rights as ‘éssential to 
ecor.omic operation of {nternational routes, to the fullest 
development of air transport services, and in the interest of 
the traveling public. All bilateral air transport agreements 
negotiated by the US since the latter part of 1944 nave been 
based on the exchange of the five freedoms. bs i oral 


Since the conclusion of the e fur Tramsport Kgreenent. with 
the UK at Bermuda in February 1946, the US has adhered to the 
basic principles which were astablished in that agreement. 
noe oak te standards for relating capacity to traffic on 

bost facto basie, taking into consideration the public 
recut reneate or air transport service, and the requirements 
of both trunkline operations and local. or regional operaticns. 
They also include certain provisions, designed as safeguards , 
to the airlines of both contracting parties, such as the declar- 
ation that capacity shall bear a close relationship to traffic 
demands, that the airlines of both countries shall have a fair 
and equal opportunity to operate the routes for which they are 
designated, and that the airlines of one country shall take 
into consideration the interests of the airlines of the other - 
country so as not to affect unduly the other's services, The 
policy statement says that in negotiation of agreements for 
the exchange of international air rights, the US will continue 
to adhere to the Bermuda principles as the most satisfactory 
for relating capacity to traffic. In determining the routes 
to be included in bilateral agreements, the US will continue 
its objective of establishing, insofar as possihle, an_equita- 
ble exchange of economic benefits. : 


Essentially,.the network of bilateral air transport agree- 
ments has now expanded to the point at which world-wide 
services are possible, and the conclusion of additional agree- 
ments will serve to augment and regularize tha system rather 
than to establish the basic requirements necessary to begin 
operations. Therefore, while new agreements may be concluded 
from time to time, it is expected that the most outstanding 


developments 
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developments will consist in their application and interpre- 
tation in relation to operations under them. The US will seek 
interpretation and application of its agreements in a manner 
which will accord with the over-all objectives of an effective 
international air transport systen,. 


The policy also states that the US should seek to arrange 
long-term rizhts for use by US civil and military aircraft 
of foreign bases which have been constructed or improved with 
US funds. 


aT em The International dir Transport 
Association (LATA), an organization consisting of most of the 
international air carriers of the orld, presently serves as 
the priuary instrument for establishing and maintaining the 
highly complex structure of international fares and rates, 

The new policy states that full US support should be given to 
the IaTA as the primary instrument for establishing end main- 
taining sound fare and rate structure for internatircnal air 
services. However, US reliance on IATA should be supplemented 
by governmental authority, which is currently lacking, to 
resolve rate problems resulting from the inadequate function- 
ing or the absence of IATA machinery. Therefore, the new 
policy states that the Civil Aeronautics Board should be 
empowered by Congress: a) to control the fares, rates, rules, 
end practices of the US air carriers, applicable to transporta- 
ticn to end from the US, to the same extent as the Board now 
h.s pover to act with respect to domestic air transportation; 
and b) to control the fares, rates, rules, and practices of 
foreign air-carriers, applicable to transportation to and 

from the US, more effectively than is now possible under the 
Civil Aercnautics Act. 


Participation in ICAO The new policy statement says that 
the accomplishments to date of the Interrational Civil 
iviation Crgcnization (ICAO) have fully demonstrated the need 
for continuance of cooperative efforts in fostering the 
develoniient of international civil aviation. Therefore, the US 
should continue to support ICAO and propose that its future 
activities be consistent with the folloving objectives: a) 
development of additional international standerds, recommended 
practices, procedures, <nd regional plans for facilities and 
services, when necessary ror safe and efficient international 
air navigation, emphasizing implementation of standards and 
regional plans by ICAO members; b) progressive develonment and 


implementation 
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iaadamontetion. of. ICAO*s program for the facilitation of 
international civil aviation; ¢) eollection and distribution 
of information in the field.of air transport economics; 4d) 
adoption of conventions on needed international air law; e 
administration of joint support projects for pels OY 
financing of essential international air navigaticn facilities 
and services, However, the number and duration of meetings 

of the ICAO Council ‘and its subordinate bodies and the work- 
load of the organization should be voduced with consequent 
budgetary economies. ” 


International aviation traffie is iets tae national 
regulations and procedures governing entry, transit and exit 
must be simplified to ae maxigwmextent consistent with 
national security, The US has-worked with other nations in 
‘the ICAO to establish uniforn - standards and recommended 
practices governing border crossing formalities in order to 
expedite ‘this traffic. .The policy statement reiterates 
continued US support of this: ‘facilitation program, 


Safety and efficiency of operations over international 
air routes reouire a system of aids to air navigation based on 
"common system" concepts, The policy states that the US 

py to the extent practical, continue to provide in the US 
nd its territories end areas under its control, airports, 
tactiities, and related. services required to facilitate inter- 
national air navigation, in accordance with ICAO standards 

and recommended practices, The US will stress the obligations 
of ICAO member nations in this regard and give support to all 
practical efforts by other maianenes bad attire: such facilities 
and services, | 


Export and fuport of Aircraft and Loutument The policy 
points out that-it is in the national'interest of the US to 


sell civil aircraft and other aeronautical equipment to 
purchasers in friendly foreign countries, If the ranufacture 
and supply of aircraft become critical because of a shortage of 
materials necessitating the use of a priority system, civil 
purchasers of aircraft and parts in friendly foreign countries 
should receive substantially equal treatment to that accorded 
US civil purchasers. Likewise, the export sale of available 
military aircraft end related equipment to friendly nations 

is desirable and to he encouraged as much as possible, con- 
sistent with military requirements end international policy. 


Each 
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Each app]i¢ation. a a manufacturer to release his military 
aircraft products for. sale abroad must be considered on its 
merits and in the l + of the erticle's importance to 
national security. To encourage and facilitate the sale of. 
aircraft end related equipment. abroad,: the -Eximbank, in | 
appropriate cases and where necessary, should continue to make 
loans and to guarantee loans made by others: oe ' the rend of 
financing such sales, | 


he ‘policy also points out that the US favors the bes” 
development. of internati-nal trade and proposes to keep ate 
market open: to competitive fo-eign aircraft and equipment _ 
which meet US levels of safety asa valuable and ‘necessary ‘ 
corollary to a healthy, expanding market for US aeronautical _. 
equipment: abroad. - To. accomplish this objective it is believed. . 
that the following measures should .be taken to permit readier 
access by foreign manufacturers to the US market for this. ... 
equipment: a) expansion of ‘the program of patent arrangements 
and exchange: of licenses between US and foreign manufacturers; 
b) agreements for mutual recognition for import and export 
purposes of airworthiness certificates for aerohautical . 
equipment; c) elimination or reduction to a minimum of.-tariff 
rates end avoidance of unnecessarily burdensome taxation and 
regulations on foreign-manufactured aviation equipment. 


_ Subsidies and Routes The policy recommends termination ._ 
of ‘subsidies to. the aviation transport industry in an orderly 
manner and. the. merging of trunk lines into fewer systems, 
thereby eliminating uneconomic operations. It recognizes, 
however, that in some cases it may be necessary to continue . 
subsidy. for an indefinite period to preserve a service which 
is essential in the national interest and which cannot be 
provided feasibly on,a non-subsidized basis.-Thus', foreign 
competition and other Special factors will probably prolong . 
the period during which subsidy will. be reouired for inter- | 
naticnal air transport operations. These cases must be very. 
carefully considered, however, not only.to. determine whether 
the. service itself is sufficiently essential to‘ justify. | 
federal ‘support, but also to determine’ whether the, sebvice , 
can’ be rendered by other Us carriers’ with less or, no’ subsidy. 


’ Beeatise of the distances involved and lack of adequate 
high speed surface transportation, US territoriés dre : 
dependent upon air transportation for rapid communieation, . 


but in 
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but in many instances are unable to generate sufficient 
traffic to support self-sufficient air transport operations. 
Under these circumstances, too, uneconomic duplication in 
services must be avoided or eliminated, 


National interest factors require that many interrational 
routes be maintained, despite subsidy requirements, The 
policy review points out that in large part, the present 
international route pattern was estahlished at a time when 
there was relatively little experience with the economic 
characteristics of international air service. At that time 
it was not generally expected that foreign flag operations 
would provide the degree of competition which has actually 
developed. It was therefore thought necessary to certificate 
competitive US flag operations for the purpose of assuring 
adequate attention to the needs of the traveling publi¢, 
and development of.efficient and economical service. -Actual 
financial experience of international operations has proved to 
be considerably less favorable than was originally anticipated. 
In all areas, competition has greatly increased and on some 
roytes traffic has not developed sufficiently to support: 
economical frequency or load factors. As a general policy, 
it is desirable in the public interest that competition between 
US flag carriers be maintained in areas where traffic is 
sufficiently dense so that crmpetition can be economically 
Supported. However, where such is not the case, it is 
difficult to justify subsidy expenditures in terms of the 
public benefits to be derived. Under the present pattern 
of US flag international operations, no general improvement 
in che dependence on subsidy support is anticipated in the 
foreseeable future. In view of this fact, and the continuing 
increase in the effectiveress of foreign competition, the | 
policy states that it is necessary at this time and continu- 
ously to review most critically the justification for main- 
taining the present pattern of competition between US carriers 
on international routes. Route decisions in this area should 
recognize the necessity of avoiding ‘or eliminating uneconomic 
duplication of service between US carriers. 





i t Pp The policy paper 
recognizes the importance of mobilization planning on a 
continuing vasis and in sufficient detail to achieve a high 
level of readiness so the% available civil airlift capacity 
will be ready to augment military air transport and support 


the war 
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the war program. immediately should there be an outbreak of ' 
dar. It.also states that international mobilization planning 
is.desirable to establish coordinated principles and policies 
which could be applied uniformly insofar as possible by 
allied states tc their wartime civil air transport operations 
in order to enhance their effectiveness in a mutual war 
effort end to assure orderly resumption of normal commercial 
operations in accordance with prewar commercial rights, 


_ Oteer Items The policy endorses the principle that 
US. pail will be transmitted internationally on the most 
convenient and expeditious schedules utilizing the services. 
. Of foreign as well as US air carriers. 


-ahe US currently extends technical and economic 
cooperaticn to friendly nations for the improvement of safety 
and efficiency in civil air operations. We do this directly 
through the executive agencies and indirectly through per- 
ticipation in the aviation technical assistance programs 
of the UN, administered by ICAO. Within the limits of funds 
availabie and consistent with our international interests, 
the policy statement declares, the US shall continue such 
assistance with. full coordination between the programs 
conducted by the US and those conducted by ICAO. 


The policy statement also says that the US should 
continue to provide the aeronautical communication services 
for international aviation operations within areas under US 
jurisdiction, where as ‘a contracting state of ICAO it hes 
accepted such responsibilities, and that this shall be on 
the same basis for foreign aircraft as for U craft. Like- 
wise it is to seek to assure, principally through the ICao . 

machinery, that our civil aircraft are provided aeronautical 
services on the same basis as are provided for foreign 
aircraft by the Us. 


% % * 
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OEEC MINISTERIAL The OEEC Ministerial Council meeting, which 
COUNCIL MEETING took place in Paris May 5 and 6, agreed to 
continue the European Payments Union for an- 
other year but modifications in the present system still remain 
to be worked out; established a ministerial committee to examine 
the different problems ‘which will arise if some member countries 
re-establish convertibility; and took additional.steps intended 
to further trade liberalization. The Council -session was pre- 
ceded by a meeting of economic experts, which produced a brief 
ree on the economic outlook which was cautiously optimistic 
n tone. ear day 





European Payments Union The crux of the Council meet ing 
was the renewal of the European Payments, Union, which expires .as 
of June 30. The Council unanimously agreed that the Union should 
be continued for. another year but. no agreement.was reached on 
the conditions under which the Union shall remain in.force. 
Because of the extreme creditor and debtor positions -that have 
emerged some arrangement obviously had to be made for settlement 
of outstanding debts and extension of new credit. The Managing 
Board was therefore instructed to continue its work in this re- 
gard and report back to the Council in time for it to make the 
necessary decisions for the Union's prolongation. The Board is 
to use as a basis for study @ compromise plan proposed by the. 
main creditors. This calls for bilateral consolidation of part 
of their credits to the Union if acceptable arrangements are..pro- 
posed by the debtors for consolidation of their debts to the. . 
Union. The creditors would then @lso be prepared to agree to 
reconstitution of further borrowing facilities by debtors to the 
extent that creditors' credits to the Union were repaid by 
special dollar resources received by the Union. The main prob- 
lems to be considered are: the precise extent of debt repayment, 
the amount of credit facilities to be reopened for -debtors, the 
amount of credit facilities to be reopened for debtors, the amount 
of new credits to be extended by creditors (with Western Germany 
a special problem), and. the amount to be taken from EPU converti- 
ble reserves for payment to the creditors. 


Following the Council meeting bilateral conversations were 
started between the countries involved; the conversations between 
the UK (the biggest debtor) and Germany (the biggest creditor) 
indicate a genuine desire to cooperate. An EPU settlement @en- 
pears probable, although the Scandinavian delegates have not com- 
mitted themselves to the extent of saying the creditors' proposal 
would serve as:a basis for agreement and are anxious to have pro- 
visions which will cause extreme creditors to correct their 
positions by "good creditor" policies. Multilateral discussions 
on the EPU problem started May 17 among alternate members of the 


Manag ing 
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Managing Board and the full Board will begin work May 24. 
Bilateral conversations are continuing simu ltenseus ty with the 
multilateral negotiations. .. 


Convertibility It was clear from the discussions at the 
ministerial meeting that there is likelihood of a move to some 
type of convertibility within the coming: year by the UK, prob- 
ably accompanied by Germany, the Benelux countries and Switzer- 
land, and possibly by other countries. There was increased ac- 
ceptance that such moves would probably mean that the European 
Payments Union would not be retained in its present form and 
that there needed to be a study of arrangements for the post- 
convertibility period to maintain trade liberalization and credit 
facilities within Western Europe to finance such trade. For this 
reason a Ministerial Examination Group was set up to examine the 
problems which will arise if a number of member countries re- 
establish convertibility and report to the Council before 
November 1, 1954. The Chairman of this Group is the Chairman of 
the OEEC Couneil--Chancellor Butler of the UK--and other members 
are the representatives of France, Germany, Italy, Switzerland, 
Greece, one representative of the Benelux -countries and one of 
the Scandinavian countries. The US was invited to associate it- 
self with this Group if it so desired and we have since indicated 
to Butler that the US will do so and that its representatives will 
be the same as those of the OEEC Council meeting--Mr. Stassen, 
FOA Administrator; Mr. Waugh, Assistant Secretary of State; and 
Mr. Burgess, Deputy to the Secretary of the Treasury. The first 
meeting of the Ministerial Group is expected to be in mid-July 
with official level discussions in Paris in June. 





During the discussion on convertibility, Butler reiterated 
that the UK proposed limited convertibility of sterling and hoped 
for a collective approach with other countries joining in the 
move. He made clear, however, that the: UK is not committed to 
wait for other countries to take action. The US representative 
stated that the US considered the UK plan for limited converti- 
bility of sterling and a tollective approach & vital step in 
transition to full convertibility, indicating US willingness to 
support the use of International Monetary Fund resources to back 
a convertibility move. He said the US looked forward to further 
Gevelopments on UK initiative, but made clear the US does not 
wish to impose its judgment as to timing. He also emphasized 
that intra-European trade liberalization should be preserved and 
extended anddollar liberalization advanced at the same time that 
convertibility is pushed forward. Generally, all participating 
countries emphasized that progress toward convertibility must be 
founded upon increasing trade liberalization and that before a 
decisive step toward convertibility could be accomplished, trade 
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rules assuring maintenance of liberalization of trade in Europe 
and on a world-wide basis Should be defined and put into practice. 





_... Prade Liberalization The. Council noted the interim report 
of the | Steering Board for Trade on trade ‘Vaberalization and in- 
structed it.to continue its work’ and submit’ to the Council by 
November 1 proposals concerning the removal of quantitative re- 
strictions on "hard-core" items--those that are protected for 
Other than balance-of-payments difficulties. — 


- As to reinforcement of the’ code of liberalization, the Coun- 
cil instructed the Steering Board for Trade to submit ‘to-the Coun- 
cil by June 1 ‘proposals for amend ing the code so as:to strengthen 
Article 3(¢c), which provides recourse to derogation from the code 
for balance-of-payments reasons, ‘and Article 20(c), the provisions 
regarding invisible transactions, “At: the same ‘time | the Council 
adopted with little discussion, the recommendations of ‘the Steering 
_ Board which are designed to ‘Limit recourse to derogation from the 
liberalization provisions, to.reduce the time for which ‘such ‘dero- 
gation is made, and to mitigate their damaging effects. These 
recommendations include the steps which a country shall take:to 
restore its liberalization méasures and the time peridds for such 
steps as well as the re which ams ca bsg Follow in such 
matters. ' 


The Counei1 reaffirmed its desire to bring 1 the liberalization 


of invisible transactions. into line with measures of liberaliza- 





tion of trade and instructed the OEEC Executive Committee to: -Bub- 
- mit by November 1 conerete proposals based on the ‘conclusions: of 
the group of experts, (The expert group has completed the fact- 
finding stage of its work, but has not yet been’ able to formilate: 
recommendations. ) oe ) | me 

On measures designed to ‘aid exporters, the Counei? ‘tnetructed 
the Steering Board for. Trade. to continue its studies with the 
objective of submitting to the Council as soon as possible: con- 
crete proposals which should enable member countries to abolish 
artificial measures to aid exporters. Governments of member 
countries are to transmit to the Organization all information 
relating to changes in their systems of aids for exports since 
the questionnaire of July, 1953. 


On relaxation of quantitative restrictions on imports from 
the dollar area the Council asked Joint Trade and Payments Com- 
mittee to submit concrete proposals to the Council not later than 
October 1 on the action which the Organization might take in co- 
operation with the US and Canada in that field. The Executive 


Committee 
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Committee is to ensure that countries transmit to the Organiza- 
tion the information needed:in this regard, and observers of GATT 
and IMF are to be invited to attend the meetings of the Joint 
Trade and’ Payments Committee and. other bodies of the Organiza- 
tion on this subject. ~~ = .° 


The Council was not completely satisfied with France's 
promise to increase trade liberalization to 65% by November. and 
asked France to raise the rate to 75% by that date, maintaining 
@ reasonable balance in liberalization between the three cate- 
gories--agricultural, raw materials and processed goods--with 
liberalization being at least 60% in each of the categories. The 
Council also called upon France to abolish. as soon as possible 
the special temporary tax it had imposed. (France, when raising 
its trade liberalization to 52% in April, simultaneously imposed 
a temporary compensatory tax of 10% or 15% on imported products 
which is designed to attenuate the shock which disparity between 
French and foreign prices might create.) | 


Report of Economic Experts A meeting of economic. experts 
from OEEC. member countries preceded the. Council meeting and a 
brief report was produced. The experts placed considerable stress 
on the propitiousness of the present situation for further free- 
ing of European trade and payments relationships and for European 
contribution to underdeveloped areas. Attention wes called to 
the fact that Western European industrial production rose rather 
rapidly over the past six months and is about 8% higher than a 
year ago; that the US economic readjustment had not been severe 
end the international consequences of it have not been serious; 
and that prospects ‘as far as 1954 is concerned appear to be satis- 
factory. The report noted that France still faces many difficul- 
ties and, like Belgium, did not share in the general expansion of 
production; that strain had been put on the EPU by development of 
extreme creditor and debtor positions; and that there remain 
difficult problems in such. — areas as Italy, Turkey 
and Greece. 








Dr. Jacoby of the Couneil of Economic ‘Advisers. gave an 
effective presentation of the US situation, saying it was the view 
of the Administration that the economy remains basically strong 
and that an upturn can be expected within a matter of months. 
Questions by other delegations showed much less of the skeptical 
and pessimistic tone which characterized the last session of the 
experts. As to ‘the longer-term outlook, Mr. Jacoby stressed that 
US extraordinary expenditures would. remain at very high levels 
until at least the end of 1955. He gave an indication of the 
over-all magnitude of the new stockpiling program and emphasized 
that the US accepts its responsibility as a large buyer to con- 
Guct its purchases in ways which will be stabilizing in world 
markets and for incomes of underdeveloped countries. 

+ _ & 
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ONE-YEAR EXTENSION OF ‘TRADE ‘Ina letter, released by the - 
AGREEMENTS ACT TO BE SOUGHT White House last week,. President 

Eisenhower made it clear that 
he would accept a one-year extension of the Trade Agreenetite 
Extension Act of 1951, in order that adequate public hear- 
ings on the three-year extension of Presidential authority 
to reduce and bind rates that he had earlier requested of 
Congress could be held, See supplement which accompanied 
the March 30, 1954 issue.) The letter was addressed to - 
Mr. Charles H. Percy, President of the Bell and Howell 
Company, who, as spokesman for a group of businessmen,. had 
pledged support of the President's foreign exonomic. policy | 


proposals and asked what course was to.be followed in putting 
the recommendations into action. 


The President stressed that he continued to believe 
that the foreign economic policy proposals contained in his 
message to Congress of March 30 represent the minimum essen- 
tial program for the building of.a stronger America as an 
integral part of a strong and eoonomically vigorous free x, 
world. After much thought as to the means by which enact- 
ment of the program can best be apeured , ‘the following 
decisions have been reached. | 





Accomplishing enactment of the heart of the program-- 
extension of and amendment of. the Trade Agreements Extension 
Act of 1951, as amended--would, the President believes, 
best be served by careful action taken on the basis of exten-. 
sive and unhurried hearings... He hopes that the House Com — 
mittee on Ways and Means will initiate consideration of the | 
trade agreements aspect of the program in time so that full — 
and adequate hearings may be completed between now and the 
convening of Congress next January. Under this procedure © 
4t is believed the prospect for consideration of the threé- 
year extension by the Congress early next year is excellent. 
Since the present act expires June 12, 1954, @& simple odne- 
year extension is being requested for the interim period. 








Although not mentioned by the President in his letter, 
the Administration bill incorporating his recommendations 
on trade agreements legislation is already before the Ways 
and Means Committee as H.R. 8860, introduced by Representa- 
tive Kean of New Jersey. Under this bill, the President's 
authority to reduce and bind tariffs would be extended for 
three years and he would be authorized: a) to reduce tariffs 
by not more than 5% a year in the next three years; b) to 


cut 
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cut a tariff to half the rate existing on January 1, 1945 

on products not now being imported into the US or which 

are being imported only in negligible volume, or if the 
concession is found necessary as part of a trade agreement 
to which Japan is @ party in order to provide expanding ex- 
port markets for Japan here or in third countries; and c) to 
reduce to 50% tariffs that are now above 50%. 


In addition to initiating hearings on the vital subject. 
of extension of the Trade Agreements Extension Act, the 
President points out there is much else that should be ac- 
complished in this session of the Congress to put into 
effect the March 30 recommendations. Already introduced 
are: H.R. 8300, tax incentives for foreign investment; 

H.R. 8352, increase in the tourist allowance from $500 to 
$1,000, now pending before the House Ways and Means Com- 
mittee; and H.R. 6584 dealing with customs valuation, 
which passed the House last session and is now pending in 
the Senate Committee on Finance. The Administration is 
planning to introduce legislation on simplification of 
commodity definitions and rate structures in the Tariff 
Act. This bill would call for, among other things, @ study 
by the Tariff Commission of classifications in the tariff 
schedules, with a view to their simplification. The pro- 
posed legislation will also contain provisions to improve 
customs administration and operation of the anti-dumping 
law and procedures to speed up its administration. 


The President also pointed..out that the following recom- 
mendations can be carried out without. further legislative 
authority: a) clarification of the Buy American legislation; 
b) assistance through the International Monetary Fund and 
the Federal Reserve System to nations. which undertake con- 
vertibility; c) renegotiation of the organizational provi- 
sions of the General Agreement on Tariffs and Trade for 
submission to Congress; and d) encouragement to. overseas 
investment through giving full diplomatic support to US 
investors abroad and through actions to encourage more 
extensive travel. 1 


The President does not mention it in his letter to 
Mr. Percy but it has been decided to drop for the time being 
introduction of a bill to amend the "Buy American" legisla- 
tion. As mentioned above, administrative action will ce 
taken in this field. A decision by the President is to be 
made soon as to whether he will negotiate any new tariff con- 
cessions under a simple one-year extension of the trade — 
agreements act. ) 


_ *  * 
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CERTAIN INDIAN GATT TARIFF Early this year the Government 
CONCESSIONS RENEGOT IATED of India, in the light of excep- 

tional circumstances, requested 
renegotiation of certain tariff concessions it had made in 
the General Agreement on Tariffs and Trade in 1947 and 1951. 
This was the first'request for renegotiation of concession 
items since the eighth session of the GATT contracting 
parties when, in connection with extending the life of GATT 
concessions, it was understood that sympathetic considera- 
tion would be given to requests to renegotiate tariff conces- 
Sions in exceptional circumstances. (See page 1, October 26, 
1953 issue.) 








The renegotiations, which were held in Geneve, were 
completed on May 5, subject to final approval of 411 con- 
tracting parties. India's first proposal was to withdraw 
completely the concessions it had granted on nine items, 
four of which had been negotiated with the US originally. 
As a result of the negotiation, India withdrew completely 
only one item; on three otner items it agreed to bind the 
| duty at a moderately increased rate. Of the four items 
originally negotiated with the US, India actually increased 
the duty on only part of one item--safety rezor blades. As 
compensation for the increased rate on safety razor blades 
India granted four new concessions--antibiotics, elec*ric 
hearing aids, high speed alloy or special steel used in 
the manufacture of small tools, and milk food for infants 
and invalids. US negotiations are subject to approval of 
the President, which is now being sought. In addition to 
the US, the following contracting parties participated 
actively in the renegotiations with India: Germany, France, 
Benelux, Czechoslovakia and Canada. 


CONFIDENTIAL 


* _ * 
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INCREASED SCISSORS DUTY On May 11 the White House announced 
NOT ACCEPTED BY PRESIDENT that the President had not accepted 


the recommendations of the US Tariff 
Commission for a doubling of the duty on imports of certain 
types of scissors and shears. This is the second time that 
President Eisenhower has not authorized an increased duty 
recomended by the Tariff Commission under the escape clause 


procedure, 
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procedure. The other recommendation for an increased duty 
which was not accepted was on brier pipes. The President 
referred back to the Commission for further study two other. 
recommendations for increased duty--glassware and silk scarves, 


Following an escape clause investigation, the majority 
of the members of the US Tariff Commission found that scissors. 
and shears (other then pruning and sheep shears) valued at — 
more than $1.75 a dozen are being imported into this country 
in such increased quantities as to threaten serious injury. 
to the domestic industry producing like or directly competi- 
tive products. They therefore recommended to the President 
a 100% increase in the rate of duty on these items for an 
indefinite period of time. The category of imports upon 
which the doubling of duty was suggested comprises 944 of 
the total imports of scissors and shears. The minority of 
the Commissioners maintained that there is no indication 
that the immediate future of the domestic scissors and shears 
industry is more grave than the present. On the question of 
present injury on these items, the Commission unanimously 
found no such injury to any part of the domestic industry and 
on related items covered by the investigation, the Commission 
found no injury or threat of serious injury from imports. 


In identical letters to the Chairman of the Senate Finance 

















Committee and the Chairman of the House Weys and Means Committee, 


President Eisenhower indicated that he did not feel that the 
evicence presented established conclusively that imports of 
scissors and shears threaten serious injury to the domestic 
industry. The President questioned the adequacy of the data 
presented to the Commission by the industry. His inquiries, 
he said, indicated thet the affected companies were not in a 
Gepressec state, nor were the employees in the industry pro- 
Gucing scissors, sheers end related products suffering or 
about to suffer any reduction in wage rates, earnings or 
opportunity for employment. 


The majority case for threatened serious injury with 
respect to scissors and shears valued at more than $1.75 a 
dozen pair was based principally on the decline in domestic 
production since the peak post-war years and on the increase 
in imports. In his letters to the Congressional committees, 
the President referred to this situation, pointing out that 
the exceptionally high level of domestic shipments in 1948-50 
reflected the large war-deferred backlog of demand and the 
fact that the usual European sources of supplies had not yet 


been 
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been fully restored. Taking for comparison 2 period other 
than the post-war years, the President pointed out that the 
value of domestic shipments of scissors and shears had been 
running at about three times that of pre-war, with the early 
months of 1953 showing some recovery over the previous 
Slackening. The value of imports has levelled off sinze the 
high point in 1952, with the rate of importations during 1953 
and early 1054 somewhat below that of 10952. 


Consistent with the terms of the law, the Tariff Commis- 
Sion made its decision on the basis of a threet of serious 
injury, rather than present injury resuiting from a trade 
agreement concession. The Presicent svatec *tnat when this 
provisior of the law is invoked, ne believed that the evidence 
brought forth to substantiate the judgnext of threat must be 
of such a characte as to leave no douvt that actual injury 
is imminent. In this case, the Fresicent was not persuaded 
thet the evicGence was of such @ character. 


UNCLASSIFIED 
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EURCPE’.N AIR TRANSPORT The Conference on the Coordination 
COORDIN«'TION CONFUZENCE of Air Transport in Europe, held 

April 21 to May 8 at Strasbourg, 
adopted a recommendation inter alie that @ permanent European 
Civil sviation Conference be established to meet annuaily for 
a review of aviation deveiopments in Europe and to work in 
Close association with the Inverr2ztional Civil Aviation 
Oresnization ard uxe its Secretariat to the maximum possible 
extent in determining measures which might be adopted to in- 
crease the efficiercy of the European operations. The con- 
ference held unde. IC..0 auspices, was instigated by the 
Council of Europe which believes some integration of European 
air services is desirable. 











Contrary to previous fears, there was no serious trend 
toward the concept of regional cahotage or other regional 
restrictions. However, the US wil! have difficulty in recon- 
ciling support by ICAO of the proposed permanent conference 
because of the precedent such action would establish for 


sponsorship 
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sponsorship of purely regional organizations at the financial 
expense of 211 the ICAO member states. On the other hand, 
such sponsorship mey be the only means of influencing regional 
movements and minimizing prejudicial effect of regional 
actions on non-regional éir carriers. Also. independent 
regional organizations might well derogete from the prestige 
end influence of ICAO. 





With regard to scheduled services, the conference adopted 
&@ reasonable recommendation urging that gcvernments support 
eéiriine cooperative studies and action designed to improve 
European air transport. One significant proposal was that 
examination be given to the question of interchange of air- 
craft among the various carriers. A recommencation was also 
adopted proposing that the Council of ICAO iowr itito the 
matter of the need for 4 legal corvention to cover interchange 
of aircraft. Another recommendation pr: y:.sed) initiation of 
work on & multilateral air transport afreere.:t3; nowever, the 
nom-revolutionary charecter of tne princiiuss to mre incor- 
Doreted in such a multilateral is indica’-3 5y @ provision 
that it must not interfere with the soverzizity of each state 
over its airspace. AS to air cargc Service, a recommendation 
was adopted which supported for an experim:rtal five-year 
period tne elimination of the freedom classification distinc- 
tion of intra-European freight carried over bilaterally 
agreed routes. This resolution also encouraged states to 
approve applications from carriers for indirect cergo routing. 


For non-scheduled services, a recommendation was adopted 
which provides immediate liberalization of certain specified 
types of non-scheduled operations (notably charters and freight) 
not unduly effecting scheduled operations, and preparation of 
a draft multilater.! agreement on these services. 


Accelerat2d implementation of the ICAO regionél pian 
for air navigation facilities was urged as well as several 
positive resolutions with regard to facilitation. 


Attending the conference were delegations from the UK, 
France, Italy, Spain, Norway, Sweden, Denmark, the Nether- 
lands, Austria, Belgium, Finland, Germany, Ireland, Luxem- 
bourg, Portugeli, Switzeriand and Turkey. The US was repre- 
sented by an observer delegation es were nine other non- 
European states and nine international organizations. 


* * # 
SECOND 


DECLASSIFIED FOR PUBLICATION IN FOREIGN | 
RELATIONS OF THE UNITED STATES ® 











CONFIDENTIAL 
- ii « 


SECOND ANNUAL ECE TRADE The second consultations on east-west 
CONSULTATIONS CONCLUDED trade under the auspices of the UN Eco- 
nomic Commission for Europe were neld in 
Geneva April 2 through May 3, with 105 experts from 24 European 
countries and the US in attendance. The meeting, following last 
year's pattern, was divided into multilateral and bilateral dis- 
cussions. The former were devoted to a review of developments 
during the past year in east-west trade relations; brief considera- 
tion of tne lists of kinds and quantities of goods countries would 
be prepared to trade in 1954-55, which resulted in no significant 
changes in the lists; and a lengthy discussion of structural prob- 
lems impeding east-west trade. The bilaterai talks were devoted 
largely to examination of trade possibilities from which fewer 
concrete possibilities developed than at last year's consultations 
and to an inconclusive discussion of problems arising from the 
implementation of existing agreements and contracts. 








The trade consultation was significant as the first ECE meet- 
ing since the initiation of the Soviet "traée offensive" which 
resulted in some doubt being cast upon the existence of "vast 
possibilities" for the expansion of east-west trade. While the 
Western Europeans may not have been completely disillusioned about 
the potentialities of trade with the Soviet bloc, they were fairly 
outspoken in placing the blame for the low ievel of east-west 
trade on the Eastern European countries and were generelly dis- 
couraged by the lack of constructive suggestions from the East. 
The meeting made clearer than heretofore the number of problems 
involved in increasing east-west trade because of the structural 
economic changes in both Eastern and Western Europe, the new trade 
patterns which have developed since the war, and differences in 
trading techniques. 


Fastern European Actions and Attitudes As at lest year's 
consultations, the Soviet expert made it clear from the outset 
that he considered the bilateral talks to be the most important 
part of the consultation. The reason for this position was made 
clear by the Soviet bloc comments on the first part of the Secre- 
tariat's paper dealing with structural problems in east-west trade. 
Despite the fact that the Soviet delegate to the ECE plenary had 
referred specifically to the problems raised in the Secretariat's 
paper as suitable for consideration in the ECE framework, the 
Soviet expert at the trade consultation was obviously not prepared 
on these items. The discussion was devoted almost entirely to 
complaints by the Western Europeans against the Eastern Europeans, 
and defensive replies by the latter. 





The 
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The cumulative impact of this Soviet attitude toward the 
structural problems gave rise to a good deal of Western 
Gisaffection and, apparently sensing this, the Soviet expert 
Geveloped @ more positive approach when the payments rrobiem 
and the Secretariat provosal for an east-west payments union 
came up for discussion. Without developing any ideas of his 
own, he urged the Western Europeans to give the meeting the 
benefit or their experience with the European Payments Union 
and agreed to a full discussion of the problem. In the discus- 
Sion the Soviet bloc experts were no more constructive, but 
hac & more positive attitude. 


While the initial Soviet approach to the multilateral 
phase of the consultation was that matters could be disposed 
of without prolonged substantive discussion, the Soviets 
apparently realized that they would have to adopt a more posi- 
tive attitude if doubts were not to be raised in the Western 
minds as to the utility of reconvening the ECE Committee on 
Trade Development. The Soviets have been very eager to re- 
activate this Committee and may have deliberately not prepared 
for the discussion of general trade problems in order to ensure 
thet something would be left for the Trade Committee. 


It is more difficult, however, to explain the failure of 
the Soviet bloc to transact any substantial business in the 
bilateral talks. The Western Europeans, who expected that 
foundation for further increase in trade would cevelop, were 
Gisappointed in the results of the bilateral discussions. The 
main obstacle to the expanded trade, in their view, is the 
lack of acceptable goods available for export from the Soviet 
bloc. This basic problem could be solved by increased Eastern 
European exports at competitive prices and quality or by the 
settlement of adverse Soviet bloc trade balances with the 
West through payments of gold, sterling or other acceptable 
currencies. As far as can be determined, the Eastern Europeans 
were not prepared to discuss serious action along these lines. 


In speculeting informally on reasons for the failure of 
the Soviet bloc to open up any real possibilities for increased 
trade, Western experts suggested, among other motives, that the 
Soviet bloc may be awaiting the outcome of the current ieview 
of export controls by Western countries or holding off to make 
a real showing when the Trade Committee is reconvened. 


Western 
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Western European fctions and Attitudes While most of the 
Western experts. expected developments for further increases in 
east-west trade, the degree of their optimism varied according to 
the recent experiences of their countries in trade relations with 
the Soviet bloc. The Danes, Norwegians, French and Icelanders, 
for example, were very pleased with the recent development of their 
trede with Eastern Europe, and carefully avoided any statements 
which might discourage or offend the Soviet bloc experts or the 
} Secreteriat. They wanted every avenue of expanding trade or 

reducing obstacles to trade to be expiored, including the proposed 
peéyments union. Some western experts, namely those from Sweden 
and Switzerland, on the other hand, were very skeptical of the 
possibilities of increasing east-west trade. A third group led 
by the UK and Belgium had no strong feelings one way or the other 
as a result of their trade expertence with Eastern Europe, but 
were skeptical of many of the suggestions made by the Secretariat, 
' particulariv the proposed payments union. 





As a-whole, the trade consultation probably did not change 
any Western European attitudes toward east-west trade, but did 
lessen the extreme optimism of some of the experts. So iong as 
the Soviets continue to give lip service to a policy of expanding 
trade with the West and are willing not to make the issue of 
strategic trade controls a major one, the majority of the Western 
Evropeans are likely to go along with further consideration of the 
problems. 


Future ‘ction of the ECE It is expected that future ad hoc 
east-west trade consultations will consist mainly of bilateral 
discussions, and that structural and other continuing problems as 
' well as the promotion of east-west trade will be considered further 
by the ECE Committee on the Department of Trade, if and when it is 
reconvened. The formal decision on reconvening the Committee is to 
be mace by ECE Executive Secretary Myrdal, following his consul- 
tation with governments, but it is generally accepted that the 
Committee will meet, and Myrdal has suggested October 11-16 as the 
| date. Although the US initially was opposed to the revival of the 

Trade Committee, it appears that any furtner efforts to try to 
organize the Western Europeans against a meeting would be useless 
in view of the attitudes shown at the trade consultation. The Trade 
Committee probably will establish some working groups, including 
an ad hoc group of financial experts to work on the payments 
problem. A meeting of financial experts prior to the Trade 
Committee meeting was proposed at the trade consultations, but, for 
lack of general interest, it was decided not to convene the group 
as suggested. 





a. * * 
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EXPORT QUOTAS CUT The International Sugar Council at its 

BY SUGAR COUNCIL session in London the first week in May 
agreed to a further reduction of 5% in 
the basic export quotas of countries participating in the 
Internationai Sugar Agreement. In December export quotas 
for calendar year 1O5h were set at 85% of the basic quotas 
and now they are cut to 80%, which is as far as the Council 
has power to reduce them. Even with this reduction, almost 
one million tons of sugar are available to the market from 
non-participating countries and the total supply will thus 
exceed market requirements by @ substantial amount. It was 
therefore also recommended that exporting countries regu- 
late their exports to the world market during the first eight 
months of the present quota year so that such exports do not 
exceed 75% of their effective quotas. The Council will meet 
again not later than September 8 to re-examine the situation. 
It was recognized that there are some uncertain factors, such 
as the poor outlook for the next European beet crop and 
final requirements of some importing countries, which make 

it difficult to fully determine whether additional measures 
are necessary to attain the objective of price stabilization. 
The world price of sugar is currently siightly above the 
minimum specified in the Agreement. 








Ratifications of the International Sugar Agreement by 
the deadline date of May 1, 1954, showed a total of 620 
importing votes and 735 export ing votes. While this is 15 
votes short on the exporting side, it was unanimously decided 
to put the Agreement into force and invite the countries whose 
ratifications are pending to participate in the work of the 
Council until July 31. Ratifications are expected shortly 
from Belgium, Lebanon, Canada, Greece, France and Brazil. 
During the course of the meeting it was announced that the 
Federal Republic of Germany had ratified. Accession by 
Nicaragua was agreed if the latter is willing to accept a 
5,000 ton quota. 


The Council approved certain decisions taken at the 
December meeting and agreed that the permanent seat of the 
Council should be London. (See page 5, January 5, 1954 
issue.) Anderson is to serve as Executive Director of the 
Sugar Council until the end of the year while also serving 
as Chairman of the Wheat Council. The US was elected to the 
Executive and Statistical Committees. The USSR was defeated 
with regard to its objection to the credentials of Nationalist 
China. 


- CONVENTION 
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CONVENTION FOR AVOTDANCE OF This month in London 11 countries 
POLLUTIUN OF THE SSA BY OIL signed an internstionel convention 
' Gesigred to prevent pollution of 
the sea by o11. The UK and a4 number of other North European 
countries had become increasingly concerned over sea pollution 
and its ill effect on their beaches. Since the Intergovern- 
mental Maritime Consultative Crganization has not yet come 
- into being, the UK convened an ad hce Giplomatic conference 
in Londoi April 26 to consider this Subject, rotifying the UN 
of its action and stating that any convention which might be 
agreed would be brought within the scope of IMCO when it is 
establisned. Thirty-two countries were represented at the 
London meeting and ten others sent observers. 





The United States signed the final act of the conference, 
as did all the 32 countries sending dei-zates, but did not sign 
the convention on the grounds that no draft convention had been 
available prior to the conference and tnat a document with such 
far-reaching implications should receive careful and detailed 
Study. During the conference the American Merchant Marine 
Institute issued a statement that its organizations are entirely 
Sympathetic to the problem and would extend fullest cooperation 
in the application of the same anti-poliution measures to the 
UK and Northern Europe which were being observed with consider- 
able success regarding the coasts of the US. 


While in discussion the Soviet and Polish delegates had 
indicated they were in favor of a convention, they did not sign 
it but took it for further consideration of their governments 
as did the delegates of the US and other non-signatory coun- 
tries. Signing the convention were Belgium, Denmark, Finland, 
the German Federal Republic, Greece, Italy, Liberia, Norway, 
Sweden, the UK and Yugoslavia. 


The convention prohibits in specified zones the discharge 
of oil and oily mixtures and provides for penalties in case of 
violation. Such penalties would be applied by the country of 
registry. The flagships of signatory countries are required 
to be so fitted as to prevent the escape of fuel oil or heavy 
diesel oil into bilges the contents of which are discharged 
into the sea without being passed through an oily water separator, 
and the signatory governments are toprovide in each main port 
facilities for reception of oily residues. The convention 
further provides that an oil record book shall be kept in every 
ship and be subject to examination by competent authorities of 
any of the territories of a contracting government. 


The 
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The final act of the conference, which was signed by all 
delegations at the conference, contains eight resolutions 
designed to prevent sea pollution by voluntary means. These 
resolutions recommend avoidance of discharge of persistent 
oils into the sea, encouragement of development and installa- 
tion of efficient oil-water separatcrs for use in ships, and 
provision of facilities on shore for reception of oi] residues. 
In addition, it is recommended that national committees on 
oil pollution be established, that manuals of guidance be 
prepared and that the UN disseminate appropriate technical 
information on this subject. 
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DEVELOPMENTS ON US-PHILIPPINE Before adjourning on May 20, 
TRADE AGREEMENT NEGO? TAT IONS . the Philippine Congress approved 
| nee - @ biIl‘extending for 18 months 
(from July 4, 1954 to January 1,. 1956) the period of duty-free 

entry of US articles into the Philippines, A similar bill 
which would authorize the granting of reciprocal treatment :to 
Philippine articles has been. introduced into the US Congress. 
The Philippine Government, which for some time has been seek- 
ing basic modification of the -1946 US-Philippine Agreement on 
Trade and Related Matters (see page 3, July 28,.1953 issue), 
requested an extension of the free trade veriod in order that 
revision of the agreement could be considered before tariffs 
are initiated. Interested agencies have been developing the 
US position in preparation for active consultations with the 
Philippines on possible modification of the 1946 agreement, to 
be commenced in Washington when the composition of both nego- 
tiating groups is finally determined. _. . ee * 


Present Agreement The 1946-trade agreement: between the 
US and the Phitippines provides for free trade between the two 
countries until. July 4; 1954 and: the gradual application there- 
after, over a period of 20 years, of full.duties at the increas- 
ing rate of 5% of the duty each -year. ' US import quotas are 
imposed on Philippine sugar, cordage, rice, cigars, scrap and 
filler tobacco, coconut oil] and pearl or shell. buttons. For 
sugar, cordage and rice this. quota continues constant and the 
duty progressively increases beginning July 4, .1954. For the 
other quota items,. the duty free quota progressively diminishes 
but -the remainder of the absolute iquota may be entered’ into the 
US upon payment of full duties... (The legislation approved by 
the Philippine Congress and pending. in the US Congress defers 
until January 1, 1956 the beginning of application of duties. 
No change is contemplated in the terminal date of July 3, 1974. 
US draft legislation does not.call for a change in the quota 
provisions although the Philippines: recently asked that there 
be included in US legislation a clause which would suspend the . 
diminution of quotas on Philippine products entering the US for 
a period of time equal to the time that tariff provisions will 
be suspended. The Department was reluctant to attempt to in- 
clude the requested provision at such:a late date, fearing that 
it might jeopardize the chances of adoption of the legislation. 
We pointed out to the Philippine representative here that, with. 
respect to pearl buttons which is the only item that might be . 
affected by the quota, even if the quota is reduced by 5% during 
1955 the amount admissible duty free would still be slightly 
higher than the amount actually imported in 1953.) 


Philippine 
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sal *ppine Proposals Revision of the trade agreement was 
raise y the ppine Government as early as. 1952 but no 
formal request for revision was made at-that time. Since then 
there have been several exchanges of. notes between the two 
governments on possible revision. In a note of May 5, 1953 

the Philippine Government made the following specific proposals: 
1) that the present tariff provisions of the agreement be re- 
Placed by a provision for limited and reciprocal free trade; 

2) that the provision requiring the Philippine Government to 
obtain the consent of the President of the US before it can 
change the par value of the peso or restrict transactions in: 
foreign exchange be eliminated; and 3) that provisions govern- 
ing immigration and the rights and privileges extended to : 
American citizens in the field of public utilities, land owner- 
ship and the exploitation of natural resources be made recipro- 
cal. After interdepartmental review of these proposals the US 
informed the Philippine Government that it is prepared to con- 
Sult on possible. modification of the agreement. The US indi- 
cated that while it is prepered to consider possible alternative 
tariff arrangements, it does not believe that the selective free 
trade. proposal made by the Philippine Government offers a satis- 
factory basis for future trade relations. The US.is also, agree- 
able to considering commercial matters not covered by the Agree- 
ment which may be of mutual interest. | 


Philippine Legislative Deve lopments Of the numerous pro- 
posed legislative measures restricting American and other. foreign 
business. interests in the Philippines, it appears on the: basis - 
of available information that very few which may be of specific 
concern to the US were finally approved by the Philippine Congress 
which adjourned..on May 20, 1954. However, the multiplicity. of 
such bills, coupled with agitation on the part of some Philip- 
pine Congressmen for abrogation of the trade agreement with the 
US, is indicative-of the climate in which earners on . 
possible modification will be held. | 


Shortly. before the Congress adjourned Embassy Manile in- 
formed the Philippine Foreign Office of US concern over pending 
legislation on the foreign exchange tax, the import certificate 
scheme, the leaf tobacco quota, copyrights, the franchise of Pan 
American Airways, ané.numerous other measures intended to re- 
serve solely for Philippine nationals many activities,. including 
trading and production of a number of commodities. The Embassy 
pointed out that the proposed legislation failed to take into 
account considerations which are essential for the encouragement 
of private foreign capital to remain in or enter into the Philip- 
pines and that- it also suggested a-disregaré for providing a de- 
sirable climate for the forthcoming discussions on the trade 


agreement. 
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agreement. Most all of the proposals affected some aspects of 
the agreement on which the Philippine Government is seeking con- 
currence of the US in concessions favorable to the Philippines. 
It added that unless moderated the acts of the. Philippine Congress 
would immeasurably increase the difficulties of holding satis- 
factory negotiations. Some of the objectionable measures are 
still under consideration. For example, the National Economic 
Council is undertaking to restudy the bill providing for multiple 
exchange rates provided in the import certificate scheme, even 
though the measure has met considerable Philippine opposition. 

It is also reported that revocation of the Pan American franchise 
is on the agenda for the special session of Congress which is 
scheduled to be convened later this month. 


A bill nationalizing retail trade was passed by the Congress 
and is now awaiting President Magsaysay's approval or veto. There 
is some doubt as to the status of US nationals although the Depart- 
ment assumes that language in the bill relating to the US exempts 
its citizens and juridical entities from the bill. In view of 
the prevailing nationalistic sentiment of Congress, shared by 4 
number of influential administration officials, Embassy Manila 
questions whether the Philippine Government will consider Ameri- 
cans exempt from the bill's provisions, Accordingly, the Embassy 
has been authorized to submit to the Foreign Office a note for the 
record calling its attention to our assumption that Americans are 
exempt and pointing to the harmful effects which ensue from legis- 
lation of this type on future foreign investments in the Philip- 
pines in all fields of economic activity and on the climate for 
talks regarding possibile’ revision of the trade agreement. All 
foreign governments with missions in Manila have discussed the 
retail trade bill and a number of them have made individual 
representations to the Philippine Government. Another bill 
limits the manufacture of and trade in livestock feeds to Philip- 
pine citizens and firms not less than 60% Filipino-owned. 


Also of interest to the US is the bill extending the 17% 
foreign exchange tax for one year to June 30, 1955 instead of for 
a longer period earlier proposed. None of the exemptions from the 
tax recommended by the US was included in the final bill although 
the Filipinos did accept our suggestion for a one-year extension. 
Some existing exemptions were withdrawn and new ones included. 
The Embassy has reminded the Philippine Government that approval 
by the President of the US is required for any amendment to ex- 
tension of the present law. When the request is received from 
the Philippine Government, it will be considered by the National 
Advisory Council. 


SAUDI 


DECLASSIFIED FOR PUBLICATION IN FOREIGN 
RELATIONS OF THE UNITED STATES 




















SECRET 
sie 


SAUDI - ARABIAN SAUDI ARABIAN TANKER The US Government has expressed concern 

AGREEMENT WITH ONASS WITH ONASSIS to the Saudi Arabian Government over the 
recent arrangements between it and the 

Greek ship owner, Mr. A.S. Onassis, providing for formation © 

of 2 Saudi Arabian Maritime Company to transport Saudi oil. 

The Department has also discussed the matter with ARAMCO which 

considers the agreement a violation of its concession, with UK 

officials who are concerned over the effect on British shipping, 

and with Mr. Onassis himself. 


The agreement was arranged early this year between Mr. 
Onassis and the Saudi Finance Minister and apparently was ratified 
April 9. However, it was not until April 25 that the US had 
definite confirmation that the Saudi Government had decided to 
proceed with the arrangement and that was by publication of a 
royal decree ratifying and ordering that the agreement be put into 
effect at once. Mr. Onassis apparently has been attempting to 
make similar arrangements with Iraq, Iran and Kuwait. 


visions of the Agreement . The agreement specifies that 
Onassis is to form a private company called the Saudi Arabian 
Maritime Company which will register its tankers in Saudi Arabia, 
fly the Saudi flag, and enjoy the protection of the Saudi Arabian 
Government. Subject to two conditions, the company will have 
priority for shipment and transport of oil and oil products 
exported from Saudi Arabia by sea from Saudi ports or from the 
terminal of the pipeline outside Saudi Arabia. The conditioner 
are: 1) first priority will be given to tankers owned by 
companies holding & concession, or companies forming them, ‘or - 
purchasing companies, provided ownership of these tankers is 
registered in the names of these companies and that the tankers 
were carrying out regular shipment of Saudi oil and products 
prior to December 31, 1953; and 2) provided that freight charges 
levied by the company for carrying Saudi oil and its products 
on its tankers equals the rate announced monthly by the Board of 
Tanker. Brokers in London (if not less than the average rate o- 
the Board during the past two years). 


Mr. Onassis, for his part,;: is to register a minimum of 
500, 000 deadweight tons of tankers under the Saudi flag. He is 
to train 15 Saudis @ year in navigation and mechanics and erploy 
them on the company's tankers, giving preference to Saudi 
employers and laborers when they have qualifications satisfying 
international insurance companies. His company will carry 50,000 


tons 


DECLASSIFIED FOR PUBLI 
CATION IN F 
RELATIONS OF THE UNITED STATES — 








BEST COPY AVAILABLE 


SECRET 


tons of oil and products free of charge from Saudi ports in the 
Persian Gulf to ports in the Red Sea and will pay the Saudi 
Government 2 shilling and @ half sterling for every ton shipped 
except to Saudi ports, paying all port and harbour dues in 
Saudi Arabian ports, but not paying income tax. 


Representations to Saudi Government On the. Department's 
instructions, in early May Ambassador Wadsworth saw King Saud 
and expressed US concern about the tanker agreement; requested 
assurance that tankers operated by the Maritime Sea Transport 
Service of the American Navy would not be affected; and reiterated 
US Government opinion the Onassis agreement is not in keeping 
with ARAMCO's concession agreement with Saudi Arabia. (Previous 
representations had been made by the US before the agreement nad 
been finalized.) The King stated emphatically that US Navy 
tankers are not affected by the agreement and this has since 
been confirmed by an a@ide-memoire from the Saudi Foreign Office. 
As to the interests of private companies, the King said that 
Saudi Arabia would fulfill the obligations it had assumed but 
where there were no obligations it would act as it deemed best 
in its national interest. Our Ambassador urged that ARAMCO be 
given @ full hearing and the King repiied that while the would 
regret having to pursue the subject, the door was always open 
to ARAMCO. | :% 





A few days later ARAMCO officials were granted an audience 
with the King. He reiterated he would not hesitate to take any 
action which would further the national interests of Saudi Arabia 
but reaffirmed his previous assurances that he would not do any- 
thing which would "hurt" ARAMCO. The company officials left a 
letter which set forth their view that the Onassis arrangement 
violated the company's concession in that the latter grants 
ARAMCO “che right "to use all means and facilities it may deem 
necessary or advisable in the exercise of its right to deal with, 
carry away, and export the oil it may produce.” 


Sauci Position A letter to ARAMCO from the Ministry of 
Finance contends that ARAMCO did not completely comprehend the 
situation; that its letter is in conflict with the requirement 
in its concession thet it should maintain good relations with the 
Saudi Arabian Government; and thet it should therefore comply with 
Government rules and resolutions. The letter further stated that 
the Saudi Government would ask Mr. Onassis to get in touch with 
ARAMCO and discuss the arrangements necessary to implement the 
ayreement. 





Subsequently 
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Subsequently the press in Jidda carried a statement of the 
Royal Diwan on the Onassis arranzement which contend that the 
Saudi Government had provided for the rights of everyone who 
Should have them. It stated that the Government had guaranteed 
the preferential right of transporting Saudi oil for ships which 
are owned by the four companies forming ARAMCO or by ARAMCO itself 
and which were performing this work before the date of establish- 
ment of the Saudi Arabian Maritime Company. It stated that ARAMCO 
preferential rights were guaranteed for those tankers in its 
service which are under iong-term charter until completion of 
those charters, provided they were registered before the date of 
establishment of the Saudi Tanker Company. It further stated 
that the Government had Given full right to transport oil to - 
governments, navies and armies which transport oil on their ships 
or tankers. Thereafter, the article stated, the Government has 
given the right to the Saudi Arabian Mar‘ time Company to transport 
all remaining Saudi oil. , 


Views of Other Countries UK Government officials have dis- 
cussed the agreement with us and, while it is not yet clear that 
any British interests are directly involved, they have strong 
objections to this type of an arrangement and are considering 
representations. They feel that the agreement will establish an 
undesirable precedent which could be used by other oil producing 
countries; that it is a flag discrimination and as such is of 
Special concern to the UK; ‘that it violates the right of companies 
to handle their oil-as they see fit; and in view -of the 
rebate to Saudi Arabia by Onassis, that it would violate the 
50-50 principle. The full impact of the concession is just being 
realized by shipping interests in Norway. They see this not 
only as giving Onassis the right to carry all the petroleum not 
lifted by the associated tanker fleet of ARAMCO but foresee the 
possibility of a monopoly being established to carry dry cargo 
and passengers to Saudi Arabia. We have not yet had an indication 
of the views of other maritime countries chiefly affected--Denmark, 
Italy and Liberia. 





As to oil producing countries, Onassis apparently failed in 
an attempt to negotiate with the Iragis but it is probable he 
will make further attempts. The Acting Director of Mines indicatec 
that the terms offered were very good for Iraq, but that they 
conflicted with Iraq's agreement with the Iraq Petroleum Company. 
The Iranian Government reportedly was approached by Mr. Onassis 
but would not consider his proposals in light of negotiations 


taking 
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talting place with the international consortium, As to Ruva it, a 
representative of Onassis approached a local merchant wh. in: 


Egypt and asked him to act ‘for Onassis in obtaining an apreement 
in Kuwait similar to the. agreement with Saudi Arabia. Reportedly 
the merchant replied he would not do so as he thought: the US and 
UK would disapprove, but plans to urge Kuwait authorities to form 
a Kuwait national tanker from to offset the Onéssis apranpenert . 


Onassis Views In late May Depertment officials discussed 
the matter with Mr. Onassis when he was in Washington, kHe-said 
the Saudi Arabian Government had mace the first approach as‘ it 
was desirdus of having vessels operating under its own flag and 
that he agreed.to provide.a tanker fleet only efter it became. 
evident that if he did not do s0, Saudi Arabia would.try to don- 
cluce an agreement with one of his competitors. Mr. Onassis 
admitted that while negotiating at Jidda he recognized that the 
type of contract which the ‘Saudi Government desired would give 
rise to considerable resentment by oil companies and other ship- 
ping interests. He said he tried unsuccessfully to’have a pro- 
vision inserted that the Saudi Maritime Company would enjoy only 
&@ specified share of the total offtake of oil from Saudi Arabia. 
Mr. Onassis concended that, despite the terms of the agreement, 
offtaking oil companies or their buyers could replace obsolete 
ships in the oil movement from Saudi Arabia. (This interpretation 
does not appear justified by the agreement nor by the published - 
Saudi interpretation of the agreement. a. s 





Mr. Onassis asserted categorically that the terns “of his 
agreement with Saudi Arabia should not be taken-too literally and 
emphasized that -he was willing to’ use ‘Considerable latittide in 
their interpretation.» Furthermore, fhe | stated he wes prepared to — 
try to renegotiate the terms- of the agreement to the extent neces- 
sary to satisfy the US Government and the. ma jor : -Oil. ‘companies, 
subject to the limitation that he would not "double cross" the 
Saudi Arabian Government. <He intimated he. would ibe: prepared to’ 
urge Saudi acceptance of :a provision limiting offtaking . by his 
tanker company to a percentage of the total exports--presumably 
proportionate to the size of the ‘Saudi tanker..fleet of:500,090- 
tons. With respect to tanker rates s, he. indi cated a. willingness 
to be flexible in the absence of ‘anv true.US Maritime Commission — 
rate and in view of the fact ‘that market rates ‘were weil reat 
the “last Smssenee eerarere rate. . 


..% rae . , % - ¥ : 
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DEVELOPMENTS IN: ‘Nearly 1 nine months have elapsed since arrange- 
SPAIN'S ECONOMY ments were completed for the present program of 

| economic and military cooperetion between the US 
_ and Spain, with the signing of three agreements. on September 26, 
1953. While it is too early to judge the over-all impact of the 
program on the Spanish economy, thus far there has been no drastic 
cnange, owing partially to the slower rate of spending than was 
originally foreseen. 





Because of the marginal nature of the Spenish economy, $85 
million of the first year's funds of approximately $226 million 
were allotted to economic aid. The aid came at a very critical 
time for Spain. Having barely regained the pre-Civil War level 
of per capita income, Spéin in 1953 experienced a drought so 
serious as to cause a shortfall in wheat of at.least one million 
tons and power restrictions which by November 1953 had reduced 
industrial consumption to 50% of normal. Spain's economy was fur- 
ther affected in early February of this year when a severe freeze 
wiped out at least one-third of the orange crop, damaged almond 
and filbert trees in bloom, and severely hurt olive trees through- 
out Southern Spain. The foreign exchange cost to Spain of the 1953 
drought in terms of wheat imports, and of the early, 1954 freeze in 
terms of lost fruit and vegetable exports has been estimated at at 
least 50% more than the $55 million of US economic aid.. There 
were no favorable developments in the Spanish economy to offset 
these two natural disasters, and Spain is consequently experienc - 
ing a period of economic difficulty. a 


Programming of. Aid Funds Following signature of the agree- 
ments, conversations between US and Spanish officials were begun 
on how.the aid funds would be spent and the priorities to be ap- 
plied. Progress was not rapid because of the desire to base the. 
program on sound analysis and surveys. The broad outline of the 
program has now emerged as follows. Some $39.5 million were set 
aside for raw material imports to help sustain total Spanish im- 
ports, offsetting the effects of abnormal wheat requirements and 
the loss of foreign exchange earnings. Approximately $15 million 
worth of these imports are being supplied under Section 550 of the 
Mutual Security Act. The $8.5 million allotted to agricultural 
development will pay for imports of badly-needed farm machinery, 
irrigation and reclamation equipment, and spare parts. Some $12.5 
million will be used to increase thermal power generation and dis- 
tribution. Equipment for railroads and highways will require up 
to $14 million. The remaining economic aid funds will be spent 
primarily on equipment for essential industries, principally steel, 
coal and cement, with a view to decreasing Spain's dependence on 
imports. In addition $20 million in surplus CCC wheat was sold 
under an arangement whereby Spain pays for the wheat in pesetas, 
which the US in turn will use for the military program in Spain. 


Weaknesses 
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Weaknesses in Spanish Economy Paradoxically the first year 
(fiscal 1954) of US aid to Spain appears likely to be one of 
deterioration in Spain's economic position. The primary immediate 
causes are the ill effects 6f*the drought last year on the wheat 
crop and the power supply and of the freeze this year.on the 
citrus fruit and olive crops, with the resulting foreign exchange 
losses. 





2.4 


These unanticipated factors. neil. ‘eas: ‘aggravated in- 
herent weaknesses in the Spanish economy: These weaknesses are 
reflected in the.low level of monetary reserves;:the chronic 
shortages of industrial raw materials, equipment - and facilities; 
persisting électrie power shortages (even in years of good rain- 
fall); continued heavy absorption of -available investment funds 
tn the Govérnment sector; and low per capita. reali income and sav- 
ings. These weaknesses are enhanced by cumbersome and restrictive 
trade controls, which, to.a considerable degree, are occasioned 
by the necessity 1 Spain 1 to. bazause its tees wees. and pay- 
ments. ai E 

‘Inflationary. pressures are steadily increasing in edvance of 
other pressures which might result from the base construction pro- 
gram. Recent substantial wage increases across the board, in- 
creases in coal, cement and steel prices, .and. increases in elec- 
tricity and railway freight rates are expected to be reflected in 
increased prices generally, since there has been no comparative 
increase in productivity to offset these :added costs. 


In view of 411 these developments, the Spaniards: are dis- 
appointed over indications that only $30 million will‘be proposed 
for economic aid in fistal,1955.° When the Spanish Minister of 
Commerce, Mantel Arburua, visited Washington in April he was given 
no hope that the aid figure could be increased but was told that 
additional commodities might be available under the agricultural 
Surplus disposal program, depending on Congressional legislation. 
He also was told that the dollar flow to Spain might: expand: if 
the Spaniards would enact un eceeeed to attract private - capital. 

Spanish authorit 1és have ‘revealed an encouraging awareness of 
their problems and in the economic aid. wereement pledged that the 
Government would take measures:to overcome them. Such measures 
are to be designed to stabilize the currency, establish or main- 
tain a valid rate of exchange, balance the government budget as 
soon as practicable, create or maintain internal financial stabil- 
ity and generally restore or maintain confidence in the monetary 
System. It is too early however to predict what measures the 
Spaniards actually will teéke, 


> * + 
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INTER NATIO R The International Rubber Study 
STUDY GROUP MEETING Group at its May meeting in Colombo 
estimated that the demand dnd supply 
for rubber would be nearly. in balance in 1954, with a ris- 
ing demand thereafter... Asa consequence, no recommenda- 
tion was. made for any type ofan international commodity 
- agreement at this time and US refusal to participate in 
a buffer stock scheme was without substantial incident. 
The Group agreed, however, that the draft buffer-stock 
agreement should be borne: in mind ir case unforeseen . 
developments disturb the: present balance between supply 
and demand. , It also reiterated ‘that the stabilization of 
' the world's rubber markets at equitable prices remains 
‘the strong desire of 211 members of the Group although . 
there is no consensus 28. to: the means by which this should 
_be achieved. Some effective research work has been done 
on measures designed to strengthen the competitive posi- 
tion of natural rubber,- regarding planting and replanting, 
quality, standards, marketing and new uses, which the 
Secretariat will circulate. Particularly emphasized was 
the potential use of-rubber in. improving and extending 
road systems. The Group. asked: the ‘Management Committee 
to ‘keep the relationship between synthetic and natural. 
rubber prices under close :and continuous scrutiny and 
instructed it to draw the attention of member governments 
to any important change tn the situation. : 








Rubber Outlook The Group estimated that world pro-. 
duction of natural rubber in 1954 would ‘be’ around 
1,705,000 long tons, while production of synthetic rubber 
in member countries. would be around 706,000 long tons. 
With regard to consumption,. it was ‘estimated that the 
world might consume, i.e. turn into manufactured goods, 
1,681,000 long tons-.of natural rubber and approximately 
714, 000 long. tons .of synthetic,’ apart from synthetic 
- produced in non-member countries. The balance of esti-— 
mated production over-estimated consumption of both 
natural and synthetic rubber amounted to only 16,000 
tons which would be available for absorption | into . acetal 
mental and comnierc 1a stocks. set 


US Positio ' our. delegation ante clear that the 7 
US Government a gate anne consideration to. 
the rn fl PAE EE ORER SS : = a wutter Btock plan or 
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raising .the price of US synthetic, taking fully into’ 
account theeconomic situation of tne natural rubber . 
producing countries. Participation in the buffer stock” 
plan was decided against, primarily because the US ~< 
doubts whether the type of plan in which it could par- 
ticipate would afford appreciable relief: :and because . 
such .reliefas it. might. afford would be only a pallative™ 
tending to distract attention from the basic. probiems 

of the natural rubber industry.: Most member countries 
had expected that the US would take. this position and 
there was no real animosity expressed,. although ‘some © 
speeches were made for the record. 


_+,..Our delegation expleined ‘that the US believed an - 
arbitrary increase in the price of. synthetic rubber 
would be inadvisable. Even if such a move stimuléeted. 

a rubber price rise, that effect might be short-lived 
and thus oniy @ temporary relief. Moreover, an arbi- 
trary edvance:.in synthetic price at this time might com- 
Plicate the US Government efforts to sell its synthetic 
facilities which is a move that is welcomed by rubber 
producing countries. Representatives of producing coun- 
trles repeated that the raising of synthetic price, as 
requested at earlier discussions in the Group, wouid 
have facilitated their efforts. to re-equip their industry | 
and expressed regret that this-had not been done. They 
maintained that even at this:late stage an increase in 
synthetic price would be of material assistance in 
encouraging planting and replanting on a scaie adequate — 
to put their industry on & more-competitive footing and 
to meet probable future world demand. They therefore 
urged the US delegate to transmit to h:.s Government 4. 
request to consider whether, in the light of those 
views, the US could not see. its iway to revise the . 
present price of synthetic in an upward direction. The 
US delecate agreed to transmit the request to his 
Governnent but made clear that he could not support 

it besause in his view the outlook for rubber consump-’ 
tion wis such that the natural rubber industry could. be 
developed aw without. such. an artificial. 
device. , 


Our delegate also stressed US Government awareness 
of the basic probiems of the natural rubber industry and — 
willingness to sympathetically consider the possibility 
of assisting natural rubber producing countries to improve 


the 
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the efficiency of their natural rubber industry. While no 
precise commitments were made it was implicit this meant 

Such measures as planting or replanting with high-yielding 
Strains and improving production and marketing facilities. 


Just before the Colombo meeting convened the US an- 
nounced a revised rubber stockpile rotation program which 
the Group noted as one of the short-term remedies r2con- 
menced by the special meeting of tne Management Committee 
last October. (See page 7, November 10, 1953 issue.) 

The new procedure, which is a revisicn of the interim 
program announced by the US in December, is intended to 
maintain the stockpile at the most economical cost and 

at the same time accomplish rotation with the ieast possi- 
ble effect on the market. Rubter is to be rotated only 
because of deterioration and sales of rotation rubber 
and purchases cf replacement rubber are to be made simul- 
taneously at identical market level, with due account 
taken of condition and age.. Sales of rotation rubber are 
for delivery in the current or three succeeding months 
only with Geliveries of replacement rubber to be in the 
same month as delivery from the stockpile of rotation 
rubber except where sale of rotation rubber is for delivery 
-in the current or two succeeding months, an additional 
month will be allowed for delivery of replacement rubber. 
While no monthly quantitative limitation is placed on 
‘rotation of rubber for deterioration, there is a limita- 
tion of 5,000 long tons per month for upgrading. The 
program will be kept under continuous review to assure 
fulfillment of its objectives. 





Countries Attending dos. eietion wee attended by 
Gelegations o ustralia, Belgium, British Colonial and. 
Dependent Territories, . Burma, Cambodia, Canada, Ceylon, 
Denmark, France, Federal Republic of Germany, Hungary, 
Indonesia, Italy, Japan, Liberia, the Netherlands, 
Thailand, United Kinsdom, United States, Viet-Nam and an 
observer from the International Rubber Development Com- 
mittee. Members of the Management Committee for the coming 
year will be Australia, British Colonial and Dependent 
Territories, Burma, Ceylon, France, Indonesia, Liberia, the 
Netheriands, the UK and the US. The next annual meeting 

of the Group will be held in Monrovia at a date to be 
decided later. 


US 
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US GRANTS SCANDINAVIAN On May 28 the Department presented 
REQUEST ON POLAR ROUTE notes to the Embassies of Denmark, 
Sweden and Norway informing them 
that the United States is Willing to accede to their request 
for Los Angeles as a terminal point on an experimental 
Arctic air route. The President of Scandinavian Airlines 
System (SAS) made a statement to the press the following 
Gay thet service on the new route probably would be started 
in about three months. The initiel position of the US, 

when the three Scandinavian countries asked for amendment 

of their respective air transport agreements with the US 

to include an Arctic route from Scandinavia via intermediate 
points to Seattle, San Francisco and Los Angeles, was to 
grant such @ route for the terminal int of Seattle only. 
(See page 9, October 27, 1953 oe 





Scandinavian Position Early in March the Ambassadors 
of the three countries ieft notes with the Department 
expressing regret that the US was reluctant to meet their — 
request that San Francisco and Los Angeles as well as 
Seattie be designated on the proposed new route. They asked 
that a final decision be made only after a thorough evalua- 
tion of ali the facts involved and submitted data showing 
why Seattle alone would not be acceptable to the Scandinavian 
Airline as a terminal point, pointing to the greater traffic 
potential of the Los Angeles area. While expressing hope 
that both San Francisco and Los Angeles would be designated 
as terminal points, the notes stated tr.at if oniy Los 
Angeles were named, SAS would be prepared to initiate the 
new route. However, if only Seattle is made available, 
€ll plans for the new route would have to be given up for 
economic reasons, despite the thorough preparations 
already made by SAS, 





US Reply The Civil Aeronautics Board and the Depart- 
ment, after careful consideration of the new material sub- 
mitted by the Scandinavian countries, decided to grant the 
request for Los Angeles. The notes of May 28 stated that 
the US was prepared to exchange notes with the three coun- 
tries to provide for an experimental route, to be operated 
by a carrier or carriers designated by the three Scandi- 
néevian states, from Scandinavia via Greenland to Los Angeles 
and a reciprocal experimental route, to be operated by a 
carrier or carriers designated by the United States, from 
the US via Greenland to Scandinavian points and beyond. 


This 
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This reciprocal exchange of routes would be authorized 

for a three-year period and if the operating experience 
then warranted making the routes permanent, the eir trans- 
port agreements between the -US and Denmark, Norway and 
Sweden, respectively, could be so amended at that time. 

In this connection, the US is willing to arrange at the 
end of two years to exchange information concerning the 
operating experiences of airlines serving this route in 
order to form a basis for the decision relative to making 
the routes permenent. If the bilateral agreements are 
amended at the end of three years to provide for permanent 
routes between Scandinavia and the West Coast of the US 
via Greenland, the US will wish also to amend the routes 
now contained in the agreements by deleting Chicage from 
the routes granted to the Scandinavian countries. 





As an additional consideration, the US propsses to 
amend now the bilateral agreements with the three countries 
by including in them provisions containing capacity prin- 
ciples and rate provisions in accordance with provisions 
which have customarily heen included in air Dares 
agreements nogetianon by the US since Agi. 
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is characterized by the unusually 
larger number of economic items. : Ineluded are financing eco- 
nomic development, international trade, the world economic 
situation, economic self-determination, the UN expanded tech- 
nical assistance program, and organization of the Council. 


Financi conomic Development The Council again will 
consider two sce proposals on Fitancine economic development 
of underdeveloped countries, both of which have been considered . 
previously by the General Assembly as well as the Council. 


One involves establishment of an International Finance 
Corporation (IFC) to aid in financing private enterprise. The 
IFC would be designed to stimulate private initiative in the 
underdeveloped countries by making equity capital available 
and by loans to private concerns without government guarantee. 
The International Bank, at tne request of the General Assembly, 
has submitted its second report on the subject, in which it — 
reiterates its view that establishment of the IFC "would fill 
an important gap in the existing machinery for economic develop- 
ment. It also says that countries on which the corporation 
would have to depend for most of its funds “are not at the 
present time ready to commit themselves to subscribe to its. 
capital and some of them doubt the soundness of the idea in 
principle.” Up to now the US has not taken a definitive posi- 
tion on the desirability or feasibility of the corporation but 
has supported further study of the idea. The US position for 
this session is still being formulated. , 


The second proposal involves the question of establishment 
of a Special UN Fund for Economic Development (SUNFED) involving 
grants-in-aid and low-interest, long-term loans. The Council 
will consider the replies from governments on the proposal and 
the degree of support they are prepared to give as well as a 
report prepared by a former President of the Council at the 
request of the General Assembly. In general,: the underdeveloped 
countries indicated their view that. SUNFED should be set up at 
once while the industrialized countries expressed serious reser- 
vations as to the advisability of setting up the Fund. Denmark 
the Netherlands, Italy and Japan are sympathetic to the idea of 
establishing such a Fund and appear to be prepared to contribute 
to it. 


The US, 
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The US, in its comments, stateé its view that the time 
is not propitious for the establishment of such a fund. So 
long as international tensions require expenditures for 
defense requirements, competing claims on public funds for 
other purposes, even though urgent, must be examined with 
utmont caution. An international fund could not be operated 
successfully without considerable resources from many nations 
and to secure these would not, under present circumstances, 
appear feasible. The US has already assumed commitments to 
promote the economic development of underdeveloped countries 
which we believe are substantial and can be adequately carried 
out through existing channels. In view of these considerations, 
the US is not now prepared to enter into new multilateral com- 
mitments for the support of an international fund. The tactics 
the US delegation will follow at this session of ECOSOC have 
not been finally determined. 





International Trade The item on "Removal of Obstacles 
to International Trade and Means for Developing International 
Economic Relations" was proposed by the Soviet delegate to 
the last session of the Council and postponed until this 
session. Indications are that the Soviets intend to use this 
occasion for a4 thorough discussion of east-west trade controls. 
We believe that discussion of the item should be a general one 
on problems of expanding international trade rather than con- 
fined to problems of east-west trade only. If necessary, how- 
ever, strategic trade controls should be vigorously defended 
on the basis of national security requirements imposed on 
western countries by aggressive Soviet bloc policies. Any 
resolution submitted by the Soviet bloc which questions the 
basis of east-west trade controls or makes recommendations to 
governments at variance with commitments entered into in this 
field should be opposed. In any discussion of the existing 
low levels of east-west trade, western countries should refer 
to other factors limiting trade, such as the inability of the 
Soviet bloc countries to export goods desired by western coun- 
tries. We are coordinating our position with other western 
countries and, ideally, would hope that a draft resolution based 
on @ broad approach to the problem of expanding international 
trade could be submitted quickly and before "positive" pro- 
posals are introduced by the Soviets. 
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The proposal for inter-regional trade consultations under 
the auspices of regional economic commissions was made at the 
last session of the Economic Commission for Europe and resulted 
in a compromise resolution which left further action on the 
proposed meetings to ECOSOC. The US feels strongly that 
inter-regional trade consultations would not at this time sig- 
nificantly assist expanding world trade and might be detrimental. 
Initiation of such regional consultations might be confusing . 
in view of the Ministerial discussions planned in the OEEC on 
future trade policy in-connection with moves toward converti- 
bility by the UK and other countries. Moreover, at least two 
international agencies (the International Monetary Fund and 
the General Agreement on Tariffs and Trade) provide more appro- 
priate forums for facilitating expansion of inter-regional 
trade. In addition, joint studies by the three regional economic 
commissions on inter-regional cooperation contain recommendations 
for inter- and intra-regional measures which should be considered 
by the regional commissions before any decision is made on 
inter-regional trade consultations. We therefore hope that 
other countries will join with us in opposing ECOSOC action 
looking toward inter-regional trade consultations. 


Advisory Commission on Commodity Trade The Council, at 
its last session, decided, over the Tiections of the US and 
other developed countries, that a Permanent Advisory Commission 
on Commodity Trade should be established, but that actual 
organization would be postponed until this session. It did, 
however, prescribe the functions of commission, which include 
the examination of and recommendation on measures to maintain 
just and equitable price relationships. Governments were asked 
to submit their comments on the matter prior to this session. 
The US, in its comments, reiterated its reasons for opposing 
the ‘eonmmission, as voiced at the last Council session. 


The proposal for the commission derives from the recommenda- 
tion for a new intergovernmental body to consider general stabili- 
zation proposals which was put forward in the report, Commodit 
Trade and Economic peve opment recently prepared for the Council 
by a group of experts. e experts, did not, however, contem- 
Plate a commission concerned with price relationships. They had 
been specifically asked to report what governments might do to 
maintain just and equitable relationships and had concluded that 
attempts ati international action in this field would not be 
practicable or desirable. Neither did they contemplate a commis- 
sion with responsibilities for action on individual commodities, 
such as the proposed body would seem to be given, since effective 
machinery already exists in this field. 


The US 
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The US is opposed to.a new commission, even with the limited 
functions suggested by the experts, believing such a body to be 
unnecessary and unlikely to contribute significantly to the 
achievement of greater price stability. It is even'more opposed 
to a commission with the broader terma of reference ‘Iaid down by 
the ECOSOC. It believes international action on price relation- 
ships to be neither feasible nor desireable and that the creation 
of additional machinery with responsibilities for action on indi- 
vidual commodities could only lead to waste and confusion. 


The hopes that the Council may reconsider its decision 
to establish the proposed commission and decide against proceed- . 
ing further, at least at this time, or, if not, that substantial 
improvement can be made in the commission's terms of reference. 
Because of the minority position of the US on this issue, our 
US delegation will not initiate efforts toward these ends, but 
will support such efforts on the part of other delegations, bear- 
ing in mind that the question of US participation has not been 
settled and must not be prejudiced by any such action at this 
time. It will strongly oppose any suggestions that the Interim 
Coordinating Committee for Intergovernmental Commodity Arrange- 
ments (ICCICA) be dissolved if a new commission is organized. 
The essential functions of ICCICA, while limited, are important 
in the US view and are performed efficiently by this small body 
of experts appointed on the basis of international nomination. 


World Economic Situation The Council will, as is customary, 
consider the world economic situation. Consideration of this 
item is usually the occasion for one of the major economic dis- 
cussions of the Council. It affords an opportunity for a general 
airing of economic matters which are of concern to member coun- 
tries and helps focus attention on the world's major economic 
problems. The US statement, in particular, is closely analyzed ‘ 
by other countries. The US delegation will include in its state- 
ment. up-to-date information on the progress and prospects of the 
US. economy. It will express cautious optimism concerning future © 
economic developments in the US, at the same time showing recog- 
nition of the inevitable uncertainties and problems in the situa- 
tion. It will emphasize the determination of this Government to 
take steps as may be. necessary to maintain’ high levels of economic 
activity in the US. To-assist it in the.discussion, the Council 
will have before it the Secretariat's: "World Economic Report, 
1952-53"; summaries of recent economic development in the Middle 
East and in Africa; a review of international commodity problems; 
and @ report on tropical Africa. : aes 7 


In 
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In accordance with General Assembly and ECOSOC resolutions, 
the Council also considers annually as a separate item the 
problem of full employment. The discussion is based on the 
replies of governments to a2 questionnaire on full employment, 
and the Secretariat's analysis of the replies. The US delegation 
will make a general statement restating the Government's determi- 
nation to do everything necessary to maintain a stable economy 
at a high level of demand and productive employment. It will 
express gratification at the favorable developments which have 
taken place in the world's external payments position, at the 
same time giving due recognition to the need for further progress 
in the payments situation of many countries. 


Economic Self-Determination A resolution relating to the 
"nicht to economic self-determination", adopted by the Commission 
on Human Rights at its recent session, will be before the Council. 
The resolution proposes the establishment of a commission to 
survey: the status of the right to self-determination and to 
make. recommendations, where necessary, to stréngthen it. Parti- 
cular reference is made to "the right of peoples and nations 
to . . . permanent sovereignty over their natural wealth and 
resources." 


We hope that other governments will support us in opposing 
this resolution at ECOSOC. Our principal objection is that it 
ignores the obligations specified in principles of international 
law and international agreements which must be associated with 
the rights of a State over its natural wealth and resources. 
Such principles include the obligation to provide compensation 
when taking foreign-owned property. Furthermore, adoption of 
this resolution would have an unfavorable impact on groups in 
the US and elsewhere interested in investments abroad because 
of the stress in the resolution on the rights of States. 


Technical Assistance Program The Council will consider the 
sixth report of the Technical Assistance Board of the work of 
all the organizations participating in the UN expanded program 
of technical assistance. It will also consider certain problems 
regarding the financing and organization of the program, which 
raise the issue of the degree of centralized control. The US 
delegation will reiterate the strong US support for the program 
as a whole and at the same time point out certain general problems 
which it feels deserve consideration at this stage in development 
of the program. As to the organization of the program, the US 


position 
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position is based on the belief that the participating organi- 
zations, namely the Specialized Agencies, should continue to be 
the basic instrumentalities for carrying out the program. We 
favor, however, elimination of automatic allocations of funds 
to the ate ph deg. organizations but support at the same time 
the principle that no participating organization: shall receive 
less than. B54 of the funds it received in the immediately pre- 
ceding year. We subscribe to the concept of country planning 
in the development of projects. Also, we believe that the 
roles of the UN Secretary General, the Executive Chairman of 
the Technical Board, and the Resident Representatives should 

be strengthened, and that the Technical Assistance Committee 
and the ECOSOC should assume greater responsibility for inter- 
governmental supervision of the Program. 


Or zation of the Council The organization of the Council 
has caused increasing dissatisfaction. The agenda have become 
so heavy as to make impossible adequate consideration of each 
item. The level of representation on the Council has gone 
down, largely due to the length of the individual sessions. 
The difficulties in the Council are reflected in the Secre- 
tariat which ‘is over-burdened. 


The US position is that recognition should be given to 
the importance and wide scope of the work of the Council but 
that every effort should be made to reduce the numer of items 
on the agenda. To this end, agreement should be reached that 
the general activities of the Specialized Agencies would be 
discussed only once each two years. No one item should in the 
future be discussed more than once @ year, including such items 
as trade union rights and technical assistance. The resolution 
requiring annual discussion of full employment should be re- 
placed by a resolution indicating that in the future this item 
could be discussed as part of the World Economic Situation. In 
addition to these measures to shorten the agenda, the US will 
support certain organizational changes. It favors three regular 
sessions of the Council instead of twos a two-to-three week 
session in January to handle the less important items; another 
three-week session in April; and a longer session in July which 
would concentrate on economic items. The purpose is to shorten 
the length of individual sessions and make it easier for high- 
level representatives to attend at least one or two of the sessions. 


The US 
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The US will oppose any changes that would require amendment of 
the. UN Charter as inappropriate at this time. In general, it 
also will support the proposals of the Secretary General de- 
signed to make the work of the Secretariat in the economic and 
social field more effective. As to existing subsidiary bodies, 
the US favors the continuation of the eight functional com- 
missions as well as the three regional economic commissions. 

It believes, however, that practical steps should be taken to 
make more effective the authority of the Council and UN 
Secretary General over the latter and their Secretariats. 
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AVIATION CONSULTATIONS Aviation consultations with the Italians, 
WITH ITALY CONCLUDED 


which took place in Rome May 19 to 





June 15 at Italian request, were con- 
cluded with an agreement under which US carriers will be asked 
by the US Government to reduce their service although not to 
the extent the Italians desired, 


Background For some time the Italian Government has been 
expressing concern over the amount of service offered by 
American lines, particularly between Rome and Paris, where both 
TWA and PANAM operate, contending this was injuring Italian 
lines and that the excessive service was a result of two large 
American companies competing with each other. Embassy Rome made 
every effort to settle the dispute without formal consultations. 
The US Civil Aeronautics Board considered the matter and on 
March 12 wrote a letter to US carriers urging them to voluntarily 
cut back their frequencies to avoid Italian action. This the 
carriers refused to do. 


A climax was reached at the end of April when US carriers 
filed their summer schedules, which called for an increased 
number of flights. The Italians then requested immediate con- 
sultations in accordance with Section IX of the bilateral 
aviation agreement and informally indicated that the only alter- 
native would be termination of the agreement. The US agreed 
that consultations should take place in Rome May 20. 


US Position 
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US ao phaon The US delegation, which was made up of repre- 
sentatives from the Department, the Civil Aeronautics Board and 
the Embassy, had instructions which fell into three phases. 
First, it was to make every effort to convince the Italians of 
the soundness of the capacity principles contained in the bi- 
lateral agreement. Then, in phase one, the delegation was to 
review US and Italian carrier statistics relating to traffic 
carried to, from and through Italy, using every reasonable 
argument to support the operational justification for the 
planned summer schedules of the US carriers. Phase two pro- 
vided that if the Italians remained adamant as to requiring 
restrictions on the operations of US carriers, the delegation 
should suggest that operations take place under the planned 
schedules through the summer. Then, if operating experience 
under those schedules caused the Italians to believe that 
their carriers were unduly injured, to state that the US 

would agree to consult in the fall within three weeks of an 
Italian request for such consultations. Phase three of the 
instructions provided that if adjustment of schedules proved 
necessary now to avoid Italian denunciation of the agreement, 
the delegation could commit US authorities. to using their 

best efforts to get American carriers to cut back their 
schedules. ‘ 


Result of Negotiations Our delegation made extended and 
vigorous attempts to convince the Italians that the capacity 
currently being offered by US airlines is justified, but was 
unable to persuade the Italians to alter their position. The 
Italians likewise unequivocally refused to accept our proposal 
that the present capacity should be permitted throughout the 
summer with an opportunity for consultation in: the fall. The 
Italians originally proposed that US carriers cut back to 26 
weekly flights but our delegation rejected: this as being not 
only grossly restrictive but also would not be understood by 
the American public and Congress and would. be likely to have 
an adverse effect on over-all US-Italian relations. The 
Italians then proposed 29 or 30 flights weekly with extra 
sections authorized whenever carriers could justify them on 
the basis of actual and advance bookings. US carriers, when 
consulted, saw many difficulties to implementing this proposal. 
On June 1) agreement was reached on 3 frequencies a week (from 
a peak of 38) to be provided by US carriers.. 


+ * * 
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The FAO Committee on Commodity Problems, 
which met in Rome June 3-11, was primarily 
concerned with the report of its working 
party on surplus disposal drawn up in Washington last March. 

(See page 5, March 30, 1954 issue.) The Committee commended the 
findings and recommendations of the working party to governments. 
It urged governments in disposing of surplus commodities to 
follow the principles laid down by the working party. It also 
endorsed the establishment of a Consultative Subcommittee on 
Surplus Disposal, to meet in Washington. 





There was much interest in the problem of surplus disposal 
at the Rome meeting. Some of the member countries were repre- 
sented by as many as five persons, many of whom hold relatively 
important positions in their governments. There was less criti- 
cism of the US than at the FAO Conference last fall, probably 
because countries were better informed about US policies and 
less fearful that the US will take drastic action in dealing 
with its surplus problem. 


Recommendations for Disposing of Surpluses The Committee's 
action with rega to surplus sposal was largely based on the 
findings and recommendations of its ad hoc working party in this 
field. In considering possible methods of surplus disposal, the 
Committee agreed that carefully planned sales on concessional 
terms, or grants to aid in countries' development programs offer 
the best prospects, and urged governments and international 
agencies to give special attention to such possibilities. On 
the whole the Committee concluded that any disposal of surpluses 
in very large volume against importers' currencies would in most 
cases have to be where there is large scope for additional con- 
sumption, and on terms which would link the use of local currency 
receipts to development programs, primarily in less developed 
areas. On the basis of the working party's findings in regard 
to the use of surpluses in special welfare distribution programs, 
the Committee also recommended. this use to governments. The 
Committee recognized that, while consideration should first be 
given to means of expanding consumption, firm holdings, or segre- 
gation, of excess stocks over an extended period may be essential 
to avoid the disruption of international markets. 


As to principles to be followed by governments in disposing 
of surpluses, the Committee endorsed and amplified those recom- 
mended by the last FAO Conference and the surplus disposal work- 
ing party, that there should be no harmful interference with 


norma 1 
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normal patterns of production and international trade or with | 
world: market prices. It recommended that governments, in 
determining whether sale on concessional terms or grants cause 
any such harmful interferences, consider the extent to which 
commodities supplied are likely to be absorbed by additional 
consumption. To the extent that sales of commodities supplied 
on special terms may constitute some danger of displacement of 
commercial sales of identical or related commodities, the 
Committee set forth a number of relevant factors*to be taken 
into account by governments in assessing the danger. Afhong 
these are the exporter's share in the region's imports during 

@ representative base period; whether the gquantity.of exports 
is so small in terms of the region's imports. of the commodity 
that the effect on trade is likely to be of minor significance; 
and the probable effect of the concession offered on:.1) the — 
region's usual total imports of the commodity: concerned and 
related commodities; 2) the exporters' share in the region's 
imports of the commodity; and 3) the interference with imple- 
mentation of treaties or agreements which deal with world trade 
in these commodities. The Committee also endorsed the reconm- 
mendations of the working party that governments undertaking 
large-scale release of surpluses, should, whenever practicable, 
consult with other countries interested in the possible effects 
of such transactions. 





Consultative Seta emmtnins To assist in fulfilling its 
responsibilities in the field of surplus disposal, the Committee 
decided to establish a Consultative Subcommittee on Surplus 
Disposal, to meet in Washington as the working party had recom- 
mended. The Committee will be composed of all FAO countries 
which indicate that they have a strong interest in surplus dis- 
posal and that they are prepared to assume the obligations of 
membership. Any other FAO member countries can attend meetings 
of the Subcommittee as observers and participate in the discus- 
Sion of any problems in which they have an interest. The first 
meeting will be about the end of uly. 


The main value of the subcommittee is  eapectes to be in the 
opportunity it provides for exchange of information and for con- 
sultation. It is to keep under review developments of the dis- 
posal of agricultural surpluses and to assist FAO member nations 
in developing suitable means of surplus disposal. It will pro- 
vide a forum for the discussion of proposals, programs, polictes 
or transactions of member governments for disposal of surpluses 
and at the same time try to promote the observance of the princi- 
ples recommended. The subcommittee will make its recommendations 
to the FAO Committee on Commodity Problems and not to governments. 


Review 
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Review of Commodity Situation A brief review of the agri- 
cultural co y situation by the Committee brought out that 
it continues to be characterized by a high level of production 
and some improvement in consumption levels. The latter improve- 
ment, however, is not sufficient to absorb all the expanded pro- 
duction because of the lack of effective demand. Farm incomes 
have declined to some extent and large surpluses of certain com- 
modities have accumulated, especially of wheat, but also of rice, 
sugar, vegetable oils, dairy products, cotton and rubber. Govern- 
ment holdings of dried skim milk, which is being used in large 
quantities in the US for feed, have declined substantially. 
Stocks.of rice also have recently begun to move more freely be- 
cause of price adjustments. Despite the generally large supplies, 
of commodities there have been no major disturbances in the level 
of agricultural pricee. Among the reasons given for the stability 
were government price support operations and the generally high. 
over-all demand. Because the bulk of stocks are under government 
control, there is less danger of the unorganized disposals ex- 
perienced earlier. On the other hand, government control in it- 
self provides no guarantee against the disposal of surpluses by 
special. arrangements, which could cause undue pressure on world 
market prices and do serious harm to competing exporters. 


Other Matters The Committee noted the plans of ECOSOC to 
establish a Permanent Advisory Commission on International Com- 
modity Trade and the similarity of part of the functions envisaged 
for the Commission to those of FAO. The FAO Director General was 
asked to inform ECOSOC of the activities of the FAO Committee on 
Commodity Problems so as tc avoid duplication and to ensure co- 
operation between the two bodies. . 


As to the request of the last FAO Conference to arrange for 
@ periodic review of the world rice situation and other economic 
aspects of rice, the Committee decided that there should be a . 
meeting on rice in the Far East between the 10th and 20th of 
November and asked the Director General to arrange for it. 


After considering the economic aspects of the olive oil 
industry, the Committee agreed to set up a working party to make 
a study of possible intergovernmental measures, both in the tech- 
nical and economic fields, to promote the stabilization of. the 
world olive o11 economy. The working party will be composed of 
representatives of Brazil, France, Greece, Italy, Spain and the 
UK. It will meet in Rome the latter part of July and report its 
conclusions to the next session of the Committee on Commodity 
Problems beginning September 20. 


* * * 
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CONVENTIONS SIGNED TO Travel of.tourists from one country to 
FACTLITATE TOURISM” another mdy increase as a result of a 

| | UN conference which resulted in simpli- 
fying customs procedures ané:form@lities with regard to tourism. 
The conference was held in New York May 1I1 to June 4 in accord- 
ance with a resolution adopted by the Economic and Social Council 
in April 1953. On its conclusion delegates of 41 nations signed: 
the Final Act and 29. and 28, including the US, signed two con- 
ventions which allow: respectively’ far temporary duty-free importa- 
tion by tourists of their automobiles and personal effects. In 
addition, 22 nations, not including the US, signed a protocol 
on importation of tourist publicity.documents and material. 
General satisfaction with the results of the conference was : 
expressed by all leading participants. None of the-"iron curtain" 
countries sent aches sat wt to the “conference ashen ater atl sent 
an. observer. 


A tourist is defined as any person. wio : enters the epteser 
of a contracting state other than that in which that person... 
normally resides and remains there for not. more than six months - 
in the course of a twelve-month pértod, ‘for legitimate non- 
immigrant purposes such as touring, recreation, sports, health, 
family reasons, study, religious pilgrimages or business. The 
Final Act makes clear that the contracting states reserve the 
right to grant the same ——— to. ogee residing in non-— 
contracting states. 3 

Convention on Vehicles The convention on importation of. 
private road vehicles provides for 4’ temporary importation permit 
for automobiles which are for the use of the tourist while visit- 
ing in a country. The temporary permit is a customs document 
testifying to the guarantee or deposit of import duties and 
import taxes chargeable in the event of failure to re-export the 
vehicle. The customs authorities of the.contracting states will 
endeavor to bring into general use, for visas: on temporary 
importation papers, date stamps marking date of the entry or 
exit and the name of the customs office. The contracting states 
will also endeavor to dispense with temporary exportation papers 
when the vehicles are covered by papers for temporary importation 
into another country by which they may be identified on their 
return. It is recognized that the satisfactory operation of this 
convention requires the provision of facilities for transfer of 
the currency that is needed for taxes. in this connection. 


Convention 
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Convention on Customs Facilities for Tourism Personal 
effects, as outli n the convention on customs facilities for 
touring, include all clothing and other articles, such as cameras, 
jewelry, typewriters, sports and camping equipment, which a 
tourist may personally and reasonably require, provided they are 
in use and are not for commercial purposes. The convention also 
provides for free importation of a limited amount of cigarettes, 
wine and perfume, as well as travel souvenirs for a total value 
not exceeding $50.00, provided these are not intended for com- 
mercial purposes. It grants authorization to export, without 
the formalities applying to currency controls and free of export 
duties, travel souvenirs which the tourist buys in the country 
he is visiting for a total not to exceed $100, provided such 
souvenirs are not intended for commercial purposes. 





The convention states, however, that its provisions shall 
not prejudice the application of police or other regulations 
concerning arms and ammunition nor will it affect prohibitions 
imposed by a state for considerations that are not economic in 
character--i.e. for public morality, public security, public 
health, hygiene, veterinary or phyto-pathological considerations. 
Exemptions and facilities of the convention shall not apply to 
frontier traffic nor when the total quantity of a commodity to 
be imported by a tourist exceeds substantially the limit laid 
down in the convention. Neither will they apply in case a tourist 
enters the country of import more than once 2 month, nor in case 
a tourist is under 17 years of age. In event of fraud, contra- 
vention or abuse, the contracting states shall be free to take 
proceedings for the recovery of the corresponding import duties 
and import taxes and also for the imposition of any penalties to 
which the persons who have been granted exemptions or other 
facilities may have rendered themselves liable. The convention 
does not prevent contracting states which form a customs or 
economic union from enacting special provisions applicable to 
residents of the states forming that union. 


The Final Act makes it clear that the conventions represent 
minimum facilities, which are less than those allowed by many 
of the contracting states, including the US. 


Entering Into Force The conventions are open for signature 
until December 31, 1954, and will enter into force on the 
ninetieth day following the date of the fifteenth instrument ©° 


ratification or accession. After having been in force for tl 
years, any contracting state may denounce the convention, wit 


such 
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such denunciation taking effect. fifteen months after notifica- 
tion of the UN Secretary General. The conventions shall cease 
to have effect if, for any period of I2 consecutive: months 
after entering into force, the number of contracting states is 
less than eight. Provisions are also set forth for review and. 
amendment of the conventions. ' 


The following countries signed the convention on ‘whioless: >» 
Argentina, Austria, Belgium, Cambodia, Ceylon, Cuba, Dominican 
Republic, Ecuador, Egypt, France, Federal Republic of Germany, 
Guatemala, Haiti, Honduras, India, Italy, Mexico, Monaco, - 
Netherlands, Panama, Philippines, Portugal, Spain, Sweden, . 
Switzerland, UK, US; Uruguay ‘and Vatican City. The other con- 
vention on customs facilities for touring was.signed by all 
the above, except India, and by no additional countries. 
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Last week the House and Senate completed 
action on a bill to extend for one year 
from June 12, 1954 the authority of the 
President to enter into trade agreements under Section 350 of 
the Tariff Act of 1930, as amended. In addition to the siuple 
extension of authority the bill provides specifically that 
enactment of this legislation does not indicate Congressional 
approval or disapproval of the Generel Agreement on Tariffs and 
Trade. The act was also amended to provide that no action shall 
be taken to decvease the duty on any article if the President 
finds that such reduction would threaten domestic production 
needed for projected netional defense requirements. 





TEDED hE YE -_ 


7 
£ 


The House -ays and Means Committee report on the bill refers 
to the report of the Commission on Foreign Economic Policy (see 
January 27, 1954 issue) and states that the Committee's heavy 
schedule made it impossible for it to hold the thorough public 

_ hearings which the Commission's comprehensive. recommendations 
require.: The chairman has indicated that the Committee expects 
to have extensive hearings at the start of the next session of 
Congress on the general question of foreign trade, The Finance 
Committee report made it clear tnat the one-year extension would 
permit the review and renegotiction of the Generel Agreement, and 

‘during House debate it was pointed out that tariff negotiations 
with Japan were contemplated. 


Pp Some questions have been raised by 
other countries abovt the desirability of »roceeding with the 
review of the General Agreement, scheduled this fall by the Cone 
tracting Parties at their last regular session, in view of the 
deferral by the US Congress until next year of more far-reaching 
legislation on foreign economic policy. ‘Je have asked our 
missions in the countries participating in GATT to inform the 
other governments that the US is in a position to perticipate 
constructively in the review, that it is pressing ahead with 
its own preparations, and that it urges other contracting parties 
to proceed with’ their preparations, 


je consider that the review could lead to a substantial 
improvenent in US participation in GaTT. The renegotiated 
organizational provisions will be submitted to Congress. Approval 
by Conzress would alter thé atniosphere reflected in its dis- 
claimers of ad-roval of US GATT obligations and also reduce the 


likelihood 
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likelihood of legislative action inconsistent with the principles 
of the azreement. The mitigation of difficulties between the 
Executive and Congress arising out of domestic legal problems 
sould benefit the agreement and the interests of the other cone 
tracting parties as well as the US. 


It is ow belief also that the review presents a good oppoar- 
tunity to improve many provisions which, in the six years of the 
agreement's operation, have proved to be excessively complex or 
otherwise defective. Rectification of the various complex, con- 
tradictory and ambiguous provisions could strengthen the agree- 
ment anoreciably. ‘’e contemplate that two agreements will emerge 
from the renegotiations one, an agreement establishing an 
organization and containing all the organizational »rovisions; 
another, a substantive agreement containing all the trade rules. 
hile the US is placing emphasis on the organizational issue, it 
recognizes that consideration will undoubtedly be given to pro- 
posals to modify some of the trade rules, 


In order that the renegotiated provisions can be submitted 
to the Congress for approval in the first session of the 84th 
Congress (convening in January 1955) the negotiation of the 
orrenizational provisions should be concluded before the first 
of February. To achieve this, a tight schedule of meetings must 
be followed. ‘le are urging that the GATT Ad Hoc Committee on 
Agenda and Intersessionel Business convene July 26 to initiate 
discussions and arrangements for the review and that the review 
start early in November, The regular session of the GATT Con- 
tracting Parties is scheduled to begin October 14, 


sed T ° The only major tariff negoti- 
ations contemplated under the one-year extension of the trade 
agreements act are multilateral negotiations for the purpose of 
Japan's full accession to GATT. The Department has already begun 
laying the groundwork for the negotiations and has instructed its 
missions in the countries which are Contracting Parties to GATT 
to ask these governments to give consideration to possible parti- 
cipation in negotiations involving Japan. ‘ie understand that the 
Japanese Government plans to present a formal recuest that the 
question of tariff negotiations with Japan be considered by the 
GATT intersessional committee in July. 


The success 
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The success of the negotiations ill recuire the side narti- 
cipaticn of third cruntries with real (not token) tariff conces- 
Sions, a high dezree of willirgness by all to accept more Japanese 
en: etition, end a concerted effort to move ahead with negotiations. 
‘The US will contribute its share tovard making the action success- 
ful end, if aporesriate negotiating rules can be devised, the US 
might make tarifs concessions to third countries when such con- 
cessions would result in expanded concessions by them for Japanese 
preducts.e 


In order to comply ith US legal requirements and complete 
necotietions before the end of the one-year rene''el a strict tine- 
table must be adhered to. ee believe that a negotiating confer-e 
ence opening abovt february 1, 1955 could complete its work by 
June even thouzh vast tariff negotiatiors have taken longer. ‘‘e 
are sugsesting that a working agreement on procedures and time- 
table be developed at the July meeting of the intersessional com- 
mittee and that this agreement be given forral approval at the 
regular session in October. ‘‘e very tentatively are thinking 
about negotiating rules that would include: a) negotietions in- 
volving a: substantial number of individual contracting parties, 
@acn negotiating bilaterally vith Janan as an acceding country; 
and b) additional nezotiations among the contracting parties, 
with or without Japan, designed to facilitate the grant to Japan 
of concessiors not othervise possible. 


US oarticipation in negctiations will be subject to the usual 
domestic trade-agrecirent procedures, Public notice will be given 
here of the nrodvcts to be considered, Opportunity vill be pro- 
vided for interested persons to submit briefs and to be heard 
orally on these products. The variff Commission vill prepere 
peril point reports on each listed item. On the basis of these 
and other data, the nine-agency Interdepartmental Trade Agreen*nts 
Committee will recommend to the President what concessions the US 
can offer on the listed items and what concessions the US should 
recuest from other countries, The US would then be ready to enter 
into the tariff negotiations. In preparing its offers, the U is 
bound by the linmitaticn that, under tie Trade Agreements Act, the 
lowest .level to ‘hich any US tariff rate may be reduced is 50% of 
the rate existiug on January 1, 1945. In order to complete 
negotiations by next June and allow for the hearings on the public 
list, the Teriff Commission findings, T&4C consideration, and the 


negotiating 
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negotic ting conference itself, the JS shculd issve the lists of 
products to be considered by September 1 at the latest. For 
that reason, we are anxicus to know promptly other countries’ 
intentions on the negotiations since the US will not consider 
or-ducts of interest to any country unless that country has 
definitely reported its willingness to negotiate. 


Relatec Legislation Several bills stemming from the report 


of the Comrission on Foreign Zconomic Policy (Randall Commission) 
have been introduced into the Congress and are in various stages 
of the lesisletive precess,. The so-called Jenkins customs bill 
which vweuld amend and imnorove the customs valuation provisions 
of US lav is being considered by the Senate Finance Committee. 
This bill was approved by the House at the last session of Con- 
zress. «4 new custoirs simplific: tion bill, H.R. 9476, embodying 
the Rendell Commission's recommendations on 4G simplified and 
consolidatec tariff classification structure, has been introduced 
into the House and is now being considered by the Ways and Means 
Committee. 


Mr. Frelinghuysen has introduced into the House a bill to 
increese from {500 to $1,000 the duty-free allowance for touristse 
No action has been taken on this odill as yet. 


Certain tax reductions for firms investing abroad, along the 
lines recommended by the Rendall Commission, were incorporated 
into the Internal Revenue Bill and passed by the House but were 
deleted by the Senate Finance Committee. It has been indicated 
that this is only a temporary deletion while the matter is studied 
further, 


CONFIDENT IAL 
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On June 30, President Eisenhower issued a 
proclamation putting into effect certain 
- recommendations of the US Tariff Commis- 
Sion with respect to the rate of duty on imports of alsike clover 
seed, The proclanationy,#ich. nottifted the Partff Commision's 
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retaing the vcresent duty of 2 cents a: pound for 
the first 1.5 million pounds of alsixe clover imports, For im- 
ports above that amount, the 6 cent rate recommended by the Gom- 
mission vould-_be—put_intca-effect—for_one-yeer . The limitation 
ef 1.5 million pounds, to which the 2 cent duty rate applies, 
represents a figure slightly above the average imports. of the 
1947-51 period. Aad 


t/ én escane clause report submitted to the President on 
May 2ly the Tariff Commission: unanimously found that alsike clover 
is being imported in such increased cvantities as -to cause serious 
injury to the domestic industry. The Commission recommenced that 
the existing tariff of. 2 cents a pound be increased to 4 cents on 
imports up to 1.5 million pounds and 6 cents on any cuantity in 
excess of that amount entered in any 12-month pepioe Se quemnng 
July 1, 1954.6 MAL ‘a Me Rena (parasol ons . 


The Department vas opposed to the recom=ended increase in 
duty. ‘e had strong dcubts. that the domestic industry is being 
sericusly injured by increased imports as a result of the tariff 
concession. Although alsike clover seed is relatively iess im- 
portent than other Canadian expart products which may be affected 
by the recent series of Tariff Commission escape clause recon- 
mendetions, ve.considered that an increase in this tariff would 
be certain to intensify Canadian irritation over the quotas We 
have imposed on agricultural products. Informal discussion of 
this problem with the ‘“hite House led to the conclusion that some 
action would have to be taken to prevent the further increases 
in imports to which reported increased plantings would otherwise 
be likely to lead. The Canadians were then consulted. Since the 
Tarifi @Gommission recommendation for an increased duty on the 
first 1.5 million vounds of imports was not accepted by the Presi- 
dent, the Canadians have indicated they are not greatly concerned. 


* * * 


wwV 1S! ee My y Fe The Internetional Cotton Advisory Com- 
PLA CR CU YO, GRow i «=Omittee, at is thirteenth meeting in 
Sao Paulo, Brazil June 7 to 16, unani- 
mously agreed thet for the present no action should be taken 
toward establishing an international. cotton agreement. However 
the door was left open to such action in the future if a body of 
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opinion develops in favor of a stabilizing arrangement. Other 
matters considered by the Committee concerned a welfare program, 
research, and increasing consumption of cotton, 


. Delegates from 25 of the 20 member governments of the Cotton 
Advisory Committee participated in the meeting, together with. 
observers from 15 nonemember governments and three international 
organizations, The atmosphere was most cooperative and friendly 
and tne US delegate's statement was well received. He said that 
the United States, which holds most of the world's surplus, planned 
to cut 1954 production 25% and has no plens to establish an export 
subsidy. He pointed out, however, that it would be necessary for 
the US to achieve a substantial re-exnansion of its cotton exports 
in the next marketing year and that US ability to continue its 
present export policy dexended largely on other countries avoiding 
actions which would impede the liquidation of the cotton surplus 
and on their taking constructive measures to increase cotton con- 
Sumptione 


Increasing Consumption A report of the Standing Committee 
on the potentialities of increasing consumption of textiles was 
examined and called to the attention of the member governments, 
with the suggestion that they take action to encourage en incvease 
in consumption. The main hope for such expansion, as outlined in 
the report, lies ins a) a reduction in the prices of cotton 
textiles relative to other »srices; b) an increase in incomes, 
particularly in areas where standards of living are low; and c) a 
prosressive reduction in tariff levels ard relaxation of restric- 
tions on world trade in cotton textiles, The repart also recog- 
nized that research and promotion progress, whether undertaken by 
governments or by industries, could elso raxe significant contri- 
butions toward increased consumption Of cuttone 


In this regard, the tS urged that the Standing Committee 
continue its work on cotton consum»tion, particularly on the 
question of the effect of import restrictions on vorld trade in 
cotton goods to attempt to determine the effects of such restric- 
tions on the consumotion of raw cotton, Opvosition to this sug- 
gestion vas led by the UK and our delegation failed in its attempt 
to obtain a resolution requiring this study. 


A resclution was adopted which recognized the importance of 
reseerci as a factor contributing to greater efficiency in the 
utilization and consumption of cotton, It recvested member governe- 


ments to 


DECLASSIFIED FOR PUBLICATION IN FOREIGN } 
RELATIONS OF THE UNITED STATES } 











BEST COPY AVAILABLE 


OFFICIiL USE ONLY 
-7- 


ments to send to the Secretariat for circulation information on 
technolosical and other research. Also the Secretariat was ine 
structed to secu.e inforration from member governments of their 
oromctional efforts, 


Welfare Program The Standing Committee's report outlined a 
specific program whereby countries with surplus cotton could dis- 
pose.of some of this for velfare purposes, which would furnish 
cotton textiles to refugees, public hospitals and institutions, 
disabled and destitute peaple, etc. In addition to the humani- 
tarian aspects of the progran, this program would reduce raw 
cotton surpluses and maximize the utilization cf cotton proces- 
sing fecilities and the labor force. The welfare program would 
be in. addition to normai consumption and would nave safeguards 
so it would not interfere with normal trade, The United States 
Was one of the few countries which came out in support of the 
proposal and stated thet it would be willing to participate in 
such a welfare program, furnishing raw cotton, providing legisla- 
tion was enacted which vas then under Congressional consideration. 
Most deleg-tes stated that their governments had not had suffi- 
cient time to study the report prior to the meeting. The resolu- 
tion as finally adopted recommended that member governments give 
serious consideration to varticipation in such e welfare program 
and to the manner in which they might wish to participate and 
keep the Standing Committee appropriately informed, 


* * * 


Contrary to expectations in many quarters in view 
of the huge vheat surplus, exporting countries 
represented at the meeting cf the International 
neat Council in London June 16 to 21 decided not to offer wheat 
at this tire at the minimum orice ({1.55) specified in the Inter- 
national .heet Agreement. Instead, it was agreed that the Execu- 
tive Committee should keep the situation under careful scrutiny. 
Shortly before the meeting took place the US and Canada had cut 
the price of wheat by ten cents a bushel, bringing it to ‘1.72. 
There as no really serious recrimination azainst exporting 
countries for failure to come to the minimum price, and the 
importence cf aveciding a serious general price decline was fully 
recognizede 


The egreed press release stated that the Council recognized 
that unless orderly adjustment to more normal levels of supply 
and import demand can be broughtabout, there is danger of this 


trade 
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trade deteriorating to an extent which would have serious implica= 
tions for international trade in general and for the economies of 
both wheat exporting and importing countries, The release con-= 
tinued that the Inte-national .sheat Agreement is recognized as 

the instrument to bring about the cooperation-needed to prevent 
sucii a situation from developing. There was general expression 

at the meeting, however, that the success of the @greement in the 
lons run as a stabilizing agent depends on expanded membership 

and more corprehensive coverage of world trade. 


The present International “heat Agreement covers only about 
40% of the estinated warld trade in wheat this year and about a 
third of the guarar-teed cuantity of the “heat Agreement will not 
be taken up. (Until the price is at tne floor specified in the 
agrecnent, exporting countries have no contractual right to call 
upon invorting countries to take their agreed cuotas.) Three of 
the crivirel sisnatoriese= Sweden, Italy and Brazil (all importe- 
ing countries)- have not yet deposited instruments of acceptance. 
The »xerind of acceptance was extended until July 31, but it is 
uncerstond thet Sweden and possibly Italy do not intend to partie 
cipate. The world's largest importer--the UK--is not signatory 
to the agreement. British officials state that their government 
is not opposed to the agreement in principle and that Britain 
appreciates that a serious decline in wheat prices could have 
significant unfavorable economic consecuences over a wide field. 
The situetion is net yet such that the LK feels it necessary to 
intervene. Argentina, the only large exporter outside the Soviet 
bloc which is not a member of the agreement, has been pricing its 
wheat just sufficiently below the TiA price to obtain certain 
markets at tne exnense of tne I-A exporting countries. Turkey 
and France have also been underselling IWA exporting countries, 
but irance has nov devosited its instrument of ratificetion to 
the agreement. ‘ith substantially more wheat moving cutside the 
agreement than in it, there is danger that the agreement may 
collanse when and if prices reach the minimum, This would have 
serious consecuences for all countries, including those exporting 
countries outside the agreement which would suffer lower prices 
and importins countries such as the UK, which depend on wheat 
exporting countries to buy their exports of manufactured goods, 


Wheat Agreement exporting countries have demonstrated ability 
thus far to hold surplus wheat and thus avoid disastrous price 
declines, Prior to the Council meeting, the Canadians indicated 


to us that they had no intention of going to the minimum price 

at this stage, as they believe that sales can be made during the 
next two months at the present prices, Australia suggested post- 
pohing consideration of such action for a period of six weeks but 
made clear that it would willingly follow if Canada and the US 
decided to go to the mininiim pri¢é. In view of the above, the US 
decided that it would not press for the minimum price, 


- * & 
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IGHTH SESSION The limited session of the Assembly of the 
O ASSEMBLY International Civil Aviation Organization 
"ss (ICAO), held..in: Mentreal: June 1 to 14, was 
- concerned not only with administrative: matters but also with 
Some important organizational changes pertaining to the frequency 
of Assembly sessiong, the warking methods of the ICAO Couneil 
and the location of ICAQ's headquarters, Forty-six out of a 
total of 63 contracting states were represented at the Assembly. 


An amendment to the Chicago Convention on: International 


less frequently than annually-and paves the way for sessions 

at three-year intervals. .This amendment will not go into effect, 
however, until it has been ratified by forty-two member states. 
It was agreed that there would be an Assembly session in Montreal 
next June in view of a number of matters that need consideration. 


- The US presented a draft resolution to streamline the work 
. of the ICAO Council, and this was adopted unanimously after 
South Africa proposed a amendment which would allow 
for consideration of suggestions of other member states, the 
President of the Council and the Secretary General. This reso- 
lution requests the Council to: 1) consider and adopt all 
practicable steps to improve the efficiency of its working 
methods and those of its subordinate bodies; 2) coordinate this 
action with the investigation being made by the Secretariat; 
and 3) take into account al] aspects of the matter, giving 
particular attention to the. possibility of reducing the total 
number of weeks each year during which the Council and its sub- 
ordinate bodies meet, the scheduling of sessions of the Air 
Navigation Commission, the Air Transport Committee and the Council 
in sequence rather than concurrently, and the preparation and 
ye pent ne of a definite agenda and documentation in advance 

of sessions. — ies 





For some years there has been an effort by some ICAO mem- 
bers to transfer ICAO's headquarters from Montreal--a move that 
the US has opposed, At this session an overwhelming majority 
of member states were willing to support an amendment to the 
Chicago. Convention which would allow for a move of ICAO's head- 
quarters by a vote in the Assembly of not less than three-fifths 
of the total number of contracting states. The amendment was 
approved by the Assembly by a vote of 42 in favor, 1 against 
(soe US) and one abstention (China). However, it will not come 
nto force until ratified by 42 member states. The US will not 
ratify this amendment since it has not been proven necessary or 
desirable and would only create instability for the Organization. 


The 
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The Assembly approved an assessment budget for 1955, which 
is slightly less than the assessment budget for 1954. However, 
since the US percentage share of ICAO assessments was increased 
from 29.71 for 1954 to 32.60 for 1955, the US assessment for 
ICAO will be increased from Canadian $751,364 for 1954 to 
Canadian $824,865 for 1955. , 


When it became obvious that there was very little support 
at this session for suspending the voting power in the Assembly 
and other ICAO meetings of states seriously in arrears of their 
ICAO contributions, the US delegation was instrumental in having 
Lebanon put forth a compromise proposal. The Lebanese proposal, 
which was adopted, exempted Bolivia and £1 Salvador, in view of 
their economic position, until the next session of the Assembly 
from the suspension action which had been taken against them at 
the sixth session of the Assembly. However, the sixth session 
resolution continued in full force for the other countries 
affected by it--Czechoslovakia and Poland. 
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US AGRICULTURAL TRADE The three egricultural trade missions 
MISS IO have submitted their reports to the 


Secretary of Agriculture on the pros- 
pects of expanding international trade in agricultural products, 
after spending two months visiting 35 countries in Europe, Asia 
and Latin America. They conclude that if present policies and 
practices in the US and foreign countries are continued, the 
short-term prospects of appreciably increasing the volume of our 
agricultural exports in the immediate future are not’ favorable. 
At the same time, they think over a period of time a great deal 
can be done to improve the situation and made a number of recom- 
mendations to this end. In addition to proposals for actions 
to facilitate directly US agricultural exports, the report in- 
cludes a number of recommendations for action in the broader 
area of our foreign economic policy and these generally follow 
proposals of the President's Commission on Foreign Economic 
Policy. (See issue No. 433, January 27, 1954.) Such actions, 
the — points. out, would indirectly facilitate agricultural 
expo 8. , : 


Plans 
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Plans to send. a series of tradé stevia abroad to explore 
the immediate possibilities of expanding international trade in 
food and fiber were announced by the President in. his message to 
Congress in January. Subsequently the Secretary of Agriculture 
appointed members of the. three missions, naming 35 persons who 
were broadly representative of the total export interests of |. 
American agriculture. The missions spent April and May abroad... — 


Problems Noted The missions returned with 2 number of 
general impressions which should be considered if mutually profit- 
able trading is to be developed. They note that one threat to a 
continued. high volume of US farm exports is the almost universal 
striving for self-sufficiency in food production, regardless of. 
the economy of such production. Moreover, agricultural produc- 
tion has increased materially since the war, resulting in changed 
trade patterns and a lessening demand for US agricultural pro- 
ducts. Another major handicap to US exports is the widely used 
system of bilateral trading, which has the effect of limiting the 
opportunity for US sales in the immediate future. 


While some improvement has taken place, a shortage of 
dollar exchange still confronts many countries and many countries 
therefore. maintain restrictions against dollar imports. Most 
countries are extremely cautious about using their dollars for 
imports, and quite often reduce US agricultural purchases in 
favor of non-d0llar-imports, saving their limited dollars for US 
non-agricultural items. Further, in most of the countries visited, 
the farmers strongly support a protectionist policy for agri- 
culture and as a result governments have hesitated to relax import 
restrictions on farm products. 


Fear that the US may dump its surplus commodities into world 
markets was prevalent in a number of countries, and frequent 
reference was made to the possible effect on their trade of sales 
of US surpluses for foreign currencies under Section 550 of the 
Mutual Security Act. Another problem is that US agricultural 
export prices frequently are above those of competing countries. 
There is also a need for US exporters to give more attention to 
the packaging and labelling demands of the export trade. 


Encouraging Factors The missions noted a number of encourag- 
ing developments that give promise of a better climate for trade. 
These include the marked improvement in gold and dollar reserves 


of many countries; sounder currencies; some liberalization on 
trading in agricultural products with dollar areas; virtual 


elimination 
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elimination of rationing of consumer goods; improvement in the 
investment climate in many countries; a general movement toward 
greater industrialization and diversification; substantial 
economic progress; greatly expanded foreign trade; the popula- 
tion increase and a greater desire for a higher plane of living. 
Although these improvements give no assurance that greater trade 
in agricultural products will follow, they do provide a climate 
in which the opportunities for sale are improved. 


Recommendations Based on their findings, the missions recom- 
mend @ number of actions to facilitate US agricultural exports, 
for consideration by the US Government and business. Pointing to 
the importance of restoration of currency convertibility, the 
missions recommend that the US Government support the use of the 
resources of the International Monetary Fund for stand-by credit 
to countries that are effectively restoring convertibility. They 
also recommend that favorable consideration be given, where needed, 
to supplementary stand-by credits from the Federal Reserve System. 


If US prices are to be competitive in the export markets, the 
mission believes it will be necessary to resort to some type of 
governmental export pricing program. Such devices, however, 
should be used only as a last resort on a s@élective basis, com- 
modity by commodity, and only when it is necessary to maintain a 
fair relative position for US exports and where there is a 


reasonable chance that such devices will be effective in gooene- 
lishing this objective. The long-range solution is dependent in 
adjustment of our agricultural pricing and production programs 80 
as to bring supplies into balance with the effective domestic and 
foreign demand, Our long-range objective should be to expand 
domestic and foreign markets by reducing costs, improving quality, 
and intensifying sales efforts so as to make possible the full 
use of our agricultural resources with minimum reliance upon 
governmental aids. 


Early enactment of appropriate legislation is recommended to 
permit the sale for foreign currencies of agricultural commodi- 
ties that are surplus or might otherwise become surplus. The 
missions warn, however, that care will have to be exercised to 
avoid disrupting the markets of friendly countries. 


Where commercial credit is not available or not adequate, 
the missions recommend that the government use its facilities, 


such as the Eximbank, to assist in providing credit or credit 
insurance in the sale of agricultural products abroad. The report 


points 
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points out that foreign buyers frequently get better credit terms 
from foreign exporters than from the US exporters. 


Pointing out that the task of expanding our foreign agricul- 
tural markets requires the.combined efforts of all interested US 
governmental agencies and private industry, the missions reconm- 
mend. that private industry assume increasing FORpoNsEeysy for the 
functions: necessary to expand ‘earns. é 


Other measures yootameutes to the Government are the. eushenes 
of our surpluses for strategic materials from abroad; maximum __.. 
utilization of agricultural commodities in foreign aid programs; 
firm pplicies. for maximum use of private trade in foreign sales, 
including government-owned surpluses; aggressive merchandizing 
programs;. more effective quality improvement and quality controls; 
more extensive research on market development and corisumer prefer-. 
ences in foreign countries; and effective centralization of govern; . 
mental responsibility, where applicable, with respect to inple- ) 
ment ing - the foregoing Epecumensss ions. 


In their visits aveces,, the . ‘wiasions found that the uncer- 
tainties involved in exporting to the US impose great difficulties 
and recommend actions to’ remove: some.of these. They propose that . 
legislation be eriacted and regulations formulated to improve 
customs administration; to simplify commodity definitions, classi- 
fications, and rate structure; and to improve methods of: determin- 
ing the valuatien of imports, The anti-dumping and administrative 
procedures should be amended so as to speed up. the handling of 
anti-dumping cases, Extension-of the Reciprocal Trade’ Agreements | 
Act for not less than three years-igs recommended. Methods should . 
be considered for eliminating the. uncertainties surrounding the. 
application. of the "escape clause" , an. our trade agreements. — 


: With regard to Section’ 22 of. the Agriculture Adjustment Act 
of 1933, the missions urge development of a defirite policy. 
This should provide that, while Section 22 should be applied so 
as to prevent. injury to an agricultural program, at the same time 
foreign exporting countries ya be allowed to maintain a 
reasonable share of the market. -A change in the “Buy American" 
legislation is recommended to exempt the nationals of other 
countries that promise reciprocal treatment to our bidders. 


Pointing 


- UNCLASSIFIED . 


DECLASSIFIED FOR PUBLICATION IN FOREIGN 
_ RELATIONS OF THE UNITED STATES 





BEST COPY AVAILABLE 


UNCLASSIFIED » 
- 14 - 


Pointing out that foreign food shipments are frequently 
rejected because of failure to meet US Food and Drug Administre- 
tion standards, the missions recommend that the US Food and Drug 
Administration be authorized to furnish ad¥%sory services to pro= 
cessors, manufacturers, and exporters concerning US Food and Drug 
Standards, when foreign governments request it and when the 
expense is paid by the industries to be served or by the foreign 
government. , : 


Foreign governments should be urged to take appropriate 
action to attract foreign investment and the US Government should 
take steps to stimulate US privete investment abroad. A large 
flow of US investment abroad, the report states, could materially 
aid in expanding international trade. 


Renegotiation of the provisions. of the General Agreement on 
Tariffs and Trade (GATT) is recommended so 4s to define properly 
its functions and to provide for equality of obligations among 
signatory countries. Friendly nations not now participating 
Should be requested to become parties to give the General Agreemen: 
wider application. 


The missions concluded that tariff reductions and improvement 
in customs procedure alone will not bring trade into balance. The 
recommend, however, that tariffs on non+competitive products such 
as handicraft items not extensively produced in the US, and on 
commodities of which almost the total US consumption is imported, 
be sharply reduced or eliminated. Other tariff schedules should 
be carefully re-examined and selectively revised, but only in 
exchange for equivalent concessions in tariffs and trade controls 
by other countries, 


The trade missions urge that the US Government intensify its 
efforts to reach understandings with foreign governments for 
action toward elimination of bilateral trade and payments agree-— 
ments which channelize trade by governmental controls; reduction 
of quantitative restrictions on imports from the dollar areas as 
rapidly as improvements in gold and dollar reserves permit; co- 
operation in progressive reduction-of trade barriers; improvement 
in fiscal and monetary policies in order to attain currency con- 
vertibility and stability; improvement of the investment climate; 
and elimination of multiple exchange rates which discourage import 
of certain products or products from certain areas, or act as 
hidden taxes or subsidies on imports or exports. 


Cooperation 
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Cooperation between foreign exporters and US importers and 
distributors would be helpful :in‘ developing markets ere for 
foreign products, and to this end market research on an earners 
scale is greatly needed. ° 


Emphasizing the important contribution that sound ‘ieee, 
ment of underdeveloped areas can make, the missions suggest that 
the US economic .aid and technical assistance programs be reviewed 
in the light of world conditions today; This survey should deter 
mine. whether the programs contribute to a policy of sounc develop 
ment; are suited to the economic potential of the countrie?; con- 
tribute to the development of the production of commodities of 
which increased production is. needec in the world; and contribute 
to a of increased consumer ie iss power. in the 
countries, 


Referring to the increasingly important responsibilities of 
the Foreign Agricultural Service, the missions recommend. that 
action to strengthen it be accelerated, Particular emphasis is 
placed on recruitment of high caliber personnel. The report. 
also recommends that the agricultural attaches be placed .under 
the direct supervision of the Secretary of Agriculture as to 
their technical work and be made a part of the US Department of 
Agriculture. However, it is recommended that they function as 
an integral part of the working team of the US Ambassador. in 
the countries where stationed. ae ee ot 
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ILO. CONFERENCE The return of the Soviet Union to ILO membership 
HELD IN GENEVE. after a fifteen-year absence created several 
complicated and. delicate problems for the ILO 
annual conference and Governing: Body, which met in Geneya in 
June. “Two of.the principal issues arose over whether the Soviet 
Union would be. given:a permanent seat on the Governing Body and 
whether the employer. and. worker delegates from the USSR and the _ 
other countries of Eastern Europe should te seated. The Confer- 
ence brought together governmental, employer and worker delegates 
from 66 of the IL0's 69 member countries for an 4ll-time high, 
More than 7 delegates, advisers and observers were in attendanc 


-” Membership 
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Membership and Voti Problems The Soviet Union rejoined 
the ILO on April 20 some Six weeks before the opening of the ILO 
Conference. Having had its application with certain conditions 
attached rejected last fall, the Soviet Union had resubmitted 
its application in the spring without the limiting conditions. 
Following the lead of the Soviets, Byelorussian SSR and the 
Ukrainian SSR became members a few days after the USSR. Under 
the ILO constitution, any original member of the UN automatically 
becomes an ILO member merely by stating its intent to join and 
its willingness to accept all ILO obligations. Albania, Hungary 
and. Bulgaria returned to participate in the Conference, having 
been inactive over @ number of years without formally withdrawing 
from the Organization. Rumania applied for membership but with- 
drew its application during the Conference when it appeared 
obvious it would be voted down. The US delegation actively 
opposed it on the basis that Rumania is unable to fulfill the 
obligations of the ILO constitution. This return to full par- 
ticipation by the Soviet Union and certain of its satellites 
also created a number of long range problems for the Organiza- 
tion as well as those which the Conference and Governing Body 
had. to handle at the June meetings. 


One problem before the Governing Body was to name its ten 
permanent members based on their standing as "states of chief 
industrial importance." A constitutional amendment effective 
May 20 increased the membership of th4s Body to 20 governmental 
members and 20 employer and worker representatives. The other. 
ten governmental seats are non-permanent and filled by govern- 
ments elected by the ILO Conference but excluding the 10 permanent 
members, The constitutional amendment had originally been pro- 
posed to provide permanent seats for West Germany and Japan, 
without excluding any of the other members. Because Soviet 
objectives are inimical to those of the ILO and Soviet inclusion 
would result in dropping a friendly state from permanent. member- 
ship, the US was opposed to according a permanent seat in the 
Governing Body to the Soviet Union. It further believed that 
the USSR should not be given the seat before it showed a dis- 
position ta change from its past record of obstructionism toward 
the ILO. On the other hand, a statistical experts' committee 
report before the Governing Body included the Soviet Union as 
one of the first ten states of chief industrial importance, and 
a number of other delegations considered that, in view of the 
constitutional provision in this regard, the Soviets should not 
be excluded from a permanent seat. This latter viewpoint pre- 
vailed in the final vote and the Soviet Union was granted a 


permanent 
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permanent seat. The Soviet worker and employer delegates, 
however, were excluded from the Governing Body by their respec- 
tive groups. Germany and Japan both obtained permanent seats, 
but Brazil lost its permanent seat since it could not qualify — 
as one of the first ten states of indusi cial importance. 


: Another major issue arose in the Conference whén proposals 
were made by the employer and workers group from non-Commnist 
countries not to seat the worker and employer delegates from 
Soviet bloc countries. The besis of the challenge, which was 
upheld by the US governmental, worker and. employer délegates 
among others, was that these groups were not bonafide representa- 
tives of their respective groups and therefore to seat them would 
violate the fundamental principles of tripartitism on which 
representation in the ILO is based. In the final vote, the pro- 
posals not to seat the Soviet bloc employer and worker groups 
were rejected by a vote of 105 to 79 in the case of the employers 
and 93 to 83 in the case of the workers. One highly significant 
aspect of this issue was that it caused a cleavage within the 
ranks of the International Confederation of Free Trade Unions 
{207r0? affiliated delegates, with the British and US worker 

elegates taking opposite positions. Later in the Conference 
the US worker delegate was loudly applauded when he appealed to 
the Conference not to allow the return of the Soviet Union and 
certain of its satellite states to upset the work of the ILO, 
Gespite the problems created. 


The US ‘was highly successful in winning support for its 
position on another political issue, however, when the Conference 
voted to permit the Nationalist Chinese delegation to vote, 
despite the fact that China is in arrears in its contributions. 
The constitution provides that a country which is more than two 
years in arrears on its dues shall be permitted to vote only if 
the Conference, by a two-thirds majority, is satisfied that | 
failure to pay is due to conditions beyond the country's control. 
After the Finance Committee declined to recommend that China be 
accorded its voting rights, the US made representations to 36 
countries urging their support for China in the plenary. The 
final vote was 133 to 48. Albania, Bolivia, Bulgaria and Hungary, 
on the other hand, were’ denied their voting rights because their 
arrearages were not considered to be beyond their control. China 
also retained its permanent seat on the Governing Body, which 
might have been endangered had it lost its voting rights. It 
further received overwhelming support for its credentials at the 
opening of the Conference after the Polish delegate challenged 
them. 


Other Items 
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Other Items After. debating the. subject of holidays with 
pay, the Conference adopted a formal recommendation proposing 
that employed persons, with certain exceptions, should be en- 
titled to an annual holiday with pay. | The recommendation 
specifies that the holiday should be “proportionate to the length 
of service performed with one or more employers during the years 
concerned, and not less than two working weeks for twelve months' 
service.” This would not apply to seafarers, agricultural workers 
or workers in family undertakings. The Conference also adopted a 
resolution urging that. full consideration be given to measures 
designed to make it possible for workers to obtain the maximum 
benefit from holidays with pay by means of international coopera- 
tion, by making the facilities of one country available to the 
workers of anothe: *cuntry on a reciprocal basis, and by other 


It was agreed that three other technical questions--vocation- 
al rehabilitation of the disabled, penal sanctions for breaches 
of contract of employment, and conditions of migrant workers in 
underdevelored countries--should come before next year's confer- . 
ence for a second discussion. Draft outlines of proposed formal 
recommendations on the first two subjects were adopted. It was 
agreed that the recommendation on vocational rehabilitation should 
cover principles and methods of administrative organization, 
methods of enabling disabled persons to make use of vocational 
rehabilitation facilities, methods of widening employment oppor- 
tunities, sheltered employment and special provisions for children 
and young persons. As to migrant. workers in underdeveloped. 
countries, the Conference decided that the proposed recommendation 
should cover these workers during journeys to and from employment 
and during their employment and that it should deal with housing, 
wages, employment service, discrimination, trade union activities, 
supply of consumer goods, social’ security and matters relating to 
the material, intellectual: and moral welfare of these workers. 


The Conference gave unanimous approval to a resolution sug- 
gesting that the ILO initiate measures with a view to the possi- 
ble reduction of working hours where desirable or practical. The 
resolution invited the ILO Governing Body to consider the matter 
and instructed she Director General to prepare a report on working 
hours, and in the light of this report, to consider what further 
action — be taken. 


The. Conference 
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The Conference also reviewed the Director General's report 
on the major developments in the past year, especially in the 
fields of productivity, housing, forced labor and agricultural 
labor. In connection with forced labor, the US alternate dele- 
gate made a strong statement in a committee meeting condemning 
the practice of forced labor in the USSR. Special attention in 
the Report was given to the achievements in the program of 
technical assistance. Pointing to the emphasis in the Director 
General's report on this subject, the US employer delegate stated 
that “it is in this field that we can perhaps be of the greatest 
help toward the primary objective of the ILO; namely, raising the 
standard of living the world over." 


* + * 
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US SUPPORTS OIL COMPANY'S STAND After high-level consideration, 
AGAINST ONASSIS TANKER AGREEMENT it has been decided that the US 
Government will back the posi- 
tion of ARAMCO not to deal with Onassis under the restrictive end 
monopolistic terms of the shipping errangement recently negotiated 
with the Saudi Arabian Government. (See page 4, June 8, 1954 
issue.) Embassy Jidda will express to Saudi officials the serious 
view the US takes of the situation and the widespread ramifications 
which might result. It is realized that this issue might produce 
a critical point in our relations with Saudi Arabia. 


US Position The Onassis agreement, we feel, is not in keeping 
with the ARAMCO concession and the company's surrender to it would 
probably create serious repercussion throughout the shipping and 
oil world from the point of view of private and public commercial 
interests and general international trade policy. We deem it es- 
sential that every effort be made to eliminate from the agreement 
the restrictive, monopolistic features before the situation is 
further eggravated by an open break between the company and the 
Saudi Arabian Government. 


Therefore, Embassy Jidda is aslted to take the matter up in the 
way it deems most appropriate and effective with the Saudi Govern- 
ment, pointing out that since the, text of the agreement has been 
published and its full implications realized, the concern of the 
US Government and American commercial interests.has increased. 

At the very minimum implementation of the agreement would appear as 
an act of bad faith and create a bad impression on world opinion. 


The Onassis agreement is inconsistent with established practice 
in world commerce. If implemented in Saudi Arabia it would be a 
pernicious precedent which could result in injury to the commerce 
of all nations, including Saudi Arabia. Our Embassy will impress 
on Saudi officials that this is a question of principle which would 
not necessarily be affected by the degree of monopoly to be enjoyed 
by Onassis. An essential element in our view is that the oil buyer 
or seller, as the case may be, should retain the right to designate 
ships transporting commerce, This, along with the related prin- 
ciple of freedom of the seas, has been the foundation of the ex- 
pansion of international trade and commerce. 


Moreover, from the practical business viewpoint, the US. be- 
lieves the Saudi Government would run grave danger of substantial 
loss by implementation of the Onassis agreement. The benefits 
from the Onassis deal are bound to be very small compared to the 
potential loss of oil royalties. Resentment and resistence on the 
part of many oil buyers is likely to impair ARAINCO production and 
income and hence Saudi royalties. 


Neither 
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Neither the US Government nor the oil company has objection 
to the concept of a *iinker fleet under the Saudi flag and believe 
that such a fleet would obtain reasonable participation in 
Saudi oil traffic, provided the Onassis agreement is modified so 
as to eliminate rebates and special priorities and operate in 
free, competitive markets at going commercial rates. We h-ve _ 
reacon to believe that Onassis is aware of the seriousness of tie 
scheme and the mounting difficulties he would face in the commercial 
world, He has indicated willingness to interpret the agreement 
loosely or to modify it and already has offered near competitive 
rates to a potential shipper, -.odifications in the agreement, we 
believe, could be made without fanfare or loss of face for the Saudi 
Arabian Government, 


A clearcut statement of the US Government attitude at this time 
may avoid an issue between the Saudi “rabian Government and ARAMCO 
and might actually improve US-Saudi relations. If the King is think- 
ing of dispensing with American companies, every effort will be made 
to make him and his advisers realize the disastrous effect this 
would have on the position of his government and country. The 
Iranian experiment in nationalization should be ample evidence of 
the financial disadvantages of that course, On the other hand, if 
the King's attitude is based on the belief that ARAMCO and the US 
Government will back down, we would hone the demarche would disabuse 
him of. that notion and cause him to find ways to avoid a showdown 
with the oil company. 


Other Reactions to the Onassis rangeme An OEEC working 
party, after review of the Onassis agreement, concluced that it ap- 
peared to be discriminatory anc recommendec that the next meeting of 
the Maritime Transport Committee consider what action the OZEC 
participating countries might wish to take, The UK, French and 
Netherlands Governments have expressed concern over the egreement 
and inquired as to the US position, Meanwhile, Danish and Norwegian 
shippers have vigorously protested it, 


Apparently the Kuwait Political Agency has disapproved for the 
present the idea of forming a Kuwait national tanker company as had 
been suggested by an individual on the behalf of Onassis, iiow- 
ever, this was done in such a way as to keep the door tentatively 
a = Case an approach may be mde by Onassis through other 
cnannels. 


While ostensibly not related to the Onassis agreement, it 
is interesting to note that a Dutch group has made a proposal to 
the Iranian Government that it build 40 suvertankers to transport 
20% of Iranian oil production, This is a forerunner of actions 
that may be expected shovld Saudi arabia implement the Onassis 
agreement and set a precedent for restrictive arrrngenents for 
oil shipments. 


o bid a 
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US AND ETHIOPIA The US has just concluded talks witn Ethiopian 
CONCLUDE TALKS officials on their proposals for closer collabo- 
eg ration with this country. While unable to 
méke any definite promises with respect to amounts of financial 
assistance proposed by the Ethiopians, the US offered additional 
technical assistance, including educational aid and help in 
conducting technical surveys and securing private investment, 

as well as support for certain International Bank assistance and 
encouragement with regard to an aircraft loan from the Eximbank. 
In addition, assurances were given on further military 2id, 
although no amount was mentioned. These proposals are now under 
consideration both in the US and in Ethiopia. 


Background The conversations resulted from a request mace 
to the President by the Emperor of Ethiopia in Ma; during the 
first part of his good will visit to this country. The Emperor 
expressed appreciation for the aid already received from the US 
and stressed his desire for even closer cooperation between the 
two governments in all fields--military, economic and political. 
He requested that a number of matters of mutual interest be 
discussed by officials of the g~wo governments in late June. Sub- 
sequently Ethiopian offici.4.s presented to the Department 2 
statement amplifying their ,overnment's desire for further 
collaboration, specifying ways in which Ethiopia could cooperate 
and areas in which US assistance was desired. This statement was 
the basis for the talks in which Ethiopia was represented by the 
Foreign Minister. At the conclusion of the talks, the US repre- 
sentative presented to the Foreign Minister a memorandum (iving 
US views on the problemsraised by the Ethiopians. 


Ethiopian Statement The Ethiopian statement began with a 
review of the bases of existin;, US-Ethiopian collaboration, 
emphasizing that Ethiopia shares US views regarding communism. 
Ethiopia has enjoyed US political support, especially during the 
past five years, and conversely, has consistently supported US 
policies in the UN and other international organizations. In 
military matters, Ethiopia has cooperated with the US since 1950, 
and last year a firm basis of collaboration was established with 
the signing of the Defense Installations Agreement and the Mutual 
Defense Assistance Agreement. As to economic cooperation, the US 
is the principal market for Ethiopian products and is second 
amon; exporters to Ethiopia. A treaty of amity and economic 
relations already exists between the two countries, havin, 
entered into force October, 1953. 


After 
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After pointing out that Ethiopia enjoys a fundamentally 
sound economy which it would like to develop more rapidly, the 
statement refers to the government's special interest in pri- 
vate US investment, and its willingness to make generous con- 
cessions to improve the investment climate. US assistance was 
requested in making the necessary contracts with potential 
investors and in deciding what inducements and guarantees should 
be offered. A number of fields were mentioned as suitable for 
private investment. 


The Ethiopians requested long-term loans totalling more 
than $85 million for port and highway development, for purchase 
of aircraft and airport development, for development of the 
fishing industry, and for coast-guard vessels. They wanted 
additional assistance in expanding their educational program 
and more opportunities for Ethiopians to study in the US, as 
well as help in the development of a $10 million modern medical 
center in Addis Ababa. They asked for more military arms and 
equipment, coast guard vessels, opportunities for aviation and 
military training in the US, and an aircraft training program 
in Ethiopia. 


US Response In its response to the Ethiopian request, the 
US noted that the lack of complete information in most instances 
together with the status of the mutual security legislation for 
1955 made it impractical to give complete and final answers. 
It was possible, however, to determine which of the proposals 
should be pursued further. 





In connection with Ethiopia's desire to attract private 
investment, the US supplied a list of interested US firms with 
which the Ethiopians might get in touch. It offered to consider 
furnishing additional experts to work with the Ethiopian Govern- 
ment in developing a more favorable climate for investment. 

It also would consider furnishing technical advice on modern 
methods of production and marketing in a number of fields 

which the Ethiopians mentioned as appropriate for private 
investment. The US also might furnish a team of management 
experts to assist in the development of administrative skills. 
The desirability of a US-Ethiopian agreement on investment 
guaranties was mentioned, along with US willingness to consider 
negotiations for a treaty to avoid double taxation. 


In response to the request for a long-term loan of approxi- 
metely $25 million for port development, the US offered to 
f.nance an engineering and potential traffic survey of the ports 
to determine the economic justification for their development, 


and 
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and in the event of a favorable report, to support the Ethiopian 
Government in its efforts to get loans from public and private 
sources. As to the $45 million request for highway development, 
it was pointed out that the Eximbank does not make loans except 
for the purchase of goods and services from the US but that the 
International Bank might consider additional loans in this re- 
Spect and the US would support such a loan to Ethiopia. The 
Eximbank is willing to discuss additional loans for the Ethiopian 
fir Lines, probably in the form of an exporter credit. More than 
75% of the $1 million loan extendec in 1950 has been repaid. 


Our representatives said they thought it premature to dis- 
cuss the $2.5 million dollar loan requested for development of 
fisheries, but offered to provide one or two experts to make a 
preliminary survey of the potential fishery resources. Also, if 
warranted by the study, the US would consider making technical 
assistance available to assist in training Ethiopians and 
Eritreans in modern commercial fishing techniques and modern 
methods of processing fishery products. Neither did we consider 
the proposal for a $10 million modernmedical center feasible at 
present in view of the almost complete absence of indigenuous 
medical and nursing personnel in Ethiopia. As an alternative, 
an offer was made to consider expanding the technical assistance 
program in the public health field and to help the Ethiopian 
Government in the training of doctors, nurses, laboratory techni- 
cians and administrative personnel. 


Additional assistance was offered in the field of education, 
including four-year undergraduate scholarships in American col- 
leges, one-year grants for training in the technical field, and 
additional scholarships at the American University in Beirut. 
This is a departure from usual FOs practices and is offered be- 
cause of the lack of adequate educational facilities in Ethiopia. 
The US also will consider increasing assistance in expanding 
Ethiopia's educational facilities. Under the International Ex- 
change Program, the US is offering Ethiopia five one-year scholar- 
Ships for graduate students. The possibility of using for 
scholarships some of the $81,000 Ethiopian debt to the US from 
a former lend-lease credit is being considered. 


The US expressed appreciation for Ethiopia's offer of addi- 
tional military areas and facilities, but stated that at present 
it has no additional requirements in Ethiopia. As to Ethiopia's 
desire for further military assistance, the US representative in 
the course of the conversations assured the Foreign Minister 
there would be additional military assistance in fiscal 1955, 
but that it was not possible to indicate the amount at this time 
as the legislation is still pending. He added, however, that the 
US is not likely to be able to do anything now in the field of 
aviation training, for which Ethiopia wanted some $800,000. 


* > o 
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INCREASE IN DUTY ON Early in July President Zisenhower | 
FISH FILLETS REJECTED declined to accept the US Tariff Commis- 
Siom's recommendations for an increase 
in the duty on imports of groundfish fillets (cod, haddock, 
pollock, cusk and Sonata and for an absolute quoté on 
imports. 





Commission's Recommendations Following the completion of 
an escape clause investigation last May, the Tariff Commission, 
in a split decision, reported to the President its finding 
that, 2s a result in part of customs treatment reflecting a 
concession granted in the Generel Agreement on Tariffs and 
Trade, groundfish fillets were being imported in such quanti- 
ties @s to cause serious injury to the domestic industry. To 
remedy this injury the Commission recommended: 1) the present 
GATT rate of 1-7/8 cents a pound applying to imports within 
the existing tariff quota be increased to 2-4 censs; 2) total 
imports be limited each calendar year to @ quantity equivalent 
to 37% of average annual consumption during the five preceding 
calendar years; and 3) the quota be allocated among supplying 
foreign countries on the basis of average quantities supplied 
during the period 1940-53. On the basis of 1953 imports, 
implementation of the recommended action would have raised the 
duty on 34 millicn pounds of fillets and reduced the total 
quantity of imports by 13 million pounds. 





Department's Views The President's decision is in accord 
with the Department's position that there is no justification 
for import restrictions on these products and that restrictive 
action would be a disservice to the long-run interests of the 
groundfish fillet industry. In commenting on the Commission's 
recommendations, the Department nointed out that the basic 
marketing factor in the groundfish situation is a vigorous 
expanding demand. The long-run trend of consumption has been 
upward and it now appears that. the demand for fish sticks will 
boost consumption to new record levels. -We also stated action 
to restrict fillet imports would have repercussions in our 
international relations out of all proportion to the amount of 
trade involved. The Canadian, Norwegian and Icelandic Govern- 
ments were particularly disturbed over the possibility that 
new restrictions would be imposed on imports. The Canadians 
pointed out in a note that restrictive action on fillets would 
be inconsistent with long-standing cooperative arrangements 
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with regard to both countries' fishing industries. More 
important, the proposed action would also have conflicted 
with our military security system to some extent in Norway, 
acutely in Canada and most of all in Iceland. 


Presidential Statement In identical letters explain- 
ing his decision to the two Congressional committees con- 
cerned, the President outlined certain of the problems 
confronting the domestic industry in recent years apart 
from the threat of imports from abroad. He then pointed 
out that the recent introduction of fish sticks leads 
him to believe that consumption of ground fish fillets 
promises to increase substantially within the next few 

ears. Limitation of imports, he stated, would hamper 
'the development of the market for:the product and 
jeopardize present prospects for the increase in per 
capita consumption of fish, which is the key to a real 
solution of the industry's problem." He pointed out also 
that further work needs to be done in the fields of fish- 
ing technology, conservation, fish processing, packaging 
and marketing and consumer educition. He also mentioned 
that he had recently signed 4 bill setting aside certain 
customs revenves derived from fishery products for 4 

fund to assist the domestic industry to cerry out such 
market development and research activities. 





Reactions Canadian officials have indicated that 
their present position favoring proceeding with the re- 
view of the General Agreement on Tariffs and Trade had 
been immeasurably strengthened by the President's dis- 
approval of the Tariff Commission recommendations of fish 
fillets and his modification of the escape clause recom- 
mendations on alsike clover seed. Numerovs influential 
Icelénders have expressed to Legation Reykjavik their 
admiration and appreciation of the President's decision 
on the fish fillets duty. The Legation is sure thet the 
President's action has removed a major threat to con- 
tinued good relations with Iceland and has also removed 
what might have been 2 major discouragement to pro-NaATO 
elements in Iceland. 





RESTRICTIVE 





, DECLASSIFIED FOR PUBLICATION IN FOREIGN 
RELATIONS OF THE UNITED STATES 



















































BEST COPY AVAILABLE 


UNCLASSIFIED 
~ Ge 


RESTRICTIVE BUSINESS In @ memorandum to the Secretary of State, 
PRACTICES DIRECTIVE President Eisenhower cited the recommendation 
of the Commission on Foreign Economic Policy 
(Randall Commission) that "it should be made clear to other nations 
that laws or established business practices in their countries whic 
encourage restrictive price, production or mérketing arranj,ements 
will limit the willingness of US businessmen to invest abroad and 
will reduce the benefits of such investment to other nations." 
He requested the Secretary to ~ive appropriate emphésis to this 
point in connection with relevant covernmental policies and in 
foreign policy guicance ,iven other agencies. Further, the 
President directed that this position be made clear to all 
friendly nations throuch normal cnannels. Accordingly, the Depart- 
ment has asked its representatives in all countries except those 
in the Soviet bloc to take advantage of appropriate opportunities 
to point out this position. 





We recognize that expression of US views on this subject is 
somewhat difficult and that the line to be taken will vary accord- 
ing to local attitudes and the investment climate which prevails. 
We consider that the following are some of the ‘types of circum- 
stances where the matter can be raised: 1) in discussion with 
government officials or local business groups concerning condi- 
tions under which Americ@ns can. make investments; 2) through 
calling to the attention of the government particular restrictive 
business practices, or supporting laws or regulations, which 
adversely affect American investment in the country; 3) in dis- 
cussions concernin, énti-cartel legislation or enforcement, pro- 
ductivity, competition or related matters; 4) in replying to 
inquiries concerning US antitrust policy; 5) in connection with 
assisting prospective US investors who hve run into difficulties, 
such as opposition from local cartel orvanizations. 


As background for our missions, we point out the primary 
reason that the US is strongly encouraging forei.n investment is 
the contribution that it can make to increasing economic strength 
and standards of living in the free world. This is likewise the 
primary basis for US concern over the curtailment or loss of bene- 
fits from American investment resulting from restrictive practices 
and supporting government laws and re,ulations. Such practices 
also have an adverse effect on investment from other than US 
sources. Restrictive practices have been a deterrent to investment 
by American companies in both underdeveloped and industrialized 
countries. Restyvictive practices. with their attendant low pro- 
ductivity, are also a factor impeding the ability of Europe and 
other areas to solve chronic balance of payments problems. 

American foreign investment--particularly in the form of technology 
--can make a significant contribution to the mutual defense effort. 
In this field as well as others, however, foreign firms adhering 
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to cartel restrictions will not put such investment to the most 
efficient use. 


The President's letter draws attention to the Randall Commis- 
sion's recommendation that our antitrust policies be restated in 
a manner which would clearly acknowledge the right of each country 
to reculate trade within its own borders. The /‘ttorney General 
has been asked to give consideration to this recommendation in his 
current review of US antitrust policies. We have furnished the 
missions with background information concerning this current review 
of antitrust policy. The purpose of the US antitrust laws is to 
prevent unjustified restraints on the domestic and foreign commerce 
of the US; in other words, it is intended to further the objectives 
of the US only as they relate to the American economy. In some 
cases problems have arisen involving possible conflict of juris- 
diction between the US and other countries which has w,iven rise to 
concern in some quarters that administration of the antitrust 
laws might be improperly extended. The recommendation of the 
Randall Commission with respect to clarification of antitrust 
policy ties in with the study now bein; made of US antitrust laws 
by the Attorney General's National Committee to Study the Antitrust 
Laws. This committee consists of 61 members selected on 2 non- 
partisan basis, including lawyers, law and economics professors, 
businessmen and a few Federal officials. The Department of State 
and other Federal agencies are cooperating with the committee in 
its work. The Committee is preparing its initial studies through 
working groups, one of which is concerned specifically with 
foreign commerce. 


The recommendations of the Randall Commission are closely 
parallel in intent with the action of the US Congress in enacting 
the Thye Amendment--Section 710 of the Mutual Security Act of 1953. 
A similar provision is in the le.,islation currently under cons idere- 
tion. Recognizing the vital role of free enterprise in achieving 
rising levels of production and standards of living, the amendment 
declares it is the policy of the US to encourage other free 
countries' efforts in fostering private initiative and competition, 
in discoura,ing monopolistic practices, in improving the technical 
effeciency of their industry, agriculture and commerce, and in 
the strengthening, of free labor unions; and to encourase American 
enterprise in contributing to the economic strength of other free 
countries through private investment abroad and the exchange of 
ideas and technical information. Progress by the various coun- 
tries in encouraging free competitive enterprise along the broad 
lines of the Thye Amendment would j,enerally help to meet the more 
specific problems with respect to the effect of restrictive arrange- . 
ments on US foreign investment referred to in the President's 
memorandum. 
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AVI.TION CONSULTATIONS US-Spanish aviation consultations, 
WITH SPAIN CONCLUDED held intermittently in Washington 

ah ae: during the last three months, were 
Successfully concluded with the delegations recommending 
amendment of the bilateral aviation agreement to provide for 
a Spanish route to New York as requested. The recommendation 
is that the Spain-New York route be substituted for the present 
route to Miami and Mexico and that part of the route beyond 
Miami to the Caribbean and West Coast South American points 
be added to the Spain-San Juan route. If accepted by the two 
governments, the recommendations will be incorporated into the 
bilateral aviation agreement by an exchange of notes. 





Background The air transport agreement of 1944 between the 
US and Svain was the first such agreement by either country 
providing for post-war operations. Under it Spanish carriers 
are authorized to operate two routes: 1) to Miami and beyond 
to Mexico, Habana and points in the Caribbean and West Coast of 
South America; and 2) to San Juan and Caracas. 


Early this year Spain indicated that it wanted a route 
for Iberia Airlines from Madrid to New York. That company 
expected to receive delivery of three Lockheed Si:per-Constellation 
aircraft in the summer and hoped to place them in operation on 
this new route as soon as possible. We replied that establish- 
ment of this service would require a formal amendment to the 
air transport agreement and in March we received a formal 
Spanish request for consultation under Article 9 of the agree- 
ment. Consultations opened in Washington the forepart of May. 


The Spanish initially requested substitution of New York 
for Miami but wanted to retain the other points to be served 
beyond New York. In addition, they wanted a stop at Bermuda 
enroute to New York and wished to retain the San Juan-Caracas 
route. The US was not prepared to grant points beyond New York 
and counterproposed replacement of the Miami route by 4 new 
route Madrid-Lisbon-Azores-New York (with the latter being a 
terminal). The Spanish delegation indicated the counterproposal 
was disappointing and emphasized the importance it attached to 
rights beyond New York, particularly to Mexico City and Habana. 
However, the US was willing for some of the beyond points from 
the Miami route to be added beyond San Juan. Discussions were 
prolonged and intermittent, with waits for instructions, but the 
atmosphere remained friendly throughout in spite of the bargain- 
ing over the exact routing. 


Result 
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Result of Negotiations On July 14 negotiations were con- 
Cluded with the delegations agreeing to recommend to their 
governments that the air transport agreement be amended by an 
exchange of notes which would specify the following new Spanish 
route descriptions: 1) from Spain to New York via Lisbon and 
the Azores in both directions; and 2) from Spair to San Juan, 
Puerto Rico, via Lisbon, the Azores and Bermuda, and Caracas 

in both directions and from San Juan to points beyond in the 
Caribbean area and the West Coast of South America in both 
Girections. 


The Spanish are naming the three new craft the Nina, the 
Pinta, and the Santa Maria, and hope to inaugurate the new 
service to New York the first week in August to coincide with 
the date of sailing of the original Spanish vessels of those 
names to America, \We believe it will be impossible to meet 
the August date, in view of the time it takes to get authoriza- 
tion from the Civil Seronautics Board and other procedural 
matters worked out. Therefore, we are suggesting that the 
Spaniards aim at instituting the new service on the birthday 
of Colombus in October. 
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STRATEGT At the July 19-21 Consultative 
ETFCR? CONTROL Svein Group meeting on east-west trade 
<Preie controls, the Coordinating Commit- 
tee's recommendations on revision of the international 
control lists were eccepted and the participating countries 
agreed to adopt more attective enforcene nt measures which 
will result in a control system over strategic trade which 
can now be considered to he basically adjusted for the 
"long haul" ahead. While the US did not obtain all tha 
desired in this meeting and the numerous preceding 
ilateral and trilateral consultations, we believe that 
he over-all US control objectives were substantially met. 
he net result will be more effective control over the 
Qa 





ms of greatest strategic importance, Equally important, 
“voluntary informal multilateral control system was 
saint sained and perhaps strengthened. With dimunition of - 
U3 aid and growing pressures for increased trade with the 
bloc, the control system Gepends for survival almost en- 
tirely upon the conviction of all participants that the 
trade sacrifices involved are strategically justified. 

One important issue--controls over ship exports-~--remains 
unresolved, and will be re-examined at an ad hoc Consulta- 


tive Group session early in wepreNeers 
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In view of the situation in Indochina, the US had been 
reluctant before the Consultative Group meeting to agree 
to a firm date for decontrol of the items agreed for dele- 
tion from the various lists. Conclusions of the cease fire 
agreement during the CG meeting enabled the US to agree 
with all the other participating countries to August 16 as 
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Attitudes In commenting on the meeting, our delegation 

points out that previous refusals of the US to adjust its posi- 

tion in the C@ and COCOM on a variety of specific issues large 

and small to conform with what other participating countries con- 
sidered realities of the situation had gradually built up ill - 
will whioh was still evident at this meeting despite the great | 
Gistance the US went in this negotiation to meet other countries! 
views. Conduct of the individual participating countries during 

the meeting was illustvative of their "wait and see" attitude 

towards US leadership. Only Canada actively supported US posi- 

tions across the board. The UK proferred highly restrained sup- 

port on issues explicitly agreed in advance and opposed the US 

on others. France followed approximately the same course. italy 
spoke in behalf of the US on two occasions and Turkey was helpful 

on issues on which it was informed. Other delegates were genereal- 

ly silent, with the exception of the Danish delegate who supported 
the UK position when not initiating attacks on the US. The Dutch: 
delegate also firmly supported the UK. 





% * * 
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OEEC MINISTERIAL GROUP 4 move by key European countries to 
MEETS ON CONVERTISILITY free their currencies from controls 
does not appear to be as imminent as 
was envisaged last May. This was apparent at the .London meet- 
ing July 19 and 20 of the OEEC Ministerial Examination Group on 
Convertibility. The Group did not set a time-table for the con- 
vertibility move but agreed upon certain basic concepts and 
directed the Deputies to male studies and recommendations on a 
number of trade and payments questions for consideration of the 
OEEC Ministers in November. 





The British, particularly, seemed to be veering toward a 
more gradual approach than had been indicated earlier. This was 
due to a number of factors, including uncertainty as to the 
future course of US commercial policy; the need for time to bring 
British opinion into line; a hesitancy to "rock the boat" when 
the economy is doing so well; and a feeling that much work re- 
mains to be done in Europe in preparation for the move. The 
British are anxious, however, that nothing be done to arrest 
the impetus toward freer trade and currencies. The Federal 
Republic of Germany was the country most nearly ready to take 
convertibility action and its representatives were somewhat dis- 
appointed in the London meeting. Some disappointment at the 
failure to establish a time-teble also has been expressed by 
Dutch officials. On the whole, however, representatives attend- 
ing the meeting seemed well pleased with the outcome and antici- 
pate that progress toward convertibility is being made and that 
it will take place in the not too distant future. Some of the 
countries which are in a weaker position currency-wise seemed 
relieved that there would not be precipitate action. 


Background The Ministerial Examination Group was estab- 
lished by the OEEC Council last May to examine the problems 
which would arise in the event of the establishment of converti- 
bility by EPU members and report to the Council before 
November’ 1, 1954. (See page 1, May 25, 1954 issue.) The Group, 
chaired by Chancellor Butler of the UK, consists of representa- 
tives of France, Germany, Italy, Switzerland, Greece, one 
representative of the Benelux countries and one of the Scandi- 
navian countries. The US was invited to associate itself with 
the Group and designated Mr. Stassen, FOA Administrator; 

Mr. Waugh, Assistant Secretary of State; and Mr. Burgess, Deputy 
to the Secretary of the Treasury as its representatives. 


In June 


DECLASSIFIED FOR PUBLICATION IN FOREIGN * 
RELATIONS OF THE UNITED STATES i 














BEST COPY AVAILABLE 


OFFICIAL USE ONLY 
ny 


In June discussions were held in Paris by the Deputies to 
the Ministertal Group and the OEEC Secretariat then prepared a 
report which served as the basis for the recent London discus- 
Sions. The report outlined the areas of general agreement which 
resulted from the Paris meeting and listed, as well, a number 
of questions for Ministerial discussion. 


The areas of general agreement, as outlined to the Ministers 
by Chancellor Butler, included: a) the desirability of eliminat- 
ing all quantitative restrictions with certain escape clauses 
for countries in balance of payments difficulties; b) elimina- 
tion of currency discrimination provided a scarce currency 
escape was available; c) the need for time to adjust to the new 
conditions of convertibility; d) during this period of adjust- 
ment there should be no falling back on trade liberalization 
already achieved; e) need for credits, both from IMF to strength- 
en reserves of countries undertaking convertibility and from a 
European Fund or other sources to permit continuation of European 
trade liberalization, particularly by the weaker countries, plus 
day-to-day credit facilities among central banks; f) need to 
assure stability of exchange rates to prevent competitive 
devaluation; and g) need for an effective forum to discuss 
trade and payments matters jointly in which debtor-creditor 
problems could be constructively examined. 


Trade Questions At the London meeting the Ministers agreed 
that world-wide trade rules would be required under conditions 
of convertibility but that, in addition, it was essential that 
the OEEC Code of Liberalization should be maintained at least 
for a transitional period during which the world-wide trade rules 
would not be in full operation. The Deputies were asked to 
examine amendments which might be made in the OEEC Code, particu- 
larly to provide for an increase in liberalization and action 
in relation to impediments to trade other than quantitative 
restrictions, such as state trading, controls of invisible trans- 
actions and artificial aids to exports. While tariff negotia- 
tions are a matter for GATT, it was nevertheless agreed that an 
examination of tariff problems in the context of their general 
effect on intra-European and dollar area trade could usefully 
take place within the OEEC, The Ministers agreed that all mem- 
ber countries should move toward non-discrimination in regard 
to imports from the dollar area. They recognized, however, that 
the speed of the advance must depend both upon action taken by 


dollar 
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dollar area countries and on developments in their own balance- 
of-payments situation. The Deputies were asked to consider 
whether they could formulate a collective approach to the re- 
moval of such discrimination. 





The Ministers agreed that, in light of the Deputies' work 
under the above assignments, they should consider what further 
concrete steps could be proposed for the OEEC Council meeting 
in November for further abolition of quantitative restrictions 
both on intra-European trade and on trade with the dollar area. 


As to the transitional period following convertibility, 
the Ministers agreed that it is most important that there should 
be no retrogression in the liberalization of trade in Europe. 
The Deputies were therefore asked to study what steps might be 
necessary for this purpose. Furthermore, the Ministers agreed 
that it was very desirable that those countries which adopt 
convertibility and those which are unable immediately to do so 
should not discriminate against one another. The Deputies were 
therefore asked to study the conditions under which it would 
be possible for countries which are unable to return immediately 
to convertibility to continue to implement the obligations of 
the OEEC Code. It was recognized that these conditions would, 
to a considerable extent, be dependent upon the arrangements 
made with regard to credit facilities. 


The Ministers agreed that an important objective to be 
sought in a system of convertibility is the elimination of 
bilateral agreements and that the adoption of convertibility 
should not lead to an increase, but should lead to a decrease, 
in bilateralism. They recognized, however, that at least during 
a transitional period and perhaps longer, bilateral arrangements 
might be necessary with some countries which were not able to 
take part in a multilateral system. In these circumstances, 
the Deputies were asked to examine whether it is possible to lay 
down principles in regard to the use of bilateral agreements by 
member countries. 


Payments Questions The Ministers agreed that credit facili- 
ties must be available on a scale which would enable member coun- 
tries, whether they adopt convertibility or not, to meet temporary 
disequilibrium while achieving and maintaining a high level of 
trade and liberalization. They further agreed that there should 
be available in Europe a source of credit administered by the OEEC, 
whether in the form of a European Fund or otherwise, available to 
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411 member countries, in the constitution of which all should 
participate. The Deputies were instructed to prepare proposals 
in this regard. The International Monetary Fund will be an 
important source of credit. Under the rules of the IMF, appli- 
cations have to be made by individual members and the Ministers 
agreed that it was desireable that members approach the IMF in 
order to ascertain informally what facilities the Fund is likely 
to be able to offer. The Ministers agreed that it would be use- 
ful that there should be discussion as soon as possible at the 
level of the Deputies between member countries about their 
requirements for credit and the facilities likely to be avail- 
able. The Deputies were also asked to continue their exchange 
of views on exchange rates. 


us ross* son In general, the US delegation was pleased 
with the on meeting as it clarified the issues. Our dele- 
gation pointed out that while US commercial policy is not as 
yet cleirly defined, this country has been pursuing "good 
creditor policies". It emphasized that non-discrimination and 
expanding world trade have been major objectives of the US for 
many years. It urged that the next OEEC Ministerial meeting 
establish global trade liberalization programs providing for 
immediate steps for moving ahead toward full intra-European 
and dollar liberalization as rapidly as balance-of-payments 
positions permit and providing for control of deliberalization 
if necessitated by subsequent developments. Our delegation 
emphasized that the new OEEC trade rules should provide, sub- 
ject to appropriate escape clauses, 2 general policy of non- 
discrimination between currency areas. It stated that OEEC 
trade rules should be harmonized with GATT commitments and 
Should not prejudice the GATT review. As to IMF-GATT relation- 
ships, our delegation stated that the US considers there should 
be closer coordination which can be accomplished by strengthen- 
ing the administrative machinery and improving consultative 
procedures and that we do not consider any new international 
body need be created. It was made clear that. the US considers 
OEEC has an important role in the field of trade and payments 
in the period following convertibility and that it should be 
endowed with powers necessary to provide proper coordination, 
supervision and consultative arrangements. The US believes 
OEEC will have to make determined efforts to avoid creation of 
bilateral arrangements whether within the OEEC area or with non- 
member countries. We consider vitally important that there be 
no resurgence of bilateralism when convertibility takes place. 


Our 


DECLASSIFIED FOR PUBLICATION IN FOREIGN 
RELATIONS OF THE UNITED STATES 











OFFIC L/L USE ONLY 
S- 


Our delecation expressed general agreement with the idea 
of establishing a Euvropeén Fund designed to further trade 
liberalization and progress toward convertibility. It expressed 
the tentative opinion that such a Fund should be subordinate to. 
OEEC, with a11 OZEC members having access to its resources and 
contribiting to its assets. The Fund should be an aid and not 
2 substitute for the sound internal and external policies neces- 
sary to a successful regime of convertible currencies. The US 
assumes that the Fund's assets would be convertible and that it 
would not impose bilateral restrictions cn the use of its credits. 
Our delegation further stated that the US would be pleased to 
see the convertible assets of the EPU, which represent our net 
contribution to its capital, transferred to the new Fund upon 
the liquidation of the EPU if it is worked out in suck 4 way as 
to give promise of being an effective instrument. The European 
Payments Union was extended June 30 for another year; however, 
it is recognized it may be liquidated at an earlier date if 
the UK and other countries move to convertibility. 
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DUTIES ON CERTAIN On July 27 President Eisenhower issued a 
WATCHES INCREASED proclamation putting into effect recommenda- 
tions of the US Tariff Commission for in- 
creased duties on imports of certain watches and watch movements 
containing not more than 17 jewels. Following an escape clause 
investigation, the Tariff Commission found that these products 
are being imported in such increased quantities as to cause 
serious injury to the American watch manufacturing industry. 
In its report to the President of May 28, the Commission recom- 
mended an increased duty. These findings and recommendations 
formed the basis for the President's action. The action will 
heave an important collateral effect on national defense through 
contributing to the maintenance of a satisfactory industrial 
mobilization base for the domestic production of watch movements 
and other precision devices. An interdepartmental committee 
on the Jeweled Watch Industry recently found and reported that 
the preservation of the uniaue skills of this industry is essen- 
tial to the national security. 
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The proclamation modifies the concessions on certain types 
of watches covered in the US trade agreement with Switzerland. 
Xs could be expected, the Swiss’ who supply most of the watches 
imported into the US, have vigorously protested the action. 
Prior to the announcement of the decision Western European coun- 
tries through the OEEC had expressed concern thac a tariff in- 
crease on watches would indicate that the US is moving toward a 
more protectionist policy. They also indicated that such action 
might have adverse effects on the convertibility exercise and 
current OEEC moves toward further dollar liberalization. 


In a news conference on July 2, President Eisenhower was 
questioned on implications of his decision. He stressed that 
he had approved the recommendations of the Tariff Commission 
after intensive study of the problem indicated the weight of 
evidence was in favor of an increased duty. He denied that the 
proclamation represented any retreat from the stand he has taken 
in favor of more liberal tariffs or freer world trade. He 
stated further that if circumstances changed he could always 
instruct the Tariff Commission to reopen the case. 


Effect of Action The effect of the proclamation is to 
establish rates of duty ranging up to 50% above present rates 
on certain watches and watch movements containing not more than 
17 jewels, but in no event above the rates set in the Teriff 
Act of 1930, On some imported watch movements there will be no 
change in duty. While the amount of additional duty will vary 
for different types of watches, the range in duty increases, 
added to the landed cost on regular unadjusted movements which 
constitute the bulk of imports, will be from 9° cents to $1.15 
per movement. New rates became effective July 28, 1954 but 
will not apply to articles exported on or before the date of 
the <roclamation, provided such articles clear US customs by 
August 27, 1954. 








Swiss Protest Upon announcement of the Presidential procla- 
mation, the Swiss Federal Council issued a communique objecting 
to the decision and Petitpierre, Chief of the Federal Political 
Department, vigorously protested the action to Ambassador Willis. 
Initial Swiss press reaction has been bitter. Among the points 
covered in Petitpierre's statement were the following: 1) the 
Swiss consider that the increase in duties is unjustified and 
that the allegation of serious injury has not been proved; 

2) the action taken by the US is regarded as contrary to pro- 
visions of the trade agreement between the US and Switzerland 
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since the Swiss were given no notice in writing and no oppor- 
tunity to consult and discuss compensatory modifications; 3) this 
action will not only inflict 2 serious blow to the Swiss watch 
industry but will also seriously damage Swiss-American relations; 
4) the action is contrary to the principle of liberalization of 
trade which the US has urged over the past few years. The 
Swiss statement concluded with a request that the US reconsider 
the increased duty or at least give assurance that the with- 
drawal of the concession would be temporary. The Swiss also 
indicated a desire to undertake discussions on compensatory 
modifications. The Department is now preparing a note in which 
it will state willingness to consult further within the terms 
of the escape clause at such time as the Swiss desire. The 
Swiss are greatly disturbed over the possibility of anti-trust 
proceedings, which are now under consideration in the Justice 
Department. They are also concerned that Treasury will change 
existing regulaticas on adjustment of imported watch movements, 
and Petitpierre indicated that if there were assurance that 
there would be no change in the matter of adjustments, that 
fact might help assuage ill feeling created by the increase in 
duties. 


In reply, Ambassador Willis assured Petitpierre that the 
action of the President in this instance did no® —_ndicate a 
change in US policy in regard to development and liberalization 
of trade. She also pointed out that in the US view the Presi- 
dent's action was justified by findings of the Tariff Commission 
which established the fact that the \merican watch industry hac 
suffered injury. She also took exception to the statement that 
the US had not complied with provisions of the trade agreement, 
reminding him that the Swiss Minister in Washington had been 
informed of the proposed action on July 14. He disagreed that 
this constituted compliance. (Actually when the Department told 
the Swiss Minister of the President's decision, it inquired if 
the Swiss had any alternative proposals. The Minister replied 
in the aegative.} 


Department's Recommendation The Department expressed some 
doubt that there was adequate evidence that imports are injuring 
the domestic watch industry, and recommended against accepting the 
Tariff Commission's recommendation unless other Departments and 
Agencies reporting on the subject confirmed injury to the domes- 
tic industry. It was our view that, although the domestic indus- 
try appears to face some difficult problems at present, these 
seem to stem from the current general economic adjustment as 
indicated by the decline in imports of watches in 1954 which 
parallels the reported decline in domestic production of watches. 


* * * 
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GREEN POOL WORK TO Last month the European Conference on the 
TR..NSFER TO -OREC Organization of Agricultural Markets, known 
as the Green Pool, held its third session 
in Paris and decided to transfer the work it had been doing to 
OEEC, subject to certain conditions. . liaison group will 
enter into negotiations with OEEC on the proposed transfer 2nd 
if agreement with OEEC is not reached, the French Government 
is to reconvene the Green Pool conference. The US has in the 
past made known that it favored a transfer of the Green Pool 
work to the OEEC, if accompanied by a strengthening of the OEEC 
arrangements for consideration of agricultural problems. 


The conditions to which transfer is subject are: a) estab- 
lishment within OEEC of a Ministerial Committee for Food and ; 
Agriculture and a Committee of Deputies which will replace the 
present Food and Agriculture Committee. In addition, the liinis- 
ters of Agriculture will take part in periodic meetings of the 
OEEC Council, at a ministerial level, when important agricul- 
tural questions are under consideration; b) provision for an 
adequate secretariat to assist the Food and agriculture Minis- 
terial Committee and Committee of Deputies in their work. This 
Secretariat is to be headed by a Director, to report directly 
to the Secretary General, and be responsible for agricultural 
work in both the economic and technical fields; and c) earrange- 
ments for Spain to take part fully in the above agricultural 
bodies in accordance with an agreement to be entered into by 
Spain and the OEEC. (Spain is not a member of OEEC.) The 
resolution also specifies certain general principles relative 
to the work to be carried out. The work program is to include 
periodic reviews of national egricultural policies; efforts to 
coordinate national policies; action to harmonize the conditions 
of production and marketing; activities directed at increasing 
productivity; and measures to enlarge intra-European trade in 
agricultural products. 


One paragraph in the resolution, which envisages special 
agreements among a limited number of countries, gave rise to 
sharp controversy during the conference. As finally adopted, 
it states that any countries wishing to bind themselves by 
special agreements on particular products should be free to 
define the terms of such arrangements insofér as they 2re 
consistent with existing international commitments. This 
language is intended to provide at least partial exemption 
from the OEEC rule of unanimity, although the exact meaning of 
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the paragraph will probably be the subject of considerable 
dispute. The Netherlands delegation, supported by the UK, 
Switzerland, Norway, Sweden and Portugal, offered an interpre- 
tation to the effect that ultimate approval of such agreements 
by the OEEC Council is implied although not specifically men- 
tioned. The French, Turkish and several other delegations made 
a determined fight to include a general endorsement of European 
commercial preference in this paragraph, but this was rejected. 
However, if agreements of this nature actually materialize, 
they will undoubtedly provide for some sort of regional 
preference. 


* |e * 


EXIMBANK IS Legislation reorganizing the Export-Import Bink, 
REORGANIZED increasing to some extent its independence of action 
and adding to its lending authority, has just been 
passed by the Congress and is awaiting the President's signature. 
The State Department welcomed this legislation, which was 4a1so 
supported by other interested Government agencies -Treasury, 
Commerce and the Eximbank itself. 





Provisions of the New Legislation The legislation increases 
the lending authority of the Bank by $500 million to $5 billion. 
It provides for independent management of the Bank under a bi- 
partisan Board of Directors of five members, replacing management 
under one director, as provided in the Reorganization Act of 1953. 
Administrative authority is retained in the chief executive 
officer of the Bank. The President of the Eximbank is reinstated 
as a member of the National Advisory Council on International 
fonetary Affairs, having been eliminated from the Council by the 
1953 Reorganization Act. An Advisory Committee of nine members 
is provided for and is to be broadly representative of production, 
commerce, finance, agriculture and labor. A previous Advisory 
Committee had also been eliminated by the Reorganization Act. 





The legislation is directed solely toward organizational 
changes and increasing the lending authority of the Eximbank. 
However, the intent of Congress, as revealed in the history of 
the bill, is that the Eximbank shall adopt a more aggressive 
policy and make more loans of all types than were made during the 
past year. This does not imply any change in the Bank's policy, 
as provided in the statutes governing the Bank, that the loans 
should supplement and encourage and not compete with private 
capital, and should have a reasonable assurance of repayment. 


The 
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The purpose of the Bank also remains the same: "to aid in 
financing and to facilitate exports and imports and the exchange 
of commodities between the US and any of its territories or 
insular possessions and any foreign country or the agencies or 
nationals thereof." 


Study by Senate Committee The legislation was introduced 
following a study of the operations of the Eximbank and Inter- 
national Bank and their relationship to the expansion of inter- 
national trade, made during the past year by the Senate Banking 
and Currency Committee under the chairmanship of Senator Capehart. 
As part of its study, the Committee traveled 21,000 miles to 15 
Latin American countries where it conferred with business men, 
foreign government officials and US officials. It also visited 
a number of projects financed by Eximbank and International Bank 
loans. Numerous studies of the internal and external operations 
of the two banks were prepared to facilitate the Committee in 
its task. The Committee also hed the advice of a citizens 
advisory committee of 100 prominent leaders from iadustry, busi- 
ness, banking, labor and farming, which was created last Septemter 
In addition, hearings were held, with testimony from private and 
governmental representatives. 


. The Committee overwhelmingly concluded that the activities 
of the Eximbank should be expanded. While not empowered to legis- 
late regarding the International Bank, the Committee did suggest 
that the IBRD should confine its loans to those traditionally 
financed by public lending, such as highway construction and mein- 
tenance, flood controt and certain phases of sanitation ang hyiro- 
electric developments beyond the scope of private enterprise. 


Senator Capehart, in presenting the bill, emphasized that 
the functions of the Eximbank should not be circumscribed and 
stated that there is no legislative limitation upon its lending 
authority that would exclude it from making long-term, medium- 
term, or development loans. 








Eximbank Policy Every loan made by the Export-Import Bank 
is made for the purpose of facilitating the foreign trade of the 
US. The Bank has followed the policy of extending credits on 
a "selective" basis. Its assistance has been restricted gener- 
ally to financing projects and to the export of those products 
which will assist in a foreign country's development and enable 
it to earn or save dollars either directly or indirectly to the 
mutual advantage of trade between the two countries. 


The Bank 
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The Bank has extended the following types of loans: 1) par- 
ticipation with US suppliers and exporters in financing the sale 
of goods of a productive character (the Bank carrying from 50 to 
90% of the credit extended to the foreign purchase, etther pri- 
vate or public, without recourse to the US supplier); 2) lines 
of credit extended to foreign banks to provide short-term financ- 
ing for export to customary US markets abroad of commodities 
such as cotton, tobacco, and other products in surplus supply; 
3) credits to US companies, to. private interests abroad and to 
foreign governments to assist in financing economic development 
projects which will either directly or indirectly improve the 
dollar position of the particular country; and 4) in special 
circumstances, credits to foreign countries to meet temporary 
exchange situations which retarded continued US foreign trade. 


On the import side Eximbank financing has been more limited. 
Some assistance has been extended for increasing foreign supplies 
of minerals, fibers and other raw materials important to US indus- 
try, economy and security. 


Each loan application is evaluated on the economic merits 
of the project. Where countries are members of the International 
Bank, applications for Eximbank credit to finance the sale of US 
equipment to such countries are considered by the Eximbank in 
their relation to the normal lending pattern of the IBRD, 


Because of speculation that the Eximbank had withdrawn from 
the field of economic development, Secretary Dulles publicly 
clarified US policy with regard to Eximbank loans at the Caracas 
Conference in March. He said the Eximbank would consider on 
their merits applications for finaneing development projects 
which were not being made by the International Bank and which 
are in our common interest, are economically sound, are within 
the capacity of the prospective borrower to repay and within 
the prudent loaning capacity of the Bank. He pointed out, how- 
ever, that the International Bank is the primary instrument 
through which the free world can cooperate in the public financing 
of economic development. He also stressed the importance of 
private investment as a means of financing development projects, 
indicating that public financing should be confined to areas 
that are not suitable or attractive to private capital, domestic 
or foreign. | 
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SIXTH PAN-AMERICAN Important impetus was given to the develop- 
HIGHWAY CONGRESS ment of highways throughout Latin America 


. at the Sixth Pan-American Highway Congress, 
held in Caracas July 11-23. The meeting was fully representa- 
tive of the public works interests of the American Republics, 
with official delegations registered from all of them except 
Costa Rica and Guatemala. The decisions of the Congress were 
in accord with the instructions of the US delegation. 


One outstanding accomplishment was the unanimous adoption 
of a plan of organization which will place the periodic congresses 
on a permanent basis under the general supervision of the 
Organization of American States, with secretariat services pro- 
vided by the Pan American Union. The congresses will meet every 
three years, and active committee work will be carried on be- 
tween them. Five committees are established for this purpose: 
executive, chaired by Mexico; financing, chaired by Venezuela; 
highway routing, Brazil; organization of highway departments, 
Peru; and terminology, Argentina. The US is a member of all 
except the one on highway routing. An interesting feature of 
the organization plan is that it involves no financial commit- 
ments for the member countries, other than the expenses of the 
host countries for the periodic congresses or for committee 
meetings. Operation of this plan will be watched with interest, 
for if it is successful, its simplicity, economy and concentra- 
tion upon effective committee work may well commend it as a 
prototype for similar international technical organizations in 
which the US participates. 


The problem of financing and constructing the uncompleted 
portions of the Pan American Highway System, a grandiose plan 
for a through land connection for motor traffic from Alaska to 
Patagonia, oceupied a large part of the Congress' attention. 
On the segment known as the Inter-American Highway (from the US 
to the Panama Canal Zone), which is already far along towards 
completion, the chairman of the US delegation, Under Secretary 
Williams of Commerce, was able to announce the probable early 
resumption of work on a 25-mile gap in Guatemala in cooperation 
with the new government of that country. On the numerous un- 
opened sections south of the Canal and extending through South 
America, the new finance committee will have to develop specific 
plans, without any commitment from the US as to financial 
assistance. On one particularly difficult stretch, the nearly 
200 miles of the Darien peninsula, still unexplored, the Congress 
assigned chief responsibility to Panama and Colombia in organizing 
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a survey to determine the feasibility of a highway line, and 
recommending the cooperation of any other governments interested. 
It is regarded as unlikely that the US will make any financial 
contribution to such a survey, but it may be able to make avail- 
able the results of photographic reconnaissance of the region 
recently accomplished in cooperation with the Government of 
Panama, 


Among the many other recommendations of the Congress--the 
resolutions totalled 53 in all--were the following: to urge the 
United Nations to continue its efforts to establish world-wide 
uniformity in road signs and signals; to establish highway and 
ferry connections which would make possible a tourist circuit 
embracing Florida, Cuba, the Yucatan peninsula and central 
Mexico; to promote the formation of commercial transport organi- 
zations; to urge ratification of the Convention on Road Traffic 
of 1949 (Geneva); to establish an efficient Department of High- 
ways in any country where one does not already exist; and to 
request the Inter-American Economic and Social Council to con- 
vene a meeting of traffic experts before the next meeting of 
the Highway Congress. The Congress decided to hold its next 
(seventh) session at Panama City in 1957. 


UNC LASS IF TED 
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GATT Se The Ad Hoc Committee on Agenda and Inter- 
OMMITTEE I sessional Business met in Geneva July 26- 
August 3 to prepare for the ninth session 

of the Contracting Parties to the General Agreement on Tariffs 
and Trade which will be convened October 28. In view of the 
importance attached to the forthcoming session, which will 
include a review of the General Agreement and further considera- 
tion of Japanese accession, an unusually large number of coun- 
tries participated in the intersessional meeting. Twenty-nine 
of the 34 Contracting Parties (plus Japan who participates on 
@ provisional basis) were present at Geneva--15 as regular 
members of the Ad Hoc Committee, 5 who at their request were 
co-opted as committee members, and 10 observers. 


GATT Review While it was not the purpose of the meeting 
to reach conclusions or make recommendations concerning the 
forthcoming review of the GATT, which is scheduled to commence 
November 8, members of the committee took the opportunity for 
a preliminary exchange of views. There was broad agreement : 
as to the value of GATT as an instrument for promoting a set 
of rules for trade on a world-wide basis, and there was 2a | 
general consensus that GATT should serve as the administrative ; 
organ for these rules and should be provided with an organiza- 
tion. 


It was apparent that the Contracting Parties are ready 
to move ahead and seriously examine the effectiveness of the 
provisions of the General Agreement after seven years of opera- 
tion and to see where they should be strengthened so as to 
carry out more effectively the objectives of achieving freer 
world trade. The need to consider carefully the special prob- 
lems of countries in less advanced stages of development was 
acknowledged as one of the most important elements in the 
review. At the same time it was recognized that the full 
participation of these countries is desirable. There was 2 
widely held opinion that the underdeveloped countries should 
be given greater latitude than developed countries for the use 
of quantitative restrictions and possibly for increased tariffs. 
Also needing attention in the review are the provisions allowing 
trade restrictions for balance-of-payments reasons, with present 
thinking directed toward tightening these provisions. Almost 
every delegate mentioned that agricultural policy provisions 
require revision, with much of the comment directed toward US 
practices. The issues of export subsidies and import quotas 
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on agricultural products were raised and a number of countries 
strongly urged that the Agreement be strengthened in these 
respects. The Intersessional Committee asked Governments to 
try to circulate by September 25 their proposals for changes 
in the Agreement. 


In an off-the-record discussion, the US presented its 
tentative proposals regarding the GATT organization, which 
will be one of the major problems dealt with during the review. 
The US suggested that the Contracting Parties prepared two 
documents: one, a revised substantive GATT, containing the 
trade rules; and the other, 4n organizational agreement estab- 
lishing a body to administer the GATT, to be a forum for inter- 
national discussion of all trade matters, to settle disputes, 
to sponsor tariff negotiations and to sponsor additional con- 
ventions in the field of trade. The US hopes that the organiza- 
tional instrument will provide for a standing committee or 
executive committee so that the organization will have a basis 
comparable to that of other international organizations and will 
be able to meet the needs of the members as they arise. Our 
delegate stated that the US had in mind presenting 4 proposal 
for a procedure under which, if the Contracting Parties should 
grant a waiver which materially changed the rights or obliga- 
tions of a Contracting Party against its wishes, the Contract- 
ing Party which objected would be permitted to terminate its 
reiations under the Agreement with respect to the Contracting 
Party which had obtained the waiver. President Eisenhower 
plans to submit the resulting organizational agreement to 
Congress in order to obtain firm legislative approval for US 
participation in the work of GATT. There was wide interest in 
the proposals, particularly those on a standing committee, and 
general agreement on the desirability of strengthening the 
organization. The bilateral termination proposal aroused much 
interest, but some concern was expressed lest it tend to weaken 
the GATT. 


Japanese Negotiations Another important matter considered 
at the intersessional meeting was Japan's request for an 
opportunity to negotiate for formal accession to GATT through 
tariff negotiations. The discussion revealed that a majority 
of the Contracting Parties would not object to negotiations, 
but a rather limited number indicated willingness to partici- 
pate or ability to make worthwhile concessions in actual 





negotiations. 


DECLASSIFIED FOR PUBLICATION IN FOREIGN 
RELATIONS OF THE UNITED STATES 








CONFIDENTIAL 
-3- 


negotiations. The Intersessional Committee recommended that 
at the ninth session the Contracting Parties arrange that 
tariff negotiations with Japan start in Geneva on February 1 
under procedures followed for the Annecy and Torquay nego- 
tiations in connection with accession to the Agreement. The 
Committee urged that countries wishing to negotiate inform 
the GATT Secretariat by September 15 and that exchanges of 
requests be completed by October 31, with timing to be 
determined in consultations between Japan and the countries 
actually participating. Although the Intersessional Committee 
actions are in the form of recommendations to the Contracting 
Parties, there is no expectation that the decisions will be 
reversed, 


There was much interest in the US suggestion that, in 
addition to bilateral negotiations between individual Con- 
tracting Parties and Japan, there might be negotiations with 
third countries designed to facilitate the grant to Japan of 
concessions not otherwise possible. The US delegate avoided 
any definite promises of what the US would do in such nego- 
tiations, making it clear, however, that if after negotiations 
were well under way a country negotiating with Japan thought 
a triangular deal involving the US would enable it to make a 
better agreement, the US would seriously consider the matter. 


Tariff Negotiations The Intersessional Committee heard 
the views of its members concerning tariffs, particularly 
arrangements for future tariff negotiations, the techniques 
that might be used in these negotiations, and the fact that 
the tariff schedules annexed to the GATT are currently bound 
until July 1955. These discussions revealed the consensus 
that GATT has been valuable in stabilizing a substantial pro- 
portion of the world's tariff rates since 1948 and that there 
is need to prolong this element of stability. At the same 
time it was emphasized that there should be a reasonable 
opportunity for less developed countries and countries with 
out-dated tariffs to modify their concessions. Two countries-- 
Turkey and Austria--have legislation in process which will 
revise their tariffs extensively and which will require renego- 
tiations before they can firm up their schedules. The so-called 
low tariff countries stressed that they will not go along with 
the extension of existing rates until they get some commitment 
on further tariff negotiations. The Intersessional Committee 


recommended 
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recommended that early in the ninth session the Contracting 
Parties consider the questions of prolonging existing schedules 
and of affording.an opportunity to modify concessions under 
Article XXVIII. It also recommended that the Contracting 
Parties try to be in a position at the start of the session 

to examine further, in connection with review of the Agree- 
ment, action with respect to tariffs in light of the French 
proposals for revised negotiating procedures as well as sug- 
gestions for a further round of tariff negotiations on the 
Geneva-Annecy-Torquay pattern. 


Other Business The Intersessional Committee approved 
the proposed agenda for the ninth session, adding several 
items to the Secretariat's draft. In view of the heavy sched- 
ule with the GATT review, an effort is being made to keep the 
agenda for the regular session short. The Secretariat, 
anticipating that the UN Secretary-General would ask the 
Contracting Parties' advice on the administration of the 
proposed convention on restrictive business practices, had 
put this on the draft agenda. The Committee authorized the 
Executive Secretary to leave this item on the agenda or 
drop it depending upon the outcome of discussions with the 
Secretary--General on whether or not an inquiry wili be forth- 
coming. There was very little discussion of the item on 
consultations on balance-of-payment import restrictions. 
Consultations with Australia, Ceylon, New Zealand, and the 
Federation of Rhodesia and Nyasaland will be on the agenda, 

and the way was left open for requesting consultations with 
other countries. 





The Committee discussed the Contracting Parties' in- 
struction to consider what aspects of valuation should be 
studied by the Contracting Parties and to establish a pro- 
gram of work. It directed the Secretariat to prepare a 
questionnaire on methods of valuation and get replies back 
by the ninth session so the matter could be considered then. 


The Committee considered, and granted, the US request 
to renegotiate its concession on tennis shoes, the Cuban 
request to renegotiate on certain kinds of steel bars and 
the New Zealand request to renegotiate certain kinds of 
footwear. 


ECOSOC 
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ECOSOC CONCLUDES Except for the resolution on organizing an 
EIGHTEENTH SESSION Advisory Commission on Commodity Trade, the 
por US delegation to the 18th session of ECOSOC, 
which met June 29 to August 6 in Geneva, was able to obtain 
satisfactory decisions on all of the important items. In numer- 
ous cases, however, these results could only be achieved by long, 
arduous, and frequently difficult negotiations... 





The negotiating position of the US was strongly affected 
by two developments which have long been evident but became 
increasingly prominent in the course of this Council session. 
The first of these was the radical change in Soviet tactics 
from endless aggressive propaganda speeches to a cooperative 
and businesslike approach and its effect upon the attitudes of 
the other delegations. While not necessarily accepting the 
Soviet approach at its face value, most delegations were reluc- 
tant to disturb in any way the new atmosphere. There was a 
marked tendency to assist the Soviet drive for unanimous reso- 
lutions, thus tending to blur deep-seated differences and to — 
produce innocuous resolutions. 


The second development, which has had even more far- 
reaching effect upon the negotiating position of the US and of 
other developed countries in the free world, is the growing 
solidarity of the underdeveloped countries. On many important 
issues of special interest to them, these countries tend more 
and more to vote as one bloc. Since the underdeveloped coun- 
tries feel that many of their objectives can only be met by 
way of substantial concessions on the part of the US, we thus 
become the chief target of major pressure in the Council. 


The drive for substantive measures in the session usually 
reflected the aspirations and objectives of the underdeveloped 
countries. Examples are their desire for international public 
financing, their drive for means to stabilize primary commodity 
prices, and their desire to attain what they call self- 
determination in the economic and political fields. On many 
of these points the interests of the underdeveloped countries 
a highly vulnerable to exploitation by the USSR for its own 
ends. 


A review of some of the principal economic items follows. 


Advisory 
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Advisory Commission on. International Commodity Trade Most 
of the uneraceetene ‘countries Came to this session of the 
Council fully determined to proceed immediately with the organi- 
zation of an Advisory Commission on International Commodity 
Trade, the establishment: of which had been voted by the previous 
session. This bloc was assured of the support of Communist 
countries and also of such countries as China and Turkey. 

Under these circumstances the US at best could only hope for 
postponement of the organization of the commission and such 
changes in the terms of reference and procedures as would 
eliminate the most objectionable features, 





The outcome of the prolonged discussion of the matter 
was majority acceptance. of a revised Argentine resolution pro- 
viding for establishment of the commission. The commission 
will meet in January to consider a survey of the current situa- 
tion in international commodity trade and governmental proposals 
on international commodity problems, It will also consider its 
terms of reference, its rules of procedure, and program of work. 
The commission's first report will bé considered by ECOSOC at 
its 20th session. Meanwhile, the ICCICA is to continue its 
most essential functions in the commodity field, but its 
status will be reviewed by ECOSOC at its 20th session, 


Despite the fact that the US delegation was able to obtain 
a number of improvements in the original Argentine resolution, 
it made clear that the final resolution was not acceptable and 
was joined in a negative vote by the UK and France, Australia, 
Belgium and Norway abstained. The UK, France and Belgium made 
it clear, however, that, while they were not satisfied with 
the resolution, they would cooperate with the commission. 
Elections will take place at the resumed session of ECOSOC in 
December, which will give the US full opportunity to decide 
whether, in view of the changes made, it will feel able to 
participate in the work of the commission. 


World Economic Situation The principal general economic 
debate of this conference revolved around the Secretary 
General's "World Economic Report, 1952-53". In presenting his 
report, the Secretary General concluded that the world is 
skating on "thin economic ice", the situation will not auto+ 
matically correct itself, and there is no assurance that matters 
will not become worse rather than better. The US delegate's 
remarks were characterized by a tone of cautious optimism. 





The 
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The Soviet delegate pointed to his country's increased produc- 
tion of capital goods and efforts to increase the production 
of consumer goods and agricultural production. Despite the 
generally satisfactory world economic situation, some of the 
underdeveloped countries expressed apprehension. They were 
especially concerned over the drop in prices and reduction 

in demand for primary commodities which made the situation in 
underdeveloped countries a discouraging one. The solution, 
they said, lay in stabilizing trade in primary commodities 
and the use of public capital for development of the under-_ 
developed countries. : 


The Council unanimously adopted an innocuous resolution, 
sponsored by Egypt, dealing with the benefits of a reduction 
in armaments, the necessity of full employment, rising pro- 
ductivity and living standards and the importance of accelera- 
tion of economic development of the underdeveloped countries. 


On full employment, the Soviets proposed that a conference 
of non-governmental agencies be held to explore the "truth" 
about employment conditions and make specific recommendations 
on a wide range of social, fiscal and political issues to 
which national governments should pay "urgent" attention. 

The US and three other delegations tabled a joint resolution 
expressing confidence in the ILO and its ability to deal with 
problems of employment and unemployment patterns, particularly 
because it was composed not only of governments but also of 
employer and worker organizations. When little support was 
evidenced for the Soviet resolution, it was withdrawn and 
another submitted and later defeated. The Council then ac- 
cepted the joint resolution after it had been revised to in- 
clude a number of amendments. ees 


International Trade An item on removal of obstacles to 
international trade was included on the agenda at the instiga- 
tion of the Soviet Union. The latter's position was embodied 
in a draft resolution which called for promotion of normal 
trade development. between all countries, removal of obstacles 
hampering the development in trade relations and an inter- 
national conference of government experts to make recommenda- 
tions for development of international trade, , 


Western initiative was taken by the UK delegate, who 
presented a resolution requesting the Secretary General to 
include in his next World Economic Report an analysis, prepared 


in 
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in consultation with appropriate bodies, of factors tending to 
limit the expansion of international trade. Governments were 
urged to take all practicable steps to facilitate a further 
expansion of mutually beneficial international trade. 


During the discussion, practically all countries expressed 
a desire for expanding international trade, including east- 
west trade. Several, including Australia, New Zealand, Yugo- 
Slavia, the UK and the US, cautioned against exaggerating the 
importance of east-west trade, and stressed that it played 
only a small part in total world trade. 


In the Economic Committee, the Soviet proposal was re- 
jected and the UK proposal accepted. When the item came 
before the plenary, the Soviet delegation made a strong fight 
to have included in the Council resolution reference to re- 
moval of obstacles to international trade and to calling of 
a global trade conference. Faced with the prospect of being 
isolated on the resolution, the Soviet delegate finally 
accepted a slight revision in the UK resolution to make it 
clear that the Council would again consider this subject in 
all its aspects at the 20th session, with the understanding 
that the Soviet Union would not be precluded from reintroduc- 
ing its proposal for a conference. The resolution was then 
adopted unanimously. 


A second proposal on international trade was before the 
Council as part of the Report of the Economic Commission for 
Europe. A proposal for inter-regional trade consultations 
under the auspices of regional economic commissions, made at 
the last session of the ECE, had resulted in a compromise 
resolution which left up to ECOSOC a decision on the desira- 
bility of holding the proposed meeting. The resolution adopted 
by the Council on this matter had the effect of postponing 
until the 20th session a decision on whether to convene the 
inter-regional trade consultations. 


Economic Development of Underdeveloped Countries The 
tone of the discussion of the proposal for establishment of 
a Special UN Fund for Economic Development (SUNFED) was estab- 
lished by Mr. Scheyven of Belgium. A former President of the 
Council, Mr. Scheyven had been asked by the General Assembly 


to examine the comments submitted by Governments on the pro- 
posed Fund. In introducing his interim report to the Council, 





he 
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he emphasized the critical problems of the underdeveloped 
countries and the great. contribution that such a Fund could 
make to their solition. -He enlarged upon his written report, 
indicating growinj; moral and even material support for the 
Fund. (The US and the UK thought that he indicated stronger 
material support than the replies of governments indicated.) 
Mr. Scheyven did point out, however, that the principal capital 
exporting countries were not willing to contribute at this . 
time. hate a | : 


Resolutions were introduced by Yugoslavia, Pakistan, 
Argentina, Ecuador and Venezuela, a11 recommending more or | 
less specific action towarc setting up the Fund. Our delegate 
reiterated the US position and added that he could not. support 
these resolutions. Discussions with Mr. Scheyven and a 
series of working parties resuited in a resolution sponsored 
by eight underdeveloped countries reaffirming the importance 
of economic development, but limiting the operational portion 
to two principal recommendations. These were that the General 
Assembly urge governments to review their respective positions 
with respect to SUNFED in accordance with changes in the 
international situation and other relevant factors and that 
the appointment of Mr. Scheyven be extended so that he may 
continue his consultations with governments. The resolution 
was adopted in the Economic Commission by a vote of 16 to 0, 
with two abstentions (the Soviet bloc) and later adopted 
unanimously by the plenary. 


It was possible to obtain a resolution of this kind 
because of. the recognition of underdeveloped countries and 
Mr. Scheyven that from a practical point of view, no further 
steps toward the establishment of SUNFED could be made without 
the cooperation of the UK and the US. 


The debate on the proposal for establishment of an 
International Finance Corporation to aid in financing private 
enterprise was extremely restricted since it was clear that 
a majority of the members of the Council recognized that 
establishment of the IFC was not at present practicable. 
Further, there appeared to be a4 rather surprising lack of 
erchusiasm for the idea. The final resolution recommended 

‘at the General Assembly request member states which might 
be in a position to provide capital for the IFC to keep the 
problem under review, The International Bank is requested 


to 
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to continue to consult these countries and to report to the 
Council on any further suggestions it might have regarding 
the provision of capital, structure, or functions of the pro- 
posed Corporation. | 3 : i Mee er 


Economic Self-Determination The Council rejected two 
draft resolutions on selr-determination which had been adopted 
by the Commission on Human Rights last summer. The US dele- 
gation took exception to both resolutions, one of which it 
said ignored the obligations which must be associated with the 
exercise of sovereign rights of natural wealth and resources 
and would have an unfavorable impact on the international 
‘Lnvestment climate. Both resolutions were referred back to 
the Commission, along with the records of the ECOSOC debate, 
for further consideration. : 


- Expanded Program of Technical Assistance The Council 
passed a comprehensive resolution, of which the US was a co- 
‘sponsor, on the organization of the expanded program of techni- 
cal assistance, Among other things, it provided that as of 
January 1955 funds will no longer be allocated to the UN 
specialized agencies on the basis of automatic percentages 
but rather on the basis of requests submitted by governments 
and programs reflecting these requests which are to be elabo- 
rated by the Technical Assistance Board and approved by the 
Technical Assistance Committee. Final allocations to the 
agencies are subject to General Assembly approval. Due to 
US efforts, the resolution provides that amounts allocated to 
the agencies in any one year shall not be less than 85% of the 
funds received by those agencies during the immediately preced- 
ing year. The positions of the resident representatives and 
the chairman of the Technical Assistance Board are to be 
strengthened. 


On the basis of a proposal by Pakistan, the Council 
decided to establish a working group of eleven members of the 
Technical Assistance Committee to evaluate the results and the 
effectiveness of the technical assistance program. 


Organization and Operation of the Council With regard 
to Council organization, all the major US objectives were 
attained. The Secretary General's proposals for the stream- 
lining of the program of studies and publications were given 
unanimous endorsement, it being understood that the commissions 
will be given an opportunity to consider these proposals insofar 
as they may affect their work. 


Plans 
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Plans for the reorganization of the Council were also 
approved unanimously. The new arrangements provided for two 
regular sessions of the Council each year, the first of which 
is to last not longer than three weeks and will convene the 
last week in March. That session is to deal with a limited 
number of questions in the economic, social and human rights 
fields. It will be resumed the second week in May for one 
month, permitting mission personnel in New York to handle 
such relatively routine items as trade union rights, elections, 
non-governmental organization matters, reports of commissions, 
etc. The second session each year will be convened the second 
week in July for not more than four weeks and be confined 
mainly to high-level discussions of the world economic situa- 
tion, the world social situation, including when appropriate 
a discussion of national and international measures to raise 
living standards, and a general review of development and 
coordination of the programs and activities of the UN and 
Specialized Agencies. The second session would be resumed 
toward the end of the General Assembly session with tasks 
similar to those undertaken by the resumed session in recent 
years. 


The US resolution designed to lighten the Council's 
agenda, at first ran into opposition, largely because it was 
interpreted as a means to curtail the freedom of the regional 
commissions. A revised US resolution was accepted providing 
among other things that an item should not be considered more 
than once a year except in exceptional circumstances; instruct- 
ing the commissions and their sub-bodies to concentrate on 
issues of major importance and to submit all requests for new 
Studies or projects requiring additional budgetary provisions 
to the Council for prior approval; and inviting member states 
to propose only important items for inclusion in the Council 
agenda, 


With regard to subsidiary bodies of the Council, the 
Fiscal Commission and the Sub-Commission on Statistical Sampling 
were discontinued. A proposal to revive the Economic Employment 
and Development Commission was postponed until the resumed 
session in December, pending a study by the Secretary General 
in the light of the decision taken on reorganization. All of 
the other commissions are to be continued on the same basis 
as at present. 


IRAN'S 
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IRAN'S ECONOMIC OUTLOOK With income from oil in prospect 


IN LIGHT OF OIL SETTLEMENT after a three-year shutdown of opera- 


tions, the Iranian economy is look- 
ing forward to a new and expanding future and Iranian officials 
are considering long-range development plans. However, the 
budgetary situation for the next few months before oil revenue 
is received is serious.and income from oil during the next few 
years may not be sufficient to cover budgetary needs plus urgent 
needs for economic development. Interim aid is: being: studied 
both by the US and the UK. The US is taking steps to further 
orient Iran to the West, such as opening negotiations for a 
treaty of friendship, commerce and navigation and for a bilateral 
civil aviation agreement. 


‘The return of Iran's oil to the world markets in an orderly 
manner would materially ease the tensions in the Middle East. 
Meanwhile, the Communists are mobilizing their forces and exert- 
ing every possible pressure to prevent ratification of the oil 
agreement and to capitalize on the dreary economic and social 
existence in Iran. The USSR is now discussing, as a part of an 
over-all settlement which includes resclution of border disputes, 
return to Iran of the gold held in Moscow and payable to Iran 
as a result of the wartime occupation agreement. The USSR is 
apparently prepared also to return, preferably in the form of 
Russian goods, the balance of its dollar debt due Iran and to 
make a lump-sum settlement in the form of goods on other Iranian 
claims which arose from the occupation. 


Oil Agreement On August 5 the Iranian Government and an 
international oil consortium comprised of eight US, British, 


‘ French and Dutch companies, announced signature of an agreement 


in principle on production and refining of nationalized Iranian 
oil. The agreement still has to be put in proper legal form and 
Signed by all-concerned. It will then have to be ratified by 

the Majlis. The announcement was well received and prospects 
appear good for Parliamentary action within the next month or two 
although its consideration may entail bitter and vociferous 
opposition. — 


The agreement, which will run for 25 years with provisions 
for three five-year extensions, provides that the National 
Iranian 011 Company (NIOC) will make crude oil available to the 
consortium, which will organize two new operating companies to 


carry 
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carry out producing and refining operations, to get the oil 
fields and the Abadan refinery in production with the least 
possible delay. Crude oil and products will be sold for export 
by the consortium companies. Through payments to the National 
Iranian Oil Company and application of Iranian tax laws, Iran 
will receive one-half of the profit from these activities. 

NIOC may take crude oil in kind, in lieu of payments, up to 

124% of the total production and it will continue to operate 

the Naft-I-Shah oil field and the Kermanshah refinery to pro- 
duce a2 part of Iran's own oil needs and will continue to handle 
distribution of oil products in Iran. NIOC will also be responsi- 
ble for facilities and services not directly 2 part of producing, 
refining and transportation operations of the operating companies, 
such as training, public transport. road maintenance, housing, 
medical, etc., although the operating companies will bear the 
major part of the cost of such facilities. 


Production of crude oil from Iran, following 2 starting-up 
period of three months, will be increased gradually, bringing 
the total exports of crude and products to a minimum of 76 mil- 
lion tons for the first three years, in addition to a specified 
amount for internal consumption. Total direct income to Iran 
from oil during the first three years following the starting-up 
period has been estimated as £150 million on the basis of present 
prices and costs -approximately £31 million during the first full 
year of operation and increasing to E67 million during the third. 
In addition, some £12 million per year will be brought into Iran 
during the three year period to meet payroll costs and operating 
expenses. Moreover, putting the operations of NIOC on a profit- 
able basis will eliminate its present annual deficit equivalent 
to about £6,500,000 which is being carried by the Iranian Govern- 
ment. 


The consortium members and their affiliates and operating 
companies will not be obliged to convert into Iranian currency 
any part of their funds, except that the operating companies 
will convert into Iranian currency through the Bank Melli Iran 
such funds as are necessary for meeting the costs of their opera- 
tions in Iran. None of them shall be restrained from retaining 
or disposing of any funds or assets outside Iran, or restrained 
from maintaining foreign exchange accounts in Iran with the Bank 
Melli and retaining and disposing of them. The Iranian Government 
will take necessary steps to assure that the consortium members 
shall be able to buy Iranian currency at the best relevant bank 
rate of exchange and without discrimination. 
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& joint Iranian-British statement 2lso was made on 
August 5 concerning an agreement which will govern payments 
reiations between Iran and the sterling area and will come into 
force upon ratification of the oil agreement with the consortium. 
Under these arrangements, all transactions, including those of 
the consortium with Iran and NIOC, shall normally be settled in 
sterling and the UK Government will take the necessary steps to 
give Iran full "transferable account" facilities, which would 
enable Iran to spend its sterling virtually anywhere in the 
non-dollar world, and to provide facilities for converting 
sterling into dollars. We understand that details of the dollar 
convertibility privileges are to be incorporated in a classified 
arrangement and that this will provide for convertibility into 
dollars for essential payments of up to 40% of Iran's sterling 
earnings from oil operations. While these arrangements have to 
await ratification of the oil agreement, the UK has undertaken 
as a special measure to remove, with immediate effect, certain 
restrictions existing on sterling payments between Iran and the 
non-dollar world. If at any time during the life of the agree- 
ment, the British Government has to discontinue these arrange- 
ments for convertibility, the matter is to be one for consulta- 
tion between Iran and the consortium. 





Simultaneously, it was announced that the Iranian Govern- 
ment had agreed to compensate the Anglo-Iranian Oil Company for 
the nationalized properties in the amount of £25 million to be 
paid over a ten year period (without interest) beginning 
January 1, 1957.: This is the net amount. due AIOC after due 
-@llowance for Iranian.claims against the company. 


7 Plans for Aid to Iran US representatives in Washington 

and Tehran are studying Iran's financial needs and working on a 
plan of interim assistance. A program involving some $85 million 
in loansand grants, is under consideration. This would provide 
for continuation of a combined technical assistance and develop- 
ment program in the range of $21 to $23 million’and an immediate 
grant of $10 million for budgetary needs, with further aid of 
about $13 million possible. Thereafter, re: uirements for both 
consumer goods and development would have *< be met by loans and 
a program is being worked out now to cover the requirements of 
the next 12 months. 





The UK has decided tentatively to extend a credit of about 
£5 million to Iran for purchase of goods in the sterling area. 


Meanwhile, 
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Meanwhile, the press has reported Premier Zahedi as saying 
that Iran would soon embark on an ambitious five-year develop- 
ment program to be financed from oil revenues and credits which 
it will seek from the US, Eximbank and the IBRD. Our officials 
in Tehran report that Iranian officials are trying to work out 
an orderly development program and, among other things, have 
mentioned a desire for foreign experts, either from the IBRD 
or the US, but stressing they shou_c be employees of Iranian 
agencies. 


DECLASSIFIED FOR PUBLICATION IN FOREIGN 
RELATIONS OF THE UNITED STATES 


STATE--FD, Wash., D. C. 


-— 











ISSUE NO. 449 
August 31, 195% 


SECRET. 


CURRENT ECONOMIC 
DEVELOPMENTS 





LV DEPARTMENT Gb SEAT) 
POLICY REPORT 


DECLASSIFIED FOR PUBLICATION IN FOREIGN 
RELATIONS OF THE UNITED STATES 











BEST COPY AVAILABLE 


esigned to highheht deve 


partment of State. and to 
lems which are currently 


t ne attention in the Departm 
that comes be retained on file. as reference wai nhietime ye 
t ried en \ Gq repetitior 


Document Security Instructions 


Thi mit hould be treated in a rdane 
tne ser easures tor SECRET materia Ex! ' 
ised ' void pudilc or private aiscu it bi 
t (nt t earine of at iy 1 gt authorized have 
For were wont | i ed Fore: Se e Ofte 
, hee ire authorize ive Knowledy 
it er li rthe wvlekeeping o ch will be 
r af De ‘adinpi te t r ul the d 
es ed by bur g | mt | na ti ype 0 
i ist u Jurned in the manne rescribe 


DECLASSIFIED FOR PUBLICATION IN FOREIGN 
RELATIONS OF THE UNITED STATES 





ome? 
' Tr 
tii if 
i 
it 
‘ 
A 
‘ 
it 
SECRE 














SECRET 


August 31, 1954 


CONTENTS 


New Legislation Affecting 


Foreign Economic Policy - ----+--+-+-+-+-+--=-- 


Economic Policy Items 

Other Trade Items 

Copyright and Patent Legislation 

Treaties 

Agricultural Trade and Development 
Assistance Act 

Wool Act 

Mutual Security Program 

Shipping 


Expanded Stockpile Program 


for Lead and Zine Directed - - - - +--+-+=-+<-- 


Tariff Commission Report 
Department Position 
Interagency Decision 
President's Statement 


International Bank Grants 


Loan to Mexicon Railroad - - ---+-+-+-+-+e-+--+-s. 


Loan Conditions 
Mexican Economic Situation 


* * * 


DECLASSIFIED FOR PUBLICATION IN FOREIGN 
RELATIONS OF THE UNITED STATES 





12 








OFFICIAL USE ONLY 


NEW LEGISLATION AFFECTING The second session of the 83rd 
} POLICY Congress, which adjourned (the 


Senate temporarily and the House 
Sine die) on August 20, passed a number of bills which affect 
US foreign economic policy. ‘While revision of the trade 
agreements program with a view te expanding trade was pnst- 
poned, other important bills were enacted, such as the Agri- 
Cultural Trade Development and Assistance Act, the Mutual 
Security Act, and copyright legislation. Some other measures 
supported by the Department were enacted and scme were post- 
poned; and some restrictive measures which the Department +s 


opposed were passed. 


Economic Policy Items On March 30 President Eisenhower 
submitted to the Congress far its consideration his legislative 
proposals for US foreign economic policy, a program which was 
based en the Randall Commission's recommendations. (See 
supplement to March 30, 1954 issue of Current Economic Develop- 
ments.) In addition to requesting a three-year renewal of th 
Trade Agreements Act, with extensive modificetions, the message 
contained recommendations in regard to customs administration 
and procedure; a measure to encourage tourism; measures, 
including tax changes, to encourage US investment abroad; and 
support for US technical cooperation programs. 


On the major item in the President's program, trade agree- 
ments extension, the Congress, with Administration concurrence, 
passed a bill extending for only one year from June 12, 195% . 
the authority of the President tn enter into trade agreements 
under Section 350: of the Tariff.Act af 1930, as amended, 

(See page 1, July 6, 1954 issue.) The Act was amended to 
provide that no action should be taken to Jecrease the duty on 
any article if the President finds that such reduction would 
threaten domestic production needed for projected national 
defense requirements. It also states specifically that enact- 
ment of the legislation does not indicate either approval or 
disapproval of the General Agreement on Tariffs and Trade. 








The House Ways and Means Committee reported that its heavy 
schedule made it impossible for it to hold the. thorough public 
hearings which would be required before action could be taken 
on @ more comprehensive trade agreements measure. The Chairman 
indicated that the general question nf foreign trade would be 
the subject of extensive hearings early next session. In his 
August 23 speech on the record of Congress, President Eisenhower 
pointed out that reciprocal trade is now under earnest study and 


will be taken up by the next Congress. 
of 
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Of the other foreign economic policy legislation recom- 
mended by the President, the Congress passed: a) a weakened 
version of his request dn the field of customs administration 
and procedure; b) two of the four proposed tax changes tn en- 
courage US investment abroad; and c) an appropriation for the 
US technical cooperation program which is slightly-less than 
requested and approximately half of that requested for the UN 
technical assistance program. ; 


The Customs Simplification Act of 1954 directs the US 
Tariff. Commission promptly to make a thorough study of the 
Classification provisions and customs law with a view to 
Simplifying commodity definitions and classifications. The 
Commission is to submit to the President and the Senate Com- 
mittee on Finance and the House Ways and Means Committee — 
within two years its recommendations to accomplish the desired 
simplification. A preliminary report on progress made and tle 
problems encountered is to be submitted by March 15, 1955. — 
Changes in rates of duty are not to be recommended unless the 
Commission finds that desirable simplification ef classifica- 
‘tions cannot be accomplished without tariff changes. 


With respect to procedural changes in administration cf 
the Ahtidumping Act, the Custems Simplification Act transfers 
from Treasury to the Tariff Commissien the responsibility frr 
making a determination of injury. It also limits the retreacti- 
vity of dumping duties to 120 days and requires the Tariff . 
Commission to complete its determination as to injury within 
90 days of Treasury's certification of a dumping price, The 
Customs Simplification Act also includes a provision taken 
from the so-called Jenkins bill which will pernait manufacturers 
of metal articles processed in the US to export such articles 
for further processing abroad and pay duty only on ccst of 
processing done in a foreign country when the articles aro re- 
imported. The remainder of the Jenkins bill providing for 
improvement in method of valuation of imports, which was passed 
by the House last year, was not reported out by the Senate 


Finance Committee. 


The House Ways and Means Committee held hearings but did 
not report favorably the Frelinghuysen bill (H.R. 8352) to 
increasu the duty-free allowance for tourists from $500 to 


$1,000. 7 
On 
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On the recommendation for- tax ehanges to encourage US 
investment. abroad, the following two reiatively minor provi- 
sions were enacted as part of Public Law No. 591: a) over-all 
limitations on foreign tax credits were removed; and b) regu- 
lated. investment companies concentrating on foreign invest- 
ments are permitted to pass on to their stockholders credit 

for foreign taxes which would be available on direct invest- 
ment. The following tax proposals were dropped: a) taxation 
af business income from foreign subsidiaries in segregated 
foreign branches which operate and elect to be taxed as sub- 
sidiaries at a rate 14% lower than the regular corporate rate; 
and b) broadening the definition of foreign taxes that may be 
credited on US income tax to include any tax that is the 
principal tax on business in a foreign eet F] except turnover, 
general sales taxes or excise and social security taxes. 


Of the $131.5 million requested by the President for 
technical cooperation, as part of the Mutual Security Program 
the Congress appropriated $116.5 million. This total includes 
epovensasteiy 9.9 million to pay the remaining half of the 

contribution to the UN technical assistance progran pledged 
for this calendar year. A provision was included in the bill 
however, that no further. commitment for the calendar year 1958 
or thereafter shall be maids by the US until funds are appro- 


priated for that purpose,.::° 


other irade Items Although @ number of bills were intro-~ 
duced which would have modified tariff rates on individual 
imported items or otherwise restricted imports, action was 
completed on very few which are expected to have an effect 

on our relations with other countries. As‘the result of a 
bill reclassifying certain rubber-soled shoes, thé duty on 

such shoes is to be raised, thus, because of commitments under 
the General Agreement on Tariffs and Trade,. necessitating | 
negotiation of compensatory concessions with countries affected 
by the action. At the recent GATT intersessional committee 
meeting the US requested and received permission to undertake 
such negotiations... An amendment was attached to another bill 
which modifies the Tarif? Act with respect to duties appli- 
cable to prepared fish sticks. It. provides that the rae 
new increased duties are not to. enter into force unti US 
has taken action to modify internatiopal obligations which may 
be affected by the changed ;duties. The Department believes 
that some upwaré adjustment of the duty may be in order and 

is prepared to negotiate with the countries which are princtpally 
interested. 


One 
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One bill which was passed by the Congress and which, if 
signed by the President, might have an adverse effect on our 
relations with other countries, provides that imported trout 
offered for sale in the US should be packaged and labeled as 
to the country of origin. The bill also provides that each 
public eating place serving imported trout should post a notice 
showing the foreign country in which the trout was produced. 
The Department recommended against enactment of this bill and. 
then recommended veto of the bill because it would conflict 
with US foreign trade policies and commitments. Denmark, 
Japan and Canada expressed concern over this legislation. 


Several countries which had expressed concern lest the .- 
Flammable Fabrics Act, passed by the first session of the 83rd 
Congress, would result in heavy losses to their exporters are 
somewhat reassured by the passage £n this session of an amend- 
ment to the Act. The amendment exempts from application of 
the Act some fabrics which are not highly flammable although 
it failed to exempt scarves as the Senate bill would have 
done, We consider that this amendment will permit the pubiic 
safety purpose of the original act, without unduly disrupting 
foreign as well as domestic trade, The Department has no 
objection to bills providing for. the reclassification of 
dictaphones, the duty free entry of furfural, black granite - 
for certain monuments under specifiedcircumstances, and crude 
silicon carbide, reduction of the ‘uty on wood dowels, and 
the temporary exemption of racing vehicles and craft imported 
for racing events, Also passed was a further extension of the 
suspension of the copper import tax, which the Department 
approved; and an extension of the suspension of duties and 
import taxes on metal scrap, which the Department had said 
was unnecessary. , 7 


Copyright and Petent Lepisietion On June 25, 1954 the 
Senate gave its advice and consent to ratification of the 
Universal Copyright Convention which was signed by the US on 
September 6, 1952. The Congress also approved legislation _ 
amending US copyright law in order that the US could undertake 
its obligations under the Universal Convention. The principal 
modification effected by this act is to exempt from the local 
manufacturing requirements of the copyright law all books and 
periodicals of foreign origin protected under the Convention. 
Previously, full term copyright protection in the US was ex- 
tended to works in English only if they were manufactured in 
the US. Under the Convention, all works of nationals of member 


countries 
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countries. and works published in such countries will enjoy 

such protection merely by inserting in the published work a 
simplified notice of the reservation of copyright as prescribed 
in the Convention, The provisions of this act and the Universal 
Copyright Convention will go into effect 90 days after the 
deposit of instruments of ratification by 12 countries. | 


The Congress passed legislation to give nationals of 
Germany, except those residing in areas under Soviet or Polish 
administration, and to nationals of Japan a nine-month exten-. 
sion of time to apply for patent rights in the US on inventions 
made between January 1, 1 and April 1, 1950. This legis- 
lation, made necessary because these nationals were unable to 
avail themselves af the right to apply for patents during the 
period 1946-50, is similar to that previously enacted for 
nationals of other countries in the postewar period. - 


Treaties The Senate adopted resolutions of ratification 
of: a) the supplementary protocol between the US and the UK | 
and Northern Ireland amending the double tax convention with. 
respect to income taxes; and b) the US-German double taxation 
convention. No action was taken on the tax conventions with 
Japan and the Netherlands but we hope the Senate will consider 
these when it returns this: fall. Still pending before the 
Senate is the question of adherence to the International Con- 
vention to Facilitate the Importation of Commercial Samples 
and Advertising Material. Also pending is a protocol. modify- 
ing the Convention of 1890 Concerning Creation of an Inter- 
national Union for Publication of Customs Tariffs. The Senate 
passed and the President signed S. 3713, giving effect to the 
International Convention for the High Seas Fisheries of the 
North Pacific Ocean. 


Agricultural Zrade ané Deve zopment Assistance Act One 
of the major actions affecting foreign economic policy was 
passage of the Agricultural Trade Development and Assistance 
Act of 1954 which is designed to increase the consumption of 
US surplus agricultural commodities in foreign countries and 
at the same time encourage economic development, provide for 
purchase of strategic materials and promote .US foreign policy 
in other ways, The functions vested in the President in | 
Titles I and II of the Act will be delegated by ar. Fry ~*~ ive 
Order — is still under discussion by the Departz . 
concerned. 





Title I 
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Title I of the Act provides for sales of US agricultural 
surpluses to friendly nations or organizations for foreign 
currencies. The Commodity Credit Corporation is authorized 
to take a loss of $700 million over a three-year period on 
surplus commodities sold under Title I but there is no ceiling 
on the amount of commodities to be sold under this Title. In 
this respect. it differs from Section 550 of the Mutual Security 
Act of 1953. The new Act provides that "reasonable precautions 
be taken to safeguard usual markets of the US and tr assure 
that sales under this Act will not unduly disrupt world prices 
of agricultural commodities". This ciffers from Section 550 
provisions which stated also that the normal marketings of 
friendly countries should not be disrupted and provided that 
sales be at world prices. As in the case of Section 550 trans- . 
actions, private trade channels are to be used to the maximum 
extent practicable; cansideration is to be given to underdevebped 
and new market areas; and purchasing countries are to give as- 
surance that they will not resell or transship to other countries 
or use for other than.domestic purposes without specific ap- 
proval of the President. The Act also requires that assurance 
be obtained from the foreign purchasing governments that they 
do not intend, as a result of a purchase under this Act, to 
resell an equivalent quantity of the same or similar commodity 
to the Soviet bloc. The President, in making sales for foreign 
currencies, is to afford any friendly nation the maximum op- 
portunity to purchase surplus agricultural commodities from the 
US, taking account of opportunities to achieve the policies of 
the Act and to make effective use of the foreign currencies 
received. The foreign currency sales proceeds received under 
Title I may be used by the President for eight specified pur- 
poses, which are in general.substantially the same as those 
specifically provided for in Section 550 and include procure nt 
of strategic materials for a supplemental US stockpile; pro- 
curement of military equipment, materials, facilities, and 
services for mutual defense; financing exports of goods or 
services from one country to another; economic development; 
and international exchange programs. , 


Title II of the Act authorizes the use of $300 million 
worth of surplus agricultural commodities out of CCC stocks for 
famine relief and other emergency assistance to foreign areas, 
over a three-year period. These stocks may be furnished by 
the President, as in the case of P.L. 216 of the first session 
of the 83rd Congress, to friendly peoples to meet famine or | 


other 
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other: urgent relief requirementé and to friendly but needy 
populations without regard to the friendliness of their govern- 
ment. The latter provision permits such operations as the 
relief programs we have recently offered in the Danube flood 
area, The $300 million worth of surplus commodities may also 
be drawn upon for use as grants to assist special cpoperative 
programs undertaken with friendly governments or through 
voluntary relief agencies for low-income groups, such as 
school-lunch programs. Transfers may be made through inter- 
governmental organizations such as UNICEF, and other agencies 
and the facilities of voluntary relief agencies are to be used 
to the extent practicable. 


Title III of the Act broadens the scope of surplus agri- 
cultural commodities which may be furnished directly by CCC 
under Section 416 of the Agricultural Act of 1949 to voluntary 
relief agencies for distribution to assist needy persons outside 
the US, and authorizes the CCC to use its funds to cover the 
costs of reprocessing, packaging, inland US transportation, 
handling and other charges in connection with the furnishing 
of these commodities, e Secretary of Agriculture is directed 
to utilize the barter authority conferred on him by Section 
104(h) of the Commodity Credit Corporation Charter Act to 
obtain strategic materials wherever such barter may result in 
obtaining strategic materials which entail less risk of less 
through deterioration or substantially less storage charges 
than would result from the retention of the agricultural 
commodities by the US. (This barter authority is separate 
from and independent of the authority in Title I of this Act, 
which authorizes the President to use foreign currency sales 
proceeds to purchase strategic materials for a supplemental 


US stockpile.) 


Title I and Title II funds may be drawn upon tc cover 
inland transportation costs of delivering the commodities on 
board vessels in US ports and for handling costs within the 
US. Other Ccc funds may be used for inland transportation 
and related costs under Title III. To the extent the US Govern- 
ment finances ocean transportation costs under any of these 
titles, it is contemplated that funds for this purpose will 
be provided out of Mutual Security program funds. 


Wool Act 
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Wool Act Included in the Agricultural Act of 1954 are 
provisions establishing a new program for wool, the principal 
feature of which is that the Secretary of Agriculture is autho- 
rized to make direct payments to growers to encourage the 7 
production of wool, such payments not to exceed 110% of parity. 
The total of all such payments made under the law may not 
exceed at any time an amount equal to 70% of the accumulated 
totals of the specific cusbms duties collected on all articles 
subject to duty under Schedule 11 of the Tariff Act of 1930, 
The Secretary is also authorized, at his discretion, to support 
the price of wool by means of loans and purchase agreements. 

In such a case no price support shall be made available at a 
level in excess of 90% of the parity price for wool, Generally 
speaking, this is the program which the President recommended 
the po po adopt prior to his declining to act on the Tariff 
Commission's recommendations for new restrictions on wool. 

(See page 4 of March 16, 1954 issue.) 


Mutual Security Program Just before adjourning the 
Congress appropriated approximately $2.8 billion to carry out 
the Mutual Security Act of 1954, some $650 million less than 
the President requested. (See page 6, April 27, 1954 issue.) 
The Congress approved the use of nearly $2.5 billion in un- 
obligated funds from previous years, bringing the total to 
$5e2 billion. The bulk of the new funds are for military 
assistance ($2.4 billion), reflecting the shift in emphasis 
away from economic aid, fer which only $184.5 million is ap- 
propriated in contrast with $4.4 billion appropriated for 
that purpose in the peak year of 1948. Further, the Mutual 
Security Act specifically provides for termination of develop- 
ment assistance by June 1955. Not less than $200 million of 
the aid funds are to be used for loans. These are repayable 
in dollars, local currencies or materials, and are to be ad- 
ministered through the Eximbank. 


The program is divided by functions into the following 
categories: : | 


Mutual defense assistance - Title I 


Military assistance $1,192,700, 000 

Southeast Asia, Western Pacific : 
and direct forces support 795,000,000 
Defense Support 1329099 9199 
Development Assistance - Title II 1 'Ceeiaes 
Technical Cooperation - Title III 116,457,621 
Other Programs - Title IV 61, 74+, 000 
Transfer 
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Transfer of funds is permitted up to 10% of the funds 
from any provision to. any other, per the amount for the 
latter’ is not increased by more than 2 


_ The amount of $700,00G,000 was included for support of 
forces of free nations dn Southeast Asia, including furnish- 
as far as possible, of direct assistance to the Associated 
Stakes’ of Cambodia, Laos and Vietnam, as well as for other ex- 
penditures te accomplish in Southeast Asia and the Western 
Pacific the policies and purposes of the Mutual Security Act. 
So far as posaame aid is to be given directly to the peoples 
of the area. oad discretion is given to the President in > 
use of these Ps oy Provision is included, however, that 
none of the funds may be used for assistance to any ’ nation 
which in the opinion of the President is not cooperating in 
common defense efforts against further Communist penetration 
and/or aggression. 


The amount of $205,000,000 is appropriated for defense 
support, relief and rehabilitation, and other necessary as- 
sistance for Korea. In addition, $3 million is authorized 
for US contributions to the UN Korean Reconstruction Agency 
plus the $16 million of the unobligated balances heretofore 
made available for this purpose. 


Development assistance appropriated includes $115 million 
for the Near East and Africa, $60.5 million for South Asia, 
and $9 million for the American Republics and non-self-governing 
territories in the Western Hemisphere, For the US technical 
cooperation program, $105 million is appropriated. In addi- 
tion, approximately $9.9 million is appropriated to cover the 
amount pledged by the US to the UN expanded program of techni- 
cal assistance for the calendar year 1954. Provision is 
included, however, that no commitment for the calendar year 
1955 or thereafter shall be pledged on tehalf of the US until 
the Congress appropriates for this purpose. The amount of 
$1.5 million is provided for the US contribution to the 
= assistance program of the Organization of American 

tates. 


Of the total funds appropriated, not less than $350 
million are to be used to finance export and sale for foreign 
currencies of surplus agricultural commodities, in addition 
to commodities transferred under the Agricultural Trade 


Development 
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Development and Assistance Act of 1954. Stipulation is in- 
cluded that these sales are to be in accordance with the 

Standards as to ere, and the use of private trade channels 
expressed in that Act (see above). The appropriation legis- 
lation further stipulates that $55 million of the unobligated 

_ balances shall be available only for the procurement and sale 
of surplus agricultural commodities as assistance to Spain 

’ during the current fiscal year.: It is further provided that 
80% of the foreign currencies generated thereunder shall be 
used to strengthen and improve the civilian economy of Spain, 
the balance to be available for use of the US, provided however 
that this provision should not be construed as a precedent 
or aS an abrogation of any agreement heretofore entered into. 


The Act specifically provides for abolition of the 
Foreign Operations Administration by June 30, 1955. The 
President may transfer aid administration to any agency he 
chooses, except that the Act specifically states that tech- 
nical cooperation is to be administered by the State Department 
following termination of FOA. The Congressional objective is 
that further aid programs necessary in the US interest will 
thereafter be administered by permanent executive departments. 


Shipping S. 3233, amending the Merchant Merine Act, 
1936, € so-called permanent 50-50 shipping legislation) 
became law on August 27, 1954. This provides that whenever 
the US procures or otherwise. obtains for. its own account or 
for the account of any foreign nation without provision for 
reimbursement, any equipment, materiels, or commodities, at. . 
home or abroad, the appropriate agencies shall take the neces- 
sary steps to assure that at least 50% of the gross tonnage 

of such materials shall be transported on US commercial 
vessels, The amendment also is to apply whenever the US 
advances funds or credits or guarantees the convertibility 

of foreign currencies tn connection with the furnishing of 
such equipment, materiels, or commodities. "Market rates" 

for US commercial vessels are specified and the percentage 
distribution is to be computed separately for dry bulk car- 
riers, dry cargo liners and tankers, and by geographic areas. 
These provisions may be temporarily waived by action of 
Congress or by the President or the Secretary of Defense 
declaring existence of an emergency. 


Tn 
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In signing the bill the President expressed concern over 
certain aspects of the legislation, such as the provision 
with regard to currency convertibility and to its possible 
adverse effect on the disposal of surplus US agricultural 
products abroad, and to the application of the amendment to 
offshore procurement which might increase the cost of our aid 
program. Tue President suggested that he might recommend 
further changes when the Department of Commerce completes its 
study of the available means for providing direct support to 
maintain an adequate merchant marine, 


The ships for Brazil bill (S. 2370) was signed into law 
on July 15 (P.L.e 496). This legislation authorizes the 
Secretary of Commerce to transfer to the Government of Brazil 
or to citizens °f Brazil title to not more than twelve 
61-MAV-1 type merchant vessels (5,000 deadweight tons capacity). 
for use in the coastwise trade of Brazil. These vessels are 
to be sold at prices determined under Section 3 of the Merchant 
Ship Sales Act, 1946, as amended. Congress also approved 
legislation (S.J. Res. 72) to authorize the Secretary of 
Commerce to extend certain charters of vessels to citizens 
3 wae we of the Philippines through June 30, 1955 

ewe @ 


Signed on August 13 was P.L. 584+ amending the Communica- 
tions Act, 1934, with respect to implementing the International 
Convention for the Safety 6f Life at Sea. Signed on the same 
day was P.Le 590 making certain provisions for the carrying 
out of the Agreement for the Promotion of Safety on the Great 
Lakes by Means of Radiog Pel. 574, signed August 10, amends 
the Merchant Marine Act, i936, by providing a national defense 
reserve of tankers and promoting the construction of new 
tankerSe Pele 575, also signed August 10, authorizes the 
long-term chartering of tankers and the construction of 
tankers by the Secretary of the Navy. 


In addition, Congress passed legislation authorizing: 
the payment of gly, 5 million in construction differential 
subsidies and for the national defense features of two new 
liners each for the Grace and Moore-McCormack Steamship 
companies; the modernization of four Liberty ships from the 
laid-up fleet to the ««tont of $11.1 million; and the expendi- 


ture of $12 million ve repair of vessels in the laid-up 
fleet. 
* * * 
EX PANDED 
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EXPANDED STOCKPILE PROGRAM On August 20 President Eisenhower 
FOR LEAD AND ZINC DIRECTED outlined an expanded stockpiling 

program for strengthening the lead 
and zinc industry in lieu of accepting the recommendations of 
the US Tariff Commission for an increase in the duty on imports 
of these two metals. The steps directed by the President are: 
1) increased purchases at market prices of newly mined domestic 
lead and zinc under the long-term stockpile program; 2) the 
acquisition of lead and zinc of foreign origin for the supple- 
mental stockpile which is‘ authorized by the recently enacted 
Agricultural Trade Development and Assistance Act; and 3) 
action by the Secretary of State to seek recognition by the 
foreign countries which are principal suppliers of lead and 
zinc that this increased stockpile buying is designed to help 
US domestic production. The President indicated he would ~ 
review the situation early next year to determine whether 
additional measures are necessary. 





Tariff Commission Report In an escape clause report 
submitted to the President on May 21, the Tariff Commission 
unanimously found that, as a result in part of customs treat- 
ment reflecting concessions granted in the General Agreement 
on Tariffs and Trade, lead and zinc products were béing imported 
in such quantities as to cause serious injury to the domestic 
industry. Consequently, the Commission recommended that the 
tariffs on these items be increased to a rate 50% above that 
existing on January 1, 1945, to apply indefinitely. The re- 
commendation would have tripled present duties on Ziric and 
more than doubled duties on lead, resulting in both cases in 
rates above the Tariff fct of 1930. One Commissioner dissented 
from the recommendations on magnitude of increase, and 
suggested instead that restoration of the @ariff Act rates 
would be sufficient. 


In its escape clause Investigation, concluded in May, the 
Tariff Commission found lead and zinc inventories high, and, in 
spite of recent improvement, prices not much abovecthe lowest 
levels reached since 1946. Over 40 mines had closed and 
employment in mines and mills was down by about one-third 
Since the beginning of 1952. The report showed that US 
production of lead for the period 1950-53 had increased about 
20% over prewar and zinc protiuction had increased by about 13%. 
However, imports of each product had increased very much during 
this period, with the result that net lead imports were about 
58% of domestic production (including recovery from old scrap) 


and 
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and net zine imports were about 71%. Prewar lead imports were 
only about .5% of domestic production and prewar zinc imports 
were about 6%. The report stated that duties do not afford much 
protection since at 1953 prices for manufactured lead, the 

duty is eQuivalent to about 8.2% and the zinc duty is equivalent 
to about 6.82. At prewar prices the Tariff ‘ct rates provided 
for much more substantial protection--lead 51.3% and zinc 

67.2%, based on the value of 1939 imports. 


Department Position In its comment to the President on 
the Tariff Commission report, the Department strongly urged 
rejection of the recommendations and use of available stock- 
piling authority to meet the problem. This we believed would 
be much more effective than tariff increases and would avoid the 
serious international consequences that were certain to result 
from the erection of additional barriers against imports from 
friendly countries. 





The Department did not contest the basic finding of the 
Commission that tBhere is distress among marginal lead and 
zinc mines as a result of the sharp decline in prices since. 
the peak reached durin, the Korean war. We didinoét agree, how- 
ever, that any substantial part of that distress could be 
attributed to the reductions that have been made in the tariffs 
on lead and zinc under the frade Agreements program nor that 
the increase in duties recommended by the Commission would 
solve the problem of the industry. Our analysis disclosed 
that a tariff increase would have little or no effect on 
employment, especially in small-mines. Even if an increase . 
in tariffs were an adequate solution, however, there were, 
we felt, compelling international and stratex,ic reasons for 
avoiding tariff increases if possible. 


The Department in its memorandum to the President and in 
subsequent interagency meetings pointed out that US leadership 
in the free world depends in large part on the foreign economic 
policy recommended by the President. An increase in lead and 
zinc tariffs would be contrary to this policy, and would further 
damage US leadership which has already been affected by a 
series of actions that other countries are inclined to interpret 
as a retreat to economic isolationism. The Department received 
notes protesting or expressin, concern from the ,overnments 
of Mexico, Cinada, Peru, Italy, France, Belgium, the UK, South 
Africa, ‘ustralia and Germany. ‘ft least six countries of real 


importance 
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importance to us (Canada, Mexico, Peru, Australia, Yugoslavia, 
Bolivia) would be markedly affected by an increase. in lead 

and zinc tariffs. The US Government has formal commitments 
under GATT, directly involving Canada, Peru and Australia, 
which would be revoked by an increase in lead and zinc tariffs. 
Countries injured by a tariff increase might well retaliate 
against American exports. A tariff increase would seriously 
jeopardize the US position at the coming Inter-American Rio 
Confereence, as it would be considered completely inconsistent 
with our professions of Western Hemisphere solidarity advanced 
in the political sphere at the Caracas meeting. 


Furthermore, we pointed out, the US is not, and cannot 
be, independent. of lead and zinc imports even in peacetime 
and in time of emergency desperately needs these metals. 


We concluded that increased tariffs are not necessary, 
pointing to the Minerals Policy Committee recommendétion and 
the President's approval of a policy of. expanded -stockpile 
objectives. We proposed that under this policy stockpile 
purchases for lead and zinc be expanded and, if this did not 


-meet the problem, that a subsidy or other direct support: other 


than tariffs be considered. A subsidy would, we considered, 
help small mines and improve employment more effectively than 
any other measure. Furthermore, a subsidy wouid cost the US 
economy very much less than a tariff increase. 


Interagency Decision When the Department presented its 
position to the Cabinet Committee on Metals and Minerals Policy, 
there was little support from other agencies for our position. 
A working-level group was established to report on the relative 
merits of tariff versus subsidy and to consider the appli- 
cability to lead and zine of the copper formula (if imports 
reach a certain level, increased duties apply). On August 12, 
the Cabinet Committee decided that action should be postponed - 
for six months on either a tariff increase ‘or a subsidy. 

During the interim, the program announced by the President 


‘on August 20 will be put into effect. If at the end of six 


months the situation is not stabilized, the issue will be 
reopened. 


Peenttent te Statement As required by legislation, the 
President infommed the Chairmen of the Senate Finance Committee 
and the House Ways and Means Committee of his reasons for 


rejecting 
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rejecting the Tariff Commission's escape clause recommendations. 
He stated that, after a thorough review of the lead-zinc problem 
in consultation with Cabinet officers, members of Congress and 
other informed persons, he considers “a serious question exists 
as to the magnitude of the direct benefits that could be 
expected from the recommended tariff increases. Since the 
benefits to be derived from an increase of the tariff on lead 
and zinc are so uncertain", he added that he was "not prepared 
to seek them at the expense of the serious adverse consequences 
that would follow for our international relations." 


As affirmative steps to strengthen and protect our domestic 
mobilization base for lead and zinc, the President directed 
the Director of ODM to increase2purchases at market prices 
of newly mined domestic lead and zinc under the long-term stock- 
pile program. In this fiscal year the Government could purchase 
up to 200,000 tons of lead and 300,000 tons of zinc. He also 
directed the Secretary of Agriculture to acquire lead and zinc 
of foreign origin, from the proceeds of foreign sales of 
surplus agricultural commodities, for the supplemental stockpile 
authorized by the Agricultural Trade Development and Assistance 
Act of 1954. In addition, he directed the Secretary of State 
to seek recognition by the foreign countries which are principal 
suppliers of lead and zinc that this increased stockpile buying 
is designed to help American production and that they will not 
try to take any unfair advantage of it. 


The President pointed out that the outlook for these two 
commodities is improved. There have been some increases in 
prices since early in the year. There are some excess stocks 
but it appears that these inventories can be reduced by 8stock- 
piling purchases together with the high rate of consumption 
which is indicated by the general economic outlook. Further, 
the volume of imports this year has been considerably lower 
than the rate during 1953. 


If the three steps @irected by the President do not accomp- 
lish the desired objectives, the President stated he would be 
prepared early next year to consider more far reaching measures 
and to make appropréate recommendations to the Congress. 


* * * 
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INTERNATIONAL BANK GRANTS The International Bank on August 24 
LOAN TO MEXICAN RAILROAD announced a loan of $61 million to 

the Pacific Railroad of Mexico. The 
loan will be used to finance the. foreign exchange costs of the 
railroad's rehabilitation program, the total cost of which is 
estimated at $80 million. : 





The railroad, which Mexico purchased in 1951 from the 
Southern Pacific Company, serves the northwest area of Mexico-- 
one of the most important agricultural centers. The area is 
developing rapidly and rehabilitation of the railroad is an 
essential aspect of this development. Plans for the rehabili- 
tation, based on a study prepared by US railroad consultants, 
involve. principally relaying almost the entire track, repairing 
bridges, and substituting diesel locomotives for steam. The 
program,which is already under way, is to be completed in 
four years. 


Following Mexico's request for the loan in April,- the 
International Bank sent a mission to make an on-the-spot 
investigation of the project and to reassess Mexico's economic 
position and prospects. The mission concluded that improving 
the administration and operating efficiency of the railroad was 
as important as rehabilitation of the physical assets. The 
Bank's loan was therefore made subject to sixteen conditions 
involving action designated primarily to improve the railroad's 
management and organization. The conditions coincide with US 
views on the type of reforms needed,-not only for this but for 
the Mexican National Railways. 


; The mission made a favorable report on Mexico's economic 
situation and concluded that it could service this loan in addi- 
tion to its existing debt of approximately $340 million. 


Loan Conditions Action has already been initiated toward 
fulfilling the Bank's conditions on which the loan depends. 
The composition of the Board of Directors has been altered so 
as to diminish Government representation and to increase that 
of agricultural, industrial and banking interests of the area 
served by the railroad. Top management has been reorganized 
although the new management continued under the direct control 
of the Ministry of Communications. The headquarters of the 
railroad have been moved from Mexico City to Guadalajara. A 
number of the important posts have been withdrawn from the 
syndicate's control. The railroad has retained the firm of 


consultants 


DECLASSIFIED FOR PUBLICATION IN FOREIGN 
RELATIONS OF THE UNITED STATES 











OFFICIAL USE ONLY 
- 19 - 


consultants on whose survey the rehabilitation program is based. 
The Government has agreed that the railroad may retain as a 
regular source of income the 10% tax levied on freight charges 
and passenger fares. = 


Additional conditions are that the rate structure is to be 
revised so as to increase the railroad's gross revenues by _. 
about 10%. Rates are to be maintained at a level sufficient 
to cover operating and maintenance costs, taxes, rehabilitation 
costs not financed by the Bank loan, payment of service on all 
outstanding debt and of the guaranteed dividend on "A" shares, 
and adequate working capital. The government is to draw no 
dividends on its investment in the railroad during the life of 
the Bank loan (15 years) and no further "A" shares are to be 
issued. Further borrowing by the railroad, except for short 
term loans, is subject to Bank agreement. Further, @ general 
overhaul of administrative and operating practices is to be 
carried out, including a reduction in the labor force to the 
minimum necessary for efficient operation. 


Mexican Economic Situation In mid-July Mexico's payments 
position began to recover from the effects of the severe 
capital flight which, combined with seasonal factors, had 
greatly reduced the reserves of the Bank of Mexico after 
devaluation of the peso on April 17. (See page 13, April 27, 
1954 issue.) In early August the situation seemed to be 
improving satisfactorily. 





In its report on Mexico's economy and its prospects, the 
Bank mission concluded that the outlook for Mexico's economic 
growth and balance of payments is favorable. The devaluation 
of the peso is expected to stimulate output and reduce imports. 
The balance of payments position is basically strong because 
of diversification of exports, high earnings from tourism, and 
the country's near self-sufficiency in food and raw materials. 
The report concludes, however, that the level of public revenue 
must be raised and the selection and coordination of public 
investment improved in order to maintain progress and at the 
same time avoid periodic disturbances in internal monetary 
stability and in the balance of payments. 


The Mexican Government's views on desirable economic 
policies are substantially in harmony with those of the Bank's 
staff and the Government is making strong efforts to implement 
them. It is determined to keep public expenditures within the 


limits 
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limits of public revenue and non-inflationary borrowing. It 
wants to make autonomous government agencies and enterprises 
financially self-supporting in order to avoid one source of: 
past inflation. It plans to make the Investment Committee an 
efficient instrument for the control of public investment and 
has given it responsibility for approving all public invest- 
ments. Through this Investment Committee and the "Nacional 
Financiera", the Government intends to control all external 
borrowing of autonomous government agencies and enterprises. 
Rather than increasing taxes or imposing new ones so soon after 
the. devaluation, the Government plans to concentrate for the 
next year or so on increasing Government revenue by improving 
the collection of existing taxes. 


The Bank concluded that there is good reason to believe 
that Mexico will use the breathing space afforded by the 
devaluation to strengthen its economy. If this is done, the 
Bank believes it could extend its investment in Mexican develop- 
ment still further. 
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AVIATION PROBLEMS ‘The approaching return of a German airline. 
REGARDING GERMANY to the field of air transport has been .:: 
marked by strong rivalry between airlines... 
and aircraft manufacturers for a share of the new market thus:. 
created. With no aircraft industry of its own, and lacking © 
the experience which other carriers had acqvired through 
enormous expansion of air transport since the end of the war; 
it was apparent that in the beginning Germany would have to .- 
rely heavily on foreign equipment and foreign experience and 
that the type of equipment selected for the initial phases of. 
operation might well set a pattern. As a result, there has 
beer a scramble for orders from the Germans and offers of... . 
assistance from practically every major airline operating in re 
Europe. In addition, there have been approaches to the gt. 
Federal Republic by the US and other governments for negotia-.. 
tion of bilateral air transport agreements. : 
‘Background Germany has been forbidden to operate civil. bs 
airlines since the surrender in 1945, Ever since the signa- . 
ture of the Contractual Agreements in May 1952, however, steps 
have been taken preparatory to development of a German airline, 
sinee Chapter'‘12. of “the Settlement Convéntion grants virtual . 
sovereignty to the Federal Republic in the field $f civil . 
aviation, the three Allied Powers retaining only specified .. 
rights for themselves. (These refer in particular to flights; 
between Berlin and‘ the’ Federal ere’ Repu and. to. ne moveRsty.. 
of Soviet atrerett over. the Federal. epublic.) at 


' One of the rirst German moves was the formation of a ... 
company to make preparations so that a German airline would ,.. 
be able to begin operations with as little delay as possible .. 
after. the Contractual agreements came into force, This com-.. 
pany (originally known as Luftag, now Lufthansa) initiated the 
training of personnel--training pilots under one program in 
England and ground crews under another at KLM bases in Holland. 
Training is: also going forward in the United States at the 
Transécean Airlines main base at Oakland, California. Luftag 
ordered equipment and began to set up the necessary complex 
organization required by modern transport operations. A com- 
mittee surveyed the types of equipment which should be purchased 
from abréad and orders were placed for four Convairs to be 
delivered in 1954 to be used in European service, and four 
Super-Constellations for the intercontinental service to be 
delivered sometime in 1955. The Military Security Board 
approved importation of two Link trainers from the UK which 


are 
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are now in Germany and are in use testing and training pilots. 
Luftag also placed an order for spare parts for maintenance of 
the equipment which had been ordered, but this has been held up 
in the Military Security Board, pending a decision by the Allied 
High Commission to permit Lufthansa operation, 


Bes (BO) CWTUS tae Agreement When Luftag was formed, other 
airlines offered assistance, with British European Airlines being 
the most persistent and energetic in this regard. In April an 
agreement was signed by BEA, BOAC and Luftag which contained a 
clause providing that BEA/BOAC be given first opportunity to 
operate any routes which Luftag might acquire but could not 
immediately utilize and which prevented Luftag from discussing 
such questions with other carriers until it had been established 
that no arrangement could be reached with BEA/BOAC, The agree- 
ment was for a ten-year period, with either party being free to 
give two years' cancellation notice at the end of five years. 
The document came to the attention of the US and French airline 
officials who reacted very negatively to its tone and discrimi- 
natory features, 


Even prior to signature of this agreement, British High 
Commission representatives in a regular General Committee meeting 
raised the question of the first Convairs, stating that Luftag 
had approached BEA with a request that the latter operate. these 
Planes until such time as the Contractual Agreements came into 
force and the Germans. would be free to fly their own planes and 
asked the Committee to approve this arrangement. The Luftag-BEA 
working arrangement provided that the planes would be manned 
primarily by German crews but that the first pilot would be 
British and the aircraft would carry British markings. The . 
French member of the General Committee, while not objecting in 
principle to British operation of German aircraft, felt that the 
presence of German crews would amount to advance implementation 
of the Contractual Agreements and also desired maintenance on the 
ground to be carried out by mixed British and German personnel 
under UK supervision. For tactical reasons which appear later, 
the US member reserved his position at that time. 


Meanwhile, American industry and government became alarmed 
at the indications that the British were moving ahead to secure 
@ favored position in German air operations. There was an | 
obvious danger if a British airline operated American equipment 


with 
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with which it is unfamiliar that the outcome might discredit the 
reputation of this equipment not only in Germany but elsewhere 
in the world and influence other potential buyers. 


German Requests for 2ncepenge ebere tech Ratification of 
the Contractuals became delayed far beyond the time that was ex- 
pected when they were signed, and the German Government in May 
requested the Allied High Commission to authorize German opera- 
tion, under Allied supervision, of the planes which had already 
been orcered. The decision to request this authorization was 
prompted also by press reports that the East German Government 
was planning to set up 4 German airline in the Soviet Zone which 
would be called Lufthansa-Ost, a move plainly intended to under- 
cut aviation circles in the Federal Republic which were attempting 
to restore Lufthansa to the airways. The persistence of these 
rumors compelled Luftag to advance its own schedule on restoring 
the Lufthansa name which originally had been planned to take place 
on the first day of German operation of a commercial plane. 





The request from the Germans was received by the High Commis- 
Sion's General Committee May 22, the agenda for that day having 
on it the British request for BEA operation of Luftag Convairs, - 
When the latter question was raised, the US stated it would appear 
to have been superseded by the formal request just received from 
the German Government. 


The initial French reaction to the German request was com- 
pletely negative and its preference was for the British proposal. 
Later, however, after the US representatives had pointed out the 
restrictive features of the BEA/BOAC-Luftag agreement, the French 
Deputy High Commissioner told our representatives he was author- 
ized to approve operation of the four Convairs by Germans under 
AHC Civil Aeronautics Board supervision subject to certain condi- 
tions. These were that the first pilots should not be German; 
that the planes be registered by non-German authorities (presuma- 
bly the Allied High Commission CAB); that the German company 
designate itself as the "German commercial airline under CAB 
supervision". He also proposed that the US and France should 
agree to eventually take action against the BEA/BOAC-Luftag 
agreement, but our representative made-no commitment in that 
regard. Before this position could be considered further, however, 
the French representative was instructed by Paris that Mendes- 
France had asked that the matter of Luftag operation be held up 
until after the debate on the European Defense Community had been 
commenced, 


Now 
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‘Now that the EDC debate is over and in view of the imnmi- 
nence of the delivery of the Convairs, our representatives in 
Bonn feel that agction must be taken. They have reminded the 
French of their formula for German airline operation and indi- 
cated that the US considers this a commitment. Instructions 
have been sent by the Department for the Embassy in Paris to 
press the French at the highest level for early agreement. 


Negotiation of Air Transport Agreement Meanwhile, the. 
Department informed H1COG that it believed preliminary negotia- 
tions looking toward an air transport agreement with the Federal 
Republic should be undertaken promptly and should be pursued 
vigorously. We are anxious to take advantage of the Germans'., 
professed desire to complete their first post-war civil air trans- 
port agreement with the US and hope that they will hold one nego- 
tiation at a time, with the US consultation being first. While 
normally we prefer to have such negotiations in Washington, we 
agreed to accede to the German desire to have them in Germany in 
order to provide an appropriate atmosphere to obtaining their 
agreement to use the US standard draft as a basis for negotiation. 
When informed of our readiness, the Germans replied that they 
were submitting a modified German draft which'would probably 
reguire several weeks of US study. This will probably mean that 
talks cannot begin until October. Meanwhile, two German aviation 
officials are making an informal visit to the United States this 
month to exchange views with US aviation officials, observe US 
Government aviation organization,’ and “to meet with airline offi- 
cigls, aviation suppliers and other manufacturers. 


CONFIDENTIAL 
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PRESIDENT DECIDES AGAINST Last week President Eisenhower 
TNCREASED CTASSUARE DUTTES announced his decision not to in- 

" crease the duties on imports of 
certain hand-blown glassware. The decision was made following 
submission of the US Tariff Commission's supplemental report 
requested by the President in November 1953 when he referred 
the case back to the Commission for amplification. 


In its 
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in its escape clause report, submitted to the President in 
September 1953, and in its supplemental report, the Tariff 
Commission is in agreement that the problem of import competition 
arises only in hand-bdlown table and art glassware, mainly stem- 
ware. The Commission, however, is not in agreement on either 
the findings as to injury to domestic producers of hand-blown 
glassware or on the recommendations for action, but is divided 
into two equal groups. One group of three Commissioners states 
that increased imports under the tariff concessions granted in 
the General Agreement on Tariffs and Trade are causing serious 
injury to domestic producers. It recommended not only that the 
concession be withdrawn but that the rates in operation on 
January 1, 1945 be increased the maximum allowable under the 
law, that is to 673% ad valorem for a small group of imports 
and to 90% for the bulk of imports. The present rates of 
duty start at 30%. The other group of three Commissioners 
takes the position that the decline in recent years in domestic 
producers! business has not been the result of trade agreement 
reductions in duty but of long-continued technological changes 
in the field which has led consumers to shift from the tradi- 
tional hand-blown ware to the increasingly attractive and much 
less expensive machine-made glassware. Accordingly this group 


recommended no action. 


After studying the escape clause report when it was sub- 
mitted in September 1953, the President concluded that before 
he made a final decision he needed additional information and 
referred the case back to the Commission, asking that it pursue 
several lines of inquiry. He requested further information 
on the effect of competition from the expanding machine-made 
glassware industry on the various branches of the hand-blown 
industry, estimates as to the effects that past changes in 
the duty have had upon retail prices and consumer preferences 
in the US and the probable effects that new tariffs increases 
would have on the market, and the effect caused by the apparent 
shift to imports of higher quality glassware. In its supple- 
mental report the Commission indicated that it had encountered 
difficulty in obtaining satisfactory information on the points 
raised by the Presiaent. 


In accepting the general view of the Commissioners who 
found no injury to the hand-blown glassware industry caused by 
imports resulting from a tariff concession, the President stated 
that “the fundamental cause of the difficulties of this industry 
lies in competition offered by machine-made glassware to both 


imported 
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imported and domestic hand-made ware." He pointed out that 
total US consumption, including the portion supplied by imports, 
of hand-blown table and art glassware dropped from 7.2 million 
dozen pieces in 1937 to 3 million dozen pieces in 1952, while 
the consumption of machine-made tumblers and stemware increased 
from 40 million dozen pieces to 65 million dozen pieces durin; 
the same period. Both imports and domestic production suffered 
by the decline in consumption of hand-blown ware, According 

to the latest data given in the Tariff Commission report, 
imports in 1952 amounted to 910,000 dozen pieces as compared 
with an estimated 2 million dozen pieces in 1937. Although 

the available data are intonclusive, it appears that up to the 
end of 1952 imports supplied about the same share of the total 
domestic market as they did in 1937. 


The President concluded that the difficulty confronting 
this industry is not the duty concession but a rapidly shrinking 
market, adding that it would be necessary for domestic producers 
of handblown glassware to find means of preparing themselves 
to meet changes in industrial techniques and consumer preferences, 
He suggested that an attempt be made to find specialities or 
other products which the industry can make and for which a 
profitable market can be sustained in the US. He expressed the 
opinion that added tariff production offers no comparable real 
benefit. While it might offer some short-term relief, it would 
Cloud the issues as to the industry's long-term needs and by 
postponing needed changes, it would also tend to discourage 
product and market research. . 


When the Commission first submitted its report last year, 
the Department advised the President to accept the recommendation 
against an increase in the tariff. It was our view that the 
facts did not support a finding that serious injury had been 
caused by increased imports resulting from a tariff concession. 
We stated that the cause of the difficulty of the hand-made 
glassware industry appeared to be competition from machine- 
made ware, virtually all of which comes from domestic sources 
of supply. We pointed out that the UK, France, Germany, Italy, 
Belgium, the Netherlands, Sweden, Austria, Finland, Japan and 
Ireland, all of which export hand-blown glassware to the US, 
had expressed concern to this government regarding the proposal 
to take restrictive action against imports of this product. 
Under GATT, we have commitments with ten of these countries 
and all of them have persistent dollar problems. 


* * * 


SUGAR 


UNCLASSIFIED 


DECLASSIFIED FOR PUBLICATION IN FOREIGN © 
RELATIONS OF THE UNITED STATES ' 








OFFICIAL USE ONLY 


| -T- 
SUGAR COUNCIL ASKS — Representatives of 24 Governments attended 
X T CUT the meetings of the International Sugar 





Council in London from September 8 to 10. 
The Council estimated that in 1954 market supplies of sugar 
would exceed requirements by 254,000 metric tons. To relieve 
the market of the excess supply, the Council endorsed a2 plan 
which recommended that participating exporting countries 
voluntarily reduce their export quotas by the amount of the 
surplus. 


_ Background The International Sugar Agreement, which came 
into force on January 1, 1954, has for its primary objective 
assuring supplies of sugar to importing countries and markets 
for sugar to exporting countries at equitable and stable prices. 
The Agreement assigns a basic export quota to each exporting 
country which represents the country's proportionate share of 
the world "free" market for sugar. At the beginning of each 
year, basic export quotas are adjusted pro rata so that in 
total they equal estimated requirements of the world market. 
Provision is also made for adjustments in export quotas during 
the year as conditions change. However, the Agreement provides 
that when countries notify the Council that they will be unable 
to fill all their quota, the shortfalls shall be distributed 
to the remaining exporting countries on a basis which gives 
priority to certain exporters. Thus the first 50,000 tons are 
allotted to Cuba, the next 150,000 tons to Poland, the next 
5,000 to Haiti, the next 25,000 to Czechoslovakia, and the 
next 10,000 tons to Hungary. The Agreement also provides 
that if at any time the Council decides that the market 
conditions make it advisable to reduce the export quotas 
in effect with a view to preventing the price of sugar from 
falling below the minimum price established by the Agreement, 
it may reduce the export quotas up to a maximum reduction of 
20 percent. 


At the first meeting of the Council in December 1953 it 
was found that avail~ble supplies greatly exceeded requirements 
and it was agreed to reduce export quotas of participating 
countries by 15%. When the Council met last May market prices 
were threatening to go below the minimum price established 
in the Agreement and export quotas were cut by an additional 5%. 


Current Meeting At its September meeting the Council 
adepted a revised estimate of free market requirements for 
"354 of 4,330,000 metric tons, compared with its May estimate 
or 3,864,000 metric tons. The increase is estimated requirements 
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resulted from large unexpected purchases by India, revisions by 
Japan of its import needs, and a changed statistical basis for 
reflecting the United Kingdom's supplies and requirements. On 
the basis of existing Quotas of participating countries and 
probable exports from non-participating countries, the Council 
then estimated that excess supplies over free market require- 
ments in 1954 were approximately 254,000 metric tons. 


Four exporting countries notified the Council that they 
would not utilize all of their export quotas. These shortfalls 
totalled 142,000 metric tons, including a 60,000 ton deficit 
declared by the USSR. After taking into account these shortfalls, 
the Council considered and endorsed a plan put forth by the 
Czechoslovakian representative which took into account the 
priorities provided in the Agreement while recommending voluntary 
reductions of export quotas to relieve the market of the 
remaining excess. All but three countries have already accepted 
the voluntary plan. Brazil, Poland and the Dominican Republic 
have until October 1 to accept or reject it. 


France and Lebanon have ratified the Agreement but have 
not yet deposited instruments of ratification. Brazil and 
Greece anticipate favorable action in the near future. The 
Council decided to continue these four governments in the same 
participating status as before and assessed the 1954 budget on 
the assumption that they would become full members. It was 
decided to defer distribution of votes until the next session, 
scheduled for November 22, in order that membership would be 
fully in order. 


The Council resolved to invite Peru, Indonesia, India and 
Pakistan to send observers to the new sugar council, partly 
because they were members of the old council and the sugar 
agreement of 1937. 


The Soviet bloc created no difficulties concerning the 
credentials of the Nationalist China representative but made the 
usual statements for +the record as did the Chinese delegate 
in reply. 


The Sugar Council unanimously agreed to appoint Mr. Sheed 
Anderson, currently the Chairman of the Wheat Council, as 
Executive Director through December 31, 1955. It had been 
anticipated that the USSR would maintain its opposition to 
Mr. Anderson's serving in a dual capacity, but when the Soviet 
delegate saw he was a minority of one, he readily agreed to 
accept the majority view. 


* * * 
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The Commercial Cable Company (American 
Cable and Radio Corporation, a subsidiary 
of the International Telephone and Tele- 
graph Company) proposes to establish a new trans-Atlantic sub- 
marine coaxial cable to be laid between the US, Nova Scotia, 
Newfoundland, Greenland, Iceland and the. UK. the cable should 
be completed within three years at a total cost of $25 million. 
Of that amount $18 million will accrue to Submarine Cables, 
Ltd., a British firm which will supply a major part of the 
equipment. 


The US Air Force will lease a number of channels in the 
cable for communications between its installations in the above- 
mentioned countries. In addition, telephone and telephoto 
facilities will be provided for the Air Force in Greenland and 
Iceland to make possible such communications between those points 
and the US and the UK, subject to agreement with the American 
Telephone and Telegraph Company and the General Post Office of 
the UK. The facilities so provided will form a part of the 
defense system of the US and the other NATO countries because 
many of the channels in the cable will directly connect defense 
installations at all terminal and intermediate points along the 
new cable route which has been selected specifically for that 
purpose. 





In light of the foregoing, the Department of Defense certi- 
fied that the facility is a defense requirement and as such 
bears a high priority. Subsequently the Telecommunications 
Policy Committee unanimously declared that the proposed cable 
was a necessary military requirement and the Federal Communica- 
tions Commission considered the matter and approved the project 
in principle. The Commission reserved the right, upon applice- 
tion by the company for a license, to impose such terms and 
conditions as it finds are required in the public interest. 
This reservation is not to be construed as an impediment but as 
an obligation under the cable landing license ‘statute. 


“he US missions concerned have been asked to advise the 
proper authorities in the countries to which they are accredited 
of the above and to state that Company representatives will 
shortly proceed to London, Copenhagen and Reykjavik to discuss 
the question of landing iicenses. The Danish Government has 
already given permission for ship and shore facility surveys to 
be made in the Greenland area before the ice season makes such 
surveys impossible. The permission was given with the under- 
standing that it is not to be construed as a commitment with 
regard to landing rights. 


* * * 


PRESIDENTIAL 


DECLASSIFIED FOR PUBLICATION IN FOREIGN 
| RELATIONS OF THE UNITED STATES 








| UNCLASSIFIED’. 
- 10 - 


PRES IDENTIAL TMENT ABRC ON: in @ recent memorandum to the Secre- 
PRIVATE TMENT ABROAD tary of. State, President Eisenhower 
referred to the statement in his 
message to Congress on: foneien:. economic policy that full diplo- 
matic support should be given, through US missions and repre- 
sentatives in the field, to the acceptance and understanding 

by other nations of the prerequisites for the attraction of 
private foreign investment. .‘He stated that the vigorous support 
which this Government. gives‘ to the private enterprise system and 
to the interests of the US investors should be made clear. He 
requested that the Secretary give the appropriate emphasis to 
this position in discussions..with:. friendly foreign nations and 
in the foreign policy guidance he gives to other agencies. 

This position is and has. beén.an important element of US foreign 
economic policy, but the importance which the President attaches 
to it is significant and the Department has asked all of our 
missions abroad, except those-4n:the Soviet bloc, to avail them- 
selves of appropriate he poe be-weterees to carry out the President's 
request. 





The attitude and‘ position of the US Government with respect 
to private investment: and énterprise’ abroad has two basic aspects. 
The first is encouragement of: conditions giving the fullest 
possible opportunity to private initiative and enterprise 
(domestic and foreign) as the most effective means of accomplish- 
‘ing lasting economic:deveélopment ‘and: growth. The second is 
assistance to US investors-who have or desire to acquire proper- 
ties or interests abroad, and the épplication of established 
policies to protect their legitimate interests. 


While recognizing that the: primary responsibility for 
attracting outside capital rests with the country concerned, the 
US endeavors to facilitate the investment of US private capital 
abroad in a variety of ways. It negotiates with other govern- 
ments treaties of friendship, commerce and navigation and treaties 
for the avoidance of double taxation. Ten treaties of the former 
type have been signed since World War II and negotiations are at 
a very advanced stage on treaties with Germany and the Nether- 
lands. -Double taxation treaties are in force with 15 countries 
and treaties with Japan and Germany have been signed but have 
not yet come into force. 


Through an investment guaranty program, administered by FOA, 
the US offers, for a fee, insurance protection to new American 
private investment abroad against the risks of currency incon- 
vertibility a@nd loss through expropriation or confiscation. 

(The President's recommendation that this program be broadened 


to cover 
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to cover losses caused by war, revolution and insurrection was 
not enacted into law by the Congress.) The guaranties are avail- 
able tc protect investment in any country with which the US has 
agreed to institute the guaranty program. Agreements on the use 
of the program provide for the treatment to be accorded foreign 
currency, property, and claims acquired by the US when guaranties 
are invoked. By June 30, 1954, the required assurances had been 
obtained from 19 countries with respect to convertibility guaran- 
ties and agreements with 17 of these countries also were made 
with respect to expropriation guaranties. Through June 30, 1954, 
4! industrial investment guaranties totalling $47.6 million had 
een issued. 


The US also provides general information concerning invest- 
ment conditions and outlook. In addition, it identifies specific 
investment opportunities and disseminates information on them, 
generally through the Department of Commerce or the FOA. 


US tax laws, while not exempting foreign-earned income from 
taxation, are construed to be favorable to foreign investment in 
that business income taxes paid abroad may be credited directly 
against US income tax liabilities. The President included several 
proposals in his message to Congress on foreign economic policy 
affecting the taxation of foreign income and designed to encour- 
age private investment, but only two relatively minor provisions 
were enacted as part of the revised Internal Revenue Code (see 
page 3, August 31, 1954 issue of Current Economic Developments). 


The US has also made known its willingness to consider re- 
guests of governments for technical assistance designed to en- 
courage private investment. Such assistance might take the form 
of economic surveys to determine the sectors most likely to be of 
interest to private investors and to identify specific oppor- 
tunities within those sectors. Or, it might be advice in the 
revision of legislation and administrative practices affecting 
foreign investment, or in establishing channels for the presenta- 
tion of specific projects to potential investors. The US is also 
willing to aid other countries in securing the services of quali- 
fied consultants or advisers. 


In response to the President's recent memorandum to the 
Secretary, the Department has asked our missions abroad to give 
renewed consideration to practicable ways by which foreign invest- 
ment can be encouraged. They are reminded, however, that it is 
US policy to encourage US private investment only in those coun- 
tries which genuinely desire and welcome it. 


* * we 
STATE--FD, Wash., D. C. 
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HEARINGS ON The US delegation which will participate in the 
GATT REVIEW forthcoming intergovernmental review of the pro- 

visions of the General Agreement on Tariffs and 
Trade held public hearings on September 13 through September 17 
to obtain the views of interested Americans on this subject. 
These views together with the written statements submitted are 
now being considered in the formulation of the US position for 
the review which is scheduled to open in Geneva on November 8. 
The hearings revealed a substantial amount of support for 
multilateral trade arrangements by important organizations 
such as the US Chamber of Commerce, the Committee for National 
Trade Policy and the Farm Bureau Federation, Those groups 
testifying in opposition to the Agreement for the most part 
have long been opposed to the multilateral concept. 





In a message to Congress on March 30, 1954, the President 
stated his intention to renegotiate the organizational provisions 
of the GATT and to submit the results of this renegotiation to 
the Congress for its approval. He stated further that the US 
will "suggest to other Contracting karties revisions of the 
substantive provisions of the Agreement to provide a simpler, 
stronger instrument contributing more effectively to the 
development of a workable system of world trade." The GATT 
adherents agree generally that a review in the light of experience 
since the Agreement was first put into effect in 1948 is now 
appropriate. 


Organization At the hearings, Mr. Waugh, Assistant Secre- 
tary of State for Economic Affairs, who will head the US delega- 
tion to the GATT session, outlined the major matters for con- 
Sideration in the review. He pointed out that the forthcoming 
negotiations may well decide not only the future of GATT but also 
the future of free world trade policy. 


Mr. Waugh explained that the Contracting Parties now have 
no regular organization to apply their agreement nor has the GATT 
a permanent secretariat. The Contracting Parties now rely on 
transacting business at periodic meetings and on exchanges of 
views through diplomatic channels. Between regular sessions, 
recommendations on urgent items are developed by an international 
committee of limitec membership. There is a general feeling 
among the Contracting Parties that GATT lacks effective organiza- 
tional arrangements to deal promptly with many problems arising 
in the international trade field. 


Most 
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Most of the testifying organizations favorable to GATT 
expressed the belief that there was need for a2 permanent 
orgeénization in which the members would have at least the 
powers of the contracting parties under the present agreement 
to carry on multilateral negotiations and to settle trade 
disputes. Those groups opposed to GATT generally thought it 
should either be eliminated or be maintained only to do 
statistical reporting, to provide a discussion forum or to 
recommend trade policies. 


In formulating the US position, the interagency group 
concerned is keeping in mind the President's declaration that 
the US would propose revisions in the substantive provisions 
of the Agreement in order to provide both @ simpler and stronger 
instrument contributing, more effectively to the development 
of a workable system of world trade. The retention of sub- 
stantive provisions implies some powers on the part of the 
organization in order a apply them. 


Underdeveloped Countries Mr. Waugh pointed out that 
there are now special provisions in the GATT relating to the 
treatment of underdeveloped countries. The less economically 
developed countries hope to accelerate their industrialization 
and in general they wish to be free to apply such measures 
as quantitative restrictions and higher duties to facilitate 
development. We recognize that the interests of the US and 
of free world security would be advanced by a more rapid and 
sound economic development of these countries. The question 
to be faced in the GATT review is to what extent can the General 
Agreement's provisions bé responsive to the needs of under- 
developed countries without being unduly prejudicial to economic 
interests of other countries or affording uneconomic protection 
to special interests. 


- Comments on this sub ject fell into two main categories: 
1) a general opposition to the establishment of special 
provisi~ms in the renegotiated GATT for the underdeveloped 
countries; and 2) a willingness to accept such provisions if 
they included adequate safeguards assuring the temporary 
character of any import restrictions that might be imposed under 
them, and the opporturiity for consultation and review in 
connection with the pastrictions. 


The 
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The tentative US position is to support provisions to 
encourage economic development but to try to ensure that 
such provisions avoid an undue restriction or discrimination 
in trade, do not encourage uneconomic undertakings, ahd are 
available only to the extent necessary to achieve the agreed 
upon objectives, 


Agricultural Quotas and Export Subsidies The GATT now 
contains provisions on Seeteeteaal import quotas and export 
subsidies but many countries in the GATT feel that these 
provisions are inadequate, Mr. Waugh stated. The US has a 
two-fold interest in the agricultural provisions. On the 
one hand, it wishes to assure itself adequate leeway to take 
Buch measures as may be necessary to prevent imports from 
impairing its domestic farm programs. On the other hand, 
it wishes to protect its agricultural exports against restrictive 
measures which might be imposed by other countries. The 
problem is to find means of dealing with this matter in a way 
that satisfies these duel objectives. 


Proposals on this matter ranged from outright opposition 
to quotas and subsidies on the one hand, to maintenance of 
present GATT provisions on this subject. On agricultural 
products under price support or marketing programs, several 
organizations suggested permitting quotas which would limit 
- dmports to some "normal level". In connection with export 
subsidies, this approach would permit their use so long as 
they resulted in taking only a "normal" share of the market. 
Other organizations suggested that GATT provisions on import 
guotas should be made to conform to Section 22 of the US 
Agricultural ‘djustment Act. | : 


Import Restrictions for Balance-of- nts Reasons The 
General Agreement now permits countries to apply import restric- 
tions intended to conserve a country's foreign exchange. During 
the postwar period, a number of countries extensively applied 
restrictions on imports in order to limit the drain on their 
monetary reserves. Imports from the US and other hard currency 
areas were particularly subject to restrictions. 


There was a general sentiment among testifying organiza- 
tions that it should be made more difficult for nations to 
impose import restrictions for balance-of-payments reasons. 
Suggestions included: 1) making any such restriction subject 
to approval of the International Monetary Fund; 2) deleting the 


relevant 
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relevant GATT provisions and formulating a general provision 
requiring countries to follow sound financial policies; and 

3) omitting any US commitment to help countries out of balance- 
of-payments difficulties if caused by unsound economic or fiscal 
policies. 


The Executive Agencies agree that the balance-of-payments 
provisions of the GATT should be tightened up and made less 
complex. The i.anner in which these objectives should be 
pursued is now uncer consideration within the Government. 


Duration of Tariff Concessions Mr. Waugh explained that 
Article XXVIII of the Agreement, as it now stands, would permit 
countries unilaterally to increase duties after June 30, 1955. 
The US and other countries are concerned that there be no 
unravelling of the tariff concessions and &@ consequent upsetting 
of the wide measure of tariff stability which has been achieved. 
The problem to be answered in the review is to find a way of 
providing flexibility to meet exceptional circumstances while 
still preserving the stability of tariff rates, 


A number of testifying: organizations proposed that Arti¢ile 
XXVIII either be deleted entirely with the escape clause being 
used to meet emergency situations, or that it~be modified in 
the direction of providing more-stability in international trade 
relations. For example, suggestions- were made that there shduld 
be a guarantee that concessions would not be modified for at 
least ten’years or that automatic renewal of concessions should 
be provided, subject to periodic reopening by request. On 
the other hand, some organizations asked that Article XXVIII 
be changed so that it does not deny the US the right to make 
unilateral changes in existing rates. 


The Interdepartmental Committee for Reciprocity Information 
is holding further hearings~on this subject. In these hearings, 
which commence October 18, views are being sought on all aspects . 
of the matter, including the general question of modification. 
of the article as well as possible changes in individual con- 
cessions which the US has received or granted. | 


Subject to the outcome of these hearinys, the preliminary 
view within the Executive Branch is that the unilateral right to 
withdraw concessions should be deleted from the Agreement but ‘the 
GATT should permit, in exceptional circumstances, withdrawal to 
concessions by agreement of the substantially intersted countries. 


Other 
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Other Testimony During the hearings, testimony was 
offered on @ number of other subjects. Organizations generally 
opposed to the GATT testified that Congress did not, and cannot 
under the Constitution, delegate its tariff-makin;, authority 
to the Executive Branch. Some of these organizations there- 
fore asked that the US withdraw from the GATT. Some organi- 
zations testified that. the Constitutional and legal problems 
should be settled by submission of the renegotiated substantive 
as well as the organizational provisions of the GATT °° 
to Congress. This whole Question is now being examined by the 
er seed Gener2l and by the Legal Adviser to the Secretary of 

tate. 





The recommendation that the organizational provisions of the 
GATT be submitted to Congress for approval has been accepted by 
the President. In view of the feeling of many Congressmen and 
Senators against general tariff-making in the Congress and in 
view of the delegation of tariff-negotiating authority to the 
President, it is not contemplated that the substantive provisions 
will be formally presented to Congress for approval. However, 
Congress undoubtedly will review the substantive provisions 
when it considers the erganizational provisions of the GATT, and 
the issues involved will be further reviewed in connection 
with consideration of the Administration's bill to extend and 
amend the Trade Agreements Act next. session. 


Some org2nizations suggested maintaining the present escape 
clause provisions, while others thought they might be tightened 
to keep actions under them to 4 minimum. Some also suggested 
that GATT should not have the power to review escape clause 
decisions. 


In developing the US position, the agencies concerned 
consider that the escape clause is fully adequate to meet US 
needs and to attempt to renegotiate it at this time with a view ‘to 
loosening it up would result in a weakening of the GATT. With 
regard to the proposal that the GATT not review escape clause 
decisions, such a development would permit other countries tc 
cancel tariff concessions made to the US without providing us 
with an opportunity to verify whether the action was justified. 
Furthermore, it would remove one safeguard against retaliation 
counter-retaliation. The present provision does not prevent 
the US from taking escape clause action where required by 
domestic legislation. 
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HEINZ MISSION MAKES An FOA mission, headed by Mr. H. J. Heinz, 
REPORT ON PAKISTAN has just returned from a trip to Pakistan 





where it investigated the serious economic 
Situation and has reported its findings and recommendations for 
US assistance, The mission confirmed earlier reports that 
Pakistan is confronted with an acute shortage of basic consumer 
goods and industrial raw materials. It also found that the 
immediate cause of the present difficulties lies in a shortage 
of foreign exchange for financing needed imports. 


To help in the immediate situation, the mission urged 
that the US extend grant aid in the form of consumer commodities 
and industrial raw materials and inform Pakistan of this decision 
as soon as possible because of the psychological benefits that 
would result. In addition, it suggested commodity aid in 
diminishing quantities for fiscal 1956 and 1957, a defense 
support program, a stepped-up US economic development aid pro- 
gram, as well as remedial measures which the US shouid urge 
upon Pakistan to ensure the optimum use of all available 
resources, 


The mission fears that if present economic strains are 
allowed to continue, with the additional stringencies that 
would be necessary, there would be a further deterioration of 
confidence in the Government. This in turn would endanger the 
continuance of the present trend in Pakistan of friendly co- 
operation with the US. 


Speciiic Recommendations The mission determined that 
Pakistan would not have adequate resources to meet its commer- 
cial import requirements for the next three years, given its 
inescapable commitments for development and defense. After 
that period Pakistan should be able to finance its basic import 
requirements provided certain remedial measures are taken and 
substantial quantities of development aid are forthcoming. The 
mission recommended that a total of $76 million be made avail- 
able immediately in the form of commodities. These included 
Surplus US agricultural commodities, namely cotton, cottonseed 
and linseed oil, tallow, tobacco, wool and wool tops, and also 
cotton piece goods and cotton yarn, iron and steel, chemicals, 
artificial silk yarn, drugs and medicines, sugar, petroleum 
products, non-ferrous metals, motor vehicles and spices. In 
addition, the mission proposed continued commodity aid in 1956 
and 1957, in diminishing but unspecified amounts. 





After 
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After the recommended three-year period of commodity aid, 
the mission concluded that the strength of the economy, with 
the present rate of development, will on balance enable Pakistan 
to keep its head just above water, assuming no disasters and 
the results anticipated by the mission from current development 
efforts. It stressed the critical need for an increased rate 
of economic development if there is to be a reasonable assur- 
ance of the economic progress necessary for Pakistan to do more 
than keep up with its population growth and begin to assume 
increased defense expenditures in future years. The mission 
therefore recommended an additional program of US development 
aid to Pakistan that would be a multiple of presert US develop- 
ment assistance to that country ($20 million proposed for 
fiscal year 1955). It also recommended that some of the rupee 
receipts from the US commodity aid be used to improve the rate 
of economic development. Another suggestion was that the 
possibility of future loans by the International Bank be taken 
into account in the development program. 


BEST COPY AVAILABLE 


The mission concluded that additional development aid 
could be most effectively used: in agriculture, for the purpose 
of capitalizing on Pakistan's substantial potential for in- 
creased productivity; in power, irrigation and communications, 
for direct benefits as well as the base it would provide for 
private development; in private industry, which to date has 
received little or no direct benefit from foreign aid; in 
exploration and exploitation of natural resources; and in 
expanded educational and social services programs. 


With the present and anticipated budgetary situation, 
the mission is convinced that Pakistan could not increase its 
budgetary outlay for defense as is required in connection with 
US military aid. It therefore recommended that part of the 
rupee receipts from the commodities be made available for 
defense costs. It also suggested that a defense forces support 
program should be provided to defray any additional foreign 
exchange costs connected with Pakistan's use of US military 
end-items, 


In the event the- US does decide to extend substantial 
aid, the mission urged that it persuade Pakistan to take 
measures to ensure the best use of a1] available resources, 
Measures suggested include establishment of mechanisms to 


' facilitate 
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facilitate forecasts of Pakistan's foreign exchange 
availabilities; decisions on the best uses for the ex- 
change; and controls that would prevent dissipation of 
Such resources. The use of existing plants and facili- 
ties, which are presently unable to operate efficiently 
for lack of imported spare parts and raw materials, 
should be improved. Some organization is needed for 
planning and implementing the economic development pro- 
gram. Highly uneconomic projects, such as the West. --_ 
Pakistan shipyards and Pakistan's overly ambitious pro-._ : 
posal for international air operations, should be rejected. 
Action on land reform, agricultural credit, agricultural 
extension and related matters should be expedited sc as 
to encourage increased agricultural productivity. Distri- 
bution and marketing procedures need improvements s0 as 

to provide additional incentives for the agricultural 
producer. Finally, the mission urged that an effort 
should be made to improve the investment climate in 
Pakistan and suggested conclusion of a treaty of Friend- 
ship, Commerce and Navigation and a double taxation treaty 
with the US, Pakistan has already indicated an interest 
in beginning negotiations on the former, 


Pakistan's Economic Situation Pakistan is still 
suffering from the severe economic and political disloca- 
tions which followed partition of India in 1947. It is 
faced with problems of low productivity, low purchasing 
power and unemployment, which are intensified by a sub- 
stantial annual rise in population estimated at 1.6%. In 
the face of such difficulties Pakistan is pressing its 
program of rapid economic development with limited out- 
side assistance, while maintaining a heavy military 
budget. , 


By August of this year the country was facing economic 
strains far exceeding any expectations, The acute shortage 
of consumer goods was becoming increasingly evident in 
commodities of popular and widespread consumption, such 
as cotton cloth, 0118, sugar and medicines, Reporting on 
this development, the mission commented that basic con- 
sumer requirements in an underdeveloped country such as 
Pakistan are food, clothing and housing, and that only 
the current food grain situation is satisfactory. The 


shortage 
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shortage in industrial raw materials was felt to such an 
extent that the rather limited number of existing factories 
were operating at rates considerably below capacity; and in 
Some cases stoppages occurred for lack of spare parts and 
Supplies, The situation was further aggravated by the 
extreme shortage of foreign exchange, with resources 
reaching an all time low in August, equivalent to some 

$173 million, Even greater stringencies are forecast for 
the next six months unless outside aid is provided. Addi- 
tional stringencies have not been anticipated and would 

be a shock to the public and probably would result in 
Serious political consequences, 


The situation in East Pakistan, which has over half 
of the country's total population and is the source of 
60% of the total national income, is even more serious 
than in West Pakistan. The problem there has been further 
complicated by devastation from floods of unprecedented 
levels, the full.extent of which is still unknown. . The 
economic situation has already resulted in political un- 
rest as evidenced by serious bloody rioting among the 
workers during the summer, In view of the existing situa- 
tion, the mission urged that a substantial portion of the 
US aid go to East Pakistan but cautioned that the problems 
of that area should not be separated from those of Pakistan 
as a whole, p ; 


Faced with an impending crisis, Pakistan officials - 
approached the US several months ago for emergency commodity 
aid, with supporting economic data which the mission used as 
a basis for its own analysis. The mission estimated Pakistan's 
minimum total requirements for “commercial imports" at around 
900 million rupees for 1954-55. and payments for all except 
commercial imports at 670 million rupees, making a total of 
1,570 million rupees, Foreign exchange receipts for the same 
period were estimated at around 1,220 million rupees on the 
optimistic assumption that there will be no serious deteriora- 
tion in the world markets and that Pakistan will be able to 
market its cotton, jute and jute products, This calculation 
indicated a deficit of some 350 million rupees. From this 
estimated minimum need for commercial imports, the mission 
deducted the amounts that would probably be available through 
unprogrammed Canadian Colombo Plan aid, from US flood relief 
aid and from drawings from the Inte:national Monetary Fund, 
(The mission has some reservations ebout the advisability of 
an IMF drawing at present.) Thus the mission arrived at the 


recommendation 
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recommendation of 252 million rupees ($76 million) as the 
amount of US aid needed to meet the consumer goods shortage 


in fiscal 1954-55, 


Pakistan's Present Strengths and Weaknesses In con- 
sidering its recommendations Phe mission analyzed the basic 
strengths and weaknesses of Pakistan and concluded that on 
balance the strengths outweigh the weaknesses, 


One of the principal strengths is the toughness and 
ability of the people to endure strict austerity. Another 
is the determination of the political leaders of Pakistan, 
with the passive or active consent of the people, to under- 
take an ambitious but essential development program :designed 
to pay off in self support and an improved standard of living 
at some future time. Another strength is the Western 
orientation of the political and business leadership, which 
is pro-democratic, anti-communist and quite willing to learn 
from the industrial and agricultural experience of. the West 
and particularly the US, Pakistan's agricultural potential 
is its principal economic strong point, with additional. 
potentials in the fields of fuel and power and other natural 
resources. The substantial achievements of Pakistan in 
organizing itself as an independent country since 1947, has 
yielded a strength in the form of a2 base upon which Pakistan 
can build. Perhaps the most important strength of the. 
country is that it is little ee gh the blandishments 
of Communism as such, . q 


Elements of weakness: include the rr ton standard of 
living, widespread illiteracy, political inexperience,:and the 
scarcity of trained and competent personnel to execute the 
ambitious development programs. Important physical deficien- 
cies include the existing lack of-basic raw materials, inade- 
quate power, and the extremely narrow agricultural base of 
Pakistan's economy. In the present situation, Pakistan's low 
productivity, undiversified economy and stringent foreign ex- 
change shortage are severe weaknesses. Industrial and other 
development is contributing to the improvement of this situa- 
tion, but the stark economic realities of.the present foreign 
exchange shortage and the fact that Palistan in the’ foreseeable 
future must depend on a narrow range of primary commodities for 
its economic viability constitutes a basic weakness. Provin- 
cialism is a decided weakness for Pakistan as.it isin any 
newly-founded country and highlights the need for strengthened 
leadership. 


_ ao * * 
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SOVIET MOVES TO PENETRATE Recent developments indicate that 
AFGHANISTAN ECONOMICALLY the Russians are making a concerted 
attempt to convert Afghanistan into 
an economic satellite. A developing pattern of economic agree- 
ments is having the effect of tying the Afghan economy more 
closely to that of the USSR. While the initiative has come 
from the Russians, the process has been spurred by the eager- . 
ness of the present Afghan leaders to develop their country. 





‘Russian Actions For some time the USSR has been applying 
pressure on the Government of Afghanistan to augment Russo- 
Afghan trade and to accept verious forms of economic aid from 
the USSR, most of which call for entrance into Afghanistan of 
Soviet technicians, These efforts began about the time it 
hecame clear thet a Pakistan-Turkish agreement would be signed 
and that the US was seriously considering entering into a 
military aid agreement with Pakistan. 





To date the Russians have been able to achieve the follow- 
ing results: 1) Afghanistan has received a loan equivalent to 
$3.5 million from Russia for the construction of two grain 
elevators in Pul-i-Khumri and Kabul and a flour mill and a 
‘ bakery near Kabul. The loan agreement provides for Russian 
technicians to assist in the construction and initial operation 
of these projects, construction of which has already commenced, 
2) A second loan has been negotiated in a sum equivalent to 
$600,000 for the construction of gasoline storage facilities 
in Kabul. This construction has also commenced under the... 
supervision of Russian technicians. 3) An agreement has been 
concluded whereby Afghanistan will purchase the equivalent of 
$250,000 of Russian consumer goods, This. calls for cash pay- 
ment in Afghanis to be used by the Soviet: Embassy in Kabul for 
administrative expenses, 4) A barter trade agreement has been 
in effect since 1950 whereby the Russians have been supplying 
more than 80% of the gasoline consumed in Afghanistan as well 
as some consumer goods, such as refrigerators and bicycles, 
in return for Afghan commodities such as oil seeds, cotton and 
wool. 5) Soviet-constructed gasoline storage facilities have 
already been completed and are in use in Mazar-i-Sharif, Herat, 
Dagla Arousa and possibly at Islam Kala, 6) An agency of 
Vostokintorg has been functioning in Afghanistan for many years. 
This is the Soviet Government agency charged with fostering 
trade in Asia. The present Commercial Counselor of the Soviet 
Embassy in Kabul is reported to be one of the top officials of 


this 
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this trade agency, which :would indicate the importance placed 
by the Soviet Government on it. 7) A grant of asphalt and — 
other road building materials and equipment has been made for 
the paving of certain streets in Kabul. Russian technicians 
are supervising this work end:their: families have moved to 
Kabul with them. 8) An agreement in principle has been reached 
for construction by the Russians of a gasoline pipeline from 
the -Russian border to Mazar-i-Sharif in Northern Afghanistan. 
The cost of this project is not known, but it will be repaid 
by the Afghans in the form of commodities, .9) A Czech trade 
delegation has been in Kabul for several:-weeks negotiating a 
trade agreement -and its conclusion has. just been announced. 
This calls for a credit to Afghanistan of $5 million with 
repayments to commence in three years. Reportedly. the Czechs 
will supply such industrial items as a large cement plant, a 
briquette plant, and a narrow gauge railroad as well as equip- 
ment and advisers for a new Agricultural Bank, . 


In addition-to the above projects which are either under 
construction or on which substantial agreement has been reached 
between Afghanistan and bloc countries, -it .1s known that the, 
Russians have made other ‘concrete proposals whith are still 
under consideration. Amorig these are ‘such items as construc- | 
tion of hard surfaced highways in Northern Afghanistan and 
development ‘of oil and mineral yesourere auver Russian auspices. 


While éwere Russian political or military action in: 
Afghanistan appears unlikely in‘the immediate future, Russia. 
will probably’ try to tighten its economic stranglehold and. 
gradually make Afghanistan so dependent that it will eventually 
bow to Russian political will, should the occasion arise, . The 
Soviet technicians in Afghanistan can easily form the nucleus 
for future ideological and political penetration. For the 
time being Russia will probably continue to play on Afghan 
desire for quick, economic progress by offering tempting trade 
deals and specific aid projects’ of a.tangible nature. These | 
will be prominently constructed :whére the Afghan people will 
be constantly reminded of Russian assistance and concrete re- 
sults compared with the intangible technical advice and the 
reports and recommendations made by UN:-and US experts. [- 


Afghan Attitude The Afghan Government is dominated by 
two dynamic and impetuous ‘men--Prime Minister Daud and Finance 
Minister Malik--who are determined to solve the economic prob- 
lems of their country. Neither has ideclogical sympathies 
with Communist Russia but their thinking is conditioned by 4 
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naivete regarding Communist techniques and aims, self-confidence 
that they can play with Russian fire without getting burned, an 
impatient desire to develop their country, a belief that the 
necessary economic assistance will not be forthcoming from the 
US at this time, and also a belief that if they get into 
serious difficulties, the West, particularly the US, will bail 
them out. Their policies receive substantial support from a 
young group of foreign-educated intellectuals who form the core 
of the Afghan civil service and have a burning desire to see 
their country rescued from its medieval backwardness. They 
Geplore the necessity for accepting Russian aid but feel that 
any aid is better than none. 


US-Afghan Relations While US-Afghan relations continue 
friendly, there have been several recent factors which have 
created a deep resentment toward Western nations in general and 
the US in particular. Chief of these is American military aid 


to Pakistan, as relations between Pakistan and Afghanistan are 


-Somewhat strained. Moreover, many Afghans feel that the US has 


Giscriminated against them in its aid program in spite of their 
strategic location. They feel that the US not only allotted 
more substantial sums of economic and technical aid to other 
Middle Eastern and Asian nations but also gave aid to them in 
the form of grants while aid to Afghanistan has been principally 
on a loan basis. 


The Eximbank signed a loan agreement with Afghanistan last 
May for $18.5 million for development projects in the Helmand 
Valley and for a road maintenance project, a first loan of $21 
million having been made in 1950 and fully utilized. However, 
some delay in implementation is presently being experiencec due 
to failure of the Afghan Government to enter into a contract with 
a technical supervisor for the project. Since 1952 the US has 
contributed $2,228,000 for technical cooperation programs in 
Afghanistan. The program envisaged for fiscal 1955 amounts to 
about $1,620,000 for technical cooperation, including supple- 
mental programs in the Helmand Valley, agricultural training, 
health and sanitation, education, industry and mining and 
probably transportation and communications and public adminis- 
tration. wheat with a value of $1,450,000 was provided in late 
1953 under Section 550 of the Mutual Security Act of 1951 as 
amended, the proceeds to be used for internal development activi- 
ties. An emergency wheat loan of $1,500,000 was also granted to 
Afghanistan in early 1953 through the Export-Import Bank. 


 #* * * 
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POSSIBLE US ECONOMIC The FOA has determined that it may be 
ACTION TO AID DENMARK possible for it to take economic action 





to offset partially the effects on the 
Danish economy of the Soviet's refusal to conclude a trade 
agreement except on their terms, That refusal could intensify 
the already serious crisis in Danish foreign exchange reserves, 
Exploratory conversations which Embassy Copenhagen has held 
with Danish officials indicate the Government is willing to 
explore objectively the possible benefits to Denmark of FOA 
proposals, Although Denmark's internal economy has been pros- 
perous, its foreign exchange reserves for some time have been 
deteriorating. Some remedial measures including reduction of 
defense expenditures have already been teken and additional 
ones are now under consideration. 


Danish-Soviet Trade Negotiations A large Danish trade 
delegation representing all major sectors of the Danish economy 
and headed by Minister for Economics and Labor Krag went to 
Moscow early in June to negotiate a new trade agreement between 
the two countries for the one year period beginning July 1, 1954. 
After an exchange of preliminary lists and a discussion of trade 
possibilities, it appeared that a satisfactory agreement would 
be reached when the Soviets suddenly insisted on the delivery by 
the Danes of two tankers (one in 1955 and one in 1956) as a 
prior condition to the conclusion of any agreement. The Danes 
were firm in their refusal to furnish the tankers despite the 
attractiveness of the USSR as a market and source of essential 
supplies, and negotiations were terminated on July 21. Denmark 
had expected to receive wheat, timber, cotton, coke, corn, gold, 
Silver, crude oil and to supply meat. and non-embargo ships. 
During conversations in London on other matters, Minister Krag 
and FOA Director Stassen discussed the Soviet ultimatum for 
inclusion of tankers in the Danish-Soviet trade agreement. They 
also discussed the subject of various forms of economic aid 
which the US might extend to Denmark, 


According to data published in Denmark, deliverius by the 
USSR to Denmark have not been entirely stopped since the inter- 
ruption of the trade agreement negotiations. During the first 
half of August Denmark is reported to have purchased 1,900 tons 
of cottonseed cakes, 700 tons of sunflower cakes and 750 tons 
of wheat from Russia. It is reported, however, that the Soviets 
seem to be reluctant at present to contract further shipments 
of oil cakes. As a result Danish importers have made larger 
purchases from the US, Mexico and the Philippines. The Danes 
have pointed out that a trade of 150 million kronor (about 


$21 
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$21 million) between the two countries had been carried on out- 
Side the trade agreement in 1953-54, In 1953 Danish exports to — 
the:Soviet bloc amounted to only 5% of total Danish exports ~— 
and imports from the bloc amounted to ionly 4.5% of the total. 
However, Danish shipyards and butter producers have had an 
important outlet in the Soviet bloc and Denmark prefers to-- 
obtain certain agricultural products, particularly grains and 
oil cakes, there in order to avoid using dollar exchange for 
these purchases, ' | 


US _Teposils for Assistance Subsequent to the breakdown 
of negotiations in Moscow and following exchanges with Copen- 
hagen on the status: and prospects of Danish-Soviet trade, the 
FOA examined possibilities of US economic action which might  .. 
prove mutually desirable to the short- and long-term objectives - 
of both the US and Denmark. Such action offers prospects of: 
1) partially: offsetting the effects. of t>e Danish economy in 
the light of the present foreign exchang situation of continued 
Soviet intransigence in not concluding a trade agreement without 
inclusion of tankers; 2) contributing in the long term to Danish 
efforts to expand exports to frée world markets and achieve more 
balanced trade; and 3) accelerating provision:. of needed material 
in development programs of underdeveloped. areas, . | 


‘In line with these objectives, the’ US. is willing to con-.. 
sider supplying bread grains, coarse grains and coal which 
Denmark had anticipated receiving from the Soviet bloc and to 
accept Danish kroner in payment, ‘thereby preserving the balance - 
of payments situation of the Danish Government. The US would 
contemplate utilizing the kroner accrued in payment for these: 
commodities for purchase in Denmark of materials needed in US . 
aid programs in third countries, particularly underdeveloped 
countries. The US wauld also consider loaning a portion of, this 
kroner fund to finance credit extended by the Danish Government 
in connection with the expansion of Danish exports to under- 
developed countries whose development is in the US foreign 
operations program. 


We consider that the Danish bargaining position vis-a-vis 
the Soviet bloc should be strengthened by the proposals relating 
to the US as a source of supply. We feel also that the assist- 
ance rendered through the use of kroner proceeds for generating 
trade with underdeveloped areas is in accord with Danish efforts 
to establish new outlets and may provide added impetus to this 
long-term effort. The US suggestion is not intended in any way 
to interfere with the expanding trade with the Soviet bloc in 


non-strategic 
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non-strategic materials, which is understandably the policy of 
Denmark, Rather, it could contribute to development of a more 
balanced trade relative to the total foreign trade of Denmark, 
and partially lessen the possibility of Soviet bloc exploita- 
tion of this trade for political purposes. Finally, these 
developments would contribute to US objectives of building the 
free world's economic strength and directing trade efforts to 
underdeveloped areas which hold long-term promise as markets 
and sources of materials. , 


Danish Trade Problems When our proposals were first sub- 
mitted to our representatives in Copenhagen, the’ Embassy and the 
FOA mission expressed the belief that it would be highly undesir- 
able and unwarranted for the US to take any action appearing to 
be in the nature of a reward to the Danes for not’ selling tankers 
to the Soviet Union. They also pointed out that the Danes would 
reject any proposition which involved any commitment, express 
or implied, for diverting trade completely away from the Soviet 
bloc, 





In appraising the US proposals, the Embassy and the FOA 
mission presented the considerations which have lead the Danes 
to seek a developing pattern of trade with the Soviet Union. 
This pattern is primarily part of a long-term Danish plan to rid 
Denmark of dependence on the British economy and maintain trade 
independence from any specific area by having trade relations 
built between all areas of the world. By developing trade in 
this way, the Danes hope to lessen the effect which economic 
fluctuations of one given area would have on the Danish economy, 
Contributory pressures are the Danish farmer who sees an oppor- 
tunity in sales to Russia for an immediate and easy increase -in. 
profits, and Danish shipyards, both owners and workers, who are 
concerned over problems of future employment. In addition there 
is a long tradition of trade with the Soviet Union. There is also 
a currently popular thesis voiced in both private and governmental 
circles to the effect that trade with the Soviet bloc is politi- 
cally desirable as a means of reducing barriers which in them- 
selves heighten tension, 


Our representatives feel that the Danes have not confined 
their market expansion efforts to the single area of the Soviet - 
bloc. The Danes have sought also to develop their markets in the 
US, Western Europe and elsewhere in the world. They have greatly 
increased their exports to the US but are skeptical as to the 
permanance and dependability of the US market. <A numberof diffi- 
culties especially in the form of barriers against agricultural 
products, have met their efforts to develop markets in Western 


Europe, 
Preliminary 
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Preliminary Discussions with Danes When it became 
apparent that although current stocks are good, Danish import 


requirements for coarse grains and oil cakes would rise very 
substantially during the next year, Embassy Copenhagen 
initiated informal and exploratory conversations on possible 
purchases of US agricultural surpluses. During the conver- 
sations the Danish officials clearly had in mind Denmark's 
deteriorating exchange position and stressed the importance 

to them, in their consideration of the US proposals, of having 
some reasonably clear understanding and assurance that US 

use of the kroner acquired through sales of agricultural 
surpluses would not worsen the current foreign exchange 
position. The Danes raised a number of questions as to the 
use of the kroner, such as whether they could be used_for 
additional off-shore procurement, whether they~cduld be- used ‘by 
Danish banking facilities, and whether they céuld.be used for 
financing training in Denmark of personnel from other countries 
or to pay for Danish experts made available to other countires 
or to international agencies such as the UN, Colombo Plan and 
European Productivity Agency. Our representatives state that 
while the Danish Government is now willing to explore objectively 
the possible benefits to Denmark of purchasing agricultural 
products from the US, it cannot be assumed that Danish hostile 
public attitudes towards our surplus program have fundamentally 
altered. The need for additional imports is clear, as is the 
advantage to Denmark in procuring these imports without the 

use of dollar foreign exchange. 


Danish Economic Position Although Denmark has continued 
to enjoy internal economic prosperity which has consistently 
shown. rising production linked with full employment of recent 
months there has been @ steady deterioration of its foreign 
exchange reserves. The foreign exchange holdings of the 
National Bank declined from 390 million kroner (about $56 
million) in September 1953 to 23 million kroner (about $3.3 
million) on July 1, 195 {not including the ordinary gold 
reserve of approximately $31,300,000 on the balances of the 
commercial banks and the Ministry of Finance). Foreign 
exchange holdings of the National bank as of September 1), 1954 
showed a negative net balance of 130 million kroner. The 
Embassy points out that too much emphasis should not be 
attached to the mid-month figures as an indication of long- 
term trends. The net reserves are better than publicly 
indicated because the "net" is arrived at by subtracting 
from the substantial dollar holdings the large EPU deficit, 


which 
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which is now in the process of being consolidated into a 
medium-term debt. 


Indications are that the rapid depletion of the foreign 
exchange reserves is due to & combination of factors, more 
particularly, substantially increased imports as a result 
of the Government's easy money policy combined with increased 
consumption. The Government has been subjected to considerable 
criticism, and whether or not the situation has reached the 
economically serious proportions claimed by the opposition, 
it has been necessary for the Government to take various 
measures designed to alleviate the present exchange reserve 
crisis. These measures consisted of the raising of the 
discount rate from 43% to 53% and the rediscount rate from 
4% to 5%, curtailment of public and private construction by 
70 million kroner, reduction of the defense budget for Danish 
fiscal year 1955 by 10% or approximately 125 million kroner, 
an increase in the percentage of dollar premium certificates 
required for the purchase of an automobile or motorcycle to 
a level corresponding te a market value of 80% and issues, 
although not until October, of additional Government premium 
bonds in the amount of 100 million kroner. The Prime Minister 
last month indicated that these measures to some extent have 
stabilized the foreign exchange situation. However, he 
indicated that the less favorable crop outlook would result 
in considerably less foreign exchange revenue than previously 
anticipated. Shortfall in the harvest will also necessitate 
increased imports of feedstuffs which will aggravate> the 
balance of payments problem. When the PBanish Parliament met 
in special session on September 9, the Government presented 
additional measures to halt, and later reverse, the continuing 
decline in the country's foreign exchange reserves. This 
"austerity program" is still under consideration. 


* * * 
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BANK AND FUND HOLD Financial leaders from 57 countries 
ANNUAL MEETINGS gathered in Washington September 24 to 29 
for the ninth annual meetings of the Boards 
of Governors of the International Bank and. the International 
Monetary Fund. ‘s is customary, discussions centeréd on the 
annual reports presented by Eugene R. Black, President of the 
Bank, and Ivar Rooth, Managing Director of the Fund. As always 
the meetings provided the occasion for bilateral talks between 
US officials and the financial leaders of -other countries on 
problems of mutual interest. 


Convertibility was the topic of nest interest, but 
discussion in and out of meetings indicated that the approach 
to full convertibility would be slower than had been anticipated 
earlier in the year. Prospects that sterling, which has a 
key position in world exchange, would soon become convertible 
for non-residents were dimmed by remarks of UK Chancellor of the 
Exchequer Butler, who said that time is needed for considering 
the intricate problems facing Europe. for-further trade 
liberalization and for making credit..arrangements. Butler 
and many other Governors eniphasized the need for further : 
progress by the US toward more liberal trade policies, stressing 
the importance of this in relation to moves toward convertibility. 
In unofficial conversations much credence was given to reports 
that domestic political considerations were the real reasons 
for the British decision to postpone convertibility. 


Secretary Humphrey reviewed US.trade policy and said that 
the US has done and will continue to do its: part in trying to 
remove unnecessary import restrictions as -set forth by the 
President in his March 30 message to Congress. He added that 
probably the greatest contribution which the US can make to 
expanding and profitable international trade is a healthy and 
growing economy at a high level of activity in the US. 


The Indian Governor suggested that the Fund undertake 
as soon as possible a study of the implications of convertibility 
and the removal of restrictions for the underdeveloped countries, 
where trade and exchange restrictions form a necessary part 
of their programs for economic planning. Governors from other 
underdeveloped countries urged that both the Bank and Fund 
occupy themselves eee aed with the aeers of their 
countries. - 

It was agreed that the next annual meetings will be held in 
Istanbul. For a while it scemed the US might have to reconsider 


its 
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its position in favor of this when it became evident that Turkey 
intended to boycott the Bank meetings because of its controe- 
versy with the Bank earlier this year, At the last moment, 
however, prompted by US urging, Turkey reversed its decision 
and instructed Ambassador Erkin. to attend the meetings of the 
Bank as well as those of the Fund. 


Membership Three new members--Haiti, Indonesia and Israe]-- 
have joined :the-Bank and Fund in the past year, increasing the ‘ 
membership to 57. At this year's meetings, the Boards of both 
organizations decided on conditions of membership for Afghanistan 
and the Republic of Korea and gave the two countries until 
March 30, 1955 to accept membership. 


The Governors of the Fund endorsed the recommendation of 
the Executive Directors that Czechoslovakia be required to 
withdraw from the Fund as of December 31, 1954 if by that date 
its obligations under the Fund Articles of Agreement remain 
unfulfilled. Czechoslovakia has failed to supply certain 
financial and economic information and has not consulted the 
Fund, as the Articles of Agreement require, The US has taken 
the lead in pressing for compulsory withdrawal on these grounds. 
Forty-two nations voted in favor of the recommendation, two 
opposed it (India and Czechoslovakia), nine abstained, and , 
four were absent. Czechoslovakia also will cease automatically 
to be a member of the International Bank at the same time. 


Fund Report The annual report of the International 
Monetary Fund showed that significant progress toward currency 
convertibility and the removal of restrictions has been made 
possible both by a general improvement in economic conditions 
and by the general trend of opinion in regard to policy. The 
goals of complete liberalization and convertibility are being 
approached gradually and with caution, the report continues, 
and it may be expected that @ similar attitude will characterize 
further steps that are likely to be taken in this direction. 

In presenting the report, Mr. Rooth stated that the care with 
which governments have been preparing the way and are moving 
step-by-step toward convertibility justifies the expectation 
that when in due course convertibility is achieved, it can be 
effectively maintained. In 1953, slightly less than half of the 
free world trade was on a convertible currency basis. When 
sterling becomes convertible, this proportion will be more than 
three-fourths. Mr. Rooth hoped that several other European 
currencies wili become convertible with sterling. 


Referring 
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Referring to the difficulties which may be encountered by -°!.” 
countries as they take further steps toward full convertibility, ; 
Mr. Rooth said that the Fund through stand-by arrangeménts is: ' © 
able to offer effective support to members that have corlerete - 
programs for dealing with these difficulties. The Fund @lso 
is glad to help its members, he said, in an examination of : 
their individual problems and of concrete iieasures necessary © gst dad 
to maintain stability in the course of development. 


“4, 





The report showed a considerable widening of the scope arid *” 
variety of the Fund's transactions. During the calendar year, : 
the Fund sold various currencies amounting to $231 million--the: ‘. 
largest amount in any year since 1947 when the critical conditions : 
preceding the Marshall Plan forced many countries to draw on’ 
the Fund. Nearly three-fourths of the 1953 transactions were: ‘ © 
in currencies other than US dollars--mainly in sterling. ‘The — 
purchases were made by Bolivia, unaed ween Finland, Japan, 
Mexico and Turkey. | wi 


Repayments in 1953 also were much larger than in any previous 
year, Members repurchased from the Fund $1657 million of their | 
own currencies. In 1954 further repurchases of nearly $200" | 
million reduced the net indebtedness of the members to the 
Fund, thus increasing still more the proportion of the Fund's 
resources held in gold or hard currency. 


In a discussion of @xchange restrictions and exchange , 
policy, the report states that since April 1, 1953, 41 member 
countries which maintain restrictions under transitional 
arrangements have consulted the Fund concerning further . 
retention of these practices, as is provided in the Articles of 
Agreement. By the spring of 1954 there was a general trend- 
toward the removal of barriers on trade and payments, and 
restrictive practices had beén considerably reduced and modified. 
The first stage in this trend was the reduction of over-all: — 
restrictions that had been imposed during periods of balance 
of payments difficulties and declining reserves. The second 
stage was an important reduction, particularly in Western 
Europe and the sterling area, of discrimination against dollar 
goods. : 


The Fund has continued to concern itself with the reduction 
of multiple currency practices and of discriminatory currency 
arrangements, the report states. It has welcomed the progress 
made by certain countries toward the simplification and 
unification of their rate structures and hopes that more progress 
will be found feasible. 


During 
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During the year, initial par values were agreed upon with 
four countries--Burma, Haiti, Japan and Jordan. In addition, 
changes in par values were made, in agreement with the Fund, by 
Chile, Paraguay, Mexico and Bolivia. 


Reviewing relations with member countries, the report states 
that the Fund's views and advice have been increasingly sought. 
In the past year 54 staff members visitied 41 member countries 
for informal discussions of problems and policies, for consul- 
tations on exchange restrictions, and for technical assistance. 


Bank Report The annual report of the International Bank 
showed that in its eighth full year of operations the Bank had 
made a larger number and a larger total of loans than in any 
previous year--a total of 26 loans equivalent to some $324 
million. President Black added that since July 1 an additional 
$90 million had been loaned, making the gross total of the 
Bank's loan commitments since the beginning of operations more 
than $2 billion. 


The greater part of the year's iending was for improvement 
in basic servi 2s. Loans totalling $110 million were made in 
the field of transportation. These were for railroad programs 
in Brazil, French West Africa and South Africa; for highway 
improvement in Colombia, Ecuador and Nicaragua; for purchase of 
vessels for Norway's merchant marine; and for port development 
in Turkey. A total of $107 million was loaned for expansion 
of electric power facilities--namely in Japan, South Africa 
and Brazil. Farm output was helped: by: loans in Iceiand, Panama 
and Peru. Industrial production was assisted by loans to a 
private pulp anc paper company in Chile and to a credit 
institution to foster private manufacturing enterprise in Turkey. 
The Bank also made loans to help transport, agriculture and 
industry in Australia and a l2-year development program for 
southern Italy. : 


Disbursements on loans--$302 million the past fiscal year-- 
also moved faster than at any time since the exceptional require- 
ments of the reconstruction loans of 1947, according to the report. 
With the steady improvement in the supply position in Europe, 
disbursements which borrowers spent in Europe increased from 
the equivalent of $68 million in 1952-53 to $115 million. At 
the same time disbursements repayable in other than US dollars 
(equivalent to $82 million) were markedly higher than in any 
preceding year. | s. 
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The Bank's funds available for lending were increased by 
further releases by various European member countries from the 
18% capital subscriptions paid in their own currencies. The 
equivalent of ee million became available in this way, plus ‘~ 
an additional $81 million, subject to certain limitations. | 
There were five new bond issues amounting to the equivalent 
of $221 million. Two were made in US dollars, two in Swiss 
francs and one in Canadian dollars. Of the total increase — 
‘during the year in funds made available to the Bank from all- - 
‘Sources 39% was obtained within the US and 61% in other countries. 


The report also describes the Bank's technical activities. 
These. included general survey missions to Malaya, Nigeria and 
Syria to essist these countries in assessing their economic 
potential and in drawing up programs.of action. The Bank also 
responded to requests from member countries, for example, by 
‘examining the possibility of setting up financial institutions 
to assist private enterprise in Ceylon, India and Lebanon, and 
by assisting in organizing an Economic Planning Board in Ecuador. 


~~ At the meeting of the Governors to consider the Bank's 

report, many of the Governors from the underdeveloped countries 
used the occasion to reiterate their support for the early 
establishment of the proposed International Finance Corporation. 
In reply, President Black stated that the Bank management still 
believes such a ¢orporation could make an effective contribution 
if the capital needed for its establishment were forthcoming. 


To Pakistan's suggestion that the Bank review its policy of 
charging 1% commission on loans, Mr. Black said that the 
question in all its implications would be studied and a 
recommendation: made to the Executive Directors in ample time 
for full consideration by them before the 10-year period . 
expires. (The Articles of Agreement made a minimum commission 
of 1% mandatory until 21956 and permissive thereafter. ) 


A special panel was held on ways of increasing flow of 
‘private capital to underdeveloped countries, with Finance 
Ministers Gudin of Brazil and Deshmukh of India representing 
the points of view of the underdeveloped countries and 
Secretary Humphrey and British Chancellor Butler speaking from 
the investors point of view. . 


* # * 
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SECTION 22 ACTIONS REGARDING Two proclamations have recently 
OATS, ALMONDS AND FILBERTS been signed by the President under 








the authority of Section 22 of the 
Agricultural Adjustment Act which provides that restrictions may 
be imposed on imports to prevent interference with programs 
undertaken by the Department of Agriculture. One proclamation 
limits imports of oats and the other places fees upon imports of 
shelled almonds and shelled filberts. 


| Quota on Oats Imports On October 4 President Eisenhower 
Signed a proclamation limiting imports of oats into the US from 
all sources to 40 million bushels during the period October 1, 
1954 through September 30, 1955, Of this amount, Canada is al- 
lotted a quota of 39,310,000 bushels and ali other foreign coun- 
tries are given a quota of 688,000 bushels. The allocation is 
based upon the proportion of total imports supplied by Canada 
and a11 other countries during the five marketing seasons 


1948-49 to 1952-53. 


The President's action was based on the recent unanimous 
report of the US Tariff Commission which recommended eae 40 million 
bushel annual quota for an indefinite period. The recommendation 
was made on the grounds that restriction of imports is necessary 
to prevent interference with the price support program for oats, 
Tt resulted from an investigation directed by the President on 
August 20, 1954, which was the second investigation undertaken 
by the Commission on the effect of oats imports, The first 
investigation and report resulted in a proclamation last 
December which lim’ted imports of oats into the US from sources 
other than Canada to 2.5 million bushels during the period 
December 23, 1953 to September 30, 1954. (See page 5, 

January 19, 1954 issue.) From December 10, 1953 to September 30, 
1954 Canada voluntarily limited shipments of oats to the US to 
23 million bushels, 


When asked by the Budget Bureau to comment on the recent 
Tariff Commission report, the Department expressed the belief 
that the imposition of new restrictions on oats would have 
serious international effects, particularly on our relations 
with Canada, the major supplier of oats imported into the US. 
After receipt of the Tariff Commission's report, we informed 
the Canadian Embassy of its contents and invited the Canadian 
Government to express its views on the findings and recommenda- 
tions. ina note of September 29, the Canadian Government ex- 
pressed the hope that the US would not apply restrictions against 
trade in oats. It stated that because of the serious drought in 
the US and reduced supplies in Canada there was little likelihood 
that imports of Canadian oats will interfere with the 1954-55 


marketing 
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marketing program. It also referred to the fact that the US had 
negotiated a tariff concession on oats with Canada under the 
General Agreement on Tariffs and Trade and stated that any long- 
term impairment of this concession wold be seriously regarded. 
in its statement to the Budget Bureau the Department pointed out 
that in view of the position taken by Canada, restrictions on 
oats would be almost certain to intensify Canadian irritation 
over new or increased US restrictions applying to a long list of 
Canadian agricultural products--cattle, dairy products, oats, rye 
and alsike clover. Should the President take the action reconm- 
mended by the Tariff Commission, the Department strongly urged 
that he follow the Canadian suggestion and make the quota effec- 
tive for one year only and that it be allocated among the supply- 
ing countries on a historical basis to minimize any possible dis- 
ruption of markets. 


Fees on I rts of Tree Nuts On October 11 the President 
issued a proclamation placing a fee of 10 cents a pound on imports 
of shelled and prepared almonds in excess of 5 million pounds and 
on imports of shelled filberts in excess of 6 million pounds 
effective the marketing year beginning October 1, 1954. Both 
guotas are one-half million pounds larger than those recommended 
by the Tariff Commission following its Section 22 investigation. 
The Tariff Commission recommended a 10 cent fee on almonds in ex- 
cess of 4.5 million pounds and on shelled filberts in excess of 
5-5 million pounds on the grounds that restrictions on imports are 
necessary to prevent interference with the marketing programs . 
undertaken with respect to these two commodities. 


When asked by the Budget Bureau for comments on the Tariff 
Commission recommendation, the Department stated that it found no 
justification for the conclusion that imports of shelled almonds 
are practically certain to materially interfere with the almond 
program, With sharply reduced foreign supplies, current high 
prices and a record domestic crop, the prospects for domestic 
almond growers, the Department believes, are the brightest in 
years. Accordingly, it could not agree that there is a basis 
for imposing a fee on almond imports. As to filberts, there 
appears to be no doubt that returns to growers this season will 
be materially above total cash receipts from sales of the 1953 
crop. In view of the large number of uncertainties in the exist- 
ing filbert situation and the need to avoid if possible taking any 
action which would impair our relations with Turkey, which is a 
vital element in US defense arrangements in the Mediterranean, 
the Department recommended that no action be taken on the Commis- 
sion's recommendation at this time but that the filbert situation 
be kept under continuous review, 


* e # 
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BRAZIL'S FINANCIAL To help avert a pending foreign ex- 
SITUATION SERIOUS change crisis in Brazil, the Federal 
Reserve Board has decided to comply 
with the Bank of Brazil's request for an $80 million 
gold=-backed loan and for extension of an outstanding loan 
of the same amount which was due in October, The serious-. 
ness. of Brazil's financial situation: had: been revealed 
in recent conversations during Assistant Secretary ; 
Holland's visit to -Rio and subsequently: when Brazilian | 
Finance Minister Gudin was in Washington: ‘for’ the annual 
Bank and Fund meetings, While the Federal Reserve loan . 
is expected -to help in ‘the immediate .problem the situation 
~in Brazil is expected to become increasingly ‘serious, with 
a deficit of $' 30. million anticipated by the end of 1955-6 


To help. seive this problem, the Brazilian officials 
also explored with US officials the possibilities of a 
medium-term US loan, and Minister Gudin specifically | 
requested an additional $100 million credit from the ~ 
Eximbank, The -National Advisory Council, .however, decided 
that the US should take no action on credits, other than 
the above Federal Reserve loans, but recommended. that-a. 
sub-cabinet level committee study the problem further 
and observe the: results of the present Brazilian Govern- 
ment's economic program, whith is. well. regarded here, | 
Minister Gudin seemed quite @isappointed when informed 
of this decision: and it is probable that thé question 
will be raised again in the near. future, 


Brazilian Economic Satuation The ful2 extent of 
Brazil's precarious financ situation only recently 
became evident to the new administration which ‘took over . 
after the death of President Vargas in August. The acute 
foreign exchange situation is attributed to the disastrous 
coffee price support policy and other mistakes of the 
previous administration, In addition to the foreign. 
exchange shortage, the Government must deal with. the... 
problem of inflation, which: as existed in Brazil since 
-the war and which became increasingly serious in the. 
past year. 


The Vargas Government's attempts to peg coffee 
prices at 87 cents a pound resulted in an estimated loss 
over the past several months of more than $100 million 
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in exchange receipts from exports. Coffee is now moving 
satisfactorily and in substantial quantity, however, as 
a result of action in August by the new Government 
depreciating the effective exchange rate to coffee ex- 
porters, thus making Brazilian coffee again competitive 
in the world market, 


The serious foreign exchange deficiency also is 
attributed in part to the failure to reduce imports, 
Petroleum for example has been absorbing about $20 million 
a month, or as much as all other dollar imports combined. 


Furthermore, the system of selling foreign exchange ~ 
for imports at auction, introduced in October 1953 by 
former Finance Minister Aranha, has not been deflationary, 
(See page 1, December 8, 1953 issue.) Instead, the 
general trend of the auction has been toward higher prices 
for the foreign exchange, thus reflecting the continuation 
of inflation, which made imports attractive on a price 
basis. The policy of selling exchange for deferred 
delivery and the preference to Government imports has 
had undesirable results, The credit that has accrued 
from the auction (14 million crvzeiros), part of which 
was to have been used to encourage agricultural develop- 
ment, has been used mainly to finance federal and state 
deficits. . | 


The main: factor causing inflation prior to 1953, 
was expansion of private credit, Since then, however, a 
heavily unbalanced budget has been an important cause, 
The budget for 1954, for example, showed a deficit of 
about 15 billion cruzeiros out of a total of about 45 
billion, Recent efforts by the former government to 
tighten credit had only modest results. During the fis- 
cal year ending July 1954, monetary supply showed an 18%. 
increase, while wholesale prices rose more than 30%. 
In July, minimum wages were increased by 100% in Rio . 
and by a smaller proportion in other parts of Brazil. 
These increases are having serious inflationary effects, 


During 1951 and early 1952, Brazil made large 
import purchases, and a substantial backlog of arrears 
developed, .During 1953, a total of $421.5 million of 
these arrears were paid, with the help of a $300 million 
loan from the Eximbank to cover arrears to US private 
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creditors, Amortization of this credit was recently ex- 
tended from two to three and-.a half years, 


Brazil's principal external dollar debts are to the 
Eximbank ($426 million), the International Bank ($124 million), 
the Federal Reserve ($160 million), and the International 
Monetary Fund ($66 million). 


Present Economic Fisiey Financial Minister Gudin indi- 
cated to Washington officials that the present government is 
determined to pursue a sound fiscal policy and to this end 
will impose an austerity. program on the country. The main pur- 
pose, he said, is to fight inflation. The government will not 
undertake or support investment, no matter how useful, which 
requires expansion of credit or other inflationary sources of 
funds, Investment of foreign capital will be encouraged. 

For projects of special interest, the government plans to 
offer special inducements, such as exemption from some duties, 
or exemption from income tax for a period. 


The government has already reduced the dollars available 
in the exchange auction for all imports from $40 million to 
$20 million a month. There is some question among US offi- 
cials, however, whether the Brazilians can in fact continue 
such a small amount of imports from the dollar area for a 
long period. Gudin made it clear the government will have to 
maintain some controls, and considers the auction plan better 
than import licensing. He added, however, that he-.has plans 
for the future under which controls will gradually disappear. 


When questioned about the government's future coffee 
policy, Minister Gudin said it would depend on the free play 
of market forces as much as possible. He added his view, 
however, that.in one-product. countries, tne extreme fluctua- 
tions of raw material‘ prices in markets could be corrected 
to some degree by the purchase of buffer stocks at the bottom 
of the price swing with subsequent sale at the peak of the 
price curve, He also said that a sound monetary situation 
must first be established in order to ward off the specula- 
tive pressure in coffee, since it has become evident that 
internal inflation in Brazil weakens seriously the coffee 
price structure. The government hopes to terminate its 
coffee purchasing program as soon as possible. 


* * + 
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STOCKPILE PROCUREMENT The Office of Defense Mobilization has 
FOR FISCAL YEAR 1955 forwarded to the General Services Adminis- 
tration a revised purchase directive 
covering procurement of-certain strategic and critical materials 
for the 1955 fiscal year. The directive provides for the 
acquisition of materials toward minimum and long-term objectives 
under the National Stockpiling Act and suggests a list of 
materials that may be acquired for the supplemental stockpile 
authorized in the Agricultural Trade Development and Assistance 
Act of 1954. The amounts of materials to be acquired were not 
made public and are supplied to officials within the US Government 
only on a “need to know" basis, Office of Defense Mobilization 
officials said that in no event will barter be used to acquire 
materials of foreign origin for either the minimum or long-term 
Stockpile objectives if the same amounts of such materials are 
available from domestic production, This restriction is included 
to assure that the stockpile program will be reserved to the. 
extent practicable to maintain the domestic mobilization base. 


Minimum Stockpils Program It is expected that about $145 
million will expende uring the fiscal year for. new procure- 
ment toward the “minimum stockpile program," i.e. for the bare 
reserves which the US would need to meet wartime deficits. 
These objectives are being achieved as quickly as possible 
without interfering with the current defense program without 
unduly disturting the markets. The materials to be thus 
purchased are: 





aluminum mica, block 

asbestos, amosite mica, film 

asbestos, chrysotile nickel . 

bauxite, Jamica type opium 

beryl platinum 

chromite, refractory selenium 

diamonds, bort silk 

feathers and down, waterfowl talc, steatite block ~ 
flourspar, metallurgical tantalite ) 


manganese ore, battery 
manganese ore, chemical 


rare earths, processing 
tungsten, processing 


The program also provides for transfer to the national 
stockpile of approximately $400 million of materials which are 
being delivered to the US Government under expansion programs 
previously undertaken under the Defense Production Act. Transfer 
of these materials to the stockpile has the effect of preventing 
their disposal on the market since special requirements must be 
met and Presidential permission must be obtained to deplete the 


stockpile. 
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Stockpile. No such authority was needed in disposing of 
materials acquired under the Defense Productioti Act and, in — | 
some cases, supplies of these materials hanging over the market — 
have caused uneasiness among.traders and industries. Many of _. 
these materials were purchased-with the intention of eventually . 
transferring them to the stockpile. ‘They were bought and held: . 
with DPA funds so that they could have been resold-to:industry - 
if threatened shortage had become serious. The materials which | 
will be transferred to the minimum reeupese under this, program 
are; 


aluminum 7 } | copper 


asbestos, chrysotile . : mica, block 
beryl molybdenum 
chromite, metallurgical nickel 
cobalt : tantalite 


Long-Term Stockpile Program An undisclosed amount.of addi- . 
tional purchases will provide materials for the long-term stock- 
pile program, The objectives of this program are calculated by 
discounting completely all foreign sources of supply excépt a 
limited group of countries to which wartime access can be had 
with the same degree of reliance as afforded within the US. The 
long-term program also provides for upgrading and refining of 
materials. in order that they may. be more a useful in the . 
event of emergency, ' 


Domestic open market procurement toward these long-term 
objectives is to be accomplished generally over a considerable 
period of time and at favorable prices when such procurement will 
assist in maintaining the domestic -.bilization base. The long- 
term objectives also will be achi~ :d through transfer to: the 
stockpile of government-owned surplus materials and through _ 
acquisition by barter of foreign-produced materials, as authorized 
under the new Agricultural Trade and Development Assistance Act 


of 1954, (See page 5, August 31, 1954 issue.) 


The procurement toward long-term objectives authorized in 
the revised directive includes open market purchases from domestic 
producers of antimony, metallurgical chromite (upgrading), lead, 
metallurgical manganese and zinc and transfers to the ,stockpile 
of lead, metallurgical manganese; tin and zinc acquired under 
the Defense Production Act expansion programs. Procurement of 
manganese is in addition to the purchase of the metal under the 
domestic purchase nae & authorized by the Defense Production 
Act and Public Law 2 oa 

er 
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Under the provisions of the directive, the General Services 
Administration will inform the Department of Agriculture of the 
kinds and quantities of materials which may be acquired through 
barter for the long-term objectives under the Agricultural and 
Trade Development Assistance Act. These materials are: 


aluminum graphite, amorphous lump 
asbestos, amosite graphite, lubricant flake 
asbestos, chrysotile manganese ore, chemical 
bauxite, metallurgical mica, block 

beryl mica, film 

chromite, chemical platinum 

chromite, metallurgical selenium 

chromite, refractory talc, steatite block 
copper titanium 


diamonds, industrial bort 
diamonds, industrial stones 


Supplemental Stockpile The Agriculturel Trade Development 
and Assistance Act of 1954 authorizes a supplemental stockpile 
and provides for the purchase of strategic and critical materials 
with foreign currencies that may be acquired from the sale of US 
Surplus agricultural commodities. This supplemental stockpile 
is in addition to the minimum and long-term objectives estab- 
lished for the national stockpile but is subject to the same 
provisions with respect to disposal of materials, The purchase 
Girective includes a list of materials which, if acquired, would 
provide additional security and is intended as a guide in includ- 
ing strategic and critical materiais in bilateral agreements with 
other countries. The list suggested for the supplemental stock- 
pile follows: 


antimony manganese ore, battery 
bauxite, metallurgical manganese ore, chemical ) 
bauxite, refractory grade manganese ore, metallurgical 
beryl mercury 
bismuth mica, splittings 
cadmium nickel 
chromite, metallurgical opium 
chromite, refractory platinum 
cobait palladium 
feathers and down selenium 
flurspar, acid grade silk, waste and noils 
iodine tantalite 
lead titanium 
magne s ium tin 
. 3 zinc 
+ + * 
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THE MENDES-FRANCE The French Government has issued the first 
ECONOMIC PROGRAM decrees under the wide economic powers that 
were granted Premier Mendes-France in 
August. These, coupled with statements of intention, point to 
the direction his economic program might take, but only time 
will reveal the program's actual content. The first decrees 
indicate that only a modest beginning has been made so far. 





Economic Powers Law Premier Mendes-France on August 13, 
1954 obtained from the French Parliament the broad decree powers 
he had sought to enable him to accomplish an "economic revolution" 
in France, The general political situation at that time was 
highly favorable for the grant of such wide powers and the new 
Premier's personal popularity and political prestige were at an 
unprecedented high. While many deputies must have had grave 
doubts about the wisdom of granting such wide powers, there was 
a general hesitance to be counted in opposition to Mendes~France 
at that moment, 


Mendes-France obtained the substance of what he sought and 
the powers granted, taken literally, are the most extensive that 
have been given to any Premier of the Fourth Republic. Never- 
theless, they are limited or qualified in a number of ways. In 
several key cases (taxes, for example) the language of the law 
is highly ambiguous, which means‘ that Parliament may at some 
point claim that authorized powers have been exceeded, Decrees 
under the law ere effective when promulgated and they remain 
in foroe until amended or repudiated by Parliament. 


The major limitation on Mendes-France's powers concerns 
the 1955 budget, which must be voted by Parliament and which, 
once voted, cannot be subsequently modified by decree unless 
Parliament so provides. Thus, Parliament, despite its voting 
of wide powers to the Government, retains crucial control with 
respect to 1955 funds. Mendes-France will have some flexibility 
regarding 1954 funds, but it is probably too late in the year for 
this factor to be overly significant. Some of the less important 
limitations represent general attempts to reassure certain 
political-economic groups that their interests would be safe- 
guarded--such as protecting certain aspects of the social 
security and family allowance system, assuring agriculture that 
certain of its claims will be met, and continuing housing benefits. 
Another point is worth comment: the original government bill pro- 
vided that the government could establish multi-year investment 
programs together with the necessary contracting authority by 
decree, The law as finally enacted provides a safeguard for 
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Parliamentary prerogatives in addition to the appropriations 
control, in that multi-year schedules of contract authorizations 
can be established only with the advice of the Finance Committee 
of the Senate and with the advice and consent of the Assembly 
Finance Committee, , 


Within the legal limitations specifically put on the use of 
the powers and within the extraneous limitations which are in- 
herent in the French social and political framework at any given 
moment, the Mendes-France Government has authority to act by de- 
cree "to take all measures relative to: a) the pursuit of eco- 
nomic expansion and the increase of the national income; b) the 
normalization and reduction of production costs; c) the improve- 
ment of purchasing power and employment security; d) maintaining 
balance of payments equilibrium and the development of foreign 
trade with all countries; e) the raising of living standards in 
the overseas territories and economic and financial cooperation 
between Metropolitan France and those countries." | 


The French Economy and the Faure Plan In his investiture 
speech Mendes-France declare at Ss economic program would be 
"an enlargement and amplification" of Finance Minister Faure's 
18-Months Plan. In brief, the policies followed by Faure in 
recent months involves a) a very limited attempt to achieve eco- 
nomic expansion without inflation by the careful application of. 
internal stimulants; b) the continued stimulation of exports by 
means of liberal credit terms, various guarantees, and cash sub- 
Sidies in the form of rebates for taxes and social security 
charges; and c) a gradual return to trade liberalization accom- 
panied by measures to prevent too abrupt a price impact from 
liberalization on the long-sheltered French economy. 


The French economy has shown signs of stability and some 
improvement, partly under the stimulus of Faure's program, but. 
with the assistance of a number of fortuitous factors--an excel- 
lent harvest, a decline in the world prices of industrial raw 
materials imported by France, revival of consumer demand through- 
out Europe and liberalization of imports from France's OEEC part- 
ners, and the high rate of extraordinary dollar receipts from US 
mutual defense financing and US defense spending in France, | 
Industrial production is now at a postwar high, unemployment is 
at a low level and is not of serious concern, money wages have 
risen while prices have fallen or remained stable, thus providing 
an increase in real wages, exports are rising, foreign exchange 
reserves are increasing, the Treasury position is easier, and 
private savings and investment show signs of revival. ; 


Nevertheless, 
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Nevertheless, fundamental economic problems persist--the 
French external position continues to be dependent on extra=; - 
ordimary US dollar receipts, heavy export subsidies, and 
protection of domestic industry against foreign imports by 
Quotas, special taxes and tariffs. It is difficult to point 
to any important structural reforms which have been undertaken 
by Faure to provide permanent relief to the balance of. payments 
by rendering French industry more competitive. It is, of 
course, in theory in part to deal with these fundamental 
problems that Mendes-France sought special powers. It is clear 
that the 18 Months Program will need considerable “amplification” 
if it is to solve these basic problems . 


Mendes-France Policies So far, the only indications of 
Mendes-France intentions can be found in his public statements 
and in the decrees that have been issued, and these are not very 
Clear. He is committed to fulfill French commitments regarding 
liberalization of French imports from OEEC countries but has 
made it clear that he does not regard trade liberalization a 
magic remedy for France's ilis.. Apparently the Premier feels 
that the French commitment in this regard means only 65% 
liberalization by November 1, that liberalization must be . 
achieved in stages and accompanied’by safeguards. A.series of 
measures and lists relating to trade liberalization have been 
published which raise the liberalization rate to 57% on a 
trial basis. A second list, raising the rate to 65%, will be 
published soon. OEEC reportedly will not be informed officially 
of the new lifting of import restrictions before November 1, 
leaving the French Government free to manipulate the freed 
goods lists at will before notification. At the same time 
a compensatory tax was imposed on freed items and customs 
Guties were reinstated on a number of products, many of which 
apparently are included in the new list of liberalized goods. 
Certain items, such as benzene, acetone and anhydrides, were 
freed from the previous compensatory tax system. Earlier a 
decree was issued which suspended the 0.75% statistical tax 
on imports and exports to which the US and other GATT Contracting 
Parties had objected. It was also announced that basic rates 
of export pom rebates (8.75% and 5.45%) would be lowered to 
7.50% and 4.20% effective December 1. 


Mendes-France like all his predecessors has made it clear 
that he feels expansion of production is absolutely essential 
for any improvement in -the French economic position. He has 
also emphasized the need for French products to become compe- 
titive. In this regard a decree provides exemption from the 
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transaction tax on certain trade among manufacturers, thus 
permitting mass production by small and medium enterprises. 
Another decree will provide tax relief to encourage merging of 
companies and pooling of assets, which should be an aid to 
big business enterprises. 


A decree has been issued establishing a Fund for Re-_. 
conversion of Industry and a committee has been established to 
examine the cases of enterprises which want reconversion aid. 
The decree does not define exact criteria for such loans but 
sets up broad dbjectives which will help the committee in 
deciding which enterprises contribute most to the national — 
economy. A Fund for Reclassifying Labor was created by the 
same decree and wili assist workers to relocate or obtain 
vocational training. Workers will be given a choice of 
continuing the same work in another place or taking new jobs 
in the same place, A third fund, the purpose of which is to 
finance relocation of industry and labor, will handle real 
estate operations involved in transferring enterprises, provide 
living quarters for personnel, and take care of industrial 
decentralization operations. It is rumored that the government 
plans to establish a fund for granting equipment loans to aid 
businessmen in modernizing their establishments. Mendes-France 
has also indicated he will announce measures to aid farmers, 
including equipment loans, additional water supply, and 
increased agricultural research and training. These funds will 
not be large. 


The most recent decree was announced October 10 in a speech 
by Mendes-France and concerns the touchy wage ‘situation. The 
guaranteed hourly minimum take-home pay was raised to 1213.50 
francs--approximately 24,300 francs for a 200-hour month--in 
the Paris region, and is subject to zone differentials elsewhere. 
The Premier pointed out that the 6.5 franc raise is 1.5 francs 
higher than predicted and was due to the fact that production 
progress had been better than anticipated. He added that the 
Government intended to pass on to workers the benefits of 
increased production and implied that a 25,000 franc monthty 
minimum could be expected in April if production progréss is 
maintained. Additional "improvements" for workers were promised 
before then. The Premier also indicated that the government 
has and will use means to bring pressure on well-situated 
employers to sign collective agreements providing suitable wage 
increases for workers earning above the minimum. He announced 
that the government would not tolerate any longer infractions 
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on minimum wage regulations, and that employers who were unable 
to compry must avail themselves of the conversion decree. The 
press reaction to the wage decree was exceptionally favorable 
and the approach appears to be an astute move to stimulate 
worker confidence that the government will protect their . 
interests. | 


Mendes-France has indicated that there should be an 
alignment of social security legislation which would enable. 
France to enter into healthy trade competition without being 
penalized for the social progress which it realized before 
other countries and which weighed to often on its production 
costs, It remains to be seen, however, if other actions will 
be taken which would improve the French competitive climate, 
such as eliminating tax inequities, reducing subsidies, enforcing 
the anti-trust decree, adjusting transportation rates and 
transferring resources from inefficient to efficient units. 


While Mendes-France has broad powers, it remains to be 
seen what use he will try to make of them. The Laniel and 
Pinay Governments also enjoyed broad economic powers but | 
they found that the realities of French political life gave 
pause to their use. There is as yet no-real evidence that 
Mendes-France can surmount this basic environment. 


* * * 
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THIRD ANNUAL REPORT The Consultative Committee of the Colombo 
OF THE COLOMBO PLAN Plan, at its sixth meeting in Ottawa 





September 20 to October 9, was chiefly con- 
cerned with producing the third annual report on economic develop- 
ment in South and Southeast Asia. This meeting, like previous 
ones, provided a valuable opportunity for the Colombo Plan 
members to review their accomplishments, to discuss their prob- 
lems, and to evaluate future prospects. The US delegation was 
particularly impressed with the frankness and freedom with which 
these matters were discussed as well as with the cooperative 
spirit that prevailed. Most of the countries were represented 
by their Foreign Ministers or Finance Ministers, 


Of particular significance was the admission of Japan, 
Thailand and the Philippines to full membership. The Japanese 
representative made it clear that Japan intends to provide 
assistance to the countrieS of South and Southeast Asia. "My 
country", he said, "is willing to give as much as her present 
financial position allows, Her contributions will be made to 
individual countries after consultation with them regarding the 
amount and nature of the desired assistance." With the admission 
of Thailand and the Philippines, the Colombo Plan now embraces 
a11 non-Communist South and Southeast Asian countries. The 
sevénteen members are: Australia, Burma, Cambodia, Canada, 
Ceylon, India, Indonesia, Japan, Laos, Nepal, New Zealand, 
Pakistan, the Philippines, Thailand, the UK {with Malaya and 
British Borneo), the US and Vietnam, 


Eroblens in the Area The Report points out that while 
progress 8s been made in a number of important respects, there 
is no room for relaxation of effort. In some countries the 
progress has been relatively small. Though to a large extent 

the post-war civil disorder in certain countries has been brought 
under control, it has to some extent hindered development, 
Throughout the region, population is growing rapidly, at present 
at an annual rate of about 8 million, and food production per 
capita’ is still below prewar levels, Underemployment in rural 
areas is widespread and unemployment in urban areas, particularly 
of educated persons, presents a serious social problem. Trained 
personnel in most fields is not yet available in sufficient 
numbes. While program objectives and individual project plans 
for a balanced program of economic development are making excel- 
lent progress in some countries, they are only in the process 

of formulation in others. The generally lower levels of 


consumption 
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consumption and investment provide only a narrow margin of 
resources to meet unexpected reverses, thus giving rise to 
serious financial problems when such reverses occur. The 
existence, however, of widespread resources particularly in 
the form of underemployed labor and to some degree of savings 
that could be more effectively utilized for economic develop- 
ment, constitute important potential stimulants for further 
advances, The reports of individual countries indicate that 
considerable attention has been given to mobilizing domestic 
capital and that, in some cases, progress has been made. 


The financial problems of the Colombo Plan countries, 
relative to their development needs, are most serious, the report 
states, Whilé progress can be recorded in many particular re- 
spects, on balance it appears that the gap between the estimated 
costs of firm development programs and foreseeable available 
financial resources is widening rather than narrowing. Tax 
revenues have not increased proportionately to the increasing 
expenditure requirements dictated by the planned phasing of 
development outIays. The general decline of export prices has 
lowered the yield of export duties; and the reduction in many 
countriés of general and particularly of "luxury" imports has 
Similarly lowered the yield of import duties. In view of the 
historic importance of such revenue sources for the countries 
of the area, and of the Iack of any visible prospect for an 
early rise in the general level of export prices, the Colombo 
Plan countries have recognized the need to find or to expand 
other revenue sources, but the basic problem of increasing the 
total tax revenues still remains. 


To provide the massive sums of capital required to finance 
larger scale and long term projects, recourse to some form of 
deficit financing may sometimes appear necessary. Colombo Plan 
countries have given much thought to the extent to which and the 
circumstances in which recourse can safely be had to such 
financial techniques, They have concluded that the limits of 
safe procedure are determined by many sets of circumstances: 
whether the supply of consumer goods can be rapidly expanded in 
response to the additional demand resulting from an increase in 
money incomes; whether foreign exchange reserves can be utilized 
to bring in additional imports to meet such demand or commodi- 
ties can be brought in under aid programs; whether the excess 
liquidity can be drawn off by taxation or other fiscal measures; 
whether a particular economy has a high or low propensity to 
import, or a high or low ratio of foreign trade to gross national 


product; 
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product; whether the development program is weighted in favor of 
long term projects, or in favor of projects designed to yield 
Quick increments of production. These are difficult questions 
on which differing views may well be held. Clearly the scope 
within which deficit financing may be safely engaged in will vary 
from country to country. In some countries a considerable part 
of the additional money supply may go into hoards and may thus 
be immobilized, But the dangers of inflationary consequences, 
if domestic output does not expand sufficiently rapidly or an 
‘increase in imports is not possible, must severely limit the 
extent to which countries will consider it prudent to attempt 

to ee Gevelopment by credit expansion through the banking 
system, . 





In summary, although important steps have been taken to use 
domestic capital more effectively, the low level of average 
individual incomes makes it difficult to mobilize sufficient 
domestic resources for 4 rapid rate of economic development, 
Beyond that point, development can be speeded up if external 
resources can be made available. 





External Grants and Loans The annual report shows that the 
total of external grant aid from all sources made available 
Guring the past year amounted to approximately $280 million, 

In addition, loans were made by the International Bank to a 
total of $33 million. Other governmental loans authorized or 
dispersed amounted t6 the equivalent of $29 million. The amount 
of grant aid from all sources which is known to be available 
for the coming year is approximately the same as in the recent 
past. The report notes, however, that a portion of the US aid 
is to be offered in the form of loans, 


By the end of 1953-54, Australia had spent or planned the 
expenditure of £12.8 million ($28.7 million) for economic 
development in the area. This is approximately 56% of the total 
contribution of £31.23 million ($69.9 million) pledged by 
Australia for this purpose in December 1950 when the plan was 
conceived as a six-year operation. The emphasis of the 
Australian contribution has been on agricultural development 
and 54% of the amount committed has been spent in this way, 

Of the £3.5 million ($7.84 million) pledged by Australia for the 
technical cooperation scheme, some %700,000 (31.6 million) have 
been spent. 





The CanaGian Parliament voted $25.4 million for use under 
the Coloffbo Plan in 1954-55, making a total of approximately 
$102 million which Canada has made available for capital and 


technical 
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technical assistance, India, Pakistan and Ceylon have been the 
recipeints of Canada's capital assistance. Canada also made a 
special $5 million grant of wheat to Pakistan, and authorized 

the counterpart funds from this to be used for agreed development 
projects, Other assistance provided by Canada included training 
of various students and scholars in Canada, providing Canadian 
experts and furnishing light equipment for training purposes, 


Of the £3 million ($8.4 million) in capital assistance 
pledged by New Zealand for the first three years of the Colombo 
Plan, 42,393,640 ($6.7 million) had been committed by June 30, 
1954. Almost half of the £400,000 ($1.2 million) which New 
Zealand agreed to provide under the technical cooperation scheme 
has been spent and a further £75,000 ($210,000) has been committed. 


In the past year the UK provided or approved just over 
412.5 million ($35 million) in grants and loans for development, 
reconstruction and rehabilitatio: in the Federation of Malaya, 
Singapore, Sarawak and North Borneo. Pakistan continued to draw 
during the year on the £10 million credit agreed in 1953 for the 
purchase of equipment in the UK for schemes directly or indirectly 
contributing to agriculttral production, The report also refers 
t6 the Commonwealth Development Finance Company, which has com- 
pleted its first year of operation. The purpose of this Company 
is to supplement existing financial institutions through financ- 
ing projects where the borrower is unable to raise the funds 
through normal channels or through making a contribution in cases 
where the total amount is larger than can conveniently be raised 
in the market. Under the technical cooperation scheme, the UK 
has agreed to supply about £840,000 ($2.4 million) in equipment, 
has made arrangements for 621 trainees in the UK, and has offered 
the services of 155 experts, 


US technical and economic aid made available to the area on 
a grant basis has totaled about $468 million in the three-year 
period July 1, 1951 to June 30, 1954. Approximately $144 million 
was obligated in fiscal 1982, $161 million in fiscal 1953 and 
$163 milliofi in fiscal 1954, The report also refers to the $190 
million US l6an to India in 1951 for purchase of foodgrains, the 
$15 million loan to Pakistan in 1952 for purchase of wheat, and 
the $68 million grant to Pakistan in the form of wheat to offset 
the effect of crop failures in mid=-1953. The Eximbank to date 
has authorized credits of $100 million to Indonesia, $25 million 
to the Philippines, and $1 million to Thailand, In addition, by 
the end of June 1954 more than 2,000 trainees were participating 
or had pafticipated in training vrograms abroad, financed by the 
US, and almost 800 technical experts had been furnished to the 


area, 
During 
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During the discussion of external contributions, Assistant 
Secretary Waugh, the US delegate to the Consultative Committee 
meeting, explained how US plans for disposal of surplus agricul- 
tural commodities abroad under the Agricultural Trade Development 
and Assistance Act could benefit economic development in individual 
countries. (See Page 1, August 31, 1954 issue). He pointed ~ 
out, however, that the Act can be useful for this purpose only 
insofar as countries take the necessary measures to enlarge 
their. development operations and to draw on their surplus labor. | 
Explaining that the authority of the Act continues for three 
years, he expressed hope that the’ countries working together 
in the Colombo Plan will find it possible to take advantage of 
this to increase the consumption of their peoples and to 
accelerate their economic development. 


FOA Director Stassen referred to US intention to devote a . 
portion of the savings which arise from the ending of the Indo- 
chinese war to projects within the Colombo Plan, and to the 
feasibility of additiqnal measures to aid economic development 
in the area, He invited the countries to.submit further 
Suggestions and additional plans for our. consideration, and. 

_ expressed particular interest in the steps toward. multilateral. 
regional economic cooperation in Asia. ; 


Progress to Date. The report indicated great differences in 
the relative progress of individual. countries in economic 
development, pointing out that in some countries, development 
has been slower than is needed to achieve the objects of the Plan. 
Nevertheless, in some directions, improvement during the past 
year has been substantial. 


The current: food supply of the area improved further in the 
past year with the rice crop higher than the record level of 
1953. In the first part of 1954 international trade in rice | 
improved from the relatively low levels of 1953, but exportable 
supplies are still larger than prospective imports. A 
substantial increase in the output of food grains occurred in 
Indonesia, India and Pakistan. Sugar production in the region 
was higher than in the previous years, as was production of 
vegetable oils and seeds. : 


While the larger output of foodstuffs was due partially to 
favorable seasons, much of the improvement is a reflection of 
the strenuous efforts through development programs to increase 
the yield and to extend the area of food production. Consider- 
able additional areas of land have been brought under cultivation 


through 
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through completion of major irrigation projects, especially in 
India, Pakistan and Burma. Many governments have introduced 
better seeds, improved methods of cultivation, and additional 
fertilizer and equipment. Redistribution and other methods of 
land reform and the reclamation of arable land are continuing 
in many countries. . 


The demands for most other primary commodities became more 
stable during 1953-54, although average prices in some cases were 
below the previous year. Current production and export volumes of 
natural rubber, the region's largest export item, have changed 
little from 1953, although world consumption is continuing to rise. 
Because of the sharp decline in ‘the price of rubber until late 
1953, Indonesia and Malaya, the major producers, and also 
Thailand, Vietnam, Ceylon and British Borneo, experienced a 
heavy loss of income. Increased acreage and yield of raw cotton 
in India more than offset declines in Pakistan resulting from 
acreage diversions to food production. On the other hand, the 
raw jute crop was only two-thirds of the volume of the previous 
year, resulting from a 50% reduction in Pakistan's acreage 
and a one-third cut in India. Strong prices indicate the 
reduction of earlier surplus jute stocks although adequate supplies 
were available for manufacturers and for Pakistan's export 
customers. The demand for tea has been very strong since mid-1953, 
and prices have continually increased during the year. Production 
and export of tin in 1953-54 were similar in volume to 1952-53 
and since early 1954 have shown some gains, The average price 
was lower despite a gain of about 15% since the mid-1953 low. 
Petroleum production showed a substantial increase in Indonesia, 
as a result of the development of a new field in Central Sumatra, 
The petroleum output of British Borneo remained fairly stable. 


Production of manufactured goods increased in 1953-54 as a 
result of fuller use of existing capacity and alsa the addition of 
new facilities and new lines of production. In India, where 
light industry is well established, especially in textiles, 
emphasis continued on engineering and’ other durable products 
as well as semi-finished manufactures. The index of industrial 
production there rose nearly 5%. Pakistan's consumer goods 
industry continued to expand, with a larger increase in cotton, 
jute and woolen textiles, as well as in such items as cigarettes, 
rubber tires and tubes, paper and hydrogenated vegetable oils. 

In Indonesia there has been an increase in a wide range of 
consumer products and, in other countries of the area, production 
was maintained in such fields as textiles, shoes food products, 
cement, building bricks, coal and wood products. 


Power 
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Power development made steady progress throughout the. area, 
although few of the multi-purpose projects have yet been completed 
because of their great size, Pakistan has completed several 
thermal power projects, and work on a large hydro project is 
continuing. In India a multi-purpose project is progressing and 
the Nengal canal system has been opened, Capital investment in 
fuel and power development in Ceylon rose from 9,2 million rupees 
($1.9 million) in 1952-53 to 12.5 million ($2.6 million) in 
1953-54. A new thermal power plant is presently being installed 
in Nepal. The Singapore power station: had increased its 
capacity by 50,000 kilowatts by the middle of 1953. 


Considerable sums have been expended for rehabilitation of the 
railway systems in India, where 1,100 million rupees ($231 million) 
have been spent in the past three years, and in Pakistan where a 
currént scheme will involve an outlay of some 160 million rupees 
($33.6 million). Burma during the past year spent 64 million 
kyats ($13.4 million) on railway rehabilitation. Indonesia and. 
Ceylon also have increased their rolling stock. 


Road building has continued to be one of the most urgent 
problems, but many of the countries have found it difficult to. 
extend their programs beyond normal maintenance, Pakistan has 


added about 600 miles of new road during 1953, and other 
countries have made some additions, 


Burma continued rehabilitating the seaports which had been 
damaged during . the war, Pakistan increased the capacity of 


“Cittagong port. To fill the increasing need for ship crews, 


Indonesia recently opened navigation schools. 


. The fundamental and central problem is to raise the present 
low standard of living jin face of normal population growth. 
Nearly one-quarter of the world's population lives within the 
boundaries of the countries of South and Southeast Asia, and 
in view of the population growth, even the task of maintaining 
the present standard of living is a formidable one, The future 
holds many problems and the countries of the area are under no 
illusion about the size of the efforts required, They are aware 
that most of the load must be carried by them, although they 
may hope that its weight will Bear on them less heavily as more 
projects come to fruition and add to their resources, In.the 
meantime, external aid can do much to smooth and to accelerate 
their progress toward a higher standard of living. 


% # & 
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INTERNATIONAL WHEAT COUNCIL Decidedly lower wheat harvests 
CONCLUDES SIXTEENTH SESSION this year and expectation of in- 

creased import demands have tended 
to ease the wheat surplus situation to some extent, the Inter- 
national Wheat Council found at its sixteenth session in London 
October 12 to 15. However, the Council recognized that the 
available exportable supplies will remain at a very high level 
and strongly reaffirmed the view that a high degree of inter- 
national cooperation from all wheat importing and exporting 
countries is essential to ensure orderly readjustment to bring 
available supplies of wheat into more reasonable balance with 
world import demand. It reaffirmed support of the International 
Wheat Agreement as the instrument through which necessary inter- 
national cooperation may best be achieved, and provided for 
preparatory arrangemerits for negotiation of its renewal before 
its expiration July 31, 1956. 


The present Agreement membership of forty-seven countries 
will be increased to forty-eight as the Council approved acces- 
Sion of Italy with a quantity of 100,000 tons as compared with 
the 850,000 tons entered in the original Agreement document as 
Italy's quota. Brazil became a full member on deposit of its 
instrument of ratification September 13. The sales and pur- 
chases guaranteed under the Agreement now total 10,597,000 
metric tons. This does not include the quantity of 100,000 
tons for Italy, which still has to deposit its instrument of 
acceptance, 


Main discussion at the session centered about a report of 
the Executive Committee, This was made in compliance with a 
Council directive at the fifteenth session charging the Committee 
with keeping the world wheat situation under review and reporting 
to the Council on a series of questions relating to such matters 
as the possibility of expanding membership, improving present 
operations, and procedures to be followed in exploring renewal 
of the agreement. | 


Wheat Situation Representatives of the exporting countries 
made statements concerning the supply situation. The Canadian 
delegate referred to the fact that Canada had in the three years 
1951-53 produced as much wheat as it normally produced in five 
years, He then reviewed the drastic progressive reductions in 
Canadian crop estimates for 1954, estimating the crop at not 
over 275 million bushels with less than 100 million of millable 
grades. This ¢rop is the lowest since 1937 and reserve stocks 


will 
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will have to be drawn on substantially. The US delegate 
pointed to the acreage reductions in the US, the reduction in 
production of 200 million bushels, the lowering of price sup- 
port, and the drought in 17 of the states. The French repre- 
sentative said that while his country had a record crop, the 
guality was not good. The representative of the other export- 
ing country--Australia--said that 1954 prospects were for 
about 120 to 148 million bushels as compared with a 179-180 
million bushel average for the last three years, He said 
adequate storage was being provided in Australia but that it 
needed to dispose of more than its Agreement quota, 


Price Problems With the outlook for a reduced wheat sur- 
plus, the situation is steadied somewhat and there was no talk 
of the price going to the floor set forth in the Agreement. 
i” maximum price in the Agreement is $2.05, the minimum is 
1.55. Since the present world price of specified grade: is 
about $1.75, there is no obligation upon any of the signatories 
either to buy.or sell. In practice, however, the importing ~ 
countries usually prefer to buy from exporting countries in 
the pact as their purchases can count against their agreed 
quotas and they would have some protection against being forced 
to take up more wheat than they needed if the price fell to 
the floor.) 





Importer. countries raised the question of price, with some 
of them implying that the exporters! statements of reduced 
production were to prepare the way for price increases. The . 
Canadian and Australian representatives defended the exporters' 
position, stating in part that since less than half of the world 
trade was covered by the Agreement, the exporters had to 
consider the problem of selling outside of it. The US,. 
Australia and Canada made it clear they intended to give no 
preferential treatment to non-member countries. 


The Indian delegate made the main attack on the price policy 
of the exporters, maintaining that setting the price limits in 
the Agreement implied movement within that range "in the normal 
variation of the market." Instead of that, he said, exporters 
had kept the price up artificially in order to insure that | 
internal producers get a certain price. He urged that the 
Council negotiate a lower price range and put it into effect 
before the three years of the present Agreement expired. No 
support was found for this extreme view and the great majority 
supported the recommendations of the Executive Committee's report 
which placed emphasis upoh clarifying the need for international 
cooperation in stabilizing international trade in wheat and 
broadening the understanding of the purposes and principles of 
the ‘greement. The Belgian delegate referzed to US operations 


under 
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under Public Law 480, the bbe Trade Development and 
Assistance Act of 1954, saying that acceptance of foreign 
currency in’some cases would be equivalent to a lower price than 
if payment were in dollars. The US delegate referred to the 

- Provisions of the law which: safeguarded against undue disruption 
- of world prices and against any dumping program. The Belgian 
said he assumed that the 480 program would not be used to cover 
Wheat Agreement transactions and the: US delegate replied that 
was correct. 


Renewal -of the Agreement The current Agreement will expire 
July 31, 1956. In the discussion the Council was agreed that all 
interested countries should be invited to participate on equal 
terms in negotiations for renewal of the Agreement. - The 
Executive Committee was authorized to deal with the preparatory 
work for a wheat conference and to determine at what time and 
how non-member countries should participate in the preparatory 
work. The objective is to convene an international wheat 
conference in July or August 1955. The Executive Committee will 
‘call the new Council meeting in the light of progress made, . 
perphaps as early. as April, and the regualr business meeting 
of the Council for the last half of the 1954-55 year will 
probably take place at the same ime. | 





- * * 


BARLEY IMPORT On October 19, 1954, the President issued a 

QUOTA. IMPOSED proclamation limiting imports of barley into 
the US from all sources to 27.5 million bushels 

during the period October 1, 1954 to September 30, 1955 inclusive. 

The proclamation applies to barley, hulled and unhulleéd, includin, 

rolled barley and ground barley, and barley: malt. 


The President's action mdofied the recommendations of the 
US Tariff Commission which, following an investigation under 
Section 22 of the Agricultural Adjustment Act, unanimously found 
that imports of barley are interfering with or threaten to inter- 
fere with the Department of Agriculture's price yy program. 
In its report the Commission recommended a fee of cents per 
bushel on imports in excess of. 22.5 million bushels in any 1l2- _ 
month period beginning October 1, 1954. This fee would be in 
addition to the regular duty of 73 cents a bushel on barley 
imports: Other modification in the Commission's recommendations 
made ty che President include specifying the one-year period 
for the quota and allocating the total quota between Canada 
and all other suppliers based upon imports during the four 


marketing 
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marketing seasons 1950-51 to 1953-54. On this basis, 99% of 
the quota is allocated to Canada and 1% to all other countries. 


Concurrent with the President's action, the Canadian 
Government, in an exchange of notes with the US Government, 
indicated that it will take voluntary action to limit exports of 
feed barley to this country to 3.5 million bushels. Other | 
Canadian exports within the over-all quota will consist of other 
kinds of barley, including malting barley and barley malt. 


When asked by the Bureau of the Budget for views on the 
Tariff Commission proposal to increase the duty on barley imports, 
the Department stated that it had a number of reservations as to 
whether restrictions are necessary to prevent interference with 
the price support program. There is considerable evidence that, 
despite a large domestic barley crop, production of malting grade 
barley wiil not be sufficient to meet total US requirements and 
thet imports will be necessary. US imports of barley are usually 
00% or more malting grades. Malting barley, both imported and 
domestic, has consistently commanded premium prices in the US 
market. Another reason for doubting the need for this 
restriction is the fact that prices for Canadian feed barley 
are higher than prices for comparable domestic barley so that 
large imports of feed-type barley into the US are unlikely. 
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FAO COUNCIL The state of the world food and agriculture 


and future work were the principal topics con- 
sidered by the FAO Council at its 20th session which met in 
Rome September 27 to October 8. Most of the Council's deci- 
Sions were in accordance with US positions, 


The Council decided that its next session will meet June 6 


in Rome and that the next biennial FAO conference will be held 
November 4, 1955, also in Rome. 


World Food and Agriculture Situation In presenting a report 
to the Council on the state of food and agriculture, FAO Director 


General Cardon stated that production, although rising faster 
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than population, remains very unevenly distributed. He therefore 
urged that the policy of selective expansion be pursued more 
consistently. He pointed out that it was natural that a country 
Should wish to develop its own resources even when surpluses 
existed elsewhere, He said, however, that "there are times when 
in their eagerness to develop their own economies, underdeveloped 
countries appear to encourage certain kinds of production which 
can hardly hope. to become economic, or the production of export 
commodities already in over-supply." 


The FAO report shows that, for the past four years, world 
agricultural production has increased nearly 3% annually while 
population has Increased only about 14%. This has led to sur- 
pluses, particularly in countries that are large exporters of 
commodities such as grains and sugar. Increasing efforts to 
dispose of these surpluses may depress international prices so 
that domestic price supports will no longer act as a support to 
international prices. On the other hand, the report states, 
retail prices have been slow to adjust to the decline in farm 
prices and a further substantial adjustment is necessary if 
consumption is to catch up with the expansion in production. 
The report emphasizes that the final aim of production is con-' 
Sumption, but also the welfare of the producer must be kept in 
mind as a means of sustaining production. . i 


Premiums on export from soft currency areas have virtually 
disappéared in the past year due to improvement in the holdings 
of dollar reserves by many countries, Despite the larger sup- 
plies and lower prices for export products, however, trade in 
agricultural products has shown little or no expansion because 
importing countries have continued to raise the level of their 
agricultural productivity in an effort to become more self 
sustaining. 


In discussing the outlook for agricultural prices, the report 
states that the gradual decline in farm prices is likely to con- 
tinue through 1954-55 and that the more vigorous efforts being 
taken to foster agricultural exports will bring supplies of the 
various farm products more in line with consumer demand, More 
stringent acreage restrictions and marketing quotas are likely 
to bring the supplies of crop products appreciably lower in 
1955-56, while supplies of livestock products probably will con- 
tinue to increase, 


The Council was in general agreement with the assessment 
of the current situation and outlook. It adopted a statement 
emphasizing that in spite of surpluses, there is a need to 
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continue agricultural production in underdeveloped areas to 
exceed the rate of population growth, to expand commodities 

in demand and in areas of need, and to increase consumption 

and raise nutritional standards. The Council also endorsed. 
continued national and regional consultations by the FAO 

staff with member governments regarding selective expansion, 

and noted the close relationship between this activity and the w 
work of the Committee on Commodity Problems. 


Commodity Problems The Council generally approved the 
recommendations which the Committee on Commodity Problems had 
adopted at its meeting just prior to the Council. The "Principles 
of Surplus Disposal" which the Committee determined should be 
observed in all international surplus transactions so as to avoid 
harmful interference in production and trade patterns are to be 
sent to member governments with a request that they inform the 
Director General whether.they will adhere to them. (See page 9, 
June 22, 1954 issue.) This action was approved instead of the 
Netherlands proposal that the principles be incorporated into 
a "Code of Fair Conduct" for member governments. 


An effort on the part of Argentina to expand the role of 
the Committee on Commodity Problems, and more specifically of 
the subsidiary Consultative Subcommittee on Surplus Disposal 
which meets periodically in Washington, was defeated. Argentina 
had recommended that the Committee be given responsibility for 
formulation of certain “policies” in the field of agricultural 
trade, which would involve international control of prices and 
stocks, 


The Council also endorsed a recommendation that an inter- 
governmental conference be called to negotiate an international 
agreement on olive o11. The working party on olive oil which 
has already prepared a draft agreement is to meet again prior to 
the conference to make additional preparations. Because the sub- 
ject is of only marginal importance to this country, the US dele- 
gation took a neutral position at the Council meeting but did 
point out that the US has serious reservations about the wisdom 
of this kind of approach to the problems of fluctuations in olive 
oil production and prices, 


The report of the FAO mission sent to Egypt to investigate 
the disposal of surplus dairy products was endorsed by the Council 
as an example of a practical approach to effective distribution 
of surpluses, The mission's efforts not only provided guidance 
for future disposal measures for other surplus products, but also 
for ways of stimulating consumer demand. 

Report 
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Report on FAO Dr. Cardon presented to the Council a report 
on the work of FAO during the past year, the program for 1954-55, 
and suggestions on the Organization's future approach to its prob- 
lems. He concentrated on long-term developments, pointing out that 
with FAO approaching its tenth year, the time is propitious for an 
appraisal of the Organization's development and future prospects. 
He referred to conclusions of the recent UN World Population Confer- 
ence held in Rome that agricultural resources, if highly and 
energetically developed, would be adequate for about 25 years, even 
though the population might.have grown from 23 to 3-3/4 billion. 
The Population Conference, he said, had agreed that the days of 
agricultural expansion by individual effort are past and that the 
development of land resources and raising of yield can be achieved 
only through organization and application of the findings of 
agricultural science and adequate capital. In the light of these 
findings, the Director General proposed, and the Council agreed, 
that he examine the possibility of a survey of world agricultural 
resources with a view to meeting the challenge of rising world 
population. 





Dr. Cardon mentioned activities that FAO is emphasizing in its 
present program, such as selective expansion in agriculture, 
assistance in the improvement of national government services for 
agriculture such as extension work, land tenure and agrarian reform. 
In connection with the latter, he said that FAO is sponsoring land 
problems seminars in Asia and the Near East in 1955 and has been 
asked to assist in the evaluation of land reforms in Italy. Dr. 
Cardon also referred to FAO's activities in relation to irrigation 
and soil improvement plant and animal disease control, promotion 
of inland fisheries, development of national forest policies, pulp 
and paper studies, assessing the nutritional status of populations, 


and home economics, 


As one aspect of FAO's fisheries program, the Council adopted 
an Argentine proposal that the Director Generai convene a Latin 
American meeting of interested member governments to formulate draft 
terms of reference and rules of procedures for a Latin American 
Regional Commission, This Commission would carry out some functions 
of the proposed Latin American Fisheries Council on a4 provisional 
basis until such time as the draft agreement establishing the 
Fisheries Council comes into force, 


Most of thé delegates commented favorably on the report on 
FAO's present work and endorsed the future plans, Various delega- 
tions, including the US, urged that nutritional activities be 
expanded in view of their increased importance now that emphasis 
is on selective rather than general expansion in food production. 
Others urged a strengthening of FAO's regional activities, 
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While Finland is still less industrialized than the other 
Scandinavian countries, it has made considerable progress in 
this respect. As a result, the economy is now more diversified 
and less dependent on foreign trade than before the war, the 


report 
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report points out. In the industrial field, the mainstay of 
the Finnish economy is the woodworking industry, which in 1953 
accounted for 80% of the total exports. Other industries, 
particularly the metal working and engineering, also have ex- 
panded in the post-war era, largely because of the necessity 
to produce reparations goods. With the cessation of repara- 
tions, however, Finland had to seek commercial markets for its 
metal and engineering products, and these now account for 17% 
of the total exports. These industries, however are unable to 
compete in the Western markets and have to rely for the con- 
tinuation of their production on sales to the Soviet bloc 
countries. 


The reparations problem and the heavy necessary postwar 
investment subjected the Finnish economy to severe strains. at 
the same time, there was considerable popular pressure to in- 
crease living standards, which had a powerful influence on the 
political parties. Response to-this pressure resulted in strong 
inflation induced by budget deficits in the early postwar years 
and over-expansion of bank credit. 


The inflation has since been brought under control. In 
addition, Finland has had a balanced budget for several years 
and the cost of living has remained fairly stable for nearly 
three years. 


Price of Stabilization While the stabilization program 
introduced in 1951 succeeded in curbing inflation, it had some 
serious disadvantages because of the rigidity it introduced into 
the Finnish economy. Under the program, firm promises were made 
to maintain the real income of farmers and wage earners at the 
peak attained during the Korean boom, This imposed a high level 
of costs on the country's export industries, and prevented their 
ac justing their costs to world market conditions. As a result 
the currency appears to be over-valued at the present exchange 
rate. Moreover, the inflexibility of wages and farm revenues, 
has greatly restricted the function of the market mechanism to 
distribute available resources among .. consumption, foreign 
trade and investment. Also, the maintenance of the two main 
income categories at a high and rigid level and the pressure for 
more social services and more housing makes for a level of con- 





sumption and investment which tends to exceed Finland's resources, 


The inflexible income structure also is a strong obstacle 
to liberalization of trade. With the existing wide discrepancy 
between internal and external prices, any major liberalization 


would 
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would raise the demand for foreign goods to a level that would 
threaten the balance of payments. At present the entire volunie 
of imports is subject to controls and restrictions. This exclu- 
Sion of competitive imports induces the domestic industries to 
set up new uneconomic enterprises. 


So long as the key elements--wages and farm prices--in 
Finland's economy are geared closely to the level of consumption 
and investment the country could afford during the 1°51 boon, 
its -position is bound to be difficult. There is not much pros- 
pect, however, for any quick change in policies. In the long 
run, the report points out, an increase in productivity could 
provide more room to maneuver and would permit gradual steps to 
be taken toward a freer economy without substantially affecting 
the various interests now bent on maintaining the status guo,. 


Major Sectors of the Economy The long term balance of pay- 
ments prospects continue to depend on the exchange earning capa- 
city of the wood processing industries, according to the Bank's 
report. The Bank mission found that the companies in this 
industry are generally efficient and in a sound position and 
that their products are firmly established in export markets. 
Their current expansion plans are well within the limits set by 
Finland's forest resources, : 





Most of Finland's other industries, of which the metal- 
working industry is the largest, are shielded from foreign compe- 
tition by import restrictions and in some cases receive state 
aid in the form of preferential exchange rate and rebates on 
materials costs. Many of these industries are yneconomic., Tne 
IBRD mission concluded that loans to this sector were unlikely 
to represent an appropriate use of Bank funds, 


Finland's agricultural production has .increased consider- 
ably in the postwar period, but the mission has serious question 
as to whether this has not been.accomplished at excessive costs 
for the economy as a whole. State aid to this sector has been 
increased substantially. Specific price subsidies are granted 
to producers of dairy products and sugar beets, and fertilizer 
use also is heavily subsidized. In addition, smali farmers 
receive special aides, such as free fertilizer and low interest 
loans for resettlement, Furthermore, in 1951 the Government 
introduced a farm parity scheme based on an assumption of un- 
changed production and yields, so that all gains or losses in 
productivity inure to the farmers. Unlike the US, the guarantee 


applies 
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applies to the totality of income and not necessarily to specific 
products. The mission found that the most promising single means 
for increasing agricultural output seemed to lie in better 
Graining of existing farms, 


Because Finland must import: both coal and oil and because 
of sizeable water resources, bydro power constitutes the bulk of 
electric power output. The mission thought that hydro projects 
presently under construction, together with plants already 
operating, would provide adequate power to meet expected needs. 
It suggested, however, that in making plans for future power 
installations, provision should be made for an increase in 
thermal capacities to improve the balance between them and hydro 
capacities, 


Finland's railroads are handicapped by inadequate finances. 
Substantial rate increases would be necessary to make them self- 
supporting. Present indications are that the pace of moderniza- 
tion and re-equipment will not be rapid. Cost economies are un- 
likely on any large scale and freight charges to industry and 
agriculture are more likely to rise than fall in the near future. 
Import needs of the railways are expected to be financed from 
general exchange funds, and no request for IBRD- financing in 
this field is presently anticipated. 


Finland's Creditworthiness The mission concluded that 
Finland's « earnings on foreign account justify her incurring addi- 
tional external debt and that a loan equivalent to $10-15 million 
should be well within Finland's creditworthiness. Finland is 
earning a large surplus in pounds sterling and is therefore most 
creditworthy in this currency and in any other European curren- 
cies into which her sterling surplus can be converted. Her 
dollar position is steadily improving, but her current dollar 
earnings are still small as compared with the service payments 
on the existing debt. The mission suggested that any new dollar 
borrowing should be kept within moderate limits, 





US Assistance Although the US decided sometime ago in 
principle that it should attempt to render assistance to Finland 
for sound projects if such assistance were requested, Finland's 
recent request for a loan is the first concrete proposal the 
Finns have made. A Presidential waiver of the Battle Act pro- 
vision probably. would be required should the Eximbank or any 
other Government agency be interested in extending the loan. 
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In February of this year the US agreed to sell Finland 

$5 million worth of cotton and tobacco for Finnmarks. The Finn- 
merks in turn are being used for FOA procurement in Finland. 
Current plans are to purchase wood for the FOA program in Greece 
and Finnish prefabricated houses for the Berlin refugee housing 
program, | 





Negotiations are currently underway on Finland's request 
for 150,000 tons of US coal for local currency under the special 
FOA program. Consideration is also being given to Finland's 
desire to purchase surplus cotton, tobacco and dried prunes for — 
local currency under Public Law 480. The size of this program 
will depend on Finland's absorptive capacity for surplus items 
and on agreement on how the local currency proceeds would be used. 
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US-GERMAN FCN On October 29, 1954, a Treaty of Friendship, 
TREATY SIGNED Commerce and Navigation between the US and the 

Federal Republic of Germany was signed by 
Secretary Dulies and Chancellor Adenauer, As an indication of. 
the political significance attached to the Treaty, the Secretary 
at the signing ceremony pointed out that "this Treaty will stand 
as the symbol of the completion of the process of re-establishing 
normal relations between our two countries .. . and will place 
our commercial relations once again on a peacetime basis." 





The Treaty, which is designed to regulate basic economic 
relations between the two countries, will replace the Treaty of 
1923 between the US and Germany. It is the first Treaty of this 
type negotiated by Germany since World War II, and is one of a 
series signed by the US, The Germans have deferred entering 
into treaty negotiations in this field with a number of coun- 
tries until completion of the Treaty with the US. Although the 
Germans do not now expect to use the US Treaty in its entirety 
as a model, it is expected that this Treaty will have consider- 
able influence in the development of German commercial policy. 
It is understood, for example, that the Germans will in other 
negotiations push the principle of national treatment, which is 
the keystone of the US treaty policy. 


The 


DECLASSIFIED FOR PUBLICATION IN FOREIGN 
RELATIONS OF THE UNITED STATES 

















CONFIDENTIAL 
sce 


The new Treaty follows the same general pattern as the 10 
others signed by the US in the post-war period as part of this 
country's policy for furthering liberal principles of trade and 
economic relations and particularly for creating conditions 
favorable to economic development. The Treaty provides the 
detailed legal basis for the protection of American private 
interests abroad and reinforces the position of the federal 
Government as guardian of the rights of foreigners and foreign 
enterprises in this country. The Treaty contains 29 articles, 
together with a protocol and exchanges of notes, and covers in 
Some detail a wide range of subject matter. In brief, each 
country: 1) agrees to accord within its territories to citizens 
and corporations of the other, treatment no less favorable than 
it accords to its own citizens and corporations with respect 
to engaging in commercial, industrial and financial activities; 
2):formally endcrses standerds for the protection of persons, 
their property and interests that reflect the most enlightened 
legal and constitutional principles; 3) recognizes the need for 
special attention to stimulate the international movement of 
investment capital and agrees that such movements shall not be 
unnecessarily hampered; and 4) reasserts its adherence to the 
principle of non-discriminatory treatment of trade and shipping. 


When negotiations began in Bonn a little over a year ago the 
Germans presented a dreft treaty which indicated their concept 
of an economic-commercial treaty was entirely different ‘than. 
our own. Notably, in establishment matters, the German original 
approach was for most-favored-nation treatment rather than 
national treatment; and, in matters of international commerce, 
their approach was similar to that reflected in short-term 
Clearing and barter agreements, plus a great deal of adminis- 
trative deteil. Therefore, 2a substantial part of the intensive 
and painstaking negotiation was devoted to reconciling the 
German position to the pattern formed by other US treaties. 





The other principal negotiating problems centered on 
exchange controls, quantitative restrictions and compensation 
for expropriated property. In connection with the standard 
exchange control article, the Germans expressed the fear 
lest it obligate them to take measures leading to premature 
convertibility and otherwise restrain their freedom of action 
on exchange matters. Their misgivings in this regard were 
removed during the negotiations, and, as finally agreed the 
article, although considerably rewritten, is calculated to 
achieve approximately the same result as that sought in the 
US standard draft. | 


In the 
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In the field of commercial policy (Article XIV), the Germans 
resisted accepting a firm rule regarding non-discriminatory 
application of Quantitative restrictions, particularly with 
respect to agricultural products. The problem from the German 
viewpoint was confined to a possible period in which there mi,ht 
be no General Agreement on Tariffs and Trade, since a standard 
reservation in the treaty allows the maintenance of all 
restrictions permitted by the GATT, so long as it is in force 
between the parties. The solution finally agreed was to 
maintain the basic US standard rule but to provide for the 
contingency that it might prove to be unworkable at some 
future date after the treaty comes into force. Accordingly, 
three special provisos were agreed to: 1) each party would 
have the right to terminate Article XIV at any time on three 
months! notice, while leaving the rest of the treaty intact; 

2) should the GATT ever cease to be the primary governor of 

our trade relations, any restrictions permissible under the 
GATT that were in existence at the time this contingency 
materialized could be maintained for 12 months durim, which 
time the two parties would consult and consider whether any 
further adjustments on Article XIV were necessary and mutually 
agreeable; and 3) an unpublished understanding was reached to 
the effect that the treaty will not be sent up for ratification 
until after the close of the present review of GATT and in the 
event that the review session brought about a fundamentally new 
Situation as regards agricultural imports, Article XIV would 

be open to further negotiation before action on the treaty 
could be completed. 


Although the Germans had great difficulty in accepting the 
standard US rule to the effect that the compensation due for 
expropriated property should "represent the equivalent of the 
property taken," they did accept this rule in the closing days 
of the negotiaton, by personal decision of Chancellor Adenauer. 


The Treaty will be submitted to the US Senate for advice 
and consent, and after the constitutional ratification process 
of both countries has been completed, will enter into force one 
month after the exchange of ratification. Meanwhile, the so- 
called short treaty signed on June 3, 1953, which clarifies the 
legal status of the 1923 Treaty, entered into force on 
October 22, 1954. This short treaty will serve as the basis 
for German-American commercial, economic and consular relations 
pending ratification of the FCN treaty signed last week. 


* * * 
NAC 
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NAC APPROVES EXIMBANK PROGRAM Last week the National Advisory 
FOR EXPORTER LINES OF CREDIT Council approved a program 

outlined by the Export-Import 
Bank for the extension of lines of credit to assist US exporters 
of agricultural and industrial capital goods to retain their 
markets abroad. 





In a letter to the NAC on November 2, the Director of the 
Eximbank pointed out that the recent shift in international 
trade conditions from a seller's to a buyer's market abroad, 
the increasing importance of export markets to US manufacturers 
because of expansion of plant capacity and the increasing 
competition offered by foreign manufacturers based on assistance 
provided by their governments, made it desirable for the Eximbank 
to expedite the extension of assistance to US exporters of 
Capital goods. Accordingly, the Bank asked approval of its 
proposal to extend lines of credit to help exporters of certain 
types of capital equipment to meet competition in established 
markets abroad, under conditions which will encourage private 
participation in the extension of credits and will preserve 
reasonable safeguards against over-selling. The line of credit 
proposal is limited to the field in which the Eximbank already 
is extending exporter credits on a case bdDy case basis. The 
procedure, the Bank pointed out, would not minimize the importance 
of or be inconsistent with the consideration of either develop- 
mental projects or exporter credits for the expansion of 
exports, as distinct from maintenance at appropriate levels. 


The contemplated procedure is not entirely new to the 
Bank since somewhat similar lines of credit have been extended to 
assist groups of manufacturers in the machine tool industry. 
These revolving credits have been successful, but it is 
believed that the creation of such groups is not practicable 
for most types of equipment. Therefore the Bank proposed that 
the lines of credit be established in favor of individual 
companies along the following lines. 


The Bank proposal calls for the authorization of a line of 
credit to assist an individual company in an amount of not more 
than one-third to approximately one-half of the average foreign 
business done by it in recent years. At the outset of the 
program, no line will be authorized in excess of $10 million 
or will be available for more than one year. After an 
authorization has been granted, the exporter could apply for 
financial assistance under the’line on a case by case basis. 


The 
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The program also provides that where the nature of the 
soods permits repetitive sales to the same customer abroad 
juring a year, the line could be utilized without prior approvél 
yy the Bank of each transaction. For these cases, the Berk 
1ill designate the countries in which such transactions may be 
“inanced automatically, and the amount of credit which may be 
outstanding at any one time in each approved country. AS a 
‘urther prerequisite to such transactions, the Bank also will 
iesignate from time to time the amount of crecit which may be 
sutstanding at any one time to an approved importer in that 
-ountry. The provisions for such automatic treatment, however, 
ire not to apply to sales where the purchaser is 2 government . 


1r government-owned entity. 


The basic requirements for inclusion of sales under exporter 
sredit line financing will include a down payment by the purchaser 


of at least 20% of the invoice value and participation in the 


“inancing by the exporter who will carry for his own account, 
rith or without the assistance of commercial banks, at least 

25% of the financial portion of the sale. The Bank will pur- 
shase or guarantee not more than 75% of the financing. This 
“inancing will be without recourse to the exporter. The maturity 
of the paper to be purchased or guaranteed by the Bank will- vary -- 
iccording to the nature of the equipment to be financed and to | 
sone extent with the competitive terms offerec. It is antici- 
sated that the terms seldom will be for periods of less ‘than 

yne year. For some types of equipment terms of two or three 
years will be adecuate; for others terms of five to seven years 
nay be necessary. The paper to be purchased or guaranteed 
asually will bear interest at not less than 5% per annum. 

There may be some instances, however, where approved sales to 
zovernments or their entities may require the use of 43% as the 
rate of interest. The Bank also proposes to charge a commission 
2n all obligations which it purchases or guarantees. 


Some exporters have indicated that they can provide the 
financing required for the sales which are to be assisted if the 
2ximbank will extend its guaranty to the exporter in lieu of 
arranging for purchase of the paper. In the majority of the 
cases, the purchases will be made by commercial banks with the 
zuarantee of the Eximbank, 


A few exporters are prepared to assume all commercial risks 
involved in their sales abroad on credit, but have indicated that 
if they do so they require protection against loss resulting from 


political 
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political occurrences beyond the control of the exporters and 
importers, including such things as inconvertibility, war and 
possibly expropriation. In such cases the Bank proposes to 
offer limited guaranties. 


Included in the Eximbank's proposal, as approved by the 
NAC, were specific lines of credit for two companies. One line 
was in the amount of $4 million to assist a firm in the sale of 
agricultural equipment, and one in the arount of $6 million to 
assist a firm in the sale of steam boilers and associated 
equipment. 


Announcement of the new program will be made in the near 
future. The Eximbank already has received preliminary applice- 
tions from 28 US firms for lines of credit totalling nearly 
$100 million, 
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US EXTENDS ECONOMIC The US announced on October 30 that it 

TO GUA will extend aid in the amount of 
$6,425,000 to Guatemala during the present 
fiscal year. This aid was extended in response to President 
Castillo's urgent request for emergency assistance to help the 
Government in its efforts to restore public confidence and a 
normal level of economic activity. It also is designed as a 
demonstretion of our support for the anti-communist Castillo 
regime, which took over in June, following the overthrow of the 
Arbenz Government. The total grant includes $1.3 million for 
technical assistance, $1,425,000 for the inter-American highwey, 
$500,000 for completion of the Roosevelt Hospital in Guatemale 
City, and $3.2 million for development projects to be agreed 
upon between the two Governments. 





While the announced aid is designed to help meet the 
immediate need, the US also is considering ways in which it cen 
help the Guatemalan Government in its longer term economic pro- 
gram, Guatemala also hopes for assistance from the Inter- 
national Bank for Reconstruction and Development, The Bank 
recently sent a mission to Guatemala to assist the Government 
in preparing legislation creating a national planning council 


in. ot S agzreed to retaina staff member in “Sistemala ty oestst 
in the ai caerataineaan ena ringt stage of operatiens of the counts). 


Background 


' 
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Background Although the long-term prospects for the 
Guatemalan economy are considered promising, the Government is 
now facing a most difficult financial situation. It inherited 
from the Arbenz regime a nearly exhausted public credit, a sub- 
stantial administrative deficit, and a iarge public works pro- 
gram, which had been financed through borrowing from the Bank 
of Guatemala and other Government institutions. The situation 
was further complicated by the general confusion in the months 
following the revolution, serious unemployment, business stagna- 
tion, and a sharp decline ‘in.the Government's revenues. 


To restore political stability, the Government considers 
it essential to continue and to expand the public works program 
in order to relieve the serious unemployment problem and stimu- 
late business activity. Because it had no funds available for 
such a program from its own resources, it made an urgent appe3l 
to the US for emergency assistance, stating that the economic 
Situation was extremely grave and unless relieved could lead 
to political disaster, More recently President Castillo 
expressed concern over growing opposition to him end his regime, 
stating that US aid is justified by the economic situation but 
was perhaps even more desperately neeced for the psychological 
and political effect it would have in showing US support for 
the liberation movement. 


Our Embassy's review of the economic situation in October 
indicated that with improved conditions, and hence improved tex 
collections for the remainder of the fiscal year, the Guatemalan 
Government could expect to come close to meeting the most of its 
normal operational expenses out of its current revenues, but 
without an improvement in business, tax collections would be 
inadequate for those expenses, Even with improved business condi- 

ions, however, the Government could not finance a public works 
program out of its current revenues nor could it borrow substan- 
tially from the Bank of Guétemala or other local institutions 
without jeopardizing its currency. Failure to carry out the 
public works program, the Embassy thought, would have dangerous 
economic and political repercussions. As the situation appeared 
to be deteriorating rather than improving, the US decided that 
it could not await further investigations before granting emer- 
gency assistance and on October 30 announced its decision to ex- 
tend $6,425,000 to Guatemala, 


Guatemalan Action President Castillo has made it ciear that 
he plans to put his economic house in order, In this connection 
he has requested a US financial adviser and has shown a disposi- 
tion to discuss with US officials in advance proposed petroleum 
legislation and other major economic policies. 

To 
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To obtain much needed funds, the Government on October 19 
imposed a one-time emergency tax designed to yield $6,200,000. 
In addition, on October 25 the Government imposed an import 
duty of 10 cents per gallon on all gasoline and napthas imported 
into the country. 


In a press interview on October 26, President Castillo 
announced his plans for the country's development as consisting 
of two phases. First, there is the immediate emergency program 
that would include the most urgent public works, such as repair 
and completion of highways, completion of the Roosevelt 
Hospital, and care for people affected by demasces of the recent 
hurricane and flood. The second and broader phase, he stated, 
covers three fields--agriculture and livestock, electric power 
development, and communications generally. This program, he 
said, would be studied in cooperation with the International 
Bank since substantial outside funds will be necessary for its 
implementation. At the same time the President ennounced that 
a law to govern petroleum exploration is under active study. 


* * * 
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JAPAN'S ECONOMIC PROBLEMS In the Washington talks earlier 
DISCUSSED W YOSHIDA . this month between the Japanese 
; delegation headed by Prime 
Minister Yoshida and US officials much emphasis was given 
to economic topics, The most. noteworthy outcome was 
agreement on a surplus agricultural commodity program 
for Japan aggregating approximately $100 million. While 
Yoshida welcomed this offer and other evidences of our 
interest in Japan's economic situation, he had hoped for 
Stronger US assurances that would help bolster his cur- 
rently shaky potitical position in Japan. His visit was 
the occasion for a general exchange of views of Japan's 
economic situation; Japan's desire to expand its trade; 
the importance of South and Southeast Asian economic 
cooperation; private investment; and certain postwar 
problems such as GARIOA, reparations, and Japanese assets 
in the US, . 


US Aid Japan has indaicated a desire for financial 
assistance for a variety of purposes: agricultural develop- 
ment, power development, financing of basic and defense 
industries, building of highways for defense and commer¢ial 
purposes, and financing of exports. Over recent months, 
the Japanese have placed great emphasis on participation | 
in our surplus agricultural commodity program with the 
hope that most of the yen proceeds might be used for the 
above purposes, They requested sales of commodities 
aggregating $400 million over a three-year period, includ- 
ing $133 million for the current fiscal year. In addition, 
they requested a grant of commodities for their school 
lunch program, , 


In conversations previous to and during Yoshida's 
visit, agreement was reached on a program under the Agri- 
cultural Trade Development and Assistance Act of 1954 
(PL 480) of approximately $100 million, of which $15 mil- 
lion (in terms of CCC costs) is to be a grant under Title II 
for the school lunch and children's clothing programs, 

Under Title I, Japan will purchase for yen (at market 
values) $85 million worth of wheat, barley, rice, cotton 

and tobacco (including $4 million for transportation costs). 
About $59.5 million of the yen proceeds are to be used . 
for loans for economic development in Japan, Of the remain- 
ing, yen equivalent to $17 million are to be used for the 
construction of housing for US military personnel.and their 
dependents, $5.5 million for purchasing goods for other 


friendly 
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friendly countries by the FOA, $2 million for developing 

new markets for US agricultural commodities, and $1 million 
for the Fulbright and USIA programs, The Japanese had 

hoped that a large portion of the $59.5 million local cur- 
rency to be loaned back to Japan could be used to increase 
the financing of their Eximbank. The US, however, could 

not agree to this because it. felt that the financing of 
Japanese exports should come from indigenous financial 
resources, Negotiations on a definitive agreement covering | 
the entire arrangement are expected to begin soon in oo 
Washington, 


As an indication of continuing US interest in Japan's 
economic stability, the US announced prior to Yoshida's 
visit that it will establish in the near future an FOA mis- © 
Sion in Tokyo, Every effort is being made, however, to 
discourage any expectation that US economic assistance of 
large proportions will be forthcoming. During Yoshida's 
visit the Japanese sought assurances that the US would 
seek ways of increasing its special expenditures in Japan 
and give assurances as.to the probable level over the next 
few years. The US agreed, as in the past, to try to keep 
Japan informed as to the probable level of expenditures, 
but emphasized that such estimates should in no sense be 
considered as commitments. We also indicated that the 
expenditures would diminish as US requirements in-the area 
are reduced, | | 


Japan's Economic Situation Representatives of both 
Governments noted the improvement that has taken place in 
Japan's economic situation since Ikeda's visit in October 
of last year, (See page 1, November 10, 1953 issue.) The 
fiscal and monetary policy adopted in the fali of 1953. 
and reinforced during 19 has been one of the most important 
factors responsible for the dramatic imprevement in Japan's 
international balance of payments position--from a deficit 
of $162 million for the first quarter of this year, to a 
surplus of $133 million for the following seven months. 
Dollar, gold and sterling holdings now exceed $850 million-- 
an amount comfortably in excess of current international 
requirements. Furthermore, this improvement occurred even 
though US special expenditures declined from about $800 mil- 
lion in 1953 to about $600 million this year. A further 
decline is expected in 1955. Wholesale prices have fallen 
by 9%. Despite the substantial reduction in prices, however, 
Japan's price levels as a whole are still somewhat above 
world prices. 

While 
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While the improvement has been laudable, it was generally 
agreed that Japan must take further constructive action to 
Strengthen its economy, US officials stressed the need not 
only for Japan to maintain a balance in the national budget, 
while increasing appropriations for defense and economic 
development, but also to eliminate deficit financing by 
municipal and prefectural governments. The US also suggested 
that credit control which would make capital more readily 
available to essential industries could be pushed still fur- 
ther. A third US suggestion was that the Japanese tax system 
Should be strengthened both to increase governmental revenues 
and to further in various ways such objectives as reducing 
non-essential consumption and promoting investment in essen- 
tial industries, Other suggestions concerned Japan's trade 
and private investment. The Japanese agreed in principle with 
these suggestions but explained the difficulties the govern- 
ment faces in implementing then. | 


Japan's Trade There was general agreement that expansion 
of Japan's trade is vital. Our officials emphasized US interest 
in thig problem as manifest in vigorous efforts to secure 
Japan's accession to GATT and more recently in urging other 
countries to participate in tariff negotiations involving 
Japan, In connection with the latter, we have issued public 
announcement of our intention to negotiate together with a 
list of items on which we would consider offering concessions, 
The negotiations are scheduled to begin next February in 
Geneva, + 


During the Washington discussions, the US referred to 
certain practices and policies on the part of Japan which hamper 
our efforts to improve Japan's trade position, There have been 
numerous complaints of Japanese discrimination, which cannot 
be justified for balance of payments reasons, against imports 
from the US. Moreover, impediments to US investment in Japan 
and certain Japanese trade practices, such as infringements 
of industrial property rights, the link system and the dual 
price system, have resulted in additional complaints against 
the Japanese. The Japanese delegation expressed appreciation 
for US efforts to expand Japan's trade and asked for details 
of the specific cases of unfair trade practices, On link trans- 
actions, the Japanese said that it has been decided to sbandon 
such transactions of a trilateral type, but that it was not 
intended to abolish link arrangements in which a Japanese 
exporter to a specific country would link a transaction with 
an import of a raw material from the same country. 


As 


/ DECLASSIFIED FOR PUBLICATION IN FOREIGN 
| RELATIONS OF THE UNITED STATES 

















SECRET 
eo 


As to specific problems concerning trade with the US, 
the Japanese expressed concern that the US might take action 
restricting Japanese trade as a result of escape clause investi- 
gations of plywood, wool gloves, wood screws and bicyeles. We 
replied that it is impossible to forecast the results of the 
four cases mentioned but pointed to the fact that most previous 
requests for escape clause action had been turned down by the 
President. The Japanese mentioned the difficulties that 
Japan is having in exporting oranges and shell fish because of 
US sanitary regulations and in exporting textiles because of 
the Flammuble Fabrics Act. In reply, we mentionec that further 
tests are being made which might make possible the lifting 
of the quarantine on oranges and also that the Administration 
is hopeful of favorable Congressional action on further 
amendments to the Flammable Fabrics Act. / third Japanese 
complaint was that the 50-50 shipping requirement not only 
results in increased freight charges on US goods .supplied 
to Japan, but also increases competition with Japanese 
shipping because US ships carry goods back from the Orient. 

Our officials pointed out that the US must maintain an adequate 
merchant marine for defense purposes but that the Administration 
hopes that this will be made possible by means other than 

the 50-50 provision and that this requirement can be abandoned 
eventually. In reply to 2 question on the Buy American Act, 

we said that a decision is expected soon which will liberalize 
this requirement. 


South and Southeast Asian Economic Cooperation The 


Japanese expressed great interest in the development of South 
and Southeast Asia and in the role which Japan might play and 
the benefits it might derive. They presented a paper analyzing 
the development needs of that area and pointing out that in 
order to keep pace with the development which seems probable 
in Communist China, large amounts of capital must be supplied 
from outside the area, presumably from the US. The paper 
proposed that an organization similar to the Orzanization 

for European Economic Cooperation be established to coordinate 
the distribution of aid and suggested that the Colombo-Plan, 
which Japan has recently joined, might be used as a basis 

for such an organization. An Asian Payments Union and an 
Asian Development Fund were also suggested. 


Our officials reaffirmed US interest in the eovekennant of 
the area. While this problem is being studied by the various 
agencies, our delegation emphasized,that, since no conclusions 


- have 
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have been reached within this Government, it is not possible to 
Say much at this time regarding US plans. US officials 
discouraged the idea of an Asian Payments Union, however, 
pointing out that the problem posed by the pattern of Asian trade 
in relation to other areas of the world would seem to require 
added future contributions to such a union's reserve from 
non-Asian nations! sources from time to time. The US could 

not undertake to underwrite a program which would require 
continuous and permarent US contributions. 


BEST COPY AVAILABLE 


Private Investment US officials took the occasion of the 
Yoshida visit to reiterate the importance of Japan's making 
greater efforts to attract private foreign capital. The 
Japanese maintained that their country welcomes foreign capital 
and, under the foreign investment law, guarantees convertibility 
of income and principal of approved investments. The Minister 
of International Trade and Industry explained that the Japanese 
had not been able to liberalize their investment law, as agreed 
during the Ikeda discussions last year, because of their belief 
that Diet approval of any change would be very doubtful. They 
still recognize the need for a change in the law and hope this 
will be possible eventually. 





In our view, the foreign investment law, as now administered, 
is an obstacle rather than an aid to investment. As now 
written, it provides for convertibility guarantee for all 
earnings regardless of origin. The Japanese claim that unless 
the investment can be shown to >roduce foreign exchange, such 
a guarantee would constitute a .rain on their balance of 
payments. By making no differentiation between the source of 
earnings for guarantee purposes, the lew thereby tends to 
invite rejection of pending applications for new investments. 
Over the past year a number of US companies, including 
Parke-Davis, Johns Mansville, Studebaker, Shaeffer Pen, Coca 
Cola, Armstrong Cork and Singer have been having difficulty 
in securing approval of the Japanese Government under the 
foreign investment law for proposed investments in Japan, 

We have challenged Japan's failure to approve such US investments 
as a violation of the FCN treaty, but the Japanese have 
explained that approval is not necessary to making an investment. 
Approval is necessary for securing a convertibility guarantee, 
however, and our officials pointed out that US investors 

cannot be expected to invest in Japan without some assurance 

of convertibility. 


GARIOA 
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GARIOA, Reparations and Japanese Assets in US No attempt 
was made to arrive at a final settlement regarding Japan's 
obligations for the poStwar economic aid which we extended to 
that country. This aid, commonly referred to as GARIOA (Govern- 
ment and Relief in Occupied Areas), has amounted to about 
$2 billion. Negotiations on this subject began in Tokyo last 
May 11 and the two sides now appear reasonably close to the 
settlement point. During the Yoshida visit we emphasized our 
interest in an early settlement but again rejected Japan's 
request that the first five yearly payments by Japan be reloaned 
by the US for economic development in Japan, stating that this 
would require Congressional action which there was no hope of — 
obtaining. The US initially offered to settle for $703 million 
and has since indicated that it would accépt $650 million with 
repayment in 30 years at 23% interest. Settlement on these 
terms would be comparable. to the German settlement according 
to US calculations. : 





In the course of the talks, US officials pointed to the 
advantages that would accrue if Japan could reach agreement with 
other countries in the area on reparations payments. The US 
welcomed the settlement that was signed with Burma in September. 
According to the agreement, Japan is to pay Burma $200 million 
in goods and services over 10 yvezrs and invest an additional $50 
million in Burmese economic development. With the aid of our 
good offices the Philippine and Japanese representatives initialed 
an agreement providing for $400 million in reparations; :but-:the 
Philippine Government subsequently declined to approve it. 
Negotiations between the two countries on this matter are 
expected to reopen in the near future. The question of re- 
parations payments to Indonesia and the Associated States is 
Still to be settled. : 


‘nother postwar problem mentioned was Japan's desire for 
return of Japanese assets in the US vested under provisions of 
the Trading with the Enemy Act. These assets were valued at 
$65,800,000 at the time of vesting, and as of June 30, 1953 
at $50,512,000. Legislation was introduced in the last session 
of Congress to amend the Trading with the Enemy Act to permit 
return of vested private property to its former owners, but 
was not acted upon. Another proposal toward this end is 
currently under consideration within the US Government. 


* % * 
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MEETING OF ECE TRADE The reactivated Committee on the 
DEVELOPMENT COMMITTEE Development of Trade of the Economic 





| | Commission for Europe, which had not 
met since 1949, held its third session in Geneva from 
October 11 to 16. Although the session produced very 
little in the way of tangible results, there seemed to be 
agreement among most of the participating countries that | 
the Trade Development Committee holds open some promise of 
improving trade and relaxing tension between East and West, 
and that full advantage should be taken of the opportunity 


to pursue the subjects raised within the framework of its 
activities, 


The proceedings were marked by the restraint of the 
participating countries... Western countries were less 
critical of Eastern export shortages than they had been at 
the ECE trade consultations last April and statements by 
East European countries were moderate in tone, giving the 
same impression of reasonableness evident since the April 
1953 ECE meeting, The usual Soviet bloc attack on security 
trade controls was made, in an almost pro forma fashion; 
the UK, as the leading exponent of the Western view, was 
successful in closing discussicn of this subject by stand- 
ing firm on the British. understanding of the earlier ECE 
resolution reactivating the committee: that security export 
controls were excluded from the obstacles to trade to be 
considered in the Committee, 


The Committee agreed to the establishment of two 
ad hoc working groups to prepare reports for the next 
session, A group of financial experts is to consider ways 
of giving form to a voluntary multilateral compensation 
system of balances arising in bilateral payments agreements. 
Another group of experts is to study arbitration: facilities 
and the settlement of arbitral awards. Work on the formula- 
tion of international contracts for sales is to be further 
expanded in the technical committees of ECE, The Committee 
is to meet again in the early fall of 1955 at which time 
private, bilateral trade consultations will also be held, 


Discussion of Agenda Items The principal discussions 
centered on the ae items on long-term multilateral 
trade and payments arrangements in east-west trade in 
Europe. The discussion on long-term and multilateral trade 


arrangements 
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arrangements resulted in no general agreement suitable for 
practical application, In general the Eastern European 
countries favored longer term arrangements which fit in 
with their intensive economic planning, while the freer 
economies, such as the UK and Belgium, stressed the value 
of avoiding the rigidity of the longer term undertakings. 
The Committee concluded that long-term trade arrangements 
might contribute to the expansion of east-west trade, 

but that countries could best explore bilaterally the 

form and content of such arrangements. 


Long-term and multilateral payments arrangements 
provided the most pointed debate of the entire session. 
It was the one discussion in which the US participated 
actively and directly; the int°rvention was, however, 
confined largely to working pa:‘ty sessions, In opening 
the plenary discussion, the Secretariat recognized export 
availabilities and credit as the fundamental problems, 
but indicated that at a time when trade was beginning 
to expand it seemed particularly essential to provide for 
more flexible payments arrangements than those afforded 
by bilateral arrangements, The UK, as previously, con- 
tended that transferable sterling afforded an adequate 
payments facility in east-west trade; Czechoslovakia felt 
that bilateral possibilities had not been exhausted and 
spoke of examining existing triangular trading arrangements; 
the USSR seemed to emphasize preservation of existing 
bilateral systems; while the French characterized bilateral 
clearing arrangements as outworn, considered the sterling 
facility insufficient as far as France was concerned, and 
supported the modest Secretariat suggestion of reporting 
bilateral clearing balances to a central agency, which 
might then be in a position to indicate possible offsets 
of debts and credits to the countries concerned, The 
Committee concluded on the basis of a working party report 
that, despite reservations on the part of certain delega- 
tions (principally the US and UK), all participating 
countries favored in principle the consideration of methods 
for increased multilateralization of payments which would 
not interfere with existing bilateral agreements and which 
would facilitate east-west trade, The Committee established, 
accordingly, an ad hoc working party of financial experts 
to study and report to the next Trade Committee session on 
the proposal for the multilate-21 compensation, on a volun- 
tary basis, of balances arising in bilateral payments 
agreements, 


The 
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The future work of the program of the. .Committee will. consist 
largely of further consideration of items presented at the. 
current session. Long-term trade arrangements, multilateral 
payments arrangements, arbitration, and standardization of ) 
contracts will be considered on the bagis of ‘the reports to be. 
prepared by ad hoc working parties and ECE téchnical committees. 
A review of trade developments will also. be undertaken and will 
include consideration of obstecles to trade. 


Analysis of the Session Perhaps the main sheiailiiaceiiili of 
the meeting lies in the fact that it was held, rather than 
what it did or did not accomplish. There is little doubt that 
the general reasonableness and amiability of the Soviet delegation 
made a good impression on the Western Europeans. The cooperative 
Soviet attitude, first emerging in April 1953, would by now seem 
confirmed beyond doubt as the strategy of the Soviet Union in 
the ECE. It is a strategy: which, if continued and accompanied 
with concrete results, could cause unfavorable comparisons 
between the US and Soviet roles in the. Committee. 


The general impression in the US delegation was that 

the Soviet delegation, lacking substance for discussion, was 
willing to preserve any shadow which the Committeé might focus 
on. It was Quite apparent that ail of the Eastern. European 
countries were handicapped to some extent by a current lack 
of grain for export. The Soviets were agreeable to continuing 
work in any field, and, although expressing: firm preferences 
for certain courses of action, were ace to consider omer 
courses Supported by a majority. 


Our delegation in its report on the session has. — its 
concern ‘that the US has no pesition of leadership ‘or substantial 
influence in the Trade Committee. In view of the interest of 
many of the Western countries in the Committee and the attitude 
of cooperation adopted in the last year by the Soviet bloc 
countries, the US delegation suggests a reappreisal of the 
US role in this Committee. Several specific suggestions are 
offered looking toward a more positive and constructive position 
within the limits of present US policy on east-west trade. 


7 ¥ r + 
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PRESIDENT 'S DECISIONS ON On November 22 the White House 
TUNG O1L AND CLOTHESPINS announced the President was not tak- 

| ing .any. action. on two recent Tariff 
Commission reports,’ with the result that no new restrictions 
will be placed on imports into the US of. tung 011 or spring 
clothespins,. The announcements are expected to have a salutary 
effect on the GATT negotiations now going on in Geneva and on 


Lew Inter-American Economic Conference which is in session in 
io. 3 


Decision on Tung 041 The White House announced that in 
view of voluntary restrictions imposed by Argentina and Paraguay 
on exports of tung oil and tung nuts to the US, the President 
will not now act on the recommendation of the US Tariff Commis- 
Sion in its September 30 report. The Commission found that 
restrictions on imports were necessary to prevent interference 
with the US price support program and therefore recommended an 
import quota of 13.4 million pounds of tung oil. (Ting nuts 
to be charged to the guota:on the basis of 15.9 pounds of oil 
for each 100 pounds of nuts.) | 


In response to the Budget Bureau's request for views on 
the Tariff Commission recommendc:*ion, the Department strongly 
urged against such action on the grounds that it would. have an 
unfortunate effect on our relations with friendly countries and 
would not offer a real and permanent solution to the domestic 
industry's problems, It was emphasized that action to limit 
tung oil imports would hurt our relations with the other 
American Republics as a whole and with Argentina in particular 
and that this would be unfortunate just prior to the Rio con- 
ference which is, among other things, considering ways to 
achieve a higher level of international trade between the coun- 
tries of the Western Hemisphere. 


In view of this situation,. the Administration was most 
reluctant to limit imports, Therefore, the Department discussed 
this matter with the principal producing countries explaining 
that, under the law, the President would have to proclaim an 
import quota unless some alternative solution could be found, 

As a result, Argentina voluntarily agreed to restrict its ex- 
ports of tung nuts and oil to a total of 21.8 million pounds 

in 011 equivalent and Paraguay to a total of 2.6 million pounds 
during the marketing year ending October 31, 1955. Imports from 
other sources are expected to be relatively insignificant. 
Consequently total imports from all countries will approximate 
25 million pounds in contrast to 43 million pounds imported 


during 
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during the last marketing year, Estimated US tung oil consump- 
tion during the current crop year is 50 million pounds, of 
which it is thought - domestic production will supply Ae 
about 17 million pounds. On the basis of these estimates, US 
tung oil consumption in the present marketing year would exceed 
supplies by about 8 million pounds, resulting in a corresponding 
reduction of tung oil stocks held by the Commodity Credit 
Corporation, 


Decision on Spring Clothespins In a separate action the 
President oe, his decision not to impose an absolute quota 
on imports of spring clothespins. This decision was made follow- 
ing submission on October 7 of a split report of the US Tariff 
Commission on its escape clause investigation of spring clothes- 
pins under Section 7 of the Trade Agreements Extension Act. 

Three of the commissioners found that spring clothespins are 
being imported in such increased quantities as to cause serious 
injury to the domestic industry. They recommended that an 
absolute quota of 450,000 gross annually be imposed for an in- 
definite period of such imports, effective January 1, 1955. 

The other three commissioners found no injury and recommended 
that no action be taken, Under present law, split Commission 
decisions are forwarded to the President for resolution and he 
is authorized to consider the findings of either group as the 
findings of the Commission, (This is the third Tariff Commis- 
Sion investigation of spring clothespins during the past 5 years. 
The two previous investigations resulted in majority recommenda- 
tions opposing restrictive action.) 


In announcing his decision, the President said that no 
clear case had been made for further restriction of imports of 
spring clothespins,. He added that even if some restrictive 
action were warranted, he would be particularly hesitant to, 
impose an absolute quota on imports in a case of this kind. 

"We have been very concerned that sales abroad of many American 
export products have been seriously hurt during recent years by 
restrictive limitations imposed by various foreign countries, 
thus curtailing the play of competition even when our product 

and its price are better." He said that only in exceptional 
situations has the US resorted to controlling imports by absolute 
quotas, as in the case of a few farm products where a supported 
price in the American market was attracting an “ensenssve quantity 
of imports, 


In informing Senator Millikin, Chairman of the Senate 
Finance Committee, and Representative Reed, Chairman of the House 
Ways and Means Committee of his decision, the President stated 


that 
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that close study of all the data available led him to conclude 
that no clear case has been made for further restricting imports 
of spring clothespins and that such hardship as may have been 
experienced lately by domestic producers and workers has been 

due to domestic developments which do not warrant escape clause 
action, He pointed out that total sales of all clothespins have 
been definitely on the decline in the US, while total sales of 
spring clothespins have been maintained at a level more than 
double that of the prewar years. Nearly all spring clothespin 
manufacturers also produce slotted pins, and where financial 
losses have occurred, they appear to be due to the marked 

Gecline in sales of slotted pins rather than to imports of spring 
Clothespins, Moreover, the extent of the decline in the over-all 
sales of clothespins has been much greater than the total quantity 
of spring pins imported, 


The decline in the use of clothespins seems clearly attribut- 
able to recent domestic developments, the President continued. 
The installation of over 2.5 million automatic driers in American 
homes since the close of the war has certainly been a factor. 
Also, more laundry apparently is being done outside the home in 
2Zaundromats and commercial laundries, 


The decline in employment is attributed at least in part 
to the fact that several of the domestic firms have installed 
additional equipment in order to improve their efficiency, the 
President added, This increased mechanization has meant that 
@ smaller number of persons is needed to turn out the” same 
amount of goods, 


When asked by the Bureau of the Budget for views on the 
Tariff Commission report on its investigation of spring clothes- 
pins, the Department strongly advised the President not to 
accept the recommendation for a quota, in view of the lack of 
evidence that imports have caused serious injury in this case, 
Reasons given by the Department in support of its position were 
similar to those given by the President to Senator Millikin and 
Congressman Reed. In addition, the Department pointed out that 
international considerations support its position, Sweden and 
Denmark, which have been adversely affected by US import restric- 
tions on other products, are the principal suppliers of our 
imports of spring clothespins. Moreover, Belgium and the 
Netherlands, although relatively small suppliers, had also indi- 
cated concern regarding the outcome of this case, 


+ # * 
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US AND CUBA CONCLUDE A delegation from Cuba was in Washington 
ECONOMIC DISCUSSIONS November 8 to 17 to discuss with US 
officials various matters concerning 
economic and commercial relations between the two countries. 
The talks, which were held at the request of Cuba, were designed 
to study the problems rather than to find definitive solutions 
at this time. Both delegations felt that this objective was 
accomplished and that the mutual understanding that was gained 
of the conditions facing each country will materially aid in 
eventual progress in arriving at solutions. 


issues Raised by Cuba The Cubans were primarily interested 
in a more liberal share of the US suger market. They claimed 
that the progressive reduction of Cuban participation in the 
US sugar market as provided in a Act legislation has impaired 
the reciprocal feature of the 1934 US-Cuban treaty. They said 
that the US has captured80% of the Cuban import market by 
virtue of special preference accorded US products and claimed 
that now they have been denied a fair participation in the US 
Sugar market. They stated that this loss of income, coupled 
with the growth in population, has made it increasingly difficult 
to maintain minimum economic conditions required for social and 
political stability. The delegation asked that Cuba be granted 
the right to supply 50% of the sugar consumption requirements 
of the US and that 22% of Cuba's sugar exports to the US be in 
direct consumption sugar as originally established in the sugar 
legislation of 1934. It further requested that the Cuban ahare 
in the US sugar market be regulated by an agreement which would 
give stability to the industry and complement the American 
domestic sugar market. The US delegation was impressed by the 
desirability of offering a more stable market in the United 
States for sugar from Cuba and other producers, It assured the 
Cubans that this problem would be given detailed study and that 
Cuba's vital interest in the American sugar market would be taken 
into account in future recommendations to Congress. However, 
it was pointed out that the Executive Branch cannot provide the 
necessary relief through administrative action and that it cannot 
commit the US Congress to any course of action. 





The Cuban delegation, pointing to the full cooperation Cuba 
gave the US during the war and to its strategic geographic 
position, requested appropriate measures by the US to make 
possible continued operation of Cuban mines, thus preventing 
unemployment. Minimum needs were stated as inclusion of Cuban 
mancanese in the US stockpiling program, lowered duties on 
imports of iron barites, and expanded US purchases of Cuban 
copper. With respect to manganese, the US delegation explained 


that 
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that the emergency stockpile objectives have been filled; that 
long-term stockpile goals can be approximated by stocks already 
on hand; and, while the supplemental stockpile program has not 
yet been established, it will be based on an exchange of surplus 
US acricultural products for foreign minerals. It was explained 
that further duty reductions on imports of barites would be 
contingent on negotiations under the General /greement on Tariffs 
and Trade. The US believes the Cuban copper industry will best 
develop through the initiative of private industry and pointed 
out that Cuba now participates in the US market on essentialy 
equal terms with domestic producers. It was stated however, 
that there is a possibility some copper might be acquired for 
long-term stockpile purposes in exchange for surplus US 


agricultural products. 


Requests were also made by Cuba to facilitate tobacco exports 
to the US and to seek ways and means of facilitating import into 
the US of Cuban fruits and vegetables, rum and other products. 


In connection with the need to develop and diversify Cuba's 
economy, the Cuban delegation said that Cuba intends to modernize 
its customs tariff and that this will result in some incre.1ses 
which will be carried out within the framework of Cuba's inter- 
national commitments and bilateral commitments to the US. 


Under GATT Cuba continued for the United States the 
exemption from the Cuban 20% customs surtax on most imported 
products. In order to facilitate tariff negotiations with 
third countries the Cuban Government wants the US to relinquish 
this preferential exemption in order that it may place into 
effect a reduced surtax of 4% which would apply to imports of 
all products from all countries. The US is unwilling to agree 
to this sur*ax increase but our delegation replied that the US 
would be willing to consult with Cuba at any time with regard 
to tariff preferences enjoyed by the US in the Cuban market 
Should the Cubans wish to eliminate such preferences on specific 
_ products in order to offer to third countries in trade agreements 
the same rates of duty as those enjoyed by the US. 


Cuba stressed its need for tourism and asked for redress 
from discriminatory US federal tax applying to passenger fares 
between the Caribbean and the US and liberalization of present 
US legislation limiting the amount of duty-free import by 
tourists of cigars and alcoholic beverages. Our delegation 
explained that bills which would remedy the passenger fare : 
Situation had been presented to the last session of Congress 
but were not acted upon and it is expected that similar 


legislation 
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legislation will be introduced into the.next Congress. Jt .- 
also stated that the US would consider. the. Cuban request for. . 
modification of the legislation so as to double the amount of 
cigars and alcoholic beverages that tourists are presently — 
permitted to bring back to this country. from Cuba. " 


The delegation’ asked. that Cuba be. included in the. US offshore 
procurement program as a. means of helping their depressed. . 
economy. The US delegation pointed out that the program is 
now limited principally to military goods and to purchases of 
a few non-surplus products such as fertilizers, and insecticides. 
Purchases of sugar are made by the CCC from time to time and the 
Cuban Stabilization Institute and Cuban Foreign Trade Bank 
receive notices of intention to purchase. 


The Cubans mentioned the importance of promoting investment 
of American capital in their country and to this end inguired 
as to the possibility of negotiating a double taxation treaty. 
During the talks the US Treasury indicated that it was in favor 
of such negotiations which might take place as early as next 
January. 


Matters Raised by the US The discussions covered various 
Cuban import taxes and fees which are considered by the US to 
represent contravention of the General Agreement on Tariffs 
and Trade. The Cuban delegation reported that remedial action 
had already been taken on one of these items, that they 
considered that three of them were not in contravention of GATT 
and that they would investigate and try to take remedial action 
on the remaining matters. 





The US pointed out that Cuba has made no effective settlement 
of various US private claims and debts totaling about $10 million. 
Of that amount some $1 million represents adjudicated items, part 
of which have been assigned by the claimant to the US Government 
on account of taxes. The Cuban delezation expressed the intent 
of the Cuban Government to arrange for prompt settlement of those 
claims which have been adjudicated by Cuban courts and explained 
the procedures established by Cuban laws leading to systematic | 
liquidation of other categories of debts of the Cuban Government. 


Another problem raised by the US related to the difficulties 
in operation of the rice agreement between the two countries 
which contains a procedure for fixing of the Cuban low-import 
Quotas on rice, including announcement of such quotas by 
July 1 of each year. The Cuban Government announced its basic 
quota on July 1 but has not yet announced the preliminary 


supplemental 
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supplemental quota, and this has caused substantial discontent. 
. in ‘the US. The Cubans.explained the domestic reasons which 
confront them in this regard and the US Interdepartmental Trade 
Agreements Committee agreed to discuss the Cuban request for : 
modification of the procedure. The Cubans in turn, reiterated . 
that their country would continue to develop its production 

of rice within the framework of its international obligations 
and give preference to imports of rice from the US at low rates 
of. duty to the extent necessary to satisfy Cuba's import re- 
gGuirements. It expressed belief ‘that ‘Cuba's supplemental quota 
can be announced by February l.- 


Other questions discussed with the Cubans included overtime 
pay of government officials in Cuban airports; discounts on 
payments to pensioners residing outside of Cuba; possible 
Giscrimination against Consolidated Railways of Cuba, in which 
substantial US capital is invested; arid discrimination against 
established American. industries in the case of a new 
hydrogenation plant which is seeking WORSE SUS: which Cuban all 
provides for new industries, 


* * * 
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SWISS REACTION TO ANTI-TRUST::.. On December. 1, the Swiss Ministez 
SUIT_AND OTHER WATCH MEASURES gave. ;the, Department an aide- 


- ;memoine..and note expressing the 
deep concern of the Swiss: Government .over the implications of 
the US anti-trust suit on jeweled watches and indicating Swiss | 
hope of suspension or termination of US action to permit bi- ~ 
lateral consultation in order ‘to work out. a harmonious settle- ~ 
ment to the whole ‘problem... The aide-memoire and note em- ' 
phasized, as have most of the Swiss-US exchanges since US im- 
position. of a higher duty on Swiss watches last July, the ~ 
serious threat to US-Swiss trac: relations which exists as a 
result of American actions affecting the Swiss watch industry. 
(See page 9, August 3, 1954 issue.) 


' Our Ambassador to Switzerland reports that these actions 
have produced.a distinct deterioration in official. relations © 
between the two governments, with the Swiss feeling that there 
is a concerted attack on the Swiss watch industry in the in- 
terest of the American watch manufacturers. The Swiss Govern- 
ment considers the watch measures as unfriendly acts directed 
toward Switzerland and is marshalling whatever forces it can 
to defend itself. It is increasingly evident that the Swiss 
strategy is to examine the whole range of US-Swiss relations 
for the purpose of taking retaliatory action wheréver pos- . 
sible, and, to this end, a less cooperative Swiss attitude has - 
already been manifested on certain questions of paramount in- 
terest to the US involving east-west. trade controls, various 
“aspects of commercial BELATED air space violations, etc. | 


Public Swiss reaction has been equally unfavorable. The 
Swiss press, which is. moderate and serious in its approach 
and generally favorable to US international policies, has re- ~ 
flected sarcasm, -bitterness, and in some instances hostility. | 
Our Embassy reports’ the receipt of scores of letters of pro- 
test, and cantonal governments, trade unions, cultural organiza- 
tions, and other groups. have passed resolutions condemning the 
"attack" on the Swiss watch industry. 


Anti-Trust Suit on jeweled W Watches On October 19, 1954, 
after an investigation of the w-tch industry in which it was 
concluded that restraints existed on the US domestic and ex- 
port trade, the Justice Department filed a civil anti-trust 
suit in New York containing charges against American and Swiss 
companies engaged in the import and sale of Swiss watches in 
the US. (In accordance with agreements reached with the Swiss, 
a complaint involving watch-making machinery was postponed 60 
days in order to permit intergovernmental negotiations.) The 
anti-trust matter had been under discussion within the US 


Government 
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Government for many months. The Department, cognizant of the 
damage such suits could cause to ’US-Swiss relations as well as 
the creation of a false impression regarding US motives, par- 
ticularly coming so soon after the increased US tariff on Swiss 
watches, had followed all appropriate means to discourage the 
Swiss Legation from pressing for early settlement of this mat- 
ter. Despite this, the Legation declared it desired early 
action. In a conversation with ‘our Ambassador at a later 
period, the Swiss Secretary General indicated that his Govern- 
ment 's ’ approach was directed toward: clecering up difficulties 
and placing the Swiss watch industry on a “normal basis" not 
harassed by uncertainties. : 

Once the official discussions of the suits opened in 
accordance with Swiss desires, the US Government made every ef- 
fort it appropriately could to accommodate the Swiss. The 
Department of Justice decided to file a civil rather than 
criminal action as would have been normal procedure under the 
circumstances. The Swiss were informed of the nature of the 
complaint and given a 30-day consultation period not. usually 
provided prior to the institution of the anti-trust ‘proceedings. 
The Justice Department stated that it would be glad to enter 
into negotiations with the defendants looking ‘toward the con- 
clusion-of a consent decrée Af this were the wish of the 
defendants. 


The peeth ethan 00008 the Justice Desertacnt charged 
violations in the manufacture, sale, import and export of. 
jeweled watches, component and repair parts, The complaint - 
said the defendants had agreed to refrain from establishing 
watch manufacturing facilities in the US; tbd.restrict the | 
manufacture of watches and watch parts in the US; to refrain 
from extending aid to watch manufacturers located in‘ countries . 
other than Switzerland; to fix the prices and terms and con- 
ditions of sale for Swiss watches imported: into the US; to 
blacklist, boycott or fine American watch companies that did 
not adhere to these agreements; and to prevent exportation 
to Switzerland and other countries from the US of American- 
produced wateh parts and watch cases. The action.also charged 
defendant importers and manufacturers of Swiss brand-name , 
watches with executing contracts to import watches in specified 
amounts, to refrain from handling competitive brands and to -. -* 
limit: the re-export of Swiss watches to designated countries 
in the Western Hemisphere. 


The Justice 
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The Justice Department has emphasized that the suit made no 
attempt to regulate operations of the Swiss watch industry in 
Switzerland but dealt only with practices effectuated in the US 
which related to US foreixen and domestic commerce. The Swiss 
have stated that the complaint appears to involve issues of 
sovereignty as grave as those involved in the watch machinery 
anti-trust complaint on which the Swiss had requested post- 
ponement in the belief thet it involved conflict of laws 
not present in the suit against the watch importers. 


The Swiss note and aide-memoire presented to the Depertment 
on December 1 express the view that, despite the clear statement 
in the US complaint that the legal action was not intended to 
interfere with the organization of the Swiss watch industry 
under Swiss law, a number of points in the complaint appear 
inconsistent with this statement. The note states that the 
US did not avail itself of the opportunity proferred by the 
Swiss to clarify the issues of international law and inter- 
national trade in consultations between the two governments 
before bringing unilateral action and expresses the hope that 
the US will clarify the complaint to exclude the possibility 
of unwarranted interference with the Swiss statutory regulation 
of its own watch industry. 


The Swiss, in both oral and written exchanj:es, have 
emphasized that the separate US actions affecting the watch 
industry.-the anti-trust suit, the adjustments question and 
the tariffincreases must be considered as a whole because. 
of the direct interrelationships of the various espects of’ 
the Swiss watch industry. To this end, they stress that 
US unilateral action on the present litigation, as well as the 
recent tariff increase, could only seriously injure the 
interests of both countries and } varererae affect their 
relations. 


The Justice Department feels that any problems involved 
in the present suit can be resolved during the consent 
decree negotiations in which they have offered to engage. 


* * * 


GOS LAV 
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V OFFI DISCUSS A Yugoslav delegation headed 
CONOMIC PROBLEMS W by General Vukmanovic-Tempo 


(a Vice-President of the 
Federal Executive Council) spent two weeks in Washington 
last month discussing Yugoslavia's economic situation 
with US officials. The principal outcome of the talks, 
which had been requested by Yugoslavia, was an offer of 
US assistance under Public Law 480 consisting primarily 
of a grant of an additional 450, milijen tons of wheat, 
which brings the total value cf US assistance earmarked 
for Yugoslavia this fiscal year to the equivalent of almost 
$100 million. Tempo, who showed obvious disappointment 
over our initial offer, wes pleased with the offer as sub- 
wor modified on the basis of Presidential action, 
a said it contained no provisions inconsistent with 
Yugoslavia's conception of independence and would be a 
great help to his country. In view of Yugoslavia's 
large defense effort and the exceptional situation in 
that country, the President decided to make an exception 
through eliminating the loan provisions in our initial 
offer and modifying arrangements for handling the local 
currency funds. 


iygosiavia s_Eeononsc Situation In reviewing Yugo- 
Slavia's economic situation, Tempo pointed out that in- 


dustrialization of the country has gone forward rapidly 
since the end of the war, especially in basic industries. 
He predicted that the annual increase of 12 to 13% in 
industrial output will continue and that the process 

of industrialization as planned in 1947 will be finished 

by the end of 1955. On the other hand, agricultural pro- 
duction has not increased, partly because the industrializa- 
tion policy did not allow for investment in agriculture and 
partly because compulsory deliveries from the peasants and 
agricultural taxes on them operated as disincentives. 
Living standards also have failed to improve. Furthermore, 
although small results in the transportation field have 
been achieved, the railroad arc highway networks have not 
been sufficiently developed. 


Tempo pointed to the serious difficulties Yugoslavia 


has had to face in its industrialization program. The 
first was the Cominform blockade in 1947 which denied to 


Yugoslavia 
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Yugoslavia capital goods worth-over $350 million from the 
USSR, Czechoslovakia and .Hungary on ‘which Yugoslavia's 
plans were based. Second, there -were the droughts of 
1950 and 1952 and the bad crops::in 1954. Third, -Yugo- 
Slavie has had to maintain heavy: defense expenditures, - 
which Tempo said would not. be reduced due to any . f, 
"normalization" of relations with Cominform countries.- 


Turning to other specific probiems now confronting 
Yugoslavia, Tempo stated that, despite the fact that. 
electric power production has tripled the prepar. level, 
power output is still behind the pace of other develop- 
ments. Coal is still in short supply even though pro-_. 
duction has doubled the prewar average. He is especially 
concerned over the fluctuation in agricultural production 
and said that Yugoslavia plans to concentrate its invest- 
ments in this area during the next three years. ‘Outside 
capital will be required, and Tempo said his Government 
hopes for a loan from the International Bank for agri- 
cultural development. Tempo referred to the measures. 
adopted since 1949 to improve the position of the peasants 
in an effort to increase ag> cultural production. 


‘' The shortage of wheat was. another problem mentioned 
by Tempo.: -The 1954 harvest was the worst since the first 
world war, with the output of’ 1,560,000 metric tons below 
even that of the'two previous drought years. Tempo es- 
timated Yugoslavia's wheat import needs at 1.3 million 
tons and specifically requested 700,000.tons of US 
wheat in fiscal year 1955, in addition to the 400,000 
tons already promised. : 


Tempo also expressed concern over Yugoslavia 's post- 
war debt of approximately $362 million to foreign coun- 
tries and was anxious for our assistance in this regard. 
The debt was incurred principally following the. break with 
the Cominform when Yugoslavia badly needed foreign credits 
of all types to sustain a volume of necessary imports, to 
finance economic development and to meet greatly augmented 
defense requirements. Also, the droughts in 1950 and 1952 
necessitated loans for food imports. .Repayment schedules 
unfortunately are concentrated in the next three to four 
years, with $56 million due in 19%, $46 million in 19535. 


$36 
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$36 million in 1956, and $4+ million in 1957--plus interest 
averaging about $8 million yearly. In an effort to stretch 
out repayments, Yugoslavia has been negotiating bilaterally 
with Germany, the UK and Austria and will continue such 
negotiations with other creditors. Bilateral :tretch- 
outs, however, would only be a partial solution, Tempo. 
stated, and for that reason Yugoslavia wants a conference 
of all its creditors with a goal of getting an annual 
limit on total repayments of $20 million--an amount which 
would be about 10% of Yugoslavia's export proceeds. Tempo 
specifically asked for a long-term Eximbank loan to enable 
Yugoslavia to consolidate its short-term debts. He also 
wanted our assistance in negotiating with Yugoslavia's 
other creditors, as well as an expanded offshore procure- 
ment program. — i | 


Other problems facing Yugoslavia are the lack of 
foreign exchange reserves and the unsatisfactory level of 
inventories, with raw material stocks generally adequate 
for less than a month. The Yugoslavs estimate a balance- 
of-payments deficit of about $150 million for 1954-55, 
taking into account the aid already planned. 


Tempo said that Yugoslavia plans to gear its invest- 
ment program to those things that will afford speedy re- 
lief of balance-of=payments difficulties. The Govern- 
ment intends to keep investment and defense spending at 
their current level, and hopes to raise living standards. 
In addition to Yugoslavia's plans for investment in 
agriculture, Tempo mentioned the need for investment to 
stimulate tourism and to éxpand power facilities. He in- 
dicated Yugoslavia's intention to limit further invest- 
ment in industry to modernizing and extending industrial 
plants already in operation. 


US and Other At the close of the talks the US 
offere Oo gran ugoslavia under Title I of Public Law 
480 (the Agricultural Trade Development and Assistance 
Act of 1954) 450,000 tons of wheat, in addition to the 
400,000 already committed under Public Laws 480 and 665 
(Mutual Security Act). This additional grant is to be 
made to Yugoslavia under terms similar to previous grants, 
i.e. 90%-of the counterpart funds will be for Yugoslav 
uses and 10% for the US. . The 90% will be used for 


mutually 
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mutually acceptable purposes as already laid out. in the 
FOA bilateral agreement of several years ago and with 
purposes consistent with PL 480. The US further offered 
to review the wheat situation in February and if it 
appears that the 850,000 tons have been inadequate to 
meet essential needs, we will give friendly and careful 
consideration to the provision of additional wheat. The 
loan provision will not be applied to the local currency 
generated by the sale of agricultural surpluses under 
Public Law 65 and the dinar ~roceeds of these sales 
will likewise be utilized under current counterpart 
procedures. This offer seemed to. meet Tempo's objections 
that the loan provisions in the initial offer were counter 
to Yugoslavia's policy of not incurring additional debts 
for food imports and that the procedures for handling the 
local currency represented interference in Yugoslavia's 
internal affairs. } 


In addition, because of Yugoslavia's shortage of raw. 
materials, the US offered to sell cotton for dinars under 
Title I of PL 480 up to the amount of $10 million. This 
transaction is at the option of the Yugoslav Government 
and would be a separate transaction from the. wheat grant. 
The proceeds of such cotton sales would accrue in dinars 
to the account of the US Treasury for such uses as the US 
might determine. The US would, in considering possible 
expenditure of these funds, take into account the current 
balance-of-payments situation in Yugoslavia. Subsequent 
to the talks, the Yugoslavs indicated their willingness 
to purchase the cotton under the terms offered, 


As to Tempo's desire for additional offshore procure- 
ment contracts, we commended Yugoslavia on its performance 
in this regard to date but said that in placing future 
contracts, the US has to take into account the reduced 
limits authorized by Congress, we also must consider 
the distribution of productive facilities all over Europe 
as well as the ability of producers to meet commitments 
and specifications of prices and quality. We agreed to 
keep Yugoslavia's potentialities in mind. 


As to Tempo's desire for an Eximbank loan to allev- 


iate Yugoslavia's short debt problem, we said that Yugo- 
Slavia should present its proposal to the Bank for 


consideration 
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consideration. Until the Esnk has made a study, we could 
not indicate what answer mignt be given. Im the past we 
have endeavored to discourage Yugoslavia in its desire 
for an Eximbank loan to consolidate its short term debts, 
since it would mean exchanging a non-dollar debt ior a 
dollar obligation. We did agree to participate in a 
creditors conference if held but urged Yugoslavia to con- 
tinue its: bilateral negotiations with a view to obtaining 
a stretch-out of its obligations. Our officials in 
Belgrade will continue to explore the problems and pro- 
cedures concerning the proposed debt conference. 


In the course of the talks, the US officials also 
announced the decision of the National Advisory Council: 
to release counterpart funds totalling 40 billion dinars 
resulting from previous US aid, as projects are worked 
out for its use. Of this total, 50% is to be used for 
military purposes, 20% for agriculture, 15% for industry, 
ll for transport, 3% for public health, and 1% for 
tourism. The release is to be made over a two-year 
period with a view to helping the Yugoslavts control 
inflation. 


‘-While in Washington, Tempo approached the Inter- 
national Bank with regard to a loan for agriculturel 
development and the Bank agreed to discuss with the UN 
Food and Agriculture Organization the sending of a 
mission to look into the matter, 


In accordance with the rractice followed since 
1950, the US will extend its aid to Yugoslavia on a 
tripartite basis along with the UK and France. France 
and the UK recently agreed to continue aid on this 
basis, and the UK offered. a grant of & 2 million and 
France has indicated that it will give the equivalent 
of $3.7 million. Each country maintains control over 
its own assistance. The tripartite economic aid ex- 
tended to date has amounted to $438 million, $361 
million of which has come from the US. 


US 


¥) 
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US Views on Yugoslav Policies .The US is anxious 
that the Yugoslav economy be strong in ‘order to main- 


tain an adequate defense potential, as evidenced by 
the substantial assistance extended over recent years, 


-but. is eonvinced that a number of Yugoslavia's economic 


problems.are due to its own policies. Weare especially 


concerned over .Yugoslavia's current fistal, monetary 


and exchange policies, We are. also concerned over the 


‘allocation of resources. between, the. export trade, the 


-- present industrial plan and new investment, and over 
-Yugoslavia's apparent determination. to expand the latter 


beyond its means. . We also advocate further steps to | 
offset the dangerous inflationary pressures, and we 
have noted a recent emphasis on greater production | 
for civilian consumption. ae | 


—- 


‘We welcomed Tempo's statement that Yugoslavia in- 


tends to confine its investment proposals for foreign 
. financing to foreign exchange earning or saving pro- 
jects and to improvement of agriculture. We thought © 
~ the former, however. should be timed carefully in the 
_ Light of Yugoslavia 
..-payment obligations and the latter more ‘closely in ° 


s ability to incur additional re- 7 
terms of actual economic benefit. We believe it is of 
utmost importance for Yugoslavia to establish firmly 

and aS -soon aS posSible its credit standing in the 
international financial markets. We therefore en- 


.-eouraged Tempo to give first priority to the establish- 
-- ment and maintenance of adequate foreign exchange 
.» balances, even if this would mean postponement of in- 


' 


vestment in longer range foreign exchange earning or 
saving projects, and closely limiting foreign exchange 
expenditures on agricultural development. 

We also pointed out that Yugoslavia, in its haste 
to industrialize, should not outdistance its supply of 
industrial skill. Consolidation of Yiigoslavia's in- 
dustrial gain by giving more attention to efficiency in 
operation. and coordination of resource use would seem 
appropriate at this. time. 
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JUGAR COUNCIL SETS 1 The International Sugar Council, which 
Ths at PRESENT LEtee met in London November 24 and 25, es- 

timated total requirements of the free 
market for 1955 at 4,400,000 metric tons. In light of this 
estimate, the Council decided that in current conditions supply 
and demand would be balanced in the early months of 1955 by con- 
tinuing the existing reduction of 20% in basic export tonnages. 
This is the maximum reduction that the Council can make under 
the terms of the International Sugar Agreement. (See page 7, 
September 14, 1954 issue.) ? i 


The statistical outlook was confused, however, by a sur- 
prise announcement by the UK at the final session of a sale from 
stocks of 250,000 tons to India. The Council was also informed 
that, as a result of a decision by the UK to establish a "special 
reserve" of sugar out of stocks now in the UK, it can be expected 
that UK working stocks will have been reduced to normal commercial 
levelg by the end of 1955. Stccks in this zeserve would be held 
indefinitely to meet emergencies and would be insulated from the 
market. 7 


After considering supplies available from non-participants, 
initial export quotas for 1955 totalling about 3,700,000 tons 
were assigned. The Council will reconsider the whole situation 
when it meets next April, in the light of the market conditions 
then prevailing. The individual quotas assigned are as follows: 


Belgium (including Belgian Congo) - 39,775 tons 


Brazil --+-+-+2+-e+-+e+2eeeee6 - 139,213 
China (Taiwan) -----+-+-+--- 4.97 300 
Cuba wr VT fre VeTeewew fr FFU ElUOlCUDO 1,78 8 7 
Czechoslovakia - ---+--+-+-+-+-- 215,763 
Dominican Republic - - --<+-=--=- 477 , 300 
France (and the countries France 

represents internationally) - - 18,000 
Haiti ---- -~- eaececeseces mo | 
Hungary -«<-<---*-° en oe e : 
Mexico --+-+2+-+e++-+e6 -“-- 59 ,662 
Netherlands (including Surinam)- - 36,000 
Philippines’ - ------- --e-- 22,500 
Poland -«-\*\\+-e*+#--+#e8#ee8# -f#2e# ef <= 175,010 
WSR «ex cccccaecaecec == 159,100 


scuinistrative Mittens The Council unanimously elected 
Lawrence Myers, of the United States, as chairman for 1955 and 
H. Janton, of France, as vice-chairman, The present standing 


committee (the Executive Committee, the Statistical Committee 
and the 
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and the Finance. Committee) were reelected and a | budget of: 
530, 000 was approved, 


East ‘Germany has ninttnlh | for accession to the Tuterunthses).. 
Sugar:Agreement. The UK delegate discussed this with the Soviet, 
representative informally, pointing. out the impossibility of 
East German participation as a sovereign government.and stress- — 
ing the danger of wrecking the Agreement if the matter was’. 
pressed. With the approval of the Soviet bloc, consideration . 
of this matter was deferred until the next. session. 


A request by Japan for mission to import more sugar from 
Indonesia (a non-participant) during 1955 was referred :to a work- 
ing party. Japan's request fora partial waiver of its obliga- 
tions was based on currency difficulties, Several participating 
exporting countries are working on a scheme to satisfy Japan's ; 
needs within the Agreement and thus prevent Indonesia from te 
obtaining the advantages of the Agreement without: _dneurring any 
of its: obligations. | 
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FINAL REPORT OF PRESIDENT '!S: “The Giphiet Committee on Minerals 
COMMITTEE ON MINERALS POLICY Policy, appointed: by the President 
- dn October, 1953,. made its final 
report on November 30, The report, which the President has 
approved, enunciates a national minerals policy designed to 
strengthen security and to foster a full and orderly program for 
the development and conservation of our national resources. 


The Committee made an interim report on March 31, 1954. 
(See page 15, April 13 issue.) Some of the recommendations in 
that report have already been put into effect. The Committee 
believes that the intervening months have provided enough time 
and experience to test those recommendations and feels that 
excellent progress has been made toward their peencumtwrenbe aaa: 





The Committee points out that the absence of an adequate 
stockpile required the US, during World War II and again during 
the Korean conflict, to undertake costly and: disruptive expansion 
programs, Tt was necessary at a most difficult time to divert 


scarce 
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Scarce machinery and equipment, manpower, and military forces 

to obtain these materials. The Committee therefore recommended 
in its interim report that the strategic stockpile should be 
expanded and. this was put in effect by the Presidént's announce- 
ment of March 26. As of June 30 minimum stockpile objectives 

for all materials were valued at $7 billion and approximately 
$4.3 billion worth of materials were physically on hand. A total 
of 75 materials are being stockpiled and of these 55 are metals 
and minerals. ‘“Dollarwise about 80% are metals and minerals. 

It is government policy to acquire these minimum objectives as 
Quickly as possible. When an objective is largely on hand, the 
Government gradually reduces the rate of its procurement in order 
to withdraw from the market with the minimum unsettling effect. 


Under the Defense Production Act commitments of over $6 
billion have been made to expand materials to. meet defense 
purposes including stockpiling. Accelerated tax amortization is 
also used where appropriate. Assisted materiais expansion is 
preferably located within the US, ior alternatively, in strategi- 
cally accessible foreign sources. 


Recommendations Long-term objectives are calculated further 
to reduce dangerous and costly dependence; on sources of minerals 
outside of the US and accessible areas as defined by the 
National Security Council as well.as to eliminate in wartime 
production programs the necessity, for ¢onservation measures so 
stringent as to jeopardize essential War-supporting activities. 
The Committee recommends. a’ complete. review of. all stockpile 
objectives for strategic and critical metals and minerals and the 
establishment of new long-term objectives that will.assure, over 
a period of time, the acquisition of adequate stocks of these 
materials, and thereby reduce and where possible eliminate 
foreseeable wartime shortages. Policies now in effect covering 
acquisitions to meet minimum stockpile objectives should be 
continued, but acquisition of minerals to meet the increment 
betweeh minimum and long-term objectives should go forward under 
certain specified limitations. The Committee cautions that, in 
acquiring metals and minerals for the long-term stockpile 
objective, care should be exercised to avoid interfering with 
the normal relationships of regualr trade in the US and in 
friendly foreign countries. 


The Committee recognizes that a strong, vigorous and . 
efficient domestic mineral industry is essential to the long-term 
economic development of the US. The domestic mineral industry 
must contribute in varying degrees to the mineral raw material 
base for any future mobilization effort. ‘the Committee recommentis 


that 
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that the supply-demand situation for each. of the metals and. 
minerals be evaluated periodically on a case-by-case basis to- 
establish the proper level of efficient. domestic production 
required as an adequate component of the mobilization base. 


Mob£l4ization planning for the mineral producing » _Anidustries 
involves. preparation of. basic information on present and Suture ‘ 
mineral producing capacity in the US and in-foreign countries 
including assessment. of the extent of mineral reserves.. The. 
level of production thet must be maintained in peacetime for each | 
mineral must be established in order to: ensure.an adequate  .. 
mobilization base for war. The Committee recommends that the | 
Office of Defense Mobilization review with the Departments: of - 
Interior: and Commerce, and other agencies concerned, the Cagis ne 
which need to be carried on to build and maintain the mobilization 
base for metals..and minerals; and issue necessary delegations . 
of authority to assure full coverage of mobilization Planning for‘ 
metals and ‘minerals within the polic; framework and criteria = § <« 
established by ODM. (Such a delegation of authority to the 
Department of Interior became effective Nobember 12 3 


A major objective of mineral policy is a full and orderly 
program for the development’ and. conservation of .the country's 
mineral resources, To encourage the optimum economic development 
of domestic mineral resources the Committee offers the 
following recommendations; ‘‘ 4) That the tax structure as it 
affects the discovery and production of minerals should be 
periodically reviewed in order to eliminate, where possible, 
such deterrents as may be found to exist to the sound development 
of the Nation's mineral resources, b) That the program of 
financial assistance to private industry for exploration such as 
that now administered by the Defense Minerals Exploration 
Administration be strengthened and continued. c) That the 
Department of Interior, the Federal agency with major responsi- 
bilities in this field, accelerate those activities which must 
precede or supplement private exploration such as topographic and 
geologic mapping, geologic research and the development of 
geochemical and geophysical theories and techniques. 4d) That 
the Department of the Interior expand direct exploration 
activities aimed at the discovery of new mineralized areas of 
critically short materials essential to security but that work 
in this field be confined te that which provides data as to the 
probable location and general potential of mineral deposits, 
and, further, that this type of search be undertaken by the 





Federal 
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Federal Government only when it clearly is in the national intersst 


and when it is reasonably certain that the work will not be 
done by private industry. e) That the Secretary of the Interior 
develop recommendations for such revisions of the mining laws 
as may be desirable to recognize and thus encourage the use 

of newer methods of exploration. f) That the Secretary of 
the Interior take such steps as may be necessary to strengthen 
and coordinate the collection and dissemination of facts | 
concerning the Nation“s mineral resources and factors pertaining — 
to their production and utilization ¢) That the Department | 
of the Interior intensify its program of mineral and: metal 
research aimed at the development of latent resources, new 
mineral raw materials and improved utilization of existing 
raw materials, and coordinate its mineral and metal research 
with that of other Federal agencies, and as practicable, with 
research by industry. 


The. Committee believes that the objectives sought by mineral 
policy can be more effectively achieved if closer. cooperation 
can be developed between Government and the mineral industries, . 
It is recommended that the Secretary of Interior develop ways 
and means of establishing and maintaining thriugh some workable 
body the contacts between the mining industry and Government 
necessary to give force weal effect to pussesse Foqeguaee by 
the Committee. | . 
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This weekly publication is designed to highlight developments ino the eco- 


nomic divisions of the Department of State. and to indicate the eecrony 
lems which are currently receiving attention in the Department It 
that copies be retained on tile) as reterenee “ill sometime er vhiad 


reported items to avoid repetition 
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regarding security measures for SECRET Security Information materiai. Ex 
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Knowledge thereof. For general purposes all classitied Foretgen 


and other responsible economic officers having official need for is rma 
are authorized to have Knowledge of the contents of this document. resp. 
for the safekeeping of which will be assumed by each reciprent 1} 

be retained in protected files or, at the discretion of the recip 

burning. If not personally disposed of by the recipient. he « i 
that it is burned in the manner prescribed for SECRET Security Latorn 
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RIO ECONOMIC CONFERENCE The Inter-American Conference of 
CONS IDERED SUCCESSFUL Ministers of Finance or Economy, 
held at Rio November 22 to December 
2, was successful and ended’ ona friendly note ‘of® ‘cooperation. 
In general, the reaction to the conference: has been good in the 
US and rather good.in the Latino American countries, although 
there was some. disappointment. ciuat the US opposed price-fixing 
schemes for various commodities and did not promise creater aid. 
The edge was taken off this disappointment, however, by US 
sympathetic consideration of Latin American problems, its assent 
to a number of studies which may be the groundwork for further 
cooperation; and its endorsement of an expanded loan program. 


Notwithstanding our inability to ‘agree to some of their 
proposals,.the Latin American delegations recognized that the 
US had.gone a considex.:le distance’ to meet their viewpoint. 
Furthermore when faced with.-the choice of deciding between a 
split with. the US: on. the: one hand, and acceptin; ‘the results 
of the conference as a step toward strengthening economic: 
cooperation with the US which it was hoped would be followed 
by other such steps, they chose the latter course. The 
conference resulted in a better understanding of our point of 
view by the representatives: of the Latin American countries and 
in increased. recognition. of the conditions under which we will 
be able to cooperate with == in meeting their econgmie. 
development needs. | . 


It was decided that a similar conference would ‘be held in 
Buenos Aires. in 1956... ° 


. Back.round At the Tenth Inter-American Cérifevence held in 
Caracas last spring the principal economic issues were pos tponed 
and attention was. concentrated on an anti-commiinist’ resolution © 
which .the US was supporting. Postponement was om ‘the under- 
standing that an economic conference would be held: _ Brazil 

in the fall at which. these issues would be faced. See page l, 
April 13, 1954 issue.) | 


Latin American Position. The. principal features of the 
position of the Latin American countries were disclosed prior 
to the Rio conference and for the most part were maintained 
there. On prices and markets, the Latin American countries 
have long desired the: US to assume increased responsibility | 
for stability of —_ Auerice: A weer gi produc’ prices. In that 


‘connéetion 
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connection they have made various proposals for international 
parity price schemes, large-scale purchase contracts, stock- 
Piling for price stabilization ‘PUPPOSES , maintenance of floor 
prices to prevent them from falling below "critical" levels, 

and US participation in an agreement to stabilize coffee prices. 


They have wanted prior-consultation in. Connection with. most 
actions by the US Government. in the economic! field that. might.’ 
materially affect interests of Latin American countries. | 


As to. trade matters, they asked that the US not tinevetise ats 
tariffs.or other trade restrictions against: their exports, but: 
that they be permitted to increase their tariffs in order to 
facilitate their industrialization and that the development of- 
‘Latin American or inter-American preferential" Weds" arrangements 
be supported. 


On economic re the: Latin Amertean sountries have 
indicated that US grant bid to them should be of a size commensu- 
rate with that. available to other areas and tHat:'there should. 
be increased loans for. economic development purposes. 


‘US. Eee a ice .Phe. position which the United States took to 
the Rio Conference was the result of very iritensive work on the 
part “of the. interested agencies and departments during the seven 
months between the Caracas’ and Rio conferences, ‘we made every 
effort to acquaint the Latin American countries’ with our views 
prior to the. conference, emphasizing; : however,’ that the US would 
be prepared to discuss. any proposals for coristructive cooperation 
which. other countries would put forward. Our position was. set 
forth in speeches; by Department: officers and’ in: ‘conversations , 
which Assistant Secretary Holl-nd had with officials of the other 
governments during a trip he mace to South American countries 

and Mexico prior to the Rioimeeting. ‘We wished’ to avoid any-.. 
thing that could be interpreted as a surprise announcement ~~ 
at Rio and we hoped to avoid false hopes being built up. More- 
over be Staal to — me ‘principles on which our. positions 
were based. 


The main features of ‘the US péeition were as follows: 1). the 
US generally prefers. to rely on competitive forces to determine 
prices and believes that maintenan¢e of &# healthyUS economy 
should mean a steady demand for Latin American raw materials. 
Our efforts through technicel cooperation and economic develop- 
ment loans will help Latin American countries diversify their 


economies 
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economies so that eventually their dependence on a. few commodities 
will be lessened. Our general position is that the US is opposed 
to commodity agreements and international price stabilization 
measures as introducing excessive rigidities in international 
trade and preventing progress in economic development. 2) On 
consultation, our delegation indicated that the US is willing to 
have discussions, where practicable in advance, with the Latin 
American countries that will be principally affected by actions 
that we might take in disposing of our surplus agricultural 
commodities. 3) On trade restrictions and stimulation of trade, 
the US indicated that it is prepared, within limits of the 
authority established by Congress, to negotiate on a reciprocal 
basis for a gradual, selective reduction of trade barriers. The 
delegation pointed out that it is the intention of the Adminis- 
tration to press during the coming session of Congress for the 
trade program initially recommended by the President at the 

last session, (See page 1 of Supplement dated Merch 30, 1954, 
Issue No. 438). Moreover, the US is prepared to consider, on 
their merits, proposals made on Latin American initiative looking 
toward regional trading arrangements, provided they meet certain 
criteria, especially provision for the maintenance of truly 
competitive conditions within any trade area that may be 
established. 4) On financing economic development, our dele- 
gation indicated that the US had decided as a result of the 
studies made in preparation for the conference that it should 
help increase the amount of public capital available to the 
Latin American countries which are in a position to devote it 

to productive uses. It was stated specifically tha: a deter- 
mination had been made that the level of lending activity of 

the Eximbank should be substantially increased and that the 
Executive Branch would seek authorization from Congress to 
participate in the proposed International Finance Corporation. 
The delegation also pointed out that with this new authority 

it was the view of the US Government that sources of credit 
would be available for all sound projects for which outside 
public financing would be required, within the limits of the 
capacity of the borrowing country to service such financing. 


Our delegation made it clear that the US is seeking the 
support of our friends as well as offering our support to them; 
that we do not differ as to goals; and that we hope to increase 
our combined economic strength in a joint struggle against 
inimical forces of all kinds. 


Results 
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Results of the Conference Forty-eight resolutions were 
passed at the Rio Conference, en eight of which the US found it. 
necessary to abstain. “Seven of the resolutions related to. 
prices, markets and surpluses;.six to commerical policys nine 
to transportation. and tourism; thirteen to progratming -of - 
economic development anid technical cooperation} nine. to” — 
financing. of economic devélopment; and four-to other economic — 


and financial matters. , 


Of the seven resolutions relating to prices, markets and 
-gurpluses,. the US abstained on three. One of the lavter recom- 
mended that the UN Commission on International Commodity Trade 
study measures to prevent prices from dropping below critical 
levels; another urged cooperation with the UN Commission on 
International Commodity Trade; and the third concerned specific 
procedures for consultation in case of serious economic 
conditions caused by fluctuations in the prices or. markets of 
basic products. We abstained on the first of these resolutions 
because we felt it would be impractical to reach agreement on 
what constitutes the criticai level of prices and negotiate 
measures which would tend to prevent prices falling below that 
level. We also felt we couid not endorese resolutions with 
regard to the UN Commission on International Commodity Trade 

as the US position toward that Commission had not been finally 
developed. We abstained on the consultation resolution on 
procedural grounds. We endorsed the Uruguayan resolution 

which speaks of surpluses and stocks and the desire of the 
American States to solve the problems relating thereto and which 
calls upon the governments to re-cxemine their various proposals 
in this regard. We also supported a resolution ccllin, for 

an IA-ECOSOC study of the coffee situation; if this study should 
reveal that it is possible to devise a means of international 
cooperation to prevent excessive price fluctuations and keep 
coffee within price limits satisfactory to both consumer and 
producer, terms of cooperation are to be drawn up. Similarly 
we approved the resolution which established a special committee 
ef IA-ECOSOC to make a study of the banana situation. The 
committee is to recommend calling of an Inter-American Banana 
Conference if it decides that broader measures of cooperation 
are necessary. We were also able to approve a procedure for 
consultation on agricultural surpluses, which recognizes US 
intention to liduidate its surpluses: without provoking adverse 
disturbances on the world market and which calls on IA-ECOSOC 

to take into consideration the special characteristics shat! 
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the problem of liquidating agricultural surpluses presents and 
submit the result of its studies to the anmper. eqpemnrees of the 


Organization of: American States. 


Six resolutions on commercial policy were approved by the 
conference, with the US abstaining on only one. The latter | 
dealt with strengthening of American’ continental economic. 
solidarity and calis upon the American Governments to initiate 
appropriate negotiations to remove discriminatory practices 
existing in their economic relations with other American 
countries. We abstained because of our preferential trade 
arrangements with Cuba which have been recognized in the GATT. 
The other commercial policy resolutions which were passed and 
which had our approval recommended encouragément of private | 
enterprise; reduction of restrictions and barriers to trade 
in the important basic: products of the countries of the 
hemisphere; endorsed the preparation of an IA*-ECOSOC ‘study of 
measures for intensifying regional trade on the basis of 
special customs and trade treatment; and recommended that the 
governments make Vigorous and persistent efforts to increase 
consumption of raw materials, foodstuffs, and Games eotures ali 
goods produced in the hemisphere. ’ 


Twenty-two resolutions: were approved with regard to 
economic development, 13 of which dealt with programming of 
eccnomic development and technical cooperation and. nine with 
financing of economic development. The United States found it 
necessary to abstain on three of these--one requesting the 
OAS to prepare a multilateral agreement for establishment of 
an entity to encourage ‘and promote inter-American cooperation in 
the fields of industrial technology and productivity, one calling 
for consultation and cooperation amchg the Central Banks of 
the American countries in order to deal with temporary conditions 
in their balance of payments and “ne third calling for study 
of a plan for an Inter-American financial institution. It was 
with regard to the latter that the most animosity to the United 
States was engen¢éered. It was necessary for the US détegation 
to make a statement clarifying its position, and this helped 
to clear up the misunderstandings that had arisen. Our delegation 
pointed out that the US did not opposSe the goal of more credit 
for healthy economic development in Latin America, but that 
we did have reservations about a regional financing institution 
as it would raise a question of duplication of facilities and 
might endanger important features of the present program upon 


which 
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whioh.-the.US. has. already embarked .(an expanded Eximbank loan 
program, International Bank loans, and an International Finance 
Corporation)... It was further stated that.the US.did not 
oppose the making of. a study-of a Latin-American financial _ 
instétution by. Latin American nations and that .it,would, in. 
fact, either through consultation or through. furnishing. 
techncial information, be helpful to those undertalcing ‘such a 
study. .We approved a resolution calling for participation of 
international. credit institutions in the promotion of economic 
development in Latin America, which- includes references not only 
to the International Bank and the Monetary. Bund but recommends 
there should be created as soon as possible an International . 
Finance Corporation. Other resolutions in the economic develop- 
ment field which were passed with our approval. called for tax 
treaties, internal measures. to promote economic development and 
encourage international cooperation, measures: to increase private 
foreign investment, information on investment. opportunities, | 
inter-American technical cooperation, sound programming of 
economic development, investment of public capital for develop- 
ment of. anenerares and ney. matorial production, etc. 


The. area in which mene was the greatest measure: of unanat ty 
concerned ‘transportation and tourism. Nine resolutions Were 
approved in this.field, with the. US. abstaining on only one. ‘ 
It called for. abolition of taxes on passenger.fares applied only 
to specific areas and had. reference to-a travel tax in-the. . 
Caribben area. The resolutions. that. were passed in this field 
are important not only. to the. Latin.American countries, but also 
to the. US airlines and shipping countries. One calls for a port 
and harbor. conference to be called in.1955. Another recommends 
cooperation in development and coordination of the inter- 
American transport system. A. third calls: for improvement of. 
maritime and inland. water transportation and .asks. the OAS for 
technical assistance in that field and to prepare a long-range 
program for presentation to the next. Extraordinary meeting of 
the IA-ECOSOC. Constructive action.is urged in promoting : 
international travel and tourism... Provision is made for study 
of the system of freight and insurance rates applicable to 
Inter-American trade. The OAS is. asked to make. studies with 
regard to promotion and development. of national. merchant: 
marines which are recognized as essential for well-rounded 
economic development and to ensure continental defense. Another 
resolution calls for coordination of inter-American transpor- 
tation facilities in time of emergency. 


* * + 


ICCICA 
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ICCICA POSTPONES ACTION REGARDING ° The: Interim’ Coordinating - 
OLIVE O1L AND COFFES AGREEMENTS | Committeé for International — 
Commodity Agreements (ICCICA), 
which met this month in Geneva,’ recommended that the convening ) 
of an intergovernmental study group on coffee, as had been ~* . 
suggested by the Government of Colombia, be deferred. The" post-.. 
ponement was agreed upon ‘because the Rio’ Economic Conference ~~ 
had asked the Inter-American Economic and Social Council ~~ 
(IA-ECOSOC) to make a coffee study and ICCICA wished to avoid ' 

any duplication. If the IA-ECOSOC study results in a draft text 
of measures for international cooperation to stabilize the-- price. 
of coffee, it was recommended that an: intergovernmental study. 
group be convened’ which would include representatives of a1. : 
countries interested in the production and consumption of coffee. 


~~ 





There was also before ICCICA a pivopébal for a conference to 
negotiate an olive oil agreement, (See page 15, October 26, 1954 
issue.) The Committee decided that action should be postponed 
until the Food and Agriculture Organization is satisfied that 
the economic provisions for such agreement have been well enough 
worked out that there is a‘ good chance. of an international 
conference being successful. 7 
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US- PHILIPPINES AGREE ON 1946 On Becsabes’ 15, ‘the’ ‘ys Hele- 
TRADE AGREE ISION ~ gation and the Philippine 

- Economic Mission, which’ have 
been negotiating in Washington since Séptember 20, 1954, signed 
an agreement to recommend to their respective’ governments sub- 
stantial revision of the 1946 US-Philippine trade agreement. 
The accord, which requires approval of the Congresses of the 
two countries, represents the efforts of both governments to 
put their trade relationships on a more normal and stable. basis. 
The agreement makes a number of trade ‘and. ‘political Concessions 
to the Philippines, but the US retains reasonably. important 
advantages, particularly with regard to the rights of US | 
investors. As part of a long-range US plan to help build a 
sound Philippine economy, it is hoped that the revised trade 
agreement will facilitate Philippine attainment of a better 
balanced economy as a free nation, 





The 1946 
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thé 1946 Us-Phat ippine ‘tengo: woietanit piedteet- tei 
scakteamnes of. the. existing.free trade between. the two coun-. | 
tries for an 8-year period.(until July 4, 1954)..and.for.. .. 
gradual application thereafter, over a. ES § of 20 eras. 
of full dutfes at the. ingreasing rate of 5%.of the duty. 
each year, Pe, ‘page 1,, June.&,, 1954 and page 3, July 28, 
1953 issues. gislation.was approved last summer by both. . 
the. US ‘and. PR ine Congresses. soperr ing; the begianng i of 
the. REE & duties until January 1 » 1956, , : 


Recommended Revisions ‘The revisions of the 196 trade 
agreement cover tar ‘preferences, quotas, taxes, currency . 
‘and exchange, immigration, exploitation of natural resources, 
non-discrimination.in business activities and security 
exceptions, A key article in the provisions adjusts,, 
favorably to the Philippines, the rate at which tariff. 
preferences are liquidated... The Philippines have long main- 
tained that the 1946..trade. agreement provision for reciprocal 
free ‘trade for eight years and the gradual epplication over | 
the ensuing 20 years of the full tariff of each country, at. 
progressive steps of 5% of the full rate each year over that 
period, has resulted in a number of inequalities in favor 

of the US and has retarded Philippine economic development. 
In recognition of this problem, the negotiators recommended 
that US preferences in the Philippines be diminished at a 
more rapid rate than provided: in the original agreement and 
that Philippine preferences in the US diminish at a less rapid 
rate than there provided. In. return for this concession, | 
the Philippines agree to eliminate the présent 17% tax on 
sales of foreign. exchange, replacing it with a “temporary © 
special import tax" which is to disappear progressively -. 
over a 10-year period, according to a specified schedule, 

In addition, the provision also frees invisibles from the 
exchange tax--a factor important to new investment in the _. 
Philippines which has been discouraged by the application 

of this tax to the remittance of earnings and repatriation 
of capital, 






The recommended revision on quotas lightens US quota 
restrictions on four Philippine products--cigars, tobacco, 
coconut ofl and buttons--by converting present absolute 
quotas to tariff quotas, and providing for deceleration of 
the rate at which the duty free quantities are scheduled to. 
decrease. The revision also stipulates, on a reciprocal 


basis, 
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basis, the conditions te which say new quetas imposed by 
either country must conform. In contrast, the 1946 agree- 
ment provided for no limttation ‘on the use of quotas by =... 
the Philippines: which. has already imposed: # number’ of drastic. 
limitations on. imports from the US, In-addition iioestion. 
of existing US quotas on: Philippine goods among $halippine 
producers on the: basis oftheir prewar exports would no... 
longer be required. :The 1946 prehibition egainst the | 
imposition of export taxes by the Philippines is also deleted. 


The original prevision prohibiting the Philippines sit se 
from making changes in the value of its currency or imposing; _ 
any restrictions on the transfer of funds to ‘the US except — 
by agreement with the President of the US is deleted. The 
Philippines, which have found this article deeply.offensive ..... 
and have considered it. an infringement of Philippine Cooks 
sovereign rights, did not wish to accept any substitute | 
exchange provision providing assurances to US investors on 
the transfer of funds... However, since both US and the 
Philippines are members of the International’ Monetary Fund, 
the US is afforded. some. safeguards on currency and exchange. 
matters, although the Fund does not limit members’ freedom 
of action with respect to'treatment of investors; for 7 
examplé, IMF members have virtually complete discretion 
on capital transfers and, during the transitional period, 
in the control of current as well as capital payments. 


As a replacement of the immigration provisions of the 
1946 agreement, which had expired in 1951 end which had 
not been replaced by any agreement with resp:7:t to rights 
of entry of citizens for business or dny othe, purpose, 
the agreement recommends a Philippine commitmnt to enact 
legislation similar to that passed by the US Vongress last 
session whereby the two, countries. could agree to. the recip- 
rocal free entry of ' ‘treaty merchants ° e 


In response. to Philippine request for the mutualization ._. 
or elimination of the right to American citizens and com- 
panies to exploit natural resources in the Philirpines, the - 
negotiators provided for mutualization with recervations 
(which were also mutualized) with respect to existing US 
legislation and the constitutional rights of the States, 


A new 
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A new provision {not ‘included in the 1946 agreement) 
which represents an important gain for American business in 
the Philippines and should encourage new investment, pro- 
vides: for reciprocal full national treatment with respect 
to engaging in business activities, subject to the necessary 
reservations of the rights of the several States, These 
reservations are also SUOUSL S808» 


A new provision containing security exceptions in the 
mitual interest of both countries is also recommended for 
inclusion in the revised agreement. ) 


PhiLipptne Reaction Embassy Manila reports that press 
comments: on substantive recommendations for the revised 
agreement have been meager due to the lack of details 
available in Manila, but that there is a widespread expres- 
sion of relief that the uncertainty is ended concerning US- 
Philippine ties, with the negotiations have concluded with 
Some Philippine success. There seems to be recognition 


that the Philippines could not hope to obtain everything 


asked for, and realization of the extent of US concessions, 


Liberal Party leaders have objected to President Magsaysay's 
authorization for the signing of the recommendations without 
consulting Philippine political leaders and have also 
attacked the substance of the agreement. Reported Liberal 
Party objections to the agreement are: 1) elimination of 17% 
exchange tax will result in revenue loss; 2) mutual quota 
provisions on tobacco will "kill" the Philippine Virginia 
leaf growing industry; 3) mutuality of parity effected 

does not really result in equality because the Philippines 
are unable to take advantage of their rights; 4) elimination 
of the peso dollar-peg will result in devaluation of the 
peso; 5) new parity provisions do not guarantee that the 
Philippines may pursue a policy of nationalization after 

the expiration of the agreement; and 6) failure to obtain 
an increase in the sugar quota, Nacionalista and minor 
party support of the agreement seems assured with only the 
Liberal Party's stand doubtful, Our Embassy comments that 
the reversal of the Liberal Party's stand and the objections 
raised appear to be a transparent political maneuver and are 
so appraised by most of the press commentators. However, it 
is noteworthy that the party leaders have decided to with- 
hold judgment until the head of the Philippine delegation 
makes a complete report. 
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NEW EXECUT ORDER The White House: isstied {the "Buy.-. 
ON BUY A | . American". Executive Order: Décember 17. 





7 .. 4 The order, designed to bring about - 
the greatest. possible uniformity among ‘execiitive agencies 
applying the; basic legislation, requires federal agencies | 
to make changes in the administration of the Buy American 
Act which are expected to give foreigri suppliers’ a better : 
chance to sell’ their goods to the US: semveEpet : 


The two. ma jor changes in emnatinetinhaan of the Act 
provided for by the Executive Order are: 1): a system of 
applying the. Buy American Act, a key feature of' which > 
will be a standard. definition of foreign pro@ucts as 
including only those where 50%or more of the costs.are 
attributable to foreign materials; and: 2)-a narrowing of 
the price differential favoring domestic:.:producers. The 
optional methods are provided for calculating the differen- 
tial for purposes of determining whether the doméstic bid 
shall be deemed. unreasonable, - One provides for. determina- 
tion of the sum by computing 6% of the bid on offered 
“price of materials of foreign origin; ‘the other by comput- 
ing 103 of the bid or offered price of..materials of foreign 
origin exclusive of. applicable duty and.all costs incurred 
after arrival in the US, provided -that: when the: bid’ or : 
offered price of materials. of foreign origin amounts ‘to — 
less than $25,000, the sum shall be. determined: by computing 
10% of such price exclusive only of applicable duty. In 
the past, the differential favoring domestic as against 
foreign suppliers was as high as: 25%, Domestic firms are 
Still given preference in a number of situations including 
those involving national interest, where the domestic — 
bidder produces in an area-of "substantial | unemployment", 
where national security. requires a domestic. award, or in 
order to place a fair. proportion: of total purchases with 
small business concerns, - The Executive Order also provides 
that the heads of executive agencies: ‘may: purchase domestic 
materials if they believe such purchase is not unreasonable 
or inconsistent with the public interest. but requires 
submission of a report to the President on the facts of 
— case within. Sts days after. such a ‘decision is 
made. , 


2 pocorn 
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Background The Buy American Act, enacted: in 1933 as a 
depression move to give domestic producers preference in - 
‘selling to the Government, requires that Government agen- 
cies purchase from domestic suppliers except where such 
Suppliers are quoting prices substantially higher than 
those quoted from foreign sources, The Act has become 2 
source of bitter trade friction with a number.of the free. 
nations, The British have béen particularly critical of 
the use of theAct to bar their electrical equipment. 
producers from some important US contracts, Administra- 
tion action on the Buy American Act was foreshadowed last 
March when the President, in outlining. his. foreign economic. 
program to Congress, said that the Executive Branch was 
undertaking to clarify application of the Buy American 
law and that price differentials favoring domestic pro- 
ducers would be limited to a "reasonable’ percentage. 


Department View The Department has urged an early 
announcement of a more liberal implementation of the Buy 
American Act, pointing out: 1) the value of such an announce-- 
ment to our GATT negotiations as evidence of the Adminis- 
tration's determination to eliminate trade barriers as 
well as strengthening the US delegation's efforts to secure 
the removal by other countries of barriers to US goods; 

2) continued delay in issuance of the order increased 
uncertainty among American firms and foreign governments 
regarding US intentions; 3) issuance of the order would 
counteract skepticism abroad regarding the Administration's 
intentions in the foreign trade field; and 4) that the 
preferences in the new order are in accordance with the 
President's comment in his March 30 message: that the pay- 
ment of premiums by the Government on its purchases is 
“improper policy, unbusinesslike procedure and unfair to 
the taxpayer." Although the Department regretted the 
inclusion of another provision providing for preference 

to domestic firms (agency heads may purchase domestic 
materials if they believe the purchase not unreasonable 

or inconsistent with the public interest), the requirement 
for reporting to the President. on such cases may prevent. 
extensive use of this provision. On the whole, the Depart- 
ment feels that the new order is a step forward in meeting 
the concern of other countries on. the administration of 

the Buy American Act, 
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FOREIGN ECONOMIC POLICY On December 11 the White House 
COUNCIL TO BE ESTABLISHED announced that a Council on Foreign 
Economic. Policy, at the. Cabinet level, 
would be established under the chat--manship of Joseph M.. Dodge, 
Special Assistant to the President. The announcenent. was in. 

the form of a letter. from the President. to Me. cent which 

reads as follows: _ | 





"It is-my desire: that. we proceed as ra spidly as. possible : 
to bring about. improvements: in the organization of the. 
Executive Branch for the development and coordination of 
foreigm: economic policy, including its relation.to domestic 
economic policy where #t- is involved. “I heve discussed 
the objectives of this program with the Cabinet, my 
Advisory- Committee on: Government Orgenization, - the 
Director of the Bure at of: the Budget, ‘and with. you. 


"T am most’ pleased that you have avreed to continue 

to serve the Goverriment and to organize on my. behalf. . 

this very important undertaking. Effective immediately 

I am designating ‘you as’ Special Assistant to the President 
to assist and advise me in acccmplishing an orderly 
development of foreign economic policies and programs 

and to assure -the effective cocrdination of foreign 
economic matters of coritern to the Several. departments 

and agencies’of the Executive Branch. | . 


"More particularly, in respect to foreign. economic matters, 
I shall look to you to provide for the anticipation of 
problems and issues, ensure advance preparation, analyze 
information for the purpose of clarifyin; and defining 
issues, and determine the primary responsibilities. of 
the executive agencies for the preparation of original 
documents and for any other steps necessary to produce 
a coordinated and acreed upon. governmental geparsen. 


"There now are numerous standing and. ad hoc inter- 
departmental coordinating mechanisms, as well as.a 
complex of overseas departmental operations, each 
dealing with a limited aspect of our foreign economic 
policy. I expect that the arrangements established 
by this letter, with the cooperation and assistance 
of the Director of the Bureau of the Budget. and his 
staff and with the benefit of other studies in this. 
field of activity now underway, will lead to a sub- 
stantial simplification of the oresent structure. 


you 


UNCLASSIFIED 


DECLASSIFIED FOR PUBLICATION IN FOREIGN } 
RELATIONS OF THE UNITED STATES : 

















BEST COPY AVAILABLE 


UNCLASSIFIED 
2 


"You are authorized to establish and to serve as the ‘ 
chairman of a Council on Foreign Economic Policy through 
which executive agencies can participate effectively : 
in this undertaking. The Secretaries.of State, . : 
Treasury, Commerce, Agriculture, and the Director of 

the Foreign Operations Administration, or their prin- 
cipal deputies, should comprisesthe initial basic _ 
membership of the Council. All of them are regular 
members of the Cabinet and three of them are re,ular 
member's . of the National Security Council. 


"In addition, ex: officio members will be my. aa 

: strative Assistant for Economic Affairs, my Special. 
Assistant for National Security Affairs, and a.member ~ 

of my Council of Economic Advisers. The heads of other 
departments. and agencies should be invited by the 

chairman to participate in meetings of the Council when 
metters of direct concern to them are under consideration. 


"You may provide yourself with such staff as is necessary 
to assist you in connection with these duties. In 
addition, I anticipete that from time to time provision 
will need to be made for a limited number of special 

task forces for the ‘review of specific foreign 

economic. matters thet are so extensive or. compli- 

cated as to make it advisable to organize them as. 

special projects. -: 


"Because the formulation of foreign economic policy 

in many instances is an inte;,al1 part of the formulation 
of national security policy or of international | 
financial policy, I want you, as quickly as possible, 
to establish appropriate workin; relations with the 
National Securtty Council and the National Advisory 
Council: on International Monetary and Financial 
Problems, respectively, to the end that in those 
instances referred to the desired integration will 

be effected. The achievement of such inte.ration will 
be furthered by yvour attendance at such meetings of 
those organizations as you consider necessary, as 

well as attendance by a representative of those organi- 
zations at meetings of the Council on Foreign Economic 
Policy when appropriate." | 


* | y 2 * 
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AGRICULTURAL SURPLUS DISPOSAL . The Interagency Committee on’: - 
PLANS UNDER PUBLIC LAW 480°" Agricultural Surplus Disposal ~-_ 





on December 7 agreed on global -— 
program proposals for fiscal year 1955 under Title I of the 
Agricultural Trade Development and Assistance Act of 1954 : 
(PL 480). involving the sale of $452.8 million- worth: of surplus 
commodities to 17 countries. Negotiations’ are completed or =~ 
under. way with some: of the countries on the necessary agreements _ 
covering. the programs, end plans for approachin;; other countries: 
are being worked out. The principal participants under the 
approved program include Japin with a $100 million program, 
Yugoslavia with a $60 million program, the UK with a $53.5 million 
rogrem, India with a $40 million program, Pakistan with a 
#31 million program, and Turkey, Italy and Brazil each with a- 
30 million program. These-figures represent the CCC investment 
in the commodities to be included. In determining a total of 
head -8 million for. the-fiscal year 1955 ‘program out of the 
700 million threesyear totel authorized under Title I of the 
Act, the interagency committee agreed to leave the a 
door open for consideration of additional programs in fiscal ' 
year 1955 in the event unforeseen circumstances and tater te 
considerations should develop. | ie 


Background The Agricultural Trade Development and Aseietence 
Act of 1954 provides that surplus agricultural commodities, 
amounting to $700 million in cost to: the CCC; may: be sold 
abroad for local currencies over a period of three years (Title 
I). It further provides (Title II) that surplus commodities’ © 
up to $300 million may be transferred ona ,rant- basis to 
friendly peoples to furnish. emerceney relief and to assist 
in programs undertaken with friendly cevernments or through 
voluntary relief agencies. Title III specifies other ways 
in which CCC-held surplus commodities may be used; such as in 
school lunch programs, or in relief programs: abroad sponsored 
by authorized voluntary agencies. It also authorizes the 
Secretary of Agriculture. to barter or exehanze such commodities 
for strategic goods, Whereever this will entail less storage 
charge or less risk of loss through deterioration than would 
result from retention of. a,jricultural surpluses. Following 
enactment of this statute ‘see- pege 6,- Auwust 31, 1954 issue), 
the President issued an executive: order: assizning- to the Secretary 
of Agriculture primary responsibility for the administration of 
Title I, including the development of overseas’ merkets for 
agricultural commodities, and to the Director of the Foreign 
Operations Administration primary responsibility for the 
administration of Title II. The Department of State was given 


primary 


DECLASSIFIED FOR PUBLICATION IN FOREIGN | } 
RELATIONS OF THE UNITED STATES - 








BEST COPY AVAILABLE 


OFFICIAL USE ONLY 
‘= 16 - : i. 


primary responsibil 1¢y- for negotiating and euverine ‘into agreee 
ments with the friendly nations involved. The order further — 
specified that. all functions under the Act; however delegated, 
would be subject to the responsibilities of the Secretary of State 
with respect to US foreign policy. Other agencies were assigned 
appropriate functions. : : : 


To coordinate US policies with regard to this Act and with 
regard to surplus agricultural disposal abroad in general, the 
President established an Interagency Committee:on Agricultural 
Surplus Disposal under the chairmanship of White House Consultant 
Clarence Francis. An interagency staff committee under the chair- 
manship of the Department of Agriculture was enepeuitinte: paeee~ 
lished to assist the Francis Committee. 


Along with the executive order assigning functions under the 
Act, the President issued a policy statement concerning foreign 
trade as related to agriculture, The statement points out that 
the world supply and demand situation in agricultural products 
requires, in the interest of the general welfare, an orderly and 
gradual liquidation of our surpluses, The President said the US 
would offer its products at competitive prices: but would not use 
its surpluses to disrupt world prices. He also referred to US 
desire that surpluses be used to increase consumption in those 
areas where there is demonstrable under-consumption and where 
practical opportunities for increased consumption exist or can be 
developed in a constructive manner, 


Implementation The $452.8 million program for fiscal year '55 
under Titie I agreed upon by the Francis Committee includes the 


following: 

UK -«-9-\8 8©=-<|-28# w= @ eo w= = @ $53. 5 million 
Japan -— == <= = oe @ @ @ 100, 0 
Yugoslavia =-----+-+-- 60.0. " 
Turkey -<-----*--- weep 
Spein- + -ss-.0-++ 26,0 ' 
Pakistan-<+--<----- 31.0 ° 
Chile----+--+---- g.00 
POM eo eC et amaeaqese 6.0 : 
Denmark -------*2*-- 10.0 7 
aw eee een ees 2.0 : 
Finland ----------- 4.0 
Thailand --------- 2.0 " 
Italy ----+-+-+-+--+-- 30.0 , 
France ---<-*<--+--- 15.0 | 
Brazil ---------- 30.0 | 
Austria --------- * ie 
India------ isce | ee 


These 
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These program proposals are in various stages of completion; 
negotiations are underway with the first seven. countries 
listed; negotiations are yet to be started with the other 
countries. The programs vary from country to country in 
content and terms and are negotiated on a case by case basis 
with regard to commodities for each country and uses for local 
currency. (As examples see page 1, November 23, 1954 issue on 
program for Japan and page 4, December 7 issue on program: for 
Yugoslavia). All programs will be under bilateral agreements 
covering in general the amount involved, tne commodities to be 
included, and the uses of the local cwrrency proceeds. 














The uses of the local currency proceeds, as specified in 
the agreements, vary from country to country. According to 
the Act, the purposes for which they may be used include: 
development of new markets for US agricultural commodities; 
acquisition of strategic and critical materials; procurement 
of military equipment, materials and facilities; purchases of | 
goods or services for other friendly countries; promotion of 
balanced economic development and tzrcede among nations; pay-:: | 
ments of US obligations abroad; loans for promotion of multi- 
lateral trade and economic development; and international 
educational exchange activities. The US objective is to 
maximize the uses of local currency proceeds for US purposes. 








Contrary to the practice followed with regard to last 
year's surplus commodity programs under Section 550 of the 
Mutuel Security Act of 1954, no firm list of commodities 
available under PL 480 will be published. Commodities in- 
cluded under PL 480 prozrams will vary from country to country, 
but those expected to bulk lar est in the overall program are 
wheat, which represents the largest US surplus, cotton, 
tobacco and cottonseed oil. 


Insofar as possible, private trade channels are to be 
used to the maximum possible extent in carryin;, out the 
commodity agreements entered into under this Act, as provided 
in the legislation. Regulations that have been issued 
governing the financing of commercial sales until Title I 
provide that after a formal agreement has been entered into 
with a foreign government, the Department of Agriculture 
(Foreign Agricultural Service) will issue to that country 
purchase authorizations specifying the kinds, approximate 
Quantities, end maximum dollar velue of the commodities and 
the conditions under which purchases may be made. At the 
Same time the FAS will issue a public announcement of details 
giving the information thet US suppliers will meed in making 


sales 
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sales to the foreign importers. US suppliers and foreign 
importers then negotiate sales and enter into contracts in 
which the sales price is expressed in US collars. Normal 
commercial procedures will be followed in earrying out the 
contracts, and local currency will be depositec by the 
foreign government to the account of the US Government. 


After considerable interagency ciscussion the US has 
announced in -the UN Food and Agriculture Organization 
surplus commodity subcommittee, which meets in Washington, 
that it will endeavor to keep other interested countries 
informed: regarding programs uncer PL 480 through consulta- 
tions. Shortly defore a specific agreement ts concluded, the 
US will provide other exporting countries an opportunity to. 
discuss the commodity composition of th«t *g7eement. We have 
emphasized, however; that we consider consul*?:.(°1 a two-way 
street and that we expect other nations ‘so co~svit on o?rti- 
cular transactions which, because of charéac*ter cr cize, are 
likely to disrupt our markets. We co not intonc to announce . 
any hist of countries to which we hope to sell surplus com- 
modities. Our plans for consultattons are similar to those 
followed last year under Section 550 (Mutual Security Act) 
programs. Other exporting countries welcomec this practice 
and have been ur.ing that it be continued for the PL 480 
program. . 


Problems A number’of issues have arisen or are anti- . 
cipated in connection with negotiating eech country proxram. 
One is a result of the conflict between the desire to reduce 
the large US surpluses and ‘she dan ver thet our operations 
could be so lar,.e as (a) to have an adverse effect on world 
markets and consequently on our relations with other export- 
ing countries, and (b) to displace US marketin.s of the sme 
products for dollars. 


Another difficulty has been that of maintaining the 
distinction between the Title I provram, the principal pur- 
pose of which is to promote agricultural trode, and foreign 
aid to maintain current ccnsumption levels. 


Yet another problem has been the ~rowth of excessive 
expectation on the part of other countries, which in the recent 
past have been encouraged, perhaps excessively, to expect 
easy access to the surpluses and now find that they cannot 
obtain them on as eesy terms or in the quantities desired. 


Other 
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Other complications arise in determining the uses for 
the locel currency proceeds. In programs proposed to date, 
the countries have not always been pleased with the uses 
Suggested by us for the local currency, which have been 
divided in various ways among the purposes specified in the 
Act. They have also showed concern that some US uses of the 
local proceeds would replace dollar income they otherwise 
would receive. The loan requirement regarding the local 
currency to be used for economic development has occasionally 
constituted another difficulty, even though the terms of re-: 
peyment are not onerous. 


Yet another complicating factor is that the PL 480 
limit of $700 million for a three-year per’od is in terms 
of CCC costs, which generally avereze about 20% more then 
the current market values. The $452.8 million tctal approved 
for fiscal vear 1955 prosrams is in terms of CCC costs rather 
than the market va.iue of the commodities. 


Such problems as mentioned above generally do not arise 
in connection with the pro:;-rams under Title II, which are on 
a grant basis. Examples are European flood relief sranted 
earlier this fall end the recent offer of corn to Sardinia 
to ease the situation resulting from a serious drought. 
Recipient countries are naturally more ea.er to receive 
commodities under Title II since these ere on 2 grent basis. 


* * * 
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